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LT Debt $69733 mill.

CAPITAL STRUCTURE as of 9/30/18
Total Debt $76230 mill. Due in 5 Yrs $24000 mill.
LT Interest $2275 mill.
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ET CAP: $797 billion (Large Cap)
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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 2018: Productivity & Busi-
ness Processes, 32%; Intelligent Cloud, 30%; More Personal Com-

puting, 38%. R&D, 13.3% of 2018 revenues. Employed 131,000 at
6/30/18. Stock owners: William H. Gates, 1.3%;, other offs. & dirs.,
0.1%; The Vanguard Group, 7.5%; BlackRock, Inc., 6.4%; (10/18
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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Microsoft opened fiscal 2019 on a
strong note. The high-technology giant
reported revenue and earnings of $29.1
billion and $1.14 a share, easily eclipsing
our estimates of $27.5 billion and $0.95.
Although strength was evident across each
of its business segments (Productivity and
Business Processes, Intelligent Cloud, and
More Personal Computing), the company’s
continued success in the cloud arena was a
common theme. Microsoft is benefiting
from larger and longer-term customer
commitments to Azure, the company’s
cloud platform. This, in turn, has led to a
wider gross margin in its overall commer-
cial cloud business, which reached 62% in
the September period (versus 58% in the
first quarter last year). The improvement
reflects of a wider range of higher-valued
products and services being sold on the
platform and increased operating leverage
as more workloads move onto Azure. Else-
where, consumers have continued to adopt
Office 365 at a fast pace, and Windows 10
and its ecosystem has remained on corpo-
rations’ upgrade lists. Finally, Microsoft's
gaming business seems well positioned for
a good holiday season.

Meanwhile, the latest financial and
operating results demonstrate that
Microsoft is executing well, and that its
customers are finding value in its products
and services as they make the move to
cloud architecture and cloud services.
Moreover, Microsoft stands in contrast
with some of its major competitors, since it
primarily sells technology products and
does not compete with its customers. That
said, we do not diminish the competition
that Microsoft faces in the cloud business.
Rather, we again note that the company’s
business is advancing rapidly, particularly
for an organization of its size, and man-
agement, though usually somewhat con-
strained relative to business prospects,
seems optimistic.

What about Microsoft stock? Although
trading at a lower relative valuation than
noted with our August report, the shares
are a long way from being on the bargain
table. Still, the company’s longer-term
prospects remain quite favorable, in our
view. The shares’ recent price offers
patient investors an opportunity for a re-
spectable risk-adjusted return.

Charles Clark November 9, 2018

(A) Fiscal year ends June 30th.

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

'15, d$1.17; 16, d70¢; '17, d37¢; '18, d$1.75.
(B) Diluted earnings. Quarters may not add to | Next earnings report mid-Jan. (C) In mill., ad- | Sept., and Dec. =Dividend reinvestment plan
total. Excl. nonrec. items: '02, d23¢; '03, d5¢; | justed for stock split. (D) Includes intangibles.
In 2018: $35.7 billion, $4.65 a share.
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paid December 2, 2004.

(E) Dividends historically paid in March, June,

available. Special dividend of $3.00 a share
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