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CAPITAL STRUCTURE as of 6/30/18
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LT Interest $420 mill.
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BUSINESS: The Boeing Company is a leading manufacturer of
commercial aircraft. Manufactures the 737, 747, 767, 777, and 787.
Also produces business jets, fighters (F-15, F/A-18), helicopters
(CH-47, AH-64); guided weapons (Harpoon, Joint Direct Attack
Munition), satellites, space launch systems, and manages the Inter-
national Space Station. In 2017, foreign sales accounted for 55% of

total; R&D: 3.4% of sales. Has 140,800 employees. Of-
ficers/directors control less than 1.0% of stock; The Vanguard
Group, 7.0%; BlackRock, 5.4%; Newport Trust Company, 5.7%
(3/18 proxy). President, CEO, and Chairman: Dennis A. Muilen-
burg. Inc.: DE. Address: 100 North Riverside Plaza, Chicago, IL
60606-1596. Telephone: 312-544-2000. Internet: www.boeing.com.
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Boeing continues to perform well. In
the June quarter, the aerospace/defense
behemoth generated revenues of $24.3 bil-
lion, which was slightly ahead of our es-
timate and represented a year-over-year
increase of 7%. As for the bottom line, it
achieved a share profit of $3.73, or 29%
better than the prior-year tally. Boeing
delivered 194 commercial aircraft during
the interim, compared to 183 last year.
The delivery increase was, of course, good
to see, but the big story was the operating
margin of this division. Thanks to cost re-
ductions, lower R&D expenditures, and
the sale of more profitable planes, the
business’ operating margin widened 240
basis points, to 11.4%.

Looking ahead, management raised
its financial guidance. For full-year
2018, leadership now expects revenue from
$97.0 billion-$99.0 billion, up from its pre-
vious range of $96.0 billion—$98.0 billion.
We think this new range is obtainable,
and we have raised our top-line estimate
to $98.0 billion (was $97.5 billion). That
said, we do think that margins will not be
as impressive in the second half, which
can be attributed to higher costs in its

defense division. All told, we are lowering
our 2018 share-net estimate from $16.75,
to $16.60, which is at the high end of man-
agement’s guidance ($16.40—$16.60).

Our view of the stock remains mixed.
Boeing shares were the best-performing
component of the Dow in 2017 and, year to
date, have advanced another 20%. That,
along with the meaningful top- and
bottom-line gains that we project, and
there appears to be wind at the issue’s
back, which may push the price even high-
er over the near term. That said, from a
valuation standpoint, BA is expensive. For
instance, it is trading at 21.2 times our 12-
month share-net estimate to March 2019,
which is far higher than its historical
average, as well as the multiple we project
to 2021-2023. The stock is also priced well
beyond its typical revenue and cash flow
multiples. Simply put, establishing a new
position here may prove lucrative, but
comes with the caveats mentioned above.
Lastly, we wouldn't blame current share-
holders from periodically taking profits
and, perhaps, buying back the stock at a
better entry point.

lan Gendler September 7, 2018
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