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MARKET INDEX CLOSE 
10-16-20 

WEEK 
GAIN/LOSS 

Y-T-D 
GAIN/LOSS 

DJIA 28,605.31 0.1% 0.2% 

S&P 500 3,483.81 0.2% +7.8% 

NASDAQ 11,671.56 0.8% +30.1% 

 

U.S. states saw another 898,000 Americans file first-time unemployment insurance claims last week, 
representing an unexpected rise in new claims with the pandemic still underway and another round of fiscal 
stimulus still elusive. A steady stream of new layoffs continues to weigh on the economic recovery. Continuing 
jobless claims for the week ended October 3 were 10.018 million, down from 11.183 million during the prior 
week. 

Total CPI and core CPI, which excludes food energy, were both up 0.2% month-over-month in September, as 
expected. That left the year-over-year readings at 1.4% and 1.7%, respectively, which is still below the Fed's 
average 2.0% inflation target. 

 
Total retail sales increased 1.9% month-over-month in September. Excluding autos, retail sales were up 1.5%. 
On a year-over-year basis, total retail sales were up 5.4%. Excluding autos, they were up 4.0%. Sales gains were 
broad-based and driven by increases in discretionary categories, which should result in a large rebound in GDP 
growth in the third quarter. 
 

The preliminary University of Michigan's Index of Consumer Sentiment for October came in at 81.2, which was a 
bit weaker than expected, but an improvement from the final September reading of 80.4. Concerns about current 
conditions, which are linked to slowing employment growth, a pickup in COVID-19 infections and the lack of 
additional stimulus, were offset mostly by an improvement in attitudes about prospects for the year ahead. 
 

Industrial production declined 0.6% month-over-month in September, which was below expectations. Total 
capacity utilization of 71.5% also disappointed.  This was the first decline in five months, but despite the 
September decline, industrial production increased at an annual rate of 39.8% for the third quarter. 
 

For the week, the Dow rose 0.1%, the S&P 500 increased 0.2% and NASDAQ advanced 0.8%.  
 

HI-Quality Company News 

 

 

Fastenal-FAST reported third quarter sales increased 2.5% to $1.4 billion with earnings increasing 3.7% to $221 
million and EPS increasing 3.4% to $0.38. Third quarter sales growth was driven by higher unit sales of safety 
products even as volume moderated relative to the pandemic-driven level of "surge" sales in the second quarter. 
Still, safety products sales increased year-over-year as re-opening of the economy drove greater demand for 



personal protection equipment (PPE), hand sanitizer and related products, which more than offset continued 
softness in fastener sales that saw growth pressured by continued softness in manufacturing and construction. 
However, sales trends, signings and activity levels for Fastenal’s growth drivers all gradually improved 
sequentially during the quarter. Fastenal generated $255.5 million in free cash flow during the quarter, up 30% 
from last year, due to a 33% pullback in capital expenditures and reduced working capital needs as a result of the 
weak demand. During the quarter, the company returned $143.4 million to shareholders through dividend 
payments. Fastenal ended the quarter with $332 million in cash, $365 million in long-term debt and $2.9 billion in 
shareholders’ equity on its strong balance sheet. 

 

UnitedHealth Group-UNH reported third quarter revenues rose 8% to $65.1 billion with net income and EPS 
each declining 10% to $3.2 billion and $3.30, respectively. While underlying business performance remains 
strong, the third quarter results reflected the extensive consumer and customer financial assistance measures 
undertaken by the company, as well as direct COVID-19 care and testing costs. The company has continued to 
work with leaders across the country to expand testing, contact tracing and medical and mental health support. 
While health care patterns have been disrupted by the pandemic with reduced overall care demand, the 
company is seeing care move closer to normal levels. Free cash flow increased a healthy 35% during the first 
nine months to $14.6 billion with the company paying $3.4 billion in dividends and repurchasing $2.5 billion of its 
common shares during the same time period and ending the quarter with a strong balance sheet. Year-to-date 
return on equity of 28.9% reflects the continued strong operating performance of the company. Management 
raised their full year 2020 EPS outlook to a range of $15.65 to $15.90. Management’s long-term objective is for 
EPS growth of 13%-16% annually. While they expect fiscal 2021 financial results to reflect strong performance, 
the course of the pandemic may still prove to be a headwind. 

 

Johnson & Johnson-JNJ reported third quarter revenues increased 1.7% to $21.1 billion with net earnings and 
EPS both more than doubling to $3.5 billion and $1.33, respectively. Last year’s results included substantial 
litigation expense. On an adjusted basis, third quarter net earnings and EPS each increased 4%. Worldwide 
Pharmaceutical sales increased 5% during the quarter to $11.4 billion with growth across most therapeutic areas. 
Worldwide Medical Devices sales decreased 3.6% to $6.2 billion with the decline driven by the negative impact of 
COVID-19 as medical procedures were deferred during the pandemic although procedures are now starting to 
recover. Worldwide Consumer Health sales increased 1.3% during the quarter to $3.5 billion thanks to double-
digit growth in the U.S. partially offset by the negative impact of COVID-19 in international markets. JNJ issued 
$7.5 billion in debt at historically low interest rates to help finance the recent acquisition of Momenta which will 
advance its pharmaceutical pipeline. The company ended the quarter with a strong balance sheet with $30.8 
billion in cash and investments and $37.8 billion in long-term debt. Free cash flow exceeded $13 billion during the 
period with JNJ investing $2.8 billion in research and development and paying $2.7 billion in dividends to 
shareholders. For the full 2020 year, JNJ increased its sales outlook by $1 billion to a range of $81.2 billion to 
$82.0 billion with the EPS outlook raised by $.15 to a range of $7.95 to $8.05, driven by the strength of the 
recovery and strong underlying business fundamentals. For fiscal 2021, management expects robust double-digit 
sales growth and strong EPS growth. 

 

In separate news, Johnson & Johnson temporarily paused all dosing in its COVID-19 vaccine candidate clinical 
trials due to an unexplained illness in a study participant. It is not apparent whether the participant received a 
study treatment or a placebo. Adverse events -- illnesses, accidents, etc. - even those that are serious, are an 
expected part of any clinical study. 

 



 

Walgreens Boots Alliance-WBA reported fourth quarter sales increased 2.3% to $34.7 billion with net income 
down 45% to $373 million and EPS down 43% to $.43. For the full year, revenues increased 2% to $139.5 billion 
with net income down 89% to $456 million and EPS declining 88% to $.52. These results included adverse 
COVID-19 costs, non-cash impairment charges, restructuring charges and lower pharmacy gross profit. Return 
on shareholders’ equity was a tiny 2.2% due to the lower earnings. On a more positive note, free cash flow 
increased 6% during the year to a robust $4.1 billion. During the year, the company repurchased $1.6 billion of its 
common stock and paid $1.7 billion in dividends. Walgreens increased its dividend 2.2% in the fourth quarter to 
an annual rate of $1.87 per share providing a healthy dividend yield of 5.0% based on the current market price. 
Walgreens has paid a dividend for 87 years and increased the dividend for 45 consecutive years. Reliable cash 
flows should enable the company to continue increasing dividends in fiscal 2021, although management has 
suspended share repurchases. With economic trends showing signs of gradual recovery, management expects 
low single-digit growth in adjusted EPS in fiscal 2021. The first half of the fiscal year will likely see continued 
pressure from the impact of COVID-19 with growth down 17% to 23%, while the second half of the year is 
expected to rebound sharply with growth expected in the range of 30%-40% as people become vaccinated and 
foot traffic returns to the stores. The Transformational Cost Management Program remains on track and is 
expected to deliver in excess of $2 billion of annual cost savings by fiscal 2022 through the accelerated 
digitalization of the company, restructured retail stores and the creation of neighborhood health destinations. 

In separate news, the U.S. government has signed agreements with pharmacy chains CVS Health Corp and 
Walgreens Boots Alliance to administer COVID-19 vaccines to residents of long-term care facilities whenever a 
safe and effective vaccine is authorized. Under the partnership, residents and staff of all long-term care facilities 
like nursing homes, assisted living facilities, residential care homes and adult family homes across the country 
can get vaccinated at no out-of-pocket cost. Residents of long-term care facilities may be part of the prioritized 
groups for initial COVID-19 vaccination efforts until there are enough doses available for every American who 
wishes to be vaccinated. 

 

**** 

Our HI-quality companies have begun reporting their third quarter financial results, which are coming in better 
than expected. Robust cash flows are a hallmark of our companies.  Fastenal reported a 30% increase in free 
cash flow year-to-date and UnitedHealth generated a healthy 35% increase in free cash flow to $14.6 billion 
during the first nine months of 2020. Johnson & Johnson’s free cash flow topped $13 billion and Walgreens’ free 
cash flow increased 6% for their fiscal 2020 year to $4.1 billion. These strong cash flows enable our HI-quality 
companies to steadily increase their dividends over the decades despite tumultuous times. A good example is 
Walgreens which has paid a dividend for 87 years and increased the dividend for 45 consecutive years. 
 
If you have any questions, please let us know. 
 
Sincerely, 

Ingrid R. Hendershot 
 

Ingrid R. Hendershot, CFA 
President 


