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Market Review 

If we needed any more proof that most investors do not come close to beating the market averages,… 



 

…it was provided last week when the equities markets enjoyed a sensational rebound,… 



 

…with many folks likely sitting on the sidelines, judging by the latest AAII Bull-Bear Sentiment 

Survey. 



 

Of course, it is not easy to stay the course through thick and thin, despite nine decades of 

evidence that shows stocks to be very rewarding over the long-term,… 



 

…as the senses are constantly bombard with sensationalized disconcerting headlines,… 



 

…with the supposed experts not able to provide much help in explaining short-term moves,… 



 

…and the financial press focused on attracting eyeballs with scary headlines rather than 

providing full context for those whose time horizon is not measured in days, weeks or months. 



 

By no means are we suggesting that the recent “unofficial” Bear Market is over,… 



 

…but history shows that every correction has been followed in the fullness of time by a rally of 

even greater magnitude. 



 

We have to be braced for addition downside, but we continue to sleep well at night with the 

knowledge that Value strategies have performed well, relatively speaking, since Halloween,… 



 

…and that the big pullback in the overall market has led to a much more reasonable valuation for 

the S&P 500,… 



 

…and very attractive price metrics for our broadly diversified portfolios of what we believe to be 

undervalued stocks. 



 

**** 

No doubt, comments on the economy and the health of the consumer from the leaders of the 

nation’s largest banks played a part in the big equity market rebound last week. 



 

At the JPMorgan Chase (JPM – $131.27) Investor Day, CFO Jeremy Barnum said, “Big 

picture, the near-term credit outlook, especially for the U.S. consumer, remains strong,” adding 

to CEO Jamie Dimon’s confidence that the company is well positioned no matter what comes its 

way. Mr. Dimon concluded, “Our fortress balance sheet, and by that, I mean not just the balance 

sheet, but margins, earnings, growth, management, quick response, conservative accounting, all 

these things put us in a position to deal with all that.” 

Meanwhile Bank of America (BAC – $37.02) CEO Brian Moynihan called attention to 

consumer deposit balances that remain a multiple of pre-pandemic levels, across wealth cohorts. 

He added, “Consumers continue to spend to keep up with inflation even as the Fed straddles 

competing goals of reigning in prices and not derailing the economy.” 



 

Via an interview with CNBC, Mr. Moynihan’s relative positivity showed in remarks about 

recession odds being “overquoted.” He asserted, “The probability [of a recession] is rising, the 

fear is going up, but the reality is that no one is really saying there will be a recession.” 



 

For her part, Citigroup (C – $53.62) CEO Jane Fraser chimed in regarding recession in Europe. 

She explained, “There are three ‘R’ words right now – Russia, recession, and rates. Europe is 

right in the middle of storms from supply chains, the energy crisis, and its proximity to atrocities 

that are happening in Ukraine. In the U.S., it is much more about rates because there’s resiliency 

in the economy. Consumers are sitting on $3.4 trillion of deposits… so there’s some buffer 

there.” 

To be sure, the latest batch of economic statistics had its disappointments,… 



 

…with hikes in interest rates not helping the housing market. 



 

Still, the reads on the state of the manufacturing and services sectors were not bad, with S&P 

Global stating, “Business confidence across the private sector remained upbeat, with firms 

recording a stronger degree of optimism in the outlook for output over the coming year in May.” 



 

Also, the strength of the labor market has continued to persist,… 



 

…with real U.S. GDP growth (i.e. no recession) still the expectation for the current quarter,… 



 

…while we can’t forget that the economy in Q1 showed substantial nominal (actual) growth,… 



 

…which helped fuel significant improvement in corporate profits. 



 

True, EPS forecasts for the S&P 500 have come down in recent weeks, but the outlook for 

Corporate America bottom-line growth does not mesh with the carnage seen in the equity 

markets this year. Wall Street analysts have been wrong before, of course, but we would argue 

that many stocks already have discounted a significant and lasting profit contraction, while we 

offer the reminder that even if an economic recession were to occur, such an event is no reason 

for a long-term-oriented investor to abandon equities. 



 

***** 

And speaking of what the markets have discounted, the equity market gains witnessed on Friday 

came about in part when the latest read on inflation was still very elevated…but was not worse 

than expected,… 



 

…which led the Fed Funds futures market to maintain a slightly lower target for additional rate 

hikes this year of closer to 7, down from recent levels near 8,… 



 

…with the modest reduction in interest rate expectations of late adding to the appeal of dividend-

paying stocks. 



 

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 offer updates on several of our stocks that had news 

out worthy of mention last week. 

Broadcom (AVGO – $583.28) said it reached an agreement to buy VMWare for approximately 

$61 billion in a cash and stock deal. Michael Dell, founder of Dell Computer, owns 40% of 

VMWare, an infrastructure software provider with products to address a range of IT problems, 

including cost and operational inefficiencies, business continuity, software lifecycle 

management, and desktop management. The deal is expected to close in fiscal 2023 and will 

triple the size of Broadcom’s software division. AVGO shares initially sank on rumors of the 

transaction, trading below $520 on Monday and Tuesday, but once the actual deal was 

announced, the stock shot higher, ending the full trading week more than 7% higher and some 

$60 above the low-water mark. 

https://theprudentspeculator.com/dashboard/


Hock Tan, CEO of Broadcom, commented, “Building upon our proven track record of successful 

M&A, this transaction combines our leading semiconductor and infrastructure software 

businesses with an iconic pioneer and innovator in enterprise software as we reimagine what we 

can deliver to customers as a leading infrastructure technology company. We look forward to 

VMware’s talented team joining Broadcom, further cultivating a shared culture of innovation 

and driving even greater value for our combined stakeholders, including both sets of 

shareholders.” 

Raghu Raghuram, Chief Executive Officer of VMware, said, “VMware has been reshaping the 

IT landscape for the past 24 years, helping our customers become digital businesses. We stand 

for innovation and unwavering support of our customers and their most important business 

operations and now we are extending our commitment to exceptional service and innovation by 

becoming the new software platform for Broadcom. Combining our assets and talented team 

with Broadcom’s existing enterprise software portfolio, all housed under the VMware brand, 

creates a remarkable enterprise software player. Collectively, we will deliver even more choice, 

value and innovation to customers, enabling them to thrive in this increasingly complex multi-

cloud era.” 

Given Mr. Tan’s ruthless pursuit of business with the potential to earn returns on capital above 

15%, we think VMWare could be a great fit with some operational optimization of the variety 

for which AVGO excels, even as some of VMWare’s valuation metrics look expensive. 

Nevertheless, Broadcom indicated that it would maintain its generous dividend policy (the yield 

is now 2.8%) and management unveiled a $10 billion addition to the existing $3 billion share 

repurchase authorization. 

Broadcom also announced fiscal Q2 results, posting better-than-expected EPS of $9.07 ($8.73 

est.) on revenue of $8.10 billion, versus the $7.91 billion consensus forecast. Mr. Tan explained, 

“Broadcom’s second quarter revenue accelerated sequentially, and was driven by strength in 

networking and server storage. We expect this momentum to continue into the third quarter.” 

Broadcom CFO Kirsten Spears added, “Consolidated revenue grew 23% year-over-year to a 

record $8.1 billion and operating profit increased 30%. We generated $4.2 billion in free cash 

flow and are expecting free cash flow to remain strong in the third quarter. Consistent with our 

commitment to return excess cash to shareholders, we returned $4.5 billion to shareholders in the 

quarter including $1.7 billion of cash dividends and $2.8 billion of share repurchases.” 

Looking to fiscal Q3, management’s top-and bottom-line guidance was better than consensus 

analyst projections, no doubt fueling the handsome rebound in AVGO shares on Friday. Our 

Target Price for Broadcom now stands at $738 and we are keen to see the benefits from the 

acquisition. 

North Carolina based lithium producer Albemarle Corp (ALB – $270.92) raised its 2022 

guidance for the second time this month last week. Management now expects EPS between 

$12.30 and $15.00 for the current year, up from the $9.25 to $12.25 range provided in early May, 

with the shares popping nearly 15% last week on the news. 



 

ALB is banking on strong lithium prices to persist given all the demand from electric vehicle 

development. At a recent industry conference, CEO Kent Masters stated, “You’ve heard us talk 

for the last couple of years that we are negotiating some of the historical fixed price contracts to 

be more indexed to reference prices, indexed to the market, and we were able to negotiate a 

couple more contracts since our earnings call over the first quarter, and that led to this upgrade 

and guidance. So we’re now showing about 70% to 80% of our business is battery grade. And of 

that business, 60% is indexed to variable price indices. And some of the — those are — they 

tend to be longer-term contracts, let’s call them, 5 years as a good benchmark. And then they are 

referenced to indices, common indices that are public, typically fast markets or benchmark 

minerals type indices, and they would adjust sometimes some contracts are different, but on 

average, it’s quarterly. They adjust quarterly. And in some of those contracts, we have floors and 

ceilings, but there are contracts that are open in both upside and downside.” 

Shares have performed very well this year (up nearly 16%), especially considering the disastrous 

returns for stocks of many EV producers, not to mention the downturn in the overall U.S. equity 

market. We continue to think that ALB will see long-term benefits 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. We struggle to find any major global car producer that said 

it would offer anything other than EVs past 2030 to 2035. We continue to hold tight to our 



current position and appreciate the carmaker-agnostic exposure we are gaining in our broadly 

diversified portfolios. Our Target Price for ALB has powered ahead to $334. 

Technology-focused health concern Change Healthcare (CHNG – $23.80) announced that it 

earned an adjusted $0.39 per share in fiscal Q4. The figure was shy of the Street estimate of 

$0.42, even as Change generated $920.1 million of revenue, 7.6% above the total in fiscal Q4 

2021. The firm continues to pursue its tie-up with OptumInsight, a subsidiary of national health 

insurer UnitedHealth, despite litigation by the Department of Justice in opposition of the deal. 

On the merger front, Change and Optum each waived their right to terminate the merger 

agreement until the earlier of (i) the tenth business day following a final order issued by the U.S. 

District Court for the District of Columbia with respect to the complaint filed by the DOJ that 

prohibits the consummation of the Merger and (ii) December 31, 2022. As the press release 

states, “OptumInsight has committed to pay a $650 million fee to Change in the event the 

Merger doesn’t complete because of the decision issued by the U.S. District Court in Washington 

D.C. which is is scheduled to begin on August 1, 2022. Additionally, Change has received 

permission to declare and pay a one-time special dividend of up to $2.00 in cash per share, which 

the firm expects to pay at or about the time of closing the merger.” 

CEO Neil de Crescenzo commented on CHNG’s performance in the past year, “In calendar year 

2021, our Technology-Enabled Services segment handled approximately 1 million COVID 

patient access calls, about 200,000 nurse triage calls, sent about 6.5 million automated COVID 

patient reminders and processed about 8 million COVID testing claims. As in prior quarters, we 

continue to focus on margin expansion in this segment through automation and AI, constantly 

increasing our efficiency and driving stronger performance for our customers. As an example, 

our AI coding offering has processed 36 million charts since late 2019, with over 80% of our 

volume now being handled by our AI systems with over 95% coding accuracy. Of direct benefit 

to our customers, this AI capability has reduced unspecified diagnosis codes by over 45% and 

reduced medical necessity denials by more than 50%. One large globally-renowned health 

system replaced their in-house coding with change health care, resulting in reduced unbilled 

inventory, improved overall coding quality, and significant annual savings. Our AI-driven 

workflow systems have contributed to Change Healthcare increasing our clients’ net collection 

rate by as much as 3%, worth millions of dollars annually to many clients and accelerating time 

to value for our customers by a full month. Our tech-forward approach to patient access and 

RCM services is being validated in the market by our growing bookings, expanding pipeline and 

positive trends in both deal size and win rates.” 

He added, “In closing, we continue to execute on our strategic, operational and financial 

objectives. Through continued innovation, we are providing greater value by leveraging 

technology insights to reduce administrative waste, streamline and accelerate payments and 

enhance consumer engagement to drive better experiences and outcomes throughout the patient 

journey. We remain confident that Change Healthcare’s platform, which provides best-in-class 

connectivity, transaction management, insights and integrated experiences will continue to play a 

central role in helping our customers through the continuing transformation of health care.” 



Obviously, with the stock trading well below the $25.75-in-cash merger price plus $2.00 

dividend, the market continues to bet that antitrust issues will not be overcome and that the deal 

will fall apart. We respect that this is a very real possibility, but we like the long-term prospects 

of CHNG on a stand-alone basis, and maintain that the stock may actually revalue much higher 

in time should the merger be scuttled. We appreciate that the services Change provides are 

essential in today’s health care market, allowing providers to navigate the complexity of 

insurance reimbursement, ensuring accurate and timely payment while enhancing daily 

workflows. Our Target Price for CHNG is $28. 

I was not a great week for shares of Medtronic PLC (MDT – $99.08) as they dipped more than 

3% in price thanks mostly to the announcement of EPS of $1.52 for fiscal Q4, a $0.02 increase 

over the prior-year quarter, on revenue of $8.09 billion. Procedure volumes for the medical 

device maker returned to pre-pandemic levels by the end of the fiscal quarter, while supply chain 

issues in China caused problems in some of the business lines. Management expects these 

challenges to continue for the next couple of quarters, despite ongoing efforts to mitigate the 

impacts, with lowered forward guidance the primary cause of the stock price decline. 

MDT CEO Geoff Martha stated, “The recent stress of these global supply chain issues has 

further illuminated the need for the enhancements. We have a new global structure in place that 

consolidates operations and supply chain functions, which were previously fragmented 

throughout the organization. Now this is a big move for us. And there’s still a lot of work to be 

done, but I am confident we will come out of this with a more resilient end-to-end global supply 

chain that we believe will be a competitive advantage in our industry. While some of our Q4 

challenges will persist in the near term, we expect strong improvement in the back half of our 

fiscal year, and we remain focused on delivering our long-term strategies. We have made 

significant changes over the past 2 years to position the company for accelerated and sustained 

innovation-driven growth. Our pipeline is robust and continues to advance with a number of 

upcoming catalysts and fast-growing MedTech markets. We’re committed to creating strong 

returns for our shareholders, and we’re making progress with our enhanced portfolio 

management and our capital allocation processes. We’re investing in future growth drivers, while 

at the same time returning capital primarily through our meaningful and growing dividend, 

which we just increased again today by 8%.” 



 

CFO Karen Parkhill offered the company’s outlook and thoughts on the dividend, “We are an 

S&P Dividend Aristocrat, having increased our dividend for 45 years now, and our dividend is 

an important component of the total return we generate for our shareholders. This past year, we 

paid $3.4 billion in dividends and we’re supplementing that through opportunistic share 

repurchase, particularly in periods where we see share price dislocation. In fact, we repurchased 

over 2.5 billion of our stock in fiscal ’22, including 1.4 billion in the fourth quarter… We expect 

organic revenue growth in fiscal ’23 of 4% to 5%. While the impact of currency is fluid, if recent 

exchange rates hold, foreign currency would have a negative impact on full year revenue of $1 

billion to $1.1 billion. By segment, we expect Cardiovascular to grow 5.5% to 6.5%; Medical 

Surgical to grow 3.5% to 4.5%; Neuroscience to grow 5% to 6%; and Diabetes to decline 6% to 

7%, all on an organic basis. While we are hopeful that we can receive approval for 780G and 

Guardian 4 Sensor in the United States, we’ve elected not to include it in our guidance… We 

expect non-GAAP diluted EPS in the range of $5.53 to $5.65 in fiscal ’23, which includes an 

unfavorable impact of $0.20 to $0.25 from currency at recent rates, for the first quarter, we 

expect EPS of $1.10 to $1.14, including an FX headwind of about $0.05 at current rates.” 

Medtronic shares are only slightly negative this year, much better than the broad-based S&P 500, 

and about 1% ahead of the S&P 500 Health Care index. Concerning the warning letter MDT 

received last year, EVP and President of Cardiovascular Sean Salmon said, “With regard to the 



warning letter progression, we did conservatively leave that out of the guidance, I think that’s 

prudent. But the most important thing we have to do is to improve and sustainably improve the 

quality system, which was outlined in those items that were in the 43 and the subsequent warning 

letter.” It seems that MDT is working through its challenges and surgery volumes have generally 

recovered, despite a hiccup here and there. We suspect near-term performance will likely be 

impacted by supply chain difficulties and hospital staffing issues, but we doubt the trials and 

tribulations will diminish Medtronic’s competitive position in the med-tech space. With domestic 

demographic trends in its favor, we find shares of high-quality MDT attractive with a P/E ratio 

near 18. The dividend yield is 2.7% and our Target Price is $140. 

Discount retailer Big Lots (BIG – $26.94) saw its shares continue to be sold off last week, with 

the year-to-date decline now 40%, following the release of its fiscal Q1 2023 financial results. 

Big Lots sharply missed bottom-line expectations as the company said inflation and the removal 

of government stimulus deterred lower income shoppers from non-necessity items, especially 

bigger-ticket, better-margin items like home furnishings. Same store sales fell 17% versus the 

year-ago period. BIG said revenue for the quarter came in at $1.38 billion, approximately 6% 

below expectations. The retailer recorded an adjusted EPS of -$0.39, while the consensus 

forecast was $0.99. Gross margins fell from 40.2% to 36.7% (while the average estimate was 

39.4%). Inventory value also spiked as more higher-priced non-necessity items were passed over 

this quarter. 

CEO Bruce Thorn explained, “Our business has grown significantly over the past two years as 

we benefitted not only from home-related spending but from the positive growth fueled by our 

Operation North Star initiatives. We have greatly improved our customer shopping experience, 

evidenced by an all-time high Net Promoter Score of 85% in Q1. E-commerce remains a 

standout, and now accounts for over 7% of our sales, with same-day deliveries growing 20% 

over last year. Our Broyhill and Real Living private label brands reached close to 30% of our 

sales, positioning us well to pursue consumer trade-down opportunities ahead. These 

accomplishments helped get 3-year comparable sales growth off to a solid start in February and 

March, but trends materially slowed in April, resulting in a need to increase markdowns. We 

believe the slowdown was caused by the spending pressure our consumers felt from higher gas 

prices and broader inflation, which is affecting discretionary purchases across the retail industry. 

As a result, we missed our sales plan by approximately $100 million, the vast majority in April, 

while supply chain impacts across gross margin and SG&A continued to be significant 

headwinds.” 

Mr. Thorn continued, “We have reacted quickly to the changes in consumer demand by 

increasing value offerings to our customers, resulting in a significant acceleration to three-year 

comparable sales growth in the mid-teens in May. We expect the environment to remain 

challenging and we remain highly focused on managing the business prudently, which includes 

aggressively right-sizing our inventories over the course of Q2. We are focused on opening price 

points that drive traffic and improving gross margin rates through capitalizing on significant 

close-out opportunities, more targeted pricing and promotions, minimizing supply chain charges, 

and reducing shrink. We are also accelerating SG&A cost reductions to generate over $70 

million in additional savings this year. Further, we are strengthening our balance sheet by 

temporarily scaling back capital expenditures associated with new store openings and remodels.” 



He concluded, “I am thankful to our talented team of 35,000 associates, who remain committed 

to our noble purpose of helping our customers Live BIG and Save LOTS, as they manage 

through increasingly tighter budgets buffeted by inflation. Continuing to delight our customers, 

regardless of economic conditions, is key to unlocking the full potential of Operation North Star, 

which we continue to believe will drive long-term sales potential of $8 to $10 billion with a 6% 

to 8% operating margin.” 

BIG has a lot on its plate as its core customer is forced to deal with inflation, it continues to 

struggle with supply chain issues, and the company works to widen its footprint and transform. 

While our patience isn’t indefinite, we think that shoppers will continue to seek out its stores as 

finding a solid bargain is more valuable than ever. No doubt, the quarter was ugly and we have 

cut our Target Price to $57, even as we still think that there is substantial long-term earnings 

power. Given the plunge in the stock price of late, we are happy that management refrained from 

buying back any shares in the latest quarter, though we would like to see some of the $159 

million remaining on its repurchase authorization utilized soon, as this amount represents more 

than 20% of the current BIG market cap. The dividend yield is also quite attractive at 4.5%. 

High-end department store Nordstrom (JWN – $26.56) lost $0.05 per share in fiscal Q1 2023 

(vs. -$0.06 est.) on sales of $3.47 billion, compared to the estimate of $3.27 billion. JWN has 

strung together two quarters of market-beating results, with the 25% rebound last week pushing 

the YTD gain near 10%. 

CEO Erik Nordstrom said, “This quarter, we saw customers shopping for long anticipated in-

person occasions such as social events, travel and return to office. Beyond occasions, customers 

also reevaluated and refreshed their wardrobes. We are encouraged by this opportunity because it 

favors the core categories of our business and the core capabilities of our service model. We 

were well positioned to serve this demand and deliver an excellent customer experience, 

powered by our unique product offering, interconnected model and strong commitment to 

customer service. Our integrated digital and physical assets continue to allow us to be nimble and 

enable us to quickly adapt to the channel shift in the quarter as customers increasingly choose to 

shop in-store. We were staffed, well stocked and ready to serve customers as store traffic 

increased. And our dedicated employees delivered an experience that was clearly reflected in our 

store level customer satisfaction scores.” 

CFO Anne Bramann commented, “We continued to strengthen our financial position, ending the 

first quarter with $1.3 billion in available liquidity, including $484 million in cash and the full 

$800 million available on our revolving line of credit. This month, we entered into a new $800 

million revolving credit agreement, replacing the previous agreement that was scheduled to 

expire in September 2023. The new agreement is another milestone in improving our capital 

structure post-pandemic, providing additional flexibility as we go forward.” 

Ms. Bramann offered the outlook, “We continue to be encouraged by the momentum in our 

business as customers update their wardrobe and prepare for long-awaited occasions. To date, we 

haven’t seen an adverse impact on customer spending from inflationary pressures, which we 

suspect is due to the higher income profile of our customer base. We continue to see macro-

related cost pressure in labor and fulfillment, which we factored into our guidance, along with 



offsetting benefits from our supply chain optimization initiatives. At the same time, we continue 

to consider macroeconomic headwinds, including the potential of more pronounced inflation 

impacts and supply chain disruption, both to our customer as well as to our margins. Taking all 

these factors into consideration, we are updating our 2022 guidance to reflect our first quarter top 

line performance, which exceeded our expectations, while holding assumptions for the second 

quarter and the rest of the year, consistent with our previous guidance.” 

Ms. Bramann closed, “For fiscal year 2022, we now expect revenue growth of 6% to 8% versus 

2021. We continue to expect adjusted EBIT margin of approximately 5.6% to 6% for the full 

year. Our forecast assumes that year-over-year improvement in both gross profit margin and 

SG&A leverage will be significant contributors to 2022 adjusted EBIT margin. Improvements in 

both gross profit margin and SG&A will be driven by leverage on higher sales, especially in the 

first half of the year, and benefits from our strategic initiatives, which will build throughout the 

year. All said, we expect similar levels of adjusted EBIT margin improvement between the first 

and second halves of the year compared to 2021. Our effective tax rate is expected to be 

approximately 27% for the fiscal year. We now expect adjusted EPS of $3.20 to $3.50. Our 

outlook excludes the impact of any share repurchases. I’d also like to provide some additional 

detail on our forecast for the second quarter. We anticipate that second quarter revenue growth 

will be approximately half that of the first quarter. Our projections include the impact of 1 week 

of our Anniversary Sale shifting into the second quarter, which adds approximately 200 basis 

points of revenue growth to the quarter…We are very pleased to see the momentum in our 

business and customers reengaging with our core categories. We made the right investments to 

prepare for this shift, and we are well prepared to serve our customers in the moments that matter 

most to them. We are very excited about the momentum in our business and our plans to deliver 

shareholder value over the long-term.” 

JWN’s digital sales dropped to 39% of revenue, compared to 46% a year ago, indicating that 

customers are returning to retail stores. The Nordstrom Rack segment revenue was slightly better 

than expected and we are glad to see indications that people are shopping in those stores again. 

JWN and retail stocks in general have been volatile lately, swinging in both directions as 

investors parse the impacts of inflation, supply chain bottlenecks and geopolitical conflicts. After 

some serious missteps, we think that JWN is now on the right track and we appreciate that the 

company has the ability to return capital to shareholder. On that note, JWN resumed its quarterly 

dividend in mid-March, indicating it will pay $0.19 per share (roughly half the pre-pandemic 

rate), which is a much higher payment than we had anticipated. The road ahead may yet be 

bumpy and our Target Price of $46 incorporates that thinking. 

Shares of EnerSys (ENS – $70.77) rebounded more than 12% last week following the release of 

fiscal Q4 financial results from the maker of power storage systems. EnerSys earned an adjusted 

$1.20 per share (at the top end of management guidance and above the $1.15 Street est.) as 

revenue grew 11% year-over-year to $907 million, which also beat the Street forecast ($876 

million). Management continues to adjust prices (outpacing costs in Q4) and expects to keep 

pace with inflation and any detrimental affects from foreign exchange. For fiscal Q1 2023, the 

company expects gross margins in the range of 21% to 23% to support between $1.10 and $1.20 

of earnings per share. 



CEO David Shaffer commented, “The March quarter marked a strong finish to a challenging 

year. Demand across all segments continued to surge, with fourth quarter net sales of $907 

million eclipsing $900 million for the first time in our company’s history and our backlog 

growing to $1.3 billion, breaking new records for the third consecutive quarter. Our pricing 

actions are continuing to catch up with our significant cost increases, driving a 19% sequential 

increase in adjusted diluted EPS despite ongoing and mounting supply chain headwinds, labor 

shortages, and historic inflation levels. While pricing has not yet caught up with the persisting 

inflation endured this fiscal year, we are pleased with the trajectory our teams are making to 

recapture our underlying financial potential. For reference, the inflation and supply chain 

disruptions created nearly $3 per share of sequential pressure in fiscal 2022. Approximately two-

thirds of this pressure was offset in the fiscal year as we continue to chase these pressures with 

price and mix.” 

 

He added, “We achieved several key milestones in fiscal 2022, including the launch and UL 

safety listing of our high-performance NexSys® lithium iON batteries which feature an 

integrated Battery Management System (BMS) that performs auto-diagnosis, voltage limitation, 

and communication of performance data. We also exceeded our capacity goal for our Thin Plate 

Pure Lead (TPPL) batteries. Customer demand for this proprietary technology across all of our 

business segments continues to outpace our ability to supply. We expect to benefit further from 



the strength of this demand as we make progress toward increasing capacity by an additional 

$200 million in fiscal 2023. I am also pleased to note we made significant progress on our ESG 

goals, including several sustainability and environment updates that culminated in the 

publication of our first comprehensive sustainability report in April 2022. The report highlights 

the critical role our power and energy solutions play in building a resilient, low-carbon future 

and are a key component to decarbonization globally.” 

We think EnerSys sits at a cross section of megatrends, such as 5G, the electrification of mobility 

and grid modernization, which offer a terrific runway for growth, and we like that the company 

continues to pursue new applications and technology. Even as supply chain bottlenecks and cost 

headwinds are very real, we are still of mind that the latest obstacles are temporary. We like that 

management is aggressively working to raise prices and note that gross margin recovery back to 

around the typical level of 25% ought to significantly improve the bottom line. As the company 

states, “Current margin headwinds to become tailwinds when costs normalize, onshoring 

initiatives take hold and pricing actions catch up from multi-quarter lags.” After a 10% dip year-

to-date, shares trade for just under 14 times forward earnings estimates, while the EnerSys P/E 

denominator is expected to more than double by 2025. The dividend yield is modest at 1.0%, but 

we think that significant capital gains potential exists, given that our Target Price is now $126. 
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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 
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