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Recent Company Development

Since WIC's purchase of Monsanto, the company has become embroiled in legal disputes with the Germany and France over its production of genetically modified corn.  MON810, Monsanto's genetically modified corn seeds have come under scrutiny by for allegedly being harmful to the environment.  Nations such as Austria, Hungary, Greece, and Luxembourg in addition to Germany and France have already banned MON810 from being planted.  However, the European Union has already approved the usage of MON810.  Numerous environmental groups have raised concerns that MON810 seeds have the potential to cross pollinate and pose a risk to human health.  As recently as April 22nd, Monsanto filed an injunction against Germany's agricultural department seeking to temporarily lift the ban.  Since several nations in the EU have already contradicted the EU's approval of MON810, no one expects the EU to overrule Germany's ban.  Additionally, JP Morgan downgraded Monsanto after its 2nd quarter earnings dropped 3.9% on April 3rd.  

Industry Information

The Agricultural chemical industry is dominated by a few companies, Monsanto being the largest.  The price of fertilizer and seeds correlate with the price of commodities and in the midst of a global recession, the agricultural business has remained relatively unscathed as opposed to say the financial sector.  Specifically, companies that create seeds that give farmers higher yields per acre have a better business model than companies that solely produce fertilizer or herbicides since there is a finite amount of land to grow on but on that finite amount of land, farmers that utilize seeds with higher yields have a competitive advantage.  In this respect, Monsanto, Sygenta and Dow Chemical have an advantage over strictly fertilizer companies like Mosaic and Potashcorp.

Security Information

Ticker Symbol: MON 

Exchange: NYSE

52-Week Range: 63.47 - 145.80 

10-Day Average Trading Volume: 4,377,600 

Beta: .73

Financial Information

Earnings per Share: 4.10

Trailing Price/Earnings: 19.82

Price/Sales: 3.61

Dividend Rate: 1.06

Current Yield: 1.2%

Company Analysis

Earnings Growth: -3.30% (qrtly yoy)

Revenue Growth: 8.30% (qrtly yoy)

Profit Margin: 18.63%

Return on Equity: 24.05%

Return on Assets: 12.72%

In addition to the financial aspects of Monsanto, the Whitman Investment Club also should consider the ethical ramifications of financial investment in Monsanto.  Our mission statement states that WIC is dedicated to “learning, scholarship, personal growth, education of character, and personal responsibility”.  While a smart business model may be necessary for investment, it alone is not a sufficient condition to justify an investment of thousands of dollars.  Monsanto has a long history of legal violations and ethically questionable business practices. 


For instance, 17% of its profit comes form sales of Roundup, a very popular herbicide used by farmers.  In January 2009, a study came out linking Roundup, even at very low levels, the levels that are likely to be found as residue in food, to cell damage and DNA damage.  Additionally, in April 2009, a new study from Argentina linked low levels of glyphosate, the chemical found in Roundup, to brain, intestinal and heart defects in fetuses.  The study used amphibian embryos but the results are comparable to human ones.  


As for MON810, Australian researchers have published studies linking the corn to infertility in mice but there are still scientific disputes over the methods of the study.  Moreover, Monsanto has a long history of suing farmers for patent violations when Monsanto seeds accidentally cross pollinate or are blown onto the land of a farmer.  


Just last week, Kansas' governor and Obama's pick to be Secretary of Health and Human Services struck down Monsanto's attempt to prevent state agricultural departments from labeling milk made with recombinant bovine growth hormone (rgbh or rbst).  The European Union, along with Canada, Japan, Australia and New Zealand have all banned the use of rbst.  

Analyst Information

Consensus earnings estimates:1.62 eps

Consensus recommendations: 9.5 (10 strong buy, 1 sell)

This information was collected from Smartmoney.com and 10 analysts were surveyed.

Evaluation


Despite Monsanto's promising financial outlook, recent steps by nations such as Germany and France pose a risk to Monsanto's ability to market its genetically modified crops to other countries.  Just recently, 82,000 hectares of land in South Africa failed to produce crops despite being sown with Monsanto's genetically modified corn crop.  Monsanto has offered compensation but there is an enormous public backlash building against genetically modified crops since farmers lost millions of dollars.  Some farms exhibited 80% rates of crop failures.  These trends don't bode well for Monsanto's potential to market internationally.  


Additionally, Monsanto's history of questionable ethics such as producing Agent Orange in the Vietnam war, to suing farmers who accidentally have Monsanto seeds on their land, make it a company that the Whitman Investment Club ought not support.  When this club gave its money a few weeks ago to Monsanto, we signaled that we were either ignorant of Monsanto's unethical and irresponsible business practices or that those unethical practices were irrelevant to our decision making process.  I argue that those practices are extremely relevant.  If the Whitman Investment Club is based on the premise that students should learn to be responsible with our finances, then we need to extend that notion of responsibility not only to our own bottom line but to the impact our investments make in the real world.  Buying stock in Monsanto is directly contributing to its unethical and dangerous business practices.   

Motion

I motion that WIC sell all its shares in Monsanto.  

