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Microsoft Corporation 
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Case Study
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Financial Statement

• Simplified financial statement as 
of 3Q2008

• Market cap of $233B is used
• Debt of 0.01 is used so 
underlying program does not 
crash

• AAA Credit rating calculated at 
zero leverage
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Capital Structure Curve

Model output shows the company’s “value” curve based on the financial 
statement shown on the previous page.  This is the inverse of the WACC curve.  
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In the News
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Model Output – Scenario 1
New capital structure curve after a 

$40B debt-financed equity buyback

The model shows that $40B will push the capital structure beyond the optimal, giving 
it a new rating of BBB (red point in graph).  There is also a slight drop in the EBIT due 
to the debt-equity swap.  Will Microsoft be happy with this?  Not very likely!
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Implied rating BBB 

Additional equity -40,000
Additonal debt 40,000
Total additional assets 0
% Impact on EBIT -1%

Table III
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Model Output – Scenario 2
Examine different scenario of capital structure after a 

$30B debt-financed equity buyback

The model shows that $30B will push the capital structure closer to the optimal, giving 
it a new rating of A- (red point in graph).  There is, again, a slight drop in EBIT 
because of the swap.  In terms of getting closer to the optimal, $30B is perhaps a better 
amount to consider for Microsoft’s objective, however it is still beyond optimal.
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Implied rating A-

Additional equity -30,000
Additonal debt 30,000
Total additional assets 0
% Impact on EBIT -2%

Table III
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Model Output – Scenario 3
Capital structure curve after a $40B equity buyback 

financed by $20B debt issue + $20B cash

This scenario will push the capital structure to the optimal, giving it a new rating of 
AA- (red point in graph).  Given the large amount of cash in its balance sheet, this 
scenario is perhaps a better one to consider for Microsoft’s objective, if it is to achieve 
optimal capital structure.  In terms of EBIT, however, there is a significant drop of 
10% due to contraction in size.

Implied rating AA-
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Additional equity -40,000
Additonal debt 20,000
Total additional assets -20,000
% Impact on EBIT -10%

Table III
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