
 

Company Overview: 
Microsoft is the world’s largest software company and the leading provider of operating systems for the PC and server markets. 
The company’s ubiquitous Windows operating system had 95% share of the global PC market in 2013 and 63% of the global server 
market. Additionally, Microsoft Office continues to be the dominant productivity suite. The company is also a leading provider of 
video game and entertainment consoles and video games through its Xbox platform. With its purchase of Nokia Devices & 
Services, Microsoft is the leading mobile phone vendor and entered the tablet market with its Surface line. Microsoft’s Azure is a 
leading provider of cloud-based Platform as a Service. Founded in 1975, Microsoft’s is based in Redmond, WA and has 128,000 
employees globally. 

 
 
Highlights:  
Microsoft has high visibility and a clear line of sight into double-digit revenue growth for the foreseeable future. Other reasons 
to like the story include: 1) safest large- cap investment option, 2) multiple growth drivers, 3) levered to favorable secular trends, 
4) ensuing profitability and free cash flow from strong revenue growth, and 5) continuing return of capital to shareholders. 
 
Bull Case: 

• Cloud Investments Driving Sustainable Moat in Large and Fast-Growing Market - Microsoft’s significant investments 
in scaling its cloud platform, Azure, have driven strong returns, becoming the #2 player in a sizable and growing market 
that can support multiple winners and continues to consolidate among the largest players. Microsoft's history with 
enterprise IT purchasers (and ease of integration with its workplace products) has helped the company come to the 
forefront of the on-prem to cloud shift. 

• Cloud Innovation a Force Multiplier for the Remainder of the Portfolio - Microsoft’s investments in cloud technology, 
aside from the IaaS and PaaS capabilities of Azure, are powering notable advances across its product portfolio, in areas 
as diverse as CRM/ERP offerings, security, gaming, and advertising. Microsoft is able to invest at a scale that most other 
competitors in these markets cannot match, and we do not view investment in Azure as a standalone, rather as a 
multiplier for the rest of its product portfolio. 

• Durable Growth Potential - From FY18-FY21, Microsoft sustained a 15% CAGR, adding ~$60B of revenue to $168B total. 
Even more impressive, most of this came organically with $23B from Azure, $12B from Office, and$5B from Gaming 
(LinkedIn added $5B). We expect Microsoft to maintain a mid-teens CAGR from FY21-FY24 off an already large $168B 
base. 

Bear Case: 
• Negative Margin Pressure in the NT as Azure Mix Increases - Microsoft could see some near-term gross margin 

pressure as the Azure business grows as a percentage of overall revenue. While Microsoft's on-premises offerings offer 
a high margin profile, growth in these lines of business is decelerating. The company believes its SaaS offerings (EMS, 
Office 365, LinkedIn, and Microsoft Dynamics) are close to reaching steady state gross margins, however the IaaS and 
PaaS business still has room for margin leverage. Ultimately Microsoft believes it could achieve gross margins that 
surpass AWS margins (55-60%). 

• Application Spending is Highly Cyclical - Enterprise application spending has proven to be highly cyclical, given the 
more discretionary nature of applications projects. During an economic slowdown, when firms are faced with shrinking 
IT budgets, projects involving application upgrades, migrations or new installations are often deferred. This could 
present a higher degree of risk for bookings deceleration for Microsoft and other application vendors, in the event of 
an economic slowdown. 

• Azure Growth Could Slow - While we maintain the view that public cloud remains early days, a material slowdown in 
Azure growth could impact the stock and future growth. 
 

Overview: 
We see a collection of sustainable advantages in the Microsoft story including: 1) strong positioning in fast-growing, innovation-
heavy markets including public cloud, gaming, and digital advertising; 2)significant scale advantages from the cumulative effect 
of years of investment; and 3) deep, established relationships with enterprise software purchasers and essentially universal brand 
recognition, which 4) positions Microsoft as a “low risk” vendor that can take share regardless of (or perhaps especially during) 
periods of soft economic conditions. 
 
 
 

Name Ticker Growth Dividend D + G
Microsoft Corporation MSFT 12.00% 1.20% 13.20%



 

Past performance is not indicative of future results. Investing involves risk including the potential loss of principal. This material is 
not financial advice or an offer to sell any product. The actual characteristics with respect to any particular client account will vary 
based on a number of factors including but not limited to: (i) the size of the account; (ii) investment restrictions applicable to the 
account, if any; and (iii) market exigencies at the time of investment. Aptus Capital Advisors, Inc. reserves the right to modify its 
current investment strategies and techniques based on changing market dynamics or client needs. Forward looking statements 
cannot be guaranteed. This is not a recommendation to buy or sell a particular security. There is no assurance that any securities 
discussed herein will remain in an account's portfolio at the time you receive this report or that securities sold have not been 
repurchased. The securities discussed may not represent an account's entire portfolio and in the aggregate may represent only a 
small percentage of an account's portfolio holdings. It should not be assumed that any of the securities transactions, holdings or 
sectors discussed were or will prove to be profitable, or that the investment recommendations or decisions we make in the future 
will be profitable or will equal the investment performance of the securities discussed herein. Information was obtained from third 
party sources which we believe to be reliable but are not guaranteed as to their accuracy or completeness. 
 
This content and/or when a page is marked “Advisor Use Only” or “For Institutional Use”, the content is only intended for 
financial advisors, consultants, or existing and prospective institutional investors of Aptus. These materials have not been 
written or approved for a retail audience or use in mind and should not be distributed to retail investors.  Any distribution to 
retail investors by a registered investment adviser may violate the new Marketing Rule under the Investment Advisers Act.  If 
you choose to utilize or cite material we recommend the citation, be presented in context, with similar footnotes in the material 
and appropriate sourcing to Aptus and/or any other author or source references. This is notwithstanding any considerations or 
customizations with regards to your operations, based on your own compliance process, and compliance review with the 
marketing rule effective November 4, 2022. 

Advisory services are offered through Aptus Capital Advisors, LLC, a Registered Investment Adviser registered with the Securities 
and Exchange Commission. Registration does not imply a certain level or skill or training. More information about the advisor, its 
investment strategies and objectives, is included in the firm’s Form ADV Part 2, which can be obtained, at no charge, by calling 
(251) 517-7198. Aptus Capital Advisors, LLC is headquartered in Fairhope, Alabama. ACA-2211-16. 
 
 


