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LT Debt $72424 mill.

CAPITAL STRUCTURE as of 6/30/18
Total Debt $76422 mill. Due in 5 Yrs $22000 mill.
LT Interest $2275 mill.
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BUSINESS: Microsoft Corp. is the largest independent maker of
software. It develops and sells software products for a wide range
of computing environments in consumer and enterprise markets.
Hardware products include the Xbox video game console and Sur-
face tablet. Revenue sources in fiscal 2017: Productivity & Busi-
ness Processes, 32%; Intelligent Cloud, 28%; More Personal Com-

puting, 40%. R&D, 13.5% of 2017 revenues. Employed 124,000 at
6/30/17. Stock owners: William H. Gates, 1.3%;, other offs. & dirs.,
0.2%; The Vanguard Group, 6.8%; BlackRock, Inc., 6.0%; (10/17
proxy). Chrmn: John W. Thompson. CEO: Satya Nadella. Inc.:
Washington. Addr.: One Microsoft Way, Redmond, Washington
98052-6399. Tel.: 425-882-8080. Internet: www.microsoft.com.
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.36 .36 .39 .39
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Microsoft finished fiscal 2018 with a
strong performance. (Years end June
30th.) In keeping with the momentum gen-
erated in the last 12 to 18 months, reve-
nue and earnings were both nicely ahead
of our estimates, reflecting good results
across each of the three business segments
—Productivity and Business Processes, In-
telligent Cloud, and More Personal Com-
puting. From a broader perspective, the
performance of the company’s commercial
cloud business tended to underscore the
June-period’s financial results. On point,
billings advanced 18% in the quarter over
the 30% increase recorded last year. Com-
mercial revenues were $6.9 billion, up
53%, and the associated gross margin con-
tinued to expand, ending the year at 58%,
versus the 52% logged in the final quarter
of fiscal 2017. The Azure platform contin-
ued to be quite popular with customers,
with revenue up some 89% in the latest
quarter. Azure, along with Microsoft's
cloud-based services (Office 365, Dynamics
365, etc.) is well placed to continue making
progress in the commercial cloud, and is
seen as a serious competitor to Amazon
Web Services (AWS), in our view.

We have made some adjustments to
our estimates for fiscal 2019. The posi-
tive trends that are influencing Microsoft's
business should remain in place, with rev-
enues from the cloud arena remaining on
an upward trajectory and profitability con-
tinuing to widen (though probably not at
the pace set in fiscal 2018). As a result,
shareholders can expect the company to
continue investing in its cloud strategy.
That said, our revenue target remains
$122 billion for this year, though the 10%
growth we envision is impressive for a
company the size of Microsoft. Meanwhile,
the potential for slightly better overall
profitability at the operating level has led
us to increase our earnings call by $0.25 a
share, to $4.25. Finally, the company’s
share-repurchase program and a growing
dividend look to remain on the menu this
year and beyond.

What about Microsoft stock? If the
shares are already owned, we advise our
subscribers to continue to do so. If not,
new commitments should be made careful-
ly, given the support the stock has experi-
enced over the last 12 to 18 months.
Charles Clark August 10, 2018

(A) Fiscal year ends June 30th.

total. Excl. nonrec. items: '02, d23¢; '03, d5¢;

'04, d29¢; '05, d4¢; '12, d72¢; '13, d7¢;

'15, d$1.17; '16, d70¢; '17, d37¢. Next earn- | (E) Dividends historically paid in March, June,
(B) Diluted earnings. Quarters may not add to | ings report mid-Oct. (C) In mill., adjusted for | Sept., and Dec. =Dividend reinvestment plan
stock split. (D) Includes intangibles. In 2018: | available. Special dividend of $3.00 a share
$35.7 hillion, $4.65 a share.
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