Company Overview:

Johnson & Johnson, based in New Brunswick, New Jersey, is a medical products company with 2021 revenue of $93.7
billion. The business is split into three segments: Pharmaceuticals (55% of 2021 sales), Medical Devices& Diagnostics
(MD&D, 29% of 2021 sales), Consumer (16% of 2021 sales).

Name Ticker Growth Dividend D+G
Johnson & Johnson JNJ 7.50% 2.57% 10.07%

Highlights:

The business continues to execute, and JNJ was able to maintain fiscal year EPS guidance despite the challenging
macroenvironment. JNJ is emerging from the pandemic with a robust balance sheet and strong FCF generation.
Moreover, the core business demonstrated strong fundamentals, and growth was particularly robust in most
markets. Recovery momentum remains strong, and management was confident that inflation and margin pressures
are “very manageable,” even in the short-term.

Bull Case:

e Potential Appreciation Before Spin-off — \We expect the company to continue to garner interest as investors
recognize the value add of spinning of the Consumer side of the business into a standalone company,
Kenvue. The Med Tech and Pharma side of the business, which will be the “RemainCo”, has seen revenues
consistently increase by 8% - 9%, which should attract more growth investors once the spinoff is complete
in the second half of 2023.

e  Healthy Inorganic Growth Allows for an Alternative Lever for Growth — JNJ recently acquired Abiomed
(ABMD), who is a consistent double-digit top-line grower, with mid-to-upper 20% EBITDA margins. We
believe that this company will pair nicely with the company’s high-growth Interventional Solutions business,
which has also consistently grown in the high-teens and low-twenties. ABMD has carved out a leadership
position in percutaneous heart pumps, creating a pipeline of expanding indications, driving annualized sales
of just over $1B, and we believe the deal represents a bold and decisive step towards reinforcing JNJ’s
commitment to Med Tech. We expect more of these acquisitions to occur.

Bear Case:

e Higher-than-Expected Pricing Pressure and Impact from Health Care Reforms - Sales of INJ's
pharmaceutical and medical device products are significantly affected by reimbursements by third-party
payers. As part of various efforts to contain healthcare costs, these payers are putting downward pressure
on prices at which products will be reimbursed.

e Competition and Product Delays Could Create Earnings Volatility - Pipeline delays or failures, and/or
higher-than-forecast competition from generic or branded drug manufacturers as well as Medical Device &
Consumer Health competitors may affect JNJ's future earnings cash flows. JNJ faces substantial competition
in all three operating segments and in all geographic markets.

Overview:

We believe that our bull thesis is supported by JNJ’s defensive positioning, attractive valuation, stable growth profile
(4% - 5% revenue, 6% - 9% EPS), and attractive balance sheet. The company’s expected spin-off piques our interest,
as we like both sides of the business and believe that this corporate action should engineer value, given the
discounted conglomerate valuation associated with the holistic stock.
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