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Market Review 

Work is underway on the May edition of The Prudent Speculator. This month, we look at 

Seasonality as well as Index Composition. If all goes according to plan, TPS 643 should be 

emailed out no later than Tuesday morning, May 5. In the interim, we have posted updated 

Target Prices to our website, theprudentspeculator.com. 

Reversing the order of what was seen the week prior, it was a fantastic start and an awful end to 

another volatile trading week for equities,… 

http://theprudentspeculator.com/


 

…though if one did not pay attention to the daily gyrations it would appear that not a whole lot 

happened over the full five trading days. After all, the S&P 500 ended only modestly lower, 

down 0.19%, and the Russell 3000 showed a small advance, up 0.11%, while Value did a little 

better than Growth, for a change, with the Russell 3000 Value index advancing 0.30%, versus a 

0.04% decline for the Russell 3000 Growth index. 

Not surprisingly, COVID-19 news continued to dominate the headlines, with more than 40,000 

additional deaths around the world over the past seven days,… 



 

…but with a modest dose of good news from biotech giant Gilead Sciences (GILD – $79.95), 

even as its treatment is not close to a magic cure. 



 

Still, developments on the coronavirus front have become less bad, though the impact of the 

Great Lockdown on the economy is starting to come into focus. Indeed, numbers out last week 

showed the epic hit, as evidenced by ugly Q1 GDP growth (oops, contraction),… 



 

…as well as dismal data on the health of the factory sector,… 



 

…consumer confidence,… 



 

…and consumer spending. 



 

No doubt, the near-term outlook for the U.S. economy is as bad as it has ever been, but the 

Federal Reserve continues to do all that it is able to provide support,… 



 

…including keeping interest rates essentially at zero for the foreseeable future,… 



 

…with Fed Chair Jerome H. Powell acknowledging on Wednesday that Congress and the White 

House have already provided $2.6 trillion in economic assistance to individuals and businesses 

but arguing that more will be needed. 

Obviously, the Fed and Washington remember that a slow response prolonged the Great 

Financial Crisis in 2008-09, and Mr. Powell was quick to remind folks that there eventually will 

be a significant economic recovery. 



 

There is no way of knowing the timing and magnitude of the recovery, and we respect that many 

think the rebound in stocks since the 03.23.20 lows has come too far too fast, even as the average 

stock in the Russell 3000 is still off 22.17% in 2020. However, we cannot forget that the 

financial markets quickly price in future expectations, which are often too optimistic or 

pessimistic. We would argue that the March plunge priced into stocks the deaths of one to two 

million Americans from COVID-19, along with a cataclysmic economic wipeout. 



 

Obviously, there are no guarantees that we do not have another 1918-1919 Spanish Flu when it 

comes to mortality or another Great Depression when it comes to the economy, but when stock 

prices already reflect a disastrous or horrendous future, adjectives like terrible and awful can be 

cause for cheer and a big equity market bounceback. Semantics, we know, but we continue to be 

puzzled by those who think stock prices are not properly reflecting the future today, but that 

somehow valuations were accurate on March 23, or for that matter on February 19. 

Given that investors ride an emotional roller-coaster, we believe that equities hardly ever reflect 

fair value, while these days the lack of individual stock liquidity can quickly drive stocks up and 

down for little reason. Friday offered vivid illustration as shares of long struggling luxury goods 

company Tapestry (TPR – $15.16) rose 1.8% on an otherwise abysmal day for consumer 

discretionary names simply because the two Wall Street analysts raising their price targets were 

evidently more widely followed than the two that cut their targets. Or, consider high-flying 

electric car maker Tesla, shares of which shed nearly $15 billion of market capitalization on 

Friday when CEO Elon Musk strangely tweeted, “Tesla stock price is too high imo.” 

Certainly, no one can predict the future, or how stock prices might gyrate even if we could 

somehow have advance access to the headlines, but we continue to believe that equities are the 

place to be for those with a long-term orientation. We very much like the Warren Buffett 

quotation,… 



 

…and we note that this past weekend, the Oracle of Omaha reiterated that belief at the Berkshire 

Hathaway Annual Shareholders Meeting. Mr. Buffett also touched on the fact that while he has 

no idea where prices will go in the short run, low interest rates make stocks very appealing today 

for the long term relative to bonds,… 



 

…while we will close our Market Review with the observation that we are pleased from a 

contrarian perspective that we had not been seeing much in the way of excitement about the 

recent rebound in stock prices. 



 

Stock Updates  

Q1 earnings reporting season remains in high gear, and Jason Clark, Chris Quigley and Zach 

Tart look at a baker’s dozen of our companies that posted quarterly results last week. Not 

surprisingly, our work has had to shift toward financial liquidity and business viability, versus 

the usual focus on price-related financial metrics. Readers should keep in mind 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/. 

East coast railroad operator Norfolk Southern (NSC – $170.73) posted earnings of $2.58 per 

share in fiscal Q1 2019 (vs. $2.25 est.). Shares closed the week up over 6% despite the selloff on 

Thursday and Friday. The railroad’s adjusted operating ratio improved to 63.7%, closer to 

management’s target of 60%, while it sold 703 locomotives in the period. 

Management is using the economic lull to accelerate the implementation of its TOP21 program 

(Precision Scheduled Railroading – PSR), which is now in its third and final phase. COO 

Michael Wheeler detailed, “I’m very proud of how Norfolk Southern’s railroaders have dealt 

with both the threat and the business impact of the pandemic. We took early proactive measures 

to protect our workforce and make sure that being at work continue to be the safest part of an NS 

https://theprudentspeculator.com/dashboard/


employee’s day. Because the railroad was very fluid and service levels were very high, we were 

able to quickly store surplus equipment while also mobilizing employees to provide extra 

manpower in hot zones like Northern New Jersey. We made special efforts to assist customers by 

expediting shipments of goods in short supply or that were urgently needed. All the while, we 

maintained service levels and the railroad has run even faster in April. Tactically, we very 

quickly, over just a few days, removed the blocks in trains carrying auto parts and finished 

vehicles from our TOP21 plan. Crew starts dropped almost as quickly as volume, enabling us to 

preserve leverage even as shipment counts declined. We will again redesign the operating plan as 

auto volume rebounds, using our operating leverage to handle returning volumes in the most 

efficient way possible. While we do not yet know the shape of the recovery curve, we are taking 

this time of lower traffic as an opportunity to challenge ourselves and our capabilities to improve 

our TOP21 operating plan in the long term. For example, we are successfully handling carload 

traffic on premium intermodal trains, blending previously separate service networks in a way that 

allows us to maintain service frequency and train size while reducing costs. In addition, we are 

taking hard looks at our yard and terminal network, testing what we can live without.” 

Rail remains a preferred mode of freight transport, claiming quadruple the fuel efficiency of 

trucking per ton-mile, and while the rail sector carries 7% of global freight, it represents only 2% 

of total transport energy demand. We expect operating metrics across class I railroads to 

converge in the coming years, and NSC stands to benefit from efficiency gains more than others 

that have more fully reaped the benefits of measures like PSR. Even as the stock has recovered 

mightily from the lows in March, we continue to think shares are attractive for long-term 

investors, especially considering execution of management’s TOP21 program well ahead of 

schedule. We do not think that there are any liquidity concerns at Norfolk and that the dividend 

is secure (the yield is 2.2%). Our Target Price has been adjusted to $217. 

Shares of the aforementioned Gilead Sciences bounced 7.5% on Wednesday as the U.S. 

government released positive news related to the hopeful COVID-19 treatment remdesivir. The 

biotech giant also posted adjusted EPS of $1.68, versus the consensus analyst estimate of $1.57, 

on revenue of $5.5 billion, roughly in line with projections. Sales of HIV portfolio products grew 

by 14% to $4.1 billion, although $200 million of revenue was pulled forward due to patient 

stocking in the U.S. and Europe. Gilead continues to use its massive cash hoard to make strategic 

purchases, and closed its acquisition of Forty Seven in April, which adds to the company’s core 

area of expertise in virology and immunomodulation. 

CEO Daniel O’Day addressed the pertinent info related to remdesivir, which received FDA 

emergency use approval on Friday. 

The study results shared yesterday from the randomized placebo-controlled Phase III NIAID 

study and from our own open-label Phase III simple study in patients with severe disease are 

important progress as we seek to understand the role that remdesivir might play in easing the 

burden of COVID-19 around the world. These trials are part of a suite of clinical trials 

investigating the effects of remdesivir. We designed the clinical research program to ask multiple 

questions in parallel, including which groups of patients are most likely to respond and when to 

treat and for how long. Various study designs were used from placebo-controlled to open-label 

to answer very specific questions in each case. We expected that the answers would emerge 



around the same time and taken together, they would form a clear picture of how remdesivir 

might best be used for patients. 

Yesterday, we answered important questions with the initial results of the NIAID trial and simple 

trial. The NIAID data demonstrated that patients with COVID-19, who received remdesivir 

recovered faster than similar patients who received placebo. The results from the Gilead-

sponsored simple study addressed a critical question about dosing. The data from the first of the 

simple studies showed similar clinical improvements in patients with severe symptoms of 

COVID-19 regardless of whether they received 5 or 10 days of treatment. 

The ability to shorten duration for severely ill patients is very important. It means patients can 

go home earlier, hospital resources can be freed up and it has a positive impact, of course, on 

our supply. We have calculated having 1.5 million doses by the end of May, amounting to 

140,000 treatment courses at a 10-day treatment duration. The Gilead simple study suggests we 

may now be able to significantly increase the number of courses available with a 5-day 

treatment duration for certain patients. As we announced previously, we are donating our entire 

existing supply, frankly, because this is the right thing to do at this time and the human health 

need in the pandemic. 

While the spotlight is centered on remdesivir, we expect Gilead will continue to focus on its HIV 

franchise, where revenue has been growing nicely. The company is also allowing its recent 

acquisition Kite Pharma to innovate and operate as its own oncology cell therapy unit. With 

filgotinib (rheumatoid arthritis treatment) coming this year, we think that there is still a lot of 

promise at Gilead. We also might expect the continued strong cash generation to facilitate more 

acquisitions, additional share buybacks and elevated dividend payouts. GILD shares trade at 14.8 

times NTM adjusted EPS consensus projections while the recently declared dividend puts the 

yield at 3.4%. Our Target Price for GILD has been fine tuned to $98. 

Thanks to the reporting of Q1 top- and bottom-line results that topped projections, shares of 

Cummins Inc. (CMI – $157.43) advanced more than 6% last week. Adjusted EPS came in at 

$3.41, versus consensus analyst estimates of $2.18. CMI’s quarterly revenue of $5.01 billion was 

2.5% better than forecasts. The company benefited from lower warranty costs, “less bad” sales 

than anticipated and better-than-expected joint venture income from India and China. 

CEO Tom Linebarger explained, “We delivered strong profitability in the first quarter, supported 

by the commitment of our employees to serve our customers and the benefit of cost reduction 

actions we initiated in the second half of 2019. Amidst the unprecedented COVID-19 pandemic, 

the health and safety of our employees and the communities in which we operate is our top 

priority. Our teams are working hard to support the global economy, leveraging our flexibility 

and strong supplier network to help our customers deliver essential products and support 

response efforts. Given the significant impact the pandemic will have on demand across our 

industry in the second quarter and beyond, we are continuing to take actions to reduce cost and 

boost our already strong liquidity.” 

He continued, “During our 100-year history, we have encountered several unforeseen crises, and 

I am confident we will successfully navigate this one as we have done before, to emerge 



stronger. Cummins enters this period of uncertainty in a position of strength with an experienced 

leadership team that has led through multiple cycles and a strong balance sheet. Our deep 

customer and supplier relationships combined with our leading positions in global markets leave 

us well positioned to deliver strong growth when the global economy recovers.” 

Additionally, CMI announced on Friday that it had entered an agreement to increase its revolver 

capacity by $2 billion. “The company ended the first quarter with cash, cash equivalents and 

marketable securities of $2 billion and committed borrowing capacity of $1.9 billion,” said CFO 

Mark Smith. “The agreement we entered into today boosts our already strong liquidity by $2 

billion.” 

There is no doubt that Q2 will most likely be a difficult one for Cummins given the current state 

of much of the world. Past the pandemic though, we continue to believe that Cummins will 

increasingly enjoy long-term benefits from its overseas exposure (especially via emerging 

economies), as its leading-edge technology in truck engines helps it gain market share. We also 

are constructive on management aggressively pursuing next-generation technologies, such as 

electrical powertrains. Our Target Price is now $185. 

Shares of industrial conglomerate 3M (MMM – $148.60) rallied nearly 5% Tuesday morning as 

the company released its financial results, but faded later in the week as enthusiasm for stocks 

waned. 3M produced $2.16 of earnings per share versus the $2.03 expected by the Street. Higher 

selling prices and lower material costs padded gross margins to the tune of 40 basis points, which 

management expects to persist throughout the remainder of the year. The company should have 

plenty of liquidity to meet its $1.2 billion of debt maturities this year, aided by significant cash 

flow from the business and $4.5 billion in cash and marketable securities on the balance sheet. 

CEO Mike Roman commented, “As you know, compared to prior emergencies, COVID-19 has 

caused an unprecedented explosion in demand. When the virus broke out, we were able to 

immediately activate our surge capacity and maximize production to support the public health 

response. Beginning in January, 3M doubled our global output of N95 respirators to 1.1 billion 

per year or about 100 million per month, including 35 million per month in the U.S. We’ve made 

additional investments and are also working with the Department of Defense to double annual 

production, once again, to 2 billion by the end of this year, with additional capacity already 

beginning to come online. In the U.S., we will be producing N95 respirators at a rate of roughly 

50 million per month in June, a 40% increase from current levels. We are also partnering with 

other companies on innovative solutions to protect those on the front lines. In collaboration with 

multiple sterilization companies, we have introduced new methods for hospitals to safely clean 

and reuse their N95 respirators. We are also working with Ford and Cummins to expand 

production of 3M’s powered air purifying respirators, with a plan to increase capacity by tenfold 

within the next 60 to 90 days. Protecting people in this crisis is not just a 3M challenge, it’s an 

industry-wide challenge.” 

He continued, “In this crisis, I’m especially encouraged of the benefits we are seeing from the 

new global operating model we rolled out at the start of this year. As part of our new model, we 

consolidated manufacturing, supply chain and customer operations into a seamless end-to-end 

enterprise operations organization. This team is enabling us to maintain strong customer service, 



streamlined decision-making and adjust faster than ever to the external environment. As an 

example, we have reduced our production planning cycle times by 70% across our portfolio of 

businesses. In addition, our new corporate affairs organization has increased our collaboration 

with governments around the world, while enhancing our employee and community engagement. 

Beyond our operations, we are also executing financial actions to deliver 2020 and set us up for 

success in 2021 and beyond.” 

 

Robust personal protective equipment demand in the wake of COVID-19 should offer a ballast to 

other business segments affected negatively by the virus and is certainly a change of pace from 

headlines detailing MMM’s PFAS troubles. Although restructuring efforts have at times tested 

investor patience, we appreciate the effects of actions taken to lean-out and decentralize the 

company’s various businesses. Although share repurchases have been suspended, management 

conveyed the board’s commitment to the dividend. Shares yield 4.0%. Our Target Price now 

resides at $195. 

New York Community Bancorp (NYCB – $10.71) released financial results last Wednesday 

that beat analyst expectations ($0.20 vs $.18). Shares were up 9% for the week and have 

outperformed the KBW banking index by nearly 26% year-to-date. Deposits grew at an 

annualized rate of 4%, while net charge-offs were 0.02% of average loans, with a 20% decrease 

in the bank’s non-performing assets. Management said that roughly 10% of its multi-family loan 



portfolio had entered 4-6-month deferral agreements as an accommodation amid the current 

health pandemic. Like much of the country, close to 100% of office employees are working 

remotely, as in-store branches are temporarily closed. 

Given the bank’s exposure, CEO Joseph Ficalora had the following to say regarding the multi-

family real estate market in New York City: “I would like to clear up some misperceptions 

regarding trends in the rent-regulated multifamily market in New York City. We are not a 

newcomer to this market. If you recall, at this point, we have been doing this type of lending for 

over 50 years. We have relationships with some of the largest property owners in the city, and 

we have very strong ties to some of the biggest commercial real estate brokers, including the 

largest one servicing, the New York City marketplace. We also have a — as directors, several 

real estate professionals who participate in this market for a living, providing us with a unique 

perspective on the multifamily market. Over the past week or so, there has been some discussion 

about the level of rent collections in our market. With our conservative view on underwriting, we 

closely monitor a number of trends in the multifamily market. And when things change, we 

reevaluate. During the month of April, we surveyed a wide gamut of our borrowers, including 

some of our top 20 borrowers. We broke — we spoke to brokers, and we also reached out to a 

number of industry experts. Based on our market intelligence, April rent collections on the rent-

regulated buildings in our portfolio are estimated to be in a range of 80% to 85%. On the market 

rent properties, it is even higher. This is very encouraging given the impact on the New York 

City area given the COVID-19 pandemic. While there are still many uncertainties regarding how 

COVID-19 crisis will ultimately unfold, to what degree it will impact the economy over the long 

run, we believe that we are better positioned than most other financial institutions to navigate 

through it, given our strong credit culture and low operating model. While no 2 economic cycles 

are alike, I would impress upon you the fact that throughout various cycles, our actual loan loss 

experience has been much lower than the rest of the industry.” 

While there are definitely operating headwinds given the turmoil in NYC, we like that NYCB 

has a solid balance sheet and is an experienced player in its market. Long-term, we believe there 

will be ample opportunity for NYCB to grow its balance sheet, redeploy excess cash into higher 

yielding assets and continue to tighten expense controls to drive EPS growth. Shares yield 6.3%. 

Our Target Price is presently $14. 

Despite posting what we saw as a solid Q1, shares of Amgen (AMGN – $230.98) ended the 

week down. The biotech giant reported earnings per share of $4.17 for the first quarter of 2020, 

beating the consensus estimate of $3.80. The company reported revenue of $6.16 billion, 11% 

higher than in the first quarter of 2019, and better than investor expectations. The quarterly 

results were driven by immunology drug Otezla (which Amgen purchased in 2019) and ongoing 

volume growth from cholesterol drug Repatha, osteoporosis drugs Prolia and Evenity, and 

biosimilars Mvasi and Kanjinti. 

Despite the current environment, Amgen reaffirmed its previously issued guidance for 2020 

revenue of $25.0 billion to $25.6 billion, and its previously issued guidance for adjusted earnings 

per share of $14.85 to $15.60. 



“I am inspired by the many ways my colleagues at Amgen and others across the industry are 

stepping up to meet the greatest public health challenge of our lifetime,” said CEO Robert A. 

Bradway. “We are committed to delivering an uninterrupted supply of our medicines to patients; 

advancing potential new medicines to treat serious diseases, including COVID-19; making a 

difference in the communities where we live and work; and creating long-term value for 

shareholders.” 

We continue to be bullish on AMGN shares and feel like we were supported by a solid Q1 and 

its full-year reaffirmation of its guidance. While the COVID-19 pandemic adds stiffer near-term 

headwinds, we like that Amgen has shifted the conversation from legacy products to its growth 

products and shown that its opportunistic purchases and partnerships have added value. The 

firm’s strong free-cash-flow generation, solid financial footing and 2.8% dividend yield are also 

a plus. Our Target Price for AMGN currently resides at $266. 

Global agricultural concern Archer Daniels Midland (ADM – $35.12) saw its shares drop 

sharply late last week after reporting Q1 financial results. During Q1, revenue of $14.97 billion 

came in well below consensus expectations of $15.71 billion (definitely impacted by the 

COVID-19 pandemic). However, adjusted EPS for the period was $0.64, more than 16% greater 

than average forecasts. The quarter was driven by improved results in ag services and oilseeds, 

partially offset by a decline in the carbohydrate solutions segment (which includes its ethanol 

business). 

“I’m extremely grateful to our 38,000 global colleagues, whose commitment, ingenuity and 

agility are powering ADM as we support the global food supply chain and provide nutrition 

around the world,” said CEO Juan Luciano. “Our performance is a testament to the resilience of 

our people, the strength of our business model, and the breadth and depth of our capabilities to 

fulfill customer needs, even in a market environment that is changing rapidly due to the COVID-

19 pandemic. Our first priority during this extraordinary time is supporting our colleagues, and 

we are focused on that every single day. We’ve put into place detailed guidelines and protocols 

to help protect our teams and support continuity of operations, and I’m proud that we are 

operating around the globe with very minimal disruptions. We’ve also taken steps to bolster our 

already strong balance sheet and liquidity position to further enhance our ability to run our 

business.” 

Mr. Luciano continued, “Even amid the challenge of COVID-19, the team is doing a great job 

advancing our important work to make ADM a better company. From improving 

underperforming businesses, to driving Readiness, to harvesting our investments — particularly 

in Nutrition — we remain committed to delivering our strategy and focusing on the business 

drivers under our control. There are many unknowns, and ADM isn’t immune from some of the 

negative effects of this pandemic, but we are confident in the ability of our great team to shift to 

whatever our customers need, and continue to deliver nutrition around the globe.” 

We continue to like the longer-term global secular growth trends in agriculture, and we think that 

ADM’s scale gives it advantages over regional competitors. We also note that the company 

continues to work to strengthen its balance sheet, reshape its portfolio and return cash to 

shareholders. ADM currently yields 4.1%. Our Target Price is now $55. 



Shares of Pfizer (PFE – $37.64) were up ever so slightly last week on the heels of the company’s 

Q1 financial release. Revenue for the quarter was $12.03 billion, which was about 2% better than 

expectations, and bottom-line results of $0.80 were almost 13% better than the consensus 

forecast of $0.71. Management said that while the rate of new prescriptions for some products 

was down, and vaccination rates slowed, those headwinds were and would be somewhat offset in 

part by patients taking out larger prescription refills to stock up for the COVID-19 stay-in-place 

mandates. PFE also saw increased demand for some products, which it said may be attributable 

to doctors prescribing them to treat COVID-19 or related conditions. 

CEO Dr. Albert Bourla stated, “Our strong performance in the first quarter highlights the 

resiliency of our business even during the most challenging times. The Biopharma business grew 

12% operationally, driven by strong performances from many key brands. Upjohn faced two 

expected headwinds this quarter — generic competition for Lyrica in the U.S. and the nationwide 

expansion of the VBP program in China — while continuing to progress toward a successful 

close of our transaction with Mylan, now expected in the second half of 2020.” 

CFO Frank D’Amelio added, “Today we reaffirmed our 2020 financial guidance for revenues 

and Adjusted diluted EPS and updated certain other guidance components primarily to reflect 

actual and anticipated impacts from the COVID-19 pandemic. Importantly, our guidance for total 

company revenues absorbs a $0.6 billion unfavorable impact from changes in foreign exchange 

rates since mid-January 2020. Likewise, our guidance for Adjusted diluted EPS absorbs a $0.04 

impact from unfavorable foreign exchange. The decrease in our guidance for Adjusted SI&A 

expenses reflects incremental cost-savings opportunities, as well as actual and anticipated 

COVID-19- related spending reductions. These actual and projected Adjusted SI&A expense 

reductions were offset by an increase in our guidance for Adjusted R&D expenses, which now 

includes anticipated incremental investments to develop potential therapies and a potential 

vaccine to combat COVID-19. While our near-term outlook has greater macroeconomic 

uncertainty than usual due to COVID-19, we are confident that the long-term outlook for our 

businesses remains solid.” 

Mr. D’Amelio concluded, “Despite the impact of COVID-19, 2020 is still expected to be a 

transformational year for Pfizer. Following the pending close of the Upjohn-Mylan transaction, 

New Pfizer will be positioned to deliver revenue and Adjusted diluted EPS growth that is 

expected to be among the industry leaders. New Pfizer will be a smaller, science based company 

with a singular focus on innovation while also continuing to allocate significant capital directly 

to shareholders, primarily through dividends.” 



 

While the UpJohn divestiture creates understandable questions for investors, we still believe that 

the market under-appreciates the New Pfizer’s emerging pipeline of products and management’s 

increasing confidence in its organic growth potential. We also like that during these 

unprecedented times, the company generates solid free cash flow. With a yield of 4.0%, our 

Target Price for PFE has been bumped up to $46. 

Search engine and internet technology leader Alphabet (GOOG – $320.61) earned $11.63 per 

share in fiscal Q1 2020 (vs. $13.97 est.). GOOG had sales of $33.7 billion (vs. $32.6 billion est.). 

Shares climbed 8.9% following the announcement and finished the volatile trading week up 

3.2%. 

CEO Sundar Pichai explained, “Q1 was, in many ways, the tale of 2 quarters. For our advertising 

business, the first 2 months of the quarter were strong. In March, we experienced a significant 

and sudden slowdown in ad revenues. The timing of the slowdown correlated to the locations 

and sectors impacted by the virus and related shutdown orders. As the impact of COVID-19 

came into view, we delayed some ad launches and prioritized supporting our customers as many 

adjusted their strategies. We are focused on products where we can help most advertisers and 

merchants during the crisis. For example, under our new leader of commerce, Bill Ready, last 

week, we announced that merchants can list products in Google Shopping for free. It’s been 



widely rolled out in the U.S., with more countries to come, and the response has been positive. 

Overall, recovery in ad spend will depend on a return to economic activity.” 

Mr. Pinchai continued, “For the rest of the year, we are taking a long view and continuing to 

invest in our long-term priorities but are being thoughtful in the short term. We made the 

decision to slow down the pace of hiring for the remainder of 2020, while maintaining 

momentum in a small number of strategic areas. We are also recalibrating the focus and pace of 

our investments in areas like data centers and machines and nonbusiness essential, marketing and 

travel. We’ll also continue to thoughtfully manage our Other Bets portfolio. Waymo raised $2.25 

billion in its first external investment round, a terrific validation of their technology and long-

term business model. Wing saw a surge in deliveries and new users, increasing its daily volume 

fivefold with great momentum in test programs in Australia and Virginia.” 

CFO Ruth Porat added, “We remain optimistic about the underlying strength of our business 

over the long term. On a daily basis, our products play an important role for consumers and 

businesses globally. This has been evident throughout the crisis. We’re humbled that users 

continue to turn to us as much as they do at a time of global need and uncertainty. We take that 

responsibility very seriously. Users clearly are depending on us to provide useful and accurate 

information. They are looking to YouTube for information, education and entertainment 

constantly as they study, create and work from home. They are using our G Suite products to 

collaboratively communicate, connect and work. Although users may not be focused as much on 

purely commercial activities right now, over the long term, the value we provide to billions of 

users globally serves us well. Our previous investments in technical infrastructure ensure that we 

have the capacity and resilience to meet the increased demand from our users in this 

extraordinary time. We are redoubling our efforts to help our advertising customers and partners 

by sharing insights and developing new tools to keep them connected to their customers and help 

them be best positioned for recovery.” 

Total cost of revenue and traffic acquisition costs (TAC) were up 19% year-over-year, with costs 

associated with the company’s data centers and content acquisition driving the increase. Shares 

of Alphabet are down about 1% this year, having risen strongly from the low of $1054 on March 

23. Google, like many IT companies, stands to benefit substantially from the shift to remote 

work and by increased viewing of YouTube. However, the company’s sizable exposure to 

advertising–historically a major strength–is likely to adversely impact results in the nearer term. 

We think the long term for Alphabet remains bright, and while the company’s valuation is on the 

expensive end (including a forward P/E near 30), we believe the terrific balance sheet ($100 

billion in net cash or $145 per share) and great opportunity ahead make it an attractive holding. 

While Alphabet still doesn’t pay a dividend, we see the ongoing share buyback as a near-equal. 

Our Target Price has been raised to $1,670. 

Semiconductor firm Qualcomm (QCOM – $75.64) earned $0.88 per share in Q2 2020 (vs. $0.78 

est.). QCOM had sales of $5.2 billion (vs. $5.0 billion est.). Since the release, shares fell 4.2% 

amid a broader market decline on Friday, but still managed to finish the week nearly flat. 

CEO Steve Mollenkopf commented, “The global stay-at-home orders highlight the critical role 

that broadband has played in facilitating remote workforce, distance learning, entertainment, 



telemedicine, communications and many other things. With billions of people around the world 

using Qualcomm technology, our mission to invent and commercialize breakthrough wireless 

technologies, like 5G, has been reinforced and amplified. In Q2, we transitioned to a totally 

different working environment with the safety of our employees as our highest priority. As a 

result of the many operational changes we have made over the last several years, we were able to 

respond quickly when the work-from-home orders began in mid-March with minimal disruption 

to our operations. Importantly, we were able to limit our on-site essential workforce to a very 

small number and remain on schedule with our product commitments. From an engineering and 

operations perspective, we have maintained very high levels of productivity. We continue to 

advance the 5G road map and support customers while meeting a very complex set of R&D and 

supply chain requirements. We have also implemented remote access to labs, transition to cloud-

based collaboration, and enabled remote device testing without the need for physical access. We 

were also able to mitigate the COVID-19 impact to our global supply chain.” 

Mr. Mollenkopf continued, “Despite the challenging environment, where in Q2, we estimate the 

overall handset market was down approximately 21%, our Q2 non-GAAP earnings of $0.88 per 

share was at the midpoint of our guidance range we gave in early February, in the early stages of 

the pandemic. Our QCT growth drivers of 5G design wins, along with higher share of dollar 

content, are very much intact, as you can see in our revenue per MSM, and as virtually all our 5G 

design wins continue to be powered by our RF front end solutions. Turning to the handset 

market. Fiscal Q2 China demand saw a sharp decrease, coinciding with COVID-19 restrictions 

followed by month-over-month growth as restrictions subsided. This provides a basis to model 

rest of world handset demand trends. As I mentioned earlier, the overall handset market was 

down approximately 21% in the March quarter, principally, from the China impact. In the June 

quarter, we estimate the overall handset market to be down approximately 30%, driven by the 

impact of shutdowns in the rest of the world, while benefiting from the rebound we are seeing in 

China. Total demand will depend on the speed of the economic recovery. However, we see no 

change in our calendar year 2020 5G smartphone forecast.” 

CFO Akash Palkhiwala said, “We returned approximately $2.3 billion to stockholders during the 

second fiscal quarter, including $705 million in dividends and $1.6 billion in stock repurchases. 

Additionally, we announced a 5% increase to our quarterly dividend to $0.65 per share. Given 

the current economic landscape, we have performed scenario planning with a focus on liquidity, 

and we will continue to evaluate our cash flow and capital policy as the situation evolves. In 

these challenging times, we are glad to have a strong balance sheet, liquidity position and debt 

rating.” 

Qualcomm expects Q3 revenue to come in between $4.4 billion and $5.2 billion, with adjusted 

EPS between $0.60 and $0.80. The company also expects minor delays in 5G deployment in a 

handful of regions, but generally the 5G adoption should continue on schedule. We have plenty 

of exposure to coronavirus-impacted businesses in our broadly diversified portfolios, so we 

appreciate the balancing effect QCOM has had. The shares have still tumbled this year, which 

makes the price more attractive to us, as the forward P/E ratio is now 17. Given the lack of 5G 

headwinds, analysts forecast fiscal ‘21 EPS to be near $5.79, while fiscal ‘22 should grow to 

$6.40, resulting in an inexpensive two-year-out P/E below 12. Our Target Price for QCOM has 

been increased to $103. QCOM shares yield 3.4%. 



Juniper Networks (JNPR – $21.82), a provider of internet infrastructure, earned $0.23 per share 

in fiscal Q1 2020 (vs. $0.24 est.). JNPR had revenue of $998.0 million, versus the $1.004 billion 

estimate. Since the release, shares have fallen 8.9% as the COVID-19 pandemic impacted 

JNPR’s supply chain and caused a drop in customer lead time and corresponding revenue 

recognition. Demand for Juniper products remained strong, growing 10% year-over-year. 

CEO Rami Rahim said, “I believe we are well positioned to not only navigate the current crisis, 

but also to emerge a stronger player. In the meantime, we are helping to support the fight against 

COVID-19 by offering free secure wireless connectivity kits to pop up field hospital and getting 

back to the community through the Juniper Foundation, which is working to support those in 

need during these difficult times.” 

Mr. Rahim continued, “Based on our Q1 results and recent orders, we still expect to modestly 

grow our Cloud business in 2020. We maintain strong durable franchises at each of our 

hyperscale customers and should be well positioned to benefit from the capacity growth in use 

cases we own. We continue to remain optimistic regarding our potential to win net new 

hyperscale use cases during the 400-gig cycle. We are in the process of working through 

customer qualification and believe we have delivered the software systems and silicon needed to 

gain share within the opportunities we are targeting. While we are ready to meet our customers’ 

requirements, we do anticipate some risk to 400-gig time line in light of the current COVID-19 

challenges, which may slow testing and cause some customers to focus more on scaling existing 

footprint and less on deployment of new network architectures. While our Service Provider 

business declined 14% year-over-year during Q1, this business was most heavily impacted by 

COVID-19-related supply chain challenges.” 

CFO Ken Miller added, “While we are seeing uncertainty in our business due to the COVID-19 

pandemic, we expect to see sequential revenue and earnings growth in the second quarter. 

Confidence in our forecast is driven by strong backlog and healthy momentum with our Service 

Provider and Cloud customers. We believe these factors should help offset increased uncertainty 

in certain segments of the Enterprise market. Due to the uncertain macro environment, we have 

widened our revenue range for the second quarter. We expect non-GAAP gross margin to be 

essentially flat sequentially relative to the first quarter. We expect to see sequential volume-

driven improvements in margins during the June quarter to be offset by certain strategic insertion 

opportunities in addition to increased logistics and other supply chain-related costs due to the 

COVID-19 pandemic.” 

While JNPR announced that it will pay Q2’s $0.20 quarterly dividend, the company will also 

“remain opportunistic with respect to share buybacks” and “place a greater emphasis on building 

liquidity.” We understand that to mean that share buybacks are effectively paused, while Juniper 

shores up its finances. The company has $55 million of net cash on its balance sheet and $500 

million available on debt that matures in 2024. Cloud customers continue to be of chief 

importance to JNPR, as the restructuring of the sales force is a move we view positively despite 

the initial cost. JNPR trades with a forward P/E less than 14 and yields a rich (for a tech stock) 

3.7%. Our Target Price is $34. 



Computing giant Microsoft (MSFT – $174.57) earned $1.40 per share in fiscal Q3 2020 (vs. 

$1.28 est.). MSFT had sales of $35.0 billion (vs. $33.7 billion est.). Shares climbed 1% 

following the announcement, but were flat for the week overall despite the bumpy trading. 

 

Microsoft CEO Satya Nadella commented, “We delivered double-digit top line and bottom line 

growth once again this quarter, driven by the strength of our commercial cloud. As COVID-19 

impacts every aspect of our work and life, we have seen 2 years’ worth of digital transformation 

in 2 months. From remote teamwork and learning to sales and customer service to critical cloud 

infrastructure and security, we are working alongside customers every day to help them stay 

open for business in a world of remote everything. There is both immediate surge demand and 

systemic structural changes across all of our solution areas that will define the way we live and 

work going forward. Our diverse portfolio, durable business models and differentiated 

technology stack across the cloud and the edge position us well for what’s ahead.” 

CFO Amy Hood offered the outlook, “We expect COGS of $11.55 billion to $11.75 billion and 

operating expense of $11.8 billion to $11.9 billion. Other income and expense should be negative 

$100 million as interest expense is expected to more than offset interest income. And finally, we 

expect our Q4 effective tax rate to be approximately 18%, slightly higher than our full year tax 

rate of 17% due to the geographic mix of the revenue. Our focus remains on strategically 

managing the company for the long term, with decisions optimized for delivering greater 



customer value and long-term financial growth and profitability. With that, we will continue to 

provide increased support to our customers and partners as they navigate the uncertain future 

ahead, deepening our engagement and adding increased value. We will continue to aggressively 

expand our cloud infrastructure to support not only the usage surges of today but the growing 

customer demand for our unique and differentiated cloud offerings in the future. We will 

continue to make significant investments against the strategic growth opportunities Satya 

outlined, organically and through strategic acquisitions like that of Affirmed Networks this 

quarter. And we have the flexibility given our strong financial position and free cash flow 

generation to do all of this and support our commitment to capital return.” 

MSFT returned $9.9 billion to shareholders via dividends and share repurchases in fiscal Q3, a 

33% increase year-over-year. Including dividends, shares have gained more than 10% since the 

end of 2019, a big gain when the major indexes are well into negative territory. While some of 

Microsoft’s revenue is likely to be temporary, a result of companies scrambling to setup remote 

workforces, we think that the majority will be permanent. Offices will surely open again in the 

future and life will return to quasi-normal, however, some of the benefits of working remotely 

and geographically spreading out a workforce for risk management seem like worthwhile 

improvements that will stick around. The stock sports a 3.3% free cash flow yield and a 1.1% 

dividend yield, to go along with significant growth potential, though the shares remain a little 

pricey with a forward P/E ratio of 29. Of course, analysts still expect the company’s EPS growth 

rate to be at least 10% for each of the next three fiscal years, with earnings growing from $3.88 

in 2018 to an estimated $7.10 in fiscal 2022. We are keeping an eye on MSFT for another 

possible trim, especially as the position remains relatively large in our portfolios, but for the time 

being our Target Price has been boosted again, this time to $196. 

Technology hardware designer and manufacturer Apple (AAPL – $289.07) posted earnings per 

share of $2.55, versus the $2.26 estimate in Q2 2020. AAPL had sales of $58.3 billion (vs. $54.2 

billion est.). Shares slid 1.6% following the announcement, though they traded as high as 

$299.00 and as low as $285.85 in Friday’s trading session. 

CEO Tim Cook said, “I want to speak just for a bit on COVID-19. This is something Apple has 

been contending with since January, and I think that how we have responded, what we have been 

inspired to do tells an important story about Apple’s great durability as a business and the 

enduring importance of our products in our customers’ lives. It also speaks to Apple’s 

unmatched capacity to be creative, to think always in terms of the long term and to forge ahead 

when others may feel an instinct to pull back. Before COVID-19 was on the horizon, we 

anticipated that Q2 was going to be a prolific and energetic period for Apple. And when the 

pandemic did strike, our teams not only succeeded in growing the business, in introducing 

powerful new products and in meeting our customers’ needs, but they also rose to the occasion in 

terms of meeting our broader obligations to the communities in which we live and work.” 

Mr. Cook continued, “When you consider all the ways COVID-19 has touched Apple, our 

customers and the way we work, this may not have been the quarter it could have been absent 

this pandemic, but I don’t think I can recall a quarter where I’ve been prouder of what we do or 

how we do it. As I said at the outset, we achieved revenue of $58.3 billion, and underneath that 

was product revenue of $45 billion. The performance of our product business had 3 very 



different phases during the March quarter. Based on Apple’s performance during the first 5 

weeks of the quarter, we were confident we were headed toward a record second quarter at the 

very high end of our expectations. In the next 5 weeks of the quarter, as COVID-19 started 

impacting China, iPhone supply was temporarily affected as well as demand for our products 

within China. This caused us to withdraw our revenue guidance in February. At that point, 

demand for our products outside of China was still strong and in line with our expectations. 

During the last 3 weeks of the quarter, as the virus spread globally and social distancing 

measures were put in place worldwide, including the closure of all our retail stores outside of 

Greater China on March 13 and many channel partner points of sales around the world, we saw 

downward pressure on demand, particularly for iPhone and Wearables.” 

Mr. Cook concluded, “Given the lack of visibility and certainty in the near term, we will not be 

issuing guidance for the coming quarter. Over the long term though, we have a high degree of 

confidence in the enduring strength of our business. Our global supply chain is profoundly 

durable and resilient. We have shown the consistent ability to meet and manage temporary 

supply challenges like those caused by COVID-19… So while we can’t say for sure how many 

chapters are in this book, we can have confidence that the ending will be a good one. Apple will 

continue to do everything we can do to help the global response and to keep our customers 

learning, creating, sharing and connecting so that life can remain as normal as it can during this 

challenging time.” 

Arguably one of its best-timed launches, Apple released the next generation of the iPhone SE, an 

affordable and powerful iPhone that has some parts from each of its great iPhones and its 

packaged together at a more-affordable price point starting at $349. While FaceTime is a big hit 

in a quarantined world, it does not have the monetary upside that software like Zoom or 

Microsoft Teams has. That’s certainly not the end of the world, though, as we think Apple’s 

ecosystem as a whole is tremendously valuable, rather than individual components. Apple’s 2020 

earnings estimates have been whacked by analysts from $14.00 on January 31 to $12.40. Still, 

we think that Apple continues to earn its spot as a core holding in our broadly diversified 

portfolios and we have raised our Target Price to $336. Shares yield 1.1%, with the payout 

having been boosted this year from $0.77 to $0.82 quarterly. 

 


