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COMPARISON WiTH PLAN (FISCAL YEAR)

Income Statement (in millions}

Actu~ FY93 P]~ FY93 V~iance

~r,t revenues $3,753 1~0.~ $3,503 100.0~

~h ~ed de,velo~me~ 470 12.5 519
Sa~s ~d nmke*~ 1,205 ~2.1 I~22    34.8 (I)

TottI op~atin~ ~mes 1.794 47.8 ~ ~ (4)

~ in,me 1.326 35.3 1,045
~t ~ - ~ ~2 ~2 ~      2.4 (2)
No~ ~ (~e) ~ " ~ ~    ~ (53)

~me ~ ~ ~ 1,~ 37.3 1,~ ~4

OEM ($235 milHon over plan) accounted f~- 95% of ilm a~t rev~me variance. Far East b-~ ($22 million) ~
ICON FG ($20 mili~on) were ~ above pla~ while EUmlm IA3 fell below plan ($20 million). By bnsiness unit,
Desktop ai~catims was well above plan ($155 mi~lioa), as were MS-DOS ($I17 miUkm). DDT ($27 ndllion)
ond WoAgmup (S4 miltkm). Wia Offs:e ($2 ~9 million above 1~an) gemramd tlm Dankmp applicadons varinnce.
"the Iv~’DOS 6 upgrade w~ above Plan bY $130 millic~ Ia ceatr~. Windows, llardw~m and Consum~ on~h
fe2J beJow plan ($6| ~ $22 ~ and $18 million, l’es~e~ively).

Co~ of ze~ttan were 0.I poims below plan m 16.9%. Gross [m~od~ costa of 12.1% we~ 0.8 poinls below plan.
MS.13OS 6.0 had a favombk iml~l oa product cos~. Hi~her ~ pinaned OEM reveaues improved Im~luct
costs relailve to plan. N~.lxoduct corn w~e 0.6 ~ highe~ dum plan.

Openning expeases wtan $68 million below plan aad 5.3% below pinn as a I~e~em of net ~e,,em~e. Re~mazch and
development costs wsm $49 million IP.Jow plan and relxesanted 72% of ~e total und~p..nding. The inrgem
oonuibu~cs to the an~kn’per, dinS in R&D wem~ ~ dew, inFazat ($28 mi!tlm ~ plan, with lxoad
disl~ibuti~m of variances amo~ the lmm’ua m~ts), lesal ($17 ~ mdm- plan) and imymn ($16 miilim m~de~
plan wi~h l~adcount le~s than i~n by 349). Sales and ~ imymll expeme wan $24 million or 6% lean ~m
plan {41% of the amierspanding wm in In~ron6m~), ~ ~ was $33 milllm o# 9% le~s than plan.
while bad debt exce~ed plm by $7.0 million in lhe OEM r]mmeL General and admir~’m~ive spending was
~tially o~ plan.

Planned inv~enls in l~od~-~ dm’ing lhe year included Windows NT ($124 millioa vs. $106 million plan),
Wot~group ($22 million vs. $23 million plan), Mu|fimedin Publishing ($9 million vs. $17 million plan),
MuRimediu Systems ($15 mi]]io~ vs. ~7 million plan), and Mobile Windows ($12 m~lllon vs. $15 million plan).

Results of Operations 3
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CO~PARISOU ~ Pl.~n/Fiscal. YE~.)

~ Revenues On tuitions)

~ FO ~ ~low pl~ ~= ~ ~-~ 5~ (~ ~), ~
~t~ OrS ~), ~ ~ ($12 ~) ~d W~ws fm ~
~ ~ ~i~ ~ f~ W~ W~ ~ ~7 ~) ~ ~-~ u~ ($~ ~). W~
~ cx~ ~ by $1~ ~

ICON ~ ~ ~ p~ ~ ~ ~-~ ~ ~), D~ ($12 ~)

~s~t~ (~ ~i~) ~ N~ M~ (~ ~),

W~ws BU (~ ~), ~-~ ($~ ~) ~ DDT (~ ~), ~y

v~ o~ W~ Ex~ (~ ~) ~ W~ W~ ~ ~). W~ 3.1 ~

($16~)~W~ows~($[4~). ~~~ ~~-
~ 6.0 ~ ~ a ~ ~ ~d~ ~m. ~ ~ ~
~y d~ ~ W~ O~ (~ p~by ~ ~m).

Sy~ m~ w~ el~ ~ ~ ~ ~ ~ ~ 6 ~ ~130 ~) ~ W~

B~ (~ ~), W~ ~ S~ ~t ~17 ~), W~ ~ ($II ~) ~ ~ ~.0H~ ~).

~ ex~p~ by ~19 ~. ~ ~~-~ ~ ~W~ ~low ~

E~ ~ ($~ m~]ion), US ~ ($13 m~) ~ ROW ~ ~ ~), w~ OEM
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COl=PARSON ~ PLAN (Flsc~ YF~R)

Fifteen Leading Products (units ~r thousands, ~evenue in millions)

Gontinued st~ Si~l~nC~ts of the. Win Ofi5c¢ bandl¢ co~t~out~l to tl~ varian~ f~ Win We~l ami Win E~ceJ in
FY93. US FG shipped 463,(]00 Win Off’x:� u~ts versus 247,000 plan, whil� Emope I~G ~hipped 311,000 Win
OEsce units vcrms 110,060 plan. S~rong revcz~.~� grow~ in bun~cd pmdact has 8~�~ated stroeg volume
va~u’~..sand negadvepr~ce vadances. "ll~pric¢ v’~an~cimpactisa~lto~ saks m3x movin~ kom
b~ivid~l ln~l~ct~ to ~ I~ cxpcnslve ~,

Win Wind mvanuee were $471 mi]linn, ex4~edin~ pl~ by $48 ndllinn. TI~ poelt~v¢ variance resu]tsd ~
~ mdcs in US P~ ($3] million ov~ plen with 871,000 ~ m~dts), ]~erope PG ($17 million ov~ plan with
883,000 actual ueits) and US OP.3~ ($7 million over plan with 2T/,000 actual units). Par ~ FG an~ ROW PO
we~ und~ plan by $4 ndlfian and $3 millic~ ~’pcctivcly.

Win ~.ce/~vonues were ~ million ove~ plan. US PG ~vem~s accmm~cd for $2! ndllic~ of ~ vat, rice
(844,000 actual t,udts v~sus 613,000 pte~). Eo~0~ ~ exceeded plan by $10 ndlliom (831,000 actual ~ wr~s
~0,000 plan) and ROW l:~ exceed plan by $2 ndlfion. Par ~ FG rcvanue~ fell ~ o~ plan t~ $4 raison
~1,000 actual un~ v~sus 76,000 plen).

Windows 3.1 reve~ue~ exceeded ~lan by $104 n~li~m. OF,.M ~,po~,.d ~g rcvanues as ~ sales mix continued
to shift fvmn finished gov~ to OEM. The above plan variance included US OEM ($63 million over plan
8,106,000 actual mdts ~ 3~915.000 plan), Emope OEM ($22 millinn over plan with 2,456,(300 actual units
venus 1,613,000 plan). ROW PG ($~ million), and Fat" East FG ($3 million). ~ PG fell short of plan by
milllon and US FG feU sho~ of pinn by $3 ndlllo~

MS DOS ~eve~me$ we~ $16 million under plan primarily due to Q93-3 ~ of MS DOS 6.0 upgrade. St~,~mg
US ~ ($16 million ove~ plan with 8,836.000 actual traits v~"~ 7,417.000 plan). ~ OEM($16 million
ove~ plan with 3,460,000 actual milts vetm~ 2.636,0D0 plan) and Far ~ i~3 ($2 millian over plan) we~ offset
by we~k ~de~, I~’in~’iiy Eva~ope ~3 ($29 millkm below plan with 284.000 ac~al units ve~$ 723,000 plan). Fat-
East OE~4 ($16 millio~ mulet" plan) and ROW OEM($3 million under plan).

SedaJ/Bus lv~mse reverme$ we~ $14 million und~ plan ~n year-to.date ~ales of $216 ~ Strong OEM
mveauas (US $26 ~ Eerof $3 ~ and ROW $2 millic~ over plan) we~ nearly offset by plan
in Emope 1~3 ($28 mittion uader plan with 1,003,~00 actual unit~ ve~m I,[90.000 plan), ROW FG ($11 million
~ plan with 443.0~0 actual u~ts w’sus ~01,0~0 plan) and US l~ ($8 miIlio~ under plan). The ~evanue
decline was primarily due to a shift to ~ OEM ctmmel and price c~npetitim.

MS DOS 6.0 Upgrada r~vean~s were $216 millioa v~sus a plan of $86 million. ~ fear.to-date positive
vafi~e of $130 million was pdmm’ily due to introd.:tory i~icing ($49.95). US ~G ($64 n~ltion over plan with
2,855.000 actual unlts). Earopc FG ($39 millian o~,’er plan with 1~213,0~0 actual m~its)~ ~OW FG ($25 million)
and Far East F’G ($2 millinn) conlrlbutcd to the posiliv¢ variance.

Results of Operations 5
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COMPARISON WITH I3LAN (FISCAL YEAR)

Access ~veanu~ we,re $58 migi~ ~ p~ y~ ~ ~� ~lt~g ~ s~g ~ ~ ~1 ~ c~k. US ~
~v~u~ ~ SM mflfion o~ pl~ (432,~ o~r p~), E~ ~ ~venues were $15 million o~ pl~
(1S3,~ ~ ov~ pl~), ~ ROW ~ ~v~ ~ $9 milSon ov~ p~ (1~,~ ~ o~r pl~). ~ ~
v~� w~ ~e w ~ cxtensi~ of a $99 ~ ~o6~ W~¢, v=~s a ~ S~ o[ ~95.

Bundl~ Pr~u~s (unks in thousa~s, ~e~ues in ~15ons)                                 ,

W~ ~ ~ ex~ pl~ ~ ~19 ~, ~ 1~%. ~s ~ ~ ~d ~ ~1 ~
~ls. Y~-~ ~ ~ ~v~ ~ $1~ ~ Cxc~ ~ by 1~% m $1~ ~ ~ ~S ~
~of$1~l ~onCx~p~ 185%~ ~gm~

~ of R~e~

~ co~ w~ 0.8 ~ ~ ~ ~ ~ ~k c~g~ ~ ~ ~ ~ ~. US~’s ~t

to ~k~ App~J, wffich ~ ~ ~. US~’s W~ ~ m~ ~ ~o ~ w~us p~,

~ ~r¢ ~b~ ~pmed ffi pl~ ~ O~ ~o~l~g for 17.7% of ~s ~v~u~ ~s~ p}~ of

6
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COMPARISON WITH PI.~. (FISC~L YEAR)

On a pro~tct group ~s, S~s c~ ~ 2.1 ~ ~d~ p~ ~ a ~h of ~e ~-~S 6.0 ~ti~, a

~ati~ ~en~ On

Resulls of Operator, s 7
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COMPARISON WITH PLAN (QUARI"F.~)

income 8tatenmnt (In m[ilk3ns)

N~t xevenues $1,~     100.0%    $ ~     100.0% 7%

~a~ ~ 373 ~.9 ~5 ~.6 8

Theposilive net t~veaue vadancercsuitedl~,-ima~y fr~ OF.,M($80millkm). FatEast ~3 ($22 million)‘ US FG
($9 mHllon) real ICON FG ($l miRion) w~e also abovepblL On theotheg hand, Emupel~3 was be[o~ plan by

Cost of rcvenue~ were 0.4 poims above pl~ al 17.3%. Gross Ixoduct co~t~ were 0.9 ~ below plan mai~J y due
to favorable ,t~iances from the DOS 6.0 introductlo~ and Windows ~q~plicalioos- The chanael ntix was favorable
co,pined to pbm, with OEM accou~fix~ for 19.3% o~ mver~e vet’s~ 13.8% plan. However, hardwa~ sales
~elne.u~tcd a higlw~ F, rr, cataSe of the OEM Foo’~t mix d~m was pla~ed-

Opelatthg expeases were ove~ pla~ by ~26 Inilfion or 6%. AllJlOll~h SaJe~ ~ud MmketJ~ was $17 mil~ below

plan. The w, searcl~ and develolnne~t variance was nudnly due to l~Od~ct devcl°pmcnt ($5 milfion °~ 23% °v~
plan) and administrative services (~2 million or 76% higltcr than pl~}. Gonl~d mid admirdsl~ative e~peases
ap!~oximated plan.

Plam~d i~vestmems in pmdacts d~ the q~arter included Windows NT ($28 millim vs. $30 millioa plan),
Workgroop ($7 million vs. $4 million plan), Multimedia Publishing ($1 million v~ $4 million plan). Mnltimedia
Systems ($3 million vs. $2 million plan), a~d Mob~ Windows ($3 million vs. $4 ~ plan).

Results of Operations                                                              s
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COMPARISON WITH PLaN (~AR1TcR)

Net Revenues (in millons}

~ ~ ~, ~ows ($t9 ~), ~ ~ ~ ~d~ ($15 ~ ~). ~ C~ ($9

~ ~dv¢ ~ f= ~ ~-~ 5 ~, ~ ~ ~ ~, ~ a ~ for

]~N ~ ~w~ ¯ ~]d~ ~ k ~-~S ($15 ~m), ~s= by ~ ~ ~ (~ m~),
W~ws (~ ~) ~ ~ ~3 ~m~ S~y, ~ MS-~S 6 up~ ~ ~e pl~ by

~i~), ~-~S (~ ~n) ~ ~w~ ($3 ~m). W~ws 3.1, w~ ~p~ ~ J~, K~

~g~ ~e ~ ~ V~ B~c ~ (~ ~), ~ ~ (~ ~) ~ ~ C ~.6

~w~ v~.

(~ m~). US ~ ~ ~ ~ pl~ f~ W~ 3.x (~ ~ W~ ~ ($14 ~) ~
S~ ~10 ~). ~i~y, ~ ~ ~ p~ ~y ~ ~ ~ m ~ ~ ~ ~ of

O~ ~ ~ ~ ~m~ (~ ~), ~ A~ ($13 ~ ~wm ($11

~p~by~

~ S~s, ~ MS-~S 6 up~ ~ W~S 3.1 ~ ~ p~ ~y $131 ~ ~ $52 ~,
~ly. ~ ~s~ ~S 6~ ~ ~ ~ ~ ~ ~, ~ W~ws 3.1

p~ by $15 ~fi~ ~ ~ ~ ~v~y. W~ ~ ~ W~ W~ ~ p~ ~11 ~oa

~v~e f~ ~-~ Hi~ S~ ($5 ~m). ~-~ W~ ~ ~) ~ W~ ~fit (~

10
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Fifteen Leading Products (un~s ~n thousand, ~ev~ue in ~ons)

C~ s~ ~ of ~ W~ ~ ~e ~ m ~ ~d~ v~ f~ W~ W~ ~ W~

~m (~7 ~on om #~), ~ ~ r~ ~5 ~ (~3 ~m ow p~), ROW
~m ($18 ~im ov~ p~) ~ F~ ~ ~ ~.~ ~ ~ ~9.95 ~c~ ~�, (~ a
~ S~ of $129.95) hal# ~ a s~g ~1~ ~ ~ ~ ~ v~

W~s 3.1 ~ wm ~ ~ ov~ P~ ~ ~ ~ ~ m ~ ~ ~ to O~. ~idve

a~pl~ ~,~ m ~ ~ ~ ~~.

of I~ vmi~ M W~s 3.1 (l~ ~ ~ ~ M,~ ~), ROW FG w~ ~ ~on ov~
p~ w~e ~pe FG ~vm wm $12 ~ ~ p~

W~ W~ gv~ ~ ~ ~m o~ p~ ~ ~ ~ fm $11 ~ ~d US OEM ~ f~ ~
~m~p~ ~ ~. ~ ~ ~ ~ ROW ~ ~ ~ ~ ~ ~ $1 ~, ~ $1

W~ ~1 ~m~ ex~ p~ ~ $12 ~ A ~fi~ ~ ~ ~ ~ ~ $13 ~
~bya ~ ~E~~M~ US ~ mm ~ $5 ~m ~ p~ (1~,~
~ ~ ~ 10,~ p~).

~ ~ S~ ~vmu~ ~ $12 ~ ~ ~ ~y a m~ of ~ ~g up~ ~ue

ac~ ~ ~ 2,011,~ ~), ~ O~ ~ ~ ~ ~ ~ ~ ($1 ~ ~ p~).

pM), F~ ~ ~ (~ ~lfim ~ ~ ~ 1,~8,~ ~ ~s m 1,74Z~ p~
~im m~ ply).

212,~ ~ ~ v~ p~ of 314~) ~d ROW ~ (~ ~ ~ pl~ ~ ] 15,~ acmd

US FG ($2 milan), E~ O~ ($1 ~on) ~ ROW OEM ($l ~).

W~ Ex~l Up~ exc~d~ p~ ~ ~ milli~. ~ ~ ~co~t~ fm ~ milli~, ~
ROW FG acco~md f~ $2 mill~n ~d $1 million ~ p~ ~iv~y. US ~ r~ues w¢~ $2 mBlion
~ pi~.

Re~ of Opera~ns 11
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Co~P,~R~ ~;H PLaN (Ou,~erren)

Bundled Products (unils In thousands, revenues ~ r~lllons)

Wb~ OK~c¢ revenues exceeded plan by $80 ndlEm~ o~ 146%. "l’b.Ls P,,flects sb’~ng demand ace0ss all ~
cb~m~l~ pdmadly ,V,m~l~ FG ($44 ndakm) md US FG ($30 rn~o~). Win om~ R~de was inuoduced b~
093.3. ~md i~ {~3-4 exceeded plan by $26 mJllio~

CoM o~ Rmmnues

~ or" z’evenues w,~ 0.4 po~s ovm" peru. l~od~, c~ls we~ 0.9 po~ls I~ow plm as a ~e~k of U5~ S~’t~ms
co~t impto’vcmeats. USPG DOS ~ ~ ~ 1~ m 14,3~ ~ n ~B of ~ ~ ~ ~
w~ U~ W~ 3.1 ~m ~ ~ ~.~ m 10.6~ ~ w a ~ ~ ~ ~ ~ u~ m ~

~ US~ ~ ~m ~ ~ 21.0% [o 13~% due ~ ~ ~S 6.0 ~ ~ a £av~e

5.5~ of ~v~ v~s 6.8% p~, ~ ~ a ~ m~ ~v~ ~ 0.4 p~.

Ne~[i~ rCv~.� ~s~ ~ a 0.4 ~ ~ ~ ~ ~g~ ~ pl~.

12
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COMPARISON ~ITH PLAH (QUARTER)

Operating Expenses (i~ millions)

~v¢ ~C~ ($8 ~On ovm pl~ d~ to ~ ¢x~e), ~ dCM (~ ~on o~r pl~),

~d ~plo~� ~), ~ ~ developer ($5 ~ ov~ p~ due to de~lopm~t

Beadcount

R~sults of (~pera~ions 13
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tnterest and Nonoperatlng Expense (in

F~ci~owa~ $ (2) $ (2) $ --

~ ~e w~ s~dy ~low p~ du� to Io~ ~ m~

T~ Rate

~ I~ome

p~ ~ ~.7%. ~e 0.2% aegafi~ v~e ~s~d of c~t of rev~u~ (0.4%), not
n~op~g ~ome (0.2%), ~y off~t by a ~ifi~ ~e for ~g ex~ (0.7%).

14
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SEQUENTIAL QUARTERS

Net Revenues (in mi!lions)

The sequeni~l net r~venee gmwlh during Q93-4 rr~ulled ~ ~c~u ~ US ~ ($73 ~on), F~
($18 ~on), OEM ($14 ~ll~n) ~d ]~N FG (~ ~on), ~y off~t ~ ~ d~ ~ E~ ~ of $39
~iom ~e MS-DOS up8~ ~d for m~t ~ ~e ~, gmw~g by $I06 ~ over ~3-3. F~i~
e~c~ge flucma~ ~Imd ~ a $5 m~on ~si~w ~ on ~venu~ m~y due to a we~ US
Jap~ ~ ~e U~ K~g~m.

E~ ~’s d~e o~r ~3-3 ~ ~ ~ (~6 mH~), DDT ($19 ~on), W~dowg ($I0
~d C~ ($8 milli~). Howov~, ~-~S exc~ pl~ by ~2 ~ due ~ ~e xel~e of ~e ~-~
6 upS.

~ ~3~ ~ ~ ICON ~ r~Imd ~om ~cr~ ~ ~-~S (~ ~l~n) ~ ~p ($7 ~on), l~ a
~r~ ~ DDT (~ mi1~on). MS-~S up.de mv~u~ ~w by ~11 ~Hion ~g ~ ~-~ ~
ad~d~, W~ Word ($2 m~oa) ~d W~ Excel ($I m~on) ~w, w~le Ac~s d~ by ~ ~io~

F~ ~ ~’s gm~ over Q93-3 ~lud~ ~s ~ ~� W~dows ($14 ~n) ~d ~-~S ($3
bu~ u~=. Spe~ly, W~ws 3.1 exc~ p~ by ~13 m~o~ ~l~g $II m~on ~ #~
ve~ion 3.1 ~ip~ ~y. Addifi~y, ~us ~ce con~bumd ~ ~Son ~ ~e MS-~ up~e
S2 ~on due m ~� M~ ~le~ of v~on 6,0.

~d ~w~ ($I0 ~). W~ ~ ~w by SI9 ~, he~g W~ W~ ( up $19 ~), W~ ~c¢l
(up SIS ~llion). ~o up were ~c Wo~ (~ ~l~n) ~ W~ ~oj~ (~ ~i~), ~ ad~fio~ ~ ~-~ 6
up~e ~w ~ ~ m~on, ~ ~w~’s ~ w~ ~bumbt¢ ~o N~ ~ce w~ch ~
~on &¢ to ~e A~ ml~ of v~on Z0. DDT dec~ by $17 ~ ~ ~uc~ ~g for
Ac~ (do~ $~ ~Hion) ~H~ ~ c~ d~g Q93-3.

O~ c~ued im ~c~don of ~ over ~ m~nu~ ~ ~ ~3-4, wi~ W~dows ($9 ~) ~d
~klop A~fi~fio~ (~ ~io~) I~ ~ way. Key ~uc~ w~ ~w ~ W~s 3.1 (~
W~ Wo~ ($3 ~on) ~d W~ Excel ($3 m~o~).

m~ion ~. ~ ~fi~, W~do~ 3.1 grow by ~6 m~n, w~ MS-~S ~d by ~ ~

~3~ A~adom rev~ue ex~fie~ a ~ d~l~ ~ Acc~ re~n~ (~3 ~on) w~ ~d d~g
~3-3 ~I~ i~ N0v~, 1992 la~. O~ ~ ~c~d f~ W~ Ez~ei u~e ($10 ~H~n) ~d W~
W~d upgra~ (~ ~]lion), wh~l¢ W~ ~ce ~d by ~5

H~w~ x¢v~ grew ~ ~� 4~ q~, due to ~e~d ~ of Se~us ~ce ($12 miI[io~) p~ly ~ US
FG wh¢~ ~Mes were up by S9 m~i~, ~e Ap~l ~I~e of ~ion 2.0 s~ked ~e growdt.

Results of Operations 15
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SEQUENTIAL QUARTERS

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

MS DOS UpgrMe revenues ~d $1~ ~Eon ~ ~3~, due m ~ ~ of~ 6.0 up~e = ~
~ of ~3-3. US ~ ~ (up ~ ~1~), ~ ~ (up ~ ~en) ROW ~ (~ ~12 ~) ~ F~

~3-~ ~l~ ~= ~ ~ ($t3 ~gion ), US ~ ($12 ~on) ~d US O~ ($9 ~n) ~g ~

to vol~e shovel.

(~ ~on). F= ~t FG (~ ~on) ~ ROW ~ (~ ~). ~ ~ ~ ~ $1~ m~ ~ ~
~6,~ ~= ~s ~9,~ ~ ~3-3.

W~ ~cel revenu= ~ $9 ~Hon ov~ ~3-3. US FG (~ $15 ~on) US O~ (up $3 ~) F~ ~t
~ ($2 ~ll~) ~d ROW ~ (@ $1 ~£on) ~co~d f~ ~ mv~ ~e. E~ W~ ~cel ~v~
~ $12 ~gion ~ Q93-3.

~ ~S S~ ~v~ de~re~ M ~lli~ ~ ~ due ~ ~ ~ ~ ~ ~S 6.0 Upg~¢. ~
O~ (do~ ~ m~on), E~ ~ (~ ~ ~on), ROW ~ ~ F= ~t O~ (do~ $2 ~ ~)
~md for ~e ~re~. Of~g ~ ~, US O~, ROW O~, ~d F~ ~ ~ w~ up $3 ~o~

S¢~s ~s~ m~nu= ~ $12 ~ over ~3-3, ~y ~ ~lt ~ US ~ (~p $9 ~on wi~

Bundled P~u~s (u~s in t~s, reven~ In ~lRons)

16
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SEQMEN~IAL QUAIWE~S

Office Revenues
(Percent of Desktop Ap~icatior~s}

Win Envlro~ent ~� Envl~e~

To~a] Win Office, ~cludiag the upgrade, gr~w by $19 ~on ~ Q93~ on m~ ~t ~ of 416,~. W~
~ven~ ~cr~d ~5 ~i~ queer ov~ qu~ ~y ~ a ~lt of US FG, w~ch ~re~ $19
on ~t ~es of 138,~. Re~ ~¢ls ~g ~ue ~ s~ of ~e ~w W~ O~e up~e ~lu~ US

29,~ ~). ~e W~ Office ~d~ a~d f~ 17.3% of W~ WM Offi~ ~venues f~ ~e ~er b~t

~o~ ol Revenu~ - P~[ C~s a~ a P~mm~ o[ ~ss ~evenues

3.~.

~oduct ~s~ d~d 1.3 ~ d~8 ~3-3 ~ a ~enm~ of ~ss revenue. Fa~ m~ ch~g~
ac~ount~ for 0A ~u of ~ ~pm~ment. US FG ~d E~ ~ m~nu~ dec~d 15% ~d 9%, ~cfiv~iy
w~le ~e O~ ch~l (whi~ is mo~ ~st e~c~n0 ~c~ 32%. ~dw~ a~d f~ a lower
of US ~ ~d ROW ~ ~v~u~ d~g ~3-3, ~s~g costa ~ d~e ~ ~ c~els. ROW ~ ~s~s for
Dau~b~e ~d ~wlo~t T~ls ~cl~ed ~ 22.0% to 18% q~r to queer, ~fl~tMg ~e g~w~g
si~ific~ce of Acce~. US FG W~ws 3.X cos~ dect~d due ~o a s~f~ from upgrade to s~d ~uet (up
from ~% of rev~ue ~ll~s to

Results of Operations 17
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of DOS 6.0 (w~ch ~ a~ve ~v~e m~g~s) ~ lower US FG co~ for W~ows 3.X. ~ a~o~
f~ ~ lower ~n~g~ of ov~ ~venues q~ ~ ~r (d~ ~m 7.~ to 4.8% of t~ ~evenue),

f~ a Io~r ~n~$� ~ov~ ~v~ qu~ to q~ (d¢~l~g ~ g~% w 7.0%), ~g fi~o a ~t

Oper~Ing ~p~s {In

Q93-4 operating expenses increarscd $27 millitm quan~ to quarter. Increased payroll ~coum up 5%) caused
44% of dr¢ increase. Product I~vdopm~t (,p $9 ndllion), profe..~ional feos (,p $3 million), and Iravel ~d
emealahunem (ap $8 taillion) caused the re~naladex of d~ change.

The inc~ in Q93-3 opening ¢xpca.~ reflected 7% hcadco~nt growth (13,802 fo~ Q~3-3 vs. 12,888 fo~ Q93-
2), PS$ obligatkms (up $8 millltm), and bad debt expense (up $6 million). ~ L.cr~t~ in Q93-2 operating
expenses reflected 5% headcount growth and marketing expenses r~lated to l~Oduct inaoductlom stmh as Access
and Windows for Workgroulm. The immm~ in Q93-1 eperatln$ expenses nfflected 6% headco~mt growth.

Interest and Nonopemtln~ Exp~nso (in nmons)

No,opiating ex~erze
~.~ a.~t a~,r’,,m* $ (2) $ (2) $ (2) $ (2)      $ (2)

18
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COMPARISON WITH COMPETrrlON

Software Industry Comparison - (trailing twelvo

Net income

Re~utts of Operations 19
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COMPARISON WiTH COMPE1]TION
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COMPARISON WiTH C~3M PE31"n ON

MICROSOFT

Reseat~ a~ develq~eau 105 I ! 1 116 138 470
and ee~f~ng 264 315 313 :313 1,205

Results of Operations                                                             21
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COMPARISON WITH COMPE11110~

NOVELL

Tr~hng
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COMPARISON WITH COMPETITION

Lo~us

Results of Operations 23
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BORLAND
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Other Data

25
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C~p#,~isoN wn~ CoMPL=TmoN

Primary Competitors Weekly Closing Stock PriCes - (JantmW 1 - August
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CO#.IpAIIISOH WITH COMI~ E’II’TION

Other CompetitorS {cont.)
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Other Com~Ho~ (cont.)

29
Results of Operations
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Other Soltware Company Weekly Closing Stock Prices - (January I - A~us~ 5, 1993)
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Comparison with Competition - June 30, 1993 (dol;ars ~ ~llions)

Stack( Ranklngs (1 is lop, 21 Is bottom)

F~esutts of Operations
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Key Relationships

C~5 p~r sha~ $2,00 $1~35 $1.53 ~].11 $0.11
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COMPARJSON WITH PRIOR YEAR (FISCAL YEAR)

Income Statement (in n~lllans)

FY93 FY92 ~.~

Am~ual net revenue imI~oved by $994 mi]fion, o~ 36%, in FY93 due to growth tn all sale~ cha~te|s. The. inc~ase,
by channel, included Emope FG (up $7.62 milli~), US FG (up $256 million), OEM (up $254 million), ICON FG
(up $120 miliion) and Far East FG (up $71 n~lion). Application~ increased by $’754 rafllion and Systems by $202
millior~ Hardware, oa lhe o(her hand, declined by $21 n~Uon.

Standard applications gnaw $560 n~lllo~ or 4"/%. Upgrades grew $181 miliion ~" 70% and upgrades relxcsented
19% of Application’s reveuee year to dau:.

Dm’ing FY93, exc~mgc ~ates had a $70 mitllon uegadv¢ impa~:t on ~s,c~ues.
Cost of xevanu¢~ remained uzchangcd /d 16.9% ycm to y~, a~ u~_avon~,]� n~m-,Im~inct cost i.,zc~,ases (1.2
poLn~s) were o~ by other cost decllues (�.g. com-int~sive hm’dw-a~ sales w~e less dg~qcant in FY93, falJing
b~ bod~ dolJm" terms and as a pe~ce, n~age of re~ezue). Systems cosls fe, g 1.0 point Iz~’mu-Lly due to a drift in
revenue flora US a~l Em~3po FG to the co#t-efficient OEM channel, the inlrodt~limt of DOS 6.0 and a favorabte
shift of USFG Win 3.1 sak~ ~mt updau~ to a~mdmd Im3duct-

Ope~ting expenscs, overa~ were signiF~q~ly impacted in FY93 by a 25% growth in headcoont.

Re.~.,a~h and developmemt expenses increased prhna~y due to paymD (up $48 million or 32%, headcount up
16%) and product devcloTmtent (up $26 million or 55%).

S~Ias and marketing expanses ~ $351 mtll~on. This repre~nted a growth rate 5.0 points higher or $43
rai|lion r~ore than the growO~ of net ~�~¢nu�, The ~w¢� primary causes for the increase were payroll (up 42%,
h~dcount up 29%), r~rketing (up 35%), and travel aM entorudnmant (up 30%).

Gener~l and administrative exponse~ rose $29 hal|lion but declined by 0.l point as a percentage of net revenue.

Results of Operations                                                            ~’~
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COMPARISON WITH PRIOR YEAR (FBCAL YEAR)

Net Revenues Iin millions)

Era’opt FG ~ ~e ~ ~v~ c~ duc ~ ~ f~ W~ ~ ($1~ ~).
Novemb~ ~1~ of ~ c~ ~5 ~ ~ ~w ~v~ue, w~e MS-~S W~ d~ by $32
~Eo~ Sy~ ~ ~ ~ ~ W~ B.l ~ ~ MS-~S up~ ~8 by ~9 ~on ~d $28
~ion, ~v~y, w~ ~ MS-DOS ~ ~0 ~.

1CON ~ w~ ~l~ ~ ~ f~ W~ ~ (~ ~on). ~-~S ~ ($~ ~). W~ows 3.1
(~0 ~), A~s ($12 ~). W~ ~l up~ (~ ~), W~ W~ up~

~ ~ FG’s ~v~u¢ g~ ~1~ W~s 3.1 ($15 ~), ~¢ly ~ m ~
K~ ~ ~ ~o~. ~ ~ W~s ~pS~fio~ d~e-~ ~ new ~1~
~xcel ($8 ~Hi~), W~ ~1 ~ (~ ~), W~ W~ up~s (~ ~n)

3.1 ($M ~on) ~ W~ ~oj~t ($1g ~). ~ ~fio~ ~ Nov~ ~ of ~ ~d~ $38

~ i~ ~92

~ ~ ~ D O~s ~bs~ ~c~ w~ ~ $185 ~on fi~ ~ ~ow$
73~ of ~ ~o~ R~u¢ ~; $131 ~ ~ US 0~, ~8 ~i~ ~ ~ ~M ~ ~ ~ ~ I~N
~M. ~fio~y, ~ ~S ~g $ys~ ~w $~ ~, w~ ~H~fi~ ~ $39 ~,
w 161%, to ~3 ~

Sys~s ~ ~ atomic ~o ~ 3.1 w~ch ~ by $331 ~ ~ ~-~ up~ (~p
$1~ ~H~). ~y o~g ~ ~ ~ a ~ ~ W~s 3.1 ~
~ ~W~ws3.0~ (~ $1~ ~),

W~dows ~ w~ ~e k~y ~ a~l~ ~ ~y ~. ~ ~ f~ W~ O~ (up

~ f~ W~ W~ ~179 ~Eon), W~ ~1 ($155 ~), W~ ~w~Po~t
~ (~7 ~), Wm ~ ($33 ~) ~d W~ W~ ($B0 ~). ~t of

of W~ W~ ~w~ 81% of W~ ~ ~w$, ~ 75% of W~ ~w~P~l ~), ~ M~fi~ ~ ~1~ of

~dw~ ~v~u~ s~w~ du~ ~ ~ ~ S~us ~ ($11 ~) ~ B~
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COMPARISOf4 WITH P~o~ YEAR IFISCAL YEAR)

Fifteen Leading Products (units in [housan~s, revenue in millions)

Continued sU’ong shipmca~s of ~ W~ Offi~ ~ W~ ~ce up~ b~ c~ m ~ ~sifive
v~ f~ W~ W~ ~ W~ Excel ~ ~93, US ~ ~p~ ~7,~ ~, ~ ~ ~P~ 478,~ ~
md ROW FG ~p~ 214,~ ~. W~ Off:~ ~ W~ ~ u~ ~ ~ ~ion ~m~

v~c~ n¢~d~~. ~�~ ~�~t ~a~]t d~x mov~g~
~d~ pr~ to ~ kss ~ve b~e.

W~ W~d mv~u~ ~ $179 ~on ~ ~ Y~ on ~t ~ of 2~, ~ ~e ~r~ w~
p~y due ~ movem~t ~ MS ~ W~ ~ W~ W~ ~S ~S W~d ~ ~ ~ ~on
ov~ ~). ~ c~e~ te~a~ ~ ~v~u~ ~ln~ ~ ~ up $91 ~ ~ ~.~ ~, US
up $55 ~ at ~l,~ ~, ROW FG up $I9 ~, US O~ ~ $9 ~on ~ F~ ~ ~ ~ ~

W~ ~1 reveau~ we~ $155 ~ over ~ ~ ~t ~ of 2,~,~. ~ ~ls ~
ov~ ~ Emo~ FG (up ~6 ~ ~ 831.~ ~), US FG (up ~4 ~i~ m ~,~ ~), ROW ~

~ g~ to O~. ~ ~ $331 ~ ~ ~13 ~m ~ O~. ~s ~e ~ o~

~), ~d F~ ~ O~ (~ ~ ~). ~difio~y, ROW ~, ~ ~ ~ ~ ROW O~ ~
~on, $15 ~on ~d ~ ~ ~fively.

~), ~ ROW O~ (up $10 ~). E~ ~, ~ ~ OEM ~ ROW ~ ~ ~ ~as
~or y~ (down ~0 ~ $11 ~ ~ $10 ~, ~fi~y).

to com~ddon. ~�ls ~g ~ ~low ~ ~e ~ ~ (~ $17 m~ to 1,~,~

~92) ~d ROW FG (do~ ~ ~n). ~�ls ~g ~r ~venu~ ~ US OEM (up $12 million),
~ FG (up $3 m~n), E~pe (up $3 ~li~). ~ ROW OEM (up ~ ~lion). Revenne ~1~ w~
due to a s~ft to ~ O~ c~el ~d pd~ ~d~tions ~l~d to

~e~ of O~t~ns
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COMPARISOfl wl’l~ PRIOR YI~R {FISCAL Y~R)

~ MS-~ 6.0 ~ w~ ~ ~t ~ �~ ~ ~3-3. ~venu~ ~cl~d ~ ~ ($11~ ~illi~ at
~855,~ ~u), ~pe ~ (~2 ~on at 1,213,~ ~=). ROW FG ($34 ~lti~ at 895,~ ’~), ~ ~
~t ($2 m~i~ ~ 53,~ acm~ ~).

Bundled Pr~s (un~s in t~s~s, r~enu~ in mill~ns)

toa ~ mO~ ~d~g~ ~

~ of ~venues

Net ~ct ~sm ~ 1~ ~, ~ ~ ~s~ by ~ h ~u~ ~. N~-~ ~st
~ w~� ~y due to ~ative ~uf~g ~.

~. E~ ~ ~m fell 1.5 ~m ~ a ~lt of a ~% ~l~ ~ ~-~ ~w~ ~. US~
Sys~ms ~s~ ded~ ~m 1~.1% ~ 14.6% ~ a ~lt of fa~bl¢ ~n~ ~. ~ ~x ~f~ ~
Windo~ to ~S ~S ~ ~ a~ge ~g~), ~d ~ W~dows ~v~ue ~ ~ ~R~ ~

~ a W~uc~ g~up ~is, ~ re~n~ fall m ~ doI~ l~S ~ ~ a ~n~� of ~u~ c~smg a
0.7 ~l ~Wovem~ ~ c~lida~ ~g~s. S~ costa fell ~bs~li~ly ~ to ~ ~ a ~lt of a
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COMPARISON WITH PRIOR YEaR (FlSC~

c~g¢ ~ ~v¢~ue mix ~m US ~d E~ ~l ~ O~, ~d ~p~m~ ~ US~ syst~ cos~ US~
~s~ cos~ fe~ 3.5 po~ for ~

operating Expends (in

~m~g ex~ grew 38% com~¢d to rev~e ~ of 36%. ~w~ ~ ~oll ~d m~ ex~

m~i~, Emo~ FO up 40~ ~ $112 ~11~ ~ ROW ~p 138% to $57 m~fion),

(up $~ m~ ~ 58%). ~of¢~i~ f~s (ap $16 ~oa ~ 41%), ~nt ~ u~fi~ (ap $15 mi~i~ or 29%),
m~t~¢ ~d ~ (up $]3
~o~cad~ (up $12 ~on m 46%).

Inte~ a~ Non~ing ~pen~

7~ I~g~ ~ a ~ ago, but yi¢~ ~ ~m 5.3% at J~� 30, l ~ to 4.3% a~ J~¢ ~, 1993.

bcome T~

~� com~y’s eff~dve ~ m~ ~ ~t at 32~ y~.

Nm I~me
Net ~c~� w~ $953 miltion ~ 35% ~gh~ ~ l~ ~. ~ a ~¢nmge of ~t ~na¢. n~t ~m¢ ~1~
0.3 ~. ~o~ Wofit ~ flat at 83.1% wh~e o~g ~ Mcr~ 0.8 ~m. HonopcmtMg

Resutts of Operations                                                                 ~r
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COMPARISON W~TH PRIOR YEAR (QUARTER)

Income Sl~tement On millions)

$ 0.~

The $224 million or 27% compasatic¢ quarter net reve.rtu¢ increase was shared by all channels, including OEM
$92 million), Far East F’G (up $40 million), US FG (up $30 million), ICON FG (up $27 miliinn) and Emop¢
(up $22 million), By product group, gsowth was cmuprlsed prima~y of Applications (up $I45 million) and
Systems (,ap $59 miliion) with a decline in Hal’dwme bY $7 millioaL The increa.~: in Appticati~ns was largely duo
to Win Office wluch grb~v by $91 million, while Systems was elevated by the MS-DOS upgrade. (up $131
Windows applications revean¢ tns¢ $138 milfion to $445 million. Both MS-DOS .and MAC a~. pliontions.~ecli/ted
as a pexuantage of total appliuatioas (down 4.6% and 3.5%, respectively) as the Windows envtronment climbed to
78% of all applioatians sold during Q93-4. Applications r~veane ~ upgrades declined $5 millian or 4.9%.
Stondard applic~ations grew $123 million or 38%.

signif’tcandy hi~e.r than a year ago (up 3.4 points), prodact costs          ¯
Applicatioas and Windows. In addition, USFG costs

decli.aed from 17.6% to 13.2% as a r~ult of the DOS 6,0 mtrooMcl~an, and a favorabl~ shift m mtx from Wm 3 1
updates to standard ProducL
Research and development expense, as a peffc.cntage of tex~’on¢, incrcgs~d 0.8 poi.nls. Absolute dollas~ Into’eased
primarily due to higher payroll (up 28%) and Imxluct de.v¢lupraunt (up 66%).
gains and marketing represantod 56% uf the incrtase in total operating uxpe.ns~s. Payroll increased by $23 million
or 31%, bad dcin Increased by b~/miBinn or 89%, and ~’awi and entertainment increased by $5 milfion or 36%.
General and administrative expanse rose: $9 million in absolute terms, and iacrcased 0.3 points as a percent of net
rcveonns versus last year’s quart~, primarily due to payrol| (up 32%).

Results of Operathns
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COMPARISOH W1TR PRIOR YEAR (QUARTER)

Net Revenues Iin ini~lions)

~

... P~y
~ FG’s ~w~ w~ du~ to ~e M$-~S up,do (up $55 ~n) ~ Wm ~ (~ ~5 ~)
off~et~g ~ ~s w¢~ ~s ~ W~ws 3.1 (~ ~ ~) ~ WM~ws 3.1 ~d~ (~

$21 ~on) ~M~ were r~M ~ A# 6. 19~.
1CON F~ ~ ~joy~ ~g ~w~ wi~ ~� MS-~S ~ (~ ~ ~) ~ W~ ~ (~ $9 ~)-

Howev=, a ~ ~1~ ~ W~dows 3 1 O#~ (do~ $? ~) ~ a ~ ~t on ~ ~.~ ~t FG ¢x~c~ ~men~m compile q~u # (up 1~) ~ ~g~Y m W~ 3A (up $20

..... ~-- .~ ~-~r O~~f~ ~m E~ (up ~ ~)"

Upg~d¢. ~ c~n~t. MS-~ f~ by ~ ~-

S~ng ~ep~ of W~ ~ (~ ~5 m~on) ~ ~s f~ Wm W~ (~ ~I ~), Wm Excel

$8 ~n) ~ W~ Pow~P~t (~P ~ ~on). ~ f~ W~ 3.1 (~ ~ ~). W~ Excel

O~s ~4~ ~ w~ b~ ~ ~ E~, ROW ~d US ~ ~ 1~, gS~ ~ ~%.
W~ 3.[ 1~ ~ way, ~ $~ mi[li~ ~lu~g ~8 ~ ~ US O~. ~ ~fio~ MS-~ ~w by
~1 m~lSo~ ~l~g $13 raison ~ ~ US, ~ ~ti~ ~ 4~ ~ ~ ~

~s¢ of ~ ~h. 1~3 ~ of versi~ ~.O. W~ 3.1 u~ ~ ~ ~ ~1~ of W~ 3.milli~ helpM m offs~ ~� ~ of a ~1 ~B~ d~ ~
d~ ~2~.
AppEcad~ ~c~t ~w~ ~s m~y atm~mbl~ to Wm Wo~ ~ ~ ~ ~ Wm ~cel (up ~6
~on) ~ Wm Pow~ ~t (up $15 ~). ~. W~ ~j~t ~w ~ ~m ~ ~, wM~ ~

~ m~¢n~ f~ W~ ~ wMch ~w $91 ~n. ~ m~. ~fi~ ~1~ ~ ~ u~. ~w

S~Us
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FIfleen L~:~ing Products (un~ in ~u’s~ds. re~en~e in millions}

Si~t qu~rly ~ ~ W~ E~l ~ W~ WON ~t~ ~om ~d s~ng
Offi~ b~d[e. S~es of W~ ~ ~d W~ ~fi~ u~m~ for US ~. ~

to~ $162 ~ v~ ~m~I~ ~2~ of ~3 ~lfi~ S~g ~ ~
~sitiv¢ vo]~ v~S ~d ~g~v~ ~ v~.

~ ROW ~ ~ 214,~ ~. W~ Of~ ~ W~ ~ u~e c~

1.9~7,~ acm~ ~), ~ ~ (up ~ ~i~ ~ I,~,~ ~m~ ~), ROW

W~ows 3.1 ~ ~ ~0 ~ o~r ~2~ ~ ~e ~ ~ ~n~ to ~ft ~ ~ to O~. .

ve~o~ of W~w~ 3.1 w~ ~l~ w~ch con~t~               d~

~) ~ US FG (~ $10 ~).

259,~ ~), E~ ~ (~ ~ ~)" US OEM (up ~ ~), ROW FO (up $5 ~l~n)
(up ~ m~)- ~ ~ ~ due to ~g s~ ~ ~ ~uct

W~ Excel mven~ ~d ~ ~ m 698.~ ~ ~s 412,~ ~

~ ~1 ~ (up ~ ~on), ~ RO~ ~ ($3 m~n). Ova, ~ ~ w~ ~ ~ ~ng ~ of

ScUm Mou~ ~vcn~ d~d $8 ~Ihon d~ to pn~ ~ct~ r¢~
OEM ~el ~els ~g mv~ Iow~ ~ ~ w¢~ ~ FO (~ $I0 m~H~ to 212,~ ~ -

41
Results o! Operations



M S-PCAIA2 000000139
CONFIDENTIAL

CC~IPAmSON WITH PRIOR ’YEAR (QUARTE~.)

and ROW ~ (do~ ~ ~). ~ ~g ~ ~vcnucs w~ F~ ~ ~ (up ~ ~), US O~
(up $3 m~n), ~ OEM (~ ~ ~n), ~d ROW O~ (up $1 m~lion).

Bundled P~ducts (un~s in t~usand~ rsv~es in ~}l[ons)

top bundled p~odocl xcvcno¢ incxca.~l 202% ov~ ~2~ ~ m~y to W~ ~ w~

~cre~ 75~,

CO~ of Reve~

~d ~ ~es 03% ~ Q~ W~ 3.1 ~ven~) ~o ~ ff3% ~ Q93~ W~ 3.1

G~s ~uct ~ f¢ll ~ ~fi~ 0.6 ~ ~ a ~lt of a fav~b~ ~ ~ ~w~
~v~s ~rcw ~ 14.1% oft~ ~vcnu¢ ~ ~ to 23.1% ~s quit. ~ $33 ~l~on ~ ~ W~dows
~vcnu¢ mcount~ fo~ mo~t of ~� ~ow~.

42
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COMPARISON WITH PPJOR YEAR (QUARTER)

Positive mveno~ adjuslm~Zs had ~ 0A po~t ~pacz ~ gr~ m~.

Non-~ ~ ~c~ 3.3 ~ com~d to ~z y~’s queer.

~ a p~uct ~up ~s. g~ ~u~ c~ felt 03 ~ ~ ~w~ (w~ is m~ ~-~t~i~) ~cl~
~ 8~% of ~ ~ m 5.5%. Sys~ ~ f~ll 2,4 ~ due m a fav~b~ ~t to OEM. ~d cost
dec~s ~ USFG ~S 6,0 ~uc~ ~d hvombJ~ mix s~fi of ~m 3.1 ~ u~es to s~d p~uct).

Oper~in9 ~pensos (~ ~alons)

E~o~ ~, ROW FG, ~d ~S. R~ ~d dev¢lo~ pa~D ~ $12 ~ioa ~ ge~ ~d

Interest a~ ~noper~lng E~n~ (In mtlI~ns)

Results of Operations 43
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PROPERTY, PLANT, AND EQUIPMENT

FY83

Property, Plant, and Equipment (in millions)

Buildings iac~cd $44 million during ~e y~af due W Building 24 ($12 ~). B~g ~ (~ ~o~).
C~y~ P~k ($3 m~on). Bu~ 8. 12. ~d 13 ($2 ~ ~h). g~ ~p~ ~cfi~ (~ ~on).
Fr~ ($14 ~ion), ~d ~l~d ($7 m~). off~ ~ a ~ ~ l~Id ~v~ ~ ~ U~

O~r ~, pl~. ~d ~t ~go~ ~clu~ ~c ~ ~ ~i~ ($14 ~l~on), dom~c
{~ehold ~p~v~¢n~ (~ ~), ~d domCs~c ~¢{~c~ ~uipm~{ (~ ~on).
l~¢~Id ~p~v~mCn~ ~ $31 ~o~ ~lu~ ~{io~ h Ja~ ($13 ~o~), ~ U~ ~ ($5
~o~). ~ a ~s~ion ~ buil~ h ~ U~d ~gdom ($9 ~on). ~ ~ ~ b~y

~do~ h ~y (~ I ~Hi~). ~ ~ ~d~ ~y

Financial Con~
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PROPERTY, PLANT, AND EQU~PME~,qT

Q93-4

Property, Plant, and Equipment (in

~n ~ ($1 ~on), g~ ~s c~ ($3 ~n), ~o ~3 ~), ~ ~ (~ ~).

~ ~, p~ ~ ~t ~m ~ude domestic ~ ~ ~t (~ ~). ~=tic
l~kold ~pm~nu (~ ~),
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OTHER ASSETS

Other Assets (fn ml~ions)

Mark=

D°r~g KindetsL’v 16 16 _.

go ~

Financial. assets mprea~n!, om mi~orky. ~nv~-’m~e~ts.       , in compa~cs w~l,h sl~’ate~ic technologic. Ildnofity
investments ale camed ~t co~t less amort~almn, wb.Jch we ~ a vaJua~on aliowa.,’~, for life excess of cost over
our sha~e of ~e pro-ra~ book value of the ~nve~m~t. As ~vestee~ emn income, ~ need for ~mre v~ation
provisions fo~ these investments is therefore xeduced, T~� vai~fion p~o~isio~ lhat is made each quarter covers arty
potential loss= on the dispo~tion of l’mancial ~ssets. TM provision is cl~arged to n~nopeJating incom~ in the
f’mid stmeme.ztts.
Intellectual ptope~y rights repre~nt pro’chased cede or other intellet:mal property and rights. Their ~ i~
amortized ~ periods ~" up to five years. Amc~ation is generally charg~l to resea~h and dev~lopmtmt

Miscellaneous aasets include other long-term asset~, Ixima~y lease and othe, deposi~ and patent rights.

Santa Cruz Operation

Results of Operations (in millions, unaudited)

Financial Condit~bn
61



MS-PCAiA2 000000148
CONFIDENTIAL

~h Ro~ (in ml~bns, una~)

~t ~.

m~w~ ~p~s w~ ~ve ~mtly 8~ ~ubllc. B~ ~ &e off~8 ~ce d ~t2.50 ~r shine, S~ w~
v~u~ m $36~ mgtion.

62
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Subsequea~ ~o th~ IPO, on ~y 10~. J~ ~s, ~’s c~
ad~fi~, SCO ~ ~s f~ i~ ~d ~ ~m~ of ~.~
~ym’s ~c~ of ~.15 ~ ~. ~ two ~m ~d a
S~’s ~ price m &op ~i~y ~ ~e off.g, ~ct~g $3.375 ~r ~ ~r ~e ~gs

s~e. At ~¢k mee~g ~ July ~d, ~e ~ of ~t~ ~[d~ ~ to ap~t a new ¢~ ~a~ly.

On Au~st 8~, ~ ~ c~ at ~.375 ~r ~ v~ ~e~gs ~ ~ $27 ~. ~c~’s ~ is
~bj~t to a "l~k up" a~ent wi~ ~ ~d¢~ w~ ~ it ~ ~g ~ ~ugh ~ No~m~

~ due ~ ~eg~ I~k ~d~ mg~g ~e ~ of I~ ~ ~d ~ ~s s~.

Dorling

~esult~ 0l O~or~ions (In mi[ions,

Oash Flows (~ miil~ns,

Financial Condition                                                                   63
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Dorling Kinder~l~y’s book value at March 31, 1993 was $58 rnilllon, of which Micn3soft’s I9.6% share
~pr~ented $ll million. The cost of !vficrasoft’s invesUnent was $16 millio~ so cost in excess of our pro-rata
shm~ of book value at March 31, 1993 was approximstcly $5 million. DK also has an outs~andlng $4 million
long-term loan from Microsoft. The Juue 30. 1993 market value of o~" in,~estrne-nt is $45 million, however.
Microsoft is c~n~’aclzztally prohibited from selling its sitar~ until the J~ane 30, 1994 t-mancial statements ~
rclea.~ed.

Reve~ in Q93-3 wer~ down $3 million from the prior quarter and 24% unde~ plan. DK’s F¥93 revenue
forecast is £88 ntiIlion ($142 million), down 4% from th~ original forecast used in the IPO and down 6% from
planned revenues of £94 miIlien. For the quart~, new business re~ were 25% below plan and backlist
revanues we.xe 21% below plan (becldist refers to tho~ titles wkich axe not wil]im the first year of publication in
the LrK and US). The impact ft~m th~ revenue shortfalls was net income 50% matur plan. DKs b’tock price
incseaz, ed 2~ per~ fz~ra its March 31, 1993,’prien to close at 295 pence as of June 30, 1993. Th~ laurenc�
r~resents a 10% change over the period.

Cash ~ by $5 millien during the. qum’ter dzze in large pext to repayment of long-term debt. Employee~
nmnbered 877 at March 31, 1993, 9% above plan of

In Q93-3, Microsoft released ",he multimedia Imxluet, "Microenft ~’, which was developed by Microsoft
and bas~l on DK’s Eyewitness and Alias $~as books. In Q93-2, Microsoft released "Mnsianl Instnanen~"
of June 30, I993, actual n~venue~ for Musical In, St~LUnCz,.ts were $500 thousand or 561~ above plan.
Development is ~g on "insidu the Hmnan Body’, "Chilthen’s Encyclopedia", "The Way Things Work".
aml "Chilthcn’s Dictionary."

Citrix ~-~stems

Mic~soft h~ a $2.3 million equiW invcs~’nent in Ciui~ convertible profem~ stock. Of this amount. $2 million
was purchased as ~ of a $5 million financing round in I~..craber 1991. In Febmury 1993, 1v!ic~ft also
converted an additional $300 zhousaod in4dg¢ loan to equity, as part of a $2 millh~ financing. Our
rcprenen~ nppn:~.imazety 12% of cm~non share ~val~nt~. Oth~ s~g~H’zcant shareholders ira:Jude Intel, Kl~in~z
Perkins, Mayfield Parmers, and Scvin Ro~m.

As of Inne 30, 1993, Citxix ]~ad a book value of $1.5 million, o~ which Micn)soft’s 12% represenm SIT/thousand;
cost in execs of ~ shurc of book value was approximately $2.1 xnillio~.

~ficrosoft atso h~s a $750 th~,t.,annd development agreement andur which Ciuix p~fonns OS/2-m]ared wo~ for
o~ beuefiL Under the rams of this ag~emant, paymanzs take the .form of c~dits aga~qst ~oyal1~ e~ other;vise due to
Citri~ andc~ OS/2, Windows, and Windows NT linensing agreements.

~ the six mond~ ended June 30. 1993, Cizrix had $1.:8 million of revanues compazed with a plan of $1.9 million.
Total expenses fo~ the six months wurc $3.6 mLgion rcsulling in a uet Io~ o~ $1.8 ~ As ~ July 21, Citrix
had adequate ~quidity with $640 thousand of cas~.

]n late In]y, Citrix signed an agreement with Nove~l to ce-dis~but~ and co-develop appfic~don s~rver p~oducu;.

Citx4.x is in the final ~ of completing additional financing with Weiss Peck & Greer and ’Digital

Natural Lan9uage Incorporated

Mien~oft has a $2.3 million equity investment in Natural Language Incorporated rep~senling an 11% een’anon
shax¢ ~lalVakmt interest in the Conlpany. ~ has negative equity and ~ur inve.~txnent is berg amot’zized along
with other ftannciM assets.

We also have a $323 thousand convexftble promissory note ftt~m NLI, which WIll convert to common stock upon
the next zasuanc~ of equity. In Aprit 1993, the malority of the no~ was extended to October 1993. Once asain,
this no~ is in default and the ~ is asaln considering extanding the matmit y.

in the ~’e|vu months ended June 30, 1993, 1TLI had revenues of $3.1 million ($4.5 million planned), operating
expensas of $3.1 million ($3.9 million planned), and a nel loss of $632 tho~Jzand (lo~s of $332 thousand planned).
In the quarter ended June 30, 1993, r~venues were $510 thousand (venus $9fi0 thansand pianned, ami down
$941.000 in th~ previous quarter), operating expens~ were $8413 thousand ($q78 thousand plaaned), and net loss
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was $473 thou,cund (income of $123 thousand planned). These re.suits compare unfavorably with the previous two
quarters, which were profitable. NL1 had $509 t~oasand in cash and $1.9 million negative equity as of June 30.
1993. This cash position has stayc~d relatively constant over the past two quarters as receivabt~ have fallen
coa.dderably through aggressive collections. Unles~ revtmues pick up signifmantly, howev~’. NLI will become
cash flow negative, going froward.

T~e Windows version of NatoraI Language is due to ship on Cctober 1st and thv company expocts this to put the

Fi~anc~a! Cond#io~ 65
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CURRENT LIABILITIES

FY93 curP~t liabilities inc.Eear, ed $116 million to $563 million at ,lane 30, 1993. Accounts payable were up $43
miJlion due to volume ~elat~d iue~cases. AccRzcd compcr’~,’~fion increased $24 miili~ due to ~he accrual o[
bonuses ($7 million), employee f’~,nges ($5 million), the domes~c employee stock pu~hase plan ($3 million), and
subsidia.,3, pay~ol} dining increases ($9 million). Income tax~ payable increased $54 million due
on taxable income. The increases we~ offset by a dccre, as~ in odmr liabilities ($5 mililon).

Q93-4 ¢ununt liabilities increa.~d $14 million v~a~s Q93-3. Accn~:l componsafion inc~:ascd $.?A miffion dee to
Lh¢ accrual of’ bonuses ($7 miIilon), Se d~nestic ¢mployR S’lOCk parch,a~ plan ($6 mililon), and ~bsidia~’y
payroll timing increases ($6 million). Income laxes payable inc~sed $’37 million du~ to accruals based on

STOCKHOLDERS~ EQUITY

FY93 stockholders’ ¢qulty in~eaw, d $1 billion, fi’om $L2 milLlo~ to $3.2 million. Hut income ($953 million), the
exea’cise of stock opdon.s ($T~9 million), and i~]come lax b~-ncfils z~intod to stock opilons (~’207 million) wes¢
offset by (ransladon adjnsOnents (:~30 million) and the ~.purchase, of sha~s ($250 million).

In Q93-4 stoclr.hoIdcrs’ equity increased $231 million due to net income ($265 million), the e~e’mis¢ of stock
options ($44 million), and income ~,x ’0~�fi~s related to stock options ($41 milfion). Thee incrcas~ wese
by stock ~pm’chases ($105 miLlion) and Iransindo~ adjustmants ($14 million).

Financial Condition 67
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CHANNEL SUMMARY

Nel Revenues

O~mting In~)

~ S 485     3&5%    $ ~    3~    $ ~)
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EUROC’E FINIC~IED ~.-~OODS                                                                          r

L~ad|l~g Products (un~s in thousa~, revenues In ~llJons)

s ~3 ~ $ io~

W~W~d ~ $ ~7 $ ~ ~ $ ~ $ 315

~% ~ ~ pl~. W~ OW~ ~ 49% of W~ W~ ~ W~ W~
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Oua~t~rly Growth

w~ ~7 ~ t~ ~3 4 t~ (6) (I) (~)

Busl~ Un~ ~even~ ~n ~)

v~
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BALANCE SHEETS AND CASH FLOWS

Fiscal Year Ended June 30, 1993 (in millior~s)
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BALANCE SHEETS AND CASH FLOWS

Quarter Ended June 30, 1993 On millions)

Comm~ si~d~ ~n~d                                              (10~)
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BALANCE SHEETS AND CASH FLOWS

Measures of Financial Strength (in m~lions)

Rale of Return Indic.atom (annuall;zed)

Cash, r.<luival~ts, and slmn.mnn fitv~m~cnts P.~chcd $2.3 bil~on at 1tm¢ 30. 1993. One year ago, cash
wc~e $1.3 bi~io~L

Equ~o/rspms~ts 85% of Microsoft asasu.

Stock Repurchases

To p~ov~d¢ shams for, and rcduc~ the ~ludv¢ cff~c~ of" ~ st~ck option plan, the Company pm’ch~s~ its own
stock fit d~ opan mar’~L Pmchas~ ~-� made during a w~dow that bcF~ns severa] day~ ~ we have
earnings and ex~cnds tf~rangh the earl of the srcond month in eack quintet. Pm’chasrs arc made tln’ough Goldman
Sachs at our dh-cctJon. During 1993, we repamlumcd 3.1 million slm1"cs at an avcra&¢ pdc¢ of $79.92 for a total of
$250 m.~llion, T~e stock buyback program was suspended during Q93-2, due to potcnda.lly scr,.sid’,,�,
fitfc~nmtio~ mga~dfitg the status of the PTC inves~gadon draing the rcpurchRs¢ window. A table of stock
repurchases follows.

f~ =115di~ ,~,~1~o~) Av.__~Z.L.~_=

Q~o-4 L~29,375 30

Q92.2 622~00 37
Q92-3 249,750 20

Q93-2
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CASH AND SHORT-TERM iNVESTMENTS

Cash and short-term inves~nents increased $289 million durth8 Q93-4 and $945 million during FY93 to $2.3
billion at year-end, ~e[lecdug a year over year incre.zse of 70%. These liquid asseu~ compl’~ed 80% of curt’c!!
asse~, 60% of to~ ~sse~ and 71% of,~ckholders’ equity.

Our global cur~ncy strategy foc~ased on accumulating v~ous currencies to car~y out our global bunm~ss plans.
Foreign cun-ency cash and inv~slrannts we~ 6% of total cash at June 30, 1993, compared wlih 15% at the end of

Cash and Investment Pmtfo,o Balances On r~ions)

OS$ Po~follo Characteristics

Short-term market interest rates were relatively stable during Q93-4. The b~nchmark 90.day T-Bill remained
wit.kln a 35 I~is point range during the entire qu~ler. The Microsoft l~ffolio yield denlin~ slightly due to the
malur’ity of higher yielding seem’ides puretiased in prior periods. The Microsoft pogtfotio ended Q93-4 with a
positive spread of 120 basis points over the 90-day T-Bill.

The treadless pattern of short-tc~m market inte~st rates during the pa~ several quarters is a product of the steady
monetary policy pursued by the Federal Resen~ Bank. Short-term tales ar~ fcxecasted Io increase during FY94 as
a ~esult or expe, cta~ions of a pick-up in eeo~uraie activity and a tighter FED m~untary I~olicy.

The following table compares the ~fl Ix~tfolin pre-tax yield with that of the benchmark 90-day T-Bill ov~
the trailing twelve months. Also presented far comparison is the IBC Donoghun’s Money Fund Lndax, which
nneks the pea-furmance of 588 money manet leads that invest in high credlt~ualily, short-term fixed income
securities, representing approximately $500,0 billien in assets, ff the MS portfolio wa~ ranked among the
Donoghue’s univexse, it would plae~ among fiae top 20 Taxable Money Ma,,~t Mutual Funds in the country.

MS US$ Portfolio Pie-Tax Yield versus 90.Day T-Bill

Q93-1 Q93-2 Q93-~ Q93~

s.oo~ i ~ , . ....
Microsoft

,l.o~/..~------.--
i’ "1"-13111 " -

i Doncghu~ Index

At June 30, 1993. the portfolio was in compliance with a~l invesun~nt guidelines. We continued to emphasize
diversification among security q, pes. industry groups, and individual issuers. At June 30, 1993, the U.S. dollar
portfolio eoataiund 325 positions, with an average holding of $7 million. The average maturity of these
marketable inslrumenL~ at year end 1993 was 264 days compared with 213 days at year end 1992.

Rnanc~fCond~bn 51



MS-PCAIA2 000000171
CONFIDENTIAL

CASH .e, ND SHORT-TERM |NVESZZ.I~Z,~T~

US$ Portfolio by Security Type (in millions)

The pmffolio continued ~ ~clud~ both taxabl~ and tax-advantaged secu~hies, and was divers~ied a~ross a bnmd
g~oup of money market a~d short-term ~,xed i~come secud~ types. The portfofio mix was relatively stabl� on a
qua~ter-~oKluar~r basis. The following tables summm’~e certain ixxlfol~o characteristics (’yield" represents
weighu~d average, y~eld to maturity on a pre-tax

J~. 30, 1993 3~. 30, 19~2

US$ Porifollo by Investment ~ On m~llions)

The pordofio was ak~o dive~fied across various tax categories to achieve an enhanced total yield. Approximately
50% of d~ inves~ents were taxable, 40% ~ tax-ex~zapt, and t0% were tax-advarJag~l. During Q93-4, the
v~ious ~ c~gories eam~ p~.tax ¢quivaIe~nt yields ~ follows:

US$ Portfolio by CredR Rating On

The cxed~t, quality of the MS pordolio ~nc~ased dung the year with 91% of the inve~mcnts t~ted A or better,
versus 86% a~ June 30, 1992.

Credit Rating Deilnitions

Investment Grade
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CASH AND SHORT-TERM

US$ Portfolio by Industvj (in ~lons)

Given ~ ~ov~ F~ ~o~ of ~e ~g ~dus~, we exp~d o~ ~ves~t ~ ~s ~c~.

~93 elevated ~� ~s of ~s ~ty ~.

~B ~ ~ ~d ~ ~v~t b~c¢ o£ $1~ ~on at ~e end ot Q93~.

~v~ ~ ~fi~ ~ de~k ~ ~ a ~-~ ~eld of

Foreign Curmn~

Dauts~e~ versus Dollar
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C~SH AND SHORT-TERM INVESTMENT8

Fore~Jn Exchange Management

European cun’~cies broke out of a r~rrow ra~e du.r:,ng Q93~., ~ 1h� doll~ ~l;~¢ngdlc~¢d 4 % on a~caxg¢ to 1.70

~93 p~v~ ~ ~ a v~ ~b~¢m ~ f~ E~ cu~ ~d

¯ e dofl~ ~ ~t ~t g~ ~ Sw~ (~1%); F~d (39~); S~ ~6%); I~y (35%); Po~gM
(~); U~. (~%); N~y (21%); ~d ~ (19%). ~ ~u~c~ bl~

m~ ~ ~ c~d ~ ~p ~ ~t ~w~

~94, ~ ~ ~ fo~ ~ ~g~ to a l~l ~ 1.80-1.85

low of 1~ ~ ~ ~. ~ J~e ~cy ~ened a ~ 15% ~t ~ do~ dung ~93,

n~ of a ~onger ~ ~ ~ce ~ J~ ~ ~lus. ~e ~ of a ~s~g ~tus ~d ~er

w~ 11% ~d 7% r~fivMy ag~t ~ ~11~ ~g ~93.

F~i~ ~ g~ of ~ ~i~ w~ r~ d~g ~93.

Foreign ~rren~ Inv~tmem Ma~e~

~g ~3~, ~� fo~ ~y ~t ~ w~¢ ~y ~ed ~ ~ R~d ~ g~p
f~ eight of ~ E~ ~ pl~ Au~ Co~,
~ ~uivd~t of $133 ~on. F~ ~d~ ~ ~e ~o~
~a=ch~, U~. s~r~g. ~d $~ ~on¢. ~ exc~g¢
~ ~g at ~ ~d ~ ~3d. ~� f~i~ ~y ~o~s ~n~ m ~ ~v~t~ ~ ~o~-~
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Accoums RECEIVABLE

Consolidated Amounts (tn millions)

~3~ 338
~3 4~        ~ 68 16

~4 270 42 57

Worl~lde A~ounts R~l~ble (In
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ACCOUNTS RECE~V~LF.

Ten Largesl Worldwide AcCeSS Re~le (~ ~llons)

~ ~n I~g~ worldwide ~ ~ mF~ ~% of ~� $557 ~ ~ ~ei~abl¢ f~ Q93~, a



MS-PCAIA2 000000176
CONFIDENTIAL

INVENTORIES

Days Sales (in millions)

]av~vaorles $12’7 $119 $102

~at qu~ ~u~t ~ ~fid~ by ~ ~, ~d net ~v~)

~w ~l~als, Fin~eO Goofls an~ AIIow~s (~ m~li~)

~v~ of ~ $~ Acc~ v~oa 1,0, W~dows f~ Wo~

pm~sion ~ ~ ~ m ~o~[ for ~ W~ct r~

Inve~o~es by Lo~tlon (in mill~ns)
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EUR~E FINISHED GOODs

Net Rl3vel~Je$ (in ~lll~s)
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EUROPE Fl~s H FJ) GOODS

Qumlerly Growth

B~          20 7 ~ 5 - -
S~d 14 5 15 4 (I) (]) -

~ of Reven~

O~ing E~s On

~y $ ~ s ~ $ (9) $ -- $ (9)
~ ~ m 4 1o (6)
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EUROPE FINISHED GOODS

FYg5
t~a~

S ~9 $ -

~ $ ~ $ D $ (4)

~y S 4 (t)

~a 4 3 (I)
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EUROPE FINISHE~

Net re’venues per hcadcounl were $124,0~0 in Q93-4 venus $147.~0 i~ Q93-3. Net ~venu~s per headcotmt wer~
$174,U00 in

Al~ations

The ~avo~te ~llocation varian~ ~esu]~ed prinm~y from tower Ihan plarmed ~lh:~tions fo~ resea~h and
development.

GI9~4

ALtoc~d~ were 7~ or= plau p~anm’gy ~om high=- ~,han ~xp==ted allocmions fo~ ~ and developmem.
Mo~t other alJocated expenses were also Idgh=’than plan.

Burdened Operating Income

The FY93 burdened ~ income of $485 nu’lLion v~s 2% lower titan plan~ Net revenues were $20 million
lower dmn pimp. while gross mar~in was le~ than plan. Operating ex~,~es we~ 28.5~, of net revemues
c~mpared to planned 28.1%. AHocafims we~ 7% Iowe~ tlum plan.

093-4
Bu~Xc~d op~rati,ng income was
~evenues, at 18.2% of revenues, w~e signi~r~andy higher than the plann~l 15.5%, whil© operating expea~s were
6.5~ ~f net ~y~enues highe~ than plm~ Allocations were 7% hishe~ 0urn plan.

Ooa~rly Growth
The Q93-4 buncos1 ol~rafin8 incline of ~83 million was 41% [owe~ thart tl~ $141 miltJ~n for Q93-3. Net
revenue~ were $39 miT~n ~ than Q93-3. Guess margin was 3% of r~venues lower aura the p~evious quintet.
Operating cxpellses we, re 24% hi~ than the l~ot" qu~te~ due Inillh~ly Ic. high~ marketing expellSe~
All~fions ~ $10 million higher in Q93.~.

Channel Reporling 81
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ICON FINISHED GOODS

FY~3

Net revenues were 7% Itigl~r than pla~, and b~dened opiating income was 27% highe~ thaa plat. The ~lease
of MS-DOS 6 accounted for Ih¢ majoriW of I~ positive rcvena¢ valance. The ~¢galiv¢ ¢xlPJl,~ variance was
due to additional hcadcount and maxkefing vxpet~cs api~t’ovcd at mid=year t~ws.

Q~4

Net ~vem~ w¢~ essentially ~ p]ast for Q93-4 ~ result o~ condmdng stle, t~h in Latin Amed/.a aad AIME;

Not ~vc~ue~ w¢~ 7% higher tha~ the prior qua~r,
operatin8 income was low= than that of

Results ol Operations (in
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ICON RBsH£o GooDs

Leading Products {unils ~n thousands, revenues in ndllons)

FY~3

~AC region ~ ~g~ exc~e ~ ~ ~ Au~ ~ ~ ~ ~, a ~t ~ ~ pied mix

~ ~o pl~. ~ ~ a ~ ~ ~ pl~ ~ ~ W~ ~ ~ W~ W~ ~ ~ m~

~l~ ~m W~ ~ ~ ~ ~ow p~ ~ ~ ~ ~ ~ ~ ~ ~ Io ~ ~cr
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ICON FiNZSHeD GOODS

Quarterly Growth

Net ~evenue~ increased $7 million over 8~e prior ~uat~, primarily due to the MS-DOS 6 inm~ducdon. Desl~op
appiicatim~s also had positive growth. Datab~ee and development tools were do~ $7 million due to the charmel
fill in lhe pfio~ q~a~er ~ the $99 introductory

Applications Revenue by Report Level On

FY93

FY93 Plan

s~mda~l $ ]~ $ 132 $ (12}
Upoad~ 40 ~4 6
Academ~ 9 8
Licemse 47 33 14

Tolal Application pmduc~ re’~ue.s excee~P.d pl~ 7%. License rcvermes eJceeded plan by $I4 m~.,ll~m and
~p~e~nted 21% of ~ Application veveaue, Auslralia and Canada had slnmg license a~ivity. App~afion
upgrad~ exceeded plan by $6 million while ~e mix of standard product was $12 million lower than plan.

Q93-4

Total Application imxluct Ivve~ues were 98% of plan. License ~s cxcevded plaa by $4 million and
~vpresenled 22’~ of tola! App~tlon ~evonue (up from 15% i~ the pricz qum~r). Australia and Ca~da had s~rong
li.c~e v~vity. Application ~pg~tdes excemied pla~ by $2 million, while smndm’d product reve~ue~ w~e $11
million telow plan.

Total Application revenues w~re flat wilh tl~ pr~x qua~r. Sumdard prodt~ revenues ~ by $9 ntillion.
whLle all ~ ca~,~od~
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ICON FINI~HED GOOD~

Net Revenues {in millions)

FY93

A~t~xaSa |01,3    29.0 106.0 323 (4.?) ~.4 ($.1)

7S.5 ~ n~4

~ ~ ~ a $15.3 ~ ~g~ ex~ ~. ~ ~ ~d ~ ~ n~ ~d
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ICON FINmNF_O GOODS

093-4

V~    v~

C=maa $ 3t3 31.6q* $ 3~2 3~.9~, $ (&~) $    (4.7) $ (2.2)

~T~ L3 lJ lA L4 ~.~)

~, ~ e.2 ~ o.~
~ s~ 7.7 7.t t~

Net re~n~ ~ ~ ~m ~ ~ p~ ~ ~ w~ 73% ~ of ~ ~ ~ 19%.
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ICON FINISHED GOOOS

Quarterly Growth

M~ I~ LZ 1.1 1.2 0J OJ

c~ ~ ~ ex~ g~ of 31~ for ~e s~e ~.

~M Of Reuen~

~ ~t~s 45~ IZ2 5.5 47.1 11.0 5 2

~ ~g ~ [ .9 9.0 0.2 4,1 63 03Wbdo~ 14.6 23.1 3A ~4.5 17,6 2,6Wo~p 2~ 8.3 02 22 ~A 02~ 0.4 (H9.9) ~ 03 23.9 --

~ of Rvon~ ~ 0.3 ~ ov~ p~ ~s w~ ~ly due Io ~ ~ pl~ c~[s for W~do~s ~d
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ICON FIniSHED GOOOs

’ Sal~s W¢i~hle~ ~s Wdght~

~b~ and ~. t~s 6.4 t9.5 1.2 5.2 15.9 0.8

HtM~ 5.4 45.0 2,4 10~ 37.8 3.9

W~ ~,4 7.9 0,2 2~ 7.5 0.2

~ 71.8 (0.3) ~
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iCON Ft~SHED GOODS

~d~nt

~ O~mtlng
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FAR EAST FINISHED GOODs

P~93

I~t FG revenues for ~.� Far Ea~ region fo~ FY93 w~e $1~5 nttlllmt, $22 million 8t’ca~e.r than plan. ($15.4
miilion of this positive variance results bum the ac.tt~ exchange ra~ of the Japanese Yen ~eing stso~ser than the
t~dgel~l rate, sel at the begin~ of FY93.) Co~t of reve~ue~ was 27.7% of rcveaues, in cccapa~.~3~ wilh platt of
26.3% of sevanans. ~Jad~g expea~ were $9 million over plan and aIlocadon~ we~ $3 milfion om plan.

Thls re~ulte~ in a burdened 01~raling inc~t~ Y’rD of $5 mtllim in �omparison with a plas of $3 millior,.

N¢1PG tcveane~ we.~ 16% 8reat~" b’tan l~an, reanlfing f~rom sin:rag sales f~om ~he lmmch of the Japane~, Cklan~
and I~enl verdms of ’W’mdows 3.1 ~lensed in May 1993. T’orangh the end of Q93.3, aet FG revumes were
2% lower tlum ldan.

W*m E.xc¢] and Win Word were thestmagast seitin8 aI~ot~ for d,e Far East ~¢gion, with ~veaues fiorn these
products representing 30~ of the total FG reveme~ for FY93.

Net revenu,*~.J for Q93.4 for tl~e Fat East tc~,ion w~e 60~ 8reatat-~hmt idan.

The Iocafia~ v~rsi~.s of V, Fmdows 3.1 ~ ~lensed in May 1993. In J~, Win 3.1J was lhe tlz~t ~ vernon
of Windows t’elessed. Prcvio~$lyo Ihe Jat~mcs¢ ~ of Windows was mattered solely thn~gh t~e ~
channel. MS is c.api~liziag o~t the Window phenomea~t in ~ ~ East. For Q93-4, FG reve~ue~ from
Wb~dows were $14 million. ~.sen ling 23 % of the ~ FG ~¢vermes for d~e quan~.

Cost of revenues was 29.5~ in Q93-4 in comps;on wi~h plan of 26.3~t, as a result of incre~ed saie.s of Windows
wilh a relatively hish cost of reve~ue.s and lower d~an planned prices for Win Excel sad Win Won/.

Operating expen.ses were $11 mil~ort 8rea~- than ~ because of the foreign exch~g¢ vmiance of the ,~
Yen ~4 ~ approved expe~lit~e~ for ~� marketing of W~,dow 3.1.

Allocations were $"/ndllion gxenter llBn plan. BOI for Q93..4 was $2 m.tllion in co__on with idanaed BOI o~$5 mitlioa.

Results of Operatlens On mlt,on~)

Channel Reporting 95
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FAR EAST FlllSItED GOODS

0i3-4

Bundled l~0ducts fro" Q93-4
versioas o~ W’mdows 3.L Rcv~ucs f~om othm" bundled produc~ wct’� lximmily Win Of~.�.

Qullltedy Growth

,

Win

Buslnes~ Unil Revenues (in mlllons)

F¥93

Nel FG revenues w~� ~es~er than pla~ to," FY~3. For FY93. them was a posidve vadmqc¢ of $5.8 miLl~on fi’om
Windows in spite c4" r~h¢ delay in ~,� ~lease of localized ~ of W’mdows 3.1. Desktop Applicadons lind a
positive variance of $8.2 milii~. Database and D~velo~mcnt Tools ixoduc~ also had a posi~v¢ vadance of $4.’/
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FAR EAST F~NISltEV Goovs

Ouaff~dy Growth

Applk:ation ~venu¢~ decreased by $3.0 milZi~ ~ ~3~ fr~ ~e pmvi~s ~, ~y ~ a ~]t of ~

~ Re~nu~ (in million)

~ ~ of $5.8 ~ ~e ~ ex~e ~ fm ~ ]~ y~ ~ 133 Y~ ~ ~h US

~a~er~ Gfo~h
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Cost Of Revenues

Ope~ng ~pen~ On

$ ~4 s ~7 $ ~.~

Channel Reporting 101
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US FINISHED GOODS

FY93

Net ~evc~mes eqoalvd pl~ as the ~cr.~ses of Office, MS-I)O~S 6 Upgrade, and Access we~ offset by below plan
pefl’ormances of Windows f~ Workgroups, s~and-a~o~e versions of Ofl3ce bin’,die comlx~nt p~oducts, Win Fwt
P~ck, Window Prillt~ 5yst~als, and ]VIO~S¢, and t.h¢ sLipl~.~� of Windows NT. M~ac Fox Pro, PC Plight Simulator,
Win 3.1CD. mtd Win Sc~,e~

N~t rcveancs w=� 106~ or pl,~n, and 132~ o( Q93-3. The incr¢as¢ over plan was primarily due. to ~h¢ continued

bugle �ompom~t im~l.cts, b~low pla~ sale~ of Windows 3.1, produc~ r~ums of Windows for Wod~gnmps, and
new ixoduct slippa~’s in Windows NT and Mac Fo~ FO~.

Win Offiw¢ (all SKUs) ~ reach~ $67 milSon, d~ fonnlt ccmecmive quaruu~
release of versio~ 3.0 in q%-l. Tae �omp~it~w ~psrade, launched drains Q93-3, conuilm~l
Win ~ Profession] (Office plos Access 1.1), Isanchcd in Jane, contributed
Other l~cdoct ~lcases includ~l Visual Basic 3.0 (esceedcd p~n by $6 milJiou) and dae Can~ora M(mse (exceeded
plan by $2 million).

’fh¢ M-S Select program b~gan in in~e March az~l has ~’ovat to 87 customers mtcfi~’~ into agreements In th~ U.S.

rvleas~ o[ MS-DOS 6 Upgrade, ~ Up~rade Yotu’ World Campai~ ran from April I lo M~y 31. Th¢ product
slfipmems for fl~e Upgrad~ Yoor World I~’ogram oc~unvd in March, wi~ ~ s¢ll.~ of Off’~ce,
Windows 3.! Up~ade, a~l M~-DOS 6 occan~B in Q93-4. T’n¢ £slvv.d~l Licea~ A~-~mant (~Z,A) Pro~
~a~ di~co~tinoed a~ the end of Q93-2, ~ qm~cr 38,091 ~ w¢~ ~mntcd .to corpota~ cu~ome~s in
a~cord,~,~e with previous agreement, fairing year-m-da~ XLA ticanse ~ra~ts

Resulls of Olmratlons {l~ millions)

Charmer Repo~ng 105
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US FI~ISH£D GOODS

Quarlerly Growth

~3-3

$ 2~ $172 $ !17

Bu~dl~ P~ (un~ I~ ~s, revenues in mll~ons)
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US FINmHEO GO~DS

quarter and the October release of ve~on 3.0. Win/Mouse Bundle r~venues vce~ below plan as the shift in sales
of operaling systems aml hardwa~ continued toward the. OEM cha.ond.

fluarterly Growth

Win O~.�~ Upg 2:7 9 M3 57    18 309 (301 (~) 34

pno~ quart~. Win Office Up~ade trait volume decreased, reflecting ~hamw.I fillinB shipm~u in the

I~J,~ne~a Unit Revecvae~ (tn r~lllan~)

FY93

Other Opecatin~ Sy~en~ 26 27 (11

reve~ans we~ 111 ~ of plaa d~e to the ~ of Win Office, which cc~inbuted $108 million in above plan
revenues f~ standard prod~t, upgrade, and the new Office Pmfessionel, and Man Office, which cccmiboted $15

component pmdoc~ (standard and upgrade): Win Wo~d ($34 million), Win Excel ($f~l millkm), Mac Excel ($16
million), and W~ PowexPe~at ($1 ! million, ~auxinut Ixudant only).

c~’npeti6ve upgrade exceeded budget by $34 million b~ were Im’gely offset by t~low plan peffm~w.e~ of
st~nda~ product a~l upgn~des of air e~vi~oaments of Fro Pm (tc~ting $29 million below pen) and I~C Pro C {$9
million below plan).

MS-DOS r~venues were 97~ above plmL MS-DOS 6 Upgrade shipped in mid-Mar~ md provided $118 million
of revenue in FY93. MS.DOS 5 Upgrade exceeded hi,get by $4 million.

WiadowsBasine,~ Unit ¢avenues wexe 53% of plan due to a $45 milli~ sales variance of Windows
Workgroups. Slower than planned sales ol Font Pack, Prtht~ Systems, and Windows 3.1 Upgrade produced
below plan va.dances of $19 million, $16 millio~ and $10 million, respectively. The delay of Windows NT and
Win 3.1 CD caaseA $12 million and $9 million in r~ve~ue variances, ~’espectively.

Channel Rel~orting 109
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US FmHED GOODS

Hm~lware reve~u~ fell 12% short of pla~ ~ ~ ~Iow p~

m~ ~ ~ve p]~ s~ of N~ M~.

~ S 12 $ ~

~ ~ 15           42            67

w~ 9 10 6 (1)

N~ ~ $    353 $ 332

W~ Bu~ U~t ~ ~ 43% of p~ ~

foHow~s ~ ~ of ~e ~mo~ ~ A~.

~mn~
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Applications Revenue by Environment (in millions)

FY93

Wi~dow~ $ 610 $ 508 $ 102
Mec 179 I’/3 6~ MS-DOS 89 129 (40)

Al~lfcat kml ~¢venu~-J $ $$1 $ 815 $ 66

Windows applicatioas w¢~� 20~ ahe~l of ptaa a~d accoueled fo~ ~95 o[ appliCalio~s and 48% of 8s~s revenue
(versus plan of 62% a~J 40~, xespecticcly) as the result of sm~8 sales of stuedmd laxaluct and ut~ad~s of
O~’u:�, .~.ss, Visual Basic I~o, and l~o~w.~
slan~ard Foduc! and upgrades of F.xo¢I ~ WoN and Powe~Po~t staada~d ploducl. MS-DOS applicadoas fell
31% below plan due to shoflfal]s i~ sa]~ of Fox Pro, Pm C, Word, and Mail CLient, ~ dm delay of Fright
Simg!attx, T/~e delay of Mac Fox Pro accounts fo~ the Mac

Window,          $ 178    $ 140    $ 157    $    38    $    21

MS-DOS 19 31 17 (12) 2

Applications revenue~m $-------’~--
~    $~

Windows applications reve~uns surpassed Plan by ~7% due to the continued succoss of Ol’lic~ and abov~ plan
s~les of Project and Vi~ul Ba~¢ Imxl~ts. Partially offsaniag vag~mces in W’mdows intluded ~orc~ Exuel,
A~t:e~, ~ Powc~Poi~. /vla._~ al~cafiolls Icv~llcs ~ 11% below ~ d~l¢ to ~ ia EL~¢¢I al~ Fox Pro,
and partially offse~ by Offi~ a:v~mns, which w~m $7 million above ~ Reveaues of ~S-DO~ applications
~ 39~ below badgex du¢ to ~he d~l~ ia PC FLight SirauJator (~4 milJi~), a~l a d~liue in sales of Mail C1ianl

Ouader~y ~rowlh

Applications Revenue by Repoll LevM (In mik~ns)

FY93

FY~3

8Um~d $ ~ $ 541 $ 7
Uggrad~ lTg 178

Channel Repot#hg                                                          1
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US FII’a~HI~

Tt~ r:leases of W~ ~d ~ ~ 3.0, A~, W~ ~ 3,0 ~ W~ ~ B~c ~ ~ove ~d
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US FttaSHE~

Customer Ctasslfloatlon Revenues On mlll~ns)

~nlfl9ant ~omem 0.

OW~e, W~ W~, ~d M~; ~y ~f~t by ~bw ~3-3 ~ls of Ac~
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US FIN~PIED GOODS

Operating Expenses (in rnllHons)

Markctin~ ~pcns¢ was on plan d~� to lower dmn planned expe.nd~ttu~s foz W~edows Sys~ns ($4 milldam), Non-
spec.i~c ($3 miEion), Excet ($2 ndliion), and Word ($2 raison}, offs~ by above plan cxp~md~lurcs fo~
Pands ($~ million) a~d Windows NT ($4 million). PSS co~s w¢~ 10~ belo~v pl~ d~ ~o dower ~n
~ddltiov.s ~o PS$ headcot~t throughom d~ ye~. Payroll & Payroll taxes we~’� dishtly b~k~t p]a~ due ~o slower
~ plm~d I~n~. ~ s~,~.Lr~ vad~mc~ bclu~..cd below ~ ~g of Buff~ P,u,As ($30
Travel & ~em ($3 ~), ~ ~i~ (~ ~), ~y ~ by ~ ~I~

~g ~p~.

H~m

H~o~ ~1~ p]~ by 3~ m~ly d~ m ~ pl~ ~ ~ Reid S~ (37) ~ Sdcs ~ions (32),
~ ~Y off~[ by a~ pl~ ~t ~ Sol~ P~ (I 9). N~ ~ W ~t w~:

Chan~e) Reporting 115
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US FI~ISHEI~ GOODS

Allocations

FYo3

Allocatio~.s w~’e $17 million below plan due primarily to Io~er than planned R&D allueadons, the result of
slower than ph~Jmed beadcount ramp and lower dmrt planned ~ paxty R&D spending.

J

Q93-4

Allocations we~q~ $4 million above plum due primarily to greater tlum planned Applications R&D and Finance and
Adminislrafio~ allocations.

Burdened Operallllg Income

FY~

Burdened operai~ income ©xc~l plaa by $49 ~ (20%) d~e prima~y to Buffe~ Rinds ($30 mitlion
below pl~), R&D allocations ($15 millioa below plaa), a~d PS$ cuet~ ($1 ! rail}ira below plan), pro’dally
by ar~ tmp]anr~ed PS~ acc.rttal of $17 millio~L

Burdened operating income exceeded p]aa by $32 re,lira (34%) due primarily to above plan ~et revenues (Y~l
m:d]imt) ~,’td the $56 million ~eve~d of Ibe marketin8 accrual, p~t~tlly offset by above plmmed marketing (Y~3,7
m~llk~n), PSS Ar~’oal, ~,rtd R&D a0oca~ioP.s.

Qu.arlsrly Growth

Burdeued operating income inc.rea.sed by 547% ($10"/ndgion) primarily d~e to increat, ed ne~ revenues (up $85
milllon from Q~3-3) zJo~g ~,,ith a $56 miILllon reversal of the ma~:~dng accesal a~ a smaller PSS uecreal (~8
mitlio~ less them
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OEM

200

Leadll~g ProduCts (units in thousands, revenues in mi!lions)
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OEM

Co~til~cd sl~oltg S~pments by key d~e~c OE~ ~ch ~ C~aq, ~. ~ AS~ ~id~ ~ ~i~ of ~e

~a~e~ Gro~b

~-~ 4~ $ ~ $ 17 4,7~ S 79 S L7 91 $ 1 $

Channe~ Reporting 119
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OEM

Net Revenues (in millions)

Lkendn8 $ :]832 $ 261.7 $ 2L5.2 $ �~K5 $ 1~,0

~ 175 9~ &l ~ 9A
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OEM

FY9~ OEM zx~ezm~, net of a $45 million GAAP accz~al, was 4’7% srcater than plato Absent tiffs adjustm~m,
OF-A~ ~ross revenu© of $686 million was 28% above, plan; Domeslic gr~s revenue was 45~ above plan, Eur~
gro*s ~venu~ was 60% above pla~ a..d ROW gross r~ vemue was 13% above plan.

Omss domestk reveaue 13L7 72.9 II0A 58~      21.3
Dominic revmue ~tjmme~ts

G.aO~t PPB a~rod 3.7 - 15
Net domm~ r~,~m~ la~4 "/Z9 llg9 ~5 22.5

C, mmny l&9 10.0 ~-0

I’,~tt~ z,t.~k~ 4J 2.5 7.1 1.6 (3.O)
Un~od ~ 5.2 ~ 3.9 1.4 1.3
H~md L7 1.7 13 -
F.mm 2.3 13 1.8 1.0 05

Oth~ 03 0.5 0.3 (0.2)

Im’l ~ t ev~ue ~dju~tmmt~

Ne~ lot1 ~ re’,en~e 37.9 Z~. 44.0 1~7 (~1.~)

Kar¢a 63 5.5 7,1

~ L9 t.6 L3
Aus~a.lia ~ gO 2~

h/me 0.7 0.2 Q2

Channel Reportin.~ 121
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OEM

Q~3-4 ~venues. nel of $4 million GAAP accnud, w~n~ 58% greater t~an plan and ?~. lp~atcz ~han Q93-3.

S[gnlflca,t Customers (In ra~llor~)

Ga~y2O~ $ ~ $ ~ $ 193

V~ 1~7 &9 ~9

~ 9~ 10s 9A
T~ g9 10.7 £~ (I~

~curs in $~ c~�ls.
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OEM

Gaily 20~ $ 22.3 S 33 $ 133 $ 17.O

Rev~ gow~ from ~e top 50~s ~ most of ~e ~5 raison ~d~ v~�. ~way

Pre~ Ba~ (in

Jane 30,1993 March 31,1~3 Sur~ 3~ 1992

U~ ~C~ B~ ~B) ~ ~ ~ll~e f~ ~3~ ~1~ ~ due on ~g ~d m~m~

~is qu~s ~nuc ~ of ~ milfio~ ~fl~ ~ ~c~ ~om ~3-~ ~ ~ ~c~ f~ e~ but

Channel Reporting 123
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PSS
D~ly call volucn¢ in Q93-4 increased 11% f~om
mill[on we~� ~ ~ plan by $1.5 ~dlfi0~, o~4%, ~g ~ ~ ~ f~ ~. At J~ 30,
I~, PSS h~ ~ I,~ ~ 8% ~ow p~

A~ra~ Dat~ ~1~

~c~b~3~.

Total avu~a~¢ da~ly calls offered and ]umdlexl inc~ased 11% and 14%, Rspecfiv~ly, ov~ (~93-3 volume~. As
dCp~c~d in ¢e graph, the gap b~tw~n calls offered and handled ~a~owed in Q93-4. Calls handled fo~ d~� qua~cr
were 92% of calls offered, which coml~a~�~ to 89~ in Q93-3 and a P$,~ 1~gct ra~ of 95%. Tids posidv¢ P, sull
reflects increased hir’mg ov~ the past lwo quartev~,

Average mor~ly service reque~s ~eamd inc~.d 13% to 12,925 in Q93-4 fr~n I ] ,408 in Q~3-3.

Average Daily Cal~s by Business Unll

~ ~ ~;~.% 1~4o4 ]~.939    ]4~s 92~ g~ ]233 H.3o

Channel Reportir’tg 125
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PSS

Average daily calls mialed to DOS 6.0 (MS-DOS), Win Acoe~s (DAVID ~ Win Fo.xPm (Fox) all ~creesed,
following product Rle~ses in ,.he third and fon~ qua~exs. W’mdows 3.[ calLs continue to decline f’~om the peak
levels h~ Q92-4.

PSS Cost Distribution by Product Unll On ~i,ons)

T~ foilowin~ cha~ ilhi.~atcs tk¢ dislzibubon of domestic P3S cost m prodact uni~.

.. q93-4 ... q934 ~a~ ~3-3

MS-KX}S 4,1 ILl 1.4 3.9 0.2 0.S (2-;D (3.8)

DBM 2.7 7A 0.3 0.7 1.7 5.9 (Z4) (1.0)

Lax~ua~es 1.4 3.8 1.5 4.3 1,0 3.7 0.l (0.4)

Gra~ld~ 0.6 ] .6 ~.3 0.7 0.4 1.5 (0.3) (0.2)
Pt~jec~ 0.5 1.3 9.3 0.7 0.4 1.4 (9.2) (0.1)

Htrdwam {).2 0.6 0.3 0.7 0.3 09

Q93-4 dontesdc PS$ costs (which exclude $2.2 million of expense istctm’ed in the US to assist lira ]Lnmmmion.’d
PS$ groups) were $8,4 million greater’ th~n Q93-3, and $1.3 million above plan. ’Dds inc~sas¢ was l~Janrily due

related to Access and FoxPro. Windows, Word, MS-IX)S, Fox a~d E~tcel conu’ibuted 67% of all woduct costs
incun, ed ~ Q93-4.

Over tim last 12 mantfis, product s-eppo~t costs averaged 7,1% of dctnestlc (USFG and US-OEND g~ss revenues,
compared IO the plan of

PSS Cost Distribution by Channel (In millons}

Within the ABC system, product suplx~ �osta for" each product unit were distributed to the USFG and US-OHM
channels based on the historical sales split betwee..n these cfmm~s.

l~m~aI Z2 Z0 ].7 [0.2) (0.5)
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PSS

PSS Cost by Pl’oduct (~n minions)

2 17 MS-DOS 4.3 OA

The top 15 products, measured by support costs, a~ p~sented above. Pandleling the ~d of increased phone call
volume, SUplX~t costs have ~ ~.gaif~ant]y fo~ MS-DOS, Win Excel, Acce~, LA.N Ma~, IN~ Mail,
Mac Word and Win FoxPro. Windows and PC Foxpro. on the othe~ hand, have rcposted dranmfic decreases.

Dom~tir Operating Expenses {In ml]llens)

O~er 20.8 17,s (~.0)

Tolal Q93~. operating expenses (including $2,2 million to assist International PSS ~’oups) were 4% greater- than
plan. Tltis inc~s¢ was pt’imadly due to a negative cost per ~ variance of :~1-.5 million, offset by a positive
beadcoont vaxiance of $ 3.0 million. Domestic PSS revenue, widch offsets support cests, was $3,0 milEon in
Q93-4. Annua~ Suplx~t Agreements repre~nt 76% of this total.

International PSS

Product support is provided in 28 sub~idindes. N~eteen of these subsidiaries provide full service end usur,
cofporal¢ and develupe~" support, with the othe~ nine p~,oviding limited supporL Support is [tandled whnarily by
telephone with a few subsidiaries offering On-Line and CompuServe support. An escalation Wocrss Rllows
subsi~aJ~es to submit those questions to Redmond which cannot be answer~l by the subsidim3,.

Channel R~oortir~ 127
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OTHER CHANNELS

Net Revenues (in mdlions)

$ ]5,7 $ t&5 $

$ $o.8 $ 52.5 $ (1.7)
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PRODUCT GROUP ,,~UI~IARY

Nel Revenues

AF~lle,tfion~ $ 2.173 58~ $ 2,004 57~ $ 169

H~me 56 5 ~ ? 4S S 0 O)

~ ~% $ ~ I~% $ 958

Operating Income (Loss)
FY% FY~3 ~

~ ~ ~ ~ ~4) 4

Headcoul~t (percent is of Product Groups’ torsi)

Product Group Repotfing 133
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PROeUCT GRouP SUt~t,M~Y

Bundled Products (units In thousands, revenues in mi#io~s)
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PReOUCT GROUP SUMM/~R~r

Quarterly Revenues ~ln millions)

~ 4    l ~3 z_.~_ 6    2 2 - 6

Product Group Reporting                                                          135
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APPLICATIONS SUMMARY

Results of Operations (In millions)

ChanP, el Revenues 11. millions)

Product Group R epotl ing                                                         137
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(
APPUGATIONS SUMMARY

Leading Products (unBs ~n thousands, revenues In mtitlons)
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APPIJCA~ONS SUMMARY

Revenues by Envlronmeni (~n mill.s)

Busi~ Unit Re~ (~ m~,~s)

~t Re~nues

1,40
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Operating Income (Loss)

(i)

Headcoun! (pen:~nt Is of Product Groups’ total)
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DESK’roP APPLICATIONS SUMMARY

Net Revenues

om~ H9 7.2 ~5 ~.7 34Proje~ 1{30 6.0 70 4.7 30

900

Operating Income

Product G~oup Report~                                                     143
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Headcounl (p~rcen! is of Product GroUl~’ total)

~ 243     6q,, 242
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EXCEL

Results of Operations (in mllilona)

~i~ 52 ~ 4t ~0 3~ 21.7
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EXCEL

Th~ Mac ~xccJ upgrade m~k sales w~r~ 22% ov¢~" plum fo~ tI~ y~ ~it¢ ~ ~ ~ ~ ~d ~ of ~
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.Product costs were a~ plan at 9.6% of gn~s~ rcvmucs, (9.5% p~. US ~ ~ l~N ~ F~ ~ ~

f~ ~ qu~.

Headc~nt

Prodact Gro~ Repotting 149
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EXCEL

Burdened Operating Income

FY~3

Burd~ed opeza6ng inonrrm for FY93 was $49 million above plan al $332 million (48.1% ofne~ revenue.s), versus
$~284 miLfien (44.0% of net ~vonne~) planned. The posidv~ BOI vmi,~c~ exceeded even the ponifivc ~cz reve.n~
varianc~ due to Iowa" than planned operating expenses ($14 nttlllon below plan); a hinc~ion of u~luspending on
mmkeling, and lower Ihan planned PS$ costs. Offsehi~g ~ low e~el’ating expenses were c~sl of reveanes
slightly higher tt~m planned (as a % of net revenues) and higher d~an planned allocmions flora t.ke Europe i~3

~3-4

B~rdaned operating income fo~ the quam~ was $I milli0~ below plan at $76 miIfion (44.3% of net ~evennes).
versus ST/million (45.6% of net revemJeS) plmmed~ Despite above plan r~renne~ in most finished goods
channels. Europe FG r~vannes we~ $9 ~ below plan. Highe~ than planned ~ r~vonne adjustments and
ag~le:s further impacted ~et ~evanne. Operating expenses weee $8 m.illien below plan, but were off~t by higher
than ptaaned allocations from I(X)H and 1~ East FG and Europe FG which brought to~ allocations in $10
million higher ~ piaoned.

Quarterly Growth

Net reve~u~ w~re down $5 millkm f~om the i~evioas quar~. Opening expenses were $9 millian Io~er tDm
I~t quart~, but an increase in allocmio~ fi’om Ihe inle.mmior~d FG clla.,mels resull~ in a decrease in BO1 of $1 !
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WORD

FY93

~ Wood complctod the yem" with a nmnber of awards: M~wol’d, Wo~ld Oaas Award; MacUser, Eddy Award;
MacWEEK, Editm’s Choice Diamond Award; BYTE, Award of Dis~ctina and Hmn¢ O ff’~e Com~ling, Editor’s
Pick~. Win Word was also acl~owledge4 by the press: l~iComputing’s ~op ranking "200 best prodacls’; PC
Produc~s, Be~. Buy;, PC World, winning posidon in ~ April 1992 ~ review; and Software Publishei.s
Association, Best B’asine~ Al~licalion.

in the July issue of P~3ret~ting masazine Wordl~fecl 5.2 fes Windows was ¢i1¢d as the best sell~ Windows
wo~d processor. On the Me~sel’s Hot lis~ of combined pla~innn sales (DOS, Windows, Macintosh, UNIX), dated
May 31, 1993, Wo~Perfr.¢l is cited as Ibe top reliu with ~ Word (DOS, Windows, ~tesh) being
ranked fifth and AmiP~ ~’or Windows is tasked 10~

0934

The fast multi-plalf~rm (Windows, Mac and W’t~dows lqT) venio~ of Wc~d, T-3, is in the ~ourth and final
milestones befese code complete. The Word tomn achieved a goal of 0 be~s by raid July a~l Wo~d now has a
s~hedale~RTM date of Septeml~, 30, 1993.

The Word business unit estimated that Win Word a~:ountod for 59~ of/qorlh American Windows wool proce, sse~
shipments (34% of DOS+Wim~ows word ix~ce~s~s), and Mac Word accounted fo¢ 77% of Ma~in’~osh wesd
processor shipments du~ing calendar year 1992.

IlffoWorld and PC Masazine’s c~ve revlcws of won1 proceaso~ are being postponed tm~ after T-3 shills.

PC word 6.0 was released s~uultaneously fo~ Australia, Cmutda. Germany, rJ’te U~itod Kingdom and the United
States in May of t]tis q~rtes, The release of PC Wood 6.0 marks the 10 year mmiv~smy of PC Word 1.0. The~e
have been numerous new fanlu~ added to the la’oduct Io give it a look am1 feel similar to Wonl fo~ Windows.
T’nJs is an attempt to make I1~ end users percepttan of swltclling ~ the DOS vession to the Windows version

WontPerf~t released WordPe~fect t’or DOS 6.0, WordPeffect 5.2 for O~/2, and WordPezfest Office 4.0 during
this qua~.

In the May issue of the ComFator Shoppe~ there was an article highllghtin8 the slrength of ~e mmke~ f~ DOS
word-processing softw~. The article hiSIRightod the rel~x~e of MS DOS 6.0 and DOS based wo~d-processing
application software I~ckages thal are easy to learn, ~se and customize.

Results of Operations (In millions)
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WORD

Q93-4

favo~g ~e W~ orris.

of ~g~ ~

of ~e $14.95 apse ~ce. ~ FG ~ 16,~ ~ ~d $.9 ~ ~w p~

~ Wind ~t~ a negative ~il v~e d~ ~a sho~s ~ US ~ (14,~ ~ ~ld a~ a p~ ~ 20,~),

stipple of~ W~ 6.0~

~a~er~ ~e~h (un~s

Unit ~es of W~ W~

P~t Group
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WORD

(20,000 units and if/61,000). The Far East clmm~ cxlx~ieaccd a bss fi’om last ~ of 9,(XXI uui~s ~d
m[llio~

Mac Word sales incroase~ TT,Q00 ~its amt $6.2 mi]llo~ in US I=G a,fz~ a Ix~low plmz thud q~mt~’. Emote
m~it ~ains incl~P_~l by 8,000 units, but a ~ decle.a~ in average $/~ni! xeadted in a $1.7 million decrease in
~evenues. [COH and Far East I:G Mac Wonl shilxne~ts were up 9,000 unit~ frem l~t q~artor, ~t a Iow~ ~t
due to academic sales n:sulted ta a drop in revere of

The decrease in Ma~ Wo~d upgrad~ was due to a decre~e in US R3 (22,000 traits), a~d Europe R3
units), la ~pi~ of tiffs decrease in md~ the reveaue fall off w~ nfi~imal because of la~ quote,s mix which
favored the $14.95 Mac Word 5.1 upgrade offmiag.

1~ Word sales were relatively flat co~upa~ed to last quane~. The full impact of the 1~ Wool 6.0 release was Pot
~ in Q9~-4 beca~� of il~ May release. Of the, 50,000 ~mits which were ~old in Q93-4, 24,0(]0 m~its wexe
sold in the US FG, 16,0~0 of |hose units were sold in June aft~ the relce~� of versin~ 6.0.

C~anne] Reveaues (In r~ions}

P3’t3 (in m~l~ions}

FY~3

F.u~pe i~3 $ 400 $ 366 $ 34
U~ FG 276 257 19

(18)

World.de Wo~d revenae~ weR: 6.4% above plan for the ye.~ to date, with Emope FG making the largest
conl~il~tio~ with pceilive radices in Win Word s~andmd pmduc~ ($17 millim above plan) and Win Word
upsrades ($36.8 million above pla~). These positive variances we~ a fuacdon of Idgher thaa planaed Win Olfice
sains. OffseUing dw.se podtlve vada~cas was a $24.4 ~ ne-sadve vafia~e for PC Wo~d in L%’op¢
F’G was also above plan for ~he ycex, largely due to the ~ minion revenue variance resulting from ~ MS
Office. The po~idve ~even~Je variance for Wold products sold as a pro1 of Ihe MS Office wocldwide was $138
million.

Europe FG $ 86 $ 98 $ 10~ $ (12) $

USFG r~venues ~ 41% of W~d wor|dw~d¢ revenues, ~ 35~ planned. F:nm~� In~ was 13~ I~inw plan
clu~ m ne~mive variances fo~ DOS Wonl ($! !.~ millin|~) a~d W~ Wo~ (~.~ n~lli~). USF~ revenues ~1 in
t~ four~ quarter compar~l to tl~ thir~ qum~r ~ to ~ sal~ of Win Wc~d ($19 million increa~). PC
Word 6.0 ($1.8 million increase) amd Mac Word (~6.2 million inc~as~).
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Co~t of Revenues

$ I12 $ )~ $

~h 31, ~ ~l ~S O) 2 2 ?
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Allocations

T~ saJcs and m~rketi~g aBocat~oiz ~om
~ ~ ~ ~ $9,6 ~.i~ a~ ~ ~s ~r.

Bur~e~ ~mting In.me

B~ o~ ~e ~ ~y~ ~ ~3 ~ ~ ~ pl~ f~ ~ ~ ~0 ~ ~.7% ~

a~ p~ ~ ~

~ Wo~ ~u~ U~t’s

~a~dy Gro~h

~ Rv~u~ ~

~ m~e~g ~
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FY93

Mac Powerl~oint 3.0 shipped in Q93-2, followed by l~.ch, l~l¢ltc~ (21madJ~ ~ Swedi~ versions in Q93-3.
French, G~man, F~nch Cam~l,~-~, Italian and Swedish w, rdo~ of Win Pow~’Point
f L.,st qua~et of Ihe fiscal yea~’. TI~ D~ verdm was tcJ~ased b~ Q93-3.

Wbl Pow~’Poi~t 4.0 ~ e~ m R~ ~ ~-2. ~ ~t 4,0

fi~ y~

~t 3.0 ~ ~ ~ ~ ~s ~ A~ f~ ~

S~ ~li~g ~g~ O~ a new 1-~ ~ce ~ ~ ~
~ ~ g~� f~ help wi~ ~y ~ 0f

Em~ W~do~om~fi~ "~ ~ a Box" w~t ~ of~ ~ m ex~iw W~ ~m ~w~o~t
~ ~e¢l~.

~� ~ ~ of~c ~w~o~l 3.0 ~ RI~ A~ 19~. ~ ~ S~ v~ ~ W~ ~t

~’ ~ Gm~cs f~ W~s 2.0 s~p~ ~ F~ of 1993, ~ ~ ~y ~ ~ ~u ~uct

W~t ~i~ 2.0 for W~ws is ~ ~ ~ ~l~
~li~ed ~ ~ ~’s m~t c~ve ~ ~ ~d~. h
~AIN ~n ~ ~a~. w~ ~ ~ ~ ~ ~ ~y

mult~ ~abili~
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Win Powe~Point upgrade ar~l~ sldpped we~ above plan in US R3 (186,000 vexses 16,1~0 planned) due to the
Jun~ 1992 release of version 3.0 (llte product was 0dginally to ship in Sanuary of 1992) and 59,000 mot~ Win
Office t~pgrades sold tlum planned. This cnesed a positive revenue vedance of $8.2 mil[~oa de.spite a neBative
$/~it variance that resulted ~ ina’oductory pricing promotions fo¢ versioa 3.0 and the =des of the lower
revenue generating Win Office upgnv~s. Europe l=Q sold 155,000 mox¢ O ~’tc¢ upg~ules alum pinnned reciting in
z posidve revenue v~.ance of $3.7 mi~in~ for Graphics BU. Win Off’r..e sold in Et~ope FG was 98% of total Win
Powe~Point anJls, ve~s~ 45% planne.,d, and ~ld at a aegafiv¢ S/refit variance of $134/m~Jt in the ICON and
FG chan~l 71,000 more t~dts than p]aaned shipped, of which 59,000 w~e Win Off’tee a~ $116/anit less than
plmmed. In addition. 17,000 unbudgated multiple ~ gaol= we~ s01d for $15?anit and I3,000 un~udgeted
MCD licenses were sold fr~r $] l/~jt in ICON ]:G. Overall, ICON mKI FE I=G sold Win Powe~Po~t upgrades fo~
an amaze ~7/unlt less tlum pla~

In US R3 Mac Powe~Point anits wu¢ 58000 uni= above pla~, 43,000 of which w~e Mac Off’ice malts and

23J~00 IVICD units sold at $2?/unit (43% of the bedseted price of $6~ti0, all of which ~mJted In a negative

Mac PowerPoin! upgrades sold in US FG ~ above plan by 24,000 anJt~. NeSat~ve $/anJt vaxinnces occu,-~d in
Europe FG and ICON and FE FG.

Wi~Powe~Po~nt 412 $24.9 $ 60 170 $|6.9 $100 242 $ 8.0 $ (40)
Win Pov~rPo~t Upg 115 4.5 39 ]4 L6 110 101 2.9
Mac Powe~P~int 87 4-3 50 45 5.1 1t2 42 (0,8)
Mac Powe~Point Up~ 14,--1. I 74 7 0.7 98 7 0.4 ¢24)

$34.8 $ 243 $10,5

Approximately 62% of Grapldcs’ reveaues f~ tbo qumler were allocations from sales of Office, vcrs~s plan of
34,%.

Win Powe~Point =des were above plaa by 83,000 units in Emope R3 and 70,000 anits in US R3 due to strong
Win Off’tee =des. Win PowerPolot sold 66,000 units morn than planned in ll~ US OEM chan~l wiin an $’Z2/tmit
lX~itiv¢ variance. Unit variances cansed Win Powe~Polnt reveaues to be above plan ~lthol~h reve*mes I~" malt
were belo~ plan in Europe ~3 by $50/uniL and in US PG by $40hmit. Europe FG Win PowerPo~t anit
were 95% Win Office (which geuerte~ less $/uait for GBU than ~md-ak~e =des of Pow~Po~t) venus a
=des pla~ of 81% Office. la d~e US FG chan.~el Win Ofl’tce comprised 83% of u.~it =des verbs a plan of 70%.
The shift ~n =des mix to the ~ revenue geaerad~g US OEM cham~ ~ cantt’ibated to th~ negative ovexall
$/~nit

Win Powe~Po~nt upgrades sold were above ~ due (o a i~mitive variance in Win OW, ce upsrades sotd ia
F’G of 55,1000 ira#s, in ICON and PE FG of 30,000 neits and in US FG of 27,000, reg.dthtg in the pe~five
vaxinnce de.splte negative S/unit variances. Higlmr than planned Win Off~e upgrade =des ~ a perce~tt of telal
pmdoc! =des in Emope FG ~Ja~scd a uegative $/anit vesimu:e, in a(Efi~on, these Off’ice up~r’adus sold at a
negative= variance of $145/~iL Sales of unplanned Win Ollice opgrade~ in the US FG channel resulted in
negative ShmJt vaxinnce fo~ US 1~3 of $57ian.iL

Total Mac PowerPoint ~mits sold in US FG w~J¢ above plan by 25,000 units, but sold at s negative $54/u.Ri!
valance fre~It plar~ aad ~solted in a negatiYe l~vf~tlte

Mac Pow~rPoint upsrede units so|d were 4,000 uldts more ~ planned in both US FG and Europe FG. In Europe
R3 these trails sold at a nesadve vaxiance of

P[oducl Group Reporting 159



MS-PCAIA2 000000259
CONFIDENTIAL



MS-PCAIA2 000000260
CONFIDENTIAL

GRAPHIC~

D~spite negative S/unit variances, r~vennes in the US FG channel w~ above plan d~e to slrong unit sales of Win
Office and Win Offic~ upgrade. Th~ ~anga in USFG reve~nes w~ also due to sal~s of Win Office.

Europe FG ~eveau~ from Win Office were abov~ pl~ by $~;.2 millim, and Win Office upgrade revenues by $l.3

In tbe US OEM channel Win PowerPoint tmit~ sold 66,0(J0 rao~e than planned with a $22~mit po~idve

Product costs as a iwar~nt of gm~s reve~nes al~roxirne~l plan. A ~eg=ive manufaslmin8 variance was caused
by an acid pumhase price 0f raw materials higher ~ starred.. A negative inventory adjustmeat

Pmd~ct co~l~ as a percent of grC~s revenues approximated plan, as did non-product costs.

Operating Expenses (’m mil~ons)

Mmkctiag 7.6 83 0.7

Documeaminn, purchased cod~ and otis’ ~oduct d~velopment were und~ plan due to timing differences and a
sh~ of.some projec= to internal developmmt from anlsomcing. Handcount remah~l well under plmt, resulting
in the positiw variance in payroll and payroll laxes. Dontestic marketing was slightly above plan in print
advertising media and maz’kefin8 material ineminr~, bet intematlo~al marketing was below p~an.

Q93.4

The marketing asc~a~ was r~inced as timin~ differe.nces in rearkctin8 expenditm’e~; reversed. Dome.sdc
mmteting was above plan in print adve~i~n8 media, marketing material premiums and allocations from line
spending and SMSD mm’ketingo He~dcotmt remained well unde~ plan, resulting in the Fosirlve variance in
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Chan~l ~e~es (in mlll~ns)

~ $16.6 miffion do~

F~FG 0.0 - o,1 ~.t)
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Allocations

F~

Virlnally all significant allocation vari~a~ces ~ a yea-to-date basis have been positive and r~latively rainor,
re.~lfing in a~ overall allocation variance of ~ than $1 million.

Q93-4

delmrtme~ where the~ we~ larg~ allocatiea ove~ag~ they w~ mit~ed by deparonems that had larse
al]ocatim shortages ( US R3 S~Jes & MaAet~ $381.000 beJo~v pla~/Eurol~ FG $347,000 abo~e plan).

Burdened Operating Income

Yem--to-date BOI was 10] % above p~an at $63 Itdllio~ a~d 63.~% of ~ reveres. I-lighe~ tlum planned re vennes
and conlrolled ¢xpeases were the reasoas fo~ ~ v~dmtce,

The Project prod~t malt’s BOI of $20 million exceeded plart by 184% a~ wa~ 74.7% of net Icve~ues. The above
pl~t per’refinance was due to net ~evennes being 65% higher ~ planned while operad~ expe~se~ were only
35% of plan. laxgely due to lh¢ year cad marketing accraal ~ljumne~t.

Quarlerly G~owth

Th~ 65% quaner-t~luart~ increase in BO! was d~e p~’nartly to a 19% ~ in net r=venue$ and a 71%
dec~ i~ operaling expeascs. The ]a:ge decrease tn (~rafiag expeas~s is atlributed to the year ead marketing
accrual a~jusm~em ae~Jat being netted out to $0 in the 4th quml¢~.
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FYs3

W~ld Wide Win Works revenues were 105% of pla~

Mac Wonks 3.0 shipped in September. Agg~.~ive pricing and bundling led to slightly above,pl~ domestic
revenues~ b,t disappoint~g revenue overall.

l~ Works 3.0 (SRP $149, upgrade $49.95) shipped in Q93-2. The im3d~c~ is in a decfinin8 ratego~y and Ix~ed
nr~em~es ~ 75% of plan.

Publisher Design Pack (SRP $69.95) and the Publidm~ CDoROM ediilon ($RP $199, upgrade $69.95) and
Publisher 2D (SRP $139 until Septembe# 30, $199 thereal~r) shipped j~st afte~ the fiscal year ended. Publisher
reve~ wen: 78% of plan.

Golf for Windows (SRP $64.95) shipped in Augns~ and by Sepmmber had exceeded ~ I~Y 93 plan. Revenues for
the year we#e $4.7 million or 175 % of plan.

Entertainment Psrk 4 shipped near the beginrAng d Q93-3 with seven new games. Overall, Ente~ainment Pack
revenues were 37% below plan.

Money 2.0 shipped in September’. The InVduct was well above plan in Eampe ~G and wen below plan in US FG.

M~ Profit fo~ W’mdows shipped in Felmmry, with smmg sell in, bat anemic sales followed. PUt the year, Profit
was 48% of plan, This pmdo~ w~ devrlol~-.d with G~at Plains Softw~ and featm~s fo~ed mgistratint~ by
’~einpbane m~l ~2.00 per minute sbpport provk~i by Great Plains.

MMP revenues wece 2.6 thnes ~ at $12.7 million, Bookshelf and Enratna comprised 59% of ~tis revenue, ba!
Cinemania, Musical Insma-neats, Sou~mtBim and Beethoven were each well above plan as well.

Projected Product Release Dates:

Strav~sld 8/93 Sp*ce Simulator I U93

093.4

Wodts ~vonues ~s a percentage of plan, including upgrades, were ~6~, ~8% and 69% for Windows, Mac and PC,
r~ec.tively, In May, Ciaris emored the Windows iategrated camsory, comprising Win Works’ fu’st competitive
thmal. So. far Clmis" sales have been tmlmpm~,ve, bat they bave made key OEM deals with Toshiba and IBNL

Publisher revanucs were 176~ of plan.

PC Flight Simulator 5.0 slipped inlo FY 94, from its planned April inlrodu~on, causing a negative variance for
the q~aner of $4.8 million.

Golf, after a slrang fall and winter channel fill, had significant mmms, posting negative US FG revemue for the
second consecutive quarter. Two new en~c~lainmutt products, Golf for Windows Multimedia Edidon and MS
A~cade for Windows were both ammtmced and will ship in August.

Profil for Windows, aflex a reatenebly slrong sell-b, has had plummeting sales. Rev~anes fell from $7..0 million
in Q93-3 to $364.000 in 093-4 and w~’e only $77 J}00 in Jane.
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Leadlltg Products (units in thousands, roven~es in miH~ns)

Win Works was 5% above plan in revenues while, 74% over plan in unirs. This is due Io the sUcng pe~ormance
of the product in the OEM channels (69% of worldwide units). Sales in the retail channels were slishfly below
plan, howe~cr (89% of plan). ~ OEM sales cannibailzed rClail sales.

PC Works fudshsd ~ year with a poor showing relative Io plan in ~l ch,’umels except US OEM, which was
above plan by 80,000 units and $1.1 million. US FG revenues were $&2 million vexsus $8.1 million I~larm~, and
combined intcrn,~ttional finished goods revenues were $20.0 million versus
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Domestically, Publisher achieved 98% of planned I-mi~wxl goods revennes and almo~ six Ihnes planned revenues
in US OEM. In Europe R3 however, revenues we~� $3.3 millio~ versus plon of $7.6 million.

Afte~ a socc~esfid inh-oducdo~ in the u:co~d quarter, Mac Works sole~ have soffered fi’om a full channel and
f~m sUong c~anpetifion ~ Claris. Aggressive pre~ned~ts ~ In-~o~ handling with Macintosh compute~ has
b~on implemented in tinier to hold off the competitive lJu~at antll the shipn~t ~f Mac Wc~.s 4.0. These eff~t~
d~ove the unit volume 67% above plan but hint revenue per unil, resolt~ng in revenne falling ~hort of plan by
20%. Including update rev~uc, M~ Works wa~ 86% of plan.

Pe~it~cr 6* 3.0 4"/" 46 4.0 87 I$ (I.0)

Win Works was sigr, ificently ahead of plan in units within the OI~M channels, and Europe FG ~ th~ qnortor
19,000 units behind plan~ The~ factor~ caused the negative $]unit variance. The Win Worts Upgrade S/unit
variance occurred across all channels.

The negative revenue vaxiences f~ PC W~s cccuned across ~11 channels esesp~ US OF_aM, which had a lX~itive
umt variance of 124,000. The largest ~ of]ha revenue came f~cen US OEM, where sales we~ $2.0 million

Publisber’s pesifive valance in at, its seid occm~d in ~ US OEM channel (39,0(~ units venus 15.000) and in
US FG (14,0(~ units ve~ 10,000), Publisher was much less soccessf~l in Emop~ FG where only 8,(~0 of a
plar~ned 15,0~ units were sold. The negative $~n~] variance was consed by the channel n~x being weighted
mo~ heavily ~ plaoned toward OF.M ned academic sates. Sales were also slowed by Ihe on6cipa]ed release of
Publisher 2.0 scheduled for July, 1993.

M~tey fell off ~ top products fist, althongh it posled a favorable onit varianc~ of 195,000 and a pc~sifivo revenue
vmian~e ~f $400.000, i:~marily due to suong sales in the US O~ channel.

Mac Works moved on ~o the lop products li~ ~fis quaxt~ pfian~ly dne to stmn8 unit volume sales in the US FG
channel (36J~0 u~ts versus a plan of" 21,000). US FG mve~me fell rJant of plan ($LgM vet~as a plan of $2.0M)
due lo a higher than planned mix of bundled units and MLP updates.

Win Works continues to remain slmnZ in ~e O~.M c~n~els. O~J~ units accoontcd for 402,(XX) of tola]
with 2M.000 of thoso units in the US. Compared wilh Q93-3, the retail chamois shrunk, however, from $11.9
million (o $9.1 million in revenue. A sha~ increase in academic u~fits contributed to the decline in $/anlt.
Domestic OEM revenues conU’ibnted opp~oximalely 50% of lolal domestic sales.
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PC Works in~ unit ~des in the domestic marke~ by 125~0 units, with 104,0(g) of ~ ~ con~
from the OEM channel. Revenue was flat pgima~ly due to a 39% decease hi fi-tc Em-olg FO chan~l and a ~hl/~
to OEM des. at a Iowe~ ~/unit

While Ptlbllshes ~venues fell 33% f~om Q93-3 in Emile R3, revenues increased in US OEM. from $.377,000 to
$817,000. US FG sales dtopl~d siiglitly in ~ticii~ation of the ~elease of veasion 2.0 in July.

Mac Wor~s dales increased in US I~G (36000 venus he.rive 9.000) with a 33,~0 ~ incresse in academic
sales. "fhese dales, in addili~e~ to a 10.000 mtit order at $10.00 ~ trait w~th ~ Canadian Govon~ne.m.
responsible fo~ the de~rease in $/mdt. Q93-3 sales we*~ low due ~o ~t¢ chaanel fili in Q92.2.

Ri .ght Simulator 5.0 slipped ~o P/94 c~ad~g it to fall off the to~ product li~ and causing an $880.000 r~galive
va~anen. Versioa5.0 hadb~n plmmed forApdl.

Channel Revenues {in

u~ ~G $ 65.0 $ 72.~ $

TI~ I~egadve US FG v~,’i~’tce was broadly spread asro~s i~xluct~ inch~fing PC Flight $imulat~ {$3.4 million
below plan), Profit ($2.6 million), PC Wod~ ($2.4 milfio~), Entenaimm~t Pack ($2.0 ndlllon), Mac Flight $~
($1,0 mlilion) and Productivity Pack ($] .0 miliinn). The I~’gest positive variances were in ~evertues of Golf ($1.3
million). Win Booksbe]t ($L 1 ndlfion), Mac Works Upda~ ($1.0 million) and Cinemania ($1,0 million)

The negative ~ in Europe FG came front Publidaer ($3.3 ~ vcrs~s $7.6 adllion plan), PC Wo~]~
($11A million versu~ $15.5 mi,gio~ plan), Win Works ($26.5 mlllio~ versus $30.2 mi,Ifion plan) and Mac Works
($l.7 adllio~ verms $4,4 mi]fion plan). Mmcy was 3 times plan at $3.2 ndlfio~. In ICON PG and Fas East FG,
the negative variance was !orimarily Works, wllh Windows, Mac and PC verdons below pl~ by $1.0 ndllion, $1,4
milllon and $6.0 mi]fion respectively. P~blishes was also 51.4 million below plan.

]n domestic OEIvl, Win Bo~l~helf had $2.5 ~ in t~plmmed ~evenue~ and Pab]L~hes ~ revenues of
million versus plan of only $300,000. Also Win Wo~s w&~ $3.8 ndllloa above plan at $8.7 mi~oa, and
Wod~ was SIAM above pY~n at $4.8 ~

l,n Et,~op¢ OEM Win Works nxeneded plan by $3.3 millioa and Win Bookshelf and ether Multimedia p~xxi~y.s
had unplanned revemp~ of $8(X)o000. PC wod~ was only 45% of its $2.’/millioa plan.

The tqegallve variance in US FG ~v~ues cam~ frmn PC Flighl Sire ($200,000 versus $4,4 million), Profit
($300,000 vexs’us $2.4 million), Enlerlalnmenl Pack ($300.000 venue $1.0 million) and PC Wod~ ($1.3 million
ve~us $1.9 million). US FG revenue )emaiaed relatively unchanged as inn drop in rev~u~ from Prefi! ($2.0
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to~1.4 million) and ~iSkt S~ ($7~,~ ~ ~,~) w~ m~ly o~s~ by ~r~ ~ven~ ~ ~

Unit Re~n~ (~ ~ll~ns)
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Declining pgod~cts in Emty we~ ~fi~ w~ fzfi ~ $2.0 miH~ m ~,~ ~m J~e, ~y 4~ ~ ~e

~ ~ Reve~

O~lng ~en~s On m~l~s)

F~3

~

174



MS-PCAIA2 000000274
CONFIDENTIAL

COI~UMER

Headco~nt

FY~3

~ $1.5 ~ ~fl~ ~ c~s~ of ~ ~ ~h ~ ~�~ ~ ($1.9 ~on)
~d US ~ ($L0 ~) ~ ~ ~ ~ by ~ ~v~ v~ ~ ~ ~ ROW ~ ($1.2
~).

~i~ p~) ~ ]~N ~ ~ ~ ~ ($Z2 ~ ~ $1.5 ~n) w~ ~ p~y off~ by
fav~blc US ~ ~ ($1.4 ~ v~us p~ of~l ~m).

~rde~d O~mt~ng In.me

Net ~ve~s w=e $17.7 mil~ ~ ~, ~t effid~i~ ~ ~g ~ ~ Io~ ~ p~
~ ~ ~v~ ~ ~g ~ ~t~ ~ BOI of 13.7% v~ ~ pl~ed 14.7%.
W~ ~ a BOI of 39.1%, w~e ~ ~d ~W ~ ~ ~g ~ ~ 69.0% ~d 37.0%.
~dvdy,

l~g m a ~n~ ~ I~ ~ ] .7% ~ p~ ~ 1 &~. ~ a ~ ~ n~ ~s, BOI w~ 4 t~
f~ W~ ~ve 1~.6% f~ ~ ~ ~ 73~ f~ ~. ~ ~ ~b~y ~ow it’s p~d
BOI of 4.3% du¢ ~ ~u~ ~g ~y 39.4~ o[ ~ $16.0 ~ ~ ~ c~ ~v~bly ~ ~e

~y 6.0~ ~d ~ti~ g~ by ~.9%.
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DATABASE & DEVELOPMENT TOOLS

FY03

FY93 was a milestcoe yem" for MJcrosot~ wit]dn ~� database market. With the acquisition of Fox Softw~,~ in
June, 1992 ~d the release of Access in Q93-2, Mic~’osoft t’mished FY93 as a majo~ f~� in Ibis ~ The icing
on the cake came m July 29, 1993 when Nel~onal Softwa~ Te~tlng Laborato~es (NSTL) armoonced the t’eadls of
the 1993 NS’I~ Wiadows database dmwduwr~ Aco~s topped the list with a rmin8 of 7.7 ck~ely followed by
FOxPm at "/.6. Bor]and’s Paradox for Windows was the close.at �ompedtm with a rating of 6,9.

Daring the ye~, the ~ and Develol~nent Tools division was reor~ to inclede what was formerly the
Langeages group, including the Vis~l C a~[ FOR1RAN line of ixodac~. Roger Henna. Semo~ Vice Pt~ldem~
was I~¢ought on beard in Jalrtmu’y, 1993 to bead up the d~v~sinn a~d help develo~ Miclx~olys Ion~ term database
a~l dev~t tool] sa’aegy.

(~koss reveaues ~ tl~ Acoe~ Prod~cl Unh totaled $98 miffio~ $61 ~ above plan. Tlds was due to ,,he
sh~x aumber of enhs sold at the $99 inaoductot7 price, which exceeded all expestadons.

Net revenues from the VigJal Bask line of products totaled $57 million, up 85% in3m FY92.

Q93-4

Visu~ Bask; 3.0 skil~ped on scbedak m May 14th, 1993. In aa Info World azdcle aboat V’~saal Ba.~c 3.0, Kevin
Stre, hlo stated "It’s a m~st-have product for users charged with developing cu,C.om applJcadons that We their
orgar~zaliop.s a competitive advsatage." He also p~isod Visoal Basic fo~ its data access and OLE 2.0 s~pport,
making Visual Basic 3.0 the "tool kit in which all the piecas of Micmsoft’s IAYF vision come together’. Visoal
Basic for Applications (VBA) was are~o~m~:d on Jtate 29, ]993. The first pr~luct to s~dp vAth VBA will be Excel
5.D. It wtil also be incinded in f~lm~ versio~ts of other Microsoft applicadc~ts.

Vea~ion |.1 of Access skipped in May, 1993. It pmvklcd further ODBC connectivi!y Io other database formats as
well as incRasing the poteadal maximum si~e of an Acc~s database. Version 2.0 is curncatly scheduled to sldp
in February, 1994.

Windows md DOS versions of FoxPro ZSa we~ released I~ m~ufactm’ing din-in8 the qua~,~. TI~ vcrsinn
ad&eased international sonin8 issoes. The Mac version of FoxI~o 2.5 is ~heA~led to be released in December,
1993, A campaign, coda-named l’l&we~l, concluded with the e~d of Q93-4. It was m~ ¢ffo~ to persuade dBase
casto~ners to switch to the Fox producls. It allowed existing dBaso usere to Ixu’cha~ a copy of FoxPm 2.5 for
$149, discoonted f~om the regular competitive upgrade I~ce of $199.

Off’Ice Professional was artnounced on May 4,1993. The pt’oduct includes Ibe regular orifice bond]e in addition to
Access.

In late Jone, 1993 Lotus Development Ceo’S. completed Ibe acqulsitimt of AplxO:tCh Softwme m~d announced a
$99 im~,modon on its end user database. The ixomodm rims through Sep~her 30, 1993,
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DATe, BASE & DEVELOPMENT TOOLS

Visual C-H- upsrades. Europe FG had the largest unit increase (nimosl ’7 limes the previous quarter at 9,000
units), and "J~e plann~ $/onit was lower ~m a~mal in al! channels ex~ ~ ~ ~, ~ ~� ~l~e ~ ~
low to have any significant iml~Ct on the overall S/unit va~e. Virtonlly all of the change for Win Visual Ba.~c
Pro ap~,ades occort’ed in US PG. Owe~ 32,000 uniLs ware sold in US FG contl:ma-~d witix 9,000 last quanar. The
average S/unit was below plaa at $108/mdt compax~l with $143/unit lasl qu~tar
the over~ decresse in S/unit.

Channel Revellues (in millions)

FY93

Usl~ $ ~42.~ $ ~2&4 s

~ PG 30.0 ]7.9
F~ East FG 27.0 22.3
US (~M ’ 3.2 0.2 3.0

The significm~t I~esitive vefianc~ in L~S FG were am’ibutabl¢ to sales o£ Aes~s ($34 million above plan), Visual
C.,-+ upgrades ($8 rail]ion urq~lonned), Visual Basic Pm standard product and upggades ($13 million above plan).
The only ~ga~ve variance over $10 raiifion was for PC FoxPro ($11 million) but in to~al Ihe megalive varim~as
for the o~har I~Xlacts exceeded the i~sitive, resulting in a ~ US FG positive vatiaace of $14 million.
pHa~ary facto/’s for the vmianc~ in Emope FG we, re PC F0od~o snies being $20 million below pinn bet be~8
largely offset by a pesitlve variance of $15 million f~3m Access. All olbur varbaces were und~ $5 million.
Access was also the I~ po.dtive vad~ce in ICON ]q3 w~ it was $9 million above plan. The largest
variance in Far East 1~3 was for Visual Baslc Pro upgrades, at $3 miifi~ over pl~

US I:(3 $ 35.9     $ 36.9    $    52.5     $ (L0)    $ (16.6)
Emope FG 20.0 2/.6 3Z0 (7.6) (19.0)

US 1~3 approximated overall plan~A rcveaucs for the q~at’t~. The deczeasu in Access sales ~-ont Iast quarter
totaled $23 miJIinn. Etxrope FG’s negative va,~maes was due im-imm~ly to le~s dum plarmed sales f~0m pC Food~o
(10% of plan) caused by the delay in ddpping venion 2.5a, wlu~e ~he dec~Jue over last quml~s ~eveaucs also
came f’a~t Access sales which were $21 million lower. ICON F(3 lind no significant individual pt’educt vadonces
and like the other" chaonels, the reveone decRase was attdbutabla to Access sales ($600,000 vs. $9 mi!lion in the
prior qvane~). The only si~tifies~ i~ven~e valinnce ill Par Ea~ PG was for Visual Basic Pro upgrades which
were $2.2 million above plan.
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Producl Unit Revenues (in millions)

F~3 ~ v~

APPU 56,8 20.6 44.1 17.7
FOX 5~,.$ 21.~ 9~.4 37.5 04.6)

D~4S $ 1o.2 14.~ $ 1,~2 ~9.s~ $ ~? ss.3~ $ (4.0) sFox ~o.6 ~.2 z9.2 40.2 ~&4 ,~.o (~

Cosl of Revenues

Product cos~ of r~’,,cnucs as s percemag~ otr g~s r=v~s wvx~ 18.8~, verbs 15.3% p~t~. Most of the vas~mc¢
w~ a~tn’butabl¢ to the cost of ~evenaes f~ llm Langua~as Foduct u~iL wb.ue product costs w~ 31.8% of gnus
rcveaues vcmls a plan vf21.8%. Total cost of n~ve~ues were 24.2% of ~oss Rvenues versus 19.1~ plan. High~
ffum plannc, d allo~tions fro- manufac~ing overheads and invenh~y adjus~eats ~v¢~ the primary sotm:es of rite
no~ Im:~cl �o~t of rvvvnuv

~-4

Produc~ co~ of r~venuvs as a pe~cnlag¢ of gro~ zcvcnuvs were 18,5% ve~l$12.2% plan. Both the Langvag~
and Fox Product Units posted co~ dgn~r.a~fly above plan; 14~% venus 10.0~ plan for Fox and 303%
17.5% plan for Languagc~. Tolal co~t of rcvcoues as a pc~emage of gn~s vcwnues wase 27.8%, 12.5% above
plan, Higher flwat plmmed allocafio~s for mandarAming ove, flw.a~ and inve~1oW ad~uslme~s w¢~� the ~
sou.,c~s of the non product cost of ~¢v~ variance. Steps have been takea to reduc~ cogs by d~m~lllag IEe SDK
flora the Visual C-H- product (soM separa~y for $99) and p~oviding the etoi~ Im~duct mt CD

Operating Expenses (in ml~Ikms)

Operating expenses approxlmatvd plan for the year. MBket~g was flighdy owr plan in aft produc~ unils with
ex¢¢Ixion of FOX at $3.1 million below plan. Tlm payroll and payroll ~e~ variance rv~Is the I~ in hirin~
co~npared to plan dung lhe yeat’. Product developmcm was below plan, aoro~ all p~oducl traits,
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WORKGROUP

F’Y93

The Office btl~ldl¢ con~bute.d $17.4 ~i~ of Wo~up’s Br~s ~u~ (27%), com~ ~ a ~dgct of $7.8
m~n (13%).                                                                     j

~ ~ ~g ~ ~ ~l~: ~ ~ 3.0 (J~y, 19~), ~ 3~ (@~ 1993), ~+
1.0 (AugmL 1~2) ~d ~ ~ f~ A~k T~ ~o~ 3.1 (Au~st, 1~2). ~ ~, ~ ~
PR~ ~ ~ Vi~ 3.0 ~ ~ ~. 1~, ~ ~ ~y ~ X.~ ~ 3.2
~ ~ J~e, !~, ~ ~f~ ~ F~ ~d~ 1.0 ~ ~ J~, 1~.

Wo~ to u~ ~e ~t V~ ~c ~ ~s~ ~ ~ ~dc [~ f~ u~ of

~c~ft ~1 3.2 ~ ~ 4~. ~s up~ o~B ~v~ ~w ~, ~g ~p~rt f~
H~W~ ~d L~ ~=, ~ ~ a~fi~ ~ �~y ~v¢ u~B ~m ~ ~ offic¢ to ~. V~i~
a ~ ~ ~c¢ of ~5, w~ ~lu~ 10 ~ ~. U~ ~y u~ ~

wffich ~gs ~ ~¢fil of a m~fi~g ~s ~ key ~ wi~ ~ ~g~ sysl~.
~ ~ S~ of $1.~5.

~ ~ S~ of [195.

~mp~. ~ ~d ~b5c civic ~ ~ ~. ~fi ~ ~ 3.2 of
~ ~way W X.~ ~ ~14~3. V~ion 3.2 ~1~ a v~ ~ �~, ~
a~s~on ~d b~ ~ ~

~ld ~ ~ ~]y by ~w~ ~1 ~n ~ip

~Office ~1~ c~t~ $5.7 ~H~ of W~k~p’$ ~3~ ~ ~ ~2%), com~ ~o a bu~ ofmig~ (12%).
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WORKGROUP

Results of Operations (in millions}

Lesdiltg Products (units in thousands, revenues Irl mill~n$}

PC Mail Scrves’s YTD posiSv¢ tmiz vad=lc~ was iso]at=d to US FG (171,000), Em’op¢ FG (158.000) and ROW
FG (46,000). Each chann¢l had a m~fiv© $~/unJ| variano~, pmtJcuha-ly Emope FG, which was 57% t~low plan
($2.2~nh vs. $51Amit). PC Mak Cl~ant unit sales w¢~ hifJcr rJum badgered in ROW FG (99,000), Europe OEM
(91,000), US OEM (86,000) a~d lower in Emop~ FG U1,000) a~d US F(3 (174.000). I’C MaJt (:lJan~’s
varlanc¢ was due to a co~abinado~ of mix, selling propenionamly mo~e licenses ia lowes priced US FG and
obtaln~g less ~qan plmmed S!malt in e~Jt olmand. Unit ~ of Win S~le+ ~ lower than plmt in US FG
(96,0(~0), Inimm~y as a ze~ult of ~8 83,0G0 umhs ~ the tmb~dgeted OEM channel. Unit sales wese above
pla~ in ROW ~3 (49,000), ~arope R3 (22,000) sad the unbudgmed Europe O1~1 cham~ (91,000), AU chana~s
lind S/unlt revenues above pla~ pardsalady US FG, where $,.~nit zevenues were 100% abo’~ plan ($14Amit
verbs $7itm.it). PC Gateway’s p~ilive uni~ vadanc~ was due Io ~an8 US FG sale~. $imilm’ly, the negative
$/m~! vat~anc~ was also atlributable to selllag 71% of the trails in US I~ where the SAmit w~ 48~ below
The Mail Remote positive ~mi! ~ was d~e m US FG (29,000), Emupe FG (89,(~0) ~ ROW FG (49
The ~gadve SArah variance was at~’butabin to all chamois, bet pa~icularly to Europe FG, which acco~mted for
46% of ~he traits sold sad realized a i~ice of only $16imdt, v,~us plan of $96/unit.
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PC Mall Client’ 492 3:/    8 417 ?.6    Ig 75 (3.9) {I0)PC G~lew~y 4 2.l ~ 3 ~2 ~ ~ (0.1) ~2)

~ ~ ~s~ifi~ ~t ~ ~ ~ ~
(~,~). ~ nerve ~t v~c¢ w~ ~ ~

w~ ~ ~h ~,~ ~ ~ ~ ROW ~
$~t ~c~ ~y ROW ~, w~ w~ $] 5~t

~five ~c~ ~ ~ to 41% cf ~ ~ ~

~ ~ ~3~ $~t ~ ~ ~ a~
~o~ p~. ~ ~1 ~ ~t ~ ~ ~ ~ ~3.3 ~ a ~a ~ ~ US ~ (~,~) ~ ROW

O~ (25,~), ~ O~ (45~) ~ ROW ~ ~). ~t ~ d~ ~y ~ ~ ~ (15~).
U~ ~ ~ W~ S~u~ ~ ~ ~ ~ US (~ ~ ~ (45,~) O~ c~s ~ ~ ROW
~ (16,~). S~ ~1~ ~ ~ ~ (13~) ~
eq~y ~ ~ ~ ~ ~ US ~ ~ ROW ~.
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WORKGIROUP

Channel Revellues (in m~lons)

FY93

[CON ~ 9,1 7.~ 1.6

US O~ 0.? 0.2 0.5

Q93-4

~er~ng E~ On

~3

$ 5l ,6    $ 52,3 $ 0.7
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WORKGROUP

Q93-4
~ Pha V~ian~

P~ymlt & p~yroll t~xes $ 4.4 $ 4.6 $ 0.2
Marketiag 3.5 I.I (Z4)
Product Dev¢iolxa~nt 1.9 L5 (0.4)

Marketing a~:~a| (1.8) - 1.8

Headcotmt

Ju~ ~, t~ 3~ ~2 (62) 3 9

Burned O~ting In.me

~a~sfly Gro~

by a41% ~w~ ~ ~ of~v~s ~ a9%
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SYSTEMS SUMMARY

Results of Operations On millions)

An~:~t 75 17.6 ~ 20.7 66 21.1 ._Q,).

o o
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SYSTEMS ,~JMMARY

Channel Revenues (in mlllons)

US OE~ $ ~ $ 24O $ 69

US FG Z95 342 (4?)

ICOW OEM 21 24 (3)

~inG P~ (un~ in (ho~s, re~s In
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45O

o
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SYSTEMS SUMMARY

Business Unit Results (in millions)

Net Revenues

O~mtlng I~me (Loss)

W~do~          (29)    (6.4)         1 0.3 (~)
~ 34    7.5 ~ 8.9 6

H~counl ~nt ~ ol P~ G~ ~tal)
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MS-DOS

Resu~ls of Operations (in m~llions}

V~

~ O~ 63 45          18

Net ~ven~ $ 5~ $ ~7 $ 117

~ ~e~u~ $ ~3 $ 1~ $ 151 $ 12] $ 92

~-~S V6,0 Up~s ~ov¢ ~ US~ ~idve 485% v~ by ex~g ~t p~ by 1.7 miUion ~1~
which w~ p~i~ly o~ by a ~gmive ~% ~t v~¢. ~m~ ~ mvenu~ exce~¢d p[~ by 124% d~ to
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MS*DOS

a MS-DOS V6.0 Upsrade positive uaiz variance of 900,0~0 unit~ partially offset by a negative 16% YdUnil
vayiance, and a negative $12 million MS.DOS Std rcveaue variance. US OBM’s favorable revenue valance was
the re~lt Of a po~five 31% unit variance combiaed with a negative 12% $/urdt variance, [CON FG ~teal
v~v~n~ uipled plan due to MS-DOS V6.0 Upgrade units exceeding plan by $18 million, d~ghtly offse~ by a
negative $2 mitfion MS-DOS Slandafd rvveaue variance. Qumte~-to-quar~" change in Ibe Finished
channels can be explained by MS-DOS V6.0 Upgrade pet’fomumce. USFG :;hipped an incrune~ilal IA million
units relative to Q93.3 while Europe ]~G ddpped all ~lditional 900,i~0

Top lS Wo~,ide OEM Customers On mtllan~)

C~mVeq $ 27.~ $ t6.4 $ t4o7 $ 11.4 $

Gatu-~ay 8.9 ’/3 5.6 1.2 ~.3lng. C. Otiv~fi 8.9 5.6 6.9 3.3 2.0

Ac~ 4.] 5.3 5.6 (I.2)

Di~i~ Eq~ipmeat 1-$ 0.9 0.7 0.6          o.g

Ta~y 1.0 1.4 1.2 (0A) (0.2)
4o.4 ~’/.3)

$ 8o.o $ 75.o $ 79.~- $    5.0    $    0.8

M,~-DOS cost of ~veaucs were below plan as a percentage of revenues (9.6% versas 10.0%) although absolute
producl cosl of revenues exceeded plan by $9 million, which coincid~ with hJgber than planned MS-DOS
revenues. USFG aceoumed for $6 million o1 the negative variance while E~opo FG was responsible f~" $4
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MS~DOS

millJ~,~, These vari~ces can b¢ explsJn~l by ~ l~ge ~5~ ~-~S U~ U~ ~es

M~et~g 14 ~3 (~)

~ $ ? $ ~ $ (2)
M~et~g Ac~sl (4) 4

$ ~ $     16

~ ~gafive PSS v~ is ~e ~t of ~g up h~o~t f~ ~ ~ 1993 ~*~S 6.0

d~ ~ a ~sitive $121 m~on ~v~ue ~e ~s~ by a negad~ o~g ex~ v~e of ~ ~.

~d~unl

As a ~t

J~ 30,1~3 1~ 145 (~) (3) 1% 4~
M~ 31, 1993 171 145 (~) 7 1 4

All--ions

F~

~93 Mlocad~ ~ 12.7% of net B~ ~mp~ to a ~ o[ 17.6%. ~s [av~le ~ ~ a
~idve $117 mi]H~ n~t reven~ ~e ~upI~ ~ a ~ifi~ ~ m~li~ ~)~a~n v~. ~e Systems
Dive,on ~ch ~ developm~t ~1~ ge~cd a ~sitive ~ m~ v~.
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MS-DOS

Q93,d

Allocations w~r~ 9.0% of n~ revenues as compared ~o plan of 16,7%. Tim ~cre.as¢ in ~localior~ as a p~r~en! of
act mwaue~ is due m increased Q93.4 neg revenues.

Bum~ened OperaUng Income

Acm~d ~0]" of 6~.8% ~xc~ckd Fin~-~d 50Z of" 58.~%. ~ ~ a ~ $] ]I ~ ~0~ ~,

I~% ~st ~v~ v~¢ ~ a m~ 50% o~ �~ v~

~-~ ex~c~ a ~% ~ ~ BOI ov~ ~3-3, ~y ~v~ by ~¢t ~� ~ ~ 61%. ~
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WINDOWS

FY93

The mmzbcx of I~-to-date Window~ 3.1 ~c~tscd zzs~s 8row Io m~ ~

W~ws f~ W~o.~ 3.1 ~ 3,1), ~ ~ ~ 1~2, �~
h~, b~g~ ~ ~ ~ of ~h a~ ~ II. N~ ~ T~g ~~~ ~g~
~ ~ ~ ~ 3.1 ~ ~ o~ ~gs f~ W~-~ ~-~ ~ ~e
~pu~ld’s B~ ~f~ S~ ~ ~ 3.1 ~ ~ h~

c~ m ~ ~ ~6~ ~ ~ W~s 3.1 ~ ~ ~ ~w~.
~3~ W~ws 3.1 ~ ~= ~ m~ ~ ~ O~ ~

~h ~f~ ~=s = ~ ~ B~ Sof~. ~ Sys~, ~p=~ ~a~, ~le. S~ AG.

~ Ja~ge v~t of W~ 3,1 w~ ~ ~y 17. ~
to ~v~g W~ws 3.1 ~ ~ ~ = ~ ~ ~ W~ ~y~R~ ~.

~v~.

~9, ~ou~ ~e p~ofi~ up~ ~ ~ ~ S119 f= ~ ~ys. M~ ~ 2~.~ ~ of ~ 2.1

~ ~ v~s o~8 ~. S~’s g~ ~ W~l is to ~ ~

~ ~ ~. S~ T~ ~ ~b~ A~’s ~of-~ f~
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Resulls of Operations (in millions)

~ O~ (52% ov~ pl~ ~3.~ ~). ~e W~ 3.1 ~ve 15% ~t v~ ~ ~v~ by a

w~3.1 4.7~9 $ ~ $ ~ 2,7~ S g2 $ 33 L931 ~    (4)

~3,~ S~S~ ]2~ 3    ~ ~3 14 ~ (15~ (11) (30)

-- 30 2
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Windows 3.1 gM posted a positive 69% malt variance in Q93-4 due to swo~g anit sales in US OEM (1.6 miJE, on
urdts), Europe OEM (209,000), USFG (158,000), and ROW FG (165,000). The ROW ~G unit vadanee was due to
gte s~ccessful latmch of Wil~ 3,1$ on May 17. The Win 3.1 Upg negative malt and revenue variances ocetmed as a
resalt of negative Em’opo FG performance (57,000 ~aits:. 25% $/anh vadanee) and ROW 1~ (14,000 malts; 9%
S/unit variance) poffo~o. USFG ouqx~formed its Win 3.1 Upgrade plan, po~tin,g a favorable 54,0~0 nnit
variance, a po~dv~ $1 ndlli(~ ~ve..nll¢ valance, but expefi~ced a negative 20% ~ variance. ~
Std. S/vV negative 82% ~venne rarianse and negative 55% tadt variance was the rasalt ~ USING (negative 61,000
unit~ and ~8 ndlfion revere va~ian~), ROW FG (faverabk 36% malt vad~me �omldned w~h a negefive 68%

:~un~t waiance), and Emope R3 (negefive tg,000 neit v~iaace and $3 million reveane varbnee).
¢o~imP.s to unde~onn it~ reve~ne plan, which can be at~ibuted to exce~dve inventm,y levels in the channel

obso~eB stock. Win Printer gysten~ aadeq~’fon~ed its USR3 plan po~ a negative 70~ anit ~ and a
$4 ndlfion reve~ne deficit. Ttle Pro-Re, lease ~ d~ipped 30,000 tmplalmed uails in Q93.4, gene~,g a
positive revanue variance of $2 ~tilio~

win3.1 4,719 $ 138 $ 29 4~5o6 $ 112 $ 2~ 213 $ 26 $4Win 3.! UF~ 244 10 41 185 8 46 59 2 (5)~ 3.1 $~ $/W 128 3 2~ 55 l 23 73 2 (3)W~n Prhtm Systems 16 2 116 l| ] I1D 5 1 65! 55 2 37. t?~ 19
$ 155 $ I’----~ $ 31

Windows 3.1 units grew 5% over Q93-3 ddpments, wi~ unit growth in ROW I~G (192,000), USFG (178.000), and
Us OEM (] 16,1~0) offset by vJ~it decli~s ia Eurol~ OEM (197,0C0)o Strong worldwide FG performance and n
19% $/en~ US OF.,M incre~e result~ in a 16% increase in $iank from Q93-3. A 45~, Win 3.1 Upsrade Europe
t~G shipment dcctine and a 9% g/malt d~crease pa~tiefiy offset a 106,000 malt USFG Win 3.1 Up~’ad¢ unit
shipment increase and o 61% $[nnit ~ WFW 3.t Std S/W r~venee incrnss~d 96% due to ~
in Europe OEM (45,000), US OEM (22000), and ROW FG (14.000). Win Printers gys~em~ combined a positive
41% u~it 8rewll~ wi~h a 5% positive g/trait increase to report a 4?% revenue inc:~ease over Q93-3.

Channel Revenues (in millions)

W~V Std S~W ~I Font Pack contributed $I0 mLllien and $2 miltion, respectively, to Lhe Europe FG negative
re’,’entm variance while lh¢ delay i~ Wir~lows NT and SQL g=rwr resulted in an additional ~6 millinn negative
revenue variance. Thesc sho~falls were offset, by a ~ S/W Upgrade $5 mil]ian positive reven~ var~ce. US
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OP_Jvl and Em’ope OEM posifiv~ revcaue variances were exclusiveJy Ihe remit of a 10"7% and 52% Win 3.1 Std
positive ~mit varhnce, respectively. USFG fell short of its nwenue plan due ~o aegative variance~ i~ Windows 3.1
Upgrades ($10 million), WFW 33 HjW Standa,~l ($18 million) ~ H/W Upgrade ($8 million), ~
Standard ($13 million) and S/W Upgrade ($5 million), Windows Printing ($16 million), and l~at Pack ($19
million). Additionally, the delay in Windows NT, SQL Se~,er, ar~ SNA Server accotmtcd for an addilional
uegatve $13 million USPG reve~e variance.

us vo 35 83 22 (~) 1~,
t~zeVe t~3 23 42 ~.2 (~9~ (9)
Far Ba~| FG 17 7 6 10 i 1

Europe OEM 14 7 17 7 (3)
Par East O1~ $ 10 9 (2) (1)
ICON OEM 3 2 2 1 1

Net revcaum $ 148 $ 182 $ 126 ~ $ 1

US OP-.M ~ ~ OEM excr~l=d ~ Q9:~.4 mvemm plms du~ m a po~Jw US ORM W’m ~,I $~J 15~% ~mh
~’ianc~ and a IX~Sitive Europ= OEM Win 3.! SM 50~ ank v"~ianc=. US I~" m,,,~m~ w~’~ 5~% telow Flan in

Windows bit cm~Iml=,~ an ~l~m.1 $13 million r~v~ r~rn~ md F~ P~ck ~ Win ~ Sysmms
each reposed a $4 million negative variance. Win 3.1 $td USFG pcell~ve ~venae variance of $10 million
(ix~five 46% ur~it variance) h©lp~i to offset chalmel performance. E~-ope i:z~$ negative $19 million revanue
vmia~ce was dne to $t2 million Windows 3.1 S~t vminne~, an additional ~gadw $4 million in Windows 3.1
Upgrade variance, and a deiny in W’mdows NT. res~tin8 in a $2 ndllion negative revenee varlanee. ROW
posted a 85~ positive unJl variance, the remlll of WJ~ 3.1J shipping. An $8 milfion amou~ alq~ars in Ihe
AdjuslJnem category for projected WFW 3.1 product ~mrt~..s. Windows 3.1 Std peffonnanc~ in Far Ees~ and
ICON FG (favorable 192000 shipmeat valance), in US OHM (116.000 units) and in USFG (178,000) ov~x Q93-3
shipmenls drove the 17% revenue inc~ase.

Pmdu~ Unl! Revenue,~ (In ~

Wta 3.x W+w ~ ~ Sy~ ~ Stoma’. Bn+t.Unlt

wia 3.x Win NT    s~mm Syma~ Wiadmn_ ~ B~ Unit
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Cost of Revenues

FYg~I

Cosl of n~venue~ we~s 16.7’~ of ~ revenues ~ compmcd to plan of 17.1%. The favorable ~ can be
gt~f~tcd to ixoduct {~st of tev~e~ s~vin&s for Win 3,x PU ($13 mlllio~), flit Windows ~ dgl~y ($5 million),
Prin~ Syztcms ($6 nd~on), and MM Systems ($! milli~). No~-D’od~ct cost of

~lng E~ On m~lb~)

$ ~ $ ~ $ 12

~ ~ s~i~s 12 17 5
~ ~e~ I0 5 (5)

H~

As a Per~nt of

December 31. 1992 1,072 1,057 05) 44 9 26
September 30, 1992 1,o~ 1,o~ (20) to 9 26
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WtNDOW~

Allocations

FY~

Allocations ~ a pe~e~lag¢ o~nst m~ ~ 3% ~ ~ pl~ ~v~ ~ a 10~ nc~ve ~t revenue
v~. ~ ~ ~s ~ a ~dve v~ ~ $5 ~ ~ ~ ~ ~ $9 ~

~. ~1~ w~ 33.8% ~ ~t ~ ~ ~ ~ p~ ~ 312%.

by ane~e ~~ S~ ~, a~ ~ ~ ROW ~ S~ ~,

BU~ ~lng

~ ~o~ ~ ~k ~ a ne~ ~I v~ ~ ~1 ~ ~ ~93 ~I ~ ~% of net
~ m a pl~ of 0%.

~ ne~ ~] ~U~ BOI v~ w~ ~e ~ a 19% n~e ~ ~ue ~, a ~g~ $14 ~n

~nu~ v~s p~ BOI of

Qua~rly Gro~h

~pro~mem ~ ~3-3 ~1~ ~ a 17% n~ ~ ~ offs~ by ~ ~

m-14% ~
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OTHER OPERATIHG

Leading Products (units in thous~s, [ovonu~ In ~ll~ns)

2O8
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,OTHER OPERAT~IG SYSTEMS

Channel Revenues (in mBlions)

FY~3

US OEM was abov~ plan pdmarily du~ ~o LAN Ma~age~ Cltem ($15.3 million)‘ pmlially offer by LAN Manage~
($6.6 milton). Tbe below ~ perfonnan~ in Em0pe FG wa~ due to LA~ l~n~cr UIg~it~l ($3.2 million),
SQL Ser~r-Unlimiled ($3,2 ~nillion) ami SQL Ser~e~-Workgmup ($1.7 ntillion). Tire bolow plat
East and iCON R3 we~ primarily due to LAN Manager Un/~nited ($2.1 million). LAN Manager ($4.6 million)
and SQL Se~v~-Unlimked ($1.9 million).

Q93-4

UsOBM $ 8.4 $ &9 $ 9.6 $ ~.5 $ (1.~’)Etm3p¢ FG 5.7 9.! 6.8 (3.4) (1.1)us FG 5.1 5-3 5.3 (0,2) (0.2)ICON P(3 L2 4.0 1.9 (2.8) (0.7)

ICON OI~M -- 0.1 O.1 (0.1) (0_1)

Net revent~e~ $    22.2 $    27.9 $    27.3

US OEM was above plan pfimari]~ due to LAN Manag~ Client ($4.4 million), partially offset by LAN Maw,~vr
($2.0 millior) a~l OS/2 ($t.2 ntillion). LAN Manager Client ancmmted for Ihe qumt~-to-qua~t~ ~evenue
decrease in that ~. Europe FG tesulls reflect acress-flte-boerd below plan mfit~. The l~elow plan
Fa~ East and ]CON FG were prbnafi]y due t~ LAN Manager Urdimitcd ($0.9 million). LAN Manager ($0.8
million) and SQL Server*Unlimited ($0.6 million).
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O’n’~E~ C)P£SA~ ~

Product Unit Revenues (~n raisons)

FY93
FY93 ~n V~

U~ 7.9 7.5 8.0 7.4 (0.1)

O~ratl~ E~nses (In

of ~=ct devout ($1.6

2~0
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OXHER OP~q~ SYSTEMS

Headcount

1~ 30, 1~3 52 3S (17) (2) --~ ~ 1~

~ ~, z~ 49 35 04) (]~ _ z

8u~en~ ~g tn~e

~3

~g for ~ ~dfive v~ ~ ~ BO] (37.4%) ~i~s p~ (29,1%).

Quafl~ Gr~h
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HARDWARE

w~ ~ ~ ~t by nc~fiv¢ ~ ~ ~ ~ (49,~) ~ ROW ~
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Chanrml Revenue~ (in m~ions)

Wt’93

US FG $ 98 $ ~11 $ (13)
~ ~ ~ 98 (33)

I~N~ ~ 35
F~t~ 8 ?
E~ o~ 4 4
~w o~ 2 2

E~ ~ 12 ~8 Io ( ~ 4) 2

To~ c~ of rev~u~ w~ ~ve pl~ ~ a ~n~ge of ~t ~v~, ~ly due m lower ~ b~get~

c~ ~ ~ US OEM eh~l we~ si~f~fly hi~ ~ gl~ (10.6% of n~ l~u~ vs. buds~ of 2.2~ ),
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HARDWARE

while product co~ls in Europe FG we.re below plan. Reight and Shipping a~l Inventory Adjusanents
significantly above plan as a percent of net ~eventtes (3.0% versus 1.4%).

093-4

Total cost o~ revenues was above plan ~ a percentage of net revenues, prbnad/¥ dne to lower r.lmn b’adgeted
$1t~t revenues and higher reJaates. Product costs, ~s a pere~tage of net r~venu~ approximat~ plan. (3ace
again, Wod~et tests in the US OEM chanl~ we~ significantly hi,an- ~ plal~ wltile ploduct ¢os~ in
FG w~ be.low plan. F’n;ight and Shilling was sigrdicanlly above plan as a permit of net revemlen (6,1% venus
0.7%).

Operallng F-.~ense$ (in

Plan

Ma~eSnE $ 10.5 $ 10. I $ C0.4)
I~od~ct &~opm~n~ 4~ ~.2 0.9
Pa~o/l and p.yroll ~ax 3,7 4.0 0.3
Product sU-plma ~wi¢~ I.S 1.7 0,2
Admimarali~ S~’~i~s 1.2 0.?
Otlmr 8.3 7.9 (0,4]

$ 29.5    $ 29.6    $ o. 1

vmi~n~

/vEuk¢li,~ $ 3.9 $ 3,6 $ (0.3)
Proctaa dcce.lopme~t 1.6 0.9 (0.7)
Payroll and payroll t~x 1.1 1.0 (0.1)
Ptodt~:t ~plma ~ 0.4 0.5 0.1
/v~l~i~g acmmI (0-5) - 0.5
ot~, 3.0 2.~

$ 9.5 $ 8.2
Headc.ount

As a Peseta of Total

2rune 30, 1993 77 65 (12) 6 1~[vl~c E 31, 1993 71 65 (6) 10 1 2De~ember 31.1992 61 64 3 I0 I
Se.~ember 30, 1992 51 $9 8 -

Hesdcount increased g% o~ 093-3. mainly due w I1~ addigocml ~ in Ih~ New Pt~luct D~celopment
deparlmenL Year-end headcotmt was 18% above plm. due mainly to 0934 hiz~.

Allocations

FY~3

,Mloc.alians were t4.7% of net reveoue..~, vers~s a budget of 13.2%. Actual allocated dolla~ were oaty
raillion higher than budgeted, solely due to a higher Sales & Madtedng allocafio]l.

Allocatian~ wet¢ 18.3% ot net mvanues, versus a budget of 13.1%. dtm mainly to higker Eua’ope F’G Sales &
Marketing ,’dloc.’,aion,
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H/~RDW~,RE

Burdened Operati..q IIIc~me

FY93

Lower than planned r,~venues ~resultod from low=" than budge~,~l unit sales of all tl~ leading produ~ls, with the
exce~tio~ of Ihe ~EM Mc~e. This revenue decrease was primarily Ihe re~lt of the continued shift in sales
volume f~q3m retail to the lower S/unit OEM chamnel. Opmatlng expenses and a]local~s app~ximated plan.
BO1, as a re~t, was $18 milli~t below plan, and was :2d.% of net reveaues venus 29ff, planned.

Lower lhan plmmed reYe~ues in th~ mlail cJmm~, offset somewhat by higher sales ia Ihe OEM channel, caused a
14% net ~evenue ~’torffnll versus plan. O10emlhtg ex~ a~ allocafi~s were hod= above plmt. BO], as a
resu~l, was $12 millic~ below plan.

Gluarterly Grov, dh
Net revenues were up $11 miltion from last quartm’. However, higher cost of ~evenues, operating eat~.nses and

218
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OTHER PROOUCT GROUPS

Net Reveltues (in

Sez-~es 30.~ 25.5 5.4
MSU 24.8 23.9 0.~

Operating Income (Loss) (in millions)

]~ks $    0.4 $    0,3 $ (0J) $ 0.Z $ 0.5

MSU (L5) (~7) (1,’~ (0.~) 0.2

Headcmmt
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T~x MATI’ERS

Domestic

IRS Examination

A.s reporm:l last quarter, M]~osoft and the Initial Reverme $~"viP~ fi.~dized an and~t of F’Y88 an~i 89. Th~ IP~
is c~xR~nfly Cxandl~g ]FY 90 and ~I.
indicated that it wc~ld ~-’w Micgo~oft Cor~.’s r~e, aw, h and dmtelopment cz~cdits, and pne~to Rican operations

~t~dulcd to ~ app~z~na~ly 18 mantlm

Federal t.~glslatlon

President Clinton°s tax I~1]. ’Fni$ pt, o~ would Imvc sov~r, ly [in~,ed the amo~mt of [c~ tax credits M~:roso~

effectively eliminating any kgisl~vc s~ppolt f(a" th~s proviskm.

At Micrcsoft’~ request, Con~rcsm~an McDcrmon comact~ Congr~mum Roste~owsld (Chairman d tim Ways
and Means Commh~ee). and S~a~o~ Mun’ay contacted Sector ~oynihan (Chairman of th~ Senate
Cmm~t~�) suing a research and dewlopme~t WOV~Sian favorable ~o Microsoft. Th~ firml bib should provkk
Microsoft ap~oximatcly $50 million more i, ~,s¢~a’ch and dcve~t c~dhs than lhe prcvioflsty
Senate bill.

Regulations

Th~ ~ i~sucd n~ r~ea~h and d~clopmcnt rcgu;ations w;d~ a~ gcmt’al~y favorabl¢ Io ~ ~f~w~r¢ i~lusuy.
]~l~mso~t testified b~f~t~ th~ .~ust~¢ l~partm~l and Ot~ IR$ committing ~hem for the favo~-~I¢ rcgulati~.s, and
~lfing addldonal c~rificafian for p~uct ~oc~.iz~on, and technical ~r~, TI~ p~i~w irapa~t from them:
t~gulatio~ ft~ M~r~o~ ~s e,~timat~d at $10 milli~ in ~x~ ar~ually.

A~umulatod Ear~in~ Tax

An a.,-~lysis of ~ficro~oft C~tion’s ~ fm a~l of its work.~8 ¢apita~ ],.as be~n p~par~ and ~s available
se.pa~tely.

~A$ No. 109

We have performed an analysis of Statement of Pimmciai Accounting Standards No. 109,
Tax~ ($FAS No. 109), which is required to b¢ implemented dining Q94- ~. The implementa~m of SFAS No. 109
is not expected to haw a matertal imp~t t~pon the f’mancial

"~pread" From ~tock Plans

The "R~’ead" from stoc~ option e,x~cbes is dcducdb~ a~d ~¢duc~s bo~h federal and ~ taxe~. The amoun=
Ih¢ spread and approxim~t~ u~x I~aef’~ a~ (i~ millions):

QI Z    1~7 $    47 $    ~ol $

Tax Maff~rs                                                                   223
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T/~x

B&O Litigation

Mica, oft is suing the S~�

Washin~on

~y.

~ ~ cx~ A ~ ~ o~ ~s fo~

T~
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T~x

Commissionaim

A comm~ssiontire is an "ageat for an undiscloo~d Ix~cipal". In opera6oa, the c~stmner maintai~ the pe~e~n
thai he is dealing wi~h local MS operations. This st~clure e~’fectively lindu; profits subject to relatively high tax
rates. MS L,TD a~d M.~ I[NC were s~ccessfatty co~ve~d to commi~ion basis effective July L Conve~ion of MS
Aasu~a. MS Swilzedand. MS Poland, MS Czec~oslovdda and MS Hungary to commlssinnaire are now tentatively
scheduled for Octob~ 1.

New Subsldlalles

Repatr]aflo~ Plan.lng

GMBI-]. ~d MS L’I~ d~r~8 Q9~-4.

Tax pla."~i,B a~l compllanc¢ c~]dn,ed deri~ d~u ~¢~’. ~ i~uded:

~ Aum’a]~an Tax Offic~ iss~ a ~ ~v~rable ~x ru~.8 char~’;g most
revenues as sales h~corae as Opl0C~A to reyaldes. We me in~rsuin8 tax rafuad o1~
c~qled by this rul~ag wldch MS acdwly sought. Tax plmrain8 was performed with respect to the
eslab]ishmunt of m~ APAC rugio~al he.adqua~t.~rs in Auslralia during Q93-4

Canada: Review of Canadian and US lax baldicafious ef conversion of MS [NC to commission agent.
France: Assisted subdd~at~" personnel in ad~ issces raised by the French tax authorifi¢~ related to

transfer pricing and stock options.

Germany:. Assisted subsidi~y pcsu~nel in addressing various issue~ raised by the Genn~ tax authorities.

Hung Kong: Review imt~t of local revenues f~m subscriptions and fulfil/merit ou cost plus revenue model

Ireland: Irish Revenue ~ a fav~-able ruling to MS allowing Ihe ~txad~m of MLP revenues at the
favorable 10% kish lax rate f~’ ma~ufactmed goods. ~ should result in sigaLt-~cant tax
~vings to MS. ~,~iat]o,~ conSnued with L-]Sh Reve~zc regarding a correlative adjustment
reflecting IRS audit r~l~.

I~eviewed Ihe VAT impIicaliolts relating to the char~terlZalk~ of sofiwme as either the saJe of a
I~Oduct or the ssle of a se~,ic¢.

Korea: W¢ axe ~dv¢ parficlpanls in a coatido~ wgln8 the NTA to etiminate the wiO~holding ~ ~

Me, x~3: Adjusted c, onm~s~km ra~ aft~" ~view of cash flow mode, I and trans~ I~i~ing consideratious.

PRC: Ob~ined favo~tb]u detenninat~ of tax exem~ ~ fur rei~e~ntafive o~fi~e~

South ~ Review a~ tax i.~ue~ related to grant of stock ol~ions ~ MS S. Africa employees an~ employee
participation in ESPP program.

TaJwan: Pimming regarding el’V~:ien t repatriation of exces~ cash.

U.K.: T~x plarm~g related to eonversim to ccmmissionaire

Tax Mallets 225
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CORPORATE RISK MANAGEMENT AND AUl~n"

Insurance and Risk Mallagement

lunufunce Renewals

Most insm’~c¢ was renewed o~ July I. Coverage rema~ c~npamble to fl’,� expiring pro~ with some
imlm~vemc~t under various fiability policies ~ covera~� languasc) and Fopcny policies (~ncreased limits
o~ linbifity)~ I~94 premiums increased app~oxima~�ly 20’$ to $2.8 miflion duc to incenses in ratable exposm~s

ra~ leve~ and g~neral fin~ing of ccmm~cial ~ marke~ pdci~. P, mes a~ Fedic~d ~o clbnb
dg~ffic~ntJy foc FY95.

Risk Fundin~ b"tlategy AnalyMu

Recemly, a risk fandi~ ~,rategy aan]yeis report draft was �omple~l.
range of idandfied d~k~. eeviews ~e ~ of rbk h~ling a~d available alten~iv~, ~.mends olximaJ r~k
fanctb~ stra~ies for M~ aed Rquests ~e~ac~ ap~wal of a p~oosed ove~aJJ ~isk huuJing sWategy,

Irmuranc~ Coverage for AiN~Ie Dk~Jt~

Chubb manascmen~ reviewed ~ir ~ on die c~Je and n~endy lxo~<~d a mee~n~ w~th MS to ncgo~ate a
co~clns~cm and payment o~ i~ coverage obfigadons.

Corporate Audit

Ireland Manufacturing

An audit in May rc~o~m~ended changing die method of determining cost for [¢¢iand’s many low volarnc SKU’s.
R©Fmed cost ana!ysis would belp to identify SKU’s that may ~er be p(ofltabl¢ and shoul~ be consldcred for
dL,~:~onlL’~.u~ ~ altenmfiv¢ prodactio~ methods. Key Pefform~ce ]ndicatars ~ sugges~d to evaluate
manof~cmdng ~lts. Suggestkms were also made to improve pmcltnsin$ pr~tices and ~ince �ost~ through
worldwide or mnlti-cmmt~’y volume pnschase~ in i~ti~on ~ Canyon Park and othe~ MS ~aits.

Compare/Store

]n this May audit, suggestions we,re made to change ~ o~anlzatio~ structm~, reconsider some of the products
and ~rvices, iml~’ove pur~h~ing and to add~s,s a number of financial ~iderati~ns.

U.~. Ma~kMIng Operations aml Pmumement

An andi! of Coq~om, Ccep Events, ~g Accounting and Marketing Diswil~tion was completed in July. It
identified a need t~ reduce the time to c~nple~ pmjso~ and recommended a rmml~:r of pracdce~ and
organlztalc~l clumge~. It also identified the ~ for m~ coopemfi~ and ~ding of p~ject im3ce~as
and ~ by the merke6ng service g~ups and ~ clients to ~unmline I~ejec~ and re~ce costs. Cmtra~tual
and fiunncinl arrangcmeats with Ogilv,y & Mathez and Wasgane~/Ed~nm~ we~ reviewed and accounting data was
examined in their officns. Cost ravin8 s~gge~io~s were mede and disour~ed with Markeri~g manasemant for
theh" follow np. ]he report cove~ numy other cost suving and dt-tcle~cy mal~.

Worldwidu Pm~mmunt--~trat~jle R~cemnmndatinn$

’D~s ~poct focused on 0w ov~all results of andidng mo~ majo~ MS purchasing functions die past 16 months, II
~unm’.asizes many immediate imp~w, anants that can be made and ~sge~s ma.ior changes m lay ~ of the
sWat~gic foundation fc~ our inture business medel. The re..~ngin~�~d pn~ctu~emanl infraatructuxe it desoribes is
directed towanl maximizing supplier leverage wltile maintaining quality and ~’vic~ at the ie~t toual ~st. The
r~po~ sugge~ how MS proctunment can move toward a mede| focusing on oor sffategic slrengths, outsourcing to
olbers the In’oces,sas ~ have limited I’man~ia] rettwn to MS.

Corporate Risk Management and Audit 229
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FY94 PLAN

The FY94 plan ~’lects revenue growth of I 0%, w~h 21% profitability.

The Q94-1 plan nd]ects Financial perfocn’k~ce subetanlially 13e~ow Q93-4 p..anis~ It inc|udes net ~eveatues of $827
miliian, net income of $104 million and EP5 of $,34 Our cm’reat esdma~ is that net revenue will be abo~t S978,
mJ.llion with net iscom¢ of $237 million and EPS of aboet $,78, reasonably close to the curnmt suee~ estimate.

P/94

1~’Y94 revemnes are planned to grow 10~ to $4.1 IdIlinn, down fenm plarmed growth of ~% ~ 31% ~ ~ ~
FY92, and down born the 36% and 50~ actual aanmd 8rowth in FY 93 and F~92.

Planned PY94 finished goods revenae glowth is 13% fes No]lh America Pmished Goods, 6% for Earope Finished
Goed~ and 29% f~x ROW Finished Goods. Plmmed FY94 WW OEM rove!rue ~ is 8%, compared with 54%

P~om a business malt perspective, Deskmp (Win’d, Eacel. Grapki~ and Pmjest) is planned to grew 14%. Database
and I)¢velopmant ~ (DDT) 45%, Consumes 32%. and Wo~ 38%. Systems is planned to gn:)w 5%
whe~..as SPAG is planned to decline 24%.

Cost of Revenues as a Percent of Sales

P’Y94 COGS plan is essendaily ~ at 16.7% of n:v~ue, compared Io actual perform~ee of 16.9% for FY93.

Operating Expenses

.-~’94 resca~h and d~velopment expenditures a~e projected to inc~as¢ 47% to he 16.7~t of reven~es, up ~
12~% in FY93. S~es and marketing is projected to increase 11% rci~seadng 32.4% of revenues, np from 32.1%
in FY93. Genmal and adminlstmtiv¢ expenses are planned to be 5.2% of net revem~es, up from 3.2% in FY93.

Net Income as a Percont of Sales

FY94 net income is planned at 20.7% of nnt revenues, compa~d to the FY93 plan of 2].6% and W(93 acted
perf~ of 25.4%. Tl~e pinnncd decline in profitability is d~e i~anarily to i~r~as~d research and
development investments ~opled with a decline in n:venue g~owth.
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FY94 P~

Channels

Product Groups

GrowtWFY93
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FY94 PLAN

Other Product Groups

Applloldlons Business Units

Desklop Applications Units

236



MS-PCAIA2 I)00000336
CONFIDENTIAL

FY94 Pt~N

Database & Development Tools Procluct Units

Systems Business Units

Other Systems

o~,~]0~,~ ~ s ~ (~s)
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MANUFACTURING

Throughput

Campus Nolth Componmlt Planes On thous~mds)

Cempouent productim inorensed 6~ quartea" to qan~r. Off-site l:~edacdun conllaued to iac~ase as a ~
of tota~ u~s ImXluced dm~8 Q934, ~3m 18% in Q93-3 to 20% in Q93..4. Munu~8 ip.creased the

Singapore.
Canyo~ Park made exlensive coafingency plm,..s to accommodate produefian and dislribulio~ fo~ Win6ows NT.
Windows NT wes released to ranaufaclm~g oa July 27, 1993 with $QL f~. Windows N’I- to fol]ow ~ocn ~.

Many si8nificant operational ~ ~ plsrmed and implemented in FY93. For example, Canyom Park
worked closely with the US Sales gr(mp to out-sce~.e a large percentege of th~ f-~fiUment bu~ne~, wldch accounls
fc~ ~ majority of ~dividu~l orde~ but rely 6% of revenue. Dining Q93-4, Canyon Padc also ma~

block traiaing. Tl~se changes, aZong with the realignme~! of manufacturing uails and other organizational
clumges, ~ FY93 a year of large scale operational imlxovements. In FY94, Canyo~ Pa~k plans to leverage

Microsoft Ireland munofact~inB (Ire3aa~, which provides the majority of ~ packaged products ~okl by our
Eoropean subsidiarira. ~ pmducdcm in tenns of the gross ¢tumber of packages built. [rcla~I pt’odeced 2,2
million units, a I0,% increase ov~ the packagra built in Q93-3.

Backlog

Campv~ ~Iop.lt plans production based on Preducl Markc:dng’s forecast n~ dereand and rate bas~l demand
f~om c~stomers. Boildable bacJdogs occar when ce~Iomer demanc~ e~eneds forec~t or when t~ plant fails to In~ild
to fcm~sted demand. Non-beildahie bacldog occurs when m~rs have beea placed for pr(xJucts that have not

Domestic back]og was $11 miLlioa at Jtme 25, 1993. a 59% decrea~ fn~n $27 million at Ma~h 26, 1993. The
non-buildable backlog w~s $3.8 ~ at qsumer-~l and was almost ~PJre3y o~e to Windows NT ($3.4 ndIfion)
demand. MS-DOS cons~tate([ 51% of the $7.1 ~ bendable bacldcg at qum’ter-~d. The bacldog f~ool Q93-3
was almost eatkely due to MS-DO~ and ~ ~alisi’~ed via off-site pmduelinn.

MS tratand

b’eland’s manuf~tctoPm8 demand is �~eated by orders from the European subsidiar~s. The backlog det’mkiun is
coasistem with that use~ domemically, however, alnue Iransacliuns me valued at transfer price, backing is tracked
in units rather than dolinrs. At qan~ter end, the oru~ of the buildable t~cklog was high demand for the new
r~leas~ of PC Word 6.0 and FoxJ~ro 2.50. The bacldog from Q93-3 was almo~ entirely due to MS-DOS.

Manufacturing 241
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I~ematlonal

"I’ne RR Dmu~lley operation in $in~apo~. continues to grow in impmmnc~ t~ the Imexmtiona] Focus
(l~’~. Improved technolog)" ~ en~le teal tim~ co~utzunlcation of deammd to Singapoz’e ~md as a te.allL

dd~ same v~in, ]TF has 5eSzm thr. process of selcct~ a soppS~ for the rt~rpScation and ~,~mtdy of
and W’izzdows for ]F’E ]By ootsom’c~S ~ low cost, high volume produc~ ]FF amicipatcs a mducdon ~n tl~ cost
of outso~cing and impmvemtmts in lm~uct quality. This mmtg~ will al~o ztlea~ cap~ity to build other

Park.

During Qg"J-4, Puerto Rico duplicat~ ~ptoxima~ly 9.5 millio~ disg-~, which w~ 37% of C~ffalmS North’s total
0upiicatio~ requirmmm.

H~d~ount

Q93.4 Q9’3~ Plan Q93-3 V m~,mce.
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FACILmES

I~fic~c~off~ worldwide pot~t’olio of occupied office and tr~n.f’acturing aad dls~b~fi~ t~vl&J3) ~ace increased
15% dm’ing IW93, and 6% dm’i~g Q93-4. Most of the growth was ia i~ternati~mal dining FY93. In FY94, most
~q’ow ~h wilI tske place in the U.S., p~narily at ~e Corporate

As the grow~ of Micr~ofl’s ~ estate portfolio slows in both relative and absolute terms, ther~ is increasing
emphasis o~ m~uring, reponiug ~d managing "occapancy cosls," The important re~ric is occupancy cost per
person by location; ~ metric il~ tm~ is a product of occupancy cosl per sqoare foot (s~~) and sf per persm~. The

metrics wi~ be an objective fo¢ Facilities and Fmm~e tlm3ughout WK94

Worldwide Fa~ilit~ Dlstgibution

As mentioned above, most ~f the grow~ dung FY93 was outside ~e U.S. Most of th~ i~emadoaal increases in
p~peny were in Eulop~, While ~ is one indg:~o~ of w.al eslale ~tlvity, it does not faidy rel]e~ U~e high number
of lea~ transitions fo~ ~naller offices, which require signtficam sufff res~ux:es de~ile ~ir relatively
~q~ac* in financial t~rms on Mic~osoft’s p4~ffol~o.

Ownership Trends

]~])~,n~.

Prope~y TylN~ Trends

All addilions to the portfolio in FY93 were in office sluice: as of FYE93, only 12% o~ M~c~osoft’s prope~y
con’m’dtments were f~ M&D spa~e; rids ratio will sk¢w mo~e towaeds office ~,ace bt FY94 because of
Campus additions and reductions in European M&D ~ace. However, there will be an M&.D addition in Q94--1 in
Ireland.
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.FAclLrr~F.S

Domestic Facilities

0ome~tl¢ Facility Distrlb4dJon

Mic~3~fl oCCUlted mo~e than 3.1 adllion ~t’in the Ua~d ~a~ as o~ J~ne 30, 1993, a 200,000 sfia~rease from
June 30, 1992. By th~ e~l of l:Pt’94, MiCl’O~Ofl is 101ojected to occupy al~coximately 3.7 million1 s~a~ feet
nationwide, or 19% more than is car~.Rly occupied.

]Retc~ez Wdght C.~SmL~tm Company received a C¢~’tificat¢ of Occupar, cy for Bulldog 24 (88,~0
16,~993. Hmna~ Resot~es and ITG emplo~ee~ occupied Ihe build~ng by May 3.

Fletch~ Wright began constxucdoa of B~tlding 25 ea Ap~ 8, 1993. Work oa the 223,(~0 squa’� toot building is
pmceed~8 o~ an ac~l~r’a~d sc~.dul~ P’I~I~ Wdght eslimat~s completion of ~ so~th
cafeteria and a 8antse mea by February 1994, followed by cmnpleli.~ of the ninth office a~wr

AplXoval has beea obtained from th~ RedmoM l~rmina Commlsdo~ for B-zone ~ th~ 36 acze Redmond We,st
site locateA ot~ 148th Street, allowin8 685,000 sf of ofiSce space. ~1~ ~tt s~age is review and condderadcat by
¯ ,� Redmond C’~y Council ~ applical~m for am’.exafim 1o ~ City of Redmond. A decisio~t by Cotmcil is
expected in August 1993. Master plar~ of Ihe site for as¢ by Microsoft will beg~n fol]owi~g Co~mctl approval.
Microsoft will purchase the property Once a.’me~don ~o the City is complete. This is attdcipat~d fo~ Q94-4.

Agrcemeal betw¢~ Ih¢ City of Redmond and MJc~’~3f~ has i~cttxled ~ fo~ mulaal suppart of Ihe SR 520
inte~hang¢ at NE 40th Street. Bellevue Coaac~ action is expected in late August 1993 to eater into a parallel
agreement with Redmoad widch provides ~ suplxnt for fl~e interchanges. Th~ Stat~ Department of
’]~ansponadcm issued their f’mal e~vimm’~nlal review d0Cnmems in Jua¢ 1993. A public heari~ is scheduled fo~
]ate July 1993, foIIowe~ by a 45 day pubfic comment 1P~od A fi~J decisim o~ ths Iocatlo~ is expec[ed at the
end of Se~ 1993. "Once th~ location is de~ided, the I~oject will be shelvext d~e to lack of State funding.
Comptr~ion of t~e ia~ercha.ng¢ location sl~dy is crucial to completing cat, pus rite master planning. The earliest
the inte~hange would be completed is 1998.

Washlngt Oll State

In F1"93. 132,600 ~ of new ofSccs wc~ occu~l ~n Wasl~n, 74’~ of wldch was related ~o the cc~np]¢don of
Buitdi.g 24 (88300 s~ and vacant q)a~ in Bugd~,~s ]2 and 22 (9,~00 d), An addi~iouaJ
]cased s~cc was o~culd~d bt Bellevue by P$S a~ Lb~�oln P~za a~d ~

.ew leased space. F]’G (P~ Rcl~dr/1-Jelp Desk aad oth~ ~ will relocate Io appmximat~Jy 20,0C0
located .car Bu~ldi~ 23 by mid-Scpt¢ml~J..6, s~:o~d Bm.p of’ at~xoxima~]y 100 IP-.~o]¢

During FY93. si~ new offices were: Opened th,"ou~t the domestic field h~ downtown Chicago. C.inc.~’mti.
Hou~, Pittsb~rBh, RochesW, r and Tampa Bay, Vlodda. Six existing sales offices were expanded and/o~
rek~ated in Den,/e~, Delroit, Ha~fonf, Minneapolis, Por~md and $~ Lou~. PSS facilities in Texas and No~,h
Camlln~ expanded, WorkGr~p Canada’s V~coaver facifity i~creasui in size, a development office for l~tegrated
Software Vendors was opened i~ F’o~er C~ly, C~lif~’nia, and a s~orage facility t’or coMiscated pirated software
was le.~ed in Sa~ Raphael, California.
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The above. ~fivi~y mfl¢c~ a equa~ foola~¢ ~’owih rate of ~ox~y 5~ ~ ~ ~6c field d~ ~3~.

P]~ ~ ~dv~ ~ ~ ~ ~d ~ ~ US S~ ~ M~

~flo~l FacBI~ DIMflb~l~n

~d ~ ~gi~ ~ of ~ ~ ~93. ~ ~ ~ ~ ~w, B~, ~e ~ W~aw,

~, ~ a ~w. e~ ~ge ~ ~ ~ a move m ~w ~
p~ ~ E~o~ d~8 ~e c~ ~.

ROW a~ ~w

~ ~ ~ ROW ~d "~ I~ti~ (~d M~ ~ W~. I~ ~. ~ ~ ~d ~o
~co M&D) ~ 18~ d~g ~93. ~ mo~ ~ ~v ~ ~g p~ ~ ROW.

~e~ w~ 17 ~ ~ ~ ROW ~g ~ ~ ~ ~ of ~ ~ Io ~b~ ~w ~ or
~ office. ~ eight w~ ~ of e~g o~. ~ mo~ ~t ~o~ ~ ~ Tokyo
~.~ ~. M~ico ~ (15.~ s~ ~d A~ (12.~ ~. New ~ w~

Aclivity f~ ~ com~g F~ y~ ~H ~lude ~w ~ ~ C~b~ (M~co). WeO~gton (New ~d)

¯ e~ will be ~d~ly ~e ~livity ~ ROW ~d "o~ I~a~ dung ~94.
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INVESTOR RELATIOI~S / STOCK Ac’~IVrrY

F¥93 Eamings Release

fo~ the q~rter a~d year, respeclively. A~dysts’ earnings projections fo~ upco~dng quarters me summ~ in
table below.

Selected Earnings W 8ham Estimates, FY84. FY9~;

Ownership ot Microsoft Stock

pdor qumler.

Institutional SharehoJders

The 15 larsest institutional owne~ of I~[icJosoft stock held 14.1% of oet,~g daaP,~ at Mm’ch 31, 1993 (the
late~ dat~ lot" which i~o~n is available). These same 15 insututio~,~ held 17.|% of o~ts~g sl~a’es

prior y~ar. As of I~arch 31, 1992, the ~op 15 instit’~licaaJ shareholder, width were no( the ~,me 15 as at March
31. 1993, held 22.3% of MJc~’osoft’8 outslanding sha~es on Match 31, 1992.
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INVESTOR RELA’~ONS / STOCK ACTN]I~

Fl#ee~ Largest Institutional Shareholders

Microsoft Market Capilallzation

At lhe end of FY93, Mic~oft v, as t~� 26dr larBest compmy (meas~ed by total market capitalizado~t ~ ~
¯ ~A~.~ waded on Un~ted S ~es s~ock exchanges. Mic~so~ raad~t capi~izafio~ decw, ased by
$4.4 billion dudn8 Q93-4.
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lavesro~ Re~ATm~S/" STOCK

O9~.4 Stock ~M A~Wity

¯ e S~ ~ cl~ ~ a level c~le to ~e ~ q~ ~ ~e N~ ~u~ ~x g~ 2%.

~ ~ffo~an~ ~ri~n                  ,

Them we~ 1.9 miLLion short positiom in Mic~oR stoe.k on Jtm~ 15. 1993, cq~fi-vfle~t to j~st oae day’s average
t~ading volume inhhc shares.

Sholt Interest of MlctoaoR Shams

The chmt I~low shows the average daily volume and the high, low, and closing ~ for Microsoft stock on a
weeldy basis f~ the most r~ce~t six months.

Volume Traded and Stoc~ Pflee

Investo~ Relations / ~ock Activity 253
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HUMAN RESOURCES

Q93..4 Headcoun~ Repoll

Worldwide hcadcou~ was 14,430 on .~u~¢ 30, 1993, which is 98% of platL Wotld~,~id¢ $~lvs & Supixxt Gxoup
was 98% of phm, Worldwide Produc~ C~oup was 93% of pla~ and Wofldwid~ Cpcmlions Group was 105% of
plan. He.adcounHolab ~md lurnovcr ~ ave stunm~-ized i~ the tabl~ bc~inw.

Worldwldo Heade~unt Sumnm~y

J~e 30, 199~ % ~ Tumov~

U.S., Noa-~g 2.143 15% 7~.

ICON & FE 1 570 12 7%

Pr~d.ct Cnu ul~ 3,344 23%

Temporaw Employees

1~ add]don to the ~ula~ Microsoft employees discussed above, the ~s¢ of tcmponny (ageacy) employees at
Microsoft in the U,S. inclosed du:~g I~’93. In FY92, a total of 1.0 ~ hours wexe ingged by "temps." wldle
in W~’93 ~ figare in�reded to 1.6 ~iltion hour. The direct cosl of these t~npmmy employee~ is estimated to
be $]5.4 million in FY92 and :~.4.3 million in FY93. Tl~se cost esdmate~ do not include the ind~ct �o~ts
incurred by Microsoft in providing f~illiies, compute" equipment and ~Jl~lies fo~" the

t~mmary of Tempormy Employ~m Hours one Cost
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Profile of Domesll~ Employees

e~y~ slowly s~S W ~c~.

U.$. ~o~

~ock Admlnl~n

O~ ~ ~t ~ ~ w~

over ~.

31%.

Dg~8 ~93, ~ article ~or grit
of 11,6 ~llion ~ were 8~ in ~93,
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Ht~AN RESOURCES

401(k) Savi.gs Plus Plan

TI~ fair maflmt ~ of Microsoft’s 401(k) Savi~s Plus Plan was $131.2 million a~ Jm~ 30, 1~9:~. This
representsa 56~, tnere~se from June 30, 1992. Thebr, xm3soflStockFnndconlinuesto~qn~mtthemajofi~yof
I~ Plan’s assets at 45% total asse~. Seventy trine pm’c~t of elig~le employee~ part~ipate in the Savings Piing
Plan at an avemse ~omribution rate of 7%. Mk’msofl cc~uibuted $6.9 mi~m to domestic employees’ Savings
PI~ Plums during FY93, a 4~% increase ove~ Ihe FY92 employer match. A suuunmy of employees’ Savings Ph]s
Plan portfolio is presented in ~ ruble below.

401pq Investmm~t Allocation

ESPP Administration

The fifth offering of the 1991 Empk~yee Stock Purchase Ptan (ESPP) muied on June 30, 1993 The begiratin8
share tnlce f°r th¢ Peri°d was $85"12. and the closing Price of the P~Od of $88J)0. The pmchase [xice f~r the
period (85% of the lower wice of eithez th~ begirmJng ~ ending price) was $T2.36.
~e pe~,~cip~fio~ n~tc f~" domestic cmploye~ inc~scd by ~ox~|y 6S hum 6,577 in the pn~vious period
m ~,992 fo~ ~e ~ ~ii~ Jtmc ~0, 199~. A ~l ~ 1~..~57 ~SPP ~ ~ ~ ~o domestic employees

dcc~a~ ~n ovcra~ ~ pin, chased c~n bc ~’flmt~l ~o d~ ~h~" ptwcl~e pcice. The ~t~ offc~ of the 1991
ESPP began tm Jugy 1, 1993, with a ~g share price o~ $87.12.

Employee Severance Polity

A new Seveaance Plan was approved for th~ U.S. dmtng Q934. The P]~ would Ig tr~ed primarily in down-siz~g

been e~aina~ six weeks to sea~ for mmth~ lateral position. At the end of Ihe six wr.-_.k paid se.m~, the
employee is termimued if a i~iti(m has no~ been found. Upon translation, the employee receives a lump sum
severance paymemt equal to cm¢ or tw~ weeks pay (depending ~ the employee’s level) f~ every six montlm of
~rvice at Micro~ft (not Io exceed 26 weeks pay as sevemu~). Any stock opti~t~.s thai vest within ~ six week
search p~ic;d mul the following six weeks will vest at the terminmion date. Employees who ~ not to conduct
the stx weelc search and to terminate immediately will recmve a s~ngle paymem of six weeks paid salary plus one
~" two weeks paid fox every six months of service. A~y st~ck oplioms that wo~ld Imve vexed durtng the 12 weeks
followi~8 termination will vest at the tmminatitm date.

The s~cond pa~t of ~ Severan~ Plan is designed for major layoffs. It i~vides (i) a ftxed sum of two or four
w~ pay and (ii) a vmiable sum ofcme or two weeks base pay for ever six mtmths of service. Bolh payments
are included in a lmnp sum payment. Any s~ock that would have vested ~ the 12 weeks following termination
will vest at the termination date.
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Hul~ta R~=SOUSCES

Campus Recrul.ng Program                                                 ~
A to~d of 182 gxadumin~ ~tudenls and 395 swroncr interns we~ ~ dmthg FY93 compat~cd wi~ 183
~raduatir~ stedents and 257 ~terns in !~Y92. .

l~m°dlY aed female candidates in VY93 ac~ offev~ ~.t a higher
rate for both tectmkal and non-tecludcal petitions Ihan in FY92, as demonstrated in the folio~ing table

~nodty and Famak, Candidate Statlstlon              ~

Caadidate~ who p~e~ionsly wodaui as imerns or co-op students made ~p approximately 50~ of all new hixes
du~ing I~Y~3. Uadergraduat¢ instlmdons providing Ibu most new ~ ~ the Massmhusetts lnstitote of
Tech~mlo~y, Staat’ot.d Unive~ity and the Universkie~ of Middgan Washington and Waterloo The most psotific

Ke~og g 0~ordtwestera U~ivondty) a~d the Ur, lverdty of Micldgea Business School.

Management & Employee Development

d~ring Q9~-4. MMP is a maongeme~t develoi~n¢~l program wldch l~ovides new t’n’st-line manege~ with someof the inf°enation ned skills they need to ~occond in their numagedztl roles at Mi~’

Pa~iciI~an~ b~ tide pmg~"am meet ~ dines ove~ a 12 month period to ~ p~ilosophies, develop new sidlls.
exchange ideas amd build a co~e I)¢er gxo~p of man~ez~. The ~ and infonnmioet are fundamontal, yet critical,
to saccess~l managcmonL ¯ ¯Topics mclede ~t c~ur’al va~es, ma~gin8 and appraid~g gerfo~’mance.
creadng kLgh performaace teams, negotiators aed so,decalOg mee~gs. A~ a~zsuaent tooHs also used for new
managers to asr, e,~ their c~tn’ent slxeagths and weaime~ses a~d to decide which manage~d sidles they need to
develq),

To date, four groul~S of new mar,,a3m’s have aP, ended the first two day session of their MlvIP programs. New

.sess~ms of M34P wiU continne to be offered four ij~nes a yem- for newly promoted manage~.¯ Th~ target a~lie~cets employees promoted to lead. ~pe,~tsory and managemont posifio~ ~ Ihe last eix to 12 months.

Human Resources
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INFORMATION TECHNOLOGY

The I~onnation Technology Group (]TG) is cm’re~tiy wodd~ o~ a n~ of ~o~ ~ y~ Vmg~ps
(IA~ ~ ~ ~ ~uc~ wi~ ~C~

~Q~L to P~Iin~                                                ,

¯ ~ ~y~~f~ex~~(~Budg~);
¯ Hex~leSsl~i~. ~y~d~ly~~.~a~S~n~,

~-~ Ac~ ~ m ~ S~

m ~1 ~ ~ CH F&A d~t for ~

H~e~n

~x}~ w~ did not ~dy ~.

~r~t’s m~ ~d ~ ~,

~d c~e ~g ~ I~

~ ~nem~n Busimss ~ems (NG~. M~m S

cli~Vs~ ~b ~ t~logy. NGBS is a

B~t SoRw~ (DBS), S~ ~

Bnds~ ~ftw~ (DBS) ~d engaged
syst~ ~irem~nts. By Scptem~r, Mi¢~R will ~liver
~ess of ma~g ~ ~qui~nts to

ln~at~ T~gy
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LEADING BUNDLED PRODUCTS

(unrls in thousands, revenues in mil~ons)
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ALLOCATIONS

FY93 Annual Budget (dollars in thou~ds)

Ex~se GenemloPa Recipients
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ABBREVIATIONS, ACRONYMS AND TERMS
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