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Johnson & Johnson: Navigating a Complex Landscape of Opportunities and Challenges

Forward Valuations Bullish Bearish

Implied Option Valuation $175.00 - $195.00 $135.00 - $155.00

Sum of the Parts $200.00 - $220.00 $160.00 - $180.00

Relative Multiples $190.00 - $210.00 $150.00 - $170.00

Discounted Cash Flow $180.00 - $200.00 $140.00 - $160.00

SUMMARY DATA (ANNUAL)

52-Week High $168.85

52-Week Low $143.13

Shares 2,533.50

EPS 13.88

Dividend 4.70

Revenue 85,159

Cost of Revenue 26,553

Gross Profit 58,606

EBIT 37,661

OUTLOOK

Johnson & Johnson's outlook for the next six
months is mixed, reflecting both potential
opportunities and challenges. The company's
strong financial performance and innovative
product pipeline suggest continued growth in
its core pharmaceutical and medical device
businesses. However, the ongoing talc
litigation and the uncertain impact of the
Inflation Reduction Act on pharmaceutical
pricing are expected to remain significant
headwinds, creating potential volatility in its
financial results and stock price.
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1. Business Description
Johnson & Johnson, a multinational corporation headquartered in New Brunswick, New Jersey, operates through
two business segments: Innovative Medicine and MedTech. The Innovative Medicine segment focuses on
therapeutic areas such as Immunology, Infectious Diseases, Neuroscience, Oncology, Cardiovascular and
Metabolism, and Pulmonary Hypertension. This segment distributes medicines directly to retailers, wholesalers,
distributors, hospitals, and healthcare professionals for prescription use. Notable products in this segment include
REMICADE, SIMPONI, SIMPONI ARIA, STELARA, TREMFYA, EDURANT, PREZISTA, PREZCOBIX/REZOLSTA,
SYMTUZA, CONCERTA, INVEGA SUSTENNA/XEPLION, INVEGA TRINZA/TREVICTA, SPRAVATO, CARVYKTI,
ZYTIGA, ERLEADA, IMBRUVICA, DARZALEX, XARELTO, OPSUMIT, and UPTRAVI. Many of these medicines are
developed collaboratively with strategic partners or licensed from other companies and have active lifecycle
development programs.

The MedTech segment offers a wide range of products for Interventional Solutions, Orthopaedics, Surgery, and
Vision. It includes brands like Biosense Webster, Abiomed, Cerenovus, DePuy Synthes, Ethicon, Mentor, Acclarent,
ACUVUE, and TECNIS. These products are distributed through wholesalers, hospitals, and retailers, primarily used
by professionals like physicians, nurses, hospitals, eye care professionals, and clinics.

As a global company, Johnson & Johnson conducts business in almost all countries, with the international business
accounting for approximately 45% of total sales in fiscal 2023. The company has a significant number of
manufacturing facilities globally, most of which it owns rather than leases. The company places importance on
maintaining strong intellectual property protection through patents and trademarks. The company recognizes
revenue upon the transfer of control of goods to customers and accounts for rebates, sales incentives, and returns
as variable consideration, reducing sales.

Johnson & Johnson emphasizes its commitment to employee health, well-being, and safety, fostering a culture built
on diversity, equity, and inclusion. The company offers competitive compensation and benefits packages to attract
and retain talent.

Johnson & Johnson faces several business risks inherent in the pharmaceutical and medical device industries,
including competition, patent challenges, product liability, litigation, and regulatory scrutiny. The company actively
manages these risks through robust business continuity plans, legal defense strategies, and ongoing investments in
research and development.

The 10K filing provides a comprehensive overview of Johnson & Johnson’s financial performance, strategic
initiatives, and risk factors, highlighting the company's commitment to innovation, responsible business practices,
and creating value for its stakeholders.
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2. Financial Analysis
Johnson & Johnson's financial performance over the past decade reflects steady revenue growth, with a particularly
strong performance in 2023. Revenue has increased from $74.3 billion in 2014 to $85.2 billion in 2023, representing
a compound annual growth rate of approximately 1.4%. This growth is primarily attributed to strong sales in both its
Innovative Medicine and MedTech segments.

Notably, the Innovative Medicine segment has experienced robust growth, driven by key products such as
STELARA and DARZALEX. These products have benefited from strong market demand and ongoing lifecycle
management programs. The MedTech segment has also shown positive growth, particularly with the acquisition of
Abiomed in late 2022, which significantly expanded the company’s cardiovascular portfolio.

In terms of profitability, Johnson & Johnson has maintained a healthy operating margin, although it has fluctuated
over the years. In 2023, the operating margin was 17.7%, slightly lower than the 24.2% recorded in 2022. This
decrease can be attributed to several factors, including higher amortization expenses related to the Abiomed
acquisition, increased milestone payments for research and development, and a significant charge related to talc
litigation in the first quarter of 2023.

Johnson & Johnson's balance sheet reflects a strong financial position. The company has a significant amount of
cash and cash equivalents, exceeding $21 billion in both 2022 and 2023. This strong cash position is supported by
robust cash flow from operations, which has exceeded $20 billion annually for the past several years. However, the
company also has a significant amount of debt, exceeding $29 billion in both years.

Johnson & Johnson's financial evolution is characterized by strategic acquisitions, such as Abiomed, and
divestitures, such as the spin-off of its Consumer Health business into Kenvue. These actions have allowed the
company to streamline its operations, focus on high-growth areas, and strengthen its market position in key
therapeutic areas.
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BALANCE SHEET, LAST 10 YEARS

2023 2022 2021 2020 2019 2018 2017 2016 2015 2014

Total Assets 167,558 187,378 182,018 174,894 157,728 152,954 157,303 141,208 133,411 130,358

Total Debt 29,332 39,642 33,751 35,266 27,696 30,480 34,581 27,126 19,861 18,760

Shares 2,533.50 2,625.20 2,632.10 2,632.80 2,645.10 2,681.50 2,692 2,737.30 2,771.80 2,815.20

EPS 13.88 6.83 7.93 5.59 5.72 5.70 0.48 6.04 5.56 5.80

Dividend 4.70 4.45 4.19 3.98 3.75 3.54 3.32 3.15 2.95 2.76

Revenue 85,159 79,990 78,740 82,584 82,059 81,581 76,450 71,890 70,074 74,331

Cost of Revenue 26,553 24,596 23,402 28,427 27,556 27,091 25,439 21,789 21,536 22,746

Gross Profit 58,606 55,394 55,338 54,157 54,503 54,490 51,011 50,101 48,538 51,585

EBIT 37,661 21,206 22,438 16,698 17,646 19,004 18,607 20,529 19,748 21,096

(* millions, except EPS and dividend)
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BALANCE SHEET, LAST 10 QUARTERS

2024 Q2 2024 Q1 2023 Q4 2023 Q3 2023 Q2 2023 Q1 2022 Q4 2022 Q3 2022 Q2 2022 Q1

Total Assets 181,088 171,966 167,558 166,061 191,686 195,969 187,378 175,124 177,724 178,355

Total Debt 41,491 33,632 29,332 29,921 45,602 52,907 39,642 32,027 32,597 33,148

Shares 2,406.80 2,408.20 2,533.50 2,522.90 2,598.30 2,605.50 2,625.20 2,627.90 2,629.60 2,629.20

EPS 1.95 1.35 1.61 10.32 1.98 -0.03 1.34 1.70 1.83 1.96

Dividend 1.24 1.19 1.19 1.19 1.19 1.13 1.13 1.13 1.13 1.06

Revenue 22,447 21,383 13,532 21,351 21,519 20,894 12,548 19,996 24,020 23,426

Cost of Revenue 6,869 6,511 3,340 6,606 6,462 6,687 2,907 6,172 7,919 7,598

Gross Profit 15,578 14,872 10,192 14,745 15,057 14,207 9,641 13,824 16,101 15,828

EBIT 6,018 3,869 3,947 27,128 6,291 -652 4,085 5,371 5,878 5,872

(* millions, except EPS and dividend)
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3. Stock Technical Analysis

Over the past 52 weeks, Johnson & Johnson's stock price has exhibited a notable downward trend, declining from a
high of $175.60 in August 2023 to a low of $143.13 in April 2024. This downward trend can be attributed to several
factors, including investor concerns about the ongoing talc litigation, the impact of the Inflation Reduction Act on
pharmaceutical pricing, and overall market volatility.

Despite the downward trend, the stock price has demonstrated some resilience, with periodic upward movements
indicating that investors continue to see value in the company's strong fundamentals and diverse business portfolio.
The stock price has consistently traded above its 50-day moving average, suggesting some underlying support for
the stock, despite the overall bearish sentiment.

However, the stock has also consistently traded below its 200-day moving average, indicating a longer-term bearish
trend. Technical indicators, such as the Relative Strength Index (RSI), suggest that the stock is currently oversold,
potentially signaling a buying opportunity for investors who believe in the company’s long-term prospects.

The volume of shares traded has fluctuated significantly over the past year, with spikes in volume often coinciding
with major news events or earnings announcements. This indicates that investors are closely monitoring the
company’s performance and reacting quickly to any new developments.
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4. Current Media Coverage & Stories
Johnson & Johnson has been featured prominently in the news over the past year, primarily due to its ongoing
efforts to resolve the talc litigation and the impact of the Inflation Reduction Act on its pharmaceutical business.
Headlines have focused on the company’s multiple attempts to utilize bankruptcy proceedings to settle talc claims,
the constitutionality of the IRA's drug pricing provisions, and the financial implications of these legal and regulatory
challenges.

Media coverage has also highlighted the company's recent acquisition of Abiomed, a leading provider of
cardiovascular medical technology. This acquisition has been portrayed as a strategic move to strengthen Johnson
& Johnson’s position in the rapidly growing heart failure and recovery market. Headlines have focused on the
financial details of the deal, the potential synergies between the two companies, and the impact on the broader
cardiovascular medical device landscape.

Additionally, there has been significant media attention on the spin-off of Johnson & Johnson's Consumer Health
business into Kenvue. This separation has been presented as a strategic move to create two independent, publicly
traded companies with distinct focus areas and growth opportunities. Headlines have covered the financial
performance of Kenvue since its IPO, the divestiture of Johnson & Johnson's remaining ownership interest, and the
impact on the consumer healthcare market.

The media narrative surrounding Johnson & Johnson reflects a mix of challenges and opportunities. The company
is navigating complex legal and regulatory issues, while also pursuing strategic acquisitions and divestitures to
strengthen its market position and drive long-term growth. The media's portrayal of these developments will likely
continue to influence investor sentiment and the company’s stock price in the months to come.
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5. Financial vs. Stock vs. Media Coverage Situations
The contrasting narratives surrounding Johnson & Johnson, as reflected in its financial data, stock price movement,
and media coverage, illustrate a company simultaneously grappling with significant challenges and pursuing
strategic opportunities for growth. The company's financial data highlights its continued revenue growth, driven by
strong performance in both its Innovative Medicine and MedTech segments, and a healthy cash flow from
operations. This positive financial narrative, however, is tempered by the significant charge related to the talc
litigation and the potential impact of the Inflation Reduction Act on pharmaceutical pricing.

The stock price evolution reflects this mixed narrative, with the downward trend indicating investor concerns about
the ongoing talc litigation and the uncertain impact of the IRA, while the stock's resilience suggests that investors
continue to see value in the company's strong fundamentals and diverse business portfolio.

Media headlines largely echo these narratives, focusing on both the company’s efforts to resolve the talc litigation
and its strategic acquisitions and divestitures, such as the Abiomed acquisition and the Kenvue separation. These
contrasting narratives present a complex picture of Johnson & Johnson's current situation. While the company faces
legal and regulatory headwinds, it also possesses the financial strength, diverse product portfolio, and strategic
vision to navigate these challenges and emerge as a stronger, more focused healthcare leader in the years to
come.

The resolution of the talc litigation and the long-term impact of the IRA on pharmaceutical pricing will be critical
factors in determining whether the positive or negative narrative ultimately prevails. Investors will need to carefully
weigh these contrasting narratives when assessing the company’s future prospects and making investment
decisions.
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6. Industry Analysis
The pharmaceutical and medical device industry, in which Johnson & Johnson operates, is characterized by intense
competition, rapid innovation, and stringent regulation. The industry faces a constant need for research and
development to address evolving healthcare needs, driving significant investment in new technologies, drug
discovery, and clinical trials. Johnson & Johnson, with its diverse portfolio encompassing pharmaceuticals, medical
devices, and consumer health products, holds a strong position within this dynamic industry.

Key industry drivers include an aging global population, rising prevalence of chronic diseases, increasing demand
for personalized medicine, and advancements in digital health technologies. These factors are creating significant
growth opportunities for companies like Johnson & Johnson, which are investing heavily in research and
development to address these evolving healthcare needs.

However, the industry also faces significant headwinds, including pricing pressures from governments and
healthcare payers, increasing regulatory scrutiny, complex patent litigation, and rising concerns about product
liability. These challenges require companies to navigate a complex legal and regulatory landscape, while also
maintaining a strong focus on product safety and efficacy.

Johnson & Johnson's strategic positioning within the industry is characterized by its diverse product portfolio, global
reach, and commitment to innovation. The company's recent acquisition of Abiomed and spin-off of Kenvue
demonstrate its strategic flexibility and focus on strengthening its market position in high-growth areas.

Johnson & Johnson competes with several major players in the industry, including Pfizer, Novartis, Roche, and
Abbott Laboratories. Each of these companies possesses its own strengths and competitive advantages, driving a
constant need for innovation and strategic differentiation. The industry's future will likely be shaped by the ongoing
evolution of healthcare delivery models, advancements in artificial intelligence and digital health technologies, and
the increasing importance of personalized medicine. Companies that can successfully adapt to these trends and
navigate the industry's complex challenges will be well-positioned for long-term success.
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7. Drivers & Challenges
Johnson & Johnson currently faces several key drivers and challenges that will significantly shape its future
trajectory. One primary driver is the company's strong research and development pipeline, which is continually
generating new products and expanding existing product applications. This innovation pipeline is crucial for
offsetting revenue losses from patent expirations and maintaining a competitive edge in the rapidly evolving
healthcare landscape.

The recent acquisition of Abiomed, a leading provider of cardiovascular medical technology, is another key driver,
positioning Johnson & Johnson as a frontrunner in the growing heart failure and recovery market. This acquisition
provides significant growth opportunities, leveraging Abiomed's innovative portfolio and expertise in this
high-demand therapeutic area.

The successful spin-off of Kenvue, the company's former Consumer Health business, is also a driver, enabling
Johnson & Johnson to focus its resources and strategic efforts on its core pharmaceutical and medical device
businesses. This streamlining of operations allows for greater agility and focus on driving innovation in these
high-growth segments.

However, Johnson & Johnson also faces significant challenges, most notably the ongoing talc litigation. The
outcome of this litigation remains uncertain, potentially leading to substantial financial liabilities and reputational
damage.

The implementation of the Inflation Reduction Act presents another challenge, introducing uncertainties about
pharmaceutical pricing, particularly for key products such as XARELTO and STELARA, which have been included
in the government's initial list for price negotiation. This legislation could significantly impact Johnson & Johnson's
revenue and profitability in the coming years.

Additionally, the company faces challenges related to increasing regulatory scrutiny of the healthcare industry,
pricing pressures from healthcare payers, and the ongoing need to attract and retain top talent in a competitive
market. Navigating these challenges effectively will be crucial for Johnson & Johnson's long-term success.
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8. Bull Case
In a bullish scenario for Johnson & Johnson, the company leverages its strengths and overcomes its current
challenges to achieve significant growth and shareholder value creation. A central element of this bullish narrative is
the successful resolution of the talc litigation. Through a favorable settlement or a series of successful court
decisions, Johnson & Johnson minimizes its financial exposure and mitigates any long-term reputational damage,
restoring investor confidence and driving a significant rebound in its stock price.

The company's strong research and development pipeline plays a crucial role in this bullish scenario, consistently
generating innovative new products and expanding existing product applications across its Innovative Medicine and
MedTech segments. These innovative products capture significant market share in high-growth therapeutic areas,
driving robust revenue growth and exceeding analyst expectations.

The integration of Abiomed proves highly successful, generating significant synergies and establishing Johnson &
Johnson as a leading force in the heart failure and recovery market. Abiomed's innovative portfolio of Impella
products drives robust sales growth, while the company's combined research and development efforts accelerate
the development of next-generation cardiovascular medical technologies.

The spin-off of Kenvue unlocks significant shareholder value, with the newly independent company achieving strong
financial performance and exceeding expectations in the consumer healthcare market. This divestiture allows
Johnson & Johnson to focus its resources and strategic efforts on its core pharmaceutical and medical device
businesses, driving further innovation and growth in these higher-margin segments.

The Inflation Reduction Act, while initially creating uncertainty, ultimately proves less impactful than anticipated, with
the government-negotiated prices for key products remaining at levels that maintain a healthy level of profitability. In
this bullish scenario, Johnson & Johnson emerges as a stronger, more focused, and highly innovative healthcare
leader, generating significant shareholder value and solidifying its position as a cornerstone of the global healthcare
landscape.
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9. Bear Case
In a bearish scenario for Johnson & Johnson, the company struggles to overcome its current challenges, leading to
a decline in its financial performance, market position, and shareholder value. The talc litigation, a central concern in
this bearish narrative, continues to weigh heavily on the company. Unfavorable court decisions or an inability to
reach a manageable settlement result in substantial financial liabilities, potentially exceeding current reserves and
impacting the company's ability to invest in future growth initiatives.

The negative publicity surrounding the litigation damages Johnson & Johnson's brand image, eroding consumer
trust and impacting sales of its consumer health products. Despite efforts to diversify its portfolio, the company
becomes increasingly reliant on a few key products, such as STELARA and DARZALEX, for its revenue growth.

As these products approach patent expiration, competition from biosimilars intensifies, leading to pricing pressures
and market share erosion, significantly impacting the company's profitability. The integration of Abiomed proves
more challenging than anticipated, failing to generate the expected synergies and leading to operational
inefficiencies and cost overruns.

The heart failure and recovery market becomes increasingly competitive, with new entrants and innovative
technologies challenging Abiomed's market position and impacting its sales growth. The spin-off of Kenvue, while
intended to unlock value, creates unforeseen challenges, with the newly independent company facing headwinds in
the consumer healthcare market and failing to achieve its growth targets.

Johnson & Johnson's remaining ownership interest in Kenvue declines in value, further impacting its financial
performance. The Inflation Reduction Act has a significant impact on the company's pharmaceutical business, with
the government-negotiated prices for key products, such as XARELTO and STELARA, significantly impacting their
profitability and leading to a decline in revenue and earnings. In this bearish scenario, Johnson & Johnson faces a
prolonged period of stagnation or decline, struggling to maintain its market position and generate shareholder value.
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10. Forward Valuation
Given the current financial data, stock price trends, media coverage, and industry outlook, a forward valuation of
Johnson & Johnson's stock presents a range of possibilities, depending on the assumptions used in each valuation
method. Employing four distinct valuation models - discounted cash flow (DCF), relative valuation (multiples-based),
sum-of-the-parts (SOTP), and implied option valuation - we can derive a comprehensive understanding of the
company’s potential value.

The DCF model, based on projected future cash flows, yields a bullish valuation range of $180.00 to $200.00 per
share, assuming a modest revenue growth rate, a stable operating margin, and a moderate discount rate. This
bullish estimate reflects the company's strong cash flow generation and potential for continued growth in its core
pharmaceutical and medical device businesses. However, a bearish DCF valuation, incorporating a lower revenue
growth rate, a reduced operating margin due to pricing pressures and litigation expenses, and a higher discount rate
reflecting increased risk, yields a range of $140.00 to $160.00 per share.

Relative valuation, using multiples based on comparable companies in the industry, suggests a bullish range of
$190.00 to $210.00 per share, reflecting Johnson & Johnson's strong market position, diverse product portfolio, and
consistent profitability. A bearish relative valuation, however, incorporating lower multiples due to the ongoing
litigation and potential impact of the IRA, results in a range of $150.00 to $170.00 per share.

The SOTP valuation, analyzing the individual value of each business segment, suggests a bullish range of $200.00
to $220.00 per share, reflecting the combined value of its Innovative Medicine and MedTech segments, along with
its remaining stake in Kenvue. A bearish SOTP valuation, however, factoring in lower valuations for each segment
due to the aforementioned challenges, yields a range of $160.00 to $180.00 per share.

Implied option valuation, using option pricing models to infer market expectations about the company's future
prospects, suggests a bullish range of $175.00 to $195.00 per share, reflecting the potential upside based on
current option pricing. A bearish implied option valuation, however, factoring in a higher level of implied volatility due
to the ongoing litigation and regulatory uncertainties, results in a range of $135.00 to $155.00 per share.
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11. Executive Summary
Johnson & Johnson, a leading global healthcare company, is strategically positioned for long-term growth, while
simultaneously navigating a complex landscape of legal, regulatory, and competitive challenges. The company's
strong financial performance, driven by robust sales in its Innovative Medicine and MedTech segments, is a key
driver for future success. However, the ongoing talc litigation and the uncertain impact of the Inflation Reduction Act
present significant headwinds that could impact profitability and shareholder value creation.

Johnson & Johnson's commitment to innovation, as reflected in its robust research and development pipeline and
strategic acquisitions, such as Abiomed, positions it to capture market share in high-growth therapeutic areas and
maintain a competitive edge. The successful spin-off of Kenvue, the company's former Consumer Health business,
further streamlines its operations and allows for greater focus on its core pharmaceutical and medical device
businesses.

The resolution of the talc litigation and the long-term impact of the IRA on pharmaceutical pricing will be critical
factors in determining the company's future trajectory. Despite these challenges, Johnson & Johnson possesses the
financial strength, diverse product portfolio, and strategic vision to navigate this complex environment and emerge
as a stronger, more focused healthcare leader.

The company's commitment to employee health, well-being, and safety, as well as its focus on diversity, equity, and
inclusion, are key strengths that will contribute to its long-term success. Investors need to carefully weigh both the
opportunities and challenges when assessing Johnson & Johnson's future prospects and making investment
decisions.


