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INCOME STATEMENT & KEY RATIOS

(IN-MILLIONS)
Q94-3
Actual Plan Variance
) % S % S %
Net revenue $1,244 1000 % $1.091 100.0 % $153 14 %
Cost of revenue 208 16.7 186 17.1 (22) (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 73 90 83 (5) (6)
Other expeases 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 20.6 % $250 29 % $6 3
Net income (excl. Stac) $336 270 % $250 29 % 386 34
L
FYTD94
Acrual Pl Variance
S % $ % S %
Net revenue $3,356 100.0 % $3.024 100.0 % $332 11 %
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 24.0 904 299 99 11
Facilities expense 274 82 279 9.2 s 2
Marketing expense 286 8.5 287 9.5 ! 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 33.4 822 272 296 36
Nonoperating income 64 L9 69 23 (6) )
Income taxes 398 11.9 302 10.0 (96) (32)
Net incame 3784 234 % $589 195 % $194 33
Net income (excl. Stac) 3864 257 % $589 19.5 % $275 47
Metrics Summary (dollars annualized in thousands)
093-1  0Q93-2 0Q93-3 Q934  Q94-] Q94-2 (Q94-3
Net revenue per employee $275 5299 $287 5294 S271 3308 $337
People expense per employee 69 68 66 n 73 74 ER]
Facilides expense per employee 23 23 23 26 21 23 31
Marketing expense % net revenve 10% 12% 10% 7% 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%
HICHL Y
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MICROSOFT & COMPETITOR HIGHUIGHTS

MICROSOFT & COMPETITOR HIGHLIGHTS

Microsoft

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

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

®  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 laze December, with significant revenue tmpact to Q94-3.
®  Stong sales of Windows; users exceeded 50 miltion.

* Swrong 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%).

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

® Headcount increased by only 36 1o 14.773 in Q94-3 (11% below plan) resulting in significant positive
variances in conmrollable expenses.

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

Novell

* Agreed 10 purchase WordPerfect for stock valued ar $1.4 billion (at the time of announcement) and
Borland’s Quanro Pro spreadshest for $145 million in cash.

*  Hired Hewleu-Packard VP Rober J. Frankenberg as president and CEO.
® Released Novell DOS 7.0 in January. .
e Sold Sun Microsystems a fully-paid license for Unix system technology for $82 million.

* Announced joint venture with AT&T 0 create a telecommunications and computer network based on
Notes. Lotus shares jumped up 35.75 following the announcement to close at $85.50.

* Shipped Lotws Notes Pager Gateway for SkyTel, a wireless messaging system.
*  Cut Improv price from $495 10 $125 and positioned it as an add-on for spreadsheets or databases.
*  Halted development of Deskiop applications for Mac and Power PC.
* 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).
WordPertect
¢ Laid off 1,025 employees, leaving about 4.900 workers worldwide.

* 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.

¢ Announced an around-the-clock paid suppon program for its word processing customers. -
* 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. worﬂo¢e by 200 people (14%).
e Keith Maib. a parmer in Price Waterhouse business wrnaround services group. named COO0.
* Channel inventory remains at high levels.

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

COMPARATIVE CASH FLOW & BALANCE SHEET

Cash Flow Summary

CONFIDENTIAL

QM-2 Q94-3 Qhange
Cash and short-term investments. beginning of quarter 32532 52,796 264
Cash flow:
‘Net income 289 256 (33)
Depreciation and other non-<cash iteas 9 167 108
Cash fromopenations 348 423 75
Comon stock issued 45 103 58
Comamon stock repurchased ©2) (147) (55)
Stock option income tax benefits 43 . 45 2
Cash used in financing 4) 1 3
Additions to property, plant, and equipment (63) 9 ©
Other (15) (13) 2
Cash used forinvestments (78) (82) 4)
Effect of exchange rates on cash 2) 5 7
Net change in cash & short-term investments 264 347 : 83
Cash and shon-term investments, end of quarter £2.796 33,143 $347
Balance Sheet
(in millions)
Dec. 31. 1993 Mar. 31, 1994 Change
Assets .
Carrent assets:
. Cash and shan-term investments 2,796 2% 83,143 64% $347 12%
Accounts recavable - nex 450 10 s n 62 13
b ventaries:
" Raw materials - 54 1 56 1 2 4
Rinished goods 76 2 75 2 {1 [(4)]
Toal invenianies 130 3 131 3 0
Ocber 96 3 116 1 20 21
Toml arrrent assess kX773 78 kX751 79 430 12
Property. plant, and equipment - nec
Land 144 3 160 3 16 11
Buildings N 3 383 8 9 2
Leaschold improvements 70 2 69 1 m (N
Fuminzre & equipment 92 2 9% 2 4 4
Computer equipment 233 S 210 4 23) (10)
Towal property, plant. and equipment - nec 913 20 918 19 S )
Octher assets 91 2 96 2 5 )
Toal assets 0% RGN 30 10
Liabilices and Stockholders’ Equity
Current liabilices
Accounts payable S 242 5% $ 296 % S 54 pa)
Accrued compensation 9 2 7 1 (28) (28)
Income wxes payable 211 5 219 4 8 4
Litigation accnual 0 0 120 2 120 NM
Ocher 188 4 208 4 20 1l
Total agrent liabilites 740 16 914 17 174 24
Stockholders’ equity: .
Common stock and paid-in capial 1.232 28 1373 29 141 11
Retained carnings 2.514 56 2.639 54 125 5
Toal sockholders’ equity 3,746 T 4012 3] 266 7
Toal liabiliGes and stockholders’ equity U 0% . % T 10
MSc 00402979
—_— — —_—
Microsoft Resutts HIGHLY 5
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094-3 Top ProoucT SaLes FLasH

Q94-3 Tor PRODUCT SALES FLASH
(Gross revenue in mxlhms.hcam in thousands)

MS-PCA 2612278

Gross Revenoe Licenses

Finisbed Good Top Products: Actmal Pl % Plan Actal Plan % Plag
Win Office, New Users 3216 3145 149 % krdl 491 147 ¢
Win Excel, New Users 95 74 128 529 - 433 2
Win Office Pro. New Users 58 36 . 162 139 88 159
Win Word, New Users 52 76 69 ' 342 449 76
Win Office. Existing Users 42 19 219 214 93 229
Win Excel, Existing Users 39 28 137 ™ 413 192
Windows, New Users 36 26 140 516 37 137
Access 24 42 57 173 US n
Mouse Hardware Only 24 17 140 466 295 158
Win Word, Existing Users 23 22 107 237 pox 106
Win Project 22 32 67 66 118 56
Mac Office, New Users 20 20 98 60 58 104
Win Warks 18 17 104 n 204 133
WFW, New Users 16 7 232 3u 7 . 420
WFW, Existing Users 14 6 252 348 10 345

. Win Visual C++ 14 13 109 K4 7 112
Win Encara 13 2 739 189 11 1791
Win Powerpoint 11 11 103 321 n 118
Win Visual Basic Pro 10 s 188" 44 3 190
Windows, Existing Users 8 4 37 199 84 237
Windows NT Advanced Server 8 13 62 12 15 i

Total $765 3616 124
Gross Revenue Licenses
OEM Top Products: Actal Plan % Plan Actual Plan % Plan
MS-DOS 3137 399 1383 % 7.069 5934 119 %
Windows ) 108 69 156 - 5901 4,022 147
Mouse 18 6 319 1.2m 489 T 261
osn 13 8 170 516 506 102
Works 10 6 164 1,032 581 178
Totat $286 3188 152
Note: Gross reveaue is shown since adjusuments to revesue are not made at the prodoct family level

Highlights:

* The wp 20 products above represented 79% of total FG gross revenue. Top products represented 89% of
total OEM gross revenue.

*  Gross revenue from Win Office, new users. was 149% of plan due w0 the release of the upgrade version of
localized product in Europe and continued suong sales of suite products in North America.

*  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 1o suite
products.

*  Gross revenue from Win Excel. new and existing users. exceeded plan. The English version of Win Exce}
released in December, causing stong Q94-3 revenue sell-in. The release of the Japanese version of Win
Excel 5.0 and European localized versions also positively influenced the quaner.

* Access 2.0, onginally scheduled for RTM duning Q94-2. slipped 10 an actual RTM of Apnl 7. 1994,
Access was only 57% of plan gross revenue for Q94-3. :

6 HIGHLY
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FYTDS4 Top Product Sales Flash

FYTDS4 Top PRODUCT SALES FLASH
(Gross revenue inAnltinions. licenses in thousands)

Gross Revenue Licenses
Finished Good Top Products: Agtual Ban % Par Agpal Ban % Pan
Wip Office, New Users $554 3401 138 % 1,738 1306 133 %
Wig Excel, New Usens 195 184 106 1.045 1.045 100
Win Word, New Users 189 217 87 1,147 1242 92
Win Office Pro, New Users 134 38 152 294 2n 139
Wiadows, New Users 114 | ¥ 139 1,713 1191 144
Wia Office, Existing Users -89 51 175 442 245 180
Access 70 9 75 457 510 90
Win Word, Existing Users 70 s 92 714 784 91
Mouse Hardware Ounly 69 51 14 1.285 877 147
Win Projea 62 70 89 1321 262 73
Mac Office, New Users 61 53 114 173 149 116
Wis Excel, Existing Users 49 66 74 907 979 93
Wia Works 47 48 93 742 611 21
MS-DOS 36 ] 41 1.069 1791 60
Wia Visual C++ 33 32 102 im 172 103
Win Visual Basic Pro 32 17 1} <] 178 85 207
DOS Flight Simulator 29 n 275 909 331 278
WFW, Existing Users 28 19 146 629 341 18$
Mac Word, New Users 28 42 67 261 302 86
WFW, New Users 7 20 131 462 226 204
Mac Excel, New Users 27 39 69 161 250 64
Total $1.941 $1,748 mn
Gross Revenae : Licenses
OEM Top Products: Admal Baa % Plan - Adual Bag % Plag
MS-DOS $327 $285 15 % 16,668 16,759 %
Windows 265 17 143 14,885 8,063 185
Mouse 47 17 wn 3.093 1366 226
osr2 26 20 131 1249 1287 99
Works 26 17 158 2.604 1.598 163
Total $691 $517 134

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

* The top 20 products listed above represented 74% of 1ol FG gross revenue. The OEM wp products
represented about 83% of the OEM gross revenue.
*  Gross revenue from Win Office exceeded plan by 38% due to the increasing market for suite products.

* Lower PC prices. increased penetration of naked systems, and a growing consumer market were factors
contributing to the swong FYTD94 OEM results.

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

factors: long sales cycle of Win NT. the lack of 32 bit applications and an overesimate of the market
demand for this product.

*  Consumer gross revenue exceeded plan due to the expanding home PC market. PC Flight Simulator was
275% of plan. Win Encarta was 412% of plan, and Win Publisher was 166% of plan.

HIGHLY
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FY94 KEY PRODUCTS RELEASE SCHEDUWLE

FY94 KEY PRODUCTS RELEASE SCHEDULE

Business Unit / Product:

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 Encana, 1994
Win Works 3.0
Money 3.0

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

HIGHLY
CONFIDENTIAL

Gross Revenue (in millions)®

RTM Dare FYTD9%4 FYS4
Actual  Plan Acmal Plan Vahance Plan
0ct-93 Sep-93 $618 $546 72 8136
Dec-93 Oct-93 $593 3491 5102 661
Feb-94 Jan-94 $120  $90 $30  s126
Apr-94 Jan-94 65  $T2 ($7) 395
Jul-94 Mar-94 367 380 (S13) s133
May-94 Nov-93 $65 584 ($19) 3116
Jun-94 Feb-94 15 316 ($0) 323
Oct-94 Apr-94 s8 $7 s0 Si2
Apr-94 Dec-93 101 Si14 ($13) s155
Dec-93 N/A $33 8§32 s1 342
Mar-94 N/A $27 341 ($14) $53
Oct-93 N/A - 3405 $374 $31  s501
Nov-93 Aug-93 362 539 $23 $52
Jul-93 Jun-93 $21 836 (S15) 356
Jul-93 Jul-93 $27° 123 ($96) $169
Aug-93 Jul-93 $15 s18 (33) $23
Sep-93 Nov-93 $50 319 $31 $25

Mar-94 Mar-94  (combined w/ Charger OEM Mouse)
Jul-93 Jul-93 $7 59 (52) Sit
Oct-93 Jul-93 $6 s9 ($3) s14
Jul-93 Jul-93 $25 515 sio $20
Sep-93 Sep-93 331 312 519 $13
Sep-93 Sep-93 $28 $6 2 $8
Oct-93 Oct-93 370 363 57 $90
Jan-94 Oct-93 $6 58 (52) $10

HIGHLY
CONFIDENTIAL MS-PCA 2612280
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SUMMARY

Results of Operations
(IN MILLIONS)
Q94-3
Net Revenye Gross Profit Responsibility Margin Coetritution Margin
Acual % of Plan Acual % of Plan Acual % of Plan Acaial % of Plan
North America FG $3752 % % $2871.7 [73K3 $150.9 2 % 361.9 6l %
Europe FG 914 109 i >18 | 109 258 113 1303 104
ICON FG 68.0 92 517 92 6.7 s 1.0 46
Far Eant FG 8.2 158 70.2 174 (- &} 25 26.3 NM
OEM 29 158 307.0 157 26.6 19 2023 216
Ocher LN - (23 (1.6) . (39) —_mn NM (68.2) (429)
Worldwide —st'{tT 114 $1.036.7 s 3657.9 1 T3035
. AEE—— T R EE———
Net Revenve Mix Grous Profit % Net Revenue Resp Mgn % Net Revenue Contr Mgn & Net Reveaue
Acual Plan Acual Plan Actual Plan Actual Plan
North America FG 0 % k3K 3 n % 30 < 0 % Q2 % 16 % 2% %
Europe FG ‘ 31 33 2 ¢ ] L $3 33 3s
ICON FG s 7 7% 76 ¥ : » 10 2)
Far Eant FG 7 5 30 n 55 k7 30 )
OEM 26 19 95 % 19 23 63 46
Cxher (0) 1 95 57 NM (162) NM 214
Worldwide 100 % 100 % k] &) b3 5 29 32
FYTD94
Net Revenue Groxs Prafit R:sm:ibil'ﬂ Margin Convibutios Margin
Acaal % of Plan Actua! % of Pan Acwmal % of Plan - Acmal % of Plan
Norh America FG $1.079.4 100 % 3828.7 9% % Qs 107 & 32403 15 %
Enrape FG 9763 9 8102 100 sas 107 371 104
ICONFG 195.0 92 149.1 92 767 10t 337 91
Fw East FG 2024 137 1563 145 91.0 2m 348 NM
OEM 8463 146 8003 laa 99 145 5193 199
Oher 553 P2 5] 60.0 breg {69.2) NM 371.3) 3%
Warldwide 33.158.7 11 $2.804.6 112 $1.793.0 121 511188 136
Net Revenve Mix Gross Profit % Net Reveave Resp Mgn % Net Revenue Coor Mge % Net Revenue
Acual Plan Acmal Plas Actual Plag Actia) Plan
Narts Amaica FG n e 36 % e 0 % 39 % 37 s 2% il %
Eurape FG 29 33 13 n 54 50 34 R
ICONFG 6 7 76 16 3 36 17 17
Far East FG 6 5 n kp ] 45 30 17 3)
OEM 28 19 95 9% v ¢ 61 45
Oher 2 1 107 1] (124) 210 (67 sn
Waridwide 100 % 100 % 2] ] 53 49 3 7
MS-PCA 26
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Summary

FiNniISHED GOODS TOP PRODUCT SALES FLASH

GROSS REVENUE (IN MLLIONS)
Qo4-3
Nerts Amena Ewrepe JCON Far East Worldwade
Azal Sha Amal SBa Azal SPa Axzal Sk Amal  SPhs
Wiz Offica. New Users ;3 m % f T (73K 3 3163 14 & LK) %% - o % ¢
Wa Bzl New Umn 34 137 My L] 57 m 132 b} 5.4 -1
Win Office Pro. New Users [ X} n LR ST 13 528 o3 NM s8.0 02
Wia Word, New Users L7 30 349 o al ] a 523 ®
Wia Offia. Exummg Usns 13 ass 161 150 (%} 30 4 130 as me
Wis Exerl Eximang Users 28 26 156 2] ] .1 ] Ly 53]
Windowr, New Usars 194 18 (%] - at n b1 ] 7 18] 140
s 8.1 a 4 ® o 3¢ & 14 ne 51
Moum Hardware Only 7%} 168 . o 13 ns 2 m u1 140
Wis Word, Eximng Users [« L] 15.1 128 os n (WY ]} ] B3 107
Wis Pronct na $7 3 n 13 L] o3 m n7 [
Mac Office. New Usars e (] e 124 04 0 2’ m 00 o«
Wia Works 13 ) 122 21 142 (Y] 3 e 106
WFW, New Users .0 w? (ST 11 13 (1] . 158 B2
WFW. Eusmg Users 37 190 LY L1 e oo % s 293
Wiz Vimal Coe 1] n 3 134 04 1 a 16 (73 100
Wis Eaaru a2 o 12 m (U Y (Y] NM 136 ™
Wis Powarpomt 8.0 138 19 6 04 » a2 n ns 103
Wis Vieus| Basic Pro X 137 31 1S [TEE -] ¢ m (Y] 188
Windows, Eustmg Usens 2 sm 23 714 o6 o 0.4 1) e m
Windows NT Advanced Server 33 [+ L} «© o6 n 13 161 12 [51
Mac Bxonl. New Users L n 14 3 T a3 “ a1 1 (7] 30
Wis FoaPro 38 k2] 21 3 0 2% o3 1o 71 «
Mac Word. New Users 33 13 24 5 [X] % 07 9 58
MS-DOS 1 e ER] 9 o 3 02 . a 1
Win Publisber 23 160 1S - 06 0s 241 00 NM a 141
DOS Warks - 11 © 18 © 04 ] 1.0 02 39 “
Wis Offiee Pro. Euustng Users 0.0 [} s 340 0.0 0 0.0 NM 3s %
DOS FoaPro 12 36 L1 s0 0.4 z 02 a 3 37
Windows NT (o2 NG IYY 1.4 10 0.0 1 23 b-)] 1.4 .
Toal 3224 . 53833 333.0 I35 3308 1
Highlights:

* North American gross revenue from the p 30 products represented 81% of total gross revenue for the
- region. Win Excel 5.0 was launched in December 1993, with strong sell-in during Q94-3. Sales of Win

*  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 sgong through Q94-3.

¢ ICON gross revenue from the top 30 products represented 80% of wtal gross revenue for the region. Gross
revenue from Win Office. new users, was suonger than planned: however, this variance was offset by
lower gross revenue from existing users.

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

HIGHLY
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SUMMARY

FiNiSHED Goobs Top PRODUCT SALES FLASH
GRoss Rsvenue(gq,uwous) :

FYTD94 -
Neres A @ | ICON far Eam Vel e
Ao f 9.7 1 [ 5.7Y Acsal SBa Al Sha Admal KA
Wis O, NowUmn ns s 8.8 ms - X) ms M 1 % pLUR s
Wi baad, NewUnmn [ A s ue ”» ()] 1) 300 " 1951 10
Wis Ward, Now Uses 0 n 1080 * o [ B3] »” 1) n
Wis Offe Pre, New U 1 » "7 o ws L4 (X N 1343 151
Wiagow, New Unes 82 ) n? ”» 153 m n) n e} 5.}
Wis Ok, Enmug U b2 R ot e 1 [ . kL) & A4 "
Asames 2.7 » b X) ) 33 - 137 ns L\ k]
Wia Wad, Eameg Una -2 | » n ] .2 34 3 w7 "s n
Moums Hardware Ouly “p 199 1.7 - s p:-3 e ms “e 134
Wia repa pLB ] -] 204 ” [3 ] [} (14 133 0y »
Mac Offiex, New U a2 s 166 12t Q) n [ X 1. “y e
Wi Esenl. Samug Uns s L] ns ] .3 - . 1] -3 %
Wie Wars 152 ] %) ] [X} [ [} ] -y -
M -DOS 3.1 a 19 -3 3 L] 13 »n e LY
Wis Vil Coo © 13 L J 19 > 13 ns 2 n ns 2
Wis Vieal Bam¢ Pre [LX] 2] [ X} -1 2 s 19 1 3te -
DOS Right Sumetases me m 76 -y (1) 174 (X} » 2 s
WFW, Eamag Unn 1ns s 144 Q (K] 133 (5] -] ni3 e
Mac Werd New Lsers 173 ” 79 o 13 o . ase no o
WPV, Now Umnn "na ”s 1ns ” 31 ] [ 2 1 %7 ni
Mac Exal, New Unary na ] 3 E [ X} © (3] 109 6 "
Wi FxPe ns L J 0.7 [ ] b3 ) )1 14 1% k- 1% -
Windous NT X1 ] 7.4 ] 23 0 3 s B2 z
W Escwrs 2.0 s 23 LU} 0 [ 3 [+ N b-%] “«z
Wis Ptk sner 152 m .0 %] 12 m2 (1} o D 19
Wia Ponarpunc 16.6 D 47 » 2 L4 s n B} L
Wingous NT Atvasend Servr (LR} % LR 0 2 %3 bi ] 152 3 -
Winawes, Exsnng Unery ) 0 né © r i} 19 (&-] e2 1 2.1 188
DOS Wers .0 “ s » 13 o de » 2% »
DOS FamPre 43 b1 34 L 18 s 13 e 12 -
——3 —t —ld —t2
Toal $930.3 7)1 31687 31622 521313
Highlights:

* North American gross revenve from the op 30 products represented 78% of total gI0Ss revenue. As in
Q94-3. the FYTD94 revenue from Win Office. both new and existing users. exceeded plan. Win Office

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

* European gross revenue 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 caprured a dominant market share of the suite products, except Spain and
Benelux. DDT was 28% below pian primarily due to volume shonfalls. .

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

¢ 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
(US$ PER LICENSE)

Q943
North Ao CON i&"— Woridwnds

Agual D Axml Dm  Acal B A e szl By
W Offica, New Users . brey by ] 318 sus S0 29 6 00 329
Wis Excal New Userz 157 150 X6 e 120 1 137 n7 130 m
Wi Office Pro. Now Usen M2 ns Ll 09 ns al 194 NM 46 .
Wis Word. New Usens 1s 147 m 210 18 in 138 108 . 182 168
Wia Offica, Ensmg Users -3 P31 u2 3} 160 165 L] 43 1% 20%
Wia Excal, Exmang Uses » b % ] n -] M n « ®
Wiadows, New Users b » k3 k3 » (24 M o ° @
Accum 1o 165 197 07 m 140 » 119 141 m
Mowse Harg¢wars Ouly 2 [ 3] 5 5 Q ] b 3 2 s
Wia Word. Exsoag Users 3 34 114 m u 0 ”» [ 3 - =
Wis Proye m 83 34 3 3 151 m ™7 ne ns
Mac Offica. New Usens »? 3%é m bvs ] pi] 29 o= #1 m 15
Va Vo [} » n L} » E) ) Q 120 “
WFW, Now Users % 64 “ 0 & 108 L] % L s
WFW, Exnsmg Users n 5 L © 38 L » s Q o
Wi Visual Cos 149 17 m m 133 19 ‘e 08 12 137
Wis Escwrs n m n 189 - 157 k24 NM n m
Wis Powwpowt 0 n 164 - nz &0 n 170 3% 41
Wi Visusl Basx Pro m ™ 19 _ 190 p o 3 9 x? 7 pod ne
Wisdows, Existag Usen 43 » - ” 0 a3 2 Ls) < «Q
Wisdowa NT Advanced Server [} 08 “7 %2 < [ 3] 1417 62 g 3]
Mac Excal, Now Usenn 138 130 133 P | x 158 s 123 176 144
Vi Fafro 126 196 144 -1 15 160 19 192 136 110
Mac Werd, Now Users 100 1ns 64 m bs ] 140 a8 123 2 138
MS-DOS 141 » a n 1 N n” n n <
Wi Publsber b | 7 43 L 1 a - L NM (3] 15
DOS Waorks 45 2 n n n 54 124 122 - k)
Wia Offies Pro. Exssang Usen 173 244 %0 455 NM 3 NM N b1 ) - 2
DOS PoxPre 11é ns 161 bt 23 158 164 s 200 141 190
Wiodows NT 0 19¢ a3 7 ] 157 304 i 2 m 207

Highiights:

In Europe. prices for Desktop applications were reduced by 5% 10 15% during Q94-3 in order 1 maintain
market share. Prices were also affected by adverse foreign exchange wends. increased product bundling
and a shift towards license agreements.

For the ICON region. the price of Win Office was lower than plan due 0 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 2 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 impacied by foreign
exchange rate fluctuation in relation to the budgeted exchange rate. The average exchange rate for the
yen during Q94-3 was 107 w each USS. 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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Sumuany

FINISHED GOoDS ToP PRODUCT PRICING FLASH

(USS PER UCENSE)

FYTD94 :

Norts Amwrica Euwrocn ICON Fur Vorlowds
Al D Al -} Al Daa Al Baa Acal B

Wa Offica, New Users 2% 5237 366 30 529 s $308 s e 307
Wis Excal, Now Users 152 148 m 218 129 mn 187 2 14 17
Wia Word. Now Users 13 130 200 21 122 m 145 121 3] 178
Wis Office Pre, Now Usens as »0 ®9 F13] 03 a1 m2 NM as7 a7
Wisdows, New Users 4 © ° 7 ] “ L2 n o ©“
Wia Offica, Exisung Usens m 4 4 16 195 169 1y u2 1 07
Accen 13 133 308 216 1% 123 133 14 153 134
Wia Word. Exisung Users » “ 138 113 ] ;] 108 107 n o
Mouse Hardwwrs Ouly n [ k2 5 1 % k2] b2} ] »
Wis Progect 31 m 380 32 b7 120 %3 ™ n 284
Mac Office, Now Usen 1] 368 T 41 %S b ) 25 %3 U] 1%y
Wis Excal, Eusamg Usens » 2 » " n n « n N ©
Wia Wecks td n kel ™ Q ) a 1s © n
MS-DOS n » 3 6 » [} » 0 - «©
W Visual Cos 157 132 m m 147 151 285 131 134 136
Wia Visml Basic Pro 170 19 182 187 m 198 bel] M7 11 04
DOS Pugbt Smuwister 3 n 3 n 0 b 47 £3 n n
WFW, Exsung Usen © 2 s1 3] » -~ 3% 38 a o
Mac Word, New Usan " 122 159 12 » 138 268 133 107 138
WFW, New Usens 6 ) o [} « 107 "2 0 s w0
Mac Excal, New Users 138 12¢ 186 m ~ 15 bo3] 163 163 15¢
Wis FoxPre 147 1% 168 203 10 161 210 192 1 19
Winéows NT 194 194 39 244 m 16 0 16 ns 200
Wia Esarn n 1 ;] 189 ] 19 3 NM % 187
Wis Publisber ) » 91 < » s % NM L [
Wis Powerpon: « s 193 s 12 0 199 . 190 » %
Wissows NT Advasced Seve “0 2] Y o £ (%) 1.las U " 70
Wisdows. Exsarg Users o 2 «® 0 3% 1 17 Se o a“
DOS Worin @ -] * n « L} 128 Y 3] "
DOS FexPre 121 208 167 19 152 168 260 01 1 11}

Highlights:

*  For the North America region, the price variance from plan for Win Office Pro was due o a shift in sales
mix toward Select and maintenance licenses. Win Encarta and FoxPro dropped price points 0 below plan
figures o gain market share. Unit volumes for these products increased, resulting in incremental revenue.
The price variance from plan for Access was due 1o a sales mix shift from full packaged product 1o
competuve upgrades. Prices of Mac Word. new users. varied from plan due t a shift in sales mix from
full packaged product to academic.

¢ Ewopean 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.

* For ICON, the prices of Win Office were lower than plan due 10 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.

* 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 10 each USS, in
comparison with the planned rate of 117.
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Stunany

NET REVENUE AND RESPONSIBILITY MARGIN BY SuBSIDIARY

(IN MILLIONS)
Q94-3 ‘ :
—_ Exchoding OEM
Net Revenae R M Mar
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SUMMARY

NET REVENUE AND RESPONSIBILITY MARGIN BY SUBSIDIARY
(IN MILLIONS)

FYTD94
Exrinding OPM Lol OEM
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NORTM AMERICA FINISKED GOODS REVIEW

NORTH AMERICA FINISHED GOODS REVIEW

Net Revenue Stream (in millions)

3500

Key Highlights

Win Excel 5.0 shipped in late December 1993; sales of this prodict to both pew and existing users
generated significant revenue in Q94-3. Revenue of the Excel product vnit 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 1o be strong in Q94-3 with revenve 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.

Cerain key products (MS-DOS 6.2, Windows NT, Windows NTAS. WfW 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 aot expeced 10
be significantly impacted by this delay. :

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

FYTD94 revenue from the Consumer division was $31 million over plan due to the expansion of the

. home PC market and the increased number of MS consumer products offered.

Operational Issues

Product returns represented approximately 12% of FYTD%4 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,
Rewm 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 321 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 1o the large and growing medium-sized business segment. MOLP
revenue was $3 million for Q94-3,

FYTDS4 spending relating 10 Solution Marketing was substantially under plan, with the Envision
program, a large account promotonal marketing campaign, being launched late in Q94-3. The expense
of this program is expected 10 impact Q944.
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NORTH AMERICA FasHED GooDS REview
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Pertormance
Results of Operations - Q943 FYTD94
(io millioas) - Acaml Plan Variance Acml Plan Variance
Net revenue .. $378.2 $390.3 {$15.1) $1.079.4 $1.074.8 $4.6
Cost of revesne $7.6 783 0.2) 250.7 214.6 (36.1)
Gross profit 281.7 3120 (243) 8287 860.2 (31.5)
People expense 653 73.6 & 196.2 224 26.2
Facilities expense 253 248 (0.4) 65.6 71.9 6.3
Marketing expense 41.7 427 0.9 127 141.4 18.7
Other expenses 4.5 7.7 3.2 135 26.4 79
Coouollable expenses 136.8 148.8 12.0 4029 462.0 59.1
Responsi bility margin 150.9 163.1 (12.2) 4253 3932 276
Net shared resoarees a.n a.s) 0.7 21.4) —D
Sbared resource margin S158 $170. (312.9) 34472 $421.7 $25.5
Key Ratios
Annualized per empioyee
(in thousands)
Net revenoe $423.2 $398.5 $24.6 $399.4 $364.8 3$34.6
Salespeople expense 1021 100.5 (1.6) 96.9 99.9 3.0
% Net revenpe
Cost of revenne 233 9% 201 % G3) % 32 % 200 % B3) %
Marketing expense 1M1 % 109 % 0.2) % e % 132 % 1.3 %
Controliable expenses 365 % 381 % 1.7 % kYA 4 430 % 57T %
Shared resowree margin 42) % 438 % (1. % 414 % 92 % L2 %

Salespeopie expense summarizes People and facilities expenser. Ratiog reflecs period results annvalized.

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 adjusoments consisted

primarily of r-work costs relaring to the inventory of products impacted by the Stac Judgment.

* Conuollable expenses were 8% under plan for Q94-3. People expense was $§ 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 mar

gin was 42.1% of net revenve, which was slighdy below plan of 43.8%.
ve this margin down by 3% of net revenue. The increase in cost of revenue was

somewhat offset by less than plan controllable expenses.

FYTDS4

*  The FYTD94 gross profit mar,
~ the result of $22 million of in

products in excess of plan:

additional boxes of Win

4.0

gin was 76.7% of net revenue in comparison with plan of 80.0%. This was
venlory adjustments in excess of plan: $10 million of royalties on consumer
and the accrual of $5 million for product and fulfillment costs relating 10 the

Excel 5.0 and Win Powerpoint 4.0 to be provided 1o purchasers of Win Office

* People expense was $26 million under plan resulting from below plan hiring. Facilities expense was
below plan because of less than plan ielecommunications expense and depreciation. Marketing expense
was $18.7 million below ptan, primarily due 10 underspending for Solutions Marketing,

*  The shared resource mar
contollable expenses im
reduced this margin by 3

8in was 41.4% of net revenue above the plan margin of 39.2%. Less than plan

proved this margin by 5.7% of net revenue. The other product costs noted above
3% of net revenue. )
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NORTH AMERICA FINISHED GOODS REVIEW

Significant Customers (in millions)

Q94 0931 0932 Q933 0934 Q41 0942 Q943

Ingram Micro $93 39 s$6 59N sT7T2 58 S $ 113
Merisel 66 65 56 56 51 67 % 95
Egghead 52 52 51 46 n sl 49 36
Software Spectrum 24 4 11 18 14 10 2 19
Corporare Software 21 21 11 17 10 9 2 18
Intelligent Electronics 6 6 4 5 2 5 14 9
Tech Dara —_ — —_- —_ —_ 6 12 9
800 Software 10 10 7 8 8 8 11 9
Softman 9 9 6 8 6 6 10 9
Vanstar 10 10 8 6 9 6 6 6
T30 $291 $215 T256 3194 S8 S W I 323

Percent of
gToss revenue 75% 75% 75% 7% . 73% 74% 81% 81%

Published financial data for the most recent available quarter for Ingram, Merisel. Egghead. Software
Spectrum, Corporate Sofrware and Intelligent Electronics was used to calculate internal market share for
these diswributorsfresellers. (Financial information was not available for Tech Dara. 800 Software.
Softmart and Vanstar.) Those diswributors/resellers for which financial data was available had a combined
quanierly net sales of $3.136 million. For the same Quarter, MS net revenue to those distributors/reseliers
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/reseliers 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 $3% 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 dismibution channel is tracked. As of the end of Q54-3. 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 channe! 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 to stock outs. The key products comprising the stock outs were MS-DOS 6.21 Upgrade, Access 2.0.
Win Office Pro 4.2, and Encarta 1994,
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Eunope Faesked Goone REVEW
EUROPE FINISHED GooDs REVIEW

Net Revenue Stream (in millions)

3500

A

@21 Q922 Q23 Q924 Q91 Qi Q933 Q93w Q-1 QM2 Qodd

i

Key Highlights

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

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

*  Prices for cenain localized versions of Desktop Applications were reduced 5% o 15% during Q93-3.

Geographic Factors

* Prices in FYTD94 were generally lower compared t0 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.

* Favorable foreign exchange trends benefiusd Q94-3 and FYTD94 net revenue 5% compared to plan. The
stengthening dollar cansed a 10% (395 million) negative impact on FYTD94 net revenue compared to
the same period of the prior year.

* lualy grew 126% from the prior year. In late FY93, the Italian government passed strong anti-piracy
legislaton that created demand by forcing offenders w purchase legal software.

Operational Issues

¢ Thbe Central European warehouse closed in Q94-3. All other subsidiary warehouses will be closed by
Q9s-2.

* The number of direct ship distributors will decrease from approximately 1200 w 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 directy by the end of Q95-1.

¢ All subsidianies are being convened 10 commission agents of Ireland which will significanuy reduce the
administrative burden of processing statutory financial data.

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

*  Other initiatives include Project Phoenix. which is cvaluating sales and marketing efficiencies. and Project
Lynx which is considering PSS efficiencies.
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EURoPE FiiSHED GooDs ReEview

Performance i
- Results of Operations  __ Q943 FYTDS4
(o millions) - Actoal Plan Variasce Actual Plan Variance
Net reveane $391.4 $359.2 $323 39768 - 59903 (313.5)
Cost of revenve 69.7 62.9 (6.8) 166.5 176.8 10.3
Gross profit 321.8 296.3 25.4 810.2 813.§ 3.2)
People expense - “4.9 511 6.2 135.5 154.1 18.6
Facilities expense 154 17.6 23 46.0 526 6.6
Marketing expense 30.9 338 26 90.0 101.1 111
Other expenses 4.8 23 (2.4) 9.9 9.7 (0.2)
Cootrollabie expenses 96.0 104.6 8.6 281 4 317.5 36.1
Responsitility margin 225.8 191.8 41 528.8 496.0 328
Net sbared resources 1.8 1.3 {0.5) 4.2 4.0 (0.2)
Shared resource margin 3$224.0 $190.§ $33.6 $524.6 $492.0 $32.6
Key Ratios
Annoalized per employee
(in thousands)
Net revenve $655.0 $531.4 S$123.6 $5473 34984 $48.8
Salespoople cxpense 100.8 1017 0.8 101.7 104.0 23
% Net revenve
Cos of revenue 17.8 % 175 & . 03)% . 171 % 179 % 08 %
Marketing expense 79 % 93 % 14 % 92 % 102 % 10 &
Controliable expenses 245 % 291 % 4.6 % 288 % 321 % 2 %
Shared resource margio 572 % 53.0 % 42 % 53.7 % 497 % 40 %

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

Cost Driver Analysis

*  People expense was 12% lower than plan for Q94-3 and FYTD9%4. 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 FYTD94 and 8% lower than plan for Q94-3. Costs were
under plan due o 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 caused by additional
bad debt provision taken in the French subsidiary resulting from Feeder's bankrupicy.

* FYTD9% contollable expenses increased 24% from the prior year compared 0 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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EuRoPE FiNISHED GooDs REVIEW

Significant Customers in Major Subsidlaries (in millions) _
093-1 Q932 Q933 Q934 Q941 Q942 (943
C2000 $55$75$68-SS7$51$7IS79
- Merisel 20 - i1 kX e 35 33 48
Ingram 14 18 2 23 17 29 46
Oliveni 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
Softman 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 S 217 S 201 S 174 S 162 S 27 S 262

Percent of

gross revenue 53% 58% 59% 56% 61% 66% 64%
¢ C2000 represented 19% of total gross revenue in Q94-3. This pm:eniage has remained relatively constant
since Q93-1.

*  Merisel increased from 7% of wtal gross revenue in Q93-11t0 12% in Q94-3.

* Ingram has also gained significant share since Q93-1, increasing from 5% to 11% of total net revenue.

*  Feeder filed for bankruptey protection during Q94-3.

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

*  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
wrends were the result of a poor economic climare, competitive pricing pressures and a reduction in market
share. '

* The European channel is planning to decrease the number of direct ship customers significandy during
the upcoming quarters to facilitate cfficient diswibution practices. This should have the effect of
increasing sales levels o the remaining individual customers.

Marketing, Advertising and Sales Programs

*  Europe had a limited roll out of the Microsoft Open License Pack (MOLP) in late Q94-2. Revenues from
MOLP were 3% of 1otal net revenue during Q94-3.

*  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.

HIGHLY
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ICON FinesHED GooDS Review
ICON FinisHED Gooos Review

Net Revenue Stream (in millions)
$100 :

e AR ARt LT T
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325 1

50 A R . . i
Q92-1 Q922 Q92-3 Q924 Q93-1 Q93-2 Q93-3 Q934 Q941 Q94-2 Q94-3

Key Highlights

* Net revenue bas 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 reiease of Office 4.2.

* Revenue in all three regions (APAC, Latin America and AIME) was below plan for Q94-3 and FYTD94.

* 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 1o Word existing users which
were 73% below plan. Word 6.0 was reieased in December and sold in to the distributors, but the se}-
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 Q944 for Excel 5.0.

¢ For the quarter, revenue from Consumer products was 187% of plan reflecting the bigh acceptance of
these products in Australia and New Zealand. However, revenue from MS-DOS was only 5% of plan
(reflecting poor reviews, a full channe) 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.

*  The forecast for Q944 Pprojects an increase over Q9%4-3 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 lawsuir,

Geographic Factors

*  Software impor duties in India decreased from 80% 1o 20% which .favorably affected sales.

Operational Issues

* The Singapore distributed manufacturing site is now building 200 SKUs. This bas improved customer
service and alleviated capacity constraints at Canyon Park.

* The Australian warehouse 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 region customers from Ireland.

Marketing, Advertising and Sales Programs

* Bill Gates’ visit to Australia and New Zealand in February received significant positive media coverage.

and 10.000 auéndcd the Australian roadshow.
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ICON Fasenen Coods Revew

Performance
Resuits of Operstions 094-3 FYTD94
(in millions) Actal Plan Variance Actual Plan Vanance
Net revenue $68.0 ne (35.8) $195.0 $212.7 Y TA))
Cost of revenue 163 17.9 1.6 45.9 S1.4 55
Gross profit 517 560 (4.3) 149.] 161.3 (122)
People expense 122 133 1.1 353 404 5.1
Facilities expense 45 53 08 13.0 155 26
Marketing expense 64 66 02 18.1 221 40
Orher expenses 2.0 21 02 6.1 7.4 1.2
Controllable expenses 25.0 21.3 23 12.4 85.4 13.0
Responsibility margin 267 27 2.0 ' 767 759 0.8
Net shared resources 04 0.3 (0.1) 1.0 0.9 (0.1)
Shared resource margin $26.3 3284 (52.1) $75.7 $75.0 0.7
Key Ratios
Annualized per employee
(in thousands) :
Net revenue 34408 $4337 LA 3445.1 4239 3212
Salespecpie expense 107.7 192 14 110.} 1118 1.4
% Net revenve
Cost of revenue 240 % 42 % 02 % BS5S % 242 % 06 %
Marketing expense 94 % 89 % 05) % 93. % 104 % 1.1 %
Controllable expenses 368 % 370 % 02 % 31 % 401 % 30 %
Shared resource margin 387 % 84 % 03 % 388 % I3 % IS %

Salespeople expense sumvnarizes people and facilities cxpenses. Raios reflect period resilts anvuailized.

Cost Driver Analysis

* The region continued to contol expenses during Q94-3 1 offset the revenue shortall, 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 mainuained by freezing headcount early in the fiscal year.

* The positve variance in people expense resulted from headcount freezes and reductions throughout the
region, primarily in Mexico. South Africa and Austalia. Headcount at Quarter end was 633 versus plan
of 683. In addition, the region continued to aggressively manage travel expense.

e Costof revenue percentage for Q94-3 and FYTD94 was slightly better than plan. The positve variance
was due © changes in product mix (primarily a shift wward Select licensing) which were offset by
negauve manufacturing variances that primarily resulted from outsourcing.

*  Despite the revenue shonfall, Q94-3 and FYTD94 controllable expenses were below plan as a percent of
revenue.

HIGHLY
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ICON FinisHeD Goops REViEw

Significant Customers in Major Subsidiaries (in mililons)

Ol Q032 QM3 Qo34 Q91 _Qok2  omes

Australia
TechPacific S 42 s 48 s 48 5 81 S 88 S 101 8.7
Merisel 34 38 6.1 9.0 57 5.2 36
Datacom - - - - - 1.7 4.8
Mexico
Ingram-Dicom 29 39 - 2.1 48 14 1.7 39
Brazil
Agoal 2.7 4.6 04 0.2 02 2.8 1.1
Compucenter 1.9 1.8 L7 22 23 22
South Africa
Workgroup 3.1 2.6 2.0 3.5 3.0 2.9 2.6
S 182 $ 215 S 171 § 278 5 214 S 266 S 27.2
Percent of .
£TOss revenue 2% 40% 31% 41% 32% 40% 39%

Q94-3 sales 1 the 10p 7 distributors decreased slightly as a percentage of Bross revenue over Q94-2
primarily due 10 decreased market share for Merisel in Australia and Agoal in Brazil.

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 nun less than $1 million.
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FAR EAST FnrsHED GOODS REVIEW

FAR EAST FINISHED GooDs REVIEW

Net Revenue Stream (in millions)
100

i A "

30 i N . N A ;
Q92-1 Q92-2 Q92-3 Q524 Q93-1 Q93-2 Q93-3 Q934 Q4-1 Q4-2 Q943

Key Highlights

¢ 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
310.0 million (77%) in excess of plan for Q94-3.

* 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.

* A localized version of Access was launched in Japan in December 1993, and sales subsequent to the
launch have been very swong (approximately 15,000 units per month).  FYTD94 revenue was $8.1
million (145%) over plan.

* Language revenue was robust during the quarter: the Basic and Languages product units were $3.4
million (128%) and $3.2 million (59%) above budget, respectively. The success of Visual Basic and C++
was largely due 10 a dearth of localized competitive product in Japan.

* Windows revenue was 33% below plan in Q94-3 reflecting the continued migration of sales from the
finished goods 0 the OEM channel. FG Windows sales comprised less than 10% of total Windows
revenues for Q94-3.

Geographic Factors

* The suength of the yen continued to belp 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 1o foreign exchange
vanances. The Korean won was also stronger than planned.

Operational issues

¢ Effors to 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 U.S.-
manufactured Access.

Marketing, Advertising and Sales Programs:

* The Select program gained momentum in the Far East over the past quarter as three master and 18
enrollment agreements were executed.

* 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.

* A recent visit by Bill Gates 1o the PRC was in part intended to address constraints in that country on sales
of localized Windows. It is boped that his visit will assist Microsoft’s short- and long-term prospects in

.PRC' HIGHLY
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Fanr East FrasHED Goobs REview

Performance

Results of Operations Q94-3 FYTD94

(in millions) Actoal Plap Vanance Acoal Plas Vasiance

Net reveave s28.2 $55.9 3323 $202.4 $147.3 $55.0

Cost of revenue 18.0 15.5 (2.5 46. 39.8 (6.6)

Gross profit 70.2_ 404 29.8 156.3 107.8 435
People expense 11.1 10.6 ©.5) 326 315 (1.1)

" Facilities expense 3.1 34 0.4 9.4 103 1.0
Marketing expense 6.4 6.3 0.1 20.7 185 (22)
Other expenses 1.0 0.8 0.1) 2.6 2.5 (0.1)

Controllable expenses 2].5 21.1 (0.4) 65.3 62.7 (29)
Responsibility margin 487 192 29.5 91.0 44.9 46.1
Net sbared resources 6.4 9.3 2.9 25.8 29.9 4.1
Shased resource margin $42.3 $9.9 $32.3 $65.2 $15.2 $50.1
Key Ratios
Annualized per employee -
(in thousands)
Net revenne 39449 $547.3 $397.6 s$Nni.2 $534.1 $179.1
Salespeople expense 152.0 137.6 (14.4) 147.8 151.4 36
% Net revenne
Cost of revenue 204 % 278 % 73 % 28 % 268 % 40 %
Marketing expense 72 % 112 & 40 % 102 % 125 % 23 %
Coowollable expenses 244 % 3718 % 135 % 322 % 426 % 103 %
Sbared resource margin 479 % 178 % 301 % 322 % 103 % 219 %
Salespeople expense arizes people and facilities expenses. Ratios reflect period resxlts annualized

Cost Driver Analysis

*" Foreign exchange variances caused unfavorable controllable expense variances for Q94-3 and FYTD9Y4.
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.

¢ Excluding foreign exchange variances, all expense categories were under plan FYTD94 except marketing,
which was $750,000 above plan due 10 above plan expenditures (TV campaign) during Q94-1. Faciliry
expense FYTD94 was $1.5 million under plan (ignoring foreign exchange variances) primarily due o 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.
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FaR EAST FausHED Gooos ﬂEVIEW

Slbnlficant Customers in Major Subsidiaries (in millions)
Q924 _Q93-1 Q932 Q933 Q934 Q841 Q942 Q943

Japan
Soft Bank 333 311 $7.2 $7.1 3116 $9.4 $11.8 $25.4
Software Japan 3.0 14 33 35 5.1 62 6.4 74
Soft Wing 1.9 0.9 35 3.1 45 40 4.1 6.7
Fujitsu 1.0 1.0 0.9 1.9 14 1.9 22 3.7
Canon Sales 1.8 2.1 12 23 1.7 20 1.0 2.6
Otsuka Shokai 04 02 03 0.6 0.7 0.9 1.1 2.2
NEC 13 12 1.0 12 24 23 14 1.4
Taiwan
Acer Sertek 0.6 0.8 0.8 0.6 1.3 23 0.5 1.9
Eten 0.3 0.8 05 0.9 1.9 24 0.6 15
Korea -
Infotech 0.4 0.6 0.4 0.5 1.7 3.0 1.9 1.3
$14.0 510.2 $19.0 $21.7 $32.3 $34.3 330.9 354.1
Percent of

gTOSs revenue 66% 57% 54% 529% 53% 57% 55% 60%

* As a percent of gross revenue, sales w major distributors increased significandy 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 fevenue in Q94-3, up from 15% and 21% in Q94-1 and Q94-2, respectvely.

* 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 Q3%4-2
12% and 13% for Software Japan and Soft Wing, respectively.

*  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 diswributors, 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
OEM Review

Net Revenue Stream (in millions)
3500
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Q92-1 Q922 Q92-3 Q924 Q93-1 Q93-2 Q333 Q934 Q94-1 Q54-2 Q943

Key Highlights

* 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 comsolidated net revenve. OEM
cootribution margin of $202 million was 47% of consolidated contribution margin.

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

* Decreases it CPU and memory prices carried through to reduce PC prices, permitting businesses and,
particularly, home consumers to purchase faster, more powerful computers.

Geographic Factors

*  All subsidiaries, but Thailand, Taiwan, and Portugal, exceeded plan for the quanter. Nontb America was
58% over plan, Europe was 92% over plan, and ROW was 72% over plan,

* Europe’s variance was largely the result of minimum commiment billings for new agreements with
Vobis, Escom, Siemens-Nixdorf, and Actebis. Microsoft Easy Distribution (MED) product was $1)
million over plan, in part due to the inroads made against piracy and unbundling of MS-DOS and
Windows.

* Japan accounted for vinually all of the Far East's $19 million positive variance mosdy due t0 a sharp
" increase in Toshiba's export business.
Operational issues

* All OEMs have received MS-DOS 6.21, which excludes compression technology. Some OEMs have
complained of lessened functionality due 10 the removal of DoubleSpace. MS-DOS 6.22 with new
compression technology will ship o OEMs in Q944.

* A new management team took Sieps 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

* The marketing group continues its “high touch™ programs. leveraging funds by going 10 large OEMs and
creating joint marketing programs, such as the Compaq Frontline Partnership.

* A "Demand & Deliver” initiative was started 0 promote awareness of key buyer groups (0 genuine MS
product and where it can be purchased.
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OEM Review

Top Products (units in thousands, revenue in millions)

Q943
Q94-3 Q94-3 Plan Variance
MS-DOS 7069 $ 137 8 19 59348 95 17 1135 8 38 8 4
Windows 5901 108 18 4,022 69 17 1.879 39 g
Mouse 127 18 14 489 6 12 788 12 2
osn2 516 13 25 506 8 16 10 5 9
Works 1,032 10 10 581 6 10 451 4 (hH
Other 57 N/A 16 N/A - 4] N/A
343 204 139
Revenue adjustnents (20 - (20
Net Revenue $ 323 S 204 S 119

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

¢ Driven by Works shipments, consumer products continued to grow approximately 24% per quarter.

* A reserve of 520 million were taken in anticipation of royalty concessions due o removing compression
echnology from MS-DOS, and no GAAP accrual was posted for the quarter.

FYTD94

FYTD94 FYTD94 Plan Variance
- MS-DOS 16668 $ 327 § 20 16759 S 285 § 17 Ons 425 |
Windows 14885 265 18 8063 179 2 6822 86 (4)
Mouse 3.093 47 15 1366 17 12 1727 30 3
0sf2 ’ 1249 26 21 1257 20 16 (8) 6 5
Works 2.604 26 10 1595 17 11 1.009 9 (n
Other 139 N/A 2539 61 NA  (2539) 8 N/A

830 579 251

Revenue adjustments 16 - 16

Net Revenue S 846 $ 579 $ 267

" 3 e p—— 3

¢ Windows for Workgroups penctration is increasing, with Gateway 2000, Packard Bell. Zenith. Escom,
and several other large OEMs shipping it on 100% of their systems.
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OEM ReEviEw

Significant Customers (in millions)

0Q94-3 FYTD%4
Actual Plan Variance Actal Plan Variance
Large Accounts
Compaq - $ 292 s 215 s 73 3 26 $ 511 s 155
IBM 23.0 13.6 9.4 59.4 33.0 26.4
Gateway 2000 18.7 15.8 29 48.1 4.7 34
AST ' 14.8 5.9 89 332 17.1 16.1
Dell 11.8 8.6 32 352 239 113
Packard Bell 10.6 8.1 25 25.1 212 39
Solution Providers
DEC 83 4. 42 16.6 10.9 5.7
Hewlett Packard 1.6 6.4 12 23 15.6 6.7
NCR 58 33 25 13.7 95 4.2
Unisys ' 29 1.2 1.7 8.5 4.1 44
Other 2.9 2.1 0.8 8.6 6.4 22
Named Accounts 18.3 14.4 3.9 48.6 40.0 8.6
New Business Accounts 35.6 172 18.4 80.5 573 23.2
Intenational Accounts -
Toshiba 12.0 1.9 10.1 242 40 20.2
Oliveti - 9.6 4.0 56 15.8 10.0 5.8
Vobis 8.8 5.6 32 18.7 10.9 7.8
SNI (Siemens) 14 29 45 12.8 83 45
Escom 57 23 34 17.9 55 12.4
ICL 46 3.0 1.6 8.6 83 0.3
Other 97.1 594 373 244.6 183.6 61.0
Other Accounts 8.4 2.8 5.6 15.5 7.6- - 7.9
Gross revenue 343.1 204.1 139.0 830.5 579.0 251.5
Revenue adjustments (20.2) - (20.2) 15.8 - 15.8
Net revenue $ 329 5 2041 S 1188 3 8463 S 5790 § 2673
_—== o _—— e 3 ]

*  The “Big 67 (Compag, IBM. Gateway 2000, Dell, Pat

_—m

kard-Bell, and AST) continued to grow, accounting

for $108 million and 33% of Q54-3 net revenue.  Several of these OEMs expanded worldwide

manufacturing facilities or entered new diswribution c

managers to focus on the larger OEMs.

HIGHLY

hanneis.

* The New Business group reviewed all licensed MED
low-volume customers 10 the Delivery Service Parter
break-the-seal licenses from distributors. This in

(Microsoft Easy Distribution) customers. moving
(DSP) program. where customers buy S5-paks with
creased operational efficiency and freed account
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Bouesne PSS

DoMmesTIC PSS

Highlights =

PSS is preparing t implement Regional Support Centers (RSCs) in the US and internationally. 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 © increase the quality of support and help
control costs.

* In Q94-3, PSS began detiled planning for the release of Chicago. Based on a 30-day no-charge support
policy, PSS will need an additional 590 resources w0 meet peek demand. We are exploring alternative
methods to meet this peek demand while continuing to control costs.

o PSS is expanding its search for new outsourcing partmers. MS currently outsources approximately 350
people or 6.000 calls per day. PSS would like to decrease its dependency on a single outsourcing parmer
and continue 1o 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 OBM
PSS Cost Net Revere
Q943 FYTDS ’ Q943 FYTD™
USRG 24 5% 3 0% o391 95% ML 9%
US-OEM 34 % 108 10% 1720 20% H49 1%
INTL 24 &% 26 7% NA NA_
’ 822 Lmé $107.9 lg $511.1 g 248_6.8 67%

PLAN 392 31166

* 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 FYTD%4
Actual Act Mix % of US Rev. Actual Act Mix % of US Rev.
Windows $7.5 21.0 15% $21.5 214 1.4%
Word 5.8 162 1.1% 15.4 15.3 1.0%
Excel 4.0 11.2 0.3% 10.3 10.2 0.7%
Win NT 2.8 7.8 0.5% 7.6 7.6 . 05%
DBMS 2.6 12 05% 7.5 7.5 0.5%
MS-DOS 1.9 53 0.4% 6.7 6.7 0.5%
Fox 25 6.9 0.5% 7.1 71 0.5%
00s 1.6 44 0.3% 4.9 4.9 0.3%
Messaging 1.6 43 0.3% 43 4.3 0.3%
Cos 1.3 38 0.3% 37 37 0.2%
Works 09 2.5 0.2% 2.6 2.6 0.2%
Project 0.8 2.4 0.2% 2.1 2.1 0.1%
Ennoy 0.7 2.0 0.1% 2.0 2.0 0.1%
Basic 0.7 1.9 0.1% 1.7 1.7 0.1%
Grapbics 0.4 1.1 0.1% : 1.1 1.1 0.1%
SET 0.3 0.7 0.1% 0.8 0.8 0.1%
Other 0.4 1.1 0.1%- 1.0 1.0 0.1%
Toul $35.8 100.0% 1.0% 31003 ° 100.0% 6.7%

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

the product groups. HIGHLY
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Douesne PSS
PSS Headcount - FY84 YTD
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* PSS continues to control costs and meet suppon demand by leveraging less expensive variable and
outsourced staffing.

Average Daily Call Volume - Q94-3

Avng Duily#of Galls - Hnded  Savice
Duatin (inmin)  Offred  Handled  Ratio Level

Win Ward 14 4604 3682 % 0%
Windows 17 2827 274 %% 65%
Win Exced 2 @1 287 95% %
Ms-DOS : 18 - 1860 1847 9% 5%
Win Acess 12 2108 2013 9% 68%
WEW B 1099 L8 % 2%
Win Fx 12 B3 864 %% 56%
Mac Werd 8 &3 4 89% 2%
Win NT 18 210 208, 9% %
PSS Weighted Average 14 BEY 006 % 6%

»  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 handle ratio goal is 95%. Service level
is a measure of the percent of customers who reach a support engineer in less than 60 seconds.

*  Win Word call volumes were high due 1o the recent release of Win Word 6.0. The low service level was
due 1o understaffing caused by higher than anticipated sales and special competitive upgrade support
policies. PSS is currendy staffing to meet demand and servics levels were trending upward in March.
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i e 7 ~§“ -
PN,
PRODUCT BUSINESS UNITS RESULTS OF OPERATIONS SUMMARY
(IN MLLIONS) )
Q943
Net Revenue Gross Profit Respousibility Mugic Cooviuticn Mg
Acal % of P Acmal % of Pl Actual %ol P Actual % of Pizo
Deskwop Applicasions 36013 115 % 3495.0 1Hns % 34003 123 & $286.7 134 &
Database & Dev. Tools 393 » 1 X1 s 1 9 s1 2
Coosun e s 126 NS 128 30.0 182 123 340
Workgroup ns 132 pIV ) 138 64 L2} Qi NM
Sysems 449 124 328.0 128 1475 ” 2N ] n
Advanced Technology 15 46 a9 3% anm NM (22 NM
Other 3.7 b ] 25 ] {560 NM 1.6 (18
$1.244.1 114 31.367 llS_ 38377 9% $360.5 102
Net Revesue Mix Grom Profit % Net Reveoue % Net Revenue Conw Mgp % Net Reveoue
Actual Plas Actaal Plap Actual Plan Actual Plag
Deskiop Applications as a9 2 s 2 % 6 % 2% Q% %
Dazabase & Dev. Tools 7 10 n  {] b< 39 [ 17
Coonmner 6 s 0 30 40 28 pi 9
Workgroup 2 2 8 173 pa 7 0 Q0
Systems 3% 1 5 86 3 2 19 33
Advanced T&&nolo‘y ] 4] (] n 301) (530 (829) (569)
Other 0 1 [ &5 NM “ (38N 169
100 % 100 % <] n «Q 2 29 32
FYTD94
Net Revepue Gross Profit alkilg Marpin Couridbution Magis
Actuaj SofPan - Al % of Plan Actua) % of Plas Actua) % of Plan
Deskiop Applicanons $1.4704 106 % 512198 1 % 3928.1 i s 3623.1 120 %
Database & Dev. Tools 2542 1] 196.6 84 ©.3 75 16.3 7
Consumer 289 133 ¥ &) 131 NS 244 535 336
Workgraup - 7.9 121 652 127 1 8] 1418 (0.5) NM
Symems 12559 17 10121 113 [~} 113 4s.s 123
Advanced Techaology [X] 65 44 53 29.7 NM aLn NM
Oher 61.9 7 6.3 kxy) 21.9) 219) 322 NM
31.358.7 111 32.804.6 H2 $1.672.2 114 $1.118.8 136
Net Revenue Mix Gram Profit % Net Revenue Resp Mg % Net Revenue Cootr Mgo % Net Revenue
—Acal | Pap Acaal Plag —Acual ___ Pag Acual Pl
Desinop Appiications “ 5 4“5 K3 Qs 6 % 9 % Q9 37 &
Database & Dev. Tools 4 10 n 81 b4 R 7 0
Coonuner 7 6 » 30 41 2 p1] 4
Workgroup 2 2 7] 7] 25 2 h (&)
Sysiexns n 36 s % 50 st 34 R
Advanced Techoology 0 o 67 n (454) (483) (435) (515)
Other 2 1 100 67 (al) 42 Ly [83))
100 & 100 % | 73 83 50 49 33 n
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DESKTOP APPLICATIONS

DESKTOP APPLICATIONS

Summary (in millions) :

Q943 .
Net Revenue Cost of Revenue Contotisbie Expense Responsibility Margen
Actual % of Plan Actual % of Plan Acusl % of Plan Actual % of Pimn
Excel PU $285.9 12 & $49.5 [T+ 2K 2 $312 N 3199.2 42 €
Graphics PU 346 131 123 106 3.9 n 334 179
Projea PU 24.3 7 21 9 LR u 16.5 65
Word PU 237.0 106 429 116 429 9 151.1 107
$601.8 118 $106.8 1" $94.7 17 $400.3 123
Net Revenuve Mix Cost of Rev % Net Revenue Coatr Exp % Net Revenue Resp Mgn & Net Revenue
Actual Plan Actual Plan Actus) Plan Acnual Plaa
Exeel PU Q3 % 43% 17 % 20 % 3% 1% K 62 %
Graphics PU 9 3 pa a2 16 o ] 45
Project PU ] 7 s 7 23 20 < 7]
Word PU 39 43 13 17 [} 20 64 63
100 % 100 % 13 13 16 20 67 62
FYTDS4
Net Revenue Cost of Revenue C ilable Expense Responsibility Masgin
Actual % of Pian Acual % of Pian Adual % of Plan Actual % of Plan
Exce! PU $593.4 106 % $101.1 9 % 1184 9 % $3N9 [TEIKA
Graphics PU 120.5 115 316 122 282 17 60.7 31
Proga PU 65.6 91 54 95 17.3 | 3] 459 91
Ward PU 686.9 107 1128 103 130.8 ™ 443.6 112
$1.470.4 106 $250.6 100 3294.3 93 3928.1 13
Net Revenve Mix Cost of Rev % Nt Revenve  Coatr Exp % Net Revenue Resp Mgn % Net Revenue
Actual Plan Actual Plan Acual Plan Actual Plan
Excel PU 40 % LR 3 17 % 20 % 20 % 2% 63 % 58 &
Graphics PU 8 s 2% 2 23 -on 50 “
Project PU s 3 8 7 25 25 67 67
Word PU 47 46 16 17 19 2 65 6
100 % 100 & 17 13 20 3 63 59
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DESKTOP APPLICATIONS

Desktop Applications Performance.

Results of Operations- Q943 FYTD94

(i millioas) B Actal Plan Vanance Acal Plag Vanaoce

Net revenue : $601.8 $523.9 $7T1.8 31,4704 $1.3863 $84.2

Cost of revenne 106.8 95.1 (11.6) 250.6 251.0 0.4

Gross profic 495.0 428.8 662 1.219.8 1.1353 84.5
People expense 15.8 169 1.1 493 522 29 .
Facilities expease 44 4.0 (0.4) 11.6 122 0s
Marketing expense 438 421 %)) 1412 134.0 73)
Product dev (ext) 4.1 47 06 129 165 . 36
PSS 142 24.6 104 547 738 192
Otber expenses 5.1 54 03 124 S 2.1
Net shared resources 44 49 0s 125 137 12

Coatrollable expenses 94.7 102.6 7.9 294.8 3168 22.1

Respoasibility margin $400.3 $326.1 $74.1 $925.1 $818.S $106.6

% Net revenne )
Cost of revenue 177 % 182 % 04 % 170 % 131 % 11 %
Responsibility margin 665 % 622 % 43 % 629 % 590 % 39 %

Controllable Expense Mix

All product development 256 % 250 % 251 % 255 %

Marketing 494 41 479 423

PSS 15.0 240 18.6 233

Orher expenses 10.0 10.0 | &) 8.9
Toxl costs 100.0 % 100.0 % 100.0 % 100.0 %

All product developmers includes people, facilisies, and exsernal producs developmens expenses.

Cost Driver Analysis

* The shipment of Win Excel 5.0, Win PowerPoint 4.0 and Win Office 4.2 heiped 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 o the Office guarantee program. This increased the deferred revenue
balance at the end of Q94-3 o $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 1o the free upgrades shipped in connection with the Office guaraniee 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 10 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 o a change in the international PSS allocation

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

OFFICE

Gross Revenue Stream & Key Product Releasas (in millions)

in Office 3.0

"

@21 QX2 Q2 Q4 QIR QM1 QIM) Qi QSE1 Qeed  Qeed

FY92 has not been restated for product reciassifications 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 PowerPoint 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 represenied 69% of Office application (Word, Excel and PowerPoint) sales in Q%4-3.

In late April, Microsoft will announce the Office Compatible program which allows ISVs to license visual
clements 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
easier (0 use by automating some of the repetitive work in formaning a presentation.

Competition

L]

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 bonored with PC/Computing's
Most Valuable Player Award.

Lotus is expecied to release an updated version of SmartSuite with a new version of the Approach
database product. It is likely to include minor enhancements 1o otber products in the suite and improved
Notes integration. It is expected that none of the SmartSuite applications, with the excepuon of
Approach, will support OLE 2.0 unti] the Chicago version is released.
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Desxrop APPLICATIONS

EXCEL
Net Revenue Stream & Key Product Releases (in millions)

Win Exce] 4.0

" i -
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Highlights

* Ib 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 belp 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 to 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
versioo for free.

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

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

*  Since 1991, two million users have switched from Lotus 1-2-3 10 Microsoft Excel.

*  Microsoft Win Excel 5.0 has 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.

¢ Other 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.

Compaetition

* InJanuvary 1994, Borland announced that its 34995 reuail prices promotion for Quatro Pro was extended
untl May 15.

* In February 1994, Lots 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 educatonal movies. It also
includes proofreading technologies and the ability to develop customized help sessions.

* Lows 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 10 the success of Excel 5.0"s pivot tables.
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- DESKTOP APPLICATIONS

WoRb

Net Revenue Stream & Key Product Releases (in millions)
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Highlights

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

The Word marketing team completed a time saving research stwdy in which over 100 word processing
users were asked 10 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 o perform tasks more quickly and with beter results using Win Word 6.0. Tbe findings will be the
foundation for a spring/summer promotion highlighting how Win Word 6.0 belps 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 worid.

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

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

Competition

.

Lotus claimed that Ami Pro doubled its installed base by selling 1.3 million units including stand-alone
and Lotus SmartSuite sales. Ami Pro is now available for 0872, 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.
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SYsTeEMS

SYSTEMS

Summary (in millions)

Q94-3
Net Revenve Cost of Reveoue — Convollable Expense Remansibility Marpio
Actual % of Pan Actual % of Pan Actual % of Pan Actual % of Pao
MS-DOS 31488 120 % $73 163 & 12 . 42 % peK} s
Windows 1864 163 146 158 416 107 13a1 198
Advancad Sysems as 60 3 2] 43 2] an (14)
Hadware 533 121 a2 110 8§ n 16.9 pai]
Otber Systems 9.0 NM 04 3 19 120 [(*8)) M
$444.9 124 359.9 ns 52118 . 195 31478 »
Net Revenue Mix Cost of Rev % Net Revenue Ceow Exp % Na Reveoue Resp Mg & Net Revepue
Actual Plm Actual Pim Actual Pm Actual Pim
MS-DOS 3 % 5% 4 % s 2% 1% [ 23R 3
Wodows Q2 2 | | § n : ) b, 53
Advaoced Systems 11 =3 19 12 7 (>3 ® 2%
Hardware 12 12 s E 15 25 2 16
Oxher Systems 2 1) s (40) » 252) “ n
100 & 100 % 13 14 3 34 n 2
FYTD94
Net Revenue Cornt of Revenue . Cootroliable Expense Resoousidility Mar
Actual % of Plan Actual % of Plan Acsual % of P Actual % of Pan
Ms-DOS 3404.4 109 & 243 s 31749 33l % 32046 6 %
Wandows 478} 146 39.9 135 1060 N 322 184
Advanced Sysiems 1420 3] 263 92 1205 79 “.n [{)]
Hardware 1511 112 9.4 120 26.1 74 39.6 138
Otber Synems 742 1850 13 » 217 99 s12 NM
$1255.9 117 pif <¥] 121 34492 121 3622.9 13
Net Revenue Mix Costof Rev % Net Revenue Comovr Exp % Net Revenue Mg % Net Revenue
Actual Pl Actua) Pl Acoual Acrua) Pl
MS-DOS kY2 3 kLR 9 6% 4% 43 % 12 % 51 % 4 %
Windows s 30 s 9 n 36 ® 55
Advamced Systems 11 b2 19 12 4 (4] ) 2
Hardware 13 13 58 54 17 25 25 20
Other Sysicms [ 0 2 2 29 346 (] (530)
100 % 100 % 15 - 14 36 s 50 M|
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SYSTEMS

MS-DOS

Net Revenue Stream & Key Product Releases (in millions)

[ MS-DOS 6.2

MS-DOS 6.0

350 4

S0 - - — - -
QN1 22 Q@Y Q94 QM1 Q93 QM) Q9N Q941 Q9 Q9ed
FY92 has not been reswated for product reclassifications which bave been deemed immaterial for the purposes of this graph.

Highlights

¢ On February 23, a Los Angeles District Court jury found MS had infringed on two Stac Electronics data-
compression patents with MS-DOS’s DoubleSpace compression utility. The Jjury also found Stac guiity 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 channe! was unaffecied; 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 o
manufacturing on April 6. Tbe 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 enhancements 1o 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 bhas also signed a license agreement with Stac Electronics to dismibute Stacker disk
compression software with its PC DOS and 0S/2-based personal computers. The Stac agreement raises
questions as 10 whether SuperStor/DS may aiso violate Stac’s compression patent.

e Novell DOS 7.0, formerly referred to as DR-DOS, was announced in April 1993 and finally reached the
market in late January. Novell DOS's new features include pre-emptive multitasking capabilities for
muluple DOS applications. disk compression based upon Stac Electronics’ Stacker software and integrated
peer-to-peer networking allowing users 10 manage network connections and administrators 1o control and
gather networked workstation information. Also packaged with Novell DOS 7.0 was the Universal
NetWare Client which provides integraion with Personal NeiWare. 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 399 SRP. Current DR-DOS customers can
ke advantage of a 90-day promotional upgrade price of $39.95.
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MS-DOS Performance

Results of Operations.” Qoe-3 FYTD94

(i millicos) Acmal Plan Vanance Acwma) Plan Varianee
Narevenne -~ -~ $1485 31236 49 $404.4 $3N.9 $328
Cast of revenue 7.8 4.6 B82) 24.8 14.4 (10.4)
Gross profit 140.7 1189 21.7 379.6 3578 2.1

People expense 0.9 0.9 - (0.0) 30 28 02)

Facilites expense 02 02 0.0 0.4 0.6 02

Marketing expense 2.6 24 02) 82 75 0.7

Product dev (ext) 0.1 04 03 25 i3 08

PSS 45 23 22) 112 73 3.9

Other expenses 1255 41 (1213) 1393 120 (1273)

Net shared resources 34 42 0.3 103 124 20
Coorrollable expenses 1372 14.6 (122.6) 1749 459 (129.0)
Respoasibility margin $35 $104.4 {$100.9) 3204.6 $311.6 ($106.9)
Excloding Stac:

Respoosibility margin 31235 $104.4 $19.1 $324.6 33116 $13.1

Resp mgn % Netrev 832 % B4S % 13 % 803 % 833 % 35 %
% Net revenne

Cost of revenue 53 % 33 % 195 % 6] % 39 % 23)%

Responsibility margin 24 % 845 % (32.) % 506 % 838 % (B3 %
Controllable Expense Mix )

All product development =~ 7.1 % 104 % o107 % 147 %

Marketing 150 163 15.0 16.4 :

PSS 26.4 159 204 160 %

Other expenses 515 574 533 53.0 )
Total costs 1000 % 1000 % . 100.0 % 1000 %

All product development includes people, facilisies, and external produrt development expenses.
Controllable expenses mix excludes the $120 million Stac setdement.

Cost Driver Analysis

A 53 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 retumns write-offs o $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.

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 mtemational locations.

The Stac Electronics damage award of $120 million was reserved for in March and recorded w other
expenses.
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SYSTEMS

ADVANCED SYSTEMS

Net Revenue Stream & Key Product Releasss (in millions)
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FY92 bas ot bees restated fox produa reclassifications which have been deemed immaterial for the purposes of this graph.

Highlights

o Japapnese 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 currenty 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 have been signed on as Solution
Providers in Japan.

* Daytona, or Windows NT 3.5, is planning 2 July RTM. Daytons will reduce memory requirements by
about 4MB while significantly improving performance. The current 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
differengated from Windows NT Workstation by offering better networking feammes. Daywona also
includes support for OLE 2.0 and the PCI bus.

e Systems Management Server (SMS), formerly referred (0 as Hermes, is a Windows NT server-based suite
of wols which makes managing networked PCs and servers easier by offering inventory management,
software distribution, network diagnostics, and remote belp 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 o RTM in Q95-1.

*  Micgosoft licensed the Windows Libraries for Unix to three parmers, creating a good cross-platform
strategy for customers necding to run or develop Windows-based applications using Windows APls on
non-Windows systems.

Competition

* Sun Microsystems purchased a fully-paid license for Unix through R4.0 from Novell They also gained
rights 1o 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 to
unify Unix across the industry due to fragmentation.

*  Sun purchased rights to NexiStep, renaming it OpenStep, and are offering it 1o X/Open. Combined with
other components, and 2 deal with Iona, Sun intends to offer an object environment competitive with
Windows/OLE.
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SysTEMS

Novell announced a further slip in NetWare 4.] availability to the last quarter of CY94: beta tests are
scheduled to swrt in a few months. To appease current NetWare 4.0 customers, Novell is planning a 4.0}
refresh release © fix some NetWare 4.0 bugs. Many Novell customers remain on NetWare 3.1 duc 1o the
major upheaval associated with moving to NetWare 4.0, the lack of tols needed to manage a 4.0
environment, overall product quality and cost

Hewlen-Packard (HP) has made a 15% parmership investment in Taligent. The companies have agreed to
cross-license technology and H-P has commiued © integrate Taligent's application and development
frameworks into HP-UX, its Unix product offering. In a scparate 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 1o executs applications designed for the Macintosh
in an X-Window on their workstation and initiate Unix commands using the Mac interface,

Advanced Systems Performance

Resuits of Operations Q94-3 FYTDO4
(in millions) Actual Plan Vanance Actmal Plan Vanance
Netrevenue : 478 $79.7 (331.9) $1420 $2321 ($90.1)
Cost of revenue 3.8 9.5 0.6 263 285 2.2
Gross profit 39.0 70.2 G812 118.7 203.6 (87.9)
People expense 13.0 153 23 430 474 44
Facilities expense 39 42 03 9.9 12.6 26
Marketing expease 5.7 85 28 18.0 70 90
Product dev (ext) 47 6.8 2.1 11.7 19.6 8.0
PSS 82 6.9 (1.3) 19.0 217 27
Orther expenses 14 13 (0.1) 33 36 03
Net shared resources 4.9 6.3 1.9 ’ 155 19.6 4.0
Coatrollable expenses 418 49.8 8.0 120.5 1515 31.1
Respoasibility margin (52.8) $20.4 (523.2) ($4.7) $52.1 ($56.8)
% Net revenue
Cost of revenue 185 % 119 % 6.6) % 135 % 123 % 62) % .
Responsibility margin (58) % 256 % G619 % G)H% 24 % 258 %
Controllable Expense Mix
All product development 516 % 527 % 536 % 526 %
Macketing 137 171 149 17.8
PSS 19.7 13.9 15.8 43
Other expenses 150 16.3 15.6 153
Toal costs 1000 % 100.0 % 1000 % 1000 %

All product develop includes people, focilities, and external product developmens expenses.

Cost Driver Analysis

.

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

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

The FYDT94 product development variance was driven by a 52 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 3 change in the International PSS allocation methodology and
increased staffing in international locations,
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SYSTEMS

WINDOWS

Net Revenue Stream & Key Product Releases (in millions)
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Highlights

e Chicago momentum continues to build as the product moves closer to its RTM in 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 moaths. 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
bardware adapters and other peripberals.

e 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.

e WfW 3.11 Point-to-Point Server availability was announced in February. The Point-to-Point Server
functionality enables a WfW 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 downioaded 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 WfW 3.11 reports through the OEM channel are running at about 75% of MS-DOS
reports FYTD94, up from 65% in FY93. Penctration continues to increase as OEMs ship Windows 3.1
and Windows for Workgroups pre-instalied 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 ‘

* IBMis planning to expand its current OS/2 product line later this year with a 4MB version. a symmetric-
muluprocessing (SMP) version, and a peer-services add-on package 1o its OS/2 client software. These
products complement IBM's OS/2 for Windows and Pen for OS2 offerings.  BIS Strategic Decisions
estimates the OS/2 installed base grew to 1.9 million at the end of 1993, up from 1.1 million the prior
year.

* Apple announced a DOS/Windows-compatible Macintosh Quadra in February. Tbe personal computer
includes both a Motorola and an Intel processor. allowing users 1o work in both the Macintosh and DOS
environments at the same time. Quadra users have the ability to toggle and cut and paste berween the
environments. although two monitors are required for simultaneous viewing.

D14 HIGHLY
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Apple announced an agreement with Insignia Solutions to distribute Insignia’s SoftWindows (which
contains Windows code Licensed from MS) product on cenain configurations of its new PowerPC-based
computers.  SoftWindows will allow Macintosh Operating system users © nn 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 0Q94-3 FYTD94

(in millions) Acmal Plan Variance Actoal Plas Vanance

Net revenne 51864 $114.0 $723 $478.1 $3272 $150.9

Cost of reveaue 14.6 92 (5.3) 39.9 29.6 (10.3)

Gross profit 171.8 104.8 67.0 438.1 2975 140.6
People expense 74 84 1.1 23 5.7 . 34
Facilides expense 15 1.8 02 34 54 20
Marketing expense 7.0 10.6 36 175 308 133
Prodoct dev (exr) 22 28 0.6 43 9.0 42
PSS 163 9.0 73) uS 279 6n .
Other expenses 43 32 (1.5 15.8 9.0 ©8)
Net shared resources 25 3.1 0.6 1.6 89 13 -

Coonrollable expenses 41.6 38.9 2.7 106.0 116.6 10.6

Respousitility margin 3130.1 $65.9 $643 §3322 $180.9 $1513

% Net revenue
Cost of revenue 78 % 81 % 03 % 84 % 9.1 % 07 %

- Respoosibility margin 698 % 518 % 121 % 695 % 53 % 2 %

Controllable Expense Mix

All prodoct development 265 % 332 % 288 % U3 %

Markedng 16.8 272 165 264

PSS o 39.1 232 326 239

Other expenses 17.6 16.4 2.1 15.4
Total costs 100.0 % 100.0 % 1000 % 1000 %

All product developmens includes Ppeople, facilities, and exsernal product development expenses.

Cost Driver Analysis

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 Tevenues as a percent of net revenues FYDT94 was ahead of plan.

The FYTDS4 product development variance was the result of $1 million favorable variances in
conwactors, Redmond localization expense and .

FYTD94 marketing spending was $13 million below plan due to below-plan channe} spending.
The PSS variance was the result of 2 change in the Intemnational PSS allocation methodology.

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. .

MS-PCA 2612319
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SrsTEMs

HARDWARE
Net Revenue Stream & Key Product Releasses {in millions)

3125

Highlights

¢ Microsoft's new ergonomically shaped, low-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 Tajwan. However, we will stil) require increased capacity at our
current vendors and the addition of 2 new vendor in order o eliminate the current backlog of 100,000 :
Defender Serial mouse units. ’ z

- ¢ 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% FYTDS4 over FYTD93. Due 1o this success, MS
has officially lowered the SRP to hit a $59 street price.

. Y
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SrsTeMs

Hardware Performance

Results of Operatioas.... Q94-3 FYTD94

(m il ) LEET Acmal H!; vme Actgal Plan mea

Net revenoe uz” 8533 $44.0 $93 $151.1 $140.3 516.9

Cost of revenue 282 258 2.5) 91.4 763 (15.1)

Gross profit 25.0 182 6.8 65.7 64.0 1.8
People expease 2 25 03 71 15 0.4
Facilities expense 0.7 06 (0.1) 13 1.8 0s
Marketing expense 32 27 (0.6) 95 9.9 0.4
Producz dev (ext) 1.6 3.1 15 42 92 S.1
pss 0.4) 08 13 : 14 27 13
Oxber expenses 0.6 07 0.1 1.8 23 0.4
Net sbared resources 02 0.6 0.4 0.8 1.9 1.1

Controllable expenses 8.1 11.1 3.0 26.1 352 9.2

Respoasibility margin $16.9 $7.1 $9.8 $39.6 $28.7 $10.9

% Net revenue . '
Cost of revenne 530 % 586 % 56 % 582 % 544 % 38 %
Responsibility margin 318 % 162 % 156 % 252 % 205 % 43 %

Countrollable Expense Mix

All product development 5510 % 559 % 482 % 527 %

Markedng -39.8 241 365 28.]

PSS ) (55) 76 53 75

Otber expenses 10.6 12.4 10.1 11.7
Tonl costs 100.0 % 100.0 % 1000 % 1000 %

All product development inciudes Ppeople, facilities, and external product developmen: 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 rurn 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 mventory. was the primary reason that cost of
revenue was higher than budget. Hardware is uying to sell out Mouse 1.0 inventory ($2.5 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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DATABASE & DEVELOPMENT ToOOLS

DATABASE & DEVELOPMENT TooLs

Net Revenue Stream & Key Product Releases (in millions)
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FY92 has pot been restated for product reclassifications which have been deemed immaterial for the purposes of this graph.

Highlights

e 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 to0 be strong following the
release of the Japanese version in December 1993.

* Visual C++ 1.0] continues to be exceptionally strong in Far East FG, at $8.0 million for Q%4-3 versus a
plan of $4.8 million.

» FoxPro 2.6 (DOS and Win) was released 1o 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: 2 $99 standard edition and a $695 professional edition which includes the Library,
Constuction and Connectivity Kits that were previously sold separately.

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

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

Competition

* A renegodation of the agreement between Sybase Inc. and Microsoft was completed and announced on
April 12, 1994. It redefines how the companies will work together to deliver completz, compatible
solutions across the enterprise, based on Sybase's SQL Server relational database and Windows NTAS.
The agreement gives MS the right 10 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 10 merge. Borland also agreed to sell its Quatro Pro
spreadsheet business to Novell for $145 million and licensed Novell to sell up to 1 million copies of
Paradox for Windows.

HicLy —— _
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DATABASE & DEVELOPMENT TooLS

Database & Development Tools Performance

Results of Operations ~ Q4¢3 FYTD94
{in miltions) S~ ___Acmal Plan Variance Acmal Plas Vanance
Net revenne 3 $89.8 $1143 (S24.5) $254.2 $290.8 ($36.6)
Cost of revenue 202 21.5 12 57.6 35.6 2.0)
Gross profit 69.5 92.3 (23.3) 196.6 2352 (38.6)
People expense 153 158 06 4.6 419 13
Facilites expense 31 32 0.1 79 9.6 17
Marketing expease 111 12.6 15 299 355 56
Produet dev (ext) 31 53 22 89 16.6 717
PSS 15.1 100 (52) 3.1 30.0 4.1
Otber expenses 09 12 03 23 31 0.7
Net shared resources (1.1) (0.1) 1.0 (3.0) (1.0) 2.}
Controllable expenses 474 47.9 0.5 126.7 141.7 149
Responsihility margin $22.1 $44.9 ($22.7) $60.3 $93.5 ($23.7)
% Net revenue
Cost of revenne 26 % 188 % 38 % 27 % 9.1 % 395 %
Responsibility margin 47 % 93 % (14.6) % 778 % 322 % “NH %
Controliable Expense Mix
All prodoct development 453 % 508 % 500 % 523 %
Marketing 234 262 236 251
PSS 319 20.8 26.9 212
Other expenses (0.6) 22 (0.6) 1.5
Tol coss - 1000 % 100.0 % 1000 % 1000 %
All product development inciudes people, facilisies, and external product development expenses.
Cost Driver Analysis

* Conuollable expenses for Q94-3 approximated plan with the exception of product support services.

During Q94-3. an adjustment was made o reflect a revision in International PSS allocations

negative variance.

resulting in a

*  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.

*  Product development costs continued © be less than planned in Q94-3 due o delaying localizarion on
FoxPro 3.0 (now scheduled for mid-FY95) and less than plan contractor expenses.

Product Division Update
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CONSUMER

CONSUMER

Net Revenue Stream & Key Product Releases (in millions)
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i

Highlights

Strong Q94-3 multimedia sales, panticularly the success of Encarta ‘94 and the new release of Bookshelf
'94, 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.

Encarta "94 and Publisber 2.0 were both winners of 2 1994 WIN 100 award from Windows Magazine.

MS completed an agreement to transfer marketing and development responsibility for Profit, a jointdy
developed small business accounting package, 1o Great Plains. MS will receive a 6% royalty oo each unit.

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

Competition

*

Q54-3 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 Publisbing and Davidson's relationship to develop. publish and distribute multimedia
tides for consumers; mergers such as the Electronic Arts and Broderbund aimed at expanding into new
markets: and licensing deals such as Davidson using the Fisher-Price. logo, and ESPN and Prodigy
announcing an online service. -

Music Pen, producers of our Magic School Bus title, received a minonity investnent from Paramount.

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 invesanent proposal to enter the personal ax preparation/planning markets.
The Games group recendy signed a licensing dcal with Storm Front Studios for a baseball simulation
game.

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

The U.S. Patent and Trademark Office repudiated the 41 claims on which the Compton’s NewMedia
patent was based.  If Compton’s pawnt had been upheid. MS might have had 10 pay a rovadty on every
multimedia title shipped.
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CONSUMER
Consumer Performance
Reults of Operations Q43 FYTD4
(in milliocs) <o Acmal Plan Vaniance Acmal Plan Vanance -
Net revenue - $74.8 $59.2 $155 £226.9 $170.4 $56.5
Cost of reveoue - 15.3 11.8 (3.9) 482 S (13.D
Gross profit 5058 475 12.0 178.7 135.9 42.8
People expense 103 102 (0.1) 33 306 0.3
Facilities expense 20 21 02 52 62 1}
Marketing expense 71 6.1 (1.0) 184 235 52
Product dev (ext) 5.0 76 26 152 28 72
PSS 3.0 23 0.1) 83 3.4 0.1
Onber expenses 13 0.2 {0.5) 5.1 22 (2.9)
Net sbared resources 1.0 1.4 0.4 29 39 1.0
Controllable expenses 295 31.0 15 852 97.6 12.4
Respoasibility margin $30.0 $165 $13.5 $93.5 $383 $55.2
% Net revenne
Cost of revenue 204 % 1983 % {0.6) % 212 % 2020 % T (1.0) %
Responsibility margin 40.1 % 278 % 122 % 412 % 25 % 187 %
Controllable Expense Mix
All product development 582 &% 643 % 504 % 6.1 %
Marketing 24.1 19.6 215 24.1
PSS 10.1 9.2 9.7 86
Other expenses 7.6 6.9 93 6.2
Total costs 100.0 % 1000 % 100.0 % 1000 %

Al product development includes people, facilities, and external product developmens expenses.

Cost Driver Analysis

*  Product development spending remains below plan both for Q94-3 and FYTD94, primarily due o less
than plan expenditures on outside contractors. Consumer is preparing to ship several products in Q94-4
and is utilizing contractors to mest ship dates, but product development expense will most likely be under
plan for FY94.

*  Markering expense was slighdy above plan for Q94-3 due 10 timing of invoices. Marketing expense was
slightly below plan primarily due to favorable variances in international marketing.

¢ Other expenses were unfavorable o plan for Q94-3 panly due to the wansfer 0 GPS of all remaining
Profit units in MS’s warehouss, FYTD94, the unfavorable variance reflects the write down of the $1.7
million advance royalty to GPS. In Q94-4, MS will make a final payment to GPS of $500.000 1o complete
the contract terms (also see Other Assets), -
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WORKGROUP
Net Revenue Strsam & Key Product Releases (in millions)
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Highlights

* In order o 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

* John Hancock announced that their standards commitiee voted on January 21 to replace ce:Mail with
Microsoft Mail as their standard L AN-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
hasawzalinstaﬂcdbascofmoxethanttmmionusaswoﬂdwidc.MailRunoeisalsothema:tctshare :
leader in its segment, and Schedule+ became the best-selling . workgroup application in the market
(excluding L AN-based email) whexq it surpassed the 1 million licenses sold mark in December 1993,

®  On February 16, Microsoft received the Messaging Company of the Year Award from the Electronic Mail
and Micro Systems Publication. based op its anpual 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, Lows announced cc:Mail Mobile for Windows 2.0, an updated mobile version of their
LAN-based email system, which gives remote users the ability 10 send and receive messages over a WAN
using a modem, network protocols or wircless connection.

* On March 18, Lots and AT&T announced a joint venture to bring online services, such as clecrronic
newsleuer 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 financia]
implications of this venmure to Lotus could be substantial, given that Lotus gets a per-transaction or traffic-
based royalty. .

* Banyan announced that it had agreed o pay $17.5 million for Beyond. Analysts project this coupling is
likely 10 spark a series of acquisitions as small email vendors such as Enable Software, Futurus and Reach
Software look for partnerships 1o belp them compete in a market where their combined products constitute
less than 1 million of the current 11 million US email seats. )
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WORKGROUP

Workgroup's Performance
Results of Operations Q94-3 FYTD%
(in millions) Acmal Plan Variance Acwal Plan Varance
Net revenve -~ - 278 $21.0 $6.8 $139 $61.0 $13.0
Cost of revenue 34 33 (0.1) . 8.7 9.7 1.0
Gross profit 244 17.7 6.7 652 312 14.0
People expense 78 75 (0.3) 219 234 1.5
Facilides expense 19 1.6 (0.3) 49 4.6 (0.3)
Marketing expense 27 27 (0.1) 73 9.1 1.8
Product dev (ext) 21 23 02 5.6 6.6 1.0
PSS s 20 (1.5) 72 - 59 (1.3)
Other expenses 03 03 0.1 0.9 10 0.1
Net shared resources (0.3) (0.1) 02 (0.8) ©0.7 0.1
Controllable expenses 18.0 16.2 (1.8) 47.] 49. 2.9
Responsibility margin $6.4 $1.5 $4.9 $18.1 $13 $16.9
% Net reveaue
Cost of revenue 124 % 158 % 34 % 118 % 160 % 42 %
Responsibility margin 230 % 71 % 159 % U5 % 2l % 24 %
Controllable Expense Mix
All product development 65.6 % 700 % 690 % N4 %
Markeding 15.1 16.4 155 182
PSS 195 122 153 118
Other expenses (03) 1.5 0.1 0.6
Total costs 1000 % 1000 % 100.0 % 1000 %

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

Cost Driver Analysis

*  FYTD94 marketing expense was below budget. however, prelaunch promotional expenses for EMS server
(ship date in FY95) are likely w0 offset this positive variance in Q94-4,

*  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.

* Increased sales resulted in higher than plan PSS expense.
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ADVANCED TecHNOLOGY

ADVANCED TECHNOLOGY

Highlights

On February 14th. MS signed an agreement to acquire SOFTIMAGE. a developer of high-performance 2.
D and 3-D computer animation and visualization software for the entertainment industry, for $130
million,

MS agreed w0 invest $30 million for an 8.5% stake in Nanonwide Wireless Nerwork (also see Other
Assets),

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).

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 st will be expanded 1o include a marketing test
of interactive TV services among TCI residential cable customers located in the Seartle and Denver areas.

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

At the beginning of Q94-3, MS. TCT and the Pacific Gas & Electric Co. announced they had signed a
memorandum of understanding to test market energy information services in California via cable
television.

Nippon Telegraph & Telephone and MS announced an agreement in principle to develop services thar
will allow users 10 access multimedia information on a communications network in Japan.

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

The Bell Atlantic/TCI merger agreement was terminated.

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

TCI said it will begin testing new interactive pay-per-view services in Illinois in Apnl using the CFT-
2900 set-top convernter from General Insquments.

DEC signed an agreement in January 1 work with USA Video 1o 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.

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

Time Wamner and US West have undenaken a feasibility study with liochu and Toshiba on establishing a
natonal television network.

annually thereafier.
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ADVANCED TECHNOLOGY

. Amu-iwcix chose ADC Telecommunications © supply the video delivery system for its $4.4 billion project
aimed at building interactive nerworks in 32 communities acToss a five-state termitory in the Midwest,

that the largest makers of cable conventers have agreed o include the StarSight chip in the boxes they sell
10 cable operators.

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

* Apple and Oracle signed an agreement that will allow Oracle’s Media Server product line 10 work with a
set-top unit based on the Apple Macintosh.

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

* AT&T announced PersonalLink, a new networking service that is porable and wili operate in wired or
wireless environments. PersonallLink 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 Customizanon,
is Telescript. a new communicarions language developed by General Magic. General Magic is owned by
AT&T, Apple, Motorola, Sony, Matsushita and Philips Electronics NV.

* The Lows Notes Pager Gateway for the SkyTel System shipped in February. It is a uni-directional
wireless messaging system. )

* America Online became the first national online service to offer consumers access 0 Internet content
through an easy-to-use GUL. Their email gateway now handles five million messages per month.

* America Online announced that the number of AOL subscribers has nearly tripied 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.

* The 835.000 member American Federation of Teachers announced that it had entered into parmerships
with both Prodigy and American Online. Teachers will be offered special discounts o use and evaluate
one or both of the services. At the end of the one-year test period the AFT will probably choose to sty
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ADVANCED TECHNOLOGY

Advanced Technology Performance

Resuits of Operations = Q94-3 FYTD94

(iz millions) - Actual Plan Variasee ° Actoal Plan Vanance

Net revenue ~“$LS $32 . (S1.7m 6.5 $10.1 (33.6)

Cos of revesue 0.5 0.6 0.0 22 1.8 (0.3)

Gross profit 0.9 26 {1.7) 4.4 8.3 (3.9)
People expense 8.7 1.7 kX 4 342 - 10.8
Facilities expense 13 20 T a7 32 . 54 22
Marketing expense 0.4 0.1 0.2) 1.0 0.4 (0.6)
Prodoct dev (ext) 0.9 48 38 3.2 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 02 0.7
Net shared resources 0.6 1.1 0.5 24 29 0.5

Controllable expenses 128 19.8 1.0 34.1 57.1 23.0

Responsibility margin =~ ($11.8) {317.2) $5.3 ($29.7) (548.9) $19.1

Cootroliable Expense Mix :

All product development 857 % 935 % 873 % 939 %

Marketing . 28 0.7 } 29 0.7

PSS (0.1) 0.0 0.0 0.0

Orther expenses 11.§ 58 9.8 sS4
Total costs 1000 % 100.0 % 100.0 % 100.0 %

All product development inciudes people. facilisies, and external product development axpenses. .
Revenue for products budgeted in AT continues to be reported in the AT P&L. however,
responsibility for the products has shifted io other product groxps.

Cost Driver Analysis

* People expense was under plan for Q94-3 and FYTD94, due w AT being 141 people behind its hiring
plan, although part of this variance was due w 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 to 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 causad by the $0.4 million paid to Continuum to cover operating
expenses berween 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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Worldwide Operations
Backiog Comparison by Plant (units in thousands)

.......

.......

DFF IRE DFF [RE DFF IRE DFF IRE

M Buildable B Non-bulidable

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 not been released 1o
manufacturing.
Domestic Focused Factory (DFF)

*  Q94-3 domestic backlog of 776,000 units decreased 24% from Qo4-2.

¢ Q94-3 buildable backlog of 71,000 units was primarily Windows 3.11 (17,000) and Office 4.0 (23,000);

" pon-buildable backlog of 705,000 units comsisted 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, .

»  Current daily capacity is estimated at 50,000 units.
International Focused Factory (IFF)
*  (Q94-3 backlog information is not available.
*  Current daily capacity is estimated at 20,000 units per day.
MS ireland (IRE)
e Ireland backlog of 72,000 units decreased by 48%.
*  Buildable backlog increased by 29,000 units while non-buildable decreased by 102,000 units.
*  Current daily capacity is estimaied at 32,000,

MS Cost Drivers & Metrics HIGHLY MS-PCA 2612332 M5
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WORLDWIDE PRODUCT GROUPS & ADVANCED TECHNOLOGY METRICS
WORLDWIDE PRODUCT GROUPS & ADVANCED TECHNOLOGY METRICS
(annualized in thousands)
WRG &
DADY - __DDT  Conmme Wakgroop _Symems Other WG AT AT
Net revenne per employes ‘

" Acnal 2812 433 631 29 1274 13 1155 13 1,078
Pian L2176 s41 4“5 21 e i 290 2 317
Qo4-2 2312 464 £33 269 1191 9 1.051 k] 983
Q-1 1,814 34 0 26 L1 25 932 baj 570

People expense per employee
Actual 7 © ] 1 93 64 (] 17 u
Plan ] 7% n T 92 ) ” 104 ]
Q942 7 1] 6 7 102 e 73 110
Q941 8 “ % - )] 7 15 20 35
Faqlities expense per employee
Actual 20 17 17 2 2 773 4 16 2
Pian 1?7 15 16 16 pel 21 1 13 is
Q42 17 13 14 16 1 n 16 13 16
Q41 17 14 14 18 13 H 16 12 15
"Product development expense per employee
Acmal 19 n 2 2 p> 3 pa] 25 11
Pian 19 25 Ly} U % 24 2 «Q k)
Q42 25 13 51 16 26 yed n 21 2%
Q4] 17 13 36 2 21 2 21 3 20
Marketing expense % net revenue
Acual 8% 2% 10% 10% s - A% 1% 5% %
Pian 8% 11% 10% 3% % % 1% < %
Q-2 12% 15% % 1% 5% % 9% 10% 9%
Q941 9% 7% % 9% 4% a% % 15% 9%

Q94-2 figures have been adjusted from previous report 1o reflect average quarterly headcownts.

Toual 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
mcreased revenues on  stable headcount.

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

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.

People expense per employee continued 1o 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.

The people expense metric was $9,000 higher for Systems and $24,000 higher for AT than the WPG
average.

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

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.

Marketing expense as a percentage of net revenue was on plan for Q94-3 despite a $10M accrual for
anticipated Q94-4 expense. '
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Channel Metrics Summary

CHANNEL METRICS SUMMARY

(annualized in mm_g sands)
T : No. Amer. Europe ICON  FarEat Agaregaie  OEM
Net revenue per employee
Actual 94-3 S 43 5 655 $441 S WS S S35 6982
Plan 399 531 434 547 456 4,051
QP42 464 45 417 5%0 494 5.657
Q41 314 440 480 607 386 5426
Q934 405 508 54 59 460 4.642
Q933 345 619 513 467 454 4342
Q93-2 388 709 588 408 505 3444
People expense per employee
94.3 7435 15 s M™9sS 198 77 S 10
Plan 75 76 78 104 n 101
QP42 3 i 80 121 T 101
Q41 71 76 80 108 76 90
Q934 ' 75 101 78 78 128
Q933 68 78 93 66 73 9%
Q3-2 9 83 97 61 74 98
Facilites expense per employee :
Actual 94-3 2835 25298 3§ 28 $ 17
Plan 25 26 31 34 7 17
Q542 23 25 30 34 25 15
QB4-1 21 n 29 34 24 15
Q34 21 32 s} 33 25 26
Q533 18 30 29 30 3 2
Q93-2 18 3 31 2] 3 17
Marketing expense as a % of revenoe
Actual 94-3 11% 8% 9% 7% % 0%
Plan 11% 9% 9% 11% 10% 1%
Q42 13% 12% 9% 12% 12% 0%
Q41 10% 8% 9% 13% 9% 0%
Q34 5% 10% 9% 20% 8% 0%
Q93-3 21% 6% 8% 12% 12% 2%
Q93-2 19% 0% 12% 19% 15% 3%

* 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 1o 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 revenue in North
America was 97% of plan and 92% of plan in ICON.

*  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 Q94-2.

*  For the OEM channel. lower PC prices. increased penetration of naked Systems and a growing consumer
market fueled a record revenue quaner. The average revenue per OEM employee hit $6.9 million.

* 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% below plan.
People expense per employee was approximately at plan for the remaining regions.
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INFORMATION TECHNOLOGY

INFORMATION TECHNOLOGY
(in milkions) Q94-3 FYTDM :
People Expenae - s23 ¥ $0.5 529.1 21 2.0
Facilities Expense 22 16 04 56 7.1 1.4
Crher Expense 15 0.0 (1.5) 1.6 0.0 (1.5)
Coatrollabie Expense $12.0 S114 (50.6) $36.3 3.3 829

*  People expense remained favorable in Q94-3 due 10 project timing.

» Facilities expense was below plan primarily due w the delay in the release of Online Services and the

associated telecommunications costs,

»  Q54-3 other expense exceeded plan due 1 a $1.5 million writeoff of Next Generation Business Systems
(NGBS) costs associared with the prior vendor, Dun & Bradsweet SAP has been selected as the new

vendor.

Top Products Released
*  EDI order processing enabled for the first time for all customers outside the US.
*  US Sales landed revenue system to coliect US cﬁstcmcr centric sales data.

* Budget Workbench 2.0 for FY95 revenue, marketing, headcount, operating expenses and capital

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

* Enhanced twols 1 support MSN in Europe and other international sites (Intemational PSS Workbench,

MS Manager). .
* HR Vantage (Personnel Administration Sysiem) instalied in 11 sites internationally (16 sites total).

Other Significant Achievements

¢ Plans are complete for redesigning PSS's ielecommunications capacity 0 manage anticipated volume
increase during the Chicago lamch. IT's plans project additional capacity for furure growth as well as

improved reliability.
* Finalized Information Systems Plan for ICON region.

* Compieted plans for upgrade 1 WAN based upon anticipated b.andwidth needs. -Installed ISDN nerwork

to domestic sales offices.

* Renegotiated AT&T telecommunications agreement resulting in anticipated savings in excess of $IM

annually.

*  Began implementation of time macking system (Timekeeper) w monitor both internal and external costs

of IT product development.

External Costs for Major Applications (in thousands)

Acoal- FY%4 project FYo4

Broieg io-dag forecag ® Budey Release date
NGBS $ 216 s 7% S 173 Lue FY9S
ISS Workbench m 1800 899 Jul-94
MS Sales 26 850 842 Jun-94
License Revenue Sysiem»e 750 1650 810 Sep-94
‘"WAM ’ 378 500 562 Jan-94
Budget Workbench 2 000 558 600 540 Apr-94
PSS Workbench 393 400 499 Nov-93

® aciuder Artuai-so-dase Ipendmg
** Funding screased 1o 81 437 for Aarsher enhanc emants
*** Fundmng mcreased 1o 3607 for fursner Anc sments 7 egne med by Fonance
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Q9d-1 Q94-2 Q943 Q944
Actual Acoal Acual Plan  Variance Plan
NonFAmetica FG 1.85% 1.832 1,828 1.983 158 1.9712
PSS 1,762 1.726 L7l 1922 am 1.906
MCS.+ m 253 264 264 0 264
Europe FG 235 2,408 2376 2731 355 2742
ICONFG 567 602 633 683 50 678
FarEast FG ki) 375 mn 411 39 429
OEM 189 190 180 204 U 204
Other 62 4“4 41 42 1 42
Channels 7.368 7.427 7402 8240 838 8.237
Excel pat ] 212 192 39 47 ns
Graphics 66 67 74 81 7 81
Orher Deskiop Applications %44 229 n 301 by 307
Project 78 ” ” 82 s ™
Word 243 254 255 268 10 262
Desktop Applications 846 841 g0 %68 98 964
Applications Programmahility 126 148 139 149 10 149
Database Mgmt Systems 203 049 256 269 13 269
Fox ) bx] 7 65 ()] (11
DDT Managemeat 66 68 4 74 33 %
Co+ 5 a3 189 218 2 210
Sciendfic and Eng Tools 182 - 197 32 65 33 3]
Database & Dev Tools 706 758 727 840 113 832
Entry 62 S1 129 153 U 153
MM Pube 179 132 133 140 7 143
Otber Consumer m 120 55 3 18 78
Works 119 166 162 °~ 172 " 10 170
Coasumer 471 469 479 538 59 544
Workgroup 379 397 370 359 (n 355
Advanced Systems 5 3, - b v 609 n 609
Digital Office Synems 137 154 176 193 17 193
Hardware 80 81 2 89 7 39
MS-DOS 36 28 2% 39 13 39
Otber Sysems 144 136 132, 59 19
Systems Marketing 103 110 115 107 (8) 107
Windows 349 328 362 420 58 420
Systems 1,448 1,368 1,425 1,643 223 1.656
Advanced Consomer Tech 190 24 207 301 94 303
Advanced Prodoct Dev 42 52 24 60 36 60
Broad Band Apps 13 13 13 20 2 2
On-Line Services 25 46 59 68 ) 68
Advanced Techoology 270 45 308 449 14 45
Otber WPG 90 9 2 62 S0 319
Interpational R&D 220 67 97 230 33 9
O!hchrodnchupa 152 64 61 190 29 191
Product Groups & AT 4.582 4,600 4,649 5.384 738 5.541
Campus North 552 585 599 619 20 619
Ireiand 402 407 347 420 n 420
IFF Us 39 251 254 13 264
Puerwo Rico 169 160 169 204 3s 204
ProcurementyMgmt 60 9 47 66 19 66
Operations 1,429 1.450 1.413 1,573 160 1.573
ITG 316 308 321 326 s 326
Law & Carporate A fhairs 128 140 145 158 10 155
FRnapce 243 260 278 295 17 285
Homan Resourees 195 28 223 242 19 242
Corporate Services 258 244 263 276 13 m
Executive Saff L1 L1 4 7 3 -7
Real Estate & Fagilities 75 75 78 92 17 R
Corporate 2,659 2710 272 2.966 244 2957
Microsaft 14.609 14,737 14,773 16.590 1.817 16.73§
MS Cost Drivers & Metrics
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Headcount Trend
800079

sooo{ gl J-----R----IN-----3---H... ... .

4,0004

Q933 Q934 Q41 Q942 Q943 (Qoad
[!Channel M Product Group lOperau'on.q
WMWMMWWMmWLIWnWJMWWIaW.

Q93-l Q93-2

Worldwide Headcount by Location

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

Q94-3
Corporate campus 40 %
Subsidiaries 33
Field locations - 13
Other Puget Sound 9
Canyon Park 5
100 %
MS-PCA 2612337
HIGHLY
CONFIDENTIAL
M10
HIGHLY

CONFIDENTIAL



- O
e du

U.S. Employee Statistics
- Female 3,541 36%
Male 6,390 4%
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 s <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 -
100,000 Temporary Employee Hours Billed
250,000

150,000
100,000

50,000

0

J A S O N D J F

. Useof!unpqmyunpbyeaumcmoﬁinamcd

M oA M J I,

employees are $0.9 million over a plan of $32.0 million.

$ 0N D 4 F gy oA ngJ

during Q93-3. FYTD94 ¢xpenses for temporary

MS Cost Drivers & Metncs
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CURRENT ASSETS

Cash and Investment Portfolio Balances (in millions)

US $ investment portfolio 32587 93% $ 2.809 0%
Foreign currency investments 74 3 2 7
Operating bank accounts —135 4 —l0e 3
Worldwide cash and investments 2D 0% L1 e
USS Portfolio by Security Type (in millions)
Dec. 31. 1993 Mar. 31. 1994
Security rype Cost % Pre-Tax Yield Cost % Pre-Tax Yield
Municipal bonds S L7 45% 49% S 1280 46% 4.9%
Commercial paper 398 15 3.4 463 16 35
Treasury securities 270 - 10 40 374 13 3.9
Floating rate notes 195 8 . 33 217 8 4.1
Money market preferred 175 7 4.0 171 6 40
Cenificate and time deposits 170 7 37 123 4 39
Corporate bonds 156 6 4.6 115 4 45
Other 50 2 5.0 66 2 45
US S investment portfolio $ 2587 100% 43 $ 2.809 100% 44
Yield Comparison:
90 day T-Bill 31 35
Donahue Index 2.7 29

*  The USS Portfolio is fully invested in investment grade securities with an average AA credit qualiry.

Inventories by Location (in millions)

__0934 094-1 Q94-2 0943
Subsidiary warehouses

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

Campus North 81 54 78 71
Ireland 11 4 14 16
Pueno Rico 2 2 ! 1
17 S95 $130 S131

reversed in the month of April,

> —_———
Assets Review HIGHLY -
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CURRENT ASSETS

Ten Largest Woﬂdw_ldo Accounts Recelivabie (in millions)

o Towl  Percent _Cumem
Ingram "z 81 12% $70
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
Olivewn 12 2% 10 2 0 0
Software Specoum 10 -. 1% 4 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 37% 200 28 16 4
Other : 427 63% 286 70 22 49
Total Q94-3 3675 100% $486 598 338 353
Total Q94-2 $620 $448 $103 320 $49
Aging mix of top ten 100% 81% 11% 6% 2%

Worldwide Accounts Receivable (in millions) .
DSO Total Aging Summary - :

Q041 Q942 Q943 Q941 Q942 Q943 Cumemt 130 31-60 Over 60=

Retail )
USFG 55 43 4 3161 $233 $197 $143  $32 s17 $s
International 51 58 53 236 299 333 267 39 15 12
397 532 530 410 7 32 17
OEM 32 24 33 81 68 127 6 23 5 33
Other 84 81 84 14 20 18 10 4 | 3
Total accts receivable 48 45 46 492 620 675 3486 598 338 $53
Aging Percentages 2% 14% 6% 8%
OEM GAAP Adjustments 106 114 115
Sales retums reserve 95) (C2)) (99)
Customer deposits/deferred rev. (40) (44) (43)
Reseller ebates ( _16) (42) (19)
Allowance for doubtful accounts (83) 97 1
Accounts receivable-net 5364 $460 $522

Woridwide Net Receivables (in millions)

Allowance
Net Receivables DSO Dollars % of AR
Q94-3 $522 46 3107 16
Q94-2 460 45 97 16
Q94-1 - 364 438 83 17
Q934 338 46 76 18
Q933 438 54 68 13
A4 HIGHLY
CONFIDENTIAL
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OTHER AsSETS
OTHER ASSE'ITS
(in millions).
Cost Market Value (if public)
dun.J0. 1993 Mar, 31,1994 Change Jun. 30,1993 Mar 3] 1994 Change
Financial assets ’
Sania Cruz Operation 52 3 2 s - S 77 25 S (2
-Dorling Kindersley 19 19 49 50 1
MicroUniry 15 15 - -~ -
Metricom - 6 6 - 6 6
Monotype 4 4 - - -
Natural Language Inc. K} 3 - - - -
Cirix Systems -2 —2 —_ = —_ —_
48 69 21 $ 76 A $_ 5
Valuation allowance 28 35) Hu) T
0 4 e
Intellectual property rights .
Consumer Software, Inc. 13 13 -
Other 49 53 _4
62 66 4
Accumulated amortization  (32) (41) 9
30 )
Miscellaneous 38 37 )
S8 s s 8

Financial assets include equity and equity relared 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.

Intellectual property rights represent purchased code or other intellectual propenty and rights. Their cost
is amortized over periods of up to five years. Amortization is generally charged w0 research and
development expense.

Miscellaneous assets include other long-term assets, primarily lease and other deposits and patent rights. .

Nationwide Wireless Network (NWN)

*

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 1 its innovative network architecrure.,
NWngrantedaﬁnalPioneer'stfmccbymemeoralicmeinthc940-94l 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) 1o ensure compatibility with the Pulsar NOC:; (ii) a
2% royalty on all revenue generated by Pulsar clients on NWN: and (iii) marketing “ownership™ of
Puisar’s customers on NWN, .

In addition, MS and Mtel signed a sharchoider's agreement pursuant © 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
Parmers. Kleiner Perkins is also an investor. Greg Maffei will join NWN's board. - :

MS will also receive 1,150 1l-year warrants. The majority of these warrants are subject t0 cerain

performance requirements. Assuming conversion and/or exercise of all warrants. MS will own
approximately 14% of NWN. :

Assets Review
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Metricom, Incorporated oy
B Year Ended Year Ended
z Dec. 31, 1992 Dec. 31, 1993 Change S Change %
Net revenue 5 S 64 s 101 5 37 58 %
Cost of revenue* - 6.1 83 2.2 36
Gross profit 03 1.8 15 500
Controllable expenses 4.8 179 3.1 65
Net income $ (43 L)) S_ (1.5 (36) %

* 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 Dara Network.

¢ MS and Metricom are working on a technology and marketing letter of intent, similar o that signed with
NWN, that will complement MS"s Pulsar and overall wireless strategy.

Great Plains Software
10 Months Ended 10 Months Ended
Mar. 31, 1993 Mar. 31, 1994 Change S Change %

Net revenue $ 191 $ 251 - $ 60 1 %

Cost of revenue 4.0 6.2 22 55 i
Gross profit 15.1 18.9 3.8 25

Con;rolhble expenses 16.5 24.5 7.8 47

Net income $ 1.42 s (5.62 s §4.22 300 %

* In connection with the resolution of the MS product relationship with GPS (discussed in the Consumer

secured. second lien on the remainder of GPS’s assets.

* GPS has signed an agreement pursuant o which Goldman Sachs will invest $8 million ar 2 $40 million

* GPS's financial performance in the current fiscal year has suffered due 10 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 a significant revenue contribution.

MS-PCA 2612343
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Santa Cruz Operation, Inc.
Quarter Ended Quarter Ended

:5_ Mar. 31. 1993 Mar. 31, 1994 Change § Change %
Net revenue . $ 43 S 44 .08 1 2 g,
Cost of revenue 12 13 1 8
Gross profit 31 31 0 0
Confrollablc expenses 27 29 2 7
Net income S 4 52 S 322 (50) %

* 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
S3M of non-recurring revenue related 10 a federal contract.

» Controliable expenses grew due o several factors including increased RAD spending w localize selected
products and an increase in the tax rate. '

» 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 IPO in May 1993.

* SCO announced a joint venture with Tomen 1o distribute SCO’s products in Japan.
Dorling Kindersley

6 Months Ended 6 Months Ended

Jun. 30, 1993 Jun. 30, 1994 Change £ Change %
Netrevenue £ 39 £ 45 : £ 6 15 %
Cost of revenue ’ 25 29 4 16
Gross profit 14 16 2 14
Cou!muable expenses 11 14 3 27
Net income £ 3 £ 2 £ () (33; %
e DK's revenue grew as planned due 10 strong performances in the Adult and Children’s division which

also enjoyed excelient profitability. B :

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

»  Greg Maffei assumed MS's board seat.

MS-PCA 2612344
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MicroUnity Systems Engineering, Inc.

MicroUnity remains in the development phase. MS's ACT group is working closely with MU w insure
compatibility with MS's broadband efforts.
MicroUnity raised S75M 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.

MS owns 6.5 million shares of conventible Series D Preferred Stock at a cost of $14.95 million ($2.30 per
share) and 2 warrant o purchase 2.0 million shares of Series E Preferred Stock at a cost of $50.000
(exercisable a1 $3.75 per share).

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 o
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 s 78 $ 61 S 1.7

Cost of Revenues 2.3 1.9 0.4

Gross Profit 55 42 1.3

Contollable Expenses ‘ 5.9 4.8 1.1

Net Income $ (04 s 50.6) S 0.2

Monotype achieved a 12% profit margin during the most recent quarter on revenue of approximately $1.7
million versus an 11% margin on $1.9 million for the prior quanter. The improvement in operating
margin percentage was due  cost and headcount reduction measures adopted in September. 1993,

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.

Monotype’s liquidity continues 1t remain tight However., due 0 cost containment measures,
management’s outlook for 1994 is optimistic.

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 © 85% of the company)
and a loan of $1.2 million. The current outstanding loan balance is $900,000,

Amar Nehru will join Monotype's board this quarter,

A8
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Natural Language Incorporated
’ Quarter Ended Quarter Ended
= Dec. 31,1993  March 31, 1994 Change S Change %
Net reyeime $ 04 $ 10 $ 06 150 %
Cost of evenue 0.1 0.1 0.0 0.0
Gross profit 0.3 0.9 0.6 200
Controliable expenses 0.9 0.6 0.3) (33)
Net income $” (0.0 $” 04 s . (150) %

* 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.

*  NLI continues o 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 Narural Language will
ship with a full featured report writer,

*  NLIdiscontinued its unsuccessful telesales effort in favor of a Powu'soft-sxyle seminar selling model.

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

¢ Inorder to improve cash flow, the company has downsized by 25%.
. NUisintheﬁnalstagwofrecapimﬁzingandmisingznaddiﬁma!SGO0.000o[equity.ofwhichMS 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 slighdy 10 approximately 13%.
Cltrix Systems '

3 Months Ended 3 Months Ended

Mar. 31, 1993 Mar. 31. 1994 Change § Change %
Net revenue S 08 $ 20 S 12 150 %
Cost of revenue 0.1 . 0.5 0.4 400
Gross profit 0.7 . 15 0.8 114
Controllabie expenses 1.5 1.9 0.4 27
Net income sTS‘; s“"‘go.ag $— 04 “550’ %

¢ Citrix hadarecordquanuandarecm'dmomhinMaxch.RcvcnuemupBl% from the 4th quarter of
1993 and the number of authorized resellers grew from 120 to 160.

. 'IhcmmyismgedngtobrukeveninilssecondquanumSZ.Smiujonofsalcs.
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STOCK MATTERS

Stock MATTERS

Options and ESPP

3,500,000 _ BB Shares Exercised %0

ras
86
3
82
1)
t7s
t76
74
t72
20

3.000,0001
2,500,000
2,000,000
1,500.000
1,000,000

500,000

0

Q33 Q-4 Q941 Q42 Q93

T e InQ94—3.atotalof3.20‘l.583opﬁonswmexacised.a24%inctaseover094-2mda22% 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 o 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.

* ESPP: 9.265 employees are currently enrolled in the ESPP. Total earoliment has decreased 5% (9,780)
from the previous period ending December 31, 1993. This is the first ESPP period in which enroliment
bas 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 3,123,500 . 250 79.92
Q-1 966,500 72 74.47
Q94-2 1,152,500 92 79.66
Q4-3 1,810,000 147 81.28
FYTDS4 3,929,000 in 79.13
LTD 16.292.453 $792 57.65

e FYTD94, MSbasxtpm-cbased3.929.000$hamsmanavmgccosto($79.13pcshananda‘mta]costd
$311 million. ’
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SOFTWARE INDUSTRY FORWARD P/E RATIOS

474

313
27

w9 28 772

22.7 40

19,1 192 201 23

17.86 18.0
154 162 165 8

Legent ‘

Sterling Software 4
. Artisoft
BMC Software
Adobe
Novell
Banysn
Symantec
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ORLOWIDE MARKET Siane

WORLDWIDE MARKET SHARE

Word Processors {Units) :

100% o] T
0
60% -
OOtw
& AmiPro
B WordPerfect,
0% 4 WMS Word
20% 4
o . |
2 2 t Y 2 2 * 8 2 3 2 ;,' i
Y 9 > 3 ¥ > L
k| 2 s % 3 5 = z 3 <] z g A
Word Processors (Revenues)
100%
80%
0% -
DOt
& Az
N WordPertct]
0% A WMS Word
20% <
% <
3 2 3 g 8 2 3 2 a ] 2 g
a > >
51:%-5-233«?8;-3

Informauion presented is not version specific and includes MS-DOS, Windows. and Micintoth esviroamests 08 3 worldwide basis,
Perceatages are three moath rolling averages.

Market share is calculated by Microsoft Office marketing persoenel and is based on SPA. IDC. and DaaQuesnt information.
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WORLDWIDE MARKET SHARE

Spreadsheets (Units)
100%
0% <
i CQuwaroPro
60% - il ®Lloom 1-2-3
BMS Excd
0% -
20% -
o% |
3 2 2 -3 2 s 3 8 s 3 g 3
2 2
NN L I UL R 2N T B B
Spreadsheets (Revenues)
100%
80% 4
) QQuanroPro
60% 4 SLlotms 1-2-3
BMS Excef
40% <
20% A
o% 4
3 3 3 ~ 3 5 2 ) 3 3 2 3
- . >
SR N T R T 2 SR R S

Information presented is oot version specific and includes MS-DOS, Windows, and Macimash caviroameots os a woridwide basis.
Percentages are three mooth rollisg averages.

Market share is calculared by Microsoft Office marketing personsel and is based o0 SPA. IDC. and DataQuest information.
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O Bortaod/ WordPerfect
B SmartSue
B MS Office

Feb-9)
Mar-9)
Ape-93

May-93
Jun-93
Jui-9)

Avg-93

Sep-93

0ct1-9)

O Bortand/WordPerfect
8 SmartSue
B MS Office

a : 2 : a Yy b= t 2 2 -y S
2 > ] = >
T4 o ;3 : » ¢ 3 : 2
Information presented is for the Windows envirooment oa a woridwide basis.
Percentages are three month rolling averages.
Market share is calculated by Micrasoft Office marketing personnel and is based on Competior press releases and product mangemeat's
estimates.
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Tor FOUR SOFTWARE CoMPANIES

Top FOUR SOFTWARE COMPANIES

(in millions)

- Microsoft Novell Loms Borland
Most recent quatter 31/ 112984 1273193 1273193
Net revenues” - S 1,244 100.0% S NI (a) 100.0% $ 2% (¢) 100.0% $ 112 (e) 100.0%
Cost of revenues 208 6.7 64 20.6 S4 19.4 2 2.9
Gross profit 1.036 $3.3 247 79.4 24 80.6 33 4.1
Research and development 156 128 57 18.3 k73 1.5 15 13.4
Sales and marketing 359 2.9 68 219 130 443 66 589
G i and admini ive 41 33 px ) 7.4 17 6.1 - -
Litigation charge 120 - 9.6 - - - - - —
Total operaung expenses 676 54.3 143 47.6 179 64.4 8t 723
Operating income 360 29.0 9 38 45 16.2 2 1.8
Nonoperating income 2 13 il 3.5 1 0.4 - -
Income before income taxes 3s2 30.3 110 383 46 16.6 2 13
Provision (benefis) for i taxes 126 10.2 37 13.8 i6 s.3 2 1.3
Net income S 256 20.6% $ N 23.5% S 30 10.3% 3 - -
Average shares outstanding 304 4 46 27
EPS S 0.34 3 023 $ 0.64 S 0.02

Trailing tweive moaths

Net revenues $ 4398 100.0% S LI4 . 100.0% s 9%l 100.0% S &0 100.0%
Cost of revenues 732 16.7 px: | 20.3 202 06 118 25.7
Gross profit 3.663 33.3 936 .7 ™ 7.4 342 74.3
Research and development 578 132 187 15.9 17 129 [1] 13.3
Sales and marketing 1321 30.0 n 24 463 . 4.3 263 5.1
General and administrative 133 3.5 52 70 70 7.1 - -
Litigation charge 120 27 321 v 213 - - - -
Total operaling expenses 2172 39.4 364 73.6 660 67.3 324 (D 0.4
Operating income 1,491 339 n 6.1 19 121 13 3.9
Noooperating income 81 1.3 4 29 [CLXC N 3 0.7
Income before incorne taxes L5 s 106 9.0 102 10.4 pi} 4.6
Provision (benefit) for income taxes 523 11.8 139 1.8 46 4.7 7 1.6
Net income 3 |Ion9 21.9% S (3 !7-”‘ 3 56 5.7% b3 14 3.0%
Average shares owsstanding 304 318 45 28

EPS 3 348 $ (0.1 1) S 1.28 $ 0.53

(a) Novell's first quarter sales grew 20%. Excluding USL revenues, the increase was only 13% due w reductions in channel i tory.
{b) Novell’s results of operations inclode 3 charge of 3321 million reiated o the acquisitions of USL. Software Transformation. Serius and

Fluent. The write-off of purchased rch and deveiopr and other costs Wunom-ﬁmechugeq:innnm‘u:of&l.mpa
share. : :

(¢) In the fourth quanier, SmanSuie represented 47% of Lotws's mmmlhmdwbhthepzmtqe from the end of last year,
(d) Lots’s peraing incoms inciod a charge of $20 million for purchased rch and devel felated 10 the acquisition of

Approach Software. Befors one-time items in 1993 and 1992, pet income in the curment fiscal year rose 32% 10 375 miltion.

{e) Borland’s revenves in the December quaster grew 7% over the prior year.

(D Borland expecus its corporate festruconing. the layoff of 200 U.S. employees, and the transfer of 100 Quaniro Pro staff w Novell-to save $50
millicn annually.

Industry Watch HIGHLY I5
CONFIDENTIAL

CONI#I%%'YI'IAL MS-PCA 2612353



im .

Top FOUR SOFTWARE CNMN '

Top Four Software Companies (Continued)

(in millions) ‘ , ‘
s Micook Novell Locws Borlang
Bulsaco shoets . 3818 13194 1231, 123193
Qurrens assetr =
Cash and short-wrm 1ovestnents 3 1143 [ 13 H 166 (») 3% 3 17 @ s 67 (o) 1%
Accours receivadle - net br -4 1 02 i a7 % 81 n
laveowries 131 3 - - 21 2 0 )
Other 116 1 67 s b} 3 10 3
Ton! curren mses Jan2 ki 1138 b4 J 676 Lb] 168 "3
Property. plant and equipment - net s 19 6 15 17 14 176 a
Capralized sohware . - - - - » i0 - -
Other assats 96 2 1] 6 13 1 i 3
3 4.926 100% $ 1.4 100% $ 903 100% 3 36$ 100%
R
Curren lisbilives s 334 1" $ us 15% T M N% 5 e 0%
Loag-erm liabilies - - - bt ] 9 2 [}
Oxher liabilities - - 36 3 - - - -
Swckholders’ equity 4.042 52 1.138 2 52 38 198 34
3 4,926 100% $ 143 100% $ 908 100% 13 363 100%
Other data
Clonng swck price (March 31, 1994) 334.78 $18.13 $70.50 (d) $14.13 (D
Common shares custanding 304 U] 46 n
Market vaive 328764 $5.693 - 8.243 082
PriceAevenues rano 5n 4.8 33 0.5z
Priczamings rano - wailing tweive U6 * {0 36.4zx Wz
Priceeamings ratio - futwe ¢ quarters 2.1 16.5x I TU.x
Avg Dradcoun (mom recent disclosurs) 13813 4,006 ' 4350 198
Net mveousiempioyes e $293.060 23517 a2
Book value per share 51330 3. $11.30 n
Pricedook value ratio Gex 4.8 &lx 1L
- Growth stansucs (over comparable quaner):
Revawe 0% 0% 1% %
Resenrch and deveiopmen 4% 5% %) 21%)
Sales snd markenng . 15% 2% " {13%)
Genenl and admumswative % ”~ %) nA
Net ncorms % (g b] 3 e 0%

(a) Novell’s cash and shont term investments rose by 3102 million w0 $766 million dunng the quaner, while accounts receivabie decreased
improving days sales omstanding from 98 days © 88 days.

On March 21, Novell agreed 1o buy WordPerfect for 59 million sbares ($1.4 billion) of siock and Bortand's spreadsheet business for $145
million. Before the announcement, Novedl's sbares were trading at $24.00. As of March 31st, Novell's stock had dropped approximaely
24% or $1.8 billion in market value and redoce the price of WordPerfect to $1 billion

Novell's triling tweive months P/E mso is oeganve dus 1o the $321 million charge relsted primarily 1o the acquisiion of USL. Excluding

()

-

(c

-

prior year. Adjusted P/E rario = 20.13. :
(d) Lotus closed the quarter up 200% from the 52 week low of $23.50 and down 13% from the bigh of $30.50. Since June 30. 1993. Lotus has
released new versions of SmanSuite, 1-2-3 for Windows, and Notes.
Novell will not assume any hiability in connection with Locas's copynight infringement suit against Borland and its Quanro Pro spreadsheet.
Analysts have estimated the damages 1o rangs from $30 million 10 $100 million.
{3] Bonmd‘luo&humlliﬁnammmeeuh,—‘ ing their dsheet buss

{g) Excluding the Stac litigation charge, Microsoft's net income growth was 33%.
* Not meamngful

(e

HIGHLY
CONFIDENTIAL

CON?%%Q{W MS-PCA 2612354



INDUSTRY REVIEW
INDUSTRY REVIEW
Software Company Metrics
(in millions)--
. Adobe Aldus Asntisoft Autodesk BMC Banvan
Income statement 22594 123183 1213183 13184 1233193 1273183
- ‘Most recent quarter
Net revenues b1 357 2! $102 576 $33
Net income (loss) 15 5 3 s 23 b
EPS 0.32 0.34 021 0.63 0.39 0.17
Trailing tweive months
Net revenues 3326 207 530 3406 byell sis
Net income (loss) 5 10 9 62 1 13
EPS 1.20 0.70 051 .50 in .70
Net income (loss) as a % of net reveaues 17% 5% % 15% 0% 10%
Balance sheet
Cash $239 L1 ] 23 S1s9 353 335 (c)
Other current assets . n 50 n 104 n
Other assets 43 34 23 19 268 33
$359 177 $73 $382 $398 122
Liabilities $61 $3s 39 93 S 343
Equity 298 142 64 229 264 bl
3359 3177 $73 $382 5398 3122
Otber data .
Closing stock price (March 31, 1994) 2428 $26.63 31950 $53.00 361758 $16.50
Ci shares ding (io millions) 47 (a) 14 Ya) 15 25 (b) 26 19 ()
Market value (in millions) S1.140 3373 29 SL450 $1,606 $314
Pricesrevenues ratio 35z 1.8x i 36x 59z 2.5x
Price/earnings mtio - trailing twelve 20.ix 37.8x 33.4x B2 193z 23.6x
Price/earings ratio - future ¢ qus. 16.2x 20.3x 13.3x 19.1x 15.4x 176z
Avg headcount (most recent disclosure) 943 980 i3 1419 846 670
Net revenues/empioyee $345.389 $211,000 5255199 $285332 pxrik yel $190.701
Book value per share $6.34 510.14 “ 311.56 310.18 $4.16
Price/book vaiue ratio I 26x 4.6x S.0x 6.1x 4.0z
Growth statisties (over comnparable quartery -
Revenue 19% 5% (1i%) 4% 16% %
Research and development 2% 23% % 6% 16% 1%
Sales and markating 25% 19% 2%) 1% % 17%
G } and administrative 9% 15% (%) (9%) % 1%
Net incoms (3%) 1231 9 3%) % ue 0%

(¢) Banyan has entered inw » definitive agreement 1o acquire the stock of Beyond (an enterprise-wide messaging vendor) for S17.5 million in
cash. According to Banyan, a substantial p of the acquisition costs will be allocated to purchased ¢ b and development and will
result in & one-time aher-tax charge of approzimately $11 million

(d) Banyan's Board of Direcion has authonzed the company w repurchase up © | million of its 19 million common shares outstanding.
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INDUSTRY REVEW ‘ '
Software Company Metrics (Continued)
(in millions) ’
N Assoc. Informix Intuit Legens Oracle Plavinum
Income statement . 1273183 123193 123193 123183 v288e 127313
Most recent quarter
Net revenues $502 siot &0 sus - 5433 s
Net income (loss) 3 [} (167 13 70 ()
EPS 0.43 027 (13.00) () 0.53 0.24 (0.57
Trailing twelve awaths
Net revenues $1.982 3353 (a) s $40 $1.306 3
Net income (loss) 298 56 (163) 49 pa (22) (d)
EPS 175 0.82 (14.03) 1.42 0.92 (1.64)
Net income (loss) as a % of net revenues 15% 16% (110%) l% 13% (38%)
Balaoce sbeet
Cash 3289 Sl 599 Sil pxral 329
Oxher current assets 560 128 35 24 Si6 21
Other assets 1,477 58 140 264 490 21
gm $327 $274 3609 31.329 $74
Liabilities $1.29 $120 b34] 23 3678 317
Equity 1,097 . 181 381 654 57
$2.326 $327 $274 3609 $1.329 $74 »
Otber data
Closing stock price {(March 31, 1994) 33033 $20.78 33633 32550 3.1 $11.%
C shares ding (in millions) 168 63 : 13 k] 29 12
Market value (in millions) 35,187 31411 “n 3357 $9.509 si3s
Price/revenues ratio 26x 4.0x Iz 20x S 2.4x
Price/eamnings ratio - wailing rweive 17.6x 2522 ° 13.0x U .
Price/earnings ratio - future 4 gra. 11.8x 19.2x 26.0x IL.9x .7 26.0x
Avg headcount (most recent disclosure) 7.300 1.283 sé1 225 2.704 207
Net reverues/empioyee $271.536 2507 3273845 $195.63s 3207.448 $2719.444
Book value per share 3453 33.04 $13n $il21 $2.21 478
Price/book value ratio 47 68x 26x 3 14.5x 24
Growth statistics (over comparable quanery -
Revenue 0% 6% 111 3 %) 30% 128¢
MWMW 1% 13% 217% 1% 7% 299%
Sales and marketing 0% % 19% (4%) 15% 13%
General and administrative Y (2%) 63% 2% 0% 129%
Net income 1% (19%) (5543%) (4%) I¥% (¢) (1150%)
(a) Excluding two unusual events from 1992 (a and a lingan ! ). Informix’s 1993 revenues, pretax profit, and net income

increased year over yearby 35%, 64%. and 31 %, respectively. The dramatic drop from pretax Profit 1o net income was due 1o the utilization
of net operanng loss carryforwards recognized at the end of 1992

(b)OnDecmberIll”ShmﬁwMQipSoh!wSanﬂﬁoa. Results for the g ended Decernber 31, 1993 inci ded a charge for
purchased rch and develop of 3151 million and other merger related costs of $31 million. Exciuding the $182 million of merger.
related charges which were mmmma\ipsoﬁmim Intuit"s net i per share | d 103% from year 10 year,

{c) Oracle’s comparable quaner of the prior year includes a $24 millioa li ig charge. Excluding this noa recumnng charge, net income for
the penod increased $6%.
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INDUSTRY REVIEW

Software Company Metrics (Continued)
(in millions) - ‘

substantial drop i sales for s fiscal second

<

l-e—c_mt

Most recest quarter

Net revenues

Software

Powemsoft Publishing (s} Stering Svbase Svmantec
1273193 123153 12318 12313 123183

quaner ended March

311994, The company expect

320 33 5108 Si3s 367
Net income (loss) 3 0 1} i3 9)
EPS : 0.26 0.03 0.45 0.3« 0.31
Trailing eweive months
Net revenues 151 $%0 3422 5427 (c) 3236
Net iacome (loss) 3 a8 ®) (30} (e) “ us)
[ &) 3.0m (1.68) 0.86 0.56)
Net income (10s3) as 2 % of net revenues 16% {42%) %) 10% (6%)
Balance sheet
Cash 342 354 19 3107 347
Other current assets 20 2 133 1ie 63
Other assers 4 9 193 74 3
366 535 $409 3293 3183
Lisbilities b111 330 I 1% f3]
Equity 30 s 117 163 ki
$66 385 3409 $295 5153
Other data
Closing sock pnce (March 31, 1994) 353.00 36.50 52838 $45.00 315.63
Common shares ovuundiag (is millions) i1 12 3 2 0 (g
Market value (in millions) 3503 by} 3520 32340 3460
_Price/revenues rano (83 0.93 L 3.5 10
Price/eareings ravo - tneiling twelve N6 . i 52.5x .
Price/eamings ntio - future ¢ qnrs. 41.4: 3. 12.7: S 13.02
Avg beadeount (mast recent disclosure) 3.663 pi1] 2478 1,343 1,049
Net revenves/empioyee 313,918 3153.398 3170.467 3316542 3224520
Book vaiue per share 3455 $2.92 36.50 $3.17 1.3
Price/book value mtio 212 1k 44 14.22 &N
Growth satimics (over companble quaner):
Revenue 1% 31%) 10% 66% %
Research and development e 6%) 19% 0% %
Saies and markeung e (26%) (5%) (223 e
Genenl snd admvinisraove 139% 171%) ah b1 9 /s
Net income 9% (91%) 463% (d4) (113 {125%)
(a) Sofrwars Publishing will lay off half of its 30 employees over the next 90 days, take a festructunng charge of $9 million and repon a

revenue of $14 mulioa for its fiscal

second quarter, compared with reveaus of 343 million in the same quaner a year-ago.
(®) Software Publishing's net foas for the truiling rwelve months inciudes 2 $20 millioa festructuring charge related  excess facilities and
workforce reductions.
(¢) Included in Sterling s net Loss for the trail g twelve hs is 2 391 mullion charge related 1 the July 1993 acquisition of Systems Center.
(d) Ezcluding a 1992 change 1n sccounting pnaaiple of 33 million. Sterting s net income increased 1194,
(¢) Sybase's 1993 revenues increased 61%, reactung record net sales of 3427 mill;

(D) In November 1993, Sybase had s 2 for | stock split. Shares dosed at $45.00 o0 March 31, 1994 (down from a 52 week high of $51 1/4 and
up from a iow of 325 3/3).

(&) Sy ched an agr 1o purchase Central Poux Software, ooe of its biggest nvals for 364 million in stock. Privately-held Central

Point posted sales of roughly 380 million iast year, about one-thurd the n1ze of Symaniec.
* Not meaningful.
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Hardware Company Met

(in millions) - -

.- AT&T Compeg DEC Del}
Incotme statament 123153 1273193 1273193 1154 1730/94
Moast recent @nru:' -
Net revenues : 318.455 52469 52202 33254 3743 (o)
Net income (loss) 2 40 151 () 16
EPS 0.12 034 LN 0.53) 0.39
Trailing twelve months
Net revenues $67.15% 8446 $7.192 () $13.637 237 ()
Net income (ioas) (2549) (a) {35) () %2 (1) (40}
EPS (1.38) (0.30) 5.45 (0.54) (.on
Net income (loss) as 3 % of net revenues (4%) (0%) % (1%) (1%)
Balance sheet
Cash by, 31123 3419 sL1e7 $337
Other aurent assets 27,398 3085 2,566 5152 Tl
Oher msets - 31.260 14 794 4.0 92
$59.453 $5.042 33,779 310.369 $1.140
Liabilities 545.055 $2.989 51381 35.5% 3669
Equity 14.398 2,053 1398 . 4330 471
$59.453 35,042 33.779 $10.369 31.140

Otber dats
Closiing stock price (March 31, 1994) $51.28 33328 39738 $29.63 12528
Common sbares cumnding (in millions) 1357 (v 117 7 136 0
Market vajue (in millions) 369.546 33.890 33.515 34.029 s1.0t0
Pricesrevenues ratio LOx QSx 12x & Q4x
Pricc/earnings ratio - Tailing twelve . . 18.0x . .
Price/eamnings ratio - fumre ¢ que 152z 113z 13.4x 29.3x 11.5x
Avg headeount (most recent disclosure) 312700 193 10921 104,000 3810
Net revenues/empioyes 3214762 $705.970 $653.540 spun $754.112
Book value per share 31061 31758 - $21.56 $35.51 st
Price/book valye ratio 43x L9x 36z Q3x 2ix
Growth statistics (over comparable quaner):
Revenue ) % % 55% (12%) 20%
Research and development % (5%} 10% (13%) 26%
Sales snd marketing 10% (9%) 9% (B%) %
General snd dminstrative o/ na A nA %
Net mcome 2%) (75%) U% % (50%)

(a) ATET s net income for the trailing twelve months incloded so after tax charge of $7 iltion for the change in bow the company accounts for
postretirement benefits. Thcmmﬂbodo(m.ismexpeuedhhncuuwcﬁd effect on net income in forure penods.
(®) A federal judge said AT&T bas 0ot yet porsuaded him 10 prove its proposed acqaisition of McCaw Cellular, but suggesied that he still may

(¢) lncluded in Apple’s Tailing rwetve month oet ncome is a pre-tax chargs of $321 million, or $1.63 per share., relazed 1o the company 's latest
festructaning. Exclesive of this charge, trailing twelve moath net income would be $164 million. or 69% lower than the prior year.

(d) Compaq’s sales increased 75% during the year 10 a record $7.2 billion and earmungs per share increased 112% 10 8 record 35.45. Every
region enjoyed record sales. North Amenca o 100% 10 31.7 billion: Earope (inchdi g E Europe, Middie East and Africa) grew
44% 10 $2.7 billion: and other i ‘onal markets (induding Japan, Latin Amenca and Pacific Rim) grew 111% 10 $800 million.
Worldwide unit shipments reached 3.1 million, an increase of 98% over 1992

() The sale of Dell's 486-based deskiop and worksution symems Ucreased 40% over the companbie quanerto 3596 miliion (30% of net

(N Over the past two yeans, Dell has added nearly $2 billios in anauval revenoe for an anoual growth ne of 80%. For the year, Dell experienced
a net loss of S40 millica. A primary reasoa for the foss was $71 mjll; in | charges related © restrucunng provisions. inventory
writedowns, and costs associated with deiayed and canceled notebook projects

* Not meaningful.
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InpusTRY REVIEW '
Hardware Company Metrics (Continued) e

(in millions)
T Hewlen Silicon
o3 Packard BM _ lnwi Gnpbis (d) Sw 300
Incame statemen. /3179 12731/93 1272593 123193 V27/94 123193
Most recent quarter
Net reveous - $5.632 319.396 L339 370 SL196 s ]
Net income (10s3) 368 362 554 3% ST (o) )
EPS 1.42 0.62 138 0.2¢ 0.60 (N ©.3%)
Traibag twelve months
Net reveouss 21.426 360716 (a) 1712 $1.262 34543 36
Nut income (Joss) 1238 1.034) () 298 119 194 “4)
EPS 5.0¢ (14.01) 2 0.79 138 (3.00)
Net income (1oss) as 3 % of nat reveous % (13%) 26% e 23 (T25%)
Balancs shoet
Cazy 32064 35,174 31138 3108 p 1} 313
Other current assms 8.654 4.078 2,666 s 1348 ]
Other asses 6.443 41.965 $.542 b 2] 5% 3
$17.201 334217 $11.344 31.051 32.351 $42
Li abi lities $3.394 il - 3,156 33 31301 312
Eqaty 3.307 20.103 - 7,500 28 1.55% 3
317201 334217 $11.344 $1.081 S2.351 342
Other data .
Cosing stock price (March 31, 1994) 3213 354.63 36750 324.13 $21.38 $23.00
C shares ding (is millions) 259 380 L1} 154 9% 20
Market vaiue (is millioas) 212 $31.683 329.768 sns 32.628 3460
Price/reveaues natio 10x 05z ) Jax 29 06z nn
Price/earsings ratio - Tailiag twaive 16.3x . 129 30.4x 148z ..
Price/earnings ratio - Anurs 4 quL 13.9x 3P 33 10.6x . 1iss -
Avg beadcount (most receat disclosure) 94.400 TE 878 (c) 20200 20200 13.050 13.050
Net reveouas/scaployes 3226970 S24499 3434,751 362474 S343.481 3465
Book value per share $34.00 $34.66 317.01 un s16.18 31.50
Price/book value ratio 24x i.62 4.0x Six [ 15.32
Growth stistics (over comparable quartery
Reveoue U% (1%) 29% 7% % s
Research and devedopment 1% 20%) ns rey 14% 01%
Sales and marketing % (99%) " 2% % Sus
General and administrative ofs o/a oa /a o/s 129%
Net iocome 41% 107% % 2% 1% (79%)

(2) IBM’s services revenue increased 32% 10 39.7 billiocn, while all other revenue o suffered dedi

) IBM’s 1993 not loss includes rstroctuning charges of $3.9 bilbion.

(c) As of December 31, 1993, IBM"s worldwide work force totaled approzimasely 256,000, & dedine of 15% from year-end 1992. An additional
lo,mundoyoumup-adwbnlhirjoh duning the fir quaner of 1994,

{d) Chairman and founder fames Clark lefi Silicon Graphics 10 start & new compaay ‘which will deveiop software control products for inenctive
6;imﬁviqnummnnubahlekviﬁommd comprers.

(e) Duowuwmmdﬁﬂ-ed sysiems, Sun’s gross margia of 42.3% was the higbest 1t has been in the tast six quaners.

() Sun’s eamings per share wers 9% bejow analyst estunates of 66 centa.
* Not meaningful
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INDUSTRY REVIEW

Key Relationships
(in millions)
. RR
Ezghead Merisel Doaneiley
Income statement - 1/854 12731584 123183
Most recest quarter
Net revesues _ 5209 $949 $1.310
Net income (loss) | 12 79
EPS 0.08 039 051
Trailing twelve months
Net revesues s $3.086 (a) $4.388
Net income (loss) 2 30 109
EPS 0.12 1.00 on
Net income (loss) asa % of ner revenoes T 0% 1% 2%
Balance sheet
Cash 21 S0 (b) S
Other current assets 250 860 1.099
Other assets . 26 76 2.544
) $297 $936 $3.654
Liabilities 5153 sm $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 outsanding (in millions) 17 3 155
Market value (in millions) ) 5147 $562 34359
Price/revenues ratio 0.2x C02x 1.0x
Price/earnings ratio - trailing tweive 70.5x 1&.1x 39.7x
Price/earnings ratio - fumre 4 qus. 35.9x 125 14.1x
Avg headcount (most recent disclosure) 2350 1,695 30,950
Net revenues/empioyee 331514 . $1.221.098 » $141.769
Book value per share $8.47 85123 $11.90
Price/book value radio 1.0x 25x 2.4x
Growth sutistics (over comparable quarter):
Revenye 11% 9% %
Sales, general, and administrative - 2% 7% 13%
Net inm (75%) 8% 8%

(2) For the year ended Decemb 31, 1993, Metise!'s nex sales increased 33% 10 $3.1 billioa. while net income mcreased 5% 10 $30.4 milhon.

(®) On Janvary 31, 1994, Marisel compicted the purchase of Computeri_and Comp.'s Franchise and Distribution Divisioa. Revenue for this
division was in excess of $1 bilkion in 1993,
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INDUSTRY REVIEW

Recent Software Industry Mergers and Acquisktions
(in millions) ’

G Adobe - Aldes Electronic Ans - Broderbond

Ticker symabdel ADBE ALDC ERTS BROD
Most recent fizancial statement: W25/84 123183 Pooling 123183 113083 Pooling
Sales 3326 3207 3533 3403 396 3493
Cost of goods soid b1 41 99 21S 33 281
Gross profit 263 168 433 117 80 248
Openinag expenses:

RaD 67 3 9 3% ie 73

SaM 94 8l 178 47 17 63

GaA 24 39 63 2S- 7 32
Toul opersting erpenses 184 182 336 130 37 168
Openiting income (2] 14 9 n 3 30
Noarecurring costs i [ [#3)] {2) 0 0 [}
Nonoperating wncome (expense) [ k] 9 4 ! b
Income before income azes 90 14 104 6l e 15
Income wuzes 33 4 33 1 9 23
Net wacome 357 $10 366 343 31s 353
Averags shares ovtstanding 47 62 S0 [3]
Eamiogs per share $1.22 $1.06 30.3S 30.38
Yaleazion daw:

Trasacnon date: pURT, R84

Price (millicns) 3506 $393

Price/Revenues ratio 24 4.1

Price/Eamnings nue 532 26.2

Premiua at announcement Q% -1%
Metric (hovaands):

Revenue per empioyes 3346 3211 $442 $233

Openting expeoses per employes s19s 3155 3143 393
Adobe-Aldgs:
® Tbe combined eanty will have s full product line spassing the poblishing arens. H. ¢r. a8 overiap will eccur in illusiations.

®  Aldus str Adobe’s p

for Windows sserx.

of the publishing software.

in anndge and CD-ROM based videogames.

in Europe and iu p

Both companies will benefit (rom the bardware transition of th

The combined company will be the largest entertainment software company.
® Themerger 1s expecied to strengthes ERTSY CD-ROM

in the Windows market gives the large inmalled based of Pagemaker

€ user base to the Power Mac, given the computer-intensive satare

positios aad allow Broderbuad to capimlize on ERTSY technolopical lead

®  Broderbuad’s marken premism was 14% based oe is mock price 2 weeks p ding the
HIGHLY
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INDUSTRY REVIEW

Recent Software industry Mergers and Acquisitions (Continued)

(in millions) .
S hwit - ChipSoft Novell . WordPerfecy, Quanro Pro

Tickes symbol " INTU CSFT NOVL WordPerfea
Most recent finsdcial statzment: 93093 97083 Purchase 18184123193 (2)  Pooling
Sales S121 70 $192 LI $700 31949
Cost of goods soid 3 16 55 px; | 159 397
Gross profit 82 34 137 936 S41 1,552
Operatng expensa: .

R&D 12 13 28 157 130 kr4)

S&M ) H | 26 n pe/ n 586

G&A S 7 12 82 49 131
Total operating expenses [ 46 114 543 491 $.044
Operatng incame 13 9 r-3 k1< B 0 508
Nonrecuming coaws ' _ 4 ) n 0
Nonoperating incame ( exp ) 1 2 2 M n/a M4
Incomne before income taxes 14 1 20 a7 5o 342
income taxes s (1) .4 139 20 159
Net income 3 316 5287 $30 3383
Average shares outstanding 11 19 314 - m
Earnings per share $0.74 $0.86 ;0.9! $1.03
Naluation data:

Transaction date: 9/1/93 k7737

Price (millions) 3234 $1.400

PriceRevenues raio 13 20

Price/Earmnings ratio 31.2 4.7

Premium at announcement 5% a/a
Mesrig (thousands )

Revenve per empioyee pvalt 3168 $293 3150

Operating expensas per empioyee si128 3109 3136 stos
hwit-ChipSofr:

*  ChipSoft intangible assets were 5235 million which included $150 miltioo of purchased in-process research.

. Qipswxmnmnmmuihumiusmmczwpriorlome:mumml.

*  The merger should increass of x mnd fi i 'plmbuod-ndpmrideremgmmm
updaizs of tax preparation softwars.

®  On Apnil 7. Intuit acquired Best Program’s tax division, which bas a0 maalied base of 10,000 cumomers, for $§ million

Novelk
. Nwelwwpq”miliwmhwwhfea.

- Névd!nboluudlop-yﬂl!miﬂio--mla@mhndlmﬂhwk‘d!‘v&bx for @dusion in e Office bundle.

. ~umhgﬂovdlpu‘4335wqylwulmlbnmpiadw.umyﬂﬂlomlﬁmfw@mm
busness, of fms than 1.$ times revenve,

® Novsil share price dosed & $16 1/4 o /13584, 2 32% dedine since annosDcing i A0quisitions.

*  WordPerfeat laid off about 1,000 anpioyes m January of 1994,
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P&L REcQchLIAmN OF CHANNEL AND PRODUCT TO RESULTS OF OPERATIONS
(N MLLIONS) -+

Q4-3
Channd Product Grow
Acwadl = % Net Rev D33 S NeRev Actud % Net Rev &. LN“.RL
Net Revenue S1.244 100.0 % 31,091 100.0 & 31244 1000 € $1.091 1000 %
Cost of reven e 207 16.7 186 17.1 27 16.7 136 17.1
Gross profit 1.037 83.3 903 329 1.037 $3.) 905 829
Cogwoliabie expenses .
People 145 1.7 163 14.9 . 9 73 109 10.0
Failitis n 6.2 53 S50 4 3 i 3
Marketing 96 17 9 3 % 79 L 12
Development 4 0.3 3 0.4 -4 2 - w0
Otber 47 % | n 0 163 131 ¥ (XY
PSS NA NA NA NA [ 3.2 39 S4
Toxal coatrol labie expenses 369 29.6 33 30.6 499 40.1 M2 31.3
Respoasibility margin 668 3.7 byi] 523 533 432 363 316
Corparate allocations .
Execuwtive 0 0.0 [ 0.0 0 0.0 [ 0.0
Corparate FRA 33 26 s 12 X} 6 15 )2
Legal m 10.5 17 1.6 f o3 17 Le
RaD 140 112 165 15.1 NA NA NA NA
S&M noo-specific * NA NA NA NA 130 104 156 143
Other 4 0.3 2 0.2 4 0.3 2 0.2
Tatal corporate allocatioas X8 p7% ] 219 20.1 17 14.3 pa¥} 19.3
Total Expeasms 676 44 352 30.6 676 44 2 30.6
Convituion margis 3360 9.0 % 3352 218 3160 290 % 3152 323 %
FYTD94
—Chacnel —Dadaq Grng
—~SCmal_. % Nuley —Ba__ _INgRe —Amal. _RNaRex —Da__ _SNule
Net Revenue 31356 100.0 % 33024 1000 % 33336 100 % 3304 1000 %
Comt of rov enve bh il 164 14 120 S5 164 318 110
Groas prof 2201 N4 2.9 110 —i 338 21508 10
Coouoliable ax peses
People 438 1.0 0 162 293 33 328 108
Fatiow 14 30 161 5 ] s n 1a
Mrtamg 57 [} m 9.7 29 [ 3 21 Y
Dov elopm e 10 0.3 12 04 n 24 136 as )
Ower 101 3.0 T e 1 p3b ] 63 a3 1.6
PSS NA NA NA NA 17 51 —_—lin S0
Total controliable sapemens c—2. 209 —_—lm0 n2 L1112 137 100 M
Rapoaudikty mwga —iy bik i -1} 492 PSS ¥ > RE |} § —le8T 343
Corporae allocaseas
Execucve ] 0.0 1 0.0 1 0.0 1 00
Corporss FRA - 29 m bR o 9 m 3
[ 138 a6 2 1.7 s 1.0 5 1.7
RAD 410 123 L] 163 NA NA NA NA
S&M noe-epecific * NA NA NA NA bl 1y an 156
Otver 21 04 L] 23 21 26 L] 03
Teowl corporms allocasoes (37 104 M1 20 LL7 168 545 213
Towl Expum e A 5 18857 342 - el —303 LARY 152
Co-\hm.u‘- 1l 118 “} L 3 322 22 S LU e S an i7z %

¢ S&M 808-epecsfic i, 18 gucaral, S& M Peopie sad (acikoes ke PSS.
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presented in this report.

Revenue Summary Categories:

Lines on the Revenue Summary provide essentially a product unit level view of revenue. Exceptons 10
this general rule are;

¢ MS Office is further segregated by environment (Windows versus Mac) o 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.

¢ the variety of ways in which products are sold (full packaged product, compettive 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 distort Revenue per License calculations, '

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

Bundling:

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.

regardiess of the vehicle through which they are soid. In other words, Excel revenue shown throughout
the Product sections will include sales of both stand-alone Excel and an anribution of sales from MS
Office, MS Office Pro. Excel/Word bundles. and any other bundied products of which Excel is a
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REVENUE SUNMARY ANAL Vs

v e . ol

Mix issues:

-

As_staied above, the Revenue Summary report is basically a Product UnivBusiness 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.

* Below is a reconciliation between the WW Finished Goods figures shown on the Reverwe S
Report for the Excel PU and the Finished Goods Top Products listing for Win Excel. which may illustraze

some of the differences between these views:

Family Environment  Type Revenues Licenses Rev/Lic
IExcel New User: 1
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 Packaged Prod 1 12 114 ©
Total Win Excel New User per -
Finished Goods Top Products L S1ss 1,045 $187|
Excel Mac New User $27 161 S165
Multiplan  MS-DOS New User .2 14 160
Excel PM & OSn2 New User 1 5 250
Total Excel PU New User per
Revenue Summary [ S8 1,228 $134]
[Excel Existing User: ]
Excel Windows Version Upg (Box) $46 867 353
Version Upg (License) 3 36 78
Version Upg: (Select) 0 4 79
Version Upg (Spec Agree) 0 I 84
Total Win Excel Existing User per
Finished Goods Top Products [ 49 907 554}
Excel Windows Maintenance 2} 128 27
Excel Windows Select Maintenance 0 4 37
Excel Mac Existing User 7 81 87
Multiplan ~ MS-DQS Existing User 0 1 97
Excel PM & OSn2 Existing User 0 10 10
Total Excel PU Existing User per
Revenue Summary [ s60 L130 53]
HIGHLY
CONFIDENTIAL
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REVENUE SUMMARY ANALYS?S

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

Q94-3

WIN Office

MAC Office

ExceliPU »

Word PU *

Graphics PU *

Projea PU

DAD BU New Users »»

WIN Office

MAC Office

Excel PU *

Word PU *

Graphics PU *

Project PU

DAD BU Ezxisting Usens **

Basic PU

Datsbase Mgmt (A ccess) PU *

Fox Database PU »
Languages PUs
DDTBU *

Enuy PU

Maltimedia Publishing PU
Works PU

Consumer BU

Hardware BU
MS.DOS BU
Windows BU

Wig NT Family

Win NT Adv. Server Family
Wia NT Server (SQL.SNA)

Ocher Opending Sysiems PU
Advanced Sysiems BU

Workgroup BU *
Digital Office Systems PU's
ACT and APD PU's

Ocher PU's
COxher

Finished goods revenue
Other materials

Total FG gross revenns

Press
OEM gross reveons
Revenue adjustments

Net revenve

—_— 4
-l __110
17 14
2 46
14 25

—2L 23
— 2 __ 108

17 19

2 6
~2 29
— B, I
— 2
— A0 44

1 31
] 13
] 10
—_T1 4
—_—23 6%

U [ S 7

1 3
343 04

—~l62) __0f)
1288, 31001

(1%)

Ji14

145

216

185

43
55

69

65

133
1.176
338
297

110

102
70

127

(59%)
(33%)
(1%)
(54%)
%)
(16%)

%
(2%)
“1%)
(16%)
21%)

29%)
{11%)
(16%)
23%)
(40%)
(19%)

3%
(20%)
(36%)
(17%)

6i%

(49%)
(16%)
(61%)

2%)
(15%)

Licnaes
Aol P %V _Acoal ~Dan__ %V,
360 L1, ] 49% 3319
60 60 0%) 33t
580 546 % 130
461 5 (19%) 162
n 6 12% 152
RN 1 . R+ 1T 3 348
214 1932 "% 237
364 153 19% 147
3 19 35% 108
157 S48 56% 4
298 321 %) 93
263 37 e ?
~—l0 3 %) 102
~LB27 1318, 39w n
11 95 1% 150
130 257 (30%) 140
16 124 %) 120
-7 109 % 181
—24. SRS (10%) 147
558 430 9% 3
i} 7] 110 245% 57
J— > %) 63
L3241 9% Q
—58 6. 1% 5
—l 518 %) 29
L3 1% B3]
4 136  (91%) m
12 1S @2%) M
n 9 9% 750
—26 11 123% 276
—_—2 R0 (6%) 479
380 __173. 119% @
2 2l (93%) 2
9 3 %) 16
— 42 (49%) 1
11 152 (sim) 69
3616 7110 % 109
—d20. 0 nAa
206, LU0 2%
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REVENUE SUMMARY ANALYSIS
(REVENUE IN MILLIONS, UNITS IN THOUSANDS)

Rey: Licnses

~Acmal _ P %Var, _Acmal _Plan & Var -Acual. _Plan % Var
WIN Office - . 619 439 a% 2032 1518 s $339 s» %
MAC Office 61 ss % 174 154 12% 381 3558 (1%)
ExcelPU* ns 21 % 1225 1300 (6%) 134 1mn %
Word PU 248 286 (13%) 1,629 1,667 2%) 152 17 ()
Graphics PU * 27 27 % 179 165 % 154 166 %)
Project PU —b 71 %) __204 __ 227 (10%) 332 312 %
DAD BU New Users ** ~LUR _L1S2. % _S442 _S0W 3% 262 9 %
WIN Office 11 70 65% m 363 114% 143 192 Q%)
MAC Office ] 1 %) 7 a4 ne 118 250 (54%)
Ezeel PU* 60 % (% 1,130 1220 (7%) 53 N Q%)
Word PU » 37 100 (13%) 9T 1066 (3%) 29 ™ (5%)
Gnphics PU * 4 6 (39%) 29% 345 (14%) 12 17 %)
Projct PU . —_—T 1 %) __ 9 _ . (%) 70 95 27%)
DADBUEsisungUsen®*  _ 277 _ 280 (%) ~3300 1. % H %0 (1%)
Busic PU 3 2 ns 379 2% 29% 135 142 (5%)
Dausbase Mgmt (Access) PU * 73 101 (21%) & 536 (10%) 151 139 ox%)
Fox Database PU * 4 30 (45%) 31 01 (2%) 143 201 (29%)
Languages PU's —3L 4 1% _ 32 _ . u% 160 91 (16%)
DDTBU* —221 __ 277 @o% __LSi6 _1S§1% 0% 147 15 20%)
Enuy PU n 59 0% 2339 1419 65% s 4 (15%):
Multmedia Publishing PU o 9 19% v} ] 324 156% 57 s O%E
Works PU — 58 77 (0% __1149 _ 1067 % 60 T2 (1%L
Coosxner BU I 13 9%  _4316 2309  S4% 4% S (emf
Hawdware BU —lL 1M 7% s 1198 2% ss o)
MS-DOS BU —d 89 @I%) _132 1M1 %) s 49  29%)..
Windows BU 203 141 “% 1708 _ 2163 ns s 6 (15%)
Win NTFamily 2% 120 (M%) 120 54 (79%) 215 209 I
Win NT Adv. Server Family 20 32 (%) 30 2 (%) 632 70 (10%)
Wia NT Server (SQL.SNA) 19 0 %) 75 30 14s% 249 976  (14%)
Ober Operating Sysams PU —2b6. 12 s 108 —_—ll 2% - 242 233 13
Advaneed Sysiems BU — 2 198 (M%) __ 1 717 (54%) m 218 (1%)
Workgroup BU * 46 41 ns 119} S50 116% 3 7 (49%)
Diginal Office Sysems PU's 1 T (36%) 10 66  (35%) 103 10 (1%)
ACT aod APDPUs 6 11 @I%) p. 7] 239 % 20 37 4s%)
Othes PU's 1 12, (32%) 1 LR M%) 238 100 139%
Oxber — 30 (S0%) _ 1. __472 (%) “ 63 (30%)
Finished goods revenoe 2512 249 2% 23406 20051 17% 108 124 (13%)
Other matenials —_—i 0 s 20 0 na
Total FG gross revenos 2609 2494 % 2308, 20,031 29%
Press b} n (1%)
OEM gross mvenoe 330 579 4%
Revenue adjustments (106) an H%
Net revenue i3 ];ﬁ & 11%

® exciudes allocation from sales of Office bundies

** ncludes database and MS Mail prodoas sold through Office bundles

Now: The Office revenue related 10 the Office Guaraniae Program is mciuded in the detail and the deferral amount is then pulled
out through the revenue adjtments kine.
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SUPPLEMENTAL INFORMATION
Abbreviations, Ag{onyms and Terms

ACT Advanced Consumer T '
AIME Am-.m."ma.s::“” M Mcrosof License Pack

APAC Asia Pacific, Australia, New Zealand, MOLP Microsof Open License Pack

Singapore. Malaysia, Thailand , SE Asia MS . Mcroson

APD Advanced Product Deveiocpment MSON Mcrosolt Deveioper Network

APY Appiications Programming Intertace MSIN  Mcrosof informaton Network

Apps Appiications MSN Microsoft §

© AT Advanced Technology MSU Mcrosoft Uni p

BID! Bidirectional MU McroUniy Systems

BU Business Unit NQSO W” Stock Option

cPy Central Processing Unit NWN Nationwide Wireless Network

CsA Client Server Appiications ‘NT New T

csi Consumer Softwars, Inc. NTAS New Technology Advanced Sen

OAD Deskiop Applications Division oBU Office Business Unit

DBCs Double Type Character Set oDBC Open Database Connectivity

oBMS Database Management Syswme OEM Original _E@mm Manutacturer

ooT Dagbase and Deveiopment Toots OLE Object Linking and Embedding

OFF Domesic Focus Factory OLs. Online Services

DK Dorting Kindersiey os Operating System

DLL Dynamic Load Uibrary 00s Other Operating Systems

Domestic  Redmond, Campus North, Puerto Rico and osc Operations Service Center

bos Disk Operating System PC! Peripheral Comn,

Dsp Delivery Service Partner PPB Prepaid Balance oo ;
EBIT Eamings Befors Interest & Tax PRC People’s Republic of China

ECU European Cumency Unit :35 Pmamu'sw

EMs Entarprise Messenging Server Procuc Uy Serices

EPS Eamings Por Share RAD  Ressarch and Dovel

ERISA Employes Retrement income Securty Act RAM Raw Materiais pment
-ESPP Employee Stock Purchase Plan ROW Rest of World: Far East & ICON

EU Equivalent Units ATM Reloass 1 > channels y
F&A Finance and Administrative SaM Sales and Viactunng

FG Finished Goods sco Santa Cruz Operation

FX Foreign SDOK Software Developor's Kit

FYTD Fiscal Year to Dats SEC - Securites and Com

QMM Generally Accepted Accounting Principies SET--  Sclenthc and | Sxchange omméssion

Sua General and Administraton Sku Stock Keeping Unit (part number)

GLVR Government Large Voiurne Resslier SMS Systems Management S ( )
GPS Great Plains Software SMSD Sales, Marketing and Servs "“"',""Y Hermes
GuUI Graphical User Intertace SNA Standant Network Architecs, e

GuLp Giobal Update License Pack SP Soksdons Provia

ICON Intercontinental: Layn Amerca, SPA Software Pubkishers Assoc

AIME & APAC regions . SPAag Systems, Peripherais & Accessories

IFF Intemational Focus Factory (hardware) Group
IFG internatonal Finished Goods saL Structred Query Lan

fOEM International Original Equipment Menutacarer SRP Suggested Retai Price

PO Initiad Public Oftering Sys Systems

iPR intodectual Property Rigis uPB Unspecified Pr: .

ISON Integrated Switched Digital Network Upg Upgrace U Biling

1O Int1 Standards Organization VGA Video Graphics Array

ISy Independent Sofware Vendor VPP Volume Purch P

TG Information Technology Group WAN Wide Arsa W"’g"‘"

LCA Law & Comporam Attars ww Windows for Workg ung

P Lan Man 20Lng  Languages WGA Workgroup Appicapos.

Lo Letter of Intent Win Wino

LT Ute to Date Wks Works

LVR Large Volume Reseller wOG Worldwide Operations o

MCS Mcrosoft Consuitng Services WRK Workgroup Group

MD&L Manutacturing, Distribudon & Logestics wws Worldwide Sales

MED Microsoft Easy Distribuson WSSG  Worldwide Sales & Support Group

MET Management Expense Tracking ww Worldwide

XA Extended Ucense Agreement
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How to Receive Additionat Information

As the book has become increasingly more condensed. you may find that You need additional information, Please
email your requests to Lindm, Sharonal or Gregma.  Your request will be acknowledged and routed 10 the

appropriate person(s) for action,
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