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Market Review 

A little more housekeeping before this week’s missive. As discussed on our Sales Alert on 

Friday, February 7, we sold a portion of our Microsoft (MSFT – $185.35) stake for our 

newsletter portfolios on Tuesday, February 10. Those sales included 220 shares of the software 

giant for TPS Portfolio and 38 MSFT shares for Buckingham Portfolio, both at $188.36. We will 

use that same $188.36 price for the sale of 68 and 135 Microsoft shares respectively sold in our 

hypothetical Millennium Portfolio and PruFolio. 

As the holding was not large enough in any of the four newsletter portfolios, we made no sales 

on February 14 of Eaton Corp (ETN – $103.55), but it was a bit of a conundrum in regard to 

potential partial sales of railroad operator Norfolk Southern (NSC – $209.35) in the newsletter 

portfolios that same day, in that the we did not see a need to pare positions in our TPS Portfolio 

model account strategy where the weighting was in the 1.7% range. However, in Al Frank’s TPS 

Portfolio account, substantial amounts of cash have been withdrawn over the years, so much so 

that the NSC position had grown to around a 2.1% weight of the overall portfolio. As such, we 

let go of 70 Norfolk shares at $209.76, which took the position size down to around 1.7%. The 

weight in PruFolio was around 1.6%, so we made no sale there, but we took a full 1.0% off the 

table in Millennium Portfolio, also at $209.76. That Millennium trade amounted to 73 shares. 

We are also in the process of posting updated Target Prices for all of our formerly recommended 

but not yet closed out stocks to our website, theprudentspeculator.com. 

Considering that news on the novel coronavirus, now named COVID-19, did not exactly get any 

better last week,… 

http://theprudentspeculator.com/


 

…one has to be impressed with how well the equity markets have been holding up, even as we 

know that the average member of the Russell 3000 index is down a very small 0.03% so far in 

2020 on a total return basis. Indeed, it is a market of stocks and not simply a stock market, as 

more than a few names have been impacted by COVID-19 and other factors. 



 

Still, given the big gains in 2019, not to mention the fact that investors have not only had to deal 

this year with the coronavirus, but also the Impeachment drama and a potential major escalation 

of hostilities in the Middle East, we again see that stocks often climb a Wall of Worry and that 

the secret to success in equities is to not get scared out of them. 



 

That does not mean that there won’t soon be a sizable pullback as volatility is very much 

normal,… 



 

…with 5% dips happening more than twice a year and 10% declines occurring every 0.9 years 

on average,… 



 

…but is interesting to note what transpired back in 2003 after the SARS coronavirus became 

front-page news. 



 

Of course, we might argue that investors have become a bit too optimistic about the near-term,… 



 

…given that there will undoubtedly be a hit to the global economy from COVID-19, even as 

Federal Reserve Chair Jerome H. Powell told Congress last week, “We find the U.S. economy in 

a very good place, performing well. We see signs of global growth bottoming out.” Of course, he 

was quick to add, “We’ll be watching this [coronavirus] carefully. The question for us really is 

what will be the effects on the U.S. economy? Will they be persistent? Will they be material? 

That’s really the question…There’s no way to be confident about anyone’s assessment, and there 

are a range of assessments.” 

Mr. Powell also stated, “Of course, policy is not on a preset course. If developments emerge that 

cause a material reassessment of our outlook, we would respond accordingly,” and he noted, “I 

think you can expect the Chinese government to do lots of things to support economic activity, 

and they’ve said that…they’re open to cushioning the economic effects.” 

We do not know what the next few weeks or even months will bring, but we have seen another 

dip in interest rates, which we think adds to the long-term appeal of equities in general,… 



 

…and our broadly diversified portfolios of what we believe to be undervalued stocks in 

particular. 



 

All that said, we are OK maintaining a little dry powder in our portfolios for new opportunities 

that will likely arise as we like the Warren Buffett quotation, “Uncertainty is the friend of buyers 

of long-term values.” 

Stock Updates  

Jason Clark and Chris Quigley take a look at 7 of our companies that were out with news last 

week of sufficient importance to trigger a review of their review of their respective Target Prices. 

Note that all stocks are rated as a “Buy” until such time as they are a “Sell,” while a listing of all 

current recommendations is available for download via the following link: 

https://theprudentspeculator.com/dashboard/. 

Shares of CVS Health (CVS – $71.37) were down slightly last week even as the integrated 

pharmacy healthcare provider reported another strong quarter since completing its acquisition of 

Aetna in late-2018. For Q4, CVS turned in adjusted EPS of $1.73, versus consensus analyst 

estimates of $1.68. Revenue for the period of $66.8 billion was better than forecasts of $64.0 

billion. The PBM business delivered strong 10% growth in claims processed to 534 million. The 

retail/long-term care segment grew 3% year-over-year to $22.6 billion in sales, but adjusted 

operating income declined 4% to $2.0 billion in the quarter because of ongoing reimbursement 

pressures. Operationally, the retail stores remained strong with 3% same-store sales growth, a 

https://theprudentspeculator.com/dashboard/


7% increase in prescription volume, an 80-basis-point increase in U.S. prescription share to 

26.8%, and 1% front-of-store growth. Legacy Aetna performed well, too, generating nearly 4% 

growth in medical membership to 22.9 million on strength in government plans, including the 

fast-growing Medicare Advantage market where Aetna grew over 30%. Management now sees 

the company producing 2020 full-year adjusted EPS of $7.04 to $7.17, while cash flow from 

operations is expected in the range of $10.5 billion to $11.0 billion. 

CVS CEO Larry Merlo stated, “As we work to transform the way health care is delivered to 

millions of Americans, we are driving continued business performance and generating positive 

momentum across the enterprise. Our fourth quarter and full-year financial results reflect strong 

financial and operational execution and a successful first year of integrating the Aetna business. 

We’re using our unmatched capabilities to create a higher-quality, simpler and more affordable 

health care experience, which benefits patients, clients and consumers and positions the company 

for continued success.” 

Mr. Merlo continued, “As a result of the significant progress we made in 2019, and meeting or 

exceeding our expectations for the year, we raised our outlook for 2020. Client, patient and 

consumer reception to our innovative product and service offerings, including our HealthHUB 

locations, has been positive. We are confident that we’re on the right path to delivering 

significant value for all our stakeholders.” 

While CVS shares rebounded solidly in Q4 of last year, they are down a bit in 2020 and haven’t 

gone anywhere in years, despite a seemingly bright future. Though the competitive landscape is 

challenging, the regulatory environment presents questions and the opioid litigation threat 

remains front and center, we continue to believe that CVS is a free-cash-flow generating 

behemoth with strong potential to evolve its business to a broader health care delivery model. 

Shares remain highly discounted, trading at just 10 times NTM earnings and with a 2.8% yield. 

Our Target Price for CVS has been lifted to $109. 

Shares of Goodyear Tire (GT – $11.10) plummeted more than 17% last week after the tire 

maker turned in another disappointing quarter. For Q4, GT delivered adjusted EPS of $0.19, well 

below the consensus analyst estimate of $0.53. Revenue for the period also came up short, $3.71 

billion versus $3.88 billion. Tire sales volume fell 2% to 39.6 million units, with OEM volumes 

down 10% and replacement volume up slightly. GT said its China operations have been 

disrupted by the coronavirus, but that its Goodyear-Pulandian plant has restarted on a limited 

basis, and it is unclear what the full-year impact will be. 

In regard to the Q4 results, CEO Richard J. Kramer commented, “In the U.S., market conditions 

remained largely stable and our consumer and commercial replacement businesses delivered 

strong performances this year, as they benefited from the strength of our brand, new product 

introductions, and the steps we have taken to align our distribution. We also delivered solid 

consumer replacement growth in both China and Brazil during the second half of the year.” 

“We continue to face a challenging global environment, including recessionary demand trends in 

many international markets. To address these challenges, we remain focused on further 



improving our cost structure and working capital management, while continuing to build our 

capabilities to enable mobility, today and in the future,” added Mr. Kramer. 

 

We recently wrote that we weren’t ready to give up on GT shares just yet, and we still aren’t, 

though our frustration is mounting. We feel we are fairly close to the bottom of the cycle, 

coming comparisons are going to be easier and input costs are seemingly retreating with lower 

oil prices (as more than 60% of the company’s raw materials costs are petroleum-based). While 

we remain patient, our patience isn’t permanent, even as we appreciate management’s ongoing 

efforts to restructure factories in Europe, modernize infrastructure, reduce headcount and adjust 

production volume to higher-margin tires. GT now trades for 6.3 times the current consensus 

NTM adjusted earnings estimate, though we expect analysts to continue to pare their projections, 

and yields a rich 5.8%, while electric and autonomous vehicles still need tires. Our Target Price 

has been slashed to $21. 

Semiconductor equipment firm Cohu (COHU – $23.71) lost $0.01 per share in fiscal Q4 2019 

(vs. $0.03 est.). COHU had sales of $142.0 million (vs. $139.0 million est.). Shares slid 8.5%, 

and as much as 19%, after the surprise loss. While COHU is not widely followed due to its size, 

three of the four analysts with coverage updates in our Bloomberg database maintained their 12-

month target prices and the fourth raised it from $25 to $30. While we never like to see any of 

our shares drop, we note that COHU had more than doubled since August. 



CEO Luis Mueller was again upbeat, “In 2019, Cohu delivered the fourth consecutive year of 

increased revenue with a 4-year compounded annual growth rate of 21%. We accelerated the 

integration of Xcerra amid a challenging market environment, making substantial progress 

towards our financial target model and delivering $40 million of annual run rate cost synergies 5 

quarters after that acquisition and ahead of schedule. We also made critical investments in new 

test instrumentation development, consolidation of handler and contactor product portfolio that 

will enable revenue growth supporting our customers’ road map and projected capacity 

expansion in 2020. Turning to fourth quarter. Orders were split 51% systems and 49% recurring, 

with overall sequential dollar increase across all market segments. Estimated test cell utilization 

gained 3 points quarter-over-quarter to 80%.” 

Mr. Mueller continued, “As we look to the coming year, we started 2020 with a higher backlog, 

strong customer traction and improved order momentum, primarily driven by mobility and a late 

fourth quarter uptick in automotive. At the same time, the start of the new year presents some 

challenges, and we’re closely monitoring the impact of the novel coronavirus to our supply chain 

and customers. Fortunately, all of our employees are safe and our factories in Malaysia, the 

Philippines and Japan are fully operational. While China represented approximately 20% of 

Cohu sales in 2019, we’re guiding first quarter to a slightly wider revenue range and net of 

approximately $10 million attributed to the impact of the coronavirus and our new ERP launch in 

Q1. Regarding the coronavirus, we have relatively few suppliers in China, but the disruption to 

their business is impacting our ability to ship some systems on schedule. We’re also closely 

working with our customers to ensure continued support to their operations and order deliveries. 

Our midterm strategy remains focused on growing top line revenue and profitability, aligning 

investments in support of the 5G transition and mobility, growth in automotive with autonomous 

driving and electrification, expansion in the industrial segment and increasing contactor 

attachment rate to our system sales.” 

COHU expects revenue between $140 million and $152 million next quarter, with year-over-

year EBITDA growth around 9%. Management believes that while 2019 was challenging for the 

smartphone market, being in the early stages of the 5G rollout will turn into a “key driver” of 

sales in 2020. Analysts expect COHU to grow EPS from around $1.00 this year to more than 

$1.75 in 2021. Our Target Price is $28. 

NetApp (NTAP – $54.24), a provider of storage and data management solutions, posted earnings 

per share of $1.16, versus the $1.18 estimate, in fiscal Q3 2020. NTAP had total revenue of $1.4 

billion, versus the $1.5 billion estimate. Since the release, shares have fallen by more than 10%, 

as analysts remain concerned about NTAP’s ability to return to revenue growth. For fiscal Q4, 

the company now expects adjusted EPS between $1.28 and $1.36 per share, with revenue in the 

$1.46 billion to $1.61 billion range. Net revenue for fiscal 2020 is expected to drop 

approximately 10% year-over-year. 

CEO George Kurian said, “Despite the top line challenges, we continued our operational 

discipline, highlighted by strong gross margin, cash flow and operating leverage without the 

benefit from anticipated ELA revenue in the quarter. These results reflect the strength of our 

business model as we take deliberate steps to better capitalize on our opportunity and return the 

company to growth. However, macroeconomic headwinds and unpredictability in large 



enterprise purchasing behavior persist. Customers are on a journey to the cloud, and they are 

looking to NetApp to help them as they grapple with the complexities of data management in 

hybrid multi-cloud IT environments. With our Data Fabric strategy, we help customers address 

these challenges, giving us access to new buyers and workloads as well as increasing the 

relevance of NetApp to companies, both large and small.” 

“Only NetApp has the strategy, the innovation portfolio and customer experience to help 

customers succeed in hybrid multi-cloud IT. Our strong business model, resulting from the hard 

work we conducted to improve gross margin and our cost structure over the last several years 

enables us to navigate the dynamics of the macro economy and customer demand environment 

while making the strategic investments necessary to cement our leadership in hybrid cloud data 

services,” concluded Mr. Kurian. 

CFO Ron Pasek announced that he will retire by the end of the fiscal year. Mr. Kurian 

commented, “Under Ron’s leadership, we have increased product margins by 10 points, nearly 

doubled our earnings power and raised our dividend by over 100%. He has played a pivotal role 

in helping NetApp navigate a transformational period as we focus on becoming the leader in 

hybrid cloud data services…We have been focused on finding the right person to take on the role 

of Chief Financial Officer, and I’m very pleased with the quality of candidates. I expect that we 

will have someone in the role before the end of the quarter. Ron will stay on to ensure a seamless 

transition, and I’m grateful for that.” It was reported by CRN, a technology website, that the 

retirement of Mr. Pasek did not come suddenly and he had always planned to retire before his 

60th birthday. 

We think that NTAP’s business remains highly attractive for our long-term-oriented portfolios, 

given the company’s “Data Fabric” strategy, which unifies different cloud environments and 

provides a consistent data service for customers. Management believes that in addition to 

geopolitical battles getting resolved, the company’s strong relationships with its customers 

should continue to grow. And while there are more near-term challenges on the horizon than 

many, including us, previously estimated, we think that shareholders will be rewarded in the 

fullness of time. We believe that the business model remains highly attractive, as does the 

reasonable valuation (with a forward P/E near 12) and EPS of at least $4.21 expected for each of 

the next three fiscal years. The company has a strong balance sheet and the dividend yield is a 

generous 3.5%. Our Target Price for NTAP now resides at $78. 

Communications equipment firm Cisco Systems (CSCO – $46.97) posted earnings per share of 

$0.77, versus the $0.76 estimate, in fiscal Q2 2020. CSCO had sales of $12.0 billion (vs. $12.0 

billion est.). Since the release, shares have slid 5.9%, but for the week they were down a less-bad 

2.1%. For fiscal Q3, CSCO expects revenue to drop between 1.5% and 3.5% year-over-year, 

while adjusted EPS should come in between $0.79 and $0.81, both near analyst predictions. 

CEO Chuck Robbins explained, “Like many in our industry, we are seeing longer decision-

making cycles across our customer segments for a variety of reasons, including macro 

uncertainty as well as unique geographical issues. The good news is, once this uncertainty passes 

for our customers, we expect to see spending recover as technology continues to be at the heart 

of all they do. You’ll see in our numbers this quarter that we continue to make progress on 



several key metrics, including our shift to more software and subscriptions, with 72% of our 

software now being sold as a subscription.” 

“The long-term secular growth trends of 5G, WiFi 6, 400 gig and the shift to the cloud remain, 

and we expect to benefit from them. This is a multiyear transformation, and we are managing our 

business well while staying focused on helping our customers build simpler, more secure and 

cost-effective networks. The broad adoption of multi-cloud and modern application 

environments is changing how the world’s largest networks are built, operated and secured, and 

Cisco is at the center of this transition,” continued Mr. Robbins. “We have made significant 

investments in the development of software, silicon and optics, the building blocks for the 

Internet of the future. We believe this strategy will change the economics of how the Internet 

will be built to support 5G, 400 gig and the demands of the future while helping our customers 

innovate and move faster than ever before.” 

Cisco had a mixed 2019, the first half seeing the stock price move from around $40 to nearly 

$60, while the back half saw shares retreat below $45. While some companies have strung 

together outstanding Cloud-related growth, Microsoft and Amazon come to mind, the rest of the 

market has been more of a mixed bag than in prior years. We think CSCO reporting that three 

quarters of revenue comes from subscription software is both a blessing and a curse. It’s likely to 

raise revenue if the software remains better than other choices out there. It also makes it highly 

important that the software remains better than other choices out there because every 

month/quarter/year companies are reviewing that big expense. 

Our belief is that shares are still inexpensive, with forward earnings projections of at least $3.25 

each of the next three years, a forward P/E ratio near 14 and a solid 3.1% yield, with the payout 

just raised last week. We continue to find CSCO to be a value-priced stock with decent long-

term growth potential. Our Target Price has been trimmed to $61. 

Data center REIT Digital Realty Trust (DLR – $131.50) had core FFO (funds from operations) 

of $1.62 per share in Q4, versus the consensus analyst estimate of $1.58. DLR had revenue of 

$787.5 million, which fell a bit short of the average forecast of $791.2 million, though bookings 

for the period were better than expected. Shares ended the week up more than 6%, which we 

were a bit surprised by given Wall Street’s “normal” reaction to a company that doesn’t provide 

guidance. Management didn’t offer any forecasts for 2020, which didn’t truly surprise us given 

the numerous moving pieces of multiple transactions of which it is in the midst. 

CEO A. William Stein explained, “In the fourth quarter, we signed total bookings expected to 

generate $69 million of annualized GAAP rental revenue, including a $7 million contribution 

from interconnection. We made significant progress towards a number of key strategic priorities. 

We continued to enhance our customer offerings with the launch of PlatformDIGITAL, a first-

of-its-kind global data center platform, and we continued to extend our global footprint with an 

agreement to combine with Interxion. We also executed on our private capital initiative with the 

closing of our joint venture with Mapletree, and we further strengthened the balance sheet with 

the issuance of low-cost debt and preferred equity capital. Looking ahead to 2020 and beyond, 

we are confident that Digital Realty’s global, full-product platform will continue to deliver 

sustainable growth for all stakeholders.” 



DLR announced in October that it will combine businesses with InterXion, a European provider 

of carrier and cloud-neutral colocation data center services. While there are some InterXion 

investors that are reportedly not super happy with the deal, we see little reason why it won’t 

occur. After the transaction’s completion, the combination should be accretive to the long-term 

growth trajectory of the combined organization and will establish a global platform that should 

lend itself to long-term value creation for shareholders. Analysts expect funds from operations 

(FFO) to reach almost $7.50 per share by 2022, and shares of DLR offer a current dividend yield 

of 3.3%. Our Target Price has been bumped up to $141. 

Regency Centers (REG – $64.02) saw its shares rise modestly last week after the real estate 

investment trust (REIT) reported Q4 financial results that were better than expected. REG said 

its Funds from Operations (FFO) for the period were $1.00 per share, versus the consensus 

analyst estimate of $0.98. Revenue for the quarter came in at $228.7 million, versus the average 

forecast of $220.7 million. Regency introduced initial 2020 full-year FFO guidance of $3.90 to 

$3.93, which was largely inline with investor expectations. However, management feels like the 

company should get back to producing 3% same-store net operating income growth and 4% FFO 

growth in the near future. 

“Regency’s team delivered another year of good results. We finished the year with solid earnings 

growth and healthy leasing volumes as retailers and service providers remain focused on the 

importance and value of high-quality physical locations to provide customers with the best 

possible combination of convenience, service and experience,” said CEO Lisa Palmer. 

We continue to like that Regency’s national portfolio of shopping centers is primarily anchored 

by productive grocers located in affluent and attractive more-populated metro areas. Despite 

having grocery store tenants and other service tenants that drive foot traffic to its centers (fitness 

centers, restaurants, etc.), REG is still susceptible to tenant bankruptcies and store closings, but 

there is a lot to like as 95% of its properties are leased, while the company generated about $169 

million of free cash flow last quarter. We believe that brick-and-mortar retail is very much alive, 

especially with many retailers using their stores as local shipment centers. REG’s board also just 

boosted the dividend by 1.7%, and the yield is now 3.7%. Our Target Price for Regency shares 

now stands at $90. 

 


