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Market Review 

All of us at The Prudent Speculator wish our readers a very Happy Thanksgiving. 

***** 

No doubt, disciplined investors have much to be thankful for from their ownership of equities 

over the longer-term,… 



 

…even as 2022 has been a difficult year, with most of the major market averages again seeing a 

resumption of red ink last week. The collapse of a major cryptocurrency exchange and fears of 

crypto-contagion potential finding their way into stocks played a role in the modest selling last 

week, th0ugh it is not unreasonable to expect some sort of pullback after the terrific rebound 

witnessed thus far in Q4. 



 

Of course, a major catalyst for short-term market movements these days is utterances by Federal 

Reserve officials, with Bank of San Francisco President Mary Daly proclaiming last week, 

“Pausing is off the table,” as investors try to determine when Jerome H. Powell & Co. will stop 

raising interest rates. For his part, St. Louis President James Bullard has this to say about the 

week prior’s better-than-expected (i.e. lower) read on inflation at the consumer level,… 



 

…and Monday’s similar news on inflation at the producer level, “It could easily go the other way 

in the next report, and I just don’t want to put too much weight on one-month’s data.” Although 

Fed Vice Chair Lael Brainard argued, “I think it will probably be appropriate soon to move to a 

slower pace of rate increases,” the Fed Fund futures market became less dovish, with the 

expected peak rate moving back above 5% by the end of the week. 



 

Treasury yields were all over the map last week,… 



 

…as traders reacted to favorable and unfavorable economic news, though determining which 

was which remained a puzzle. Indeed, consumer spending surprised to the upside in October,… 



 

…and the labor numbers remained very healthy,… 



 

…but housing data continued to deteriorate,… 



 

…and surveys on the strength of the factory sector were mixed,… 



 

…as were a couple other statistics. 



 

Interestingly, by week’s end, the outlook for Q4 GDP had improved,… 



 

…yet the chance of recession in the next 12 months increased,… 



 

…with the important Leading Economic Index suggesting that a real (inflation-adjusted) U.S. 

economic contraction will begin in Q1 2023 and last through the middle of the year. 



 

***** 

To be sure, there is other evidence that a recession may be in the cards,… 



 

…but such an event would not be reason to exit equities,… 



 

…while it is important to understand that nominal GDP growth is likely to remain robust even if 

inflation-adjusted growth heads south,… 



 

…which should put a floor under corporate profits and support stock prices, both of which are 

not calculated in “real” terms. 



 

***** 

Not surprisingly, we remain optimistic about the long-term prospects for equities in general,… 



 

…and our broadly diversified portfolios of undervalued stocks in particular. 



 

Yes, we expect stock price volatility to remain high, but there are factors that we think bode well 

for equities to return to their winning ways…as has been the case over the past 95 years. 



 

These include the fact that Main Street sentiment continues to be pessimistic,… 



 

…with the calendar having turned this month to the start of the seasonally favorable time of year. 



 

There is never any assurance that past is prologue, but even Washington could be good for stock 

returns,… 



 

…with the Presidential Cycle and Party Control of Capitol Hill providing positive historical 

precedent. 



 

Certainly, anything can happen as we go forward, and the equity futures are pointing to a 

negative open to trading this week, but we continue to believe that time in the market trumps 

market timing. 



 

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 posted 

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

Though the stock is still down more than 24% on the year, shares of Cisco Systems (CSCO – 

$47.79) rebounded 6.7% last week on the back of a better-than-expected earnings report. The 

networking equipment provider posted fiscal Q1 EPS of $0.86, compared to the $0.84 estimate, 

on revenue of $13.6 billion, versus the $13.3 billion forecast. 

The top line grew 6% year-over-year, with CFO Scott Herren explaining, “We delivered strong 

results in Q1 and continued to make progress on our business transformation. Our annualized 

recurring revenue increased to more than $23 billion, with product ARR growing 12%. This, 

https://theprudentspeculator.com/dashboard/


together with our significant backlog, strong RPO, and easing supply situation, provides us with 

great visibility and predictability, and supports our increased full year guidance.” 

CFO Chuck Robbins added, “Our fiscal 2023 is off to a good start as we delivered the largest 

quarterly revenue and second highest quarterly non-GAAP earnings per share in our history. 

These results demonstrate the relevance of our strategy, our differentiated innovation, and our 

unique position to help our customers become more resilient.” 

Of course, in the current market environment, the stock would not have rallied on the report if 

the outlook was not relatively positive. Such was the case for Cisco with fiscal 2023 revenue 

projected to grow 4.5% to 6.5% year over year, with non-GAAP EPS coming in at $3.51 to 

$3.58. 

With a cash-rich balance sheet, a forward P/E ratio of 13 and a generous dividend yield of 3.2%, 

we continue to think CSCO should be a core technology holding. We like that management 

shares our optimism for the stock as the company bought back 12 million CSCO shares at an 

average price of $43.76 per share for an aggregate purchase of $0.5 billion in fiscal Q1. And 

there is still $14.7 billion remaining on the repurchase authorization though there is no 

termination date for the program. Our Target Price for CSCO has been boosted to $73. 

Micron Technology (MU – $58.58) reduced its DRAM and NAND “starts” by 20% year-over-

year for Q4, which sent the stock down more than 6% last week. The memory chip maker said 

via press release, “In calendar 2023, Micron now expects its year-on-year bit supply growth to be 

negative for DRAM, and in the single-digit percentage range for NAND. Recently, the market 

outlook for calendar 2023 has weakened. In order to significantly improve total inventory in the 

supply chain, Micron believes that in calendar 2023, year-on-year DRAM bit supply will need to 

shrink and NAND bit supply growth will need to be significantly lower than previous estimates.“ 

“Micron is taking bold and aggressive steps to reduce bit supply growth to limit the size of our 

inventory. We will continue to monitor industry conditions and make further adjustments as 

needed,” said CEO Sanjay Mehrotra. “Despite the near-term cyclical challenges, we remain 

confident in the secular demand drivers for our markets, and in the long term, expect memory 

and storage revenue growth to outpace that of the rest of the semiconductor industry.” 

The chip market has weakened dramatically in the second half of this year, and Micron’s capital 

expenditure and production cuts have caused renewed worry for investors. The memory and data 

storage businesses are cyclical, and tides can turn quickly as customer inventories can change 

rapidly. Micron is expected to make just $0.26 per share in 2023, before climbing back above 

$8.00 in 2026 (MU earned a $8.35 per share in 2022). That’s a long time to wait for earnings to 

rebound, but we note that the price in the P/E equation can expand too, while the earnings tide 

may advance as quickly as it receded this year if geopolitical conflict eases. Our Target Price for 

MU has been trimmed to $94. 

After-hours traders must have been filled with regret after shares of Kulicke & Soffa (KLIC – 

$48.36) opened in positive territory the day after releasing Q4 earnings. Extended-hours trades 

on Wednesday evening for the semiconductor capital equipment maker transacted with a drop 



near 17%, while the stock closed Thursday up 2.8% and tacked on 3.2% on Friday. The Q4 

report was terrific in that KLIC earned $1.11 per share (vs. $1.02 est.) and had revenue of $286 

million (vs. $277 million est.). The problem, for some, was that revenue guidance for next 

quarter was $155 million to $195 million (compared with $461 million in Q1 of 2022). 

On the topic of guidance, CEO Fusen Chen said, “Based on detailed feedback, we currently 

expect fiscal 2023 revenue to meet or exceed our previously cyclical peak revenue in fiscal 2018. 

This outlook suggests a more typical seasonal pattern through fiscal 2023 with ongoing factors in 

the first fiscal half, followed by greater demand improvement in the second fiscal half. The 

expected second half improvement are supported by well-known seasonal dynamic in addition to 

a heavier waiting of advanced display, in the advanced packaging revenue. Despite this dynamic 

vehicle and the industry environment, secular trends in advanced display, advance packaging and 

the automotive have continued to be very resilient.” 

CFO Lester Wong added, “As we look further through fiscal 2023, we continue to anticipate a 

period of capacity digestion to extend into the March quarter, with typical seasonality trends 

driving more distinct capacity needs in the second fiscal half. It remains a very exciting time for 

the company, as we have been significantly broadening our alignment with fundamental 

technology change across the semiconductor, advanced display, electronics assembly and 

automotive markets. As the industry recovers and we continue to execute, we are well positioned 

to reach new levels of financial performance beyond 2023. While there are near-term challenges 

for the entire industry, our fundamental improvements, enviable financial position and active 

roles enabling several long-term technology transitions will allow us to emerge as an even 

stronger and more profitable company.” 

KLIC spent $60.2 million on share repurchases in the September quarter, reducing the share 

count in the past year by roughly 10%, and has $215 million remaining on the existing buyback 

plan. In addition, management raised the quarterly dividend from $0.17 to $0.19 (1.6% yield) 

and will actively continue buying back shares. Kulicke shares are down 19% this year and the 

valuation remains very reasonable, including a 2023 P/E ratio of 16 and 2024 P/E ratio of 14. 

The company has just $35 million of long-term debt (lease obligations) and $776 million of cash 

on its balance sheet, versus a market capitalization of $2.8 billion, which should give it ample 

ability to navigate a choppy operating environment. Our Target Price for KLIC now stands at 

$71. 

German industrial conglomerate Siemens AG (SIEGY – $68.31) reported earnings of 1.80 euros 

per share, compared to an expected gain of 1.73 per share. The stock jumped 7% after the 

company beat earnings projections, raised its dividend by 0.25 euros per share to 4.25 euros 

(about $2.20 for each SIEGY share, gross of taxes) and offered a solid outlook. Siemens expects 

comparable revenue growth between 6% and 9%, with EPS pre-PPA for each SIEGY share 

between $4.49 and $4.75. 

CEO Roland Busch commented, “Siemens keeps reinventing itself from a position of strength by 

anticipating trends and developing new technologies by staying relevant and creating impact for 

our stakeholders by having the right team to transform at even higher speed and by laying the 

foundation of the decades ahead. Our ambition is clear. We will continue to play a leading role in 



empowering our customers and societies to tackle the world’s biggest challenges for a 

sustainable and better future…The clear goal is to set the strengthened combined business 

completely independent from these to unlock significant value and margin potential, best 

preparing it for future success. The motion control units business at DI, Digital Industries, with 

drive technology and machine tool systems is strategically important and a core topic for 

Siemens, we plan to further invest in this area.” 

On the topic of the outlook, CFO Dr. Ralf Thomas said, “We enter fiscal ’23 with confidence in 

a very strong cash-generating portfolio and execution discipline. However, we monitor 

macroeconomic volatility closely to be able to act in an agile way, managing costs diligently and 

leveraging growth opportunities at the same time. The course is set for further value creation and 

cash excellence.” 

Siemens shares have held up well this year, given an eroding macroeconomic backdrop and 

geopolitical turmoil that caused a hasty exit for SIEGY in Russia and upset supply chains in 

Europe, not to mention rapidly rising energy costs. We like that SIEGY is quickly (for a 

conglomerate) adapting to changing customer needs and continues to put technological 

innovation at the top of its priority list. On the earnings front in dollar terms, analysts expect 

SIEGY’s EPS for its U.S.-traded shares to grow from $2.96 in fiscal 2022 to $5 by 2024, putting 

the forward twelve-month P/E around 15. Given the potential ahead, we think that SIEGY 

remains attractively priced (especially compared with competitors like General Electric or 

Honeywell). With a net dividend yield of 2.4%, our Target Price has been inched up to $89. 

Shares of consumer finance giants Capital One Financial (COF – $98.96) and Synchrony 

Financial (SYF – $35.89) respectively sank 15% and 11% last week as October charge-off and 

delinquency data for industry card portfolios was released. Net-charge offs annualized at a 

2.93% and 3.17% rate for COF and SYF, respectively, versus the 2.23% and 2.90% rates from 

September. No doubt, the two firms are notoriously sensitive to changes in the health of 

consumer credit and concerns about rising credit costs amid macroeconomic uncertainty are 

valid, but we find the reactions for the stocks puzzling, in that the likelihood of weaker credit 

stats was part of the reason COF had dropped from $145 at the start of the year and SYF had 

skidded from $46. Both companies appear to us to have adequate capital cushions to withstand 

most, if not all but the direst of economic downturns. while credit costs remain in line with, if not 

below, historical averages. 

Regarding Capital One, we recently noted the nearly 4% of loans set aside as reserves for future 

loan losses would be more than enough to handle all but the most dire scenario (think Great 

Financial Crisis) and a Tier 1 Common Equity ratio of 12% offers additional cushion. We have 

long been a proponent of Capital One’s reliance on technology over a large physical presence 

even as the company is weighted toward higher-risk lending in the credit card and auto spheres. 

Of course, willingness by management to ramp marketing spend stands out versus other major 

financials, but COF’s digital focus has historically allowed it to spend more on advertising than 

on traditional overhead. The stock price is volatile, but we think the 6 multiple of forward 

earnings presents a compelling opportunity for long-term-oriented owners. The dividend yield is 

2.4% and our Target Price is $170. 



We also continue to appreciate that Synchrony is one of the largest issuers of private label credit 

cards in the U.S., while also offering co-branded products, installment loans and consumer 

financing for small- and medium-sized businesses, as well as healthcare providers. Purchase 

volumes and loan receivable balances continue to find growth across all platform sectors while 

Synchrony’s balance sheet appears robust with a 14.3% Tier 1 Common Equity ratio. There 

always is the risk that SYF may face churn in its stable of partners, but major players like Sam’s 

Club, TJX Cos and Belk have been with the firm for over a decade. 

Synchrony management continues to return capital back to shareholders, buying back 40% of the 

shares outstanding in the past 5 years and driving an increase in book value per share of the same 

magnitude. The stock also sports a dividend yield of 2.6%. We acknowledge the financial 

services concern’s economic sensitivities, but shares remain inexpensive, trading for a forward 

P/E multiple of just 7, and our Target Price is now $55. 

Tyson Foods (TSN – $65.52) announced Wednesday that it earned an adjusted $1.63 per share 

in Q3, softer than the $2.30 a year ago and the $1.70 consensus estimate. Shares declined going 

into the report but rose modestly throughout the remainder of the week. Lower beef prices and a 

generally weaker performance for pork offset price increases in the Chicken and Prepared Foods 

segments. 

Great-grandson of Tyson founder and current CFO John Tyson was recently arrested and 

charged with public intoxication and trespassing after having been found sleeping in a strangers 

home at 2 a.m. The CFO was present on the company’s recent earnings call and said, “I want to 

take a moment to address an important issue. I’m sure you’ve seen the news about the recent 

incident involving me. I’m embarrassed and I want to let that I take full responsibility for my 

actions. I also want to apologize to our investors, as I have to our employees. This was an 

incident inconsistent with our company values as well as my personal values. I just wanted you 

guys to hear this directly from me to know that I’m committed to making sure this never happens 

again.” 

CEO Donnie King added, “Like John, the company takes this matter seriously. Tyson Foods has 

a strong robust corporate governance process. Our independent Board of Directors are over 

overseeing a thorough review of this matter and are confident in this independent process.” 

Obviously, the personnel news was not good, but in 2023, Tyson anticipates total company sales 

between $55 billion and $57 billion backed by volume growth compared to the prior fiscal year, 

with full-year operating margins between 6% and 8%. Sales and volume growth in fiscal ’23 are 

largely expected as a result of the Chicken, Prepared Foods and International businesses. 

Given the launch of its productivity program at the start of 2022, Tyson had targeted $1 billion in 

productivity savings by the end of fiscal 2024. The company says it is ahead of schedule on this 

front, realizing more than $700 million of savings in the latest fiscal year, which partially offset 

the impacts of inflationary market conditions. It now believes it will exceed the $1 billion target 

in fiscal 2023. 



While margin compression means times aren’t quite as good as they have been, the company is 

expected to generate significant free cash flow in each of the next several years, which ought to 

support returns of capital to shareholders. We expect continued focus on streamlining operations 

to pay off long after supply conditions ease. Longer term, we continue to think protein 

consumption will increase around the globe, especially in emerging economies as residents see 

quality-of-life improvements. A modest increase to the dividend in August brings the yield to 

2.9%, and the 25% decline in price year-to-date broadens the appeal for a stock trading for 10 

times NTM EPS. Our Target Price for TSN has been pared to $102. 

Walmart (WMT – $150.23) earned an adjusted $1.50 per share in Q3 of FY 2023 (vs. $1.32 

est.), which doesn’t include $3.3 billion related to opioid settlements that impacted GAAP results 

by $1.50 per share. On a two-year basis, same store sales improved +17.4%, bringing revenue to 

$152.81 billion, higher than the $147.9 billion estimate and 8.7% growth year-over-year. 

Walmart continued to gain market share in Grocery in the U.S. and left the quarter with a 

significantly improved inventory position, while the Board approved a new $20 billion share 

buyback authorization. 

Shares dipped on Monday, as if someone had gotten wind that the report would be weak, only to 

reverse course upon the actual release the next day that included an improvement to full-year 

guidance. 

CFO John Rainey said, “For the full year, incorporating the Q3 upside, we now expect net sales 

growth of about 5.5%, including comp sales growth of 5.5% for Walmart U.S. On an adjusted 

basis, we expect operating income to decline 6.5% to 7.5% and EPS to decline 6% to 7%. 

Excluding the effect of divestitures and on an adjusted basis, this would translate into net sales 

growth of 6.5% and a decline in operating income of 5.5% to 6.5%, and a decline in EPS of 5% 

to 6%.” 

He added, “Looking beyond Q4, we know some of the unanticipated costs experience this year 

shouldn’t repeat next year. That said, we’re planning our business with the assumption that 

inflation remains somewhat elevated. In addition, we’ve had significant currency headwinds this 

year. Based on year-to-date results and current FX rates, we estimate a year-over-year sales 

headwind for this fiscal year of $4.1 billion from currency and potential sales headwind of about 

$3 billion next year.” 

Walmart appears to be doing its part to keep inflation in check, using its heavyweight position to 

negotiate with key vendors to mitigate further price expansion. While gross margin is likely to 

remain tempered in the near term, we expect the retail behemoth to garner goodwill from 

customers whose wallets likely need a break. We continue to like the direction Walmart has been 

going over the past few years and believe its expanding omnichannel presence, value proposition 

and defensive characteristics continue to warrant the stock a place in our portfolios. Our Target 

Price for WMT is now $164. 

Target (TGT – $162.88) earnings improved meaningfully in Q3 FY 2023 on a sequential basis 

but remain roughly half the FY 2022 figure as inventory issues in the front half of the year have 

turned into consumer softness on the back end. Shares of the discount retailer tumbled 13% 



Wednesday in the biggest drop in nearly six months but gained about half of the decline back by 

the weekend. 

The company said softening sales and profit trends that surfaced late in the recent quarter had 

persisted into November, leaving management cautious in its sales and profit outlook for Q4. 

Target now expects a low-single-digit decline in comparable sales and operating margin rate 

centered around 3%. The company thinks it can save a total of $2 billion to $3 billion of costs 

over the next three years by reducing complexity in the business, while continuing to support its 

team to avoid cutting jobs. 

CEO Brian Cornell said, “Through the first two months of the quarter, we have seen comp 

growth of well over 3% and then saw a deceleration to just under 1% in October. Even within the 

month of October, results in the back half of the month were much softer than in the first half 

and the mix of our sales tilted much more heavily towards promotions. This rapid change in 

trend is consistent with what we’re seeing in syndicated data on broader industry trends and the 

feedback we’re hearing from our guests. More specifically, consumers are feeling increasing 

levels of stress, driven by persistently high inflation, rapidly rising interest rates, and an elevated 

sense of uncertainty about their economic prospects. With higher rates of inflation continuing to 

erode their purchasing power, many consumers this year have relied on borrowing or dipping 

into their savings to manage their weekly budgets. But for many consumers, those options are 

starting to run out. As a result, our guests are exhibiting increasing price sensitivity, becoming 

more focused on and responsive to promotions and more hesitant to purchase at full price.” 

Trims to some of our positions last year at $197 in January and $253 in July appear well timed, 

given the latest carnage, although we have since taken action to bring up many underweight 

portfolios to a full weighting. We think the considerable appeal Target holds for consumers 

remains intact even as shifting consumer sentiment and supply issues weigh in the near term. The 

dividend yield is 2.7% and our Target Price for TGT has been cut to $217. 

Lowe’s (LOW – $209.93) reported fiscal Q3 adjusted EPS of $3.27 per share in fiscal Q3 (vs. 

$2.73 a year ago) that beat the average analyst estimate of $3.09. Net sales for the home-

improvement retailer were $23.48 billion, a 2.4% increase year-over-year (vs. $23.14 billion est.) 

with U.S. comparable store sales up 3%, driven by Pro growth of 19% and improved DIY sales 

trends. 

Management increased its full year 2022 financial outlook, reflecting stronger-than-expected 

operating results. It said the Canadian retail business (which it is selling) represents less than 6% 

of the consolidated full year 2022 sales outlook, and approximately 60 basis points of dilution on 

the consolidated full year 2022 operating margin outlook. It now expects EPS of $13.65 to 

$13.80 (previous guidance was $13.10 to $13.60) on approximately $97 to $98 billion of sales. 

CEO Marvin Ellison discussed the economy and home improvement market, “You’ve heard me 

talk about this before, but demand drivers for home improvement are distinctly different from 

those that drive home building. So, it’s important not to confuse the two. And as a reminder, at 

Lowe’s, the three highest correlating factors of home improvement demand are home price 

appreciation, age of housing stock, and disposable personal income. So, let’s start with home 



price appreciation. Even if there is a broad-based decline in home prices, homeowners currently 

have a record amount of equity in their homes, nearly $330,000 on average, which remain 

supportive of home improvement investment. And even in the select U.S. markets, while home 

prices have declined after a particularly steep run-up during the pandemic, we are not seeing any 

impact to sales. Second, the average age of homes in the US is over 40 years old and roughly 

three million more homes built during the housing boom in the mid-2000s will be entering prime 

remodeling years by 2025, which is a key inflection point for big ticket repairs. This is one of the 

key reasons why two thirds of home improvement spend is non-discretionary on repair or 

maintenance projects that cannot be delayed. Third, consumer savings are near record highs 

while disposable personal income remain strong, and more than 90% of homeowners either own 

a home or are locked into a low fixed mortgage, insulating them from rising rates.” 

He added, “On top of these three factors, there is a persistent 1.5 million to two million 

undersupply of homes and 250,000 first-time millennial home buyers are expected per year 

through 2025. This unique combination of factors is causing homeowners to trade up in place 

preferring to invest in repairs and renovations to make their current homes meet their families’ 

evolving needs rather than buying a new home.” 

During the quarter, the company repurchased approximately 20.5 million shares for $4.0 billion 

(about $195 per share), bringing the reduction in the share count to 25% over the past five years. 

We continue to like that Lowe’s is focused on improving its return on invested capital (it projects 

adjusted ROIC of over 37% next year) and that the company continues to return capital to 

shareholders. The 19% slide year-to-date for the stock presents a nice entry point, given the 

reasonable 15 times NTM P/E multiple and significant EPS growth expected over the next three-

to-five years. Our Target Price has been raised to $274. 

Kohl’s (KSS – $30.98) earned an adjusted $0.82 per share in Q3, in line with the preliminary 

announcement from November 8, but roughly half of the prior year figure. CFO Jill Timm said, 

“From a channel perspective, store sales outperformed digital and improved sequentially in Q3 

due in part to having more Sephora shops open.” She added, “Kohl’s stores with a Sephora 

partnership will see mid-to-high single-digit percent lifts in sales relative to the rest of the chain.” 

Shares were little changed on the week overall despite an 8% drop at market open last 

Wednesday as investors had largely taken account of news that Michelle Gass plans to step down 

as CEO and member of the Kohl’s Board of Directors, effective December 2, 2022. However, 

the company did cite recent volatility in business trends, significant macroeconomic headwinds 

and the unexpected CEO transition as reasons to withdraw its prior Q4 and full year 2022 

guidance. 

Kohl’s Independent Board Chair Peter Boneparth commented, “The Kohl’s Board is focused on 

supporting the management team during this CEO transition period, as well as the Board’s 

search committee in its pursuit of finding the next CEO to lead Kohl’s. We look forward to 

partnering with Interim CEO Tom Kingsbury and the entire leadership team to execute at the 

highest level this holiday season, while also capitalizing on opportunities to strengthen the 

business. Kohl’s is a great company with extremely bright prospects and I am confident we will 

find the right candidate to successfully position Kohl’s to drive sales, grow earnings and create 



shareholder value. On behalf of the Board, I want to thank all of our associates for their 

dedication and hard work.” 

For all its warts, the company continues to generate sufficient cash flow to support the dividend 

(the yield is 6.5%), while the balance sheet is in decent shape with a $500 million share 

repurchase program underway. There is also reason to think Kohl’s growing partnership with 

makeup brand Sephora will prove fruitful, and the company sits on valuable real estate that is 

attracting institutional investor interest. Earnings have been very volatile, but KSS now trades for 

less than 10 times NTM earnings estimates. Our Target Price is now $49. 

Shares of Foot Locker (FL – $35.88) jumped almost 9% Friday after the footwear and apparel 

retailer posted fiscal Q3 2023 top- and bottom-line results that outpaced consensus analyst 

expectations. Revenue came in at $2.17 billion, versus the expected $2.09 billion, and adjusted 

EPS of $1.27 was 14% better than the average forecast. The solid quarterly results were 

pressured by promotional activity, employment costs and currency headwinds. During the 

company’s earnings call, management said the quarter saw strength from a variety of non-Nike 

brands including Adidas, Puma, UGG, New Balance, Crocs and HOKA. 

CEO Mary Dillon commented, “Foot Locker’s solid third quarter results in the midst of ongoing 

macroeconomic challenges are a testament to the strengths of this organization that I am honored 

to now be leading. Despite the tough environment, our expanding customer base remained 

resilient, and I’m proud that our team delivered sales above our expectations, thanks to their 

exceptional execution. I see tremendous opportunity to further leverage the power of our brand 

equity and our incredible field team to drive our growth in this exciting category.” 

This was Ms. Dillon’s first quarterly call as CEO, and she made it clear that her top priorities 

include improving digital penetration, enhancing the company’s loyalty program (known as 

FLX), and leaning into brand diversification. She indicated that she will work to strategically 

balance long-term investments while maintaining strong cash flow and return on investment. FL 

raised its full-year adjusted EPS guidance range to $4.42 to $4.50, up from the prior range of 

$4.25 to $4.45. 

CFO Andrew Page added, “Following better-than-expected results for the third quarter and 

strong momentum coming out of the quarter, we are increasing our outlook for the fourth quarter 

and the full year. While the macroeconomic environment remains uncertain, our demand trends, 

and inventory position in high-quality product gives us confidence we can achieve our new 

range, while also remaining flexible to manage through ongoing volatility.” 

Like others, we were pleasantly surprised that the reduced emphasis on Nike and no specialty 

Yeezy Adidas inventory didn’t cause bigger operational hiccups in the quarter. We will see how 

these two things play out as we move forward, but the results seem to be a testament to the Foot 

Locker team and that momentum across other shoe labels like Adidas, Puma and New Balance 

continues to build and benefit FL. We are still attracted to the single digit forward P/E multiple 

and the 4.5% dividend yield. There could be some short-term roller coaster riding as investors 

stay concerned about a lackluster holiday shopping season and the health of the domestic 



consumer, but we think FL is an attractive consumer discretionary holding for long-term oriented 

broadly diversified portfolios. Our Target Price for FL is now $51. 

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. 

 


