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WEEK 
GAIN/LOSS 

Y-T-D 
GAIN/LOSS 

DJIA 33,212.96  +6.2% -8.6% 
S&P 500 4,158.28              +6.6% -12.8% 
NASDAQ 12,131.13  +6.8% -22.5% 

 
 
The stock market snapped its weekly declines thanks to strong retail earnings and a slowing inflation report with 
the Dow surging 6.2%, the S&P 500 climbing 6.6% and the NASDAQ jumping 6.8% last week.    
 
Economic Releases  
A summary of economic releases during the past week which may impact the financial markets: 
 
The weekly initial unemployment claims report decreased by 8,000 to 210,000 for the week ending May 21, 
supportive of the strong labor market. Continuing claims for the week ending May 14 increased by 31,000 to 
1.346 million but is still at the lowest level since 1970.   
 
New home sales decreased 16.6% month-over-month in April to a seasonally adjusted annual rate of 591,000 
units. On a year-over-year basis, new home sales were down 26.9%. New home sales are counted when a 
contract is signed. The sharp drop reflects the affordability pressures that quickly emerged with the spike in 
mortgage rates. 
 
The conditions for durable goods orders proved to be reasonably good in April, as new orders for durable goods 
increased 0.4% month-over-month as business spending continued to increase.  
 
The second estimate for first quarter GDP was revised down to show real GDP decreasing at an annual rate of 
1.5% from the previous estimate of -1.4% due to lower private investment. However, consumer spending was 
revised higher to 3.1% from 2.7%. That exceeded the consumer spending growth in the third and fourth quarters, 
demonstrating that the U.S. consumer was still acting as a key growth engine in the first quarter despite rising 
interest rates and higher costs for most goods and services, namely food and energy. 
 
Personal income increased 0.4% month-over-month as personal spending rose 0.9% in April. Spending 
continues to outpace income. The drop in the personal savings rate as a percentage of disposable personal 
income, to 4.4% from 5.0% in March, corroborates the claim that consumers were spending out of savings either 
to maintain their standard of living or to absorb the impact of higher prices for most goods and services. The 
Personal Consumption Expenditure (PCE) Price Index was up 0.2% month-over-month, the smallest increase in 
the last 18 months due to a decline in gas prices which have subsequently rebounded. There was a moderation 
in the year-over-year rates for the price indexes, which supports the peak inflation hope. The PCE Price Index 
was up 6.3% year-over-year versus 6.6% in March. 
 
The final May reading for the University of Michigan's Index of Consumer Sentiment fell to 58.4 from the 
preliminary reading of 59.1. The final reading for April was 65.2. In May 2021, the Index of Consumer Sentiment 
stood at 82.9. Inflation concerns have negatively impacted views on buying conditions for houses and durables, 
and the outlook for the economy. However, five-year inflation expectations remained unchanged at 3.0%. 
 



 
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: 
 

 

Ulta Beauty-ULTA reported very pretty results for the first fiscal quarter with revenues rising 21% to $2.3 billion, 
net income jumping 44% to $331 million and EPS climbing 54% to $6.30. Comparable sales increased 18%, 
driven by a 10% increase in transactions and a 7.3% increase in average ticket as customers are no 
longer hiding behind masks. These exceptional results were better than expected, supported by double-digit 
comparable sales growth across all major categories of cosmetics, haircare products, skincare and fragrances 
with prestige cosmetics gaining market share. Ulta successfully navigated the challenges of cost pressures, 
supply constraints and a tight labor market and delivered record operating margins of 18.7% which expanded 
240 basis points over the prior year quarter. Free cash flow increased 20% to $355 million with the company 
repurchasing 331,834 shares of its common stock for $132.8 million at an average price of about $400.24 
per share. The company has $1.87 billion remaining authorized for future share repurchases with plans to 
repurchase approximately $900 million of its stock in fiscal 2022. Given the strong start to the first quarter, Ulta 
Beauty increased its sales and earnings outlook for fiscal 2022 with revenues expected in the range of 
$9.35 billion to $9.55 billion and EPS in the range of $19.20 to $20.10. Ulta continues to plan on 50 net new 
store openings with capital expenditures in the range of $375 million to $425 million. 

 

Ross Stores-ROST reported sales for the first quarter ended April 30, 2022, declined 4.1% to $4.3 billion with 
net income falling 29.0% to $338 million and EPS dropping 27.6% to $0.97. Comparable store sales declined 7% 
over a robust 13% gain in last year’s first quarter as COVID restrictions eased and the government pumped a 
record amount of stimulus into the economy. Traffic trends, which started strong, dropped as the quarter 
progressed as discretionary spending by Ross Stores’ customer base was squeezed by food and fuel 
inflation. Merchandise margins declined 170 basis points on higher ocean and domestic freight costs, increased 
occupancy costs and higher wages. During the quarter, Ross Stores used $416 million in operating cash flow 
due to the timing of inventory purchases and related accounts payable. Inventory increased 57.5% from last year 
as easing of supply chains resulted in the early delivery of goods. This resulted in a higher percent of pack away 
inventory, 43% versus 34% last year. In-store inventory is consistent with management’s sales plan. During the 
quarter, Ross returned $349 million to shareholders through dividends of $109 million and $240 million of 
share repurchases at an average cost per share of $96.00. The company remains on pace to repurchase 
$950 million of its shares during fiscal 2022. Ross Stores ended the quarter with $4.0 billion in cash, $2.5 
billion in long-term debt and $4.1 billion in shareholders’ equity on its strong balance sheet. Given the difficult first 
quarter and today’s increasingly uncertain macro-economic and geopolitical environment, management lowered 
its guidance for the balance of the year. Second quarter same store sales are projected to decrease 4% to 6% on 
top of a very strong 15% gain in the prior year period, with earnings per share projected to be $0.99 to $1.07 
versus $1.39 in last year’s second quarter. Although the company expects sales and profitability to improve 
throughout the year, for the full fiscal year ending January 28, 2023, management now expects comparable store 
sales to decline 2% to 4% versus a 13% gain in fiscal 2021. Earnings per share for fiscal 2022 are projected to 
be in the $4.34 to $4.58 range, compared to $4.87 last year. Ms. Rentle, Ross Stores CEO, stated, “While the 
landscape in early 2022 has been tougher than expected and the year may prove to be more difficult than initially 
anticipated, we remain confident in our ability to successfully navigate through this period. We have shown in the 
past that our value-focused business model has served us well in both healthy and more uncertain external 
climates and believe the current challenging conditions will be no different.” 



 

TJX-TJX rang up a fancy 13% increase in first quarter sales to $11.4 billion with net income up 10% to $587.5 
million and EPS up 11% to $0.49 on fewer shares outstanding. Results include a $.19 charge related to a write-
down of TJX’s minority investment in Familia, an off-price Russian retailer. U.S. comp store sales rounded down 
to flat over a 17% increase last year. By segment, Marmaxx sales increased 3.5% to $6.8 billion on a 3% 
increase in same store sales over a 12% increase last year, driven by an increase in customer traffic. 
HomeGoods sales declined 5% to $2.0 billion on a 7% decline in comp store sales over a 40% increase last 
year. TJX Canada sales increased 41% to $1.08 billion and TJX International sales increased 163% to $1.4 
billion as these regions continued rebounding from COVID-related store closures. During the quarter, TJX 
increased its store count by 26 stores to a total of 4,715. Despite a 220-basis point jump in freight costs and a 70-
basis point headwind from wage increases, TJX’s first quarter margins (adjusted for the divestiture of the Russian 
business) increased 220 basis points to 9.4%, driven by a reduction in COVID-related expenses, the company’s 
pricing initiatives, expense management and strong mark on. Management expects to return to pre-COVID 
margins of 10.6% within three years. During the quarter, TJX used $634 million of operating cash flow due to the 
timing of inventory purchases and related accounts payable. In store inventory, which increased 37% from last 
year, is consistent with TJX’s plan to generate $51.3 billion to $51.8 billion in fiscal 2023 sales. TJX returned a 
total of $907 million to shareholders during the quarter through share repurchases of $600 million at an 
average cost per share of $63.16 and dividends of $307 million. TJX increased the dividend by 13% 
during the quarter, marking the 25th annual increase over TJX’s 26-year history as a public company. TJX 
ended the quarter with $4.3 billion in cash, $3.4 billion in long-term debt and $5.6 billion in shareholders' equity 
on its dressy balance sheet. Looking ahead to the full fiscal year, TJX expects U.S. comp store sales to increase 
1% to 2% over a 17% increase in fiscal 2022 with adjusted EPS in the range of $3.13 to $3.20, up 10% to 12% 
from last year. The company expects to repurchase about $2.25 billion to $2.5 billion of its shares during 
fiscal 2023. 

 

Cisco Systems-CSCO reported third quarter revenues were relatively flat at $12.8 billion with net income 
increasing 6% to $3 billion and EPS increasing 7% to $0.73. There was broad-based strength across the 
business with 8% year-over-year product order growth. Product revenue increased 3% to $9.4 billion and 
Service revenue decreased 8% to $3.4 billion. Cisco’s business model transformation is progressing well with 
total Annualized Recurring Revenue (ARR) increasing 11% to $22.4 billion. Free cash flow declined 12% during 
the first nine months of the year to $9.2 billion with the company paying $4.65 billion in dividends and 
repurchasing $5.3 billion of its common stock, including 5 million shares repurchased in the third quarter 
at an average price of $54.20 per share. Cisco maintains a strong balance sheet and ended the quarter with 
$20.1 billion in cash and investments, $8.4 billion in long-term debt and $40.4 billion in shareholders’ equity. For 
the fourth quarter of fiscal 2022, management expects revenue to decline 1% to 5.5% with EPS expected in the 
range of $.60 to $.70. For the full-year Cisco is expecting revenue growth of 2% to 3% and EPS of $2.75 to 
$2.85. “While Covid lockdowns in China and the war in Ukraine impacted our revenue in the quarter, the 
fundamental drivers across our business are strong and we remain confident in the long term,” said Chuck 
Robbins, Chair and CEO of Cisco. 

 

 



 

Baxter-BAX provided new long-range financial guidance for 2022 to 2025. Baxter expects constant currency 
sales growth of 4% to 5% on a compounded annual basis from 2022 through 2025. The company expects 
2025 adjusted operating margin to expand by 350 to 400 basis points as compared to expected year-end 
2022. Baxter anticipates free cash flow conversion of more than 80% by 2025. Baxter expects the acquisition of 
Hillrom to contribute up to $350 million of annual pre-tax cost synergies by 2025. In addition, the company 
expects to realize up to $200 million in incremental annual revenue synergies by 2025, reflecting the impact of 
market expansion across the broader portfolio as well as innovation fueled by Baxter’s expanded capabilities 
following the acquisition. A strategic approach to capital allocation allows Baxter to continue investing in 
innovation and growth while returning value to investors. 

***** 

All three major U.S. stock benchmarks booked strong 6% or better gains last week as inflation moderated with 
Mr. Market hoping the Fed may pause its interest rate hikes later this year after expected half-point increases in 
June and July. Consumer spending remained strong as evidenced by the higher revision for this factor in the first 
quarter GDP report and solid earnings reports from retailers like Ulta Beauty and TJX. With our HI-quality 
companies continuing to appear attractively valued and repurchasing substantial amounts of their common stock 
and increasing their dividends, we expect further gains ahead although stock market volatility may persist. 

If you have any questions, please let us know. 

Sincerely, 
 
Ingrid R. Hendershot, CFA 
President 


