PCA 1189762 |
CONFIDENTIAL

MS-
MS-PCA1189762

PLAINTIFF'S
EXHIBIT
\G

. Microso

o
w
i
E
=

O

1
2 z...wsw.:. RN D




|
|

#.. Finance and Administration Report

u:-',ﬂ
3
¥ Contents
e ]
Finance Finance (cont.)
Results of Operations
Comparison with Plan (Quarter) we....ueurecsesscss 1 Systems 137
Qmmm?mnmmPhnOﬂD) ......................... 7 MS-DOS 141
Sequential Quarters 11 Windows 145 .
Comparison with COmpCHLion ........ceceereererrcase 15 Networks 151
Comparison with Prior Year (Quarter)............ 23 Languages 157
Comparison with Prior Year (YTD)................ 27 SPAG 161
Financial Condition B O;;Od uct ¥ ig;
Balance Sheets and Cash Flows..........cuceenene 3 :
Cash and Short-Term Investments .........oveuuie. 37 Intemational R&D 175
Accounts Receivable 41 Tax Matters 179
Inventories 43
Property, Plant and Equipment .........ccceeccuernee 45 Corporate Risk Management and Audit........ 183
Other Asscts 47
Current Liabilities / Stockholders’ Equity ....... 51
Channel Reporting
Channel Reporting .. 55 —. -
International Finished Goods - Europe............ 57 Administration
International Finished Goods - ROW .............. 65
USSMD 75 Manufacturing 187
Worldwide OEM 85 :
PSS 91 Facilities 191
Other Channels 97
US MCS 99 Investor Relations / Stock Activity.................. 199
Product Group / Business Unit Reporting Human Resources.... 205
Product Group Reportin 105
App;ilcaﬁms & 197 Information Technology 211
Office 111
Analysis s 117
Entry 123
Data Access 129
Graphics 133
’
See page 215 for a list of acromyms that are used throughout this book.  MS702913 & AL
CONFIDENTI

MS-PCA 1189763
CONFIDENTIAL |

MS-PCA1189763



#
Finance

Results of Operations

MS7029197
CONFIDENTIAL

MS-PCA 1189764 -
CONFIDENTIAL

" TTMS-PCA1189764



COMPARISON WITH PLAN (QUARTER)

Actual 092-2 Plan Q92-2 Variance
Net revenoes S 682 100.0% $ &7 100.0% 9%
Cost of revenues 115 16.9 11 17.8 3
Gross profit 561 83.1 S16 82.2 10
Operating expenses:
Research snd development 86 126 5] 148 [¢))
Sales and marketing 213 311 2n 33.6 1
Gencral and sdministrative 2 3.3 22 3.5 2
Total operaling expenses 321 47.0 326 51.9 2
Operating income 246 36.1 190 30.3 30
Interest incone - net 14 20 9 1.5 49
Nonoperating expensc {2 (0.3) @ 0.0 (32)
12 1.7 S 0.3 124
Income before income taxes 258 378 195 311 32
Provision for income taxes 83 12.1 62 9.9 2
Net income $ 175 25.7% S 133 21.2% 32
Average shares outstanding . 195.6 1920

Net income per share $ 0.90 $ 069 30

Windows applications sales helped drive quarterly net revenues $55 million over plan. The strong domestic
inroduction of version 2.0 led Win Word sales to $85 million which was $18 million over plan and a quarterly
record for a Windows applications product. Exceptional worldwide demand for Win Office resulted in quarterly
revenues of $35 million, a $22 million favorable variance.

Cost of revenues as a percent of net revenues were .9% below plan. Net product costs of 12.8% were essentially
as planned while non-product costs were 1.2% below plan. Efficiencies associated with high volumes led to the
favorable non-product variance.

Operating expenses of $321 million were $5 million below plan. Of note in the research and development
variance was payroll which was $2 million below plan and third party product development which was $6 million
below plan. Sales and marketing was above plan as the $10 million marketing accrual brought total marketing to
$7 million over plan. A weak dollar caused sales and marketing expenses to be approximately $7 million more
than they would have been if translated at budgeted rates. The marketing accrual and actual exchange versus
budget exchange rates offset underspending in headcount related expenses. General and administrative expenses
were as planned. "

We contifiued 1o investment for the future. Q92-2 investments in Systems included $17 million in the Networks
BU (517 million plan) and $4 million in Multimedia (§5 million plan). Applications investments were $4 million
in Data Access BU (56 million plan), $3 million in Pen ($3 million plan), and $6 million in Workgroup (83
million plan). Product Support costs were $36 million ($43 million plan).
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ComPARISON WiTH PLAN (QUARTER)

Net Revenues (in millions)

Actual Q92-2 Plan Q92-2 Variance
-Charnel
International FG - Europe $ 270 40% $ 252 40% 7%
Intemational FG - ROW 79 11 73 12 6
Towl IFG 349 51 325 52 7
USSMD : 215 32 193 k) 12
OEM 108 16 95 15 13
Other 10 1 14 2 @n
$ 682 100% $ 627 100% 9
Product Groap
Systerns S 24 34% S 230 37% 2
Apoplications amn 54 a1 51 17
SPAG 71 10 67 133 5
Other 6 2 13 1 . (59
$ 682 100% $ 627 100% 9

Worldwide demand for Windows applications and favorable exchange rates led to favorable variances in the
reseller channels. In IFG Europe, Windows applications sales were $118 million, or $22 million over plan, while
finished goods Windows revenues of $22 million were $10 million below plan. Local currency IFG-Europe
revenues translated into $29 million more than planned due to the weaker dollar. The favorable exchange
variance was partially offset by reserving $11 million for exchange rate fluctuations. IFG-ROW revenues were
modestly above plan. In USSMD, record sales of Windows Office ($17 million over plan) and Win Word (815
million over plan) offset shortfalls in Workgroup Applications and Word for the MAC which were both $4 million
below plan.

Fiteen Leading Prpgiucts (untts in thousands, revenue in millions)

Variance
. 092-2 Q92-2Plan __ Revenues
Product Units Revs $/Unit. __Uniy Revs  ~ SMUnit _ Units  _$[Unit Vohmme __Price Total

MS-DOS/GW Basic 4,630 sS85 s18 4374 $74 $17 | 256 st s $7 st
Win Word 274 6 251 240 65 270 34 (19) 9 [6)) 4
Win Excel 211 67 317 %46 70 285 35 2 (10) 7 )
Windows 1,504 66 a4 1,685 m 46 (181) [v) (8) )] an
Ser/Bus Mouse 669 63 93 821 63 ke (152) 16 Qan 1 0
Win Office 1] 3s 411 30 13 439 55 (28) 24 ) 22
PC Word 121 u 284 124 30 241 ()] 43 1) H 4
MS-DOS 5 Upgrade 602 33 54 434 b1} 62 168 ® 1 [¢)) 6
Mac Excel 76 19 252 59 15 264 17 [(}) s [3)} 4
PC Works 418 16 39 320 18 57 98 (18) 6 (8) @)
Mac Word 80 16 200 28 17 196 (8) 4 (1 0 m
Win Word Updfupg 156 16 102 n 2 108 134 (e)] 14 0 14
LAN Manager 57 12 217 4 13 261 g (44) 2 3) )
Win Project 28 1 400 2 1 408 0 3) 0 0 0
Win Works 9 9 120 32 3 106 47 14 s 1 6

$3551 $498 $49 el

Percent net revenues 81% 79%

Small percentage variances in units and price had a big impact on our high volume systems products, MS-
DOS/GW Basic product was $11 million over plan primarily from a $1 per unit price variance. A 10% volume
variance for Windows resulted in the large unfavorable variance. Windows shipments 1o resellers were soft in
IFG - Europe. Sales of the OEM Bus Mouse were below plan which caused the volume and price variances. MS-
DQOS 5 Upgrade volumes ran above plan in all three reseller channels.

The record demand for Windows applications is apparent in the leading products table. Three of the top six
products were Windows applications. The strong domestic launch of Win Word 2.0 caused that product’s volume

2
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CoMPARISON WITH PLAN (QUARTER)

and price variances. The volume variance in Win Excel reflects the shift from standard product to competitive
upgrade sales. Win Excel pricing was favorable in Europe, in part due to cxchange rates. The large volume
variance in Win Office was primarily due to bullish sales in USSMD. High volumes of competitive upgrades,
particularly in the USSMD, caused the volume variance in Win Word Upd/Ugd.

Cost of Revenues

Actal Q92-2 Plan Q92:2
Grous Weighted Gross Weighted
Sales Mix Cost Cont Sales Mix Cost Cont
Channel
Internaziooal FG - Europe 40.0 12.0% 4.5% 296 12.0% 4.3%
internations! FG - ROW 1.3 16.5 1.9 ns 134 22
USSMD 324 1483 4.8 17 148 47
OEM 148 4.3 0.7 143 24 04
Oxher 1.5 133 0.1 2.1 13 -
100.0% 12.3% 100.0% 121%
Effect of revenue adjustments x 103.7% x 102.5%
Product cost - net 128 125
Noa-product costs 4.1 5.3
16.9% 17.8%
Actual 092-2 Plan 092-2
Gross Weightad Gross Weighted
Sales Mix Cost Cost Sales Mix Cost Cost
Product Group
Sysiems 32.6% 84% 23% 36.0% 9.5% 4%
Applications 549 10.3 5.6 50.7 97 49
SPAG 10.5 34.9 3.7 10.8 333 3.6
Oxber 2.0 143 0.2 2.5 - 84 02
100.0% 12.3% 100.0% 12.1%

As a percentage of net fevenues. net product costs were slightly over plan. Applications sales were a larger
portion ‘of the sales mix than planned which pushed net product costs higher than plan. OEM sales included
higher than planned Mouse shipments which increased net product costs. ’

Manufacturing efficiencies associated with greater throughput led to the large favorable variance in non-product
costs. Non-product costs included an unplanned $3 million provision for inventory obsolescence.

Operating Expenses (in millions)

Actual Plan

Q922 Q922 ——YaDance .
Payroll $19 § 113 $ 4 )%
Marketing 58 61 3) (4)
Marketing accrual 10 - 10 -
Depreciation 18 19 (1) 6)
Employee fringes 17 18 (1) (8)
Supplies and equipment 16 18 ) ©)
Travel and entertainment 14 15 (0 3)
Product development 11 17 © (36)
All other B8 6% —_— 4

Operating expenses were below plan in absolute dollars and as a percentage of net revenues (47.0% actual vs.
57.5% plan). Operating expenses that were impacted by the headcount shortfall were under plan. During Q92-2
$20-million of additional FY92 incremental marketing spending was approved. The marketing accrual covers the
variance between actual and planned marketing spending and a pro-rata portion of the approved incremental
marketing.
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COMPARISON WITH PLAN (QUARTER)

Headcount
Total Headcount

Actual  Plaa Vacange
December 31, 1991 10041 10970 929
September 30, 1991 9213 10,048 935
June 30, 1991 8226 7985  (241)
March 31, 1991 7341 185 509
December 31, 1990 6769 7439 670

Operating Headcount (total above less Manufacturing)

Product Product
Actual Channcls Groups G&A  Toal Channcls Groups
December 31, 1991 4860 3410 801 9,071 53%  38%
September 30,1991 4,390 3238 708 B336 53 39
June 30, 1991 3864 2933 630 7427 53 39
March 31, 1991 3392 2605 STT 6,574 51 40
December 31,1990 3,045 2451 534 603 50 41
Plan
December 31, 1991 5299 3845 807 9951 53%  39%
September 30,1991 5053 3319 767 9,19 55 37
June 30,1991 3571 2964 578 7,113 50 42
March 31, 1991 3486 2920 574 6980 50 42
December 33,1990 3265 2752 557 6,574 50 4
Variance .
December 31, 1991 439 435 6 880
September 30,1991 663 141 59 863
June 30, 1991 293) 31 (52) Q14
March 31, 1991 94 35 (3) 406
December 31, 1990 220 301 23 544
Interest and Nonoperaling Expense (in millions)
Actual Plan
Q22 _ON2 Variance
Interest income-net
Interest income $ 14 S 1t $ 3 2%
Interest expense - (2) 2 M)
S 14 $ 9 $ 5 49
Nonoperating expense
Financial asset allowance S 3 S ® L3N ¢)) 50
Foreign currency transactions 2 $)) 3 (&
All other (6)) ()] = a9
$ & S_(4 S 2 52

G&A Toul
9% 100%
8 100
8 100
9 100
9 100
8% 100%
8 100
8 100
8 100
8 100

The size of the portfolio was larger than planned during Q92-2, Cash flow was strong as FY92 profitability
exceeded that planned. In addition, yields were better than planned in part due to high interest rates earned on
investments in European instruments. As a result interest income was $3 million greater than pl_anned. A

The favorable variance in interest expense resulted from refinements in our hedging strategy.
Due to the uncertain outlook for SCO the financial asset allowance was increased during Q92-2.

During the quarter we held foreign currencies which increased in value relative to the dollar resulting in a $1.5

million gain.

Ms7029
CONFID

201"

ENTIAL

- 68 |
-pCA 11897 \
 NFIDENTIAL

MS-PCA1189768



COMPARISON WITH PLAN (QUARTER)

Tax Rate
The tax rate for Q92-2 was 32%, which is the budgeted rate for FY92.

Net income

Net income was $175 million (25.7% of net revenues) compared to a plan of $133 million (21.2%). The $43
million variance resulted from the favorable variances in net revenues, cost of revenues and operating expenses.
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COMPARISON WITH PLAN (YTD)

Actual FY92 Plan FY92 Varisnce
Net revenwes $1262 1000%  $1090  1000% 16%
Cont of revenues 219 17.4 195 179 13
Gross profit 1,043 82.6 " 895 821 17
Operating expenses:
R h and develop 160 12.7 181 16.6 1)
Sales and marketing 391 309 402 369 3)
General and administrative 43 3.4 43 319 1
Toxal operating expenscs 594 47.0 626 514 ()]
Operating income 449 35.6 269 24.7 67
Interest income - net 26 20 17 16 50
Nonoperating expense (6) (0.4) (8) (0.8) (35)
20 1.6 9 0.8 121
Income before income taxes 469 372 278 25.5 69
Provision for income taxes 150 11.9 89 8.1 69
Net income $ 319 25.3% $ 189 17.4% 69
Average shares outstanding 194.0 191.9
Net income per share 3 1.65 $ 0.98 68

The Company's year 10 date net revenues were $172 million over plan. The MS-DOS 5 Upgrade and Windows
applications were major contributors to this variance. Year to date MS-DOS 5 Upgrade gross revenues were $93
million or $54 million over plan. Our suite of Windows applications generated gross revenues of $404 million,
$80 million over plan. .

Cost of revenues of 17.4% were below plan by .5%. Net product costs were 13.3%, a full percentage point above
plan. Conversely, non-product costs were 4.1% or 1.5% less than plan.

Operating expenses were below plan by $32 million. The $21 million underspending in research and development
was primarily due to a $14 million variance in third party product development and underspending in payroll (S5
million) and other headcount related expenditures. In sales and marketing, large variances in headcount related
costs more than offset marketing spending. General and administrative expenses were as planned despite an
unplanned $2 million litigation accrual,

Year 1o date Systems investments were $28 million in Networks BU (834 million plan) and $8 million in
Multimedia ($10 million plan). Applications investments were $6 million in Data Access ($13 million plan), $13
million in Workgroup (§7 million pian), and $5 million in Pen ($5 million plan). Year to date Product Support
costs were $62 million ($72 million plan).

, MS7029203 —
Results. of Operations lb‘c[om-' IDENTIAL 7

MS-PCA 1189770 |
CONFIDENTIAL

MS-PCA1189770



COMPARISON WiITH PLAN (YTD)

Net Revenues (in millions)

Actual FY92 Plan FY92 Variance
Channel
International KG - Europe $ 457 36% $ 407 37% 12%
International FG - ROW 143 12 127 12 13
Total IFG 600 48 $34 49 12
USSMD 416 33 346 32 20
OEM 226 18 18§ 17 22
Other 20 1 28 2 (21)
$1,262 100% $1.090 100% 16
- —— 3 p———— ——=-- > ==
Product Group
Systemns $ 490 9% S 407 37% 20
Applications 630 50 539 49 17
SPAG 130 10 121 1 7
Other 12 1 23 3 42)
§$1,262 100% $1.090 100% 16

Strong MS-DOS 5 Upgrade channel fill in the first quarter and demand for Windows applications in the second
quarter were the primary causes of the net revenue variances in the reseller channels. Another factor was
exchange rates which increased IFG-Europe net revenues by $37 million- and IFG-ROW net revenues by $5
million. Conservative reserves for exchange rate fluctuations reduced IFG-Europe revenues by $11 miltion.

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

Variance
FY92 YTD FY92 YTD Plan Revenues
Product Units Revs SfUnit, ___Units Revs $ftnit  __Units $Mnit  Volume _ Price Total

MS-DOS/GW Basic 849] S158 $t9 8,079 $138 $17 412 2 s7 $13 $20
Windows 2752 122 4 3071 1313 43 (319) 1 13) 2 1)
Win Excel 388 116 299 415 1S 278 (ve)) 2 (Y] 8 1
Win Word 454 115 253 412 1 269 2 (16) 1 () 4
Ser/Bus Mouse 1177 109 93 1497 114 i3 (320) 17 (24) 19 (&)
MS-DOS § Upgrade 1615 9 58 650 39 60 965 @ 58 “ 34
PC Word 209 s 215 a7 52 u2 (® k3 ) @ 8 6
Win Office 124 50 408 56 25 435 68 £ 29 “) 25
Mac Excel 150 k14 A4S 106 28 258 “ (3)) 11 [¢d) ]
Mac Word 173 n 178 165 30 134 s 6) 2 m 1
PC Works 656 29 44 616 k) 4 @ (10) 2 (6) )
LAN Manager 159 % 149 9 2 231 63 (82) 15 (13) 2
Win Project S5 21 384 51 21 405 4 @1 1 1) 0
Win Word Upd/Upg 202 21 104 36 4 106 166 () 17 0 17
Ma- Office 41 16 400 n 12 458 14 (58 6 ()] 4

$1,000 $877 $113 $10 $123

Percent pet revenues 79% 1%
]

MS-DOS/GW Basic and MS-DOS 5 Upgrade accounted for the majority of the favorable variance in leading
products, MS-DOS/GW Basic was bolstered by better than planned sales of packaged MS-DOS in the
international reseller channels. Year to date shipments of MS-DOS 5 Upgrade units were equivalent to the entire
FY92 plan. Windows shipments were below plan largely due to IFG-Europe where reseller shipments lagged plan
by 150 thousand. Sales of the OEM Bus Mouse were below plan which caused the volume and price variances.

Strong demand for Windows applications led 1o favorable variances from plan. The volume variance in Win
Office was principally domestic as the product is not broadly distributed in the International FG channels. The
unit variance in Win Word Upd/Upg was from strong competitive upgrade shipments, primarily in USSMD.

MAC Excel shipments surpassed planned levels in the reseller channels. Conversely, prices were below plan in
all reseller channels.
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COMPARISON WiTH PLAN (YTD)

Cost of Revenuss

Actual FYS52 Plan FY92

Gross Weighted Gross Weighted
Sales Mix Cost Cost Sales Mix Cost Cost
Channel
International FG - Earope -~ 363 129% 47% 368 12.1% 44%
International FG - ROW 113 189 2.1 11.7 18.6 22
USSMD 347 150 52 N7 14.8 48
OEM 162 4.6 0.7 16.5 25 04
Other 1.5 14.0 0.3 2.3 13 0.2
100.0% 13.0% 100.0% 12.0%
—————x r————
Effect of revenue adjustments x 102.8% x 102.6%
Product cost - net 133 123
Non-product costs 4.1 5.6
17.4% 17.9%
Actual FY92 Plan FY92
Gross Weighted Gross Weighted
Sales Mix Cost Cost Sales Mix Cost Cost
Product Group
Systems 36.6% 10.2% 3.7% 36.6% 9.0% 33%
Applications ’ 50.9 103 52 49.7 9.6 48
SPAG 10.5 353 37 11.2 334 37
Other 2.0 15.5 0.4 25 8.6 0.2

100.0% 13.0% 100.0% 12.0%

Year 10 date cost of revenues as a percent of net revenues was below plan. Net product costs were one percent
higher than plan. Factors which increased product cost include the high volumes of the MS-DOS 5 Upgrade and
higher than planned revenue adjustments (remms reserve).  Cost percentages were higher than planned for
Systems, Applications and SPAG. The strength of the MS-DOS § Upgrade coupled with lower than planned
Windows revenues increased Systems product cost  The variance in SPAG was attributable to higher than
planned sales of lower margin OEM Mouse and Ballpoint Mouse.

Non-product costs were below plan primarily due to manufacturing elficiencies. Non-product costs include a $6.4
million unbudgeted provision for inventory obsolescence.

Operating Expenses (in miltions)

Acwal Plan
FY92 FY92 Varisnce
Payrolt $ 204 $ 216 $ (12) (9%
Marketing 98 11§ a7 Qs
” Marketing accrual 24 - 24 -
Depreciation n 35 ® ©
Employee fringes 31 35 (O] (10)
Supplies and equipment 31 35 ) an
Travel and entertainment 24 29 (S) (16)
Product development 20 34 (14) “2)
All other 129 127 2 1
$ 594 S 626. s 02 ®
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ComPARISON WITH PLAN (YTD)

Actual operating expenses were below planned levels and as a percent of net revenues were 47.0% compared with
a plan of 57.4%. The year to date underspending was primarily duc to the slower than planned growth in

headcount and product development underspending.

The $24 million marketing accrual covers year o date underspending and a pro-rata portion of the $30.5 million
approved incremental marketing. Actual marketing expenditures were 15% below plan.

Operating expenses also reflect an unplanned litigation provision of $2 million.

interest and Nonoperating Expense (in miltions)

Interest income-net
Interest income
Interest expense

Nonoperaling expense
Financial asset allowance
Foreign currency transactions
All other

Actuad Plan

FY92 FY92 Variance

$ 27 $ 2 $ 6 2%
M RO 3 a2)

$ 26 s 17 $ 9 S0

$ O S @ s M 25
2 [rd) 4 (169)
(©X €3] (1) 7

$ & S (& [ (39)

Strong cash flow caused the portfolio to be larger than planned. In addition, yields were better than planned from
holding foreign currencies which camed higher interest rates than those prevailing in the United States. As a

result, interest income was 28% better than planned.
The favorable variance in interest expense resulted from refinements in our hedging strategies.

During the quarter, we realized a foreign currency gain of $1.5 million from our hedging strategies.

Tax Rate

The year-to-date tax rate was 32%, the same as the budgeted rate.

Net Income

Net income was $319 million (25.3% of net revenues) compared to a plan of $189 million (17.4%). The $130
million variance in net income resulted from the large favorable variances in net revenues and operating expenses.
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SEQUENTIAL QUARTERS

Net Revenues (in miltions)
092-2 Q92-1 Q914 91-3 912
Chanoel
Iniernations! FG - Europe $ 270 40% s 187 2% $ 161 3% $ 200 41% s 203 “u%
Internationsl FG - ROW 79 11 64 11 65 12 53 11 49 11
Total IRG 39 S1 251 43 26 43 253 32 252 S5
USSMD 215 32 201 33 mn M 130 Y4 128 z
OEM 108 16 119 20 110 21 90 18 [ 15
Other 10 3 9 2 14 2 14 3 11 2
s 682 100% $ $30 100% $ s77 100% $ 487 100% $ 450 100%
R
Product Group
Sysiems $ 24 M S 256 “u% $ 218 4% $ 163 u% $ 150 2%
Applications m 54 258 “ 257 49 256 52 U4 53
SPAG - 7 10 59 10 47 9 L 12 » 13
Otber 6 2 7 2 8 1 6 2 7 1

$ 682 100% 3 580 100% $ 577 100% 3 4% 100% $ 460 100%
came—

IFG-Europe Windows applications were especially strong and increased $49 million to $118 million.

IFG-Europe net revenues were subject to exchange rate changes in each of the last three quanters. For Q92-2 $17
million and for Q91-2 $11 million of the sequential increase in net revenues was due to a weakening dollar. For
Q91-4, $22 million of the sequential decrease in IFG-Europe net revenues was from the strengthening dollar.

The increase in Q92-2 IFG-ROW net revenues was led by a $8 million sequential increase in Canada's net
revenues. The weakening doliar added $4 million 10 Q92-2. The increase in IFG-ROW's Q914 net revenues was
largely in Australia where net revenues increased $8 million from Q91-3. '

In Q92-2, strong Windows applications sales enabled USSMD to post a sequential gain despite a sharp falloff of
MS-DOS S Upgrade revenues. The MS-DOS 5 Upgrade contributed $34 million in revenues o Q92-1 and $42
million to Q914 but only $14 million to Q92-2.

Q92-2 OEM net revenues, although down sequentially, remained at an impressive level. The shift in distribution
of Windows to the OEM channel favorably impacted Q92-1 and Q914 revenues. During Q91-4, IBM revenues
totaled $16 million, $14 million more than plan. A significant portion of the IBM revenues were from previously
unreported OS/2 and LAN Manager sales. Prepaid balance reserves decreased OEM revenues by $9 million in
Q91-3 and $8 million in Q91-2.

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

Q92-2 Q921 Q514 313 912
Product Units Revs Units Revs Units Revs Units Revs =~ _Unis _ Revs

MS-DOS/GW Basic 4,630 385 3361 L] 4295 $67 3.9%0 $0 433 m
Win Word 24 [ 180 46 147 ky) 153 44 13 4
Wia Excel 211 67 m 49 194 L3] 163 s1 135 45
Windows 1504 [ ] 1247 56 L1% 49 39 45 T28 45
Ser/Bus Mouse [ 63 so8 46 404 » s18 51 584 54
Win Office LY s 38 15 2 14 11 6 1n [
PCWord 121 4 3 D 96 26 90 29 140 40
MS-DOS S Upgrade 602 . . px} 1013 60 ns s1 - - - -
Mac Excel 76 19 T4 is kg 18 0 12 35 13
PCWorks 418 16 238 12 19 ] ne 17 54 19
Mac Word 0 16 2 13 ) 13 3 13 76 15
Win Word Upd/Upg 156 16 43 5 80 9 ” s 52 3
Lan Manager s 12 101 1 102 17 56 9 “ 6
Win Project 28 1 28 10 u ] 2 10 25 9
Win Works 9 9 19 2 - - - - - -
5351 “sar “sa6_ $367 5369

EE— ] T PRSI0
Percent net revenues 81% 6% 9% 5% 80%
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SEQUENTIAL QUARTERS

With the exception of the MS-DOS 5 Upgrade, the Company's Systems products achicved strong sequential
increases during Q92-2. The increase in MS-DOS/GW Basic vnits and revenues was due to a strong uptick in the
business of our ROW OEMs. Windows units increased 21% sequentially as IFG-Europe and OEM shipments
accelerated. MS-DOS 5 Upgrade revenues were down sharply in each of the reseller channels. Serial Mouse
shipments were strong, particularly in Europe-FG.

Life to date Windows distributed (shipments recorded through December 31, 1991 plus a conservative estimate of
unreported Q92-2 OEM shipments) totaled 9 million.

Windows applications had strong sequential increases during Q92-2. The introduction of Win Word 2.0 fueled an
86% increase in standard product shipments and a 76% increase in update/upgrade shipments. The 19%
sequential increase in Win Excel was primarily caused by Europe-FG shipments. Standard product USSMD Win
Excel shipments were down on a sequential basis. The popularity of Win Office in USSMD channel accounted
for most of the 24% increase in shipments,

Cost of Revenues - Product Costs as a Percent of Gross Sales

Q92-2 Q92-1 Q914 91-3 Q12

Consolidated 12.3% 13.7% 127% 12.8% 14.2%
Chanpel

Internations! FG - Europe 12.0% 14.3% 12.6% 13.2% 15.6%

Inieroational FG - ROW 16.5 21.9 21.5 26 2.1

USSMD 14.3 15.2 14.5 152 149

OEM 43 44 47 36 %]

Other 133 14.3 11.5 9.9 124
Product Group

Syswems 84 11.8 9.9 9.9 10.7
Applications 10.3 10.3 10.2 10.1 11.7

SPAG 349 358 364 334 3.5

Other 143 17.0 214 10.8 15.5

For the periods presented, consolidated product costs trended downward until Q92-1 when product mix shifted to
large volumes of the MS-DOS S Upgrade. MS-DOS 5 Upgrade product cost percentages are greater than those of
Windows applications sold through the reseller channels, and MS-DOS and Win 3.0 licensed 1o OEMs. During
Q92-2 product mix shifted back towards Windows applications, and product costs percentages again declined.
Adoption of a more precise method of eliminating markup in intercompany sales also reduced product cost
percentages during Q92-2.

Operating Expenses (in millions)

Q92-2 Q92-1 ~Q91-4 Q91-3 Q91-2
Payroll $ 109 $ 9 $ 83 $ 75 $ 68
Marketing 58 40 53 37 37
Marketing accrual 10 14 (18) - 12
Depreciation 18 15 14 13 11
Employee fringes 17 15 13 12 9
Supplies and equipment 16 15 12 13 10
Travel and enteriainment 14 10 13 9 9
Product development 11 9 1 6 7
All other 68 59 54 53 45

s 321 s 273 $ 235 s 218 s 208
Sequential increase 17% 16% 8% 5% 9%
Seq increase without marketing 15 10 10 14 5

MS57029208
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SeoUENTIAL QUARTERS

The sequential growth in operating expenses is attributable o numerous factors including marketing spending,
headcount growth, our fourth quarter "budget” spending pattem, and quarter end reserves. Q92-2 expenses with
the largest absolute increases were payroll ($13 million), and marketing and marketing accrual ($14 million). The
sequential increase in depreciation resulted in part from placing Building 16 in service.

interest and Nonoperating Expense (in millions)

Q92-2 Q92-1 Q914 Q91-3 Q91-2
Intevest income-net
Interest income $ 14 $ 13 s 12 s 11 $ 10
Interest expense = () @ I v) (U]
$ 4 $ 12 $ 10 $ 9 s 9
Nonoperating expense
Financia! asset allowance $ O S @ S @ $ @ S O
Foreign currency transactions 2 - (4)] - -
All other 0] (O] = L)) [¢3]
S Q) S_Q) S O S @) s

Interest income grew along with the investment portfolio, in spite of generally declining interest rates.
Refinements in our hedging program resulted in a Q92-2 decrease in interest expense and a foreign currency gain.

MS7029209
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COMPARISON WITH COMPETITION

Most fecent quarter Microsoft Novel Lotus Borand
Net revenoes s e 100.0% $ 197 100.0% $ 219 100.0% $ 1S 100.0%
Cost of revenues 115 16.9 34 18.1 48 20.3 24 20.7
Gross profkt 561 $3.1 153 $1.9 174 9.7 91 79.3
Operating expenses:
Rescarch and development ] 126 21 113 2 13.1 14 122
Sales and marketing 213 E) B 52 23 54 433 k7 63.1
General and sdministrative 33 9 s0 13 32 - -
Special charges = - - - - -~ 6 5.2
Total operating expenses 321 47.0 82 44.0 141 64.6 92 20.5
Opersting income (lost) 246 36.1 n 319 13 151 [ a2
Interest income (cxpeanse) - bet 14 20 6 30 (0] (0.3) 2 1.8
Nooopenting expense {2) 0.3) (1)) ©3) - @3 - ©.1)
Income before income taxes 258 s 7% 40.6 . 32 145 1 0.5
Provision for income laxes .2} 12.1 25 136 11 47 () 6.1)
Net income $ 175 25.7% L )| 27.0% $ 21 9.8% $ 3 6.6%
Average shares outstanding 196 149 4s z
Net income per share $ 090 $ 0.34 $ 0.48 $ 028
Trailing twelve months Microsoft Novell Lotus Bordand
Net revenues $ 227 100.0% $ 640 100.0% $ 766 100.0% § s 100.0%
Cost of reveaves 413 18.1 123 19.3 155 20.3 122 4.3
Gross profit 1,863 81.9 517 30.7 611 79.7 380 57
Openting expenses:
Research and development 290 128 k1] 122 174 228 79 15.7
Sales and murketing 679 298 178 . 33§ 435 284 56.6
Genera! and administrative ki ] 34 35 55 68 39 - -
Special charges - = - - - - 116 23.1
Total operating expenses 1047 - 456.0 291 45.4 s 75.2 479 95.4
Openaling income (loss) 816 359 35.3 k) 4.5 99) 19.7)
Interest income - pet 45 20 23 36 1 0.1 10 20
Noooperating expense (12) 0.5 [Q) (0.2) (¢) 0.5 Q) 0.3)
Income (loss) before income taxes 49 374 248 387 3 4.1 1) (18.0)
Provisioa for income taxes 268 11.9 86 13.3 25 3.4 (10) (1.9)
”
Net income (loss) $ 581 23.5% $ 162 25.4% $ 6 0.7% $ (81) _ (16.1)%
Average shares outstanding 192 148 44 24
Net income (loss) pex share $ 3.0 $ 1.10 $ 0.09 $ 5236!
; MS7029210
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ComPARISON WiTH COMPETITION

MICROSOFT
(consecutive quarters)
Trailing
Dec 31,1991 S¢0.30.1991 &un, 30,1991 Mar 31,1991 12 months
Net revermes $ 682 $ 58 s s § 487 $ 2276
Cost of reverues 115 104 98 96 413
Gross profit 567 476 429 391 1,863
Operating expenses:
Research and development 86 " 70 60 290
Sales and mari.xting 213 178 147 141 679
General and administrative 22 2! 18 17 78
Total operating expenses 321 273 235 218 1,047
Operating income 246 203 194 173 816
Interest income - net 14 12 10 9 45
Nonoperating expense () Q) (©) 3 4z
Income before income taxes 258 - 212 201 179 849
Provision for income taxes 83 68 63 55 268
Net income $ 175 S 14 $ 138 $ 124 $ 581
Average shares outstanding 195.6 192.3 190.8 189.5 192.1
Net income per share $_ 05 $ 075 S 0om $ 065 $ I
Net revenuves 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of reverues 16.9 18.0 18.5 19.6 18.1
Gross profit 83.1 82.0 81.5 80.4 81.9
Operating expenses:
Research and development 126 12.8 13.3 12.4 12.8
Sales ind marketing 311 30.7 279 289 298
General and administrative 33 3.6 3.4 3.5 3.4
Total operating expenses 47.0 47.1 44.6 44.8 46.0
Operaling income 36.1 349 36.9 356 359
Interest income - net 20 2.1 2.0 19 20
Nonoperating expense (0.3) (0.6) 0.8) (0.7) 0.9
Income before income 1&xes 37.8 36.4 38.1 36.8 374
Provision for income taxes 12.) 11.6 11.8 11.4 119
Net income 25.7% 24.83% 26.3% -254% 25.5%
MS7029211
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COMPARISON WiTH COMPETITION

NOVELL

{consecutive guarters)

Trailing
0c1. 26,1991 b 27191 Ap, 27,1901 0. 26,191 12 months
Net revenues s 187 $ 168 s 150 $ 135 $ &0
Con of revenues M kx) 27 2 123
Gross profit 153 138 123 106 $127
Operating expenses:
Research and development 21 21 19 17 78
Sales and marketing 52 43 “ 39 178
General and admininrative 9 9 8 ] s
Total operating expenscs 82 73 n &4 291
Operating income 71 62 52 42 226
Nonoperating income 5 4 7 5 2
Income before income taxes % 66 59 47 248
Provision for income taxes 25 23 2] 17 86
Net income H 51 $ 43 $ 38 $ 30 $ 162
Average shares outstanding 149.4 148.3 148.0 146.0 148.0
Net income per share S 034, S 029 s 026 $ 021 $ 1.10
Net revenues 1000% 100.0% 1000% 100.0% 100.0%
Comn of revenues 18.1 19.3 18.1 21.5 £9.3
Gross profit 819 80.2 819 78.5 80.7
Operating expenses:
Rescarch and development 113 124 128 124 122
Sales and marketing 217 254 292 292 277
General and administrative 5.0 5.5 5.5 6.0 55
Total operating expenses 4.0 43.3 47.5 47.6 45.4
Operating income 79 369 384 309 353
Nonoperating income 27 25 4.9 39 3.4
Income before income taxes 40.6 35.4 39.3 348 387
Provision for income taxes 13.6 13.8 13.7 12.2 13.3
Net income 27.0% 25.6% 25.6% 2 6% 25.4%
r
MS70292;5,
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CompPARISON wiTH COMPETITION

Lotus
{consecutive quarters)
Trailing
Sep. 30,1991 dun 30,1991 Mar. 31 191 Dxc 31,1990 12 months
Net revenues s 219 $ 18 $ 174 s 186 $ 766
Cost of reverues 43 39 36 34 155
Gross profit 174 147 138 152 611
Operating expenses:
Research and development 29 30 27 89 174
Sales and marketing 94 84 82 73 335
General and administrative 18 17 17 16 68
Total operating expenses 141 131 126 178 577
Operating income Qoss) 33 16 12 26) 34
Nonoperating income (expense) (1) ) @) 3 3)
Income before income taxes 32 14 10 23) 3
Provision for income taxes 11 5 3 9 25
Net income (loss) : s 21 s 9 s 1 s (32 $ 6
Average shares outstanding 45.2 444 42.8 42.6 4318
Net income per share $ 048 S 021 $ 015 $ (0.74) $ 009
Net revenues 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revenues 203 21.0 211 18.6 203
Gross profit ) 79.7 79.0 78.9 . 81.4 9.7
Operating expenses:
Research and development 131 16.1 15.5 476 228
Sales and marketing 4.3 453 46.8 39.5 43.5
General and admini strative 8.2 9.3 9.7 8.4 8.9
Total operating expenses 64.6 70.7 72.0 95.5 75.2
Operating income (loss) 15.1 83 6.9 (14.1) 4.5
Nonoperating income (expense) {0.6) (1.1) (L3) 1.6 (0.9)
Income before income taxes 14.5 12 56 (12.5) 4.1
Provision for income taxes 4.7 2.3 . 1.8 4.5 . 34
I d
Net income (loss) 9.8% 49% 3.8% (17.0% 0.7%
9213
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COMPARISON WITH COMPETITION

BORLAND(!)

(consecutive guarters)

Trik
Dxc 31,1991 S¢p. 30,1991 lun 301991 Mar. 311991 32 months
Net revenues $ us $ 114 $ 137 s 136 $ s
Cost of revermies 24 27 29 43 122
Gross profit 91 87 108 93 380
Operating expenses:
Research and development 14 15 14 36 K
Sales, general and administrative ” 81 78 52 284
Restructuring and pooling costs 6 110 - - 116
Total operating expenses 92 206 92 88 479
Operating income (loss) [0)] 119) 16 5 99
Nonoperating income 2 2 2 2 8
Income (10ss) before income taxes 1 (117) 18 7 1)
Provision (benefit) for income taxes (V) (14) 6 4 (10)
Net income (loss) N 8 $ (03) $ 12 $ 3 S (81
Average shares outstanding 27.2 24.4 25.6 24.0 24.0
Net income (loss) per share S 028 $ (421 $ 047 $ 012 $ (3.36)
Net revenues 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revermes 20.7 23.4 21.0 31.6 24.3
Gross profit 19.3 76.6 79.0 68.4 5.1
Operaling expenses:
Research and development 122 13.1 10.2 26.4 15.7
Sales, general and administrative 63.1 .l 56.9 385 56.6
Restructuring and pooling costs 5.2 96.6 - - 23.1
Total operating expenses 805 ° 180.8 67.1 64.9 95.4
Openating income (loss) (12) (104.2) 1.9 35 (LX)
Nonoperating income 1.7 1.8 1.5 1.7 1.7
Income (loss) before income taxes 0.5 (102.4) 134 52 (18.0)
Provision (benefit) for income taxes 6.1 (12.0) 4.7 3.1 (1.9)
[ d .
Net income (loss) 6.6% (90.4)% 8.7% 2.1% _(16.1)%

(1) Results of operations combine Borland and Ashton-Tate. Bortand has incurred a total of $116 million in pre-tax transaction and restructuring
costs related to the acquisition of Ashton-Tate.
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CompPARISON WiTH COMPETITION

Other Data
Microsaft Nowvell Lots Borland
Dec. 31, 1991 Oct. 26, 1991 Sep. 30, 1991 Dec. 31,1991
Curreet assets:
Cash and short-uerm investments $ 976 4“6 $ M “a% $ 29 ns $ 128 2%
Acoourta receivable - et 259 12 164 p) 166 2] 81 n
Invemaries 53 3 12 2 26 4 19 s
Other 59 2 30 3 14 2 39 10
Taal curren: asscts 1382 [1] 553 7 48 61 264 68
Property. plant and equipment - et S n 142 20 148 21 107 28
Oxber assets 31 4 31 4 133 18 18 4
s 2128 100% S 726 100% $ 6 100% $ 336 100%
Current liabilities s I 16% $ 1us 16% [ Y 206% $ 132 k217
Long-em lishilities - - 9 1 164 23 14 4
Suwckholdery’ equity 1,11 84 599 13 367 51 240 62
$ 2128 100% $ 16 100% $ N6 100% $ 3t6 100%
-
Orher dstz
Microsaft Novell Lotus Bosland
1991 1990 1991 1990 1991 1990 1991 1990
Qlosing snock price (12/31) $111.28 350.17 $50.00 $1650 $26.25 $20.00 $32.25 $31.75
Comman shares outstanding 177 172 144 141 44 42 26 14
(in millions)
Maske value (in miltions) $19,691 $8,629 $3,640 32327 S1,185 3840 $2,139 $445
Triling twelve months revenves $2276 S1.478 $640 $498 $766 3685 $502 5191
(in millions)
Pricefrevenies ratio . N 5.x 135x % 152 12x 43z 23
Triling twelve months EPS $3.02 $1.93 $1.10 $0.68 $0.09 3054 30.36) $1.56
Pricc/eamings ratio 36.8x 26.0x $4.5x 243z . 37.0x 4 20.4x
Cash (in millions) 3976 $540 $347 3255 $229 $298 " s128 345
Cash pez ahare $5.51 $3.94 $2.41 1.8 $5.20 $7.10 $4.31 $3.2)
Book value (in millions) $1,7711 $1.119 3599 5398 3367 3349 $240 $75
Book value per share $10.01 3651 $4.16 $2.82 $8.34 3831 $9.23 $5.36
Price/book value ratio tix 1= 14.4x $9x Al 24 L9 $9x
® Not Meaningful
’
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CouPARISON WiTH COMPETITION

Other Competitors
Apple Software Computer
IBM Computer Sun Oracle Publishing Assoc

123191 1272181 9”781 1173081 1273191 123151
Income statement (in millions)
Net revenues $22,082 $1,860 $755 $284 41 $455
Net income (Joss) (1382) 166 7 14 4 76
Net income per share (2.42) 1.36 027 0.10 0.33 0.43
Trailing twelve months {in miltions)
Net revenues $64,792 $6,496 £3,299 $1,085 S141 $1,438
Net income (loss) @.827) 325 191 34 @ 1m
Net income (loss) per share 0.99) (1) 2.68 1.85 0.25 QT 0.96
Balance sheet
Cash 4562 (2) 604 Q) 638 44 53 B )
Other current assets 33,289 2260 1,155 408 26 88s
Other assets 49473 630 525 307 32 916

$87,324 $3,494 $2.318 $759 $111 $1,840
Liabilities 49,133 1,727 1,046 341 29 765
Equity 38,191 1,767 1272 418 82 1,075

$87.324 $3.494 $2,318 $759 S111 $1,840
Other data
CQlosing stock price (December 31, 1991) $89.00 §56.38 $28.38 $14.50 $16.00 $11.38
Common shares cutstanding (in millions) LYl 119 98 137 12 1717
Market value (in millions) $50,819 $6,709 $2,781 51,987 $192 $2,013
Price/revenues ratio 0.8x 1.0x 0.8x 1.8x 1.4x 1.4x
Price/earnings ratio . 21.0x 15.3x 57.4x . RRIE
Cash per share $7.99 $5.08 $6.51 $0.32 $4.42 $0.2
Book value per share $56.88 $14.85 $12.98 $3.05 $6.83 $6.07
Price/book value ratio 1.3x 3.8x 2.2x 4.8x 2.3x 1.9x
(1) Excludes 2 $3.96 charge w0 implement s new pension accounting standerd.
(2) Balance sheel was nox disclosed with D ber resulls. The Scpiember balance sheet is presented.

* Not Meazingful
”
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COMPARISON WITH PRIOR YEAR (QUARTER)

v Q2-2 Q91-2 Varisnce
Net revermes $ 682 100.0% $ 450 100.0% 43%
Cost of revenues . 115 16.9 7 20.3 23
Gross profit $67 23.1 367 9.7 55
Operating expenses: '
Research and development 86 126 4 117 59
Sales and marketing 213 311 140 30.3 53
Genesal and sdminisrative 2 33 14 3.1 55
Total operating expenses 321 47.0 208 45.1 s
Operating income 246 36.1 159 4.6 . 54
Interest income - net 14 20 9 20 45
Nonoperating expense (2) (0.3) (©)] (¢8)] (63)
12 1.7 4 0.9 176
fncome before income taxes 258 378 163 355 . s
Provision for income axes 83 12.1 50 11.0 63
Net incomne $ 175 25.7% $ 113 24.5% 55
Avenage shares outstanding 195.6 185.5
Net income per share $ 0.90 $ 061 48

Net revenues increased $222 million from the comparable quarter of last year. Sales of the MS-DOS 5 Upgrade
of $33 million, Windows Office ($35 million, up $31 million), Win Word (up $26 million or 60%) and Win Excel
(up $22 million or 49%) contributed to overall growth.

Windows applications represented a larger portion of total applications revenues. Windows applications
accounted for 64% of applications revenue during Q92-2, up from 47% in the corresponding quarter a year ago.
The MS-DOS applications sales mix declined from 35% last year to 18% during Q92-2, and Macintosh
applications declined slightly from 18% to 16% of total applicartions revenue.

Windows applications revenues during Q92-2 of $248 million were more than double Q91-2 sales of $119 million.
MS-DOS applications revenues declined to $71 million, down 19% from a year ago.

Cost of revenues as a percent of net revenues were down sharply from a year 2go. Factors in the decrease include
increased sales of higher margin Windows applications, operational improvements, reductions in product costs,
and increased sales of MLPs.

Operating expenses for the quarter increased $113 miltion. Growth in headcount and increased spending in
International Research and Development of $10 million contributed to the increase in rescarch and development
expense as a percent of nct revenues. IFG sales and markeling expenses grew $37 million or 69% and USSMD
expenses grew $30 million or 57%, which contributed 10 the increase in sales and marketing expenses as a percent
of net revenue. The increase in general and administrative expenses was in line with the growth in revenues.

MS7
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CompARISON WITH PRIOR YEAR (QUARTER)

Net Revenues (in millions)

Q92-2 1.2 Growth _
Channel ) -
Intemationa! FG - Europe $ 270 40% $ 203 4% 3%
International FG - ROW » 11 49 11 61
Toral [FG 349 S 252 55 39
UsSSMD 218 2 128 2 68
OEM 108 16 ] 15 55
Other 10 1 11 2 U]
$ 682 100% $ 480 100% 43
Product Group
Sysnems $ 24 % $ 150 3% ss
Applications M 4 24 53 52
SPAG n 10 5 13 20
Other 6 2 7 1 18)
$ 682 100% S 460 100% 48

All major channels showed strong year over year revenue growth. IFG-Europe growth of $67 million results
principally from strong growth in England (up $15 million or 82%) and increases in Germany (up $25 million or
39%) and France (up $14 million or 21%). Growth in IFG-ROW of 61% is attributable to growth at Canada (up
95%), Australia (up 49%) and Japan (up 33%). USSMD growth resulted from very strong sales of the Win Office
and Win Word 2.0 (launched in December). OEM revenues grew $39 million or 55%, reflecting growth in
Windows bundling by OEMs and higher revenue per unit for MS-DOS.

Systems revenue increased $84 million year over year, from increased MS-DOS license revenue (up $14 million
or 20%), sales of MS-DOS 5 Upgrade ($33 million, new this year) and Windows (up S21 million or 47%).
Networks revenue more than doubled to $18 million, but Languages revenue declined 4% to $15 million.

Applications revenue increased $127 million. Vinually all the growth is attributable to Windows applications
which increased $129 million or 108%. The introduction of Win Word 2.0, an aggressive competitive upgrade
program and a price reduction in the Win Office contributed to the increase.

Fifteen Leading Products {units in thousands, revenuse in millions)

Change
092-2 091.2 Revenues
Product Units Revs S$Anit _ Units Revs Sk Units $/Unit  Volume Price Toul

MS-DOS/GW Busic 4630 388 1) 4136 [3] $16 294 3] 3 $9 Sia
Win Word 774 2] 251 137 43 i3 137 (62) L) an 26
Win Excel 21 671 317 138 45 335 76 (18) 26 (4) 2
Windows 1,504 66 4 728 45 62 776 8 ® 8) 2
Set/Bus Mouse 669 63 9 584 5 9 85 0 9 0 9
Win Office s 38 411 9 4 458 76 [y 36 (5) 31
PC Word 121 4 b2} 140 40 282 (19) 2 (6) 0 (6)
MS-DOS § Upgrade 602 3 54 - - - 602 54 33 0 13
Mac Excel 76 19 252 ss 13 23% 2 16 5 1 6
PC Works 418 16 39 254 19 76 164 ey} 13 (16) )
Msc Word 20 16 200 6 15 198 4 2 1 [ 1
Win Word Upd/Upg 156 16 102 2 3 67 104 35 7 6 13
LAN Manager 57 12 217 o4 6 145 13 72 2 4 6
Win Project 28 1 400 25 9 mn 3 21 1 1 2
Win Works 79 9 120 - - - 7 120 9 0 9

e $551 $367 231 (349) $184

L ] T
% of Consolidated pet revenues 2% 0%
E—_———— 3 E———— 3

Systems products shipments were up sharply from the prior comparable quarier. A combination of higher MS-
DOS unit volumes (up 7%) and revenue per unit (up $2) resulted in a 20% increase in MS-DOS revenues.
Windows unit sales during Q92-2 exceeded 1.5 million, more than double a year ago. Revenues grew at a slower
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COMPARISON WITH Prioft YEAR (QUARTER)

rate than units due 10 a tripling in OEM unit sales. The MS-DOS $§ Upgrade, introduced in June 1991, added $33
million to revesoes.

The growth in applications products was led by Windows applications. Win Word revenucs were up $26 million
or 60%. Revenoe per unit was down $62 or 20% due to high volumes of academic product. Win Excel revenues
were up $22 million or 49%, reflecting strong growth in international revenues (up $20 million or 64%). IFG
generated 77% of Win Excel revenues during Q92-2, up from 64% a year ago. Win Office shipments generated
revenue of $35 million compared with $4 million a year ago. USSMD accounted for 66% of Win Office
revenues and 70% of unit sales. An aggressive Win Word upgrade program resulted in a tripling of unit sales and
revenue of more than 5 times last year.

Cost of Revenues
Q922 Q91-2
Grots Weighted Gross Weighted
Sales Mix Cost Cost Sales Mix Cost Cost
Channel
International FG - Erope 40.0 12.0% 43% X ] 15.6% 67%
Intemational FG - ROW 13 165 19 102 21 23
USSMD 324 14.8 48 285 149 42
OEM 148 4g 07 16.4 4s 0.7
Other 1.5 133 0.1 2.1 124 0.3
100.0% 123% 100.0% 14.2%
3 ————
Effect of revenue adjustments x 103.7% x 104.8%
Product cost - net 12.8 14.9
Non-product costs 4.1 S4
169% o 203%
@2 ®1-2
Gross Weighted Gross Weighted
Sales Mix Cost Cost Sales Mix Cost .__Com
Product Group )
Sysiems 326% 2.4% 28% °  312% 10.7% 5%
Applications ' 549 103 56 522 1.7 6.1
SPAG 105 349 31 126 335 42
Other 2.0 143 02 2.0 15.5 0.4
100.0% 123% 100.0% 142%
g} _———==

Net product COGS as a percent of net revenues declined 2.1%. The decline resulted from a shift in sales mix 1o
higher-margin Windows applications and product cost reductions.

Operating Expenses (in miliions)

o2 QL2 Change
Payroll $ 109 $ 68 s 41 59%
Mazkating ss » 21 59
Mazketing accrual 1w 12 @ . a3
, Depreciation 13 11 7 64
Employee fringes 17 9 s 80
Supplies and equipment 16 10 6 6
Travel and entertainment 14 9 s 54
Product developmens 1 7 4 23
All otter 68 45 23 49
$320 5 208 $ 113 s5
- 219 —
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CompARISON WITH PRIOR YEAR (QUARTER)

Growth in headcount and marketing were the primary causes of the $113 million increase in operating expenses.

Operating headcount increased by 3,040 or 50% from the comparable quarter.

Interest and Nonoperating Expense (in millions)

Q92-2 Q1-2 Change
Interest income-net
Interest income S 14 $ .10 $ 4 38%
Interest expense - (1) 1 a8)
$ 14 $ 9 $ 5 45
Nonoperating expense
Financial asset allowance S @ $ @) s - 4
Foreign currency transactions 2 - 2 (652)
All other 1) @ 1 ()
S $ 5 s 3 (63)

Interest income increased due to growth in the investment portfolio, partly offset by lower interest rates.
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COMPARISON WITH PRIOR YEAR (YTD)

.-

FYs FY91 Variance
Net revenmes $1,262 100.0% $ 830 . 1000% 2%
Cost of reveaues 219 17.4 170 204 29
Gross profit 1,043 82.6 660 79.6 58
Operating expenses:
Research and develop 160 127 108 126 52
Sales and marketing 9t 0.9 246 29.7 L
Genaral and edministrative 43 3.4 7 33 L
Total operaing expenses 594 47.0 378 45.6 57
Operating income 449 5.6 282 U0 CN
Interest income - pet 26 20 18 2t “
Nonoperating expense {6) (0.4) (10} (1.1) (46)
20 1.6 ] 10 149
Income before income taxes 465 112 . 290 350 62
Provision for income taxes 10 119 90 10.8 67
Net income $ N9 25.3% $ 200 24.2% 9
Avensge shares outstanding 194.0 185.2
Net income per share $ 165 s 1.08 3

Net revenues for FY92 YTD increased $432 million over FY91 YTD. The principal factors in the growth were
Windows applications which doubled to $404 million, and the MS-DOS § Upgrade which added $93 million in
revenues.

Windows applications accounted for 61% of total applications revenues, up from 44% last year. Revenues from
MS-DOS applications decreased by $26 million and accounted for 19% of total applications revenue compared
with 33% last year. Mac applications revenues increased by $39 million and generaied 18% of applications
revenue, the same as last year.

Cost of revenues decreased by three percentage points. The reduction reflects manufacturing efficiencies and
growth in sales of higher margin application products.

Operating expenses were $594 million, up $216 million or $7% from last year. As a percent of net revenue,
operating expenses were 47.0%, up 1.4% from last year. Research and development expenses grew $55 million or
52%, principally due to headcount growth. Sales and marketing expenses increased $145 million to $391 million
ot 30.9% of net revenue, an.increase of 1.2 percentage points. Growth in payroll costs of 67% account for most of
the grow}h General and administrative expense was up $16 million.
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COMPARISON WITH PRIOR YEAR (YTD)

Net Revenues (in millions)

FY9 FY91 Growth
Channel
Imemationsl FG - Burope 3 457 6% s 377 %% 40%
Intemational FG - ROW 143 12 %90 11 59
Tota! IFG 600 43 417 o) “
USSMD 416 33 256 31 62
OEM 226 18 137 17 €S
Other 20 1 20 2 [43]
S 1,262 100% § 83 100% 52
Product Group
Systerns $ 4% 39% S 286 4% n
Applications 630 50 422 s1 49
SPAG 130 10 108 12 20
Other 12 1 14 3 9
$ 1,262 100% $ 830 100% 52

Revenues in Europe increased $130 million or 40%. Growth in England (up $24 million or 66%), Germany (up
$51 million or 49%) and France (up $26 million or 24%) accounted for most of the growth. Revenues in ROW
were up $53 million or 59%, reflecting strong growth in Australia (up $17 million or 70%) and Canada (up $18
million or 75%). Revenue growth of $160 million or 62% in USSMD reflected introduction of the MS-DOS 5§
Upgrade and Win Word 2.0, and increased sales of Win Office.

Spurred by the MS-DOS 5 Upgrade and a 63% increase in Windows revenues, Systems revenues grew S204

million. Languages revenues declined 10%. Applications revenue grew $208 million, mainly due to increases in

Windows applications.

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

cm}
FY92 YTD FY91 YTD Revenues
Product - Lnils Revi  SAmit _ Unis Revs. SAlnit. _ Usis  _SMnit | Vohme _ Price Total

MS-DOSIGW Basic 8491 s158 $19 8227 $131 $16 264 $3 $4 23 [¥4]
Windows 2,752 12 4“4 1,166 78 65 1,586 @n 103 (56) Ly
Win Excel 388 116 299 260 9 303 128 ) » @ n
Win Word 454 115 253 261 ki ] Fal) 9 (26) 54 (12) 42
Ser/Bus Mouse 1177 109 93 1,080 10} 2] [2] 0 9 (1)) 8
MS-DOS 5 Upgrade 1618 93 S8 - - - 1618 58 93 0 n
PC Word 209 S8 15 38 4] 285 29) 10) (8) @ (10)
Win Office 124 50 405 13 6 490 11 (85) 54 10) “
Mac Excel 150 37 45 108 24 26 45 19 10 3 13
Mac Word 173 n 178 152 b2 138 n 0 4 @ 2
PC Works 656 29 44 an s 7 183 9 13 19 )
LAN Masager 159 % 149 5] 10 1us 76 31 [ s 14
Win Project s 21 I © 15 388 15 ()] 6 ° 6
Win Word Upd/Upg 202 21 104 7 [ 76 126 28 9 6 15
Mac Office a1 16 400 21 9 449 20 (49) 9 Q@ 7

$1,000 3661 $408 (369} $339

Percent oet revenues 79% 80%
———— ——4

MS-DOS unit sales increased 3% and revenue per unit increased $3, resulting in a 21% increase in MS-DOS
revenues. Windows unit sales increased 136% but revenue per unit declined $21 or 32% because of a shift in

Windows volume to the OEM channel. Sales of the MS-DOS § Upgrade, introduced in June 1991, generated
revenyes of $93 million.

Win Excel revenues increased $37 million or 47%, primarily from strong shipments in IFG-Europe. Win Word
unit volume was up 74% but revenue was up only 57%, reflecting reduction in revenue per unit due to heavy
academic sales. Win Office gencrated $50 million in revenues compared with $6 million last year. Unit sales
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CoMPARISON WITH Prior YEAR (YTD)

increased more than nine-fold, but revenue per unit declined due to a reduction in SRP. Sales of PC Word and PC
Works declinedggn 1ast year by 15% and 17% respectively.
Cost of Reveiues
FY92 FY91
Grots Weighted Gross Weighted
Sales Mix Cogt Cost Sales Mix Cost Cont
Channel
International FG - Europe 363 129% 47% 38.1 155% 59%
Intemational FG - ROW 13 18.9 21 105 4.1 2.5
USSMD 347 15.0 52 314 16.4 51
OEM 162 46 0.7 178 40 07
Other 1.5 14.0 0.3 22 13.7 0.4
100.0% 13.0% 100.0% 14.6%
E ——— ] A ———
Effect of revenue adjusuments x 102.8% x 104.7%
Product cott - net 133 : 153
Non-product conts 4.1 5.1
17.4% 20.4%
FY92 FY91
Gross Weighted Gross Weighted
Sales Mix Cost Cost Sales Mix Cost Cost
Product Group
Systems 366% 102% 37% 35.0% 10.9% 3.8%
Agpplications ’ 50.9 103 52 50.1 1.9 6.0
SPAG 105 53 37 12.8 347 45
Other ’ 2.0 15.5 0.4 2.1 16.6 0.3
100.0% 13.0% 100.0% 14.6%
f-——— == . f— — 3

Lower product costs in the reseller channels added 1.5% 1o gross margins. The improvement was greaiest in
ROW, where product cost percentages declined by almost a fifth 10 18.9% of revenue. Higher product costs in the
OEM and other channels reduced gross margins slighty.

Non-product costs as a percent of revenue declined 1.0% due mainly to favorable manufacturing variances.

Operating Expenses (In millions)

FY92 FY91 Change

Payroll $ 204 $ 130 $ 74 58%
Macketing 98 60 a8 62
Maxketing sccrual 24 18 6 36
Deprecistion 33 21 12 58
Employee fringes 31 19 12 67
. Supplies and equipment 3n 18 13 7
Travel and entertainment 24 16 8 55
Produdt development : 20 12 8 64
, All other 129 84 45 50
S 594 $ 37t $ 216 57

Operating expenses grew 57% over last year, compared with revenue growth of 52%. Headcount related expenses
were the overriding factor in the increase. Operating headcount grew by 3,041 (50%) from the prior period.

MS7029223
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COMPARISON WITH PRIOR YEAR (YTD)

Interest and Nonoperating Expense (in millions)

FY92 FY$1 Change
Interest income-net
Interest income $ 27 $ 19 $ 8 %
Interen expense (U} [0))] - an
$ 26 $ 18 $ 8 4“4
Nonoperating expense . .
Financial asset allowance s & $ (6 $ 1 Q1)
Foreign currency transactions 1 1 174
All other ()} o)X 2 (56)
s 3gg L @

The increase in interest income resulted from a much larger portfolio. Cash and investments were $976 million at
December 31, 1990 versus $540 million at December 31, 1991, a $436 million increase.

Net iIncome

Net income was $319 million, up 59% from last year. As a percent of revenue, net income increased from 24.2%
t0 25.3%. The 1.1% increase is attributable to a 3.0% improvement in gross margin and a 0.7% improvement in
nonoperating expenses, parlly offset by an increase in operating expenses by 1.4% and an increase in income tax

provision of 1.1%.
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BALANCE SHEETS AND CASH FLOWS

Dec. 31,1991 Sep. 30, 1991 Quarter Change
Assets .
Current assets
Cash and shoncrminvestments s 9716 4% $ 8% ®%% S 117 14%
Accounts receivable - net 259 12 238 13 21 9
Iaventorics 58 3 58 3 - -
Other % 2 46 3 13 2
Total current assets 1352 &3 1.200 65 151 13
Property, plant, and equipment - net 695 kX ) 588 3 107 18
Other assets 81 4 81 4 - -
Total assets $ 2128 100% $ 1,870 100% 5 258 14
Liabikitie s and Stockholers’ Equity
Cuarrent Kabilitics .
Accounts payable $ 138 6% $ 104 % 3 00X 3%
Customer deposiss 13 1 17 1 @ @4)
" Accrued compensation 49 2 34 2 15 “
Notes payable 18 1 19 1 (1) 5
Income taxes payable a6 2 48 3 )] @
Other 93 4 93 5 - -
Total current abilitic s 357 16 35 17 42 13
Stockholders® equity
Common stock and paid-in capital 52 25 460 25 62 13
Reuined carnings 1227 58 1.089 58 . 138 13
Translation adjustment 2 1 6 - 16 267
Total stockholders’ equity 1.7 84 1,555 3 216 14
Total Habilirie s and stockholders’ equity $ 2128 100% $ 1,820 100% S 258 14
Q92-2 Q92-1
Cash flows from operations
Netincome $ 175 s 14
Depreciation and amortization 26 21
Current hisbilities, excluding nots payable 43 2
Accounts receivable @n 5
Inventories - (11)
Other current assets (13) 6
Translation adjustment 16 9
Net cash ffom operations 226 196
Cash flows from financing
Notes paysble (1) (1)
Common swock issued 28 39
Common stock repurchased () 19
Stock option income tax benefis M 28
Net cash from financing 24 51
Cash ﬂow; uscd for investments
Additions to property, plant and equipment (126) m)
Other assets M (1)
Net cash used for irve strents (133) (74)
Netchange in cash and shont-erminve stments 17 173
Cash and short-erminvestments, beginning of period 859 686
Cash and short-z rm inve sume nts, end of period D s 8%
Financial Condition - B
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BALANCE SHEETS AND CAsH FLows

Dec. 31, 1991 Jun. 30, 1991 YTD Change |
Assets .
Current assets
Cash and short-temn invesuments $ 976 4% $ 686 2% $290 0%
Accounts receivable - net 259 | b3 243 15 16 7
Inventories 58 3 47 3 11 23
Oxher 59 3 - 82 3 1 13
Tota] current assets 1352 64 1,028 63 kY1) 7
Property, plant, and equipment - net 695 3 530 32 165 31
Other assens 81 4 86 s () )
Total assets 32!|2! 100 % 31,644 100 % $4384 29
Liabilities and Stockholders’ Equity
Current liabilities
Accounts payable $ 138 6% $ 86 5% $ 52 0%
Customes deposits 13 1 26 2 13) (50)
Accrued compensation 49 2 42 3 7 17
Notes payable 18 1 20 1 ) 10)
Income taxes payable 46 2 44 3 2 N
Orher 93 4 76 S 17 22
Total current liabilities 357 17 204 18 63 21
Stockholders’ equity
Common stock and paid-in capital s22 25 394 24 128 32
Reuined eamings 1,227 58 959 58 268 28
Translation adjustment 22 1 (3) 0 25 (833)
Total stockholders’ equity 1,771 83 1,350 82 421 31
Total liabilities and stockholders’ equity $2,128 100 % $1.644 100 % $484 29
FY92 YTD FY91 YTD
Cash flows from operations
Net income $319 $200
Depreciation and amortization 46 29
Current liabilitics, excluding notes payable 65 50
Accounts receivable (16) (46)
Inventories 1t) (8)
Orher current assets () (12)
Translation sdjustment 25 12
Net cash from operations 421 228
Cash flows from financing
Notes paysble (v3) 11
Common stock issued 67 32
C stock repurchased (52) (85)
Stock option income tax benefits 62 40
Net cash from financing 75 Q)
Cash flows used for investments
Additions 10 property, plant and equipment (199 (131)
Orher assets a ()
Net cash used fbr investments (206) (132)
Net change in cash and shon-term investments 290 91
Cash and shont-term investments, beginning of period 686 449
Cash and shon-term investments, end of period $976 $540
34 MS7029227
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BALANCE SHEETS AND CASH FLOWS

Measures of Financial Strength (in millions)

Dec 311991
Cash and short-temm investments $ 976 $ 859
Total assets 2,128 1,870
Stockholders’ equity 1,771 1,555

Rate of Return Indicators (annualized)

Net Income Retmamn On 0922 . Q92:1
Equity (average) 42.1 39.7%
Assels (average) ' 350 328
Net revenves . 25.7 4.8

As shown in the Q92-2 statement of cash flows on the preceding page, net income plus non-cash depreciation and
amortization generated cash of $201 million, compared to $165 in the prior quarter. Cash flow provided by
operations was $226 million.

An additional $62 million in cash was provided by stock option exercise proceeds and the related tax benefits.
Stock repurchases were $37 million. During Q92-2, Buildings 1 - 4 on the Corporate Campus were purchased for
$47 million. Other purchases of property, plant and equipment were similar in scope to the prior quarter.

Cash and short-term investments increased $117 million in Q92-1 to $976 million.

" Stock Repurchases

To provide shares for its stock option plan and reduce its dilutive effect, the Company purchases its own siock in
the open market. Purchases are made during a window that begins several days after we have released camings
and extends through the end of the second month in the quarter. Purchases are made by Goldman Sachs at our

. direction. During Q92-2, we repurchased 415,000 shares at an average price of $90.19 per share for a total of $37

million. A table of stock repurchases follows.

Shares edjusied Amaunt ° Quanedly Avg 12 Mo Avg

Q03 504,000 $ 16 $ 3242 $ 3242
Qo4 636250 30 4419 g2
FY%0 1,190,250 $ 46 3921 9.2

S L}
-1 1,086,000 $ 45 4154 19.94
12 392,500 40 4432 40.83
Q913 649,500 43 66.33 45.52
Q14 1,018,500 69 6739 5395
FY91 3.645.500 $ 197 $3.95 5395

E ——
Q92-1 187,500 $ 15 998 60.63
Q2-2 415.000 37 90.19 7244
FY92 602500 $ S2 872.01 7244
LTD $.439.250 295 5438

ST — -

®  Average cost for the tnailing twelve months.

At December 31, 1991, we have a cumulative unused buyback authorization (based on proceeds from prior
quarters’ stock option exercises) of $113 million. These funds are available if the price of the stock reaches a
point where a higher level of repurchase activity is warranted. As can be seen by the above table, our stock
repurchase program has been successful, in acquiring shares for stock option exercises at favorable prices. The
average oost of the repurchase during the last four quarters of $72 compares favorably with the current price of the
stock. Going forward, equities traders at Goldman Sachs are optimistic about stock prices, based upon three key
factors: 1) A moderate economic and profit recovery is expecied later this year, 2) Their models point to 2 current
undervaluation of the equities market in the range of 3 - 5 pereent, with historical bull market peaks in the range
of overvaluations of 15 - 20%, and 3) In the current scenario of low interest rates, an individual invesior movement
from short-term fixed income investments towards long-term fixed income securities and equities, particularly
technology stocks. .

Financial Condition 35
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CASH AND SHORT-TERM INVESTMENTS

Cash and short-term investments increased $117 million in Q92-2 to $976 million at quarter-end. These liquid
assets comprise T2% of current assets, 46% of total assets, and 55% of stockholders' equity.

During Q92-2, the "Microdollar™ strategy was implemented. This strategy focuses on accumulating a global
basket of currencies to carry out MS global business plans. As a result, total cash and investments at the end of
Q92-2 consisted of 14% foreign currency balances.

Cash and Investment Portfolio Balances (in millions)

Dec. 31,1991 Sep. 30, 1951
MS portfolio
USS investmeats $708 73% 81%
MS Puerto Rico investments 77 8 7
Foreign currency investments 133 14 -
Worldwide cash and money market accounts 58 6 ) 12
$976 100% 100%

USS$ Portfolio Characteristics

Short term domestic rates continued to decline quite dramatically during Q92-2, falling by an additional 150 basis
points to 15-year historical lows. In contrast, the MS portfolio yield remained relatively stable, declining only 30
basis points. The MS portfolio yicld at the end of Q92-2 was about 3% above that of the benchmark 90-day U.S.
Treasury Bill.

Market sentiment is that domestic rates will remain low over the next six months and that the low interest rates
will spur economic recovery, with the evenmal rebound in growth applying upward pressure on rates in the second
haif of calendar 1992.

The following table compares the MS portfolio pre-tax yield with that of the benchmark 90-day T-Bill during the
trailing twelve months:

MS USS$ Portfolio Pre-Tax Yield vs. 80-Day T-Bill

Q13 QW14 Q21 Q-2
10.50%1
9.50% 8.5% | Microsoft’
2 850% — T 1%
8 sm'\“" T-Bill
® — S.T% 3%
8 550% —
. 3.9%
4.50%
3.50% <

At December 31, 1991, the portfolio was in compliance with all investment guidelines. We continue to
emphasize diversification among security types, industry groups, and individual issuers. At December 31, 1991,
the US$ portfolio contained 205 positions, with an average holding of $3.4 million. The average maturity at
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CASH AND SHORT-TERM INVESTMENTS

December 31, 1991 was 155 days compared to 148 days at September 30, 1991, The following tables summarize
certain portfolio characteristics ("yield” represent the weighted average yield to maturity on a pre-fax basis).

USS$ Portiolio Diversification by Security Type (in millions)

Dec. 31, 1991 . Sep. 30,1991

Security Type Cost  Percent Yield Cost Percent Yield

Municipal Bonds 5263 37% 7.9% $253 33% 8.1%
Commercial Paper 176 25 53 169 2 56
Money Market Preferred 102 14 6.1 84 11 66
Corporate Bonds 69 10 1.7 77 10 84
Loan Participations 36 5 5.1 93 12 58
UK. Preferred Stock 27 4 58 21 3 63
Fixed Rate Auction Preferred 18 3 13.0 24 3 13.0
Discount Notes 14 2 45 1] - -
Floating Rate Notes 3 0 48 11 1 63
Treasury Securitics Q - - 26 3 56
$ 708 100% 6.8 $758 100% 71

The portfolios continue to include both taxable and tax-advantaged securities, and are diversified across a broad
group of money market and short-term fixed income security types. Approximately 42% are taxable, 37% are tax-
exempt, and 21% are tax-advantaged. The various tax categories earned pre-tax equivalent yields as follows:

Tax exempt municipals 7.9%

Tax advaniaged preferred stock securities 6.9

Taxable securities 58
USS$ Portfolio Diversification

December 31, 1991

Tax-advantaged

Tax-exempt
$263M
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CASH AND SHORT-TERM INVESTMENTS

USS$ Portiolio Diversification by Credit Rating (in millions)

Dec. 31, 1991 Sep. 30, 1991
Amount  Percent Amount  Percent
Credit Rating
AAA $121 17% $ 149 20%
AA 212 30 175 23
A 274 39 244 32
BBB 96 13 169 22
MS Rated 7 1 2] 3
; 3708 100% $758 100%
—— L SEEESERRER
Credit Rating Definitions
Investment Grade
AAA Capacity 1o pay interest and principal extremely strong.
AA Capacity to pay interest and principal very sgong.
A Capacity 1o pay interest and principal strong.
BBB Capacity to pay interest and principal adcquate.

MSRated  This category consists of securitics which may not carry a published rating but for which
MS Treasury has conducted credit research and assigned an implied investment grade
rating. An example is City of Redmond LID bond mnclpauon notes.

USS$ Portfolio Diversification by Industry (in millions)

Industry
Municipalities
Industrial
Food/Beverage
Natura! Resources
Banking
Securitics
Medical
Utilities
Sesvices
Automotive
Transportation
Insurance
Retailing
Chemical
Other

Foreign Currency Managemem

Dec. 31, 1991 Sep. 30, 1991
Amount  Percent Amount  Percent
$263 31% $253 33%
59 8 56 7
59 8 70 9
44 6 37 5
39 6 30 4
38 5 - 25 3
37 5 15 2
30 4 44 6
29 4 25 3
25 4 s 1
13 2 7 1
8 1 13 2
6 1 16 2
6 1 46 6
5t 7 116 15
$ 708 100% $758 100%

The dollar continued to weaken against most currencies during Q92-2. The Europcan benchmark currency, the
Deutschemark, rose an additional 9% during the quarter to a total increase of 16% against the dollar during the

first half of FY92.

During Q92-2, the implementation of the "Microdollar” strategy significantly altered hedging activities. The
emphasis now is to carefully forecast natural foreign currency inflows from the subsidiaries, and maintain levels
of specific currencies for anticipated near-term business plans (i.e., intemational facilities, intercompany loans,
capital infusions, etc.) As a result, forward contracts were purchased on a limited basis during Q92-2. Instead,

Financial Condition
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CASH AND SHORT-TERM INVESTMENTS

certain foreign currencies were accumulated and held in anticipation of forecasted foreign currency requirements.
The portfolio totaled $133 million, translated into US dollars at the foreign exchange rates on December 31, 1991.
Foreign currencies in the portfolio include British Pounds Sterling, Irish Punts, German Deutschemarks, French
Francs, and Japanese Yen.

The foreign currency portfolio is currently invested in short-term money market seéuritiu. The average yield for
these investments at December 31, 1991 was 8.8%.

Deutschemark vs. Dollar
1.90
13 P14 @21 22
1.85-
' M i

1:73 A YW '"V “\ AAL

1.60-

1.55-

[ N\
1.45-

1.40 T 1) i T

MS Puerto Rico investments

MS Treasury also manages the portfolio of MS Puerto Rico, which is invested in local tax exempt securities. The
funds from the profits of the Puerto Rican manufacturing operation are invested in certificates of deposit and eam
a pre-tax yield of 5.6%

Non-Performing Securities

At December 31, 1991, the only non-performing security was $10.4 million of Tucson Electric Power Co. money
market preferred stock. The utility was recenily granted a permanent rate increase that should improve their cash
flow sitation. Present Microsoft reserves appear more than adequate to cover this investment.
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ACCOUNTS RECEIVABLE
Consolidated Amounts (dollars in millions)

* Allowance
NetReceivables DSO Doflars % of AR
Q92-2 $ 259 50 s 50 19%
Q92-1 238 52 . 43 18
Q914 243 57 36 15
Q91-3 3 54 37 17
Q91-2 227 57 M 15

Net receivables increased $21 million from Q92-1 1o Q92-2 reflecting the increase in sales. DSO decreased 2
days from Q92-1 to Q92-2, primarily because of decreases in the IFG Ewrope channel. In particular, the DSO in
Germany dropped to 30 days from 38 days. As a precautionary measure, rescrves for uncollectible accounts were
strengthened in terms of both absolute dollars and as a percentage of gross accounts receivable. The consolidated
allowance was $50 million or 19% of accounts receivable at December 31, 1991.

World-Wide Accounts Recelvable (doliars in millions)

DSO Aging Surrmery
ul 0%2 021 Tew Quoea 1-0 A0 Ol
R‘ .
USSMD 38 0 5 9 $ & S VS 28 2
{nemational S4 8 217 19 n 8 17
34 723 <] 10 19
OEM
Dormrestic p-3 2 19 4 9 2 4
Inernational 100 9% 51 % 5 - X
© k4l 14 2 2]
Ocher b /3 10 7 1 - 2
Total accts receivable -billed b 4] - $29 $ MW S 12§ 45
Aging percentages (% 0% % 11%
OEM GAAP adjustments 2
Sakes reumrns reserve )
Rescller rebates (%)
Allowance for doubtful accounts 0
3
Accouns receivable-nct $ 2%
T

In the International Finished Goods channel, the over-60-days receivable balance primarily represented reseller
payment delays in Germany (85 million), Brazil ($3 miilion), ltaly ($3 million), and Spain ($2 million). In Brazil,
the local software law does not allow distributors to pay software companics until sales are made to end users.
Brazil is currently experiencing both a recessionary and inflationary economy.

We are closely monitoring receivables in Spain and France. The over-60-days balance in Spain represents 25% of
Spain's total accounts receivable. These past due amounts are primarily from one distributor. An addition of $800
thousand 1o the allowance for uncollectible accounts was provided in December, so the account is fully reserved.
In France, receivables doubled during the quarter and an additional $550 thousand was added to the allowance for
uncollectible accounts.
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ACCOUNTS RECEIVABLE

Slow payments, amendment delays and payment schedules affect OEM customers in Korea ($S million), Italy (85
million), Taiwan ($4 million), and Germany ($2 million). OEM payments of $3.7 million were received shortly
after the Q92-2 close, due o holiday banking delays.

Ten Largest Worid-Wide Accounts Receivable Customers (dollars in millions)

Aging Summary
Toml Current 1-X 3-60 Qver 60

Ingram Micro $ 539 § 270 S 164 § 03 02
Merisel ' 252 150 99 01 02
Otiveni 132 8.1 07 0.1 43
Access GMBH 89 8.7 0.1 - 0.1
Computer 2000 89 47 30 0.6 06
Egghead 19 27 0.1 - 0.1
Feeder 5.6 5.0 06 - -
Software Spectum 55 4.7 08 - -
Corporawe Sofiware 45 29 13 0.3 -
CompUSA 4.4 21 1.7 0.4 0.2

$ 1330 $ 959 S§ 346 § 18 5.7
Percentage of wotal 69.5% 25.1% 1.3% 41%

Ten large worldwide customer account balances represent 35% of the $394 million accounts receivable billed, a
1% increase from Q92-1. The over-60-days receivable balance decreased 28% from $8 million in Q92-1. A
payment of $3 million was received from Olivetti after the Q92-2 close further reducing the over-60-day balance.
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INVENTORIES

Day’s Sales (in miflions)
Inventories Days’ Sales
Q92-2 $58 60
Q2-1 58 65
Q4 47 59
Q1-3 53 74
Q91-2 63 83

Inventories remain unchanged for Q92-2. Consolidated days inventory on hand (calculated based on the past three
months product costs) decreased 8% 10 60 days. The decrease was primarily due to an 8% increase in finished
goods inventory.

Inventories (in mlll!oné)

Location
Sub Warchouses s 239 s 37 s 2
Campus Notth 15 16 )
Ireland 3 4 m
Puerto Rico 1 1 -
S 58 $ 58 H -
L]
Subsidiary
France s 1 s 6 S 1
Germany 6 4 2
Australia 5 H -
Canada 4 4 -
England 1 1 -
Other 16 17 (6)]
$ 39 s 37 S 2

Raw Materials, Finished Goods and Allowances (in millions)
Dec 31,1991  Sep, 30,1991 Change

Domestic Inventories
Raw materials $ 23 $ 20 S 3
Finished goods 14 16 @)
Allowances Qn 23) (4)
10 13 A)
IFF Inventories :
Raw materials 4 3 1
Finished goods 6 ) 1
Allowances (4) Q)] -
6 4 2
Subxidiary and Ireland Inventories
Raw materials 6 8 @)
Finished goods 47 41 6
Allowances (11) (8) )
42 41 1
L 1. $ 58 S -
L4 S—— — Sem——
Consolidated Inventories
Raw materials . $ 33 s 3 S 2
Finished goods 67 62 5
Allowances (42) (€8))
$ 58 $ 58 S -
Financial Condition M57029235 43
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INVENTORIES

" The domestic raw materials increase was primarily due to a $2 million growth in Mice inventory as a result of an
overly optimistic marketing forecast. The domestic finished goods inventory decreasc was attributable 10 a 50%
decrease in MS-DOS Retail upgrade inventory. The MS-DOS Retail upgrade decrease is a result of the
anticipated release of a silent upgrade.

The subsidiary inventory increase resulted from a build-up of stock levels in anticipation of the peak sales period,
the continued weakening of the dollar, and poor forecasting in Australia and France. The increase in the reserve
for obsolescence at most subsidiaries is based upon the increasing inventory levels. Additional provisions were
recorded in Australia and France 10 cover obsolete stock.

MS70292
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PROPERTY, PLANT AND EQUIPMENT

Property, Plam‘and Equipment (in millions)

Dec 390l S99l Cunza

Land $ 1M $ 125 H 9
Buildings 306 33 B
Camputer equipment m %43 u
Orher 141 113 b
153 % 129

Accamulsted depreciation (158) (136) 4]
$_695 $ st s 107

—— —— T

During Q92-2, Buildings 14 were purchased for $47 million. Of this amount, $8 million was allocated to land
and $39 million to the buildings. Additionally, existing leaschold improvements to these buildings of $7 million
were reclassified 1o buildings. Capitalized costs of construction totaled $16 million for Buildings 16, 17, and 18
and $5 million for the new facility in England. Construction in progress costs are classified as buildings.

Buildings 1-4 are the original core of the Corporate Campus. The land and buildings were leased at a cost of $720
thousand per quarter, and the lease was subject to rent escalation provisions. Future depreciation will be $380
thousand per quarter, based upon a 30-year life.

Other property, plant and equipment additions include $10 million of leasehold improvements at various domestic
offsite sales locations, $9 million of domestic iclecommunications equipment, and $3 million of domestic
furniture and equipment. Subsidiary fumiture and equipment additions totaled $4 million, and were concentrated
in England and Germany (§1 million each). -

Quantity Coxt Avg Price
DPurchased {millions) {thousands)
Domestic personal computers *
Clone 386 computers 269 $ 10 $ 37
Clone 486 computers . 270 1.5 5.4
Compaq 386 computers .
Desldop 174 08 49
Portable 123 0.7 58
Compaq 486 computers 115 0.8 73
Apple computers 137 0.7 4.8
IBM computers 39 04 10.6
Servers
Compaq 486 60 1.0 17.0
Other 1 0.2 308 -
RISC workstations 24 0.4 15.5
1218 15
N
Other computer equipment
Subsidiary computer equipment 8.0
Networking equipment 25
PC periphenals 1.9
VAX equipment upgrades -
Net A/P accrual and othet 49
Retirements ©8)
Net change $ 24

AM &t PC SKU typically inciuc mrwmwzwvmmﬁmwlmlm
thm«i-_-.m-wmun,nxosuhu.mumw. -
The large price reductions by PC manufactarers will result in a significant decrease in the Company's FY92 PC
spending. During Q92-2, a "PC price adjustment” was made to reduce the domestic PC budget by 30%.

Clones became popular during Q92-2. During the quarter, clone purchases increased by 75% over the prior
quarter. For the month of December, clones represented approximately 70% of domestic PC purchases.
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OTHER ASSETS

Other Assets (in millions)
. Dec, 31,1991  Sep30.1991 Change
Financisl Assets
Santa Cruz Operation $ 20 $ 20 $ -
Dorling Kindersley 16 16 -
. Non-performing securities 10 10 -
Other —2 2 —_—
48 43 -
Valuation allowance a3 ¢] _3
35 38 O}
Intellectual Property Rights
Consumer Software, Inc. 13 13 -
Other 19 16 3
32 29 3 .
Accumulated amortization Q3 (2 3
Y 17 —_—
Miscellancous - _26 3
s S3L S=

Financial assets represent our minority investments in companies with strategic technology together with any non-
performing securities that have been removed from the Treasury portfolio. Minority investments are carried at
cost less amortization, which we call a valuation allowance, for the excess of cost over our share of the pro-rata
book value of the investment. As investees eam income, the need for future valuation provisions_for these
investments is therefore reduced. Non-performing securities are carried at cost The valuation provision that is
made each quarter covers any potential losses on the disposition of non-performing securities as well as an
allowance for the other financial assets. The valuation provision. is charged to non-operating income in the
financial statements. :

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

Miscellaneous assets include other long-term assets, primarily lease and other deposits.
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OTHER ASSETS

Santa Cruz Operation
Results of Operations (in millions, snaudited)

Year Ended Year Ended
Sep. 30, 1991  Sep. 30, 1990 Change

Net revenues $ 136 $ 107 21 %
Cost of revenues 54 42 29
Gross profit &8 65 25
Operating expenses - 93 9 s
Net Joss $ (1) $ () 220

L — 1 =Ty

Financial Condition (in millions, unaodited)

Sep. 30,1991  Scp. 30, 1990 Change Change
Cash $ 5 s 1 s (6 (5H %
Other current assets M 28 6 20
Property and other 14 13 1 5
Total asscts $ 5 $ 52 s 1 2
T R SE——
Short-term borrowings | J— s 8 s (® NA %
Other current Babilites 43 25 18 67
Long-term Labilities 4 5 (n 19
Stockholders’ equity . 6 14 (8) (54)
Total liabilitics and equity §~ 53 s 52 s 1 2
f—— 3 ———— _
Cash Flows (in millions, unandited)

Year Ended Year Ended
Scp. 30, 1991 Sep. X0, 1950

Cash used in operations $ (6 $ 1
Cash from financing - pet 7 5
Cash uscd for investments (6) (4)
Foreign exchange gain (loss) _ =
Net change in cash and short-term investments ) 2
Cash, beginning of period 11 _9
Cash, end of period s_5 s_11

SCO’s unaudited book value at September 30, 1991 was $6 million, of which Microsoft's 18.1% share is $1
million. The cost of Microsoft's investment was $20 million, so cost in excess of our pro-rata share book value
was $19 million.

SCO restructured its operations 10 reduce costs and improve operational efficiencies. As a result a $3.9 million
restructuring charge was recorded in the September 30, 1991 results. The charge was for severance costs,
consolidation of facilities, and writeoff of certain assets.

The Company's restructuring and attrition resulted in a 14% decrease in headcount to 1,190 at December 31, 1991,

For the quanter ended December 31."1991. management estimates that SCO will record net revenues of $36.3
million and operating income of $1 million. These results will exceed planned net revenues ($36.2) and operating
income ($400 thougand). Quarterly net revenues will be flat on a sequential basis.

The business highlight for SCO's December quarter is participation in a large government contract.  SCO will act
as a subcontractor in Boeing's development of systenis 1o manage materials for U.S. Army reserve troops. SCO
will provide its operating system, ODT, for the systems. Thé contract will provide revenues of $24 million over
fifteen months, The Company expects to earn favorable gross margins on the contract revenues.

Cash flow remains very tight for SCO. At December 31, 1991, the balance in their line of credit was $10 million
and the company had accounts payable and held checks totaling $7 million. SCO plans profits in the March

48
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OTHER ASSETS

quarter and beyond which would provide a modest degree of relicf. The Company coatinues 10 pursue financing
but presently has no concrete alternatives.

The Company's fine of credit is effective through February 28, 1992. Management believes the bank is pleased -
. with the recent financial performance and expects the line 10 be extended to at least the end of May.

Dorling Kindersiey
Results of Operations (in milkions, unandited)

Quazter Ended Yesr Ended
Sep. 30,1991 Jun. 30, 1991

Net revenues $ 30 s 75
Cout of sales 7 2
Gross margin 13 36
Opcerating expense -9 30
Operating income 4 6
Taxation ' —_— __2__
Net income : S 4 $ 4
1§ E ]
Financial Condition (in millions, unaudited)
Sep. 30, 1991 Jun 30, 1991
Current assets 3 & $ 44
Fixed assets 3 3
Totl assets $ 63 $ 47
S ]
Current liabilities S 44 $ 33
Long-term liabilities 3 3
Stockholders” equity _16 _u
Total liahilities and equity H _(2_ $ ._47_
Cash Flows (in millions, unandited)
Quarner Ended Year Ended
Sep. 30, 1991 Jun. 30, 1991
Net income ’ S 4 s 4
Increase in inventories [O)] ®)
Icrease in AR (11) ()
Otter 1 _10
Cash from operations @ 2
Purchase of RD stock - (10)
Issuance of stock to MS - 13
Proceeds from MS loan — 4
Cash from financing — 1
Net additions 1o PPAE _n oy
Cash used for investments _n o
Net change in cash ()] 7
Cash, beginning of period 1 =
Cash, end of period s 2 $ 1
— A

Dorling Kindersley's book value at September 30, 1991 was $16 million of which Microsoft's 26% share
represents $4 million. The cost of Microsoft's 26% investment was $16 million, so cost in excess of our pro-rata
share of book value is now approximately $12 million.

DK also has both an outstanding $3 million long-term loan and an unused $5 million line of credit with Microsoft.
The cash flow forecast for FY92 projects that DK may need to borrow $5 million on their line of credit with
Microsoft due to the seasonality of their sales.
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The Company currently projects FY92 net revenues of 72 million BPS ($126 million). For the five months ended
November 30, 1991, profit before tax was 12.5% of revenues (versus & 13% forecast for the year). For the first
half of the year, this translates into profits before tax of 4.5 million BPS ($7.9 million) on net revenue of 36.3
million BPS ($63.5 million). DK capitalizes the cost of new publications and amortizes them over periods of up o
two years.

Microsoft and DK have agreed in principle to commercial tesms for the development of two multimediz products,
*Inside the Human Body™ and "Multimedia Musical Instruments.”

Negotiations are also under way as to the possibility of increasing Microsoft's equity interest from 26% to 75% in
a stock for stock exchange. Goldman Sachs is presently completing a valuation study.

Intellectual Property Rights

Clirix Systems

In December, Microsoft made a $2 million equity investment in, and entered a $750 thousand development
agreement with, Citrix Systems, Inc. The $2 million equity purchasc gave Microsoft ownership of 14.5% of
Citrix and was part of a $5 million financing. Under the terms of the development agreement, Citrix will allocate
three people full time for 2 1/2 years to support OS/2 development and the port of Multiuser to NT.

Citrix has thirty people, primarily ex-IBM staff. Its product is Multiuser, 2 modified 0572 product which enables
buyers to use their PCs 1o function as both PCs and dumb UNIX terminals,

Microsoft has two primary objectives in investing in Citrix. The first is to contract out 0S/2 development. Citrix
has a more complete OS/2 development team than does Microsoft and Citrix's work will free up intemal

development and test resources currently assigned to OS/2. The second objective is to port Multiuser to NT and

Win32 to gain entry to the UNIX world.

For the year ended September 30, 1991 the Company's revenues were $269 thc :sand, operating expenses were
$4.1 million, and net loss was $3.9 million. The Company had $500 thousand in assets and $825 thousand
negative equity at September 30, 1991 (pre-financing).

Natural Langusge Incorporated

in October Microsoft invested $323 thousand in Natural Language Incorporated (NLT). Microsoft has been an
investor in NLI since 1987 and owns 10.1% of the company's equity. The most recent investment is part of a $2
million 6-month 6.14% Convertible Promissory Note. It is anticipated that this note will roll over once and then
will conven to equity at a future equity financing at the same price as othey participants in that financing. As
consideration for panicipating in the Joan, Microsoft was granted a 3-year warrant 1o purchase 967,744 common
shares of NLI at $0.01 per share. Microsoft's ownership would increase 10 11.03% if the note was converted to
equity, at the same price as the last round of financing, and the warrants were exercised.

NLI is a Berkeley, California, software firm which sells a natural language interface which allows non-technical
users to make English language queries of relational database systems. NLI's product is believed to be the best of
its type and is well received by customers.

Current NLI products are expensive and require a great deal of processing power. However, a broader use of
natural language processing in a number of products may be possible as computing power increases and as the
natural language software is refined.

For the year ended December 31, 1991, NLI had revenues of $2.8 million, operating expenses of $4.3 million, and
a net loss of $2.4 million. NLI's total assets, including $1.9 million in cash, were $3.5 million at December 31,
1991. Equity was a negative $489 thousand.
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CURRENT LIABILIMES

Curent liabilitied increased $42 million to $357 miltion at December 31, 1991. Accounts payable were up $34
million with the rise in operating expensc levels, the additional marketing accrual of $10 million, and
reclassifications of $17 million of stock benefit and claims reserves. Customer deposits decreased primarily due
10 a decrease in OEM International-Europe customer deposits of $3 million. Accrued compensation increased $15
million, due to provisions for yearly bonuses. Subsidiary short-term borrowings decreased slightly and income
taxes payable decreased $2 million to $46 million at December 31, 1991. Other current liabilities were flat, with
a $2 million accrual for business taxes plus additions to the litigation reserve (53 million), the stock benefit
reserve ($9 million), and reserve for marketing funds ($3 million) offset by the claims and stock benefit reserve
reclassifications.

STOCKHOLDERS' EQUITY

Stockholders’ equity increased $216 million in Q92-2, from $1.6 billion at September 30, 1951 to $1.8 billion at
December 31, 1991, Net income ($175 million), stock option exercises ($28 million), income tax benefits related
1o stock options ($34 million), and translation adjustment ($16 million) were offset by common sick repurchases
($37 million).

MS7029242
CONFIDENTIAL

Financial Condition -5

MS-PCA 1189809 |
CONFIDENTIAL

MS-PCA11859809



Finance

Channel Reporting

MS7029243
CONFIDENTTAL

MS-PCA 1189810
CONFIDENTIAL |

"MS-PCA1189810



CHANNEL REPORTING

Net reveauss Qn2 Q921ma Q921 Varnce Change
IFG -Lurops s N % s 20 % s . - ns 3 u 13 3
IPG-ROW ” 11 ” 12 ] 11 [ 15
TotalSFO ’ 349 31 ns o 251 L] u n
USSMD 18 n 193 n ot 35 a 14
Domestc OEM » 9 st s 61 1 s @
OEM -Europe 21 3 16 3 14 2 s ?
OEM -ROW - 4 - 4 “ 7 - [11)
ToalOEM 108 16 95 1] 19 » 13 an
Orber 10 ] 4 .2 9 2 () 1
s 82 100% 3 7 100% s 30 100% s ss ] m
Net revemane FYR2YTD FYS2YTD Plas Variance
PG - Ewrope s a5 %% H am % s 0
1IFQ .ROW 43 12 127 12 16
TeallFO #00 43 54 49 (]
USSMD . a6 3 346 k-3 k]
Domestic OEM 120 9 100 4 2
OEM - Europe u 3 st 3 3
OEM -ROW n 4 5 18
ToalOEM k-3 1" 185 17 @
Otber . 20 1 25 2 {9
$ 128 100% s 1090 100% 3 m
’
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CHANNEL REPORTING

Q922 Paa QL Verisoce Change

Opersting Incame (Low) Q2
Reverms Revetus Revens

1FG . Ewrops ] 119 495 3 100 »1e n ”Di. 19 3 44
IFG -ROW 19 245 14 187 9 149 s 10
TowalIRG 1% »3 134 50 2 s 3 56
UssMD 54 49 3 162 L] 239 -] 6
Domestic OEM n 22 u 418 n- [V} ] [+)]
OBM - Ewops 1 152 é 79 6 3 H H
OEM -ROW . 16 369 18 27 o Q9 1 a8)
TowlOEM 9 543 43 475 n ol 14 )
Orher ) (x.1) ~ qaa “) - (2] (1)

L 248 36.1% $ 190 303% $ 203 4% % s 43
Opersting Incame (Loss) FYR2YTD FY92YTD Pun Variunce

. Revenue Revemac
1FG -Evrops 3 191 419% 3 1 "% 3 b Y
1FG .ROW 29 202 14 110 1S
ToulIFO n0 %7 143 ) n
USSMD @ 44 » 97 ]
Domestic OEM [ 568 L) 43 19
OEM - Europe 17 s08 |+ na 5
OEM -ROW 0 s 2 59 21
TowlOEM 138 »ns 9 a4 4
Onber ®) (452) ) (169) (6

S a9 ASH% S M U 5% $ 10
Heafoome " Dec.3t,1991 Sepe 30,1991 Jw30, 1991 Mar. 31,1991 Dec. 31,1990
IFG -Ewrope . m ™ 11% »% 1p4 ™ m 2% k) %
[FG -ROW &6 1 » n E>] 1] a 18 U] 13
UssMD 120 2 11% n 1001 n 926 2] -] -]
OEM (tadmant) o 1 [] t n | 57 2 U 2
”ss 1107 B 108 ) L. D L] z [--] at
Oaer n2 6 n2 s 1 10 151 ' 1
Sakn Support xn 4 n . 152 . s 3 11y 4

4360 100% % 100% 1064 1008 m 100% 306 100%

Notes:

IFG includes: All Non-R&D subsidiary headcount. Intemational OEM, PSS, MSU and MCS headcount
imbedded in the IFG Channel are not specifically identified.

OEM (Redmond) includes: Domestic OEM plus International OEM support personnel located in Redmond.
Other includes: US MSU, US MCS, and Press.
Sales support includes: Corpcom, PR & Tradeshows, US Networks, and SMSD Management
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INTERNATIONAL FINISHED GOODS - EUROPE

Q92-2

. Revenue growth from Q92-1 was largely due to increased sales of Windows applications. Total Windows
applications revenues were $118 million, an increase of $49 million from the prior quarter.

Revenue growth was positively impacted by the weakening of the US dollar. The foreign exchange effect was a
$17 million increase in revenues over the prior quarter and a $29 million increase over plan, before an $11 million
accrual.

Sales of the MS-DOS § Upgrade product have trended downward since the initial filling of the channel in July.
Both units shipped and revenues were below plan in December.

YD

Strong sales of Windows applications led to European revenucs of almost a half billion dollars. Growth has also
been bolstered by the weak dollar ($26 million) and earlier than planned sales of the MS-DOS § Upgrade (S19
million). However, absent these two items, revenues were only $5 miltion more than plan.

Results of Operations {in millions)

Q922 Q92-2 Plan . Q921 Variance Change

Netrevenues s 20 1000% S 252 1000% S 157 1000% S 18 § 8

* Costof revenues “% 171 “ 176 33 178 2 (13
Opcrating cxpense 68 251 65 259 L4 253 @ [73)]
Allocations 38 139 2 16.8 M 179 4 (4)

Burdencd operatng ncome  $ 118 43.9% $ 100 BI% $ 7T 0% s I8 $ 45

FYR2 YTD FYR YTD Plan Viriance
Netrevenues $ 457 100.0% $ 407 1000% $ X
Costof revenues 80 174 n 179 (]
Operating expense 115 252 119 293 4
Allocations n - 155 81 199 10

Burdened openating income § 191 419% $ 1M 32.9% $ 5

Leading Products (untts in thousands, revenues in millions)

Q92-2- Q92-2Phn Variance
Win Excel 198 43 § 400 18§ 38§ 355 18 5 8§ 45
Win Word 105 » 369 108 33 3% )] 1 17
PC Word ™ 4 u2 m 2 2 5 5
Mouse 212 2 106 228 20 90 (16) 2 16
Windows 197 2 12 298 32 107 (101) (10) 5
MS-DOS 24 - 18 82 m 13 . 53 5 8
MS-DOS S Upgrade 218 14 64 173 13 75 45 1 (11
Mac Excol 24 7 298, 18 6 318 6 1 [e.0)]
Win Office 10 7 6% 5 3 602 5 4 37
PC Works 51 6 124 n 9 12 20) 3) 2
s 205 S 1% $ 1
O —— S———
Percenmge of netrevenues 76% %
029246 —_
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INTERNATIONAL FINISHED GOODS - EUROPE

Win Excel, Win Word and Win Office (standard products) together represented 33% of net revenues and were $10
million over plan. However, sales of Windows were below plan by $10 million (101,000 units). This variance
was cansed by a budget based on the release of Windows 3.1 during Q92-2 and OEM:s bundling a higher number
of PCs with Windows. Bundling revenues flow through the OEM channel.

Q922 Q921 Change
Win Excel 19§ 43 § 40 748 28 $3713 58 15 §$ 27
Win Word 105 » 3% 63 23 k.74 42 14 @3
PC Word n 2 342 56 17 » 23 10 33
Mouse 212 2 106 128 13 10 &7 9 6
Windows 197 p23 12 19 13 100 68 9 12
MS-DOS 24 18 82 182 14 n 42 4 5
MS-DOS 5 Upgrade 218 4 64 p.)| 2 KE] (@) M ®
Mac Excel A4 7 298 13 4 315 11 3 an
Win Office 10 7 6% 1 1 554 9 6 8S
PC Works 51 6 124 31 4 135 20 2 (an
S $ 140 S 65
Percenmge of netrevenues 76% 74%
N—

Net revenues ramped up $83 million (44%) from Q92-1. Specifically, revenues for Win Excel grew $15 million
and Win Word $14 million, and did not appear to be negatively impacted by increased sales of Win Office, which
grew $6 million. Per unit revenues of Win Word decreased due to higher discounts granted to reduce stocks in
anticipation of shipment of localized versions of Word for Windows 2.0 in Q92-3. Sales of PC Word were also
strong, increasing $10 million. Revenues and revenues per unit were positively impacied by the foreign exchange
bump of about 9% over Q92-1.

FY®R YTD FY92 YTD Phlan Variance
Win Excel 18s$s 71 $IW 1758 62 § 3% g8 $ 9 s XN
Win Word 168 64 3 M 68 3% an - n
PC Word 135 45 kr-J 127 n 293 8 8 36
Windows 3 3w am 51w 0 a9 -
MS-DOS 5Upgrade 50 35 2 213 16 74 26 19 (&)
Mouse kxJ) 35 104 389 35 89 (52) - 15
Ms-DOS 405 32 80 280 21 7% 125 1 6
Win ExcelUpd/Upg 96 14 141 45 6 135 51 8 6
Mac Excel k1 11 304 2 9 17 8 2 13)
PC Works 82 11 128 114 14 12 (32) 3) 6
s 353 $ 315 s 38
L R
Percennge of netrevenues T1% T1%
—- P

On a year to date basis, revenue. growth over plan has been lead by Win Excel and MS-DOS 5.0. Win Excel
product has exceeded budgeted revenues and units in virtually all categories, including standard product,
upgrades, updates, licenses and academic versions. The positive variance for the MS-DOS 5 Upgrade of $19
million was caused by a very stong channel fill in July (and subsequent declining shipment rate) versus the
planned gradual revenue growth over the first five months after introduction and then level sales for the remainder
of the fiscal year. Sales of Packaged MS-DOS have been strong in Europe, leading to a positive variance of $11
million over plan. Although Windows sales growth has been steady, finished goods rcvenues are substantially
under plan during the first half of the year ($16 million).
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INTERNATIONAL FiNISHED GOODS - EUROPE

Product Group Revenues (In millions)

Q92-2

Q92-2 Plan Q92-1 - Variance Change
Applications  * S 186 s 152 s 13 s 34 s 3
MS-DOS & Windows 61 o4 52 3) 9
SPAG 26 /] 16 2 10
Languages 4 6 3 ) 1
Networks 4 3 3 O] 1
Adjustments Q1) (2) - ()] an
Net revenues $ 20 S 252 3 187 s 18 S

Net revenues from Applications were 22% ($34 million) over plan for the quarner,

predominantly driven by

Windows applications. Win Works exceeded plan by $5 million because localized versions were not expected 1o
be available until Q92-3. DOS & Windows products finished under plan, with the MS-DOS 5 Upgrade and MS-
DOS ahead of plan offset by the shortfall in Windows sales. In Europe, all other product groups were below plan,
after taking into account the FX effects. Adjustments included $11 million of reserve for the subsequent reversal

(strengthening) of the US dollar in relation 10 European currencies.

Net revenues increased 44% from Q92-1 as a result of strong applications sales. Strengthening sales of Packaged
MS-DOS and Windows were offset by slower sales of the MS-DOS 5 Upgrade. Shipments of Mice were also

strong, increasing $9 million over the prior quarter.

FY92 YTD

FY92 YTD Plan Variance
Applications s 298 s 251 - § 47
MS-DOS & Windows 1n 97 16
SPAG 42 40 2
Languages 7 10 3)
Networks 7 12 (5)
Adjustments 10) (3) (U]
Net revenues M 457 s 407 S 50

Applications led the way over the first half of the year, exceeding plan by 19%. Excel and Word product units
were both over plan in each environment (Win, PC, Mac, and PM). Within MS-DOS & Windows, sales of MS.-
DOS 5.0 (both the packaged version and the retail upgrade) were well above plan, offset by the shortfall of

Windows revenues. Revenues from Languages and Networks products were w

Channel Reporting

eak across the board.
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INTERNATIONAL FINISHED GOODS - EUROPE

Exchange
Net Opcratons Rar
Q92-2 Q92-2 Plan Varianse Variance Variance
Germany s %0 3% s & 5% H 3 H @ s 10
France 8 31 73 2 1 3 8
England K 13 2% 10 8 5 3
Nordic Region 2% 10 25 10 1 @ 3
Benelux 14 5 14 6 - @ 2
luly 1 4 1n 4 - a) 1
Switzerland 1 4 9 4 2 1 1
Austria 5 2 3 1 2 1 1
Spain 6 2 5 2 1 1 -
Redmond (10) 4) - - (10) 1 (11)
$ 20 100% s 252 100% $ 18 S - $ 18

Compared to plan, the quarter’s favorable revenue variance was caused entirely by the $29 million favorable
exchange rate variance, offset by an $11 million FX rate accrual. England and France posted positive volume
variances over plan, in addition to the translation bump. However, Germany, the Nordic Region, the Netherlands,

and Italy were all below planned volumes.
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INTERNATIONAL FINiSHED GoODS - EUROPE

Exchange
Net Operations Rax
FY®2YTD FY92Plan Yariange Variance Variance
Gerumny S 154 % S 141 35% $ 13 s - [ 13
France 134 2 12 b -2 1 n
England 60 13 a 12 13 10 3
Nordic Region Q2 9 » 10 3 - 3
Benelux 2 s 2 s - @ 2
Taly 1 4 17 4 - @ 2
Switzerland 17 4 14 3 3 2 1
Austria 10 2 6 1 4 3 1
Spain 10 2 9 2 1 - 1
Redmond ® (2 - - ()} 2 Qa1
$ 457 100% $ & 100% s S A4 $ 2%

The favorable revenue variance was composed of a $24 million favorable operations variance and a $26 million
favorable exchange rate variance. France and England accounted for 85% of the favorable operations variance for
the first half of the year, while representing 42% of net revenues. Volume was equal to an aggressive plan in
Germany. (Budgeted growth for FY92 over FY91 is 43% in Germany, compared to 14% in France, 36% in
England, and 33% for all of Europe.) Switzerland and Austria have positive operational variances, while volumes
are below plan in Italy, Belgium, and the Netherlands.

Exchange
Net Operations Rax

Q%22 Q921 Change ~ _Change =~ _Change

Germany $ 9 3% s & 4% $ 26 .S 2 3 [3
France :¢] 3t 51 27 32 4 s
England k7] 13 2 14 8 6 2
Nordic Region 2% 10 16 8 10 8 2
Benelux 14 s 9 s s 4 T
" luly 1 4 - 6 3 s 4 1
Switzerland 1 4 7 4 4 4 -
Austria s - 2 5 3 - - -
Spain 6 2 3 2 3 3 -
Redmond (10) (4) - 0 (10) 1 (11)
s 70 100% S 187 100% s &8 S L 6

The first quarter is typically slow in Europe, with vacations impacting other activity. In FY92, second quarter
volumes grew 41% over the first quarter, compared to 56% in FY91. Q92-1 was positively impacted by the
channel fill of the MS-DOS 5 Upgrade. Sales of this product in Germany were $9 million and $3 million in the
first two quarters, respectively. Sales of the MS-DOS 5 Upgrade in France, however, were flat at $2 million each
quarter, thus the higher percentage increase. Volumes increased 50% in the Nordic Region, which ended the
quaner with song December sales, despite a deep recession.
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INTERNATIONAL FiNtSHED GOODS - EUROPE

Cost of Revenues (in millions)

Q22 Q52-2Pen

Sakes " Weighed Salkes Weighted

Mk Cost Cog Mix Cog Cot
Appicating 651% 93% 6.1% $5% 84% 50%
SPAG 91 26 30 93 325 30
MSDOS &Wn 215 122 26 252 135 34
Langiages 15 @) ©.) 23 115 03
Netwarks 15 - 85 01 kS| 67 02
Other 07 23 03 02 356 0.1
Product cost - gross 1000% 120% 1000% 120%
Effect of adustments x 105 x101
Product cost -net 125% 122%

Product costs, as a percentage of gross revenue, were right on plan at 12.0%. The shift in mix away from sales of
Systems products such as MS-DOS, Windows, and various Language and Network products was toward a higher
percentage of Applications products, which carry higher margins. This was offset by the mix within Applications
(higher than planned percentage of Windows applications) and within MS-DOS & Win (higher percentage of MS-
DOS and lower percentage of Windows). In addition, there was a favorable variance in non-product costs, which
was brought about by lower than planned inventory adjustments, royalties and freight costs.

Qperating Expenses (in millions)

Exchange
Net Operations Rate
Q92-2 Q92-2 Plan Variance Variance Variance
Germany s 17 s 18 S 1 s 3 S )
France 16 17 1 T3 (2)
England 10 . 8 ) ) (1)
Nordic Region 7 © 8 1 1 -
Benelux 4 4 - - - -
Italy 3 3 - - -
Spain 3 2 (¢)) - (¢%)
Switzerland 2 2 -- -- -
Austria 1 1 - -
Redmond 5 2 (3) (3) -
S 68 $ 65 S (3) S 3 S (6)
_———
Q922
Q92-2 Plan Variance
’
Marketing S 20 s 20 S -
Marketing accrual 4 - 4
Product supportservices 7 8 1
Payroll & payroll taxes 15 14 (¢)]
Other 2 23 1
S 68 S 65 S 3) . N
WS YS‘D
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INTERNATIONAL FinisHED Gooos - EUROPE

Spending for operating expenses in local currencies was 6% under plan. Marketing expense, after being below
planintheﬁrstqmer.waseqnal 1o plan in Q92-2. ﬂlemarkt:tingaccnxalisfornnderspendingmabusin&
unit basis, plus an accrual for recently approved incremental marketing programs. The underspending in PSS was
" broadly distributed among all European subsidiaries. Excluding the foreign exchange impact, payroll was under
plan because of the lag in hiring. An exception was Germany, where payroll spending was over plan by 9%.

Exchange
FY®2 YTD Net Operations Rate
FY92 YTD Plan Yariance Variance Variance
Germany S 30 $ 3 s 5 s 8 S (©)]
France 28 b, 3 ()]
England 17 16 (¢} - (4}
Nordic Region 12 13 1 2 (4]
Benehix 7 8 1 1 -
Ttaly 5 6 1 1 -
Switzerland 4 4 - - -
Spain 4 3 ) ~ (1)
Austria 1 1 - -
Redmond 7 4 (3) (3) -
3 115 s 119 3 4 S 12 S (8)
FY®2YTD
FYR2YTD Plan Variance
 Marketing s 32 S s s 3
Marketing accrual 6 - 6)
Product support services T n 15 3
Payroll & payroll taxcs 25 . 25 -
Bad debt expense 3 2 )

Other 37 42 5
: S 115 s 119 S 4

Strong cost control has kept operating expenses below plan (S12 million excluding the effect of exchange rates).
Across all business units, local currency spending for marketing was under plan primarily in Germany (18%) and
in France (15%). However, underspending in the MS-DOS product unit and approved incremental marketing
programs led to the establishment of a marketing accrual of $6 million. Product support services expense was
under plan in all subsidiaries. Recessionary trends have lead 10 larger provisions for bad debts in some countries.
Spain recorded an unbudgeied accrual Tor $800 thousand in December, although this particular provision is
thought more attributable 1o credit management issues than to local economic conditions.

: . As 2 Percentof Total
Headcount Actual Plan Variance Change Operating Channels
December 31, 1951 1,333 1525 192 197 15% 21%
September 30, 191 1,136 1332 196 273 14 26
June 30, 1991 1,044 1,015 29 153 14 2
March 31,1991 891 983 2 7] 14 %
December 31,1990 79 - 92 123 167 13 26
Net revenues per headcount was $203,000 in Q92-2 versus $165,000 in Q92-1.
- MS7029252
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INTERNATIONAL FiNiSHED GOOOS - EUROPE

Allocations

Q92-2

The favorable allocation variance was primarily due to lower than expected allocations for research and
development from Intemational R&D ($3 million), with smaller positive variances from most other research and
development and sales and marketing cost centers.

YTD

Allocations were below plan in absolute dollars and as a percentage of revenues for all development, marketing,
and management functions, except Legal and Corporate Affairs.

Burdened Operating Income

Q92-2

Burdened operating income exceeded plan by 19%. Revenues were positively affected by the weaker dollar, and
cost of revenues, at 17.1% of revenues, were below plan. Spending in local currencies for operating expenses
were below plan, and allocations were also under budget.

Quarterly Growth

The Q92-2 burdened operating income of $118 million, was 63% higher than in Q92-1. This improvement was
caused by a 45% increase in revenues (383 million) and, as a percentage of net revenues, lower costs of revenues,
operating expenses, and allocations.

YTD

The weak US dollar supported record revenues, and its impact on cost of revenues and operating expenses was
offset by efficiencies in non-product costs and controlled local currency spending. Headcounts below plan in the
European channel and in product development also had positive influences.
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INTERNATIONAL FINISHED GOODS - ROW

Q92-2

Driven largely by Windows and Windows applications products, revenue grew 21% from Q92-1, -
Sales of the MS-DOS 5 upgrade were flat with Q92-1 at $5 million.
Burdened operating income more than doubled over Q92-1t0 519 million, 36% over plan.

YTD

Net revenues of $143 million exceeded plan by $16 million. Strong packaged MS-DOS sales accounted for 44%

of this variance.

Windows and Windows application products represented 40% of gross revenues.

Burdened operating income, $29 million, was $15 million over plan,

Results of Operations (in millions)

Q92-2 Q92-2 Plan Q92-1 Variance Change

Net revenues . $ 79 100.0% $ 73 100.0% $ 64 100.0% H [ s 15

" Cost of revenues 18 236 20 269 21 323 2 3
Openting expense 22 2158 21 29.0 19 287 " ?)
Allocations 20 4.4 18 254 15 241 2) (5)

" Burdened operating income $ 19 24.5% $ 4 18.7% S 9 14.9% 3 5 $ 10

FY92 YTD FY92 YTD Plan Variance
Net revenues $ 143  100.0% $ 127 100.0% s 18
Costof revenves 39 215 35 217 @
Openting expense 40 281 0 319 -
Allocations 35 242 38 294 3
Burdened operating i s 29 202% $ 14 110% S 15
Leading Products (units in thousands, revenues in millions)

Q922 Q92-2Plan . Variance
Win Excel 308 8 $2715 398 11 § 288 @s @ $ 13
Mouse 84 8 94 87 7 84 ()] 1 10
MS-DOS 127 7 55 67 4 64 60 3 )]
Win Word 28 6 223 M 7 212 6) 1 1
Windows 3 6 1 n 5 74 2 1 1
Win Office . 16 5 335 9 4 424 7 1 (89)
MS DOS § Upgrade . 99 5 47 76 4 52 23 1 &)
Win Excel Upd/Upg 24 4 161 14 2 128 10 2 33
PC Works 29 3 93 47 5 103 (18) ) (10)
Mac Excel 12 2 202 10 3 242 2 (1) (40)
$ 5 $ 5 $ 2
Percentage of net revenues 69% 1%
. AR———— AR
MS57029254
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INTERNATIONAL FINISHED GOODS - ROW

Revenues across the top ten products showed mixed results versus plan. A positive volume variance of $4 million
was offset by a $2 million negative price variance. Volume gains were strongest in MS-DOS, particularly in the
ICON region. The negative price variance of $2 million was composed of $1 million in MS-DOS and $1 million
in Win Office. Win Excel sales, $8 million, were significantly below plan due to 2 $3 million negative variance
in sales of standard product in MS Japan, However, Japan had a $2.5 million positive variance in upgrades. The
MS-DOS § upgrade continued to show strong sales. PC Works is below plan due to significant shortfall of
localized product in Japan. The new release of Kanji Works is due at the end of Q92-3.

Q22 Q21 Change
Win Excel 30§ 8 $275 218 4 $209 98 4 § 6
Mouse 84 8 94 74 7 9 10 1 3
Ms-DOS 127 7 S5 143 8 55 (16) ¢V} -
Win Word 28 6 223 17 4 221 11 2 2
Windows . 73 6 75 63 5 82 10 1 Q)
Win Office 16 5 33s 10 4 434 6 1 9
MS-DOS 5 Upgrade 9 S 47 92 5 59 7 - (12)
Win Excel Upd\Upg 24 4 161 8 1 97 16 3 64
PC Works 29 3 93 28 3 95 1 - 2)
Mac Excel 12 2 202 11 3 233 1 (1) @31
$ 54 s 4 s 10
Percentage of net revenues 9% 61%

Net revenues increased $15 million (21%) from Q92-1. Nearly half of this growth came from sales of Win Excel
(including updates/upgrades) with sales evenly split between the English International version and the Kanji
version. Driven by strong sales of the English International version in the ICON region, Win Word revenues were
$2 million over plan. -MS-DOS § upgrade sales were flat versus the prior quarter. Win Excel's average unit price
increased $66 from Q92-1 due 10 discounted sales 10 the Australian government in the first quarter.

FY92 YID : FY92 YTD Plan Variance
MS-DOS 2698 15 § 55 1218 8 § 6 - 1488 7 § Q0)
Mouse 158 15 92 156 13 8s 2 2 7
Win Excel S 13 248 57 16 276 6) [€) I v )
Windows 137 11 79 130 9 73 7 2 6
Win Word a6 10 222 45 10 215 1 - 7
MS-DOS § Upgrade 19 10 53 152 8 50 38 2 3
Win Office 25 9 3713 18 7 425 7 2 (52)
PC Works 58 5 94 90 9 101 32) 4) M
Win Exce! Upd/Upg 36 5 141 23 3 118 13 2 23
Mac Excel 23 5 217 20 5 243 3 - (26)
s 98 S 88 $ 10
_Percentage of net revenues 68% . 9%

Net revenues were $16 million ahead of plan on a year-to-date basis. MS-DOS accounted for 57% of this
favorable variance.  PC Works revenues lag budget by $4 million due 1o lower than expected sales in Japan. The
unfavorable Win Excel variance was nearly offset by the favorable variance in Win Excel updates/upgrades. The
unfavorable unit price variance on Win Excel and Win Office resulted from the Australian govemment sales
mentioned above. :

MS7029255
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INTERNATIONAL FINISHED éooos - ROW

Product Group Revenues (in millions)

Q92-2 .

Q92-2 Plan Q-1 Variance Change
Applications S 45 S 45 S 32 S - H 13
MS-DOS & Windows 20 16 20 4 -
SPAG 9 8 7 1 2
Languages 4 4 4 - -
Networks 2 2 2 - -
Other - 1 1 ) (1)
Adjustments (1) 3) (2) 2 1
Net revenues s - S 73 S 64 3 6 S 15

Net revenues were $6 million over plan for the quarter. The majority of the variance was in Systems products
with MS-DOS and the MS-DOS S upgrade contributing a $4 million positive variance. Applications products
revenues were on plan with negative variances in Win Excel ($3.1 million) and PC Works ($2.1 million) offset by
positive variances in Win Excel updatesfupgrades (52.1 million), Win Works ($1.3 million), Mac Excel updates
(0.8 million), and Win Publisher (§0.5 million). Strong Mouse sales resulted ina $1 million positive variance in
SPAG.

Net revenues increased 21% from Q92-1. Applications products represented nearly the entire increase with strong
growth in the major Windows applications: Win Excel ($4 million), Win Excel updates/upgrades (53 million),
Win Word ($2 million), and Win Office ($1 million). The remainder of the net revenue increase is due to
continued strong sales of Mouse products.

FY92YTD
FY92YTD Plan Variance
Applications H 76 S 75 S 1
MS-DOS & Windows 40 30 ’ 10
SPAG 16 14 2
Langusges 8 6 2
Networks 4 4 -
Other 2 1 1
Adjustments (3) (3) --
Net revenues H 143 S 127 b3 16

On a year-to-date basis, net revenues were $16 million over plan with strong sales in Systems products (MS-DOS
and the MS-DOS 5 upgrade) being a contributing factor. All other product categories are slightly above plar with
the exception of Networks which is on plan.

Channel Reporting
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INTERNATIONAL FiNISHED Gooos - ROW

Net Revenues (in millions)

Exchange
Net Operations Rate
Q92-2 Q92-2 Plan Vagiance - Veriance Variance
ICON
Canada $ 24 305% S 26.5% s 5 H 4 $ 1
Australis 16 204 16 221 - M 1
Singapore 4 47 2 27 .2 2 -
4 556 37 513 7 5 2
EAREAST
Japan 21 259 24 323 (0] ()] 2
Korea 2 21 2 20 - - -
Taiwan 1 16 1 19 - - -
Hong Koog 1 14 1 13 - - -
5 310 28 38.0 (3) (5) 2
LATIN AMERICA
Mexico 3 4.0 2 32 1 1 -
Brazil 1 1.9 2 23 (4)] ) -
Argentins 1 13 1 1.0 - - -
Venczuela 1 1.3 1 0.9 -- - -
6 8.5 6 74 - - -
AIME
Aime 3 44 2 31 1 1 -
Istael 1 0.5 - 0.2 1 1 -
4 4.9 2 33 2 2 -
Redmond Operations - - - - - - -
$ 79 1000% $ 73 10.0% S 6 $ 2 S 4

The positive revenue variance of $6 million was due almost entirely to strong performance in the ICON region.
Canada had a particularly strong quarter with a $$ million positive variance. The major products contributing to
these results were the MS-DOS § upgrade and Win Works (which was not budgeted). Japan suffered a $5 million
operations variance, primarily due 10 slippage of Win Word (from October 1o December) and Win Works sales
lagging plan. This was offset somewhat by a positive foreign exchange variance of $2 million. The AIME region
posted slight gains to plan due o positive performance in Win Office, Win Word and the MS-DOS S upgrade.

Ms-PCA 1189824
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INTERNATIONAL FiNISHED Gooos - ROW

Exchange
Net Operations Rate
Q22 Q921 Change  _ Change Change _
ICON
Canada s 4 30.5% $ 16 284% s 8 s 8 s -
Australia 16 20.4 23 36.0 m (Y] -
Singapore 4 4.7 2 38 2 2 -
44 55.6 41 64.2 3 3 -
EAR EAST
Japan A 259 12 119 9 8 1
Korea 2 21 1 15 1 1 -
Taiwan 1 16 ‘1 22 - - -
Hong Kong 1 14 1 15 - - -
25 31.0 15 23.1 10 9 1
LATIN AMERICA
Mexico 3 40 2 30 1 1 -
Brazil 1 19 -1 21 - -
Argentina 1 13 1 13 - - -
- Venezucla 1 1.3 1 1.3 - = -
6 8.5 5 27 1 1 -
AIME
Aime 3 44 2 41 1 1 -
Israel 1 0.5 1 0.6 - - -
4 49 3 4.7 1 1 -
Redmond Operations - - - 0.3 - - -
$ 79 1000% § 64 1000% $ 15 $ 14 S 1

Revenue growth versus the prior quarter was strong in both Can
strong in Win Word, Win Office and the MS-DOS S upgrade.
Excel and Win Word. Revenues in MS Australia lagged Q92-
were boosted by the one-time effects of filling backorders and the com

ada and Japan. Canadian sales were panicularly
Sales growth in MS Japan was primarily in Win
1 in nearly all categories since the Q92-1 figures
pletion of the per system sales to the

Australian Tax Authority. There were no significant foreign exchange impacts from quarter to quarter.
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INTERNATIONAL FiNtSHED Gooos - ROW

Exchange
Net Operations Rate
FY92 YTD FY92 Plan Yariance Variance Variance
ICON
Canada s 4 27.8% $ 330 25.7% s 7 S 6 L 3 1
Australia 39 215 33 25.8 6 5 1
Singapore 6 43 3 29 3 3 --
85 59.6 69 544 16 14 2
EAR EAST
Japan 32 223 36 284 “) O] 3
Korea 3 1.9 3 21 - - -
Taiwan 2 1.8 .2 2.1 - - -
Hong Kong 2 1.4 2 14 -- - -
39 274 43 4.0 (4) ¢))] 3
LATIN AMERICA
Mexico 5 35 4 33 1 1 -
Brazil 3 20 3 26 - - -
Argentina 2 1.3 1 1.1 1 1 -
Venezuela 2 1.3 1 09 1 1 -~
12 8.1 9 7.9 3 3 -
AIME .
Aime 6 43 4 34 2 2 -
[srael 1 0.6 1 0.3 - - -
7 4.9 5 37 2 2 .-
Redmond Operations -~ 1 - (1) (1) --

$ 143 100.0% $ 127 100.0% S 16 S 11 S 5

The $16 million favorable variance in net revenues on a year-to-date basis was virtually all from the ICON region
where sales were strong across the board. Unfavorable variances in the Far East were offsct by gains in the Latin
America and AIME regions.

Q92-2 Q92-2 Plan

Sales Weighted Sales Weighted
Applications 56.2% 12.1% 6.8% 60.0% 13.3% 8.0%
SPAG 10.8 325 35 10.8 346 37
MS-DOS & Win 250 . 165 4.1 213 246 52
Languages 55 175 1.0 4.6 189 09
Networks 22 48.6 1.1 31 17.3 0.5
Other 0.3 205 0.1 0.2 21.1 -
Product cost - gross 100.0% 16.6% 100.0% 18.3%
Effect of adjustments x 1.02 x 1.04
Product cost - net . 16.9% 19.0%

Product costs, as a percentage of revenue, were significanty below plan in all categories except Networks. Non-
product costs were favorable to plan with gains in freight, royalties and allocations more than offsetting higher
than planned inventory adjustments,

MS7029259
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INTERNATIONAL FiNISHED Gooos - ROW

Operating Expenses (in millions)
. Exchange
Net Operations Rate
092-2 Q92-2 Plan Variance Variance Variance
ICON , ’
Canada $ 45 $ 4Ss S - S 0.1 S 0.1)
Australis 5.0 51 0.1 03 0.2)
Singapore 0.7 0.5 (0.2) (0.2) -
10.2 10.1 (0.1) 0.2 _(0.3)
EAR EAST
Japan 6.2 6.0 (0.2) 04 (0.6)
Korea 0.5 0S5 - - -
Taiwan 0.s 0.5 - - -
Hong Kong 0.2 04 0.2 0.2 -
1.4 14 - 0.6 (0.6)
LATIN AMERICA
Mexico 0.9 12 0.3 0.3 -
Brazil 0.6 09 03 0.3 -
Argentina 0.4 03 (0.1) (0.1) -
Venezucls 0.2 0.2 -- -- -
2.1 2.6 0.5 0.5 -
AIME . :
Aime 0.3 0.5 02 0.2 -
Israel 0.1 0.1 - -- -
0.4 0.6 0.2 0.2 -
Redmond Operations 1.4 0.6 (0.8) (0.8) -
$ 215 s 213 s (0.2) S 0.7 S (0.9)
Q922
Q922 Plan Variance
Settlements, lic, ins, ax S 14 s 0.5 s 0.9)
Marketing 6.6 58 (0.8)
Payroll & payroll taxes 40 4.6 0.6
Product Support Services 3.0 34 04
Other 6.5 7.0 0.5
3 215 S 213 S (0.2)

Operating expenses were slightly above plan during the q
insurance and taxes was the result of unplanned B&O taxes

This was nearly offset by slight gains to plan

variance reflects speading that was planned in Q92-

uarter. The negative variance in settlements, licenses,
recorded in the Redmond interational department.
across the subsidiaries and territories.” The negative marketing
1, but delayed until Q92-2.
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INTERNATIONAL FiNiSHED GOOOS - ROW

Exchange
Net Operations Rate
FY92 YTD FY92 Plan Varisnce Variance Variance
ICON
Cansda $ 85 S 84 s ©On s 0.1 s (0.2)
Australia 98 100 0.2 0.7 ©0.5)
Singapore 1.0 1.0 - -~ - -
19.3 194 0.1 0.8 (0.7)
EAREAST
Japan 9.8 10.9 1.1 2.0 (0.9
Korea 08 09 0.1 0.1 -
Taiwan 1.1 1.1 - - -
Hong Kong 03 0.7 04 0.4 -
12.0 13.6 1.6 2.5 (0.9)
LATIN AMERICA
Mexico 1.7 23 0.6 0.6 -
Brazi 1.3 19 0.6 0.6 -
Argentins 0.6 0.7 0.1 0.1 -
Venezuela 0.3 0.4 0.1 0.1 -
3.9 53 1.4 1.4 -
AIME
Aime 0.7 09 0.2 0.2 -
Isracl 0.1 0.2 0.1 0.1 -
0.8 1.1 0.3 0.3 --
Redmond Operations 4.1 1.0 3.1) (3.1) -
$ 401 $ 404 $ 03 s 19 S (1.6) .
FY92 YTD
FY92 YTD Plan Variance
Marketing accrual s 18 s - s (1.8)
Settlements, lic, ins, tax 23 09 (1.4)
Payroll & payroll taxes 117 88 1.1
Marketing 9.9 10.7 0.8
Other 18.4 200 1.6

S 40.1 S 404 S 03

Operating expenses were 99% of plan on a year-to-date basis. The marketing accrual reflects a corporate level
accrual for planned marketing expenditures. This negative variance was partially offset by a delay in planned
marketing spending. The negative variance in settlements, licenses, insurance and taxes resulted from unplanned
B&O taxes recorded in the Redmond international department. The positive payroll variance was caused by
slippage of planned headcount additions.
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INTERNATIONAL FiNisHED Gooos - ROW

As a Percent of Total
Headcount Actual Pl Variance Change Operating  Channels
December 31, 1991 656 664 8 72 7% 13%
September 30, 1991 584 737 153 S5 7 13
June 30, 1991 529 516 13) 40 7 14
March 31, 1951 489 510 21 30 7 14
December 31, 1990 459 479 20 28 8 15

Net revenues per headcount was $119,000 in Q92-2 versus $111,000 in Q92-1.
Allocations

Q92-2
Allocations were $500,000 higher than plan. The primary factors werc higher than expected expenses in

-Intemational R&D and International management.

YTD

Allocations were $2.6 million below plan, nearly all of which was in research and development. The International
R&D component was $1.4 million below plan.

Burdened Operating Income

Q92-2

Burdened operating income exceeded plan by 19%. This variance was the result of higher than planned revenues
($6 million) and gross margin ($8 million). This was reduced slightly by higher than planned operating expenses
and allocations (33 million).

Quarterly Growth

Burdened operating income growth was driven by strong revenuc growth, $15 million, and gains in cost of
revenues of $3 million. Increases in operating expenses, $3 million, and allocations, $5 million, somewhat offset
the gross margin gain.

YTD

Revenue, $16 million over plan, drove burdened operating income gains of $15 million over plan on a year-to-
date basis. Revenues have been at or above plan in all product categories with Sysiems products being
particularly strong due to MS-DOS and the MS-DOS 5 upgrade.

MS7029262
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USSMD

Q92-2

Continued demand for Windows and Windows applications pulled net revenues past the $200 million mark for the
second consecutive quarter. Windows and Windows applications revenues accounted for 51% of USSMD's gross
revenues.

Demand for the MS-DOS 5 Upgrade declined sharply. MS-DOS 5 Upgrade Q92-2 revenues declined 60% from
Q92-1, although they surpassed plan by $4 million. )

Win ‘Word 2.0 was introduced two months earlier than planned and contributed to the $15 million favorable
variance for Win Word (all SKUs). WordPerfect for Windows shipped in December. With both products
experiencing large channel filling shipments, results to date are inconclusive as to what impact, if any,
WordPerfect for Windows will have on demand for Win Word.

Y10

MS-DOS 5 Upgrade revenues exceeded plan by $32 million. Channel filling demand was explosive during Q92-
1, but declined sharply during Q92-2. .

Applications revenues were $52 million (24%) above plan. Windows applications revenue was 36% above plan.

Demand for Win Excel has not been adversely impacted by the Lotus123/W product. Reports from the channel
indicate that the character based version of Lotus 123 continues to sell surprisingly well.

Results of Operations (in millions)

Q9-2 Q92-2 Plan Q9RN2-1 Variance Change
Netrevenues $ 25 1000% $ 193 100.0% $ 201 1000% s 2 b 14
Comof revenues 41 190 0 210 Q 201 (1) 1
Operating expense 8 38s g 7 % 377 ) )
Allocations 37 176 40 201 a5 177 3 Q)
Burdened operating incone S 5 U9% $ 3 162% s 4 2.95% $s B $ 6

FY9R2 YTD FY92 YTD Plan Variance

Netrevenues $ 416 100.0% $ 346 1000% s 7
Costof revenues <] 198 B 212 (10)
Operating expense 158 381 161 465 3
Allocations g£) 177 9 26 6
Burdened operating income  §$ 102 ]

4% s 1 9.7% S

MS7029263
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USSMD

Leading Products (units in thousands, revenues in millions)

Q922 Q92-2 Plan Variance

Mouse ins 2 s @ s 13s ®» -5 s ©
Win Office . » n 392 16 6 3% 43 17 ©
Win Word 131 b 1% 87 19 o)1 4 4 45
Windows m 19 n 241 18 » 31 1 (0]
Win Excel 67 15 m 8 2 33 an ® ay
MS-DOS 5 Upgrade m 14 49 185 10 54 93 4 (&)
Win Word Upd/Upg 108 11 98 - - C— 108 11 98
Mac Word 55 10 186 58 11 18 ) () 3
Mac Excel 41 10 8 31 7 240 10 3 @
Mac Office 18 7 399 15 7 456 3 - &)

S 164 $ 131 $ 3

SRR ESCTEI—. TEE——
Percentage of netrevenues 76% 68%

- —— ——— ]

Stimulated by the "Buy 8, get 10" promotion, revenue for the Win/Mouse bundle was 6% ahead of plan. The
positive revenue variance from Win/Mouse ($1.0 million) was offset by below plan shipments and revenues for
the Paintbrush/Mouse (28,800 units, $2.4 million, respectively).

Windows and Windows applications dominated the USSMD sales charts, representing five of the top 10 products
and 51% of gross revenues. Win Office, Win Word and Windows exceeded plan by 259%, 20% and 6%,
respectively.

Increased-penetration of the Windows platform, combined with the auractiveness of the Office bundle as an
economical means of obtaining a full suite of Windows compatible applications, pushed Win Office revenues to
over three times planned amounts.

Win Word 2.0 shipped during the quarter, generating favorable unit variances as distributors placed large orders to
fill the channel. Win Word academic version revenues exceeded plan by 144%, comprising 44% of the unit sales
mix and driving the $/unit below plan, Unplanned Win Word 2.0 update revenues, combined with the extension
of the $129 competitive upgrade program, contributed $11 million 10 revenues. Win Excel suffered a $5 million
revenue shortfall primarily due to the shift in sales mix from full packaged product to the Win Office bundle and
upgrades. The shortfall in standard product units shipped was entirely offset by above plan $129 competitive
upgrade program shipments.

Strong revenues posted by Mac standard products were offset by lower than planned Mac Word upgrade revenues
(54 million), resulting in overall Mac applications revenues equal to plan. Mac Excel standard product revenues
exceeded plan by 32%, while upgrades exceeded plan by 199%. Mac Office $/unit variance resulted from the
unplanned reduction of the SRP from $849 1o $750 and a special price promotion offered to Franchisers to bundle
Mac Office with their computer hardware sales.
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USSMD

Q92-2 Q92-1 Change
Moase Ms 2§ &7 98 2715 88 638 58 (1)
Win Office 59 23 W 28 10 370 31 13 2
Win Word 131 23 176 91 17 188 40 6 12)
Windows m 19 n 76 20 7 “@ m -
Win Excel 61 15 22 73 16 223 @ @ O
MS-DOS 5 Upgrade m " S0 629 M 54 359 200 @
Win Word Upd/Upg 108 11 98 29 3 108 79 8 (10)
Mac Word ‘55 10 186 66 9 138 an 1 48
Mac Excel 41 10 238 50 n 28 ® (I 20
Mac Office 18 7 399 16 7 410 2 - (D
S 164 S 154 s 10
SRE— S—
Percentage of net revenues 76% %

Substantial increases in shipments of Mice and Windows applications boosted Leading Product revenues o a 7%
increase over the prior quarter despite a 60% decline in MS-DOS 5 Upgrade revenues. Excluding MS-DOS 5
Upgrade revenues, Leading Products increased 25%. End user demand for MS-DOS § Upgrade sofiened during
Q92-2, causing decreased shipments to resellers as their sell-through rate fell dramatically. Mouse sales,
stimulated by the "Buy 8, get 10" promotion, increased 18% over the prior quarter.

Windows applications revenue increased by 43%, reflecting a 83% increase in update/upgrade revenues and a
36% increase in standard product revenues. Increases in Win Word update/upgrade, Win Office, and Win Word
of 237%, 129%, and 35%, respectively, offset the 9% decline in Win Excel revenues. The Win Word (all SKUs)
increase reflected the introduction of Win Word 2.0 and the continuation of the $129 competitive upgrade
program. Win Office gains reflected the accelerating popularity of the Windows platform and the attractiveness
of Win Office as a means of economically acquiring a full-suite of Windows applications.

Mac applications showed mixed results; Word and Office revenues increased 13% and 10%, respectively, while
Excel revenues declined by 10%. Word and Excel shipped fewer units at a higher $/unit pursuant to the shift in
the sales mix 10 higher SRP standard product from academic versions. Following the seasonally high Q92-1
selling season, Word and Excel academic version unit shipments declined by 54% and S7%, respectively. Office
unit penetration increased as end users responded to the reduced SRP.
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FYR2 YTD FY9 YTD Pan Variance
Mouse 68318 5 S 10 6888 61 $ 98 Mms @s 2
MS-DOS 5 Upgrade 9m 47 52 285 15 54 618 n @
Win Word m 40 181 166 kY 1 56 3 (40
Windows 541 3 n 431 32 s 116 7 @
Win Office 87 33 385 31 12 398 56 21 3
Win Excel 4 31 ™ 155 36 23 a9 & G
Mac Excel 90 2 ps 1 58 14 25 2 6 ®
Mac Word 12 19 160 114 19 168 8 - ®
Mac Office . 14 404 3 10 456 11 4 52
Win Word Upd/Upg 13 14 100 - - - 137 14 100
: S 316 S 26 $ %0

SEEERREEN ] ]
Percentage of netrevenues % 5%

3 i ———— _§

Leading Products contributed 76% of net revenue versus plan of 69%. Overall, these products cxcee(.icd plan by
34%. MS-DOS § Upgrade, Win Office, Mac Excel and Win Word (all SKUs) were the primary drivers of the

favorable variance. Excluding the MS-DOS § Upgrade, revenues from Leading Products surpassed plan by $48
million, a 22% favorable variance.

Windows and Windows applications accounted for 46% of gross revenues versus plan of 42%. Windows
continued to achieve penetration in the retail channel, surpassing plan by 21%. Windows applications revenues
exceed plan by 36%, including a 21% ($24 million) favorable variance in standard products and a 365% (820
million) favorable variance in updates/upgrades. The favorable standard products variance results primarily from
the success of Win Office and Win Word which exceeded plan by 171% and 10%, respectively. Continuation of
the Win Excel and Win Word $129 competitive upgrade programs contributed revenucs of $16 million. The
$/unit variances resulted from the shift in the planned sales mix from full packaged product to steeply discounted
academic products and the Win Office. '

Mac applications exceeded plan by 21%, driven by the strength in shipments of Excel and Office. Excel 3.0
revenues were 50% ahead of plan. The reduction in the SRP of Office from $849 to %750 stimulated demand,
.resulting in a 33% favorable variance.

Product Group Revenues (in millions)

Q92-2
Q92-2 Plan Q9R2-1 Variance Change
Applicatons s 151 $ 125 $ 14 3 2% ) vii
MS-DOS & Windows k"] 29 55 s @n
SPAG 3 s 33 . Q -
Languages 6 10 6 (4) -
Networks . 4 4 3 - 1
Adjustrents R () (10) 0 ©) 7
Net revenues . $ 215 $ 193 S 201 S 2 S 14

Q92-2

Strong shipments of Applications and MS-DOS & Windows pushed net revenues over the $215 million mark.
Gross revenues were $26 million over plan, a 13% variance. Applications revenues exceeded plan by 21%.
Windows applications revenues were above plan by $30 miltion. DOS applications were $4 million below plan
while Mac applications revenues approximated budget. MS-DOS & Windows revenues surpassed plan by 16%,
reflecting favorable variances in the MS-DOS § Upgrade ($4 million) and Windows (S1 million). Hardware
tevenues were 5% below plan. A favorable variance for Win/Mouse (S1 million) was offset by unfavorable
variances for Paintbrush (52 million) and the Balipoint Mouse ($1 million). Language revenues were 38% below
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USSMD

plan due to the slippage of Windows Professional C (52 million, all SKUs) and lower than planned revenues from
DOS Professional C ($600,000, all SKUs) and Pro COBOL ($500,000). Revenue adjustments exceeded plan due
to the volume driven rebates. As a percentage of Qualified Purchases, actual rebates (6.4%) exceeded plan (5.1%)
by 1.3% due to a shift in the planned sales mix from Distributors to Major Chains, which receive a higher rebate
percentage.

Quarterly Growth

Gross revenues increased 4% over Q92-1, setting a new high for the channel. Excluding the MS-DOS 5 Upgrade,
revenues increased 15%. All product groups contributed higher revenues, except MS-DOS & Windaws, which
declined by 39% due to the 60% drop in the MS-DOS § Upgrade. Windows revenues declined by 2%.
Applications revenues increased by 22%, including increases of 43% ($29 million) and 7% ($1 million) in
Windows and DOS applications, respectively. Mac applications declined 4% primarily due o a decrease in Mac
Excel sales (52 million). Networks, Languages and SPAG posted gains of 33%, 6% and 2%, respectively, over
the prior quarter. The increase in Networks related to the release of LAN Manager 2.1 during Q92-2. Increased
SPAG sales can be attributed to- the "Buy 8, get 10" promotion that ran during Q92-2. Revenue adjustments
declined by $7 million, reflecting the $6 million retums reserve recorded in Q92-1. Rebates, as a percentage of
Qualified Purchases, declined from 6.8% to 6.4%, reflecting a shift in the actual sales mix from Major Chains 10
Distributors.

FY®2YTD

FY2YTD Plan Variance
Apphications S 215 s prx} S 52
MS-DOS & Windows 89 50 »
SPAG. 66 65 1
Languages 12 2 ®)
Networks - 8 8 -
Adpustments (34) (20) (14)
Netrevenues $ 416 § 346 S 70

YD

Gross revenues exceeded plan by 23%. Excluding the MS-DOS 5 Upgrade, revenues were favorable to plan by
15%. Applications revenues surpassed plan by 24%, fueled by above plan variances from Win and Mac
applications of 36% and 21%, respectively. DOS applications trailed plan by 20%. The MS-DOS S Upgrade and
Windows revenues exceeded plan by 207% and 20%, respectively. Languages trailed plan by 37%, primarily due
10 the slippage of Windows Professional C ($3 million, all SKUs).

Customer Classlfication Revenues (in millions)

Q92-2 Q92-1

Sales Pecent  Discount Sales Percent  Discount

Distributors/Franchisors $133 58% 46% $113 51% 46%
Contracted Dealers 59 26 44 67 30 44
End User 10" 4 25 9 4 22
Govemment 8 4 51 10 s 48
Value Added Resellers . 3 60 6 3 63
Corporate Accounts 7 3 61 6 3 58
, Education 4 2 49 7 3 49
Other - - - -3 1 39

Gross revenues $229 100% 46% $ 221 100% 46%

- —— ————— A—— S—

Seasonal purchasing patterns and sharply reduced MS-DOS 5 Upgrade purchases shifted the sales mix.
Distributors/Franchisers revenues increased 18%, while Education, Government, and Contracted Dealers posted
declines of 43%, 20%, and 12%, respectively. Distributors/Franchisers increased purchases to meet scasonal
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USSMD

demand, to take advantage of the "Buy 8, get 10” promotional offer and 10 stock the rapidly sclling Windows
applications. Contracted Dealers revenues declined 12%, reflecting the 44% decline in Egghead purchases
pursuant to their reduced purchases of the MS-DOS § Upgrade. End User sales jumped 11%, largely in response
1 Win Word 2.0 upgrades (33 million). End User discounts increased due 1o free updates for Win Word 2.0 and
Mac Excel 3.0. Government purchases declined by 20% following the ramp-up’in Q92-1 sales in response to
heavy fiscal year-end government reseller purchases. Increased Government discounts resulted from companion
pricing agreements with GTSI on sales of products to the U.S. Navy. Education revenues (from direct sales to
educational institutions) declined 43% due to seasonality factors. Total Education Channel revenues, including
AED shipments sold though distribution and IBM-ACIS, totaled $14 million, a 18% decline from the $17 million
sold in Q92-1.

Significant Customers (in millions)

Q92-2 Q92-1 Q214 Q91-3 Q91-2

Ingram $ 84 $ 53 3 46 s 32 s 39
Merisel . 38 47 37 18 19
Egghead 22 39 33 27 25
Corporate Software 10 5 4 s 5
Software Spectrum 10 6 7 4 3
IBM 7 6 4 2 3
Comp USA 7 7 9 5 s
Computerland 6 7 9 5 3
Intelligent Electronics 4 4 4 3 1
800 Sofiware 4 4 3 2 2

S 192 $ 178 s 156 s 103 S 105
Percent of Gross Revenue 84% 81% 78% 74% 77%

Sales 10 USSMD's top three customers were 63% of gross revenues, consistent with Q92-1. Ingram purchases
increased 58% while Merisel and Egghead registered declines of 19% and ‘44%, respectively. The growth in
Ingram'’s Q92-2 purchases related to incremental shipments of Applications and Hardware products of 74% and
47%, respectively. Windows applications accounted for the majority of the increase with Win Office, Win Word
and Win Excel increasing by 391% ($8 million), 157% ($3 million) and 49% (52 million), respectively. Merisel
purchases declined by 19%, due to a conservative inventory management strategy. The Egghead reduction in
volume was due to discontinued purchases of the MS-DOS § Upgrade. Excluding the impact of the MS-DOS 5
Upgrade, Egghead purchases increased by $1 million. Corporate Software purchases increased by 100% due 10
sharp increases in their purchases of Windows applications.

Cost of Revenues
Q922 ° 19.0%
Q921 - 207%
Q914 21.1%
Q91-3 219%
Q91-2 23.0%
MS7029258
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Actual Plan
Sales Weighted Sales Weighted
Mix Cost Cost Mix Cost Cost
Applications 65.9% 11.1% 13% 61.2% 10.2% 6.2%
SPAG 145 324 4.7 17.1 314 54
Languages 28 15.5 04 S.1 175 09
Multimedia 02 98 - 02 82 -
Networks 19 6.6 01 - 21 8.1 02
DOS & Windows 14.7 145 2.1 14.3 15.1 2.1
Product cost - gross 100.0% 14.6% 100.0% 14.8%
Effect of revenue adjustments _x_lg?_ji x 105.8%
Product cost - net ' 15.7 15.7
Non-product costs 13 53
19.0% 21.0%

Q92-2

Cost of revenues, as a percentage of net revenues, was below plan due 10 a $3 million favorable shortfall in
wanufacturing & distribution allocations as a result of favorable purchase price variances and higher than planned
throughput. Overall, product costs were equal to plan. The increase in product costs associated with a shift in the
sales mix to Office and higher than planned product costs for Word products was offset by lower than planmed
product costs for SPAG, Languages, Networks, and Systems products.

YTD

Cost of revenues, as a percentage of net revenues, was below plan due to a S2 million shortfall in the
manutacturing & distribution allocation resulting from higher than planned throughput. Product costs were
_slightly higher than plan due to a shift in the sales mix to the MS-DOS § Upgrade and higher than planned product
costs for Applications and SPAG products.
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Operating Expenses (in millions)
Q92-2

Q92-2 Plan Variance
Marketing accrual s 5 S - [ )
PSS 15 17 2
Marketing 28 30 2
Payroll & payroll taxes 15 15 -
Other 20 20 -

s 83 3 82 $ (1)

A $S million unplanned marketing accrual was recorded in Q92-2 o offset the impact when the marketing
variance turns around and incrementally approved spending is incurred in the second half. Marketing spending
was 6% below plan due to the deferral of spending by Product Marketing. Significant variances were attributed to
below plan spending on Win Project and Windows resource kits ($1 million each), offset by above plan spending
by MS-DOS ($1 million). PSS costs were 14% below plan due o0 lower product support costs associated with
Wi~dows ($700,000), MS-DOS (5600,000) and Client Server Applications ($600,000), partially offset by above
plan spending on Word ($200,000). Overall PSS spending variances related primarily to a slower than planned
headcount ramp, -

FY92 YTD

FY92 YTD Plan Variance
Marketing accrual 1 14 - - s (14
Marketing 50 61 11
PSS 28 3 3
Payroll & payroll taxes 29 - 30 1
Other 37 39 2

$ 158 S 161 - § 3

Marketing expenses were $11 million below plan, All product groups except Data Access, Entry and Windows
were below plan. Significant positive marketing variances were atributed 1o Product Marketing ($7 million),
Channel Marketing ($5 million), and Education Marketing ($1 million). A $14 million marketing accrual was
recorded to offset the impact when the marketing variance tumns around and incrementally approved expenditres
are incurred. Payroll & payroll taxes were below plan due o the timing differences between planned and actual
hire dates, PSS expenses were below plan primarily due to differences between planned and actual support costs
by product group. Product groups with significant variances included positive variances in Windows ($2 million),
Client Server ($900,000) and Project ($500,000), partially offset by a negative Word variance ($500,000).

incremental Marketing

During Q92-2, approximately $23 million of incremental marketing funding was approved, bringing the total
marketing poo! approved for the six-months ended June 30, 1992 to approximately $90 million. Expected uses of
these funds include: Applications $44 million, Systems $22 million, US Marketing $10 million, Corporate
Marketing $4 million and Networks $2 million. Applications spending includes Excel $15 million, Word $12
million, EBU $2 million and Project $2 million. Systems spending includes Windows $12 million, MS-DOS S
Upgrade $2 million and SPAG $2 million.

Year-to-date incremental funding by product unit includes: Excel $11 million, Word $7 million, Entry $1 million,
Windows $6 million and MS-DOS $2 million. Corporate Marketing anticipates spending $2 million. The
majority of the marketing blitz will be focused on Windows and Windows applications including the launch of
Win 3.1 and Win Excel 4.0.
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USSMD

Asa Percent of Tatal
Hesdooxs Actnl Pin Variance Crarge Operating Channch
Decerrber 31,1991 1263 16 a .14 4% %%
Sepervber 30, 1991 L17% 1297 1 175 U r4
June 30, 1551 1001 1037 » 2] 3 %
March 31,191 926 108 n 64 1« xn
December 31,1950 "2 04 k] n L3 23

Headcount varied from plan by 5% due to a slower than planned ramp rate. Field Sales and Sales Operations
headcount were 10 heads (1%) and 53 heads (5%) below plan, respectively. The significant increase in USSMD
headcount from Q91-4 to Q92-1 resulted from the absorption of the Network Channel into USSMD. Net revenue
per head was $170,000 and $171,000 in Q92-2 and Q92-1, respectively.

Allocations

Q92-2

Allocations were below plan in absolute dollars and as a percentage of revenue. The variance was primarily due
1o Jower than planned charges from DOS & Windows development, Corpcom and SPAG.

YTD

All allocations were favorable 10 plan in absolute dollars and as a percentage of revenues. The variance was due
1o lower allocations from DOS & Windows, Corpcom, SPAG and F&A.

Burdened Operating Income
Q92-2

Record revenues led the way to a $23 million positive burdened operating income variance. The introduction of
Win Word 2.0 and the success of the Win Office bundle were the primary contributors 10 this above plan
performance.

Quarterly Growth

Burdened operating income increased by $6 million, based primarily on the continued strength of Windows
applications. The Win Office bundle, Win Word and Mouse overcame the sharp reduction in the MS-DOS 5
Upgrade revenues and increased operating expenses.

YTD

Burdened operating income was an impressive $69 million over plan, primarily due to strong Applications and
Systems revenues. As a percentage of net revenue, product costs, operating expenses and allocations were below
plan. BOI was 24% compared to a planned 10%.
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Q92-2

The increasing commoditization of the PC is creating a shift in distribution channels in the U.S.and

traditional reseller sales to direct response (telemarketing and mail order) sales and sales through superstores and
mass merchandisers. This shift has resulted in growth in market share for OEMs using these channels (¢.g.»
Gaieway, Dell, EMI, Packard Bell) at the expense of companies using the traditional reseller channel (€.8.»
Compag, IBM, Tandy). It has also increased price competition and resulted in significant price cuts by many

OEMs during the quarter.

Domes ‘cally, 35 OEMs who previously

purchased MS packaged product converted 10 2 - 3 year "per system”

royalty agreements. Of the 35 licenses, 17 also include a per system Windows agreement. The MS-DOS Easy
Distribution program facilitated these conversions and will be used by approximately 30 of these licensees.

YTD
Gray market sales of unbundled MS-DOS and piracy are increasing in California and Europe.

Competition from DR DOS continues. Although MS signed agreements with several DR DOS OEMs, such as

EMI and ALR, competing bids from DRI are putting downward pressure on MS-DOS royalty rates.

The U.S. signed a trade agreement with the People's Republic of China (PRC) in January that established

copyright protection, opening the way to potential trade with that country.
PRC and established an OEM Account Manager in Hong Kong.

Results of Operations (in millions)

OEM has begun negotiations with the

Q92-2 Q92-2 Plan Q92-1 Variance  _Change
Net revenues $ 108 100.0% $ 95 100.0% s 119 _100.0% s 13 s
Cost of revenues 6 5.9 5 5.0 6 5.1 (1) -
Operating expense 14 127 14 14.7 12 100 - @
Allocations 29 269 31 327 24 208 2 (

Burdened openating income s 59 54.5% § 45 41.6% s N

64.1% s 14 $

FY92 YTD FY92 YTD Plan Variance
Net revenues s 226 100.0% $ 185 100.0% s 4l
Cost of revenues 12 5.5 9 5.4 3)
Operating expense 25 1na3 26 14.0 -
Allocations 53 231 60 325 7
Burdened opernting income s 135 59.5% S 9 48.4% s 45

Leading Products (unlis in thousands, revenues in millions)

Q22 Q92-2 Plan Variance
MS-DOS 42808 59 § 14 4136 58 § U4 1448 1§ -
Windows 983" 19 19 1,075 22 20 (92) 3 1)
Mouse 498 7 " 258 3 12 240 4 2
LAN Manager 35 5 14 () 3 43 34) 2 100
Works 305 4 13 163 2 12 142 2 1
S 94 s 88 s 6
——— ﬂ S
Percentage of net revenues 87% 93%
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WorLowioE OEM

Despite many OEMs reporting lower than planned royalties, MS-DOS revenues were over plan due to out-of-
period reporting by Sanyo ($5.4 million favorable variance) and Acer ($2.2 million favorable variance). In the
Far East, Toshiba was $711,000 below plan due to competition with its export and lapiop machines. Windows
revenues were below plan primarily because of a budgeted but unbilled flat fee payment from IBM ($2.5 million)
and a missing royalty report from Unisys ($750,000). Mouse sales were $4 million over the planned $3 million as
a result of strong sales by Gateway 2000 ($1.7 million over plan), Dell, Unisys, and Zeos. LAN Manager
royalties were the primary revenuc component of the Networks product group. Effective royalty rates for LAN
Manager were distorted by the mix of Client (low royalty rate) and Server (higher royalty rate) due to a late
royalty report from DEC. Because DEC is licensed for client workstations rather than servers, they would
normally report a high number of units at a low royalty rate. Vobis reporied 4 quarters of Works shipments,
resulting in the entire $2 million Works variance.

Q92-2 Q21 Change
Units Revs §4nit Units Revs  $/nit Upits Revs $Unit
MS-DOS 42808 59 § 14 35358 51 $ 14 7458 8§ 5§ -
Windows 983 19 19 851 16 19 132 3 -
Mouse 498 7 14 437 6 14 61 1 -
LAN Manager 35 5 143 88 6 68 (53) Imn 15
Works 305 4 13 131 2 15 174 2 vd)
s %4 $ 81 s 13
S —— ——— R
Percentage of net revenues 87% 68%
I S————

All leading products except LAN Manager outperformed Q92-1 in both units and revenues. LAN Manager S$/Unit
was skewed by DEC's failure to report in Q92-2. In Q92-1, DEC reported 65,000 units for $2 million in revenue.

FY92 YTD . FY92 YTD Plan . Variance

MS-DOS” 78158 110 § 14 76528 109 $ 14 163 § 1t § -
Windows 1,834 k] 19 2,033 40 20 (199) ) (6)]
Mouse 935 13 14 505 6 12 430 7 2
LAN Yanmager 123 11 89 74 5 68 49 6 21
Works 436 6 14 328 4 12 108 2 2

$ 175 $ 164 $ 11
Percentage of net revenues 7% 89%

S—— ———

Year-to-date, the $5 million shonfall in Windows revenue results domestically from late reports from IBM and
Unisys and intemationally from below planned shipments for Europe, Korea, and Japan. In the US,, Windows
shipments continue to ramp, particularly in the direct response and mass merchandising channels.
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WorLpwipE OEM

Net Revenues (in millions)

92-2 Q92-2 Plss Q921 Variance Change
Domestic -
Licensing H a8 S “y S 452 H 29 § 26
Packaged Goods 113 6.4 11.4 4.9 0.1
Gross domestic revenue 59.1 S13 56.6 18 2.3
Domestic revenue sdjustments
GAAP accrual 0.1 - 44 0.1 “3)
Prepaid reserve accrual - - = = -
Total adjustments 0.1 = 4.4 0.1 @3y
Net domestk revenue 592 $1.3 61.0 19 _(1.8)
International Europe
Germany 6.6 5.0 59 1.6 0.7
Tuly ) 3.4 36 38 ©2) (04)
United Kingdom 28 25 33 03 (0.5)
Nordic Region 10 1.6 26 (0.6) (1.6
Holland 09 09 08 - 0.1
Spain 04 - - 04 04
Other 1.3 2.1 13 (0.8) =
Gross European revenue 16.4 15.7 123 0.7 (3)
1ot - Europe revenue adjustments
GAAP acaual 39 - 43) 39 82
Prepaid reserve accrusl - - - - -
‘Total adjustments 39 = 43) 39 8.2
Net Int'l Europe revenue 203 15.7 134 4.6 6.9
Interastional ROW
Japan 129 134 135 (0.5 0.6
Taiwan 93 6.1 1 32 22
Korea | 42 5.6 73 1.4 (3.6
Hong Kong 1.0 0.9 os 0.1 02
Caneda 0.6 0.7 08 (.1) (0.2)
Latin America 0.6 05 0.1 0.1 05
Augtnalia 04 03 05 0.1 ©.1)
Aime 02 0l 02 [} -
Orher - 02 06 02 ___ (08
Gross ROW revenue 29.2 218 314 14 [e X))
1n0t'l ROW revenue adjustments
GAAP accrual (1.2 - 129 (12 (14.4)
Prepaid reserve accrual - = = = -
‘Total adjustments 1.2 - 12.9 (1.2) (14.4)
Net Int'l ROW revenbe 280 278 443 0.2 {163)
Net worldwide revenue S 107.5 $ 94.8 $ 118.7 $ 12.7 $ (11.2)

Q92-2 net revenues were 13% greater than plan but 9% less than Q92-1. Q92-1 revenue included a $13 million
GAAP agcmal versus a $2.8 million accrual in Q92-2. Absent this adjustment, gross revenuc of $105 million was
10% above plan, but 1% below Q92-1 gross revenue.
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WoRLDWIDE OEM

Significant Customers (in millions)

Q92-2 Q92-2 Plan Q92-1 Variance Change
IBM S 5.6 S 53 s 6.2 H 03 S {0.6)
Gateway 2000 4.6 1.8 3.2 2.8 14
NEC 43 45 49 0.2) (0.6)
Unisys 34 R 32 0.7 0.2
Acer 34 1.3 12 21 22
Compaq 34 4.3 40 0.9) (0.6)
Olivetti 3.0 29 31 0.1 0.1
Dell 25 1.2 1.9 1.3 0.6
Fujitsu 25 25 2.5 - -
American Tel. & Tel. 25 13 22 1.2 0.3
Zenith 23 26 2.5 0.3) (0.2)
Vobis 2.1 0.6 0.7 1.5 1.4
AST 2.0 2.0 1.9 - . 0.1
Packard Bell 19 1.7 13 0.2 0.6
Digital Equipment 1.9 1.0 2.0 0.9 (0.1)
Phoenix Computer 1.8 1.0 1.0 08 08
Sanyo Elecrric 1.7 - - 1.7 1.7
Toshiba 1.7 2.5 2.1 {0.B) (0.4)
CompuAdd 1.3 1.0 1.3 03 -
Siemens Nixdorf 1.3 14 14 .1) (0.1)
Other customers 51.5 §3.2 59.1 .7 (7.6)
Gross Revenue 104.7 94.8 105.7 9.9 (1.0)
Revenue adjustments 2.8 - 13.0 2.8 (10.2)
. Net revenue s 1075 S 94.8 s 1187 S 12.7 $  (11.2)

In the Domestic channel, Q92-2 revenues of $59 million were $8 million over a planned $51 million but S2
million less than prior quarter. The decrease from Q92-1 was primarily due (0 late royalty repons from DEC and
IBM. OEMs using direct response channels (mail order and telemarketing), selling through mass merchandisers
(¢.g., Price Club), or superstores (... CompUSA) have gained market share at the expense of traditional resellers.
Gateway 2000 and Dell (direct response) together had a favorable variance of $4 million versus Compag and
Tandy (reseller), who together had an unfavorable variance of $2 million. With a five-year compounded growth
rate of 26.469%, Gateway 2000 was named Inc. magazine's fastest growing company for 1991. Companies, such
as Gateway, who preinstall MS-DOS and Windows are beginning to express interest in also being able 1o offer
applications to customers. Tandy licensed Windows, displacing DeskMate on its machines, and began opening
superstores. EMI, previously a DR DOS OEM, signed a per system MS-DOS and Windows license. Thirty-five
Finished Goods MS-DOS customers were converted (o 2-3 year per sysiem royalty agreements, Of the 35, 17 also
licensed Windows per system, and approximately 30 anticipate using the MS-DOS Easy Distribution program.
The Easy Distribution program also resulied in 13 new business licenses signed during the quarter. This new
business consists of OEMs who previously purchased through the gray market, shipped naked systems, purchased
DR DOS, or pirated MS software, Nevertheless, competition from DRI and Logitech during a time when OEMs'
margins are shrinking is putting downward pressure on MS-DOS and Mouse pricing.
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Revenues of $20 million in the Intl - Europe channel were $4 million greater than the plan of §16 million
primarily as a result of a positive GAAP accrual ($4 million) and four quarters of royaltics reported by Vobis at
one time. Competition from U.S. and Far Eastern OEMs impacted sales of European OEMs. Europe also
experienced a shift in channels from traditional reseller to direct response (Viglen, Elonex) and superstores ®C
World).

In the Intl - ROW channel, revenucs of $28 million were at plan but $16 million less than Q92-1. Absent the
GAAP accrual, the change would have been $2 miltion. In the Far East, Taiwan was 51% above plan, whereas
Korea was 25% below plan and Japan was 4% below plan. Taking advantage of cheaper labor, Taiwan gained
market share at Korea's expense in both the U.S. and European markets. Sanyo's $1.7 million favorable variance
resulted from out-of-period reporting under a new agreement. Toshiba's $800,000 unfavorable variance resulted
from a decrease in export machines, particularly laptops. Although Acer’s run rate continued 1o ramp, the $2.1
million variance resulted from two periods of reporting in Q92-2. In the remainder of ROW, another interesting
Q92-2 event.was the first receipt of royalty payments from India.

The gross Prepaid Balance (PPB) for worldwide OEM was $176 million at the end of Q92-2, a decrease of 85
million from Q92-1. This decrease results from positive UPB ($1 miltion) net of approximately 56 million that is
o longer available for recoupment (2.8, license agreements that have expired).

Prepald Balances (in millions)

December 31, 1991 September 30, 1991
Fujitsu LTD S 20 S 20
Unisys 5 3
Samsung Electronics 5 5
Oliveni 5 5
Hyundai 5 3
3COM 5 5
Schneider Rundfunkwerke 4 4
Hitachi 4 4
Epson 3 4
Gold Star Co. 3 2
Acer 3 4
Sun Microsystems 3 3
Zenith 3 3
Mitsubishi 3 3
Dacwoo Electronics 3 1
Other 102 112
Gross 176 181
Reserve (41 41
Net prepaid balance s 135 S 140

Since prepaid balances can be recouped with royalties from products shipped in succeeding quarters, prepaids
reduce the amount of revenue we will recognize rclated 1o future customer shipments. On the other hand,
minimum commitncats smooth the revenue strcam and make it costly for a customer t0 move to a competitor.
When a sizable prepaid builds up, an OEM may request concessions. Normally, any concessions are prospective.

In analyzing the risk of future concessions, Joachim Kempin, Vice President OEM Salcs, defined catcgories of .
risk and categorized OEM customers as of December 31, 1991 as follows:

The Negligibie Risk category is defined as those OEMs for which concessions have already been made, such as
NCR and 3COM, or for which no concessions are anticipated; the Lew Risk category; as those having the
potential of concessions affecting up to 20% of the PPB amount; and the Greater Risk category, as those having
the potential of up to 50%. For Q92-2,49% of the prepaid balance was designated as negligible risk; 44% as low
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WoriLowioe OEM

risk: and 7% as being of Greater risk. This assessment Suggests a potential revenue exposure of $16 million,
against a reserve for such concessions of $41 million. The potential exposure in Q92-1 was assessed at $22
million. The $41 million reserve appears appropriately conservative.

Unspecified Product Billings (UPB) of $1 million for Q92-2 reflect due on signing and minimum cornmitment
billings in excess of recoupment by product-specific revenue. Missing royalty reports in the .Domesuc channel
(Unisys, DEC, IBM) contributed to the positive UPB and, conversely, out of period reporting in the Int1 - ROW

channel increased the recoupment for the period.

This quarter's GAAP accrual of $2.8 million reflects a decrease from Q92-1 in the accrual for camed b!n
unreported royalties (S1.4 million) offset by a reduction in deferred revenue ($4.2 million). The reduction in
deferred revenue was primarily related to localized product that shipped during the quarier.

Operating Expenses and Allocations.
Q92-2
Q92-2 operating expenses and allocations approximated plan.

YTD

Year-1o-date operating expenses approximated plan. Favorable variances in marketing (33 million) _and PSS (81
million) were offset by a $2 million marketing accrual and higher than planned headcount related costs.
Allocations were 11% under plan. The primary variances occurred in MS-DOS and Windows and Intemational
R&D allocations.

Redmond Based Headcount *

As a Percent of Totl
Headcount . . Actual Plan Variance Change Operating Channels
December- 31, 1991 67 64 3 2 1% 1%
Scptember 30, 1991 65 63 03] 8 1 2
June 30, 1991 s7 60 - 3 - 2 2
March 31, 1991 57 59 2 2 1 2
December 31, 1990 S5 57 2 5 1 2

*The headcount totals represent Redmond-based people only. Subsidiary personnel dedicated to International OEM are
included in the IFG Channel

Burdened Operating Incomé
Q92-2

Q92-2 burdened operating income was $14 million greater than plan. The variance was primarily the result of
higher than planned Mice, Works, and LAN Manager revenucs and a positive GAAP accrual,

Quarterly Growth

Q92-2 burdened operating income was $18 million less than prior quarter due to a $10.2 million reduction in the
GAAP accrual coupled with increased allocated expenses.

Y1D

Year-to-date burdened opcrating income was $45 million, 50%, greater than plan. Strong revenue performance
and lower than planncd allocations, were only slightly offsct by higher cost of revenucs related to Mouse and
packaged applications sales.

MS7029277

90 HIGHLY CONFIDENTIAL

CONFIDENTIAL

MS-PCA 1189844 :

CONFIDENTIAL

MS-PCA1189844

t
|



CONFIDENTIAL

PSS

Q92-2

A third support site was opened in Dallas on October 1. As of December 31, a staff of 47 was in place supporting
MS-DOS, Windows and LAN Man.

PSS support hours were extended on October 1 to provide coverage from 6 a.m. 10 6 p.m. for all Microsoft
products.

Lower than planned headcount and cost per head resulted in a favorable operating expense variance. Total
operating expenses were 16% less than plan.

The top four products, measured in total support cost, were Windows, Win Word, Windows SDK, and Win Excel.
These four products represented 50% of domestic PSS cost.
YTD

Beginning in July, domestic product support costs were distributed to product units and channels based upon
actual labor activity. Because of this improved tracking. PSS expenses were moved from the allocations to the
operating expensc section of product unit and channel P&L’s. Detailed results from this activity-based costing
system (ABC) are presented below.

Total PSS operating expenses of $33.6 million were favorable to plan by $5.0 million, or 13%.

PSS Activity
As illustrated in the following chart, average daily calls offered and handled continued to increase in Q92-2.

lal PSS ACTIVITY
127 Average dally calls offered
10 1
‘E .7 Average dally calls handled
e+ L
g . .- et e e e o e
6 +
Monthly service requests cleared
e T T T T T~ S e
4T ’ - C
-
2 t + —

WAY 4

8 g ¥ B £ % s 3 38 & B g8 B
Total average daily calls offered and handlcd increased 7.4% and 7.8% respectively over Q92-1 volumes, Cails
offercd represents the total calls received by PSS, however, the wotal calls made by customcers may be higher due

1o the use of “all runks busy” as a means of handling volume. The handling percentage increased slightly from
Q92-11095%.
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Average Daily Calls

Offered Handled Handle Ratio  Average Call Time
Q322 Q92-1 _Change 22 21 Change Q22 Q921 Q922 Q%)
Windows 2953 2,454 18.4% 2,840 2,395 18.6% 96 % 96 % 11.93 11.56
OBU 2854 2473 154 2713 2,354 153 9s 9s 9.84 9.60
ABU 2,027 1922 55 1,919 1,809 - 6.1 95 94 883 9.45
MS-DOS 754 1,225 (38.4) nn9 1,153 (37.6) 95 9 1270 13.60
EBU 1,008 746 347 959 698 374 95 94 7.63 647
IVR* 129 669 9.0 639 581 10.0 88 87 4.57 i
Languages 479 474 1.1 450 451 0.2) 94 9s 8.96 8.65
DABU 320 341 62 295 07 69 2 9 m 174
Surategic support n9 200 198 21 185 154 9 ') 745 666
SPAG 175 1712 17 163 158 32 93 2 6.8 7.08
GBU 176 171 29 163 158 32 93 2 158 764
Other 166 176 5.7 158 161 a9 9s 12 5.68 5.42
11,877 11,063 74% 11,231 10,420 13% 95% N 993 9.67
ERT— ST — ———

* IVR = Interactive Voice Response system; a fully-recorded system that handles very basic support questions.
sales for the MS-DOS 5 upgrade, calls offcred for MS-DOS

Due to limited 90-day free service and tapering off of

decreased 38% over Q92-1. Calls offered for EBU increased 35% over Q92-1 due to the new product offerings

Win Works, Win Publisher, and Money. These three products accounted for 90% of the increased calls in EBU.
Calls offered for Windows increased 18%. The average call length of 11.93 minutes for Windows, increased 3%

over Q92-1 and is 2 minutes Jonger than the ail product average.
release of Win Word 2.0, which resulted in 2 33% increase in Win Word calls.

Activity-Based Costing Resulis

With the implementation of activity-based costing,
actnal labor expended. Existing labor-tracking systems were enhanced to provide a
ledger for cost distribution. Each product unit receives a "burdened”
cost of support delivery personnel and an overhead burden

more accurate presentation of support costs by product unit

years.

The following chart illustrates the distribution of PSS cost to product units.

PSS Cost Distribution by Product Unit (in millions)

domestic support costs were charg,

of management, facilities,

(Domestic only)
Q92-2 Q92-2 Plaa Q921 Variance _ Change
Windows [ ¥ | 34.0% $ 67 34.0% s 38 %6% S 09 § 20
Word 33 20.0 3.1 160 28 196 ©.2) 05
Excel 18 11.0 19 10.0 18 12.6 0.1 -
Eatry 12 7.0 12 6.0 0.8 5.6 - 04
MS-DOS 11 6.0 13 9.0 19 133 03 ©.8
M2 1.1 6.0 1.1 6.0 08 5.6 - 03
Language 09 s.0 0.9 50 0.6 2 - 03
Dala access 06 40 0.5 2.0 05 3s 0.9 0.
Clicat server 03 2.0 0.9 50 04 2.8 0.6 ©.1)
Work group apps 03 2.0 03 1.0 0.2 14 - 0.1
Graphics 02 1.0 03 1.0 02 14 0.1 -
Hardware . 02 10 03 1.0 02 14 0.1 -
Project 02 1.0 05 20 02 14 03 -
osn 0.1 - 0.1 1.0 0.1 0.7 - -
Multimedia Sysicms - - 02 1.0 - - 0.2 -
s 111 100.0% s 198  100.0% s 143 100% §$ 27 S 28

Tota! domestic PSS costs were $2.7 million below plan for the quarter.

Calls offered for OBU increased 15% duc 10 the

ed to product units based on
data feed into the general
support cost distribution which includes the
etc. This process provides a
than the fixed percentage allocation rules used in prior

These costs exclude $0.9 million in

expense incurred in the US to assist the International PSS groups. Intemational
subsidiaries. Windows represenicd 34% of domestic PSS costs for the quarter,

costs arc distributed (0
Windows and Windows

g2
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PSS

applications combined to represent 54% o
Significant changes between Q92-2 and Q92-

Within the ABC system, product support costs fo

f wotal costs. Q92-2 costs were $2.8 million higher than Q92-1.
1 are discussed in the Cost by Product section below.

r each product unit are distributed to the USSMD and OEM

channels based on the historical sales split between these channels,
PSS Cost Distribution by Channel (in millions)
Q92-2 Q92-2 Plan ®2-1 Vasiance Change -
USSMD s 150 90.0% s 112 90.0% s 127 19.0% s 22 s 23
Damestic OEM 21 100 26 100 1.6 11.0 oS (]
$ 17.1 100.0% $ 198 100.0% 3 143 100.0% $ 23 S 2.3

Support cost as a percen

specific month correspond 10 sales in prior months in ad

t of revenue is illustrated below by product unit and channel. . Since support costs in &

dition to the current month, the chart below contaitis YTD

HIGH!Y
CONFIDENTIAL

averages to best represent the Jong term trend.

25

20

15
% of revenue
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PSS COST BY PRODUCT UNIT AND CHANNEL
as % of gross revenue

YTD .

all products eombined

Ssoos0ano2@ 2

mmmmz00m< = 5
o wo Soo%a O
= ©w 2o

Domestically, the average cost of product support was

revenue, was 14.9% for Windows, 9 points above the all product average. Lower

average labor costs impacted the percentage for Client S

With the implementation of ABC, support cost by
total support costs are presented below.

5.6% of revenue. Product support cost, as a percent of
sales volumes and higher than

erver, Multimedia Systems, and LAN Manager.

product is now available. The top 15 products, mcasured by
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PSS

PSS Cost by Product (in millions)

Ranking
092:1 Q92-1 Product Q-2 092-1 % Change
1 1 Windows $ 40 S 22 84.1
2 4 Win Word 19 1.6 22
3 3 Windows SDK 19 16 168
4 5 Win Excel 13 1.1 123
5 6 Lan Manager 1.1 [:3 250
6 2 MS.DOS 10 18 {43.9)
7 k) PC Word 0.7 0.7 .7
8 10 PC Works 0.6 05 356
9 9 Mac Word 0.6 [+ %] 24.1
10 8 Mac Excel 0.5 06 (11.2)
1 12 C Compiler 04 03 358
12 11 SQL Server 03 03 (128)
13 14 Mac Works 02 0.1 544
14 NR Win Works 0.2 - -
15 13 Visual Basic 0.2 0.2 (10.8)
Total S 149 $ 123 212
St S

Support costs for Windows increased $1.8 million over Q92-1. This increase is due to three factors. First,
recorded labor time for Windows increased by 34%, which accounted for $0.7 million of the increase. In
addition, the average cost/head in Q92-2 versus Q92-1 increased by 9% in the groups supporting Windows. This
increase resulted from one-time charges for co-op employee compensation, increased general distribution charges,
and the effects of the August pay increases (which averaged at 9%, due to one-time adjustments to linc up PSS
employees with the corporate standards). The costhead increase accounted for $0.6 million of the increased
Windows support cost. The remaining $0.5 million of the increased Windows cost was due to a product mix shift.
As call volume on MS-DOS declined, technicians supporting MS-DOS were freed up to support Windows. Since
Windows call volume did not increase as quickly as MS-DOS calls dropped, a temporary reduction in technician
productivity resulted. This reduction is expected 10 reverse shortly as Windows calls continue to increase.
Currently, these employees are training to handle support calls on Windows 3.1.

Due to declining sales and limited free support for the MS-DOS S upgrade, support costs for MS-DOS decreased
by $0.8 million. The release of Win Ward 2.0 during Q92-2, resulted in a 33% increase in call activity for Win
Word and a 22% increase in support cost.

Domestic Headcount
As a Percent of Total
Headcount Actual Plan Variance Change Operating Channels
December 31, 1991 1.107 1,255 148 72 12% 23%
September 30, 1991 1,035 1,122 87 138 12 24
June 30, 1991 897 691 (206) 154 12 22
March 31, 1991 743 686 (c1)] 111 11 21
December 31, 1990 632 672 40 73 11 20

I—tavorablt: headcount variance was due to increased productivity and lower than planncd call volume. Average call
time decreased 4% compared to Q91-4. Actual call volume compared to plan was favorablc by 10%.

»
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PSS

Domestic Operating Expenses (in millions)

092-2 0Q92-2 Plan Varance
Supplies & equipment H 2.1 11% s 38 17% S 17
Payroll 9.5 53 107 50 12
Paid support offsex (1.2) &) (1.6) m ©4)
Other 16 42 8.6 40 1.0
S 18.0 100% S 215 100% 3 35

Total operating expenses were $18.0 million, or 16% less than plan. The favorable variance of $3.5 million was
due to lower than planned headcount, which accounted for $2.3 million and favorable cost per head which
accounted for $1.2 million. Domestic PSS revenue, which is netted against support costs, was $1.2 million with
the major components being 51.1 million in OnLine revenue and $0.1 million in 9004 calls.

International PSS

Product support is provided in 13 subsidiaries. Suppon is handied primarily by telephone with a few subsidiaries
offering OnLine suppost. An escalation process is in place which allows the subsidiaries to submit 10 Redmond
those questions which cannot be answered by the subsidiary.

Plans are currently being made to implement activity-based costing for PSS in the subsidiaries by the beginning of
FY93.
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Other Channels

Netrevenues Q922 Q92-2Phn Q921 Varance Change
Press s 2 $ 51 H 50 S (0.9) H {0.8)
USMSU 3 s 25 Qn 03
USMCS 18 32 14 4 04
In'IMSU -ROW 05 oS 03 0.1 03
1’ IMCS -Europe [+ 3 03 . 0.1 oy 0S
I'tMCS -ROW 03 04 0l ©.1 02
IIMSU - Ewrope - 0s - ©5 -
Elminations - - - - -
s 103 s 140 s 94 s Qan s 09
FYR2YTD
Netrevenues FY®R2YTD Phn Varmnce
Press .S 92 s 90 S 02
USMSU 53 65 (12)
USMCS i 32 53 @1
In'IMSU -ROW 09 10 o
In'IMCS -Europe 07 11 04)
InIMCS -ROW 04 05 ©02)
In'IMSU -Ewope - 09 09
Emnations - 0.1 ©.1)
s 197 S A48 s (4.8)
3 P
Operating Income (Loss) Q922 Q92-2Phn Q921 Varance Change
Press $ {1.0) H - s - s (1.0) s (1.0)
USMSU 05 03) ) (12 o
USMCS 09 ©3) 3 (05) 04
Inf'IMSU -ROW (03) @©.1) 03) ©2 -
In'IMCS - Europe ©3) ©S) ©5 02 02
I IMCS -ROW (04 o1 02 ©3) ©2
InIMSU -Europe 04) 03 ©S5) ©n ol
Ekminatiors 08 07 06 (131 02
S {4.0) s ()] - (3.6) $ (3.7 S (0.4)
FYRYTD
Operating Income (Loss) FYRYTD Pun Varance
Press s (0.9) $ (0.6) S (0.3)
USMSU Qo) ©9 @n
USMCS @n 12 [2))
InIMSU -ROW 05) 02) (04)
1 IMCS -Burope ’ ©9) (13} 04
IIMCS -ROW ©8 (04) 02
In'IMSU - Ewrape 9 05 )
Elminations 14 14 -
y s s 7.6 2. 4.9
H {GH lw\' (1.6) 3 (27) $ (4.9)
CONFITENTIAL
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OTHER CHANNELS

As s Percent of Tl
Headcount Actoal Phn Varance Change Operatng Chanrel
Press p~3 n - (1) 10% 10%
USMSU 133 133 - 9 10 30
US MCS kd 100 <] 12 10 20
22 255 p<] 20 0% 60%
Press

Revenues were below plan for the quarter due to "Running MS-DOS 5th Edition.” The variance on this
traditionally strong title was due to channel filling sales in the prior quarters. An unplanned charge for obsolete
inventory was made in the quarter which increased cost of revenues by $635,000. See additional detail in the
Books business unit analysis.

Us Msu

Revenue variance for the quarter was $727,000 unfavorable to plan. Management education was $384,000
unfavorable although a revision in the launch plan of this program accounted for $139,000 of the variance.
Domestic licensing revenue was $275,000 unfavorable. Reserves were also established in the quarter for doubtful
accounts and sales returns. These reserves increased expenses by $246,000 and decreased revenucs by $154 000,
respeclively. Other operating expenses were $78,000 favorable to plan for the quarter, partially offsetting 2
$239,000 unfavorable cost of revenues variance in trainer T&E and freight for equipment.

Int'l MSU-Europe

Minimal revenue was reported. Unbudgeted cost of revenues, $120,000, and higher than planned cxpenscs.ako
contributed to the unfavorable operating results. A study to develop strategies for the European channel's business
was completed in the quarter. The results of this study are now under review.

Int'l MSU-ROW

Revenue for the quarter was $598,000 and exceeded plan by $33,000. 59% of the revenue was in Austmli;'a v_avith a
majority of the balance in Canada. Higher than planned cost of revenues combined with higher than anticipated
operating expenses for the unfavorabie resulls.

US MCS
Refer to US MCS channel analysis.

Int'i MCS-Europe

Revenue for the quarter was $595,000. Year-to-date revenue increased 10 $733,000 with 67% from the U.K.‘and
33% from Germany. The revenue backiog of committed projects going into Q92-3 was down from the previous
quarter 10 $133,000 in the U.K. and $97,000 in Germany.

Int'l MCS-ROW

Revenue for the quarter was $289,000, a $196,000 increasc from the previous quarter, with 63% of the revenue in
Australia and the balance in Canada. Operating expenscs for the quarter were $501,000, up $298,000 from the
previous quarter. Year-to-date revenue grew to $382,000 versus a budget of $645,000. The rcvenuc backlog of
commitied projects going into Q92-3 in Australia went down from $132,000 1o $105,000, while Canada's backlog
grew from $55,0007t0 $215,000. .
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UsS MCS

Qs2-2

Sales in the quarter lagged expectations resulting in a $1.4 million unfavorable revenue variance and lower than
planned utilization of consultants.

The following unplanned accounting changes were made to more properly reflect the results of operations.
« A $500,000 revenue accrual. The accrual reflects the fact that MCS work is invoiced the month after
the actual work is performed. This accrual is intended to improve matching of revenue and costs.
 $279,000 in year-to-date client reimbursable T&E costs were reclassified from revenues to contra
expense. This more clearly identifies work sold and actal operating expenses.
e An accrual of $200,000 for sales retums and bad debt was made. This accrual reflects amounts due
from clients which have not been paid due to some type of billing dispute.

New work sold during the quarter of $5.7 miltion mirrored the end of quarter backlog. Wins at Bankers Trust,
Century 21, and Pacific Gas & Electric accounted for $4.2 million of new sold work for the quarter.

YTD

Practice utilization continued to lag plan and declined from Q92-1 to 2 ycar-to-date average of 47% versus 2
budget of 58%.

Lower than planned headcount and spending provided 3 $1.3 million favorable expense variance. Monthly
operating expenses per billable head averaged $13,400 versus a plan of $14,800.

Results of Operations (in millions)

Q92-2 Q52-2 Plan Q92-1 Vanance Change
Net revenucs $ 18 100.0% $ 32 100.0% s 14 10.0% s (1.4) $ 04
Con of revenues - - - - - - - -
Operting expense 24 1332 32 1007 24 1724 0.8 -
Allocations 03 15.1 03 95 083 192 - —

Burdened operating income S (09) (48.3Y% s (03 (102)% s (13) ©1.6% s ©6) $ 04

FY92 YTD FY92 YTD Plan Variance
Net revenues s 32 100.0% $ 53 100.0% s Q1
Cost of revenues - - - - -
Og;cming expense 47 1504 60 1142 13
Allocations 0.5 169 Q.5 8.6 -
Burdencd op ting i $ 21) (61.9)% s (1.2) 8% s (09
r
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Uus MCS

Revenue (in miltions)
Q322

Revenues were $1.4 million below plan. Utilization of billable heads was 44% for the quarter versus a budget of

63%. This represented a decline of 7% points from Q92-1. Fee's per billable hour climbed 10 $142 per hour, from
$111 the previous quarter, but were short of planned revenue per hour of $155.

YTD

Year-to-date fevenue variance was $2.1 million unfavorable to plan.  Practice utilization year-to-date was 47%
versus budget of 58%. Fee's per billable hour averaged $128 versus a plan of $155. Several large proposals were
closed in the month of December and raised the year-to-date monthly average of new sold work to $1.1 million.

Microsoft Coosulting Services
US Practice Utilization
6% 1 Budget

!; B0% +

<
o 55% 1
fj =

L e ————
j D 0% {= — N o
”
D= ~
= L. >SS Actual
Z ] —————

O 40% + + —
Jul-91 Aug-91 Sep-91 Oct-91 Nov-91 Dec-91

Operating Expenses
Q92-2

Opcrating expenses were $855,000 below plan due to lower than planncd headcount. Actual monthly spending
per billable head averaged $13 200 for the quarter, which compared to a planned $14,600.

YTD

Operating cxpenses were $1.3 million favorable to plan for the first six months. Year-to-date spending per
billable head averaged $13,400 per month versus a plan of $14,800 per month.

Headcount
As & Percent of Total
Headcount ’ Actual Plan Variance Change Qpcrating Channels
December 31, 1991 7 100 " (23) 12 1% 2%
September 30, 1991 : 65 82 an 16 1 2
June 30, 1991 49 40 9 10 1 1
March 31, 1991 39 36 3 17 i 1
December 31, 1990 22 27 (5) 6 1 ]
100 MS7029286
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US MCS

US MCS headcount continued to lag plan. Asa result of the negative revenue variance, headcount was only
increased based upon new work sold. Headcount will continue to grow as new work is sold, but MCS will finish
the year well below its plan of 128.

Allocations

Q92-2

Allocations in the quarter were below plan in absolute dollars, but due to the revenue shortfall, were higher than
plan as a percentage of revenues. The allocation of MCS management expenses out to the international
subsidiaries provided a $46,000 favorable variance offset which was partially by a $14,000 unfavorable variance
in the Legal & Corporate Affairs allocation.

Y10

Year-1o-date allocations were above plan in absolute dollars and as a percentage of revenues. Legat & Corporate
Affairs allocations were $87,000 above plan through the end of Q92-2, accounting for a majority of the
unfavorable performance. ’

Burdened Operating Income

Qg2-2

Operating income variance was $530,000 below plan. Lower than planned utilization combined with below plan
headcount generated the variances.

Quarterly Growth

Operating losses for Q92-2 were $853,000, 2 $407,000 improvement over the Q92-1 losses of $1.3 million. Fee
revenue increased $390,000 to $1.8 million for the quarter while expenses were down slightly from Q592-110 Q92-
27 .

YTD

The year-to-date operating loss of $2.1 million was $905,000 greater than plan. MCS will not reach its FY92
revenue budget of $15 million. Heads will only be hired as new work dictates. This should improve utilization
during the second half. MCS is currently estimating a FY92 operating loss of $2.4 million versus a planned loss
of $203,000.
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PropucT GROUP REPORTING

Net Revenues
Q52-2 Q92-2 Pimn Q92-1 Variance _Crange
Applications s M 54% $ 317 S1% s 258 45% $§ $ 113
Systems 24 3 230 3 256 “ 4 22)
SPAG ! 10 67 1 - 5 10 4 12
Other 6 2 13 1 7 1} o (1)
§ 682 100% s 621 100% $ S8 100% $ 55 $ 102
= a ] —————
FY92 YTD FY92 YTD Plan Vsriance
Applications $ 63 50% s 539 49% s 9
Systems 490 k2 407 37 33
SPAG 130 10 121 1 9
Other 12 1 23 3 (11
$ 1.262 100% S 1,090 100% s 172
Op Inc (Loss)
Q92-2 Q92-2 Plan Q92-1 Variance Change
Revenue Revenue Revenue
Applications $ 148 39.8% $ 101 31.5% - 80 30.8% s 4 s &
Syste ms 80 340 ks 310 114 44 7 [x2))
SPAG 24 313 24 351 19 322 - 5
Other 6 {74.0) (8) (39.4) (10)  (130.4) 2 4
$ 246 381 $ 150 303 s 23 349 s % § 4
FYR YTD FY92 YTD Plan Variance
Revenue Revenue
Applications s 36.1% $ 135 248% S n
Sysems 192 394 107 264 85
SPAG 43 28 ¢ 40 326 3
Other (13) (105.3) (13) (54.4) -
$ 449 356 ] 246 S 180
] —— SE—————
Headcount (percent is of Product Groups' total)
December 31, 1991 Sepicmber 30, 1991 June 30, 1991 March 31, 1991 December 31, 1990
Applications 1178 5% 1137 I%% 1,046 k) m1 % 849 5%
Sysems” 1,014 k1 978 0 | 1] 30 81 32 s M
SPAG 49 1 41 1 43 1 k] 1 3 2
{nkerostionalRAD 1,002 2 919 2 ©s 2 68 27 60t 25
Ober 167 ) 18 S 19 b 137 5 13§ [
3410 100% 3238 100% 2933 100% 2.605 100% 2451 100%
Note: Other inchedes Services, Mukime dia, Book s and inter-busine 53 unil e iminstions.
: : » MS7029289
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ProbucT GROUP REPORTING

Quarterly Revenues (in millions)

Q1 QR 0923 Q94 FYQ
Applicstions s 19 us $ m us $ 0 0%
Symems 25 I F<") %) a0 »
SPAD » 10 n 10 1% 10
Other 7 1 [ 2 12 1
i S0 10% s & 100w 322 10%

Q9L Q912 Q913 Qo4 Fm

Applications s . a% s W % s 2% 5% s 2% “% s 938 i

Symeas 1» n 164 % 166 M E- a ]

SPAQ 0 “ » 13 n 12 « ’ 213 12

Other 4 1 ® [{}] ? 1 2 - 7 =
S 30 100% S 46l 100% S &% 100% S 5% 100% 3 1580 100%

Q901 Q902 Q90-3 Q04 FY®
Applcations 3 108 Y s 19 ne s 1= 5ne $ 1S % s & a%
Syrems . < 108 38 1} % 14 44 st »
SPAO 25 1 % 12 n n - s 10 1% 11 -
Owier [ 3 6 2 7 2 9 3 2 2
s 215 1% s 300 100% Y 100% s 3N 100% $ 1.1 100%
Q891 Q892 Q193 0894 FY®
Applications . $ 2 "% s 8 as s 7 0% $ 108 a% $ M1 Qs
Synees ” 43 ” Q » 43 9 41 43 43
SPAG 21 2 k| 4 n 1 19 9 ] 11
Other . s 3 s 2 3 4 s 2 2] )
s 1m 10% S 210 100% s 19 100% s 20 100% 3 804 100%

Nox: See the folowing Chanael sechions for analy sis,
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APPLICATIONS

Results of Operations (in miliions)

.

Q922 Q92-2Plan Q921 Variance  Change
Netrevenues $ 311 100.0% $ 317 100.0% $ 258 100.0% $ A $ 113
Costof revenues 55 147 49 15.7 41 154 © (14)
Operating expense 8 27 81 257 63 40 ®) @5
Allbcations n 218 86 20 75 298 7 4)

Burdened operatng income  § 148 39.8% S 101 31.5% [ 30.8% s 4 $ &

FYR YTD - FY92 YTD Plan Varisnce
Netrevenues $ 630 100.0% $ 539 100.0% s 9
Contof revenues 95 150 ) 158 Qn
Operating expense 150 238 154 835 4
Allocations 158 25.1 166 309 8
Burdened operatng s 7 36.1% s 135 24.8% s N

Channel Revenues (in millions)

Q922

Q92 Plan Q921 Variance Change
IRG-Europe s 18 3 152 $ 13 s kY] s s
USSMD 15t 125 124 % 27
IRG-ROW 45 45 3 - 14
Domesic OEM 3 2 3 1 -
OEM-Europe 2 1 1 1 1
OEM-ROW 1 - - 1 1
Adjustments an (8) (14) (9] 3)
Netrevenues 3 371 s N7 5 258 s 4 I

FYR2YTD
FY2 YTD Plan Variance
IRG-Europe H 299 s - 25 3 48
USSMD 75 - 52
IRG-ROW 76 75 1
Domestic OEM 6 [ 1
OEM-Europe 3 1 2
OEM-ROW 1 - 1
Adjusiments (30) (16) (14
Netrevenues L 1 630 s 539 S 91
I d
, - - ONFIDEN T1o7
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APPUCATIONS

Leading Products (units in thousands, revenues in millions)

Q92-2 Q922 Plan Variance
Win Word U4S 6H § 251 2408 65 $20 HS 4 509
Win Excel 211 61 3 246 70 285 @9 (©)] k7]
PC Word 121 34 284 124 30 4@1 (€)) 4 43
Mac Excel 76 19 25 » 15 64 17 4 (12)
Mac Word 80 16 200 88 17 1% @® m 4
Win Word Upd/Upg 156 16 12 2 2 105 134 14 (0]
PC Works 418 16 » 320 18 51 98 @ a9
Win Excel Upd/Upg 108 14 131 57 7 121 51 7 10
Win Project 28 1 400 2 11 408 - - ®
Win Works ” 9 120 R 3 106 a7 6 14

s 27 $ 238 $ 33
Percennge of netrevenues 73% 5%

Q92-2 Q92-1 Change
Win Word . 24S 6 § 251 180§ 46 § 257 %4s 23 8§ (6
Win Excel 211 67 317 m 49 76 34 18 41
PC Word 121 M 284 88 23 262 3 11 22
Mac Excel 76 19 252 74 18 238 2 1 14
Mac Word 80 16 200 92 15 159 (12) 3 41
Win Word Upg/Upd 156 16 1R 45 5 113 1 11 (11)
PC Works 418 16 ¥ 238 12 52 . 180 4 (13)
Win Excel Upd/Upg 108 14 131 103 12 121 5 2 10
Win Project 28 1n 400 2 10 368 - 1 32
Win Works - ™ 9 120 19 2 109 & 1 11

S 271 . S 192 $ 79
Percenuge of netrevenues 73% 74%

FYR YTD FYR YTD Plan Variance
Win Excel 388 $ 116 $ 29 4158 115 $ 278 @ns 1§ 21
Win Word 454 115 253 411 111 260 43 4 (16)
PC Word 20 58 25 217 52 242 ®) 6 33
Mac Excel 150 37 AuS 106 28 258 4 9 (13)
Mac Word 1m 31 178 165 30 184 8 1 6)
PC Works 656 - “ 616 33 54 40 @ 10
Win Excel UpdfUpg 218 n 126 104 12 120 114 15 6
Win Word Upd/Upg W 21 % 4 108 16 17 @
Win Project . 5 21 34 51 21 405 4 - (v3))]
Mac Excel Upd 130 14 106 67 6 88 63 8 18
’ S 4 $ 412 FEL
Percenuge of netreveaues 74% T%
MS7029292
1% CONFIDENTIAL
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APPLICATIONS

Environment Revenues (in millions)

Q-2 Phn Q921 Q914 Q913
Windows S 28 6% 5% $ 15 57% $ 154 51% $ 149 %
Mac %] 16 19 3 21 57 21 2 16
DOS n 18 2 5 ) 51 P [ 2%
Other 6 2 - S 2 4 1 4 1
88 100% 100% m 100% m 100% 263 100%
—— CE——
Adjustrents [t1)) (40] : 09 —0
Netrevenues $ N 5 253 s 257 $ 2%
P O E—— Amt—
FY$2 YTD ¥Y92 YTD Plan
Windows $ 40t 6% $ 138 59%
Mac 12 1t 102 13
DOs 124 19 125 i)
Ouher 10 2 3 1
650 100% 558 100%
Adpstments 00) 16
Net revenues 3 830 $ $39

Business Unit Results (in millions)

Nerrevenues Q922 92-2 Plan Q%2-1 Variance  Change
Office s 163 44.0% s 14 444% $ 105 40.6% $§ 2 $ 58
_ Analysis 142 38.1 119 376 110 426 pi] 32
Enwy 4 127 » 122° 26 102 8 21
‘Graphics u 30 12 31 8 31 m 3
Daw Access B 21 6 20 9 36 2 1)
Rounding - 0.1 - 0.1 - ©.1) - -
s M 100.0% I 1000% s 258 100.0% $ s 113

Netrevenues FY92YTD FY92 YTD Plan Variance
Qffice § 268 426% $ 240 44.6% s 28
Analysis 252 400 PYYR 17 48
Envy T4 113 - 61 113 13
Graphics 19 33 21 40 )
Dat Access 17 22 12 23 5
Rounding - 0.1) 1 - (D

$ 6% 100.0% $ 5¥ 100.0% $ 91

MS7029293 109
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APPUCATIONS

Opersting Q922 Q52-2 Pl Q92-1 Variance  Change
Income (Loss) Revenue Revenue Revenue
Office * $ 6 405% s @ 337% s 28 266% $ 19 s 38
Analysis 68 482 50 416 50 452 18 18
Envy 16 336 9 23 4 163 7 12
Graphics 2 167 1 55 () 68 1 3
Dam Access @ (543 ® 7 @ a8y 2 @
Rounding - - - - - - - -
$ 148 »3 $ 101 315 $ ™ 08 s 47 S &
Operating FY92 YTD FY92 YTD Plan Variance
Ingcome (oss) Revenue Revenue
Office $ % 351% $ 66 274% s 28
Analysis 118 469 2 52 46
Enry 20 274 8 134 12
Graphics 1 71 1 28 -
Dau Access © (35.0) (13) (102.0) 7
Rounding - - 1 - (i)
s 7 36.1 $ 135 248 $ 92
— AN
Headcount (percent is of Product Groups' total)
December 31, 1991 Sepember 30, 191 June 30, 191 March 31, 1991 December 31, 1990
Office Ly 2% 404 1% ‘ %66 1% mn 10% 250 10%
Andysin 205 [ 1 6 175 [ 158 6 1% 7
Envy 173 s 168 5 1% s 142 6 143 6
Dsm Access 156 5 154 5 1% 5 17 5 13 s
Grapbics 57 2 50 1 « 1 “ 1 43 2
Supporr® 160 5 168 S 160 6 146 6 131 S
1,178 35% 1137 5% 1,046 6% 891 % 849 35%
® Inchides Division Mch‘mul,uuhin, ond Swase gy Mmc-nu
For addisonal info see the following analy s for each Busine s Unit.
MS7029294
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OFFICE

Q92-2

Win Word 2.0 shipped in October 1991. Reaction was extremely favorable, as evidenced by great reviews in the
trade publications and sales of $85 million (full product and updates/upgrades).

Mac Word 5.0 shipped in December 1991.

Competition is increasing as WordPerfect began shipping WordPerfect for Windows during the quarter. Prior to
this quarter, Ami Pro was the only serious contender in the Windows word processing market. WordPerfect
publicly stated that approximately 360,000 units were sold in their first month. Win Word sold approximately
200,000 units during its first month. WordPerfect's early releases were excessively buggy.

In November 1991, an agreement with DEC was announced whereby Microsoft and DEC will work toward
integrating Microsoft applications with DEC’s Team Links clicnt server environment. This will allow seamless
integration with Microsoft applications and provide users the ability to use Microsoft applications with e-mail,
work flow automation, and other Workgroup applications. DEC licensed Microsoft applications and will sell
them along with their own products, worldwide.

Six million dollars in incremental marketing was approved in December 1991. This money will be spent on
competitive comparisons and increased adventising and direct mail.

YTD
Approximately $7 million in incremental marketing was approved YTD.

Good progress was made on Windows for pen computing. Pen release dates are tied to the Windows 3.1
development schedule. Market interest escalated as PC users became informed of the potential uses and
advantages of pen computing.

MS Office demand continued to grow. Win Office shipped 125,000 units and the Mac Office was 150% above
plan of 23,000.

Results of Operations (in millions)

Q922 Q922 Pian Q92! Vaciance Change |
Netrevenues $ 163 100.0% $ Wl 1000% $ 105 1000% s 2 $ S8
Conof revenues n 140 20 146 16 152 ) 3) (]}
Operating expense 37 226 3 A7 2% A4 ) an
Allocations 37 29 41 280 35 338 4 Q)
Burdened operating ncome $ 6 405% s 47 33.7% s 23 26.6% s 19 s 3

FY92 YTD FY92 YTD Plan Variance
Netrevenues $ 268 100.0% $ 240 100.0% $ B
Costof revenues » 145 35 145 “)
Operating expense 63 13 [ ] 262 -
Allocations . T2 2.1 7% 319 4
Burdened operating ncome § M 35.1% s & 774% s 28

’
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OFRcE

Leading Products (units in thousands, revenues in millions)

Win Word 248 6 § 2 2408 65 $20 Ms

PC Word 121 M 284 U 30 41 &) 4 43

Mac Word 80 16 200 88 17 196 ® O] 4

Win Word Upd/Upg 156 16 102 2 2 105 14 14 Q)

PM Word 7 2 342 2 1 268 5 1 n
S 137 § 115 $ 2

Percennge of netrevenoes 84% 82%

Win Word's favorable unit variance was due to a 35,000 unit variance in academic versions. The average
academic unit price of $109, $35 below plan, drove down the overall $/unit average. PC Word's favorable unit
price variance was due to the IFG-Europe channel which was $59 over plan. Mac Word's $1 million unfavorable
variance was probably due to users delaying purchase decisions pending the release of Mac Word 5.0. Win Word

updates/upgrades’ favorable unit and revenue varizaces were due 1o 108,000 unplanned units in the USSMD
channel.

Q92 Q92-1 Change

Win Word 248 6 § 251 180§ 4 S 257 %4 s 23 § (O
PC Word 121 k7 S )7 88 23 262 33 1 2
Mac Word . 80 16 20 7] 15 1% (12) 1 41
Win Word Upd/Upg 156 16 mn 45 s 11 m 1 (1)
PM Word 7 2 342 8 2 298 m - 4“4
s 137 s 91 3
Percenmge of netrevenues $4% $7%

Win Word sales increased by 49% over the previous quarter, due to the introduction of Win Word 2.0 in October
1991. IFG-Europe saw a 56% increase in Win Word revenues while USSMD experienced 35% growth. PC Word
remained popular in Europe. [FG-Europe had a quarterly increase of 23,000 units of PC Word. USSMD had a
6,000 unit increase. An average unit price in IRG-Europe of $342 compared favorably to last quarter's $309, and
accounted for the favorable price per unit variance, USSMD's Mac Word sales dropped by 11,000 units to 55,000
units. The average unit price, however, was $49 higher this quarter in USSMD due 10 an 18,000 unit reduction in
academic units. The 250% increase in unit sales of Win Word updates/upgrades was attributable to the release of
version 2.0. PM Word's sales in IFG-Europe increased 16% in volume and an average price per unit of $468 was
achieved, compared to last quarter’s volume of 3,000 units at an average price of $387. In contrast, both volume
and price per unit in USSMD fell, by 21% and 6%, respectively, ending the quarter with just over 3,000 units sold
at an average price of $231.

FY92 YTD FY2 YTD Plan Variance
Win Word 45 5 115 § 293 418 111 S22 438 4 S (16
PC Word A 0 825 A 52 242 ® 6 3
Mac Word 173 ) B v ] 165 0 184 g 1 ©
Win Word Upd/Upg 202 21 104 » 4 106 16° 17 @
PM Word 15 5 39 S 1 265 104 s
s 290 S 198 § 32

s |

Percentage of netrevenues 83%
AR

Win Word's favorable volume variance was attributable to USSMD selling $3.000 more academic units than
planned. These deeply discounted units also explained the unfavorable price per unit variance. PC Word's

112 M570292
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OFFICE

favmblcpdcepuunitvaﬁwwasduetoashiftinsalcsmixwwardIPG-Emopcandawayfmm the lower
priced USSMD channel. [FG-Europe’s PC Word volume was 149% above USSMD's year-to-date. Win Word
Updates/Upgrades’ favorable unit and revenue variances were primarily due to unplanned sales in the USSMD
channel, which sold 137,000 units for a total of $14 million. Most of the remaining variance was attributable to
stronger than planned sales in IFG-Europe. The favorable PM Word volume variance was due to higher than
planned sales in USSMD and IFG-Europe of 3,000 and 6,000 units, respectively.

Channel Revenues (in millions)

Q-2
‘Q92-2 Plan Q92-1 Varisnce Change
IRG-Europe S “ S 4 s 53 s 10 s 3
USSMD 54 4 38 7 16
IFG-ROW 12 13 8 ) 4
Domestic OEM - 1 1 1 - -
Adjustments 12 6 5 6 7
Netrevenues s 163 S 141 S 105 S 2 S 58

The favorable IFG-Europe revenue variance was primarily due to sales of PC Word (85 million) and Win Word
Upgrades ($2 million). The increase over last quarter came from Win Word ($14 million), PC Word ($10 million)
and Win Word Upgrades ($2 million). The USSMD revenue variance was due to unplanned Win Word Upgrades
of $11 million and a favorable $3 million revenue variance from Win Word academic. The favorable variances
were offset by a $4 million variance in the Mac Word Updates and a $2 million variance for Workgroup's mail
products. The increase over last quarter consisted mainly of greater Win Word (36 million) and Win Word
updates/upgrades ($7 million). The adjustments included inter business unit royalties from the sales of MS Office,
which enjoyed tremendous success in the marketplace.

FY92YTD

FY92YTD Plan Variance
IFG-Europe s 137 s 13 - S 14
USSMD 17) 85 7
1FG-ROW 2 20 -
Domesic OEM 1 1 -
Adpustrents 18 11 7
Netrevenues $ 268 s 240 S 22

PC Word sales in the IFG-Europe channet were $7 million above plan. Win Word Upgrades were S3 million over
plan and academic versions accounted for an additional $1 million variance. PM Word had unplanned revenues
of $3 million. USSMD Win Word full product and update/upgrade revenues were approximately $17 million
above plan. However, below planned revenues from the Mail products ($7 million) and Mac Word updates (S4
million) mitigated the favorable variance. -
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OfrFicE

Product Unit Revenues (in millions)

Q92-2 Q92-2Plan Q92-1 Variance Change
Word $ 187 9% s 131 3% $ 12 97% $ 2% $ 55
Workgroup 6 4 10 7 3 3 @ 3
Pen - - - - - - -
$ 183 100% S 141 100% $ 105 . 100% H n $ S8
' FYS2YTD
FY92 YTD Plan Variance
Word $ 242 97% $ 22 93% $ 30
Workgroup 8 3 17 7 \)]
Pen . - - - - -
$ 250 100% S 9 100% s 21
Cost of Revenues
Q92-2

Product costs were 8.9% of net revenues, compared to a planned 8.1%. The higher product cost percentage was

due to higher than planned volume of lower margin Win Word Upgrades. Non
5.1% versus a 6.5% pian. The lower than planned non-product cost percentage was
manufacturing and distribution allocations and lower royalties. The royalty variance was

surpassed its annual cap on the thesaurus and lower than planned Mac Word revenues.

YTD

-product costs of revenuc were
due to lower than planned
due to Win Word having

Cost of revenues mirrored plan at 14.5% of net revenues. Product costs were 9.2% of net revenues compared t0 2
planned 7.8%. The variance was due to higher than planned shipments of Updates and academic versions. The
product cost variance was offset by lower manufacturing and distribution allocations and Win Word royalties.

Operating Expenses (in millions)

Marketing

Marketing accrual
Payroll & payroll taxes
Other

Q92-2
092-2 Plan Variance
s 14 s 15 s 1
3 - B )
- 5 -
15 13 (2)
S 37 S 33 5 {4)

Total operating expenses were $5 million over plan for the Word product unit and $1 mitlion under plan for the
Workgroup product unit. Marketing costs were accrued to approximate budget on a year-to-date basis.

[4

Marketing

Marketing accrual
Product development
Payroll & payroll taxes
Other

FY92YTD

FYRYTD Plan Variance

s b3 S r4 s 5
5° - (&)

4 L] 1

10 10 -
2 21 ()

S 63 3 63 s -

114

MS7029298
CONFIDENTIAL

' MS-PCA 1189865 ]

CONFIDENTIAL

MS-PCA1189865

J



OfFICE

The marketing variance was due to timing differences, The accrual was booked 10 offset the effects when this
underspending turns around. The Word product unit had a $2 million unfavorable variance while Workgroup was
$2 million under plan.

. As 2 Percentof Total
Headcount Actual Plan Variance Change Operamng _Prod Groups
December 31,191 47 420 m X} 4% 12%
September 30, 1991 404 389 (15) 38 S 12
June 30, 1991 366 261 (105) % S 12
March 31,1991 m 256 Q6) 2 4 10
December 31, 1990 250 240 (10) 17 4 10
Allocations
Q92-2

The favorable allocation variance was primarily due to underspending by IFG-Europe ($1 miltion).

YD

The $4 million favorable variance was due to underspending by IFG-Europe (32 million), USSMD (S1 million)
and IPG ($1 million). '

Burdened Operating Income

Qs2-2

Burdened operating income was 39% above plan. This was largely atuributable to tremendous sales of Win Word
and Win Word Upgrades, particularly in USSMD. Higher than expected average unit prices combined with
exceptionally strong sales of PC Word in IFG-Europe also contributed to BOI being above plan. MS Office inter
business unit royalties were $10 million above plan. The revenue variance more than offset a $4 million
unfavorable operating expense variance.

Quarterly Growth

Burdened operating income grew 137% over last quarter 10 $66 million. The growth was fueled by the
introduction of Win Word 2.0 which was responsible for $34 million of the $58 million quarterly increase in
revenues. ‘

YTD

Burdened operating income of $94 million was 43% above plan. The $28 million revenue variance was primarily
due 1o the introduction of Win Word 2.0. Operating expenses mirrored plan while allocations were $4 million
favorable.
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ANALYSIS

Q922

Incrementa! Excel marketing of $11 million was approved in December. This marketing blitz will focus on the
Win Excel 4.0 launch. ’

Win Excel received top ratings honors from National Software Testing Labs and InfoWorld comparative reviews.
Win Excel also received the Editor’s Choice Award from PC magazine, and PC Computing’s MVP at Comdex.

The $129 competitive upgrade program continued to stimuiate penctration of Win Excel. Demand was not
adversely impacted by 123/W, however, reports from the USSMD channel indicate that character based 123
continues to sell well,

Win Excel 3.1] shipped on October 15, 1991,

Win Excel 4.0 is expected to Ship in March 1992,

Project for Windows 3.0 is scheduled to ship February 15,1992,

Superproject for Windows was released by Computer Associates.

Quattro Pro for Windows' March release slipped, and is now expected in June.

Lotus recently announced plans to layoff 400 employees as part of their overall cost-cutting and restructuring
plans. Lotus has already begun laying off international employees.

YT1D

The MS Office continued to divert sales of standard product towards this economical method of acquiring a suite
of MS applications. Year-to-date Win office shipments of 125,000 units is 208% of plan while the Mac Office is
150% over its plan of 23,000 units.

Lotus 1-2-3 for the Macintosh and 1-2-3/W shipped.
Borland launched Quattro Pro SE (a low-end, reduced capability spreadshees).
French and German versions of Mac Excel 3.0 shipped in Q92-1.

Results of Operations {in millions)

QN2 Q922 Plan QN1 Variance Change
Netrevenues $ 142 1000% s 119 1000% S 110 100.0% $ s
Costof revenues 19 137 16 13.7 15 134 @) (0}
Operating expense % 181 ra 198 18 168 @ @)
Allscations 2 200 .29 249 21 U6 - @)

Burdened opersting income  $ 68 482% S X 41.6% $ X 452% s 18 3 18

FYRYTD FY92 YTD Plan Variance
Netrevenues $ 252 100.0% S 204 1000% s 4
Costof revenues . U 138 28 140 ©®
Operating expense “ 175 . 46 26 2
Albcatonf 56 20 58 282 2
Burdened operating ncome § 118 46.9% s T 352% s &
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ANALYSIS

Leading Products (units in thousands, revenues in millions)

Q922 Q92-2 Phn Variance
Win Excel 2118 6 §3IM 2468 70 $238 BHs s 2
" MacExcel 7% 19 pLv] L 15 264 17 4 (12
Win Excel Upd/Upg 108 14 131 51 7 121 51 ? 10
Win Project 28 11 400 28 11 408 - - ®
Mac ExcelUpd 63 1 105 -30 3 93 3 4 12
$ 118 ) $ 106 s 12
SEm—— A
Pcrcentage of nctrevenues 83% 89%

USSMD accounted for the Win Excel unit variance as pricing and sales focus stimulated Win Office 10 the
detriment of full product sales. USSMD Excel units were 17,000 below plan, while Win Office unit sales exceed
plan by 265%, (59,000 units versus 16,000 plan). Forty-seven percent of Q92-2 Win Excel units were sold via the
Win Office Bundle. Additionally, [FG-ROW and WW OEM units were below plan by 9,000 and 12,000,
respectively. The negative IFG-ROW variance was due to lower than planned sales in Japan. The WW OEM
variance was due to Unisys not reporting royalties related to the Deskiop TII contract. The Win Excel $/unit
variance was attributed to the weaker than budgeted dollar and below plan OEM business. The favorable Mac
Excel unit variance occurred in the USSMD (10,000) and IFG-Europe (6,000) channels. The negative $/unit
variance was due 10 the fact steeply discounted academic versions represented a higher than planned percentage of
the sales mix. The favorable Win Excel update/upgrade unit variance was primarily due to sales of 44,000 units
in IFG-Europe versus 21,000 plan, and USSMD's $129 competitive upgrade program, which generated a positive
variance of 18,000 units. The positive Mac Excel update unit variance was widely dispersed through the
channels. The S/unit variance was due to 57% of USSMD's sales being direct to end users at zero discount,
compared 1o the overall 40% discount in the plan.

Q92-2 Q92-1 Change
Win Excel 211 8 67 § 317 ims 49 §$26 USs 18 § 4l
Mac Excel | 6 19 252 74 18 238 2 1 14
Win Excel Upd/Upg 108 14 131 103 12 121 5 2 10
Win Project 28 )} 400 2 10 368 - 1 2
Mac ExcelUpd 63 7 105 66 7 107 3) = @
$ U8 $ 56 3 2z
Percentage of netrevenues 83% 87%

The positive unit increase for Win Excel was primarily due to increased volume of localized French and German

versions. The favorable S/unit variance was due 1o the price uplift recognized on these localized versions. The

quarter-to-quarter increase in IFG-Europe was primarily attributed to the seasonally slow Q92-1. The S/unit

increase for Mac Excel was attributed to a more favorable sales mix, with less academic units sold in Q92-2. The

Win Excel update/upgrade increase in $/unit primarily occurred in the IFG-ROW duc to the release of Win Excel

3.1J. The Win Project $/unit variance was related 1o deeply discounted unit sales 1o the Australian Tax Office in
Q92-1, versus none in Q92-2.

MS7029301
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ANALYSIS

FYRYTD FY92 YTD Plan Varance
Unix Reva SAloi Unix Revs Sl Upiy  Revs $4lng
Win Excel 33 $ 116 $ 29 415 $ 115 $ 727 @ns 1 8§ 21
Mac Excel 190 37 A4S 106 p’ 258 4 9 (13)
Win Excel Upg/Upd a8 27 1% 04 12 10 e 15 6
Win Project 55 21 % sl 21 405 4 - (vl))
Mac Excel Upd 130 14 106 67 6 88 63 8 18
$ 2§ s 182 KR
L
Percentage of netrevenues 85% 89%
A T

As noted above, the negative Win Excel unit variance occurred in USSMD and was auributed to the success of the
Win Office bundle. Year-to-date unit USSMD sales of the Win Office bundle were 88,000 versus 31,000 plan.
The Win Excel $/unit variance was attributed to a weaker dollar versus the budgeted rate. The Mac Excel unit
and $/unit variance was primarily due to above planned sales of lower priced academic units. The Win Excel
update/upgrade unit variance was related to the continuation of the unbudgeted $129 competitive upgrade
promotion. The Win Project $/unit variance was due to higher than planned licensed units in the IFG-ROW
channel, specifically to the Austrian Tax depanment. The Mac Excel update unit variance was due 10 strong
demand for Mac Excel 3.0. The $/unit variance was due to the deep discount assumed in the USSMD plan.

Channel Revenues (in millions)

Q-2
Q92-2 Plan Q92-1 Variance Change
IFG-Europe ~ S 69 4 56 S 48 S 13 S 21
USSMD 40 38 45 2 (53
IFG-ROW 18 18 11 - 7
Domestic OEM 1 - 1 1 -
Adjustments 14 7 5 7 9

Net revenues s 142 s 119 s 110 3 23 S 32

IFG-Europe revenues were 24% above plan. The positive variance was primzirily due to Win Excel (543 million

versus $38 million plan) and Win Excel update/upgrade ($6 million versus $3 million plan). The 44% quarter-to-
quarter growth was the result of the seasonal siow summer in Europe and was helped by a2 9% foreign exchange
bump. USSMD revenues approximated plan and accounted for 28% of net revenues. The 12% quarter-to-quarter
decrease was primarily due to Win Excel ($2 million), which was impacted by the success of the Office Bundle,
and Mac Excel (81 million). The IFG-ROW consecutive quarter increase was due to Win Excel ($4 million) and
Win Excel update/upgrade ($3 million). The favorable adjustments variance was due to higher than planned inter
business unit royalties which represent ABU's portion of the revenue generated by the Mac and Win Office
bundles.

FYR2YTD
FY92 YTD Pian Variance
IRG-Europe ) 117 S 91 3 2
- USSMD 86 ” 14
IFG-ROW 30 28 2
Domestic OEM 1 1 -
7 Adpstments 18 12 6
Netrevenues S 252 S 204 3 43

IFG-Europe revenues were 28% above plan and comprised 46% of net revenues. The positive variance was
primarily due to stong demand for Win Excel ($7! million versus $62 million plan) and Win Excel
update/upgrade ($14 million versus $7 million plan), USSMD revenucs werc 18% above plan. The positive
variance was comprised of Mac Excel (S20 million versus S14 million plan), Win Excel update/upgrade (59
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ANALYSIS

million versus $4 million plan) and Mac Excel update ($8 million versus $3 million plan). Win Excel was 13%
below plan due to higher than planned units of the Win Office bundle. The positive adjustments variance was due
10 higher than planned inter business unit royalties which represent ABU's portion of the revenue generated by the

Mac and Win Office bundles.

Product Unit Net Revenues (in miltions)

Q92-2 Q92-2Plan Q92-1 Variance Change
Excel s 19 9N% $ 108 8% S % 90% S U s
Progct 13 9 14 12 11 10 (1) 2
s 142 100% S 119 100% s 110 100% s B s 32
FYS2YTD FY92 YTD Plan Variance
Excel s 28 %0% $ 19 88% S 4
Project . 10 25 12 (1
s 252 100% S 24 100% s 4

Cost of Revenues

Q92-2

Product costs were 8.6% of net revenues, compared 10 a planned 7.8%. The variance-was due to higher than
planned product costs in IFG-Europe (9.7% versus 7.3% plan). The product cost variance was partially offset by a

favorable non-product cost variance due to lower allocations from manufacturing and distribution.

Y10

Product costs were 8.4% of net revenues, compared 10 a planned 7.9%. The variance was due 10 Q92-1's sales
mix which favored deeply discounted academic versions in the USSMD channel. Additionally, higher than
planned IFG-Europe products costs, 8.9% versus a planned 7.4%, contributed to the unfavorable product cost
variance. The product cost variance was partially offset by a favorable non-product cost variance due to lower

allocations from manufacturing and distribution.

Operating Expenses (in millions)

Q92-2
Q92-2 Variance
Marketing accrual S 2 s - 3 )
Product development 2 1
Marketing 11 1 -
Payrol] & payroll taxes 2 2 -
Other ' 10 9 £))
S 26 [ 24 s (2)

The marketing accrual reflected a partial accrual for the $11 million incremental marketing which was approved
during the quarter. The product development variance was a timing difference that should reverse by year end.
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ANALYS!S

FY92 YTD

FY92YTD Plan Variance
Marketing accrual S 4 H - .S @)
Product development 2 5 3
Marketing 19 21 2
Payroll & payroll taxes 5 5 -
Other 14 . 15 1

L 44 S 46 S 2

Operating expenses approximated plan and were consisient with the current headcount position. The marketing
accrual variance was made to offset the effects when the current marketing variance reverses. It also represents a
partial accrual for the $11 million incremental marketing which was approved during the quarter. Product
development was slightly below plan and reflecied a timing difference which should reverse by fiscal year end.

As a Percentof Total

_Headcount Acual Plan Variance Change Operaing _Prod Groups

December 31, 1991 205 206 1 12 2% 6%

September 30, 1991 193 191 v)) 18 2 6

June 30, 1991 175 179 4 17 2 6

March 31, 1991 158 17 19 1) 2 6

Decenber 31,1990 159 173 14 11 3 7
Allocations

Q92-2
Quarterly allocations approximated plan.

YTD

The favorable allocations variance was due to underspending by IFG-Europe (S1 million) and [FG-ROW
($601,000).

Burdened Operating Income

Q92-2

The favorable BOI variance was due to greater than planned Win Excel full product and update/upgrade revenues
in IFG-Europe, coupled with strong USSMD sales of the Office bundle.

Quarterly Growth

The 37% quarter-to-quarter revenue growth, fueled by Win Excel in IFG-Europe and USSMD's Office bundle,
more than offset increased operating expenses and allocations.

YTD

Burdened opcmli.ng income was 65% higher than p.an. The variance was due to 3 $48 million revenue variance,
combined with expenses which were slightly below plan.

M57029304 —_—
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competition.

ENTRY

Q92-2

The Solutions Series (Windows Works, Publisher and Money) generated $17 million in revenues during Q92-2.
The unplanned simultancous shipment of French and German versions of Win Works and Publisher added to the
series’ success by generating $9 million in unplanned revenue :

Money continued to receive stiff competition, as Quicken tried to protect market share with a price of $14.95.

Works for Windows Multimedia Edition was released to manufacturing on December 3, 1991. This product did
not acrually ship until January 13, 1992 due to a delay in receiving the duplicated CDs from our outside
duplication vendor.

EBU is aggressively pursuing the mass merchant channel and has developed prototypes of new products for this
channel. These plans will be presented to executive management during Q92-3.

An agreement was reached with Jostens Learning Corporation to make the family of Works products available
with all Jostens Integrated Learning Systems (ILS) networks. Jostens ILS are currently in place at more than
6,000 schools and accessible 1o more than three million students nationwide. MS Works' inclusion in Jostens
Learning's ILS will be available in the fall of 1992.

Y10

The Solutions Series was introduced in Q92-1. Works for Windows, Publisher and Money, target the growing
small business and home user market. The series received great press coverage and enthusiastic acceptance from
resellers and hardware manufactures. To date the series has generated over 27% ($21 million) of EBU's gross
revenues. Ninety-seven percent ($14 million) of EBU's favorable gross revenue variance was due to the Soluton
Series.

The shift in Works' units toward the OEM channel continues as EBU tries to protect market share from

USSMD entered into the mass-merchandiser channel by establishing a direct sales relationship with Costco. EBU
products are the primary thrust of this emerging channel resulting in S2 million in revenues year-to-date,

Product Ship dates
Mac Flight Simulator 4.0 ........... 9/4 Windows Entertainment Pak 2.....ccceeeene 9/13
Windows Entertainment Pak 3...9/13 Works for WINAOWS cccceeesrinssecsevensacssens 9/16
Money 9/23 Publisher 1077

Win Works Multimedia Edition 1/13

Results of Operations (in millions)

Q922 Q92-2Plan Q92-1 Variance Change

Netrevenues $ 47 100.0% S ¥ 1000% $ 2 1000% S 8 s 2
Costof revenues 9 186 9 32 6 219 - [¢)]
Operating expense ‘ 15 308 12 322 9 A1 (¢)] ®
Allocations 7 170 9 23 7 8.7 2 -
Burdened operatng income $ 16 356% S 9 N3% S 4 163% ] 7 s 12

‘ FYS2YTD FYR2YTDPlan  Varimnce
Netrevenues $ 74 1000% s 61 1000% s B
Costof revenues 15 197 i4 ni (0]
Operating cxpense pa 316 2 ass (4)]
Allbcagons 16~ 213 17 274 1
Burdencd operatngincome  § 20 214% S 8 134% s 12

- 05
Prod - i 570293
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ENTRY

Leading Products (untts In thousands, revenues in millions)

Q922 Q92-2 Plan Variance

PC Works 4188 16 § 39 3208 18 § 983 (2) 5 (18).
Win Works ” 9 120 2 3 106 47 6 14
Publisher 45 5 112 18 2 106 27 3 6
Mac Works .33 4 127 47 5 102 (14) ¢V 25
Eatertainment Pak 140 3 20 67 1 21 3 2 (0))

s 37 $ 29 S 8

S— t— ———
Percentage of net revenues 80% T1%

ER—— AR

The favorable PC Works unit variance was due to out-of-period reporting by the German OEM, Vobis Data. In
Q92-2 Vobis reported 139,000 units ($2 million) which represented shipments over the prior four quarters. The
delayed reporting was due 10 a pending price amendment on German Works. The unfavorable PC Works unit
price variance was due to channel mix. Specifically, WW retail units were 29% of total shipments, compared to a
plan of 49%, while the lower per unit revenue WW OEM channel represented 71%, compared to 2 plan of 51%.
Win Works' favorable unit variance was auributed to the unexpected shipment of French and German versions,
which generated 27,000 units and a 13,000 unit variance in [FG-ROW. Unplanned Domestic OEM shipments
(7,000 units) offset the USSMD shorfall (6,000 units). The favorable Win Works unit price variance was a result
of 43% of the sales going through the IFG-Europe channe} at an average price of $158. The plan anticipated IFG
Europe (English language versions) would represent 4% of revenues at $123 per unit. Publisher's favorable unit
variance was spread through all the retail channels: USSMD (33,000 versus 16,000), IFG-Europe (5,000 versus
1,000), and IFG-ROW (6,000 versus 900). Mac Works sales were less than planned in all retail channels.
However, significant revenue shortfalls were mitigated because USSMD and IFG-Europe unit prices were above
plan. Entertainment Paks' favorable unit variance was due to excellent retail sales during the holiday season.
USSMD (91,000 versus 48,000), IFG-Europe (14,000 versus 2,000), and IFG-ROW (27,000 versus 16,000) all
exceeded plan. Domestic OEM recorded 7,000 units versus no plan.

Q92-2 Q92-1 Change
PC Works 4188 16 § 39 2388 12 § 52 1808 4 S (13)
Win Works 79 9 120 19 2 109 60 7 1
Publisher 45 5 112 - - - 45 5 12
Mac Works 33 4 127 44 5 119 (11) (1) 8
Enteruinment Pak 140 3 20 44 1 2 96 2 )

$ 7 S 20 s 17
Percentage of net revenues 80% 9%

As noted above, the favorable PC Works unit variance was due to out-of-period reporting by Vobis Data.
Domestic OEM experienced a 40% increase in units shipped and IFG-Europe increased by 65%. PC Works' unit
price was lower than plan in Domestic OEM ($12 versus $16) and IFG-Europe ($124 versus $135). The increase
in Win Works and Entertainment Pak units were due o the fact that these products did not ship until the last
month in Q92-1. Most of Win Works increase in units came from IFG-Europe (34,000 versus five units in Q92-1)
and IFG-ROW (13,000 versus 48 units in Q92-1). The favorable Win Works price per unit variance was
auributed 10 the big increase in international sales and their related price uplift. The decline in Mac Works sales
is due 10 the drop in USSMD academic units (6,000 versus 19,000 units in Q92-1). This drop is due to the highly
seasonal Q92-1 "b&k to school” sales. ‘
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FYR2YTD FYS2YTD Pha Varmnce
PC Works 65%6 S 29 S 4 6168 33 $ M 408 s (0
Win Works 98 12 118 32 3 106 66 9 12
Mac Works 'y 9 12 80 8 9 @ 1 px)
Publsher 43 5 12 18 -2 106 n 3 6
PC Flight Sim 137 4 2 138 4 31 4)) - 1

S 9 $ 0 s 9
———
Percentage of netrevenucs 0% 3% .
smmmam——

The favorable PC Works unit variance was the result of Vobis Data. USSMD and OEM-ROW also exceeded plan
with USSMD shipping 88,000 units versus a plan of 83,000 and OEM-ROW shipping 47,000 units versus a plan
21,000. The unfavorable unit price variance in PC Works was due 10 sales mix. Retail unit sales were 35% of
total shipments compared to a plan of 47% while WW OEM represented 65% compared to 3 plan of 53%. Win
Works' favorable unit variance was atrributed 1o the earlier than planned shipment of international versions.
International retait generated 48,000 units compared 10 2 plan of 2,000. The favorable Win Works price per unit
variance was attributed to the variance in iniemational sales, and their retated price uplift, and a favorable foreign
exchange variance. Mac Works' favorable unit price variance was duc to USSMD and IFG-Europe having a
higher than planned unit price. Publisher's positive unit variance occurred in USSMD (33,000 units versus 8 plan
of 16,000). In addition, IFG-Europe was 4,000 units over plan and IFG-ROW shipped 6,000 units versus a plan of
900.

Channel Revenues (in millions)

Q92
Q922 Plan Q%2-1 Variance Change

UssMD $ 19 s 18 s VR 1 ] 5
1FG-Europe 19 ’ 13 8 6 11
IFG-ROW 7 7 4 - 3
Domestc OEM 2 1 { 1 1

- OEM-Europe 2 1 - 1 2
Adjustments (2) (1) 1) (1 mn -
Netrevenues S 47 S » $ 26 $ 8 S 21

USSMD highlights included better than expected sales for Publisher (52 million over plan) and Entertainment Pak
(S1 million over plan). However, competition from Quicken restricted Money sales ($1 million below plan) and
Mac Works updates sales were less than expecizd ($1 million less than plan), The Works variance was a result of
the product slipping from November 1991 10 May 1992. IFG-Europe's sales were 47% above plan and accounted
for 41% of EBU's net revenues. The favorable variance was primarily attributable to higher than planned
revenues for Win Works Standard Products and updates ($6 million) as a result of the early shipment of French
and German versions. A portion of this variance was also due to the weak dollar versus plan. The increase in
USSMD sales was due o the Q92-2 release of Publisher, which gencrated $4 million in revenue. IFG-Europe’s
increase in sales from Q92-1 was atributed 10 Win Works standard product and updates ($5 million), PC Works
(52 million) and Publisher ($1 million).

MS7029307
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FY92YTD
FY92YTD Plan Variance
USSMD s 3 S 26 s ?
IFG-Europe b4 21
IFG-ROW 11 12 )
Domestic OEM 3 2
OEM-Europe 3 2 1
OEM-ROW 1 - 1
Adpstments (4) (2 )
Netrevenues s 74 3 61 S 13

USSMD sales were 28% above plan and accounted for 45% of EBU's year-to-date net revenues. The favorable
variance was primarily attributable to higher than planned revenues for Publisher (82 million), Mac Works ($1
million), Win Works ($1 million) and Entertainment Pak ($1 million). IFG-Europe's sales were 28% above plan
and accounted for 36% of EBU's net revenues. The favorable variance was attributable to higher than planned
revenues for Win Works (35 million) and Win Works upgrades ($1 million).

Cost of Revenues

@s2-2

Cost of revenues, as a percent of net revenues, were below plan due to a shift in sales mix and higher than
expected ‘unit prices for most products. Specifically, the royalty based OEM business represented a higher
percentage of revenue than planned.

YTD

Cost of revenues, as a percent of net revenues, were less than plan due to the higher than planned OEM revenues
and higher than expected unit prices for most major products. In addition, manufacturing allocations were lower
than plan, as a percentage of net revenue, due to a favorable revenue variance compared 10 2 relatively fixed cost
base.

Operating Expenses (in millions)

Q2-2 ;
92-2 Plan Variance
Marketing s 5 H 4 $ m
Marketing accrual 1 - 4)]
Payroll & payroll taxes 2 2 -
Orher 7 6 ()
$ 15 $ 12 $ (3)

Operating expenses were over plan due to marketing and the marketing accrual. The marketing variance is
partially due to $1 million in incremental marketing which was approved for advertising and direct mail.

FY92 YTD
FY92 YID Plan Variance
MarKeting . s ] s 7 s -
Markering accrual 1 - (1)
Payroll & payroll taxes 4 4 -
Other 11 11 -
$ 23 $ 22 S (1)

Operating expenses were very close to plan. The marketing accrual will reverse by fiscal year enc.
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As a Percentof Total
Headcount Actual Plan Variance Change Operatng _Prod Groups
December 31, 1991 173 176 3 ] 2% 5%
Sepiember 30, 1991 168 m 3 9 2 5
June 30, 1991 159 152 ) 17 2 6
March 31,1991 142 150 8 ) 2 6
December 31, 1990 143 145 2 7 2 6
3
Allocations
Q92-2

Underspending by Intemational Research and Development ($359,000), IFG-Europe ($106,000) and IFG-ROW
($77,000) were responsible for the lower than planned allocations.

Y1D

Underspending by Intemational Research and Development (8661,000), IFG-Europe ($182,000), Applications
Support ($179,000) and USSMD ($107,000) were responsible for the lower than planned allocations.

Burdened Operating Income

Q922

The favorable burdened operating income variance was duc o greater than planned Win Works and Publisher
revenues.

Quarterly Growth

Burdened operating income improved by $12 million from Q92-2 due 1o greater than planned Solutions Series
revenues in the international channels. The revenue growth was partially offset by higher marketing ($3 million)
and PSS (51 million) costs. Allocations were flat between the two quarters.

YTD

The favorable burdened operating income variance was due to greater than planned Win Works and Publisher
revenues, while expenses and allocations approximated plan.
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DATA ACCESS

Qg2-2

Visual BASIC received top honors at Fall Comdex, PC Magazine's

Computing's MVP award.

Cirrus is scheduled to release to manufacturing on June 1, 1992.
Borland's Paradox for Windows is expected to ship in March 1992.

YTO

Technical Excellence award and PC

Net revenues were 38% above plan primarily due 10 Visual BASIC.' Year-to-date units were 78% above plan

(62,000 versus 35,000 plan).

Results of Operations (in millions)

Q922 Q92-2Plan Q921 Variance Change
Netrevenues $ 8 1000% S [ 100.0% S 9 100.0% s 2 s M
Cosntof revenues ' 2 203 2 256 2 19.6 - -
Operatng expense 7 852 7 1049 6 6.0 - (1)
Allocatons 3 488 3 692 3 389 -~ -
Burdened openating income. 8 {(4) (54.2)% $ (6 HON% s () (18.5% s 2 s (2
FYRYTD FY9R2 YTD Plan Variance
Netrevenues $ 17 1000% S 12 1000% S 5
Costof revenues 3 199 3 U6 -
Operating expense 12 nse 13 1073 , 1
Allbcations * 8 435 9 0.1 1
Butdencd operstingincome  $  (6) (50% s (13) (020% [ 7
Leading Products (units in thousands, revenues in millions)
Q92-2 Q92-2 Plan Variance
Visual BASIC %S 4 $1B9 218 2 Ss16 -88 2 $ 13
PC Quick BASIC 2 1 65 29 2 59 O] 1) 7
Visual BASIC upgrades 11 1 101 3 - 96 8 1 5
Pro BASIC 4 1 245 6 2 288 (2 (1 (43
Mac Quick BASIC 4 - (4] 3 - 56 1 - 4
s 7 s 6 S 1
4 SRR
Percentage of nct revenues 95% 9%
t——— 3

The Visual BASIC full product and upgrade unit variances we
channel for French, German, and International English version

re due to above plan unit sales in the IFG-Europe
s. The $/unit variance was due to the price uplift

recognized on localized versions and a favorable foreign exchange rate. The unit variance for PC Quick BASIC
was due to poor sales in all rewil channcls. The Pro BASIC unit variance was due to below planned sales in the
international retail channels. The $/unit variance was duc 10 400 units of Kanji version sold for $68/unit, and

unplanned MLPs.
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DATA ACCESS

Q92 Q921 " Change .

Visual BASIC 28 4 319 PBS 4 514 “ws - s 15
PC Quick BASIC 2 1 66 21 1 65 1 - 1
Visual BASIC upg 11 1 101 13 1 97 @ - 4
Pro BASIC 4 1 %5 6 2 310 Q) (4}] 65
Mac Quick BASIC 4 ~ Ll 4 - 56 - - 4

s 7 s 8 $ (M)
Percennge of netrevenues 95% 92%

USSMD unit sales of Visual BASIC declined substantially (23,000 Q92-2 vs. 9,000 Q92-1), while IFG-Europe
sales have more than doubled (17,000 versus 7,000). The mix change resulted in the $/unit increase due to the
price uplifi recognized on localized versions. The Pro BASIC unit variance primarily occwred in the IFG-ROW
channel. The $/unit change occurred due to a greater number of lower priced MLPs sold during Q92-2 and the
deeply discounted sale of Kanji product.

FY92 YTD FY92 YTD Plan Variance
Visual BASIC 28 8 $121 338 4 $ 118 278 4 S 6
PC Quick BASIC “ 3 65 55 3 59 Qan - 6
Pro BASIC 10 3 285 10 3 289 - - @
Visual BASIC upg 24 2 % . 15 1 96 9 1 3
Mac Quick BASIC 8 - 58 5 - 56 3 - 2
: S 16 s 11 $ 3

Percentage of net revenues 94% 95%

IR ———

The Visual BASIC unit variance was due to above planned unit sales for both USSMD, 82% (31,000 vs. 17,000
plan) and [FG-Europe, 64% (23,000 vs. 14,000 plan). The Visual BASIC upgrade unit variance refiected the fact
that no upgrades were budgeted for IFG-Europe. The Mac Quick BASIC unit variance was evenly distributed
among the retail channels. ’

Channel Revenues (in millions)

Q922
Q9R-2 Plan Q9N-1 Variance Change
1RG-Europe N 4 M 2 s 2 s 2 N 2
USSMD 3 2 5 1 @
IFG-ROW 2 2 2 - -
Adjstments [¢}] - -~ 1) (1)
Netrevenues S 8 S 6 $ 9 3 2 s (1)

The IFG-Europe and USSMD unit variances were due to above planned sales of Visual BASIC. USSMD Visual
BASIC sales peaked during the first quarter then decreased 62% in Q92-2. [FG-Europe sales increased 148%
during the second quarter due to the introduction of localized product.
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DATA ACCESS

FY92 YTD
FY92 YTD Plan Variance
USSMD $ 7 s 5 S 2
IRG-Ewrope 6 4 2
TFG-ROW 4 3 1
Domestic OEM 1 1 -
Adjustmenis: 105] (1) -
Net revenues -3 17 $ 12 S 5

The favorable revenue variances in all retail channels were related to greater than planned demand for Visual
BASIC.

Cost of Revenues

Q92-2

Product costs approximated plan. Non-product costs were 5.3% versus 9.9% plan. The variance was primarily
due 1o lower than expected MS Database (Desktop III) royalties and favorable manufacturing and distribution
aliocations.

YTD

Product casts were slightly below the 14.9% plan. Non-product costs were below plan due to lower than expected
royalties and favorable manufacturing and distribution allocations. ‘

Operating Expenses (in millions)

Q22
092-2 Plan Variance
Payroll & payroll axes s 2 L § -
Marketing 1 1 -
Marketing accrual 1 - 0)]
Product development - 1 1
Other 3 3 -
S 7 $ 7 S --

The marketing accrual variance was due 1o timing differences. Product development was under plan by $313,000.

FY92 YTD

FY92 YTD Plan Variance
Payroll & payroll taxes s 4 s 4 $ -
Marketing 2 2 -
Marketing accrual 1 - 8Y)
Product development 1 2 1
Other . 4 S 1
- $ 12 5 13 S 1

Year-to-date operating expenses approximated plan. The product development variance was primarily due to
slippage of third-party product localization costs and is expected 1o reverse before year end.
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Asa Percent of Total
Headcount Actual Plan Visriance Change Operatng _Prod Groups
December 31, 1991 156 166 10 2 2% 5%
Sepiember 30, 1991 154 161 7 15 2 5
June 30, 1991 139 134 0] 12 2 S
March 31, 1991 17 134 7 4 2 5
December 31, 1990 123 133 10 s 2 s
Allocations
Q92-2

Q92-2 allocated expenses were below plan. Applications support ($369,000) and International R&D (5229,000)
both underspent budget.

YTD

Year-to-date allocated expenses were below plan. The largest variances occurred in Applications support
($794,000) and International R&D ($407,000).

Burdened Operating income

Q92-2

The smaller than planned loss was due to higher than expected revenues for Visual BASIC. Operating expcnsc§
were at plan, while cost of revenues and allocations were both favorable.

Quarterly Growth

The burdenied operating loss grew $2 million over the prior quarter. Lower revenue, due 0 slowdown of USSMD
demand for Visual BASIC, was responsible for the negative change.

YTD

The year-to-date burdened operating losses were significantly less than planned. Th_e favorable variance was due
to higher than expected revenues for Visual BASIC, lower than planned operating expenses, and favorable
allocations.
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GRAPHICS

Q82-2

Lotus shipped Freelance for Windows in November 1991 and launched a direct mail campaign combined with 3
substantial trade advertising promotion.

Harvard Graphics for Windows is expected to ship in February 1992. A large promotional drive is expected.

YTD

The Menlo Park development group plans to ship Win and Mac PowerPoint version 3.0 in February and June
1992, respectively.

A reselier-focused, $129 Win PowerPoint competitive upgrade was launched in September 1991,

Results of Operations (in millions)

Q92 Q92-2Plan Q921 Variance Change
Netrevenues $ 11 1000% $ 12 1000% $ 8 100.0% $ (1 $ 3
Costof revenues -2 183 2 193 2 210 - -
Operating expense 4 36 5 453 4 457 1 -
Allocations 3 24 4 299 3 40.1 1 -
Burdened operaing income  § 2 16.7% $ 1 5.5% s () (68)% 3 1 S 3
FYR YTD FY92 YTD Plan Variance
Netrevenues $ 19 10Q0% $ 21 100.0% s @
Costof revenues 4 194 4 193 -
° Operating expense 8 37 . 10 457 2
Allocations [] 338 6 322 -
Burdened operating ncome~ § 1 71.1% L 1 28% S -
Leading Products (units in thousands, revenues in millions)
Q22 Q92-2 Plan Variance
Win PowerPoint 168 4 $214 363 8 §$25 (208 s 59
Mac PowerPoint 9 2 207 7 2 220 2 - (13)
. $ 6 $ 10 s (4)
S— o— eo—
Percentage of net revenues 55% 83%
L] S

The Win PowerPoint unit variance was due to a late royalty report from Unisys and a shift in USSMD 1o the Win
Office, which cannibalizes a cerain percentage of Win PowerPoint sales. Unisys' report of 5,000 units was
received afier the close of the quarter. The absence of the lower priced Unisys sales caused the favorable $/unit
variance. USSMD PowerPoint units were 29% below plan, while Win Office Bundle unit sales exceed plan by
265%, (59.000 units vs. 16,000 plan), 85% of Q92-2 Win PowerPoint units were sold via the Win Officc Bundle.
Mac PowerPoint unit sales approximated plan. The $/unit variance was due to 700 academic units being sold for
$78 in the USSMD channel versus no budget. .
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GRAPHICS

Q922
Unizs Revs SAinit
Win PowerPoint 168 4 $S2U
Mac PowerPoint 9 2
$ 6
Percentage of netrevenues 55%

218 4 $192
9 2 196

Change
s - s 8
- - 1
s -
AR

The Win PowerPoint unit and $/unit changes were primarily due to a late royalty report from Unisys. The Mac
PowerPoint $/unit variance is due from more academic units being sold during Q92-1.

FY92 YTD

FY92 YTD Plan

Variance

Units Revs $Unit

Win PowerPoint 37 &8 $228

Mac PowerPoint 17 4 202
$ 12

Percentage of net revenues 63%
R

Upits Rovs SAlnit
60 S 14 $209
14 3. 219

5 17

81%

Ugits Revs $Alnit
Gns ©S 19
3 1. a9
s

The Win PowerPoint unit variance is due to sales shifting to the Win Office Bundle, users waiting for Win
PowerPoint 3.0 and aggressive competition from Lotus and Harvard Graphics. The $/unit variance is due to lower
than planned OEM business. Mac PowerPoint unit sales approximated year-to-date plan, the $/unit variance is
due to 1,800 academic units being sold in the USSMD channel for $78 versus no plan.

Channel Revenues (in millions)

Q92-2
Q92-2 Q92-1 Variance Change
" USSMD s 4 s 5 3 4 H m S -
IFG-Europe 2 4 1 2 1
IFG-ROW -- 1 1 1) (1)
Adjustments 5 2 2 3 3
Netrevenues S 11 s 12 S 8 s ay - S 3

USSMD sales of Win PowerPoint were $1 million below a $4 million plan. Mac PowerPoint was $500,000 above
a $1 million plan. IFG-Europe sales of Win PowerPoint were $1 million below a $3 million plan and Mac
PowerPoint was $100,000 below plan. [FG-ROW sales of Win and Mac PowerPoint were $400,000 and $200,000
below plan, respectively. The favorable adjustments variance was due to higher than expected sales of the Mac

and Win Office bundles.
FY92 YTD

FY92 YID Plan Variance
USSMD s S 10 s ()]
IFG-ROW 2 (¢)]
IFG-Europe 6 (¢3)
Domestic OEM 1 1)
Adjustments 2 4
Net revenues $ [ 21 S )

USSMD sales of Win PowerPoint were-$3 million below plan of $8 million. Mac PowerPoint was $1 million
above plan. [FG-Europe sales of Win PowerPoint were $2 million versus plan of $5 million and Mac PowerPoint
was $200,000 below a $700,000 plan. [FG-ROW sales of both Win and Mac PowerPoint were $200,000 and
$300,000 below plan, respectively. The favorable adjustments variance was due to higher than planned sales for

the Mac and Win Office bundles.
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GRAPHICS

Cost of Revenues

Q92-2

Product costs were 7.8% of net revenues versus 10.6% plan. All chinnels had favorable product costs. The
product cost variance was partially offsct by an unfavorable non-product cost variance resulting from above
planned inter business unit royalties related to the Office bundle sales.

Y1D

Product cost of revenues were 8.5% of net revenues versus 10.7% plan. The product cost variance was partially
offset by higher than planned inter business unit royalties related to the Office bundle sales.

Operating Expenses (in millions)

Q92-2
Q92-2 Plan Variance
Marketing s 1 £ 3 1 S -
Product development - 1 1
Payroll & payroll taxes 1 1 -
Other 2 2 -
S 4 $ 5 S 1

Product development was under plan by $465,000 due to lower than planned third-party development spending.
This timing difference that should reverse by year end.

FY92 YTD
FY92 YID Plan Variance
Marketing s 2 s 3 s 1
Product development 1 1 -
Payroll & payroll taxes 2 2 -
Other 3 4 1
S 8 $ 10 S 2
Marketing was under plan by $1 million. This savings will reverse by year end.
As a Percentof Total
Headcount Acual Plan Variance - Change Operating _Prod Groups
December 31, 191 57 67 10 7 1% 2%
September 30, 1991 50 57 7 3 1 2
June 30, 1991 47 62 15 1 1 2
March 31, 191 46 59 13 3 1 2
December 31, 1990 43 52 9 3 1 2
Alloct lons

There weye no significant allocation variances.
Burdened Operating Income
Qs2-2

BOI was $1.9 million versus plan of $646,000. Lower than planned revenues were offset by favorable operating
expense and allocations variances.
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GRAPHICS

Quarterly Growth
The $3 million growth in BOI was due entirely to increased sales of the Office bundle.

Y10

Operating results were at plan thanks to strong sales of the Office bundle and favorable expense variances.
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SYSTEMS
Results of Operations (in millions)

Q922 Q922 Plan Q92-1 Variance Change
Netrevenues $ B4 100.0% $ 20 1000% $ 25 100.0% H 4 $ @
Costof revenues 0 13.1 M 140 7 JTX 4 7
Operating expense Ly 29 n n3 % 217 3 4
Allocations 54 30 0 B1 48 194 4) ()]
Burdened operating income s W 34.0% s 7 31.0% $ 1S H“HaA% $ 7 $ (3%
FYR2YTD FY92 YTD Plan Variance
Netrevenues $ 490 1000% S 407  100.0% s &
Conof revenucs 68 138 51 137 (43)]
Operating expense 126 2556 138 40 12
Allocations 104 212 105 259 1
Burdcned operating income §__ 192 39.4% s 107 26.4% s 8
Channel Revenues (in millions)
Q92-2
Q9R-2 Plan Q92-1 Variance Change
IRG-Europe s & 3 7 s 8 s ©® S n
Dome stic OEM 49 45 47 4 2
USSMD 4 4 64 - 0)
OEM-ROW 28 2 31 - (&)
IRG-ROW % 2 26 4 -
OEM-Europe 14 15 17 m ©]
Adjustments 4 (0] 13 6 )
Netrevenues $ 34 S 230 256 S 4 $ (22)
FY®2YTD
FY92YTD Plan Variance
1KG-Europe s 127 - 119 S 8
Domestic OEM 9% 89 7
USSMD 109 m 32
OEM-ROW » 54 s
IRG-ROW 3 4 12
OEM-Europe 3 29 2
Adjustments 15 ) 17
S 490 3 407 [ (<]
’
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SYsTEMS

Leading Products (units in thousands, revenues in millions)

Q922 Q92-2Pian Variance
MS-DOS 4630 S 8 S 18 43748 14 S 17 2% $ 11§ 1
Win 3.0 1,504 66 4 . 1685 mn 46 (181) (1 (v4]
MS-DOS § Upgrade 62 n 54 434 v} 62 168 6 ®
“ProC ’ 2% 5 x3 b ] 6 262 3 @ 9
LAN Manager Server 30 4 1% 4 2 64 @ 2 62
Win 3.0Upd 58 3 % 12 6 63 (44) (©)) @
Windows Manuak 56 2 32 42 1 2 14 1 12
Quick C for Windows 16 2 100 9 1 107 P | 1 2
LAN Manager Unlimie d 1 2 388 1 3 348 - m (199
LAN Manager 1-5 User 3 2 681 7 4 5% @ @ 18
osn2 100 2 18 57 1 21 43 1 6))
T X5 T
Percentage of netrevenues 88% 88%
T—— E———
Q922 Q921 Change
MS-DOS 4630 § 8 S 18 38618 73§ 19 %8 12 8 (1)
Win3.0 . 1,504 66 44 1247 56 45 257 10 )]
MS-DOS 5 Upgrade 6 33 54 1013 0 60 1) @ 6}
ProC 26 5 p.oc] 25 5 209 1 - - ©
LAN Manager Server 30 4 126 21 3 141 9 1 (15
Win 3.0 Upd 58 3 59 40 2 61 18 1 (v )]
Windows Manuak 56 2 32 39 1 20 17 1 12
Quick C for Windows 16 2 109 3 - 108 . .3 2 1
LAN Manager Unlimied 1 2 3238 - 1 3108 1 1 180
LAN Manager 1-5User 3 2 681 2 1 597 1 1 84
0s/2 100 2 18 83 3 32. 17 (¢)) (D)
T X5 3 X5 51
Percentage of netrevenues 88% 80%
e
FYR2YTD FY92 YTD Plan Variance
Unik Revs SUni Uniz Revs 3SUnit Unis Revs 3Anb
MS-DOS 8491 § 18 § 19 80™ S 138 § 17 41228 20§ 2
Win 3.0 2752 12 44 30N 133 43 G119 (11 1
MS-DOS 5 Upgrade 1,615 93 58 650 39 60 965 54 (V)]
ProC 52 1 206 4 10 261 12 1 (55)
LAN Manager Server 50 7 132 7 5 65 2n 2 61
Win 3.0 Upd 9 6 61 15% 10 61 (5D (C) -
0572 183 4 24 112 4 32 n - (8)
LAN Manager Unlimited "1 4 1 5 3461 - () (40
Windows Manuals 95 3 27 80 2 20 15 1 7
LAN Manager Client n 3. 46 2 - 75 9 3 (9
TAT T 3% 5 65
SeeTaRIIS emm———
Id .
Percentage of netrevenues 84% 85%
MS7029319
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SvysTeMs

Business Unit Results (in millions)

Netrevennes Q92-2 Q92-2Plan Q9RN-1 Variance Change
MS-DOS $ 113 503% $ 10t 44.1% s 1M 52.5% s 17 $ (16)
Windows 78 3313 88 383 65 254 1o 13
Networks 17 12 19 82 17 65 ) -
Languages 14 6.1 19 82 12 45 ()] 2
UPB 5 21 1 03 26 102 4 [v3))
Unix - 2 10 2 09 2 03 - -

s 24 100.0% $ 220 100.0% $ 2% 100.0% $ 4 s (2

Netrevepues FY$2 YTD FY92 YTD Phn Variance
MS-DOS $ 283 515% $ 1 435% s 76
Windows 143 22 152 373 )

Networks M 69 35 85 (¢)]
Languages 26 53 35 85 o)
UPB 31 63 S 12 26
Unix 4 09 4 10 -
Rounding (1) €0.1) (1) - -
$ 4% 100.0% s 4an 100.0% S 83

Operating Q922 Q92-2Pkn ' Q%92-1 Variance  Change

Inconme (QLoss) Revenue Revenue Revenuc
MS-DOS s 8 704% $ 63.6% [ 91 616% $ 13 s ®
Windows 8 98 15 169 10 147 (Y] @
Networks an 97.2) an 91.9) (12 (70.5) - ()]
Languages [¢))] 8.7 3 133 (v} (18.9 (G} 1
UPB H 1000 1 1000 26. 1000 4 @1
Unix 2 828 1 466 2 828 1 -

$ 8 Ko ) 310 s 115 444 $ 7 $ (35)
E— L T

Operating FYR2YTD FY92 YTD Plan Variance

Income (Loss) Revenue Revenue
MS-DOS $ 14 68.9% s 118 66.5% s 56
Windows 17 120 14 90 3
Networks @8 (340 39 (982 6
Languages (%)) 13.)) 3 95 ©)

UPB 30 1000 5 1000 25 -
Unix 3 828 2 468 1
Rounding 1) - [4)) - -
. s 12 94 s 107 264 s 85
Se————
MS7029320
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SysTeus

Headcount (percent is of Product Groups’ total)

December 31,1991 September 30, 1991 June 30, 1991 March 31, 1991 December 31, 1990
DOS ST 208 7 208 2 20% s 20% a  20%
Windows 554 15.0 524 15.0 1 6.0 133 5.0 132 5.0
Languages 158 5.0 152 50 147 5.0 140 5.0 136 60
Networks 191 &0 194 6.0 192 10 39 9.0 s 10.0
Unix - - - - 2 - 2 - 2 -
ose - - - - 204 7.0 184 7.0 185 80
Printer - - - - 2 1.0 A 1.0 21 1.0
Suppan® S4 2.0 S1 2.0 79 2.0 T 3.0 &6 20
1,014 30.0% 978 30.0% 870 30.0% 841 32.0% 823 34.0%
® Support includes Division Management, Ady d Technical & Busi. Systems User Education, Business Ope: and MSJ
Development.
See the following Business Unit sections for analysis of the significant Business Units.
4
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MS-DOS

Q92-2

MS-DOS § Upgrade shipments of 602,000 units and $33 million, exceeded plan by 169,000 units and $6 million.
However, Q92-2 represented a decrease of 410,000 units and $27 million from the 1.0 million units and $60
million during Q92-1. The decline in shipments resulted in high inventory levels and plans for Q92-3 promotions
to regalvanize demand.

Pricing and marketing strategies are being considered which may impact gross margins and channel mix in future
quarters, most notably the MS-DOS Easy Distribution program. Already, 35 finished goods MS-DOS customers
have signed long-term royalty agreements, 32 of which anticipate using the Easy Distribution program. About
half are also licensing Windows.

YTD

Surprising initial response to the MS-DOS 5 Upgrade resulted in significant favorable variances in units (964,000)
and revenues ($54 million).

In Q92-1, $1.6 million in incremental marketing was approved for advertising in business publications and other
promotional programs.

Pricing pressure from competitors, notably Novell's DR DOS, continues. Novell announced intentions to tighten
the integration of DR DOS with NetWare.

Results of Operations (in millions)

Q92-2 Q592-2 Plan Q92-1 Varance Change
Net revenues S 118 100.0% $ 101 100.0% $ 1M 100.0% s 17 S (16)
* Con of revenues 13 11.1 11 10.4 20 147 @ ()]
Opensting expense 10 8.5 10 9.7 13 9.5 - )
Allocations 12 10.0 10 11.3 10 8.2 Q) 2
Burdened operating i 5 83 70.4% S 70 636% s 91 67.6% s 13 S (8)
FY92 YTD FY92 YTD Plan Variance
Net revenues S 253 100.0% $ 177 100.0% $ 7
Cost of revenues 33 13.0 17 9.7 (16)
Operating expense 23 9.0 20 13 3)
Allocations 23 9.0 22 12.5 (1)
Burdened openuting i $ 174 69.0% S 118 66.5% $ 56

Channel Revenues (in millions)

Q922
Q92-2 Plan Q92-1 Variance Change
IFG-Europe s 35 s 26 s 36 s 9 S (¢))]
OEM-Domestic ' 27 27 27 - --
OEM-ROW 25 23 17 2 8
USSMD 14 10 34 4 (20)
IFG-ROW 12 9 14 3 2)
OEM-Europe g . 8 - -
Adjustments (3) (2) (2) ) (1
Net revenues s 118 3 101 S 134 s 17 $ (16)
" ; . 2 T <ae
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MS-DOS

[FG-Europe MS-DOS shipments of 216,000 exceeded plan of 171,000 and accounted for $4 million of the
favorable variance. The MS-DOS/Windows Bundle shipped 29,000 units compared to plan of only 4,000,
contributing an additional $4 million 1o the variance, while the MS-DOS S Upgrade made up the remaining $1
million. The USSMD favorable variance was made up entirely of MS-DOS § Upgrade shipments, while the IFG-
ROW favorable variance was mainly comprised of MS-DOS, which shipped 122,000 units, exceeding plan by
55,000 and creating a variance of $3 million. OEM-ROW MS-DOS exceeded plan by 207,000 units, resulting in
their favorable variance.

FYR YD

FY92 YTD Plan Variance
IFG-Europe s ) S 37 s 34
OEM-Domestic 54 53 1
USSMD 47 15 32
OEM-ROW 42 40 2
IFG-ROW 25 16 9
OEM-Europe 16 18 2)
Adjustments [v3) Q@) -
Net revenues s 253 $ 177 by 76

[FG-Europe's sizable favorable variance was led by MS-DOS 5 Upgrade shipments of 506,000 units, which
exceeded plan by 293,000, and generated a $19 million variance, MS-DOS shipments were 405,000, compared to
plan of 280,000 and contribuied $9 million to the favorable variance. The MS-DOS/Windows Bundle shipped
39,000 units versus 7,000, resulting in $5 million in unplanned revenue. USSMD's significant favorable variance
was due to the MS-DOS 5 Upgrade which was 213% over plan. The unexpectedly strong results occurred
primarily during Q92-1. IFG-ROW's variance was comprised of MS-DOS ($7 million) and the MS-DOS 5
Upgrade ($2 million). Worldwide OEM did not vary significantly from plan, however, there was an increasing
emphasis on market penetration, favoring a shift toward OEM royalty business in future periods.

Significant Worldwide OEM Customers

Q922
Q92-2 Flan 092-1 Variance Change
Sanyo s 6.0 S 0.6 s - s 54 H 6.0
NEC 34 34 32 - 0.2
Compaq 34 4.1 3.2 (7 0.2
ACER - 33 1.2 0.8 2.1 2.5
Packard Bell 25 1.7 1.0 0.8 1.5
Phocnix Comp Products 19 - 08 1.0 1.1 0.9
Philips Electronics 1.7 1.0 - 0.7 1.7
Oliveni 1.5 1.5 1.8 - (.3)
AST Research 1.5 13 1.8 0.2 3)
Toshiba 14 22 1.9 (.8) (.5)
Dell 1.3 08 1.3 0.5 -
Gateway 2000 1.3 08 19 0.5 (.6)
Tandy 12 1.5 1.0 (.3) 0.2
Hewlent Packard 1.1 06 0.5 0.5 0.6
Siemens 1.0 1.0 1.1 - 1
Orher Customers 21.7 35.6 31.0 (1.9) (3.3)

b 60.2 $ 58.1 S 51.5 S 2.1 $ 8.7

Worldwide OEM revenues exceeded plan .primarily due to two Far East OEM's: Sanyo and ACER. Sanyo
reported 304,000 units versus a plan of only 27,000, while ACER reported 392,000 against a plan of only 70,000.
Their variances were due 10 out-of-period royalty reports which included unit sales for the five quarters and two

142 : Ms7029323
CONFIDENTIAL

MS-PCA 1189890 |
CONFIDENTIAL |

MS-PCA1189890



MS-DOS

quarters, respectively. In addition, Dell and Gateway 2000 cach had favorable variances due to the increasing
market share eamed by direct responses and mass merchandising OEMs. Compaq royalties were 17% below plan.

Cost of Revenues

Q92-2

The Q92-2 cost of revenues variance was due to $2 million in unplanned inter business unit royalties paid to the
Windows business unit for the MS-DOS/Win bundle. Product costs were under plan as a percentage of net
revenues (6.9% versus 7.9%) due to reductions in the raw material costs for packaged MS-DOS.

Y10

The year-to-date variance in cost of revenues was due to the shift in sales mix to packaged products, specifically
the MS-DOS 5 Upgrade. As a percentage of gross revenues, actual product costs were 9,7% versus plan of 7.1%.
This variance reflected the fact that the predominately royalty based OEM channel represented 44% of net
revenues versus plan of 62%. The remainder of the unfavorable variance was due to $3 million in unplanned inter
business unit royalties for the MS-DOS/Win bundle.

Operating Expenses (in millions)

Q92-2

Q92-2 Plan Variance

Marketing s 4 s 3 S ¢V
Marketing accrual (1) - 1
PSS 2 3 1
Payroll & payroll taxes 1 1 -

Other 4 3 (n
3 10 S 10 S -

Overspending for marketing was offset by the marketing accrual. PSS was under plan due to lower than planned
headcount supporting DOS. .

FY92 YID

FY92 YTD Plan Variance |
Marketing s 9 S 7 N @
Marketing accrual 1 - )
PSS 4 5 1
Payroll & payroll taxes 1 1 -
Other 8 7 (1)

5 23 S 20 S (3)

The variance in marketing was largely due to overspending in IFG-Europe, while the marketing accrual was
created to partially offset the affects when incremental marketing expenditures are incurred. PSS was under plan,
consistent with the favorable average headcount variance in that group. ’

MS7029324
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MS-DOS

As a Percent of Total

Headcount Actual Plan Variance Change ~ Operating _Prod Groups

December 31, 1991 57 53 4) - 1%. 2%

September 30, 1991 s7 49 ®) s 1 2

June 30, 1991 52 40 (12) 4 1 2

March 31, 1991 48 36 (12) - 1 2

December 31, 1990 48 35 (13) 3 1 2
Allocations

Allocations were over plan for the quarter and year-to-date due to higher than planned charges from all three
OEM channels. '

Burdened Operating Income
Q92-2

Burdened operating income was 19% higher than planned. The variance was due to a $17 million revenue
variance which offset higher than planned cost of revenue and unfavorable channel allocations.

Quarterly Growth

Led by the shrinkage in MS-DOS S Upgrade volume, revenues decreased by $16 million on a quarter-to-quarter
basis. However, the decrease was offset by a comresponding reduction in COGS and operating expenses. The shift
away from the MS-DOS 5 Upgrade resulted in a higher mix of OEM revenue, giving rise to the 2.8% increase in
the BOI percentage as compared to Q92-1.

YTD

Burdened operating income exceeded plan by 48%. The variance was due 1o high initial demand for the MS-DOS
5 Upgrade, compared to a conservative plan, particularly in [FG-Europe. The $76 million revenue variance more
than offset an increase in cost of revenues brought about by the shift in sales mix away from the royalty business
and higher than budgeted expenses.
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WINDOWS

Q92-2

Headcount remained below plan (554 versus plan of 618 as of December 31, 1991). However, the January 1,
1992 reallocation of Networks headcount resulted in an increase of approximately 90 persons o the Windows
business unit. This will negatively impact operating expenses over the remainder of FY92.

- Win 3.1 is scheduled to be announced at WinWorld on April 6, 1992, with release to manufacturing on March 9,
1992. The enhanced version will incorporate over 1,000 changes based on feedback from the millions of current
Win 3.0 users. It will provide better applications support, including Object Linking and Embedding (OLE), tue
type fonts and support for MS-DOS applications. It will also include OS features which will help it perform faster
and more reliable than Win 3.0. Key examples of those features include applications reboot, parameter validation,
Smartdrive 4.0, and 32 bit disk access. In addition, a peer-to-peer networking add-on is planned for release during
Q24. :

Win 3.0 Q92-2 shipments and revenues, including updates and all bundles, were 1.8 million and $77. million,
respectively. The Mouse/Windows bundie accounted for 219,000 units and $5.2 million, the MS-DOS/Windows
bundle 35,000 units and $2.5 million.

Incremental marketing of $6 million was approved in December.

YTD
Since July 1, 1991, virwally all activities relating 1o the development, testing and marketing of Windows have

been consolidated in the Windows business unit. Major groups that are part of this "Super” Windows Business
Unit include NT, Advanced Windows Services and Win Printing.

Life-to-date shipments including updates and bundles, as of December 31, 1991, plus an estimate of unreported
Q92-2 OEM shipments, were 9 million. Life-to-date revenues were $388 million.

Windows SDK life-to-date shipments were nearly 71,000 through December 31, 1991.

Results of Operations (in millions)

Q92-2 Q92-2 Plan Q92-1 Vatiance Change
Net revenues $ 78 100.0% § 88 100.0% $ 65 1000% $ (10) $ 13
Cost of revenues 114l 13 142 10 152 2 1)
Operating cxpense 37 410 B 429 25 382 1 12)
Allocations 22 29.1 22 26.0 20 319 -- (2)

Burdened operating income S 8 9.8% s 15 16.9% s 10 14.7% s M S

FY92 YTD FY92 YTD Plan Variance
Net revenues $ 143 100.0% $ 152 100% S (9
Cost of revenues 21 146 22 143 1
Openting expense 62 43.0 n 45 10
Allocations 43 304 @ 292 1
Burdened operating i s 17 12.0% s 14 9.0% s 3
MS702932 6
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WiNDOWS

Leading Products (units in thousands, revenues in millions)

Q92-2 Q92-2 Plan Variance i

Win 3.0 15048 66 3 44 16858 77 § 46° (181)S (1) § (@
Win 3.0 Updates 58 3 59 102 6 63 (44) 3) @)
Windows Manuals 56 2 32 42 1 20 14 1 12
Windows SDK 4 1 278 ? 2 264 @) (1) 14

S 72 S 86 $ (14)

SRR E_——— 3 3§
Percentage of net revenues 92% 98%

el L3

The Win 3.0 unit variance was largely due to IFG-Europe shipping 101,000 units less than planned. The Win 3.0
updates units variance was comprised of unfavorable variances in IFG-Europe (35,000) and IFG-ROW (11,000),
less a favorable variance in USSMD (2,000). The Windows Manuals favorable unit variance was atributed to
Japanese manuals (11,000), while the unit price variance was due to [FG-Europe shipping 3,000 unplanned units
at an average price of $52. IFG-Europe was responsible for the unfavorable unit variance for the Windows SDK,
although pricing exceeded plan within all retail channels.

Q-2 Q2-1 Change }
Win 3.0 1504 $§ 66 S 44 1247 § 56 § 45 2578 10 § (1)
Win 3.0 Updates 58 3 59 40 2 61 18 1 ()
Windows Manuals 56 2 kY] 39 1 20 17 1 12
Windows SDK 4 1 218 5 1 281 (¢}) - 3)

s 12 $ 60 s 12
Percentage of net revenues 92% 93%

Demand for Win 3.0 continued as shipments grew by 21%. Q92-2 set another record for units shipped, including
updates and bundles, of 1.8 million versus 1.4 million during Q92-1. OEM shipments of Win 3.0 continued to
increass as a percentage of the total (64% versus 63% in the prior quarter) resulting in the slight price per unit
reduction. All retail channels shared in the unit increase for Win 3.0 updates. The growth in Windows Manuals
related to MS Japan selling 25,000 more manuals than in Q92-1. The Windows Manual $/unit change was due to
IFG-Europe shipping 3,000 unplanned units at an average price of $52.

FY92 YTD FY92 Plan Variance
Win 3.0 27528 122 $ 4 30718 133 § 43 G19)s an s 1
Win 3.0 Updates 9 6 61 156 10 61 57 4) -
Windows Manuals 95 3 27 80 2 20 15 1 7
Windows SDK 9 2 280 15 4 264 (6) (2) 16

$ 133 . $ 149 $ (16)

] T

Percentage of net revenues __9_22 _?lﬁ

Windows revenues continued to grow during the first half of FY92, though not enough 1o keep pace with an
aggressive international plan. The Win 3.0 international shortfall occurred primarily in OEM-Europe (354,000)
and IFG-Europe (150,000). These were partially offset by favorabie variances in USSMD (116,000) and
Domestic OEM (107,000). Win 3.0 update units fell short of plan in all retail channels: IFG-Europe (35,000).
IFG-ROW (19,000) and USSMD (2,000). Windows Manual units were favorable because of unplanned shipments
through Domestic OEM (7;000), IFG-Europe (4,000) and USSMD (3,000). The favorable price per unit variance
was due to IFG-Europe pricing which averaged $44.

MS7029327
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WinDOWS

Channel Revenues (in millions)

Q92-2

Q92-2 Plan Q92-1 Variance: Change
IFG-Europe S 26 s 38 $ 16 S (12) S 10
USSMD 20 19 21 1 M)
Domestic OEM 1 12 . 13 ()] @)
IFG-ROW 8 8 7 - 1
OEM-ROW 5 6 4 (¢)] 1
OEM-Europe 4 4 3 - 1
Adjustments 4 1 1 3 3
Net revenues s 78 S 88 S 65 s (10) $ 13

The IFG-Europe unfavorable variance was due to Win 3.0 being under plan by 101,000 units or $10 million. In
addition, IFG-Europe Win 3.0 updates were under plan by 35,000 units, $2 million. Compared 1o the previous
quarter, IFG-Europe Win 3.0 units and revenues increased by 53% and $9 million, respectively. The remainder of
the IFG-Europe growth came from Win 3.0 updates which increased by 13,000 units and $1 million.

FY92 YTD

FY92 YTD Plan Variance
IFG-Europe s 42 S 60 H (18)
USSMD 41 34 7
Domestic OEM 23 22 1
IFG-ROW 15 14 1
OEM-ROW 9 10 )
OEM-Europe 6 9 3)
Adjustments 7 3 4
Net revenues S 143 S 152 $ 9

IFG-Europe's aggressive plan for Windows resulted in a 30% unfavorable revenue variance. German and French
versions of Win 3.0 had shortfalls in units of 76,000 ($9 million) and 56,000 ($5 million), respectively. USSMD
partially offset the unfavorable European variance. Revenue adjustments were above plan due to 2 favorable
variance in inter business unit royalties from SPAG and MS-DOS bundles (approximately $3 million cach). These
bundles represented 250,000 units of Win 3.0 during Q92-2,

Cost of Revenues

Q92-2

The slightly favorable cost of revenues variance was due 10 lower than planned update revenues, and higher than
plan revenues from inter business unit royalties.

Y10

Product Cost of revenues was slightly above plan as a percent of revenues. USSMD, which has relatively lower
margins, represented 29% -of revenues versus plan of 23% and Domestic OEM shipped more packaged product
than plarfned.

MS7029328
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WINDOWS

Operating Expenses (in millions)

Q22
Q922 Plan Variance
Marketing accrual s 3 H - S )
Product development 2 4 2
Murketing 6 1 1
PSS 8 9 1
Professional fees 1 - m
Payroll & payroll taxes 9 9 -
Other 8 9 1
S 37 S 38 S 1

The marketing accrual represents a timing mechanism for expenses which will be incurred later in the year. The
$2 million favorable variance in product development consisted of $1 million in purchased code and $1 million in
third-party development, $500,000 which was for development of NT/UNIX compatibility which has slipped until
late this fiscal year. The favorable variance in PSS is primarily due to lower than planned hiring in the
departments which service Windows. The unfavorable variance in professional fees was due to legal expenses
related o the Apple litigation.

FY92YTD

FY92YTD Plan Variance
Product development s 3 S 8 s 5
PSS 12 16 4
Marketing accrual 2 - (03}
Marketing 12 13 1
Payroll & payroll taxes 16 - 17 1
Other 17 18 1

S 62 $ 72 . S 10

Product development continued to reflect significant underspending due to a conservative budget. The primary
components of the variance were $1 million in planned third-party development for NT/UNIX compatibility
which slipped to Q92-4, $700,000 in unspent development for NT and $600,000 in third-party development for
Advanced Windows' Services. The favorable variance in PSS was due to below plan for costs Windows' servicing
departments. Payroll and other headcount variances were generally under plan due to the favorable variance in
headcount (see table below). The marketing accrual includes a portion of the incremental marketing which was
approved in December,

As a Percent of Total

Headcount Actual Plan Variance Change Operating  Prod Groups
December 31, 1991 554 618 64 30 6% 16%
September 30, 1991 524 588 64 352 6 15
June 30, 1991 172 89 (83) 39 2 6
March 31, 1991 . 133 89 (44) 1 2 5
Decermber 31, 1990 132 85 (CY)) 8 2 5

Allocations

There were no significant allocation variances.
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WINDOWS

Burdened Operating income

Q92-2

The unfavorable variance in burdened operating income was due to weak Win 3.0 sales in the [FG-Europe
channel. Cost of revenues and expenses were slightly under plan.

Quarterly Growth

Win 3.0 revenue growth in the IFG-Europe channel was offset by significant growth in operating expenses, which
increased by S$12 million. The increase consisted primarily of accrued marketing ($3 millior:), PSS ($3 million),
payroll ($1 million) and professional fees (§1 million).

Y10

The $9 million revenue shortfall was offset by lower than planned operating expenscs and allocations, resulting in
a $3 million favorable BOI variance.

_ , MS57029330
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NETWORKS

Q92-2

LAN Manager 2.1 was released on December 6, 1991, reaffirming Microsoft's commitment 1o the Networking
business. The product received favorable technical reviews. .

The Networks Business Unit reorganized in December. Ninety product development and marketing employees
were re-deployed, effective January 1, 1992, 10 support Windows NT.

SQL Server 4.2 and a family of related products for client-server applications development were announced oa
January 15, 1992. The change in version numbering brought MS 1o a scheme consistent with Sybase and
represents 2 commitment by Microsoft and Sybase to deliver the same features in all versions of SQL Server.

Y1D

The delayed release of LAN Manager 2.1 and concerns regarding OS/2 impaired demand for the product during
the first several months of the fiscal year.

Strong Domestic OEM demand for LAN Manager Server and LAN Manager Client offsct weakness in the
European retail channel.

Results of Operations (in millions)

Q92-2 Q92-2 Plan Q%21 Variance  Chmnge_
Netrevenues $ 17 100.0% $ 19 1000% s 17 1000% $ @ s -
Costof revenues 3 192 4 19.6 3 184 1 -
Operating expense 15 886 17 886 1 63 2 4
Alocations 16 89.4 15 0.7 15 84.8 (1) (1)
. Burdened operating i $ (A7) (91.2% S (1) L% s (12)- (0S5r% S - s (9
FY92 YTD FY92 YTD Plan Variance
Netrevenues $ MU 100% $ 35 1000% $ (D
Cos of revenues 6 188 7 18.8 1
Operating expense % 781 ki 904 5
Allocations 0 §7.1 31 890 1
Burdened operaing income  §__(28) (84.0Y% $ (34) (98.2r% S 6

Leading Products (units in thousands, revenues in millions)

Q922 Q92-2 Plan Variance

LAN Manager Server 308 4 $16 4SS 2 5 & s 2 § 62
LAN Manager Unkmited 1 2 3288 1 3 3486 - m a9
LAN Manager 1.5 User 3 2 681 7 4 5% @ 2 106
0s/2 100 2 18 57 1 21 43 1 ()} .
SQL Server Unbmied - 1 3108 1 2 2090 m 1y 1065
LAN Manager 10Pack 2 1 671 2 1 623 - - 54
LAN Manager 3COM Unid 1 1 728 - - 532 1 1 196
LAN Manager Cbent 4 1 148 1 - m 3 1 1™

I 13 . T 1

] SE—— E——
Percentage of netrevenues 2% 68%

—

The LAN Manager Server revenue and $/unit variance resulted from a shift in the sales mix to IBM which
reported OEM sales of 17,618 units at $155/unit versus plan of 1,500 units at $200/unit. Unit sales of LAN
Manager Server to customers other than IBM were 20,000 below plan, but were <old at an average $58/unit higher
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NETWORKS

than plan. Lower than planned IFG shipments resulied in unfavorable revenue variances for LAN Manager
Unlimited, LAN Manager 1-S User, and SQL Server Unlimited products. A price increase during Q92-1 for SQL
Server Unlimited resulted in a favorable $/unit variance. LAN Manager Unlimited $/unit was below plan duc to a
shift in sales mix from IRG channels 10 the lower revenue USSMD channel. Favorable OS/2 unit and revenue
variances resulted from higher than planned reporting by IBM, but favorable pricing on these units drove the
$/unit down. LAN Manager Client $/unit variance resulted from a plan that underestimated the unit sales to OEM
customers.

Q92-2 Q92-1 Change
L AN Manager Server 308 4 5126 218 3 S 98 1 8§15
LAN Manager Unlimnited 1 2 3288 - 1 3108 1 1 180
LAN Manager 1-5 User 3 2 681 2 1 597 1 1 84
os2 100 2 18 83 3 N 17 m a9
SQL Searver Unlimited - 1 3,108 1 1 2358 ) - 47
LAN Manager 10 Pack 2 1 6T 1 1 607 1 - 70
LAN Manager 3ICOM Unlid 1 1 728 2 1 604 (¢)) - 124
LAN Manager Client 4 1 148 67 3 39 63) 2 109
S 14 $ 14 s -
Percentage of net revenues 82% 82%

Significant domestic OEM reporting by IBM resulted in a 43% increase in unit sales for LAN Manager Server.
0S/2 revenues were down 31%, despite a 22% increase in units reported, reflecting the favorable pricing granted
IBM. SQL Server and LAN Manager 3COM Unlimited revenues reflected no change, as lower unit sales were
offset by higher revenue per unit. The unfavorable unit and revenue changes for LAN Manager Client resulted
from a missing royalty report from DEC.

FY$%2 YTD FY92 YTD Plan Variance

. Units Revs S/lUnit Units Reys SAlit Units Revs S0Joil
LAN Manager Server 508 7 $13 71s S5 §$ 65 Qs 2 § 67
LAN Manager Unlimited 1 4 3221 1 5 3461 - (1) (240
osnR 183 4 24 112 4 32 n - (8)
LAN Manager 1-5 User 5 3 642 12 7 570 m @ 72
SQL Server Unlimited 1 3 2689 2 3 2031 (03] - 658
LAN Manager 10 Pack 3 2 648 4 2 616 - (03] - 32
LAN Manager 3COM Unld 3 2 659 1 - 532 2 2 127
LAN Manager Client 71 3 46 2 - 275 9 3 @9

$ 28 S 26 s 2

Percentage of net revenues 82% 74%

LAN Manager Server's revenue variance resulted from higher than anticipated reporting by IBM during Q92-2.
The LAN Manager Unlimited negative revenue variance resulted from a shift in the sales mix from retail to
Domestic OEM revenue. The increase in units and lower S/unit for OS/2 resulted primarily from higher units
reported by IBM at favorable pricing. Above plan OEM reporting by DEC resulied in the favorable unit and
revenue variances for LAN Manager Client. DEC's low per unit price was primarily responsible for the LAN
~ Manager Client $/unit variance.
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NETWORKS

Channel hevenuu (in millions)

Q922
Q92-2 Plan Q92-1 °~ _Variance Change
Domestic OEM 5 3 6 2 )
USSMD 4 4 3 - 1
IFG-Europe 4 ] 3 (4) 1
IFG-ROW 2 2 2 - -
OEM-ROW 1 1 2 - 1)
OEM-Europe 1 1 2 - (4]
Adjustments - - 1) - 1
Net revenues $ 17 s 19 $ 17 $ (2) S -

LAN Manager Server exceeded plan in the Domestic OEM channel by 92%, accounting for most of the favorable
variance. Lower than anticipated shipments of LAN Manager 1-5 User, LAN Manager Unlimited and SQL Server
Unlimited contributed to the negative variance in IFG-Europe.

FYR2YTD

FYR2 YTD Plan Variance
Domestic OEM 11 6 5
USSMD 8 8 -
IFG-Europe 7 12 )
IRG-ROW 4 4 -
OEM-ROW 3 2 1
OEM-Europe 3 2 1
Adjustrents ()] 1 3)
Netrevenues s k. $ 35 S (1)

——————— ] —

Above plan reporting of LAN Manager Server by IBM and LAN Manager Client by DEC conuibuted to the
Domestic OEM favorable variance. Weakness in the IFG-Europe channel was atributable to lower than
anticipated shipments of LAN Manager Unlimited, LAN Manager 1-5 User, and SQL Server Unlimited.

Cost of Revenues

Q92-2

Cost of revenues, as a percentage of net revenues, was slightly lower than plan. The variance was primarily due
10 a shift in mix to the OEM channel and lower than planned royalties.

YTD

As a percentage of net revenues, COst of revenues mirrored plan (18.8%). The shift in sales mix to OEM,
combined with lower royalties, offset higher than planned cost of revenue for SQL and OS5/2.

Operating Expenses (in millions)

4

Q92-2
92-2 Plan Variance

Marketingaccrmal  ~  $ 3 S - s
Marketing 3 s 2
Product development 1 2 1
Payroll & payroll taxes 2 3 1
Other 6 7 1

S 15 S 17 S 2
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NETWORKS

Operating expenses were below plan due to a delay in marketing expenditures. A marketing accrual was made o
offset the impact when the marketing variance tumns around. Payroll for the quarter was below plan due to a
hiring freeze that was instituted in anticipation of transferring personnel out of the Networks Business Unit and
into the Windows NT group upon release of LAN Manager 2.1. As a result, average headcount for the Networks
Business Unit was 27 employees under plan for Q92-2.

FY92 YTD
FY92 YTD Plan Variance

Marketing accrual s 4 S - S @
Marketing 5 9 - 4
Product development 2 4 2
Payroll & payroll taxes 5 6 1
Other 10 12 2

S 26 s 31 $ 5

Product development expenses trailed plan due to lower than anticipated spending for development related to Mac
connectivity and third-party development of SQL Server. Delays in the release of LAN Manager 2.1 and the
hiring freeze combined o keep marketing and payroll expenses below plan. An unplanned marketing accrual was
recorded 10 offset the impact when the marketing variance tumns around.

As a Percent of Total

Headcount Actual Plan Variance Change Operating Prod Groups
December 31, 1991 191 218 27 3) 2% 6%
September 30, 1991 194 212 18 2 2 6
June 30, 1991 192 252 60 - 47 3 7
March 31,1991 239 252 13 4 4 9
December 31, 1990 235 231 @ 2 4 10

Allocations
Q92-2

Allocations were $535,000 below plan. The largest variances occurred in IFG-Europe and [FG-ROW.

YTD

Al allocations were below plan by $1 million. International R&D, IFG-Europe and USSMD accounted for the
bulk of the savings.

Burdened Operating Loss

Q382-2

The burdened operating loss was slightly lower than plan due to the favorable operating expense variance. The
favorable results were achieved despite an unfavorable net revenue variance which occurred in IFG-Europe.

" Quartertly Growth

The sequential increase in burdened 6pcming loss was partially due to the timing of marketing expenditures that
accompanied the December release of LAN Manager 2.1. Operating expenses increased $4 million and
allocations $1 million. Net revenues increased by 2% over the prior quarter.

YTD ]

The year-to-date burdened operating loss was $6 million less than planned. The favorable variance was due to
lower than planned operating expenses. Specifically, slippage of third-party development (S2 million), and lower
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NETWORKS

than planned PSS costs (63
expense variance.

2 million), combined with below planned headcount for the $5 million operating
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LANGUAGES

Qs2-2
Win Quick C completed its first full quarter of sales. Revenues exceed plan by 76%.

In November, Borland released C++ 3.0 ($495) and Turbo C++ for Windows ($150). Microsoft's Professional C
7.0 is expected to be released in February, 1992, having slipped from an original ship date of November, 1991,

A new version of MASM was released in December. Sales for that month were 172% of plan.

YTD

Quick C for Windows shipped in September, 1991. The product was originally scheduled to ship in July, 1991.
Win COBOL, shipped on schedule in Q92-1. All MS Languages arc now available for Windows.

Net revenues for the Languages business unit were 75% of plan, as all major product families were below plan.

Results of Operations (in miltions)

Q92-2 Q922 Plan Q921 Variance _Change
Netrevenues S 14 100.0% $ 19 1000% s 12 1000% s ) s 2
Costof revenues 3 p2X0] 5 A4 4 362 2 1
Operating cxpense 8 569 3 405 6 510 - @
Allocatons 4 28.8 3 218 4 313 (1) -
Burdened operating income  $ 1 @1% S 3 13.3% s ) (18%% S (4 3 1

- FYRYTD FY92YTD Plan Variance
Netrevenues . $ 26 1000% S 35 100.0% s O
Costof revenues 8 2.0 9 250 1
Operating expense 4 542 15 . 425 1
Alloeations 7 299 8 2.0 1

Burdened operating income [3 () . (13.1)% S 3 9.5% S (6)

Leading Products (units in thousar.dJs, revenues in millions)

— Q92-2 Q92-2 Plan Variance
Pro C 268 S S 238 6 S22 38 (1) $®
Quick C for Windows 16 2 109 9 1 107 7 1 2
Pro FORTRAN 5 1 287 12 2 152 (Y] 1 135
Quick C for Windows Upg 11 1 %0 4 - 76 7 1 14
MASM 8 1 106 10 1 n [vad) - 14

$ 10 s 10 s -
————— —

Percenmge of netrevenues 68% ._5.1.1

The favorable unit variance and unfavorable $/unit variance for Pro C were due to unplanned sales of 5,000 OEM
Runtime Jjbraries a1 $1 per unit. These libraries were sold to Micro Focus for inclusion in other language products
under an ongoing license agreement. Pro C's revenue variance was modest given the slippage in version 7.0
(originally scheduled 1o ship in Q91-4). Pro C updates bore the brunt of the slippage with revenues of $289,000
versus plan of $2 million. Quick C for Windows full product and upgrade beat plan by a combined 115% and
surpassed the Q92-1 (quaner budgeted for product launch) plan by 28%. The unfavorable unit variance and
favorable $/unit variance in Pro FORTRAN were due 1o an unmet plan to sell 5,000 license units to Micro Focus
for $3 per unit. Weak demand caused the unfavorable revenue variance in Pro FORTRAN. Pro C/Win SDK

—
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LANGUAGES

A update ($1 million) and Pro COBOL ($815,000), though not in the top five, also contributed to Languages’ overall
unfavorable revenue variance.

Q92-2 Q921 Change

ProC 28 S5 $X3 258 S S 18§ - 8§ ©
Quick C for Windows 16 2 109 3 - 108 13 2 1
Pro FORTRAN 5 1 287 6 1 62 1) - 25
Quick C for Windows Upg 11 1 90 - - - 11 1 -
MASM 8 1 106 9 1 95 m___ - 11

310 I 7 S 3
Percennge of netrevenues 68% 5%

L TR

Quick C for Windows and Quick C for Windows dpgnde accounted for the entire change in revenue between
Q92-1 and Q92-2. The increase in $/uit for Pro FORTRAN was caused by a shift in sales mix toward the higher
SRP international channels. In Q92-2, 60% of Pro FORTRAN retail units were sold internationally versus 42% in
Q92-1. .

FYR2YTD FYS2YTD Phn Variance
ProC 528 11 $ 206 40 s 10 § 26 128 1 8 (55
Pro FORTRAN 10 3 274 25 4 150 (15) M 13
Quick C for Windows '’ 19 2 109 20 2 107 m - 2
MASM 18 2 101 18 2 91 - - 10
Pro COBOL 4 2 440 6 3 485 (v)] (ORI
N S 2l KO
—
Percennge of netrevenues . 67% ' 51%

The S/unit variance in Pro C was caused by the unplanned sale of 11,500 OEM Runtime libraries at an average
price of $5 per unit. The favorable FORTRAN $/unit variance was the result of an unmel plan to sell
approximately 10,000 OEM units (including the 5,000 mentioned above) at an average price of $4 per unit.
Slippage in Quick C for Windows to the end of Q92-1 resulted in a revenue shortfail. Pro COBOL revenues were
below plan due 1o weak demand, primarily in IFG-Europe.

Channel Revenues (in millions)

22
Q92-2 Plan Q92-1 Variance Change
USSMD M 6 3 10 s 6 S @) s -
IFG-ROW 4 4 4 - -
IFG-Europe 4 6 3 2 1
Adjustments - (1) (1) 1 1
Net revenues S 14 p 19 S 12 S (5) S 2

_ USSMD sales were 38% below plan and accounted for 44% of Languages net revenues. Slippage of Pro C update
and Pro C/Win SDK and update accounted for the majority of the revenue variance. IFG-Europe's revenue
variance was due to Pro C (S1 million versus plan of $2 million) and Pro C updatc ($140,000 versus plan of §1
million). ’
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LANGUAGES

FY92 YID
FY92 YTD Plan Variance
USSMD s 12 s 20 $ (8)
IFG-ROW 8 7 1
{FG-Europe 7 10 (©)]
Adjustments 1) ) 1
Net revenues S 26 s 35 1 (9)

USSMD sales were weak across all products, with the exception of Pro C, which, when combined with Pro C
update, had a slightly positive variance. Unfavorable variances in USSMD included Pro C Win/SDK (52 million)
and update ($1 million), Source Profiler (S1 million), Pro FORTRAN ($885,000) and update ($613,000). Strong
sales in Japan of Pro C update and Pro C/Win SDK caused a favorable variance in IFG-ROW revenues. IFG-
Europe was hurt by Pro C and update with unfavorable variances of $2 million and $1 million, respectively.

Cost of Revenues

Q32-2

Cost of revenues were slightly below plan. This variance was partially due to the slippage of lower margin update
revenue.

YTD

Cost of revenues were 29% of net revenues versus plan of 25%. This variance was partially explained by sales
mix. IFG-ROW had 30% of gross revenues versus plan of 18%, while that channel’s product costs, as a
percentage of gross revenucs, are 117% higher than those of the other two channels combined. Additionally,
unfavorable variances in non-product cost of revenues adversely impacted gross profit.

Operating Expenses (in millions)

12
Q92-2 Plan Variance
Payroll & payroll tax 5 2 S 2 S -
Product support services 2 2 -
Marketing 2 2 -
Other 2 2 -~
s 8 S 8 $ -
There were no significant variances from plan.
FY9R2YTD

FYR2YTD Plan Variance

Payroll & payroll tax S 4 S 4 S -

. Product support services 3 3 -

Marketing 3 3 -

Product deve bpment 1 1 -

" Oter 3 4 1

S 14 S 15 S

Operating expenses were under plan by $599,000. Lower than planned product development expense accounted
for $458.000 of this variance and payroll and payroll tax accounted for the remainder. The payroll variance was
in line with the favorable headcount variance, shown below.

MS7029338
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LANGUAGES

As a Percent of Total

Headcount Actal Plan Variance Change Operatng _Prod Groups

December 31, 1991 158 152 ) 6 2% 5%

Seprember 30, 1991 152 - 162 10 5 2 5

June 30, 1991 147 142 ®) 7 2 5

March 31, 1991 140 143 3 4 2 s

December 31, 1990 136 143 7 1 2 6
Allocations

There were no significant allocation variances in Q92-2 or 2 year-to-date.
Burdened Operating income
Q92-2

The $1 million burdened operating loss was the result of a 25% revenue shortfall. The revenue variance was due
10 slippage of Pro C 7.0, coupled with lower than planned demand for Pro FORTRAN and Pro COBOL.
Operating expenses and allocations were at plan.

Quarterly Growth

The quarterly reduction in burdened operating loss was due entirely to the restatement of IFG-Europe cost of
revenues. Revenue growth of $2 million was offset by operating expense growth of $2 million, primarily in
product development, PSS and marketing. .

YT1D

Despite favorable variances in operating expenses and cost of revenues, BOI feli significantly short of plan. The
variance was due to the slippage of Pro C 7.0, Quick C for Windows and unfavorable revenue variances in several
other products.
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SPAG

Qs82-2

USSMD's "Buy 8 Get 10" promotion for the Mouse/Win bundle stimulated revenues 10 147% of plan. The
promotion was launched in October and concluded in early December.

OEM Mous¢ unit sales were nearly four times those planned and accounted for 37% of all Mice shipped. This is
the result of an industry trend in which PC vendors arc increasingly shipping systems which include Mice. Ficrce
price competition in the OEM market has increased margin pressure on this business.

BallPoint unit shipments were only 62% of plan as distributors sold inventories purchased in Q92-1. In January
Dell and Toshiba entered BallPoint OEM agreements. Beginning in February all Dell notebooks will be available
with a package which includes the BallPoint Mouse, MS-DOS 5 and Windows 3.0. The BallPoint will be fitted
with 2 custom clip which allows the computers 1o be closed with the BallPoint attached. Toshiba has also sclected
BallPoint, with the custom clip, for a promotion of its notebooks.

Mouse/Paintbrush bundle sales were below plan as customers shified 10 Naked Mice, OEM Mice and the
Mouse/Win bundle.

Y10

BallPoint revenues were 280% of plan in Q92-1. However, slower Q92-2 sales led to first half revenues of 165%
of plan. .

The Mouse/Win bundle was well ahead of plan in Q92-1. With the advent of the "Buy 8 Get 10" promotion in
Q92-2, the Mouse/W in bundle became the dominant SPAG revenue generator.

Unit sales continued to shift to the lower revenue, lower margin OEM channel. This shift is a concern for longer
term Mouse profitability.

.Overall, the Serial Mouse continues to gain share relative to the Bus Mouse. The trend toward serial is driven by

the increasing number of computers sold with extra serial ports or dedicated Mouse ports. This trend is positive
since the. Serial Mouse has higher margins than the Bus Mouse.

Results of Operations (in millions)

Q922 Q922 Plan Q921 Variance  Change
Netrevenues $ 71 1000% $ 6 1000% S 5 1000% S 4 $ 12
Costof revenues 4 418 0 M6 2 488 (O] *)
Operating cxpense 6 80 6 84 4 6.1 : - Q)
Aliocations 7 109 7 119 7 129 - -
Burdened operating mcome . $ 24 33.3% S U 35.1% s 19 R22% S - $ S
FYR2 YTD FY92 YTD Plan Variance
Netrevenues $ 130 1000% $ 121 1000% S 9
Costof revenucs 63 483 55 455 ®
Operating cxpense 9 71 1 [ ¥ 2
Allocations 15 118 1S 13.1 -
Burdencd opcrating income.~ § 43 328% $ 0 N6 S 3
’
- - - MS7029340 —_—
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SPAG

Leading Products (untts In thousands, revenues in millions)

Q%22 Q922 Phn Variance
Unin Revs S/Unit Unis Revs &Alnit Unix Revs SUnit
Serial Mouse/Win 2088 26 S 126 1355 18 §$1%0 % 8 $ @
Serial Mouse (Naked) - 225 16 n 268 19 & (43) @ 3
Serial Mouse /Paintbrush 100 10 100 141 14 9% (41) (O] 4
OEM Mouse 406 8 21 108 3 26 2% 5 &)
Ser. Mouse 5-Pack 13. 4 319 9 3 N2 4 1 7
S o s 5 s 7
o—— —————
Percentage of netrevenues _Lﬂ_a' 2%

Mouse/Win unit sales were well above plan due in large part to the "Buy 8 Get 107 promotion. Despite the
success of this promotion, $/unit missed plan by only 3%. The price held up ductoa favorable sales mix in which
IFG-Europe and I[FG-ROW, with their higher per unit revenue, weighed more heavily than planned. Strong
shipments of the Mouse/Win bundle and the OEM Mouse caused the unfavorable variances in the Naked Serial
Mouse and the Mouse/Paintbrush bundle. In Europe the Mouse/Paintbrush shorifall was §3 million. OEM Mouse
sales were the result of the pointing device market shifting away from retail and towards the OEM channel.
Fierce price competition in the OEM area from both Logitech and Taiwanese suppliers has forced $/unit down to
80% of plan. The Serial Mouse 5-Pack beat plan as more customers than expected took advantage of the volume
discount. :

Q92-2 ’ Q921 Change
Serial Mouse/Win 28 26 $ 126 108 17 §51R 758 9 %8 ©
Serial Mouse (Naked) 25 16 77 161 11 n 64 5 1
Serial Mouse/Paintbrush 100 10 100 90 8 93 10 2 7
_OEM Mouse 406 8 21 304 6 21 102 2 -
Ser. Mouse 5-Pack 13 4 319 1 3 305 2 1 ‘4 -

S 64 $ 45 $ 19
Percenuge of netrevenues 91% 7%

R — —

The Serial Mouse/Win bundle grew on the strength of the "Buy 8 Get 10" promotion. While significantly below
plan, the Naked Serial Mouse grew substantially from the prior quarter. Most of this growth occurred in IFG-
Europe. The OEM Mouse, reflecting the industry trend outlined above, grew 34% quarter to quarter.

FYRYTD FY92YTD Plan Variance

Serial Mouse /Win 3358 43 $ 128 2468 32 $10 g9s 11 S
Serial Mouse (Naked) 387 28 7] 4 3 ] ()] &) 3
Ser. Mouse/Painbrush 191 18 96" 253 24 9s 62) ©® 1
OEM Mouse gV 15 21 185 5 26 526 10 &)
BalPoint 113 10 97 63 6 95 » 4 2

$ 114 s 100 $ 14

o S EESTE— —————
Percennge of netrevenues 1% 82%

The Serial Mouse/Win bundle beat plan by 34% through unexpectedly swong demand coupled with the "Buy 8
Get 10" promotion. The Naked Sérial Mouse and the Serial Mouse/Paintbrush bundie were below plan as sales
shifted 10 the Mouse/Win bundle and to the OEM channel. The OEM Mouse became a dominant product in terms
of units. BallPoint dropped off the leading products list in Q92-2 after iniual channel fill in Q92-1. Shipments
were hurt by large inventories left over from the product launch. Sell-through figures suggest that BallPoint sales
should approximate plan going forward. -

57029341
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SPAG

Channel Revenues (in millions)

Q922
Q92-2 Plan Q92-1 Variance Change
USSMD s 33 s 35 s 3 H (2) H -
1FG-Europe 26 24 16 2 - 10
IFG-ROW 9 8 7 1 2
Domestic OEM 7 3 6 4 1
Adjustments (G)] 3 3 (1) (¢))
Netrevenues S ! $ 67 S 9 s 4 S 12

The unfavorable variance in the USSMD
OEM channel. The favorable variance in
Mouse/Win bundle. In addition to the Mouse/Win bundle,
increase in units sold in [FG-Europe over
than planned demand for Mouse/Win bundle
bundle windows, they also need to ship the Mouse in order
significant margin pressure for SPAG since gross margins
retail channels.

channel was primarily attributable to the shift in units to the Domestic
[FG-Europe was due primarily to 2 $5 million favorable variance in the
the Naked Serial Mouse comprised the majority of the
Q92-1. The growth in the IFG-ROW channel was due, again, 0 higher
s. Domestic OEM sales re
10 make the system comp:
are only 40% in the OEM channel versus 68% in the

flect an industry trend. As more OEMs
lete. This trend will result in

FY92 YTD

FY92 YTD Phan Variance
USSMD s 65 s 65 S 1
IFG-Europe 42 40 2
IFGROW 16 15 1
Domestic OEM 13 6 7
Adjusments ) (©) @
Netrevenues 3 130 3 121 3 9

IFG-Europe's favorable variance was caused by a large v

partially offset by unfavorable variances in the Mouse/Pain
fiting from the previously mentioned trend toward

more than doubled plan, bene
Cost of Revenues

Q92-2

ariance in the Serial Mouse/Win bundle, which was
ibrush bundle and the Naked Mice. Domestic OEM
the OEM channel.

The unfavorable cost of revenues variance was caused by higher than planned sales of the lower margin OEM
Mouse and the inter business unit royalty associated with the Mouse/Win bundles.

YTD
The same factors that impacted Q92

.2 cost of revenues caused the year-to-date unfavorable variance.
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SPAG

Operating Expenses (in miliions)
Q922

Q922 Plan Variance

Productdeve opment S - s 1 S 1
Marketing accrual 1 - n
Marketing 2 2 -
Payrol & payroll tax 1 1 -
Other 2 2 -
- 6 ] 6 ] -

Product development expense was under plan by $436,000 due to lower than planned third-party development
spending.

FY®2YTD

FY92YTD Plan Variance
Marketing S 3 S 4 S 1
Productdevelopment - 1 1
Marketing accrual 1 - ()]
Payroll & payroll tax 1 1 -
Other 4 5 1

S 9 S 11 S 2

Delayed spending caused the favorable marketing expense variance of $1 million and the offsetting unfavorable
marketing accrual variance. Product development expense was below plan due to lower than planned third-party
development spending. Work was not begun until January 1992 on BallPoint 2 and the Classic Mouse, both of
which were planned to begin in September 1991,

‘As a Percent of Total

Headcount . Actal Plan Variance Change Operating Prod Groups

Decenber 31, 1991 49 49 - 8 1% 1%

September 30, 1991 41 48 7 (7)) 1 1

June 30, 1991 43 41 @ 5 1 2

March 31, 1991 38 35 3 - 1 2

December 31, 1990 38 M 0] 6 1 2
Allocations

There were no significant allocation variances in Q92-2 or year-10-date.
Burdened Operating Income

Qs92-2

Higher than planned Mouse/Win bundic and OEM Mouse sales were offset by unfavorable COGS variances. The
lower margin revenue, combined with expenses which approximated plan, resulted in burdened operaung income
which misrored plan in absolute dollars but was 1.8 points below the 35.1% plan.

Quarterly Growth

All leading products had revenue growth, while cost of goods sold and marketing expenses increased only slightly.
These results’led to 26% growth in BOL

MS7029343
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SPAG

Y10

BOI was only slightly better than plan. Strong sales of the Mouse/Win bundle, especially during Q92-2
promotions, and the BallPoint mouse in Q92-1, were offset by cost of goods sold. The COGS variance was
caused by higher than planned shipments of the low margin OEM Mouse and the inter business unit royalty
bearing Mouse/Win bundles. .
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OTHER PRODUCT GROUPS

Net Revenues
Q922 .
Q92-2 Plan 0%-1 Variance Change
Services S 8 13 10 S 6 s @ S 2
Books 4 5 s M) 8y
Multimedia 2 1 - 1 2
*  Elmmnations (8) €)) “) %) Q)
S 6 3 13 s 7 s O s )
FYRYTD
FYR2YTD Plan Variance
Services S 14 s 18 [ 4)
Books 9 9 -
Mulimedia 2 1 1
Eliminations (13) (5) )
S 12 S 23 S (11)
Op Inc (Loss)
Q92-2
Q92-2 Plan 092-1 Variance _Change
Services s - S (1) s 6) S 1 S 6
Books (1) - - Q) m
Multimedia “4) 5 (4) 1 -
Eliminations 1 1 1 - -
Rounding 2) (3) m 1 M
S 6) $ (8) S  (10) s 2 s 4
FY92 YID
FY92 YTD Plan Variance
Services s (6) s (O] $ [e))
Books m 1) -
Multimedia ) 10 2
Eliminations 1 1 -
Rounding 1 . 1
3 03) $ 3 S -
R - As a Percent of Total
Headcount Actual Plan Variance Change Operating _Prod Groups
Multimedia 125 133 5 1% 49
Books 42 43 1 (1) 1
167 176 4 2 6
Note: Service headcount is included in the Other Channel section.
" N - KS7029345 s
Prodyct Group / Business Unit Reporting coNFIDBNTIAL 167

MS-PCA 1189912 |
CONFIDENTIAL

MS-PCA1189912



OTHER PrODUCT GROUPS

UPB: See comments in the Worldwide OEM section.

Services: Q92-2 Services' revenue was composed of MSU (worldwide), MCS (worldwide), and PSS (international
only). Domestic PSS revenue is recorded as a reduction in expense and is fully distributed to the product groups
and channels. Negative revenue variances in MSU and MCS were $1 million and $2 million worldwide
respectively. Quarterly operating income variances were also unfavorable for MSU and MCS -- $2 million and s1
million respectively, See additional MCS analysis.

Multimedia: Revenues exceeded plan by 56%, due to strong OEM revenues for DOS Bookshelf, SBC, and Stat
Pack. New.products were released during the quarter, including Microsoft Bookshelf for Windows, Multimedia -
Beethoven the Ninth Symphony, and the Multimedia Development Kit for Windows. Product development costs
were favorable to plan by 76% due to delay in spending by Multimedia Publishing on products for FY92.

Books: See separate analysis.
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BOOKS

Qe2-2

Revenues fell short of plan due to weaker than expected sell-through of Running MS-DOS Sth Edition and
slippage in the publication date for Power Programming with MASM and Windows 3.1 Companion.

Burdened operating income suffered due to a $635,000 unplanned provision for inventory obsolescence.

Initial revenues ($48,000) were received from the manufacturer’s representation agreement between Systhema
Verlag GmbH and MS-Germany marking the start of an aggressive entry into the German market.

YTD

Net revenues surpassed plan by 5% due to unplanned revenues from the sale of English language editions by MS
subsidiaries.

Revenues from the flagship title, Running MS-DOS, trailed plan by 4 1%.

Demand for titles on Windows programming tools and technical documentation remained very strong, pushing
Programming Windows 2nd Edition revenue above plan by 153%.

Results of Operations (in thousands)

Q922 Q92-2Plan Q921 Variance Change
Netrevenues $ 4411 100.0% $ 5072 1000% $ 5043  100.0% $ (661) s (632)
Conofrevenues 2,685 609 2424 418 2456 487 61) 229)
Operating expense 2,097 405 2,109 416 2046 406 12 (51)
Allocatons [T/ 112 520 102 474 9.4 28 (18)
Burdened operaiing income S (863) (19.6)% s B 0.4% s 6 1.3% S (882) S (930)
FYR YTD FY92 YTD Plan Variance
Netrevenues $ 9455 100.0% $ 9048 100.0% s &7
Costof revenues 5,140 544 4,369 443 am
Operating expense 4,142 438 4249 470 107
Albcatons 968 102 1.06 11.3 58

Burdened operating income s (195 (8.4)% $ (596) 6.6)% s (19)
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Books

Leading Products {in thousands)
Q92-2 Q92-2 Plan Variance

Progremming Windows (2nd Ed) 2385335 $ 15 731085 $ 15 168 20 § -
Running MS-DOS (Sth Ed) 18 244 14 62 767 12 (44) (523) 2
Visual Basic Workshop 13 224 18 13 260 20 - (6 Q)
Running Exce! (2ad Ed) 12 173 14 7 91 14 s 82 -
Windows 3 Companion 13 1 13 I $ V] 14 5 5 ¢y}
Programmer’s PC Sourcebook 15 146 10 1 18 20 14 128 (10)
PC Excel 3 Workbook g8 117 15 8 U 4 - 8 11
Excel 3 Companion 9 114 12 7 9 14 2 <l (¢)]
Running Windows (2nd Ed) 8 9 12 6 75 12 2 %4 -
Parent’s Guide To Software n 95 7 3 2 7 10 73 -

$1.718 $1,578 5 143

———— ] —————
Percentage of net revenucs _32‘_‘_ __L%_

Leading Products revenue exceeded plan by 9% despite a 68% shortfall in Running MS-DOS Sth Edition.
Excluding Running MS-DOS Sth Edition, Leading Products revenues exceeded plan by 82%. Programming
Windows revenues were 219% above plan due to a non-recurring $108,000 sale to Borland and strong demand in
both the domestic and inlemational markets for titles on Windows development tools. Running MS-DOS 5th
Edition revenues were significantly below plan due to channel filling shipments in Q914 and Q92-1. Some
displacement of this title by competing publishers’ MS-DOS titles has occurred, but large domestic chains
continue to report healthy sell-through. Visual Basic Workshop was released during the quarter in response to
growing demand for titles on Windows development tools, however, revenues trailed plan by 14%. Programmer's
PC Sourcebook surpassed plan due 10 a one-time bookclub sale in December ($58,000) at a highly discounted
price, and due to strong intemational revenues ($51,000). Increased demand for Running MS Excel, simulated by
a cooperative advertising campaign with B. Dalton and direct advertising in PC Computing, pushed revenues 0%
above plan.

QN2 Q92-1 Change
Programming Windows (2nd Ed) 28 33 s 15 168 252 § 16 78 &8 § ()
Running MS-DOS (Sth E4) 18 24 14 47 558 12 @ G 2
Visual Basic Workshop 13 24 18 - - - 13 24 18
Running Exce! 2nd Ed) 12 173 14 12 161 13 - 12 i
Windows 3 Comrpanion 13 m 13 9 119 13 4 52 -
Programemer's PC Source book 15 146 10 6 126 20 9 20 10
PC Excel 3 Workbook g 117 15 5 ” 16 3 40 )
Excel3 Cormpanion 9 114 12 S 58 1 4 56 1
Running Windows (2nd Ed) ) 9 12 12 19 11 @ @ i
Parent's Guide To Software 13 95 7 - -~ - 13 95 7

$1.718 $ 1490 3 228
Percentage of netrevenaes 39% 30%

Leading Products revenue increased 15% over the prior quarter. Excluding Running MS-DOS 5th Edition,
Leading Products revenue increased by 58% over Q92-1. The increase in Programming Windows revenues
_ resulted from a one-time $108,000 sale to Borland and sharply increased international revenues. Running MS-
DOS 5th Edition revenues declined 56% from Q92-1 following a significant drop in domestic shipments.
Programmer's PC Sourcebook benefited from a $58,000 bookclub order during Q92-2 that pushed revenues over
plan, but reduced thre $/unit.
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3.

FY92 YTD Phn Variance
Running MS-DOS (S Ed) €S 03 §S 12 109 $1360 $ 12 “Hs (5573 -
Programming Windows (2nd Ed) » 587 15 166 22 15 B 355 -
Running Excel (2ud Ed) s 333 13 15 m 1) 10 130 [
Leara CAD Now % 37 21 0 2 w e 1
Windows 3 Compsaion 3 Mt 13 17 21 14 6 60 ()
Programmer's PC Sourcebook 2 m 13 s 108 2 16 164 o
MS Windows Programmer’s Reference 2 252 2 5 % 2 7 162 2
Ranning Windows (2nd Ed) 0 28 12 15 181 12 s 57 -
Visual Basic Workshop 13 24 18 13 260 2 - (6 @
MS-DOS Programmer’s Reference 3 209 9 7 %0 12 16 119 )
$ 3,536 $3354 S 102

Percentage of netrevenues 37% 37%

Running MS-DOS Sth Edition revenues were 41% lower than plan. Sell-through is reported to be healthy, but
high inventory levels in the channel reduced shipments in Q92-2. The Programming Windows variance resulted
from a $108,000 non-recurring sale to Borland and increasing demand for titles on Windows programming tools.
"Special advertising promotions and cooperative advertising arrangements stimulated demand for Running MS
Excel, and resulted in above plan revenues. Learn CAD Now revenues trailed plan by 45% duc 1o unplanned
delays in bringing the title to market.

Channe! Revenues (in thousands)

Q2
Q92-2 Plan Q92-1 Variance Change
Press $ 443 $ smn $ 4908 s  (929) $ (765)
TFG-ROW 84 - © . 8 %
. IFG-Europe £ - 17 : 8 66
Adjstrents 101 - 58 101 4
Net revenues $ 441l $ 501 § 5043 $  (661) s (632)

Press channel revenues include principally English language books sold though three primary distribution and
fulfillment relationships, including: Publisher Resources Inc. (PRI, a wholly owned subsidiary of Ingram
Industries) (domestic), Penguin Books, LTD (Europe, Asia, and Australia), Canada Publishing Corporation
(Canada), and German language books sold through Systhema Verlag GmbH (Germany). IFG-Europe and IFG-
ROW channel revenues include English language titles sold by MS subsidiaries in Europe and ROW, respectively.

Qs2-2

Press channel revenues fell short of plan due to the reduced shipments of Running MS-DOS Sth Edition, late enry
of Learn CAD Now, and the slip in publication dates for Power Programming with MASM and Windows 3.1
Companion. Strong shipments of Programming Windows 2nd Edition and Programmer's PC Sourcebook helped
10 mitigate the overall revenue shortfall.

Quarterly Growth

IFG-Europe revenues increased significandy from Q92-1 based on large shipments of MS-DOS and Windows
programing reference products. Press channel revenues declined due 1o sharply reduced shipments of MS-DOS
sth Edition, Leam CAD Now, Windows Programmer’s Reference and MS-Guide 10 Managing Memory. Higher
Adjustments reflected increased inter business unit royalty revenues.
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Press
IRG-ROW
IRG-Europe
Adpstrents
Netrevenues

FYS2YTD
FY2 YTD Plan Variance
$ 9051 $ 9.048 H 3
144 - 14
100 - 100
160 - 160
S 945 $ 9.048 $ 407

Individual titles varied considerably from plan, but overall Press revenues mirrored plan. Unbudgeted revenues
from the sale of English language versions of Press titles by MS subsidiaries contributed to the above plan results.
Press channel revenues include $48,000 from Systhema Verlag GmbH, pursuant to a manufacturer’s representation
agreement between MS-Germany and Systhema, As of December 31, 1991, start-up costs and initial marketing
expenses totaling $672,000 have been capitalized on the balance sheet of MS-Germany.

Product Family Revenues (in thousands)

Q92-2 Q92-2Plan Q52-1 Variance Change
Programming $ 1515 34% $ 1,400 8% $ 1,702 4% $ 1S $ (18D
Systems 1118 25 1,787 kH 1554 3t 672) 43)
Applications 1,108 25 1,179 23 1246 25 an (138)
Other 6713 16 706 14 541 10 33) 132
$ 4411 100% $ 5072 100% $ 5043 100% $ (661) $ (632)

Q82-2

Strong demand for MS-DOS and Windows Programming titles, release of Visual Basic Workshop, and non-
recurring sales boosted Programming revenues past plan. Disappointing sales of Leam CAD Now and the delay
in publication of Power Programming with MASM and Guide to Designing the User Interface partially offset
these above plan contributions.

Revenues from Systems titles were 38% below plan, primarily due to the rapid decrease in shipments of Running
MS-DOS Sth Edition. Strong demand for the best-selling Windows 3 Companion partially offset these
unfavorable results. Applications revenues were slightly below plan due to weak sales of Learn CAD Now and
slippage of Word for Windows Companion (second edition).

Quarterty Growth

Revenues from Programming titles declined from Q92-1 due to reduced shipments of Windows Programmer’s
Reference and MS-DOS Programmer's Reference. The dramatic decrease in shipments of MS-DOS 5th Edition
resulted in a sharp decline in Sysiems revenues. Applications revenues suffered as a result of the weakness in
sales of Learn CAD Now.

FYQYTD
FY92YTD Plan Variance
Programming s 3217 MU% $ 2418 1% e
Syswms 2,669 p ’ 312 35 (453)
Applications 2354 25 2266 25 83
Other . 121§ 13 1242 13 (¢4)]
3 9455 100% $ 9048 100% 407

Revenues from Programming titles exceeded plan by 33% due to the strength in demand for Programming
Windows 2nd Edition and other tiles on Windows programming tools. Systems revenues trailed plan by 14%
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Books

pmsumtmmedeclincinshipmcmsofkumﬁngMS-Dos Sth Edition. This was partially offset by continued
strength in demand for Windows 3 Companion and Running Windows 2nd Edition. Applications titles were 4%
ahudofphndnewposiﬁvemiamesﬁornRunningMSExcdanEdiﬁon(&%).PCExcelB Workbook
(190%) and Word for Windows Companion (293%), partially offset by the negative variance on Leam CAD Now
(45%). )

Significant Customers (in thousands)

22 Q921 Qi4 Q913 »i12
Pobieher Resources Inc.  $2509 5% 3421 63%  S4SET  15%  S1E12 €% 5209 &%
Penguin Books. L1d. % 1 81 17 0 1 sn 0w
Cansde Publishing Corp. m 6 S 7 B 3 - -
Otber 75 18 25 10 o4 T Q 16 o 16
Total SA4I1 100% S5O 100% SGORS 100%  $306 100%  $3363  100%

PRI revenues declined 24% and 25% from Q92-1 and Q91-4, respectively, due to the build-up of channel
inventories, particularly of Running MS-DOS Sth Edition. In addition, Q92-2 revenues were reduced by heavy
returns of the out of print titles Running MS-DOS 4th Edition and Quatro Pro Companion. Penguin reveaucs
declined slightly during Q92-2 as a result of the difference in timing between the domestic and European
distribution of new titles. Canada Publishing revenues increased slightly during Q92-2 due to the inoroduction of
new titles to this channel. .

Cost of Revenues

Qs2-2

Cost of revenues exceeded plan due 10 a $635,000 unplanned provision for obsolescence. Excluding the provision
for obsolescence, cost of revenues, as a percent of net revenues was 1.3% lower than plan. Freight, shipping, and
handling costs, as a percentage of net revenucs, were above plan due to higher international revenues, which have

" a higher distribution fe¢, and due to handling costs incurred to dispose of obsolete inventory. Freight costs

exceeded plan by 70% due to charges incurred 10 gain early entry to international markets, and the cost associated
with removing obsolete books from inventory. Royalties were below plan due a shift in the sales mix to
international products which carry a lower royalty rate than domestic revenues.

Yo

Cost of revenues exceeded plan due to a $655,000 unplanned provision for obsolescence ($635,000 in Q92-2 and
$20,000 in Q92-1). Excluding the provision for obsolescence, cost of revenues, as a percent of net revenues was
47.4% compared to plan of 48.3%. Costs in excess of plan for freight and handling were more than offset by a
favorable variance in royalties, The variance in royalties was due 0 higher than plinned international sales,
which bear a lower royalty rate than domestic sales.

Operating Expenses (in thousands)'

Q%22
Q92-2 Phn Variance
Professional Fees S 58 S 218 $ 10
Marketing 387 265 (122)
,  BadDebt s 1’ Q9
Other 1599 14608 9

s 2m; S 2109 $ 12

Professional Fees were lower than plan duc to delays in the stari-up of Systhema operations and the capitalization
of certain related costs by MS-Germany. Marketing expense surpassed plan by 46% due to aggressive funding of
cooperative advertising campaigns with major bookstore chains. Bad Debt exceeded plan due to deterioration in
the accounts receivable aging of certain foreign publishers and other small in-house accounts.
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FYRYTD
FY92YTD Plan Vasiance
Professional Fees s 153 s 308 S 155
Truvel & Entertainmernt 124 192 .68
Other 3.865 3,749 (116)

$ 4,142 $ 4249 $ 107

Professional Fees were below plan due to delays in the start-up of Systhema operations at MS-Germany. The
variance in T&E is the direct result of cost controls. The variance in Other consists pfincipauy of unfavorable
corporate distributions ($100,000) 1o the business unit.

As a Percent of Total

Headcount Acrusl  Plan Variance  Change  Operating Prod Groups

December 31, 1991 64 65 1 ) 1% 2%

September 30, 1991 66 65 (6)) 1 1 2

June 30, 1991 . 65 67 2 - 1 2

March 31, 1991 65 67 2 2 1 2

December 31, 1990 63 67 4 2 1 2
Allocations

For Q92-2 and YTD, allocations were below plan in absolute dollars except for Legal.
Burdened Operating Loss

Q92-2

The burdened operating loss was higher than plan due to a $661,000 revenue shortfall and the $635,000 -increase
in thé provision far obsolescence.

Quarterly Growth

The burdened operating loss exceeded that of the prior quarter due to a 13% drop in revenues and the unplanned
provision for obsolescence.

YTD

The burdened operating loss exceeded plan by $199,000, primarily due to the unplanned provision for
obsolescence. Excluding this expense, the burdened operating Joss would have been favorable to plan by 77%.
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INTERNATIONAL R&D

Intemational product development groups localize a varicty of Microsoft products into & total of approximately 29
languages. The localization process includes converting the software into the foreign language, as well as the
accompanying help functions, computer-based training and documentation. In some instances, the product must
also be re-engincered so that it is compatible with varying hardware configurations in these countries.

mprimarylmcmaﬁonalR&ngupisIPG,basedinRedmondandmhnd. IPG localizes products for most of
the world, including Western and Eastern Europe, Africa, the Moslem republics, Latin America and Canada.
BiDi is responsible for bi-directional (Middle Eastern) products. The Japanese, Korean and Taiwanese product
development groups localize products for their respective countries.

Q92-2

IPG shipped 29 products in the quarter. Among these were Win Publisher 1.0, Entertainment Pack 2.0, Win QC
1.0, PM Exce! 3.0, and Mouse 8.0. Italian, Swedish, and Spanish versions of Mac Excel 3.0 were also shipped.
French and German versions of Win Word 2.0 are expected to ship in January. IPG Ireland shipped Alphabet+ for
Easiern European/Cyrillic languages. This was the first MS product to ship that was entirely PG developed.
There are currently 175 projects in progress in [PG.

YD

Products shipped year-to date totaled 55. Major product releases included the rejease of French and German Win
Works simultaneously with the US release, and the release of many versions of the MS-DOS S upgrade. Major
products released by International R&D in Japan include Win Word J 1.2 and Win Excel 3.1.

Localization Costs (in millions)

o2 Qu2ape QR Veisce  Chaage
PG $ 146 6.5% $ 191 703% s 129 679% $§ 45 s 17
lapan 6.0 26.1 ) 61 - 227 46 242 0.1 14
BiDi 1.9 82 1.1 4.1 1.0 53 ©.5) 09
Korea 03 12 04 14 03 1.6 0.1 -
Taiwan 0.2 1.0 04 1.5 0.2 1.0 0.2 -
$ 230 100.0% $ 271 100.0% $ 190 100.0% s 4.1 $ 40
R
FY92 YID FY92 YTD Plan Variance
PG $ 215 654% $ 354 68.9% s 79
Japan 106 252 1.8 23.0 12
BiDi 29 10 26 5.l (0.3)
Korea 0.6 13 0.7 14 0.1
Teiwan 0.4 1.1 0.8 1.6 0.4

$ 420 1000% $ 513 100.0% $ 93
S S— —

_ Localization expenses are significantly below plan due to jower than planned headcount, which has resulted from
recruiting difficulties and slippage in timing of product availability versus budget. The unfavorable variance in
the BiDi group is due 1o legal fees incurred as a result of the Al Alamiah lawsuit. :

Headcount

Headcount figures are given below for worldwide Iniernational R&D.

3
us7029353 o
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INTERNATIONAL R&D

As a Percent of Total
Actual Plan Variance Change Operating Prod Groups
December 31, 1991 1,002 1,244 242 83 11% 29%
September 30, 1991 919 1,137 218 94 11 28
June 30, 1991 825 863 18 127 11 28
March 31, 1991 698 - 848 150. %4 11 27
December 31, 1990 604 769 165 86 10 25
gg 7029354
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TAX MATTERS
DOMESTIC

IRS Examination

The examination of MS Corp and its foreign subsidiaries for FY 88-89 continues. This examination began March,
1991. To date, the IRS has proposed several adjustments. None of the adjustments are material. The agents are
expected to finish the domestic tax field work by Q92-3.

As reported previously, the IRS has raised three industry issues: 1) whether stock option compensation constituies
wages cligible for the research and development credit; 2) transfer pricing in Ireland; and 3) whether our
operations in Ireland constitute "manufacturing”. The IRS is continuing its examination with principal focus in
these arcas. They have also expanded their scrutiny of our rescarch and development credits. No adjustments
have yet been proposed in these areas. .

New Legislation

During Q92-2 legislation was enacted which extends the research and development credit scheduled to expire on
December 31, 1991 for 6 months.

Proposed Legisiation

Dan Rostenkowski, Chairman of the House Ways & Means Commitiee (HWMC), introduced a tax bill in mid
1991 which would require purchased software to be amortized over 14 years, Curenty, the tax law ailows.an
amortizable life of § years or less for these items. Frank Gaudette testified to the HWMC in early October, on
behalf of the Software Publishers Association. The CFO, Treasurer and MS Tax continue to work with various
trade associations (Software Publishers Association, American Electronics Association) to oppose the extended
life for software.

Tax Rate

Taxes were provided at 31% for FY 91. Taxes are being provided at 12% for FY 92. The increase is due
primarily 1o the size of the stock option "spread” (see below). C

"Spread” From Stock Plans

The "spread” from stock option exercises is deductible and reduces both federal and state taxes. The amounts of
the spread and approximate tax benefits are (in millions):

FY92 FY91
Tax Tax
Spread Benefit Spread Benefit
Ql $ 1014 $ 345 s 219 § 74
Q2 126.4 43.0 1162 395
Q3 0.0 0.0 903 30.7
Q4 0.0 0.0 73.3 24.9
“Total $ 278 § 715 s 3017 § 1025

B&O Litigation

MS is suing the State of Washington for a refund of B&O taxes. During Q92-2, MS filed interrogatories and
requests for production of documents. The State responded in late Q92-2. During Q92-3 we will request

additional information from the State and continue preparation to ask for a summary judgment ruling in the case.

7029356
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TAX MATTERS

State Tax Exams

MS was questioned or audited by a number of states during Q92-2 about state tax matters. No material
adjustments are anticipated at this time. .

Years
Ste Tax Under Audit Statng
PA Sales 23-51 Ongoing
NY Sales 3391 Ongoing
FL Sales 86-91 Begins 192
™ Sales 88-91 Beginz 1/92
MO Sales 89-92 Begins 452
OH Income §7-88 Appeal filed \
FL Income 26-90 Ongoing
GA Income §8-90 Appeal filed
NY Income 88-90 Ongoing
NC Income 87-89 Ongoing
NI Income 86-89 Ongoing
MO Income 89-91 Begins 492
L Income £9-90 Begins 592
NYC Income 8891 Begins 6/92
CN Income 88-90 . Beginz 892
MD Income 8891 Begins 9/92
VA Income 89-91 Begins 8/92
b2 Franchise TBD Not scheduled
INTERNATIONAL
Tax Audits
Audits of MS International BV and MS Manufacturing BV by Dutch tax inspectors continue in process. No
malcnal issues have been raised 1o date and no matcna! adjustments are anticipated.
Subs;dlary Operations
Tax planning and compliance continued during the quarter. Issues included:
Australia;  Potential withholding tax on retail packaged product;
Canada: Initial MS WorkGroup Canada tax retum filed;
Germany:  Review of tax issues relating to potential acquisition of real estate;
Hong Kong:  Review of tax issues associated with posting of MS Legal personnel 0 handle
piracy issues;
Ircland:  Ruling request filed with Irish Revenue regarding the use of subcontraciors;
Review of tax issues rélated o new facilities required for IPG group;
Italy:  Status of software for VAT and withholding tax purposes in light of new ruling
aimed at the educational market;
Holland:  Potential use of European real estate holding company in light of new facility
needs in Germany, France and UK.,
Spain:  Capital contribution and cash flow issues.
180 M87029357
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CORPORATE RISK MANAGEMENT AND AUDIT
Insurance

Self insursnce - Washington State Workers' Compensation

On December 2, 1991, Microsoft received approval from the State of Washington to self insure (self fund)
workers' compensation. Final certification was granted after passing work place safety inspections following
establishment of an enhanced safety program, Net savings should exceed $20,000 per month. EPIC Insurance
Services, Inc. was retained to administer claims and pay benefits under the program. To limit financial exposure,
excess insurance was obtained limiting Microsoft's per claim obligation to $200,000 and total annual aggregate
benefit obligation to $500,000.

In sddition 1o the net estimated savings of $275,000 for the first year, additional benefits of self insurance are
improved and more personalized delivery of statutory employee benefits and enhanced visibility and management
of work place safety. -

Corporate Audit

Audits

An audit of employee terminations resulted in suggestions for improvements in Human Resources, Recruiting and
Payroll. )

An audit of industrial insurance premiums resulied in suggestions for improvement of procedures and claims for
recovery of $70,000 in back premium overpayments.

At Frank Gaudette's request, Corporate Audit performed limited procedures on accounts receivable and other
accounting problems at Spain. The subsidiary had serious credit problems and is suing its major distributors. An
additional provision of $800 thousand for uncollectible accounts was recorded in December. The controller has
resigned and the general manager is being terminated. Brian Reynolds, general manager of Ireland, will serve as
temporary general manager. Paul Lovell from International Finance is serving as temporary controiler.

Apple

Support of Microsoft Legal in assembly of financial information for Apple lawsuit interrogatories and consultation
on financial aspects of our defense was provided during the period.

Software Piracy

_ Meetings were conducted with three Big 6 accounting firms to encourage them to pursue piracy as part of their

audit and consulting services. Specific anti-piracy activity is now under way by all three firms, both locally and
nationally. Our anti-piracy program is being introduced to the Institute of Intenal Auditors at their March 4
meeting, .

Manager of Corporate Audh

A Manager of Corporate Audit was recruited and started January 9.
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MANUFACTURING
Throughput

Campus North Component Pleces (in thousands)

Q92 Q921
Toml (P CPBuidDay  TowlCP CP/Buid Day
In-bouse 75448 1237 7882 s
Off i 200 M 1858 p)
71,542 1271 71,050 122

The number of component pieces produced daily increased 4% from Q92-1. The increase was due to the buildup
of channel inventories for the holiday season and the release of Win Word 2.0. Production efficiency continued 0
improve through increased controf and management of temporary employees.

Microsoft Ireland, which provides the majority of the package products sold by our European subsidiaries,
measures production in terms of the gross number of packages built. Dublin produced 1.5 million units, 2 10%
increase over Q92-1 production of 1.4 million units.

Backiog

Domestic manufacturing plans production based on Product Marketing's forecast of demand and rate based
demand received direcily from customers. Buildable backlogs occur when customer demand exceeds forecast or
when the plant fails to build to forecasted demand. Non-buildable backlog occurs when orders have been placed
for products that have not yet been released 10 manufacturing. .

Domestic backlog of $13 million, 2 76% increase over Q92-1, was comprised entirely of buildable backlog.
Significant products were Windows Office ($5 million), Win Word ($3 million), Mac Office ($2 million), and
Mac Word-($2 million). The Windows Office and Win Word backlog was duc w several months of
underforecasied demand. The Mac Office backlog was due to the release of version 2.0. The backlog for this
product has since been cleared. The Mac Word backlog was due to a last minute packaging change.

MS ireland

Dec 31, 1991 Sept 30, 1991

Buildable backlog 17,000 8,000
Non-buildable backlog 51.000 35,000
68.000 43,000

lrish manufacturing demand is created by firm orders from the European subsidiaries. The backlog definition is
consistent with that used domestically, however, since transactions are valued at transfes price, backlog is tracked
in units rather than doltars. Ireland's backlog was primarily due to new products for which software had not been
released.

lmemauongl

The Redmond International Focused Factory, which became operational in Q91-4, continues to reduce response
times 10 customer demands by improving the forecasting process. IFF's work with raw material suppliers has
improved supplier responsivencss and the suppliers have begun 0 deliver smaller, more frequent lots. The
smaller, frequent deliveries facilitate a smooth flow of product through the entire manufacturing process.

Treland is now providing full warehousing and shipping service lo MS UK's customers. As a result, MS UK no
longer has a warchouse. Ireland has reorganized into four customer-focused factories (UK, Germany, France and
Rest of Europe) to become more responsive to customer-specific needs. In a movement towards JIT, all Ircland’s
product specific raw material requirements are being delivered, built and shipped in the same day.

MS57029361
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During Q92-2, Puerto Rico duplicated 10 million disks, a 20% increase over Q92-1. This represented 55% of
Campus North’s total duplication requirement. The integration of Pueno Rico into the domestic manufacturing
cycle has improved to the point where the geographical distance has little impact on the total process time.

Headcount
Actal Plan Q92-1 Varience Charnge
Cempus North 430 451 42 st 3
Fr 118 104 108 {14) 1S
Pueno Rico 33 90 (53 9 19
Ireland 341 33 286 U] 55
970 1019 t 31d 49 93
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FACILITIES

Woridwide Facliity Distribution
December 31, 1991 - June 30, 1991
Square Feet % of Total Square Feet

Location
Corporate Campus 1,300,000 36% 1,000,000
Other Domestic 1,197,000 - 33% 958,000
International 1,110,000 31% 906,000
Total 1,607,000 100% 2.864,000

At December 31, 1991, Microsoft occupied 3,607,000 square feet of office and manufacturing and distribution
(M&D) space worldwide. This total was an increase of 15% and 26% over September 30, 1991 and June 30,
1991, respectively.

Ownership Trends
December 31, 1991 June 30, 1991
Own Lease Own Lease
Location
us 63% 37% 54% 46%
International 15% 85% 11% 89%
Total 48% 52% 41% 59%

The table above depicts the recent trend towards ownership of property in key strategic locations. The pottion of
1otal property occupicd that is owned has increased from 41% to 48% (measured in square footage) from June 1o
December. This increase was primarily due to the completion of Building 16 on the Corporate Campus. Another
factor was the completion of Microsoft Place in Reading (England). This tend towards ownership will continue
in the near.term as Building 17 and 18 are occupied, and as new office facilities in France and Germany are
acquired.

Property Type Trends
December 31, 1991 June 30, 1991
Office M&D Office M&D
Location
us 89% 11% 87% . 13%
International 75% 25% 69% 31%
Total 85% 15% 81% 19%

The type of property which Microsoft occupies has shified increasingly towards office space, and away from
M&D space. At June 30, 1991, 81% of the worldwide space occupied by Microsoft was office space; this
percentage increased to 85% by December. This shift was caused both by the addition of office space in Building
16, Dallas and Charlotte PSS sites, and Dublin (lreland) and by the elimination of the warchouse space in Reading
(England). This trend of reducing warchouse space should continue in the near term, although additional
manufacturing and distribution space will be added in Ireland with the pending expansion of production capacity
there,
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FACILITES

DoOMESTIC FACILITIES
Domestic Facility Distribution
December 31, 1991 June 30,1991
Square Feet % of Total Square Fect
Location
Corporate Campus 1,300,000 2% 1.000,000
Domestic Field 515,000 21% 344,000
Washington State 418,000 17% 350,000
M&D 264,000 11% 264,000
Total 2,497.000 100% 1.958.000

Microsoft occupied over 2,500,000 million square feet of building space in the United States by December 31,
1991. This was this is an increase of 15% (317,624 square feet) over Q92-1. By the end of fiscal 1992, Microsoft
will occupy nearly 3,000,000 million square feet nationwide, a 58% increase in square footage over fiscal 1991,
This growth was due to the completion and occupancy of Buildings 16, 17 and 18, increases in the SMSD, MCS,
and MSU field locations, the expansion of PSS sites in Charlotte, Dallas and Bellevue, and additional leased space
in the Bellevue/Redmond area.

Corporate Campus Development

Corporate Campus comprises 1,300,000 square feet of office space, an increase of 154,000 square fest (13%)
during the quarter. The increase was due to the occupancy of Building 16. By FYE92, Buildings 17 and 18 will
have been occupied, and Corporate Campus will have 1,700,000 square feet of office space.

LID/Road Work

Five activities are currently underway pertaining to futyre Corporate Campus organization. First, final
assessments for street and utility improvements for LID 88-ST-51 (Bel-Red Road) are underway.

Second, the proposed elimination of the east-west connector between Bel-Red Road and 156th Avenue (F-line) to
the southemn edge of Corporate Campus is currently under debate by both the City of Bellevue and the City of
Redmond.

Third, arevised appraisal for Microsoft's petition to purchase the existing public streets within Corporate Campus
has been submitted.

Fourth, a preliminary proposal has been submiued 1o the Department of Transportation, which is receptive to
placing the proposed Northeast 31st Street Overpass at Northeast 40th Strect instead. A formal proposal will be
submitted to the Department of Transportation in Q92-3.

Fifth, a proposal has been submitted regarding the proposed annexation of the Phase 7 property, at the south end
of Corporate Campus, to Redmond.

Ltand and Bullding Acquisitions

During Q92-2, Buildings 1-4 were purchased from Teachers Insurance Annuity Association for $47 million. The
two land acquisitions expected to close during the coming quarter are the Simpson Timber 9.2 acre parcel for $6.2
million (5673 thousand per acre), and the FausUMarshall 1.0 acre parcel Q92-3 for $314 thousand. These land
purchases will increase domestic ownership to 288 acres, including Canyon Park.

Washington State

In addition to Corporate Campus, Microsoft occupies 682,000 square feet in Washington State, of which 280,000
square feet (41%) is owned. Projections indicate that an additional 71,000 square feet of space will be occupied in
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FACIUTIES

Washington. The occupancy of new space in Bellevue by PSS and MSU will be the primary reasons for this
increase.

Domestic Fieki Locations

Domestic Field (non-Washington State) office space increased 34% during the past quarter to 515,000 square feet,
all of which is leased. During the next two quarters, 121,000 square fect of additiona! Domestic Field square
footage will come on line.

Major activity during Q92-2 included expansions of the New York, Philadelphia and Washington, D.C., field
offices, the relocation of the SMSD, MCS and MSU in Boston, and the opening of a new MSU site in Los Angeles
in conjunction with the relocation of the SMSD and MCS offices. PSS operations in Charlotie and Dallas were
started during Q92-2. Future additions of 60,000 and 42,000 square feet to the Charlotne and Dallas sites,
respectively, are planned.

MS7029366
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FACiUTIES

INTERNATIONAL FACILMES
international Facllity Distribution
December 31, 1991 June 30, 1991, 199
Square Feet % of Total Square Feet
Location
Europe 603,000 54% 457,000
ROW 299,000 27% 291,000
Other 208,000 19% 158,000
1,110,000 100% - 906,000

Note: "Other” includes Ircland, Puerto Rico and development
offices in the United Kindom and Isrsel.

During the past quarter, space occupied outside the United States increased 8%, from a total of 1,029,000 square
feet to 1,110,000 square feet. Growth occurred most rapidly in European office space. Other increases have been
in ROW and IPG (Ireland) office space. The table above depicts the current allocation of international space and
growth during the past two quarters.

During Q92-2, expanded offices were occupied in Reading, Zurich, Oslo, Canberra, and Dublin, A new
development office was established in Eastleigh. Commitments for future space were executed during the quarter
for Tokyo, Copenhagen, Amsterdam and Melbourne.

In Q92-3, it is expected that additional commitments will be made for office space in Paris, Munich, Brussels,

Hong Kang, Seoul and Vancouver. Before the end of FY93, new offices are planned for Athens, Dubai, and in
cities in Malaysia, Chile and Colombia.

Ownership of property in Europe continued to increase. The new offices in England are owned by Microsoft, as
will be the proposed office expansion for the subsidiary in France. Microsoft is currently evaluating land

" acquisition opportunities in Munich for a possible long-term office development there. o
Europe

In the Northern Region, England occupied their new office building in Decembel:. 1991. The transition to the new

building is notable for the simultaneous elimination of a warchouse in England due to direct shipments from .

M&D (Ireland). In the Nordic countries, a new sales office in Oslo was occupied during the quarter and a lease
was signed for an expanded office in Copenhagen. The new warehouse facility in Sweden should be occupied
during Q52-3.

In the Central Region, Switzerland occupied new offices comprising 20,000 square fect in Zurich during the past
quarter. Germany will lease additional office space in Munich during Q92-3 10 accommodate growth. Evaluation
of land purchase opportunities in Munich continues. A purchase of land could take place during calendar year
1992,

Activity in the Southern Region included the execution of a lease for a new office facility for the Netherlands.
The new building of approximately 55,000 square feet will be completed near the end of FY93. France is
expected 1o commit to the development of Phase 2 of their office facility; Phase 2 will add approximately 100,000
square feet to the existing 110,000 square feet in Les Ulis at a cost of approximately $18 million. Approval for
additional office space for Belgium was obtained in Q92-2; the space should be occupicd during Q92-3. Spain
may require additiona! space in Barcelona during the coming quarter, and additional space in Madrid before the
end of FY92.

ROW

In the Far East Region, Japan entered into a pre-lease agreement for 85,000 square feet of office space in Tokyo.
The new facility will be occupied during Q93-3, and will allow the subsidiary to consolidate the existing two
offices. While rental rates in Tokyo are very high by international standards, lease terms are very favorable w0
tenants. Korea will double the size of its current office 10 22,000 square feet during Q92-3 by expanding into an
adjacent floor. This should provide sufficient space for two years of growth in Seoul. A new office has been
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FACIUTIES

established in Hong Kong, and because of the rapid growth of that office, 2 move 10 a new office will take place
before the end of FY92.

Developments in ICON include the renegotiation of the lease for the Canada headquarters in Toronto to
accommodate futare growth. Poor real estate market conditions in Toronto should, as in other cities around the
world, work in Microsoft's favor. The sales office in Vancouver will be moved before the end of FY92, and will
be in the same building as the new Work Group Canada offices. Also in ICON, Australia occupied new offices in
Canberra during the past quarter, and will move into new space in Metbourne during Q92-3.

In Latin America during Q92-2, Venezuela doubled the size of their office during Q92-3 to 3,500 square fect. As
mentioned, new offices are expecied to be established in Columbia and Chile prior t0 the end of FY92.

Other

In Ireland, IPG occupied an additional 57,000 square feet of office space during Q92-2. The leases for this W
are short-term, and intended 10 provide IPG with room for growth until a Jong-icrm space solution is achicved.
Currently, we are evaluating whether to lease or invest in additional real estate for IPG.

During Q92-3, M&D is expecied o commit 10 an expansion of the manufacturing facility in Dublin, adding
80,000 square feet to the existing 70,000 square feet. The expansion will accommodate the increasing demands
on M&D by the European subsidiaries; the current facility is operating in excess of the originally planned
capacity.

The development office in Eastleigh, England was successfully opened. Finance and administration support for
the office comes from England.
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INVESTOR RELATIONS / STOCK ACTIVITY
Q92-2 Eamings Release

On Friday, January 17, 1992, financial results for the second quarter were released.
Selected Eamnings Estimates

Anabynt Q21 Q-2 0923 _On4 FY92

Alex Brown %7 086 = 091 0.96 352
ClLawrence o 087 091 1.02 35
Cowen & Co. on 058 093 1.09 370
Dean Witter 0.76 0.91 0.94 1ot 140
DL Securities 0T 0.87 0.90 093 150
Goldman Sachs 0.3 087 0.90 096 3.50
Kidder Peabody 0.74 083 093 1.08 3658
Mexrill Lynch 0.70 087 o 095 U
Montgomery 0.713 087 090 09s 3.50
Piper Jaftray on 035 0.90 098 153
Shearson Lehman on 0.5 050 1.00 3.55
Smith Bamey 076 090095 092 1.03 3.60

Q92-3, Q924 and FY92 enimates as of January 20, 1992.
Net income per share was $0.75 for Q91-1 and $0.90 for Q92-2.

Stock Options/Cashless Exercises

Q92-2 saw 2 37% increase in stock option exercise activity (1,340 optionees) over the same period of fiscal 1991.
Contributing to the increase was the 24 point increase in the stock price during the quarter. Alex. Brown & Sons
facilitated trades for over 92% of the Q92-2 optionees as part of Microsoft's cashless stock option exercise

program.
Summary of Shares Exercised (adjusted for 3-for-2 stock split)

QP12 Q314 QL4 Q92-1 Q92-2
Shares exercised 2,686,181 2298302 1.488,896 1518049 1,745,788
Number of optionoes L 1,606 964 1.640 1340
Price:  High 5030 7437 7583 90.00 11128
Low 3637 49.00 63.12 61.73 17.00
Shares Outstanding
Number
of Shares Percent
Officer, directors and 10% sharcholders
William H. Gates 56,700,930 12%
Paul Allen 25,197,500 14
Steve Ballmer 9,987,762 3
91,886,192 52
Oxher officers and directors 1919773 1
Total officers and directors 93,805,965 [3]
Other holders (float) 84,112,142 47
Total shares outstanding 177,918,107 100%
’
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INVESTOR RELATIONS / STOCK ACTIVITY

Fifteen Largest Institutional Holdings (in thousands)

September 30, 1991 June 30, 1991
Shares Percent Shares Percent

Name Held Outstanding Held Outstanding Change
Fidelity Mgmt 3386 1.90% 2226 . 1.28% 1,660
Investors Research 3,058 1.72 2303 131 755
Allisnce Capital 2,792 157 3308 219 (1,015)
Provident Invt Counsel 2,138 120 1,963 1.13 176
Wells Fargo 1951 110 1975 1.13 24)
State Street Resr & Mgmt 1930 1.08 1,142 0.66 788
Jemnison Assoc. Capital 1,873 1.05 1n7 0.99 156
Kempesr Financial Ser. 1872 1.05 1,161 0.67 1
Thomson Advisory 1853 1.04 1688 0.96 167
Mellon Bank 1,168 066 1131 065 36
Bankers Trust NY Comp. 1,103 062 1207 0.69 (104)
Lynch & Mayer 1091 061 1278 073 (187
DS Financial Comp. . ton 0s7 845 04t 166
Hellman Jordan Mgent 990 056 1017 0.62 87
Miller Anderson & Shesrerd 989 0.56 49 0.03 940

27_&_05 15.29% 23,567 =1352%= =41=3=8=

Two hundred sixty three institutional investors held 55.2 million shares (68% of the "Other holders” category) at
September 30, 1991.

Market Capitalization

The lop twenty-five companies in the United States ranked by market capitalization as of Monday, January 20,
1992 (MSFT at $122.50 per share) were:
Market Capitalization

Firm {in biflions)
Exxon . $729
Philip Mormis 6.7
Merck & Co. . $6.6
General Electric 56.3
Wu Mm S\au 56.0
M. 529
American Telephone & Telcpq:h 475
Coca Cola Co. 461
Bristol-Myers Squibb 40.9
British Telecornmun 385
Johnson & Johnson - ' 321
DuPort 2.7
British Petroleumn 28.9
GTB 276
Procsyer & Gambile 21.3
Mobil 25.8
Abbot: Labe 245
PepeiCo 27
Amoco Corp. s
American Home Products 234
Chevyon Corp. pa )
Bellsouth Corp. 227
Pfizer, Inc. 219
MicrosoR Carp. 217
’ Bli Lilly & Co. 214
Employee Stock Purchase Pian

The second period of the 1991 Employee Stock Purchase Plan concluded on December 31, 1991. The purchase
price for the period ended December 31, 1991 was $60.67, based on the market value of $71.38 on July 1, 1991,
The six month rate of retun was 83% based on the price on the last trading day of the period (Slll 25 on
December 31, 1991),
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INvESTOR RELATIONS / STOCK ACTIVITY

A total of 4,593 domestic employees participated and 133,138 shares were issued the second week of January.

A wotal of 5.921 employees are enrolled in the next period (a 29% increase from the period ending December 31,
1991). Only 27 employecs participating in the plan at December 31, 1991 withdrew from the next period.

The opening price for the current ESPP period ending June 30, 1992 was $114.00.
Summary of Stock Option Activity as of December 31, 1991

Shares Available for Grant
Additions Reductions

Beginning New Forfeited Net Shares End of
Period of Period Approvals Shares Granted Period
FY82 0 18,120,000 0 (5.142,000) 12,978,000
FYss . 12,978,000 0 624,300 (5.576,400) 8,025,900
FY84 8,025,900 0 2,347,206 (4,548,690) 5,824,416
FY8S 5,824,416 0 1,407,258 (3.940,290) 32291384
FY86 3,291,384 8,400,000 1,249,467 (7.407,474) 5533377
FY87 5533377 12,000,000 1,176,813 (7,218,600) 11,491,590
FY88 11,491,590 0 1,432,356 (11.663,160) 1,260,786
FY89 1,260,786 15,000,000 1,762,769 (15,156,990) 2,866,565
FY% 2,866,565 18,750,000 1,464,813 (12,853,890) 10,227,488
FY91 10,227,488 7,500,000 1,364,086 (9.195.074) 9,896,500
Q92-1 9,896,500 0 229,351 {7.120,702) 3,005,149
Q92-2 3,005,149 20.000,000 112,439 {552,800} 22,564,788
Cumulative 0 99,770,000 13,170,858 (90,376,070) 22,564,788
0 fing Stock O

Additions Reductions

Beginning Net Shares . Shares Forfeited End of
Period of Period Granted (1) Exercised Shares Period
FY82 0 5.142,000 0 0 5,142,000
FY83 5,142,000 5,576,400 (11.400) (624.,300) 10,082,700
FY84 10,082,700 4,548,690 (430,752) (2,347,206) 11.853432
FY85 11,853,432 3,940,290 (1,289.418) (1,407,258) 13,097,046
FY36 13.097.046 7.407.474 (3.624,096) (1.249,467) 15630957
FY$? 15,630,957 7,218,600 (5.048,496) (1,176,813} - 16,624,248
FY383 16,624,248 11,663,160 (2,778.633) (1,432.356) 24,076,419
FY89 24,076,419 15,156,990 (3.070,647) (1.762,769) 34.399.993
FY90 34,399,993 12,853,890 (1,845.159) (1.464.813) 37943911
FY91 37943911 9,195,074 (1.215,714) (1.364,086) 38,559,185
B2-1 38,559,188 7,120,202 (1.818,849) (229.351) 43,631,687 (2)
Q92-2 43,631,687 $52,800 (1,745,788) (112439) 42,326,260
Cumulative 0 90,376.070 (34,878.952) (13,170.858) 42326260

Notes: (1) "Net Shares Granted” is equal to gross shares less [SOs converted to NQSOs.
, (2) Resated from 43,424,098 for timing difTerences.
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INVESTOR RELATIONS / STOCK ACTVITY

Summary of 092-2 Stock Market Actlvity

pepri] emnjoA eBrieay

Nasdagq
Microsoft Industrisi
Prices S &P 500 Index
Quarter High 2 4483t 66937
Quarter Low 3514 3Tias ST244
Quarter Close 1273151 1K 4179 66395
Previous Qir Close 93091 29 387.88 590.19
% Chmnge 20% % 12%
Short Ipterest Reported:
Total Trades 48,785
Total Volume 57,759,657 2,280,102 sharcs as of 9/1391
Towl Block Trades 834 2,231,020 shares as of 121351
Tota! Block Volume 12,989,168 49,082 Decrease
High
Close
Low Volume Traded & Stock Price
5,000,000 120
4,500,000 110

exeys 1ad 8311 YOOI

S 12192 2 9 1623130 6 132027 4 1118251 8 152229 6 132027
July - August Seplember October November December
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HuMAN RESOURCES

Management & Employee Development Center
The Management and Employee Development Center provides

domestic employees. Demand for these courses is increasing. Com

participants and a 96% increase in sessions.

Manager Training and Development courses for

Mansgement and Employee Development
Courses Conducted during Q82-2

Course Title
MANAGEMENT COURSES

Effective Manage ment Skills
Interpersonal Revie w Skills
Effective Intcrvic wing Skills

Time /Business Organization Workshop
Selling Your Ideas

Effective Business Writing
Conducting Effcctive Meetings
Microsoft Management Styles
Presenution Skills

Managing [nterpersonal Relations
TeamLeadership

TECHNICAL LEADER SHIP PROGRAM

Software Quality Dynamics
Leading Technical Reviews
Managing Propcs
Workshop - Modular T & II
Modular IT1
Modular IV
Modular V

EMPLO YEE COURSES

Interpersonal Revie w Skills

Time /Business Organizadon Workshops
Sclling Your Ideas

Effective Business Writing

Managing Inerpersonal Relations
TOTALS

Number of
Sessions

s N AWWNWUIO

(2 ws ot D e e

Blw D <

Management and Employes Development
Program Participation during GQ92-1

Number of
Pasici

125
18
65
36
41

Human Resources

No. of Participation
Panicipants Rate
Deparument
SMSD 1,043 37%
Applications 609 52
Systems 470 44
International 224 33
F&A 219 13
MS Press 103 54
‘LCA 11 S2
2,679 35
E—————
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HuUMAN RESOURCES

Software Leamning Center

The Software Learning Center conducts product training for domestic employees. Class requests totaled 1,684
during the quarter, and participants totaled 1,048, Finance and Administration had 38% of the department's
employees attend, while SMSD had 21%, Intemational 18%, Applications 9%, Systems had 7%, and PresssMM
and LCA had 7% of their employees attend.

Employee Relations

Our employee relations effort assists managers and employees resolve distractions from their work. Topics
cavered included performance problems, internal conflict, career counseling and personal issues.

During Q92-2, 28% of our activity was performance related, resulting in 18 performance improvement plans, 16
probations and 38 terminations. The remaining percentages were:  32% for personal issues, 32% for career
counseling, 4% for disability issues, and 4% for harassment. Forty-three exit interviews were conducted. The
most common concern during exit interviews continued to be lack of management skills.

Affirmative Action

Overall female and minority representation was stable this past quarter. The female population is 40% and the
minority is 12%. We continue o need female representation at the senior manager and executive levels, minority
representation in middle management, and both female and minority representation in technical and professional
positions,

Key community outreach activities held this quarter included sponsorship and participation in the UNCF Seahawk
Gala, MS volunteers teaching a "C" programming course at Rainier Beach Teaching Academy and Minority
Student Day.

Employee Communications

"Micronews," the weekly employee newsletter, is now averaging 24 pages in length and has a circulation of over
9,000 copies each week. This includes the field edition sent to all domestic field locations.

“Micronews North" is published for the Campus North staff every two weeks and "Micronews PSS is published
monthly for all PSS locations. "Intemational Micronews," consisting of features which are not location specific, is
assembled and sent out twice 2 month 10 all subsidiaries. "Micronews” also appears both on-line and on the
BBSO.

The first round table meeting between Mike Hallman and mid-level managers was held during Q92-2. The
purpose of the round table meeting was to create a forum to discuss ways to encourage creativity and effectiveness
for Microsoft's employees, and to retain the Microsoft culture in an era of rapid growth.

Domestic Compensation

New salary ranges for 1992 were approved and implemented. Division plans were updated for February review.

International Compensation and Benefits

The William M. Mercer consulting firm was selected as the vendor for the Multinationa! Insurance Pooling
project. A pooling and benefit analysis will be conducted o explore direct and indirect cost savings. The targeted
completion date for the praject is June, 1992,

HR Systems

As of December 31, 1991, total headcount was 10,041 (7,175 domestic and 2,866 subsidiary), a net increase of
48% from one year ago. '

Based on average headcount and the number of terminations for the last 12 months (not counting product
localization associates, co-op and intern positions), the annual domestic turnover rate was 6%. The international
subsidiary turnover rate was 9%.
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HusaN RESOURCES

The largest number of employees are between the ages of 20 and 29, accounting for 44% of the domestic work
force. Forty-two percent are between 30 and 39 and 13% are 40 years of age or older. Less than 1% of the work
force is younger than 20, The average age of a domestic employes is 31 years. The average length of service is
2.3 years for domestic employees and 1.7 years for subsidiary employees.

Headcount by Locstion as of December 31, 1991

Number of
Employees
Location

Corporate Campus 4265
Subsidiaries 2,866
Ficld Sakes & Development 1,16
PSS 107
Campus North 548
MsSU 128
10,041

Preparation of the February review cycle began in October with information briefings conducted in November for
approximatety 1,400 managers, supervisors and jeads. Review related activity will continue at a high level until

the February 1-15 pay cycle.

Employee Benefits

Savings Plus 401(k) participation closed this quarer at 77%, same as the previous quarter. Participation in this
plan remains higher than the industry average of 70-72%. Manufacturing participation increased again for the
third consecutive quarter and was up 1% to 62%. .

401(k) Savings Plus Plan Participation
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As shown below, the Microsoft Stock Fund is the largest holding in the 401(k) Savings Plus Plan.
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HUMAN RESOURCES

401(k) Savings Plus Plan Allocation

December 31,1991

Savings Plus Investment Option

Microsoft Stock Fund $ 38,000,401
Fidelity US. Equity Index Fund 11,970,013
Fidelity Retirement Money Markat Fund 11,747,319
Fidetity Intermediate Bond Fund 7908232
Fidelity Magellan Fund . 2,928,062
Fidelity Growth Compenty Fund 1,694,017
Fidelity Qverseas Fund — 67338

$ 74921428
R
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