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Market Review 

So far, not so good for September, as stocks struggled over the first four trading days of the 

statistically scariest month of the year,… 

 

…with the S&P 500 and Russell 3000 indexes pulling back 0.98% and 1.06%, respectively. The 

Value indexes managed to outperform Growth, with the Russell 3000 Value index losing only 

0.54%, compared to a 1.58% drop for the Russell 3000 Growth index, though it didn’t help our 

portfolios and their eclectic mix of undervalued holdings that include technology names, 

multinational companies and foreign domiciled equities. 

Those stocks and many others were hurt by renewed concerns on the trade front, with President 

Trump stating on Friday, “I hate to do this, but behind that there is another $267 billion ready to 

go on short notice if I want,” as he reminded the world that the previously threatened $200 

billion of tariffs on Chinese goods could shortly go into effect. Throw in more drama in the 



White House after the anonymous Op-Ed in The New York Times earlier in the week and we 

suppose it shouldn’t be a surprise that the equities took a breather, even as we can’t forget that 

the major stock market averages are still showing significant gains since the Trump Election. 

 

Certainly, the downturn could continue as a decline of 1% or so is extremely mild compared to 

the kind of volatility that is endured every year,… 



 

…but we continue to think that the outlook for corporate profit growth is very favorable,… 

 



…while the latest economic numbers, including data on the near-record strength of the factory 

sector,… 

 

…the improvement in the service sector,… 



 

…and the robustness of the jobs market,… 

 



…suggest that the U.S. economy is quite healthy. To be sure, some are worried that the 

economic stats are too good and that a recession must be looming in 2019, but such is not the 

projection of the Federal Reserve, which last we heard was looking for 2.4% GDP growth next 

year. 

 

And, even if the economy did somehow show modestly negative real GDP growth in 2019, it is 

hard to envision a scenario (anything is possible, of course) where Corporate America would see 

its earnings contract, given that present forecasts for the S&P 500 call for EPS to soar from 

$124.51 last year to $157.76 this year and to $177.00 next year. 



 

And with valuations remaining very reasonable for our portfolios,… 

 



…we see no reason to alter our long-term enthusiasm, even as we always remain braced for 

short-term volatility. 

Stock Updates  

And speaking of short-term volatility, Chris Quigley and Jason Clark take a look at 

developments at several of our recommendations… 

As long-term owners of businesses, it is always fascinating to watch the short-term gyrations of 

stock prices as traders can add or shave millions or even billions of dollars to/from market 

capitalizations seemingly on a whim…or an analyst upgrade or downgrade. 

Case in point, shares of Tsakos Energy Navigation (TNP – $3.55) jumped almost 8% on 

Friday, following a positive analyst comment that came after the marine shipping concern 

reported less-than-stellar Q2 financial results. Tsakos said its fleet earned $124 million in gross 

revenues and $4.2 million in operating income. Excluding a marginal loss of $0.4 million from 

the sale of the VLCC Millennium, TNP incurred an uninspiring net loss of $9.2 million, which 

was actually a 23% improvement from the first quarter of 2018. 

Adjusted EBITDA did total $35.5 million and the loss could have been much worse if the 

company was more exposed to the spot tanker market. Further, fleet utilization increased to 

96.2%, with two vessels undergoing dry-docking. Also, almost 80% of the fleet was employed 

on secured revenue contracts, with a third containing profit sharing provisions, which led the 

company’s fleet earnings to outperform the spot market by more than 100%. 

As difficulties in the tanker market continue, the company’s management team released the 

following commentary, “TNP’s industrial approach on vessel employment, and strategic asset 

dispositions ensures that the company maintains a solid balance sheet regardless of market 

conditions. Today with 80% of fleet available days and 62% and 44% for 2019 and 2020 

respectively under secured revenue contracts, cash flow generation and visibility remain 

strong. So far this year, and in line with management’s efforts in maintaining a solid cash base, 

23 vessels have new or extended long term business, including the two units purposely built for a 

major oil end-user. As a result, TNP’s minimum contracted revenue now stands at $1.2 billion 

with an average employment of 2.5 years. The divestment in the second quarter of the 1998-built 

VLCC Millennium which released $7.4 million of free cash after the repayment of $10.2 million 

of related debt is an added example of management’s actions to efficiently recycle the 

company’s vessels. In addition, since the beginning of this year, TNP has raised $4.6 million 

through the at-the-market sale of common shares, mostly from treasury stock.” 

COO George Saroglou added, “TNP is determined to ensure maximum protection against the 

downside in one of the weakest periods for the tanker industry in recent memory. Our industrial 

model of keeping most of the fleet on long-term contracts safeguards revenue flows, avoiding the 

severe punishment inflicted by the spot market.” 



 

Perhaps the outlook is what inspired the analyst to maintain his enthusiasm for the stock. 

“Looking ahead, we are confident for the future and await for the critical fundamentals that may 

lead to a recovery to become more apparent by the end of the year. These fundamentals include a 

more balanced global fleet following a high level of scrapping, a slow-down in the pace of 

deliveries, increasing tanker demand arising from global growth, new refineries and adequate 

supply by increased U.S. and OPEC oil exports. In addition, the anticipated IMO 2020 

disruptions will result to a healthier supply and demand equilibrium. TNP’s diversified fleet with 

a growing presence in shuttle tankers and LNG carriers, will increase its revenues and maximize 

cashflow and profitability for the benefit of shareholders,” Mr. Saroglou concluded. 

No doubt, TNP has been a disappointment for the last few years, and we have had numerous 

internal debates about its place in our portfolios. That said, overall, we desire the exposure and 

we feel that TNP is set up with its contract structure to navigate through the continued difficult 

tanker market, and not only survive, but thrive as things improve in the future. TNP shares 

change hands at 0.6 times estimated sales, 26% of book value per share and 1.8 times estimated 

cash flow, the three ratios well below the historical norms. 

With a relatively young fleet, a more subdued industry-wide order book going forward and 

relatively consistent growth in global oil demand likely for the foreseeable future, we continue to 

think this micro-cap name fits in well with the much more well-known integrated oil companies 

and oil-service names that account for the lion’s share of our Energy Sector exposure. 

Nevertheless, our Target Price for TNP has been lowered to $5.80. 

While an analyst gaveth on Tsakos, an analyst tooketh away on recent first-time recommendation 

Micron Tech (MU - $44.86), shares of which dropped nearly 10% after one of Wall Street’s 



finest whacked his target price from $100 to $75. The cut was based on the view that the 

memory maker's present valuation is expensive, gross margin may be nearing a peak, DRAM 

pricing is soft and the NAND market may have significant oversupply. Despite the price 

objective cut, we found it curious that the analyst kept Micron’s Outperform rating…which is the 

equivalent of a “Buy!” Makes sense, we suppose, given how much appreciation would have to 

take place to move from the current sub-$45 price to $75. 

It’s unlikely to surprise our readers that we think that MU’s valuation is far from expensive. 

Analysts expect the company to earn $11.64 in fiscal 2019 (ends Aug 2019), translating to a 

forward P/E ratio less than four. True, earnings are likely to contract in fiscal 2020, but the 

current estimate of $10.32 per share is hardly awful. And, even analysts that cover MU have a 

12-month target price (we are always looking out 3-to-5 years in our Target Prices) of $79.47. 

As far as the other “revelations” in the analyst report, we think they should not have come as any 

shock. The storage manufacturing industry always has headwinds in some form or another, and 

we think that MU is in a solid position for the future on both demand and supply fronts. CFO 

David Zinsner said at a Citi conference on September 6, “We're hoping to be more of a product 

company than we've ever been. CEO Sanjay Mehrotra has put us on the path of being more 

focused on high value solutions. And so, that's a different animal than perhaps the old Micron is 

used to dealing with.” 

Of course, as long-term holders of Micron, we might want to write a note of thanks to the analyst 

as the company will be able to buy back a whole lot more stock at the current (we think 

temporary) lower price as part of its $10 billion share repurchase authorization (we hope that 

management was quickly buying after the plunge). Our Target Price for MU is $98. 

To be sure, the Micron downgrade had some company in helping send the entire semiconductor 

sector south late last week. Capital equipment maker Lam Research (LRCX - $159.58) skidded 

more than 7% when rival KLA-Tencor at the same Citi conference said, “We see September still 

as a trough; we think the December quarter is up sequentially. It feels like it will be up a little 

less than what we thought and we had indicated the second half of the company versus the first 

half from a shipment perspective, now this is shipment. But from a shipment perspective it 

would be flat to up low-single digits, and I think right now given what I see today, it's probably 

flat to down a few single digits or so. So, some adjustments still mostly around DRAM, and we 

think that business shifts into next year. So, on the margin, modestly weaker, I think trajectory 

wise in the way we had laid it out in terms of September, but also growth into December still 

pretty intact.” 

No doubt. Lam’s business is a cyclical one, but we think that the company is well-positioned for 

the future. The Street would seem to agree, as EPS forecasts for fiscal 2019 (ends Jun 2019) 

stand at $15.88, fiscal 2020 at $18.56 and fiscal 2021 at $21.51. Meanwhile, LRCX trades for 

just 10 times trailing earnings and has a recently increased dividend yield of 2.8%, plus a $2 

billion stock repurchase authorization. Our Target Price is presently $247. 

While the boost didn’t last, semiconductor stocks were helped Friday morning (though many 

gave up gains by the end of the day) by bullish comments from Broadcom. The chip maker’s 



CEO Hock Tan said, “More than half, our consolidated revenue, you may note is benefiting from 

strong cloud and enterprise data center spending. This coupled with the seasonal uptick in 

wireless will drive our forecast revenue in the fourth quarter to be $5.4 billion, an increase of 

11% from a year go. In the meantime, our margins continue to expand due to our focus on 

technology leadership and high performance products. This is all driving exceptional cash flows, 

which provides us great flexibility in our capital allocation model of returning cash to 

shareholders through dividends and share repurchases, while enabling us to pursue strategic 

acquisitions to expand our earnings capacity going forward.” 

Our view is that cloud and enterprise spending will continue to drive long-term demand in the 

Information Technology sector. 

Semiconductor firm Marvell Technology Group (MRVL - $19.45) posted earnings per share of 

$0.28, versus the $0.34 estimate, in fiscal Q2 2019. MRVL had total revenue of $665.0 million, 

versus the $616.0 million estimate. Although shares whipsawed in after-hours trading on 

Thursday and early Friday, they finished nearly flat in Friday’s trading. 

CEO Matt Murphy said, “Marvell's standalone revenue [excluding Cavium] for the second 

quarter came in above the midpoint of our guidance at $624 million, up 3% from a year ago, 

driven by strong growth in networking and continued growth in our storage business. We 

continue to improve our non-GAAP gross margin, reaching a record high of 63.5%. This reflects 

continued progress in improving operational efficiency as well as capturing more value from our 

world-class engineering effort. Looking ahead, we will continue to focus on expanding our gross 

margin as we integrate Cavium.” 

Mr. Murphy continued, “We continue to offset secular declines in client HDD through two 

efforts. First, we are growing our position in the nearline segment of the HDD market which is 

fueled by continued demand for data storage in the cloud. Second, we continue to increase 

Marvell's footprint in the SSD market, where we are also expanding our reach into the enterprise 

and data center segment. We believe that both of these efforts will continue to generate revenue 

tailwinds over the next few years. As we look forward, we see significant data growth continuing 

at cloud and data center customers, for which they need more efficient storage management that 

we are addressing with our new innovative solutions. For example, I'm proud to share that at last 

month's Flash Memory Summit, we announced three new storage architecture solutions based on 

emerging NVMe over Fabric interfaces, and include both Cavium developed products for servers 

and Marvell developed products for SSD devices.” 

CFO Jean Hu added, “Let me now move on to our current outlook for the third quarter of fiscal 

2019, which include a full quarter of Cavium contribution. We expect our total revenue to be in 

the range of $825 million to $865 million. At middle point of this outlook, we expect 

approximately $210 million of revenue contribution from ongoing Cavium businesses. Our 

expected GAAP gross margin will be in the range of 44% to 45% and non-GAAP gross margin 

will be in the range of 64% to 65%. We expect our GAAP tax rate to be 4% in the rest of fiscal 

2019. We anticipate GAAP loss per diluted share in the range of $0.04 to $0.08 and adjusted 

income per diluted share in the range of $0.30 to $0.34.” 



Though MRVL took a hit to its balance sheet by acquiring Cavium, we are pleased with the 

outlook (the projected GAAP loss is due to the acquisition) and think that the additional 

diversification is worthwhile. With the Cavium synergies and Marvell firing on all cylinders, we 

are glad we kept the faith as the company worked through its accounting challenges. Our Target 

Price remains $28. 

ING Groep (ING - $12.85) added to this year’s losses (the stock is now off more than 26% on a 

total return basis) after the Dutch financial giant was caught up in a money laundering scandal 

with Danske Bank. Dutch Finance Minister Wopke Hoekstra called the case “extremely serious” 

and ING’s $900 million (775 million euro) fine to settle is appropriately large according to 

investigators. According to the report, ING failed to prevent financial crime between 2010 and 

2016 by allowing customers to misuse accounts of ING Netherlands. 

Via a press release, ING said, “As part of the settlement announced today, ING has agreed to pay 

a fine of €675 million and €100 million for disgorgement. In determining the amount of the fine, 

the DPPS (Dutch Public Prosecution Service) has taken into account the financial strength of 

ING ('ability to pay'). Next to that, the amount reflects the seriousness, extent and duration of the 

identified shortcomings but also expresses the fact that it was not possible to determine to which 

extent and for what amounts bank accounts at ING Netherlands were actually misused. The 

disgorgement amount represents the underspend by ING Netherlands over the period in scope on 

staffing for implementation and execution of FEC CDD policies and procedures. These amounts 

will have a combined impact on ING Group's third quarter 2018 net result of €775 million, to be 

recorded as a special item. The settlement announced today does not affect the strength of ING, 

the execution of our strategy nor our commitment to our customers, shareholders and other 

stakeholders.” 

Obviously, we were disappointed to see the money laundering news, especially considering that 

ING is already having a hard time with its IT systems (according to Dutch newspaper Het 

Financieele Dagblad). Despite the challenges, ING noted that the U.S. market is three times as 

large as the European market and offers the bank significant opportunity. Along with the U.S. 

and Europe, we think the firm has ample opportunity to move its offerings into higher growth 

neighboring markets and like that ING has solid capital levels, including a Basel Tier 1 ratio of 

14.7%. Shares currently offer a 4.5% net dividend yield, ING now trades for 8.4 times estimated 

earnings and near tangible book value. Our Target Price has been trimmed to $19, but we note 

that more than a few of the world’s financial titans have managed to overcome fines, penalties 

and other regulatory difficulties. 

Shares of our “blue-chip” oil service holdings Haliburton (HAL - $36.80) and Schlumberger 

(SLB - $59.70) endured a tough week after both, which were taking part in the Barclays CEO 

Energy-Power Conference in New York, reiterated concerns about how quickly activity has 

slowed in Americas busiest oil patch. Of course, the comments should not have been a big 

surprise as our Halliburton commentary in the latest edition of The Prudent Speculator included, 

“…a Q3 forecast well below consensus estimates took its toll. However, the lowered guidance is 

mostly due to shale activity slowing in the U.S. during the back part of the year as the Permian 

Basin pipeline takeaway faces short-term constraints. Given this was well known, we see the 

selloff as overdone and we still think that long-term exposure to the energy industry will prove 



quite profitable, especially when shares of a best-of-breed company like HAL can be purchased 

at a steep discount.” 

On Wednesday, Halliburton said it is seeing weakness in the service prices it charges oil 

explorers in several U.S. basins. Due to the slowdown in the Permian Basin in West Texas and 

New Mexico, coupled with slower-than-expected growth in the Middle East, the company said 

Q3 earnings will be hurt by $0.08 to $0.10 a share. “We said there would be a decrease in 

customer urgency that may result in more white space in our calendar,” HAL CEO Jeff Miller 

added. 

On Tuesday, Schlumberger CEO Paal Kibsgaard told investors that the growth potential of the 

Permian could be lower than previously expected, as infill drilling continues despite softer 

fracking activity. 

The Permian basin has been a "liquid goldmine,” and the high level of supply and activity has 

served as a growth engine for the U.S. in the world oil markets and has allowed oil service 

companies to move through the rough years recently endured and into an environment of strong 

pricing as the global economy and energy demand strengthened. That said, rigs came online 

faster and productivity was seemingly stronger than most were expecting and the pipelines to get 

the product out of the basin are maxed out. That doesn’t get fixed overnight, however, we 

wouldn’t be surprised to see an uptick in activity at other major U.S. oil basins like Eagle Ford 

and the Bakken to offset the near-term limitations for upside at the Permian. 

On a positive note, we were pleased to see an insider at both HAL and SLB make a meaningful 

open market purchase this summer of their company’s stock. We believe they must have the 

long-term optimism for the space that we continue to have, though we understand that a measure 

of patience will be a key ingredient in the recipe for investing success. 

The energy space is often a turbulent place to invest, but we still believe in long-term energy 

demand growth with the global population expected to expand to 9 billion and economic output 

more than doubling by 2040. Given the tough environment energy firms endured from summer 

2014 through summer 2017, when oil prices began to rebound, we think the industry will 

continue to operate somewhat leanly and companies will focus on streamlining operations and 

keeping costs in check. As such, with rising demand over the long-term, increasing profits and 

solid free cash flow should be more than attainable. All things considered, especially the near-

term headwinds, our Target Prices for HAL and SLB now stand at $61 and $100, respectively. 

 


