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Microsoft Stock Valuation: %/&%

Bundling Leads to Dominance ACADEMY

This is not a recommendation
or investment advice.

© What is the company’s background?

“'What is its competitive strategy?
© Does that strategy lead to a competitive advantage?
©What does the valuation look like?



As of August 2024, Microsoft is the 3™ largest

company in the world by market cap %/&%

Rank Company Exchange Mcap (USSbn) ACA D E MY
1 Apple USA 3,466
2 NVIDIA USA 3,155
Andrew SR
4 Alphabet USA 2,035 :
5 Amazon USA 1,816
6 Saudi Aramco S. Arabia 1,795
7 Meta Platforms USA 1,313
8 Berkshire Hathaway USA 993
9 TSMC Taiwan 884
10 Eli Lilly USA 859
11 Broadcom USA 751
12 Tesla USA 668

13 JPMorgan Chase USA 626

This is not a recommendation
or investment advice.

Sources: CompaniesMarketcap.com 3



An American multinational technology giant

A

ACADEMY

* Bill Gates and Paul Allen founded Microsoft in
1975 and revolutionized early computing with
the DOS and later Windows operating systems

Andrew Stotz, PhD, CFA

] Office yammer:

* Windows has over 72% of the market share o
@8 Exchange i

* If you’ve ever used a computer, you’'ve used ymsn B8 Microsoft [
Microsoft products!

M Visual StUdiO » “ Microsoft Dynamics
7\ XBOX

This is not a recommendation
or investment advice.

Sources: Microsoft.com, britannica.com, 4



The distinct segments, each contribution nearly

equally

Revenue (USSbn)

Chg % Chg % of TTL

Productivity and Bus. Processes

Intelligent Cloud
More Personal Computing

5.9 9.3 32.7
12.9 17.3 41.5
(5.2) (8.7) 25.8
13.6 6.9 100.0

Total

This is not a recommendation
or investment advice.
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Andrew Stotz, PhD, CFA




More personal computing is shrinking and has
lowest and falling gross profit %/&%

Revenue (USSbn) 2022 2023 Chg % Chg % of TTL ACA D E M Y

Productivity and Bus. Processes 63.4 69.3 5.9 9.3 32.7
Intelligent Cloud 75.0 87.9 12.9 17.3 41.5
More Personal Computing 59.9 54.7 (5.2) (8.7) 25.8
Total 198.3 211.9 13.6 6.9 100.0
o Andrew Stotz, PhD, CFA
Gross profit (USSbn) 2022 2023 Chg % Chg % of TTL
Productivity and Bus. Processes 29.7 34.2 4.5 15.2 38.6
Intelligent Cloud 33.2 37.9 4.7 14.1 42.8
More Personal Computing 20.5 16.5 (4.0) (19.7) 18.6
Total 83.4 88.5 5.1 6.2 100.0

This is not a recommendation 6
or investment advice.




More Personal Computing gross margin is lowest

and fell by 4ppts %/&%

Revenue (USSbn) 2022 2023 Chg % Chg % of TTL ACA D E M Y

Productivity and Bus. Processes 63.4 69.3 5.9 9.3 32.7
Intelligent Cloud 75.0 87.9 12.9 17.3 41.5
More Personal Computing 59.9 54.7 (5.2) (8.7) 25.8
Total 198.3 211.9 13.6 6.9 100.0 Andrew St otz, Ph D, CEA |
Gross profit (USSbn) 2022 2023 Chg % Chg % of TTL
Productivity and Bus. Processes 29.7 34.2 4.5 15.2 38.6
Intelligent Cloud 33.2 37.9 4.7 14.1 42.8
More Personal Computing 20.5 16.5 (4.0) (19.7) 18.6
Total 83.4 88.5 5.1 6.2 100.0
Gross profit margin (%) 2022 2023 Chg

Productivity and Bus. Processes 46.9 49.4 2.5

Intelligent Cloud 44.3 43.1 (1.2)

More Personal Computing 34.2 30.1 (4.1)

Total 42.1 41.8 (0.3)

This is not a recommendation
or investment advice.




2023 Revenue with US dominated, global market
evenly poised, generated USS212bn %

ACADEMY

Andrew Stotz, PhD, CFA

United States
No sales to a country other

-%‘:ﬂ{?w ; 9 ¥ Rest Qf Wprld 5l

*"f’.".)”"*@%%" e il IR e than US accounted for
&L | B e more than 10% of revenue

in the fiscal year 2023

This is not a recommendation

. . Sources: Microsoft Annual Report 2023
or investment advice.




More than 70% of 2023 revenue comes from top

3 products %/&%

Server products and ACADEMY

cloud services

USS$80bn, 38%

Andrew Stotz, PhD, CFA

Office products and
cloud services

USS$49bn, 23%

Windows

USS$S22bn, 10%

Microsoft

Wlndows

This is not a recommendation
or investment advice.

Sourc crosoft Annual Report 2023 9



3 other categories has integrated into various
aspects of our lives

fa) XBOX + Advion | BIZRD g

Gaming

USS48bn, 7%

LinkedIn
USS15bn, 7%

Search and news
advertising

6%

This is not a recommendation

. . Sources: Microsoft Annual Report 2023
or investment advice.

10

A

ACADEMY

Andrew Stotz, PhD, CFA




Early Microsoft timeline

*x 1980-81: Launched MS-DOS for IBM PC

* 1983: | graduated from high school in Ohio
 MSFT released Word for MS-DOS; Lotus 1-2-3
launched and became the #1 spreadsheet

* 1985: Launched Windows 1.0 and Excel for
Macintosh; Steve Jobs pushed out of Apple

* 1986: IPO created many millionaires

*x 1987: Released Excel for Windows and
Windows 2.0 with improved graphics

This is not a recommendation
or investment advice.
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Andrew Stotz, PhD, CFA




In 1988 | bought a secondhand IBM computer for

about USS750 using my credit card %/&%

ACADEMY

Andrew Stotz, PhD, CFA

This is not a recommendation
or investment advice.

Source: https://en.wikipedia.org/wiki/IBM_Personal_Computer_XT#/media/File:IBM_PC_XT_5160.JPG 12



In 1988 | bought a secondhand IBM computer for
about US$750 using my credit card

ADe

ACADEMY

Andrew Stotz, PhD, A

R

"l learned to use Lotus 1-2-3

This is not a recommendation
or investment advice.

Source: https://en.wikipedia.org/wiki/IBM_Personal_Computer_XT#/media/File:IBM_PC_XT_5160.JPG 13



Early Microsoft timeline

* 1989: Lotus 1-2-3 version 3.0 was released,
but Excel began catching up. Introduced
Office, bundling Word, Excel, and PowerPoint

* | graduated from Cal State Long Beach and stood
out at Pepsi by making charts with Lotus 1-2-3

* 1990: Windows 3.0 was a major success,
selling over 10 million copies. Windows NT
was launched as a secure, stable OS for
businesses

This is not a recommendation
or investment advice.
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Andrew Stotz, PhD, CFA




1993: | started as a stock market analyst in
Thailand using Excel on a slow Windows PC

ADe

ACADEMY

Andrew Stotz, PhD, CFA




Early Microsoft timeline

* 1995: IBM acquired Lotus, but 1-2-3 was
already in decline, beaten by Excel and Office

* 1997: Steve Jobs returned to Apple. Microsoft
invested $S150 million in non-voting Apple
stock, helping Apple regain stability and
committing to Office for Mac and Internet
Explorer as the default browser

* The Asian Financial Crisis struck in Bangkok

This is not a recommendation
or investment advice.
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Andrew Stotz, PhD, CFA




Microsoft Stock Valuation: %/&%

Bundling Leads to Dominance ACADEMY

This is not a recommendation
or investment advice.

7 What is the company’s background?
7 What is its competitive strategy?

© Does that strategy lead to a competitive advantage?
“'What does the valuation look like?



Microsoft — United States - Founded 1975
Info. Tech. sector, 221,000 employees, USS$S212bn revenue

Main segments/products

* Microsoft Azure
* Microsoft 365
 Windows operating system

Its competitive advantage

Competitive advantages through ecosystem integration,
continuous innovation and market dominance

How it achieved its competitive advantage

By tightly interlinking its products, maintaining high switching
cost, heavily investment in technologies and building strong ties
with corporate clients

This is not a recommendation

. . Sources: A. Stotz Academy, Microsoft Annual Report 2023
or investment advice.
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Andrew Stotz, PhD, CFA




Under CEO Satya Nadella, Microsoft has excelled

in cloud computing and Al %/&%

ACADEMY

* Satya Nadella replaced Steve Ballmer as the Andrew Stotz, PhD, CFA
third CEO of Microsoft in 2014

* He has shifted the company away from a
falling mobile strategy and focused on cloud
computing and Al segments

This is not a recommendation
or investment advice.



Microsoft has invested USS13bn in OpenAl for

further partnership %/&%

» With a recent valuation of nearly USS80bn, ACADEMY
OpenAl has become one of the most valuable
tech startups in the world

Andrew Stotz, PhD, CFA

* Structured as a "minority economic interest" to
gain profits, but not control to avoid the B9 Vicrosoft @) OpenAl
regulatory scrutiny |

* With this partnership, Microsoft is integrating
technology powered by ChatGPT into Bing,
GitHub coding tools, Microsoft 365, and Azure
Cloud

This is not a recommendation
or investment advice.

Sources: Microsoft.com, Analysticsinsight.com, Yahoofinance.com 20



Top 10 Acquisitions by deal value, Microsoft

keeps integrating new offering into its ecosystem %&%

ACADEMY

Andrew Stotz, PhD, CFA

_ The Activision-Blizzard deal
alone almost equal to the
next 5 acquisition
combined

@ NUANCE ' Most of them happened

after Nadella started the
role as CEO

This is not a recommendation
or investment advice.

Sources: Microsoft.com, Finshots.com 21



Microsoft launched Teams in 2016 to compete

with Slack %/&%

ACADEMY

Andrew Stotz, PhD, CFA

_ It also integrated Skype
which MSFT bought in
2011

_ Many argue Slack is the
better product of the two

-." slack

This is not a recommendation -

or investment advice.




It took Microsoft less than 2 years to beat Slack

in terms of daily active users %&%

1o ACADEMY

13+ million

daily active user Andrew Stotz, PhD, CFA

Microsoft Teams

slack

e Teams DAU

This is not a recommendation
or investment advice.

Sources: Microsoft.com 23



Microsoft Teams saw exponential growth in
users, while Slack has seen linear growth

Microsoft Teams vs. Slack
o

60 Daily Active Users (Millions)
v 50 e i; Microsoft Teams
@
=)
g 40 ' slack
L e — <5 SICC
>
‘™
Q 30

20

10

2014 2015 2016 2017 2018 2019 2020
TehCrunch chart

This is not a recommendation

. . Sources: Chartr, Swipefile.com
or investment advice.

24
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Andrew Stotz, PhD, CFA

) While Slack targeted SMEs,

Microsoft Teams was
designed for larger
enterprises

© Microsoft could leverage

its expertise and customer
base within enterprise
solutions




Microsoft Teams have 320 million monthly active

users today %/&%

CUTTING SLACK

Microsoft's Office Bundle Turbocharged Teams ACADEMY

Daily / Monthly Active Users [Millions]

T§]
300m 320m
— Microsoft Teams g
== Slack .."
250 Andrew Stotz, PhD, CFA
200m ) By bundling Teams with
Office 365, users basically
150m got Teams for free
;ﬁj;‘:gfﬁ;fg; { ) It’s hard to beat free
100 - : I
; Startsquoting () Microsoft also understands
\ .
50 Slack had 12m DAUSs at they re Selllng to the end
m its last update [Sep 2019] buyer’ not the end user
< Daily
Om — '

2015 2016 2017 2018 2019 2020 2021 2022 2023

cHARTR Source: Company reports

This is not a recommendation
or investment advice.

Sources: Chartr, Sherwood.news 25



Microsoft tries to do the same to other apps

* Microsoft Tasks tries to overtake Trello
* Microsoft Lists tries to overtake Monday.com

* Microsoft To Do tries to overtake every
personal task management app

* By bundling and leveraging its enterprise
clients, Microsoft has a good chance to
pecome the dominant app in terms of users

* It is currently integrating Copilot Al into its
ecosystem

This is not a recommendation

. . Sources: Snir David
or investment advice.
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Microsoft Stock Valuation: %/&%

Bundling Leads to Dominance ACADEMY

This is not a recommendation
or investment advice.

@ What is the company’s background?
©'What is its competitive strategy?
7 Does that strategy lead to a competitive advantage?

7 'What does the valuation look like?



o A

ACADEMY

IS the company Andrew Stotz, PhD, CFA
financially world class?




| use my World Class
Benchmarking scorecard to
measure if a company has a
competitive advantage

-

A

ACADEMY

Andrew Stotz, PhD, CFA



| developed this scorecard ten years ago; here’s

how we construct it %/&%

ACADEMY

* My team gathers the yearly and quarterly
financial data of 26,000 companies worldwide

Andrew Stotz, PhD, CFA

* We then calculate each company’s Profitable
Growth score

* Which is a composite measure of both
profitability and growth

This is not a recommendation

. . 30
or investment advice.



| developed this scorecard ten years ago; here’s

how we construct it %/&%

ACADEMY

* After that, we rank the company relative to

sector peers of similar size Andrew Stotz, PhD, CFA
* A decile ranking of 1 or 2 is financially world
class, while 10 is the worst Is the company
* We assess the company’s performance over financially

the prior four years and the past 12 months world class?
(PTM)

This is not a recommendation

. . 31
or investment advice.



Microsoft: A. Stotz Profitable Growth % Q

ACADEMY

Profitable Growth
'20 '21 '22 '23 PTM
1 1 1 1 1

Andrew Stotz, PhD, CFA

Benchmarked against 640 large Info Tech companies worldwide.

This is not a recommendation Source: A. Stotz Investment Research. Notes: 1 = top ranking and 10 = worst. Most recent year’s data is based on

2
or investment advice. the past 12 months (PTM) of published data. 3




Microsoft Stock Valuation: %/&%

Bundling Leads to Dominance ACADEMY

This is not a recommendation
or investment advice.

“'What is the company’s background?

“'What is its competitive strategy?

© Does that strategy lead to a competitive advantage?
' What does the valuation look like?




| use my FVMR methodology 74/&%

ACADEMY

to determine the
attractiveness of the Andrew Stotz FREIE
company

or investment advice.



EARNINGS

Net profit margin (NPM)

FUNDAMENTALS

Return on assets (ROA)




Price-to-earnings (PE)

VALUATION

Price-to-book value (PB)




EARNINGS

EPS growth (EPS)

MOMENTUM

MOMENTUM

% Price change (Price*™)




Net debt-to-equity (NDE)

Beta (Beta®)




Abbreviated FVMR Scorecard

ACADEMY

A. Stotz FVMR Methodology - Info. Tech.: Software & Services
Mcap | ADV Fund. (%) Valuation (x) |Momo (% chg) Risk (x) FVMR

Company Exchange| US$bn | US$m | NPM | ROA | PE | PB | EPS |Price*| NDE |Beta* | rank Andrew StOtZ, Ph D’ CFA
Info. Tech.: Software & Services 5,293 6,059 28.0 16.8 33.7 12.5 18.3 2.1 5.5 1.0

Microsoft USA 3098 3016 360 206 347 110 201 (24) (02) 10 5

Oracle USA 384 2/8 198 7.8 243 318 96 122 767 16 11 7 Click the link in the

SAP Germany 267 301 81 37 473 53 (37) 79 01 11 9 R

Salesforce USA 256 416 153 58 287 41 409 (52) (00) 13 7 description to download
Adobe USA 248 539 249 180 316 164 159 155  (0.1) 1.0 3 .

Accenture USA 209 287 108 139 279 74 29 89  (03) 05 4 this PDF and get the

Tata Consultancy Servs.  India 194 120 192 313 04 17.4 99 147 (0.5 05 1 Abbreviated FVMR

IBM USA 181 213 135 64 196 71 60 149 19 06 2 g
Intuit USA 173 338 182 102 362 92 192 (64) 02 10 8 Scorecard for the world’s
ServiceNow USA 171 219 11.5 7.6 64.8 18.6 39.2 9.2 (0.4) 0.9 10 tOp 500 Compa nies

Palo Alto Networks USA 114 332 321 164 613 215 321 126 (01) 15 6

Source: A. Stotz Academy, Refinitiv. Sector data is market cap weighted. *Price change and beta over the past three months.

This is not a recommendation Sources: A. Stotz Academy, Refinitiv

. . . . . 39
or investment advice. The scorecard ranking should not be seen as investment advice, do your own research.




DISCLAIMER
IMPORTANT: CONTENT SHOULD NOT BE CONSTRUED AS A SOLICITATION OR RECOMMENDATION

Our publications should not be considered financial advice

We are not a registered investment advisor, and nothing within our publications is intended—and should not be considered—as investment advice. We are not in the business of giving
investment advice to individuals regarding the suitability of any index, derivative, security, other instrument or trading strategy. As such, nothing in our publications should be used or relied
upon for any financial purpose.

Our publications should not form the primary basis of your investment decisions
You should neither construe any of the material contained within our publications as business/financial/investment/hedging/trading/legal/regulatory/tax/accounting advice. Our publications

should not form the primary basis for any investment decisions made by or on your behalf (by your accountants or managed/fiduciary accounts). Please consult your business advisor,
attorney, and tax/accounting advisors concerning any contemplated transactions/investments/trades.

Our views and interpretations are opinions, not investment advice
We provide general information and are not making suggestions to buy or sell any security. Our views and interpretations are the sole opinions of our authors. These opinions are not intended

to be construed as personalized advice, or recommendations to buy, hold, or sell any mentioned securities, and you should always consider your personal situation before making any
transactions/investments/trades. The opinions expressed are the true opinion(s) of the author(s) about this company and industry.

Our opinions are not a forecast of future performance
Any “forward-looking statements/predictions/forecasts” are best estimates and opinions based on information that is available to all and that we believe to be correct. We do not offer any

guarantee that our forecasts will materialize, actual results will likely vary. We do not undertake any responsibility to update “forward-looking statements” to reflect circumstances or events
or changes in expectations after the date of publications.

n u o

To identify forward-looking look for these and similar words: “believe”, “expect”,

”n u

anticipate”, “intend”, “estimate”, “potentially” and similar expressions which refer to future events.
Our opinions can change without notice

All opinions expressed, and information and data provided within our publications are subject to change without notice. Should published information become outdated, we undertake no
obligation to update these statements with revisions or changes after the date of publications.

Our opinions are not suitable for your situation

Whether a stock should be included in your portfolio is dependent entirely on your risk tolerance, investing objectives, situation, return objectives, and many other factors. Our opinions on any
financial product may not be suitable for you. Please speak to an investment advisor who knows your unique circumstances to make a proper recommendation as to the merit of any security
for inclusion in your portfolio.

Our information may be inaccurate

Our information comes from independent sources believed to be reliable, but accuracy is not guaranteed. At times our information may not be independently verified with respect to truth or
correctness. We disclaim responsibility that any omission or error in our publications will be corrected.

5 August 2024



DISCLAIMER
IMPORTANT: CONTENT SHOULD NOT BE CONSTRUED AS A SOLICITATION OR RECOMMENDATION

We disclose all conflicts of interest

We do not claim independent analysis, and we explain all conflicts of interest (or biases), including financial incentives, which may influence our opinions.
We do not make false performance claims, the past is no indicator of the future

We do not misrepresent the track record of our investment performance. Any disclosed operating performance should not be considered an indicator of future returns or performance. There
is no guarantee that past performance is an indicator for future performance.

We may or may not own any shares of the subject company

We undertake no obligation to inform readers about the ownership or trading activities of itself or its employees or affiliates in the securities of the profiled company or any companies
mentioned, reported on, or otherwise published. We may have positions in, make purchases from time to time, or provide information on the sales of securities; these should not be
considered as recommendations for personal transactions/investments/trades.

You are responsible for understanding all involved risks

The investment opinions described by us involve significant risks. You should not enter into any financial transactions unless you have conducted your own due diligence, fully understand all
risks involved, and have independently determined that such a transaction is appropriate for you. Any discussion of the risks by us should not be considered as relevant to your situation or a
full disclosure of all risks involved.

Some, but not all, risks are related to national, international, economic conditions and fluctuations. You should also calculate any economic or other factors that may impact specific sectors,
groups, or companies. Some risks are related to the management of companies.

You are responsible for your trades

We are not responsible for any financial trades/investments/transactions placed by you. There can be no assurance that your portfolio or position can achieve any suggested/forecasted
performance and therefore, any sample performance information should not be relied upon. You should always consider your personal situation before making any investment, conduct your
own due diligence, and seek the advice of a professional person or company.

You may lose big

The opinions we express may not yield profitable results and may result in large losses of money. We do not make any warranties, expressed or implied, as to potential results that can be
obtained from using our published information, and we make no express or implied warranties with regards to the use of any financial product.

You should understand there are no guarantees

Every investment comes with risk, which is often reflected in the rate of return you can expect to receive. If your investment is extremely low risk, you’ll most likely get a low return. Don’t
believe claims of guaranteed returns. Anyone reading our publications assumes full responsibility for whatever results are obtained from whatever use the information was put towards.

You should always get professional advice

The information contained our publications is provided for general informational purposes only. It is not a substitute for obtaining professional advice from a registered/qualified person or
company who is familiar with your personal circumstances. Please seek the advice of a professional, as appropriate, regarding the evaluations of any specific security, report, opinion, advice,
and other content.

5 August 2024
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