
 
 
Investment Summary 
 
Sony $SNE (ADS) 
 
Country: Japan 
Sector: Technology 
Industry: Technology Hardware, Storage & Peripherals 
Market Cap: $88.7 Billion 
Stock Price: $70.39 
52 Week Range: $50.94 - $73.86 
Year Foundation: 1946 
EPS (TTM): $4.76 
PE Ratio (TTM): 14.80 
 
Business Description and Investment Thesis 
 
Sony is the 11th largest company by market cap in Japan. It is a diversified conglomerate with 
businesses in the gaming, consumer electronics, semiconductor, entertainment and financial 
industries.  
 
The most successful product of Sony is in its Game and Network Services segment (G&NS), 
namely, the PlayStation, which is the best selling console in the world. Sony also owns one of 
the largest video gaming publishing businesses in the world. In its Electronic Products and 
Solutions (EP&S) segment, Sony makes mostly TVs, smartphones and cameras. Sony also 
operates an Imaging and Sensing Solutions (I&SS) business where it makes sensors, mostly 
used in smartphones. Sony is the largest Music Entertainment business in the world through 
Sony Music. Through Sony Entertainment, Sony operates one of the leading film producing 
companies in the world. The Financial services segment of Sony includes Sony Bank and 
insurance company, Sony Life. 
 
In FY 2020 (ending in March 2020), Sony's most prolific segment was EP&S, where it generated 
24.1% of its sales. 23.9% of sales were from G&NS with 13.6 million PlayStation 4 (PS4) sold 
worldwide. Most of the sales of Sony are in the United States (30%), followed by Japan (22.5%) 
and China (10%). 



 
The main competitors of Sony in the gaming business includes console manufacturers Microsoft 
and Nintendo as well as gaming publishers such as Tencent Games and Activision Blizzard. In 
the EP&S business, the main competitors include Samsung, Apple, TCL, LG Electronics. As a 
Music Publishing company, Sony has to compete with Universal Music Group and Warner 
Music Group. Sony Entertainment competed with The Walt Disney Company and Universal 
Pictures. Most of the Financial Services of Sony are in Japan and consequently, it competes 
with Mitsubishi UFJ Financial Group and Mizuho Financial Group. 
In the past, the main focus of Sony was in the EP&S business which accounted for 46% of the 
total revenues in 2013. Today, this segment accounts for only 24% of sales. Sony failed to 
compete with Apple and Samsung in the smartphone market and with other competitors in the 
TV and camera businesses. In 2020, Sony sold 9.3 million TVs, 2.9 million digital cameras and 
3.2 million smartphones compared to 22.4 million, 24 million and 12.5 million respectively in 
2010. The Music and Pictures businesses have been growing at reasonable rates of about 2% 
annually. As for the financial services business, sales have been growing in recent years but 
with the negative interest rates environment in Japan, margins went down and consequently 
profits. Most of the growth of Sony in recent years has been in the gaming business, not only 
from the consoles but also from the video game software. The I&SS is the fastest growing 
segment and according to the CEO, Kenichiro Yoshida, the company aims at engaging 80% of 
capital expenditures in this segment over the coming three years. 
 

 
 
 
In November 2020, Sony is launching its new console, the PlayStation 5 (PS5). The last console 
was launched in 2013. Sales went down last year as gamers expected the new console. In 
2013, sales increased by only 5% in this segment. The peak sales of PS4 was only reached in 
2016. According to the CEO in the last conference call, sales of the gaming business is up also 
because of Covid-19 as many people spend more time playing video games. 
 
The pandemic has also affected other businesses but in a negative way with the most affected 
business, being EP&S with disruption in the supply chain. The Music and Pictures businesses 
have also been affected as less music and movies will be produced this year and most cinemas 



are closed all around the world. The CEO sees at least a 30% drop in operating income for the 
FY 2021. 
 
Another risk with the business is its dependence on the actions of the Bank of Japan, which is 
now buying equity through ETFs. The Balance sheet of the BOJ is now larger than the 
Japanese GDP and has a major impact on stock prices in Japan. Since Sony is also a bank and 
an insurance company, the low yield (and negative yield) environment can be detrimental to 
them. 
 
The main thesis for a possible investment in Sony is that the PS5 is going to be a success and 
Sony will keep improving its efficiency. Esport is also gaining popularity. At the same time, Sony 
will move away from the EP&S business and focus on the more lucrative I&SS.  
 
Financial Analysis 
 
Since Sony is a Japanese net exporter, currency fluctuations affect the business. For example, 
in 2020, Sony recorded a drop of 4.7% in revenues compared to 2019 in Japanese Yen. This 
translated to a drop of only 1.6% in US Dollars. In this analysis, we are using US Dollars since 
we are looking at the ADS being traded on the NYSE.  
 
Sony has considerably improved its performance over the past years. Sony lost money from 
2009 till 2015 (except 2013). Only since 2016, the company is profitable again and since then, 
has been improving its margins. In the TTM, the operating margin is 10.1% with a profit margin 
of 7.05%. The highest operating margin was in the I&SS business at 22.0% (compared to 
16.2% in 2019 and 11.4% in 2018). The G&NS segment had an operating margin of 12.0%. In 
this segment too margins have been improving in recent years as Sony focuses less on 
hardware and more on software. The Music and Pictures had operating margins of 16.7% and 
6.7% respectively. As for the Financial Services, margins have been falling and they are still 
better than Mitsubishi and Mizuho. The ROA and ROE were also better than the competition at 
0.7% and 6.5% respectively. 
 
As far as the balance sheet is concerned, Sony has $213 billion in assets including $53 billion in 
current assets ($14.0 billion in cash and cash equivalents) and $17.2 billion in marketable 
securities. The liabilities of Sony amount to $169 billion including $57.7 billion in current 
liabilities with a total long-term debt of $13.7 billion. For this FY, Sony has $17.6 billion in 
contractual obligations. Most of the contractual obligations of Sony are linked to its insurance 
business, Sony Life with the majority due only after 2025.  
 
The revenues last year were $76.2 billion with $7.67 billion in operating income and $8.37 billion 
in free cash flow. Over the past 8 years, revenues went down by 7% while operating income is 
up by 86%.  
 



Sony has been increasing dividends since 2015 with a yield of 0.89% and a payout ratio of 
8.5%. Sony recently started a buyback program but over the long-term, the number of shares 
have been increasing gradually at about 2% per year as the company uses its shares for 
acquisitions.  
 

 
 
Sony has slightly underperformed the Vanguard Technology ETF while outperforming the 
Japanese ETF over the psat 8 years. The stock price of Sony has shown high correlation with 
the operating income of the company of the past years.  
 
Valuation  
 
We will need to look at the bear, base and bull cases for each business segment and calculate 
the bear, base and bear cases for the whole company. We are going to estimate the Operating 
EPS in 5 years. 
 
The gaming business will be negligibly impacted by pandemic over the long-term. Let’s assume 
a growth rate of 15% for the first three years as the bull case and 10% for the bear case. Growth 
for the next 2 years will be 10% in both cases. We keep an operating profit margin of 12% 
throughout.  
 
Pictures will be affected this year with a fall in revenues and operating income of 30% in the bull 
case and 50% in the bear case. The bear recovery will only start in the FY 2023 and will grow 
by 2% annually. The bull case is recovery in FY 2022 with 2% growth annually. We can expect 
a similar scenario with Music and Financials.  
 
EP&S will keep declining. This year, they are going to lose money in this segment and are 
unlikely to reach profitability again anytime soon. In the bull case, for FY 2025, we can expect 
$500 million in operating income and in the bear case $0.  
 
I&SS will keep growing at a fast rate but because of saturation of the smartphone market, the 
demand may not be as big as in the past and this is a very competitive space. We can estimate 
in the bear case a 20% growth in operating income and in the bull case a 30% growth.  



 
In the bull case, we have a total operating income of $15.3 billion in 2025 while in the bear case, 
$11.7 billion with the base case as a mean. 
 
With 1.22 billion shares outstanding, this is equivalent to Operating EPS of $9.59 for the bear 
case, $11.07 for the base case and $12.54 for the bull case. 
 
Because of the correlation between stock price and operating income, we are going to use 
operating PE to value the company. The current Operating PE is 11.6. Over the past 5 years, 
operating PE of Sony ranged from 7.5 to 15. Looking at the operating PE of competitors is a 
little tricky because of the diversification of the business. The average operating PE of the 
following companies, Microsoft, Apple, Samsung, Activision and Disney is 28.2, with the 
operating PE of the S&P 500 at 20.6.  
 
We will look at the following multiples: X7, X10, X15, X20 and X25. 
 

 
 
The expected CAGR is 13.0% with the bull case at 34.8% and the bear case at -0.94%. 
 
Conclusion 
 
Sony is a fairly priced company compared to its competitors. The company is changing at a fast 
rate with now a focus on gaming and sensors. With 80% of the capital expenditures on sensors 
for the coming 3 years, this is a gamble. But as far the financial services, Pictures and Music 
businesses are here to provide the cash flow, it can be worth it. The EP&S is a drag on future 
successes of the company.  
 
The most certain growth can be expected in the gaming business with the new PS5 as a very 
important catalyst. The company is improving its margins as it no longer relies solely on 
hardware.  
 
A large margin of safety is required for this investment because of currency fluctuations and the 
impact of the BOJ’s actions on the business and stock price. Covid-19 is also an issue we need 
to consider and which will impact the Music and Pictures business. 
 



Research 
 
This is an important year for Japanese tech giant Sony as the new PlayStation is being 
launched in November. The last PlayStation was launched in 2013 and we can see an increase 
in sales by more than 5% in 2014 but the company recorded a loss on the bottom line. In this 
analysis, we will need to find out why this was the case.  
 

 
 
Another important thing to note is that the revenues of Sony peaked in 2011 and as for the stock 
price, it peaked in 2000 during the dotcom bubble. 
 



 
 
Sony is the 11th largest company in Japan 
 

 
 
With a rather low correlation with the rest of the Japanese market.  
 



The current PE ratio in Japan is 18.9 with a CAPE ratio of 19.1. Sony has a lower than average 
PE ratio of 15.9 but a higher CAPE ratio of 95 since the company lost money in the last ten 
years.  
 
Let’s have a look at the last ​20-F filing​ of Sony.  
 

 
 
Before we go any further in this analysis, we will need to address the Japanese Yen - USD 
exchange rate.  
 

https://www.sony.net/SonyInfo/IR/library/FY2019_20F_PDF.pdf


 
 
In general, the Japanese Yen strengthened in relation to the USD in the last 30 years but since 
2012, there has been a decline of about 30%. As we know, Japan had zero interest rates for 
years and the Bank of Japan has been printing a lot of money in recent years. The devaluation 
of the Yen is set to continue.  
 
This is important because sales in JPY increased by 1.9% in the last 5 years but by 6.9% in 
USD.  
 
Sony has a primary listing in Tokyo and, therefore, this will have an effect on the stock price as 
well.  
 
Effects of Covid-19 on business: 
- Supply Chain affected for Gaming  
- Music segment affected with lockdown  
- Box office segment affected  
 
Today, Sony is a conglomerate with the following segments: 

1. Game and Network Services (G&NS) 
2. Music 
3. Pictures  
4. Electronic Products and Solutions (EP&S) 
5. Imaging and Sensing Solutions (I&SS) 
6. Financial Services  



 
 
In 2020, 30% of sales were in Japan with the US being the second largest market with 22.5% of 
sales. In the last three years, only China has shown an increase in sales and today, China 
accounts for only 10% of the total sales.  
 
Let’s have a look at the performance of each of the business segments: 
 

 
 
G&NS accounted for 12.2% of the total sales which has been in decline compared to 2019. We 
can see a massive fall in the number of PS4 sold as it is expected with the new consoles only 
coming this November.  
 
This segment had an operating profit margin of 12%. 
 



We need to have a look at the performance of this segment in 2014, when the PS4 was 
launched.  
 

 
In 2015, this segment was already profitable  
 

 
 
 
 
Sales of PS4 peaked in 2016 



 
This segment has been very important for the growth of the company but it was mostly because 
of the gains from sales of video games rather than the hardware from 2017 onwards. Last year 
was not good for this segment since gamers are now awaiting the new PlayStation.  
 
Let’s look at the Music segment  
 

 
 
This segment is growing at a slower rate than the Gaming segment but it has shown some good 
margins in recent years with an operating profit margin of 17% last year. The operating income 
for 2020 was lower than that of 2019 because of accounting rules. Actually, it was the 2019 
operating income which was unusually high because of an acquisition.  
 



 
 
The music segment will be affected by the pandemic as it will be harder for artists to record new 
music.  
 
Let’s look at the Pictures segment next  
 

 
 
This segment is a direct competitor to Disney and now to Netflix. Growth has been slow in the 
past years and they have low margins. This segment will be affected by the pandemic as movie 
theatres are closed and the production of new movies have halted.  
 
Unfortunately, it has been hard for Sony to compete with Disney and it is getting even harder.  
 
The next segment is EP&S 
 



 
This segment has been in decline over the past years with increasing competition. In the past, it 
used to be 3 separate segments but they were later merged as the numbers were not looking 
good at all. We can already see the sharp decline in TV and other devices sales from 2019 to 
2020. 
 
The following ​charts​ show the decline of this segment  
 

 

https://sonyreconsidered.com/detailed-sony-q2-2019-earnings-breakdown-397b2e88dc46


 

 

 
 



As far as the financials of this segment is considered, things are not looking good. The revenues 
and profits are both in decline.  
 
This is also a segment with low profit margins at about 4%. 
 

 
 
The I&SS segment is also growing and has the highest profit margin at more than 20%. 
 
Sony also gives us some information about the origin of their products and where these 
products are sold.  
 

 



Since most of their products are made in Japan and then exported overseas, a weak Japanese 
Yen will be a good thing for them.  
 
Finally, let’s look at the financial services segment  
 

 
 
Sony operates insurance and banking businesses.  
 
The operating margin of the combined businesses are nearly 10% and these businesses are 
growing in recent years but with lower profits.  
 
The banking and insurance industry is ricky in Japan with the negative rate policy of the BOJ.  
 

 



 
 

 



 
With or without the financial services segment, the performance of Sony in 2020 was worse 
than in 2019 
 
Let’s summarize the results of all the business segments over the past 8 years  
 

 
 

 
 

 
 



 

 
 
We can see a rise in the revenues of the financial services sector but with lower profit margins 
and consequently profits. We can blame the policies of the BOJ on that. The revenues of this 
segment grew by 1.8% per year.  
 



EP&S used to be the largest segment by revenues but has been in decline lately.  
 
Music and Pictures are slightly growing.  
 
Sony is deriving a large part of their profits from I&SS.  
 
The most prolific segment is of course, the gaming one with a rapid increase both in revenues 
and operating income in recent years.  
 

 
 
Overall, the revenues of the company has been fairly constant over the past years with an 
increase in operating income. 
 



 
 
There is a clear correlation between the operating income of the company and the stock price.  
 
Therefore, the operating PE ratio is a very important valuation metric that we are going to use. 
 

 
 



Let’s have a look at the balance sheet. We need to look at the financial services segment and 
the non-financial segments separately.  
 

 
 



 
 
The financial services segment has a good cash and marketable securities position to repay its 
long-term debts. The ROA is 0.7% while the ROE is 6.5% 
 
 



 
 
This is much better than the average Japanese bank.  
 
As far as the non-financial segments are concerned, Sony has a good balance sheet with 
enough cash to repay all their debts. 
 

 



 

 

 



 
 
The debts are spaced out over the long-term and they have enough cash to repay most of their 
contractual obligations for the year.  
 
Finally, let’s look at the cash flow  
 



 
 

 
 



 
 
Despite the volatile years for Sony from 2011 to 2015, the company was able to generate 
positive free cash flows.  
 
We can see that Sony is also a dividend payer.  

 
 



Although they have been increasing their dividends in recent years, the yield is still low. Sony 
increased its dividend by about 20% per year for the last 5 years. With a low payout ratio, it is 
possible for them to keep increasing these dividends in the coming years.  
 

 
 
Although, in recent years, the number of shares have been falling but over the long-term, it has 
been increasing but at less than 2% annually.  
 
Let’s now have a look at the trends in the business of Sony.  
 

 
 



The Gaming business has been the most important segment in recent years and this year with 
the launch of the PS5, it will be more important than ever. 
 

 
 
We cannot expect any big revolutions with the Music business but it will provide stability to the 
more chaotic Gaming business. 
 

 
The same thing can be said about Pictures. Pictures will be affected by Covid-19 like we said 
earlier.  
 

 



 
This segment is in decline and is a drag to the overall performance of Sony. 
 

 
 
This segment could be very important for the future growth of Sony 
 

 
Financial Services just like Music and Pictures are important backbones to the consolidated 
business. 
 
Let’s have a look at what the management had to say in the last conference call 
 

 



The CEO sees a positive impact of the pandemic on the Gaming business 
 

 
 
The most impacted segment is also the worst performing one. 
 

 
The company is focusing more on sensors 
 



 
 
With 80% of cumulative Capital expenditure dedicated to this segment in the coming 3 years.  
 

 
 
The company expects a drop of at least 30% in operating income this year.  
 
 
Like we said, the best way to value this company and to consider it as an investment is based 
on operating profits.  
 
We’re going to have another look at the charts that I previously prepared and make future 
estimates for each segment. 
 



 

 
 

 
 

 



 
 
The Gaming business will certainly have higher revenues than last year. In the bull case, they 
will have $25 billion in sales this year while in the bear case, I’m looking at $20 billion. We keep 
a profit margin of 12%. Therefore, we can expect between $2.4 to $3 billion in operating profits. 
Next year, sales are going to accelerate. Let’s assume a growth rate of 15% for the first three 
years as the bull case and 10% for the bear case. Growth for the next 2 years will be 10% in 
both cases.  
 
Pictures will be affected this year with a fall in revenues and operating income of 30% in the bull 
case and 50% in the bear case. The bear recovery will only start in the FY 2023 and will grow 
by 2% annually. The bull case is recovery in FY 2022 with 2% growth annually. We can expect 
a similar scenario with Music and Financials.  
 
EP&S will keep declining. This year, they are going to lose money in this segment and are 
unlikely to reach profitability again anytime soon. In the bull case, for FY 2025, we can expect 
$500 million in operating income and in the bear case $0.  
 
I&SS will keep growing at a fast rate but because of saturation of the smartphone market, the 
demand may not be as big as in the past and this is a very competitive space. We can estimate 
in the bear case a 20% growth in operating income and in the bull case a 30% growth.  
 
In the bull case, we have a total operating income of $15.3 billion in 2025 while in the bear case, 
$11.7 billion.  
 



With 1.22 billion shares outstanding, this is equivalent to Operating EPS of $9.59 for the bear 
case and $12.54 for the bull case. 
 
Now, let’s talk about operating PE multiples.  
 
It is a little difficult to compare Sony with industry averages since they span throughout different 
industries.  
 

 
 
But as far as historical data are concerned, Operating PE ranged from 7.5 to 15.  
 
In our Bull case, we will use an operating PE of 25, in our base cases 10 , 15 and 20 and in our 
bear case 7.  
 

 
 
The expected return is only 13%. This is not enough for me to consider making an investment.  



 
The main issue I have with this company is that if a crash happens, it will crash and then, we will 
be able to buy it at a cheaper price.  
 

 
 
For the time being, it is better to skip on this company.  
 
 
 
 
 
 
 

2nd of July 2020 


