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       Micron Technology Inc.  
  Drew Hanson & Steen Cooper 
 
Valuation Date: 10/21/2019 
Current price: $45.25 
Ticker: MU 
 

Recommendation: Buy 
Target Price: $61.28 
Sector: Information Tech. B 

Industry: Semiconductors 
Stock Exchange: NASDAQ 
Sector: Information Technology 

_____________________________________________________________________________________ 

Introduction 
 
Micron Technology Inc. is a manufacturer of memory, storage, and advanced solutions. They have a 
vision to transform how the world uses information to enrich life and a mission to become a global 
leader in memory and storage solutions. The memory storage products they provide include DRAM, 
NAND and 3D X-Point memory. DRAM is a memory chip that requires electricity to keep the data stored, 
NAND is memory that does not need power to store data and 3D X-Point is a new, faster version of 
NAND. These storage solutions are critical building blocks in the production and development of 
groundbreaking technology such as artificial intelligence, 5G, machine learning, and autonomous 
vehicles.  
 

Recommendation 

We recommend a BUY for Micron Technologies (MU) under the following rational: 

• Demand Growth 
o Implementation of 5G 
o Expansion of IoT 
o Development of AI 

• Undervaluation 
o Low P/E, P/S, and P/B relative to industry averages 

▪ Overreaction to uncertain market conditions causing multiple contraction 

• Financial Stability 
o Higher than industry average current ratio 
o Lower than average debt to equity 
o High ROE 

• Portfolio Diversification 
o Portfolio currently only holds one Info Tech B. stock (Zebra) 
o Diversification through different branches of our sector; Semi-Conductors, Memory, 

Storage.  

Investment Thesis 
Growth in Product Segments 

The future of Micron Technology is dependent on several factors, consistent advancements in 
technology should provide a healthy stream of revenue moving forward. The development of artificial 
intelligence and in internet of things will bring huge sources of opportunity for Micron as we are 
confident that they will outperform the competition due to their proprietary 3D X-Point technology 
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which is one of the highest performing storage and memory products in the market. The role out of 5G 
within the next year will help Micron establish a solid foundation for future growth. 

Micron Technology is committed to growing their business both domestically and overseas, with the 
acquisition of IMFLASH from Intel Corp on November 1st/2019, it will make Micron the only company in 
the world that produces X-Point Memory technology, the fastest, densest, and highest performing 
storage/memory solution of all time. Coming in the year 2020 demand is expected to pick up in the main 
areas of Microns business, including DRAM, NAND, and 3D X-Point. The demand for this technology is 
expected to grow by 15-20%, 20-30%, and 13.5% respectively. A final major factor that will drive sales 
for Micron Technology is their large customer base increasing capital expenditures, Facebook, Google, 
and Microsoft already announced earlier this year that they are increasing their CAPEX to keep up with 
advancements in the tech industry. These large companies require massive amount of cloud, and data 
storage and that’s Micron Technology's forte. 

Demand will Outpace Supply 

Micron Technology is going to be the leader moving forward in the memory and storage industry. They 
have a proven track record and strong financials to support their success. They offer advanced solutions 
that are necessary to stay relevant in the business world of computer storage. As giant company’s like 
Apple and Google continue to add customers, their demand for high-speed data solutions will increase 
tenfold. Micron Technology provides services that others simply cannot match, they offer products with 
faster speeds, higher densities, and lower costs. Because they are a global company, they have a huge 
customer base and can deliver to the consumer in a time effective fashion. With the rapid advancement 
of the internet of things, artificial intelligence, medical devices, autonomous vehicles, and the gaming 
industry, Micron Technology has only scratched the surface in a technological world that will expand 
into the future.   

This rapid growth in the IoT is a main driver of Micron going forward.  An increase in demand for smart 
products is a huge opportunity for growth for this company.  More and more everyday items such as 
watches, refrigerators, and door locks become automated they will require storage solutions and 
providers of these products will become potential customers. An increase of potential customers is 
predicted to sharply increase demand of memory solutions and in turn, raise and stabilize the selling 
price of memory solutions by dissolving the excess supply currently in the market. 

The development of Artificial Intelligence is also a very relevant driver of memory chip demand. AI 
technology will require customized multi-chip packages. Due to the fact that Micron is one of the only 
companies to offer NAND DRAM and X-Point memory solutions it is seen as having a critical role to play 
in supplying AI advancement with the hardware it needs to operate effectively. 

Revenue Growth and R&D 

The revenue growth outlook for Micron Technology can be addressed by looking at historical data as 
well as key drivers for the company and the industry. First looking at the revenues from fiscal year ‘18 to 
fiscal year ‘19, the revenue from year to year was negative, however this was due to 2018 being the best 
performing year in chip history. It should be noted that even with this decrease in revenue, Micron 
continued to increase spending on R&D. This increase in R&D spending is a strong indicator that the 
company has a positive outlook for the upcoming years. Spending on R&D will help Micron differentiate 
itself from its competitors and keep up with the constantly changing demand needs in the information 
technology market.   
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Looking at the future of the technology sector we see massive potential for growth and revenue 
increases, Microns 3D-Xpoint technology is predicted to grow from 1.21 billion in 2018 to 5.29 billion by 
2024. The market also predicts DRAM and NAND to increase by 28.39 billion and 31.97 billion 
respectively in that same time frame. Demand is set to outpace supply in fiscal year 2020, this will drive 
prices upward and improve margins for Micron. In the most recent earnings call, the CFO made the 
announcement that their new products and technologies are set to be released before the end of 
calendar year 2019. With the advancements of technology comes growth for Micron, and with growth 
comes huge potential for higher revenues moving forward.  

Management 
The current CEO, president, and director is Sanjay Mehrotra. Mehrotra obtained his undergraduate and 
graduate degree from the University of California, Berkeley in electrical engineering and computer 
science. He is also a graduate of the Stanford Graduate School of Business Executive Program. Previous 
positions that he has held include CEO of SanDisk Corp., Independent Director of Western Digital Corp., 
Consultant at Atmel Corp., Design Manager at Integrated Device Technology Inc., Senior Design Engineer 
at Intel Corp., and Manager-European Applications Engineering at SEEQ Technology Inc. As CEO 
Mehrotra has received total compensation of $14.2 million. Of this $14.2 million 70.3% was received as 
stock and stock options, 8.4% was salary, 21.1% was bonuses, and 0.3% was other forms of 
compensation. 

Price Performance 
Comparing Micron to the S&P 500, Micron saw a YTD return of 37% while the S&P 500 only returned 
19.12% in that same time frame. Also noteworthy is the comparison of Micron to the NASDAQ because 
it is so heavily tech weighted, in that comparison the NASDAQ returned 21.92% YTD, 15.08% less than 
Micron Technology.  
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Valuation – Target Price $61.28 

Our valuation consisted of a DCF model which was given a weight of 40% and a relative valuation which 
was given a weight of 60%. The combination of these valuation models resulted in a target price of 
$61.28. For out DCF model we used a discount rate of 12%, a 2-year growth rate of -5% and a terminal 
growth rate of 3%. The target price that we got using this model was $54.01. When performing the 
relative valuation model, we found that the average P/E ratio was approximately 12. When this P/E ratio 
was applied to Microns current earnings of $5.51 per share this gave the company a share price of 
$66.12. 

Peer Analysis 

Micron Technology faces three main competitors that includes Intel Corp (INTC), Western Digital Corp 
(WDC), and SMART Global Holdings (SGH). Head to Head YTD Micron has outperformed all but one of 
these companies (WDC). A great sign for Micron is the fact that year-to-date they outperformed Intel 
based on total return by 27.56%. Intel is the largest company by far with a market cap of $232.33 billion.  

Micron and Intel created a joint venture in 2006 to develop and innovate new technologies, after 
investing over 6 billion dollars in this venture, Intel and Micron created groundbreaking technology 
called 3D X-Point, and as of November 1st, Micron will buyout Intel from this venture, making them the 
world’s ONLY producer of this technology. There have already been contracts signed that locks in Intel 
to purchase this technology from Micron for 1 year following the buyout. Micron can separate itself 
from its competition by continuing to create memory, data, and storage solutions that drive the future 
of technology.  

From our analysis we also found Micron Technology to be a profitable stock being sold at a discount 
when compared to competitors the high ROA ratio with low debt show that this is a profitable company 
that is not being skewed by excessive debt financing. What makes this stock particularly appealing when 

Company 
Share 
Price 

P/E 

3yr Rev 
Growth 

Rate 

ROE 
Current 

Ratio 

Micron 
Tech. 

43.47 7.96 23.6 26.92 2.58 

Intel 
Corp. 

51.39 11.97 8.6 18.36 1.48 

Smart 
Global 

Holdings 
Inc. 

28.13 12.83 31.4 21.73 1.92 
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compared to competitors is that it has a very low P/E ratio. This is a strong indicator that the stock is 
currently undervalued. 

Risk Factors 
Revenue concentration: 

Micron Technology has very concentrated streams of revenue. About half of all their revenue comes 
from ten of their main customers. This raises concerns about the large amount of buyer power that 
these customers have. The inability to meet the needs of these customers more effectively that 
competitors or a change in the product mix of these customers could lead to a major loss to Microns 
Technology’s revenue stream.  
 

Trade Regulation: 
Trade regulations has had and will continue to have a negative effect on Micron Technology. The 
restriction that is particularly worrisome is the Huawei has been added to the BIS entity list. On May 
Micron suspended shipment of all product to review their products and determine which products are 
subject to the regulations of this restriction. Shipping of products that are not subject to the Export 
Administration Regulations was resumed in the fourth quarter of 2019. Huawei has accounted for 12% 
of sales revenue in 2019 and further regulation on trade with this company could substantially impact 
Micron Technologies.  
 
Tariffs also have a large impact on the expenses for Micron. 89% of revenue comes from products that 
are shipped to locations outside of the U.S. as well as many suppliers. Any changes in the current tariffs 
and taxes being levied could have a material effect on revenue and expenses. This is a risk everyone in 
the market of imports or exports is faced with and thusly we believe will come to a quick end.  
 

Price Volatility:  
The selling price of semiconductor memory and storage products can change drastically over short 
periods of time. The table below shows the year over year percent change in the average selling price of 
these products. As you can see the selling price of their product has dropped dramatically over the last 
few years, there has been talk of the market bottoming out at current prices. In 2019 the prices of their 
products have begun to stabilize and is expected to bounce back in the upcoming years. 

 


