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October Changes: 
 

 
 
Summary of Month’s Action: 
  
Stocks posted their third consecutive month of declines in October, with the S&P 500 declining 2.1% 
(per CapIQ). Utilities, Information Technology, and Communication Services were the sector leaders in 
October, while Energy, Consumer Discretionary, and Healthcare were the laggards (per Koyfin). Top 
contributors to Lincoln Capital’s equity model were Microsoft and United Health. Microsoft reported a 
strong quarter and excitement continues to build for its Copilot offerings. Copilot for Office 365 will be 
generally available on November 1st, though it appears to just be for larger enterprises at present. We 
continue to believe the uptake of these productivity tools is being underappreciated by the market and 
sets MSFT shares up well for the intermediate term. Portfolio laggards in October included Schwab and 
Emerson Electric.    
 
For equities, we feel better today than we did at the time of our last writing. Federal Reserve Chairman 
Jerome Powell just had his November press conference and has essentially guided the market to expect 
no further rate hikes. Additionally, the Treasury has revised lower its long bond issuance expectations 
for the near future. These events have allowed the 10-year yield to decline and take some pressure off 
the economy. We are making our way through earnings season and, so far, it appears to be an average 
quarter. Surprises are in line with historical norms. With this backdrop, and a better valuation than 
earlier in the summer, stocks appear to be okay in the near term if economic data continues to show 
steady progress. Geopolitics, particularly the conflict in the Middle East, is the largest near-term 
wildcard for the market. 
 
The Charles Schwab Corporation – (SCHW) – We significantly reduced our position in Schwab over the 
month as we feared investors did not appreciate the reacceleration of cash sorting that occurred during 
the summer. Investors took the news in stride, however, and Schwab management pointed out a few 
pieces of information to alleviate investor concerns: 1). In September, bank sweep balances grew month 
over month for the first time since the Fed began hiking, and 2). Only 20% of money fund flows have 
been purchased via bank sweep in recent periods. With the Fed apparently on pause, we are likely close 
to Schwab growing deposits and beginning to pay down its high cost funding sources. With this new 
information and the still positive long-term outlook for the shares, we intend to rebuild our Schwab 
position over the coming months.  
 
WK Kellogg Co – (KLG) – Kellogg spun off KLG, its North America cereal business, on October 2nd.  We 
initiated a small position in client accounts shortly thereafter. While not foolproof, spinoffs historically 
perform well. We believe this is due to little information on the new company, which is often a small 
division of a much larger enterprise, and indiscrimate selling by the new shareholders. The shareholders 

New Additions Complete Sales Partial Sales Additional Buys % Of Account Traded New Additions Complete Sales Partial Sales Additional Buys % Of Account Traded
KLG 1.1% KLG 1.0%

SCHW 4.1% SCHW 4.2%
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often sell due to not being interested in the new assets (spun off divisions are often not in attractive 
industries), or the proceeds received in the spinoff are very small and are therefore sold to tidy up 
shareholder portfolios. We believe KLG fits this mold perfectly. Kellogg shareholders received $0.05 in 
KLG for every $1 held in Kellogg. KLG is also in a mature and declining category—ready-to-eat (RTE) 
cereal. Also helping depress the price in KLG has been the lousy market for equities in general. If the 
market was steady or increasing, new shareholders may be more inclined to roll the dice. However, with 
the weak market, risk aversion is high and Kellogg shareholders are unlikely to give KLG a chance. 
 
As mentioned, RTE cereal is a declining market, however, KLG profits are likely on the cusp of an 
inflection point. The company is anticipating 9% EBITDA margins this year; however, after reinvestment 
in their facilities, they expect margins to expand to 13% to 14% by 2026. Achieving close to this target 
will show material profit growth despite a muted top line. Peers like Post and General Mills have 
margins above this targeted range, providing proof that KLG’s ambitious targets are indeed possible.   
 
To unlock these margins, management intends to spend aggressively over the next few years, while 
paying an attractive dividend. This will push debt levels higher and free cash flow negative. This dynamic 
is the key reason shares trade at today’s levels – 6x EBITDA, 8.2x EPS, and a dividend yield likely north of 
6% (haven’t announced it yet). However, higher debt and cash flow dynamics will be temporary. 
 
As the market begins to appreciate the business and investment case, we expect the shares to trade at a 
more appropriate valuation. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

Portfolio Holdings (10/31/2023)

Name Weight
 Forward 

P/E Sector

Goldman Sachs ETF Trust - Goldman Sachs ActiveBeta U.S. Large Cap Equity ETF (ARCA:GSLC) 18.99% - Financials
Microsoft Corporation (NasdaqGS:MSFT) 11.72% 30.08 Information Technology
UnitedHealth Group Incorporated (NYSE:UNH) 8.18% 19.79 Health Care
iShares Trust - iShares MSCI USA Quality Factor ETF (BATS:QUAL) 7.40% - Financials
Amazon.com, Inc. (NasdaqGS:AMZN) 6.90% 40.99 Consumer Discretionary
T-Mobile US, Inc. (NasdaqGS:TMUS) 4.45% 14.98 Communication Services
Cencora, Inc. (NYSE:COR) 4.07% 14.85 Health Care
Apple Inc. (NasdaqGS:AAPL) 4.01% 26.87 Information Technology
The Select Sector SPDR Trust - The Utilities Select Sector SPDR Fund (ARCA:XLU) 3.92% - Financials
Alphabet Inc. (NasdaqGS:GOOGL) 3.70% 19.30 Communication Services
iShares Trust - iShares 0-3 Month Treasury Bond ETF (ARCA:SGOV) 3.68% - Financials
Advanced Micro Devices, Inc. (NasdaqGS:AMD) 3.30% 25.84 Information Technology
JPMorgan Chase & Co. (NYSE:JPM) 2.70% 9.02 Financials
Vanguard Wellington Fund - Vanguard U.S. Momentum Factor ETF (BATS:VFMO) 2.69% - Financials
Mondelez International, Inc. (NasdaqGS:MDLZ) 2.52% 19.90 Consumer Staples
Emerson Electric Co. (NYSE:EMR) 2.39% 17.41 Industrials
Tyson Foods, Inc. (NYSE:TSN) 1.93% 19.89 Consumer Staples
Textron Inc. (NYSE:TXT) 1.64% 13.28 Industrials
Bank of America Corporation (NYSE:BAC) 1.44% 8.27 Financials
The Charles Schwab Corporation (NYSE:SCHW) 1.38% 15.05 Financials
WK Kellogg Co (NYSE:KLG) 1.08% 7.23 Consumer Staples
US Dollar (USD) 0.98% - Cash
Dollar General Corporation (NYSE:DG) 0.93% 16.78 Consumer Staples

Total 100.00%
(Source Capital IQ)

Sector Weights Relative to the S&P 500:

Tax-Exempt Models

Portfolio Benchmark
Market Capitalization (mm) (mm) 786,155.14 649,807.71
Forward P/E 18.27 17.94
P/Diluted EPS Before Extra 21.43 21.15



 

 

Portfolio Holdings (10/31/2023)

Name Weight
Forward 

P/E Sector

Goldman Sachs ETF Trust - Goldman Sachs ActiveBeta U.S. Large Cap Equity ETF (ARCA:GSLC) 18.45% - Financials
Microsoft Corporation (NasdaqGS:MSFT) 13.15% 30.1 Information Technology
UnitedHealth Group Incorporated (NYSE:UNH) 8.33% 19.8 Health Care
Amazon.com, Inc. (NasdaqGS:AMZN) 6.69% 41.0 Consumer Discretionary
iShares Trust - iShares MSCI USA Quality Factor ETF (BATS:QUAL) 5.83% - Financials
Apple Inc. (NasdaqGS:AAPL) 4.80% 26.9 Information Technology
T-Mobile US, Inc. (NasdaqGS:TMUS) 4.13% 15.0 Communication Services
The Select Sector SPDR Trust - The Utilities Select Sector SPDR Fund (ARCA:XLU) 3.96% - Financials
iShares Trust - iShares 0-3 Month Treasury Bond ETF (ARCA:SGOV) 3.68% - Financials
Cencora, Inc. (NYSE:COR) 3.55% 14.8 Health Care
Advanced Micro Devices, Inc. (NasdaqGS:AMD) 3.30% 25.8 Information Technology
Vanguard Wellington Fund - Vanguard U.S. Momentum Factor ETF (BATS:VFMO) 3.16% - Financials
Mondelez International, Inc. (NasdaqGS:MDLZ) 2.97% 19.9 Consumer Staples
Alphabet Inc. (NasdaqGS:GOOGL) 2.97% 19.3 Communication Services
JPMorgan Chase & Co. (NYSE:JPM) 2.75% 9.0 Financials
Emerson Electric Co. (NYSE:EMR) 2.29% 17.4 Industrials
Bank of America Corporation (NYSE:BAC) 2.00% 8.3 Financials
Tyson Foods, Inc. (NYSE:TSN) 1.91% 19.9 Consumer Staples
Textron Inc. (NYSE:TXT) 1.64% 13.3 Industrials
The Charles Schwab Corporation (NYSE:SCHW) 1.37% 15.1 Financials
US Dollar (USD) 1.09% - Cash
Dollar General Corporation (NYSE:DG) 1.00% 16.8 Consumer Staples
WK Kellogg Co (NYSE:KLG) 1.00% 7.2 Consumer Staples

Total 100.00%
(Source Capital IQ)

Sector Weights Relative to the S&P 500:

Taxable Models

Portfolio Benchmark
Market Capitalization (mm) (mm) 821,009.77 649,807.71
Forward P/E 18.30 17.94
P/Diluted EPS Before Extra 21.22 21.15


