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Executive Summary

Microsoft now sits at the intersection of enterprise software, cloud infrastructure and
artificial intelligence. Its scale is unquestioned. The harder question is whether the
economics of the next investment cycle will be as exceptional as the technology.

The evidence presents a strong company and a demanding capital-allocation test. FY2026
revenue reached approximately $331.8 billion and operating income approximately $155.2
billion. Azure growth reaccelerated, Copilot distribution widened and contracted backlog
expanded. At the same time, cash capital expenditure climbed to roughly $115.9 billion,
compressing free cash flow to about $67.0 billion despite record operating cash
generation.

That tension frames this report. Microsoft may be one of the best-positioned businesses in
the Al era, yet even a wonderful business can deliver ordinary shareholder outcomes if
expectations, spending and valuation get too far ahead of realised cash returns.

Does Microsoft offer enough future economic value to justify choosing the company over
simply owning the technology benchmark?

Our House View is constructive on Microsoft’s strategic position, measured on near-term
cash conversion and disciplined on valuation. We do not seek a buy or sell conclusion. We
seek a decision framework: what must continue, what must improve and what would tell us
the thesis is changing.
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The CCI Promise

Welcome. Our promise is simple: we will ask the questions that matter, gather more
evidence than we need and let that evidence shape the answer. We will distinguish fact
from interpretation, and interpretation from what remains unknown.

You will see both sides of each argument. “What the evidence says” is paired with “What it
does not prove” because confidence should come from understanding uncertainty —not
hiding it.

This report is designed to help you think, compare and decide within your own

circumstances and investment framework. It is not a recommendation, and it does not
replace personal financial advice.
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Microsoft: From Software Company to
Digital Utility

Microsoft began in 1975 with a mission to put software on every computer. Windows and
Office made it a household name; enterprise licensing made it durable. The company then
endured a long period in which its business remained profitable while its market leadership
felt less certain.

The modern Microsoft was rebuilt around cloud computing, subscriptions and platform
distribution. Azure transformed the company from a vendor of packaged software into
infrastructure woven through the daily operations of governments, developers and
enterprises. GitHub, LinkedIn, security, data and business applications expanded the
network around that core.

Artificial intelligence is the next layer. Microsoft is now attempting to turn cloud capacity,
proprietary software distribution and model access into a unified Al platform. The
destination is not guaranteed, but the strategic logic is clear: Al becomes more valuable
when it is embedded where people already work.

Where Microsoft sits among peers

Amazon remains the largest cloud infrastructure rival, Google brings deep Al and data
capabilities, Oracle competes in enterprise workloads, and Apple, Meta and a growing field
of model providers compete for attention, talent and economics. Microsoft’s distinctive
advantage is breadth: infrastructure, developer tools, identity, security and productivity
software can be sold together. Its distinctive risk is also breadth: enormous capital must be
deployed before the return profile is fully visible.

A moat is not merely a popular product. It is a system that makes customer departure
difficult, lowers the cost of distributing the next product and allows reinvestment without
weakening the core franchise.
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Where Does Microsoft Sit in the Capital
Cycle?

At Capital Cycle Intelligence, we believe that liquidity, growth and credit are three of the
most important forces driving markets, businesses and capital allocation.

But these forces do not operate in isolation.

Liquidity determines whether capital can flow. Growth determines where that capital wants
to go. Credit determines how readily investment can be financed and sustained. Together,
they influence the decisions made by companies, customers, competitors and investors.

Those decisions create the capital cycle.

When demand strengthens and capital becomes readily available, businesses invest.
Capacity expands, competition intensifies and expectations rise. The critical question then
becomes whether the returns generated by that new capacity will justify the capital
committed to building it.

So, where does Microsoft sit today?

The Five Stages of the Capital Cycle

For the purposes of this report, we can think about the capital cycle through five broad
stages:

Capital scarcity and underinvestment

Capital inflow and demand acceleration

Capacity building

Return verification

Harvest, excess or capital discipline

These stages are not rigid, nor do companies always move through them in a perfectly
orderly fashion. They provide a framework for understanding what the evidence may be
telling us.

o

Microsoft has clearly moved beyond capital scarcity.

The company is now undertaking one of the largest infrastructure expansions in its history,
deploying extraordinary amounts of capital into data centres, cloud capacity,
semiconductors and the infrastructure required to support artificial intelligence.

Demand is visible. Azure continues to grow, contracted backlog provides substantial
revenue visibility, and capacity constraints suggest that available infrastructure has not
always been sufficient to meet customer demand.

However, demand alone does not complete the capital-cycle argument.

The next stage must be proven through utilisation, revenue conversion, operating leverage
and, ultimately, free cash flow and returns on incremental invested capital.
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For that reason, we believe Microsoft is moving from the Capacity-Building phase into
the Return-Verification phase of the capital cycle.

Liquidity — Can Capital Flow?

Liquidity provides the financial environment in which capital can move through markets
and the economy.

The evidence examined in this report suggests that liquidity conditions are becoming more
supportive at the margin. An improving liquidity impulse can support financial assets,
enterprise confidence and investment in long-duration technologies.

Microsoft is also less dependent upon external liquidity than many businesses. Its
substantial operating cash flow and financial strength allow it to fund a large proportion of
its investment internally.

That is an important advantage —but liquidity does not determine whether the capital is
being allocated wisely.

Liquidity can make investment possible. It cannot guarantee that the investment will earn
an acceptable return.

Growth — Is Demand Accelerating?

Growth currently provides the strongest support for Microsoft’s position within the capital
cycle.

Azure growth remains substantial. Demand for Al infrastructure appears genuine, while
Microsoft’s contracted backlog provides meaningful visibility over future revenue. Capacity
constraints also suggest that demand has, at times, exceeded the infrastructure available
to serve it.

Yet the question is no longer simply whether demand exists.

The question is whether that demand can be converted into sufficient revenue, margins
and cash flow to justify the scale of investment being undertaken.

Microsoft’s growth engine is strong. The return generated by the capital required to support
that growth remains the next piece of evidence we need to see.

Credit — Can Expansion Be Financed and Sustained?

Microsoft enters this investment cycle from a position of considerable financial strength.

Its balance sheet, operating cash flow and access to capital mean that credit is unlikely to
become an immediate constraint on its ability to continue building infrastructure.

In many respects, Microsoft is the provider of capital rather than its prisoner.

However, credit conditions still matter.
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Microsoft’s customers must be financially capable of expanding technology budgets.
Competitors must fund their own infrastructure ambitions. Interest rates and credit
conditions also influence the value investors place upon earnings expected to arrive many
years into the future.

Microsoft may be well insulated from direct funding pressure, but it cannot be completely
separated from the credit environment surrounding its customers, competitors and
valuation.

The Capital Response — What Is the Industry Building?

Microsoft is not investing alone.

Amazon, Alphabet, Meta and other major technology companies are also committing
enormous amounts of capital to artificial intelligence and data-centre infrastructure.

This creates two possible interpretations.

The first is that these companies are building scarce and productive infrastructure ahead
of a long-duration demand cycle.

The second is that competitive enthusiasm is creating capacity faster than the industry can
monetise it.

Both interpretations remain possible.

The amount of capital entering the industry is no longer in question. The productivity and
durability of the returns generated by that capital are.

The CCI Capital Cycle Position

Build to Prove

Microsoft has built—and continues to build—the engine.

The company possesses abundant internal capital, strong demand signals, considerable
strategic advantages and an enormous installed customer base. These strengths allow it
to invest at a scale that few competitors can match.

But the capital cycle has now moved beyond asking whether Microsoft can build.

The question is whether utilisation, revenue and operating cash flow can grow faster than
capital expenditure, depreciation and competitive supply.

The encouraging interpretation is that Microsoft is investing ahead of a structural
transformation in computing and enterprise productivity.

The more cautious interpretation is that Microsoft and its peers may be constructing
capacity faster than customers can adopt and monetise it.
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The evidence has not yet conclusively settled which interpretation will dominate.
That is why Microsoft’s current capital-cycle position is best described as:
Capacity Building — Return Verification

The infrastructure is being created. Demand is visible. The next stage must be proven
through cash conversion and returns on capital.

What Would Confirm the Thesis?

Evidence that Microsoft is progressing successfully into the return-verification stage would
include:

*  Azure and Al revenue continuing to grow at elevated rates.

»  Capacity constraints easing because productive infrastructure has come online.
*  New capacity achieving strong utilisation.

*  Operating cash flow growing faster than capital expenditure.

*  Free-cash-flow conversion beginning to improve.

*  Operating margins remaining resilient despite higher depreciation.

*  Copilot and other Al products demonstrating durable adoption and monetisation.
*  Microsoft maintaining or improving its relative performance against the Nasdag.

What Would Challenge the Thesis?

Evidence that the capital cycle is moving towards excess would include:

«  Capital expenditure continuing to accelerate without comparable revenue growth.
* Infrastructure utilisation failing to meet expectations.

* Al pricing weakening as competitive capacity expands.

»  Depreciation rising faster than gross profit.

*  Persistent pressure on free cash flow.

*  Enterprise customers delaying or reducing Al expenditure.

»  Backlog growth failing to convert into recognised revenue.

e Microsoft continuing to underperform its technology benchmark.

CCI Capital Cycle Dashboard

* Liquidity: Moderately supportive

*  Growth: Strong, with cash conversion still to prove

e  Credit: Internally strong; external conditions remain relevant

» Capital response: Aggressive capacity expansion

*  Current cycle position: Capacity Building — Return Verification

*  Primary opportunity: Al infrastructure becoming a durable, high-return growth
platform

e  Primary risk: Industry overbuild or slower-than-expected monetisation

 Evidence required next: Free cash flow and incremental returns catching up with
capital expenditure

The capital cycle does not provide a simple instruction to buy, sell or hold Microsoft.

Capital Cycle Intelligence 9 of 42 Deep Dive Report - Microsoft



Its purpose is to show members where the company appears to be standing, what must
happen next and which evidence would indicate that the position is changing.

The decision remains yours.

CCI Microsoft Deep Dive Compass

Investigation Evidence Balance
Business Quality Strong
Azure & Al Growth Strong
Al Capital Economics Mixed / Developing
Backlog Visibility Positive with qualification
Competitive Advantage Strong
Valuation Balanced
Benchmark Merit Developing
Thesis Invalidation Active Monitoring

Current Balance of Probabilities: Constructive — Evidence Still Required
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THE BUSINESS BENEATH THE TICKER

Question One: What Is Microsoft Today?

Before discussing Al, valuation or charts, we need to understand the machine producing
the cash. Microsoft is no longer one product cycle. It is a portfolio of recurring enterprise
relationships, cloud consumption and consumer platforms.

Revenue and Operating Income: Scale With Operating
Leverage

Revenue and operating income, FY17-FY26
USS$ billions | FY26 from unaudited full-year release

I Revenue I Operating income
392

294
196

98

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Source: Microsoft filings and CCI analysis. FY2026 figures may remain unaudited until the Form 10-K is filed.

Evidence Read

Revenue and operating income have compounded together, with FY2026 revenue of
about $331.8 billion and operating income of about $155.2 billion.

CCI Read

The business has converted growth into operating profit rather than pursuing scale alone.
That provides capacity to fund Al infrastructure while maintaining resilience.

Capital Implication

Scale reduces business fragility, but investors still need to ask whether incremental capital
earns an attractive incremental return.
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Revenue growth matters. Profitable revenue growth matters more.

What it does not prove

Historical operating leverage does not guarantee that the next dollar of Al infrastructure
will earn the same return as the last dollar invested in software.

The Portfolio: Three Engines, Different Economics

FY26 segment mix and operating margins

Revenue mix (bars) and segment operating margin (labels)

I Revenue, US$bn
165

59.9% margin 41.3% margin

124

83

26.6% margin

41

Productivity Intelligent Cloud Personal Computing

Source: Microsoft FY2026 disclosures and CCl analysis.

Evidence Read

Microsoft’s reporting segments show a diversified revenue base, with cloud and
productivity carrying much of the growth and margin burden.

CCI Read

Diversification is real, but the market increasingly prices Microsoft through Azure and Al
expectations. The company is diversified operationally while becoming more concentrated
narratively.

Capital Implication

Capital allocated to Microsoft is partly a bet that the cloud and Al engines can continue to
pull the broader portfolio forward.
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What it does not prove

Segment breadth does not remove dependence on enterprise technology budgets or the
possibility of internal capital competition.

The broader answer

Microsoft today is best understood as a digital utility for enterprise work: diversified,
highly profitable and deeply embedded. That quality earns attention—but it also sets a
high bar for future execution.

Is Microsoft Still a Software Company?

Capital Cycle Read

Microsoft’s evolution from software vendor to infrastructure platform materially changes its
position within the capital cycle.

The historic Microsoft required relatively little physical capital to distribute another copy of
its software. The emerging Microsoft must commit substantial capital before portions of its
Al and cloud revenue can be earned.

This does not necessarily weaken the business—but it changes what must be measured.

Revenue growth alone is no longer sufficient. Members must also watch utilisation,
depreciation, operating leverage and returns on incremental capital.

Microsoft’s identity is moving from capital-light software towards a hybrid model combining
high-margin software with capital-intensive digital infrastructure.
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Question Two: Is Azure and Al
Reaccelerating Core Growth?

The Al story becomes economically meaningful only when it lifts consumption, pricing,
retention or the number of services used by each customer. Azure is therefore the clearest
operating window into whether demand is becoming revenue.

Azure and Cloud Growth: Reacceleration With a Capacity
Constraint

Azure growth and Microsoft Cloud revenue, FY26
Index view: each series shown against its own disclosed unit

m AzuUre YoY (%) === Cloud revenue, US$bn
69

52

34

FY26 Q1 FY26 Q2 FY26 Q3 FY26 Q4

Source: Microsoft quarterly disclosures and CCI analysis.

Evidence Read

Azure growth moved through approximately 40%, 39%, 40% and 43% across the most
recent reported quarters, while Microsoft Cloud revenue continued to expand.

CCl Read

Demand appears robust and Al services are contributing. Management has also described
capacity constraints, implying that reported growth may understate demand—but also that
investment must arrive before revenue can be recognised.
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Capital Implication

The capital question is not simply whether Azure grows. It is whether growth can remain
strong after capacity expands and pricing competition intensifies.

Capacity-constrained growth is encouraging only when new capacity converts into
durable cash returns.

What it does not prove

Reacceleration does not isolate how much demand is genuinely incremental, how much
is workload migration, or how much depends on unusually intensive early Al

Copilot Distribution: From Product Launch to Installed
Workflow

Copilot adoption milestones

Paid distribution is evidence of adoption—not a disclosed revenue or profit bridge

FY26 Q3 FY26 Q3 FY26 Q4 FY26 Q4

>20m paid seats >50k-seat customers quadrupled >30m paid seats Seat additions +250% YoY

Source: Microsoft product disclosures and CCI chronology.

Evidence Read

Microsoft has moved Copilot across GitHub, Microsoft 365, security and developer
workflows, with paid-seat adoption expanding.

CCI Read

Distribution is the strategic advantage: Microsoft can place Al inside existing contracts
rather than acquiring every customer from scratch.
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Capital Implication

Broad distribution lowers the hurdle for adoption, but durable value depends on renewals,
usage intensity and measurable productivity—not initial seat counts.

What it does not prove

Seat adoption alone does not establish willingness to pay at maturity, margin contribution
or lasting differentiation from competing assistants.

The broader answer

The evidence supports genuine Al-related growth momentum. The remaining test is
economic persistence: adoption must become repeat usage, usage must become
revenue and revenue must become cash.

Al Demand Real, Durable and Monetisable?

Capital Cycle Read

The evidence suggests that Al demand is real and sufficiently strong to justify continued
investment.

However, the capital cycle asks a harder question: will demand remain durable enough,
and monetise quickly enough, to absorb the capacity now being built?

Capacity constraints are encouraging while they reflect demand exceeding available
supply. They become less informative once infrastructure catches up.

The next confirmation will come when constrained demand becomes utilised capacity,
recognised revenue and expanding cash returns.
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Question Three: What Economics Sit
Behind the Al Capital Cycle?

Microsoft is spending at a scale that would once have looked extraordinary even for the
world’s largest technology firms. The spending is defensible if it creates scarce capacity
and long-lived demand. It becomes dangerous if hardware, energy and model economics
commoditise faster than revenue grows.

Capital Expenditure and Free Cash Flow

Free cash flow and cash capital expenditure, FY17-FY26
USS$ billions | cash capex excludes leases

=== Free cash flow ==mm Cash capex
134

101
67

34

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Source: Microsoft cash-flow statements and CCI calculations. Free cash flow shown as operating cash flow less cash
capital expenditure.

Evidence Read

Operating cash flow reached about $182.9 billion, but cash capital expenditure of roughly
$115.9 billion left free cash flow near $67.0 billion.

CCIl Read

The core cash engine remains exceptional. Yet the widening gap between operating cash
flow and free cash flow shows that Al is not a costless extension of software economics.
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Capital Implication

Investors should monitor whether free-cash-flow growth catches up as the infrastructure
build matures. If it does not, higher revenue may coexist with weaker capital efficiency.

Earnings describe performance. Free cash flow reveals what remains after the business
pays for its future.

What it does not prove

One year of elevated investment does not establish value destruction. Infrastructure
cycles can depress current free cash flow before capacity becomes productive.

Depreciation spreads the accounting cost of infrastructure across time. Cash capital
expenditure records the cash leaving today. When investment accelerates, earnings and
free cash flow can tell very different stories.

The broader answer

Microsoft can afford the Al build. Affordability, however, is not the same as attractive
return. The answer will emerge in utilisation, margins and free-cash-flow conversion over
the next several years.

What Economics Sit Behind the Al Capital Cycle?

Capital Cycle Read

This question sits at the centre of Microsoft’s capital-cycle position.

Capital expenditure has accelerated, while free-cash-flow conversion has come under
pressure. That is consistent with a company moving through an intensive capacity-building
phase —but it cannot remain the permanent explanation.

The cycle will advance successfully if operating cash flow and incremental returns begin
catching up with investment.

If capital expenditure remains elevated while free cash flow and returns fail to respond, the
evidence would increasingly point towards over investment rather than productive
expansion.
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Question Four: Does Backlog Represent
Durable Demand—or Concentration?

Contracted demand gives Microsoft unusual visibility. But backlog deserves careful
reading: timing, cancellability, customer concentration and infrastructure availability all
determine how much becomes revenue and when.

Remaining Performance Obligations: Visibility With Fine Print

Commercial remaining performance obligations, FY26
US$bn | backlog is not cash; fulfilment timing and concentration matter

=== Commercial RPO
786

590

393 L

197

0

FY26 Q1 FY26 Q2 FY26 Q3 FY26 Q4

Source: Microsoft disclosures and CCI analysis.

Evidence Read

Remaining performance obligations rose to approximately $678 billion, indicating
substantial contracted commitments. Disclosures also suggest a meaningful share is
associated with a single strategic relationship.

CCI Read

The backlog is evidence of demand, not cash in the bank. Concentration can accelerate
growth while increasing counterparty and renegotiation risk.

Capital Implication

A stronger case requires broad-based conversion across many customers, not merely a
large headline backlog.
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Backlog is a bridge between demand and revenue; the strength of that bridge depends
on who signed, when they consume and whether the economics hold.

What it does not prove

RPO does not reveal the exact margin of future revenue, the pace of recognition or the
probability that every commitment converts as initially expected.

The broader answer

The backlog is strategically valuable and financially reassuring, but it should be treated
as qualified visibility. Conversion quality matters more than the headline total.

How Much of the Future Is Already Contracted?

Capital Cycle Read

Microsoft’s backlog provides important evidence that demand exists beyond the current
quarter and offers support for the capital being committed today.

However, contracted demand is not the same as realised economic return.

The capital-cycle test is whether backlog converts into revenue at attractive margins and
within a timeframe that justifies the infrastructure required to deliver it.

Backlog strengthens the demand case. Conversion quality will determine the return case.
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Question Five: How Strong Are
Distribution and the Moat?

—— INTELLIGENCE —

2 CAPITAL CYCLE

THE MICROSOFT DISTRIBUTION SYSTEM

o LOWER DISTRIBUTION FRICTION ROREERODUCTS DEEPER INTEGRATION

.
EXISTING CUSTOMERS HIGHER SWITCHING COSTS

MICROSOFT 365 ' GITHUB
productivity & workflow developer distribution infrastructure & compute models, data & intelligence trust & protection

DATA / Al SECURITY |_> DYNAMICS

IDENTITY
Raue coss COPILOT - POTENTIAL NEW ECONOMIC LAYER
DEEP ADOPTION SHALLOW ADOPTION
enue per customer - utiisation - margins - ROIC infrastructure burden grows faster than value captured

ENTERPRISE

relationships & partners

“Microsoft’s moat is not one product. It is the system connecting infrastructure, software, identity,

data and distribution inside existing enterprise relationships.”
MORE CASH TO REINVEST

CCI READ - THE MOAT IS STRONG BECAUSE MICROSO WNS MULTIPLE ROUTES TO THE CUSTOMER

Microsoft’s moat is not one model or one chatbot. It is the ability to connect identity,
security, data, developer tooling, infrastructure and productivity inside an existing
enterprise relationship.

What the evidence says

Microsoft can distribute new products through Microsoft 365, Azure, GitHub, Dynamics and
security contracts. Switching costs arise from data, workflows, permissions, training and
integration. The company can also bundle products and use its global partner network to
reduce customer acquisition friction.

What it does not prove

Distribution does not guarantee product superiority, and bundling can attract regulatory
scrutiny. Open-source models, multi-cloud architectures and specialist applications can
weaken the value of an integrated stack. Customers may also use Microsoft as
infrastructure while directing the highest-margin application value elsewhere.
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CCIl Read

The moat is strong because Microsoft owns multiple routes to the customer. The key
watchpoint is whether those routes increase customer value or merely increase customer
dependence.

Capital Implication

A durable moat supports long compounding periods, but paying for durability only works if
competition does not force the economics down faster than growth expands the
opportunity.

The best distribution advantage is one the customer experiences as convenience rather
than captivity.

The broader answer

Microsoft’s competitive position is among the strongest in global technology. The moat is
broad, but Al may rearrange where value accrues inside the stack. That is the
competitive question worth watching.

Does Copilot Create a New Economic Layer?

Capital Cycle Read

Copilot represents one of Microsoft’s clearest opportunities to improve the economics of its
Al investment.

If Copilot increases revenue per customer while making use of infrastructure already being
built, it could strengthen utilisation, margins and returns on capital across the Microsoft
ecosystem.

If adoption remains shallow, usage is intermittent or pricing power proves limited, the
infrastructure burden may grow faster than the economic value captured from it.

Copilot therefore matters not only as a product. It may help determine whether Microsoft’s
Al capital cycle becomes productive or excessive.
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Question Six: What Is Valuation Pricing
In?

Valuation is where a great company and a great investment can part company. The
question is not whether Microsoft deserves a premium. It is how much growth, margin and
execution the current premium already assumes.

Price-to-Earnings Ratio and 21- Week Average

600.00

Microsoft

360.00

280.00

220.00

180.00

140.00

110.00

90.00

74.00

58.00

48.00

38.00

31.00

25.00

P/E Ratio
21 SMA - Orange

60.000

50.000

40.000

30.000

20.000

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

Source: TradingView fundamental data and CClI chart. P/E is price per share divided by diluted earnings per share over
the trailing twelve months.

Evidence Read

The chart compares Microsoft’s trailing P/E ratio with its own 21-period average, allowing
the current multiple to be viewed against its recent history.

CCI Read

The multiple has compressed from prior peaks and recently sat below its own average,
even as the share price recovered. That suggests earnings growth has carried part of the
valuation burden.
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Capital Implication

A below-average multiple can improve the starting point, but it is not proof of
undervaluation. The right multiple depends on future growth, durability and capital
intensity.

A low P/E can signal opportunity or deteriorating expectations; a high P/E can signal
excess or exceptional compounding. Context decides.

What it does not prove

P/E does not capture capital expenditure directly, and a trailing measure looks backward.
It should be read beside free cash flow, growth and return on invested capital.

Long-Horizon Price Position: CCI Log Regression Channel

Microsoft - Log Regression Channel

1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025

Source: CCl proprietary indicator output using Microsoft market data. Methodology and parameters are intentionally not
disclosed.

Evidence Read

Across more than three decades, Microsoft’s price has moved through repeated valuation
regimes inside the displayed channel. The current position is elevated from the lower
bands but below the most extended zone.
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CCIl Read

The channel provides historical context, not intrinsic value. It is most useful for asking
whether expectations are compressed, ordinary or stretched relative to Microsoft’s own
history.

Capital Implication

A mid-to-upper channel position calls for greater proof from future cash flows; it does not
independently dictate action.

What it does not prove

A statistical channel cannot forecast a fair price, identify a turning point or account for
changes in the underlying business. The proprietary method is not reproduced in this

The broader answer

Valuation is no longer as stretched as the share-price headline might imply, but
expectations remain substantial. The case rests on growth and cash conversion
delivering together—not on multiple expansion alone.

What Must the Current Valuation Now Prove?

Capital Cycle Read

Microsoft’s valuation is no longer at its most extreme historical levels, but the stock still
carries substantial expectations for durable Azure growth, successful Al monetisation and
eventual recovery in free-cash-flow conversion.

The current multiple therefore does not require perfection, but neither does it provide much
room for prolonged disappointment.

The valuation case strengthens if earnings continue compounding while capital intensity
peaks and free cash flow begins catching up.

It weakens if capex remains structurally elevated, Al monetisation disappoints or the
market is forced to reassess the durability of Microsoft's premium returns.
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Is Microsoft Winning the Hyperscaler Capital Race?

How to read the charts

Each ratio is:
Microsoft share price + peer share price

*  Arrising ratio means Microsoft is outperforming that peer.

* Afalling ratio means Microsoft is underperforming.

e The absolute ratio number is not a valuation measure.

*  Avrecent rebound does not automatically reverse the preceding trend.

Microsoft versus Meta

Microsoft vs Meta 2.40

0.8442
3d 18h

0.7000

0.6000

2020 Jul 2021 Jul 2022 Jul 2023 Jul 2024 Jul 2025 Jul 2026 Jul

A rising ratio means Microsoft is outperforming the peer; a falling ratio means the peer is
outperforming Microsoft.

This is the weakest long-term relative picture.
Microsoft strongly outperformed Meta during 2022, but the ratio subsequently entered a

prolonged decline. Even after the sharp recent recovery to approximately 0.84, it remains
substantially below its 2022 peak and below the 1.00 area.
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Evidence Read

Meta has materially outperformed Microsoft over the broader period following the 2022
ratio peak. The recent move represents an important recovery in Microsoft’s relative
momentum, but not yet proof of sustained leadership.

What it may be telling us

The market has rewarded Meta’s combination of advertising growth, cost discipline, cash
generation and Al deployment more strongly than Microsoft’s current capital-intensive
transition.

That does not necessarily mean Meta possesses the better long-term Al platform. It means
Meta has so far produced the stronger relative shareholder return over this phase of the
cycle.

Microsoft versus Alphabet

Microsoft vs Alphabet 3.10

1.90
1.80
1.70
1.60

1.50

1.40
- 1.40
2d 21h

1.30
k 1.20
1.10

1.0000

Jul 2020 Jul 2021 Jul 2022 Jul 2023 Jul 2024 Jul 2025 Jul 2026 Jul

A rising ratio means Microsoft is outperforming the peer; a falling ratio means the peer is
outperforming Microsoft.

This chart shows the most dramatic recent relative deterioration.

The ratio fell from approximately 2.8 in 2025 to nearly 1.0 during 2026 before recovering
towards 1.4. Microsoft has therefore staged a meaningful rebound, but it remains well
below its historical range and recent highs.
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Evidence Read

Alphabet has decisively outperformed Microsoft during the latest phase of the Al capital
cycle. Microsoft’s rebound is encouraging, but the larger relative trend has not yet been
repaired.

What it may be telling us

Investors may have become more confident that Alphabet can defend search, monetise
Gemini, grow Google Cloud and fund Al investment without sacrificing the economics of
the broader business.

For Microsoft, this raises an important question: is its superior enterprise distribution
translating into superior returns, or is Alphabet currently converting Al investment into
shareholder value more effectively?

Microsoft versus Amazon

Microsoft vs Amazon

2020 Jul 2021 Jul 2022 Jul 2023 Jul 2024 Jul 2025 Jul 2026 Jul

A rising ratio means Microsoft is outperforming the peer; a falling ratio means the peer is
outperforming Microsoft.

Microsoft’s relative performance against Amazon has also weakened materially. The ratio
declined from around 2.4 in late 2025 to roughly 1.5 during 2026 before recovering
towards 1.84. The rebound is substantial, but Microsoft remains below the levels
maintained through much of 2023-2025.
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Evidence Read

Amazon has outperformed Microsoft over the most recent capital-cycle phase, although
Microsoft has begun recovering some of that lost ground.

What it may be telling us

The market may be rewarding Amazon’s combination of AWS growth, retail operating
leverage and improving cash generation. This comparison is especially relevant because
AWS and Azure are the two largest direct competitors in cloud infrastructure.

Microsoft’s recent recovery deserves attention, but it has not yet re-established the
previous relative-performance structure.

The combined message

The three charts tell a consistent story:

Microsoft’s share price has recently rebounded against all three hyperscaler peers, but it
has not yet demonstrated sustained relative leadership over the broader period.

That distinction matters enormously.

Absolute price strength tells us Microsoft is rising. Relative strength tells us whether capital
would have worked harder elsewhere. At present, the evidence suggests that Microsoft’s
recent recovery is credible —but remains a recovery from substantial peer
underperformance rather than confirmed leadership.

Is Microsoft Winning the Hyperscaler Capital Race?

Microsoft is not investing in artificial intelligence alone.

Amazon, Alphabet and Meta are committing extraordinary amounts of capital to data
centres, chips, cloud infrastructure and Al platforms. If Microsoft is to justify capital ahead
of these peers, strategic strength must eventually translate into superior relative returns.

The ratio charts provide a direct market test.

Across all three comparisons, Microsoft experienced substantial relative
underperformance during the latest phase of the Al investment cycle. Meta, Alphabet and
Amazon each delivered stronger shareholder returns over important portions of this period.

More recently, the ratios have turned sharply higher.

That rebound is constructive. It suggests that the market may be reconsidering Microsoft’s
growth prospects, Al positioning or the return potential attached to its infrastructure
investment. However, the recovery has not yet restored the relative leadership Microsoft
previously enjoyed.

The evidence therefore presents a balanced conclusion.
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Microsoft remains one of the strongest businesses participating in the Al capital cycle, but
strategic quality and relative investment leadership are not the same thing. The company

must now demonstrate that its enormous capital commitment can produce returns at least
as compelling as those being generated by its closest hyperscaler peers.

What the Evidence Says

*  Microsoft has recently regained relative momentum against Meta, Alphabet and
Amazon.

*  The recovery follows considerable relative underperformance.

*  Microsoft has not yet returned to its previous relative highs against any of the three
peers.

*  The market has recently rewarded competing hyperscaler strategies more strongly.

*  Peer-relative leadership remains unconfirmed.

What It Does Not Prove

. It does not prove Microsoft’s business quality has deteriorated.

* It does not identify why one company outperformed another.

* It does not separate earnings growth from valuation expansion or contraction.

. It does not prove the recent recovery will continue.

. It does not establish which company will ultimately earn the highest return from Al
expenditure.

CCI Read

Microsoft’s competitive position remains formidable, but the market has not yet confirmed
that it is converting that position into superior shareholder returns relative to its hyperscaler
peers.

The recent rebound deserves attention. Sustained improvement would strengthen the
argument that Microsoft is moving successfully from capacity building towards return
verification.

Until that leadership persists, the evidence says recovery—not victory.
Capital Implication

The relevant decision is not simply Microsoft or cash.

Members must consider Microsoft against the Nasdaqg and against alternative companies
competing within the same Al capital cycle. If another hyperscaler generates stronger
growth, better cash conversion or superior returns on invested capital, Microsoft’s strategic
quality alone may not make it the most productive destination for capital.

Capital Cycle Read
All four hyperscalers are committing extraordinary capital to Al infrastructure. Relative

performance provides an early market judgement on which companies appear to be
converting that expenditure most effectively.
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Microsoft’s recent recovery is constructive, but its earlier peer underperformance indicates
that the return-verification stage remains unresolved.

Sustained ratio improvement—supported by stronger free-cash-flow conversion and
returns on incremental capital—would provide meaningful confirmation. Renewed
deterioration would suggest that competing hyperscalers are extracting greater value from
the same capital cycle.
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Question Seven: Does Microsoft Deserve
Capital Over the Benchmark?

Every company investment competes with an alternative. For Microsoft, the most relevant
alternative is often the Nasdaq benchmark: diversified exposure to many of the same
structural trends without relying on one management team, one capital program or one
valuation.

Microsoft Relative to the Nasdaq 100

Microsoft | NDX Ratio Chart
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Source: TradingView market data and CCI calculation. Ratio rises when Microsoft outperforms the Nasdaq 100 and falls
when it underperforms.

Evidence Read

Microsoft outperformed the Nasdaq 100 strongly through much of the cloud era, but
relative strength weakened materially into 2026 before rebounding from a pronounced low.
CCI Read

The rebound matters, yet the ratio remains below prior leadership peaks. Microsoft has
recently recovered absolute price faster than it has restored long-run benchmark
leadership.
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Capital Implication

Choosing Microsoft over the index requires a reason to expect company-specific returns to
exceed the diversification benefit and lower single-company risk of the benchmark.

The benchmark is not a consolation prize. It is the opportunity cost every active decision
must beat.

What it does not prove

A relative-strength rebound does not prove durable outperformance. The ratio can
improve because Microsoft rises faster or simply falls less.

Microsoft Relative to the S&P 500

Microsoft - SPX Ratio Chart
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Source: TradingView market data and CClI calculation. Ratio rises when Microsoft outperforms the S&P 500.

Evidence Read

Microsoft retains a stronger long-term relative record against the broad market, while the
recent drawdown and recovery show that leadership is cyclical rather than permanent.

CCI Read

The broad-market comparison confirms franchise quality; the Nasdagq comparison provides
the tougher test because technology exposure is already embedded in the benchmark.

Capital Cycle Intelligence 33 of 42 Deep Dive Report - Microsoft



Capital Implication

For a member considering concentration, the correct question is not “Is Microsoft good?”
but “Is Microsoft sufficiently better than the available benchmark from today’s price?”

What it does not prove

Historical outperformance is not a claim on future leadership, especially when index
composition, valuation and sector cycles change.

Trend Structure: 50-, 100- and 200-Week Moving Averages
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Source: TradingView market data. Moving averages are conventional, non-proprietary trend measures.

Evidence Read

Price has recovered above the long-term averages, while the 200-week average continues
to rise. The shorter averages reflect the damage and recovery of the recent cycle.

CCI Read

The long trend remains constructive, but the recovery is young enough that confirmation
matters. Trend helps frame risk; it does not replace fundamental evidence.

Capital Implication

A sustained recovery above rising long-term averages supports patience. Failure back
through them would invite a fresh review of both price and thesis.
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What it does not prove

Moving averages lag. They cannot establish value or protect against a rapid change in
fundamentals.

The broader answer

Microsoft has earned its place beside the benchmark, not above scrutiny. The evidence
supports a credible case for renewed leadership, but sustained relative strength and
recovering cash conversion are still required before that case becomes decisive.

Does Microsoft Deserve Capital Ahead of the
Benchmark?

Capital Cycle Read

Relative performance provides the market’s ongoing judgement of Microsoft’s capital
allocation.

A strong company can still be a weaker use of capital if the benchmark offers superior
returns with greater diversification. Microsoft must therefore convert its strategic strength
into returns that compensate investors for company-specific concentration and execution
risk.

Sustained leadership against the Nasdaq would suggest that the market believes
Microsoft’s investment cycle is creating differentiated value.

Persistent underperformance would indicate that capital may be receiving a better reward
elsewhere.
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Question Eight: What Would Falsify the
Evidence-Based Case?

A thesis becomes useful when it tells us what would change our mind. For Microsoft, the
greatest risk is not a single disappointing quarter. It is a pattern in which spending remains
high while demand quality, margins or competitive advantage weaken.

The evidence would strengthen if...

+ Azure growth remains durable as new capacity comes online, with Al demand broadening
across customers.

* Free cash flow begins to grow faster than capital expenditure after the build phase.
+ Copilot renewal, usage and pricing demonstrate measurable customer value.

+ RPO converts at attractive margins and concentration falls as the customer base
broadens.

 Microsoft restores sustained relative leadership versus the Nasdaq 100.

The evidence would weaken if...

+ Capital expenditure remains structurally elevated without a corresponding lift in utilisation
or cash returns.

* Azure reacceleration fades when capacity constraints ease.
* Al products require heavier discounting, bundling or incentives to retain adoption.
* A concentrated counterparty materially alters committed demand.

* Relative performance remains weak despite apparently strong operating results.

Risk is not merely price volatility. It is the possibility that the evidence required for the
thesis never arrives—or arrives too late to justify the capital committed.

The broader answer

The Microsoft case is falsifiable. The next chapter should be judged by conversion:
capacity into usage, usage into revenue, revenue into cash and cash into returns above
the benchmark.
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What Could Break the Thesis?

Capital Cycle Read

The greatest capital-cycle risk is not that Microsoft lacks capital or technological capability.

It is that too much capital may be committed across the industry before the economic
returns are sufficiently proven.

A combination of slowing demand, rising depreciation, weaker pricing and continued
capital intensity would suggest that the cycle is moving from productive expansion towards
excess.

Conversely, improving utilisation, resilient margins and stronger free-cash-flow conversion
would indicate that Microsoft is moving successfully from building capacity to harvesting
returns.

The evidence must determine which path is unfolding
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CCI House View

Microsoft exhibits many of the characteristics associated with a high-quality large-cap
business: recurring revenue, deep enterprise distribution, strong operating profitability,
substantial cash generation and considerable financial capacity.

Our view is nevertheless balanced. The strategic position is strong; the cash-flow profile is
in transition. Management is spending extraordinary sums to remove capacity constraints

and secure future relevance. That may prove visionary, but the economic return is not yet

fully visible.

Valuation appears more reasonable relative to Microsoft’s own recent history, and long-
term trend evidence has improved. Relative performance against the Nasdaqg remains the
cleanest capital-allocation test. If Microsoft cannot outperform the benchmark through a
period of strong Azure growth and Al adoption, the index deserves serious consideration
as the simpler vehicle.

Constructive on the franchise. Watchful on the Al investment cycle. Disciplined on
valuation. Evidence —not enthusiasm—must earn the next increment of confidence.

For you, the practical task is to decide what weight each piece of evidence deserves inside
your own framework. Quality can reduce business risk; it cannot remove price risk,
execution risk or opportunity cost.
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What We Will Watch Next

Azure and Al demand

Growth after new capacity becomes available, customer breadth and evidence of
sustained consumption.

Cash conversion

Capital expenditure, depreciation, operating cash flow and the path back to stronger free-
cash-flow growth.

Copilot economics

Paid seats, renewal behaviour, pricing, usage and evidence that productivity gains are
durable.

Backlog quality

RPO conversion, recognition timing and the evolution of customer concentration.

Benchmark leadership

Whether Microsoft can sustain relative improvement against the Nasdaq 100 rather than
merely recover in absolute price.

The best research process does not end with publication. It creates a short list of
evidence that can confirm, challenge or overturn the current view.
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Questions create understanding.
Evidence creates conviction.
Judgement creates decisions.
Allocation creates returns.
Returns create financial freedom.
Welcome to Capital Cycle Intelligence
Where the investigation never ends.

Neither should the pursuit of evidence.
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Evidence & Source Note

Not a giant bibliography.

Microsoft FY2026 earnings releases / filings
Microsoft investor metrics

Microsoft product disclosures

SEC filings

TradingView market/fundamental data

CCl calculations

CCl proprietary indicators

Evidence cut-off: 15 August 2026

Disclaimer
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This publication has been prepared by CCI for general educational and informational
purposes only. It does not constitute personal financial advice, investment advice, a
recommendation, an offer or a solicitation to buy, sell or hold any security or financial
product.

The information is general in nature and does not take into account any person’s
objectives, financial situation, needs, risk tolerance or investment framework. All financial
decisions remain entirely the responsibility of each individual member. Consider obtaining
independent professional advice before acting.

While reasonable care has been taken in compiling the evidence, CCI does not guarantee
that the information is complete, current or free from error. Forecasts, interpretations and
market indicators involve uncertainty. Past performance is not a reliable indicator of future
performance.

Some FY2026 Microsoft figures discussed in this publication may remain unaudited until
Microsoft files its annual report. Proprietary CCl indicators are presented as analytical
outputs only; their methodology, code, parameters and thresholds are confidential and are
not reproduced.

Charts sourced from TradingView and company materials remain subject to the terms and
limitations of their respective data providers. Readers should verify material facts against
original filings before relying on them.

Thank you for reading—and for bringing your own
questions to the evidence.
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