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Recommendation: BUY, 13, $2,146.82 

Intrinsic Value: $216 

Executive Summary 

We recommend that the CSUF SMIF Portfolio re-initiate a 3% position in MSFT for the following 
reasons: As a position held previously, we’ve identified an opportunity to obtain MSFT again at a 
significant discount, they have a plenty of cash on hand, as well as increased volume in customers using 
their cloud services. MSFT has an intrinsic value of $216 per share which is a 30% upside from its current 
price of $165.14. This opportunity exists for MSFT as a result of COVID-19’s negative impact on the 
global economy, they are positioned well as a leader in their industry due to businesses and individuals 
relying heavily on their software and devices. MSFT will serve as a defensive and value investment in 
CSUF’s broader portfolio.  

Company Overview 

Microsoft Corporation participates in the development and support of services, devices, and solutions. 
They have three operating segments that include Productivity and Business Processes, Intelligent Cloud, 
and More Personal Computing. Based out of Seattle, Washington with over 150,000 employees globally, 
they are a leader in their industry due to having one of the most commonly used operating systems and 
popular computing devices. MSFT additionally sells various products such as the Xbox line and is easily 
recognized for their Bing search engine. 
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Investment Thesis 

We recommend the repurchase of Microsoft Corporation (MSFT). Over the last three months Microsoft has lost 
almost 22% of its equity value since mid-February. Although a decline in the stock value is warranted due to the 
overall uncertainty in the economy and COVID-19. Microsoft has a market share of 24.8% within the Software 
and Services industry and a 42.1% market share in Database, Storage and Backup Software Publishing in the US. 
With the move from office-work to home-work due to COVID-19, Microsoft can expect an increase in cloud 
computing and services. Demand for services such as Zoom has put stress on companies' infrastructure, but 
Microsoft’s cloud computing and Windows Virtual Desktop has already taken on increased volume swiftly. We 
recommend a BUY on Microsoft (MSFT). A 3.00% holding in Microsoft would equate to roughly 12 shares at a 
current price of $165.14. The funding for this purchase would come from our current cash holdings.  

Valuation, Recommendation, & Risks

Valuation: 

Through a DCF model, we found Microsoft to have an intrinsic value of $216 per share (Appendix, pg. 7). 
Although, over the past few years Microsoft has shown impressive growth rates and improving financial 
condition, we mostly used their historical growth rate averages while also utilizing some estimates given by 
FactSet in order to project out the cash flows. Even if Covid-19 forces a longer contractionary period, 
Microsoft’s business segments such as productivity and business processes, intelligent cloud, and personal 
computing should still be able to grow if not thrive in this work-from-home environment. For this reason, we 
still have MSFT’s top line growing, although at a slower rate than recently, in our model. When calculating the 
terminal value, we used the growth in perpetuity method and incorporated a modest 3% growth rate. Upon 
completion of the model, we found an intrinsic value of $216. Compared to the current stock price of $165, this 
reveals a potential upside of 30.5%. 

Industry Outlook: 

The Database, Storage and Backup Software Publishing industry in the U.S. is in its growth stage of its economic 
life cycle as software becomes more innovative, cost-effective and user-friendly. Incentivized adoption is 
expected to grow in new users as they continue with ongoing trends within their industry (IBISWorld). Over the 
next five years these trends will result in robust industry growth as revenue is expected to increase at an annualized 
rate of 5.8% to 2024. Coincidently, the COVID-19 virus has increased demand for cloud, wireless, and data 
storage services among the public and private sector. The major players in this industry can expect continued user 
adoption as their market share, wide popularity, and convenience dominate this industry.  

Catalyst: 

Microsoft has three segments of revenue that are nearly evenly distributed with Intelligent Cloud making up 
roughly 32% of their total revenue. The consistent rise of database software is seen by increased use of digital 
technology across a wider range of the economy. As the pandemic keeps people isolated due to social-distancing 
measures, Microsoft’s cloud computing has already seen an 800% increase in usage. Microsoft’s Azure cloud 
platform has been significant in the growth of this segment, as they integrate into healthcare and government 
services. Their Azure platform has gained adoption in the automobile industry as companies like Ford, Renault-
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Nissan, and Toyota utilize their services to improve their insight on safety, real-time information to drivers, and 
vehicle maintenance.  

Risk: 

Microsoft’s largest revenue segment comes from More Personal Computing, making up about 36% of their total 
revenue. It is the only segment they have lowered their guidance on for Q3 FY20 due to an increased amount of 
time for their supply chain to return to normal operations. Mitigation: If their supply chain takes longer than 
anticipated to return to normal, they can acquire alternate chips from another major supplier but risk 
bearing increased costs or potentially further delayed deliveries. 
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 Disclosure
This report is provided for information only and is not an offer or a solicitation to deal in securities or to 
enter into any legal relations, nor an advice or a recommendation with respect to such securities. This 
report is prepared for general circulation. It does not have regard to the specific investment objectives, 
financial situation and the particular needs of any recipient hereof. You should independently evaluate 
particular investments and consult an independent financial adviser before dealing in any securities 
mentioned in this report.  

The information or views in the report (“Information”) has been obtained or derived from sources 
believed by SMIF to be reliable. However, SMIF makes no representation as to the accuracy or 
completeness of such sources or the Information and SMIF accepts no liability whatsoever for any loss 
or damage arising from the use of or reliance on the Information.  SMIF and its connected persons may 
have issued other reports expressing views different from the Information and all views expressed in all 
reports of SMIF and its connected persons are subject to change without notice. SMIF reserves the right 
to act upon or use the Information at any time, including before its publication herein.   

Except as otherwise indicated below, (1) SMIF, its connected persons and its officers and 
representatives may, to the extent permitted by law, transact with, perform or provide broking, 
underwriting, corporate finance-related or other services for or solicit business from, the subject 
corporation(s) referred to in this report; (2) SMIF, its connected persons and its officers and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or 
other services for or solicit business from, other persons in respect of dealings in the securities referred 
to in this report or other investments related thereto; and (3) the officers, employees and representatives 
of SMIF may also serve on the board of directors. (All of the foregoing is hereafter referred to as the 
“Subject Business”.)  

However, as of the date of this report, neither SMIF nor its representative(s) who produced this report 
(each a “research analyst”), has any proprietary position or material interest in, and SMIF does not 
make any market in, the securities which are recommended in this report.  

Each research analyst of SMIF who produced this report hereby certifies that (1) the views expressed in 
this report accurately reflect his/her personal views about all of the subject corporation(s) and securities 
in this report; (2) the report was produced independently by him/her/them; (3) he/she/they does not 
carry out, whether for himself/herself/their self or on behalf of SMIF or any other person, any of the 
Subject Business involving any of the subject corporation(s) or securities referred to in this report; and 
(4) he/she/they has not received and will not receive any compensation that is directly or indirectly
related or linked to the recommendations or views expressed in this report or to any sales, trading,
dealing or corporate finance advisory services or transaction in respect of the securities in this report.
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