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Microsoft Corp 
Azure deals supporting growth 
 

UNITED STATES | SOFTWARE | 4Q22 RESULTS 
 
 4Q22 results were in line with expectations. FY22 revenue/PATMI was at 99% of our 

forecasts. Total revenue grew 12% YoY to US$51.9bn in 4Q22, mainly due to 
Productivity and Business Processes and Intelligent Cloud revenues. PATMI was only up 
2% YoY as margins contracted due to investments in cloud engineering and FX 
headwinds (4% of 4Q22 PATMI). 

 Azure revenue grew 46% YoY in constant currency in 4Q22 driven by continued demand 
for cloud computing. Office 365 Commercial revenue grew 19% YoY due to higher 
volumes and prices. 

 We maintain a BUY recommendation with a lower DCF target price of US$332 (WACC 
7.1%, g 4%), down from US$338. This is mainly because we reduced our FY23e 
revenue/PATMI by 3%/4% to account for headwinds from a stronger USD and slowing 
sales of PCs. Overall, we believe that Microsoft will be a long-term beneficiary of 
continued shift to the cloud, businesses reopening, cybersecurity upgrades, and price 
increases at renewals. 

 

 

The Positives 
+ Demand for Azure remains strong. In 4Q22, Azure and other cloud services revenue grew 
46% YoY in constant currency vs 45% in 4Q21. Growth came from a record number of 
contracts worth more than US$100mn and US$1bn as customers made larger and longer-
term Azure commitments. The strength in Azure and the continued shift to the cloud 
offerings helped drive solid growth in the Intelligent Cloud segment revenue, which grew 
20% YoY to US$20.9bn in 4Q22. 
 
+ Office 365 is another solid growth area. Office commercial products and cloud services 
revenue increased 9% YoY, driven by strong Office 365 commercial growth of 15% YoY (19% 
YoY in constant currency), which continues to be a key driver of success for the Productivity 
and Business Processes segment. Microsoft reported Office 365 Commercial user growth of 

14% YoY, led by ongoing momentum in small and medium businesses, frontline worker 
offerings and expansion of average revenue per user (ARPU) due to strong adoption of E5 
license. Dynamics 365 revenue grew 31% YoY while LinkedIn revenue grew 26% YoY. 
 
+ Strong demand for cybersecurity drives E5 momentum. In 4Q22, the number of E5 users 
increased by 60% YoY and now accounts for 12% of the Office 365 commercial installed 
base. The upgrade to this higher-end tier was because of the robust demand for advanced 

security capabilities amid rising cybersecurity attacks. 
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Results at a glance

US$ mn 4Q22 4Q21 YoY Comments

Revenue 51,865 46,152 12.4%

 - Productivity & Business Processes 16,600 14,691 13.0% Higher ARPU and user growth

 - Intelligent Cloud 20,909 17,375 20.3%

 - Azure YoY % growth in CC* 46.0% 45.0% High consumption of cloud services

 - More Personal Computing 14,356 14,086 1.9% Weakness for Windows, PCs and Search Ads

Gross profit 35,436 32,161 10.2%

Operating expenses -14,902 -13,066 14.1%

PATMI 16,740 16,458 1.7%

Operating margin 39.6% 41.4% -1.8%

Source: Company, PSR *Note – Azure revenue amount is not disclosed; CC (Constant Currency)

http://www.stocksbnb.com/
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The Negatives 
- FX headwinds impacting revenue growth. Microsoft’s total revenue growth of 12% YoY in 
4Q22 was the slowest since 2020. In 4Q22, the unfavorable foreign exchange rate 
movement negatively impacted revenue by US$595mn (or 4% of 4Q22 PATMI) and EPS by 
US$0.04 (or 2%). The FX impact was guided to decrease revenue growth in 1Q23 by 5%, 

while lowering the total cost of goods sold and operating expenses growth by 3%. 
 
- Russia/Ukraine war and production shutdowns in China. With the ongoing Russia/Ukraine 

war, Microsoft has significantly reduced its business operations in Russia. As a result, the 
company’s operating expenses in 4Q22 increased by US$126mn related to bad debt 
expenses and asset impairments. Microsoft also witnessed a US$300mn in negative impact 
to Windows OEM revenue due to production shutdowns in China and slowing sales of PCs. 

 
Outlook 
For FY23e, Microsoft expects double-digit revenue and operating income growth in both 

USD and constant currency despite a worsening macroeconomic environment. Operating 
margins are estimated to be roughly flat as the benefit from extending the depreciable 
useful life for cloud infrastructure will be offset by FX headwinds. In 1Q23, Azure revenue is 
expected to be sequentially lower by just 3% on a constant currency basis, driven by 
continued strength in consumption of cloud computing services. Reopening of the economy 
will continue to drive user growth for Office 365 Commercial. We expect Microsoft to 
manage costs efficiently and invest aggressively to grow the business. 

 
Figure 1: Microsoft 1Q23 guidance summary  

 
 
The significant increase in the tax rate for 1Q23 was mainly due to US$3.3bn net income tax 

benefit in 1Q22 related to the transfer of intangible assets. 
 
Maintain BUY with lower TP of US$332.00 (prev. US$338.00) 
We reduced our FY23e revenue/PATMI by 3%/4% to account for unfavorable foreign 
currency movements and slowing sales of PCs. We maintain BUY with a lower target price 
of US$332.00. Valuations are based on DCF with a WACC of 7.1% and terminal growth of 
4.0%. We believe that Microsoft will be a long-term beneficiary of the continued shift to the 

cloud, businesses reopening, cybersecurity upgrades and price increases at renewals. 
 
 

 
 
 
 

 
 
 

 
  

 
 

Category Metric

1Q22 1Q23

Actual Guidance

Revenue US$ bn 45.3 49.25 to 50.25

 - Productivity and Business Processes US$ bn 15.0 15.95 to 16.25

 - Intelligent Cloud US$ bn 17.0 20.3 to 20.6

 - More Personal Computing US$ bn 13.3 13.0 to 13.4

Cost of goods sold US$ bn 13.6 14.9 to 15.1

Operating expense US$ bn 11.4 13.3 to 13.4

Tax % of PBT 0.1% 19%

Microsoft
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Financials

Income Statement Balance Sheet

Y/E Jun, USD mn FY20 FY21 FY22 FY23e FY24e Y/E Jun, USD mn FY20 FY21 FY22 FY23e FY24e

Revenue 1,43,015 1,68,088 1,98,270 2,21,097 2,50,405 ASSETS

Gross profit 96,937    1,15,856 1,35,620 1,51,919 1,72,327 Trade and other receivables 32,011     38,043     44,261     46,452     52,610     

EBITDA 65,755    81,602    97,843    1,08,063 1,23,851 Cash & cash equivalents 13,576     14,224     13,931     38,235     63,726     

Depreciation & amortisation (12,796)   (11,686)   (14,460)   (14,880)   (17,265)   Inventories 1,895       2,636       3,742       3,499       3,949       

EBIT 52,959    69,916    83,383    93,184    1,06,587 Total current assets 1,81,915 1,84,406 1,69,684 1,97,370 2,31,915 

Other Income (Expense), Net 77            1,186       333          345          308          PPE & IA 51,189     67,515     85,696     97,622     1,10,249 

Profit before tax 53,036    71,102    83,716    93,529    1,06,894 Others 68,207     81,858     1,09,460 1,11,146 1,20,928 

Taxation (8,755)     (9,831)     (10,978)   (17,017)   (19,240)   Total non-current assets 1,19,396 1,49,373 1,95,156 2,08,768 2,31,177 

PATMI 44,281    61,271    72,738    76,512    87,654    Total assets 3,01,311 3,33,779 3,64,840 4,06,138 4,63,092 

LIABILTIES

Accounts payable 12,530     15,163     19,000     16,563     18,694     

Short-term borrowings 3,749       8,072       2,749       2,749       2,749       

Deferred revenue 36,000     41,525     45,538     55,476     67,054     

Total current liabilities 72,310     88,657     95,082     1,04,374 1,19,347 

Long-term borrowings 59,578     50,074     47,032     46,557     46,082     

Operating lease liabilities 7,671       9,629       11,489     11,489     11,489     

Others 43,448     43,431     44,695     40,928     38,408     

Total non-current liabilities 1,10,697 1,03,134 1,03,216 98,974     95,979     

Per share data (USD) Total liabilities 1,83,007 1,91,791 1,98,298 2,03,348 2,15,326 

Y/E Jun FY20 FY21 FY22 FY23e FY24e

EPS 5.8 8.1 9.6 10.3 11.9 Equity

DPS 2.0 2.2 2.4 2.6 2.8 Additional paid-in capital 80,552     83,111     86,939     66,092     43,948     

BVPS 15.4 18.7 22.1 27.2 33.6 Shareholder equity 1,18,304 1,41,988 1,66,542 2,02,790 2,47,766 

Cash Flow Valuation Ratios

Y/E Jun, USD mn FY20 FY21 FY22 FY23e FY24e Y/E Jun FY20 FY21 FY22 FY23e FY24e

CFO P/E (X) 46.6 33.4 27.9 26.2 22.6

Profit after tax 44,281    61,271    72,738    76,512    87,654    P/B (X) 17.5 123.8 111.7 103.2 96.5

Adjustments 17,877    16,405    15,851    18,313    23,057    EV/EBITDA (X) 32.2 25.6 21.1 18.6 15.9

WC changes (1,483)     (936)         446          6,116       5,478       Dividend yield 0.7% 0.8% 0.9% 1.0% 1.0%

Cashflow from ops 60,675    76,740    89,035    1,00,941 1,16,189 Growth & Margins 

Growth

CFI Revenue 13.6% 17.5% 18.0% 11.5% 13.3%

CAPEX, net (15,441)   (20,622)   (23,886)   (26,806)   (29,891)   EBITDA 20.3% 24.1% 19.9% 10.4% 14.6%

Others 3,218       (6,955)     (6,425)     (1,390)     (8,890)     EBIT 23.3% 32.0% 19.3% 11.8% 14.4%

Cashflow from investments (12,223)   (27,577)   (30,311)   (28,196)   (38,781)   Net profit, adj. 12.8% 38.4% 18.7% 5.2% 14.6%

Margins

CFF Gross margin 67.8% 68.9% 68.4% 68.7% 68.8%

Loans, net of repayments (5,518)     (3,750)     (9,023)     (475)         (475)         EBITDA margin 46.0% 48.5% 49.3% 48.9% 49.5%

Dividends (15,137)   (16,521)   (18,135)   (19,417)   (20,534)   EBIT margin 37.0% 41.6% 42.1% 42.1% 42.6%

Repurchase of common stock (22,968)   (27,385)   (32,696)   (30,334)   (32,931)   Net profit margin 31.0% 36.5% 36.7% 34.6% 35.0%

Others (2,408)     (830)         978          1,785       2,024       Key Ratios

Cashflow from financing (46,031)   (48,486)   (58,876)   (48,441)   (51,917)   ROE 37.4% 43.2% 43.7% 37.7% 35.4%

Net change in cash 2,220       648          (293)         24,304    25,491    ROA 14.7% 18.4% 19.9% 18.8% 18.9%

CCE, end 13,576    14,224    13,931    38,235    63,726    Net Gearing 42.1% 30.9% 21.5% 5.5% CASH

Net Debt/EBITDA (X) 0.8 0.5 0.4 0.1 CASH

Source: Company, Phillip Securities Research (Singapore) Estimates
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Important Information  

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under 

the Financial Advisers Act, Chapter 110 in Singapore.  

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may 
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in 

part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immedi ately.  

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public 
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied 
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report is 

subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Researc h made available or to supply any 
corrections, updates or releases in connection therewith.  

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time 
without prior notice. Past performance of any product referred to in this report is not indicative of future results.  

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as 
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available 
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate 

for the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all 
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent 
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be 

considered to be a disclosure of all risks or a complete discussion of such risks.  

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this 
report should take into account existing public information, including any registered prospectus in respect of such product.  

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limite d to its officers, directors, employees or 
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singa pore and worldwide, including but 

not limited to commercial / investment banking activities (including sponsorship, financial advis ory or underwriting activities), brokerage or securities trading activities. 
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limite d to its officers, directors, employees or 
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securiti es mentioned in this report, and 
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip 

Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or 
investment services to such companies and investments or related investments, as may be mentioned in this report.  

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, 
purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. 
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuati on in exchange rates between US dollars 
and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the 
investment.  

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its  
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise 
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, 
information may be available to Phillip Securities Research, or persons associated with or connected t o Phillip Securities Research, including but not limited to its  
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons 
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the  issuance of this 
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately foll owing its publication. Phillip Securities Research, or 
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of 

this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.  

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subj ect Phillip Securities Research to any 

registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.  

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a 
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the specific 

investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of  such products.  

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities 
Research may determine in its absolute discretion.  
 
IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES 
Where the report contains research analyses or reports from a foreign research house, please note:  

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house ) in Singapore at 250 North 
Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connec tion 
with, the analyses or reports; and 

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, 
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the a nalyses or reports. 

 

 


