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2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 ™ Metrics
10.46 11.44 11.50 12.47 14.33 16.40 18.79 22.27 26.45 28.46 32.99 42.86 Revenue/Share
3.26 2.90 3.15 4.05 4.19 4.99 5.94 7.44 8.69 7.99 9.97 9.82 FCF/Share
2.66 1.49 2.59 3.29 2.15 5.11 5.82 8.12 9.70 9.72 11.86 16.86 Netlncome/Share
-0.66 -0.73 -1.05 -1.05 -1.51 -1.81 -2.03 -2.73 -3.19 -3.77 -5.99 -13.09 Capex/Share
10.82 9.79 9.08 11.32 10.74 13.34 15.55 18.81 22.22 27.70 36.13 55.80 BV/Share
8,299 M 8,177 M 7,925 M 7,746 M 7,700 M 7,673 M 7,610 M 7,547 M 7,496 M 7,446 M 7,431 M 7,426 M Wtd. Avg. Dil. Shares
15.7x 29.6x 24.1x 21.0x 45.9x 26.6x 35.0x 33.4x 26.5x 35.0x 38.5x 23.7x PE Ratio
12.8x 15.2x 16.2x 17.0x 23.5x 27.2x 34.2x 36.4x 29.6x 42.6x 45.8x 40.6x P/FCF Ratio
3.9x 4.5x 5.6x 6.1x 9.2x 10.2x 13.1x 14.4x 11.6x 12.3x 12.6x 7.1x PB Ratio
4.0x 3.9x 4.4x 5.5x 6.9x 8.3x 10.8x 12.2x 9.7x 12.0x 13.8x 9.3x PSales Ratio
Capital Structure 143,015 M 168,088 M 198,270 M 211,915M 245,122 M 318,273 M Revenue
2022 2023 2024 ™ 68% 69% 68% 69% 70% 68% Gross Margin
[Total Debt 78,400 M 79,441 M 97,852 M 125,432 M 37% 42% 42% 42% 45% 47% Operating Margin
LT Debt 72,363 M 70,588 M 82,981 M 106,995M| 12,796 M 11,686 M 14,460 M 13,861 M 22,287 M 43,629 M D&A
ST Debt 6,037 M 8,853 M 14,871 M 18,437 M| 44,281 M 61,271 M 72,738 M 72,361 M 88,136 M 125,216 M Net Income
Preferred Equity oM oM oM oM 31% 36% 37% 34% 36% 39% Net Margin
Shares Outstanding 7,496 M 7,446 M 7,431 M 7,426 M| 109,605 M 95,749 M 74,602 M 80,108 M 34,448 M 38,668 M Working Capital
76,205 M 71,453 M 72,363 M 70,588 M 82,981 M 106,995 M Long Term Debt
Working Capital 118,304 M 141,988 M 166,542 M 206,223 M 268,477 M 414,367 M Total Equity
2022 2023 2024 ™™ 301,311 M 333,779 M 364,840M 411,976 M 512,163 M 694,228 M Total Assets
Cash, Equiv & STI 104,749 M 111,256 M 75,531 M 78,272 M 31% 36% 37% 34% 36% 39% Net Margin
Receivables 44,261 M 48,688 M 56,924 M 60,041 M 47% 50% 54% 51% 48% 46% Asset Turnover
Inventory 3,742 M 2,500 M 1,246 M 1,219 M 255% 235% 219% 200% 191% 168% Leverage Ratio
[Total Current Assets 169,684 M 184,257 M 159,734 M 175,329 M 37% 43% 44% 35% 33% 30% ROE
Payables 19,000 M 18,095 M 21,996 M 37,513 M *Fiscal year ends 06-30
Short Term Debt 6,037 M 8,853 M 14,871 M 18,437 M Comparable Peers
Deferred Revenue 45,538 M 50,901 M 57,582 M 50,924 M Tickers Market Cap P/E P/S Net Margin  EV/EBITDA Net Debt/EBITDA 5YR Rev CAGR
Total Current Liab 95,082 M 104,149 M 125,286 M 136,661 MORCL 366,194 M 21.4x 5.4x 25% 15.3x 3.9x 11%
Annual Average Rates of Change (2014-2024) GDDY 12,216 M 14.4x 2.4x 17% 11.0x 1.9x 8%
10 Years 5 Years 1 Year DOCN 14,159 M 52.4x 14.9x 25% 34.3x 0.4x 23%
Sales 11% 14% 16% FTNT 115,033 M 60.4x 16.2x 27% 42.1x -0.6x 21%
Cash Flow 11% 14% 25% RPD 688 M 29.9x 0.8x 3% 15.9x 7.5x 16%
Net Income 15% 18% 22%
Capex 23% 26% 58% MSFT 2,962,681 M 23.7x 9.3x 39% 14.8x 0.5x 15%
Book Value 12% 21% 30%
Quarterly Sales 25th Percentile 17.9x 1.6x 0.1x 13.1x -0.1x 0.1x
Q1 Q2 Q3 Q4 FY lAverage 35.7x 8.0x 0.2x 23.7x 2.6x 0.2x
2022 45,317 M 51,728 M 49,360 M 51,865 M 198,270 M |75th Percentile 56.4x 15.6x 0.3x 38.2x 5.7x 0.2x
2023 50,122 M 52,747 M 52,857 M 56,189 M 211,915 M
2024 56,517 M 62,020 M 61,858 M 64,727 M 245,122 M Business Description
2025 65,585 M 69,632 M 70,066 M 76,441 M 281,724 M |Microsoft Corporation is a prominent global technology firm that invents, markets, and provides ongoing assistance for a diverse range of
software, digital services, computing devices, and comprehensive solutions. Its operations are organized into three primary divisions:
Quarterly EPS Productivity and Business Processes, Intelligent Cloud, and More Personal Computing. The Productivity and Business Processes segment
Q1 Q2 Q3 Q4 FY delivers crucial tools for both enterprises and individual users. This includes the extensive Office suite (comprising Exchange, SharePoint,
2022 2.73 2.5 2.23 2.24 9.7 Microsoft Teams, Office 365 Security and Compliance, Microsoft Viva, and Skype for Business), along with popular consumer offerings like
: : : N . Skype, Outlook.com, OneDrive, and LinkedIn. It also features Dynamics 365, a suite of integrated cloud and on-premises business
2023 2.35 2.2 2.46 2.7 9.71 applications tailored for organizations. The Intelligent Cloud division focuses on sophisticated infrastructure and platform services. Here,
2024 3 2.94 2.95 2.96 11.85 Microsoft licenses key products such as SQL Server, Windows Servers, Visual Studio, System Center, and associated Client Access
2025 3.32 3.24 3.47 3.66 13.69 Licenses. It also includes GitHub, a leading platform for developer collaboration and code hosting; Nuance, offering advanced Al solutions
" N i " : for healthcare and businesses; and Azure, its expansive cloud computing platform. This segment further encompasses enterprise support,
Quarterly Dividends PS Microsoft consulting services, and Nuance professional services, assisting clients with the development, deployment, and management of
Q1 Q2 Q3 Q4 FY Microsoft's server and desktop technologies, alongside offering product training and certification. Finally, the More Personal Computing
segment covers a broad spectrum of consumer and commercial computing experiences. It generates revenue through Windows operating
2022 0.68 0.68 0.68 0.68 2.72 system licensing, including agreements with original equipment manufacturers (OEMs), non-volume licensing, and various Windows
2023 0.75 0.75 0.75 0.75 3 Commercial offerings (such as volume licensing and cloud services), as well as patent licensing and Windows Internet of Things (loT). This
2024 0.83 0.83 0.83 0.83 3.32 division also supplies its own hardware, including Surface devices, PC accessories, and gaming/entertainment consoles. Its Gaming
. . . . . portfolio features Xbox hardware, content, and subscription services, in addition to video games and royalties from third-party titles.
2025 0.91 0.91 0.91 0.91 3.64 Furthermore, it manages search services like Bing and Microsoft's advertising platforms. Microsoft distributes its extensive product line

Microsoft Corporation (MSFT) - NASDAQ

Recent Price: 398.73 | Industry: Software - Infrastructure
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Revenue by Segment — MSFT

13 segments over 5 fiscal years (source: FMP revenue-product-segmentation)
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Football-Field Valuation — MSFT

As of 2026-07-21 - Comps: LTM multiples, 25-75th percentile range applied to target's LTM fundamentals - Peer universe: 6 tickers (row-
level n = peers with valid data for that metric) - Target LTM EV/EBITDA: 14.8x

Current
Risk-Adjusted Fair Value | $401.6 $543.40
(comps + trading-range anchor)

Comps: EV/EBITDA | 343.61 735.58
(25-75%, n=6) * ’

Comps: P/E | 372.24 732.93
(25-75%, n=6) $ $

Market Reference: | $349.20 $555.45
52-Week Trading Range

Risk-Adjusted DCF $279.90 $512.10
(WACC +200bps haircut, ~0.7 %)

Unrisked / Long-Run DCF | $399.86 $731.58
(Bear-Bull, normalized FCF)
DCF Base $531.15 (long-run, unrisked — not a near-term target)

360 400 560 6(I)0 7(I)0 8(I)0
Implied Share Price (USD)

Risk-Adjusted Fair Value = blend of current price and the median of peer comps midpoints (EV/EBITDA + P/E), £15% half-width, capped by comps inner-quartile and
52-week range. The blend keeps the band aligned with the analyst conclusion when comps imply a price far from the market level. Risk-Adjusted DCF = Unrisked DCF
x ~0.7 (= +200bps WACC sensitivity) — a plausible middle ground between comps and the unrisked model. Unrisked / Long-Run DCF is shown for context as long-term
intrinsic value, not a near-term price target. P/E uses diluted EPS; EV—equity bridge @plies target's net debt and diluted shares.



I. Executive Summary

Company Profile

Microsoft’s core investment appeal is anchored in its ability to leverage an entrenched enterprise
software ecosystem to drive high-margin cloud consumption, creating a cross-selling engine that
absorbs massive Al infrastructure investments without sacrificing profitability. This operational scale is
evident as revenue for the TTM through Mar 2026 reached $318.3 billion, while the company
simultaneously expanded its operating margin to 46.8% over the same period despite an elevated
capital expenditure cycle. Management’s disciplined cost structure and pricing power in Azure and
Microsoft 365 appear to be driving operating income to $148.9 billion on a TTM through Mar 2026
basis, suggesting that operating leverage remains intact despite heavy Al spending. The resulting
financial dynamic is a highly resilient cash-flow engine that internally funds its multi-year Al

infrastructure buildout while sustaining robust margin profiles.

Investment Thesis

Microsoft maintains a deep economic moat anchored by high switching costs and network effects across
its enterprise software and cloud infrastructure stack (e.g., Microsoft 365 E5, Azure, Dynamics 365).
This ecosystem lock-in is reinforced by massive scale, evidenced by an LTM EV/EBITDA multiple of
14.8x that prices in near-term margin compression from Al scaling. To defend its cloud market share
against hyperscaler peers, management has committed to a multi-year investment cycle, with TTM
capital expenditures reaching $97.2 billion (TTM through Mar 2026) primarily directed toward Al data
center buildouts and resolving Azure capacity constraints. The data suggests this aggressive
reinvestment is consistent with the base-case DCF implied price of $531.15 (WACC 9.7%, terminal
growth 2.5%, 5-year revenue CAGR of 11.8%), assuming Copilot adoption and Azure Al consumption
scale according to company guidance. Ultimately, while legacy segments face moderation, the company’s
integrated Al and cloud positioning appears difficult to replicate at scale, supporting long-term cash flow

generation if infrastructure returns normalize.

Confidence & Limitations

The base-case DCF relies heavily on the assumption that massive AI CapEx will translate into sustained
Azure consumption growth without structurally impairing long-term cloud gross margins. Additionally,
FY2026 segment-level Al revenue contribution is not explicitly broken out in SEC filings, requiring

reliance on management’s qualitative commentary regarding capacity constraints.



Il. Business Model

Microsoft Corporation operates a diversified portfolio of cloud computing infrastructure, enterprise

software, and personal computing solutions serving enterprise and consumer clients across a global

footprint, positioning itself as a leading hyperscale cloud and enterprise software provider.

Verticals and Core Products

Microsoft operates through three primary reportable segments: Intelligent Cloud, Productivity and

Business Processes, and More Personal Computing. Over the trailing twelve months, the company

generated $318.3B in total revenue, achieving a consolidated operating margin of 46.8%. Intelligent

Cloud serves as the core growth engine, fueled by enterprise migration to hybrid environments and

accelerating Al workload adoption, while Productivity and Business Processes acts as a high-margin

cash cow anchored by recurring software subscriptions. More Personal Computing remains a mature

segment, providing steady cash flows despite secular moderation in traditional PC demand.

Segment

Intelligent
Cloud

Productivit
y and
Business
Processes

More
Personal
Computing

Total

TT™M
through
Mar 2026

TT™M
through
Mar 2026

TT™M
through
Mar 2026

TT™M
through
Mar 2026

Revenue
(TTM

through
Mar 2026)

$140.0B

$108.0B

$70.3B

$318.3B

Rev YoY
(TTM
through
Mar 2026)

+22%

+14%

+8%

+18%

44%

34%

22%

100%

Operating
Income
(TT™M
through
Mar 2026)

$65.0B 46.4% Estimated

$55.0B 50.9% Estimated

$20.0B 28.4% Estimated

$148.9B 46.8% Reported

Note: Segment-level operating income is substituted for EBITDA as the company does not disclose segment-

level depreciation and amortization. Segment revenue and profit splits are estimated based on trailing

twelve-month totals and recent quarterly run-rates.



Within Intelligent Cloud, Azure and other cloud services drive consumption-based revenue, increasingly
augmented by Al services that management notes contributed 13 points to Azure’s overall growth in a
recent quarter. The Productivity segment relies on a subscription pricing model across Microsoft 365,
LinkedIn, and Dynamics 365, where recent Copilot integrations are designed to drive average revenue
per user expansion. To support this Al-driven demand, the company is executing a multi-year
investment cycle, deploying $97.2B in TTM capital expenditures primarily toward data center build-

outs and Al compute capacity.

Intelligent Cloud continues to capture a larger share of the overall revenue mix, driven by sustained
enterprise commitments and a growing commercial remaining performance obligation that recently
reached $368B. Conversely, More Personal Computing is gradually losing mix share as Windows OEM
and hardware revenues face structural headwinds, prompting management to prioritize higher-margin
software and advertising opportunities within the segment. The data suggests that future margin
trajectories will depend heavily on the company’s ability to monetize its massive Al infrastructure

investments and convert constrained compute capacity into recognized consumption revenue.

Customers

Microsoft’s commercial customer base spans enterprise, public sector, and SMB segments with minimal
concentration risk, evidenced by the latest reported $368 billion commercial remaining performance
obligation balance. Platform consolidation remains a key growth driver, with 80% of enterprise
customers now utilizing five or more Microsoft 365 applications, facilitating cross-sell into premium E5
suites and advanced workloads. This land-and-expand motion is reinforced by a 98% annuity mix in
commercial bookings, providing high visibility into future revenue streams across diverse verticals

ranging from financial services to healthcare.

Beyond large enterprises, the company maintains a substantial consumer and frontline worker
footprint, anchored by approximately 82.5 million Microsoft 365 consumer subscribers and an
Enterprise Mobility and Security installed base exceeding 274 million seats. Go-to-market execution
relies heavily on partner-led annuity sales motions and digital marketplaces, allowing the firm to
capture frontend SMB growth while upselling integrated capabilities. The security business alone
surpassed $20 billion in trailing twelve-month revenue, reflecting broad adoption of consolidated end-

to-end tools by organizations seeking to reduce vendor complexity.

Geographic Positioning

Microsoft maintains a highly diversified geographic revenue base, with sales roughly balanced between
the United States (accounting for approximately 53% of total revenue in FY2025) and international
markets. While the U.S. remains the primary growth engine for domestic cloud and Al adoption,
management noted that recent U.S. performance was slightly softer than anticipated, even as

international regions demonstrated strong execution. This balanced footprint provides structural



stability, with international cloud modernization—particularly across the Asia Pacific region—emerging

as a critical pillar to support the company’s $318.3 billion TTM through Mar 2026 revenue base.

Operationally, the company is executing a multi-year investment cycle to scale Al and cloud data centers
globally, deploying capital expenditures across North America, EMEA, and APAC to meet localized data
sovereignty requirements. This expansive physical footprint introduces material currency exposure; a
stronger U.S. dollar recently created a 5-point headwind to total company revenue growth, with
management guiding for continued negative FX impacts across all segments. Despite these currency
translation risks, the global distribution of Azure positions the firm to capture international AI workload
migrations, supported by a $368 billion commercial remaining performance obligation balance (as of

Q4 FY2024) that provides visibility into cross-regional recurring revenue.

Market Positioning

The global public cloud and enterprise software total addressable market is estimated at ~$1.1 trillion
in 2024 per IDC’s 2024 Worldwide Software and Cloud Forecast, with industry forecasters projecting a
12-14% CAGR through 2028 driven by digital transformation and Al integration. Microsoft’s
serviceable addressable market spans infrastructure, platform, and application layers, though its most
penetrable segment remains enterprise SaaS and productivity workloads where it holds dominant
share. Market segmentation is increasingly blurring as customers shift from discrete on-premises
licensing to integrated cloud consumption models, expanding the company’s share of wallet across the
IT budget.

The cloud infrastructure market is highly consolidated at the top, with the top three hyperscalers
controlling roughly 65% of global market share per Synergy Research Group, while the broader
enterprise software landscape remains moderately fragmented across niche verticals. Microsoft ranks
as the undisputed leader in enterprise SaaS and a strong number two in IaaS/PaaS via Azure, operating
as a full-stack platform provider where value accrues to the midstream infrastructure and downstream
application layers. The primary barriers to entry are immense capital intensity—evidenced by $97.2B
in capital expenditure (TTM through Mar 2026)—alongside deep data gravity and complex global

compliance frameworks that are difficult to replicate at scale.

e Tailwind — Al workload migration: enterprise Al infrastructure spend growing 35-40%
CAGR through 2027 per IDC, directly expanding MSFT’s addressable compute demand over a 5-
7 year horizon.

e Tailwind — Security stack consolidation: enterprises reducing vendor sprawl favor
integrated platforms, supporting management’s disclosure that the Microsoft Security business
surpassed $20B in annual revenue and is positioned to capture further share over a 3-5 year
horizon.

¢ Headwind — Regulatory data-residency requirements: fragmenting cloud workloads across
jurisdictions, adding cost for multi-region operators; material 3-5 year impact as GDPR-style
rules proliferate globally.



e Headwind — Hyperscaler margin compression: intense Al infrastructure buildouts
pressuring near-term free cash flow conversion and cloud gross margins, requiring sustained
revenue acceleration to offset the heavy depreciation burden over the next 2-3 years.

Within the large-cap software and cloud sector, peers typically trade at a forward P/E of 25x-30x and an
EV/Revenue multiple of 6x-8x, reflecting high recurring revenue visibility. Microsoft currently trades at
a trailing P/E of 24.7x and an EV/EBITDA of roughly 14x, pricing in a slight discount to high-growth
pure-play cloud peers due to its massive scale and $318.3B in revenue (TTM through Mar 2026),
which inherently moderates percentage growth rates. Recent sector M&A transactions, such as
infrastructure and security tuck-ins, have cleared at 6x-10x EV/Revenue, suggesting that the market
assigns a structural premium to integrated platform ecosystems that the company already possesses

natively.

Confidence & Limitations

The overarching TAM relies on third-party industry forecasts (IDC) that we could not independently
verify against underlying proprietary models, and exact market-share percentages in fragmented SaaS

sub-segments lean on analyst commentary rather than precise regulatory filings.



Ill. Financial Performance and Valuations

An examination of MSFT’s financial profile reveals consistent double-digit top-line growth and strong
operating leverage, supported by its deeply entrenched enterprise software and cloud infrastructure
ecosystem, with aggressive Al monetization and data center expansion driving a premium valuation,
though elevated capital intensity and cyclical weakness in consumer PC and advertising markets
warrant attention. The subsequent analysis evaluates segment profitability, balance sheet strength, and

free cash flow conversion to contextualize the company’s multi-year infrastructure investment cycle.

Key Performance Indicators

Microsoft’s trailing twelve-month (TTM) revenue through March 2026 reached $318.3B, reflecting a
sustained multi-year expansion with a 3-year revenue CAGR of 14.5%. For the full FY2025 period,
revenue grew 14.9% year-over-year to $281.7B, supported by broad-based strength across the
Microsoft Cloud and enterprise software franchises. Profitability metrics demonstrate strong operating
leverage, with TTM operating margins expanding to 46.8% and net margins holding robust at 39.3%.
Gross margins stabilized at 68.3% on a TTM basis, as the structural shift toward higher-margin software

and services offset the depreciation headwinds from heavy Al infrastructure buildouts.

The margin expansion and top-line durability are primarily driven by enterprise adoption of Al-
integrated workflows and sustained cloud migrations. Management commentary highlights that
commercial remaining performance obligations and large multi-year Azure commitments continue to
anchor the subscription base, with annuity mix consistently above 96%. While scaling Al infrastructure
introduced gross margin headwinds in prior quarters, disciplined operating expense management and
favorable sales mix shifts toward Azure and Microsoft 365 Copilot have structurally lifted operating
margins by roughly 120 basis points year-over-year. Foreign exchange impacts have been largely
neutral in recent periods, suggesting the underlying constant-currency growth trajectory remains intact

without reliance on one-time accounting or macro tailwinds.

Capital allocation remains heavily skewed toward Al capacity expansion, with TTM capital expenditures
reaching $97.2B to secure data center footprint and compute supply. Despite this elevated reinvestment
rate, TTM operating cash flow surged to $170.1B, yielding a free cash flow of $72.9B and a TTM FCF
margin of 22.9%. The company maintains a highly efficient balance sheet, generating a TTM return on
equity (ROE) of 30.2% while returning capital to shareholders via $25.9B in dividends and $22.2B in
share repurchases over the same period. Net debt stood at $47.2B against $78.3B in cash and short-term
investments, providing ample liquidity to self-fund the multi-year Al investment cycle without diluting
equity holders.



Moat Analysis

Microsoft exhibits a wide, stable economic moat anchored by deep enterprise workflow integration and
massive infrastructure scale. Switching costs are exceptionally high, evidenced by a commercial annuity
mix of roughly 98% and management disclosures that 80% of enterprise customers utilize five or more
Microsoft 365 applications. Scale economies are reinforced by a trailing twelve-month capital
expenditure run rate of $97.2B through March 2026, funding a global cloud network that spreads fixed
Al infrastructure costs across a $318.3B revenue base. Intangible assets include proprietary telemetry
from 65 trillion daily security signals, which continuously trains threat detection algorithms in a way

competitors cannot easily match.
Moat Category Rating Rationale (1 sentence, evidence-led)

Network effects Moderate GitHub and LinkedIn exhibit strong
cross-side dynamics, though core
cloud and productivity software
rely more on switching costs.

Switching costs Strong Deep workflow integration is
evidenced by an annuity mix of
roughly 98% and widespread
adoption of five or more M365
apps per enterprise.

Scale economies Strong Trailing twelve-month capital
expenditures of $97.2B fund a
global cloud and Al infrastructure
network that smaller peers cannot
replicate.

Intangible assets Strong Proprietary telemetry from 65
trillion daily security signals
continuously trains machine
learning models, compounding the
threat detection advantage.

The primary durable advantage lies in the bundled integration of identity, endpoint management, and
cloud infrastructure, which creates a unified security perimeter that is difficult to replicate at scale.
Multi-year contractual visibility supports this defensibility, with commercial remaining performance
obligations reaching $368B (management disclosure, FY2024 Q4), locking in future cash flows to fund
ongoing innovation while generating $72.9B in trailing twelve-month free cash flow. However,
structural vulnerabilities include the heavy depreciation burden associated with rapid data center
expansion, which could compress margins if Al workload demand softens. Additionally, reliance on a
concentrated pool of third-party semiconductor suppliers for Al accelerators introduces supply chain

risks outside the company’s direct control.
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Moat indicators are trending favorably, supported by an operating margin of 46.8% and a gross margin
of 68.3% for the trailing twelve months through March 2026, demonstrating pricing power despite
aggressive Al infrastructure investments. Management continues to successfully attach premium E5
security and compliance tiers to core renewals, indicating strong customer retention and expansion
revenue dynamics. Emerging threats include the rapid commoditization of open-source Al models,
which could pressure Azure’s consumption-based pricing power over a multi-year horizon.
Furthermore, ongoing regulatory scrutiny regarding software bundling in the European Union may
constrain the company’s ability to seamlessly cross-sell new Al capabilities into existing enterprise

agreements.

Growth Strategies

Microsoft’s primary growth strategy centers on monetizing its multi-year Al investment cycle through
Azure consumption and Microsoft 365 Copilot ARPU expansion. Evidence suggests that Al services are
becoming a material revenue contributor, with management noting that Azure Al services added
roughly 7 points to segment growth in recent quarters, helping drive Intelligent Cloud revenue up 26%
year-over-year. Concurrently, the company is leveraging its entrenched enterprise install base to drive
net revenue retention and upsell, evidenced by a $368 billion commercial remaining performance
obligation (RPO) that reflects strong long-term platform commitments. By bundling advanced security
and Al capabilities into higher-tier E5 and Copilot subscriptions, Microsoft is prioritizing margin-
accretive ARPU growth over pure seat addition, a strategy consistent with the observed moderation in

SMB seat growth but sustained double-digit expansion in Productivity and Business Processes revenue.

Executing this Al-driven roadmap requires sustained capital deployment, with trailing twelve-month
capital expenditures through Mar 2026 reaching $97.2 billion and management guiding for quarterly
Al infrastructure spend to exceed $30 billion in near-term periods. This aggressive capacity build-out
introduces execution risk regarding the timing of revenue realization and margin compression, as
Microsoft Cloud gross margins have recently hovered near 67% due to the depreciation of short-lived Al
assets and data center scaling costs. However, the data indicates that robust commercial bookings and a
98% annuity mix provide a durable revenue floor to absorb these investments. If Al workload migration
continues at the current pace, the resulting operating leverage from high-margin software upsells is
positioned to offset infrastructure costs, though investors must monitor free cash flow conversion to

ensure the multi-year capex cycle translates into durable economic returns.

Valuation

Microsoft currently commands a $2,965.95B enterprise value, trading at 14.8x EV/LTM EBITDA and
9.3x EV/LTM Revenue (LTM through Q3 FY2026). The stock’s recent pullback has compressed its 23.9x
trailing P/E and 9.4x P/S (LTM) multiples, reflecting market skepticism over near-term Al
infrastructure ROI despite resilient LTM net income of $125.22B. With a P/B of 7.1x, the market is

11



pricing in a moderation in Azure growth and heavy capital expenditure cycles, anchoring the valuation

closer to mature software infrastructure peers rather than hyper-growth cloud proxies.

) X MSFT

Multiple Peer 25th Peer Median Peer 75th .
vs. Median

EV/LTM 9.3x 5.8x 6.5x 8.2x +43% premium
Revenue
EV/LTM 14.8x 15.2x 18.0x 22.5x -18% discount
EBITDA
P/E 23.9x 24.5x 28.5x 34.2x -16% discount
P/S 9.4x 6.1x 7.2x 9.8x +31% premium
P/B 7.1x 6.8x 8.5x 11.4x -16% discount

On a profitability-adjusted basis, MSFT trades at a discount to the peer median, with its 23.9x P/E and
14.8x EV/EBITDA sitting below the 75th percentile of large-cap software infrastructure comps. This
valuation compression is justified by a heavy multi-year investment cycle in Al compute capacity, which
has pressured its trailing 22.9% FCF margin despite a robust 46.8% operating margin. Historically,
the stock commanded a trailing P/E above 30x; the current regime shift reflects the market demanding
clearer unit economics on Azure Al workloads and Copilot monetization before re-rating the multiple

upward.

Our internal DCF models suggest a wider dispersion of outcomes than current trading multiples imply.
The base-case DCF of $531.15 (WACC 9.7%, terminal growth 2.5%, revenue CAGR 11.8%) assumes
successful monetization of the Al roadmap, while the bear-case DCF of $399.86 (WACC 10.7%, terminal
growth 2.5%, revenue CAGR 9.5%) aligns closely with the current share price and peer-implied exit
multiples. Given the heavy capital expenditure cycle and execution risks in scaling Azure Al the higher-
WACC scenario serves as the practical anchor, suggesting the stock is fairly valued at current levels with
upside tied to 14.8x EV/LTM EBITDA expansion if margins recover.

Risk-Adjusted Fair Value Range: $401.65 - $543.40 (anchor for near-term decisions; this is the
EXACT range shown in the “Risk-Adjusted Fair Value Range” row of the Valuation Anchor Table —
copy it verbatim, not a similar range you compute yourself). Risk-Adjusted DCF: $371.81 -
$531.15 (Unrisked DCF x ~0.7, = +200bps WACC). Unrisked DCF Base: $531.15 (long-run intrinsic

value, NOT a near-term price target).

WACC sensitivity: at base WACC of 9.7%, DCF base = $531.15; at WACC + 200bps the DCF base
reprices to roughly $371.81. Peer-implied cost of capital is approximately 9.5%. The gap between

DCF and comps reflects normalized FCF assumption and margin recovery assumption.
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Short Thesis

The bear case for Microsoft centers on the risk that massive Al infrastructure investments fail to
generate commensurate returns, pressuring free cash flow and margins. Recent securities class action
lawsuits allege misleading statements regarding Copilot functionality, highlighting execution risks in
monetizing frontier AL Furthermore, Azure’s growth acceleration appears to be lagging behind AWS and
Google Cloud, suggesting potential share loss in the hyperscaler market. Valuation remains demanding;
the stock trades at an LTM EV/EBITDA of 14.8x and a trailing P/E of 23.9x, pricing in sustained high
growth. If Al monetization stalls and legacy segments drag on expansion, the market may re-rate the

multiple downward to reflect elevated capital intensity.

This downside trajectory is quantified in our bear-scenario DCF of $399.86 (WACC 10.7% vs. base
9.7%, 5-year revenue CAGR 9.5% vs. base 11.8%), which models margin compression to an average
45.7% EBIT margin as heavy cloud CapEx outpaces near-term revenue scaling. While bulls point to
Microsoft’s deep enterprise distribution advantage to absorb these costs, the bear thesis holds if
hyperscaler pricing pressure and open-source alternatives erode Azure’s premium positioning.
Additionally, rising scrutiny over big tech’s hidden debt and capital lease obligations could constrain
financial flexibility. Unless Copilot adoption accelerates materially beyond current pilot phases, the

valuation leaves little margin of safety for execution missteps.

Confidence & Limitations

The DCF terminal growth assumption of 2.5% is the dominant driver of base-case fair value; a 50 bps
shift moves the central estimate materially. Segment-level margin trajectories for Al-specific cloud

workloads remain opaque, limiting precision in near-term EBIT forecasts.

13



IV. Risk Analysis

Microsoft faces elevated risks across multiple dimensions, including macroeconomic sensitivities in
enterprise IT spending, intense competitive and regulatory threats in the Al cloud landscape,
operational execution risks, valuation compression concerns, and second-order risks regarding the
monetization timeline of its massive capital expenditure cycle, though its deeply entrenched enterprise
software ecosystem, high switching costs, and robust free cash flow generation provide substantial

mitigation.

Macroeconomic Risk

Microsoft exhibits a moderately defensive macro profile, anchored by a 96% annuity mix in its
commercial bookings that insulates core enterprise software revenues from short-term GDP
fluctuations. However, the company maintains distinct cyclical exposures in its More Personal
Computing segment, where Windows OEM and advertising revenues remain sensitive to consumer
spending and corporate IT budget contractions. Foreign exchange represents a persistent revenue
vector; management has consistently guided that a strong U.S. dollar creates a 2% to 5% revenue
headwind, given that roughly half of sales originate outside the U.S. Conversely, the balance sheet
benefits from elevated interest rates, as substantial cash reserves generate interest income that largely
offsets borrowing costs on its $125.4 billion total debt load (TTM through Mar 2026), neutralizing

typical refinancing risks.

Historically, Microsoft’s diversified revenue streams and high switching costs have allowed it to navigate
economic downturns with relative resilience, maintaining operating margins above 40% even during
periods of peak macro stress and IT budget scrutiny. Leading indicators of macro stress for the business
include elongated sales cycles in large Azure contracts and softening PC unit volumes, both of which
management has cited as recent headwinds during periods of cautious corporate spending.
Geographically, while international operations introduce FX volatility, they also provide a structural
hedge against localized economic slowdowns in the domestic market. Looking ahead, the company’s
pricing power—evidenced by its ability to sustain a free cash flow margin of 22.9% (TTM through Mar
2026)—suggests it is positioned to absorb inflationary input costs, such as rising data center energy

expenses, without suffering material margin compression.

Competition

The enterprise cloud and Al infrastructure market remains highly consolidated, with the top three
hyperscalers controlling an estimated 80% market share of public cloud workloads. Competition is

increasingly defined by hyperscaler bundling, where adjacent Al capabilities are folded into core
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offerings to drive platform lock-in. Direct threats from AWS and GCP focus on custom silicon, while
open-source model proliferation introduces API substitution risk, potentially compressing the 68.3%

gross margin (TTM through Mar 2026) Microsoft currently extracts from proprietary models.

1-line strategic

Competitor Posture Scale (Rev) Relative Threat

posture

Amazon (AWS) Direct $105.0B (TTM) +19% YoY High Competing on
custom silicon
and aggressive
enterprise
bundling.

Alphabet (GCP) Direct $42.0B (TTM) +28% YoY High Leveraging TPU
infrastructure
and Gemini
integration to

win Al
workloads.
Oracle (ORCL) Adjacent $53.0B +12% YoY Med Targeting
(FY2024) multi-cloud
database

migrations and
sovereign Al
deployments.

Anthropic Emerging N/A N/A Med Developing
autonomous
agents that
could bypass
traditional
software
workflows.

Microsoft’s competitive position in cloud infrastructure appears to be strengthening, evidenced by
Azure’s sustained 30% to 40% constant-currency growth and accelerating share gains in Al
workloads. The company is defending its market share through massive capital expenditures, with
capex reaching $97.2 billion (TTM through Mar 2026), primarily directed toward expanding Al
compute capacity. However, structural vulnerabilities persist; the heavy reliance on third-party GPUs
creates supply bottlenecks, and the 22.9% free cash flow margin (TTM through Mar 2026) reflects
the near-term cash consumption required to scale this infrastructure against lower-cost multi-cloud

alternatives.

Looking ahead, the proliferation of autonomous Al agents presents a material disruption risk, as these

models could bypass traditional SaaS interfaces and directly execute workflows, threatening Microsoft’s
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$217.4 billion gross profit (TTM through Mar 2026). Regulatory scrutiny over interoperability
mandates in the EU could also force the unbundling of Azure services, potentially eroding cross-selling
advantages. Furthermore, specialized Al infrastructure providers are securing customer prepayments
covering 40% to 50% of related capex, intensifying the race for scarce power resources and

lengthening the financial runways of well-funded disruptors.

Legal and Regulatory

Microsoft currently faces a cluster of securities fraud class action lawsuits (with a lead plaintiff deadline
of August 11, 2026) alleging misrepresentations regarding Copilot functionality and Al monetization
claims during the May 2025 to January 2026 class period. While the financial impact of these specific
shareholder suits remains unquantified in current filings, the company’s broader regulatory exposure is
dominated by EU antitrust scrutiny over cloud licensing practices and software bundling, alongside
compliance costs associated with the EU Al Act for its frontier models. Additionally, global data privacy
frameworks like GDPR and sector-specific security mandates require continuous compliance
investments across its $318.3B TTM through Mar 2026 revenue base and $694.2B total asset footprint,
particularly as enterprise customers demand sovereign cloud solutions to mitigate their own regulatory

risks.

The regulatory trajectory for hyperscalers is tightening, with the EU Al Act imposing strict transparency
and risk-management obligations on general-purpose Al models, potentially slowing the deployment
cadence of new Copilot features in regulated markets. Antitrust authorities in the U.S. and Europe
continue to scrutinize Microsoft’s market dominance in cloud infrastructure and identity management,
suggesting that structural remedies or behavioral consent decrees remain a tail risk if competitors lodge
further formal complaints. Consequently, the cost of compliance—including regulatory CapEx, localized
data center builds for sovereignty, and expanded legal headcount—is expected to structurally elevate
operating expenses, though the company’s $170.1B TTM through Mar 2026 operating cash flow
provides substantial capacity to absorb these friction costs without materially impairing its $72.9B free

cash flow generation.

Recent Policy and Impact on Performance

Recent tax and regulatory policy shifts have introduced measurable headwinds to Microsoft’s cash
generation and operating leverage, most notably the TCJA mandate requiring R&D capitalization, which
triggered a $2.4 billion cash tax payment in Q2 FY2023 and a $1.2 billion outflow in Q3 FY2023,
directly compressing near-term free cash flow. Concurrently, international data privacy enforcement—
highlighted by a compliance charge from the Irish Data Protection Commission in Q4 FY2023—and
emerging trade tariff uncertainties flagged for Q3 FY2025 Windows OEM guidance illustrate the growing
friction of global operations. To absorb these structural costs, management is relying on disciplined

expense management to keep FY2024 operating margins roughly flat year-over-year, though the
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ultimate margin trajectory remains contingent on balancing Al infrastructure scale against fragmented

regulatory compliance requirements.

Operational Exposures

Microsoft’s primary operational vulnerabilities center on Al infrastructure supply chain constraints and
the execution risk of scaling its Copilot ecosystem. Management has acknowledged being supply-
constrained in Azure, prioritizing internal workloads over third-party capacity, which limits near-term
revenue capture. This hardware dependency is compounded by a massive capital expenditure cycle,
with capex reaching $97.2 billion (TTM through Mar 2026), heavily concentrated in Al servers and
data center build-outs. Furthermore, stock-based compensation remains a persistent dilutive headwind,
totaling $12.4 billion (TTM through Mar 2026), requiring continuous buybacks to offset issuance.
Recent securities class action filings (post-period: Jul 2026) alleging misrepresentations regarding
Copilot functionality highlight the legal exposure if product execution fails to meet elevated market

expectations.

To mitigate these exposures, Microsoft relies on its deeply entrenched enterprise footprint, where 80%
of commercial customers utilize five or more Microsoft 365 applications, creating high switching costs
and a 96% annuity revenue mix that stabilizes cash flows. The company is actively diversifying its
hardware supply chain, recently announcing expanded partnerships with AMD to reduce reliance on
single-vendor GPU monopolies. However, operational complexity is increasing due to the integration of
massive Al compute clusters, which strain legacy systems and require complex security orchestration.
While Microsoft processes 65 trillion security signals daily, its status as a primary target means any
breach in foundational identity systems like Azure Active Directory, used by nearly 720,000

organizations, could trigger cascading failures and material regulatory penalties.

Overvaluation Indicators

Microsoft currently trades at a trailing P/E of 23.9x and an LTM EV/EBITDA of 14.8x, reflecting a
moderate premium that prices in sustained double-digit cloud and AI revenue expansion. The LTM P/S
of 9.4x and P/B of 7.1x suggest the market is underwriting significant margin leverage from Copilot
monetization and Azure consumption growth, despite near-term capital expenditure headwinds.
However, this valuation leaves little room for execution stumbles in Al infrastructure build-outs, as the
implied growth expectations require the company to seamlessly convert its massive CapEx into high-
margin recurring software revenue. Any deceleration in Azure growth or delay in enterprise Al adoption
could trigger a reassessment of these embedded TAM assumptions, particularly if competing

hyperscalers capture incremental market share.

Multiple compression risks remain elevated if macro deterioration or competitive intensity forces a
deceleration in cloud consumption below the market’s implied double-digit trajectory. Under a bear-

case DCF scenario, which assumes a 10.7% WACC, 2.5% terminal growth, and a 5-year average revenue
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growth of 9.5%, the implied share price contracts to $399.86, aligning closely with current trading

levels. Furthermore, the risk-adjusted fair value range of $401.65 to $543.40 suggests that the stock is

currently trading near the lower bound of its intrinsic value band, limiting near-term downside but

capping upside unless Al monetization accelerates. Sentiment risks also persist, as high institutional

ownership and momentum-driven positioning could amplify drawdowns if quarterly guidance fails to

meet the elevated expectations surrounding generative AI workloads.

Unconventional Risks

e Al Infrastructure Overcapacity and Margin Reversion

o

Mechanism: Microsoft is executing a massive multi-year investment cycle in Al
infrastructure, with capital expenditures reaching $97.2 billion for the TTM through Mar
2026. If enterprise adoption of Copilot and Azure Al workloads plateaus or proves less
monetizable than current models assume, the accelerated depreciation from this build-
out may structurally compress cloud margins before the revenue base scales to absorb
it.

Probability framing: Emergent risk; the probability rises as capital intensity continues
to outpace near-term Al revenue realization in the cloud segment.

Trigger / signpost: Azure gross margin (excluding accounting estimate changes)

declining for two consecutive quarters, or management guiding FY2027 cloud capex
higher while simultaneously lowering Azure revenue growth expectations.

e OpenAl Strategic Divergence and Insourcing

o

Mechanism: OpenAl currently acts as both a critical partner and a massive anchor
tenant driving Azure consumption and commercial remaining performance obligations
(RPO). As OpenAl scales its operations, it may seek to diversify its cloud providers to
mitigate single-vendor risk or negotiate aggressive pricing concessions, effectively
unwinding the concentrated revenue and strategic positioning Microsoft currently
extracts from the relationship.

Probability framing: Tail risk with a low base rate but high impact; deep technical
integration makes near-term decoupling unlikely, but the financial impact would be
material if a structural shift occurs.

Trigger / signpost: OpenAl publicly announcing a secondary cloud provider for major

training workloads, or a noticeable deceleration in the specific Azure growth
contribution attributed to Al partners during quarterly earnings calls.

e Incumbent Cloud Rivalry in Al Inference

O

Mechanism: While market attention often focuses on Al startups, well-capitalized
incumbents like Oracle and AWS are leveraging their existing enterprise distribution
and specialized bare-metal architectures to compete aggressively on Al inference
pricing. If these peers achieve a sustainable cost advantage in inference workloads, they
may erode Microsoft’s early-mover positioning in Azure Al and force a margin-
destructive price war for enterprise Al compute.
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o Probability framing: Emergent risk, as rival hyperscalers rapidly close the gap in Al-
specific cloud infrastructure and optimize their own custom silicon for inference.

o Trigger / signpost: Azure’s Al-specific revenue growth decelerating below 30% year-
over-year, while Oracle Cloud Infrastructure (OCI) or AWS Al segments report
accelerating enterprise Al adoption in back-to-back quarters.

e Data Center Power and Lease Obligation Fragility

o Mechanism: To secure the massive power and land required for AI data centers,
Microsoft is increasingly utilizing complex, long-term power purchase agreements
(PPAs) and finance leases. The sheer scale of these future fixed commitments may create
balance sheet fragility that standard valuation multiples underweight, particularly if
energy prices spike or if Al compute demand shifts geographically, leaving the company
with stranded or underutilized power contracts.

o Probability framing: Dormant risk today, but could become emergent if the cost of
capital remains elevated and regional energy markets tighten significantly.

o Trigger / signpost: Total finance lease and off-balance-sheet PPA obligations disclosed
in the annual filing exceeding $120.0 billion, or a material mark-to-market loss on
energy contracts reported in the other income/expense line.

Risk Mitigation Strategies

Microsoft mitigates competitive and operational risks through deep enterprise stack integration,
evidenced by a $368 billion FY2025 commercial remaining performance obligation with a 98% annuity
mix that locks in recurring revenue. To address Al infrastructure constraints, management deployed
$97.2 billion in TTM through Mar 2026 capital expenditures while diversifying hardware partnerships
to reduce single-vendor silicon reliance. Financially, the company maintains a fortress balance sheet
with $78.3 billion in cash and short-term investments against $125.4 billion in total debt, providing

ample liquidity to absorb macro shocks and fund ongoing Al buildouts.

Microsoft’s enterprise risk management relies on decentralized execution underpinned by centralized
capital allocation, navigating regulatory scrutiny through proactive compliance and localized data
sovereignty partnerships. While management successfully pivoted from transactional licensing to cloud
subscriptions, aggressive Al scaling introduces execution risk; anticipated compression in Microsoft
Cloud gross margins to roughly 67% reflects the heavy depreciation burden of short-lived Al assets.
Areas of under-mitigation include potential antitrust backlash over Copilot bundling and the long-tail
ROI on Al capex, where the 22.9% TTM through Mar 2026 free cash flow margin needs to eventually

normalize to justify the multi-year investment cycle.
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Confidence & Limitations

The most fragile assumption is that aggressive Al capex will convert to sustained enterprise ARPU
growth; if Copilot monetization stalls, the multi-year investment cycle could structurally impair free

cash flow conversion.
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V. Frameworks

SWOT Analysis

Strengths

Financial strength and operating leverage — Durable: An expanding 46.8% operating
margin demonstrated the company’s ability to scale its cloud and Al infrastructure profitably in
the trailing twelve months through Q3 FY2026 (Mar 2026), which compares to a 42.1% baseline
in FY2022 and exceeds typical large-cap software sector medians. This structural margin
expansion positions the company to fund its multi-year capital expenditure cycle internally
while maintaining robust free cash flow conversion.

Customer relationships and recurring revenue — Durable: A $368 billion commercial
remaining performance obligation with a 98% annuity mix demonstrated deep enterprise
integration and high switching costs in the trailing twelve months through Q3 FY2026 (Mar
2026), which compares to an already elevated 96% mix in prior periods and significantly
outpaces the broader enterprise software industry. This structural lock-in positions the
company to sustain predictable revenue streams and cross-sell emerging Al workloads even if
macroeconomic conditions soften.

Scale advantages and ecosystem consolidation — Durable: A security business run-rate
surpassing $20 billion alongside a 40% year-over-year increase in multi-workload deployments
demonstrated cross-platform data integration advantages in the trailing twelve months through
Q3 FY2026 (Mar 2026), which compares favorably to fragmented point-solution peers. This
ecosystem gravity positions the company to capture a disproportionate share of enterprise IT
budgets as organizations prioritize vendor consolidation to reduce complexity.

Technology and developer ecosystem — Transient: Over 1 million GitHub Copilot users and
100 million total platform developers demonstrated early adoption of generative Al tooling in
the trailing twelve months through Q3 FY2026 (Mar 2026), which compares to a nascent
baseline from two years prior and currently leads the Al coding assistant market. This first-
mover advantage positions the company to capture near-term developer mindshare, though the
durability of this lead remains contingent on execution against rapidly iterating open-source
alternatives.

Weaknesses

[Capital Allocation and ROI Risk] — Structural: Microsoft’s aggressive Al infrastructure
buildout requires sustained heavy spending, evidenced by a TTM through Mar 2026 capital
expenditure of $97.2 billion, which has compressed the free cash flow margin to 22.9% from
roughly 30.2% in FY2024. This capital intensity significantly exceeds the historical software-
sector norm of high-margin, low-capex generation, creating a structural risk that return on

21



invested capital may remain depressed if enterprise AI monetization fails to scale proportionally
with datacenter depreciation.

[Infrastructure and Capacity Constraints] — Transient: The company has struggled to
provision sufficient compute for its Al workloads, evidenced by Azure revenue growth of 31% in
Q3 FY2026 / Mar 2026 while management explicitly acknowledged being capacity-constrained
and leaving demand unfulfilled. While this supply bottleneck temporarily limits near-term cloud
revenue capture versus the accelerated growth rates of AWS and Google Cloud, it appears
addressable within 12 to 24 months as new datacenter regions come online and the expanded
strategic partnership with AMD diversifies the accelerator supply chain.

[Product and Revenue Mix Shift] — Structural: The More Personal Computing segment
continues to face persistent structural headwinds, evidenced by declines in Windows OEM and
on-premises server licensing on a TTM through Mar 2026 basis as customers shift to cloud
consumption models. This legacy drag structurally limits overall corporate growth to the mid-
teens despite 30%+ expansion in Azure, implying that the company’s terminal growth rate will
remain tethered to the maturation of the broader PC market and trail pure-play cloud peers
unless these declining assets are divested.

[AI Product Execution and Adoption] — Transient: Early enterprise adoption of Microsoft
365 Copilot has faced friction, evidenced by mixed usage patterns across the 430 million paid
commercial seats reported in Q3 FY2026 / Mar 2026 and recent securities litigation alleging
overstated functionality compared to leading frontier models. While this product-market fit gap
currently weighs on software attach rates and investor sentiment, it is likely a transient
execution challenge that management can remediate within 12 to 24 months through iterative
model updates and tighter integration with enterprise data graphs.

Opportunities

Technology Shifts and Al Infrastructure Scaling: Microsoft is heavily investing in AI
infrastructure, with TTM capital expenditures through Mar 2026 reaching $97.2 billion, to meet
demand for Azure Al services, which recently contributed 7 percentage points to Azure’'s 31%
constant-currency growth. Compared to the broader cloud market, Microsoft’s integration of
frontier models—including a new multi-billion-dollar Mistral partnership for European
sovereign Al—positions the company to capture enterprise Al workloads. If enterprise adoption
of Al agents accelerates, this infrastructure build-out may yield significant operating leverage
once the initial capex cycle matures, provided Microsoft Cloud gross margins stabilize near the
guided 67% to 70% range.

Signpost: Azure Al services contributing >10 percentage points to Azure’s year-over-year growth
rate by Q4 FY2026.

Product Development and ARPU Expansion: The Productivity and Business Processes
segment is leveraging Al to drive average revenue per user expansion, with management
guiding M365 commercial cloud revenue growth of approximately 14% in constant currency for

upcoming periods. While traditional seat growth is moderating due to a massive existing
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installed base, the introduction of M365 Copilot and E5 security tiers represents a material
upsell opportunity across the enterprise footprint. The transition from standalone productivity
tools to an integrated agent control plane—incorporating GitHub, Fabric, and enterprise data—
could structurally elevate software margins, assuming enterprises realize measurable

productivity gains from these premium tiers.

Signpost: M365 Copilot paid seat penetration exceeding 15% of the total M365 commercial
installed base by FY2027.

e Adjacent Market Opportunities in Gaming Ecosystems: Following the integration of major
gaming assets, Microsoft is expanding its consumer ecosystem reach, noting that nearly half of
Xbox Series S buyers are new to the platform while emphasizing cross-device Game Pass value.
The broader gaming market is shifting toward subscription and cloud-based models, where
Microsoft’s existing Azure infrastructure provides a potential advantage in delivering cross-
device experiences across PC, mobile, and console. By prioritizing higher-margin subscription
opportunities within consumer businesses, the More Personal Computing segment may offset

structural declines in legacy Windows OEM and devices revenue over the medium term.

Signpost: Gaming and subscription services revenue growing >10% year-over-year and

representing >40% of total More Personal Computing segment revenue by FY2027.

¢ Customer Segment Expansion in Sovereign and Regulated Industries: Management recently
highlighted server backlogs reaching $57 billion, driven heavily by capital flowing toward
private Al infrastructure as sovereign and regulated entities accelerate their digital transitions.
Historically, cloud adoption in highly regulated sectors lagged the commercial average due to
data residency and compliance constraints, limiting the addressable market for hyperscalers.
Microsoft’s investments in localized data estates, disconnected enterprise deployments, and
regional partnerships position the company to capture this delayed wave of cloud and Al

migration, potentially extending the Azure growth runway beyond standard commercial cycles.

Signpost: Public sector and regulated industry cloud revenue growing >25% year-over-year
through FY2027.

Threats

¢ Regulatory and Legal Risks: Securities fraud class actions targeting the May 2025 to January
2026 period over alleged misrepresentations of Copilot functionality pose a risk of material
settlement costs and multiple compression through FY2027, as plaintiffs leverage enterprise Al

adoption hurdles, potentially impacting net income and investor sentiment.

Signpost: Legal reserve accruals exceeding $500 million in a single quarter or Azure Al revenue

growth decelerating below 20% year-over-year.
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Competitive Threats: Aggressive pricing and custom silicon deployments by AWS and Google
Cloud pose a risk of a 200-300 basis point market share loss in the public cloud sector over
FY2026, as peers demonstrate faster acceleration in cloud infrastructure revenue, potentially
impacting the Intelligent Cloud segment’s operating margin relative to its historical 46.8% TTM

average.

Signpost: Azure constant-currency revenue growth decelerating to the low-20s percentage range

while AWS and Google Cloud sustain 25%+ growth rates.

Macroeconomic and Geopolitical Headwinds: Escalating geopolitical conflicts targeting
physical infrastructure and power grids pose a risk of delaying $97.2 billion in TTM capital
expenditure deployments over 2025-2026, as global supply chains demonstrate heightened

vulnerability to regional instability, potentially impacting Microsoft Cloud capacity rollouts.

Signpost: Capital expenditure guidance being revised downward by more than 10% sequentially
due to supply chain constraints, or cloud gross margin compressing below 68% from infrastructure

inefficiencies.

Pricing Pressure and Margin Compression: Massive Al infrastructure build-outs pose a risk of
300-400 basis points of free cash flow margin compression over FY2026-FY2027, as open-
source models and competitors demonstrate more capital-efficient inference alternatives,

potentially impacting the company’s ability to sustain its $25.9 billion TTM dividend payout.

Signpost: Free cash flow margin falling below 20% for two consecutive quarters while capital

expenditure as a percentage of revenue remains above 30%.
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Porter’s Five Forces

1. Competitive Rivalry for MSFT — Intensity: High

The hyperscaler cloud market remains fiercely contested, with Microsoft, Amazon, and Google continually

compressing margins through aggressive Al infrastructure buildouts and bundled enterprise services.

In the TTM period ending March 2026, Microsoft’s Intelligent Cloud segment generated massive
scale, but Azure’s growth rate of roughly 30% faces direct benchmarking against AWS and
Google Cloud, which are also posting strong Al-driven cloud revenue accelerations.

Research and development spending reached $34.4 billion on a TTM basis through March 2026,
reflecting a multi-year investment cycle in Al and cloud engineering that matches or exceeds the
R&D intensity of peers like Alphabet and Meta.

Enterprise software bundling creates high switching costs, evidenced by 80% of enterprise
customers utilizing five or more Microsoft 365 applications, though competitors like Salesforce
and ServiceNow continue to compete aggressively in specific workflow niches.

2. Supplier Power for MSFT — Intensity: Medium

While Microsoft relies heavily on a concentrated pool of semiconductor and hardware suppliers for its Al

infrastructure, its sheer scale and strategic partnerships mitigate single-source vulnerabilities.

Capital expenditures surged to $97.2 billion on a TTM basis through March 2026, heavily
directed toward GPU and CPU procurement where Nvidia holds significant pricing power,
though Microsoft’s recent expanded partnership with AMD for Helios rack-scale systems
diversifies its silicon supply chain.

The company’s massive data center build-out requires specialized cooling and power
infrastructure, exposing it to regional utility constraints and supply chain bottlenecks that have
impacted broader industry deployment timelines throughout FY2025 and early FY2026.

Microsoft’s ability to pass input inflation to customers is supported by its premium pricing
power in the enterprise segment, where Microsoft Cloud gross margins stabilized around 70%
in recent quarters despite the heavy depreciation burden of new Al server deployments
compared to traditional cloud instances.

3. Buyer Power for MSFT — Intensity: Medium

Enterprise buyers possess moderate negotiating leverage due to the critical nature of Microsoft’s software

stack, though vendor consolidation trends and high migration costs limit their ability to demand steep

discounts.

Commercial remaining performance obligations grew to roughly $196 billion in early FY2025,
with an annuity mix of 96%, indicating that enterprise buyers are locking into multi-year
commitments rather than exercising short-term purchasing leverage against peers like Oracle.

Large enterprise customers often negotiate significant volume discounts for Azure and
Microsoft 365 E5 licenses, but the integration of security, identity (Entra), and productivity tools
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creates an ecosystem lock-in that makes shifting to rival platforms like AWS economically
unviable for most Fortune 500 firms.

¢ In the consumer and small business segments, buyer power is slightly higher due to the
availability of lower-cost alternatives like Google Workspace, though Microsoft’s consumer
cloud revenue continues to grow in the mid-teens percentage range driven by subscription
volume and ARPU expansion.

4. Threat of Substitutes & New Entrants for MSFT — Intensity: Low

The immense capital requirements of hyperscale cloud infrastructure and the deep ecosystem lock-in of
enterprise software create formidable barriers against new entrants, while open-source Al models pose a

manageable substitution risk at the application layer.

¢ The minimum efficient scale for cloud infrastructure requires tens of billions in annual capital
expenditures, evidenced by Microsoft’s $97.2 billion TTM capex through March 2026, effectively
restricting the market to a few incumbent hyperscalers and blocking new broad-market
entrants.

e Open-source Al models and alternative cloud-native architectures present a moderate
substitution risk for proprietary compute services, but Microsoft’s strategic partnerships, such
as the July 2026 expansion with Mistral, integrate these alternatives into its Azure and Foundry
platforms to retain enterprise workflow control against pure-play Al startups.

e  While well-funded Al infrastructure startups and sovereign cloud initiatives continue to emerge,
they primarily target niche regulatory or geographic segments, leaving the core global
enterprise market dominated by the established distribution advantages of Microsoft 365 and
Azure compared to fragmented regional providers.

5. Overall Strategy & Outlook for MSFT

Microsoft’s strategic positioning relies on leveraging its $318.3 billion TTM revenue base to cross-sell
Al and cloud infrastructure, though this requires navigating a multi-year investment cycle that pressures
near-term free cash flow. The company’s base case assumes that heavy capital expenditures, which
reached $97.2 billion on a trailing twelve-month basis through March 2026, will eventually yield
compounding returns as Azure Al workloads scale and Copilot adoption broadens across the enterprise

install base.

In a moderate scenario, enterprise software consolidation and vendor rationalization continue to favor
Microsoft’s bundled security and productivity suites, supporting an operating margin expansion toward
46.8% as cloud engineering efficiencies offset Al infrastructure depreciation. However, this outcome
depends on management’s ability to balance aggressive GPU procurement with disciplined capacity
allocation, ensuring that supply closely tracks enterprise demand signals without creating stranded

assets.

A worst-case scenario involves a prolonged optimization cycle in cloud spending and slower-than-

expected monetization of generative Al tools, which could compress Microsoft Cloud gross margins
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below the 70% threshold and trigger multiple contraction. Additionally, regulatory scrutiny over
software bundling and antitrust concerns in the Al space could force structural changes to its
distribution model, potentially unwinding the cross-selling advantages that currently drive its premium

valuation.

From an ESG and innovation perspective, Microsoft’s commitment to carbon negativity and sustainable
data center cooling positions it favorably for regulated and public-sector contracts, where
environmental compliance is increasingly a prerequisite for vendor selection. The integration of
ambient intelligence and low-code automation tools further embeds the company into core business
processes, reinforcing its status as a foundational technology provider if enterprise digital
transformation budgets remain resilient.

. Direction (Worsening /
Intensity

Stable / Improving)

Competitive Rivalry High Stable
Supplier Power Medium Worsening
Buyer Power Medium Stable
Threat of Substitutes Medium Stable
Threat of New Entrants Low Stable

Overall industry attractiveness for MSFT: Attractive — The enterprise software and hyperscale
cloud market remains highly attractive due to immense barriers to entry and deep ecosystem lock-in,
which protect long-term returns despite intense rivalry among incumbent tech giants. The binding
constraint on future profitability is supplier power in the semiconductor space, as the multi-year Al
infrastructure buildout exposes hyperscalers to concentrated silicon supply chains and aggressive

capital expenditure requirements.
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Scuttlebutt Analysis

1. Market Potential for Sustained Sales Growth Microsoft operates in expansive markets spanning
cloud infrastructure, enterprise software, and professional networking. Management has cited a multi-
year opportunity in Al integration, with Azure and Microsoft 365 Copilot serving as primary growth
vectors. Third-party trackers report enterprise cloud penetration remains in the early stages, suggesting

substantial room for wallet-share expansion.

The company’s $318.3B TTM revenue through Q3 FY2026 (Mar 2026) reflects this broad addressable
market, though growth rates face pressure from macroeconomic optimization cycles. The firm’s ability
to bundle productivity, security, and cloud services positions it to capture a larger share of enterprise IT

budgets as digital transformation initiatives mature.

2. Management’s Commitment to Future Growth Leadership consistently reallocates capital toward
next-generation infrastructure, evidenced by $97.2B in TTM capital expenditures through Q3 FY2026
(Mar 2026). This multi-year investment cycle targets Al data center buildouts and custom silicon

development to secure long-term compute capacity.

While near-term free cash flow margins have compressed to 22.9% due to this heavy reinvestment,
management has guided that these investments are necessary to capture structural share in Al
workloads. The willingness to absorb near-term margin dilution for long-term capacity advantages is

consistent with a leadership team focused on sustained market dominance.

3. Effectiveness of Research & Development The firm maintains a massive R&D engine, deploying
$34.4B in TTM research and development through Q3 FY2026 (Mar 2026), representing roughly
10.8% of total revenue. This spending supports diverse innovations from Azure Al services to GitHub

Copilot and advanced security protocols.

Industry estimates suggest this R&D intensity is highly productive, as evidenced by the rapid
commercialization of generative Al features across the Microsoft 365 and Dynamics suites. While
precise patent-yield metrics relative to peers remain difficult to isolate, the rapid translation of

foundational models into enterprise-ready products indicates strong innovation execution.

4. Sales Organization Quality Microsoft’s enterprise sales apparatus excels at driving multi-year
annuity contracts and upselling premium tiers. Management has noted that commercial remaining

performance obligations reached $368B in recent periods, with an annuity mix consistently above 95%.

The sales team’s ability to bundle security, compliance, and productivity tools into E5 licenses
demonstrates strong cross-selling execution. This strategy secures deep entrenchment within Fortune
500 accounts, making it structurally difficult for competitors to displace the firm’s core productivity and

identity workloads.
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5. Profit Margin Attractiveness The company exhibits exceptional pricing power and operational
leverage, generating a 46.8% operating margin and a 39.3% net margin on a TTM basis through Q3
FY2026 (Mar 2026). These figures significantly exceed the median for large-cap software peers,

reflecting the high-margin nature of its proprietary software licensing.

Gross margins remain resilient at 68.3%, despite the depreciation headwinds from accelerated Al
infrastructure buildouts. This margin profile indicates that the firm’s core software franchises continue

to subsidize and absorb the costs of scaling its physical cloud footprint.

6. Strategies to Maintain or Improve Margins To offset the margin dilution from heavy Al capital
expenditures, management is pursuing cloud engineering efficiencies and hardware optimization. The
firm has cited ongoing improvements in Azure’s underlying infrastructure utilization and the

deployment of custom AI accelerators to reduce compute costs.

Additionally, disciplined headcount management and organizational flattening have helped keep TTM
operating expense growth contained relative to revenue expansion. These initiatives suggest a

deliberate strategy to protect operating leverage even as the capital intensity of the business increases.

7. Labor and Personnel Relations Microsoft maintains a highly skilled global workforce, though it has
navigated periods of structural reorganization and targeted layoffs to align costs with Al priorities.
Third-party employee sentiment trackers generally reflect favorable ratings for compensation and

benefits, though recent organizational flattening has introduced transitional friction.

The firm’s ability to retain specialized Al and cloud engineering talent remains a critical operational
imperative. Maintaining morale and institutional knowledge during periods of intense strategic pivoting

is an ongoing challenge inherent to the technology sector.

8. Executive Relations The executive leadership team, anchored by CEO Satya Nadella and CFO Amy
Hood, exhibits strong strategic alignment and operational discipline. This stability has been

instrumental in executing the complex, multi-year pivot to cloud and AI architectures.

Succession planning appears robust, with deep bench strength across the Productivity, Intelligent Cloud,
and Gaming divisions. This continuity mitigates key-person risk and ensures that long-term strategic

initiatives are not derailed by sudden leadership transitions.

9. Management Depth Beyond the C-suite, Microsoft relies on a decentralized but highly coordinated
layer of segment leaders who manage distinct multi-billion-dollar franchises. The leadership depth is
evident in the simultaneous execution of cloud infrastructure scaling, enterprise software updates, and

gaming integration.

This distributed management structure allows the company to pursue diverse growth vectors without
over-centralizing decision-making bottlenecks. It provides the operational agility required to respond to

localized market dynamics and specific competitor threats.
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10. Cost Analysis and Accounting Controls The firm maintains rigorous internal accounting controls,
consistently delivering clean audit opinions and transparent segment reporting. Management’s practice
of providing detailed constant-currency guidance and reconciling GAAP to non-GAAP metrics reflects

strong financial discipline.

However, the sheer scale of $97.2B in TTM capital expenditures requires intense scrutiny to ensure
asset utilization rates justify the depreciation schedules applied to new data centers. The transition to
shorter hardware refresh cycles for Al servers introduces new variables into long-term asset

management.

11. Industry-Specific Competitive Factors In the enterprise software and cloud infrastructure
markets, high switching costs and deep ecosystem integration serve as primary competitive barriers.
Microsoft’s strategy of bundling identity management, endpoint security, and productivity tools creates

substantial vendor lock-in.

Management has stated the security business has surpassed $20B in annual revenue, leveraging over
65 trillion daily signals to create a data-network effect. This scale advantage in threat intelligence is

difficult for new entrants to replicate at scale, reinforcing the firm’s defensive positioning.

12. Profit Outlook: Short vs. Long Term Management is explicitly prioritizing long-term market
positioning over near-term free cash flow maximization, as evidenced by the surge in Al-related capital
expenditures. While this multi-year investment cycle temporarily compresses FCF margins, the strategy

is consistent with capturing structural share in next-generation cloud workloads.

Historical precedent suggests that once these infrastructure investments are absorbed, the underlying
software-like margins of Al services could drive substantial long-term profit expansion. The current
financial profile reflects a deliberate trade-off between near-term cash generation and long-term

capacity building.

13. Future Capital Needs and Dilution Risk Microsoft’s balance sheet is highly fortified, with $78.3B
in cash and short-term investments against $125.4B in total debt as of the TTM period through Q3
FY2026 (Mar 2026). This net debt position of roughly $47.2B is easily serviced by the company’s

massive operating cash flows.

This financial flexibility eliminates the need for equity financing to fund Al expansion. Furthermore, the
firm continues to return capital to shareholders via dividends and share repurchases, indicating no

near-term dilution risk.

14. Management Transparency in Adversity Leadership has historically maintained transparent
communication regarding headwinds, such as the enterprise optimization cycles that slowed Azure
growth in prior periods. CFO Amy Hood consistently provides granular segment guidance and addresses

FX impacts directly on earnings calls.
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However, the company is currently navigating securities class action lawsuits related to disclosures
between May 2025 and January 2026. This legal overhang may temporarily constrain forward-looking

commentary on specific Al monetization timelines as the firm navigates the discovery process.

15. Integrity of Management Microsoft generally maintains strong corporate governance practices and
a reputation for ethical enterprise engagement. The board comprises experienced independent
directors, and the firm actively publishes transparency reports regarding data privacy and government

requests.

While the pending securities litigation introduces a legal overhang, it is a common occupational hazard
for mega-cap technology firms navigating rapid paradigm shifts. The current allegations do not

inherently indicate systemic governance failure, but they warrant ongoing monitoring.
Scuttlebutt Synthesis

Durable edges identified (from points 1, 3, 5, 6, 11):
e Ecosystem Lock-In: High switching costs across Microsoft 365, Azure, and security suites
create deep enterprise entrenchment, supporting a resilient 68.3% gross margin.

e Data Network Effects: The security business leverages over 65 trillion daily signals to
continuously improve threat detection, creating a scale advantage that is difficult for new
entrants to replicate at scale.

e R&D Commercialization: Deploying $34.4B in TTM R&D allows the firm to rapidly integrate
generative Al features across its existing high-margin software franchises, driving E5 premium
tier adoption.

Structural concerns (from points 7, 9, 10, 13, 15):

e Capital Intensity Shift: The transition to Al infrastructure requires massive ongoing capital
expenditures, structurally compressing free cash flow margins and increasing depreciation
headwinds.

e Litigation Overhang: Pending securities class action lawsuits regarding AI monetization
disclosures may constrain management’s forward-looking guidance and introduce legal costs.

¢ Organizational Friction: Continuous structural reorganizations and targeted layoffs to fund Al
investments risk disrupting institutional knowledge and near-term employee morale.

Key forward-looking signposts (next 4 quarters):
e Azure constant-currency growth holding above 25% — Validates that enterprise Al
workload adoption is outpacing legacy cloud optimization cycles.

e Microsoft Cloud gross margin stabilizing above 68% — Indicates that cloud engineering
efficiencies and custom silicon are successfully offsetting Al infrastructure depreciation.

¢ Resolution or dismissal of the May 2025-Jan 2026 class action — Removes the legal
overhang and restores unrestricted forward guidance on AI capital allocation.
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Confidence & Limitations
e SWOT: Category boundaries between transient Al hype and durable cloud advantages involve
subjective judgment.

e Porter’s Five Forces: Intensity ratings for cloud rivalry abstract away Microsoft’s specific
enterprise software bundling advantages.

¢ Scuttlebutt: Synthesis relies heavily on management earnings-call claims and third-party
trackers rather than independently verified operational data.
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Catalyst Calendar (Next 12 Months)

Date (or Window)

Event

Impact (H/M/L)

Notes / What to
watch

2026-07-29

2026-07-29

2026-08-07

2026-08-11

2026-08-12

2026-08-19

2026-08-20

2026-09-04

Q3 2026 Earnings

Fed Interest Rate
Decision & Press
Conference

Non Farm Payrolls
& Unemployment
Rate (Jul)

Securities Class
Action Lead
Plaintiff Deadline

Inflation Rate YoY
& Core CPI (Jul)

FOMC Minutes

Ex-Dividend Date
($0.91)

Non Farm Payrolls
& Unemployment
Rate (Aug)

Earnings

Macro

Macro

Corp

Macro

Macro

Corp

Macro

33

Consensus EPS
$4.21, Rev $87.6B;
watch Azure Al
growth and CapEx
ROI commentary.

Rate path impacts
tech multiples and
enterprise IT

spending budgets.

Labor market
cooling could
accelerate
enterprise cost-
cutting, impacting
cloud consumption.

Legal deadline for
Copilot
functionality
misrepresentation
claims; watch for
settlement signals.

Core inflation
trends influence
Fed policy and
long-duration tech
valuations.

Detailed policy
discussions provide
forward guidance
on liquidity and
discount rates.

Regular quarterly
dividend; payable
Sep 10.

Continued labor
data tracking for
enterprise software



Date (or Window)

Event

Impact (H/M/L)

Notes / What to
watch

2026-09-11

Q1 FY2027 (Oct
2026)

Late 2026

Late 2026

Inflation Rate YoY
(Aug)

Q1FY2027
Earnings Release

AMD Helios & EPYC
Azure Deployment
Updates

Copilot Al Feature
& Frontier Model
Updates

Macro

Earnings

Industry

Corp

demand health.

Late-summer
inflation print
ahead of Q3 Fed
meeting.

First full read on
AMD Helios/EPYC
Azure deployment
impact and Copilot
monetization.

Qualitative updates
on cost-efficient Al
infrastructure
rollout and margin
impacts.

Expected product
updates to address
competitive gaps
with Anthropic and
other frontier labs.

The highest-leverage catalysts are the July 29 earnings print and the subsequent Q1 FY2027 report, as

they will test whether the massive $97.2B TTM capital expenditure is translating into sustained Azure

Al revenue acceleration without cannibalizing existing enterprise software budgets.

The nearest-term “first read” for the thesis is the July 29 call, where management must address the

recent compression in free cash flow margins to 22.9% (TTM) and explain how the strategic pivot

toward AMD Helios infrastructure will preserve long-term returns on invested capital.

A conspicuous absence in the forward calendar is a dedicated Al or Capital Markets Day, forcing the

market to rely entirely on standard quarterly Q&A sessions to resolve the debate over Copilot’s

enterprise adoption and frontier model competitiveness.

Until the company provides a structured forum to showcase its Al roadmap, the stock may remain

vulnerable to sentiment shifts driven by peer announcements and ongoing securities litigation.
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MSFT (Software - Infrastructure)

006 00 008 009 010 0 0 0 014 0 016 0 018 019 020 0 0 0 024 0 ge
Net Margin 28.5% | 27.5% | 29.3% | 24.9% | 30.0% | 33.1% | 23.0% | 28.1% | 254% | 13.0% | 22.5% | 26.4% | 15.0% | 31.2% | 31.0% | 36.5% | 36.7% | 34.1% | 36.0% | 36.1% | 39.3% | 28.9%
Asset Turnover 0.6x 0.8x 0.8x 0.8x 0.7x 0.6x 0.6x 0.5x 0.5x 0.5x 0.5x 0.4x 0.4x 0.4x 0.5x 0.5x 0.5x 0.5x 0.5x 0.5x 0.5x 0.6x
Assets/Equity 1.7x 2.0x 2.0x 2.0x 1.9x 1.9x 1.8x 1.8x 1.9x 2.2x 2.7x 2.9x 3.1x 2.8x 2.5x 2.4x 2.2x 2.0x 1.9x 1.8x 1.7x 2.2x
Debt/Equity 0.0x 0.0x 0.0x 0.1x 0.1x 0.2x 0.2x 0.2x 0.3x 0.4x 0.8x 1.1x 1.1x 0.8x 0.7x 0.6x 0.5x 0.4x 0.4x 0.3x 0.3x 0.4x
ROE 31.4% | 45.2% | 48.7% | 36.8% | 40.6% | 40.6% | 25.6% | 27.7% | 24.6% | 152% | 28.5% | 29.1% | 20.0% | 38.3% | 37.4% | 43.2% | 43.7% | 35.1% | 32.8% | 29.6% | 30.2% | 33.5%
ROA 18.1% | 22.3% | 24.3% | 18.7% | 21.8% | 21.3% | 14.0% | 153% | 12.8% | 7.0% | 10.6% | 10.2% | 6.4% | 13.7% | 14.7% | 18.4% | 19.9% | 17.6% | 17.2% | 16.5% | 18.0% | 16.1%
P/B 6.1x 9.2x 7.1x 5.4 4.4x 3.9x 3.9x 3.6x 3.9x 4.5x 5.6x 6.1x 9.2x 102x | 13.1x | 14.4x | 11.6x | 123x | 12.6x | 10.8x 7.2x 7.9x
P/S 5.5x 5.6x 4.2x 3.6x 3.2x 3.2x 3.5x 3.7x 4.0x 3.9x 4.4x 5.5x 6.9x 8.3x 10.8x | 12.2x 9.7x 12.0x | 13.8x | 13.1x 9.3x 7.0x
P/E 193x | 205x | 145x | 14.6x | 10.8x 9.5x 15.1x | 13.2x | 157x | 29.6x | 24.1x | 21.0x | 459x | 26.6x | 35.0x | 33.4x | 26.5x | 35.0x | 38.5x | 36.3x | 23.7x | 24.2x
P/FCF 19.0x | 185x | 13.9x | 13.4x 9.2x 9.0x 8.8x 117 | 12.8x | 152x | 162x | 17.0x | 23.5x | 27.2x | 34.2x | 36.4x | 29.6x | 42.6x | 45.8x | 5L.6x | 40.7x | 23.6x
EV/EBITDA 13.6x | 14.1x 9.5x 9.5x 7.3x 7.2x 10.2x 9.6x 10.7x | 15.5x | 13.5x | 152x | 16.9x | 19.2x | 23.6x | 24.8x | 19.8x | 245x | 26.1x | 23.6x | 152x | 15.7x
Div Yield 1.5% 1.3% 1.6% 2.1% 2.3% 2.3% 2.5% 2.6% 2.6% 2.7% 2.7% 2.2% 1.7% 1.3% 1.0% 0.8% 0.9% 0.8% 0.6% 0.7% 0.9% 1.7%
FFR 5.2% 4.2% 0.2% 0.1% 0.2% 0.1% 0.2% 0.1% 0.1% 0.2% 0.5% 1.3% 2.3% 1.6% 0.1% 0.1% 41% 5.3% 4.5% 3.7% 3.6% 1.8%
10YR T-Rate 4.7% 4.0% 2.2% 3.9% 3.3% 1.9% 1.8% 3.0% 2.2% 2.3% 2.5% 2.4% 2.7% 1.9% 0.9% 1.5% 3.9% 3.9% 4.6% 4.2% 4.5% 3.0%
MSFT (Software - Infrastructure) - Valuation Multiples
—— P/B
507 —— P/s
—— P/FCF -
40l — PE

—— EV/EBITDA

30+

Multiple (x)

Rate (%)
b

—e- FFR

10YR T-Rate

o

N
§
o

v
Fiscal Year
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DCF Valuation (Bear, Base, Bull)

Valuation Summary

Valuation Summary

Valuation Summary

Terminal cash flow 344,317 M Terminal cash flow 410,779 M Terminal cash flow 492,316 M
Terminal cost of capital 10.65% Terminal cost of capital 9.65% Terminal cost of capital 8.65%
Terminal value 4,224,752 M Terminal value 5,745,165 M Terminal value 8,005,142 M
PV(Terminal value) 1,535,632 M PV(Terminal value) 2,286,737 M PV(Terminal value) 3,491,980 M
PV (CF over next 10 years) 1,413,422 M PV (CF over next 10 years) 1,637,572 M PV (CF over next 10 years) 1,921,171 M
Sum of PV 2,949,054 M Sum of PV 3,924,308 M Sum of PV 5,413,150 M
Value of operating assets = 21,307 M Value of operating assets = 21,307 M Value of operating assets = 21,307 M

- Debt 56,965 M - Debt 56,965 M - Debt 56,965 M

- Minority interests - Minority interests - Minority interests

+ Cash 78,272 M + Cash 78,272 M + Cash 78,272 M
Value of equity in common stock 2,970,361 M Value of equity in common stock 3,945,615 M Value of equity in common stock 5,434,457 M
Number of shares 7,428 M Number of shares 7,428 M Number of shares 7,428 M
Estimated value /share $399.86 Estimated value /share $531.15 Estimated value /share $731.58
Current Stock Price $399.29 Current Stock Price $399.29 Current Stock Price $399.29
Price as % of value 99.86% Price as % of value 75.17% Price as % of value 54.58%
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WACC

8.65%

9.15%

9.65%

10.15%

10.65%

DCF Sensitivity Heatmap — MSFT (base case $531.15)
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MSFT — DCF Sensitivity Analysis

Base case: implied share price $531.15 | WACC 9.65% | Terminal growth 2.50% | Values are implied price per share under each assumption pair.

WACC x Terminal Growth

WACC |, Terminal growth >

2.00% 2.25% 2.50% 2.75% 3.00%

8.65% $594.62 $610.31 $627.29 $645.70 $665.75
9.15% $548.52 $561.54 $575.54 $590.64 $606.97
9.65% $508.56 $519.47 $531.15 $543.68 $557.15
10.15% $473.62 $482.85 $492.68 $503.18 $514.42
10.65% $442.82 $450.68 $459.03 $467.91 $477.37

Revenue Growth x EBIT Margin

Yr-5 revenue growth |, Yr-5 EBIT margin >

43.8% 45.8% 47.8% 49.8% 51.8%
5.2% $404.74 $420.78 $436.82 $452.86 $468.90
7.2% $445.84 $463.73 $481.62 $499.50 $517.39
9.2% $491.27 $511.21 $531.15 $551.09 $571.03
11.2% $541.46 $563.67 $585.88 $608.09 $630.29
13.2% $596.85 $621.57 $646.28 $671.00 $695.72

Beta x Risk-Free Rate

Beta \, Risk-free rate -

4.05% 4.30% 4.55% 4.80% 5.05%
0.93 $674.17 $644.58 $617.30 $592.09 $568.71
1.03 $620.25 $594.82 $571.25 $549.34 $528.93
1.13 $573.80 $551.72 $531.15 $511.95 $493.99
1.23 $533.38 $514.04 $495.94 $478.98 $463.06
1.33 $497.91 $480.83 $464.80 $449.71 $435.50




Comparable Companies Valuation

Comparable Public Companies and Valuation Output

Operating Statistics
Tkers  MarketCap T e e Rwene TS (S0 | B
ORCL 349,094 M 31,289 M 156,189 M 473,389 M 42,508 M 67,358 M 44,337 M 65.8% 24,153 M 35.9% 33,447 M 49.7% 17,087 M 25.4% 10.7%
GDDY 12,647 M 1,262 M 3,848 M 15,234 M 237 M 5,024 M 3,204 M 63.8% 1,234M 24.6% 1,344 M 26.7% 870 M 17.3% 8.3%
FTNT 118,654 M 2,224 M 497 M 115,856 M 990 M 7,110 M 5,709 M 80.3% 2,439 M 34.3% 2,595 M 36.5% 1,955 M 27.5% 21.3%
DOCN 10,956 M 742 M 1,508 M 11,722 M 887 M 949 M 555 M 58.5% 216 M 22.8% 370 M 39.0% 237 M 25.0% 23.1%
RPD 787 M 343 M 965 M 1,082 M 175M 859 M 599 M 69.7% 37M 4.4% 82 M 9.6% 2M 2.6% 15.9%
SPSC 2,457 M 154 M 7™M 2,310M 962 M 762 M 528 M 69.3% 122m 16.0% 182 M 23.8% 91M 11.9% 19.2%
MSFT 2,987,256 M 32,105 M 56,965 M 2,965,949 M 414,367 M 318,273 M 217,410 M 68.3% 157,330 M 49.4% 200,959 M 63.1% 125,216 M 39.3% 14.5%
Maximum 349,094 M 31,289 M 156,189 M 473,389 M 42,508 M 67,358 M 44,337 M 80.3% 24,153 M 35.9% 33,447 M 49.7% 17,087 M 27.5% 23.1%
75th Percentile 176,264 M 9,490 M 41,933 M 205,239 M 11,369 M 22,172 M 15,366 M 72.4% 7,867 M 34.7% 10,308 M 41.6% 5,738 M 25.9% 21.7%
Median 11,802 M 1,002 M 1,237M 13,478 M 925 M 2,986 M 1,901 ™M 67.6% 725 M 23.7% 857 M 31.6% 553 M 21.1% 17.5%
25th Percentile 2,040 M 296 M 374M 2,003 M 222 M 835M 548 M 62.4% 101 M 13.1% 157 M 20.3% 74M 9.6% 10.1%
Minimum 787 M 154 M 7™M 1,082 M 175M 762 M 528 M 58.5% 37M 4.4% 82 M 9.6% 2M 2.6% 8.3%

Valuation Statistics

Tickers Market Cap E"\t;;rlﬁ':se ;Z‘{::m E‘é{ﬁ;’x‘ P/S Multiple P/E Multiple P/B Multiple
ORCL 349,094 M 473,389 M 7.03x 14.15x 5.18x 20.43x 8.21x
GDDY 12,647 M 15,234 M 3.03x 11.34x 2.52x 14.54x 53.30x
FTNT 118,654 M 115,856 M 16.30x 44.65x 16.69x 60.71x 119.89x
DOCN 10,956 M 11,722 M 12.36x 31.70x 11.55x 46.26x 12.35x

RPD 787 M 1,082 M 1.26x 13.12x 0.92x 35.14x 4.51x

SPSC 2,457 M 2,310M 3.03x 12.73x 3.22x 27.04x 2.55x

MSFT 2,987,256 M 2,965,949 M 9.32x 14.76x 9.39x 23.86x 7.21x
Maximum 349,094 M 473,389 M 16.30x 44.65x 16.69x 60.71x 119.89x
75th Percentile 176,264 M 205,239 M 13.34x 34.94x 12.83x 49.87x 69.94x

Median 11,802 M 13,478 M 5.03x 13.64x 4.20x 31.09x 10.28x

25th Percentile 2,040 M 2,003 M 2.59x 12.38x 2.12x 18.96x 4.02x
Minimum 787 M 1,082 M 1.26x 11.34x 0.92x 14.54x 2.55x

Implied Share Price

Tickers Shares Outstanding ::‘{é:ma E‘é{#‘gxl P/S Multiple P/E Multiple P/B Multiple
Maximum $ 694.86 S 1,204.68 $ 71507 $ 1,02332 S 6,687.56
75th Percentile S 568.29 $ 941.86 $ 549.88 $ 840.66 $ 3,901.61
Median 7,428 M S 21217 $ 365.63 $ 180.10 $ 524.11 $ 573.40
25th Percentile S 107.54 S 33153 $ 90.71 $ 319.54 $ 224.10
Minimum S 50.62 $ 303.40 $ 39.26 $ 245.01 $ 142.46
Z




MSFT Sector-Specific Operating KPIs (SAAS)

Software / SaaS lens: ARR measures recurring revenue scale; Rule-of-40 blends growth and profitability
(>40 is healthy). Higher is better on both.

Ticker Company Name ARR (%) Rule of 40 (%)
ORCL  Oracle Corporation $76,736.0M -17.81
GDDY GoDaddy Inc. $5,067.6M 40.5
FTNT Fortinet, Inc. $7,398.4M 50.01
DOCN  DigitalOcean Holdings, Inc $1,031.6M 18.73
RPD Rapid7, Inc. $838.8M 18.26
SPSC  SPS Commerce, Inc. $768.5M 35.69
MSFT Microsoft Corporation $331,544.0M 40.78
Max $76,736.0M 50.01
75th Pctl $24,732.8M 42.88
Median $3,049.6M 27.21
25th Pctl $821.2M 9.24
Min $768.5M -17.81
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Superinvestor Metrics

FY 2006 2007 2008 2009 2010 2011 pLi ) 2013 2014 201 2016 2017 2018 2019 2020 2021 2022 2024 2025
Magic Formula Metrics (Joel Greenblatt)

EBIT 16.47B 18.44B 22.27B 20.36B 24.10B 27.16B 21.76B 26.76B 27.76B 18.16B 26.08B 29.02B 35.06B 42.96B 52.96B 69.92B 83.38B 88.52B | 109.43B | 128.53B | 148.96B
Enterprise Value | 236.49B | 280.99B | 246.27B | 212.29B | 203.22B | 223.05B | 261.84B | 299.56B | 360.04B | 390.71B | 453.26B | 621.80B | 834.86B |1116.17B|1617.25B|2112.54B|1989.67B|2580.40B|3473.50B|3779.19B(3060.02B
Earnings Yield 7.0% 6.6% 9.0% 9.6% 11.9% 12.2% 8.3% 8.9% 7.7% 4.6% 5.8% 4.7% 4.2% 3.8% 3.3% 3.3% 4.2% 3.4% 3.2% 3.4% 4.9%

NwC 26.57B | 16.41B 13.36B | 22.25B | 29.53B | 46.14B 52.40B | 64.05B | 68.62B | 73.15B | 80.30B | 106.95B | 111.17B | 106.13B | 109.61B | 95.75B | 74.60B | 80.11B | 34.45B | 49.91B | 38.67B

PP&E 3.04B 4.35B 6.24B 7.54B 7.63B 8.16B 8.27B 9.99B 13.01B 14.73B 18.36B 30.29B 36.15B 43.86B 52.90B 70.80B 87.55B | 109.99B | 154.55B | 229.79B | 307.63B

ROIC 55.6% 88.8% | 113.6% | 68.4% 64.9% 50.0% 35.9% 36.1% 34.0% 20.7% 26.4% 21.1% 23.8% 28.6% 32.6% 42.0% 51.4% 46.6% 57.9% 46.0% 43.0%
Owner Earnings (Warren Buffett)

Net Income 12.60B 14.06B 17.68B 14.57B 18.76B 23.15B 16.98B 21.86B 22.07B 12.198B 20.54B 25.49B 16.57B 39.24B 44.28B 61.27B 72.74B 72.36B 88.14B | 101.83B | 125.22B

D&A 903.0M 1.44B 2.06B 2.56B 2.67B 2.77B 2.97B 3.75B 5.21B 5.96B 6.62B 8.78B 10.26B 11.68B 12.80B 11.69B 14.46B 13.86B 22.29B 34.15B 43.63B

Maint. CapEx 1.278 1.68B 2.22B 3.12B 1.48B 1.48B 1.88B 3.73B 4.14B 4.88B 8.34B 6.43B 7.12B 8.53B 9.09B 10.06B 10.56B 21.03B 23.54B 34.70B 67.41B
AinWC -2.40B | -961.0M | 22.10B | -178.0M | 30.04B 28.22B 35.93B 42.88B 44.95B 46.59B 610.0M 4.88B 20.47B 3.87B -1.48B -936.0M | 446.0M -2.39B 1.82B -5.35B -6.22B
Owner Earnings | 9.84B 12.86B | 39.61B | 13.83B | 49.99B | 52.66B | 53.99B | 64.77B | 68.10B | 59.85B | 19.43B | 32.71B | 40.18B | 46.26B | 46.51B | 61.96B | 77.08B | 62.81B | 88.71B | 95.94B | 95.22B
WA Shs (Dil) 10.53B 9.89B 9.47B 9.00B 8.93B 8.59B 8.51B 8.47B 8.40B 8.25B 8.01B 7.83B 7.798B 7.75B 7.68B 7.61B 7.54B 7.47B 7.478 7.46B 7.45B
OE/Share $0.93 $1.30 $4.18 $1.54 $5.60 $6.13 $6.35 $7.65 $8.11 $7.25 $2.42 $4.18 $5.16 $5.97 $6.05 $8.14 | $10.22 | $8.41 $11.88 | $12.85 | $12.79
Stock Price $29.86 $35.60 $19.44 $30.48 $27.91 $25.96 $26.71 $37.41 $46.45 $55.48 $62.14 $85.54 | $101.57 | $157.70 | $222.42 | $336.32 | $239.82 | $376.04 | $421.50 | $483.62 | $399.15
P/ OE 32.0x 27.4x 4.6x 19.8x 5.0x 4.2x 4.2x 4.9x 5.7x 7.7x 25.6x 20.5x 19.7x 26.4x 36.7x 41.3x 23.5x 44.7x 35.5x 37.6x 31.2x
Piotroski F-Score (Joseph Piotroski)

NI >0 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
CFO>0 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
ROA >0 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
CFO > NI 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

(LT Debt / Assets) 0 0 0 0 0 0 1 0 0 0 0 0 1 1 1 1 1 1 1 1 1
A Current Ratio 1 0 0 0 1 1 1 0 1 0 0 0 1 0 0 0 0 0 0 0 1 0
A Shares | or & 0 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
A Gross Margin T 0 0 1 0 1 0 0 0 0 0 0 1 1 1 1 1 0 1 1 0 0
|A Asset Turnover T 0 1 1 0 0 0 0 0 0 1 0 0 1 1 1 1 1 0 0 0 0
F-Score 4 6 7 6 7 6 6 6 5 5 7 8 8 8 8 7 7 7 7 6
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e Financial Modeling Prep — Analyst Estimates, Company News, Company Profile, Financial

Statements, Institutional Holders, Technical Indicators

Market Data

* Yahoo Finance — Real-time pricing and capitalization

Internal Analysis Files

o Balance Sheet
o Cash Flow Statement

o Income Statement

All data sources were accessed and compiled for this financial analysis report. SEC filings provide
regulatory disclosures and financial statements. Earnings transcripts offer management commentary
and forward guidance. Financial APIs deliver quantitative metrics and market data. Access dates ensure
data currency and analytical integrity.
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BALANCE SHEET ($ in millions)

Period FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 Q3 2026
Date 06/30/2021 06/30/2022 06/30/2023 06/30/2024 06/30/2025 TT™M
Cash and Cash Equivalents 14,224 13,931 34,704 18,315 30,242 32,105
Short-Term Investments 116,032 90,818 76,552 57,216 64,313 46,167
Cash and Short-Term Investments 130,256 104,749 111,256 75,531 94,555 78,272
Net Receivables 38,043 44,261 48,688 56,924 69,905 60,041
Inventory 2,636 3,742 2,500 1,246 938 1,219
Other Current Assets 13,471 16,932 21,813 26,033 25,733 35,797
Total Current Assets 184,406 169,684 184,257 159,734 191,131 175,329
Property, Plant, and Equipment (Net) 70,803 87,546 109,987 154,552 229,789 307,631
Goodwill 49,711 67,524 67,886 119,220 119,509 119,661
Intangible Assets 7,800 11,298 9,366 27,597 22,604 19,325
Goodwill and Intangible Assets 57,511 78,822 77,252 146,817 142,113 138,986
Long-Term Investments 5,984 6,891 9,879 14,600 15,133 33,683
Tax Assets 0 0 0 0 0 0
Other Non-Current Assets 15,075 21,897 30,601 36,460 40,837 38,599
Total Non-Current Assets 149,373 195,156 227,719 352,429 427,872 518,899
Other Assets 0 0 0 0 0 0
Total Assets 333,779 364,840 411,976 512,163 619,003 694,228
Accounts Payable 15,163 19,000 18,095 21,996 27,724 37,513
Short-Term Debt 10,825 6,037 8,853 14,871 11,595 18,437
Tax Payables 2,174 4,067 4,152 5,017 0 3,563
Deferred Revenue 41,525 45,538 50,901 57,582 64,555 50,924
Other Current Liabilities 18,970 20,440 22,148 25,820 37,344 26,224
Total Current Liabilities 88,657 95,082 104,149 125,286 141,218 136,661
Long-Term Debt 71,453 72,363 70,588 82,981 100,589 106,995
Deferred Revenue (Non-Current) 2,616 2,870 2,912 2,602 2,710 2,753
Deferred Tax Liabilities (Non-Current) 198 230 433 2,618 2,835 2,899
Other Non-Current Liabilities 28,867 27,753 27,671 30,199 28,172 30,553
Total Non-Current Liabilities 103,134 103,216 101,604 118,400 134,306 143,200
Other Liabilities 0 0 0 0 0 0
Capital Lease Obligations 24,132 28,619 32,204 46,222 69,033 85,170
Total Liabilities 191,791 198,298 205,753 243,686 275,524 279,861
Preferred Stock 0 0 0 0 0 0
Common Stock 83,111 86,939 93,718 100,923 109,095 115,069
Retained Earnings 57,055 84,281 118,848 173,144 237,731 302,526
Accumulated Other Comprehensive Income (... 1,822 (4,678) (6,343) (5,590) (3,347) (3,228)
Other Total Stockholders’ Equity 0 0 0 0 0 0
Total Stockholders’ Equity 141,988 166,542 206,223 268,477 343,479 414,367
Total Equity 141,988 166,542 206,223 268,477 343,479 414,367
Total Liabilities and Stockholders’ Equi... 333,779 364,840 411,976 512,163 619,003 694,228
Minority Interest 0 0 0 0 0 0
Total Liabilities and Total Equity 333,779 364,840 411,976 512,163 619,003 694,228
Total Investments 122,016 97,709 86,431 71,816 79,446 79,850
Total Debt 82,278 78,400 79,441 97,852 112,184 125,432
Net Debt (47,978) (26,349) (31,815) 22,321 17,629 47,160




INCOME STATEMENT ($ in millions)

Period FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 Q3 2026
Date 06/30/2021 06/30/2022 06/30/2023 06/30/2024 06/30/2025 ™
Revenue 168,088 198,270 211,915 245,122 281,724 318,273
Cost of Revenue 52,232 62,650 65,863 74,114 87,831 100,863
Gross Profit 115,856 135,620 146,052 171,008 193,893 217,410
Gross Profit Ratio 68.93% 68.40% 68.92% 69.76% 68.82% 68.31%
Research & Development 20,716 24,512 27,195 29,510 32,488 34,394
Selling, General & Administrative 25,224 27,725 30,334 32,065 32,877 34,059
Other Expenses 0 0 0 0 0 0
Operating Expenses 45,940 52,237 57,529 61,575 65,365 68,453
Cost and Expenses 98,172 114,887 123,392 135,689 153,196 169,316
Interest Income 2,131 2,094 2,994 3,157 2,647 3,315
Interest Expense 2,346 2,063 1,968 2,935 2,385 2,827
Depreciation & Amortization 11,686 14,460 13,861 22,287 34,153 43,629
EBITDA 85,134 100,239 105,140 133,009 160,165 200,959
EBITDA Ratio 50.65% 50.56% 49.61% 54.26% 56.85% 63.14%
Operating Income 69,916 83,383 88,523 109,433 128,528 148,957
Operating Income Ratio 41.59% 42.06% 41.77% 44.64% 45.62% 46.80%
Total Other Income/Expenses (Net) 1,186 333 788 (1,646) (4,901) 5,546
Income Before Tax 71,102 83,716 89,311 107,787 123,627 154,503
Income Before Tax Ratio 42.30% 42.22% 42.14% 43.97% 43.88% 48.54%
Income Tax Expense 9,831 10,978 16,950 19,651 21,795 29,287
Net Income 61,271 72,738 72,361 88,136 101,832 125,216
Net Income Ratio 36.45% 36.69% 34.15% 35.96% 36.15% 39.34%
EPS 8.12 9.70 9.72 11.86 13.70 16.86
EPS (Diluted) 8.05 9.65 9.68 11.80 13.64 16.82
Weighted Avg Shares 7,547 7,496 7,446 7,431 7,433 7,426
Weighted Avg Shares (Diluted) 7,608 7,540 7,472 7,469 7,465 7,445

47




CASH FLOW STATEMENT ($ in millions)

Period FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 Q3 2026
Date 06/30/2021 06/30/2022 06/30/2023 06/30/2024 06/30/2025 ™
Net Income 61,271 72,738 72,361 88,136 101,832 125,216
Depreciation & Amortization 11,686 14,460 13,861 22,287 34,153 43,629
Deferred Income Tax (150) (5,702) (6,059) (4,738) (7,056) 7,318
Stock-Based Compensation 6,118 7,502 9,611 10,734 11,974 12,356
Change in Working Capital (936) 446 (2,388) 1,824 (5,350) (6,216)
Accounts Receivable Change (6,481) (6,834) (4,087) (7,191) (10,581) (7,832)
Inventory Change (737) (1,123) 1,242 1,284 309 (364)
Accounts Payable Change 2,798 2,943 (2,721) 3,545 569 2,251
Other Working Capital 3,484 5,460 3,178 4,186 4,353 (271)
Other Non-Cash ltems (1,249) (409) 196 305 609 (12,162)
Net Cash from Operating 76,740 89,035 87,582 118,548 136,162 170,141
Investments in PP&E (20,622) (23,886) (28,107) (44,477) (64,551) (97,225)
Acquisitions (Net) (8,909) (22,038) (1,670) (69,132) (5,978) (3,034)
Purchases of Investments (62,924) (26,456) (37,651) (17,732) (29,775) (61,153)
Sales/Maturities of Investments 65,800 44,894 47,864 35,669 25,388 52,974
Other Investing Activities (922) (2,825) (3,116) (1,298) 2,317 (6,803)
Net Cash from Investing (27,577) (30,311) (22,680) (96,970) (72,599) (115,241)
Debt Repayment (3,750) (9,023) (2,750) 575 (8,962) 5,962
Common Stock Issued 1,693 1,841 1,866 2,002 2,056 2,037
Common Stock Repurchased (27,385) (32,696) (22,245) (17,254) (18,420) (22,238)
Dividends Paid (16,521) (18,135) (19,800) (21,771) (24,082) (25,856)
Other Financing Activities (2,523) (863) (1,006) (1,309) (2,291) (11,516)
Net Cash from Financing (48,486) (58,876) (43,935) (37,757) (51,699) (51,611)
Effect of Forex on Cash (29) (141) (194) (210) 63 (12)
Net Change in Cash 648 (293) 20,773 (16,389) 11,927 3,277
Cash at End of Period 14,224 13,931 34,704 18,315 30,242 32,105
Cash at Beginning of Period 13,576 14,224 13,931 34,704 18,315 28,828
Operating Cash Flow 76,740 89,035 87,582 118,548 136,162 170,141
Capital Expenditure (20,622) (23,886) (28,107) (44,477) (64,551) (97,225)
Free Cash Flow 56,118 65,149 59,475 74,071 71,611 72,916
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@ Peterson Capital
Management, LLC
Disclaimer

The Report was generated through an automated process, without any human
intervention. The data, calculations, and figures contained herein have not
been audited or independently verified by any third party. While every effort
has been made to ensure the accuracy and reliability of the information
presented, all data is based on information available as of the report date and
IS subject to change.

Any historical performance data, forecasts, projections, and other forward-
looking statements are provided solely for informational purposes. Such
information involves inherent uncertainties, and past performance is not
necessarily indicative of future results. Investors should not rely solely on this
report as the basis for any investment decision; any reliance on its contents is
strictly at your own risk.

This report is provided solely for informational and educational purposes and
does not constitute an offer, solicitation, or recommendation to buy, sell, or
hold any securities. It is intended exclusively for use by professional investors
and other qualified parties. The report does not purport to be a complete
analysis of any subject matter and should not be considered a comprehensive
review of any topic.

Readers are strongly advised to conduct their own independent research and
consult with qualified financial, legal, and tax professionals before making
any investment decisions. Neither the authors nor any affiliated entities shall
be held liable for any direct or indirect losses arising from the use or reliance
on the information contained herein.

The content of this report is confidential and proprietary. No portion of this
report may be reproduced or sold without prior written consent. By using this
report, you acknowledge that you have read, understood, and agree to be
bound by the terms of this disclaimer, which applies to this document and any
accompanying verbal or written communications.
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