MOSCHOVAKIS CAPITAL — Wealth Preservation Equity Research

MSFT — MICROSOFT CORPORATION

Wealth Preservation Equity Research Report
Report Date: January 29, 2026

| RECOMMENDATION: BUY ON WEAKNESS

Current Price (After-Hours) $457.77
Fair Value (Base Case) $550 - $580
Target Entry Price $430 - $450
Margin of Safety (Current) 17-21%
Wealth Preservation Score 727100

Return Profile Summary

Metric Value
Dividend Yield 0.79%
Expected Dividend Growth 10% CAGR
Expected EPS Growth 12-15% CAGR
Total Expected Return (Base) 9.5-11% CAGR
Bear Case Total Return 2-4% CAGR
Bull Case Total Return 14-17% CAGR
Probability-Weighted Return 9.5% CAGR

One-Line Thesis: Microsoft's fortress balance sheet (D/E 0.17x), dominant cloud/Al position
generating 22%+ ROIC, and rock-solid dividend provide exceptional downside protection, while current
post-earnings weakness creates an attractive entry point for long-term wealth preservation with
meaningful upside optionality.
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EXECUTIVE SUMMARY

Microsoft reported Q2 FY2026 earnings on January 28, 2026, beating estimates on both revenue
($81.27B vs. $80.27B expected) and EPS ($4.14 vs. $3.97 expected). Despite the beat, shares fell
~5% in after-hours trading due to Azure cloud growth decelerating to 39% (from 40% prior quarter) and
Q3 operating margin guidance of 45.1% coming in below the 45.5% consensus. This reaction creates a
potential entry opportunity for wealth preservation investors.

The selloff appears to reflect growth deceleration concerns rather than fundamental deterioration.
Microsoft maintains one of the strongest balance sheets in corporate America with a debt-to-equity ratio
of just 0.17x, $102 billion in cash, and interest coverage exceeding 50x. The company continues
generating ROIC of 22-24%, significantly above its 10% weighted average cost of capital, indicating
sustained value creation.

For wealth preservation investors, Microsoft represents a high-quality compounder trading at a slight
discount to its 5-year average P/E multiple. The combination of defensive characteristics (fortress
balance sheet, diversified revenue, essential enterprise products) with secular growth drivers (cloud
computing, Al integration, enterprise software) makes it a compelling candidate for long-term capital
preservation and growth.

Understanding the Post-Earnings Drop

The ~5% after-hours decline following strong earnings reflects three specific concerns: (1) Azure
growth slowed to 39% from 40%, with Q3 guidance of 37-38% suggesting further deceleration; (2)
Gross margin at ~68% was the narrowest in three years due to heavy Al infrastructure investments;
and (3) Q3 operating margin guidance of 45.1% fell below analyst expectations of 45.5%. These
concerns are valid short-term headwinds but do not impair the long-term investment thesis.
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STAGE 1: SECTOR & THEME IDENTIFICATION

Question Assessment
Is the sector understandable? YES v
Is the sector in secular decline? NO v
Cyclicality assessment? MODERATE
Sector-level tailwinds? STRONG v
Sector valuation vs. history? FAIR

Rationale

Enterprise software, cloud
computing, Al infrastructure

Cloud computing and Al are secular
growth drivers

Some enterprise spending cyclicality
but recurring revenue provides
stability

Al adoption, cloud migration, digital
transformation, hybrid work

Tech sector trading near historical
averages post-2022 correction

Sector Verdict: CONTINUE — Defensive characteristics within growth sector, understandable

business model, multiple secular tailwinds.

Page 3



MOSCHOVAKIS CAPITAL — Wealth Preservation Equity Research

STAGE 2: FUNDAMENTAL GATEKEEPING

2.1 Solvency Check: Balance Sheet Fortress

Metric Value Threshold Assessment
Debt-to-Equity 0.17x <1.0x (ideal <0.5x) EXCELLENT v
Interest Coverage 52.8x >5.0x minimum EXCELLENT v
(EBIT/Interest)

Current Ratio 1.40x >1.5x preferred ADEQUATE v
FCF Positive (Last 5 Years) 5/5 4/5 minimum EXCELLENT v
Cash & Short-Term $102B >20% of debt EXCELLENT v
Investments

Total Debt $60.6B — Net Cash Position
Altman Z-Score 9.05 >3.0 safe zone EXCELLENT v

Stress Test: If revenue dropped 30% for 2 years, Microsoft would remain solvent (interest coverage would remain
>10x), maintain dividend (FCF coverage >2x even with 30% decline), and avoid dilutive equity raise (net cash
position provides buffer).

Solvency Assessment: FORTRESS — Proceed with high confidence.

2.2 Capital Efficiency: ROIC Assessment

Metric Current 5Y Avg Trend
Return on Invested Capital (ROIC) 22-24% 27-32% | Declining
Weighted Avg Cost of Capital ~10% ~9% Stable
(WACC)

ROIC - WACC Spread +12-14% +18-22% Value Creating v/
Return on Equity (ROE) 29.7% 35-40% | Declining

Analysis: ROIC has declined from peak levels (45%+ in 2021) due to massive Al infrastructure investments
($37.5B CapEx in Q2 alone). However, the 12-14% spread above WACC confirms Microsoft continues creating
substantial shareholder value. The declining ROIC trend bears monitoring but reflects investment in future growth
rather than fundamental deterioration.

ROIC Verdict: VALUE CREATING — ROIC of 22%+ vs. 10% WACC indicates excellent capital
efficiency.
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2.3 Dividend Sustainability Analysis

Metric Value Threshold Assessment
Current Dividend Yield 0.79% 1.5-5% sweet spot LOW
Annual Dividend Per Share $3.64 — —
Payout Ratio (EPS) 24-25% <60% preferred EXCELLENT v
FCF Payout Ratio ~35% <70% preferred EXCELLENT v
5-Year Dividend Growth CAGR 10% >3% (beats inflation) EXCELLENT v
Consecutive Years of Increases 21+ years >10 years preferred EXCELLENT v
Dividend Coverage (FCF/Div) ~2.9x >1.3x preferred EXCELLENT
Maintained Through 2008-097? YES — J
Maintained Through 20207 YES — J

Stress Test: If earnings dropped 40%, dividend coverage would still be ~1.75x — ADEQUATE. The low payout
ratio provides exceptional cushion for dividend maintenance and continued growth even in severe downturns.

Dividend Sustainability: ROCK SOLID — Ultra-low payout ratio with 21+ year track record.

2.4 Profitability Metrics

Metric Current 5Y Average Trend
Gross Margin 68.0% 69-70% | Slight pressure
Operating Margin 47.1% 42-45% 1 Improving
Net Margin 36.2% 33-35% — Stable
FCF Margin 26.6% 28-30% | CapEx impact
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STAGE 3: VALUATION ANALYSIS

3.1 Relative Valuation

Metric Current
P/E (TTM) 31-32x
Forward P/E 27.7x
EV/EBITDA 20.7x
P/S 12.1x
PEG Ratio 2.05x
Dividend Yield 0.79%

Fair Value Calculation

Normalized EPS: $14.50 (TTM EPS adjusted for cycle)

Fair P/E Multiple: 32-35x (based on quality, growth rate, moat durability)

Fair Value Range: $464 - $508 (normalized), $550-$580 (including growth premium)
Current Price: $457.77 (after-hours)

MOSCHOVAKIS CAPITAL — Wealth Preservation Equity Research

5Y Avg
33.4x
28-30x
21-22x
11.5x
2.0-2.5x
0.80%

Margin of Safety to Base Fair Value: 17-21%
Valuation Verdict: FAIR TO ATTRACTIVE — Trading slightly below 5Y average multiples with

modest margin of safety.
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10Y Avg
31.5x
18-20x
9.5x

0.95%

Percentile
~45th
~40th
~50th
~55th
~50th
~45th

vs. History
Fair
Fair
Fair
Slightly High
Fair

Fair
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STAGE 4: SCENARIO ANALYSIS

4.1 Ten-Year Total Return Model

Scenario Rev CAGR EPS CAGR Terminal 10Y Price Total CAGR Weight
P/E

BEAR 8% 6% 20x $520 2-4% 25%

BASE 12% 12% 28x $1,050 9-11% 50%

BULL 15% 15% 32x $1,600 14-17% 25%

Probability-Weighted Expected Total Return: ~9.5% CAGR

Scenario Assumptions

Bear Case (25%): Al investment cycle disappoints, cloud growth decelerates to single digits, recession
compresses multiples. Revenue grows at GDP-like rates. P/E contracts to 2022 trough levels. Dividend
maintained but grows slowly. Key assumption: No permanent impairment to competitive position.

Base Case (50%): Al investments pay off with Azure growth stabilizing at 25-30%, Copilot monetization

accelerates, steady market share gains in enterprise. Revenue grows at historical rates. Multiple maintains
current levels. 10% annual dividend increases continue.

Bull Case (25%): Microsoft becomes dominant Al platform, cloud market share expands significantly,
gaming/entertainment businesses scale. Revenue accelerates above historical trend. Multiple expansion to

premium levels reflecting quality and growth.

4.2 Downside Protection Analysis — CRITICAL

Metric

Bear Case Total Return (10Y)

Bear Case Price Return

Cumulative Dividend Return (Bear)

Historical Max Drawdown (10Y)

Estimated Max Drawdown (Current Conditions)

Probability of >50% Permanent Loss

Dividend Cut Risk

Assessment
2-4% CAGR — CAPITAL PRESERVED v
+14% over 10 years (from $458 to ~$520)
~15% over 10 years
-37% (2022 tech correction)
-30% to -40% in severe recession
<5% — ACCEPTABLE v
Very Low (<5%) — ACCEPTABLE v

CRITICAL CHECK PASSED: Bear case total return is POSITIVE. Capital is preserved even in

downside scenario.
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STAGE 5: QUALITATIVE DEEP DIVE

5.1 Competitive Moat Assessment

Moat Type Evidence Durability Value

Switching Costs Enterprise customers deeply embedded in 9/10 EXCELLENT
Microsoft ecosystem (Office 365, Azure, Teams,
Dynamics). Migration costs prohibitive.

Network Effects LinkedIn (1B+ members), GitHub (100M+ 8/10 EXCELLENT
developers), Xbox Live ecosystem. Developer
ecosystem creates lock-in.

Scale Advantages $38B+ R&D spend, global data center footprint, 9/10 EXCELLENT
enterprise sales force. Competitors cannot
match investment.

Intangible Assets Windows/Office brands, OpenAl partnership, 8/10 EXCELLENT
security certifications for government/enterprise.

Moat Assessment: WIDE & DURABLE — Multiple reinforcing moat sources with high durability.
Competitive position unlikely to materially erode in next 10 years.

5.2 Management Quality

CEO Satya Nadella — Tenure: 11 years (since February 2014). Under his leadership, Microsoft
transformed from a declining Windows-centric company to a cloud and Al leader. Market cap increased
from ~$300B to $3.5T+. Successfully pivoted to subscription/cloud model, completed strategic
acquisitions (LinkedIn, GitHub, Activision Blizzard), and secured OpenAl partnership.

Factor Assessment

Track Record EXCEPTIONAL — Transformed company's trajectory
Insider Ownership Nadella ~$1B+ in stock; Board well aligned

Capital Allocation History EXCELLENT — Disciplined buybacks, accretive M&A
Communication Quality Clear, consistent, honest about challenges
Succession Planning Strong bench; clear potential successors

Management Quality: EXCELLENT — One of the best CEO tenures in tech history.

5.3 Recession Performance History

Period Revenue Impact Dividend Action Stock Recovery
2008-2009 GFC -3% (FYQ09) MAINTAINED ~18 months to prior high
2020 COVID +14% (beneficiary) MAINTAINED ~6 weeks to prior high
2022 Tech +18% (continued growth) MAINTAINED ~12 months to new highs
Correction

Recession Profile: RESILIENT — Never cut dividend, revenue largely maintained/grew,
recovered faster than market.
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STAGE 6: RISK ASSESSMENT

Risk Category Score Key Concern Mitigation

Balance Sheet Risk 2/10 Minimal; net cash position Fortress balance sheet

Earnings Volatility 3/10 Some enterprise cyclicality Recurring revenue model

Competitive Threat 4/10 AWS, Google Cloud in cloud; Al OpenAl partnership, scale
competition

Regulatory Risk 5/10 Antitrust scrutiny; EU regulations; Al = Diversified revenue;
governance compliance focus

Al Investment Risk 5/10 $37.5B/quarter CapEx; ROI Can scale back if needed
uncertainty

Valuation Risk 4/10 Above market P/E; rich vs. bonds At/below own historical avg

Management Risk 2/10 Nadella departure risk Strong bench; good culture

Aggregate Risk Score: 3.6 / 10 — LOW RISK
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STAGE 7: PEER COMPARISON
Metric _ AAPL GOOGL AMZN Best

Debt/Equity 0.17x 1.87x 0.05x 0.45x GOOGL
ROIC 22-24% 60%+ 25%+ 15% AAPL
P/E (TTM) 31-32x 38x 27x 48x GOOGL
Revenue Growth 16-17% 2-4% 14% 11% MSFT
(TTM)

Dividend Yield 0.79% 0.43% 0% 0% MSFT
Div. Growth (5Y) 10% 6% N/A N/A MSFT
Net Margin 36% 26% 27% 9% MSFT

Why Microsoft for Wealth Preservation: Microsoft offers the best combination of growth (leading
revenue CAGR), income (highest dividend yield among mega-caps with strong growth), and quality
(excellent margins, fortress balance sheet). While Apple has superior ROIC and Alphabet is cheaper on
P/E, Microsoft's balanced profile and lower business concentration risk make it the preferred wealth
preservation choice.
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STAGE 8: WEALTH PRESERVATION SCORING

8.1 Composite Score Calculation

Component Raw Score Weight Weighted Max
Downside Protection Score 75/100 45% 33.8 45
Return Adequacy Score 70/100 30% 21.0 30
Quality Score 70/100 25% 17.5

8.2 Absolute Requirements Checklist

Requirement Status

Bear case total return = 0% (capital preserved) v PASS (2-4% CAGR)
Base case total return = 7% (beats inflation + HYSA) v PASS (9.5-11% CAGR)
Solvency assessment: FORTRESS or ADEQUATE v PASS (FORTRESS)
Dividend sustainability: ROCK SOLID or SUSTAINABLE v PASS (ROCK SOLID)
Probability of >50% permanent loss: <10% Vv PASS (<5%)

ALL ABSOLUTE REQUIREMENTS PASSED — Microsoft qualifies as a wealth
preservation candidate.
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FINAL RECOMMENDATION

RECOMMENDATION: BUY ON WEAKNESS

Target Entry: $430 - $450 | Current: $457.77

Position Sizing

Entry Point Position Size Rationale

Current ($457-460) €50-75 (50-75%) Fair value; modest margin of safety

Target ($430-450) €100 (Full Position) Attractive entry; 15-20% margin of
safety

Aggressive ($400-420) €125+ (Overweight) Exfc?ptional entry; 25%+ margin of
safety

Expected 10-Year Outcome

Metric Projection
Expected Total Return CAGR 9.5% (probability-weighted)
€100 Investment Becomes €248 (base case)

vs. HYSA (4%) — €100 Becomes €148
Outperformance vs. HYSA +€100 (+67%)

Bear Case (€100 becomes) €134 (capital preserved)

Monitoring Triggers

Condition Action

Dividend cut Reassess immediately; likely SELL

Debt/Equity rises >0.75x Review balance sheet; consider reducing

ROIC falls below WACC for 2+ years SELL — value destruction

Azure market share declines materially Reassess competitive position

Stock reaches $650+ (fair value ceiling) Consider trimming; forward returns compressed
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INVESTMENT THESIS SUMMARY

Microsoft represents an exceptional wealth preservation opportunity following the post-earnings selloff.
The 5% decline creates an attractive entry point for what remains one of the highest-quality businesses
globally.

Why This Business Preserves Capital: Microsoft's fortress balance sheet (0.17x D/E, $102B cash,
52x interest coverage) provides exceptional downside protection. The company has never cut its
dividend in 23 years of payments, maintaining it through the 2008 financial crisis and 2020 pandemic.
Multiple reinforcing competitive moats (switching costs, network effects, scale) make material
competitive erosion unlikely over the next decade.

Why This Business Grows Capital: Azure cloud computing (39% growth) and Al integration (Copilot,
OpenAl partnership) provide secular growth drivers. The company's 22%+ ROIC substantially exceeds
its 10% cost of capital, confirming ongoing value creation. Historical EPS growth of 15-20% annually,
combined with consistent 10% dividend growth, provides strong total return potential.

Why Now: The post-earnings selloff brings the stock to ~31x trailing earnings, slightly below its 5-year
average of 33-34x. While concerns about Azure deceleration and margin compression are valid short-
term headwinds, they do not impair the long-term thesis. A further pullback to $430-450 would create
an even more attractive entry point with meaningful margin of safety.

What Could Go Wrong: Primary risks include: (1) Al investment cycle disappoints, compressing
margins without commensurate revenue growth; (2) Regulatory action fragments the business or
restricts growth; (3) Major cloud market share loss to AWS/Google. Even in adverse scenarios, the
fortress balance sheet and dividend cushion provide downside protection, with bear case returns
remaining positive.

vs. Alternatives: At a 9.5% expected CAGR, Microsoft offers substantial outperformance versus the
4% HYSA alternative while providing downside protection through its dividend, balance sheet, and
competitive position. The probability-weighted return comfortably exceeds our 7% hurdle rate (inflation
+ 4%).

Data Sources

* Microsoft Q2 FY2026 Earnings Release (January 28, 2026)

* Microsoft 10-K Annual Report (FY2025)

* Yahoo Finance, StockAnalysis.com, Morningstar, GuruFocus
* CNBC, Reuters market data (January 29, 2026)

» Wall Street analyst consensus (TipRanks, FactSet)

Analyst Confidence: HIGH — Microsoft represents one of the highest-quality businesses globally with exceptional
wealth preservation characteristics. The post-earnings pullback creates an attractive entry opportunity.

Report prepared for Moschovakis Capital. This analysis is for informational purposes only.
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