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Market Review 

Somehow, your Editor’s voice managed to survive his three-hour Value Investing 
101a and 101b paid workshop at the MoneyShow Las Vegas last week and it was 
nice to see many familiar faces as well as to converse with existing and new 
subscribers. Of course, while my main standing-room-only Value of Dividends talk 
was well attended,… 

 



 

…I was actually surprised that more folks were not interested in the investment 
philosophy and stock picks from the nation’s top-performing long-term 
publication. 

‘Twas ever thus, as our founder Al Frank would say as the MoneyShows attract a 
diverse crowd with many folks looking to strike it rich via the latest cannabis 
investment or with a foolproof trading system. And, on that latter subject, I 
actually had a query after my talk about a fellow who evidently claimed never to 
have had a losing trade, which naturally begged the question of why he was 
pounding the pavement in Sin City. And, for only $99.95, he’ll share his incredible 
trading tips with anyone! 

To be sure, one must be careful to throw stones when he dwells in a glass house, 
but we do find it fascinating that The Prudent Speculator has generated the best 
long-term returns of any newsletter tracked by The Hulbert Financial Digest, yet 
37% or so of our recommendations have not proven to be profitable on a capital 
appreciation basis. Yes, when dividends are included, our “success” rate improves 
mightily, but the key to our returns has been that the winners win more than the 
losers lose…and not that every pick is a winner. 

 

Also, it is important to note that there really are no short-cuts on the road to 
achieving long-term investment success. As Warren Buffett states, “No matter 



 

how great the talent or effort, some things just take time. You can’t produce a 
baby in one month by getting nine women pregnant.” Sadly, it is often too 
difficult for investors to wait nine months, much less the five or more years that 
has been our average holding period, with many seemingly forgetting about the 
Miracle of Compounding,… 
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…not to mention the timeless advice of Al Frank: “We think of ourselves as partners 
in great corporations, growing in wealth as they prevail, rather than traders of 
pieces of paper.” 

Indeed, thinking about the stocks we hold and recommend as ownership, albeit 
very small, in actual businesses allows us to look at recent news on the economy 
with an optimistic lens, even as the yield on the 10-Year Treasury broke through 
the supposedly scary 3% level last week (our portfolios actually gained ground 
over the five trading days),… 



 

 

…thanks in large part to upbeat data on the strength of the U.S. economy,… 



 

 

…even as other statistics suggested that business conditions are hardly 
overheating. 



 

 

Of course, a healthier economy, along with the benefits of the Tax Cuts and Jobs 
Act, has added to the enthusiasm in executive suites across Corporate America, 
with management teams stepping up efforts to share the wealth with their 
stockholders,… 



 

 

…which merely adds to our faith in the long-term prospects of our broadly 
diversified portfolios of undervalued stocks. And, with investor sentiment far from 
optimistic, interest rates still very low by historical standards, corporate profits 
poised to enjoy significant growth this year and next, dividend payouts rising, the 
global economies showing modest to moderate growth and equity valuations far 
more reasonable after this year’s churning, we see plenty of reasons to remain 
positive on the U.S. and global equity markets. 

And, we did put together a special report of stocks for the MoneyShow Las Vegas, 
with each of the names that made the 30-member list having a dividend yield of 
at least 2%… 



 

 

…and a share price that was in the red for the year on the day they were selected. 



 

 

Stock Updates  

We have posted to theprudentspeculator.com updated Target Prices for all of our 
recommendations and Jason Clark and Chris Quigley provide updates on 6 of our 
holdings that were in the news last week… 

The shares having gained an additional 27% since our partial sale a month ago to 
soar past our most recent $70 Target Price, the Investment Team has had plenty 
to think about in regard to our remaining HollyFrontier (HFC – $72.96) position. 
After much internal debate, we have opted to continue to try to ride the refining 
momentum wave a little longer, as wide crack spreads, rising crude prices and 
management optimism have all been working in HFC’s favor. 



 

 

CFO Tom Creery said on the May 2 analyst call, “First quarter consolidated gross 
margin was $12.83 produced barrels sold. This was a 70% increase over the $7.54 
recorded in the first quarter of 2017. This increase was driven by improved laid in 
crude cost in the Mid-Con and Rocky regions and the small refinery exemptions 
at our Cheyenne Refinery. With widening Permian differentials and consistent 
discounts for WCS and black wax crude oils, we anticipate continued margins 
across our refining system in the second quarter.” 

We have boosted our Target Price yet again to $75 as analysts have been 
ratcheting up their earnings estimates, while the stock now trades for 13.4 times 
estimated earnings per share and just 0.8 times sales. In addition, the dividend 
yield is a healthy 1.8%. The company has a sizable amount of long-term debt ($2.4 
billion) at last count, but we like that HFC has a decent balance sheet and has 
kept operating costs under control. With continued opportunity for improved 
industry fundamentals and company execution, analysts project Holly to deliver 
adjusted earnings per share of $4.82 and $5.37 in 2018 and 2019, respectively, up 
from $2.32 last year. That said, we are contemplating another partial sale if the 
stock-price momentum starts to wane as $70 seemed like a very good price at 
which to take some more dollars off the table, so at a near-$73 quotation, we are 
playing with even more house money. 



 

Shares of Symantec (SYMC – $22.19) gained 14% last week, recovering some of the 
ground lost after the stock plunged on May 11, even as management’s update call 
with investors on Monday touched only briefly on the mysterious internal 
investigation that contributed mightily to the 33% plunge in the stock on that 
fateful Friday. Interestingly, the press release and call seemed to allay some 
investor fears (as was evidenced by the share price gain), though we found the 
prepared statements to say so much, yet nothing at all. 

 

Via press release, SYMC offered the following statement, “The Audit Committee of 
the Board of Directors has commenced an internal investigation in connection 
with concerns raised by a former employee regarding the Company’s public 
disclosures including commentary on historical financial results, its reporting of 
certain Non-GAAP measures including those that could impact executive 
compensation programs, certain forward-looking statements, stock trading plans 
and retaliation. The Audit Committee has retained independent counsel and 
other advisors to assist it in its investigation. The Company has voluntarily 
contacted the Securities and Exchange Commission to advise it that an internal 
investigation is underway, and the Audit Committee intends to provide additional 
information to the SEC as the investigation proceeds. The investigation is in its 
early stages and the Company cannot predict the duration or outcome of the 



 

investigation. The Company’s financial results and guidance may be subject to 
change based on the outcome of the Audit Committee investigation. It is unlikely 
that the investigation will be completed in time for the Company to file its annual 
report on Form 10-K for the fiscal year ended March 30, 2018 in a timely manner. 
At this time, the Company does not anticipate a material adverse impact on its 
historical financial statements.” 

As was the case when the news initially came out, there still isn’t much we can 
say about the internal audit, as like everyone else, we are not privy to any 
information, aside from the fact that the Board’s audit committee is looking into 
“concerns raised by a former employee.” The statement says that the Board has 
retained outside counsel to advise it and alerted the U.S. Securities and Exchange 
Commission, but we knew all of that last week too. While we are happy that 
shares recovered from a seemingly emotional plunge, we think the best course at 
this point is to continue to be patient and use caution not to overreact to 
situations like this that lack detail and data. 

No doubt, Symantec is under our microscope, and we won’t hesitate to part with 
the shares if our thesis changes, but at this point we remain long-term fans of the 
businesses in which the company operates. We continue to like the additional 
emphasis on enterprise security and we suspect that cyber-crime and cyber-
terrorism will, unfortunately, remain big problems that will constantly remind 
both enterprise customers and consumers why it’s important to have SYMC’s 
cyber protection. Of course, given that we focus heavily on the financials 
associated with our companies, we are not yet willing to average down on our 
position until we gain a greater understanding of the accounting issues and until 
we can again trust the numbers. Our Target Price remains $29. 

Shares of Deere & Co. (DE – $155.25) jumped 8.5% on Friday after the industrial 
concern posted fiscal Q2 financial results. On the surface, the price jump might 
have been surprising to some as Deere reported revenue that was essentially in-
line with consensus analyst expectations ($9.7 billion), but adjusted EPS of $3.14 
fell short of forecasts looking for $3.31. The quarter was negatively impacted by 
continued production bottlenecks and higher production costs. “John Deere 
reported another quarter of strong performance helped by a broad-based 
improvement in market conditions throughout the world and a favorable 
customer response to our lineup of innovative products,” said CEO Samuel R. 
Allen. “Farm machinery sales in both North and South America are making solid 
gains and construction equipment sales are continuing to move sharply higher. 
During the quarter, Deere made significant progress working with its suppliers to 
ramp up production and ensure that products reach customers in a timely 
manner. At the same time, we are experiencing higher raw-material and freight 
costs, which are being addressed through a continued focus on structural cost 
reduction and future pricing actions.” 

We think that the positive market reaction to the results was due to the fact that 
many investors believed that Q2 was going to be messy and that the full-year 



 

fiscal 2018 outlook might be softer. Company equipment sales are now projected 
to increase by about 30% for fiscal 2018, up from prior guidance of 26% growth, 
and by about 35% for fiscal Q3 compared with the same period of 2017. The 
increased forecast was on the back of stronger expectations in Construction and 
Forestry, and a slight uptick in Ag and Turf. Additionally, we note that Deere did 
not change its industry outlook by region which was seemingly reassuring 
following some softer-than-expected industry tractor data. Included in the 
forecast is a positive foreign-currency translation effect of about 1% for the year 
and third quarter. Net sales and revenues are expected to increase by about 26% 
for fiscal 2018 with net income attributable to Deere & Company forecast to be 
about $2.3 billion. 

Mr. Allen added, “We are encouraged by strengthening demand for our products 
and believe Deere is well-positioned to capitalize on further growth in the world’s 
agricultural and construction equipment markets. This illustrates our success 
developing a more durable business model as well as the impact of investments 
in new products and businesses. We reaffirm our confidence in the company’s 
present direction and our belief that Deere remains on track to deliver significant 
long-term value to customers and investors.” 

We have continued to be pleased with Deere’s progress 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 input costs, trade conflict impact and regional demand 
movement. Nevertheless, our Target Price for DE has been hiked to $185. 

Shares of Walmart (WMT – $83.64) ended the week relatively flat after dropping 
the week prior following the announcement that the discount superstore chain 
was taking a 77% stake in Flipkart Group, an e-commerce heavyweight in India 
(we wrote about this in the 5.14.18 MC). This past week, WMT announced its fiscal 
Q1 2019 financial results that included a top- and bottom-line that exceeded 
investor expectations. Revenue for the period was $122.7 billion, versus forecasts 
of $120.4 billion. Adjusted EPS for the quarter came in at $1.14, versus consensus 
estimates of $1.12. Online sales growth jumped back to 33%, after falling to “only” 
23% last quarter. 

Walmart’s U.S. same store comparative sales increased 2.1%, and comp traffic 
increased 0.8%, which management said was impacted by inclement weather. 
Net sales at Walmart International were $30.3 billion, an increase of 11.7%. 
Excluding currency, net sales were $28.3 billion, an increase of 4.5%. Eight of 
eleven markets posted positive comp sales, including WMT’s four largest markets. 

“We delivered a solid first quarter, and we’re encouraged by the continued 
momentum across the business. We’re transforming to better serve customers. 



 

We are changing from within to be faster and more digital, while shaping our 
portfolio of businesses for the future. Our strong cash flow and balance sheet 
provide flexibility to do so. I want to thank our associates and our leadership team 
for the choices they’re making, their strong sense of urgency and the actions 
they’re taking. Our people make the difference, and I’m proud to work with 
them,” said CEO Doug McMillon. 

While we know that WMT’s competitive landscape will only get more intense 
versus rivals Amazon, Target and numerous others, we think that the steps the 
company has taken over the last few years to transform itself has it on the right 
track for long-term success. As we said last week, while the price paid for Flipkart 
seems on the hefty side now, the potential of the market in India may have us 
viewing the purchase as a value in the not-so-distant future. We continue to like 
that WMT generates strong free cash flow and remains committed to returning 
capital to shareholders via buybacks and dividends (the stock yields 2.5%). While 
the forward P/E ratio is still above 17 (as NTM EPS forecasts were negatively 
impacted by the Flipkart investment), we believe that this is very reasonable 
given the money the firm has been putting into its operations. All things 
considered, our Target Price remains as we set it last week at $108. 

Communications equipment firm Cisco Systems (CSCO – $43.21) reported 
earnings per share of $0.66, versus the $0.65 estimate in fiscal Q3 2018. CSCO had 
sales of $12.46 billion (vs. $12.44 billion est.). Cisco’s share price fell 4%, as the 
company’s results were somehow disappointing in the eyes of many analysts, 
though management was upbeat. CEO Chuck Robbins said, “We are executing 
well against the strategy we put in place three years ago. Our innovation pipeline 
has never been stronger, and we continue to transform our business to reflect the 
way customers want to consume our technology. We delivered another quarter of 
accelerating revenue growth of 4%, solid margins, and record non-GAAP EPS up 
10%. Our performance was driven by the acceleration of our intent-based 
networking portfolio, continuing strong customer demand for our innovative 
solutions, and the increasing value of the network. We also made steady progress 
in shifting more of our business towards software and subscriptions. This resulted 
in broad-based strength across our products and geographies.” 

Mr. Robbins added, “We have solid business momentum. We are confident in our 
pipeline of innovation and future growth opportunities, and our commitment to 
driving value for our shareholders remains as strong as ever. This is clearly 
demonstrated by the fact that we delivered record capital returns this quarter. As 
part of our commitment to shareholders, we are also very focused on our 
responsibility as a company to drive impact within our communities through 
innovation and active engagement. It is not only the right thing to do, but a key 
requirement for long-term business success. We are deeply committed to our 
longstanding efforts around sustainability, education, and disaster relief, as well 
as other key issues such as hunger and homelessness. I could not be prouder of 
our achievements or more excited about the impact we will have going forward.” 



 

CFO Kelly Kramer said, “We repatriated $67 billion of our offshore funds to the U.S. 
and ended Q3 with total cash, cash equivalents, and investments of $54.4 billion, 
with $47.5 billion available in the U.S. For Q4, we expect revenue growth to be in 
the range of 4% to 6% 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 $0.68 to $0.70.” Analysts had expected an average Q4 EPS of $0.69, with a 
range of $0.66 to $0.72. 

 

Cisco repurchased $6 billion of shares and paid $1.6 billion out via dividends to 
shareholders in Q3. 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 15.5 and a 3.1% dividend yield. Our 
Target Price has been increased to $51. 



 

Allianz SE (AZSEY – $22.48) earned $0.54 per share in Q1 2018 (vs. $0.49 est.). The 
insurer reported a 6% decrease in operating profit (€160 million), which was a 
result of currency adjustments and an accounting ‘one-off’ (according to 
management). AZSEY also saw 7% growth in net income due to lower 
restructuring expenses than last year and a lower tax rate in the U.S. (24% in 2018 
vs. 29% in 2017). 

CEO Oliver Baete said, “We had a strong quarter and start into the year with good 
revenue growth. The [quarter’s] development was in general pretty solid, and 
clearly, there is still some work we need to do, but we feel that we are on track to 
get to our objectives for 2018.” 

Allianz continues to expect operating profit for 2018 to be €10.6 billion to €11.6 
billion with adjusted EPS of €16.90 (or $2.17 per U.S.-traded AZSEY share). Happily, 
the expected tax rate for 2018 has dropped to a range of 26% to 28%, depending 
on the geography of income. 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 dividend yield near 3.1%. Our Target Price for AZSEY has been lifted to 
$30. 
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