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TITAN CAPITAL MANAGEMENT RESEARCH REPORT: PRESIDENT’S SCHOLARS PORTFOLIO 

Analyst(s): Margaret Truong         Date: October 29th, 2022 

COMPANY/TICKER: SALESFORCE INC. (CRM) 

EXECUTIVE SUMMARY 

The President’s Scholars portfolio management team recommends a SELL of our 3% position in Salesforce 
(CRM) due to the volatility in EBIT margin, ROIC, and EPS which makes earnings fail to keep up with the stock 
price. Salesforce's stock has captured investor confidence through metrics such as increasing revenue, non-GAAP 
operating margin, and competitive advantages, which the company actively uses for marketing at its annual 
events. Unfortunately, those numbers do not reflect the reality of the financial situation: EPS margin drop ped 
from 4.18% in 2019 to 0.26% in 2022, compressing EPS to nearly $0; ROIC fell to 2.43% in 2022 from 9.42% in 
2021, while WACC rose from 7.6% to 8.3% in 2022. In terms of financial stability, we believe the company is 
unlikely to justify its stock price in the intermediate future. In addition, Salesforce’s lack of dividend yield does not 
align with President's Scholars' goal of generating income to fund one or more scholarships each year.  
To summarize, our SELL rating is based on: 

1. EBIT margin persistently low since the company spends significantly on marketing and sales products 
2. ROIC fluctuates while WACC increases, diminishing the company's value over time  
3. EPS has not kept up with the rise in stock price, and the lack of dividend yield is undesirable 

Key uncertainties: It is possible that Salesforce will acquire successful companies in the future, which could 
increase earnings so that they are on par with the company's share price. Alternatively, the company may slow 
down its acquisition pace in order to reduce its capital investment. We doubt this will happen, however, since the 
CEO stated on Investor Day in 2022 that they would "always buy companies".  
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COMPANY OVERVIEW 

Salesforce Inc. (CRM) was founded in February 1999 and is headquartered in San 

Francisco, CA. It is the biggest cloud-based software company in America, 

remaining the No.1 CRM software with a market share of  23.9% for years. The 

company’s customers are diverse, from small local businesses to  large corporate 

from every industry. Salesforce Inc. designs and develops cloud-based enterprise 

software for customer relationship management. It offers 14 products 

independently, from customer service and support to data analytics. These 

products generate over 92% of the company’s revenue through subscriptions, and 

the remaining income stream comes from professional services such as 

consultancy, implementation, and training. To consolidate its position in the 

technology services industry, Salesforces has acquired many private and public 

companies throughout its history.  

COMPANY FINANCIA  L ANALYSIS 

 PROFITABILITY                         

Despite the strongest 3-year Sales Growth in the peer group, Salesforce ranked last among competitors in terms 

of EBIT margin and ROIC:  

• Salesforce’s EBIT margin of 21.39% is below the average of 34.81%. Salesforce has a history of spending nearly 
50% of its revenue on marketing and sales expenses. This remains true today – 43% in Q1 2022 and 44% in Q2 
2022. It is expected that the company will continue to spend heavily on marketing in the future in order to stay 
competitive in the marketplace. Consequently, EBIT margins will remain low, and EBIT will continue to shrink  

• Salesforce's ROIC of 0.76% is significantly below the average of 11.59%, even below Oracle - the third-largest 
software company. In order to maintain its competitive advantage, the company engages in M&A. It is critical 
to note that Salesforce is aggressively buying companies at prices that are higher than they are worth, which 
will increase the amount of investment capital required. A few of them are Slack Inc., Tableau, MuleSoft, Click, 
and Demandware. The increase in total investment capital will shrink the ROIC, along with the compression of 
EBIT. In fact, the company's ROIC has fluctuated in the past following acquisitions – see charts on the next page. 
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If management continues to practice their strategy of buying companies in order to remain competitive in the 

market, as noted by Salesforce's CEO Marc Benioff stating he "will always buy companies", the TCM President’s 

Scholars team will continue to be concerned about the financial stability of the company not justifying the market’s 

high valuation of the stock. 
 

DISCOUNTED CASHFLOW SUMMARY 

Our DCF model gives Salesforce a weighted average fair value estimate of $143.81, implying a 12% downside 

versus the current price of $163.02. The multiples valuation is more optimistic at a price target of $169.63, 

indicating Salesforce stock is fairly valued. 

After analyzing these different scenarios, we conclude the stock is fairly valued at best. That being said, the 

volatility of profit margins, persistently high P/E ratio, and lack of dividend yield do not align with the portfolio's 

objective of moderate portfolio volatility and income generation. 
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Base case 

Our revenue forecast incorporates the company's unique products and its diversification of products which create 

competitive advantages. We forecast Revenue to grow to 23% in 2025, but then to decline at a constant rate to 

20% in 2027 as the company reaches maturity. With the consolidation of M&A activities as the company moves into 

a new phase of its business cycle, EBIT margin will gradually decrease from 2% to 1.5%. 

 

Optimistic Case 

Based on our optimistic scenario, revenue growth 

will be significant as 1) the company acquires high-

quality companies, which could lead it to try out 

novel industries to differentiate itself from its 

competitors; and 2) the company creates 

improved products. As a result of the positive 

experience its customers have had with its 

products, our optimistic forecast expects EBIT margins to improve. However, even in the case that the company 

makes many successful M&As, earnings cannot catch up with the share price in the near term.  

 

Pessimistic case  

In our pessimistic scenario, revenue slowly declines over the years due to 1) new and better products being 

offered by competitors; 2) consumers’ expectations changing, making CRM’s products outdated; 3) more 

affordable similar products available in the market. In this scenario, we forecast revenue growth to gradually 

decline below the industry average. Furthermore, the company's EBIT margins will fall even further as a result of 

1) riskier M&As, since the company will be more aggressive when its position is threatened; and 2) higher 

execution risk after risky M&As. 

PORTFOLIO IMPACT AND SUMMARY 

The President’s Scholars team recommends a SELL of our 3% position in Salesforce (CRM) due to the volatility in 
EBIT margin, ROIC, and EPS which makes earnings fail to keep up with the stock price. Our weighted average 
price target of $143 indicates a 12% downside for the stock price, and the lack of dividend yie ld is undesirable 
given the objective to generate sufficient income to fund at least one scholarship each year.  

In addition, Salesforce’s P/E of nearly 300 times is a significant contributor to the overly high P/E of the portfolio. 
The portfolio’s weighted average price earnings ratio is nearly twice that of the Russell 1000 index, putting the 
portfolio out of compliance with the IPS.   

 

Salesforce’s high price/earnings ratio and unpredictable profit margin and return on invested capital are a poor fit 
for the President’s Scholars objective of below market volatility  and income generation. Funds from the sale 
would be used to purchase stock of a company with more consistent profit margins , a stable or growing dividend, 
and more attractive valuation. 

 

Weighted Average 

Stock Statistics as of
Beta

Price / 

Earnings

September 30, 2022

TCM Pres. Scholars 0.98 35.72

Russell 1000 Index 1.00 18.60
Difference: -0.02 17.12

Dividend yield: 2.06% 1.81%
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APPENDIX 

Details of DCF Model 

 

Valuation Summary 

 

 

 

 

  

Pessimistic Base Case Optimistic 

Total Present Value of Cash Flows $91,893 $138,447 $216,112

Net Debt $3,829 $3,829 $3,829 FactSet Analyst Average

Equity Value $88,064 $134,618 $212,283 $215.44

Number of Shares Outstanding 974 974 974 Overweight/Buy Avg. Analyst Target Price

-32% Average Analyst Rating

Estimated Stock Value $90.42 $138.21 $217.95 Undervalued

Current Market Price $163.02 $163.02 $163.02

Overvaluation (+), Undervaluation (-) 45% 15% -34% $143.81

Overvalued Overvalued Undervalued $163.02 Wtd. Scenario Valuation

Probability of scenario: 30% 45% 25% 12%

Overvalued

Price Range between Pessimistic and Optimistic DCF Scenarios Price Range between Wtd. Avg. Multiples and DCF

$90.42 to $217.95 $169.63 to $143.81

Multiples Valuation Estimates ==> Earnings 

Estimate (NTM)

P/E 

Multiplier

P/B 

Multiplier

EV/Sales 

Multiplier

EV/ EBITDA 

Multiplier

FCF Yield 

Multiplier

Wtd. 

Multiples 

Valuation Over/Under Valuation

$11 $130 $1,405 $169 $301 $250 $169.63 -4%

0.0 1.0 0.0 1.0 0.0 0.5 <= weight Fair Value
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