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This report was prepared with Win Word 6.0. Al tables were created in Win Excel 5.0 and either embedded in the document or linked
to master spreadsheats. Additionally, most of the channel and product group tables were generatod via automation from the general
lodger. Each of these automated tables is made accurate in its calculations by using data at a lower fevel than the rounded amounts
shown in this report.” These lower leve! amounts are used lo caiculate variances and are then rounded and displayed in this report
Therefors, individual amounts are rounded parfectly but totals and variances may not foot precisely. All other tables have individual
numbers that may be rounded. While these individual numbers may not tie precisely to supporting schedules, they will foot exactly as
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INCOME STATEMENT & KEY RATIOS

(IN MILLIONS)

Q94-3
Actual Plan Variance
s % s % S %
Net revenue 51,244 100.0 % $1,091 100.0 % $153 14 %
Cost of revenue 208 16.7 186 17.1 (220 (12)
Gross profit 1,036 83.3 905 82.9 131 15
People expense 269 21.6 298 273 29 10
Facilities expense 114 9.1 95 8.7 (18) (19)
Marketing expense 96 1.7 90 8.3 (5) (6)
Other expenses 198 15.9 69 6.3 (130) (189)
Total expenses 676 54.3 552 50.6 (124) (23)
Contribution margin 360 28.9 352 323 8 2
Nonoperating income 22 1.8 26 24 (5) (18)
Income taxes 126 10.2 129 11.8 3 2
Net income $256 206 % $250 229 % $6 3
Net income (excl. Stac) $336 27.0 % $250 229 % *, 386 34
FYTD94 )
Actual Plan Variance
s % $ % $ %
Net revenue $3,356 100.0 % $3,024 1000 % $332 n %
Cost of revenue 552 16.4 515 17.0 (37) )
Gross profit 2,804 83.6 2,509 83.0 295 12
People expense 805 240 904 29.9 9 11
Facilities expense 274 82 279 9.2 5 2
Marketing expense 286 8.5 287 9.5 1 0
Other expenses 320 6.0 216 7.2 (104) (48)
Total expenses 1,686 50.2 1.687 55.8 1 0
Contribution margin 1,118 334 822 212 296 36
Nonoperating income 64 1.9 69 23 (6) 0)]
Income taxes 398 119 302 10.0 (96) 32)
Net income $784 234 % $589 195 % $194 33
Net income (excl. Stac) $864 257 % $589 19.5 % $275 47
Metrics Summary (dollars annualized in thousands)
093-1  Q93-2 Q93-3 Q934 _Q94-1 Q9%4-2 Q943
Net revenue per employee $275 $299 $287 ' 5294 $271 $308 $337
People expense per employee 69 68 66 71 73 74 YL
Facilities expense per employee 23 23 23 26 21 2 31
Marketing expense % net revenue 10% 12% 10% 1% 9% 9% 8%
R&D expense % net revenue 13% 12% 12% 13% 14% 13% 12%
PSS Expense % net revenue 5% 4% 4% 5% 5% 5% 5%
~_MS_0159293
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MicrosoFT & COoMPETITOR HIGHLIGHTS

MICROSOFT & COMPETITOR HIGHLIGHTS

Microsoft

e Announced and initiated a reorganization to realign business. The three new key organizational elements
. are Product Division, Customer Units and Operations.

o Promotions: Bill Neukom (SVP), Deborah Willingham (VP), Rolf Skoglund (VP) and Michel Lacombe
(VP).

o Key releases were Win Office 4.2, Win PowerPoint 4.0, and Japanese versions of Win NT servers and
server applications. Win Excel 5.0 released in late December, with significant revenue impact to Q94-3.

o  Strong sales of Windows; users exceeded 50 million.

¢ Strong sales in OEM (revenue 58% over plan).' Far East (FG revenue 57% over plan) and Europe (FG
revenue exceeded plan for the first time FYTD94, by 9%).

e  Stac jury determination of $120 million was charged against eamings (other expenses). Operationally,
product rework to remove DoubleSpace caused only minimal disruptions.

o Headcount increased by only 36 to 14,773 in Q94-3 (11% below plan) resulting in significant positive
variances in controllable expenses.

e Q94-3 EPS was $0.84, or $1.11 before Stac charge (an increase of 39% over Q93-3).

» Agreed to purchase WordPerfect for stock valued at $1.4 billion (at the time of announcement) and
Borland's Quattro Pro spreadsheet for $145 million in cash.

o Hired Hewlett-Packard VP Robert J. Frankenberg as president and CEO.
¢ Released Novell DOS 7.0 in January. '
¢ Sold Sun Microsystems a fully-paid license for Unix system technology for $82 million.

e Announced joint venture with AT&T to create a telecommunications and computer network based on
Notes. Lotus shares jumped up $5.75 following the announcement to close at $85.50.

e  Shipped Lotus Notes Pager Gateway for SkyTel, a wireless messaging system.
e Cut Improv price from $495 to $125 and positioned it as an add-on for spreadsheets or databases.
o Halted development of Desktop applications for Mac and Power PC.
o Inits proxy, Lotus asked shareholders to approve a doubling of authorized shares. Three directors will not
stand for reelection (Lawrence Graev, Aldo Papone and Chester Siuda).
WordPerfect .
e Laid off 1,025 employees, leaving about 4,900 workers worldwide.

e Announced Main Street, a new consumer line of software. Also announced an agreement with Intuit that
will give purchasers of WordPerfect Works for Windows a free copy of Quicken.

e Announced an around-the-clock paid support program for its word processing customers.
e  Shipped WordPerfect 3.0 for Power Mac and WordPerfect 5.1 for DOS, but announced suspension of
further DOS upgrades.

Borland

»  Announced organizational restructuring, including reduction of U.S. workforce by 200 people (14%).
e Keith Maib, a partner in Price Waterhouse business turnaround services group, named COO.
¢ Channel inventory remains at high levels.

s  Shipped 2nd beta version of dBase for Windows program. MS 0159294
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Comparative Cash Flow & Balance Sheet

COMPARATIVE CASH FLOW & BALANCE SHEET

Cash Flow Summary
(in millions)
Q94-2 Q34-3 Change
Cash and shont-term investments, beginning of quarter $2,532 $2,796 $264
Cash flow:
Net income 289 256 33
Depreciation and other non-cash items 9 167 108
Cash fromoperations 348 423 - 15
Common stock issued 45 103 58
Common stock repurchased 92) 147) (55
Stock option income taxbenefits 43 45 2
Cash used in financing 4) 1 5
Additions to property, plant, and equipment (63) (69) 6)
Other (15) (13) 2
Cash used forinvestments (78) (82) 4)
Effect of exchange rates on cash @) S 7
Net change in cash & shogt-term investments 264 347 83
Cash and shon-term investments, end of quarter $2,796 $3,143 $347
Balance Sheet
(in millions)
Dec. 31, 1993 Mar. 31, 1994 Change
Assets
Current assets:
Cash and short-term investments $2,796 62% $3.143 64% $347 12%
Accounts reccivable - net 460 10 2 11 62 13
Inventorics:
Raw materials 54 1 56 1 2 4
Finished goods 76 2 75 2 [} m
Total inventories 130 3 131 3 0
Other 9 3 116 1 20 21
Total current assets 3,482 78 3912 KL 430 12
Property, plant, and equipment - net:
Land 14 3 160 3 16 11
Buildings 374 8 383 8 9 2
Leasehold improvements 70 2 &9 1 M) (1)
Famiture & equipment 7] 2 96 2 4 4
Computer equipment 233 5 210 4 (23) (10)
Total property, plant, and equipment - net 913 20 918 19 S 1
Oxher assets 91 2 96 2 5 5
Total asscts % W% 02020 Mi%. 100% S 10
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payable $ 242 5% $ 296 6% $54 2
Accrued compensation 9 2 ) 1 8) (28)
Income taxes payable 211 5 219 4 8 4
Litigation accrual 0 0 120 2 120 NM
Other 188 4 208 4 20 n
Total current liabilities 740 16 914 17 174 24
Stockholders' equity:
Common stock and paid-in capital 1,232 28 13713 29 141 1
Retained eamings 2,514 56 2639 54 125 5
Total stockholders' equity 3,746 84 4,012 83 266 7
Total Liabilitics and stockholders' equity W CT0%F 2 T N9% _100%. S0 10
Microsoft Results MS 0159295 5
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Q94-3 Top PRODUCT SALES FLASH
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Q94-3 ToP PRODUCT SALES FLASH
* (Gross revenue in millions, licenses in thousands)

Finished Good Top Products:

Win Office, New Users

Win Excel, New Users

Win Office Pro, New Users

Win Word, New Users

Win Office, Existing Users

Win Excel, Existing Users

Windows, New Users

Access

Mouse Hardware Only

Win Word, Existing Users

Win Project

Mac Office, New Users

Win Works

WFW, New Users

WEFW, Existing Users

Win Visual C++

Win Encarta

Win Powerpoint

Win Visual Basic Pro

Windows, Existing Users

Windows NT Advanced Server
Total

OEM Top Products:

MS-DOS
Windows
Mouse
082
Works
Total

Gross Revenue Licenses

Actual Plan % Plan Astual Plan % Plan

$216 3145 149 % 721 491 147 %
95 74 128 529 433 12
58 36 162 139 88 159
52 76 69 342 449 16
42 19 219 214 .93 229
39 28 137 792 413 192
36 26 140 516 376 137
24 42 57 173 245 7
24 17 140 466 295 158
23 22 107 237 3 106
22 32 67 66 18 56
20 20 98 60 58 104
18 17 104 2N 204 133
16 ki 232 324 77 420
.14 6 252 348 101 345
14 13 109 79 il 12
13 2 739 189 L 1 1791
1 11 103 321 273 118
10 5 185 44 px} 190
8 4 237 199 84 237
8 13 62 12 15 17

$765 $616 124
Gross Revenue Licenses

Actual Plan % Plan Actual Plan % Plan

$137 $99 138 % 7,069 5934 119 %
108 69 156 5901 4022 147
18 6 319 1277 489 261
13 8 170 516 506 102
10 6 164 1,032 581 178

$286 $188 152

Note: Gross revenue is shown since adjustments 10 revenue are not made at the product family level.

Highlights:

e The top 20 products above represented 79% of total FG gross revenue. Top products represented 89% of

total OEM gross revenue.

localized product in Europe and continued strong sales of suite products in North America.

Gross revenue from Win Office, new users, was 149% of plan due to the release of the upgrade version of

e The localized version of Win Word 6.0 was released in Europe. Sales of Win Word 6.0, existing users,
approximated plan. Gross revenue from new users was less than plan due to the shift in sales to suite

products.

Gross revenue from Win Excel, new and existing users, exceeded plan. The English version of Win Excel

released in December, causing strong Q94-3 revenue sell-in. The release of the Japanese version of Win

Excel 5.0 and European localized versions also positively influenced the quarter.

e Access 2.0, originally scheduled for RTM during Q94-2, slipped to an actual RTM of April 7, 1994,
Access was only 57% of plan gross revenue for Q94-3.

MS -015929
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FYTD94 Top PRODUCT SALES FLASH
(Gross revenue in millions, licenses in thousands)

Flolshed Good Top Products:

Win Office, New Users
Win Excdl, New Users
Win Word, New Users

Win Office Pro, New Users
Windows, New Users -
Win Office, Existing Users

Access

Win Word, Existing Users

Mouse Hardware Only
Win Project
Mac Office, New Uscrs

Win Excel, Existing Users

Win Works .

MS-DOS

Win Visual C++

Win Visual Basic Pro

DOS Flight Simulator

WFW, Existing Users

Mac Word, New Users

WFW, New Users

Mac Excel, New Users
Total

OEM Top Products:

MS-DOS
Windows
Mouse
osn2
Works
Total

Note: Gross revenue is shown since adjustments lo revenue are not made st the product family level.

Highlights:

Gross Revenve Licenses
Acual Plan % Plan Agual Plan % Plan
$554 $401 138 % 1,738 1,306 133 %
195 184 106 1,045 1,045 100
189 217 87 1,147 1242 92
134 88 ° 152 294 211 139
114 82 139 1,113 1,191 144
89 s1 175 442 245 180
70 94 15 457 510 9
70 5 92 714 784 91
69 5t 134 1,285 877 147
62 70 89 191 262 73
61 53 114 173 149 116
49 66 4 907 979 93
47 48 98 742 611 121
36 89 41 1,069 1.791 60
33 32 102 177 172 103
32 17 183 175 11 207
29 11 275 909 331 275
28 19 146 629 341 185
28 42 67 261 302 86
27 20 131 462 226 204
27 39 69 161 250 64
$1.941 $1,748 m
Gross Revenue Licenses
Adual Plan % Plan Actual Hlan % Plan
$327 $285 115 % 16,668 16,759 99 %
265 179 148 14,885 8,063 185
47 17 279 3,093 1,366 226
26 20 131 1,249 1,257 99
26 17 158 2,604 1.595 163
$691 $517 134

e The top 20 products listed above represented 74% of total FG gross revenue. The OEM top products
represented about 83% of the OEM gross revenue.

o  Gross revenue from Win Office exceeded plan by 38% due to the increasing market for suite products.

contributing to the strong FYTD94 OEM results.

Lower PC prices, increased penetration of naked systems, and a growing consumer market were factors

Gross revenue from Win NT was $27 million, representing 22% of plan. The shortfall was due to several

factors: long sales cycle of Win NT, the lack of 32 bit applications and an overestimate of the market

demand for this product.

275% of plan, Win Encarta was 412% of plan, and Win Publisher was 166% of plan.

Consumer gross revenue exceeded plan due to the expanding home PC market. PC Flight Simulator was

.~ MS 0159297
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FY94 Key ProoucTs RELEASE SCHEDULE
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FY94 KEY PRODUCTS RELEASE SCHEDULE

Business Unit / Product:

RTM Date

FYTD94

Gross Revenue (in millions)*

FYY4

Desktop Applications:
Win Word 6.0 (and Win Office 4.0)
Win Excel 5.0
Win PowerPoint 4.0 (and Win Office 4.2)
Win Project

Mac Word 6.0 (and Win Office 4.2)
Mac Excel 5.0

Mac PowerPoint 4.0

Mac Project

Database & Development Tools:
Access 2.0 (and OfficePro allocation)
Visual C++ 1.5
Win FoxPro 2.6

Systems:
MS-DOS 6.2
Windows for Workgroups 3.11
Windows NT Advanced Server
Windows NT
SQL Server for NT
Charger OEM Mouse
Defender OEM Mouse
Ballpoint Mouse 2.0
Windows Sound System 2.0

Consumer:
Publisher 2.0
Flight Simulator 5.0
Win Encarta, 1994
Win Works 3.0
Money 3.0

* Total of all versions sold in FY94. Includes MS Office allocation.

Actual  Plan Actual Plan VYarance Plan

Oct-93
Dec-93
Feb-94
Apr-94

Jul-94
May-94
Jun-94
Oct-94

Apr-94
Dec-93
Mar-94

Oct-93
Nov-93
Jul-93
Jul-93
Aug93
Sep-93
Mar-94
Jul-93
Oct-93

Jul-93
Sep-93

Sep-93

Oct-93
Jan-94

Sep-93
Oct-93
Jan-94
‘Jan-94

Mar-94
Nov-93
Feb-94
Apr-94

Dec-93
N/A
N/A

N/A
Aug-93
Jun-93
Jul-93
Jul-93
Nov-93
Mar-94
Jul-93
Jul-93

Jul-93
Sep-93
Sep-93
Oct-93
Oct-93

$618 $546 $12 $736
$593 $491 $102 3661
$120 $90 $30 8126
$65 §$72 Y} $95
$67 $80 ($13) 3133
$65 584 ($19) 116
$1S  S$16 ($0) 323
$8 $7 $0 $12
$101 S114 - ($13) $155
$33  $32 $1 $42
$27 %41 ($14) $53
$405 $374 $31 $501
$62 $39 $23 $52
$21 836 ($15) $56
$27 $123 (396) 5169
$15 %18 ($3) $23
$50 319 $31 $25
(combined w/ Charger OEM Mouse)

7 $9 ($2) $11
$6 $9 ($3) $14
$25 815 $10 520
$31 812 $19 13
$28 $6 $22 $8
$70 363 $7 $90
$6 $8 ($2) s10
MS 01592
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) SUMMARY Hi GHLY
Results of Operations CONF'DENT'AL

(IN MILLIONS)
Q94-3
Net Revenue Gross Profit Responsibility Marpin Contribution Margin
Actual % of Plan Actual % of Plan Acual % of Plan Actual % of Plan
North America FG $3752 9% % $287.7 92 % $150.9 92 % $6L.9 6l %
Europe FG 3914 109 3218 109 2258 118 130.8 104
ICON FG 68.0 92 51.7 92 26.7 93 1.0 46
Far East FG 88.2 158 70.2 174 43.7 253 268 M
OEM : 3229 158 307.0 © 157 286.6 159 202.3 216
Other - (n (23) (1.6 (39) .7 NM (68.2) (429)
Worldwide $1.244.1 114 $1.036.7 115 $661.9 117 $360.5 102
] ———— 4 ] E
Net Revenue Mix Gross Profit % Net Revenue _Resp Mgn % Net Revenue Contr Mgn % Net Revenue
Actual Plan . Actual Plan Aaual Plan Actual Plan
North America FG 30 % 36 % 7 % 80 % 40 % 2 % 16 % 2% %
Europe FG 31 3 82 83 S8 $3 33 35
ICON FG 5 7 76 76 39 39 10 sl
Far East FG 7 s 80 ” s5 34 30 (0)
OEM 26 19 95 9% 89 88 63 46
Other {0) 1 95 57 NM (162) NM 214
Worldwide 100 % 100 % 83 83 54 52 29 2
)
: FYTD94
Net Reveaue Gross Profit Responsibility Margin Contribution Margin
Actual % of Plan Actual % of Plan Actual % of Plan Actual % of Plan
North America FG 51,0794 100 % $828.7 9% % $425.8 17 % $240.3 105 %
Eucope FG 976.8 99 8102 100 5288 107 s 104
ICONFG 195.0 92 149.1 92 163 101 337 91
For East FG 2024 137 1563 145 9.0 203 34.5 NM
OEM 8463 146 8003 144 7399 145 519.8 199
Other 55.8 283 60.0 527 (69.2) NM (37.3) 374
Worldwide $3.355.7 1 $2.804.6 12 $1.793.0 121 $1.118.8 136
= ] m SRR — ]
Net Revenue Mix Gross Profit % Net Revenue Resp Mgn % Net Revenue Contr Mgn % Net Revenue
Actual Plan Actual Plan Actual Plan Actual Plan
North America FG 2 % 36 % T % 80 % 9 % 7% 2 % 21 %
; Europe FG 29 33 83 82 54 50 34 32
f : ICONFG 6 7 76 76 39 36 17 17
Far East FG 6 5 n 73 45 30 17 [¢3]
OEM 25 19 95 96 87 88 61 45
Other 2 1 107 58 (124) 10) (67 (51)
Worldwide 100 % 100 % 84 83 53 49 33 27
| )
| _MS 0159300
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SUMMARY

Rt RIAY,

FiNISHED GooDS ToP PRODUCT SALES FLASH
GRoss REVENUE (IN MILLIONS)

THATILT

CONFIDENTIAL

Q94-3
North Americs Eurcpe 1CON Far East Worldwid
Acal &P Actal %P Acpal LR Acal  %Pan Acal LB

Win Office, New Users %3 - M % 3916 13 % 5168 14 & $10.5 263 % 2162 49 %

Win Excel. New Users 36.6 137 U9 98 57 m 182 253 954 128

Win Office Pro, New Users a5 n a7 s 3s 525 a3 NM 580 162

Win Word, New Users 94 0 13 95 4.1 9 43 103 522 [

Win Office, Existing Users 213 458 16.1 150 1.7 50 24 12 as 219

Wip Excel, Existing Users 9 26 186 21 = ol s 81 W

Windown, New Users 9A 3ss 97 L3 4.1 k3 23 54 359 140

Access 33 41 3.6 49 os M (3} 256 A4 7

Mouse Hardware Only 147 {53 69 o4 13 s 12 nn n.t 140

Wio Word, Existing Users 65 o 15.1 128 oz n 10 1013 23 107

Wia Project 1ns s7 k2 | 2 13 o8 03 m 217 67

Mac Office, New Users 129 2 63 U 06 50 02 232 200 9

Win Works 3s 10 122 14 2.1 142 00 3 19 104

WFW, New Users 10 987 6.7 169 2 31 00 6 153 32

WFW, Existing Users 37 190 9.6 300 1.1 U 00 % 145 252

Win Visust Co+ 6.1 st 31 e 04 103 49 163 144 19

Win Encarta na 708 12 m 09 1157 0.1 NM 134 ne

Win Powcrpoint 9.0 133 19 [1] 04 bil 0.2 n ns 103

Win Viswl Basic Fro 39 137 3.1 135 06 n 24 321 99 1385

Wiodows, Existing Users $2 m 22 145 0.6 0 04 151 84 137

Windows NT Advanced Server 33 62 23 40 0.6 m 15 161 32 62

Mac Excel, New Usenn 3 - 14 35 02 % 4.1 132 30 S0

Wia FeaPro 33 k] k] 37 09 254 03 110 kA 62

Mac Word, New Users 3.5 $6 24 $ 03 3% 0.7 664 68 58

MsS-DOS (15 ] 57 59 0.1 3 02 6 43 1]

Win Publisher 23 160 13 106 0.5 nt 00 NM 44 141

DOS Works 1.1 60 - 1.5 60 04 68 10 102 39 [}

Win Office Pro, Existing Users 0.0 0 L X } [Y 00 0 00 NM 35 9%

DOS FoxPro 1.2 36 1.1 o 04 P23 02 47 8 37

Windows NT 2.3) Q) 1.4 10 0.0 1 23 253 14 4

Tousl $3224 $355.3 $55.0 $75.5 $808.2
Highlights:

¢ North American gross revenue from the top 30 products represented 81% of total gross revenue for the
region. Win Excel 5.0 was launched in December 1993, with strong selt-in during Q94-3. Sales of Win
Office continued to exceed plan in Q94-3. Gross revenue from Win Office Professional was substantially
behind plan due in part o the delay in the release of Access 2.0. In Q94-3, customer retumns of MS-DOS
6.0, for version upgrade, and Windows NT, for stock balancing, exceeded sales. Both Windows and WIW
achieved sales significantly above plan. This was due to the plan being based on a lower level of sales for
Windows and WIW in anticpation of the release of Chicago.

o For Europe, gross revenue from the top 30 products represented 87% of total gross revenue. Localized
versions of Win Word 6.0 were released in Q94-3, resulting in significant sell-in for the stand-alone
product and the Office suite. Localized versions of Win Excel 5.0 were shipped late in Q94-2. Sales of
this product remained strong through Q94-3.

e ICON gross revenue from the top 30 products represented 80% of total gross revenue for the region. Gross
revenue from Win Office, new users, was stronger than planned; however, this variance was offset by
lower gross revenue from existing users,

e  Far East gross revenue from the top 30 products represented 84% of total gross revenue for the region.
The Japanese version of Win Excel shipped in Q94-3, resulting in gross revenue from new users of this
product being 253% of plan. Win Office, new users, gross revenue was 263% of plan. An Office sales
campaign which commenced in Q94-2 was extended through the end of Q94-3.

MS 0159301
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SUMMARY

FiNISHED GOODS TOP PRODUCT SALES FLASH

ROSS V! IN MILLIONS HlGHLY
Sross ReveUE (o) CONFIDENTIAL

FYTD94
North Ameticn Ewope TCON Far Ean Woridwde
Acul %Pan Al % Plan Acaal % Pan Astaal S2Pua Acmal [3.-FY
Wia Ofice, NewUmn 2288 9 % ;s 1722 % usS e $41.7 n % 38548 %
‘Wis Excel, NewUnens 1 us us 90 108 11} 300 1] 195.0 106
Wis Word, New Usca 604 n 1000 9% 140 ] 133 L] sy 7
Wia Office Pre, NewUsess d7 » 9.1 439 108 b 04 NM 142 152
Windows, New Uners 52 9 787 L (3] 1" "3 B 1"t 139
Wia Office, Existing Users s o ne [ 1] 7] o 19 -] 01 18
Ao - 343 k] e 6t 32 “ 137 6 7. k]
Win Word, Exisiag Uscn 83 9% n3 (3] 2 4 $3 27 CX ”
Maouse Hardware Oaly 40 159 183 s s m 23 208 ©o 134
Wia Projsat 353 s 204 9t $3 » os 13 67 »
Mac Office, New Users al2 ns 164 121 26 k] os 13 609 14
Wia Excel, Exising Usens 23 " ns ” 32 46 (1] " as 1
Wia Wos 158 ” 39 1 49 (] 01 3 “9 L]
M5-DOS (B3] Q@ 169 ] 43 3 18 » 3%0 a
Wia Vissal Ces ”ns 13 79 [F:] 13 1"s 99 [{}] N6 102
Wan Viswal Bamc Pro 168 170 03 192 22 405 29 164 318 w
DOS Right Simalator 200 mn 74 “9 (%] (¢} [X] % 92 s
WFW, Esising Usens us 158 (] 142 19 1 [} 3 na 1)
Mac Werd, New Uscers 173 ] 19 6l 13 L] 16 a4 no 3
WFW, New Ugers 1 5 us [ 3 37 s ol 9 267 31}
Mac Excel, New Users 18] [ 52 S0 11 “© 92 109 66 ]
Wia ForPro 1ns L] 107 ] 29 b33 14 I3 264 7
Windows NT (X} (1) 74 " 22 3 31 159 253 2
Wia Encarts 210 s 23 ss1 20 6% 02 N 258 412
Wia Publisher 152 -1 60 143 23 22 0.t N B4 194
Wia Powerpoint 166 12 41 59 12 49 os n n2 [}
Windows NT Advanccd Scrver 10.1 36 57 50 22 262 23 323 203 “
Wiadewa, Exising Uscrs 107 . 36 s T m 29 m 02 1 208 158
DOS Werks a0 [} 6 7 2 ] 34 ” a1 k3
00S FoaPre 45 32 36 (3} 13 38 13 1 182 “
Toul 1930.5 3873.2 $165.7 $162.2 32,1308
=2 — — oL PRl
Highlights:

North American gross revenue from the top 30 products represented 78% of total gross revenue. As in
Q94-3, the FYTD94 revenue from Win Office, both new and existing users, exceeded plan. Win Office
Professional, new users, was 37% of plan. Gross revenue from consumer products was $117 million, in
comparison with plan of $87 million, as a result of the expanding home PC market. Top consumer

products (included above) were Win Works (98% of plan), PC Flight Simulator (277% of plan) and Win
Encarta (385% of plan). ’

o European gross revenve from the top 30 products represented 86% of the total gross revenue for the
region. The success of the Office suite in Europe exceeded plan. Win Office volumes were higher than
plan, but the sales of the stand-alone products of Win Word and Win Excel were negatively impacted.
Most European subsidiaries captured a dominant market share of the suite products, except Spain and
Benelux. DDT was 28% below plan primarily due to volume shortfalls. .

ICON gross revenue from the top 30 products represented 82% of total gross revenue. Gross revenue
from Win Excel was below plan for FYTD94, in spite of significant seil-in in Q94-3.

e Far East gross revenue from the top 30 products represented 78% of total gross revenue for the region.
Gross revenue from Win Office, new users, was 191% of plan. Japan contributed 79% of the region’s
Office gross revenue. Gross revenue from Win Excel, New Users was 81% above plan, with the recent
release of the Japanese version of Win Excel 5.0 contributing to the variance.
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SUMMARY

FINISHED GooDs ToP PRODUCT PRICING FLASH HIGHLY

(US$ PER LICENSE) CONFIDENTIAL

Q943

North America Europe 1CON Far Exst Worldwide

Actual Plan Acual Blan Actal Ban  Acml Pan Astual Plaa
Win Office, New Users 2 29 3N $3s SUS $300 $209 $235 $300 $296
Wis Excal, New Users 157 150 306 114 120 179 137 1w 130 m
Win Office Pro, New Users 342 38s 455 509 275 ol 194 NM 416 408
Win Word, New Users ns 147 178 210 1ns 73 135 108 152 169
Win Office, Existing Users 2t 21 242 212 160 165 60 %3 194 203
Win Excel, Existing Usars ] 3 50 7% 0 n 83 " n « “®
Windows, New Users L [ I % 5 . 8 " k] 70 13
Access 1o 165 17 207 2 140 139 L] 141 173
Mouse Hardware Ocly 2 [3] “ 53 Q 6 % s3 2 ss
Wia Word, Existing Users 1 [ 7} 114 12 " £ 51 [ [T [ [
Win Project m 268 364 u 253 181 m 297 - 329 275
Mac Office, New Users E:U 366 337 329 251 329 o %1 32 353
Win Works 3 7% 7 94 1 53 a 120 66 84
WFW, New Users 0 7} “ %0 (3] 106 L] % 49 83
WFW, Existing Users 2 56 a8 € 3s 43 3 35 4 57
Win Visusl C++ 149 187 173 m 133 153 7 209 182 187
Wia Encarta 7 m n 19 66 157 s NM n m
Win Powerpoint 0 n 164 (71 m 60 2 170 3 4
Win Visual Basic Pro n 07 199 190 204 198 307 u? 23 29
Windows, Existing Users 4 » “ 49 20 45 £y} 4 7] @
Windows NT Advanced Server (1 208 “? o2 46 869 1417 862 m 3
Mac Excel, New Users 138 130 183 208 70 158 22 128 176 144
‘Win PoxPro 126 196 144 231 159 160 15¢ 192 136 210
Mac Woed, New Users 100 1s 164 m 7 140 23S 123 122 135
MS-DOS 141 » o s? 7 51 37 st n 4
Win Publisher [ 85 i 90 s € [ NM 63 s
DOS Works 45 2 L 82 37 54 124 371 [ 70
Wia Office Pro, Existing Users m 214 360 459 NM ns NM NM 350 287
DOS Foxfro neé 218 161 12 158 164 7S 200 141 190
Windows NT 260 194 213 27 93 187 304 187 373 207

Highlights:

For the North America region, the actual revenue per license for Win Office Pro varied from plan due to a
shift in sales mix toward Select and maintenance licenses. Win Encarta and FoxPro dropped price points
to below plan figures to gain unit share causing variances from plan. The variance from plan for Access
was due 10 a sales mix shift from full packaged product to competitive upgrades. Win Word, new users,
varied from plan due to a shift in sales mix from competitive upgrade to academic.

In Europe, prices for Desktop applications were reduced by 5% 10 15% during Q94-3 in order to maintain

market share. Prices were also affected by adverse foreign exchange trends, increased product bundling
and a shift towards license agreements. '

For the ICON region, the price of Win Office was lower than plan due 10 a higher mix of Select, special
agreements, and competitive sales. Prices for Win Excel and Win Word were lower than plan as a result
of a higher mix of academic sales in Australia than planned. In addition, sales of full packaged product of
Win Excel and Win Word were selling at approximately 85% and 89% of plan, respectively.

For the Far East region, prices during Q94-3 were generally stable though they were impacted by foreign
exchange rate fluctuation in relation to the budgeted exchange rate. The average exchange rate for the
yen during Q94-3 was 107 1o each US$, in comparison with the planned rate of 117. The Japanese
version of Win Excel 5.0 was launched in Q94-3, with competitive pricing to existing users.
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SUMMARY

FiNISHED Goops Top PRODUCT PRICING FLASH

(US$ PER LICENSE) | HlGHLY
CONFIDENTIAL
FYTD94 .

North Amarics Europe 1CON Far East Worldwide
Actual Pan  Actul Pan  Acual Paa  Acal Plan Al Pag ~

Wi Office, New Users 8208 $287 $366 $329 SU9 $302 $306 $275 $310 sy
Win Excel,New Users 152 49 m 218 129 m 151 122 w7 176
Win Word, New Users 139 150 200 iy 122 m 145 121 165 175
Win Office Pro, New Users a1s 389 499 517 303 a1 m NM 4s7 a
Windows, New Users 67 60 70 7 ss “% L k] & [
Wig Of e, Existing Usars 21 24 234 2716 195 16 67 ©2 201 207
Acces 13t 183 208 216 130 13 133 12¢ 153 134
Win Word, Existing Users ” 1 73 128 ns [} 3] 108 107 97 %
Mouss Hardware Only 3 65 57 5 & s& 5 s3 4 »
Win Project m 22 380 324 U2 120 %3 2% 23 266
Mac Office, New Usens 3 %63 358 u1 %5 329 256 263 153 357
‘Win Excel, Existing Users » 52 k) 31 n 12 [ ki 4 8
Wio Works 51 n n (%3 Q 4 21 ns 63 ”
Ms-DOS k3 » s (3 29 s E 50 34 ©
Win Visual C++ 151 132 177 12 147 151 %S m 134 136
Wi Visual Basic Pro 170 199 132 187 m 10t m 47 181 204
DOS Right Smavlator N 3 4 -] b1} 2 a 54 32 32
WFW, Existing Users 40 52 s1 6 3% 9 % 35 45 s7
Mac Ward, New Users (2] 122 159 182 7 138 248 138 107 138
WEFW, New Uters 56 [} s ] 68 107 12 % 58 20
Mac Excel, New Users 135 129 186 213 o4 153 M 163 165 154
Win FoxPro 17 190 165 203 157 161 20 192 157 194
Windows NT 194 194 259 246 173 186 210 186 ns 209
Win Encarts 7 189 93 189 [ SRty 6 NM " 187
Win Publisher 2] ” 91 2 r s % NM 7 81
Win Powerpoint - 51 193 1] 122 [ 139 100 » s6
Windows NT Advanced Saver 660 693 694 370 s18 (1} 114 96 634 260
Wiadows, Existing Users 43 2 o] S0 3% 45 17 5 4 o
DOS Works a1 2 % 52 41 54 128 116 63 9
DOS FoxPro 121 208 167 s 152 165 260 201 148 103

Highlights:

e For the North America region, the price variance from plan for Win Office Pro was due to a shift in sales
mix toward Select and maintenance licenses. Win Encarta and FoxPro dropped price points to below plan
figures to gain market share. Unit volumes for these products increased, resulting in incremental revenue.
The price variance from plan for Access was due to a sales mix shift from full packaged product to
competitive upgrades. Prices of Mac Word, new users, varied from plan due to a shift in sales mix from
full packaged product to academic.

o European prices for Win Office and Win Excel new users were above plan due to conservative
assumptions on price reductions and foreign exchange rates during the FY94 planning cycle. Price for
Win Word new users were lower than plan due to competitive pressures.

e For ICON, the prices of Win Office were lower than plan due to a higher mix of Select, special
agreements, and competitive upgrades. Prices for Win Excel and Win Word. were lower than plan as a
result of a higher mix of academic sales in Australia. In addition, sales of full packaged product of Win
Excel and Win Word were selling at approximately 85% and 89% of plan, respectively.

e For Far East, the FYTD94 prices were impacted by foreign exchange rate fluctuations in relation to the

budgeted exchange rate. The average exchange rate for the yen for FYTD94 was 107 to each USS. in
comparison with the planned rate of 117.
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SUMMARY .

NET REVENUE AND RESPONSIBILITY MARGIN BY SUBSIDIARY HIGHLY

(1IN MILLIONS) . CONF|DENT|AL

Qs4-3

Ex¢ OEM 8 Incluing OEM
Net Reveaue Responsibility Margin Net Revenwe Respensibility Margle
Actual % of Plan Actusl % of Plan Actual % of Plan Actual % of Plan
North America — Ie— —r
Ugited States. $339.1 M2 % $131.3 385 % $S11.1 1060 % $2155 1000 %
Canada 36.1 118.7 19.6 1320 420 1271 U5 1423
3752 9.1 150.9 92.5 §53. 107.3 300.0 ma
Europe
: Deamark 53 s 40 nat 65 09 46 306
Faland 4.1 105.4 26 1034 %3 1324 1”7 136.0
Norway 6.1 s 40 4.3 79 90S 55 9s
Exgland 906 1215 539 1359 8.7 133 €10 1%.5
Swoden 207 104.7 106 132 27 1122 124 14
Hungary 12 1639 08 498.5 14 1786 09 42.1
Russia 1.6 200.5 09 NM 20 1903 13 8519
Czechoslovakia 23 1428 1.5 220.1 1 1m2 23 moe
Switzerland 132 1700 214 2140 29.3 1730 2s 283
Germany 949 106.5 522 1116 130.6 1188 813 1312
Poland 23 213 1.1 |2 39 251.0 22 m2
Austria 102 124.1 71 1476 103 1269 17 1508
Netherlands 140 100.0 78 923 188 1212 16 1186
Spain 49 814 19 61.7 6.1 918 kR S04
France 640 %33 322 A 68.1 86.1 56 107
tuly 264 166.8 183 2115 382 1819 207 2188
Belgium 9.6 91.9 5s 842 109 1014 6.7 972
Portugal a1 86.2 20 L% ] 32 829 21 886
EHQ/ Other 1.1 346.2 (20) NM 12 2977 2.0) NM
N4 109.0 2253 nls 4726 1178 3024 1310
ICON
® Caribbean 09 152.6 04 2513 09 1474 04 2233
* Ecuador 06 146.0 0.2 1813 06 146.0 02 2186
Chile 0.7 464 0.1 13.0 [+3 ] 50.2 032 263
Colombia 1.7 13558 0s 1638 1.7 1351 09 1611
Veoezuela 0.7 9.5 0.3 Q7.2 13 1171 07 1649
Braxil 53 .3 17 559 20 949 34 804 .
Argeatina 32 126.7 . 17 1776 34 1264 19 1693
Mexico 114 99.1 6.2 104.7 122 103.1 69 1105
* Morocco 03 543 0.1 213 04 52s 0.1 255
Middle East 16 532 0.3 26.7 1.7 516 04 39
¢ Twkey 18 90.7 0.7 239 20 952 0% 99.0
South Africa 53 930 7 104 60 1012 34 1239
Greece 08 106.0 03 105.5 08 110} 03 1168
Iscaed 12 99 0S5 1206 19 129.5 12 1908
Indis 1.1 188.1 06 2764 12 170.7 (3] 2084
® Thailand 04 303 02 911 04 ne 02 69.5
¢ Malaysia 09 618 04 543 14 e o9 28
Singapore 27 76.7 13 80.1 54 9.0 40 1039
New Zaalasd 36 81.7 14 633 4.1 88.1 19 ue
Austalia 238 952 39 899 290 106.0 137 126
RHQ/Other 0.1 NM .1) NM 0.1 NM 2.1 NM
68.0 921 26.7 930 82.6 101.0 40.1 1107
Far East :
PRC 0.5 48.1 0.1 12.5 [X] 481 0.1 125
Korea LY 109 23 181.1 119 130.1 9.6 197
Taiwan 37 923 1.4 79 125 874 93 139
Japan 761 1700 “s 2811 1056 1899 7338 M4
Hong Kong 34 1193 1.2 1339 70 136.1 5.0 1462
RHQ/Other 0.1 NM (.00 NM 0.2 NM (09) NM
33.2 157.9 437 2533 131.6 1615 913 2068
Worldwide
Other (1.7 23.2) {o.n NM (L.7) (23.2) ms) NM
Total 3921.2 103.9 $381.3 976 $1.244.1 1141 $667.9 1n1o
* new subsidiaries in FY94
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SUMMARY

NET REVENUE AND RESPONSIBILITY MARGIN BY SUBSIDIARY

(IN MILLIONS) HlGH LY
FYTD94 CONFIDENTIAL

Exclodiog OEM Intluding OEM
Net Revenve Respousiblity Margin Net Revenuwe ity Margin
Actual % of Plan Actust % of Plan Actusl % of Plan Actual % of Piss
North Americs .
United States $ML9 1004 % 33816 1068 % S14868 1119 % $798.5 1231 %
Canada 375 3004 44.2 1084 100.1 1054 549 1141
10794 1004 42538 1069 1,586.9 ms - 8504 1225
Eurcpe . .
Deamark 154 20.1 100 k[ N 127 349 113 e
Finland ’ | & 809 50 na 1s L ¥ 14.6 2.2
Norway 152 WO 9.1 €59 195 73 129 0
England 1387 9.5 100.3 1134 2108 103.0 1202 1180
Swedea 474 94 19.3 A s1.2 97 3.1 1089
Hungary 42 1817 B} 26 3859 A4 173 28 o2
Russis 29 1403 1.1 NM s 1226 1.7 396
Czechoslovakia 66 1558 45 2630 1 1655 53 2674
Switzerland 662 13905 454 169.2 8.5 1413 486 1719
Germany ms 1033 1525 113.7 352 109.7 299 1221
Poland 53 149.1 23 1892 16 1708 435 242
Austria 266 1080 179 123.1 2.3 1094 193 144
Netberlands W1 %03 100 762 353 1055 180 1034
Spain 123 ne a7 55.1 150 227 6.1 0S8
France 1743 %9 9.9 702 1835 ns L2 ] nI
Taly 699 1678 a3 2248 s 1612 684 2029
Belgm ns us 124 ”.1 . 255 n3 148 0.5
Portugal 14 872 4.1 9038 18 332 45 335
EHQ/ Other 2.6 2085 (4) NM 25 2319 (8.3) NM
9768 9.6 5288 106.6 1,157 104.1 693.1 1148
ICON : .
¢ Caribbean 19 1150 os 2054 19 1110 [+ ] 1765
¢ Ecuador 23 - 1948 11 4070 23 1943 1.1 5207
Chile 36 81 14 639 32 ne 15 159
Colombia 5.1 142.5 2.6 174.6 53 1440 27 1765
Venezucls 34 1029 18 167.6 50 1154 30 1439
Brazil 162 1066 64 100.5 206 1148 10.0 12785
Asgeatiss 86 1311 42 202.7 iz 1262 44 1771
Mexico 278 2.0 139 86.5 >3 03s 150 885
* Moarocco .10 603 03 532 10 585 0.3 416
Middle East 60 812 13 56 67 s 23 864
* Turkey 56 9.1 25 1158 53 9%.1 22 1120
South Africa 137 91.0 69 109.5 15.1 %49 ’ 82 1154
Greece 23 100.6 1.0 124.7 25 1049 1.1 1350
Tsrael 42 1434 23 300.7 56 1610 36 2157
Iodia 22 1422 12 198.0 26 1285 1.6 146.7
* Thailand 1.5 754 0.6 6338 1.5 698 06 585
* Malaysia 27 9.1 12 548 39 722 24 57
Singapore . 8.1 81.0 40 885 153 9.6 109 1052
New Zealand 123 958 6.0 934 133 916 190 9.6
Australia 659 6.5 ns 1.7 ns 9232 22 942
REQ/Ouber 03 NM (58} NM 03 NM {39) NM
195.0 9.7 26.7 1010 21.7 9190 103.8 1000
Far Bast ’
PRC 21 $9.7 10 1271 21 9.7 1.0 1271
Korea 143 1614 8.1 %3S 2.9 1256 2.1 1281
Taiwad 125 1012 50 1107 83 90.5 304 92
Japan 1620 1403 TA 2069 206 1559 12 2026
Hong Koug 99 114.1 50 130.6 02 1366 150 1521
RHQ/Orher 1.5 NM ()] NM (0.6) NM (X)) NM
2024 1373 91.0 2019 3336 1389 2159 162.0
Worldwide
Other 558 227 (69.2) NM 558 23 ___mn - nNm
Toud wsma, W6 _Slosa e _simz e _Sumo 19
® pew subxidisries in FY94
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NoRTH AMERICA FINISHED GooDs REVIEW

NORTH AMERICA FINISHED GOODS REVIEW H'GHLY

CONFIDENTIAL

Net Revenue Stream (in millions)

$500
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Key Highlights

Win Excel 5.0 shipped in late December 1993; sales of this product to both new and existing users
generated significant revenue in Q94-3. Revenue of the Excel product unit was 119% of plan in Q94-3.

Win Office 4.0 was launched in Q94-2, a record quarter for revenue for North America. Sales of this
product continued to be strong in Q94-3 with revenue at 142% of plan. FYTD94 revenue was 138% of
plan. This positive trend in revenue from Office was offset, in part, by less than plan revenue for stand-
alone Win Word. FYTD94 revenue from stand-alone Word was $31 million under plan.

Cenain key products (MS-DOS 6.2, Windows NT, Windows NTAS, WIW 3.11, Excel 5.0, and
Powerpoint 4.0) with compression-related code were impacted by the Stac lawsuit judgment. MS took the
conservative step of removing the code. The changes to these products were minor, but the delay in
shipment of the products was generally ten days. Long-term demand for these products is not expected to
be significantly impacted by this delay.

Access 2.0 was originally scheduled for RTM during Q94-2, but slipped (o an RTM of April 7, 1994,
“This resulted in Access revenue being 42% of plan for Q94-3 and 68% of plan for FYTD94.

FYTD94 revenue from the Consumer division was $31 million over plan due to the expansion of the
bome PC market and the increased number of MS consumer products offered.

Operational Issues

Product returns represented approximately 12% of FYTD94 gross revenue. In the US, with the launch of
MS-DOS 6.2 in late Q94-2, $20 million in returns of MS-DOS 6.0 were processed in Q94-2 and Q94-3.
Returmn of MS-DOS products exceeded sales in Q94-3 exceeded sales.

Marketing, Advertising and Sales Programs

The Select program, which focuses on large accounts, was launched in January 1993. Q94-3 revenue
from this program in North America was $21 million (approximately 56% of plan). FYTD94 revenue
was $41 million (approximately 66% of plan).

The Microsoft Open License Pack (MOLP) was launched in February 1994, with the purpose of extending

many of our Select program benefits to the large and growing medium-sized business segment. MOLP
revenue was $3 million for Q94-3.

FYTD94 spending relating to Solution Marketing was subslantially under plan, with the Envision
program, a large account promotional marketing campaign, being launched late in Q94-3. The expense
of this program is expected to impact Q94-4.
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NorTH AMERICA FINISHED Goods REVIEW G
Performance
Results of Operations Q94-3 FYTD9%4
(in millions) Actual Plan Variance Actual Plan Variance
Net revenue : $375.2 $390.3 (515.1) $1,079.4 $1.074.8 $4.6
Cost of revenue 876 783 9.2) 250.7 214.6 36.1)
Gross profit 281.7 312.0 _(24.3) 828.7 ) 860.2 (31.5) |
People expense 653 736 83 196.2 2224 26.2
Facilities expense 253 248 0.9) 656" 1.9 . 6.3
Marketing expense 417 427 0.9 122.7 141.4 187
Other cxpenses 4.5 1.7 3.2 18.5 26.4 1.9
Controllable exp 1368 1488 120 4029 462.0 59.1
Responsibility margin 150.9 163.1 (122) 425.8 398.2 2716
Net shared resources an (1.8) 0.7). (21.4) (3.5 (R}
Shared resource margin $158.0 31709 ($12.9) $447.2 $421.7 $25.5
Key Ratios
Annualized per employee
{in thousands)
Net revenue $423.2 $398.5 $24.6 $399.4 $364.8 $34.6
Salespeople cxpense 102.1 100.5 (1.6) 96.9 99.9 3.0
% Net revenue .
Cost of revenue 233 % 20.1 % 33)% 232 % 200 % B3N%
Marketing expense 111 % 109 % 0.2) % 114 % 132 % 18 %
Controllable expenses 365 % 381 % L7 % 313 % 430 % 57 %
Shared resource margin 421 % 438 % (1.7 % 414 % 392 % 22 %

Salespeople expense summarizes people and facilities expenses. Ratios reflect period results annualized.

Cost Driver Analysis

Q94-3

The gross profit margin in Q94-3 for the North American channel was 76.7% of net revenue in
comparison with a plan of 79.9%, principally as a result of the $10 million of inventory adjustments in
excess of plan (which was included in other product costs). These inventory adjustments consisted
primarily of re-work costs relating to the inventory of products impacted by the Stac judgment.

Controllable expenses were 8% under plan for Q94-3. People expense was $8 million (11%) under plan,
as a result of below plan hiring. Facilities expense was slightly over plan as a result of telecommunications
charges from Q94-2 which were recognized in Q94-3.

The shared resource margin was 42.1% of net revenue, which was slightly below plan of 43.8%.
Inventory adjustments drove this margin down by 3% of net revenue. The increase in cost of revenue was
somewhat offset by less than plan controllable expenses.

FYTD94

The FYTD94 gross profit margin was 76.7% of net revenue in comparison with plan of 80.0%. This was
the result of $22 million of inventory adjustments in excess of plan: $10 million of royaltics on consumer
products in excess of plan; and the accrual of $5 million for product and fulfillment costs relating to the

additional boxes of Win Excel 5.0 and Win Powerpoint 4.0 to be provided to purchasers of Win Office
40, -

People expense was $26 million under plan resulting from below plan hiring. Facilities expense was
below plan because of less than plan telecommunications expense and depreciation. Marketing expense
was $18.7 million below plan, primarily due to underspending for Solutions Marketing.

The shared resource margin was 41.4% of net revenue above the plan margin of 39.2%. Less than plan
controllable expenses improved this margin by 5.7% of net revenue. The other product costs noted above
reduced this margin by 3.3% of net revenue.
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HIGHLY

NoRTH AMERICA FiNisSHED Goobs REVIEW CON F'DENT'AL

Significant Customers (in millions)

Q924 Q931 Q932 Q933 Q934 Q941 Q942 Q943

Ingram Micro $93 $93 S$61 $ 92 $ 72 $8 S$146 5113
Merisel 65 66 56 56 51 67 99 95
Eggphead 52 52 51 46 n 2 49 36
Software Spectrum 24 24 11 18 14 10 2 19
Corporate Software 21 21 1 17 10 9 2 18
Intelligent Electronics 6 6 4 5 2 5 14 9
Tech Data - - - - - 6 12 9
800 Software 10 10 7 8 8 8 11 9
Softmart 9 9 6 8 6 6 10 9
Vanstar __10. 10 8 6 9 6 6 6
' $791 §$ 291 S$215 $256 $194 $228 $391 35323
Percent of
£ross revenue 75% 5% 5% _T1% 3% T4%: 81% 81%

Published financial data for the most recent available quarter for Ingram, Merisel, Egghead, Software
Spectrum, Corporate Software and Intelligent Electronics was used to calculate intenal market share for
these distributors/resellers. (Financial information was not available for Tech Data, 800 Software,
Softmart and Vanstar.) Those distributors/resellers for which financial data was available had a combined
quarterly net sales of $3,136 million. For the same quarter, MS net revenue to those distributors/resellers
was $307 million, or 9.8% of resellers’ net sales. .

For the same period of the previous year, those distributors/resellers had combined quarterly net sales of
$2.264 million. For that quarter, MS net revenue to those distributors/resellers was $202 million, or 6.4%
of resellers' net sales. This reflected a 3.3% net share gain from the prior year period, or a 53% gross
increase in internal market share for those resellers.

Inventory for certain key products (MS-DOS 6.2 upgrade, Win NT, Win Office 4.0, Win Word 6.0 and
Win Excel 5.0) in the US distribution channel is tracked. As of the end of Q94-3, there was
approximately one month of inventory in the channel for the key MS-DOS products and Win Word 6.0
and approximately 1/2 month of inventory in the channel for Win Office 4.0. 6,500 units of Win NT
Upgrade were in channel inventory, representing approximately eight months of inventory at the most
recent low monthly sell-through rates. There were also 170,000 units of Win Excel 5.0 in the channel,
approximating four months of inventory.

As of the end of Q94-3, the order backlog for USFG was $59 million. Of this amount, $53 million was

due 1o stock outs. The key products comprising the stock outs were MS-DOS 6.21 Upgrade, Access 2.0,
Win Office Pro 4.2, and Encana 1994,
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EuvROPE FINISHED GOODS REVIEW

EUROPE FINISHED GOODS REVIEW

HIGHLY
Net Revenue Stream (in millions) CONFI DENTIAL

$500
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Q92-1 Q92-2 Q92-3 Qo924 Q93-1 Q93-2 Q933 Q934 Q94-1 Q942 Q94-3

Key Hfghlights

e Net revenue reached a record level. Localized versions of Win Word 6.0 and Win Excel 5.0 were recently
released in several countries resulting in strong sell-in during the quarter. The release of WFW 3.11 also
contributed to the growth during Q94-3.

e Localized versions of Win Office were introduced in Europe in Q93-2 causing a significant increase from
Q93-1.

e Prices for certain localized versions of Desktop Applications were reduced 5% to 15% during Q93-3.
Geographic Factors

o Prices in FYTD94 were generally lower compared to FYTD93. Prices were adversely affected by foreign
exchange trends, increased product bundling, a mix shift towards license programs and the previously
mentioned price reduction. Prices for Win Office and Win Excel (new users), and Win Office, existing
users, exceeded plan for both Q94-3 and FYTD94.

o Favorable foreign exchange trends benefitied Q94-3 and FYTD?94 net revenue 5% compared to plan. The
strengthening dollar caused a 10% ($95 million) negative impact on FYTD9%4 net revenue compared t©
the same period of the prior year.

o ltaly grew 126% from the prior year. In late FY93, the Italian government passed strong anti-piracy
legislation that created demand by forcing offenders to purchase legal software. ' '

Operational Issues

e The Central European warehouse closed in Q94-3. All other subsidiary warehouses will be closed by
Q95-2.

e The number of direct ship distributors will decrease from approximately 1200 to 96 by July 1, 1994.

Ireland will begin direct shipping to Ingram and the Nordic direct distributors in May with the remaining
customers being served directly by the end of Q95-1.

e  All subsidiaries are being converted to commissibn agents of Ireland which will significantly reduce the
administrative burden of processing statutory financial data.

e Project Concorde will result in the eventual elimination of approximately 150 positions in Europe.

«  Other initiatives include Project Phoenix, which is evaluating sales and marketing efficiencies, and Project
Lynx which is considering PSS efficiencies.
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EuroprE FiNISHED GooDs REVIEW

HIGHLY

Performance
Resuits of Operations Q94-3 FYTD94
@in millions) Actual Plan Variance Actual Plan Variance
Net revenne $391.4 $359.2 $323 $976.8 $990.3 ($13.5)
Cost of revenue 69.7 62.9 (6.8) 166.5 176.8 10.3
Gross profit 321.8 296.3 25.4 810.2 813.5 (3.2)
People expense 44.9 511 6.2 135.5 154.1 18.6
Facilities expense 15.4 17.6 23 46.0 526 6.6
Marketing expense 30.9 335 26 90.0 101.1 11.1
Other expenses 4.3 23 (24) 99 9.7 0.2)
Controllable expenses 96.0 104.6 8.6 281.4 312.5 36.1
Responsibility margin 225.8 191.8 34.1 528.8 496.0 328
Net shared resources 1.8 13 (0.5) 42 4.0 0.2)
Shared resource margin $224.0 $190.5 $33.6 $524.6 $492.0 $32.6
Key Ratios
Annualized per employee
(in thousands)
Net revenue $655.0 $531.4 $123.6 $547.3 $498.4 348.8
Salespeople expense 100.8 1017 0.8 101.7 - 1040 23
% Net revenue
Cost of revenue 178 % 175 % 03) % 171 % 179 % 0.8 %
Marketing expense 79 % 93 % 14 % 92 % 102 % 1.0 %
Controllable expenses 245 % 291 % 46 % 288 % 321 % 32 %
Shared resource margin 572 % 53.0 % 42 % 537 % 49.7 % 4.0 %

Salespeople expense summarizes people and facilities expenses. Ratios reflect period results annualized.

Cost Driver Analysis

People expense was 12% lower than plan for Q94-3 and FYTD94. Europe implemented a hiring freeze
during Q94-1 due to lower than planned revenue. Minimal headcount additions were approved during
midyear business reviews.

Facilities expense was 13% lower than plan for Q94-3 and FYTD94 periods, due to lower than planned
headcount.

Marketing expense was 11% lower than plan FYTD9% and 8% lower than plan for Q94-3. Costs were
under plan due to cost containment measures resulting from the lower than planned revenue as well as
timing differences between actual and planned marketing spend. Typically, most of the marketing spend
is incurred in the final quarter of the fiscal year reducing the favorable variance to plan.

Other expenses exceeded plan during Q94-3 by 104%. This variance was primarily causeci by additional
bad debt provision taken in the French subsidiary resulting from Feeder’s bankrupicy.

FYTD94 controllable expenses increased 24% from the prior year compared to net revenue increase of
16%. As a result of higher average headcount for the current year resulting from the addition of
employees late in FY93.
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. HIGHLY
EuROPE FINISHED Goops REVIEW CONFIDENTIAL

Significant Customers in Major Subsidiaries (in millions)
Q93-1 Q93-2 Q93-3 Q934 Q94-1 Q94-2 Q94-3

C2000 $ 55 $ 75 $ 68 $ 57 $ 51 s N $
Merisel 20 31 33 27 . 35 33 48
Ingram 14 18 22 23 17 29 46
Olivetti 5 8 11 13 10 14 21
Knotron 6 9 13 6 11 15 13
Raab Karcher - - - - 6 16 13
Also ABC 4 4 4 4 5 7 11
Scribona AB 6 9 10 7 4 7 9
Softmart 6 11 9 5 5 7 6
Feeder 9 18 7 7 5 14 6
Wyrsch Trading 4 4 4 3 4 6 6
Ista 6 9 4 5 4 5 4
BSP Software 9 4 - - - - -
Access 7 9 9 9 5 3 -
Rein 7. ___ 8 7 8 -- - -
$ 158 $ 217 $ 201 $ 174 $ 162 $ 227 $ 262
Percentof . ;
gross revenue 53% 58% 59% 56% 61% 66% 64%

e C2000 represented 19% of total gross revenue in Q94-3. This percentage has remained relatively constant
since Q93-1.

e Merisel increased from 7% of total gross revenue in Q93-1 to 12% in Q94-3.
e Ingram has also gained significant share since Q93-1, increasing from 5% to 11% of total net revenue.
e  Feeder filed for bankruptcy protection during Q94-3.

e The top 10 customers accounted for approximately 62% of total European gross revenue, while the top
three customers represented 43%. . :

e  Most subsidiaries achieved local currency plan during Q94-3. However, France was 19.4% under plan for
the quarter, 26% under plan FYTD94 and 19% lower than the comparable period of the prior year. These

trends were the result of a poor economic climate, competitive pricing pressures and a reduction in market
share.

e The European channel is planning to decrease the number of direct ship customers significantly during
the upcoming quarters to facilitate efficient distribution practices. This should have the effect of
increasing sales levels to the remaining individual customers.

Marketing, Advertising and Sales Programs

o Europe had a limited roll out of the Microsoft Open License Pack (MOLP) in late Q94-2. Revenues from
MOLP were 3% of total net revenue during Q94-3.

o The Select program was released in Europe in late FY93. Select generated 9% of total net revenue for
Q94-3. This represented 62% of the total FYTD94 Select revenue.
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ICON FiNisHED GOODS REVIEW

ICON FINISHED GOODS REVIEW HIGHLY
CONFIDENTIAL

Net Revenue Stream (in millions)
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Key Highlights

e Net revenue has essentially been flat for four quarters versus a plan that anticipated significant growth.
FYTD94 and Q94-3 revenue was 8% below plan. Sales were up 12.5% from Q94-2, in part due to the late
March release of Office 4.2. .

o Revenue in all three regions (APAC, Latin America and AIME) was below plan for Q94-3 and FYTD9%.

»  Revenue from Desktop applications was 95% of plan. Office revenue was 17% over plan, but this was not
enough to offset unfavorable variances in Word and Excel, especially sales to Word existing users which
were 73% below plan. Word 6.0 was released in December and sold in to the distributors, but the sell-
through was much less than anticipated (end user demand was fulfilled through Office upgrades) and thus
the sell-in during Q94-3 was low. This same phenomenon will probably occur in Q94-4 for Excel 5.0.

« For the quarter, revenue from Consumer products was 187% of plan reflecting the high acceptance of
these products in Australia and New Zealand. However, revenue from MS-DOS was only 5% of plan
(reflecting poor reviews, a full channel and uncertainty over the Stac lawsuit) and revenue from Win NT
was 1% of plan as this product has generally been unsuccessful in the region. .

e The forecast for Q94-4 projects an increase over Q94-3 of 29%, but represents only 94% of plan. The
increase will come in part from the release of Spanish Office 4.2 and backlog from the Stac lawsuit.

Geographic Factors

e Political unrest is a material factor in much of the region including the assassination of a presidential
candidate in Mexico, South African unrest, terrorist activities in Israel, civil war in Algeria and new
economic plans in Brazil and Turkey.

o  Software import duties in India decreased from 80% to 20%, which favorably affected sales.

Operational Issues

e The Singaporc distributed manufacturing site is now building 200 SKUs. This has improved customer
service and alleviated capacity constraints at Canyon Park.

e  The Australian warchouse closed April 1 and distribution is now handled by RR Donnelley. Distributed
manufacturing should be available in June. In addition, distributed manufacturing sites in Mexico and
Brazil are being planned.

«  For the first time, some products were direct shipped to the AIME regioh customers from Ireland.
Marketing, Advertising and Sales Programs

e Bill Gates® visit to Australia and New Zealand in February received significant positive media coverage,

e Office canpaigns were launched throughout the region; more than 6,000 people attended Comdex Mexico
and 10,000 atiended the Australian roadshow.
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ICON FinisHED GooDs REVIEW

HIGHLY

CONFIDENTIAL

Performance
Results of Operations 43 FYTD94
(in millions) Actual Plan Variance Actual Plan Variance
Net revenue 3680 $739 (35.8) $195.0 $212.7 3$17.7)
Cost of revenue 16.3 179 1.6 459 514 55
Gross profit 517 56.0 (43) 149.1 161.3 (122)
People expense 122 133 1.1 35.3 404 5.1
Facilitics expense 45 53 - 08 13.0 1585 26
Marketing expense 64 6.6 02 18.1 21 40
Other expenses 20 2.1 0.2 6.1 14 1.2
Controllable expenses 25.0 21.3 2.3 724 854 13.0
Responsibility margin 26.7 287 (2.0) 767 59 08
Net shared resources 04 0.3 (0.1) 1.0 09 (0.1)
Shared resource margin $26.3 $284 ($2.1) $757 §75.0 $0.7
Key Ratios
Annualized per employee
(in thousands)
Net revenue $440.8 $4337 §7.1 $445.1 $4239 $21.2
Salespeople expense 107.7 102" 14 110.1 1115 14
% Net revenue
Cost of revenue 240 % 242 % 02 % 235 % 242 % 06 %
Marketing expense 94 % 89 % 0.5) % 93 % 104 % 1.1 %
Controllable expenses 368 % 3710 % 02 % 371 % 401 % 30 %
Shared resource margin 387 % 384 % 03 % 388 % 353 % 35 %

Salespeople expense swnmarizes people and facilities expenses. Ratios reflect period results annualize

Cost Driver Analysis

The region continued to control expenses during Q94-3 to offset the revenue shonfall. Controllable
expenses increased 3.7% (in line with headcount growth of 5%) while revenue increased 12.0% over the
prior quarter. Planned revenue per head was maintained by freezing headcount early in the fiscal year.

The positive variance in people expense resulted from headcount freezes and reductions throughout the
region, primarily in Mexico, South Africa and Australia. Headcount at quarter end was 633 versus plan
of 683. In addition, the region continued 1o aggressively manage travel expense.

Cost of revenue percentage for Q94-3 and FYTD94 was slightly better than plan. The positive variance
was due to changes in product mix (primarily a shift toward Select licensing) which were offset by
negative manufacturing variances that primarily resulted from outsourcing.

Despite the revenue shortfall, Q94-3 and FYTD94 controllable expenses were below plan as a percent of
revenue. )
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HIGHLY

ICON FinisHeD Goobs REVIEW CONFIDENT'AL
Significant Customers in Major Subsidiaries (in millions)
Q93-1 Q93-2 Q933 Q934 Q94-1 Q94-2 Q94-3
Australia
TechPacific S 42 $ 48 § 48 $ 81 S 88 §$ 101 $ 87
Merisel 34 38 6.1 2.0 57 52 36
Datacom - - - - - A7 4.8
Mexico
Ingram-Dicom 29 39 2.1 ‘48 14 1.7 3.9
Brazil
Agoal 27 4.6 04 02 0.2 2.8 1.1
Compucenter 19 1.8 1.7 22 23 22 2.5
South Africa
Workgroup 3.1 2.6 2.0 3.5 3.0 2.9 2.6
S 182 S215 $ 171 $ 278 $214 §$266 $ 272
Percent of
gross revenue 32% 40% 31% 41% 32% 40% 39%

Q94-3 sales to the top 7 distributors decreased slightly as a percentage of gross revenue over Q94-2

primarily due 10 decreased market share for Merisel in Australia and Agoal in Brazil.

Agoal, our largest distributor in Brazil, is on the verge of bankruptcy. Though they are in negotiations

with several buyers, it appears unlikely that we will fully recover our $2.3 million receivable. However, we
have accrued for any Josses that might occur,

Continued growth in the region is expected to come primarily from smaller distributors in the other ICON
countries not represented on this chart where average quarterly sales generally run less than $1 million.
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FAR EAST FINISHED GOODS REVIEW HIGHLY
CONFIDENTIAL

Net Revenue Stream (in millions)
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Key Highlights

e The shipment of localized Excel 5.0 in Japan in March was a success. Although the product was released
later than planned, more than 100,000 units were shipped in March, Excel revenue for the Far East was
$10.0 million (77%) in excess of plan for Q94-3.

e Office had the largest favorable revenue variance during Q94-3 ($14.6 million or 191% above plan).
Eighty five percent ($18.8 million) of Far East Office revenue was in Japan.

e A localized version of Access was launched in Japan in December 1993, and sales subsequent to the

launch have been very strong (approximately 15,000 units per month). FYTD94 revenue was $8.1
million (145%) over plan.

e Language revenue was robust during the quarter: the Basic and Languages product units were $34
million (128%) and $3.2 million (59%) above budget, respectively. The success of Visual Basic and C++
was largely due 1o a dearth of localized competitive product in Japan.

o Windows revenue was 33% below plan in Q94-3 reflecting the continued migration of sales from the
finished goods to the OEM channel. FG Windows sales comprised less than 10% of total Windows
revenues for Q94-3.

Geographic Factors

e The strength of the yen continued to help U.S. dollar revenue during Q94-3; of the $32.3 million
favorable variance in net revenue, $6.3 million (19% of the variance) was due 0 foreign exchange
variances. The Korean won was also stronger than planned.

Operational Issues

s  Efforts (0 reduce product costs for locally manufactured product in Japan produced visible results in Q94-
3. Product costs per unit for Excel 5.0 (Japanese) were 20% lower than per unit costs for Excel 4.0

(Japanese), and per unit costs for Japanese Access were 13% lower than comparable costs for Us.-
manufactured Access.

Marketing, Advertising and Sales Programs:

e The Select program gained momentum in the Far East over the past quarier as three master and 18
enrollment agreements were executed,

e A current emphasis on vertical marketing for financial institutions is showing promise in Japan and Hong
Kong, where a number of the world’s largest commercial banks are located.

e A recent visit by Bill Gates to the PRC was in part intended to address constraints in that country on sales
of localized Windows. It is hoped that his visit will assist Microsoft's short- and long-term prospects in

) PRC.
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HIGHLY

~
FAR EAST FINISHED GooDs REVIEW . CONFIDENTIAL
Performance
Results of Operations Q94-3 FYTD9%4
(in millions) Actual Plan Variance Actual Plan_ Variance
Net revenae $838.2 $55.9 $323 $202.4 $147.3 $55.0
Cost of revenue 18.0 15.5 (2.5) 46.1 39.5 (6.6)
Gross profit 70.2 40.4 29.8 156.3 107.8 48.5
People expense 111 10.6 (0.9) ) 326 315 1.1
Facilities expense 3.1 34 04 9.4 10.3 10
Marketing expease 6.4 63 ©.1) 20.7 18.5 (22)
Other expenses 1.0 0.8 {0.1)° 2.6 25 (0.1)
Controllable exp 21.5 21.1 (0.4) 653 62.7 (2.5)
Responsibility margin 487 19.2 29.5 91.0 449 46.1
Net shared resources 6.4 93 29 258 29.9 4.1
Shared resource margin $423 $9.9 $323 $65.2 $15.2 $50.1
Key Ratios
Annvalized per employee
(in thousands)
Net revenue $944.9 $547.3 $397.6 $713.2 $534.1 §179.1
Salespeople expense 1520 137.6 (14.4) 147.8 1514 3.6
% Net revenue
Cost of revenue 204 % 27.8 % 73 % 228 % 268 % 40 %
Marketing expense 12 % 112 % 40 % 102 % 125 % 23 %
Controllable expenses 244 % 378 % 135 % 322 % 426 % 103 %
Shared resource margin 419 % 178 % 301 % 322 % 103 % 219 %

Salespeople expense summarizes people and facilities expenses. Ratios reflect period results annualized.

Cost Driver Analysis

o Foreign exchange variances caused unfavorable controllable expense variances for Q94-3 and FYTD9%4.
Ignoring exchange rate fluctuations, controllable expense variances for the quarter and FYTD94 would
have been favorable in the amounts of $900,000 and $1.7 million, respectively.

e  Excluding foreign exchange variances, all expense categories were under plan FYTD94 except marketing,
which was $750,000 above plan due to above plan expenditures (TV campaign) during Q94-1. Facility
expense FYTD94 was $1.5 million under plan (ignoring foreign exchange variances) primarily due to the
reduction in the Tokyo office building rental rate,

Average headcount FYTD94 was 5% below plan; combined with revenue being well above plan, the net
revenue per employee statistic showed a considerable favorable variance.

«  Although marketing expense was over plan for both Q94-3 and FYTD94, it was under plan as a percent of
revenue because of the favorable variances in net revenue.

¢  Cost of revenue was significantly under plan (as a percent of net revenue) during Q94-3 because of both a
favorable shift in product mix and reductions in product costs for Japanese versions of Access 1.0 and
Excel 5.0, which together comprised 31% of total licenses sold in the region during Q94-3.

MS 01593
CONFIDENTIAL

C20

MS-PCA 1191525
CONFIDENTIAL

MS-PCA1191525



HIGHLY
FaR EAsT FINISHED Goobs REVIEW _CONEIDENTIAL

Significant Customers in Major Subsidiaries (in millions)
Q924 Q931 Q932 Q933 Q934 Q941 Q942 Q943

Japan .
Soft Bank $33 $1.1 $72 $7.1 $11.6 $9.4 $118 $254
Software Japan 3.0 14 33 35 51 6.2 6.4 74
Soft Wing 1.9 0.9 35 3.1 4.5 4.0 4.1 6.7
Fujitsu 10 10 09 19 14 19 22 37
Canon Sales 1.8 2.1 1.2 23 1.7 20 1.0 2.6
Otsuka Shokai 04 0.2 0.3 0.6 0.7 09 1.1 2.2
NEC 1.3 1.2 1.0 1.2 24 23 14 14
Taiwan :
Acer Sertek 0.6 0.8 0.8 0.6 13 23 05 1.9
Eten 03 0.8 0.5 09 19 24 0.6 LS
Korea
Infotech 0.4 0.6 0.4 0.5 1.7 3.0 1.9 1.3
$14.0 $10.2 $19.0 $21.7 §32.3 $34.3 $30.9 $54.1
Percent of .

gross revenue _ 66% 57% 54% 52% 53% 57% 55% 60%

e As a percent of gross revenue, sales to major distributors increased significantly during Q94-3 largely
because of sales to Soft Bank associated with the Excel 5.0 (Japanese) launch. Soft Bank represented 28%
of regional gross revenue in Q94-3, up from 15% and 21% in Q94-1 and Q94-2, respectively.

e In Q94-3, Microsoft accounted for an increased share of the revenue of two large distributors, Software
Japan and Soft Wing. MS’s share of the companies’ revenues increased from 7% for both in Q94-2 w0
12% and 13% for Software Japan and Soft Wing, respectively.

e  Microsoft Korea commenced an aggressive program in Q94-3 to restructure its channels of distribution.
In the recent past, Infotech has accounted for more than 40% of finished goods revenues in Korea. To
reduce dependency on Infotech, Microsoft has recruited two new distributors, SamTech and SunKyung.
During Q94-3, Infotech’s share of Microsoft Korea's sales decreased from 42% 10 29%.
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OEM REVIEW HIGHLY
CONFIDENTIAL

Nat Revenue Stream (in millions)
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Key Highlights
e Lower PC prices and a growing consumer market, as well as a higher penetration of naked systems, fueled

a record quarter. OEM net revenue of $323 million was 26% of consolidated net revenue. OEM
contribution margin of $202 million was 47% of consolidated contribution margin.

e FYTD net revenue of $846 million was 65% greater than prior year, 2 growth rate of almost four times PC
shipments. Factors contributing to the disparity include additional OEMs, more revenuc per unit, and
increased Windows penetration.

e Decreases in CPU and memory prices carried through to reduce PC prices, permitting businesses and,
particularly, bome consumers to purchase faster, more powerful computers.

Geographic Factors

e Al subsidiaries, but Thailand, Taiwan, and Portugal, exceeded plan for the quarter. North America was
58% over plan, Europe was 92% over plan, and ROW was 72% over plan.

o FEurope’s variance was largely the result of minimum commitment billings for new agreements with
Vobis, Escom, Siemens-Nixdorf, and Actebis. Microsoft Easy Distribution (MED) product was $11
million over plan, in part due to the inroads made against piracy and unbundling of MS-DOS and
Windows.

¢ Japan accounted for virtually all of the Far East’s $19 million positive variance mostly due to a sharp
increase in Toshiba’s export business.

Operational Issues

e All OEMs have received MS-DOS 6.21, which excludes compression technology. Some OEMs have
complained of lessened functionality due to the removal of DoubleSpace. MS-DOS 6.22 with new
compression technology will ship to OEMs in Q94-4.

e A new management team took steps to improve product release and distribution processes by
reorganization of Product Release Services to align with the sales structure and creation of a task force
from key product groups, OEM Operations, and OEM Sales.

Marketing, Advertising and Sales Programs

e  The marketing group continues its “high touch™ programs, leveraging funds by going to large OEMs and
creating joint marketing programs, such as the Compag Frontline Partnership.

e A “Demand & Deliver” initiative was started to promote awarencss of key buyer groups to genuine MS
product and where it can be purchased.
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HIGHLY

OEM ReviEw CO_NFIDE.NTIAL
Top Products (units in thousands, revenue in millions)
Q94-3

' Q94-3 Q94-3 Plan Variance
MS-DOS 7069 $ 137 $ 19 5034 $ 99 §$ 17 1135 S 38 § 4
Windows 5.901 108 18 4,022 69 17 1,879 39 1
Mouse 1277 18 14 4389 6 12 788 12 2
0s2 516 13 25 506 8 16 10 5 9
Works 1,032 10 10 581 6 10 451 4 )
Other 57 N/A 16 N/A - 41 N/A

343 204 139

Revenue adjustments (20) - (20)
Net Revenue $ 323 $ 204 $ 119

e Mouse prices have decreased due to introduction of the less-expensive Defender mouse, which is being
well-received by OEMs.

e Driven by Works shipments, consumer products continued to érow approximately 24% per quarter.

e A reserve of $20 million were taken in anticipation of royalty concessions due to removing compression
technology from MS-DOS. and no GAAP accrual was posted for the quarter.

FYTD94

FYTD9%4 FYTD9%4 Plan Variance
MS-DOS 16668 $§ 327 $ 20 16759 $ 285 $ 17 ©ons 42 35 1
Windows 14 885 265 18 8.063 179 22 6.822 86 4)
Mouse 3,093 47 15 1366 17 12 1727 20 3
osn2 1,249 26 21 1.257 20 16 (8) 6 5
Works 2,604 26 10 1,595 17 11 1,009 9 43
Other 139 N/A 2,539 61 N/A (2,539) 78 N/A

830 5719 251

Revenue adjustments 16 - 16

Net Revenue $ 846 $ 57 $ 267

e Windows for Workgroups penetration is increasing, with Gateway 2000, Packard Beil, Zenith, Escom,

and several other large OEMs shipping it on 100% of their systems.
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HIGHLY

OEM REVIEW CONEl nEN:F! AL
Significant Customers (in millions)
Q9%4-3 FYTD9%4
Actual Plan Variance Actual Plan Variance
Large Accounts
Compaq $ 292 §$ 215 § 73 $ 726 $ 571 15.5
IBM 230 13.6 9.4 594 33.0 264
Gateway 2000 18.7 158 29 48.1 4477 34
AST 14.8 59 89 332 17.1 16.1
Dell 11.8 8.6 32 352 239 1.3
Packard Bell 10.6 8.1 25 25.1 212 39
Solution Providers
DEC 8.3 4.1 42 16.6 10.9 5.7
Hewlett Packard 7.6 6.4 1.2 223 15.6 6.7
NCR 5.8 33 25 137 9.5 42
Unisys 29 12 17 8.5 4.1 4.4
Other 29 21 08 8.6 6.4 22
Named Accounts 183 144 39 48.6 40.0 8.6
New Business Accounts 35.6 172 184 80.5 57.3 23.2
International Accounts -
Toshiba 12.0 19 10.1 242 40 20.2
Olivett 9.6 40 56 15.8 10.0 5.8
Vobis 88 56 32 18.7 10.9 7.8
SNI (Siemens) 74 29 4.5 12.8 83 4.5
Escom 5.7 23 34 179 55 124
ICL 4.6 3.0 16 8.6 8.3 0.3
Other 97.1 59.4 3717 244.6 183.6 61.0
Other Accounts 8.4 2.8 5.6 15.5 7.6 79
Gross revenue 343.1 204.1 139.0 830.5 579.0 251.5
Revenue adjustments (20.2) - (20.2) 158 - 15.8
Net revenue $ 3229 §$ 2041 $ 1188 $ 8463 $ 5790 $ 2673

The “Big 6” (Compagq,
for $108 million and 33% of Q94-3 net revenue.
manufacturing facilities or entered new distribution channels.

IBM, Gateway 2000, Dell, Packard-Bell, and AST) continued to grow, accounting
Several of these OEMs expanded worldwide

The New Business group reviewed all licensed MED (Microsoft Easy Distribution) customers, moving

Jow-volume customers to the Delivery Service Partner (DSP) program, where customers buy 5-paks with
break-the-seal licenses from distributors. This increased operational efficiency and freed account
managers to focus on the larger OEMs.
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Hightights QONFlDENTlAL

HIGHLY

PSS is preparing 10 implement Regional Support Centers (RSCs) in the US and intemnationally. Under
the RSC plan, PSS will provide Advanced and Developer cluster support to specified numbers of regions

via one centralized location. The support centers are expected to increase the quality of support and help
control costs.

In Q94-3, PSS began detailed planning for the release of Chicago. Based on a 30-day no-charge support
policy, PSS will need an additional 590 resources to meet peek demand. We are exploring alternative
methods to meet this peek demand while continuing to control costs.

PSS is expanding its search for new outsourcing partners. MS currently outsources approximately 350
people or 6,000 calls per day. PSS would like to decrease its dependency on a single outsourcing partner
and continue to take advantage of this less expensive support option.

PSS believes support became a competitive advantage for the MS Office product line during Q94-3. PSS

expanded competitive upgrade support while WordPerfect and Lotus scaled back their no-charge support
to end user customers. -

Cost Distribution by Channe Including Domestic Allocations to International (in millions)

USFG and US OEM
PSSCoy Net Revenue

0043 FYTDo4 43 FYTDM
USFG 324 85% $39.8 8% $339.1 9.5% $991.9 9.1%
US-OEM 34 9% 105 10% 1720 20% 4949 21%
INTL 24 % 1.6 1% NA NA

382 _100% 31079 ___100% $511.1 10% $1.486.8 $1%

PLAN $392 $1166

e PSS costs were 7.0% of revenue in Q94-3, and are expected to remain constant in Q94-4.

Cost Distribution and Cost as Percent of Net US Revenue by Product Unit (in millions)

Q94-3 FYTD94
Actual Act Mix % of US Rev. Actual Act Mix % of US Rev,
Windows $7.5 21,0 1.5% $21.5 214 14%
Word 58 162 1.1% 15.4 15.3 1.0%
Excel 4.0 112 0.8% 103 102 0.7%
Win NT 28 738 0.5% 16 16 0.5%
DBMS 26 12 0.5% 75 1.5 0.5%
MS-DOS 1.9 5.3 0.4% 6.7 6.7 0.5%
Fox - 25 69 0.5% 74 7.1 0.5%
00s 1.6 44 . 0.3% 49 49 0.3%
Messaging 1.6 43 0.3% 4.3 43 0.3%
C++ 13 33 0.3% 3. 37 0.2%
Works 0.9 2.5 0.2% 2.6 2.6 0.2%
Project 08 24 02% 2.1 2.1 0.1%
Entry 07 20 0.1% 20 20 0.1%
Basic 0.7 1.9 0.1% 1.7 17 0.1%
Graphics 0.4 1.1 0.1% 1.1 1.1 0.1%
SET 0.3 07 0.1% 08 038 0.1%
Other 0.4 1.1 0.1% 1.0 1.0 0.1%
Total $35.8 100.0% T0% —3%100.3 __100.0% 6.7%

o For Q94-3, MS Windows, Word and Excel constituted 48% of PSS costs due to major releases in each of

the prod 3
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« PSS continues to control costs and meet support demand by leveraging less.expensive variable and
outsourced staffing.

Average Daily Call Volume - Q94-3

Average Daily# of Calls Handled Service
Duration (inmin)  Offered Handled Ratio Level
Win Word 14 4,604 3652 9% %
Windows 17 287 2m4 98% 65%
Win Excel 12 301 28m 95% 61%
MS-DOS 18 1,860 1,847 9% 5%
Win Access 12 2,18 20 9% 63%
WFW 23 1,009 1,88 9%4% 52%
Win Fox 12 833 864 8% 56%
Mac Word 8 823 rar 89% 52%
Win NT 18 210 28 9% 91% -
PSS Weighted Average 14 23,839 2056 93% 563%

e  The handled ratio is a measure of the % of customer calls that reach a support engineer; the remainder of
the customers abandon the call prior to reaching an engineer. The bandle ratio goal is 95%. Service level
is a measure of the percent of customers who reach a support engineer in less than 60 seconds.

e Win Word call volumes were high due to the recent release of Win Word 6.0. The low service level was
due to understaffing caused by higher than anticipated sales and special competitive upgrade support
policies. PSS is currendy staffing to meet demand and service levels were trending upward in March.
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ProDUCT BUSINESS UNITS RESULTS OF OPERATIONS SUMMARY

e ———— et

(IN MILLIONS) H‘GHE‘:{ |AL
Q94-3 CO
Net Reveaue Gross Profit Responsibility Margin Countribution Marpin
Actual % of Plan Actual % of Plan Actual % of Plan Actual % of Plan
Deskiop Applications $601.8 s % $495.0 115 % $400.3 123 % $286.7 134 %
Database & Dev. Tools 898 79 .5 kH 21 49 5.1 26
Coosumer 743 126 595 125 300 182 183 340
Workgroup 218 132 244 138 64 o ol NM
Systems 4449 124 385.0 125 1415 » 84.0 7
Advaoced Technology 1.5 46 09 36 (11.8) M (122) NM
Other 3.7 34 25 34 56. NM 1.6) (118)
b3 !7A4.l 114 $i I036.'1 11s $531.7 9% $360.5 102
Net Revenue Mix Gross Profit % NetRevenue _RespMgo % Nct Revenue Coatr Mgo % Net Revenue
Actual Plan Actual Plan Actual Plan Actual Plan
Desktop Applications 48 % 43 % 82 % 82 % 61 % R % 43 % 4] %
Database & Dev. Tools 7 10 k1 8t 25 39 6 17
Consumer 6 N 80 80 40 p: 25 9
Workgroup 2 2 88 7 2 ? (] Q0
Systems 13 33 87 . 86 33 52 19 1
Advanced Tochaology 0 ° 6 82 (s01) (£57)) (829) (569)
Other 0 i 66 66 NM 4“4 (581) 169
100 % 100 % 3 33 43 52 29 32
FYTD94
Net Reveoue Gross Profit -__ Responsibility Margin Contribution Margin
Actual % of Plan Actual % of Plan Acual % of Plan Actual % of Plan
Desktop Applications $1,4704 106 % $12198 107 % $925.1 1l % $623.1 120 %
Database & Dev. Tools 2542 87 196.6 84 6.8 s 16.8 57
Consuner 2269 133 1787 i3 a5 44 535 836
Workgroup 79 124 652 127 181 1415 ©.5) NM
Systems . 1,2559 117 1,072.1 116 6229 13 425.5 123
Advaaced Techoology 6.5 65 44 s3 9.7 NM (31.8) NM
Other 61.9 27 61.8 337 1.5 Q19 322 NM
$3,355.7 1331 $2,804.6 112 $1.672.2 114 $1,118.8 136
___ NetRevenue Mix __ Gross Profit % Net Revenye _RespMgn % Net Revenye | Contr Mgn % Net Revenue,
Actual Plan Actus] _ __Plan __ Acted Pl __Acwal ___ Pln
Deskwp Applications “ % 46 % 8) % 82 % 6 % 59 % 42 % 7 %
Daabase & Dev, Tools 3 10 n 81 n 32 7 10
Consumcr 7 6 9 80 41 2 A 4
Workgroup 2 2 88 84 35 2 i (v3))
Sysiems 37 36 85 86 s0 51 M n
Advanced Technology 0 [} 67 82 (454) (483) (485) (515)
Other 2 1 100 67 1) 42 47 33
100 % 100 % 84 83 50 49 3 27
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DEesKrop APPLICATIONS

DESKTOP APPLICATIONS
Summary (in millions) CONFINDENTY AL
Q94-3
: Net Revenue Cost of Revenue Controllable Expense Responsibility Margin
Actual % of Plan Actual % of Plan Acual % of Plan Actyal % of Plan
Exeel PU $235.9 18 % $49.5 112 % $312 93 % $199.2 142 %
Graphics PU 54.6 131 12.3 106 89 78 334 19
Proja PU 24.3 70 2.1 91 7 84 16.5 65
Word PU 237.0 106 42.9 116 429 9 151.1 107
$601.8 115 $106.8 12 $94.7 92 $400.3 123
3 f —_______} ] ———
Net Revenue Mix Cost of Rev % Net Revenue Contr Exp % Net Revenue Resp Mgn % Net Revenue
Actual Plan Actual Plan Actual Plan Acwal Plan
Exce! PU 48 % 43% 17 % 20 % 3% 18 % M % 62 %
Graphics PU 9 8 23 28 16 27 61 45
.Propea PU 4 ki 8 7 23 1] 68 4
Word PU 39 43 18 17 18 20 64 63
100 % 100 % 18 18 16 20 67 62
FYTD94
Net Revenue Cost of Revenue C \lable Exp Responsibility Margin
Actual % of Plan Actual % of Plan Actval % of Plan _ Aaual % of Plan
Excel PU $593.4 106 % siol.} 91 % $1184 95 % $373.9 115 %
Graphics PU 120.5 115 31.6 128 282 84 60.7 131
Proeat PU 69.6 91 5.4 95 17.3 89 46.9 91
Waord PU 686.9 107 112.5 103 130.8 94 443.6 12
$1,470.4 106 $250.6 100 $294.8 93 $925.1 13
e———a = ] ] - —— — ——1
Net Revenue Mix Cost of Rev % Naa Revenue Contr Exp % Net Revenue Resp Man % NetRevenue
Acual Plan Actual Plan Actual Plan Adual Plan
Excel PU 40 % 40% 17 % 20 % 20 % 2% 63 % 8 %
Graphics PU 8 8 26 4 23 32 50 44
Project PU 5 6 8 7 25 25 67 67
Word PU 47 46 16 17 19 22 65 61
100 % 100 % 17 18 20 23 63 59
MS 0159326
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DEesKTOP APPLICATIONS CON FlDENTIAL
Desktop Applications Performance
Resuits of Operations Q843 FYTD94
(in millions) Acwal Plan Variance Actual Plan Variance
Net reveaue $601.8 $523.9 $71.8 $1470.4 $1,386.3 $84.2
Cost of revenue 106.8 95.1 (11.6) 250.6 2510 ° 0.4
Gross profit 495.0 428.8 66.2 1219.8 1,135.3 84.5
People expense 158 169 L1 493 522 29
Facilities expense 44 4.0 0.4) 116 122 05
Marketing expense 46.8 42.1 (C%)] 1412 134.0 13)
Product dev (ext) 41 43 0.6 129 165 36
PSS 142 246 104 547 738 192
Other expenses 5.1 54 03 124 145 21
Net shared resources 44 4.9 0.5 12.5 137 12
Controllable expenses* 94.7 102.6 7.9 294.8 316.8 22.1
Responsibility margin $400.3 $326.1 $74.1 $925.1 $818.5 $106.6
% Net revenue
Cost of revenue 177 % 182 % 04 % 170 % 181 % 11 %
Responsibility margin 665 % 622 % 43 % 629 % 590 % 39 %
Controllable Expense Mix
All product development 256 % 250 % 251 % 255 %
Marketing 494 41.1 419 23
PSS 150 240 18,6 23.3
Other expenses 10.0 10.0 8.5 89
Total costs . 1000 % 100.0 % 1000 % 1000 %

All product development includes people, facilities, and external product development expenses.

Cost Driver Analysis

The shipment of Win Excel 5.0, Win PowerPoint 4.0 and Win Office 4.2 helped push Desktop
Applications net revenue $78 million above plan following Q94-2's $45 million shortfall. Record revenue
of $602 million for the quarter was 23% ahead of Q94-2. In addition, $3 million was added to the
deferred revenue balance relating to the Office guarantee program. This increased the deferred revenue
balance at the end of Q94-3 10 $59 million.

Cost of revenue as a percent of net revenue was below plan for the quarter and FYTD94, but higher than
FYTD93 due in part to the free upgrades shipped in connection with the Office guarantee program.

People expense was below plan, but slightly higher than plan on a per head basis since the division was 98
heads (10%) below plan.

Marketing expense was above plan for Q94-3 and FYTD94 due to product launch activities and
incremental funding. FYTD94 marketing spend was 34% higher than last year.

PSS costs were well below plan for Q94-3 due in part to a change in the international PSS allocation

methodology. PSS costs were 38% higher than FYTD93 due to increased staffing in international
locations.

The responsibility margin was above plan for Q94-3 due mainly to high sales volumes. The FYTD%
margin was better than plan at 63% of net revenue; the FYTD93 margin was 68%. The difference was
primarily a result of: revenue deferred to future quarters, higher cost of revenue as a percent of net
revenue relating to free upgrades, markelting costs and PSS costs as explained above.
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DeskToP APPLICATIONS

OFFICE i

Gross Revenue Stream & Key Product Releases (in millions)
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FY92 has not been restated for product reclassifications which have been deemed immaterial for the purposes of this graph.

Highlights

Win Office 4.2, which includes Word 6.0, Excel 5.0 and PowerPoint 4.0, began shipping in March, Win
Office 4.0 (sold from November 1992 through March 1994) included coupons which entitled purchasers
to free upgrades to the new versions of Excel 5.0 and PowesPoint 4.0. MS will honor these coupons
through the end of the “Technology Guarantee” program in May.

A similar “Power Guarantee™ program on the Macintosh platform provides free upgrades to upcoming
versions of MS's Mac Office products for users who purchase Mac Office after April 1, 1994. It is not
expected that a revenue deferral account will be established due to the relatively small size of the Mac

Power Guarantee program. MS actively participated in Apple’s PowerMac launch in New York on March
14,

Win OfficePro 4.3, which also includes the new version of Microsoft Access (version 2.0) will ship in
April. There will be an increased marketing emphasis on this version with a goal of selling 25% of MS
Office as OfficePro. For the first time, an OfficePro upgrade will be offered at $399 with an introductory
rebate of $40 for version upgrades. The SRP for standard OfficePro is $899 versus $750 for Office.

Win Office sales represented 69% of Office application (Word, Excel and PowerPoint) sales in Q94-3.

In late April, Microsoft will announce the Office Compatible program which allows ISVs to license visual
elements and integration features of Office in their products. MS will provide cooperative marketing
opportunities including the use of the Office Compatible logo. ISV contracts are now being finalized.

Win PowerPoint 4.0 was RTM in February and began shipping in March. This new version improved
integration and consistency with Excel 5.0 and Word 6.0. Version 4.0 also sought to make the product
easicr to use by automating some of the repetitive work in formatting a presentation.

Competition

In January 1994, WordPerfect and Borland announced the availability of Borland Office 2.0 for Windows.
This version includes WordPerfect 6.0 for Windows, Quattro Pro 5.0 for Windows Workgroup Edition
and Paradox 4.5 for Windows Workgroup Edition. All three products were honored with PC/Computing's

" Most Valuable Player Award.

Lotus is cxpected to release an updated version of SmartSuite with a new version of the Approach
database product. It is likely to include minor enhancements to other products in the suite and improved
Notes integration. It is cxpected that none of the SmartSuite applications, with the -exception of
Approach, will support OLE 2.0 until the Chicago version is released.
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DESKTOP APPLICATIONS

EXCEL

HIGHLY
CONFIDENTIAL

Net Revenue Stream & Key Product Releases (in millions)
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FY92 has not beea restated for product reclassifications which have been decmed immaterial for the purposes of this graph.

Highlights

In the first-eight weeks after RTM, Microsoft shipped 1.5 million units of Win Excel 5.0, making it the
fastest selling spreadsheet in history. Approximately half of these units were automatic upgrades shipped
to purchasers of Win Office 4.0 starting in November. .

Over 200,000 boxes of Win Excel 5.0 in MS inventory were reworked to remove decompression code
from the help facility. This rework disrupted shipments for a short time and resulted in extra rework
costs during the last week of February.

Mac Excel 5.0 is scheduled 1o release in May. Within two months of the May release,.all Mac Excel 5.0
product will include software which optimizes the product for the PowerMac. In the interim, a
“powerGuarantee” will allow purchasers of Mac Excel sold after March 1 to upgrade to the PowerMac
version for free.

Mac Excel 4.0 currently dominates the Macintosh spreadsheet category with a 90% market share.

French, German, Swedish and Italian Win Excel 5.0 were all released within 30-days of the English
version.

Since 1991, two million users bave switched from Lotus 1-2-3 to Microsoft Excel.

Microsoft Win Excel 5.0 bas received top honors in every comparative review and awards category in
which it has competed. In February 1994, Excel 5.0 surpassed its competitors by substantial margins in
InfoWorld's comparative spreadsheet review.

Otber awards for Win Excel 5.0 include: Software Digest, Rating Report on Spreadsheets; BYTE
Magazines, Award of Excellence; Windows Sources, Experts’ Pick; CRN, Vision Award for Spreadsheets;
PC World, Best Buy, Windows Spreadsheets; Windows Magazine, Recommended Product; SPA, Best
Business Application, Numeric or Data.

Competition

In January 1994, Borland announced that its $49.95 retail prices promotion for Quattro Pro was extended
nntil May 15,

In February 1994, Lotus shipped 1-2-3 Release 4 for Windows - Multimedia Edition. This product
combines 1-2-3 Release 4 for Windows with 28 animated learning and educational movies. It also
includes proofreading technologies and the ability to develop customized help sessions.

Lotus announced a permanent price cut for Improv to $129 and is positioning it as a supplement to 1-2-3.
This is seen as a response to the success of Excel 5.0's pivot tables.
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DEesKTOP APPLICATIONS
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Net Revenue Stream & Key Product Releases (in millions)
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FY92 has not been restated for product reclassifications which have been deemed immaterial for the purposes of this graph.

Highlights

The Word business unit has developed a Novell/WordPerfect response strategy which includes a $99
competitive upgrade promotion that runs from April 1 through August 31. The broad marketing theme is
“There's never been a better time to switch from WordPerfect to Word”. Incremental marketing funds of
$3 million have been allocated to execute the plan.

The Word marketing team completed a time saving research study in which over 100 word processing
users were asked to perform a variety of tasks with the new Microsoft Word 6.0. The preliminary results
showed that users of WordPerfect for DOS, WordPerfect for Windows, and Microsoft Word 2.0 were
able to perform tasks more quickly and with better results using Win Word 6.0. The findings will be the
foundation for a spring/summer promotion highlighting how Win Word 6.0 helps users save time.

Microsoft issued a press release stating that Win Word 6.0 sold nearly two million copies since it began
shipping in November 1993. The release also noted that Word 6.0 for Windows is sold every four
seconds and that more than ten million people worldwide use MS Win Word, the most popular word
processor for Windows in the world.

The latest RTM estimate for Mac Word 6.0 is July 1994; an NT (Intel) version is also scheduled to ship
one month after Daytona.

In March, Word 6.0a was released in German, French, French Canadian, Finnisb, Hungarian, Spanish
and Danish.

Competition

Lotus claimed that Ami Pro doubled its installed base by selling 1.3 miltion units including stand-alone

and Lotus SmartSuite sales. Ami Pro is now available for OS/2, and a UNIX version is expected to ship
in April 1994.

WordPerfect 6.0 for Windows won PC/Computing’s 1993 MVP award for word processing.
WordPerfect 6.0 for the Macintosh will be the first PowerMac optimized word processor.

In January 1994, WordPerfect announced it will not release any major new versions of its DOS word
processing program. In March 1994, WordPerfect announced WordPerfect 5.1+ for DOS. This upgrade
from WordPerfect 5.1 for DOS is targeted for users on lower end machines who want new functionality
but do not have the required hardware to support the latest versions of other word processors.
WordPerfect also announced that they would discontinue their lifetime 800 product support.
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SYSTEMS

SYSTEMS HiGHLY
Summary (in millions)
Q94-3
Net Revenue Cost of Revenue Controllable Expense Responsibifity Margin
Actual % of Plan Actual % of Plan Actual % of Plan Actual % of Plan
MS-DOS $148.5 120 % 8 168 % $1372 942 % 3315 1 %
Windows 1864 163 14.6 158 41.6 107 130.1 198
Advmaced Systems 478 60 83 9 418 84 28) (¢T)]
Hardware 533 121 282 110 8.1 n 16.9 238
Other Systems 9.0 NM 0.4 35 89 120 0.3 NM
$444.9 124 $59.9 119 $237.5 195 $147.5 ”
Net Reveaue Mix Cost of Rev % Net Revenue Contr Exp % Net Revenue Resp Mgn % Net Revenue
Actual Plen Actual Plan Actual Plan Actual Plan
MS-DOS 3% M % 5§ % 4 % 2 % 12 % 2% 84 %
Windows 42 2 ] 8 n 4 70 58
Advanced Systems i1 2 19 12 87 62 ® 26
Hardware 12 12 53 59 15 25 32 16
Other Systems 2 (1) s (40) 9 (252) ) 392
100 % 100 % 13 14 53 34 33 52
FYTD94
NetR Costof Revenve  ___ConwoliableExpense __Responsibility Margin__
Actual % of Plan Actual % of Plan Actual % of Plag Actual % of Plan
Ms-DOS 54044 109 % $24.8 172 % $174.9 381 % $204.6 6 %
Windows 478.1 146 39.9 - 138 106.0 91 3322 184
Advanced Systems 142.0 [ 3 26.3 92 120.5 9 “n [}
Hardware 157.1 112 914 120 26.1 74 396 138
Other Systems 742 1,850 1.3 39 217 9 512 NM
$1.255.9 117 $183.8 121 $449.2 121 $612.9 113
Net Revenue Mix Cost of Rev % Net Reveaue Cootr Exp % Net Reveaue Resp Mo % Net Revenue
Actual Plan Actual Plan Actual Plan Actual - Plan
MS-DOS 32 % 5% 6% 4 % 443 % 12 % St % M %
Windows 38 30 8 9 22 36 69 £
Advanced Systems n 2 19 12 85 (3 Q) o
Hardware 13 13 58 54 17 25 25 20
Other Systams 6 0 2 84 2 546 6 (530)
100 % 100 % 15 14 36 35 50 51
0159331
CONFIDENTIAL
Product Division Update D9

MS-PCA 1191539

CONFIDENTIAL

MS-PCA1191539



SYSTEMS

MS-DOS HIGHLY

Net Revenue Stream & Key Product Releases (in millions)
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FY92 has not been restated for product reclassifications which have been deemed immaterial for the purposes of this graph.

Highlights

On February 23, a Los Angeles District Court jury found MS had infringed ontwo Stac Elcctronics data-
compression patents with MS-DOS’s DoubleSpace compression utility. The jury also found Stac guilty of
violating a MS-DOS trade secret associated with pre-load features in the company's Stacker software.
Stac was awarded $120 million in damages; MS was ordered to remove DoubleSpace from MS-DOS and
was awarded $14 million in damages. MS-DOS 6.2 inventory already in the channel was unaffected; MS
ceased shipping additional 6.2 upgrades. MS will appeal the District Court decision.

MS-DOS 6.21 was released to PC manufacturers in early March while the retail upgrades released 0
manufacturing on April 6. The latest release offers users the same functionality as MS-DOS 6.2 except
for the DoubleSpace disk-compression utility. Purchasers of the MS-DOS 6.21 upgrade will receive a
coupon for the updated disk compression software planned for release in June. MS-DOS 6.21 upgrades
are being offered at an SRP of $77.95.

Based on internal Microsoft OEM estimates, MS-DOS is expected to ship on 67% of Intel processors in
FY94, up from about 58% in FY93.

Competition

IBM PC-DOS 6.3 is scheduled to release this quarter. The new release will offer enbancements to the
RAMBoost memory-management utility and the AntiVirus utility. SuperStor/DS, AddStor’s real-time
compression product to which IBM now owns rights, will also be packaged into PC-DOS 6.3.
Additionally, IBM has also signed a license agreement with Stac Electronics to distribute Stacker disk
compression software with its PC DOS and 0S/2-based personal computers. The Stac agreement raises
questions as to whether SuperStor/DS may also violate Stac’s compression patent.

Novell DOS 7.0, formerly referred to as DR-DOS, was announced in April 1993 and finally reacbed the
markel in late January. Novell DOS'’s new features include pre-emptive multitasking capabilities for
multiple DOS applications, disk compression based upon Stac Electronics' Stacker software and integrated
peer-to-peer networking allowing users to manage network connections and administrators to control and
gather networked workstation information. Also packaged with Novell DOS 7.0 was the Universal
NetWare Client which provides integration with Personal NetWare, and NetWare 3.x and 4.0.
Compatibility problems have been identified with Novell DOS 7.0; Windows for Workgroups will not run
with Novell DOS 7.0. Novell DOS 7.0 is now available at a $99 SRP. Current DR-DOS customers can
take advantage of a 90-day promotional upgrade price of $39.95. ’
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SsTEMS CONFIDENTIAL
MS-DOS Performance
Resuits of Operations Q94-3 FYTD94
(in millions) Actual Plan Variance Actual Plan Variance
Net revenue $1485 $123.6 $249 $404.4 $371.9 $325
Cost of revenue 7.8 4.6 (3.2) 24.8 144 (10.4)
Gross profit 140.7 1189 217 379.6 3575 22.1
People expense 09 09 (0.0) 30 2.8 0.2)
Facilities expense 0.2 02 0.0 04 0.6 02
Marketing expease 26 24 02) 82 25 0.7)
Product dev (ext) 0.1 04 0.3 25 33 0.8
PSS 45 23 22) 112 73 (3.9)
Other expenses 1255 4.1 (121.3) 1393 120 (122.3)
Net shared resources 34 4.2 0.8 10.3 124 20
Controllable expenses 137.2 14.6 122.6) 1749 459 (129.0)
Responsitility margin $3.5 $104.4 ($100.9) $204.6 $311.6 ($106.9)
Excluding Stac:
Responsibility margin ~ $123.5 $104.4 $19.1 $324.6 $311.6 $13.1
Resp mgn % Net rev 832 % 845 % 13N 9% 803 % . 838 % 3.5 %
% Net revenue
Cost of revenue 53 % 38 % (1.5) % 61 % 39 % 23) %
Responsibility margin 24 % 845 % (82.1) % 506 % 838 % 33.2) %
Controllable Expense Mix .
All product development 11 % 104 % 107 % 147 %
Marketing 150 16.3 150 164
PSS 264 159 204 160
Other expenses 515 ~ 574 53.8 53.0
Total costs 1000 % 1000 % 1000 % 1000 %
All product development includes people, facilities, and external product development expenses.
Controllable expenses mix excludes the $120 million Stac settlement.
Cost Driver Analysis

e A $3 million accrual was booked in Q94-3 to cover excess MS-DOS inventory resulting from the Stac
verdict. An additional $1 million in MS-DOS 6.0 upgrade return write-offs were posted in Q94-3, raising
the FYTD94 retums write-offs to $3 million. The remaining cost of revenue variance was the result of
unplanned Q94-2 shipments of MS-DOS 6.2 and Step-Up upgrades.

e The PSS variance was the result of a change in the International PSS allocation methodology. The prior
allocation rules were based on percent of revenue while the new percentages are driven by call volumes at

the German PSS operation and increased staffing in intemational locations.

e The Stac Electronics damage award of $120 million was reserved for in March and recorded to other

expenses.
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ADVANCED SYSTEMS
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Net Revenue Stream & Key Product Releases (in millions) CONFIDENTIAL
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A 2.

Highlights

o Japanese language versions of Windows NT, Windows NTAS, SNA Server for Windows NT, and SQL
Server for Windows NT shipped on January 28. The products are currently shipping for the DOS/V (IBM
PC-AT compatible) and NEC platforms. More than 100 companies are developing applications for the
Japanese version of Windows NT and 31 major systems integrators bave been signed on as Solution
Providers in Japan.

e Daytona, or Windows NT 3.5, is planning a July RTM. Daytona will reduce memory requirements by
about 4MB while significantly improving performance. The cusment Daytona beta release runs faster
within 16MB of memory than Windows NT 3.1 within 32MB of memory. Daytona betas will be delivered
in April to over 10,000 developers and corporate accounts. Additionally, Windows NTAS will be better
differentiated from Windows NT Workstation by offering better networking features. Daytona also
includes support for OLE 2.0 and the PCI bus.

«  Systems Management Secrver (SMS), formerly referred to as Hermes, is a Windows NT server-based suite
of tools which makes managing networked PCs and servers easier by offering inventory management,
software distribution, network diagnostics, and remote help desk. SMS has received industry support from
more than 20 vendors who have pledged to develop or modify existing products to interoperate with SMS.
SMS is currently in beta and is scheduled to RTM in Q95-1.

e  Microsoft licensed the Windows Libraries for Unix to three partners, creating a good cross-platform

strategy for customers needing to run or develop Windows-based applications using Windows APIs on
non-Windows systems.

Competition

e  Sun Microsystems purchased a fully-paid license for Unix through R4.0 from Novell. They also gained
rights to sublicense and distribute their derived code as they desire. Sun additionally signed an agreement
with Novell for its NetWare Unix Client technology which will allow Sun Solaris users to be clients to
NetWare servers. Many industry analysts believe the Unix license agreement will further thwart efforts 10
unify Unix across the industry due to fragmentation.

e  Sun purchased rights to NextStep, renaming it OpenStep, and are offering it to X/Open. Combined with
other components, and a deal with Iona, Sun intends to offer an object environment competitive with
Windows/OLE.
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o Novell announced a further slip in NetWare 4.1 availability to the last quarter of CY94: beta tests are
scheduled 1o start in a few months. To appease current NetWare 4.0 customers, Novell is planning a 401
refresh release to fix some NetWare 4.0 bugs. Many Novell customers remain on NetWare 3.1 due to the
major upheaval associated with moving to NetWare 4.0, the lack of tools needed to manage a 4.0
environment, overall product quality and cost. :

e Hewlett-Packard (HP) has made a 15% partnership investment in Taligent. The companies have agreed 0
cross-license technology and H-P has committed to integrate Taligent’s application and development
frameworks into HP-UX, its Unix product offering. In a separate agreement, HP announced it has licensed
Apple’s Macintosh Applications Environment (MAE) and will offer it on its HP 9000 Series 700
workstations beginning in April. MAE will allow users to execute applications designed for the Macintosh
in an X-Window on their workstation and initiate Unix commands using the Mac interface.

Advanced Systems Performance

Results of Operations Q94-3 FYTD9%4
(in millions) Actual Plan Variance Actual Plan Variance
Net revenue $47.8 £7197 ($31.9) $142.0 $232.1 ($90.1)
Cost of revenue 88 95 06 26.3 28.5 2.2
Gross profit 39.0 70.2 (31.2) 115.7 203.6 (87.9)
People expense 13.0 153 23 430 474 44
Facilities expense 39 42 03 99 12.6 26
Marketing expense 57 85 28 18.0 270 9.0
Product dev (ext) 47 6.8 2.1 117 19.6 8.0
PSS : 82 6.9 (1.3) 190 217 2.7
Other expenses 14 13 (0.1) 33 36 03 .
Net shared resources 49 6.8 19 15.5 19.6 4.0
Controllable cxpenses 418 49.8 8.0 1205 151.5 31.1
Responsibility margin ($2.8) $20.4 (823.2) ($4.7) $52.1 ($56.8)
% Netrevenuve
Cost of revenue 185 % 119 % 6.6) % 185 % 123 % 62) %
Responsibility margin (58) % 256 % (315 % G % 224 % (25.8) %
Controllabie Expense Mix
All product development 516 % 527 % 536 % 526 %
Marketing 137 17.1 149 17.8
PSS 197 139 158 143
Other expenses 15.0 163 15.6 153
Total costs 1000 % 1000 % 1000 % 1000 %

All product development includes people, facilities, and external product development expenses.

Cost Driver Analysis

e While product cost of revenue was below plan year to date, unbudgeted SQL Server and Xenix royalties
caused a $6 million unfavorable variance FYDT94 in other cost of revenue.

e FYDT94 marketing expense was $9 million behind plan due to below plan channel spending.

« The FYDT94 product development variance was driven by a $2 million favorable localization variance,
code purchase delays and actual code aquisition occurring as license agreements rather than as purchases.

¢ The Q94-3 PSS variance was the result of a change in the International PSS allocation methodology and
increased staffing in international locations. :
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Net Revenue Stream & Key Product Releases (in millions)
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Highlights

Chicago momentum continues to build as the product moves closer 16 its RTMin the first balf of FY95.
Limited beta units were released at the end of March to key developers. A larger beta, which will be
distributed to more than 15,000 customers, is expected over the next couple months. Chicago is a 32-bit
operating system with integrated networking which will run in 4MB of memory and support existing MS-
DOS and Windows 3.1 applications. Chicago will update the Windows user interface, increase support
for mobile users and implement Plug and Play functionality, a new standard for auto-configuration of
hardware adapters and other peripherals.

Windows 3.11, a refresh release of Windows 3.1, shipped in mid-February. The latest release implements
packaging changes designed to reduce counterfeiting and delivers updated device drivers. The new
packaging includes a hologram which makes duplication difficult and expensive.

WIW 3.11 Point-to-Point Server availability was announced in February. The Point-to-Point Server
functionality enables 2 WEW 3.11-based system to accept incoming calls from Microsoft Remote Access
clients and allow access to files and printers shared on the local machine. The Point-to-Point Server can
be downloaded at no charge from the Microsoft Download Service or the Internet.

The number of life-to-date Windows 3.1 licensed users was estimated at more than 50 million in March
1994,

Windows 3.1 and WIW 3.11 reports through the OEM channel are running at about 75% of MS-DOS
reports FYTD94, up from 65% in FY93. Penetration continues to increase as OEMs ship Windows 3.1
and Windows for Workgroups pre-instatled on their hardware. More than 5.6 million Windows OEM
units were reported in Q94-3 compared to 4.0 million units in Q93-3, a 41% increase.

Competition

IBM is planning to expand its current OS/2 product line later this year with a 4MB version, a symimetric-
multiprocessing (SMP) version, and a peer-services add-on package to its OS/2 client software. These
products complement IBM's OS/2 for Windows and Pen for OS/2 offerings.  BIS Strategic Decisions

estimates the OS/2 instalied base grew to 1.9 million at the end of 1993, up from 1.1 million the prior
year.

Apple announced 2 DOS/Windows-compatible Macintosh Quadra in February. The personal computer
includes both a Motorola and an Intel processor, allowing users to work in both the Macintosh and DOS
environments at the same time. Quadra users have the ability to toggle and cut and paste between the
environments, although two monitors are required for simultaneous viewing.
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o  Apple has announced it is talking to a number of companies about licensing its

Mac operating system.

Apple hopes the licensing deal will expand its current worldwide market share of 11% and increase the

number of software developers writing applications for the Mac operating system.

o Apple announced an agreement with Insignia Solutions to distribute Insignia's SofiWindows (which

contains Windows code licensed from MS) product on certain configurations of

its new PowerPC-based

computers. SoftWindows will allow Macintosh operating system users to run MS-DOS and Windows
applications with performance in the range of today’s 386- and 486-based systems. Dataquest estimates

Apple will ship 700,000 PowerPC-based by the end of 1994.

windows Performance

Results of Operations Q943 FYTD9%4
(in millions) Actual Plan Variance Actual Plan Varjance
Net revenue $186.4 $1140 $§723 $478.1 $3272 $150.9
Cost of revenue 14.6 9.2 (5.3) ) 399 . 29.6 ) (10.3)
Gross profit R 171.8 104.8 67.0 438.1 2975 140.6
People expense 74 84 1.1 223 257 34
Facilitics expense 1.5 18 0.2 34 54 2.0
Marketing expense 10 106 36 175 308 133
Product dev (ext) 22 28 0.6 48 . 90 42
PSS 16.3 9.0 3) 345 279 (X))
Other expenses 4.8 32 1.5) 15.8 9.0 (6.8)
Net shared resources 2.5 3.1 0.6 7.6 89 13
Controllable expenses 416 389 2.7 1060 116.6 106
Responsibility margin $130.1 $65.9 $64.3 $332.2 $180.9 $151.3
% Net revenue
Cost of revenue 78 % 8.1 % 03 % 84 % 9.1 % 07 %
Responsibility margia 698 % 5718 % 121 % 695 % 553 % 142 %
Controllable Expense Mix .
All product development 265 % 332 % 288 % 343 %
Marketing 16.8 272 16.5 264
PSS 39.1 232 326 239
Other expenses 17.6 16.4 22.1 154
Total costs 1000 % 1000 % 1000 % 1000 %

All product development includes people, facilities, and external product development expenses.

Cost Driver Analysis

e The cost of revenue variance was driven by strong Europe and North America FG sales of Windows 3.1

and Windows 3.11. Product cost of revenues as a percent of net revenues FYDT9

e The FYTD94 product development variance was the result of $1 million
contractors, Redmond localization expense and betas.

4 was ahead of plan.

favorable variances in

e FYTD94 marketing spending was $13 million below plan due to below-plan channel spending.

e The PSS variance was the result of a change in the International PSS allocation methodology.

e The FYTD94 variance in other expenses was due to a $5 million variance in bad debt expense reserves

booked to account for high-risk OEM manufacturers, -
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FY92 has not been restated for product reclassifications which have been deemed immaterial for the purposes of this graph.

Highlights

* Microsoft's new ergonomically shaped, Jow-cost OEM mouse, codenamed Defender was shipped in Q94-
3. The Defender cost of revenue averages under $5.00 versus an average FYTD94 cost of ~$9.00 for the
currently shipping OEM Mouse. Mice are being manufactured at a rate of 180,000 per month, ramping to
200,000 per month, at Sysgration out of Taiwan. However, we will still require increased capacity at our

current vendors and the addition of a2 new vendor in order to eliminate the current backlog of 100,000
Defender Serial mouse units.

»  Last fall, there was a pricing promotion to offer the Pro Mouse at a $59 street price that was continued
into this quarter. As a result, unit sales increased 57% FYTD94 over FYTD93. Due to this success, MS
has officially lowered the SRP 10 bit a $59 street price.
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Hardware Performance
Results of Operations Q94-3 FYTD94
(in millions) Actual Plan Variance Actual Plan_ Variance
Netrevenue . $533 $44.0 $9.3 $157.1 $140.3 $16.9
Caost of revenue 28.2 258 (2.5) 91.4 763 (15.1)
Gross profit 250 18.2 6.8 65.7 64.0 1.8
People expense 22 25 03 7.1 75 04
Facilities expense 0.7 0.6 ©.1) 13 1.8 0.5
Marketing expense 32 27 (0.6) 9.5 9.9 04
Product dev (ext) 1.6 3.1 15 42 92 5.1
PSS (0.4) 0.8 13 14 27 13
Other expenses 06 07 0.1 138 23 0.4
Net shared resources 02 0.6 04 08 19 1.1
Controllable exp 8.1 11.1 3.0 26.1 352 9.2
Responsibility margin 5169 $7.1 $9.8 $39.6 $28.7 $10.9
% Net revenue .
Cost of revenue 530 % 586 % 56 % 582 % 544 % 38 %
Responsibility margin 318 % 162 % 156 % 252 % s % 48 %
Controllable Expense Mix
All product development 551 % 559 % 482 % 527 %
Marketing 39.8 24.1 365 28.1
PSS (5.5) 76 53 75
Other expenses 10.6 12.4 10.1 11.7
Total costs 100.0 % 1000 % 100.0 % 100.0 %
All product development includes people, facilities, and external product development expenses.
Cost Driver Analysis

FYTD94 adjustments to International PSS expenditures resulted in a Q94-3 credit.

Shipments through the lower-priced OEM channel accounted for a larger than budgeted percentage of

total mouse units sold, which in turn resulted in cost of revenue as a percentage of net revenue being
higher than planned.

An $8.5 million FYTD94 charge, taken to reduce obsolete inventory, was the primary reason that cost of
revenue was higher than budget. Hardware is trying to sell out Mouse 1.0 inventory (32.5 million
adjustment) and Windows Sound System sound board inventory ($6 million adjustment) at severely
reduced prices (in some cases, lower than cost).
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Net Revenue Stream & Key Product Releases (in millions)
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Highlights

Access 2.0, originally scheduled for release to manufacturing on October 6, 1993, was released to
manufacturing on April 7, 1994, Sales of Access in Far East FG continued to be strong following the
release of the Japanese version in December 1993.

Visual C++ 1.0J continues to be exceptionally strong in Far East FG, at $8.0 million for Q94-3 versus &
plan of $4.8 million.

FoxPro 2.6 (DOS and Win) was released to manufacturing March 2, 1994. In conjunction with the
Harvest Il campaign aimed at converting existing dBase users over to FoxPro. The product primarily adds
features which make it easier for dBase users to convert their files and applications. Only two skus are
being offered: a $99 standard edition and a $695 professional edition which includes the Library,
Construction and Connectivity Kits that were previously sold separately.

Mac FoxPro 2.5 was released in December 1993. Since then it has received very positive feedback from
customers. :

The SET product unit completed an arrangement with Visual Numerics to sell the IMSL Math and
Statistical Libraries. IMSL Math and Stat Libraries for Fortran 5.2 released to manufacturing on April
12, 1994, ’

Competition

A renegotiation of the agreement between Sybase Inc. and Microsoft was completed and announced on
April 12, 1994, Tt redefines how the companies will work together to deliver complete, compatible
solutions across the enterprise, based on Sybase’s SQL Server relational database and Windows NTAS.
The agreement gives MS the right ©0 develop and market new versions of the currently available Microsoft
SQL Server products and related tools while Sybase will develop and market the Sybase System 10 family

of products.
- ~
In March, Novell and WordPerfect agreed to merge.  Borland also agreed to sell its Quattro Pro

spreadsheet business to Novell for $145 million and licensed Novell to sell up to 1 million copies of
Paradox for Windows. :
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Database & Development Tools Performance

3 Results of Operations Q94-3 FYTD94
N (in millions) Actual Plan Variance Actual Plan Variance

Net reveaue $89.8 $1143 ($24.5) $2542 $200.8 (536.6)

Cost of revenue 20.2 21.5 12 576 556 (2.0)

Gross profit 69.5 92.8 (23.3) 196.6 2352 (38.6)
People expense 153 158 0.6 46.6 49 : 1.3
Facilities expense 3.1 32 0.1 19 9.6 17
Marketing expense 11.1 126 15 299 355 . 56
Product dev (ext) 31 53 22 89 16.6 11
PSS 151 10.0 (52) 34 300 (CAY)]
Other expenses 09 12 03 23 31 0.7
Net shared resources (1.1) (0.1) 1.0 (3.0) (1.0) 2.1

Controllable expeases 474 479 0.5 126.7 1417 149

Responsibility margin $22.1 $44.9 ($22.7) $60.8 $93.5 ($23.7)

% Nez revenue ’
Cost of revenue 26 % 188 % (38 % 271 % 191 % (395 %
Responsibility' margin 247 % 393 % (14.6) % 215 % 322 % “n%

Controllable Expense Mix -

All product development 453 % 508 % 500 % 523 %

Marketing 234 262 236 25.1

PSS 319 20.8 269 212

Other expenses 0.6) 22 0.6) 1.5
Total costs 1000 % 1000 % 1000 % 1000 %

All product development includes people, facilities, and external product development expenses.

Cost Driver Analysis

o Controllable expenses for Q94-3 approximated plan with the exception of product support services.
During Q94-3, an adjustment was made to reflect a revision in International PSS allocations resulting in a
negative variance.

e Product cost of revenue was 15.7% of net revenue for Q94-3 versus a plan of 14.3%. The variance was
due to higher FG costs for Visual C++ in the Far East and higher costs for FoxPro in North America.

e  Product development costs continued to be less than planned in Q94-3 due to delaying localization on
§ FoxPro 3.0 (now scheduled for mid-FY95) and less than plan contractor expenses.
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Highlights

e Strong Q94-3 multimedia sales, particularly the success of Encarta ‘94 and the new release of Bookshelf
‘04, led the Consumer division to 147% revenue growth over Q93-3. Although revenue was lower than
Q94-2 due to seasonality, the decrease was in line with post-holiday expectations.

e Encarta ‘94 and Publisher 2.0 were both winners of a 1994 WIN 100 award from Windows Magazine.

e MS completed an agreement to transfer marketing and development responsibility for Profit, a jointly
developed small business accounting package, 0 Great Plains. MS will receive a 6% royalty on each unit.

e At Intermedia, DK announced that they will launch six multimedia titles beginning this fall. MS and DK
are attempting to develop a U.S. distribution agreement for DK's multimedia titles.

Competition

e Q94-3 saw major changes in the competitive environment for consumer software products. This was
evidenced by:

new competitors such as WordPerfect’s announcement of their MainStreet line; strategic relationships
such as Paramount Publishing and Davidson's relationship 1o develop, publish and distribute multimedia
titles for consumers; mergers such as the Electronic Arts and Broderbund aimed at expanding into new
markets; and lcensing deals such as Davidson using the Fisher-Price logo, and ESPN and Prodigy
announcing an online service.

o Music Pen, producers of our Magic School Bus title, received a minority investment from Paramount.

e In response to the rising competitive threats, the Personal Finance group is pursuing partnerships with
Mastercard (online banking), Fidelity (online financial services) and Smart Money Magazine (content)
and is also considering an investment proposal to enter the personal tax preparation/planning markets.
The Games group recently signed a licensing deal with Storm Front Swdios for a baseball simulation
game,

o The Consumer division is currently evaluating more than 30 different content licensing proposals.

¢ The US. Patent and Trademark Office repudiated the 41 claims on which the Compton's NewMedia
patent was based. If Compton’s patent had been upheld, MS might have had (o pay a royalty on every -
multimedia title shipped. :
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Consumer Performance
Results of Operations Q94-3 FYTDS%4
(in millions) Actual Plan Variance Actual Plan Variance
Net revenue $74.8 $59.2 $155 $226.9 $170.4 $56.5
Cost of revenue 15.3 11.8 (3.5) 482 34.5 (13.)
Gross profit 59.5 47.5 120 178.7 135.9 4238
People expense 103 102 .1 303 30.6 03
Facilities expense 20 2.1 02 52 6.2 1.1
Marketing expease 71 6.1 (1.0) 184 235 52
Product dev (ext) 50 16 26 152 228 1.1
PSS 30 28 0.1 83 84 0.1
Other expeases 13 08 0.5) 5.1 22 29
Net shared resources 1.0 14 0.4 29 39 1.0
Controtlable expeases 29.5 31.0 1.5 852 97.6 124
Responsibility margin $30.0 $16.5 $13.5 $93.5 $38.3 $552
% Net revenue
Cost of revenue 204 % 198 % ©0.6) % 212 % 202 % (1.0) %
Responsibility margin 401 % 218 % 122 % 412 % 225 % 187 %
Controllable Expense Mix
All product development 582 % 643 % 594 % 61.1 %
Marketing 24.1 19.6 215 24.1
PSS 10.1 92 9.7 86
Other expenses 76 69 9.3 6.2
Total costs 1000 % 1000 % 1000 % 1000 %
All product development includes people, facilities, and external product developmenl expenses.
Cost Driver Analysis

e Product development spending remains below
than plan expenditures on outside contractors.

plan both for Q94-3 and FYTD94, primarily due to less -
Consumer is preparing to ship several products in Q94-4

and is utilizing contractors to meet ship dates, but product development expense will most likely be under

plan for FY94.

e Marketing expense was slightly above plax{ for Q94-3 due to timing of invoices. Marketing expense was

slightly below plan primarily due to favorable variances in international marketing.

e Other expenses were unfavorable to plan for Q94-3 partly due to the transfer to GPS
Profit units in MS's warehouse.
million advance royalty to GPS. In Q94-4,

the contract terms (also see Other Assets).

of all remaining

FYTD94, the unfavorable variance reflects the write down of the $1.7
MS will make a final payment to GPS of 35 00,000 to complete
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Net Revenue Stream & Key Product Releases (in millions) CONF!DENT'AL
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Highlights

e In order to take advantage of increased product interrelation between Workgroup products, the
Vancouver-based Connectivity Development group will be consolidated into the Redmond Campus during
Q94-4. This group developed MS's first PC Mail product.

e John Hancock announced that their standards committee voted on January 21 to replace cc:Mail with
Microsoft Mail as their standard LAN-based email system.

¢ .On February 17, Microsoft announced that Microsoft Mail, Mail Remote and Schedule+ are now the
fastest-selling products in their categories. Microsoft Mail gained nearly 2 million users in 1993 and now
has a total installed base of more than 4 million vsers worldwide. Mail Remote is also the market share
leader in its segment, and Schedule+ became the best-selling workgroup application in the market
(excluding LAN-based email) when it surpassed the 1 million licenses sold mark in December 1993.

o OnFebruary 16, Microsoft received the Messaging Company of the Year Award from the Electronic Mail
and Micro Systems Publication, based on its annual readership survey. Microsoft Mail also won the
Computer Reseller News' Vision Award for Best Email Product for 1993, and received a "recommended

buy" designation in competitive email testing by the National Software Testing Laboratories and the
Buyers Assurance seal from InfoWorld magazine. :

Competition

¢ On January 31, Lotus announced cc:Mail Mobile for Windows 2.0, an updated mobile version of their
LAN-based email system, which gives remote users the ability to send and receive messages over a WAN
using a modem, network protocols or wireless connection.

e On February 8, Lotus and SkyTel announced the availability of the Lotus Notes Pager Gateway for The
SkyTel System, a wireless messaging solution for Lotus Notes, which enables users to filter and forward
mission-critical messages to mobile users carrying SkyWord alphanumeric wireless messaging units and -
hand-beld or laptop computers. Users of cc:Mail with access to Lotus Notes can also take advantage of
this pager gateway. The Gateway bas an SRP of $995.

e On March 18, Lotus and AT&T announced a joint venture to bring online services, such as electronic
newsletter publishing or real-estate listings, to the mass market. The service, to be called AT&T Network
Notes, will be run by AT&T and built around Lotus Notes software. Most analysts believe the financial
implications of this venture to Lotus could be substantial, given that Lotus gets a per-transaction or iraffic-
bascd royalty.

e Banyan announced that it had agreed to pay $17.5 million for Beyond. Analysts project this coupling is
likcly to spark a scrics of acquisitions as small email vendors such as Enable Software, Futurus and Reach
Software look for partnerships to help them compete in a market where their combined products constitute
less than 1 miltion of the current 11 million US email seats.
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Workgroup's Performance

Results of Operations Q94-3 FYTD94
(in millions) Actwal Plan Variance Actal Plan Variance
Net revenue $218 $21.0 $6.8 $739 3510 $130
Cost of revenue 3.4 33 (0.1) 817 9.7 10
Gross profit 244 177 6.7 65.2 512 14.0
People expense 78 1.5 0.3) 219 234 1.5
Facilities expensc 19 16 0.3) 49 46 0.3)
Marketing expense 27 2.1 0.1) 13 9.1 1.8
Product dev (ext) 21 23 0.2 56 6.6 1.0
PSS 35 20 (1.5) 12 59 . (1.3)
Other expenses 03 03 0.1 09 10 0.1
Net shared resources 0.3) 0.1 0.2 08) 0.7 0.1
Conuollable expeases 18.0 162 1.8) 47.1 49.9 29
Responsibility margin $6.4 $1.5 $49 $18.1 $1.3 $16.9
9> Net revenue
Cost of revenue - 124 % 158 % 34 % 118 % 160 % 42 %
Responsibility margin 230 % 11 % 159 % 245 % 21 9 24 %
Controllable Expense Mix
Al product development 656 % 700 % 690 % 94 %
Marketing 151 164 ¢ 155 182
PSS 195 122 153 18
Other expenses (0.3) 1.5 0.1 0.6
Total costs 1000 % 1000 % 1000 % 1000 %

All product development includes people, facilities, and external product development expenses.

Cost Driver Analysis

e FYTD94 marketing expense was below budget, however, prelaunch promotional expenses for EMS server
, (ship date in FY95) are likely to offset this positive variance in Q94-4.

o Steady growth of email client and server market share and phenomenal stand-alone Schedule+ and Mail
Remote product sales resulted in record results for Q94-3. Revenues were 32% above plan.

e Increased sales resulted in higher than plan PSS expense.

' : MS 0159345
’ CONFIDENTIAL

Product Division Update D23

MS-PCA 1191553
CONFIDENTIAL

MS-PCA1191553



ADVANCED TECHNOLOGY | HFGHLY

~AOMEIDENTEAL
TFVt 5 V-

L L A W

ADVANCED TECHNOLOGY

Highlights

e On February 14th, MS signed an agreement 10 acquire SOFTIMAGE, a developer of high-performance 2-

D and 3-D computer animation and visualization software for the entertainment industry, for $130
million.

e MS agreed to invest $30 million for an 8.5% stake in Nationwide Wireless Network (also see Other
Assets).

e MS agreed to purchase 200,000 shares of Metricom common stock for $6.05 million and a warrant to
purchase an additional 75,000 shares (also see Other Assets).

e MS and TCI announced an agreement in principle to test interactive cable television beginning in-the
fourth quarter of calendar 1994. Beginning in 1995, the test will be expanded to include a marketing test
of interactive TV services among TCI residential cable customers located in the Seattle and Denver areas.

e MS and TCI also unveiled plans to develop a cable television channel targeted at the consumer market for
personal computer hardware, software and accessories.

e At the beginning of Q94-3, MS, TCI and the Pacific Gas & Electric Co. announced they had signed a

memorandum of understanding to test market energy information services in Califomia via cable
television.

. prpon Telegraph & Telephone and MS announced an agreement in principle to develop services that
will allow users to access multimedia information on a communications network in Japan.

o In February, MS closed on the purchase of certain-technology, research and product development efforts
from Continvum Productions Corp. The core business of Continuum is to create a digital archive and
media database, including such media types as video footage, photographic images and sound clips.
Approximately 33 Continuum staff joined Microsoft on September 1, 1993.

Competition/Industry Highlights
e The Bell Atlantic/TCI merger agreement was terminated.

e Bell Atlantic is building a studio to support its Stargazer Interactive video system. The technical trial of
Stargazer uses a technology called Asynchronous Data Subscriber Line to compress video files through
phone switches so it can be delivered to subscribers on ordinary copper wires.

e TCI said it will begin testing new interactive pay-per-view services in Illinois in April using the CFT-
2900 set-top converter from General Instruments. .

o DEC signed an agreement in January 0 work with USA Video to increase their market share of the video
on demand industry. Together, they will support Bell Atlantic’s market trial of video dial tone in
Virginia.

e IBM was named as one of the companies that will develop set-top devices for Bell Adantic using PowerPC
as the strategic microcontrollers.

« Bell Atlantic picked Oracle’s multimedia database software to deliver movies on demand and interactive

shopping services over its phone-line network. Oracle was also chosen by British Telecom for a video on
demand trial in the London area. ’

e Time Warner and US West have undertaken a feasibility study with Itochu and Toshiba on establishing a
- national television network.

e US West also unveiled plans to build new multimedia networks in 20 cities over the next five years,
starting with a $750 million effort in four markets: Denver, Minneapolis-St. Paul, Portland and Omaha.

They claim they will get 750,000 homes interactive by the end of 1995 and will add half a million homes
annually thereafter.
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e  Ameritech chose ADC Telecommunications 10 supply the video delivery system for its $4.4 billion project
aimed at building interactive networks in 32 communities across a five-state territory in the Midwest.

s  StarSight Telecast has developed navigator software for the “era of 500 channels™ and has already drawn
investments from leading cable operators including Viacom, Tribune Co. and Cox Enterprises. It has
agreements with several large TV and VCR makers including Zenith Electronics, Samsung Electronics  +
and Philips Electronics to build the StarSight chip into this year's new models. In addition, they claim

that the largest makers of cable converters have agreed to include the StarSight chip in the boxes they sell
to cable operators.

e  Viacom beat out QVC Network to purchase Paramounit for $9.75 billion in cash and stock. Viacom also
plans to acquire Blockbuster Entertainment and create interactive versions of MTV and VH-1.

e Apple and Oracle signed an agreement that will allow Oracle’s Media Server product fine to work with.a
set-top unit based on the Apple Macintosh,

»  October 5th, 3DO announced it had teamed up with US West for an interactive television trial in Omaha,
Nebraska, scheduled to reach 100,000 customers by the end of next year.

e AT&T announced PersonalLink, a new networking service that is portable and will operate in wired or
wireless environments. PersonalLiink will be Internet capable, email ready and fax compatible when it is
launched this summer. The brains of the service, which includes intelligent assistants for customization,
is Telescript, a new communications language developed by General Magic. General Magic is owned by
AT&T, Apple, Motorola, Sony, Matsushita and Philips Electronics NV.

e The Lotus Notes Pager Gateway for the SkyTel System shipped in February. Itisa uni-directional
wireless messaging system.

e The Apple Wireless Messaging Service delivered by MobileCom was made available to users of the
Newton MessagePad. The monthly service fee for this service is expected 1o range from approximately
$21.00 for standard local coverage to $83.95 for standard nationwide coverage. The service is enabled by
the Newton Messaging Card which sells for approximately $229.

e America Online became the first national online service to offer consumers access to Internet content
through an casy-to-use GUL Their email gateway now handles five million messages per month.

e America Online announced that the number of AOL subscribers has nearly tripled over the past year and
topped the 700,000 mark. This growth has caused a major capacity problem that was apparently
addressed by adding more servers to the system.

: ' o IBM pushed back the announcement of its third-generation online service, code named In Touch, to the
; second quarter of calendar 1994. In Touch reportedly will make use of intelligent agents, stress intelligent

% messaging capabilities and coordinate links among private networks, public networks and wireless
’ communications devices.

o The 835,000 member American Federation of Teachers announced that it had entered into partnerships
with both Prodigy and American Online. Teachers will be offered special discounts 10 use and evaluate

one or both of the services. At the end of the one-year test period the AFT will probably choose to stay
with one of the services.
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Advanced Technology Performance

Results of Operatlons Q94-3 FYTD94

(in millions) Actual Plan Variance Actual Plan Variance

Net revenue $1.5 $3.2 ($1.7) $6.5 $10.1 (33.6)

Cost of revenue 0.5 0.6 0.0 . 22 1.8 (0.3)

Gross profit 0.9 2.6 (1.7 4.4 8.3 (3.9
People expense 8.7 11.7 3.0 234 342 10.8
Facilitics expenise 13 20 0.7 3.2 5.4 22
Marketing expense 0.4 0.1 0.2) 1.0 0.4 (0.6)
Product dev (ext) 0.9 4.8 38 32 13.9 10.8
PSS (0.0) 0.0 0.0 0.0 0.0 0.0
Other expenses 0.9 0.1 {0.8) 1.0 0.2 0.7
Net shared resources 0.6 1.1 0.5 24 2.9 0.5

Controllable cxp 12.8 19.8 7.0 34.1 57.1 23.0

Responsibility margin (511.3) ($17.2) $5.3 {$29.1) (548.9) $19.1

Coatrollable Expense Mix

All product development 85.7 % 935 % : 873 % 93.9 %

Marketing 28 0.7 29 0.7

PSS 0.1) 00 . 0.0 0.0

Other expenses 11.5 5.8 9.8 5.4
Total costs 100.0 % 100.0 % 1000 % 1000 %

All product development includes people, facilities, and external product development expenses.
Revenue for products budgeted in AT continues to be reporied in the AT P&L, however,

responsibility for the products has shified to other product groups.

Cost Driver Analysis

o People expense was under plan for Q94-3 and FYTD94, due to AT being 141 people behind its hiring

plan, although part of this variance was due to a midyear reclassification of certain product units without a
corresponding change in headcount plan.

The favorable facilities expense variance was the result of lower than plan headcount and associated
development activity, coupled with lower than plan building and grounds distributions.

The marketing budget requirement for AT was not fully included in the original FY94 marketing plan.
Consequently, the marketing spend is above plan.

Product development was behind plan in AT overall due 10 initial budgeted expenses not being incurred.
The favorable variance FYTD94 was divide as follows: ACT - $6.8 million, Advanced Product
Development - $2.0 million, Broadband Applications - $1.1 million and OLS - $0.8 million.

The variance in other expenses was caused by the $0.4 million paid to Continuum to cover operating
expenses between signing and closing. The remainder was due 10 a write-off of the net book value of the
intellectual property rights acquired from Hash Enterprises. The code was found to contain copyrighted
features and deemed valueless. MS is currently pursuing action against Hash.
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SUMMARY OF WORLDWIDE OPERATIONS STRATEGIC PLAN
Key Trends

External Factors
e Declining prices, increased demand and resulting production volumes.
e New and emerging markets.
o Competitors with faster delivery cycles.

Internal Factors
e Increasingly complex programs (such as end user licensing), and lagging systems to implement.
o Increasing costs of transaction processing.
e  Products not being released simultaneous!y.
o Need for improved product identification.

Highlights

e Consistent with its strategic goals, domestic focused factory outsourced a record 54% of its production for
Q94-3. MS’s factories outsourced a record 38% of their production for the quarter.

e  Operations recovered quickly from the shutdown of 60% of WW capacity due t0 product rework required
to remove DoubleSpace.

e Substantial progress was made in managing the disposal of product scrap. Operations started a new
recycling program and has begun seeing positive results.

o Disk prices continued to decrease; the cost per disk is now ~50.45.
Worldwide Operations Mission

Previously, several groups served customers through a broad range of functionally oriented departments.
Operations has been redefined to include all the elements directly involved in the “end-to-end” process of
accepting a customer order, filling it, providing information on that order, collecting the accompanying revenue
and overall planning. These processes are now organized into logical “pipes” based on customer type and
location.

Strategic Objectives
e Front-end planning of product introduction and program release.
o Drive process efficiencies to reduce the volume and costs of transactions.
e Focus and leverage the Operations Service Centers.
o Reduce product delivery time-to-market.
« Eam reputation for dependability for delivery and reliable service.

e Develop and maintain common worldwide strategies and systems that are consistent and scaleable for
growth in emerging markets.

e Share online information with end users driven by the total demand chain - suppliers, MS, distributors

and resellers.
CONPIDENTIAL
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Operations Review
(in millions) Q43 FYTD94

Actual Plan Yagance Actual Plan Variaace

People Expense $1.0 $1.1 $0.2 25 $34 $09
Facilities Expense 02 03 0.1 04 09 0.5
Other Expense 0.0 - 0.0 (0.0) 0.0 0.0 0.0)
Controllable Expense $1.1 S1.4 $0.3 2.9 $43 $1.4

e People expense remained below plan during Q94-3 and FYTD94 due to below plan headcount and below
plan contingency spending.

e Facilities expense remained below plan primarily due to delayed expansion in duplication capacity in
Puerto Rico. Below plan headcount also contributed to the positive vasiance.

Production Comparison by Plant {(component pieces in millions)

Q93-4 Q94-1 Q94-2 Q94-3

IFF  IRE DFF IFF

¥ In-House B Off-Site

DFF IFF IRE DFF

Domestic Focused Factory (DFF)
« DFF outsourced 54% of its production for Q94-3, mainly Excel, Office and Powerpoint.

o+ During Q94-3, domestic products were routinely built at seven sites, including Puerto Rico. Operations
projects Chicago will be manufactured at fifteen sites. : ]

« $1.8 million was invested in Puerto Rico during Q94-3 to increase duplication capacity by approximately
20%. ’ '

o Operations continued efforts to achieve 1SO 9002 certification at Canyon Park and Puerto Rico.
Registration audits are scheduled for May in Puerto Rico and June in Canyon Park.

International Focused Factory (IFF)
o IFF outsourced 35% of its production for the quarter, mainly Windows and Office.

| o IFF successfully transferred the Australia warehouse operations to RR Donnelly (RRD) with only minor
E problems. Distributed manufacturing is planned to begin in Australia in Q95-1.

E
't o  IFF made substantial progress toward distributed manufacturing in Mexico and Brazil. RRD is expected
{0 start manufacturing in Mexico during Q944 and Brazil in Q95-1. -

| MS freland (IRE)

i e IRE outsourced 12% of its production for Q94-3.

o IREis fulfilling French and Spanish MS-DOS and Windows NT IFF customers.

e  England and Eastern Europe converted to commission agents effective March 1, 1994,

e The French warchousc transferred into the European Operations Center March 31, 1994. C 0“[3:18%?4%% ’5“]:
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Backlog Comparison by Plant (unils in thousands)

Q93-4 Q94-1 Q94-2 Q84-3

M Buildable B Non-buildable

Buildable backlog occurs when customer demand exceeds forecast or when the factory fails to build to forecasted
demand. Non-buildable backlog occurs when orders are' placed for “products that“have mot been released (o
manufacturing. :

Domestic Focused Factory (DFF)
e Q94-3 domestic backlog of 776,000 units decreased 24% from Q94-2.

o  Q94-3 buildable backlog of 71,000 units was primarily Windows 3.11 (17,000) and Office 4.0 (23,000);
non-buildable backlog of 705,000 units consisted mainly of MS-DOS 6.21 (373,000), Access 2.0
(101,000, Encarta (33,000), and Space Simulator (41,000). MS-DOS 6.21 and Access 2.0 were released -
to manufacturing in April 1994.

e Current daily capacity is estimated at 50,000 units.

International Focused Factory (IFF)
e Q94-3 backlog information is not available.

o Current daily capacity is estimated at 20,000 units per day.

MS Ireland (IRE)
o TIrcland backlog of 72,000 units decreased by 48%.
o Buildable backlog increased by 29,000 units while non-buildable decreased by 102,000 units.
e Current daily capacity is estimated at 32,000.
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WORLDWIDE PRODUCT GROUPS & ADVANCED TECHNOLOGY METRICS '

(annualized in thousands)
WPG &
. DAD DDT Consumer Workgraup _ Sysiems Other WPG AT AT
Net revenue per employee
Actual 2812 483 631 250 1274 33 1,155 18 1,075
Plan 2,176 541 446 a1 838 8 890 28 817
Qo4-2 2312 464 833 269 1,191 9. 1,051 39 983
Q4-1 1,814 434 470 236 1,103 528 932 27 870
People expense per employee
Actual 74 87 8l 93 64 83 107 84
Plan 70 s iy 78 92 (2 ” 104 81
Q42 K 87 86 75 102 62 86 110 88
Q941 81 84 86 81 93 74 85 80 85
Facilities expense per employee - .
Actual 20 17 17 20 25 246 44 16 42
Plan 17 15 16 16 2 21 18 18 18
Q42 17 13 14 16 19 12 i6 12 16
Q941 17 4 14 18 18 8 16 12 °15
Product development expense per employee
Actual 19 17 42 2 28 23 25 11 24
Plan 19 25 57 24 39 24 2 42 3
Q42 25 18 51 16 26 27 n 21 26
Q94-1 17 13 36 2 21 28 21 8 20
Marketing expense % net revenue
Actual 8% 12% 10% 10% 4% 287% 8% 25% 8%
Plan 3% 11% 10% 13% 1% % 8% 4% 8%
Q%4-2 12% 15% c 8% 11% 5% 1% 9% 10% 9%
Q9%4-1 : 9% % 1% 9% 4% 1% 9% 15% 9%

094.2 figures have been adjusted from previous report to reflect average quarterly headcounts.

e Total net revenue per employee exceeded plan by 32% due to a quarterly positive Q94-3 revenue variance
and business unit headcount remaining 13% below plan. A 9% sequential quarter increase was driven by
increased revenues on stable headcount.

e Net revenue per employee was above plan for DAD (29%), Consumer (41%) and Systems (43%) due t0
favorable revenue variances and below plan headcount. Workgroup net revenue per employee was 31%
above plan on headcount that was 3% above plan.

e Net revenue per DDT employee was 11% below plan as a result of unfavorable revenue variances for
Access and Fox on a headcount base that was 10% below plan.

e  People expense per employee continued to be about 4% above plan; however, the total people expense was
10% below plan for Q94-3 as a result of lower than expected payroll and travel expenses.

o The people expense metric was $0,000 higher for Systems and $24.000 higher for AT than the WPG
average.

e Excluding a $26M reserve for an accounting change regarding the depreciable asset life of PC’s, facilities
expense per employee was on plan.

e Product development expense per employee was 27% below plan and 8% below Q94-2. The higher
expense per head for Consumer was driven by contractor and temp expenses associated with increased

product development.
e Markeling expense as a percentage of net revenue was on plan for Q94-3 despite a $10M accrual for
anticipated Q94-4 expense. MS 015
' 9353
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CHANNEL METRICS SUMMARY
(annualized in thousands)
Finished Goods
No. Amer. Europe  JCON _FarEast Agpregate OEM
Net revenue per employee
Actual 94-3 $ 423§ 655 $441 $ 945 § 5% $ 6982
Plan 39 531 434 5471 456 4,051
Q42 464 545 AN 590 494 5657
Q4-1 314 440 480 607 386 5426
Q934 405 508 524 599 460 4642
Q93-3 345 619 513 4617 454 4342
Q93-2 388 709 588 408 505 3444
People expense per employee
94-3 $ 748 15s$79Ss 198 T $ 101
Plan 5 76 78 104 77 101
Q942 73 77 80 121 m 101
Q41 71 76 80 105 76 90
Q34 7 75 101 78 78 128
Q93-3 68 78 93 66 73 96
Q32 69 83 97 61 74 98
Facilities expense per employee .
Actual 94-3 s 8% 26 $29$ B¥s 28 5 17
Plan 25 26 31 34 - 17
Q542 23 25 30 KZ 25 15
Q941 21 27 29 M 24 15
Q934 21 32 2 33 25 26
Q93-3 18 30 29 30 23 22
Q932 18 31 31 21 23 17 \
Marketing expense as a % of revenue
Actual 94-3 11% 8% 9% 7% 9% 0%
Plan 11% 9% 9% 11% 10% 1%
Q42 13% 12% 9% 12% 12% 0%
Q941 10% 8% 9% 13% 9% 0%
Q34 5% 10% 9% 20% 8% 0%
Q933 21% 6% 8% 12% 12% 2%
Q932 19% 0% 12% . 19% 15% 3%

e FG revenue per head for Q94-3 was $533,000 in comparison with plan of $456,000. For almost all
regions, headcount remained flat, while FG revenue exceeded plan. In Europe, FG revenue was 109% of
plan, due to the release of localized versions of Win Word and Win Excel. In the Far East, FG revenue
was 158% of plan, with the release of the localized version of Win Excel 5.0. FG revenuc in North
America was 97% of plan and 92% of plan in ICON.

e  Q94-3 revenue for both Europe and the Far East reflected a record quarter, and as a result, the revenue per
head for those regions substantially improved over Qo4-2.

e For the OEM channel, lower PC prices, increased penctration of naked systems and a growing consumer
market fueled a record revenue quarter. ‘The average revenue per OEM employee hit $6.9 million.

e The people expense per employee of $119,000 in the Far East was in excess of plan of $104,000 as a
result of foreign exchange fluctuations. The actual yen exchange rate was 107 per USS compared with a
budgeted exchange rate of 117 per USS. Average FYTD94 headcount in the Far East was 5% beclow plan.
People expense per employee was approximately at plan for the remaining regions.
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(in millions) Q43 FYTD94

Poople Expense. $83 S8 05 $9.0  $321 $30 .

Facilities Expense 22 26 04 56 71 14

Other Expense 15 00 (1.5 16 00 (.5)

Coatrollable Expense 5120 _Sil4_ _ (306) 363 593 529

People expense remained favorable in Q94-3 due to project timing.

Facilities expense was below plan primarily due to the delay in the release of Online Services and the
associated telecommunications costs.

Q094-3 other expense exceeded plan due to a $1.5 million writeoff of Next Generation Business Systems
(NGBS) costs associated with the prior vendor, Dun & Bradstreet. SAP has been selected as the new
vendor.

Top Products Released

L]

EDI order processing enabled for the first time for all customers outside the US.
US Sales landed revenue system to collect US customer centric sales data,

Budget Workbench 2.0 for FY95 revenue, marketing, headcount, operaling expenses and capital
planning.

MS Manager (Customer Management System) installed in 11 sites internationally (16 sites total).

Enhanced tools to support MSN in Europe and other international sites (International PSS Workbench,
MS Manager). .

HR Vantage (Pérsonnel Administration System) installed in 11 sites internationally (16 sites total).

Other Significant Achievements

Plans are complete for redesigning PSS's telecommunications capacity (0 manage anticipated volume
increase during the Chicago launch. IT’s plans project additional capacity for future growth as well as
improved reliability.

Finalized Information Systems Plan for ICON region.

Completed plans for upgrade to WAN based upon anticipated bandwidth needs. Installed ISDN network
to domestic sales offices.

Renegotiated AT&T telecommunications agreement resulting in anticipated savings in excess of $1M
annually.

Began implementation of time tracking system (Ti imekeeper) to monitor both internal and external costs
of IT product development.

External Costs for Major Applications (in thousands)

Acual- - FY94 project FY%4
Project to-datc forecast® Budgat Release daic
NGBS $ 216 $ 750 $ 1,756 Late FY95
1SS Workbench 97 1800 899 Jul-94
MS Sales 226 850 842 Jun-94
License Revenue System** 750 1650 810 Sep-94
WAM 378 500 562 Jan-94
Budget Workbench 2.0%4* 558 600 540 Apr-94
PSS Workbeach ] 393 400 499 Nov-93
o+ Funding increased 10 81437 for Jurther enhancements :
*¢® Funding incr d t0 3607 for furth A miend! sted by Finance
tased jo or er enhancel 3 Teque. MS 0159355
CONFIDENTIAL
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Headcount CONF' DENTIAL
HEADCOUNT
. Q94-1 Qo4-2 Q94-3 Qo4-4
) Aciual Actual Actual Plan Variance Plan
North America FG 1,856 1,832 1,828 1,983 158 1972
PSS 1,762 1,726 1,711 192 21 1,906
MCS 223 253 264 264 ()] 264
Europe FG o 2352 2,405 2,376 2,731 355 2,742
JCONFG 567 602 633 683 50 678
FarEast FG : 357 375 n 411 39 429
OEM 189 190 180 204 24 204
Other 62 44 41 42 1 42
Channels 7,368 7.427 7,402 8,240 838 8.237
Excel ' 218 212 192 239 47 235
Graphics 66 67 74 81 7 81
Other Deskiop Applications 244 229 272 301 29 307
Project 75 ;] 7 82 5 ;]
Word 243 254 255 265 10 262
Desktop Applications 846 84l 870 968 98 964
Applications Programmability 126 148 139 149 10 149
Databasc Mgmt Systems 203 249 256 269 . 13 269
Fox 70 53 70 65 0] 65
DDT Management 66 68 41 74 33 74
C+ 59 43 189 218 29 210
Scientific and Eng Tools 182 197 32 65 33 65
Database & Dev Tools 706 758 727 840 113 R32
Entry 62 s 129 ° 153 24 153
MM Pubs 179 132 133 140 7 143
Other Consumer m 120 55 VK] 18 78
Works 119 166 162 172 10 170
Consumer 471 469 479 538 55 544
Workgroup 379 397 370 359 1) 355
j Advanced Systems 599 531 532 609 TI 609
Digital Office Systems 137 154 176 193 17 193
Hardware 80 81 82 89 7 89
MS-DOS 36 28 26 39 13 39
Other Systems 144 136 132 191 59 199
Systems Marketing 103 110 115 107 (8) 107
Windows 349 328 362 420 58 420
Systems 1.448 1,368 1,425 1,648 223 1.656
Advanced Consumer Tech 190 B4 207 301 94 303
Advanced Product Dev 42 52 24 60 36 60
Broad Band Apps 13 13 18 20 2 20
On-Line Services 25 46 59 68 9 68
Advanced Techoology 270 345 308 449 141 451
Other WPG 90 91 112 62 50 319
International R&D 220 167 197 230 33 229
Other Product Groups 152 164 161 190 29 191
Product Groups & AT 4,582 4,600 4,649 5384 735 5,541
7 Campus North 552 585 599 619 20 619
: . Ireland 402 407 347 420 7 420
g IFF 246 239 251 264 13 264 .
Puerto Rico 169 160 169 204 s 204
‘ Procurcement/Mpmt 60 . 59 47 66 19 66
Operatioas 1,429 1,450 1,413 1,573 160 1,573
‘; TG . 316 308 321 326 s . 326
Law & Corporate A ffairs 128 140 145 155 10 155
‘ Finance 243 260 278 295 17 285
g Human Resources 195 228 23 242 19 242
, Corporate Services 268 244 263 276 13 277
Executive Staff 5 5 4 1 3 7
Real Estate & Fadlities 75 75 15 92 17 92
f Corporate 2,659 2,710 272 2.966 244 2957
5 Microsoft 14,609 14,737 14,773 16,590 1,817 16,735
g MS 0159356
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Headcount Trend
8,000+

6.000| ™" BB R . g

1

Q93-1 Q93-2 Q93-3 Q934 - Q94-1 Q4-2 Q94-3 Q944

4,0001 I8

2,000

04

ll Channel B Product Group B Operaﬁonﬂ

The above graph uses actual headcount from Q93-1 through Q94-3 and budgeted headcount for Q94-4.

Worldwide Headcount by Location

e  The following chart shows the distribution of total Microsoft employees by location. Approximately 54%
of total employees are employed in the Puget Sound Area.

‘ Q043
Corporate campus 40 %
Subsidiaries 33
Field locations 13
Other Puget Sound 9
Canyon Park 5

100 %

MS 0159357
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Profile of Domestic Employees

U.S. Employee Statistics HIGHL‘Y
Sex: No. of Employees vix CONFIDENTIAL
Female 3,541 36%
Male 6,390 64%
Ethnicity: ~
White 8,473 85%
Asian Pacific/Islander 868 9%
African American 269 3%
Hispanic 229 2%
American Indian/Alaska Native 46 <1%
Other 46 <1%
Age: . )
Under 20 35 <1%
20-29 3,407 35%
30-39 . 4,824 49%
40 and Over 1,665 17%
Average Age: 32.6 years
Average Tenure:
Domestic 32 years
Subsidiaries 2.6 years
Worldwide Average 3.0 years

U.S. Temporary Employees at Microsoft
Temporary Employee Hours Billed

300,000
250,000
200,000
150,000

100,000

50,000

0
JASOND-’FMAMJJASDNDJFMAM"

e Use of temporary employees at Microsoft increased during Q93-3. FYTD9%4 expenses for temporary
employees are $0.9 million over a plan of $32.0 million.
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CURRENT ASSETS HIGHLY
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Cash and Investment Portfolio Balances (in millions)
US $ investment portfolio §2587 93% $2.809 90%
Foreign currency investments 74 3 225 7
Operating bank accounts 135 4 18 3
Worldwide cash and investments _$2796 ___ 100% 53143 100%
USS$ Portfolio by Security Type (in millions)
Dec. 31, 1993 Mar, 31, 1994
Security type Cost % Pre-Tax Yield Cost % Pre-Tax Yield
Municipal bonds $ 1,173 45% 49% $ 1280 46% . 49%
Commercial paper 398 15 34 463 16 35
Treasury securities 270 10 40 374 13 39
Floating rate notes 195 8 33 217 8 4.1
Money market preferred 175 7 40 171 6 4.0
Certificate and time deposits 170 7 37 123 4 39
Corporate bonds 156 6 4.6 115 4 4.5
Other 50 2 50 66 2 4.5
US $ investment portfolio $ 2587 100% 43 $ 2.809 100% 44
Yield Comparison:
90 day T-Bill 3.1 35
Donahue Index 27 29

e The USS Portfolio is fully invested in investment grade securities with an average AA credit quality.
Iinventories by Location (in millions)

Q934 Q94-1 Q94-2 Q94-3

Subsidiary warehouses

Japan 38 $7 $9 $8
France 3 3 7 4
Australia 4 3 6 6
Sweden 1 1 2 2
Germany 7 5 2 14
Others 10 16 11 9
33 35 37 43

Campus North 81 54 78 "
Ireland 11 4 14 16
Puerto Rico 2 2 1 1
$127 $95 $130 $131

o Inventories decreased by $12 million during the quarter representing a 9% decline. Canyon Park

Inventory decreased by 9% or $7 million due to the increased production levels resulting from strong
Desktop Applications demand. Production levels for DFF increased by 19% during the quarter.

The $14 million inventory balance in Germany includes a $13 million intercompany misclassification

between Ireland and Germany in conjunction with the Concorde conversion during March, which will be
reversed in the month of April. '
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HIGHLY

Accounts receivable-net

Worldwide Net Receivables (in millions)

$364 3460 8522

CURRENT ASSETS CON Fl DEN:F'-A'L
Ten Largest Worldwide Accounts Receivable (in millions)
Aging Summary
Total Percent Current 1-30 31-60  Over 60
Ingram $81 12% $70 $9 $1 $1
Merisel 61 9% 46 9 4 2
Computer 2000 26 4% 21 3 1 |
Softbank 18 3% 18 0 0 0
Egghead 17 3% 14 2 1 0
Olivetti 12 2% 10 - 2 -0 0
Software Spectrum 10 1% 2 2 6 0
Katena 8 1% 8 0 0 0
Software Japan 8 1% 8 0 0 0
Corporate Software 7 1% 3 1 3 0
Total ten largest - 248 371% 200 28 16 4
Other 427 63% 286 70 22 49
Total Q94-3 $675 100% $486 $98 $38 $53
Total Q94-2 $620 $448 $103 $20 $49
E ]
Aging mix of top ten 100% 81% 11% 6% 2%
Worldwide Accounts Receivable (in millions)
DSO Total Aging Summary
Q94-1 Q94-2 Q94-3 0Q94-1 094-2 Q9-3 Current  1-30 31-60 Over 60
Retail i
USFG 55 43 44 $161 $233 8197 $143 $32 $17 $5
Intemational 51 58 53 236 299 333 267 39 15 12
397 5§32 530 410 71 32 17
OEM 32 24 33 81 68 127 6 23 5 33
Other 84 81 84 14 20 18 10 4 1 3
Total accts receivable 48 45 46 492 620 675 $486 398 $38 853
. Aging Percentages 2% 14% 6% 8%
OEM GAAP Adjustments 106 114 115
~ Sales retums reserve 95) o1 99)
Customer deposits/deferred rev. 40) 44) (43)
Reseller rebates (16) 42) (19)
Allowance for doubtful accounts (83) 07 _Qqon

Allowance
‘Net Receivables DSO Dollars % of AR
Q94-3 $522 46 $107 16
Q94-2 460 45 97 16 .
Q94-1 364 48 83 17
Q934 338 46 76 18 S. 0159361
93-3 438 54 68 13 M
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OTHER ASSETS

OTHER ASSETS H‘ GHLY
(in millions) CONFIRENTI AL

Cost . ) Market Value (if public)
Jun. 30,1993 Mar. 31,1994 Change Jun, 30,1993 Mar. 31,1994 Change
Financial assets .
Santa Cruz Operation $ 20 $ 20 $ - $ 27 25 $ Q
Dorling Kindersley 19 19 - 49 50 1
MicroUnity - 15 15 - - -
Metricom - 6 6 - 6 6
Monotype 4 4 - - - -
Natural Language Inc. 3 3 - - - -
Citrix Systems _2 2 - - - -
438 69 21 7 876 é s =____5
Valuation allowance 28) (35) M
20 34 14
Intellectual property rights
Consumer Software, Inc. 13 13 -
Other _49 53 _4
. 62 66 4
Accumulated amortization (32) 41) _(22_
30 5 6
Miscellaneous _38 37 _m
$ 88 $ 9 $___:__8___

e Financial assets include equity and equity related investments. «MS maintains a valuation allowance to
cover operating losses at investee companies and potential losses on disposition. The provision is charged
to non operating income in the financial statements.

o Intellectual property rights represent purchased code or other intellectual property and rights. Their cost

is amortized over periods of up to five years. Amortization is generally charged to research and
development expense.

e Miscellaneous assets include other long-term assets, primarily lease and other deposits and patent rights.
Nationwide Wireless Network (NWN)

e On March 24, MS signed a technology and marketing agreement with NWN, a two-way narrow band
Personal Communications Service (PCS) subsidiary of Mtel. Due to its innovative network architecture,
NWN was granted a final Pioneer’s Preference by the FCC for a license in the 940-941 MHz band.
NWN's network is under development and expects to be operational in July 1995.

MS will assist in the development of an optimized network for the Pulsar client and receive (i) royalty-free
access to the NWN Network Operations Center (NOC) to ensure compatibility with the Pulsar NOC:; (ii) a

2% royalty on all revenue generated by Pulsar clients on NWN: and (iii) marketing “ownership™ of
Pulsar’s customers on NWN.

In addition, MS and Miel signed a shareholder’s agreement pursuant to which MS will invest $30 million
(1,500 shares at $20,000 per share) in NWN and become an 8.5% owner. The investment will fund upon
clearance of HSR. Other investors in this financing round include Bill Gates, Paul Allen and Integral
Partners. Kleiner Perkins is also an investor. Greg Maffei will join NWN's board.

MS will also receive 1,150 11-year warrants. The majority of these warrants are subject 1o certain
performance requirements. Assuming conversion and/or exercise of all warrants, MS will own
approximately 14% of NWN.
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OTHER ASSETS

Metricom, Incorporated

Year Ended

Year Ended

HIGHLY

Dec. 31, 1992 Dec. 31, 1993 @mgQONF’%Ng;QAL
Net revenue $ 64 $ 101 $ 3.1 58 %
Cost of revenue 6.1 83 2.2 36
Gross profit 03 18 1.5 500
Controllable expenses 4.3 7.9 3.1 65
Net income S (4.9 $~ (6.1 $ (L.6) (36) %
e———— e e

On March 24, concurrent with Metricom’s additional public offering, MS purchased 200,000 shares of
Metricom common stock for $6.05 million ($30.25 per share). MS also received 75,000 3-year warrants
(exercisable at $37.50 per share) that were valued at $9.75 per share or $731,000. Subsequent to the end
of the quarter, Metricom'’s stock price fell to $18.50 as the wireless technology sector declined asa whole.

Pursuant 1o our shareholder's agreement, MS's shares must be held at least nine months. Assuming
conversion and/or exercise of all warrants, MS will own approximately 2% of Metricom.

Metricom raised approximately $80 million (2.7 million shares) in this round of financing. The proceeds
will be used to fund the deployment of the Microcellular Data Network.

MS and Metricom are working on a technology and marketing letter of intent, similar to that signed with
NWN, that will complement MS's Pulsar and overall wircless strategy.

Great Plains Software

10 Months Ended 10 Months Ended
Mar. 31, 1993 Mar. 31, 1994 Change $ Change %
Net revenue $ 191 $ 25.1 $ 60 31 %
- Cost of revenue 4.0 6.2 2.2 55
Gross profit 15.1 18.9 8 25
Controliable expenses 16.5 24.5 7.8 47
Net income $ 51.4! $__ (5.6 $ @2 300 %

In connection with the resolution of the MS product relationship with GPS (discussed in the Consumer
Division section), MS agreed 1o loan GPS up to $2 million for up to three years at an annual rate of prime
plus 1.25%. In connection with the loan, MS received a secured, first lien on the Profit product line and a
secured, second lien on the remainder of GPS's assets.

On April 8, GPS borrowed $500,000. In the event that GPS borrows more than $500,000, MS has the
right to convert a portion of the loan into the equity of GPS. At the full $2 million loan amount, MS will
be able to convert $500.000 of principal into GPS equity at a valuation of 1.1 times revenues or the
valuation set at the next equity investment by a third party.

GPS has signed an agreement pursuant to which Goldman Sachs will invest $8 million at a 340 million
pre-money valuation. This investment, which will close next month, will strengthen MS's credit position
and fix the valuation for loan conversion, resulting in an MS equity stake of up to approximately 1% if
GPS borrows the full $2 million.

GPS’s financial performance in the current fiscal year has suffered due to heavy investment in both its
low-end Windows products (Profit and Payroll) and in its mid-range Dynamics product line. The
Dynamics line will roll out this year and is expected to make 2 significant revenue contribution.

MS 0159363
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OTHER ASSETS

HIGHLY

NI
Santa Cruz Operation, Inc.

Quarter Ended Quarter Ended

Mar, 31, 1993 Mar. 31, 1994 Change $ Change %
Net revenue $ 43 $ 4 S 1 2 %
Cost of revenue 12 13 8 -
Gross profit \ 31 31 0 0
Controllable expenses 27 29 2 1
Net income $ 4 $ 2 s (2) (50) %

e  North American revenue remained flat as SCO continued to reduce excess inventory in the channel, while

International operations experienced good growth. Revenue for the second quarter of fiscal 1993 included
$3M of non-recurring revenue related to a federal contract.

o Controllable expenses grew due to several factors including increased R&D spending to localize selected
products and an increase in the tax rate.

e EPS for SCO's second quarter was $0.08 compared with EPS of $0.14 in the year prior period in part due
to the increase in shares outstanding due to the [PO in May 1993,

e  SCO announced a joint venture with Tomen to distribute SCO’s products in Japan.

Dorling Kindersley
6 Months Ended 6 Months Ended
Jun. 30,1993 Jun. 30, 1994 Change £ Change % *
Net revenue £ 39 £ 45 £ 6 15 %
Cost of revenue 25 29 4 16
Gross profit 14 16 2 14
Controllable expenses 11 14 3 27
Net income £ 3 £ 2 £ 1) (33) %

e DK's revenue grew as planned due to strong performances in the Adult and Children’s division which
also enjoyed excellent profitability.

e Overall, DK’s profits declined due to increased spending in the Multimedia division, continued
distribution problems related to the termination of Tiptree (the distributor of DK's Family Library series)
and weakness in the Education and DK Direct divisions.

e Greg Maffei assumed MS's board seat.

MS 0159364
CONFIDENTIAL

Assets Review

A7

MS-Pca 119
15
CONFIDENTIAZ ? )

MS-PCA1191572



OTHER ASSETS i H[GH LV
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MicroUnity Systems Eagineering, Inc.

e MicroUnity remains in the development phase. MS’s ACT group is working closely with MU to insure
compatibility with MS's broadband efforts.

e MicroUnity raised $75M in 1993 with investments from MS, TCI, Time Wamer, Cox Cable and Comcast
and $5M through a licensing arrangement. The funds were primarily raised to produce a 128-bit RISC
microprocessor for a digital, interactive cable set-top box.

e MS owns 6.5 million shares of convertible Series D Preferred Stock at a cost of $14.95 million ($2.30 per

share) and a warrant to purchase 2.0 million shares of Series E Preferred Stock at a cost of $50,000
(exercisable at $3.75 per share).

o Assuming conversion and/or exercise of all preferred stock, warrants and options, MS owns
approximately 6% of the fully-diluted common stock. If the performance of MicroUnity's chips exceeds
certain performance benchmarks, MS's position could be diluted. Concurrent with its investment, MS
signed agreements with MicroUnity and the other Series D Preferred investors which grant MS access 10
certain technical specifications for the cable chip and other future developments.

Monotype Typography Limited

Year Ended 9 Months Ended Quarter Ended
Mar. 31, 1994 Dec. 31,1993 Mar. 31,1994 -
Net Revenues $ 78 s 6.1 s 17
Cost of Revenues 2.3 19 0.4
Gross Profit 5.5 42 1.3
Controllable Expenses 59 48 1.1
Net Income s (04) $ (0.6) $ 02

« Monotype achieved a 12% profit margin during the most recent quarter on revenue of approximately 51.7
million versus an 11% margin on $1.9 million for the prior quarter. The improvement in operating
margin percentage was due to cost and headcount reduction measures adopted in September, 1993.

o Revenue for the year ended March 31, 1994 was $7.8 million, with $4.4 million generated by overseas
operations. During this period, the company suffered a loss of $380,000. The loss included a $350,000
reserve in the UK for exceptional items. Operating profit for this period was $107.000. ’

e Monotype's liquidity continues to remain tight. However, due to cost containment measures,
management’s outlook for 1994 is optimistic.

e MS's $4 million investment included the purchase of Monotype's font library, warrants for approximately
36% of the company (which under certain performance conditions can amount to 85% of the company)
and a loan of $1.2 million. The current outstanding loan balance is $900,000.

o  Amar Nehru will join Monotype's board this quarter.
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OTHER ASSETS
Natural Language Incorporated , HlGHLY

CONFIDENTIAL

Quarter Ended  Quarter Ended

Dec. 31,1993  March 31,1994 Change $ Change %
Net revenue $ 04 $ 10 $ 0.6 150 %
Cost of revenue 0.1 0.1 0.0 0.0
Gross profit 03 0.9 0.6 200
Controllable expenses 0.9 0.6 (0.3) (33)
Net income $~ (0.6 $ 0.3 $~ 09 (150) %

e Revenue increased during the quarter as several large orders worked their way through the sales cycle.
Revenue from repeat customers has increased and a significant VAR customer has resold all its inventory
and is expected to place a significant order this quarter.

e NLI continues to focus on Windows solutions and has become an MS Solution Provider. In the coming
months it will release Fox and Access versions of its product and all versions of Natural Language will
ship with a full featured report writer.

e  NLI discontinued its unsuccessful telesales effort in favor of a Powersoft-stylc. seminar selling model.

e  NLI offered the CEO position to Tom Lavey who was an EVP at ASK Computer Systems where he grew
sales from $1 million to $60 million. Lavey was also the founder of Minx Software. John Manferdelli, a
founder of NLI, will remain as Chairmar.

e Inorder to improve cash flow, the company has downsized by 25%.

e NLIis in the final stages of recapitalizing and raising an additional $600,000 of equity, of which MS will
contribute $104,000. All the existing debt (except for recent bridge loans) and equity will be collapsed
into one percent of equity and MS’s new ownership position will increase slightly to approximately 13%.

Citrix Systems
3 Months Ended 3 Months Ended
Mar. 31, 1993 Mar. 31, 1994 Change $ Change %
Net revenue $ 08 $ 20 $ 1.2 150 %
Cost of revenue 01 . 0.5 0.4 400
Gross profit 0.7 : 1.5 0.8 114
Controllable expenses 1.5 19 0.4 21
Net income $__(0.8) $ gOAg $ 04 (50) %

e Citrix had a record quarter and a record month in March. Revenue was up 31% from the 4th quarter of
1993 and the number of authorized resellers grew from 120 to 160. :

e Liquidity has irhproved with collections of $800,000 in March and cash was $1.4 million at quarter end.

e Key events for the quarter included signing an OEM agreement with Intel, completing a credit line with
the Bank of Boston, improved major account penetration and some positive press on the positioning of the
WinView product as “fast, remote windows”.

e The company is targeling to breakeven in its second quarter on $2.5 million of sales.
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StTocK MATTERS HIGHLY

Options and ESPP
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In Q94-3, a total of 3,207,583 options were exercised, a 24% increase over Q94-2 and a 22% increase
over Q93-3. A record high 4,684 stock option exercises were exercised in Q94-3 which was an 85%
increase over Q94-2 and a 43% increase over Q93-3. Factors contributing to the increase in exercises were
an upward trend in the average stock price, first time vesting for non-exempt employees and four major
vesting days in January. ’

On_Hire Options: During Q94-3, a total of 155 stock option grants totaling 367,799 shares were
processed. In addition, during Q94-3, 165 stock option grants relating to prior quarters and totaling
204,855 shares were processed.

e [ESPP: 9,265 employees are currently enrolled in the ESPP. Total enrollment has decreased 5% (9,780)

from the previous period ending December 31, 1993. This is the first ESPP period in which enrollment
has decreased. To date, 383 employees have withdrawn and 423 employees have left MS.

Stock Repurchases
Shares adjusted Amount Average
for all splits (millions) Cost
FY90 1,785,375 $ 46 $26.14
FY91 5,469,750 197 35.96
FY92 1,979,828 135 68.18
FY93 3,128,500 250 79.92
Q94-1 966,500 72 74.47
Q94-2 1,152,500 9 79.66
Qo94-3 1,810,000 147 81.28
FYTD% 3,929,000 311 79.13
LTD 16,292,453 $792 57.65

e FYTD94, MS has rcpurcﬁased 3,929,000 shares at an average cost of $79.13 per share and a total cost of

$311 million.
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WORLDWIOE MARKET SHARE

HIGRLY

'WORLDWIDE MARKET SHARE , CONFIDENTIAL

Word Processors (Units)
100%
80% 4
0% 4
D Other
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Word Processors (Revenues)
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Information presented is not version specific and includes MS-DOS, Windows, and Macintosh eavironments on 2 worldwide basis.
Percentages are three month rolling averages.
Market share is calculated by Microsoft Office marketing personne! and is based on SPA, 1DC, snd DataQuest information.
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WORLDWIDE MARKET SHARE CONFJ DEIXI{AL__'

Spreadsheets (Units)
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Information presented is ok version specific and includes MS-DOS, Windows, and Macintosh environments on a worldwide basis.
Percentages are three month rolling averages.

Market share is calculuted by Microsoft Office marketing persounc! and is based on SPA, IDC. and DataQuest information.
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WORLDWIDE MARKET SHARE CO)
Bundled Suites (Units)
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Information presented is for the Windows environmicat on & worldwide basis.

Percentages are three month rolling averages.

Market share is calcutated by Microsoft Office marketing pecsonnel and is based on competitor press releases and product mangement’s
estimates.
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_ HIGHLY
Tor Four SOFTWARE COMPANIES UONF!DEN.HAL

Topr FOUR SOFTWARE COMPANIES

. (in millions)
: Microsoft Novell Lotus Borland
Most recent quarter 3/31/94 172994 12/31/93 123183
Net revenues $ 1244 1000% $ 311 () 1000% $ 278 (c) 1000% $ 112 (o 100.0%
Cost of revenues 208 16.7 64 20.6 54 19.4 29 259
Gross profit 1,036 83.3 . 247 79.4 224 80.6 83 74.1
Research and development 156 125 57 18.3 32 1.5 15 13.4
Sales and marketing 359 289 68 219 130 46.8 66 58.9
General and administrative 4] 3 23 74 17 6.1 - -
Litigation charge 120 9.6 - - - - - -
Total operating expenses 676 54.3 148 47.6 179 64.4 81 72.3
Operating income 360 29.0 99 318 45 16.2 2 1.8
Nonoperaling income 22 1.8 1 3.5 1 0.4 - -
Income before income taxes 382 30.8 110 35.3 46 16.6 2 1.8
Provision (benefit) for income taxes 126 10.2 37 11.8 16 5.8 2 1.8
Net income $ 256 206% S N 23.5% §$ 3 108% § - -
=
Average shares outstanding 304 314 46 n
EPS $ 0.84 $ 0.23 S 064 $ 0.02
—————— j—————3 _—= e ——
Trailing twelve months
Net revenues $ 4,395 100.0% $ 1174 100.0% $ 98t 100.0% $ 460 100.0%
Cost of revenues 132 16.7 238 20.3 202 20.6 118 25.7
Gross profit 3.603 83.3 936 79.1 78 794 342 74.3
R ch and develop 578 132 187 15.9 127 - 129 61 13.3
Sales and marketing 1,321 30.0 274 234 463 41.3 263 521
General and administrative 153 35 82 7.0 70 71 - -
Litigation charge 120 2.7 321 (b)__27.3 - -- - =
Total operating expenses 2,172 49.4 864 73.6 660 61.3 324 () 704
Operating income 1,491 339 72 6. 119 12.1 18 3.9
Nonopenating income 81 1.8 34 29 (N (d___ (L7 3 0.7
Income before income taxes 1,572 357 106 9.0 102 10.4 21 4.6
Provision (benefit) for income taxes 523 11.8 139 118 46 4.7 7 1.6
Net income $ 1,049 239% S (33 28% S 56 5% S 4 3.0%
————3 f——— ————— f—— f————
Average shares ding 304 315 45 28
[ =] [ —— ] —_—
EPS $ 345 $ (0.1D $ 125 $ 0.53
(a) Novell's first quarter sales grew 20%. Excluding USL re Jthei was onty 13% due to reductions in ch Iin 1y.

(b) Novell's results of operations include a charge of $321 million related to the acquisitions of USL., Software Transformation, Serius and
Flueat. The write-off of purchased research and development and other costs fepresents a one-time charge against carnings of $1.00 per

share, .

(c) In the fourth quarter, SmanStite represented 47% of Lots™s revenue, more than double the percentage from the end of fast year.

(d) Lotus's nonoperating i includes a charge of $20 million for purchased h and development retated to the acquisition of

) Approach Software. Before one-time items in 1993 and 1992, net income in the current fiscal year rosc 32% to $75 million.

{¢) Borland's revenues in the December quarter grew 7% over the prios year.

() Borland cxpects its corporate restructuring, the layoff of 200 U.S. employees, and the transfer of 100 Quattro Pro staff to Novell to save $50
million annually. MS 015 9373
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HIGHLY

Top FOUR SOFTWARE COMPANIES CONFIRDENTIAL

Top Four Software Companies (Continued) ‘
(in millions)

Migosoft Novell Lotus Borland’

Balance sheets NI/ ' IB\R4 123193 123183
Current assets:
Cashand short-1erm investments H N 3,143 A% 3 766 (a) 3% $ 417 46% s 61 (o) 18%
Accounts receivable - net 52 1 302 21 a7 24 81
Inveatwries B 1 3 - - 21 2 10 3
Ocher 116 1 67 H 21 3 10 3
Tou! current assets 3912 79 1,135 » 676 s 168 46
Property, plant and equipment - net 918 19 216 15 17 14 176 43
Capiulized software - - - - 89 10 - -
Other assets 96 2 38 6 13 ] 21 6
$ 4,926 100% $ 1439 100% $ 905 100% $ 388 100%
—
Qurrent liabilities $ 384 18% H 218 15% s 28 33% $ 146 40%
Long-term liabilites - - - - 78 9 21 6
Orher liabilities - - 36 3 - - - -
Stockholders’ equity 4,042 2 1,185 82 529 8 198 54
$ 4.926 100% $ 143 100% $ 905 100% $ 365 100%
) ———
Other data
Closing stock price (March 31, 1994) $84.75 $18.13 $70.50 (d) $14.13 ()
Cotmmon shares outstanding 304 314 () % 7
Market value $25,764 $5,693 $3,243 $382
Pricckevenues ratio 59% 4.8 33 0.8z
Pricefeamings ratio - railing twelve 24,63 e (0 56.4x 26.7x
Priccieamings ratio - fulure 4 quarters 20.1x 16.5x 313x 0.2
Avg headcount (most recent disclosure) 13,813 4006 435% 1989
Net revenues/iemployee $318.179 $293.060 $225517 $231272
Book value per share $13.30 . 3.7 $11.50 $1.33
Price/book value ratio 6.4% 4.8x 6.1x 1.9x
Geowth statistics (over comparable quares):
Revenue 30% 0% 13% 1%
Rescarch and development 3% 65% 2%) (21%)
Sales and marketing 15% 9% 1% (18%)
Genenal and administrative 37% 8% (2%) na
Net income 5% @® 3% 103% 101%
(a) Novell’s cash and short term investments rose by $102 million to $766 million during the g while ac receivable d d
improving days sales outstanding from 98 days to 88 days.
() On March 21, Novell agreed o buy WordPerfect for 59 mitlion shares ($1.4 billion) of stock and Borland’s dsheet busi for $145

million. Before the announcement, Novell’s shares were trading at $24.00. As of March 31st, Novell’s stock had dropped approximately
24% or $1.8 billion in market value and reduce the price of WordPerfect to $1 billion.
() Novell's trailing twelve months P/E ratio is negative duc to the $321 million charge related imarily to the acquisition of USL. Excluding

the charge, Novell's trailing twelve th net i was $284 million, or $0.87 per share, up 6% from net income of $268 million in the
prior year. Adjusted P/E ratio = 20.1x.

(d) Lotus closed the quarter up 200% from the 52 week low of $23.50 and down 18% from the high of $80.50. Since June 30, 1993, Lotus has
released new versions of SmanSuite, 1-2-3 for Windows, and Notes,

(¢} Novell will not assume any liability in connection with Lotus’s copyright infringement suit against Borland and its Quattro Pro spreadsheet.
Analysts have estimated the damages to range from 330 million to $100 million.

() Borand's stock has increased 11% since the announcement that Novell is purchasing their sp dsheet t

(g) Excluding the Stac litigation charge, Microsoft’s net income growth was 318%.

¢ Not meaningful
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INDUSTRY REVIEW | : H\GHLY
Sottware Company Metrics CONF‘DENTIAL

(in millions)
Adobe Aldus Artisoft Autodesk BMC Banyan
Income statement 22594 1273193 1213193 173194 123193 12/3193
Most recent quarter
Net revenues $81 $57 s21 si02 $76 $33
Net income (loss) 15 5 3 15 23 3
EPS 0.32 0.34 021 0.63 089 0.17
Trailing twelve months
Net revenues $326 $207 $80 $406 $274 $128
Net income (l0s3) 57 10 9 62 81 13
EPS 120 0.70 0.51 2.50 at 0.70
Net income (loss) as a % of net revenues 17% 5% 11% 15% 0% 10%
Balance sheet
Cash $239 $713 $23 $159 $58 $55 (c)
Other current assets T2 50 27 104 ki 34
Other assets 48 54 23 119 268 33
$359 $1717 $73 $382 $398 $122
— ]
Liabilities $61 $35 $9 $93 $134 $43
Equity 298 142 64 289 264 79
$359 $177 $73 $382 $398 8122
Other data
Closing stock price (March 31, 1994) $24.25 $26.63 $19.50 $58.00 $61.75 $16.50
Common shares outstanding (in miltions) 47 (a) 14 (a) 15 25 (b) 26 19 (d)
Market value (in millions) $1,140 3373 $293 $1.450 $1,606 $314
Price/revenues ratio 3.5x 1.8x 37x 3.6x 5.9x 2.5x
Price/eamings ratio - trailing twelve 20.1x 37.8x 38.4x 23.2x 19.8x 23.6x
Price/eamnings ratio - future 4 qus. 16.2x 203x 13.8x 19.1x 15.4x 17.6x
Avg headcount (most recent disclosure) 943 980 313 1419 846 610
Net revenues/cemployee $345.889 $211,000 $255,199 $2853832 $323877 $190,701
Book value per share $6.34 $10.14 $4.27 $11.56 $10.15 $4.16
Price/book value ratio 38x 2.6x 4.6x 5.0x 6.1x 4.0x
| Growth statistics (over comparable quarter):
f Revenue 19% 25% (11%) 4% 16% 1%
Research and development 12% 23% 19% 6% 16% 18%
Sales and marketing 25% 19% 2%) 1% 1% 17%
General and administrative 9% 15% (3%) 9%) 5% 1%
Net income 13%) 141% (8%) 1% UL 10%

(a) Adobe will buy Aldus for stock with an indicated value of $515.8 million, or $37.375 per share. As of March 31st, Adobe’s stack had
dropped 28% to $24.25, while Aldus’s stock closed up 4% at $26.625. .

(b} On January 11, 1994, Autodesk’s Board approved the repurchase of up to two million shares of the company’s common stock. Since the
program’s inception in December 1991, three miflion shares have been repurchased for $104 million.

{c) Banyan has tntered into a definitive agreement to acquire the stock of Beyond (an enterprise-wide messaging vendor) for $17.5 million in
cash. According to Banyan, a substantial portion of the acquisition costs will be allocated to purchased research and development and will
resull in 8 one-time after-tax charge of approximatcly $11 milfion.

(d) Banyan's Board of Directors has authorized the company to repurchase up to 1 million of its 19 million ¢ shares outstanding
MS 0159375
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Software Company Metrics (Continued)

(in millions) H‘GHLY
Compt CONFIDENTIAL

Informix Intuit Lepent Oracle Platinum
Income statement 123193 123193 123193 12/31/93 228194 123193
Most recent quarter .
Net revenues $502 sio1 - $60 $11s $483 317
Net income (loss) 81 18 (167 18 70 (@]
EPS _ 048 0.27 (13.00) () 0.53 0.24 ©.57
Trailing twelve months
Net revenues $1,982 $353 (a) $148 $440 $1,806 $58
Net income (loss) 2% 56 : (163) 49 238 (22) (d)
EPS 1.75 0382 (14.03) 1.42 0.92 (1.64)
Net income (loss) as a % of net revenues 15% 16% (110%) 11% 13% (38%)
Bnlance sheet
Cash $289 $144 $9 s $323 $29
Other current assels . 560 125 35 . 234 516 24
Other assets 1477 S8 140 264 490 21 ’
$2,326 $327 $24 $609 $1,329 $74
Liabilities $1.229 $120 $93 $28 $675 $17
Equity 1,097 207 181 381 . 654 57
$2.326 3327 U4, $609 $1,329 $14
Other data )
Closing stock price (March 31, 1994) $30.88 $20.75 $36.38 $25.50 $32.13 $11.50
Common shares outstanding (in millions) 168 68 13 34 29% 12
Market value (in millions) 35,187 $1.411 $473 $867 $9,509 $138
Price/revenues ratio 2.6x 4.0x 32x 2.0x 5.3x 2.4x
Price/earnings Tatio - trailing twelve 17.6x 25.2x . 18.0x 34.8x 4
Price/earnings ratio - future 4 qrts. 11.8x 19.2x 26.0x 11.9x 29.7x 24.0x
Avg headeount (most recent disclosure) 2,300 1,283 541 2250 8,704 207
Net revenucs/employee $271,536 $275,078 $273,845 $195.635 $207,448 $279.444
Book value per share $6.53 $3.04 $13.92 $11.21 $2.21 $4.75
Price/oook value ratio 47 638x 2.6x 2.3x 14.5x 24x
Growth slatistics (over parable quarter):
Revenue 0% 6% 81% 2%) 30% 128%
Research and development 1% 18% 217% 1% 2% 299%
Sales and marketing 0% % 89% (4%) 15% 128%
General and administrative n/a (2%) . 63% 28% 0% 129%
Net income 1% (19%) (5543%) (4%) 139% (c) (1150%)
(2) Excluding two | from 1992 (a contract and a litigation settl ). Informix’s 1993 r , pretax profit, and net income

increased year over year by 35%, 64%, and 31%, respectively. The dramatic drop from pretax profit to net income was duc to the utilization
of net operating loss carryforwards recognized at the end of 1992,

(®) On December 12, 1993 Intuit purchased ChipSoft for $306 million. Results for the quaner ended December 3§, 1993 included a charge for
purchased rch and develop of $151 million and other merger related costs of $31 million. Excluding the $1 82 million of merger-
related charges which were incurred in the ChipSoft acquisition, Intuit’s net income per share increased 103% from year to yeas.

(c) Oracle’s companble quarter of the prior year includes a 524 million litigation charge. Excluding this non recurring charge, net income for
the period increased 56%.

(d) During the quarter, Platinum reported a one-time charge of 38 million a iated with purchased re h and development from the
acquisition of Lotzof & Associates, a privately-held systems integrations and software development fimn. This one-time charge, coupled
with revenue shonfalls and higher than expected operating expenses, drastically impacted net i
¢ Not meaningful. MS 0159 376
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. AN g T
Software Company Metrics (Continued) UONF‘DENT'AL
(in millions)
Software
Powersoft Publishing _(a) _ Sterling Sybase Symantec

Income statement 123193 123193 12/3183 12731093 123193

Most recent quarter

Net revenues 520 $23 $109 5138 $67

Net income (loss) 3 0 1 18 )

EPS 0.26 0.03 0.45 0.34 0.31

Trailing twelve months

Net revenues $5t $90 $422 $427 (e) 3230
Net income (loss) 8 (38) Bb) (30) {c) a“ s
EPS 0.77 (3.07) (1.68) 0.86 (0.56)
Net income (loss) as a % of net revenues 16% (42%) %) 10% (6%}
Balance sheet
Cash $42 154 $79 $107 $47
Other current assets 20 22 135 114 68
Other asscts 4 9 195 74 38
$66 385 $409 5295 $153
Liabilities $16 $50 $292 $130 583
Equity 50 c 35 n7 165 10
$66 $85 $409 3295 $153
Other data
Closing stock price (March 31, 1994) $55.00 $6.50 $28.88 $45.00 $15.63
o shares ding (in miilions) 11 12 13 52 (D 30 (g)
Market value (in millions) $605 718 $520 $2,340 3469
Price/revenues ratio 1.9z 0.9x f 2 $.5z 2.0x
Price/eamings ratio - trailing twelve 71.6x . . 52.5x d
Price/eamings ratio - fulure 4 grts. 4.4z 38.2x 127 35.2x 8.0z
Avg headcount (most recent disclosure) 3,663 588 2478 1,348 10499
Nei revenues/employee $1391S $153.895 $170467 $316.542 $224,520
Book value per share $4.55 $2.92 $6.50 $3.17 $2.33
Pricc/book value ratio 12,0z 22 4.4 14.2x 6.Tx
Growth statistics (over companble g ): .
Revenuc 143% (38%) 10% 66% 8%
Rescarch and development 111% (36%) 19% 60% 1%
Sales and marketing : 138% (26%) 5%) 9% 1%
General and administaative 139% 37%) nla S4% nla
Net income 2% 91%) 468% (4) 66% (125%)

(a) Software Publishing will fay off half of its 480 employces over the next 90 days, take & restructoring charge of $9 million and report a
substantial drop in sales for its fiscal sccond quanter ended March 31, 1994. The company expects reveaue of $14 million for its fiscal
second quarter, compared with revenue of $43 million in the same quarier a year-ago.

() Software Publishing®s net loss for the traiting twelve months includes a $20 million restructuring charge related to excess facilities and

worlfotce reductions.

(¢) Included in Sterling®s net loss for the trailing twelve months is a $91 million charge related to the July 1993 acquisition of Systems Center.

(d) Excluding a 1992 change in accounting principle of 33 million. Stcrling’s net income increased 119%.

{¢) Sybase’s 1993 revenues increased 61%, reaching record nct sales of $427 million, while net income was up 86% to $44 million. North
American revenues were up S0% to $305 million and int ional revenues surged 9% 10 $122 miltion (395 million was attributable 1o
Europe).

(N In November 1993, Sybase had a 2 for | stock split. Shares closed a1 345.00 on March 31, 1994 {down from a 52 week high of $51 1/4 and
up from a low of $25 3/8).

(g) Symant hed an ag 10 purchase Central Point Software, one of its biggest rivals for 364 million in stock. Privately-held Central
Point posted salez of roughly $80 million last year, about one-third the size of Symantee.
*  Not meaningful. MS 0159377
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Hardware Company Metrics

(in millions)

AT&T Apple Compag DEC Dell
Income statement 1273193 12/31/93 12/3193 1194 1/30/94
Most recent quarter
Net revenues $18,459 $2,469 $2,202 $3,254 $743 (o)
Net income (loss) 982 40 151 (72) 16
EPS 0.72 0.34 1.73 (0.53) 0.39
Trailing twelve months
Net revenues $67,156 $8.446 $7,192 (d) $13,637 $2873 (D
Net income (loss) (2,545) (0 (35) (¢} 462 () (40)
EPS (1.88) (0.30) 545 (0.54) (1.01)
Net income (loss) as a % of net revenues (4%) (0%) % (1%) (1%)
Balance sheet
Cash $798 31,123 $419 $1.147 $337
Oxher current assets 27,395 3,085 2,566 5152 7
Other assets 31.260 834 194 4.070 92

$59.453 $5.042 $3.779 $10,369 $1,140
Liabilitics $45,055 $2,989 $1,381 $5.539 $669
Equity 14.398 2,053 2398 4830 471

$59.453 $5.042 $3.779 $10.369 $1.140
Other data
Closing stock price (March 31, 1954) $51.25 $33.25 $97.88 $29.63 $25.25
Common shares outstanding (in millions) 1,357 (b) 17 87 * 136 40
Market value {inmillions) $69,546 $3.890 $8,515 $4,029 $1,0t0
Price/revenues ratio 1.0x 0.5x 1.2x 0.3x 0.4x
Price/eamings ratio - trailing twelve . - 18.0x he .
Priccfearnings ratio - future 4 girs. 15.2x 11.3x 13.4x 29.3x 11.5x
Avg headcount (most recent disclosure) 352,700 11,963 10,921 104,000 3810
Net revenues/employee $214,762 $705.970 $658,540 $131,122 $754.112
Book value per share $10.61 $17.55 32156 $35.51 $11.78
Price/book value ratio 4.8x 1.9x 3.6x 0.8x 2ix
Cirowth statistics (over comparable quarter): )
Revenue 5% 23% 55% (12%) 20%
Research and development 6% (5%) 10% (18%) 26%
Sales and marketing 10% (9%) . 29% (23%) 3%
General and administrative o/a n/a n/a wa 1%
Net income (2%) (75%) 4% 2% (50%)

{a) AT&T's net income for the trailing twelve months included an after tax charge of $7 billion for the change in how the company accounts for

postretirement benefits. The new method of accounting is not expecied 10 have a material cffect on net income in future periods.

clear the deal.

(b) A federal judge said AT&T has not yet persuaded him to approve its proposed acquisition of McCaw Cellular, but suggested that he still may

(¢} Included in Apple's trailing twelve month net income is a pre-tax charge of 3321 million, or$1.63 per share, related to the company’s latest

sestructuring. Exclusive of this charge, trailing twelve month net income would be $164 million. or 69% lower than the prior year.

{d) Compag's sales increased 75% during the year to a record $7.2 billion and camings per shase increased 112% to a record $5.45. Every

region enjoyed record sales. Nonh America prew 100% to $3.7 billion: Europe (including Eastem Europe, Middie Fast and Africa) grew
44% 10 $2.7 billion; and other intemational maskets (including Japan, Latin America and Pacific Rim) grew 111% to $800 miltion.
Worldwide unit shipments reached 3.1 million, an increase of 98% over 1992

sales).

(¢) The sale of Dell's 486-based deskiop and workstation systems increased 40% over the comparable quanier to $596 million (80% of net

{f) Over the past two years, Dell has added nearly 32 billion in annual revenue foran annual growth rate of 80%. For the year, Dell experienced

anet lass of $40 million. A primary reason fot the loss was $71 million in unusual charges related 10 restructuring provisions, inventory
writcdowns, and costs associated with delayed and canccled notebook projects.

¢ Not meaningful.
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Hardware Company Metrics (Continued)

(in millions)
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CONFIDENTIAL

Hewlent Sificon

Packard IBM Inted Graphics (d) Sun 3DO
Income statement 13194 123193 12725193 1231793 321194 12/3193
Most recent quacter
Net revenues $5,682 319,396 $2,389 $370 S1,196 $3
Net income (loss) 368 362 594 % 57 (o) ()
EPS 1.42 0.62 1.35 0.24 0.60 (f) 0.35)
Trailing twelve months ’
Net revenues $21.426 . 362,716 (a) $8,782 $1.262 $4.548 . 36
Net income (1oss) 1285 (8,034) (b) 2295 119 194 (44)
EPS 5.04 (14.01) 522 0.79 1.85 (3.00)
Net income (oss) as & % of net revenues 6% (13%) 26% "% 4% (725%)
Bslance sheet
Cash $2,064 36,174 $3.136 sio8 ot .
Other currcot assets 8,604 34,078 2,666 578 1,344 1
Other assets 6.443 43,965 5.542 365 596 8

$17.201 $84.217 $11.344 $1.051 52851 $42
Liabilities 38,294 564,114 $3,156 $313 31,301 $12
Equity 8.807 20.103 7.500 728 1,550 30

$17.201 $84.217 $11.34 31.051 32,851 $42
Other data
Quosing stock price (March 31, §994) $82.13 $54.63 $67.50 $24.13 $27.38 $23.00
Common shares outstanding (i millioas) 259 580 441 154 9% 20
Market value (in millions) $21.270 331,683 $29,768 $3.N1s $2,628 $460
Price/revenues ratio 1.0x 0.5% 34x 2.9x 0.6x 751z
Price/earnings ratio - trailing twelve 16.3x hd 129x 304x 14.8x .
Price/eamings ratio - fduze 4 qtrs. 13.9x 21.8x 10.6x 23.7x 11.8x am
Avg headcount (most recent disclosure) $4,400 278.875 (c) 20,200 20,200 13,050 13,050
Net revenues/anployee $226 970 5224389 $434,751 $62474 $348.481 $465
Book value per share $34.00 $34.66 $17.00 $4.73 $16.15 $1.50
Price/book value ratio 24x 1.6x 4.0x S.1ix 1.7z 15.3x
Growth statistics (over comparable quarter):
Revenue U% %) 29% 37% 5% wa
Research and development 17% (20%) 2% 2% 14% 101%
Sales and marketing 5% (59%) % 2% 9% SU%
General and adminisirative n/a nfa na [ Y29 wa 129%
Netincome 41% 107% 9% 52% 1% (719%)

(a) IBM's services revenue increased 32% to $9.7 billion, while all other revenue segments suffered declines.

o) IBM’s 1993 net loss includes restructuring charges of $8.9 billion.

(c} As of December 31, 1993, IBM's worldwide work force totaled approximately 256,000, a decline of 15% from year-end 1992. An additional
10,000 employees are expected to losc their jobs during the first quarter of 1994.

{d) Chairman and founder James Clark left Silicon Graphics to start a new company which will develop software controf products for interactive
digital living room devices that act as both televisions and computers. :

(¢} Due to an increased product mix of high-end systems, Sun’s gross margin of 42.8% was the highest it has been in the last six quarters.

) Sun's eamings per share were 9% below analyst estimaies of 66 cents.

¢ Not meaningful
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Key Relationships
(in millions)
RR
Egghead Merisel Donnelley
Income statement 1/8/94 1273194 . 12/3193
Most recent quarter
Net revenues $209 $949 $1,310
Net income (loss) 1 12 9
EPS 0.08 039 051
Trailing twelve months .
Net revenues $779 $3,086 (a) $4,388
Net income (loss) 2 30 109
EPS 0.12 1.00 0.71
Net income (loss) as a % of net revenues 0% 1% 2%
Balance sheet
Cash $21 $0 (b) s
Other current assets . .25 860 1,099
Other assets 26 76 2,544
$297 $936 $3.654
Liabilities $153 $712 $1,810
Equity 144 224 1,844
$297 $936 $3.654
Other data
Closing stock price (March 31, 1994) $8.63 $18.13 $28.13
Common shares outstanding (in millions) 17 31 155
Market value (in millions) $147 $£562 $4,359
Pricefrevenues ratio 02x 02x 1.0x
Price/earnings ratio - frailing twelve 70.5x 18.1x 39.7x
Price/earnings ratio - future 4 qtrs. 35.9x 12.5x 14.1x
Avg headcount (most recent disclosure) 2,350 1,695 30,950
Net revenues/employee $331.514 $1,821,008 $141,769
Book value per share ' $8.47 $723 $11.90
Price/book value ratio 1.0x 2.5« 24x

Growth statistics (over comparable quarter):

Reveaue 11% 39% 8%

Sales, general, and administrative 22% 271% 13%

Netincome (715%) 58% 8%
(a) Forthe year ended December 31, 1993, Merisel’s net sales § d 38% to $3.1 billion, while net income increased $5% to $30.4 million.
() On January 31, 1994, Merisel completed the purchase of ComputerLand Corp.'s Franchise and Distribution Division. Revenue for this

division was in excess of $1 billion in 1993.
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Recent Software industry Mergers and Acquisitions

(in millions)
Adobe - Aldus Electronic Arts - Broderbund
. Ticker symbo) ADBE ALDC ERTS BROD
Most recent fi ial stat 1 2725194 1273193 Pooling 1273193 1173093 Pooling
Sales $326 $207 $533 $403 396 $498
Cost of goods sold 53 41 99 218 35 251
Gross profit 268 165 433 187 60 248
Operating expesses:
R&D 67 31 98 59 14 3
S&M 94 81 175 47 16 63
G&A 24 39 63 25 7 32
Toual operating cxpenses 184 152 336 130 37 168
Operating income 84 14 9 s7 23 80
Noarecurring costs 1] (v3] Q) 0 [} 0
Nonoperating income (expense) [ 3 9 4 1 . S
Income before income taxes 90 14 104 61 24 8s
income taxes 33 4 38 18 9 28
Net income $57 $10 $66 ’ $43 $1S $58
Average shares ding 47 62 S0 65
Eamings per share $1,22 $1.06 $0.85 $0.88
Transaction date: 3/15/04 204
Price (millions) $506 $393
Price/Revenucs ratio 24 4.1
Price/Earnings ratio 53.2 26.2
Premivm at t 42% 1%
Revenuc per employse $346 s $442 $238
Operating expenses per employee $195 $155 $143 $93
Adobe-Aldus:

the publishing arena. However, an overlap will occurin illustrations.

*  The combined eatity will have a (ull product line sp [

Aldus strengthens Adobe's p in Europe and its position in the Windows market given the large installed bascd of Pagemaker
for Windows users.

Both companics will benefit (rom the hardware teansition of the user base to the Power Mac, given the computer-intensive nature
of the publishing soltware.

mmmm Ans - Broderbund:
The combined company will be the largest i t software pany.

The merger is expected to strengthen ERTSS CD-ROM position and allow Broderbund to capi lize on ERTSY technological lead
in cantridge and CD-ROM based videogames.

* Broderbund’s market ptemiur'n was 14% bascd on its stock price 2 weeks p ding the
MS 0159381
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Recent Software Industry Mergers and Acquisitions (Continued)

(in millions)
Intuit - ChipSoft Novel) - WordPerfect, Quatiro Pro

Ticker symbol INTU CSFT NOVL.  WordPerfea
Most recent financial nt: 9/3093 9/30/93  Purch 13184 1273193 (2) __ Pooling
Sales $t21 $70 $192 SL.14 $700 $1.949
Cost of goods sold 39 16 55 238 159 397
Gross profit 82 54 137 936 541 1,552
Openating cxpenses: :

R&D 12 13 25 187 130 k>4

S&M ' 51 26 n 24 312 586

G&A 5 7 12 82 49 131
Total operating expenses 69 46 114 543 491 1,044
Operating incame 13 9 2 393 50 508
Noarecurring costs (4) 4) ) 0
Nonoperating income (expense) 1 2 2 34 n/a 34
Income before income taxes 14 20 427 5C 542
Income taxes 5 (n 4 . 139 20 159
Net income $8 $16 $287 $30 $383
Average shares outstanding 11 19 314 313
Eamings per share $0.74 $0.86 $0.91 $1.03
Valvation dala

Transaction date: 9/193 3194

Price (millions) $234 $1.400

Price/Revenues ratio 33 20

Price/Eamings ratio 312 46.7

Premium at announcement 4% n/a
Mevics (thousands ).

Revenue pet employee $225 s$168 $293 $150

Operating expenses per employee $128 $109 $136 $105

* ChipSoft intangible assets were $255 million which included $150 million of purchased in-process research.

*  (hipSoft's masket premium was 44% based on its stock price 2 weeks prior to the announcement.

*  The merger should i a of tax and financial planning tools and provide recurring revenue from annual
updates of tax preparation sofiware.

*  On April 7, Intuit acquired Best Program'’s tax division, which has an installed base of 10,000 customers, for $6 miltion.

| ' Novell;

g *  Novell agreed to pay 59 million shares for WordPerfect.

! *  Novell also agreed to pay $145 million in cash for Quattro Pro and [ million copies of Paradox for inclusion in the Office bundle.

*  Assuming Novell paid $35 per copy for the | million copies of Paradox, the company paid $110 million for Quaitro Pro
business, or less than 1.5 times revenue.

* Novell share price closed a1 $16 1/4 on 4/13/94, a 32% decline since announcing its acquisitions.

*  WordPerfedt laid off about 1,000 employees in January of 1994.
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P&L RECONCILIATION OF CHANNEL AND PRODUCT TO RESULTS OF OPERATIONS

(IN MILLIONS)

Q94-3

Net Revenue

Cost of reveaue
Gross profit
Controllabie expeases

People

Facilities

Marketing

Development

Other

PSS

Total control lable expenses
Responsi bility margin
Corporate allocations

Executive

Corporate F&A

Legal

R&D

S&M non-specific ®

Other

Total corporate allocations
Total Expenses
Conuibution margin

FYTD94

Net Revenue

Cost of revenue
Grens peofit
Controllable ex penses

People

Facilities

Makaing

Development

Other

PSS

Total controllable expenses
Responsibility margin
Corporate allocations

Executive

Corporate F&A

Legal

R&D

$4&M nop-specific *

Other

Total corporate allocations
Total Expenses
Contribution margin

Channd Product Group
Actual % Net Rev Plan % Net Rev Actual % Net Rev Plan % Net Rev
$1.244 100.0 % $1.09 100.0 % $1244 100.0 % $1.09¢ 100.0 %
207 16.7 186 17.1 207 16.7 186 17.1
1,037 83.3 905 82.9 1.037 83.3 905 82.9
145 1.7 163 149 97 78 109 10.0
n 62 sS 50 49 39 25 23
9% 17 91 8.3 98 19 89 32
4 03 4 04 28 22 4“4 4.0
47 38 2 20 163 131 17 1.6
NA NA NA NA 64 5.2 59 54
369 29.6 334 30.6 499 40.1 W2 31.3
668 537 571 52.3 538 432 563 51.6
0 0.0 0 0.0 1] 0.0 ] 0.0
33 . 26 35 32 33 26 as 32
13t 10.5 17 1.6 11 0.8 17 1.6
140 11.2 * 165 15.1 NA NA NA NA
NA NA NA NA 130 10.4 156 143
4 0.3 2 0.2 4 0.3 2 0.2
308 4.7 219 20.1 177 14.3 211 19.3
676 544 552 50.6 676 54.4 552 50.6
3360 29.0 % $352 . 323 % $360 29.0 % $352 323 %
] L ] ]
Channel Product Grovp
Astal . T NeRey __ P _%NeBor  _Acual. %NoBo —Plan . _ZNaBoy
$3.356 1000 % $3024 1000 % $3356 100.0 % $3,024 1000 %
o oss 164 s18 370 551 164 515 10
— 2205 236 250 B30 ___280s ____ ®f —2509 A
a3 13.0 “91 162 205 11 325 108
169 50 181 s3 84 2.5 72 24
%7 86 92 9.7 290 8.6 283 o4
10 03 12 04 81 24 136 45
101 3.0 64 21 213 63 48 16
—NA . NA — o NA AL _S1 k2 -]
— Lo 289, 100 317 PG N\ SR . ¥ JS ¥ A—— ¥ 3
—_—ly 532 )40 492  ___ 1673 498 — 1467 __ 455
1 00 ] 0.0 1 0.0 1 00
[0 29 I 3. o8 29 111 17
155 45 s2 1.7 s 1.0 s2 1.7
410 122 493 163 NA NA NA. NA
NA NA NA NA 399 na an 156
— 0§ 9 03 21 06 9 _ 03
—_—it 204 & 220 . 5M ____ 163 _—es 212
—ler7 503 o de87 __ . sss ey _ S0 —ls8 3SR
Tsulle ___wae sy 222% Sl L% —le ——ill®

* S&M non-specific is, in general, S& M people and facilives bess PSS.
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REVENUE SUMMARY ANALYSIS

Reading and interpreting the revenue summary: This report provides a summary view of MS’s revenue,
associated licenses, and resulting revenue per license. Given the size, multiple sources and complexity of MS's
revenue, there are limitations to the conclusions which can be drawn from such highly summarized data. The
explanation below may help the reader better understand this data and its relationship to other information
presented in this report.

Revenue Summary Categories:

¢ Lineson thé Revenue Summary provide essentially a product unit level view of revenue. Exceptions to
this general rule are:

e MS Office is further segregated by environment (Windows versus Mac) to give greater visibility to
this key Desktop Application product.

« The Advanced Systems BU is shown in groups of product families, to provide increased visibility to
several key strategic products in this area, including Windows NT and NTAS.

« Revenue Summary principally details software products sold through the finished goods channels, since
they are the most complex in terms of:

« the number of different products sold,

o the varicty of ways in which products are sold (full packaged product, competitive upgrades, version
upgrades, maintenance, license packs, Select agreements) and

+ the range of prices of these various product offerings.

+ Revenue generated from sales of items such as books, promotional copies of software, manuals and raw
materials, is aggregated separately in the line entitled “Other materials™, just below the “Finished Goods
Revenue™ subtotal. These items® prices can differ significantly from those of MS's software products, and
are segregated because of their potential to distont Revenue per License calculations.

» OEM Revenue is included at the bottom of the report in a single line.

Bundling:

e The Revenue Summary views products in the ways in which they are sold. For example, Excel is sold
both as a stand-alone product and as part of various “bundled™ products, principally MS Office. On the
Revenue Summary Report, only sales of stand-alone Excel are included in the Excel PU lines. Note that
this phenomenon sometimes crosses Product Division lines, as sales of MS Mail sold via the Office and
Office Pro bundles will be shown in the Desktop Applications Division section, while stand-alone sales of
MS Mail will be shown in the Workgroup BU line.

e Revenue figures shown in the various Product sections of this report include sales of those products,
regardless of the vehicle through which they are sold. In other words, Excel revenue shown throughout
the Product sections will include sales of both stand-alone Excel and an attribution of sales from MS
Office, MS Office Pro, ExcelyWord bundles, and any other bundled products of which Excel is a
component. .
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Mix Issues:

e As stated above, the Revenue Summary report is basically a Product Univ/Business Unit level view. This
can differ from the views of various products presented in the Finished Goods Top Products listings shown
in the Channel sections which display revenue of specific product families. For example, while the
Finished Goods Top Products listings show revenue of the Excel family, the Excel PU line of the Revenue
Summary includes several product families in addition to Excel, such as Multiplan.

e Revenue figures shown in the Finished Goods Top Products listings do not include maintenance revenues,
unlike the Revenue Summary. Because the nature of the revenue siream generated by the company’s
maintenance products is substantially different from that generated by the sale of other software licenses,
combining it with these other revenue can distort pricing comparisons.

e Below is a reconciliation between the WW Finished Goods figures shown on the Revenue Summary
Report for the Excel PU and the Finished Goods Top Products listing for Win Excel, which may illustrate
some of the differences between these views:

Family Environment  Type Revenues Licenses Rev/Lic
|Excel New User: ,
Excel Windows Full Packaged Product $109 394 $276
’ License packs 31 135 232
Competitive Upgrade 30 252 121
Academic 15 189 78
Select 6 35 168
Special Agreements 3 28 96
OEM Packaped Prod : 1 12 114
Total Win Excel New User per
Finished Goods Top Products [ $195 1,045 $187)
Excel Mac New User $27 161 $165
Multiplan ~ MS-DOS New User 2 14 160
Excel PM & OS/2 New User 1 5 250
Total Excel PU New User per -
Revenue Summary | s$225 1,225 $184]
Excel Existing User: {
Excel Windows Version Upg (Box) $46 867 $53
Version Upg (License) 3 36 18
Version Upg (Select) 0 4 9
Version Upg (Spec Agree) 0 1 84
Total Win Excel Existing User per
Finished Goods Top Products [ o %07 s54]
Excel Windows Maintenance $4 128 $27
Excel Windows Select Maintenance 0 4 37
Excel Mac Existing User ~ 7 81 87
Multiplan ~ MS-DOS Existing User 0 1 97
Excel PM & 0S/2  Existing User 0 10 10
Total Excel PU Existing User per
Revenue Summary { $60 1,130 $53]
MS 0159386
CONFIDENTIAL
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REVENUE SUMMARY ANALYSIS

REVENUE SUMMARY ANALYSIS
(REVENUE IN MILLIONS, UNITS IN THOUSANDS)

Q94-3

WIN Office

MAC Office

Excet PU*

Word PU *

Graphics PU*

Project PU

DAD BU New Users **

WIN Office

MAC Office

Excel PU *

Word PU *

Graphics PU*

Project PU

DAD BU Existing Users **

Basic PU

Database Mgmt (Access) PU *

Fox Database PU ¢
Languages PU’s
DDT BU ¢

Entry PU

Multimedia Publishing PU
Works PU

Consumer BU

Hardware BU
MS-DOS BU
Windows BU

Win NT Family

Win NT Adv. Server Family
Win NT Server (SQL.SNA)
Other Operating Systems PU
Advanccd Systems BU

Workgroup BU*

Digital Office Systems PU’s
ACT and APDPU's

Other PU's

Other

Finished goods revenue
Other matenials

Total FG gross revenue

, Press
OEM gross revenue
Revenue adjustments

Net revenue

HIGHLY
CONFIDENTIAL

AZ

——Revenue perLicense
Acual _Plan_ . %Var _Actual . Plan. _%Var _Acual. _Plaa %eVar

* excludes allocation from sales of Office bundles
¢+ includes database and MS Mail products sold through Office bundles

Note: The Office revenue related to the Office Guarantce Program is included in the detail and the deferral amount is then pulled
out through the revenue adjustments line.

S6

Revenue, Licenses
274 181 $1% 860 - 5719
20 21 6%) 60 60
104 91 15% 580 546
67 97  (31%) 468 578
12 1 4% 71 69
24 31 (5% _68 _._ 99
500 432  16% _2114 _1932
53 28 91% 364 153
4 5 (23%) 35 19
42 40 5% 357 548
28 30 (8%) 298 321
2 3 (49%) 263 237
— 4. (15%) __10 _ 38
—J30. 110 17%  _1827 _ 1315
17 14 21% m 95
25 46  (45%) 180 257
14 25 (45%) 116 124
2l .23 (0% __ 117 . 109,
11 __ 08 (29%) __.S24 __S8S_
V7 19 (8%) 555 430
2 6 259% 182 110
24 29 (17%) __3715_ __401L.
63 53 17% _1312 .. 941
36 42 (12%) __683 __ 602
3 25 (6% __ 118 _ S16
80 ___ 44  84% _1531 _ 672
1 38 (96%) 4 186
8 17 (38%%) 12 15
8 10 (18%) 1 9
_ 7 __ 4 8% __26 _ 11
S 25 ___ 65 (62%) _._S2. _.220
16 ___14 2% __2380 _ 173
0 2 (94%) 2 21
1 3 (%) 49 83
—4 5 (5% _ 25 __48
5. 1L (52%) .15 _ 152
935 904 % 8616 7110
2. 0 na 420 O
962 904 6% 9036 110
8 8 %)
343 204 68%
~—(69) __Q26) 169%
2244, 31001 4%

49%
(0%)
6%
(19%)
12%
(31%)
9%

139%
85%
56%
(%)
11%

" (13%)

39%

17%
(30%)
%)

8%
(10%)

29%

245%
(1%)
39%

13%
11%)
128%

(98%)
22%)
29%
128%
(76%)

119%

(93%)
41%)
(49%)
(51%)

21%
n/a

27%

$319 3313 2%
31 351 (6%)
180 166 9%
142 167 (15%)
152 165 (8%)
345 314 10%
237 224 6%

147 184 (20%)
105 253 (59%)

49 13 (33%)
93 94 (1%)
7 1S (4%)
102 il0 (%)
n 84  (l16%)

150 145 3%
140 179 (2%)
120 204 (41%)
181 216 (16%)
W1 185 Q%)

ki 43 (29%)
57 55 4%

63 72 (11%)
48 57 (16%)
53 . 69 3%)
29 48 (40%)
53 65 (19%)

37 207 81%
07 883 (20%)
750 1,176 (36%)
276 335 (17%)
479 297 61%

41 80 (49%)
92 110 (16%)
16 41 (61%)
171 102 66%
69 70 2%)

109 127 (15%)
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REVENUE SUMMARY ANALYSIS

REVENUE SUMMARY ANALYSIS
(REVENUE IN MILLIONS, UNITS IN THOUSANDS)

FYTD®4

WIN Office

MACOffice

ExcelPU*

Wond PU*

Graphics PU *

Project PU

DADBU New Usens **
WIN Office

MAC Office

Excel PU*

Word PU*

Graphics PU *

Project PU

DAD BU Existing Users **
Basic PU

Database Mgmt (Access) PU*
Fox Database PU *
Languages PU's

DDTBU*

Entry PU

Multimedia Publishing PU
Works PU

Consumer BU

Hardware BU
MS-DOS BU
Windows BU

Win NT Family

Win NT Adv. Server Family
Win NT Server (SQLSNA)

Other Operating Systems PU
Advanced Systems BU

Workgroup BU*

Digital Office Systems PU's
ACTand APDPU's

Other PU's

Orher

Finished goods revenue
Othermaterials

Total FG gross revenuc

Press
OEM gross revenue
Revenue adjustments

Net revenue

Revenue

Acual _Plan = _%¥ar
689 489 1%

61 55 1%
225 24 1%
248 286  (13%)

27 27 0%
58 2 4%
1318 _L1S2. M%
us 70 65%

8 N Q1%)

60 86 (31%)

87 100 (13%)

4 6 (39%)
— 1 (55%)
217, 280 (%)
s1 Q2 2%

73 101 (23%)

45 80  (45%)

— 55 54 %
223 211 Q0%)
82 59 40%

4 19 153%
60 11 (10%)
198 __ 18  29%
I 13 (17%)
a1 89 (1%
205 __ 341 46%
26 120 (78%)

20 2 (5%

19 30 (3%
—26 .11 58%
.91 __ 198  (54%)
46 .41 1%
| 7 (86%)

6 11 (43%)
8 12 (2%
15 ___30 (50%)
12532 2494 2%
1’ 0 n/a
2609 2494 5%
pr) 2 (1%)

830 579 4%
(o8 .01 4%
33356 5300 1%

* excludes allocation {rom sales of Office bundles
*# includes database and MS Mail products sold through Office bundles

Note: The Office revenue related to the Office Guarantee Program is included in the detail and the deferral amount is then pulled

out through the revenue adjustments line.

HIGHLY
CD\&\-\‘HDENT'!AL

_Actual _Plan. _%Var. _Actual _ Plan

__Licenses
2032 1518 34%
174 154 12%
1225 1300 6%)
1629 1667 %)
179 165 3%
204 227 (10%)
_S402 _5030. 8%
m 363 114%
73 49 1%
1,130 1220 %)
917 1,066 (8%)
296 345 (14%)
4 _ 16 (3%%)
3300 Al 6%
379 294 29%
434 536 (10%)
3 401  (2%)
2 _ 282 21%
1516 1513, 0%
2339 1419 65%
828 324 156%
1149 _ 1067 8%
_4316 2800  54%
1931 __ 1895 2%
1328 1791 (26%)
3708 2163 7%
120 §14  (19%)
30 42 (28%)
15 0 145%
—Jo8 71 5%
3 T (54%)
—1)91 _ SSO. 116%
10 66  (85%)
298 289 3%
— 3 __ 1R %
34l __472 (8%}
23406 20,051 17%
23N nla
25776, 20081, 9%

3339
351
184
152
154
332
242

148
15
53
89
12
70
84

135
151
143
160
147

35
57
60
46

58
35
55

215
682
249
242
23

k)3
103
238

44
108

$32 5%
355 (1%)
1m 1%
1M (11%)
166 (%)
3nn 6%
229 %
192 23%)
250 (54%)

n (26%)
94 (5%)
17 (29%)
9 (271%)
90 %)
142 (5%)
189 (20%)
201 (29%)
191 (16%)
183 (20%)
41 (15%)
58 {1%)
72 (16%)
55 (16%)
n (13%)
49 (219%)
65 (15%)
209 3%
760 (10%)
976 (14%)
233 " 4%
275 (1%)
s (49%)
110 (1%)
37 (45%)
100 139%
63 (30%)
124 (13%)
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SUPPLEMENTAL INFORMATION
Abbreviations, Acronyms and Terms

ACT Advanced Consumer Technology

AIMME Africa, India & Middle East

APAC Asia Pacific, Australia, New Zealand,
Singapore, Malaysia, Thailand, SE Asia

APD Advanced Product Development
APl Applications Programming Intertace
Apps Applications

AT Advanced Technology

BiDI Bidirectional

BU Business Unit

cpPU Central Processing Unit

CSA Client Server Applications

csl Consumer Software, inc.

DAD Desktop Applications Division

DBCS Double Type Character Set
DBMS Database Management Systems

Dov Database and Develapment Tools

DFF Domestic Focus Factory

DK Doding Kindersley

DLL Dynamic Load Ubrary

Domestic Redmond, Campus North, Puerto Rico and
Workgroup Canada

Dos Disk Operating System

0SsO Days Sales Outstanding

DsP Defivery Service Partner

EBIT Earnings Before Interest & Tax

ECU European Cunency Unit

EMS Enterprise Messenging Server

EPS Earnings Per Share

ERISA Employee Retirement Income Security Act

ESPP Employee Stock Purchase Plan

EV Equivalent Units

F8A Finance and Administrative

FG Finished Goods

FX Foreign Exchange

FYTD Fiscal Year to Date

GAAP Generally Accepted Accounting Principles

G8A General and Administration

GLVR Government Large Volume Reseller

GPS Great Plains Software

(ci}]} Graphical User Interface

GULP Global Update License Pack

ICON intercontinental: Latin America,
AIME & APAC regions

IFF International Focus Factory

IFG Iintemational Finished Goods

IOEM International Original Equipment Manufacturer

IPO Initial Public Offering

IPR Inteflectual Property Rights

ISDN integrated Switched Digital Network

1SO Int Standards Organization

1SV independent Software Vendor

TG Information Technology Group

JT Just-In-Time Manutacturing

LCA Law & Corporate AHairs

(13 Lan Man 2.0Lng Languages

Lot Letter of Intent

LTO Life to Date

LVR Large Volume Reseller

MAE Macintosh Applications Environment

MCS Microsoft Consulting Services

MD&L Manutacturing, Distribution & Logistics

MED Microsoft Easy Distribution

MET Management Expense Tracking

ROW

S&M

SKU

HIGHLY
CONFIDENTIAL

Microsoft License Pack

Microsoft Open License Pack
Microsoft

Microsoft Developer Network
Microsott Information Network
Microsoft Support Network

Microsoft University

MicroUnity Systams

Nonqualified Stock Option

Nationwide Wireless Natwork

New Technology

New Technology Advanced Server
Office Business Unit

Open Database Connectivity

Original Equipment Manufacturer
Object Linking and Embedding

Online Services

Operating System

Other Operating Systems

Operations Service Center

Personal Computer

Peripheral Component Intertace
Personal Communications Service
Prepaid Balance

Peopla’s Republic of China

Product Support Services

Product Unit

Research and Development

Raw Materials

Restof World: Far East & ICON channels
Release to Manutacturing

Sales and Marketing

Santa Cruz Operation

Software Developer's Kit -
Securities and Exchange Commission
Scientific and Engineering Tools

Stock Keeping Unit (part number)
Systems Management Server {formerly Hermes)
Sales, Marketing and Service Division
Standard Network Architecture
Solutions Providers

Software Publishers Association
Systems, Peripherals & Accessories Group
(hardware)

Structured Quary Language
Suggested Retail Price

Systems

Unspecified Product Billing
Upgrade

Video Graphics Array

Volume Purchase Program

Wide Area Network

World Class Manufacturing
Windows for Workgroups
Workgroup Applications
Windows

Works

Worldwide Operations Group
Worldwide Products Group
Workgroup

Worldwide Sales

Worldwide Sales & Support Grou,
Worldwide PP P 01 59 389
Extended License Agreement CONFIDENTIAL
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SURVEY

HIGHLY .
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This redesigned board book reflects informal feedback we have received. Please take a moment to complete the
following survey. Your responses will help us keep pace with your information needs. Detach the page, fold,

staple, and drop it in the mail. Thanks,

Audience profile BOD BOOP StVB VR Mer Hnanx
Protucs Developmens [ 1 [ 1 1]
Sales & Marketing &S [ 1 [ 11110
Worldwide Operations [ S S S— —
Huaman Resources | I . | 1L 1t 101
Other: a3
Focus: Domesic [ ]  International [ ] Wordwide [ |
*2* one box shat describes your function best & one box that describes your geographic focus
Incfective / Effective Improvement suggestions:
Relating business to financial impact | I A I | | |
Fidudary Ci 11 1 11
Product sales CIL 1T 1 1 11
Product development & invesiments T 1 ¥ 1 1.1
Industry CIr T 1 1 11
International aspects Cr 1T 1 1 11
Channels, distribution, & customers N R R I N
Marketing C1Ir 1 i i1
Worldwide Operations (MD&L plus) 1T 1 11 1
Human resources rclated I I R N I I |
Stock related 1T 1 1 1.1
Overall CI— 11 i i 1
Your stvle & our progress content tradeoffs & mix
0/100 50/s0 100/0
Bullets CI1. 31 1 1§ | Ppamgraphs
Text T 1 1 1 ] Tables&chans
Tables(ofnumbers) [ [ | T 1 1 Trend graphs
Tables (of numbers) [ [ | T 1 1 Pie charts
Financials T 1T T | | Businessinformation
Please use the following indicators: ‘x'= today’s book , ‘0" = your ideal book
Comme: additional { ati

How to Receive Additional Information

As the book has become increasingly more condensed. y
email your requests 10 Lindm, Sharonal or Gregma.

appropriate person(s) for action.

ou may find that you need additional information. Please
Your request will be acknowledged and routed to the
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L. Morgenstern  8N/2194
Microsoft Corporation
One Microsoft Way
Redmond, WA 98952
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