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EXECUTIVE SUMMARY 

Week – Downturn Resumes 

Sentiment – Folks are Very Scared; Data Does Not Presently Support the Current Level of 

Pessimism 

Econ Data – Not all Numbers are Recessionary 

GDP – Odds of a Real Contraction Elevated, but Strong Nominal Growth Still very Likely This 

Year 

Fed – Core PCE Inflation Moderates 

Corporate Profits – Solid EPS Growth Still the Forecast 

Value vs. Growth – Inexpensive Stocks Much More Reasonably Priced Relative to Historical 

Levels 

Stock News – Updates on KSS, GM, AYI & MU 

Market Review 

On Saturday evening, we sent out the July edition of The Prudent Speculator, in which we 

offered two first-time recommendations, illustrating that we think long-term-oriented investors 

should continue to be greedy when others are fearful. 



 

And, with stocks resuming their June swoon last week, with the broad-based Russell 3000 index 

ending in Bear Market territory year-to-date,… 



 

…we suppose that it is not a big surprise that investors are not very optimistic, which is a 

positive, on average, for future equity market returns,… 



 

…as is the case when consumers are down in the dumps. 



 

To be sure, there are numerous issues causing consternation these days, but there have been even 

stiffer headwinds blowing on many occasions throughout equity market history,… 



 

…so while some of the devastation inflicted upon certain formerly hot instruments that lacked 

fundamental valuation support seems more than just, we do not think the punishment meted out 

for many reasonably priced stocks fits the crime,… 



 

…even as we understand that volatility is always part of the investment process. 



 

***** 

True, we respect that the outlook for second quarter GDP growth has weakened considerably,… 



 

…as there were disappointing economic numbers out last week,… 



 

…but some of the stats came in above expectations,… 



 

…the jobs situation remains very robust,… 



 

…and the consumer, while cautious in their spending, still has plenty of savings from which to 

draw,… 



 

…in addition to substantial equity in their homes. 



 

To be sure, the odds of recession have risen,… 



 

…but even the latest subpar reading on the health of the manufacturing sector is still indicating 

positive real GDP growth this year,… 



 

…which echoes the recent projection from the Federal Reserve. 



 

And speaking of those projections, the Fed’s preferred measure of inflation was trending in the 

right direction in May, with a dip to 4.7% in the core rate, down from 4.9% in April,… 



 

…which would seem to keep Jerome Powell & Co. on track for the year-end Fed Funds rate 

estimate of 3.4%. 



 

We are not suggesting that the economy won’t weaken further or that the Fed won’t need to be 

more aggressive in fighting inflation. However, we share Chair Powell’s view that was reiterated 

last week, “Overall, the U.S. economy is well-positioned to withstand tighter monetary policy.” 



 

We also cannot forget that nominal GDP is likely to hit another record in Q2, even if the 

economy officially enters recession on a real basis with a second straight quarter of contraction. 

Such an environment, we think, supports the continued view by analysts that corporate profits 

will grow over the balance of 2022 and into 2023. 



 

As such, we remain very comfortable with the long-term prospects of our broadly diversified 

portfolios of what we believe to be undervalued stocks,… 



 

…especially as we like how Value stacks up against Growth on an earnings basis. 



 

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. 

The M&A saga for Kohl’s (KSS – $28.68) came to a halt with the company announcing that the 

potential buyout of the retailer by Franchise Group was not going to happen and thus the 

company was concluding its strategic review process. Shares tanked in price by almost 20% on 

Friday, bringing the YTD plunge to more than 40%. 

Like others, we are quite disappointed in the way this “review” has gone, but we have not 

stopped seeing value in KSS shares, especially at the current very-depressed levels. That 

considered, things weren’t helped Friday when the official word of “no deal” also came with an 

https://theprudentspeculator.com/dashboard/


announcement that the company has seen a softening in consumer spending during its second 

quarter, and that it now expects that sales will come in down high-single digits for the period. 

“Throughout this process, the Board has been committed to a deep and comprehensive review of 

strategic alternatives with the goal of selecting the path that maximizes value for shareholders,” 

said Chair of the Board, Peter Boneparth. “After engaging with more than 25 parties in an 

exhaustive process, FRG emerged as the top bidder and we entered into exclusive negotiations 

and facilitated further due diligence. Despite a concerted effort on both sides, the current 

financing and retail environment created significant obstacles to reaching an acceptable and fully 

executable agreement. Given the environment and market volatility, the Board determined that it 

simply was not prudent to continue pursuing a deal. As always, the Board remains open to all 

opportunities to maximize value for shareholders, and we look forward to actively engaging with 

our shareholders as we move forward to ensure we are considering their perspectives in our 

plans.” 

Mr. Boneparth continued, “Kohl’s is a financially strong company that generates substantial free 

cash flow and has a clear plan to enhance its competitive position and improve performance over 

the long-term. Highlighting the Board’s confidence in the company’s strategic plan, the Board 

reaffirms its commitment to an accelerated share repurchase program following the Company’s 

Q2 earnings results announcement.” Kohl’s said it will execute the $500 million buyback 

immediately after the release of its results, which presently is slated to occur on August 19. This 

is part of the previously announced $3 billion share repurchase authorization. At the closing 

market price, a $500 million buyback would reduce the current share count by more than 13%. 

Additionally, in a phone interview, Chair Boneparth seemed to hint that the Board might be 

willing to do something with the “very big asset on the balance sheet,” which is real estate, a 

change in stance from prior management thinking. 

Acknowledging that Kohl’s has no shortage of battles to work through – activist investor 

pressure, management changes, inflation and deteriorating consumer dynamics – we think that 

investors with a longer-term view will find that the company has multiple opportunities to realize 

shareholder value. We consider Kohl’s to be substantially discounted from its intrinsic value, 

with shares trading at 5 times NTM adjusted EPS expectations. After the end-of-the-week 

beating, KSS has a dividend yield of 7.0%. Our Target Price has been adjusted downwards to 

$63 but plenty of upside potential remains. 

Shares of General Motors (GM – $32.19) fell more than 7% last week, but held in on Friday, 

despite the automaker announcing that it now expects second-quarter sales and profit to take a hit 

due to supply-chain problems. That said, GM said it believes it can make up for delayed 

production later this year and reaffirmed its full-year guidance. 

GM has almost 100,000 vehicles in inventory that can’t be sold until certain semiconductors 

arrive to finish assembly, according to their Friday SEC filing. The carmaker expects to finish 

building those vehicles by the end of the year, allowing the company to keep its full-year 

guidance. 



Management said second-quarter sales fell 15% due to production and supply issues. Although a 

sizeable drop, it is seemingly a sign of improvement from the second half of last year when 

supply-chain problems caused a sales shortfall of more than 40%. 

Despite the Q2 hit, GM said that its leadership in the full-size pickup retail market share has been 

extended to the 13th consecutive quarter. Additionally, electric vehicle sales were over 7,300 

units during the period, including some of the first deliveries of the BrightDrop Zevo 600 and 

GMC Hummer EV Pickup, as well as the resumption of Chevrolet Bolt EV and Bolt EUV 

production. Cadillac Lyriq production is accelerating, with initial deliveries in process. Orders 

for the 2023 model year sold out within hours and preorders for the 2024 model opened on June 

22. 

“GM’s sales and market share have grown each of the last three quarters, even with lingering 

supply chain disruptions,” said Steve Carlisle, GM executive vice president and president, North 

America. “Our long-term momentum will continue to build thanks to the launches of 

groundbreaking new EVs like the GMC Hummer EV and Cadillac Lyriq, and the tremendous 

customer response to the Chevrolet Silverado and GMC Sierra.” 

Despite the hit to second quarter sales, GM is sticking to its expectation of 2022 net income 

between $9.6 billion and $11.2 billion, adjusted operating profit of $13 billion to $15 billion, and 

adjusted earnings of $5.76 to $6.76 a share. 

We continue to find the company’s move away from sedans and towards trucks and SUVs as an 

important catalyst that helps supply huge amounts of cash flow needed to execute its 

“Transformation Roadmap,” which includes launching more than 30 EVs in the very near term. 

And GM is making tremendous progress on that front, expecting to produce 400,000 EVs in 

North America through 2023, yet the shares change hands at less than 5 times expected NTM 

adjusted EPS. Our Target Price for GM is $75. 

Acuity Brands (AYI – $157.84) reported that its sales and earnings grew a respective 18% and 

27% (to $1.06 billion and $3.52 per share) in fiscal Q3. The performance marked the fifth 

consecutive quarter of double-digit revenue growth and blew away the Street’s earnings target of 

$2.96 per share. Acuity aims to add new products and improve existing ones through investments 

in what it calls its product vitality efforts, and its program to raise prices dynamically amid fluid 

cost gyrations has protected gross margins. Management repurchased about 5% of outstanding 

shares in the quarter, bringing the total bought back since May 2020 to 17% at an average price 

of $134 per share. 

CEO Neil Ashe stated, “Our Lighting and Lighting Controls business had another very strong 

quarter, with top line growth driven by our product vitality efforts and our focus on service. 

Market demand in the third quarter remained strong, and we continue to work through our 

backlog, which continues to be above normal levels. Our strategy of increasing product vitality 

increasing service levels and using technology to differentiate both our products and our service 

is working. Our product vitality efforts are the combination of new product introductions and 

improvements to our existing products. Over the last 2 years, we have dramatically accelerated 

these efforts. As a result, our products are more valuable to our customers and more profitable 



for us. One of our key product leaders recently finished a complete refresh of its product 

families. And he asked me, what do we do now? And my answer was simple. We do it again. 

With product vitality, I’d like to tell our team that if you’re in front and you run faster than 

everyone else, no one can catch you. We believe that we have the best engineering and design 

teams in the industry, and they are delivering.” 

CFO Karen Holcomb added, “These results highlight the effectiveness of the changes 

implemented over the last 2 years and our team’s ability to drive performance. Our team has 

delivered meaningful sales growth and leveraged our operating expenses to deliver increases in 

operating profit and margin, demonstrating that we can deliver in a challenging environment. 

We’ve continued to generate cash, and we have effectively deployed capital in a way that 

generated permanent value.” 

We continue to think Acuity is sufficiently capitalized to weather the obstacles facing most 

businesses today and we are patient to realize the multiple channels for growth on the horizon. 

We also like that management continues to meaningfully deploy capital toward buybacks upon 

significant, and sometimes inexplicable, dips in the stock price. Our Target Price for AYI is now 

$250. 

Shares of Micron Technology (MU – $53.65) continued to be battered in 2022, following the 

memory-chip maker’s report of its fiscal Q3 2022 results that included much-lower-than-

expected guidance for fiscal Q4. For the previous three months, MU said its revenue totaled 

$8.64 billion. The revenue figure was largely in line with the consensus estimate. Adjusted EPS 

on the other hand, came in better than expectations ($2.59 vs. $2.44). We think with all of the 

negative reaction it is important to point out that third-quarter revenue grew 16% year over year. 

Positively, data center sales grew over 50% thanks to strength in Micron’s DRAM and SSD 

portfolio at both cloud and enterprise customers. 

Looking out into next quarter, Micron is now projecting revenue of $7.2 billion, with adjusted 

EPS of $1.63. The Street had been looking for $9.1 billion of revenue and adjusted EPS of $2.62. 

The company called out softening PC and smartphone sales as the primary problem. Micron now 

sees global calendar 2022 PC units down 10% from 2021; the company previously expected flat 

sales. For smartphones, Micron now sees unit sales down in the mid-single digits; the old view 

called for percentage growth in the mid-single digits. In particular, the company focused on 

much-weaker-than-expected consumer demand in China. 

CEO Sanjay Mehrotra commented, “Micron delivered record revenue in the fiscal third quarter 

driven by our team’s excellent execution across technology, products and manufacturing. 

Recently, the industry demand environment has weakened, and we are taking action to moderate 

our supply growth in fiscal 2023. We are confident about the long-term secular demand for 

memory and storage and are well positioned to deliver strong cross-cycle financial 

performance.” 

Mr. Mehortra continued, “Now turning to our end markets. Artificial intelligence (AI), ongoing 

cloud adoption, electric vehicles (EVs) and the ubiquitous connectivity offered by 5G are strong 

secular demand drivers, enabling the memory and storage industry to outpace the broader 



semiconductor industry. Micron’s product portfolio has become significantly stronger, and we 

have established product momentum in several attractive growth markets. We are also driving a 

portfolio mix shift toward higher growth and more stable markets. 2021’s 55/45 revenue split in 

favor of the more mature mobile, PC and consumer markets is expected to shift, by fiscal 2025, 

to a 38/62 split in favor of the higher growth data center, auto, industrial, networking and 

graphics markets. Several of these end markets also exhibit more stable profitability. Our fiscal 

Q3 new product launches and customer qualifications reflect solid execution toward this 

portfolio transformation.” 

Micron repurchased approximately 13.8 million shares of its common stock for $981 million 

during fiscal Q3 and ended the quarter with cash, marketable investments and restricted cash of 

$12.0 billion, and a net cash position of $5.0 billion. The company remains “committed to 

returning more than 50% of the cross-cycle free cash flow through a combination of dividends 

and buybacks.” And to that end, the Board announced a quarterly dividend increase of 15%. MU 

shares are down more than 40% this year, which we think is well overdone and presents a good 

long-term entry point for investors. Shares are now trading below 8 times NTM adjusted EPS 

expectations and we continue to like that Micron has exposure to the fast-growing data center 

and automotive markets, which we believe will help drive earnings over the longer term. Our 

Target Price for MU has been trimmed to $123. 
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