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Q96-3

MICROSOFT RESULTS

" EXECUTIVE SUMMARY

Microsoft Corporation Income Statement

ExTERNAL GAAP RESULTS

(i miliors, except aamings per share) -m- T

billion, even with Q96-2 and an increase of 39%

over the comparative quarter in FY9S. Year over

year growth occurred across all product
divisions, with most notable increases in sales of

Office and Office Pro, Windows 95, and the
BackOffice suite of products. Unearned revenue

related to Windows 95 and maintenance
contracts totaled $545 million at March 31, ¢
1996.

s An estimated 24 million units of Windows 95
have been sold to end users since launch, with
an estimated 6 million sold through the retail
channel and about 18 million through the OEM
chanmel.

Net Revenue $2,198 $1,587
Operating expenses.
Cost of revenue 295 13% 330 15% {11%) 235 15% 126%
Research and development 364 17% a3 14% 16% 219 14% 166%
Sales & marksting 685 31% 690 31% (1%) 516 32% 133%
General & administative 87 4% 76 % 14% 68 4% 128%
Total cost & expenses 1,431 65% 1,409 64% 2% 1038 65% 138%
Operating Income 774 35% 786 3B% {1%) 549 35% 141%
Interest iIncome - net 86 4% 76 3% 13% 48 3% 178%
Noncontinuing items 11 0% 30 1% (63%) (] 0% nm
Other expenses rn o% 0 0% - @ 0% nm
Income before income taxes 864 39% 885 40% (2%) 3% 146%
Provision for income taxes (302) (14%) ) {310} (14%) nm ‘ 986) (12%) 155%
Net income $562 25% 3575 26% (2%) $398 25% 142%
Eamings per Share $ 0.88 $ 0.90 (3%) $063 139%
{Weiohted avg shares outstanding €39 638 626
Q96-3 Q96-2 QY6-1 Q95-4 Q95-3 Q95-2 Q551 0944
Net revenue (in millions) $2,205 $2,195 $2,016 $1,621 $1,587 $1.482 $1,247 $1,293
Ooperating income (% of net revenue  35% 36% 35% 33% 35% 35% 35% 38%
Net income (% of nat revenue) 25% 26% 25% 23% 25% 25% 25% 28%
Eamings per share $0.88 $0.90 $0.78 $0.58 $0.63 $0.60 $0.51 $0.59
Q96-3 Highlights
e Net revenue as reported externally was $2.20 e Cost of revenue declined to 13.4% of net

revenue versus 15.0% in the prior quarter
primarily due to reduced charges for excess
inventory. A similar decline year over year
reflects a continued shift to CD based product
and a higher mix of revenue from OEM, Select
and other license agreements.

R&D costs representing 17% of net revenue,
grew 16% over Q96-2 and 66% over the prior
year. This growth reflects increased investments
across all product divisions, particularly. in
Consumer, Microsoft On-line Services (MOS)
and Business Systems. Sales and marketing
expenses declined versus the prior quarter
primarily due to reduced support costs following
the launch of Windows 95.

Net income for the quarter totaled $562 million,
a 42% increase over Q95-3 and a 2% decrease
from prior quarter earnings of $575 million.
Eamings per share increased 39% over Q95-3 to
$0.88 but decreased 3% from prior quarter EPS
of 30.90. Adjusting for the Q96-2 non-recurring
gain of S0.03 on the sale of DK, quarter over

quarter earnings were flat.
_ TXAG 0014617
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MICROSOFT RESULTS

Q96-3

CONSOLIDATED MANAGEMENT P&L

INTERNAL MANAGEMENT RESULTS

-.Em--.n:m-m—mm—m

$2,170.0 $22165 104% 98% $16321 104 133%
Deskiop 85 dnm-l resarve 27193 12% -

{89.1) (4%) mm (4%) 114% {68 {4%) 130%
100% 21957 100% 10% . 100% 151%

235 12% 3244 15% 0% 2151 14% 136%

178 1% - -
87% TECZ 85% . 113% 73483 88% 152% -

1872 8% 1788 8% 105% 1369 %R 13IT%
1606 7% 1675 8% 96% 940 6% 170%
4“5 2% 545 3% 82% 38.7 2% 115%

82 0% 27 0% 335% 1.7 o% wn
. 17% a033 . 19% 100% YYAY S 17% 148%
2269 10% 2354 1% 96% 1873 122% 121%
11185 $% 1309 6% 5% 1024 ™ 109%

187 1% 541 3% 5% M2 2% 55%
1188 5% 1281 6% % 81.0 5% 148%

B 20% T4E5 28% 87% aD4D  28% 118%
853 4% 724 3% 118% 68.2 4% 125%
X 41% 10230 48% 4% v44.7 48% 129%
STUES.T 46% 37503 3% 137% 36035 39% 180%

————— 1 f—————""1

Ycarto gate

Gross revenue (ss billed) 1M11% 36.306.8 105% 17% 164%
Deskiop 85 channel reserve (3633) (5%)
Other revenue adjustments (394.0) (6%) 005.0) (5%) 129% (166.8) {(4%) 237%
Net revenus 4 100% 0518 100% 110% 100% 153%
Cost of revenve 9998 15% - 8333 15% 107% 626.8 14% 160%
Desktop 85 channel reserve {23.7) 0% - -
Gross profit 3 85% —_5.345.3  85% Mi% T ITBTE 86% 152%
Opersting expenses:
Product nt .
5098 8% - 5268 9% % 3859 % 132%
Applcations & Content 4313 6% ATT® 8% 20% 2503 6% 172%
Product Marketing 1409 2% 1806 3% 78% 81.0 2% 174%
Other 432 1% 87 0% 496% 54 0% 798%
. 17% 11547 20% 4% 7225 16% 156%
Sales & Marketing: -
Sales expense 6642 10% 7110  12% 3% 5458 12% 122%
4047 6% 4583 8% 83% 2583 6% 15T%
Broad Reach 1284 2% 1574 3% 2% 764 2% 168%
Proctuct support 3622 5% 3670 6% 89% 2253 5% 161%
TE555 23% k) .555.7 28% 82% 1.105.7 25% 141%
General & sdministrative 2237 3% 4% 100% 1813 4% 122%
Total operating expenses 4 43% 3. 155?5 51% 93% 2.009.7 46% 145%
tncome 42% T3ZBILT A% 138% T S1.J575  40% 160%
@63 O%d___Oov1__Oetd Qa5 ez e Goad)
Net per employse (n ) $472 . SAB6 8431 S370 3376 3394 3324 3347 MSC 00568816
Cost of sales % of net reverue 13% 16% 15% 4% "% 4% 1% 16%

% of net 10% 1% 2% 4% 1% 0% ™ ”
mmwsdmm w% 1% M % ™ 1% ™% TN TXAG 0014618
PSS expense % of net everus 5% % % % % % % %) CONFIDENTIAL
Aversoe wor 20016 19399 184%6 7534 16873 16134 15328 15017

. MS6 6000794
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MICROSOFT RESULTS

Notes to Consolidated Management Reports

The consolidated management P&L is based on
functional responsibility and prepared in accordance
with MAP (Microsoft Accounting Principles). These
results may not include the impact of certain adjust-
ments and reclassifications as required by Generally

-Accepted Accounting Principles (GAAP) for external

reporting. Significant differences between financial
statements prepared for intemal management use and
externally reported results include:

Revenue for internal management reports is
generally recognized “as billed.” Under GAAP,
pet revenue includes adjustment for certain
billed, but uneamed revenue, such as a portion of
operating system revenue that will be recogmzed
over the product life cycle. Conversely, certain
revenue that is earned but not yet billed such as
unreported OEM and Select revenue is also
recognized for external purposes.

Q596-3 management reports include a Desktop 95
channel reserve. The channel reserve is based on
estimates provided by sales management of all
Windows 95 and Office 95 inventory remaining

REVENUE SUMMARY

e Non-operating

in the channe] as of March 31. For extemnal
reporting, these reserves have been adjusted to
reflect channel inventory in excess of normal
levels with potential for return.

For external reporting purposes, the net cost of
MOS operations is included as research and
development expeases until such time as MOS
has profitable gross margins. For internal
management reporting, MOS cost of operations
are included in cost of revenue 2s a business
channel.

For external reporting purposes, all product
marketing related activities are classified as a
sales and marketing expense. For intemal
reporting purposes, product marketing depart-
ments and related marketing expenses are
included in product development.

income, expenses, non-
continuing items, and income taxes are excluded
from internal management reports.

Gross Product Revenus Q96-3
{As shipped Revsum categories, in millions)

Desktop applications 1 028.3 $ 788
Win 85, MS Pius(PSD) - 1995
BackOffice (BSD) 273.3 -
Win 3.x, MS-DOS (PSD) 2T2.4 -
Developer products 1187 -
Consumer software | 105.6 -
Consumer hardware 854 -
Microsoft Network 210 -
Other

Gruss revenue

F055 as
Billed

Agjusied

Gross -m-mmm
$ 11081 § 9447 S 8032

4717 454, - 19’5 104% nm
213 1573 1004 11%  174% 272%
2724 2432 4618 11%  112% 59%
118.7 1159 67.0 S% 102% 177%
1056 1216 781 4% 7%  135%

854 932 797 3% 87% 107%

210

nm
(6.1) - (6.1 50.5 416 0%  (12%)
-s—nm—r—m-:—z—nz'x—nm. A 43, BT 111%  150%

309 - 1% 68%

(15%)

Consolidated Q96-3 gross revenue adjusted for
Deskiop 95 reserves (ie., on a sell-through
basis) was $2.45 billion, 11% ahead of plan and
50% zhead of the prior year quarter. Year to
date, adjusted gross revenue was $7.10 billion,
11% over of plan and 56% ahead of FY95.
Positive variances in the quarter are primarily
dues to continued swong sales of Office and
OfSce Pro, BackOffice products particularly
with Windows NT increasing more than 3x over
the szme quarter last year, and Windows 95.

Q96-3 Deskiop Applications revenue totaled
$1.11 billion, 17% better than plan and 38% over
prior year. Sell-through of Office 95 (excluding
certain license revenue not reported platform
specific) was $247 million significantly less than
plan of $470 million (53%), offset by continued
strong sales of 16-bit versions of Office, totaling
$589 million or 241% of plan. For the year,
DAD revenue totals $2.99 billion, 11% above
plan and 31% above FY95, with $1388 million
remaining in the Office 95 chznnel reserve.

MSC 00568817  TXAG 0014619  MS6 6000755
CONFIDENTIAL CONFIDENTIAL
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MICROSOFT RESULTS

Q96-3

Q96-3 Personal Operating Systems gross
revenue totaled $744 million or 6% better than
plan, including a $200 million adjustment for
returns and sell through of Windows 95 reserved
in Q96-1. Sell-through of Windows 95 totaled
$453 million for the quarter and $1.12 billion
year-to-date, 97% of plan. Year-to-date PSD
sales total $2.37 billion, or 9% above plan and
194% above prior year, including $175 million
reserved for remaining Windows 95 channel
inventory.

Q96-3 Business Systems revenue grew 172%
over Q95-2 10 $273 miillion and exceeded plan
by 74%. Windows NT (Servers, User Licenses
and Workstations) generated over 53% of total
BSD revenue at $145 million. Business Systems
revenue for the year totals $656 million, 66%

Consumer revenues were under plan by 13% for
the quarter, but grew 21% over prior year. Better
than plan sales of Sidewinder Joystick, Mouse
and Works were offset by slow sales of
keyboards, Bob and personal interests sofrware.
Consumer revenue for the year totals $652
million, 3% below plan and 18% over prior year.

Q96-3 Developer revenue exceeded plan by 2%
with strong sales of Visual Basic and MSDN.
Sales for the quarter totaled $42 million, 16%
above plan and 125% above prior year.

Net revenue from MOS was $20 million during
the quarter with more than 1 million subscribers.
Year 10 dze MOS revenue totals $30 million,
about 75% of plan.

over plan and 144% over FY95.

Net Channel Revenue

(in milions) Net beiore —— Net Fev 25 ' Of
North America FG 454.1 S 142.3 $ 608.8 H 5683 s 428.9 zs% 107% 141%
Eurcpe FG 4518 116.1 5250 4258 24% 108% 133%
ICON FG 1133 - 132 1264 1374 983 5% 92% 129%
Far EastFG 2780 72 285.2 2964 137.7  12% 96% 207%
Total finished goods 1,307 2793 4 1827 1, 104% 145%
OBEM S 72712 - 1212 §57.3 4511 31% 130% 161%
MS Press 80 | 0O 18.0 174 108 1% 103% 164%
MS Onifine 198 0.0 198 266 - 1% 74% am
Saoltimage & other 8.9 - 8.9 103 10.7 0% 85% 84%
Net revenue .080. . 138, 110% 151%

Q96-3 net FG revenue totaled $1.59 billion, 4%
benter than plan. North America and European
regions exceeded plan by 7% and 8%
respectively due to higher than plan sales of
Office and Office Pro. On a year-to-date basis,
net FG revenue totals $4.68 billion, 4% better
than plan and 48% better than FY95, with $363
million reserved for remaining Desktop 95
channel inventory.

Year over year growth for the quarter in major
sales locztion was led by Japan with an increase
of 118%, followed by ltaly (46%), the United
Suatss (43%) and Germany (37%).

HIGHLY
CONFIDENTIAL

Q96-3 OEM revenue exceeded plan by 30%
with record net revenues of $727 million.
Windows 95 accounted for more than 48% of the
total. Year-to-date OEM revenue totals $1.91
billion, 32% over plan and 61% over FY95.
OEM is expected to reach $2.67 billion in gross
revenue for the year,

MS Press revenue of $59 million for the year is
134% over FY95 mainly due to strong sales of
Windows 95 and Windows NT related titles.

MSC 00568818

TXAG 0014620
CONFIDENTIAL

MSsé6

6000796

CONFIDENTIAL

Aunom: SSTTT BOCSS ISEOCSS)

CON

—
S ROITAL

MS

-PCA1192382



MicROSOFT RESULTS

Desktop 95 Channel Reserve

e Channe! inventories of Desktop 95 product
are estimated to be $363 million at the end
of the quarter.

e Shipments of Windows 95 and MS Plus!
into the finished goods channel totals
$1.19 billion year to date. As shown to the
right, an estimated $638 million bas sold
through to end users and $175 million
remnains in the channel, primarily in North
America and Europe. Returns of Windows
95 and MS Plus! total $382 million. North
America bad returns of $257 million or
40% of total shipments and Europe had
$107 million or 30% of total shipments in
reqxrms.

e Year-to-date shipments of 32-bit DAD
products total S1 billion, with an estimated
sell through of $596 million. North
America returns approximate 38% of total
shipments. Inventory remaining in the
channel is estimated to be $188 million.

Key Pricing Summary

e Pricing was generally consistent with plan

as all material variances were driven by
mix factors. The table shown to the right
highlights worldwide finished goods
revenue per license for several major
products. (See Appendix for complete
revenne and pricing summaries by region.)

Windows 95 & MS Plus!

] $100 200 $300

M [k B M

[ id s10

[ Osesthry _SMRerume  Winventory |

$O  $50 3100 3153 $200 $250 $300 3350 $420 3450 $300 $550 3800

Office -new users $245° $252
Office -existing users S$158 $157
OfficePro -now users $259 $302
OfficePro -existing users $201 $199
Windows 95 $90 $85
Windows NT -servers $528 - $504
Windows NT -workstations $181 $210
MSC 00568819
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CONFIDENTIAL
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Q96-3

License Mix
=
)
=
Q941 Q942 Q943 QM4 Qo5-1 Q52 Q953 Q854 Q61 QP62 Q96-3
Erpp Bseiect Bother Lic BiMaintenance SOther
* Sales of full-packaged product (including e Select license (including maintenance agree-

upgrades) as a percent of finished goods revenue
cogtinues o decline following the sell-in of
Deskiop 95 in Q96-1.

Foreign Exchange Impact on Consolidated Net Revenue

ments) revenue totaled $420 million during the
quarter, 23% more than Q96-2. Total license
revenue made up more than 50% of the FG
channel.

{n mifions)
Ycar to Date Variance vs. Plan
North America FG $0.8 ($103.7) $2.5 ($101.2)
Eurcpe FG ' 20.8 222 42.9 365 71.2 107.7
ICON FG (1.7 0.7 (11.0) {11.7) 3.1 {8.0)
Far East FG 283 (39.4) (11.1) 2299 (66.8) 163.1
OBEM, Other AT & Channels 162.2 0.0 1622 460.4 {0.1) 460.3
Variance 1 plan $237.2 15.6 $221.5 $612.0 $9.9 $521.8

* The table shown above summarizes the impact
of acal foreign exchange rates compared to
plan for Q96-3 and year to date. Actual revenue
compared to plan at budgeted exchange rates
resulted in a positive business variance of $237
million to net revenue in the quarter.

L] 'n)e.US dollar continues to be weaker than
planned against most major European currencies
resulting in positive variances for the quarter.

Subsidiaries with major variances include
France (S5 million), Germany (54 million),
Sweden ($3 million) and Italy (S3 million).

A stronger than planned dollar-to-yen exchange
continued to prevail in Japan, resulting in a $39
million negative foreign exchange variance for
the Far East FG chanpel. The dollar
strengthened from an average of 101 Yen to a
dollar in December to an average of 106 Yen in
March. The FY96 budgeted rate is at 90 Yen.

MSC
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Q963 MICROSOFY RESULTS
CosT OF REVENUE
Cost of Revenue - Q363
m Wghted Cost of Revenue
Ave Cost nm. .in Prior Year |

By Channel
North America FG 15.6% 17.9% 18.3%
Europe FG 24 1% 3.0% 12.7% 13.3% 13.7%
ICONFG 54% 1.5% 28.4% 19.8% 25.0%
Far East FG 12.1% 1.4% 11.6% 18.7% 15.6%
Total Finished Goods 104 14 16. 16.8
OEM 308% 14% 44% 56% 35%
Other (includes MSN) 2.0% 1.8% 92 8% 70.T% T76.2%

 — — — ———

By Product Division
Deskiop Apps 42.5% 4.5% 105% 12.8% 126%
Consumer 85% 356% 420% 31TT% 32.7%
Personal Finance 0.1$ 00% 19.9% 533% 54.5'&

On-ine 1.5% 1813%

Applications & Content 3 % .51 3% § 7'2 16.0?
Business Systemns. 124% 13% 10.5% 14.6% 15.8%
Personal Operating Systems 30.7% 1.1% 3.7% 6.1% 3.1%
Developer 4.7% 0.9% 184%  195% 20.4%
Consumer Systems 0.4% 0.0% 4.1% 26.4% 69.0%
Platforms 4 5 8.4
Other (primarily MS l-’m'ss) 0.3% 0.4% 1435%  33.1% -18.0%

Cost of revenue in the finished goods channel in
Q96-3 was two points better than plan. This was
due to a substantial decline in product costs
which were offset in part by higher than plan

inventory reserves for Desktop 95 products.’

Total product costs were four points better than
plan primarily due to higher than plan mix of
CD-ROM media and licensed product sales. The
higher mix of CD-ROM media and licenses also
contributed to the decrease in cost of revenue
from the prior year.

Cost of revenue in the OEM channel for Q96-3,
was a point better than plan primarily due to
lower than planned mix of keyboard and mouse
sales. Cost of revenues increased from the prior
year due to increased hardware sales and in-
ventory reserves for excess keyboard inventory.

" All product divisions, with the exception of

Consumer and MOS, had lower cost of revenue
compared to plan due to the continued shift to

HIGHLY

CONFIDENTIAL

Personal Systems 54% 21% 1%

CD-ROM media and license sales. Consumer
Division cost of revenue, as a percent of
revenue, was four points higher than plan due to
charges taken for excess keyboard inventory and
the impact of price cuts on many products
beginning in October.

Year-to-date CD-ROM mix by division com-
pared to plan and last year is illustrated in the
following table.

Desktop Applications 39% 12% 5%
Consumer 74% 55% 43%
Business Systems 56% 34% 39%
Developer 71% 25% 23%
Totat 56% 3IT% 19%

For the year, total cost of revenue is 14.4%
versus plan of 153% due to the same factors
noted during the quarter.
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3 MICROSOFT RESULTS Q96-3
OPERATING EXPENSES

Operating Expenses (see note)

(n mitions) Q553 | Plan | % of Pian f§ FYIDS5 | %ot oy |
People costs $426.8 $449.4 95% $1,224.7 $929.1 132%
Contingent staff and outsourcing 1640 152.8 107% 448.1 1791 250%
infrastructure costs 1302 151.0 86% 3788 450 110%
Marketing expenses 1751 240.2 3% 673.6 4179 161%
PSS/MCS cost recovery (69.9) (76.5) 91% (191.9) (87.0) 221%
Third party product development 98.4 4.5 221% 1820 814 189%
Other expenses 39.2 62.4 63% 191.0 1343 142%

. $963.8 $1.023.9 % $2.806.4 $2.009.7 145%

Avg non-operations headcount 18481 20457 0% 17,695 14,544 122%

(see note)

People cost per head $92,374 $87,880 105% .§92285 $85.176 108%

Infrastructure cost per head $28,171  $29,520 95% $28,553 $31626 90%
(annuakzed cost per average MS head)

Contingent staff and outsourcing 38.4% MO0%  113% . 36.6% 193% 190%
{as a percentage of People costs)
(Note: excludes heads and expenses related to Operations included in Cost of Revenue)

Operating expenses were 6% under plan for the
quarter and 7% for the year. Year-to-date
spending of $2.91 billion represents year-over-
year growth of 45%, well below revenue growth
of 53%. However, contingent staffing, marketing
expenses and third party development costs are
cach growing faster than revenue.

People costs excluding contingent staff (tem-
porary help, consulting, and outsourcing) were
95% of plan primarily due to lower than plan
headcount. Average costs per head were 5% and
8% over plan for the quarter and year,
respectively. This variance is primarily due to
accrued but not budgeted management and exec-
utive bonuses, and employee recruiting costs,
partcularly signing and relocation bonuses.

Infrestructure costs increased 10% year over
year, driven by higher telecommunication costs

HIGHLY

which increased 43% to $72 million. On a per
head basis, infrastructure costs are below plan
and last year,

Contingent staff and outsourcing costs increased
150%, or $269 million over last year. As shown
below, outsourced PSS represents the most
significant increase.

FYID36 FYTD35 Growth |

PSS S166.6 $50.1 233%
Product Groups 1329 52.5 153%
ITG 62.0 338 83%
Sales Groups . 38.8 233 66%
MCS 215 12 215%
G&A 20.3 182 12%
TOTAL 448.1 179.14 150%

Other expenses include bad debt, tax, and license
expenses which are generally variable with sales
volume. :
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Q96-3

MICROSOFT RESULTS

ProbucT DEVELOPMENT COSTS

{$ in milions)
Platform Product Group
Business Systemns $70.5  18% $56.4
Personal Systems 38.2 10% 353
Developer 402 10% 355
Consumer Systems 2.0 5% 2.1
Platform Mgmt 164 4% 19.4
Total Platform Products . 1872 . AT% 1785
Application Content Group
Consumer $785 .. 20% 727
Desitop Applications 485 12% 498
Microsoft On-Line 2.7 6% 3.1
Personal Finance 25 1% 38
Research & mgmt 84 2% 102
Total Application & Content 1606  40% 167.5
Product Marketing “s 1% 545
Other Developawent Costs 82 2% 27
Total 34017 100% $403.3
Platform Product Group
_ Business Systems $1716  15% $160.1
Personal Systems 103.0 9% 107.9
Developer 1136 10% 107.0
Consumer Systems 74.0 7% 90.6
Platform Mgmt 41.7 4% 53.2
Total Ptatform Products 5098 45% 526.8
Application Content Group
Consumer $196.4 17% $204.5
Desktop Applications 1441 13% 151.6
Microsoft On-Line 624 6% 827
Personal Finance 57 1% 98
Research & mgmt 22.8 2% 20.4
Total Appiication & Content 4313 38% 477.9
Product Marketing 140.9 13% 180.5
Other Development Costs 432 4% 8.7
Total T31.1253 100% T 519940

14% 125% $41.7 15% 169%
9% 109% 3sS 13% 107%
% 113% 3.8 1% 130%
8% 9% 179 % 1223%
5% 85% 10.9 4% 150%

4% 105% 1368 50% 137%

1% 108% - 8298 15% 197%

12% 7% 379 1% 128%
8% 73% 86 3% 264%
1% 86% 1.9 1% 3%
% 3% 6.1 2% 138%

4% 9% $4.3 Is% 170%
4% 2% 38.7 14% 115%
1% 335% 1.7 1% 530%

100% 100% $271.6 100%  143%

100% 4%

———— e e e e ey

s e R ToTPY

4% 102% $1235  17%  139%
% 95% 830  13% 111%
%%  108% 881 12%  132%
8% 2% 539 7% 137%
% 20% 204 4%  162%
“% 9% 3859 53%  132%
1% 9% $98.0  14%  200%
1%  95% 1074 15%  14%
™% 75% 214 3% 296%
1% 58% 53 1% 107%
2% % 185 3% 123%
«%  80% 2503 35% 1T2%
5% 78% 810  11%  174%
1% 495% sS4 1% 798%

$722.6 100%  156%
—_—

Year-to-date product development costs in-
creased 56% over last year with headcount
increasing 39% to 7,093 at quarter end. Product
marketing, contingent staffing and third party
development costs increased across all divisions.

Application and Content headcount grew 5%
over Q96-2 to 3,031 while controllable expenses
grew 11%, 96% of plan. Year-to-date
controllable expsnses total $431 million, 72%
growth over FY95. Year over year growth is
pinzily duoe to increased invesmment. i
Coasumer and MOS headcount, combined with
increzses in third party prodact development and
locafizaion costs.”
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Platforms headcount grew 4% over Q96-2 to
4,062 with controllable expenses increasing by
12%, 105% of plan. Year-to-date Platform
product group controllable expenses were $510
million or 97% of plan and 32% over FY95.
Localization costs related to Windows 95 and
continued investment in Business Systems and
Developer divisions are the primary drivess of
this increase.

Other product development costs year to date
include S7 million related to DreamWorks
Interactive and $20 million related to dev=lop-

ment 2greements with DEC.
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. MICROSOFT RESULTS

. Q86-3

SALES, MARKETING & SUPPORT COSTS

(S in miltions)
Sales Expenses

North America

Europe

ICON

Far East

OEM

Other

Total sales expenses
Marketing Costs
Support Cost

Total
Sales Expenses

North Amesica $190.7 12% 32175 13% 8% $166.9 15% 114%

Europe 202.0 13% 2050 2% 9% 1746 16% 116%

ICON 763 5% 782 5% 8% 61.1 6% 125%

Far East 603 4 676 4% 89% 35.7 3% 169%

OEM 828 5% 76.9 5% 108% 59.9 5% 138%

Other 522 3% 65.8 4% 79% 417 4% 109%

Total sales expenses TTTERZ.  43% T 7110 42% 93% T 5358  49%  12%
Marketing Costs 5330 4% 615.6 6% 87% 334.6 30% 15%%
Support Cost 3622 2% 367.0 2% 99% 2253 20% 161%

Total =$T559.5° 100% T STEU37  100% g2% TSTYUSTTT 100% 141%

e Q96-3 sales, marketing and support costs were million or 87% of plan and 8% of net revenue.
$477 million, 87% of plan and 18% over last These costs grew 59% over prior year versus
year. Product support costs increased 48% 53% growth in net revenue.

rimarily due to su lated to the ch o
]l;shopy9§. PpoTt rC ° launch of » Product support expenses were 94% of plan for

e Channel marketing costs, including Broad
Reach, were $130 million during Q96-3, 70% of
plan. Year to date marketing costs total $533

Q96-3 and they declined quarter over quarter as
support for the launch of Windows 95 tapers off.
As a percent of finished goods revenue, support
costs average 8%, slightly below plan.

MSC 00568824
1GBLY TXAG 0014626
CONFIDENTIAL CONFIDENTIAL
R10 - RICROSFT COFRENTAL ALDGR: SITTY BIGSS {SBOGSS)

£S5 SC008T2
CONFIDENTIAL
MS-PCA 1192388
CONFIDENTIAL

)

MS-PCA1192388



Q963

MICROSOFT RESULTS

GENERAL & ADMINISTRATIVE COSTS

(in millions) Qg5-3
| Actwal | Pian__}%of Plan]

G 277 32%  $236 \R 1T% $238  35%
Finance M8 4% 125 17% 4% 120 18%  98%
Human Resources 79 9% 88 12%  9%0% 74 1% 108%
MS Services Group 48 6% 50 7%  95% 47 7% 101%
Real Estats 12 1% 12 2%  101% 06 1%  190%
Legal : 238 28% 23 3% 106% 186 21% 128%
Other 81 10% (14) %) nm 11 2% nm

Total $853 100% __ $721  100%  118% SE82_ 100%  125%

L L —
FYTDSS
| _Acwal J Pan_J%ofPian} Prorvear }%off

nG S794 36%  S707 2%  112% $507 33%  131%
Fnance 58 16% 74 % 96% 1O 18%  109%
Muman Resources 27 0% %9 12% e 208 12% 109%
MS Services Group 126 6% 1“6 ™ W% 135 7% 01%
Real Estate 38 2% s 2% ee% 16 1% 243%
Legal 616  28% 669 30%  92% B4 2T% 127%
Other 46 2% 15 1% nm 33 2% M0%

Total $221.7_ 100% __$2208_ 100%  100% _ $1813 100% 122%

G&A costs include corporate cost centers that
support MS on a worldwide basis. These
expenses include IT project development and
regional support, corporate finance, legal and
corporate affairs, HR services such as employee
development, compensation and recruiting, and
certain worldwide real estate and administrative
support services.

_ G&A expenses is 18% over plan in Q96-3,

growing 25% over last year. G&A headcount
totaled 2,078 at quarter end, a 39% increase over
FY95.

HIGHLY
CO\’HD[_\TL‘L

Year-to-date G&A costs are about 3% of net
revenue, reflecting year over year growth of
22%. Primary growth drivers are increased ITG
spending for application development and
incremental operational support costs. Legal
costs related to a higher incidence of litigation,
piracy efforts and dispute resolution have also
contributed to the growth.

ITG costs exceed plan by $9 million year to date
primarily due to the timing of certain projects
versus plan and approved plan variances for
implementation of the SAP financial system.
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MicrosorT RESULTS Q96-3

HEADCOUNT
I BSdetdbetrrg DAassachtOovelopment T Genaral & Admirisrave DM--:‘
e Toal Micosoft beadcount was 20208 at e Headcount growth was somewhat slower than in
quanter-end, an increase of 567 during the previous quarters due to a temporary decrease in
quarter. Q96-3 beadcomnt is 88% of full year ' reorganization, and the January layoff of 175
plan. manufacturing employees.
L Acual o fciual J st §obha J Grown §cut § Gown |
Noth Amedea FG 215 22 2201 2481 CEECEEEE
Eurcpe FG 167 . 1,754 188 1,887 87 1889 51
ICONFG 687 4 -4 853 2 85 -
FarEastFG s 412 M9 a2 k14 49§ 56 --
Tatal FG 4,85 X 534 5,693 33 578 84
WW PSS B e A 4am 8 am me
W OEM 268 27 <] %1 6 %1 F ]
Press “ & §7 3 57 o
MS Onbine 2 7 3 “ t: “ 13
AT Sales !_35 153 4_5_! J'_Il .'i 186 _ZL
Sales. Markating & Support Total $.808 $213 9462 1041t 249 10514 1,052
Patomms Product Graup
Business Syswens 1.166 126 1.0 1,384 12¢ 1,304 {66) ¢
Deveicper L1763 870 92 1,005 122 1,269 m
Personal Openatng Systems 77 ke [ -4] Lird L H 870 49
WY Putiorn Managemert 2] x9 22 a9 o 500 218
Cormmer Sysiems [ s %7 M L ) 3y
Toat Pattorms 7% 3,892 4,062 4.46% 170 4.677 815
Appiicatons 3§ Content Grow
63 e 1,024 1,104 - » 1,58 22 -
Deskip Applicatons .24 1202 1,%8 1417 k] 1.401 Q
Deskicp Fnarce L ] " [ " 107 <]
MS OnLine n 48 at 9 Qr: 805 19¢
Apps/Contert Research Mgmt 140 155 167 191 12 197 X
Tetal Apphcatons & Cardert 2.652 2831 3.031 3,446 155 3.568 537
#Resaarch & Deveopment Total §384 $J713 7,093 7818 320 8245 1,152
Press 58 1] To ¢ 1 7 ]
Geners! & Adminstrative
nG 828 683 122 806 k 815 3
France x3 26 35 k<] 15 5 .
Fuman Resaurces ne 1 7 9 -] »0 3
MS Services Grop 3 406 4“3 460 12 465 47
Fed Es2ge & Constucyon 3n 2 3 » & ko4 i;
1a3x § Cooorae Ktz 1 218 23 2 " 52 19
Emcrw Sut s 7 s ‘ 2 3 1 MSC 00568826
Senmnl & Adrrracwtive Totsd 1552 134 2078 2243 44 2370 12
1 GﬁL\. Opersticrs 1508 152 1305 Um aIn_ 1451 2% :
GRAXD TOTAL 1.0 13681 20208 2243 S47 22359 2651
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WORLDWIDE OPERATIONS

Worldwide inventory turns during the quarter
declined to 1.7 wurns per year primarily due to
channel returns of Desktop 95 products. World-
wide Operations is working with the Sales
Channel to move salable inventory and dispose
of mmventory for which littie or no demand exists.

Accounts receivable days sales outstanding
(DSO) for Q96-3 improved to 65 during the
quarter and showed improvement across all
regions. This improvement is largely due to
reductions in receivables related to collections

terms oa Deskop 95 products.
SUMMARY OF OPERATING STATISTICS
Q96-3 Qes-2 Qs6-1 Q954
Packaged Products
Number of Bill to Customers 516 518 480 440
Numnber of Ship to Locations 675 687 631 595
Number of SKU's to = 80% of revenue 330 331 113 252
Total SKU's Sold ’ 3,742 3.564 3.635 4078
Select 202 3.0
Select Usage Reporting % (cum) 94% S4% 85% 92%
Unbilied Select Revenue (est .. $000) $ 138965 16504|S 18948|S 12984
Number of Master Agreements 2.0 1973 2417 2,703 2,583
Number Of Master Agreements 3.0 1307 922 90 0
 Total Number of Enroliments 7,056 5243 4,325 4,850
Revenue Per Order (S000):
Packaged Product 43 52 72 85
Select 2.0 63 57 58 61 .
Select 3.0 28 25 30 nfa|’
MOLP 9 9 ° 7 nfa

Unbilled Select revenue represents those usage
reports received from customers but not billed
due to reporting problems. Significant efforts
have been made to improve the reporting process
and to clean up past usage reporting problems.
These efforts are beginning to pay off as can be
s=2n by the decrease in unbilled Select revenue

siace Q96-1.

HIGHLY

CONFIDENTIAL

Select enroliment 2greements have increzased
42% over the past four quartars reflecting the
increasing popularity of the program. Version
3.0 master agreements now mzke up 40% of
total S=lect versus 27% in Q96-2.
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WORLOWIDE OPERATIONS

CosT OF REVENUE SUMMARY

¢ Fmished goods cost of revenue year to date was
16.4% of net revenue versus plan of 16.8%. This
positive variance was largely due to a substantial

Standard Product Costs

e Standard product costs consist of all costs
incurred to manufacture and assemble finished
goods. These costs include labor, overhead, and
material costs at a standard rate.

Other Manufacturing Costs & Variances

e  Other Manufacturing Costs & Variances includes
manufacturing variances, hardware, and program
costs.

Inventory Adjustments

¢ Inventory adjustments include charges for in-
house scrap, re-cost impacts, provisions for
inventory obsolescence, and cycle count adjust-
ments.

Pipe Processing

e Pipe processing represents expenses related to
pre-sale communication, order processing,
billing and collection activities incurred at
Regional Operation Service Centers (ROSC) and
third party vendors. Costs for fulfillment
activities related to MSDN and MES are
captured within pipe processing, while all other
fulfiliment costs are captured in local processing
2s noted below.

HIGHLY
CONFIDENTIAL

decline in standard product costs, offset by $90
million in charges for excess Desktop 95 product
and a $19 million charge related to keyboards.

Total finished goods standard product costs were
72% of net revenue; nearly three points below
plan. This reduction in costs is due to an
increased mix of CD ROM media version
products and a shift o Select and other licensed
product sales. On a worldwide basis, CD ROM
based product comprises 56% of total packaged
product versus plan of 37%.

Year-to-date total manufacturing costs were $95
million, or $16 million (20%) higher than plan.
This unfavorable variance was due to program
costs which were S15 million higher than plan
primarily due to MSDN and MES courseware.

Year-to-date inventory adjusuments total $90
million, $66 million higher than plan due to
increased inventory reserves for excess and
obsolete 16-bit Office, Desktop 95, and
keyboards. These costs in excess of plan by
region were North America (S40 million),
Europe (89 million) and ICON (811 million).

Year-to-date pipe processing costs were $37
million or 13% higher than plan primarily due to
fulfillment fees related 1o sales program in North
America and Europe.
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WORLDWIDE OPERATIONS

'Q96-3

Royalties

Royalties include payments to third parties for
the right to use intellectual property in MS
products.

Year-to-date royalty expenses total 1.3% of pet
revenue versus plan of 1.5%. This favorable

variance was due primarily- to an
amendment to the agreement affecting royalties
for Grammar and Spell Checker used in Word

Retumns Scrap/Rework

Returns scrap/rework includes direct material,
1abor and overhead costs associated with product
that has been returned and serapped or reworked.

Local Processing

Local processing includes all costs related to
fulfillment activities at both international sales
Jocations and ROSCs. In addition, this line item
includes all pre-sale communication, order pro-
cessing, billing, and collection activities incurred
by international sales locations.

HIGHLY
CONFIDENTIAL

~and Works and the bﬁyout of the royalty

agreements covering Flight Simulator and
Encarta. The per unit royalty for Grammar and
Spell Checker was replaced with a flat license
fee paid quarterly. The buyout of Flight
Simulator and Encarta agreements eliminated
royalty expense. The purchase price for these
agreements was capitalized and amortized under
intellectual property rights.

o

Year-to-date returns scraprework was $69
million, or $37 million over plan primarily due
to allowances for actual and anticipated returns
of Deskiop §5 prodoces.

Year-to-date local processing costs were $33
million or $4 million below plan due to lower
than anticipated direct fulfillment and headcount
costs in all regions except Europe.
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PRODUCT DEVELOPMENT - APPLICATIONS & CONTENT .

APPLICATIONS & CONTENT
Q96-3 P&L Summary
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2 PRODUCT DEVELOPMENT - APPLICATIONS & CONTENT

Q96-3

~

Business Results

Net revenue for the Applications & Content
Group tACG) totaled $1.22 billion in Q96-3.
8<% beuter than plan and a 31% increase over
last vear on continued growth in Office and
Consumer products.

Deskiop Application Division (DAD) revenue
totaled S1.00 billion in Q¥6-3. 12% above plan
and a 31% increase over last year. Adjusted for
estimated chanpel sell-through. sales of Qffice
95 ioaled S308 million. 31% of 1ol DAD
revenue. As shown in the table helow. sell-in of
32-bi1 applications bas remained steady after the
initial August seli-in A tow! of $228 mithon of
Office 95 prodact has been retumed since
launch io August and approxumatelv SI8S
willico remains as channel inventory  Resellers
¥ cuwrent'; ¢ requestng am  addiuonal
fewres

_5150 'i'
“» 100 4
.1
{

32-bit Apps Sales & Returns
350 -
300 + Sel-in | Retuns [
2250 ] —_laserin 1

° :
£ 8388888 8
= & = c <
=58 % 8% ¢ 3

Outlook

DAD net revenue is expected to total $1 billion
for FY96. However. the slip of Office 97 will
require new susiained marketing cfforts and
possibly new product bundles targeted 10 home
and small busiacss uscts to meet this projection.

Corsumer Division is anucipating shipping a
Iimir2d number of new titles during Q963 with
e lorogest revenue impoct expected from
Buookee v& Theore s 3 full slate of acw titles
a3 versions with scheduled RTM datss in June

Sales of Consumet Division titles totaled S200
million. 6% less than plan primarily due to $28
million in returns of Works. Keyboards and
Encana. Year-to-date software revenuc totals
$372 million. 27% ahcad of last vear driven
primarily by sales of Flight Simulacws. Encarta
and Bookshelf, Hardware revenue of $289
million is up 37% over FY93 driven by sales of
Joysticks, Kevboards. and Mouse.

Net, revenue from Microsoft Online (MOS)
totaled S19 million in QY6-3. 25% below plan

- primarily due to lower than planned subscrip-

tion and extended services revenue. Sub
scription billings are below plan due to fewer
paying members and billing system probiems
wlulc changing content strategies has impacted
extended scrvices revenue. Ycar-io-date pet
revenues total $29 million. 25% below plan.

ACG gross margin 3s a percentage of nct ro-
enue was 82% in QY6-3. a three percentage
point improvcment over Q96-2 due 1w
improvements in gross margin in DAD, offsct
by higher than planned MOS data center and
telccom costs related to the TCP/IP network
build-out.

Operating  expenses for ACG totaled S309
million in Q96-3. 8% Jower than plan. primarily
due to lower than planned headcount. Year-

. uver-year operating costs increased 36% as a

result of major investments in Consumer and
MOS.

ACG total responsibility margin of 56% was six
percentage points better than plan. largely due
to improved gross margins and lower than plan
operating expenses in DAD. ’

MSN’s subscriber base continues to grow with
323,000 new subscribers in Q96-3. Total
subscribers now exceed onc million. Based on
current trends. subscriber numbers are expecied
to total 1.3 million by the end of Q96-4. FY96
revenue is projected to total S63 million or 19%
below plan. This variance is primarily due to
lower than planned adverusing sales and
shortfalls in cxicaded amd business senvices
revenue
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Q96-3

PRODUCT DEVELOPMENT - APPLICATIONS & CONTENT

Desktop Applications Review

Investments & Product Highlights

Sizc and complexity related to the ambitious
feature set of Officc 97 have caused the
projected release date to be
slipped from Scptember 4. to
October  16. 1996. This
change will likely dclay
availability to customers until
January 1997. missing the
important FY97  holiday
scason.

The signature fcatures of Office 97 are summar-
ized into three themes: Get Organized. Get
Conanected, and Get Resals.

Get Organized features inclode a  new
workgroop client (code mame Ren) with
integrated mail, calendar, contact list. task
management and other tools. Office Web™
technology. including Front Page, is a key
component of the Get Connected featurcs
allowing for hyperlinks and Web navigation

Competition

WordPerfect (Corel)

In March, Corcl announced the completion of
its acquisition of WordPerfect from Novell for
about S11 million in cash. plus an estimated

$100 million in stock and $70 million minimum

royalty payments over the next five ycars. Corcl
is not expecied to ship WordPerfect as a stand-
alone product but has announced two flagship
WordPcrfect based suites:

- Corel WordPerfect Suite includes Word-
Perfect. Quattro Pro spreadsheet, presenta-

tions graphics package. CorelFLOW
business graphics package.  Starfish's
Lotus {IBM)

Lots shipped Notes 30 in March and
announced additdonal components designed o
run with Notes 4.0 oo Windows NT. These
compomnts e swipped Jown  mini-appiets
loosety hased on SmanSuile code and are
cemrendy io heta,

o

within Office applications. Get Results fcatures
include the IntelliMouse for improved docu-
ment navigation and Officc Assistant, a unified
help tool.

In January, Microsoft completed a merger with
Vemmeer, Inc., the developer of Front Page. a
Web authoring product. Approximately 31
former employees of Vermeer will relocate t0
Redmond 1o join the Vermeer Product Unit
headed by Chris Peters.

*Jon DeVaan succeeded Chris Peters as head of
the Office Business Unit Jon was Development
Manager for the Office Business Unit, and prior
to that Development Manager for the Excel
Product Unit. ’

Kathleen Schoenfelder succeeded Jon Reingold
as Product Unit Manager for the Project Product
Unit. Kathleen has held many positions within -
the product groups. including group product
manager for Excel. Jon Reingold moved to head
the Excel Product Unit.

Sidekick and Dasbboard utility products. 200
fonts. and over 10.000 clip art images. This
suite is very aggressively priced at $99 SRP,
with a 16-bit version scheduled for release in
late April. A 32-bit version is scheduled for
release in May.

- Corel Office Professional includés the
products above, as well as Paradox database,
InfoCenural, and additonal clip ant images
and fonts. The Pro version is priced at S199
SRP. with 16-bit and 32-bit versions
scheduled to be released as noted above

Lotus also announced a further delay in the 32-
bit version of 1-2-3 for Windows 95. The new
ship date is carly July. at which time Lotus will
re-bwunch SmanSuite as SmanSuite 97, a full
32-bit product The OS2 version of SmanSuitwe
will not ship until e 1996,
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Q96-3

Consumer Review

in

menis & Produ ighlights

Magic School Bus Explores Inside the Earth,
Complete Gardening. Do-It-Yourself Home

Repair, and Retumn of Arcade were shipped in

Q96-3 as planned. In
addition. localization
tcams in Ircland.
Redmond, and the
Far East released 31
focalized  products . -

during the quarter, bringing to 160 the twtal
number of Jocal-language versions of Consumer
titles released in FY96. .

A acw Channcl initiative process designed o
aid retailers with more cfficient and cffective
product roll outs was introduccd during Q96-3.
Under this initiative all ncw Consumcr titles
will be shipped on onc of six prescribed dates
throughout the year, with channcl sales and
markcting cfforts focuscd on those dates.

Planning for the FYY7 holiday scason began this
quarter with a goal of having 20 Microsoft
products in the top 100 consumer software titles
sold in the US. During FY97, Micrusoft will
release several new Windows 95 basced games,
new versions of Encana and Magic School Bus
tides, PicturelT!—a ncw product for the high
potential  consumer  imaging  market, and
SideWinder Gamcpad—a new gaming device.
Microsoft had 13 software consumer titles in the
wp 100 in FY96.

Cityscape. an online plaform for local infor-
mation and advertising publishing, bhcgan
recruiting field publishing wams foe IS citics in
North Amcrica. General managers have been
hired fur Seatde, New Yurk City, San Francisco
and San Diego, and offers are pending in three

Competition

CUC International. Inc. announced this quarter
that it agreed 1o pay S1.7 billion in stock to buy
Davidson & Associates, Inc. and Sicrra On-
Linc. Inc. CUC. which is a potential pariner in
the Cityscape project, derives most of s

HIGHLY
CONF IDENTIAL

additional locations. Dcvclopment remains on
schedule for a December 1996 release.

Microsoft and DreamWorks Interactive (DWI)
arc discussing an agrcement which would give
Microsoft distribution rights to certain DWI
software titles. DWI expects to deliver four
products in FY97 and up to eight additional
products in FY98.

In Q96-3, a project was launched to
dramatically increase gross margins on
Consumer products resulting in a decision to
outsource  manuflacturing and distribution of
Consumer products 10 Stupak in Colarado.
Manufacturing of a carc sct of products began
on April 1 under this arrangement.

* “MS Station,” an OEM 1cst with Packard Bell

was launched this quaricr. The package consists
of a high-end PC with over 25 MS softwarc
tiles, a MS keyboard, MS joystick, and MS
mouse., “MS Sution” was marketed as a
premium consumer machine with a retail price
of approximatcly $4,000. Initial scli-through
information is disappointingly low at less than
25% of cxpectations. Early customer rescarch
reveals, however, that 81% of those who
purchased this product were motivated o do so
primarily by the MS softwarc and peripherals.
The division markcting tcam is exploring the
possibility of doing a “Version 2.0 of the
product, with fewer titles and at a reduced price
point.

In Januvary. MS announced a new Intermet
interview show called “Encarta on the Record.™
with Linda Ellerbee as the host The first show
aired on February 21, 1996.

revenue from membership-based shopping clubs
such as Shoppers Advantage and the Entent-
ainment book. With this move. CUC will
become one of the lareest developers of
cducationy and emcrtainmem software,
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Q96-3

PRODUCT DEVELOPMENT - APPLICATIONS & CONTENT

SofiKey International, after acquiring the
Learning Company and Compton’s from the
Tribupe Company for over $700 million last
year, said it plans to use “aggressive marketing
tactics and expanded distribution channels™ to
reshape itself into a high quality brand name
vendor. If a2 deal to acquire Minnesota Edu-
cational Computing Corp. (MECC) closes as
expected, Softkey will become a $350 million
company this year.

Desktop Finance Review

In

Product Highti

The Desktop Finance Division was created in
March to focus on ooline banhng strategies and
products. The :mnal devel-

dc\elopmenl of ActiveX
conrrols for home banking
on the Internet.

During Q96-3, several financial institutions
agreed to offer online banking services using
Money. This brings the total number of
financial institutions making such comritments
to 56.

Competition

Intit announced agreements with an additional
15 financial institutions to offer online banking
and bill payment services via Quicken and Intuit
Services Corp, bringing their toral to 37. '

First Interstate Bank unveiled a new World
Wide Web site offering online banking via the
Internet.

'HIGHLY
CONFIDENTIAL

George Lucas announced the formation of a
new multimedia educational company, Lucas
Leaming Ltd. The new company will focus on
children's producis for the home and school.
Lucas’ entertainment multimedia company,
LucasArts Entertainment, currently bolds the
pumber two market share in the entertainment
PC/CD-ROM industry and has four of the top
20 best-selling games.

Microsoft and Visa announced an agreement 10
work together to offer a complete system for
home banking and bill-paving services using
Money and Visa Isteacive’s processing
services.

Checkfree, CFI Proservices, Online Resources,
Ultradata and Edify Corporation, competitors to
Intit Services Corporation, announced
intentions to build banking solutions for Money
based on the Open Financial Connectivity
specification.

Money received a Best Buy award from PC
World.

Prodigy announced an electronic banking and
marketing agreement with Citibank.

Spinoza Lid. shipped VBXchange, a $349 tool
kit that allows software developers to read and
write data directly in Quicken databases. As a
result, Intuit now has compettion in the add-on
market,
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PRODUCT DEVELOPMENT - APPLICATIONS & CONTENT

Qo63

MS Online Review

Investiments & Product Highlights

e Thbe Microsoft Network (MSN) active
subscriber count reached 1,005,000 at the end of
Q96-3 up from 682,000 last quarter as shown in
the following chart.

SESEEE

Thousands of subscribers

e New customer sign-ups averaged 200,000 per
month during the quarter. Of these, approxi-
mately 80% were converted from a trial basis.

Competition

e As of March 31, 1996 subscriber counts for the
major online services were as follows:

Online Subscribers
{millions)

AmerccOnire JERSERRTIE
Comaseve §
Procyy

MSN

E S
n A

3

]

e America Online added nearly one million
customears during the quarter t0 bring their total
sobscriber count to 5.5 million. AOL went
operational in France on March 22.

€1GHLY
co_\—mt_\'nu-

e MSN is curxcntl.y receiving approximately
500,000 connections to the service per day,
representing 125,000 bours of conpect time.

Connection
MSH.

times on the
The Microsoft Network

UUNet IP net-
work average
approximately
20 minutes per
connection.
Maximum simultaneous connections to the
service neared 10,700 in March, up from 5,000

.at the end of Q96-2. MSN continues to
experience backlogs in rating connection events
that are billable to customers.

e Qlient software was upgraded to version 1.2
during the quarter. Work continues on version
1.3 which is expected 1o be released in May.

e On April 12, Laura Jennings was promoted to
VP of MSN, replacing Russ Siegelman.

e H&R Block announced an IPO to sell 17.7% of
CompuServe for $480 million. The remaining
82.3% will be spun off over the next 12 months.

e WOW! was released by CompuServe with
initial pricing 0f.517.95 for unlimited usage of
Internet services. CompuServe's IPO prospectus
indicates the company intends to spend S180
million on customer acquisition and marketing
during the next vear.

e AT&T announced WorldNet would be initially
priced at $19.95 for unlimited Intermet access.
Netcom, RBOCS, and others announced similar
pricing. Prodigy introduced S1 per hour Internet
access.
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PRODUCT DEVELOPMENT - PLATFORMS

PLATFORMS

Q96-3 P&L Summary
(8 in mllore)
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* PRODUCT DEVELOPMENT - PLATFORMS

Q96-3

Business Results

Business Systems Division (BSD) net revenue of

$285 million was almost $100 million, or 53%

over plan for the quarter, and $173 million
(172%) over the prior year on strong sales of
Windows NT and BackOffice. For the first three
quarters of FY96, shipments of Windows NT
Servers have more than tripled to 281,000
licenses as compared to the same period during
FY9S5, while Windows NT Workstation ship-
ments have grown 300% to 696,000 licenses.
MS Exchange, released in late March, generated
revenue of $4 million during the quarter. Year-
to-date BSD revenues total $746 million, 56%
zhead of plan.

Pesoeal Syste=ms Divisios (PSD) 222 revenne
adjusted for channel sell-trough of Windows 95
and MS Pkey! wtaled $725 million for the
quarter, exceeding pilan by 8%. Sales of
Windows 95 totaled $453 million during the
quarter and represented 62% of total PSD
revenue. Life to date sell-through of Windows
95 totals $1.18 billion, or 97% of plan with
approximately $163 million remaining as
channel inventory at the end of the quarter.
Year-to-date PSD net revenue of $2.21 billion is
7% ahead of plan.

Developer Division recorded revenue of s
million, or 99% of plan for the quarter and on 2
year-to-date basis, revenue is $310 million or

" Outlook

PSD development is focused on the launch of the
Internet Starter Kit in the retail channels and
distribution of the Internet Explorer 3.0 beta
online.

Q96-4 BSD efforts are focused on the recent
releases of SQL 6.5 and Exchange 4.0. A 44 city
technical road show is planned, along with key
programs and product evaluation kits to increase
reseller depth and breadth. Windows NT Server

12% ahead of plan. The year-to-date results, are
fueled by strong sales of Visual Basic (VB) and
MSDN., Year-to-date VB sales of S120 million
have grown 115% over the same period last
year.

Q96-3 gross margin for the Platform Group was
93% of net revenue versus plan of 90%. BSD
and Developer both showed improved gross
margins relative to plan primarily due w savings
in product packaging, and the impact of faster
shift CD ROM and Select sales than planned.

Platform Group operating expenses were 35341
million for the quarter, 2% below plan. Positive
variances in marketing spend ($12 =ilbez),
Jower PSS costs ($5 million), azd below plan
staffing levels ($6 million), were offset by higher
than planned IPR amortization of $9 million.
IPR associated with the Network Managers Ltd
acquisition ($14 million) and Digital’s clustering
technology ($! million) were written off during
the quarter, while Developer was over plan due
to the Netwise acquisiion which was not
budgeted. Year-to-date operating expenses total
$1.0 billion, 6% below plan.

Q96-3 responsibility margin of 63% was an eight
percentage point improvement over plan,
primarily driven by BSD results.

continues to gain momentum. IDC recently
forecasted a S year annual growth rate of 31%.
In addition, the Gartner group projects the
market for relational database servers on
Windows NT will grow at an annual rate of
44%.

Developer is expecting swong Q964 sales
driven by Visual Basic, Visual C++, and the
channel launch of MSDN.
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Qse3 ProoucT DEVELOPMENT - PLATFORMS -

Business Systems Review

Investments & Product Highlights

Revenue Trends for Windows NT Server vs, NetWare e MS Intemet Information Server (IIS) launched

Novell NetWare and

Microsoft Windows NT Server
Comparaive Revenue ($ Millions)

The Windows NT 4.0 Server and Workstation
beta 1 release was completed in late Japuary
and made available to over 100,000 customers
and developers via the Internet and MS
Developer Network. The 4.0 release, which is
expected to RTM in July 1996, focuses on
combining Windows 95 ease of use with
Windows NT robustness and security.

MS Exchange was released to manufacturing in
March and announced at NetWorld+Interop on
April 2. At launch, more than 60,000 people
were already using the product, 130 developers
had announced compatible products, and 12,000
solution providers had been trained to support
the product Channel sell-in exceeded $4.4
million after only two weeks. A number of
major corporations have committed to migrating
to Exchange including Boeing and EDS. Boeing
plans to deploy 65,000 seats over the next three
years while EDS will use Exchange to replace
18 different messaging systems used ‘currently
in 40 countries over the next 18 months.

MS SQL Server 6.5 released to manufacniring
on April 5. This latest release delivers improved
scalabiliny 2nd administration, tansacHion Coor-
&mzsion. hererogeneous replicsSon, and an

in February. An estimated 30,000 copies were
downloaded from the MS Web page on the
Intenet in the subsequent six weeks. IIS is a
fast. easily installed server that supports
multiple " Intemet protocols. IIS can be
downloaded for free, purchased as a standalone
product for $99, or acquired as functionality
integrated into the Windows NT Server 3.51
Network Value Pak.

MS announced an agreement with DEC and
MCI in which MCI will integrate MS Exchange
with MCI Mail, use Exchange as its internal
messaging platform, and adopt Windows NT
Server and Interpet Information Server as its
Internet and Intranet plarform.

MS and Wang announced public availability of
the specification and sample code for the
MAPI-Workflow Framework (MAPI-WF). The
Framework provides standards for the inter-
operation of production and messaging-based
workflow systems and also builds upon MS
messaging API to create a foundation for
messaging-based workflow solutions.

MS announced the Win32 Driver Model which
provides a common driver architecture for the
Windows 95 and Windows NT operating
systems. With this model, a single device driver
can be writen for both operating systems,
making it faster and easier for hardware
developers to create higher-quality drivers and
innovative hardware at a lower cost.

MS in conjunction with 3Com, Ascend Com-
munications, ECI Telematics, and U.S. Robotics
announced the point-to-point unneling protocol
(PPTP) which will enable remote users to access
corporate networks securely across the Internet.

In March, SAP AG announced more than 1,000
installations of the SAP R/3 system are running
on Windows NT Server, with more than 100
R/3 installations installed on MS SQL Server
6.0. According to SAP, more than 30 percent of
all new R/3 customers have chosea Windows
NT.

mrezrared Web 2ssistant.
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PRODUCT DEVELOPMENT - PLATFORMS ' Q96-3

Competition .
e 'Netscape announced two new Web server

products, Enterprise Server 2.0 and FastTrack
Server, in March. Both products support Java
and JavaScript, incorporate SSL security, and
bundie the Navigator Gold browser. FastTrack

($295) emphasizes ease of setup, while the

enterprise edition ($995) adds document and
network management capabilities.

Netscape also announced SuiteSpot, an inte-
grated suite of cross-platform server software
that will compete with BackOffice. SuiteSpot
will include its Enterprise Web publishing
server, LiveWire Pro development environment,
Mail Server, News Server, Catalog Server, and
Pruxy Server. Pricing for the suite is expected to
be $3,995 with individual components available
a1 3995.

In late January, Netscape announced that 15
companies had created software components
which extend Web browser capabilities using the
Netscape Plug-ln APl. This APl enables
developers to extend browser functionality and
provides a framework for porting existing client/
server applications to the Internet

In March, Netscape signed a deal with five
Internet search companies which could produce
up to $25 million in additional annual revenue.
Services provided by Yahoo!, Excite, Infoseek,
Lycos, and McKinley will now be directly
accessible from the Netscape home page.

Oracle announced Personal Oracle Lite, a single
user relational database that has a one megabyte

of memory footprint and costs $195 per user.
The new database is designed for mass deploy-
ment, mobile, and embedded applications while
delivering broad compatibility with Oracle7.

Lotus launched Lotus Notes 4.0 in January and
began manufacturing versions for IBM AIX, Sun
Solaris, and HP-UX. Notes servers for UNIX
systems will include support for symmetric
multiprocessors, 2s well as Lotus InterNotes
Web Navigator, which provides World Wide
Web access from within Notes.

IBM and Tivoli Systems, Inc. announced a
merger agreement in January. Tivoli is a Jeading
provider of sysiems management sofrware and
services that help customers reduce the cost and
complexity of managing distributed client/server
networks of personal computers and wock-
stations. ’

In February, Novell announced quarterly
revenues of $438 million, down 11% from the
prior year and below most analyst expectations.
Management also indicated revenues for the
upcoming quarter could be dampened by as
much as $225 million due to excess channel
inventory.

Novell finalized an agreement with Sun
Microsystems to license Java for use with
NetWare. As part of the agreement, Novell is
authorized to offer its developers and customers
access to the complete Java platform, including
the core power of Java—the Java Virual
Machine.
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PRoDUCT DEVELOPMENT - PLATFORMS

Personal Operating Systems Review

jnvestments & Product Highlights

e Windows 3.x life-to-date user shipments
exceeded 115 million at March 31, 1996.
Windows 95 life-to-date sell-through are
estimated to be about 24 million.

e MS and America Online entered into a strategic
and technological agreement in March. In
excbange for adding an AOL subscription icon
to the Windows 95 desktop, AOL is commitiing
to use Intermet Explorer as its standard,
integrated customer browser. AOL bas about
five million subscribers and will integrate
Internet Explorer starting with the IE 3.0 release
this summer.

e MS launched the mainland Chinese version of
Windows 95 in March. To dare, Windows 95
has besn localized in 29 languages and MS-
Plus!, the Windows 95 add-on, in 15 languages.
Internet Explorer 2.0 for Windows 95 is avail-
able in 25 languages.

Competition

" tnternet Browser Share (as ot 4/4/96)

Netscaoe Navigator (al platforms) 39%.
Amaerica Online Browsar . 25%
Mosaic . 7%
MicrosoR Internet Exvlorer 5%
Other Browsers 15%
Unsure 9%
Total 100%,
Source: Marke! Decisions 1 ping of 274
res: s wrio d the WWW in the prior two
weeks.

e Netscape shipped Navigator 2.0 in February,
with new collaborative features such as
interactive electronic mail, integrated threaded
discussion groups and support for Live

ECHLY
COSFIDENTIAL

The Windows 95 Service Pack was made
available in February. Windows 95A, released
primarily 10 encourage corporate adoption of
Windows 95, consists largely of system-level
bug fixes and networking enhancements, and is
available for download from the Intemet and
from PSS. OEM Service Release 1, which
contains Windows 95A code, was released 10
OEMs in February. -
The Games for Windows 95 CD was released to
retail outlets in January. Priced at $9.95, the CD
includes 39 plavable trial-version games from
leading games makers.

The Intemet Stanter Kit (ISK) was released o
manufacturing in March.
ISK contains the Intemnet
Explorer for Windows 95
and 30 days trial use of
the MS Newwork. The
estimated retail price is
$24.95 and the Muld-
lingual Edition supports
23 languages on one CD.

Objects—or interactive multimedia content—
including frames, inline plug-ins, JavaScript and
Java applets. Support is also included for
embsdded spreadsheets, animation, streaming
audio and video. and 3-D viewing capabilitdes.

Netscape will offer a’ limited version of its
Navigator browser over AOL this fall. Netsmpe
Navigator will also be available on the Compu-
Serve online service.

Netscape announced the inclusion of Netscape
\angawr as part of AT&T's dial-up version of
AT&ET WorldNet Service. The AT&T branded,
pre-configured version of Netscape Navigator
softaare is available to subscribers of the
service at no exua charge,
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PRODUCT DEVELOPMENT - PLATFORMS

Q963

IBM announced OS/2 Warp licenses now total
six million and life to date OS/2 purchases
exceed more than 12 million. The next desktop
upgrade, code-named Merlin, is due in the
second half of this year.

IBM said it will not deliver another OS/2 version

for .the PowerPC during 1996 and will focus |

OS/2 marketing and development efforts on the
Intel platform, retreating from its promise to
deliver PowerPC networking features.

L 1

Apple Computer reported a record loss of $740
million in its fiscal second quarter. More than
half of this loss is atributable 1o inventory write-
downs and another 25% to fund a previously
announced resyncnuring. Reveane for the period
was $22 bilfice, 8 13% decrease compared ©
same quATIeT Lt year.

Apple announced the availability of System 7.5
Update 2.0 for Apple Macintosh and Mac OS-
compatible computers. In addition to stability
improvements, System 7.5 Update 2.0 offers
Open Transport 1.1, the standards-based Mac OS
networking and communications system, which
now supports most 68030, 68040, and additional
PowerPC-based systems.

Apple licensed the Mac 7.5.x OS operating
system to Motorola in a broad agreement which
for the first time allows a licensee to sub-license
the M2c OS to other manufacturers. Motorola
will have rights to distribute the Mac OS with
both the Power Macintosh and PowerPC
platform specifications.

Results of Apple's operating systems licensing
program have been less than impressive.
Resellers indicate that instead of broadening
market share for Apple, clone computers may
have cannibalized Apple's sales.

Apple and Bandai Co. Ltd. are developing a
simplified home computer called Pippin Atmark,
targeted primarily at the games and education
markets. The machine will contain a Power PC
603 chip with six megabytes of memory, CD-
ROM drive, 144 Kb modem, hand-held
controller, Netscape Navigator, and will use 2
television set for display. Bandai is responsible
for manufacturing and sales, and will pay Apple
a royalty of less than $20 a machine. Pippin is
currently available in Japan for $620.

Sega Enterprises plans to intoduce a S150
upgrade kit to connect its Satum video game
machine to the Intemnet. The kit, consisting of a
modem, software and possibly a keyboard, and
game machine together will cost about $350.

Sony Corp. plans to enter the PC market this fall
with Intel baseéd machines designed specifically
for home use. The new machines will emphasize
ease of connection with TVs, VCRs, and stereos
and will incorporate a new multi-media operat-
ing system that works with Windows 95. The
new line will most likely contain DVD players
and possibly other entertainment devices,
including the PlayStation. Pricing for the new
machines is expected to be between $2,000 and
$3,000.
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PRODUCT DEVELOPMENT - PLATFORMS

Developer Review

Investments & Product Highlights

MS announced ActiveX, a set of technologies
which enable software developers and Web
designers to build dynamic content, including
animation, 3-D virmal reality, video and other
multimedia features for the Internet and the PC.
ActiveX will allow developers to easily build
Web content using ActiveX controls (formerly
OLE controls), active scripts, and active
documents. ActiveX embraces Internet standards
and will be delivered on multiple platforms.

MS reached agreement with Sun Microsystems
to license Java for inclusion in its products. As
part of this agrecment, MS will develop and
maintain the Java reference implementation for
the Windows platform.

Over 5,000 developers atiended the Internet
Professional Developers Conference in San
Francisco on March 12-14. MS unveiled its
newest tools and technologies, including Java
support in the Intemet Explorer 3.0 Web
browser, and indicated future versions of
Internet Explorer will include the ability to run
Java applets distributed over the World Wide
Web.

Competition

Sun Microsystems created a new business unit,
JavaSoft, whose mission is to develop, market,
and support products based on Java technology.
The JavaSoft business umit is tasked with
enhancing the Java programming language and
working with third parties to create applications,
tools, systems platforms and services 10 angment
the language's capabilities.

JavaSoft announced JDBC, a database access
application programming interface (API) that
enables developers to write Java applications
which access databases. JDBC supports inter-
changezble DBMS drivers through a driver
mazpager that amtomatically Joads the right
JD3C-compatible driver required to zceess a
give dazbase.

HIGHLY
CONFIDENTIAL

MS announced the ActiveX Plug-in for
Netscape(TM) Navigator, co-developed with
nCompass Labs Inc., which enables Navigator
users to view the rich, dynamic Internet content
created using ActiveX.

NetManage and MS announced availability for a
set of Internet ActiveX controls. The Internet
Control Pack, jointly developed by NetManage
and MS, allows developers to rapidly integrate
Internet.  functionality into their development
projects.

On Mazrch 11, MS acquired Aspect Softwzre
Engineering, a provider of leading-edge damabass
technology that enables database comnectivity
over the Internet. Aspect's first product,
dbWeb{TM), is a high-performance middleware
product that gives World Wide Web servers
access to information stored in databases without
additional programming.

MS announced the acquisition of Colusa
Software Inc. on March 12. Colusa’s Omniware
product enables developers to create memory-
protected, high-performance Internet compo-
nents in popular programming languages,
including C and C++.

Borland announced the availability of its C++
Development Suite 5.0, an integrated suite of
tools designed to provide a fast, flexible
environment for software developers to build
both 32- and 16-bit applications.

Oracle Corporation announced third quarter
revenues increased 41 percent to a record $1.02
billion from $722 million in the same period last
year. Net income for the period was reported at
$146 million, or $0.33 per share, compared to
net income of $105 million, or $0.24 per share,
in the third quarter of 1995.
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Q86-3

Consumer Systems

Authoring Tools

e MS began shipping Sofiimage 3D 3.0 for

Windows NT, offering the same animation

environment as 3D for SGI systems. 3D NT-

delivers workstation-class  performance * at
approximately 50% of the overall system cost.
Softimage will continue to develop high-end
anirnation tools for both NT and SGI plarforms.
SGI responded with price cuts and new product
m‘ u n &“cn.om -

Public Network Services

for delivery o WalMaxt lazer this year.

e DIRECTV and MS announced joint efforts w0
enable PCs to receive broadcast video
programming and interactive data services.
Under the agreement, MS will become a
DIRECTV licensee, providing software and
working with OEMs to develop specifications
for decoders.

e TCI formed a new unit called TCI Intemet
Services to develop and manage its entry into the
Internet  services business, including TCI's
invesunent in @Home. @Home, a joint venture
between TCI and Kleiner Perkins , is developing
an Internet backbone and access network
enginecred to provide copsumers broadband
access to the World Wide Web. Service is
expected in selected markets during 1996.

e Oracle demonstrated a prototype network
computer that bas connections for conventional
or cable-television modems, a keyboard, and a
mouse or remote control. Hardware companies
are expected to pay Oracle about $25 per
machine for supplying the sofiware for the
devices. The software includes 2 Web browser

Advanced Development

o Interest in MS’s handwriting recognition tech-
nology has beea srong. Feedback from Far East
prospecs thr beve seen 2 demonstation
segesss i 8 ooeh more aserare ttarm amy

HIGELY
CONFLDESTIAL

The Softimage Software Developers Connection
was announced this quarter. The program
features extensive technical and marketing
support, and a new SDK based on Softimage 3D,
for independent software vendors and customers
10 create custom plug-in applications for the next
version of Softimage 3D.

a

‘and some standard productivity programs that

will read files generated by MS Office. The remadl
price of the device will be around $500.

Visa and MasterCard agreed on security
standards for monetary transactions over the
Internet. The new technology blueprint, named
Secure Electronic Transactions (SET), allows
softiware developers for the: Internet's World
Wide Web to incorporate a standardized system
for accepting credit-card payments. First Data
Corporation and Netscape introduced an Internet
payment processing service that is compliant
with SET. MS signed a similar agreement with
American Express Travel Related Services.

VeriFone announced separate agreements with
Netscape and Oracle to develop software to
make it easier for merchants and banks to accept
credit-card payments over the Intemet The
proposed software will bundle VeriFone's credit-
card processing technology with Netscape's
Comumerce Server software, enabling people, to
use credit cards to make secure purchases on the®
Web independent of the merchant's bank. The
Oracle zalliance goes one. step further by
embedding a VeriFons program, called Pay
Window, into Oracle’s program for consumers
browsing the Web.

product on the market todzy, achieving 99.8%
accurasy with trained data, 20 improvement over
Mozorolz’s Lexicus which claims 90% 2cceacy.
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Loc;!ization Costs
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MS plans to spend over $250 million in FY96 to
localize over 600 projects. A project is defined
as a unique combination of product, version and
language. This definition excludes minor
localizarion efforts such as porting to additional
platforms or localization of retail boxes and
printed documentation. The year in which a
jocalization cost is incurred ofien does not
correspond with the year in which the project is
released. Hence, a significant amount of the
localizztion costs incurred in FY96 is for
projects that will be released in FY97.

External costs include third party product

development and contingent st2ff, while internal - -

costs fnclude people and infrastructure.
Toe folowizg Est of localizetion projecss
samnmzsizes the FYP6 activity w date with most
of e beme coemsteed prior to Q95-3:

HIGELY

nvoived i localaation.
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Desktop Applications released 112 language
versions of Office, Word, Excel, PowerPoint,
and Project. Office and its components were
localized into 25+ Janguages.

Developer released 40 hnguage versions of
products such as Access, Visual Basic and
Visual FoxPro.

Consumer released 100 language versions of
Works and various multimedia products.
Significant investments were also made for five
language versions of Encarta

Personal Systems rel=as=d 27 langraee versions
of Windows 95.

Business Sysiems releesed 30 lxngrmzge versions
of producs such 2s NT Server zmd NT
WeorkszzSos 3.51.
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PRoDUCT DEVELOPMENT - KEY PRODUCTS REL EASE SCHEDULE Q96-3

Key PRODUCTS RELEASE SCHEDULE

Business Unit/Product

Business Unit/Product
Business Systems: Consumer:
internet Web Server 1.0 Fed-96 Feb-96 Automnap Streets Jun-85
MS Exchange Server 4.0 Mar-96 Jun-95 Bookshelf 85 Jul-95
BackOffice 2.0 May-96 Mar-96 Win Works 95 Juk-85
Internet Access Server 1.0 Jul-86 Apr-96 Creative Writer/Fine Artist Toolbox Jui-85
Win NT Workstation 4.0 Jul-96 Jul-96 Oceans Jui-85
Windows NT Server 4.0 Jul-96 Jul-06 Sidewinder Joystick Avg-85
- Systemns Mgmt Server 1.2 Ju-96  Jun96 Fury3 Aug95
FPNW /7 DSMN "SUR" Aug-56 Aug-96 EasyBal Aug-95
SNA Server 30 . Sep-96 Sep-86 Win Publisher 3.0 Aug-85
Viper 1.0 Nov-96 Now-96 Win Encarta 96 Aug-85
Win Encarta World Atlas Sep-85
Coasuymer Systems Division: MSB Oceans Sep 95
Toorz krix 4.0 Apt-96 Apr-96 Wordd of Fligtt Sep-85
Digzal Suxiio NT 1.0 Oc9  May-56 Cinemania 96 Sep-95
SoRimage 3D 3D NT Jan-86 Mar-96 Masic Central Sep-95
Softtmage 3D 3ONT . Apr-96 Apr-96 3D Movie Maker Oct-95
. ) Golf20CD Oct-95
Developer: Car Source Onrfine Oct-95 Sep-85
Visual Basic 5.0 Oct-96 Oct-96 Mac Encarta 96 Nov-95 Nowv-35
Visual C++ 50 Nov-96 Nov-96 Retumn of Arcade Feb-95 Ooct-85
Visual FoxPro 4.0 Jul-96 Jul-06 Reader's Digest Do-It-Yourself Feb-96 Sep-85
intemet Studic - Now-96  Now96 Complete Gardening " Fedb-96  Feb-96
MSDN Universal Jut-96 Jul-96 Home Health On-tne Feb-96 Oct-95/
. SourceSafe 5.0 “0a-96 Oct-96 MSB - Geology Feb-96 Now-85
Jakarta 1.0 - Jul-96 Jul-96 Rabbit Ears Koi and the Kola Nuts Mar-96 Dec-95
Bookshelf 96 Apr-96 Fedb-96
Personal Operating Systems: Car Source On-Line 1.1 May-96 May-96
Intemet Explorer 3.0 Jun96  Jun96 Close Combat Jun-86 NA
Windows OPK 2 Jul-96 Jul-96 Magelian 3D Zoom Mouse Jun-96 Jun-96
“Nashville” Sep-96 Sep-96 Rabbit Ears Paul Bunyan Jun-96 Jun-96
Wine Guide 2.0 Jun-96 Jun-96
Cinemania 97 Jun-96 Jun-96
Music Central 2.0 Jun-96 Jun-96
Soccer Aug-95 Jan-96
Summit (Mt CEnbding game) . Sep-96 Nov-85
Desktop Applications: ’ -
Win Office 97 Oct-96 Sep'ser
Mac Office 87 May-87  May-97
Outiook Oct-96 Oct-96
Front Page Nov-96 Nov-86
Win Project Oct-95 Oct-3%6
Win Publisher Oct-96 Oct-96
Win OfficePro 85 Oct-95 Oct-85
Access 7.0 _ Oct-95 oaas]
Team Manager Oct-96 Apr-96
Office 87 Jui-96 Jun-95
REN Jut-95 Jun-95
: Deskiop Fmance:
‘ Money &0 Agss ﬁ
Money 97 s 5
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SALES, MARKETING & PRODUCT SUPPORT

SALES, MARKETING & SUPPORT

Q96-3 Finished Goods Summary

Gross Revarass
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SALES, MARKETING & PRODUCT SUPPORT

Q96-3

FYTD96 Finished Goods Summary
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Channel Highlights -

e Q96-3 gross finished goods (FG) revenue (sell-
in, less actal returns) was $1.39 billion, 87% of
plan. The plan shortfall was due to returns of
$231 million for Desktop 95, primarily in North
America.

e Net FG revenue for the quarter was $1.59
billion, or 4% better than plan, including a $279
million adjustment for channel sell through and
returns of Desktop 95. Above plan revenue in
North America and Europe were offset by
shortfalls in ICON and the Far East.

e Year-to-dzte gross finished goods revemue of
€537 b50n s 12% 2head of plan due primarily
© OSice znd Office Pro revenue $470 million

HIGELY
CONFIDENTIAL

ahead of plan offset by Desktop 95 reserves of
$363 million and BSD products over plan by
$239 million or 64%. -

Year-to-date net revenue of $4.68 billioa is 4%
ahead of plan with Far East and Europe over
plan by 33% and 7%, respectively, offset by
negative variances in ICON (2%) and North
America (5%).

Desktop Applications FG szales in the guarter
totaled $960 million, S38 million above plan,
Year-to-date DAD revenus was 16% above plan

and comprised 56% of worldwide gross FG
revexpe. .
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Q96-3

SALES, MARKETING & PRODUCT SUPPORT

s Consumer division FG sales for Q96-3 1otaled
$101 million, 35% under plan with sales
exceeding plan only in Far East. Year-to-date
revenue from Consumer products was $437
million or 13% below plan mainly due to lower
than plan software titles particularly Bob and
offset by higher than planned Joystick sales.

e Personal Systems division retums of $136
million (S$128 million of Windows 95) exceeded
tozal PSD FG sell-in revenue of $127 million
resulting in “negative”™ gross revenue of $8
million for PSD in Q96-3.

e Business Systems division FG gross revenve for
- Q96-3 was 255 millin, 70% over plan with
Windows NT and BxkOffice continuing o
m:nghmdgmﬁmanw

e Developer Division FG sales in the quarter was
$119 million, exceeding plan by 2% driven
primarily by the release of Visual Basic 4.0 in
Q96-2. Year-to-date revenue from Developer
products was 11% over plan with Visual Basic 4
szles driving the positive variance.

e Customers may retwn product in accordance
with distribution contract terms. These terms
vary by country, but allow returns for a
percentage of the previous quarter’s purchases,
and for stock rotation associated with new
product releases.

e Q96-3 retums totaled $313 million, primarily for
Windows 95, MS Plus!, Office 95, Office Pro
95, Excel 95, and Word 95 related to inventory

s For internal management reporting purposes,

revenue from Desktop 95 products (primarily
Windows 95 and Office 95) is recognized only
when product is sold through the distribution
channel. As shown below, sales through the
disuibution channel total $1.23 billion year to
date, with an estimated $363 million remaining
as channe] inventory. Channel inventory is down
from $643 million at the end of Q96-2.

o,
[ I
Reserre [—5—T—5"

LN G
Windows 25 & MS Plus
NAmerica $ 643 S (257) S (95 S 290  45%
Europe 351 (107 49 19 S%
N - 4 (s a9 0@ %
For Eaxt T ) [-.3 [r =) £ =%
9]
Office 95 & Office Pro 85
N Amrerica 489 (178) (an e »%
Europe 22 (40) €36) 28 TI%
CON 75 (9) (10) 55 4%
Far East 146 (1 36) 109 75%
1.0 (225 T168) S 59% |
Total
a3 8 percent = Srupments

Q96-3 Deskiop 95 sell-through was estimated to
be $388 million, compared to $436 million in
Q96-1 and $409 million in Q96-2. The majority
of remaining channel inventory is expected to be
sold through or returned in Q96-4.

As the following table illustrates, sales to the top
fifieen customers made up 53% of total Q96-3
revenues.

¢ (Gl %S ) 0%z | Q%1 |

f;:cumulatcd during the launch and channe.l .ﬁll tngram T T N

in Q96-1. Year-to-date returns total $814 million Merisel 17 &% 9% T% T8 19%

Mion & . Stream % 6% 77 5% & 2%

versus $290 million in the prior ).rea.r. Returns by Comenter 2000 7 % 12 9% 129 5%

region year to date are as follows: Soft Bank 6 4% ™ s% 1 1%

Scftware Spestrum 37 3% 43 3% 4 1%

Digital Equ=ment 2 2% 15 1% 11 0%

Tech Dam 29 2% 63 4% 2 %

: YTD Retrms as 2 % o Gross Revenue Tech Pazific 2% 2% 24 2% €3 2%

| Devision | N amer { Eurove | 1CON | far€ast | Tott | Egghead 25 2% 5 0% 125 5%
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Q96-3

Significant declines in sales to Ingram and
Merisel reflect Desktop 95 returns processed
during Q96-3 and Q96-2. In addition, Tech Data
and Egghead show significant quarterly
fluctuations also related to the timing of returns.

Notable increases in sales to Digital Equipment
and EDS reflect success in building our
enterprise sales channel.

In late March, Software Spectrum announced the
acquisition of Egghead’s corporate, government,
and education (CGE) division. Egghead will
concentrate on their core retail outlets, while
Software Spectrum will focus on sales to
businesses and organizations.

Gross margin from finished goods during Q96-3
was 84% versus plan of 83%. The positive
variance was due to the benefit of lower product
costs due to a shift in mix to license programs
and CD-ROM was offset by inventory charges
for Desktop 95 products.

Controllable expenses were 9% below plan due
primarily to lower marketing expenditures and
lower than plan headcount. Marketing ended
Q96-3 $87 million under plan and actual
headcount was 9,462 versus plan of 10,412,

Year-to-date people and infrastructure costs
grew 22% and 15%, respectively, over the prior
year, well below net revenue growth of 49%.

Marketing expenses totaled $139 million during
Q96-3, 85%. of plan, while year-to-date
marketing expenses have grown 53% over last
year. As a percent of net revenue, marketing
spend is 11% year to date versus plan of 13%.

Net PSS expenses were $9 million under plan
during Q96-3 as support costs declined for the
fifth consecutive month. As a2 percent of net
finished goods revenue, year-to-date PSS
expenses were 9% versus plan of 10%.
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SALES, MARKETING & PRODUCT SUPPORT

NORTH AMERICA FINISHED GOODS REVIEW
Region Highlights

e. The North Amcrican sales organization is
increasing its focus on the Enterprise customer
with the recent announcement of a  new

Windows NT Server Revolution

exceutive  position and  the  integration ol Retall
Enterprise Services. Bub McDowell will fill e Process conirot [NENNETSTS
newly created position of Viee  President. Manutacwring (EETXTY
Enterprisc  Business Relationships. His  focus Banking NETYS
will he on cvangelizing Microsoft's enterprise Hearth care (IETSTIOSTS
stralegy. products and services that mect our Saes torce aviom. TR

customers’  information  technology needs. Fnance
Deborah Willingham was named VP. Enterprise
Customer Unit. Along with Deborah’s move 1o
ECU. Microsoft is integrating BSD and Premicr
support and MCS Opcrations into the ECU.

0
insurance g {V.¥}

Document mgt m

o In addition. we have encompassed tie Internet

e The End User Customer Unit (EUCU) s in many of our value propositions. particularly
responsible for sales and marketing activitics W rewil  hanks and - retailess.  Major
dirccted to Retail and Direct  Marketing announcements by Bill Gates to 5,000 hankers
rescliers.  These  channel  partners  target and suppl_wrs of szlmarl marked twn specific
houscholds and small officc/home  office cvents which were widely and favorably reported

customers. The EUCU was recently reorganized
around segment teams formed to better focus
cfforts on similar customer sets. In addition,
inventory management, merchandising.  and
praduct launch management processes  have
been reengineered around these segment teams.
Additionally. incrcased communication  with
product groups has been fostered o better
faciliate detivery of product and marketing

on in the vertical rade publications.

Net finished goxds revenue in North America
wuled $607 million during  the quarier.
exceeding plan by S38 million or 7%. Desktop
95 product scll through and strong sales of
Business Systems Division products drove the
variance. Net revenue during Q96-3 grew over
" QY5-3 consistent with the year-to-date growth of

. . . 42
idcas to resellers in a more predictable and 42%.
relinble manner.

Prior . Yervr

Not Revenue
¢ Industry Sales & Marketing, which embodics e

- A ) . (Millions) .EE..:“ Actual  Growth

the Company's investment in vertical and . -

horizontal markets. has had great suecess in United States | $1.8128 | $1.9034} $1.269.1|" 43%

building a nctwork of Microsoft Solution Devel- Canada 1480 1586

1143 29%
opers who support our BackOlTice platform. The

following chart shows the number of wp NA Towl $1.9608 | $20620] $1.3834] 42%
vendors in cach significant vertical market that
are shipping praducts on Windows NT Scerver.
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Q96-3

Desktop 95 packaged product inventory remain-
ing in the North American channe] totaled $202
million as of March 31, 1996, Returns were $123
million and sell-through was $128 million during
Q96-3. This inventory represents between four
and five months of supply based on estimated
sell-through rates going forward. For the year,
approximately 43% of Desktop 95 product sold
into the channel has sold through, 40% has been
returned and 17% remains in the channel.

Gross revenue from Desktop Applications
Division (DAD) products, principally Office and
Office Pro, totaled $343 million for Q96-3,
exceeding plan by $52 million or 18% even
though retums amounted to $67 million. This
strong performance was mainly due to Select,
Special Agreements and New Maintenance
revenue exceeding plan by $110 million. Sales
of 16-bit products have remained strong as
packaged product sales of Office, Office Pro,
Word and Excel exceeded plan by $29 million or
58% during the quarter and $72 million or 42%
year to date. Macintosh products continue to
perform poorly against plan with revenue and
licenses $12 million (38%) and 17,000 (11%),
respectively, under plan for the quarter. This was
mainly due to slower than expected revenue for
Mac Office even though license volume
exceeded plan by 7% due to license mix shifts to
Jower priced Select and Maintenance. DAD
revenue increased 16% over Q95-3. Year-to-date
revenue grew $282 million or 30% compared 10
the same period in FY95.

Gross revenue from Personal Operating Systems
division products was a negative $4 million
during Q96-3 mainly due to $66 million in
Windows 95 and MS Plus! returns. Year-to-date
revenue from PSD products totaled $525 million
or 98% of plan. MS DOS and Windows 3.x sales
volume continued strong and exceeded plan by
$36 million for Q96-3, $117 million year to date,
A substantial portion of this variance was
Windows 3.x New Maintenance. New
Maintenance amounted to $22 million (452,000
licenses) for the quarter and $74 million
(1,514,000 licenses) year to date.

Gross revenue from Consumer products totaled
$55 million for the quarter, 44% below plan with

substantially all product categories under plan.
The New Business or “Tities™ category was 54%
under plan during Q96-3 and 38% under plan
year to date with lower than expected sales of
key products such as Fury3, Encarta, Bookshelf,
Bob, Cinemania, and Golf. Established Business
and Hardware categories were 36% and 37%,
respectively, under plan for the quarter but only
5% under plan year to date. Compared to last
year, total Consumer product revenue is flat for
the quarter and year-to-date revenue grew $27
million or 12%. Year-to-date hardware revenue
grew $26 million or 28%, while sofrware
revenue increased only slightly.

Gross revenue from BSD products totaled $110
million during the quarter, 91% ahead of plan
due to strong sales of Windows,K NT
(Workstation, Servers and Client licenses), the
BackOffice bundle products and courseware.
Improvements in overall clienUserver ratios
(compared to both budget and prior year) also
contributed to the positive variance versus plan.
BSD revenue year to date exceeded plan by $139
million or 92%. BSD revenue during Q96-3
grew 188% compared to the same quarter last
year and $169 million or 137% compared to
prior year.

Gross profit margin during Q96-3 was 84% of
net revenue compared to plan of 82% due to
lower standard product costs from higher than
planned mix of CD versus disk product This
was offset partially by charges for excess
Consumer inventory.

Controllable expenses were under plan in all
significant categories during Q96-3. People
expenses were less than plan reflecting lower
than planned headcount and outsourcing costs.

Q96-3 net marketing expense of $74 million was
$17 million (19%) less than plan. On an actual
plus committed basis, marketing totaled $292
million or 72% of the full year budget. Q96-3
Broad Reach costs totaled $12 million or 2% of
net revenue and were less than plan by $17

“million.

Q96-3 net PSS costs totaled S62 million or 10%
of net revenue, 3% lower than plan.
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EUROPE FINISHED GOODS REVIEW
Region Highlights

Gross revenue totaled $466 million for Q96-3,
14% below plan mainly due to lower than
expected sales of Windows 95 and Consumer
products. Select and other license sales
increased 55% over the prior year.

Net Revenue Prioe

ainionsy |~ Ac | Pian | _Actsa
Germany $4042] S3654 $252.1 60%
Engtand 310.8 316.0 234.7 2%
France 2412 254.5 1942 24%
ttaly 1236 100.0 756 64%
Senehx 1213 1054 94 53%
Swizeriand 100.3 90.2 61.8 62%,
Sweden 84.1 85.6 €9.5 21%
East. Europe 745 54.7 41.6 79%
Span 43.9 36.1 239 84%
Denmark 40.1 39.1 249 61%
Norway 35.0 36.2 265 2%
Austria 33.1 315 227 46%
Finland 29.6 237 182 63%
Portugal 20.1 15.8 13 %
Europe Total $1.661.8] $1.554.1] $1,1362 46%

Gross revenue from Desktop Applications
Division products totaled $576 million in Q96-
3, 9% over plan and 14% over the prior year.
The Southern Region, Nordic Region and the

United Kingdom (12%) were the largest

contributors to this growth with France being
the only region showing a2 modest decline.
Office 95 sell through increased from $66
million in Q96-1 and $63 million in Q96-2 to
$117 million in Q96-3 with the highest year-to-
date sell through in Germany (S$58 million),
followed by France ($41 million), Southem
Europe ($31 million), and the United Kingdom
($26 million).

Gross revenue from Consumer Division
products totaled $28 million during Q96-3, 26%
below plan due to higher then plen returns in
France and in the Nordic Region.

Even though the US dollar strengthened against
most mzjor Euwropean currencies in the quarter,
it was weaker than the budgeted rate and thus
resulted in a 4% positive variance on revenue

compared to budget for the quarter. On 2 ycar-
to-date basis, the exchange help on net revenues,
compared to budget, was about 5%.

Gross revenue from Personal Systems Division
products was negative $30 million for Q96-3
mainly due to $63 million in returns of
Windows 95 and MS Plus!. The Central Region
(S22 million), the United Kingdom (311
million) and France (S11 million) had the
highest returns. Windows 95 sell through
significantly decreased from $122 million in
Q96-1 and $56 million in Q96-2 to $20 million
in Q96-3. On a year-t0-date basis, Windows 95
sell through was highest in Germany ($47
million) followed by the United Kingdom ($27
million), Southern Region (S25 million) and the
Nordic Region ($22 million).

Gross revenue from Business Systems Division
products totaled $76 million during Q96-3, 49%
over plan. Strong sales of Windows NT Work-
stations and Servers, especially in the Central
Region and in the Nordic countries, drove the
positive results. Revenue in the quarter grew by
$50 million (186%) over Q95-3.

Gross revenue from Developer Division
products totaled $29 million in Q96-3, a 78%
increase as compared to Q95-3, and 25% over
plan mainly due to strong sales of Visual Basic
and MSDN.

European Desktop 95 channel inventory totaled
$81 million at quarter-end, a2 $116 million
decrease from Q96-2 as a result of strong sell
through of Office 95 and large returns of
Windows 95. Based upon  average
February/March sell through rates, inventory in
the channel represents approximately nine
moaths of Windows 95 sell through and one
month of Office 95.

Cost of revenue as a p=rcent of net revenue
during Q96-3 was 13%, one percentage point
bexer than plan. Higher than planned CD-ROM
mix and a more favorable license mix offset by
higher than planned returns and fulfillment costs
were the main drivers of this positive variance.
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Q96-3

Controllable expenses were slightly below plan
for Q96-3 with people costs at 4% over plan due
to higher than expected outsourcing and
temporary expenses.

Net PSS costs were 6% of net finished goods
reveaue compared to plan of 7% due to lower
aversge headcount and reduced usage of
outsourcing resources.

ICON FINISHED GOODS REVIEW
Region Highlights

Anti-piracy efforts in Southeast Asia are
beginning to pay dividends as evidenced by
Thailand’s strong performance versus plan and
considerable growth over FY95. Anti-piracy
legislation is being introduced in many areas of
the world as countries attempt to comply with
regulations required by GATT. Publicity
surrounding anti-piracy regulations and asso~
ciated marketing efforts by companies to
promote the concept of intellectual property
rights are the first step in implementation.

The Indian government approved the formation
of a wholly owned Microsoft subsidiary in
January. This will allow Microsoft to extend
local services to include revenue generating
MCS and PSS business, as well as facilitating the
opening of several branch offices including
Bombay, Calcutta and Bangalore. Despite this,
Indian revenues have been disappointing in Q96-
3. The government has announced elections to
take place in May and the possibility of an
administration less open to contact with the West
bas dramatically slowed investment and govern-
ment spending.

The Egyptian government approved the opening
of a subsidiary in Cairo. This, together with the
ext=nsion of agent facilities and headcount in
Sandi Arabia, are the initial stages of a
reorganization of resources in the Middle East
region to capitalize on the market opportunities
inkerent in this large and developing market-
place.

Work began in the quarter to develop a presence
in sub Seharzn Africa. Offices in Nairobi,

HIGHLY
CONFIDENTIAL

On a year-to-date basis, contribution margin for
Europe totaled 42% of net revenue, well ahead
of plan of 35%. Factors contributing to this
variance include above plan revenues, savings
on product costs from the shift in mix toward
more CD-ROM and licensing, and below plan
marketing spend, PSS costs, and Corporate
allocations.

New subsidiaries will be opened in Croatia and
Romania during FY97.

Kenya and Abidjan, Ivory Coast should be open
during Q97-1.

The transition of product supply for Greece,
Turkey, and Morocco from Redmond to EOC
was completed successfully resulting in reduced
product supply times and increased respon-
siveness to customers needs.

For the quarter, ICON gross revenue totaled
$123 million, 8% below plan and 29% ahead of
last year. Year-to-date revenue totals $398
million, 2% below plan and growing 37% over
last year. Net revenue by major location is as

S8 - MCRSSOFT CONFIDENTIAL

follows:
Net Revenue
(Millions)

Australia A 5%
Brazil 43.8 727 £9.1 {(11%)
South Africa 33.7 30.5 225 50%
Mexico 286 203 28.8 (1%)
Singapore 21.4 18.2 107 100%
New Zealand 213 21.8 14.5 4T%
Colombia 148 15.7 9.9 49%
Argentina 137 113 1141 23%
Thailand 13.0 8.6 4.6 184%
Middle East 122 115 8.9 23%
Malaysia 113 8.8 53 112%
Israel 10.0 9.0 8.0 25%
India 9.9 102 6.7 49%
Caribbean 9.1 83 54 70%
Chile 86 8.6 57 50%
All Others 376 282 192 93%
ICON Tota! $357.7} S405.7) $291.0 2T%
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The channel in Brazil continued to weaken after
the collapse of Compucenter in November.
Solaris, Microsoft’s largest distributor in the
country, is experiencing severe financial prob-
lems and is in negotiation with creditors to
restructure the company. The subsidiary’s below
plan performance reflects these channel issues
and the general impact of last year’s unusual
economic growth throughout the Brazilian
economy which has been difficult to sustain.

Australian revenue is below plan year to date
and in Q96-3. The newly elected Australian
government revalued national debt, leading to 2
program of government expenditure controls
which have adversely affected the private sector.
The subsidiary is forecasting partial recovery in
Q96-4.

Revenue from DAD and POS products continue
to be impacted by higher than anticipated Q96-1
sell-in. Despite this, sell-in of 16-bit applications
and platforms is well above plan. ICON retains
$25 million of Desktop 95 revenue reserves.
Sell-through trends have recovered through
Q96-3 and a significant portion of this revenue
should be sold through before year end.

FAR EAsT FINISHED GOODS REVIEW

Region Highlights

Momentum from the Japanese, Hangeul, and
Traditional Chinese language versions of
Windows 95 and Office 95 launched during
Q96-2 contributed to continued strong sales
across the region in Q96-3. The Japanese version
of Office Pro 95 with Access 7.0 was shipped to
distributors and resellers in March.

Simplified Chinese versions of Windows 95 and
Office 95 were launched in the PRC in March,
resulting in gross sales of $389,000 and
$263,000, respectively.

Local language versions of Windows NT 3.51
and SQL Server 6.0 were shipped in Q96-3.
Gross FG revenue from BSD products was $49
million in Q96-3, 72% over plan.

Revenue from Business Systems Division
products continues to be very stong, 53% ahead
of plan for Q96-3 and 28% ahead of plan year to
date, primarily on sales of Windows NT.

Revenue from license sales accounted for 46%
of ICON’s product mix year to date. This is
significantly ahead of plan, and has positively
impacted the region’s gross margin. This gain
has been somewhat offset by the need to
downsize packaged product capacity and the
associated costs. -
Year-to-date gross margin fell behind plan for
the first time this vear. The region has taken
reserves totaling S15 million for anticipated
Q96-4 product retums and Microsoft owned
inventories of Desktop 95 products. This
accounts for 4% of the region's responsibility
margin.

The region has begun to implement cost controls
to sustain responsibility margin in light of the
shortfall in revenue. Savings of $7 million have
been achieved, the most significant being
savings in marketing totaling $4 million.

PC sales in Japan soared during CY1995 driven
by lower prices of PC’s and software, and easier
to use systems. In October 1995, Dataquest
released revised estimates indicating that PC’s
sales in Japan increased to 53 million, 58%
growth over 1994.

Microsoft has a majority market-share in Japan
for office suites with Lotus Office and Ichitaro
Office for Windows as the second and third
leading suite products. MS Excel is the leading
sprezdsheet, but faces competition from Sanshiro
for Windows and Lotus 1-2-3 for Windows.
Ichitaro for Windows is the leading word
processing program.
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Q96-3

Microsoft’s strategy in Japan is to aggressively
pursue bundling of 32-bit Excel and Word with

all OEMs. At present, approximately one-half of

21l PCs shipped in Japan are bundled with some
word processing or spreadsheet software and this
percentage is expected to increase in FY97.

The US dollar continues to strengthen relative to
the Japanese Yen going from an average of 101
yen in Q96-2 to 104 yen per US dollar in Q96-3.
With the budget rate at 90 yen per dollar, gross
revenue was $15 million below plan mainly due
to a $41 million foreign .exchange variance in
Japan.

Microsoft’s application to establish a wholly-
owned subsidiary in China was approved by the
Chinese government in Q96-2. Microsoft has
engaged a Chinese company to manufacture
Simplified Chinese language products in
Shanghai, is installing a financial accounting and
* billing system in Beijing, and is opening sales
and marketing offices in both Shanghai and
Guangzhou.

Net Revenue

(Uillions)

Japan $5749 | $421.6

Korea 342 310 225 52%
Hong Kong 26.5 19.1 154 72%
Tawan 19.9 20.5 17.0 17%
China 48 51 23 114%
F= Total $660.3 ] $497.2 | $341.5 93%

With the launch of localized versions of Desktop
95 products, Q96-3 gross FG revenue for the
region was $294 million 5% below plan. Q96-3
net FG revenue of $285 million was 4% below
plan and 107% above Q95-3. Year-to-date net
FG revenue was $660 million, 33% above plan
and 93% over the prior year.

Net FG revenue reflects a reserve of $56 million
for Deskiop 95 inventory remaining in the
channel 2t quarter-end. Subsidiaries in the Far
East took 2 conservative approach with respect
to the initdal orders for the Desktop 95 launches,
with the objective of no excess inventory in the
channel. At present, product returns are expected
1o bz at normal levels.

HIGHLY
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Q96-3 Windows 95 revenue of S10 million
represented 4% of the gross FG revenue for the
region. Gross FG revenue from Desktop
products was $161 million, 17% below plan for
the quarter.

Consumer products revenue for Q96-3 of $10
million was 28% over plan mainly due to strong
sales of hardware and Works, partly offset by a
shortfall in Kids products.

Developer revenue was $42 million, $7 million
under plan due principally to lower sales of C++.

In spite of high software piracy, net revenue in
China’ during Q96-3 totaled $2 million (89% of
plan), an increase of 37% over Q96-2.

Gross FG revenue in Taiwan decreased in Q96-3
to $7 million and was 30% below plan as a result
of the uncertain economy caused by elections
and nearby military exercises conducted by the
PRC.

Cost of revenue for Q96-3 was 12% of net
revenue versus plan of 19%. This variance
resulted from a shift in media mix to CDs and an
increase in Select and MLP/MOLP licenses as a
percent of revenue.

People expenses were S1 million below plan in
Q96-3 primarily due to delays in hiring. PSS
costs were S$3 million below plan because of
delays in hiring, particularly support engineers
for Business Systems products. MCS costs were
$1 million below plan as a result of delays in
hiring consuliants.

Net marketing expenses were $3 million below
plan as a result of lower spending for adver-
tising, marketing materials and other marketing
funds in Japan.

Contribution margin for Q96-3 was S171 million
(60% of net revenue) versus a plan of $149
million (50% of net revenue). This variance is
due principally to the savings relative to plan of
$22 million in cost of revenue.
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Q963 SALES, MARKETING & PRODUCT SUPPORT
OEM REVIEW
[ milior)
| “Actua T %pian | Actal | %ptan |
Gross Revenue $7325 131% $1,966.9 136%
Revenue Adjustrents (5.3) nm (59.4) am
Net Revenue 7212 130% 19076 132%
Cost of Revenue 322 102% 83.1 115%
Gross Margin 695.0 132% 18144 133%
% of Net Revenue 96% 95%
Controllable Expenses
People * 74 95% 213 92%

. Infrastructure 17 93% 4.8 82%
Other Misc Expenses 175 99% 545 119%
Marketing 42 86% 9.0 61%
Marketing Recovery (0.3) nm {0.2) nm

Direct Expenses 304 95% 89.4 101%
GB8A Costs 06 71% 22 81%
Net PSS 29 95% 9.4 103%
Distributions 3.5 90% 11.6 98% -
Total Controllable Expenses 34.0 94% 101.0 100%
Responsibility Margin 661.0 135% 41,7135 135%
% of Net Revenue 91% . 90%

‘| Shared Resources 0.1 49% 0.3 59%
Corporate Allocations 118.0 105% 317.7 96%
Contribution Margin $542.8  144% $1,395.5 14%%

% of Net Revenue 75% 73%
Dollar per head. annualized in thousands
Average Headcount 232 90% 226 89%
Net Revenue per Employee $12,537 146% $11,254 148% d
People and Infrastructure cost per head $156 105% $154 103%
Business Highlights

The OEM channel had a record quarter with net
revenue totaling $727 million. Year-to-date
gross revenue of $1.97 billion exceeds full year
plan and puts the channel on track for $2.7
billion in full year revenue. These results are due

‘to PC unit growth, faster conversion to Windows

95 than budgeted, increase in sales to Small
Systems Builders (SSBs), and higher revenue per
PC.

Authorized Replicator reports for Q96-3 showed
2 73% -27% mix of Windows 95 to MS DOS.
An estimated 18 million units of Windows 95
have been sold through the OEM channel to end
users.
HIGHLY
CONFIDENTIAL
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Shipments by Microsoft’s authorized replicators
decreased from the prior quarter, indicating
inventory build-up and a temporary slowing of
PC market growth.

Buoyed by Hangeul and Kanji Windows 95
shipments, as well as high PC unit growth,
revenue for Japan and Koreza exceeded plan by
96%.

Cost of revenue includes 2 S1 million reserve
relatzd to potential Certificate of Authentcity
(COA) obsolescence due w0 a change in
suppliers. At quarter-end, reserves for obsolete
keyboard inventory was S35 million coxxpared 10
S7 million in Q96-2.
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SALES, MARKETING & PRODUCT SUPPORT Q96-3
Significant Customers
—Acwal | Pan | Varace | Acual | Pian | FYTDS53
Top 10 Mutti-Nationals

Gateway 2000 $ 5712 § 215 S 297 § 1199 S o4 S 25.5 672%
Compag 554 61.2 (5.8) 140.9 1526 1.0 18.9
18M 41.7 211 206 1239 60.6 63.3 1518
Dedl 372 21.9 -153 85.6 52.2 43.4 1420
Fujitsu 30.0 29 27.1 498 52 446 21636
Packard Bell ’ 30.0 36.9 (6.9) B84.1 84.1 - 60.8
NEC 289 20.4 8.5 106.2 51.3 54.9 2505
Hewlett Packard 28.8 20.8 8.0 T8 47.8 25.1 92
Toshiba 217 184 3 61.4 424 19.0 43.5
Otvetti 16.5 9.7 6.8 29.6 227 €.9 352
Oher Multi-Nationals 101.6 95.1 6.5 337.7 265.7 720 64.5
Total Multi-Nationals 4490 3359 131 12220 879.0 343.0 823
Smal System Builders 83.8 60.9 329 228.1 . 153.3 74.8 77.6
: Named Accounts 189.7 91.0 98.7 516.8 4168 100.0 412
Gross Revenue 7325 557.3 175.2 1,966.9 1,449.1 517.8 68.9
Revenue Adjustments (5.3) - (5.3) (59.4) - (59.4) NA

Net Revenue $ 721.2 $ 5573 S 1698 $ 19075 S 14491 $ 453.4 61.0%

—

e  Gateway, Dell, and Hewlett Packard had a strong
quarter, while Packard Bell and Compaq slowed
slightly. Compaq’s performance at 91% of plan
resuhed from slower than expected growth,
particularly in the notebook area.

e Multinational PC companies continued to gain
market share worldwide, generally at the
expense of - local middle-tier companies.
Compaq, Dell, and Gateway 2000 cach have
established a significant presence in Europe and
the Far East.

e In conjunction with the introduction of new PC

modsls, Compag, IBM, and Acer all announced
substantial price cuts.

HIGHLY
Co_\'rmE.\'TlAL

Fujitsu’s $30 million revenue included S$17
million for Kanji Windows 95 sales. Both Fujitsu
and NEC have benefited from the strong
Japanese PC market, and have picked up market
share in the last year.

Delivery Service Parmer (DSP) channel revenue
of $94 million demonstrates continued strong
growth in this distribution channel.

An audit of IPC revealed significant under
reporting and lack of intemal controls.
Negotiations over audit findings continue with
Escom 2znd have begun with IPC. Auditors are
currently at Acer and anticipate starting
fieldwork at Compaq and AST during Q96-4.

MSC 00568861

TXAG 0014663
CONFIDENTIAL

S12 - RRTSOFT CONFDINTIAL

AJTHOR: NSt MALER (NS W)
MSE 600839

CONTFIDENTIAL

MS-PCA 1192425 )
CONFIDENTIAL

MS-PCA1192425



~)

Q96-3

SALES, MARKETING & PRODUCT SUPPORT

ADVANCED TECHNOLOGY REVIEW

P&L Summary
13 = wviegre) Q%6-3
| Sohmaee |G AT | Temvwiar | Sonmage ] Oowral ]
JCCITIE AT NG LI NG BT S ALl I Iy N
Nt Reverns ]’ % [ 3] o% ny ”% 49 8 83 o 2040
Cout of Roverse o TN 00 o% (1) % 48 61% €9 % 48
Goruns Sdvpn %% ws% [T o7 ox [ a1 swmw [ 183 oo t2 Oo» o
% of Nt Aovernn 0% 0% °n% 0% 100% |
Cormrofatie Expuraes
Puccie 34 1% 29 % 55 W% 26 % S8 O “ae [
rémstnxare =3 o % be % [ 1] ™ . M™% 1T % ar ”nN
Othar Mine Exparnes 0 A% oy W% o9 2% 12 % €2 &% 4 s
Merssarg 2 % 11 M 33 ™ 52 % 3D 4 2 ns
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Broad Reach 00 om 00 mm (1] L] 00 mm €0 L] (1) on
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MCS Roveras (1] om 00 em [ 1] [ 0oy e co - [+ )
G&A Comn 03 1% [ R} [ 0¢ X% o8 ™% c1 o 0? 2%
PSS Comm a3 2% 02 o L1 e 08 2% ce o 17 o%
Duvtrsora TS Sawm [ 63 ww [ 10 em | 313 e 70 s [ 23 9%
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0 1% 08 - TR SN 3 m (CH om o) onm
% of Mot Roverns 1M% [ (e 3 0] (2 o - 20 ]
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74 OTH% 28 0% w2 "% 00 % 7 n7 =%
Margin L] ®.0) [ 1.y L] )
% of Prew Yo
Net Rovens 2% "™ “% 1% ~n ”e
Gross Margn 2% e 20% 1% L) 125%
Resporabilty Margin L] " m e " ~
Corritamon Marpn L] m m m L. om
Doflar par hasd, erwsaitaed in thousands .
Averags Mesdcourt " 0% -] | 23 155 &%) ] % L] 122%) "5 ]
Net Raverwus per Msed E- 14 W% 38 L o "% £ 101%,) E~] L 2209 ”
Peopia and Irfesruchre per Meed 8187 135%) $108 OO%] 518 114% $143 113%) 154 TN ST [ 14
Marketng Exo % of Net Rev Wh 2% LY on) 2% O% 1% 101% wn fw| % n

Softimage Highlights

Softimage net revenue for the quarter was
$9 million versus plan of $10 million. The
shortfall in revenue was primarily due to lower
than expected sales of the NT version of 3D
product released in late Q96-2. Q96-3 unit
shipments were only 53% of forecasted units.

As part of the recently announced Product Group -

reorganizations, Softimage now reports into the
Internet Platforms and Tools Division. This

Public Network Sales (formerly AT Sales) Highlights

AUTHOR: SUSAN NOREERS [SUSANNOR)

ISDN license agreements have been signed with
a number of Regional Bell Operating Companies
(RBOCs). Southwestern Bell, Bell Canada,
Southern New England Telephone, GTE, and
MCI have not yet committed. Standard contract
tezms typically call for prepayments of $75,000-

BIGHLY
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reorganization is intended to accelerate develop-
ment and adoption of new multimedia tech-
nologies such as Direct 3D, RenderMorphics,
and Talisman. . -

Gross margin was favorable due to a con-
servative royalty expense budget and a sig-
nificant decrease in hardware sales.. Hardware
revenues have dropp=d to 2% of sales, versus
16% in Q96-2 and 23% in Q96-1.

$150,000 and $30-S40 access fees for each
customer ordering ISDN through the MS
Windows 95 ISDN wizard. Service commenced
on March 11 with 2pproximatzly 1,500 orders
taken to date.
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SALES, MARKETING & PRODUCT SUPPORT

Q96-3

e PNS announced a joint marketing campaign
with selected petwork operators outside the US
for a retail channel product, "Internet Starter Kit
1.0 where the Internet Explorer 2.0 is bundled
with some programs and utilities to allow
consumers to access the Internet. This is a

MARKETING REVIEW
FYTD96 Expenses by Channel

(in thousands)

competitive response to Netscape. In the US.,
Microsoft is including 30 days of free MSN
access time with the Intemnet Starter Kit 1.0

¢ The first MSN Resale agreement was signed on
January 29 with MCI for preferred Internet
Explorer and MSN effective May 1.

U $199.9 $0.0 ($1.3) SI1987 2189

Perscoal Symesns 642 s 103 [ X s 9.1 1] mse 1203
Cocsemer 451 w7 40 4 " -7 00 s L ¥
Buscess Sysarss b &) s 52 49 nt 02 13 ”n 1063
Develope 16.1 9.4 16 17 09 (ao. 00 309 50.9
Oed=e o 00 a0 00 ot oo 76 .3 .7
Coesrmaer Sysuens 00 0.0 0.0 00 00 00 73 3 14
Perscoal Fomnce 56 0.1 co 00 53 oo 0.0 s3 38
Oxber [+1s] o0 04 00 04 P 13 -3 51

Tota! $256.8 $163.6 m;ﬁ 822 ggﬁ.l 338 $22.2 $334 ¢ 36"‘13

At Mxag % of Act Rev 13.1% 9.8% 9.5% 71% 10.8% 05%

Bud Mcig % of Bod Rev 15.0% 11.0% 102% 12.0% 129% 1L.0%

Broad Reach ne 417 32 126 1284

) 240%

t
¢ 21.0% 1

* 15.0% 1

o-3
0044
095-1 4
095-2
095-3

98-t
098-2
096-3

e Net worldwide marketing expense for the
quarter was S151 million, a decrease of 28%
fram Q96-2 and an increase of 7% from Q95-3.
The decrease from the previous quarter reflects

¢ [If, as expected, marketing dollars are spent up to
plan, Q96-4 spending will be approximately
$250 million.

major ) product ) launches and sustaining MSC 605
marketing spend in Q96-2. TXAG 0014665
CONFIDENTIAL
S14 - MICROSOFT CONFOENTIAL AUTHOR: CRAS BRUYA
HIGHLY \56 6000851
CONFIDENTIAL CONFIDENTIAL
MS-PCA 1192427

) ~ CONFIDENTIAL

MS-PCA1192427



%" Nl

Qs6-3

SALES, MARKETING & PRODUCT SUPPORT

MICROSOFT CONSULTING SERVICES REVIEW

Results of Operations

(n milins) Retsar | % Change

Consutant sz s (s2.5) $168 2% $76.9 3802 (338,

Subcontractors 127 78 5.4 58 121% 36.6 221 14.5
Net Revenues a5 359 3 226 % 1135 1023 12

People T 248 27.0 24 . 146 % 643 X 2

Infrastructure €1 3] 09 29 5% 18 142 24

Subcontractors ns 48 [¢f]) 54 114% 268 134 (13.2)]

Otner 07 1.0 03 02 nm 2.8 26 0.2)
Expenses Qa0 376 B4 227 B1% 105.5 1043 (1.2)
Responsbiity Margin (3 13 (0.8) ©2) nm 3.0 @.0) 100
Heasquarter Aliocations _18 13 (0.0) 13 36% 44 87 1.4
Contriburtion Margin B13) 30.5) 30.8) 31.5) nm $3.6 1) 5113
Average Headacount 836 88$ 9 STS S4% 886 985 o9
Consusart Rev/Mead $130 7 3 s112 16% s116 3109 $7
Consutarnt Exp/Head . 1 $134 7] $120 (1%) 3119 $123 34
Average Lrkzation s5% 7% 8% 55% 5M%
Note: (1) Coris (acquired in FY96) has been included in 096-3 and FYTDS6. Q95-3 has not been restated o incude Coris.

@ C R and Exp per Head does nat sy or

Business Initiatives

In March, 1996 the Enterprise Customer Unit
was reorganized to provide greater focus on the
enterprise. This reorganization integrates BSD
and Premier support with MCS operations.

Business Results

Q96-3 revenue exceeded plan by $3 million
primarily due to increased use of subcontractors.
Year-to-date MCS revenue totaled $114 million,
11% over plan with 68% generated by MCS
consuktants and 32% from subcontractors.

Q96-3 consultant revenue was $3 million below
plan primarily due to below plan headcount. The

Winter Briefing (a five-day technical training |

event) held in January contributed to below plan
consultant revenue for the quarter.

Subcontractor revenue was S5 million above
plan for Q96-3, with related subcontractor
expenses exceeding plan by $7 million. MCS
wzilizes subcontractors to meet demand that can
not be fulfilled with existing resources. Year-to-

MCS is planning to open an Eastem Europe
regional office in early FY97.

date subcontractor revenue was S15 million
above plan with subcontractor expenses
exceeding plan by $13 million.

Year-to-date contribution margin was $4 million
compared to a planned loss of $8 million. North
America contributed most significantly to. the
positive margin with the West region at $4
million and the Central region at $3 million.

World-wide MCS headcount of 886 was 10%
below plan. North America (517), Europe (217),
ICON (101), Far East (25) and Headquarters
(28) were 2ll below plan. Headcount grew 54%
over Q95-3.
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SALES, MARKETING & PRODUCT SUPPORT

Q986-3

WORLDWIDE PSS

Worldwide Gross PSS Cost and PSS Revenue for Finished Goods Channet

n (Y0
l‘ﬂi@l""“l’l'ﬁl .-ﬁﬁ. ~! oSURe PSS oSl | CosURev | PSS Tost | 1 Rev |
Consumer . E’b Elﬂ % Elo.s
Desktop 2s 3% 313 4% 970 - 4% 106.4
POS 383 18% s 13% 126 13% 1143
Deneloper AT X ) 13% 16.4 14% 46.1 15% 419
BSD 142 5% 186 1% 46.0 7% 529
Total Net Cost B2z 7% SIS 8% =~ SN0 7% - $HBA &%
Business Highlights

Year-to-date net PSS costs for the Finished
Goods channel were $330 million (7% of FG
revenue), slightly below $338 million planned.
Gross PSS costs of $407 million were 10% lower
than plan largely due to below plan headcount as
support incidents have been below plan. These
costs have declined for five consecutive months.
The decline is primarily the result of scaling
back both variable headcount and outsourcing
after the peak in Desktop 95 support demand.
PSS revenue for the finished goods channel of
$77 million was 32% below Year-to-date plan
primarily due to lower than plan fee-based
incidents.

PSS launched several new services under two
distinct brand names: Microsoft AnswerPoint,
and Microsoft Service Advantage.

Microsoft AnswerPoint is the brand name of the
Standard and Priority framework as well as
Information Services aimed at end users,
developers, and small and medium businesses.
AnswerPoint includes easy access to technical
and support information, no-charge support, and
fee-based, round-the-clock support at various
Ievels and prices.

Microsoft Service Advantage is the brand name
for all Microsoft and Parner services for
Enteprise customers. These direct services

include both consulting and Premier under a
single Master Services Agreement which allows
customers to combine their chosen mix of

consulting and suppost services under one
agreement.

After eight months of planning and develop-
ment, PSS implemented Compass, a new
customer support tracking and management
reporting tool. Compass automates the incident
escalation process and provides customers with a
view of information related to their support
usage. The Compass management notification
and alert system enables more efficient
management of complex technical issues,
improving MS responsivensss and follow-
through for customers.

Microsoft received first place in Computer
Currernts second annual Reader's Choice Awards
in the Software Technmical Support category.
Computer Currents is targeted toward end users
and small business.

In April, PSS announced the 2ddition of NNTP
newsgroups on the Internet a2llowing customer-
to-customer discussions 2bout  Microsoft
products, replacing current CompuServe forums.
Delivering customer-oriented low-cost informa-
tion ssrvice via the Internet coatinues to be a key
focus for PSS.
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Q86-3

GENERAL & ADMINISTRATIVE
GENERAL & ADMINISTRATIVE
Q963
(in millions) Fcwar 1 Fen | %orpan] —Prorvear % of PY
ITG $58.0 33% $56.5 3% 103% $47.9 35% 21%
Finance ‘118 7% 12.5 7% 94% 12.0 9% (2%)
Human Resources 36.8 21% 348 20% 106% 25.9 19% 42%
MS Services Group 14.9 8% 16.5 10% 90% 12.2 9% 22%
Real Estate 25.4 14% 24.% 14% 105% 16.7 12% 52%
Legs! 238 13% 223 13% 106% 18.6 13% 28%
Executive and Qther 7.1 4% 5.4 3% 131% 5.2 4% 7%
Total GEA 177.8 100% 1722 100% 103% 138.6 100% 20%
Distributions to. -
Domestic Depanments {92.5) (52%) (100.1) (S8%) 92% {70.4) (51%) 31%
Total $85.3 48% $72.1 42% 118% $68.2 49% 25%
SEETNEECNCETE ] PRI
Fnn | %orPan] _ Prorvear _ JorPy
TG $167.7 34% $185.4 33% - 101% $127.8 33% 31%
Finance s 7% 374 7% 26% 3s.o 9% 9%
Human Resources 928.2 20% 100.9 20% 9MT% 73.0 19% 4%
MS Services Group 43.7 9% 49.1 10% 89% 333 9% 31%
Real Estate 64.1 13% 70.9 14% 90% 47.9 13% 4%
Legal 61.8 13% 66.9 13% - 92% 48.4 1% 27%
Executive and Other ie.8 % 16.6 3% 113% 18.1 5% 3%
Total G&A 489.9 100% 507.1 100% 87% 381.4 100% 28%
Distributions to
Domestic Departments (268.2)  (55%) (286.3) (56%) 94% (200.1)  (52%) 34%
Total $221.7 45% $220.8 44% 100% $181.3 48% 22%
R — ] ] e —— 4

e Total general and administrative costs include
functional corporate cost centers that support MS
on a worldwide basis such as legal services,
corporate finance, IT project development, and
certain expenses to support domestic headcount
deparuments such as employee benefits, facilities
costs, infrastructure operation, and adminis-
trative services.

e For financial reporting, the lanter costs are
distributed to domestic product, sales, and
administrative groups and included in people and
infrastructure expenses as general, building and
grounds costs. For internal channel and product
management reports, net corporate G&A costs
are allocated as a portion of corporate alloca-
tions.

e ITG costs include application development,
regional support, and distributed infrastructure
cosws. These costs are driven primarily by
d=mand from supported organizations for new
technology and tools, support of existing
systems, and increased demands on the corporate
n=ztwark

HIGHLY
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Human Resources costs, driven pﬁmarily by
domestic headcount, include functional support
such as recruiting, employee development,
payroll, stock administration and distributed
employee benefit costs such as health insurance,
401(k) match, and health club dues. These costs
are driven primarily by increases in headcount.

MS Services groups provide administrative
support including building services, library
services, mail, food and beverage, administrative
procurement, travel services, and copy centers.
These costs are driven by user demand and are
indirectly correlated to headcount growth.

Real Estate & Construction costs include func-
tional costs related to facilities planning and
development, and direct facilities infrastructure
costs such as building depreciation, rent, utilities,
and meintenance. These costs are driven
primarily by growth in domestic headcount, and
contingeat staff residing on campus.

Finzace, l=gal, and executive costs are corporate
functiozz] groups supporting MS on a worldwide
basis.
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GENERAL & ADMINISTRATIVE

Q86-3

INFORMATION TECHNOLOGY

ITG allocated costs were $4 million over plan in
Q96-3 primarily due to consulting costs in
excess of plan, and approved variances on
cerain projects like SAP. Infrastructure costs
were about $3 million below plan for the quarter.
Year-to-date ITG allocated costs are $9 million
over plan, compared to under plan infrastructure
costs of about $7million.

Major Development Projects

Dwing Q96-3, IT application development
responsibility and resources were moved to the
business units allowing them to directly manage
development projects and to assume P&L
responsibility for project costs. Financial infor-
mation is captured to consolidate all business
unit IT costs under a “virtual” ITG division for
comparability with prior periods.

atus

MS Product $3,010 $2,714 | Focusing on Release Tools 2.0, testing/beta 4796
Net SR 1.808 2831 | Beta 2.1 released; version 1.0 complete 695
Compass 2.138 1,806 | Phase 1 implementation £/23; working on Europe
MS Manager" 2916 1,770 | Completing v3.2; April 95 release

Channel Measurement 3,762 4,061 | Step 2 beta on schedule for mid-April

SAP 4,182 2,375 | Procurement rolled out; G (phase 2) underway
Genests 3,275 4,950 | Supplier dev. completed, tumkey mfg started

The current phase of MS Product consolidates
information for OEM products, MS Press,
Marketing parts, Far East products, and MSN
into the system. This phase also integrates this
system with other systems such as Infobase.

Net SR provides corporate and home end-users
an electronic means for requesting service via
MSN. Also includes customer front-end tools for
MSN, billing interfaces to MSN and issue router
functionality to escalate or transfer issues
berween sites. .

Compass is a support tool for the Corporate
Support and Premier segments of the PSS
business replacing the current SR/Man tool. The
new system will enhance product support service
delivery from a quality and efficiency standpoint
for major Microsoft customers.

MS Manager is a cross-functional application
that is distributed across North America, ICON,
FE, and Europs. It supports PSS, account
management, and direct marketing activities in
the subsidizries in which it is deployed. Manager
centrelizes 2 significant portion of customer data
in a central data warehouse.

HIGHLY
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Channel Measurement is expected to provide an
integrated view of worldwide channel data,
including purchases, sales, and imventory of
Microsoft’s channel partners, giving users the

_ability to analyze the effectiveness of sales and

marketing programs, representatives, and
channel activity.

SAP project will implement SAP financial
software on NT and SQL Server worldwide to
replace the current ROSS, subsidiary MacPac,
and Platinum accounting systems with a central
corporate genera! ledger. Additionally, SAP will
provide a worldwide, integrated administrative
procurement system and fixed asset ledger.
Implementation of the domestic procurement
system was successfully completed on April 1.

Genesis is a tool to re-engineer the North
American Supply Chain by moving CPC from a
“push” model to a "pull” model for replenish-
ment and just-in-time production through better

forecasting and coordination of suppliers and

distribution chaznels.
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GENERAL & ADMINISTRATIVE

REAL ESTATE & CONSTRUCTION
Worldwide Facility Distribution & Capital Spending

(S in millions, square feet in thousands)

| Facimes Dovouvon [l 0%3Capiaispend |
Ve Qe | Par | Vewe | P

Locaton Sauare Fect |t il —Acou ]

Puget Sound 4,360 7% 448 $61.9 $17.4 $1599 $253.9 $94.0 $293.9

Other Domestic 1,186 1% 7.5 38 (ck)) 18 159 44 19.4

X ional 2078 % 1.8 37 (1)) 447 3.8 (10.9) M7
7.624 100% $63.8 $69.4 $5.6 $216.1 $303.6 $87.5 $347.7

Worldwide space capacity is now over 7.6
million square feet. Building 27 on the main
Campus was occupied in Janvary, adding
another 208,000 square fest to the portfolio. In
February, the final building at the Redmond
West Campus was completed adding over
131,000 square feet to the portfolio.

Site work for Buildings 30, 31, and 32 on the
northeast comner of the Campus was completed
during the quarter and a building permit was

‘approved by the City of Redmond. These

buildings are expected to be occupied in Q97-3.
When completed, the buildings will add 365,000
square feet to the portfolio and capacity for
1,500 people. The total cost of this project is
$116 million, with the majority of the spending
to occur in FY97. .

Puget Sound Capital Spending

Aot

Bodged

{Commicted Projects $1038 | 31332 S20.6 $138.6
Terart tmprovements 26.7 60.6 339 706
Fumitre & Foaures 118 152 3.4 152

New Construction 8.9 245 156 46.6

|AB Other 8.9 204 118 229
Total $159.9 $253.9 $94.0 $203.9

Year-to-date capital spending is below plan
primarily due to timing differences between
actual and plan. We expect to end the year at
2pproximately $220 million or $74 million under
plan.

HIGHLY
CONFIDENTIAL

The WPGI buildings in Ircland have been
completed and were occupied in February. This
project added 80,000 square feet to the portfolio
at a total cost of $19 million. Land use approvals
have been obtained for the Thames Valiey Park
project in the UK. Site work has started and
construction will begin in Q97-1. Additionally, a
buyer has been - identfied for the building
currently occupied by MS-LTD.

Approval was obtained to' start construction on
the Canyon Park Data Center. This 32,000 leased
building will provide server and telephony
expansion for ITG. The tenant improvements are
expected to begin in Q964 with completion
during Q97-2. The total cost of this project
excluding ITG equipment is S24 million.

The FY96 capital budget for the Puget Sound
region consists primerily of spending on
committed projects (like Redmond West and
Building 27), tenant improvemeats on nsw sites
and existing buildings (like remodeling of
buildings 1-6 and the ITG data center) and new
construction. New construction Trepresents
Campus projects expscted to occur through

FY98. When completed, these buildings will add -

over 1.5 million square feet to the existing
Campus portfolio. As noted above, site work
began on the first set of buildings in Q96-4. If
building permits are approved, the remaining
projects will start in FY97 subject to executive
approval and space nezds. Total capital spending
on these projects is estimzted 2t $500 million
over the next three years.
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GENERAL & ADMINISTRATIVE

Q96-3

- SUMMARY OF DISTRIBUTED G&A COSTS

Qs6-3 FYTD6
(in miliions) [ Acwar | — Pan [ TPon W — Acwai ] _Pan § % Pan
m .
Depreciation $9.4 1%  S118 3% 80% $2611  30% S327  3S% 80%
Maintenance & Repairs 28 %% 23 % 121% 79 % 74 TR, 112%
Telecommunications 56 18% 62 19% 91% 183 21% 179 19% 103%
Contract & temporary lab 63 21% s2  16% 120% 185 21% 182 7% 114%
Payroll & taxes 40 13% 44 3% 91% 110 13% 123 13% 0%
Other 22 ™% 29 9% 74% 63 % 85 9% 75%
30.3__100% __ 32.9 _100% 2% 822  100%  94.7 100% 3%
Human Resources
Hea!th benefits 145 S0% W6 5% 5% 399 53% 419 56% 95%
401 (K) match 43 15% 4 1IT% 98% 118 16% 127 17% 4%
Health clubs 16 6% 14 5% 120% 45 &% 39 s% 115%
Other B4 29% 56 % 151% 192 25% 165 2% 116%
269 100% 259 100% 1% 754 100% 750 100% 101%
MS Services Group
Cooy center 25  25% 28 u% 21% 81 2% 2 24% 8%
Iormaton/support servic 29 2% 26 2% 1% 177 25% 727 2% 100%
Food & beverages 24 2¢% 22 9% 110% 7.3 4% 64 19% 13%
Mai center 16 16% 23 0% n% $6  19% 68 20% 82%
Media services 13 1% 21 1% 85% 54 18% 54 16% 100%
Corporate everts/store (©8) (8% (03) Q%  253% 1.4)  (5%) 03 1% n
Travel services (0.4)  (4%) 0.1)_ (1%) nm (2.5)  (8%) (04)  (1%) 676%
0.1 300% __ 11.5__100% Bi% 301 100% 344 100% eT%)
Real Estate
Rent & utilities 71 29% 7.5 3% 95% 182 30% 215 3% 85%
Depreciation 7.8 3% 9.1 40% 85% 207 3% 238 3S% 87%
Maintenance & repairs 24 10% 17 % 136% 55 9% s1 8% 108%
Supples & equipment 35 W% 04 2% 825% 58  10% 48 % 120%
Orher 35 15% 42 1% 4% 102 7% 119 18% | 88%
242 100% 229 100% 106% 633 100%  67.1 _100% S0%
Other (1.0)” 6.9 am wr T 1sa T 9%
Total 3925 —§v00.0_ 92% — S268.2 52863 54%
Distribution costs are categorized as service Distributed MSG costs are below plan for Q96-3
costs to the company where the distributing and FYTD, with food and beverage costs over
group controls the unit cost and the receiving plan primarily due to unanticipated usage. The
business umit drives unit consumption. For negative amounts in corporate events/store and
example, Human Resources manages benefit travel represent the impact of company store
costs per person, but increases in company profits and travel rebates respectively.
headcount drive total benefit costs. .
. Distributed real estate costs are about 90% of
Distributed ITG infrastructure expenses are year to date plan primarily due to lower housed
under plan Q96-3 and year to date primarily due - headcount than planned, depreciation costs
to a positive variance in depreciation and amorti- related to lower than plann=d capital spending,
zation 2s 2 result of actual capitalized purchases and Jease income from Cascade Place not
. lagging plan. Contract labor is over plan in the anticipated in the FY96 plan. Additonally,
computer operations and network services group, utility costs were lower than plan due to lower
but is partially offset by lower payroll costs. This than expected headcount and below normal
is due to a lower than planned contractor conver- water usage on the sports fields 2s a result of the
sion o employee rate. Windows 95 launch last August Supplies and
. . . equipment costs are over pien for Q96-3 and
Dx;m‘bmed HR costs were over plan in Q96-3 year to daze due to a ergonomic furniwre retrofit
and 2t plan for the year primarily due to product progrzm. This cost will continue 2t 2n acceler-
group recruiting costs. Product group hiring has ated level in Q96-4.
been somewhat higher than anticipated by the
recruking group ahhough per head recruiting Eéﬁg10014672
costs e 2t the plamed rate. MSC 00568870 IDENTIAL
G4 - MiICROSTS T COMFOENTIAL AUTHO: GREG ALDZPSON (GRESALD)
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Q96-3 TREASURY

COMPARATIVE BALANCE SHEET AND CASH FLOW

Balance Sheet
(in mitlions)
llllﬁﬁilllllllﬁﬁillllEﬁ2134
Assets
Current assets: ’
Cash and short-tem investments $5770 T71% $6,017 66% $753
Accounts receivable - net 681 7 771 B8 (90)
Inventories 3 0 08 1 @5
Cther 212 2 207 2 5
Total cumrent assets -+ . T 75% 80 7,103 78 593 |
Property, plant and equipment, net 1281 13 1297 14 {16)
Other assets ’ 613 6 706 8 93)
Total assets T 59530 100% T $9.106  100% $464 |
Liabilties and stockholder s’ equity

Current liabilities:

. Accounts payable $ 652 7% S 651 7% s1
Accrued corrpensation 142 1 148 2 [9]
Uneamed revenve L 545 6 485 S ]
income taxes payable . 616 6 680 7 64)
Cther 309 3 267 3 42

Total current liabil ities L% 24 2247 25 23
Minor ity inter est 15 1 15 1 11}
Put warrants - BB 6 T~ S0 6 ~— 45|

Stockholders'equity:

Conrron stock and paid-in capital 2677 29 2285 26 =74
Retained eamings 3918 41 3895 43 23
Total stockholders’ equity 6595 70 6.180 69 315
Total liabilities and stockholders*eq S350 100% ~__ $9.105  100% $454

e Cash and short-term investments totaled $6.77

billion at quarter end. Almost $900 million was
generated from operations offset by the ‘purchase
of $370 million of Microsoft stock.

Accounts receivable continued to decline from a
peak of $1.05 billion in Q96-1 reflecting
payments and returns on accounts with extended
terms related to the Desktop 95 launch.

Inventories declined during the quarter largely
dus to additional reserves for obsolete and

Decrease in other long-term assets reflects a
decline in the market value of Micresoft's
investment in UUNet. GAAP requires such
investments to be marked to market.

Uneamned revenue totaled $545 million at March
31, 1996. The uneamed revenues iaclude
deferred operating system revenue to be

- recognized for GAAP over related produz: life

cycles, revenue deferred on 16-bit versioas of
Office pending coupon upgrade to Office 95,
and uncamed maintenance revenue.

excess inventories related to returns of Desktop

95 product.
MSC 03568872
GHLY TXAG_0014674°
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TREASURY

Q986-3

Cash Flow Summary

(in mitkons)

Ending cash and short-term Investrents

. Beginning cash and short-term investments

Net change in cash and short-term nvestrents

Net income —sZ T 555 T (3
Depreciation and arrortization 183 78 105
Change in accounts receivable <23 275 (241)
Change In inventories 73 7 55
Change in other assets (13) 32) 19
Change in kabiities 54 484 (430)
Cash flow from cperations I < A - 7 A
Cash provided from exercise of stock options 426 - 118 308
Cash used for stock buy back (370) ) 3
Cash used for purchase of property and equipment (123) (83) (40)
Cash used {or bag-term investments 52) (105) 53
Bfect of exchange rates on cash (21) (1) {20)
D ¢~ S -~ SRS (U]
=% 53

Q96-3 Qs6-2 Change

$ 6017 § 5064 S 853

S 670 S 607

e Increase in depreciation and amortization reflects
accelerated depreciation on PCs and write off of
certain IPR no longer considered useful.

CAPITAL MARKET ACTIVITIES

Portfolio Management - Family of Funds

Cash& Enhanced

Money Mkt Money Mkt
Portfolio Allscation:
Qs6-2 . 31% 2%
Qe6-3 36% - 23%
Batances (in mikons):
Q9s-2 1,785 1331
Qe6-3 2,351 1477
Total Rate of Return (Pre-tax) *:
Q6-2 6.05% 6.89%
Q96-3 5.55% 5.72%

e Change in Labilities in Q96-2 reflected increase

in accrued taxes and unearned revenue.

e During Q96-3, 3.8 million shares of MS stock

were purchased for $370 million.

shont

Tem intermedate Opportunty Totat
24% 19% 2% 100%
2% 17% 2% 100%
1388 1,051 .14 5678
1476 1,097 121 6,521
11.33% " 14.89% 283% 9.22%
472% 125% 28.16% 489%

* Annualzed data is provided for ilustrative purposes. Past perfformance is nat meant for use as a predicor of future results.

e Allocetion of cash balances across the Family of -

Funds during the quarter was structured to
increasingly emphasize the shorter duretion
fuads, :

e To=l portfolio returns decreased over Q96-2
prizmarily due to the decrease in portfolio market

values associated with an increasing interest rate
environment.

e Year to date pordolio income2 has added S240
million in value to MicrosoX This represents
cash flow income of $222 million plus tax-
related 224 coreelized changes in marker value
of S18 million.
MSC 00563873 TXAG 0014675
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TREASURY

FAMILY OF FUNDS
CASH BALANCE ALLOCATION
As of March 31, 1996

$2,500

$2,000 4

$1.500 |
1,000 -

$500 -

$0 -

Dalias o Mithors

FAMILY OF FUNDS
ANNUALIZED PERFORMANCE*
3 Months Ending March 31, 1996

Ll -+ —

’ Intermediate Opportunity .‘DFund H

Stronger economic data released during Q96-3
led investors to reevalvate expectations of easing
by the Federal Reserve and pushed interest rates
higher. The most significant new data was a
February increase of 624,000 in non-farm
payrolls, the largest increase in this employment
measure since September, 1983.

Market interest rates matching the maturities of
the MS Family of Funds rose during the quarter.
Specifically, three month US Treasury Bill
vields rose 10 basis points 10 5.2% and five-year
US T-Note yields rose 70 basis points 10 6.1%.

Due to the belief that short term interest rates
bad fully priced in expectations of weak
domestic economic data, and continued easing
of rates by the Federal Reserve, portfolio
durations were positioned at levels below
equivalent fund benchmark durations.

All Family of Funds portfolio renrns exceeded
their respective benchmarks for the quarter. The
Short-termn  and Intermediats funds, which
represent 40% of the toal ponfolio, outper-
formed their benchmarks by 339 and 515 basis

TXAG 0014676
CONFIDENTIAL
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TREASURY

Q96-3

The Strategic Opportunity Portfolio delivered an
annualized total return in excess of 28% during
the quarter. Although this portfolio has a balance
representing only 2% of the total portfolio

ACCOUNTS RECEIVABLE'
Worldwide Accounts Receivable

{in milions)

Finished Goods
North Arrerica 33 &0 [ 4]
Easope - 49 72 [
Far East 48 S8 49
AME 78 85 108
APAC 7™ 1] 180
Lstin Americs 1“e 132 158

‘Total Fnished Goods 48 69 ™
[ =" b4 .} 28
SASN
Other

Total accounts receivable 42 60 61

Reserves for sales rstums

Alowance for doubtiul sccounts

Reserves - Other

Eamed, unblied revenues

ACcounts receivabdle-net

balances, the returns on many of the securities
are linked to the performance of MS stock, and
the stock increased 17.5% during the quarter.

$280 $238 $24  s1t $18
209 18 s 2
17 78 1 [ 2
25 19 4 1 1
o5 72 7 1 6
n” a4, 11 4 21
v ] s = 5Y |
135 ss 22 1) )
3 3 ° 0 0
s 7 3 ° 2
1.15‘5 541 3140 81 $103
®15)
(189)
29
201
3681
——

Worldwide gross accounts receivables declined
10 $1.17 billion from $1.44 billion at the end of
last quarter as additional retums credits for
Deskiop 95 products were processed and
collection efforts were accelerated.

Europe’s accounts receivable balance declined
from $507 million at the end of Q96-2 to $299
million at the end of Q96-3 as most Desktop 95
invoice and inventory issues were resolved and
Select/MOLP collection cfforts were increased.
At the same time, North America’s accounts
receivable were further reduced from $323
million to $289 million as remaining Desktop 95
credits were processed.

Worldwide DSO improved during the quarter
from 61 to 51 days. Major improvements were
experienced in North America, Europe, and
OEM, 2s extended credit terms related to the
Desktop 95 launch expired. DSO in the Far East
increased to 60 days due to extension of Desktop
95 terms.

Select and MOLP accounts receivables increased
from $270 million to $302 million for the
quarter. Only 42.0% is current due to continued
billing problems and pricing disputes. Just over
50% of worldwide Select/MOLP receivables are
in Europe.

Reserves for sales returns were decreased from
$987 million to $S615 million during the quarter
as remaining receivable balances related to sell-
in of Desktop 95 were ‘reduced through
payments and return credits. ’

Brazil continues to suffer significant problems
due to a financially weak distributor base. Two
major distributors, Brasoft and Compucenter,
declared bankrupicy during Q96-3. Of those
distributors remaining, there are no candidates
financially sound enough to replace Brasoft and
Compucenter, so efforts are being expanded to
attract one or more multi-national distributors
into the market place.

MSC 00568875
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Q96-3

TREASURY

Accounts Receivable of the Ten Largest Customers Worldwide

(in millions)

Total Aging Summary

[“Saance J cercont M Corert | 330 ] 10 ] Overeo |

Ingram Micro $140  12% $127 ss_ s £
Merisel % % 73 1 o 2
Tech Padific 6 5% 4 3 s 3
GT Interactive Software 3 % 39 o ) °

. Computer 2000 35 ™% 28 3 1 1
Stream intemational 2 ™% 24 -8 1 2
Fujitsu 30 % 30 0 o °
Packard Bet 2 2% 3 s 3 2
Olivets 24 2% 10 s 7 2
Soft Bank B 2% 2 1 [ 0
Total ten largest 488 4% 405 T M 15
Other 677 58% 436 108 a7 88
Total Q363 $1,165  100% $841 3140 $81 $103
Total Q96-2 $1.439 $1.043 $259 350 $77

FAGING rux Of TP en . 83% 44?%'744?; 3
jing misx of Yokab ™ 2% ™ L
Aging mix of total 3% 18% 4% 5%

e Total accounts receivable for the top ten agreements in order to continue operations
worldwide customers accounted for 42% of the through the end of 1996. They remain a very
total at March 31, 1996, down from 45% at the high risk to Microsoft because of their limited
end of Q96-2. This reflects reductions in access to operating funds.
receivables primarily from Ingram, Merisel and
Computer 2000 due to payments and returns e Good Times Interactive Software which
credits related to Desktop 95. distributes product to Walmart and Target stores

continues to represent an unusual credit risk.

e Among major customers, Packard Bell presently Under special terms, payments are only made on
owes MS a total of $29 million at the end of proof of sale through the channel. Their monthly
Q96-3, of which $26 million was due as of receivable balance has remazined 'in the $40
March 31, 1996. Payments of $30.1 million were million range since the Desktop 95 launch and
received during the quarter. ) - excess inventories of more than $20 million are

being held for Walmart. Some remrns of older

e  Merisel reported a loss of $84 million for, CY95, products were received and credited during Q96-
putting them in non-compliance with their bank 2, and has been replaced by shipments of current
covenants. They have secured approval from inventory. They have refused to offer seaurities
their banks and bondholders to amend the of any type because of their recent IPO.

MSC 00568876
. TXAG 0014678
HIGHLY
CONFIDENTIAL CONFIDENTIAL

ATTHORT NoRN CraPmas (NOAMT) WorosorT ConrpanTal - TS

%156 6200854
CONTIDENTIAL

MS-PCA 1192440
CONFIDENTIAL

MS-PCA1192440



TREASURY V Q96-3

INVENTORY
(in millions)
Europe FarEast
Raw Materials 5243 $55 520 s44  $362 305 321 $38.8 5146 (3358
Work b Process 1.0 04 (Y] 0.1 15 0.0 00 - 15 63 4.8
Finished Goods 884 26.9 0.9 127 1379 105 70 1554 1450 104
Gross Inventory 137 325 \3% ] 72 175% 1387 1] R1T™ 2% T 01 )
Reserves for Obsolescence (84.0)  (1558) ©0 (4N (1209) 62 (64 (1629 (1177)  (452)
Net inventory S28.7 . 3172 L <27 } v5 T ) )~ %3 L7.3) B Slve 75
e Gross inventories decreased $30 million during o  Reserves for specifically identified excess and
Q96-3 due to reduced production of finished obsolete inventory in the finished goods and
goods and disposal of reurned product. OEM channels increased by $15 million for the

quarter. Other reserves zre primarily corporate
reserves for non-specific inventory exposures.

PROPERTY, PLANT, & EQUIPMENT

(in milions) .
Property, plan and equipment - net e Increases in buildings reflect construction of
(S in millions) Redmond West and Building 27. For additional
Qo0 | Qo2 § increase deta}ls, ses the Real Estate and Construction
Land $207 $206 50 section.
Buldngs 76 720 @
R e 2t = - * Purchases of computer equipment totaled $55
Computer Equipment 792 737 55 million during the quarter, down from $66
$2201 52,080 s121 million in Q96-2.
Accumutated Depreciati __ (920) (783) (130
Totat $1,281 $1.297 (516)
; MSC 00568877
{ N
AN : TXAG 0014679
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Qss-3 TREASURY -
OTHER ASSETS
(in milbons)

Financial assets [ T3] T2 ] Tons: Sl Gos — [ 052 ] Trone |
TOMOSPJV.) $125 §$125 - $140 (a) S48 (a) (S8)
Wang - 84 84 - - - -
Stac he. a8 38 - 47 64 un
Mel 30 30 - 27 (b) 37 (b) (10)
Santa Cnz Operation 20 20 - 26 26 )
WESNBC 18 - 18 - - -
UNet " 16 16 - 106 262 (156)
MicroUnity 15 15 - - - -
Indivickzal . 1 1 - 16 - 16
Lightspan 10 10 - - - -
Metricom 6 6 - 3 3 -
Acadestic Sysiens 4 ‘4 - - - -
On Ausyrats (Telecorm V) - 3 ()] - - -
Monotype 3 3 - - - -
DreaaiVorks hteractive 1 - 1 - - -
Dreamorks 2 2 - - - -
Clrix Systerrs 2 2 - - - -
ASCINT 1 1 - - - -
Vansar - - - 16 - 16

— 65 30 %~ 530 52T 63130
Vaksation alow ance (80) (W) {3)
Mark 10 market 50 150 {100)
. | Net financial assets ° =% &3 @
Intelectual property rights 212 207 5
Accumtated anortization (94) {81) {13

Net intellectual property rights 78 126 o7
UT Loans & Other 140 137 3

Total other assets R~ 5 IR (1. S <)

2) Valuation includes 1,588,888 shares of Liberty Media.
b) Excludes MS's 1.4 million warrants in Mtel, 1.1 million of which have certzin performance requirements, with an

estimated current markct value in excess of $5 million.

Total financial assets include equity and equity-
related investments. MS maintains allowances to
cover operating losses and declines in the
estimated value of non-public investments and
mark to market adjustments for publicly traded
investments.

Mzrket values of invesuments in public
companies decreased $161 million during the
quarter, primarily due to a very significant
d=<reass in the stock price of UUNet. The mark
t0 market valuation account was adjusted

HIGHLY
CONFIDENTIAL

Intellectual property rights represent purchased
code or other inteliectual property and rights.
IPR costs in excess of $1 million are capitalized
and amortized as a product development cost
over periods averaging about two years. IPR
increased S5 million during the quarter reflecting
the purchase of Colusa ($12 million) and Aspect
(S12 million) offset by the write-off of Network
Manager (S14 million) and Web Corp (83
million).
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TREASURY

Q96-3

Highlights of Current Investments
(See Appendix for additional details)

Expanding the strategic alliance formed in May,
1995, Microsoft and NBC announced on Dec 14,
1995 the creation of two 50/50 joint ventures.
The first, MSNBC Cable, will provide 24-hour
news and information programming and the
second, an interactive online news service via
MSN.

The joint ventures call for a Microsoft
investment of $220 million for MSNBC Cable
and $2.5 million for the online services, both
over five years. In addition, NBC and MS are
expected to invest another $200 million each
over five vears to fund the cable and online
services.

Santa Cruz Operation (SCO) and Netscape
announced a strategic agreement to create
integrated Internet-based solutions. MS is
curently negotiating the sale of its investment
and a buy-out of the Unix royalty agreement
with SCO.

UUNet’s share price has fallen 63% from a peak
of $98.75 on November 20, 1995 to $36.875 on
April 11, 1996. As a result, the value of MS's
$16 million investment is now $154 million,
down 25% from the previous quarter. UUNet
canceled a secondary stock offering of 6.6
million shares due to its weak stock price.
UUNet currently has 543 POPs in service,
including 288 outside the United States. UUNet
also announced its intention to partner with the
Directorate General of Telecommunications
(Taiwan) to provide Internet access in Taiwan.

MicroUnity raised $10 million from Samsung in
Japuary 1996. And is currently negotiating with
Motorola for licensing its technology.
MicroUnity is also in discussion with TCI for the
d=velopment of cable modems.

Individual placed an IPO for 2.3 million shares at
S14 per share on March 15. MS’s $10.5 million

HIGHLY
CONFIDENTIAL

investment is now worth $15.5 million. Yahoo!
is parmering with Individual to provide
NewsPage service to their Internet search guide
and real time services. Individual and Toshiba

Corporation announced a 50/50 joint venture to,

form NewsWatch, a company providing custom-
ized news services in Japanese.

Lightspan expects to raise about $20 million in
mid-1996; S10 million from a new investor and
$10 million pro rata from the existing investors.

Academic Systems has installed its Interactive
Mathematics software on 16 campuses as of
March 31, 1996. The company has recently
signed a multi-campus, system-wide license
agreement with California State University
which is expscted to generate several millions of
doliars in revenues over the next three years.

The “On Australia” Telecom JV is being
realigned with Microsoft’s MSN/Internet
strategy. The JV will exist solely as a provider of
Internet related services, with exclusive use of
MS software and APIs. Microsoft will sell its
50% interest in the joint venture but will
maintain a strategic relationship as On Australia
will continue to be the primary delivery vehicle
for Australian MSN content for some time.

Vanstar completed an IPO of 8 million shares on
March 11, 1996 with an offering price of $10
per share. Concurrent with the IPO, Microsoft
and certain other sharcholders converted their
warrants into common shares. Microsoft owns
about 1.56 million shares (4% of total shares)
with a market value of about $16 million. As of
March 1, 1996, Vanstar had hired 159 software
engineers of which 92 have achieved the MS
Certified System Engineer starus. To date, MS
has provided $8.1 million of marketing
development funds to Vanstar. .

MSC 00568879

TXAG 0014681
CONFIDENTIAL

T8 - MORTSOFT CONFOENTIAL

AW SEsae S 0ARXS, METE (IEANF)
NS5 6000857

CONFIDENTIAL

MS-PCA 1192443
CONFIDENTIAL

MS-PCA1192443

)



Q96-3

TREASURY - (in MILLIONS)

New Deals

Helicon Publishing Limited

(Fmancia! information shown below is the most recent avaitable)

(British Pounds Sterling have been converted to US Dollars using a conversion rate of $1 = £1.5)

Actual YTD Plan YTD
Jan. 31, 1996 Jan. 31, 1996

Net revenue

Cost of revenue

Gross profit

Controliable expenses

Net income

e On April 9, 1996, Microsoft acquired 344,086 .

Preferred Ordinary shares for £800,000 (approx-
imately USS1.2 million) in Helicon Publishing
Limited representing approximately 48% of
voting shares. Microsoft will also assume a
board seat. In total, Helicon raised £1.2 million
(USS1.8 million), which will be used to improve
the company’s databases of reference material,
pay off certain loans, and invest in capital
requirements.

e Helicon is a reference publisher in Oxford,
England, which was formed in 2 management
buyout of the Hutchinson reference business
from Random Housec UK in 1992. Among the
company's titles, Helicon publishes the
Hutchinson Encyclopedia in book form as well
as the only British-compiled encyclopedia on
CD-ROM, The Hutchinson Multimedia Encyclo-
pedia. The company has 22 full-time employees
based in Oxford.

Aha! Software

e On March 26, 1996 Microsoft acquired all of the
intellectual propenty of Aha! software for $1.1
million. Aha! developed an inking engine for
small devices and marketed a product called
InkWriter, which enables intelligent editing and

Vermeer Technologies Inc.

e On January 12*, Microsoft acquired Vermeer
Technologies Inc. in a pooling of interests
valued at $130 million. Vermeer is a Jeading
Cembridge-based developer of web publishing

tools. Its principal product, FrontPage, is 2 tool *

for easily creating and managing web documents
without programming.

Under agreements with Helicon, MS obtained a
five-year license to use certain content for online
systems, including the Intemet, in exchange for
£350,000 in prepaid royahies. Addidonally,
Helicon will crezmte content for use in 2 MS
almanac and chronology for distribution in any
digital electronic format, including the Internet,
for £250,000 plus additional payments once
certain milestones are met.

The financial information above is for the period
from April 1, 1995 10 January 31, 1996. Helicon
performed under plan due to a delay in the
Hutchinson Multimedia Encyclopedia, timing
differences in co-edition sales, and lack of
commitment from certain publishers waiting for
assurance of Helicon’s future independence.
Although revenues were 29%  below
expectations, gross margin was below plan only
20% due a mix shift toward higher margin
electronic sales.

manipulation of electronic ink and text Aha!
technology will be used in Pegasus to bridge the
g2p between keyboard input modality and full
handwTiting recogaition.

formed Web Authoring product unit withia the
Dsskiop Applications Division under Chris
Petess.

The $130 million valuation reflects the high-
Guzlity of FromPage, the sismificant exly lead
‘ermeer hzs built in tkis catsgory zad the
competitive bidding sin:z<jon vis-a-vis Nescape.

e Tkinty-ons Vermser employees moved to
Mizrosoft with the majority joining the vewly MST 005838380 Eéﬁglg%}l%gilz.
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EXOS, Inc.

On April 12, MS completed an acquisition of
EXOS, Inc. EXOS is a developer of “force
feedback” technology for game control devices.
Force feedback technology enables users to feel
gaming effects such as race-car crashes,
turbulent flight simulations, and gun recoils.
This technology will be incorporated into future
versions of the Sidewinder joystick family.

-

Aspect Software Engineering, Inc.

On March 22%, MS completed an acquisition of
Aspect Sofiware Engineering, Inc. This deal was
signed on March Ilth and announced the
following day at the Internet Professional
Developers Conference.

Aspect is 2 Honolulu based developer of Intemnet
tools for accessing ODBC databases. Its primary
product, dbWeb, is a tool for Windows NT
HTTP servers. The tool enables real time access
to ODBC databases through standard web
browsers such as Internet Explorer and Netscape
Navigator, and provides full insert/update/delete
and other capabilities. Aspect's HTML Wizard
for Microsoft Access enables users to create

Colusa Software Inc.

On February 9, MS completed an acquisition of
Colusa Software Inc. Colusa’s principal product,
Omniware, enables sofiware developers to take
code components written in existing program-
ming languages such as C and C++ and create
highly efficient, processor-independent client-
side components for the Internet and intranet
environments.

Colusa's method for memory protection, known
2s Software Fault Isolation, allows users to
download programs safely from the Internet and
ren the programs in a fully protected memory
space (even when pointers are used).

BIGALY
C o\TIDE-\-T"AL

Consideration was $5 million plus assumption of
$850,000 in liabilities. Of the S5 million, $3.0
million was paid in cash and the remainder in the
form of Microsoft options.

Three of the four person development team have
accepted employment offers and are relocating
to Redmond. They will work in the Input Device
Group, reporting to Mike Paull.

dynamic forms using the built-in Access Wizards
and then port them for use with their Web server
automatically.

Both of these products will be incorporated in
the next version of Microsoft Access. The
acquisition will also play an important role in
our broader dynamic HTML template strategy.

Aspect's eight-member development team has
relocated to Microsoft.

The transaction was structured as a $12.5 million
exchange of shares.

MS will incorporate the Colusa technologies in
future versions of our Internet and development
tools products.

Colusa was founded in 1994 and was based in
Berkeley, CA. Its founders Steve Lucco and
Robert Wahbe have relocated to Redmond as has
a third member of the technical team.

The traasaction was structured 2s a $12 million
exchange of shares.
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Risk MANAGEMENT & HEDGING ACTIVITIES

Stock Options Grants and Exercises

W Snaces Execcued

—t— Avy Stock Ace (S}

00s5-3 Q0s-4

Qe6-2 063

Microsoft stock traded at an average price of
$95.38 during Q96-3. The highest closing price
during the quarter was $106.87 and the lowest
closing pricc was S80.19.

In Q96-3 the number of stock oplion exercises
was 9,741, an increasc of 85% over the same
period in FY9S. The number of shares excreised
was 7.3 million, a 47% increase from Q95-3.

During Q96-3, 853 stack option grants werce
issued. totling 1.4 million shares. Of this total,
1.1 million shares were dated in QU6-3. with the

Stock Repurchases
Shares adjusted Amount Average
for all pilts {millons Cost

FYs: 3.570.752 S 46 $132.07
Fyot 10.939,50u 197 1798
Frez 2.959.655 135 34.09
Frsa €.257.000 250 32.96
FYse £.39,000 e 424
3 11.669.00 638 5982

[+ -0 1.600.000 151 5418
Q952 £.206.000 373 fah -]
696-2 3.8435.906 370 :B&T
Lne > oxe 54 428955 $2.568 €715

HIGHLY
CONFIDENTIAL

balance dated in prior quariers due to over-
tapping window periods.

Cumulative outstanding oplions on 3/31/96
totaled 124.2 million with an avcrage price of
$42.84. Authorized but unissued options totaled
192 million.

Under the ESPP program. a total of 108.047
shares for the period cnding 12/31/95 were
issucd to 3,457 internativnal employees at a
purchase price of $74.59 per share. Domestic
ESPP is reported in cven numbcered quarters.,

-

During QU6-3. Mictosoft purchased 3.8 million
shares at an average price of S96.47. A ot of
54.5 million shares have been purchased life-to-
date at an average price of S47.15.
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Put Warrants

At quarter end, 13 million put options were
outstanding, with strike prices ranging from $86-
$95, and an average strike of $91. Maturities
range from 6 to 18 months. Life-to-date program
proceeds total $144 million, $11 million. of
which represent put options that have expired.
Incremental premiums of $44 million were
eamed during Q96-3.

This program has enhanced the buyback
program by reducing life-to-date stock buyback
cost per share by $2.65 (from $47.15 to $44.50).

Foreign Exchange Hedging

Q963

To recognize the amount that would be reqni?ed
to purchase all 13 million shares at their put
option strike prices, a liability of $1.2 billion
would be required as an offset to retained
camings; this liability was reduced to $606
million by selling “capped puts™ which limit our
liability to the -difference between the $91
average strike price and the “caps™ of $45 per
share.

0954 et

Q96-2 Q963

The dollar swengthened almost 3% versus the
major European currencies during Q96-3,
trading between a range of 1.43DM/$ and
1.49DM/S. The dollar similarly strengthened
almost 3% versus the Japanese yen during Q3,
trading between arange of 104Y/$ and 108Y/S.

In Q96-1, Treasury bought foreign currency put
options to hedge Microsoft’s total forecasted
FY96 fx denominated net cash flow exposure of
$1.3 billion. The financial instruments used were
average rate put options for seventeen different

Counterparty Credit Risk
Exposure (n &)

Carterporty Credt Rting m3Us 123U5

Qo At $108 Si7a

CGranSxs A $i8 s

sR6 29
TIZ - BRSSP TOCOENNAL
HIGHLY
CONFIDENTIAL

currencies. Microsoft realized a gain (a positive
adjustment to revenues) on these contracts of
$14 million in Q96-3 and $9 million year to date.
The value on the outstanding put options at the
end of Q96-3 represent an additional unrealized
gain of $3 million. . .-

Treasury also has a continuing program to
actively hedge the monthly exposure to foreign
currency-denominated accounts receivable on a
short-term rolling 30 day basis.

Microsoft has foreign exchange and put warrant
option positions with several counterparties.
Summarized above is the mark-to-market loss
that Microsoft would incr if one of these
counterpasties was 10 defzult.
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INVESTOR RELATIONS
Short Positions

o

MSFT Short Position

Total shont position {millions)
O==NWbHLONNHONW

Seop-95

Feb-06

Share price

¢ Short interest in MSFT increased by 1.2 million
or approximately 20% as the stock price rose
nearly $5 during March. The short position is
relatively small at 1.3% of outstanding shares
and 2.1% of the float and is consistent with an

MSFT Sell Side Ratings

overall increase in short interest
NASDAQ. Short interest in MSFT shares has
remained low this year despite the appreciation
in price and the large overall short position for

the market.

Firm Analyst Rating
Alax Brown Mary McCatfrey Strong Buy
Boar Stearns Peter Rogers Buy
Cowen & Co Drew Brousseau Strong Buy
Dean Witter Peter Rubicam Strong Buy
Dillon, Read & Co. Frank Michinoft Buy
First Boston Bili Gurley Buy
Furman Selz Terence Quinn Recommended
Goldman Sachs Rick Sherlund Mod. Outperform
Hambrecht & Quist Christophar Gavin Buy
Meill Lynch Lucl Painter Stong Buy
Montgomery David Readerman Buy
Morgan Stanley Mary Meeker Strong Buy
Paine Webber Michaol Kwatinetz Buy
Prudential Jaime Kiggen Buy
Raymond James Sanjiv Higorani Strong Buy
Roberts, Stephans Rich Edwards Stong Buy
Smith Barney Tertie Murphy Strong Buy
Sound View John Maxwell Strong Buy
Williar Blair Laura Lederman Buy

mmmmw‘:usrasm
New Coverage lnitiated: Frad Dickson atD. ADav&mupgadedMSFrmm:porbnnwhddezeﬂhandel

on the

Lynct s Ludi Painter raised the intormediate-term rating from accumutate to buy (strong buy in VBVE/S torminoiogy).
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Institutional Buyers and Sellers

Tcp 5 Buyers 131 Qe

tnstautions Rate

lop 5 Selters st Qar
Instrutions Rate

tnvestment Turnover

Turnover

Change Since
December

Cutrent Posson

Change Sunce

* In the first quarter of ‘1996 many institutional
growth managers increased their positions in
Microsoft stock. Alliance Capital and Jennison
Associates, which had taken some profits in
February, were significant buyers during March.
State Street, Putnam and Columbus Circle
picked up additional shares after a couple

Top Institutional Holders

Top 15
msttutions
BZW (Wells Fargo) investment Advisors
Bankers Trust Company
C

B rewrird:
P

Afiance Capital Management L.P.

[ R rch C

State Street Bank & Trust Company
Calfomia Public Empioy i Sy
Coliege Retirernent Equities Fund
Melion Bank Corporation

W.P. Stewarnt & Co.

RCM Capital Mansgement

New York State C. Reti t Sy
Morgan Stanley Asset Management inc.
Jennison Associates Capital Corp.
Cotumbus Circle Investors

months of wvery little movement Investors
Research continued the trend during 1995 of
momentum players reducing their presence in
the stock. J.P. Morgan took some profits but did
not signal a retreat of value investors which view
the stock as reasonably priced given the potential

camings growth.
investment Tumover Btarch K
Styte Rate Position i
index Low 14,055,000
Index Low 7.869.500
Growth Low 5,776,698
Growth Low §,756.000
Momentum High 3,350,000
Index Low 4,000,000
Index Low 3,025,000
index Low 3.036,550
Index tow 2,821,000
Growth Low 2,784,000
Growth Mod 2.671.0%0 . .
index Low 2,752,600
Growth Mod 2,740,000
Growth Mod 3,100,000
Momentum High 2.815.000

®  As with many technology companies, Microsoft
shares have experienced a rotation of investor
base from growth to value. This shift began
when the shares bzcame oversold at the $80
level in early January and has continued through
February. It w2s the first month that the
technology sector, as measured by the NASDAQ
composite, outperformed the Dow Index since
Sepiember of hast year. The under performance

of the group coupled with the expected long-
term eamnings growth exceeding that of other
sectors will continue to attract value investors
provided multiples dont expand oo quickly.
However, institutional investors kave been much
more ssiective within the technology group than
was true during the group's impressive nm last
year,

-
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INDUSTRY WATCH

COMPETITOR HIGHLIGHTS

Novell

According to IDC, NetWare represented 51% of

all server operating systems in 1995 with 63%
market share in the network operating systems.

Announced open beta availability of its NetWare
Client 32 for DOS/Windows which offers
DOS/Windows users full 32-bit access to
NetWare services. Tow

Announced the first deliverables resulting from
its developer initiative, mamed Net2000, that

Oracle

Oracle was downgraded by two analysts (Alex
Brown and SoundView) after Informix and
Sybase both pre-released March quarter earnings
shortfalls. Analysts expressed a concern about a
“freeze in the database software and tools
market” possibly linked to price competition and
Microsoft’s announcement of ActiveX Controls.
Oracle indicated to analysts they did not foresee
2 slowdown in the database market and they
believed the Internet would benefit their
business.

Announced a number of products for the Intranet
and Web including: Designer/2000 Web Server
Generator, a version of Designer/2000 which can

IBM

IBM was downgraded by Smith Bamey, Morgan
Stanley, and SoundView.

Despite berter than expected eamings, IBM's
stock plunged $10 Y%, or 9%, on worries about
decreased hardware revenues, a2 3% decline in
hardware profit margins, sluggish PC sales in the
U.S. corporate market, a sharp drop in revenue
growth in their computer chip division, price and
revenue declines in the computer-storage unit,
znd tafavorable foreign currency translations for
the coming year.

IBM is numored to be close to licensing Apple’s
Macizosh operating system. IBM will not
mzr~facare Mac clones but wants to become a
oze-s20p shop for PC mzkers to sub-license the
Maz poetating system xd the PowePC chip.

extends desktop and network technologies across
enterprise networks. Initiatives include: (1) new
Basic language scripting capabilities to let
developers build NetWare applications to
manage servers across networks, including the
Intemet; (2) NetWare Directory Services
components that expose directory functionality
and move developers toward distributed
computing; and (3) component management
services to distribute ActiveX components and
Java applets across global networks.

dynamically produce Web  applications;
PowerBrowser, 2 Netscape and Explorer com-
patible browser with Java applet support and
hooks which can be used to browse ODBC data
bases; and Oracle Express Server, a Web based
server that supports Intranet-based On-Line
Analytical Processing (OLAP) applications.

DEC implemented clustering technology for its
ALPHA/UNIX server line which is optimized to
take advantage of Oracle’s parallel server
product. Clustering technology allows users to
continue working in the event of a single node,
or in many cases a multi-node, failure.

"Lows announced a lower pricing strategy for its

SmartSuite business productivity suite in. an
effort to expand their share of the market.-The
SmartSuite upgrade for Windows or OS/2 is now
$149 compared to Office 95 at $249.

Prodigy announced it was laying off 115, or
17%, of its employees in an attempt to
streamline and shift its business onto the
Internet.  Prodigy’s management. tezm bas
retained an investment banker to launch a
manzgement buyout of the on-line service and
potentially take it public. Mznagement’s offer is
nurnored at $250 million for the entire company,
significantly less than the S$500 million Sears
was asking in February for its 50% stake.
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Netscape

® Released an early beta version of Navigator 3.0,
code-mamed Atizs, on its Web site. Navigator 3.0
is expected to be released in late summer and
will incorporate real-time audio and video
conferencing capabilities, along with support for
3-D plug-ins.

® Netscape shares surged nearly 10% following
announcements by Lycos and Yahoo! in their
initial public offering prospectuses that they will
each pay Netscape approximately $5 million in
the year ending March 31, 1997 to have their
search services included in Netscape's home
page. It is rumored that Netscape may have made
as much as $25 million in revenues by including
five services—Lycos, Yahoo!, Excite, Infoseek,

Sun Microsystems

e Announced End System SKIP (Simple Key
Management for Intemet Protocol), an IETF
standard and a stateless protocol which provides
privacy and authentication services for both
point-to-point and multicast data over networks.
End System SKIP enables end user devices such
as laptops, PCs and desktops to achieve secure
communication across public networks.

s Announced the Ulra Enterprise server family
which is claimed to improve performance as
much as 10 times over competing systems. The
servers have interchangeable components and

Other

e Apple’s $304 million in long-term debt was
downgraded to junk-bond status by Standard &
Poor’s and Moody's. The downgrade was caused
by a perceived cash crisis at Apple. Apple
responded by saying they are extremely
encouraged about their ability to renegotiate the
debt, including a past-due note.

e Three Intenet Directory Services—Lycos,
Yahoo!, and Excite Inc.—went public during the .
month of April. Yahoo's IPO priced at $13 per
share, traded as high as $43, and closed its first
day of rading at $33, a 154% increase. Yahoo's
lofty valne (£27) may be short-lived if it follows
the oter directory services, as Lycos priced at
$16, opznsd 2t $29, and is now at S15, while
Excits prized at $17, op=ned at S21, and is now
aasSi3%

* CUC Ic==ziocal e=mnocaced &t will 2cquis
Davidson & Assoczess zmd Sie=2 On-Line for

and McKinley's Magellan—in a dashboard-style
interface.

Netscape’s president, James Barksdale, and co-
founder, Marc Andreessen sold 2,500,000 and
400,000 shares, respectively, during the period
February 12* through 29*. The company
responded that this was their first opportunity to
sell shares since the IPO.

Announced a joint ventre with General Electric
called Acrra Business Systems with the aim of
developing by eatly 1997 server software for
business-to-business electronic commerce.

Licensed Norton AntiViros software  for
inclusion in Netscape Navigmor 10 protect users
from conracting viruses as they download and
save files from the Imemet

allows components to be inserted and removed
without shunting down the system.

NBC selected Sun and MCI 1o participate in 2
90-day trial to link affiliates via the latest digital
technology in order to scan available video
material and select desired programming. Sun
SPARC-based workstations located at 20 NBC
affiliates, in addition to a Sun SPARCserver
1000 Jocatad at MCI’s Texas site, will be used to
access and serve news clips delivered over
MCPI’s network rather than using the current
satellite delivery method.

stock valusd at the time of the announcement 22
$2.2 billioa but which quickly eroded to $1.7
billion by the close that day. CUC (2
membership shopping service) will become one
of the largest developers of educational and
entertainment software.

AT&T azaounced the launch of WorldNz:
Service, its consumer Internet-access service, by
offering its 90 million long distance customess
five free hours of Intern=t access 2 month for tke
first year of usage. Unlimited usage will be
offered for $24.95 per month 10 users who 2=
not AT&T long distance customers.

The book-i0-bill ratio was 0.830 for the thres-
month p=iod ending in March, 2 aew five yer
low. In toetr o2 quanter ezmings release oo’
announceZ et book-1o bill radio was below 1.0,
bz porsd Dy swocived 3 e peroemr
oL mmeyne SeFyery crdems
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INDUSTRY WATCH Q96-3

SofFTwARE FORWARD P/E RATIOS
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a) Forward P/E ratios arc calculated hased upon March 29, 1996 stock prices and analyst's consensus estimates for the
next four quarters.
b) Tbe P/E ratio for Netscape (160) was excluded to maintain a normal scale.
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INDUSTRY WATCH
TopP THREE SOFTWARE COMPANIES
(in millions)
Microsoft Novell Oracle
Most recent quarter 373196 1/31/96 22896
Net revenue $ 2205 ) 100.0% $ 438 100.0% s 1,020 100.0%
Cost of revenue . 295 134 96 . 219 287 28.1
Gross profit . 1,910 86.6 342 781 733 719
Rescarch and development 364 165 7% 180 * 9 9.1
Sales and marketing 6385 311 123 282 . 365 358
General and administrative 37 39 39 - 3.9 55 54
Total operating cxpenses 1,136 51.5 259 592 513 503
Operating income 774 35.1 83 189 220 21.6
Nonoperating income 90 4.1 13 3.0 2 02
Income before income taxes 864 - 392 96 219 222 218
Provision (benefit) for income taxcs 302 13.7 32 2.3 76 7.5
Net income . S 562 25.5% S 64 14.6% S 146 143%
Average shares outstanding 639 372 447
F——— - . 1 3
EPS $ 0.88 $ 0.17 s 033
EmrmEesR —————— ———
Trailing twelve months Microsoft ) Novell Oracle
Net revenue S 8,037 100.0% $ 1,986 100.0% s 3,777 100.0%
Cost of revenue 1,181 14.7 469 23.6 1,012 26.3
Gross profit 6,856 85.3 1,517 76.4 2,765 72
Rescarch and development 1243 15.5 356 179 402 10.6
: Sales and marketing 2,501 311 564 28.5 1381 36.6
General and administrative 312 9 157 19 214 5.7
Nonrecurring charge - - 18 0.9 - -
Total operating expenses 4,056 50.5 1,095 552 1,997 - 529 °
Operating income 2,800 348 422 v 212 763 203
f Nonoperaiing income 266 33 60 3.0 14 0.4
§ Income before income taxes 3,066 38.1 482 242 782 207
Provision (benefit) for income taxes 1,062 132 162 8.1 263 7.0
Net income S 2,004 249% . $ 320 16.1% $ 519 13.7%
Averzge shares outstanding 638 374 443
f———-- 1 ——— ———
EPS $ 3.14 ' $ 086 s 117
e——— T E— ]
MSC 00568821
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INDUSTRY WATCH

Q986-3

Top THREE SOFTWARE COMPANIES - continued

(in millions)
Microsoft Novell Oracie
Balance sheets 33196 13156 22856
Qurrent assets:
Cash and short-term investments s 6,770 MN% $ 1248 5% 7o 26%
Agcounts receivable - net 681 7 si1s 2 s 2
Invergories 3 - 25 1 - -
Other 212 2 114 H 291 10
Total current assets 7,656 20 1,908 3 1,776 ()
Property, plart and equipmen - et 1281 13 7. 16 652 24
Capinalized software - - - - 9 -4
Oxher assets 613 7 » n 3 236 1
3 9.550 100% s 2355 100% 2763 100%
CQurrent liahilities S 2264 6% S 4 1% 1,070 %
Long-term Liabilities - - - - 93 3
Ochex lubilitics 125 1 1 1 9 -
A varess 606 6 - - - -
Stockholders’ equity 6,595 (] 1,894 30 1,593 58
S 9.590 100% $ 2355 100% 2763 100%
Other data
Closing stock price (Mar. 29, 1996) $108.13 $1338 $4238
Caorrrmon shares outstanding 639 k773 447
Market vahe $65,500 49 518944
Price/revenue ratio 2 25x 50x
Price/eamings ratio - trailing twelve 32.8x 156x 362x
Price/eamings raio - funre 4 quarters 27.4x 25.7x 28.1x
Headooune (most recent disclosuoe) 20,208 7,000 12,500
Net revenue/amployee (in thousands) ) 5398 284 332
Book value per share 31032 $5.09 356
Price/book vatue ratio 10.0x 26x 119x °
Growth statisics (over comparable quartar):
Revenue 39% (11%) 41%
Research ad development 6% (12%) 32%
Sales and narkezing 3% (12%) 0%
General ad admimisrative 2% 13% 32%
Nat income 2% %) £0%
MSC 00568892
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INDUSTRY WATCH

INDUSTRY REVIEW

Software Companies

(in milhions)

Adobe Artisoft Autodesk BMC Banyan
Income statement 3/1/96 12731195 10731/95 12/31/95 1273195
Most recent quarter .
Net revenue $194 Si4 $129 ‘$119 S22
Net income (loss) 34 (13) 19 13 (o) (17) (d)
EPS 0.44 (0.91) 0.38 0.25 (1.03)
Trailing twelve months °
Net revenue $719 $58 $537 $397 $130
Net income (loss) 8s {19) 79 (b) 70 1)
EPS 121 (131) 1.57 1.35 (1.25)
Net income (loss) as a % of net revenues 12% (33%) 5% 18% (16%)
Balance sheet
Cash $540 $39 $207 $102 $351
Other current assets 182 28 148 119 41
Other asscts 205 12 175 321 34
$927 $76 $530 $542 $106
Liabilitics s$190 $20 $167 $194 $62
Equity 737 56 363 343 44
$927 $76 $530 $542 $106

O1ber data
Closing stock price (Mar. 29, 1996) $32.25 $7.88 $37.75 $16.25 37.65
Common shares outstanding (in millions) 76 14 50 52 17
Market value (in millions) $2,451 sS110 $1,888 $845 $130
Price/revenue ratio 3.4x 1.9x 3.5x 2.1x 1.0x
Price/camnings ratio - trailing twelve 26.7x n/m 24.1x 12.0x n/m
Price/earnings ratio - future 4 qtrs. 15.7x 15.4x 18.1x 5.5x 953x
Headcount (most recent disclosure) 1,566 600 1,788 987 692
Net revenue/employee (in thousands) $459 $97 $301 $402 5187
Book value per share $9.70 $4.00 $7.26 $6.69 5259
Price/book value ratio 3.3x 2.0x 52x 24x . T 2.9x
Growth statistics (over comparable quarter): )
Reveoue 15% (44%) (2) 19% 31% (32%)
Rescarch and development 43% 608% 22% 187% 25%
Sales and marketing 36% 29%) 21% 35% 15%
Geaeral and administrative 35% (35%) 12% 41% 0%
Net income (2%) {411%) (2) 21% (53%) (472%) (d)

2) Arisoft's comparable quarter includzd the revenues and net income of the Eagle Technology business unit which was

sold in January 1995.

b) Auodesk’s trailing twelve month results include a charge of $26 milkiaa for a litigation judgmeat

¢} BMC recorded azquisition charges of $23 million in the December gi2nter.
¢) Baayan's Dzcember quanter results includs after tax charges of S11 =3ilion. Also, Banyan expzrismced lower thea
expected sales of VINES and ENS during the current year.
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INDUSTRY WATCH

Q96-3
Software Companies - continued
(in millions)
Computer
Borland Assoc. Corel Informix Intuit Platinum
Income statement 1273195 12/31/95 2/29/96 12753195 1731796 1273195
Most recent guarter
Net revenune $47 " $1,004 $36 $217 $222 $10
Net income (Joss) 1 27 m 39 2 (11)
EPS 0.03 0.90 + {0.12) 028 046 (0.82)
Trailing twelve months
Net revenue 5208 $3,196 $196 $709 $483 $51
Net income (Joss) 45) (a) (109) (b) ? 105 () (18)
EPS (1.50) (0.43) - 0.12 0.76 (0.12) (c) (138)
Net income (loss) as a % of pet revenues (21%) (%) 3% 15% (1%) (36%)
Balance sheet
Cash 587 $163 $59 $252 $205 s15
Orher anrent assets 31 1215 mn 220 165 16
Other assers 126 3.504 51 202 142 19
$244 $4,882 $221 $674 $510 $50
Liabilitics 584 $3,660 327 $251 $211 $34
Equity 160 1,222 194 423 299 16
$244 $4,882 $221 5674 $510 $50
Other data
Closing stock price (Mar. 29, 1996) $18.00 $71.63 $9.86 $2638 $45.00 $7.00
Common shares onstanding (in millions) 33 254 - 57 141 48 13
Market vahse (in millions) $594 $18,193 $562 $3,719 $2,160 $91
Price/revenue ratio . 2.9x 5.7x 2.9x 52x 4.5x 1.8x
Price/earnings ratio - trailing twelve n/m n/m 83.1x 34.8x n/m n/m
Price/eamings ratio - future 4 grts. 22.8x 20.0x 15.9x 29.6x 44.6x 700.0x
Headcount (most recent disclosure) 900 9,000 450 1,718 1,228 657
Net revenue/employee (in thousands) $231 $355 $435 $413 $394 $78
Book value per share $4.85 $4.81 $3.40 £3.00 $6.23 $1.25
Price/book value ratio 3% 14.9x 2.9x 8.8x 1.2x 5% .
Growth staristics (over comparable quarter):
Reveme (19%) 39% 2%) 45% 36% (24%)
Research 2nd development (33%) 26% 80% 30% 35% (14%)
Sales and marketing . (419, %) 11% 28% (27%) (4%
General and administrative n/a nfa 32% 45% 75% 0%
Net income 104% . 30% (627%) 63% 63% (285%)

2) Borland's trailing twelve months include a restructuring charge of $50 million.
b) Computer Associates’ trailing twelve months includes the write-off of purcizssd R&D of S808 millioa relating to the

acaraisition of Legent

c) Inmuit's trailing twelve month results include purchased R&D write offs aa2 othier merger costs of $23 million, offs=t by
the Microsoft termination fee of $41 million.
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Q96-3

INDUSTRY WATCH
Software Companies - continued
) Santa Cruz
Quarterdeck Operation Sterling Svbase Svmantec

Income staterment 12/31/95 12/31/95 12/31/95 3531/96 1273195
Most recent quarter
Net revenue $33 $48 $149 $244 S11t.
Net income (loss) 2 (@ (33) () 21 (U] 0
EPS 0.07 (0.99) 0.80 (0.09) 0.01
Trailing twelve months
Netrevenue $83 3199 2610 $984 $393
Net income (loss) 4 (29) 92 9) () 35
EPS 0.78 (0.88) 3.70 (0.12) 0.78
Net income (loss) as 2 % of net revenues 5% (15;6) 15% (1%) 9%
Balance sheet
Cash $8 $42 $237 $204 s$122
Other current assets 227 62 197 250 113
Other assets (172) 45 268 313 58

363 3149 $702 $767 3293
Liabilities $24 $56 $343 $315 $122
Equity 39 93 359 452 171

$63 $149 $702 $767 $293
Other data
Closing stock price (Maz, 29, 1996) $14.75 $6.13 $70.50 $23.13 $12.88
Common shares outstanding (in millions) .29 33 27 73 56
Market value (in millions) $428 $202 $1,904 $1,688 $721
Pricefrevenue ratio 5.2x 1.0x 3.1x 1.7x 1.8x
Price/eamings ratio - trailing twelve 18.9x n/m 19.1x n/m 16.5x
Price/carnings ratio - future 4 grts. 18.9x 139x - 17.2x 27.9x 11.8x
Headcount (most t disclosure) 198 1,205 3,700 2,528 1,204
Net revenue/employee (in thousands) $418 3165 $165 $389 $326
Book value per share $1.34 $2.82 $1330 $6.19 $3.05
Prize/book value ratio 11.0x 2.2x 53x 3.7x 42x
Growth statistics (over comparable quarter):
Revenue 205% 0% 18% 13% 32%
Rescarch and development 59% 7% (1%) 2% 62%
Sales and marketing 182% 5% 20% 20% T 58%
General and administrative 117% 13% n/a - 19% 59%
Net income 149% (25 1%) 135% 60% (96%)

2) Quarterdeck recorded a S4 million charge for the acquisition of Inset Systems, which reduced EPS $0.14 in ths Dzcember

quarter.

b) SCO's current quarter loss includes $38 million for the acquisition of the UNIX business from Novell.
€) Sybase’s trailing twelve month resulis include a $20 million charge for the purchase of in-process technology.
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INDUSTRY WATCH

Q96-3
Internet/Online Companies
(in millions)
America :
Online Netcom Netscape Spyglass UUNet
Income statement 3 5183 51753 1273153 125193
Most recent quarter
Net revenue 3249 $20 $41 4 $34
Net income (loss) 11 5 2 1 (12)
EPS 0.10 (0.55) 0.06 0.06 (0.37)
Trailing tweive months
Net revenue i $705 382 $78 $12 $67
Net income (loss) 4 (14) (1) 2 (13)
EPS 006 (1.75) (0.02) 038 (0.47)
Net income (loss) as & % of net revenues 1% 27%) (1%) 20% (19%)
Balance sheet
Cash 3132 5146 $126 $35 $60
Other current assets 98 3 36 7 22
Other assets 464 54 66 3 56
3593 205 3228 343 IS8
Liabilities $288 s18 $s55 - S5 $57
Equity 406 185 175 40 81
2094 3203 328 34> 2138
Other data
Closing stock price (Mar. 29, 1996) $37.50 $36.00 $139.00 $57.00 $63.00
Common shares outstanding (in millions) 106 10 42 12 32
Market value (in millions) $3,975 $360 $5,838 $684 $2,016
Pricefrevenue ratio 5.6x 6.9x 74.8x 562x 30.0x
Price/earnings ratio - trailing twelve n/m n/m n/m 148.7x n/m
Price/eamnings ratio - furure 4 qus. 69.1x n/m 159.6x 54.1x 79.7x
Headcount (most recent disclosure) 1,000 153 258 48 258
Net revenue/employee (in thousands) $705 $343 $302 $254 $260
Book value per share $3.83 $18.50 $4.12 $533 $2.535
Price/book value ratio 9.8x 1.9x 33.7x 17.1x 24.9x
Growth statistics (over comparable quarter): . -
Reveaue 237% 279% 11,588% 91% 721%
Research and development 177% 236% 1,077% 223% 230%
Sales end marketing 233% 31% 1,197% 101% 278%
General and administrative 275% 10% 345% 117% 91%
Net income - 134% n/m 159% 213% (418%)
MSC 00568896
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Qs6-3

INDUSTRY WATCH
Consumer Software Companies
(in millions) .
. Davidson Electronic Sicma
Broderbund & Assoc. Edmark Arns On-Line SoftKev
Income statement 228/96 1231195 1231795 1253195 1231095 1273195
Most recest quarter
Net revenue $48 . $47 $13 $240 $63 348
Net income (loss) 19 (a) [ 2 29 12 (89) (c)
EPS 0.87 0.17 033 - 0.54 0.58 (3.25)
Trailiag twelve mooths
Netrevepue $192 * $145 $32 $521 $135 $164
Nez income (Joss) 49 13 4 46 »l6 (1)
EPS 228 037 0.54 0385 0.82 (2.41)
Net income (loss) as 8 % of net revenues 25% 9% 12% 9% 12% (GMR)
Balance sheet
Cash : 3178 513 $30 $97 $8s $78
Other cxcrent assets 30 55 13 209 ” 5
Oz asses 8 13 3 119 25 747
i $216 $86 $45 $425 $182 $900
Liadilities $50 $26 $6 $137 58 $685
Equity 166 60 40 238 114 218
$216 $86 $45 $425 $182 $900
Otber data
Closing stock price (Mar. 29, 1996) $37.75 $23.38 $24.00 $26.50 $33.63 $20.13
Common shares outstanding {in millions) 22 (b) 36 7 55 21 27
Market value (in millions) $831 $842 177 $1,458 $706 $543
0
Price/revenuc ratio 4.3x 5.8x 5.6x 2.8x 52x 3.3x
Prict/earnings ratio - trailing twelve 16.6x 63.4x 44.1x 3Lix 40.3x .
Price/earnings ratio - funure 4 qurs. 20.7x 40.3x 453x 252x 3L.1x 10.8x
Headcount (most recent disclosure) . 438 327 156 1,077 540 512
Net revenue/employes (in thousands) $439 5443 $202 $434 $249 3320
Book value per share £7.58 $1.67 $5.35 $5.24 $5.43 $7.96
Price/book value ratio 5.0x 14.0x 4.5x S5.1x 6.2x 2.5x
Growth s=tistics (over comparable quarter).
Revenue 6% 35% 35% 11% 80% 35%
Research and development 41% 31% 9% 44% % 91%
Sales and marketing 3% 29% 66% 19% 92% o 68%
General and administrative 10% wa (18%) 11% n/a (18%)
Netincome - 82% 62% 126% 23% (25%) (1,512%) (c)

2) Brodsrbund's results for the February quarter include a $16 million break-up fe= from the terminated merger with The

Leaming Company.

b) Brodzrbund announced a 2 million share buyback program.

©) SofiKey recorded a one-time charge of $100 million related to acquisitions of The Learning Company, Minnssota
Educational Computing Corporation, and Compton's New Media.
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Q96-3
Hardware Companies
(in milions)
AST Apple Compagq DEC Dell Gateway

Iaceme statement 1273195 373196 1231195 123195 12896 12731895
Most recent quarter *

Net sevenue 3615 $2,185 $4,701 $3,951 $1.539 31245
Net income (loss) (129) (740) (2) 2 ) 140 70 59
EPS (2.8%) (5.93) 030 051 0.7 0.74
Trailing twelve months

Nez revenme 2348 $1091) $14,755 $14.440 35296 $3.676
Net income (loss) (264) (646) 789 413 260 173
> .03) s2) 233 7 262 219
Net income (loss) as 2 % of net revenues (11%) (6%) 5% 3% % 5%
Balaace sheet

Cash 128 5592 $748 $1.495 3646 S169
Oxbher cxzrest assets m 34688 5 5958 131 697
OxSer assexs 218 957 1.291 2.562 191 258

$1.056 35234 $2.813 310018 52,148 $1.124
Liabilities $345 3178 $3204 $6,185 $1.378 S1124
Equity 311 2.056 4614 3.826 73 556
$1,056 $5234 $7.813 $10,018 $2,)48 $1,124

Otber data

Closing stock price (Mar. 29, 1996) U $24.56 $38.63 35500 (c) $33.50 $22.38
C shares ding (in millions) 45 12¢ 276 154 100 79
Mazket value (in millioas) $214 33,046 $10,661 38470 33350 $2.206
Price‘revenue natio . 0.1x 03x 0.7x 0.6x 0.6x 0.6x
Pricc/carnings razio - trailing twelve o/m vm 13.4x 20.1x 12.8x 12.9x
Pricc/eamings rasio - funure 4 qurs. wm o/m 8.9x 11.9x 10.0x 92x
H=adeot (most recent disclosure) 6,500 16250 21,157 61,100 $.400 7,300
Nex /employee (in th d $361 $671 $693 $236 $631 “n
Book value per stare $691 $16.58 $16.72 524.34 $9.73 $2.02
Pricebook value natio 0.7x 15x 2.3x 22x 34x 4.0x
Geowh {over p q )
Reveane (4%) (18%) 45% 18% 49% 51%
Resczoch and developnent 16% 5% 423% % 2% n'a
Sales and marketing 13% 5% 2% 2%) 33% 9%6%
Geacal and adzinistative 13% a na n'a na n'a
N= iscome (S01%) (1,114%) (66%) 1298% () 20% 50%

2) Apple’s current quarter reflects an afier-tax inventory writedown of S388 miliion 2nd restructuring charges of $130 million

connection with the acquisitions of NetWorth and Thomas-Conrad Corp.

r=ductiozs.

HIGHLY

¥ 23— = o

€) DEC’s stock fell 17% 2fier znnowncing anticipated weak sales in the March quarzer,
DEC'’s =2 income increesed significzatly over the comparable quarter due to rmuch lower selling expenses and headcount

MSC 00568828

2Rer-tzx. The company 2aticipates reductions in headcount of approximately 2,800 over the next year.
Compaq’s current quarter includes a $241 million, or $0.87 per share, charge for purchased in-process technology in
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INDUSTRY WATCH

Hardware Companies - continued . -
(in millions)

Hewlett Silicon

Packard IBM Inte] * Graphics Sun
Income statement 173196 373196 3730196 12/31/95 33196
Most recent quarter -
Net revenue $9,288 $16,559 $4,644 $672 $1,840
Net incorne (loss) 7590 769 894 52 143
EPS . : 150 1.41 1.02 030 0.73
Trailing twelve montbs
Net revenue $33,503 . $72,764 $17.289 $2497 $6,725
Net income (loss) 2,621 3,643 (a) 3571 . 231 422
EPS 498 6.51 4.03 130 4.59

* Net income (loss) as a % of net revenves % 5% 21% 9% %

Balance sheet '
Cash $3,296 $6.396 $3.350 S412 $857
Other current assets 14,200 32,458 5207 1,085 2,081
Other assets 8.257 38.912 9.662 768 673

$25.753 $77.766 S18219 $2.265 $3.611
Liabilitics S$13,511 $55,946 $4.584 5822 $1,534
Put warrants [} 0 734 0 0
Equity 12242 21.820 12.901 1.443 (c)  2.077

$25,753 $77.766 $18219 $2.265 $3.611
Other data -
Closing stock price (Mar. 29, 1996) $94.13 $111.28 $56.88 $25.00 $43.75
Common shares outstanding (in millions) 526 544 880 177 196
Market value (in millions) ’ $49,510 $60,520 $50.050 $4,425 $8,575
Price/revenue ratio 1.5x 0.8x 2.9x 1.8x 13x
Price/eamings ratio - trailing twelve 18.9x 1%.1Ix 14.1x 192x 9.5x
Price/earnings ratio - future 4 qus. 15.6x 8.8x 12.2x 142x 14.7x
Headcount (most recent disclosure) 105,200 302,196 29,500 3,750 14,500
Net revenue/employee (in thousands) $318 $241 $586 $666 $464
Book value per share . $23.27 $40.11 $14.66 $8.15 $10.60
Price/book value ratio 4.0x 2.8x 3.9x 3.1x 4.1x
Growth statistics (over comparable quarter):
Revenue 27% 5% 31% 22% - 22% *
Resecarch and development 14% 67% 36% 33% 26%
Sales and marketing . 16% 2% 34% 33% 21%
General and administrative n/a n/a na n/a n/a
Ne income 31% (40%) 1% (b) (11%) 33%

2) IBM’s trailing twelve months include a $1.8 billion charge for the write off of purchased techaolozy in ths Lows
acquisition. Earnings pzr share would have been $3.26 higher without the charge.

b) Intel’s comparable quaner included a pre-tax gain of $81 million resulting from the settlement of liigatioa with AMD and
the sale of part of Intel’s interest in VLSI Technology, Inc.

¢) Silicon Graphics successfully completed it tender offer to purchase 19.2 millioa shares of Cray Res=arch common stock for
$30, representing approximately 75% of the Cray shares outstanding at February 29, 1996.
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INDUSTRY WATCH Q96-3
Key Relationships
(in millions)
) RR
Egghead Merisel Donnelley
Income statement 12/31/95 12/31/95 12/51/95
Most recent quarter
Net revenue $216 $1,578 $1,998 :
Net income (loss) Q) an 95
EPS (0.05) (2.59) (b) 0.62
Trailing twelve months @
Net revenue $802 $5,957 $6,512
Net income (loss) ) (@) &4) 299
EPS (0.38) (2.82) 1.95
Net income (loss) as a % of net revenues (1%) (1%) 5%
Balance sheet
Cash si6 S $19
Other aurrent assets 287 1,034 1,848
Other assets 35 195 3,456
5338 1,23 SS,JIJ
Liabilities $196 $1,076 $3,210
Equity 142 154 2,113
$558 31,230 33,325
Other data
Closing stock price (Mar. 29, 1996) $10.69 $2.44 $54.50
Common shares outstanding (in millions) 18 30 154
Market value (in millions) $192 $73 $5,313
Price/revenue ratio 0.2x 0.0x 0.8
Price/earnings ratio - trailing twelve n/m n/m 17.7x
Price/eamings ratio - future 4 qtrs. 4.5x 15.2x 15.7x
Headcount (most recent disclosure) 2,500 3,072 39,000
Net revenue/employee (in thousands) $321 $1,939 . $167 -
Book value per share $7.89 $5.13 S13.72
Price/book value ratio 1.4x 0.5x 2.5x
Growth statistics (over comparzble quarter):
Revenue ’ (15%) 11% 37%
Sales, general, and administmtive (10%) 7% 40%
Net income ’ (125%) (2,994%) 9%
z) [Egghead's pailing twelve moaths results included $4 million in relocation, severance, 2nd related coss 2ssocizted with 8;
moving their beadquarters 10 Spokane. =z
b)  M=risel’s December quester loss per share of $2.59 was comprised of supplisr 2ccount reconciliztions (S.87). losses i e
Exrope (325) 20d Arstzlia (S.18), wrie-off of its operating system (S.52), 222 write-off of goodwill zm=itnzed to the oo
Compreriz=d fachise bresiness (8.79). : i
—t e
—t~d
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Q96-3 REVENUE SUMMARY RECONCILIATION

APPENDIX - Q96-3 REVENUE SUMMARY RECONCILIATION

Revenue Summary Reconcihng ftems Gross fRevenue Net
FG OE Otner WW Total Unbundie Other Revenve Adj's Revenue
Deskiop Applications (New User) 7412 $58.0 $0.0 $815.2° (318.7)
Deskinp Appiications (Existing User) 2131 0.0 00 213.4 (s3]
Total Deskiop Applications 960.3 68.0 00 10283 , (23) (SD4) $9%2.86 $20.7 $1,0033
Business Systerns (New User) s 1.1 [T} 2568 295 .
Business Systierms (Existing User) 16.7 0.0 0.0 16.7 45
Toral Business Systems 2552 181 on 2733 340 (114) 2959 (311.0) 249
Consumer 1012 887 00 1910 15 28 1950 50 2000
" Personal Finance 0.1 1.4 [T} 1s 0.1 03 1.9 ©3) 13
Marosoh On-ine o0 o 210 210 00 00 210 (-1} R 8}
Personal Systerns .2 se11 00 . 5529 (136) o 5360 90 - 7260
Developer 1185 02 (1] 1827 02 20 1208 (9.8) 1110
Consumer Syswerms 0o (3] 80 8.0 [.1.] @e) 54 34 [ 3]
Press 0.0 0.0 17?8 13 (] ] 00 18 ©.6) 1.0
Other 36.0 {1.6) 0.4 288 02 06.2) a.n [LF) 1y
Proguct Divisions 3437 TIHIO SIS $22420 300 _(3720) _SZII00 3102
AT  ESVRSEASIRGEENE SR

e The revenue summary is management's standard
view of gross revenue, licenses, and revenue per
license which allows both a channel and product
division perspective of sales in a single report,
Revenue summary reports product revenue on an
“as shipped” basis, that is, how a customer buys
product from MS. For example, Excel is sold
both as a stand-alone product and bundled as
part of Office.

¢ In the Revenue Summary Report, Excel sold as
part of Office is reported as Office sales, but
Excel sold as a stand-alone product is reported
separately. Conversely, for purposes of measur-
ing product divisions, revenue is “unbundled.”
For example, Mail is a component of Office, but
development occurs in the Business Systems
Division, thus associated revenue for Mail is
amributed to BSD rather than Desktop Applica-
tions.
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CONFIDENTIAL

e Additionally, the revenue summary scgregates

new users from existing users for Deskiwop
Application products. Segregating users allows
channel and product division management to
track sales of new licenses versus upgrades.

o The table above reconciles the revenue summary

shown in the Microsoft Results section with the
product division P&Ls shown in the Product
Division section. The primary reconciling jtem
between Desktop Applications and BSD
represents the unbundling of Mail from Office.
Other reconciling items above include manuals,
promotional copies of software, raw materials,
and recurring maintenance which are shown as
“other” in the revenue summary but included as
specific product division revenue in product
P&Ls. These items are reclassified in the
revenue summary in order 1o report meaningful
revenue per license information.
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APPENDIX - Q96-3 RESULTS BY SALES LOCATION Q96-3

Q96-3 RESULTS BY SALES LOCATION

($ in millions)
Finlshed Goods
et Revenws Gross Margin Opsrating Expenses. Res ibllity W Contibution Wargwy
Actual | % of Plan Actual % ofPisn  Actual % of Plan Actusl «% of Pian Actual % of Pan
North Amaerica .
US (Redmond) $5532 1049% $466.0 1W072% 31893 89.0% s276.7 1248% 1412 1841%
Carsds 3536 130.6% $48.1 1453% $9.4 0BI% $37.0 177.8% 263 277.1%
35068 105.8% 5129 098% 31984 ~88.7% $313.7 1293% $173.6 194.0%
Ewrope X
Ausvie 02 95.4% 80 %% 27 200% 553 105.5% 02 108.4%
Belgasm $17.7 115.4% $15¢ 154% us 109.0% s108 1184% 2s 1257%
Caachasiovakia 58 101.4% b X 1038% $14 10I3% 07 1036% -1 ] 168%
Denmark 8122 (77, 3 3108 o3% $1.7 (%, 3 $92 [T 3 "5 80%
Eastern Exrope 313 1403% $1.1 BT $0.8 5% $0.7 231% (s1.9) 3049%
England $109.4 104.9% $95.1 1073% 252 108.0% $709 W07.7% (773 1168%
Fnland $112 103.3% 3102 110.8% 315 27% s8.7 1147% 0 1175%
Frarce $84.1 1105% 8745 1M11.0% [--3] 75% 517 182% =2 1480%
Gennary $1419 M2 s1209 101% 282 ne [T NE% S8 135.6%
targery 2s % - X} 0a% [ (127 .3 % o [ X 2%
oy 22 "M% -2 13358 (-2 now 002 [y 1. ms 1926%
Nethertands =17 (Y77 3 242 1+89% $s4 ”nn s1se 7% F17Y ) 2098%
Norewy s106 21% 292 c18% 24 ”re % Sas% 343 Q3%
Poend 03 0.0% s [ X1 $t.4 1025% s1a “©3% 0y 28.9%
Porasgal 74 1SI% [7 X Nr2% nr 1129% 349 118.7% 017 1229%
Russis 022 536% s1.7 4a38% . 313 76.9%. 04 21.4% (0 229%
Stovakia $0.7 sa.r% $05 85.4% $0.3 % $0.3 450% £02 31.0%
Slovenis s0¢ 45% 08 60.2% 304 292% $0.4 “a% 23 39.4%
Spein $12.1 1381% 3151 1445% 9 29.9% $11.2 1712% 386 211.6%
Sweden 294 95.0% 260 96.8% s14.8 100.1% $142 42% s sa5%
Swizertard 211 109.4% s 119% $48 65.0% 7 1321% $16.7 151.4%
Exrope Haadguanaers $0.0 wn (30.0) () 356 9.1% {$5.8) 93.1% {30.3) m
$567.9 062% 34959 1090% _ $136.9 96.0% 3359 0 49w 52530 126.7%
con
Argenting 347 1285% E=Y) 131.5% 314 29.3% 524 1623% 13 J1E3%
Amvaka 203 81.0% 5159 55.5% 68 2% $9.0 443% ($1.5) ~173%
Brazt $16.4 - Qars s121 s45% $5.1 % $7.0 “4T% $12 12.3%
Carbbean 02 101L.7% 26 101.6% so8 220% s18 1133% EIR] 1243%
Chie 23 BI% (1% 86.5% $12 130.0% 306 S0.8% ($02) £1.9%
Colombia 350 107.1% $40 107.1% 312 T95% 28 125.0% 315 165.3%
Ecusdor $13 174.9% $12 197.4% 302 €9.6% $1.0 3132% 0.8 5303%
Gresce $1.7 104.9% ns 111.3% $0.4 91.8% $1.0 1223% 2.7 1413%
Inda $18 ©02% $1.1 31.9% S06 &ae% 308 1°.0% 30.3) -15.1%
Indonasia 09 121.4% $0.8 1238% $0.1 2% 0.7 295.0% 204 nm
[ 37 90.5% £~1] 87.4% $1.0 107.4% $1.9 79.4% $1.0 €9.2% .
Malwysin 340 141.0% $3.0 140.1% $0€ 2% -1 1781% $1.8 2846%
3 3105 149% $8.7 138.0% 24 $0.9% 363 1721% u3 261.8%
Mdde Exst 29 101.0% $31 103.4% $1.3 ”n.S% (37 ] 1142% 506 7L
Moroces $10 1T 0% 308 171.4% $0.4 1202% E 13 2633% 03 S49.7%
New Zastand 36 s82% 313 7.4% $1.7 100.3% (30.4) 139% w22 ATS2%
Pery <20 1333% (3R] 141.9% $0.5 114.7% 12 156.9% £0.9 233.0%
Priicpires 0.7 75.8% 205 A% 303 sae% $02 54.4% 500 10.9%
Sirgapore . s8.1 . 136.4% $6.0 128.1% e 108.4% $4.5 1368% 31 150.0%
South Arica $113 1024% $96 1024% 03 124.5% 363 1012% 07 104.7%
, Thaders 340 1196% 33 120.1% 308 0.9% 26 130.4% 319 1427%
Tirkey $18 1054% $12 108.9% $0.7 135.5% 0.6 s85% s03 805%
Unugusy 05 BA% $0.4 95.4% 302 TR.0% $32 1118% 0.1 128.1%
= Venenssia 22 221% $17 88.8% 308 0% s1.3 s06% 06 21.3%
ICON VP $0.0 m 00 nm $03 24.6% (s03) 246% 00 m
1 Reg Div - APAC $00 ren $00 m 29 125.8% (529) 1258% (9.0 m
; Reg D - AME $2.0 ~m ($0.0 m $1.4 e5.1% s1.1) 265% (30.1) m
Rag D - Latin Ameri $1.7 rm $1.7 m $2.0 93 4% (59 €) 17.5% $1.5 ) nm
31254 S2.0% 3RS 2% $39.3 &5.0% 3812 TI2% 25 2%
Far East .
Crina 22 e3.1% s18 97T% 7 1236% 3.1 £46% (30.4) 145.1%
Horg Kang 57 1528% 83 156.8% 519 2% $ES 1953% $S.1 254.4%
Japen $2555 B.T% 268 1053% 5350 eS1% $INE 1101% 31601 116.0%
Korea $107 785% 333 2s% 29 9% 64 [T 3 .1 T21%
Tareany $7.1 29% % o 21 s 40 o7 23 see%
Far Exst Headqanter $00 o $0.0 en 0L 2% 326 22% 0.0 0.0%
2552 E¥3) 2521 T04T% AN 359 ez X 135 €% LY TS
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Q963 APPENDIX - FYTD96 RESULTS BY SALES LOCATION

FYTD96 RESULTS BY SALES LOCATION

($ in millions)
. Finished Goods
Net Revenue Gross Margm ‘Operating Expenses Rezpansibuity Margin Convibubon Margin
Actal | % of Pan Actual %otPan  Acwsl %ol Pun Acusl % of Pan Actual % of Plan
North Amnerics .
US (Redmond) 31,8128 252% $1.464S 93.4% 35018 89.4% 8629 9259% T 29.2%
Canaca 31480 2.3% $118.3 94.8% $33.9 90.5% $852 96.4% $54.8 99.3%
31,9608 BN sisaze S37% 36346 B9 a% 39481 BEO% _ 35a2% __ S92%
Europe ’
A 31 1050% 292 103% 92 099% $200 2% $1e2 1403%
Bagasn $834 108.9% 464 1003% 3148 1075% ms nas =8 17I%
Cascnosiovakia 229 1568% $208 181.8% %3 96.0% $163 197.4% s11s e
Deronark - 3401 12 8% , 0a8s 105.6% 785 85% 7y 111.5% 5208 1186%
Essmrn Europe “us 1869% 340 1956% 13 96.2% ”7 OT.T% 08 MBI
Englard 0108 0% 289 98% 5874 100% 31018 o75% 31110 1007%
Friars 296 125.0% 0267 1352% 356 -1 .3 m2 149.1% 3167 1762%
France 2412 % 32003 3.8% (245 96.3% 31376 2% $818 .“I%
Garmery 34042 1108% 3497 109.9% s888 e9.r% 32609 1MION  s1812 140.5%
Hungary 3136 130.5% 3120 137.5% $40 104.0% 9 1643% - 2509%
oy sne [+-T) 3 $100.9 124.4% $204 2% s286 139.0% 852 181.0%
Netwrngs e 1205% $57.4 1233% $182 25% 03 1459% s788 1.5%
Norwwy 0s0 9EL% 308 % s 96.2% ;3 28.5% $163 1002%
Peleng 12 132% $150 148.6% 53 0I% m2 186.3% 80 277%
Pornupst 201 1273% 176 131.4% $5.1 1035% 128 147.0% $9.¢ 180.6%
Russa 2901 fnan 73 88.6% [7%] 82% - %] 89.1% 12 7’
Sovakin 03 108.1% 029 109.1% $0.7 1.7% 22 1378% s 1805%
Siovens 07 175.4% 5.4 177.6% $1.0 062% 23 R0L% £2.0 510.7%
Span 39 2217% 383 127.1% 3123 100.0% 260 1487% s192 180.6%
Sweden 2341 98.3% 737 9% sas8 97I% 7.9 m% -1 107.9%
Swersrend $100.3 112% $292 142% $196 23% $59.5 1282% 3519 143.9%
Ewrope H $0.0 nm $0.0 nm $18.5 88.7% (310.5) 85.7% 30.9 o
31.661.8 "106.0% $1,446.5 107.9% __ 5441.8 54.7% $1,004.7 4T S5942 120.2%
ICON
Aperans $137 121.6% $11.3 1279% 99 2% 74 1613% 346 308.2%
Asswraia 31081 £9.4% 774 01.9% 21 #3.1% 3495 747% 202 59.T%
[ saas 0.3% 5356 58.5% $20.1 104.0% $15S TN (so) 09%
Carbbean 9.1 1101% 7.5 1120% 23 798% 553 1353% 34 196.6%
Chie e 99.0% 5.9 7.T% (-1 107.7% 340 Nnr% 20 94.3%
Colorabia $148 94.4% 5126 90.7% 09 7.7% 8.7 104.5% $5.1 19.2%
Ecumane 29 153.8% 26 1724% $06 IR 20- 2931% 16 593.9%
Grosce 855 131.5% 346 1429% 316 1143% .0 1852% 21 2685%
nda 399 7.0% $72 71.9% 22 96.0% $5.0 0% 29 924%
Indonesia ny 2% 313 61.5% 203 251% $1.0 81.0% 304 69.7%
wraet $100 M.7% $8.0 115.4% 25 e 355 1303% 02 195.7%
Maloysia $113 129.1% $9.1 133.2% 24 9% 6.7 166.5% 45 783%
Mescn s286 141.0% £240 140.9% $67 e37% $173 199.9% $120 “@24%
Mode East s122 106.0% 98 111.9% $4.0 NnI% 358 1310% 27 204.1%
Merocco ne 129.4% 22 150.5% $1.4 1113% $1.1 20.0% 06 ~<138%
New Zaatand (1%} 7.7% 3151 90.4% 363 1063% 388 8LT% s T2.9%
Paru 359 140.9% 353 1546% 315 1126% 56 © 185.5% 27 291.2%
Phicoines 24 89.5% 319 20.8% $1.0 100.8% 309 1% $0.4 65.4%
Singagore 5214 117.8% $166 1155% s 1095% $11.7 1182% 21 1363%
Soumn Atnea mr 1108% 288 1115% $102 111.6% $183 1115% s115 1325%
Tradand $130 151.0% 3119 162.7% $19 2™ $92 22.7% 73 296.5%
Tty 5.7 581% $5.4 181.8% s 1033% 16 2873% ws 836.6%
Urugrmy s1.8 1033% $1.4 105.2% $0S 745% 09 138.6% 06 197.7%
Verezuste €6 1104% $5.4 137% s1.9 97.4% s 1253% 20 174.1%
CON VWP 300 nm 2.0 nm $1.0 2¢3% 31.0) 243% 30 nm
Rag D¥ - APAC 200 nm 300 " 354 2oE% 135.4) 23.6% 1) am
Reg Dir - AME $0.0 o (30.0) nm 27 76.5% =27 77.0% 022) o
Reg Dir - Latin Ameri $1.8 nen $1.8 en 3538 £9.0% {34.0) 61.5% 31.6 ren
3577 $8.0% 3125 6% $128.1 4 % 31843 STom  S1CES T00.9%
Far Eas2
Crww 48 9B [78] 103.3% 43 8% (22 16.1% 31.4) 61.4%
Hong Kang o658 1392% s2z28 1425% 362 - 100.0% S1ES 165.7% 3129 2187%
Jscany 35749 1363% $499.7 1475%  $1149 e234% 256 1909%  $2m9 301.6%
Koea M2 1103% $292 117.4% 386 2% 02958 131€6% $142 159.6%
Tarman $199 0% 165 100.9% 369 7% E-73 122% ss3 129%
Far Eax Meacoansr 330 nen 300 nm 06 T21% 528 T21% [ =) nn
35503 TIZE% 5723 1430% 31427 25 0% =13 TES0% 53155 232%
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APPENDIX - MICROSOFT'S MANAGEMENT ACCOUNTING POLICIES AND MANAGEMENT REPORTING Q96-3

MICROSOFT'S MANAGEMENT ACCOUNTING POLICIES AND MANAGEMENT REPORTING
MAP

Financial statements included herein are
prepared in accordance with Microsoft’s
Management Accounting Policies and are
intended for confidential internal use.

Microsoft’s Accounting Policies emphasize
worldwide consistency among product, cus-
tomer, geography, and cost center activities
based on standard taxonomies for responsibility
accounting for cost centers and marginal costs of
incremental unit cost and revenue allocations
which may not be relevant for external and
regulatory reporting.

Management Reporting

All management reports are available online and
on the dedicated management reporting server
located at \\sparrow\measure.

The reports can be accessed via an Excel add-in
reporting tool

HIGHLY
CONFIDENTIAL

Adjustments required by Generally Accepted

_ Accounting Principles for external reporting may

not be reflected in some of the detailed
management views included. in this report.
Adjustments required for other statutory pur-
poses or local purposes may also be omitted.

If you have any comments, questions, or if you
are interested in obtaining 2 copy of Microsoft’s
Management Accounting Policies, please email
the “MAP” alias.

If you have any questions or éuggestions about
the online financial management reports or the
reporting tool, please email the “MRPT™ alias.
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APPENDIX - THE MiICROSOFT FAMILY OF FUNDS

THE MICROSOFT, FAMILY OF FUNDS

During Q95-4, Microsoft’s cash investment portfolio
was migrated into five distinct sub-portfolios - four
fixed-income portfolios and one opportunity
portfolio. Each portfolio is a separate mutual fund or
risk bucket, with unique guidelines and risk/retam
expectations. Collectively, the portfolios are the
Microsoft “Family of Funds™.

With this strategy, MS is increasing the sophis-

tcation of our portfolio management _efforts,
focusing on Total Rate-of-Return portfolio manage-
ment (as opposed to Yyield-to-maturity) and using
durarion as a risk management tool (instead of term-
to-manurity).

The goals of this strategy are to:

-  Segregate the cash portfolio into individual
funds of a more manageable size.

- Enhance the total return on Microsoft’s cash
assets.

- Establish risk and return expectations for
each Fund. i

- Provide pro-active risk management of
financial assets.

- Benchmark performance relative to market
indices.

- Allow allocation of cash among the various

risk segments of the short-term fixed-
income market. .

Following is a high level summary of the general
guidelines of each Fund:

e Level 1: Money Market Fund - Designed to
meet the operating cash requirements of MS
Corporation, and other legal entities, MS MBYV,
MB IBV, and MS Puerto Rico, this fund has a
targeted duration of 20-45 days and a maximum

HIGHLY
CONFIDENTIAL

maturity of 91 days. Litle principal value
flucmation is expected. Benchmark: 30-Day US
Treasury Bill.

Level 2: Enhanced Money Market Fund -
Designed as a secondary source of liquidity
supporting the Money Market Fund, this fund
has a maximum maturity of 13 months. The
longer targeted duration of 2-6 months, will
provide opportunity for increased return with a
modest increase in risk. A small amount of
principal value fluctuation is expected. Bench-
mark: 90-Day US Treasury Bill.

Level 3: Short-term Fixed Income Fund - This
fund will carry an incyeased focus on interest
rate changes, security sectors and temporary
market anomalies to provide the oppornumity for
remuns above money market rates. Duration is
further extended to a target of 125 10 2.25 years.
Some principal value fluctuation is expected, and
negative monthly total retuns may oceur
occasionally. Benchmark: Memill Lynch US
Treasury 1 -2.99 Yr. Index.

Level 4: Intermediate Fixed Income Fund - An
actively managed portfolio with a targeted
duration of 2.5 10 4.0 years. This "short bond
fund” will focus on the optimal security type,
scctor, and credit risk to achieve superior returns.
Principal value fluctuation is expected. Months
with negative returns will occur and an
occasional negative quarter is possible.
Benchmark: Merrill Lynch US Treasury 3-4.99
Yr. Index.

Level 5: Opportunity Fund - This.fund will seek
investment opportunities that provide Yyicld
enhancement, meet tax-planning objectives, and
mirror Microsoft’s strategic investments and
business relationships. This fund requires senior

~ management approval of each transaction, and

does not carry specific maturity constraint.
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INVESTMENTS

Wang Laboratories, Inc.
(Financia! information shown below is the most recent available)

Three Months Ended

Dec. 31. 1984
Net revenue . $216.5
Cost of revenue S$146.6
Gross profit $69.9
Controllable expenses . $67.7
Net income S22
g —————— 3

Three Months Ended
Dec. 31. 1985

e  Wang continues to expand as a service provider
and a developer of open systems software for
NT. A smaller portion of revenues now comes
from support for its terminated proprietary
products. For the three months ended December
31, 1995, Wang’s revenues increased 35% as
product sales increased 11% and service revenue
increased 56% primarily due to the acquisition of
Bull's service business. EBITDA increased 68%
from $22 million to $37 million.

‘e In April, Mike Brown joined the board of
directors of Wang..

e Also in April, Wang announced the $30 million
acquisition of Dataserv from BellSouth.
Dataserv had over $100 million of revenue in
1995 from maintenance and support services.

e  Last year, MS signed a broad technical, service,
marketing, patent, and investment agreement
with Wang. Under the agreement, Wang's

HIGHLY
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deskiop imaging and object controls will be
incorporated in cerain MS products. Addi-
tionally, the two companies are working together
on the definition of work management APIs.
Wang's structured workflow technology
manages the routing and delivery of this data and
documents. MS also designated Wang as its
“preferred” vendor of imaging and workflow
software and is engaging in co-marketing.

The agreement also expands Wang's role in
support services for MS products. MS is
outsourcing some Office and Windows NT
support and subcontracting MCS work.

MS also purchased $90 million face amount of
4.5% convertible preferred stock due in 2003 for
$84 million. The stock is convertible into Wang
common at $23 per share and represents ~10%
of Wang's common stock on a fully diluted
basis. Wang's common was recently wading at
approximately $24 per share, up from S13 per
share at the time the deal was signed. - -
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Stac, Inc.
(Fnancial information shown below is the most recent available) .

Quarter Ended Quaner Ended

Dec. 31, 1934 Dec. 31, 1995
Net revenve 10.7 S 113 .
Cost of revenue 1.3 1.5 0.2 13
Gross profit 9.4 . 98 0.4 4
Controllable expenses 15.0 19.0 4.1 14
Net income H (5.5) $ (9:2) H] (3.7) 65
F_———— 3 — R ———————— 4

e In June 1994, MS and Stac signed cross-license by significant returns of ReachOut, Stacker and

and investment agreements to end their disk
compression patent dispute. MS agreed 10 pay
Stac license royalties of $1 million per month for
43 months. MS also purchased $40 million of
4.0% convertible preferred stock, which was
converted to common equity on November 9,
1995.

Software accounted for under 40% of total

revenue in the cumrent quarter. Among other

things, software revenue was adversely impacted

CD QuickShare.

Conrrollable expenses in the current quarter
include $12 million of purchased R&D. Before
this charge, pet income would have been
$53.0 million. The year-ago quarter included
purchased R&D expenses of about $13 million.

At 2 price of $10.625, MS's 4,458,746 shares of
Stac common stock have a market value of
$47 million.

Mobile Telecommunications Technologies Corporation (Mtef)
(Financial information shown below is the most recent available)

Year Ended

Year Ended

Dec. 31,1994 Dec. 31,1985
Net revenue $ 163
Operating expenses 166
EBITDA )
Other expenses (26)
Net income L )

Mtel, a leading provider of nationwide and
alpha-numeric paging under the SkyTel brand, is
developing the SkyTel 2-Way network. The
SkyTel 2-Way development has caused a
dramatic increase in operating expenses and
capital expenditures.

During 1995, Mtel more than doubled the
number of one-way paging and voice messaging
units in service to 1.1 million. As projected, this

increase was partially offset by a decline in

average monthly revenue per one-way unit from
$3038 in 1994 10 $27.92 in 1995. Rapid growth
exacerbated spectrum capacity constraints and
caused higher than average churn and customer
support in the 4* quarter. The compeny is
addressing  this problem in several ways,

including exchanging older pagers for newer,
more bandwidth-cfficient versions, .

In January Mtel was in violation of its bank
credit agreement primarily due to the cost of this
pager exchange and higher than expected
spending on the launch of the two-way network.
The CFO resigned the company.

This month Mtel sold $50 million of 7.5%
Convertible Preferred Swock to a group of
investors including MS, Kleiner Perkins, and
Chemical Bank, the le2d bank in the company’s
credit agreement. The preferred is convertible
into common stock at $17.75 per share. The
common is currently tading at ~S15.50 per
skzre,
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MS purchased $25 million of the 7.5%
Convertible Preferred Stock. This investment is
not listed in Other Assets, but is held in the
“Strategic Oppornumity Fund” of the Family of
Funds.

In early April, Mtel successfully renegotiated
and expanded its credit agreement to $250
million.

Mtel is undertaking a strategic plan to enhance

its value. The plan includes opening up its-

Santa Cruz Operation, inc.

(Financial information shown below is the most recent avaitable)

Quarter Enced

Dec. 31,1594

Net revenue

Cost of revenue 13
Gross proft 3%
Controllable expenses 44
Net income s ™
f———— 3

technology and leveraging new devices (such as
Wireless Access’s new form factor) to drive
traffic on the two-way network, hiring a new
CEO, reducing operating expenses, selling non-
strategic assets, and changing the corporate name

to Skytel.
e Mtel continues to work with MS's Pegasus

group on advanced narrowband PCS
applications.

Quaner Enges

Dec. 311658 Chrange S Change %
13 o ¢
35 [ 0
(1) 24 £l
$ {33) $ (24) 267
= —1 f ———

The December quarter was impacted by a non-
recurring charge of $38 million related to the
acquisition of the UNIX business from Novell.
For the same quarter a year before, there was
(another) non-recurring charge, of $9 million,
related to the acquisition of Visionware.

Three directors, Lars Turndal (ex-Chairman),
Art Patterson (from Accel Parters) and David
Norman, did not seek reelection. Two new
directors, Enzo Torresi and Ronald Lachman,
were elected. ;

Bernard Hulme left his position as Senior VP
Europe to become VP, Competitive Products.
SCO had to postpone its FY95 earnings release
last October when the auditors realized that the

HIGHLY
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proposed provisions did not cover the aggressive
sales terms and conditions offered by SCO
Europe.

e The consolidation of operations following the
UnixWare acquisition resulted in the closure of
engineering activities for SCO in Toronto and a
workforce reduction of 60 people.

*  SCO and Netscape announced a strategic agree-
ment to create “integrated Internet-based”
solutions: targets are businesses of all sizes.

e MS is currently negotiating with SCO for the
sales of its shares (25% as a buy-back by SGO
and 75% through Goldman Sachs), and buy-out
by SCO of the Unix royalties.
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UUNET Technologies, Inc.
Financial information shown below is the most recent available)

Quarter Ended

Dec. 31, 1934
Net revenue S 103
Cost of revenue 8.0
Gross profit . T 23
Controiable expenses 48
Net income < S (2.5)

Quarter Ended
Dec. 31,1995 hange S Change %
H 33.8 S 23.5 228 %
KW 4 4.3) (5¢)
30.1 —22i8 1209
309 26.1 544
s~ (0.8) s 1.7 (s8)

e UUNET's share price has fallen 63% from a
peak of $98.75 on November 20, 1995 to
$56.875 on April 11, 1996. The value of MS's
$16 million investment is now S$154 million,
down 25% from the previous report. On
February 27, AT&T announced plans to enter
the Internet access market. This and other

competitive activities have contributed 10
UUNETs decline.

e UUNET would have reported income of about
$1 million if the Unipalm (acquired Nov. 95)
results were excluded. The above table excludes
an $11 million expense related to the Unipalm
acquisition.

e UUNET currently has 543 POPs in service,
including 288 outside the United States. This

MicroUnity Systems Engineering, Inc.
(Financial statements not meaningful)

e  First chips were produced in December 95, but
many manufacturing issues have still to be
solved (vields are still far from target).
MicroUnity (MU) plans to have shippable chips
in Q3 of CY96, at the earliest.

e MU raised $10 million from Samsung in January
1996 ( Series F preferred stock at $6 per share),
which gives a2 valuation of about $700 million,
pre-transaction. MU is still seeking for additional
investors and plans to go public in Q3 if the IPO
market is favorable.

e MU is currently negotiating with Motorola for
Bcensing its technology. They also went on a
roadshow in Q1 in Japan with the same purpose.

m SR AxS M2 (JEAnF)

represents an increase from 118 total POPs last
quarter due to both new . installations and
acquisitions.

On April 9, UUNET acquired an additional 31%
interest in UUNET Canada, Inc., for total of
$4.4 million ($3.6 million in cash), increasing its
ownership to 51%. UUNET also announced its
intention to partmer with the Directorate General
of Telecommunications (Taiwan) to provide
Internet access in Taiwan. ‘

UUNET canceled 2 secondary stock offering of
6.6 million shares due to its weak stock price. In
light of this, UUNET will conserve cash by
entering long term leases for European undersea
optical cables and foregoing planned acquisition
of these cables.

¢ MU manufacturing fab went on a four shifts
schedule in the last week of March (from a fwo-
shifts schedule).

¢ MU is in discussion with TCI for the
development of cable modems; the current plan
calls for the first prototype to be ready in
December 1996, the first mials in Q1CY97, and
for the production to start in July 1997.
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Individual, Inc.
(Financial information shown below is the most recent available)

Quarter Ended Quarter Ended

Dec. 31, 1854 Dec. 31, 1985 Change %
Net revenue S 3.0 1 4.7 $ 1.7 57 %
Cost of revenue 1.2 23 1.1 92 )
Gross profit 1.8 43 2.5 139
Controllable expenses * 3.0 6.0 30 100
Net income $ (1.2) 1 .7 $ (0.5) 42

. L3 == E ——

On March 15, Individual priced an IPO for 2.3
million shares at $14 per share. As of April 10,
the stock price was $14.75 and market value was
$210 million. MS’s $10.5 million investment is
now worth $15.5 million.

Yahoo! is partnering with Individual to provide
NewsPage service to their Internet search guide
and real time services.

Lightspan Partnership, Inc.
Financial information shown below is the most recent available)

Individual and Toshiba Corporation announced a
50/50 joint venture to form NewsWatch, a
company providing customized news services in
Japanese. The new company will aggregate,
filter and disseminate information from Japanese
sources.

Actual YTO PlanYTID
Dec. 31, 1995 Dec. 31, 1995
Net revenve B 02
Cost of revenue 4% ) 0.4 04 2
Gross profit = (O35y -1y P 31 ) (128)
Controliable expenses 182 161 2.1 13
Net income $T (168} L J T ) ) N %)) NM
— E——

e  On February 7, 1995, MS invested $5 million in

Lightspan Partnership, along with TCI, Comcast,
Kleiner Perkins and Accel Partners. Pursuant to
this transaction, MS acquired 1.67 million shares
of Series B Preferred stock at $3 per share. In
total, Lightspan raised $17.5 million to support
development and marketing.

On June 1, 1995, pursuant to the earlier
commitment, MS invested an additional $5

. million. Investment in Lightspan now totals $10
million, representing approximately 12.0% of

the company.

Financial information above is for the period
January 1, 1995, through December 31, 1995.
The company now has 238 employess on its
payroll. Lighrspan p=formed under plan pri-
merily due 10 missing the revenue target, which
w2s based on the old ITV business plan. The

company is currently finalizing details for its
1996 budget and working to hone its S-year plan.

Lightspan Partnership’s mission is to become a
major player in the field of interactive multi-
media “edutainment” and curricular software
targeting the K-6 education market. Initially, the
company’s design focus was TV/NTSC. The
company is now also focusing on poring the
software 10 the Windows, Macintosh, and
PlayStation platforms. At present, Lightspan has
products on both the Windows and Macintosh
platforms. Furthermore, The Lightspan Network,
the company’s Internet product, was successfully
launched in mid-January.

The company expects to rzise an additional $20

millien in fmancing by mid-1996. Lightspan

plzns to raise $10 million from a new investor

and the other S10 million pro reza form the
sscing
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Metricom, Incorporated
Financial information shown below is the most recent available)

Fiscal Year Ended Fiscal Year Endea
Dec. 31,1854 Dec. 31, 1595
Net revenue
Cost of revenue
Gross profit . - .
Controllabie expenses 151 16.8 17 12
Net income sT 7y $T(235) $T (118 NM
] E———— 3
e In March 1994, MS purchased 200,000 shares of = applications in areas such as healthcare and
Meuicom common stock and 75,000 warrants. financial services.
Fully-diluted, MS owns approximately 2% of L.
Metricom. s Losses sustained to date are primarily auribut-
able to the continued deployment costs of the
» Metricom’s “Ricochet” Microcellular Data Net- “Ricochet™ network, larger infrastrucnire costs 1o
work commenced service in Cupertino in mid- scale the organization, and the phase-out of older
1994, has completed coverage of the Silicon UtiliNet products. These losses wanslaied to
Valley area and has now extended to several $0.96 per share and $1.79 per share in the fiscal
campus networks in the Bay area. Metricom’s years ended 1994 and 1995, respectively.

deployment plan is to eventually cover the top
60 metropolitan areas in the US. In order to do
this, the company is parmering" with domestic
wtilities and telecommunication companies and
focusing on developing vertical value added
Academic Systems Corporation
{Financial information shown below is the most recent available)

Quarter Enged
Sep. 30, 1995
Net revenue $ 02 3 02 3 0.0) (5) %
Cost of revenue 0.0 0.0 0.0 NM
Gross proft —_—vz -z oo} 5)
Controllable expenses 22 21 (0.1) ()]
Net income $T 120 s L Ik NM
e = .
¢ In August 1994, MS invested $4 million in e Reaction to the curriculum and content coritinue
Academic Systems, ‘along with TCI, Kleiner to be favorable. Academic Systems demon-
Perkins and other prominent investors. Pursuant strated improved student course completion rates
to this transaction, MS acquired 1,468,093 shares by 20 to 40%. Retention in courses has also
of Series D Preferred stock at $2.725 per share, improved.
representing 2pproximately a 9% stake in the
company. e Academic Systems has installed its Intsractive
Mathematics software on 16 campuses, as of
e Academic System’s mission is to bzcome a March 51, 1996. The company has recently
major player in the field of technology mediated sicned a multi-campus, system-wide license
1saming systems targeting the higher education 2greement with the California State University
market. The company intends to leverage sysiem, which is expecied 10 generar= several
parmerships with universities and commumity millions of dollars in reveguss over the pext
colleges 10 offer interactive multimedia courses three years.
over networks, including departmental LANSs,
czmprs-wids WANS, and the Internet. TXAG 0014742
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e Additional courses and Windows versions of all
courseware is planned to ship for summer and
fall 1996 deployments.

“On Australia™ Telecom JV
(Financial statements not available)

¢ In mid-November 1994, MS signed a joint
veamre agreement with Telstra. Pursuant to this
agreement, MS contributed AUDS$4.5 million
(approximarely USS3 million) to “On Australia,”
the joint venture company. On Australia is

owned 50% by MS and 50% by Australian -

Telecom.

® A revised agreement between Telstra and
Microsoft is being negotiated in which Microsoft
will sell its S0% interest in the joint venture,
leaving Telstra as the sole shareholder.

e Under the new relationship, all content related
activities will transfer to Microsoft and On
Australia will compete more broadly as an
Internet access provider, continuing to focus
exclusively on Microsoft tools and pointing
subscribers to the MSN site.

Monotype Typography Limited

(Financial information ;hown below is the most recent available)

Fiscal Year Ended
Mar. 31, 1895
Net revenue ) 8.5
Cost of revenue 26
Gross prof = 59
Controllable expenses 53
Net income $— 0%

Sales have been short of plan. The lack of a
Windows product and a long sales cycle have
delayed the ramp in sales. As a result, additional
funding of $10 million is expected to be required
in the spring of 1996.

Microsoft will maintain a strategic relationship
with On Australia in that On Australia will
continue to be the primary delivery vehicle for
Australian MSN content for some time.

Microsoft will receive royalties from On
Australia in the form of a flat AUDS2.50 per
subscriber per month plus 10% of access time
revenues and 2% of all revenues to provide
billing services.

Although Microsoft will no longer provide funds
to On Australia, an additional AUDS] million
was invested temporarily in the joint venture by
each shareholder to relieve technical insolvency.
Consideration for the sale of Microsoft’s shares
will be AUDS1 million, effectively returning this
“bridge financing™ and leaving Microsoft with
an AUD$4.5 million loss on the sale of its shares
to Telstra .

Fiscal Year Ended

Mar. 31, 1936 Change S Change %
.5 (1.0) (12) %
19 (0.6) (25)
- 5% T ay ®
50 (0.3) (5) -
$T U8 %)) (16)

e Revenues for the fiscal year ended March 31,
1996 were about $8 million, down 12% from the
previous year. This decline was partially offset
by an improvement in the company's overall
revenue mix as gross profit fell only 6% in fiscal
vear 1996 versus the previous year due to higher
margin OEM business.

® Revenuss for the fourth quarter ended March 31,
1996 wers S2 million, or 6% higher than in the
previous guaner. This increase was largely due
> the sZi% I the reveome mix toward higher
mzrgin OSM business.

Monotype’s OEM business remains strong and
OEM revenues are expected to increase by more
than 25% in the current fiscal year, which began
April 1, 1996 )

In November 1995, MS concludz=d a restructure
of its S5 million investment The restructure
provides for Jong-term maintenance of the font
library by Monotyps. In return, e2ch year that
Monotype provides MS service, Monotype will
increase its ownership per a 16-yvear vesing
schedule.
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