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RECOMMENDATION OVERVIEW 

 

REPORT HIGHLIGHTS: 

 

 

 

Figure One: Microsoft Five Year Chart Versus SPX, Nasdaq, & Technology Sector 

 

 

COMPANY OVERVIEW: 

 

Microsoft Corporation is a dominant software company that provides productivity 
solutions, software, and computer products to businesses and consumers. Bill Gates 
and Paul Allen founded Microsoft in 1975. Bill Gates attended Harvard University but 
dropped out to pursue his entrepreneurial dreams. While in school, Gates wrote a 
programming language for Altair's first microcomputer. After dropping out of school, he 
began “Micro-soft” in New Mexico by modifying BASIC for computers. In 1979, Gates 
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moved to Seattle and began developing more software with Paul Allen. IBM chose 
Microsoft to write its computer language for its new machines. The duo purchased a 
“quick and dirty” operating system for $50,000 from a Seattle-based programmer and 
renamed it Microsoft Disk Operating System. His partner, Allen, became sick and left 
Microsoft in 1983. Shortly after, Microsoft introduced Windows and IPO’d in 1986. 

Microsoft is listed under NASDAQ with the ticker symbol MSFT and has over 221,000 
employees worldwide. The company has three business segments: Productivity and 
Business Processes, Intelligent Cloud, and More Personal Computing. Productivity and 
Business Processes consist of Microsoft’s productivity software Office 365, LinkedIn, 
and CRM software Dynamics 365. 

 

INVESTMENT THESIS: 

 

Figure Two: Investment Thesis 
 

 

Microsoft is a powerhouse in the 
technology industry that offers products, 
services, and cloud computing capacities 
for consumers and businesses worldwide. 
Microsoft is a strong long-term buy that fits 
within our investment philosophy because 
of four main points (see Figure Two): 
 

1. Microsoft’s offering of highly 
integrated software products, a 
recurring subscription revenue base, 
and high customer switching costs, 
combine to form a resilient business 
model positioned for long-term 
dominance. 

2. The company can capture industry 
trends in gaming, cloud computing, 
and AI. 

3. In the last five years, Microsoft has 
demonstrated its financial 
dominance with growing operating 
margins and ROIC, debt repayment, 
dividend growth, and share 
buybacks. 

4. Finally, we saw a great entry point 
to purchase a company that offered 
a quality equity investment. 
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REVENUE STREAMS: 

 

Figure Three: Revenue Breakdown FY 22 
 

 
 
Figure Four: LinkedIn Monthly Active Users 
 

 
 
Figure Five: SasS, PaaS, and IaaS 
 

 
Green: Managed by enterprise 
Yellow: Managed by Microsoft 

Productivity and Business Processes: 
Revenue from this segment comes from 
Microsoft’s most familiar products. Office 
365 derives revenue from commercial and 
consumer subscriptions. There continues to 
be a shift from licensed Office 365 to a 
subscription program for enterprises and 
consumers. Growth comes from reaching 
new markets, consumers, and businesses.  
 
Growth in LinkedIn is rapid and growing. 
LinkedIn is the premier social media platform 
for professionals with over 875 million 
members in Q1 FY ‘23. Monthly active users 
grew by a 21.01% CAGR from 2011 to 2021 
(see Figure Four). FY Q1 ‘23 earnings call 
also noted a 17% YoY growth in sales and 
international expansion, which is growing at 
2x the pace of the United States. LinkedIn 
generates revenue from monetized 
solutions, marketing solutions, sales 
solutions (LinkedIn sales navigator), and 
premium subscriptions.  
 
The final portion of revenue from this 
business segment comes from Dynamics 
365, which is Microsoft's cloud-based CRM 
and customer insights program. 
 
Intelligent Cloud: Azure is Microsoft’s 
comprehensive set of cloud services that 
offer developers, IT professionals, and 
enterprises the freedom to build, deploy, and 
manage applications on its cloud-based 
platform. Microsoft Azure offers SaaS, PaaS, 
and IaaS capacities (see Figure Five). In 
addition, some enterprises still use on-
premises services which Microsoft offers 
through SQL databases. Growth is fueled by 
consumption and the shift from on-premises 
operations to higher margin cloud services.  
The last six fiscal years, the intelligent cloud 
has grown an average of 22% YoY (see 
Figure Six). 
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Figure Six: Intelligent Cloud Growth 
 

More Personal Computing: More Personal 
Computing comprises Windows OEM 
licensing, operating systems, Surface 
Laptop, PC accessories, gaming (Xbox), and 
advertisement services from Bing and 
Xandr, Inc. 
 
Microsoft uses three sales channels to reach 
its customers: original equipment 
manufacturers (OEMs), direct, and 
distributors/resellers. There are multiple 
OEM licensing agreements Microsoft has 
with companies such as Dell, Hewlett-
Packard, Lenovo, and other local and 
regional brands. The Windows operating 
system is pre-installed in these companies’ 
products and sold through each company’s 
respective distribution arm. Microsoft also 
offers experience centers, driving revenue 
direct to consumers and commercial 
customers. A lot of enterprise agreements 
come from direct purchase agreements. A 
smaller portion of sales come from licensed 
solutions partners, value-added resellers, 
and retailers. 

 

 

MANAGEMENT: 

 

Microsoft's executive management team is comprised of highly experienced 
professionals who have made significant contributions to the company's success. 

 
Satya Nadella – CEO 

 

 
 
Nadella joined Microsoft in 1992 and has 
held various leadership positions, 
including Executive Vice President of the 
Cloud and Enterprise Group. He became 
CEO in 2014, leading Microsoft to 
significant growth in cloud computing, 
artificial intelligence, and other cutting-
edge technologies. 
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Brad Smith – President and Chief 

Legal Officer 
 

 
 
Smith joined Microsoft in 1993 and 
served as General Counsel and 
Executive Vice President of Legal and 
Corporate Affairs before assuming his 
current role. He is known for his strong 
advocacy for privacy and cybersecurity 
and has led Microsoft's efforts in 
advocating for the responsible use of 
technology. 

 

 

 
Amy Hood – Chief Financial Officer 

 

 
 
Hood joined Microsoft in 2002 and held 
various finance and strategy roles before 
becoming CFO in 2013. She has been 
instrumental in driving Microsoft's 
financial growth, including overseeing the 
acquisition of LinkedIn and integrating 
Nokia's Devices and Services business. 

 

 

COMPETITIVE ADVANTAGE: 

 

A wide economic moat is necessary to survive as a company in the highly competitive 
information technology industry. Microsoft has several competitive advantages that 
have contributed to its success (See Figure Seven). 
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Figure Seven: Competitive Advantage 

 
Figure Eight: One-stop Shop 
 

 
 
 
 

 
 
 
 
 
 
 
 
 

Integrated nature of products: Microsoft 
has built an ecosystem of products and 
services that work seamlessly together. 
This integration allows users to work more 
efficiently and effectively across multiple 
devices and platforms. For example, 
Microsoft is able to capture revenue from 
each type of cloud computing service. As 
a one stop shop, Microsoft offers software 
as a service, infastructure as a service, 
and platform as a service capacities. 
Shown in Figure Eight, Microsoft 365 
grows revenue through overall users and 
drives revenue on the cloud through 
consumption of Microsoft’s cloud hosting 
service Azure. The company holds a 
strong portfolio of brands with Office alone 
used by more than one million companies 
worldwide. In addition, 95% of Fortune 
500 companies utilize Microsoft Azure. 
 
High switching costs: Microsoft's products 
are deeply embedded in many businesses 
and organizations, making it costly and 
time-consuming to switch to an alternative 
provider. For example, migrating from 
Microsoft Office to another productivity 
suite would require significant retraining, 
as well as the transfer of files and data. 
Similarly, transitioning away from 
Microsoft's cloud computing services, 
such as Azure, would require significant 
investment in new infrastructure and 
software. These high switching costs 
make it challenging for competitors to gain 
market share, particularly in enterprise 
settings. 

 

Strong recurring revenue streams: 
Microsoft has built a business model 
around recurring revenue streams, which 
provides stability and predictability in its 
financial performance. Its cloud computing 
services, such as Azure and Microsoft 
365, are sold on a subscription basis, 
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generating steady, ongoing revenue. 
Additionally, Microsoft's focus on 
enterprise customers ensures that it has a 
dependable customer base, as 
businesses and organizations tend to 
have long-term relationships with 
technology providers. This recurring 
revenue model has allowed Microsoft to 
invest heavily in research and 
development, which has helped to drive 
innovation and keep the company at the 
forefront of the industry. 

 

RECENT UPDATES: 

 

 

 
 
Figure Nine: Microsoft Acquisitions 

 

Activision Blizzard Acquisition: In early 2022, 
Microsoft announced its intention to acquire 
Activision Blizzard, one of the world's largest 
video game companies, for a staggering 
$68.7 billion. The potential acquisition would 
be one of the largest in the history of the 
technology industry and Microsoft’s largest 
acquisition to date (see Figure Nine).  
 
There are several reasons why Microsoft is 
interested in acquiring Activision Blizzard. 
Firstly, the gaming industry has seen 
significant growth in recent years, with the 
pandemic driving increased demand for 
video games and related products. By 
acquiring Activision Blizzard, Microsoft would 
be able to further strengthen its position in 
the gaming market and gain access to a 
portfolio of highly popular video game 
franchises, including Call of Duty, World of 
Warcraft, and Candy Crush (see Figure Ten). 
Additionally, the acquisition would provide 
Microsoft with access to Activision Blizzard's 
vast network of experienced game 
developers and could potentially enable the 
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Figure Ten: Well-known Activision Games 
 

 
 
 
 
 
 
 
 
 

 
 

 
 
Figure Eleven: ChatGPT Record Growth 
 

 
 

development of new and innovative gaming 
experiences. This could also further bolster 
Microsoft's cloud computing and artificial 
intelligence capabilities, as the company 
looks to integrate these technologies into its 
gaming offerings. 
 
The potential acquisition has not yet been 
finalized, and there are several hurdles that 
Microsoft will need to overcome to complete 
the deal. The acquisition will need to be 
approved by regulatory bodies in both the 
United States and Europe, which will be 
difficult, as evidenced by the FTC suing to 
block the deal. Despite this, Microsoft has 
expressed confidence in the potential of the 
deal and the benefits it could bring to the 
company's gaming and overall business 
strategies. If the acquisition is successful, it 
could significantly alter the landscape of the 
gaming industry and position Microsoft as a 
dominant player in this space. 
 
OpenAI: Microsoft has continued its push into 
AI through a renewed partnership with 
OpenAI. The new investment was made with 
the goal of advancing Microsoft's capabilities 
in AI and machine learning and accelerating 
the development of cutting-edge 
technologies that can drive innovation across 
multiple industries. 
 
One of the most notable technologies that 
Microsoft has acquired through its investment 
in OpenAI is ChatGPT, a large language 
model that can generate human-like text. 
ChatGPT gained traction instantly and 
became the fastest software to reach one 
million users (see Figure Eleven). Microsoft 
plans to integrate ChatGPT into its various 
products and services to improve natural 
language processing capabilities, enabling 
more intuitive and effective interactions 
between humans and technology. 
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In addition to ChatGPT, Microsoft has also 
gained access to other technologies and 
research areas from OpenAI, including deep 
reinforcement learning, robotics, and 
computer vision. These areas of expertise 
can be leveraged by Microsoft to enhance its  
existing products and services, such as the 
Azure cloud platform, and to develop new 
and innovative technologies that can drive 
business growth and enhance the customer 
experience. 
 
Overall, Microsoft's investment in OpenAI 
represents a significant step forward in the 
company's efforts to become a leader in AI 
and machine learning. By acquiring cutting-
edge technologies and talent from OpenAI 
and integrating them into its existing products 
and services, Microsoft is well-positioned to 
drive innovation and growth across a wide 
range of industries in the years ahead. 
 
 
 
 

INDUSTRY OUTLOOK 

 

CLOUD: 

 

       
 
   Figure Twelve: Cloud Market Share 
 
 
 
 
 

 
 
 
 
 
 
 

For the cloud, industry trends are tied to growth 
in software offerings, cloud platforms, and 
hardware products. Companies and consumers 
are transitioning their data from physical on-
premises locations to digital, cloud hubs. The 
cloud does rely on physical areas to store the 
data, called servers, which are owned on the 
company level. The growth of cloud storage and 
the domination of this new segment by some 
companies will help drive the growth of the 
information technology industry. The cloud 
industry is dominated by three major players: 
Amazon, Microsoft, and Google (see Figure 
Twelve).  
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Figure Thirteen: Azure V.S. AWS 

 
 
 
 

 
 
 
 
 
 
 
 
 

 
 

 

The battle of the cloud is largely between 
Microsoft’s Azure and Amazon’s AWS platform. 
There is a large advantage for Microsoft given it 
can capitalize on being a one-stop shop. By 
having SaaS, PaaS, and IaaS capacities, 
Microsoft will experience revenue growth across 
all business segments. Azure and AWS also 
differ in target markets and pricing (See Figure 
Thirteen). The main difference in their cloud 
computing models is that Azure is better suited 
for enterprises. It is not uncommon for enterprise 
customers to use Microsoft as a one stop shop, 
utilizing Office 365 (SaaS) and Azure as a cloud 
host for their servers. 
 
 
 
 
 
 
Terminology:  
 
*Availability regions: Data center(s) in a region 
that are separate from others in the area 
 
*Edge centers: Smaller, decentralized facilities 
that provide computing and storage in high traffic 
areas to reduce latency 

 

GAMING: 
 

Microsoft is a major player in the video game industry. Microsoft offers a variety of 
gaming products, including Xbox consoles, games, and services such as Xbox Live and 
Game Pass. Microsoft's gaming segment has seen growth in revenue because of the 
Covid pandemic. Microsoft has also taken an aggressive M&A approach by acquiring 
boutique video game companies to expand its business. The revenue of this segment is 
impacted by various factors, such as subscriptions, sales of first- and third-party 
content, and advertising. The launch of cloud gaming has also created new 
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opportunities for Microsoft to engage with consumers both on and off consoles. Despite 
the rise of cloud gaming, Microsoft has continued to invest in gaming hardware and the 
invention of new gaming experiences, showcasing its commitment to the gaming 
industry.  

Microsoft faces stiff competition from other major players in the gaming industry, 
including Sony and Nintendo. Sony's PlayStation consoles are among the most popular 
gaming devices, and they have a strong lineup of exclusive titles. Nintendo, on the other 
hand, has a loyal fanbase and iconic franchises like Mario and Zelda. These companies 
also offer their own services, such as Sony's PlayStation Now and Nintendo Switch 
Online. 

The competition between these companies has been fierce, with each trying to outdo 
the other in terms of hardware, software, and exclusive titles. In recent years, the rise of 
mobile gaming and cloud gaming has also brought new competitors into the mix, such 
as Google and Amazon. Thus far, Microsoft's aggressive approach to M&A and 
investment in new gaming experiences has allowed them to remain competitive in the 
gaming market. As the gaming industry continues to evolve, Microsoft and its 
competitors will need to adapt and innovate to remain relevant and successful. 

 

OPERATING SYSTEMS AND OEMS: 
 

Microsoft's operating systems and OEM segment is designed to deliver a consistent 
personal computing experience for users by enabling consistency of experience, 
application, and information across devices. The revenue of this segment is strongly 
impacted by the number of operating system licenses purchased by OEMs. A surge in 
demand generates a higher requirement for operating systems to perform tasks. 
Microsoft's operating systems are suitable for a range of users, including consumers, 
small and medium businesses, and large enterprises. The focus on consistency and 
user experience has allowed Microsoft to establish a strong presence in the personal 
computing market, with its operating systems being some of the most widely used in the 
world. 

However, Microsoft faces intense competition from other major players in the operating 
systems market, including Apple and Linux. Apple's macOS offers a similar personal 
computing experience to Microsoft's operating systems but is limited to Apple hardware. 
Linux, on the other hand, is an open-source operating system that can be customized 
by users and developers, making it a popular choice for tech enthusiasts and 
businesses with specialized needs. 

Despite this competition, Microsoft's operating systems and OEM segment continues to 
be a major player in the personal computing market, with a strong focus on user 
experience and consistent performance.  
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FINANCIAL ANALYSIS 

 

KEY FINANCIAL METRICS: 
 

Figure Fourteen: Debt Repayment, ROE, and 
ROA 
 

 
 
Figure Fifteen: Share Buybacks and Dividends ($ 
in billions expect for dividends per share) 
 
 
 

Microsoft returns value to shareholders by 
growing its financial strength. The shift to a 
subscription model and focus on the cloud has 
accelerated operating margins from 34% in FY 
2019 to 41% in FY 2022. 
 

Furthermore, increased profitability has led to 
higher ROE, even with consistent debt repayment 
(see Figure Fourteen). As inflation remains 
persistent, it is impressive to see Microsoft’s ability 
to maintain higher topline margins. In addition, as 
the economy moves into a period where the cost 
of debt will be higher, Microsoft’s commitment to 
reduce leverage reflects sound strategy. 
 
Microsoft has an elite credit rating of AAA from 
Moody’s, which is shared with only two other 
companies – Johnson and Johnson and Apple. 
The company’s short-term and long-term debt 
obligations are easily covered. Microsoft’s current 
ratio, according to CapIQ, is 1.93, which means 
the company has nearly 2x the current assets to 
its current short-term liabilities. In addition, 
Microsoft also has an impressive EBITDA/interest 
expense of 50.75x, according to CapIQ.  
 
Another way Microsoft creates value for 
shareholders is through dividends. Microsoft is 
devoted to raising its dividend and maintaining a 
low dividend payout ratio. Finally, the company 
continues to buy back shares, creating additional 
value for shareholders (see Figure Fifteen). 
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DISCOUNTED CASH FLOW ANALYSIS: 

 

The shift to the cloud will continue to grow Microsoft’s margins. In fiscal year 2023, 
CapIQ estimates margins will decrease due to pressures in OEM and gaming margins 
but recover by the next year. Revenue will remain in double digits but begin to slow as 
enterprises and consumers fully shift to the cloud. Our revenue and margin predictions 
do not consider the acquisition of Activision Blizzard. 
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COMPARABLE COMPANIES: 

 

To value Microsoft on companies in the comparable realm, it is most appropriate to use 
predominantly cloud computing businesses. Amazon and Alphabet compete with 
Microsoft’s infrastructure cloud (PaaS and IaaS). Oracle, VMware, and Adobe challenge 
Microsoft in developing SaaS products. While Apple is not a direct competitor, we view 
its computer hardware business and operating system like Microsoft’s. 

 

 

 

 

 

 

 

 

 

 

 

VALUATION: 

 

To understand the true value of Microsoft, a combination of comparable company 
multiples, historical multiples, and discounted cash flow analysis is necessary. In our 
football field valuation, we also included analyst ratings and a look at the 52-week low 
and high for Microsoft’s stock price (see Figure Sixteen). 

 

Six companies identified as director competitors are used for valuation multiples (See 
appendix for historical multiples). 
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Figure Sixteen: Football Field Valuation 

 

 

RISKS TO INVESTMENT THESIS 

 

Heavy Competition: Microsoft operates in many markets that are highly competitive, 
including operating systems, gaming, cloud computing, and productivity software. Fierce 
competition across all markets may reduce profitability, as competitors introduce new 
products and services that draw customers away from Microsoft's offerings. This risk is 
particularly relevant as Microsoft faces competition from major players such as Apple, 
Google, Amazon, and IBM, among others. 
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Investments in Growth Falter: Microsoft's growth and sustained dominance is reliant 
upon large investments returning value. This may be particularly challenging if Microsoft 
invests in emerging technologies or business areas that do not gain traction or fail to 
generate revenue. Additionally, market shifts or changes in customer preferences could 
render certain investments obsolete or unprofitable, leading to a loss of investor 
confidence and a decline in share price. 

 

Operational Pitfalls: Microsoft's reputation may be at risk due to operational pitfalls such 
as server outages and platform failures. These types of issues can result in decreased 
customer trust and loyalty, which can harm Microsoft's overall brand reputation and 
impact its revenue streams. Microsoft must ensure that it has robust infrastructure and 
security protocols in place to prevent operational mishaps and respond swiftly to any 
issues that arise. 

 

Cyber Attacks: Microsoft faces constant cyber threats that may expose vulnerabilities 
and customer data. Cyber-attacks can result in loss of revenue, legal liabilities, and 
reputational damage. Microsoft must continually invest in security measures and 
develop new strategies to protect against evolving cyber threats. 

 

Intellectual Property Stagnating: Patents, copyrights, and trademarks are crucial to 
maintaining a competitive advantage in many of the markets in which Microsoft 
operates. Failure to protect its intellectual property could lead to infringement by 
competitors or loss of competitive edge. Additionally, legal disputes over intellectual 
property could be time-consuming and costly, impacting Microsoft's ability to innovate 
and grow. 

 

CONCLUSION 

 

Microsoft Corporation (Ticker: MSFT) is an excellent long-term investment that trades at 
a discount in the market. Microsoft products and services are integrated into the lives of 
businesses and consumers and generate strong recurring revenues. With room for 
growth in its product line and continued innovation in the cloud, Microsoft is staple in 
any portfolio. 
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APPENDIX 

 

ESG: 

 

 

Environmental, Social, and Governance (ESG) are the criteria businesses use to 
evaluate their sustainability and impact on the community. Prioritizing ESG helps 
mitigate risk and attract investors that look for long-term sustainable companies. 
Microsoft is a leader in all three categories, as shown through Bloomberg and MSCI 
sustainability ratings (See Figure Seventeen). 

 

Figure Seventeen: ESG Ratings 

 

 

 

 

 

 

 

 

 

 

 

 

ESG ratings from Bloomberg and MSCI help compare similar companies' sustainability 
initiatives. Microsoft is a leader in all categories and is among the top 8% of all software 
and services industry companies, according to MSCI, in 2022. 

 

Software companies that develop cloud infrastructure and AI products must primarily be 
concerned with cybersecurity and digital safety. Microsoft is committed to investing over 
20 billion dollars in initiatives to advance cyber security. To protect data, the company 
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released an AI responsibility initiative. Microsoft's Responsible AI Standard includes 17 
goals aligned with its six AI principles to protect consumer data. In addition, Microsoft 
published a template and guide to help other enterprises understand the impact of AI on 
the community. 

 

Microsoft is devoted to protecting the environment and addressing social issues. Figure 
Eighteen shows Microsoft’s commitment to a sustainable world and fighting issues of 
racial injustice. 

 

Figure Eighteen: Environmental and Social Impacts  
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Competitive Advantage: 

 

Figure Nineteen: Porter’s Five Forces  

 

 

Figure Twenty: SWOT Analysis 

 

 

SOURCES: 

1. S&P CapitalIQ 
2. Bloomberg 
3. MSCI 
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