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Market Review 

A little housekeeping before this week’s missive. As indicated on our June 12, 2020 Sales Alert, 

we let go of a modest portion of our outsize ownership stake in Apple (AAPL – $349.72) for our 

newsletter portfolios on Tuesday, June 16. We sold 82 and 13 Apple shares respectively held in 

TPS Portfolio and Buckingham Portfolio at $349.915. We will also reduce our Apple position in 

our hypothetical Millennium Portfolio and PruFolio, liquidating a 0.9% or so position, which 

works out to 34 shares in the former account and 60 shares in the latter account. We will use the 

same $349.915 price for these hypothetical sales. 

While it was poor last few days, we can’t complain too much that the major market averages 

finished the latest trading week well into the green, given that the equity futures early last 

Monday morning were suggesting stocks would drop more than 3% that day. 

Certainly, it was a week of contrast as stocks tumbled into the weekend on renewed COVID-19 

concerns, given a sizable increase in cases across numerous U.S. states. True, a significant 

increase in testing accounts for the jump in positives for the virus, but hospitalizations were also 

on the rise, while 34,000 more folks died around the world in the past seven days. 



 

In addition to the human toll, news on Friday that the aforementioned Apple decided to close 11 

stores in South Carolina, North Carolina, Florida and Arizona on virus concerns did little to help 

investor optimism, even as economic numbers out earlier in the week were remarkably strong, 

especially in the case of retail sales,… 



 

…and the outlook for manufacturing. 



 

In addition, the index of leading economic indicators soared a massive 2.8%, arguing for a 

significant economic recovery over the balance of the year. 



 

Of course, given how horrendous Q2 economic growth is likely to be… 



 

…with unfathomable scores of Americans out of work,… 



 

…it is not surprising that the Conference Board, the keeper of the LEI, was quick to add, “New 

orders in manufacturing, consumers’ outlook on the economy, and the Leading Credit Index still 

point to weak economic conditions. The breadth and depth of the decline in the LEI between 

February and April suggest the economy at large will remain in recession territory in the near 

term.” 

Obviously, the economic outlook is highly uncertain,… 



 

…but the Federal Reserve provided another reminder last week of the support it is providing to 

the economy and the capital markets with the announcement that Jerome H. Powell, Richard H. 

Clarida & Co. “will begin buying a broad and diversified portfolio of corporate bonds to support 

market liquidity and the availability of credit for large employers.” 

Indeed, in our view, the Fed remains the friend of equity investors, at least for the foreseeable 

future. As Federal Reserve Vice Chair Richard H. Clarida concluded in his June 16 speech: 

The coronavirus pandemic poses the most serious threat to maximum employment and, 

potentially, to price stability that the United States has faced in our lifetimes. There is much that 

policymakers—and epidemiologists—simply do not know right now about the potential course 

that the virus, and thus the economy, will take. But there is one thing that I am certain about: 

The Federal Reserve will continue to act forcefully, proactively, and aggressively as we deploy 

our toolkit—including our balance sheet, forward guidance, and lending facilities—to provide 

critical support to the economy during this challenging time and to do all we can to make sure 

that the recovery from this downturn, once it commences, is as robust as possible. 

Those forceful, proactive and aggressive actions by the Fed have included slashing interest rates 

to near zero, which we strongly argue continues to be a massive positive for equity prices, from 

an earnings and dividend perspective,… 



 

…not to mention when considering what folks might earn if they park their money in cash or 

government security money market funds, where yields are now 0.01%, with even the yield on 

“Prime” money markets a pittance. 



 

Despite those miserable yields, the masses have been piling into the proverbial mattress in an 

effort to keep their money safe,… 



 

…providing further debunking to the view expressed by some market watchers that investors are 

euphorically plowing money into U.S. stocks. 



 

In fact, the latest AAII Investor Sentiment Survey just issued a contrarian buy signal for 

stocks,… 



 

…even as we concede that the week prior’s ICI data showing big inflows, finally, into U.S. stock 

mutual and exchange traded funds came with awful short-term market timing. Happily, we see 

little about which to be concerned looking at longer-term fund-flow data. 



 

No doubt, COVID-19 headlines will drive near-term equity market movements, so we remain 

braced for downside volatility, but with interest rates so low we can’t help but remain optimistic 

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

undervalued stocks. 



 

Stock Updates  

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

results or had other news that impacted their respective Target Prices last week. 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/. 

Despite reporting a very strong quarter and offering a more robust outlook for the rest of the year 

than was put forth back in April, shares of Kroger Co. (KR – $32.24) were essentially flat last 

week. The grocery store operator said that it earned $1.22 per share in the period, versus the 

expected $1.00, and recorded revenue of $41.6 billion, compared to the consensus analyst 

estimate of $40.3 billion. Same store sales, excluding fuel, jumped 19% versus the consensus 

estimate of +13.6% (and vs. +1.5% in the same quarter a year ago). The grocer’s digital sales 

continued to benefit from social distancing mandates, jumping 92%. 

CEO Rodney McMullen commented, “The COVID-19 pandemic and the most recent instances 

of racial injustice have changed our country in unmistakable ways, not the least of which is the 

devastating loss of life and livelihood that has affected so many Americans. Kroger remains 

guided by our purpose and our values. I am proud of our associates who stepped up when we 

https://theprudentspeculator.com/dashboard/


were called to be there for our customers, communities and each other. Our company is proud to 

stand with our Black associates, customers and communities against racism and for a more just 

and equitable society…Under Restock Kroger, we have made significant investments over the 

last several years to establish a seamless digital ecosystem, strengthen Our Brands and our 

personalization capabilities, and to enhance product freshness and quality. These investments 

helped Kroger deliver improved results in 2019, a strong start to the quarter, and very much 

came to the forefront as we provided our customers with the fresh food and essentials they have 

needed during the pandemic.” 

Management said that Kroger’s net total debt to adjusted EBITDA ratio is now 1.81, compared 

to 2.54 a year ago and a target range of 2.30 to 2.50. The company held temporary cash 

investments of approximately $2.3 billion as of the end of the quarter, reflecting better operating 

performance and significant improvement in working capital. 

CFO Gary Millerchip added, “The COVID-19 pandemic has dramatically changed the outlook 

for food retail in 2020 and we continue to monitor, evaluate and adjust our plans to address the 

impact to our business. There are still many unknown factors related to the long-term impact of 

COVID-19 that could influence our financial results for the remainder of 2020, such as: 

continued investments to help our customers and associates, uncertainty surrounding consumer 

behavior, restrictions and what will be the new normal, and potential long-term shift in 

customers eating more food at home.” 

Mr. Millerchip continued, “In recognition of these factors, it is difficult to predict specific 

outcomes and as such Kroger is not reaffirming or providing new 2020 guidance. While we 

expect to exceed the outlook shared in our April 1 business update for identical sales without 

fuel, adjusted FIFO operating profit, adjusted EPS and adjusted free cash flow, the company is 

not able to forecast the extent of such upside for the reasons mentioned above. Kroger’s financial 

model has proven to be resilient throughout the economic cycle. We remain confident in our 

business model as well as our ability to generate strong free cash flow and achieve sustainable 

and attractive total shareholder returns.” 

While competition remains stiff in the grocery space, we like that Kroger continues to remake 

itself and has moved more in the direction of being offensive versus defensive/reactive. 

Competitive headwinds won’t die down anytime soon, but we are pleased to see the continued 

progress being made, and we believe there is more upside to be offered in KR shares. The stock 

trades a bit below 12 times NTM adjusted EPS projections and its dividend yield of 2% is still 

attractive. In addition, with American shoppers continuing to buy groceries as they eat at home 

more during the COVID-19 pandemic, the cash registers are likely to keep on ringing a little 

more rapidly. Our Target Price for KR has been boosted to $39. 

System software firm Oracle (ORCL – $54.40) posted earnings per share of $1.20, versus the 

$1.15 estimate, in fiscal Q4 2020. ORCL had sales of $10.4 billion (vs. $10.7 billion est.). 

Illustrating yet again the inefficiencies in the equity markets, shares slipped 5.6% following the 

announcement, but quickly recovered and actually ended the full trading week with a nearly 5% 

gain. Despite sending virtually all of its global workforce home to work, ORCL was able to 



make significant improvements for critical customers including HHS, the CDC and National Red 

Cross, which had huge jumps in traffic. 

CEO Safra Catz said, “As we saw the pandemic begin to take hold, we acted swiftly to lower our 

operating expenses by 8%. Non-GAAP operating income was $5.1 billion, down slightly from 

last year; and the operating margin was 49%, up 2% from last year. As a reminder, to take 

advantage of very favorable interest rates, we issued $20 billion in debt in the quarter. Now for 

the full fiscal year, total Cloud Services and License Support revenue was $27.4 billion, up 4% 

and accounting for 70% of total company revenue, up from 68% last year. Total company 

revenue for the year were $39.1 billion, up slightly in constant currency. Non-GAAP EPS was 

$3.85 in USD, up 9% and up double digits for the third consecutive year at 11% in constant 

currency. The full year operating margin percentage was up slightly at 44%, and I expect we will 

see record margins in the coming years as our revenue growth accelerates and we benefit from 

greater scale in the cloud. Operating cash flow over the last 4 quarters was $13.1 billion.” 

Ms. Catz continued, “We are confident in our growth because our mix of business is becoming 

increasingly favorable. Our revenue is now clearly in one of 3 distinct groups: one growing, one 

stable and one declining. What I see is that while overall revenue growth has averaged around 

1% to 2% over the last few years, underneath, the growing businesses have grown at a 30% 

compound annual growth rate, the declining businesses averaged almost double-digit decline and 

our stable businesses were up 1% or 2%. We are now at a point where our growing businesses 

are now larger than our declining businesses. And this favorable shift will inevitably drive 

revenue acceleration going forward.” 

Oracle Founder Larry Ellison highlighted some of the advantages of Oracle’s systems versus the 

competition, “Most people don’t believe that Oracle has the fastest cloud and the lowest-cost 

cloud. But when you come here and try it, that’s exactly what you find out. And you’re just 

seeing the beginning of that happening. And I think a bunch of people were shocked that Zoom 

picked Oracle. I think Zoom was shocked when they looked at the results after they moved their 

application to Oracle. And we were faster, much faster, and we were much less expensive and 

we were more secure. So we think as people compare our cloud, our infrastructure, our second-

generation infrastructure, to AWS and Azure and the rest, they’re going to pick our cloud. They 

just have to come look as opposed to just assuming, ‘Hey, AWS is bigger so they must be better. 

Azure is bigger so they must be better.’ Once they look, we win…And we think we’re going to 

get the lion’s share of our installed base, our database installed base, moving to our cloud. If I’m 

right, if that’s right, our Infrastructure Cloud business is gigantic. We have hundreds of 

thousands of database customers, including all the largest companies and governments on the 

planet Earth.” 

ORCL repurchased 107 million shares for a total of $5.2 billion throughout the quarter, bringing 

purchases over the last 12 months to 361 million shares for a total of $19.2 billion and reducing 

the total share count by 40% over the past 10 years. The Board of Directors declared a quarterly 

dividend payment of $0.24, consistent with the amount paid the last few quarters. ORCL expects 

total revenue to grow between 0% and 2% in constant currency, while EPS is expected to grow 

5% to 9% ($0.85 to $0.89). 



We remain encouraged by recent successes and we believe that ORCL still has the right 

leadership team in place as the business adapts to a dynamic cloud business. We have been 

pleased with ORCL’s execution despite the work-from-home restrictions, and we think that 

increased importance of remote work will continue to benefit ORCL. While there have been 

missteps and challenges along the way, we have always liked ORCL’s relentless pursuit of the 

#1 spot in any competition. We think that ORCL shares remain attractive, trading for 13 times 

forward earnings and currently yielding 1.8%. Our Target Price has been bumped up to $64. 

Electronic manufacturing services firm Jabil (JBL – $33.51) earned $0.37 per share in fiscal Q3 

2020 (vs. $0.34 est.). JBL had total revenue of $6.3 billion, versus the $5.6 billion estimate. 

Shares rose 2.2% following the announcement and nearly 9% for the week, as Jabil was 

propelled by strong demand in health care and packaging, cloud, edge devices and mobility. The 

company also reshuffled some of its production lines to produce critical supplies such as 

ventilators, specialized manifolds, face shields, 3D-printed components, protective masks and 

test kits. 

CEO Mark Mondello said, “As we sit here today, the impact of COVID will cost us roughly 

$160 million to $170 million for fiscal year ’20. Therefore, we’re taking aggressive actions to 

reshape the organization and ready ourselves for fiscal ’21. We’ll reduce our workforce, and in 

return, lower our cost structure by roughly $50 million. It’s important to note that throughout this 

macro uncertainty, we remain steadfast in prioritizing free cash flow and expanding core 

operating margins. You can be assured that we’re navigating today’s issues while being 

thoughtful about tomorrow’s challenges. Looking ahead, I believe our business landscape and 

how we choose to conduct our business may look and feel a bit different. It will possibly be more 

efficient. It will possibly be more optimized. I think this could have real benefits as long as we 

don’t lose a single ounce of our customer intimacy, or customer care. Also, I believe key secular 

trends will remain and remain in our favor.” 

CFO Michael Dastoor detailed, “Putting it all together at an enterprise level, demand largely held 

in Q3. However, the makeup of this demand varied extensively by end market and region as the 

COVID-19 outbreak and stay-at-home orders around the world impacted each in a unique way. 

Turning now to our Q3 financial results. The combination of our ability to largely remain open, 

efficiently navigates for factory shutdowns, and the diverse nature of our end markets allowed us 

to deliver $6.3 billion in net revenue during the quarter, in line with internal forecasts. To me, 

this is a meaningful and further illustration that our diversification strategy is working… With 

the success in diversifying the business, we feel it is an appropriate time, especially amidst the 

current economic landscape, to take steps to proactively optimize our cost structure and improve 

operational efficiencies. Therefore, during Q3, we’ve taken steps to reduce our worldwide 

workforce… We repurchased approximately 800,000 shares for $21 million in Q3, bringing our 

total year-to-date repurchases to $190 million. Turning now to our fourth quarter guidance that 

includes approximately $45 million to $55 million in COVID-19 related costs. Core operating 

income is estimated to be in the range of $145 million to $245 million. Core diluted earnings per 

share is estimated to be in the range of $0.46 to $0.86. GAAP diluted earnings per share is 

expected to be in the range of $0.04 to $0.50.” 



Despite the obstacles presented by COVID-19, our confidence in Jabil’s ability to execute its 

business plan remains. And, although demand in the current environment remains challenged, 

the firm is positioned to benefit from intermediate to long-term tailwinds in Cloud, 5G and the 

electrification of automobiles. Analysts expect reduced earnings in fiscal 2020 (one quarter left) 

near $2.60, but they are expected to grow to $3.48 in 2021. The company’s demonstration of 

strong performance across a diversified business platform, reasonable valuation (9.6 times 2021 

EPS) and generous capital return program are positives, and we have nudged up our Target Price 

to $48. 

Cruise operator Carnival Corp (CCL – $17.83) revealed in its second quarter financial results 

furnished last week that it lost $3.30 per share as operations were on pause for much of the 

period. The $1.95 EPS loss expected by analysts appeared to be a wild guess given the firm’s 

negligible revenue ($0.7 billion vs $4.8 billion a year ago), while even Carnival management has 

stated that it is unable to provide an earnings forecast. Liquidity remains the focal point, as 

management expects to burn through $650 million per month in the second half of the year as it 

strives to rein in costs. In addition, preliminary agreements for the divestment of six ships in the 

next 90 days have been entered with the potential for additional agreements in the near-term. 

Despite the obviously difficult hurricane into which Carnival has been sailing, and a significant 

pullback from rebound highs, shares have more than doubled since the announcement in early 

April of various financing arrangements to raise additional debt and equity capital, and the 

purchase of an 8.2% equity stake by the sovereign wealth fund of Saudi Arabia. Total liquidity 

for general purposes currently sits at $7.6 billion, with an additional $8.8 billion of export credit 

facilities to fund ship deliveries originally planned through 2023. 

And it looks like the rough seas will extend a while longer. In a statement on Friday afternoon, 

Cruise Lines International Association said that its member cruise lines, including Carnival, have 

decided to “voluntarily extend the period of suspended passenger operations. The current No Sail 

order issued by the [CDC] will expire on July 24, and although we had hoped that cruise activity 

could resume as soon as possible after that date, it is increasingly clear that more time will be 

needed to resolve barriers to resumption in the United States…We are confident that future 

cruises will be healthy and safe, and will fully reflect the latest protective measures, as we also 

feel that it is appropriate to err on the side of caution to help ensure the best interests of our 

passengers and crewmembers. We have therefore decided to further extend our suspension of 

operations from U.S. ports until September 15. The additional time will also allow us to consult 

with the CDC on measures that will be appropriate for the eventual resumption of cruise 

operations.” According to posts by the firm on social media, Carnival will begin to notify its 

guests and travel agent partners on Monday with details of its specific plans. 

No doubt, global travel in general and cruising specifically has been upended as a result of 

COVID-19. Even once cruising eventually resumes, short-term shifts in consumer behavior are 

likely to pressure pricing and yields, while higher spend to implement cleanliness and health 

protocols ought to reduce profitability. That said, we are still of the mind that Carnival’s brand 

and financial position are strong enough to weather the unprecedented turbulent waters through 

which the company continues to sail. 



And, with customer deposits balance of $2.4 billion slated for cruises beyond 2020, we still 

believe long-term demand will remain intact. CCL management said on Thursday, “As of May 

31, 2020, cumulative advanced bookings for the full year of 2021 capacity currently available for 

sale are within historical ranges at prices that are down in the low to mid-single digits range 

including the negative yield impact of FCCs and onboard credits applied, on a comparable basis. 

For the full year of 2021, booking volumes for the six weeks ending May 31, 2020, were running 

meaningfully behind the prior year. However, the company saw an improvement in booking 

volumes for the six weeks ending May 31, 2020 compared to the prior six weeks.” 

As all of our companies jockey for a place in our diversified portfolios, we continue to evaluate 

CCL against other opportunities in our universe, but for now we are content to hold our shares 

for a revised Target Price of $24. 

Shares of Biogen (BIIB – $271.00) opened trading roughly 6% lower on Thursday as a West 

Virginia District Court ruled against the firm in a patent suit brought by Mylan Inc. related to its 

blockbuster Multiple Sclerosis drug Tecfidera. The court stated that certain claims of the relevant 

‘514 patent are invalid for “lack of written description.” Granted in 2013, the patent offered 

exclusivity through 2028 and was the last protection remaining since the other Tecfidera patent 

was set to expire in June 2020. 

The MS franchise, with Tecfidera as its star, represented 39% of 2019 product sales, so an 

earlier-than-expected loss of patent protection would be a big deal. Not surprisingly, Biogen will 

appeal, even as Mylan is said to be eager to launch its generic alternative later in the year. No 

doubt, plenty of legal fees will be racked up before all is said and done, and this is certainly a 

tough blow for Biogen as the firm’s future seemingly becomes characterized more and more by a 

pipeline of high risk/high reward neurological therapies. 

Of these, Alzheimer’s drug aducanumab possibly represents the most potential. The most recent 

10-Q filing offered this update on Aducanumab (AB mAb): “During the first quarter of 2020 we 

initiated the EMBARK global re-dosing clinical study, which is designed to evaluate 

aducanumab, an anti-amyloid beta antibody candidate for the potential treatment of AD that we 

are developing in collaboration with Eisai Co., Ltd. (Eisai), in eligible AD patients who were 

actively enrolled in aducanumab studies (PRIME, EVOLVE, EMERGE and ENGAGE) in 

March 2019. In April 2020 we announced that we currently expect to complete the U.S. filing for 

aducanumab in the third quarter of 2020.” 

Certainly, aducanumab would be a home run if it passes muster, but we note that Biogen’s 

balance sheet is strong, while the revenue stream apart from Tecfidera remains diversified and 

generates significant free cash flow. Although we remain vigilant and aware of the risks, we 

continue to be patient, given a BIIB valuation well below that of peers. Our Target Price has 

been trimmed to $448, but the stock presently trades for just 7.6 times earnings and it is hard to 

imagine the company not being snapped up by an acquirer if the shares continues to reside in the 

discount bin. 

 


