
From: John Connors

Sent: Sunday, March 3t, 2002 1:01 PM

To: Larry Start, Larry StarL Steve Ballmer; Rrck Betluzzo; James Cash, Raymond Gilmartin; Ann
McLaughl~n Korologos; Dave Marquardt; Jeff Raikes; Gary Reed; Jon Shirley; Brad Smith
(LCA); John Connors

Cc: ’CherylA@Vulcan.com’. Chnstine Turner; Jeff Ressler; Debbie Hill; Dorothy Veith; Deborah
Hanson; Jean Clegg; Maggie Delissio; Sarah Agnew; Leila Parrott; Rose Patterson; Colleen
Musgrave; Kathryn Foreman (LCA)

Subject: Board Retreat Financial Information

Importance: High

Attached you w=ll lind ~nformatmn that w~ll be part of Tuesday’s Board retreat agenda. Specifically

FY02 Forecast (File is March fcst-updated 032602~1s)

FY02-FY05 High level Financial Outlook (File is LRP Overview - BOD 040102.xls)

Analysis of peers and Competitors historical revenue and operating profit performance and analysts estimates for
Calendar 2002 and 2003 (Fde is BoD Retreat - Peer Benchmarking xls)

Analysts of DeN/Equity investments life to date economic performance (File is deals - board information.ppt)
There is also detailed information for this section in files board back up.xls, and board back up acquisit~ons-
JVs.×ls)

Review of selected acquisitions over the years - some that were successful and some that were not successful
(File is deals - board information.ppt) There is also detailed information for this section in files board back up,xls,
and board back up acquisitions-JVs.×ls)

We may adjust the Forecast information for the March quarter tomorrow. We closed revenue over the weekend
and will have a final review in the morning. In general we are atthe low end of guidance on revenue, above
guidance on operating income. We also will have lower investment income than guided due to the impairment of
our AT&T investment. All In all a pretty solid quarter.

I will bring hard copy binders to be handed out Tuesday mormng.

Regards

John Connors

5/23/2003 laintiff’s Exhibit
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LONG RANGE PLAN OVERVIEW

Board of Directors Retreat

John Connors

April, 2002
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FY02-FY05 Headcount
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K.n0wledgeWorker FY02-05.R_evenue & Metrics

- ~1- !
Knnwl~d[|e Worker Revenuein-~ milhons, un~es s oth~ise slaLed)

2002        2003 ’’ Z004

PrMoeti~i~ ~-~sMess Se~i~s . --- " 1,130 1,033 (8 5%) 9~0 (9.1%)~ t,04~ 11~3% 1,09~_[-- 4.7%

D~STED GROSS RE~NUE
-6~ .... 7.616! - ~985 ’, (8.3%), .... g,~5O 16.7hAq g~5~ 4.8% _ __8,711     20%!

Tatal~awle~e WorSt               10 448 i    9~817 I (6.0%)/    11 129    13A%    11,729     5.4%[    12278     4.7%/

I

~l~at~M~UUo~)
2700[ 293.1 [ --T~] Ji4.9~ - ~.5%’~ 336.4 6.8%, 356.~ .... /

EA~f EPG/S~ Des~9~-----$~C I---- 194A
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..... K!awled$£ Worker Metrics
I

~ IB Penetration l~ate~..... 1. ~.~l -I - ~:0%= -----
s~    - -- _ ~ ~ 0% s~ o%_
Academe --- 75.0% ~5 5% 75.5% - 75.5%

C~sumer 61 0%
~ , 62 0% ~ ~ 62 0~/ ’ ~ 62.~/0

Piracy Mix __ - - 12.0b~[ _-i~o -- , 12 0% --- ~zo% -,.. ~2.~/0 . ~ ~’ _ ..-
s~- " - I- 55.6% -~5,o% _, ~.~ 55.o~ ¯ ~.6%~ .....-

-- -~e ....... / ~o.0%~- ~0.o% _ ---_ ~.~2 ~ ~s.~2 ..... ~ s~ sij- -
~~ ....... ~ 6o.o%[ 6o.~ . ~.~ -, 6o.o~ -

6~- - ~
~ga[ (~if~) --- ~ fff~- 176.9 - 10.~/0 ~ ~N.i[ ~ s%t 2~o.s ~.6~ .....}~.6 ’, ~.~%
~g .... ~-~’~ - -~ ~ 98%~ 2018 8.1% 2176 7.8%

To~w/P~y ........... 312 5 347.0    11.0% ~ 3~:9_ 9.~% _~k2.~ } ~% 444.1 7.6%

........
@

.... ~ .... - ’ n ~/ .....

$~PC I~-Bam (Adjus~d) / $ 18.64 I $    16.09~__ (14.2~) $ 17.~’ 6.5%’I $ ])~73 ] (l 9~) $ 16.38 ~ (2.I%)

l o
-=--~ ~-- ~_- ...._ _---~ ~.,-- _ .......

~ -__. ~ , ~ _~-, ~_.

Microsoft Confideatla| - For ImemaI Use Only 35

MS-CC-Sun 000001211696
HIGHLY CONFIDENTIAL



Server Plus FY02-05 Revenue & Metrics , ’
...... T .... ~- Ii ...... I     Ii ,~ - ~ ,..~ --
’-- ’ zom ] ’     2 ~__ ~ " z~3      1_    ~m4 ._ zo~s ’. 200+ ’ 2007

.... S,~CAL ----- 160 "~~ ~--)~3 18~, 2~ t~5~ ~ 24%~1 319

MS-CC-Sun 000001211697
HIGHLY CONFIDENTIAL



I,.,[zcn:w.efl,~afid~[ml - Fo~ Int~ra~l U~ Only 37

MS-CC-Sun 000001211698
HIGHLY CONFIDENTIAL



~ C’o~l’id~u ~ - F~ [m~l U~ Only 38

MS-CC-Sun 000001211699
HIGHLY CONFIDENTIAL



Mt~:o~.fi Conlidcnual For Inlm’m] U s¢ OnL~ 39

MS-CC-Sun 000001211700
HIGHLY CONFIDENTIAL



Business Solutions FY02-05 Financials and Metrics
i - -- Bi~ Solutions P&L ~uatm=ry Fia*~d*ls (Sin) ’ ~y Metri~

~v Adjus~ts ~1) - - { -
N~ R~,,~ ~ .... 330 ~ ~80        ~

~ 237; 270d l ’ 366

Ad{usled G~ Re~n~e ~om~tion ($m)
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Xbox FY02-05 Financials and Metrics
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~s -- ~�6 - --~.~94~ -~o ~ ~Ts ._.~ ..............
~a~m ~ ~--- ~25 7 _--~ .... $ 3t ~ ~ ~1 6 ’ $ 5~6 ’
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Investments & Acquisitions

April 2, 2002
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Agenda

¯ Equity/debtNC summary
¯ Acquisition summary
[] Joint Venture summary
¯ Acquisition details
¯ Appendix

[] Acquisition key themes
n L~st of 85 acquisitions hfe to date
[3 Dst of 17 Joint Ventures Itfe to date
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Equity / Debt / VC summary (Life to Date)

l # at" "[radiilg (.-:~Im,+. Br~£
Positic~n Original Cost /(Losses) incl. Value Value Eecmemi¢ Gains

Business their + ~im ($M’s) dividm~d~ {$M’s) ($M’+) ($M’s)

Client t s++er 61 $~7 $71 ~ $236 $2~ $4~

~eW

~ 3 $213 $14 $87 ~1 ($11

+9 +t0,~ +3,4~ $5,981 ~5,0~1 ($865)

[Ho~ & Ente~mment 5 ~ (80) ~1 $31 ($14)

INSPI Mobili~ 41 $2,~7 $386 $921 81~50

ICo¢ 11 ~7 822 $9 $9

I~ll~cu~r ~2 $1~3 $1 $34 $34    ($79)

I To~i 25~ 820,292 85,613 $1D,071 810,297 $605

~E~a~m=c 9am/l~$es = T~dmg gmns!lo~s + Unr~he~ g~n~los~es + ~counhn£ adj~tmen~ (Tmasu~

~h~ Not~
~ Number~ do aoL f~t acres dae to holdmg~ that have ~n papally sold (original ~st incla¢~ the ~t
2 Source of da~ ~s LTI ~ ~ 3~9~2

3
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Acquisitions (Life to Date)

Original Cost Impairments
Business Unit # Acquis=tions ($M’s) [$M’a)* Impaired Deals

ClienUServer 33 ’ $6.53 7 ($101 3) Sendl[

KW 12 $1.147 9 {$265,0) LinkExchange

Bu~i.ess So|utions 3 $t.775 O

MSN 1 g $837 4 ($36 4) F~refly

TV 4 $507.5 ($75 8) Peach

Home & Entertainment 8 $224.7

NSP I Mob=hty 2 $19.1

Research 4 $190 7

Total 86 $6,356.0 ($478.5)

1 Irnl:~rlnent~ do ~et include/#Vllte-o~fs fl[~F ~n pmsess R&B (I PRD] at 11me of ac;qu~sd~n
2 Source ~s M$ Deal (some acqusltlOt~s updated to reflect true cost of acqmsltwn)
3 See &hale 16 for name~arnou~ of each acqulSd~or~

4

4
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Joint Ventures (Active)

Business Unit #JV’s Amount ($M’s)

Client/Server 1 $20 0

KW 1 $50.0

MSN 4 $821 9

]3/ 3 $9 7

Commercial 3 $20 3

Total 12 $921.9

5
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~’Review of Selected Acquisitions

LinkExchange Highhghts Lowlights

val~e: $268M . Helps= MGFT better ~er~ ¯ ~k ol un~r~d~g of ~eg~t v~no~

Fir~.y-’° Networks Highhghts Lowlights

value: $3~M

d~ ~10~, 4~96 w~m day~ or c~e
¯ ~4 ~ t~e ~ emp~e~ left ~ g~r d~ c~se

6
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Review of Selected Acquisitions
WebTV Highlights Lowlights

g~Iuired HC: 26~ MSTV plat"~rms FY01 - ~x~f pur;na-~ ~n~

Peach Highlights Lowlights

value: STeM ¯ N~le

attr~on: 7 [15%) - Cost to comple~ and de~ p~d~ g~r ~an e~d

7
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~ Review of Selected Acquisitions
Sendit                       Highlights                  Lowlights

at~rltlo.’ 44 {42%)              ¯ Leamedkeyinf~ouLmoblledaka     ~parmon, p~du~ev ~eces~

Softi mage Highl,ghts Lowtights

8
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  eview of Selected Acquisitions
Visio                                   Highlights                      Lowhghts ....

acqui¢~ HC, 493 ~1 a~x 6~J ¯ ~ar Cu~um and D~si~ , A~r~lo~ and mt~r~on m sales a~ ma

Mongo Musig_. Highlights _ _ Lo~ights ....
value: ~5~

" ¯ ~u,r~ 1~,~ encad~d song~ - MS~ unabl~ Io use ~e acqured

he~co~ ha~ to ~ a~ju~ed (13 employ~s
d~e closed: 9f00 ~wlu~tan~y

9
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~’Review of Selected Acquisitions
Ve rmeer                    Highlights                   Lowhghts

Hotmail Highlights Lowtlghts

10
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Review of Selected Acquisitions
I ntrin sa Highlights Lowhghts

~talue: ~6(~M . 100% ~ployee re,~entlon

=quird HC 6 (l~l ~pprox 30] ¯ MS regam~ =s indu~ la~er
~rlUo~: O [~] analys~ r~earcn

e gRg ie Highlights Lowllg~s

value: $~
~quimd He, ~ ¯ Halo Xb0x exc,~Ne and I~d laur]ch

11
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Review of Selected Acquisitions
eShop Highlights LowlKjhts ....

12

12
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Review of Selected Acquisitions
G_reat Plains .... Highllgh_t~_ . Lowllghts

NCompass Labs ..... Nighlights __. Lowlights ___

value: $43M ¯ Dev anO Marke~=g team~ R~M ~ ¯ To ~a~, sl~ ~6 ~ ~ a~d ~on~)t~n
~qulRd HC: 1~ Isun~ed ~ CM~ 8 ~eks a~r c~ , $~MM Dgdg~f0r ~0~ at ~sk (b~et $SMM higher

13
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Appendix
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Acquisitions - Key Themes
_

Clear Business Str’ategy - LinkE×chang= - Vermeer B~ng~e
- F~rei’ly - Mongomus=c - Soft=mage
- Peach - Hetma,
- Sendit . Intdnsa

Understand Target & Mariner - Peach - Lin~Exchange? - Ve~meer
t Elfective Due Diligence - Hotma~l - Ir~trmsa

- Mongomus~c - Bungie
- Se~d~ - soft=mage

Post Acquisition - VIs=o = Hotmall - Vermeer
Management - WebTV - Sendlt - Intrinsa

- Peach - Soflimage - Bungle
- F~ref’~y - LmkExchange’~

Geography - WebTV - Softimaga - V~Jo

- Peach - L~nkE×change
- Hotma~l
- Sendit

15
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~ Acquisition Detail

Solutions

16
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Joint Ventures
PIL impact"    Baok Value

EILl,~lne~$ Ui1it        Nam~                        Amo~n~ ($M }
ACTIVE JVs

~ MSN~ Cable - - $624 8 ($498 ~) - - $126 8

Internet Gold $0 1 $0 3 $0 1

Nine ~N $171 6 ($169 3) $2 3

T1 MSN $255 ($13 7) $1! 8

¯~K d ~ 2 (~ 2~ ~ ~

........ Web~ ~ ........... ~ ,
~mmerciat b~us $t 1 4 {$11 4) ~ D

Nexbde $4 8 $0 ~ $4 8

Moblmag~c $4 1 ($0 2) 53 9

CLUED or RESTRUCTURED ~s
MSN Rad~shack Corn $10~ 0 {$12 0) ~ O

~nd ~0 O {$~ O) $o o

MSB~ ~5 0 ($5 D) $0 0

Commercial .................A~nad~ ~ ....... (~2~ f~ ..... $1~80 17

17
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Exldana~,::,n o! LTI Calculations

Cost Barns The ong.lal funchng amount for the mvesiment

S~p-up/b-"l%o-cio~vn Accounting basts adjustments duo 1~ galas m’ losses on rnergers.iacquts~tlofts Tr’isse adjustments are i’un "lhfough the in0ome
st.a~omont ~n the [~uar’;ef In wh~h they occur An excellent exampk.~ =n the MP.Josoft portfoho i~, t;~ I-leaitheon,qNebM:D investment
Microsoft was forced ~ take a $201 rrlilllon step,-up due to tba Heal[boon acquisition of WebMO The cost basis per share was
re=red from $30 15 lo $37 06 on the commoq shanks, .and from $17 14 to $2.5.87 on the wanrants V~en the sto~ dochned, the
subsequent loss on the investment apl:.sai’ed to be greeter becau~ of this step-up m ~e cost basts

P/(L) Impact Sums all acoounbng adjustments with al gains from sales to ~n’~ct any gains ~.ke. ove~’ the life of the irr~estmenL

Book VaJue Portion Of the ongin,~l ~:o~t that remains on the galns.qosses yet to he realized

Market Vetue The ~a~-tc--msrket v~lue of all shales remain ing from the inrtlal investment

U~r~affzed G~Loss) The market valu~ c,f remaining shales minus the n~w [remaining) cc~t basis

Sums all naalB.ed galns.~sses wnh L;nl~alB.~:l gains/losses to wod~ce a total galmloss number for an i~vesiment
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A B C D E F     G 1[

DSI~nK                               Sl~

~L~S N~c~nnc~ion~ ~ $0 ($2~ ~ (~J ~ (~) ($0~ ($27) ~ ~ (~) (~)

S~d 55D ~ ~ SO ~ ~ SO ~ ~ $0 SO $0 $0

~P (C~bnd~ F~o~ ~) ~8 $0 {52) ~ (~2) $0 ~0 ~ ($2) $6 $6 $0 (~D~ 185 $0 (~) $0 (~69) ~ ~ $0 (~9) $11 $9 (~) ($71)Ertcomp~ ~9 $0 SO

Lu¢~S AIh~ $21 $0 (S21) $0 ($21) $0 $0 $0 ($21) $0 $0 $0 ($21}M~chF:rst (~ly USW~/~S~ $58 $0
M~chF,r~l Pd~aa~ $12

Plur~ ff ~ $0 $0

S~]lScL ~. Inc ~
S~or C~su~ng ~ ~ {~) $0 (M) ~ $0 ~ ($4) $2 $2 ~ ($4)
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A B C D E F G 1[

[ C      n E G tl D-B+C G~F.E

T~spo,nt (~w Chec~l~) $]70 $243 ~ $0 $2~ ~ $0 ~ $243 $0 $0 $0 $2~

Untsys $12 $0 (~) ~0 (~) $0 ($1) (~t) ($9) $0 ~0 ~ ($9)

Iattru~t Se~ic~s ~oml [ $714 $~ (5~ $0 ($62) S13 ($1) $~ (~) ~192 ~1~ ($~ (~
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Portion ~ ~ ~mrme~t FAS Accoun~ D~wdcnds + Tr~Dividends +

A B C D

@V~t~ E~M~n Fund $1 $0 ~[) $0 (51) ~ $0 5~

~l ~Q) ~nv~ ~ ~ $0 ($3) ~ {~) S0 [~ ~ (~)

U~ v~ ~a~ ~ $0 (52) ~ (~) $u 5~ ~ ($2)
C~GI S7 ~ S0 ~ ~ ~ 52~3 ~93 $29~
C~nn~ Cap~ Fund $2 ~ $0 ~ ~ ~ 50 $fl

~1~ S3 ~ (~) S0 (~) $0 Sn $1 ($2)

~r V~e C~ ~ ]~ $4 ~ (S]) S0 02) $0 ~ ~

M~oUni~’ $15 $0 {515) ~ ([15} ~ ~ $0

New E~t~s ~,~cs (N~A} V~2 $lO ~ 06) $0 (%) ~ S0 ~ (~)

MS-CC-Sun 000001211748
HIGHLY CONFIDENTIAL



MS-CC-Sun 000001211749
HIGHLY CONFIDENTIAL



MS-CC-Sun 000001211750
HIGHLY CONFIDENTIAL



MS-CC-Sun 000001211751
HIGHLY CONFIDENTIAL



MS-CC-Sun 000001211752
HIGHLY CONFIDENTIAL



MS-CC-Sun 000001211753
HIGHLY CONFIDENTIAL



MS-CC-Sun 00000~21~754
HIGHLY CONFIDENTIAL



MS-CC-Sun 000001211755
HIGHLY CONFIDENTIAL



MS-CC-Sun 000001211756
HIGHLY CONFIDENTIAL



Acquisitions

_

Solutions 3 Sq ,147~9 $0,0, Se.O $0 (; $0.~ 20~ I

/

/

’1
12 $4 ,nS.O    ($2~ e), 272:
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Acquisitions

_ _ A~ ~1.~
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Acquisitions

P~L I 24 $~7
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