
Key Data  _____________________________________ 

 
GS Forecast  __________________________________ 

 
GS Factor Profile  ______________________________ 

 
Source: Company data, Goldman Sachs Research estimates. 

See disclosures for details.

Market	cap:	$4.0tr

Enterprise	value:	$4.0tr

3m	ADTV:	$13.0bn

United	States

Americas	Software

M&A	Rank:	3

6/29E6/28E6/27E6/26

570,130.7471,894.4389,404.1331,839.0Revenue	($	mn)	New

Revenue	($	mn)	Old 568,586.3470,524.1389,734.7331,839.0

382,802.1304,398.9239,773.7194,537.0EBITDA	($	mn)

264,456.5218,236.4179,946.4155,237.0EBIT	($	mn)

27.8723.0819.2117.28EPS	($)	New

28.0522.9719.3817.28EPS	($)	Old

19.423.428.126.6P/E	(X)

Dividend	yield	(% 0.80.80.70.8)

Net	debt (0.0)(0.0)(0.1)(0.2)/EBITDA	(X)

3/27E12/26E9/26E6/26

4.794.654.714.74EPS	($)

MSFT	relative	to	Americas	Coverage

MSFT	relative	to	Americas	Software

Growth

Financial	Returns

Multiple

Integrated

100th80th60th40th20thPercentile

 

Microsoft will report 1QFY (September) results on 10/28. Since 
4Q EPS on 7/29, the stock is up 38% (vs. the Nasdaq up 10%) as 
visibility into Azure and M365 growth has improved. We believe 
discovery value now shifts to the breadth and depth of Microsoft’s 
AI platform; and unit economics and ROIC in Azure. Our two biggest 
takeaways from our fireside chat with CFO Amy Hood on 9/9 and IR 
meetings 9/15-16 were: a) Microsoft appears to have control over 
more variables in their capex equation today (which in turn drives 
more flexibility), in part because short-dated capex and CPUs are a 
bigger piece of spend than 6 months ago; and we think Microsoft 
may choose to provide more datapoints on ROIC soon; and b) the 
Copilot apps strategy is working. For 1QFY, we see a reasonable 
upside case where Microsoft reports Azure growth of 46-47% cc 
(vs. 44-45% cc guidance) and guides to ~46-47% cc growth for 
2QFY. Beyond Azure, we look for further evidence that monetization 
is broadening through Copilot, agents, consumption-based 
workloads, and E7; and we see potential for M365 Commercial 
Cloud growth of ~17-18% cc in 1QFY as usage scales (vs. 17% cc 
guidance). The Maia 300 announcement on 10/12 adds another 
lever to the economics discussion. With Maia 200 now in production 
and Maia 300 expected in 2027, greater 1P silicon footprint and 
chip diversification should support better gross margin over time. 
We think Microsoft is the best positioned name in our Software 
coverage (also on CL) to benefit from compounding AI product 
cycles.
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1Q EPS Preview 
 
 

 

We see a reasonable case where Microsoft reports Azure growth of 46-47% cc vs. 
the Street at 45% cc; and guides to ~46-47% cc growth for 2Q27 vs. the Street at 
45% cc. Note that Microsoft will have already incorporated drivers of the 3% 4QFY beat 
into its 1QFY guide; specifically: benefits from 4Q infrastructure optimization, including 
improvements in dock-to-live times and better fleet utilization, and Github’s transition 
to consumption-based pricing. Azure growth remains a function of both new capacity 
coming online and Microsoft’s allocation decisions between internal initiatives and 
external customers. In our view, Azure acceleration through FY27 could be achievable, 
not just from the puts and takes to capacity coming online, but also due to 
Improvements in utilization, software optimization, infrastructure efficiency, and 
monetization.  

On capacity additions: We estimate Microsoft can bring online ~5GW of capacity in n

FY27 vs. ~4GW in FY26, although capacity is likely to come online unevenly, making it 
difficult to track from the outside.  

Strategic allocation of capacity towards internal use cases trades off Azure n

growth. Microsoft remains willing to direct compute toward first party applications 
(Copilot) and internal R&D (e.g., MAI) rather than maximizing short-term Azure 
revenue to drive greater strategic AI positioning across multiple layers of the 
technology stack and better returns over the medium term. While this allocation may 
constrain Azure upside in any given quarter, we believe investors increasingly 
recognize that AI returns will accrue across multiple layers of the tech stack. We 
believe the mix as a % of total allocations is close to a steady-state trajectory. Please 
see our February deep dive into capacity allocation here and updated compute 
allocation mix in Exhibit 1, Exhibit 2. 

On this week’s market volatility: we hear two key investor concerns: 1) the first is on volatility in the credit 
environment, such that new data center builds will be more expensive and difficult to finance. In our view, 
Microsoft’s cost of capital will continue to benchmark well below pure-play neocloud businesses and in line 
with IG peers. Microsoft has previously commented that it has tapped the debt markets on multiple 
occasions historically, maintains ample access to debt capital at attractive rates, and would be willing to 
raise additional capital to fund investments with sufficiently high ROIC. 2) the second is an ongoing debate 
on token demand and monetization on the frontier vs. off frontier. While Microsoft has frontier model 
customers, we think the bigger strategic opportunity is in providing a harness that is model agnostic and in 
enabling diffusion in the enterprise; i.e. taking the current edge of product potential and making it usable in 
the enterprise. 
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Copilot monetization is an increasingly important contributor to the FY27 n

growth algorithm, and we see a scenario for M365 Commercial Cloud growth of 
17-18% cc as consumption-based workloads scale. FY27 is the first year 
Microsoft has guided to acceleration in M365 Commercial Cloud growth in recent 
history, and we expect any upside to be driven by Copilot penetration, E7 adoption, 
and ramping consumption. We believe Microsoft has made meaningful progress 
moving beyond pilot deployments toward broader enterprise adoption, and the 
quality of the product continues to improve on the back of a series of technical 
improvements. Recent product announcements further support Microsoft’s efforts 
to position Copilot as the operating system for work. Bringing Chat, Cowork, Code, 
Autopilot, and Office together under a unified experience should reduce workflow 
fragmentation and make Copilot a more natural destination for an increasingly 
broad set of daily tasks. In our view, greater cohesion across form factors should be a 
tailwind to both engagement and monetization over time.  

E7 will likely start moving the needle in FY27, with new datapoints on the o

consumption opportunity likely. We expect E7 adoption to outpace E5 
following general availability in May, in part because of functionality like Agent 
365 (flat seat based pricing for agentic governance). More broadly, Microsoft’s 
AI monetization opportunity is evolving beyond seat expansion toward 
monetizing units of work. Long term, the consumption opportunity may be 
larger than the per-user opportunity. 

The margin implications of higher AI usage could be better than expected. o

Given Copilot’s largely seat-based pricing model, we have heard concerns that 
higher engagement and consumption could pressure margins over time. 
Microsoft’s guidance for stable Cloud gross margins in F1Q has eased some of 
these concerns. In our view, Microsoft has multiple levers to ensure 
monetization is aligned with value delivered, including fair usage provisions, 
premium AI capabilities, and usage based pricing for higher-intensity 
workloads. We have already seen this playbook in GitHub Copilot and Cowork, 

 

Exhibit 1: We estimate FY26 compute capex by use case to 
inform our Azure estimates 

 

Exhibit 2: Our estimate of external vs. internal compute 
allocation 
External (3rd party) vs. Internal (1st party apps, R&D) 
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where Microsoft adapted pricing as usage patterns evolved. Importantly, in a 
capacity constrained environment, Microsoft can choose where to monetize 
AI compute, either through Azure consumption or Copilot subscriptions, with 
Copilot likely the higher margin avenue. As such, we believe higher AI usage is 
an opportunity to expand monetization rather than simply a source of cost 
inflation. Over time, the more relevant question may not be whether usage 
rises, but whether Microsoft is capturing its fair share of the value created by 
that usage as a function of the quality of the product.
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Capex and ROIC 
 
 

We believe Microsoft has more capex variables in its control today vs. a year ago; 
this in turn suggests that upward revisions to FY27 Street capex may be limited. This 
is a good thing, in our view, as upward revisions to capex without commensurate 
revisions to Azure revenue have weighed upon the stock in prior quarters. The Street 
currently expects ~$221bn of FY27 capex, implying +52% yoy post +65% in FY26 
(Visible Alpha Consensus Data). Microsoft has already guided to ~$175bn of CY26 capex 
(following useful life change on lease classification), meaning 1HFY27 is already in the 
guide. The Street is already assuming a further step up in 2HFY27 (+11% hoh). 

Importantly, the composition of capex has evolved: 

Long dated assets have declined from ~50% to ~33% of total capex over the last n

three quarters as Microsoft front loaded investments in land, buildings, and cold 
shells. 

Within short dated capex, CPUs now represent a larger portion of spending than n

GPUs as of last quarter, while procurement decisions continue to be pushed later in 
the process as GPU dock to live times improve. Microsoft has consistently indicated 
that constraints are less about CPUs or GPUs and more about the space in which to 
deploy them. 

In our view, as the constrained components become a smaller share of capex, Microsoft 
will have greater flexibility to adjust the non-constrained portion of capex to align with 
demand signals. 

Microsoft’s infrastructure strategy is designed to maximize flexibility across a 
broad set of enterprise workloads, rather than optimize for the needs of frontier 
model development. Capex decisions are driven by customer demand visible today, 
and a change in frontier model pacing does not alter those demand signals. While 
Microsoft could direct incremental capacity toward frontier workloads, the priority 
remains infrastructure that can serve a broad cohort of customers across many 
workloads. The decision to step back from portions of Stargate capacity and all of 4Q’s 
$51bn RPO increase coming from non frontier customers support this view. Microsoft 
also has several years of data observing how its most sophisticated AI customers have 
scaled, providing greater visibility into how enterprise AI demand may evolve over the 
next three to five years. 

We believe the ROIC debate matters more than the capex debate. Earlier in the AI 
cycle, investor focus centered around whether demand would justify the elevated capex 
levels. Today, Azure remains supply constrained, Copilot monetization is improving, and 
M365 Commercial Cloud is expected to accelerate. The discussion is now shifting toward 
the durability of returns, the timing of revenue growth outpacing infrastructure 
investment, and whether AI economics can ultimately approach or exceed those of the 
cloud era. We recently laid out a framework assessing the level of AI economy output 
required to generate a baseline ~15% ROIC against current hyperscaler capex 
expectations. We expect Microsoft may provide greater disclosure on AI returns in the 
coming quarters, particularly as peers such as Google and CoreWeave have outlined 
GPU payback periods. 
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Several factors may support a more favorable ROI profile than the prior cloud cycle. 
Microsoft is operating a unified technology stack across Azure and 1P applications, 
enabling higher utilization and greater workload flexibility, while also capturing AI native 
demand from day one rather than entering years into the adoption cycle. Stated 
differently, if each cohort in this cycle is monetizing earlier, scaling faster, and utilizing 
infrastructure more efficiently than comparable cloud cohorts, returns should ultimately 
exceed those of the prior cycle unless economic value accrue disproportionately 
elsewhere in the stack. While investors continue to debate whether value will be 
captured by semis, model providers, or infrastructure operators, Microsoft is positioned 
for a world where the chip layer diversifies and orchestration becomes increasingly 
valuable. Microsoft’s integrated platform position should support structurally stronger 
unit economics as capacity matures. Taken together, we do not believe there is a 
structural reason AI margins cannot ultimately approach cloud margins. 

Revenue per GW provides a useful framework for evaluating AI monetization 
efficiency. Our current estimates imply revenue per GW increases from ~$12bn in FY26 
toward ~$13bn in FY30, largely reflecting a growing mix of internally consumed capacity 
and higher infrastructure costs (see here for our internal vs. external mix analysis). 
However, there are multiple levers to drive $/GW and lifetime economics: 

$/GW levers include Copilot monetization, higher inference intensity, n

software-layer monetization, greater platform attach, pricing optimization, and 
silicon-driven efficiency gains. 

Lifetime economics levers include more disciplined renewal pricing, higher-priced n

AI SKUs, and dynamic allocation of capacity across first-party products, model 
development, and enterprise workloads. 

In our view, the key question is less the absolute revenue generated by AI workloads and 
more the amount of economic value created relative to the infrastructure required to 
support them. 

 

 

Exhibit 3: We see a scenario where Microsoft pulls levers 
to realize steady or improving revenue/GW, which would 
drive upside to our estimates  

 

Exhibit 4: We estimate Microsoft will scale to ~40 GW of 
capacity by mid 2030 
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Maia 300 may drive another step change in Azure unit economics  
 
 

On 10/12, Microsoft announced Maia 300, its third generation custom accelerator 
for AI inference, with deployment expected to begin in 2027. Microsoft plans to scale 
the Maia family to multi gigawatt deployments, with the goal of making Maia its primary 
inference system across Microsoft products and services. Microsoft’s focus has 
consistently been on delivering the lowest cost tokens possible, and the company has 
also discussed ramping AMD volumes as a second merchant GPU provider to Nvidia, and 
holding IP rights to Jalapeño. This flexibility on chip architectures takes into account that 
technology roadmaps are still fluid (both with respect to software and with respect to 
hardware). 

Our industry feedback, including with former members of the Maia team, suggests 
meaningful improvement over the last several months:  

Maia 200 moved into production in late-2026, providing real benchmarks that n

were previously opaque (see our deep dive here). Maia 200 is deploying across the 
US, Europe, and Australia, and now serves Microsoft Copilot and the MAI team’s 
development of next generation models, with GitHub Copilot and Microsoft Foundry 
expected to follow by year end. Across these workloads, Maia 200 runs OpenAI 
models, Microsoft’s MAI models, and leading open source model families. Microsoft 
disclosed that Maia 200 delivers up to 1.7x more tokens per watt for AI capabilities 
across Teams, Copilot, and Cowork vs. leading GPU infrastructure. Operating these 
workloads at scale directly informed the design of Maia 300. 

Maia 300 represents the next step in improving the cost curve. Maia 300 is n

purpose built for long context reasoning, latency sensitive conversational 
experiences, and sustained multistep agentic workloads. Microsoft expects the 
system to deliver 40% more tokens per megawatt vs. leading GPU based systems and 
up to 7x the rack scale token throughput of Maia 200 in a full 96 accelerator 
configuration.  

Software compatibility and performance have yet to be proven at production n

scale - but even the Software roadmap should be further along. Our industry 
feedback this year suggests that Microsoft still has more work to do on its 
supporting Maia software stack. Microsoft’s strategy is less about building the 
industry’s best individual chip and more about optimizing silicon, software, 
networking, and datacenter infrastructure around its own workloads. Our 
understanding is that by definition, an ASIC is customized to a specific software 
roadmap, such that progress on MAI (Microsoft’s AI roadmap) also informs progress 
on Maia (Microsoft’s chip roadmap). 
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We view recent datapoints as a meaningful positive for Microsoft’s AI price 
performance and longer term ability to bring Azure AI compute gross margins closer 
to those of CPU based workloads. Highlights from the Maia 300 release: 

A  step forward in memory and inference economics. Relative to Maia 200, Maia n

300 delivers 2.5x greater HBM bandwidth, 33% more memory capacity, 
approximately 2x greater HBM bandwidth per watt, and more than 2.5x higher 
performance per watt. 

Purpose built for agentic inference. Maia 300 evolves Microsoft’s Software n

Defined Locally Accessed Dataflow Architecture for long context, reasoning 
intensive, and decode heavy workloads. Its locality aware memory architecture, 
narrower precision formats, and hardware accelerated data conversion reduce data 
movement and support larger models, longer contexts, and more concurrent 
sessions within a fixed power envelope. 

System level scale becomes a larger differentiator. Maia 300 doubles rack density n

to 96 accelerators within a 167 kW power envelope. Its two tier Ethernet based 
network connects as many as 12,288 accelerators across 128 racks, while a unified 
communication model supports direct communication across the superpod and 
more flexible workload placement. 

Key architectural innovations include: a) a multichiplet architecture that places n

compute on TSMC N2P while separating memory controller and I/O functions onto 
dies optimized for bandwidth, connectivity, and cost, increasing compute FLOPs by 
36% and scale up bandwidth by 14%; b) a locality aware NUMA memory 
architecture that places data closer to the compute using it; c) enhanced MXFP4 and 
sub 3 bit storage formats that reduce memory footprint and data movement; d) 
eight HBM4 stacks providing 288 GB of capacity and 18 TB/s of bandwidth per 
accelerator; e) a unified Ethernet based fabric extending from the rack to a 12,288 
accelerator superpod; and f) an integrated rack design that jointly optimizes 
accelerator density, networking, power, cooling, and telemetry. 

With Microsoft’s new disclosure, we update our Semiconductor team’s Inference 
Cost curve, which compares GPU costs to ASIC costs (Exhibit 6). Our analysis is 
intended to be an illustrative starting point (given limitations in analyzing these chips 
from the outside in) and is based on a snapshot in time of today’s compute performance 
and does not fully contemplate software optimization or uplifts from networking, 
memory and packaging advancements. 

 

Exhibit 5: Maia 300 vs. Maia 200 and other Hyperscaler first-party silicon 

Azure Maia 200 Google TPU v7 AWS Tranium3Azure Maia 300Peak specifications
Process Node 3nm 3nm 3nm2nm
FP4 TFLOPS 10145 n/a 251713800
FP8 TFLOPS 2517461450726900
HBM technology HBM3EHBM3EHBM3EHBM4
HBM BW (TB/s) 7 7 518
HBM capacity 216 192 144288
Scale-up BW: bidirectional (TB/s) 2.8 TB/s 1.2 TB/s 2.2-2.56 TB/s3.2 TB/s

 
 

Source: Company data
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https://azure.microsoft.com/en-us/blog/deep-dive-into-azure-maia-300-architecture/
https://publishing.gs.com/content/research/en/reports/2026/01/20/aae7dbdd-d657-4e46-89af-ed9f3457f616.html
https://publishing.gs.com/content/research/en/reports/2026/01/20/aae7dbdd-d657-4e46-89af-ed9f3457f616.html
https://publishing.gs.com/content/research/en/reports/2026/01/20/aae7dbdd-d657-4e46-89af-ed9f3457f616.html


 

Please also see our other recent Microsoft reports: 

Initiation (1/11) n

Takeaways from our HQ Field Trip (1/15) n

Understanding external vs. internal capex use cases (2/12) n

Maia 200, an updated inference cost curve, and implications for Microsoft’s internal n

silicon strategy (2/22) 

Revisiting Moats II: Datapoints on General Intelligence Tools (3/5) n

Nine Conversations in Silicon Valley last week (6/7/26) n

Four Key Themes into 4QFY EPS (7/8/26) n

4QFY: Microsoft’s role is increasingly strategic as enterprises move from frontier n

models to frontier ecosystems (7/29/26) 

Communacopia + Technology 2026 — Key Takeaways (9/10/26) n

NDR Meetings: Enterprise shift to AI platforms is validating key strategic decisions n

from the last 3 years (9/20/26) 

Sizing the AI Economy Needed to Justify ROIC on Hyperscaler AI Capex (9/24/26) n

Valuation and Key Risks 

We update our F27E/F28E/F29E revenue forecasts to $389/$472/$570 bn from 
$390/$471/$569 bn, and our F27E/F28E/F29E adjusted EPS forecasts to 

 

Exhibit 6: Inference cost per million tokens ($) 
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Source: Company data, Goldman Sachs Global Investment Research
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https://publishing.gs.com/content/research/en/reports/2026/09/21/65ac941e-c85a-4359-9ba5-d92989ef7376.html
https://publishing.gs.com/content/research/en/reports/2026/09/21/65ac941e-c85a-4359-9ba5-d92989ef7376.html
http://Sizing the AI Economy Needed to Justify ROIC on Hyperscaler AI Capex


$19.21/$23.08/$27.87 from $19.38/$22.97/$28.05. This update is to reflect 
Microsoft’s updated segment reporting. 

We maintain our 12-month price target of $640, based on a 28x P/E (unchanged) 
multiple to Microsoft’s SNTM adjusted net income. Key downside risks include: longer 
ramp for internal silicon, which can limit market share gains or gross margin expansion; 
greater investments in projects outside of expectations (e.g., non-Azure); key leadership 
changes; and more meaningful shift to custom software that could negatively impact its 
applications business.
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departmental guidelines we incorporate an M&A component into our target price. M&A rank of 3 is considered immaterial and therefore does not 
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Quantum 
Quantum is Goldman Sachs’ proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.  
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Target price history table(s) 
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Price targets shown in table(s) are unadjusted for corporate actions. 
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