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Market Review 

Work is underway on the November edition of The Prudent Speculator. This month, we have one first-

time recommendation, while our Graphic Detail feature looks at Seasonality as we head into the 

historically best performing six months of the year, as well as the Presidential Cycle. We plan to publish 

TPS 649 on Wednesday evening, November 4. 

***** 

Certainly, it was a tumultuous five days of trading, but there was more interesting market analysis this 

past week, courtesy of The New York Times. Friday’s edition told us that equities rallied on Thursday (the 

one day they were higher) because “U.S. gross domestic product soared to a widely predicted record 

bounce that helped trigger stock buying on Wall Street.” 



 

Not sure why stocks would rally if the 33.1% annualized GDP growth number was “widely predicted” as 

the efficient-market hypothesis states that asset prices reflect all available information. Of course, the 

tally actually was modestly better than expectations, with the massive Q3 economic rebound part of the 

reason, in our view, that Value stocks have fared better than Growth over the last two months,… 



 

…even as there are no awards for red ink, with the Russell 3000 Value index off 3.6% since the 

end of August, compared to a skid of 7.6% for the Russell 3000 Growth index. 



 

And speaking of efficient markets, that same Times article went on to say about Thursday’s 

rebound, “The S&P 500 rallied partly on bets for strong earnings from mega-caps.” Indeed, that 

thinking was spot on as four of the five largest companies in the S&P 500 (Apple (AAPL – 

$108.86), Amazon.com, Alphabet (GOOG – $1621.01) and Facebook) reported fantastic Q3 

results after the close of trading on Thursday. A separate New York Times story proclaimed, 

“Tech Giants Continue Their Surge Ahead of the Rest of the Economy.” 

The Times analysis made perfect sense…until the market opened on Friday, and three of those 

four stocks, as illustrated in the chart above, saw massive reductions in their market 

capitalizations, each with one-day plunges of more than 5%. Readers know well that we own 

Apple and Google (our updated thinking is below), and that we don’t own Amazon and 

Facebook. As such, for one day anyway, we were sad, happy, happy and happy with Friday’s 

market reactions to the stellar results from the four heretofore superstar performers. 

However, we were more pleased to see one of the best relative days for Value stocks in a long 

time, with the Russell 3000 Value index outperforming its Growth counterpart by 223 basis 

points, even as Friday capped the worst week overall for U.S. equities since March. The Dow 

Jones Industrial Average bore the worst of the selling for the week, skidding 6.5% on a total 

return basis, while the Russell 3000 and S&P 500 indexes each dropped more than 5.6%. 



 

While market volatility is part of the game for equity market investors, especially in 2020, with 

the latest setback marking the sixth separate occasion just this year where the S&P 500 has 

dropped 5% or more without an intervening 5% rebound,… 



 

…stocks were not helped last week by news on the health front. As The New York Times, quickly 

changing its daily market movement rationale tune, reported in its Saturday edition, “The latest 

sell-off has come as a second wave of [COVID-19] cases forced more lockdowns in Europe, 

threatening economic recovery and spooking investors around the world.” In the U.S., confirmed 

COVID-19 cases hit 9 million on Friday with many states posting record numbers of infections 

and hospitalizations, while Boris Johnson on Saturday announced a new month-long lockdown 

for England. 



 

No doubt, it is difficult to think that coronavirus news will not get worse before it gets better, 

even as numerous pharmaceutical and biotech companies are making progress on vaccines and 

therapeutics, so we would not be surprised to see equities remain under pressure in the near term. 

Of course, businesses, for the most part, have adapted to the COVID-19 world, while the shock 

of the global pandemic has lessened as folks have come to better understand and live with the 

risks. After all, there was still toilet paper and canned goods at the local supermarket this 

weekend, while the latest batch of domestic economic statistics out last week were fairly upbeat 

in terms of the health of the consumer,… 



 

…and for the state of the manufacturing sector, with even the still-dismal weekly jobless claims 

tally better than many had been predicting. 



 

Certainly, we do not mean to downplay the dangers of COVID-19, and we respect that the 

outlook for GDP growth in the current quarter hardly is robust,… 



 

…but life carries on and stocks in general have always persevered and moved higher in the 

fullness of time, overcoming health scares,… 



 

…and numerous other disconcerting events. 



 

To be sure, we understand that voting for President, Congress and many state and local 

candidates and issues is now ongoing with tomorrow the actual Election Day, so the level of 

uncertainty for investors is unusually high these days. As such, there isn’t a ton of optimism for 

stocks,… 



 

…even as equities have proved rewarding over the long term no matter who is in the Oval 

Office, and market concerns about a Democrat capturing the White House, as the current polls 

and betting odds suggest will be the case, or even a Democratic sweep of Congress, are not 

supported by historical data. 



 

Obviously, there are no assurances that past is prologue, but it is interesting that supposed 

conventional wisdom about what should happen on Wall Street (e.g. Republicans are better for 

stocks) is often turned on its head by what actually has taken place. 



 

So, we will simply stay the course during the Election turbulence, buoyed by our belief that our 

broadly diversified portfolios of undervalued stocks will provide handsome long-term returns. 

Our optimism is based on the fact that corporate profits (85.3% of S&P 500 members have 

posted Q3 earnings above expectations thus far, even as management outlooks have been 

guarded and sometimes have been met with no investor enthusiasm) likely will grow over 

time,… 



 

…and that many stocks are extraordinarily attractive today from an income perspective, given 

the incredibly low interest rate environment. 



 

Stock Updates  

While we are in the process of posting updated Target Prices to theprudentspeculator.com for all 

of our recommendations, Jason Clark, Chris Quigley and Zach Tart look at 13 of our companies 

that had developments of sufficient importance to merit a valuation review. Keep in mind that all 

stocks are rated as a “Buy” until such time as they are a “Sell.” A listing of all current 

recommendations is available for download via the following link: 

https://theprudentspeculator.com/dashboard/. We also offer the reminder that any sales we make 

for our newsletter strategies are announced via our Sales Alerts. 

Technology hardware designer and manufacturer Apple (AAPL – $108.86) earned $0.73 per 

share in Q4 2020 (vs. $0.70 est.). AAPL had total revenue of $64.7 billion, versus the $63.5 

billion estimate. Despite the solid quarter, shares fell 5.6% on account of weaker than expected 

iPhone sales volume and a sharp drop in revenue from China. CEO Tim Cook said that Apple is 

working “really, really hard” to fix supply chain constraints across most of the company’s 

hardware offerings. We note that year-over-year comparisons are more difficult for fiscal Q4, as 

Apple’s iPhone launch event occurred in October instead of the customary September date due to 

COVID-19. 

http://theprudentspeculator.com/
https://theprudentspeculator.com/dashboard/


Mr. Cook explained the secret to Apple’s success during this challenging year, “When we first 

began to grapple with COVID-19, I said there are worse things for a company whose business is 

innovation than having to periodically do just about everything in an entirely new way. This 

year, we not only launched our most powerful and compelling generation of hardware, software 

and services ever, we did it in a way that pushed us to reimagine every part of that innovation 

process down to how we share these announcements with the world and how we get new 

products into our customers’ hands. Working from kitchen tables and bedrooms, in distanced 

office settings and reworked labs and manufacturing facilities, the team rebuilt every part of the 

plane while it was midair, and the results speak for themselves. In a year that has been 

enormously challenging, our retail teams, contact centers and all those who work with our 

customers most closely have gone to creative and dedicated lengths to keep serving our 

customers, from adapting our stores for contactless pickup to new Apple express storefronts to 

new online customer support options. Amid store closings, reopenings and reimaginings, these 

teams have been an unfailing source of energy, creativity and determination. Innovation isn’t just 

about what you make, it’s about how you approach problems, and these teams and every team 

across Apple have not faced a single question this year that they haven’t found an answer to with 

passion and resolve. Their actions didn’t just meet the moment, they will make us a better 

company moving forward.” 

CFO Luca Maestri offered the outlook, “Given the continued uncertainty around the world in the 

near term, we will not be issuing revenue guidance for the coming quarter. However, we are 

providing some insights on our expectations for the December quarter for our product categories. 

These directional comments assume that COVID-related impacts to our business in November 

and December are similar to what we’ve seen in October. We just started shipping iPhone 12 and 

12 Pro, and we’re off to a great start. We are also excited to start preorders on iPhone 12 mini 

and 12 Pro Max next Friday. Given the tremendously positive response, we expect iPhone 

revenue to grow during the December quarter despite shipping iPhone 12 and 12 Pro 4 weeks 

into the quarter and iPhone 12 mini and 12 Pro Max 7 weeks into the quarter. We expect all other 

products in aggregate to grow double digits, and we also expect Services to continue to grow 

double digits. For gross margin, we expect it to be similar to our most recent quarters despite the 

costs associated with the launch of several new products. For operating expenditures, we expect 

to be between $10.7 billion and $10.8 billion.” 

Apple’s quarterly dividend remains at 20.5 cents per share and the company’s mountain of cash 

is $192 billion tall. We are pleased, though not surprised, that the delayed iPhone 12s are 

receiving strong reviews. The Apple Store had extended shipping times for most of the new 

models, which we think in this environment is reflective of pandemic-related supply chain 

constraints and strong consumer demand. The staggered roll-out of the various models also helps 

take pressure off the shipping system. Our Target Price for Apple is $136 and it remains one of 

the largest holdings in our broadly diversified portfolios. 

Search engine and internet technology leader Alphabet (GOOG – $1621.01) posted earnings per 

share of $16.40, versus the $11.42 estimate in fiscal Q3 2020. GOOG had sales of $38.0 billion, 

versus the $35.3 billion estimate. The company reported strength in Google Cloud, Google Play 

and YouTube subscriptions and said it would begin breaking out Google Cloud revenue 



separately next quarter. The company’s Google search engine had improving advertising spend 

in all geographies, a result of COVID-19-related searches and businesses resuming operations. 

CEO Sundar Pichai said, “I want to reiterate our 4 key areas of focus, which you’ve heard me 

talk about all year. First, creating the most helpful products for everyone. Our investments in 

Search, Maps and Shopping that I discussed earlier as well as YouTube are prime examples. 

Second, providing the most trusted experiences for our users. We continue to work hard to keep 

users safe and put them in control of their information. Every day, Gmail blocks more than 100 

million phishing attempts, and Google Play Protect scans over 100 million apps for malware and 

other issues. Third, executing at scale productively, securely and collaboratively; and finally, 

creating sustainable value, which means creating financially viable and self-sustaining products.” 

CFO Ruth Porat added, “We are pleased with the improvement in profitability versus the prior 

quarter, reflecting both the revenue performance versus Q2 as well as the tactical adjustments we 

made to slow down certain categories of spend in response to COVID. In particular, the 

deceleration in head count growth this quarter reflects the actions we took at the outset of the 

pandemic to focus hiring on our highest-priority areas like Google Cloud…Looking ahead, we 

remain focused on making the right investments to support growth. We continue to invest where 

we see the potential to create long-term sustainable financial value, including investing 

aggressively to support growth in Cloud. In addition, given the acceleration in digital 

transformation, we are focused on ensuring that we remain well positioned to deliver for users 

and advertisers in this evolving environment.” 

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 25), we believe the terrific balance sheet ($105 

billion in net cash or $152 per share) and great opportunity ahead make it an attractive holding. 

The company faces some new regulatory risk as a result of Congress’ interest in potentially anti-

competitive practices within the Tech and Communication Services sectors. At this point, it’s 

difficult to handicap the direction that investigation will head in due to the election on Tuesday, 

but we remain comfortable with our GOOG position. Our Target Price has been raised to $1,809. 

Computing giant Microsoft (MSFT – $202.47) earned $1.82 per share in fiscal Q1 2021 (vs. 

$1.55 est.). MSFT had total revenue of $37.2 billion, versus the $35.7 billion estimate. Shares 

have tumbled 5% since the announcement, though the year-to-date gain for the Washington-

based company is nearly 30%. 

CEO Satya Nadella said, “We are off to a strong start in fiscal 2021, driven by the continued 

strength of our commercial cloud, which surpassed $15 billion in revenue, up 31% year-over-

year. The next decade of economic performance for every business will be defined by the speed 

of their digital transformation. We are innovating across the full modern tech stack to help 

customers in every industry improve time to value, increase agility and reduce costs. We are 

building Azure as the world’s computer with more data center regions than any other provider, 

now 66, including new regions in Austria, Brazil, Greece and Taiwan. We’re expanding our 

hybrid capability so that organizations can seamlessly build, manage and deploy their 

applications anywhere. With Arc, customers can extend Azure management and deploy Azure 

data services on-premise, at the edge or in multi-cloud environments. With Azure SQL Edge, we 



are bringing SQL data engine to IoT devices for the first time. And with Azure Space, we are 

partnering with SpaceX and SES to bring Azure compute to anywhere on the planet…In a world 

of uncertainty and constraints, every person and every organization needs more digital 

technology to recover and reimagine what comes next. This represents an unprecedented 

expansion of our addressable market in every layer of the tech stack. We are focused on 

innovating and differentiating to meet these needs and growing opportunity.” 

CEO Amy Hood offered a detailed outlook, “In our commercial business, expanding addressable 

markets, differentiated value and consistent execution should drive another quarter of increased 

usage and growing commitment to our platform that drive commercial bookings. However, a 

declining expiry base will impact the growth. As always, large long-term Azure contracts are 

more unpredictable in their timing and increasing mix of these long-term agreements drives more 

quarterly volatility in bookings. And though trends have improved a bit, growth will continue to 

be impacted by transactional weakness. A strong prior year comparable that included the end of 

support for Windows 7 and Windows Server 2008 as well as transactional strength in Japan 

across our Office businesses will also impact growth rates. As digital transformation accelerates 

and our sales teams and partners continue to execute well in serving customers, our high-value 

solutions should drive full year double-digit revenue growth in our commercial segments even in 

a challenging and competitive environment.” 

Microsoft remains one of our larger holdings, even after we gave positions a recent trim towards 

the end of August. We continue to think the company has long-term growth potential especially 

in the relatively new Cloud space, while the historical cash machines Windows and Office have 

almost totally converted to a subscription model. We also think that Mr. Nadella’s 

transformation of Microsoft has been tremendous, and Microsoft has multiple opportunities to 

grow revenue. Of course, the valuation is still on the high end, but MSFT is the second-largest 

component in the S&P 500 and Russell 3000 indexes, meaning that even at our base portfolio 

weights, we actually would look better against those indexes if Microsoft shares plunged in 

price. Our MSFT Target Price is now $243. 

Benchmark Electronics (BHE – $20.83) delivered Q3 results last week that included top- and 

bottom-line beats of the consensus analyst estimates. For the three-month period, BHE said its 

revenue reached $526 million, versus expectations of $512 million. Adjusted EPS in Q3 was 

$0.32, compared to the forecast of $0.28. The quarter saw a continued recovery in the Semi-cap 

business, which helped absorb the expected demand softness in Medical. BHE has made solid 

progress towards shifting its mix toward higher-value markets (81% in Q3) and had reduced 

inventory (down $11M sequentially), which we see as very encouraging. 



 

CEO Jeff Benck commented, “We delivered sequential revenue and earnings growth in the third 

quarter as our business started to recover from second quarter disruptions, enabling earnings to 

come in above our guidance for the quarter. The results were driven by a 45% year-over-year 

improvement in Semi-cap and an 18% sequential improvement in the Aerospace and Defense 

sector, where demand for defense related products remains strong. In addition, third quarter non-

GAAP gross and operating margins improved significantly from the second quarter, reaching 

8.7% and 3.0% respectively, as our global network returned to normal operating capacity.” 

Looking ahead, Mr. Benck said, “Entering the fourth quarter, we expect stronger demand and 

new programs in Defense, Industrials, and Telecommunications to offset declines in Medical as 

we are completing some of the incremental upside builds for COVID-19 related therapeutic 

equipment. We continue to make progress on improving gross margins as we expect to achieve 

our 9% target in the fourth quarter, which will enable us to also improve earnings sequentially.” 

The company, with plenty of COVID-19 caveats, now expects Q4 revenue to be between $500 

million and $540 million and adjusted EPS between $0.32 and $0.36. 

As an electronics device designer that performs contract work for original equipment 

manufacturers, Benchmark supplies a wide variety of industries. While the diversification is 

positive, it also makes it hard to believe that all of its business segments will escape unscathed 



from the impact of COVID-19, though these headwinds are certainly not unique to to BHE. That 

said, we like the steps management has taken to diversify its customer base, not to mention the 

strong balance sheet. The stock also yields 3.1%. Our Target Price for BHE has been bumped up 

to $32. 

Semiconductor equipment firm Cohu (COHU – $21.73) earned $0.27 per share in fiscal Q3 

2020 (vs. $0.18 est.). COHU had sales of $151.0 million (vs. $146.0 million est.). Shares have 

soared 26% in the two trading days following the announcement, thanks to the strong beat and 

sizeable improvement in year-over-year guidance. COHU expects Q4 revenue between $176 

million and $192 million (vs. $142 million in Q4 2019), with EBITDA (earnings before interest, 

taxes, depreciation and amortization) growth around 18% and a gross margin between 44% and 

45%. 

CEO Luis Muller said, “As orders strengthened, we’re able to accelerate some recurring 

shipments in support of customers’ production ramps. Our operations team and supply chain 

partners did a great job meeting customer needs in the third quarter and even more so going into 

the fourth quarter. Third quarter orders were split 40% recurring and 60% systems, with a sharp 

increase in demand for our testers and handlers and another sequential record booking quarter for 

PCB test equipment. Overall, estimated test cell utilization increased 3 points quarter-over-

quarter to 81% at the end of September. Mobility continues to be a very strong segment for 

Cohu, particularly for RF test of devices going into next-generation 5G smartphones.” 

Mr. Muller continued, “Now looking at the impact of the COVID-19 pandemic to our business. 

This has been an incredibly challenging year for our employees, customers, suppliers and 

communities. We’re committed to ensuring the safety of all stakeholders to protecting our 

livelihood and doing the best we can for our communities. Cohu has increased supply chain 

resilience and implemented policies to safeguard our employees, ensure business continuity and 

support our customers. Because of the pandemic, Cohu has reduced travel and other expenses, 

and we’re now finding new ways to support customers. Among these, we’re implementing 

virtual reality-assisted technologies to bring experts to the field without leaving their homes. 

We’re excited to pilot new technologies like this to enhance customer support and expect long-

lasting benefit from our — from such solutions, including lower operating expenses when the 

pandemic crisis subsides.” 

Mr. Muller offered detail on next quarter’s guidance, “We’re encouraged by momentum across 

Cohu’s main market segments and by customer interest for our new products. We’ll be guiding 

fourth quarter revenue and profitability up and are forecasting this strength to continue into 2021. 

Cohu is poised to grow next year with accelerating 5G deployments, compounded by a: 

projected increase in smartphone units; growing ADAS and electrification; unanticipated 

expanding automotive unit sales; new opportunities in computing with edge processing. AI and 

next-generation GPUs; and expected recovery in the industrial segment with improving global 

GDP. All in all, Cohu is improving its operations and service infrastructure to meet the evolving 

pandemic-driven challenges, lowering operating expenses and aligning products with momentum 

markets that will deliver revenue growth.” 



The 5G rollout is a hot topic across the entire Tech sector, and we were pleased to see Cohu 

benefitting handsomely from the global technology equipment investment. We expect the sales 

momentum to continue as the availability of 5G grows. Analysts expect COHU to grow EPS 

from around $0.94 this year to more than $2.25 in 2022. Our Target Price has been boosted to 

$26. 

Network hardware provider Juniper Networks (JNPR – $19.72) earned $0.43 per share in fiscal 

Q3 2020 (vs. $0.44 est.). JNPR’s revenue matched the consensus estimate of $1.1 billion. Shares 

fell 6.3% following the announcement and 10% since the release after the company’s outlook 

underwhelmed analysts. JNPR expects Q4 EPS between $0.48 and $0.58 (vs. $0.53 est.) 

Certainly, it’s a bit strange for analysts to conclude that the outlook is “discouraging” when the 

midpoint aligned perfectly with the consensus estimate. 

CEO Rami Rahim said, “At the beginning of this year, we focused our sales teams, product 

management teams and engineering teams on compelling and differentiated use cases targeting 

the AI-driven enterprise, automated WAN solution and cloud-ready data centers. We believe 

each of these use cases is likely to see very attractive market tailwinds over the next several 

years and focusing our resources on these specific areas should enable us to accelerate our 

growth as these opportunities unfold. And by focusing our resources on these areas, we should 

have the opportunity to speed time to market, accelerate share and leverage development costs 

across a wide base. While this alignment should position us to better capitalize on big 

opportunities like the move to AI-driven cloud-managed architectures, 400-gig and 5G in the 

years to come, the early feedback from our teams has been incredibly positive, and we’re already 

starting to see the benefits of this alignment, which you’ll hear me discuss more in future calls.” 

Mr. Rahim offered some detail on the Cloud segment, “[it] came in slightly weaker than we 

originally expected. We believe the decline on both a quarter-over-quarter and year-over-year 

basis was largely a function of lumpiness following 5 consecutive quarters of year-over-year 

growth. We believe this lumpiness reflects normal customer consumption patterns. Our Cloud 

backlog remains healthy, and we believe the general spending outlook from a hyperscale and 

Tier 2 customers remain favorable. We believe we are holding our WAN footprint and are 

increasingly optimistic regarding our potential to gain data center share in the years to come. 

While we now believe our Cloud business is likely to be flat to slightly up for the full year 2020, 

we remain confident in our ability to grow this business in ’21 and beyond.” 

JNPR repurchased $100 million worth of shares last quarter and confirmed that it will pay the 

$0.20 quarterly dividend next quarter, while management says it “will remain opportunistic with 

respect to share buybacks.” The company has $1.8 billion of cash on its balance sheet and 

approximately the same amount in debt, with plenty of room to take on extra borrowing if 

needed via a $500 million credit line 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 12 and yields a rich (especially 

for a tech stock) 4.1%. Our Target Price is presently $34. 

Despite turning in another strong quarter, boosting its backlog and hiking the dividend again (up 

21% to a quarterly payout of $0.40), shares of homebuilder MDC Holdings (MDC – $43.52) fell 



nearly 10% last week. Adjusted EPS for Q3 came in at $1.49, 22% above the consensus forecast. 

Revenue also beat expectations, by 7.5%, coming in at $1.04 billion. The company said that its 

backlog dollar value was up 47% year-over-year to $3.08 billion and that the dollar value of net 

new orders increased 89% year-over-year to $1.65 billion. 

Executive Chairman Larry A. Mizel commented, “MDC posted another quarter of significant top 

and bottom line growth in the third quarter of 2020. Home sales revenue grew 33% year-over-

year, while net income rose at nearly three times that rate thanks to the operational leverage we 

were able to achieve in the quarter. Both our home sale gross margin and our SG&A leverage 

improved during the quarter, a testament to our ability to drive revenue growth while keeping 

costs in check. We experienced extremely strong order activity in the third quarter, with net new 

orders up 73% year-over-year on an absorption pace of 6.1 homes per community per month. 

The demand has been broad-based both from a geographic and buyer segment standpoint, 

allowing us to implement price increases at a majority of our communities during the quarter. 

We believe this demand is being driven by a number of factors, including low interest rates, 

scarce resale inventory and an accelerating demographic shift towards homebuying.” 

Mr. Mizel concluded, “MDC remains well positioned to take advantage of the shifts we are 

seeing in our industry thanks to our focus on the more affordable segments of the market, our 

geographic footprint and our build-to-order operating model. The favorable industry 

fundamentals we are experiencing coupled with our market positioning and strategic focus has 

our company primed for growth. With a backlog sales value at the end of the quarter nearly 50% 

higher than a year ago, we expect to end 2020 on a strong note and carry that momentum into 

2021.” 

We continue to be impressed with MDC’s momentum build and we believe that the company is 

poised for more long-term success. Interest rates are extraordinarily low and probably will 

remain that way, which should help MDC as the cost of borrowing for both it and its potential 

customers remains extremely attractive. MDC sports a broad geographic footprint, boasts 

successful cost control initiatives and maintains a solid balance sheet Additionally, we like its 

focus on first time buyers (many Millennials) with its Seasons collection of homes. Even as the 

stock is still up more than 14% year-to-date, MDC’s dividend yield is a rich 3.7%. Our Target 

Price for MDC has been hiked to $61. 

Industrial conglomerate 3M (MMM – $159.96) released rather solid Q3 financial results last 

Tuesday. The company produced $2.43 of earnings per share versus the $2.26 expected by the 

Street, while sales were in line with forecasts. Despite the beat, shares sold off nearly in tandem 

with the broader market. The Health Care business stood out as strong demand drove organic 

sales growth of 8.1% year-on-year with operating margins of 23.5%. Management says the firm 

is on pace to sell more than 2 billion N95 masks by the end of the year. 



 

CEO Mike Roman commented, “Over the past several months, customer and stakeholder trust in 

3M has grown because of how we have delivered through the pandemic. COVID-19 is rapidly 

changing the global economy and the way people live, work and communicate. Years worth of 

changes are unfolding in a matter of months, creating opportunities to unleash the power of 3M 

science to drive sustainable long-term growth. For example, with people at home more, there is 

growing demand for products to both maintain and improve households. This includes indoor air 

quality solutions, where we’ve increased investments in our Filtrete portfolio to introduce new 

innovative products and create additional capacity. As a result, our air quality platform has 

grown double digits year-to-date as we keep families healthier and more productive, and we 

expect this market trend to continue. An increased focus in other areas like personal safety, 

automotive electrification and biopharma filtration, to name a few, also open additional 

opportunities for 3M. At the same time, end markets like office, hospitality and oil and gas have 

been highly impacted by COVID-19 and are declining as a result.” 

Mr. Roman continued, “During COVID-19, the strength of our model has never been clearer 

from our ability to deliver a threefold increase in global respirator production this year to the 

reconfiguration of our supply chain that enabled us to import more than 200 million respirators 

into the U.S. from Asia Pacific. In a matter of weeks, we also fully scaled up 2 new respirator 

lines at a plant in Sheboygan Falls, Wisconsin, a process that would normally take several 



months. Those lines are now operating at rates 30% above similar lines as we’ve incorporated 

significant new technologies and analytic platforms, and we continue to further optimize 

production volumes. While we have made progress, more work remains to build a stronger and 

more agile enterprise.” 

After a multi-year turnaround that has included a significant restructuring effort, we are delighted 

to see 3 of MMM’s 4 segments return to organic growth. These efforts have tested investor 

patience, but actions taken to lean-out and decentralize the company’s various businesses appear 

to have been beneficial in the wake of a demanding year. Although share repurchases remain 

suspended, management conveyed the board’s commitment to the dividend. Shares yield 3.7%. 

Our Target Price for MMM now resides at $192. 

Caterpillar (CAT – $157.05) saw its shares drop nearly 4% Wednesday, even as the 

construction equipment manufacturer reported Q3 financials before the market open that 

included a significant bottom-line beat (EPS of $1.34 vs $1.13). Revenue was 23% lower year-

over-year as dealers continue to clear inventory at an elevated pace, but we were impressed with 

the 10.0% operating margin given the current environment (a 220 bps improvement from Q2). 

Management expects higher sales in Q4 compared to Q3 due to strong government infrastructure 

spending and building activity in China and base metal commodity demand strength across 

markets. Share repurchases remain suspended for the remainder of the year. 

CEO Jim Umpleby commented, “We remain committed to our strategy launched in 2017, which 

is based on operational excellence, expanded offerings and services. The operational excellence 

element of our strategy has served us well, resulting in disciplined management of structural 

costs. As a result, we went into the pandemic with a strong balance sheet and have continued to 

invest in expanded offerings and services to make our customers more successful. We’re 

introducing several new products and are enhancing our digital capabilities.” 

With an eye toward the remainder of the year, Mr. Umpleby added, “As we look ahead for the 

end markets we serve at Caterpillar, much still depends on the pandemic and its impact on the 

global economy. While the situation remains fluid, overall, we are cautiously optimistic. We 

continue to work closely with our suppliers to be well positioned to meet changes in market 

demand. We’re maintaining good product availability levels for the vast majority of our 

products. Availability of our aftermarket parts is solid as well.” 

CAT continues to have a dominant share in the U.S. market and is making headway in emerging 

economies such as China, India, Africa and the Middle East. While operational hurdles remain 

and aren’t likely to disappear tomorrow, we point out that Caterpillar is conservatively financed, 

with enough liquidity currently available to meet contractual obligations for the remainder of 

2020 and beyond. And, while the current economic outlook remains uncertain, we take comfort 

that CAT was profitable even throughout the Great Financial Crisis. A shift toward leaner 

operations should make the company more defensible throughout changing environments, 

enabling it to persist in returning capital through share buybacks and dividend increases through 

the traditional business cycle. Shares yield 2.6%, while the company continues to deliver strong 

operating cash flow. Our Target Price for CAT is now $177. 



Industrial workhorse Cummins Inc. (CMI – $219.89) produced another solid quarter, but like 

the markets in general, shares took a breather last week. Q3 financial results once again were 

way out in front of consensus analyst expectations. Adjusted EPS for the period was $3.47, more 

than 42% higher than forecasts looking for $2.44. Revenue of $5.12 billion was 14% above the 

consensus estimate. CMI increased share across its markets (33% North America HD, 17% 

China truck and 16% China Off-Highway). Also, Cummins said it produced record quarterly 

operating cash flow of $1.2 billion and total liquidity increased to $6.5 billion, including cash 

and marketable securities of $3.3 billion. 

CEO Mark Linebarger commented, “Cummins successfully translated increased sales into strong 

profits and produced record operating cash flow during the third quarter. I want to thank our 

employees all over the globe once again for their dedication to our company and to our 

customers. Over the last six months we have faced both the most severe decline in quarterly sales 

in our history as well as the largest sequential increase. We continue to work safely and 

effectively through an incredibly challenging period, meeting our commitments to customers 

who provide products critical to the functioning of the global economy.” 

“We continue to advance existing products and invest in new technology while returning cash to 

shareholders,” said CFO Mark Smith. “In October we announced a 3% increase to our quarterly 

dividend, which will make 2020 the eleventh consecutive year of increases to Cummins’ 

dividend.” 

“We are encouraged by the recovery in demand across our markets in the third quarter,” added 

Mr. Linebarger. “We will continue to manage cautiously through the remainder of the year as 

visibility on future orders remains low and the impact of the virus on economies around the 

world remains difficult to predict.” 

While the near-term is still quite uncertain, Cummins operates from a position of significant 

financial strength. We like that despite the headwinds, CMI has shown an ability to remain 

profitable while still investing in research and development to expand the product base and 

gaining market share for existing products. We continue to like our exposure to CMI, though we 

note that we are keeping an eye on the overall valuation. Shares yield a respectable 2.5% and 

now trade for more than 17 times NTM adjusted EPS forecasts. Our Target Price has been 

boosted to $242. 

Small-cap fuel supplier World Fuel Services (INT – $21.05) reported Q3 financial results last 

week that included a bottom-line beat (EPS of $0.33 vs. $0.31 est.), while revenue was just shy 

of the consensus estimate. Respective aviation, marine and land segment gross profit was $97.6 

million, $32.0 million and $84.3 million (year-over-year declines of 38%, 40% and 12%). 

Management attributes the declines primarily to the depressed demand for air travel and 

commercial activities due to the COVID-19 pandemic, lower fuel prices and a reduction in 

government-related activity in Afghanistan as a result of the ongoing drawdown of troops. 

Adjusted income from operations for the third quarter was $42 million, down significantly from 

the prior year, but an increase of 21% sequentially. INT used the sale of its Multi Service 

Payments Solutions business to significantly reduce its debt balance during the quarter, while 

leaving the balance sheet awash ib cash. 



CEO Michael Kasbar commented on the firm’s performance, “Despite the enduring nature of the 

pandemic related complexities in the world around us, we delivered a very respectable result in 

the third quarter. Our marine and aviation business will continue to add value through their 

differentiated offerings and remain a strategic operating partner for airlines, corporate aircraft 

operators and global shipping companies. I’m happy to report that our land fuels, natural gas, 

power and sustainability businesses are breaking into stride operationally and moving from local 

businesses to national and global operations following the evolution of our marine and aviation 

segments, which both started the same way.” 

Shares were all over the map last week, dropping as much as 20% at one point from where they 

started Monday morning only to recover half of the loss by the close on Friday. Although not 

atypical for a small-cap stock (especially one that operates in the beaten down energy sector), we 

realize that this type of volatility is likely to induce anxiety for some. But we think the stock is 

representative of a wide gap between uncertainty and actual risk. While operational difficulties 

and a challenged top line are unlikely to abate in a quarter, or maybe even two, we think the very 

strong balance sheet offers the resilience required to make it through the current environment. 

And from our perspective, the operating leverage present within World Fuel’s business model 

presents a great opportunity even if conditions only just become less worse over our typical 

investment horizon of three to five years. Of course, undervalued shares can always become 

more undervalued, but INT now trades at 10 and 7 times the respective 2021 and 2022 analyst 

EPS estimates, a significant discount to the 5-year average of 14. The dividend yield is 1.9% and 

our Target Price is now $41. 

Archer Daniels Midland (ADM – $35.12) saw its shares drop sharply Friday, even as the global 

agricultural concern reported a big bottom line beat in its Q3 financial results. The firm earned 

$0.89 per share (vs. the $0.71 est.) on $15.1 billion of revenue, but the latter figure badly trailed 

estimates of $16.7 billion. Improved biodiesel margins around the globe contributed to strong 

refining profits while strong starch demand in North America and cost controls benefitted the 

Carbohydrates segment. 

CEO Juan Luciano said, “We delivered an outstanding quarter, and I am proud of our team’s 

continued great performance. Across the enterprise, ADM colleagues are doing what it takes to 

help our customers and our company succeed and grow. Our strategic initiatives, combined with 

exceptional execution, are driving strong results across all of our businesses. Readiness is 

enhancing our performance, accelerating our work in areas ranging from operations to sales. Our 

strong cash generation is allowing us to retire higher-cost debt while retaining balance sheet 

flexibility. And Nutrition continues its impressive upward trajectory, delivering a fifth 

consecutive quarter of 20-plus percent year-over-year operating profit growth.” 

Mr. Luciano continued, “From our Strive 35 sustainability goals, to our partnership with Spiber 

to produce plant-based polymers, to the announcement of a significant expansion in probiotics 

with our new state-of-the art facility in Valencia, we’re advancing our work to enrich the quality 

of life around the globe. We’re excited about our future as we look ahead to another strong 

quarter, with positive momentum continuing through 2021.” 



 

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 3.7%. Our Target Price is now $58. 

Shares of Goodyear Tire (GT – $8.28) plunged nearly 17% on Friday following the company’s 

Q3 financial release. While results were materially down compared to the same period in 2019, 

top- and bottom-line numbers were actually better than the consensus analyst estimates. GT 

posted adjusted EPS of $0.10, well above expectations of a loss of $0.08 per share. Revenue for 

the period of $3.46 billion also came in slightly above expectations (+$110 million). Business 

suffered domestically from the closure of numerous Walmart Auto Care centers during the 

quarter but benefited from record consumer replacement volume in China. Cost-cutting 

initiatives helped the period and the company ended the quarter with $4.2 billion of cash and 

liquidity. 

GT CEO Richard Kramer commented, “Our results reflect increasing momentum as the global 

tire industry recovered more quickly than we expected during the quarter, led by the Americas. 

We are taking every opportunity to continue building our business for the long term, while 

generating significant cost savings and free cash flow.” 



Like many industrial businesses, particularly those in the automotive space, the pandemic has 

dealt Goodyear an extraordinarily difficult hand. We had thought for a few quarters that we were 

close to the bottom of the business cycle for GT, given the challenges of preceding years, but the 

coronavirus added a whole new dynamic that GT didn’t need. That said, management efforts to 

preserve cash and optimize expenses and operations are notable, while conditions ought to 

improve somewhat in coming quarters. We have adjusted our Target Price for GT lower to $14. 

 


