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Strategic mandate
Turn Al leadership into durable customer and cash returns.

PROTECT SCALE GATE

Customer trust and core Enterprise workflows Al capacity with clear

platform economics. with measured customer return evidence.
value.
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NORVIAN STRATEGY HERO INSIGHT

Commercial momentum is proven; Al
economics are not

Microsoft has exceptional Al demand, distribution, and financial capacity. Its integrated enterprise
stack is a strong basis for winning.

The strategic test has shifted from adoption to economics. Infrastructure spending must produce measurable
customer results, utilization, and cash returns.

Strategic verdict
Keep investing in enterprise Al, but tie expansion to workload economics, customer value, trust, and

reduced partner dependence.

41% 30M+ $24.1B
Azure growth shows Microsoft 365 Copilot paid OpenAl-related commercial
infrastructure demand. 2 seats show application revenue creates material
adoption. 52 concentration. 3’

Immediate management decision
Approve the next Al investment phase only with clear utilization, contribution-margin, retention, and
customer-outcome controls.

HIGH CONFIDENCE  The strategic direction is clear, but undisclosed Al unit economics limit confidence in

investment returns.

Critical unknown: Whether Al revenue and utilization will produce durable returns on rapidly rising infrastructure investment.

Sources: S1, S2, S6
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NORVIAN STRATEGY STRATEGY SCORECARD

Microsoft scores strongly except on risk
resilience

Higher scores indicate a stronger position. Risk resilience remains positive: 7 means meaningful
strength with material exposure.

Market attractiveness 9/10

Cloud spending grew 43%; global Al spending was projected at
$409 billion in 2026. 5556 HIGH CONFIDENCE

Competitive position 9/10
G

Cloud, productivity, identity, security, development, data, and Al
operate at uncommon scale. 515359 HIGH CONFIDENCE

Growth potential 9/10
G

Azure, Copilot, security, data, agents, and governance provide

connected growth paths. $2.56,59  H1GH CONFIDENCE

Risk resilience

Customer strength 9/10
G

Enterprise relationships, workflows, contracts, and switching
costs support expansion. 153 HIGH CONFIDENCE

Financial and execution capacity 9/10

Operating cash flow of $182.9 billion supports continued
infrastructure and research investment, 51 52
HIGH CONFIDENCE

Innovation and Al readiness 9/10

Commercial traction and platforms span infrastructure through

applications. 51:52: 511 1 1GH CONFIDENCE

7/10

Capital intensity, regulation, cyber exposure, and OpenAl

dependence reduce resilience.

Overall interpretation

$1,57, S8

HIGH CONFIDENCE

The position supports growth. Capital, concentration, regulatory, and trust risks now require tighter

executive control.

Sources: 51, S2, S3, S5, S6, 57, S8, S9, S11
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NORVIAN STRATEGY

CURRENT POSITION

Demand is strong while return visibility

remains weak

Microsoft leads from strength, but future value depends on converting rapid Al expansion into

durable returns rather than simply adding capacity.

Where Microsoft is winning

Azure exceeded $100 billion in annual revenue,
and Copilot passed 30 million paid seats. *?
Existing contracts and workflows make Microsoft

a low-friction route for enterprise Al adoption. "
S3

Financial trajectory

FY2026 revenue rose 18% and operating income
rose 21%, while cloud gross margin declined to
66%. 5! 52 Microsoft also held $76.8 billion of liquid
assets. 5"

Central position gap

What the market demands

Cloud and Al remain large, fast-growing markets.
AWS, Google, Al-native providers, neoclouds, and
open-source alternatives are expanding customer
choice. ** 3¢

What reported growth does not show

Al profitability, Copilot retention, active usage,
utilization, and returns on infrastructure
investment are not disclosed. 5! 52

Microsoft must develop clear Al workload economics and customer-value evidence while scaling
constrained infrastructure. Growth depends on OpenAl, advanced chips, energy, networking, datacenter

construction, and implementation partners. S1-54

Management implication

Treat utilization, retention, and workload returns as the tests for the next stage of expansion.

Sources: S1, S2, S3, S4, S5, S6
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NORVIAN STRATEGY MARKET AND CUSTOMER ECONOMICS

Customers will scale Al when outcomes justify
cost and risk

Cloud spending grew 43%, and global Al spending was projected at $409 billion in 2026. The
demand environment is attractive, but enterprise adoption remains uneven. %> ¢

What customers value

Enterprise buyers need Al that works within their
data, identity, applications, and security controls.
They also need governance, observability, and

implementation support before they can scale. ¢

S9, S11

What is changing

Hyperscale barriers favor incumbents, yet
infrastructure competition requires exceptional
capital and continuous investment. Regulation,
sovereignty requirements, cyber threats, and
capacity constraints can change deployment
speed and economics. 5% 57: 58

Management takeaway

Why Microsoft has an advantage

Integration across productivity, cloud, identity,
security, data, and development tools lowers
adoption friction and supports cross-selling. 3159

What matters economically

Paid access is not the same as durable value.
Customers are more likely to renew and expand
when workflows create measured business
results that justify premium pricing and risk
controls.

Integration opens the door. Measurable workflow value determines whether demand becomes durable

revenue.

Sources: S1, S5, S6, 57, S8, S9, S11
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NORVIAN STRATEGY

SOURCES OF ADVANTAGE

The integrated platform matters more than

any single model

Microsoft's defensible edge is the combined system, not one model, assistant, or cloud service.

Strategic asset Assessment

Integrated enterprise platform Durable Advantage
and distribution

Security telemetry, identity, and Conditional Advantage
governance

Early Copilot and OpenAl Temporary Strength
position

Strongest right to win

Place secure Al agents inside existing enterprise
data, identity, applications, development tools,
and commercial relationships.

What could weaken the advantage

Why it matters Management response
Reduces adoption friction and Make workflow value visible
supports cross-selling across without relying on restrictive
infrastructure, applications, bundling.

data, identity, and security. s1,

$7,59

Supports trusted deployment Build security and governance
and protection across into products and operating
connected customer controls.

environments. 31 8. 511

Accelerates adoption, model Shift differentiation toward
access, Azure demand, and governed workflows and model

premium-seat monetization. 5™ choice.

S2, S6

Most important capability gap

Al workload profitability, utilization, retention, and
return measures are not disclosed. Capacity,
power, and supply constraints are also outside
Microsoft's full control. %'

Forced unbundling, poor interoperability, a major compromise, weak agent controls, model

commoditization, or partner divergence could erode differentiation.

Management takeaway

§1, 57,58

Protect trust, openness, and workflow integration. Model access alone is not durable.

Sources: S1, S2, S6, S7, S8, S9, S11
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NORVIAN STRATEGY

OPERATING MODEL AND Al READINESS

Software strength now depends on
infrastructure and control discipline

Microsoft has platforms from infrastructure through applications and commercial Al traction.
Scaling this position requires operating capabilities that are different from traditional software

delivery, 355"

Demonstrated capabilities

Microsoft combines Azure, Microsoft 365 and
Dynamics, identity, security, governance, and
Microsoft Foundry. This gives customers a
connected path from Al infrastructure to business

workflows, 5152511

Control requirements

As agent autonomy expands, security
engineering, auditability, interoperability, and
responsible-Al controls must be consistent across
products and partners. 558 511

Operating conclusion
Make utilization, procurement, governance, and partner execution core operating capabilities. Announced

Execution dependencies

Growth depends on chips, power, networks,
datacenters, model partners, customer data
readiness, and systems-integrator quality. These
dependencies can constrain deployment speed
and economics, 3734511

What remains unproven

Portfolio-wide Copilot retention, customer
outcomes, workload profitability, and Al return on
invested capital are unavailable. Paid seats do not
establish these outcomes. 3" 32

controls matter only when they are applied consistently in scaled customer workflows.

Sources: S1, S2, 54, S8, S9, S11
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NORVIAN STRATEGY

FINANCIAL STRENGTH

Exceptional cash generation is funding
unprecedented capital intensity

FY2026 revenue rose 18% and operating income rose 21%. Microsoft generated $182.9 billion of
operating cash and held $76.8 billion of liquid assets, giving it substantial investment capacity.*"

Property additions — USD billions

FY2024 e $44.477B
FY2025 & $64.551B
FY2026 aaa $115.9488

Property additions rose 80% in FY2026. 51,52

Calculated free cash flow — USD
billions

FY2024 aay $74.071B
FY2025 aa $71.611B
FY2026 aa $66.987B

Calculated free cash flow declined approximately 6% in FY2026. s1.
S2

Property additions include cloud and non-cloud assets. Microsoft does not disclose comprehensive Al revenue, margins,

operating income, or return on invested capital. B

Capital conclusion

Microsoft can afford to invest. It should be careful about approving capacity without evidence of demand

quality, utilization, and contribution margin. The largest infrastructure commitments need stronger proof of
returns.

Sources: S1, S2
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NORVIAN STRATEGY

Probability

Capital returns, customer value,
concentration, and trust require control

Early-warning
indicator

PRIORITY RISKS

Management
action

Al investment Medium-high Very high Utilization Use staged
grows faster than weakens; capacity approvals
profitable demand contribution tied to utilization
margins fail to and workload
improve. economics.
Customers fail to Medium-high High Active usage or Prioritize
achieve durable Al retention weakens; repeatable
value deployments miss workflows with
agreed outcomes. measured results;
bundle data,
governance, and
implementation
support.
OpenAl Medium High Related-party Expand model
concentration or exposure rises; choice; set
strategic commercial or concentration
divergence governance terms limits and
diverge. contingency plans.
Trust or regulation Medium-high High Control failures Design for

restricts platform
economics

rise;
interoperability or
conduct remedies
expand.

interoperability,
auditability, and
customer control;
prioritize Secure
Future Initiative
execution.

Management takeaway
Capital-return risk is the first test. Customer value, partner concentration, and trust determine whether
demand remains durable.

Sources: S1, S4, S6, S7, S8, S11
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NORVIAN STRATEGY

The same controls work across upside and
downside cases

SCENARIO ANALYSIS

Base: growth
continues, returns
remain contested

Trigger: Azure and agent
demand grow without broad
proof of customer returns.

Effect: Revenue and operating
income grow, but cash
conversion stays pressured.

Response: Stage capacity
investment and focus sales on
measurable outcomes.

Indicator: Capacity utilization;
Copilot retention and usage.

Adversarial scenario: partner rupture

Upside: agents become
a scaled enterprise
platform

Trigger: Governed agents
move from pilots into core
operations.

Effect: Microsoft monetizes
infrastructure, applications,
security, governance, and
usage together.

Response: Accelerate proven
industry workflows and
partner implementation
capacity.

Indicator: Production agent
usage; customer outcome
attainment.

A material break in OpenAl alignment could

disrupt revenue, model access, investment
economics, and market confidence. Activate
model-diversification and customer-migration

plans. !

Cross-scenario conclusion

s1

Downside: Al
economics disappoint

Trigger: Renewals weaken
while utilization and margins
disappoint.

Effect: Free cash flow
weakens and premium Al
adoption slows.

Response: Pause marginal
capacity, simplify offers, and
prioritize high-return
workloads.

Indicator: Al contribution
margin; renewal and
expansion rates.

Low-probability disruption: systemic
trust failure

A major Al-enabled cyber or governance failure

could slow adoption, increase remediation costs,
and accelerate regulation. Contain exposure and
require verified controls before restoration.

S1, S8,

Workload economics, customer outcomes, trust, and portability improve decisions in every principal

scenario.

Sources: S1, S2, S6, S8, S9, S11
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NORVIAN STRATEGY

GROWTH OPPORTUNITIES

Enterprise agents and readiness services offer

the best fit

Opportunity

Why it matters

Capital decision

Best near-term
move

Scale security,
governance, and Al
readiness offers.

Portfolio decision

Governed enterprise agents

Security, governance, and Al
readiness services

Localized industry and
sovereign Al

Consumer and gaming Al

Best long-term bet
Make Microsoft the
main platform for
managing enterprise
agents across models
and applications.

Extends Copilot from seats into
secure workflows and usage-
based revenue. It uses
Microsoft 365, Dynamics,
identity, security, Azure, and

Microsoft Foundry. 54, 56, 59, 511

Addresses the controls and
data foundations customers
need before scaling Al. It can
speed trusted adoption and

cross-selling. SIS

Addresses data residency,
compliance, language, and
domain-grounding needs for

regulated buyers. 57,511

Microsoft has broad consumer
distribution, but customer
value and willingness to pay

remain unclear. 31- 53

Best digital or Al
opportunity
Governed enterprise
agents tied to
measurable
workflows.

Scale selectively around
repeatable, measured
workflows.

Build as the fastest route to
trusted adoption.

Gate investment to selected
markets with reusable
compliance designs.

Defer broad expansion; use
limited product experiments.

Opportunity to
defer

Broad consumer and
gaming Al expansion.

Prioritize enterprise opportunities that reinforce the platform and produce measurable usage, trust, and
customer outcomes.

Sources: S1, S3, S4, S6, S7, S8, S9, S11
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NORVIAN STRATEGY

STRATEGIC PRIORITIES

Control spending, prove value, protect trust,
reduce dependence

1. Control Al spending

Action: Tie capacity
approvals to utilization,
contribution margin,
demand quality, and supply
resilience.

Why now: Capital additions
rose 80% while calculated

free cash flow declined. 1
s2

Owner: CFO with Cloud
and Al leadership

90 days: Create one
investment gate for Al
capacity.

6-12 months: Apply
workload economics to
major capacity approvals.

KPIs: Al workload
contribution margin;
infrastructure utilization

Sources: S1, S2, S6, S7, S8, S11

2. Scale products that
prove value

Action: Focus sales and
product investment on
repeatable workflows with
measured outcomes.

Why now: Paid adoption is
strong, but retention and
broad customer returns are

undisclosed. $% 56

Owner: Commercial and
product leadership

90 days: Select priority
workflows and standardize
outcome baselines.

6-12 months: Review
retention, usage, and
outcomes by workflow.

KPIs: Copilot and agent
retention; customer
outcome attainment

Norvian Strategy - Executive Strategic Diagnostic

3. Protect customer trust

Action: Build security,
auditability,
interoperability, and
responsible-Al controls into
scaled agent offers.

Why now: Platform
importance magnifies
cyber, governance, and

regulatory failures. §1,57.58

Owner: Security and
Responsible Al leadership

90 days: Set minimum
release controls for high-
impact agents.

6-12 months: Audit priority
agent workflows.

KPlIs: Critical Al control
compliance; material
security incidents

4. Reduce critical
dependencies

Action: Expand model
choice and contingency
plans for OpenAl, chips,
power, datacenters, and
networks.

Why now: Al growth relies
on financially material and
constrained external

ecosystems. 51,51

Owner: Cloud and Al
leadership

90 days: Complete partner
and infrastructure
dependency stress tests.

6-12 months: Demonstrate
portability for priority
workloads.

KPIs: Critical workload

portability; OpenAl
economic concentration

12



NORVIAN STRATEGY

IMPLEMENTATION ROADMAP

Install common controls within 90 days

Measurement and release controls should precede broader scaling.

First 90 days

Control Al spending
Set one capacity
investment gate.
fowner: cFO / Cloud and
Al

IGate: Return and
demand tests defined

Scale what proves
value

Select priority workflows
and outcome baselines.
|Owner: Commercial /
Product

IGate: Workflow has
measurable outcome

Protect trust

Set minimum controls

for high-impact agents.
wner: Security /

Responsible Al

IGate: Release controls

pass

Sources: S1, S2, S6, S11

6-12 months

Control Al spending
Apply workload
economics to major
approvals.

IGate: Utilization and
margin improve

Scale what proves
value

Review retention, usage,
and outcomes by
workflow.

IGate: Usage and
outcome thresholds met

Reduce dependence

Prove portability for
riority workloads.
Gate: Contingency

coverage exists

Norvian Strategy - Executive Strategic Diagnostic

12-24 months

Scale proven demand
Expand approved
workflows and capacity
where evidence supports
returns.

IGate: Customer
outcomes remain
durable

Protect trust

Maintain audit

compliance across
riority agent workflows.

iGate: No unresolved

critical control failures

24-36 months

Maintain portfolio
discipline

Continue to scale proven
demand, protect trust,
and reduce
concentration.

IGate: Returns, controls,
and portability remain
within agreed tests

13



NORVIAN STRATEGY

KP1 AND EXECUTION CONTROLS

Eight measures should govern the Al portfolio

Group

Outcomes

Outcomes

Leading

Leading

Financial

Risk

Customer

Capability

KPI

Al workload
contribution
margin

Customer outcome
attainment

Al infrastructure
utilization

Copilot and agent
retention

Al capital approval
coverage

Material security
incidents

Production agent
usage

Critical workload
portability

Decision use

Determine which
workloads deserve
more capacity.

Decide which
workflows should
scale.

Adjust capacity
timing and
placement.

Guide product
funding and
commercial
expansion.

Prevent untested
capacity
commitments.

Determine whether
releases or
deployments
require restriction.

Distinguish durable
workflow adoption
from paid access.

Decide whether
partner
concentration is
acceptable.

Owner

Finance and Cloud
and Al

Commercial and
product leadership

Cloud operations

Product and
commercial
leadership

Finance

Security leadership

Product leadership

Cloud and Al
engineering

Cadence

Monthly

Quarterly

Weekly

Monthly

Quarterly

Continuous

Monthly

Quarterly

Related priority
Control Al

spending

Scale products that
prove value

Control Al
spending

Scale products that
prove value

Control Al
spending

Protect customer
trust

Scale products that
prove value

Reduce critical
dependencies

Target to be established for each new measure. Most of these measures require new internal reporting; material security

incidents are currently available.

Management rule
Scale when returns, usage, outcomes, and controls meet agreed tests. Pause or reallocate when they do

$1, S2, S6, S8, S9, S11

not. Escalate when security or concentration limits are breached.

Sources: S1, S2, S4, S6, S8, S9, S11
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NORVIAN STRATEGY

FINAL DECISION SUPPORT

Continue investing, but change how expansion

is approved

Primary recommendation
Continue enterprise Al investment, but govern expansion through workload returns, customer outcomes,

trust controls, and dependency limits.

Why now

Microsoft has commercial momentum, but
infrastructure commitments are rising before Al-
specific economics are transparent. 3152

Three strategic reasons

e The integrated platform is difficult to

reproduce. 3159

e Enterprise Al demand is strong, but customer
returns remain uneven.

e Capital intensity threatens cash conversion
and historical software economics. 5" 52

Major tradeoffs

Investment discipline may surrender some near-
term demand. Openness may reduce bundling
power but protect regulatory access. Redundancy
raises cost but lowers concentration risk.

Risks if wrong

Too much control could slow share gains.
Measured workflows may scale more slowly than
infrastructure demand. Model commoditization
could reduce premium pricing.

Fallback strategy

Protect productivity, security, identity, and cloud
relationships while reducing marginal capacity and
simplifying Al offers.

Decision timeline: Set controls within 90 days and use them for FY2027 investment, product, and commercial

reviews.

DO NOT DO

Do not treat paid
seats or contracted
demand as sufficient
proof of value. Do
not expand capacity
without workload-
level return controls.

DO NOW

Create one executive
view of Al economics,
usage, customer
outcomes, and
concentration. Fund
proven workflows
and their security
prerequisites.

DEFER MONITOR

Broad consumer and Utilization, margins,

gaming Al expansion retention, customer

without validated outcomes, control

monetization. compliance,
regulation, and
partner
concentration.

HIGH CONFIDENCE ON DIRECTION; MEDIUM CONFIDENCE ON THE PACE OF Al RETURNS

Evidence that would change the recommendation: Strong disclosed Al returns across utilization scenarios; material Copilot
retention and usage underperformance; or regulatory remedies that materially weaken integrated-platform economics.

Sources: S1, S2, S6, S7, S9
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NORVIAN STRATEGY SOURCES AND RESEARCH NOTES

Sources and research notes

Research date: September 27, 2026. Overall evidence quality: High. Audited results and
authoritative market evidence support the diagnosis.

S1 Microsoft Corporation Form 10-K for the Fiscal Year Ended June 30, 2026

U.S. Securities and Exchange Commission - July 29, 2026 - Regulatory filing - Primary source

S2 Microsoft Cloud and Al Strength Fuels Fourth Quarter Results

Microsoft Investor Relations - July 29, 2026 - Earnings release - Primary source

S3  FY2026 Q4 Investor Metrics

Microsoft Investor Relations - July 29, 2026 - Investor metrics - Primary source

S4 Microsoft Fiscal Year 2026 Fourth Quarter Earnings Conference Call
Microsoft Investor Relations - July 29, 2026 - Earnings-call transcript - Primary source

S5 Q2 Cloud Market Passes $143 Billion; Highest Growth Rate in Eight Years
Synergy Research Group - July 30, 2026 - Authoritative industry research - Secondary source

S6 Al Is Ready. Enterprises Are Not. Vendors Need to Fix It.

International Data Corporation - June 16, 2026 - Authoritative industry analysis - Secondary source

S7 Commission Reaches Preliminary Position that Amazon's and Microsoft's Market-Leading Cloud Services Should Be
Designated Under the DMA

European Commission - June 25, 2026 - Government regulatory announcement - Primary source

S8 Extortion and Ransomware Drive Over Half of Cyberattacks

Microsoft On the Issues - October 16, 2025 - Official cybersecurity research summary - Primary source

S9 Looking Back on Microsoft's FY26: From Al Experimentation to Frontier Transformation

Microsoft Official Blog - July 28, 2026 - Official strategy and customer evidence - Primary source

S11 2026 Responsible Al Transparency Report
Microsoft - 2026 - Official transparency report - Primary source

Material research limitations: No FY2027 quarterly results were available. Microsoft does not disclose comprehensive Al
profitability or return on invested capital. Copilot retention and portfolio-wide customer outcomes are unavailable.
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https://www.sec.gov/Archives/edgar/data/789019/000119312526323660/msft-20260630.htm
https://www.microsoft.com/en-us/investor/earnings/fy-2026-q4/press-release-webcast
https://www.microsoft.com/en-us/investor/earnings/fy-2026-q4/metrics
https://www.microsoft.com/en-us/investor/events/fy-2026/earnings-fy-2026-q4
https://www.srgresearch.com/articles/q2-cloud-market-passes-143-billion-highest-growth-rate-in-eight-years
https://www.idc.com/resource-center/blog/ai-is-ready-enterprises-are-not-vendors-need-to-fix-it/
https://digital-strategy.ec.europa.eu/en/news/commission-reaches-preliminary-position-amazons-and-microsofts-market-leading-cloud-services-should
https://digital-strategy.ec.europa.eu/en/news/commission-reaches-preliminary-position-amazons-and-microsofts-market-leading-cloud-services-should
https://blogs.microsoft.com/on-the-issues/2025/10/16/mddr-2025/
https://blogs.microsoft.com/blog/2026/07/28/looking-back-on-microsofts-fy26-from-ai-experimentation-to-frontier-transformation/
https://www.microsoft.com/en-us/corporate-responsibility/topics/responsible-ai/reports/transparency-report/

NORVIAN STRATEGY IMPORTANT DISCLOSURES

Important disclosures

Report basis

This report was prepared by Norvian Strategy using publicly available information believed to be reliable as of the report date. Information may
change after publication.

Analytical judgment

Some conclusions, scores, rankings, scenarios, priorities, and recommendations reflect Norvian Strategy's analytical judgment based on the
available evidence. They are not reported company metrics unless specifically identified as such.

Limitations

Public information may be incomplete. Internal company data, customer information, operating metrics, transaction information, and other
non-public facts may materially change the analysis.

No endorsement

This report was not commissioned, reviewed, approved, or endorsed by the company analyzed unless explicitly stated otherwise.

No professional advice

This report is provided for informational and strategic-analysis purposes only. It does not constitute investment, financial, legal, accounting, tax,
or other regulated professional advice.

No guarantee

Norvian Strategy does not guarantee future performance, outcomes, forecasts, market conditions, or the success of any strategy discussed in
this report.

Independence

Company names, trademarks, and other intellectual property belong to their respective owners. Their inclusion does not imply affiliation with or
endorsement of Norvian Strategy.

Copyright

© 2026 Norvian Strategy. All rights reserved.

Outthink. Outmaneuver. Outperform.
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