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EXECUTIVE SUMMARY 

TPS 644 – June Edition of The Prudent Speculator Coming by Wednesday Morning, June 3 

Target Prices – New Listing Soon Will be Posted to theprudentspeculator.com 

Week in Review – Terrific Four Days 

Value vs. Growth – Inexpensive Stocks Enjoy a Little Time in the Sun 

Econ News – Data Still Awful but Numbers are Improving 

COVID-19 – Increase in Death Rate Has Slowed 

Patience – Volatility and Frightening Events Have Been Overcome in the Fullness of Time 

Stock News – Updates on CM, NTAP, MU and SNY 

Market Review 

Work is underway on the June edition of The Prudent Speculator. This month, we will offer our 

regular Earnings Scorecard feature, while we have a new recommendation that will be slotted 

into TPS Portfolio. If all goes according to Hoyle, we will email TPS 644 late Tuesday night, 

June 2, or on Wednesday morning, June 3. In the interim, we will be posting updated Target 

Prices to theprudentspeculator.com. 

We could have done without Thursday, to be sure, and Friday was a not-so-grand day for 

inexpensively priced companies, but it was a terrific holiday-shortened trading week for equities 

in general and Value stocks in particular. Indeed, the Russell 3000 Value index gained 4.41% 

over the four days, compared to a total return of 2.13% for the Russell 3000 Growth index and a 

3.04% advance for the S&P 500. 

http://theprudentspeculator.com/


 

Obviously, two weeks does not a trend make and Value has a long way to go before even coming 

close to reaching equilibrium with Growth,… 



 

…much less returning to its historical level of outperformance,… 



 

…but we would argue that developments on the economic front as economies around the country 

and the world gradually reopen supports the prospects of stocks with less expensive valuation 

metrics. 



 

True, the U.S. economy went into a tailspin in March, as evidenced by the miserable updated Q1 

calculation of -5.0% gross domestic product growth released last week,… 



 

…and the collapse of GDP in Q2 almost will be beyond comprehension,… 



 

…but the statistics are stabilizing, with housing starting to look up,… 



 

…no doubt buoyed by microscopic interest rates, which also add to the appeal of equities, in 

addition to real estate. 



 

We would also expect a sizable rebound in the months ahead in consumer spending as stay-at-

home orders are lifted, pent-up demand is unleashed and government stimulus works its way 

through the system,… 



 

…while other economic data points are not as bad today as they were a month ago. 



 

Certainly, there continues to be plenty about which to worry regarding the economy, while we 

cannot ignore the ramifications of the social unrest spreading across the U.S. and the potential 

for unsettling events on the geopolitical stage, so we continue to be braced for downside equity 

market volatility. 



 

Of course, while the equity futures as we pen these comments are suggesting that June will get 

off to a bumpy start, good news also is possible as was witnessed on Saturday with the successful 

SpaceX launch, while progress continues to be made on the COVID-19 front, even as the 

number of deaths around the world is now more than 370,000. 



 

Yes, we understand that the near-term outlook is as cloudy as ever, but we retain our enthusiasm 

for the long-term prospects of our broadly diversified portfolios of what we believe to be 

undervalued stocks, with our optimism bolstered by the fact that equity markets have overcome 

crisis after crisis over the past nine decades. 



 

Stock Updates  

Jason Clark, Chris Quigley and Zach Tart look at four of our companies that posted quarterly 

results or had updates out 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/. 

Shares of Canadian Imperial Bank of Commerce (CM -$63.93) finished the week up over 7%, 

even as second quarter results that missed analyst expectations ($0.68 vs. $1.14 per share) caused 

a 3% slide over the last two trading days. The north-of-the-border financial giant posted solid 

pre-provision results despite materially lower transaction volumes in both business and personal 

banking, which in combination with lower financial asset values, particularly at the end of 

March, pushed fee income lower by 13% versus the prior quarter. Loans and deposits grew by 

5% and 9%, respectively, as clients leaned on CIBC’s credit to boost liquidity. The bank took 

provisions that were more than 5 times the average amount in the previous 5 years, pushing 

reserves for loan losses up to about 75 basis points of total loans. Even still, CIBC’s 11.3% 

capital ratio underpins a strong balance sheet and supports the bank’s ability to weather recently 

experienced and future duress, should it come. 

https://theprudentspeculator.com/dashboard/


CEO Victor Dodig commented, “Our core franchise is strong. And while economic headwinds 

are likely to be here for the near term, our client focus and our well-diversified business will 

allow us to get back to pre-COVID levels of profitability as the recovery takes hold. In addition, 

while there are many unknowns related to the pandemic, it’s effect on the economy and the path 

to recovery, what is certain is that our strong capital liquidity will allow us to withstand ongoing 

stress, while continuing to support our clients and protect our dividend for our shareholders.” 

He continued, “And finally, disruption creates opportunity. We are continuing to invest for the 

long-term with an eye towards strength in technology and innovation as well as in building 

relationships so that we emerge on the other side as a stronger bank. We’ve already fast-tracked 

some of our investments in technology to support digital engagement as well as working 

remotely, and we will continue to review other areas of our business to adapt and develop 

competitive advantages in this new normal environment. We have a talented leadership team 

who, along with our entire CIBC team, has stepped up to the challenge.” 

While our holding size is relatively small and we are always considering consolidations within 

our bank stocks, for the time being, we continue to like our exposure to Canadian banking in 

general, which benefits from high barriers to entry due to the country’s regulatory structure, and 

CM in particular, as it trades at a discount (CM’s price to book ratio is on the lower end despite a 

5-year average return on equity above the median) to its peer group of major Canadian banks. 

The recent declaration adds to a longstanding streak of dividends, with CM now yielding a rich 

6.6%. Shares trade well below our adjusted Target Price of $96. 

NetApp (NTAP – $44.54) earned $1.19 per share in fiscal Q4 2020 (vs. $1.07 est.). The provider 

of storage and data management solutions had sales of $1.4 billion (vs. $1.4 billion est.). Shares 

fell 4.6% following the announcement, though the week’s loss was 2%. While February and 

March were strong, NTAP saw delays in some large deals in April, along with pulling forward 

some orders to get ahead of shutdowns or quarantines. In management’s view, seasonality and 

revenue mix also contributed negatively to the quarter. 

CEO George Kurian said, “In Q4, we achieved our target of adding 200 primary sales head 

count, 1 quarter ahead of schedule. This additional sales capacity has enabled us to close 

coverage gaps and to dedicate resources focused on new customer acquisitions. As a reminder, 

we funded this head count by making trade-offs in the business, not by adding to the company’s 

total operating expenses… We made tremendous progress in our cloud business in FY ’20. As I 

noted last quarter, we achieved general availability on all the leading cloud providers. NetApp 

Cloud Volumes is the #1 shared file storage platform available in all the public clouds. Our 

intellectual property is embedded in every region and data center that Microsoft, Google and 

Amazon Web Services bring online. We were again named Google Cloud Technology Partner of 

the Year for Infrastructure. Azure NetApp Files is Microsoft’s shared storage platform for 

primary workloads, SAP, high-performance computing, database, Windows Virtual Desktop and 

the Azure VMware service. Azure continues to be a good source for new customer acquisition, 

with more than 40% of Azure Netapp Files customers being new to NetApp.” 

“With our Data Fabric strategy, we help customers tackle these challenges by modernizing 

legacy infrastructure and simplifying the integration and orchestration of data services, so that 



they can rapidly respond to a changing environment and fuel innovation. While we cannot 

predict when the world will return to normal, the enduring importance of data is clear. We are 

confident that the demand for our products and services will be strong as we emerge from this 

crisis…we are focusing our resources on the solutions that lead to the highest returns, storage 

and cloud data services. We are broadening our reach with a dedicated cloud sales focus, 

expanded enterprise sales coverage and dedicated customer acquisition resources,” concluded 

Mr. Kurian. 

We believe 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. Mr. Kurian, in response to an analyst question 

asking how NTAP cross-sells and gets existing customers to use more NetApp services, said, 

“We are certified to run SAP on both the Google cloud as well as the Azure cloud. And many 

customers are starting to use SAP on those cloud provider platforms with NetApp, they may not 

run their entire SAP environment on those clouds. They may run a portion of it, for example, 

analytics or business intelligence or something like that. And so we get to go and tell them, 

‘Listen, you’re using SAP on Azure on NetApp, and you like the technology and the benefits, 

why wouldn’t you use us for your transaction processing environment on-premise?’ So it’s more 

of a relationship and a customer confidence and awareness benefit we get than specific 

incentives.” 

We think this strategy, along with an overall increase in NTAP’s sales force, offers a compelling 

value-add for existing customers, while prospective customers have real-world examples using 

NetApp’s products to review. NTAP expects Q1 revenue between $1.09 billion and $1.24 billion 

(compared to $1.24 billion year ago) and adjusted EPS between $0.36 and $0.44 (vs. $0.65 a 

year ago). 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 2022 P/E near 11) and EPS of at least $4.00 expected for fiscal 2022 and 2023, following a 

trough of $3.31 for the current fiscal year. The company has a strong balance sheet and the 

dividend yield is a generous 4.3%. Our Target Price for NTAP now resides at $73. 

Micron Technology (MU – $47.91), a manufacturer of memory chips and semiconductor 

components, offered a guidance update that was well above previous estimates for Q3 2020, 

sending shares up 6% for the week. MU now expects revenue to come in between $5.2 billion 

and $5.4 billion (vs. $4.6 billion to $5.2 billion previously) and adjusted EPS between $0.75 and 

$0.80 (vs. $0.40 and $0.70 previously). The improved outlook was a result of higher DRAM and 

NAND demand, particularly in work-from-home and e-commerce segments. 

CEO Sanja Mehrotra, via Sanford Bernstein’s virtual Strategic Decisions Conference, on May 27 

offered some color on the current business landscape, “COVID impacted the industry demand. 

As we have spoken about before that we have seen some acceleration in cloud workloads, data 

center demand as well as surge in demand related to enterprise PC and e-learning and notebook 

computers as well. On the other hand, COVID environment has impacted consumer, has 

impacted the smartphone demand, and certainly, has impacted the automobile market as well. 

However, when we look at the long-term trends, these trends tend to be strong. The demand 



drivers related to AI, 5G, will continue to drive growth in our industry. Near term, we may have 

certain uncertainty that we have talked about before that COVID has introduced in the near-term 

environment.” 

Mr. Mehrotra continued, “While our business performed better than our expectations over fiscal 

Q3, it is meaningfully lower than our pre-COVID expectations. And COVID-related macro will 

likely continue to be a negative factor in second half of calendar 2020 as well. And much will, of 

course, depend on the pace and rate of recovery around the globe from the lockdowns and the 

COVID situation and will also depend on the strong government stimulus measures continued 

across the world. Hopefully, by some time in 2021, we expect healthier market conditions. On 

the demand side, we have certainly seen an acceleration in digitization of the economy due to 

COVID, which arguably should benefit long-term demand growth. Some companies have 

indicated cloud demand actually has pulled ahead a couple of years. And looking ahead, there 

are positive demand drivers with recovery in consumer, 5G and stimulus-related spending on AI 

and 5G. And on the supply side, certainly, there has been more discipline related to CapEx in 

2020. And that should lead to less growth than pre-COVID. And as is also well-known that 

certain tool deliveries, et cetera, had been delayed, given the commentary that has been made by 

ecosystem players, and that also impacts the supply side of the industry as well.” 

While Micron tends to have a higher beta than our average position, we think that the company’s 

potential to outperform is also above average. Analysts project the company’s EPS to grow from 

$2.45 this year to $5.75 in 2022, and management has maintained a strong balance sheet since 

2017, with more cash than debt at the end of each fiscal year. Our Target Price for MU now 

stands at $65. 

French health and pharmaceutical concern Sanofi (SNY – $49.11) announced this past Tuesday 

its intention to shed its ownership stake of Regeneron (REGN) subsequent to the position’s 

lockup period that ended last December. SNY’s holdings included 23.2 million shares and 

represented close to 21% of Regeneron. The two firms have collaborated since 2003 to co-

market multiple treatments and maintain a long-term pact to create additional drugs, which will 

remain even after the sale. Regeneron purchased about 9.8 million shares, while the rest were 

sold to the public, in a deal that closed on Friday at a price of $515 per share. 

“Sanofi and Regeneron’s collaboration has been one of the most productive in the industry, 

creating significant value for both companies but more importantly, resulting in five important 

medicines for patients. Sanofi remains committed to continuing our collaboration with 

Regeneron which remains an integral part of our overall strategy, and this decision was fully 

aligned with Regeneron, said Paul Hudson, CEO of Sanofi. “The decision to divest our holdings 

is consistent with our efforts to enhance value creation for our shareholders. We believe the 

proceeds from this transaction will help further our ability to execute on our strategy to drive 

innovation and growth.” 

Given the new direction for Sanofi under relatively new leader Mr. Hudson, we aren’t that 

surprised at the decision to monetize the Regeneron stake. That said, we were a bit frustrated by 

the mammoth discount taken by Sanofi in the sale, given that REGN shares closed trading on 

Friday at $612.81. Of course, REGN began 2020 at a price of $375, so the sale valuation looks 



pretty good in that context. Further, we remain excited about the future at SNY and expect to 

benefit from a pipeline that is increasingly more focused on areas of unmet medical need, such as 

oncology and immunology. The two companies are still collaborating on Dupixent, where sales 

continue to grow rapidly as new indications come online. SNY trades for 14 times estimated 

earnings and yields a net 2.8%. Our Target Price has been nudged up to $61. 

 


