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Date:_____2014/4/11________ 

    Analyst Name:___Shengpeng Wu______ 

CIF Stock Recommendation Report (Spring 2014) 

Company Name and Ticker:__EMC_ 

Section (A) Investment Summary 

Recommendation Buy:       Yes         No Target Price:  
31.92 

Stop-Loss Price: 
22.61 

Sector:    XLK Industry:  
Data Storage Devices 

Market Cap (in Billions): 
54739.72 

# of Shrs. O/S (in Millions): 
2020 

Current Price: 
26.6 

52 WK Hi: 
28.25 

52 WK Low: 
21.45 

EBO Valuation: 
21.09 

Morningstar (MS) Fair 
Value Est.:  26 

MS FV Uncertainty: 
Medium 

MS Consider Buying:   
18.2 

MS Consider Selling:   
35.1 

EPS (TTM): 
8.34 

EPS (FY1): 
1.94 

EPS (FY2): 
2.17 

MS Star Rating: 
3 Starts 

Next Fiscal Yr. End 
 ”Year”:   2104    
“Month”: December 

Last Fiscal Qtr. End: 
Less Than 8 WK:   
Y        N 

If Less Than 8 WK, next 
Earnings Ann. Date: 
4/24/2014 

Analyst Consensus 
Recommendation: 
Hold 

Forward P/E: 
12.28 

Mean LT Growth: 
11.62% 

PEG: 
1.06 

Beta: 
1.26 

% Inst. Ownership: 
86.25% 

Inst. Ownership- Net 
Buy:   Y       N 

Short Interest Ratio: 
3.1 

Short as % of Float: 
3.4% 

Ratio Analysis Company Industry Sector 

P/E (TTM) 20.18 16.13 15.09 

P/S (TTM) 2.36 1.16 3.79 

P/B (MRQ) 2.45 2.36 2.45 

P/CF (TTM) 11.50 10.08 18.26 

Dividend Yield 1.48 2.11 1.2 

Total Debt/Equity (MRQ) 32.1 26.94 14.12 

Net Profit Margin (TTM) 13.32 5.72 12.68 

ROA (TTM) 7.37 6.58 14.30 

ROE (TTM) 12.94 13.88 19.43 
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Investment Thesis 
 
 
EMC with more than 11 billion in 

cash and equivalents, so it has more 
resource to pursue new technology 

through acquisition and internal 

development. 
 

 

EMC has been a leader in the 

information storage market for many 
years, therefore its massive installed 

based will give it a competitive 

advantage. Customers don’t want to 
change vendor due to a sky high 

switching cost.  

 

 
EMC’s information storage unites and 

VMware virtual infrastructure unites 

has been doing well in the past. They 
are consistently providing revenue for 

EMC.  Its new unit Pivotal, focusing 

on a cloud computing is able to bring 

new fuel to grow EMC’s revenue.  

 
 

Summary 
Provide brief summary of your analysis in each section 
that follows 

Company Profile: EMC Corporation is a multi-international 
information technology company .It develops, delivers and 
supports information infrastructure and virtual 
infrastructure technologies, solutions and services (Yahoo). 

Fundamental Valuation: 
The fundamental valuation model doesn’t work well in 
terms of valuating technology companies. 

Relative Valuation: 
The valuation doesn’t show a significant buy signal. Compare 
to competitors EMC is not very attractive.  

Revenue and Earnings Estimates: 
The consensus estimates on sales and earnings are 
down significantly from one year ago, but the number 
doesn’t change too much in a 2 months period. 

Analyst Recommendations: 
The number of recommending hold increase. While, the 

number of recommending outperform and buy decrease. 

Institutional Ownership: 
86.25% of stock are owned by institution. 2.75% of 

owner increase their position and 3.59% of owner decrease 
their position. The both owners holding over 4% of 
ownership increase their position. 
Short Interest: Recently, “Days to cover” decreases 

consistently, which shows that the sentiment turned more 
bullish. EMC’s day to cover is on the intermediate level, 
which is higher than HPQ’s 1.73 days but lot better than 
IBM’s 4.44 days. 

Stock Price Chart: EMC is doing better than its competitor 
and the broad market in the three months period. S&P500 
outperform technology sector, IBM and EMC in one year 
period. EMC underperform the broad market in five year 
period.  
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Section (B) Company Profile  

(B-1) Profile  

Company profile and revenue breakdown 

EMC Corporation is a multi-international information technology company found by Richard 

Egan and Roger Marino in 1979. It develops, delivers and supports information infrastructure 

and virtual infrastructure technologies, solutions and services (Yahoo). EMC’s revenue comes 

from 5 major business unites, Information Storage make up 69.47%, Information Intelligence 

Group makes up 2.79% , RSA Information Security makes up 4.25%, Pivotal and VMware 

Virtual Infrastructure contribute 1.33% and 22.16% respectively. EMC also has many business 

operations oversee, Europe, Middle East and Africa make up of 27.37% EMC’ revenue, Asia 

Pacific and Japan make up 13.75%, and Latin America, Mexico and Canada contribute 6.22%. 

 

 

69.47% 2.79% 

4.25% 

1.33% 

22.16% 

Revenue breakdown by business units 

Information Storage

Information Intelligence
Group
RSA Information Security

Pivotal

VMware Virtual Infrastructure

52.67% 

27.37% 

13.75% 

6.22% 

revenue breakdown geographic areas  

United States

Europe,Middle East and Africa

Asia Pacific and Japan

Latin America,Mexico and
Canada
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Business model & strategy and competition  

They manage their business as three federated businesses; each plays a vital role in the delivery 

of their mission. Under the federation model, each of the three businesses operates freely and 

independently to build its own ecosystem and offer customers the best technology solutions, free 

from vendor confinement. (10-k)  

EMC is the leader in the information storage industry; SanDisk Corporation is its major 

competitor in this field. According to Gartner, EMC is the number one vendor in storage market 

with a 47.9% of market share in 2012. Cloud computing market is very completive; it dominates 

by Amazon, Google, and Microsoft. EMC have been struggle in this market. According to 

Networkworld, EMC is the sixth biggest company in big data market in 2012, after IBM, HP, 

Teradata, Oracle and SAP. EMC has been doing well in big data market, its revenue increase 

about 100% in 2012 and increase 18.8% in 2013. Virtual infrastructure market is dominating by 

EMC, Citrix Systems Inc., Microsoft Corp., and Oracle Corp. EMC is a leader in this market 

because its subsidiary VMware. 

Major risk factors and major restructure 

EMC in a market where is characterized by rapid technological change, frequent new product 

introductions, evolving industry standards and changing needs of customers. So there is a 

possibility that EMC is unable to stay with the evolution wave. EMC’s sales could be affected by 

the decreasing demand in the information technology market. Since EMC hold a large amount of 

VMware’s stake, so EMC’s revenue could be affected by VMware’s performance. Also EMC 

could be affected by the economic conditions. Cyber security Breach is a huge threat for EMC, 

which is able to put EMC into a difficult financial situation and damage EMC’s reputation. 

Foreign policies is another risk for EMC because about half of EMC’s profit comes from outside 

of US. Changes in regulation are another factor that could affect EMC’s performance. 

In January 2014, EMC announced a restructuring plan which consists of a reduction in force 

impacting our Information Storage, RSA Information Security and Information Intelligence 

Group segments which will be substantially completed by the end of the first quarter of 2014 and 

fully completed by the end of 2014. (10-k) 



5 
 

(B-2) Revenue and Earnings History 

 

For the past two years, EMC’s annual revenue and EPS increase steadily. The quarter revenue 

increases progressively in both 2012 and 2013, and it is very stable. The first, second and fourth 

quarter revenues in 2013 have a pretty big increase compared to revenues in the same period of 

2012. The revenue growth rate in tend be raised sharply in fourth quarter, while the growth in the 

third quarter tends to be shrunk the last two years. Overall, the revenue in 2013 is bigger than 

2012. 

Earning is pretty much follow the revenue’s moving pattern. But the growth rate of earnings in 

four quarter is huge in 2013 compare to 2012. 

 

(B-3) Most Recent Quarterly Earnings Release 

EMC Co.’s most recent earning lease was on February 25, 2014. Neither revenue nor earnings 

match the expected consensus estimate. The management doesn’t have any claim about the miss 

because several of its larger peers in the technology industry experienced declining revenues; 

while they experienced growth during the year across each of the segments within our federation 

of businesses. The management didn’t provide any guidance about their current quarter or their 

outlook for the year. But the observable pattern is that their information storage segment and 

information intelligence group segment will have a relative low grow rate compare to the other 

three segments. And pivotal segment and VMware virtual infrastructure segment will have a 

much high potential grow than information security segment.  After the earning release, there is a 

3.4% increase on the next three trading days. While during the same period, the S&P 500 and 

technology sector increase 0.35% and 0.44% respectively. 



6 
 

Section (C) Fundamental Valuation (EBO) 

Inputs (provide below input values used in your analysis) 

EPS forecasts (FY1 & FY2):  _____1.94&2.17_______ 

Long-term growth rate:  _____11.62___________ 

 Book value:   _____22301__________ 

 # of shares outstanding: _____2020_________ 

 Book value / share:  _____11.040________ 

Dividend payout ratio:  ________21.32%_______  

Next fiscal year end:   ________2014_________ 

Current fiscal month:   ________3____________ 

Target ROE:    ________15.46%_______ 

Discount rate    ________11.04%_______ 

Input for discount rate: 
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Risk-free rate:   _______3.7%__________ 

Beta:    _______1.26__________ 

Market risk premium: _______9.5%__________ 

Output 

Above normal growth period chosen: ______8______________ 

We choose 8 years as above normal period because we believe that 11.62 is a reasonable number. 

The demand of information support service will keep increase in next the 8 years, as more and 

more business need data to support their operations. Though the demand of information storage 

segment will slow down, the demand from big data, information security and cloud computing 

segments will keep two–digital increase, as they are still new to the market. Their increase will 

offset the slowdown for information storage.   

EBO valuation (Implied price from the spreadsheet): _____21.09__________ 

The implied price in an 8 year outlook is 21.09, which is not in 52-week price range. We don’t 

believe this estimation is accurate because the prerequisite is that EMC is able to keep the growth 

rate in 8 years. However, 8 years is long period which means there are lots of risk involved. So it 

is likely that EMC could do even better than 11.62%.   

We believe that the fundamental valuation model doesn’t work well in terms of valuating 

technology companies. Because the model is very sensitive to forecast EPS and long-term grow 

rate. However, most of technology companies’ EPS is low, and the estimation of long-term grow 

rate can be extremely variable. 

Sensitivity Analysis 

EBO valuation would be (you can include more than one scenario in each of the following): 

_____20.10_____  if changing above normal growth period to ___2018__________ 

_____24.23_____  if changing growth rate from mean (consensus) to the highest estimate 

_____15%______ 

_____17.36_____  if changing growth rate from mean (consensus) to the lowest estimate 

_____7%________ 

_____27.95______ if changing discount rate to ________9%______ 

_____21.09__________if changing target ROE to _______40%______ 
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Section (D) Relative Valuation 

The four competitors are Western Digital Corp, Seagate Technology PLC, NetApp, Inc., and 

SanDisk Corp. Like EMC Corp, they are all from Data Storage industry. EMC has the largest 

market capital among these five companies, following by Western Digital Corp.  NetApp, Inc. is 

the smallest competitor in term of market capital. 

EMC Corp has the highest Forward PE ratio of 12.28., while Seagate Technology PLC has the 

lowest ratio of 9.43. Among these five companies, EMC’s LT growth rate is on the intermediate 

level. Compare to Seagate Technology Inc. EMC’s PEG is very outstanding.  The range of P/B 

rate is between 2.44 to 3.1, so EMC has an average performance on this ratio. EMC’s ROE is 

11.98%, which is the lowest figure among its competitors. EMC’s P/S ratio is the second highest 

figure within the five companies. EMC’s P/CF ratio indicates that it has a pretty good liquidity.  

Based on the forward P/E ratio, EMC is overpriced. It is 32 cents more expensive than SanDisk 

Corp and about 4 dollar more expensive than Seagate Technology PLC.  

Base on the PEG, EMC’s price is on the acceptable level. It is lower than Western Digital Corp 

but higher than other competitors. 

Based on the P/S ratio and P/CF ratio, EMC’S price is on the intermediate level.  

Overall, the relative valuation doesn’t show a buy signal, but this is because the competitors I 

pick are not very appropriate. They are all from data storage industry; while, EMC is not simply 
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a data storage company, it also has big data segment, cloud computing segment, and information 

security segment.  Therefore, this valuation mostly reflect EMC’s information storage segment.  
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Section (E) Revenue and Earnings Estimates 

(E-1)  Historical Surprises 

 

The company has a pattern of “surprising” the market; it has positive surprise on sales in the 

second and fourth quarter and negative surprise in first and third quarter. The figure of positive 

surprise is around 0.65%, for the negative surprise is variable. The pattern of earnings surprise is 

parallel with the sales surprise. Overall, the negative surprise is bigger than positive surprise.  

The first negative surprise was on Mach 3rd 2013, there was no impact on the stock price at that 

day, but it decreased 1.13% in the next two trading days. The first positive surprise was on 

August 2nd, though the company’s revenue and earnings beat the estimate, the stock decrease 

1.7% whenS&P500 has a positive return. The second negative surprise was on November 7th 

2013, the stock price downed 1.33% which was the same figure as S&P500. The second positive 

surprise was on February 25th 2014, the stock didn’t change at all, while S&P500 downed 0.13%. 

According to stock price’s reaction to these four surprises, the investors are not very sensitive to 

the surprise.  
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(E-2) Consensus Estimates Analysis 

 

 

For sales, the divergent spread is more notable for the current quarter and less notable for out-

quarter, while it goes opposite way on the year-ending date. For earnings, the divergent spread is 

more notable for out-quarter and less notable for current.  The divergent spread is more notable 

on out-year compare to current year on earnings. The number of analysts providing long term 

growth rate is only 6, which is small number compare to 35-41 of analysts on the sales and 

earnings estimates.  
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(E-3) Consensus Estimates Trend 

 

The consensus estimates on sales and earnings are down significantly compared to one year ago, 

but the number doesn’t change too much in a 2 months period. The trends of earnings and sales 

estimate share the same pattern in both near-term and out-term. The estimates show that it is 

unlikely that EMC’s revenues and earnings are going to have a surprise in the next earnings 

report. 
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(E-4) Estimates Revisions Summary 

 

The number of revisions on sales doesn’t change in the last three weeks. While for earning the 

revenues almost follow earnings revision pattern, except for the data on year ending Dec-14 

where the number of down revision decrease from 2 to 1. Overall, the revision summary 

indicates that EMC revenue and sales are predictable, and the decrease on down revision shows 

that analysts are have a positive view on EMC’s fourth quarter earnings.  

 

(E-5) Consensus Earnings Revisions 

 
Revision 

Date 

 
Revision 

Type 

 
Revision 

Up/Down 

 
Current 

 
Previous 

 
% Change 

# of 
Analysts 

Reporting 

March 3 Down 0/2 0.350 0.351 0.28 37 

The company’s last earning release was on February 25, 2014, the next earning release date will 

be on April 24 2014.  There is only one revision within the last month appear on CNBC and it is 
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on March 3rd.  Therefore, there is not trend of clustered upgrades and downgrades. The stock 

price have a slightly decrease on March 3, but went up 3.7% in the next 5 trading days. 
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Section (F) Analysts’ Recommendations 

(F-1) Reuters Most Recent Three Months Analysts Recommendations  

 

Over the past three months EMC is becoming less bullish. The number of analysts 

recommending buy and outperform is decreasing, while for hold the number is increasing, from 

7 analysts 3 months age to 10 analysts now. The most recent opinion trend is from buy to hold.   

The analysts opinion rating on Morningstar is 4.5 (Buy=5, sell=0). This is a positive rating 

because it between buy and outperform.  9 out of 12 analysts recommend buy and the rest of 3 

recommend a hold. This is line up with the analysts from Reuters. This indicates that EMC is 

worth to hold, and we should wait for a goof time to buy.  

The last reported earnings were on February 25th, 2014 and the next earning release date will be 

on April 24 2014. 

There are no upgrades or downgrades to report.  
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Section (G) Institutional Ownership 

 
The section one shows that institutions ownership has a slightly decrease on net basis.  2.75% of 

owner increase their position and 3.59% of owner decrease their position. The both owners 

holding over 4% of ownership increase their position. 86.25% of EMC stock is held by 

institution. According to the data on MSN money, there are 3 out of 15 institutions decrease their 

position, while the others increase their holding. This shows the stock has sizable institution 

support. The major holder Vanguard Group, Inc. is a mutual fund.  
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Section (H) Short Interest 

(H-1) Short Interest Data  

EMC Corporation Short Interest Rate 
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Hewlett-Packard Company Short Interest Rate 
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International Business Machines Corporation Short Interest 
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(H-2) Short Interest Data  

   EMC Corporation 

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

 23,236,900 16,951,100  2.03 Billion  2.02 Billion  

Shares Short Short Ratio Short % of Float Shares Short 

(Mar 14, 2014) (Mar 14, 2014) (Mar 14, 2014) (2 weeks prior) 

 68.12 Million 3.10 3.40%   117.92 Million 

 

Hewlett-Packard Company 

Avg Vol  Avg Vol Shares  
Float 

(3 month) (10 day) Outstanding 

 12,368,900 15,469,600 1.90 Billion  1.89 Billion  

Shares Short Short Ratio Short % of Float Shares Short 

(Mar 14, 2014) (Mar 14, 2014) (Mar 14, 2014) (2 weeks prior) 

28.19 Million 2.3 1.50%   28.34Million 

 

International Business Machines Corporation  

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

5,551,890 5,780,760 1.04 Billion  1.04 Billion  

Shares Short Short Ratio Short % of Float Shares Short 

(Mar 14, 2014) (Mar 14, 2014) (Mar 14, 2014) (2 weeks prior) 

31.15 Million 7 3.00%   29.29 Million 

 

 

The last reported earnings were on February 25th, 2014 and the next earning release date will be 

on April 24 2014.  
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Base on the short interest statistics, the market sentiment was up and down. According to the 

chart, the “Days to cover” is decreasing since 2/14/2014 and achieves the bottom about 2.62 

recently.  After that it started to increase and it reached the peak on 08/30/2014.  And then 

decrease to the bottom at 2.59 on 10/31/2013. Overall, the sentiment is more bearish over the last 

year. However, recently, “Days to cover” decrease consistently shows that the sentiment turned 

more bullish over the last year. 

Bothe short interest and daily share volume decreased after the earnings report release. After the 

earnings release, there is a 3.4% increase on the next three trading days. While during the same 

period, the S&P 500 and technology sector increase 0.35% and 0.44% respectively.  

Compare to EMC’s competitors, EMC’s day to cover is on the intermediate level, which is 

higher than HPQ’s 1.73 days but lot better than IBM’s 4.44 days.  
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Section (I) Stock Charts 

 (I-1) A three months price chart 

 

(I-2) A one year price chart 

 
 

(I-3) A five year price chart 
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Overall, EMC is doing better than its competitor and the broad market in the three months period. 

During this period, S&P 500 increased 1.85%, technology sector increased 0.79%, IBM 

increased 4.5% and EMC increased 6.64%. The notable decrease near the end of January is 

because the consumer confidence declined. Another notable dip in March is because the China 

economy slow down and the Ukrainian crisis.  

The one year price shows that technology and S&P500 shared a same upward trend pattern. IBM 

underperforms the broad market and EMC. EMC was doing well in the third quarter of 2013 and 

started to dip during the fourth quarter. Overall, S&P500 outperform technology sector, IBM and 

EMC in one year period. Technology sector and EMC has a similar return, and IBM has a 

negative return. 

 According to the five year chart, EMC outperformed the broad market and IBM since the third 

quarter of 2009. And its return reached the peak about May 2011. EMC has a huge increase 

around 2011 is because it outstanding earning report. After that, there is a big dip in August 2011 

this is due to the debt ceiling issue. S&P’s five year return is 118.57%, which is better than 

technology sector’s 112.79% and EMC’s 103.77%.  
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(I-4)  Technical Indicators 

 

 

 

Currently the short-term moving average is above the long-term moving average. The 10-day 

moving average crossed 50-day moving average 3 times in the past 6 months. It has a trend to 

cross the 50-day moving average, which means is likely the stock price will keep decreasing. 

While the IRS tells a different story, it shows that the stock price is very likely to become 
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undervalued.  The 50-day moving average crossed the 200-day moving average a couple time in 

the past 2 years. As we can see, these two lines is not going to cross at least in the short-term, 

this means the current price has potential to go up. The 2 years’ IRS shows that the stock is likely 

to become undervalued.  
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