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B Y  B R i a N  m . 
K i R K Pat R i c K ,  c Fa  
There seems to be an awful lot of “expensive” 
stocks out there these days. You hear people talk about how expensive 
some of these stocks are all the time, whether it is the talking head on 
television or just in passing conversation with friends. 

IBM is $200 per share, Apple and Google are both near $600; these 
are “expensive” stocks. Over the years the names may change, but 
there are always companies whose stocks appear expensive to the 
average investor. This raises an interesting question. What makes a 
stock price attractive? Should we think of shares of stock like a bunch 
of apples? Different varieties are sold lots of places around town and 
if you shop around you can find the lowest price on apples. The 
variety doesn’t really matter, they are all apples. Of course not, a share 
of stock is an ownership interest in a company. No two companies 
are alike, and there are several factors that go into determining the 
value of a company and its stock. Since companies are all different, 
an investor must determine which company he wants to invest in and 
at what price. The interesting part of this determination is that the 
absolute level of the stock price is really meaningless. What is more 
important is the price of the stock relative to the value that you are 
buying in the underlying company. 

L e t ’ s  R ev i eW  a  R e a L - L i F e  e x a m P L e : 
Stock in Company A (we’ll give you the names later) currently sells 
for $28 per share, while stock in Company B sells for $567 per 
share. Both companies are profitable and are growing very quickly, 
both have extremely popular products and their brands are known 
worldwide. Below is a short recitation of some of the inputs that an 
investor might consider when determining the value of the stock:
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Operating Margins: 50% 40%
Revenue Growth 45% 59%
 (most recent quarter)

2013 earnings est. $0.70 $48.47
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While by no means an exhaustive list, this will give us something to 
start with. Both companies have very strong operating margins, both 
companies are profitable and are growing revenues at a very accelerated 
rate. Both appear to be attractive candidates for further research. A 
good investor would ask questions about the sustainability of those 
margins, and would question how long that stellar growth rate can 
be maintained and to what level it will decline over time. These are 
all very valid questions. For the purpose of our discussion, however, 
we are going to assume that both companies experience similar 
declines in both profitability and growth as they reach maturity as a 
company. What we are left with is which stock presents us with a more 
compelling investment at its current price. 

On the surface, the cheap stock is Company A, selling for $28 per 
share. It is only a fraction of the price of Company B with its stock 
price of $567 per share. However, when we start to look at some of 
the data given to us about the two companies, we realize that the price 
that we pay for the stock is really the price we are willing to pay for our 
portion of the company’s earnings. Now the picture changes. At $28 
per share we are paying a multiple of 40 times the estimated profits per 
share of Company A’s stock. However, we are only paying a little less 
than 12 times the estimated profits per share of Company B. Now the 
cheap stock is the “expensive” stock.

Now we take our example a bit further and explain that Company A 
is Facebook, a relatively new company with only eight years of history, 
which is currently spending more cash than it makes due to expansion 

Head to Head Competition: 
Large-Cap Growth versus 
Large-Cap Value 
The battle between large-cap growth and value investing has been going 
on for years, with each style trying to seize the spotlight. Although there 
is always an annual front-runner, history shows that leadership shifts with 
market conditions. 

For instance, in the bull market of the late 1990s growth stocks offered 
superior returns. However, since that bubble burst in 2000 value stocks 
have gone on quite an impressive run. More recently, growth stocks 
captured the spotlight between 2007 and 2010; but 2011 was a mixed bag 
leaving many to wonder if the tables have turned yet again.

At Bridges Investment Management, Inc., we work with each client to 
develop an individualized investment policy that fits his or her specific 
needs. If you are interested in learning more about how we can put our 
investment management expertise to work for you please give one of our 
professionals a call today.  

plans. Company B is Apple, and while young in terms of companies like 
GE or IBM, it has more than 30 years of operations under its belt and is 
adding more than $10 billion of cash to its balance sheet every quarter. We 
now have a more clear picture that Apple is in fact the “cheap” stock of the 
two.

While Apple has traded for over $600 per share recently, the earnings and 
balance sheet that underlie that stock price make the company appear 
very attractive from a valuation standpoint, even though the stock has 
done quite well recently. Facebook, on the other hand, may have a great 
future ahead of it, and could be a great investment, but when compared 
to a company like Apple, its stock appears less attractive from a valuation 
perspective. 

We used Apple and Facebook in this example, but could have easily used 
any number of companies to make the same point. In 1982 the stock of 
an Omaha company was trading for $505 per share, seemingly expensive 
for a single share of stock, yet today that stock sells for $120,000 per share. 
Before the Class B shares became tradeable, Berkshire Hathaway was the 
prime example, and many investors who had the means to buy a Class A 
share missed out on a great investment because they thought the stock was 
too expensive. 

The next time you see a high market price on a stock, remember that there 
is more than meets the eye when it comes to valuing an ownership interest 
in a company. Look a bit more deeply before you determine whether or not 
the stock is cheap or expensive. You might be surprised by the results.  

©2012 Morningstar, Inc. All rights reserved. Large growth and value stocks are represented by the 
Ibbotson Associates Growth and Value Indexes for 1970-1997 and the Morningstar Style Indexes 
thereafter. Ibbotson Associates Growth and Value Indexes are calculated based on data from CRSP US 
Stock Database and CRSP US Indices Database, Center for Research in Security Prices (CRSP), The 
University of Chicago Booth School of Business. Used with permission.
Performance differential measures the outperformance of one asset class over the other using 
12-month rolling returns. This is for illustrative purposes only and not indicative of any investment.  
An investment cannot be made directly in an index. Past performance is no guarantee of future results. 
Returns and principal invested in stocks are not guaranteed.
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two brackets will pay 15% and 28% on dividends respectively, as opposed 
to 0% in 2012. Taxpayers in the highest tax bracket will pay a whopping 
39.6% on dividends in 2013 compared with just 15% now.

3 .  e s tat e ,  g i F t  a N D  g e N e R at i O N - s K i P Pi N g 
t R a N s F e R  ta x e s  W i L L  g O  U P

In 2012 the unified gift and estate tax applicable exclusion amount and 
the generation-skipping transfer (GST) tax exemption are $5,120,000 per 
person. The tax rate is 35% for estate, gift and GST taxes. Also, in 2012 
the executor of a deceased spouse’s estate has the option to transfer any 
unused estate and gift tax exemption to the surviving spouse.

In 2013 the gift and estate tax applicable exclusion amount is scheduled to 
decrease from $5,120,000 per person to $1,000,000 per person. The GST 
exemption is scheduled to decrease to approximately $1,360,000 per person, 
indexed for inflation. The tax rate for estate, gift and GST taxes is set to increase 
from 35% to 55%. The option to transfer any unused estate and gift tax 
exemption between spouses at the death of the first to die will be inapplicable.

What do all of these changes mean for the taxpayer? As the author and 
businessman Nido Qubien once said, “Change brings opportunity.” One 
thing that estate planning, tax, and wealth management professionals have 
demonstrated over the years is the ability to respond to changes in the 
tax regime in a resourceful and efficient manner in order to implement 
plans that maximize the benefits available to their clients. No matter what 
the future holds, these professionals will continue to strive for new and 
effective strategies to take advantage of the tax environment – whatever 
that may be.

So what planning strategy, if any, should individuals consider in light 
of today’s uncertain tax landscape? One possibility, based on the 
unprecedented opportunity available in 2012 to transfer up to $5.12 
million tax-free by utilizing the current gift tax exclusion and the GST 
exemption is gifting. (As discussed above, the gift tax applicable exclusion 
and the GST exemption are scheduled to decrease in 2013.) For instance, 
an amount of assets up to the $5.12 million exclusion amount might be 
transferred to a family credit shelter trust or to a spousal credit shelter trust. 
If the trust is structured properly, these assets would be removed from the 
grantor’s estate tax-free, while allowing the grantor’s spouse and potentially 
his or her lineal descendants the ability to access the assets at the discretion 
of an independent trustee.

As always, it is extremely important to consult your legal, tax and wealth 
management advisers to best determine whether a particular strategy is 
right for you. At Bridges Investment Management, Inc. we welcome the 
opportunity to collaborate with your legal and tax professionals to structure 
a comprehensive wealth management plan that is individually suited to 
your needs and objectives. Please feel free to contact any of our professional 
staff if you would like to discuss your current situation and how you can 
best structure your wealth management approach in 2012 and beyond.  

B Y  B R i a N  R .  m i L e s  
It seems like just yesterday that President Obama 
signed the legislation that extended the Bush-era 
tax cuts and provided a moment of clarity with regard to tax planning. 
Unfortunately our moment of clarity is fleeting, and fast. Barring action 
by Congress the Bush tax cuts will expire at the end of this year. That 
prospect casts a cloud over tax planning for 2013 and beyond.

As most are aware, Congress is able to agree on very little these days. 
It seems quite unlikely, then, that Congress and President Obama 
would see eye to eye on a tax compromise before the end of the year – 
especially an election year. Chances are each side of the aisle will stand 
pat before the November elections, each believing that it will be in a 
better position to influence legislation after the elections are over. As a 
result, uncertainty regarding tax planning probably won’t be addressed 
at least until January 2013 and, depending on the outcome of the 
elections, could continue indefinitely after that.

At this point you’re probably saying to yourself, “Yeah, I’ve heard about 
the expiring Bush tax cuts and the ‘fiscal cliff’ that has garnered so many 
headlines lately, but what does this mean for me?” The complete answer 
to that question is beyond the scope of this article, not to mention the 
fact that the answer will vary widely depending on the specifics of each 
individual’s situation. That being said, there are a few known factors 
that all taxpayers should be aware of as we approach the end of 2012.

1 .  ta x  R at e s  W i L L  g O  U P  F O R  ev e RYO N e
Much has been made about how only the ‘wealthy’ will face higher 
taxes if the Bush tax cuts are allowed to expire. That’s not entirely 
true. Unless Congress takes action before the end of the year and the 
president acquiesces, federal income tax rates will go up for everyone. 
Specifically, the lowest existing bracket (10%) will go away and the new 
lowest bracket will be 15%. The existing 25% bracket will be replaced 
by the new 28% bracket; the existing 28% bracket will be replaced by 
the new 31% bracket; the existing 33% bracket will be replaced by the 
new 36% bracket; and the existing 35% bracket will be replaced by the 
new 39.6% bracket.

2 .  ta x e s  O N  D i v i D e N D s  a N D  c a Pi ta L  g a i N s 
W i L L  g O  U P  F O R  ev e RYO N e

Currently, taxpayers in the 25% bracket and above are taxed at 15% on 
long-term capital gains and qualified dividends. For taxpayers below the 
25% bracket, the rate is 0%. Therefore, the maximum federal rate on 
capital gains and qualified dividends in 2012 is 15%.

In 2013, taxpayers in the lowest two brackets will see the rate they pay 
on long-term capital gains increase from 0% to 10%. For all other 
taxpayers the maximum rate on long-term gains increases from 15% to 
20%. Moreover, in 2013 all dividends will be taxed at ordinary income 
tax rates rather than at a fixed rate. For instance, taxpayers in the lowest 3
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B R i D g e s i N v e s t m e N t m a N ag e m e N t,  i N c.  is a 
full-service investment management firm located in Omaha, Nebraska. 
The Firm, currently headed by Edson L. (Ted) Bridges III, traces its 
roots to 1945 when Marvin W. Bridges, Sr. became the first investment 
adviser in Nebraska and the 208th in the country to register under the 
Investment Advisers Act of 1940. Clientele include high net worth 
individuals, corporate retirement plans and charitable organizations. 

The Firm employs a growth oriented equity investment philosophy that 
is predicated on the principle that over the long term, strong company 
financial performance in the form of rising cash flow and earnings drives 
increasing equity valuations. Bridges relies on a veteran investment team 
that has an average industry experience of over 20 years, and enjoys a very 
low turnover rate of both clients and employees which allows the Firm to 
focus on quality long-term relationships.

Please contact us if you would like more information about how  
Bridges Investment Management, Inc. can help you meet your long-term 
financial objectives. 

Contact Us
Phone: 402.397.4700 
toll-Free: 1.800.939.8401
Fax: 402.397.8617

email:  
contact@bridgesinv.com 

mail:  
Bridges investment  
management, inc.
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www.bridgesinv.com
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