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Market Review 

As discussed in the March edition of The Prudent Speculator, we bought the following on 

Friday, March 4, for our two real money newsletter portfolios: 

TPS Portfolio 

758 Foot Locker (FL – $29.59) at $29.7189 

224 Meta Platforms (FB – $200.06) at $201.5518 

Buckingham Portfolio 

47 Pfizer (PFE – $48.65) at $48.475 

15 Digital Realty (DLR – $139.24) at $138.4835 

In our two hypothetical accounts, we added the following, also on Friday, March 4 

Millennium Portfolio 

23 Cummins (CMI – $202.04) at $204.16 

343 HollyFrontier (HFC – $30.15) at $29.58 

PruFolio 

58 3M (MMM – $146.73) at $146.16 

***** 

Though we know that equities have eventually overcome hurdle after hurdle over the past eight 

decades,… 



 

…news from Ukraine remains troubling,… 



 

…and equity prices endured another negative week, though inexpensively priced stocks again 

performed better (lost less) than their more richly valued peers. 



 

Certainly, we understand that red ink is not something anyone likes to see, but volatility is 

always part of the investment landscape and something with which investors must contend to be 

positioned to generate very favorable long-term returns. 



 

Unfortunately, there is no bell that rings to advise that the proverbial coast is clear, and we 

remain amused by the talking heads on financial television reminding us that the markets do not 

like uncertainty. They seem to forget that there never is certainty, whether stocks are mired in a 

correction or whether they are enjoying a recovery, but history shows that the upswings more 

than make up for the downturns,… 



 

…while those that think they can time the moves generally end up with lackluster or miserable 

long-term returns. And that goes double for the average investor in fixed income, which is where 

it is said the “smart money” resides! 



 

***** 

No doubt, the situation in Eastern Europe could worsen further, and oil prices having soared into 

the triple-digits and other commodity prices spiking upward adds surging inflation to the list of 

worries. Never mind that market history shows that, on average, stocks have proved to be a very 

good hedge against high inflation,… 



 

…and Federal Reserve Chair Jerome H. Powell said last week on Capitol Hill that he and his 

colleagues “will be nimble in responding to incoming data and the evolving outlook.” 



 

Of course, the Fed Funds rate will be going up this year, starting with the upcoming FOMC 

Meeting the week after this one,… 



 

…but we also note that the historical evidence shows that Value stocks have performed 

admirably when the Fed is tightening monetary policy. 



 

We recognize that many are betting that Powell & Co. will not be able to engineer a so-called 

soft landing and that the Fed will have to reverse course as they wager that the next economic 

recession will come sooner than expected,… 



 

…but Chair Powell was relatively upbeat on the economic outlook last week,… 



 

…with those comments coming before the terrific labor report out on Friday that saw many more 

jobs created than expected last month,… 



 

…and a drop in the unemployment rate to a new pandemic low. 



 

…with the most recent weekly employment data showing that businesses are holding tight to 

their workers. 



 

True, not all of the economic numbers out last week were rosy, with the latest read on the health 

of the important services sector coming in below expectations,… 



 

…though the prognosis for the manufacturing sector was better than estimated,… 



 

…with both of those Institute for Supply Management (ISM) figures still pointing to a solid 

economic expansion this year, even as Q1 U.S. GDP growth looks to be flat based on the latest 

projection from the Atlanta Fed. 



 

We respect that Wall Street analysts are a fickle bunch, and we do not think many have fully 

updated their numbers yet to account for the War in Ukraine, but the latest outlook for corporate 

profit growth this year remains very robust,… 



 

…and Corporate America has been busy hiking dividend payouts,… 



 

…which adds to the long-term appeal of equities, especially with interest rates falling sharply 

last week. 



 

So, we remain braced for additional downside volatility in the near term, and we note that the 

equity futures were suggesting a sizable gap lower when trading resumes this week. However, 

we continue to be happy with the reasonable valuations and generous dividend yields of our 

broadly diversified portfolios of what we believe to be undervalued stocks. 



 

That in mind, we close our Market Review with what Warren Buffett said in the latest Berkshire 

Hathaway Letter to Shareholders. The Oracle of Omaha wrote, “People who are comfortable 

with their investments will, on average, achieve better results than those who are motivated by 

ever-changing headlines, chatter and promises.” 

Stock Updates  

We suspect that most of our readers share our long-term time horizon and that many are looking 

to allocate more money into equities to take advantage of the current selloff. Certainly, there are 

plenty of names that have been hit hard, but we offer two dozen purchase candidates in the chart 

below, while also illustrating with this year’s winners why we always advocate broad portfolio 

diversification. After all, I doubt anyone could have predicted that fertilizer producer Mosaic 

(MOS – $59.83) would be the year’s hero and COVID-19 vaccine maker Moderna (MRNA – 

$136.46) would be the goat thus far in 2022. 



 

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 offer updates on eight of our stocks that reported 

quarterly results last week or had news out worthy of mention. 

Shares of Kroger Co. (KR – $58.94) had a second straight quarter of double-digit gains 

following an earnings release. The grocery store operator reported EPS of $0.91, $0.19 ahead of 

the consensus estimate, with revenue totaling $33.05 billion. Identical-store sales (excluding 

fuel) grew 4%, which KR attributed to strong sales in the Fresh department. The gross margin 

expanded by 3 basis points thanks to inflation management and sourcing benefits. 

CEO Rodney McMullen commented, “As we look to 2022, we expect the momentum in our 

business to continue, and we have confidence in our ability to navigate a rapidly changing 

operating environment. We are leveraging technology, innovation and our competitive moats to 

build lasting competitive advantages. Our balanced model is allowing us to deliver for 

shareholders, invest in our associates, continue to provide fresh, affordable food for our 

https://theprudentspeculator.com/dashboard/


customers and support for our communities. We remain confident in our growth model and our 

ability to deliver total shareholder return of 8% to 11% over time. Kroger is leading with fresh. 

Our fresh departments outpaced total company identical sales, excluding fuel, during the fourth 

quarter. Kroger remains the #1 retailer in many exciting areas such as specialty cheese, sushi and 

floral. As the world’s largest florist, we sold over 76 million floral stems for Valentine’s Day 

alone. And the smiles that came along with that for our customers and associates were free.” 

CFO Gary Millerchip added, “Our plans contemplate meaningful investments in associate hourly 

rates as well as investments in delivering greater value for our customers and enhancing our 

digital capabilities. We expect these investments, and the impact of cycling COVID-19 vaccine 

revenue will be fully offset by tailwinds in our model and allow us to grow adjusted net earnings 

per diluted share to between $3.75 and $3.85. The tailwinds in our 2022 plan includes sales 

leverage from growing identical sales without fuel between 2% and 3%. We also expect to 

deliver cost savings of $1 billion, incremental alternative profit growth largely in line with 2021 

and underlying improvement in Kroger Health profitability, excluding vaccine income. Fuel 

profitability is expected to be relatively flat year-over-year as gallon growth is offset by slightly 

lower fuel margins. In terms of quarterly cadence for identical sales of our pure and EPS growth, 

we expect identical sales without fuel in quarter 1 and quarter 2 will be above the midpoint of 

our 2% to 3% range as we expect heightened inflation will continue in the first half of the year. 

We would expect our second half identical sales without fuel to be below the midpoint of our 

range as we expect the inflation to moderate later in the year as we cycle higher inflation from 

the second half of 2021. Regarding adjusted EPS, we would expect quarter 1 to be above the 

annual growth rate range of 2% to 5%, quarter 2 to be below the range and the second half of the 

year to be within the range.” 

Given that full-year EPS expectations were on the $3.45 range, it was the forward guidance that 

lit a fire under the shares, though the company’s 2022 Business Update on Friday morning also 

saw Mr. Millerchip add to the bullish enthusiasm. The CFO proclaimed, “Driven by heightened 

food demand and our consistent execution over the last two years, our team has delivered results 

that are significantly above what our TSR [Total Shareholder Return] model contemplates. We 

expect to continue to build off of this higher base and we remain committed to delivering TSR of 

8% to 11% over time.” 

Certainly, we understand why traders were enthused and we saw fit to significantly boost our 

Target Price to $63, though we would not fault anyone with a larger position for taking a little 

KR money off the table after the greater than 26% pop in the price this past week. Competition 

remains stiff in the grocery space, though we like that Kroger continues to remake itself and has 

moved more in the direction of being offensive versus defensive/reactive. Kroger has developed 

a competitive portfolio of house brands, particularly within the Fresh category, and we 

appreciate the ballast that the stock has offered our portfolio through rocky times. KR now trades 

at 16 times NTM adjusted EPS projections and yields 1.4%. The company repurchased $2.2 

billion of shares in 2021 and, supported by expected free cash flow between $2.0 billion and $2.2 

billion, expects to return additional cash to shareholders. No doubt, the risk-off trade due to the 

War in Ukraine has bolstered the shares, but we know that sentiment can shift quickly. 



Shares of Big Lots (BIG – $38.05) have been hammered since last summer, down nearly 50% as 

inventory issues mounted on the heels of supply chain headwinds and rising freight costs, while 

consumers saw stimulus dollars dry up. Shares rebounded more than 6% last week, though, after 

the company’s latest quarterly financial release, in which BIG reported revenue of $1.73 billion, 

which slightly outpaced the consensus analyst estimate, while adjusted EPS of $1.75 came in 7% 

below forecasts. 

CEO Bruce Thorn explained, “We have much to be excited about as we enter 2022. Our new 

store openings are proceeding as planned, our in-stock levels are improving, and our productivity 

initiatives continue to deliver and gain traction. During the fourth quarter, we had a successful 

holiday helping our BIGionaires Live Big and Save Lots! January was a tough month as 

inclement weather and the Omicron spike caused a slowdown in our business, further impacted 

by inventory delays in key areas. However, as we have moved into 2022, we have seen these 

factors abate, and sales are regaining traction. In 2022, we will open over 50 net new stores, 

further roll out programs to drive merchandise productivity, and continue to improve our supply 

chain infrastructure to enable us to serve our customers how, when and where they want to 

shop.” 

Mr. Thorn further elaborated, “Our fourth quarter results were negatively impacted by around 

$0.30 per share as a result of adverse shrink results as we began our annual physical inventory 

cycle in January. We are actively implementing new processes and technologies that we are 

confident will improve shrink results going forward. In addition, we are aggressively tackling the 

current macro inflation and supply chain headwinds and building a more mature pricing 

organization to optimize margin, while continuing to provide excellent value for our customers. 

We are confident in our ability to navigate these near-term challenges, and remain focused on 

delivering our long-term sales and margin goals, and creating tremendous value for 

shareholders.” 

For the first quarter of fiscal 2022, the company expects to report diluted earnings per share in 

the range of $1.10 to $1.20. This outlook reflects a comparable sales increase of approximately 

10% to the first quarter of 2019, which equates to a low-double-digit decline in comparable sales 

versus the first quarter of 2021, as the company laps the impact of stimulus. The outlook further 

reflects a decrease in the gross margin rate of approximately 50 basis points compared to the first 

quarter of last year, and a slight increase in expense dollars. The decrease in the gross margin 

rate is primarily due to freight costs, which have been above prior expectations. 

With regard to the full year, the company is targeting both comparable sales and gross margin 

rate to be approximately flat to the prior year, with operating expenses deleveraging modestly 

due to inflationary impacts and growth-related investments. Given greater-than-usual uncertainty 

resulting from supply chain disruption and inflation, at this point the company is not providing 

formal full-year guidance. 

We remain patient for supply chain issues to eventually subside and expect store traffic to return 

as consumer behavior normalizes. The thrill of finding a solid bargain is timeless and ought to 

keep BIG’s long-term earnings power intact for the foreseeable future, while the stock today 

trades at a single-digit forward-earnings multiple. In December, the company announced a $250 



million share repurchase authorization, and it didn’t take long to put some of it to work as the 

firm bought back $91 million worth of shares. The $159 million remaining represents more than 

13% of the current BIG market cap. The dividend is an attractive 3.2% and our Target Price now 

resides at $73. 

Retail giant Target (TGT – $224.10) earned $3.19 per share in fiscal Q4, 11% ahead of 

expectations, on revenue of $30.6 billion. Comparable sales were up 8.9% (vs. 10.4% est.) and 

operating income was $2.10 billion. Customer transactions increased 8.1% year-over-year and 

the gross margin of 25.7% was 0.4% better than expected. For FY 2023, Target expects revenue 

growth in the “low- to mid-single” digits with an 8%+ operating margin. Shares rose 12% last 

week on the news, pushing the return since CEO Brian Cornell took over in 2014 above 350% 

including dividends, though the stock price is down 3% for the year. 

“Our strong fourth-quarter performance capped off a year of record growth in 2021, reinforcing 

the durability of our business model and our confidence in long-term profitable growth,” said 

Mr. Cornell. “As we look ahead, we’ll keep investing and delivering on all that has earned the 

loyalty and trust of our guests; that starts with our outstanding team and includes continued 

differentiation through affordability, assortment, ease and convenience.” 

Target is benefitting from brand partnerships, including Levi’s, Ulta, Apple and Disney. The 

initial Ulta target was 100 stores, which is expected to grow to 250 in 2022 and to more than 800 

over the longer term. At the same time, Target’s house brands like its kids clothing line Cat & 

Jack have been tremendously successful, with Cat & Jack selling more than 330 million units in 

2021 (which pencils out to 7 items for every child under the age of 11 in the U.S.). Target 

continues to evolve and we like the preference for smaller format stores (having reduced square 

footage per store by roughly 1,000 since January), digital push and efforts to effectively turn 

them into omnichannel fulfillment centers. Shares of TGT trade for less than 16 times forward 

earnings estimates with a yield of 1.6% and there’s plenty of room to grow. Our Target Price has 

been hiked to $294. 

Shares of omni-channel specialty retailer Kohl’s (KSS – $58.77) ended the week up more than 

3%, following the latest quarterly earnings report. While fiscal Q4 revenue of $6.2 billion came 

in shy of forecasts, adjusted EPS of $2.20 was better than the consensus analyst estimate of 

$2.12. For all of fiscal 2021, KSS earned a record $7.33 per share, and management is expecting 

adjusted EPS of $7.00 to $7.50 for 2022 as revenue grows 2% to 3%. Activewear sales continued 

to trend higher, and Q4 gross margin improved year over year by 120 bps to 33.2% as the 

company continued to scale pricing and better manage inventories, which was partially offset by 

higher freight costs 

“In 2021, we delivered all-time record earnings per share, significantly ahead of our 

expectations. Our operating margin of 8.6% exceeded our 2023 goal two years ahead of plan, a 

direct result of our efforts to restructure the business to be more profitable. We remain extremely 

confident in the future growth and cash flow generation of our business, and in 2022 will build 

on our momentum as we further scale key initiatives such as Sephora,” said CEO Michelle Gass. 



Ms. Gass added, “We continue to see a lot of value in our company. We are reinforcing our 

commitment to driving shareholder value by doubling our dividend and planning on 

repurchasing at least $1.0 billion in shares in 2022. We look forward to sharing more details on 

our strategy and key initiatives, as well as our financial and capital allocation plans at our 

Investor Day event on March 7, 2022.” No doubt, those comments were directed not just at long-

time shareholders, but also at the entities who have been urging a sale of the company and those 

contemplating low-ball buyout bids. 

Kohl’s also said that it was increasing the quarterly dividend by 100%, which equates to an 

annual payout of $2.00 per share, propelling the yield upward to a generous 3.4%. 

 

Despite the continued agitation from outside investors, we think Gass & Co are doing positive 

things for the retail chain (and its shareholders). These include partnerships with Sephora and 

Calvin Klein, and beefing up capital returns, including the newly announced dividend and share 

repurchase. We obviously would welcome any and all potential suitors for a buyout, but we 

would rather the Kohl’s board hold out for an offer that adequately values the company. Until 

that day comes, we are encouraged by the underlying trends in women’s wear following the reset 

of the brand portfolio, and we think the in-store Sephora initiative will drive ongoing sales gains 



in the coming quarters. Shares continue to be under loved, trading at just 8 times NTM adjusted 

EPS expectations. Our Target Price for KSS has been bumped up to $82. 

High-end department store Nordstrom (JWN – $24.26) earned $1.23 per share in fiscal Q4 2021 

(vs. $1.02 est.). JWN had sales of $4.38 billion, versus an estimate of $4.31 billion. After four 

consecutive quarters of heavy share-price losses, Q4 finally bucked the trend and shares soared 

more than 16% last week, though they were substantially higher in the immediate aftermath of 

the earnings release. While the operating results towards the end of the calendar year were 

strong, it was the company’s guidance that impressed. For the year that just started, JWN expects 

EPS between $3.15 and $3.50 (the consensus estimate was just $2.02) and revenue gains 

between 5% and 7%. 

CFO Anne Bramann commented, “We are assuming a roughly even balance of upside and 

downside macroeconomic risk relative to current conditions and are planning accordingly. Our 

2022 outlook reflects our plans to drive top line growth through our interconnected digital and 

physical assets and deliver continued improvement in Nordstrom Rack performance. As we 

derive more benefits from our pricing and category management improvements as well as 

planned mid-single-digit average retail price increases, we expect continued merchandise margin 

improvement. Finally, we plan to partially offset inflationary freight and labor costs with greater 

productivity from the actions we were taking to optimize our supply chain. Today, we are 

providing our fiscal 2022 business outlook with comparisons to 2021. For the fiscal year 2022, 

we expect revenue growth of 5% to 7%. We anticipate that seasonality between the first and 

second half of the year will be consistent with pre-COVID levels, resulting in higher year-over-

year growth rates in the first half as we lap softer comparisons from early 2021.” 

CEO Erik Nordstrom said, “We’ve made progress on our strategic initiatives and have line of 

sight to achieving, in the coming year, the financial targets we presented at our 2021 Investor 

event. Our team continues to work with urgency to build additional capabilities to better serve 

customers, expand market share and deliver greater profitability. We are laser focused on the 3 

key areas we outlined in the third quarter: improving Nordstrom Rack performance, increasing 

profitability and optimizing our supply chain and inventory flow.” 

After two very bad quarters, we are pleased to see that JWN is getting back to business. The 

shares have been volatile during our ownership, having first recommended them at $13.69 in 

August 2020 and we trimmed our stake twice in January 2021 in the mid-to-high $30 range. The 

company’s plan to improve in three key areas seems to be working, although a good chunk of the 

great outlook could probably be attributed to a more normal consumer spending environment, 

return-to-work shopping and a transition to an endemic COVID phase. Not to complain, though, 

as we are thrilled that folks are spending and JWN is making money. 

On the topic of the dividend, management said, “Subject to completion of our year-end audit and 

the related certification process with our bank group, we expect to be in a position to resume 

returning cash to shareholders in the first quarter. We anticipate completing that process by mid-

March and discussing with our Board shortly thereafter the resumption of a quarterly dividend at 

an appropriate rate.” Of course, we don’t know what constitutes an ‘appropriate rate,’ but we 

expect the initial payment will be much lower than the $0.37 quarterly amount JWN had 



previously been paying. Understanding that the road ahead may yet be bumpy, we have 

significantly raised our Target Price of $46. 

Shares of Broadcom (AVGO – $595.99) gained 3% in an otherwise down day for tech stocks on 

Friday, following the company’s Thursday evening fiscal Q1-estimate-beating financial release. 

The semiconductor giant earned an adjusted $8.39 per share, versus the analyst consensus of 

$8.13. Revenue was $7.71 billion, compared to the projection of $7.61 billion. Revenue rose 

16% year-over-year, propelled by strong enterprise demand and continued investments in next-

generation technology. 

CEO Hock Tan commented, “Enterprise demand grew very robustly from the trough, we saw in 

Q1 last year as the recovery in enterprise IT spending continue to accelerate. Meanwhile 

HyperCloud [providers] are upgrading their datacenters and service providers telcos continue to 

deploy next-generation fiber to the home. Wireless grew single digits, and our core software 

business remains very stable and steady. On the supply front lead times remain extended and 

unchanged as inventory of our products in the channel and then our customers remains lean. Our 

semiconductor backlog at the close of Q1, continues to grow double-digits from that of the prior 

quarter.” 

Mr. Tan continued, “In summary, Q1 semiconductor solutions revenue was up 20% year-on-

year. In Q2, we expect semiconductor revenue into a accelerate to 25% year-on-year. Turning to 

software in Q1 infrastructure software revenue of $1.8 billion grew 5% year-on-year and 

represented 24% of total revenue, core software revenue grew 6% year-on-year in dollar terms 

consolidated renewal rates averaged 121% over expiring contracts. While in the strategic 

accounts, we averaged 136%, within the strategic accounts $656 million represented renewals on 

expiring contracts of which $164 million represented cross selling including PLAs of our 

portfolio of products to these same customers. Over 90% of the renewal value represented 

recurring subscription and maintenance. ARR (Annual Recurring Revenue) at the end of Q1 was 

$5.3 billion, which was up 5% from a year ago. In Q2, we expect our infrastructure software 

revenue to sustain around mid single-digit percentage growth year upon year.” 

In addition to the favorable Q1, Mr. Tan said AVGO expects total revenue growth around 25% 

year-over-year for Q2, a figure that would be 35% y-o-y excluding the Wireless segment. 

Revenue is expected to come in around $7.9 billion. The company’s software backlog is $15 

billion and AVGO ended the quarter with $10.2 billion of cash and $39.5 billion of debt. In Q1, 

AVGO paid out $1.8 billion of dividends and repurchased $2.7 billion worth of shares. 

AVGO shares are down 10% this year, in line with the broader IT sector sell-off, although we 

think that the company’s fundamentals are far less expensive than the broader sector. Broadcom 

trades for just 17 times forward earnings with a 6% free cash flow yield, and Mr. Tan is known 

for his ability to make good acquisitions and to execute. We think supply-demand dynamics will 

be in play for a while yet and those, like AVGO, that are able to lower the impact and/or manage 

costs are likely to see both earnings growth and multiple expansion for the foreseeable future. 

Our Target Price has been boosted to $735. 



Shares of Hewlett Packard Enterprise (HPE – $16.42) ended the week up 2.5%, despite 

enduring a roller-coaster ride that saw the stock trade as low as $15.27 before and as high as 

$17.16 after the firm released fiscal Q1 financial results that beat analyst estimates. The 

enterprise storage and networking concern earned $0.53 per share in Q1 (versus $0.47 est.). 

Revenue for the company’s largest segment, Compute, was $3.02 billion (+1.1% y/y), while 

Intelligent Edge posted 11% y/y growth to $901 million and HPC & AI grew 3.8% y/y to $790 

million. The 33.9% gross margin was 0.6% above estimates. 

CEO Antonio Nerii commented, “The quarter was characterized by robust customer demand and 

profitability, demonstrating the strength of our differentiated edge-to-cloud strategy and our 

portfolio innovation. Our business pivot is further strengthening our gross and operating margins. 

As a result of our overall performance this quarter, we are increasing our outlook for non-GAAP 

diluted net earnings per share for the full fiscal year 2022.” 

Mr. Neri continued, “It is clear from strong customer feedback and momentum across our 

businesses that HPE is increasingly well positioned to capitalize on the edge-to-cloud mega 

trends that define our IT industry. HPE GreenLake is at the center of our strategy to pivot the 

company, and it is generating record-breaking demand with impressive profitability across our 

business. This continue to be uncertain times. As we monitor the dynamic global stage, I am 

more confident than ever about our future and our ability to drive long-term sustainable 

profitable growth for our shareholders because of our strategy and differentiated innovation.” 

HPE’s outlook for Q2 includes EPS between $0.41 and $0.49, while the full-year EPS forecast 

was hiked to a range of $2.03 to $2.17, up from $1.96 to $2.10. The free-cash-flow target range 

of $1.8 billion to $2.0 billion is unchanged. CFO Tarek Robbiati added, “We do also want to 

remain prudent in the short term given the ongoing supply challenges that we continue to believe 

will likely last well into the second half of the calendar year. As a result, we still have strong 

confidence in our fiscal year ’22 revenue outlook of growth of 3% to 4% and expect to end the 

year with elevated levels of backlog, which bodes well for fiscal year ’23.” 



 

While still in the relatively early innings of HPE’s transformation, we appreciate the progress 

and the direction the firm is headed, with as-a-service orders doubling year-over-year and HPE 

GreenLake orders increasing 136%. 2021 was tough for HPE shares, but they’ve started 2022 up 

4% and we think plenty of upside lays ahead. The valuation is very reasonable (8 times forward 

earnings, for example) and the 2.9% yield is ripe for a bump up. Our Target Price has been 

nudged up to $22. 

Shares of financial-services titan Citigroup (C – $56.59) skidded 9% last week under a trifecta 

of pressure. The Russia and Ukraine conflict led to short-term “risk off” trading (sending interest 

rates dropping), investors grew more concerned about Citi’s exposure to Russia as much of the 

world slammed tougher sanctions on the aggressor nation (Citi has a global presence), and, 

during an Investor Day presentation, CEO Jane Fraser said the company’s restructuring was 

going to take multiple years. 

While Citi can’t control the interest rate environment, we are puzzled that anyone with a longer-

term time horizon would want to pile into Treasuries, even as we understand that there is usually 

a “flight to safety” when fear levels amp higher. Of course, U.S. Federal Reserve Chair Jerome 

H. Powell reiterated last week that the Fed would begin to raise rates in the coming weeks and 



still sees it appropriate to reduce assets on its balance sheet (with both actions seemingly being a 

stiff headwind for recently purchased and held bonds). 

On the subject of Russia, we understand the concerns as Citi said on Monday that at the end of 

2021 it had almost $10 billion of exposure. While we don’t make light of the amount, in the 

context of the company’s total assets of $2.29 trillion, the exposure is quite small. Citi said that 

some of the assets are in a consumer bank that they have been trying to sell, but now may be 

“stuck” holding for quite some time. The exposures to Russia include $2.2 billion in corporate 

loans and $700 million in consumer loans. It also holds $1.5 billion in investment securities. 

Outside of its Russian unit, Citigroup units around the globe have $1.6 billion in exposures to 

Russian entities. On top of those loans and investments, Citigroup said that it had $1 billion in 

cash at financial institutions including the Russian Central Bank and $1.8 billion in reverse 

repurchase agreements with other entities. Management also reemphasized that it had halved its 

Russian exposures following Russia’s 2014 annexation of Crimea, and it and other banks have 

refrained from making big bets on the country in the years since. 

A year and a day after taking over the CEO role, Jane Fraser hosted her first Investor Day. She 

called the presentation “an honest review” of the conclusions she and her management team had 

arrived at over the past 12 months, stating that over the years, the bank’s leaders had 

underinvested in key regulatory work and technology, and had avoided making hard decisions 

about getting out of businesses, as well as failing to fully integrate the bank’s businesses. 

Ms. Fraser explained that the company continued to plan to sell off several international 

consumer businesses and she laid out growth plans for Citi’s wealth management and 

commercial banking businesses. She also said the bank is embarking on a complex 

transformation of its inner plumbing and technology as the company needs to appease regulators 

who slapped C with a consent order and fine in 2020. The bank also will remain committed to 

U.S. consumer banking, but would operate much more leanly, including within the management 

ranks. 

A key metric for to watch set by Fraser was the goal on return on tangible common equity, 

targeting between 11% and 12% in the next three to five years. CFO Mark Mason forecast low-

single digit revenue growth this year and a 5% to 6% increase in costs. He said the work to fix 

the regulatory concerns is going to cost $3.0 billion to $3.5 billion this year, bringing the total 

bill so far to nearly $6 billion. 

We will continue to monitor Ms. Fraser and her team’s efforts to clean up Citi’s risk and 

regulatory issues and streamline the bank, all while investing to remain competitive. 

We think the Investor Day delivered exactly what Wall Street and Main Street needed in order to 

develop a thoughtful investment thesis on the stock, though we more than understand the 

questions, “Why is this time different, and why should we trust this management team?” We 

think that strategic action plans laid out and thus far taken under Ms. Fraser offer reasons for 

optimism. Reframing its global scale/connectivity as a competitive advantage versus a source of 

complexity should help improve the turnaround sentiment over time. Of course, our time horizon 

is far longer than most, so we are willing to remain patient, as long as we see continued progress, 



especially as we see significant appreciation available for the stock. C trades at a deep discount 

to competitors, changing hands at just 61% of its book value per share, and for less than 8 times 

NTM adjusted EPS projections, while the dividend yield is now 3.6%. That said, there will be 

fallout from the War in Ukraine, so we have trimmed our Target Price to $99. 

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. 

 


