	Company: Microsoft Corp.
	Ticker: MSFT         Current Price: $ 52.15
	Industry: Technology              Sub Industry: Software infrastructure 

	Target Price: $ 62.06
Stop Loss: $49.62
52 Week high/ Low: $39.72/56.85
	TTM P/E: 37.10
Forward P/E: 16.4
EPS: $1.42
	Beta: 1.14 (Bloomberg)
Credit Rating: AAA (Moody)
Rating Outlook: slow growth 
	Market Cap: $433b
Avg Vol ( 3 M): 49.68m
Dividend Yield: 2.8%


	
	Company Background:  	

	Microsoft Corp is engaged in designing, manufacturing, selling devices, and online advertising. Its products include operating systems for computing devices, servers, phones and other devices. Hardware products include Nokia mobile phones, the Xbox video game console, and Surface tablet. Revenue sources in fiscal 2015: ~Devices and Consumer, 44.3%; Commercial, 55.4%; Corporate and Other, 0.2%. 


	Industry Outlook: 

	· Largest growth market for the industry is the cloud.  This is a race for market share with Amazon, Google and Microsoft leading the field on disseminating their internet of things and cloud products/services.
· Operating system sales growth is expected to be slow for the year however hardware sales can reasonably see a good uptick in growth as business customers are left with aging machines and tasked to upgrade them
· Emerging market sales already have lower sales prices, with the continued relative strength of the dollar moving forward international profits will likely suffer

	Investment Thesis:	

	· Cloud computing and the internet of things is Msft’s biggest growth factor, this can growth rate will be sustainable for the next few years as MSFT continues to battle for market share and beat out many competitors based on they ability to beat on price but more importantly service.  Unlike an Amazon for instance MSFT can offer end to end coverage for firms who will look to bundle as the technology continues to mature and increase in complexity. 
· That being said the outlook for Msft’s cloud business is largely factored in to its price today, the real opportunity here are the contributions to top line growth from msft’s surface product line and new commitment  to keeping up with consumer tastes and preferences.  MSFT suffered for their reluctance to enter the mobile market only just now struggling to find a foothold.  Their Surface product line, augmented reality entry (hololens) and recent purchase of Swiftkey may indicate this new focus.   

	Investment Risks:	

	· Windows OS sales outpacing expectations for sales decline
· A movement from the windows OS universe will decrease their network effects
· Mobile efforts draining resources without payoff 

	3-5 take away from last quarter investor call transcript: Q3 2015

	· Currency issues are a problem for everyone in the industry
· Surface sales grew 24% year over year, finally positioning itself as a solid option opposite the ipad



	Financial Performance:
	Discounted Cash Flow 
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	2010-15
	2016-20

	Avg  Revenue growth 
	8.4%
	4.2%

	Avg  EBITDA Margin 
	40.3%
	38.5%

	Avg  NOPAT 
	28%
	25.6%

	Avg  Debt/Equity 
	28.47
	

	Avg  FCF / Margin  L3yr
	29.08%
	

	Cost of Debt (after tax)
	1.46%

	Tax Rate last filing
	14.64%

	Cost of Equity 
	11.75%

	WACC
	10.81%

	Perpetuity growth rate 
	4%


Analyst Opinion 
	Buy:
	Hold: 
	[bookmark: _GoBack]Sell: 

	
	Rating 
	Target 

	S&P Net Advantage 
	Hold
	$60

	Morning Star
	***
	$52

	Value Line 
	T: 2 S: 1
	$70-60






	Relative Valuation
	Total Return
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(S Mill when applicable) | FY2011 [ FY2012 | Fv2013 [ FY2014 | FY2015 [Last12M [FY 2016 Est[FY 2017 Est
Revenue 69,943.00(73,723.00| 77,849.00| 86,833.00[ 93,580.00 83,084.00| 92,172.93 | 97,693.17
Operating Income 27,161.00{21,763.00| 26, 764.00| 27,759.00| 18,161.00| 16,360.00| 27,487.81 | 30,782.27
Netincome 23,150.00{16,978.00| 21,863.00| 22,074.00[ 12,193.00| 11,408.00| 18,198.44 | 21,280.89
[sales Growth 1194 | 540 | 560 | 11sa | 777 | 1000 | 150 5.99
EBITDA Margin 4279 | 3354 | 3920 | 3797 | 2577 | 2540

Operating Margin 3883 | 2952 | 338 | 3197 | 1941 | 1857 | 2082 | 3151
[Total Debt to Total equity | 20.88 | 18.00 | 1976 | 2522 | aa07 | s7.87

EBiT/total interestexp | 9207 | 57.27 | 6239 | 4650 | 2325 | 1950

BasicEps. 273 | 200 | 261 | 266 | 149 | 142 230 281
price Earnings Ratio (P/E) | 996 | 1139 | 1315 | 1s85 | 1747 | 2148 | 1868 16.79
|current ratio 260 | 260 | 271 | 250 | 250 | 300

Return on Com Eqty 2488 | 2751 | 3009 | 2617 | 1436 | 1353 | 2008 | 2450
Return on assets 2377 | 1477 | 1658 | 1402 | 700 | 643 14.09 1165
Dividends per share 064 | 080 | 092 | 112 | 12 | 134 142 156
Free Cash Flow 24,639.00| 29,321.00| 24,576.00| 26,746.00| 23,136.00| 24,026.00| 23,795.07 | 26,569.19
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[Tkr & Exch Average | MSFTUS | ORCLUS |VMW US | CHKP US | SYMCUS | RHT US
PIE 4779 | 2184 | 1677 | 1605 | 2113 | 1380 | 6408
P 778 533 332 | 240 | 405 | 220 | 925
Dvd Yid 061 259 187 000 | 000 | 315 | 000
BEst PEG Ratio 1FY 281 185 180 069 | 178 | 182 | 203
[Trailing 12 EPS after XO items | 016 242 220 284 | 383 | 140 | 107
Rev atrly CAGR st 3Yrs 2820 | 351 037 | 1305 | 752 | 410 | 507
NI atrly CAGR st 3Yrs 105 | 780 523 | 2188 | 380 | 617 | 1045
[oPM LF 260 | 2532 | 3286 | 2393 | s217 | 1385 | 1316
Debt/Equity LF 6316 | 5767 | 9052 | 1893 | 000 | 2953 | 5423
[Curr Adj Mkt Cap. 36,396.27408,752.77| 152,420.26 | 19,000.61| 14,294.74| 12,862.02 12.444.99|
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