Microsoft has made an unsolicited of-
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fer to acquire Yahoo!. In early Febru-
ary, Microsoft offered $31 a share in cash
or 0.9509 Microsoft share for each Yahoo!
share, prorated so it would be a 50% cash,
50% stock deal. The offer represented a

62% premium to Yahoo! stock’s closing
price on the day prior to the offer, but the
subsequent decline in Microsoft's share

price has reduced its value. However . . .

Yahoo!’s board has rejected the offer.
In a letter to Microsoft, the board stated
that the “proposal substantially un-

dervalues Yahoo!”, but also states that the
board is “committed to pursuing initiatives
that maximize value for all stockholders”.
Thus, the door seemingly is open to a high-
er bid. Rather than attempting a hostile
takeover, or dropping its bid to acquire
Yahoo!, Microsoft might be willing to

sweeten its offer, but probably not to the
$40 a share some reports indicate Yahoo!
is seeking.
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Earnings 185%  7.0% 17.5%
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If a deal were consummated, it would
make Microsoft a tougher competitor
in the online market. The combined
companies’ search share would still lag far
behind that of Google. However, the com-
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bination would lead to economies of scale
in R&D and a much larger user base that
should be more attractive to advertisers.
Too, Microsoft estimates that it can
achieve at least one billion dollars of
synergies (annualized) during the first one
to two years following the completion of
the acquisition.

With or without Yahoo!, Microsoft's
earnings likely will continue to ad-
vance at a good pace. Demand is grow-
ing for the company’s Vista operating sys-
tem, and sales are strong of Office, server
software, video games, and the Xbox game
console. What's more, the company contin-
ues to roll out new and upgraded products
and services, which should further stimu-
late sales. True, slowing economic growth
in the U.S. is a concern, but the company’s
expanding business overseas, especially in
fast-growing emerging markets, should
help offset any domestic sluggishness. All
told, earnings may well rise to the $2.75-
$3.00 range by 2010-2012. That should al-
low this timely, top-quality issue to out-
pace the market averages over the 3- to 5-
year haul.

George A. Niemond February 22, 2008

(A) Fiscal year ends June 30th. (B) Primary
earnings through fiscal '97, then diluted. Ex-
cludes nonrecurring losses: '98, 3¢; '01, 23¢;
'02, 23¢; '03, 5¢; '04, 29¢; '05, 4¢; gain: '99,

1¢; accounting charge, '01, 3¢. Next earnings | historically paid in March, June, Sept.,
report due late April. (C) In millions, adjusted | Dec. = Dividend reinvestment plan available. A
for stock splits. (D) Includes intangibles. In | special dividend of $3.00 a share was paid De-
2007: $5.6 billion, 60¢ a share. (E) Dividends | cember 2, 2004.
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