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Date: 11/15/2012 

    Analyst Name: Matt Leid 

CIF Stock Recommendation Report (Fall 2012) 

Company Name and Ticker: Microsoft (MSFT) 

Section (A) Summary 

Recommendation Buy:       Yes         No Target Price: 
$31.15 

Stop-Loss Price:  
$23.50 

Sector:  
Technology (XLK) 

Industry: Software - 
Infrastructure 

Market Cap (in Billions): 
$242.65 

# of Shrs. O/S (in Millions): 
8,416.46 

Current Price:  $27.09 52 WK Hi:  $32.95 
 

52 WK Low:  $24.30 EBO Valuation:  $33.91 

Morningstar (MS) Fair 
Value Est.:   $35 

MS FV Uncertainty:  
Average 

MS Consider Buying:  
$24.50 

MS Consider Selling:  
$47.25 

EPS (TTM):  2.68 EPS (FY1):  2.90 EPS (FY2):  3.24 MS Star Rating: 4 stars 

Next Fiscal Yr. End 
 ”Year”:  2013  
 “Month”: June 

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

If Less Than 8 WK, next 
Earnings Ann. Date: 
January 18, 2012 

Analyst Consensus 
Recommendation: 
Outperform 

Forward P/E:  8.39 Mean LT Growth:  
9.63% 

PEG:  0.87 Beta:  0.98 

% Inst. Ownership: 
67.86% 

Inst. Ownership- Net 
Buy:   Y       N 

Short Interest Ratio: 
 1.90 

Short as % of Float: 
1.3% 

Ratio Analysis Company Industry Sector 

P/E (TTM) 15.25 133.73 21.68 

P/S (TTM) 3.28 189.81 9.32 

P/B (MRQ) 3.45 3.86 3.63 

P/CF (TTM) 12.73 18.90 13.29 

Dividend Yield 3.26 2.22 1.93 

Total Debt/Equity (MRQ) 17.36 12.80 18.45 

Net Profit Margin (TTM) 21.71 15.07 14.59 

ROA (TTM) 13.70 11.79 15.66 

ROE (TTM) 24.50 22.25 22.31 

 

 

 



2 
 

 

Investment Thesis 
 
Microsoft is a great stock for the CIF 
to invest in.  Analysts expect the stock 
to outperform the market and have 
expected this for some time now 
without wavering.  Both the 
fundamental valuation and the 
relative valuation suggest that the 
stock is somewhat underpriced.  
Moreover, with Morningstar putting 
the fair value at $35, we should feel 
fairly secure purchasing this stock 
with its current share price being 
around $27.  All of the bearish 
indicators were mild and others were 
mixed.  Overall, the bullish indicators 
outweighed the bearish and I believe 
that this stock is capable of giving the 
CIF a return of 10-15% within our time 
horizon. 

Summary 

Company Profile: 
Microsoft develops, licenses, and supports a wide 
variety of software products and services.  In addition, 
they sell and design hardware and deliver online 
advertising to customers.  The company is split into five 
different operating segments.  These segments are 
Microsoft Business Division, Windows & Windows Live 
Division, Server and Tools, Online Services Division, and 
Entertainment and Devices Division. 

Fundamental Valuation: 
The fundamental analysis gives us an implied price of 
$33.91 assuming the company maintains its growth 
rate (which is a reasonable one for the industry). 

Relative Valuation: 
The relative valuation seems to provide relevant data 
that suggests a higher implied price than the current 
one.  This valuation is very bullish. 

Revenue and Earnings Estimates: 
The estimates and their revisions have been mixed and 
are an overall neutral indicator. 

Analyst Recommendations: 
Analysts believe this stock will outperform and this 
view hasn’t change over the last three months.  This is a 
very good sign for the value of the stock. 

Institutional Ownership: 
Institutional ownership has been increasing a little, is 
average for the industry, and has only one holder with 
greater than 5%.  This might be slightly bearish. 

Short Interest: 
The short interest ratio and average days to cover is in 
line with other companies within the industry.  It 
doesn’t stand out as being more or less so this has a 
neutral affect on our outlook. 

Stock Price Chart: 
Over the five year and three month period the stock 
has performed poorly.  In the one year price chart we 
saw performance in line with the competition and the 
market.  Overall, this leads to a bearish indication. 
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Section (B) Company Profile (two pages maximum)  

Company Summary 

Microsoft develops, licenses, and supports a wide variety of software products and services.  In addition, they sell and 

design hardware and deliver online advertising to customers.  The company is split into five different operating 

segments.  These segments are Microsoft Business Division, Windows & Windows Live Division, Server and Tools, 

Online Services Division, and Entertainment and Devices Division.   

The company offers a wide range of products that include phones, servers, personal computers, operating systems, 

business solution applications, software development tools, and online advertising.  Microsoft also designs and sells 

hardware which includes the Xbox 360 and its accessories as well as Microsoft PC hardware products.  

Some of the company’s most recent acquisitions include Phonefactor Inc. in October and Yammer, Inc. in July.  The 

company has had many acquisitions over the last few years to diversify the company and increase market share.  

Another great example is their purchase of Skype in October 2011. 

 

Business Model, Competition, Environment and Strategy 

Microsoft’s business model is to provide a number of different technology products and services to help increase the 

efficiency of home and business users.  They compete in five different environments that match their divisions.  Many 

of these areas are marked by stiff competition with strong competitors such as Apple, Google, and Sony.  Microsoft 

must constantly be innovating in order to remain competitive within the industries it’s competing.  One example of 

Microsoft staying competitive has been the company keeping up by offering cloud-based solutions which give 

customers software, services, and content over the internet via shared computing resources that are located in 

centralized data centers.  The company faces a lot of challenges gaining a competitive advantage within these newer 

industries, but Microsoft’s strategy is to grab market share from multiple industries in order to maintain growth. 
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Revenue and Earnings History 

 

Totals  

Revenue (in millions of dollars) Earnings Per Share 

2011: 69,943 2011: 2.70047 

2012: 73,723 2012: 2.00079 

2013: 16,008 2013: 0.52578 

Seasonally we see that the second quarter is big for Microsoft, as it was the quarter with the highest revenue and 

the highest earnings per share for both years fully shown.  It is also worth noting that the fourth quarter of last 

year was a major increase for revenue, but saw a decrease in earnings.  The following quarter had much lower 

revenue than in previous years, so it might be worth looking into see what happened during these time periods.  

Overall, we don’t have enough information in the current year to accurate predict a year to year pattern. 
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Section (C) Fundamental Valuation (EBO) 

 

Inputs (provide below input values used in your analysis) 

EPS forecasts (FY1 & FY2):  2.90 and 3.24 

Long-term growth rate:  9.63% 

Book value /share (along with book value and number of shares outstanding): 

 Book value:   68,836 

 # of shares outstanding: 8,422 

 Book value / share:  7.92 

Dividend payout ratio:  44.40% 

Next fiscal year end:   2013 

Current fiscal month:   5 

Target ROE:    22.77% 

Output 

Above normal growth period chosen:  7 

EBO valuation (Implied price from the spreadsheet):  $33.91 

Sensitivity Analysis 
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EBO valuation would be: 

$31.73   if changing above normal growth period to   4 years 

$33.91    if changing growth rate from mean (consensus) to the highest estimate 13% 

$33.91   if changing growth rate from mean (consensus) to the lowest estimate  1.3% 

$27.57   if changing discount rate to   11% 

$33.91   if changing target ROE to   18% 

 

Section (D) Relative Valuation 

 

From the top panel 

Forward P/E:  SAP stands out as having a forward P/E that is off from the other companies.  Finding out why this is 

occurs was difficult, but it appears it may have something to do with the fact that the company is younger than the 

other companies is also focused more on software than many of the other competitors which are also in the 

hardware industry. 

PEG:  SAP stands out again as having a PEG that is off from the other competitors.  The reason here is the same, and 

it’s worth noting that these two valuations will provide slightly less useful implied prices. 

P/B, P/CF and P/S:  All of the multiples are fairly similar between the competitors and none stand out as being far off 

from the others. 

The implied prices range from $16.28 to $64.86 with an average of $36.67.  This range and average is fairly 

reasonable, and most of the implied prices actually fall between the 52-week high and low.   

From the bottom panel 
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The implied prices derived from PEG, P/B, P/S, and P/CF are all within a reasonable range that is either within or just 

outside of the 52-week high and low.  The P/E is a little high.  This is likely because SAP has such a high forward P/E 

ratio as mentioned above.  SAP’s P/E implied price was an enormous $64.86, which was enough to throw off the 

average within a valuation that was already suggesting high numbers.  The story is similar for the Value implied price.  

Microsoft has lower value ratio than its competitors and therefore the implied price provided is much higher than 

what would be realistic.  Based on the performance of other competitors with low Value and Forward P/E ratios, 

these numbers don’t seem to be the most relevant to the industry as the individual performances can’t be linked to 

companies with higher or lower ratios.  

It seems that PEG, P/B, P/S, and P/CF are the most relevant valuation tools for my stock.  With the exception of P/S, 

all of these valuation tools fall within the stock’s 52 week range and seem to be realistic prices for the stock to reach 

within our time horizon.  

Section (E) Revenue and Earnings Estimates 

 

1. Microsoft has recently had a pattern of surprising the market with numbers that are different from analysts’ 

estimates. 

2. The most recent quarter had negative surprises.  Quarters after that are more mixed, some were positive and 

some were negative.  The largest surprise was a positive one for earnings in June. 



8 
 

3. The surprises are more notable for earnings, likely because it is such a smaller number that each unit’s 

difference is a greater percent. 

4. The most recent announced were negative and the price of the shares decreased in response.  The next 

surprise was a positive for earnings and a negative for revenue.  The stock price fell after this information 

came out.  When both revenue and earnings had a positive surprise the share price increased. 
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1. Percentage difference between high and mean: Sales: Q1=6.26% Q2=6.8% Y0=0.7% Y1=5.95% Y2=7.19%  

Earnings: Q1=15.58% Q2=13.92% Y0=1.1% Y1=6.23% Y2=9.26%  

2. Percentage difference between low and mean (all negative): Sales: Q1=4.98% Q2=8% Y0=0.7% Y1=3.27% 

Y2=10.1% Earnings:  Q1=12.99% Q2=13.92% Y0=1.49% Y1=6.92% Y2=19.14%  

3. The divergent are most notable for the quarterly earnings and the distant year, Y2. 

4.  The number of analysts to provide the LT growth rate estimate is roughly half that of the number providing 

revenue and earnings estimates. 

 

 

Both the revenue and earnings consensus estimates have upward and downward revisions.  Overall, revenue has 

slightly more upward revisions than downward and earnings has slightly more downward revisions than upward. 
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The differences are most notable for the next two quarters.  The next quarter has had significant downward revisions 

to earnings and minor downward revisions to revenue.  The quarter after that is has the same situation only in the 

upward direction, and the change has been fairly significant for both revenue and earnings. 

 

 

Analysts have revised down the current quarter and year for earnings, but are mixed on revenue.  They also have 

revised up the next quarter.  Most of the revisions are downward, but none of those are in the last week, so they are 

likely already reflected in share price.  In the last week the revisions have all been upward. 
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Section (F) Analysts’ Recommendations 

 

The number of analysts giving their recommendation has been the primary thing to change, which has resulted in a 

slightly less bullish outlook.  Since one month ago, one buy and one hold have been removed and an outperform has 

been added.  Since two months ago a hold has been added and an outperform has been removed.  Since three 

months ago a buy and a hold have been added and an outperform has been removed.  There is no clear trend to this 

movement as it is been minor back and forth.   This overall bullish outlook with little changes having occurred over 

the last three months is consistent with the analysis given from Morningstar.  
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Section (G) Institutional Ownership 

Copy/paste the completed “CIF Institutional Ownership” spreadsheet here. 
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1. Institutions, on a net basis, have been increasing ownership.  This net change has been small and is a very 

minor bullish indicator. 

2. The stock has a somewhat sizeable institution interests and support.  The level of institutional ownership is 

right in line with Apple, above that of Oracle, less than Google.  So it seems about average for its industry, 

which is a neutral sign. 

3. With only one owner having more than 5% ownership, there aren’t many institutions willing to be heavily 

invested in this company.  I take this as a slightly bearish indicator. 

4. Combining all of the sections of institutional ownership, this is a very mild bearish indication of future stock 

price movement. 
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Section (H) Short Interest (two pages)
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Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

45,260,500   48,923,500  8.42 Billion  7.64 Billion 

Shares Short Short Ratio Short % of Float Shares Short 

(Most recent date) (Most recent date) (Most recent date) (2 weeks prior) 

 99.17 Million  1.90  1.30%  92.67 Million 

 

The recent trend has been slightly more bearish.  However, comparing this stock that to of its competitors, the short 

ratio and days to cover is within the same range and I take this information to be neutral for the stock’s outlook.  The 

most recent month has seen a rise in the volume of short interest because the technology sector has been performing 

very poorly. 
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Section (I) Stock Charts 

 

Three months price chart 

 
 

Over the last three months Microsoft has outperformed Apple, but has underperformed everything else.  Because 

this company has had little price movement over the long-term, seeing it low in the short-term makes me think that 

the price may be rising again soon. 
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One year price chart 

 
 

Over the last year Microsoft has outperformed Oracle and been about even with Google, the sector, and the market.  

Only Apple has always outperformed Microsoft.  This price chart is somewhat more encouraging, though the return is 

still minor. 

 

 

 

 

 

 

 

 

 

 

 



18 
 

 

 

 

Five year price chart 

 
Over the past five years we see that Microsoft has underperformed its competitors, sector, and the market.  The little 

movement over this long period suggests that this is a mature company and we cannot expect large returns from an 

investment. 

 

Sources: 

http://www.nasdaq.com/symbol/msft/short-interest 

Reuters.com 

Yahoo Finance 

Google Finance 

Morningstar Direct 

MSN Money 

http://www.nasdaq.com/symbol/msft/short-interest

