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Company Description: 
Caterpillar Inc. (CAT) designs, manufactures, and sells construction and mining equipment, along with diesel and natural gas 
engines and industrial gas turbines. It also provides financial services and insurance to support equipment dealers and customers. 

 

 

 

Highlights:  
Valuation is readily observable to everyone, and yes, CAT is expensive; this is not a unique insight. Our perspective is that what 
drives CAT stock performance is relative EPS growth, not valuation. CAT finds itself in a position where (relative to the S&P 500) 
it will be able to grow earnings at an accelerating pace through a combination of higher absorption from production increases 
(across all segments, not just Power Systems) and a shift in dealer stocking preferences (dealers are stocking up rather than 
down). Earnings matter, and history shows that as earnings accelerate, it is unlikely for CAT to underperform (forward estimates 
get positive revisions; the second derivative is what matters). 
 
Bull Case: 

• Record Backlog & AI Infrastructure Tailwind – Bulls point to a record $63B backlog, a tripling of large engine production 
capacity, and raised full-year guidance as evidence CAT has re-rated from a cyclical industrial into an AI infrastructure 
play - data center power demand is pulling in orders for CAT's large engines and turbines.  

• Earnings Have Continued to Blow Past Estimates and Guidance – The most recent earnings report witnessed sales and 
revenues increase 22% to $17.4 billion, with adjusted profit per share of $5.54, and Caterpillar guided to low-double-
digit full-year 2026 sales and revenue growth. Management didn't just clear the quarter; they raised the full-year 
outlook and noted underlying margins would sit at the top of their target range if not for tariffs, and backlog hit a record 
$63 billion, up 79% year-over-year - signaling this strength is more than a one-quarter phenomenon.  

• Underlevered ME&T Balance Sheet and Projected Strong Cash Flow Gives CAT Balance Sheet Optionality – A large 
share repurchase program and/or more acquisitive growth after relative dearth of M&A since 2010/11 could augment 
continued dividend growth (HSD% dividend increase targeted through 2030). 
 

Bear Case: 
• Macroeconomic Growth – Outlook is contingent on sustained global economic growth, with an emphasis on the outlook 

for the US economy (Caterpillar's largest market). A robust economy could lead to strong sales growth.  
• Commodity Prices – High prices for commodities like coal and copper drive significant growth in demand for associated 

capital equipment and support increased investment in energy and transportation infrastructure and building 
construction in developing economies that are highly dependent on natural resource extraction.  

• Tariff Drag is Real and Growing – Caterpillar updated its full-year tariff estimate to $2.2–$2.4 billion, with the upcoming 
quarter impact around $700M, weighing on margins even as top-line growth impresses. If Tariffs continue to be front 
and center, it could create a small headwind for the company.  
 

Overall Thesis:  
Caterpillar isn't just riding a normal industrial cycle right now; it's sitting at the intersection of several powerful, overlapping 
trends that could keep demand elevated for years. A record $63B backlog, up 79% year-over-year, combined with a tripling of 
large engine production capacity, shows a company that management believes needs meaningfully more capacity, not just better 
utilization of what it already has. The recent quarter witnessed sales growth of 22%, and rather than treating that as a peak, 
Caterpillar raised full-year guidance to low-double-digit growth, with underlying margins actually running near the top of the 
company's target range once tariff noise is stripped out. The market is waking up to the idea that CAT's diesel and gas turbine 
business is becoming critical infrastructure for the AI buildout, powering data centers that can't wait years for grid capacity, while 
its core construction and mining equipment business keeps chugging along on infrastructure spend. On top of all that, 
management is returning enormous amounts of cash to shareholders—$5.7B deployed toward buybacks and dividends in a single 
quarter—while still funding the capacity expansion, which is the kind of capital discipline that rewards patient shareholders.  
 
Put simply: bulls see a durable industrial franchise that just found a second growth engine, with demand visibility further out than 
at almost any point in the company's history 
 

Name Ticker Yield Growth D + G
Caterpillar Inc. CAT 0.73% 16.50% 17.23%
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Past performance is not indicative of future results. Investing involves risk including the potential loss of principal. This material is 
not financial advice or an offer to sell any product. The actual characteristics with respect to any particular client account will vary 
based on a number of factors including but not limited to: (i) the size of the account; (ii) investment restrictions applicable to the 
account, if any; and (iii) market exigencies at the time of investment. Aptus Capital Advisors, Inc. reserves the right to modify its 
current investment strategies and techniques based on changing market dynamics or client needs. Forward looking statements 
cannot be guaranteed. This is not a recommendation to buy or sell a particular security. There is no assurance that any securities 
discussed herein will remain in an account's portfolio in the time you receive this report or that securities sold have not been 
repurchased. The securities discussed may not represent an account's entire portfolio and in the aggregate may represent only a 
small percentage of an account's portfolio holdings. It should not be assumed that any of the securities transactions, holdings or 
sectors discussed were or will prove to be profitable, or that the investment recommendations or decisions we make in the future 
will be profitable or will equal the investment performance of the securities discussed herein. Information was obtained from third 
party sources which we believe to be reliable but are not guaranteed as to their accuracy or completeness. 
 
This commentary offers generalized research, not personalized investment advice. It is for informational purposes only and does 
not constitute a complete description of our investment services or performance. Nothing in this commentary should be 
interpreted to state or imply that past results are an indication of future investment returns. All investments involve risk and unless 
otherwise stated, are not guaranteed. Be sure to consult with an investment & tax professional before implementing any 
investment strategy. Investing involves risk. Principal loss is possible. 
 
When a page is marked “Advisor Use Only” or “For Institutional Use”, the content is only intended for financial advisors, 
consultants, or existing and prospective institutional investors of Aptus. These materials have not been written or approved for a 
retail audience or use in mind and should not be distributed to retail investors.  Any distribution to retail investors by a 
registered investment adviser may violate the new Marketing Rule under the Investment Advisers Act.  If you choose to utilize or 
cite material we recommend the citation, be presented in context, with similar footnotes in the material and appropriate 
sourcing to Aptus and/or any other author or source references. This is notwithstanding any considerations or customizations 
with regards to your operations, based on your own compliance process, and compliance review with the marketing rule 
effective November 4, 2022. 

Advisory services are offered through Aptus Capital Advisors, LLC, a Registered Investment Adviser registered with the Securities 
and Exchange Commission. Registration does not imply a certain level of skill or training. More information about the advisor, its 
investment strategies and objectives, is included in the firm’s Form ADV Part 2, which can be obtained, at no charge, by calling 
(251) 517-7198. Aptus Capital Advisors, LLC is headquartered in Fairhope, Alabama. ACA-2607-27. 
  
  


