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Market Review 

A little housekeeping before this week’s missive. As discussed on Wednesday’s Sales Alert, we 

sold 578 shares of Kohl’s (KSS – $61.80) for TPS Portfolio on Friday morning, May 7, at 

$62.094. 

Also, as discussed in the May edition of The Prudent Speculator, we added the following to our 

hypothetical portfolios on Thursday, May 6. 

PruFolio 

538 Cohu (COHU – $38.86) at $37.15 

Millennium Portfolio 

150 Hasbro (HAS – $99.15) at $99.79 

57 Alaska Air Group (ALK – $67.90) at $67.02 

63 Bristol-Myers Squibb (BMY – $64.44) at $64.60 

34 Synchrony Fin’l (SYF – $45.90) at $45.04 

One more reminder that your Editor will be presenting at the upcoming MoneyShow Virtual 

Expo on Tuesday, May 11, 2021 – 2:00 pm to 4:00 pm EDT. 

The MoneyShow folks do charge for this event, a two-hour presentation titled Value Investing 

101A & 101B, but we think it will be well worth the price of admission. 

Click here for more information: https://online.moneyshow.com/2021/may/virtual-

expo/speakers/1149spk/john-buckingham/?scode=052902 

https://online.moneyshow.com/2021/may/virtual-expo/speakers/1149spk/john-buckingham/?scode=052902
https://online.moneyshow.com/2021/may/virtual-expo/speakers/1149spk/john-buckingham/?scode=052902


***** 

Hope everyone had a great Mother’s Day! 

Rare is the week in which Value or Growth wins the performance race each day, but the five 

trading days just ended were spectacular on a relative basis for the kind of stocks we have long 

championed. Indeed, the Russell 3000 Value index outperformed its Growth counterpart by 393 

basis points. Even better, the absolute return score was a hefty 2.81% for the Value benchmark, 

compared to a drop of 1.12% for the Growth benchmark. 

 

Of course, the week was filled with plenty of drama, with stocks nosediving on Tuesday 

following comments from Treasury Secretary Janet Yellen, who was asked if the economy could 

handle the robust spending that the Biden Administration is proposing. Her response, “It may be 

that interest rates will have to rise somewhat to make sure that our economy doesn’t overheat, 

even though the additional spending is relatively small relative to the size of the economy,” 

supposedly spooked investors…for an hour or so anyway, as the S&P 500 quickly bounced back 

and ended the week nicely higher. 



 

Interestingly, The Wall Street Journal was quick to publish a piece, Yellen’s Interest-Rate 

Comment Illustrates the Market’s Greatest Worry, in which it was asserted, “The possibility of a 

bond-market tantrum or higher inflation has supplanted pandemic-related concerns.” Anything 

can happen, to be sure, as equities do not always go up, even as the long-term trend has been 

markedly higher, especially for Value stocks,… 



 

…while we know that there was consternation (aka “Taper Tantrum”) back in 2013 when then-

Chair Ben Bernanke hinted that the Federal Reserve might soon scale back its accommodative 

stance toward monetary policy. 



 

Still, it is fascinating that the sharp equity market drops for both the indication in 2013 that a 

tapering of the Federal Reserve’s bond buying program might happen and the actually tapering 

taking place in 2014 under Chair Yellen’s watch were quickly recouped and solid gains posted in 

both years. And, as the charts above and below illustrate, the S&P 500 back then was at levels 

less than half the current 4232.60 reading. 



 

No guarantees that history will repeat, but it is important to note that rising interest rates over the 

last nine decades, on average, have not shown to be a headwind for equities, though the same 

cannot be said for bonds,… 



 

…yet the masses continue to pile into fixed income, at least in terms of mutual and exchange 

traded fund flows. 



 

We respect that higher inflation is also a major concern these days, but the long-term evidence 

suggests that stocks have performed fine, on average, whether the inflation rate is rising or 

falling,… 



 

…with even the terribly inflationary environment from 1965 to 1981 illustrating the merits of 

keeping Value stocks dominant in one’s asset allocation. 



 

Not surprisingly then, we lose little sleep over the threat of higher interest and inflation rates, 

though we recognize that Ms. Yellen was quick to walk back her rate hike comments, stating, 

“Let me be clear, it’s not something I am predicting or recommending.” In addition, there was 

plenty of chatter from Federal Reserve officials on May 5, all of which seemed to echo the 

response to a question Chair Jerome H. Powell gave at his press conference the week prior that 

the Fed is still not even talking about talking about raising interest rates. 



 

No doubt, the timing of any Fed policy actions will remain data dependent, and the all-important 

and disappointing employment situation report out on Friday suggests that the likelihood of a 

rate hike in the near-term is low. After all, Chair Powell said the week prior, “Economic activity 

and hiring have just recently picked up after slowing over the winter. And it will take some time 

before we see substantial further progress.” 



 

Certainly, the jobs numbers are far better today than most would have envisioned not too long 

ago,… 



 

…while the latest stats, although below estimates, were still very strong on the outlook for the 

manufacturing sector… 



 

…and the services sector. 



 

Obviously, the prognosis on the U.S. and global economies is still very dependent on the 

progress with the virus,… 



 

…but the outlook for corporate profits continues to improve, with Standard & Poor’s itself now 

projecting full-year 2021 EPS for the S&P 500 of $185.90, up from $178.09 just two weeks ago. 



 

Given the magnificent run stocks have been on since Halloween, we have to be braced for some 

sort of a pullback,… 



 

…even as we think equities in general remain reasonably priced given the still-very-low interest 

rate environment,… 



 

…while we think the Value renaissance still has a long way to go. 



 

Stock Updates  

Keeping 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. Jason Clark, Chris Quigley and 

Zack Tart take a look at a baker’s dozen of our companies that either had news out last week of 

sufficient interest to merit a Target Price review or are worthy of comment. 

General Motors (GM – $58.99) posted much-better-than-expected Q1 profits, propelling shares 

northward more than 4%. The automaker turned in fourth quarter EPS of $2.25, versus the $1.08 

estimate, while the revenue tally was $32.47 billion, compared to a $32.77 billion projection. 

GM noted that the semiconductor shortage is most likely to have the largest impact in Q2. The 

company projected pretax income of $10 billion to $11 billion for the full year 2021, or $4.50 to 

$5.25 a share, with the chip issue accounting for a $1.5 billion to $2.5 billion hit. 

CEO Mary Barra commented, “Global purchasing and supply chain, engineering and 

manufacturing have been especially nimble and opportunistic as we managed through the 

semiconductor shortage. For example, our engineers are creating effective solutions using chips 

https://theprudentspeculator.com/dashboard/


that are more readily available or by identifying alternatives that can serve semiconductors where 

possible. Their work helped us maximize production of our highest demand and capacity-

constrained vehicles, reducing downtime and further demonstrating our team’s agility… We 

remain committed to fund $7 billion in EV and AV investment that includes capital and 

engineering this year and accelerating 12 EV programs as we first announced last November.” 

When asked about inventory levels, which have been depleted recently, Ms. Barra said, “To be 

clear, we won’t overbuild inventory, to be crystal clear, and we will keep the ingenuity, the tools 

— I mean, because it’s better for everybody. It’s better for the car company, it’s better for the 

dealer.” We take this to mean that GM is going to move away from the deep discounting and 

low-end models, which often sit on lots for extended periods of time. Instead, GM will focus on 

building cars that customers want when they want them. For folks looking for cheap cars, this is 

probably not good news. However, for GM and its shareholders, this seems to be a good move. 

 

We continue to like GM and believe that the company’s move away from sedans and towards 

trucks and SUVs was important and supplies the huge amounts of cash flow required to launch 

more than 30 EVs in the very near term. The pivot to EVs has been impressively swift across the 

entire industry (after a slow start) and we think it’ll prove valuable for a multitude of reasons. 

Ms. Barra was asked if there were any internal combustion engine cars in the works for launch 



between now and 2025, and she declined to answer, but noted that the ICE platforms don’t need 

significant funding and GM expects to “sell all EVs from a light duty perspective” by 2035. The 

valuation for GM isn’t as cheap as it once was, around 11 times forward earnings, but it remains 

a bargain in our view. Our Target Price has been lifted to $78. 

Shares of CVS Health (CVS – $85.11) gained more than 11% last week, thanks in large part to 

the announcement of top- and bottom-line results for Q1 that were better than analyst estimates 

and an increase in the full-year 2021 EPS outlook. The integrated pharmacy healthcare provider 

reported adjusted EPS of $2.04 vs. a consensus projection of $1.71. Revenue was $69.1 billion, 

versus the consensus outlook of $68.5 billion. CVS reported operating income growth in the 

Pharmacy Services segment, which provides a range of pharmacy benefit management (PBM) 

solutions, while Retail locations administered 23 million COVID tests and 17 million vaccines. 

The company’s Health Care Benefits segment benefitted from growth in government services. 

CEO Karen Lynch explained, “There are 3 areas where I want to specifically highlight some of 

our achievements in the last quarter. They include: using our digital assets to expand engagement 

with our members; expanding into new services and offerings; and leveraging digital capabilities 

to enhance the customer experience and improve our cost structure. Starting with engagement. 

We saw a more than 80% increase in visits to our flagship digital properties year-over-year. 

Growth was primarily driven by engagement in our expanded set of digital health services, such 

as COVID testing, vaccinations and omnichannel pharmacy. Next, we are expanding access to 

care through our digital and virtual channels. We launched a digital-first primary care model that 

helps consumers navigate the best site of care for their health needs. And lastly, we are also 

harnessing technology such as AI, machine learning services and natural language processing to 

simplify our process and optimize our cost structure. We recently announced the launch of our 

CVS Health venture fund that gives us insight into new digital health innovations. This approach 

allows us to invest in and partner with high-potential early-stage companies to drive technology-

enabled innovation and digital health care.” 

Ms. Lynch continued, “Rising to meet the challenge of COVID-19 has advanced the 

transformation of the health care industry. For CVS Health, the chance to serve our nation at 

such a critical time has further proven the value of our strategy. We have made significant 

progress in the expansion of our vaccine and diagnostics businesses. We are focused on building 

broader capabilities in home health, virtual care and health services. Our investments in these 

areas as well as our digital transformation have allowed us to be there for every meaningful 

moment of health and will enable us to capture the lifetime value of each of our customers.” 

Although the competitive landscape is challenging, COVID-19 is still impacting operations, the 

regulatory environment presents questions and opioid litigation remains (though it seems to be 

coming to a conclusion), we continue to believe that CVS is a free-cash-flow generating 

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

CVS shares slumped in 2020, but have rallied more than 25% this year, which we think is likely 

to continue as folks safely get back to normal. The company’s updated EPS guidance now stands 

at $7.56 to $7.68 (previously it was between $7.39 and $7.55). CVS maintained its previous cash 

flow from operations guidance of $12.0 billion to $12.5 billion. We think CVS shares are 



underappreciated as they trade for around 11 times NTM adjusted earnings estimates and yield 

2.3%. Our Target Price for CVS has been boosted to $121. 

Medical equipment and device maker Zimmer Biomet Holdings (ZBH – $172.49) reported Q1 

results that came in ahead of estimates, but shares retreated after management offered a cooler 

take on the future. Zimmer earned an adjusted $1.71 per share in the quarter, compared with the 

analyst consensus of $1.52, while revenue was $1.85 billion, compared with the $1.75 billion 

consensus. ZBH benefitted from a sharp increase in procedures in the U.S. and Asia-Pacific 

regions, although the EMEA region saw a drop in procedures as a result of an uptick in COVID 

cases. 

CEO Bryan Hanson said of the company’s long-term trajectory, “We remain fully committed 

and confident in ZB’s long-term growth and margin expansion expectations. We’ve said before, 

we’ll say it again that the spin-off of NewCo actually serves to de-risk and potentially accelerate 

our path to mid-single-digit growth and a best-in-class 30% operating margin profile by the end 

of 2023. And we’re confident that throughout this process and as we achieve this growth in 

margin profile, we’re also going to have the flexibility to reinvest for growth. And that is a key 

thing for us. We’ve got to continue to be disciplined, but ultimately invest for growth in this 

business. And that’s what we will continue to do…I continue to be highly confident in the ZB 

team and in our business momentum. And I truly believe that we are well positioned for success, 

and our strategy is working. Our transformation is well underway, and I’m excited about the 

value that we can drive for our shareholders on a go-forward basis.” 

Zimmer had $247 million of operating cash flow in Q1 and free cash flow totaled $137 million. 

The company paid down $200 million of debt ($7.8 billion in total debt as of 3/31). For the full 

year, ZBH expects a revenue increase of 14% to 17% over 2020, with EPS between $7.60 and 

$8.00. CFO Suketu Upadhyay said, “While we continue to see pressure due to the global 

pandemic, vaccine rollout and adoption is approaching meaningful levels. Translating into a 

reduction of infection surges and hospitalizations in most markets. This increased stability gives 

us greater confidence that we’ll return to normalized market growth in our key markets within 

the year and also begin to see deferred patients reenter as an added tailwind. As a result, today, 

we provided financial guidance based on our latest expectations, and that is underpinned by 2 

key assumptions: First, current vaccine adoption trends continue to strengthen, driving a decrease 

in the number of new COVID-19 cases through 2021; and second, hospitals increase capacity to 

work through some portion of patient backlog this year.” 

Even though ZBH’s bread and butter products in the joint replacement space have been hit hard, 

with many voluntary procedures delayed by the pandemic, we still like that the company is the 

king of hip and knee implants, with the largest share of surgeons trained on its instrumentation 

where switching costs are high. The company is in the midst of spinning off the Dental and Spine 

businesses, which we think will help ZBH stay focused on its core competencies. Additionally, 

we believe longer-term, favorable demographics, which include aging Baby Boomers and 

(unfortunately) high obesity rates, will drive solid demand for large-joint replacement over the 

coming years. Shares trade for around 21 times forward earnings but EPS is expected to grow 

from $8.69 this year to $9.48 next year and $10.41 in 2023. Our Target Price for ZBH now 

stands at $188. 



Refocused biopharmaceutical concern Pfizer (PFE – $39.58) earned $0.93 per share in Q1, 

nearly 20% better than the $0.78 consensus analyst estimate, as revenue grew 8% year-over-year 

despite pricing headwinds. Sales from vaccines tripled versus the 2020 quarter on demand for the 

COVID-19 jab, but other segments also performed at a high level, producing 14% growth 

cumulatively, year-over-year. Management also raised its guidance for the year and is now 

expecting revenue between $70.5 billion to $72.5 billion, up from the previous range between 

$59.4 billion to $61.4 billion, due to contracts for the COVID-19 vaccine signed through mid-

April that are expected to add an additional $26 billion to the top-line. This figure ($26 billion) is 

$11 billion higher than the company projected a quarter ago. Consequently, management also 

increased the range of its EPS guidance to $3.55 to $3.65 from $3.10 to 3.20. 

Shares initially jumped the morning following the release before reversing course to end the day 

on news that the Biden administration had voiced support for waiving intellectual property rights 

for COVID-19 vaccines. In an open letter released on Friday, Pfizer CEO Albert Bourla had the 

following to say on the matter, “When we created our vaccine there was no manufacturing 

production of any mRNA vaccine or medicine anywhere in the world. We had to create 

manufacturing infrastructure from scratch. With 172 years of quality manufacturing tradition, 

substantial deployment of capital, and more importantly, an army of highly skilled scientists, 

engineers and manufacturing workers, we developed in record time the most efficient 

manufacturing machine of a life-saving vaccine that the world has ever seen. Currently, 

infrastructure is not the bottleneck for us manufacturing faster. The restriction is the scarcity of 

highly specialized raw materials needed to produce our vaccine. These 280 different materials or 

components are produced by many suppliers in 19 different countries. Many of them needed our 

substantial support (technical and financial) to ramp up their production. Right now, virtually 

every single gram of raw material produced is shipped immediately into our manufacturing 

facilities and is converted immediately and reliably to vaccines that are shipped immediately 

around the world (91 countries to date.) The proposed waiver for COVID-19 vaccines, threatens 

to disrupt the flow of raw materials. It will unleash a scramble for the critical inputs we require 

in order to make a safe and effective vaccine. Entities with little or no experience in 

manufacturing vaccines are likely to chase the very raw materials we require to scale our 

production, putting the safety and security of all at risk.” 

He continued, “I worry that waiving of patent protection will disincentivize anyone else from 

taking a big risk. We deployed $2 billion before we knew whether we could successfully develop 

a vaccine because we understood what was at stake. Just recently, I authorized spending an 

additional $600 million on COVID-19 research and development that will bring our total spend 

for R&D in 2021 to more than $10 billion. The recent rhetoric will not discourage us from 

continuing investing in science. But I am not sure if the same is true for the thousands of small 

biotech innovators that are totally dependent on accessing capital from investors who invest only 

on the premise that their intellectual property will be protected.” 

Notably, while Pfizer has pursued profit from its (and BioNTech’s) vaccine, the company has 

implemented a pricing system whereby middle-income countries were offered doses at roughly 

half the price paid by wealthier nations and low-income countries were offered doses at cost. 

Looking forward, while many expect that some form of booster for the SARS-CoV-2 virus will 

be necessary for some number of years, the outlook for how that will translate to Pfizer’s bottom 



line beyond the next couple of years is still murky. Nevertheless, we still believe that the market 

underappreciates New Pfizer’s emerging pipeline of products and management’s increasing 

confidence in its organic growth potential. We also note that the dividend will be maintained at 

the $0.39 rate in place prior to the spin-off of the Upjohn division, and the yield is 3.9%. Shares 

trade at a mere 11 times the 2021 earnings estimate and we’ve bumped our Target Price to $51. 

German industrial conglomerate Siemens AG (SIEGY – $87.77) earned $1.04 per share in fiscal 

Q2 2021 (vs. $1.10 est.). SIEGY had revenue of $17.7 billion, versus the $17.0 billion estimate. 

Shares gained 4% on the results, pushing the YTD advance above 22%. 

CEO Dr. Roland Busch explained, “From a macro perspective, industrial recovery continued. 

This was clearly visible in key verticals such as automotive, machine building, electronics, 

chemicals or pharma. Part of the strong manufacturing rebound is due to catch-up effects and 

strengthening resilience in increasingly strained supply chains. From a regional perspective, 

China stands out, now clearly above pre-COVID levels for industrial output. Recovery in Europe 

and the United States gains traction with vaccination now progressing at a fast pace. Broad-based 

fiscal stimulus will support over the midterm to modernize infrastructure and lower greenhouse 

gas emissions. All in all, the economic environment is improving, albeit with large regional 

differences depending on the pandemic impact.” 

Dr. Busch added, “Our top priority is on execution strategically and operationally, and we made 

substantial progress here. Our portfolio, more focused and strengthened. Our competitiveness 

programs, fully on track. Our offering best suited to create sustainable customer impact and 

support their digital transformation. All this led to strong operational momentum, driving 

profitable growth and excellent free cash flow. We expect to continue the second half in fiscal 

2021. At the same time, we will continue to manage risks and opportunities in a prudent way. 

We expect an uptick in discretionary spending. In line with opening of economies. In addition, 

we plan to selectively invest in further digital applications and vertical offerings guided by 

demand from the market and our customers. Also, we will improve our sales processes and 

performance across all sales channels to grasp growth opportunities. Besides the pandemic-

related risks, we keep a close eye on stretched supply chains. Our teams have done a great job so 

far. They are working hard to further mitigate risks from electronic shortages and price increases 

in certain categories. Currently, there’s also strained supply for steel, plastics, and freight, 

amongst others. Hence, in selected cases, we may face production constraints and prolonged 

delivery lead times to customers over the next months.” 

Looking ahead, and the main reason the stock rallied, Dr. Busch concluded, “We raised our 

outlook for fiscal year 2021 again. We expect our book-to-bill ratio to be above 1. We now 

expect revenue growth for the Siemens Group of 9% to 11% on a comparable basis. And net 

income is now seen in the range of EUR 5.67 billion to EUR 6.2 billion. These numbers do not 

include any effects from the Siemens Healthineers’ acquisition of Varian, which closed after the 

second quarter.” 

We think Siemens will continue to benefit from long-term infrastructure projects, especially 

those of the renewable energy variety. Analysts project earnings per share will grow from $2.81 

in fiscal 2020 to more than $5.00 by fiscal 2023, which pencils out to a 2023 P/E ratio of 17. 



Siemens has had some special distributions lately that have inflated the dividend yield, but we 

expect the ongoing net yield to be around 1.8%. We believe the near-term headwinds could be 

stiff, depending on the course of the pandemic, but we like SIEGY’s global footprint and long 

backlog. Our Target Price for SIEGY has been boosted to $98. 

Volatile shares of Kulicke & Soffa (KLIC – $50.69) tumbled more than 10% in price on 

Thursday and recouped more than 4% on Friday after the manufacturer of equipment for use in 

the semiconductor business reported fiscal Q2 2021 results. The company posted earnings of 

$1.15 per share (vs. $1.20 est.) and had revenue of $340 million (vs. $332 million est.). Despite 

the one-day whack, KLIC shares have gained 59% this year, on top of a strong 2020. KLIC 

benefitted from a terrific demand environment, while raw materials and fees for expediting 

orders dragged on the quarter’s results. 

CEO Fusen Chen said, “At a high level, we see two transitional drivers and several additional 

and meaningful secular drivers that are expected to continue positively impacting demand for our 

products and solutions over the long-term. The two transitional drivers stem from dramatic 

capital equipment underinvestment in fiscal years 2019 and 2020, and also the incremental end-

market demand due to work and play-from-home effecting applications such as PC and gaming. 

While we expect these drivers to be transitional, lead times for our new core products and also 

capacity utilization of our installed base remain at very high levels. These data points give us 

confidence that these transitional drivers are likely to extend into fiscal year ’22. The most 

comparable period of underinvestment in the past was during 2008 and 2009 which then lead to 

an extended period of strong demand.” 

Mr. Chen continued, “In addition to these two transitional drivers, I would also like to clearly 

highlight the more material and secular long-term trends such as the anticipated data explosion 

supported by global 5G, IoT and artificial intelligence adoption, the electric and autonomous 

vehicle transition and also the increasing capital intensity needed to support next-generation, 

higher-density semiconductor assembly requirements. These new applications are expected to 

create additional layer of demand, structurally supporting above-average semiconductor growth 

over the coming years.” 

KLIC expects revenue full year revenue between $1.3 billion and $1.4 billion. For fiscal Q3, 

KLIC expects revenue between $380 million and $420 million with EPS between $1.215 and 

$1.485, well above projections. We think the company will continue to benefit from widespread 

5G deployment, while the specialized nature of KLIC’s equipment offers a lower-than-average 

threat of new market entrants. While the EPS miss was disappointing, we think little was going 

to thrill investors given the stock’s huge run this year. The balance sheet also has around $550 

million of net cash and the stock sports a 1.1% dividend yield. Our Target Price is now $66. 

Breaking out of a seven-month consolidation pattern, shares of Leggett & Platt (LEG – $57.53) 

rallied almost 16% on the week as Q1 financial results were announced. The diversified 

manufacturer earned $0.59 per share (well above the $0.43 analyst estimate) on $1.2 billion of 

sales in the quarter. Bedding sales grew 9% from a combination of raw material-related price 

increases as winter storms in February contributed to chemical shortages for foam products. 

Strong demand and material-related price increases led to a 12% sales increase for the furniture, 



flooring & textile products segment. Growth from automotive and hydraulic cylinders offset 

weakness in aerospace, driving 10% sales growth for the specialized products segment. 

Management increased its sales and earnings guidance for 2021 and now expects sales in the 

range of $4.8 billion to $5.0 billion and EPS in a range of $2.55 to $2.75. 

COO Mitch Dollof offered additional color, “Demand for home related products and autos 

remains strong, and we are seeing modest recovery in Hydraulic Cylinders, Work Furniture and 

Aerospace. Sales in our Bedding Products segment… benefited from raw material-related selling 

price increases of 9% from steel — inflation in steel, chemicals and nonwoven fabrics and 

positive currency impact of 1%. Volume grew 2% from strength in ECS, European Spring and 

U.S. Spring. Prior year divestitures reduced sales by 3%. Overall mattress production in the 

industry was constrained throughout the quarter due to chemical shortages that restricted foam 

supply. Our supply of nonwoven fabrics, additional staffing and additional machine capacity 

allowed us to alleviate the backlog associated with our Comfort Core inner strengths.” 

When asked about the firm’s financial priorities this year, CFO Jeff Tate commented, “We’re 

making tremendous progress, as you noted, in our deleveraging efforts, and you’ve seen that 

over the past 1.5 years or so. And your projections around potentially where we could land at 

year-end, I would say, is very realistic at this stage. In terms of buybacks, we’re going to stick 

with the priorities that we’ve set in terms of our uses of cash and how that plays out here in the 

near-term in terms of funding our organic growth, continuing to be very focused on our dividend 

commitment, also continuing to that deleveraging effort moving forward. And then looking at 

M&A opportunities, and we’ve been very clear that we will continue to look for those bolt-on, 

small type of M&A targets that would be a good fit with our portfolio moving forward. And if 

there’s additional cash after that, it would be used for buybacks.” 

LEG appears to have shifted from rebound to growth mode with a strong start to 2021 for most 

of its businesses. We appreciate that the company is prepared to flex its competitive position in 

passing on inflationary costs to customers amid a tight environment for many industrial 

producers, while persistent strength in the housing market should continue to provide a tailwind. 

We also like that management has a history of disciplined cash use, that the company is a leader 

in most of its markets, with few large competitors. With another hike in the quarterly dividend 

last week, this time to $0.42 per share from $0.40, the company has increased its payout for 50 

consecutive years and the current yield is 2.9%. Our Target Price has been raised to $63. 

Shares of Cardinal Health (CAH – $58.16) ebbed nearly 10% at one-point last Thursday 

following the company’s release of its fiscal Q3 financial results but rallied that afternoon and 

Friday to recover some of the lost ground. The drug distribution giant earned $1.53 in the quarter 

(just shy of the $1.54 analyst estimate), a 6% decrease from the 2020 figure. Operating profit in 

the Pharmaceutical segment decreased 4% versus the prior year while revenue of $35.1 billion 

was unchanged as generic volumes declined. Operating profit in the Medical segment decreased 

2%, even as revenue of $4.2 billion grew by 3%, as cost savings, including global manufacturing 

efficiencies, were offset by a decline in products and distribution. Management has adjusted its 

earnings guidance to a range of $5.90 to $6.05 for fiscal ’21 compared to the $5.25 to $5.65 

range it offered last August. 



CEO Michael Kaufmann commented, “We remain focused on serving our customers and their 

patients and continue to advance our strategic priorities. With our resilient business model, we 

are navigating the effects of the pandemic on our businesses. In the quarter, we continued to see 

strong demand for lab and PPE products and volume recovery in our nuclear business. Medical 

elective procedure utilization experienced some volatility, and we saw ongoing COVID-19 

related softness in generics volumes, which we now expect to extend into the next fiscal year. 

With these updated assumptions, we have revised our Pharma segment outlook. Despite the 

impacts of COVID-19, our business fundamentals are strong, demonstrated by the underlying 

growth we are seeing in both segments, and we continue to advance our strategic priorities 

including optimizing our supply chain and portfolio as you saw in our recently announced 

agreement to sell the Cordis business. As we navigate the pandemic, our customer focus remains 

central to our activities. We deeply appreciate that it is our responsibility to serve health care 

providers, their patients and those on the front lines. Although the operating environment 

remains dynamic, it has reinforced our critical role in the supply chain, and it highlights 

opportunities for us to enhance our operation and evolve for future growth.” 

Cardinal says it continues to experience headwinds from COVID-19 (particularly within generics 

distribution), and there remains the ongoing threat of opioid litigation. Still, we remain drawn to 

CAH with the belief that demographic trends in the U.S. will put the wind at the company’s back 

as the population continues to age and requires greater health care usage. Despite razor-thin 

margins in its pharmaceutical segment, CAH continues to generate strong free cash flow, which 

can be used to increase the dividend (the yield is currently 3.4%), buy back stock and invest in 

the business via research & development and mergers & acquisitions. CAH shares trade for 9.7 

times NTM earnings expectations, below that of peers and at an 18% discount to the 10-year 

average. Our Target Price is now $81. 

Shares of property and casualty insurer Allstate (ALL – $132.26) rose more than 4% last week 

on the heels of a terrific quarterly earnings report. Adjusted EPS for Q1 came in at $6.11, versus 

the consensus forecast of $3.99. The Q1 beat marks the fourth consecutive quarter that Allstate’s 

adjusted EPS has topped expectations by more than 50%, which one would think should be 

rewarded even more favorably by investors. 

CEO Tom Wilson commented, “Allstate increased our customer base and generated excellent 

returns this quarter, reflecting strong operating results, the acquisition of National General and 

divestitures of the life and annuity businesses. Personal property-liability premiums earned and 

policies in force increased by 11.4% and 12.1% from the prior year, respectively. Revenues from 

the Protection Services segment increased by 21.6% from 2020, reflecting continued expansion 

of Allstate Protection Plans. The announced divestitures of the life and annuity businesses 

generated a $4.0 billion loss, which resulted in a net loss for the quarter of $1.4 billion. Adjusted 

net income, however, was $1.9 billion, or $6.11 per common share, for the quarter, representing 

a 23.2% return on equity over the last twelve months.” 

Mr. Wilson continued, “Our long-term approach to investing, reinsurance and building a digital 

insurer is creating shareholder value and positively impacted results this quarter. Total 

investment income increased by 188% ($708 million) as performance-based income rebounded 

from last year’s first quarter loss. Gross catastrophe losses of $1.67 billion for the quarter were 



nearly eight times greater than 2020 but were offset by $1.08 billion of reinsurance and 

subrogation recoveries. The Transformative Growth plan to increase property-liability market 

share is also progressing, with higher new business sales in the Allstate brand, driven by the 

direct channel. Last year’s cost reductions also enabled us to improve customer value while 

achieving an 83.3 combined ratio for the quarter.” 

We continue think Allstate is well-positioned with the potential to deliver attractive long-term 

gains due to its vast and increasing distribution network, scale and resulting cost advantages, 

pricing sophistication and product design. The dividend yield is 2.5% and shares still change 

hands at less than 11 times NTM adjusted EPS forecasts. Our Target Price for ALL now stands 

at $159. 

Although we have discussed lithium producer Albemarle (ALB – $162.72) multiple times over 

the past six months as the future growth of the global electric vehicle space has remained front-

page news, we couldn’t pass up the opportunity to provide a brief update on the specialty-

chemical maker’s latest quarterly results. While we saw the quarter as quite solid, shares ended 

the week down more than 3%, even with a nice bounce on Friday, as investors seemed bothered 

by weakness in the catalysts business and the firm’s unwillingness to increase full-year guidance 

despite delivering revenue and adjusted EPS well above consensus expectations for Q1. ALB’s 

revenue of $829.3 million, outpaced expectations by 9.4%, and adjusted EPS of $1.11 was more 

than 37% greater than forecasts looking for $0.80. 

CEO Kent Masters said, “We were pleased with our performance this quarter, achieving a 17% 

year-over-year increase in adjusted EBITDA, driven by strong sales from our Lithium and 

Bromine businesses. We successfully and safely managed through the impact of the U.S. Gulf 

Coast winter storm on our Bromine and Catalysts businesses. As we look to expand our earnings 

potential, we continue to focus on execution of our growth strategy and are in the final stages of 

two lithium projects which will double our conversion capacity to approximately 175,000 metric 

tons. Additionally, we expect to start approving Wave 3 expansion projects during the second 

quarter.” 

Even with the run over the last twelve months, we continue to think that over the long-term ALB 

will benefit from a major positive catalyst in lithium batteries as electric vehicle adoption 

increases and the world’s leading car companies race to get desirable EVs to market. In addition, 

lithium is used in backup and storage batteries for the power grid, so we believe there will be 

great demand growth in this arena. Albemarle also generates healthy profits from bromine, 

which is primarily used in flame retardants. While demand for bromine has slipped in TVs and 

computers, it has risen for servers and automobile electronics. Further, we think ALB will get 

back to generating steady cash flows from its refining catalyst business. Our Target Price for 

ALB now resides at $196. 

Shares of Tapestry (TPR – $49.12) rode a roller coaster last week, yet ended at a new 52-week 

closing high. Although the initial reaction to the luxury lifestyle company’s quarterly earnings 

release was negative, shares bounced back nicely on Friday to end the week in the green. 

Revenue for the period came in at $1.27 billion, versus expectations of $1.21 billion. Adjusted 

EPS of $0.51 was more than 60% greater than what analysts were expecting. The continued 



recovery was largely driven by strength in e-commerce (again achieving triple-digit growth and 

accounting for 30% of sales…up from mid-teens pre-pandemic). Additionally, TPR saw strength 

in Mainland China, which was its highest margin business. The company also continued to 

achieve average unit retail improvements, helped by lower and fewer promotions. Management 

said it continues to leverage data for improved efficiency in marketing spanning various social 

media platforms. The company added approximately 700,000 customers in North America via 

social media channels and has been very encouraged by the continued growth in Millennial and 

Gen Z consumers. 

CEO Joanne Crevoiserat explained, “Our third quarter results significantly outpaced 

expectations, underscoring the power of the Acceleration Program and enthusiasm for our 

brands. Through a sharpened focus on the consumer, we fueled new customer acquisition at 

Coach, Kate Spade, and Stuart Weitzman and delivered robust sales growth led by Digital and 

China. Importantly, for the third consecutive quarter, we achieved operating income gains – 

compared to both FY20 and FY19 – supported by a continued reduction in promotional activity, 

higher AUR, and disciplined expense management. This performance is a testament to our 

talented teams around the world, whose creativity, agility, and resilience have enabled us to 

successfully navigate a challenging backdrop and deliver for our customers, while positioning 

Tapestry to emerge from the pandemic stronger.” 

Ms. Crevoiserat continued, “Building on this momentum, we are increasingly optimistic about 

our ability to generate sustainable top and bottom-line growth. Looking forward, while the 

environment remains volatile, we see encouraging signs of recovery as vaccination efforts 

progress, resulting in increased consumer confidence, strong demand for our categories, and 

improving in-store traffic trends. In this context, we remain focused on driving brand relevance 

and customer engagement through product innovation and compelling marketing, supported by 

data-driven insights and a digital-first mindset. We will also continue to lean into our 

competitive advantages, including our globally diversified, direct-to-consumer model, and distort 

investments to high-growth opportunities. We are confident that our clear, consumer-centric 

strategy, powerful brands, and differentiated, scalable platform uniquely position us to capture 

market share at higher levels of profitability.” 

While fashion and accessory markets remain intensely competitive, we continue to think the 

firm’s brands (Coach in particular) boast significant appeal for luxury consumers. Even as shares 

have rallied more than 200% since the end of September, the stock still trades for under 16 times 

NTM earnings expectations, and current respective EPS forecasts for fiscal ‘22 and ’23 stand at 

$3.12 and $3.46. And, while the dividend remains on pause, we anticipate solid free-cash-flow 

generation (with $876 million generated fiscal year-to-date) to allow the firm to resume capital 

returns in somewhat short order. Our Target Price for TPR has been raised to $57. 

Shares of Regency Centers (REG – $65.36) gained 3% on Friday after Q3 financial results beat 

analyst estimates. The retail-focused REIT produced $0.86 (vs. $0.76 est.) of funds from 

operations per share on revenue of $274.7 million. At the end of March, 93% of Q3 pro-rata base 

rents were collected, with 92.5% of properties leased. The company had rent deferral agreements 

with balances still outstanding totaling $28.3 million, of which 56% is on a cash basis. 



Management raised its guidance and now expects 2021 funds from operations per share between 

$3.33 and $3.43, up from the range of $2.96 to $3.14 previously projected. 

CEO Lisa Palmer said, “Thinking a bit longer term, we believe there are clear tailwinds for our 

company and our sector as the pandemic has shined a spotlight on our business in a positive way. 

As we all have experienced the world with e-commerce retail sales spiking meaningfully, our 

tenants will clearly see and appreciate the value of the last-mile distribution capabilities that their 

stores in our centers offer. And after spending months at home facing restrictions on interaction, 

consumers have a new appreciation for the environment and convenience of our open-air 

neighborhood and community centers. But all of that said, our heads aren’t here in the 

Jacksonville sand. We acknowledge and appreciate that real challenges in brick-and-mortar retail 

still exist, and there will continue to be shrinking of retail GLA in the U.S. But well-located well 

operated centers like we own, will still be a critical component of the retail ecosystem, meeting 

the demands of retailers, service providers and consumers. This renewed appreciation from both 

sides fortifies the long-term need for physical locations close to consumer zones. And then also 

the micro migration that’s occurring with more people moving into the suburbs, this should 

provide a long-term benefit to our suburban shopping center portfolio has showed a more 

permanent shift toward part time, remote work, increasing daytime population foot traffic, close 

to the consumer’s home. Finally, as the macroeconomic and retail environment has shifted 

toward a definitive trajectory of improvement, as a company, we have pivoted from defense to 

offense. We are on our front foot. We are focusing on growth, not just organically, but putting 

capital to work externally. We are well positioned to take advantage of opportunities. We 

continue to have the best balance sheets in the sector with low leverage full revolver capacity and 

access to low-cost capital.” 

We are relieved that rent collection trends are improving, while longer term, we continue to like 

that Regency’s national portfolio of shopping centers is primarily anchored by productive 

grocers located in affluent and attractive more-populated metro areas. Despite having grocery 

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

restaurants, etc.), online shopping continues to be a threat to REG and its tenants, but all in all, 

we expect an appreciation for getting out-and-about after a year of restricted movement will 

boost (at least for a while) outdoor shopping. Shares have rallied a whopping 84% since 

Halloween and the dividend yield is now 3.6%. Our Target Price for REG has been hiked to $73. 

Shares of EOG Resources (EOG – $83.10) leapt nearly 8% in Friday’s trading in a reaction to 

the energy giant’s release of Q1 financial results. EOG earned $1.62 per share in the quarter (a 

Q1 record), better than the $1.50 analysts expected and more than double the Q4 figure. 

Management detailed its focus on improving returns on capital deployed through continual 

productivity improvement and drilling what it deems to be “premium locations.” With that 

framework, the company anticipates these actions will allow a 10% return on capital at prices as 

low as $50 per barrel of oil. Company President Ezra Yacob described, “In 2016, during the last 

downturn, we established our premium investment strategy, which requires a 30% direct after-

tax rate of return at $40 oil and $2.50 natural gas. The premium investment strategy drove a step 

change in our capital efficiency and resulting financial performance. It is the reason we entered 

2020 in a position of operational and financial strength, which enabled us to generate positive 

adjusted net income and free cash flow in a year of unprecedented oil volatility and prices that 



averaged just $39. This year, we increased the return hurdle once again, doubling it to 60% at 

$40 oil and $2.50 natural gas.” 

CEO Bill Thomas commented on the quarter, “EOG is delivering on our free cash flow priorities 

and our strategy to maximize long-term shareholder value. Yesterday, we declared a $1 per share 

special dividend to demonstrate our commitment to returning cash to shareholders. Combined 

with the regular dividend, we expect to return $1.5 billion to our shareholders through dividends 

in 2021. Double-premium well productivity and cost reductions are substantially improving our 

returns and increasing our ability to generate significant free cash flow. In order to maximize 

long-term shareholder value, we will remain flexible as we carry out our free cash flow priorities 

in the future. By doubling our reinvestment standard, the future potential of our earnings and 

cash flow performance are the best they’ve ever been. This quarter, we generated a quarterly 

record $1.1 billion of free cash flow and earned $1.62 per share of adjusted net income, the 

second-highest quarterly earnings in company history. In addition, our balance sheet is in 

superior shape with a peer-leading low net debt-to-cap ratio.” 

Consistent with his remarks last quarter, Mr. Thomas reiterated EOG’s posture towards 

expanding production, “We’re not going to grow until demand has recovered to pre-COVID 

levels, which is — it’s on the way to do that. I think everybody can see that. And we want to 

make sure that, obviously, world inventories, U.S. inventories are below the 5-year average. And 

then we’re looking for spare capacity to be certainly a lot lower than it is right now. And that just 

means not a lot of oil shut-in to match supply and demand. And every year, the market factors 

that year — going into that year will determine our plans. And so we want to be flexible. And we 

want to be able to and we will modify our growth plans to fit those market conditions. If we need 

to grow at a lower rate or no growth at all, like we’re doing this year, whatever that right growth 

plan is, whatever fits the market conditions, that’s what we want to do. Above all everything 

else, we are committed to staying very disciplined and not forcing oil into a market that’s not 

ready.” 



 

We have repeatedly warned in our commentary that the EOG ride could be quite bumpy, but we 

have been well rewarded thus far for our ownership. We continue to like that EOG has 

historically been one of a handful of shareholder-friendly oil and gas producers and think 

management’s focus on capital returns is to be commended. On that note, the board has declared 

a special dividend of $1.00 per share payable July 30 to shareholders of record on July 15. 

Shares trade for 15 times the consensus 2021 EPS estimate, while the regular quarterly dividend 

provides a 2.0% yield. We have boosted our Target Price to $97. 

Kovitz Investment Group Partners, LLC (“Kovitz”) is an investment adviser registered with the Securities and Exchange 

Commission. This report should only be considered as a tool in any investment decision matrix and should not be used by itself to 

make investment decisions. Opinions expressed are only our current opinions or our opinions on the posting date. Any graphs, 

data, or information in this publication are considered reliably sourced, but no representation is made that it is accurate or 

complete and should not be relied upon as such. This information is subject to change without notice at any time, based on 

market and other conditions. Past performance is not indicative of future results, which may vary. 

 


