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Market Review 

Your Editor has made it back from Australia, though the travel has left me under the weather, 
hence the lateness of the sending of this President’s Day missive and our later-Monday posting 
of updated Target Prices. Happily, my spirits were boosted by the big turnaround in the equity 
markets last week. 

Obviously, stocks could reverse course again as volatility has returned with a vengeance,… 

 

…but the major market averages enjoyed their best weekly returns in more than five years. 
Indeed, the S&P 500 gained 4.37%, while the Russell 3000 index advanced 4.40%. Growth 
again led the way, with the Russell 3000 Growth index jumping 4.79%, versus a 3.99% increase 
for the Russell 3000 Value index. Incredibly, as the chart above depicts, the S&P 500 has 
already recovered more than 5% from its low set just six trading sessions ago. 

While we continue to assert that equities remain a very attractive asset class, given healthy 
corporate profits made stronger by tax cuts, an improving global economy and a still-very-low 
interest rate environment, not a whole lot changed last week to account for the rally. In fact, 
concerns about rising inflation, which received much of the blame for the plunge the week prior, 
were hardly alleviated when Uncle Sam reported that U.S. consumer prices rose a stronger-



 

than-expected 2.1% in January, and interest rates, another supposed worry, actually ticked up a 
few basis points. 

Of course, we might argue that the real reason stocks soared was to complete the lesson begun 
the week prior in showing why the only problem with market timing is getting the timing right. 
Sadly, ETF and mutual fund investors, who had long been uninterested in domestic stocks as 
they marched steadily higher, finally decided to embrace U.S. equities in January…just in time 
for the markets to head sharply south, which caused them to run for the exits in record 
numbers…right before stocks rebounded strongly. 

 

‘Twas ever thus, as our founder Al Frank liked to say. Unfortunately, so many forget that the 
secret to success in stocks is not to get scared out of them and nowadays far too many folks are 
braving the turbulent markets on their own… 

 



 

…with the constant media coverage and ability to monitor market activity and portfolio values on 
a tick-by-tick basis often proving to be too much for many folks to handle. 

 

True, we long have been credited with having nerves of steel, but the Vannevar Bush quotation 
provides the key to our courage, “Fear cannot be banished, but it can be calm and without 
panic; it can be mitigated by reason and evaluation.” No doubt, anything can happen going 
forward and we know that downturns are scary, but history shows that they are hardly 
unusual… 

 

…while lengthening the measuring stick (we are investing for the long-term, after all!) can make 
a tremendous difference,… 



 

 

…as one would easily assume that bonds have been the risky asset class this year, if he or she 
looked only at their portfolio at the end of 2017 and today! 

 

And, (per CNBC.com), “Since President Trump signed the tax bill, companies have announced 
$170.8 billion in stock buybacks, the most ever for this early in the year,” those of us who are 
investing for the long haul should not be unhappy that Corporate America was likely taking 
advantage of the recent downturn in repurchasing more shares at the temporarily lower prices. 

Alas, we wish one of those companies, our biotech giant Amgen (AMGN – $183.55), had 
decided NOT to choose a Dutch auction tender format for its $10 billion buyback offer, given 
that the stock traded below $175 for quite a bit of time in recent trading sessions. As 
shareholders are likely aware, Amgen has offered to purchase up to $10 billion of its shares at a 
cash purchase price not greater than $200 per share nor less than $175 per share. The offer 
expires early next month with most custodians having a cut-off later this week and holders who 
wish to take part needing to either accept whatever dollar figure is ultimately used for the 



 

repurchase OR select a low price that they would accept in one-dollar increments between $175 
and $200. 

As our Target Price for AMGN is $223, we are NOT planning to participate in the offer as of this 
writing, especially as we suspect some folks may have selected a Dutch auction price below the 
current $183.55 quotation when the stock was trading much lower during the recent turbulence 
and many more may have decided they would take whatever the final price works out to be. 
That said, we do not rule out a change in our thinking if we become convinced that an arbitrage 
situation (tender and then buy back at a lower price) exists. 

So, though we remain braced for additional downside in the equity markets in the near term, we 
see no reason to alter our enthusiasm for the long-term prospects of our broadly diversified 
portfolios of undervalued stocks. 

Stock Updates  

With Q4 earnings reports remaining very favorable (of the 398 S&P 500 companies that have 
reported results thus far, 74.9% have beaten expectations), Jason Clark and Chris Quigley offer 
updates on eight of our stocks in the news last week… 

Communications equipment firm Cisco Systems (CSCO – $44.33) reported earnings per share 
of $0.63, versus the $0.59 estimate in fiscal Q2 2018. CSCO had sales of $11.9 billion (vs. 
$11.8 billion est.). Cisco’s share price rose 5%, eclipsing $44 for the first time since 2000, as the 
company beat expectations as a result of strong performance from in-campus switching, 
applications and security. While the transition for CSCO to a subscription-based business had 
been arduous and frustrating for quite a few years, it seems that the investments are beginning 
to pay off. 

 

CEO Chuck Robbins said, “We had a great quarter. In Q2, we returned to revenue growth. We 
continued to drive momentum in our intent-based networking portfolio and saw strength across 
the business. We made continued progress in shifting more of our business towards software 
and subscriptions. This performance led to strong margins, solid cash flow, and double digit 
non-GAAP EPS growth. We are clearly seeing the results of the strategy we’ve articulated to 



 

you over the last ten quarters. We also increased the dividend and share repurchase 
authorization, reinforcing the confidence we have in our future.” 

Mr. Robbins added, “Customers are facing ever increasing complexity in their IT environments 
with the proliferation of devices in IoT, the adoption of multiple clouds, and the exponential 
growth of security threats. The network has never been more critical to business success 
because of its ability to simplify this complexity while enabling real-time informed business 
decisions. This is why Cisco is well position for the future as we help our customers move to 
highly secure and intelligent platforms for their digital businesses.” 

CFO Kelly Kramer said, “We close the acquisition of BroadSoft in early fiscal Q3, and the impact 
of the acquisition is factored into our guidance. We expect revenue growth in the range of 3% to 
5% year-over-year. We anticipate the non-GAAP gross margin rate to be in the range of 63% to 
64%. The non-GAAP operating margin rate is expected to be in the range of 29.5% to 30.5%, 
and the non-GAAP tax provision rate is expected to be 21%. Non-GAAP earnings per share is 
expected to range from $0.64 to $0.66.” 

Cisco also announced a $25 billion share repurchase program, raising the overall authorized 
amount to $31 billion (a repurchase of roughly 14% of the company’s shares as of the close on 
Friday). CSCO expects to execute the repurchase over the next 18 to 24 months. We think 
Cisco’s challenging transformation has put the company on a path to long-term success, and 
shareholders are beginning to see the benefits of those efforts. We continue to like the strong 
balance sheet with about $7 per share in net cash and believe that the stock still trades at a 
sizable discount with a forward 12-month P/E ratio of 16.5 and a 3.0% dividend yield. Our 
Target Price has been increased to $49. 

Digital Realty Trust (DLR – $102.20) had adjusted FFO per share of $1.55 per share in fiscal 
Q4 2017 (vs. $1.51 est.). “We closed the year on solid footing, with total bookings of $56 million 
of annualized GAAP rental revenue in the fourth quarter of 2017, including a $6 million 
contribution from interconnection,” said CEO William Stein. “We delivered consistent results 
throughout 2017, while strategically expanding our global platform to ensure we are uniquely 
well-positioned to capture a growing share of customer demand. Looking ahead to 2018, we 
see robust global demand driven by the second wave of cloud, particularly in our core major 
metropolitan areas around the world. The strength of our global, connected platform provides 
the framework for our expectation of delivering sustainable growth for our customers, 
shareholders and employees in 2018 and beyond.” 

The global technology real estate owner entered the Tokyo market last quarter (via a joint 
venture with Mitsubishi Corporation) in addition to its Osaka facility, and expects to see, 
“tremendous opportunity for growth over the next several years.” And speaking of growth, Mr. 
Stein added, “The biggest change over the last 90 days has been tax reform. We expect 
minimal impact on our financials from the specific provisions of the Tax Reform bill. But we do 
believe it will be good for our customers’ businesses and as a result it should bode well for data 
center demand. We saw very healthy growth from our customer base during the fourth quarter. 
The three leading cloud service providers each generated over $5 billion in cloud revenue 
during the fourth quarter alone, all growing at a very healthy clip well into the double digits. The 
top seven cloud providers all generated over $1 billion of cloud revenue in the fourth quarter. 
This broad-based growth plays directly to the strengths of our carrier-neutral cloud neutral 
platform. Just a few weeks ago, we announced that we will be offering private connections to 
the Oracle cloud in 14 major metros, and a total of59 data centers through our Service 
Exchange.” 



 

We think that the buildout of cloud infrastructure around the world creates growing demand for 
DLR’s offerings, as major technology companies like Microsoft work to deploy their cloud-based 
applications and services. With its 185 data centers in 33 markets, DLR has enhanced metro 
area exposure, additional hyper-scale product offerings, cost synergies and external growth 
potential via a strong development pipeline. We like that the company has a broad customer 
base (more than 2,200 clients; IBM is the largest at 7.8% of aggregate annualized rent), 
expected 2018 FFO (a measure of real estate investment cash flow) of $6.52 per share and a 
solid 3.6% dividend yield. We remain fond of DLR, especially at the recently discounted 
quotation, and our Target Price has been nudged up to $130. 

Shares of Kimco Realty (KIM – $15.20) bounced back quite a bit at the end of last week, 
reversing the recent downtrend that was due in large part to rising interest rates. The catalyst for 
the rebound was the REIT’s report of Q4 FFO of $0.39 per share, versus expectations of $0.38, 
and its rental revenue for the quarter of $310.6 million that beat forecasts calling for $298.4 
million. Kimco also announced that its full year 2018 FFO guidance was $1.42 to $1.46 per 
share. 

While guidance came up short of consensus estimates of $1.49, investors were pleased that the 
company’s board of directors approved a $300 million share repurchase program, which works 
out to approximately 4.6% of KIM’s current market capitalization. KIM also announced that it 
would be looking to divest $700 million to $900 million of non-core assets, mostly in the Midwest 
and would put the net proceeds from these activities into redevelopments, new developments, 
reducing debt and/or buying back shares. 

“We are pleased with the solid leasing spreads and positive operating results our team achieved 
in 2017. The strongest leasing activity in ten years raised our year-end occupancy to just shy of 
our all-time high, positioning us for continued success in 2018,” stated CEO Conor Flynn. “As 
we move forward, we will continue to build on these results while also taking steps to strengthen 
our portfolio in the rapidly changing retail environment. Accelerating the divestiture of assets 
outside our core markets will allow us to concentrate our presence in target coastal markets, 
complete development projects underway and continue to invest in redevelopment, ultimately 
producing a stronger portfolio primed for sustained long-term growth.” 

 



 

While there is no doubt that the retail landscape continues to be challenging, and there are 
some struggling merchants on its tenant list, we like the steps management is taking to reshape 
Kimco. We also note that a portion of KIM’s in-place leases are below current market rents, 
giving the company a potential source of organic growth moving forward, and lower levels of 
new shopping center supply should support operating performance. And, it is important to 
understand that the share price has been cut in half over the last 18 months, so a significant 
amount of bad news, some of which may not materialize, is “in the stock,” which is part of the 
reason for the late-week rally on the earnings report. KIM currently yields 7.4% and trades at 
less than 11 times NTM FFO expectations. Our Target Price has been pared to $23, but we 
think the punishment the REIT has endured does not fit the crime. 

Shares of Deere & Co. (DE – $169.44) jumped more than 9% last week, thanks in part to a 
positive reaction to the company’s fiscal 2018 Q1 financial release, even as the agricultural and 
construction equipment maker missed investor expectations on both the top and bottom line. 
For the three month period, revenue came in at $5.97 billion, well below consensus forecasts of 
$6.41 billion. Deere also reported adjusted EPS of $1.31, slightly short of Wall Street estimates. 

“Deere has continued to experience strong increases in demand for its products as conditions in 
key markets show further improvement,” explained CEO Samuel R. Allen. “Sales gains for the 
quarter, however, were moderated by bottlenecks in the supply chain and logistical delays in 
shipping products to our dealers. In line with strengthening conditions, we have raised our sales 
and adjusted-earnings forecasts for 2018 and have confidence we will be able to fulfill the needs 
of our customers over the course of the year.” Deere’s equipment sales are projected to 
increase by about 29% for fiscal 2018 and net income is forecast to be about $2.1 billion, with 
the latter “including an unfavorable impact of tax reform estimated at $750 million, representing 
the net impact of the tax provision recorded at the enactment date of tax reform, partially offset 
by a lower effective tax rate over the remainder of the year.” Expected adjusted net income 
would thus be about $2.85 billion for the year. 

“Although net income for the quarter and full year are being affected by the upfront costs of U.S. 
tax reform legislation, we believe the changes will reduce the company’s overall tax rate and be 
beneficial in the future,” said Mr. Allen. “At the same time, Deere is in good position to capitalize 
on the strengthening conditions we see in the world’s agricultural and construction equipment 
markets. This underscores our success developing a more durable business model while 
making steady investments in new products, businesses, markets and technologies. As a result 
of these steps, Deere has become more profitable across the business cycle than in the past. 
We remain confident in the company’s present direction and believe Deere is on track to 
continue delivering significant value to customers and investors in the future.” 

We have continued to be pleased with Deere’s progress (the stock price is up more than 50% 
over the last 12 months) and believe the production bottlenecks will get worked out. We remain 
optimistic about the long-term potential of global agriculture in general, as the decline of global 
arable land and population growth should force farmers to be more productive and should 
continue to drive demand for more efficient farming. That said, while we think that Deere will 
benefit from continued global demand we will be paying close attention to further price 
movement and will not be hesitant to trim or sell our position if the valuation gets too stretched 
(or if an opportunity with a more appealing risk/reward profile presents itself). Our Target Price 
for DE has been boosted to $182. 

Shares of Shire PLC (SHPG – $134.06) bounced back more than 5% last week as equity 
markets around the globe recovered and the company turned it its Q4 and full-year 2017 



 

results. For the last quarter of 2017, the biopharma concern said it had expectation-beating 
adjusted EPS of $3.98 on revenue of $4.15 billion (versus forecasts of $3.95 billion). CEO 
Flemming Ornskov, M.D., M.P.H., explained, “Shire delivered 8% pro forma product sales 
growth to $14.4 billion in 2017, an increase of over $1 billion. Of particular note are the strong 
performance of our Immunology franchise and the significant contribution from recently 
launched products, as well as growth in international markets. We increased Non GAAP diluted 
earnings per ADS by 16%, realizing cost synergies ahead of plan.” 

Looking ahead, management announced that its initial forecast for full-year 2018 adjusted EPS 
is between $14.90 and $15.50. “2018 is a year of continued focus on commercial execution and 
targeted investment in our manufacturing infrastructure, new product launches, and pipeline to 
drive future growth. We expect to deliver mid-single digit product sales growth in 2018 after 
absorbing the anticipated impact of generics,” commented Dr. Ornskov. 

He concluded, “The mid-term outlook for growth is positive driven by our Immunology franchise, 
multiple near-term launches, and international markets. We are committed to achieving our 
projected revenue target of $17 – $18 billion in 2020. Based on current assumptions, we expect 
Non GAAP diluted earnings per ADS growth to be lower than top line growth in 2018, mainly 
due to costs incurred from the start-up of our new U.S. plasma manufacturing site, intensifying 
genericization, and lower royalties. With the already disclosed manufacturing and SG&A cost 
reduction initiatives, we are on track to achieve mid-forties Non GAAP EBITDA margin by 2020.” 

 

We continue to believe Shire shares are significantly undervalued following 2017 financial 
results and forward expectations. Overall, the firm’s integration of Baxalta is going well and has 
resulted in its immunology franchise continuing to expand at a double-digit rate as uptake of 
subcutaneous products remains strong, which would seem to be a positive offset to the 
challenges that are present in the hemophilia space. While investors didn’t seem to care for the 
company’s announcement last year that it might divest its neuroscience business, the company 
hasn’t made any final decisions and that probably won’t come until the second half of 2018. In 
the meantime, its ADHD franchises will see some potentially important product launches occur 
in Asia this year, which could boost the valuation of the business line. Additionally, the 
continued evolvement of Shire’s rare disease portfolio should create long-term opportunities. 



 

SHPG shares trade at less than 9 times NTM adjusted EPS expectations and our Target Price 
has been bumped up to $252. 

Shares of Biogen (BIIB – $291.87) fell almost 8% mid-week, and the stock is now off almost 
20% since the last week of January, as investors became increasingly worried about the biotech 
giant’s Alzheimer drug aducanumab after the company announced that it was expanding the 
amount of participants in its phase 3 study. 

The details: The study will enroll 510 additional patients as a result of a pre-planned blinded 
sample size re-estimation. Based on observed variability around the primary endpoint of CDR-
SB (Clinical Dementia Rating-Sum of Box) at 78 weeks for certain patients who have reached 
that milestone, Biogen decided to increase the number of patients by 255 in each trial to 
maintain 90% power. The size of enrollment (originally 2,700), number of clinical trial sites 
(330), and geographic diversity could be part of the reason why Biogen observed the variability 
that is has. Despite the addition of 510 patients, BIIB noted brisk enrollment rate and lower than 
expected dropout rate to date and expects complete enrollment this summer. From everything 
we read, we think that final data won’t come out until the second half of 2020. 

With investors selling shares over the participant expansion news, we do want to note that pre-
planned study sample size re-estimation to maintain desired power is standard practice that is 
endorsed by FDA. BIIB continues to be a favored large-cap biotech holding as its base business 
has been more stable, and we like the growth of its drug Spinraza and its pipeline potential 
upside (including aducanumab). The drop in price has BIIB shares currently trading at less than 
12 times NTM adjusted EPS estimates. Still, with an increased level of uncertainty in the 
pipeline, we have trimmed our Target Price to $446. 

Mining firm Yamana Gold (AUY – $3.12) reported a fiscal Q4 2017 loss of $0.20 per share (vs. 
an estimated gain of $0.03) that was due in large part to “non-cash impairment recognized on 
the re-measurement of Gualcamayo and related Argentinian exploration properties in 
association with their reclassification as assets held for sale.” Believe it or not, Bloomberg 
showed adjusted EPS of $0.06, actually beating expectations, which makes some sense, given 
that AUY had revenue of $479.0 million, versus the $472.0 million estimate. 

COO Daniel Racine said, “We continue the trend of strong performance in the fourth quarter of 
2017.We produced 259,000 ounces of gold, 1.2 million ounces of silver, and 34.7 million tons of 
copper. We were able to deliver fourth quarter production at the by-product all-in sustaining cost 
of $829 per ounces of gold and $11 per ounces of silver…Our full-year co-product cash costs 
and co-product all-in cash sustaining costs were in line with expectations for all metals. On a by-
product basis, full-year gold production was delivered at a cash cost of and all-in sustaining cost 
per ounces at $561 and $820 respectively.” 

Mr Racine continued, “Looking forward, we see increase in gold and silver production in 2018 
as Cerro Moro comes into production. We expect to produce 900,000 ounces of gold, 8.15 
million ounces of silver, and 128 million tons of copper. Overall, the approach and parameter 
used for budgeting are consistent with those used in 2017. As Peter highlighted, we also 
provide GEO guidance to help give us a better senses of the size of production platform. If we 
look on a gold equivalent basis, we are guiding approximately 1 million ounces for 2018.” 



 

 

To be sure, the market saw the proverbial glass as half-empty, given that the stock dropped 
10% on the earnings news, giving up all of its gains for the year, but we continue to be 
comfortable with this gold miner as a geographically diverse hedge for a small portion of our 
portfolios. Further, we think that AUY’s share price can sharply reverse its recent course, as has 
happened numerous times in the past when investors have gravitated to the precious yellow. 
Still, our Target Price for AUY has been reduced to $4.96. 

Allianz SE (AZSEY – $23.79) earned $0.46 per share in Q4 2017 (vs. $0.49 est.). The insurer 
proposed an increase in its dividend of 5% and reported that results were hampered by 
insurance claims from natural disasters. Traders on Wall Street collectively shrugged at the 
results, with the share price declining a half percent on Friday. 

CEO Oliver Baete said, “We are still battling declining interest rates in our investment portfolios 
that we had to deal with, probably the strongest NatCat year in our history as an industry and 
regulation. We have worked very hard to put our capital and our investors’ capital productive 
use, and the market has nicely rewarded us for that. Capitalization was 229%, very strong and 
we are therefore in the position to increase dividend per share. That is 5% up and in line with 
what we’ve been telling you since November of 2015, that we want to grow earnings and 
dividends per share by 5% on a CAGR basis. And I think, again, a few people didn’t have on 
their mind that we’re sticking to our 50% payout ratio. But given the fact that by the AGM, we will 
have bought enough shares to go to 8% and still stick to the 50% payout ratio.” 

Allianz said that it expects operating profit for 2018 to be 10.6 billion to 11.6 billion euros with 
adjusted EPS of 16.90 euros (or $2.17 per U.S.-traded AZSEY share). Certainly, management 
is still treading carefully given recent natural disasters and a need to keep a strong balance 
sheet, remaining more cautious than optimistic for at least the beginning part of 2018. Liking the 
desire to under-promise and over-deliver, we think the high quality shares are very inexpensive, 
trading for less than 11 times estimated earnings and with a net current (before the proposed 
hike) yield near 2.6%. Our Target Price for AZSEY has been lifted to $29.  
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