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once-controversial switch made years
ago—to emphasize software and services
over mainframes and other computers. Re-
spect, hard won and long in the cultivating,
doesn’t always come from meeting quarterly
earnings estimates or achieving other short-
term goals that Wall Street demands, sur-
vey-takers noted.
With the Street focused on IBM’s trans-

formation and the then-controversial dis-
posal of its legacy hardware business, the
company didn’t receive the credit it de-
served for steady earnings growth without
major profit disappointments. “It is a great
example of a company that has moved to
services from hardware, adding value and
longevity,” says Peter Scholla, a partner at
Global Investment Adviser in North Palm
Beach, Fla.

And then there are hamburgers, lots
and lots of them, made and sold by McDon-
ald’s, another belated recipient of much-de-
served respect. The company’s image on
Main Street as the biggest fast-food chain
in the world doesn’t do it justice, according
to our respondents. On Wall Street, McDon-
ald’s is viewed as a company that changed
its spots for the better back in 2002-03,
moving away from a single-minded focus on
unit growth to a more mature approach that
balances growth with the return of cash to
shareholders. Much as investors like Mc-
Donald’s appetizing 3.3% dividend yield,
they also appreciate that it has responded
effectively to changes in society’s eating and
drinking habits.
“What business is more up, down and

risky than the restaurant business?” asks
Cornell Capital’s Hartzell, a big fan of the
stock. “People think of McDonald’s as a
burger maker, but they’ve got specialty cof-
fees, salads and sundaes now”—a testament
to the company’s ability to reinvent itself.
That brings us to companies such as J&J

and Toyota, which must reinvent themselves
quickly, or at least make some big changes to
get back into investors’ good graces.
The litany of Johnson & Johnson prob-

lems that have exploded into the news in
the past 18 months is too lengthy to re-
count, but here are a few: Just last month,
a Texas federal jury ordered the company
to pay $482 million in patent-infringement
damages. J&J’s once-pristine respect score
also has been hurt by a string of product re-
calls at various subsidiaries, especially some
that sell children’s medicines and the com-
pany’s flagship over-the-counter painkiller,
Tylenol. When it comes to respect from in-
vestors, the message should be clear: Don’t
mess with kids’ drugs.
Johnson & Johnson has pulled almost 47

million units of over-the-counter products
such as Tylenol, Benadryl, Sinutab and

Sudafed, due to quality-control problems.
In last year’s fourth quarter, the company
took a painful $922 million charge, repre-
senting the impact of litigation settlements,
product-liability expenses and costs associ-
ated with the recall of certain hip implants
at DePuy, another subsidiary.
J&J has had to suspend or alter activi-

ties at several plants, which could affect this
year’s sales. It has acknowledged that con-
sumer trust of its products “has truly been
tested.” In its annual report three years
ago, the company said it would focus on exe-
cution. “That’s not what they’ve done,” says
Marc Heilweil at Spectrum Advisory Ser-
vices in Atlanta.
Johnson & Johnson and McDonald’s are

a study in contrasts, says Fla Lewis, a prin-
cipal at Weybosset Research & Manage-
ment in Providence, R.I. The fast-food chain
has kept its eye on the ball and protected
its brand, while “at J&J it seems to be one
thing after another. They don’t seem to be
able to wrestle it down.”
In an e-mail Friday in response to a

query from Barron’s, CEO Bill Weldon
noted that, until the recent setbacks, the
company had built a strong reputation in
the past 125 years. And he added: “We are
working diligently to overcome our recent
problems to ensure only the highest-quality
products reach our customers—the first step
to earning back their trust and confidence.”
One consolation for investors is that John-

son & Johnson’s earnings have grown, even
through the company’s troubles. Earnings
rose to $4.78 a share last year from $4.40 in
2009, even though revenue was basically flat
at $61.6 billion. J&J also pays a dividend of
$2.16 a share, for a yield of 3.5%.

In many ways, our survey of investor
respect is an accurate barometer of public
perceptions about a number of big compa-
nies—and a warning to those in need of
change. Take Toyota, another long-trusted
maker of familiar products that also was
rocked by a series of recalls beginning in
late 2009. The Japanese company recalled
about eight million vehicles amid allega-
tions of defective floor mats and accelera-
tor pedals.
Toyota was tarnished not only by the

need for a recall but “the way they handled
it,” one money manager wrote. “They didn’t
address as quickly as they could have.”
The timing was bad, a lost opportunity.

“It was a perfect time to screw up, right
when General Motors [GM] and Ford [F]
were flat on their backs,” quips Paul Jackson.
Yet the well of respect for Toyota hasn’t

run dry, as our respondents indicated the
company would recover from its current
woes. Just last Tuesday, for instance, an
investigation by NASA engineers showed
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Devon Energy’s focus on oil and gas assets in theU.S. andCanada could lead tomore
reserves, bigger profits and higher shares.

AChampAmong Domestic Drillers
by Dimitra DeFotis

DEVON ENERGY, ONE OF THE LARGEST INDEPENDENT U.S. ENERGY PRO-
ducers, has transformed itself into a leaner, meaner company, focused
primarily on U.S.-shale plays and Canadian oil sands. Wall Street is
giving Oklahoma City-based Devon little credit, however, for some
savvy moves that could boost reserves and profits in coming years.

Devon (ticker: DVN) agreed last year to sell its international prop-
erties and its acreage in the Gulf of Mexico for about $8 billion after
taxes. The sales leave it with proved reserves of about 2.6 billion bar-
rels of oil-equivalent, including more than 700 million barrels of Cana-
dian reserves. Crude oil and gas liquids account for 40% of proved re-
serves, and natural gas, 60%.

Devon is expected to increase production by 6% to 8% this year, fo-
cusing on crude and high-margin gas liquids, which could lead to a big
jump in earnings in 2012. Analysts have penciled in profits of about $6
a share for this year and last, rising to $7.92 in 2012. Devon is sched-
uled to report 2010 results Wednesday.

Devon’s shares have more than doubled, to near 86, since March 2009.
But they aren’t expensive at 14 times 2011’s estimate and 11 times next
year’s forecast, given the industry’s average price/earnings ratio of 19.

On the basis of enterprise value (market capitalization plus net
debt) to Ebitda (earnings before interest, taxes, depreciation and
amortization), Devon also looks compelling at a multiple of six. That
compares with rival Chesapeake Energy (CHK), whose enterprise
value is nearly 6.8 times Ebitda, and Anadarko Petroleum (APC),
with an EV/Ebitda ratio of 7.8. Devon’s shares are likely to top 100 in
the next year as earnings start to rise.

Devon has one of the biggest positions in the Barnett Shale in
Texas, and significant acreage in the Permian, Haynesville and other big
shale plays. Like other shale producers, the company uses horizontal
fracking or “fracing”—a controversial process involving the injection of
water and chemicals into rock—to extract oil and gas from shale. The
company also owns and operates pipelines to transport oil and gas.

In Canada, Devon has formed a joint venture withBP (BP) to drill new
wells. The company estimates its Canadian properties will produce more
than 150,000 barrels of oil a day in eight to nine years, up from 30,000 now.

Investors seem to be punishing Devon for its heavy exposure to natu-
ral gas, which sells for a deeply discounted $4 per million British thermal
units. Yet the diversity of its energy sources, and expanding production
of oil and gas liquids give the company greater flexibility than some peers.

A healthy balance sheet also is an enviable asset. As of Sept. 30,
Devon’s long-term debt totaled only 17% of total capital, compared with
43% at Chesapeake.

Devon generates lots of cash, and is using it to buy back up to
$3.5 billion of stock. Last year it spent more than $1 billion on share
repurchases. CEO John Richels recently told an audience at Credit
Suisse that buying back stock amounts to paying about $13 per barrel
for proved reserves. That’s a discount to the industry’s replacement
cost per barrel, above $20 and doesn’t include considerable potential
in new and untapped fields. The company also pays a dividend of 64
cents a share, for a yield of 0.7%.

If Devon keeps buying in shares and buying up acreage, investors
could be looking at some slick returns. !

A Devon Energy pump jack produces crude oil in the
Powder River Basin near Gillette, Wyo.

The Bottom Line
Devon shares, now nearly 86,
could top 100 in the next year
as earnings rise sharply. The
company currently trades at a
discount to other domestic
producers.

thusiastic White said, “I don’t make strategic
decisions for the company based on transac-
tions the Street might like to see.” He called
nutritionals “an incredible and attractive busi-
ness” that “will remain part of Abbott.”

His view is echoed by other drug-industry
executives. “My objective is not to get a stock
price that is 5% or 10% higher. It’s to get back
to a P/E of the S&P 500,” says Chris Vieh-
bacher, the CEO of Sanofi Aventis, whose
shares have one of the sector’s lowest P/Es, at
7.5 times projected 2011 profits.

Sanofi investors have focused on the com-
pany’s near-term patent problems, notably the
anti-clotting drug Plavix, a drug with $9 bil-
lion in annual sales. Sanofi shares Plavix with
Bristol-Myers, and last week Sanofi projected
a 5% to 10% drop in core 2011 profits, reflect-
ing patent issues. But Sanofi has some strong,
growing and underappreciated businesses, in-
cluding diabetes, animal health, consumer
health, vaccines and an industry-leading fran-
chise in the developing world. Viehbacher said
Sanofi won’t exclude the spinoff possibility,
but isn’t eager to consider any actions now.

Viehbacher has disappointed some investors
by dismissing stock buybacks as an ineffective
strategy for his company. “Stock buybacks will
only work when certain conditions are met,” he
says. In an argument rarely made by CEOs,
Viehbacher says that if there is an investor
perception that a company has a declining
profit base—the current view on Sanofi—then
buybacks aren’t effective. Only if there is a
more positive view are buybacks valuable. By
this reasoning, companies should buy back
higher P/E stocks, not lower ones.

Some Sanofi investors would rather see
the company buy back some stock at seven
times earnings than pay 20 times profits for
Genzyme, a view that we’ve endorsed. The
same situation applies to Novartis, which is
paying 20 times earnings for Alcon while its
own stock trades for a P/E of 10.

Drug breakups may not be imminent, but
investors ought to consider shares of Ab-
bott, Pfizer, Medtronic, Novartis and Sanofi
because of the low valuations and valuable
non-core divisions that aren’t being re-
flected in their depressed share prices.
Eventually, breakups may prove to be just
the right medicine. !
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no link between electronic throttles and
unintended acceleration in Toyota vehicles,
something that should help the auto maker
recover its reputation.

After several years in the doghouse, Gen-
eral Electric (GE) is one company begin-
ning to see some daylight. The company rose
in our ranking to No. 48 from No. 74 last
year. Once the standard-bearer for American
capitalism, GE was hurt when its highly lev-
eraged finance unit hit an air pocket amid
the financial crisis. The company had to run
to Buffett for a major cash infusion.

Since then, GE’s core industrial busi-
nesses have been on the upswing, and the
company has reduced its reliance on GE
Capital, its finance unit. It also sold off its
51% stake in the NBC Universal entertain-
ment business. Despite the improvements,
some investors still are calling for GE to be
broken up.

GE epitomizes bureaucratic thinking,
says John Campbell of Cornerstone Invest-
ment Partners in Atlanta. “It is hard to un-
derstand where the value is being cre-
ated…by largely unrelated businesses,” he
says.

PanAgora’s Mussalli agrees, noting the
company’s collection of businesses “perpetu-
ally underperform.” The various divisions
could do much better alone, and “a break-up
could unlock value,” he says.

Both money managers indicated they
“don’t respect” GE, although plenty of oth-
ers now do.

The doghouse, reputational and other-
wise, is like an airport hotel: Companies
move in and out, doing their best not to lin-
ger long. For U.S. and Russian banks, how-
ever, it is like a roach motel: They get in,
but can’t seem to get out.

At the recent World Economic Forum in
Davos, Russian President Dmitry Medvedev
expressly conceded that the country’s prob-
lems hinder investment and vowed to im-
prove the investment climate. That is a big
job and won’t happen overnight.

American banks such as Citigroup and
Bank of America also are likely to forgo in-
vestors’ respect for a while longer, given
their dismal performance at the depths of
the global financial crisis. “They took
TARP [Troubled Asset Relief Program]
money and their reputations disinte-
grated,” says David Corbin, CEO of
Corbin & Co. in Fort Worth, Texas. “In
some cases there also was highly question-
able behavior. Some had great legacies that
have suffered.”

The anger still smolders over the role of
big banks in helping to foment and deepen
the crisis. “The amount of arrogance [on
the part of banks] towards the U.S. tax-
payer is extraordinary,” says James Va-

nasek of VN Capital Management in New
York. “Citi was a weekend away from
bankruptcy but kept on insisting nothing
was wrong. And no one was punished at
the top.”

Some banks have done better than oth-
ers, however. JPMorgan Chase (JPM), for
example, jumped to No. 14 this year from
No. 21, mainly because of the respect ac-
corded its popular CEO, Jamie Dimon.
“The Bear Stearns merger was thrust
upon him, but he made sure it wasn’t going
to hurt his company,” says Thomas Gold-
smith of Flagship Capital in Media, Pa.,
“He’s stubbed his toe from time to time
but learned from it.”

Because our ranking covers only the 100
largest public companies in the world,
changes in share price and market capital-
ization determine which companies are on
the list and which are excluded. This year
11 new names joined the ranking, replacing
companies whose relative market value
shrank in 2010.

The largest company in the world, No.
11-ranked Exxon Mobil (XOM), had a
market cap of $368.2 billion as of Dec. 27,
up 14% from a year earlier. The smallest
on the list, Germany’s E.ON (EONGY),
had a market cap of $60.2 billion. Visa (V)
didn’t make the cut this year, but Colom-
bia’s state-run oil company Ecopetrol
(EC) did. It ranked No. 93.

In 2010 the average mean score rose
sharply, to 2.25 from a lowly 1.87. This year
it fell slightly, to 2.12. Among the 89 compa-
nies included in both years’ surveys, just 33
saw their mean scores rise in 2011, com-
pared with 59 in 2010.

After the past few years of Ponzi
schemes and other investment frauds, fi-
nancial malfeasance and just plain bad ex-
ecution, the concept of corporate respect
arguably is more relevant than ever. That
should be a wake-up call to all the compa-
nies whose reputations were dented by the
financial crisis and other crises, both ex-
ternal and of their own making.

It is a cliché to say that respect is
hard to earn but easy to lose. Yet that
doesn’t detract from its importance for
these companies, and all companies. When
will J&J, Toyota and even Citi be wel-
comed back into the market’s good
graces? Next year’s Most Respected sur-
vey can’t come fast enough. !
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