MICROSOFT noguse

RECENT

PIE Trailing: 116
PRICE RATIO 10.7 (Median: 180

29.86

RELATIVE
PIERATIO

DIVD
YLD

0.69

iU

TIMELINESS 3 Lowered 7113/12

High:
Low:

38.1
21.4

35.3
20.7

30.0
225

30.2
24.0

28.3
23.8

30.3
215

375| 36.0| 315
266 | 175| 149

SAFETY 1 Raised 5606

TECHNICAL 3 Raised 6/8/12
BETA 85 (100 = Market)
2015-17 PROJECTIONS

LEGE

NDS
—— 11.0 x "Cash Flow" p sh
-+ .+ Relative Price Strength
2-for-1 split  3/99
2-for-1 split  2/03
Options: Yes
haded areas indicate recessions

31.6
22.7

29.5
23.7

32.9

Sea Target Price Range

2015|2016 2017
120

100

80

64

48

Price  Gain Return

Ann’l Total [T

- 32

21% =

High 60 (+100%; 21%
0

Low 50 (+65%

A

"y 24

20

Insider Decisions

16

to Buy

. — |

12

[=lejeRu)
POO o
X=I=3

Options
to Sell

% TOT. RETURN 10/12 |8

0|loor o

Institutional Decision
4Q2011  1Q2012
857 874

2Q2012

to Buy 981

to Sell 797 862 727
Hld's(000)531927955328145188437

Percent

shares
traded

21

.. THIS VL ARITH*
STOCK  INDEX

14

* lyr. 101 10.8

71
|

| 3yr. 10.5 48.5
(I

1996 | 1997 | 1998 | 1999

2000

2001

2004

M 5yr.  -133 252
2012

2013 15-17

92| 118 147 193
.28 41 59 84
21 33 45 70

2.25
99
85

2.39
1.09
90

3.39
115

©VALUELINEPUB.LLC
8.79 Revenues per sh A
312 “Cash Flow” per sh
Earnings per sh B
Div'ds Decl'd per sh E=

13.75
4.75
4.25
1.44

9.65
3.35
2.95

89

.06
2.69

07
158

.05
1.02

.05
.73

09
4.05

10
448

07
487

.35
12.25

Cap’l Spending per sh

9.70 [Book Value per sh P

9408.0 | 9632.0 | 9880.0 | 10218

10218

10566

10718

8300 |Common Shs Outst'g © 7000

49.8
2.84

29.1
1.82

33.0
1.90

428
2.23

53.1
3.45

35.3
181

324
177 1.36
- 6%

1.22
1.2%

1.06
1.4%

13.0
85
2.5%

Avg Ann’l PJE Ratio
Relative P/E Ratio
Avg Ann’l Div'd Yield
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No defined benefit pension plan
Pfd Stock None

Common Stock 8,422,000,000 shs.

MARKET CAP: $251 billion (Large

CAPITAL STRUCTURE as of 9/30/12
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(12% of Cap’l)

Cap)

51122
39.1%

28365
45.8%

36835
40.6%

39788
44.0%

62484
42.9%

73723
41.9%

80000
42.0%

95775
42.5%

Revenues ($mill) A
Operating Margin

1440.0
14065

1084.0
10384

1186.0
11330

855.0
12715

3500
30000

2673.0
18760

2967
23171

3050
24725

Depreciation ($mill)
Net Profit ($mill)

30.0%
21.5%

32.0%
36.6%

33.1%
30.8%

32.0%
32.0%

20.0%
31.3%

25.0%
30.0%

18.6%
31.4%

20.0%
30.9%

Income Tax Rate
Net Profit Margin

35832 55597 | 31860 16414

52180 74825 | 48115 31097

50000
12000
85000

29529
4939.0
46175

52396
10713
66363

55000
12000
80350

Working Cap’l ($mill)
Long-Term Debt ($mill)
Shr. Equity ($mill)

45.2%
45.2%

19.9%
19.9%

15.1%
15.1%

26.4%
26.4%

31.0%
35.5%

36.8%
40.6%

30.3%
34.9%

21.0%
31.0%

Return on Total Cap'l
Return on Shr. Equity

CURRENT POSITION 2010
(SMILL)

36788
13014
740
5134

Cash Assets
Receivables
Inventory (Avg Cst)
Other

2011
52772

5787

9/30/12

55676
4025
1000

Current Assets
Accts Payable
Debt Due
Unearned Revenue 13652
Other 747

74918
4197

15722
8855

Current Liab. 26147

28774

12.8% | 19.2% 33.0%

19.9%
- 15% | 27% 27%

30.7% 25.3% | 21.5% [Retained to Com Eq 23.5%
24% 28% | 30% |All Div'ds to Net Prof 34%

BUSINESS: Microsoft Corp. is the largest independent maker of
software. It develops and sells software products for a wide range
of computing devices. Also sells the Xbox video game console.
Revenue sources in fiscal 2012: Microsoft Business, 32.6% of total;
Server and Tools, 25.3%; Windows & Windows Live, 24.9%; Enter-
tainment & Devices, 13.0%; Online Services, 3.9%; Other, .3%. Re-

search and development: 13.3% of 2012 sales. Employed 94,000
at 6/30/12. Stock owners: William H. Gates, 5.5%;, other offs. &
dirs., 4.0% (10/12 proxy). Chairman: Wiliam H. Gates. CEO:
Steven A. Ballmer. Incorporated: Washington. Address: One Micro-
soft Way, Redmond, Washington 98052-6399. Telephone: 425-
882-8080. Internet: www.microsoft.com.
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Investors’ reaction to Microsoft's fi-
nancial results for its fiscal first
quarter was cool. (Fiscal years end June
30th.) True, the software giant's top and
bottom lines fell short of most estimates.
However, it is no secret that PC demand
has been lackluster, and the current trend
was more pronounced due to the pending
release of Windows 8 (introduced on Octo-
ber 26th) and the upgrade and promo-
tional offers put in place in support of its
market launch. Nonetheless, Microsoft
was able to record $1.35 billion in deferred
revenue from these programs (inclusive of
promotion for the upcoming Office suite),
suggesting good demand for the new oper-
ating system and the broad range of com-
puting devices and platforms that are now
and will become available.

Meanwhile, business is likely to
remain brisk at the Server & Tools
group, reflecting the company’s strength
in the datacenter and the introduction of
new products (with aggressive pricing). In
addition, our sense is the top line ought to
remain on the advance at the Online Serv-
ices Division, owing to better revenue per
search, and the segment’s loss should con-

tinue to narrow (this assumes no major
change in online ad markets).

Microsoft's new operating system and
its entry in the tablet arena, Surface,
are garnering good interest. Its compe-
titors (namely Apple and Google) have a
large lead in the touch operating system,
tablet, and mobile markets, so this is going
to be an uphill battle. However, once users
get over a very short learning curve, they
seem to like Windows 8, and the associa-
ted App Store seems set to quickly evolve,
making it very competitive. (Windows 8
also operates with mouse and keyboard.)
Meanwhile, Surface is also experiencing
good interest. The tablet’'s incorporation of
a version of Office gives it a production ca-
pability not found on Apple’s iPad. This,
combined with two keyboard selections
and sharp pricing, provides meaningful
product differentiation, in our view.

We continue to recommend Microsoft
shares to those with an intermediate
time horizon. We like the prospects for
Windows 8, Surface, and Microsoft's gener-
al strategy. The stock’s current valuation
and dividend yield are also pluses.

Charles Clark November 16, 2012

(A) Fiscal year ends June 30th. (B) Primary
earnings through fiscal '97, then diluted.
Quarters may not add to total. Excl. nonrec.
items: '98, d3¢; '99, 1¢; '01, d26¢; '02, d23¢;
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'03, d5¢; '04, d29¢; '05, d4¢; '12, d72¢. Next | (E) Dividends historically paid in March, June,
earnings report due late January. (C) In mil- | Sept., and Dec. =Dividend reinvestment plan
lions, adjusted for stock splits. (D) Includes in- | available. Special dividend of $3.00 a share
tangibles. In 2012: $13.5 hillion, $1.61 a share. | paid December 2, 2004.
Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.
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