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Market Review 

Work is underway on the August edition of The Prudent Speculator. This month, we offer one 

first-time recommendation, while our Graphic Detail section looks at additional bank stock 

metrics as well as historical volatility at the Value and Growth index level. If all goes according 

to Hoyle, we expect to email TPS 658 on Tuesday evening, August 3. 

***** 

The week just ended offered another example of why we always say it is a market of stocks and 

not a stock market. Indeed, the S&P 500 posted a five-day return of -0.35%, with a negative-37-

basis-point contribution from Amazon.com accounting for all the decline in the popular market-

capitalization-weighted index. Interestingly, more than 60% of the benchmark’s constituents 

were in the black for the five days, with the equal-weighted S&P 500 managing a total return of 

0.62%. 

Value also beat Growth by a wide margin, with the Russell 3000 Value index gaining 0.65% 

versus a loss of -1.19% for the Russell 3000 Growth index, which was somewhat surprising 

given recent trends in which a drop in Treasury yields had been a headwind for the former. 



 

Of course, we would argue that lower interest rates should be a tailwind for stocks in general and 

dividend payers in particular,… 



 

…especially given that unlike most bonds, the income available from equities is not fixed. True, 

payouts are never guaranteed, but history suggests that companies have a propensity to hike 

dividends over time. 



 

Happily, despite the difficulties of the Global Pandemic, Corporate America has the wherewithal 

to boost distributions, given that U.S. GDP hit an inflation-adjusted record high in the second 

quarter,… 



 

…with projections for growth to remain very healthy in Q3,… 



 

…and for the balance of 2021 and 2022. 



 

To be sure, there is no assurance that economic growth will match estimates, especially as the 

supply and demand equation has been upended as businesses had to quickly react to the 

disjointed COVID-19 lockdowns and reopenings,… 



 

…but the latest read on the state of the consumer in June was better than expected,… 



 

…while forward-looking optimism on Main Street exceeded forecasts last week. 



 

The strength of the labor market recovery remains in question,… 



 

…with the Federal Open Market Committee last week announcing that it would maintain its 

current highly accommodative stance toward monetary policy,… 



 

…even as the Fed’s preferred measure of inflation in June came in well above the long-term 

2.0% target. 



 

No doubt, developments on the coronavirus front add to the difficulty of economic 

prognostication,… 



 

…but Fed Chair Jerome H. Powell was relatively upbeat in his remarks last week that opened his 

latest Press Conference,… 



 

…suggesting to us that the outlook for corporate profit growth this year and next should continue 

to be very favorable. 



 

As such, we remain optimistic about the prospects for our broadly diversified portfolios of what 

we believe to be undervalued stocks, and we find it fascinating that mutual and exchange traded 

fund investors continue to have more interest in bonds than in U.S. stocks,… 



 

…while one market sentiment reading (good news from a contrarian perspective) is flashing 

Extreme Fear,… 



 

…and another is showing a lower level of Bullishness than normal. 



 

None of the above is meant to suggest that an all-clear signal has been sounded for equities and 

we are always braced for downside volatility, but we continue to believe that the secret to 

success in stocks is not to get scared out of them. 



 

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 look at more than a few of our companies that 

announced quarterly earnings last week or that had sufficient news out to warrant a review of 

their respective Target Prices. We are also in the process of posting updated Target Prices for all 

of our recommended stocks to theprudentspeculator.com. 

Computing giant Microsoft (MSFT – $284.19) earned $2.17 per share in fiscal Q4 2021 (vs. 

$1.92 est.). MSFT had total revenue of $46.2 billion, versus the $44.3 billion estimate. While 

Microsoft’s results were well ahead of estimates, the share price actually dropped more than $4 

last week. Still, MSFT shares are up 28% this year and the company’s market capitalization is 

$2.14 trillion. 

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


MSFT CEO Satya Nadella said, “We had a very strong close to our fiscal year. Our commercial 

cloud surpassed $69 billion in annual revenue, up 34%. We’re seeing revenue growth across 

industries, customer segments and geographies, with over 50% of sales coming from outside the 

United States. We continue to grow new franchises for Microsoft in large and growing markets. 

In the past 3 years alone, gaming, security and now LinkedIn have all surpassed $10 billion in 

annual revenue.” 

 

Mr. Nadella offered comments on the Cloud, “Moving forward, every organization will need 

more ubiquitous and decentralized computing. We’re the only cloud provider with the 

capabilities to support every organization’s multi-cloud hybrid and edge needs. Over the past 

year, we have added new data center regions in 15 countries across 5 continents, delivering faster 

access to cloud services and addressing data residency requirements. And now we’re taking 

cloud compute to the edge with 5G deployments. Our new Azure Edge services help operators 

and enterprises deliver ultra-low latency compute fabric. And we’re also helping operators run 

their networks in the cloud. AT&T chose Azure to power its 5G core network, making it the first 

Tier 1 operator to move its existing customer traffic to the public cloud.” 

CFO Amy Hood offered a detailed outlook, “Accelerating digital transformation and consistent 

strong execution should drive another quarter of growing commitment to our Microsoft Cloud. In 



Commercial bookings, our core annuity sales motions should drive healthy growth on a growing 

expiry base even against a strong prior year comparable. As always, quarterly volatility in 

bookings can be driven by an increasing mix of larger long-term Azure contracts, which are 

more unpredictable in their timing. Commercial cloud gross margin percentage should decrease 

roughly 1 point year-over-year, with roughly 4 points of negative impact from the change in 

accounting estimate. Excluding the accounting change, Q1 gross margin percentage will increase 

despite revenue mix shift to Azure driven by continued improvement across our cloud services 

on a prior year comparable impacted by strategic investments…we remain focused on driving 

revenue growth as we invest boldly against the strategic high-growth opportunities ahead that 

will deliver significant value to our customers worldwide. Our outlook for FY ’22 reflects this: 

with healthy double-digit revenue and operating income growth.” 

Microsoft remains one of our larger holdings, a position we are comfortable with at present. The 

company has seen tremendous growth in Azure, complemented by growth in the Xbox gaming 

platform and business-social network LinkedIn. We think the growth trends are unlikely to slow 

for the foreseeable future, a result in part of MSFT cementing its position in the tech world 

during the pandemic. Of course, technology changes quickly and Microsoft can’t rest on its 

laurels, but for now, the company’s position looks robust. Our MSFT Target Price has been 

increased to $316. 

Shares of Apple (AAPL – $145.86) slumped despite the technology hardware designer and 

manufacturer posting terrific quarterly results with broad revenue growth. Apple earned $1.30 

per share in fiscal Q3, compared with analysts’ expectation of $1.01. AAPL’s revenue was $81.4 

billion, more than $7.5 billion ahead of the consensus estimate. The company did not offer 

specific guidance due to COVID, which seemed to irritate some analysts, but did indicate 

directionally that Q4 is expected to see double-digit year-over-year revenue growth along with 

greater supply constraints than encountered in the June quarter. 

CEO Tim Cook commented, “We set a new June quarter revenue record of $81.4 billion, up 36% 

from last year, and the vast majority of markets we track grew double digits, with especially 

strong growth in emerging markets, including India, Latin America and Vietnam. Total retail 

sales also set a June quarter record, and almost all of our retail stores have now opened their 

doors. This quarter saw a growing sense of optimism from consumers in the United States and 

around the world, driving renewed hope for a better future and for all that innovation can make 

possible. But as the last 18 months have demonstrated many times before, progress made is not 

progress guaranteed. An uneven recovery to the pandemic and a Delta variant surging in many 

countries around the world have shown us once again that the road to recovery will be a winding 

one.” 

Mr. Cook concluded, “Our greatest source of inspiration isn’t technology itself but how people 

use it in their own lives in ways great and small: to write a novel or to read one; to care for an 

ailing patient or see a doctor virtually; to track their heart rate on a jog or to train for the 

Olympics. Every day, I’m grateful for the dedication of our teams to the simple mission of 

creating technology that improves people’s lives. And I want to thank everyone at Apple for the 

purpose and passion they bring to that mission.” 



CFO Luca Maestri offered a financial update, “We ended the quarter with $194 billion in cash 

plus marketable securities. We retired $3 billion of term debt and increased commercial paper by 

$3 billion, leaving us with total debt of $122 billion. As a result, net cash was $72 billion at the 

end of the quarter. As our business continued to perform at a very high level, we are also able to 

return $29 billion to shareholders during the June quarter. This included $3.8 billion in dividends 

and equivalents and $17.5 billion through open market repurchases of 136 million Apple shares. 

We also began a $5 billion accelerated share repurchase program in May, resulting in the initial 

delivery and retirement of 32 million shares.” 

We are glad that Apple recently hiked its dividend, but the 0.6% yield still remains far below 

what the company is capable of paying. We expect a new batch of iPhones in the fall, while the 

5G-capable iPhone 12 continues to sell well. The company’s M1 chip, which powers the iPad 

Pro, iMac and MacBook, has been highly popular and we expect sales to remain strong. Like 

many companies, Apple may continue to experience supply chain challenges for the foreseeable 

future, and we expect management will stay on top of any issues that might arise as a result. We 

continue to be fans of Apple and our Target Price has been boosted to $171. It remains one of the 

largest holdings in our broadly diversified portfolios, which we are comfortable with at present 

despite its stretched valuation relative to its own history. 

Semiconductor designer Qualcomm (QCOM – $149.80) earned $1.92 per share in fiscal Q3 

2021 (vs. $1.69 est.). QCOM had adjusted sales of $8.00 billion (vs. $7.57 billion est.). 

Qualcomm reported strength in the QCT (Qualcomm CDMA Technology) and QTL (Qualcomm 

Technology Licensing) businesses. The QCT business experienced good quality mix and lower 

unit sales in India and China, while the QTL segment benefitted from premium-product-oriented 

5G adoption, booming automotive demand and Internet of Things growth. 

CEO Cristiano Amon said, “We are seeing demand across virtually every industry because our 

products and technologies are essential ingredients that enable digital transformation in the cloud 

economy. We are leading and expect to continue to lead in mobile. In addition, we also expect to 

lead the evolution of the connected intelligent EDGE by transforming connectivity and 

processing in cars, the enterprise, the home, smart factories, next-generation PCs and tablets, 

XR, wearables and many more. This is the foundation of our revenue diversification strategy… 

Most importantly, we are on track to realize approximately $10 billion in combined revenues 

across IoT, RF front-end and automotive in fiscal year ’21, validating the positive financial 

impact of our revenue diversification strategy.” 

Mr. Amon continued, “Now I will provide an update on 2 key drivers for our handset revenues. 

First, we continue to be positively impacted by the growth in 5G and changing OEM landscape, 

resulting in the expansion of our addressable handset opportunity. Our Snapdragon 8 series 

mobile platforms have shown significant design win momentum. More than half of our 5G 

smartphone design wins to date are using our 8 series and total design wins for Snapdragon 888 

increased more than 20% quarter-over-quarter…Second, we’re still on track to materially 

improve supply by the end of the calendar year. We’re securing incremental capacity across both 

leading and mature nodes and optimizing the allocation of our products across the global supply 

chain. We’re also making progress with our multi-sourcing initiatives.” 



CFO Akash Palkhiwala added, “For calendar 2021, we’re maintaining our forecast for high 

single-digit growth for global 3G, 4G, 5G handsets, including 450 million to 550 million 5G 

handsets. Given the strong adoption of 5G in developed regions in China, we have a bias towards 

the high end of our 5G forecast. In the fourth fiscal quarter, we are forecasting revenues of $8.4 

billion to $9.2 billion and non-GAAP EPS of $2.15 to $2.35. In QTL, we expect revenues of 

$1.45 billion to $1.65 billion and EBT margins of 69% to 73%…The strength of our QCT 

forecast reflects sequential growth across all revenue streams, including premium and high-tier 

device launches and operating leverage benefit from extending our mobile technology and 

investments across IoT and automotive.” 

 

QCOM expects EPS for fiscal 2021 to come in around $8.24, which is nearly double the 2020 

figure. Unlike many companies, 2020 wasn’t a trough year for QCOM in terms of EPS and was 

actually a sizable improvement over 2019’s $3.54. Qualcomm has spent considerable time and 

effort reshaping its business from a glorified law firm to a communications technology giant, 

which we think is finally showing through in earnings. We had lengthy discussions about the 

fairness of Broadcom’s (AVGO – $485.40) buyout offer around $80 per share in 2018 for 

QCOM (which was below our Target Price at the time), and we are glad that President Trump 

blocked the deal as shareholders have benefitted handsomely from an interest in the standalone 

company. QCOM shares are down slightly this year, and the valuation metrics are reasonable, 



including a forward P/E around 17 and dividend yield of 1.8%. Our Target Price has been 

boosted to $180. 

Search engine and internet technology leader Alphabet (GOOG – $2,704.42) posted adjusted 

earnings per share of $27.26, versus the $19.35 estimate, in Q2 2021. GOOG had adjusted sales 

of $51.0 billion, versus the $46.1 billion estimate. With the company crushing forecasts on the 

top and bottom lines, shares gained more than 3% to set another all-time high on July 27, before 

pulling back later in the week. One might have expected a much bigger share price spike, but 

with the stock having gained nearly 55% this year, another expectation-beating quarter was 

evidently baked into the price. 

CEO Sundar Pichai commented, “We saw a rising tide of online consumer and business activity. 

We are proud that our services helped so many businesses and partners. In fact, we set a number 

of records this quarter. This quarter, publisher partners earned more than they ever have from our 

network. We also paid more to YouTube creators and partners than in any quarter in our history. 

And on top of that, over the past year, we have sent more traffic to third-party websites than any 

year prior, in addition to generating billions of direct connections like phone calls, directions, 

ordering food and making reservations that drove customers and revenue to businesses around 

the world that are working to get back on their feet.” 

Mr. Pichai continued, “This quarter, we saw 3 distinct trends. First, the increase in cyber and 

ransomware attacks is a wake-up call for the industry. Over 2 decades, Google has built some of 

the most secure computing systems in the world, and we are proud that our Google Cloud 

customers can benefit from our experience here… Second, our expertise in real-time data and 

analytics continues to differentiate us in the data cloud, one of the fastest-growing segments of 

the market. BigQuery is not only a data warehouse, it’s a platform for customer innovation, and 

it’s helping drive our strong year-over-year growth with customers like HCA Healthcare, who 

will be using BigQuery to analyze data to improve clinical care. Third, Google Workspace 

continues to show strong growth, particularly in the enterprise space because we have designed 

the product to meet the challenges of hybrid work. This includes the announcements we made at 

IO about Smart Canvas as well as expanding our advanced security and compliance capabilities 

and solutions for front-line workers.” 

Chief Business Officer Philipp Schindler added, “We are pleased with the growth in Google 

Services revenues in the second quarter. Year-on-year performance reflects elevated consumer 

online activity, broad-based strength in advertiser spend and the lapping of the first ever revenue 

decline in our ads business last year due to COVID. In the second quarter, retail, again, was by 

far the largest contributor to the year-on-year growth of our ads business. Travel, financial 

services and media and entertainment were also strong contributors.” 

CFO Ruth Porat offered the outlook, “In the second quarter, revenues benefited from an FX 

tailwind of more than 4% at the consolidated level. Based on FX spot rates against the dollar 

relative to the third quarter of last year, we expect a more muted tailwind to revenues in the third 

quarter. In terms of outlook by segment, for Google Services, the benefit to revenue growth in 

Q2 from lapping the effect of COVID last year will diminish through the balance of the year as 

we begin to lap stronger performance in the second half of 2020. In the second quarter, we 



continued to benefit from elevated consumer online activity and broad-based strength in 

advertiser spend. We believe it is still too early to forecast the longer-term trends as markets 

reopen, especially given the recent increase in COVID cases globally.” 

Alphabet had $16.4 billion of free cash flow in Q2 and finished the quarter with $136 billion of 

cash and marketable securities on hand. The board also approved an amendment to the existing 

$50 billion share repurchase plan which allows the repurchase of Class A and Class C shares. 

Unfortunately, even with the mountain of cash, GOOG does not pay a dividend, but share 

repurchases also count as return of capital so we can’t complain too much. We think the long 

term for Alphabet remains bright, and while the company’s valuation is not super inexpensive 

(the forward P/E is in the 25 range, but it drops near 20 by using 2023 estimates), we believe the 

terrific balance sheet and great opportunities ahead make it an attractive holding. Regulatory risk 

always seems to linger for GOOG and Big Tech names, but at this point, it’s not something that 

keeps us up at night. Our Target Price for GOOG has been hiked to $3,091. 

Semiconductor equipment firm Cohu (COHU – $35.41) earned an adjusted $0.90 per share in 

fiscal Q2 2021 (vs. $0.79 est.). COHU had sales of $244.8 million (vs. $243.4 million est.). 

Shares tumbled 7% following the announcement before retracing a portion of the decline on 

Friday. COHU expects Q3 2021 revenue between $220 million and $235 million, with EBITDA 

(earnings before interest, taxes, depreciation and amortization) growth around 21% and a 

shrunken gross margin around 42%. The sales outlook was below expectations. 

CEO Luis Muller explained, “We are benefiting from the ongoing 5G technology ramp in 

mobility, selling RF testers and turret handlers, also robust automotive demand for our tri-

temperature handlers and contactors, mainly for testing battery management systems and ADAS 

devices. Our contactor revenue increased 33% year-over-year, with significant design wins for 

testing new products from customers in the mobility and automotive segments. We made good 

progress improving contactor operational efficiencies and expanding manufacturing in-sourcing 

in the Philippines, all leading to 270 basis points gross margin improvement quarter-over-quarter 

in the contactor business that is key to our midterm strategic plan. Overall, gross margin in the 

second quarter was in line with guidance, reflecting a sharp increase in handler sales and higher 

supply chain costs as discussed when we provided Q2 guidance. We have been working to pass 

on these cost increases to our customers and have substantially completed the process that will 

take effect over the next few quarters.” 

Mr. Muller continued, “Now looking ahead, we’re encouraged by design wins with our Neon 

inspection platform, gains in RF and automotive tests, revenue and margin expansion in our 

contactor business. At the same time, we’re working through a period of supply chain disruption 

and cost increases that will, unfortunately, weight negatively on the third quarter. We’re trying to 

be cautious but set realistic targets for third quarter, and we will avoid getting ourselves too far 

into fourth quarter details this time around.” 

CFO Jeff Jones added, “Entering Q3, our order backlog and utilization of equipment at our 

customers’ test facilities remain strong. However, as Luis described, we are experiencing some 

material shortages and COVID-related constraints at several of our suppliers. Because of these 

supply chain constraints, we are forecasting approximately $14 million of originally scheduled 



Q3 revenue related to handler shipments will be delayed to Q4. As a result, we’re guiding Q3 

sales to be between $220 million to $235 million…For Q3, we are forecasting gross margin to be 

approximately 42% mainly due to product mix…We expect Q3 adjusted EBITDA at the 

midpoint of guidance to be approximately 21%. The Q3 forecast non-GAAP tax rate is 

approximately 18% at the midpoint of guidance. As previously stated, most of Cohu’s profits are 

generated offshore and subject to statutory rates in various foreign jurisdictions. Income taxes on 

profits generated in the U.S. are mitigated by net operating loss carryforwards and tax credits. 

The diluted share count for Q3 is expected to be approximately 49.6 million shares.” 

 

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 even though expected 

supply chain disruptions have impacted the outlook. Shares trade for a reasonable 12 times 

forward earnings and profits are projected by analysts to grow above $3.00 this year, compared 

with $1.19 in 2020 and $0.09 in 2019. Still, our Target Price for COHU has been trimmed to 

$58. 

Shares of Benchmark Electronics (BHE – $26.40) jumped almost 6% last week after the 

electronics device designer and manufacturer delivered Q2 results that included top- and bottom-

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



reached $544.7 million, versus expectations of $530 million. Adjusted EPS in Q2 was $0.27, 

compared to the forecast of $0.26. Revenue for the period was above the midpoint of the 

company’s previous guidance and was up 11% year-over-year. Sales benefited from the 

continued momentum in the Semi-Cap market as well as stronger demand from customers 

deploying broadband infrastructure solutions in the telecom sector. Additionally, BHE said it 

was seeing early signs of recovery in some sub-sectors of the industrial markets. 

“In the second quarter, we delivered double digit revenue growth year-over-year from continued 

strength in the Semi-Cap market, improving Industrials demand, and strength in the 

Telecommunications sector,” said CEO Jeff Benck. “Additionally, we expanded gross and 

operating margins supported by our strong revenue growth. I am particularly pleased with our 

team’s execution in the quarter given the challenges related to the global supply chain constraints 

and facility disruptions in Malaysia related to the pandemic. Strong end market demand, new 

program ramps, and operational execution provide momentum for sequential growth in revenue 

and gross margins through the balance of 2021.” 

Managements said that it sees adjusted EPS for Q3 coming in between $0.33 and $0.41, with the 

consensus estimate heading into the announcement at $0.36. Additionally, company revenue 

projections for Q3 came in at a range of $555 million to $595 million. The consensus analyst 

estimate had been $555.5 million. 

We like the steps management has taken to diversify its customer base, as well as its new focus 

on ESG and sustainability, which should help the business thrive over the long term. Benchmark 

continues to invest in growth projects, while paying out a 2.5% yield to shareholders and 

maintaining a balance sheet with net cash. Our Target Price for BHE has been elevated to $37. 

Pharmaceutical giant Pfizer (PFE – $42.81) posted EPS of $1.07 in Q2, a significant bump over 

the $0.66 earned a year ago, and better than the $0.78 consensus analyst estimate. Strong 

performance within Oncology and Hospital segments contributed to 10% year-over-year 

comparable revenue growth to $19 billion, with $7.8 billion generated from the COVID-19 jab. 

Shares rose 3% on the announcement but gave back some ground before the week’s end. 

CEO Dr. Albert Bourla commented, “The second quarter was remarkable in a number of ways. 

Most visibly, the speed and efficiency of our efforts with BioNTech to help vaccinate the world 

against COVID-19 have been unprecedented, with now more than a billion doses of BNT162b2 

having been delivered globally. In addition, we are equally proud of the second-quarter 

performance of our business excluding BNT162b2, which posted 10% operational revenue 

growth. Looking forward, we remain highly confident in our ability to achieve at least a 6% 

compound annual growth rate through 2025 and intend to build upon our recent successes by 

continuing to follow the science, trust in our people and remain focused on delivering 

breakthroughs for the patients we serve.” 



 

CFO Frank D’Amelio added, “Pfizer’s second quarter performance highlighted once again the 

underlying strength of our business, with consistent and solid growth coming from multiple 

products and categories. It is important to point out that the 10% year-over-year operational 

revenue growth rate for our business excluding BNT162b2 comes on top of a strong 6% 

operational growth rate delivered by the comparable business in the second quarter of last year.” 

In hopes that it may attract more folks to get the shot, the FDA vowed Friday to put forth an 

‘All-Hands-on-Deck’ effort to “identify ways to expedite approval of the Pfizer COVID-19 jab, 

which is currently being administered under the FDA’s emergency use authority,” according to 

Peter Marks at the FDA’s Center for Biologics Evaluation and Research. Some $33.5 billion of 

revenue is now expected from delivery of the vaccine in 2021, contributing toward 

management’s decision to raise earnings and revenue guidance to $4.00 per share and $79.0 

billion at the midpoint of their respective ranges. 

While there would seem to be plenty of revenue opportunities still to come related to COVID-19, 

the outlook for how boosters or other therapeutics will translate to Pfizer’s bottom line is 

uncertain. Nevertheless, we still believe that the market underappreciates Pfizer’s emerging 

pipeline of products and management’s increasing confidence in its organic growth potential. 



Shares trade for just 11.5 times forward earnings expectations and boast a robust dividend yield 

of 3.6%. Our Target Price for PFE now stands at $55. 

Shares of Caterpillar (CAT – $206.75) fell a bit more than 1% last week, even though the heavy 

equipment giant reported a solid Q2. Adjusted EPS for the period came in at $2.60, versus the 

consensus analyst estimate of $2.40. Revenue was $12.2 billion, compared to the forecast of 

$12.1 billion. Sales rose 29% in Q2, reflecting widespread recovery and sales growth in all 

segments and regions. User demand is the source of sales growth as both volumes and price 

realization were widely positive. Oil & gas end markets improved, aided by engine aftermarket 

parts demand, spurring a quicker recovery than was expected in this business. 

CAT CEO Jim Umpleby commented, “Our dedicated global team remains focused on serving 

our customers, executing our strategy and investing for future profitable growth. We’re 

encouraged by higher sales and revenues across all regions and in our three primary segments, 

which reflect continued improvement in our end markets…Similar to the first quarter of this 

year, dealer inventory remains near the low end of the normal range. In spite of the 

unprecedented challenges impacting the industrial sector, I’m proud of the work by our team to 

minimize disruptions, which were relatively modest during the second quarter for the majority of 

our products, availability remains within our normal ranges. We mentioned on the last earnings 

call that the supply chain situation, including transportation, was challenging. And that our team 

was preparing contingency plans such as alternative assembly processes at our facilities.” 

Mr. Umpleby added, “In light of the highly fluid environment, we will continue our practice of 

not providing profit per share guidance. However, we’ll share some high-level assumptions for 

the upcoming quarter and the full year. For 2021, as we said on the last earnings call, we expect 

to achieve the targets for adjusted operating profit margin that we set out at our 2019 Investor 

Day of 300 basis points to 600 basis points of improvement versus our performance during the 

2010 to 2016 period at similar sales — similar levels of sales and revenues. We also expect to 

achieve the free cash flow targets we set for ME&T at Investor Day of an incremental $1 billion 

to $2 billion at all points in the cycle.” 

Construction machinery is probably what CAT is best known for, but the company also produces 

plenty of mining equipment and sells a full array of products abroad, lowering the U.S.-specific 

risk. We think the diversification is important to CAT’s resiliency and note that analysts now 

expect earnings to grow from $9.99 this year to $14.11 in 2023. Although the valuation is no 

longer cheap as shares currently change hands above 19 times NTM adjusted EPS projections 

and we took some of our CAT money off the table back in March in the $230 range, we still see 

the growth potential as substantial (including the potential infrastructure spend in the U.S., which 

is desperately needed). The yield is now 2.2% and our Target Price for our remaining CAT 

holdings has been bumped up to $264. 

Biopharmaceutical concern Bristol Myers Squibb (BMY – $67.87) posted earnings of $1.93 per 

share in Q2 (versus the $1.89 estimate) on revenue of $11.7 billion, which represented 13% 

growth year-over-year net of foreign exchange effects. Management also offered full year EPS 

guidance of $7.35 and $7.55. 



BMY CEO Giovanni Caforio, M.D. commented, “During the second quarter, we delivered 

excellent results across the board, including strong sales growth due to solid commercial 

performance, positive clinical results in our mid- and late-stage pipeline, continued BD execution 

and strengthened our financial position. The strength of our commercial execution this quarter 

was underscored by the performance of our key medicines, including the return of Opdivo to 

growth and the uptake of our new launch portfolio. Over the last 18 months, we launched 5 new 

medicines with significant potential, and we are very encouraged by their performance to date. 

Clinically, we continue to deliver on the potential of our pipeline with significant mid- and late-

stage clinical readouts and important regulatory actions across our therapeutic areas. The recent 

additions to our portfolio added diversification to our business and an opportunity to generate 

sustained growth over time.” 

 

Dr. Caforio added, “Our strong clinical performance further derisks our launch portfolio. And as 

a result, our confidence in our ability to deliver the $20 billion to $25 billion in non-risk-adjusted 

revenue in 2029 continues to increase. Our continued strong financial performance and balance 

sheet enable us to diversify and strengthen our long-term prospects. As our sales force returns to 

the field and we welcome our remote teams back to the office, I’m excited by the opportunity to 

reconnect with our colleagues, stakeholders and patients. I believe we have the strongest pipeline 

and launch portfolio in BMS’ history, and I am very excited about our future.” 



With the first full year since its acquisition of Celgene under its belt, BMY continues to work 

through integration headwinds and an elevated debt balance. Nevertheless, we like that a large 

portion of Bristol’s late-stage pipeline focuses on immunology and cancer indications, areas with 

favorable pricing and where the FDA has been aggressively approving drugs. BMY has a 

heritage of supporting its pipeline by bringing in partners to share the development costs and 

diversify the risks of clinical and regulatory failure, and the Celgene acquisition moves Bristol 

further into the specialty pharma segment. Management has already put to work $3 billion of the 

$4 billion allotted by the Board for share repurchases earlier in the year and has stated the 

company intends to spend opportunistically throughout the remainder of the year. High-quality 

BMY trades for a very inexpensive forward-earnings multiple below 9 and yields 2.9%. Our 

Target Price has been lifted to $103. 

Global defense contractor and security company Lockheed Martin (LMT – $371.81) reported 

Q2 EPS of $6.52 (just shy of the $6.53 expected by analysts) on revenue of $17.0 billion, a 5% 

improvement year-over-year. The Aeronautics segment, representing 39% of total sales, 

continued to stand out, driven in large part by F-35 revenue. Lockheed’s backlog ebbed a bit in 

the quarter but still represents a hefty $141.7 billion, which gives us continued confidence in its 

future revenue-generating ability. Management’s forecast for the full-year 2021 remains mostly 

the same as it was in April, although the mid-point EPS number was moved a bit higher to 

$26.85. 

CEO James Taiclet commented, “In my first year leading our company, I’m proud of the 

extraordinary resolve demonstrated by our 114,000 team members to rise above the challenges of 

the pandemic in support of our customers, our nation and our allies. This is reflected in our solid 

sales growth across each business area this quarter. Our teams continue to deliver on key 

platform programs while also advancing technologies critical for 21st century deterrence and 

scientific discovery. And as a result, we are maintaining our prior guidance for full-year sales, 

segment operating profit, and cash from operations, while raising guidance for full-year EPS.” 

Mr. Taiclet continued, “Similarly, the President issued an interim national security strategic 

guidance document, which incorporates key elements such as diplomacy, economic 

development, innovation, and modernizing our military capabilities into a broad framework for 

addressing accelerating global challenges. This guidance document places emphasis on 

deterrence, investments in emerging technologies such as artificial intelligence, and secure next-

gen 5G infrastructure as well as the need for having strong defense and intelligence capabilities. 

We believe this vision is well aligned with our 21st century warfare strategy and plays to the 

strength of our broad portfolio and our culture of innovation at Lockheed Martin. Also in the 

quarter, the American Rescue Plan Act of 2021 stimulus package was enacted into legislation. 

This bill extended the CARES Act Section 3610 provision until September 30, 2021, enabling 

federal agencies to continue to reimburse contractors for the cost of keeping employees and 

subcontractors in a ready state as a result of the global pandemic.” 

LMT continues to benefit from the production ramp of the F-35 program, while international 

sales and additional contract wins in hypersonics, weapons systems, satellites and classified 

content combine to drive robust cash flow which should support continued share repurchases and 

dividends (the yield is 2.8%). We continue to like the combination of cost-plus contracts with 



R&D effectively paid for by customers, and believe they offer the ability to use cash flow to 

return capital to shareholders. Having consolidated over the past few years, shares are available 

at a very attractive forward P/E of 13.5, the lowest of major defense prime contractor peers. Our 

Target Price for LMT now resides at $501. 

Shares of Hasbro (HAS – $99.44) jumped more than 7% last week as the game and toy concern 

released Q2 financial results that overwhelmed consensus analyst estimates. Adjusting for the 

sale of its eOne music business (approximately $397 million of proceeds that will be reflected in 

Q3), the company earned $1.05 (versus the $0.46 estimate) on $1.3 billion of revenue as the 

business improved across the board to pre-pandemic levels. Hasbro’s digital gaming franchise 

continues to deliver, supporting the firm’s overall profitability with a 47% operating margin for 

the segment. With production back in full swing, the entertainment business benefitted from the 

release of multiple programs in the quarter, while the company inked content deals for properties 

My Little Pony, Peppa Pig and PJ Masks. Despite supply chain pressures for consumer products, 

management has arranged price increases that will go into effect in Q3. 

 

The HAS content engine appears in full swing with movie releases scheduled for the big screen 

in the current quarter out through 2023, along with series on tap for distribution through Apple 

TV Plus and major television outlets. CEO Brian Goldner explained, “Audiences are returning to 



theaters, and we’re supporting several key films, including in partnerships with Paramount, 

Snake Eyes: G. I. Joe Origins that premiered this past weekend; Marvel Studio’s Black Widow 

that released earlier this month; as well as Marvel Studio’s Spider-Man: No Way Home and 

Ghostbusters — Sony’s Ghostbusters: Afterlife. Entertainment is the catalyst that unlocks the 

next level of value in our portfolio…In television, Cruel Summer premiered to very high ratings 

on Freeform and was picked up by the network for a second season. ABC renewed the Rookie 

for a fourth season, and we have commenced production. Apple TV Plus bought worldwide 

rights to our production of Come From Away, which is in post-production for release this fall. 

Additional film releases to come include Clifford, the Big Red Dog with Paramount; and 

Stillwater, directed by Tom McCarthy and starring Matt Damon. In Unscripted TV, our slate 

remains robust, with close to 40 active productions for Canada, the U.S. and U.K. The eOne 

team continues to develop and move into production of Hasbro IP of more than 200 projects in 

development across TV, film and animation, more than 30 Hasbro brands are being developed. 

Among the many active projects were in production on the Dungeons & Dragons live-action 

feature to premier in 2023, and we began principal photography with Paramount on the live 

action Transformers: Rise of the Beast coming June 2022.” 

We like that Hasbro continues to invest in its competitive position, and that it is chipping away at 

its debt balance (now $4.6 billion, down from $5.2 billion a year ago). Shares trade roughly in 

line with their 5-year average forward P/E multiple and boast a generous dividend yield of 2.7%. 

We’ve tuned our Target Price for HAS higher to $128. 

New York Community Bancorp (NYCB – $11.78) announced that it earned $0.30 per share in 

Q2. The figure was in line with the consensus analyst estimate, but 14% and 57% higher, 

respectively, than Q1 and the year-ago period. Total deposits were unchanged compared to Q1 

and stood at $34.2 billion as loans rose modestly to $43.6 billion. Net interest margin held steady 

at 2.5% despite a flattening of the yield curve throughout the quarter. Non-performing assets 

remained in check at just 7 basis points of total assets as of June 30. The bank remains 

reasonably capitalized with a CET1 ratio of 9.8% at the holding company. NYCB’s acquisition 

target Flagstar Bancorp also released financial results in the prior week. The mortgage-focused 

bank earned $2.73 per share (versus the $2.08 estimate) even as mortgage demand retreated a bit 

from its peak in the back half of 2020. Shares of both banks rose roughly 7% following their 

respective announcements. 

NYCB CEO Thomas R. Cangemi commented, “I am very pleased to report another strong 

quarterly performance highlighted by continued net interest margin expansion, lower operating 

expenses, good loan growth, solid credit quality trends, and most importantly, a significant year-

over-year increase in earnings per share. In fact, this is the Company’s best quarterly operating 

performance in over 15 years. Since being named CEO, it has been one of my top initiatives to 

bring in more core deposits from our multi-family and commercial real estate borrowers. These 

initiatives are beginning to bear fruit as loan-related deposits at June 30 increased $388 million 

or 22% annualized to $3.9 billion compared to December 30, 2020, balances. As a result of these 

initiatives, CDs as a percentage of total deposits have declined to 26% as of the current second 

quarter compared to 38% in the year ago quarter, while total deposits have increased. We will 

continue to focus on growing deposits through a variety of strategies, including by further 



penetrating our existing borrower base as well as expanding into the banking as a service space, 

through partnerships with fintech companies.” 

He also gave an update on the merger with Flagstar, “We are making significant progress on 

multiple fronts. Integration teams have been formed. We meet weekly, if not daily, on the 

integration planning process. To date, a number of key decisions have been, including selection 

of the technology platform and ancillary systems we will use and the products and services we 

will offer our combined customers. In addition, in an 8-K we filed subject to the completion of 

the planned merger, we have named our senior executive leadership team, reporting directly to 

me and who will support our strategic priorities going forward. Since we announced the merger, 

I’ve been spending more time with Sandro [Flagstar CEO] and his executive management team, 

and our shared vision of the combined organization is more evident as each day goes by. This, in 

my opinion, is not a traditional merger. It is an alliance, where we are taking the best of both 

companies and forming a much stronger, better position organization and creating significant 

value for everyone. The more time we spend looking at the 2 companies becoming one, the more 

excited we become about the combination. In addition to compelling financial metrics, including 

double-digit EPS accretion and immediate tangible book value creation, there are significant 

deposit growth opportunities, new lending opportunities and a substantial amount of fee income 

opportunities by cross-selling Flagstar’s retail product set through the NYCB branch network.” 

Given the pandemic-related exodus of folks out of the Big Apple, we are delighted that NYCB’s 

asset quality continues to hold up. Although an experienced player within its market, we still 

think the regional diversification is a good move as we have long been mindful of risks within 

the NYC multifamily market. Note that Flagstar has more than doubled its book value per share 

over the last decade, with much of the growth coming over the past 3 years. NYCB has stated 

that the current quarterly dividend of $0.17 is remaining intact, which puts the yield at 5.8% as of 

Friday’s close. Our Target Price for NYCB is now $18. 
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