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Date: 3/25/13 

    Analyst Name: Taylor Woodruff 

CIF Stock Recommendation Report (Spring 2013) 

Company Name and Ticker: SanDisk Corp. (SNDK) 

Section (A) Summary 

Recommendation Buy:      Yes         No Target Price: 
$62.79 

Stop-Loss Price: 
$46.47 

Sector: Technology Industry: Data Storage Market Cap (in Billions): 
$13,159 

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

Current Price: $54.63 52 WK Hi: $55.45 
 

52 WK Low: $30.99 EBO Valuation: $81.85 

Morningstar (MS) Fair 
Value Est.:  $45.00 

MS FV Uncertainty: 
Above Average 

MS Consider Buying:   
$27.00 

MS Consider Selling:   
$69.75 

EPS (TTM): -57.83 EPS (FY1): 3.76 EPS (FY2): 4.20 MS Star Rating: Two-star 

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

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

If Less Than 8 WK, next 
Earnings Ann. Date: 
March 30, 2013 

Analyst Consensus 
Recommendation: 
1.96 

Forward P/E: 13.17 Mean LT Growth: 30.70 PEG: 0.49 Beta: 1.3  

% Inst. Ownership: 
87.86% 

Inst. Ownership- Net 
Buy:   Y       N 

Short Interest Ratio: 1.90 
 

Short as % of Float: N/A 

Ratio Analysis Company Industry Sector 

P/E (TTM) 32.00 17.76 23.39 

P/S (TTM) 2.60 0.82 3.15 

P/B (MRQ) 1.81 1.92 3.95 

P/CF (TTM) 15.77 9.53 15.20 

Dividend Yield 0 2.30 1.59 

Total Debt/Equity (MRQ) 23.36 48.15 20.03 

Net Profit Margin (TTM) 8.26 4.81 14.28 

ROA (TTM) 1.04 6.41 14.36 

ROE (TTM) 5.83 12.31 19.80 
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Investment Thesis 
Pros: 

 Demand in the NAND flash 
memory industry is growing 
rapidly; expected to rise 25.5% 
in 2013 due to increased 
demand from smartphones, 
tablets, and ultrabooks. 

 The only company large enough 
to ramp up their supply for 
NAND flash memory is SanDisk, 
which is poised for this rapidly 
growing industry expected to 
be worth $31 billion by 2016 

 Analysts estimate the mean LT 
growth rate to be 30.7%, more 
than double the expected 
growth of all their competitors. 

 Vertical integration allows 
SNDK to lower manufacturing 
cost and eliminate unnecessary 
overhead that can eat into their 
margins. 

 DRAM chip demand has 
increased substantially, as 
demonstrated by their largest 
competitors earnings report for 
1Q13. SanDisk should see same 
increased demand and similar 
jump in their stock price after 
earnings.  

 Recent acquisitions such as 
Flash Ventures has already 
started reducing manufacturing 
costs that were once present 

 
 

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

Company Profile: 
SNDK is a global leader in flash memory storage 
solutions. They operate in three main industries; flash 
memory storage, embedded software, and solid state 
drives. 

Fundamental Valuation: 
The fundamental valuation suggests a price of $81.85 
when applying a 7-year abnormal growth period. 
Implied prices in the current fiscal year suggest SNDK is 
overvalued, however, the long-term growth rate poses 
some serious upside potential for SanDisk. 

Relative Valuation: 
Only two out of the six implied median prices suggested 
that SNDK was undervalued. The PEG ratio, which is the 
most relevant multiple for growth stocks, suggests that 
SNDK is extremely undervalued and has a lot of room 
for growth. 

Revenue and Earnings Estimates: 
SanDisk has consistently surprised the market when it 
comes to revenue and earnings. Only one out of the 
last five quarters has been a negative surprise. Earnings 
have positively surprised on average 40% the past two 
quarters. 

Analyst Recommendations: 
With a mean recommendation of 1.96, analyst 
recommendations are indeed bullish. This mean rating 
has improved from 2.06 just two months prior. 

Institutional Ownership: 
SanDisk has sizable institutional ownership and 
accounts for 88% of shares outstanding. Two firms hold 
over 5%, with Vanguard holding 5.8% and T. Rowe Price 
holdings 5.7%. Overall, there has been a very small net 
buy for SNDK over the last three months. 

Short Interest: 
Short interest is very low for SNDK. With a short ratio of 
only 1.9 and days to cover of 1.7, this is a very positive 
sign for SNDK. The industry has a much higher short 
interest and very large days to cover, which displays the 
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Cons: 

 SNDK competes in a 
commoditized business that is 
heavily dependent upon market 
fluctuations. 

 In times of rapid price decline, 
gross margins shrink and often 
result in negative earnings. 

 SanDisk is very cyclical and sees 
extreme volatility during 
economic downturns. 

 In order to stay competitive, 
they must be constantly 
innovating and improving their 
margins in order to compete as 
the low-cost provider. Failure 
to do so will result in loss of 
customers. 

 
Conclusion: 
Given the positioning of SanDisk in 
their industry, I am recommending a 
buy on the stock. Revenues and 
earnings have continually increased in 
the past two quarters by more than 
50%. SanDisk has experienced 
increased margins and increased 
demand from several of their largest 
competitors. NAND flash memory and 
DRAM chip demand has increased 
substantially, driving up the prices 
SNDK can charge. Their vertical 
integration and heavy volume of 
manufacturing allows them to utilize 
this as an advantage and remain the 
lowest cost provider, while still 
increasing their margins. The 

strength that SNDK has in their industry. 

Stock Price Chart: 
The stock charts are very mixed for SNDK. The 3-month 
chart shows SNDK outperforming the market by 20%, 1-
year chart shows a 35% decline and underperformance 
of the S&P500, and the 5-year chart shows an 
outperformance of 150%. 
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smartphone and tablet industry will 
inevitably grow for the foreseeable 
future. This will provide even further 
demand for SanDisk’s products. 
 

 

Section (B) Company Profile (two pages maximum)  

Company Summary 

SanDisk Corporation designs, develops, and manufactures data storage solutions in several 

different forms using its flash memory, controller, and firmware technologies (Reuters). 

Different storage devices consist of USB’s, drives, digital media players, removable cards and 

products that are embedded in devices. Removable cards can be found in the form of USB or 

flash drives, which are typically used in digital cameras, mobile phones, or for gaming devices. 

Their flash products are mainly found in mobile phones, tablets, and e-readers (Nook). SanDisk 

(SNDK) also has another business segment that provides storage solutions for computing 

platforms. These storage solutions are known as solid-state drives (SSD’s) that are used in place 

of hard disk drives (Reuters). 

SanDisk sells their products through channels, for example original equipment manufacturers 

(OEMS) (Reuters). These OEM’s help to bundle SNDK’s data storage solutions and put them in 

phones, tablets, digital cameras and all the other products that SanDisk products operate in. 

Not only are their products embedded in other company’s products, but they also sell their 

products through their own brand name in retail and wholesale channels (Reuters). 

 

Business Model, Competition, Environment and Strategy 

SanDisk’s business model consists of three main business segments; solid-state drives, 

removable cards, and embedded cards. As the technological world is moving away from hard-

disk drives, SanDisk is poised to grow their business in the SSD space. As stated in their 10-k 

report, “our SSD products are used in both client computing platforms and enterprise data 

centers and provide high speed, high capacity storage solutions that can be used in lieu of hard 

disk drives” (10-k). Their SSD unit along with their embedded products in smartphones and 

tablets is expected to fuel the growth of their business models in the future. 

Their products are made by combining their NAND flash memory with controller chips and 

firmware (10-k). Their partnership with Toshiba allows them to obtain low cost memory wafers 

that are used for their flash memory devices, helping keep them competitive in the 
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marketplace. The firmware that is used in the majority of their products is designed and 

developed by SanDisk themselves (10-k). The vertical integration that is present in their supply 

chain has allowed the company to produce and sell products cheaper than many of their 

competitors and keep them as the low cost leader while maintaining profitable margins. 

 

SanDisk’s operations are organized through America, Europe, the Middle East, and Africa. Their 

main competition comes from smaller competitors such as Hynix and Kingston Technology 

Company which compete in the storage space. However, their domestic competition comes 

from Lexar, PNY Technology’s, Samsung, Sony, and Toshiba. It is important to note that 

although many of these large companies are competitors, they are also customers of SanDisk 

and have many SanDisk technologies embedded in their products leaving SanDisk less 

vulnerable to outside pressures. 

As with any firm in the technology sector, SanDisk faces a number of risks. Given the 

commoditized business in which they compete, they have to watch their margins very closely 

and maintain try to maintain their low cost leadership. As stated in their 10-k report, “we face 

many competitive pricing pressures, which result in lower average selling prices and lower 

revenues” (10-k). Selling prices are driven by the market which makes SanDisk highly 

susceptible to price reductions even though manufacturing costs may not have been cheaper, 

which can erode their bottom line. The NAND flash memory industry is also extremely cyclical. 

Management stated, “This industry is characterized by constant and rapid technological 

change, rapid product obsolescence, price declines, evolving standards, short product life cycles 

and wide fluctuations in product supply and demand” (10-k). Obviously, given their vertically 

integrated manufacturing, they are limited to their ability to react to these different cost 

structures under many circumstances. They have recently acquired Flash Ventures, a flash 

memory company, to help improve the supply of flash memory and thus reduce overall 

operating costs within the firm. Another large risk factor for SanDisk is simply the growth of the 

industry in which they compete. As with all technology companies, they must continue to find a 

way to innovate and grow their position within the market. However, this growth depends on 

the development and performance of new and growing markets and products for flash 

memory, including their client computing and enterprise SSD markets, and on their ability to 

gain market share in these markets (10-k). With the SSD market and embedded software being 

a relatively new opportunity for key players, SanDisk must be able to maintain their growth in 

this industry, as it is the future of their business model. As mentioned earlier, SanDisk grew 

their revenues in these key segments by over 50% last quarter and revenues accounted for 33% 

of overall sales. Analysts have projected a long-term growth rate of 30.7% for SanDisk not only 

because it is the industry leader in NAND technology, but more so because of the opportunities 
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that rest within the SSD and embedded software spaces with the introduction of smartphones 

and tablets. 

SanDisk has a strategy similar to that of any industry leader. Given their ability to design and 

manufacture their NAND flash memory, they possess the ability to better understand the 

technology that is used in their products. This enables them to create industry-leading storage- 

solutions by leveraging their innovative technology and continue to increase such innovations 

(10-k). SanDisk also has a size advantage. Given their large size, they have maintained the 

position of cost leadership and operational excellence, a feature that not all company’s can say. 

Given the commoditized business that SanDisk operates in, price is extremely important and 

can often be the deciding factor for many customers. As stated by management, “we believe 

the markets for flash storage are generally price elastic, meaning that a decrease in the price 

per gigabyte results in increased demand for higher capacities and the emergence of new flash 

storage applications” (10-k). Their vertical integration and investment in technology has helped 

reduce costs and thus increase customer retention and acquisition of new customers as well. 

This growth has helped them create new markets for NAND flash memory that are catered to 

serve end markets with specific requirements. With such a diverse and rapidly growing business 

model, SNDK has basically monopolized such markets with specific requirements and customers 

have no other choice but to buy from SanDisk.  

 

Revenue and Earnings History 

REVENUE 

Periods 2011 2012 

April 1294.2 1205.56 

July 1374.99 1032.26 

October 1416.03 1273.19 

January 1576.92 1541.5 

                                                                         5662.14                            5053.22 
EARNINGS PER SHARE 

Periods 2011 2012 
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April 0.92079 0.46291 

July 1.01857 0.05303 

October 0.95721 0.31327 

January 1.14067 0.87118 

  4.037                                 1.703 
  
The information that was conceived from SanDisk’s revenue and earnings history is somewhat 

disappointing. With so much hype regarding the future of this company, their earnings history 

shows very bearish indicators. First off, revenues and earnings have declined year over year. 

Revenues declined by roughly 10% from 2011 to 2012. In the most recent earnings, SanDisk did 

positively surprise the market and beat analyst estimates by 38%. Management attributes most 

of this success and rapid earnings increase between quarters to the 60% increase in their 

iNAND technologies that are embedded in smartphones and tablets (seekingalpha). As stated in 

their conference call, “Combined with a very strong revenue increase in the customized 

embedded solution, our overall embedded sales set a record, growing 45% sequentially, 

accounting for about 1/3 of our total revenue” (Seekingalpha). Obviously, given such large 

revenue and earnings increase from 3Q12 to 4Q12, this shows that they have positioned 

themselves nicely for the foreseeable future. The Street has reacted very positively to the 

outlook of SanDisk. Consistent “buy” recommendations have been reiterated through 1Q13 and 

analysts expect SanDisk to be a top performer in the technology sector in 2013. 
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Section (C) Fundamental Valuation (EBO) 

 

 

Inputs (provide below input values used in your analysis) 

EPS forecasts (FY1 & FY2):  3.76 & 4.20  

Long-term growth rate:  30.70% 

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

 Book value:   7,263,900,000 

 # of shares outstanding: 241,430,000 

 Book value / share:  30.08 

Dividend payout ratio:  0.0 

Next fiscal year end:   2013 

Current fiscal month:   3 

Target ROE:    15.02% 

Output 

Above normal growth period chosen: 7 years 

SNDK PARAMETERS FY1 FY2 Ltg

EPS Fore casts 3.76 4.20 30.70% Mode l 1: 12-ye ar fore casting  horiz on (T=12).

Book value /share  (last fye ) 30.08   and a 7-ye ar growth pe riod.

Discount Rate 10.84%

Divide nd Payout Ratio  (POR) 0.00% Please download and save this template to your own storage device

Ne xt Fsc Ye ar e nd 2013 You only  ne e d to  input value s to  ce lls highlighte d in "ye llow"

Curre nt Fsc Mth (1 to  12) 3 The  re st o f the  spre adshe e t is calculate d automatically

Targe t ROE (industry  avg .) 15.02% Ple ase  re ad "Guide line s_for_Fundame ntalValuation_ProfLe e _Spre adshe e t" file  care fully

 Ye ar 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Long-term EPS Growth Rate (Ltg) 0.3070 0.3070 0.3070 0.3070 0.3070

Forecasted EPS 3.76 4.20 5.49 7.17 9.38 12.26 16.02

Beg. of year BV/Shr 30.080 33.840 38.040 43.529 50.704 60.081 72.337

Implied ROE 0.124 0.144 0.165 0.185 0.204 0.221

ROE (Beg. ROE, from EPS forecasts) 0.125 0.124 0.144 0.165 0.185 0.204 0.221 0.207 0.193 0.179 0.164 0.150

Abnormal ROE (ROE-k) 0.017 0.016 0.036 0.056 0.077 0.096 0.113 0.099 0.085 0.070 0.056 0.042

growth rate for B (1-POR)*(ROEt-1) 0.000 0.125 0.124 0.144 0.165 0.185 0.204 0.221 0.207 0.193 0.179 0.164

Compounded growth 1.000 1.125 1.265 1.447 1.686 1.997 2.405 2.937 3.546 4.230 4.986 5.806

growth*AROE 0.017 0.018 0.045 0.082 0.129 0.191 0.272 0.290 0.300 0.297 0.279 0.243

required rate (k) 0.108 0.108 0.108 0.108 0.108 0.108 0.108 0.108 0.108 0.108 0.108 0.108 0.108

Compound discount rate 1.108 1.229 1.362 1.509 1.673 1.854 2.055 2.278 2.525 2.799 3.102 3.438

div. payout rate (k) 0.000

Add to P/B PV(growth*AROE) 0.01 0.01 0.03 0.05 0.08 0.10 0.13 0.13 0.12 0.11 0.09 0.07

Cum P/B 1.01 1.03 1.06 1.12 1.19 1.30 1.43 1.56 1.68 1.78 1.87 1.94

Add: Perpetuity

beyond current yr (Assume this yr's AROE forever) 0.14 0.13 0.31 0.50 0.71 0.95 1.22 1.18 1.10 0.98 0.83 0.65

Total P/B (P/B if we stop est. this period) 1.15 1.16 1.37 1.62 1.91 2.25 2.65 2.73 2.77 2.76 2.70 2.59

Implie d price 35.63 35.90 42.34 49.92 58.87 69.41 81.85 84.40 85.60 85.32 83.50 80.12

Che ck:

Beg. BV/Shr 30.08 33.84 38.04 43.53 50.70 60.08 72.34 88.36 106.66 127.24 149.98 174.65

Implied EPS 3.76 4.20 5.49 7.17 9.38 12.26 16.02 18.31 20.58 22.74 24.66 26.23

Implied EPS growth 0.117 0.307 0.307 0.307 0.307 0.307 0.143 0.124 0.105 0.085 0.064
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EBO valuation (Implied price from the spreadsheet): $81.85 

Sensitivity Analysis 

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

$58.87 if changing above normal growth period to 5 years 

$128.33 if changing growth rate from mean (consensus) to the highest estimate of 43% 

$63.17 if changing growth rate from mean (consensus) to the lowest estimate of 24.10% 

$128.70 if changing discount rate to 8% 

$81.50 if changing target ROE to 20% 

 

In the sensitivity analysis, I changed the discount rate of 10.84% to 8% to reflect what the stock 

price would be given a lower beta. A beta of 1.3 is somewhat high and can often understate a 

stocks value in the fundamental valuation. Second, I changed the target ROE to 20%, which is 

what many of its competitors have returned over the past five years. This change didn’t budge 

the implied prices in the EBO valuation. Additionally, I also changed the ROE to 1% to reflect a 

return closer to Micron Technologies, SanDisk’s largest competitor. This didn’t change the 

implied price of SanDisk either. 

 

Section (D) Relative Valuation 

 

From the top panel 

It is very important to note that SanDisk competes at the top of its industry and doesn’t have 

any true competitors with the exception of Micron Technologies and Intel that are U.S. based 

SNDK

Mean FY2 

Earnings Estimate Forward Mean LT PEG P/B ROE Value P/S P/CF

Ticker Name Mkt Cap Current Price (next fiscal year) P/E Growth Rate (MRQ) 5 yr ave Ratio TTM TTM

INTC Intel Corporation 105,152.00$  21.14$                 2.09$                               10.11 11.75% 0.86 2.05 20.16% 0.10 1.97 5.68

MU Micron Technology, Inc. 9,379.95$       9.24$                    0.64$                               14.44 14.04% 1.03 1.25 -7.22% -0.17 1.18 7.9

QCOM Qualcomm 111,200.00$  64.72$                 4.89$                               13.24 14.81% 0.89 3.14 16.59% 0.19 5.42 16.52

BRCM Broadcom 19,700.00$    34.63$                 3.07$                               11.28 15.00% 0.75 2.52 11.67% 0.22 2.25 15.46

SNDK SanDisk Corporation 13,158.91$    54.64$                 4.20$                               13.01 30.70% 0.42 1.81 4.31% 0.42 2.60 15.77

Implied Price based on: P/E PEG P/B Value P/S P/CF

INTC Intel Corporation $42.48 $111.00 $61.89 $13.23 $41.40 $19.68

MU Micron Technology, Inc. $60.64 $132.59 $37.73 -$22.53 $24.80 $27.37

QCOM Qualcomm $55.59 $115.23 $94.79 $24.63 $113.90 $57.24

BRCM Broadcom $47.38 $96.96 $76.07 $28.10 $47.28 $53.57

High $60.64 $132.59 $94.79 $28.10 $113.90 $57.24

Low $42.48 $96.96 $37.73 -$22.53 $24.80 $19.68

Median $51.48 $113.11 $68.98 $18.93 $44.34 $40.47
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companies. Therefore, the relative valuation was extremely hard to justify given two 

competitors are not necessarily SNDK’s direct competition. 

Intel Corporation: Intel competes in the semiconductor industry (broad line) and designs, 

manufactures, and sells integrated digital technology platforms (yahoo). Intel is one of the 

largest makers of microprocessors that process data and provide the controls and data needed 

to store information. They have recently began providing NAND flash memory products that are 

used in SSD’s, which is one of SanDisk’s most profitable segments of their business model 

(yahoo). They sell their products to OEM’s as well. 

Micron Technologies: Micron Technologies manufactures semiconductor devices worldwide 

and competes in the memory chip data storage industry. Rather than competing with SanDisk 

in only one segment, Micron competes a bit more closely. On top of their NAND flash memory 

products, MU also competes with SanDisk in the dynamic random access memory (DRAM) 

space (yahoo). Micron also markets their products through original equipment manufacturers 

and retailers through their internal sales force (Yahoo).  

Qualcomm: Qualcomm incorporated designs, develops, manufactures, and markets digital 

telecommunications products and services. Their one line of work that similarly relates to SNDK 

is in regards to their chips that they produce that have been put in smartphones and tablets. 

They compete against SanDisk in the memory and data storage component of this industry. 

Broadcom: Broadcom Corporation competes in the semiconductor industry and specializes in 

the integrated circuits space. They compete alongside Qualcomm in the wireless 

communication segment of the technology sector (yahoo). They compete with SanDisk with 

their embedded software solutions, which are marketed through direct sales and also 

manufacturers throughout the world (yahoo). The embedded software solutions space is one of 

the key drivers for SNDK. 

SanDisk Corporation and its competitors have some very mixed comparisons when it comes to 

their multiples. The Forward P/E for all companies is very similar, which suggests that SanDisk is 

fairly valued in regards to their earnings going forward. The long-term growth rate for SanDisk 

is very high, with analysts suggesting 30.7% as a mean consensus. This is more than double the 

growth rate of all SanDisk’s competitors. Because of such high growth in the data storage 

industry, it is important to look into the PEG ratio. SNDK’s PEG ratio is only 0.42, which suggests 

that the price is extremely undervalued when taking their future growth into account; a very 

bullish indicator for the stock. This may be attributed to their lackluster growth in the past, 

which in turn has kept the stock price somewhat stagnant (with exception to the last 3 months). 

Given the extremely high LT growth rate (even Low LT growth estimate is 24%), the stock price 

of SanDisk may not have factored this growth in quite yet. 
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The P/B ratio for SNDK is on the low side when comparing it with its competitors. A P/B ratio of 

1.81 is below three of its competitors, which is indeed bullish for SanDisk. The Return on Equity 

is by far the most inconsistent valuation present in the relative valuation. For all competitors 

other than Micron technologies, their ROE has been above 12%, which is much higher than 

SanDisk (4.3%) and Micron (-7.22%). Because of the niche markets that both SNDK and MU 

compete in, this low ROE can be attributed to a slowdown in demand over the past five years 

from many large customers. They compete most closely in DRAM and NAND flash memory, 

which both saw a very large hit during the financial crisis and throughout the recovery. The P/S 

ratio suggests that SanDisk is overvalued when looking at sales over the trailing twelve months. 

A multiple of 2.6 is somewhat higher than their competition, yet nothing to be too concerned 

about because this is considering the trailing twelve months. The P/CF for this industry is very 

high; SanDisk along with two of its competitors are trading in the 15 range. However, its two 

closest competitors (INTC and MU) are trading at an average P/CF of 6.5. This multiple does 

suggest that the stock price of SanDisk is somewhat expensive when taking their cash flow into 

account. 

Four of the six multiples gave an implied median price that suggests SanDisk is expensive at the 

$55 range (where it’s been trading at the past week). Two of the six multiples suggest that 

SanDisk is very undervalued however. One of these multiples is the PEG, which suggests that 

the fair valuation for SanDisk is $113.11. 

From the bottom panel 

The forward P/E gave a median price that was very close to the $54.70 price that SanDisk is 

currently trading at. The high estimate was $5 above the stock price and the low estimate was 

$12 below. The PEG ratio demonstrated that SNDK was extremely undervalued and gave 

implied prices that were all well above SNDK’s 52-week high. The median estimate suggested a 

price that was $60 above the current stock price. Given the growth of SanDisk, this is a very 

relevant multiple and thus shouldn’t be overlooked even though it is an outlier. Price to Book 

multiple shows a median implied price of $69, which is $15 above the current stock price. The 

low estimate is at $37 and the high estimate is at $95. The value ratio seemed to be much less 

relevant for this particular stock. Given this multiples use of ROE, Micron Technology’s negative 

ROE skewed the implied prices for this ratio. All three prices suggested that SNDK was 

extremely overvalued, with the low price indicating a negative stock price. P/S and P/CF are 

important multiples for this industry because they help explain the positioning of the company 

after all of their operations and sales force have been accounted for. With several recent 

acquisitions, it is also important to look at cash flow to see if the acquisitions are actually 

adding value to the company’s bottom line. Both ratios suggest an implied median price that is 
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below SNDK’s 52-week high. The High implied prices suggests the stock is undervalued and the 

low implied prices suggest SNDK is overvalued. 

The implied prices that were derived from the valuation weren’t very useful. Both Qualcomm 

and Broadcom were used in the valuation not by choice, but because they were the closest U.S. 

based competitors that SanDisk has.  When looking at the implied prices, however, it is 

conclusive that SanDisk is overvalued based on 66% of multiples in this valuation. 

 

 

Section (E) Revenue and Earnings Estimates 

 

SanDisk has had very inconsistent earnings and revenues over the past five quarters. The most 

recent three quarters have been very surprising to the market, all of which have been very 

positive. Revenues have positively surprised the 2Q12 through 4Q12, surprising 2.5% on 

average. Earnings have blown all analyst estimates out of the water. Between the last three 

quarters, earnings have surprised on average 32.52% of the time, which is an extraordinary 

achievement for the company. As mentioned in class, even the smallest positive surprises can 

give the stock a boost. The first quarter in 2012 was the only down quarter for both revenue 

and earnings, which management attributes to slowdown in demand from customers in the 

NAND flash memory segment. These findings are indeed consistent with my research thus far. 

With their new embedded technologies, they have found a new source of revenue that has 
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significantly added to their bottom line. The stock price reflected the surprises as expected, 

jumping roughly 10% after 3Q12 earnings. Since the most recent earnings at the end of fiscal 

year 2012, the stock jumped by roughly 40%, factoring in an optimistic outlook that SanDisk 

outlined in their earnings report. Given the recent run up in the stock price, I do feel that most 

of this information has already been factored into the price but it still has room to run with 

expected future demand. The stock’s valuations still suggest some undervaluation and 

increasing demand leaves a lot of room for earnings and revenue growth, especially when 

taking into account recent acquisitions that have helped reduce margins. 

Consensus Estimates Analysis 

 

The divergent are very similar for the current and out-quarter. Furthermore, the percentage 

difference between high and low estimates are consistently in double digits for the quarters, 

both revenues and earnings for FY1 and FY2. The divergence is somewhat high for SanDisk, 

which demonstrates some mixed sentiment in regards to the potential earnings and revenues 

that is expected of the company. Given their ability to positively surprise the market by 40% 

illustrates why the consensus estimates analysis is showing such divergence. The amount of 

analysis that provides a long-term growth rate is only three, which is significantly lower than 

the number of estimates that are provided for revenues and earnings (23-27 estimates). 
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Consensus Estimates Trend 

 

After reviewing the trend of analyst estimates, there is a somewhat unique trend that is 

present. All estimates from one year ago are much higher than the more recent estimates. For 

example, when comparing estimates from one year ago with two months ago, we see a sharp 

decline for all quarters on both the revenue and earnings per share estimates. However, when 

analyzing estimates from one month ago with current estimates, we can see a large up revision 

taking place for every single quarter for both revenues and earnings. This uptrend is definitely 

bullish as estimates improve as we get closer to each quarter and year end. These trends are 

notable for both FY1 and FY2 for revenues and earnings, with none being more notable or 

outlandish than the rest. 
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The estimates revision summary shows very bullish signs for SanDisk. Not only have there been 

several up-revisions but SNDK has also received hardly no down revisions. For revenues, there 

has been one down revision for 2Q13 and a few down revisions for FY2. However, these down 

revisions have been matched with a many more up-revisions during both time periods. For 

earnings, there have been zero down revisions over the two periods and several up revisions as 

well. With zero down revisions and over ten up revisions for both revenue and earnings over 

the last four weeks, analysts clearly expect 1Q13 to be a great quarter for SanDisk. After much 

research, it appears the new revenues that are stemming from the iNAND technologies and 

embedded system are really starting to help their bottom line. Management and analysts are 

very optimistic about the new revenues that are expected to flow into the company’s 

operations and the direction of the industry as a whole. Smartphones and tablets are inevitably 

going to be the future of “all” cellphones and most computers, which puts SNDK in the spotlight 

for success. With the amount of analysts that recommend and follow this stock, a large favor of 

up revisions really demonstrates the position the market has on SanDisk. 

Considering the past trends of SNDK, I definitely think they have the ability to beat analysts 

estimates again this quarter. The market has seen an incredible rally and I would imagine that 

customers of SanDisk have also been in high demand, therefore triggering better than expected 
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earnings and profits for SanDisk in 1Q13. The stock price has climbed significantly over the 

quarter, which typically would appear as a terrible time to get in. However, given the optimism 

surrounding the company’s earnings at the end of March; I believe it would be a good time to 

get in prior to their release. 

 

Section (F) Analysts’ Recommendations 

 

Analysts have become increasingly bullish over the last three months. With a mean rating of 

1.96, the majority of analysts recommend an outperform (14) or buy (8), with only five 

recommending a hold and one recommending an underperform. Given similar ratings three 

months ago, there hasn’t been a noticeable shift in sentiment from one spectrum to the other. 

All recommendations other than a “sell” were initiated, which lends some support for such a 

volatile and cyclical stock. After conducting a wide range of research, these recommendations 

are exactly what I would expect to see. There has been a very big shift for SanDisk and it 

appears as though their business segments are really beginning to heat up. After one very solid 

quarter of increased revenues from iNAND and their embedded systems, this demonstrates 

some foresight to what SanDisk expects to build off in their future. Management has really 

helped paint the picture for what is expected, which leaves their 1Q13 earnings report as a 

significant milestone for the year SanDisk truly expects to see in 2013. 
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THERE HAVE BEEN NO UPGRADES OF DOWNGRADES FOR SANDISK FOR THE MOST RECENT 

TWO MONTHS 

 

Section (G) Institutional Ownership 

 

 

The institutional ownership for SNDK is strong. With roughly 88% of shares outstanding in the 

hands of institutions, there is a strong demonstration of the confidence institutional managers 

have in the company. Overall, there has been an almost identical number of increased and 

decreased positions. With that being said, net buyers have increased by 3 but there has been a 

decreased net change over the past three months by roughly 2.6% respectively. With two large 

institutions holding over 5% and total institutional ownership amounting to 88%, there is 

indeed sizable institutional support. The two institutions holding over 5% are the Vanguard 

SNDK

Ownership Activity # of Holders % Beg. Holders Shares % Shares

Shares Outstanding 241,859,981 100.00%

# of Holders/Tot Shares Held 621 102.81% 212,498,179 87.86%

# New Positions 77 12.75%

# Closed Positions 60 9.93%

# Increased Positions 269 44.54%

# Decreased Positions 266 44.04%

Beg. Total Inst. Positions 604 100.00% 218,760,058 90.45%

# Net Buyers/3 Mo. Net Chg 3 50.28% -6,261,879 -2.59%

Ownership Information % Outstanding

Top 10 Institutions % Ownership 36.40%

Mutual Fund % Ownership 2.21%

Float % 97.98%

> 5% Ownership

Holder Name % Outstanding Report Date

The Vanguard Group 5.8 12/31/2012

T. Rowe Price Associates, Inc. 5.7 12/31/2012
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Group (5.8%) and T. Rowe Price (5.7%). These are both large mutual fund managers that have a 

very solid reputation for performing alongside the market or outperforming.  

 

Section (H) Short Interest (two pages) 

SanDisk (SNDK) 
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Intel (INTC) 
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Micron Technologies (MU) 
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 “share statistics” table.  

    

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

4,043,470  3,769,720   241.85M  241.22M 

Shares Short Short Ratio Short % of Float Shares Short 

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

7.09M  1.90   N/A  6.70M 

 

 

Based on the short interest statistics and its recent trend, how is the market sentiment on the 

stock? Has the sentiment turned more bullish or bearish over the last year? How about in 

more recent month and why? 

The short interest for SanDisk is remarkably low and has been consistently low for the past few 

months. Back in October 2012, short interest was more than two times what it is now, which 

suggest a bullish indication going forward. Days to cover is similarly bullish, with a ratio that is 

very low compared to the industry average. When comparing the short interest of SNDK with 

both Intel and Micron technologies we can see a definitive difference between the data, 

suggesting more bullish indications. The average volume over the 10-day period is much lower 
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(15%) than the 3-month period, indicating some positions have likely been covered in the last 

few months. Additionally, the short ratio is also very low. Sentiment has consistently gotten 

more bullish over the last few months and year to date. 

 

Section (I) Stock Charts 

A three month price chart 

 

 
 

A one year price chart 
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A five year price chart 

 
 

Additional price chart – Technical Indicators 

6-month technical analysis chart 
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2-year technical analysis chart 

 
 

 

When comparing SanDisk with the technology sector and S&P500 over the past three months it 

is easy to see it has outperformed everyone but Micron Technologies by a long shot. Over the 

last three months the market is up roughly 8%, whereas SanDisk is up nearly 25%. Micron 

technologies positively surprised in their earnings and reported a very bright outlook because 

of the increase in demand from customers. Considering their competition with SanDisk, this 

demonstrates increased demand that SanDisk will also be experiencing.  

 

The one-year chart is a bit more humbling for both SanDisk and Micron. Both stocks 

underperformed the market in 2Q12 by roughly 30%. This large decline can be attributed to a 

huge net loss during the second quarter and lower earnings guidance for the rest of 2012 

(Yahoo). Additionally, “EBITDA fell by 31.8% and margins dropped 17.3%, all as a result of NAND 

flash memory revenues declining further than was anticipated because of increased 

competition driving the prices down” (motley fool). Given the ever increasing demand for 

NAND memory chips, this does leave SanDisk in a very promising position, however, as they can 

produce and ramp up the most volume. The NAND flash business is estimated to be worth $31 

billion by 2016 (motley fool). Once prices rise (as we have seen recently), SanDisk will see this 

(and has) benefit their bottom line.  
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The five-year chart is very impressive. SanDisk has outperformed the market by 150% and 

appears to be on an upward trajectory given the growth that is expected in their industry. They 

have also outperformed Micron Technologies by over 75% during this period, demonstrating 

the true advantages of being the low-cost leader. It is important to note the intense volatility 

that this stock has. Given the cyclicality of the industry, we see many dips during downturns. 

However, in times of prosperity and rapid growth (which is currently being seen in the NAND 

flash industry), companies such as SanDisk will typically see wonderful growth in their stock. 

 

When looking at the technical indicators, the stock charts for SanDisk are very bullish. The 6-

month price chart demonstrates that in early January SNDK crossed the golden cross and has 

been trending upward ever since. The 2-year price chart demonstrates something similar. The 

50-day moving average crossed the 200-day moving average in September of 2012 and has 

trended upward ever since. There is clearly positive sentiment and no upward resistance 

holding the stock price of SanDisk down. When looking at the relative strength index, it does 

appear that SanDisk has been overbought as of recently. An RSI of 80 demonstrates increased 

net purchasing of the stock. 
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Sources: 

Morningstar 

Reuters 

Yahoo Finance 

MSN Money 

http://www.faqs.org/sec-filings/100225/SANDISK-CORP_10-K/ 

http://data.cnbc.com/quotes/SNDK 

http://seekingalpha.com/article/1129411-sandisk-management-discusses-q4-2012-results-

earnings-call-transcript 

http://investing.businessweek.com/research/stocks/financials/secfilings.asp?ticker=SNDK 

http://www.nasdaq.com/symbol/mu/short-interest#.UUqkxdEtg18 

http://finance.yahoo.com/q/ks?s=SNDK+Key+Statistics 


