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Results of Operations Compared with Prior Year

EYor FY90 Growth
Net revenues $1,843.4 100.0% $1,1835 100.0% 56%
Cost of revenues 362.6 19.7 252.7 213 44
Gross profit 14808 803 9308 7181 . 59
Operating expenses:
Rescarch and development - 2354 128 1806 153 30
Sales and markeling 5336 289 3176 269 68
General and administrative 620 33 393 33 58
Total operating expenses 831.0 450 5375 455 55
Operaling income 6498 353 3933 332 65
Interest income - net 373 20 308 26 21
Non-operating expense 16.5 (0.9) {13.5) (1)) 22
208 11 17.3 15 20
Income before income taxes 670.6 364 410.6 347 63
Provision for income taxes 207.9 313 1314 11 58
Netincome $ 4627 25.1% S 2792 23.6% 66
Average sharcs outstanding 187.7 179.1
Nct income per share s 247 $__156 58
91-4 0904 , Growth
Net revenues $526.6 100.0% $337.0 100.0% 56%
Cost of revenucs 97.5 18.5 70.0 208 39
Gross profit 429.1 81.5 2610  _192 61
Opcraling expenscs:
Rescarch and development 702 133 525 156 34
Salcs and markeling - 146.9 219 922 213 59
Genceral and administrative 179 34 118 35 52
Total opcrating expenses 235.0 44.6 156.5 464 50
Opcrating income 194.1 36.9 110.5 328 76
Interest income - net 104 20 100 30 4
Non-operating cxpensc (3.9) 0.7) (29} (0.9) 35
- 68 13 71 21 ®
Income before income taxcs 200.6 382 1176 349 n
Provision for income taxes 62.2 11.8 376 1n2 65
Net income $1384 °  263% s 80 27% 73
Avcrage shares outstanding 190.8 1853
Net income per share s_073 s _043 70
) MS 0164426
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FY91

FY91 was another tremendous financial suceess for Microsoft. Net revenue growth at 56% combined with
substantial improvements in gross profit and operating expense growth in linc with revenue growth led to
record net income.

Extraordinary 82% growth increased IFG's share of Microsof’s net revenues to 49% in FY91 from 42% in
FY90. Europe grew %0% to $6883 million. By the end of FY91, Microsoft was number one in the Europcan
PC/Mac word processing, Mac spreadsheets and PC/Mac integrated (Works) markets.

During FY91, major foreign currencies strengthened through mid-February (the Deutschemark, our barometer
of foreign currencics, reached a post WW-II high on February 11, 1991) and then declined to FY90 Jevels by the
end of the fiscal year. The exchange rate factor in year over year revenue growth was $73.7 million, which
represented 18% of IFG net revenue growth and 11% of total net revenue growth.

From a product group perspective Applications at $934.5 million, led the way with 66% growth. The
applications portion of net revenues increased to 51% in FY91 from 48% in FY90.

Win 3.0 provided 3.2 million additional sockets for Windows applications and $170.1 million in net revenucs in
FY91. Win 3.0 updates added an additional $28.4 million in net revenues during FY91, Win 3.0 sockets and the
aggressive $129 competitive upgrade program resulted in a major shift in the eovironment on which Microsoft
applications are sold. Gross revenue from Windows applications was $503.3 million, or 52% of total gross
revenue from applications as compared to 23% in FY90. Windows applications accounted for $369.1 million of
the $391.0 million growth in gross applications revenues.

Cost of revenues declined to 19.7% in FY91 from 21.3% in FY90 and 25.4% in FY89. The decrease resulted
from maoufacturing efficicncies, reductions in product cost and sales mix of higher margin products such as
MLPs, single-media boxcs and Windows applications.

As a percentage of net revenues, the growth in sales and marketing (68%) outpaced the growth in et revenues
(56%). The growth in sales and marketing was due principally to the exchange rate factor and planned
increases in headcount.

Q914

Nel revenues grew 56%, the samc as for the fiscal year, to $526.6 million. Net income of $138.4 million was a
record pereentage of sales at 263%.

USSMD net revenues grew 72% to $177.3 million, $47.6 million higher than the previous quarter’s record sales,
International finished goods, while showing excellent 54% growth, was sequentially down for the first time in
eight quarters. A strong dollar reduced revenues by $2.7 million during Q91-4 compared with rates in Q90-4.

From a product group perspective, Applications grew 77% to $257.2 million from $145.2 million in Q%0-4 and
Systems grew 52% to $187.3 million from $123.0 million in Q90-4.

As in the prior comparable quarler, Systems net revenues were buoyed by a new product. The 928 thousand
unit initial DOS RUP scll-in contributed $50.7 million in nct revenucs during Q91-4, just as Win 3.0 contribated
$29.8 million in net revenues in Q90-4.

Shipments of Win 3.0 were strong during Q9i-4 at 1.2 million units. Q91-4 was the first quarter where more
than half of the Wia 3.0 unit shipments were in the OEM channel.

The introduction of Excel 3.0 pulled Mac applications revenues to §51.2 million for Q91-4, an increase of 55% '
from $36.8 million in FY90. Prior to Q91-4, FY91 Mac applications revenucs were slightly lower than for the
comparable period in FY90. )
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“FY91 versus FY90

Net Revenucs (in millions)

Channe!

Intemnational Finished Goods
USSMD

Retail

Domestic OEM
International OEM
OEM

Other

Product Group
Applications
Systeins
SPAG
Languages
Network
Other

Net revenues for FY91
applications, European

increascd 56% over FY90. Retail was bolstered by sales of
finished goods was the fastest growing mark
$361.9 million in FY90. International ROW
in FY90. A weaker U.S. dollar had a $73.7 million favorable imp

Fy91
S 8956 48.6%
5633 306
14589 792
1870 101
1504 _82
3374 183
471 _258
518434 100.0%
S 9345 50.7%
5782 314
2130 116
554 30
441 24
182 09
$1.8134 100.0%

Fificen Leading Products (units in thousands, revenuc in millions)

FY91
Units Revs S/Unit
DOS/GW Basic 16466 § 2672 5 16
Scrial/Bus Mousc 1,911 1878 98
Win Excel 620 1849 298
Win 3.0 3,234 1701 53
Win Word 562 1535 273
PC Word 422 1225 290
PC Works 991 64.6° 65
Mac Word 298 56.5 ~ 189
Mac Excel 232 534 231
DOS RUP 928 50.7 55
LAN Manager 241 33.6 147
Win Project 88 334 378
Win 3.0 Updates 531 284 S5
Win Office 56 26.2 467
OEM Mouse 1,169 257 22
$1.460.5
Percent of nct revenues 9%

Increased sales of Win 3.0 and Wix; 3.0 updates ($

(5849 million) and the DOS RUP ($50.7 million)

FYS0

finished goods increased 59%

Revs S/Unit

Units
14,852
1,261
314
358
110
540
957
301

accounted for 87% of the reven
from Win 3.0, including updates, and Windows applications were 4
20% for FY90. The lower unit price for Win 3.0 in FY91 reflects a

$2185
1211
84.7
298
305
1299

aaw
N, O, NSO
Al ol odxl

L o]
-J
8
~

%

la

$15
96
270
83
277
241
54
201
211
154
308
46

-

20

$ 4925

¢t increasing 90%
to $207.3 million from $130.6 million
act on FY91 revenues.

Growh

82%
57
7

r]
@
10

85
56

66
58
65

2
28

)
56

Win 3.0 and Windows

to $688.3 million from

Units
1,614
650
306
2,876
452
(118)
34
3)
9

193
82
326

803

$/Unit _Volume Price

Change
—emreea-REVENULS ~ommeeem

Total

$1 §237 5250 § 487

2
28

G0
)
49
11

(12)
20

™

70
9
2

624
828 174

43 667

1002

2400 (99.7) 1403

1250 (20) 1230
@284) 210 (74)
19 110 129
©4) (35) (9
19 45 64
299 (7) 282 .
252 64 316
149 41 190
164 18 182

159.3 million), Windows applications ($281.0 million), Mice
ue growth in FY91. Revenues

1% of net revenues for FY91 as compared to

shift to sales in the OEM channel.
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FY91 versus FY90

Cost of Revenues

Y9l FY%

Gross Weighted Gross Weighted
Channel Sales Mix Cost Cost Sales Mix  Cost, Cost
Intemational FG 46.1% 16.0% 15% 410% 214% 8.8%
USSMD 314 155 49 308 192 59
Domestic OEM 103 79 08 123 4.0 05
Intemational OEM 92 - - 139 - -
Other 24 135 04 20 164 03
Product cost - gross 100.0% 136 100.0% 155
Effect of revenue adjustments x105.4% x103.0%
Product cost - net 143 159
Non-product costs 54 54

19% 213%
FY9 FY%0

Gross Weighted Gross Weightcd
Product Group Sales Mix Cost. Cost Sales Mix  Cost Cost
Applications 50.0% 11.0% 55% 47.6% 15.2% 13%
Sysicms 29.6 10.7 32 216 10.0 28
SPAG 114 348 40 10.9 378 4.1
Languages 30 172 0.5 4.6 204 0.9
Other (includes UPB) _60 72 04 9.3 43 _04
Product cost - gross 100.0% 13.6% 100.0% 155%

.

ost_of revenucs dropped to 19.7%. Despi
principally because of decreases in Applicati
manufacturing efficiencies, and a favorable sal

MLPs and other retail licenses.
Operating Expenses (in millions)

Payroll
Marketing
Depreciation

Employee fringes
Supplics and equipment
Travel and enterainment

All other

Yo

$287.5

1503
476
423
440
380

221.5

$831.0

FY9%0 Growth
$i828 S104.7 51%
91.1 590 65
303 173 87
293 130 4
299 141 47
233 147 63
1508 203 47
$3375 $293.5 55

te a shift from OEM to retad, product costs fell substantially,
ons product costs. Contributing to the Jower percentage were
les mix of higher margin products such as ‘Windows applications,

Operating expenses grew 55%, slightly less than net reveoue growth, to $831.0 million. Operating expenscs as a
percent of net revenues decreased from 45.5% to 45.0%.
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=FY91 versus FY90

Non-operating Income (in millions)

FY91 FY9%0 Change
Interest income 3418 $344 $74
Interest expense (4.5) (3.6) 0
33 308 65
Financial assct allowance (10.7) 59) (4.8)
Forcign currency transactions (0.8) (©.1) ©.7)
All other . £9 (3 23
(65 Q395 [eX0))
s208  s13 53

The fax rate for FY91 was 31%, down from 32% in FY90.

Net income in FY91 was $462.7 million compared to $279.2 million in FY'90. Net income as a pereentage of net
revenues increased from 23.6% to 25.1%. This 1.5% improvement was reflected in improvements in gross
profit (1.6%) and opcrating expenses (0.5%) offset by a decrease in nop-operating income (0.4%) and an
increase in income taxcs (0.2%).
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Q91-4 versus Q90-4

Net Revenues (in millions)

Q914 Q904 Growth

Channel
International Finished Goods $226.4 43.0% $146.8 43.6% 54%
USSMD 17123 337 1029 305 - T2
Retail 4037 76.1 2491 741 62
Domestic OEM 65.8 125 392 116 68
International OEM 4.5 _85 40.4 _120 10
OEM ~ 1103 219 796 26 39
Other 126 _23 _13 _23 64

$526.6 100.0% $3370 1000% 56
Product Group >
Applications $2572 48.8% $1452 43.1% n
Systems : : 1873 356 1230 365 52
SPAG 474 9.0 35.1 104 35
Languages 111 2.1 17.0 50 (3s)
Network 18.6 35 56 17 232
Other _50 _10 L1 _33 5)

s266  1000% sag 1000w 56

Net revenues increased 56% as the introduction of the DOS RUP powered USSMD revenues to record levels.
International finished goods’ growth was modest relative to previous quarters in the fiscal year. European
finished goods grew 47% to $161.4 million from $110.1 million in FY90. International ROW finished goods
increased 77% to $65.0 million from $36.7 million in FY90.

Fifteen Leading Products (units in thousands, revenue in millions)

—Change
Q914 Q%04 —Revenues

Units __ Revs $/Unil Units Revs SfUnit  Units __S$/Unit Velume Price Total
DOS/GW Basic 4295 S5 665 SIS 4463 5 630 3514 (168) S 1 $ (24) §59 $35
Win Excel 194 546 281 7 232 303 117 (22) 357 (43) 314
DOS RUP 928 507 55 - - - - - - - -
Win 3.0 1,199 495 41 358 298 83 841 42) 703 (506) 19.7
Serial/Bus Mouse 404 390 9% 315 310 99 89 ?) 89 (09 80
Win Word 147 366 248 48 143 254 9 (46) 295 (72) 223
PC Word 96 263 273 104 29.2 280 (8) U] (22) (©7) (29)
Mac Exce} 77 18.0 - 234 65 145 224 12 10 27 08 - 35
LAN Manager 102 166 163 33 26 18 69 85 54 86 140
Win Office 32 14.1 439 - - - - - - - -
Mac Word 73 135 185 52 74 141 21 44 29 . 32 6.1
PC Works 239 132 55 417 178 43 (178) 12 76) 30 (496
Mac Excel Updates 100 112 112 13 13 98 87 14 85 14 9.9
Win Excel Upgrades 99 109 110 - - - - - - - -
Win Word Upgrades 69 _87 125 19 30 155 50 (30) 77 (20) 57

54294 $2372.1

Percent of net revenues 82% 0%

The product sales highlight for the quarter was the introduction of the DOS RUP which provided reveoue
growth of §50.7 million from the sale of 927.6 thousand units. Win 3.0 and Windows applications revenues
increased significantly from Q90-4. OEM became the primary channel for Win 3.0 during Q91-4 as 629% of
Win 3.0 unit shipments, including updates and bundles, were in the OEM channel. Win Excel sales were
especially strong in Europe wherc 124,000 units were sold for revenues of $40.5 million.
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QY14 versus Q90-4

Cost of Revenues

Q914 Q904
Gross Weighted Gross Weighted

Channel Sales Mix Cost Cost. SalesMix  Cost Cost
International FG 40.4% 15.1% 6.1% 428% 196% 84%
USSMD 352 145 51 300 172 ‘52
Domestic OEM 115 9.1 1.1 113 51 0.6
International OEM 10.7 - - 138 - -
Other 22 175 04 21 213 _04
Product cost - gross 100.0% 127 100.0% 146
Effect of revenue adjustments x107.6% x103.3%
Product cost - net 136 15.1
Non-product costs _49 51

183% 208%

Q914 Q904
Gross Weighted Gross Weighted

Product Group Sales Mix Cost Cost. Sales Mix Cost Cost
Applications 48.1% 10.2% 4.9% 425% 131% 5.6%
Systems 331 10.7 35 348 112 39
SPAG 9.0 364 3 102 366 37
Languages 22 183 04 49 162 08
Other (includes UPB) 26 69 06 1.6 6.6 06
Product cost - gross 100.0% 12.7% 100.0% J4.6%

Cost of revenues declined sharply to 18.5%, primarily because of the shift towards sales of applications products
with higher margins; Windows applications, MLP's and other retail licenses. This occurred despitc a lower
percentage of OEM business in rclation to the comparable quarter, DOS RUP margins were a favorable
factor.

Operating Expenses (in millions)

Q914 _0%04 Change
Payroll $832 $535 $29.7 555%
Marketing 530 369 161 437
Marketing accrual 17.9) (14.4) (35) (243)
Depreciation T 136 9.1 45 495
Supplics and cquipment 120 95 25 263
Employee fringes 132 © 93 39 419
Travel and entertainment 13.1 72 59 819 : *
All other 648 454 194 427

$235.0 5156.5 s185 501
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- Q914 versus Q90-4

Non-operating Income (in millions)

. o4 0904 Variance
Interest income $12.0 s122 $(0.2)
Interest expense (1.6) (2.2) 06
104 100 04
Finaacial asset allowance @1) 45) 25
Foreign currency transactions (.1) 10 2.1)
All other ©.n 07 19
G9 29 o
s65 11 59

The tax rate for Q91-4 was 31%, down from 32% in Q90-4.

Net income increased 73% to $138.4 million compared to $80.0 million in FY90. Net income as a percentage of
net revenucs increased from 23.7% to 263%. This 2.6% xmprovcmcnt was reflected in improvements in gross
proﬁl (2.3%) and operating cxpenscs (1.8%) offsct by a decrease in nop-operating income (0.8%) and an
increase in income taxes (0.6%).
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= Results of Operations Compared with Competition

Most recent quarter Microsoft Novell Lotus Borland®
Net revenues $5266 1000%  $1502 1000%  S1864 1000%  $137.1 1000%
Cost of revenues 975 _185 211 180 391 210 28.7 209
Gross profit 429.1 81.5 123.1 82.0 1473 .0 108.4 79.1
Operating expenses:
Rescarch and development 702 133 192 128 300 161 141 103
Sales and marketing 1469 279 439 292 844 453
General and administrative 17.9 34 83 55 174 93 781 570
Total operaling expenses 2350 446 - 714 418 1318 707 922 67
Opcrating income 1941 369 517 345 155 83 62 118
Inicrest income - net 104 20 74 49 @0 (1) 21 15
Non-opcrating cxpense 39) (99) —_ = —_— = — ==
65 _13 74 49 20 (.1 21 1S
Income before income taxes 2006 382 591 394 135 12 183 133
Provision for income taxes 622 118 207 138 43 23 65 A1
Nct income S$1384 26.3% $ 384 5.6% $ 92 4.9% $118 _8.6%
Average shares outsianding 190.8 74.0 44.4 26.0
Nel income per share 5 073 $_0.52 § 021 $ 045
Trailing twelve months Microsoft Novell Lotus Borland*
Net revenues $1,8434 100.0% $556.4 100.0% $7046 100.0% $5112 100.0%
Cost of revenucs 626 197 1196 215 1390 197 1161 221
Gross profit 1.480.8 0.3 4368 785 ° 5656 803 395.1 713
Operaling expenses:
Rescarch and development 2354 128 685 123 1773 252 587 115
Salcs and marketing §336_ 289 161.0 289 3112 441 .
General and administrative 62.0 33 319 _58 654 93 293.7 515
Total operaling expenses 831.0 450 2614 410 5539 86 3524 690
Operating income 6498 353 1754 315 17 _11 427 _83
Intcrest income - nct 373 20 200 s 0.1 - 9.6 19
Non-operating cxpense 16.5 (0.9) = _— —= _ =
208 11 20 36 o1 12 96 19
Income before income taxes 670.6 .4 1954 351 11.8 17 523 102
Provision for income taxes 2079 113 679 122 19.0 21 199 39
Net income $ 462.7 1% 51275 229% s . (02 _(1.0% $ 324 63%
Average sharcs outstanding 1877 72.0 432 24.8
Net income per share s 247 s .77 $(017) s 131

*Borland’s operating results reflect the acquisition of Ashton-Tate, accounted for as a pooling of inicrests. Average shares outstanding
have been adjusted @ 372 Borland shares for cach Ashion-Taie share. .
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Comparison with Competition (Consecutive Quarters)

MICR!
Trailing
Sep.30,1990  Dec.31,1990  Mar. 31,1991 Jun.30,1991  12Zmonths
Net revenues $369.4 $4605 $486.9 $526.6 - 81,8434
Cost of revenues 76.0 93. 955 975 3626
Gross profit 293.4 366.9 3914 429.1 1,4808
Operating expenses:
Rescarch and dcvelopment 508 541 603 702 2354
Sales and marketing 106.7 1392 1408 146.9 5336
General and administrative 129 143 16.9 179 620
Tolal operating expenscs 170.4 207.6 218.0 235.0 8310
Operating income 1230 159. 1734 194.1 6498
Intcrest income - net 84 92 104 313
Non-operating expense (44) (5.1) @an (3.9) (16.5)
40 : 6.1 6.5 208
Income before income taxes 1270 16 1795 200.6 670.6
Provision for income taxes 9.4 50. 581 62.2 2079
Nct income S 876 $112. 51238 $138.4 $_462.7
Average shares outstanding 185.0 185. 189.5 190.8 181.7
Nct income per share $ 047 $.0. $_0.65 $ 073 $_247
Net rcvenucs 100.0% 100. 100.0% 100.0% 100.0%
Cost of revenucs 20.6 20.3 19.6 18.5 19.7
Gross profit 9.4 9.7 80.4 81.5 . 803
Operaling expenses:
Rescarch and development 13.7 11.8 124 133 128
Sales and marketing 289 30.2 289 219 289
General and administrative s 31 35 34 33
Total opcrating expenses 46.1 45.1 448 44.6 450
Operating income 333 34. 35.6 369 353
Interest income - nct 23 20 19 20 20
Non-operating expense (1.2) 1.y 0.7 0.7 0.9
’ ¥ 09 12 A3 iKY
Income before income taxes 344 35 368 382 364
Provision for income taxes 107 1o 14 18 na
Net income 23.7% 245 254% 263% 25.1%
MS 0164435
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—Compnrison with Competition (Consecutive Quarters)

NOVELL

Trailing
31281990 0271990  Jmn.26,1991  Apr.2, 1991(1) 12 months
Net revenues $131.1 $1405 $134.6 $1502 . 85564
Cost of revenes ) 27 308 290 211 1196
Gross profit 84 1097 105.6 1231 4368
Operating expense:
Rescarch and development 163 163 16.7 192 68.5
Sales and markeling 379 399 393 439 1610
General and administralive a4 81 81 83 319
Total operating expenses 61.6 643 641 N4 2614
Opcrating income 368 454 415 51.7 1754
Non-operating income 4.0 33 53 74 200
Income before income taxcs 408 48.7 468 59.1 1954
Provision for income taxes 147 16.1 164 202 _6719
Net income $ 26.1 $326 $ 304 $ 384 $127.5
Avcrage shares outsanding 9.3 71.8 3.0 J40 720
Net income per share $ 038 S 0.46 S_042 $ 0.52 s 177
Net revenucs 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revenues @ 249 1.9 1.5 180 215
Gross profit 75.1 78.1 788 820 8.8
Operaling cxpense:
Research and development 124 11.6 124 128 : 123«
Sales and markeling 289 284 292 292 289
Genecral and administrative 52 58 60 55 58
“Total opcraling cxpenscs 410 458 416 41.5 470
Operating income 281 323 309 345 315
Non-opcrating income T30 23 39 49 36
Income before income taxes 311 34.6 348 394 35.1
Provision for income laxes 11.2 11.5 122 138 122
Netincome 19.9% 23.1% 26% 256% 22.9%

(1) Novell emered a licensing. distribution and support agreement with 1BM in January 1991 Sales to IBM were $17.1 miltion during the
quaner.

(2) Improvements in cost of revenucs are attributcd 1o the planncd phase-out of certain bardware products and, for the quaner ended
April 27, 1991, 10 increased sevenucs [rom their high-end NetWare vi.x product linc. :
MS 0164436
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Comparison with Competition (Consecutive Quarters)

LOTUS
Trailing
Sept.30.1990 Dec,31,1990(0)  Mar.31,1991  Jun.30,1991(  12months
Net revenues 5157.4 s1864 $174.4 $186.4 $704.6
Cost of revenues 284 T 368 391 1390
Gross profit ~ 1290 1517 1316 1473 5656
Operating expense:
Rescarch and development 315 888 70 30.0 1773
Sales and markcting ne 735 81.7 844 3112
General and administrative 15.5 15.6 16.9 174 654
Total operating expenscs 1186 1ne 1256 1318 5539
Opcrating income 104 (262) 120 155 117
Non-opcrating income 1.5 29 23) (2.0) _01
Income before income taxes 11.9 (233) 9.7 135 118
Provision for income taxes 33 83 a1 *_43 19.0
Net income S_86 31.6 $ 66 S 92 $_(.2)
Avcrage shares outstanding 43.0 42. 428 a4 432
Net income per share 5 0.20 0.74) $0.15 $ 021 $ (017
Net revenues 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revenucs 18.0 18.6 1.1 1.0 19.7
Gross profit 2.0 8i4 78.9 790 3
Operating cxpensc:
Rescarch and development 20.0 47.6 155 16.1 252
Sales and marketing 455 39.4 46.8 453 441
General and administrative 99 _ 84 9.7 93 93
“Total operating expenses 5.4 95.4 72.0 J0.2 78.6
Operating income 6.6 (14.0) 69 83 17
Non-operating income . 10 15 1.3) (1.1) -
Income before income taxes 76 (125) 56 72 1.7
Provision for income taxcs 21 45 18 23 w27
Net income S5% 11.00% 38% A4.9% J1.0%

(1) Rescarch and devclopment expense includes a $53 million charge for purchased rescarch and development from the
acquisition of Samna Corporation (Windows word processor).

(2) Net revenues were favorably affected by the introduction of 123 for DOS version 2.3, Notes 2.0 and 3 Windows version of
cc:mail.
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“Comparison with Competition (Consecutive Quarters)

BORLAND(®)
Trailing
Sep. 30,1990 Dee. 31,1990 Mar. 31,1991 Jun. 30,1991 12 months
Net revenues $113.0 $1274 $1337 $137.1 $5112
Cost of revenuces 269 325 280 287 1161
Gross profit 86.1 949 1057 1084 3951
Operating expense: .
Research and development 150 134 162 141 58.7
Sales, general and administrative 63.5 ne 242 78.1 2037
Total operating expenscs 788 913 %4 922 3524
Operating income (expense) 7.6 36 153 162 427’
Non-operating income 28 28 19 21 9.6
Income before income taxcs 104 6.4 172 183 523
Provision for income taxes 34 43 52 6.5 199
Net income $_10 $ 21 s 118 s 118 $ 324
Average shares outstanding 243 242 24.8 26.0 248
Nelincome per share $ 029 $ 009 $ 04 $ 045 s 131
Net revenucs 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revenucs 2.8 255 209 209 N
Gross profit 762 74.5 79.1 9.1 713
Opcraling expense: .
Rescarch and development 133 105 12.1 103 115
Salcs, general and administrative 56.2 61.1 5§5.5 570 57.5
Total operating €Xpenscs 69.5 1.6 61.6 673 69.0
Operating income (cxpense) 6.7 29 15 118 83 *
Non-operating income 2.8 22 1.4 15 19
Income before income taxes 92 5.1 129 133 102
Provision for income laxes 30 33 43 4.7 39
Nectincome 6.2% 1.8% 8.6% R8.6% 6.3%

(1) Borland's operating results reflect the July 9, 1
acquisition will be approximately $430 million,

Borland sharcs for each Ashton-Tate share.

991 acquisition of Ashton-Tate,
a premium of 3140 million. Avcrage shares outstan

accounted for as a pooling of intercsts. The cost of the
ding have been adjusted @ 372
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Comparison with Competition

Net Income

Net Income
(as a percent of revenue)

Microsoft
B Noveli
M8 Lotus

[ Borland/Tat
e MS 0164439
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Comparison with Competition

Balance Sheet (in millions)

Microsoft Novell Lotus Borland ®
Jun. 30, 1991 Apr. 27,1991 Jun_ 29, 1991 Jun. 29,1991
Current asscts: ) :
Cash and short-term invesiments $ 6863 42% $2998 52% 2173 33% $175.1 40%
Accounts receivable - net 2433 15 1312 23 1292 20 708 16
Inventories 47.1 3 74 1 20.7 3 153 4
Other 518 3 249 _4 . 119 _2 208 1
Total current assets 1,028.5 63 4633 80 3791 58 291.0 1
Property, plant and equipment - nct 5302 32 874 15 1456 22 100.7 <
Other asscls g8ss _S 281 _S 1320 20 440 _10
$16442 100% $5788 100% $656.7 100% $435.7 100%
Current liabilitics S 2934 18% S 823 14% $159.1 24% $103.1 24%
Long-tcrm liabilitics - - 100 2 1600 25 150 3
Stockholders’ equity 13508 82 4865 84 3376 51 3176 B3
516442 100% §$5788 100% $656.7 100 $435.7 100%
Other Data
Microsoft Novell Lotus Borland
1991 1990 1991 19% 1%L 19 1991 19%0
Tate Borand  Tate Borland
Closing Stock Price(630:90) @) $61.75  550.67 $54.00 $2738 $3425 S35 31638 S$4850 $1213  $2138
Cov:\:\:n Shares Outstanding 1742 170.6 7.6 612 429 425 251 150 26,6 136
([ milkons) R
Market Value (s eifloas) 2 $11.802 358641 $3866 $1840 $1469 81477 $411 $728 3323 5291
Traiting Twelve Months Revenues
(io mllons) $1.843 51,183 $556 $439 $705 $645 $511 $3a52
Price/Revenues Ratio 6.4x 73x 7.0x 42x 2Ix 23x 23x 14x
Trailing Twelve Months EPS $247 5156 $1.77 309 $(0.17) $229 $131 $0.74
Price/Eamings Ratio 274x  325x 305x  301x NM  152x 370z 26.9x )
Cash (s millicss) $686 $449 $300 5174 $217 $320 $175 nn
Cash per Share $394 263 $419  $259 5506 57153 $7a8 $7.31
Book Valuc (is aiicas) $1351  $919 $486  SB1 $338 83 $318 $247
Book Value per Share $7.76  $539 $679 $A18 $788 $71386 $13.02 $1056
Price/Book Value Ratio . 8x 9.4x 8.0x 65x 43x 44x kN 2.0x
(1) Borland’s operating results reflect the acquisition of Ashton-Tate, accounted for as a pooling of interests. “The cost of the acquisition

will be approximately $30 million, 2 premium of $140 million. Avel

for each Ashton-Tate share,

(2) Dortand and Ashion-Tate closing stock price

15

R

rage shares outstanding have been adjustctl @an

and market value are as of July 17,1991, after the acquisition announcement.

Borland shares
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Comparison with Competition

Incotne statement (in millions)

Net revenues
Net income (loss)
Net income per share

Trailing twelve months (in millions)

Net revenues
Net income (loss)
Net income (loss) per share

Balance sheet (in millions)

Cash
Other current asscts
Other assets

Liabititics
Equity

Other dota

Closing stock price (Jlese 20.1991)
Common shares outstanding e sitiees)
Market value (s mifioss)

_ Price/revenues ratio
Price/earnings ratio
Cash per share
Book value per share
Price/book value ratio

Apple Software Computer
IBM (1 Computer Oracle ublishin Assoc
33191  6/289) 53191 373151 33191
5135450 51,5286 $287.1 $305 $401.1
(1,731.1) (53.1) 55 0.1 64.2
(3.02) (0.44) 0.04 0.01 03s
$68,378.0 $6,155.9 $1,0279 $1540 $1,3482
32520 3271 (12.4) 158 1592
5617 272 (0.09) 126 0.86

S 4,965.0 S 889.7 51015 S 1 $ 543
32,693.0 1,938.6 484.7 249 8334
46.267.0 627.1 2114 .0 14
$83.925.0 $3.455.4 $857.6 $119.0 $1.599.1
$44,7300 $1,789.1 $512.9 $ 229 $ 508.7
39.195.0 1,666.3 3447 96.1 1,090.4
$83.925.0 $3.455.4 $857.6 51190 $1,599.1
§97.13 $41.50 $850 $1438 $10.13
14 1168 1373 120 180.7
§55,500 $4,847 $1,167 $172 $1,830
0.8x 0.8x 12x 1.ix 1.4x
17.0x 14.8x nfa 10.9x 11.8x
$8.69 $7.62 50.74 $6.01 5030
S68.59 31427 $2.51 58.01 $6.03
T l4x 2.9x 3.4x 1.8x 1.7x

(1) 1BM adopted a new pension accounting standard during the quarter which resulted in a one-time $2.3 billion after-tax charge.
(2) During its quarter ended June 28, 1991, Apple took a $224.9 million charge, $138.9 million after tax, for *restructuring, cost reduction

and other activities.”

(3) OnJune 3, 1991, Oracle signed a ictter of intent with Nippon Steel to form 3 joint venture to market Oracle’s products in Japan.

Nippon agreed to purchase $200 million of Oracle sceurities, $100 million of ten-ycar subordi

convertible preferred stock. Nippon Steel will receive a 49% interest in the joint venturc and preferential access to Oracle

technology.

16
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and $100 million of
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Results of Operations Compared with Plan

Actual FY91 Plan FY91  Variance
Net revenues $1,8434 100.0% $1,5162 100.0% 2%
Cost of revenues ’ 3626 197 2071 196 2
Gross profit 14808 803 12191 804 2
Operating expense:
Research and development  * 2354 128 2539 16.7 M
Sales and marketing 5336 289 s111 337 4
Gencral and administrative 620 33 465 31 33
Tolal operating expenses 831.0 450 8115 535
Operating income 6498 353 4076 269 59
Interest income - nel 373 20 385 25 @)
Non-operating expense . (165) (09 132 (0.8) %
208 11 23 A2 (18)
Income before income taxes 670.6 364 4329 286 55
Provision for income taxcs 207.9 113 1342 89 55
Netincome $ 4627 25.1% $ 2987 19.7% 55
Average shares outstanding 187.7 187.4
Net income per share s _247 $. 159
Actual Q914 Plan Q914 Variance
Net revenucs $5266 1000% $4409 100.0% 20%
Cost of rcvenucs 97.5 185 82.7 18.7 18
Gross profit 429.1 81.5 358.2 81.3 20
Operating expense: .
Rescarch and development 70.2 133 66.0 15.0 ?
Sales and marketing - 146.9 219 130.7 29.7 12
General and administrative 179 34 11.9 217 50
Total operaling expenses 2350 44.6 208.6 47.4 13 .
Operating income 1941 369 1496 339 30
Interest income - net 104 20 112 25 ()
Non-operating cxpense (3.9) (0.7 (24) (0.5) 63
65 13 88 20 @6)
Income before income taxes 2006 382 158.4 359 21
Provision for income taxes 622 118 491 11.1 27 -
Net income $1384 263% $109.3 24 8% 27
Average shares outstanding 1908 1913
Net income per share : $ 073 s_057
17 . - - _MS 0164442
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FY91 versus Plan

Net Revenues (in millions)

Actual Plan Variance
Channel
Intemational FG S 8956 48.6% $ 6509 43.0% 38%
USSMD 5633 305 4530 299 )
Retait 14589 291 11039 129 32
Domestic OEM . 1870 101 : 1566 103 19
Intemational OEM 1504 _82 . 167.1 10 (10)
OEM - 3374 183 3231 23 4
Other 47.1 26 886 58 an
sieais 000w sisi62  1000%

Product Group
Applications $ 9345 50.7% § 7430 49.0% 26
Systems 5782 314 4368 288 2
SPAG 2130 116 1498 9.9 42
Languages 554 30 626 41 (12)
Network 441 24 576 38 23)
Other 182 _09 664 _44 (3)

: siRad4  1000% sisiez 1000w 2

Net revenues for FY91 were 22% over plan. International finished goods benefited from stronger than planned
Win 3.0 and Windows applications sales. European finished goods revenues of $688.3 million were 43% over
plan. International ROW finished goods were 229% over plan at $2073 million. Lower than planned foreign
exchange rates resulted in a $63.6 million favorable exchange rate variance for FY91. The worldwide OEM
results arc net of an unplanned $30.5 million increase in the reserve for prepaid balances.

Fifteen Leading Products (units in thousands, revenuc in millions)

~—--Change
Actual Plan Revenucs ———-
Units___ Revs $/Unit Units _Revs S/Unit  Units _ $/Unit Volume Price  Total
DOS/GW Basic 16,466 S 2672 S16 15,485 $ 2509 316 981 S~ $159 $ 04 $163
Serial/Bus Mousc 1,911 1878 98 1,746 1404 80 165 18 133 341 474
Win Excel 620 1849 " 298 530 1355 256 90 42 232 262 494
Win 3.0 3,234 1701 _ 53 993 882 89 2241 (36) 1993 (117.4) 819
Win Word 562 1535 273 408 1068 261 154 12 401 66 467
PC Word T 422 125 290 504 125.7 250 (82) 40 (204) 172 (32)
PC Works 991 64.6 65 1,539 657 43 (548) 22 34y 223 1.1)
Mac Word 298 565 189 30 60.4 201 3 (12 ©4) @G5 @9
Mac Excel 232 534 231 251 54.1 216 Q9) 15 42 35 (07
DOS RUP 928 507 55 254 112 44 674 11 298 97 395
L AN Manager 241 356 147 206 498 242 35 (95) 87 (229) (142)
Win Project 88 334 378 35 14.1 403 53 @) 213 (20) 193
Win 3 Updates 513 284 55 433 167 39 80 - 16 31 86 11.7
Win Office 56 262 467 9 44 512 47 45) 243 (25) 28
OEM Mouse 1,169 25.7 22 248 69 28 921 © 255 (6.7) 188
$1.460.5 $1.130.8
Percent of net revenues 9% 15%

For FY91, products with the largest favorable variance from plan were Win 3.0 (5819 million), Win Excel
($49.4 million), Serial/Bus Mouse ($47.4 million), Win Word ($46.7 million) and the DOS RUP (839.5 million).
The Win 3.0 price variance resulted from higher than planned OEM sales. ) .

-+ MS 0164443
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FY9! versus Plan

Largest Revenue Shortfalls (units in thousands, revenue in millions)

Actual Plan Revenue
Units Revenue Units Revenue Shornfall
Win 286 538 $53 2,126 s215 $158
Win 386 225 26 783 142 11.6
LAN Managet 139 . 189 140 0 101
PM Excel 10 35 28 92 5.7
osz2 . 141 76 161 123 47
Cost of Revenucs
Actual Plan
Gross Weighted Gross Weighted
Channel Sales Mix Cost Cost SalesMix  Cost Cost
intermational FG ° 46.7% 16.0% 15% 423% 172% 3%
USSMD 314 155 49 a0 16.8 52
Domestic OEM 103 79 08 10.1 29 03
International OEM 92 - - 108 - -
Other 24 135 04 58 9.4 _0s
Product cost - gross 100.0% 13.6 100.0% 133
Effect of revenue adjusiments x105.4% x1023%
Product cost - nct 14.3 i kX1
Non-product costs _S54 60
19.7% 196%
Actual Plan
Gross Weighted Gross Weighted
Product Group Sales Mix Cost. Cost Sales Mix  Cost Cost
Applications 50.0% 11.0% 55% 492% 120% 5.9%
Systems 296 10.7 32 284 85 24
SPAG 114 348 40 100 36.8 37
Languages a0 112 05 42 179 0.7
Other (includes UPB) _60 712 04 _82 7.1 06
Product cost - gross 1000% 13.6% 100.0% 133%

Cost of revenues as a percentage of sales was very close to plan for FY91. Product costs were higher than plan
primarily because of higher than planned sales of the OEM mouse. Non-product costs were Jower than planned
from favorable variances in royalties and freight, offset by an unfavorable variance in inventory adjustments.
Inventory adjustments includes $13.3 million in unplanned accruals for inventory obsolescence.

Operating Expenscs (in millions) . .

Actual  Plan Variance
Payroll $2875 52986 5111 30%
. Marketing 1501 1370 (13.1) (96)
Depreciation 476 505 29 517
Employce fringes 423 372 (5.1) (13.7)
Supplics and cquipment 44.0 408 (B2 (718
Travel and entertainment 38.0 384 04 10

All ather 2215 200 (125 (6.0)
. $831.0 S8115 30135 (24)

Operating expenses for FY91 at $831.0 million were 2% over plan of $811.5 million, and as a percentage of net
revenucs were 45% compared with a plan of 47%. Payroll was below plan due to hire date slippage. The
unfavorable variance in Marketing consists of a domestic overspending of $3.4 million and subsidiary
overspending of $9.7 million. Business units/subsidiarics with large unfavorable variances were Germany (§3.2
million), ABU (52.8 million), England ($1.8 million), Japan ($1.7 million), GBU ($1.0 million), Australia ($741
thousand), France ($703 thousand) and Spain (644 thousand). -

.
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FY91 versus Plan

Headcount
Total Headcount ’ Actual  Plan Variance
June 30, 1991 8,226 7985 (241)
March 31, 1991 7341 1850 509
December 31, 1990 6,769 17,439 670
September 30, 1990 6121 6915 79
June 30, 1990 5635 5315 (260)

Operating Headcount (Total sbove less Manufacturing)

Product Product
Actual Channels Groups G&A Totsl Channcls Groups G&A Total
- June 30, 1991 3864 2933 630 7,427 52% 40% 8% 100%
March 31,1991 3392 2,605 5 6514 52 39 9 100
December 31,1990 3,045 2451 534 6030 50 41 9 100
Sepiember 30,1990 2,679 2,305 482 5,466 49 42 9 100
June 30, 1990 2415 2,105 462 4982 49 42 9 100
Plan
Junc 30, 1991 3511 2964 518 7,113 50 42 8 100
March 31, 1991 3486 2920 574 6,980 50 42 8 100
Deccember 31,1990 3,265 2,752 557 6,574 50 42 8 100
September 30,1990 3,001 2,553 515 6,069 49 42 9 100
June 30, 1990 2,286 2,006 454 4,746 48 42 10 100
Variance
June 30, 1991 (293) 31 52) (19
March 31, 1991 94 315 3) 406
December 31,1990 220 30 23 544
Scptember 30,1990 322 248 33 603
Junc 30, 1990 (129) 99) 8 (236)

Non-operating Income (in millions)

Actual  Plan Variance
Investment income $418 $427  $09)
Interest expense (4.5) (42)

»
(R
6
W

-

23 |
Br3% EE:

Financial asset allowance (10.7)
Forcign currency transactions (0.8) .
All other (5.0) (6.3)

a6s) (32

5208 253 S

~

Non-operating_income was $20.8 million for FY91 compared to a plan of $253 million. Financial asset
. allowance includes unplanncd charges of $2.9 million for non-performing iovestments. All other includes $3.0
million of stock bonus expense.

The tax rate for FY91 was 31%, as planned.

Net income in FY91 was $462.7 million (25.1% of net revenues) compared to a plan of $298.7 million (19.7% of .
net revenues). The 5.4% favorable variance was primarily from holding opcrating expznses at close to planned
levels (8.5%) less the tax affect (2.4%). )
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Q914 versus Plan

Nct Revenues (in millions)

Actual Plan Variance
Channel
Iniernational FG $226.4 43.0% $1853 42.0% 32%
USSMD 1773 337 1338 304 2
Retail - 403.7 J63 319.1 724 26
Domestic OEM 658 125 428 97 54
Inicmational OEM M5 85 448 Jo2 ()]
OEM 1103 210 816 199 26
Other 126 . _23 342 _11 o)
. $526.6 100.0% $4409 100.0% 19
Product Group
Applications ) $257.2 488% $2123 48.1% 21
Sysicms . 1873 356 1215 216 54
SPAG 474 9.0 40.1 9.1 18
Languages 111 21 201 46 (45)
Networks 18.6 35 242 55 @)
Other _50 _19 21 _s1 as)
§526.6 100.0% $4409 100.0% 19

Net revenucs for Q91-4 were 19% over plao. USSMD revenues soared with the introduction of the DOS RUP.
OEM had record results from higher than planned licenses of Win 3.0 and $12.5 million from IBM for prior
period royaltics. European finished goods revenues of $161.4 million were 19% over plan. International ROW
finishcd goods revenues of $65.0 million exceeded plan by 30%.

Fifteen Leading Products (units in thousands, revenue in millions)

—Change—
Actual Plan Reveaues —ee—e
- Units Revs _$/Unit Units _Revs $fUnit  Units $/Unit__Volume Price Total
DOS/GW Basic 4295 $665 §15 3415 $629 §18 880 S5(3) $16.1$(125) $ 36
Win Exccl 194 546 281 146 370 253 48 28 121 55 176
DOS RUP 928 507 55 104 47 45 824 10 373 87 460
Win 3.0 1,199 495 41 332 292 88 867 47 761 (55.8) 203-
Serial/Bus Mousc 404 390" 96 454 370 81 (50) 15 (4.1) 6.1 20
Win Word 147 366 248 115 302 261 32 (13) 83 (19) 6.4
PC Word 96 263 273 130 329 254 (34) 20 85) 19. (66)
Mac Excct ” 180 234 65 145 224 12 10 27 08 35
LAN Manager 102 166 163 65 208 318 37  (155) 118 (16.0) (4.2)
Win Office ~ 32 141 439 3 17 531 29 92) 148 (24) 124
Mac Word 73 135 185 80 180 225 M (40) a6 (29 (45
PC Works 239 132 55 47 178 43 @) 12 a6) 30 (46)
Mac Execl Updates 100 112 112 15 14 9% 85 16 82 16 9.8
Win Exccl Upgrades 9 109 110 - - - - - - - -
Win Word Upgrades 6 _871 125 11 17 164 58 (39 97 (7)) 10
sa294 s3008 ’
Percent of net revenues ’ 82% 0%

For Q01-3, products with the largest favorable variance from plan were the DOS RUP ($46.0 million), Win 3.0
(5203 million) and Win Excel (§17.6 million). Also noteworthy is Mac Excel updates with reveoucs exceeding
plan by $9.8 million. The Win 3.0 price variance resulted from higher than planncd OEM sales.
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Q914 versus Plan

Cost of Revenues
Actual _Plan

Gross Weighted Gross Weighted
Channel Sales Mix Cost - Cost SalesMix  Cost Cost
Intemational FG 404% 152% 6.1% 414% 1720% . 7.0%
USSMD . 352 145 S1 314 . 162 5.1
Domestic OEM : 115 9.1 11 95 26 02
Intemational OEM o107 - - 99 - -
Other _22 175 04 _18 7 07
Product cost - gross 100.0% 127 1000% 1390
Effect of revenue adjustments x107.6% x1023%
Product cost - net 136 133
Non-product costs 49 sS4

185% 187%
Actual Plan

Gross Weighted Gross Weighted
Product Group - Sales Mix Cost, Cost. Sales Mix Cost. Cost
Applications 48.1% 102% 4.9% 484% 11.8% 5%
Systems 331 10.7 as 211 87 24
SPAG 9.0 364 a3 92 369 34
Languages 22 183 04 46 177 08
Other (includes UPB) _16 69 06 1037 6.1 02
Product cost - gross 100.0% 12.7% 100.0% 13.0%

Cost of revenues as a percentage of revenues was 18.5% as compared to a plan of 18.7%. A favorable variance
in product cost - gross from cost reductions in applications products was impacted by unplanned revenue
adjustments for returns ($9.0 million), OEM prepaid balance reserve adjustment ($6.0 million) and the
reclassification of FY91 US PSS revenues ($4.1 million) to operating expenses. In the non-product cost
category, lower than planned royalties and a favorable manufacturing variance were the primary favorable
factors offset by an unfavorable variance in inventory adjustments. Inventory adjustments includes a $5.8
million unplanned accrual for inventory obsolescence.

Onperating Expenses (in millions)

Actual  Plan Varjance

Payroll - §632 $829 $(03) (03)%

Marketing 530 298 (232) (780)

Marketing accrual 179 - 179 - . *
Depreciation 136 142 06 42

Supplics and equipment 12.0 84 (3.6) (429)

Employee fringes 132 99 (33) (333)

Travel and entcrtainment 13.1 9.7 (3.4) (35.0)

All other : 648 537 (LD (20.7)

$2350 $2086 $(264) (12.7)

Opcrating expenses for Q91-4 at $235.0 million were 13% over plan of $208.6 million. The variance was
primarily due to the deferral of planned spending to Q91-4.
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Q914 versus Plan

Nan-operating Income (in millions)

Investment income $120 S122  5(02)

Interest expense {1.6) (10) (06

104 12 @

Financial assct provision @) QN 04

Forcign cutrency transactions 1. - 1.1
All other . ©on @O -

Gy @9 U

565 S88 5@

Ngn-.gmraging income was $6.5 million for Q914 as compared to a plan of $88 milGon, Third party
borrowings in connection with the repatriation of foreign carnings to minimize taxes increased interest expense

over planned levels. The financial assct provision includes unplanned charges

Kindersley investment ($400 thousand). A strong dollar increased hedging costs during the quarter.

The 1ax rate for Q91-4 was 315, as planned.

tesulting from the Dorling

Net income was $138.4 million (26.3% of et revenues) compared to a plan of $1093 million (24.8% of net
revenues). The 1.5% nct income margin improvement primarily resulted from improvements in operating

expenses (2.8%) offset by non-operating income (0.7%) and income taxes (0.7%).
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~ Financial Condition

Jun. 30,1991 Jun. 30, 1990 FY Change
Current assels:
Cash and short-term investments $ 6863 417% $ 4492 40.6% $2371 53%
Accounts receivables - net 2433 148 1810 164 623 34
Inventorics 471 29 556 50 (85) (15)
Other . 518 _32 341 _31 1727 S22 -
Total current assets 1,0285 626 7199 65.1 3086 43
Property, plant and equipment - net 5302 322 3254 295 2048 63
Othet assets 855 _52 600 _54 255 43
Total assets $16442 1000% 31,1053 100.0% $5389 49
Current liabilities:
Accounts payable . S 859 52% § 510 46% $349 68
Customer deposits 257 16 172 16 85 49
Accrucd compensation T 416 25 288 26 128 44
Notes payable 195 - 12 65 06 13.0 200
Income taxes payable 45 27 426 38 19 4
Other 762 _46 407 _31 355 87
Tolat current liabilitics : 2934 178 1868 169 1066 57
Stockholders' equity:
Common stock and paid-in capital 3945 24.0 2195 199 1750 80
Rewined camings ’ 9593 583 6889 623 2704 39
Transtation adjustment [3.0) (0.1 101 _09 (13.1) (130)
Total stockholders’ equity 13508 822 9185 83.1 4323 47
Total liabilitics and equity $1.6442 100.0% $1.3053 100.0% $5389 49
91 EY90
Cash flow's from operations:
Net income $462.7 $279.2
Depreciation and amortization 756 463
Current liabilitics, excluding noles payable 936 469
Accounts receivable 623) (69.8)
Invenlorics 85 (17.8)
Other current assets 117 (14.9)
Translation adjustment (13.1) 144
Net cash from operations 5473 2843
Cash flows from (used for) financing:
Notes payable ’ 130 (18.9)
Common stock issued 944 721 .
Common stock repurchased (196.7) (46.7)
Income tax benefits related to stock options 853 37.1
Net cash from (used for) financing (4:2) 442
Cash flows used for investments:
Additions 1o property, plant and equipment (256.1) (161.2)
Other : (49.9) {18.9)
Nect cash used for invesiments (306.0) (180.1)
Nct change in cash and short-term investments 2371 1484
Cash and short-term investments at beginning of period 4492 300.8
Cash and short-tcrm investments at end of period $6863 $449.2
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Financial Condition

Jun. 30, 1991 Mar. 31,1991 Qtr Change
Curment assets:
Cash and short-term investments $ 6863 41.7% $ 6052 403% § 811 13
Accounts receivables - net 2433 148 2233 149 200 9
Inventorics 471 29 529 35 (58) (11)
Other 518 ° 32 476 _32 _42 9
Total current assets 1,0285 626 9290 619 9295 1
Property, plant and equipment - net * 5302 322 4796 319 506 11
Other assels 8ss 52 938 _62 83
Total assets $16442 100.0% 51,5024 100.0% $1418 9
Current Habilities:
Accounts payable s 859 52% $ 892 59% .S (33)
Customer deposits 25.7 16 151 10 106 70
Accrued compensation 416 25 313 21 103 33
Notes payable 195 12 206 14 a1 )
Income taxes payable 45 2.7 318 21 127 40
Other 762 4.6 649 _43 1na 17
Total current liabilities 2934 17.8 2529 168 405 16
Stockholders’ equity: .
Common stock and paid-in capita 394.5 240 3561 232 384 1
Retained earnings : 9593 583 8885 592 708 8
Translation adjustment (3.0) 0.1y 49 _03 _{7.9) (163)
Total stockholders’ equity 1,350.8 822 12495 832 101 8
Total liabilitics and equity $1.6442 100.0% $1.502.4 100.0% $1418 9
914 Q904
Cash fiows from opcrations:
Net income $1384 S 800
Depreciation and amortization 21.1 138
Current liabilitics, excluding notes payable 416 -(22)
Accounls reccivable (20.0) (29.7)
Inveniorics 58 (55)
Other current assels 42) (26)
Translation adjustment 1.9 51
Net cash from opcrations - 1748 595
Cash flows from financing:
Notes payable (1.1) (0.1)
Common stock issued 20.1- 23 °
Common stock repurchased (686) (303)
Income tax benefits related to stock options 19.6 149
Net cash from financing (30.0) _68
Cash flows used for investments:
Additions lo property, plant and equipment 652) (53.9)
Other s (98)
Net cash used for investments (63.7) (63.7)
Net change in cash and short-term investments 81.1 26
Cash and short-term invesiments at beginning of period 6052 466
Cash and short-term invesiments at end of period $6863 $4492
MS 0164451
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“Financial Condition

Measures of Financial Strength (in miltions)

63091 63190
Cash and shori-term investments $ 6863 $ 4492
Total asscis 1,6442 1,053
Stockholders' equity . 13508 9185

Rate of Return Indicators (annualized)

Net Income Retum On Q14 Qo4 - KL FY%0

Eqguity (average) 488% 36.7% 408% 3771%
Assets (average) 403 302 337 306
Non-cash cquity (average) 917 753 816 765
Non-cash assets (average) 68.6 522 513 519
Net revenues 263 237 251 236

As shown in the FY91 statement of cash flows on page 24, net income plus non-cash depreciation and
amortization generated cash of $5383 million, compared to $3255 in the prior year, Cash flow provided by
operations was over a hal(-billion dollars. "

An additional $179.5 million was provided by stock option exercise proceeds and the related tax beaefits.
Shares were available for such option activity via stock repurchases of $196.7 million. During FY91, property,
plant and equipment was acquired at a cost of $256.1 million, an increase of 59% over FY90. Total cash
invested in long-term assets was $306.0 million.

Cash and short-term investments increased $237.1 million in FY91to $686.3 million.

Stock Repurchases

To provide shares for its stock option plan and reduce its dilutive effect, the Company purchases its own stock

in the open market.

Purchases are made during a window that begins scveral days after we bave released

carnings and extends through the end of the second month in the quarter. Purchases are made on our bebalf by
Goldman Sachs at our direction. Our authorization based on proceeds from the prior quarter’s stock option
exercises was $132.0 million. However, because prices seemed high during Q91-4, we repurchased only
1,018,500 sharcs at an average price of $67.39 per share for a total of $68.6 million. :

Year-To-Date Stock Purchases

Q91-1
Q%1-2
Q91-3
Q914

Shares adjusted ~ Amount Average
for 3:2 split (millions) Price
1,086,000 $ 451 $ 4154
892,500 396 4437
649,500 434 66.83
1,018,000 68.6 6139
13,646,000 $196.7 5395
MS 0164452
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Cash and Short-Term Investments

_ Cash and short-term investments increased $81.1 million in Q91-4 and $237.1 million during FY91 to $6863
million at vear-end. These liquid assets comprise 67% of currcnt asscts, 42% of total assets, and 51% of
stockholders' equity, compared with 62%, 41%, and 49% at June 30, 1990. :

During Q91+4, the “Microbank® concept was expanded, enabling Treasury to invest and manage certain
Subsidiary structural surplus cash balances from Redmond. Germany and France made transfers to these
portfolios during the quarter and procedures, accounting and reporting policics were established. Similar
arrangements are now being established for Italy.

The Microbank goal is centralized management of international cash, with Treasury serving as the "bankes” for
the Company’s international needs. This allows us 1o establish consistent investment practices, centralize
international funding and borrowing, and streamline the collection of intercompany forcign currency
receivables. It also allows efficient planning and accumulation of currencies to meet specific foreign currency
commitments, such as those required for the construction of interpational facilitics.

During Junc 1991, subsidiary profits totalling $149.6 million were repatriated from international subs to MS
Corp. (Germany $23.6 million, France $31.1 million, Switzerland $6.5 million, Sweden $3.4 million, and Jreland
$85.0 million). .

Cash and Investment Porifolio Balances (in millions)

Domestic  Intemational Total 63091 6/30/90

Investment Portfolios $557.1 S 699 $627.0 91.4% 93.6%
Cash and money market funds (5.1) 644 593 86 _64

$552.0 S1343 $6863 100.0% 100.0%

Trading Room

During Q91-4, the Treasury group opened the Trading Room to consolidate investment, foreign currency
hedging and cash management activities. This Windows environment enhances access to market information
scrvices, treasury systems capabilities and internal controls.

Portfolio Characteristics

During FY91, short-lerm interest rates declined consistently. The MS portfolio yield remained about 2% above
that of the benchmark 90-day U.S. Treasury Bill. The overall liquidity and credit quality of investments in the
portfolio was improved slightly. : .
Market sentiment is thal short-term rates have bottomed, and may trend up if the economic recovery takes hold
later in FY92.
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~Cash and Short-Term Investments

The following table compares the MS portfolio pr

FY9l:

105% j
100
9.5

90
85
80
15
70
65
60
55

e-tax yield with that of the benchmark 90-day T-Bill during

102

Jon  Ju  Aug Scp

At June 30 th

contained 226 positions, with an average

oct

Nov Dec

rifolio was in_compliance with all investment
diversification among security types, industry groups, and individual

T T

Jan Feb

holding of $2.8 million. The average mat

days compared to 138 days at June 30, 1990. The following tables summarize cer

3

("Yield™ represents the weighted average yicld to maturity on a pre-fax basis)

June 30, 1991
Sccuritv Tvpe Cost Pcrcent.  Yield Cost
Commercial Paper $218.0 348% 62% $00
Corporate Bond 520 83 89 237
Floating Rate Notes 23 15 6.7 5.0
Fixed Rate Auction Preferscd 258 41 130 288
Loan Participations 35.0 56 61 3
Money Market Preferred 100.6 160 6.7 105.7
Municipal Securitics 169.3 270 95 1504
U.K Preferred Stock 17.0 22 68 280
Sme 1% 77 $i209
The portfolios continue to include both taxable and tax-advastaged securities, and

group of money market and short-term fixed income securil
tax-exempl, and 23% are tax-advantaged.

Of our investment securities, 9% of our investments carry
During FY91, we increased our holding of top-tier sccurities

59%.

N'lar ﬁ:pr- l;lay Jun

idelines. We continue to cmphasize
issuers. At June 30, 1991 the portfolio
urity at June 30, 1991 was 120
tain portfolio characteristics

June 30, 1990
Yield
0.0%

explicit or implicd inve:

(those rate

0.0%
56
12
68
188
252
5.7
6.7

1000%

are diversified across a broad
ty types. Approximately 50%

68
95
128
86
106
109
102
104

are taxable, 27% are

stment-grade credit ratings.
d "AAA", "AA", and "A" ) to 64% from
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Cash and Short-Term Investments

—Junc 30,1991 Junc30,1990
Credit Rating Amount Percent Amount Percent
AAA NS 114% $369 83%
AA 852 138 66.9 16.0
A . 453 39.1 1435 M1
BBB 2005 331 1358 23
MS Rated _13 21 ) 00 00
Total Investiment Grade  ~ 6238 95 3831 92
BB 0.0 0.0 . 12 0.1
B a2 05 49 12
Non-Rated 00 0.0 317 215
Total Noa-Investment Grade 32 ['X] 318 88
Toral Pontfalio $621.0 100.0% $420.9 Joo.0%
Invesiment Grade

AAA capacily 10 pay intcrest and principal extremely strong.

AA capacity 10 pay interest and principal very strong,

A capacity 10 pay interest and principal strong,

BBB capaciry to pay interest and principal adequate.

MS Rated  this category consists of securities which may not carry 3 published rating but for which MS Treasury
has conducted credit research and assigned an implicd investment grade rating. An example is City of
Redmond LID bond anticipation notes due July 1, 1991.

Non-Investment Grade

BB less near term vulinerability 10 default than other non-investment grade issues.

B grealer vulncrability to default, but currently has the capacity 10 meet interest and principal payments.

cce vulnerable to default and is dependent vpon f ble busi ditions.

—June 30,1901 June 30, 1990
Industry Diversification Amount Percent Amount * Percent
Avtomotive sii8 1.9% $3.0 0.7%
Banking 39.0 62 454 108
Business Service 249 40 130 31
Finance 19.0 3.0 204 48
Food /Beverage 376 60 19 19
Industrial 311 50 29 S4
Insurance 12.7 28 50 12 - .
Municipalities 1683 268 1334 317
Natural Resources 89.9 143 205 49
Pharmaceuticals 15.0 24 5.0 12
Retailing 6.1 10 24 53
Sccurilics 348 56 40 10
Utilities 505 81 . 613 14.7
Other 813 129 562 A33
: $&27.0 1000% 209 oo
S 0164855 .
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Cash and Shori-Term Investments

Foreign Exchange Hedging Program

The dollar continued to strengthen against most major currencics in Q91-4. Our benchmark Europcan
currency, the Deutschemark, weakened a total of 8% during the quarter, and a total of 9% for the year.

During Q91-4, we executed forward hedge contracts

valued at over $85.4 million compared to $130.7 million in

Q91-3. For FY91, hedge contracts totaling $399.0 million were exccuted.
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.FY91 Movement
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We recorded net foreign currency translation costs of $1.1 million in Q91-4. This represcnts the cost of
protecting our forcign currency denominated amounts reccivable against the strengthening dollar.

The Q91-4 hedging cost offset cumulative prior bedging gains thru Q91-3 of $0.3 million, resulting in a total net
foreign currency translation cost of $0.8 million for FY91, or 0.2% of the total contract volume for the year.

Non-Performing Investments

During Q91-4, we sold our $5 million non-performing investment in troubled Lomas Financial for $0.67 shortly
before they filed ‘bankruptcy and offered holders a price of $0.24 along with a variety of equity and further

subordinated debt of the reorganized company.

At June 30, 1991, our only remaining non-performing investment is $10.4 million of Tucson Electric Power Co.
moncy market preferred stock. The utility continues to negotiate with the Arizona regulators and creditors, but
has threatened bankruptcy. We belicve present Microsoft reserves are adequate to cover this investment 25

further discussed in the Other Assets section,
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Accounts Receivable

Accelerated revenue growth during Q91-4 (Q91-4 exceeded

DOS RUP, (applicable to $32.0 million of total accounts receivables at year-end), resulted in a 9% increase

Q914
Q913
Q9N-2
Q911
Q904

in pet accounts receivable.

The over 60 days reccivable balance reflects ongoing p2
(529 million), Italy ($1.7 million), France (1.5 million),

Retail
USSMD
Intemational
Retail

OCM
Domestic
Intemational
OEM

Other

Total Accts Reccivables-billed

Aging percentages

OEM GAAP adjusiments

Sales returns reserve
Rescelier rebates
Aliowance

Subiotal

Accounts reccivable-net

- Allowance
Net Recefvables DSO  Dollars % of AR
5243 57 3363 15%
223 4 371 17
7 57 36 15
1 S6 29.1 16
181 56 263 15

2y
S =

Inle
I

well as slow payments from International OEM customers

SMT Goupil (51.5 million), Gold Star (§1.1 million) an

doubtful accounts represents 103% of all accounts over 60
$2.5 million increase in MS Press accounts receivable.

Ten Larpest Accounts Receivable (in millions)

Ingram Micro
Merise)
Egghead
Olivetti

Computer 2000

CompUSA
Datatech
Epson

NEC

BSP Software
Total

Aging percentages

Q91-3 by $63.7 million) and special terms on

ing Summa
31-30 31-60
$9.1 s21
7.9 0.2
26 0.0
0s 0.1
06 0.1
0.1 0.1
13 23
0.0 00
02 02
19 05
242 56
18.5% 43%

R g

Over 60
$08
" 02
©.1)
0s

Cumrent  J-20 31-680 Over&
$767  $198 $30 $20
5.6 263 87 10
in3 43 17 60

87 22 27 28
24 22 =36 158
1 A4 63 186

$2268 513 3187 5354

8% 1% £% 1%

yment delays in Germany ($3.6 million), Brazil
India ($12 million) and Japan (§1.1 million), as
Daewoo ($2.1 million), Samsung ($1.5 million),
d Plus & Plus ($821,000). The allowance for
days. The increasc in Other DSO reflects the
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‘Inventories

Days’ Sales (dollars in millions)

Q914
Q913
Q912
Q-1
Q904

Inventories decreased 11% during Q91-4,

past three months product costs) decreased

Inventory by 1

ion (in millions)

Sub Warchouses
Campus North
Ircland

Puerto Rico

Inventory by subsidiary (in millions)

Other
Canada
France
Australia
Germany
England

Total Inventory
$47.1
529
634
584
556

Days® Sales

88BN

Consolidated days ioventory on band (calculated based on the
20%. This was primarily due to a 21% increase in allowances.

June 30
219
)

as

.7

$471

10.
]

June 30

$15.7
53
42
29

23
Js
319

Raw materials, finished goods and allowances (in millions)

Raw materials

Finished goods

Allowances
Domestic Inventory

Raw materials

Finished goods

Allowances °
JCON lnventary

Raw materials

Finished goods

Allowances
International laventory

Consolidated Inventory

Raw matcrials

Finished goods

Allowances
Consolidated Inventory

June 30
S18S

155
213
Jd27

14
48
(1.6)
M)

78
M9
(69)

258

T

217
552

(358)
i)

* Includes allowance for obsolescence that has not been allocated to Intemnational Inventory.

March 31 Change
$29.7 $22
173 (66)
37 01
1
529 S58)
March 31 Lhange
$14.7 $10
27 26
50 (08)
27 02
24 ©.1)
22 0.7
29 s22
March 31 Change
$20.6 $(2.1)
131 24
452 6.
J8S $58)
15 (0.1)
65 Q7
0 {06
10 24
69 09
18 11
a3 o4
334 24
$529 59
$290 $(1.3)
534 18
63)
5529 )
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Inventories

Significant to the decrease in domestic raw materials are reduced inventory levels of Mice ($1.5 million),
Win Excel ($501,000) and Win Word (5442,000). The decrease in raw Mice represents their conversion
into finished goods. The reduction in both Win Excel and Win Word is due to higher than expected
demand. The increase in domestic finished goods is due to the build vp in Mice ($1.1 million), Win Office
($1.1 million) and Mac Excel ($286,000). The increasc in Mice inventories reflects inventory stockpiling for
the high demand anticipated this fall. Win Office inventories have increased due to anticipated higher
demand from the recent reduction in pricing. Mac Excel 30 was released in April, and as 2 result,
inventory levels in Q91-3 were artificially low as we dricd out the channel. The change in Domestic
allowances is due to an increase of the reserve for obsolescence. The decrease in ICON finished goods
inventory is due to a movement towards WCM with shorter lead times and a quicker throughput. In Q91-3,
1CON recorded a reserve for obsolescence related to all international finished goods inventory. This global
feserve, combined with Q91-4's decrease in finished goods inventory, caused a ncgative net inventory
balance for ICON. The increase in International inventory is primarily due to 2 large increase in Canada’s
inventory. This increase is due to the subsidiary orderiog too much inventory from CN during Q91-4.
Canada's days sales increased from 77 at March 31, 1991 to 136 days at June 30, 1991. These International
increases were partially offset by a stronges US. dollar during Q91-4 which caused 2 decrease in dollar
dcnominated inventory values.
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Property, Plant and Equipment

91
Property, Plant and Equipment (in millions)
Jun. 30,1991 Jun. 30, 1990 Change
Land ’ $1229 $ 855 S 374
Buildings 2039 109.0 949
Leasehold improvements 380 174 206
Furniture and equipment 620 417 203
Computer equipment - 219 1451 . 62
¢ 6487 3993 2494
Accumulated depreciation (118.5) . (139 (44.6)
Net 55302 $3254 2048

54

The increase in land was primarily due to the expansion at Corporate Campus ($349 million). The increase in
buildings primarily resulted from construction on Corporate Campus ($762 million), in England ($182
million), and in Ircland (S0.5 million). Significant lcaschold improvements occurred domestically ($11.9
million), Puerto Rico (526 million), France ($2.4 million), and Australia ($1.8 million). The increase in
furniture and equipment is due 10 telecommunications equipment ($9.6 millios), additions to domestic furniture
(833 million), and broadly based increases in the subsidiaries (§7.4 million). Computer equipment expericnced
a record year of growth. Internationally, significant purchasers of computers were Germany ($3.5 million),
Francc ($3.3 million), Ircland ($3.0 million), and Australia ($2.4 million).

Quantity Cost Avg Price
Personal Computers (domestic) Purchased (miltions) (thousands)
Compaq 386 computers 2,844 $212 374
Northgate compulers 1,218 68 56
Compaq 486 computcrs 419 58 138
IBM PS/2 computers 396 36 91
Applc compulcrs 679 35 . 51
Other personal compulcrs T_438 . 30 69
Subiotal 3991 439 13
Other Computer Equipment
Subsidiaries (includes PCs and AS 400s) 18.1
Corporate nerworking equipment 55
VAX equipment 5.1
Disk Drives - - 572 14
Printers 513 16
Other 60
Gross additions 816
Retirements ' 54
Net additions $762
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Property, Plont and Equipment

Q914
Property, Plant and Equipment (in miltions)
Jun. 30 Moar.31 Change : .
Land 5129 $1226 $03
Buildings’ 203.9 1750 289
Leasehold improvements 380 343 ’ 37 .
Furniture and equipment 620 556 64
Computer equipment 2219 1979 20
648.7 5854 633

Accumulated depreciation 185 (105.8) (127
Net $5302 54796 $50.6

During Q91-4, Building 23 was purchased (36.7 milfion), and costs for construction at

Corporate Campus

(Buildings 16, 17, 18, 19 and 22) totaled $20.9 million. Costs for construction in progress at England totaled

$1.4 million.

Sigr;iﬁcam feasehold improvements were made io Australia (51.8 million) aod France ($1.6 million). Additions
to domestic furniture and equipment totaled $5.1 million and were partially offset by retirements of

manufaciuring equipment ($1.1 million). Subsidiary furniture and cquipment increased $2.4 million principally

in Australia (1.1 million) and France ($0.9 million).

Quantity Cost Avg Price

Personal Computers (wor\dwide)(l) Purchased (millions) (thousands)
Compaq 386 computers 1,130 $75 $ 66
Northgate computers 465 26 56
Compaq 486 computers 168 21 125
Applc computers M 13 48
1BM PS/2 compulers 74 07 95
Other personal computers _m 19 69
Sublotal 2383 16.1 68

Other Computer Equipment
Corporate networking equipment
Mac Pac & Nixdorf equipment
Printers ’
Monilors
Disk Drives
VAX equipment
Memory
Other
Gross additions
Retirements

Net additions

Qg1-4

Net 091-3
Computer 291-2 Jig
Additions Q91-1

ago-4 NES

1) We bcpn capturing the detail of worldwide computer equipment purchases for the fint time during Q914

35 : e

.
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dlher Asseis

Jun. 30, 1991 Jun. 30, 1990 Change
Financial Assets (in millions)
Santa Cruz Operation $199 $19.9 s -
Dorling Kindersley 155 - 155
Non-performing investments 104 102 02
Other 23 14 N ¥ §
Sub-total 483 315 168
Valuation allowance (82 NER))] a)
40.1 264 131
Intellectual Property Rights (in millions)
Consumer Software, Inc. 130 - 130
Other 160 407 @47
Sub-total 290 40.7 Rl ¢ 8 %))
Accumulaled amortization 5.0 20.D 17
Miscellancous 4 36 18
sgs5 3600 5255

Financial assets rcpresent our minority investments in companies with strategic technology togetber with any
non-performing securitics that have been removed from the Treasury portfolio. Non-performing investments
arc carricd at cost less amortization, which we call a valuation allowance, for the excess of cost over our share of
the pro-rata book value of the investment. As investees carn income, the peed for future valuation provisions
for these investments is, therefore, reduced. Non-performing investments are carried at cost and the total
valuation provision that is made each month covers any losses on their disposition as well as an allowance for
non-performing assets. The valuation allowance is charged to other income in the financial statements.

Intellectual property rights represent purchased code or other intellectual property and rights. Their cost is
amortized over periods of up to five ycars. Amortization is generally charged to research and development
cxpensc.

Miscellaneous asscts includes other long-term asscts, primarily lease and other deposits.

The $25.5 million increase in other asscls during FY91 is primarily duc to the purchase of a 26% interest in
Dorling Kindcrslcy Holdings Limited (DK) for $15.5 million and the acquisition of Consumer Software, Inc. for
$14.3 million, of which $13.0 million is included in intellectual property rights. Microsoft also loaned DK $3.9
million at 7.5% interest payable quarterly with principal due after seven years.

During FY91, investments in Tucson Electric Power Co. moncy market preferred stock ($10.4 million) and in
Uniroyal Plastics increasing rate notes ($1.6 million) were reclassificd as pon-performing investments.

Investments in money market preferred stock of Lomas Financial (par value $5 million), Uniroyal Plastics ($1.6
million) and Easco ($1.2 million) were sold during FY91. Also, $2 million of Heileman Brewing increasing rate
notes were written off. Losses on these transactions were charged against the valuation allowance.
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Other Assets

Financial Assets (in millions)
Santa Cruz Operation
Dorling Kindersley

- Non-performing investments

Other
Sub-total

Valuation allowance

Intelicctual Property Rights (in millions)
Consumer Software, Inc.

Other
Sub-total

Accumufaied amortization

Miscellancous

Jun. 30, 1901

Mar. 31,1991

Change

During Q01-4, financial assets decreased from the sale of Lomas Financial (par value $5 million) for $3.7
million. The financial asset provision charged to non-operating expense was $2.1 million for the quarter.

nta Cruz ralion

Results of Operations (in millions, unaudited)

Net revenues

Cost of revenues
Gross profit
Opcrating expenses
Net loss

Financial Condition (i milions, pnaudited)

Current asscls
Fixed asscts
Tolal assets

Current liabilities
Long-term liabilities
Stockholders' equity

Ycar Ended
6/30/91

$131.4
SL.6
798
85.9

5 (61

6/30/91
3344
133
s423

$32.0
35
122

Total liabilities & equity  $47.7

Year Ended
6/30/90

" 8975
276
599
644

5435

6/30/90
3348

13.1
$479

$30.1
45
133
3419

SCO’s book value at June 30, 1991, unaudited, is $12.2 million, of which Microsoft's 18.1% share is $2.2 million.
The cost of Microsoft’s investment was $19.9 million, so cost in excess of our prorata share of book value is

approximatcly $17.7 million.

SCO had disappointing results for the quarter ended June 30, 1991. Net revenues were $322 million, down
from the previous quartcr’s net revenues of $33.6 million and below SCO’s forecast of $36.2 million. The net
loss for the quarter was $4.2 million, almost twice that for the previous quarter ($2.2 million). c

37
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bxher Assels

$CO's European business was especially slow, down 14% quarter to quarter. The company attributes this to
increased competition, particularly from the IBM RISC system RS 6000.

During the quarter, SCO entered into agreements with Compaq and DEC that provide funding for ACE
software development in exchange for future product discounts, The agrecments are for approximately $1
million cach, are due on signing and are nonrefundable. SCO records revenue from these agreements as they
incur the related engincering expense, .

SCO's large quarterly loss will affect their financing alternatives. They have bad plans to obtain equity financing
from select companies involved with ACE. 1t now appe-ss SCO will need to obtain equity financing from a
larger list of companies at a Jower valuation. SCO financed its current quaster’s loss by reducing receivables
and streiching payables (including amounts due Microsoft) as well as from the ACE software agrecments. With
its tight cash flow, profitability in the next quarter will be important for its banking relationship. :

During the quarter, SCO reorganized its operations on 2 geographical and product-line business units basis, to
pattern its operations after Microsoft’s.

Together with the reorganization, SCO is attempting to reduce operating cxpenses. Operating expenses
increased at a lower rale during the quarter and SCO expects cxpenses to decline further. SCO's headcount
declined slightly from 1,363 at March 31, 1991 to 1,330 at June 30, 1991

SCO sculed a copy infringement suit with Lotus on June 17, 1991. Lotus dropped the suit after SCO agreed to
stop manufacturing, distributing and licensing all versions of SCO Professional, a spreadsheet product. SCoO
Professional has not been significant to SCO’s revenucs.

Dorling Kindersiey

Resulis of Operations (in millions, unaudited)

Year Ended Year Ended
June 30, 1991 June 30,1990 Growth

Nel revenues $62,930 $41,664 51%

Cost of sales 31.837 28814 10

Gross margin -31,093 12,850 142

Operating expense 25,632 10077 154

Operating income 5,461 27113 97

Taxation 2,239 1,004 105

Net income $ 3222 $_1679 92 : *

DK’s preliminary book value at June 30, 1991 should be over 5 million BPS ($8.2 million) of which Microsoft's
26% share represents $2.1 million. The cost of Microsoft’s 26% investment was $155 million, so cost in excess
of our pro-rata share of book value is approximately $13.4 million. DK also has both an outstanding 53.2
million long-term loan and an unused $5.0 million line of credit with Microsoft.

At DK’s July 31 Board mecting, a scmiannual dividend of approximately $400,000 was approved. The allowable
dividend is based on a formula in Microsoft's agreement with DK. The semiannual dividend brings total annual
dividends to approximately $760,000. Microsoft will receive a dividend of approximately $100,000.

MS 0164464
CONFIDENTIAL -
38 _ g L

MS-PCA 1189490 )
CONFIDENTIAL

MS-PCA1189490



Other Assets ;

DK projects FY92 net revenues of approximately $88.0 million. The company capitalizes the cost of new
publications and amortizes them over periods of up to two years. Because of these investments, compensation
of principals and dividend payments, FY92 cash flow is projected to be only slightly better than break even.

The Company has formed a multimedia group and seems more enthusiastic about developing products for
electronic publication by Microsoft than we anticipated when we made our investment in March. )

DK is negotiating for the possible purchase of Bartholomew’s, a Scottish cartography division of Harper Collins.
Bartholomew’s publishes maps and atlases under various tradc names and is known as publisher of the
Times/Bartholomew’s World Atlas. They are developing a cartographic database, called GIS {Geographical
Information System), which is expected to result in more cfficient publishing of maps. DK has proposed a price
of 7 million BPS for Bartholomew’s subject to customary due diligence. Appareatly there are no other serious
offers and Harper Collins kas countered at 7.5 million BPS. Any definitive agreement reached between DK
and Harper Collins requires prior approval of Microsoft persuant to our investment agrecmenls. We have
expressed interest in acquisition of clectronic publishing rights to Bartholomew produdts, but have declined to
provide DK dircct financing for the acquisition at this time, at least.

DK has recently expressed an interest in going public in the UK as a way of funding the Bartholomew
acquisition and/or rclicving cash flow pressures from growth. :in the judgement of Microsoft Directors oa the
DK Board, improvements in DK information systems, management organization, and financial reporting will be
necessary before the company is ready for a public offering. The potential of a public offering may accclerate
the need for Microsoft to decide to buy the entire company, as buy out agreements in place with DK entitle
Microsoft to private rather than public valuation multiples in certain scenarios.

)

Intclectual Property Rights

Amortization of intellectual property rights charged to research and development totaled $3.7 million for Q91-
4. This dcerease in the nct book value was partially offset by a loan to Citrix Systems (§330,000). Fully

amorlized intellectual property rights totalling $15.9 million. were written off during Q91-4 with no resulting
charge to carnings.

The Joan to Citrix is the first phasc of a $2.0 million equity investment Microsoft plans to make. The final
agreement is expected 10 be signed in September 1991, Our primary objectives for investing in Citrix are to
focus an ISV on Win and NT, 1o get an application developed for NT and to obtain third party support for
0S/2 13 and 2.0 development. The agreement provides Microsoft a seat oo Citrix’s Board.

The increase in misccllancous other assets includes $818,000 added to our VEBA Trust Fund, $731,000 in other
asscts of subsidiarics and a $250,000 long-term loan to Intelligent Environments to cncourage their
development of 0S/2 PM development tool Application Manager for Windows.
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- Current Liabilities

FY9! current liabilitics increased $106.6 million to $293.4 million at June 30, 1991, Accounts payable was up
$34.9 million, which was in line with our operating expense growth. Customer deposits increased $8.5 million,
this was primarily due to increases in OEM deposits ($10.0 million) and revenue deferrals ($3.0 million), offsct
by a decrease in reseller rebates ($4.8 million). Accrued compensation increased $12.8 million, due to
additional accruals (§53 million), compensation payable to the subsidiaries ($52 million), and increased
withholding for the employee stock purchase plan (524 million). The increase in accrued compensation is
directly related to the increase in beadcount during FY91. Subsidiary short-term borrowings increased $13.0

million. Income taxes payable increased $1.9 million to $44.5 million at June 30, 1991, Other current labilities -

increased $35.5 million, partially due to additions to the Litigation reserve ($11.8 million), stock benefit reserve
(1.0 million), and claims reserve ($16.0 million). The net increase in these rescrves (5288 million), along with
the increase in business taxes payable ($102 million), additional marketing fund accruals ($2.6 million) and the
decrease in SofDesign payments ($8.6 million) account for most of the $35.5 million increase in other current
liabilities during FY91.

Q91-4 current liabilities increased $40.5 million to $293.4 million at June 30, 1991. Accounts payable was down
$33 million, principally from the payment of royalties ($2.2 million). Customer deposits increased $10.6 million
for OEM dcposits on DOS 5.0. Accrued compensation increased $103 million, largely duc to domestic
performance bonus accrvals (§4.7 million) and withholding for the cmployee stock purchase plan ($3.5 million).
Subsidiary short-term borrowings decreased $1.1 million. Income taxes payable increased $12.7 million,
reflecting increased taxable income, a decrease in income tax benefits related to stock options and the refund of
$5.1 million U.S. fcderal FY90 income taxes. The litigation reserve was increased $2.4 million to $13.9 million
and there was a $5 million increase in the stock benefit reserve. The net increase in these reserves ($7.4
million), together with the accrual of an additional $2.8 million of marketing funds, account for most of the
$11.3 million incrcase in other current Liabilities during Q91-4.

Stockholders® Equity

FY9! stockholders’ equity increased $4323 million during FY91, from $9185 million at June 30, 1990 to
$1,350.8 million at Junc 30, 1991. Net income (5462.7 million), the exercise of stock options ($94.4 million) and
income tax benefits related to stock options (8853 million) were offsct by the translation adjustment of the
Company’s permancnt investment in forcign subsidiaries ($13.1 million) and the repurchase of 3,646,500 shares
(5196.7 million).

Q914 stockholders’ equity increased $101.3 million in Q91-4, from $1.25 billion at March 31, 1991 to $135
billion at Junc 30, 1991, Nct income ($138.4 million), the exercise of stock options ($20.1 million) and income
1ax benefits related to stock options ($19.6 million) were offset by the translation adjustment of the Company’s
permancnt investment in forcign subsidiaries ($8.0 million) ‘and the repurchase of 1,018,500 shares ($68.6
million). '
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Channel Reporting

FY91
Actual Plan Variance
Net Revenues
Intemational FG $ 8956 48.6% $ 6509 43.0% B %
USSMD 5633 306 4530 299 %
Retail 14589 792 1,103.9 7.9 k73 .
Domestic OEM 187.0 101 156.6 103 19
Intemnational OEM 1504 82 1611 1.0 (10)
OEM 3374 183 3237 213 «)
Other 411 25 286 _58 )
$1.8434 100.0% $1.51 6.2 100.0% 2
Actual Plan
Income Percenta, Income Percentage
Operating Income (1 0s5) (Loss) Total Revenue (Loss) Total Revenue Varisnce
Intemational FG 312 EYAT 414% $1888 463% 0% $1824
USSMD 1573 242 229 80.1 197 117 T0
Retail S2R3 813 362 2089 660 %4 2594
Domestic OEM 1095 168 586 879 216 s6.1 216
Inicmational OEM 862 J33 523 81 242 591 (12.5)
OEM 195.7 0.1 58.0 186.6 458 516 A
Other [l 114 - (419) 11.8 - {26.3)
$649.8 100.0% as3 $407.6 1000%  26. $242.2
Q914
Actual Plan Variance
Net Revenues
Intemationat FG 52264 43.0% $185.3 42.0% 2%
USSMD 1713 337 J338 303 33
Retail 4037 6.7 3191 n3 2%
Domestic OEM 658 125 428 9.7 54
Intcmational OEM s _85 448 102 [$))
OEM 103 210 816 199 25
Other 126 _23 M2 18 (63)
$526.6 A00.0% 0.9 100.0% 19
Actual Plan .
Income Percentage Income Percentage
Operating Income (1.0s5) (Loss) Total Revenue (Loss) Total Revenue Variance
Intemational FG $845 435% 37.3% S6Al 428% U6% $204
USSMD 638 229 360 385 257 238 233
Retail 1483 264 2.7 102.6 685 21 457
Domestic OEM 42.0 216 638 247 165 517 173
Intemational OEM 274 14.2 61.6 271 183 S _03
OEM 594 358 62.9 s18 46 591 126
Other 6 (12.2) - 4R 3.1 - [188)
$194.1 100.0% 369 $149.6 1000% 339 45
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Channel Reporting

Headcount
June 30, 1991 March 31, 1991 December 31, 1990 September 30, 1990 June 30, 1950

International FG 1573  40.7% 1380 40.7% 1,258 433% 1,063 39.7% 974  403%
USSMD 88 214 m 229 747 U5 T4 28.7 69 260
OEM (Redmond) 57 15 57 17 55 18 50 19 4 19
PSS 847 219 M3 219 632 20.7 559 20.7 519 214
Other * 407 106 300 88 234 78 180 68 136 S8
Sales support 2152 39 135 _40 19 a9 23 42 i _4s
Total chanacls Saes Jo% I I0o% 3o joe%  28% Jooos 24k J000%
Notes:

1FG includes: All Non-R&D subsidiary headcouat.

Channel arc not specifically identified.

OEM (Redmond) includes: Domestic OEM plus International OEM support

Other includes: US Networks, MSU, US MCS, Press, and MS).
Sales support includes: Corpeom and PR & Tradeshows.

Quarterly Revenues (in millions)

personnel Jocsted in Redmond.

International OEM, PSS, MSU and MCS headcount imbedded in the IFG

Q931 Q91.2 Q913 Q4 * Fysl ¢
Intemnational F'G $165.0 H7%  S517 S4.7% $2526 519% 1264 430% S 8956 438.6%
USSMD 1251 347 1283 219 1297 26.6 1713 337 5633 306
Domestic OCM 29.7 8.0 380 82 534 11.0 658 125 1870 10.1
International OEM 350 103 313 6.8 366 75 445 85 1504 82
Other 86 23 12 24 14.6 30 126 23 47. 25
$30.4 100.0%  $4605 100.0% $486.9 100.0% $526.6 100.0% $).843.4 100.0%
Qvo-1 Q90-2 Q9%0-3 Q304 FYs$Q
International FG $85.2 MNi1% 51230 409% $1425 458% 51468 41.6% $ 4925 41.6%
USSMD M5 338 915 325 783 25.2 103.0 0.6 3582 303
Domestic OEM 352 150 N9 106 45.0 145 392 116 1513 1238
Incrnational OEM 352 150 419 139 384 124 403 120 1558 132
Other _sa 22 61 20 6.7 22 27 23 256 22
§235.2 1000% $3004 100.05% $310.9 100.050 $337.0 100.0% 31,1834 100.05¢
Q891 Q892 Q893 Q894 FY89
International FG $516 327% $824 393% $T9.6 404% $P2 359% $298.7 372%
USSMD 626 355 598 - 285 438 22 65.1 296 2313 288
Domestic OEM 27 129 274 131 324 164 325 148 1150 143
International OEM 286 162 362 172 36.0 183 387 176 139.6 174
Other 49 28 41 20 52 26 47 21 189 24
$1764 100.0% $209.9 100.0% $197.0 100.0% $2202 100.0% $8035 = 100.0%,
Qss.1 Q382 Qss-3 Qs34 FY88
International FG $318 31.0% $490 314% $554 MH2% $661 388% $2023 34.2%
USSMD 30.6 298 54.1 347 533 329 s11 300 189.0 320
Domestic OEM 219 213 315 202 26.0 16.1 2.1 135 1025 173
International OEM 144 140 179 115 22 137 254 149 s 135
Other _39 38 _34 22 50 31 48 28 IR VA 29
$1026 100.0% $155.9 100.0% $161.8 100.0% $1705 1000% S$5%08 100.0%
* Scc the foltowing Channel scctions for analysis.
collS 0164469
2 . FIDENTIAL

MS-PCA 1189495 !
CONFIDENTIAL |

MS-PCA1189495



International Finished Goods

Comments

- FY91
796,000 units of Win 3.0 shipped in FY91.

Win Excel and Win Word shipped 347,000 and 250,000 units respectively.

New subsidiaries were formed in Portugal, Venczuela, New Zealand, Mexico, and Austria.

IFG accounted for 49% of total consolidated net revenues compared to 42% for FY90.
IFG net revenucs grew 82% from FY90.

Q914

The dollar strengthened against all major European currencics.

Enropean nct revenucs decreased 19% from Q91-3 due in part to 2 14% foreign exchange rate fluctuation.

Net revenues for ICON and Far East increased 24% from Q91-3.

Results of Operations (in millions)

Y91
Actual Plan
Net revenues $895.6 100.0% $650.9 100.0%
Cost of revenues 1982 221 1573 U2
Operating expenscs 194.1 2. 1743 268
Allocations 1321 48 130.1 200
Burdened opcrating income 32 A14% S1R8.8 29.0%
QY14
Actual Plan
Net revenues $226.4 100.0%: $185.3 100.0%
Cost of revenucs 465 205 422 28
Opcrating expenses 554 245 45.1 243
Allocations 400 d237 339 183
Burdened operating income 5845 313% $611 24.6%
a3

Veriance

52147
(40.9)
19.4)

$i824

Variance

$41.1
(43)
(103)

61)
$204

MS 0164470 -
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International Finished Goods

Lending Products (units in thousands, revenues in millions)

FY91

Win Excel

PC Word

Win Word
BUS/Serial Mouse
Win3.0 °
DOS/GW Basic
PC Works

Mac Word

Mac Excel

Wia 3.0 Upd

Percent of net revenucs

Actual Plan Varisoce
Units Revs  3/Unit Upis Rew  $/Unit Unis Revs  3/Unit
347 $1257 S3R2 24 $8s7 82 7 3400 $50
305 1031 338 154 1026 289 “9) oS )
250  954- 381 18 sz 34 81 312 n
31 %2 10 ™ 660 % 108 262 2
7%  BS8 108 8 416 m 368 382 o -
7% 507 64 se 32 66 23 135 )]
3B M9 135 %9 424 11s @) 2 2
14 49 2% 05 247 254 W 68 0
- 88 U0 M 01 %S 262 ) ) 12
M 190 68 3 _25 o 241 165 4
56657 34934 $1m3
T4% 76%

Win 3.0, Win Exccl, Win Word, and Mice shipments accounted for 58% of the favorable variance in net

revenuces.

Q914

Win Excel

I'C Word

Win Word
BUS/Scrial Mouse
Win 3.0
DOS/GW Basic
PC Works

DOS RUPS.0
Win Excel Upd
Mac Excel

Percent of net revenues

Actual Plan Variance
Units Revs $/Unit Units  Revs $/Unit Units  Revs $/Unit
124 3405 5328 B0 S246 $307 44 3159 st
% 233 305 9% 280 2% 200 @7 15
67 22 345 48 164 341 19 68 4
189 198 104 206 186 90 an 12 "
165 156 95 124 139 112 41 1.7 1n
193 123 64 354 102 66 a9 21 (3}
62 83 133 105 120 114 43 .7 19
146 8.2 56 24 14 59 122 68 [©)]
58 (A 124 6 07 118 52 6.4 6
23 _60 27 B _14 %2 ¢ 00 s
S1643 53312 21
N% %

Win Exce], Win Word, DOS RUP and Win Excel Update accounted for 87% of the favorable variance in ’

ncl revenucs.

Product Group Revenues (in millions)

FY91

Applications
Sysiems
SPAG
Languages
Other
Adjustments
Net revenues

Actual
3573.7 64.0%
1863 208
1045 11.7
355 4.0
71 08
(11.5) (1.3)
55 1000%

Plan

$4485 63.9%

100.2 154

nus 114

326 -850

0s 0.1

CT R )
09 J000%
43

Variance
$1252
86.1
30.0
29
6.6
{61

s 0168471 .
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International Finished Goods

Q914
Actual Plan Variance
Applications 51512 66.8% S1285 694% 2.7
Systems 45.1 19.9 280 15.1 171
SPAG 29 10.1 213 115 16
Languages 6.9 30 88 4.7 (19
Other 29 13 0.1 0.1 28
Adjustments 08 0D 00 08 a2
Net revenues $226.4 100.05% $185.3 100.0% s
Net_Revenues (in millions)
Y91
. Bxchange
Net Operations Rate
EUROPE Actual Plan Variance Variance Variance
France $220.0 U.6% $1482 28% S N8 $ 559 $159
Germany 2129 238 1354 208 ns 608 16.7
England 4 89 603 93 19.1 : 111 80
Nordic Region 68.7 7 522 80 165 127 a3
Benclux B4 39 4.7 38 107 87 20
laly .37 as 281 43 56 34 22
Switzerland 43 27 213 a3 30 03 27
Spain . 139 1.6 104 16 s _22 13
w83 710 4806 39 7.7 1551 526
JCON
Canada 56.0 6.2 492 76 68 6.1 0.7
Alricaflndia/Middie East 109 12 59 0.9 50 50 -
Mexico 6.3 0.7 65 1.0 (02) (02) -
Brazil 58 0.6 10 1.7 (5.2) 52) -
Venczucla 15 02 12 02 0.3 .03 -
805 _89 D8 4 —e7 60 2
Japan 552 6.1 433 65 119 48 21
Avustralia 543 6.1 394 6.1 14.9 116 33
Singapore 49 05 25 04 24 24 -
Korca 29 03 a3 05 04) (0.4) -
Asia Pacific 25 03 1.7 03 08 08 -
Redmond Taiwan 21 02 08 0.1 13 13 -
Taiwan _1s_ _02 19 _06 (24) (%)) {0.))
1234 13 M9 1S 285 182 103
Redmond operations 34 04 1.6 02 18 s —_
Total Inicraational ROW 2073 230 170. 261 370 260 11.0 -
$895.6 100.0% $650.9 100.0% $244.7 $181.1 $63.6

Net revenues for International Finished Goods grew 829% from FY9. The European subsidiarics grew
00% while the International ROW subsidiaries grew 59%. Key contributors to the $403.1 million increase
were Germany (51122 million), France ($100.4 million), England ($37.6 million) and Japan ($23.0 million).
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International Finished Goods

The favorable net revenue variance for FY91 was the result of higher than planned product shipments
(74%) and favorable exchange rate variances (26%). All of the subsidiaries performed at a higher Jevel
than plan except Brazil, Taiwan, Korea and Mexico. These latter subsidiaries were affected by aggressive
sales forecasts which did not materialize due to a combination of economic conditions, piracy issues and
immature market development. In addition, both Mexico and Taiwan had general manager turnover which
may have affected achicvement of the plan.

Q914
Bxchange
' Net Operations Rate
EUROPE Actual Plan Variance Variance Variance
France s 517 28% - $ 424 29% $93 3104 $(1.1)
Germany 467 206 369 199 98 105 ©7n -
England . 193 &8s 168 9.1 25 21 04
Nordic Region |, 148 65 143 27 0s 08 (03)
Benelux 92 4.1 72 39 20 24 (04)
haly 88 a9 8s 46 03 04 ©.1)
Swizerland 66 29 59 32 0.7 0S5 02
Spain 43 2 _34 18 09 o8 -0
‘s 32 e 20 719 09
1CON
Canada 181 8.0 158 85 23 20 03
Alrica/India/Middle East 40 18 16 09 24 24 -
Mexico 1.6 0.7 1.7 09 (0.1) (0.1) -
Brazil 05 02 35 19 (3.0) (30 -
Venczucls _04 ! 03 02 03 03 =
26 09 29 J24 7 Y 03
FAR EAST & JAPAN
Avsiralia 19.3 85 12 6.0 81 22 09
Japan 162 72 118 64 44 26 18
Singapore 15 0.7 0.6 03 0.9 09 -
Korea 1.0 04 1.1 06 (0.1) 1) -
Asia Pacific 0.7 03 05 03 02 02 -
Redmond Taiwan 04 0.2 0.1 0.1 03 03 -
Taiwan 02 01 12 _06 (1.0) (1.0) -
93 11 265 143 128 01 21
Redmond operaiions 1 _os o5 _02 06 Y =
Total Jnicrnational ROW _650. _288 _499  _269 15 J21 30
264 J00%  SES3 J00% sl $400 511

In 091-4, 66% (527.2 million) of the favorable variance came from Germany, France, and Australia.
Substantially all of the Q91-4 variance was the result of operations performance rather than exchange rate
differcnces. Australia grew 72% from Q91-3, and represented 63% of the total quarterly growth of
Intcrnational ROW, .

Europc’s 091-4 net revenucs decreased 19% from Q91-3. During that time, the dollar strengthened 12%
10 14% against the major European currencies. The significant decrease in Q91-4 European net reveaues
was causcd by the strengthening dollar coupled with a recessionary European cconomy.
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International Finished Goods

Cost of Revenues

FY91 .
Actual Plan

Sales Weighted Sales Weighted

Mix - Cost Lost Mix Lost Lost
Applications 632% 112% 70% 683% 128% 88%
SPAG 115 22 37 n3 315 42
Systems 205 215 44 153 206 i1
Languages 39 193 07 50 20.1 1.0
Other _09 240 _02 _o1 - 84 _0)
Product cost - gross  100.0% 160% 30005 172%
Effcct of adjustments
o ! : 119 31

. uct cost - net
Je4% 3%

The favorable FY91 COGS variance was due to lower than planned product costs for all product groups,
cxcept Systems. Significant cost reductions in Applications and SPAG more than offsct the effect of the
shift in salcs mix to Systems, which had higher than planned product costs.

Q914
Actual Plan

Sales Weighted Sales Weighted

Mix Cost Lost Mix Lost Lost 1
Applications 66.0% 10.0% 6.6% 68.8% 127% 8.7%
SPAG 100 313 31 114 374 43
Sysicms 19.7 2.0 45 150 196 29
Languages 3.0 211 0.6 47 202 1.0
Other 13 207 03 0] 76 A |
Product cosl - gross 100.0% 15.1% 200.0% 170%
Effect of adjustments <101 £1.00
Product cost - net 153% 171%

The favorable variance was due to lower than planned Applications product costs and a shift in sales mix
away from lower margin SPAG. The Applications’ variance was partially due 1o higher than planned MLP
salcs. This was partially offset by higher than anticipated Systems sales and product costs.
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International Finished Goods

erating Expenses (in millions)

FY91
EUROPE Actual
Germany S 404
France 39.2
England 230
Nordic Region T 164
Benelux 85
Italy 81
Spain 52
Switzerland _44
. 1452
Jcon
Canada 9.7
Brazil a8
Mexico 25
AlfricaflndiafMiddle Cast 0.7
Venczucla 03
: J20
FAR EAST & JAPAN
Australia 128
Japan 127
Korea 09
Taiwan 06
Singapore 0.6
Redmond Taiwan 04
Asia Pacific 01
28)
Redmond operations 38
Tota! International ROW 489
51941
Marketing
Employee recruiting <
Bad dcbt expense
Rent & wtilities
Other

Plan
$ 513
33
34
75
1092

a——

174.7

Exchange
Operations Rate
Variance = Vasiance
15) $ (25)
17 25
(26) (22)
(14) ©.7
(09) (0.4)
(02) (05)
Q2 (0.4)
s (0.4)
R LD
09 1)
(05) -
(0.6) -
()] -
01 -
02) [TE))
(15) (08)
Qs) 15)
03 -
0.6 -
02 -
(04) -
03 _—
ns (2.4
f02) S
29 23
o) 50122)
Variance
$ (9.4)
36)
(3.0)
5)
.09 -
$0194)

Operating expenscs for FY91 were higher than plan due to an unfavorable exchange rate variance of $12.2

million and a $7.2 million operations variance. Germany,

England, and Japan were primarily responsible

for the $9.4 million marketing variance which occurred almost cntirely in Q91-4 ($7.6 million). The
employce recruiting variance occurred principally in France and Germany ($2.7 million) and was related to
difficulty in attracting qualificd employces because of the tight labor market. The bad debt expense
variance was caused by a $1.2 million accrual at Corporatc beadquarters during Q91-3, to safeguard against
cconomic conditions in Mcxico and Brazil. The rent and utilitics variance was caused by occupying new
facilitics while continuing the lease obligation in vacated facilities in France and Japan.
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“International Finished Goods
Qperating Expenges (in millions)
Q914

EUROPE Actual Plan
Germany $128 $100
France 111 98
England 65 42
Nordic Region 49 31
laly 5 21
Benclux 25 18
Spain 18 10
Switzeriand A2 4
a3 334
ICON
Canada 23 28
Brazil 10 09
Meziro oS s
AfricafIndiafMiddic East 02 a1
Venczwela 01 _o1
s Y]
FAR EAST & JAPAN
Australia 48 29
Japan 38 25
Korca 03 03
Singaporc 03 02
Taiwan 02 03
Asia Pacific 0.3 0.1
Redmond Taiwan 01 —
28 ~£3
Redmond operations (2.0) 0
Toua! International ROW J21 na
s5s4 451
Actual
Marketing $194
Marketing accrual (25)
Employee recruiting 18
Payroll & payroll taxcs 15.7
Other 180
$554

The 091-4 marketing variance is the result of incremental
unplanned overspending, and slippage of budgeted expenditures from prior quarters. The

accrual variance represents b

he reversal of amounts accrued io

Net Operations
Variance Variance
sy 36D
(13) (1)
@3) *2)
(%)) (19)
04) (05)
) (08)
©5) ©.7)
o2 02
09 {105
0.1 02
@) (CR))
@ o)
£ =
[¢%)) (1.6)
a3) (09)
(o-.-a) ©.1)
0.1 0.1
&y e
063 06
Y 30
04 04 -
10.3 $(10.1
Plan Variance
118 $(7.6)
- 28
05 13)
14.7 {1.0)
159 f2.1)
451 ${103)

funding approved during mid-year reviews,

prior periods due to the slippage

expenditures. “The recruiting variance reflects the 16% increase in hea“count during the quarter.
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marketing
of planned
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International Finished Goods

As a Percent of
Total Total
Headcount Actual Plan Variance Operating LChannels
June 30, 1991 15713 1531 42) 212% 40.7%
March 31,1991 * 1,380 1,204 (176) 210 40.7
December 31,1990 * 1,258 1,401 143 209 . 413
September 30, 1990 * 1,063 1,208 145 194 9.7

June 30,1990 * 974 969 (O] 196 403 °
* Actual and plan have been restated from prior‘BOD reports to exclude development headcount.

location

Actual allocations were close to plan for FY91. As a percentage of nct revenues, allocations were 52% less
than plan due to higher than planned net revenues. :

091-4 allocations were $6.1 million higher than plan. Significant variances occurred in Applications ($2.5
million) and International R&D ($1.4 million). )

Burdened Operating Income

FEY91 burdened operating incore of $371.2 million was 97% higher than plan. Net revenues exceeded plan
by 38% while COGS operating expenses and allocations were below plan as a percentage of revenue.

1091-4 burdened operating income was 32% higher than plan. COGS and allocations, as a perccntégc of

net revenuces, were under plan by 2.3% and 0.6%, respectively. Operating expenses as a percentage of net
revenues were 0.2% higher than plan resulting primarily from marketing expenses during the quarter.
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“USSMD

Comments

FY91

Record revenue growth and operating income were achieved due to favorable market acceptance of
Windows applications and strong demand for Win Excel and Win Word Upgrades. Windows and Windows
applications accounted for 46% of USSMD’s gross reveaues.

The DOS RUP was nnnMced June 11, 1991. The RUP launch was even more successful than FY9's
introduction of Win 3.0.

The $129 competitive upgrade program increased market penetration for Win Excel and Win Word.

Q914

Record net revenue and operating income were achicved due to the DOS RUP introduction and continved *
demand for Windows applications.

The DOS RUP shipped 781,500 units, becoming our first operating system directly marketed to end users.

The Win Excel and Word competitive $129 upgrade program continued to create strong demand. Due to the
impressive results of this program, Phase IT was kicked off with a 1.5 million piece direct mailing on July 8,

1991.

Mac Excel 3.0 shipped in March, generating $9.6 million in revenue.

Results of Operations (in millions)

Y9l
Actual Plan Variance
Net revenues §563.3 1000% $453.0 100.0% $1103
Cost of revenues 1239 220 1074 27 (165)
Operating cxpense 1615 . 28.7 1545 3.1 (7.0)
Allocations J208 214 mo 2S5 (98)
Burdened operating income $157.1 219% $ 801 1.1% o

USSMD FY91 gross revenues were 27% above plan with GUI revenues accounting for 87% of the positive -
variance. Net revenue growth from FY90 to FY91 was $205 million or 57%.

Q91-4
Actual Plan Variance
Net revenues 51773 100.0% 51338 100.0% 3435
Cost of revenues 374 211 30,6 29 (68)
Operating expense 395 223 361 210 (349
Allocations 366 206 286 213 {8.0)
Burdened operating income $638 260% $38S 288% $25.3

Lead by strong Application and Systems sales, Q91-4 net reveaucs surpassed plan by 33% aod Q90-4
revenucs by 72%.

MS 0164478
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USSMD

Leading Products (units in thousands, revenues in millions)

Fyo1
Actual Plan Variasce
Units Revs  $/Unit Units Revs  3/Unit Units Revs  §/Unit

Mouse 1,059 $ 951 590 876 $723 S8 183 28 s 8
Win Excel 250 578 231 212 413 3 38 105 8
Wis Word 291 56.9 196 219 476 218 7 93 )
Win 3.0 ' 645 465 7] 565 406 n 80 59 -
DOS RUP .2 425 54 212 8.7 41 570 138 13
Mac Word 1M 316 163 196 118 13 @) 22) 10
Mac Excel 344 294 204 150 216 184 (O] 13 2
Win Excel Upg 210 <X 109 - - - w - - -
Win Office 49 29 L ¥/ 9 " 44 £k 40 185 (1)
Win Project s 193 349 2 20 351 33 J13 2

sis0 s%03 $147
Percent of net revenucs 1% 5%

Windows applications dominated the FY91 sales charsts with 5 of the top 10 USSMD products. The
Microsoft Mouse shipped over one million usits and surpassed plan by 21%. This positive variance was
due primarily 1o strong sales for Windows/Mouse and Paintbrush/Mouse bundles. Leveraging off Win 3.0
salcs and the slippage of competitive Windows applications, Win Excel and Win Word exceeded plan by
22% and 20%, respectively. Win and Mac Ward per unit revenues were below plan due to a shift in sales
mix to the deeply discounted education channel. The DOS RUP, released during the fourth quarter, was
388% above plan. The $129 Win Excel/Win Word upgrade direct mail program was targeted at users of

_competitive products (ie., Lotus 1-2-3 and Word Perfect) by providing an inexpensive upgrade to MS

Windows applications. The program generated $34.3 million in revenues. FY91 Win Exce! units surpassed
FY90 units of 153,000 by 66% included UPGs. Win Office on a $/unit basis was below plan due to April's
reduction in SRP from $995 to $750.

Q914
Actual Plan _Vasiance
Units Revs  $/Unit Units Revs  $/Unit LUnits  Revs  3/Unit

DOS RUP 752 $425 $ 54 80 $33 sS4 702 $392 $13
Mouse 21s 192 .89 216 179 83 )] 13 6
Win Excel 60 133 220 52 16 23 8 17 . @
Win Word ] 128 82 61 134 221 9 ©.5) 39
Win 3.0 170 122 ” 208 153 kL (38) @1 @
Mac Excel 54 ne 20 37 71 1M 17 48 26
Win Office 27 19 445 3 17 513 % 102 (68) )
Mac Excel Upd 90 100 11 9 07 » 81 93 R
Win Excel Upg 9 100 109 - - - 91 100 109
Mac Word 46 16 166 51 105 209 ) 29 (43)

sisi4 815 889
Percent of nel revenues 8% %

Q91-4 revenues were bolstered by the extremely successful launch of DOS RUP, which accounted for 21%

of gross revenues. The Win/Mouse bundie accounted for 37% of Mouse revenues in Q91-4 compared to
a planned 25%. The Ballpoint Mouse was introduced during Q91-4, posting revenues of $12 million

comparcd with a plan of $618,000, a 50% favorable variance. Win and Mac Word were under plan on a

0164479
2 . e cg‘_%'srmz'!ﬂm
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USSMD

$/unit basis due to a shift in sales mix to schools where the product is dezply discounted. During Q91-4 the
SRP for Win Office was revised from $995 to $750 resulting in a ncgative $/uxit variance. The SRP for
Mac Excel updates was revised from the budgeted $99 to $129, accounting for the positive $/unit variance.

Product Group Revenue (in millions)

FY91

The Applications variance reflects robust Windows applications d
was partially offset by the unfavorable variance in DOS applicati
shipments contributed to the 55% favorable Systems plan variance.
27% due to slippage in the ship date for Professional C 7.0 and Profession

Applications
Systems
SPAG
Languages
Adjustments
Net revenues

Actual

$383.6
1065
920
230

(468)
$5633

68.1% $3012
189 685
172 780
41 | a7
(8.3) (264)
1008 $4530

Plan

665%

151

172
70

(38)

100.0%

emand ($91.8 million over plan) which
ons ($89 million). Strong DOS RUP .
Language revenucs were below plan by
al FORTRAN from March until

Junc. Revenue adjustments exceeded plan due to volume driven rebates and a $9.0 million unplanned sales
return provision.

Q914

Applications
Systems
SPAG
Languages
Adjustments
Nct revenues

$1164
565
206
56
£18)
)

Actual

65.7%

318

11.6
32

(12.3)
100.0%

Plan
$85.7 64.1%
239 178
19.7 147
118 838
3 54)
38 100%

Yariance

$30.7
326
0.9
(62)
(14.5)
3

Q91-4 mirrored the year with Windows applications and DOS providing the lion’s share of the revenue.
Revenue adjustments ($12.0 million in rebates and $9.6 million in returns reserve provision) partially offset
\he revenuc variance. Rebales varied unfavorably from plan by $4.8 million due to revenue volume and a
shift in the sales mix to direct accounts which receive rebates (80% versus plan of 76%). Based on the
unplanned Q91-4 increase, the sales returns provision varied unfavorably from plan by 5% of net revenues..-

Customer Classification Revenues (in millions)

FY9 (0,4 ]
Sales Percent  Discount % Sales  Percent  Discount %
Distsibutors/Franchisors $2929 48.0% 458 $ 861 432% 458
LVRs/Major Chains/Jobbers 198.1 325 42.9 71 36.7 42.1
End User 437 72 257 170 85 137
Corporate Accounts 262 43 511 8S 43 540
Education 18.1 3.0 490 53 26 544
Value Added Reseliers 156 26 598 k¥ 19 626
Government 133 22 4.0 47 24 427
Other 21 _02 536 07 _04 95
Gross revenues 56100 100.0% 4.7% $199.2 100.0% 43.9%
MS 016448
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USSMD

The large volume of DOS RUP products sold to major chains during Q91-4, particularly Egghead, shifted
the sales mix away from Distributors/Franchisors as is reflected in the variance between FY91 and Q91-4.
Q91-4 End User revenue consisted primarily of Mac Excel Updates ($5.0 million), Win Excel Upgrades
($4.6 million) and Win Word Upgrades ($3.5 million). Q91-4 Corporate Accounts discounts increased by
1.7% from Q91-3 levels due to deep discounts offered to Ernst & Young. Education revenue represents
only direct sales to educational institutions. Q91-4 total Education channel revenue (including AED
revenue imbedded in distribution and IBM ACIS) was $11.8 million. Revenuc from the Government
chanpe! consisted of $3.1 million through Government Distributors, $1.0 million through dircet sales to
state and local governments and $559,000 to government integrators.

Significant Customers (in millions)

o4 o3 Qu2 Qo Qo

Ingram Micro S 457 $ 36 S 394 $ 3.7 $282
Egghead 368 178 19.1 120 181
Merisel 328 25.6 254 233 146
Soft Warchouse 94 = 54 . 34 41 al
Corporatc Software 93 53 5s 40 28
Sofiware Spectrum 24 45 28 6.7 29
Softman 40 22 27 27 15
Compuicriand 38 4.7 55 a2 38
IBM a7 a0 0.6 1.7 04
800 Sofrware _32 2} _17 _16 14

TR T S TS S T"T SR Y.

Pcreemt of gross revenue B% 4% n%e % I5%

Sales to USSMD’s top 3 customers accounted for 58% of gross revenues. The Q91-4 results are somewbat
skewed by the DOS RUP. Egghcad mounted a major promotion behind the RUP and purchased $17.1

million of product. Overall DOS RUP accounted for 46% of Egghead sales, 27% of Merisel sales and 21%
of Ingram Micro sales.

Cost of Revenues

Q914 21.1%
Q91-3 219%
Q912 23.0%
Q-1 24%
Q904 23.4%
Q91-4
Actual Plan
Sales Weighted Sales Weighted
Mix Cost Cost Mix Cost Lost
Applications 5855 10.9% 64% 60.5% 11.0% 6.1%
SPAG 104 320 a3 139 36.0 5.0
Languages 238 154 04 83 16.0 13
Multimedia - na2 - 04 88 T -
Sysiems 233 155 _44 169 18.7 32
Product cost - gross 1000% 145 _1_@_._0% 16.2
Effcct of adjustments x1124 x1059
Product cost - net 163% J1%
MS 0164481
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TUSSMD

While all product cost percentages except Multimedia, which had minimal salcs, are under plan, the
weighted product cost variance is primarily due to a change in product mix. Explosive sales of high margin
DOS RUP, which had below plan product costs and discounts, were responsible for the shift in product
mix. Systems' COGS also benefitted from the slippage of low margin Window 3.1 updates. SPAG’s
favorable variance is primarily due to lower-than planned product costs on all Mouse products and sales
mix, which favored our established Mouse with Windows SKU'’s over the lower margin Naked Mouse. The
cancellation of the lower margin Font products and the constraincd sales of the Ballpoint Mouse also
positively affected SPAG's product cost percentage. These favorable variances were partially offset by
higher than planned reveoue adjustments. Royalty expense of $969,000, 0.5% of net revenue, is below plan
of $1.9 million and 1.4%. This favorable variance is primarily duc to 2 planned royalty on Mail products
that did not materialize duc to the acquisition of Consumer Software, lnc.. Flight Simulator and COBOL
royalties are below plan due to lower than planned sales.

Operating Expenses (in millions)

FY91
Actunl Pian Yarlance
Marketing $ 64.7 $ 60.6 $(4.1)
Marketing fund & incentive programs 169 153 (1.6)
Travel & enteriainment 85 71 (14)
Other N4 LX) 01
sieLs sises )

Marketing expenses for all product groups (with the exception of Languages and Eatry) were over plan.
Significant markeling variances occurred in Analysis ($2.6 million), Graphics ($1.0 million), SPAG
(5496,000) and Data Access ($445,000). The unfavorable marketing variance in Analysis was due to
incremental funding for Win Excel. Due to higher than planned revenues, Marketiog Fund and Iacentive
Programs were above plan in terms of absolute dollars, though as a percent of net revenues actual expenses
were 3.05s compared to a planned 3.4%.

Q91-4
Actual Plan Yariance
Marketing accrual $(14.9) S - $14.9
Marketing 253 109 (144)
Marketing fund & incentive programs 64 49 as)
Other - 21 203 el
533 261 364

SPAG marketing was over plan by (515 million) due to the Ballpoint and Mouse push. In Q91-4, a”
reversal of $14.9 million in accrued marketing expenscs was made. Q91-4 marketing expenses for all

product groups (with the exception of Graphics) were over plan. Unfavorable marketing variances

occurred in Analysis ($4.4 million) due to the Win Excel 3.0 launch ($3.0 million), and Win Computing

(51.0 million). The unfavorable marketing variances in Office ($4.4 million) were due to timing differences

for Win Word (513 million) and Mac Word ($660,000) programs. Windows marketing was over plaa by

$1.9 million due to incremental funding for Windows World and the Windows Chbampions promotion. The

marketing fund variance was due to higher than planned reveaues. :

MS 0164482
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USSMD

As a Percent of
Toul Toul

Headcount Actua) Plan Varian Operating Channels

June 30, 1991 828 84 16 . 11.1% 214%

March 31, 1991 m 844 67 138 29

December 31, 1990 17 783 3% 124 4S5

September 30,1990 714 - ™m 59 131 27 -

June 30, 1990 629 610 19 126 260

Allocations

FY91 allocated expenses exceeded plan in absolute dollar tesms, but were favorable to plan as a percentage
of revenues. Significant unfavorable dollar variances included PSS ($4.1 million), Corpcom ($12 million)
and Systems ($1.1 millioo). :

Q091-4's unfavorable variances occurred in PSS ($3.0 million) and Applications and Systems ($1.5 million
and $690,000 respectively).

Burdened Operating Income

FY91 burdencd operating income was an impressive $77.0 million over plan, primarily due to strong
Application and Systems revenuve and lower than planned COGS. Burdened operating income was 27.9%
compared to 18.1% in FY90,

Q091-4 burdened operating income was 36.0% of net revenues or $25.3 million above plan, lncreased
demand for Windows applications, the DOS RUP introduction and lower than planned COGS contributed
to a very successful quarter.

MS 0164483
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Worldwide OEM

Comments

FY91

Win 3.0 revenue continued to ramp and grew steadily as a percentage of total Worldwide OEM revenues.

Finished Goods sales to Domestic OEMs continucd 1o increase,

producing $38 million of revenue in FY91

compared to $20.9 million in FY90. Sales of Mouse products ($18.7 million) and packaged MS-DOS sales
($15.8 miltion) accounted for the majority of this revenue.

Q4

MS-DOS Version 5.0 licenses were signed with virtually every significant OEM, belping to make this the .

Company’s most successful product launch ever.

“IBM revenues for Q91-4 were $16.1 million, $14.9 million greater thao the plan. Much of this revenue
resulted from catch-up LAN Manager and OS/2 reporting by IBM.

Results of Operations (in millions)
FY91

Net revenues

Cost of revenucs
Operating expenscs
Allocations

Burdencd operating income

Q91-4

Net revenucs

Cost of revenues
Opcrating cxpenses
Allocations

Burdened operating income

Actual
3314 100.0%
226 6.7
M3 101
850 252
%7 30
Actual
$110.3 100.0%
74 6.7
9.0 8.2
S 222
3694 62.9%
——

wFlan___
GB7  100%
127 39
321 99
23 86
sees Si%
Plan
$82.6  100.0%
3.6 41
8.7 99
235 29
$518 $9.1%

Variance

$13.7
(59)
(20)

$9.1

Variance

5227

(38)

(03)

{1.0) . -
s16
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Worldwide OEM

Leading Products

$120,000,000

$107.3 million

$100,000,000 +
' $80,000,000 4
"$60,000,000 1
540,000,000 4+

$20,000,000 1

50 -
Q90-4 Q91-1 Q91-2 Q91-3 Q914

K DOS 3 WINDOWS B NETWORKS B SPAG [0 OTHER

MS-DOS revenue grew by 16% in FY91 to $218.1 million. This revenue growth was attributable to 10%
higher unit sales combined with an increase in revenue per unit sold. Average MS-DOS royalty ratcs are
rising as smaller OEMs, with higher royalty rates, capture greater market share.

Win 3.0 spurred a 116% jump in total FY91 Windows revenue of $46.0 million. Higher Windows royalty
rates coupled with a 29% increase in unit sales generated this performance, During FY91, approximately
one unit of Windows was reported for every five MS-DOS systems that were reported shipped by OEMs.
Networks revenue of $27.0 million was nearly double the amount recorded in FY90. LAN Manager
royalties produced the majority of this growth, with revenue of $21.1 million in FY91 compared to §7.1
million in FY90. Revenue from both IBM and DEC was strong, including some catch-up reporting from
IBM.

Mouse products rode the coattails of Windows, with revenue reaching $18.7 million. FY90 revenue was
only $3.8 million.

MS 0164485
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" Worldwide OEM

Net Revenues (in millions)

Domestic

Licensing
Packaged Goods
Gross domestic revenue

Domestic revenue adjusiments

GAAP accrual
Prepaid rescrve accrual
Total adjustments

Net domestic revenue

Intemational

International ROW
Japan
‘Taiwan
Korea
Asis Pacific
Redmond operations
Mexico
Canada
AIME
Brazil
Singapore
Australia
Venezuela
MS Redmond Far East

Furo)
Germany
haly
England
Nordic Region
Benclux
France
Switzerland

Spain

Gross Int'l revenue

Int'l Revenue adjustments

GAAP accrual

Prepaid reserve accrual

Total adjusiments

Net Int’l revenue

PY91
Actual Plan Variance
31619 $135.0 $26.9
319 26 183
199.8 156.6 422
(28) - (28)
{10.0) — 10.0)
me = a2®
1820 1566 304
525 60.1 (1.6)
213 243 30
189 181 08
42 23 19
as 31 04
20 1.6 04
14 08 0.6
12 0.6 0.6
11 14 (03)
0.8 02 06
0.7 0.6 0.1
01 = 03
1137 1131 06
20.0 19.1 09
15.1 129 22
10.9 25 34
93 69 24
5.0 3.0 20
43 41 02
01 _0s (04)
617 340 107
1784 1671 n3
(75) - 15)
205) _ 203)
(280) i {28.0)
1504 1611 {167
$374 07 8137

million GAAP accrual adjustment and a $30.5 million additi
these adjustments, Worldwide OEM gross revenue of $378.2 mi
gross revenuc was 128% of plan, and loternational OEM gross revenue was 107% of plan.

59

Q914
Actual  Plan  Varsiance
$524 $376 $148
J27 S2 1S5
651 A28 23
0.7 - 07
& = W
£58 28 B9
213 155 58
106 13 a3
30 48 (18)
16 06 10
13 10 03
06 04 02
04 02 02
03 01 02
02 04 ©2)
02 01 0.1
03 02 0.1
01 —= L1
29 306 23
78 52 26
55 33 22
21 20 01
41 17 24
09 08 01
04 10 (06)
— 02 f02)
208 14 56
Lo1 “3 159
(102) - (102)
(60 = £69)
(16.2) = (162)
445 448 03
s1o2 816 227

FY9] Worldwide OEM net revenues were 4.2% higher than the plan. These reveaucs includ

ed a $iC.3

on to the prepaid balance reserve. Absent

Hlion was 117% of plan, Domestic OEM
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“~  Worldwide OEM

Significant Customers (in millions)

FY9 014
Actual Plan Variance Actual Plan  Variance

IBM : SU8 $ 46 $202 $16.1 $12 $149
Compaq 147 131 16 59 a7 22
Unisys Corp. 129 121 08 51 47 o4
Olivetti 128 110 18 47 29 18
NEC 126 122 04 55 24 31
Zenith 110 89 21 25 22 03
Toshiba 104 129 (25) 29 a7 (08)
Fujitsu 10.0 100 - 25 25 -
SCo 84 83 01 20 21 (.1)
AST 76 47 29 22 13 09
American Tel. & Tel. 24 54 20 11 20 0.9
Datatech 13 16 53 42 - 42
Epson 73 76 (03) 4s 10 as
Gateway 2000 72 33 39 28 08 20
NCR 68 55 13 20 1.6 04
Nokia 68 45 23 1.7 1.1 0.6
Siemens Nixdor{ 68 65 03 1.6 13 03
Samsung 58 43 15 15 1.0 05
Dell 50 40 10 135 .12 63
Compuadd 47 45 02 13 11 02
Other Customers 1879 177 92 542 4938 44
Gross Revenue 37182 3.2 545 1258 B1.6 382
Revenue adjustments + {40.8) — (408) 01535) - 155)

Net revenue 53374 $3237 §137 $1103 3816 3227

During FY91 the Domestic channel experienced steady growth in MS-DOS licenses and systems shipped
(595.8 million versus $81.6 millioa in FY90), partially as a result of increasing European market peactration
by domestic OEMs such as Compaq, Tandon, AST, and Dell. Every significant domestic OEM bas beea
licensed for MS-DOS 5.0. Although several OEMs have been converted from packaged product to royalty
licenses, finished goods MS-DOS remains stable ($15.8 million in FY91 versus $13.9 million in FY90). New
Windows licenses and higher royalty rates resulted in a 153% increase in Windows revenue from FY90.
OEMs reported Windows royalties on 28% of systems shipped with MS-DOS. Key OEMs in the Win 3.0
camp include Zenith ($3.3 million), Unisys (§2.1 million), Gateway 2000 (520 million), and Compuagdd
(515 million). In conjunction with the increase in Windows licenses, OEM Mousc sales increased
dramatically, from $3.8 million in FY90 to $18.7 million in FY91. During Q91-4, Compaq spearheaded a
successful promotion offering a Ballpoint Mouse with the purchase of its laptop computers, resulting in the
sale of 47,000 Ballpoint Mice. 1BM's $14.9 million favorable variance for the quarter results from revised
royalty reports from inception to date for LAN Manager and OS/2 and unbudgeted fees relating to NT and
Win 3.0.

MS 0164487
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Worldwide OEM

In Europe, Q91-4 licenses were predominantly for MS-DOS 5.0. Vobis, previously the largest DRI DOS
OEM in the world, licensed MS-DOS 5.0 and Win 3.0 this quarter, resulting in unbudgeted UPB billings of
$1.9 million. They were the first OEM in Germany to ship MS-DOS 50. Overall, the FY91 growth in
European OEM sales has been flat due to restructuring of the market and competition from lower-priced
Far East and U.S. clones. This has led to consolidation of the OEMs, including the merger/acquisition of
Victor/Tandy and Fujitsu/Nokia/ICL. The larger OEMs such as Siemens Nixdorf bave given up market
share to smaller OEMs such as Schmitt, Schnelder, and Vobis. Nevertheless, Microsoft's OEM reveaucs
have increased due to the licensing of the smaller OEMs at higher royalty rates and conversion of packaged
product customers to royalty licenses.

In the Far East, OEMs bave been rethinking their marketing strategics due to the fact that export business
is down. Many of the Q91-4 variances in the Far East resulted from UPB billings associated with new
agreements (see UPB scction). Acer had a $1.2 million unfavorable variance as a result of PPB concessions
permitting recoupment of a prior PPB and dclaying billing of a minimum commitment until Q92-2. Timely
localization of MS-DOS 5.0 and Win 3.0 has contributed to the successful licensing effort during the year. |
The Korcan FTC investigation into our per processos licensing is continuing, resulting in some unfavorable
publicity but no tangible financial impact during FY91. In JCON, progress is being made with the Indian
government to permil payment of OEM fees. It is anticipated that FY92 will sce the paymenot of
outstanding reccivables, reporting of additional shipments, and the signing or renewal of Indian licenses.

Other significant variances from plan for ©91-4 included the following:

NEC - Revenue includes $1.3 million in unbudgeted Win 3.0 sales. MS-DOS revenue was also
significantly above plan primarily due 1o the timing of NEC’s royalty reporting.

AST - Unbudgeted Mouse sales of $470,000, combined with MS-DOS royalties which were $305,000
greater than plan, created the favorable revenue variance. .

Datatech - A new MS-DOS agreement resulted in UPB billings that were $3.2 million greater than
budget. Actual MS-DOS shipments of 71,000 units were 48,000 greater than plan, adding $809,000 to
the favorable variance.

Epson - This favorable variance was attributable to minimum commitment billings triggered by an
amendment to Epson’s master agrecment.

Gateway 2000 - Mouse, MS-DOS, and Windows revenues were $1.1 million, $493,000 and $421,000,
respectively, above budget. Gateway ships these products with all its systcms.

At the end of FY91, the gross Prepaid Balance (PPB for worldwide OEM customers was $170.4 million, a
$4.6 million increasc from Q91-3. This increase results from positive UPB ($11.0 million) net of

. approximately $6.4 million that is no longer available for recoupment (c.g-, liccnse agreements that have
expired). Included in the $6.4 million figure is $14 million relating to SMT Goupil, which declared
bankruptcy this quarter, and $1.2 million relating to an expired agrecment with Novell.
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Worldwide OEM

Prepaid Balances (in millions)

June 30, 1991 March 31, 1993

Fujitsu LTD $189 $1713

Samsung Electronics 59 44

NCR 59 s1

Hitachi LTD . 51 53

Epson 50 ) 10

3CoM 47 52

Sanyo Electronics 45 33

Schneider Rundfunkwerke 43 37

Zenith 36 37

Acer s 46

. Olivetti Spa 34 43

Mitsubishi Electronics 32 22

Sun Microsystems 31 28

Datatech 30 02

Copam 28 a3

Other 98 994

Gross 104 1658
Reserve (419) £350)

Net prepaid balance $1294 51308

Because prepaid balances can be recouped with royalties from products shipped in succeeding quarters,
prepaids reduce the amount of revenue we will recognize related to future customer shipments. On the
other hand, prepaid balances not only smooth the reveoue stream somewhat, but, in the face of increasing
compctition (Novell/DRI, IBM), make it costly for a customer to move to 2 competitor.

Prepaid balances sometimes become large when an OEM cither overcommits on expected shipments or
commits 10 2 softwarc product like OS/2 that does not do as well in the market as anticipated. When a
sizable prepaid builds up, there is a possibility that the OEM will request some type of revenue concession
relating to it. Microsoft’s response to these requests has been to negotiate an agrecment where both
parties receive value. Normally, any concessions are prospective and are not on 2 dollar for dollar basis.

Typical methods of reducing prepaid balances include modifying single-product (MS-DOS, 08/2) licenses
to cover multiple products; adding product without increasing minimum commitments; reducing future
minimum commitments and increasing corresponding royalty rates; or extending the term of the agreement
with a reduced minimum commitment or no new commitment. For example, an OEM may be allowedto
recoup the prepaid balance by adding Windows to the license without additional minimum commitments,
resulting in faster recoupment of the PPB for the OEM and more Windows sockets for Microsoft.

In analyzing the risk of future concessions associated with current PPBs, we asked Joachim Kempin, Vice
President OEM Sales, to define categories of risk and categorize OEM customers as of June 30, 1991. The
following chart represents the results of that inquiry: :
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~ Worldwide OEM

46%
$79.2 million

%%

$61.4 million {3 NEGLIGIBLE RISK

(] LOW RISK

B GREATER RISK

(Note: Percentages in the chart are based on Gross PPB.)

Kempin defines the Negligible Risk category as tbose OEMs for which concessions have already been
made, such as NCR and 3 COM, or for which no concessions are anticipated, the Low Risk category as
having the potential of concessions affecting up to 20 percent of the PPB amount and the Greater Risk
category as having potential of up to 50 percent. This asscssment suggests a revenue exposure of $§27.2
million (529.8 x 50% + $61.4 x 20%) against a rescrve of $41.0 million. However, of the greater risk
OEMs, Fujitsu is now secn as a significant risk because of the magnitude of its prepaid ($18.9 million),
which resulied from its aggressive OS/2 commitmcat, The $41.0 million reserve continues to appear
appropriate.

The reserve for future concessions relating to prepaid balances was increased by $6.0 million this quarter,
resulting in a net prepaid balance of $129.4 million, down from_$130.8 million at the end of 091-3 and

$150.1 million at the end of FY90,

Unspecified Product Billings (UPB) of $11.0 million for Q91-4 reflect due on signing and minimum
commitment billings in excess of recoupment by product-specific revenue. UPB billings associated with
several new agreements or amendments in the International OEM channe! caused the significant increase
in non-product-specific billings over the prior quarter. Nevertheless, FY91 UPB billings of $20.9 million
were the lowest since 1987, and UPB billings as a percent of revenues (55%) hit a record low. This
turnaround in UPB reflccts the effort to bring minimum commitments in linc with run rates.
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Worldwide OEM

Significant Q91-4 UPB Billings for New Agreements

Epson $4.1 million MS-DOS, 05/2
Datatech $2.3 million MS-DOS

Vobis $1.9 million MS-DOS, Works
Schmitt $1.3 million MS-DOS, Windows
Video Technology $1.3 million MS-DOS, ROM DOS
Sanyo Electric $1.2 million . MS-DOS,05/2

The quarter end GAAP accrual, decreased $9.5 million, reflecting an increase in revenue that was deferred
pending product acceptance ($6.5 million) plus a decrease from Q91-3 in the accrual for carned but
unreported royaltics ($3.0 million).

.

Operating Expenses and Aliggggkm;
FY91 payroll costs and B&O taxes were higher than planned causing a $2.0 million unfavorable operating
cxpense variance. Lower than planned R&D allocations (primarily for Systems, Networks and
International R&D) resulted in a $7.3 million favorable variance for allocated expenses.

Q91-4 operating expenses and allocations approximated plan.

Redmond Based Headcount *

As s Percent of
Total Total

Actpal Plan Variance Opcrating Channels
June 30, 1991 57 60 3 0.8% 15%
March 3%, 1991 57 59 2 09 1.7
December 31, 1990 55 57 2 09 18
September 30, 1990 50 54 4 0.9 19
June 30, 1990 46 4 ® 09 19

* The hcadcount totals represent Redmond based headcount only. Subsidiary headcount dedicated to International OEM are
imbedded in the IFG Channel.

Burdened Operating Income ~

 FY91 burdened operating income was 5% above plan due to strong revenuc performance. Higher Ehan
planned product costs, due to packaged product shipments in excess of plan, and operating expenses
partially offset these variances.

For 091-4, record revenue performance outpaced the higher than expected cost of revenues, producing
burdencd operating income significantly above the plan.
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~ Product Support Services (PSS)

Comments

Fy91

The Win 3.0 release in May' 90 resulted in sharp increases in call volume and call length, causing domestic
call handling statistics to fall significantly. In the three months prior to the release, the average daily call
volume was 7,000. Six months after the release, average daily call volume had risen to 8,500. Average time
per handled call prior to the release was 7.6 minutes. Six months after the release, average call time had
increased to 9.7 minutes. .

PSS headcount grew 73% from FY90 to FY91. Staffing was boosted to keep pace with the rapid increase in
call volume after the Win 3.0 release, FY91 was the first year of operation for the Charlotte, North
Carolina PSS site which was launched in October, 1990 to provide suppost primarily for Windows and
Windows applications.

PSS began returning busy signals lo custorners on Windows calls in late March. Phone qucues were
structurcd such that if the average wait excecded a set length of time (approximately 10 minutes), new
callers would receive a busy sigal. Busy signals are also being used on the DOS RUP.

Q914

DOS RUP support began in June, precipitating another sharp increase in call volume. As of June 30, 1991,
PSS is handling approximately 1,200 calls per day on DOS RUP, with the average call taking 16.5 minutes
10 resolve. Sixty-five technicians are dedicated to DOS RUP support at June 30, 1991, with 35 more coming
on board in Augusl.

PSS was restructured in preparation for the FY92 implementation of an activity-based costing system. This
system is designed to provide motivation to contain and contro! product support costs by reporting actual,
activity-based support cost in our financial reportson a Product Unit and Channel specific basis.

The third PSS site in Dallas was announced. This ncw site will open in October and is planned to follow the
model of the North Carolina site. Dallas will provide primarily applications support and is expected to
house 600 employees. Favorable facilities costs and availability of a qualificd employee pool were the key
factors in choosing Dallas. '

Activity

The impact of the release of Win 3.0 and DOS RUP on call volumes is illustrated in the following chart.
Historically, each major systems product release bas caused a step increase in call volume.
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PSS

Phone Calls

105 1
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Total Calls
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‘in 3.0 released
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The historical trend for average call length is depicted below. Average call length appears flat in the most
recent quarter but is expected to show an increase in the next few months due to lengthier calls relating to
DOS RUP. The June average is diluted due to the mid-month release of DOS RUP,

Kinules

Average Call Length
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100 T /
951 DOS RUP relcased
904
8s4

7.0

65+

6.0

80+ /
15 4 4 -
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PSS

The tablc below summarizes Q91-4 domestic phone activity by business unit in comparison with Q91-3.

Averspe Daily Calls

Offered Handled Handle Ratio  Avg, Call Time
ABU 1,904 1,710 1% 1,546 1,408 10% 81% 2% 945 951
OBU 247 2,59 (5) 1926 201 [y " 80 992 9. 74
EBU %S 8 (15) €89 762 (10) 2 87 636 7.62
GBU 136 160 (15) 120 137 (12) 83 BS 224 859
DABU mn 243 12 240 215 12 88 89 119 6.74
Lshguages 443 487 © 407 461 (12) 92 95 798 92
Hardware 163 193 (16) 157 186 (16) 9% 96 602 673
DOS 34 98 250 285 96 196 84 29 1347 646
Windows 237 2,793 {15) 2,09 1,637 B 88 59 1302 1Un
Other Systems 1% 105 kY 123 102 21 90 97 605 449
Escalation 1M 9% 49 129 88 47 97 9 703 715
AVS/Other *=  _4% s () _409 45 (52) 8 83 332 2™

« AV'S = Automated Voice System; a fully-recorded system that handies very basic support questions.

The two major activity shifts in Q91-4 involve DOS and Windows support. Offered call statistics on the

* DOS RUP do not includc customers who receive busy signals. During the first few weeks of DOS RUP
support, PSS was sending 20,000 - 30,000 busy signals per day (many customers placed repeated calls).
Busy signals are now in the 6,000 per day range and declining.

While DOS RUP bas significantly increased call volume, offered calls on Windows decreased 15% from
Q91-3 10 Q91-4. This reduction is due in part to the use of busy signals on Windows calls beginning in late
March. Howcver, offered calls on Windows exbibited a 7-8% reduction in Q91-3 prior to the use of the
busy signal. Windows calls handled over this time frame increased 28% bringing the Windows call handle
ratio in linc with most other product groups. The average length of call on Windows bas also decreased
versus Q91-3. Trends on all other products are fairly flat.

Domestic Headcount -

As 3 Percent of
Total Total

Actual Plan Variance Opeting Ohanncle
June 30,1991 897 691 (206) 12.1% 21%
March 31, 1991 743 686 (1) 113 208
December 31, 1990 632 672 40 105 196
Scptember 30, 1950 559 592 33 102 196
June 30, 1990 519 415 104 104 205

PSS costs are primarily headcount driven. At the end of FY91, PSS was 206 heads over budget. The timing
of these heads, however, was delayed versus budget resulling in FY91 operating expenscs being
approximately on plan. .
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PSS

Operating Expenses (in millions)

FY91

Q914

Payroll

General distribution
Depreciation & amort.
Rent & utilities

Supplics & equipment )

Telecommunicstions
Other

Payroll

General distridution
Depreciation & amort.
Supplies & equipment
Maintenance & repairs
Recruiting
Administrative services
Other

Actual
210 50.1%
53 127
34 83
27 64
26 63
23 55
45 08
as  jooow
Actual
365 51.3%
17 129
10 80
0.7 55
05 40
03 24
0.3 23
17 36
$12.7 100.0%

Plag . Variance
521% s 02
114 oD
114 12
57 (04)
41 ' ©9)
48 s
J07 0.0
100.0% $01.2)
Plan Variance
S44% s (0.8)
13 0s
131 04
19 ©5)
14 03)
12 {02)
12 02)
83 {0.0-
Jo0.0% .2

The additional expense associated with providing facilities, sup;;lics, and telecommunications equipment for
unplanncd heads is the reason for

depreciation variance results from capital spending being

the unfavorable variances across these categories. The favorable
significantly below plan. PSS spent $11.7 million

in capital acquisitions versus a budget of $16.3 million. The Q91-4 operating expenses reflect the significant

over plan hiring done during the quarter,

Income from sales of the PSS Online program (Support Advantage) totalled $3.7 million for FY91.
Income from 900# calls and otber miscellancous support was $500,000 for the year. After deducting the
cost of OnLine connect time and data storage, net expense relief for PSS totalled $26 million on an

expensc base of $47.7 million (including allocations).

o v as
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Other Channels

FY91
Net Revenues rating Income
Actuat lan Variance Actual Plag Variance
US Networks $ 66 $30.3 $(23.7) $(42.7) ${255) $(172)
Intl Networks 81 136 ©3) (143) (16.6) 23
Press 16.6 204 338) : (14) 26 (4.0)
US PSS - 50 (50 {55) (54) ©n
Int1PSS | . 16 19 (03) 2) (¢%)] (X))
US MSU 92 78 14 06 - 06
Int"l MSU - 08 27 Q9 (©S) 11 (1.6
MSJ 16 23 .7 (1.0) ©3) .2
US MCS 23 36 (13) (x3) 1.9 (0.6)
Int1 MCS 03 10 on (0.8) ©on .1)
Blims —_ —— —= . A0 _— 20
58 me 1Y o) HED)  S@eD
Q914
Net Revenues rating Income
Actusl Plan Variance Actual Plan Variance
US Networks 518 $13.6 $(11.8) 3(128) $(33) $(95)
Int' Networks 29 70 [CR)] “.n (14) (3)
Press 6.0 5.0 10 01 0.6 (05)
US PSS (3.0) 21 [¢R)] (2.0) (0.9) [¢B)]
Int1 PSS 0.2 0.7 0.5) (3.0) 03) @n
US MSU 29 22 07 - 02 (02)
Int1 MSU - 08 (0.8) (04) 04 (0.8)
MSJ 04 0.7 (03) (0.1) a1 (02)
US MCS 12 16 (0.4) (0.6) - (0.6)
IMmTMCS 02 0S5 (03) (0.4) (0.1) (03)
Elims = — —= _03 ] .03
$126 5342 5(21.6) §(236) 347 $(18.9)
As 8 Pereent of
Toul Total
1lcadcount Actual Plan Variance Operating Channels
US Networks 13 193 20 23% 45%
Press 23 . 23 - 03 06
US PSS 897 691 (206) 121 232
US MSU m 85 (26) 15 28
MSJ ’ i 3 2 - -
USMCS _49 _4 ) 0.7 13 .
124 1o (29
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Other Channels

US Networks: Revenues are below the' level originally anticipated, resulting in a larger than planned
operaling loss. FY91 gross margin of 45.7%, versus a planned 84.1%, resulted from a shift toward lower
margin 3COM and 1-5 User SKU’s. Operating expenses and allocations were below planned levels.

- Int'l Networks: The FY91 unfavorable revenue variance was due to slower than planned development of
the International Networks business. Below plan operating expenses resulted in Jower than planned loss.
Higher than planned marketing expenses drove the unfavorable Q91-4 operating income variance.

Press: Heavy Q91-1 returns; coupled with the slippage of DOS 5.0, and therefore of DOS 5.0 titles as well,
resulted in the FY91 revenue shortfall. The Q91-4 relcase of new titles for DOS 5.0 and Excel 3.0 resulted
in a very strong quarter. May revenue of $2.4 million set a new monthly record. In addition to the FY91
revenue shortfall, the unfavorable operating income variance was driven by a $900,000 inveatory write-off
for overstocked and obsolete inventory.

US PSS: This sales channel will be climinated in FY92. FY91 net revenues were reclassificd as an offset to
expense in Q91-4 10 align with FY92 accounting methodology. The FY91 operating loss approximated
plan, Although ending beadcount was 206 over budget, the timing of headcount additions was delayed
versus budget. ‘

Int’l PSS: Lower than planned net revenues, combined with increased payroll related expenses contributed
to the greater than planned operating loss.

S MSU: US MSU turned profitable in FY91. Net revenues were $1.4 million above plan, fucled by
higher than planned classroom and course licensing activity. Q91-4 profit margins were depressed due 1o
supplics and cquipment expenses related to the preparation of two new remote classroom sites.

Int’} MSU: Activity in this channel was below planned levels.

S MCS: Net revenue for FY91 came in at 63% of plan. Revenue generation in this channel is directly
linked to headcount. While year-end headcount is above plan, the timing of headcount additions lagged
plan for most of the year, resulting in revenue slippage. Committed projects going into FY92 total $2.6
million.

Int't MCS: Intcrpational MCS activity is now beginning to ramp up. Q91-4 revenucs represent greater
than half of the FY91 total. Both the UK and Germany are curreatly in operation. The UK has $259,000
in committed projects going into FY92. Germany is less developed, with $28,000 in coramitted projects
going into FY92.
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Product Group Reporting

) 3321

Net Revenues
Applications
Systems
SPAG
Languages
Nerworks
Other

Operting Income (1.055)
Applications

Systems

SPAG

Languages

Nerworks

Other

Qo1-4

Net Revenues
Applications
Systems
STAG
Languages
Networks
Other

Operating lacome {Loss)
Applications

Sysiems

SPAG

Languages

Nerworks

Other

Headcount

Applications
Systems

SPAG

Languages
Nerworks
Intemational R&D
Other *

Product Groups

* Includes Multimedia, Books, MSJ Development and Unix.

Actual Plan Varlance
$ 9345 50.1% $ 130 49.0% 26 %
512 314 4368 28 32
‘2130 11.6 1493 99 42 -
554 30 62.6 41 (12)
441 24 576 .38 23)
182 09 664 _44 ™)
$1.843.4 100.0% 513162 0% 2
Actual Plan
Income Percentape Income Percentage
(Loss) Total Revenue (Loss) Totals evenue Variance
$3379 520% 36.1% $1883 462% 253% $149.6
3198 492 553 pARES 519 484 1083
3 113 314 417 102 218 31
11 - 2 20 88 22 14.1 an
(412) (6.9) - 415) (102) - 03
41 {63 - 03 03 -~ {398)
56498 1000% 33 34076 1000% 269 52422
Actunl Plan Variance
$257.2 488% s2122 48.1% 21%
1873 35.6 1215 276 54
474 920 403 9.1 18
1.1 21 20.1 46 (45)
18.6 3s 242 55 2 '
_s0 _10 6 _51 )
$266 100% $2109 100% 1
Actual Plan
income Percentage Income Percentage
(Loss) Total Revenue (Loss) Totels  Revenue Variance
$910 46.9% 35.4% 568.7 45.9% 32.4% $223
31137 586 60.7 634 424 522 503
12.8 6.6 271 119 80 29.7 09
(39 20 - 58 a9 20 X)) .
(8.0) (4.1) - 4.9) (33) - (3.1
(.D [{60) - _44 3 20.7 (16
51941 JQQ_O% 369 3149.6 _1_9(_)_0% 19 S443
June 30. 1991 Maorch 31, 1991 December 31,1990 September 30, 1990 June 30,1990
1046 35.7% 891 342% 849 34.6% 806 35.0% 753 358%
52 180 460 177 452 184 453 19.7 436 07
43 15 38 15 33 16 k7] 14 27 13
147 50 140 54 136 55 135 59 133 63
192 65 239 92 235 9.6 233 101 194 92
825 281 698 268 604 24.6 518 s 45 a1
15 52 19 _s2 w83 A _s4 17 ss
Thp Do Zes Iogw e Boos e JRI® 2105 100%
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Product Group Reporting

Quarterly Revenues (in millions)

Applications
Systems
SPAG
Languages
Networks
Other

Applications
Systems
SPAG
Languages
Nerworks
Other

Applications
Systems
SPAG
Languages
Neiworks
Other

Applications
Sysiems
SPAG
Languages
Networks
Other

Q511

1779
1164
492
147

48.2%
315
133
40
13
12

I000%

32
100.0%

116
91
06

A4
2000%

300.0%

Q912
$244.0
1378
591
152
87
(43)

Qss-2
S614
56.0
15.7
176
0s
48
51352

* See the following Business Unit sections for analysis.

53.0%

299

128
a3
19

(09)
100.0%

51.0%
264
119
44

30
100.0%

39.4%

10.1
113

3]
100.0%

Q1.3 Q914 * FYS1 *
$255.6 515% $2572 438% $ 94.7 50.7%
1367 2.1 1873 356 B2 314
573 113 474 90 2130 1156
144 30 111 21 554 30
119 24 186 35 4.0 24
e 2 50 19 181 _09
sis9  io00% SIS J000% Jisas  J000%
Q903 Q04 FYS0
$158.1 509% $1452 41% $ 5630 476%
874 281 1230 365 3650 308
32 107 351 104 129.4 109
115 32 1720 50 45 46
112 35 5.6 17 S 29
%4 30 n1 3 _3m2 M
$09  J09% $3370  J000% L1834 1000%
Q89-3 Q3894 FYss
$T13 392% S1053 478% $3409 42.4%
ne 373 59 HUS N3 348
220 112 150 86 91s 114
10.1 5.1 87 4.0 43S 6.0
36 18 34 15 9.6 12
$i90 0% $202  100% SB35 J000%
Qss-3 Qss-4 FYS$38
$634 2% $712 418% $236.3 40.0%
558 Us 563 330 2054 s
192 119 19.7 1ns 643 109
154 95 153 9.0 519 98
0.7 04 0.7 04 23 0.4
618 100% 05 J00% B 1000%
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"Applications

Results of Operations (in millions)

F191
Actual Plan . Variance
Net revenues §934.3 100.0% 2439 3000% S1915
Cost of revenues 158.8 170 140.0 189 (188)
Opersting expense 1m2 19.0 - 1754 26 (18
Allocations 2606 29 293 2 . 213)
Burdened operating 5322 %1% §188.3 2% 51496
Q914
Actual Plan Variance
. Net revenues 2572 100.0% 2122 J00.0% $45.0
Cost of revenues 414 161 385 181 29
Operating expense 499 194 411 194 (88)
Allocations 9 2 69 301 aLo)
Busdened operating income $90 A54% $ 687 224% $223
Channel_Revenues (in millions)
FYol 914
Actual Plan Variance ctual Plan Variance
International FG 5737 4485 1252 s1512 $1285 2.7
USSMD 3836 301.2 824 1164 85.7 30.7
Domestic OEM 93 118 (25) 32 34 ©2)
Incrnational OEM 44 22 22 16 05 11
Adjustments 363) 207 138) 15.2) {39) £.3)
Net revenues 9343 930 $1915 o2 2 e
Leading Products (units in thousands, revenues in millions)
FY91
Actual Plan Variance
Units Rows  3/Unit Units Revs  $/Usnit Units Revs  3/Unit
Win Excel 620 $1849 5298 529 S1355  $256 9l $494 $42
Win Word 562 1535 m 408 1068 261 154 46.7 12
PC Word 4 1225 2%0 504 1282 250 (82) (32) 40
PC Works 91 646 65 1538 65.7 43 (547) 1) 2
Mac Word 298 565 89 301 60.4 20 (3) @9 a3
Mac Excel 232 534 231 251 5.1 216 (19) [{)) 15
Win Project 88 334 378 a5 14.1 401 53 193 (23)
Win Office 6 262 468 9 44 513 47 28 (45)
Win Excel Upg 218 239 110 - - - 218 239 110
Win PowerPoint 92 219 237 80 188 2§ 12 A1 2
' $7402 . RS $i553
Percent of net revenues nw 1%
MS 0164501
7 CONFIDENTIAL

MS-PCA 1189527
CONFIDENTIAL

|

MS-PCA1189527



a

Applications

QY1-4
. Actual Plan Variance
Units Revs  $/Unit Units  Revs  $/Unit Units Revs  $/Unit
Win Excel 194 $ 546  $281 146 $32.0 8253 43 $176 28
Win Word 347 366 248 115 302 261 2 64 (33)
PC Word 96 263 mn 130 29 254 ()] (6.6) 19
Mac Excel 7 18.0 234 6 us b2} 1 as 10 °
Win Office 32 14.1 439 3 1.7 513 2 124 %)
Mac Word n 135 185 80 180 25 m “5) (40)
PCWorks . 239 132 ss a7 178 4 am) (48 12
Mac Excel Upd 100 112 112 15 14 9% 85 98 16
Win Excel Upg 99 10.9 110 - - - % 10.9 10
Win Word Upg 6 . _87 125 1 17 164 58 20 ()]
20 $I552 £12
Percent of net revenues % n%
Environment Revenues (in millions)
Q914 Plan Q91-3 Q91-2 Q911
Windows $is54. S66% 3BI¥x $1493 56.7% 51193 4714% 5803 433%
Mac ! 512 210 A4S Q2 160 4.0 174 387 21.1
DOS 565 20.7 327 68.1 239 823 37 62.7 H2
Other 48 _11  _41 37 14 13 _0s _17 _02
M4 1000% 100.0% 2633 1000% F19  100.0% 1834 1000%
Adjusiments {15.2) [eN)) 19 S
Net revenves $2892 $255.6 240 31779
Busjness Unit Results (in millions)
FY91
Actual Plan Yariance
Net Revenues
Office $4042 43.2% $3316 45.0% 20.8%
Analysis 366.3 392 2510 38 45.9
Entry 1119 120 1058 14.2 59
Graphics 315 16 202 41 109
Data Access 86 _20 25 _29 135)
5934.5 100.0% $743.0 100.0% 258
it —— TuER —
Actual Plan
Income Percentage Income Percentape
Onerating Income (Loss) (Loss) Total Revenve (Loss) Total Revenue Variance
Analysis 51744 51.6% 47.6% $ 711 40.9% 30.7% 3973
Office - - 1567 464 3838 109.4 58.1 327 473
Entry 21 65 19.7 171 9.1 162 50
Graphies 11 04 34 an (05) 80 -28
Data Access (164) © " _(49) - (135) {12 - {29
39 1000% 36 g3 1000% 253 S84
MS 0164502
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Applications

Q914
Actus] Plan Varisnce

Net Revenues
Analysis $1214 412% $N6 - N% 69.6%
Office 1003 390 965 454 40
Entry 210 82 285 134 (26.1)
Graphics 9.0 35 9.1 43 Q1)
Dats Access 35 21 _66 (179)

$2872 Jo0.0% 52122 100.0% 212

Actual Plan
Income Percentage Income Percenta
Operating Income {Loss) (Loss) Total Revenue (Loss) Tozal cvenue _ Vasiance
Analysis 5664 T29% 546% $265 386% 321% $398
Office 324 356 23 89 566 403 (65)
Entry 3) (25) - 58 84 204 @)
Graphics - 0.1) - 02 03 19 ©2)
Dats Access 54 59) - 029 39 - 0.7
2o J00% 14 87 100% 324 23
Q88-1 . Q88-2 QB8-3 Q8s4 FY88

Applications $403 393% $614 394% $634 ¥2% $N2 418% $2363 40.0%
Systems 373 363 560 359 55.8 345 563 3.0 2054 us
SPAG 9.7 94 15.7 101 19.2 119 19.7 15 643 109
Languages 9.6 94 176 13 154 95 153 9.0 519 98
Newworks 03 03 0S5 03 0.7 04 07 04 23 04
Other _S4 y 4 _ 13 _4s ¢ 12 A2 247 _42

52
1000 $155.9

o
v
3
£

700.0% SI6L8

Headcount (pereent is of Product Groups’ total)

June 30, 1991
Analysis = 175 6.0% 158
Office ~ %6 125 22
Entry 159 54 142°
Graphics 47 1.6 46
Data Access 139 4.2 n?
Suppont * . J6 58 26
‘Total Applications lus 331 gsi]

March 31,1991

PLLASLEALY Sl

December 31,1990

Jwos  SiRs

6.1% 159 65% 154
104 250 102 233
55 143 58 1356
18 43 18 40
49 123 50 118
3 m 83 1
e S Y

* Includes Division Management, Marketing and Strategy Management.

For additional information, sce the following analysis for each Business Unit.

5

September 30,1990

10005 $590.8 100.0%

June 30,1990

6.7% 143 6.8%
100 217 103
59 128 6.1
1.7 34 16

53 126 60 .
53 15 50

Bow I3 8%
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Office Business Unit

Qommems

91

The $129 competitive upgrade program helped generate total Win Word upgrade/update shipments of
93,000 units and $113 million in USSMD revenues from January 1, to June 30, 1991. Product marketing
officially ended Phase 1 of the program on May 15, 1991 and estimated Win Word upgrades included in
total shipments during the period to be 79,500 units. Phase II of this program kicked off on July 8, 1991
and is expected to last until December 31, 1991

Consumer Software, Inc.(CSI) was acquired for $135 million. The price included $13.4 million of
intellectual property rights which will be charged to operations over three years at approximately $4.8
million a year. Microsoft Workgroup Canada lnc, a subsidiary formed to make the acquisition, will be a
development center for mail products and gateways.

The Office Business Unit was reorganized into three mew Product Units in November 1990: Word,
Workgroup and Pen Windows.

Product Ship Dotes
Win Word 1.1.........7/90 Mac Mail 3.0..een3/91
PC Word 5.5 curee ..10/90 Mac Schedule..ons 4/91
PM Word 1.1....... ..11/90 PC Mail 2.1 . 7,9 1
0S/2 Word .o 11/90
Q914

Mac Word 5.0, originally scheduled to ship in May, slipped. The release is currently planoed for September
1991.

The $129 competitive upgrade program belped gencrate {otal Win Word update and upgrade shipments of
53,000 units and $6.5 million in USSMD revenues from April 1, to June 30, 1991.

PC Mail achieved the highest overall evaluation rating in a reccot Softwase Digest Rating Report.

Workgroup Canada added 60 unplanned headcount for the Workgroup Product Unit. OBU operating
expenses were adversely affected, resulting in negalive variances throughout Q91-4. ‘

Spitfire moved to OBU from Networks. Spitfire is the X.400 mail server project.

Results of Operations (in willions)

ol .
Actual Plan Variance
Net revenues $404.1 100,05 ©ue o J00% 5695
Cost of revenues 630 168 s8.1 174 (2]
Opcrating capenscs 56.7 140 545 163 22)
Allocations an? 204 126 6 o
Burdened operating income $156.7 R8% S1094 21% $A13
MS 0164
7 504
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Ofice Business Unit

Q914
. Actual Plan Variance
Net revenves . $1003 100.0% 5965 J000% | $38
Cost of revenucs 16.6 165 159 165 ©.9)
Operating cxpenset 16.1 161 115 120 (4.6)
Allocations a2 : 302 a2 £9)
Burdentd opersting income § 324 32.3% 5389 203% $(65)

Leading Products (units in thousands, revenues in millions)

FY91
Actual _ Pian : Variance
Tow  Ros  /um Uy Res MUk Units | Rew  3/unit
Win Word 562 $1535 52713 408 S1068 5261 154 $46.7 12
PC Word 422 1225 290 504 125.7 250 (82) (32) 40
Mac Word 298 s6s 189 301 604 201 ) B9 (12)
Wia Word Upg 156 20 131 42 6.7 161 114 - 138 (30)
PC Word Upé 150 _138 92 107 na 07 a 24 Q)
368 T 558

Percentage of net sovenues u% 93%

\

The favorable Win Word unit and revenue variances are due to exceptional Win 3.0 sales, which are pulling
Windows applications through the sales channels. The positive Win and PC Word price variances are due
to sales mix within the retail channel. Both products are experiencing higher than planned International
Finished Goods sales. Average unit prices for both products (Win-5382 versus $344 and PC-$338 versus
$289) are also better than were planned in the International Finished Goods channel. The unfavorable PC
Word unit variance is the result of strong demand for Windows applications and of the USSMD channcl
being heavily stocked with PC Word. Mac Word salcs are below plan due to version S.0 slipping. All three
upgrade variances are due 1o the success of the $129 competitive upgrade program.

Qu14
Actual Plan Variance
Dnits Revs  $/Unit Units Revs nit Units Revs nit

Win Word 147 $36.6 Sud 15 s302 8261 32 $64 ${13)

PC Word . 96 263 m 130 329 254 (D)} 66) 19

Mac Word -3 135 185 80 180 225 Q] {45) (40)

Win Word Upg 69 87 125 1 17 164 58 7.0 (3%

PC Word Upd 37 30 #& % 29 118 1 01 (39

) &7 24 .

Percentage of net revenucs 8% 8%

Q91-4 Win and PC Word unit and revenue variances are largely attributable to the same factors identified
for FY91. The 5% unfavorable Win Word price variance is due 10 the USSMD sales channel average price
being 18% less than plan (3182 versus $221) as a result of higher than planned Education revenue. In Q91-
4 Intcrnational Finished Goods also lost the favorable FX effect (compared to planned rates) that it
enjoyed in the first three quarters of FY91. The favorable PC Word price variance is due to International

Finished Goods sales mix being greater than plan (88% versus 85%), coupled with a higher average price
than plan ($306 versus $291).

MS 0164
conrrnsnr%gf
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Channel Revenues (in millions)

Office Business Unit

The unfavorable Mac Word unit variance is primarily due to slippage of Mac Word 5.0 which was originally
scheduled to ship in May. Claris has been running aggressive channcl promotions which appear to have
resulted in some displacement of Mac Word.

FY91 914
Actual Pup  Nammn Aswl  Pun  Vanasce
Intemationsl FG $264.1 $2098 543 3634 $593 .1
ussSMD ‘1309 119.7 112 326 ass (32)
Domestic OEM 19 21 02 07 0.7 -
Adjustments _12 _28 43 Y 1 28
Net revenues $ab4] 53348 3696 sl ges B8

FYO1 sales through the International Finished Goods channel were 26% greater than plan. A portion of
{he variance results from favorable FX rates during the first three quarters. Win Word (8372 million) and
PC Word updates {5800,000) exceeded plan in the International Finished Goods channel, whereas, Mac
Word (51.8 million) and PM Word ($1.2 million) fell short of plan. USSMD’s revenucs were close to plan.
Strong Win Word upgrade sales ($112 million) were offset by below planned revenues for PC Word ($32
million) and Mac Word (522 million). Strong sales of the Office product produced the favorable
adjustment variancc via inter business unit royalties. Officc revenue is originally recorded in the
Applications Business Unit and is reclassified to the BUs of the component produdts, in accordance with
predetermined allocation rules.

091-4 Intcrnational Finished Goods sales were slightly above plan. The favorable variance was primarily
due 10 Win Word exceeding plan by $6.8 million. Falling below plan were: PC Word ($4.7 million), Mac
Word (515 million) and PM Word ($742,000). The strengthening of the dollar climinated any significant
Q91-4 FX variance. USSMD’s revenues were slightly below plan. Strong Win Word upgrade sales (s6.1
million versus $427,000) were offset by below planned revenues for PC ‘Word ($2.0 million versus $4.5
million) and Mac Word (§7.6 million versus $10.5 million).

Cost of Revenues

As a pereentage of net revenucs, FY9] COGS were better than plag, primarily due to Jower than expected
manufacturing and distribution allocations.  Product costs as 3 percentage of nel sevemues were
approximatcly as planncd.

Q91-4 COGS at 16.5% of net revenues approximated plan.

Qperating Expenses (in millions)

FY91
Actual Pian Varianc
Marketing $285 $272 $(13)
Payroll & payroll taxes 128 11.7 (1.1)
Marketing fund & incentive programs 05 14 09
Other 149 342 1D
$567 $48 502
MS 0164506
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Office Business Unit

The unfavorable marketing variance was attributable to significant unfavorable variances in Germany ($1.7
million) and Spain (1.3 raillion). Thesc variances were partially offset by favorable variances in the Nordic
Region ($939,000) and Singaporc ($585,000). Domestic marketing mirrored plan at $15.6 million. The
unfavorable payroll variance is the sesult of the CSI acquisition and unplanned staffing of Pen Windows
development. Marketing fund incentive programs were less than plan due to underspending in our

subsidiaries.
Q914
+ Marketing
Marketing scerual
Product development
Payroll & payroll taxcs
Other

Domestic marketing expenditures wer
planned for carlicr in the ycar. Su

Actual Flan Variance

$106 $43 $(63)
(4.0) - 40
17 06 Q)
490 32 (0.8)
38 33 {0.5)

s6) s 348

¢ $43 million over plan. This was due to slippage of expznses
idiarics with significant unfavorable variances were Germany

($770,000) and Spain (5486,000). The unfavorable payroll and development expenses were the result of the
CSl acquisition. Amortization of intellectual property rights relating to the purchase of CSI will be
approximalcly $1.2 million per quarter for the next two fiscal years.

- 1lcadcount Actual
June 30,1991 3656
March 31,1991 2n
December 31, 1990 250
September 30, 1990 233
June 30,1990 217

As & Percent of

TJout Total
Pan Variance Operating Product Groupe
261 (105) 49% 125%
256 16) 41 104
240 . (10) 41 102
232 (¢)] 43 101
187 (30) 44 103

Headcount was over budget primarily because of the unplanned addition to the Pen Product Unit of 36
people and to Workgroup Canada of 60 people.

Allocations

FY9] aliocated expenses cxceedcc; plan.
Finished Goods ($6.6 million) and PSS

The Jargest unfavorable variances occurred in International

(519 million). The IFG variance is due to recruiting and

administrative scrvices which exceeded plan. PSS costs arc a function of support demands.

Q91-4 allocated expenscs exceeded plan.

The largest unfavorable variances occurred in International

Finished Goods ($1.5 million), PSS (§13 million) and USSMD ($1.1 million). The IFG variance resulted
from higher than planned payroll and recruiting costs. Higher than anticipated headcount was responsible
for the PSS variance while the USSMD variance was due to generally higher than plannéd spending across

cost calegorics.

" Burdened Qperating Income

FY91 burdened operating income reflected

higher than planoed performances for Win Word products (full

products, upgrades and updates) in both the USSMD and International Finished Goods channels. COGS
approximated plan, while operating expenses were only slightly over plan due to the CSI acquisition and

increase in Pen Windows headcount.

MS 0164507
CONFIDENTIAL

MS-PCA 1189533
CONFIDENTIAL

MS-PCA1189533



“!

Office Business Unit

The Q91-4 burdened operating
Word in both the USSMD and
marketing variance and costs of the

income variance was the result
International Finished Goods channels, co
CSI (Workgroup Canada) acquisition.

of lackluster performance of PC and Mac
mbined with an unfavorable

MS 0164508
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Analysis Business Unit

Comments

FY91

The $129 competitive upgrade program

210,000 units and $23.0 million in USSMD revenues from January 1, to Junc 30,
May 15, 1991 and estimated Win Excel

officially ended Phase 1 of the program on

helped generate total Win Excel updatc/upgrade shipments of

1991. Product marketing
upgrades included in

total shipments during this-period to be 94,865 units. Phase XI of this program Kicked off on July 8, 1991

and is expected to last until December 31, 1991

MS Win Project generated $33.4 million in revenues compared to 2 plan of $14.1 million.

The Analysis Business Unit was reorganized into two new product units for FY92: Excel and Project.

Product Ship Datcs
Q+E2S5 s 8190
Win Excel 30.........12/90
Mac Excel 3.0.........3/91
Q914

PM Excel 30........5/91
Mac Project veenn 7/91

Win Exccl market share sriples! According to SPA, Win Excel's worldwide market share during the period
March to May 1991 is 37% for uits and 339% for revenues.

The $129 compctitive upgrade program helped generate total Win Excel update/upgrade shipments of

91,000 units and §10.0 million jn USSMD revenues from April 1, to June 30,1991,

Mac Project was released to manufacturing on June 24th.
PM Excel 3.0 shipped in May.

Results of Operations (in millions)

FY91
Actual Plan Variance
Net revenues 53663 31000% 52510 300.0% si53 .
Cost of revenues 539 14.7 453 180 (8.6)
Opcrating expenses 508 139 480 19.1 28
Allocations £12 28 806 322 £66)
Burdened operating income $1744 A1.6% $7.) N1% 5913
Q914
Actual Plan Variance
Net revenues si214 100.0% 1.6 100.0% 3498
Cost of revenues 165 136 126 177 (3.9)
Operating cxpenses 136 12 108 15.0 (28)
Allocations 250 206 27 302 {3.3)
Burdened operating income S663 S46% $26S m% 5328
coMS 0164509
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Analysis Business Unit

Leading Products (units in thousands, revenucs in millions)

FY91
. Actual Plan Variance .
Ums  Rew  3/Usi  Usis  Rew §/Usit  Usis  Res it
Win Excel 620 $1849 5298 529 $1358 5256 91 $494 $42
Mac Excel 232 534 231 251 541 216 Q9) 0.7 15
Win Project 88 34 kY, ] 3 141 401 ‘53 193 )
Win Excel Upg 218 239 110 - - - 218 ne 10
PC Multiplan 120 J81 182 % 41 187 4 A0 [eD)
37 2178 B9

Percentage of net reveaves 5% 8%

Favorable Win Excel unit and revenue variances are duc to exceptional Win 3.0 sales which are pulling
Windows applications through the sales channels. The positive Win Excel price variance is due to higher
than planned average unit prices in all channcls (USSMD - $231 versus $223, IFG - $362 versus $312, and
DOEM - $65 versus $58). Even though unit sales for Mac Exce] were less than plan (IFG was short 13,000
units), average unit price in both retail channels exceeded plan, which minimized the revenue shortfall.
Win Project has had strong demand since its introduction. The price per unit variance was lower than
planned in both International Finished Goods ($428 versus $470) and USSMD ($349 versus $361). The
IFG Win Project per unit variance occurred in Q91-4, The success of the Win Excel upgrade product is
attributed to the unplanned $129 competitive upgrade program. PC Multiplan continues to contribute, with
959% of it’s sales coming from IFG. WW OEM reduced PC Multiplan's average unit price by usplanned
sclling of 31% of total PC Multiplan unit shipments for ap average price of only $17.

Q91-4
Actual Plan _Variance
Units  Revs  $/Unit Units Revs  $/Unit Units  Revs  $/Unit
Win Excel 194 $54.6 5281 146 $370 5253 48 $176 8
Mac Excel n 180 234 65 1S 24 12 35 10
Mac Excel Upd 100 112 12 15 14 9% &8s 98 16
Win Excel Upg 9 109 110 - - - 99 109 110
Win Project 4 _80 327 10 40 4B 14 40 (86)
$3027 $69 s

Pcreentage of nel revenues B5% n%

Q91-4 Win Excel variances arc largely attributable to the same factors identified above for all of FY91. In
Q91-4, International Finished Goods also lost the favorable FX effect (compared to planned rates) that it
enjoyed in the first three quarters of FY9L. Mac Excel full product and updates are up due to the March
1991 release of version 3.0. Win Project continues to sell much better than plan. The 21% drop in Win
Project’s average unit price is due to 4,600 units being sold for only $47 to the Australian Tax Office which
has commilted 1o 2 minimum of 14,500 units over three years.

MS 0164510
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Analysis Business Unit

Channel Revenues (in millions)

Fy91 Q914

Actua) Flan Variance Actual Pl Variance
Intesnational FG 32106 $1539 $56.17 $66.1 $44.1 220
USSMD 1459 %09 48 511 257 254
Domestic OEM 17 24 @7 05 o8 02)
International OEM 05 J 0s 01 - 03
Adjustments 18 _38 A0 33 10 23
Net revenues 3663 5210 sus3 1214 s L2 4

FY91 Internatiopal Finished Goods sales were 37% greater than plan mostly because of Win Excel

revenues which exceeded plan by $40.0 million. Other IFG

variances were Win Excel Updates

(889

million), Win Project ($8.1 million) and PC Multiplan (§33 million). PM Excel and Mac Excel fell short of

plan by $7.4 million and $2.5 million, respectively, USSMD revenucs were 60% greater

products for USSMD which exceeded plan were Win

Excel Upgrades ($23.0 million), Win Project

than plan. Key

(s113

million) and Win Exccl ($10.5 million). Exceptional sales of the Officc product produced the favorable

adjustment variance via inter business unit royalties. Office revenue is originally recorded
Applications Business

predetermined allocation rules.

More than 33% of FY91 net revenues occurred in Q91-4,
and the $129 competitive upgrade program. International
to Win Exccl (5159 million), Win Project ($1.7 million) and
plan. PM Excel (520 million), Mac Excel ($1.3 million) and PC Multiplan ($394,000) fell short
USSMD revenues were 98% greater than
of 36%. Window products lead the way,
were Win Excel upgrades ($10.0 million), Win Project (§2.3 million), and Win Excel ($1.7 million).

Cost of Revenues

The FY91 and Q9]-4 favorable variance as a percentage of net revenues resulted from below
manufacturing costs for Win Excel 3.0, Mac Excel 3.0

in the

Unit and is reclassified to the BU's of the component products, in accordance with

{hanks to recent updates of Win and Mac Excel
Finished Goods were 50% greater than plan due
Win Excel Updates ($6.4 million) exceeding

of plan.

plan and comprised 43% of gross revenues, compared to a plan
exceeding plan by $13.0 million. Significant favorable variances

planned

and Win Project. Another key factor was that high

margin Win Project sold a lot better than expected. The non-product cost component of COGS, as a

percent of net revenucs, was also better than plan for both periods.

Qperating Expenses (in millions)

9
Actusl Pian Varance
Marketing $28.8 SU.6 $(4.2)
Product development 48 6.1 13
Other 172 174 02
$508 - $481 27

The EY91 unfavorable marketing variance consists of an unfavorable domestic marketing variance of $2.6
million and an unfavorable subsidiary variance of $1.6 million. The unfavorable domeslic variance was due

10 incremental funding for the Win Excel 3.0 launch and the $129 upgrade offer. Subsidiaries

with the

largest unfavorable variances were France ($1.0 million) and the Nordic Region ($809,000). The favorable

product development variance occurred primarily because of purchased code being less than plan.

MS 0164511

CONFIDENTTAL

MS-PCA 1189557
CONFIDENTIAL

MS-PCA1189537

\
t
i



—  Analysis Business Unit

Q914
Actual Plan Variance
Marketing $10.7 $50 $(5.7)
Marketing accrual (35) - 35
Other _64 58 £08
$136 $T08 08

The Q91-4 unfavorable marketing variance was due {0 incremental funding for Excel 3.0, the $129 upg}adc
offer, and an unfavorable ($13 million) subsidiary marketing variance. Subsidiaries with the largest
unfavorable variances were the Nordic Region ($610,000) and Germany ($541,000).

As 3 Percent of
. Total Toul
Headcount Actual lan Variance Opersting YProduct Grovps

June 30,1991 175 19 4 24% 60%
March 31, 1991 158 n 19 24 61
December 31, 1990 159 13 " 26 (3
Sepiember 30, 1990 154 168 1 28 6.7
Junc 30, 1990 143 147 4 29 68

Allocations

The largest FY91 unfavorable variances occurred in International Finished Goods ($4.8 miﬂion) and PSS
(5668,000). The IFG variance is due to higher than planned subsidiary administrative services, recruiting, -
and facilitics costs while the PSS variance refiects unplanned call volume.

International Finished Goods (§1.1 million) and USSMD ($835,000) had the largest Q91-4 unfavorable
variances. The IFG overspending occurred in payroll, recruiting, and facilitics. The USSMD variance was
due 10 overspending in a variety of accounls with travel and entertainment being the largest single variance.

Burdened Operating Income

ABU significantly excceded their FY91 burdened operating income plan. Updates of Excel 3.0 (Win and
Mac), the $129 compctitive upgrade program and Win Project exceeded expectations. At the same time
COGS were below plan and operaling expenses were within 6% of plan.

Q91-4 contributed 38% of FY91's burdened operating income. The release of Mac Excel 3.0 and Win
Project together with the $129 competitive upgrade program were catalysts for the quarter.
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Entry Business Unit

Comments

FY91

“Solution series” is on schedule to roll out in the Fall. This Windows line inclndes: Works, Publisher

(Voodoo), and Moacy (Barney).

Win Entertainment Pak generated $32 million in unplacned revenues.

Q14

The Mac Works SRP was lowered to $249 to stimulate demand.

PFS Windows Works hit the market. Bundling agrecmen
Rescarch, Emerson Computer, Goldstar Techmologies and Leading Technology. Development of
KanjiWorks delayed development of Microsoft Works for Windows, which will ship in the fall.

PC and Mac Works did not sell well in the retail cbannels,

Results of Operations (in millions)

ts were signed with Acer America, Eltech

FY91
___ Acual___ P Variance
Net revenucs $1119 100.0% $105.8 100.0% $6.1
Cost of revenues 255 2.7 254 40 (0.1)
Operating expenses 212 243 288 212 16
Allocations 371 333 s 27
Burdened operating income §221 19.7% 171 J63% $50
Q91-4 PO
Actual Pl Vaane
Net revenues $21.0 100.0% 5285 100.0% $(2.5)
Cost of revenucs 52 248 6.7 12 15
Operating expenses 71 N0 66 233 (0S)
Allocations 19 523 94 26 T 08
Burdencd operating income ${2. (10.9)% $58 204% H:8))
Leading Products (units in thousands, revenues in millions) )
FY91
Actual Plan Vasiance
Units  Revs  $/Unit Units  Rows njt Upits  Revs  §/Unit
PC Works 91 $ 646 $65 1538 3 657 $ 43 ($47) $(1.1) 22
Mac Works 32 178. 135 134 186 138 @ (@8 3)
PC Flight Sim ey 8.7 3 13 119 £ (58) 3 @
PC Works Upd 70 s9 & 12 13 109 58 46 ()
PC Chant 2% _46 175 21 _44 206 5 02 o)
sT0L6 si010 $o6
Pereeat of nel revenucs N% 95%
MS 0164513
CONFIDENTIAL

_pCA 1189538 |
M FIDENTIAL |

MS-PCA1189539



Entry Business Unit

Increased competition in Q91-4 resulted in FY91's unfavorable PC Works variances. The negative unit
variance was slightly mitigated by a 51% favorable average price variance. The usit price variance was due .
to sales mix. Specifically, WW retail unit sales were 50% of total shipments compared to a plan of 38%,
while WW OEM represented 50% compared to plan of 62%. The average unit prices for USSMD,
International Finished Goods and WW OEM were 383, $135 and $12, respectively. PC Flight Sirulator
sales were less than expected in both retail channels during the second balf of FY9L PC Flight Simulator
unit sales were an impressive 60% greater than FY0 (174,000 units in FYS0), but unfortunatcly, the PC
Flight Simulator’s average unit price dropped 22% (840 in FY90). PC Works updates sold better than
expected internationally. The average price variance was due to 11,600 unplanned units sold through the
USSMD channel at an average price of $40. The PC Chart price variance was duc to International OEM
sales of 6,500 units at an average price of $26 2 unit,

Q914 .
Actual Plan Variance -

. Units Rew  $/Unit Units Re  3/Unit Unis Reos  $Uut
PC Works 239 $132  $ S5 417 5178 S 43 (178) s(46) S
Mac Works 33 37 1M s 43 138 @ 1y @)
PC Flight Sim 39 12 30 7] 29 3 (s0) an
Leaming DOS 40 10 26 k] 09 23 8 01 Q@)
PC Works Upd 1n 1.0 89 3 03 13 3 01 @)

$201 263 $66)

Pescent of net revenue %% %

The recent relcase of PFS Window Works and its aggressive marketing prograxms had a negative impact on
PC Works during Q91-4. The favorable PC Works price variance was due to WW OEM sales baving a
higher average unit price than expected ($16 versus $7). Mac Works unit shipments were close to plan,
howevcr both retail channels average unit prices were much Jess than expected. Learning DOS had a new
selease during Q91-4 which stimulated sales.

Channel Revenues (in millions)

FY91 Q914

Actual Plan Variance Actual Plan Variance
Iniecmational FG $6 - $614 M2 $131 . 1713 $(4.2)
USSMD 38.1 401 20) 18 10.1 3)
Domestic OEM 34 . 50 (1.6) 11 13 ©2) .
International OEM 3.0 21 09 é:;) ‘(33 !?—J:)
Adjustments (5.2) (2.8) r) A .
Ne: revenues sie $1058 s{z:l) 5210 5285 - 05 N

FY91 was highlighted by the good performance of PC Works in the International Finished Goods channel,
IFG PC Works revenue exceeded plan by 15%. PC Works in the International OEM channcl was also
strong (661,000 favorable variance). The success of PC Works through the Intcrnational Finished Goods
and OEM chaanels more than offset lackluster performance in the USSMD channel. Products with
shortfalls in USSMD included: PC Works ($2.6 million), PC Flight Simulator (§1.5 million), and Mac Flight
Simulator ($1.0 million). Win Entertainment Pak produced $23 million in unplanned revenue for the
USSMD channel.
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Entry Business Unit

091-4 sales through the retail channels were weak, whercas International OEM was slightly above plas.
The unfavorable variances in the retail channels can be attributed to below plan reveaues for PC Works
(850 milion), PC Flight Simulator ($1.7 million) and Mac Works ($1.1 million). The favorable
International OEM variance was attributed to PC ‘Works ($655,000).

Cost of Revenues

1
Absolute FY91 COGS were surprisingly close to plan, whercas COGS as a pereent of net revenucs was
slightly lower than plan. This favorable variance was due to International Finished Goods product costs

being lower than plan (14.9% compared 10 17.9%).

091-4 non-product costs, as a percent of net revenues, were greater than plan, causing an overall
unfavorablc COGS variance. .

Qperating Expenses (in millions)

91

Actual n Yariance
Marketing § 98 5108 $1.0
Marketing fund & incentive programs 0.1 . 0.6 0s
Other 113 174 021

212 S8 16

The favorable marketing, and marketing fund variance was the result of underspending ip our subsidiaries.
Japan spent $12 million more in marketing than planncd, primarily for KanjiWorks, whereas all other
subsidiaries were at or below plan.

Q914
Actual Plan Variance
Marketing 527 $18 $(0.9)
Marketing accrual (05) - 0Ss
Other 49 48 (01
51 6 505)

The marketing variance was duc to.delaying expenditures budgeted for carlier in the year to Q91-4. Q914
variances were recorded for the Entertainment Pak ($170,000) and Mac Works ($135,000). Japan was also

over plan ($176,000). . .
As s Percent of
. Toul Toul
Headcount Actual Plan Variance Operating Product Groupe

June 30,1591 159 152 (@) 2.1% 54%

March 31,1991 142 150 8 22 55

December 31, 1990 . 143 145 2 24 58

Scptember 30, 1990 136 139 3 25 59

June 30, 1990 128 123 ) 26 61

Allncations

FY91 allocated expenses excecded plan. The largest unfavorable variances occurred in International
Finished Goods ($1.5 million) and PSS ($498,000).
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Entry Business Unit

091-4 allocated expenses exceeded plan by 18%. The largest unfavorable variances occurred in
International Finished Goods (§504,000) and USSMD ($331,000).

Burdened Operating Income

FY91 burdened operating income was- the result of strong performance in the setail channels for the first
three quarters. In addition, COGS was slightly below plan, and operating expenses were well managed.

091-4 burdened operating income was below plan as a result of poor performances by PC Works, Flight

Simulator and Mac Works in both retail channels,
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Data Access Business Unit

Comments
FY91

Pro and PC Quick

BASIC net revenues were $4.8 million below the plan of $16

primarily due to aggressive budget expectations.

Quick BASIC/Gameshop was released in October 1990.

Q9-4

Visual BASIC was released in May 1991 gene

revenue.

Results of Operations (in millions)

3 million. This was

rating $1.9 million in combined finished goods acd upgrade

FY91
Actual Plan Variance
Net revenues $186 100.0% 5215 J00.0% 329
Cost of revenues 51 213 54 253 03
Opcraling expense 153 820 161 50 08
Aliocations 146 Y 15 £29 03
Burdenced operating income $(16.4) 88.3)% $(135) (63.00% 5(2.9)
Q91-4 .
Actual Plan Variance
Net revenues $53 100.0% $56 J00.0% $(1.1)
Cost of revenues 14 258 15 n2 0.1
Operating expense 52 93.6 42 63.1 (1.0
Allocations 43 ns 36 56 N
Burdened operating income 3(5.4) (97.2)% 27 40.9)% (27
Leading Products (units in thousands, revenues in millions)
91
Actual Pian Variance
Units  Revs $/Unit Units  Rews  $/Unit Units Rew  §Unit
PC Quick BASIC 100 365 $65 141 $9.1 $6 (41) $(2.6) $ - .
Pro BASIC 19 50 260 21 72 269 ) (22) )
Visual BASIC 1n 13 110 2 20 3 (16) ©.7 37
Pro BASIC Upd 13 12 97 2 02 88 11 10 9
Amiga BASIC 829 09 1 250 _09 1 1) — -
§149 $is4 0K
P ge of net re 0% 0%
Q914
Actual Plan Variance
Units Revi  $/Unit Units Revs  $/Unit Upits  Rews nit
PCQuick BASIC 21 si4 36 31 24 865 16 a0 St
Pro BASIC 5 14 308 9 25 280 (O] a3 28
Visual BASIC 1 13 110 12 09 n t)] 04 3%
Visual BASICUpg 6 06 9 - - - 6 (13 9
MS Database 5 03 [ o3 91 - _— 1
550 361 1.1
Perrentage of nct revenucs N% N%
MS 0164517
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Data Access Business Unit

Channel Revenues (in millions)

FY91 Q914
Actual Plan Variance Actual FPlan Varsiance
Intemational FG $96 s12 5(1.6) 26 $38 $(12)
USSMD 75 9.1 (1.6 27 25 02
Domestic OEM 17 17 - oS 05 -
International OEM 09 - 09 02 - 02
Adjustments (1.1 (05) 0.6 {05) {02 03
Net revenues 518.6 218 5(29) 83 . 36 L7eR))

DABU'’s FY9] revenue variance was attributable to lower than planncd revenues in both the International
Finished Goods and USSMD channels. This shortfall was partially offsct by a favorable variance of
;867,000 in the International OEM channel. The International Finished Goods variance was attributable to
PC Quick BASIC ($2.3 million below plan), partially offset by a favorable variance for unbudgeted Pro
BASIC Updates ($638,000). The unfavorable USSMD variance was result of a reveaue shortfall for Pro
BASIC (518 million versus a $3.7 million plan) and slippage of Visual BASIC (§982,000 versus a $1.8
million plan). Visual BASIC, budgeted 1o ship in January, stipped to April, resulting in the FY91 variance.

The 091-4 International Finished Goods revesue shortfall was the result of continued lower than planned
sales of both Pro and PC Quick BASIC.

Cost of Revenues

The FY9] COGS variance was primarily due to higher than planned non-product costs. Product costs were
slightly below budget.

Q91-4's variance was duc to recording royalty expense that related to prior period MS Database revenue
(Desktop 111) and higher than planncd M&D costs.

Operatinp Expenses (in millions)

ot

>
2 .
-1
S,

. lan Variance
Buildings & grounds distribution $13 $17 $04
Marketing fund & incentive programs - 02 02
Other - J40 142 02
$15.3 $16.1 508

The FY91 Buildings and grounds variance was due to lower than planned headcount for most of the year,
The marketing fund variance was due to Jower than planned subsidiary activity.

Q914
Actua! Pian Varisnes
Marketing ’ [3%3 $0.6 $(0.9)
Product development 0s 03 . 02) ..
Other 22 3 . 0
52 $42 $(1.0)

The 091-4 marketing variance was primarily doe to higher than planncd expenditures for Visual BASIC.
The Product Development variance was primarily duc to an unbudgeted expense for Cirrus of ($110,000).

MS 0164
% CONFIDENTIAL

MS-PCA 1189544 \l
CONFIDENTIAL

MS-PCA1189544



Data Access Business Unit

As a Percent of
Joul Joul
Headcount : Actuat Flan Vatiance Opensting~ Pyoduct Growpe

June 30,1991 139 134 ©) 19% 47%
March 31,1991 127 134 7 19 49
December 31, 1990 13 133 10 20 50 -
Scptember 30, 1990 118 128 10 22 sa

June 30, 1990 126 155 2. 28 60

Allocations

Tbe FY91 and 0914 unfavorable variances were primarily due to higher thas planned allocations from
Interaational Finished Goods and PSS.

B ned ting Income

The FY91 and 0914 burdened operating losses were due to Jower than planned Pro and Quick BASIC net
revenues throughout all channels, partially offset in Q91-4 by the release of Visual BASIC.
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Graphics Business Unit

Comments
FY91

FY91 was the first profitable year since Microsoft acquired Forethought three years ago.

Windows PowerPoint shipped seven localized versions within 90 days of US release: PowerPoint

Intemational English, German, French, Dutch, ltalion, Swedish, and French Canadion.

Q914

-

The Upgrade for Win PowerPoint shipped with a free translat
PowerPoint. .

or program to convert Harvard Graphics to

Results of Operations (in millions)

FY91
Actual Plan Variance
Net revenues 335 1000% w2z 000% 333
Cost of revenues 64 190 59 19.7 ()]
Opcrating expenses 134 359 1490 463 0.6
Aliocations - 126 37 120 ET 06)
Burdened operating income sl 4% (LN (5.8)% 528
Q914
Actual Plan Varisnce
Nel revenucs $9.0 100.0% $9.1 100.0% $(0.1)
Cost of revenues 1.6 179 16 175 -
Operating expenses 3.9 416 43 450 04
Aliocations 31 414 32 a6 £05)
Burdened operating income 300 0.9% $02 J.9% 5(0.2)

Leading Products (units in thousands, revenues in millions)

FY91
Actual Plan Variance -

Units  Revs  $/Unit Units  Revs  $/Unit Usits Rews  §/Unit
Win PowerPoint 92 $219 237 80 $188 $235 12 31 $ 2
Mac PowerPoint 32 6.6 205 37 2.9 216 (O] (13) [¢8))
Win PowerPoint Promos M 0.6 16 - - - ko 0.6 16
Win PowerPoint Upd 1 0.2 173 - - - 1 02 173
Mac PowerPoint Upd 2 01 45 17 05 28 (15) [04) 17

24 $212 22

Pereent of nel fevenue . B% 0%

The favorable Win PowerPoint unit and revenue varjances are duc to exceptional Win 3.0 sales, which are
pulling Windows applications through the sales chanoels. The unfavorable Mac PowerPoint price variance
is due to lower than planncd average upit prices in USSMD ($194 versus $200) and IFG ($247 versus $253).

MS 016452
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Graphics Business Unit

Q914
Actual _Pan Variance
Tom  Re  S[Um  Ums  Ros  3fUnt  Lhi Row  $/Uni
Win PowerPoint -4 553 Sid % 55 s38 - 3(02) 3(51)
Mac PowerPoint 8 16 195 9 20 n? m o) @
%9 - 923 3(08)
Percent of net revenue In% 2%

Win PowerPoint variances are largely attributable to the same factors identified for FY91 above. However,
USSMD average prices ($237 versus $251) and IFG’s average prices (5201 versus $342) were less than
planned. The 22% drop in the Win PowerPoint average unit price is primarily due to 4,600 units being sold
for $47 to the Australian Tax Office which has committed to a minimum of 14,500 units over threc years.
Ihe unfavorable Mac PowerPoint price variance is due to fower than planned average unit prices in
USSMD and IFG. The USSMD variance was the result of above plan sales of lower priced MLP's.

Channel Revenues (in millions)

FY91 Q94
Actuat Pian Variance Artuat Puas Nariance
UssMD $178 $17.1 $0.7 $43 $49 . 3(08)
Intemational FG 109 309 - 28 36 (08)
Domestic OEM 0.6 0.6 - 03 02 01
Adjustments 42 _16 26 18 Y 24
Net revenucs 3333 $302 533 590 $9.1 s(0.1)

USSMD EY9! sales of Win PowerPoint were $2.0 million above plan, whereas Mac PowerPoint sales were
$700,000 below plan. International Finished Goods sales were at plan with Win PowerPoint $1.1 million

above plan, while Mac PowerPoint sales were $1.1 million below plan.

Exceptional sales of the Office

product produced the favorable adjustment variance via inter business unit royalties.

USSMD’s 091-4 sales of Win PowerPoint and Mac PowerPoint mirrored plan. PM PowerPoint 2.0 was

originally budgeted to ship in Q91-4.

Development of this version was dropped, bowever, and this is the

primary rcason USSMD sales were below plan. International Finished Goods sales of Win PowerPoint
were $300,000 below plan, wherseas Mac PowerPoint sales were $350,000 below plan.

Cost of Revenues

FY91 and 091-4 cost of

costs for Mac and Win

slightly above plan.

revenues approximated plan. The only point worth noting is that USSMD product
PowerPoint were slightly less than plan, while Intcrnational Finished Goods were

Operating Expenses (in millions)

FY91
Marketing $59 $47 $(12)
Payroll & payroll taxes a1 39 08
Other 44 _S54 190
s124 $140 X
MS 0164521
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= Graphics Business Unit

“The unfavorable marketing variance was primarily
PowerPoint. The favorable payroll variance occurre

the year.
Q914
Marketing $19 1S
Payroll & payroll taxes 08 12
Marketing accrual 3 -
Other 13 pE
$37 s41

The Q914 marketing variance is due to overspending by our
occurred as a result of beadcount being under plan.

the result of approved additional marketing for Win
d as a result of headcount being under plan for most

Variance

504)
04
Q3

2

H

subsidiaries. The favorable payroll variance

As 3 Pescent of
Toul “Tota)
Headeoval . Actual Plan Variance Openating Product Grovps
June 30,1991 47 2 15 0.6% 16%
March 3¢, 1991 46 59 13 0.7 18
December 31, 1990 43 s52 9 0.7 18
Scptember 30, 1990 40 4 4 0.2 1.7
June 30,1990 M 47 13 07 1.6
Allacations

FYO1 allocated expenses exceeded plan, the largest

i

Finished Goods ($344,000) and USSMD ($109,000).

- 091-4 allocated expenses exceeded plan, the la
and International R&D ($163,000).

Burdened Operating Income

FY9] revenues were three times larger than FY90, which equated to GBU'
success was due to higher than expected revenucs for Win PowerPoint, red

operating eXpenses. -

091-4 approximated plan, with
allocations.

unfavorable variances occurred in International

rgest unfavorable variances accurred in USSMD ($504,000)

s first profitable fiscal year! The
ucing COGS, and maintaining

ower than planncd operating €xpenscs being offsct by unfavdrable
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Systems

Results of Operations (in miltions)
FY91
Actual Plan Variance
Net revenues $57B2 100.0% UB8 100.0% S1414
Cost of revenues NS . 137 491 114 (298)
Operating expense N7 169 1028 Pl 51
Allocations 812 4. ns 167 (8.4)
Burdened operating income 53198 553% 2115 484% Si83
Q914
—Tan Yariance
Net revenues $1873 1000% uns 1000% $6538
. Cost of sevenues U3 130 139 11 (104)
Opcrating expensc 211 144 U9 205 (22)
Allocations 22 1 293 189 29
Burdened operating income $113.7 80.7% $514 522% $50.3
Lending Products (units in thousands, revenucs in millions)
FY91
Actual Plan Variance
Units cvs  $/Unit Units Revs  $/Unit Units  Revs $/Unit
DOS/GW Basic 16466 $2672  $16 15485 $250.9 s 16 981 $163 § -
Win 3.0 3234 170.1 53 993 832 89 2241 819 (36)
DOS RUP 927 $0.7 ss 254 112 4“4 €71 398 11
Win 3.0 Upd 513 284 55 433 167 39 80 1n7 16
os/? 427 148 3 238 183 /] 189 GS5) (“42)
Win SDK 43 129 301 23 58 256 20 71 45
Win 256 s8 83 1 218 10 (588) _(158) 1
s508 si1é f1372
Percent of net revenues 5% %
Q91-4
Actual Plan Variance
o Rewi - /Ut Uss  Rew  S[UM Unis | Res  $/unit
DOS/GW Basic 4,295 $ 665 s15 3415 S629 $18 880 $36 $(3)
DOS RUP 927 50.7 55 104 4.7 45 823 0 . 1 .
Win 3.0 1,199 495 A1 332 292 88 867 €03 “un
os/2 286 11 25 g 60 k] 209 11 (53
Win 3.0 Upd S0 a1 6 128 36 28 m 05 A
Win SDK g _25 3 s _19 250 0o _06 7
S74 site3 i
Percent of net revenucs %% 89%
MS 016452
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Systems

Channel Revenues (in millions)

Fyol 0914
Acal Plan  Yagoe Aol Pus  Vanane
International FG $1863 $100.2 $861 $4s1 80 171
International OEM 1452 1527 " @s) 404 388 1.6
Domestic OEM 1379 1184 195 454 318 136
USSMD 1065 685 380 565 29 326
Adjustments 23 _(30) 53 50 o 92
Net Reveaucs 35782 54368 3104 $1873 $121 s6s.8
Bysiness Unit Results (in millions)
Fy91
Actueal Plan Variance
XNet Revenues
DOS a2 55.1% 52624 60.0% 28%
Windows 2330 403 1490 1 564
os/2 213 37 21 S (36)
Printer 17 03 _33 _08 (4s3)
2 Joow %8 00% 24
Actual Plan
income Percentage Income __Perentage
Operating Income (Loss) (Loss) Toa) . Revenve ) Total  Revenug Variance
DOS $2315 43% nI% 51935 %43% 76.0% $380
Windons 116.1 363 498 568 269 381 593
os/2 (26.3) 82 (1239) 013) a1h  (188) 11.0
Printer 03 04 (@) 015) 83 @13) __00
S319.8 1000% 553 213 1000% 484 52053
Q914
Actual Plan Variance
Net Revenues
DOS S118.7 634% $617 $5.1% 53%
Windows 593 317 455 303
0s/2 92 49 67 313
Printer 01 c 00 6 13 (938)
1873 100.0% 51215 1000% 542
Actual Plan
Income Pescentage Income Percentage
Operating Income (Loss) (Loss) ‘Total Revenue (Loss) Total Revenue Varjance
DOS 5836 T1.9% T46% $51.1 80.6% 5% 3315
Windows 304 26.7 513 219 HS 482 85
os/2 a1 @n @D ©5) B4 (1269 54
Printer 22) (9 (@00 X)) a4n (@) an
137 100% 67 364 W% 22 $503
s SRl
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Systems

Headcount (percent is of Product Groups’ total)

June 36,1991 March 31,1991 December 31, 1930 September 30, 1990 June 38, 1990
DOS 52 13% 48 18% 48 20% 45 20% 15 0.7%
Windows m 59 113 Sl 132 54 14 54 7% 35
osfz 204 10 184 n 185 15 208 89 300 143
Printer 2 08 u 09 21 09 16 [} 20 10
Suppont * i S J 28 £ 28 8 27 2 12
2 e w o B e & B o B

* Includes Division Management, Marketing, Developer Relations, UE Production and Advanced Technical & Business
Development.

See the following Business Unit scctions for analysis of the significant Business Upits.
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DOS Business Unit
Qommgnts
FY91 . .
DQS RUP becar-ne available through the retail channels. During Q91-4, 927,000 units of were shxpped

Virtually all major OEMs have licensed MS-DOS 5.0.

Results Of Operations (in millions)

9
Actual Plan Vasiance
Nel sevenues $an2 1000% $2624 300.0% $59.8
Cost of revenues 332 103 183 20 149)
Operating expense 180 56 s s [«%)]
Allocations 28 04 e s 09
Burdened operating § 2313 D SEX 260% 30
Q914
Actual __Pian Variance
Net revenues $118.7 1000% $67.7 J00.0% $510
Cost of revenucs 146 124 S1 76 {95)
Operating cxpense 68 51 as 51 (33)
Allocations _83 L3 80 1 0D
Burdened operating income S 8BRS 46% 51.1 J55% bXTA]
Channel Revenues (in millions)
Y9 Q914
Actaal Plan Variance Actual Pian Yariance
International OEM $1225 $118.7 $38 $305 $2382 $23
Domestic OEM 958 950 08 2.7 4S5 02
International FG 628 408 220 215 120 95
USSMD 425 8.7 338 425 33 392
Adjustments (1.4 {08) {0.8) _[05) 3y - 02
Net revenues o202 264 98 ST 5% R G

The majority of the FY91 revenue and burdeped operating income variance was due to Q91-4's
introduction of the DOS RUP. The immediate demand for the DOS RUP generated $42.5 million in
USSMD revenue in Q91-4 compared to plan of $33 million. IFG benefitted from the RUP as well as
shipments of packaged MS DOS 5.0. WW OEM revenue were only slightly above plan.
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POS Business Unit

nt Worldwide OEM Customers (in millions)

Y9l Q914
FPlan Variance Actual Plag Variance

Compaq $152 $131 s21 $41 $37 $04
Toshiba 144 99 45 29 27 02
NEC . 108 11.0 02) 46 20 26
Ofivetti 19 46 33 27 11 16
Tatung 5.5 25 31 09 0S5 04
AST Resesrch . 52 41 11 14 11 03
Acer 47 sS ©s) 14 13 01
Zenith Dan 47 sS (x) 10 14 (0£)
Daratech 45 19 26 13 0s
Tandy 44 . s ©7 09 14 (0.5)
Other 1409 1505 59 FYY N 09
Giross revenue i3 7 48 ss2 27 S

Worldwide OEM gross reveaucs for the year were slightly above plan. Customers with significant variances

weres
Compagq - Ramping shipments of 3865X units more than offsct the decline in shipments for their other
desktop modcls. '

Toshiba - Unit shipments jumped from 348,000 (FY90) to 882,000 (FY91) due to strong laptop sales.

Qlivetti - Higher royalty rates attributed to the MS-DOS/Windows bundle was the primary reason for
the positive variance. Actual unit shipments were 11% above plan.

Datatech - The shift of this Taiwanese company from motherboards to low-end PCs produced ramping
royaltics (244,000 units versus 86,000 planned).

Tatung - Shipments in FY91 werc bolstered by their agreement 1o supply hardware and MS-DOS to
Packard-Bell. Packard Bell bas now contracted directly with Microsoft for MS-DOS, which will result in
lower Tatung royakies in FY92.

Epson - A continued shortfall in shipments' as Epson repositions jtself in the marketplace led to a
negative variance of $4.7 million (206,000 unils versus 786,000 planned).

FY91 revenues exceeded plan due to the Q91-4 introduction of the DOS RUP to the retail channels. RUP
revenues were $50.7 million versus a plan of $11.2 million. The surprising volume of the DOS RUP was
also responsible for the higher than planned product costs. The FY91 operating expense variance was
primarily due to the Q91-4 marketing variance of $1.9 million and $596,000 in the retail and OEM channcls,

respectively.
As a Percent of
Total Total
Headcouat Actua} Plan Variance Operting Product Groups

June 30, 1991 52 40 (12) 0.7% 18%
March 31,1991 48 36 12) 0.7 18
December 31, 1990 48 35 a3y 08 20
September 30, 1990 45 3 (12) as 20
June 30, 1990 15 13 @ 03 07

Burdened Operating Income

The FY91 burdened operating income was above plan as a result of the release of the DOS RUP in Q91-4,
which also created the Q91-4 variance. )
MS 0164527
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Windows Business Unit

Comments
FY91

Win 3.0 shipped 3.2 million units, generating $170.1 million in worldwide revenue. Including the Mouse and
DOS bundles, almost S million units bave shipped since the May 22,1990 release.

Systems reorganized July 1, 1991, consolidating virtually all activitics relating to the development, testing and

marketing of Windows into the Windows business unit. Major groups that are now part of this "Super”

Windows Business Upit include: NT (formerly in 05/2), Advanced Windows Services (formerly in
. Networks) and Win Printing. .

Windows reorganized at the end of Q91-1, absorbing a Jarge number of unplaoned headcount from the OS/2
development team. This resulted in uafavorable variances for operating expenses through Q91-4.

Q914
Win 3.0 shipped 1.2 million units, generating $49.5 million in revenue worldwide,
Win 3.1 slipped. Shipment was planned for Q51-4, but has been rescheduled for Q92-2.

IBM paid Microsoft $7.5 million for development of NT ($5.0 million) and Windows ($2.5 million), which
was credited to Windows Domestic OEM revenues. ’

Results of Qperations (in millions)

FY91
Artual Pisg Variance
Net revenues 259 1000% 490 3000% $840
Cost of revenues 423 181 249 181 (153)
Operating cxpense Uy 153 30.7 206 (5.0)
Allocations 389 167 M6 23, {49
Burdened opcrating income $116.1 298% $568 38.1% $59.3
Q914 -
! —rn Vagiance
Net revenucs $59.3 100,05 $45.5 1000% $138 .
Caost of revenues 91 153 7.6 162 15)
Operating cxpense 86 us 638 49 (1.8)
Allocations 12 89 92 22 29
Burdened operating income $304 513% $21.9 482% $85
Ms 0164528
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Windows Bu§iness Unit

Leading Products (units in {bousands, revenues in millions)

FY91
Actual Plan Varisnce
Unis Rew  $/Usit Uz Rew  fUss  Usir  Rew  3/Ust
Win 3.0 324 $1701 $ 53 ’ 993 $882 $ 8 2,241 3819 $(36).
Win 3.0 Update 513 284 55 433 167 39 80" 117 16
Win SDK 43 129 30 px) 58 256 - 20 7.1 45
Wi 2856 538 51 n 2,126 ns 10 Qses) @8 b
Win SDKUpdate = 16 27 11 2 17 8t © 19 9
2198 $339 Lt
Percent of net revenues u% 0%

Stronger than planoed sales Jevels together with sales mix were the primary reasons for the Win 3.0 unit,
revenue and price variances. Win 3.0 units exceeded plan by 1.8 million in the WW OEM sales channels
and by 368,000 in the International Finished Goods channel. The Win 3.0 usit price vasiance is due to 55%
of the units being sold through the WW OEM channels compared to virtually none in the plan. The
average unit price for USSMD, International Finished Goods and WW OEM has been $72, $108 and $21,
respectively. The Win 286 short-fall from plan is offsct by Win 3.0 sales. The per unit revesue variance for
the SDK SKU's is primarily due to a higher than anticipated pereenlage of sales being direct to the end

user, rather than through the channel, and unplanned IFG reveouc with higher per unit revenuc than the

USSMD plan.
Q914
Actual Plan Variance
Win 3.0 1,199 $495 $ 41 332 $292 $88 867 $203 $@N
Win 3.0 Update 50 kB 62 128 36 28 () (0.5) 4
Win SDR ] 25 325 8 1.9 250 [+] [+ %
Other Windows 136 2.1 15 17 05 29 119 16 (14)
Win 286 58 12 21 s 57 n (“62) (45 10
3584 09 $113
Pereent of pet revenves B% 0%

Of the 1.2 million Win 3,0 units sald during the quarter, 864,000 were through our WW OEM channels,
generating $21.7 million in revenue. There were virtually no revenues budgeted through those channels,

which explains the overall unit price variance of $47. Since the release of Win 3.0 a year 2go there bas been
a steady shift of Win 3.0 sales from retail 10 OEM channels.

Channe) Revenues (in millions)

FY9 94
Actual Plan Variance Artunl JPlan Yariance
Intemationat FG $1193 $556 $63.7 $12.6 $154 $72
USSMD 639 59.7 42 139 206 67
Domestic OEM 280 138 142 143 40 103
International OEM 181 20 39 80 62 18
Adjustments 37 {21 S8 03 [ (M) A2
Net revenucs 2330 $1490 3840 593 8433 3138
MS 0164529
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Windows Business Unit

FY91 was bighlighted by the better than anticipated performance of Windows in the Intcrnational Finished
Goods channel, with sales exceeding plan by 114%.

Domestic OEM accounted for most of the favorable variance in 091-4 net revenues. 1t is noteworthy that
the $5.0 million received from IBMfor Microsoft development of OS/2 was in Windows revenues,
however. International Finished Goods also remained strong due to the continued acceptance of Win 3.0.
USSMD was under plan due 1o the slippage of version 3.1, which was budgeted to ship in April. )

Cost of Revenues

As a percentage of net reveoues, FY91 COGS wese very close to plan. However, there arc a few
Interesting issues worth noting. Relative to plan, the primary sales mix factors (retail versus OEM) chected
the composite product cost perceatage. Specifically, WW retail was 82% of gross revenues compared with
a plan of 80%. In addition, International Finished Goods product cost, as a pereent of gross revenues, was
higher than plan (188% compared to 162%). These variances were offset by Jower than planned non-
product costs together with lower than planned USSMD product costs-

The Q91-4 favorable variance was duc to 2 shift in the sales mix to OEM. Specifically, WW OEM was 38%

of gross revenues compared with a plan of 22%. Part of the OEM increasc was due to the $7.5 million

payment from IBM for which there were no costs. COGS also benefited from the slippage of lower margin
" USSMD updates.

Operating Expenses (in millions)

Y91
Actual Piap Vsriance
Marketing . $19.4 $170 $(24)
Payroll & payroll taxes 64 43 @1
Product development 11 23 12
Other 88 A 00
87 s 69

The unfavorable variance for marketing was due to overspending by subsidiarics, particulasly Germany
(5900,000), England ($400,000) and Japan ($400,000). Payroll and other headcount expenses exceeded plan
due to the Q91-1 reorganization and the continued buildup of resources dedicated to Windows. Product
development was significantly below plan due to planned purchases of Windows fonts that did not

materialize,
Q914
Actu Pian Vasiance
Marketing $5.9 530 $(29)
Marketing accrual (28) 0o 28
Payroll & payroll taxes 20 1.1 05)
Product development 02 [ 05
Bad debt 08 04 04
Other as 16 09
5 %8 $18)
Hs 0164530
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Windows Business Unit ’

The marketing variance consisted of $1.9 million in USSMD and $1.0 million in IFG, primarily England
($500,000), Germany ($200,000) and Japan ($200,000). ‘The payroll variance was due to the Q91-1

reorganization, which increased Windows headcount. The bad debt variance resulted from higher than
planned revesues. Product development was below plan ducto underspending for Windows fonts.

As 8 Percent of
: Toul Joual
Headoount Actual Plan Variance Opentiog Product Groupe

June 30,1991 m ] (83) 23% 59%
March 31, 1991 133 8 ' 20 51
December 31,1990 13 8s “n 22 sS4
September 30, 1990 124 81 «3) 23 sS4
June 30, 1990 % 69 'y 15 34

Allocations

FY91's largest unfavorable allocation variances occurred in International Finished Goods (31.4 million) and
Legal (513 million).

0914 allocated expenses continued the trend for all of FY91, where PSS ($600,000) and International
Finished Goods (3_500,000) had the largest unfavorable variances.

Burdened Operating Income

The EY9] burdened operating income for Windows was the result of strong performances in the Domestic
OEM and International Finished Goods channels, which overshadowed expenses in excess of plan due to
the Q91-1 reorganization,

The Q91-4 burdencd operating income for Windows was the result of strong performance in the Domestic
OEM and International Finished Goods channcls.
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SPAG

Comments .
Fy91

" Market shift from Bus Mice to Serial Mice
to the fact that more customers were pus

New PC’s are likely to have Serial/PS2 ports.

occurred faster than expected. SPAG marketing credits the shift
chasing Mice at the same time as they purchased their computers.

Ballpoint Mouse slipped from October to March, but shipmeats (72,000 units) still exceeded FY9Y's plan

(29,000 units).

Q91-4

Ballpoint Mouse shipped 66,000 units, generating $4.4 million i revenues.

OEM units sold to Compaq.

The Windows/Mouse bundle nearly tripled the plan, shipping over 120,000

in revenucs.

Results of Operations (in millions)

Of those, 47,000 were unplanned

units and gencrating $15.9 million

FY91
Actual Plan Variance
Net revenues 5213.0 100.0% 51498 1000% 5632
Cost of revenues 95.0 446 617 452 (213)
Operating expense 139 65 125 84 (14)
Allocations ) J4s 29 186 29
Burdened operating income $133 4% 5417 218% $31s
Q914
Actual Plan Variance
Net sevenues 5474 1000% 340.) J0.0% $13
Cost of revenues 234 493 17.9 4.6 (55)
Operating expense 24 5.0 28 69 04
Allocations 88 186 as 188 [y
Burdencd operating income 3128 211% s1L9 2% 509
Leading Products (units in thousands, revenues in millions)
FY91
: Actual Plan Variance
Units  Ros  3/Unit Units Ry $/Undit Units Rews  3/Unit
Serial/PS2 Mouse 1,581  5156.6 599 1230 351061 $86 381 3505 513
Dus Mouse 3% 312 9 518 3 6 (185) @y
OEM Mouse 1,169 259 2 us 69 28 921 188 ()
Ballpoint Mousc n a8 73 29 29 43 19 (36
Mouse Driver ™m 13 2 208 _02 1 H 11 1
$2196 siso4 52
Percent of net revenues 103% Jo%
MS 0164532
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SPAG

The Serial/PS2 Mouse business was buoyed by the success of Win 3.0. Bus Mice unit sales suffered from
the trend toward Serial Mice, although lower than planned OEM revenues resulted in a favorable per unit
price variance. On the other hand, OEM Mice were significantly over plan because of $15.4 million in
unplanned revenues through the Domestic OEM channel. Demand for the Ballpoint Mouse was higher
than planned, which resulted in a significant backlog. The majority of the units available were used for the
unplanned OEM arrangement with Compag which resulted in $2.7 million in revenues.  Revepues
associated with the agreement averaged $52 per unit, resulting in the unfavorable Ballpoint per unit price

variance.
Qo914
Actual Plan Variance
. Unis  Rew  3/Unit Unis Ros  $fUnit Duts Rew  $/Usit
Serial Mouse 350 $4.0 97 330 $28.6 $86 20 $54 s11
OEM Mouse 313 70 2 69 1.9 28 244 51 (O]
Bus Mowusc 55 50 92 14 84 68 69) (34) A
Ballpoint Mouse 66 44 67 11 11 plizd 55 33 35)
Mousc Driver 24 06 2 60 = 1 184 _06 1
$19 $00 $io
Percent of nel revenues Jog% J00%

Scrial Mouse revenues continued to be strong, although closer to plan than in prior quarters. The OEM
Mouse revenucs outpaced the Q91-4 plan due to unanticipated Domestic OEM channel revenues of $4.5
million. The Ballpoint Mousc was the star performer during the quarter, surpassing plan by 300%. The
OEM agrecment with Compaq contributed $2.5 million to the favorable variance, and Ballpoint also
outpaced plan in both of our retail channels. The unfavorable price pes unit variance for the Ballpoint
Mouse was the result of the Compaq OEM dcal.

Channel Revenues (in millions) :
FY91 914

Actual Plan Variance Actual - Plan Variance
Intemational FG $1045 S US $30.0 $29 5213 $1.6
USSMD 97,0 30 190 20.6 19.7 0.9
Domestic OEM 203 23 18.0 2.7 0.6 71
Adjustments (8.8) (5.0) 08 {38) 0% £23)
Net revenues o sles 632 we o owg @

For FY91, the retail channels were strong due 1o the performance of the Serial Mouse/Paintbrush ($37.8
million over plan) and Serial Mouse/Windows (3352 million over plan) bundles. The Naked Scrial Mouse
partially offset their success ($30.7 million under plan). The favorable variance in the Domestic OEM
channel was, again, the result of $15.4 million in unplanned OEM Mouse revenucs plus the $2.7 million in
unplanned Ballpoint Mouse revenucs from Compaq. The unfavorable adjustment variance was due to
revenue driven rebates and an unplanned increase in the returns reserve.

For 091-4, the Serial Mousc bundles, which ship exclusively through the retail channcls, remaincd strong.
Serial Mouse/Windows ($9.4 million favorable variance) and Serial Mouse/Paintbrush ($1.6 million
favorable variance), were partially offset by the Naked Serial Mouse ($7.0 unfavorable variance). The
Domestic OEM channel bencfited from unbudgeted OEM Mouse (845 million) and Ballpoint ($2.5
million) revenues. The unfavorable variance in "adjustments” results from an unplanned provision for
returns ($1.5 million) and higher thaa planned rebates (5900,000) due to a shift in the sales mix to direct
accounts which receive rebates.

MS 0164533
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SPAG

ost of Revenue,

The favorable FY91 COGS percentage was attributable to lower than planned product costs for Serial

Mouse/Paintbrush and Serial Mouse/Win 30, and product mix which favored the

Mouse/sofrware SKU’s over the Naked Mouse.

The unfavorable Q91-4 COGS variance as a pcrccntagé

highér margin

of net revenucs, was caused by & lower than

planned average price per unit through the USSMD channel, the cffects of the higher than planned revenue

adjustments, and unbudgeted tooling costs.
bundle were $1.5 million higher than plan.

Operating Expenses (in millions)

FY91
Actual Plan
Bad debt expense 315 $ 08
Product development 11 15
Other 13 Jo2
§139 128

To addition, inter business unit royaltics for the Win/Mouse

The unfavorable variance in bad debt expense resulted from higher than planned revenues. ‘The favorable
variance in product development arose largely from planned expenses for font technology which did not

occur,
Qo1
Actual Fian
Marketing $30 §1.2
Markeling accrual 29) -
Other 23 16
s24 28

Variance
S(18)
29
£0.7)
34

In 091-4 the $2.9 million marketing accrual was reversed. The unfavorable marketing variance represented

slippage of planned expenditures from prior quarters.

- As a Perceant of
Total Toul
Hcadcount Actual Plan Variance Opcrating Product Groups
June 30,1991 43 41 (2) 0.6% 115% *
March 31, 1991 38 as 3) 06 15
December 31, 1990 38 3. @) 0.6 16
Scptember 30, 1990 32 32 /] 0.6 14
June 30, 1990 2?7 28 1 [A3 13

Allocations

The largest FY91 unfavorable variances occurred in International Finished Goods ($1.9 million) and Legal

(8428,000).
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SPAG

Q91-4 allocated expenses exceeded plan. The largest unfavorable variances occurred in International
Finished Goods ($612,000) and USSMD ($322,000).

Burdened Operating Income
The significant FY9] favorable variance of 76% was the result of strong demand for Mice, lower than
expected materials prices for Serial Mouse products and operaling expenscs which were relatively close to
plan.

The 91-4 favorable variance was due to higher than planned revenues through WW retail and Domestic
OEM channels, and lower than planned operating expenses.
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Languages
Comments
FY91
Net revenues were $7.2 million below plan due to a weak Q914
Pro C revenues were ahead of plan for the year despite slippage of version 7.

New versions of MASM and Pro FORTRAN shipped during the year, although standard product and
update revenues fell short of plan by $33 million each.

Qs14

Character based versions of Pro C and Pro FORTRAN slipped during the quarter, resulting in negative
revenue variances of $3.9 and $2.1 million, respectively. Windows versions of Pro C and Pro FORTRAN
also slipped contributing $772,000 and $386,000 to the negative revenue variance, respectively.

Resuits of Operations (in millions)

FY91
o Acual___ Plan - Variance
Net revenues $55.4 100.0% 5626 100.0% 3(72)
Cost of revenucs 16.1 29.3 164 26.1 03
Operating expense 19.0 342 204 327 14
Allocations 192 47 110 21 2.2
Burdencd operaling income 511 20% 588 1.0% M)}
Q91-4 .
e Actual . plan ___ Veriance
Net revenues s11.1 100.0% $20.1 1000% 3(9.0)
Cost of revenues 49 363 49 1S 09
Operating expense 54 486 48 A0 0.6)
Allocations 56 502 A8 225 0.9
Burdened operaling income 3.9 (35.1)% $58 2.0% 5.1
Leading Products (units in thousands, revenues in millions)
FY91 . .
Actual Plan Variance
Units  Revs  $/Unit Units Revs $/Unit Units Revs  3/Unit
ProC )] $249 8177 89 25  $13 52 $24 $(76)
Pro C Updates 8 54 % 39 50 1% 43 04  (64)
Pro FORTRAN 20 53 262 Ex} 80 152 (33) @n 10
Quick C L) 38 63 81 50 62 @) 2 1
MASM 3% 36 100 47 S22 m an 08 an
5430 w83 27
Percent of net revenues R% %
MS 0164536
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Languages

Pro C and Pro C update revenucs showed strong results despite the slippage of both character and graphic
based versions of Pro C 7. Excluding C Runtime, which represented 51,000 unplanned Domestic OEM
units at less than $2 per unit, actual per anit revenues for C were above plan.

Q914

Actual Plan Variance

Units R 3Vl Uniz  Rew  S/Unit Units Rew  3/Unit
ProC 38 sS4 $143 24 $62 $257 Ul $(08) S(114)
Pro FORTRAN S 13 234 5 25 17 (10) (14) 64
MASM 1 13 98 12 14 114 ) ©03) (16)
MASM Updates 10 0.7 n 1 053 n 3 02 -
Quick C 10 26 61 20 A3 65 (10) 0.7 (3]

29 K] 39

Pereent of nel revenuts 80% %

Pro C includes both C and C Runtime versions having planned unit revenues of $265 and $150, respectively.
Pro C expericnced a significant pegative unit volume variance and a stightly positive per unit reveoue
variance. Pro C Runtime recorded a large positive unit volume variance and a negative per unil revenue
varianee, again duc to Domestic OEM licensed units (17,000). The Pro FORTRAN variance is due to the
product’s release slipping from March to Juae.

Channel Revenues (in millions)

FY91
FY% 0914
Actual Flan Variance Acual lan Variance
Intemational FG 5355 $32.6 $29 569 $88 $(1.9)
USSMD 230 37 8.7 56 118 (62)
Domestic OEM oS 03 02 o1 - 0.1
Adjustments 09 20 0.6 as w9 49
Net revenues S.4 $62.6 1) sia $20.1 505.0

FY9] revenucs were strong in the International Finished Goods channel duc principally to above plan Pro
C revenues. The USSMD variance was due to slippage of Pro FORTRAN, MASM, and Pro C. The
adjustments variance is due to higher than planned rebates and an unplanned increase in the domestic
returns reserve. 091-4 USSMD revenues were under plan due to the slippage of both Pro C 7 and Pro
FORTRAN. _ .

Cost of Revenues

The FY91 COGS variance is the combined ‘sesult of higher than plaooed USSMD product costs, unplanncd
manufacturing and carrying cost variances and higher than planned revenuc adjustments.

The Q91-4 COGS variance is due to unplanned increases in the returns reserve and the allowance for
obsolete inventory. Actual product costs were just slightly above plan duc to an unfavorable IFG variance.
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Languages

Qperating Expenses (in millions)

FY91
Actual Plan Variance
Payroll & payroll taxes $72 $ 17 305
Marketing 56 6.1 05
Other 52 65 04
$19.0 $204 514

1

FY91’s favorable payroll variance resulted from headeount running below plan for the majority of the year.
The favorable marketing variance resulted from deferring marketing campaigns for products which missed
their scheduled ship date.

Q914
Actunl Plan Variance
Marketing S16 13 $(0.3)
Product dcvelopment 04. 02 (02)
Other 34 a3 f{0.9)
$54 S48 $(06)

091-4 marketing expenses exceeded plan due to the slippage of Pro FORTRAN and MASM product
release dates from prior quarters into Q91-4. Product development cxpeose exceeded plan due to the
write-off of $300,000 of obsolete Quick Pascal Firefox code.

As 8 Pcreent of
Toul Tou!
llcadcount Aciuat Pian Variance Operating Product Groups
June 30, 1991 147 142 ) 2.0% 5.0%
March 31,1991 140 143 3 21 54
December 31, 1990 136 143 7 23 55
September 30, 1990 135 143 8 25 - 59
June 30, 1950 133 135 2 27 63
Allocations

FY91 allocated expenscs exceeded plan due to unfavorable variances in IFG ($614,000) and. PSS
Operations (§374,000). The IFG variance was duc to higher than planned marketiog and bad debt
expenses. Unplanned PSS beadcount, required to handle the volume of support requests, was responsible
for the unfavorable PSS variance,

091-4 allocated expense variances occurred in IFG (5268,000), PSS Operations ($185,000), and USSMD
(5131,000).

Burdened Qperating Income

Slippage of Pro C 7 and other Language products during FY91, along with unfavorable variances in
allocations, resulted in below plan results for the year.

Slippage of Pro FORTRAN, MASM, Pro C 7, and Windows versions of Pro C and Pro FORTRAN, were
responsible for the large revenue shortfall for 091-4. Negative variances in allocations also contributed to
the unfavorable results.

S 0164538
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Networks
Comments

FY91

The soft market for LAN Man, due partially to OS/2 and Mac compatibility issues, contributed to a 23%
negative revenue variance.

NBU Europe built up a channel comprising 25 distributors and 630 Network Specialists, In addition, the
business unit achieved European account wins in the pharmaccutical, banking, and retail industrics.

However, revenues still fell short of plan.

Q914

Shipment of 3COM SKU's for LAN Manager oceurred during the quarter providing $495,000, or 27% of
total US Networks revenue,

IBM reported out of period LAN Manager salcs during the quarter, increasing revenues by $6.3 million.

Results of
FY91

Net revenues

Cost of revenues
Opcrating expense
Allocations

Burdened operating loss

Q91-4

Net revenucs

Cost of revenucs
Operating expense
Allocations

Burdencd operating loss

rations (in millions)

Leading Products (units in thousands, revenues in millions) -

FY91

LAN Manager Server
LAN Manager Client
LAN Manager 1-5 User
LAN Man Unlimited
MS Networks

Percent of net revenues

Actual Plan Variance
K] 1000% §576  1000% 3(135)
58 131 27 134 1.9
420 95.3 46.6 80.9 46
215 8. 418 n 13
${41.2) 93.5)% (415} (R.0O)% 3,03
Actual Plan Varance
S186 3000% 22 1000% $(56)
1.9 101 33 137 14
122 65.6 128 527 0.6
5(8.0) (42.9)% ${49) (20.3)% $(3.n
Actual Plan Variance
Units  Revs  §/Unit Units  Rews  $/Unit Units Revt  $/Unit
66 §15.7 S 27 31 85 $215 as $72 §(38)
145 58 40 121 36 30 % 22 10
8 41 . 550 27 153 562 (20) (112) 12)
1 40 3442 6 136 2151 (&)} 96 129
140 39 28 29 _07 A 11 32 4
18 L7 s(82)
J6% n%
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Networks

Due to strong Domestic OEM shipments, LAN Manager Server exceed its revenue plan by 85%. The unit
revenue variance is due to high TBM volume together with a relatively lower royalty rate. The strong client
revenues are primarily due to strong DEC shipments. The LAN Man 1-5 and unlimited revenue variance
reflect over optimistic plans for the retai) channels. LAN Man Unlimited’s favorable unit revenue variance
reflects the favorable price uplift carned on international sales. MS Networks continues to be a popular
OEM product in Japan.

Qo914 ]
Actusl Plan Variance
Units  Rer  3/Unit Unis Ros  $/Unit Upiz  Reov  $/Unit

LAN Manager Server 44 $8.7 $198 8 s2.1 2n 36 356 $(80)
LAN Man Unlimited 4“4 22 51 33 10 0 11 12 21
LAN Manager 1-§ User 1 16 3408 3 64 2200 (03] (48) 1208
LANMan3COM Unitd 3 15 528 be} 722 s67 10) D)
LAN Manager Client 2 2 555 - - - 2 d2 555

sis2 $387 $19)
Percent of net revenucs 2% £9%

LAN Manager Server revenue and unit variances result from IBM’s out of period OEM rcporting. On
average, IBM receives a lower per unit cost for all royalty units reported. The LAN Manager 3COM
Unlimited variance results from unplanned 3COM SKU's that were shipped during the quarter. A large
portion of the 3COM units shipped in Q91-4 fulfilled obligations 3COM made with customers prior to their
exit from the LAN Man business.

Channel Revenues (in millions)

YTID 0914
Actual Plan Variance Actual Pian  Narance

Domestic OEM 23 $109 $ 122 $11s $ 28 587
International 8.1 136 (55) 29 kA (42)
Networks

US Networks 6.8 32s (25.7) 19 14.6 (1.7)
Imernational OEM 39 28 11 14 08 06
International FG 24 - 24 10 - 1.0
Adjustments ©2) Je¥3) 20 03 an 1o
Net revenues . L B $52.6 ${135) 5186 542 §(5.6)

Factors contributing to the large negative variance experienced by the US and International Networks
channels in both FY91 and 091-4 included an extremely aggressive budget, longer than expected sales cycle
times, and OS/2 and Mac compatibility issues. Domestic OEM benefited from the successful DEC license
agreement and strong IBM shipments.

Cost of Revenues

COGS were below plan for both FY91 and Q91-4. The variance was due to sales mix, which favored OEM
over retail revenue. Backing out the unplanned $63 million IBM revenue, COGS would bave been over
plan duc to the lower than anticipated run rates and sales mix which had fotecasted a higher percentage of
revenuc {rom the high margin Unlimited SKU.
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Networks
rating Expenses (in millions)

Fy9t

JPlao Variance
Product development S 24 S 49 $25
Payroll and payroll tax 114 125 11
Other 22 292 10
w20 4 s

Product development expenses for the year were under plan due to delayed spending for NetWare ‘
connectivity and lower than planaed use of third-party technical consultants on Com Server and Mail
Server. The payroll variance was due to divisional realignment and lower than planned Q91-3 headcount.

Q914

Actual Plan Variance
Payroll and payvoll tax $28 334 5§06
Supplies and equipment 02 [ 03
Other 92 89 {03)
s122 s128 506

The 091-4 payroll variance reflects the realigament of the Advanced Windows Group (Jim Allchin) into
the Windows BU. Supplics and equipment are a patural fall out of lower headcount.

As s Percent of
Total : Total
Headcount Actual Plan Variance Operating Product Groups
June 30, 1991 192 252 (-] 26% 65%
'March 31,1991 239 252 13 36 92
December 31, 1990 235 ° 231 @) 39 9.6
Scptember 30, 1990 233 214 a9 43 101
June 30,1990 1M 193 m 39 9.2
Allocations

in the US and International Networks

FY91 allocations were below plan due to cost controls put into place
' ocations from MSU were below plan

chaanels as a result of Jower than projected revepues. In addition, all
due to a slower than anticipated start of the training programs.

Q91-4's favorable allocation variance was duc to lower than planned US and International Networks

channel costs.

Burdened QOperating Income

FY91's burdencd operating loss approximated plan. Lower than planned retail revenues were offset by
favorable variances in COGS, operaling expenses and allocations.

variance was due 1o an overly optimistic retail plan. The

Q914 loss was 163% higher than planncd. The
for US Networks which failed to materialize.

budget assumed a very stecp increase in revenues
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International R&D

The mission of our international product development groups (IPG) is to translate a variety of Microsoft
products into approximately 21 languages. This includes converting the software product into the foreign
language, as well as the accompanying help functions, computer-based training and documentation. In
some instances, the product must also be re-cngineered 5o that it is compatible with varying hardware
configurations in these countries. IPG is currently working on approximately 240 projects.

The Redmond and Ireland product development groups primarily Jocalize Europcan and South American
products. Far East Product Development (FEPD) localizes Middle Eastern and Chinese products. The
Japan and Korca product development groups localize products for their respective countries.

Localization Costs (in millions)

Development Group
no FY%
Actyal  Plan  Variance Actual  Plan  Variance FPY Change
Redmond IPG 344 3287 5% S153 $172 1% 591 60%
Japan 146 141 (4) 94 9.6 2 52 5s
Ireland IPG 27 89 14 217 28 4 50 185
FEPD 32 20 (60) 08 11 27 24 300
Korea 1 14 21 08  _10 20 03 38
$10  $51 W S0 B 9% 20
Region
FY91 FYS0
Acval  Plan  Varance Actual  Plan  Variance _FYChange
Europe /South $32.1 $376 15% 3180 $200 10% $14.1 B
Amecrica .
Far East/Middic East 189 115 ®) no  nz 6 19 n”
$10 881 % 90 @1 R 20 %

In the current year, expenditures for European and South American languages were under plan due to a
combination of factors. The primary cause of the variance is the fact that the number of projects decreased

from

a planned 400 10 200. This project variance was partially offsct by the complexity and size of the

projects which grew markedly over budgeted assumptions. Approximately 36% of expenditures went
towards spreadshect and project management software. The most notable was the release of Excgl 3.0.
Word processing software accounted for approximately 29% of expenditures. In the Far East and Middle

East,

actual expenditures exceeded plan primarily due to the development costs of Chinese ‘Windows.
As 8 Perceat of
Total Total
Headcount Actual Plan Variance Operating Product Groups
June 30, 1991 825 863 38 111% 28.1%
March 31, 191 698 848 150 106 2%8
December 31,1950 604 769 165 100 246
September 30, 1950 518 653 135 95 s
Jupe 30,1950 4“5 337 (108) 89 21
MS 0164542
CONFIDENTIAL

114

MS-PCA 1189568
CONFIDENTIAL

MS-PCA1189568

\
3

J



Other Product Groups

FY91 (in millions)

Net Reveoues gEnting Income (Loss)
Actual Plan Variance Actual Plen Variance
Books $16.9 $204 $(35) $(12) $ 26 $(38) -
Senvices 170 224 54) (145) 83) 62)
Multimedia : 20 08 12 QL) (123) 12
Unix 10.9 93 16 60 4.1 19
MsJ 1.6 22 (0.6) ) (1.9 (03) 0.7
UPB (20.0) 129 (329) (203) 129 (332)
Elims pee)] o B85 10 = 19
582 3663 s(481) . 411 $(1.3) S(39.8)
Q91-4 (in millions) .
. Net Revenues gg_c_uﬁn; Income g_Los_;)
Actual HMan Variance Actual Plan Vsariance
Books 36.1 550 $11 $ 01 $06 $(0.5)
Scrvices 28 19 (s.1) 55) (0.8) @“&7n
Muhtimedia 08 06 02 @39 29 (0.6)
Unix 28 23 s 16 10 0.6
MSJ 04 (X3 02) ©.) (0.1) -
Urn (45) 6.6 (1) (4.6) 6.6 (112)
Eims 04 04 (39 _93 = 83
$5.0 $22.6 $(12.6) s(11LD $(a4) $(16.1)
As 2 Percent of
Toul Toul
Yicadcount as of Junc 30, 1991 Actuat Plan Variance Operating Product Groups
Books 42 4 2 0.6% 14%
Muhimedia 102 100 2) 14 s
Unix 2 .2 - - -
MSS S _8 3 - 0.2
15 i 2

Note: Service headcount is included in the Othes Channel section.
Books: Seec comments under Press in the Other Channel section.

Services: Q91-4 revenues were below plan due to the reclass of FY91 US PSS revenues ($4.2
million) to 2 contra expense accoual. This reclassification represents a change in accounting
policy whereby all amounts received for support arc used to offset the actual costs of .
delivering such support. This allows us to clearly track our nct delivery costs. Without this
reclassification, Services revenuc would be $1.2 million below plan for FY91 and $900,000
below plan in Q91-4. The unfavorable burdecned operating income variance was driven
primarily by headcount-related expenses in the US PSS and International PSS channels.

Multimedia: FY91 revenucs cxceeded plan due to incrcased shipments o Headstart and

- Software Toolwork customers. In Q91-3 Microsoft purchased 26% of Dorling Kindersley, a
UK publisher. This owncrship interest will result in the conversion of some of DK's highly
ilustrated reference books to Multimedia titles during FY92 and in future joint DK/MS
development of new titles in both printed and multimedia versions.
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Other Product Groups

0S/2: FY91 revenues were bolstered by IBM’s $5.2 million revised royalty report in Q91-4.

The shift of headcount resources to Windows resulted in a favorable FY91 operating expense
variance of $14.1 million, :

Unix: FY91 revenues were above plan due to the unbudgeted royalties for Sicmens (s14
million) and American Telepbone and Telegraph ($691,000). These favorable variances were
partially offset by an $841,000 shortfall by SCO. Q914 revenues were above plan due to the

unbudgeted royaltics for Sicmens (5496,000). A $220,000 shortfall by SCO was offset by
favorable variances by all other budgeted OEMs.

UPB: Sce comments in the Worldwide OEM section. -
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FY92 PLAN

The FY92 plan reflects our basic planning principles of hopefully conservative revenuc forecasting and more
accurate expense forccasting. The FY92 plan is our first plan since FY88 to show 20% profitability. Still, the
plan remains attainable with planned revenue growth of 31% in revenues and with 20.4% profitability.

The plan for Q92-1 once again reflects financia) performance substantially below bistorical patterns. The Q92-1
plan includes net revenoues of $462 million, net income of $56 million and EPS of only $0.29, The Q92-1 plan is
conservative, in both revenucs and operating expenses. July results arc strong, and it currcatly appears more
probable that Q92-1 will include at Jeast net revenues of $565 million, net income of $135 million and EPS of
$0.71 or better. In comparison, Q91-1 bad net revenues of $369 million, net income of $88 million and EPS of
$0.47.

Revenues:
Actual Plan Variance
FY92 ' $2,409 )
FY9 $1,843 1,516 21.6%
FY90 © 1,183 1,046 13.1

FY92 revenues are planned to grow 31% to $2.4 billion, down from 56% growtb in FY91. The revenue forecast
is conscrvative for DOS RUP, with USSMD having shipped balf the entire FY92 forecast in July, Other
products may also be conservative. For example, because of upanticipated strong performance in Q91-4, the
USSMD Excel gross revenue forecast for FY92 is $10 million less than FY91 actual. The channcl FY92
planned revenue growth is 32% for USSMD, 34% for International Finished Goods, and 14% for WW OEM,
compared with 59%, 84% and 27% respectively for FY91. From a business unit perspective, Applications is
planned to grow 27%, down from 66% growth in FY91, and Systems is planned to grow 28%, down from
FY91's 58%.

Cosl of revenues as a percent of sales:

Actual Plan Variance
FY92 18.0%
FY91 19.7% 19.6 0.1%
FY%0 214 237 23

FY92 cost of revenues is projected to continue to fall, but at a slower rate. The planned cost of revenues
percentage of 18% is product mix dependant, both as to the business unit mix and the mix of full product versus
MLP's. SPAG products, with higher product cosls, are planned to grow approximately half as fast as tbe
ovcrall company.

Operating expenses:

- Actual Plan Variance
FY92 $1,279
FY9 $831 811 5(2.4)
FY90 538 541 0.6

-
-

FY92 sales and marketing expenses arc projected to increase 10 34% of net revenues, up from a FY91 actual of
29% and plan of 34%. As in FY91, improvement in the actual sales and marketing as a percentage of net
revenues over the budget will be due to positive revenue variances. In addition to the formula driven marketing
pool, the plan includes an incremental $2.7 million for Applications marketing, $2.7 million for Systcms
marketing, and $1.5 million for Multimedia marketing.

Net income as 2 percent of sales:

Actual Plan Variance
FY92 204%
FY91 25.1% 197 54%
FY9%0 236 185 5.1

The planned combination of lower revenuc growth and higher operaling expenses geoerates an FY92 plan with
net income of 20.4% of nct rcvenue, a 19% deerease from FY91's record 25.1% profitability. A favorable
revenue variance 1o plan will bave a direct impact oo FY92 actual profitability.
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MICROSOFT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
Fot The Years Ending June 30, 1992, 1991, and 1990
(in thousands, except net income per share)

Growth Growth

Planned Actual’ Actual Percentage Percentage
R ot 10 wm W
Net revenues » $2,409,001 100.0% $1,843432 100.0% $1,183,446 100.0% 0.7% 55.8%
Cost o; revenues 433,536 18.0% 362,583 19.7% ’ 252,657 21.4% 19.6% 43.5%
Gross profit 1,975,465 82.0% 1,480,843 80.3% 930,779 78.6% 33.4% 53.1%
Operaling expenses
Reseatch' and development 369,579 153% 235386 128% 180615 15.3% 57.0%  30.3%
Sales and marketing 823,781 34.2% 533619 28.9% 317,593 268% 54.4% 68.0%
General and administrative T 85871 3.6% . 61996 34% 39332 33% 38.2% 57.6%
Total operating expenses 1,279,031 S3.1% 831,001 45.1% 537,540 ﬁ 53.9% 54.6%
Operating income 6965433 289% 649842 35.3% 393,238 33.2% 72% 65.3%
Non-operating income 26215 1.1% 23802 13% 23326 20% 10.1% 20%
Stock option program expense 0 0% 3000 -2% -6,000 _;?1 -100.0% 50.0%
income before income taxes 722,648 - 30.0% 670,644 354% 410,564 34.7% 7.83_6 6:_;.3‘3‘;
Provision for income taxes 231,247 _Pﬁ': 207901 113% 131,378. 11.1% ".23.5 58.2%
NET INCOME $491,401 20_;47: $462,743 .2_5._1—5 $279,185 ng:‘_: 6.2% . 65.7%
Average shares omslanfﬁng 194,738 1_81:6_53 1_7_915_
NET INCOME PER SHARE _8_%_53 —5_2_41 ﬁ . 23% 58.2%
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MICROSOFT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
For Fiscal Year Ending June 30,1892

in thousands)
Total
‘293-_1_ _9_92_3 0923 Q924 ] : _FZ?Z
Net revenves $462,025 100.0% $627,063 100.0% $641,313 ;oo.o% $678,600 100.0% $2,409,001_100.0%
Cost of reveaues 83,097 18.0% 111,616 17.8% 118,011 18.4% 120,913 175% 433,536 .11.0_'5_
Gross proﬁ; 378929 82.0% 515548 822% 523302 81.6% ~ 557,686 822% 1975465 82.0%
Operating expenses
Research and development 83,296 19.1% 92,527 148% 92,542 144% 96,214 14.2% 369,579 153%
Sales and marketing 191,526 41.5% 211,359 337% 216,485 338% 204,410 30.1% 823,781 34.2%
General and administrative 20926 45% .21,734 3.5% 21,481 33% 21,530 3.2% 85,671 3.6%
Total operating expenses 300,749 65.1% 325,621 51.9% 330,508 .’;1.5% 322,154 47.5%° 1,279,031 53.1%
Operating income 78.180 16.8% 189,927 30.3% 192,794 30.1% 235,532 347% 696,433 28.9%
Non-operating income 4,054 09% 5,192 _0_23 7315 11% 9,854 1.5% 26,215 1.1%
income before income taxes 82,234 17.8% 195,119 31.1% 199,909 31.2% 245,386 36.2% 722,648 30.0%
Provision for income taxes 26,315 57% 62,438 10.0% 63.971 10.0% 78524 11.6% 231,247 9.6%
NET INCOME £55918 124% 7 . $132,681 21.2% $135938 21.2% $166,863 24.6% $491,401 20.4%
Average shares outstanding M m l?.‘i_‘._so._i 138._759 . _|34_‘,7_3_8
NET INCOME PER SHARE _s_o_z_s_ 25_9. _3_0;62 231 _SEE
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MICROSOFT CORPORATION

STATEMENTS OF INCOME - BY CHANNEL

For The Year Ending June 30,1992
(in thousands)
RETAIL OEM
FY 92 Domestic  Int1 ROW Intl Europe Domestic Intt ROW  Int) Europe Other Total
Net revenues $749,651 $294,440 $918,165 $208672 $112736 $63,500 $61,827  $2,409,001
Cost of revenues 158,646 81,477 162,687 17,946 13 734 12,033 $433,536
Operating expenses 322,653 81,980 248,149 30,290 14,131 6,466 44,370 $748,039
Allocaled expenses 157,665 77,871 165,910 55,058 36453 31,700 6334 $530,992
Operating income $110,697 $53,111  $341,319 $105,378 $62,139 $24,599 ($909) $696,433
Net revenues 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revenues 21.2% 27.7% 17.7% 8.6% 0.0% 12% 19.5% 18.0%
Operating expenses 43.0% 27.8% 27.0% 14.5% 12.5% 10.2% 71.8% 31.1%
Allocated expenses 21.0% 26.4% 18.1% 26.4% 32.3% 49.9% 10.2% 22.0%
Operating income 14.8%  18.0% 37.2% 50.5% 55.1% 38.7% {1.5%) 28.9%
FYo1 Domestic Int1 Domestic Int1 Other Total
Net Revenues $569,812  $903,696 $187,019  $150,350 $32,454  $1,843,432
Growth % 315% 34.2% 11.6% 17.2% 90.5% 30.7%
Operating income $114,355  $355,955 $109,454 $86,217 (§17,139) $649,842
Operating Income % 20.1% 39.5% 58.5% 57.3% {52.8%) 35.3%
MS 0164549
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MICROSOFT CORPORATION

STATEMENTS OF INCOME - OTHER CHANNELS

For The Year Ending June 30,1952
{in thousands}
OTHER
us INTL INTL us INTL INTL
FY 92 Press MSU MSU ROW MSUEUR MCS MCSROW  MCSEUR Tota!
Netrevenues $21,691 $15,508 $2,364 $1,978 $14,660 $1,806 $3.819 $61,827
Cost of revenues 10,288 1,520 225 0 0 1] o 12,033
Operating expenses 5,076 15,735 2,293 523 13,803 1,971 4,970 44,370
Allocated expenses 6.024 -1,705 81 356 1,060 227 291 6,334
Operating Income $303 {541} ($235)  $1.099 (5203) ($391)  (51,441) (5908)
Net revenues 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revenues 47.4% 9.8% 9.5% 0.0% 0.0% 0.0% 0.0% 19.5%
QOperating expenses 23.4% 101.5% 97.0% 26.4% 94.2% 109.1% 130.1% 71.8%
Allocated expenses 27.8% 11.0% 3.4% 18.0% 7.2% 12.5% 7.6% 10.2%
Operating income 1.4% 0.3%) ‘ 9.9%) 55.5% (1.4%) (21.7%) {37.7%) {1.5%)
us INTL us INTL Other
FYS1 Press MSU MSU MCS MCS PSS/JRL Total
Net Revenues $16,557 $9,224 $822 $2.277 $282 $3,282 $32,454
Growth % 31.0% 68.1% 528.2% 543.8% 1926.5% 90.5%
Operating Income (51.364) $551 ($473) ($2.287) (s634) (512732)  (817,139)
Operating Income % {8.2%) 60%  (57.5%] {100.4%)  (285.6%) (387.9%) {52.8%)
MS 0164550
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MICROSOFT CORPORATION

STATEMENTS OF INCOME - BY PRODUCT GROUP

For The Year Ending June 30,1992
{in thousands)
FY 92 Applications DOS &Win  SPAG tanguages Networks  Other Total
Net revenues $1,189,601 $742,615 $248423 $71.416 $83,382 $73,585 $2,409,001
Cost of revenues 188,884 93,858 113,116 18,223 15,887 3,529 $433,536
Operating expenses 323,161 203,512 22,245 29,654 63,054 71,842 $713.577
Allocated expenses 323,678 124,038 32,573 16,768 63,426 4972 $565,454
Operating incorne $353,678  $321,167 $680,489 $6,763  ($58,985) ($6,878) $696,433
Net revenues 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of tevenues 15.9% 12.6% 45.5% 25.5% 19.1% 4.8% 18.0%
Operating expenses 27.2% 274% 9.0% 41.5% 75.6% 97.8% 29.6%
Allocated expenses 27.2% 16.7% 13.1% 23.5% 76.1% 6.8% 23.5%
QOperating income 29.7% 43.2% 32.4% 9.5% (70.7%) {9.3%) 28.9%
FYg1 Applications DOS&Win  SPAG  lLanguages Networks  Other Total~
Net Revenues $934,539  $556,839 $213,028 $55,429 $65,404 $18,192 $1,843,432
Growth % 27.3% 33.4% 16.6% 28.8% 27.5% 304.4% 30.7%
Operating Income $337.908  $346,134  $73,255 $1,123  ($67.556)  (841,022)  §649.842
Operating income % 38.2% 62.2% 34.4% 20%  (1033%)  (2255%) 35.3%
MS 0164551
122 CONFIDENTIAL

MS-PCA 1189577

CONFIDENTIAL -

MS-PCA1189577



MICROSOFT CORPORATION

STATEMENTS OF INCOME - APPLICATIONS BUSINESS UNITS
For The Year Ending June 30,1992

{in thousands)
APPLICATIONS

FY 82 Analysis  Data Access Entry Graphics Office  App Mgmt Tota!

Net revenues $431,229 $33534 $139,325 $53654  $531,859 $0  $1,189,601
Cost of revenues 60,366 7518 31922 10353 78,724 o $188,884
Operating expenses 88,468 26,560 42,631 21,534 124,321 19,646 $323,161
Allocated expenses 118,711 17,822 34,450 14,215 157,987 -19,646 $323678
Operating income $163,685  ($18,466) £30,282 $7.551 $170,827 $0 353,878

Net sevenues 100.0% 100.0% 100.0% 100.0% 100.0% 0.0% 100.0%
Cost of revenues 14.0% 22.4% 22.9% 19.3% 14.8% 0.0% 15.9%
Operaling expenses 20.5% 79.2% 30.6% 40.1% 23.4% 0.0% 271.2%
Allocated expenses 27.5% 53.4% 24.8% 26.5% 29.7% 0.0% 27.2%
Operating income 38.0% {55.1%) 21.7% 14.1% 32.1% 0.0% 29.7%
FYgl Analysis Data Access  Entry Graphics  Office  App Mgmt Total

Net Revenues $366,349 $18,637 $111,905 33,515 $404,132 0 - $934,539
Growth % 17.7% 79.9% 24.5% 60.1% 31.6% na 27.3%
Operating Income $174,434  (316.451) $22,096 $1,144 $156,685 0 $337,908
Operaling Income % 47.6% (88.3%) 19.7% 3.4% 38.8% na 36.2%
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MICROSOFT CORPORATION

STATEMENTS OF INCOME - DOS & WINDOWS BUSINESS UNITS
Fot The Year Ending June 30,1992

{in thousands)
DOS & WINDOWS

FYe2 Windows DOS Printer  Sys Mgmt Total

Net revenues $347,786 $393,778 $1.052 $0 $742515

Cost of revenues : 53,334 40,551 3 0 $93,808

Operating expenses 144,267 37,669 6,706 14,871 $203,512

Allocated expenses 93,008 458039 |- 73 -14,871 $124,038

Operating income $57.477 $269,738 ($5.,749) $0 $321,167

Net revenues 100.0% 100.0% 100.0% 0.0% 100.0%

Cost of revenues 15.3% 103% 0.3% 0.0% 12.6%

Operating expenses 41.5% 9.6% 637.6% 0.0% 27.4%

Allocated expenses 28.7% 11.6% 8.7% 0.0% 16.7%

Operating income 16.4% 68.5% (546.6%) 0.0% 43.2%

FY91 Windows DOSs Printer Sys Mgmt T Yotal

Net Revenues $233,001 $322,210 $1,628 $0 $556,839

Growth % 49.3% 22% (35.4%) na 33.4%

Operating Income ’ $116,114 $237,504.  (57.485) 50 $346,134

Operating Income % 49.8% 737% (459.8%) na 62.2%
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MICROSOFT CORPORATION

STATEMENTS OF INCOME - NETWORKS BUSINESS UNITS

For The Year Ending June 30,1992
{in thousands)
NETWORKS -

FYg2 M2 CSA MU 08§/2 Net Mgmt Tota!
Net revenues $53,163 $20,493 $941 $8,784 $0 $83,382
Cost of revenues 6,810 7.949 - 0. 1128 ] $15.887
Operating expenses 33,121 ' 17,255 2,024 6,214 4,439 $63,054
Niocated expenses 39,523 19,871 252 8218 4,439 $63,426
Operating income ($26,291) ($24,583) ($1,335) ($6,776) $0 ($58,985)
Net revenues 100.0% 100.0% 100.0% 100.0% 0.0% 100.0%
Cost of revenues 12.8% 38.8% 0.0% 12.8% 00% 19.1%
Operating expenses 62.3% 84.2% 215.1% 70.7% 0.0% 756%
Allocaled expenses 74.3% 97.0% 26.8% 83.6% 0.0% 76.1%
Operating income (49.5%) . (120.0%) {141.9%) (77.1%) 0.0% (70.7%)
Fror os/2 NET Total
Net Revenues $21,338 $44,066 $65,404
Growth % {58.8%) 69.3% 275%
Operating Income ($26.344) {$41.212) ($67,556)
Operating Income % (123.5%) {93.5%) {103.3%)
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MICROSOFT CORPORATION

STATEMENTS OF INCOME - OTHER PRODUCT GROUPS

Fof The Year Ending June 30,1992
{in thousands)
OTHER
Multi- Inter-
FY s2 Books Services Media Unix . UPB  Business Unit TOTAL
Net revenues $21591  $43TTE  SAST3  Sas&T  Se0T® ($11.623) $73,565
Cost of revenues 10,288 3,00 1,143 3477 0 {14,469) 3529
Operating expenses 9,025 40711 21,735 285 185 0 71942
Alocated expenses 2,075 309 1,768 819 0 0 4972
Operating income $303 ($333)  ($19.674)  $4,086 $5893 $2,846 (56,878)
Net revenues 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revenues 474% 7.1% 23.0% 40.1% 0.0% 124.5% 4.8%
Operating expenses 41.6% 93.0% 437.1% 3.3% 31% 0.0% 97.8%
Allocated expenses 2.6% 0.7% 35.6% 9.4% 0.0% 0.0% 6.8%
Operating Income 1.4% - (08%)  (395.6%) 47.1% 96.9% (24.5%) . {9.3%)
Multi- inter-
FY91 Books Services Media Unix UPB  Business Unit  Other TOTAL
Net Revenues $16,929 $17,005 $2,002  $10,855 (520,013)  {$10,223) $1,635 $18,192
Growth % 28.1% 157.4% 148.4%  (202%)  (1304%) 13.7% na 304.4%
Operating Income ($1.154)  ($14514)  ($11.410)  $6011  ($20262) $951 {$953) {841,022)
Operating Income % (6.8%) (85.4%)  (554.8%) 55.4% 101.2% 9.4%)  (583%)  (2255%)
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MICROSOFT CORPORATION

HEADCOUNT SUMMARY |
Fer The Years Ending June 30, 1992, 1991, and 1990

Growth Growth

. Planned Actual Actual Percentage Percentage
DMSION/SUBSIDIARY June 30,1992  June 30,1991  June 30,1990 v2/91 91/90
USSMD 1362 1009 697 38.0% 44.8%
US PSS . 1363 897 523 520% - 71.5%
US MSU 150 " 49 3% 1265%
US MCS 128 4 . 3 1612%  15333%
CORPCOM, MKTG MAT, PR/CORP EVENTS 192 o152 1t 263% 36.9%
US OEM & OEM MANAGEMENT 66 s7 43 158% 326%
INTL MANAGEMENT 46 42 45 95% 87%
PRESS/BOOKS 65 €5 58 0.0% 12.1%
MULTIMEDIA ‘o4 102 70 22% 457%
APPLICATIONS 1313 1046 753 255% 339%
SPAG ) 54 Q4 27 25.6% £9.3%
SYSTEMS 867 542 451 60.0% 202%
LANGUAGES - 128 - 147 133 129% 105%
NETWORKS 206 194 194 6.2% 0.0%
INTL RAD 704 489 286 4.0% 71.0%
EXECUTIVE 6 5 s 20.0% 0.0%
ADMINISTRATION 756 583 418 29.7% 395%
LAW & CORPORATE AFFAIRS 66 42 29 57.1% 448%
DOMESTIC OPERATING EXPENSE HEADCOUNT 7647 5575 3896 37.2% 43.1%
UK-MS LTD 233 154 8 51.3% 730%
NORDIC REGION-MS 43 178 105 56 69.5% 87.5%
GEZRMANY-MS GMBH 509 343 173 48.4% 68.3%
AUSTRIA-MS AGMBH 1 2 0 450.0% na
SWITZERLAND-MS AG 3 14 6 1357%  1333%
FRANCE-MS SARL 4o 241 163 66.4% 4a7.9%
IBERICA-MS SRL/MS LDA 61 3% 13 53.4%  1769%
BENELUX-MS BV/MS NV 13 5 35 738% 85.7%
[TALY-MS SPA 13 68 45 66.2% 478%
EUROPEAN HEADQUARTERS 47 16 6 1938%  1667%
CANADA-MS INC 183 15 83 59.1% 386%
AUSTRALIAMS PTY 191 123 89 55.3% 38.2%
MEXICO - 29 16 10 81.3% 60.0% -
SOUTH AMERICA 26 23 13 13.0% 76.9%
ISRAEL 3 3 2 - 00%  500%
SINGAPORE 1 6 1 83.3% na
JAPAN-MS KK 362 240 161 50.8% 49.1%
KOREA-MS CH 57 48 38 18.8% 26.3%
TAIWAN-MS TC 49 40 33 2.5% na
EUROPEAN MCS 2 0 o na na
IRELAND PG 369 194 59 90.2% 228.8%
SUBSIDIARIES OPERATING HEADCOUNT 2981 852 1076 61.0% 72.1%
TOTAL OPERATING HEADCOUNT 10628 7427 4972 431% 49.4%
MANUFACTURING 1035 799 663 29.5% 205%
TOTAL CORPORATE HEADCOUNT 11663 8226 5635 418%  460%
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MICROSOFT CORPORATION

FISCAL YEAR 1992 PLAN
REVENUE LEADERS
1-Auvg-91
(In Thousands)
CHANNEL ¢ DISTRIBUTION
TOP 15 IntFG IaUFG US  InlOEM Intt OEM 9 of Gross
PRODUCT FAMILIES USSMD Europc  ROW OEM  Esropc ROW  Other  TOTAL Revenues
-1 WORD $163,101  S258,743  $43069 8111 $95 S0 SO s8N 190%
2 DOS/DOSRUP 32,546 98217  as941 109419 373 8m 0 I8 161%
3 WINDOWS 90299 135253 31471 4663 1860 218K 0 M3l 139%
4 EXCEL 13075 1089  S4IN 2353 95 0 0 33! 138%
S MICE 124,528 87,142 34075 11,467 0 [ 0 257210 104%
6 WORKS 32,450 44833 21041 431 2,463 600 0 111806 45%
7 MS OFFICE 53499 12970 . 20557 o 0 (] 0 Bms 35%
8 PROJECT 32,362 18,668 6256 0 0 0 0 57286 23%
9 LAN MANAGER 11,699 24,064 6362 8,741 2208 131 0 a7 22%
10 POWERPOINT 25,400 13921 4887 1,084 0 0 452 18%
11 MAIL 8244 9,585 6,043 0 0 0 3897 16%
12 CCOMPILER 17281 11,127 8,826 86 0 60 0 33 155
13 SQL SERVER 10523 6531 1M 80 550 & o 1970  08%
14 FLIGHT SIMULATOR 7643 2585 1,153 0 0 0 0 1168 05%
15 VISUAL BASIC 6434 4133 1,103 0 0 0 11,670 05%
OTHER 48,769 8ST3 20262 21,789 1675 5202 61827 185,09 26%
GROSS REVENUES $192689  $927831 SW3S42  S8ET2 63500 S112736 $61.827 $2471,296  1000%
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TAX MATTERS

DOMESTIC -

IRS Examination: As reported in Q91-3, the IRS bas raised three industry issues: 1) whether stock option
compensation coastitutes wages cligible for the rescarch and development eredit; 2) transfer pricing in Ircland;
and 3) whether our operations in Ireland constitute *manufacturing”. The IRS is continuing its examination
with principal focus in these areas. They have also expanded their scrutiny of our research and development
credits. No adjustments have yet been proposed in these or other areas.

Proposed Legislation: Dan Rostenkowski, Chairman of the House & Ways Committee, has just introduced a
tax bill that would require purchased software to be amortized over 14 years. We are working with industry
associations (AEA, SPA, etc.) to opposc this ill conceived legislation.

Tax Ré;g:-Taxes were provided at 31% for FY91. The rate may increase but should sot exceed 32% for FY92.

Any increase will be due primarily 10 tbe size of the stock option “spread” (see below). As a result of this

sizeable reduction in taxable income, it has become increasingly difficult- to fully utilize rescarch and
development credits.

*Spread” From Stock Plans: The *spread” from stock option excrcises is deductible and reduces both federal
and statc taxes. The amounts of the spread and approximate tax benefits are (in millions)

FY9l FY%0
Spread  Tax Benefit Spread  Tax Benefit
Q1 $219 s 74 $ 129 S 44
Q2 1154 392 281 96
Q3 903 30.7 88 132
04 ;B3 249 81 Bl
* Total 53009 $1022 51496 $509

State Income Tax Exams: MS settled a FY86-89 Minnesota audit for $14,500. Ohio has assessed MS $55,000
for FY87-88. An appeal has been filed. Florida has proposed an adjustment of $26,000 for FY86-90. Georgia
is scheduled to begin an audit during Q92-1. MS is currently under exam by the Washington State Employment
Security Department for calendar years 1988-89. No adjustments have been proposed yet.

Anticipated Liquidity Needs: As of June 30, 1991, Microsoft’s cstimated working capital and forecasted
liquidity needs are summarized in the table below (in thousands)

Working Capital at June 30,1991 $736,000

Less: Estimated working capital to sustain the company through FY92 (570,000 -
Total before other anticipated needs 166,000

Other anticipated necds (510,000)

Potential borrowing requircments $(344,000)

A detailed analysis of the Anticipated Liguidity Needs follows this report.

les and Use Tax: Curreatly returns are filed in 37 states. New York is scheduled to audit FY89-91 in
Scptember. Pennsylvania is scheduled to audit in October. MS registered for Pennsylvania use tax in February

1991, but the avditor will ook for 1ax Liabilities prior to registration. In addition, Missouri and Texas have

notificd us of their intention to audit. During Q91-4, we concluded a $56,700 scttlcment with Wisconsin for
taxes back to FY90.

_ MS 0164559
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Tax Matters

B&O Litigation: The Washington State Department of Revenue filed its first interrogatorics and request for
production of documents in May. Responses have been prepared.  An agrecment is expected soon oo a
protective order assuring confidentiality of records.

Taxation of Computer Softwarc: The Washington legislature passed the personal property tax legislation
recommended by the Washington Software Study Committee. The legislation excmpts custom software and
golden masters from personal propesty tax. . :

INTERNATIONAL
Transfer Pricing: A new automated transfer pricing system is pearing completion of Phase 1. This system will

climinate a significant amoust of manual processing and be expanded to Microsoft Ircland after installation in
Redmond is complete.

* A number of revisions in Microsoft policies governing transfer pricing were implemented at the start of FY92.

These revisions make transfer prices more consistent: 1) Pricing for all *white box" versions was standardized at
cost plus 25%. The calculation includes royaltics paid by Ireland in the cost base, and also applies to products
shipped from Canyon Park. 2) Transfer prices on OEM hardware (Mouse and Ballpoint) were reduced
approximately 15% to reflect lower intercompany royalty rates more typical of hardware products. 3) Far East
subsidiarics will now be reimbursed directly for R&D. Costs of localization into double-byte languages will be
recovered through an increase in the intercompany royalty. 4) Pricing on academic products was revised and
clarified. Royalties on subsidiary-built academic 10-packs are now required.

Dividend Repatriation: A total of $150 million dollars was repatriated from Microsoft subsidiaries in France,
Germany, Netherlands, Sweden and Switzerland. Repatriated amounts gencrated approximately $58.3 million
in foreign tax credits which we expect to fully utilize in filing the FY91 tax return, The dividend 2lso allows the
utilization of $7.4 million in forcign tax credits available for carry forward from FY90.

New Subsidiaries: Austria, Argentina, Mexico, and New Zealand became operational during Q91-4.
Workgroup Canada Inc. was created to acquire the operations of Consumers Software, Inc. acquired during
Q91-3. Consulting Services Ltd was formed to allow the expansion of the MCS group into Europe.

New Productss DOS 5.0 Retail Upgrade and Extcnded License Agrecments programs were reviewed to
minimize adverse tax consequences. Rescarch determined the tax conscguences of MLP's in Hong Kong,
Indonesia, Malaysia, Thailand and Eastern Europe.

Tax Audits: Audits of International BV and BV were ipitiated during Q914 by the Dutch tax inspectors.
Audits are in a preliminary stage and no material issues have been raised to date. We do not anticipate any
material adjustments to either company, Canada is undergoing an Ontario Provincial audit which should be
completed during Q92-1. Again, no material adjustments are anticipated.

Subsidiary Operations: ‘Tax planning and compliance continued during the quarter. Issues included:

Germany - Structure of Microsoft Press Germany.

Ircland - Potential use of Ireland warchouse by England.

Israel-  Structure of Isracli R&D center including potential tax or investment incentives available.

Korea-  Impact of proposcd changes in treatment of software, including OEM licenses, by the Korean
Customs Office.

Spain-  Impact of proposed financing alternatives for Spain.

Taiwan- Use of standard intercompany royalty rates on transactions between Taiwan and Corporate.
Standard royalty rates adopted and implemented.
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Tax Moatters

Anticipated Liquidity Needs
Year Ending Junc 30, 1951 (in thousands-rounded)
Working Capital Available
Working Capital 2t June 30,1991 $736,000
Less: Estimated working capital (o sustain the company through FY92 570,000
Total before other anticipated needs $166,000
Anticipated Needs
Scheduled Expenditures: .
Facilities: Computcrs . 40,000
Land and Buildings 260,000
Foreign Operations: Irish Facility/IPG ?
Foreign Subs. - New Locations 200,000
Capital Contributions ?
Acquisitions: 2
. 500,000
Other:
Insurance, including self-insurance ?
Litigation and Contingencies: Litigation 10,000
Litigation (Applc) ?
FTC investigation ?
10,000
Total Anticipated Needs 510,000
Potential Borrowing Requirements $(344,000)
Potcatial b tag requi coutd '",um‘&--u:tm.hwcimuﬁlmmnqﬂn‘h“iwluwﬁdmutmwd-bkam(wﬂ

Modified Bardahl Formula®
Estimated Working Capital Needs Worldwide for the Year Ending June 30, 1992 (in thousands)

" Sep1. Determine FY91 Operating Cycle
A. Inventory tumover percentage

1.) Peak lnventory (191) $ 68988
2.) COGS for the year ending 6/91 362,589
3.) Determine Inventory tumover pereentage 19.02%
B. Accounts receivable tumover percentage
1.) Peak accounts reccivable (691) 243,304
2.) Sales for the Year ending 6/91 1,843,432
3.) Accounts receivable tumover fercentage 1320 -
C. Operating cycle percentage 32.22%
Step2. Determine FY92 Working Capital ) *
1) COGS (1) 434,000
2.) Other operating expenses (1) 1,280,000
3.) Income taxes - worldwide basis (2) 135,000
1,849,000
4.) Less: depreciation (1) {80,000)
5.) Estimate of FY92 total opcraling expenses 1,769,000
Necessary Working Capital for FY92 ($1,769,000 x 32.22%) $ 570,000

Neote: (1) Based oa FYY2 budgrt
(2) Catewhtion of Workduide Tax Babibty:

Budgcied et iscone befon tam 372030

FY92 1ok boons program deduction Q00.0r0) *
423,503

Effective tax e 2

TOTAL TAX $133.457
S—

'mMﬂhmﬂFMianmlmWﬁmﬁ&mldwighu-{-q&g-ﬂ-lulm"!""‘
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INSURANCE AND RISK MANAGEMENT

Jnsurance Renewals - The majority of Microsoft’s property and casualty insurances were renewed on July 1.
Generally, coverage terms and jnsurers remain unchanged. Two ncw coverages were added on July 1, business
interrupti n_additional illion_ip_cxcess ligbili . These new coverages will reduce
Microsoft’s susceptibility to & major property loss or Hability claim. In addition, Mm@gmmmﬂm
three coverages ($10,000 to $100,000 on propesty/business interruption; $10,000 to $25,000 on publisher’s crrors
and omissions liability, and $5,000 to $10,000 on international propesty/business interruption), and coverage for

automobile physical damage was discontinued.

Ob a comparable coverage basis, rencwal premi r T 1 j h; T
1 duphe!ﬂuﬂﬂe:;nnsusjgz:m&L9LJ2L2égunﬂ&iﬂ%Lﬁu;ﬂﬂﬁﬁu.ﬁzﬁ_ﬂx

T
property, and 100% for workers compensation. Current low premium rates enjoyed by Microsoft reflect the |

"bottomed out" status of a currently “soft” commercial insurance market. As the commercial insurance market
progresses into a “hard” cycle, an increase in premium rates is likely to be sought by Microsoft’s insurers.

h&h:ROSCHTTFT@ZLNSUFM%KHZPREIHTHWS

Total US. FY92 Esti Premiums $1,666,162°

7.26% Other
(Crime, Fiduciary, Publisher’s
E&O, Cargo, Non-Owned Aircraft)

1930%
Property Damage
Busincss Interruption

20.18%
Directors &
Officers Liability
15.86%
General &
Errors/Ommissions
Coo Liability
Bonds
3.27%
Automobile
Liability
13.02%
18.07% Umbrells .Ezctu -
Workers' Compensation Liability

(Outside WA Staic)

*Excludes $331,180 projccted direct charged subsidiary premiums.
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Insurance and Risk Monagement

RENEW, MMARY BY COVERA

Domestic General & Software Errors & Omissions Lipbility - Coverage was renewed with Chubb Insurance.
Premiums are compositely rated for the several coverages included in this package and are based on total US.
and Canadian sales, with a rate of $.30 per $1,000 sales for the first $500 million in sales, $.25 per $1,000 for the
next $500 million, and $.20 per $1,000 for sales in excess of §1 billion. Total projected premium foi FY92 is
$286,141. This compares with a FY91 rate of $35 per $1,000 for the first $500 million in sales, and a rate of
$.278 per $1,000 for all sales excess of $500 million, and an FY91 premium of $260,963.

Automobile Liability - Coverage was rencwed as expiring with one exception - coverage for physical damage
(comprehensive & collision) was dropped to reflect Microsoft’s general policy of self assuming non-material
property losses. The FY92 composite rate per vehicle is $940 versus a rate of $1,389 per vehicle (full coverage)
in FY91. Total premium projected for 55 vehicles for FY92 is $54,446 compared to $47,148 for 34 vehicles in
FY9l1. :

Umbrella/Excess Liability - The primary $25 million umbrella iability policy was renewed for at a premium
rate of $.08 per $1,000 total net sales, compared to the expiring rate of $.10 per $1,000 total net sales. Projected
premium for FY92 is $192,000 compared to an FY91 premium of $184,300. On July 1, 1991, an additional $25
million in excess liability was purchased, raising the total "catastrophe” liability limit available to Microsoft to
$50 million cach claim and annual aggregate (however, the additional $25 million does not provide coverage for
errors & omissions losses). The cost of the additional $25 million in coverage was $25,000.

Publisher's Errors & Omissions Liability - Coverage was renewed on expiring terms with the exception of an
increase in deductible from $10,000 to $25,000 cach claim. The renewal premium at the expiring $10,000
deductible would have been $43,398 compared to renewal with a 525,000 deductible for $29,646. This compares
10 a FY91 premium of $43,384 with a $10,000 deductible.

Foreign General & Software Errors & Omissions Liability - Coverage was rencwed as expiring. The FY92
premium rate for general Liability is $.045 per $1000 international sales (excluding OEM); software errors &
omissions is $.08 per $1,000 for the first $500 million total international sales, $.07 for the next $500 million total
international sales, and $.06 for total international sales exceeding $1 billion; and the employer’s Liability rate is
$.0125 per $100 international payroll. Total expected FY92 premium is $156,447. This compares to FY91 rates

for gencral Liability at $.05 per $1,000 international sales (except $.01 per $1,000 on forcign OEM sales);

software errors & omissions liability at $.08 per $1,000 for the first $500 mﬂﬁon in total international sales, and
$.07 per $1,000 total international sales exceeding $500 million; and an employer’s liability rate of $.0175, per
$100 international payroll.

Non-Owned Aircraft Liability - Coverage was rencwed for a flat premium of $2,275 - same as in FY9L

Domestic "All Risk® Property - Coverage was rencwed as expiring with the exception of an increase in
deductible from $10,000 each loss to $100,000 (except transit, road show, and fine arts losses, where the
deductible remains at $10,000). The premium rate for FY92 is $.0246 per $100 rcplaccment value of property
insurcd, compared to a FY91 rate of $.0345 per $100 value, Total insured property for FY92 is approximately
$643 million, generating a premium of $158,079. This compares to FY91 values of approximately $389 million
and a premium of §145335. A policy sublimit of $100 million applies to losses caused by the perils of
earthquake & flood.
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Insurance and Risk Monagement

Domestic Direct and Contingent Business Interruption - This coverage was added to the insurance program 028
July 1, 1991. Business interruption insurance covers the lost met profits and continuing expenses of 2
corporation that is unable to produce and scll product as a result of a physical damage loss at an owned facility
or at the facility of a critical supplicr. This coverage is written by Allendale Insurance, the same insures that
writes the domestic "all risk" physical damage policy. The applicable $100,000 deductible applics on 8 combined
basis with loss under the "all risk” policy. Premium rates are $.0179 per $100 of declared business interruption
exposure, gencrating a FY92 premium of $171,252 for approximately $1 billion in coverage. In addition to
direct coverage for losses involving Microsoft facilities, the policy also provides $10 million coverage cach loss
for "contingent” business interruption sesulting from loss at a supplier facility.

International Cargo - Coverage was renewed as cxpiring. Rates increased for FY92 to $.057 per $100 value
shipped compared to $.05 per $100 value shipped for FY9L The rate increase was prompted by adverse cargo
Joss experience over the past two years. The FY92 rate is still considerably better, however, than the FY9 ratc
of $.10 per $100 value shipped. Total projected premium for FY92 is $31,350.

Foreign "All Risk® Property & Business Interruption - Coverage remained for foreign propesty exposures, with
the exception of 1) the addition of direct and contingent business interruption coverage 10 the policy, and 2) an
increase in the deductible from $5,000 cach loss to $10,000 cach loss. The FY92 premium rate is $.045 per $100
replacement and business interruption value, which will geerate 2 FY92 premium of $145,071. The foreign
property rate for FY91 was $.055 per $100 replaccment value.

Interstate Worker’s Compensation - Coverage conforming to individual state statutory requirements for all
non-Washington State based U.S. employees was renewed. Premium rates applicable to out of state payrolls
are as promulgated by the individual state rating burcaus. Expected premivms for FY92 are $301,085 based on
estimated out of statc payroll of $64 million, compared to FY91 premiums of $205,852 based on total payroll of
approximately $32 million. An improved dividend rating plan was negotiated which will provide for a significant
return premium to Microsoft (up to $150,000) if loss experience continues to be favorable in FY92.

MS 0164
CONFIDENT%XE

MS-PCA 1189591
CONFIDENTIAL

MS-PCA1189591



~

Insurance and Risk Management

AMARY OF INSURANCE COVERAGE IN P E 7/1/91

_COVERAGE COVERAGE AND LIMITS® DEDUCTIBLE
Domestic General [E& O Gencral Liability - $1,000,000 a. occ./52,000,000 aggregale 0
Liability . .

Software E & O Liability - $2,000,000 ea. chaim / aggregate $500,000 each claim

Employce Bencfits Liability - $1,000,000 each claim/ $3,000,000 $1,000 each claim

__aggregate '

Avtomobile Liability '$1,000,000 each occurrence 30
Umbrella Liability $2S million each occurrence and aggregate 0
Excess Liability $25 million each occurrence and agpregatc 0
Publisher’s E & O Liability $S million each claim and aggregate $25,000 each claim
Fiduciary Liability $10 million each claim and aggregate $0
Directors & Officers Liability $25 million each claim and aggregate D&O 50
Corp. Re. $300,000

Forcign General REZ O General, E & O, Benefits, Automobilc, Employcrs Liability - 50
Liability $1.000.000 cach occurrence and agercpate. $25000 ca. claiimE& O
Non-Owned Aircraft Liability $S million each occuryence and aggregate $0
Domestic “All Risk” Propeny $643 million replacement vatue - $100 ‘million sublimit for perils of $100,000 ea. Joss - physical
carthquake snd flood. Sublimit is combined physical damage and damage and business

b interruption. intcrruption combined

Dusiness Interruption $959 miltion business interruption value - $100 million sublimit for $100,000 ea. loss - physical
carthquake and flood. Sublimit is combined physical damage and damage and business

business interruption. interruption combined

Intemational Cargo $2.5 million maximum shipment valued at cost 10 produce $0
Forcign "All Risk® Propeny $100 miliion each occurrence of loss combined physical damage & $10,000 e2. 1oss

'Y

iness interruption - SS miltion sublimit for earthquake in Japan.

$25.000 Japan canthguake

Iniersiate Worker's Compensation St y Benefit Requi ts by State.

0
Blanket Crime $10 million cach claim and aggregatc. $50,000 cach claim
Special Indemnity $15 million each claim and aggregate. $0
*Occurrence Limit - maximum coverage limit applicable to a single covered accident or cvent. R
Aggregate Limit - maximum coverage limit applicable for all covered losses occurring during policy period.
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~ MANUFACTURING
Throughput

Campus North Component Pieces (in thousands)

Q914 o913
Jou! CP CP/Build Day Jotal CP uild
In-house 66,958 1,046 51,658 820
off site 5809 - 3 408 o
3

.67 1137 - 55,703

The number of component picces produced cach build day (CP/build day) increased 28% from Q91-3.
The increase is the result of the large production volume for DOS RUP, which reduced setup time and
improved production efficiency due to increased familiarity with the product. Off-sitc vendors are
contracted to duplicate and assemble product when forecasted demand exceeds plant capacity. The

- number of off-site vendors utilized has increased from two in Q91-3 to three in Q914 due to the increased -

demand caused by DOS RUP and other releases.

Microsoft Ireland, which provides most of the package products sold by our Europcan sales subsidiaries,
measures production in terms of the gross pumber of packages built. Total units produced in Dublin for
Q91-4 (921,000) decreased over units produced for Q91-3 (1,074,000). The drop is due to decreased
quartefly revenues in Europe. ’

-

Backiog

Domestic manufacturing plans production based on Product Marketing’s forecast of demand and rate
based” demand reccived directly from customers. Buildable backlogs occur when .customer sales orders
exceed Product Marketing's forecasted demand or when the plant fails to build to forecasted demand.
Non-buildable backlog occurs when orders bave been placed for software or other component parts that
have not yet been released 10 manvfacturing.

Domestic backlog of $10.8 million, a 13% increase over Q91-3, was comprised eatirely of buildable backlog.
The increase in buildable backlog in Q91-4 was primarily due to DOS RUP ($8.0 million) and the Ballpoint
Mouse ($1.1 million). The DOS RUP backlog is due to an unanticipated high order volume subsequent to
the initial launch shipment. The Ballpoint Mouse stockout is due to availability problems from our

component vendor.
MS Jreland
\ June 30, 1991 March 31, 1991
Buildable backlog 10,000 14,000
Non-buildadle backlog 58,000 44,000
68.000 . $8.000

Irish manufacturing demand is created by firm orders placed on the plant by the European sales
subsidiaries. The backlog definition is consistent with that used domestically, however, since transactions
are valued at transfer price, backlog is tracked in units rather than dollars. Ircland’s buildable backlog is
mainly due to Dutch and Swedish DOS RUP products. The pop-buildable backlog is due to software
delays for French DOS RUP and Mac Excel

MS 0164568
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Domestic Manufacturing -

Domestic Manufacturing and Distribution’s most significant accomplishment this quarter was the successful
production and distribution of 500,000 units of DOS RUP in time for launch. “This was accomplished
through the efforts and coordination of Manufacturing, Distribution, Product Managemest, Finance, Order
Entry, and Sales. This cross functional cooperation produced an effective prodpction strategy which
satisficd our customers’ desire to have significant inventory on band at the anpouncement date.
Manufacturing is dedicated to improve their processes to better meet customer necds. ‘Receotly, they have
begun to concentrate their efforts to structure a focused manufacturing organization to support the unique
requirements of SPAG. .

International Focus Factory

The IFF's objective for Q91-4 was to understand their customers’ needs and to develop changes to their
processes and systems to meel and exceed those needs. Recently, they have begun to concentrate their
efforts to reduce raw material procurement lead times, which provides the subsidiaries the opportunity o
order weekly instead of monthly. Io addition, IFF has also reduced cycle time and simplified inventory

- management by consolidating all the finished goods inventory into one storeroom while reducing the Jevels
of excess and obsolete inventory. All of these sicps build towards improvement in delivery, reduction in
operaling expenses, lower inventory costs, and high customer satisfaction for all intcrnational products.
Currently, efforts are focused on improving scheduliog by categorizing product builds to determine the
priority improving procurement through 2 ship-to-stock program and converting to a round table
production method within a cellular plant layout.

Irela f;

A major focus for Ireland in Q91-4 is moving 10 a JIT finished goods delivery system. In Q91-4, Ireland
began shipping directly to MS Ltd's three major UK distributors, and plans to be shipping to all of MS
Lid's distributors by September 1st. The advantages of such 2 distribution plan include: reduced finished
goods inventory carrying costs, warchouse space savings at MS Ircland, which can be redirected to
manufacturing use, elimination of warchouse aceds at MS Lid, and labor cost reduction.

Puerto Rico

Microsoft Puerto Rico produces and ships collated disk sets to Campus North on a 48 bour turn-around
time frame. During Q91-4, 6.6 million disks were duplicated, this is a 144% increase ovér Q91-3 , and
represents 46% of the total Campus Nortb duplication requirement. ln FY91, Puerto Rico produced 155
million disks, 32% of Campus North duplication requiremeats. Current headcount totals 115 employees,
an 89% growth over Q91-3's total of 61 employees. Sec comments in the Tax section for total tax saviogs
from MS Puerto Rico operations,
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FACILITIES

At the end of FY91, Microsoft owned or leased approximately 2,858,000 squarc feet of office, warchouse and
manufacturing space around the world, The distribution of this space is as follows:

tion . Square Feel % of Total
‘Washington State 1,614,000 56%
Intcroational 900,000 a2
Other Domestic 244,000 12
Total 2,858,000 100%
DOMESTIC FACILITIES

Microsoft occupied nearly 2,000,000 square feet of building space in the United States at the end of FY91 (se¢
chart below). This is 52,000 square fect more than at the end of Q91-3, a 39 increase. As of June 30, 1992,
Microsoft is projected to occupy approximately 2,900,000 square feet nationwide, a 47% increase over June 30,
1991. The majority of this growth will result from increases in USSMD, MCS and MSU field locations, the
expansion of PSS Charlotte, and the addition of PSS Dallas, SpaccLabs (Building 23) and Campus Buildings 16,
17 and 21, .

Of the total space occupicd by Microsoft domestically, approximately 1,000,000 square feet comprise Corporate
Campus and 920,000 square feet are occupied by other Washington State and Domestic Field locations. By
June 30, 1992 Corporate Campus is projected to be more than 1,500,000 squarc fect, 47% increase over Junc
30, 1991. Duriog FY92, ‘Washington and Field square footage is expected to grow to 1,344,000 square lect, an

increase of 46% over FY91.

DOMESTIC SQUARE FOOTAGE GRO

S gt et ARG R

Corporate

M&D

:
:

i Washington Ficld

g Domestic Ficld

A e ~00"T

90 . 91
Q Q Q3 Q4 Q1 Q2 @3 Q4
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Domestic Facilities
Washington State

At the end of Q91-4, Microsoft owned and occupied 1,062,000 square feet (exclusive of 70,000 square feet
owned by Microsoft, but occupicd by other firms), and icased an additional 552,000 square feet in the state of
Washington (see chart below). 1,600,000 square fect is an increase of 2% over Q91-3. Occupancy of an
additional 185,000 square feet of owned and Icased space is planned during Q92-1. By the end of FY92, it is
projected that Microsoft will occupy 2,249,000 square feet of space in-Washington, a 392 increase over FY9],
of this, 69% will be owned, and 31% lcased.

WASHINGTON SQUARE FOOTAGE GROWTH

o«

o weoWn

nta w~00™M™
8
g

FYE® FY9101 Fy9iQz FY9 Q3 FImM Fnol

[~]
¥ Owned [ Leased

ampu
Buildings 16, 17 and 18. Building enclosure is pearly 75% complete on Building 16, and is scheduled
for completion in November, 1991. Building 17 is scheduled to top out in July, 1991, with completion
scheduled for January, 1992. Building 18 is scheduled to top out in December, 1991 and to be
completed in July, 1992,

LID/Road Work. Street and utility improvements for LID 88-ST-51 (Bel-Red) are complete;
construction costs are curreotly estimated at $1,233,000.

Three other activities are currently underway pertaining to the future organization of Campus. First,
the City of Redmond is reviewing a proposal to relocate the connector between Bel Red and 156th
Avenue 1o the southern edge of Campus. Second, Microsoft is assembling a petition to purchase the
existing public strects within Campus. Third, a proposal to revise certain lot lines within Campus has
been submitted to the City of Redmond.

Ay
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Domestic Facilities

Land and Building Acquisitions. During Q91-4, Microsoft purchased four acres of land, with
improverents (SpaccLabs, Building 23), increasing the amount of land controlled at Campus to 257
acres. In addition to Campus, Microsoft owns 23 acres of land at Canyon Park.

Two additional future acquisitions are planned (see map). Contingencies to the purchase of the nine
acre Simpson Timber parcel (Phasc 14) were removed in May, 1991, and the transaction is expected to
close 6 to 18 months after the removal of contingencies. The acquisition of the Faust/Marshall land
(Phase 10b) is expected to close during Q92-1; this parcel comprises one acre.

In addition to the Simpson Timber and Faust/Marshall parcels, therc are 11 other tracts of land which
Microsoft is monitoring as potential purchases. These parcels total 142 acres.

Other Wagshington

Owned Facilitics. Construction of Buildings 20 and 21 was completed during Q914, and both buildings
are expected to be fully occupied during Q92-1. Additionally, the Recycle Center has been a focus of
activity for Microsoft’s recycling program. Io less than two months, Microsoft recycled 71 tons of
paper, metal and glass products. Itis estimated that Microsoft has reduced the amount of trash sent to
landfills by 75%.

Leased Facilities. During Q91-4, 2n additional 28,000 square feet of space in three buildings was let in
Washington. The majority of this space will be used by MSU. Preliminary approval for the Jeasing of
an additional 109,000 square feet during Q92-1 has been granted; this space will accommodate PSS,
and will be divided between two locations. . Additional space in the local area is currently under
evaluation for leasing during Q92-1to meet the peeds of various support services.

Domestic Field Locations

Microsoft’s domestic field locations outside Washington State have increased significantly during FY91.
Microsoft currently occupies 344,000 square feet, a 7% increase over Q91-3. Major activity during Q91-4
included moving the Santa Clara (California) SMSD office to ncw spacc in San Mateo, and the opening of a
new MSU remote site in Dallas. It is projected than an additional 81,000 square feet will come on line during
Q92-1, an increase of 24% over Q91-4. Domestic ficld occupancy is expected 10 reach 642,000 square feet of
office space by June 1992, 87% more than the current 344,000 square fect.

DOMESTIC FIELD SQUARE FOOTAGE GROWTH
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Domestic/International Facilities

During FY91, 19 leasing/construction projects were completed, of which 13 were new offices or moves of
existing offices, and six were expansions of cxisting locations. For the coming fiscal ycar, 20

leasing/construction projects are scheduled, of which nine arc expected to be completed during Q92-1. A
summary of recent and projected activity is presented below.

SMSD/MCS Domesti i

During Q91-4, occupancy of ncw space was effected in Dallas, Portland (Oregon) and San Matco. The
sclection and occupancy of space in the following cities are in various stages of completion, and are
expected to be completed during FY92: Atlanta, Bellevue, Boston, Hartford (Connecticut), Irvine
(California), Los Angeles, New York, Philadelphia, Phoenix, Portland (Oregon) and Washington, D.C.

PSS Domestic Locations

The buildout of the remaining space in the Charlotte (N.C.) facility was completed during Q91-4.
Microsoft is to occupy an additional 60,000 square feet in a subsequent phase of the project from
November, 1991, to January, 1992, Final lease negotiations are underway for 88,000 square feet of
space in Dallas, which was sclected as tbe third domestic PSS site. Occupancy of 46,000 square feet is
scheduled for October, 1991, with the remaining space to be occupied by October, 1993.

Move and Remodel Activity

During Q91-4, 1,039 individual people were moved, for a total of 5,500 moves during FY91 (a 62% increase
over FY90). It is anticipated that 7,000 moves will occur during FY92, primarily because of the occupancy of
Buildings 16, 17 and 23 on the Campus, PSS expansions in Bellevue, Charlotte (N.C.) and Dallas, and other
domestic MSU and SMSD expansions.

INTERNATIONAL FACILITIES

International space continued to expand rapidly during Q91-4. There is a total of 625,000 square feet of office
space and 275,000 square feet of warchouse findustrial space occupicd by Microsoft outside the United States
(see chart below - "Other” includes European headquarters, Ireland and Puerto Rico). In order to keep pace
with anticipated growth in headcount, international office space will increase by approximately 50% during
FY92. Except for Ircland and the new offices in the United Kingdom, all facilities are leased by Microsoft.

| INTERNATIONAL SPACE DISTRIBUTION '
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International Facilities

Microsoft is evaluating purchase opportunitics internationally. As subsidiaries reach larger sizes in terms of
headcount, a certain “critical mass® is achieved, and the ownership of Microsoft facilities becomes more
atractive. Additionally, market conditicas in certain arcas arc depressed, encouraging current investment for
the long-term. For example, land values in most English-speaking countries where Microsoft has subsidiarics
are currently depressed.  Particularly, the purchase of land in Sydney, Australia, appears to be a unique
opportunity, and may allow MS Australia to achieve a long-term (10 to 20 year) solution to its facility
requircments. ~

Investment in other arcas remains expensive. Although growth in rental rates in Tokyo has slowed, land is still
extremely expensive. As a result, Microsoft is evaluating the lease of a large block of contiguous office space in
Tokyo.

The discussion below presents changes that cither have occurred during Q91-4, or are imminent for Q%-1.
* Those offices which have not undergone change are not discussed. Purchase opportunitics are discussed in the
appropriate sections below.

Europe
Northern Europe

In Sweden, new office and warchouse facilities are under construction. Approximately 45,000 square
feet of new office space will be occupicd in September, 1991. The current depressed state of the
Swedish real estate market has encouraged Microsoft to investigate the potential purchase of a new
offices, instead of the current lease arrangement. A new warchouse, designed to accommodate
distribution to all Nordic countries, will be completed in December, 1991.

New offices for the growing sales office in Oslo, Norway, were recently approved, and will be occupied
in September,

Construction of a 65,000 square foot office building in England, which Microsoft owns, should be
completed by December, 1991. Plans are currently underway for the second pbasc of this project.

Central Europe

During the past quarter, there has been considerable activity for MS Germany: expanded sales offices
in Dusseldor{ were approved, a new sales office in Vienna, Austria, was approved and will be occupied
in the coming quarter, and in Munich, Microsoft occupied 75,000 squarc fect of new office space.

As MS Germany's rapid growth continues, Microsoft is cvaluating potential sites for purcbase and the
establishment of a "Campus.” It is believed that land prices in Munich may decline during FY92,
presenting attractive opportunities.

Negotiation for a lease of over 60,000 square feet of office space in Amsterdam continues; the project
has gained approval, and is expected 10 be ready for occupancy near the end of FY92.

Southern Europe

Microsoft France occupied a new office and warehouse complex in Junc. The facility comprises
110,000 square fcet of office space, and 30,000 square feet of warchouse space. The new offices
allowed MS France to consolidate their PSS operations, which had been located scparately from the
rest of MS France, with the main body of the subsidiary.
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International Facilities

In Paris, European Headquarters negotiated a lease for new office space of nearly 25,000 square fect.
The offices are located in a building in La Defence which is expected to be completed .o November,
1991,

MS Italy has reached nearly 100% capacity in their current beadquarters office. A proposal for larger
offices in Milan, Italy, is expected during the coming quarter. The proposal may be for cither a lease
or purchase, although the nature of the Italian propesty markets may eacourage a lease.

Ircland

As IPG in Ircland continues to expand, so docs their demand for office accommodations. It is
expected that a solution for additional office area for IPG will be agreed upon during Q92-1.

. Far East

1CON

A proposal for the lease of a new office building in Tokyo will be presented in the coming quarter.
This lease of over 85,000 square feet will allow the current two Tokyo offices to be consolidated under
a single roof. The new facility is not expected to be completed until December, 1992, As mentioned
previously, a purchase of property in Tokyo was ot seriously considered due to the high cost of land
relative to rental rates.

In Canada, there are five cilics with Microsoft sales offices in addition to our Toronto headquarters.
During the past quarter, additiopal spact was let in Vancouver.

Like Canada, Microsoft Australia also has offices in five cities in addition to the headquarters location,
including a new sales office in Auckland, New Zcaland. In Sydney, Microsoft successfully completed a
major move to a new location with over 60,000 square fect of office space. The adjacent warchouse is
35,000 square feet. Microsoft is currently evaluating land purchase opportunities for a long-term
facility solution because of currently low land values in Sydney.

Larger offices in Singapore were occupied during Q91-4. The new office will allow for anticipated
growth, and comprises approximately 3,500 square feet.

Latin America -

In Mexico, Microsoft completed the transition to new offices of approximately 13,000 square feet, The

- new offices are a significant improvement over the old facilities i Mexico City.

A new sales office is being established in Buenos Aires, Argentina, and an office of 3,500 square feet
was let in the city.

Microsoft Brazil initiated a buildout of additional office space in their current office building. This
space will accommodate training and technical support operations.

Africa, India, Middle East (AIME)

Negotiations are currently underway for office space in Haifa, Isracl. Microsoft plans to establish a
software development office there during the coming months.
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MICROSOFT DOMESTIC SQUARE FOOTAGE

!AS OF ""HE END OFJUNE 1991)

OCCUPIED

MANAGED DEVELOPMENT
CORPORATE
bulldings I-4 240,000
bulldings 5-6 120,000
bulldings 8-9 233,000
builidng 10 117,500
bullding 11/11a 43,565
buildings 16-17 326,773
building 18 157,352
buildings 12-15 39,495 31,093
bullding 19 44396
bullding 20 13.980 3303
bullding 21 45,972
building 22 93512 14,242
bullding 23 58,730
department of ecology 33,876
«corporate sublotal- 1,037,458 671,540
WASHINGTON FIELD
canyon park 264,136
Uncoln plazs 105300 11,287
ridgewood 124,348 3,768
P33 believue 100,000
corp com warchouse 3221
m3 wniveralty 38,387 3441
offsite srorage 9.459
trade show storage 1,437
«washingion field: 376,288 122,498
FIELD
atlants 7.86% 25391
bosion 25,217 30,39¢
charlotre 54,632 74,178
rochesier 6,672
hariford 8,162
new york 2,701 18,128
philadelphia 10,493 3,528
washingten de 24,228 8,675
wasiers subwiak 155,140 175,128
chicage 23,062 6814
dallas p3s 40,000
dallas 21,623 10,246
detrelt 12,983 3464
minneapells 11,500 2547
3t louds 6,630 15,934 -
~cendrul zubtotsl 75,768 78,708
denver 9,494 2,873 .
phoenis 1,437 115719
los angeles 15,263 29,842
menlo perk 33,043
orange county 14350 4,271
sacramenis a7
san [rancisco 2392 12,442
300 mateo 20324
Selleve 15,474 2,832
“wastern subtolal 112,934 63,639
FIELD subtoml 3839 Ji7.412
TOTALSQUARE FOOTAGE 1,957,588 1,441,508
.......... R DO RS S I GO RR RS IO OO GO DTG SOOI R IO
GMND TDTAL SQUARS POOTAGE 3,069,093

B
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INVESTOR RELATIONS / STOCK ACTIVITY

091-4 Earnings Release: On Wednesday, July 24, 1991, financial fesults for the fourth quarter were released.
The anpual meeting with financial analysts and selected press was held on Thursday, July 25, 1991.

el i imates for MSFT f

Analvst QIE Q2E Q3E Q4E o1E FY92Q-1E FYRE
Alex Brown 47 54 £1 £8 242 £7 330
CJ Lawrence A7 S5 61 70 242 75 335
Cowen & Co. 48 61 £0 £9 242 - a3s
Dean Witier Ly S5 £5 J0 243 J0 340
DLJ Securitics 40 54 54 56 240 £5 320
Goldman Sachs A7 57 £3 a0 243 as 320 )
Kidder Peabody 47 55 £2 66 240 .70 335
Merill Lynch A8 59 62 .70 245 . .70 320335
Montgomery 47 57 63 a0 2.45 73 320

- " Piper Jaffray 44 38 62 67 240 70 317
Shearson Lehman A7 57 61 68 241 ) 318
Smith Bamey - 39 64 J4 248 76 350

Net income per share was $.47 for Q91-1, $.61 for Q91-2, $.65 for Q91-3, $.73 for Q91-4 and $2.47 for FY91.

Stack Options/Cashless Exercises; A quarter-to-quarter decline in Microsoft’s stock price slowed stock option
exercise activity during Q91-4. During the guarter, Alex. Brown handled stock trades for 97% of the optionees.

Summary of Shares Exercised (adjusted for 3-for-2 stock split)

Shares exercised 742,337 2,686,181 2,298,302 1,488,521 7,215,341

Numbcr of oplionces 458 977 1,606 964 4005

Price: High 5287 5050 ° 7437 7588 7588
Low 3450 3637 49.00 65.12 3450

Shares Qutstanding:

Number of Shares Percent
Officer, Directors and 10% Shareholders
William H. Gates : 58,200,930 334%
Paul Allen - 26,220,000 15.1
Steve Ballmer 9,987,762 5.2
94,408,692 542
Other Officers & Directors 2,142,161 12
Total Officers & Directors 96,550,853 554
Other holders (float) 77,683,124 . 44.6
Total shares outstanding 174,233,977 100.0%
: . MS 0164581
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Investor Relations / Stock Activity

Fifteen Largest Institutional Holdings

March 31, 1991 December 31, 1990
Held % Held %
Name (thousands) Outstd (thousands) QOutstd Change
Alliance Capital 3,406 1.96% 3,018 1.75% 388
Fidelity Mgmt 3,145 181 1,644 096 1,501
Investors Research 2.559 147 2,559 149 0
Provident Invt Counsel 2,361 136 1,961 1.14 400
Wells Fargo 2,031 117 2,102 122 on
Jennison Assoc. Capilal 1,957 1.12 1,857 1.08 400
Bankers Trust NY Corp. 1,597 092 1,553 0.90 44
Heliman Jordan Mgmt 1,524 0.88 1,698 0.99 (174)
‘Thomson Advisory 1,516 0.87 1,067 0.62 449
Jundt Associates 1,166 0.67 1,228 071 (62)
Lynch & Mayer 1,153 0.56 - - -
Califomia Public 977 056 977 057 -
RCM Capilat 958 055 1,097 0.64 (139)
Meclion Bank 958 0S5 - - -
Kemper Financial Ser. 958 055 - - -
T 26266 15.08 20,761 1195

" Emplovee Stock Purchase Plan: The first period of the 1991 Employee Stock Purchase Plan concluded on June

30, 1991. The purchase price for the period ending June 30, 1991 was $4236 based on the closing fair market
value of $49.83 on January 2, 1991. The rate of return ($68.13 on June 28th) was 61% bascd on the price on the
last trading day of the period.

Domestic: A total of 3,592 domestic employces participated and 150,537 shares were issued the second
week of July.

Of the 3,592 employees participatiog in this period, only 24 withdrew from the next period. A total of 4,719
employees are enrolled in the next period (a 31% increase from the period ending June 30, 1991).

International: Twenty of our twenty-four subsidiaries participated in the first offering of Microsoft’s 1991
Employee Stock Purchase Plan. A total of 828 participants were issued 31,068 shares. New enrollment
continued on an upward trend shown by the 59% increase over the previous ESPP period ending
December 1990. i )

Three-for-Two Stock Split: On May 7, 1991, Microsoft announced a 3-for-2 stock split effective June 26, 1991
for shareholders of record on June 18, 1991. :

Overhang_Analysis: The percentage of stock option shares outstanding to common shares outstanding
(overbang) was unchanged from the prior year. The 1991 overhand of 22% was just slightly more than
forecasted (21.87%). Both grants and cxercises were lower than forecasted by about one million shares.

The grant rate is trending down because of the effect of stock splits. Guidelines for stock option grants remain
unchanged on absolute numbers of pre-split shares. This trend will continuc in 1992, since the August options
were granted after the stock split.
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. MICROSOFT CORPORATION
SUMMARY OF STOCK OPTION PLAN ACTIVITY

AS OF JUNE 30, 1991
- Shares Available For Grant
Available Available
Begioning End
Of Pesiod Of Period
Fiscal 1982 0 18,120,000 : 0 (5,142,000) 12,978,000
Fiscal 1983 12,978,000 0 629,400 (5576,400) 8,031,000
Fiscal 1984 8,031,000 0 2,342,106 (4,548,690) 5,824,416
Fiscal 1985 5,824,416 0 1,407,258 (3.940,290) 3,291,384
Fiscal 1986 3,291,384 8,400,000 1,253,217 (7:407,474) 5,537,127
Piscal 1987 5,537,127 12,000,000 1,173,063 (7218,600) 11,491,590
Fiscal 1988 11,491,590 1432356 (11,658,060) 1,265,886
Fiscal 1969 1,265,886 15,000,000 1,762,769 (15,156,990) 2,871,665
Fiscal 1990 2,871,665 18,750,000 1,461,063  (12,843,330) 10,239,398
- Fiscal 1991
1 10,239,398 300,990 (6599,703) - 3,940,685
912 3,940,685 7,500,000 281,936 (895,538) 10,827,083
Q913 10,827,083 246,482 (744,390) 10,329,175
94 10,329,175 338,761 (544,710) 10,123,226
Since Inception 0 79,770,000 12629401 (S2.276,175) 10,123,226
Qutstanding Stock Options
Outstanding Qutstanding
Beginning End
Of Period Granted (1) 3 Of Period
Fiscal 1982 0 5,142,000 0 0 5,142,000
Fiscal 1983 5,142,000 5,576,400 (11,400) (629,400) 10,077,600
Fiscal 1984 10,077,600 4,548,690 (430,752) (2.342,106) 11,853,432
Fiscal 1985 11,853,432 3,940,290 (1,289,418) (1,407,258) 13,097,046
Fiscal 1986 13,097,046 7,407,474 (3,624,06) (1,253,217) 15,627,207
Yiscal 1967 15,627,207 7,218,600 (5,048,456) (1,173,063) 16,624,248
Tiscal 1988 16,624,248 11,658,060 (2,778,633) (1,432,356) 24,071,319
Fiscal 1989 24,071,319 15,156,990 (3,070,647) (1,762,769) 34,394,893
Fiscal 1990 34,394,893 12,843,330 (7,845,159) (1,461,063) 37,932,001
Fiscal 1991
Q1 37,932,001 6,599,103 (742,337) (300,990) 43488378
Q2 43,488,378 895,538 (2,686,181) (281,936) 41,415,799
Q93 41,415,799 744,390 (2,298,302) (246,482) 39,615,405 (2)
Q4 39,615,405 544,710 (1,488,521) (338,761) 38332,833
Since Inception 0 82,276,175 (31,313,941) (12,629,401) 38,332,833
Footnotes: ’
(1) Net shares granted is cqual to gross shares less 1SOs converted to NQSOs.
(2) Duc to activity in Q91-4 which alfects prior quarters, the number of stock
options outstanding as of the end of Q91-3 (39,412,104) has increased
by 203,301
MS 0164583
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170,548,500 11,757,554 37,545,752 6.89%] 22.01%
163,758,000 13,960,221 33,633,357 8.52%| 20.54%}
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NASOAQ NATIONAL MARKET SYSTEM STATISTICAL REPORT

NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.
1735 K STREET NORTHWEST, WASHINGTON, 0.C. 20005
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HUMAN RESOURCES

Management and Employee Development
Courses Conducted During Q91-4

Number of Number of
Covrse Title Sessions Participants
MANAGEMENT COURSES
Effective Management Skills 4 63
Interpersonal Review Skills 6 77
Effective Interviewing Skills 2 28
Time/Business Organization Workshop 1 4
Selling Your ldeas 3 41
Effective Business Writing 1 14
Conducting Effective Mectings 4 55
Microsoft Management Styles Seminar 1 13
. : Presentation Skills 2 27
Managing Interpersonat Relationships 2 8
Creative Problem Solving 2 R
TECHNICAL LEADERSHIP PROGRAM
Software Quality Dynamics 1 14
Workshop - Modular I & 11 1 17
Modular I11 1 12
Modular 1V 1 12
Modular V 1 10
EMPLOYEE COURSES
Interpersonal Review Skills 6 88
Time/Business Organization Workshops 3 128
Selling Your ldeas 3 37
Effective Business Wriling 3 50
Managing Intcrpersonal Relationships 6 ns
TOTALS A 8es
Management & Employee

Development Programs

Participants by Division
Q91-4
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Human Resources

Management and employee development programs coatinue to be popular. Worldwide demand is increasing
for new and existing programs. '

nited States Empl lations:

A total of 499 counseling sessions were conducted during Q91-4, a 28% increase over last quarter. Of these,
61% were performance related, resulting in 41 performance improvement plans, 11 probations and 37
terminations. Of the remaining, 6% were rclated to disability issues, 2% to career counscling, 2% to
harassment and 9% to personal issues. Exit interviews totalled 44. The most common concern cited during exit
interviews continues to be poor management skills/style. New manager oricntation sessions arc being
scheduled to improve this. .

Applications Software Training: From April through June 1991, Applications Training taught 186 regularly
scheduled classes, a 25% increase from last quarter. In addition, over a dozen special presentations were made
cach month during the quarter.

Windows products continue to dominate the curriculum, 74% of classes were devoted to the Windows
environment, 22% were PC classes and Macintosh classes accounted for 4% of class time.

HR_Division Operations: The HR functions dedicated to supporting the SMSD field sales organization
continues to be effective. Generalist support including recruitment, employee relations, compensation and
benefits are provided. A similar function was created for PSS during Q91-4.

Affirmative Action: Our overall female and minority representation was stable over the last quarter. The
female population is at 40% and the minority population is 11%. We continue to be short of females in senior
management and executive positions, minorities in mid and entry Jevel management, and both females and
minorities in technical and professional positions.

Emplovee Communications: Micronews is now averaging 24 pages in length and has a circulation of over 7,500
copies each week. This includes the field edition sent to all US field locations.

Micronews North is published for the Campus North staff every otber week and inserted in the Micronews.
International Micronews now has a circulation of 1,000 copies. It is sent to all Microsoft subsidiarics every other
week. -

A new column, "Window On Fitness," continues to appear each week with exploration of health and recreation
topics including cancer prevention and AIDS awareness. Interviews with Mike Hallman on the first anniversary
of his joining the company, and Jeremy Butler during his last week at Microsoft, gave Micronews readers an in-
depth insight into top management’s views of company achicvements, goals and vision. In responsc to the
recent negative media publicity, Micronews ran a half column statement from Mike Hallman about Microsoft's
open communication policy.
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Human Resources

Compensation: A management briefing covering compeasation basics was developed for presentation to
Microsoft managers. The program discusses compensation guidelines at Microsoft and how to link
performance to pay.

Work is underway developing the ECS career development brochure. This will be rolled out July 24th during
the annual ECS meeting in Redmond. . ’

International Compensation and Benefits: The business travel and accident insurance program was approved
and became effective July 3, 1991. The program consists of life insurance up to $100,000 while travelling on
company business. It also has a program for emergency assistance services such as medical and legal whilein a
foreign location. :

Twelve HR imanagers {rom the international subsidiarics attended the first International HR Conference on
April 29, 30 and May 1 in Redmond. The three day conference covered topics such as compensation and
benefits issues for the future, multi-national pooling of benefit plans, recruiting, International transfers,
applications and employee development training and HR managemeat sysiems.

Personnel Systems: As of June 30th, the total headcount was 8,226 (5,997 domestic and 2,229 subsidiary), an
increase of 46% from one year ago.

Number of Employees

Q911 Q912 Q93 Q914

M&D 655 739 767 ™

R&D 21% 220 241 279 .
S&M 351 4,068 CONSOLIDATED

G&A s

ia s o e Sk AT
A A S ST E R

[ A 12.'3;1&,_‘, »r

Scp Dec Mar Jun  Sep Dec Mar Jun Sep Dec Mar Jun Scp Des Mar Jun
87 87 g8 8 8 88 89 g9 89 8 % O %N % 9N 9
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Human Resources

Headcount by Location
Q914

Subsidiaries . g Corporate Campus
2229 (27.1%) 48 o 3558 (433%)

PSS
897 (105%)

MsU : :
11 (13%) : .
Field Sales & Dev. Campus North

M2 (115%) 489 (5.9%)
Total Headcount 8,226

Our annual domestic turnover rate is 7.5%. Employees between the ages of 20 and 29 account for 44% of the
domestic work force, 42% are between 30 and 39 and 13% are 40 years of age or older. Less than 1% of the
work force is younger than 20. The work force is 40% femalc and 60% male. The minority population is 11%.
The average age of a domestic employec is 31 years and the average length of scrvice is 2.3 years.

The International subsidiary turnover rate is 9.2%. The average length of service for a subsidiary employee is
1,7 years.

Preparation of the August review cycle began in April with information meetings conducted the last two weeks
of May for approximately 1,200 managers, supervisors and Icads.

‘During Q91-4, our new HR database system PeopleSoft HRMS went live. PeopleSoft is a client-server
application which utilizes a Windows graphical user interface and a SOL Server database engine which runs on
an OS/2 Lan Manager server.

The breadth of functionality of the PeopleSoft HRMS and its compatibility with Microsoft applications such as
Excel and Q+E enabling casy access and extraction of data. Additionally, there is the ability to intcgrate many
functions. The flexible structure of PeopleSoft HRMS allows for improved recording and reporting of employee
job, salary, performance and service history.

The first live PeopleSoft HRMS payroll was successfully transmitted during Q91-4.
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Human Resources

Emplovee Benefits; During Q91-4, 401(k) participation increased to a record high of 78%. The conversion o
Fidelity Investments from IDS Trust was completed during this period as well. The new plan with Fidelity
features seven investment options and six Fidclity mutual funds plus the Microsoft Stock Fund. A telephone
inquiry feature of the Fidelity plan is popular at Microsoft. :

‘This feature wxll reduce paperwork. With Fidelity, future contributions can be redirected and existing 401-K
balances exchanged by telephonc. During their first week of operation, Fidelity reccived 374 calls from

Microsoft 401-K participants of which 237 were inquiry only, & were to exchange existing balances and 61 were
to redirect future contributions. ’

Savings Plus 401(k) Plan
Participants by Division
100% I : Qo1-4
80% — = /. \' /-\ 1/.\
60% + ~~— /
40% 4 Average (T8%)
20% -+
D% : i ] Y by 3 3 3. L ' 4

OEM  SYS ML M&D F&A  APP LCA ccC MCS MSU PSS SMSD PRESS MMD

Regional Preferred Health Benefit Plans were established in 10 states during Q91-4 for ficld employees of
SMSD, PSS, MSU and MCS. These plans are cost cffective to Microsoft and provide a significantly higher
level of benefits to the employee and their eligible family members.
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MANAGEMENT INFORMATION SYSTEMS
Q91-4 activities include:

Corporate MIS

hnplcmentaﬁoﬂ of the Ross Fixed Asset system incloding a physical inventory and reconciliation was
completed. ‘ )

Implementation of MacPac for- our ICON business was completed including an International Focused Factory
for manufacturing and shipping products to Microsoft subsidiaries from Campus North,

Development of "WinSales,” a Windows-based telemarketing system to assist with direct marketing efforts in
SMSD, was implemented.

“US Daily Order Status Query,” 2 Windows-based too! to allow direct access to order and stock status
information by product was released, including the ability to drill np/down through Microsoft’s product
families.

Electronic Data Interchange (EDI) was implemented with JWP-Businessland for purchasing personal
computers and peripherals, .

Corporate Networks
T1/256KB USSMD WAN upgrade were begun at Menlo Park, Dallas, Chicago and New York City.

Upgrades of the Dublin circuit to 256KB and the Puerto Rico circuit to 128KB were completed. A Switzerland
64KB private linc was added 1o England while the WAN was extended to Vancouver, BC, Australia and Korea.
Email was added in Brazil and New Zealand.

Implementation of Voicemail across Campus was completed. This fall a new InteCom PBX will be instailed on
Campus.

International MIS

Work on MacPac AS/400 installations is underway in Tokyo and Amsterdam. Australia went live in Ap;il.
England and Redmond ICON were upgraded with the newest release of MacPac.

Improvement of Windows and AAS/400 networking was accomplished. Each subsidiary in now able to conduct
sormal petwork functions while also working on the AS/400, all under Windows.

Bob Caldwell was hired as Director of International MIS. Bob’s previous experience with Andersen Consulting
will prove a tremendous benefit 1o our team.

Delivery of major enbancements to MacPac was accomplished for Registration Database, Sundry Order
Processiog and Pricing. A cooperative processing application for Transfer Pricing was also implemented.
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CORPORATE AUDIT

During Q91-4, Corporate Audit reported on audits of England and France. Field work for audits of Spain, .

Canada and Italy was also completed.

The MS LTD audit report includes observations in the areas of international facilities strategy, purchasing
aithorization limits, fixed assets and the Microsoft Consulting Services (Europe) work-in-process system. The
MS SARL report dealt with compliance with purchasing policies, automated purchasing systems, marketing
expense control, fixed assets and employee expense reimburscment.

The audits of Spain, Italy and Canada dealt with purchasing, marketing expenses, fixed assets and employee
expease reimbursement and reports will be issued shortly.

A summary report of common problems observed in audits of subsidiaries bas been issued to senior finance
management and communication to subsidiary Controllers/Directors of Finance and Administration.

Audits of PSS Revenue Accounting, Microsoft AB (Sweden) and Microsoft BV (Netherlands) are also
scheduled for Q92-1. -
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~ACRONYMS

Agivity Based Costing

Analysis Business Unil

Advanced Computing Environment

IBM scademic pricing program wsing bundles
Avthorized Edueation Dealer

Includes Africs, Israc) & Middlc East
Applications

Campus North

Client Server Applications

Consumer Sofrware, Inc.

Component Piece

Data Actest Business Unit  *

Darling Kindersicy

Domestic Original Equipment Manulacturer
Includes Redmond, Campus North, Pucrio
Rico and Workgroup Canada

Disk Operating System

MS-DOS 50 Renail Upgrade

Days Sates Outstanding

Enatry Business Unit

European Currency Unit

Eamings Per Share

Empicyee Retivement Income Sceurity Act
Employee Stock Purchase Plan

Enquivalent Units

Finance and Administration

Finished Goods

Forcign Exchange

Generally Accepted Accounting Principies
Genera! 90d Administration

Graphics Business Unit

Graphical User Interface

Intercontinental ~ Includes Canada, Australia
and Singapore

Intemationat Focus Factory

latemational Finithed Goods
Intermational Original Equipmemm
Manuvlacturer

Internationa) Product Group

Initial Public Offering

Intellectuat Propenty Rights

Increasing Rate Notes

Indcpensent Soltware Vendor
Just-In-Time Manulacturing

Lan Man 2.0

163

Laa Man Unix

Lettes of latent

Large Volume Resellers
Macintosh

Microsolt Consulting Sesvices.

Massgemeat Expente Tracking
mmnugm

Mluuon Syxtems Joumal
MNicrosoft Univessity
Nonquatificd Stock Option
Office Business Unit
Original Equipment Manvhcturer
Openating System

Personal Computer

Prepaid Balance

Product Support Services
Research and Development
Revenves

Raw Matcriaks

Rest of World

Retall Upgrade for DOSso

Sezuritics 804 Exchange Commission

Stock Keeping Unit (part number)

Sales, Marketing and Scrvice Division
Systems, Peripherals snd Accessories Group
{hardware)

Suggested Retaif Price

Systems

Third Country National

Unspecificd Product Billing

Updates

Upgrade
Unitod Sates Sales, Marketing and
Distridution

Variance
Voluntary Employces’ Bcadiuuy Axsa,
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