
 
10-31-22 

WEEKLY UPDATE 
 
Market Performance 

 
 

MARKET INDEX CLOSE 
10-28-22 

WEEK 
GAIN/LOSS 

Y-T-D 
GAIN/LOSS 

DJIA 32,861.80             +5.7% -9.6% 
S&P 500   3,901.06             +4.0% -18.2% 
NASDAQ 11,102.45 +2.2% -29.0% 

 
 
The stock market provided more treats than tricks last week thanks to solid third quarter earnings reports and 
positive economic news with the Dow soaring 5.7%, the S&P 500 jumping 4.0% and NASDAQ increasing 2.2%.        
Economic Releases  
A summary of economic releases during the past week which may impact the financial markets: 
 
For the week ending October 22, initial jobless claims increased by 3,000 to 217,000, while continuing jobless 
claims for the week ending October 15 increased by 55,000 to 1.438 million. The Q3 Employment Cost Index 
was up 1.2% on a seasonally adjusted basis for the three-month period ending in September. Wages and 
salaries, which account for about 70% of compensation costs, increased 1.3% and benefit costs increased 1.0% 
from June 2022. The year-over-year compensation cost rate was reduced slightly from the Q2 reading (to 5.0% 
from 5.1%).  
 
Real GDP increased at an annual rate of 2.6% in the third quarter, ending two quarters of declining GDP.  The 
report suggests the economy is back on a growth track and held up well in the third quarter despite rising interest 
rates.  
 
Personal income increased 0.4% month-over-month in September while personal spending rose 0.6%.  The 
Personal Consumption Expenditure (PCE) Price Index— reflecting changes in the prices of goods and services 
purchased by consumers in the U.S—was up 0.3% for the second consecutive month while Core PCE Prices 
increased 0.5%. On a year-over-year basis, the PCE Price Index was up 6.2% while the Core PCE Price Index 
was up 5.1% versus 4.9% in August. 
 
Durable goods orders increased 0.4% month-over-month in September.  Excluding transportation, durable goods 
orders declined 0.5% pointing to some softening in business spending.  

The Conference Board's Consumer Confidence Index fell to 102.5 in October.  In the same period a year ago, 
the Consumer Confidence Index stood at 111.6. Consumers' concerns about inflation picked up again in October 
on the back of rising gas and food prices.  

The final reading of the October University of Michigan Index of Consumer Sentiment rose slightly to 59.9 from 
the preliminary reading of 59.8. In the same period a year ago, the index stood at 71.7. Inflation expectations for 
the year ahead dipped slightly to 5.0% from 5.1%, while five-year inflation expectations remained at 2.9%.  

 



New home sales declined 10.9% month-over-month in September to a seasonally adjusted annual rate of 
603,000 units.  On a year-over-year basis, new home sales were down 17.6% as the spike in mortgage rates has 
created affordability pressures for lower-income buyers. The median sales price increased 13.9% from last year 
to $470,600 while the average sales price jumped 10.0% to $517,700.  

 
HI-Quality Company News 
A summary of important earnings and/or capital allocation news announced during the past week from the high-
quality companies held in most client portfolios. For new clients, these companies may become investment 
candidates as valuations appear attractive and cash is available: 
 

 

Apple-AAPL reported record fourth quarter results with revenues climbing 8% to $90.1 billion with net income up 
1% to $20.7 billion and EPS up 4% to $1.29.  Fourth quarter revenue growth was led by the 25% growth in Macs 
to $11.5 billion with iPhone sales growing 10% to $42.6 billion, Wearables, Home and Accessories sales growing 
10% to $9.7 billion and Services revenues increasing 5% to $19.2 billion, while iPad sales declined 13% to $7.2 
billion due primarily to foreign exchange headwinds and tough comparisons with the prior year period when new 
products were launched. Led by 23% growth in the Rest of Asia, Apple reported growth in all geographies during 
the fourth quarter except for Japan. For the full fiscal year, revenues increased 8% to $394.3 billion with net 
income up 5% to $99.8 billion and EPS up 9% to $6.11.  Apple’s active installed base of devices reached all-
time highs for all major product categories thanks to the strength of Apple’s ecosystem and unmatched 
customer loyalty. Apple’s paid subscriptions to its services exceed 900 million, an increase of 155 million since 
last year. Apple’s Services revenues reached a record $78 billion during the year, which is the size of a Fortune 
50 company. During the year, free cash flow increased 20% to $111 billion. Apple paid $14.8 billion in 
dividends during the year and repurchased $89.4 billion of its common stock. Since the share 
repurchase program began, Apple has repurchased $550 billion of its common stock at an average price 
of $47 per share, demonstrating the success of the buyback program. During the important holiday 
December quarter, Apple expects the supply issues with iPhone 14 Pro and Pro Max to continue a little longer 
while Mac sales are expected to decline substantially due to challenging comparisons with the prior year period 
when new products were launched. Substantial foreign exchange headwinds of 10% are expected in the quarter 
due to the strong dollar. Services are expected to grow in the quarter but be impacted by foreign exchange 
headwinds and weaker gaming and digital advertising. Gross margin for the upcoming quarter is expected to be 
between 42.5% and 43.5% with operating expenses in the range of $14.7 billion to $14.9 billion.   

 

Meta Platforms-META reported third quarter revenue declined 4% to $27.7 billion with net income and 
EPS cut in half to $4.4 billion and $1.64, respectively. The revenue decline was primarily due to foreign 
exchange headwinds and would have been up 2% on a constant-currency basis. The low sales growth 
reflected weak advertising demand given the uncertain macroenvironment, especially among large 
advertisers.  Earnings dropped due to a 45% increase in research and development expenses notably in 
the company’s Reality Labs unit focused on the metaverse, which reported a $3.7 billion loss during the 
quarter. Facebook daily active users were 1.98 billion, an increase of 3% over the prior year period. Facebook 
monthly active users were 2.96 billion at quarter end, an increase of 2%. During the third quarter, ad impressions 
delivered across the company’s family of apps increased by 17% while the average price per ad decreased by 
18%. Free cash flow declined 48% during the first nine months to $13.6 billion due to the lower earnings and a 
significant increase in capital expenditures. Capital expenditures in 2022 are expected to be in the range of $32 
billion to $33 billion and grow to $34 billion to $39 billion in 2023 driven by investments in data centers, servers 



and network infrastructure to increase artificial intelligence (AI) capacity. Year-to-date, Meta has repurchased 
$21.1 billion of its common stock, including $6.4 billion during the third quarter. The company has $17.8 
billion remaining authorized for future share repurchases. The company ended the quarter with a strong 
balance sheet with $43 billion in cash and investments, $9.9 billion in long-term debt and $124.1 billion in 
shareholders' equity. Meta’s headcount was 87,314 as of quarter end, an increase of 28% year-over-year. To 
operate more efficiently, Meta is planning significant changes in hiring and expects headcount to remain 
approximately the same in 2023 as it currently stands. Revenues are expected in the range of $30.0 billion to 
$32.5 billion in the fourth quarter, including a 7% headwind from foreign exchange. Total expenses in 2022 are 
expected in the range of $85 billion to $87 billion, which are expected to increase to a range of $96 billion to $101 
billion in 2023, including an estimated $2 billion charge to consolidate office facilities. The double-digit increase in 
expenses is driven by infrastructure-related expenses and Reality Labs hardware costs. The Reality Labs 
operating loss is expected to grow significantly in 2023. 

 

Microsoft-MSFT reported first quarter revenue increased 11% to $50.1 billion with operating income up 6% 
to $21.5 billion while net income decreased 14% to $17.6 billion, primarily due to a higher tax provision compared 
to the prior year period, with EPS down 13% to $2.35. Microsoft Cloud revenue increased 24% to $25.7 billion, 
led by strong demand across commercial businesses. Commercial bookings declined 3% year-over-year with 
strong renewal execution more than offset by unfavorable foreign exchange impact. Revenue in Productivity and 
Business Processes was up 9% to $16.5 billion, led by a 24% jump in Dynamics 365 revenue. Revenue in 
Intelligent Cloud was up 20% to $20.3 billion, led by Azure and other cloud services revenue growth of 35%. 
Revenue in More Personal Computing decreased slightly to $13.3 billion, primarily due to Windows OEM 
revenue declining 15%. During the quarter, Microsoft generated $16.9 billion in free cash flow, down 10% 
from last year, with the company returning nearly $10.2 billion to shareholders through dividend 
payments of $4.6 billion and share repurchases of $5.5 billion. Microsoft ended the quarter with $107.3 
billion in cash and investments, $45.4 billion in long-term debt and $173.6 billion in shareholders’ equity on its 
strong balance sheet. For the second quarter of fiscal 2023, Microsoft expects revenues in the range of $52.35 
billion to $53.35 billion. Microsoft is facing headwinds from foreign exchange, lower PC demand and weakness in 
online ads at LinkedIn. 

 

Alphabet-GOOGL reported third quarter revenues increased 6%, or 11% on a constant currency basis, to $65.1 
billion with net income declining 27% to $18.9 billion and EPS off 24% to $1.40. Revenue growth was driven by 
healthy fundamental 4% growth in Search revenue to $39.5 billion and 38% growth in Google Cloud revenue to 
$6.9 billion. Google Cloud posted a $699 million loss during the quarter but remains on a longer-term path to 
profitability given its momentum. YouTube ads and Google network ad spend declined modestly during the 
quarter, as did advertising on Google Play due to lower gaming engagement. Specific end-market 
advertising spend pullbacks included insurance, loan, mortgage and crypto while travel and retail advertising 
spend increased. Overall costs increased during the quarter due to increased investments in data centers 
and hardware along with higher research and development and headcount costs. During the third quarter, 
the company added 12,700 employees and expects to slow the growth to half that number in the fourth quarter 
with further moderation in headcount expected in 2023.  Alphabet plans to drive efficiency by realigning 
resources to invest in the biggest growth opportunities such as artificial intelligence in Search and monetizing 
YouTube Shorts. Free cash flow declined 9% to $44 billion primarily due to significant increases in capital 
expenditures for data centers. Alphabet used the cash to repurchase $44 billion of its common shares 
and ended the quarter with $147 billion in cash and investments, $14.7 billion in long-term debt and 



$253.6 billion in shareholders’ equity on its fortress balance sheet. Foreign exchange headwinds impacted 
third quarter sales by 6%, and the headwinds are expected to be even larger in the fourth quarter due to the 
strong dollar. Tough comparisons with last year’s fourth quarter will continue to impact growth rates of advertising 
revenues for YouTube, Network and Google Play in the fiscal 2022 fourth quarter. Alphabet has effectively 
managed through past business cycles but acknowledged increased uncertainty related to this cycle due to 
challenging macroeconomic conditions. 

 

Texas Instruments-TXN generated a 13% increase in third quarter revenue to $5.2 billion with net 
earnings increasing 18% to $2.3 billion and EPS up 19% to $2.47.  By segment, Analog revenue grew 13% to 
$4.0 billion, Embedded Processing revenue grew 11% to $821 million and "Other" segment revenue grew 20% to 
$427 million. Personal electronics sales declined mid-teens sequentially on continued expected weakness and 
Industrial sales were flat with weakness beginning to broaden throughout the quarter.  The automotive market 
remained strong, up about 10%, communications equipment increased high-single digits and enterprise systems 
increased mid-single digits. During the first nine months, Texas Instruments generated $1.97 billion in free 
cash flow with the company returning over $2.0 billion to shareholders through dividend payments of 
$1.05 billion and share repurchases of $996 million. In September, the company announced an 8% 
increase in the dividend, marking the 19th consecutive year of dividend increases and a $15 billion 
increase in the share repurchase authorizations. These actions reflect leadership’s commitment to returning 
free cash flow to its owners.  Texas Instruments ended the quarter with $9.1 billion of cash and short-term 
investments and $7.4 billion in long-term debt, including $700 million issued during the third quarter. Total debt 
outstanding was $8.0 billion with a weighted average coupon of 2.8%. Commenting on the CHIPS Act that was 
recently signed into law, Chief Financial Officer Rafael Lizardi said, “The combination of the investment tax credit, 
the grant, as well as funding for research and development, will help make the U.S. semiconductor industry more 
competitive. We accrued about $50 million on the balance sheet in Q3 due to the 25% investment tax credit for 
investments in our U.S. factories. This will eventually flow through our income statement as lower depreciation, 
and we will receive the associated cash benefit in the future.” For the fourth quarter, management expects most 
of its end markets to decline sequentially, except for the automotive market. Fourth quarter revenues are 
expected in the range of $4.40 billion to $4.80 billion and earnings per share in the $1.83 to $2.11 range. 

 

T. Rowe Price-TROW reported third quarter revenues declined 18.7% to $1.59 billion with net income 
falling 50.5% to $384.4 million and EPS dropping 49.8% to $1.66. During the quarter, assets under 
management fell $79.7 billion to $1.23 trillion on market depreciation of $55.1 billion and net outflows of $24.6 
billion, largely driven by a handful of growth-oriented equity strategies amplified this quarter with redemptions 
from a few large institutional clients. The quarter’s investment advisory fee annualized effective rate of 42.5 basis 
points declined by 1.1 basis points from last year’s third quarter as clients shifted to lower fee asset classes, 
which was partially offset by higher-than-average fees on alternative asset products and lower money market fee 
waivers. Operating expenses increased 20% from last year on higher spend on compensation, technology and 
facilities mostly related to the OHA acquisition. During the first nine months of the year, T. Rowe Price generated 
$2.28 billion in free cash flow, down 21.4% from last year on the lower net income. Year-to-date, T. Rowe Price 
spent $744 million to repurchase 2.5% of its outstanding shares at an average cost per share of $130.35, 
including $224.5 million to repurchase 1.9 million shares during the third quarter. In addition, the firm paid 
dividends of $832.4 million with the stock now sporting an attractive 4.4% dividend yield. T. Rowe Price 
ended the quarter with $4.46 billion in cash and investments, no long-term debt and $8.9 billion in shareholders’ 



equity on its pristine balance sheet. Rob Sharps, chief executive officer and president, commented, “Throughout 
this year, we have taken steps to slow our expense growth, including focusing on our highest priority initiatives, 
slowing hiring, and reducing planned third party spend. We continue to evaluate market conditions and will 
consider other levers as needed to manage expense growth and support our ability to invest in strategic 
initiatives.” 

 

SEI Investments-SEIC reported third quarter sales declined 3% to $471.3 million with net income 
dropping 55% to $61.7 million and EPS falling 54% to $0.45. SEI’s disappointing results were impacted by 
lower capital market performance, costs associated with the company’s voluntary separation agreement 
(VSA) and continuing inflationary pressures, especially for compensation. Third quarter results include 
charges related to the company’s VSA of $57.0 million, or $0.32 per share, and unrelated severance charges of 
$5.2 million, or $0.03 per share. Average assets under management in equity and fixed income programs, 
excluding LSV, decreased $33.4 billion, or 17%, to $166.4 billion in the third-quarter 2022 while average assets 
under administration decreased $69.1 billion, or 8%, to $786.6 billion.  Earnings from LSV decreased 24% to 
$26.7 million due to net negative cash flows from existing clients, market depreciation and client losses. During 
the third quarter, cash flow from operations was $97.9 million, down 38.4% from last year, and free cash flow was 
$74.4 million, down 48.5% from last year.  SEI Investments repurchased 890,000 shares during the quarter 
for $49.4 million at an average price of $55.55 per share. SEI Investments ended the quarter with $791.4 
million in cash, no long-term debt and $1.9 billion in shareholders’ equity on its investment grade 
balance sheet. Looking ahead, management expects deconversion related to two clients’ M&A activity to result 
in a $12.4 million reduction in annual revenues. While still in negotiations with Wells Fargo, management expects 
deconversion of a portion of the business will result in a fourth quarter charge between $5 million and $7 million 
and a reduction in quarterly revenues between $1.3 million and $1.7 million.   

 

Mastercard-MA reported third quarter revenues charged ahead 15%, or 23% on a currency neutral basis, to 
$5.8 billion with net income increasing 4% to $2.5 billion and EPS up 6% to $2.58. Primary drivers of the revenue 
increase included: gross dollar volume growth of 11% on a local currency basis to $2.1 trillion; cross-border 
volume growth of 44% on a local currency basis; switched transaction growth of 9%; and 17% growth in other 
revenues, driven primarily by Mastercard’s Cyber & Intelligence and Data & Services solutions. Consumer 
spending remains resilient and cross-border travel continues to recover. As of September 30, 2022, 
Mastercard had issued 3.0 billion Mastercard and Maestro branded cards accepted at 90 million merchants 
worldwide. Operating expenses increased 17% mainly due to higher personnel costs to support continued 
investments in strategic investments across payments, services and new network capabilities. During the first 
nine months of 2022, Mastercard generated $7.9 billion in free cash flow with the company returning $7.8 
billion to shareholders through dividends of $1.4 billion and share repurchases of $6.3 billion at an 
average cost of $344.26 per share. Current quarter-to-date through October 24, Mastercard repurchased an 
additional $505 million if its shares at an average cost of $297.06 per share leaving $5.1 billion remaining under 
the approved share repurchase programs. In the fourth quarter, year-over-year net revenue is expected to grow 
at the high end of the mid-teens range on a currency neutral basis, boosted by resilient consumer spending, 
stable to slightly improved cross-border travel growth, higher rebates consistent with seasonal norms and lapping 
of strong year-ago results after border restrictions were lifted. Operating expenses are expected to grow in the 
low double-digits. During the earnings conference call, Michael Miebach, Mastercard CEO, stated, “We will 
continue to monitor impacts related to elevated inflation and other macroeconomic and geopolitical risks. Our 
diversified business model and ability to modulate expenses position us well to navigate through periods of 
uncertainty while maintaining focus on our strategic objectives.” 



 

 

Visa-V rang up fiscal fourth quarter revenues of $7.8 billion, up 19% from last year, with net income charging 
ahead 10% to $3.9 billion and EPS up 13% to $1.86. Payments Volume increased 10%, Cross-Border Volume 
jumped 36% and processed transactions increased 12%. During the fourth quarter, Visa saw a continuation 
of spending trends present throughout 2022—strength in consumer payments, resilience in eCommerce 
and ongoing recovery in cross-border travel. These trends contributed to robust full-year results with 
revenues jumping 22% to $29.3 billion, net income up 21% to $15.0 billion and EPS up 24% to $7.00. 
During fiscal 2022, Visa delivered an impressive 42.0% return on shareholders’ equity. Visa generated $17.9 
billion in free cash flow during fiscal 2022, up 23% from last year and representing a stellar 120% of 
reported earnings. During the fiscal year, Visa returned $14.8 billion to shareholders through dividend 
payments of $3.2 billion and share repurchases of $11.6 billion at an average price per share of $205.97 
leaving $5.1 billion remaining under the current buyback authorization. In October, the board authorized a new 
$12 billion stock buyback program and increased the dividend by 20%, marking the 13th year of 
consecutive annual dividend increases. Visa ended the quarter with $20.7 billion in cash and investments, 
$20.2 billion in long-term debt and $35.6 billion in shareholders’ equity on its balance sheet. Despite expected 
foreign currency headwinds of 4% and 2% negative impact from Russia, management expects 2023 net revenue 
growth in the high-single-digits with low double-digit operating expense growth.  Should there be a recession or a 
geopolitical shock that impacts its business, management will adjust spending plans by reprioritizing investments, 
scaling back or delaying programs, and reducing, as appropriate, personnel expenses, marketing spend, travel 
and other controllable categories while carefully balancing between short and long-term considerations for long-
term growth. Should interest rates continue to rise, nonoperating expense will benefit from higher interest income 
on cash balances. During the earnings conference call, Vasant Prabhu, Vice Chairman and Chief Financial 
Officer, stated, “As we've said before, we are not economic forecasters. Clearly, there's a high risk of a global 
recession, but we do not have a specific point of view on if, when, or the kind of recession we might have. For 
internal planning purposes, we are assuming no recession. Of course, we will stay very vigilant, closely 
monitoring our trends day by day. We will stay very flexible. We will have contingency plans in place should we 
have an economic or geopolitical shock that impacts our business. And we will be prepared to act fast should we 
need to.”   

 

General Dynamics-GD reported third quarter revenues rose 4% to $10 billion with net earnings up 5% to $902 
million and EPS up 6% to $3.26. Orders remained strong across the company with a consolidated book-to-bill 
ratio, defined as orders divided by revenue, of 1.1-to-1 for the quarter. The company ended the quarter with 
$88.8 in backlog including Aerospace backlog of $19.1 billion which increased 29.7% from the prior year 
quarter. Total estimated contract value, the sum of all backlog components, was $125.8 billion at the end of the 
quarter. Aerospace revenues rose 14% to $2.3 billion as there was broad-based demand by model and 
geography. Aerospace had the best year-to-date order performance in over a decade with a book-to-bill 
ratio of 1.2 times. Marine Systems revenue increased 5% during the quarter to $2.8 billion with orders totaling 
$3.2 billion and a book-to-bill of 1.1 times. Combat Systems revenues increased 3% to $1.8 billion as broad-
based demand drove backlog with a book-to-bill of 1.3 times. Technologies revenues declined 2% to $3.07 billion 
impacted by ongoing supply chain disruptions. Year-to-date, free cash flow was up 58% to $3.3 billion with 
the company paying over $1 billion in dividends and repurchasing $1.1 billion of its common shares. 
General Dynamics ended the quarter with $2.5 billion in cash, $9.2 billion in long-term debt and $17.7 billion in 
shareholders’ equity on its combat-ready balance sheet. 



 

Raytheon Technologies-RTX reported third quarter revenues rose 5% to $17 billion with net income decreasing 
1% to $1.4 billion and EPS up 1% to $.94. Earnings include $.27 per share of net significant and/or non-recurring 
charges and acquisition accounting adjustments. RTX generated over $22 billion of awards during the 
quarter.  Backlog at the end of the quarter was $168 billion, including $101 billion from commercial 
aerospace and $67 billion from defense with a 1.32 book-to-bill ratio.  Year-to-date, free cash flow 
decreased 60% to $1.1 billion. The company returned more than $4.7 billion to shareholders during the 
year through dividends of $2.3 billion and share repurchases of $2.4 billion. Management adjusted the prior 
2022 outlook expecting sales of $67.0 billion – $67.3 billion, down from $67.75 billion - $68.75 billion, adjusted 
EPS of $4.70 - $4.80, up from $4.60-$4.80, free cash flow of approximately $4 billion and share repurchases of 
at least $2.5 billion. 

 

UPS-UPS reported third quarter revenues rose 4% to $24.2 billion with net income delivering 11% growth to $2.6 
billion and EPS up 12% to $2.96.  The U.S. Domestic segment produced the strongest growth during the quarter 
with revenues up 8.2% to $15.4 billion as revenue per piece increased 9.8% with operating profit up 18% thanks 
to expanding margins due to increased productivity. Despite a dynamic macroenvironment with high 
inflation, the strong job market in the U.S. is enabling healthy consumer spending. The International 
segment’s revenues increased 1.7% to $4.8 billion driven by a 6.4% increase in revenue per piece with operating 
profit down 5.1% to $997 million. The international markets weakened more than expected due to inflation, higher 
energy costs, continued Covid lockdowns in China and geopolitical tensions between Ukraine and Russia. 
Supply Chain Solutions revenues decreased 6% to $4.0 billion due to declines in air and ocean freight 
forwarding, partially offset by growth in logistics and healthcare businesses with operating profit up 3% to $450 
million. Free cash flow declined 8% year-to-date to $8.5 billion with UPS paying $3.8 billion in dividends and 
repurchasing $2.2 billion of its common stock. For the full year, the company expects dividend payments 
to approximate $5.2 billion and share repurchases of at least $3.3 billion. UPS reaffirmed its financial 
targets for fiscal 2022 with revenues of $102 billion expected, an adjusted operating margin of about 13.7% and 
adjusted return on invested capital above 30%.  UPS continues to gain market share on a global basis. For 2023, 
the company announced a 6.9% rate increase. 

 

Canadian National Railway-CNI reported third quarter revenues chugged ahead 26% to a record C$4.5 billion, 
driven by higher fuel prices, freight rate increases and the positive translation impact of a weaker Canadian 
dollar. Net income decreased 14% to C$1.5 billion and EPS fell 10% to C$2.13, mainly due to the Kansas City 
Southern merger termination fee received in the third quarter of 2021. Excluding the one-time merger termination 
payment, adjusted EPS increased 40% to a record $2.13. Revenue ton miles (RTMs) increased 5% to 58.5 
billion while freight revenue per RTMs increased 22% to 7.46 cents. Canadian National’s adjusted operating 
ratio improved by 180 basis points to 57.2%, reflecting operating improvements including a 1% increase 
in fuel efficiency and a 5% increase in car velocity. During the first nine months of 2022, free cash flow 
increased 44% to C$2.9 billion with the company returning nearly C$5.2 billion to shareholders through 
dividends of C$1.5 billion and share repurchases of C$3.6 billion. Canadian National ended the quarter with 



C$906 million in cash, C$14.6 billion in long-term debt and C$22 billion in shareholders’ equity. For the full year, 
Canadian National continues to expect total revenue ton miles (RTMs) in the low single-digit range across a 
range of commodities and expects to deliver an operating ratio below 60%. Management raised its financial 
outlook and now expects adjusted diluted EPS growth of 25% compared to the previous target of 15-20% 
growth and free cash flow of approximately C$4.2 billion compared to the previous target of C$3.7 billion to 
C$4.0 billion. In addition, the company continues to expect to invest approximately 17% of revenues in its capital 
program. 

 

 

PulteGroup-PHM reported third quarter revenues increased 13% to $3.9 billion with net income up 32% to 
$627 million and EPS jumping 48% to $2.69. Home sale revenues for the third quarter increased 16% to $3.8 
billion, reflecting a 15% increase in average sales price to $545,000, along with a 1% increase in closings to 
7,047 homes. New orders decreased by 28% during the quarter to 4,924 homes, as higher mortgage rates, 
reduced affordability and lower consumer confidence slowed demand and resulted in an increased 
number of previous buyers cancelling their contracts. The cancellation rate in the third quarter was 24% 
compared to 10% in the prior year period.  The company’s backlog at quarter end was 17,053 units, which is 
a decrease of 14% from the prior year. However, the dollar value of homes in backlog was $10.6 billion, 
which is an increase of 3% over last year. Mortgage capture rate was 77% for the quarter, down from 85% last 
year. Given changing industry dynamics resulting primarily from Federal Reserve actions to raise interest rates, 
PulteGroup continues to reassess all pending transactions prior to completing the purchase of the underlying 
land asset. As a result of this ongoing review process, in the third quarter the company elected to terminate a 
number of pending land transactions and wrote off $24 million of deposits and preacquisition expenses 
associated with the deals. During the quarter, Pulte invested $1.3 billion in land acquisition and development, 
with 56% of spending for development. PulteGroup controlled 231,662 lots with 50% held through option. Year-
to-date free cash flow was negative $393 million compared to $496 million last year, due to higher capital 
expenditures and inventories. During the third quarter, PulteGroup repurchased 4.4 million shares of its 
common stock, or 2% of its common shares outstanding for $180 million, at an average price of $41.20 per 
share. The company ended the quarter with a debt-to-capital ratio of 22.5%. Year-to-date, PulteGroup returned 
$1.1 billion to shareholders through dividend payments of $110 million and share repurchases of $975 
million. The dividend payout rate per share increased 17% in 2021 and an additional 7% for 2022. The 
ongoing strength of PulteGroup’s quarterly financial results has allowed the company to deliver a high return on 
equity of 32% for the trailing 12 months. The company ended the quarter with $449 million in cash and 
investments, $2.6 billion in long-term debt and $8.1 billion in shareholders’ equity on its sturdy balance sheet. 
While PulteGroup reported significant growth in third quarter earnings, demand clearly slowed in the 
period as dramatically higher interest rates created financial and psychological hurdles for potential 
homebuyers. In response to the challenging market conditions, management will continue to adjust sales and 
construction and investment practices as they work to turn inventory and balance housing starts to appropriately 
match the pace of sales. 

 

NVR, Inc.-NVR reported third quarter revenues increased 16% to $2.8 billion with net income increasing 
24% to $411 million and EPS increasing 37% to $118.51. New orders decreased by 15% during the quarter 



to 4,421 units, compared to 5,201 units in 2021. However, the average sales price of new orders increased 
by 3% to $453,400. The cancellation rate in the third quarter was 15% compared to 9% in the prior year period. 
Settlements increased 5% during the quarter to 5,949 units. The average settlement price in the third quarter of 
2022 was $460,500, an increase of 12%. The backlog of homes sold but not settled as of September 30, 2022, 
decreased on a unit basis by 11% to 10,758 units and decreased on a dollar basis by 5% to $5.09 billion year-
over-year. Mortgage loan closings increased 2% to $1.66 billion during the quarter. During the first nine 
months, the company repurchased 295 million shares for an average price of $4,690 per share and ended 
the quarter with $1.8 billion in cash, $915 million in long-term debt and $3 billion in shareholders’ equity 
on its sturdy balance sheet. 

 

Bank of Hawaii-BOH reported third quarter net revenue increased 2.4% to $172.3 million with net income 
declining 16.7% to $50.8 million and EPS down 15.8% to $1.28. The net income decline was primarily due to a 
$6.9 million charge related to the bank’s exit from the leveraged lease market, a decrease in the negative 
provision for credit losses, lower PPP income and one-time items in last year’s third quarter. Net interest 
income increased 11.7% to $141.7 million and net interest margin increased 28 basis points to 2.6% due 
to higher interest rates and continued strong loan growth of 10.3% to $13.3 billion. Noninterest income 
declined 26% to $30.7 million primarily due to one-time items from the leveraged lease market exit in the quarter. 
Return on average assets dipped 16 basis points to 0.91% with return on average common equity equal to 
16.98%. Bank of Hawaii ended the quarter with an efficiency ratio of 61.37%, up from 57.38% last year, on higher 
compensation expense and higher occupancy expense primarily due to last year’s one-time benefit from the sale 
of property. Asset quality remained strong during the quarter, well above that of a well-capitalized bank. 
With its 64% loan to deposit ratio, the bank maintains ample liquidity to fund continued growth. During the 
quarter, the bank repurchased $15.0 million of its shares at an average cost per share of $79.84 per share 
with $50.9 million remaining under the current share buyback authorization. Hawaii’s economy remained 
strong during the quarter with unemployment at 3.5%, at parity with the mainland for the first time since 
the pandemic began. Revenue per available room has fully recovered to pre-pandemic levels and 
Hawaii’s real estate market remains strong despite the rise in mortgage rates. 

 

Gentex-GNTX reported third quarter net sales jumped 24% to $493.6 million with net income down 5% to $72.7 
million and EPS decreasing 3% to $.31. During the quarter, light vehicle production in the company’s 
primary markets increased 26% and the company had a record number of Full Display Mirror shipments. 
Nevertheless, product mix for the third quarter and overall sales levels were still impacted by customer 
order adjustments, supply chain challenges, and labor availability issues. Together, these headwinds 
resulted in unit shipments being approximately 750,000 units lower than the original forecast at the 
beginning of the quarter. Gross margin was 29.8% compared to 35.3% for the third quarter of 2021. Gross 
margin was impacted on a quarter over quarter basis by raw material cost increases, unfavorable product mix, 
labor cost increases, and prior commitments to annual customer price reductions. However, management is 
making progress on cost escalation conversations with customers, and they expect relief to begin during the 
fourth quarter, which should provide improvement in margin profile as they move through 2023 and into 2024. 
During the third quarter of 2022, the company repurchased 0.9 million shares of its common stock at an average 
price of $26 per share for a total of $22.3 million with 21.5 million shares remaining authorized for future share 
repurchases. The company maintains a strong balance sheet with more than $393 million in cash and 
investments, no long-term debt and $2 billion in shareholders’ equity. Based on the higher vehicle production 



forecast and the actual results of the third quarter, management updated their sales and gross margin outlook for 
2022 to a range of revenues of $1.90 billion to $1.95 billion from the previous guidance of $1.87 billion to $1.97 
billion with gross margins now expected to range between 32% to 33% from previous expectations of 33% to 
34%. Additionally, based on the company’s current forecasts for light vehicle production for calendar year 2023, 
the company still expects calendar year 2023 revenue growth of approximately 15% - 20% above the new 
2022 revenue guidance of $1.90 - $1.95 billion. Management believes now is an opportune time to invest in 
Gentex for the long-term investor, as they continue to have strong growth prospects, revenue growth and strong 
customer desire for their products. 

 

 

3M-MMM posted a 3.6% decline in third quarter sales to $8.6 billion with net income jumping 169% to $3.86 
billion and EPS up 176.8% to $6.77. Excluding the gain from 3M’s food safety divestiture (for which 3M received 
$1 billion in consideration) and other special items, EPS increased 4.3% to $2.69. Third quarter sales included 
headwinds of 1% from divestitures and 5% from foreign currency translation due to the dollar strength. Organic 
sales increased 2% which included a 1.4% negative impact from the decline in disposable respirator sales that 
have dropped significantly from pandemic highs. By segment, Safety & Industrial sales chugged ahead 1.7% 
organically to $2.9 billion on solid growth in auto aftermarket, roofing granules, electrical, abrasives and industrial 
adhesives and tapes, partially offset by declines in personal safety. Operating margins improved 2.5% to 23.2% 
as selling price actions, strong spending discipline and restructuring more than offset raw material and logistics 
inflation and manufacturing productivity challenges. Transportation & Electronics sales motored ahead by 3% to 
$2.2 billion on solid growth in automotive OEM, commercial solutions and advanced materials while 
transportation safety declined. Semiconductor supply chain challenges continued, and consumer electronics 
demand softened. Segment operating margins improved 2.5% to 21.2%. Consumer segment sales increased 
1.5% organically to $1.4 billion on solid growth in consumer health and safety, stationery and office and home 
care while home improvement declined on strong comps. Back to school sales were softer than expected and 
retailers continue to reduce inventories build up as supply chains stabilized.  Health Care sales increased 1.7% 
to $2.1 billion on strength in medical solutions, separation and purification sciences and health information 
systems while oral care declined as consumers curtailed discretionary dental expenditures due to inflationary 
pressures. Elective medical procedures recovered to 90% of pre-pandemic levels and are expected to reach 95% 
to 100% of pre-COVID levels during the fourth quarter provided hospitals can secure adequate staffing in face of 
labor shortages. Health Care operating profit margin dipped 1.7% to 21.8%. During the quarter, management 
began working to spin off the company’s Health Care business, thereby creating two world-class public 
companies. During the first nine months, 3M generated $3.0 billion in adjusted free cash flow, down 35% from 
last year on working capital demands, increases in capital expenditures for growth and sustainability and the 
cash impact from capitalizing R&D expenses for tax purposes. Year-to-date cash conversion ratio of 68% is 
expected to increase in the range of 85% to 95% for the full year.  3M returned $3.5 billion to shareholders 
year-to-date through share repurchases of $0.9 billion and dividends of $2.6 billion with the stock 
currently yielding an attractive 5.1%. 3M ended the quarter with $3.5 billion in cash and investments, $13.8 
billion in long-term debt and $14.2 billion in shareholders’ equity on its balance sheet. Management continues to 
work through 3M's litigation challenges with major trials scheduled in February and June 2023. Given the 
uncertain macroeconomic environment and the continuing strength of the dollar, 3M updated its 2022 guidance. 
Sales growth is now expected in the -3.5% to -3.0% range on organic growth of 1.5% to 2.0% with adjusted EPS 
in the $10.10 to $10.35 range. Operating cash flow of $6.8 billion to $7.4 billion is expected to contribute to 85% 
to 95% adjusted free cash flow conversion. 

 



 

Baxter International-BAX reported third quarter revenue increased a healthy 17% to $3.7 billion with a 
loss of $2.9 billion or ($5.83) per share. This loss reflects impairment charges of $3.1 billion related to 
Baxter’s acquisition of Hillrom primarily reflecting rising interest rates and broad declines in equity 
valuations. Excluding special items related to the Hillrom acquisition, Baxter’s adjusted net income was $414 
million with EPS of $.82. U.S. revenue totaled $1.8 billion, up 40%, and international sales of $1.9 billion 
increased 1%. Among Baxter’s product categories, Renal Care, Clinical Nutrition and Advanced Surgery 
delivered mid-single-digit growth at constant currency rates. Medication Delivery performance was comparable to 
the same period in 2021 at constant currency rates. Growth in the quarter was partially offset by a low single-digit 
decline in Pharmaceuticals, primarily driven by increased generic competition. As expected, Acute Therapies and 
BioPharma Solutions both declined at constant currency rates, reflecting challenging year-over-year comparisons 
due to a return to normal sales patterns following increased COVID-19 related sales in the third quarter of 2021. 
Legacy Hillrom’s Front Line Care, Patient Support Systems and Surgical Solutions businesses contributed $735 
million to third-quarter sales. Year-to-date, free cash flow declined 71% to $293 million, due to working capital 
changes. During the quarter, Baxter returned over $20 million to shareholders through share repurchases and 
paid a quarterly dividend of $.29 per share. For the full-year, Baxter now expects EPS of ($4.52) to ($4.45) and 
adjusted EPS of $3.53 to $3.60. The company expects sales growth of 17% to 18%, approximately 23% on a 
constant currency basis and low single digits on an operational basis. Baxter's updated full-year financial outlook 
reflects the Hillrom impairment charges, the continued impact from supply constraints for electromechanical 
components, foreign exchange pressures as well as increased interest expenses and a higher effective tax rate. 

 

Automatic Data Processing-ADP reported strong first quarter results with revenues rising 10% to $4.2 billion 
with net income processing 11% growth to $779 million and EPS up 13% to $1.87.  ADP achieved double-digit 
growth in revenues and earnings while exceeding the one million client milestone during the quarter. 
ADP processes $2.7 trillion annually in payrolls/taxes by paying more than 40 million workers in 140 
countries, including one in six U.S. workers.  With a strong labor market and higher interest rates, ADP 
exceeded its expectations for revenue growth and margin expansion and continues to enjoy momentum in new 
business bookings, pays per control, worksite employee growth, client funds interest revenue and client revenue 
retention. Free cash flow during the first quarter jumped more than sevenfold to $781.1 million due to 
favorable working capital changes. During the quarter the company paid $432.9 million in dividends and 
repurchased $333.3 million of its common stock. ADP has increased its dividend for 47 consecutive 
years. Following the strong start to fiscal 2023, ADP raised its outlook for growth for the full year with 
revenues expected to increase 8% to 9% and adjusted operating margin expected to expand 125 to 150 
basis points leading to EPS growth of 15% to 17%. 

 

***** 

October is usually very spooky for Mr. Market. However, despite all the gremlins of inflation, rising interest rates, 
recession fears, Covid lockdowns and war, October this year turned out to be a month of treats. The Dow Jones 
Industrial Average index registered four consecutive weeks of gains and is set to post its best October 
performance in 46 years.  
 



It was a busy week for earnings reports. Mixed results were reported by our technology stocks with Apple’s 
strong results being the apple of my eye while Meta Platform’s stock price nosedive was ghastly. Apple’s free 
cash flow increased 20% in fiscal 2022 to a whopping $111 billion with the company treating shareholders to 
$14.8 billion in dividends while repurchasing $89.4 billion of its common stock during the year. On the other hand, 
Meta’s free cash flow plunged 48% during the first nine months to a still impressive $13.6 billion due to lower 
earnings and significant investments in the metaverse. Uncertain returns on the metaverse investments haunt the 
company as losses in this unit are expected to continue to widen significantly next year. Weakness in digital 
advertising is not only impacting Meta but also was cited by Apple, Alphabet and Microsoft due to 
macroeconomic challenges. At the same time, strong financial positions are enabling all of these companies to 
continue to repurchase substantial amounts of their stock. While Texas Instruments reported double-digit sales 
and earnings growth in the third quarter, increased its dividend for the 19th consecutive year and announced a 
$15 billion expansion of its share repurchase program, the stock danced the Texas two-step this past week on 
expectations of weakness in most of its end markets during the fourth quarter.  
 
With Mr. Market wearing a grim reaper costume most of the year, third quarter earnings were slashed at 
T. Rowe Price and SEI Investments given capital market depreciation and its negative impact on assets under 
management. Both companies are debt-free which enables them to continue to pay dividends and repurchase 
shares even during dire times. 
 
Mastercard and Visa both saw revenues charge higher at double-digit rates in the latest quarter. Both 
companies point to resilient consumer spending and a recovery in cross-border travel. Both companies also 
generate strong free cash flows enabling them to reward investors with growing dividends and substantial share 
repurchase programs. In fact, Visa announced its board authorized a new $12 billion stock buyback program and 
increased the dividend by 20%, marking the 13th year of consecutive annual dividend increases. 
 
General Dynamics and Raytheon Technologies dressed up as snappy airline pilots for Halloween this year as 
their respective aerospace units soared during the quarter. Both companies have strong orders and substantial 
backlogs in both the aerospace and defense units. Year-to-date, General Dynamics’ free cash flow was up 58% 
to $3.3 billion with the company paying over $1.0 billion in dividends and repurchasing $1.1 billion of its common 
shares. Raytheon returned more than $4.7 billion to shareholders during the year through dividends of $2.3 
billion and share repurchases of $2.4 billion.  
 
In the transportation sector, UPS and Canadian National Railway delivered solid operating results during the 
past quarter. Increased productivity is leading to expanding profit margins at both firms.  For the full year, UPS 
plans to package up for shareholders dividend payments of approximately $5.2 billion and share repurchases of 
at least $3.3 billion. During the first nine months of 2022, Canadian National’s free cash flow chugged 44% higher 
to C$2.9 billion with the company returning nearly C$5.2 billion to shareholders through dividends of C$1.5 billion 
and share repurchases of C$3.6 billion.  
 
PulteGroup and NVR both hammered out very strong third quarter results with high double-digit growth in sales 
and earnings. However, new home orders decreased during the quarter as higher mortgage rates, reduced 
affordability and lower consumer confidence has slowed demand and resulted in an increased number of 
previous buyers cancelling their contracts. Sturdy balance sheets enable both companies to continue to 
repurchase shares. Year-to-date, PulteGroup returned $1.1 billion to shareholders through dividend payments of 
$110 million and share repurchases of $975 million. Bank of Hawaii noted its real estate market remained strong 
despite the rise in mortgage rates…location, location, location. The bank’s asset quality remained strong during 
the quarter, well above that of a well-capitalized bank. 
 
Other companies reporting last week had mixed results. Gentex is still experiencing supply chain challenges but 
expects revenues to grow 15%-20% next year.  3M posted modest organic and adjusted EPS growth during the 
third quarter with pending litigation still casting a dark shadow over the firm.  Baxter recorded an unhealthy $3.1 
billion impairment charge related to its acquisition of Hillrom, primarily reflecting rising interest rates and broad 
declines in equity valuations. All three companies continued to pay dividends and repurchase shares during the 
quarter. Benefiting from the strong labor market and rising interest rates, Automatic Data Processing achieved 
double-digit growth in revenues and earnings while exceeding the one million client milestone during the latest 



quarter which prompted the firm to raise its sales and earnings outlook for the balance of the year. During the 
quarter, the company paid $432.9 million in dividends and repurchased $333.3 million of its common stock. ADP 
has increased its dividend for 47 consecutive years. ADP processes $2.7 trillion annually in payrolls/taxes by 
paying more than 40 million workers in 140 countries, including one in six U.S. workers. From the company’s 
vantage point, the strong labor market will make any economic slowdown “strange.”   
 
Happy Halloween!  
 
 
If you have any questions, please let us know. 
 
 
Sincerely, 
Ingrid R. Hendershot, CFA 
President 


