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WEEKLY UPDATE 

Our heartfelt thoughts go out to all of those who have been impacted by this global health crisis.  

 

Economic and Market Performance 

 

An additional 3.8 million Americans filed for unemployment benefits last week, putting at least 30 million people 

out of work due to the coronavirus crisis. About one in five workers has been laid off in recent weeks. The surge 

in layoffs has pushed the unemployment rate above 15%, the highest level since the Great Depression.  

 

A separate report showed that consumer spending fell 7.5% in March, the biggest monthly drop on record—as 
many consumers held back on all but essential purchases. Fear around the coronavirus, in addition to social-
distancing measures, financial volatility and falling confidence, has taken a severe toll on consumers’ ability and 
willingness to spend.  The latest income and spending report shows that as economic uncertainty grew in March, 
consumers aggressively bolstered their savings. The personal saving rate jumped about five percentage points 
to 13.1%, the highest since 1975.  

 
The ISM Manufacturing Index for April declined to its lowest level since 2009 with a 41.5% reading, signifying 
an economic contraction, with the new orders and production components of the survey showing the 
steepest declines. The U.S. economy logged its worst quarterly performance since 2009 with GDP contracting 

4.8% in the first quarter. The second quarter is expected to be much worse. The Fed further pledged to use "its 

full range of tools to support the U.S. economy in this challenging time."  The Federal Reserve said that it will 
keep interest rates at near-zero until the policymakers are “confident that the economy has weathered recent 
events.” 
                                                                                                                                                    
After rallying 12.9% and 11.1% in April, the S&P 500 and Dow Jones Industrial Average, respectively, finished 
their best month in 33 years amid hope that damage from the coronavirus may be short-lived.   But on the first 
day in May, the Dow declined 622 points, or 2.55%, to finish last week at 23723.69 and the S&P 500 lost 81.72 
points, or 2.81%, to close at 2830.71 as President Trump threatened to impose tariffs to retaliate against Beijing 
over its handling of the pandemic. Stock market volatility remains elevated. 
 

Health News 

 

Dr. Scott Gottlieb, former commissioner of the FDA, said, “COVID-19 won't go away. It'll infect the southern 

hemisphere as they winter and will want to come back to U.S. in fall. But we'll have a massive surveillance 

system by then, and I believe more than one drug to both prevent and treat infection. Our toolbox will be very 

different.” 

 

During the past week, the FDA approved Gilead Sciences’ remdesivir for emergency use in treating COVID-19. 

Dr. Anthony Fauci described remdesivir as "quite good news" in treating certain patients stricken with the illness 

from the novel strain of coronavirus. Moderna’s experimental vaccine, mRNA-1273, is currently being tested in 

early-stage trial by the U.S. National Institutes of Health, with mid-stage trials set for the second quarter.  

 

Bill Gates commented, “It might be a bit hard to see right now, but there is a light at the end of the tunnel. We’re 

doing the right things to get a vaccine as quickly as possible. In the meantime, I urge you to continue following 

the guidelines set by your local authorities. Our ability to get through this outbreak will depend on everyone doing 

their part to keep each other safe.” 

 

 

 

 

 



HI-Quality Company News 

 

It was a busy week with many of our HI-quality companies reporting their financial results. We summarized the 

conference calls and results in more detail on our website.  All companies acknowledged the difficult quarter 

ahead and withdrew their financial outlooks due to the uncertainty around the depth and duration of the economic 

impact surrounding COVID-19.  Here are highlights from the past week: 

 

Walgreens and LabCorp expanded their partnership to triple testing capacity through the use of LabCorp’s 

COVID-19 nasal swab diagnostic test. Walgreens announced plans to open COVID-19 testing locations in 49 

U.S. states and Puerto Rico, as the company further expands drive-thru testing to help meet the growing need 

in communities nationwide. With this latest expansion, Walgreens will focus its efforts on improving access to 

testing in underserved communities, and over time will also be working with companies to provide testing to 

employees, to help more businesses re-open in the weeks and months ahead. Walgreens expects to test more 

than 50,000 people each week. 

 

Raytheon Technologies announced that its Board of Directors declared a dividend of 47.5 cents per share. 

"The long-term fundamentals of our newly merged company are strong. Raytheon Technologies' quarterly 

dividend demonstrates our confidence in our strong balance sheet, ample liquidity, and our ongoing commitment 

to delivering value to shareowners," said Raytheon Technologies CEO Greg Hayes. RTX, formerly United 

Technologies Corporation, has paid cash dividends on its common stock every year since 1936. 

 

Stryker expects April sales to decline by 35% to 40% given the deferral of elective procedures, especially in 

hips, knees, spine and endoscopy. At the same time, demand for many of Stryker’s Medical portfolio products 

increased which prompted the ramp-up of manufacturing capacity for medical equipment like face shields, patient 

protective gear for ambulances, stretchers, beds and ICU equipment. Given the strength of Stryker’s balance 

sheet and cost containment efforts underway, management believes the company is well positioned to manage 

through this unprecedented situation. As patients who have deferred surgical procedures begin to return over 

the coming weeks and months, the company will work with customers to help meet the expected demand. 

 

Apple reported second quarter sales rose 1% to $58.3 billion with EPS up 4% to $2.55. Supply chains in China 

have now returned to typical levels.  While store traffic in China has not returned to pre-virus levels, Apple 

reported record retail sales driven by robust on-line sales. Given the company’s extraordinary financial strength 

and unmatched free cash flow generation, Apple announced a 6% increase in its dividend and announced a new 

$50 billion share repurchase program. After a very depressed month in March, Apple saw sales begin to pick up 

in the second half of April due to new products and help from economic stimulus. Management remains confident 

in Apple’s future and continues to make significant investments in all areas of their business, including a five-

year commitment to contribute $350 billion to the U.S. economy. 

 

Microsoft reported fiscal third quarter revenue increased 15% to $35 billion with net income increasing 22% to 

$10.8 billion.  COVID-19 had minimal net impact on the total company revenue during the quarter. In the 

Productivity and Business Processes and Intelligent Cloud segments, cloud usage increased, particularly in 

Microsoft 365 including Teams, Azure, Windows Virtual Desktop, advanced security solutions and Power 

Platform, as customers shifted to work and learn from home. Gaming benefited from increased engagement 

following stay-at-home guidelines. During the quarter, free cash flow increased 25% year-over-year to $13.7 

billion. The company returned $9.9 billion to shareholders during the quarter, up 33% compared to last year’s 

third quarter. Microsoft ended the quarter with over $137 billion in cash and short-term investments, $63 billion 

in long-term debt and $114 billion in shareholders’ equity on its strong balance sheet.  

Facebook reported first quarter revenue rose 18% to $17.7 billion with both net income and EPS more than 

doubling to $4.9 billion and $1.71, respectively. With people sheltered in place around the world, Facebook 

saw increased engagement, especially in messaging and video calls, as people relied on their products more 

than ever to connect with the people and organizations they care about. Free cash flow increased 36% during 

the quarter to $7.4 billion with the company repurchasing $1.3 billion of its common stock. Facebook ended the 



quarter with a fortress balance sheet with more than $60 billion in cash, $9.5 billion in operating lease liabilities 

and $105 billion in shareholders’ equity. After the initial steep decrease in advertising revenue in March, the 

company has seen signs of stability reflected in the first three weeks of April, where advertising revenue has 

been about flat with the prior year period. Given the company’s financial strength, they still expect to hire 

10,000 people this year. Facebook ended the quarter with a headcount of more than 48,000, an increase of 

28% year over year. 

General Dynamics reported first quarter sales decreased 5.5% to $8.7 billion with net income decreasing 

5.2% to $706 million. Travel restrictions due to the COVID-19 pandemic delayed deliveries of business-jet 

aircraft.  Backlog dipped 1.4% from the fourth quarter of 2019 to $85.7 billion, for a book-to-bill ratio of 1.2-to-

1.  During the quarter, the company paid $295 million in dividends and repurchased $449 million of its shares. 

In March, General Dynamics increased the quarterly dividend 7.8% to $1.10 per share, which was the 

company's 23rd consecutive annual dividend increase.  Management lowered previously issued sales 

guidance of $40.7 billion by approximately $1.5 billion and lowered EPS from the previous range of $12.55 to 

$12.60 to the range of $11.30 to $11.40. 

ADP reported third fiscal quarter revenues increased 6% to $4 billion with EPS increasing 10% to $1.90. 

During the first nine months of fiscal 2020, ADP generated $2.1 billion in free cash flow, up 15% from last year, 

with the company returning nearly $2.1 billion to shareholders through share repurchases of $1 billion and 

dividends of $1.1 billion.  ADP has a 45-year track record of paying and increasing its dividend. With its strong 

balance sheet, capital light business model that generates strong cash flow and a dividend payout ratio of 

between 55% to 60% of earnings, ADP has ample room to continue increasing the dividend.  When asked 

about the shape of the U.S. economic  recovery, Mr. Rodriquez, CEO,  stated that he doesn’t think the 

recovery will look like a V, U or L, but rather like a Nike swoosh with the economy hopefully rebounding after 

the abrupt decline in three to six months, rather than 12 to 18 months.  Mr. Rodriquez noted that in his 20 

years at ADP, he has been through multiple recessions, Y2K, 9/11, wars and multiple changes in technology. 

Each time in ADP’s 70-year history when presented with challenges, some people think this is the challenge 

we won’t get through, yet they do.  Mr. Rodriguez doesn’t expect this challenge to be any different. 

Mastercard reported first quarter revenues rose 3% to $4.0 billion with operating income flat at $2.2 billion. 

Free cash flow increased 41% during the quarter to $1.7 billion due to favorable working capital changes. 

During the quarter, the company paid $403 million in dividends and repurchased 4.7 million shares for $1.4 

billion at an average cost of about $297.87 per share. Due to the continued uncertainty around the duration 

and severity related to the COVID-19 pandemic, Mastercard has temporarily suspended its 2020 share 

repurchase activity and will reevaluate this as macroeconomic visibility improves.  The company has $6.9 

billion remaining authorized for future share repurchases. The dividend remains unchanged. While the first 

quarter started strong, the spread of the pandemic resulted in truly extraordinary challenges for the world. 

Mastercard said as this healthcare crisis is met with effective treatments and vaccines, global economies will 

recover through containment, stabilization, normalization and then growth. In the United States, we are still in 

the containment and stabilization stages with early signs of spending levels stabilizing. China is in the early 

phases of normalization and Mastercard has seen spending pick up again locally. Cross-border volume 

spending will not pick up significantly until travel resumes which likely will not occur until next year when a 

vaccine is available.          

Starbucks reported fiscal second quarter sales declined 5% to $6 billion with EPS declining 47% to $0.28. 

Management estimates that COVID-19 caused a $915 million hit to revenues during the quarter and $0.45 to 

EPS. In March, Starbucks took swift, dramatic action to protect partners and customers by closing 50% of U.S. 

stores and limiting the other 50% stores to drive-in and delivery only. Starbucks has plenty of liquidity to navigate 

through the storm and has deferred some capital spending, cut discretionary spending and suspended share 

buybacks while remaining committed to paying dividends to provide shareholders with a reliable return. The 

company plans to begin reopening U.S. stores on May 4 and expects 90% of its domestic stores to be open by 

early June, relying on drive-through, delivery and pick up for now. While Starbucks expects the negative impact 

of COVID-19 to be significantly greater in the fiscal third quarter, it expects the impact to be temporary and 

remains confident that the company will emerge from the crisis stronger than before. 



 

Alphabet-GOOGL reported first quarter revenues rose 13%, or 15% on a constant currency basis, to $41.2 

billion with EPS up 4% to $9.87. Performance was strong during the first two months of the quarter, but then in 

March, Alphabet experienced a significant slowdown in ad revenues as the economy went into lockdown due to 

the pandemic. Management is seeing a few green shoots in advertising in April as the economy unfreezes, but 

it is still too early to be certain about the durability of the recovery. Due to the pandemic, many companies will 

now seek to digitalize their operations. Alphabet expects to see an increase in online work, shopping, 

telemedicine, entertainment and learning with these changes expected to be long-lasting. Alphabet expects the 

second quarter will be a difficult quarter for advertising revenues but expects results to improve in the second 

half. The company repurchased $8.5 billion of its common stock during the first quarter and plans to continue to 

repurchase shares given its strong financial position. Alphabet ended the quarter with $117 billion in cash and 

investments, $5 billion in long term debt and $203.7 billion in shareholders’ equity. Management remains 

confident about long-term opportunities for the business. 

 

3M reported first quarter sales increased 2.7% to $8 billion with EPS up 47% to $2.22. During the first quarter, 

3M saw strong growth in personal safety, as well as in other areas of the portfolio experiencing high demand 

due to the pandemic, namely medical consumables, drug delivery, food safety and home care. Since January, 

3M has doubled production of N95 respirators to 100 million per month at its global manufacturing facilities, 

including 35 million per month in the U.S. 3M will double its capacity again within the next 12 months. During the 

quarter, 3M generated $881 million in free cash flow, up 34% on lower capital expenditures.  The company 

returned $1.2 billion to shareholders during the quarter through dividends of $847 million and share repurchases 

of $365 million. While it remains committed to its dividend, the company has suspended its share repurchase 

program and reduced its capital expenditures. Management currently expects the second quarter to be the 

weakest quarter for the global economy.   

T. Rowe Price reported first quarter revenues rose 10% to $1.5 billion with operating income up 32%. During 

the quarter, net client outflows were $6 billion. The swiftness of the decline in risk assets due to the coronavirus 

pandemic was “breathtaking.” The S&P 500 index fell 35% from its all-time high on Feb. 19th to the current low 

on March 23 in just 33 days amid extreme volatility. Though markets have recovered sharply after quarter end, 

the global disruption of daily activity and associated economic uncertainty continue unabated. T. Rowe Price is 

in very strong financial shape with no debt and plenty of cash, which enable management to continue to make 

long-term investments despite volatile markets. Management responded to the drop in their share price by 

repurchasing 8.3 million shares during the quarter. Total shares outstanding finished the quarter at 228 million, 

the lowest level since 1986. The company’s balance sheet remains rock solid with $3.4 billion in cash and 

investments and no long-term debt. 

 

PepsiCo reported first quarter revenues rose 8% to $13.9 billion with operating profit dipping 4% to $1.9 billion. 

During the period, PepsiCo paid $1.3 billion in dividends and repurchased $573 million of common stock. 

Management is maintaining shareholder cash return guidance for 2020 of $7.5 billion, comprised of dividends of 

$5.5 billion and share repurchases of $2 billion thanks to the company’s strong balance sheet, highly cash 

generative business and ample liquidity. With a strong portfolio of brands in attractive categories, an agile supply 

chain and flexible go-to-market systems, PepsiCo is successfully managing through the complexities of today 

and building competitive advantages to emerge an even stronger company in the future. 

 
UPS reported first quarter revenues increased 5% to $18.0 billion driven by growth in business-to-consumer 
shipments as on-line shopping increased substantially during the pandemic along with gains in healthcare 
services.  Net income and EPS each declined 13% during the quarter to $965 million and $1.11, respectively. 
The company’s results were adversely affected by the disruption to business customers that were locked down 
due to the coronavirus, higher self-insurance accruals and other items. UPS has been designated by 
governments around the world as a Critical Infrastructure Business and continues to operate in all major 
countries by keeping critical goods moving for businesses and consumers globally. In the U.S., the company is 
also front and center in leading the pandemic logistics response for FEMA. UPS supported customers with 
near record on-time service during the quarter. The company’s liquidity and financial condition remain strong, 



as the company refinanced $3.5 billion in debt in March. During the quarter, the company generated $2.6 
billion in cash flow from operations and free cash flow of $1.6 billion. Given the challenging environment, UPS 
is suspending share buybacks for 2020 and reducing capital expenditures by $1 billion. The company remains 
committed to paying its dividend, which currently yields 4.3%. Management remains confident that UPS is well 
prepared for the economic recovery regardless of the shape it takes.   

F5 Networks reported fiscal second quarter sales increased 7% to $583.5 million. With 65% of F5’s sales now 
coming from recurring revenue, management continues to deliver on its goal of creating a resilient business 
model that can weather economic uncertainty resulting from the COVID-19 pandemic. Indeed, F5’s business 
was boosted by its ability to help customers transition to remote work. The company ended the quarter with 
over $820 million in cash and investments, $358 million in long-term debt and nearly $2 billion in shareholders’ 
equity. Management’s current focus is to build the company’s cash position.  

Canadian National Railway reported first quarter revenues were relatively flat at C$3.5 billion with net income 
chugging 29% higher to C$1.0 billion.   Management is right-sizing resources to match the weaker demand 
caused by the global recession. CNI has a solid track record of resiliency in periods of economic weakness. 
The company’s strong investment grade credit rating is the best in the rail industry and has proven its strategic 
value by providing the company with robust low-cost liquidity. While the company is suspending its share 
repurchases given the economic circumstances, management remains committed to maintaining its previously 
announced 7% dividend increase for 2020. CNI expects the second quarter to be tough with industrial products 
and oil shipments adversely impacted due to the pandemic. Management expects the second half of 2020 to 
improve.  The company is still working to generate a minimum of C$2.5 billion of free cash flow for the full year 
after planning to invest about C$2.9 billion in capital expenditures. There is an economy beyond the pandemic, 
and CNI is well positioned for the recovery no matter what shape it takes with the experienced management 
team focused on the long term. 

Berkshire Hathaway reported financial results on Saturday with operating earnings up 6% to $5.9 billion. The 
company ended the quarter with an extraordinary balance sheet with a record $133 billion in cash and an 
unmatched shareholders’ equity of $372 billion. The annual meeting was held remotely and lasted until 9:30 
p.m. on Saturday night. Warren Buffett revealed he had repurchased $1.7 billion of Berkshire stock during the 
quarter and sold all his investments in the airlines.  We will provide a more detailed analysis of Berkshire’s 
financial results and comments from the annual meeting on our website and in next week’s email to you. 

**** 

The common theme seen among all our HI-quality companies during this challenging period is their 
solid free cash flow generation, providing them with ample liquidity and enormous financial strength. 
All of them have maintained and/or increased their dividend to provide shareholders with reliable 
returns. All of them also are well positioned for the recovery no matter what shape it takes and expect 
to emerge from this crisis stronger than ever. As Warren Buffett said during the annual meeting, “I 
remain convinced that nothing basically can stop America. The American miracle, the American 
magic has always prevailed, and it will do so again.” 

Please reach out if you have any questions or just would like to talk. 

Sincerely, 

Ingrid R. Hendershot 
 
Ingrid R. Hendershot, CFA 
President 
 


