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This year the state of Virginia is celebrating the 
400th year anniversary of the founding of Jamestown.  
This anniversary commemorates the establishment of 
the first permanent English settlement in North 
America.  One has to wonder whether the founders of 
Jamestown had any idea the fruits which would develop 
from the seeds they planted in Virginia 400 years ago.  
The state expands from the Atlantic Ocean to the 
Appalachian Mountains and has become the crossroads 
for east coast commerce and business.  In fact, Virginia 
has established a pro-business environment, coupled 
with pleasant living conditions, causing many 
corporations to establish either headquarters, or 
operating facilities throughout the state.   Some of these 
publicly traded corporations represent a wide variety of 
industries, ranging from manufacturing, agricultural, 
food, technology, insurance, media, packaging, electric 
utility, telecommunications, financial, medical, retail, 
and transportation.   Publicly traded companies 
operating in Virginia offer a wide array of stocks for 
investors to choose from seeking appreciation potential 
for their investment portfolio.  Anderson & Strudwick 
during the past year has focused our research coverage 
on Virginia based stocks and to this end we are 
unveiling our Virginia Quarterly Stock Report.  The 
purpose is to give investors quarterly financial updates 
on companies followed by our firm.   Our goal is to 
increase our coverage list going into 2007-2008. 

Virginia’s transportation system and geographic 
features have made the state business friendly for many 
companies.  According to the Virginia Economic 

 
 

Development Partnership (VEDP), the highway system 
features 70,000 miles of primary, secondary, and 
interstate roads (I-95, I-85, I-81, I-77, I-66, & I-64) and 
3,600 miles of railway.   

There are 14 commercial airports in the state with the 
two busiest being Washington Dulles International and 
Ronald Reagan Washington National.  The Hampton 
Roads area, features one of the largest intermodal 
networks, handling 1.98 million TEUs (twenty foot 
equivalent units), and moving over 244,000 rail 
containers.  Being the nation's 5th busiest port, it handles 
approximately 5,100qsailingsqannually,qimporting/ex- 
porting items to over/from 250 ports in over 100 
countries.  Another intermodal collection point is 
located at Front Royal, called the Virginia Inland Port, 
handling containers from Ohio, Pennsylvania, Northern 
Virginia, and other areas.   

A multi-modal freight distribution center is located in 
Richmond, at The Port of Richmond, providing 
container service to Britain and Northern Europe and 
refrigerated container service to Nova Scotia, New 
Foundland, and Iceland.  To promote international trade 
the state has established 6 foreign free trade zones which 
essentially reduce or eliminate duties on customs.  The 
value of the state's transportation system for various 
businesses becomes evident given almost 50% of the US 
population and 50% of this country's manufacturing 
activity is within 500 miles of Virginia. 

 
  

 
 
 
 
 
 
 

 
 
 
 

    
 
 
 
 



 
 
 

 
 
 
 

The state provides employers and corporations a 
valuable work force available and tax system for 
virtually all industries.  The VEDP states 
manufacturers in Virginia possess one of the lowest 
average workers' compensation costs in the US paying 
$2.33 per $100 of payroll in January 2006, 
representing costs over 55% lower than the national 
average.  Moreover, Virginia's average hourly 
manufacturing wages are lower than 
nationwide averages while the unemployment tax 
burden is 25% lower than the national average.  The 
state's labor productivity ranks in the top 10 in the 
US.  Virginia offers favorable corporate tax treatment 
to employers with a tax rate of only 6%, which has not 
been raised in 30 years.  These taxes are structured so 
as to reduce the tax liability of businesses with 
significant sales originated outside of Virginia.  Tax 
credits are available to companies that create jobs and 
invest in economically stressed areas.  Furthermore, 
companies do not pay taxes on manufacturer’s 
inventory/furniture, intangible property, and corporate 
aircraft.  A favorable corporate tax structure and lower 
building costs, estimated to be 10%-25% lower than 
the national average have enticed many companies to 
move operations to Virginia.  Given these positives 
and after factoring in labor force, low costs, quality of 
life, and good regulatory environment, Forbes.com 
recently named Virginia first in its “Best States for 
Business” list. 

One corporation recently relocating to 
Richmond VA was packaging and office products 
company MeadWestvaco (MWV-$32.40).  This  

 
 
 
 
 
 

company, with over $6 billion in revenues, decided to 
move its corporate headquarters from Sanford CT after 
doing a national search.  Management stated its basis for 
the decision was the pro-business environment and the 
quality of life available to its employees in Virginia.  
Moody's Economy.com recently reported the business 
costs are 15% lower in Richmond and with a cost of 
living 29% below the national average. Another 
company, Phillip Morris (MO-$69.95) is currently in the 
process of building a new research facility 
in Richmond.     Overall, Virginia has over 11,300 high 
tech companies operating in the state, in addition to 30 
"Fortune 1000" firms and 150 corporations with annual 
revenues of $200 million, or more,  headquartered in the 
Commonwealth, according to the VEDP.  Further 
statistics from the VEDP estimates the state ranks 9th 
nationally in terms of venture capital deals and 11th for 
total invested venture dollars.  Given Virginia's vibrant 
mix of business activity/development, healthy local 
economy, and a strong tax base, the state has maintained 
a AAA rating for its bonds. 

In this inaugural issue of the "Virginia Quarterly 
Stock Monitor”, readers will find 6 stocks followed by 
Anderson & Strudwick.  These companies are in the 
industries of energy, retail, electric utility, food, tobacco, 
and banking.  We believe these stocks offer a 
representative cross section of the Virginia economy and 
different growth potential to their respective 
shareholders.  Investors interested in these companies' 
shares should consult with their Anderson & Strudwick 
financial consultant regarding suitability, risks, and 
potentialqgrowthqopportunities.
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Company Symbol Current Price 52 Week Hi-Lo A&S Rating 
CarMax KMX $24.57 $29.44-$14.85 NEUTRAL 
Dominion Resources D $89.54 $90.83-$70.44 NEUTRAL 
Massey Energy MEE $24.42 $44.34-$18.77 OUTPERFORM 
Smithfield Foods SFD $30.48 $30.96-$24.40 OUTPERFORM 
Union Bankshares UBSH $25.33 $32.10-$24.03 OUTPERFORM 
Universal Corp UVV $62.43 $63.25-$34.58 NEUTRAL 



 
    CarMax Inc.  
     (KMX – NYSE) 
 
     Rating: NEUTRAL 
   
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Company Summary 
 
CarMax, Inc., headquartered in Richmond VA, owns and operates used-car stores in the US.  The first store, under 
the ownership of Circuit City (CC-$18.70), opened in 1993.  Additional CarMax stores were opened and KMX’s 
stock was issued in 1997.  CC spun off its ownership in KMX in 2002.  The company’s primary business is 
buying, reconditioning, and selling used cars and trucks through its 77 stores located in 36 markets.  Average 
annual sales of the US used car market were $370 billion in 2005, with 1-6 year old cars comprising approximately 
$280 billion of this market.  KMX offers 1-6 year old vehicles featuring a “no-haggle” pricing system to customers 
and has a 2% market share in this area.  Since 2000, the amount of vehicles sold by KMX has grown from 129,022 
to 342,482 while revenues grew from $2.20 billion during FY00 to $6.26 billion in FY06.  Revenues are generated 
from retail used/new vehicle sales and wholesale sales.  KMX has a low total debt-to-equity ratio of 10% while  
earnings from FY00 to FY06 have a compounded annual growth rate of 25%.  The Board of Directors recently 
declared a 2-for-1 stock split for shareholders of record on 3/19/07 and was distributed on 3/26/07.  Currently 
operating in FY08, KMX reported earnings of $0.92/share during FY07 versus $0.63/share during FY06 (both 
years were restated for the adoption of SFAS 123R). 
 
Business 
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The company operates its stores throughout 17 states in the US with three-types of formats: standard (offering 300-
500 vehicles), satellite (offering 250-350 vehicles), and mega (800-900 vehicles).  KMX’s ability to grow its 
business is based on selling vehicles to customers with underlying support from the company’s 
purchasing/inventory management, reconditioning efforts, and financing.  These operating basics, along with new 
store openings, have allowed the company to grow total revenues during the past seven years from $2.20 billion to 
$6.26 billion.  As with virtually all businesses, the key to selling products profitably is based upon acquiring the 
goods at prices allowing the acquiring company to generate healthy profit margins from sales.  Most vehicles are 
purchased through either in-store appraisal purchases or auctions.  Since KMX’s business model is based on a 
volume driven basis, versus many competitors geared towards a pricing driven business, it is vital for the company 
to properly buy vehicles.  Thus, it is vital for KMX’s buyers to decide what vehicles to buy and at what prices to 
pay for these acquisitions.   

 

Price and Trading Data  EPS estimates - diluted*  
Current Price $24.57   Feb 07A  Feb 08E  
S&P 500 1447.80  1Q $0.27   $0.29  
52-Week Price Range $29.44-$14.85  2Q $0.25   $0.26  
Shares Outstanding (mil.-diluted) 217.60  3Q $0.21   $0.25  
Market Cap (bil.-diluted) 5.35  4Q $0.19   $0.24  
Avg. Daily Trading Volume 2,551,510   $0.92  $1.04  
12-month Target Price N/A  * FY07 EPS adjusted for adoption of SFAS 123R 

       
Valuation Data       

Debt to Total Equity 20%       
Book Value $5.82       
Price to Book 4.22       
Dividend N/A       
Current Yield N/A       
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Recent Earnings 
 
KMX reported 4Q07 earnings of $0.19/share compared to $0.17/share.  4Q07's results include a $0.01/share 
impairment charge related to one of the company's car franchises, while 4Q06 includes a $0.01/share gain from 
favorable CarMax Auto Finance items.  Total sales, on a quarter-to-quarter comparison, rose 16% to $1.88 billion 
form $1.62 billion, while comparable same store sales increased 12% as the company benefited from strong store 
and Internet traffic.  Used vehicle sales rose 21.2% to $1.50 billion from $1.23 billion, new vehicle sales declined 
7.7% to $95.6 million from $103.5 million, and wholesale vehicles were flat falling 0.6% to $222.5 million from 
$223.8 million.  Wholesale vehicle sales were flat during the quarter as increases in unit sales were offset by 
declining average wholesale selling prices.  On a sequential quarter basis, KMX's 4Q07 wholesale profit per unit 
was higher versus 3Q07's results but lower compared to 4Q06. When comparing 4Q07 to 4Q06, KMX's gross 
profit/unit for wholesale vehicles was $805 vs. $865, used vehicles rose to $1,826 from $1,810, and new vehicle 
increased to $1,172 from $899. Other sales and revenues (including extended service plan revenues, service 
department sales, third-party finance fees) increased 9.1% to $57.4 million from $5.4 million.  CarMax Auto 
Finance unit income rose 25% to $31.7 million, after including the impairment charge.  During the just completed 
quarter, KMX opened four stores: a standard superstore in Fresno CA, satellite superstores in Austin TX, East 
Haven CT, and Charlottesville VA.   During the company's quarterly earnings conference call management gave 
2008 earnings guidance of $1.03-$1.14/share with potential revenue growth of 14%-20%. 
 
Our Thoughts 
 
KMX has established an effective business model allowing it to come into the used car sales business and capture 
2% of the 1-6 year old used auto market and grow revenues from $2.20 billion in FY00 to $6.26 billion during 
FY06.  Additionally, we believe the company appears poised to continue its market share growth while increasing 
future earnings.  Our 2008 earnings estimate for KMX is $1.04/share.  This represents a 2007-2008 earnings 
growth rate of 13%.  However, based on KMX’s current share price of $24.57, the stock is trading at a forward 
multiple of 24.0x 2008 earnings.  Given the market’s recent volatility, recessionary concerns over the US 
economy, and KMX’s forward price-to-earnings multiple of 24.0x for FY08, exceeding our year-over-year 
projected earnings growth of 13%, these shares appear fully valued on an earnings expectations basis.  We 
therefore rate KMX shares NEUTRAL. 
 
Risks 
 
KMX’s earnings could suffer from a US economic recession, consumer credit contraction, tightening of credit 
standards, or rising interest rates.  Additionally, higher incentives offered by US auto manufacturers could 
negatively impact KMX profits.  There is no guarantee the company’s pricing model used in acquiring vehicles, 
successful in the past, will be so in the future.  Negative equity markets could negatively affect KMX’s share price.  
KMX's stock could be adversely impacted by negative equity markets, failure to comply with Sarbanes Oxley 
guidelines, rising interest rates, or terrorist attacks. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

     Dominion Resources 
     (D – NYSE) 
 
    Rating: NEUTRAL 
 

Price and Trading Data  EPS estimates -GAAP  
Current Price $89.54   Dec 06A   Dec 07E  
S&P 500 1447.80  1Q $1.53  

 
 $1.55  

52-Week Price Range $90.83-$70.44  2Q $0.46  
 

 $1.10  
Shares Outstanding (mil.-basic) 348.97  3Q $1.85  

 
 $1.64  

Market Cap (bil.) 31.25  4Q $0.09  
 

 $1.28  
Avg. Daily Trading Volume 1,988,540   $3.93  
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  $5.57  
12-month Target Price  N/A   

        
Valuation Data        

Debt to Total Equity 152%        
Book Value $37.00    

 
   

Price to Book 2.42    
 

   
Dividend $2.84    

 
   

Current Yield 3.2%    
 
    

        
 
Company Summary 
 
Dominion Resources Inc., headquartered in Richmond VA, is a holding company for Virginia Power, 
Consolidated Natural Gas Company, Dominion Energy Inc., and has 17,500 full-time employees.  
The company provides electricity to 2.3 million electric customers in Virginia and northeastern North Carolina.  
D’s revenues can be categorized as residential (47%), commercial (32%), public authority (11%), industrial (9%), 
and others (1%).    Electrical assets include 6,000 miles of transmission lines in Virginia, West Virginia, and North 
Carolina and generation plants (with 26.3 megawatts capacity) in 10 states.  2006's electrical generation by fuel 
type was 46% coal, 43% nuclear, 7% natural gas, 3% hydro-electric, and 1% oil.  Natural gas is provided to 1.7 
million customers in Pennsylvania, Ohio, and West Virginia.  Gas customers consist of residential (73%), 
commercial (22%), industrial (4%), and others (1%).  D's natural gas assets include 7,800 miles of pipelines and 
950 billion cubic feet of gas storage.  Proven natural gas/oil reserves equal 6.5 trillion cubic feet and generate daily 
production of 1.1 billion cubic feet equivalent.  A liquid natural gas import and storage plant facility is owned and 
operated in Cove Point, MD.  During 2006 D reported earnings, on a Generally Accepted Accounting Principles 
(GAAP) basis, of $3.93/share versus $3.00/share during 2005.  Non-GAAP earnings, on a year-over-year 
comparison, rose to $5.16/share from $4.56/share.  D had operating revenues of $16.5 billion and total assets of 
$49.3 billion.  The company's annual dividend was recently increased to $2.84/share from $2.76/share. 
 
Business  
 
D will be altering its business structure once the Exploration & Production is sold and believes this unit could be 
sold by mid-year 2007.  The E&P unit operates 7 major production basins in the US and Canada with 6.5 trillion 
cubic feet of natural gas/oil reserves.  The average daily production of these reserves was 1.28 Bcf during 2006.  
After tax, future operating cash flow from the onshore and offshore reserves is estimated to be $19 billion.  D's 
remaining units will be in two primary areas; 1) the electric distribution, generation, and transmission businesses 
and 2) natural gas distribution and transmission business.  The natural gas distribution will serve customers in 
Ohio.  D will still maintain some natural gas storage and its 7,800 miles of transmission pipelines.  Additionally,  
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the company will keep approximately 1 Bcf of natural gas production area in Appalachia.  This could be used to 
support D's electric generation facilities fueled by natural gas and could be of extra value if carbon legislation 
comes to the forefront in the US.  On the regulatory front, the company is lobbying for the state of Virginia to re-
regulate the state's electrical markets through incentive based legislation.  The objective of these new regulations is 
to create stable and predictable rates for the state’s consumers.   Capped rates continue in North Carolina and D 
may potentially apply for a base rate filing in Ohio. 
 
Recent Earnings 
 
D reported 4Q06 earnings (GAAP) of $0.09/share versus $0.74/share during 4Q05.  The decline in earnings of 
$244 million was primarily due to a loss from discontinued operations associated with the sale of three merchant 
generation plants during the just completed quarter.  Operating earnings during 4Q06 were $0.78/share compared 
to $1.02/share in 4Q05.  Operating revenues were $3.97 billion compared to $5.07 billion.  Items negatively 
affecting D's operating earnings include warmer-than-normal weather, lower average realized prices for natural 
gas/oil sales, and the lack of hedging activities which produced positive contributions in the prior year's quarter.  
On a segment income basis, the electric/gas delivery unit income rose to $124 million from $102 million, 
Dominion Generation's rose to $81 million from $3 million, Dominion Energy was flat at $83 million, and 
Dominion Exploration & Production declined to $37 million from $226 million.  Operating expenses at the 
corporate level fell to $50 million from $57 million.  D management announced its intent to sell-off its Exploration 
& Production (E&P) unit during the next year.  While the company did not state what it's targeted selling price 
was, they stated proceeds from a potential sale could be used to buy-back stock/debt, increase the common stock 
dividend, and for general corporate purposes.  Furthermore, D believes it can grow annual earnings (post 2007 
earnings) by 4%-6% from its core businesses after the E&P unit is sold. 
 
Our Thoughts 
 
D appears to have poised itself to move into the future with a stable operating platform potentially generating 4%-
6% annual earnings growth.  After the company sells its exploration & production business, the company will be 
focused on two primary areas; 1) electric distribution, generation, and transmission business and 2) natural gas 
distribution and transmission.  Additionally, the re-regulation of the Virginia electrical markets should create 
stable and predictable rates for both D and its customers.  D's stock, during the period of 4/1/06 to 4/1/07, has 
appreciated approximately 28.5% and currently offers a dividend yield of 3.17%.  These shares currently trade at 
2.4x book and appear fully valued.  Our rating on D is NEUTRAL. 
 
Risks 
 
There are no guarantees D will be able to achieve annual earnings growth of 4%-6%, or sell its E&P business.  
Fluctuating commodity prices paid for fueling generating plants, future air emission regulation compliance costs, 
and/or changing utility regulations could negatively affect earnings.  Profits could be adversely impacted by a 
rising interest rate environment, future plant decommissioning costs, and rising operational expenses.  D's stock 
could be adversely impacted by negative equity markets, failure to comply with Sarbanes Oxley guidelines, rising 
interest rates, or terrorist attacks. 

 
 
 
 
 
 
 
 
 
 
 



 

     Massey Energy 
     (MEE – NYSE) 
 
    Rating: OUTPERFORM 
 

 Price and Trading Data  EPS estimates - diluted  
Current Price $24.42   Dec 06A Dec 07E  
S&P 500 1447.80  1Q $0.07  $0.39   
52-Week Price Range $44.34-$18.77  2Q $0.04  $0.42   
Shares Outstanding (mil.-diluted) 81.39  3Q $0.30  $0.50   
Market Cap (bil.-diluted) 1.99  4Q $0.09  $0.55   
Avg. Daily Trading Volume 1,420,840   $0.50  $1.86   
12-month Target Price $31.00   

      
Valuation Data      

Debt to Total Capital 61%      
Book Value $8.60      
Price to Book 2.84      
Dividend $0.16      
Current Yield 0.7%      
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Company Summary 
 
Massey Energy, headquartered in Richmond, VA is the 4th largest coal production company in the United States.  
The company extracts and processes coal from its mines located in the Central Appalachia area traversing the 
states of West Virginia, Kentucky, and Virginia.  Revenues come from the mining, processing, and selling of its 
steam and metallurgical grade coals (aka, low sulfur coal).  Other income comes from management of material 
handling facilities, a synfuel production plant, royalties, rentals, and gas well revenues.  In 2006, MEE had 
revenues of $2.21 billion, coal sales accounted for $1.9 billion and the remaining $310 million were derived from 
freight/transportation, purchased coal, and other operations.  The company generated 2006 earnings of $0.50/share, 
and had total assets of $2.77 billion.  Debt to total capitalization stood at 52% at year-end 2006 and MEE produced 
39.1 million tons of coal.  The company has 5,517 employees and 3% of its work force is unionized.  MEE’s 
pension plan is fully funded.   
 
Business 

MEE’s primary business is the mining and selling of low-sulfur coal extracted from its mines in West Virginia, 
Kentucky, and Virginia.  The company has 22 mining complexes located in this region known as Central 
Appalachia.  Customers purchase MEE’s coal for fueling electric utilities’ power plants, steel production 
(metallurgical), and for industrial purposes.  Utility, metallurgical, and industrial sales accounted for MEE’s 
produced coal revenues.  Most sales are based on 2-3 year contracts specifying the buyer’s cost per ton of coal 
purchased and the amount of tons to be acquired on an annual basis.  These coal contracts are based on pricing set 
by the commodity markets.   The company sold 39.1 million tons of coal during 2006 versus 42.3 million tons in 
2005.  2006’s revenues from these three areas, totaled $1.9 billion.  MEE’s other 2006 revenues came from 
freight/handling, purchased coal, royalties, rentals, gas well income, earnings from coal handling facilities, synfuel 
earnings, gains on asset sales, contract settlement payments, and miscellaneous income. 
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Recent Earnings 
 
MEE reported 2006 earnings of $0.50/share versus ($1.33)/share during 2005.  On a year-over-year comparison, 
total revenues rose slightly to $2.219 billion from $2.204 billion while total operating expenses declined to $2.109 
billion from $2.225 billion.  2006's operating results include a $101.6 million charge for an accounting 
change.  MEE's produced coal tons sold declined to 39.1 million from 42.3 million, while coal revenues rose to 
$1.9 billion from $1.78 billion.  The increase was due to the average price per ton of coal increasing to $48.71 
from $42.02.  However, the average cost per ton was higher at $42.33 versus $35.62 due to the Aracoma Mine fire, 
high commodity prices, and lower employee productivity due to turnover.  Capital expenditures declined to $298 
million during 2006 from $347 million in 2005.  Operating lease buyouts, included in annual capital expenditures, 
totaled $25 million in 2006 and $14 million in 2005.  MEE management anticipates total capital expenditures of 
$220 million in 2007.  Further, MEE expects strong market pricing for coal in 2007 with 87 million tons 
contracted to be purchased at an average realized price over $50 per ton.  This potentially could improve 
profitability due to increased coal tonnage combined with cost reductions from idling higher cost production and 
lower cost production. 
 
Our Thoughts 
 
After hitting a high of $44.34/share on 5/12/06, MEE's shares have declined approximately 45% as of 4/12/07.  
The reasons for the decline were investor concerns over declining profits at MEE caused by falling commodity 
pricing for coal, rising operating costs, and maintaining a stable mining work force.  These issues were similarly 
felt by all US coal producers as their respective stock prices also declined during the past 12 months.  The 
challenges for MEE are to work through its current operating challenges and generate profit growth during the next 
two years.  On the operational side of its business, MEE needs to stabilize its coal mining work force and lower its 
overall cost structure.  These two factors, should they come to fruition, combined with higher coal prices per 
ton received by MEE in 2007, could set the stage for earnings growth during the next 2 years.  During its latest 
earnings release, MEE said the company is "positioned to realize productivity gains in 2007 and has the flexibility 
to translate those gains into increased tons and revenue growth, or cost reduction from idling higher cost 
production."  This would go a long way towards increasing investor demand for MEE's stock, which has waned 
since 5/12/06.  Moreover, given the current cost structure for the US coal industry and relatively low valuations for 
this sector’s publicly traded companies, the potential exists for mergers/consolidations. Our 2007 and 2008 
earnings estimates are $1.86/share and $2.13/share, respectively, representing a year-over-year earnings growth 
rate of 14.5%.  On the assumption of earnings growth materializing at MEE, our price target, based on MEE 
trading at 14.5x our 2008 estimate of $2.13/share, is $31/share.  These shares are rated OUTPERFORM for 
aggressive/speculative growth investors seeking a turnaround play in the coal industry.  
 
Risks 
 
Risks include declining coal prices, falling productivity, litigation risk, and rising labor costs. New mining 
regulations could increase operating expenses.  Loss of large coal contracts and negative equity markets could 
adversely affect MEE's stock.  MEE's stock could be adversely impacted by negative equity markets, failure to 
comply with Sarbanes Oxley guidelines, rising interest rates, or terrorist attacks. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

     Smithfield Foods 
     (SFD – NYSE) 
 
    Rating: OUTPERFORM 
 
 Price and Trading Data  EPS estimates - diluted  

Current Price $30.48   Apr 07E  Apr 08E  
S&P 500 1447.80  1Q $0.22A  $0.41  
52-Week Price Range $30.96-$24.40  2Q $0.40A   $0.42  
Shares Outstanding (mil.-diluted) 112.20  3Q $0.54A   $0.58  
Market Cap (bil.-diluted) 3.42  4Q $0.41   $0.46  
Avg. Daily Trading Volume 1,280,220   $1.57  $1.87  
12-month Target Price $41.26   

       
Valuation Data       

Debt to Total Equity 136%       
Book Value $19.65       
Price to Book 1.55       
Dividend N/A       
Current Yield N/A       
   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

     
 
Company Summary 
 
Smithfield Foods, headquartered in Smithfield VA, is the world’s largest pork processor and hog producer, and the 
fifth largest beef processor in the United States.  Founded in 1936, the company experienced significant growth in 
the early 1980’s with the acquisition of Gwaltney’s of Smithfield, which nearly doubled its sized.  In 1992, SFD 
opened up the world’s largest meat processing facility in Tar Heel NC, and in 1995, the company acquired John 
Morrell & Co., which expanded its reach throughout the Midwestern United States.  The company has recently 
expanded both its domestic and international operations by acquiring Cook’s, Butterball, LLC and Sara Lee 
European meats business in 2006.  SFD employs over 52,000 people worldwide and currently owns subsidiaries in 
France, Poland, Romania, and the United Kingdom with joint ventures/major investments in Mexico, Spain, and 
China.  Currently operating in FY07, the company recently reported 3Q07 earnings of $0.54 per share on a diluted 
basis with sales of $3.28 billion coming from Pork ($2.3 billion), Beef ($638 million), Hog Production ($429 
million), International ($235 million), and Other ($32 million) with Intersegment sales producing a loss of $360 
million.  On an annualized basis, the company had hog production of 15.6 million and produced 1.4 billion pounds 
of fresh beef.  In FY06, SFD produced 3.5 billions pounds of fresh pork while producing 2.4 billion pounds of 
processed meat. The company has total assets of $6.9 billion as of January 28, 2007. 
 
Business 
 
SFD is the world's largest pork processor and hog producer, 5th largest beef processor in the world, and offers 
turkey products.  Some of the more recognized brands offered to consumers include "Smithfield", "Gwaltney", 
"Butterball", "Farmland", "Cumberland Gap', "Armour" and "Patrick/Cudahy". SFD has increased its US share of 
the beef, pork, and turkey markets through organic growth and acquisitions.  During the past few years the 
operating focus has been to grow revenues, improve its manufacturing processes, lower production costs, and 
rationalize the operating /manufacturing strategy to eliminate freight and intra-plant movements.  Most of SFD's 
business is here in the US, however, during the past 15 years the company has expanded its business into Europe  
 

 
 

9
 



 
 

10

 
 
 
and exports to Japan.  Other popular brands include "John Morrel", "Cooks", and "Stefano Foods".  Management 
invested in the continued expansion of hog farms and plant renovation in Romania increasing its presence in the 
European market.  SFD recently formed its "Groupe Smithfield" which combined its previously owned French 
operations with the recently purchased Sara Lee meat business.  SFD believes expansion into the European 
markets could lead to added revenues and profits during the next few years and when combined with US 
operations lead to future earnings growth.  
 
Recent Earnings 
 
SFD reported 3Q07 earnings of $0.54/share versus $0.67/share during 3Q06.  The lower operating income for the 
recent quarter resulted from higher feed prices, an accounting change for commodity futures associated with hog 
production ($5 million-$10 million), and a decline in hog production.  The decline resulted from lower gross 
profits ($290.2 million vs.. $326.3 million), an increase in selling, general, and administrative expenses ($194.4 
million vs. $179.4 million), higher losses in equity in income of affiliates ($26.7 million vs. $3.1 million), partially 
offset by lower interest expense ($45.1 million vs. $36.2 million).  Operating profit from pork rose to $102.4 
million from $94.7 million, beef declined to $1.3 million from $2.2 million, and hog production fell to $4.5 million 
from $64.7 million. The large decline in hog production results reflected higher growing costs, averaging 
$42/hundredweight versus $38/hundredweight.  These higher costs can be attributed to higher corn/soybean prices 
and adverse impact of circovirus on total production levels. Additionally, changing the accounting for its 
commodity futures to a mark-to-market basis negatively impacted profits from hog production.  Revenues on a 
quarter-to-quarter comparison grew to $3.3 billion from $2.9 billion. SFD's international segment increased to 
$24.1 million from $1.6 million reflecting higher earnings in all its European operations which includes a full 
quarter’s profits from Groupe Smithfield (50/50 joint venture with Oaktree Capital Management) and strong 
results from the Polish and Romanian businesses. Pork sales increased to $2.3 million form $1.95 million, Beef 
rose to $638 million from $603 million, international sales declined to $235 million from $287.6 million, and hog 
production fell to $428.5 million from $432.8 million.    
 
Our Thoughts 
 
SFD's earnings have a history of volatility with lower recent profits being due to weakness in hog prices and the 
rising costs of feed, especially corn.  During the past two years corn prices have doubled from $2/bushel to 
$4/bushel, negatively impacting SFD's operating costs.  The increase can be attributed to commodity traders 
anticipating increased US demand for this grain used in the production of ethanol demand and pushing up the price 
of corn.  Recognizing the recent price increases in this commodity, farmers plan to dramatically increase acreage 
dedicated to growing corn during the next 2 years.  Historically, high grain prices leads to an excess of new 
acreage planted, eventually leading to an oversupply of the commodity, and causing prices to drop.  Under this 
potential scenario, we envision a similar fate as planned increased growing acreage could lead eventually to lower 
corn prices during the next 12-24 months.  A decline in corn prices potentially lowers SFD's operating expenses 
which could lead to a resumption of earnings growth.  A resumption of earnings growth could push SFD shares 
higher.  During the past 15 years, SFD shares have traded at an average of 2.1x book.  Based on the eventual 
decline of corn prices, revenue growth, and improving operating margins during the next 1-2 years, these shares 
are rated OUTPERFORM.  Presently, SFD trades at 1.55x book and a resumption of earnings growth could push 
its stock back towards 2.1x book, or $41.26/share, our target price. 
 
Risks 
 
SFD 's profits are very sensitive to changing commodity prices and viral infections of its herds/flocks could 
negatively affect forward earnings.  There are no guarantees SFD will be able to grow future profits.  Declining 
prices of beef, pork, & turkeys could cause a decline in revenues/profitability.  Rising operating expenses are a 
potential threat to net income.  SFD has exposure to foreign currency and political risk given its overseas 
operations/ventures.  SFD's stock could be adversely impacted by negative equity markets, failure to comply with 
Sarbanes Oxley guidelines, rising interest rates, or terrorist attacks. 
 



 
      Union Bankshares 
     (UBSH – NASNM) 
   
    Rating: OUTPERFORM 
 
 Price and Trading Data  EPS estimates - diluted  

Current Price $25.33    Dec 06A  Dec 07E  
S&P 500 1447.80   1Q $0.47   $0.49   
52-Week Price Range $32.10-$24.03  

 
2Q $0.50   $0.52   

Shares Outstanding (mil.-diluted) 13.40  
 

3Q $0.49   $0.52   
Market Cap (mil.-diluted) 339.42  

 
4Q $0.48   $0.49   

Avg. Daily Trading Volume 19,009  
 

$1.94   $2.02    
 12-month Target Price $44.00   

        
Valuation Data        

Efficiency Ratio 64.37%        
Book Value $14.99        
Price to Book 1.69  

 
     

ROA 1.22%  
 

     
ROE 13.0%  

 
      

 
 
Company Summary 
 
Union Bankshares is the bank holding company for Union Bank & Trust, Northern Neck State Bank, 
Rappahannock National Bank, and Bay Community Bank.  It was formed in the 1993 merger of Union Bank & 
Trust Company and Northern Neck State Bank in Bowling Green, VA and currently has forty-nine full service 
branches, all located in Virginia, and is the third largest bank holding company based in Virginia.  It recently 
completed its acquisition of Prosperity Bank & Trust Company in April.  Prosperity Bank operates three branches 
in the northern VA area.  This acquisition exemplifies UBSH’s strategy to grow its footprint in the state of 
Virginia.  Its fifty-one branch offices are located from the Tidewater area to the mountains, and into the Northern 
VA/Washington DC market.  Current ownership of UBSH is 7.21% held by insiders and 64 institutional investors 
owning 19.72% of the shares.  The affiliated banks of UBSH provide a variety of deposit and lending products to 
its clients.  Some of these products include checking, savings, certificates of deposit, while also offering loans for 
commercial, industrial, residential mortgage, and consumer purposes.  Additionally, full brokerage services are 
offered by its Union Investment Services unit.  Through its Bay Community Bank, UBSH has a non-controlling 
interest in Johnson Mortgage Company, LLC.  UBSH has total assets of $2.1 billion, total net loans of $1.56 
billion, and deposits of $1.65 billion as of 12/31/06.  Book value was $14.99 as of 12/31/06 and the company 
earned $1.94 in FY2006. 
 
Business 
 
UBSH offers a wide variety of banking services to its customers throughout Virginia.  The company initially 
started in the Hanover-Caroline Counties area and over the years, through new office openings and acquisitions, 
has expanded its presence across the state of Virginia.  UBSH currently has 51 full service branch offices ranging 
from the Tidewater area to the Appalachian Mountains and from Richmond to Washington DC.  Banking products 
offered to retail/commercial/industrial customers include ATMs, checking, savings, certificates of deposits, loans, 
and mortgages.  Full brokerage services are offered to investors by its Union Investment Services Unit, LLC.  
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UBSH interest income from the difference between the spread between interest earned on loans versus the interest 
paid on deposits and savings accounts.  Non-interest income comes from fees earned from ATMs, checking 
accounts, loans, mortgage, and the brokerage business.  Management plans to move forward by creating 
efficiencies from its existing offices and expanding its footprint throughout the state in order to grow future 
earnings. 
 
Recent Earnings 
 
Union Bankshares reported 4Q06 earnings of $0.48/share versus $0.46 during 4Q05.  These results include the 
addition of last year's acquisition of Prosperity Bank. On a quarter-to-quarter comparison, net interest income rose 
to $18.9 million from $18.1 million due to growth of interest earning assets.  Non-interest income increased 25.4% 
to $7.3 million from $5.9 million due higher commission/banking fees, gains on security sales, income from a 
small business investment, and bank owned life insurance (BOLI) including proceeds from an insurance claim.  
Mortgage operation results generated a loss of $83,000compared to a profit of $7,000 during last year's quarter.  
Interest expense rose to $15.4 million from $9.4 million due to added deposits and higher deposit costs.  Non-
interest expense rose 11.6% to $17.3 million from $15.5 million mainly due to increases in salaries/benefits, 
growth and merger related expenses.  Additionally, UBSH experienced higher interest costs following its issuance 
of $37.1 million of Trust Preferreds.  During the recent quarter, the net interest margin fell to 4.15% from 4.47%.  
The return on assets and return on equity ratios declined to 1.22% from 1.29% and to 13.0% from 13.12%, 
respectively.  UBSH's efficiency ratio increased to 64.37% from 61.43% due to the recent acquisitions and new 
branches.  Total assets rose to $2.1 billion from $1.8 billion, deposits grew to $1.65 billion from $1.44 billion, and 
loans were higher at $1.56 billion compared to $1.36 billion. 
 
Our Thoughts 
 
UBSH was able to grow earnings during the most recent quarter despite softening loan demand, weakening 
residential real estate markets, and an inverted yield curve.  These tough operating conditions are likely to persist 
going into 2007 for UBSH as well as the entire banking industry.  Thus, it will be vital for banks, like UBSH to 
grow non-interest income and interest earning assets in order to offset further margin compression created by the 
inverted yield curve and softness in real estate markets.  Recent margin compression could reverse if the yield 
curve un-inverts and helps improve profits at UBSH.  Potentially, UBSH could grow its non-interest income from 
increases in brokerage commissions, ATM charges, debit card and BOLI income.  We rate UBSH shares 
OUTPERFORM and anticipate earnings growth in 2007.  These shares currently trade at 1.7x book value and our 
target is $44/share based on future earnings growth potentially pushing its valuation towards 3x book value.  
Additionally, given its 51 bank offices throughout Virginia and price to book ratio, UBSH is a 
merger/consolidation candidate. 
 
Risks 
 
There are no guarantees UBSH’s growth strategy will improve earnings.  The entire banking industry will have to 
face the operating challenges of a flat yield curve and a slowing real estate market.  Corporate governance issues, 
rising interest rates, or negative equity markets may negatively affect UBSH shares.  UBSH's stock could be 
adversely impacted by negative equity markets, failure to comply with Sarbanes Oxley guidelines, rising interest 
rates, or terrorist attacks. 
 
 
 
 
 
 
 
 
 
 
 
 



 

     Universal Corporation 
     (UVV – NYSE) 
  
     Rating: NEUTRAL 
 
 Price and Trading Data  EPS estimates - diluted  

Current Price $62.43  
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  Mar 07E  Mar 08E  
S&P 500 1447.80   1Q ($0.23)A   $0.54  
52-Week Price Range $63.25-$34.58   2Q $0.92A  $0.84  
Shares Outstanding (mil.-diluted) 25.96   3Q $1.17A  $1.20  
Market Cap (bil.-diluted) 1.62   4Q $0.92   $1.35  
Avg. Daily Trading Volume 301,074  

 
$2.77  3.93    

12-month Target Price N/A   

  
 

     
Valuation Data  

 
     

Debt to Total Capital 57%  
 
      

Book Value $30.02        
Price to Book 2.08        
Dividend $1.76        
Current Yield 2.8%        
  

 
      

 
Company Summary 
 
Universal Corp., founded in 1918, is the world’s largest leaf tobacco exporter/importer.  Headquartered in 
Richmond VA, the company employs over 28,000 full and part-time employees and conducts business in over 40 
countries.  UVV’s primary business is buying, shipping, processing, packing, storing and selling tobacco to cigar, 
cigarette, and pipe tobacco manufacturers.  The company also provides financing of leaf tobacco operations in 
foreign countries.  Tobacco sales are comprised primarily of burley and flue-cured tobaccos.  UVV’s largest 
customers are Philip Morris (MO-$69.95) and Japan Tobacco accounting for 51% of 2006 tobacco revenues.  
During fiscal year2006, UVV generated revenues of $3.5 billion.  The three primary operating units consist of 
tobacco, agri-business, and lumber/building products. Tobacco operations produced 51% of 2006 revenues, with 
lumber/building products and agri-business generating 25% and 24%, respectively.  Overall operating segment 
income generation was 78% from tobacco, 20% from lumber/building, and 2% from the agri-business.  The 
majority UVV’s operations are located in the United States (30%), the Netherlands (24%), and Brazil (12%).  
Other operations are located in Africa, Asia, Canada, Europe, and Argentina.  The company recently sold off its 
non-tobacco operations (lumber/building/agri-business) and plans to use the proceeds to reduce debt and for 
potential share repurchases.  UVV shifted its year-end reporting quarter to March and is currently operating in 
fiscal year 2007. 
 
Business 
 
The business of UVV is buying, selling, processing, packing, storing/selling tobacco to cigar, cigarette, and pipe 
tobacco manufacturers.  Primarily, burley and flue cured tobaccos are sold to it's customers.  UVV contracts 
with various tobacco growers to supply them with tobacco which can then be sold to various manufacturers.  
Tobacco growers are contracted in Africa, South America, Asia, and North America to grow the supply needed for 
manufacturers.  The quantity and quality of tobaccos grown in various regions dictates where UVV gathers this 
product to sell to its customers.  For example, recent poor growing results, and political instability, caused the  
 
 
 



 
 
 
company to place more orders with South America growers.  51% of UVV's revenues come from its two largest 
customers, Philip Morris (MO-$69.65) and Japan Tobacco.  In order to shift its business model, the company 
recently sold two of its non-tobacco operating units.  UVV sold its ownership in Barrow, Lane, & Ballard Ltd., an 
international merchant of edible nuts and dried fruits, this past January.  Last fall, the other non-tobacco operating 
unit, Deli-Universal, was sold for $527 million to NIBC Principal Investments.  The sale of these two units means, 
going forward, UVV's revenues will come from the tobacco business.  
 
Recent Earnings 
 
Universal Corp. reported 3Q07 earnings of $1.17/share versus ($0.01)/share during 3Q06.  Income from 
continuing operations, on a quarter-to-quarter basis, was $35.78 million versus a loss of $349,000.  The most 
recent quarter's results included a $0.07/share impairment charge related to the value of long-lived assets while last 
year's quarter had $0.60/share in restructuring and impairment charges related to the closing of UVV's Danville 
VA plant.  Results for 3Q07 were higher based on improved performances from the company's reportable 
operating units.  Overall revenues increased 8.4% to $515.9 million from $475.7 million.  These results represent 
the company's remaining worldwide leaf tobacco operations following the recent sale of its non-tobacco 
businesses.  UVV operations now consist of 3 units - flue cured, burley leaf (North American & other regions), 
and other tobacco operations.  Flue-cured and burley operations earnings more than doubled to $69.5 million from 
$33.5 million, while operating income from the North America segment rose 74% to $8.7 million.  The 
improvement was due to higher export/processing volumes, cost savings from the closing of the Danville plant, 
sales of tobacco purchased from the stabilization cooperatives, and better pricing.  The Other Regions also 
experienced increased operating income due to better pricing.  Revenues for this segment increased $10 million on 
higher sales volumes and the absence of currency exchange losses during the previous year. 
 

 Our Thoughts 
 
We first initiated coverage of UVV at $36.95 on 9/21/06, with a target price of $58/share.  When coverage was  
initiated, UVV's stock was trading at 1.2x book value.  Our investment thesis was an earnings turnaround at this 
company leading to an increase in investor interest in UVV's shares and potentially pushing the stock back to the 
past 15-year historic price-to-book value average of 1.96x book.  Recent earnings releases have given evidence of 
improved profits at UVV and increased investor demand.  Based on the recent appreciation of UVV, we maintain 
our NEUTRAL rating on the stock. 

 

 
Risks 
 
There are no guarantees UVV will improve future earnings.  The company’s two largest buyers are Philip Morris 
and Japan Tobacco.  Termination of business with either of these companies would adversely affect UVV’s 
profitability.  UVV’s profitability is subject to currency swings, timing of tobacco shipments, political events, and 
changes in foreign governments.  Negative equity markets, terrorist attacks, and corporate governance issues could 
negatively affect UVV’s stock price.  UVV's stock could be adversely impacted by negative equity markets, 
failure to comply with Sarbanes Oxley guidelines, rising interest rates, or terrorist attacks. 
 
 
Steven F. Marascia 
Research Analyst  
804-344-3806 
smarascia@andersonstrudwick.com
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Important Disclosures  
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3/14/07: Initiate 
NEUTRAL @ $24.62 

 
Steven Marascia certifies, with respect to the companies or securities that he analyzes, that (1) the views expressed in this report accurately reflect his 
personal views about all of the subject companies and securities and (2) no part of his compensation was, is or will be directly or indirectly related to the 
specific recommendations or views expressed in this report. 
 
Stock ratings used in this report are defined as follows: 
  

(1) Outperform – The stock’s total return including dividends is expected to exceed the industry or market average by at least 10% over the next 
twelve months. 

(2) Neutral – The stock’s total return including dividends is expected to be in line with the industry or market average of +/- 10% over the next 
twelve months. 

(3) Underperform – The Stock’s total return including dividends is expected to be below the industry or market average by 10% or more over the 
next twelve months. 

  
The distribution of investment ratings for all companies in our coverage universe are as follows:  (1) 53%, (2) 46%, (3) 1% 
  
The distribution of investment ratings used for companies whom we have performed banking services in the last 12 months are:  (1) 60%, (2) 40%, (3) 0% 
 
For regulatory purposes, our ratings of Outperform, Neutral and Underperform most closely correspond to Buy, Hold and Sell, respectively.   
 

Other Disclosures 
  
This report is not directed to, or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other 
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Anderson & Strudwick or its affiliates to 
any registration or licensing requirement within such jurisdiction. 
 
The information presented in this report is provided to you for information purposes only and is not to be used or considered as an offer or the solicitation of an offer to sell 
or buy or subscribe for securities or other financial instruments. Anderson & Strudwick may not have taken any steps to ensure that the securities referred to in this report 
are suitable for any particular investor. Anderson & Strudwick will not treat recipients of this report as its customers by virtue of their receiving this report. The investments 
and services contained or referred to in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in 
doubt about such investments or investment services. Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that any 
investment or strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation to you. Anderson & Strudwick does 
not advise on the tax consequences of investments and you are advised to contact an independent tax advisor.  Information and opinions presented in this report have 
been obtained or derived from sources believed by Anderson & Strudwick to be reliable, but Anderson & Strudwick makes no representation as to their accuracy or 
completeness. This report is not to be relied upon in substitution for the exercise of independent judgment.  Anderson & Strudwick may have issued, and may in the future 
issue, other reports that are inconsistent with, and reach different conclusions from, the information presented in this report.   Past performance should not be taken as an 
indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and 
estimates contained in this report reflect a judgment at its original date of publication by Anderson & Strudwick and are subject to change without notice. The price, value 
of and income from any of the securities mentioned in this report can fall as well as rise.  
 
 
For more information on this report, please contact us at 800-767-2424 or write to Anderson & Strudwick 707 E. Main 
Street 20th Floor, Richmond, VA 23219. 
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	Business
	SFD is the world's largest pork processor and hog producer, 5th largest beef processor in the world, and offers turkey products.  Some of the more recognized brands offered to consumers include "Smithfield", "Gwaltney", "Butterball", "Farmland", "Cumberland Gap', "Armour" and "Patrick/Cudahy". SFD has increased its US share of the beef, pork, and turkey markets through organic growth and acquisitions.  During the past few years the operating focus has been to grow revenues, improve its manufacturing processes, lower production costs, and rationalize the operating /manufacturing strategy to eliminate freight and intra-plant movements.  Most of SFD's business is here in the US, however, during the past 15 years the company has expanded its business into Europe 
	and exports to Japan.  Other popular brands include "John Morrel", "Cooks", and "Stefano Foods".  Management invested in the continued expansion of hog farms and plant renovation in Romania increasing its presence in the European market.  SFD recently formed its "Groupe Smithfield" which combined its previously owned French operations with the recently purchased Sara Lee meat business.  SFD believes expansion into the European markets could lead to added revenues and profits during the next few years and when combined with US operations lead to future earnings growth. 
	Recent Earnings

