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COMPARISON WITH PLAN {FISCAL YEAR)
Income Statement {in millions)
Actus] FY¥93 Pian FY93 —Yarjance

Net revenues 53,753 100.0% $3,505 100.0% %
Cost of revenues —G33.  _169 . __ 598  _170 6
Gross profit 320 _8a) . 2507 830 1
Operating expenises:

Rescarch and development 470 i2.5 519 14.8 )]

Sales and marketing 1,205 321 1,222 s {1)

General and administrative 119 32 121 35 )

Total operating expenses L7198  _478... _L862 0 _3531 4
Operating incoms 1,326 353 1,045 299 27
Interest income - net 82 22 ' ) 2.4 ()]
Nonoperating income (expense) ____(7) - (02 [§])] {0.5) {53)
Income before income taxes 1,401 7.3 1,114 3i.8 26
Provision for income taxes 448 g 358 _j102 6
Net income Sl 254% - S - ~2l%, 26
Average shares outstanding 329 =200
EPS S35, S24 n

OEM ($235 million over plan) accounted for $5% of the net revenue variance. Far East FG {322 millon) and
JCON FG (320 milkion) weze also above plan, while Europe FG fell below plan ($20 million). By business unit,
Deskiop applications was well above plan ($155 million), as were MS-DOS (8117 million), DDT (327 million)
and Workgroup ($4 million). Win Offics ($219 million sbove plan) generated the Desktop applications variance,
The MS-DOS 6 upgrade was above plan by $130 million. In contrast, Windows, Hardware and Consumer each
fell below plan (361 million, $22 million and $18 million, respectively).

Cost of revenues were 0.1 points below plan at 16.9%. Gross product costs of 12.1% were 0.8 points below plan.
MS-DOS 6.0 had a favorable impact on product costs.  Higher than planned OEM revenues improved product
cosis relative to plan. Non-product costs weze (.6 poirks higher than plan,

Omngmwmmmmmmmﬂmams.Bihmphnuamofmmm Research and
development costs were $49 miltion blan and represented 72% of the total underspending. The largest

plan (41% uflheundcrspendhgwminhtemaﬁmal),ma:ﬁnﬁmexpmmSﬁ miilion or 9% less than plan,
while bad debt exceeded plan by $20 million in the OEM channel. General and administrative spending was
essentially on pian.

Planned investments in products during the year included Windows NT (3124 million vs. $106 miilion plan),
Workgroup ($22 million vs, $23 million plan), Mukimedia Publishing ($9 million vs. $17 million plan),
Multimedia Systems (515 million vs, $7 million plan), and Mobile Windows (312 million vs. $15 miltion pian).
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CompPARISON WITH PLAN {FISCAL YEAR)

Neti Revenues {(in millions)

Actual FY93 Plan FY93 Vasiarce
Chamnel
Furope FG 31,25 8% 51,279 6% (0%
KON FG £ 9 e 10 6 {
Far Best FG 155 4 13 4 16 ,
Tots) [FQ 1,763 47 1,74) 50 1
US FG 1,182 3 LI k] m
DFEM = L 496 I a1
Osher /) 3 4 2 3
3371 J00% 33505 100%: 7 (
Preduct Grovp
Syntems $1.%67 u% LM 3%
Applications 2173 E 2,004 57 8
Hardware prx] 6 253 7 1)
Other 50 2 13 3 7
7

$3.753 1008 33305 100%

Europe FG had below plan results for MS-DOS Standard ($29 million), MS-DOS FoxPro ($20 million), Serial
Mouse/Paintbrush ($18 million), Mac Excel ($12 million) and Windows for Workgroups (310 million), However,
there were positive variances for Win Word vpgrades ($37 million) and MS-DOS upgrade ($34 million). Win
Office exceeded plan by $124 miilion,

ICON FG had above plan variances in MS-DOS ($24 million), DDT (312 million) and Windows ($4 million), ¢
partially offset by below plan sales in Hardware ($11 million), Deskiop Applications {36 million) and Consumer

(56 million). The MS-DOS 6 upgrade was above plan by 526 million, including Canada ($14 miltion) and

Australia ($6 million), Access, above plan by $9 million, spurred the positive resylis for DDT, while Windows

benefited from strong sales of Windows 3.1 ($10 million above plan). Hardware remained mnder plan due to
Mouse/Paintbrush ($7 million) and Naked Mouse ($4 million).

Far East FG's above plan results were comprised of positive variances within Desktop Applications ($8 million), v
Windows BU ($6 miliion), MS-DOS ($5 million) and DDT (35 million), stightly offset by a negative variance in
Consumer ($2 million). The positive Desktop Applications variance was comprised of strong performances for

the Excel upgrade {39 mildon) and Win Word upgrades (35 million), partially offset by weakness for standard

versions of Win Excel ($4 miilion) and Win Word (34 million). Windows 3.1 exceeded plan by $4 milkion.

IS FG finished below plan in FY93 mainly duve to below plan revemies in Windows (3120 miflion under plan). ¢
The negative variance consisted of Win 3.x ($55 millicn), Windows Printing ($37 million), Multinedia Systems

{316 million) and Windows NT ($14 million), Conswmer was &lso below plan by 38 million. In contrast, the MS-

DOCS 6.0 upgrade generated a $68 million positive variance. In addition, Desktop exceeded plan by $63 million

mainly due to Win Office (sbove plan by $79 million).

OEM sates were well over plan. Europe OEM and US OEM caceeded plan by 69% and 56%, sespectively.
Windows 3.1 {$82 million), OFM Mice (331 million), Win Works ($8 million) and Win Word ($8 miliion) were !
the largest contributors,

Systems revenues were elevated by positive variances for the MS-DOS 6 upgrade ($130 million) and Windows
3.1 (8104 miition, mainly due 1o strong OEM shipments). Reducing the impact of those variances, were WFW
Base ($27 million), Win NT Starter Kit ($17 million), Win NT ($11 million) and WFW 3.0 Upgrade ($9 million).

Applications strength resulted primarily from Desktop ($155 million) and DDT ($27 million). In patticular, Win
Office exceeded plan by $219 million. Om the other hand, MS-DOS and Mac versions of Works wese below plan
by $12 million and $3 million, respectively, comprising most of the $18 million shortfall in Consumer,

In Rardware, a4 shift toward lower priced OEM mits resulicd in revenue shortfalls in all finished goods channels;
Ewrope FG (333 million), US FG ($13 million) and ROW FG (57 million), while OEM outperformed plan by $37
millicn. Sales were umder plan for Serial/Bus Mice {314 miilion) and Ballpoint {$7 million).
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CoMPARISON WITH PLAN (FISCAL YEAR)
Fifteen Leading Products (units in thousands, revenue in millions)
Wariance
FY93 FY®3 Plan Revenues
Product Units Revs §Unk Units Ravs $/Unk Unls  _$Unt Volume  Price Toul

Wie: Word M2 3471 $208 L1770 3423 29 5712 (336} 137 ($89) S48
Win Excel 22 455 203 17187 426 38 450 (35 197 [l )] 29
Wmdows 3.1 11580 429 | 10486 350 31 50 L)) 157 {785) ™
MS-DOS Sid 18099 323 15171 339 19 6 i 2 {E8) (16
Bust/Ser Mouse 4,873 26 4 3486 230 66 1387 a2) 5] (107 (34}
MS-DOS 6.0 Upg 1018 216 o 154 36 5 347F n 185 o5 130
WiaE1cel Upg 1110 126 114 e ) % 172 w2 ) '3 L)) EYJ
Win Word Upg 1,054 116 110 939 9 106 us 4 23 4 27
Mac Word 722 88 122 616 ] 151 106 o9 17 8 (un
Win Accass B23 a5 103 6 7 443 62 Mo} 38 (a8m 5
Mac Hacal o 81 159 s 102 7y (2] on 15 36 @an
Wik Project 244 8l 332 10 5% 414 104 [1:r) s 20) ]
Win Powerpoint 1,206 T 56 529 60 95 s @9 u [£1)) 19
Lan Manager 929 72 ) 6OR ° 115 271 on k] 34) 2
Wio Works 1,625 31 k] 933 53 62 o ©4) a2 29) 3

i 52,506 31,705 3912 $393
Pexeol fiet revamdes T 2%

- ] EEEmE——

Continved strong shipments of the Win Office bundle contributed to the varisnce for Win Word and Win Bxcel in
FY93. US FG shipped 463,000 Win Otfice units versus 247,000 pian, while Burope FG shipped 311,000 Win
Office vaits versus 110,000 plan. Strong revenue growth in bundled product has generated strong volume
variances snd negative price variances. The price variance impact is a sessh of the sales mix moving from
individual products to the less expensive bundle,

Win Word revenues were $471 million, exceeding plan by $48 million, The positive variance resulted from
strong sales in US FG ($31 million over plan with 871,000 actua) units), Ewrope FG ($17 million over plan with
883,000 actual units) and US OBM ($7 million over plan with 227,000 actual units). Far East FG and ROW FG
were under plan by 34 million and $3 million, respectively.

Win Excel revenues were $29 million over plan. US FG revenmes accounted for $21 million of the variance
{844,000 actual units versus 613,000 plan). Europe FG exceeded plan by $10 mitlion (831,000 actual wmits versus
690,000 ptan) and ROW FG exceed plan by $2 million. Far Bast FG revenues fell short of plan by $4 million
(71,000 actoal units versus 76,000 plan).

Windows 3.1 revenues exceeded plan by $104 million. OEM reported strong revenues as the sales mix continued
to shift from finished goods 1o OEM. The above plan variance included US OEM {$63 million over plan with
8,106,000 actual mits versus 3,915,000 plan), Europe OEM ($22 million over plan with 2,456,000 actual units
versusg 1,613,000 plan), ROW FG ($4 million), and Far East FG ($3 million). Europe FG fell short of plan by 39
milkion and US FG jell short of plan by $3 million.

MS DOS revenves were $16 million under plan primarily due o Q93-3 release of MS DOS 6.0 upgrade. Stong
US OEM (516 million over plan with 8,835,000 actual units versus 7,417,000 plan), Emope OEM($16 million
over plan with 3,460,000 actual vnits versus 2,636,000 plan) and Far East RG ($2 million aver plan) were offset
by weak sales, primarily Burope FG ($29 million below plan with 284,000 actual units versus 723,000 plan), Far
East OEM (316 million under plan) and ROW OEM(35 million under plan},

Serial/Bus Moase revenues were $14 nillion urder plan an year-to-dale sales of $216 million. Strong OEM
revenues (US 526 million, Ewrope $3 mitlion and ROW $2 million over plan) were nearly offset by plan shortfalls
in Ewrope FG (328 million under plan with 1,003,000 actual ynits versus 1,190,000 plan), ROW FG ($11 million
under plan with 443,006 actual wnits versus 501,000 plan) and US BG (38 million under plan). The revenue
decline was primarily due to a shift to the OEM channel and price competition.

MS DOS 6.0 Upgrade revenves were $216 million versus a plan of $86 million. The year-to-date positive
variance of $130 miliion was primarily due to introductory pricing ($49.95). US FG ($64 miliion over plan with
2,855,000 actual units), Europe FG ($39 million over plan with 1,213,000 actual wnits), ROW FG ($25 million)
and Far East FG ($2 million) contributed o the positive variance.
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COMPARISON WITH PLAM [FISCAL YEAR)

Access Tevenues were 358 million over plan year to date resulting from strong sales in al retail channels. US FG
revenues were $34 million over plan (432,000 over plan), Europe FG revenues were 515 million over plan
(183,000 units over plan), and ROW FG revenues were 39 million over plan {144,000 units over plan). The price
variance was ue to an extension of a $99 introductory promotion price, versus a normal SRP of $495.

Bundied Products (unks in thousands, revenues in millions) ;

Yaciuqss

FX9LXTD e 333 XID Pl
Wa Office m 2 3438 ] 2 3450 L -] sa12 Ly 521%
Win Office Upg 513 L] e b T 150 138 {113 13 ) a5 ]
Mac Offics 168 (33 "7 118 £ 400 i} {1y 2 {2} 19
DOSWin 185 ] 106 M 5 14 @ @ o @) [y
Mt Word/Brcsl £ [ W - - - .- .- 6 - .3
Wa/BaltPot ) 3 10 -- - - - - 1 . [

P21 4 S -3 atille melilll B2
Porcest 0% revesses p—7. % . :

Win Office revenues exceeded plan by 3219 million, or 108%. This reflected srong demand across all retail
channels. Year-to-date Burope FG revenues of $199 million exceeded pian by 166% or $129 million and US FG
revenues of $171 million exceeded plan by 185% or $79 million.

Cosi of Revenues
Acpual FYS3 Plan FY3
Grose Weighted Grous Weaighted
SslwMis, _Com o Selesddn _Com _ Com
Channel
Eawpt FG M.t 116% 19% 59 11.3% A44%
ROW FG 133 jL8} 14 138 179 23
USFG 329 .7 4.8 152 16.3 54
CEM "7 At Q7 132 12 82
Other 20 95 03 2l 2
100.0% 121% 1001)% 124%
L — IR
Eflee of tevenvs sdpanments SAL03.2% x 026%
Producs cost - ael 125 132
Non-product costs 44 3.3
16 0% 17.0%
— L ]
R —, L] Plan FY9
G Weighicd Gross Wieigbtod
Salon Mix Comt Cost Salkes Mix Cost Cost
Product Grosp
Systeos . 33.2% 2.2% 1% 313% 1K 1 1.7%
Applications 584 0.9 64 514 107 6.1
Hardware 63 0.3 2.5 13 s 1
Dther %l 71 [ K} 1o 74 4.2
!ﬂ‘ {%l‘ IM 12.9%

Cost of revenues were .1 points below plan.

Product costs were 0.8 points under plan due to favorable changes in product and channet mix. USFG's product
mix was favorable compared 1o plan as revenues shified from Windows and Hardware (which are cost-intensive)
to Deskiop Applications, which has better margins. USFG's Windows product mix was also favorable versus plan,
as the mix shifted from updates to standand producl. USFG MS-DOS costs were favorable as a result of the DOS
6.0 introduction. Burope FG costs were favorable 1o plan as a result of lower hardware sales. Channel mix
variances were favorable compared 1o plan, with OEM accounting for 17.7% of gross mevenues versus plan of
13.8%. However, OEM costs exceeded plan by an offsetling amouni as a result of increased hardware sales.
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COMPARISON WITH PLAN {FISCAL YEAR)

On 2 product group basis, Systems costs were 2.1 points under pian as a result of the MS-DOS 6.0 introduction, a
shift of revenve from US and Burope retail to OEM and a shift of Windows sales from updates to standard
product. Hardware sales represented 6.3% of revenue versus 7.3% plan, causing margins to improve 0.3 points,

Revenue adjustments approximated plan, while non-product costs were 0.6 points in excess of plan.

Operaling Expenses (in millons)

Adual Flan

FY93 Y93 Varionce
Payroll $ 612 % 650 3 (%) 6%
Marketing 28 131 ()] ()
Marketing bulfer furds - 30 (30) -
Marketing accrual - - - -
Degxecistion 115 114 1 1
Employee fringes o4 90 4 4
Sapplies and equipment Y] 78 o) )
Travel and enteriainment 76 5 ® (£
Prodoct developoment 75 103 28 on
All othex 419 481 33 9

$1,794 $ 1862 3 (68 @)

Operating expenses were $68 million below plan. The primary factors cansing the variance were the headeount
shortfall, and below plan marketing and product development spending. Our plan assumed hiring 3,199 people
during FY93, Actual net hiring for FY93 was 2,888, or 90% of plan. The variance in product development
primarily resulted from underspending in Operating Systems (516 million), Consumer (35 million), Desktop
Applications ($3 million), and Databasc and Development Tools ($3 million). The remainder of the variances
were broadly distributed.

interest and Nonaperating Expense (in millions}

Actual Plan
FY93 FY93 Variance
Interest income-net
lntereat income: 8 S & $ ()
Interest expense W - (1)
5 32 § B4 5 E!
Nonoperating expense
Financial asset allowance $ & | S 15 ] 5 -
Foreigo comvency transactions 9 -
All other 3] )] (1))
s 5 _(1%5) 3

Despite falling interest ratcs, interest income was close to plan levels. Foreign currency gains of $9 million were
reported as the volatitity in foreign cumency markets provided an opportunity for hedging gains.

Tax Rale
The actual tax rate was 32%, consistent with plan.

Net Income

Met income was $953 million, up 26% from plan. As a perceatage of net revenue, net income was 25.4% versus
plan of 21.6%. The 3.8 point positive variance is attributable W0 a positive gross margin variance of 0.] point, a
5.3 point positive vasiance in operating expenses, 4 0.1 point positive variance in interest and nonoperating
income, slightly offset by an increase in income taxes of 1.7 points.

Results of Operations 7
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COMPARISON WITH PLAN (QUARTER)
Income Statemandt (in millons)
_ Acmal0934 0 _ Plan 0934 —Yarjencg
Net revenues $1,039 100.0% S 99 100.0% 1%
Cost o&'rwenuu 180 12.3 164 169 10
Gross profit _Bso _ 27 80§ 0 _8] 1
Operating capenses:
Research and development 138 13.3 129 13.3 7
Sales and marketing 313 36.1 9 3.9 5
General and administrative 38 34 R 33 9
Total operating expenses 486 468 460 4.5 6
Operating income mn 35.9 s 35.6 3
Interest income - net 23 22 24 2.5 )
Nonopetating income {expensc) (6} {D.5) (G.4) 50
Income before income taxes 390 375 3465 31.7 7
Provision for income taxes 125 12.0 116 12.0 8
Net income §_265 ﬂ,g& 5 249 BI% 6
Average sharcs outstanding 305.0 3.0
EPS 5. 087 3 081 7

ﬂleposiﬁvenetmvmuevaﬁmuemsulwdprﬁnmﬂyﬁmnom(SSDmiHim). Far East BG ($22 million), US FG
{39 million) and ICON FG ($1 million) were also above plan Omn the other hand, Burope PG was below plan by
$46 million. Win Office exceeded plan by $80 million.

Cost of revenues were 0.4 points above plan a1 17.3%. Gross product costs were 0.9 points below plan mainly due
10 favorable variances from the DOS 6.0 introduction and Windows applications. The channel mix was favorable
compared to plan, with OEM accounting for 19.3% of revenue versus 13.8% plan. However, hardware sales
represented a higher percentage of the OEM product mix than was planned.

Operating sxpenses were over plan by $26 miilion or 6%. Although Sales snd Marketing was $17 million below
phnmmmmﬁ:m“me.mddebm(ommmﬂﬁon)mm@imﬁnmﬂmﬁsmil!ion}weteover
plan. Mmmhm&wlopmmvaﬁmewumahﬂyduemmduudewm(ﬁmﬂﬁmuﬁ% over
plan)andadmhﬁstraﬁveservicesmmlﬁonor%%higkwﬂmplm}. General and administrative cxpenses
approximated plan.

Planned investments in products during the quanter included Windows NT ($28 million vs. $30 million plan),
Workgreup ($7 million vs. $4 millicn plan), Multimedia Publishing ($1 millicn vs. $4 million plan), Multimedia
Systems (33 million vs. $2 million plan), and Mobile Windows (53 million vs. 34 million ptan).

Results of Operations 9
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CompaRISON WITH PLAN {QUARTER)

Net Revenues (in miMons)

Actual Q93-4 Plan Q93-4 Varisace
Channel
Ewrope FG 1 2% 8% 3 M ke ] {(10%
ICONFJ % 10 S8 {1 -
Far Fast FQ 4] 6 38 4 5% '
Totad [FG 455 4 478 49 (5
US FG a1 33 n 34 3
OEM 7 21 L3 14 58
Deher 26 2 n 3 20
31,039 100% 5 G 100% T
Product Qroup
Sysiems 3 42 0% 3B 5% 2
Applications L1 -3 52 543 56 -
Hadware 58 5 5 7 {1y
Other 27 3 21 2 24
Sl!m 100% 5 969 100% T

In Burope FG, Windows ($19 million), Hardware and Desktop applications {$15 million each), and Consumer ($9
miltion) were all below plan. However, the MS-DOS business unit was above plan by $31 million dus 10 a $44
miltion positive variance for the MS-DOS 6 wpgrade, which shipped in March, and a shortfall for MS-DOS
Standard (312 milion}. In Deskiop, Win Office revenues were $44 million sbove plan, but offseting variances
from MS-DOS Ward ($12 million), Mac Word ($6 million).

ICON FG showed a positive variance in MS-DOS ($15 miltion), offset by shorifalls in Hardware (85 million),
Windows (34 million) and Consumer (33 miltion). Specifically, the MS-DOS 6 upgrade was above plan by $23
il

Far East FG's strong resulis were atirbutable 1o Windows {$i1 million), Databace and Development Tools ($4
million), MS-DOS ($4 million) and Hardware {$3 million). Windows 3.1, which shipped in Japan, Korea and
China during the quarter, accountad for $9 million of the Windows variance. Database and Development Tool's
strength came primarily from Visual Basic vpgrade (32 million}, MS-DOS FoxPro ($0.6 million) and Pro € (30.6
miilion), while the MS-DOS 6 upgrade (32 million above plan) helped the MS-DOS business unit. Negative
variances for Bus Mouse/Paintbrush (32 million) and OEM Ballpoint Mouse ($1 million) accomnied for the
Hardware variance,

US PG benefited from initial response to the MS-DOS 6 upgrade ($68 million), and Win Office exceeded plan
($29 million). US FG revenues were below plan for Win 3.x (320 million), Win NT ($14 million) and Printer
Systems ($10 million). Addidonally, Consumer was below plan by $8 million due to Jower than planned sales of
MS-DOS Flight Simulator ($4 million) and MS Profit for Windows (32 million).

OEM was strong with Windows (337 million), Deskiop Applications ($13 million), Hardware (511 million),
Comsumer ($6 million) and MS-DOS ($5 million) all exceeding plan. Windows 3.1 was exceptionally strong,
outpacing plan by $37 million. Win Word and Win Excel each exceeded plan by $5 million.

In Systems, the MS-DOS 6 vpgrade and Windows 3.1 were above plan by $131 million and $52 million,
tespectively. The success of the MS-DOS 6 upgrade resulted from its release late in March, whils Windows 3.1
benefited from strong OEM shipmentz.

Applications approximated plan, with Deskiop exceeding plan by $18 million, sad Consurner and DDT below
plan by $15 million and $4 miilson, respectively. Win Excel and Win Word exceeded plan (311 million and $8
million, respectively) dus 1o continued strength of Win Office. Consumer’s weakness resulted from below plan
revenue for MS-DOS Flight Simulator {35 million), MS-DOS Works (34 million) snd Win Profit ($2 million).
Shonfalls by MS-DOS FoxPro ($10 million) and Access (85 million), partially offset by positive variances for
Visual C++ ($5 million) and Yisual Basic (34 million). comprised DDT's below plan results.

Hardware's negative variance occurred due (o the shift toward lower priced OEM mits and was comprised of
Serial Mouse/Paintbrush ($4 million} and Ballpoint (34 million).

10
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CompARISON WITH PLAN (QUARTER) ‘
Fifteen Leading Produets {unts in thousands, revenue in miltons)
Yanane
2904 Aenat 0934 Pl Rewermes

dtoduct __ Ums  Reve Shem, _Gwis __ Few Yleln | Unis | WUuts | Nohws Frice | Touf
WS- DOS Lipy 1676 161 [ 43 $30 S5 LR} ) ™ s 83
Windows 3.1 47t . o 2, L) 3 191 [ & 09 46
Win Ward 28 14 M a8 ns 7 Wy (66) L (%) v
W Excal 513 &t n 75 4 L " 184 {73 € (s 1”2
M5-DOS Sid 4360 n 1 agm % ] o e o () {12y
Secbim Mouw 1361 4 @ 5 = & hoid (25 30 04 w
Win BxeetLipg ue » g ] <] 120 i (m U o !
Wa WordUpz ! 256 3 o M3 % 107 3 {5) 1 43} 0
Win Pewsrpoit a2 -] 1] 178 17 100 (2 {® b2 ie) H
Wi Froject ] u 300 E ] " a1z % ({3F] ) » L]
M Word e n ” ur ] 166 n () 1 an 5
Mac Bxcel 141 ] 15 ne n ns 2 on L an i®)
LATX Law Matiager 88 1 62 16y 1 ur % {35) u (04 L]
Wis Works s18 " 2 m 15 & 26 on " ) n
DO Word L ] e % bl 260 “a 140) iz @ (L

— == L E— . G 11
Purcent nol revenoes E& ns

Continued sirorg shipments of the Win Office bundle contribated to the positive variances for Win Word and Win
Excel. Enrope FG shipped 113,000 units versus a plan of 29,000, and US FG shipped 138,000 units versus 67,000
plan. Strong revenpe prowth in bundled product has generated strong volume variances and negative price
variances. The price variance impact is a resuli of (he sales mix moving from individual products to Office.

M5-DOS upgrade revenues were over plan by $131 million on unit sales of 3,676,000. The positive variance
reflecied strong sales of the DOS 6.0 upgrade rekeased at the end of Q93-3. 1JS RG reporied revenues of $81
million ($67 million over plan), Burope FG reported $55 million (343 million over plam), ROW FG reponed $23
million ($18 million over plan) and Far East FG reporied.$2 million. The $49.95 introductory  price, (versus a
standard SRP of $129.95) helped generate a strong volume variance and impacied price variance.

Windows 3.1 revenues were 346 million over plan, as sales mix continved to shift from retail to OEM. Positive
variances were recorded in US OEM (§$31 million over plam with 2,603,000 actual units versus 1,016,000 plan)
and Ewrope OEM (36 million over plan with 631,000 actual units versus 422,000 plan). Retail channels were
above plan over all, due to strong US FG and Par East FG sales. US FG revenues were 310 million over plan
{505,000 actual xmits versus 347,000 plan) and Far Bast FG revenuves were $8 million over plan due to the release
of localized versions of Windows 3.1 (187,000 actwal units versus 64,000 plan). ROW FG was $2 million over
plan while Europe FG revenues were $12 million under plan.

Win Word revenues were 39 million over plan. US FG accounted for $11 million and US OEM accounted for 36
million over plan. Burope FG, Far Bast FG and ROW FG were under plan by $56 million, $1 million, and §1
million, respectively.

Win Excel reverues exceeded plan by $12 million. A positive variance in US FG of $13 million was partially
offset by a shortfall in Europe FG revermes of 36 million. US OEM revenues were $5 million over plan (104,000
sckual wmits versus 10,000 plan),

MS DOS Std revennes were $12 million under plan, primarily a resalt of the strong upgrade revenue from MS-
DOS &6.0. Channels reporting revenues in excess of plan were US OEM ($6 million over plan with 2,629,000
actual units verses 2,011,000 plan), Europe OEM (32 million ever plan), and Far East FG ($1 mitlion ovér plan),
Channels experiencing shortfalls were Europe FG (312 million under plan with 9,000 actuzl units versus 191,000
plan), For East FG (37 million under plan with 1,078,000 actal units versus 1,742,000 plan) and ROW FG ($2
million under plan).

Serial/Bus Mouse revenves were $4 million wnder plan primarily due 10 Burope PG ($13 million ander plan with
212,000 actual units versus plan of 314,000) and ROW FG ($4 million under plan with 115,000 actoal units versus
145,000 ptan} Channels reporting revenues over plan included US OEM (37 million), Far Bast FG ($2 million),
US FG (32 million), Europe OEM (31 mijllion) and ROW OEM ($1 million).

Win Excel Upgrades exceeded plan by $4 million. Europe FG accounted for $3 million, and Far East FG and
ROW FG accounted for $2 million and $1 million over plan respectively. US FG revenues were $2 million
under plan,

Resuits of Operations 1
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COMPARISON WiTH PLAM (QUARTER} (
Bundled Products (units in thousands, revenues in millions)
Yaimco.
0934 Actul CoX-4 Py e RS

Rroducs _llghe . Revy HUpit, o Som. Reve o _Umit. Bk _Volwme . Pnen | | Tl
Wia Office T 134 S48 13 $354 R 17 7] b 31 )
Wia Office Upg 17 1 ™ s 2 0 m [161) 45 L) 2% i
Mac Offico 2 n 404 n 3 05 20 @ t v, 5
DOHWin b1 1 El % 4 111 8} 60} L)) m 2
Mnc Word/Bxcel 7 1 143 -- .- - -- - 1 - 1
Mnc Offiee Upg 4 1 250 - - . - .- 1 - 1

317 s 5131 g17) s

Parcot pac rveasi =& A '

Win Oiffice revenues exceeded plan by 380 million or 146%. This reflects swrong demand across all retail
channels primarily Earope FG ($44 million) and US FG ($30 millien). Win Office wpgrade was introduced in
Q93.3, and in 934 exceeded plan by $26 million.

Cost of Revenues
Ackd QF34 Tisa O34
Gross Weighted Gross
Sales Mix Cost Cost Sales Mix Cost Cost
Chanc)
Buope FG nm2 12.5% 35% 3438 122% 42%
ROW FG 150 190 238 1.9 17.% 25
USFG 82 132 41 354 165 53
OEM 193 34 07 138 12 02
Other 3 3 83 22 67 B2
100.0% 32.0% 100.0% 12.9%
3 L ]
Effoct of revensc ad justipeigs x [058% x 1(2.6%
Product cout - med 127 132 '
Rou-preduct costs A6 37
17.3% 16.9%
Actusl Q634 Plon 0934
Gross Weighted Gross Welghted ¢
Sales Mix Cost Cosl Salca Mix ot Cost.
Product Group
Systexns 40.1% 23% 4.0% U "% 41%
Apglications sz0 107 55 56.3 14 59
Hardware 55 e 22 [+ 40,0 27
Other 24 121 03 231 63 0.2
100.0% 12.0% 100.0% 12.9%
— ————— ———— L

Cost of revenues were 0.4 points over plan. Product costs were (.9 points below plan as a result of USFG Systems
cost improvements, USEG DOS costs declined from 18.9% to 14,3% as a result of the DOS 6.0 introduction,
while TJSFG Win 3.1 costs fell from 24.5% to 10.6% due 10 a {avorahle shift in mix from upgrades o standard
product. OBM zcconmted for 19.3% of actual sales versus 13.8% plan, but the favorable change in channel mix
was offset by an unfavorable product mix within OEM. OEM hardware sales were up five-fold compared to plan. J

On a product group basis, Systems costs weze 2.0 points below plan due, in large pant, 0 US FG cost

improvements. USEG systems costs fell from 21.0% to 13.3% due 10 the DOS 6.0 introduction and a favorable

shift in Windows mix from updates to standard producl. Hardwate sales have lower margins, and represented

5.5% of revenue versvs 6.8% plan, resulting in a gross margin improvement of 0.4 points,

Negative revenue adjustments had a 0.4 point impact on gross margins versus plan, :

Non-prodact costs increased 1.0 points compared 1o plan.
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Operating Expenses (in milions)

Actual Plan

94 Q93-4 Variance
Payroll 3 166 513 $ M 9%
Markeling k1 68 63 91
Marketing buffer funds - 8 (8) (100}
Marketing acenaal 12} .- (72 -
Depreciation kK 31 - .

. Employes fringes 27 21 6 k)
Supplics and equipment 24 19 5 2t
Trave! and enteraizment 6 2t 5 21
Product developremt b1 n 5 25
Al other 126 97 9 i1

3 486 $ 460 5§ 25 &
-1 FEITIEEEETE AR

Operating expenses exceeded plan in Q93-4. Most expense categories were over plan with the exception of
payroll, marketing, rent & utilities, taxes, and miscellaneons expenses. The significant variimmees were from
administrative services ($8 million over plan due to temporary expense), bad debt (S8 million over plan),
professional fees (36 million due to consulting services), employee fringes (86 million over plan due o training
and employee insurance), and product development (35 million over plan due to development in the Far East).

Headcount

Towal Headcount

Jupe 30, 1493
March 31, 1993
Decamber 31, 1992
September 30, 1592
Jone 30, 1992
March 31, 1992

Operating Headcount (wotal above less Mannfactunng)

Actual

Jane 30, 1993
March 31, 1993
Decamber 31, 1992
September 31, 1992
June 30, 1992
March 31, 1992

Plan

Jone 30, 1593
March 31, 1993
Deocomber 31, 1992
September 30, 1992
Tone 30, 1992
March 31, 1992

VaHance

Jupe 30, 1993
March 31, 1993
December 31, 1992
September 30, 1992
June 30, 1992
March 31, 1992

Channels Groups  G&A Total

Acmal  Plan __ Variasce
14,430 14,742 312
13.802 14,51 09
12,388 14,104 1116
12,220 13,493 1,273
11,542 11,663 121
10,725 11,463 738
Product Prodoes
Channels  Groups G&A  Total
7,465 £361 1,205 13,03} 58% 33%
7,122 4206 1123 12,45 57 34
6,332 4067 1,063 11,662 56 35
6,105 3,950 998 11,053 55 36
5771 343 230 10,446 55 368
5,297 3,540 859 9,696 54 37
1753 4,737 1,119 13367 57% 35%
7400 461% 1,117 13,136 56 5
7,163 4,502 1103 12,773 56 35
4,831 4,362 1,056 12249 55 36
5.l 4056 813 10,628 54 g
5,419 3987 826 10,432 54 Kk
66 3156 {86} 336
278 413 (6) 635
636 435 40 L1t
126 412 58 1,196
n it 102) 182
322 447 (33} 736

%
9

PRI

b 08 WO D W

100%
100
100
100
100
100

Results of Operations
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COMPARIZON WiTH PLAN {QUARTER)

Interest and Nonoperating Expense (in mRBlians)

Actual Plan
Qo3-4 0934 Variance
Interest income-met
Interest income $ 23 $ 24 3 1)
Interest expense - - --
5 23 $ 24 3 O !
Nonopesating expense
Financial asset allowance I 2 $ 5 -
Foreign currency transections {0 - {H
All other 3 (9] ()]
M t6) I C))] 5 !2!

Interest income was slighty below plan due 1o lower interest rates.

Tax Rate
The tax rate for Q934 was 32%, consistent with plan.

Net Income

Nel income was 5265 million, or 6% above plan. As a percentage of net revenue, net income was 25.5% versus
Plan of 25.7%. The 0.2% negative variance consisted of cost of revenucs {0.4%), nel interest income (0.3%),
nonoperating income {0.2%), partially offset by a positive variance for operating expenses (0.7%).

14




MS-PCAIA2 000000112
CONFIDENTIAL

SEQUENTIAL QUARTERS
Net Revenues (in millions)
2934 Q93-3 0932 Q931 24
Channel
Enrope FG 3 9% 8% 3 335 I5% $ 345 % $ 283 5% 3 24 34%
ICONFG W 51 92 10 a0 9 18 1¢ T2 9
Far Enst FG 50 & 42 4 33 3 1] 2 20 2
Toisl [RG 455 &4 469 4% 480 49 e 47 366 45
USFG ' 41 i3 268 28 9% kr) 14 33 31 3
OFM vy 21 03 21 8l 17 150 13 125 15
Oxher 26 2 18 2 13 2 15 2 13 2
35 I!DJ9 0% 3 958 | 0% 3 918 100% 3 818 100% § 315 100%
Product Group
Sysicnas 3 413 40% $ 313 3% 5 223 0% $ 258 329 $ 313 43%
Agplications 542 52 540 €1 m & a3 58 st 44
Hardware 37 5 45 5 65 T 66 ] 65 H
Cxher 27 ] 10 1 17 2 16 2 - —
$ 1,039 1H00% 3 058 100%: 5 938 100% 3 318 0% 3 815 100%
EESEYITT E——— E L —_— - 3 e

The sequential net revenue growth during Q93-4 resulted from increases in US PG (373 miliion), Far East FG
($18 miilior), OEM ($14 miilion) and JCON FG (37 million), partialiy offset by a decline in Europe FG of $3¢9
million. The MS-DOS upgrade accounted for most of the increase, growing by $106 million over Q93-3. Foreign
exchange fluctuations resulied in a $5 million positive impact on revenues mainly due to a weaker US dollar in
Japan and the United Kingdom.

Europe FG's decline over Q93-3 occurred in Desktop ($36 million), DDT ($19 million), Windows (510 million)
and Consumer (58 million). However, MS-DOS esceeded plan by $42 milkion due to the release of the MS-DOS
6 upgrade.

The Q934 growth in ICON FG resulted from increases in MS-DOS (58 million) and Desktop {37 million), Jess a
decrease in DDT (88 million). MS-DOS upgrade revenues grew by $11 million driving the MS-DOS increase. Tn
addition, Win Word {$2 million) and Win Excel (81 million) grew, while Access declined by $9 million.

Far East FG's growth over Q93-3 included increases in the Windows ($14 million) and MS-DOS ($3 million)
business units. Specifically, Windows 3.] exceeded plan by 313 million, inciuding $71 million in Japan where
version 3.1 shipped in May. Additionally, Serial/Bus Mice contributed 33 million and the MS-DOS upgrade grew
$2 million due to the March release of version 6.0.

US FG's largest increases in the 4ih quarter, were in Desktop Applications ($51 million), MS-DOS (340 million)
and Hardware {$10 million). Win Office grew by $1¢ million, helping Win Werd { up 519 million), Win Excel
(up $15 mitlion). Also up were Mac Word ($6 million) and Win Project (34 million). In addition, the MS-DOS5 6
upgrade grew by $44 million, and Hardware's growth was attributable to Naked Mice which increased by 37
million due to the April release of version 2.0. DDT declined by $17 million after inroductory pricing for
Access (down $23 million) filled the channel during Q93-3.

OEM continued its succession of quarter over guartes revenue increases in Q93-4, with Windows (39 million} and
Preskiop Applications (58 million) leading the way. Key products which grew were Windows 3.1 {86 million),
Win Word (33 million) and Win Excel (33 million).

Systems growth in Q93-4, is largely alributable 1o the release of the MS-DOS 6 upgrade, which generated 2 3106
million iricrease. In addition, Windows 3.1 grew by 526 million, while MS-DOS decreased by $4 million.

Q93-4 Applications revenue experienced a sharp decline in Access revemues (353 miliion) which peaked during
Q93-3 after its November, 1992 Jaunch. Other decreases occurred for Win Excel upgrade (510 million} and Win
Word upgrade (34 million), while Win Office increased by $25 million.

Hardware revenue grew in the 4th quarter, due to increased sales of Serial/Bus Mice ($12 million) primarily in US
FG where sales were up by $9 million. The April release of version 2.0 sparked the growth.

Resuits of Qperations 15
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SEQUENTIAL QUARTERS
Fliteen Leading Praducts {units in thousands, ravenue in millions)
Q94 0932 Q932 Q93-1 Q924
Product Units Rew Unis Rews Units Rew Units Ress Units Ress

MSDOS Upg 3616 $16L 1340 55 - - o - - -
Windans 3.1 4719 138 4506 112 3.584 109 2475 71 189 fa
Win'Werd 725 124 541 Li0 605 134 579 108 362 BD
Win Excei Sid 698 22 i 113 Sa4 125 439 95 413 96
WSDOS Sud 4,360 a 4,849 33 4168 36 34629 71 4351 F
SerfHus Mows 1,361 54 1,132 42 1217 58 L1562 51 1,128 62
‘Win Exce] Upg 24E b1 05 31 o) 30 301 i 471 A4
Win Word Upp 238 i} 268 3 1 3t 241 n 361 i
Win Povwerpoint 42 ric] 291 19 m AW i) 1§ 177 10
Wi Propa 80 24 b1 19 b1 19 52 is 40 16
Mac Wont 19 U 134 17 180 17 175 23 162 brx ]
Mac Excel dl 19 100 17 1 i} 134 b 123 23
UNTX Lan Manager 259 16 22T 12 4 17 156 15 156 IS
Win Works 59 14 A 17 368 m 213 12 159 9
DOS Wond 50 11 49 [ [s] .- - - - 62 15

FZ4] i 1Y 557 T
Peroeot et revenoes 23% 7% 745 59% 2%

——— — |

MS DOS Upgrade revenues increased $106 million during Q93-4, due to the launch of DOS 6.0 upgrade at the
end of Q93-3. US FG revenues {up $44 million}, Borope FG (up 348 million) ROW FG (up 512 million) and Far
East {up $2 million). The $49.95 introductory price, (versus a standard SRP of $129.95) helped to generate the
sttong growth,

Windows 3.1 cominued its increase in revenues, with $138 million for the quarter. The 526 million increase over
£93-3 incinded Far East FG (313 million ), US FG (%12 million) and US OEM (3¢ million) Offsening the
sequential quarter increase were, Europe FG (down 55 million) and Europe OEM (down $3 million) primarily due
to volume shortfail.

Win Word revenues were $14 million over Q93-3. The increase was comprised of US FG (519 million), US OEM
(%3 million), Far East FG ($3 million) and ROW FG (32 million). Europe FG reported a $13 million decrease with
226,000 units versus 259,000 in Q93-3.

Win Excel revenues increased $9 million over Q93-3. US FG (up $15 million) US OEM (up $3 million) Far East
FG ($2 milfion} and ROW FG {up $1 million} accounted for the revenue increase. Eurcpe Win Excel wvenues
declined $12 million from Q93-3.

MS DOS Standard revenues decreased $4 million in Q934 due to the launch of MS DOS 6.0 Upgrade, Europe
OEM {down $4 million), Europe FG (down %3 million), ROW FG and Far East OEM (down $2 million each)
accounted for the decrease. Offsetting the decline, US OEM, ROW OEM, and Far Bast FG were up $3 million,
$1 miltion, and $1 million, respectively.

Serial/Bus Mouse revenues increase $12 million over Q93-3, primarily the result of US FG (up $9 million with
337,000 units) and Far East FG {up 33 million with 53,000 units).

Bundled Products (units in thousands, revenues in millions)

Q93-4 __ 0.3 93 2631 Q924
Product Units Revs Units. Revs Unots Rove Vhite Revs Vurts Revs

Win Office 299 $134 i1% s 176 LIV 5 187 b2.3 17 343

Win OfTiex Upg 1£7 i 4 135 k13 - - - - -
Mac Office 52 11 37 14 Lil 1? 19 13 3 12
DOS/Win 28 2 15 4 36 [ T2 4 55 [
Mapt: WorlfExcel 7 t ] 1 1% 4 1 [i] ] 1
Mag OlFce Upg . 1 3 1 I 0 1 b -
1117 3163 1145 39 152
Percent hel mvenues 0% 1% 1% 12% 8%
= Frmn— ——— 3 ———1
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SeEqUENTIAL QUARTERS

Offico Revenues
(Percent of Deskiep Applications)

Win Environment Mac Environmam

W sugUpat
Ol ofee ety

QB4 (B3 OB2 Bt Q4

Total Win Office, inciuding the upgrade, grew by $19 million in Q934 on total unit sales of 416,000, Win Office
revenues increased $25 million quarter over quarter primarily as a resuit of US FG, which increased $19 million
on unit sales of 138,000. Retail channels reporting revenue from sales of the new Win Office upgrade included US
FG (39 million with 27,000 units), Europe FG (513 million with §1,000 units), and ROW FG ($6 million with
29,000 units). The Win Office upgrade accounted for 17.3% of total Win Office revenues for the quarter but was
below prior quarter by $6 million due to unit decline in Europe FG.

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

Q34 Q93:3 g93-2 Q93-1 Qe

Consolidaied 120% 114% 127% 123% 4 A%
Channel
Europs FG 125% 10.8% 1L2% 11.9% 13.2%
ROW FG 120 154 19.3 181 19.0
US FG 132 147 16} 15.0 1.5
CEM KR 4.7 40 4.0 4.4
Product Group
Systems 9.9% 0% 10.6% 79% 12.0%
Applications 0.7 11.2 7 109 115
Hardware 96 42.6 40.4 319 38

USFG costs fell 1.5 points during Q934 as Access sales (which are cost-intensive) declined 75% quarter to
quarter, Burope FG costs increased due to a 300% increase in DOS sales, which have higher than average costs.
ROW FG increased due to an unfavorable shift in mix towards Hardware and Windows (inwoduction of Win
3.1)).

Systems cost increased 1.5 points during Q93-4 as a result of the DOS 6.0 introduction, and the resulting shift of
DOS revenues from OEM to the retail charmels,

Product costs decreased 1.3 points during Q93-3 as a percentage of gross revenues. Favorable miz changes
accounted for 0.4 points of the improvement. US FG and Europe FG revenues declined 15% and 9%, respeciively
while the OEM channel (which is more cost efficient) wncreased 32%. Hardware accounted for a lower percentage
of US FG and ROW FG revenues during Q93-3, causing costs 1o decling in those channels. ROW FG costs for
Database and Development Tools declined from 22.0% to 18% quarter to guarter, reflecting the growing
significance of Access. US FG Windows 3.X costs declined tue 10 a shift from upgrade to standard product {(up
from 64% of revenue dollars to 94%).
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SEGUENTIAL QUARTERS

Systems costs fell during ©93-3 as a result of the favorable shift in mix from retsil o OEM, US FG's introduction
of DOS 6.0 (which has above average margins) and lower US FG costs for Windows 3.X, Hardwars accounted
for a lower percentage of overall revenues quarter 10 quarter (declining from 7.06% v 4.8% of total revenve),
giving rise to a slight increase in margins,

Product costs increased 0.4 points from Q93-1 10 Q93-2 as a percentage of gross revenues. Hardware accounted
for a lower percentage of overall revenues quarter to quarter (declining from 8.2% w0 7.0%), giving rise to a slight
increase in margins. However, cost increases in the Systems product group (up 2.7 points quarter to quarter)
increased the cost percentage by 3/4 of a point, and reflected the impact of the hardware component of Windows
for Workgroups, WFW's impact was especially significant in US FG Systems cost, where overall costs increased
1.1 points quarter to quarter. WEW accounted for 22% of US FG Windows revenue during Q93-2.

Product costs decreased as a percentage of gross revenues from Q92-4 w0 Q93-1. The decrease reflects charmel
mix, specifically increaced Ewrope FG and OEM revenues and a decrease in Windows. 3.1 and Win Excel 4.0
upgrade revenues. Product costs increased in Q924 from channel mix (higher proportion of US FG sales to total
sales), and upgrades for Windows 3.1 and Win Excel 4.0 revenues, Product costs increased in Q92-3 as a
percentage of gross revenues. Product mix (upgrade versus standard product) was the prime factor in the increase.

Operating Expenses {in miflions)

o4 g3 gm B, gnd
Payroll 3 168 S 154 3 147 3 4 5127
Marketing 131 66 83 42 a9
Marketing sccrmal [¥rd} n 2% 24 [#x}]
Deprociation n p22] 2 7 %
Employee fringes 7 U <) e} 19
Supplics aod squipment 4 19 18 16 18
Travel apd cotoriainesent 5 12 i 14 19
Froduct development 27 is 16 12 iv)
All other ) 126 12 95 85 39
3 486 5 459 3 455 3 394 $

Seqaantial incresse 6% 1% 15% % 2%
Seq increase without markeding 1§ 1 2 18

QP3-4 operating expenses increased $27 million quarer to quarter. Increased payroll (headconnt wp 5%) caused
44% of the increase.  Product Development (up $9 million), professional fees (up 58 million), and wavel and
eniertainment (up 38 million) caused the remainder of the change,

The increase in Q93-3 operating expenses reflected 7% headcount growth (23,802 for Q93-3 vs. 12,838 for Q93-
2), PSS obligations (up $8 million), am! bad debt expense {up 36 million)., The increase in Q93-2 operating
expenses reflected 5% headcount growth and marketing expenses related to product introductions such as Access
and Windows for Workgroups. The increase in Q93-1 operating expenses reflecied 6% headeount growth.

Interest and Nonoperating Expense (in miliions)
0984 Q833 a2 031 Q%4

Interest income-net

Intarest income s B - 1 | 5.0 s 2 $ 16
Trnerest axpense - - - (1} -
§ B § 21 3 19 § 1o $ 16
Nonoperaling expense
Financial assct allowance i @ 5 (EJ 3 @ 5 @) P
Foreign cumrency transactions (1)) 4 3 1
All othes 3 {3) - ) 2

$ {6} s £2) $ 2 $ $§ W
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COMPARISCH wiTH COMPETITION

Software Industry Comparison - {trailing twelva months)

Net Revenues

. ) R ":!g
Barturd figi é WordPorfect ()
Movell Lotus

Net income

Movell
Microsdt

Lows
WordPerfect @)

(1) Dtherineludes: Adobe, Aldus, Amsoft, Avtodesk, Banyan. Informix, Oracle, Peoplesoft, Platinum, Powersaft, Software Publishing, Sybase,
and Symante. Borland is wciuded n "Other” for net noeme, since they had a net lass of 343 mllian
(2) WordPerect et revennes nd net income ane ssifmales
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ComparisoN witH COMPETITION

Mot recant quaries Micrasoft Noveli Lotus Borland
Net revenuves $ 1,039 100.0% 5 281 100.0% $ 2% 100.0% 5 B 100.0%
Coat of revenues I80 17.3 50 17.6 51 2.6 33 27.2
Groas profit B39 8.7 231 %2.4 185 78.4 90 128
Opetating expenseas:
Research and developenert 138 13.3 37 132 30 124 15 125
Sales and warkatiog 313 3.1 62 1.9 113 47.6 [ 4.5
Gensral and administrative 35 3.4 1.1 6.6 17 7.3 - -
Total operating expenses 486 46.8 117 41.7 160 67.7 83 6§70
Operating income mn 359 114 4.7 25 107 7 58
Nomoperating income 17 1.6 |} 2.7 19y (8.2} 1 0.9
Income before locome Laxes 390 315 jr43 a4 6 2.5 |1 6.7
Provision for incomea taxes 125 120 42 14.7 1t 4.5 2 1.7

5_ 265 255% § 30 Bi% (9 2n% 5 [ 5.0%
Average shares outsianding 5 i 4 32
EPS 0.87 ; 0.26 S’O.il! 5 0
Trailing tweive monthe Microsaft Novell Laotus Borjand
Net revenue: § 3753 100.0% 5104 190.0% % 916 0o%s  § 471 100.0%
Cost of revenues 633 16.9 200 19.1 203 .2 130 21.4
Groza profit 3.120 43.1 i £0.9 713 778 343 12.6
Operating expenses:
Research and development 410 125 135 13.0 123 13.4 10 it
Sales and marketing 1,205 321 233 22.4 44} 452 226 60.6
General and administestive 1ne 1z 67 5.4 0 16 - -
Restructuring costs ot il e — — - 25 _(4) 33
Tatal operating expenses 1,794 £7.8 435 4.8 634 9.2 a8l 80.6
Operating meome 1,526 353 49 3.1 ke 8.5 (38 {8.0)
Nonoparaling ncome 15 0 26 2.3 (L v 1.6 3 0,7
Ineome before income taxes 1,401 313 435 ALB o4 10.2 [k y) 19
Provision for incomse taxss 448 119 148 14.1 42 45 3 10 2.2

$ o8 254% § :1 nse 3.8 57% 5@ B5%
Average shares orstanding 303 310 43 b2 ]
ErS $ 313 5 093 $ 1.3 3 !1.622

(1) Lotos's nopoperabag cxpenso for the quaster ended Juns 30, 1993 mcludes a write-off of $20 million of purchassd ressanch and development
in connection with the corapany's acquisition of Approach Sciiware Corporation.

{2) The net increase in Lotus's traiking tweive nonopenting income was due w a pre-tax gain of 350 mitlion from the s2le of the company's
investment in Sybase in September 1992, The gain was offset in the current quanier by » $20 milkon writs-off in conncction with the
purchase of Approach,

{3) Lotms's tax raie will increase S percentage points in the coming year doe o te recent closure of ils tax advantaged manafaciuring facility n
Puerte Rico. The clerurs resulted in a charge spainst revegues in January 1993 of 315 milhon, or 2% of annval expenses, with the
slimination of approximately 3% of the company's workforce.

{4) Borland's operalmg expenses include 3 pre-lax charge of 325 miliion, or 7% of annual expenses, for workforee rducnons, facilities, ard 2
software trchnology write-off in Dacember 1992, The matmcturing rexalied 1 the ehminabon of approamately 350 jobs. or 15% of the
company's workforce,
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COMPARISON WITH COMPETITION
MICROSOFT
(consecutve quarters)
Trailing
Sep. 30,1992 Dec. 31 1902 Mar. 31, 1993 Jup. 30, 1903 12 months
Nel revenues $ 313 5 93 $ 958 $ L1039 § 3753
1
Coat of revenues 135 157 161 130 633
Gross profit 683 781 197 859 3120
Operaling expenses:
Research and development 105 HE 31 116 138 470
Sales and marketing 254 315 313 313 1,205
General and admimstrative 25 29 30 35 119
Toxal operating expenses 394 453 458 486 1.794
Cpersting income 239 26 338 373 1326
Nonoperaing income 13 2] 19 7 75
Income hefore income taxes 307 347 357 390 1401
Prowision for income faxes 38 111 114 125 448
Net incomve 5 200 3 236 § 243 3265 s 953
Tt E——————
Average shares ontstanding 298.9 303.4 304.2 305.0 3029
EPS $§ 0T 3 078 5 030 $ 037 £ 315
——— IR
Net evenves 100.0% 100.0% 100.0% 100.0% 160.0%
Cast of 1evenves 165 16.7 16.8 173 169
Gross profit ’3S 333 ikl 82.7 83.1
Operating expenses:
Research and development 128 1.8 121 133 125
Sales and mazkeling 33 136 kYN 301 321
General and admisistraive 3.1 kN 3.1 1.4 3.2
Total operaing expenses 432 485 19 46.3 1.3
Operating income 353 4.3 353 359 353
MNonoperaling income 2.2 2.2 0 1.6 2.0
Income befors income taxes 3.5 310 173 375 n3
Provision for income laxes 11.9 11.8 11.9 12.0 - 118
Net income 25.6% 252% 25.4% 25.5% 25.4%
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CONFIDENTIAL
CoMPARISON WITH COMPETITION
MNOVELL
{cansecutive quarters)
Trailing
Jui. A1 1993 0¢1, 31,1992 1an. 30,1993 Apr 201933 13 monghs
Net revenues 5 243 s 60 5 260 3 () $ 1,044
Coat of revenues 47 53 50 50 200
Gross profit 196 207 210 pe)) 244
Operating expenses:
Ressarch and development : 31 33 34 37 135
Sales and marketing 53 59 54 62 233
General and administrative 13 15 21 i3 . 67
Toial operating expenses 102 107 109 117_() 435
Operating income 9% 100 101 114 405
HNonopeating income ] & 7 3 26
Incorte before income tanes 100 106 108 122 £5
Pravision for income taxes 34 36 37 42 148
Nt incoms 55 3 170 $ T $§ @ 1
= —_——TeaE
Average shares oststanding 308.2 . 300.0 3109 311.% 3100
EP3 $ 022 5 023 302 § 025 $ 091
. —_r= e ——— ————— f. ——
Net revenoes 100.0% 100.0% 000% 1000% 100.0%
Cost of revenues 193 20.4 194 7.6 15.1
Gross profit 30.7 78.6 80.6 2.4 30.9
Operating expenses:
Reszarch and development 127 127 13.2 132 130
Bales and manketing 242 29 205 218 114
Generat and adminisirative 5.2 3.7 8.1 6.6 5.4
Total operaing expensas 42.1 413 41.8 417 413
Dpexatng income 356 333 38.3 40.7 39.5
Notioperating income 5 22 2.5 2.7 2.5
Income before Lncoms tanes 411 40.5 41.3 434 41.6
Provision for income tazes 140 133 14.F 14.7 14.1
Net income 7.1% 26,T% 272% 28.71% 27.3%
——— 1 p ———1

{1) Forthe quaner cpded July 31, 1993, Novell cxpscis revenues to be flat with the qoaser cnded Apeil 30, 1993 dix to joft Eunope reventes.
Theso resulls include approzenaely $8 million camed from sales of USL prodocis.

(2) For the quaner onded July 31, 1993, Novell anticipaes taking a $270 million charge ag ings in with the acquisition of

USL on Juse 14, 1993. An additional $30 miltion charge will be iecurred for the. quaner related to the acquisitiona of Fluent and Serms.
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CONFIDENTIAL
CompaRISON WITH COMPETITION
LoTus
{consecutve quartars)
Trailing
Sep, 30 (992 e, 31,1902 Mug, 311993 Ing 30, 1993 12 months
Net revenues 5 W 3 24 s 27 3 1% 5 95
Cost of revenues 43 54 50 51 208
Gross profit 159 192 177 185 713
Operating expenses;
Research and development 8 33 32 36 123
Sales and marketing 108 119 106 113 441
Genetal and adminisrative 17 13 12 17 70
Total opcrating expenses 148 170 156 160 534
Operating income 11 22 21 25 %
Nonoperating income M - - (1% 15
Income before income tazes 45 2 zl 6 94
Provision for uncome. taxes 15 7 9 11 42
Nel incomme 5 30 3§ 15 § 12 3 {5} s 52
Average shares outstanding 4} .2 iLE 426 44.0 4215
L ===
EPS $ 072 3 035 3 029 3 sﬂ.l 1) 5 123
Nea revenues 100.0% 196.0% 100.0% 100.0% 160.0%
Cost of reveauss L9 220 22.2 216 0.2
Gross profit 77.1 7390 718 78.4 778
Operating expenses:
Research and development 13.3 13.5 4.0 128 13.4
Sales and markeling 50.) 486 46.3 AT.6 48.2
General and administrative 8.2 7.2 1.9 7.3 7.6
Total operating caponses 71.6 $9.3 £8.7 §7.7 59.2
Operating income 55 37 9.1 10.7 46
Nonoperaling income 1563 0.1 .- (8.2} 1.6
Income before income taxes 21.3 3.8 9.1 5 10.2
Pyovision for income taxes 7.2 29 3.7 4.5 45
Nel income 14.6% 5.0% 5.4% {L00% 5. 7%
————T ERMEETIIES —raa
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MS-PCAIAZ 000000121
CONFIDENTIAL

BORLAND

fconseculive quartars)

Trailing
Sep. 30,1992 Dee 31,1993 Mer, 311993 Jun, 30, 1963 t
MNet revennes 3 12 $ M4 5 1 13 3} 41
Cost of revenpes 30 356 (2) 30 33 130
Gross profit o8 68 27 00 343
Opemting expenses:
Rasearch and development w0 19 16 15 T0
Selling, peveral and administrative ) 81 65 68 18
Restructarmg costs - 25 (3) - - 25
Total operating capeases 92 125 ) 81 38}
Operating income 6 N 6 7 (39)
Novoperating income 1 - 1 1 3
Income before fncome taxes ? [&13] 7 2 35
Provision for income 12zes 2 4 2 2 10
Net income 3 ] 3 (61) 3 5 3 [ 3 . 45
Average shares outstanding 272 52 6.3 325 1.6
EPS 5 020 3 !ﬂ) 5 0l9 3 022 3 (162
Net revenues 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of reveouss 234 349 25.4 27.2 274
Gross profit 766 §3.1 4.6 128 kr 23
Opcrating expenses;
R h and develop 153 151 13.4 125 4.7
Selting, gencm! and admrnistrative 56,2 T3 56.4 54.5 60.6
Restructunmg costs - 4.0 - - 53
Tota! upenting expenses 71.5 142 59.8 670 80.6
Operating income 5.1 {54.8) 48 58 3.0
Nonoperating intome 0.5 0.3 1.0 0.9 0.7
Income before income taxes 5.6 (54.5) 53 6.7 7.3
Provision for income taxes 1.4 4.3 15 L7 2.2
Net income 4.2% PS.EE 4.3% 5.0% 52’22*

(1) Revenues forthe quarter ended Docomber 31, 1992 ase net of an 311 million restrve for Quatiro Pro price protection.
() Cost of revenaes for ths quaner ended Decomber 31, 1992 includes » $10 million charge for inventory write-downs, freight, and rewronk.
[3) For the quarier ended December 31, 1992, operating eapenses inchide 2 pre-tas charge of 325 mitlion for workforce reductions, facilities,

and the wrile-off of sofiware technology.

(4) Revenues for the quarier eoded June 30, 1993 melude $10 - $15 million for Borland Office. Both revenues and cost of 1ales for the quanter
were grossed ep approximately $5 - 37 million which was paid to WordPerfect for inclusion of its word processing application in ibeir office

bundle.
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CONFIDENTIAL
CompARISON WITH COMPETITION
Other Data
Microsoft Novell Lotss Bortand
63003 413093 63053 6/30/93
Current ascia:
Cash and short-ter investments.  § 2,250 0% $ 141 56% s 132 3% s R 214%
Accounts receivable - oetl 338 9 712 at 168 22 &0 13
Invenlories 127 3 7 I n 3 Ll 3
Other 2 A7 3 21 2 9 3
‘Fotal current ascord 2,950 75 1067 31 44 79 162 4t
Propesty, plast snd equipment - et 867 n 200 15 2 15 156 , 4§
Captalized software - - - - ] 12 - -
Other asses 18 1 52 4 12 2 22
5 335 100% $ )19 100% 5 7L 100% 1 w0 V%
Po e e ST ST LTI R T ik
Cumeat l{abilihes 3 563 15% s 154 12% L 1) 34% 3 4 36%
Long-tem Lisbilities - - - - 78 iD 22 [
nber Habilites - - 10 1 - - - -
Stockholdess' equity 3244 5 1,153 57 433 56 194 53
] 3‘"!5 100% 5 1319 YO0 N1 1 00% $ M) 1%
(Other data
Micsorch Novell Labs Borland
1993 1992 1993 1992 1993 1592 1993 1992
Cloming stock price (6A0) RLo $0.00 $26.00 35119 53463 51053 $21.63 34125
Comamon shares oulstanding 305 2 312 149 44 43 2 26
Market vatue $36,840  $19,040 16,112 $7.934 $5.524 3801 24 $1,073
Traiting twelve month revenues $3,753 52,759 31,044 §145 %16 5913 “73 5460
Price/revenucs mto 7.2% 891 7.8 10.0x 172 'R ) 1.5 A
Trailing tweive months. £PS $3.15 $241 0,93 $1.37 1 8-k} $1.41 3{1.62) ${4.52)
Pecefeammgs Tatio 2.9 Pk | 23.0x kL £ 73 242 FEREY * -
Cash $2,290 51,345 $74] 419 3332 5248 $82.q} 3117
Cash por share $7.51 $4.94 §138 $2.81 355 $5.77 $2.56 $4.50
Book value 53,242 52,193 $1,155 3754 1 383 i 5239
Bock volue per share $10.63 13.06 5.1 55,06 10.34 18,935 3506 $9.09
Price/book valee ratia 2.3x 3.7 7.0x 1.5 3.5 i 3.7a 4.5
Growth satistics (year oves yeac}!
Revenuc Me % 0% 3%
Rexcarch and development 4% 371% 5% 0%
Sales and marketing 4% 20% 9% 4%)
General and adminisirative 31% 4% {1%) wha
Net insome 5% 9% AT%) 3%
Headcouant {mest recent disclosurc} 14,430 3,600 4,400 2,100
(1) Borland's cash totals 382 Analysts specutate that the damages peymaat (o Lotus a3 2 resalt of Augost 12 spreadsheet copyright infringemeat
ruting could range from 380 million to 5100 million.
*  Not meaningfal.
Resuits of Operations ]
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Primary Competitors Weekly Closing Stock Prices - (January
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(1) Aldua's year-over-yFar ICT feVenues wereased 8% while et

{3) Apple's stock price Jost 45 of its value since Jaonary 1993,

imcome doareased 74%. The decrease

tax chargeof53milliomraluadmﬂnaquiﬁioncimﬂm
increased sales and marketing sxpenses due to the yecend rlease of P

(7) Apple woarred 3 net jott of $188 million for the qraster coded June 30, 1993, or $1.63 per shar, a3 8
lated to the compmay's lstest ing. Apﬁee;hnﬁudininnﬁngljﬁﬂpomim woridwide, o
Qver-year nel revenucs inersased 11% while nel income decroated 65%.,

Sofrware in June 1993, a wrils
4040 mid-fune.

MS-PCAIAZ 000000124
CONFIDENTIAL
CoMPARISON WiTH COMPETITION
Other Competitors
Apple
Adobe Aldus Computer Artisofi Antodesk

Ingome staiement 5031583 6/30/93 5/30/93 £/30/93 4730493
Current quarter
Net revenues $30 46 $1,862 §20 $102
Net income {loss} 14 Q {188} b 2 15
Met mcome {loss) per share 0.62 002 (1.63) 012 062
Trailing twelve months
Net revenses $282 5178 $7,604 $83 5379
Net income 45 4 182 ¢ 50
Net income per share 194 0.26 152 0.52 2.0
Net incotne as 2 % of acl reveawes 18% 2% 2% 11% 13%
Balance sheet
Cash s192 52 5857 531 $145
Otber current asscis 95 46 3063 26 103
Oriler assets 22 50 848 35 107

$309 $158 54,768 592 $355
Liabilities $53 £32 £2, 748 5% $38
Equity 256 126 2,020 83 167

806 £158 $4,768 $92 $£335
QOther data
Closing stock price (Juse 30, 1993} 36175 $1625 $39.50 @ $6.88 §56.38
Common shamoulsmdingﬁnfrﬁl!iuns) 23 13 116 18 25
Moarket value (in millions) $1420 $211 $4,582 $124 $1,410
Pricefrevenues ratio 5.0x 12 061 1.5x 3
Price/earnings mto 318x 62.6x 26.0x 13.1x TR
Cash per share £3.35 T $7.38 s1.72 $5.80
Bock velue per share $11.13 $9.6% $17.41 $4.61 $10.68
Pricsfbook value rado 5.5z 172 2.3% 15x 53x
Girowth siatistics (year over year):
Revenve 2% 8% 11% 16% 0%
Net income (17%) 4% 1y (65%) (29%) (3%)

in et income waa primsarily due to 8 pre-

_off of softeare develapment Costs, and

result of & 3320 million pre-tax chasge
15% of its workforce. Applc's yeas

Resuits of Operahons
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CoMPARISON WITH COMPETITION

Other Competitors {cont.)

Comptier
Banyan Assoc, Informix mM Dracle Penplesofi
Incoma statement 63003 63093 6/30/93 £130/93 573193 6/30/93
[}

Current quarier

Net revenues $32 23 $34 $15,519 ©n $13
Met income (loss) 3 bl 12 (8.041) (1) 69 2
Net income (loss) per shars al9 0.18 0.18 14.10) G.47 G6.15
Trailing twelve months

Nel revenues $121 $1.897 $326 $62,839 $1,503 $4% -
Net income (oss) 11 257 58 (16,567) 98 6
Net income (Joss) per share 0.60 1.51 137 (25.03) 0.67 0.55
Nt income (loss) as a Ta of neLrevenucs % 14% 18% {26%}) % 15%
Balancs sheasl

Cash §55 $253 1 $6,711 §358 359
Other current assets 33 S04 BB 34,004 484 2
(her asscts 12 1,487 45 45,276 342 5

5100 $2.244 $252 $85,141 31,134 $86
Liabilities 231 £1,226 594 366329 3556 s
Equity 24 1.018 158 19,812 528 64
$100 32,24 $252 356,141 51,184 536

Ciber data

Closing stock price (June 30, 1993) $17.50 §29.75 $27.00 $4938 $49.25 $30.75
Common sbares gutstandiog (in mitlions) 18 i 68 Ry 148 13
Market value (o millions) $315 $5,117 31,836 528,147 §7,289 $400
Pricefrevenues ralio 26x 27x 5.6% 0.4z 4.9x 9.5z
Price/carnings ratio 20.0x 19.7¢ 19.7% * T34 55.6x
Cash per share $3.06 $L.47 5175 $11.88 $2.41 $4.54
Book value per thane 53.83 35.92 5232 £34.76 .57 $4.92
Price/book vales ratio 4.6% 50n 11.6x 14x 138 A2z
Growth statistics (year over year):

Rovenus 14% 19% 47% (6%} 28% 3%
Net income $8% 2% % 930%) 0% 93%

(1) IBM's net loss for the quartsr ended June 30, 1993 vas 52 Lallion,
The ot loss For the quaster before the: charge was 540 milbon,
{estimated a1 85,000 jobs or 28% of employees), nanefacturing capacity,

= Not peaningful.

or $14.10 per common shars, duc to 3
or $.08 per common share, The charge covers
office space and related cxpenscs.

reatrecturing charge of 33.9 illion.
redoctions in workforce
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CompasisoN wiTh CoMPETITION
Cthet Competitors (cont.)
Software
Pratinwm  Powersoft  Puiblishing Sun Sybase Symantec
Income statement 6/30/93 _6/30/33 63093 63093 6130493 £/30/93
Curretit quarter
Nel revenues $16 $10 b3 $1.261 396 §$59
MNet income (oss) 17w 2 {6) 42} 76 9 71
Net income {loss) per share (1.95) .16 (0.49) 0.72 0.36 {027}
1
Tralling twelve monihs
Net revennes $39 533 3126 $4300 $327 $203
Net income (loss) (16} ] {8} 157 32 {24
Net income {loss) per share {2.09) 0.67 (0.67) 1.4% 127 (0.98)
Net income (loss) as a % of net Tovenes (40%) 19% %) 4% 10% {12%)
Balence sheet
Cash $50 $41 568 51,139 398 $51
Other cugrent assels 17 S 24 1,133 o5 33
Dther assols 13 2 22 496 63 30
$80 $351 $i1d 32768 3157 §$136
Lisbilities $19 $10 845 $1,125 sh1 572
Equity 61 41 69 1,643 146 64
330 $51 3114 $2,768 $257 $136
Other data
Closing stock price {June 30, 1993) $24.50 $28.25 $6.75 52063 $714.23 $13.38
Common sharss outstanding {in millions) 9 n 12 10§ 26 26
Market valve {in millions) 5221 5in 38 83111 £1,931 $348
Price/mvenues raiio 5% 0.4x 0.6x 0.7 5ox 1.7%
Pricsjearnings ratio - 42.1x * 19.9x 58.4x *
Cash per share $5.56 $373 $5.67 $10.35 $3.77 1.9
Book value per share $6.78 3373 $5.7% $15.65 $5.62 246
Price/book value ratio 3.6% 6% 1.2x 3.x 13.2x S.4x
Growth siatistics {(year over year):
Revenue 143% 3% (20%) 20% 5% (13%)
Met income {1708%) 4B5% S0% (10%) 107% (213%)

{1) Platinin’s net Joss for the quarnier ended June 30, 1943 ia due to

thres months.

(2) Software Publishing expericnced a decline
loss to the impact of competitive bundhng of

(1) Software Publishing's 1ock price decreased S0% from
{4} Symaniec's Joss generated in the quaner ended Juns
acquisition of Contact Scfiware ntemational in June 1993 as well a3 ponenal res

hs was duc 10 i d i

{5) Symantec's net Joss for the wiling twelve
*  Not meannghul

h

charges mowrred in the scquisitions of three sofiwars companizs in the Jast

in revenucs resulting in a loss for the quanar ended Juns 30, 1993, The company suibaries e
f software applications and declining conditions in the inlernational marketplace.
the prior quarier.
0, 1993 was doe primasly 10 & $12 million charge resalting Froms the $47 million
tmactaring of the company's servics opcrations.
bisining fous safiware companies during the year.

Resuits of Operations
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Other Soitware Company Weekly Closing Stock Prices - (January 1 - August 6, 1983)
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MS-PCAIA2 000000128

CONFIDENTIAL
CoMPARISON WiTH COMPETIIION
Comparison with Competition ~ June 30, 1993 (doltars in millians)
Stack Rankings {1 is top, 21 Is botiem)
Trathng Net lncome Pricel Price!
Twelvs Revenue R&D el Marks Revenues Fansings
Revenues Growth Spending Reverues Valoe Ratio lhm
Microsalt’ 33,751 36% 3470 25.4% $26,840 7.2x 7.0
“ ] @ -] @Q -] e
Borlend 3473 1% 570 9.5% 14 1.5 *
m ah o an iy e .
Lotus 916 0% Y] 7% 51,524 ] 281
(U] 0] (] (N i 15 @
Nowvell $1.044 3% 3135 21.5% 58,112 7.8z 28.0%
(] o ] [ (0] o w o
Adobe $2102 12% $64 156.0% 31420 S0z L8z
(k3 {2 ] 42 ] & s L] L]
Aidus 5178 % 564 2.0% s241 1.2x 62.6x
(15 {8 oan [{z/] 1% M (]
Appile $7.604 T $679 24% $4.552 0.6 6.0
22} )] o (11} L] [-11] (1]
Artjsoft $85 % L3 1% 124 1.5z 13.0x
i m (=] m -] Lty [{0]
Autodosk 37 0% 3§53 13.2% 51,410 37t PR
E0.] L] {2 ] {an (L] o
Banyan 5171 14% $14 2.0 3315 2.6x 9.0
(1] {0 [{] an {0] 1] 1]
Computer Associales 51,397 19% 3160 13.5% 35,157 27 19,72
o n o o =] [¢21) L(E]
IBM $62,839 % 34,991 -264% 328,147 041 .
[{:] % {0 20 3] 2% »
Intormix $326 1% 538 17.7% 51,836 5.6x 197
I -] wy ] i ] {11 {23
Oratla $1.503 3% $146 6.5% $7,289 495 Thdx
[ ] (L] ) oy (] oy D
PeopleSoft 342 3% 5 1.3% 3400 %.5x 15.6x
om =] 18 » L] o] Lo
Platinum 539 143% 528 -40.2% $221 s *
a @2 U% (D {1 2] L
Powersoft 833 3% 53 19.1% 531 %42 s2.1x
an (1] an o {am 2.3 o
Software Publishing  $126 20% 531 £.6% 30 0.6x .
() [ {15 ] @0 £ "
Sun $4,309 20% $445 16% 3,111 0.2z 19.9
()] 1% H ay o] {1 (1]
Sybase 3321 5% 351 9.7% $1,931 9 584z
an [ (13 ] (] @ m [+
Symantec 3208 -13% 342 -1L1% 3343 L1 *
[ oan o U] an {4 .
*  Noumeaningful.
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CoMPARISON WiTH COMPETITION

Key Relationships
Corporate . RR
Software DEC Egghead Intel Doapelley

Income statement &f30/93 630/93 3/31/03 650/93 630/53
Current quarter '
Met revenues $83 $3.014 $196 $2.130 904
Net income (loss) N3] 113 2 559 53
Net income (loss) per share 0.01 D.25 0.13 1.30 034
Trailing twelve months
Net revennes $326 $14.371 $725 $7.436 $4.202
Net income (loss} 5 {a51) 7 1,786 107
Nt income (loss) per share .76 (1.93) 041 658 0.69
Net income (loxs) as a % of net revenues 1% (2%) 1% 24% i%
Balance sheet
Cash 112 $1,643 526 $3,i21 $17 o
Other current asscts 85 5,240 213 2,250 1,034
Other assots 12 4,067 24 4,059 2314

$109 $10,950 $263 $9,460 53,363
Liabilities 552 $6,065 $120 $3,057 $L642
Equity 57 4,385 143 6,403 1,723

$109 $10,950 263 $9,450 $3.365
Other data
Closing stock price {June 30, 1993) 510,75 $41.75 $8.13 $55.00 §19.88
Common shares ouistanding (in millions) & 133 17 439 155
Market valus (in millions) 565 §5,553 $138 $24,145 £3,081
Pricefrevenves ratio 02x Qdx 02x 32 0Ix
Price/earnings ratio 142z d 20.0x Bdx 285
Cash per sbare $2.00 $12.35 $1.53 1.1 so0.1
Book value per share 59.50 3613 5841 $14.59 $1az
Price/bock valve ratio Lix Lix 10s 385 1.8z
Growth statistics (year over year):
Reveoue 28% 3% 9% 500 1%
Net income o%) N% @ (56%) 171% (52%)

(1} Cosporate Softwarc's evenves and net income for the quansr ended Junc 30, 1993 redloct & prs-tax restrucmining charge of $1.5 million for
the company's Geraan operations which reduced reported net income by $344,000, or 3,13 per share,

{2} Digital's net revenves hive increzsed 3% on a traiting twelve months basis whil net income increased 91%. The increase is dun primarily to
one time charges taken against revenoes in April 1992 The prior year's loss inclodes a restructuring charge of $1.5 biliion, or 10% of anoual
expenses, relued 1o employee sopantions, facility consolid , assel rebi s and d costs. The ¢ompany eliminated
appreximately 1,000 jobs, o1 7% of its warkiorce.

{3) RR Donnelley bilance sheet information is as of March 31, 1993,

*  Not meaningful.
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CONFIDENTIAL

COMPARISON WITH PRIOR YEAR (FISCAL YEAR)

income Statement {in millions)

FY93 FYo2 Change

Met revenues $3.753 10.0% 32,759 100.0% 36%
Cost of revenues 63] 16,9 487 16.% 36
Oross profit 3320 83.1 2292 83.1 3%
Qporating cxpenses:

Research and development 470 125 52 128 4

Sales and marketing 1,205 ErAl 854 309 4]

General and sdministrative 119 32 30 3.3 3z

Total operating expenses 1794 41.8 1296 47.0 38

Operating income 1,326 353 96 36.1 13
Interest meome - nel 82 22 36 20 46
Nosoperating income (expense) o 0.2 1) 0.4} (36}
Income befors income takes 1401 373 1,041 77 35
Provision for income taxes 448 119 333 120 35
Net income S 953 25.4% 3 08 25.1% 15
Average shares outsianding el 2
EPS 3 338 241 31

Annuat net revenue improved by $994 million, or 36%, in FY93 due to growth in all sales channels. The increase,
by channel, included Europe FG (up $262 million), US FG (up $256 million}, OEM (up $254 miliion), ICON FG
(up $120 million) and Far East FG (up 571 millionj. Applications increased by $754 million and Systems by 5202
million. Hardware, on the other hand, declined by 521 miltion.

Standard applications grew $560 million or 47%. Upgrades grew $181 million or 70% and upgrades represented
19% of Application's reverme year to daie,

During FY93, exchange rates had a $70 million negative IMPact DN FEVEnues,

Cost of Tevenues remained unchanged at 16.9% yesr 10 year, as unfavorable non-product cost increases (1.2
points) were offset by other cost declines (e.g. cost-intensive hardware sales were less significant in FY93, falling
in both dollar terms and as a peccentage of revenue). Systems costs fell 1.0 point primarily due to a shift in
revenue from US and Europe FG (o the cost-¢iTicient OEM channel, the introduction of DOS 6.0 and a favorable
ghift of USFG Win 3. sales from updates to standand product.

Operating expenses, overall, were significantly impacted in FY93 by a 25% growth in headcount

Rescasch and development expenses increased primarily due to payroll (up $48 million or 32%, headcount up
16%) and product development (up $26 million or 55%).

Sales and marketing expenses increased $351 million. This represented & growth rate 5.0 points higher or $43
million more than the growth of net revenuc, The three primary causes for the increase were payroll (up 42%,
headcount up 29%), marketing {up 35%), and travel and entertainment (up 30%).

General and administrative expenses rose 520 million but declined by 0.1 point as a percentage of net revenue.
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Net Revenues (in millions)

FY93 Fye2 _Change |
Channel
Earope FG 51259 u% 3 957 4% 26%
ICON FG Mz 4 20 ] 53
Far Ba FG 155 ] 84 3 a5 !
Total IFG 1,763 47 1310 47 35
USFG 1,132 31 926 Ed 3
OEM KL 9 Ly 1? 53
Onbes 7 3 26 2 66
33,753 100% $2.759 100% 36
Product Geoup
Syatems 51,267 % 51065 % 19
Agpplications 1712 58 1,419 51 53
Hardware 233 & 254 % %
Other 30 z 2 1 275
33,753 100% 32,159 100% 3&

|

! Burope FG remained the largest revenue channel due to growih for Win Office (§163 million). In addition, the
| November release of Access contributed $35 million in new revenue, while MS-DOS Word declined by §32
| million. Systemns growih was mixed, with Win 3.1 and the MS-DOS upgrade growing by $49 million and $28
1 million, respectively, while standard MS-DOS decreased $40 million.

|

|

|

ICON FG was bolstered by growth for Win Office (327 million), M5-DOS upgrades (324 million), Windows 3.1
(520 million), Access ($12 million), Win Excel upgrades (37 millicn), Win Word upgrades ($5 million}, and
FoxPro (34 million).

Far East FG's revenue growth included Windows 3.1 (515 million}, largely due to the Q93-4 release of Japanese,
Korean and Chinese versions. Increases in Windows applications dove-1ailed the new release with bumps m Win
Excel (§8 million), Win Excel upgrades (38 million), Win Word upgrades ($7 million} and Win Word (34
million). Also, Mac Excel increased by $7 million,

US FG showed increases for Win Office ($106 million) and MS-DOS upgrades ($65 millicn, or 85%), Windows
1.1 {$34 million) and Win Project ($18 million). In addition, the November release of Access provided 338
million in incremental revenue, while the only significant decline was for Windows 3.1 upgrade ($52 million) dve
to its FY92 introduction.

The main component 1o OEM's substantial increase was the 3185 million rise in Windows 3.1 which represented
73% of the total revenue increase; $131 million in US OEM, $48 miltion in Europe OEM and $6 million in ICON
OEM. Additionaily, the MS-DOS operating system grew $54 million, while applications increased $39 million,
or 161%, to $63 million.

Sysiems growth was atiributable to Windows 3.1 which increased by $331 million, and MS-DOS upgrades (up
$120 million). Partially offsctting those increases were a decline in Windows 3.1 upgrades {down $43 million)
and FY92 Windows 3.0 revermes (down 3196 million).

Windows applications were the key 10 applications significant yearly growth. Higher revenues for Win Office (up
$259 million) and Win Office upgrade (up $76 million) helped w0 fuel the increases. In particular, there werc
increases for Win Word ($179 million), Win Excel ($155 million), Win PowerPoint (348 million), Win Excel
npgrades ($47 mitlion), Win project ($33 million) and Win Works ($30 miilion). Most of the growth experienced
in Win Word, Win Excel, and Win PowesPoint was due to sales of Win Office (Win Office sales represented 72%
of Win Word growth, 81% of Win Excel growth, and 75% of Win PowerPoint growth). In addition, the release of
Access generated $85 million in new revenue.

Hardware revenues slowed due to declines in Serial/Bus Mice (511 million) and Ballpoint (34 million). Due to
competitive pressures, Serial/Bus Mice were particularly weak in the Enrope FG channel.
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Fifteen Leading Products {units in thousands, revenue in millions)
Y33 Lt £ Bevemes
Product Uniss Beovs it Units [ it Units___Wunt Valume __Pricc Toul
Win Wort 2342 $471 5201 1306 3293 3124 1R (523) 1 (554) 5178
Win Exeel 2237 455 200 1228 300 244 1009 4N 241 92} 155
Wndnows 1§ 15,580 429 23 1332 98 74 14242 @6 104 mn 331
MS-DOS Std 13099 313 13 135,156 kLt 11 2431 &)} 59 (54) 5
Bus/Ser Mouse 437 216 44 2,944 277 1] 929 it} st (6B} an
MS-DOS 65 Upg* 506 216 43 - - R £ 11 43 - 216 U6
Win Eacel Upg? L1 126 114 766 20 164 344 1 35 i1 45
Win Word Upg® ! 1054 116 110 716 7% 106 kL) 4 % 4 )
Mac Word 732 EH] 122 565 B4 149 157 un 3 9 4
Win Aveess 823 85 103 - - P i} 103 - 85 35
Mac Breel 509 31 159 422 84 198 87 [74); 17 {20) (3}
Win Project 244 E1Y 132 127 a5 F1L] 17 (46) 2 an 1
Win Powespoist 1206 » 66 £5 n n m () 54 ®) 48
Lan Masager s 7 7% 523 57 109 406 o a4 9} 15
Win Works 1625 51 38 403 3l nn m o 9 {631 30
; Ew 31127 figw _gey L0
Prroatl Bet VoS 1% 3%
- -4 -4
*Exeludes mainienance.
Mote: Figures in this iable include ailocations from bumnciled products,

Continued strong shipments of the Win Office and Win Office upgrade bundles contributed to the positive
variance for Win Word and Win Excel in FY93, US FG shipped 547,000 units, Europe FG shipped 478,000 units
and ROW FG shipped 214,000 units. ‘Win Office and Win Office upgrade represented 5498 million compared o
$123 million in the prior year. The sirong revemic growth in bundled products has generated sirong volume
variances and negative price variances. The price variance impact is a resolt of the sales mix moving from
individual products to the less expensive bundle.

Win Word revenues increased $179 million over prior year on unit sales of 2,342,000, The revenue increase was
partially due to movement from MS DOS Word to Win Word (MS DOS Word revenues declincd 340 mitlion year
over year). All channeis reported higher revenues inchuding Europe FG up $91 miltion at 833,00 unns, US FG
up $55 miition at 71,000 units, ROW FG up $19 million, US OEM up $9 million and Far East FG up $4 million.
The price variance was due Jargely to strong sales of bundied product and price competition in Europe.

Win Excel revenues were $155 million over FY92 on unit sales of 2,237,000, All Channels reporied increases
over FY92. Ewrope FG (up $76 million at 831,000 units), US FG (up $44 millicn ar 844,000 wnits), ROW FG (up
$19 snillion a1 287,000 units), Far East FG (up 58 million) and S OEM (up $8 million} comprised the growth.

Windows 3.1 reverues were $429 million on units sales of 15,580,000. The sales mix comtinued to shifi from
finished goods to OEM. Of the $331 million increase, $213 million was OEM, Increases were reported over atl
channels in FY93 due 1o the Q924 launch of Windows 3.1. US OEM (up $131 million at 8,106,000 units),
Europe FG {up $49 million at 1,169,000 units) Europe OEM (up, $48 million at 2,456,000 units), US FG (up 334
miltion), and Far East OEM {up $27 miilion). Additionsily, ROW FG, Far East FG and ROW OEM added 520
milkion, $15 million and $6 million, respectively.

MS-DOS Standard revenues increased $35 million over FY92. The increase was primarily due to OEM revenues
offset by a decrease in finished goods revenue, caused by the tammch of MS-DDS 6.0 upgrade. Channels reporting
positive increases were US OEM (up $33 million at 8,836,000 units), Europe OEM (up $23 million at 3,460,000
units), and ROW OEM (up $10 million). Europe FG, Far East OEM and ROW FG all reported decreases over
prior year (down $40 million, $11 million and $10 million, respectively).

Serial/Bus Mouse tevenues decreased $11 million duc 10 a shift to the OEM channel and price reductions related
to competition. Channels reporting revenue below FY92 were Burope FG (down $17 million to 1,003,000 uRits
compared o 1,084,000 in FY92), US FG (down 510 million to 1,203,000 actual units compared to 1,250,000 in
FY92) and ROW FG (down $4 million). Channels reporting higher revenues were US OEM (up $12 million}, Far
East FG {up $3 million), Europe (up $3 million), and ROW OEM (up 52 million). Revenue decline was primarily
due 1o a shilt o the OEM channel and price reductions related to competition.
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The MS-DOS 6.0 upgrade was introduced at the end of Q93-3. Revenues included US FG (3118 million at
2,855,000 wnits), Evrope FG ($62 million at 1,213,000 wnits), ROW FG (334 miliion at 895,000 units), and Far
East {$2 million at 53,000 actal units).

Bundled Products (units in thousands, revenues in millions)

Variange i
Y93 X% Rpvapues
Win CHf e v22 3471 458 ane $123 Sa02 616 335 247 $51 $209
Win CfTice Upg 1Y) 76 230 o o 0 N 7% 76 [} %
Mg Difico 161 65 kL] 107 40 I &1 53 n 2 28
DOAIWin 119 b1 106 151 19 126 k1] a0 s [ i
Mac Word/Exzel 3 s 1™ 4 2 500 7 (306) 1 " 4
WiafBaltPount n 3 120 1§ 2 175 7 5 1 13 1
-~ p—11 R ST S - I ..
Percom ol reveaues 2 —l%

MS Office revenues were $563 million on unit sales of 1,408,000. Win Office revenues increased 243% en higher
volumes, while Ma¢ Office sevenues increased 38%. Win/Mouse revenuss decreased on higher unit volume due
to a shift from retail 10 OEM and pricing pressures in Europe

Cost of Revenues

FY93 FY9
Gross Weghtzd Gross Weighied
Sales Mix Cost Cost Sales Mx Cost Cost
Chanosl
Burope PG .1 11.6% 3.9% 350 11.1% 41.1%
ROW £ 133 13.1 24 1.3 136 21
USFG 9 14.7 4.8 35.4 16,0 31
CEM 17.7 4.1 o7 157 44 07
Other 20 2.6 o3 L6 15 &1
100.0% 1Z1% 100.6% i3.2%
AT R
Effect of povenne adjuwiments x (03.2% % 1029%
Product cost » el 2.5 133
Noa-product costs a4 32
16.9% 16.9%
Fr93 ]
Gross Weighted Gross Weighted
Sales Mia Cost Coat Sales Miz Cost Lot
Product Group
Sysieus MV2E 2.2% 3.1% 0% 10.9% 19%
Applicatons 554 109 654 24 JLIE 51
Hardware a3 40.2 23 s 3.6 a5
Othes X kA Q.1 z.1 128 o2
1000% 121% 100.0% 13.5%

Net product costs decreased 1.2 points, but were offset by increases in non-producs costs. Non-product cost
increases were primarily due to negative manufacturing variances.

Europe FG and USFG cost improvements accounted fos the majority of the gross margin improvement year over
year. Europe FO costs fell 1.5 points as a result of a 28% decling in cost-intensive hardware sales. USFG
Sysiems costs declined from 18.1% to 14.6% as a result of favorable revenue mix. The mix shifted from

Windows 1o DOS (DOS has higher average margins), and the Windows revenue that remained shifted from
updates to more profitable standard products.

On a product group basis, hardware revemics fell in both dollar terms and as a percentage of revenue, causing a
0.7 point improvement in consolidated margins. Sysiems costs fell substantially year to year as o result of a
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change in revenue mix from U5 and Europe retai) to OEM, and improvements in USFG systems costs. USFG
sysiems costs fell 3.5 pomts for the reasons discussed above.

Operating Expenses (in millions)

FY93 FY92 Change
Payrol} $ 612 § 442 § 170 38%
, Marketing krid 243 85 35
Marketing accrial - - -- -
Degaeciation 115 B kL) 44
Employes frnges 94 67 n 39
Supplies s equipment 75 6 . 9 15
Travel and enlertainment 76 58 18 n
Product developotert 15 1 26 54
All other 41% 291 128 44

31794 $ 1!296 5 498 38

Operating expenses grew 38% compared to revenue growth of 36%. Growth in payroll and marketing expense
accounted for half the increase.

Headcount increased 2,888 to 14,430, Sales and marketing represented 61% of the growth with its payroll
increasing by $107 million. Payroll increased by $48 million in research and development and by $13 million in
general and administrative.

Marketing expense increased by $85 million or 35%, primarily in the finished goods channels (US up 9% ta $141
miflion, Europe FG up 40% to $112 million and ROW up 138% fo $57 million).

The 44% increase in other expense was primarily due to bad debt (up $21 million or 84 %), administrative services
(up $22 million or 58%), professional fees (up $16 million or 41%), rent and utilities (up $15 million or 29%),
maintenance and repair (up $13 million or 61%), marketing funds (up $13 million or 65%) and
telecommunications (up $12 million or 46%).

Interest and Noncperating Expense (in milllons)

FYo3 FYo? Change
Interest income-net
Interest income 3 B $ 58 $ 23
Interest cxpense _m __ 3 1
$ 82 $ 56 $ 25
R
Monoperating expense
Financisl asset sllowanee 5 B s @ L |
Foreign currency transactions 9 2 7
Al other 4] L&) (&8

s 3 pl! 5 4
Nel interest income was $82 million, 46% higher than last year. The ending U.S. dollar investment portfolio was
70% larger than a year ago, but yickls dropped Grom 5.3% at June 30, 1992 to 4 3% at June 30, 1993
Income Taxes
The company's effective 1ax rate remained constant at 32% year-l0-year.
Net Incoime

Net income was $953 miltion or 35% higher than last year. As a percentage of net revenug, net income declincd
0.3 points. Gross profit remained fat at 83.1% while operating expenses increased 0.3 points. Nonoperaling
income (up 0.5 poinis) helped 10 offset the increase in operaling expenses.

Results of Operations v




MS-PCAIAZ 000000135

CONFIDENTIAL

Sy




MS-PCAIA2 000000136
CONFIDENTIAL

COMPARISON WITH PRIOR YEAR (QUARTER}

Income Statement {in millions}

Q934 (302-4 Change
et pevenues $1,039 100.0% $ B15 100.0% %
Cost Of reveaues 181 17.4 136 16.8 el
Gross profit 358 §2.6 6579 §3.2 26
Operating expenises:

Research and development 138 133 102 12.5 3%
Sales and marketing 4 30.2 256 34 73
General and administrative Ll 3.3 25 30 36
Tota] operating sApensss 486 45.8 383 46.9 7
Opemting income mn 358 296 363 26
Interest Icome - bet 3 22 16 10 44
Hongperating income (expense) (6) {0.6) (3} 0.9 100
Income befors income taxes 389 14 309 8 26
Provision for income taxes 124 118 9% 12.1 25
Net income $§ 265 255% $ 210 258% 26
Average shares gutsianding 305.0 207.8
EPS $ 087 $ 071 23

The $224 million or 27% comparative qUarter et revenue increase was shared by all channels, including OEM (zp
402 milkion), Far East FG (up 340 million), US FG (up $30 million), ICON FG {up $27 million) and Euwrope G
(up $22 million). By product group, growth was comprised primarify of Applications {up 4145 million} and
Systems (up $59 million) with declin in Hardware by $7 million. The increase in Applications was largely due
1o Win Office which grew by $91 million, while Sysiems was elevated by the MS-DOS upgrade (up 5131 milkion).

Windows applications revenue rosc $138 million to $445 million. Both MS-DOS and MAC applications declined
as a percentage of 1otal applications {down 4.6% and 3.5%, respectively) as the Windows environment climbed to
78% of all applications sold during Qo3-4. Applications revenue from upgrades declined 35 rnillion or 4.9%.
Standard applications grew 5123 milion or 38%.

Cost of revenues increased by 0.6 points as a percentage of net Tevenues. Although non product cosis were
significaruty higher than a year ago (up 3.4 points), product cosis were down 2.4 points resulting from a shift in
sales mix from lower margin hardware o higher margin Applications and Windows. In addition, USFG costs
declined from 17.6% 1o 13.2% as a resuli of the DOS 6.0 introduction, and a favorable shift in mix from Win 3.1
updates (o standard product.

Research and development expense, as a peicentage of revenue, increased (.8 poinis. Absolute dollars increased
primarily due to higher payroll (up 28%} and product development {(up 66%).

Sales and marketing represented 56% of the increase in to1al operating expenses. Payroll increased by $23 million
or 1%, bad debi increased by 7 million or 89%, and iravel and entertainment increased by $5 million or 36%.

General and administrative expense rose 39 million in absolute terms, and increased 0.3 points as a percent of net
revenues versus fast year's quarter, primarily due to payroli (up 32%).
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Net Revenues fin mitlions)

Q93-4 2974 Change
Chaaned
Furope FG $ 29 BE 5 I H% %
KON FG % 1] T2 3 33
FarEas FG _. 60 __ 5 . _n 3 196 !
Touwat IFG 455 44 J6b 45 2
USFG i 33 351 38 10
OFM iy 21 125 15 %
Cther 6 2 13 2 F2]
3 15039 100% § 815 1005 n
Prodoct Groap
Systems 3 412 W $ 353 43% 17
Applications 542 52 %7 49 3
Hardware 58 5 [ 4] 3 ()
Other il 3 - - -
3 15039 100% $ 815 100%: b4

Europe FG's growth was due 10 the MS-DOS upgrade (up 553 miilion) and Win Office (up %45 million). Partially
offsetting thosc inCreases were declines in Windows 3.1 (down $24 mittion) and Windows 3.1 upgrades {down
$21 million) which were released on April 6, 1992,

1CON FG also enjoyed strong growth with the MS-DOS upgrade (up $23 million) and Win Office (up 39 miltion).
However, a sharp decline in Windows 3.1 Upgrades (down $7 million) had a negative impact on the increase.

Far East FG experienced tremendous comparable quarter growth (up 196%) due largely © Windows 3.1 (up 520
snitlion) which was released in Yapan during the quarter. Other increases ocourred for Win Exce! (up $4 millicn),
Sedial/Bus Mice (op $3 million) and $2 million each for Mac Excel, Win Excel Upgrade, Win Word and M5-DOS
Upgrade. In conirast, MS-DOS fell by $7 million.

US FG MS-DOS upgrade comparable revenues jumped $81 million on the launch of version 6.0 in March, 1993.
Srong acceptance of Win Office (up $35 million) drove increases for Win Word (up 521 milliony, Win Excel (up
$8 yniflion) and Win PowerPoint (up $6 million). Decreases for Window 3.1 (dosm $44 million), Win Excel
upgrades (down $20 smillion) and Win 3.1 upgrades (down $11 million) panially offset the growth.

OEM's 74% increase was broad based with Europe, ROW and US growing by 106%, 85% and 64%, respectively.
Win 3.1 led the way, increasing $64 million, including $48 million in US OEM. In addition, MS-DOS grew by
$21 million, inclading $13 million in the US, and applications increased 434% 1o $25 million.

Systems' rise in TEVENUES resulied mainly from MS-DOS upgrade sales of $81 million, up from $30 million
because of the March, 1993 release of version 6.0. In addition, an increase in OEM shipments for Win 3.1 of $50
million helped to offses the impact of 2 $71 million decrease in Win 3.1 upgrades due ta the release of Win 3.1
during Q92-4.

Applications’ significant growih is mainly attributable to Win Word which grew $44 million, Win Bxeel (up 526
miltion) and Win Power Point (up $15 millicn). Also, Win Project grew $8 million and Access, which shipped in
November, generated 36 miltion in new revenve. Driving the increases for Windows Desktop applications was
the momentum for Win Office which grew $91 million. In total, Office, including Mac and upgrades, grew 3100
miltion. .

Hardware, suffering from competitive pressures in Europe, decreased by 33 million due to weak demand for
Serial/Bus Mice. <
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Flfteen Leading Products (units in thousands, revenue in mitions}
Change
QB34 Actual GO2-4 Actaal Revonus
Progost oy T Rews 3/t o i _Vokme Proe Towl
HEDG/OWDm Wed G576 [} 3! T4 = = = 376 XY ) $BL 381
Windose 3.1 30 = = 1B9 BS 74 4380 sy 262 - 50
Win Word s B4 B 52 80 2z T {507 8o @8) "
Win Bxcet St 898 = s 42 ] 23 2% (52} 66 (40} 26
MSDOS/GPBas S 4860 o v 4251 ™ ) 809 2} r m 2
SeBus Mowe 1361 Ln @ o8 & 5 253 ) B o) "
Win ] Vor 8 2 0 1 o B3 (228} ® 2 4 i
WnWordlbz ' 206 % 2 261 2% m (s W 0 @ i3
Wiz Powe point az » &1 1t | . 235 5 B 2 ]
Win Project 80 Fl a0 a0 ¥ 400 w0 mo) b} @ 8
Mas Ward 209 21 8% B = w2 & 150 ¢ w {2
Muc Exet # n = w5 2 B 5 (49} a m “
LN Lo Maneger 2% E 2 T 5 o8 s =) T ® 1
Wi Works 5P ) 27 ™ v 57 360 (30) gl ) 5
DOS Word 54 n b} 62 -1 22 8]} (22) (3 6] )
R e ———
3863 £580 3479 wam) 371
Pament not xvana=s 3% ¥

|
|

Woie: Figuresin this table include allocations from bundied products.

Significant quarterly growth in Win Excel and Win Word resulted from continved strong shipments of the Win
Office bundie. Sales of Win Office and Win Office upgrade for US FG, Burope FG and ROW FG were 165,000
units, 171,000 units and 80,000 1mits, respectively, Total Win Office and Win Office Upgrade revenue for Q93-4
totaled $162 million versus comparable QY2-4 of $43 million. Stong growth in bundied product has gencrated
positive volume variances and negative price variances.

Continued strong shipments of the Win Office and Win Officc upgrade bundles contributed io the positive
variance for Win Word and Win Excel in FY93. US FG shipped 547,000 units, Furope FG shipped 478,000 umits
and ROW FG shipped 214,000 units, Win Office and Win Office upgrade contcibuted $498 million compared to
$210 million in the prios year. The suong revenue growth in bundled products has generated strong volume
yariances and  negative price varignces. The price variance impact is 8 result of the sales mix moving from
individuat products to the less expensive bundle.

The MS-DOS upgrade was inwoduced at the end of 93-3. Revenues included US FG (up 381 million at
1,067,000 actual units), Europe FG (up $54 million at 1,068,000 actual units), ROW FG (up $23 million at
592 (100 actua! units), and Far East (up $2 million at 50,000 actual units).

Windows 1.1 revenues were $50 million over Q92-4 and the sales mix continped to shift from FG 1o OEM.
Increases were recorded in US CEM {up $48 miilion af 2,603,000 actual units), Europe OEM (up $13 million at
631,000 actual units), Far East OEM (up $7 million) and ROW OEM (up $3 million). During Q93-4, localized
versions of Windows 3.1 were released which contributed an additional $13 million &0 the comparable quarter
increase in Far East FG, Offsetting the increase in the OEM channel were declines in Europe FG (down 324
million) and US FG {down $10 million).

Win Word revenues grew 344 million 10 725,000 units versus 362,000 wmits in Q92-4; US FG (up $21 million at
259 000 wnits), Europe FG (up $9 million), US OEM (up $6 million), ROW FG (up $5 million) and Far East FG
(up $3 million). Price variances were due to strong shipments of bundled product and competitive pricing in
Europe. Win Office and Win Office Upg contributed 416,000 wnits or 57% of total Win Word unit sales

Win Excel rovenues increased $26 million to 698,000 units versus 412,000 units in Q92-4. Growth occurred n
U5 FG (up 58 million at 261,000 units), Europe FG (up $6 million at 213,000 units), US OEM (up $5 million),
Far East FG (up $4 milbon), and ROW FG ($3 million). Overall, price vanances were due to strong shipments of
bundled product and price pressures in Europe.

Serial/Bus Mouse revenues decreased $8 million due to price reductions related to competition and a ¢hift to the
OEM channel, Channels reporting revenue lower than Q92-4 were Burope FG (down $10 million to 212,000 units -
compared to 299,000 in (92-4), US FG (down 34 million to 337,000 actual units compared 10 346,000 in Q92-4)

Results of Operations ai




MS-PCAIA2 000000133
CONFIDENTIAL

ConPARISON WITH PRIOR YEAR {QUARTER)

and ROW FG (down $3 million}. Channels reporting higher revenues were Far East FG (up $3 million), US OEM
{up $3 million}, Europe OEM (up $2 million), and ROW OEM (up $1 million).

Bundled Products (units in thousands, revenues in milllons)

Lhagee
33 Aol DOP A her) Rergucs
——frodet . Uy Reya, SAImt . Usits  Revs &Unie  Usis | S/t _Volupe _ Price | Tpuml
Win Office 9 [EN $443 7 $43 51 182 $30 [73] $24 51
Wi Olfice Upg uf 2 By - .- - 10t 2% n 0 n
Mas Office 52 n 404 2% 12 333 16 K| 5 3 8
DOSWin ] 1 7 55 3 109 4] (30 )] 4} 1]
Mac Word/Excdl 7 1 143 1 1 1,000 5 (257 & ) 0
Mac Office Upg 4 t %0 .- .- - 4 250 1 [} 1
Pereent 6ol revermes n#.@.& J— Y
The top bundled produci revenue increased 202% over Q924 due mainly to Win Office which was ug 212% as
consumers continied to migrate toward the Office snite. Complimenting that growth, Mac Office revenues
increased 75%.
Cost of Revenues
934 05924
Gross Weighted Gross Weighied
Sales Mix Coat Cast Sales Mix Cost Cost
Channd)
Europs FG 20.2% 125% 15% I340% 1332% 4%
ROW FG 15.0 190 248 107 190 20
Us BG 152 132 47 41.0 176 12
OFM 193 38 0.7 136 a4 os
Other 13 e 03 17 %2 02
100.0% 12.0% 100.0% 14.4%
ST T —
Effect of revenue adjustments 2 185.8% = I0R2%
Pmduct cost - net 129 15.8
Nonprodoct coats 4.7 13
174% 16.8%
Q934 QU4
Groes Weighted Gross Weightsd
Sales Mix Cost Cost Sales i Cost Cont
FProduct Group
Syztena 40.1% 9.9% A0% 3IPA% 129% 51%
Apptications 520 107 55 508 s 53
Hardwars 53 ELY 22 35 388 33
Otber 24 121 03 21 0.0 02
100.0% 12.0% 100.0% 1A%

While gross product costs as a percemtage of gross revenves decreased by 2.4 points, revenue adjustnents and
noR-product costs cansed total cost of revenve 1o increase by 0.6 points.

US FG cost declines accounted for most of the improvement in gross product costs. Over one-half of USFG's
improvement resulted from the successful introduction of DOS 6.0, which has higher than average margins.
USFG DOS sales increased seven-fold versus last year's quarter, while related costs declined from 16.7% 1o
14.3%. Cost declines in USFG Windows accounted for the remainder of the improvement, as the product mix
shifted from updates (53% of Q92-4 Win 3.1 revenve) to standard (73% of Q93-4 Win 3.1 revenue).

Gross product costs fell an additional 0.6 poimis as a result of a favorable mix shift iowards US OEM. US OEM

revenuies grew from 14.1% of total revenue in Q924 1o 23.1% this quarter, The $33 million increass in Windows
revenue accounted for most of the growth,
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Positive revenue adjustments had a 0.4 point impact on gross margins.
Noni-product costs increased 3.3 pqints compared to Iast year's quarter.

On a product group basis, gross product costs fell 0.7 points as Hardware (which is more cosi-intensive) declined
from B.5% of 1o1al revenie to 5.5%. Systems costs fell 2.4 points due to a favorable shift to OEM, and cost
declines in USFG (DOS 6.0 inroduction and favorable mix shift of Win 3.1 from updates to standard producs),

Operating Expenses (In miliions)

934 Q924 Change

Payroll 3 166 3 127 3 39 H%
Marketing 13t o 40 43
Marketing accroal o pk) 49 -
Dopreciation Ell wn 5 19
Employes fringes 27 19 8§ 43
Supphies and equipeent 13 18 6 2
Travel and endertsioment 26 19 7 38
Product development 27 17 0 63
All pther 128 39 37 42

e T 3in  oww

Operating expenses increased al the same rate as net revenue. The increase was the result of headcount growih
and increased spending in product development and other gxpenses.

Sales and marketing represented the largest payroll increase with payroll growing by $23 million, primarily in
Ewrope FG, ROW FG, and P$S. Research and development payroll increased $12 million and general and
administrative increased $3 million. :

Product Development spending increased across ali product groups except 008 and Hardware, with the Iargest
increase in Windows (up 156% over FY92-4).

Other expenses increased largely due to bad debt {up $7 million or 88%), adminisirative services (up 57 million or
58%), professional fees {up $7 million or 50%), maintenance and repairs (up $4 millon or 57%), and
telecommmications (up $3 miilion or 38%).

Interest and Nonoperating Expense (in milions)

Interest income-net

Interedt income $ 3 £ 16 3 7
interest expense - - —
s 2 $ 16 35 7

Nencperating expense
Financial asset atlowance S O $ 5 -
Foreign curmency transactions {1 - H
All other L) m (4]

6 30 3.0
Net interest income was $23 miilion, 44% higher than last year duc to growth in the investment portfolio, slightly
offset by lower interest rates. The FY93-4 yield declined 1.0 point versus Y924
Income Taxes

The company's effective tax rate remained constamt at 312% year-to-year.

Hesults of Operations
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CompaRISON WITH PRICR YEAR {QUARTER)

Net Income

Net income increased 26% over Q524 to $265 million. As a percentage of.net revenue, net income decreased
from 25.8% t0 25.5%. The 0.3 point decline is attributable 0 a 0.6 point decrease in gross profit sumewhat offset
by lower operating expenses (down 0,1 point) and taxes {down (.2).
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FYs3

Property, Plant, and Equipment (in milons)

Land

' Buildings
Computer equipment
Other

Accumutated depreciation

Jul 3F, 1591 Jun. 39, 1992 Change
3144 5142 z

389 345 44

415 3 9

233 166 67

1,18k a7 204
(314) {210y (104)

3867 31587 3100

Buildings increased $44 million during the year due to Building 24 (512 million), Building 25 ($4 million),

Canyon Park ($3 miliion), Buildings 8, 12, and 13 (32 million each}, genesal campuos construction (37 million)

France (314 million), and Ireland ($7 million), offsel by a reclassification 1o leaschold improvements in the United

Kingdom (3% million).

Other property, plant, and equipment additions include domestic fumiture and equipment (514 million}, domestic
leasehold improvements (36 million), and domestic telecommunications eguipment (36 million), Subsidiary
leasehold improvements totaled $31 million, including additions in Japan ($13 million), the United Kingdom ($5
millior), and a veclassification from buildings in the United Kingdom ($9 million), with the remainder broadly
distributed.  Subsidiary fumitore and equipment additions increased $10 million during the year, incinding
additions in Germany ($1 million), with the remainder broadly distributed, .

Domesuc personal compnters (1)
Deli 485 computers
Compaq porable 438 computers
Gateway 486 cornputers
Compag deskiop 486 computers
Compag sarvers (3)
Other 336 cotputers
Other 486 compaiers
Apple computers
Other servers (3)
RISC computers

Other computer eguipment
Subsidaries
Netwarlang, couipment
Pesipherals {2}
Software
AJP net accroal
Retremens
Cther

Net change

FY%3 Fy9z
Quantity Cost Avg Price Avg Poce
Purchased {millions) (thousands) {thosands)

2515 3104 341 3143
117 8.4 11 9.1
2316 8.0 35 14
1216 56 4.6 84
534 4,8 .0 16.4
254 4.0 47 4.7
£50 40 6.1 6.6
542 24 44 4.9
218 15 7.0 -
106 1.2 114 144

10,132 503

E———

139

121

89

4.4

09

;.0

25

-7

ft) A Microsoft PC' SKU typically includes the following components: CPU, SVGA monitor, keyboard, & 16MB RAM, two floppy

dnves, 230 - 340MB HD, § 10 10% sales tax, and freight charges.
(2) Microseft perpherais include prinsess, monitors. drives and, sther hardware components.
(3} A Microsoit server SKU rypically includes: CPU, SVGA menitor, keyboand, 16-3ZMB RAM, 1.5" floppy drive, 1.05 GB HD, 810

169% sales Lax, and Treight charges,

Financial Condition
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Q93-4

Property, Plant, and Equipment {in millions)

land

Buildings

Compates equipment
Other

Accumulaed deprecistion

Jal 31,1593 Mar 31,1593 Change

Staq $143 1
389 m 15 :
415 380 35
233 214 19

L184 Lo n

(314 (&5 (2%

1857 sizd 3

Buildings increased $16 million during the quarter due to Building 24 (54 million), Building 25 ($3 million),
Canyon Park (81 million), general campus construction (33 million), France (33 million), and Ireland ($2 million).

Other property, plant, an equipment additions include domestic furniture and equipment ($6 million), domestic
leaschold improvements (33 millicn), and domestic ielecommunications equipment (32 miltion).  Subsidiary
leasehold improvements totaled $5 million, including additions in Japan (32 million) and the United Kingdom ($2
million), with the remainder broadly diswibuted. Subsidiary furniture and equipment additions increased $3
million quarter to quarter, and were distributed among the subsidiaries.

Domestic personal commpiiters (1)
Compag postable 456 computers
Dell 486 compaters
Gateway 486 compuaiess
Compag servers (3)

Compaq deskiop 486 compaters
Other 486 compulers

Oxbser computes equiproeat
Subajdiaries
Networking equipment
Peripherals (2)
Retiraments
Ouher

Net change

Quantity Cost 4 Avg Price Q3 Avg Price
Purchased [millions} {iboxsands) [thousands)
833 558 369 s
840 36 42 33
9507 33 3.6 31
260 20 1.7 89
441 20 49 [ %]
197 11 53 &7
188 [1}1 45 4.7
To 0.7 9.7 1.5
51 04 1.8 57
9 0.2 3.9 4.}
38 195
79
3.5
23
(.9
2.8
$34.5

(i) A Microsaft PC SKU rypieally includes the foliowing wompocents: CPU, SVGA moniter, keyboard, 3-16MB RAM, two feoppy
drives, 230 - MOMB HD, 8 to 0% sales tax, and freight charges.

(2) Microsofi peripherals jndude p

drives, and other hardware ¢

omponents.
(3) A Microsoft server SKIU typicatly inclodes: CPU, SVGA moustor, keyboard, 16-32MB RAM, 3.5" floppy dnvs, 105 G HD, § 15

10% sales tax, and freight charges.
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Other Assets o millions)

Financial assets

Santa Craz Operation
Derting Kindersley
Citrix Systerns
Materz{ Language Ionc.

Non-ptfomning secorities

Valuation allowance

Intellecrual property rights
Consumer Software, Inc.
Other

Accumuated aooriization

Mescellaneous

Financial assels represemt our minority investments in companies with strategic technologies, Minority
investments are catried at cost less amortization,
our share of the pro-rata book value of the investment. As investees

provisions for these investments is therefore reduced. The valuation Pprovision that is made ezch quarter covers any

potential losses on the disposition
financial statements.

Intellectual property rights represent purchased code or

Market
dung 30, 1993 Inne 30,1992 Change Valoe
s 2 s 20 5 - 5 27

16 16 - 45
2 2 -
2 2 -
- 10 {10}
40 50 {1am
o8 a7 0
12 33 1)
13 13 -
49 42 7
£2 35 7
32 {19 {13)
30 36 (6}
46 15 1
s 8% 3 1M $ 16

which we call a valgation allowance, for the excess of cost over
tam income, the need for future valuation

of financial asseis. The provision is charged to nonoperating income in the

other intellectual property and rights. Their cost is

amortized over periods of up to five years. Amortization is generally charged w research and development

expense,

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

Santa Cruz Qperation

Rasuits of Operations (in miklons, unaudited)

Quarter Ended Quaartzr Ended

June 30, 1993 June 30, 1992 Change Change
Net revenom 3 43 $ 4 3 3 g %
Cost of revennss 13 M (1) @
Giross profil 30 % 4 15
Operating expenses 28 24 4 17
Met income 3 2 3 2 3 - -

———— i —— r—
Financial Condition
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Financlal Conditlon {in milions, unaudited}

Jome 30, 1993 June JO, 1952 Change. Lhange
Cash 5§ 54 5 2 3 42 50 %
Other current assets 9 29 10 34
Property and other 13 13 - -
Total asscts $_106 S_5% s” % 9,
Current Habilities $ 38 3} 18 b - - %
Loog-ieon Babrilities 2 k| I (3%
Stockholden' cquity 2] N 5 408
Tota! liakilities and equity s 106 5 54 s 52 9
E —— -] _— Ty
Cash Flows (in millions, unaudited)
Quarter Bnded Quarter Ended
June 30, 1993 Jmc 30, 1992
Net income 5 2 3 3
Deprociation & amertizarion X 2 1
(haoge in inventoricy - 1
Change in A/R @) 1
Oubser - ()]
Cash from oparztions 2 5
Cash from financing 40 (3}
Cash nsed for investmenta @ i
Net change in cash 40 1
Cash, beginning of peviod 14 11
Cash, end of period $ 54 3 12

5CO's unaudited book value at June 30, 1993 was $66 million, of which Microsoft's 14.3% equity interest
represents 39 million. The cost of Microsoft's investment was $20 million, so cost in excess of our pro-rata share
of net assets was approximately $11 million.

Revenues in SCO's third fiscal quarter were down $1 million sequentiaily, but up 8% on a comparable-quarter
basis. Revenues were substantially below SCO's original and subsequently reduced plans. Per SCO management,
reasons for the change included lower prices, delays in some major govermnment orders, and consumers waiting for
Microsoft's Windows NT.

" Operating expenses (including income taxes) increased 31 million over the prior quarter to $28 million. Operating
expenses as a percent of net revenues was 65%. Profit before taxes of $3 million represented 6% of revenues. SCO
has been profitable for seven quarters in a row, but has fallen substantially befhind its FY93 plan,

SCO's hiquidity continued to improve, primarily due to completion of the IPO. Cash of $54 million represeats 51%
of total assess and includes $2 million provided by operations. The current ratio improved 10 2.5, compared to 1.1
last year.

SCO completed its [PO on May 26th, selling 6 million primary and secondary shares at a price of $12.50 per share,
raising $75 million of gross proceeds. SCO sold 3.6 millton primary shares and, afler the underwriting discount of
$0.87 per share, received proceeds (before expenses) of $42 million. Microsoft did not sell any of its shares in the
IPO.

The underwriters of the offering were Goldman Sachs and Donaldson, Lufkin & Jenrette. The underwriters had
proposed an offering price of $12 tp $14 per share in the preliminary prospectus, bot due w reduced mnvestor
demand priced the shares towsd the low end of the expected offering range. In addition, the nnderwriters did not
cxercise their "green shoe” over-allotmeat option 1o expand the size of the offering. Due to SCO's siower growth
prospects, relatively short track record as a profitable company, and anticipated competition from Windows NT,
the offering siock price reflecied lower multiples (F/E ratio, pricefrevenues, etc.) than those commanded by
software companies who have recently gone public, Based on the offering price of $12.50 per share, SCO was
valued ar $367 miltion.
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Subsequent to the IPO, on July 10th, Jim Harris, SCO's chairman and a former Microsoft VP, passed away. Ir
addition, SCO reported eamings for its third fiscal quarter of $0.07 per share which were substantially below
analysi’s expeciations of $0.15 per share. These two events and a general decling in technology stocks have caused
SCO's stock price to drop dramatically since the offering, including $3.375 per share after the eamings
announcement. The price of SCC's stock bottomed at $4.75 per share on July 16th and has partially recovered
since. At their meeting on July 22nd, the beard of directors decided not to appoint a new chairman immediately.

On August 8th, the stock closed at $6.375 per share, valving Microsoft’s stake at $27 million. Microsoft's stake is
subject to0 2 "igck up” agreement with the underwriters which restricts it from selling shares through late November
1993. Recently, several lawsuits purporting to represent class actions have been filed against $CO and its board of
directors due to alleged lack of disclosure regarding the illness of Jim Harris and the earnings shortfall,

Dorling Kindersley

Results of Operations (In milions, unaudited)

Quarter Ended Quoarter Ended
Mar. 31, 1993 Mar. 31, 1992 Change Changs
Net revenues s 28 5 S o (15 %
Cost of revenies 4 i7 (3! {18)
Gross profit 14 16 [vi] (13)
Operiting expenges 11 13 ) (15)
Operating income 3 3 - -
Taxation and minority interest 1 2 1] (503 |
Net mcome 3 2 3 i 5 1 100
_ = ——1 ——
Financial Condition (in millions, unaudited)
Mar. 31, 1903 Jon, 3), 1992 Change 3
Cash  J | -1 3 30 {600} %
Other comed asscis 73 78 (&3] 6}
Propesty and other 5 5 - -
Tonal assets $ 103 3 73 §_ 25 32
P mm— P ——
Curreat Habilifies 5 a2 3 52 5 (0 {19} %
Long-tem Habilities 3 5 [¥3] (a0
StackhoMers' equity 58 21 37 176
Total Habilities and squity 510 578 3 Iz
Cash Flaws (in millions, unaudited)
Quarter Eoded Cuarter Ended
Mar. 31, 1083 Mar, 31, 1592
Net incotne 5 2 3 1
Increase i imveatories ) -
Decreass in AR 5 5
Onber €] 2)
Cash from operations [#3] 4
Loan payment ) -
Cash from financing @) -
Het additions to PPRE {1) {1
Cash used for investments [£))] 1)
Nel change in cush 5 3
Cash, beginning of period 30 (3]
Cash, end of pesiod s 15 5 2

Financial Condition &3
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Dorling Kindersley's book value at March 31, 1993 was $58 million, of which Microsoft's [9.6% share
represenied 311 million. The cost of Microsoft's investment was 516 million, so cost in excess of our pro-rata
share of hook value at March 31, 1993 was approximately $5 million. DX also has an outstanding 34 million
long-tern loan from Microsoft. The June 30, 1993 market value of our investment is 345 million, however.
Microsoft is contractrually prohibited frem selling its shares uniil the June 30, 1994 financial statements are
released.

)

Revenues in Q93-3 were down $3 million from the prior quarter and 24% under plan, DK's FY93 revenue
forecast is £88 million ($142 million), down 4% from the original forecast used in the [PO and down 6% from
planned revenues of £94 million. For the quarter, new business revenues were 235% below plan and backlist
revenues were 21% below plan (backlist refers to those fitles which are not within the first year of publication in
the UK and US). The impact from the revenue shortfalls was net income 50% under plan. DKs stock price
increased 28 pence from its March 31, 1993, price to close at 295 pence as of June 30, 1993. This increase
represents a 10% change over the period.

Cash decreased by $5 million during the quarter du¢ in large part to repayment of long-term debt. Employees
numbered 877 at March 31, 1993, 9% above plan of B02.

In Q93-3, Microsoft released the multimedia product, "Microsoft Dinosawrs”, which was developed by Microsoft
and based on DX's Eyewimess and Atlas Series books. In Q93-2, Microsoft released “Musical Instruments.” As
of June 30, 1993, actual revenuves for Musical Instwuments were $500 thousand or 561% above plan.
Development is proceeding on "Inside the Human Body™, "Children's Encyclopedia”, “The Way Things Work",
and "Children’s Dictionary.”

Citrix Systems

Microsoft has a $2.3 million equity investment in Citrix convenible preferred stock. Of this amount, 32 million
was purchased as part of 2 $5 million financing round in December 1991. In Febroary 1993, Microsoft also
converted an additional $300 thousand bridge loan to equity, as part of 2 $2 million financing. Gur investmerd
represents approximately 12% of common share equivalents. Other significant shareholders include Intel, Kleiner
Perking, Mayfield Partners, and Sevin Rosen.

As of Iine 30, 1993, Citrix had a book value of $1.5 mitlion, of which Microsoit's 12% represents $177 thousand:
cost in excess of pro-rata share of book value was approaimately $2.1 miliion.

Microsoft also has a $750 thousand development agreement under which Cimix performs OS/2-related work for
owr benefit. Under the texms of this agreement, payments take the form of credils against royaltics otherwise due lo
Citrix, under 08/2, Windows, and Windows NT licensing agreements.

For the six months ended June 390, 1993, Citrix had $1.8 million of revenues compared with a plan of $1.9 million.
‘Total expenges for the six months were $3.6 million resulting in a net loss of 51.8 million. As of July 21, Citrix
had adequate liguidity with $640 thousand of cash.

In late July, Citrix signed an agreement with Novell to co-distribute and co-develop application server products,

Citrix is in the final siages of completing additional financing wilth Weiss Peck & Greer and Digital
Communications Associates.

Natural Language Incorporated

Microsoft has a $2.3 million equity invesonent in Natvral Language Incorporated representing an 11% common
share equivalent interest in the Company. NLI has negative equity and our investment is being amortized along
with other financial assets.

We also have a $323 thovsand convertible promissory note from NLI, which will convert 1o common stock upon
the next issuance of equity. In April 1993, the maturity of the note was extended to October 1993, Once again,
this note is in defanlt and the boatd is again considering extending the maturity.

In the twelve months ended June 30, 1993, MLI had revenues of $3.1 miltion (34.5 million planned), operating
expenses of 33.1 million ($3.9 miltion planned), and a net loss of $632 thousand (loss of $332 thousand planned).
In the quarter ended June 30, 1593, revenues were $510 thousand (versus $960 thousand ptanned, and down Gom
$941,000 in the previous quarter), operaling expenses were $840 thousand ($978 thousand planned), and ret loss
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was $473 thousand (income of $123 thousand planned). These results compare unfavorably with the previous two
quarters, which were profitable. NLI had $509 thousand in cash and $1.9 million negative equity as of June 30,
1993. This cash position has stayed relatively constant over the past two quarters as receivables have fallen
considerably through aggressive collections. Unless revenwes pick up significantly, however, NLI will bacome
cash flow negative going forward.

The Windows version of Natural Language is due to ship on Qctober ist and the company expects this to put the
company back on its revenue plan.

Financial Conitition 65




MS-PCAIAZ 000000153
CONFIDENTIAL

CURRENT LIABILITIES

FY93 current liabilities increased $116 million 10 $563 million at June 30, 1993. Accounts payable were up $43
million due 1o volume reloted increases. Accrued compensation increased $24 million due to the accrual of
bonnses (87 million), employee fringes {($5 million), the domestic employee stock purchase plan ($3 million), and
subsidiary payroll timing increases ($9 million). Income taxes payable increased 354 million due (0 acorals based
on taxable income. The increases were offset by a decrease in other liabilities (£5 miltion).

0093-4 current liabilities increased $14 million versus Q93-3. Accrued compensasion increased $24 million due to
the accrual of bonuses (37 million), the domestic employes siock purchase plan (56 million), and subsidiary
payroll timing increases ($6 million). Income taxzes payable increased $37 million due to accruals based on taxable
income.

STOCKHOLDERS' EQuITY

FY93 stockholders’ equity increased $1 bitlion, from $2.2 million to $3.2 million. MNet income (3953 million), the
exercise of stock options (3229 million}, and income tax benefits zelated to stock options (3207 million) were
offset by ranslation adjustments ($90 million) and the repurchase of shares ($250 million).

In Q93-4 stockholders' equity increased $231 million due to net income ($265 million), the exercise of stock
options (344 mililion), and income tax benefits related to stock options ($41 million). These increases were offset
by stock repurchases (5105 million) and translation adjustments ($14 million),
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Né&l Revenues
FY93 FY93 Plan Vaniance
Earope FG $1,259 348, 51279 6% )
ICONFG 349 ) g 10 20
Far Bagt FG 155 4 133 L] prl
Total IFG 3,763 47 1,741 0 __ 22
USFG 1,182 31 1,194 3¢ {12}
Domestic OBM 434 12 frs | 8 156
OEM - Burope 135 3 30 2 55
OEM - ROW 162 4 138 4 24
Totd OEM Fii 19 496 [ 233
Other T 3 74 2 3
$3.753 100% 33508 100% $ 243
34 3-4 Plan - Vaxiance
Burope PG $ 296 2% S 342 a5 § 335 ELTY $ 46) 5 09
ICON G 99 10 91 0 92 16 1 7
Far Basgt FG 50 & 38 4 Az 4 23 18
Total IFG 455 Y] 478 49 3% 49 23) {147
US FG 341 33 32 34 268 28 ) 73
Domestic OEM 135 13 74 ] 13 12 61 22
OEM - Earope 38 4 2 2 a5 4 16 M
OBM - ROW 4 ¢ 41 4 45 5 k) i
Total OEM 217 1 137 Ie 203 21 &0 14
Other 26 2 p] 3 18 2 4 £
31,039 100% 5 960 100% 5 9%t 100%; 3 _70 Y
Operating Income/{Loss)
FY93 FY93 Plan Varianee
Revengs
Evrops FG 5 488 38.5% $ 494 38.6% s M
ICONFG 104 29.7 13 25.1 21
Far Bast FG 3 33 3 26 2
Total IFG 504 337 580 3 14
USFG 202 247 243 204 43
Domestic OEM 273 63.0 138 49.5 135
OEM - Earope 9% 70.6 40 9.3 56
OEM - ROW 75 462 £2 381 n
Total OEM 344 £0.7 230 463 314
Other 4 4.9 ) ©.9) 4
1,326 353 $1.045 293 281
Qo34 02934 Plon 3-3 Vatiance Change
Reveone EReverge Revenue
Burope FG $ ® 27.9% $ 14t ALI% $ 154 £5.8% 5 (58) £
ICONFG 28 289 al 323 35 7.9 @ )
Far Fapt FG 2 23 5 118 [ 149 3) (4}
Tolal [FG 13 1.6 177 1.2 195 413 (64) 32)
US Fg 177 34 95 287 n 7.4 EF) 107
Domestic OEM 91 674 40 550 71 62.6 s1 20
OEM - Europe n 9.0 1 355 13 748 7] (]
OEM - ROW 15 156 20 478 21 473 {5} (5)
Total OEM 133 61.3 pa 5% 1285 618 60 ]
Other - 18 — 0.8 R X)) - 2z
§ 313 5.0 $ 345 357 $ 333 3%.3 § 3% 5
Channel Raporting n
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Headcount
Juns 30,1963 March 31,1993 December3i 1992 Sepiomber 3, 1992 June 30, 1992
Burope FG 2389 2% 227 2% 2,087 % 1,838 30% 1,615 28%
ROW FG 1,208 16 1,092 15 958 1 869 7] 704 14
U RO 1445 it 1415 20 1375 21 1,345 2 1,306 b1
OEM (Redmond) 8 1 ™ t 78 t 77 1 74 1
Pss 1,807 24 1,754 25 1577 24 1,522 2 1,457 25
Other 29 4 275 4 246 4 221 4 27 5
Sales Support 38 3 236 3 241 4 235 i L8 L)
T4 0% 7522 100% 6532 0% 6105 100% $.TH 100% :
Notes:

IFG includess ANl Non-R&D subsidiary headcoumt. In

embedded in the IFG Channel are not specifically identified.

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

temational OEM, PSS, MSU and MCS headcount
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FY93

Net revenues, at $1,3 billion, were $20 milkion below plan for FY93. This variance mainly resulted from below
plan local currency revenues in France and Germany.

Net revenues were 26% higher than the previous year, while operating expenses were 41% higher. Year end
headcount increased 47% from the prior year end.

Win Word, Wi!n Excel and their upgrades were 2 combined $94 million, 18% above plan, due primarily to strong
sales of the Office bundle.

Q934

Net revenues, at $296 million, were $39 million lower than Q93-1. This decrease was the result of a $29 million
volume decrease and unfavorable exchange rate trends.

Windows 3.1 and Windows 3.1 Upgrade revenues decreased $20 million from Q93-2, and $8 million from Q93.3,
Net revenves were $46 million under plan for Q934, ’

Operating expenses were $7 million over plan due principally to higher than planmed marketing expenses.

Results of Operatlons (in mikions)

Fyy FY93 Plan Variance
Net reveaucs 1,259 100.0% $ 1278 100.0% 5 (20
Cost of reveoies 205 16.3 W00 156 5
Operating expense k- 28.5 159 2.1 -
Allocations 210 _ 167 25 _ 117 s
Burdened operating income 3 485 38.5% 3 4% 38.6 3 %)

0934 0934 Plan 931 Yanance Change
Med revenoss § 29 100.0% § M2 100.0% $_ 33 100.0% $ (46} F L]
Coat of revemues 54 18.2 53 15.5 5t 15.2 4] (3}
Operating expense 9 34 92 %9 80 ne o0 an
Allceations 50 20.3 56 16.4 L) 14.9 4 41u3
Busdened operating meoms 3 83 28.0% $ 41.2% S‘ ‘15! 46 0% 3 38) $ an

Channel Reperting 73
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Leading Products (units in thousands, revenues in millions)
FYaa
FY93 FY93 Plan Variance p
Win Word 883 § 256 3 290 753 $ 39 % 317 13¢ $ 17 $ (7.
Win Excel 831 39 27 690 229 332 141 {1] (45)
Windows 3.1 1,169 86 73 1,288 94 n (19 & -
Win Excel Upg* o7 64 128 243 34 139 24 W (1
MS DOS Upg L2138 62 5 M B & 22 B
Win Word Upg* 4 %9 15 158 22 141 316 37 (16) t
Mouse 916 » 64 1,196 39 74 280 @O0 (10
PC Word 140 41 293 20 &5 298 B Q9 [&)]
Win Access 223 35 158 40 0 499 183 15 (34D
Win Powerpoini 345 32 92 135 17 127 210 13 {35)
$ 933 $ 332 3 101
E———— -] t — — — 3 E ]
(
Parcentge of net revenues -_T’ﬂ J&
Note: Figures in this able include allocations from bundled products.

* Excludes Mainienance

Not revenues were 2% under plan. This decrease was partiaily attriboted to lower than planned performance for
Mouse, PC Word and Fox Pro. The top 10 products had a negative price variance of $199 million, offset by i
higher unit volumes. The price decreases were the result of larger than planned mix of licensed umits and bunciles,

a8 well as, a February price reduction in cerain commiries. Win Office accounted for 33% and 36% of Win Word

and Win Excel licenses and their upgrades, respectively. Revenues for Win Word and Win Word Upgrade werz a

combined $54 million higher than plan. Win Eacel and the Win Excel Upgrade increased a combined $40

million,. Win Word and Win Excel represented 39% of net revermes. In addition, Win Word and Win Excel

Upgrades were 10% of net revenues.

Q83-4
2934 934 Plan Varniance

‘Win Word 26 8 57 % 2% 200 % 63 3% 318 %5 & (65
M5 DOS Upg 1,067 55 51 190 12 61 i 43 o !
Win Excel 213 52 45 180 59 k4] n M (81
Win Word Upg 21 13w 4 6 142 80 T 6y
Windows 3.1 183 13 L4 339 25 74 (156 (12 @)
Win Excel Upg 108 12 e . 61 ] 141 47 3 32)
Mouge 19 1 53 18 75 (28 (4 2
Win Powerpoint 18 9 74 36 4 124 B2 5 (50 .
PC Word y." g 259 64 19 300 @35 a1 @
Win Project 13 6 44 n 6 499 2 - 25

3 235 3 27 3 &

EIRETC N = — —— p—----___}
Percentage of net revenues -—l% -_—%
Noe: Figures in this able inchude aliocations from bundied products, I
+ Excludes Maintapance

MS DOS 6 Upgrade was $43 million higher than plan. nlisoﬂsellowaﬂ'mplanrmmsformeothermp
prodicts compared 10 plan. Had it not been for the favorable results from MS DOS 6, revenves would have been
26% lower than plan. Win Office represented 49% of Win Word and Win Word upgrade licenses and 53% of
Win Excel and Win Excel upgrade licensss. The lower than planned unit prices for Win Word, Win Excel and
their upgrades were caused by significantly higher than expected Win Office sales as & percentage of total licenses
sold for the products.
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FY93

Win Office
Win/Mouse
DOSWin

Mac Office

Q93-4

| Win Offics
. WinjMouse
DOS/Win

Mac Office

Percentage of aet revennes

Percentage of nel revenues

Nate: Figures in whis table include aliocations from bundied prodhcts,
* Excliudes Mainienance

Bundled Products {units in thousande, revenuses in milions)

CONFIDENTIAL
EuroPk FINEHED GOODS
Cuarterly Growth
QY34 Q933 Change
' Win Word 263 57 $ 25 259 § 69 § 260 BHs ABS 9
! MS DOS Upp 1083 55 51 150 8 54 933 47 k]
i Win Excel 213 52 M6 251 6 25 B8 a am
g Win Wosd Upg* 121 3109 122 14 1 MW @
i Windows 3.1 183 13 70 263 18 0 B (5 -
i Win Excel Upg* W 12 109 137 16 119 29 @ 0o
Mouse 19 10 53 178 11 60 12 (i 6}
Win Powerpoint 118 9 74 W08 g 87 13 - (13
PC Waord 2% § 258 34 g mg 5) - il
Win Project 13 6 414 14 6 453 () - 21
$ 15 $ 223 s 12
| —— 3 —_—t ———1
Percentage of net revenves 9% 67%

Net revenues decreased 12% from Q93-3. Revenues for most of the top products decreased, but were offset by
strong M3 DOS & Upgrade sales. The high mix of Win Office sales, the mix shift to licenses, ind the third quarter
price reduction reduced overage unit prices.

Vatisnoe

647 357 5§ 156 % {(1%6)

FY93 FY9) Plan

7% § 15 § M/ i § 8
178 25 140 318 L
127 16 124 154 0
26 12 465 13 g
$ i3 3 130
TSI
2% 12%
D= b ]

SV . EE
Ihiu 3yt
m $ @5
b4} 125
b m
u 2

fFLF

Note: A unit is a bundle in this seclion’s lobles.

Note: A sunit i1 2 bundlle in this section’s lables.

1348 (140) {18) 6
130 @n Ir)) ©
58t 1 4 116)

§ 138
T

Win Office revenue was $156 million, or 197%, higher than plan. Win Office represented 33% of Win Word and
Win Excel revenues with their upgrades. The Windows/Mouse bundle was 42% lower than plan.

Q93-4 Plann Vatiswe
RS 2§ &3 139 5 55 5 (189)
<} 1 134 (56} & ®
0 s 130 (b} ) ®
3 2 514 ] 3 {150
;.3 3 48
L%

Win Office exceeded plan by 275%. Win Office represented 47% of Win Word and Win Word Upgrades

revenues. [t also represented 49% of Win Excel and Win Excel Upgrades sales. Win Office was particulasly

strong in the United Kingdom and Germany.

Channel Reporiing
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Quarterly Growth

Qo34 Q933 Chaage

Win Offce 1§ 75 § 438 ¥ 0§ Tos  sos 2 % I SN
Win/Mouse 27 3 125 Ex| 4 134 © i) ®
DOS/Win 2 3 122 13 3 130 2 - £8)
Mac Office 1 5 24 7 3 474 4 2 ! 150y

$ &6 $ 82 3 4
Percentage of et revenues 29% 4%

Note: A unit is @ undie in ikis section’s tables,

Win Office was 4% higher than Q93-3 and $15 million highes than Q93-2. Win Office was 47% aad 49% of Win
Word and Win Excel revenues, respectively, compared to 38% for both in the prior guarter.

Business Unil Revenues (in milllons)

FYa3
FY93

FYo3 Plan Variance
Consumer s 61 $ 75 (14)
Dresktop Applicaions 82t 29 92
DB & Dev Tools 85 59 @
M3-DOS o 9% 3
Hardwars 65 98 33)
Orher Openating Systems v KX) 5
Windows 42 155 (13)
Woakgronp b+ 19 i
Adjustments 59 {13} {45
Net revences 5 1259 3 1279 3 6]

Net revenues were 2% under plan, The results were driven by lower than planned revenues for all business units
except Deskiop Applications, MS-DOS and Workgroup. The high mix of Win Office sales positively effected
Desktop Applications and Workgroup. ThesnccessﬁdlanmhofMSDOSﬁUpgadeposiﬁvdyeﬂectedmem-
DOS business unit. Price competition has adversely effected the Hardware business unit. Win Word znd Win
Word upgrades excceded plan by 354 million while Win Excel and Win Excel upgrades exceeded plan by $40
million. Win Office accounted for $134 million of these nprovements to plan.

‘The Consumer business unit was $14 nﬂﬁmlowwﬂmplanduemlowdunezpemdmwmmwm
and Win Fublisher revenues. Database and Development Tools business unit was $4 million lower than plan due
tolawnmanplmedFoxPromvenwsoﬁsmbyslmngMcmsales.

Q934
Qo34
093-4 Plan 0933 Variance Change
Consuemer 3 11 3 20 3 19 3 9 s &)
Desktop Applications 177 m 212 14 @5
DB & Dev Tools & 28 39 - B [{52))
MS-DOS 56 25 14 31 42
Hardware 11 26 10 (15} 1
Other Operating Systems & 9 ? 3 m
Windows 23 42 32 (9 )
Workgroup 6 3 [} 1 -
Adjpstments (149 (4) 4} (10) {0)
Net revenuves 3 296 3 342 3 335 $ {46) $ {39}
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Net revenues were 13% under plan for the quarter, Every significant business unit was under plan excepr MS-
DOS, The success of MS-DOS 6 Upgrade during the quarser resulted in a $47 million positive offset to otherwise
difficult performance to plan. Windows Deskiop applications and updates had negative results compared with
plan, even with the stronger than expected performance of Win Office. Database and Development Tools were
29% lower than plan due to lowes Fox Pro and Access sales.

Quarterty Growth

Net revenues were 12% lower than the prior quarter.  Desktop Applications were 16% lower everr though Win
Dffice and Mac Office sales were $3 million and $2 million higher, respectively. Database angd development tools
were 49% Jower as Win Access sales decreased $21 million. Consumer Tevenues were 42% lower dve primarily
to decreased Works sales for all eavironments.

Applications Revenue by Report Level {in mikons)

FYa3
Froa

Froy Plan Varisnee
Standard $ 547 1 626 $ 9
Upgrdes 174 % 7
Academmic 47 87 (40
Licanse 207 98 109
Madrsenance 2 2 -
Special Agrecmens - - -
Othey 10 2 2
Applicationsrevenues  § 987 $ 911 $ 76

Total Application prodncts exceeded Plan by 8%. Licenses represented 21% of total application revenses and
excecded plan by 111%. Application upgrades exceeded plan by 81% and represented 18% of 1otal application
revennes. Standard applications were 13% lower than plan.

Q93-4
Q534

o4 Hlan _93a Vatiance _Change
Standard 5 113 518 $ 150 3 {56) 3 a7
Upgrades 7 25 43 tz {6)
Academic 10 <] 2 3 2)
License 48 7 &0 21 (434]
Maintenance 1 - - 1 1
Special Agreemenzs - - - - -
Other 4 - 1] 4 [e))
Applicationsrevenges  §$ 213 $ 244 5 276 $ <37} $ (63)

Channel Reporting 7
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CONFIDENTIAL
BALANCE SHEETS AND CASH FLOWS
Fiscal Year Ended June 30, 1993 {in millions)
Jun. 30, 1993 Tun, 30, 1992 Change
Ascels
Curreat asgets:
Cash and shof-term inveshments 32290 50% $1.M5 51% 5945 0%
Accounts receivable - na 333 2 270 {5 i ] 25
lnvegtories 127 3 86 3 4] 48
Other a5 2 &9 3 26 32
Total coment assels 2850 75 L7710 67 1,080 61
Propeny, plant, and squipment - et 257 23 187 -4 100 13
Onbier assets 238 2 103 4 (15} (L5
Total assets 33,805 100% 32.640 100% 51.163 4
Liabilities and Stockholders’ Bquity
Carrent Habilibes:
Accounts payable 3 230 7% 3 1% 4% 543 n
Accrued compensaiion 35 2 52 24 kiJ
Income taxes payable 127 3 13 3 54 4
Other 111 3 116 4 {5} (@)
Total carrent habilitiss 563 15 447 17 116 6
Stockholders® equity:
Common stock snd paid-in eapital 5,086 29 657 24 429 [
Retained eamings 2,156 57 1,536 58 620 40
Total stockholdors’ equity 3242 85 2,193 83 1.049 48
Total [iabilities and staciholders’ equity 33805 100% 32,640 100% $1.165 44
XYear Ended
Jun, 30, 1993 Jun, 30, 1992
Cash flows from operations
Net incorna 3953 5708
Dapreciation and amortization 151 182
Carrent Hisbiliies 1M 167
Accoupls receivable azl)y a3
Inventories 31) (40}
Other corment asseis {35) asy
Net cash from operations 1074 BO6
Cash flows from finsncing
Common stock issued 29 135
Co. stock repurch d 250) {11%5)
Stock option incoms tax benefin 207 13
Net cash used in financing 186 130
Cash flows nsed for investmonts
Additioos 10 propetty, piaot, and squipment {236) (317
Other an {40)
Net cash used For investments {25%) (357)
Net change in cash and shoni-tem invastments 1,007 669
Effect of exchange raies {62) 1]
Cash 2nd shori-irm investments, beginning of period 1,345 G&5
Cash and short-tzmm tnvestments, end of period 32290 $1.345
Financial Condition a7
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Cash and short-term investments, end of period

CONFIDENTIAL
BALANCE SHEETS AND CasH FLows
Guarter Ended June 30, 1293 {in miflions)
Jus. 30, 1993 Mar. 31, 199 Quarter Change
Agsets
Curmentasseis:
Cash and shost-term invesunents 32290 0% $2,001 56% 289 H%
Accounts Teceivible - net 338 9 419 12 {101) Py
Inventorics 127 3 119 3 8 7
Othar 95 3 87 2 B 9
Total camrent assets 1850 75 2646 74 204 8
Property, plant, sod equipment - pet 367 n 124 3 43 5
Other azxets 88 2 20 3 {2} 2}
Toial assels 33,305 100% 33,560 100% $245 7
Lisbilifies and Stockhoiden' Equity
Curmenl batalities:
Accounts payable $ 239 % 5 261 % s (8)
Accrued compensation 86 62 2 24 39
Income tazes payable 27 3 90 3 kx) 41
Other 111 135 4 (25) 035]
Tota) current hzbilities 563 15 549 5 14 k]
Stockholders’ equity:
Comunon stock and paid-in capital 1.086 2 1,002 2 84 8
Retained eamings 2.156 57 2,009 56 147 7
Total stockhoMers' equty 242 335 3013 85 131 8
Totai Liabilities and sockholdery’ equity 33,809 100% 33,560 100% 3245 7
Q934 924
Cash flows from openations
Ned mcome 3265 3210
Depreciation and amottization 3 36
Current Tiabilities 26 106
Accounts neceivable 9l [5)]
loventories (10} @5
Other current assets {19 [#3)]
Net cash from operations 4] 31t
Cash flaws from finsocing
Cornmon stock sned M 13
Common stock repurchised (195) 63
Stock aptivr incomm tax beackits 41 21
Net cash used in financing 29 29
Cagh flows used for investmenis
Additicns to property, plant, and equipment s 63)
Other 4] 1Y)
Net cash used for investments (L)) (95}
Net change in cash and short-tenn investmeats 301 197
Effect of exchange rates [{¥3] 4
Cash and shost-term investments, begioning of penod 2,001 1144
322%

31,545
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BALANCE SHEETS AND CaASH FLows

Measures of Financial Strength (in millions)

lun. 30, 1993 Mar. 31, 1903
Cash and short-temm invesiments $2.290 32,001
Total as3ets 3,805 3,560
Stockholders equuty 3242 3011
Rate of Return Indicatars {annuallzed)
Net Income Retum On Q934 Q93.3
| Equity (average) 33.9% 1.7
Atsets (avenage) 283 28.6
Net jevenues 254 54

Cash, equivalents, and shori-term investments reached $2.3 billion at June 30, 1993. One year ago, cash balances
were $1.3 billion.

Equity represents 85% of Microsoft assets,

Stock Repurchases

Sachs at our direction, During 1993, we repurchased 3.1 million shares at an average price of $79.92 for a otal of
3250 million. The stock buyback program was suspended during Q93-2, due to potentially sensitive, unpublished
information regarding the stats of the FTC investigation during the repurchase window. A table of stock

repurchases follows.,
! Trailing
f Shares adjusted Amomnt 12 Monith Life
for all spiits {milkions) Avp Cost o Date
Qo3 756,000 $16
Q90-4 1,009,375 30
FY9) 1,785,375 346 $6.14
Q-1 1,629,000 345
Q12 1338750 40
Q913 974,250 43
Q91-4 1521750 9
FY$1 3,469,750 3197 3596
@21 281,250 315
093-2 612,500 k1)
Q92-3 249,750 20
Qo24 $26,328 53
FYoy 1.979,828 5135 68.18
91} 1,113,500 380
Q32 - .
Q933 800,000 65
Q934 1,215,000 105
FY93 3,124,500 $250 79.92
LID 12,363,453 $628 $50.83
Fmancial Condition 43
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CASH AND SHORT-TERM INVESTMENTS

Cash and short-term investments increased 3289 miilion during Q93-4 and $945 million during FY93 o $2.3

billion at year-end, reflecting a year over year increase of 70%. These liquid assets comprised 80% of current
assets, 60% of lotal assets, and 71% of stockholders’ equiry.

Cur global curency sirategy focused on accumulating various currencies to carry out our global bosness plans.
Foreign cumrency cash and investmenits were 6% of total cash at June 30, 1993, compared with 15% at the end of

the prior year,

Cash and Investment Portfollo Balances {in milions)

WS postfohoe
1SS investments
Subsidiary Microbark investments
MS Puerto Rico Mvestments
Qperating bank accounts
Foreign currency investments
Worldwide cash and investments

US$ Portfolic Characteristics

Jul. 31, 1993 Jal 31. 1952
51,951 3% $ 1015 75%
11t 5 1 9
10 67 5
w2 56 E
2 1 83 3
52,290 10% 51,345 100%

Shori-term market interest rates were relatively stable during Q93-4. The benchmark 90-day T-Bill remained
within a 35 basis point range during the entire quarter. The Microsofi portfolio yield declined slightly due to the
maturity of higher yielding securities purchased in prior periods. The Microsoft portfolio ended Q934 with a

positive spread of 120 basis peints over the 90-day T-Bill,

The trendless pattern of shon-term market interest rates during the past several quarters is a product of the sieady
monetary policy pursued by the Federal Reserve Bank. Short-term rates are forecasted 10 increase during FY94 as
aresult of expectations of a pick-up in economic activity and a ighter FED monetary policy.

The following table compares the Microsofi portfolia pre-tax yield with that of the benclenark 90-day T-Bilf over
the trailing rwelve months. Also presented for comparison is the IBC Denoghue's Money Fund Index, which
tracks the performance of 588 money market funds that invest in high credit-quality, short-term fixed income
securities, representing approximately $500.0 billion in assets. I the MS portfolio was ranked among the
Donoghue's universe, it wonid place among the top 20 Taxable Money Market Mutyal Funds in the country.

MS US§ Porifollo Pre-Tax Yield veraus 90-Day T-Bill

5O0% | —

A00% - - - e

3.00%

200%

Q93-3 Qo34
Microsoft
T-Bill
O st I £ 1S
Donoghuef\dex 26%

At June 30, 1993, the portfolio was in compliance with all investment guidelines. We continued to emphasize
diversification among security types, industry groups, and individual issuers. At June 30, 1993, the U.S. dollar
portfolio contained 325 positions, with an average holding of $7 million. The average maturity of these
marketable instmments at year end 1993 was 264 days compared with 213 days a1 year end 1962,

Financial Condition
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CasH AND SHORT-TERM INVESTMENTS

USS Pontfelio by Security Type (In millions)

The pontfolio continued 1o include both taxable and tax-advaniaged securities, and was diversified across a broad
group of money market and short-term fixed income security types. The portfolio mix was relatively stable on a
quarter-to-quarter basis. The following tables summarize certain portfolio characteristics ("yield” represents the
weighted average yield to maturity on a pre-tax basis).

Jum, 30, 1993 Jan. 30, 1992

Security Type Cont Pervent Yield Cost Pement Yeld
Municipal Bouds 5 78 40 53% 5 9% 5.5%
Treasury Secusifies 343 17 a5 100 1© 45
Comesercial Paper 245 13 11 258 25 40
Money Market Prefomred 152 3 a7 i23 12 46
Corporatz Bonda 145 7 51 12 1 63
Loan Paricipations 143 7 3z 74 ;) 40
Floatung Rate Notes m 4 26 13 t 4.6
Cenificate and Time Deposits ' 40 z 3d - - -
LK. Preferred Slock 12 i 40 2% 3 2
Fixed Rate Apction Prefemred 12 1 3.9 17 2 4.3

$ 1961 100% 43 51015 100% 4.3

US$ Portiolio by Investment Type (in millions)

The portfolic was also diversified across various tax categories w achieve an enhanced total yield. Approximately
50% of the investments were taxable, 40% were tax-exempt, and 10% were tax-advantaged. During Q93-4, the
various tax calegories eamed pre-lax equivalent yields as follows:

Taz exempt municipals 5.3%
Tax asdvantaged prefemed stock securities 4.1
Taxable secusities 3.6

USS$ Portiolio by Credit Rating (in millions)

The credit guality of the MS ponifolio increased during the year with 91% of the investments rated A or better,
versus 86% at June 30, 1992,

Jul. 3F, 1995 Jal. 31, 1992
Amount Pereant Amonat Perent
Credit Rating

Al 5526 271% 3261 26%
AA m 40 238 3
A 47 4 n 37
BBR 145 7 140 14
MS Rated 37 2 3 [y

3 1,961 100% 3 liﬂls 100%

Credit Rating Delinitions

investment Grade
AAA Capacity to pay intcrest and principal extremely strong.
AA Capacity 1o pay interest and principal very strong.
A Capacity to pay interest and principal strong,
BEB Capacity lo pay inlerest and principal adequate,

M3 Rated This category consists of secusities which may not carry 4 published rating bt for which MS Treasury
has conducted credit rescarch and assigned an implied investment grade rating.  An example is City of
Redmond LID) bond anticipation notes,
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CASH AND SHORT-TEHM INVESTMENTS

USS Portfolio by Industry (in millions)

Given the improved financial pedformance of the banking industry, we expanded our investment in this sector.
We reduced our investment in the utilities, tobacco and airline industries in light of increasing credit concerns in
those sectors. We increased our investment in US Treasury securities as a narowing of credit spreads during
FY93 elevated the attractivenass of this security type.

Jun. 30, 1993 Jun. 30, 1992

Industry Amntount Percens Aot Porcont

Minsicipaities 3738 40% 3291 9%
US Treasory 345 12 106 10
Baaking/Finmnce 187 i 43 4
Industria! 238 4 3 14
Ober L5 4 3 0
Food/Beverage 32 4 4 7
Utibitres 13 4 B4 8
Medical 61 3 60 6
Securities 60 3 25 3
Narorsl Resources 58 3 88 9
Automotive 58 3 22 2
Serviees 44 2 39 4
Resailing 20 1 6 1
Insurance 12 1 3 0
Transporiation 2 [¢] 2 2
Chermical 0 ~ 5 0

31,961 L% 3 L,0i5 100%

Microsoft Fuerto Rico Investments

Microsofi Puerto Rico had an investment balance of $104 million at the end of Q93-4. This portfolio was invested
in local tax-exempt securities. The funds from the profits of the Puerto Rican manufacturing operation were
invested in cenificates of deposit and eamed & pre-tax yield of 3.7%.

Foteign Currency

Deutschemark versus Dollar

Financial Conditton 53
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CASH AND SHORT-TERM INVESTMENTS

Foreign Exchange Management

European currencics broke out of a namow range during Q93-4, as the dollar sirengthened 4% ont average o 1.70
deutschemarks.  The burst in June was due 10 the belief that Germany would lower inierest rates before the
Bundesbank's summer recess in late July. Spain and Poriugal both devalued their currencies again during Q93-4
as interest rate cnts were needed in order 10 revive their flagping domestic economies,

FY93 proved to be a very turbulent year for European currencies and the European Rate Mechanisim (ERM). ‘The
failure to raise interest rates to defend weak currencies made the ERM an inherently unstable system, prone to self-
fulfilling speculative attacks. FY93 devaluations of most European currencies against the deutschemark caused
the dollar to post significant gains against Sweden (41%); Finland (39%); Spain (36%); Taly (35%); Porugal
(28%); UK. (22%); Norway (21%); and Ireland (19%). The deutschemark block composed of Germany, Austria,
France, Belgium and Denmark devaluved (12%) against the dollar.

Many analysts believe the recession will deepen in Europe. With little chance of carly economic recovery, interest
rates in Europe could further drop with movement towards an average of 5%. The candidates for the biggest rate
reductions {and likewise the highest devaluation against the dollar) are Spain, Italy and Denmark. Narrowing
interest rate differeniials between the dollar and Buropean currencies could cavse the U.S. dollar to become
undervaiucd in comparison, thereby allowing the dollar i rise further during the first half of FY94. At the end of
FY 94, the doilar is forecast to strengthen 1o a ieve] between 1.80-1.85 deutschemarks,

In Q53-4, the dollar continued its weakening trend against the Japanese yen (7%), ending FY93 a1 a post-Wwli
low of 106 yen per dollar. The Japanese currency strengthened a full 15% against the dollar during FY93,
primarily as a result of the Clinton Administration's threal of protectionism o persuade the Japanese of the
necessity of 4 stronger yen to reduce the Japanese trade surplus. The Lkelinood of 2 rising surplus and farther
fiscal measures 0 expand the Japanese economy will Tikely provide good support for the yen, which may reach 100
yen per dollar in FY94. Avstralisn and Canadian cutrencies followed the recessiomal trend of Europe and
weakened 11% and 7% respectively against the dollar doring FY91.

Foreign currency gains of $9 million were recorded during FY93.

international Cash Mansgement

In conjunction with year-end tax planning, the largest European subsidiaries remitted payments o MS Corporate
totaling $44 million while certain imercompany payments were advanced of postponed. All cash transfers were
execuled by Redmond Treasury through the "Microbank™ by year-end FY93, In Q93-4 most subsidiaries with
deposit accounts at Citibank London implemented Citibanking II, an on-line system allowing electronic access to
bank balances and investment activity,

Foralgn Currency Investment Management

During Q93-4, the foreign currency invesament portfolios were actively managed by the Redmond Treasury group
for eight of the European subsidiaries plus Australia, Corporate, and MBV. Al quarter-end, these portfolios wtaled
an equivalent of $133 million. Foreign currencies in the portfolios inchided primarily French francs, German
dentschemarks, UK. sterling, and Swedish krone. Forcign cxchange contracts and options totaling 531 million
were outstanding at the end of Q93-4. The foreign cumency portfolios continued to be invested in short-term
money market securities, with the yield decreasing 1 approximately 7% as a result of falling European interest
rates,
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ACCOUNTS RECEIVABLE

Consolidated Amounts {in millions}

JAllowance
Net Receivables DSO Dollars % of AR
Q934 338 46 76 21
Q93-3 438 54 63 i5
. Q932 339 46 62 18
Q93-1 326 50 62 19
Q4 270 42 57 21
Worldwide Accounts Receivable {in millions)
DSO Totak Aging Somnary
Q93-3 0934 Q433 Qr3-4 Cient 1-30 3160 Over 60
Retad
USFG [} 45 5203 3oz 5143 539 31 2]
memarionat 52 48 277 255 200 33 7 10
430 447 348 77 3 i4
QEM 44 39 94 94 67 [Q3)] 6 22
Other 72 60 13 16 10 3 1 2
Total accts receivable 54 46 3537 3557 M&S 379 515 $38
Aping percentages T6% 14% % 7%
OEM GAAP adjnstments. T2
Salles rentns reserve {135)
Cesionper depositaidefemred rev. (3%
Reseller rebates (44)
Allowante for doubtful accourts {6
Accompits receivable-net $338

US FG receivables decreased 5% quarter to quarter due to increased collections from major retail distributors and
resellers, particularly Ingram and Merisel, US FG sales increased 36% quarter to quarter, from $286 million to
5387 miltion, due 1o significartly high sales of DOS 6.0.

Intemational retail seceivables decveased 8% or $22 million quarter to quarter, and balances greater than 60 days
decreased 9%. The largest overdue balances by country were Italy (32 million), Germany (52 millicn), Spain ($1
million}, France ($1 million) and United Kingdom ($1 million}.

OEM sales increased 11% sequentially from $192 million to $213 million, while OEM receivables remained
constant at $94 million due 16 increased collection efforts.

Financial Condition 65
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ACCGUNTS RECEVABLE

Ten Largesi Worldwide Accounts Recelvable {in miflions)

Aging Summary

Total Current 1-30 H-60  Cverdd
Iogram 565 $48 317 L) i
Meriscl 45 29 16 1] 1 .
Egghead 28 25 3 9 0
Computer 2000 22 21 1 0 0
CompUSA 14 ¢ 5 0 Ll
Software Specirum 13 13 o 0 a
Olivesti 1 9 2 0 0
Corparss Software 1 13 0 0 o
Sofibenk g 8 1] 1] Q0
1at Pacific Company, 1Lt [ 4 z { 0
Totad ten Jargest 7] ¥ 26 Q) 2
Cnber 334 248 33 16 36
Total $357 3425 379 515 538
Ten largest percontage 100% 6% 4% 3% 7%

The ten largest worldwide accounts receivable represent 40% of the $557 million accounts receivable for Q93-4, a
5% decrease from Q93-3.

The 1 w 30 days category decreased 44% to $46 million in Q934 from $82 million in Q93-3, reflecting large
quaner-end payments from Ingram and Merisel. The 31 to 60 days category remained virmally unchanged quarter
to quarter. The over 60 days category decreased §3 million or 60% sequentially, again due o managing owr top
customers 1o resolve past due issues,
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INVENTORIES

Days Szles (in milions)

0Q93-4 9933 093-2 Q931 0924

Inventories $127  S11%  $102 388  $34
Dayssales 8 97 73 W 61

Inventories increased $8 million from Q93-3 w Q93-4. Consolidated days inventory on hand (calculated wsing
current quaner product costs divided by 90 days, and net inventory) decreased 11% to 86 days.

Raw Materials, Finished Goods and Ailowances (in millions)

0934 093-3 Chmipe
Domestic Inventories
Raw materials 551 352 (831)
Finished goods 41 36 5
Allowences 25 £ (9]
657 69 ]
IFF Inventaries
Raw materials 10 10 1} N
Finidied goods T 7 4]
Allowarices {1} (2 1
16 15 H
Subsidiary and Ireland Inventodes
Raw materials 1l 10 1
Findished goods 41 45 {4)
Mlowances (&) Z0) 12
44 35 9
51 3119 $3
A
Consolidated Inventories
Raw mal erials 72 72 o
Finished poods 89 B8 1
Allewances 34) {41} 7
5127 $119 38
ST E——— " il

Domestic finished goods inventories increased for several reasons. Inveniory levels were built up in anticipation
of the new release of Access 1.1. Office Pro shipmenis were lower than expected due t0 remaining channel
mveniory of the $99 Access version 1.0. Windows for Workgroups finished goods inventory increased
approximately 31 million from last quarter as MS accepted retumns of excess channel inventories. Adequate
provision has been recorded 19 account for WFW product returns and obsolete stock.

Inventories by Location {in millions)
Q934 93-3 Chaoge

Laocation
Sobsidiary warsbouses $32 528 54
Campas North 82 74 8
Ircland 1 15 [¢))
Puenio Rico 2 2 -
$127 S1e 38
Subsidiary
France hx ] 54 14}
Germany 7 ] 1
Avsralia 4 z 2
Sweden 1 2 m
England 3 4 (t}
Others 14 14} 4
§32 $28 54
Financial Gondition 57
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Nei Revenues (in millions)

FYes

Exchange

Net Operstions Raie
FY93 Y9 Nagiance Variagoe Veriange
QGermany $ 3% 30 5 9 . 4 7 3 27 5 34
Erance 303 Y 26 2% fvx)) 48) 25
England 218 17 29 18 nn 4 (1%
Mordic Region 132 10 133 10 (§)] 8 L))
Benelux 2 6 68 5 4 €3] B
Switzerland 65 5 48 4 17 12 5
haly N 6 49 4 » 0 (3]
Austrin 2 2 25 2 4 1 3
Spain 13 3 2 3 1 1 —
Redmond (40) 4 - - “0 - (40}
$ 1,299 100% $ 1,279 100% 3 sgl $ @ 3 3

FY93 net revenues were $20 million lower than plan. These results principally relate to shortfalls in volume.
France and Germany were 15% and 7% under volume plan, respectively. Italy and Switzerland partially offse;
this by exceeding volume plan 61% and 25%, respectively. Much of Itaty's growth to plan came late in the year
when the government passed strong anti-piracy laws.

Q93-4
Exchange
Net Openations Ratc

093-4 Q934 Plan Yasance Variance Variancs

Gemany L § 8% $ m 0% $ a8 $ 23) 5 5

France 62 n 89 26 2h {30) 3
England 47 16 60 8 (13) (8} (5)
Mordic Region 28 9 9 8 ({f) 3 1 (5)]

Benaclux 20 ? 19 & 1 48] 2

Switzerland 14 3 12 4 2 2 -
Iealy 4 1 13 ¢ 1] 26 ]

Anstria 8 3 7 2 1 1 -
Spain 8 3 n 3 {3) (]} [4)]
Redmond 9 3 = = 9 = 9)
5 296 100% $ 342 100% % (46) 3 (30) 3 (16)

Net revenues for the quarter were 13% lower than plan, This resulted from 2 volume shortfall of 9% and 5% from
unfavorable foreign exchange rate trends. Both France and Germany had significant voiume shortfalls two plan
(34% and 23%, respectively). The UK aiso did not achieve planned revenucs, Ialy was 200% over volume plan
due in large pact to snti-piracy laws enacted in the Country.
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Cuarterly Growth
Exchange
Nee COperations Rate
Q934 Q93-3 Lhunge Change Change
Germany 5 B4 8% : o7 33% LI 5 {12) $ (1)
France 62 2] 73 22 (n 1o {1}
England 47 16 67 20 £20) @2 2
Nocdic Region 2% 9 34 10 6 © -
Benclux 20 7 20 5 - - -
Switzerland 14 3 15 4 [{4] m -
laly M 1 12 4 n 21 1
Austria 8 3 7 2 1 2 ()]
Spain g 3 10 3 [v)] (1 1))
Redmond (9 Q) ot = o = (4]
3 206 100% $ 335 100% $ sag $ @ 3 IIQ_

Third quarter revenves were 12% lower than Q83-3 and 15% lower than (93-2. Volome decreased 9% from the

prior quarter.
Cost of Revenues
Q93-4 93-4 Plan
Sales Weighted Sales Weighted
MEx Lodl Cosl Mix Cosl Cont
Coasomer 36% 138% 0.5% 5.8% 15.1% 0.9%
Deskiop Applications 569 iR 50 - 554 1.7 4.21%
DB & Dev Tools 6.5 184 12 80 9.7 0.8%
MS-pos 181 15.7 28 11 184 13
Hardwam 37 38.2 14 75 304 3.0
Onher Operating Sysiems 1.8 76 .t 26 122 0.3
Windows 7.3 166 1.2 121 13.7 1.7
Woarkgroup 1.3 83 8.1 14 43 0.1
Other 03 18.1 6.1 0.1 - —~
Product cost - gross 100.0% 124% 100.0% 123%
Eifect of adjustments x1.06 x1.00
Prodnct cost - pet __12.3%

13.1%
T

Product costs were 13.1% compared lo budget of 12.3%. Lower than pipnned margins for Dambase and
Development Tools and Desktop Applications, and the significant mix impact of MS-DOS 6 Upgrade were offset
by Jower than planned mix of hardware. The foreign exchange adjustment and higher than planned rebates caused

the Jower than planned product margins.

Operating Expenses (in miions)
FYe3
Het Operations  Exchange Rate
Yo FY93 Plan Nadance VYariance Varagee
Germany £§F 0w s 9 I ® $ -- $ ®
France 7% B0 4 10 ©)
England 65 &8 3 @) 5
Nordic Region 37 39 2 ) 1
Benelux Y | 3 - @)
Spain 10 11 1 1 -
ltaly 16 16 - ) 1
Switzerland 15 14 6} - )
Austoa 9 8 (] - B
Redmaond 8 12 4 4 —
$ 358 S 359 $ - 3 11 5 [(Eh)

Channel Reperting
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FY93
FY93 Flan Variance
Matketing 5 112 108 @
Payroll and payroll taxes 91 g1 -
Product suppert services 43 62 19 .
Ridg and grounds dist 17 19 2
Depreciation 16 11 [63)
Other 80 68 (12)
$ 39 § 359 3 -

FY93 operating expenses were equal to plan. Marketing and depreciation were higher than plan for the year. All
subsidiaries except France and Ialy oxcecded marketing plan for the year, Most spending overages were
approved during the year, Marketing expenses were 39% higher than in FY92, while payroll, payroll taxes and
fringe benefits were 50% higher. Germany had a 52% increase in non-masketing expenses compared to revenus
growth of 25%. France had a 34% increase in non-marketing expenses from the prior year compared to a 14%
revemue increase, The UK's marketing expenses increased 96% from the prior year, ‘

Qo34
Net Operstions ~ Exchanpe Rate
Q934 093-4 Aan Varance Variwce Yariance
Gexnany s $ n 5 (4) $ [ 74] $ 2
France 20 il 1 2 n b
Englond 19 17 2 4 2
Nordic Region 11 10 4))] x]] 2
Benelox ] & - - -
Spain 3 2 4] M -
kaly 5 4 [1)] [43] -
Swilzedand 5 3 ()] @& -
Auslzia 4 3 (3} a) - !
Redmomt (1) 3 4 4 -
5 $ 92 - I )] - (B) $ 1
Q934 Q934 Pian Variance
Markeling $ 35 H 26 3 ©)
PayroB & payroll taxes 24 24 - .
Product suppott services 12 16 4
Degwecintion & smeoxtization 5 3 v}
Truvel and ententainment 4 4 -
Other 9 19 -
5 99 5 92 3 [/l

Operating expenses were 8% over plan for Q93-4. Only France was below plan in operating expenses for the t
quarter. Marketing cxpenses were 35% higher than plan for the quarter. Depreciation stightly exceeded plan,

Germany's non-marketing expenses were 43% higher than Q92-4 on similar revenue levels. Prance and the

Nordic Region's non-marketing expenses were 29% and 23% higher than ()92-4, respectively. Both had lower

revenne than in last year's fourth quarter.

Headcount ‘
At a Percent of Total
Acteal Plan Variasee Change.  Opemiing _ Channels
June 30, 1993 1389 2,408 19 116 18% n%
March 31, 19493 2213 2350 7 216 13 32
December 31, 1992 2,057 2243 186 221 18 32 '
September 30, 1992 1,836 2,068 232 201 17 30
Jome 30, §992 1,635 1,701 &5 147 3 28
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et revenues per headeount were $124,000 in Q934 versus £147,000 in Q93-3. Net revenues per headcount were
$174,000 in Q92-4.

Allocations

FYg3

The favorable allocation variance tesulted primarily from lower than planned allocations for research and
development,

Q934

Allocation were 7% over plan primarily ﬁomlﬁgluumnexpecmdalbcaﬁonsformhmddcvemnm
Most other allocated cxpenses wese also higher than plan,

Burdaned Operating Income

FYsa

TheFYQBburdenedoperaﬁnghcumeofN&SmﬂﬁnnwasZﬁlowumanpm Net revenues were $20 million
lower than plan, while gross margin was less than plan. Operating expenses were 28.5% of net revenues
compared to planned 28.1%. ABocations were 7% lower than plan.

Q93-4

Burdened operating income was 41% lower than plan.  Volumes were generally lower than plan.  Cost of
revenues, at 18.2% of revenues, were significantly higher than the planned 15.5%, while operating expenses were
6.5% of ret revenwes higher than plan. Aliocations were 7% higher than plan.

Quarterly Growth

The Q93-4 burdened operating income of $83 miflion was 41% lower than the $141 million for Q93-3. Net
revenues were $39 million lower than Q93-3. Gross margin was 3% of revenues lower than the previous quarter,
Opecating expenses were 24% higher than the prior quarter due primarily w higher marketing expenses,
Allocations were $10 million higher in Q93-4.

Channel Reporting 81
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FYaa

Net revenues were 7% higher than plan, and burdened operating income was 27% higher than plan. The release
of M5-DOS 6 accounted for the majority of the positive revenue variance, The negalive expense variance was
due to additional headcount and marketing expenses approved at mid-year reviews.

Q934 |

Net revenues were essentially on plan for Q93-4 as result of continuing strength in Latin America and AIME;
offset by APAC which was under plan for the quarter, duc to a weak June in Canada and negative exchange rates
in Canada and Australia. Burdened operating income was below plan due to higher than planned expenses
resulting from approvals at the mid-year review and additional aceruals for bad debt and President’s awards.

Net revenues were 7% higher than the prior quarter, primarily due to the release of MS-DOS 6. Bundened
operating income was lower than that of the prior quarter as expenses grew 31% compared to 7% reveane growth.

Results of Operations (In milions)

FY93 FY% Pha Variance
Net reveauss $ 380 100.0% $ 32 1000% 3 22
Cont of revroues B8O ni .l 239 n
Operating ezpenss 116 314 |12} 314 ()
Allocations 56 16.1 64 19.5 B
Baordened operating mcome $ 104 20.1% s 8 25.2% $
924 Q334 Plan 0933 Variance Change
Nel revenues $ 9 10G0% 3 5 _1000% $ 9 1000% 5 1 s 7
Cont of rovennes 73 23 23 234 7 183 1 (53
Operating sxpenso H M2 7 281 26 283 5] &
Alocations 15 14.8 16 16,2 1L 157 1 (1)
Burdened operating income $ 28 282% $ » 32.3% 5 35 319 h I ) 3 )
800
500
mhlm-
400 E\ —— O]
g' et F radeo st

Channel Reporting i<}
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Leading Products (units in thousands, revenues In milions}

Fyga
FY93 FYO3Plan Vari

‘Win Excol BT § M4 5 19 2388 42 §$ 1M 43 % Z F,(24)
‘Win Word 294 43 145 234 4 195 ] (3 {50)
MS-DOS Upgrade 1,066 40 38 | 15 49 768 5 {1
Windows 3.1 562 3 M 252 2 82 no o (28)
Mouse 303 13 60 353 b 80 (50) (10} (20)
MS-DOS b1 13 43 144 1 i 126 2 (30)
Win Excel Upgrade 186 13 69 82 9 104 104 4 [EL}]
Windows 3.1 Upprade F15] 12 0 0 g 43 t2 3 €13
Win Access 153 12 B 10 3 2M4 143 9 (196)
Win Word Upgrade 168 12 0 68 7 104 10 5 (34)

§ 238 5 191 3 47

BV —Ct—
Prescentage: of 0t rovoraes 68% 8%

Note: Figures in this iable incliude allocations from bundled prodacss.

Revenues for the (op ten products were 25% higher than plan. The success of the MS-DOS 6 Upgrade and the
introduction ofWinAncmmﬂmpﬂmarymsesofmeposiﬁve variance. Al of the 10p 10 products (except
Mice) had positive volume variances and negative price variances. Price variances resulied from introduciory
pricing of Win Access and MS-DOS 6 Upgrade and higher than plarmed mix of licensed units, mostly in the
APAC region and negative exchange rate trends in Australia and Canada. In addition, a shift in the planned mix
from Win ExoelandWinWordwaresmmrdprodummmaﬂocaﬁmﬁomwmmﬁcemducedsmrﬁtbclow

plan. Mouse was lower than plan in part due to increased price pressure in the channel,

Q93-4
0934 (353-4 Plan Vil_meiu
MS-Dos Upgrade 00 5 21§ i %35 4 5 & 048 19 §
Wi Word 95 2 iz 4 13 195 2 N
Win Exes 2 121 69 12 73 zn - {45
Windows 3.1 7 9 5 7 6 81 100 3
Mouss g1 4 50 102 Y 0 (15) @ 0
Win Bxcel Upgrade a 3 81 % 3 108 7 - a3
Win Word Upgrade a8 3 7 20 2 104 28 1 (38) ;
Win Project 1l 2 B 5 2 3 5 - {149
Win Powerpolnt 49 2 a7 N 2 9 18 - (1
Mac Word 3 2 65 19 3 17% 13 W (o
T T s 5 T 17
Percontage of aet revenues T3% 56%

Note: Figures in thir tnbie inzisude gl

compared 1o plan, lnaddiﬁon,asﬁﬁinlhcplmledmix&umWtheldeinWordmndamm:ﬂmm
allocation from Win Office reduced $fumit below plan, Mouse was Jower than plan in part due to increased price

pressure in the channel,
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Quarterly Growth
Qo34 Q933 Changs
MS-Dos Upgrade 50§ 23 % M M5 0% 12 0§ 3% US55 it 5 2
Win Word 85 12 [ 70 L} 146 pai 2 £18)
‘Win Excet 1 12 133 ki il 154 20 1 2n
Windows 3,1 {7t 9 52 150 8 55 21 H {3)
Mouse 87 4 50 65 4 58 2 - &)
‘Win Exccl Upprade 4} 3 Bl 1 3 34 9 - (3
Win Word Upgrade 48 3 66 28 2 Ey 20 L f21)
Win Project 1] 2 ny & 2 328 5 - (98)
Win Powerpoint 5 2 an o8 2 51 (41 - 4
Mac Word 1 2 65 n 2 93 10 - (28)
; T2 $ 56 15
Perceniage of Bes reverues 7% 0%

N&:P@mhﬁmmmmrmwma
Net revenues increased 29% over the prior goarter. MS-DOS & Upgrade accounted for the majority of this
increase. Pricing pressures, the shift away from packaged product to ticensing and the increasing use of the Office
and Office Upgrade as delivery veliickes led to this continuing decrease in revenue per unit.

Bundied Products (units In thousands, revenuas in millions)

FYa3
FYo FY93 Pl Variance
Win Difice 139 § 43 $ M5 93 % 33 § 3|0 46 $ 1§ (39
Win Office Lipgrade 4] 13 159 ] 2 7 57 11 (118)
WinMouse 84 9 L10 151 17 128 €] ) (18)
Mac Office 16 & 71 13 5 364 3 3 7
$ & 3 5 $ 17
L} E ] ]
Perceniage of pet revesucs 2% 18%

Note: A unit ks a bundie in this section’s tables.

Win Office and Mac Office exceeded plan 36% and 25%, respectively. Win Office was particularly strong in
Canada, Mexico and Australia. The negalive price variances were due largely 1o workstation ticense agreements
and exchange rates. The Win Office Upgrade continued to have an increased share of total Office revenues,

Q83-4
0434 £393-4 Plan Varlance
Uoite Eew kit it Bga 30k Lgih Rews  Sfait
Wia Office: 4 %5 15 § Mo 7 8 10 % 382 163 5 8 @4
Win Office Upgrade 3t 7 4 2 1 ny 29 6 oy
WiyMouze. . 16 2 109 3 5 128 Z2) 3 i,
M Olfice 3 ! 410 4 1 7 i - 43
$ 25 5 17 $ 8
——— i
FPercentage of netreveaves 5% 17%

Note: A unit is o bundle in this section's lables.

Win Office exceeded plan 23%, as sales were strong in Avstralia and Mexico and the Win Office Upgrade
exceeded plan 441%,

Channel Reporiing 85
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Quarterly Growth
0934 Q93.3
Unitu Eew Mok Uniy  Revs 3ok Upt Ren ot
Win Office 43 % 15 8 30 3§ 12 § g 3 3 s 4
Win Office Upgrade k]| ? pAL ) 13 3 215 16 4 [43]
WityMouse 16 2 0% 15 2 04 1 -, 5
Mac Oftice 3 1 410 1 L m {1 - 89
§ 25 $ I8 5 7
Percootage of net roveoues 25% 20%

Note: A unit isa bundie in this section’s (ables.
Bundle revenues increased 37 million over the prior quanter, primarily due to the success of the Win Office
Upgrade, The Mac Office unit price change was the result of special pricing associated with shipments to
Northem Telecom in Q3. :

Business Unit Revenues (in millons)

FY93
Yo
FY93 Plan Varianco
Consurmex 5 18 5 24 5 ©)
Desloop applications 164 157 7
Detabase and dev. tools k] 8 12
MS-DOS 54 . 25
Hardware 2% 385 1)
Ocher operating systems 7 14 M
Windows 52 49 3
Woekgroup 9 8 1
Adjustments €] 6) Q)
Net revenes $ 350 $ 328 3 2

Net revenues were 7% higher than pian. The majority of the positive variance was in Database and Development
Tools (Access) and M5-DOS (MS-DOS 6), offsetting negative variances occurred in Hardwere and Other

operating systems,
Q93.4
Q934
Qo34 Plan 0933 Variance Change

Covaumer 5 4 3 7 3 L) H {3) H -
Desktog spplications 4% 46 38 - 7
Dansbase and dov. 1ools 7 s 14 2 (1))
MS.DOS “u 9 16 15 8
Hardware 5 10 5 5 -
Other operating sysiems 1 4 2 3 n
Windows 3 17 1 4 -
Workgroop 3 2 2 1 1
Adjusiment: (L] @ 3) 2 48]
Nzt revenues 3 9 $ 98 3 92 H 1 5 7

Net revenues exceeded plan SI million. Negative varignces in almost all business units were offset by the 515
million positive variance in M5-DOS due to the MS-DOS § introduction,
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Quarterly Growth

Net revenues increased $7 million over the prior quarter, primarily due to the MS-DOS 6 inoduction, Deskiop
spplications also had positive growth. Database and development tools were down $7 million due to the channel
fill in the prior quarter from the $99 introductory price.

Applications Revenue by Report Level {in millions)

FYg3
' FY93

FY93 Plan Variance
Srandard 3 120 s 132 3 1y
Upgrades 40 34 3
Academic 9 8 i
License 47 13 14
Other 5 - 5
Applications revennes $ 22t 3 257 5 14

Total Application product revenues exceeded plan 7%. License revenues exceeded plan by $14 million and
represented 21% of total Application revenue, Australin and Canada had strong license activity, Application
upgrades exceeded pian by $6 million while the mix of standard product was $12 million lower than plan.

Qo3-4
Q934

Q934 Plan Qo33 Yarisnce Cnange
Standard $ 28 $ 39 s 37 s un $ ®
Upgrades 12 10 10 2 b
Acaderiic 3 2 2 1 1
License 13 9 9 4 4
Other 3 - 1 3 2
Applications revenoes [ 59 3 (2] $ 50 $ [(}) 3 -

Total Application product revenues were 98% of plan. License revenues exceeded plan by 34 million and
represenied 22% of total Application revernue (up from 15% in the pricr quarter). Australia and Canarda had strong
license activity. Application upgrades eacecded pian by $2 million, while standard product revenues were $11
million below plan.

Quarterly Growth

Total Application revenues were flat with the prior quarter. Standard product revenuves decreased by $9 million,
while all other categories increased.

Channel Repornting 87
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Net Revenues (in miliions)

FY83
Exchange
Opersiions Rate
FT93 | FY93 Flan Variance Variance Variance
APAQ
Canada 5 46 12.8% $ 1204 5.7% $ (58 H 1.3 $ o
Avsralia 1613 290 106.0 323 “Wn 34 3.1
New Zealanmd 128 a7 11.7 36 1.1 1.2 a.1)
Singapore 10.4 .0 14.4 44 {4.0) 4.0) -
Malaysia 42 1.2 57 LY {1.5) (1.5} -
243.3 .6 2582 786 {149 0.4 {153y
LATIN AMERICA
Mexico 34.1 2.3 182 55 159 159 -
Brazil 183 52 74 24 10.5 0.5 -
Argentina 6.1 17 45 14 1.6 1.6 -
Venezpela 59 1.7 53 L6 06 11 -
Chile 36 1.0 5 0.8 L.t L1 -
Columbia 32 09 20 0.6 1.2 1.2 -
71.2 204 403 123 309 309 —
AlME
Tsrac 29 0.8 21 04 0.t o8 -
Middle East 65 19 6.0 1.8 B.5 11 -
North Africa/ Turkey 62 13 53 1.6 0.9 09 -
Somth Africa 4.8 +2 103 1.1 4.5 4.5 -
Greece kX 06 1.3 05 02 0.2 -
India L2 03 09 _ 03 9.3 03 -
33.6 9.6 264 4.0 12 7.2 -
Redmond Operations 14 0.4 34 1.0 (2.0} 2.0 —

L

3 3495 100,0% $ 1283 100.0% $ 212 5 36.5 $ (33

The positive revenue variance of $21.2 million was due to strong performances in Latin America and AIME,
which were 77% and 27% ahead of plan, respectively. APAC was 94% of plan. All subsidiaries, except Singapore
andMalaysiaﬁnishedtheywatmdofplan(inlocalmmcy).ﬂwAPACregimlndamdnﬁnmposiﬁve
operations variance and & $15.3 million negative exchange variance. Latin America and AIME are not affected
by foreign exchange fluctuations as sales to these regions are US dollar denominated,
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Qo3-4
Bachange
Operations Rate
093-4 Q93-4Plan Viariance Variance Variance
APAC
Canada $ 3t3 31.6% $ 382 9% £ 6" $ 47 $ ()}
Australia 301 0.4 303 09 0.2) 26 (2.8)
New Zeatand 4.0 4.0 35 16 0.5 .5 -
Singapore 15 26 4.1 4.2 (1.5) (1.5) -
Malaysia 12 i2 L6 1.6 ©4) (0.4) -
69.2 9.8 77.7 792 {8.5) (1.5 5.0
LATIN AMERICA
Mexzico 105 106 47 41 58 53 -
Brazil 24 2.4 25 3 0.1y [CAY -
Argenting 22 22 1.4 L4 0.8 08 -
Venctuela 20 2.0 | ] 1.3 0.7 6.7 -
Chile 13 13 0.8 08 05 05 -
Colombia 1.3 1.3 0.7 0.7 0.6 06 ~
19.7 9.2 114 6.7 [X] £.3 ~
AIME
{srae] 07 07 11} D.& 0.1 0.1
Middle Bast 1.7 17 2.0 28 (03) (03) -
North Africn Torkey 1.3 13 14 14 (13} {0.1) -
South Africa 4.7 4.7 29 .0 1.3 18 -
Gresce 0.6 os 0.6 0.5 - - -
India 02 0.2 0.2 0.2 - - -
92 £.5 7.7 7.8 L3 1.5 ~
Redmond Dperations 0.9 0.9 1.3 1.3 G4) (04) —
§ 9.0 100.0 $ 083 100.0 $ 09 $ 59 $ 5.0

Net revenues were $0.9 million higher than plan. Latin America was 73% ahead of pian and AIME 19%. The
APAC region had a $3.5 million negative aperations variance, primarily due to Canada taking back 2 significant
amount of MS-DOS 6 Upgrade in June. APAC also had & $5.0 million negative exchange varizmce.

Channel Reporting
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Exchange
Opezalions Rate

Q834 Q933 Change Carige Change

HON
Canada $ 313 31.6% $ 359 3294 $ @4 s s 3 -
Ansiralia 30.1 304 213 23 38 X -
New Zaaland 40 40 18 3.0 12 12 -
Singapore 26 26 27 29 (0.1} ©.1} -
Malaysia 12 1.2 1.1 12 0.1 0.1 -
&2 9.8 63.8 6.2 3.4 5.4 -

LATIN AMERICA
Mezico 0.5 105 94 10.2 LI 11 -
Brazil 24 24 52 57 @ {28) -
Arpting 22 22 13 1.4 0.9 09 -
Venezodda 20 20 L3 1.4 07 0.7 -
Chile 13 13 07 0.7 0.6 06 -
Columbia 1.3 1.3 07 0.7 0.6 05 —
1.7 9.2 {86 20.1 1.3 Ll

AIME
Israet 07 07 08 10 0.2) (02) -
Middle Eagt L7 17 18 LY w.n on -
Noith Africa/Tarkey 13 13 L4 16 . 0.1 -
Sonth Africa 47 4.1 - 38 41 0.9 09 -
Gresce 0.6 0.6 0.5 0.6 0.1 0.1 -
India 9.2 02 0.4 0.5 0.2) {0.2) -
9.2 5 [¥] 9.5 0.5 0.6 —
Redrrond Opezations 0.9 0.9 0 LO .1 (¢l -
$ 9.0 1000 3 922 _100.0% [ 3 7.0 [ —~

Cosl Of Revenues
FY93

Consumer

Deskiop applications
Database and dev. tols
MS-DOS

Hardware

Other operating systems
Windows

Workgroup

Other

Product cost - grogs
Effect of adjustments

Product cost - pet

Revemue growth over the prior quarter was 7%, for the reg
primary cause of growth. Canada’s revenyes decreased by
June and Brazil's yevenues decreased by $2.8 million dve to Financial difficulties of
Em!mngemeshCalmdamdAﬂsuﬂiawmmmtiaﬂyﬂat
compares to an expense growth of 31% for the same period.

934 934 Plan_
Sales Weighted Weighted
Mix Cost Cost Mix Cost Cogt
51% 17.5% 0.5% 7.1% 1.9% 1.6%
455 122 56 47.1 1o 52
83 185 15 53 158 134
148 17.0 25 33 204 18
6.9 409 2.8 10.6 37.7 40
L9 20 02 4.1 63 03
146 231 34 )2 X 176 2.6
25 83 02 22 14 0.2
04 (119.5) (0.5) 02 239 -
100.0% 16.6% 120.0% 16.5%
x1.03 x101
17.0% 16.7%
————— e ]

Cost of revenues were 0.3 points over plan. This was primarily due
higher than planned sales for MS-DOS, offset by lower than plann

ions. The release of MS-DOS 6 Upgrade was the
$4.6 million due to remms of MS-DOS 6 Upgrade in
their largest distributor.
fuanter over quarter. The 7% revenue growih

10 higher than planned costs for Windows and

ed Hardware sales,

o0
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o834
Q534 ©93-4 Plan
Sales Weighted Sales Weighted
Mix Cost Cost Mix Cost Cast
Consumer 4.2% 154% 0.6% 6.9% 218% 1.5%
Deskiop applications 4.1 114 50 45.8 N} s.1
Database and dev. tools 64 19.5 12 53 159 08
MS-DOS 230 162 3.7 8.5 205 1.7
Hardware 54 450 24 102 313 39
Other operating systems 12 108 0.1 40 6.8 0.3
Windows 12.7 209 27 170 175 10
Workgroup 24 19 0.2 22 75 02
Other 0.6 215 0.1 0.2 129 -
Produet cost - gross 100.0% 16.0% 100.0% 16.5%
Effect of adjustments x1.06 2102
Product cost - net 17.0% 16.3%
o — -] e —
Cost of revenues were 0.2 points over plan. This was primazily due to higher than plarmed MS-DOS sajes offset
by lower than planned Hardware sates.
Operating Expenses (in millions}
FY33
Exchange
Net Operations Rate
Fyga FY93 Plan Variance Variance Variance
ooN
Canada 5 § 299 5 0.8 3 (1.0} $ 18
Anstralia 34.7 328 .9 4.9 1.0
New Zsaland 36 29 on 0.7 -
Singapore 36 47 Lt 11 -
Malaysa 11 1.5 0.4 04 -
721 718 [E) (5.1} 48
LATIN AMERICA
Mexico B8 70 .9 (1.8 -
Brazil 63 34 29 @29 -
Argentina 30 24 {0.6) 0.6 -
Venezuela 16 13 02 02 -
Chile 13 12 0.1 @ -
Columbia 1.1 09 0.2 0.2 -
234 16.7 (5.9) (5.4) —
AIME
Esrael 10 038 02 0.2
Middle Bast 28 27 {0.1) .1 -
Mozl Afica/Turkey 1.0 ] 03 D3 -
Sonth Africa 17 38 0.} D1 -
Creece 05 09 03 03 -
India 03 04 0.1 0.1 -
9.4 3.9 0.5 0.5 -
Redmond Operations 6.1 4.7 0.4 [ -
31097 $ 1031 S (65) s (11.4) 3 48
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EFY93
FY93 Plan Vanmce

Bad debt expensc % 5.0 s kX) 3 2.0)
Marketing 324 07 N
Professional fees 10 1.6 [FE}]
Payrolt and payroll texes 23.) 23,9 08 ¢
Product sipport services 1.4 11.2 0.2)
Murketing accreal - - -
Onber 4.3 3.7 (2.1)

3 109.7 $ 103.1 3 (6.6}

YTD operating expenses were $6.6 wmillion above

mid-year review, offset by & positive exchange
over plan due to an additional acerusal made in

over plan, Marketing expenses were $1.7 million over

and heavy reliance on outside services 10 avoid hiring additional heads,

plan, principally due to additional expenditures approved at
rate variance of $4.8 million. Bad debt expense was $2 million
Australia since they recently canceled their bad debt insurance, an
aocmalmadeh!lrazilwmverpnlenﬁallosscsfmnadism’butmhrnmwia!noublemﬂduemrcvmxesbeing
plan,bmwmg.3%ofmmuuoomparedmplmlof9.4%-
Professional fees were $1.4 million over plan due to implementation of TQM programs in Australia and Canada

Qa3-4
Exchange
Net Operations Rate
Q93.4 Q93-4 Plan Variance Variance Vasianoe
JCoN
Catjada $ 83 3 82 H (0.5} b ()] 3 0.7
Australia 123 9 {34 14.6) 1.2
New Zealand 13 I} 0.5) 0.5) -
Singspors 13 12 .0 o.n -
Malaysia 04 o4 - - -
4.1 193 (d.5) {6.5) 19
LATIN AMERICA
Mesjioo is [ %] Ln (LN -
Brazil a1 0.3 (2.3) 23) -
Afgentina L1 05 ©.5) {0.5) -
Venczuela 0.8 04 {02} (0.2} -
Chile 035 03 0.2) (0.2) -
Coluenbin 04 03 (0.1} 0.1 -
[¥] 4.2 5.0 5.0
AME
Lsraol 04 02 {0.2} ©0.2)
Middle Exst 10 0.8 ©.2) £0.2) -
North Africa/Tarkey 05 03 05 0.2
Sowth Africa 1.5 Lo ©35) 0.5 -
Greece 0.2 03 D1 0.1 -
Inctia 0.1 0.1 0.0 0.0 -
EX] 27 (10) m{Ey] -~
Redmond Operations 62 K] 43 43 -
[ KEX] 3 7.5 3 {6.3) 3 {8.2] 3 1.9
Q3.4
Q934 Plan Variance
Marketing b 3 127 3 86 3 4.n
Marketing accrusl (3.8 - 33
Bad debt eapense 25 09 .6}
Payroll & payroil 1azes 7.7 6.4 (1.3}
Product support zervices 35 29 (0.6)
Other 112 8.7 2.5)
5 338 5 215 3 (5.3)
32




MS-PCAIA2 000000192
CONFIDENTIAL

ICON FausmED Goops

Operating expenses were $6,3 million over plan for the quaries, primarily due to additional expenditures approved
al pid-year review. All regions were over plan. Marketing expenses were $4.1 million over plan, offset by the
reversal of the YTD marketing accrual of $3,8 million. Bad debt expense was over plan, primarily due o an
additional accruat made in Austratia since they recently canceled their bad deby insurance and an acerual made in
Brazil w cover potential losses from a distributor in financial trouble, Payroll was over plan by $1.3 million,
primarily due to aceruals for terminating a General Manager and for President's award in all subsidiaries except
Singapore and Malaysia.

Headcount . .
As & Percent of Total

Actual Man Variance Change Operating Channals

Jone 30, 1993 74 741 [EE]) 45 6% 10%
March 34, 1993 725 725 e 119 6 10
December 31,1992 606 662 56 n 5 ]
Seplember 30, 1992 534 628 " 70 4 7
June 30, 1992 464 43 rd )] 3 4 ]

Net revenues per headcount were $128,000 in Q93-4, versus $127,000 in (393-3.
Allocations

FY93

Allocations were $7.9 million lower than plan. Allocated expenses were lower than plan in al) aflocation
categories.

Q93-4

Allocations were $1.1 million lower than plan. Allocated expenses were higher then plan in most categories, but
this was offset by the reversal of $1.4 million for Double Byte R&D costs incorrectly charged in prior quaners.

Burdened Operating Income
FYa3

Burdened operating income was 27% higher than plan. This was the result of higher than planned revenues (522
million), and lower than planned allocations.

Qa3-4

Burdened operating income was 83% of plan, the only time this fiscal year that it was below plan. This resulted
almost entirely from operating expenses exceeding plan by 23%,

Quarterly Growth

Burdened operating income was 80% of the prior quarter as revenues increased only 7% vezsus expense growth of
31%.

Channel Reporting 9
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Fya3

Net FG revenues for the Far East region for FY93 were $155 miltion, $22 million greater than pian. ($15.4
miilion of this positive variance resulis from the actzal exchange rate of the Japanese Yen being stronger than the
budgeied rate, set at the beginning of FY93.) Cost of revemes was 27.7% of TEvERLES, in comparison with plan of
26.3% of revenues. Operating &xpenses were $9 million over plen and allocations were 33 millior over plan.
This resulted in a burdened operating income YTD of $5 miltion in comparison with a plan of $3 million.

NeiPGrc\rmneswemlﬁ%greamMplan,mmlﬁngﬁomsWsalesﬁmnﬂmlamnhofﬁnJapmm.ﬂﬂm
and Hangen versions of Windows 3.1 released in May 1993, Theough the end of Q93-3, net FG revenues were
2% lower than plan,

Win Excel and Win Word were the strangest seliing applications for the Far East region, with revenues from these
products representing 30% of the total FG revenues for FY93,

Q934

Ner revenues for Q934 for the Far East region were 60% greater than plan,

The localized versions of Windows 3.1 were released in May 1993. In Japan, Win 3.1 was the first retail version
of Windows released. Previously, the Japanesc version of Windows was marketed solely through the OEM
channel. MS is capimlizing on the Window phenomenon in the Far East For 934, FG revenues from
Windows wese $14 million, representing 23% of the wotal FG revenues for the quarter,

Cost of revenues was 29.5% in Q93-4 in comparison with plan of 26.3%, as 2 result of increased sales of Windows
with a relatively high cost of revennes and lower than planned prices for Win Excel and Win Word,

Operating experises were $1i million greater than plas, because of the foréign exchange variance of the Japanese
Yen and increased approved expenditures for the marketing of Window 3.1.

Allocations were $7 million greater than plan, BOIforQ93-4was$2mmiminmpm'ismwithp!ammdBOIof
$3 million.

Results of Operations (in millions)

FY9s Fr3Pma ~ Vasisce
Net reveoues S__ 155 _1060% 3 1M _1000% i n
Cost of mvetes 43 L% as 263% (8)
Oporating expense &0 38 5 3BI% &)
Allocations 47 30.3% 44 33.1% (3)
Burdened operating income $ S 3.2% 3 3 1.3% 3 2

Qo34 34 Plan 0933 Varisvce Change
Net mvemues 3 5l 100.0% 3 38 100.0% $§ 4 100.0% $§ 2 3 20
Cost of revenucs iz 29.5% 10 2639% 1 . 2%8% (8) o
Operaling expenic B I 12 us% [T "R 3 n o
Allocations 13 29.3% 11 2R.9%, 10 24.4% [¢/] (153

Burdened operating income 3 2 33% § 3 13.2% 3 & 14.6% H {3 $ 4)

Channel Reporting a5
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-2 oy Qa4 P> @3 Q) (4, A ]
Leading Products (Unis in thousands, revenues in millions}
FYes
FYs3 FY93 Pan Yasiance
Units Revs  $lhit Usits  Revs  $it Unis  Revs S/t
Win Bxcel S5 173 § a2 B ns 3§ s ans ¢cbh s 2t
Windows 1.1 150 118 %0 ns 103 8 n Y )
Win Bxced Upgrado 2 RO 85 2i 34 160 a0 85 14
Mac Exced EDIEN UY BV 1285 o @2n 2
Win Word L T T 3 152 2w 2n B iz
Prof C 19 T3 36 19 .62 32 1 [# ] 44
Wis Word Upgrads 7 &7 e ML 134 43 48 (8
PC Worls s 352 7] % B4 8 2 39 (18
Windows Manuals X4 42 15 74 kX ] 3 100 03 (4]
Win Offica S___ 3% 408 83 T, n
2l Afid, i
Percotage of net reveancs — o—- Y

Q93-4
Q34 Q934 Plaa Varisoce !

Unis BRoes Siink laoks  Revi SAlok lpiis  Ecvs Skt
Wi L4 8785 139 3 74 M3 42 8 T 1338 97 §
‘Win Excel 9 52 24 19 57 308 10 0.5 oD
Wio Ward 3 44 175 7 55 205 [ VI ¥ on
Mousc/Palnthorsh 36 34 54 - - - 36 34 o
Mac Exes] 13 2% 1w s i M) T o en
Visua! Busie Upgrade n 22 172 1 ol n 52 22 &%
M5-DOS GG WHasic Upgrade 50 112 43 -~ - - 50 22 43
Wim Word Upgrade 4 1h) 128 14 K 135 - 0.3 f411))
Prof C 4 L7 186 4 1.1 126 1 o5 &0
PC Works 15 1.7 114 3 2.6 110 o __ (03 4

3 402 3 242 3 16]

Perccatage of net revemics 66% 64%

Note: Figures in this table incinde altocaiions Srom bundled products.
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Q2 Q13 i4 P31 g 933 o

Remmesﬁ'omﬂwmwnpmduclsreprmwdﬁﬁ%ofmmmmfm@s4mdwmtlﬁ.lmilliongreaur
than plan, LocaﬁzedversimsofWindowsS.lwmlamdxedhhhylm. As a resalt, Windows had a positive

Quarterly Growth
G934 2533 Change
Windows 3.1 7% 139 § ™ 175 05 § 3 Ims 134 5 #
Win Excel 29 62 2 18 49 28 u 13 (54)
Win Word 25 44 175 n 2z 189 14 22 (14)
Mousc/Paintbrush 3% 34 54 ¢ 0.0 14 36 34 (200
Mac Excel 14 13 2% 10 a5 152 2 05 (103
Yisual Busic Upgrade 1 22 172 9 12 135 4 10 37
MS-DOSGWBaic Upgrade 50 22 43 3 0.1 40 & 21 4
Win Word Upgrade 4 LT 15 n LY 146 ® s 2
M3-DOSGWBasic L1} 17 M 13 6.7 5 £ L1 ¢
ProfC 4 1.7 6 ] 23 363 B__ Ly F
5 403 $ 192 5 211
Perceatage of nex revenues 56% 46%

Note: Figures in this table Include allocations from bundled prodscts,
Net revenues for Q934 increased by $25.1 million from Q%3-3, 'The Windows 3. contributed $13.4 million 1o
ﬂwilmae.duemmdumlmmchesinh‘[ay 1993, Also, Win Word resulted in $2.2 million higher revenue from
the prior quarter. ‘The Mouse/Paintbrush bundle contributed $3.4 million to the increase,

Bundied Products {units In thousands, revenues in millions)

FYyo3

FYy FY93 Plan Yatiaace
lhis  Rovs $Alnks Usin Rey Sk Lisis Rew 3Ainjt
Win Office 33 35 § 405 I3 05 s 2 7% 33 8 32
MouseWindows n 28 121 0 7 - s 0 o3 12
Win L1MS-DOS n 12 k] /] - - DY 22 3 M4
Other 0 kI - 0 1.0 0SS 20 -

$ 1S 5 42 3 74

T [ ]

Femcotage of et revesues % %

Note: A unit is ¢ bundic in thit section’s tables.

Bundled products were $7.4 milfion higher than plan YTD, This results from betier than planned safes from
Windows 3.1 bundles and from Win Office. Bundied products represented 7% of net revenues for the channel.
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Q93-4
Q934 Q934 Plen Variance
Mouwse/Wig 359 5 43 3 114 25 & 10 & - 263 5§ 32 % 119
Win 3.1/MS-DOS n9 2 o4 - - - 29 22 o4
Otber -t - -__.06 - -2 -
3 90 $ 1s 3 74
Ay L - — " E .

Note: & unit is a bundle in thit zection’s tables,

Bundled products for Q934 were $7.4 million greater than phan, as a result of the bundled products of localized
versions of Windows 3.1. Revenues from other bundled products were primarily Win Office.

Quarterly Growth
Q94 Qe3-3 Chunge
lois Bew  SUpk Unis Revs $Ainy Lioks Bews  SAlis
Mowse/Windows M9 5 43 8 I 04 § 60 3 W7 B5 5 42 8§ 2
Win 1./MS-DOS Bandle 229 22 94 - - - 2% 22 ™
Other - 26 - - 0.7 - - 1.8 -
[T 3 o) 5 &2
——C—
Peroeatage of art revegyes L5% 2%

Note: A vnit is a bundie in this section’s @hies,
Revenues from bundled products increased $8.2 million in Q934 over the previous quarter. Bundled products
tepresented 15% of the FG revenues in Q93-4. Revenues from other bundled products in Q934 were primarily
Win Office,

Business Unil Revenues (in milions) '

FY93
FYg3

X9 — Pl wYariapoe
Comsumer 3 102 3 123 -1 £2.2)
Desktop Applications e 628 8.2
DB & Dev Took 210 2.3 4.7
MS-DOS 80 29 50
Hardware 18 71 0
Oriser Operating Systems 43 54 (.
Windows 6.2 0.5 58
Workgrmuop 04 - 04
Adjostueats L1L 9.0 02
Nel revemues 5 1598 $ 154 b 215

Net FG revenues were greater than plan for FY93, For FYD3, there was a positive variance of $5.8 million from
Windows in spite of the delay in the release of localized versions of Windows 1.1, Desktop Applications had a
positive variance of $8.2 million. Database and Development Tools products also had a positive variance of $4.7
million.
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as3-4
i Q934
934 Plan Q93-3 Variance Charge
Conmmer H 32 $ 19 11 22 5 w©.n 3 1.}
Deskiop Applications 200 174 ns 26 24
DB & Dev Tools 39 53 9.9 16 (LM
MS-DOS d4 07 1.1 38 33
Hardware, 53 22 09 3.0 44
Other Operaling Systema 11 i5 1.3 04) 0.2)
Windows 174 66 35 109 139
Wockgreop ol - ol 01 00
Adjustments - 0.2 - - -
Net revenues 3 60.6 $ 373 ] 41.5 $ 129 $ 194

Net revenues for Q93-4 were $22.9 million above plan.  510.9 million of the variance was Windows and $2.6
million was Desktop Applications, primarily Win Excel and Win Word. Daabase and Development Tools
products were 67% higher than plan, primarily from Professional C. MS-DOS was $3.6 million greater than plan,
primarily from increased sales resulting from recent government zctions in Taiwan and Korea enforcing piracy
laws.

Quarterly Growth

Net revenues increased $19.1 million from Q93-3. A majority of this increase related 0 Windows and Windows
bundles. Net revenues from Desktop Applications in Q934 were less than the previous quarter as a result of
increased revenues in Q93-3 from marketing campaigns in MS Japan to their registered users. The decrease in
revenues in DB & Dev Tools was due to the release of Kanji Professional C in Q93-3,

Applications Revenue by Repont Level (in milions)

Fya3
FY93 .
FY93 Plan Vagiance
Standard s 695 3 838 $ (13.4)
Upgrade 313 127 186
Other 138 0.1 17
License 59 0.9 50
Applcations revenpes 3 1086 $ 976 5 1L0

Sales of license products exceeded plan Y'TD by $5.0 million, 2s a result of a MLP campaign targeted 10 business
accounts, which was lammched in Q93-3 in Japan. Upgrade revenues were 518.6 million in excess of plan from
sales from marketing campaigns 1o the registered users of MS Japan.

093-3
14

Qo34 Pan Q93-3 Vaziance Change
Standand $ 210 s B 3$ 284 s 2.0 $ 74
Upgrades 82 a3 4.4 49 38
Other o7 LK 18] 07 0.6
License 5 03 2.0 22 0.5
Applications revenues 3 324 s 26.7 $ 34.3 $ 5.7 S (2.4)

The 3$5.1 million positive variance for Applications revenues resulted from higher than planned sales of upgrade
sales to registered users. Licensed Applications represented only 7% of total Application revennes.
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Quarterly Growth

Application revenues decreased by $3.0 million in Q934 from the previous quarter, primarily as a result of the
special campaigns initiated in Q93-3.

Met Hevenues (in millions)

FyYa3
) Exchanpe
Net Opersions Rate

Fyos FY93 Plan Vaziancs Varjance Variance

Japan 5 1232 .6% 31055 79.0% $ 177 $ 29 $ 48
Kogea 97 6.3 100 75 o3 1) 03
Taiwan 127 82 1.1 B3 16 0.8 0.5
Hong Kong v3 60 7.5 5.2 18 18 -
Redmond Q) _ @y ©.5 (0.4) 0.4 0.4 -

1548  100.0% $ 1336 99.6% § 212 3 53 $ 154

The positive revenue variance of $21.2 million was due to foreign exchange rate variances of $15.4 million and

operations variances of $5.8 million. The planned exchange rate for the Japanese Yen was 133 Yen for each US
Dollar. The US $ was hit with 2 Post WW II low of approximately 104 Yen during (93.4.

Q93-4
Exchange
Operationis Rate

093-4 93-4 Plan Varignce Vanance Variance

fapan $ 43 THO% P 7 T42% § 134 3 10.0 5 3.4
Korea 43 7.8% 7 7.1% 21 21 -

Taswan 4.9 T79% is 92% 14 LI +3
Hong Kong 3.4 55% 26 63% 0.8 0.9 @©.1)
Redmond 0.5 0.8% {0.5) (% 1.0 0.2) 1.2

§ 517 100.0% 5 380 1000% 3 2317 3 12.9 ] 9.8

The Q934 positive revenue varisamce was $23.7 million, Japan incurred a positive operations variance for Q934
of $10.0 million and a positive exchange rate variance of $8.4 million. Korea had a positive operations variance
principally from the sale of increased units of Windows 3.1 and MS-DOS.

Quarterly Growth
Ret Operations Rate
Q-4 Q93-3 Change —Crgs _Chango
Japan 5 481 73.0% 5 347 8347 $ 134 5 £3 5 51
Korea 4.8 7.8 20 43 28 28 -
Taiwan 4.9 7.9 2.7 £5 22 20 0.2
Hong Kong 34 55 FA | 5.0 1.3 1.3 -
Redmond 0.5 0.8 0.1 0.2 .4 04 -

§ 617 100.0% $ 415 100.0%: § 20.1 $ 14.8 $ 53

Revenue for Q93-4 increased $20.1 milkion in comparison with Q93-3, This increase was attributable to a 24%
volume mcrease for Japan and a positive foreign exchange rate variance.
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Cost Of Revenues
Q34 Q93-4 Plan
Sajts Weighted Sales Weighted
Mg Cog Cos Mix Lod Cot
Consamet $3%  156% 08 103%  204%  21%
Dezkiop Applications 33.1% 151%  50% 46.1% 1383% 4%
DR & Dev Tools 4% MI% 1% 14.0% 172%  24%
MS-DOS 73%  355%  L6% 21%  193% 0%
Haréwarc TR BIR 42% 0%  519% L1%
Other Operating Systems 18%  35I%  046% 9%  70% LI%
Windows 7%  BI% 84% 174%  319%  56%
Wotkgroop 02% 0% - LO%  200% -
Other 02% 0.1% 2% 64T DI%
Product cost - gross 100.0% A% 100.0% 6%
Effect of adjustments 11,24 123
Product cost - net 29.5% 26.3%

Gross produc cosis were 2.2% lower than plan. This is principally 2 result from changes in the product mix from
plan. In Q93-4, revenues from Windows were 28.7% of net K3 revermes in comparison with plan of 17.4%. The
plantied cost of Windows as & percentage of revemues was 31.9%. The increased sales from Windows has

increased the average gross product costs as a percentage of revenues by 2.8%.

Operating Expensasg {in miflons)
Fyoa
Net Operations Rae
FY93 FY93 Plan Vagiance Vadance Variance
Jepan 50.1 40.7 .4 3.4 ((3:))
Korea 26 il 0.5 05 0.0
Teiwan 4 14 - 02 02
Hong Keng 16 2.2 o4 049 -
Redmond Opertions 17 1.3 0.6 0.4 -
$ 604 § 507 $ &7 $ 3.5 $ 62}
FYes
FY 93 Plan Yarance
Marketing 5 27.5 s 20.5 § 7.0
Product support services 10.4 9.7 w.n
Payroll and payroll taxes 2.1 86 0.6)
Building and grounds distefbator 4.1 44 03
Travel and enterisinmen 232 1.7 ©.4
Other 7.3 5.8 13
S 64 S w7 T"—'_(ﬁ;'

FY93 operaiing expenses were $9.7 million greater than plan, $6.2 million of this negative variance was from
foreign exchange rate variances and $3.5 million from operations. The increased marketing expenditures were
approved as a result of the Windows 3.1 launches in Q93-4.

Charnel Reporting
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Q93-4
Exchange
Net Operations - Rate
0934 Q934 Plan Yagance Variance Variance
Japan 19.6 9.3 (105) ., i3.5)
Korea 03 0.8 o.n 0.1} 00
Taiwan LD 0.9 {0.2) ©.1) .1
Hong Eong 09 0.6 ©3) 0.5 0.2
Redmond Opecatians 0.3 0.3 0.5 -
3 213 [ 11.7 § qaLn $ ((-g:% [] (3.4
Q934
Q534 Plan Variapes
Mwketing $ 12.2 3 4.1 3 (8.1)
Product soppost services 34 25 1K)}
Paymll aad payroll taxea 7 3 (0.5}
Buikdiing and ground distribution 13 0.3 0.4)
Travel aad enlertainmem 0.9 e {0.4)
Other 28 1.5 (14)

3 23.3 3 11.7 $ (1.5

Operating expenses were $10.7 million above plan for (93-4, principally as a resuit of $8.1 million higher than
planned expenses, principally in Japar. In addition, there was a $2.6 million negative variance from foreign
exchange in Q934

Headcount
As a Percent of Total
Actoal Plan Variznce Change Operating Channels

Juse 30, 1993 434 355 (79) &7 3% 3%
March 31, 1993 367 332 35 15 3 5
December 31, 1982 352 5 ()] 17 3 3
Sepiember 30, 19972 335 327 8) 5 3 5
June 30, 1992 330 287 {43) 26 3 5

Allocations

FY93

Allocations wese $3 million greater than plan. The primary factor was higher than expected research and
development expenses. The actual R & D expenses were $41 million in comparison with pian of $37 million,

Other allocations were $1.7 million less than plan,
Burdened Operating Incoma

FY$3

BMMWM:MS,MHMMpmwnmmm This was largely due to greater than
planncd revenues and positive foreign exchange rats variances.

Burdmwdopemﬁngincmofsznﬁllimwnslesslhmﬂacplanof!iSmﬂ!imfch‘)B-li. This variance was the

result of higher than planned cost of revenues (53 million) and higher then planned operating expenses ($11
mitlion).
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Quarterly Growth

Burdened operating income for Q93-4 was $4 million Jower than Q93-3, Operating income of $20 million for
Q93-4 compared positively with operating income of $16 million for Q93-3. This was largely the result of $20
million higher revenues in Q93-4.
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FY83

Net revenues equaled plan as the successes of Office, MS-DOS 6 Upgrade, and Access were offset by below plan
periommances of Windows for Workgroups, stand-alone versions of Office bundle component products, Win Font
Pack, Window Printer Systems, and Mouse, and the slippage of Windows NT, Mac Fox Pro, PC Flight Simulator,
Win 3.1 CD, and Win Scenes.

Q934
Net reverucs were 106% of plan, and 132% of Q93-3. The increase over plan was primarily due 10 the continued
success of MS-DOS 6 Upgrade and Office, but was partially offset by below plan revenves of stand-alone Office

bundle componeni products, below plan sales of Windows 3.1, product remms of Windows for Workgroups, and
new product slippage’s in Windows NT mnd Mac Fox Pro.

Win Office (all SKUs) revenues reached $67 miilion, the fourth consecutive quarierly record, following the
release of version 3.0 in Q93-1. The competitive epgrade, lmmched during Q93-3, contributed $9 million while
Win Office Professional (Office plus Access 1.1), launched in June, contributed $3 million in unplanned revennes.
Other product releases included Visual Basic 3.0 (exceeded plan by 36 million) and the Carcera Mouse (exceeded
plan by $2 million).

The MS Select program began in late March and has grown to 87 customers entering into agreements in the U.S.
by the end of the quarter, vp from twenty customers at the end of the previous guarter. Coinciding with the
release of MS-DOS 6 Upgrade, the Upgrade Your World Campaign ran from April 1 10 May 31, The product
shipments for the Upgrade Your World program occurred in March, with increased sell-through of Office,
Windows 3.1 Upgrade, and MS-DOS 6 occmring in Q93-4. The Extended License Agreement (XLA) Program
was discontinued at the end of Q93-2. This quarter 38,091 licenses were granted to corporate customers in
accordance with previous agreements, raising year-to-date XL A Hicense grants to 223,855,

Results of Operations (in millons)

Yol FY93 Pian Vwisacs
Net revenucs $ 1194 100.0% 3 119  100.0% 3 -
Cod of reveounes 255 214 55 114 —
Operating expense 451 378 482 0.4 k]|
Allocationy 196 16.4 234 17.8 18
Bardened eperating income 5 24.4% 5 243 20.4% § 49

Q934 Q934 Plan 0833 Varianos Change
Net revenuce 3 35 100.0% § 332 _100.0% 3 268 1000% 5 $ 85
Cost of revenioes Ti 0.1 70 212 67 250 n ®)
Operating expenss I X 112 913 133 492 15 16
Allecations 58 163 55 16.3 43 17.8 (3) {10)
Bordeged operating income. $ 127 35.1% 3 [E] 28. 7% 3 20 T A% s 12 3 107
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nenmnnes: Py dcrusd r

@13 o4 -1 Q932 QM3 QB4
Leading Products (units in thousands, revenues In milions)
FY83
FY33 FY93 Pan Variagcr
Wio Word 871 $1i5% s$1712 653 $119 $183 2B § 11 3B
Win Excel 844 141 169 613 122 199 231 21 (29
MS-DDS 6.0 2,855 118 41 933 54 55 1,873 64 (14}
Mouse 1,196 94 78 1,221 105 BG (25) (12) (8)
Windows 3.1 1,538 85 55 1,490 87 59 48 ()] €3]
Mac Word 509 58 ito 417 57 137 92 {1 [e2)]
Mac Excel 3z 4“4 133 245 48 157 83 [W3] {64)
Wiz Project 126 43 3 73 28 8 5 15 34
Win Word Upg* 355 ki 109 598 58 97 243} (19) 12
Win Access 442 33 85 | B 120 I 29 (34)
$ 508 $ ¥ 1721

Percentage of et revenues 55% 5%
*Excludes Maintenance.

Note: Figures in this table include allocations from Seinclled products, and unit; distributed under S1A agreements.

Leading Product revenues exceeded plan by 18%, primarily due to the success of MS-DOS & Upgrade, Office, and
Access. A $259 million favorable volume (licensed users) variance was partially offset by a $138 million
unfavorable price variance. The unfavorable price variance was the result of a greater than planned mix of high
discount Special Agreements, and 223,855 XL A Licenses granted to corporate customers. Exchuding the impsact of
XLA, Sfumit for Win Word, Win Excel, Mac Word, and Mac Bxcel wers $179, 3176, $113, and $139,
respectively,

Win Word revenues exceeded plan by 26%, including $35 million in above plan reverues contributed by Win
Office. WinWordUpgmderevmmnsmSB%beIowplanmmmilyduewmemiItwOﬂioepmducL Win
Em:lmvmneswm17%aboveplan,asarcsultof$34nﬂliminabowplanmenuesﬂumWinOfﬁcesales.
Bxc!udhgmeal}omim&omOff‘wcsa!es,WinExcelslmdmﬂprodncthHmiﬂimbelowplan. A shift in
lllcplmnedmixﬁunWinExcolmdardmnducttoWinEmci'aallncatimfrwnWinOﬂ’ioedmveShmitbelow
plan.
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Q93-4
Q93-4 93-4 Plan Variance
MS5-DOS & 1967 $81 § 41 270 315 § 4 1,697 % €7 5(13)
Win Bacel 261 46 176 157 13 199. 9% 13 ()
Win Word 259 45 172 181 33 183 78 11 (11}
Windows 3.1 505 31 60 M7 20 58 158 10 2
Mouse x> S B ] 2 24 B 55 1 a
Win Project 40 4 380 17 6 37k 3 g an
Mac Word 157 14 9 103 14 138 54 0 (45
Mac Excel 86 1 134 67 11w 19 @ (6%
Win Powerpoiat 165 11 66 96 10 106 70 i {40}
Win Excel Upg* 91 i 112 164 12 113 (13)__ 2 O
$28% $ 180 3168
T E —— -4
Percentage of net revenues 2% 4%
*Exyludes Mairdenance.

Note: Figurea in this table inglude allovafions from bundled products, and units distribsited ander XIA ag!

' Ward
£ Bl
B Windens
Moy
18 Othar

Q923 Q92-4 Q%31 -2 Q953 Q-4

Leading Product revenues were 61% ahead of plan as a result of the continned success of M5-DOS 6 Upgrade, the
Office bundle, and Windows 3.1. Owverall, a $164 million favorable volume (licensed users) variance was
partially offset by a $57 million unfavorable price ($Amit) variance. The unfavorabk price variance resuited from
the discounted Special Agreements and XLA licenses granied to corporate cusiomers. Excluding the impact of
XLA, $/unit for Win Word, Win Excel, Mac Word, and Mac Excel were $175, $180, $95, and $138, respectively.

MS-DOS 6 Upgrade launched near the end of last quaster with sales of $81 million in Q93-4 versus a plan of 515
milion. Win Word standard product revennes were 35% above plan. Excluding the allocation from bundled
products, standard product was $2 million betow plan, offset by Office’s contribution of $14 million in above plan
fevenues.

Win Excel standand product revenues exceeded plan by 39%. Revemues aitributed to Win Excel from the Win
Office bundie were $13 million above plan, while Win Excel exclasive of its allocation from Win Office was $1
million below plan. Excluding XLA and Maintenance licenses, $funit for new standard users totaled $180, $1%
below plan. Upgrade revenues were 32 million {13%) below plan, while $/unit nearly equaled plan of $113.

Win Project revenues continued to be strong and were 129% ahead of plan following the release of version 3.0 in
the first quarter.
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Quarterly Growih
Q934 393-3 Change
MS-DOS 6 1567 § 81 3§ 41 8BE 3 37 § 41 1078 § 4 3 ..
Win Excel 261 446 176 1M 31 17 51 15 M
Win Watd 259 45 143 25 175 nz 19 (L))
Windows 3.1 505 31 50 327 1% 58 178 12 3
Mouse 339 pL 72 199 14 69 140 n 3
Win Project 40 14 360 28 10 kL)) 12 4 4
Mas Word 157 14 92 ) LI 1171 1 & n
Mac Bxes) 86 1 134 60 £ 340 26 3 m
Win Powerpoint 165 il 1] 109 7 65 5 4 Q
Win Bxcel Upg* 91 10 i12 ic8 13 118 7 £2) [43]
5288 $172 3117
E— —— E— 3 T
Percentage of net revenues 52% 4%
*Excludes Maintenance.

Noiz: Figures in thiy table include allocations from bundled prodicts, and units dirtributed wnder XTA agreameis,

Iudingmrevenuesmseﬁ'l%aboveQQS-Z!pﬁmmi:yduetod:elamchofMS—DOS6.continmdstrengthof
Win Word, and above plan sales of Win Bxcel. Sales of the Office burdle accounted for 54% of the increase in
Win Word and Win Excel revenues. Despite a continued shift in hardware revenues

toward the OEM channel,

meuse revenues exceeded prior quarter revenves primarily due 1o the saccessful lapnch of the Carrera Mouse.
Bundled Products (uniis in thousands, revenues in miliions})
FYea
FY93 FY93 Plan Variance
Win Office 463 $171 $ 370 47 3 93 5375 26 § 9 8 (%
Win Office Upg 84 27 320 - - - 84 n 320
Mac Office 132 49 37N 89 M s 43 15 (10)
Win/Mouse 208 35 121 384 47 £24 (88 an 3
$ 283 3174 $ 10
e ] e ]
Percentage of net jevenues 4% 15%
Exciudes Maintenance, inclides units disiributed under XLA agreements.
Noie: A unif ix o bsndle in the bundied producss wabies.
G534
093-4 93-4 Plan Variance 3
Win Cffice 133 § 55 $394 67 § 25 3375 71 33 3 v
Win Office Upg 27 b % | - - - 27 9 343
Mac Office 41 16 %0 24 9 381! 17 7 9
WinMouse 54 7 122 BS 11 124 (32) (L) ¥4}
$ 87 3 45 3 42
L -4 L ] L -
Percentage of net revennes 24% 14%
Excludes Mainenance, inclad wnits distribuied under XLA agreements.

Note: A unit is ¢ bundle in the bundled products ables,

Sales of Win Office continued to be sirong exceeding plan by 85% for the year and 116% for the guarter,

following the 64% above plan performance in Q93-3 and the release of version 3.0 in (193-1, Win Office Upgrade
generated 527 million in unplanned revenues through a competitive upgrade promotion launched in February.
Mac Office revenues findshed the year 45% above plan, following an 11% above plan performance in the prior
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quarter and the October release of version 3.0. Win/Mouse Bundle ravenues were below plan as the shift in sajes
of operaling systems and hardwarse continued toward the OEM channel.

Guarterly Growth
Q934 Q933 Chasge
Unis Revs $Akit Unite Bevy $/Unic Uiz  Revs $Ung
Win Office 138 § 55 33 4 5 36 $3I17 4 519 217
Win Office: Upg 7 9 M3 57 13 309 oy ®m M
Mac Office 41 16 300 n 10 375 H 6 18
Win/Mouwso 54 7 122 51 5 119 3 2 3
S 07 5 69 $ 13
e E — 3
Percentage of net revenues 25% 26%

Exclides Maintenance, inciudes snity distribused under XLA agresments.
Note: A unit iv @ bundie in the buanclled products toblas,

The increased penetration of the Windows platform combined with the attractiveness of the Office undle as an
economical means of obtaining a full suite of Windows applications, pushed Win Office reverues 50% above the

prior quarter. Win Office Upgrade unit volume decreased, reflecting channel filling shipments in the prior
quarter.

Business Unil Revenues (Iin millions)

FYe3
FY93

FY%3 Plan Variance
Consumer 3 65 1 R 3 8)
Desktop Applications &4t 578 63
DB & Dev Tools 142 13 1
MS-DOS 144 VL) n
Hardwere 98 m an
Other Opesating Systems 26 27 m
Windows 126 240 (114)
Workgroup 33 33 -
Adjostments (81 72) 9)
Net revenoes 3 1,194 $ 1,194 3 ~

Total Applications revenues were 108% of plan, represeating §9% of FY93 gross revenues. Desktop Applications
revenuss were 111% of plan due lo the success of Win Office, which contributed $108 million in above plan
revemues for standard product, upgrade, and the new Office Professional, and Mag: Office, which congibuted $15
miltion in above plan revenves. This was partially offset by below plan sales of stand-alone versions of Office
component products (standard and upgrade): Win Word ($3 million), Win Excel ($31 million), Mac Excel ($16
mitlion), and Win PowerPoint ($11 million, standard product only).

Database and Development Tools revenues were 3% ahead of plan. Access revenues for standard product and
compelitive upgrade exceeded budget by $34 million bwt were largely offset by below plan performances of
standard product and upgrades of all environments of Fox Pro (totating $29 miltion below pan) and PC Pro C {$9
million below plan).

MS-DOS revenues were 97% above plan. MS-DOS 6 Upgrade shipped in mid-March and provided $118 miliion
of revenue in FY93. MS-DOS 5 Upgrade exceeded budget by $4 million.

Windows' Business Unit revenues were 53% of plan due 1o a $45 million sales vamance of Windows for
Workgroups. Slower than planned sales of Font Pack, Printer Systems, and Windows 3.1 Upgrade produced
below plan variances of $19 miltion, $16 million, and $10 million, respectively. The delay of Windows NT and
Win 3.1 CD caused $12 million and $9 million in revenue variances, 1espectively.
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Hardware revenues fell 12% short of plan due 1o below plan sales of the Paintbrush/Mouse, Win/Mouse bundle,
and Win Sound System and the shift of Mouse to the OEM channei, These decreases were partially offset by $13
milion in above plan sales of Naked Mouse,

As a percentage of gross revemues, actual rebates (6.2%) were above plan (53%). Rebates were accrued
conservatively based on the assumption that all LVRs and GLVRs would reach "Grand Slam” rdate levels by
meeting certain sales volume requirements. "Grand Slam” rebates totaled $4.5 million during FY93 versus a
budget of $2.3 million. Withowt this $2.2 million variance, actual rebates would have been 6.0% of £ross
revenues. The remaining 0.2% variance represents a shift of sales from Distributors to LVR's, who rsceive a
higher rebate rate,

Qa93-4
Q4

Q934 Pian Q53-3 Variance Change
Consumer H 12 $ 0 $ 12 H (&) 5 -
Desktop Applications 183 155 132 28 5t
DB & Dev Tools k! 3 k7] 53 1) an
MS-DOS 82 15 42 17 40
Hardware 15 27 14 @ 1
Cther Operating Systems 5 7 5 (v, -
Windowa 35 83 n {46) 13
Warkgroup 9 10 6 41 3
Adjugtments (33) 20} {18) (14 (16)
Net r=venues $ 353 5 332 5 268 5 21 $ BS

Total Applications revenues were 8% better than plan, representing 62% of Q934 gross revemues. Deskiop
Applications revenuves were 118% of plan dus to above plan revenues generated by the continned success of Win
Office {341 million above plan for 2l SKUs), Mac Office ($7 million above plan), and Win Project (38 miilion).
These variances were panially offset by below pian sales of stand-alone standard and upgrade product of Win
Word (314 million), Mac Excel ($8 million), and Win Excel ($6 million).

DarahasemdDevelopmanToolsrevmuesme%ofpm Acoesssalesslowedmﬁmﬂﬁmbeiowplmfw
standardpmductmdupgmdcs.asﬁpinMacFouhnpmduwdaS?nﬁmmmmuevaﬁance.mﬂbeMme
sales of PC Pro C generated a $3 million revenue shontfall. These variances were mostly offset by above plan
performance of Win Visua! Basic Pro (36 million), Win Visual C++ {$S million), and Win Fox Pro ($2 million).

MS-DOS revenues were 565% of plan, MS-DOS 6 Upgrade shipped in mid-March and provided $81 million of
revenue in Q934 versus a plan of $15 million

Windows Busincss Unit revenues were 43% of plan doc to a below plan sales variance of Windows for
Workgroups ($33 million), Windows NT being late ($12 million), and slower than planned sales of Win Font Pack
(35 million) and Win Printer Systems ($4 million). Below Plan sales were partially offset by above plan revenues
of Windows 3.1 ($10 million).

Hardware revenues were 91% of plan due to revenue shortfalls of Mouse/Paintbrush, Ballpoint Mouse, and Win
Sound System. These variances wene largely offset by above plan revenues of Naked Mouse (39 million)
following the release of the Carrera mouse in April.

Quarterly Growth .

Gross revenues increased 36% from Q93-3, primarily due o a 95% increase in the MS-DOS Business Unit, a 73%
increase in the Hardware Business Unit, and a 39% increase in the Deskiop Applications Business Unit. MS-DQS
BU revemues increased due 1o a sharp sales increase in MS-DOS 6 Upgrade. The Hardware BU incresse was
atiributable to the introduction of the Caarera Mouse. The Desktop Applications revenues increases resulted from
higher sales of Office, Win Word, Win Excel, and Win Project. The Windows BU revenues increased $13 milkion
due to increased sales of Windows 3.1 standard product and upgrade. The Database and Development Tools BU
posted a $17 million decline due 10 reduction in Access sales.
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Appilications Revenue by Environment {in mllons)

Fys3
Y93
FY93 Plan Variance
Windows $ 610 $  5m - T i)
M 17¢ 173 6
‘ MS$-DOS 89 129 (40)
OS/2 and Othes 3 5 {2

Applicationsrevenes 3 281 b 815 3 66

Windows applications were 20% ahead of plan and accounted for 59% of applications and 48% of gross revenue
(versus plan of 62% and 40%, respectively) as the tesult of strong sales of standard product and upgrades of
Office, Access, Visual Basic Pro, and Project. Thmvmimmwwmpnﬁaﬂyoﬁmhybdowplmpufmceof
standard product and upgrades of Excel and Word and PowerPoint standard product, MS-DOS applications fell
31% below plan due tosllmfallsmmluo{Foxi’m.PmC,Wmd,mdMaﬂCﬁmLmdﬂledelay of Flight
Simulator, The delay of Mac Fox Pro accoumts for the Mac variance.

Q93-4
934
0934 Plan 0933 Variance Change
Windows 3 178 3 140 $ 157 3 38 s 21
Mac 43 48 29 (5) 14
MS-DOS 19 3 17 (12) z
O3/2 and Other - 3 -- 3 -

Applications revenues § 240 $ pee; 3 203 3 18 3 17

Windows applications revenwes surpassed plan by 27% due to the continued success of Office and above plan
sales of Project and Visual Basic products. Parially offseiting variances in Windows included Word, Excel,
Access, and PowerPoint. Mac applications revenues were 11% below plan due to shortfalls in Excel and Fox Pro,
and panially offset by Office revenuss, which were $7 million above Plan. Revenuves of MS-DOS applications

were 39% below budget due to the delay in PC Flight Sininlator ($4 million), and a decline in sales of Mail Client
and Pro C. .

Quarterly Growth

The continued success of Win Office and increases in Waord, Excel, and Project accounted for the majority of
increased Windows Application sales, offsst by decreases in Access and Office Upgrade revenues. Mac
Application sales incrcasedduelolﬁgheralesinﬂfﬁua.‘w«d, Works, and Bxcel.

Applications Revenue by Report Level {In miliong)

FYg3
FYm

FY93 Plan Variance
Standard $ 548 $ 54 $ 7
Upgrades 178 178 -
Academic 40 3} [
Licen B3 50 i3
Maintenance 19 9 10
Onher 13 3 10
Applications mevenues 3 B81 $ B15 3 5]
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The releases of Win and Mac Office 3.0, Access, Win Proiect 3.0 and Win Visual Basic Pro drove standard

product revenves 1% above plan for FY93. Sales of these products accounted for 50% of standard application

product sales, but were mostly offset by below plan sales of Fox Pro (all environments), Word (all environments),

Win and Mac Excel, PowerPoint (all environments), and PC Mail Client. License (right to copy) revenues were

63% above plan due 10 strong sales of Win and Mac Office, PC Mail Client, Win Word, and Win Project licenses, '
These variances were partially offset by below plan sales of Win Excel and PC Fox Pro. Maintenance revenues

were 102% above plan due to above plan performance of Win and Mac Office, Win Excel, and Win PowerPoint.

Qo3~4
Q534
Q-4 Pian __ma Varimoe Chmge
Standard $ 149 $ 153 $ 125 s 1] 4 4
Upgrades 45 43 48 2 Fe))
Academic 10 9 5 1 5
Licenss 21 4 1% 13 ¢
Muinisnance [ 3 5 3 H
Other 3 - 2 3 1
Applicalions revermes 3 240 $ 22 $ 20 3 13 37

Standard product revenues were below plan as strong sales of Win and Mac Office, Win Visual Basic Pro, snd
Win Project were more than offsct by below plan sales of Fox Pro (all environments), Mac Excel, Win Word, PC
Mail Client, Mac Word, and Mac Excel, and the delay of PC Flight Simulator. Unplanned sales of the Win Office
Upgrade contrituted 39 million ko upgrade revenues, that was mostly offset by below plan sales of Win Word,
Win Excel, and Mac Excel. Strong sales of Win Office ($7 million above plan), and above plan performances of
Win Word (32 miltion), Mac Office ($1 million), and Win Project {$1 million), drove License revenues (o exceed
plan by 90%. In relation to plan, the actual unit mix shified from standard single License user product to license
and maintenance SKUs, lowering the average $/unit. This shift resulied primaily from above plannsd enit license
sales of PC Mail Client and maintenance of Win Word, PC Mail Client, Win Office, and Win Schedule +.

Quarterly Growth

Increased Win Office sales, as weli as increases in sales of Win Excel, all environments of Word, and Win Project
drove (93-4 standard product revenues 20% above Q93-3 levels, despite declining Access revenues. Sales of
Win Office, Excel, and Word accounted for the majority of the increase in license revenues, Increased sales of
Win Word and Mac Works drove a 90% increase in Academic product sales.
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Customer Classification Revenues (in millions}
34 Q933
Sales  Percesd  Discount Saler  Percemt  Distoumt Growth
Resellers
Distributors $m 4% 53% $121 42% 4% Nn%
Major Chains 7] 19% 0 £9 214% a %
LVR's 7 18% # 38 13% 41 8B%
Franchisors 13 5% 46 15 5% 44 0%
Gov't Reseliers 4 1% 47 4 29% 46 C(10%)
Magp Merchandisers 3 1% 67 3 1% 5 10%
Hducation Rasellers ] 0% 54 0 0% 60 (4%)
Total Resellers 340 8% 50% 25 28% 43% 36%
VAR's/Solution Providers
Gov't Integrators 4 1% §7%; 3 1% 6E% 2%
VAR's/Selution Providers 1 0% 39 1 0% 44 {6%)
Total VAR s/Solution Providers 5 1% 5% 4 1% 4% 12%
Direct
Corpetale Accounts 24 % % 13 5% 69% 2%
End Users 10 % 37 1 4% 19 (8%)
Educational 7 2% 53 6 2% 50 14%
Govil Accounts 0 0% 38 0 0% s (1%
Total Direct 42 1% 53% 31 1% 25% 36%
Gross Revenucs $ 387 100% 515, s 286 100% 5% 6%

Overall discounts increased from 46% 10 51% as the MS-DOS 6 Upgrade discounts averaged 65% and as the mix
of MS-DOS 6 Upgrade sales increased significantly over prior quarter. Distributor revenues increased by $50
million, primarily due to increased purchases of MS-DOS 6 Upgrade, Mouse, and all SKUs of Office and Word.
These increases were partially offset by a $15 million decline in purchases of Access.

LVR revenues grew 88% as purchases of Office, Excel, Project, Word, and Windows 3.1 nearly doubled from
Q93-3 levels. LVR purchases of MS-DOS Upgrade increased by 278%. The $11 million increase in Corporate
Accounts revenues resubied from standard product purchases of Windows 3.1, Office, and Word. These increases
were partially offset by decreases in purchases of Publisher.

Significant Customers {in milions)
34 Q933 _Qp3z Q931 Q924

Ingram Micro 5 93 § ol § 2 s N 5 %
Merisel 66 56 56 51 63
Egghead 52 3l 46 2 50
Comgp USA 22 19 u 8 13
Saoftware Spectrum 24 11 18 14 15
Corpotate Software 21 11 17 10 14
Computerland 10 8 6 9 8
800 Software 10 7 B 3 7
Softmart 9 6 ] -] .1
Intelligent Blectronics 6 4 5 2 11
$ 313 3 24 3 267 3 a 5 291
Percent of Gross Revenue 1% 82% 80% 16% 807

Revenues from shipments to Significant Customer increased 34% due 1o heavy purchases of MS-DOS, Win
Office, Win Word, and Mouse; partially offset by below Q93-3 levels of Access.
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Cost of Revenues
FY93
F'93 FY93 Plan
Sales Weighted Sales Waighted
Mix Cost Cost Mix Cost Cos !
Consamer 51% 13.4% 0.7% 589 13.1% 0.8%
Deskiop Applications 503 10.4 5.2% 457 1.5 5.3%
DB & Dev Tools 1.2 24 2.5% 10.1 75 1.8%
MS3-DOS 113 13.9 1L6% 58 19.0 1.1%
Hardware 7 35.0 2.7% 8.7 384 34%
Other Gperating Systems 19 12 0.1% 19 57 0l%
Windows 99 16.8 L% 194 20.6 40%
Workgroup 26 &7 0.2% 26 75 0.2%
Produet cosl - gross 100.0% 14.7% 100.0% 16.5%
Efiect of revenue adjustments % 106.7% 2 1060%
Prodact cost - pet 15.6 17.5
Nor-produet easts 38 39
Cost of revennes as % of net rovenues 21.4% 4%

Pmduclocus.asapemmtagcofpmdnctrevmum,werebelowplmldncloashiﬂ in the sales mix away from
relatively low margin Hardware and Windows Business Units toward highes margin MS-DOS products. Non-
product cosis a5 a percentage of net revenues, exceeded plan by 1.7% due to an obsolescence provision for
Windows for Workgroups and above plan charges for freight out and renms scrap.

Q93-4
Q934 993-4 Plac _
Sal Weighted Sales Weighted
Mix Cost Cost Miz Cost Cost
Consomer 1% 11.3% 0.3% 5.5% 13.0% 0.7%
Deakwop Applications 47.3 2.9 4.7% 4.2 114 5.0%
DB & Dev Tools 93 0.3 1.5% 10.5 129 1.4%
MS-DOS 12 14.3 30% 4.1 189 D.3%
Hardware 63 30,0 1.9% 16 ¥4 3.0%
Other Operating Systarna 14 84 0.1% 15 6.1 ¢.1%
Widows 9.0 11.8 1.1% 236 223 53%
Woskgroup z4 8.1 0.2% 3.0 £.9 0.2%
Product cox - gross 100.0%, 13.3% 1000% 16.4%
L —————
Effect of revenue adjnstments 2 100.7% x 105.9%
Prodoct cost - net 14.5 17.5
Non-product costs 5.6 3.7
Cost of revenues a8 % of et revenues 20.1% 21.2%
TN — I ————

Product costs, as a percentage of net revenues, were 3.0% below plan due to a shift in the sales mix toward the
higher margin MS-DOS products, and away from Windows. Products for Windows were significantly below
budges doe to heavy Windows for Workgroups products, Non-product cosis, as a percentage of net revenues,
were 1.9% above plan due to above plan charges for hardware tooling and rework,

Quarterly Growth

Q934 0933 Q932 0931

_Q92-4

20.1% 25.0% 21.0%: 19.3%

16.1%
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Operating Expenses (in mitions)
FY83
FY93
FY93 Plan Variance
Marketing 3 169 s 169 50
PSS 106 117 11
Payrotl & Payroll wases 75 78 3
Other 108 118 17
Total Operating Expenses $ 451 5 482 3

Marketing eapense was on plan due 10 lower than planned expenditures for Windows Systems ($4 million), Non-
specific (3 million), Excel ($2 million), and Word ($2 million}, offset by above plan expenditures for Marketing
Fonds ($5 million) and Windows NT ($4 million). PSS costs were 10% below plan due 1o slower than planned
additions 1o PSS headcount throughout the year. Payrofl & Payroll taxes weze slightly below plan due to slower
than planned hiring. Ohher significant variances included below plan spending of Buffer Funds ($30 million),
Travel & Entenainment ($3 million), and Depreciation ($2 million), partially offset by an wnplanned acerual for
expected futere PSS costs {817 million) and above plan Administrative Services expenses (33 million). The
Marketing Accrual at year-end was zero.

Qae3-4
Q93-4
0934 Plan VYarianoe
Markoting 562 $ 3% $ 36)
Marketing Accnal (55) 0 56
PSS 33 k) {2)
Payroll & Payroll taxcs 2 20 )
Other 38 35 {3
Total Operating Expenscs s 97 3 12 515

Markeling expense was 138% above plan due to greater than planned Desktop Applications ($10 million),
Database & Development Tools ($5 million), Windows NT ($4 million), and Windows ($3 million) expenses
recognized in the financial systems. A $56 miflion reversal of the Marketing Accrual was recorded to correct the
difference between planned and actual timing of marketing spend. Although PSS headcount was below plan, PSS
costs were 6% above plan primarily due 1o greater than planned expenses for MS-DOS 6 afier it was outsonrced to
Corporate Software. An unplanned accrual for expected future PSS costs contributed $3 million to above plan
OpeTaiing expenses.

Headcount
As s Petcent of Total

Actual Plan Yatiance Change Operating Channels
June 30, 15993 1,446 1,493 47 31 1% 19%
March 31, 1993 1,418 1,491 16 40 11% 0%
December 31, 1992 1.315 1486 it n 12 21%
September 30, 1992 1,45 1.485 140 39 12% %
June 30, 1992 1,306 1,370 o4 (4 13% 23%

Headcount traited plan by 3% mostly due o below plan headcount in Field Sales (37) and Sales Operations (32),
and partially offset by above plan headcount in Solutions Parmerships (19). Net revenue per headcount was:

Q934 Q533 0932 931
§244,000 $189.000 $217,000 $204,000
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Alocations

FY92

Allocations were 517 million below plan due primarily 10 lower than planned R&D allocations, the result of
slower than planned headcount ramp and lower than planned third party R&D spending.

J

Q93-4

Allocations were 54 million above plan due primarily Lo greater than planned Applications R&D and Finance and
Administration allocations.

Burdened Operaling Income

FY33

Burdened operating income cxcecded plan by $49 million (20%) due primarily o Buffer Funds ($30 million
below plan), R&D allocations ($15 million below plan), and PSS costs ($11 miltion below plan), partially offset
by an unplanned PSS accrual of $17 million.

Q934

Burdened operaiing income exceeded plan by 332 million (34%) doe primarily to above plan net revenues (521
million) and the $56 million reverzal of the marketing accrual, partially offset by above planned snarketing (537
million), PS5 Accrual, and R&D allocations.

Quarterly Growth

Burdened operating income increased by 547% ($107 million) primarily due 1o incregsed net revenues (up $85
million from (93-3) along with a $56 million reversal of the marketing accroal and a smaller PSS accrual (S8
million less than Q93-3).
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OEM had net revenues of $731 million, which were 47% greater than budget and 53% greater than FY92. Factors
contributing to the record revenves included increased unit shipments by the "Big Six” (Gateway 2000, IBM,
Compag, Dell, AST, and Packard Bell), increased Windows penetration, and increased application and mouse

sales.

PC industry price wars continued throughout the year, slrinking margins for the OEMs, eliminating the weaker
players, and consolidating the industry, OEM benefited from the increased unit sales, bot also incorred $20

million in bad debt write-offs, some of which may later be recoversd, as a resull of bankry
mid-tier OEMs. Bankruptcies will continue during FY94,

picies oceurring in the

Dhuring FY93, 17 OEMs were andited by Microsoft's third-party audit team for License compliance. Of these, 13

were found to be under reporting, resulting in revenues of $6 million at a cost 10 Microsoft of $350,000.

The Microsoft Easy Distribution programs are helping CEM reach the low-end market better and are making it
easier for smaller PC manufactuters 10 do business with MS, Dring FY63, over 2 million units of MS-DOS were

sold through MED distributors,

Q934
Revenues of $217 million were 74% higher than Q92-4 and 58% higher than Plan,

from authorized replicators rather than duplicating the product and documentation themselves. In addition, the
product carries a Certificate of Authenticity {COA) containing a hologram, serial mmmber, and other anti-
coumerfzit measwes. Unbundled product can now be traced back to the OEM within 48 hours. Non-complying
OEM:s can then be warned, tenminated, or converted to the Easy Distribution program. To date, no counterfejt

MS-DOS 6.0 has been identified,

Results of Operations (in milllons)
Fya3 FY93 Plag Yariamcs
Nef revenoss 5 7T 1000% $ 4%  1000% 3 235
Cost of revenues ] 50 JE] 7 )
Operating expanse 85 115 ] 13.0 (2n
Alccations 166 22.7 189 38.0 3
Burdened operating i $ 444 60.7% 3 20 46.3% $ 24
4% | Q534 Plan 033 Variznce Change
Net revenoes 3 27 1000% $ 137 100:0% 3 28 1000% 3 @ $ 14
Cost of revennes 12 53 3 23 1t 52 1] (1)
Operating expense 2 102 14 104 =1 125 [£:] 3
Allocations 50 232 47 4 42 205 1) (B)
Burdened operating income $ 13 513% $ 1B 509% $ 125 61.E% 3 60 b 3
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4.0 2] Q524

e

2

Q953

Leading Products (units In thousands, revenues in millions)

@34

FY93 Plan

Variance

16662 § 2714 $ 16

FYea
FY93
MS-DOS 17,542 § 291 8 17
Windows 3.X 12320 215 17
Mouse (Pkgd Product) 2,157 41 19
LAN Manager 590 30 43
Works 1,705 22 13
$ 399
E___— __ _}
Percentage of nea revenues 82%
E )

Increased PC shipments and higher Windows penstration created the positive MS-DOS and Windows variances.

T43%6
489
393

1,192

133

9

16

15

§ 447

S0%

i8
18
41
13

lpie  Revs $Akit

8805 17 §
4584 ®m
1,668 32
97 U
S5 7

i
{n

Sales by Gateway 2000, Dell, Unisys and AST caused the majority of the Mouse overage. Works shipments
reflect the strong sales of consumer PCs by OEMs such as TBM (PS/1), Packard Bell, and Gateway 2000.

Q83-4

QO3-4 193-4 Plan Yarimace
MS-DOS 4827 & B0 5 17 4600 % 75 % 16 1378 5% 1
Windows 3.X 3,812 7 19 2119 37 §$ 17 1,693 ¥ 2
Mouse (Pkgd Product) 652 11 17 124 25 16 328 9 H
LAN Manager 158 7 a4 105 4 5 38 53 3 6
Works 652 8 12 k1| 4 % 13 M1 4 (1}

$ 170 $ 1 $ 57

e | [ - — ]
Poareentage of et rovenues % 0%

ERNErM— E ]

$ Millions

Q9.2
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Continued strong shipments by key demestic OEMs such as Compag, Dell, and AST provided $7 million of the
MS-DOS variance. Ramping shipments by Oliveti and Escom and out-of-period reporting by Siemens-Nizdorf
contributed another 32 million. These positive variances were offset by a $3 million negative variance in the Far
East resulting from Far East OEMs losing market share in both their export and domestic markets and a late
royalty report from Acer ($1 million). The combination of increased PC shipmenis and increased Windows
penetration led to a $36 miliion variance in Windows. IBM's royalties for OS/2-related Windows {WABCC)
accounted for $15 million of the balance. Mouse sales rode on the i} of Windows' success, with sales to Dell,
Gateway 2000, and AST composing the majority of the Mouse variance. The LAN Manager variance can be
largely anributcd 10 increased server shipments by IBM (32 million). These shipments, which carry higher
royalties than client units, caused the variance in the $/unit.

Quairtarly Growth

Q34 Q43-3 Change
MS-DOS 4827 § 30 5 17 473 8 19 § 17 %8s 15 .
Windows 3,812 73 19 3,7 66 18 42 7 i
Monse (Pxgd Prodact) 652 11 17 654 13 20 (12) 2 (3)
LAN Manager 158 7 44 182 9 49 4 3] (5)
Works 652 3 12 59 7 13 133 1 n

5179 $ 1M $ 5

RC—— ——my T
Pacentage of net pevenues 82% 6%

L ] e ]

Overall, increased shipments by our larger OEMs resulted in the positive change from pricr quarter. Windows
revenue per unjt increased due 1o the a flat fee payment from IBM for OS/2 soid on non-IBM machines, {IBM
pays Toyalties for Windows code that permits OS/2 to run Windows applications.) The average rate for LAN
Manager decreased because of a lower server/client ratio then in Q93-3 caused by DEC client unjts being a higher
percentage of total units.
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Net Revenues (in millions)
FY93 FY93 Plan s Variance Change
Domestic ' ¢
Licensing I 32z § L7 § a52 § %5 $ M50
Packaged product 2E 167 413 261 L5
Gross damestic revenue 430 7184 2565 1246 1455
Domestic revenue sdjustments
GAAP/PPB accrual 06 - 146 205 150
Net domestic revenue 4336 784 mi 1562 1615 \
International Ewrope
Gearmany .1 25 w0 26 31
Ttaly 168 M3 152 25 16
Notdic region 175 92 81 83 94 .
United Kingdom 166 135 103 31 63
Holland 67 58 43 09 24
France 58 37 i8 pA 40
Spain 15 1.0 0o 0s 06
Other 13 - [ 43 1.3 (4.8)
Gross European revenue 1283 00 7 483 556 t
int'] Barope revenuc adjustments
GAAP! FPB acrual 73 - 23 73 50
Net Int'l Europe revenue 135.6 800 750 5.6 0.6
Inteynetional Far Exst {
Japan 412 50 £5 28 @29
Taiwan 455 405 k. ¥} 50 4]
Korea 280 na4 174 66 106
Hong Kong 82 43 40 39 42
Gross Int'l Far Bast revenue 1239 1162 1076 127 213 ¢
Int] Far East revente: adjustments
GAAPf PP socrual 54 - 104 54 {548
Net Intl Far Bast revenve 1343 162 1180 181 163
International 100N _
Canada 75 o0 38 s 37 )
Sngapore 55 53 06 o2 49
Australia fA| 63 17 0s 54
Latin America 19 49 24 (Lo 15
Ame 12 10 06 02 a6
Othes 09 (50 - 59 0% !
Gross Int'T KOON revenue 261 2S5 9.1 4.6 170
Ent'1 ICON revenue adjastments
GAAF/ PPB aorual 14 - 26 14 1.2
Net Int1 100N revenue oA 215 117 a0 158
Net workiwide revenoe 5 Mo 3 6 5 4768 53 M9 5§ M3
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FY93 OEM revenue, net of a $45 million GAAP accrual, was 47% preater than plan. Absent this adjustment,

OEM gross revenue of 5686 million was 28% above plan; Domestic
gross vevenue was 60% above plan; and ROW gross revenue was 13

Domestic

Licensing

Packaged product

Gross domestic revenue
Domestic ravenue adjustments
GAAP/PPB scorual

Net domestic revenue

Intermational Burope
Germany

Taly

Nordic region

United Kingdom
Holland

France

Spain

Other

Gross European revenue
Irt'l Evrope resenue adjestments
GAAP/PPB aocrual

Net Int'1 Eirope revenos

Internationa) For East

Japan

Taiwan

Kogea

Hong Kong

Grees int'l Far East revenus

Int’] Far East revenue sdiustmenls
GAAPYFPR acaual

Ned Int) Far East revenve

Inteymational 100N
Canada

Gross IntTICON revenue
Int'l IOON revenue: adjostments
GAAF/PPB acorual

Met Int'1 JOON fevenue
Net workdwide revenne

5

gross revenue was 45% above plan, European

3

% above plan.
Q94 Q934 Plan Q933 Varianc: Change
22 5 &a? § 96 % 25 § Bs
105 42 128 63 {23}
1317 729 1104 pt ] 213
37 — 25 17 12
1354 25 1129 625 s
169 100 20 69 (3D
53 37 39 1.6 14
41 25 M 16 (k1))
52 38 39 14 13
L7 17 23 - 06)
23 13 18 10 05
17 02 04 04 02
a3 ~ 05 03 {02)
364 32 419 132 55
15 - 21 135 ({05)
379 32 4.0 14.7 (&1)
142 180 106 (3.8) a5
125 99 131 27 (@5)
63 55 71 us (08)
19 1.1 20 08 @
350 345 2.8 451 22
(038) = 64 oy 72
32 HS B2 (0.3) 50
19 28 20 (s} Q1)
19 1.6 13 03 0s
0 20 23 10 07
L6 15 o1 10
a7 02 05 05
04 (1.2) 1.6 01
95 67 a7 28 2R
{0 - = 0 (02
23 67 6.7 26 26
2168 % 1373 8 2N § B5 3 10
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Q934 revenues, net of $4 million GAAP accrual, were 58% greater than pian and 7% greater than Q93-3,

Stgnificant Customers {in milions)

FY93 FY93 Plan YR Variance Change

Gatevay 200 $ 52 $ 05 5 195 s M7 $ X7
TEM 4.6 121 189 s 237
Compaq B4 186 160 13 24
Del 206 147 141 %9 25
AST 76 108 104 18 122
Packard Bell 175 121 100 54 75
DEC 170 W7 18 23 61
NEC 160 12 161 08 {an
Vobiz 137 &9 59 [43 78
Olivetti 131 120 123 11 08
Escom 108 39 26 69 82
Hewlett Packard 98 45 44 33 54
NCR 96 59 53 37 43
Acer [ A IR 84 (0.6) 11
Siemens Nixdorf 94 59 53 15 41
Unisys 93 37 131 56 18
Zenith 92 108 94 (1.6 {02)
Tendy 89 107 56 (L5 33
Toshiba .73 98 69 (13 1.7
SO0 79 a1 87 {12 [(¢2:9)
Other Cuskoumers g 121 4.1 421 »B5 &5
Gross Revenue &Ba3 496.1 4459 1902 2404
Revenue adjusiments 44.7 - 309 47 138
Net reverine $ 7o $ 4961 S 4768 5 19 § 242

FY93 was the year of the "Big Six" as Gateway 2000, IBM, Compaq, Dell, AST, and Packard Bell gained market
share at the expense of the mid-tier OEMs through compelitive pricing, expansion into new channels, and
adoption of channel-specific branding strategies. Most of these companies squeezed marging to stay competitive
in the price wars, leaving Little room for further price cots. IBM, Compaq, Dell, and AST also grew in markets
outside the 11,5, Packard Bell remained 2 major player in the mass merchandising channel, althovgh high product
returns and tight margins continue to threalen its financial stability. Among the solution providers, DEC and
Hewlett Packard bad robust growth, with DEC expecied to post its first profitable quarter in 2 years. FY93
banknupicies included Tandon, Everex, Copam, Cumulus, Northgate, and CompuAdd,

PC sales in Europe were up sharply during FY93, although not necessarily reflected in European QEMs sales, due
10 the resurgence of the top-tier U.S. vendors, such as IBM and Compag, and to channel expansion. Compag
hecame the leading portable PC shipper in Burope. Second-tier OEMs such as Victor, Tulip, and Tandon lost
share to the top-tier OEMs as those OEMs overcame the backlog problems that had shifted buyers to the second-
tier, Swccessful companies generally operated in multiple channels and developed brands for each channe! in
addition to abandoning premium pricing strategies by establishing pricing within 5 to 10% of their second-tier
competition.

Growth was slower in the Far East as Korea and Taiwan lost there ability 10 compele on price alone. Hyundai,
Sanyo, Samsung, and Datatech all had negative MS-DOS reveme variances.

MS-DOS 6.0 licenses, signed by virtually all previously Jicensed OEMS, shified the right 10 replicate produci from

the OEM to authosized replicators. This change is expected 1o sharply curtail the amount of unbundling that
occurs in the channels.
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Q934 Q934 Plan Q933 Variance Cha_nL_
Gateway X000 b 3 3 i3 5 133 H 170 3 20
IBM 196 34 175 152 21
Compaq 167 52 120 115 47
Dell 120 42 87 18 33
AST 73 29 63 44 10
DEC 83 43 39 20 24
NEC ! 58 18 7 - il
Packard Bell 48 35 53 13 (¢ ¥}
Ofiiveiti 40 30 7 10 13
Siemens Nixdorf s 20 44 1.6 [(1):)]
Toshiba a 47 it {16 10
Acer 30 5 4 as 1.3
Unisys 29 0% 26 20 03
Hewlett Packard 28 10 32 18 {045
Vobis 27 20 27 07 -
Exom 256 10 60 16 34
NCR 26 18 10 08 [(+2)]
Tandy 25 23 26 0z n
Zenith 20 27 28 n €1.8)
Video Technology 16 08 15 Q8 o1
Other Customers 844 780 5.6 6.4 (1.2
Gross Revenue 226 137.3 1918 M3 2038
Revenue adjostments 42 — 110 42 (6.8)
Net revenue 3 2168 3 137.3 § p.t72 ] 3 o5 S M0

Revenue growth from the top 5 OEMs drove most of the $75 million positive variance. Gateway 2000's $9 million
change included $1.8 million of catch-up reporting under its applications license, and IBM revenue included $5.2
million for O5/2 shipped on pon-IBM machines,

Compagq will distribute operating systems (Unix, Windows NT, NetWare) by CD-ROM, Although CD players are
currently in only a small percentage of PCs, this dismribution method has the fature potential of changing the OEM
software pricing and distribution model. Gateway 2000 ships 70% of its PCs with CD ROM players.

Prepaid Balances (in millions)
June X, 1993 March 31, 1993 June 30, 1992
Gross $ 164 3 1% 3 v
Reserve (29} (29 41)
Net prepaid balance 3 135 s 140 5 138
Qirs. of reveriue in PFB a7 a7 L1

Unspecified Product Billings (UPB) of $8 million for Q934 resulied from due on signing and minimwmn
commitment billings in excess of recoupment by produci-specific royalties. Though UPB was positive, the Prepaid
Balance decreased. This anomaly occwrred  primarily because of the termination dve 1o bankrupicy of several
licenses that carried large prepaid balances.

This quarter’s revenuc accryal of $4 million reflects an ncrease from Q93-F in the accrual for earned but
unreported royaltics (38 million). partially offset by an increase in deferred revenue related 1o billings prior 1o
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product acceplance {34 million). Consistent increases in the revenue accrual during FY93 reflect rising uniy
shipments and greater revenue per PC,

Operating Expenses and Allocations

FY93 '

Operating expenses were $20 million above plan primarily due 1o 4 $16 million increase in the bad debt reserve,
Allocations were $22 million under plan, mainly because of Systems R&D that was $20 miltion below plan,

Q93-4
Q934 operating expenses were $8 miltion above plan primarily due to 2 $6 million variance in bad debt, of which
35 million was an increase in the bad debt reserve, This increase resulted from specific identification of high risk
OEMs. Allocations were $3 million wnder plan, primarily because of Systems R&D that was $2 miltion below
plan.

Redmond Based Headcount*

Actusl Flan Variance Change Opezating Channel

June 30, 158 8 31 - 4 1% 1%
March 31, 1993 T 80 3 $)) 1 1
December 31, 1992 7 » 1 1 1 1
September 3, 1992 Yol = 1 3 1 t
June 30, 1992 H 6 ® 2 1 1

*The headcount sotals represent Redmons-based pouple only. Subsidiary personnel dedicated to Jnternational OEM are
inclded in the IRG Channel

Burdened Operating Income

FY93

Burdened operating income was 5444 million (94%) greater than plan as a resnlt of higher revenues and lower
allocations than plan,

(2834

Q93-3 burdened operating income was $70 million (125%) greater than plan as a result of above-plan revenues
and below-plan allocations, partially offset by negative variances in cost of revenues and operating expenses.
Quarntarly Growth

Q94-4 bundened operating income was 7% greater than Q53-3 burdened operating income of $125 million, The
growth resulted from revenue growth offset by slightly higher aliocations.
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Daily call volume in Q93-4 increased 11% from the previous quarler. Domestic PSS operating expenses of $38.8
million were greater than pian by $1.5 million, or 4%, reflecting higher support costs for products. At hume 30,
1993, PSS headcount of 1,807 was 8% below plan.

Average Daily Calls

As illustrated in the following chart, average daily calls offered, average daily calls handled and monthly service
renquests cleared increased in Q93-4.

PSS Activity

-
---
PN R T
-

) : ] — }
Tl Sep o B Mar May

Total average daily calls offered and handled increased 11% and 14%, respectively, over Q93-3 volumes, As
depicted in the graph, the gap between calls offered and handled narrowed in Q93-4. Calls handled for the quarter
were 92% of calls offered, which compares to 89% in Q93-3 and a PSS target rate of 95%. This positive result
reflects increased hiring over the past two quarters.

Average monthly service requesis cleared increased 13% to 12,925 in Q93-4 fram 11,408 in Q93-3,
Average Daily Calls by Business Unit

Offeged Handled Hendle Ratic _Average Call Time

Q34 Q933 Change Q34 0953 Chanps Q534 0833 Q034 (933

Windows 4177 4605 T (9.3)% 3847 4202 (10.4)% V%  93% 1542 1459
OBU 3,967 4216 E9% 378 3,642 36% 9% 8% 1077 103%
ABU 1313 346 0% 1,029 2,946 25% o1%  86% 1070 1020
MS-DOS 2,852 92 5770% 1,190 380  4753% 8% 9% 1950 1181
DABU 1685 1207 295% 1,528 1013 S09% 9% 4% 1317 1270
Fox 1536 LNT  374% 1479 1,088 359% %% 9% 1288 127
EBU 1432 1758 {186)% 1,330 1513 gz 9% 6% 822 7178
Stralegic sepport 739 307 (22% 6] 728 45% %% 90% 469 499
Languages 18 59 105% 583 LiT] 134% M% 9% 1158 994
GRU 448 30 41% 41 396 79% 9% 5% .51 1
Hardware 21 16 3% 206 208 0% NE 9% 349 835
Other 284 %7 62% 249 249 137% oy A 7L NA _ NA
21,128 39,002 112% 19404 16939 145% N& 8% 1231 11N
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Average daily calls related to DOS 6.0 (MS-DOS), Win Access (DABU) and Win FoxPro (Fox) all increased,
following product releases in the third and fourth quarters. Windows 3,1 calls continue to decline from the peak

levels in Q92-4.

PSS Cost Distribution by Product Unil {in mifions)

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

Q934 Q934 Plan 0533 Vadance _Chanpe
Windows $ T4 202% $ 119 3.6% 5 92 326% 5 45 3 13
Word 5.2 4.3 51 14.4 43 151 ©.1) 0.9}
MS-pOs 41 111 14 3.9 0.2 0.8 @n (3.8
Fox a8 103 24 57 32 114 (1.8) (0.6)
Excel 37 100 44 125 28 103 08 wn
DEM 17 74 03 0.7 1.7 5.9 [ )} (1.0}
Other Operating Sys 25 6.7 31 87 1.5 5 0.5 {0.5)
Workgroup 16 43 1.3 15 a7 25 0.3) 0.9)
Lanpuages i4 s 1.5 43 10 37 0.1 {0.4)
Works 12 32 0.9 2.6 1.0 1s 02) (0.2)
Windows NT D9 2.5 14 4.1 0.6 20 0.5 (C.4)
Graphics 0.6 1.6 0.3 0.7 0.4 1.5 (0.3 {8.2)
Project 0.5 13 03 0.7 0.4 1.4 {0.23) {0.1)
Basic 0.5 13 0.8 23 0.4 1.4 03 [{1%)]
Entry 0.4 1.0 0.3 0.8 0.3 1.1 Q1) -
Hardware D2 0.6 0.3 0.7 0.3 08 - -
Mul@media Systems Q.1 0.3 0.1 03 01 0.4 - -
Mnltimedia Publishing 0.1 0.2 0.1 02 0.1 0.2 - -
Mohile Windows —~ - 0.0 0.1 — - - . —
3 366  100.0% 3333 1000% $ 382 _1000% 3 (3} 3 (24

Q93-4 domestic PSS costs (which exclude $2.2 million of expense incomved in the US 1o assist the Intemational
PSS groups) were $8.4 million greater than Q93-3, and $1.3 million above plan. This increase was primarily doe
to support for increased call volumes related to the release of M5-DOS 6.0, as well as continped increases in calls
related to Access and FoxPro. Windows, Word, MS-DOS, Fox and Excel contributed 67% of all product costs

incuored in Q934.

Over the last 12 months, product support costs averaged 7.1% of domestic (USFG and US-OEM) gross revenues,

compared to the plan of 8.6%.

PSS Cost Distribution by Channel {in milllons}

Within the ABC sysiem, product support costs for each product unit were distributed to the USFG and US-OEM
channels based on the historical sales split between these channels,

Q834 0934 Pan
USFG $ 324 W% 5 31 ®I%
US-OBEM 33 10.4% 4.2 11.9%
Doestic Changels 6.6 100.05%: 35.3 100.0%
T A—
International 2.2 2.0
T T 3713
L = L ]

093-3 Varjance Change

$ 235 80% $ O $ N
31 11.0% 0.4 0.7)

282 100.0% (.3 a4

3 1.7 0.2 (0.5)
29.9 3 (L5 3 !&9!
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PSS Cost by Product (in milions)
Ranking
Q34 933 Product Q34 923 % Change
] 1 Windows § 47 % 69 (A27%
2 17 Ms-DOS 43 o4 10736
3 2 Win Word 39 13 183
4 3 Win Excel 10 2.3 307
3 3 Astcess 7 20 .8
[] 4 LAN Mansgsr W6 20 301
7 5 PCFoiPro L8 24 QA0
8 123 Win FoxPro 17 DA 269.3
9 6 PCMal L7 12 40.9
10 9 Windows SDK L7 16 49
11 12 Mac Worl 1.2 09 215
12 ] Win Workgroups 1.0 1l @&n
13 13 C Compiler 07 07 13
i 10 SOL Server 0.7 0.6 13.7
i5 n Mac Excel 06 03 74
$ 322 3 268 21.3%

The top 15 products, measured by support costs, are presented above. Paralleling the trend of increased phone call
volume, support costs have increased significantly for MS-DOS, Win Excel, Access, LAN Manager, PC Mail,
Mac Word and Win FoxPro. Windows and PC FoxPro, on the other hand, have reported dramatic decreases,

Domestic Operating Expenses {in mlEons)

Q93-4 Q93-4 Plan Variance
Payroll & Fringes 3 172 $ 192 £ 20
Supplics & equipment 37 23 0.9}
Paid suppon offset (3.0} 2.5) 0.5
Oither 208 178 (3.0)
5 38 $§ 373 $ 0 ﬂ

Toual Q93-4 operating expenses (including $2.2 million to assist International PSS groups) were 4% greater than
plan. This increase was primarily due to a negative cost per head variance of $4.5 million, offset by a positive
headcount variance of $ 3.0 million. Domestic PSS revenue., which offsets support costs, was $3.0 million in

Q53-4, Annual Support Agreements represent 76% of this total.

Domestic Headcount
As a Percent of Total
Actual Plan Variance Change Operating Channels
June 30, 1993 1,807 1,956 149 53 4% 24%
March 31, 1993 1,754 1933 179 177 4% 25%
December 31, 1992 151 1,873 206 55 12% 25%
September 30, 1992 1,522 1,760 238 55 14% 25%
Jane 30, 1992 1,467 1,363 (104) 240 14% 15%
International PSS

Product support is provided in 28 subsidiaries. Nineteen of these subsidiaries provide foll service end user,
corporate and developer support, with the other nine providing limited support. Support is handled primarily by
telephonc with o few subsidiaries offering On-Lise and CompuServe support. An escalation process allows
subsidiaries 10 submit those questions i Redmond which cannot be answered by ihe subsidiary.
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Net Revenues (in millions)
FY93 FY9 Plan Variance
Press $ 15.7 $ 18.5 H (2.8)
US MsSU 13.2 L7 1.5
US MCS 123 1L1 1.2
1nt'1 MSU - Earape 24 13 0.9)
Int't MCS - Egrope 39 43 {0.4)
1wl MSU - ROW 20 0 -
lot'l MCS - ROW 13 1.6 0.3
Fliminalions — - —
$ 0.8 $ 52.5 3 1.0
Q934 Q534 Plan 0933 Variance Change
Press ' 3 51 H 64 5 57 14 (1,3) 5 8
S MSU 4.2 41 45 0.1 (1%
S MCS 51 43 39 0.8 12
Int'l MSU - Enrope 08 11 0.9 {0.3) 1
Ent'l MCS - Burope 14 1.8 1.3 (0.4) L1A]
Int'} MSU - ROW oS 0.7 i.2 (0.2} o7
I’ MCS - ROW 0.5 0.7 0.6 (0.2) 0.1y
Eliminations - - - -

$ 1.6 3 1.1 $ 181 $ (1.%) 5 [0.5)

Operating Incame (1.oss) (in millions)

FY93 FY03 Plan Variance
Press $ 0.1 $ 0.2 $ o.n
Us MsU (1.8} 4.8) 29
US MCS LIR] (1 %] 0.3
Int'l MSLF - Earope (1.2) 04 (1.6)
int'l MCS - Eorope (1.0) (1.8 0.8
Intl MSU - ROW 0.2) (0.2} 0.1
Int1 MCS - ROW {07 {0.9) 0.2
Elimination s - - -

3 “2) $ a3y 3.1

93-4 53-4 Plan 0§33 Yariance Change
Press $ 0.2 4 - s 0.5 $ .n b3 on
US MsU 1.y (1.3} 0.4) 0.3 (0.6)
Us MCS 08 0.4 0. 0.4 10
lot'l MSLS - Europe 0.4) 02 {0.3) 0.5 0.1
[o1'T MCS - Burcpe (0.4) {0.9) {0.2) 0.0 {0.2)
IntTMEU - ROW {0.2) .1 04 .1 (0.6)
Int1 MCS - ROW [{1va] 0.2) @1 0.1 0.3}
Eliminatios s

$ (1.5} 3 (1.4) 5 [0.7) $ {0.1) S (0.8)
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O71HER CHANNELS
Headeount
Az aPercent of Total |
Actual Plan Variance Cban.ge Opmt'gg_ Channel
Press 27 k) 5 m % %
5 MSU B i 5 m 1 1 t
US MCS 164 120 (4d) 3 1 2
275 241 34 ] 2% 3%
Press

Revenues were $1,3 million below plan for the quarter. Cost of revenues were $505,000 less than plan dus
favorable product costs, inventory adjustments, and royally variances, Operating expenses were $700,000 less
than plan dve primarily to positive variances in marketing, professional fees, and administrative services.
Allocations were 584,000 above plan due to 2 negative variance in the Book Development Group's expenses.
Operating income was $137,000 less than plan.

uUs Msu

Revenues were $65,000 over plan. Operating expeases were $394,000 Jess than plan, achieved by a $322,000
favorable variance in miscellaneous operating expenses and bower than planned payrol!, partially offset by higher
than planned spending on marketing.

US MCS

Revenues were 3756000 over plan due to more chargeable hours worked. Operating expenses were $310,000
over plan due to higher than plantied headcount.

Int'l MSU-Europe

Revenues for the quanter were $840,000, $305,000 less than plan. Operating income refiected both the shonifall in
revenues and cost of revenues that were $259,000 higher than plan,

Inmt't MCS-Europe

Revenues were $1.4 million, $330,000 less than plan. The $39,000 favorable variance in Operating income
reflected the shonfall in revenues and cosl of revenues that were $121,000 higher than plan, offset by Operating
expenses that were $433,000 below plan.

Int'| MSU-ROW

Revenues were 3$520,000, $198,000 below plan, The $114,000 unfavosable variance in Operzting income
reflected the shorifall in revenues, partially offset by a $98,000 favorable variance in Operating Expenses.

int'l MCS-ROW

Revenues were $131,000 below plan. Operating expenses were $70,000 below plan, resulting in the unfavorable
opeating income variance of $51,000.
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PRODUCT GROUP SUMMARY
Nel Revenues
FYo3 FY93 Plan Variance
Applications b A 58% $ 2,004 5% $ 189
Systems 1,267 34 1173 33 o4
Hardware 233 6 253 7 20}
Other : 80 2 75 3 5
$ 3!753 100% b3 SéOS 100% $ M8
Q934 Q93-4 Flan 93-3 Yariance Change
Applications 5 s 52% 3 M 56% $ 580 61% 5 (1) $ (35
Systems 414 40 139 s 313 33 75 101
Hardware 56 5 66 7 43 5 (16} 11
Other 27 k| U 2 20 1 6 U
§ 1039 100% $ 968 100% 5 958 100% 5 0 $ 8)
Operating Income (Loss)
o FY? Plan Variance
Revenue Revenoe
Applications 5 22 17.8% $ 666 13.0% § 15
Systems 453 334 3 26.7 140
Hardware 55 239 74 2.0 (1%
Other (4) (3.4) ® o4 4
$ 1325 3352 $ 1,045 23 $ 2R
o E—t—
Q934 Q93-4 Plan 093-3 Variance _Change
Reveaus Revenue Revenue
Applications % 187 3.6% 5 38.0% 3 231 9.8 3 200 s (44)
Sysems 179 42,0 ixo 355 102 2.4 50 7
Hardware 7 12,0 15 284 7 15.0 (22) -
Other - (2.2) - 0.4 (2) (6.8) -- 2
5 73 3535 $ 36 357 S 333 353 $ 27 3 35

Headcount {percent is of Product Groups' total)

e 0109 Moach3L 1993, Decowderd), 1990 Soptopber 30,1992 _ hned0, 1997

Applicatlons 2134 0% 2132 % 192 4% 2,138 4% 2,17 Sa%
Systems L#s 3 146 M 142 M 1,389 Ay 1,258 M
Hardoaee bl 2 T 2 (33 ) st 1 5 ¥
Inkasabional R&D s 5 m s 1% 5 m 4 7 ¢
Ouber* 289 12 15 6. . __ 5 199 § 62 2

*ncludes WPG, Services and Books.

Nate: Prior quarters have been restated 1o include (PG Ireland headcouni.

Frodust Group Reponting
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Bundled Products (unlis in thousands, revenues in millons)

FYn FY93 Pug Yo
Win Office 92§ 42 5 48 451 0§ 2 § 40 1§28 % 8 ;
Wi Office Lipg 38 16 W b1 7 ¥ & Y
Mac Office 8 65 s 46 40 5 TR E
DOS/Win, 189 20 106 M M4 1M el o @
Mac Word/Exeel 31 6 194 - - - a 6 1M
Wir/BallPoind B 3 10 - - - B___3 1%
$ 392 5 310 § o0
1
0934 Qiihm Vaginee |
Unis Ren Mm loia Roz Mk Iniy Bevs SUne
Win Office 29 5 134 § A8 18 M3 4 n s s 9
Win Office Upg m 3 e 5 &0 2z % (s
Mac Olftce 2 2 213 P CR
DOYWin 28 z n 3 4 ® © o
Mac Word/Baced 7 1 - - - 7 1 ‘
Mac Office Upg 4 1. 2% - = - 4 L 20
3357 - talld,
Lt Q033 Chanps:
lniz BRow it Lo Bos M Unis  Rev Sk
Win Office 29 % 134 § 448 25 3 100§ 484 " s 23 06
Win Office Upg T R T 35 M 22 w © '
Mac Office 2 un M 7 K M 15 7T %
DOSWin 28 2 n 15 4 14 y @ @
Mac Word/Exced 7 1 6 1w I - 29
Mac Office Upg 4__1 20 3 L m i )
$ 187 T §_2

Note: A unit is a bundle in the bandied products sables,
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Quarterly Revenues (in millons)

Applicions

Applicat

9.3 Q32 33 Q34 Fry

3 4% 58% 3 M 6% 3 50 6% $ 2 5% $21n S8%
58 2 23 n i3 n 14 40 1267 3
&6 R 64 T 4 56 5 233 6
L] Z 13 2 0 1 z 3 80 2

LE 0 3 TR 3% COW N _iox 39

Q921 52 924 Q14 Fyo?

5 20 7% $ W % $ X6 % 3w 9% 3 1421 52%
5 2 b ] 1 " k. ) 43 1067 ¥
» 0 T o) 2 9 65 3 254 ]
5 1 L 1 B 1 1)) - 17 i

5 580 100% 3 682 100% 3 6l 100% 3 815 10w 3 L1 100%

Q911 o2 93 814 Fyul

3 i 4% 3 24 3% $ 2% 52% $ 25 49% 5 03 5%
138 7 L) 3% 163 M 0 42 6906 37
50 14 59 | ] 14 12 47 9 213 12
4 i 8) 1 6 2 2 - [ -

$ 30 100% 3 36l 100% 5 487 100% i 526 100% h ]& 100%

Q0-1 Q02 Q03 P04 FYoo

3 106 5% 3 153 1% 51 51% 5 M5 43% 3 58z AR%,
9 42 105 35 113 k' 143 4 464 »
25 11 k 12 k<l 11 38 10 12 11

] 3 [ 2 7 2 ¢ 3 28 2
3 235 100% 3 300 100% 3 31 100% h k) 100% 3 1183 100%
Note: FYOI and FY90 have u been restated to reflect the FY93 financial view,
135
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APPLICATIONS SUMMARY
Resulis of Operatlons (in milions)
FYo FY%3 Man Variance
Net rovenes $ 2173 1000% $ 2004 J0OD% $ 189
Cost of revenses 34s 15.9 300 149 {45
Operating expenss 534 245 577 3.8 149
Allocations 472 257 461 231 (11)
Burdencd operating incomes 5 37.3% $ 665 33.2% 5 15
—_—3d _ 934Phg —-3 Yeragee
Net reventes 32 100% 0§ 543 1000% 5 m
Cont of revenues 50 187 ™ 14.6 93 181 an
Operatig capense 121 24 M 255 M1 243 17
Allocations 44 263 11 219 113 9.4 25
Bordened operating income 3 18 J4.6% $ 35,00 .21 198% 300
Note: Table includes Deskiop Applications Division Management.
600 e
2,100
1,800

$ Milllons
¢

Q914

Q-1

o=

Channel Revenues (in miflions)

Q92 Q833

Q%44
Note: Prior quarters have been restated 1o include PG lreland headeount,

900 g—-u—lhuum

22

FY93
FYs3 Pl Vari
Brerope FG 3 924 s 911 3 "
USFG 851 812 &9
ICONFG 22 207 "
Far East FG 109 L' 12
US OEM 52 28 U
Eorope OEM ] 5 3
Far East OEM 4 2 2
Adjustments 150) A58 (3N
Net revenues e 2173 3 2004
Qo34
[293-4 Man QY33 Variance Change
USFG 3 240 3 222 3 203 ] 18 M 37
Burope FG 213 244 276 (31) {63)
ICONFG 59 50 60 {1) (1)
FarEast FG 1 27 k& ] )
USUEM £} 5 14 18 9
Eunrope OFEM 2 1 3 1 [¢)]
Far East OEM 1 H 1 - -
Adjustments 211 205 191 ] 20
Met revepues 3 542 5 543 3 580 3 (1) $ (38)
3
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Leading Products (unhs in thousands, revenues in milions)

FY93 FY93 Plan Varisace
Win Word 1,342 $ 471 3101 LI 5 £23 $230 572 8 4% $ (38}
Win Excel 1,237 455 208 1,787 426 238 450 2 (35}‘
Win Excel Upg* Lito 126 114 128 L4 122 382 37 (8}
Win Word Upz* 1,054 116 110 £39 89 106 215 7 4
Mac Word 722 38 122 616 99 161 106 iy @9
Win Acccis 823 25 103 &1 px) 443 762 58 40
Muc Excel 509 81 159 445 102 29 64 [#1}] [y )
Win Project 244 a1 332 140 58 414 104 Xl {82)
Win PowerPoint 1,206 79 &6 529 60 95 577 19 19)
Win Worka 1,625 6} ki3 933 5% 62 92 3 4
SIIMS 31,431 i 212
Percentags of net revennes T5% T1%
* Excludes maintenance
Note: Figures in this table inchide allscations from bundl d prod
2934 Q334 Plan Variasce
Win Word 7258 14 8 11 485 3 115 § 237 2408 95 (66)
Win Excel 698 1x2 175 444 18} 248 25 12 ¢k} ]
Win Excel Upg* 248 27 109 191 k| 120 Ly) 4 [{$3]
Win Word Upg* 56 26 102 3 26 107 13 - (3)
Win PowerPoint 412 25 6i 170 17 100 42 ] {39
Win Project 80 4 300 M 14 412 46 0 {112
Mac Waord 229 21 92 157 26 166 72 0y
Mare Excel i1 11 135 120 z7 225 21 i8) (90
Win Works 519 14 byl 233 15 64 286 n (D
DOS Word 50 11 220 96 25 250 45} 24 40)
$ 43 5 398 $ 15
] rr——ran SRR
Percentage of net 1o 1% —,
*Excludes nainienance.
Note: Figures in this table include allocations from bundled products.
430 4
400
350 [IWa Ward
- 300 1 DYWin Exest
2 250 — YA T ey :Hnm
2004 |ihi i 2Ry hER PiAty oy E e Mz Exedl
= e (ki N ! iy L
» 150 § ;;_é; ‘ gpbh ﬁ ES) 5egn E‘gg : W Other
100 w3 1N ke eI L
50
Q4

Q%34 Q93-1 Q93-2 Q533 Q-4
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APPLICATIONS SUMMARY
0934 093-3 —hange
Win Ward TS s I 418 10§ 3 345 HS @G
W Excel [ T B 71 64 1My 20 14 9 25
W Excel Upg* U8 21w 208 3 21 57 a0 a»
Wi Word Upg* 285 % w2 68 31 18 0.} & 08
Wis PowerPoint 412 25 61 1 1 &5 121 '3 )
Win Projoct 80 b1 300 L 19 m 2 5 o8
Mac Ward 09 2t n 134 17 i o 4 35)
Mac Excel 141 0] 135 100 17 17 # 2 (35
Win Works sy 14 il 24 7 k> ()] )] 5
DS Word 50 1 0 r ] 10 204 1 1 is
2413 et B,
Peroeniage of net revennes 1% §1%
* Excludes maintapance
Nose: Figures in shis sable include allocations  from bundied products,
Revenues by Repart Level (in millions}
FY93
—FE% — Pl —Yprianos
Standmrd $ 1L £ L3 $ (76}
Upgradss 354 23 61
Academic [1}] 131 [474]
Liccass 385 242 143
Mainsenance 2 n 11
Whitebox 74 b3 d6
Other 3 § 29,
2,253 2,061 briir]
Adjesments [90Y {57 3%
Net reveaes do2ln, 320 316
Q034
e — Pl Q033 _Vorianee —Change
Standard $ 308 $ 376 3 3R 5 (68) £ (30}
Upptades 82 4 86 B 4
Academic 28 34 A (2] 3
License 112 a3 9 43 13
Maintenance. 8 3 6 5 2
Whitehax z ] 21 14 1
Other 12 1 15 i B
572 559 50 13 (18)
Adjostmeats £30) (16} {16 (14 £200
Nef reveanes 3 342 2 543 $ 380 5 {1 5 {38)
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Revenues by Environment (in millions)

FY931 FY93 Plan Varisnce
Windows 3 1,69 5% ] 1,393 68% H s
Mas 4 13 3090 15 [45)] '
pos 263 12 355 17 [{r1]
Onher 10 - 4 — [3
2,263 1@ 2061 100% 02
Adjustments ] SN -1 § 33
Net revennes 3 2173 ; ;004 ; |gg
0934 Q93-4 Plan [3::%) o2 Qus-t
Windows 3 A5 8% $ 67% $ 468 % § 46 2% $ 136 £9%
Mac 63 12 2] 15 58 10 88 4 8l 17
DOs 56 10 94 n 63 11 7% 13 65 13 '
Other 3 - 4 1 i - 3 1 3 1
572 100% 559 100% 590 100% 616 L00% 485 100%
Adjpsiments ___(30) —{16) (1] — 43 M
Nzt rovenoes 3 542 5 543 § 580 $ g -l'f'B
Busingss Unit Resulis (in milllens)
Ket Revenues
EYe FY93 Pan Yaiage
Deskiop Applications  $ 1,659 76.4% ¥ 1504 15.0% s 155
Datahace & Dev, Tools br{] 1.7 249 124 27
Consumer 176 8.1 194 0.7 (s
Workgroup 61 A8 57 2.3 4
Rounding ] = - 0.1 1
Ll 00K, 32008 _woox 516
—_—s 0934 Plen 0933 Nalaice  _Change
Deskiop Applications § 418 7%.8% 3 400 73.7% 3 405 69.%% 3 18 b 13
Database & Dev, Tools [ 1L5 px i1.4 11% 9.9 [} “n
Consumer Kt 7.0 53 93 45 1.8 (15) o
Workgroop 17 31 17 kN 14 2.4 - 3
Rourding 1 24 = -~ i - 1 -
A2, 1008, S 1000k S 3B _jwor  3_(h §_Go
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Operating Income {t.oss)
C——FY93  __ _FYSMa  Vaiwwe
Detkiop Applications  $ 807 9%.2% § 6852 97.9% $ 15%

Consvmer 24 2.9 28 42 w
Detabase & Dev. Tools 12 1.5 L] L2 4
Workgroup @2) 2.7 23) 3.5 i
Rounding 1 0.1 1 02 -

——iid 0934 Pl 093-3 Jgiance  _Change
Deskiop Applications  § 198 105.9%  § 18§ 2945 5 19t 825% §$ 13 5 7
Consamer ()] ©.5 10 43 7 1.2 ay {8)
Daishase & Dev. Tools ) 2. 15 72 40 17.2 a9 {449
Workgroup ©) ¢ @ (1.4 L] 8.0 e i
Rounding - 0.1

Headcount {percent Is of Product Groups' iatal)

—_— = = = 0.1 - -
Ul IRGE, 520 SR, 3B 0% 3 b 3_aa

June 30, 1993 March 31, 1593 December 31, 1992 T30, 1992 Jame 30, 1992
Desiaop Applications* 869 1% 450 A% 853 2% §4 21% 7 %
Consumer 432 10 402 10 379 9 367 9 56 10
Datatuse & Dex. Tools B8 16 598 L] 600 15 608 15 550 15
Warkgroup 375 ) 382 1 0 9 29 4 324 g
2324 56% =2 5% FAL] 4% Z138 4% 2937 5%
*Deskiop Applications rumbers inchade Deskiop Applications support headeount.
Note: Frior quarters have been restated so inchade 1PG Ireland headcount,
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DESKTOP APPLICATIONS SUMMARY

" Net Revenues
K] FY93Plan = _Variance
Encel $ e 4L7% $ 845 429% 5 45
Word 749 451 704 268 43
Oraphics 19 7.2 85 57 34
Project 100 5.0 70 47 30
Roonding -

— - - 0.1}
Sol,652, 1000% 51504 L 100.0% Sl
— . oMM 093 Vaime G

Excl 5 171 40.9% L I [ 42.0% § 176 43.4% $ 3 5 M
Word 185 4.3 192 43.0 176 43.4 (¢)] 9
Graphica 35 B4 24 6.0 11 7.6 13} 4
Project 27 6.5 15 4.0 2 5.6 11 4
Roneding -- 0.13 m

Jors IR M I® WE I h T

;

ke

g 8
Employees
!
2

[

@24 Q81 Q832 QI3 Q934
Nate: Prior quariers have been resixted to inckade PG Ireland headeount.

Operating income
Revenue Revenye
Exexl $ 332 48.1% 3 234 44.0% $ 43
Word 350 45.7 307 H.6 L]
Graphics 62 523 36.0 32
Project 63 61,3 E]] My 2
Rounding - - - - -
; i 48.7 g g; 43.4 i |§2
—_—d | 0Py [+ Naimee _Chaer
—Revenne —Revenge ~Revenue
Excel 5 % #43% 5 M 45.6% 0§ g7 49.3% S W os ap
Word 81 4.7 90 47.0 76 43,3 )] ]
Graphics 21 61.3 10 43,8 16 50.4 1 5
Project 20 749 7 43.5 12 $4.1 13 8
Rounding —_— - S - I -~ - U} -
§ _Jog 4.4 181 46.4 5 19 410 S 3 5 7
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DESKTOP APPLICATIONS SUMMARY
Headcount (peicen is of Product Groups' totaf)

e X 1008 Merch3h 1993 _Doombr 3l 0992 _Sepember30, 1992 Jgne 30,1990
Excel 1 6% 2 % p o3 6% 9 % m % {
Word 20 6 281 7 .o, 7 ® 7 252 7
Groptiics % 2 67 2 62 2 % 1 5% 1
Frojeat n 2 it 2 o 2 7 2 @ 2
DAD Suppost il 5 215 5 a2 5 195 5 28 6

i AR I, AR BS 2R R4 218 W7 2%

Note: Prior quarters kave been restated bo include 1PG Ireland headeount.
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EXCEL

FYa3

Excel 4.0 received a number of top honors and awards during FY93: Software Digest Ratings Report, Highest
overall evalvation; InfoWorld, Top-rated Windows-based Spreadsheet; BYTE magazine, Award of Excellence;
PC/Computing, Most Valuable Product award: PCWorld, World Class award; Best of 02 spreadsheet. For the
Macintosh: MacWEEK, Editor's Choice Diamond award; MacUser, Five Mice, highest rating; MacWord, World
Class Award,

Excel was chosen as the testbed application for Windows NT. Excel will be onc of the first major applications to
support NT.

Excel Business Unit estimated that Excel held 51% of the Windows spreadsheet market share and 89% of the
Macintosh spreadsheemtarketshm'einthAmcﬁ:afurFﬁSywlodaleasnmeth 03,

‘The Excel User Education group received two awards from the regional Saciety for Technical Commumications;
one for the Excel 4.0 Step by S1ep book, and one for the Windows Excel 4.0 CBT,

Quattro Pro for Windows received the "best spreadsheet”™ award from Windows User Magarine, beating both
Micsasoft Excel 4.0 and Lotus 1-2-3 for Windows. The product also was given the award for "best spreadshest™
from Windows Magazine.

Q934

Microsoft Query wilt be included in Bxcel 5.0 and other Microsoft Desktop applications, allowing for built-in data
access capabilities. Microsoft Query uses the Open Database Connectivity (ODBC) standard to connect
applications such as Excel and Word to 2 variety of databases such as SQL Server, Oracle Server, dBASE and
Paradox,

Excel 5.0 shipped a beta release in June.,

Lotus Development Corp. shipped 1-2-3 Release 4 for Windows on June 15 along with SmartSuite 2.0. Both
products shipped simultaneously in English, French, German and Japanese. Suggested retail price is $495.
Upgrades for users of all other releases of 1-2-3 and from competitive spreadsheets are being offered at a
suggested retail price of $129,

Lotus 1-2-3 Release 4 for Windows received BYTE Magazine's Best of Spring COMDEX award for application
saftware on May 26.

The Borland Office for Windows shipped, with Quartro Pro for Windows 1.0, WordPerfect 5.2 for Windows and
Paradox for Windows 1.0, Introductory pricing is $399.95 (SRP). In addition, there is a 90 day special wpgrade
price of $299.95 (SRP) for users of any DOS or Windows word processor, database, spreadsheet or presentation
package. Later in 1993, the Workgroup Exlension Pack is scheduled 1o be available with electronic mail,
scheduling, calendaring, forms and presentation graphics.

Bosland Internationat and Lomws Pevelopment Corp. announced July 6, that the two companies will work together
to integraie a forthcoming release of Borland's Quattro Pro for Windows with Lotus Notes,
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EXCEL
Resitits of Operations {in mitians)
FY93 FY% Plan Vanance
Net revenmes 5 o 100, 0% 3 645 _100.0% 46 p
Cogt of revenues 95 13.8 1) 135 (8
Opetating srpense 96 139 110 171 14 '
Allocations 16 242 164 254 ]
Burdened operating income 333 481% 3 2 44.0% 4§
0934 Q93-4 Plan 0933 Varmcs Change
Net revenues 3 11 100.0% 3 168 _100.0% 3 176 _100.0% 3 3 3 {
Cosi of revenncs 25 14.6 23 13.6 24 13.8 [vd] [1)]
Operating expense 18 10.6 b 15.8 " 182 9 9
Alloeations 52 30.3 41 250 32 21.7 1) (14
Burdened operating mcome $ 76 4% 3 7 45.6% $ 8 49.3% 3 .0 3_an
200 300 !
175 ‘ 250
150 1 [ - 18
5 125 1 g 200 g [z cmmcica } TR
£ 1001 : 156 5 |wemmemnor
= 7% = B | cove— Bt
o 7 114100 B
hit] ¢
2% 50
a L]

Qs34 Q-1 Q93-3 Q53 Q334

{.eading Products {unlts in thousands, revenues In mitBons)

FY93 FY?3 Plan Variance

Win Excel 237 % 455 8 23 1,787 § 426 3 3% 450 3 29 (35)
Win Excel Upg* Liio 126 i 728 39 122 182 k1) 8
Mac Excel S04 81 15 445 102 30 64 21} (¥4}
Mrc Excel Upg* 259 ol 97 245 H 125 54 0] (28)

5 691 5 648 3 43

—— L IR
Percentage of et revenues __!;lo& -EE'.E.

* Excindes maintenance
Note: Figures in thit table inciude allocations from bundled products,

The positive Win Excel unit variance was a result of very strong sales wortdwide of the Win Office bundle which
was 471,000 units (105%) over plan for the year. Win Office was 88% over plan in US FG (463,000 units total)
and almost triple plan in Europe PG (311,000 units total). The Excel Business Unit recognized an average of
$1592/unit for each unit of Office sold, which contributed 1o the negative $/anit variance. Revenoe per unit for
Office was slightly below plan in every major channel, but was 57 above plan worldwide, due 10 & mix favoring
Europe FG where average revenue was $642funit ($270/Amit of which was allocated to Excel).

Win Exce] upgrade unit sales were also well above plan due 10 strong sales in Europe BG and ICON and Far East
FG. Europe FG was 254,000 units and $30.0 million over plan (155,000 unils and $13.1 million of this variance
was from the Win Office upgrade). In ICON and Far East FG, Win Office upgmades were 59,000 units and $6.0
million over pian for the Excel BU. Offsetting these positive variances was US FG, which was 18,000 units (5%)
and $5.8 miltion below plan for the year,

The positive Mac Excel unit variance was due primaily to strong sales in US FG, which was 83,000 unis (34%)
over plan, Lower than planned revenues were due to a 26,000 negative unil variance in Europe FG, and a shift in
US FG 1owards the lower priced Academic versions, including the 10-pack for which was recognized $31funit
(license) avernge.
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EXCEL

The Mac Excel upgrade unit sales were 22% over plan for the year despite weak sales in the second half of the
year. 'I‘hiswasduetostrmgsahscfmeMacEmeH.OvetsiunupgrademmcﬁrslpmoftheycarhUSFGand

Europe FG.

Q4 Plan Vanance
Umity Revs  $Mnit Units Eev: SUnil Unls Revs SAnit

Win Excel 8 312 8 175 44 5 130 § My 24 % 12 (74)
Win Excel Upg* 243 27 109 191 n 11 57 4 12
MacExcel 141 % 136 120 27 s 21 B 52)
MacExcel Upg? L <} 5 Its 8 8 1 20)___ 3 an

§ 173 3 168 § 5
Percentoge of net revenues 101% 100%

* Exclhuces maintenance
Motk Figures in this sable include allocotions from bundled products.

WinExodexceededplannedunitsalespﬂnuﬂydmﬁothemofWinOfﬁu. Win Office bundle sales were
176,000 mits {143%) over pian worldwide, and contributed $33 million to the positive reveaue variance in Win
Excel. US FG channel sales were strong, contributing $13 million 10 the revenve variance, with US OEM adding
another $5 million, Europe FG was 33,000 units above plan, bat $6 miltion below plan due to a mix favoring the
Win Office from which the Excel Business Unit recognized $232/unit vs. the $327humit planned for Excel overall
in Ewope FG.

The positive wnit variance for the Win Excel upgrade was due to strong sales in Europe FG; 47,000 units above
plan. Nearty 54% of Excel Upgrade license sales in Europe FG were from the 'Win Office upgrade. The Win
Office upgrade promotion in US FG conmributed 27,000 units 1o the positive BExcel Upgrade variamce but was
offset by a 40,000 unit shortfall in stand-alone Excel upgrades. The revenue variance was a result of positive
variances of $3.1 million in Europe FG and $2.3 million in [CON and Far Bast RG. The ncgative $funit variance
wasdueprhnaﬁlymancgaﬂveﬂ?}milvaﬁanceMEmpeRBmsedbyﬂws!n.iﬂinsalesnﬁx to the lower
revenue generating Win Office upgrades,

Mac Excel unit sales were above plan almost entirely due 10 a 20,000 positive varkance in Mac Office. The Mac
Office variance in US FG was 17,000 units, resulting in a $3 million positive revemye variance, In US FG, the
Excel Business Unit recognized $168funit from sales of the Mac Office, but a mix favoring the lower priced Excel
academic product resulted in a Jower than plarmed $Amit overall,

Mac Excel upgrade unit sales were below plan due almost entirely to a 16,000 unit negative variance in US FG.
Version upgrades were budgeted at a constant rate throughout the fiscal year, resulting in positive variances in the
first part of the year and expected negative variances in the last two quarters. Revenue per unit was below plan in
all channels except Far East FG,

Q914 Q93 — —Change
Win Excel 698 % 122 % 175 564 5§ 111 3 201 34 %5 9 § (26
Win Excet Upg* 248 7 100 305 7 2| N am 1)
Mac Bxoel 141 19 135 100 17 173 41 2 (37
Mac Bxeel Upg* 43 ] 115 ky) 4 118 3 1 3

3 173 § 171 $ 2
Peroenlage of net revennes 101% 98%

* Excindes mainienance
Note: Figures in this whée include allocations Jrom bundled products,

Theirm:aseinum'tsalesofWinExeelstandardproductwasaremltofmmperfonmncemUSFG(91,000
units above Q93-3), US OEM (53,000 units) and ICON and Far East FG (31,000 units). Euwrope FG was above
plan for the guarter, but down from Q93-3 levels, offsetting the increase with sales 39,000 units below last quarter.
Win Excel revenues were higher than Last quarzer due 1o the significant unit increase in US FG which maintained
an average $funit at $176. US OEM and ICON and Far East FG each grew roughly $2.5 million, but Europe FG
was down 511.9 million from last quarier.
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Win Exccl upgrade sales were also above plan in Europe FG, but down 29,000 units from last quarter, US FG
fell below plan, and also decreased 17,000 mnits from Q93-3. The decrease during the second half of the year was
expected as most of the users likely 10 upgrade from earlier versions of Win Excel purchased product during the
six month's following the release of Win Excel 4.0 in the spring of 1992,

Mac Excel sales were up from last quarter in all finished poods channels, particularly US FG (26,000 unit
increase). Revemues were up only slightly due to lower $/mit reatized in Europe FG ($81/unit lower than Q93-3)
and [CON and Far East FG ($86/unit lower than Q93-3). Revenne per unit for US BG was down $7 to $134/unit.

Msc Excel upgrade sales increased from last quarter’s low, but stiil felf below plan. US FG rebounded from the
8,000 unit sales level of Q53-3, to 23,000 in Q93-4. Other finished goods channels were down from Q93-3.
Revenue was up slightly as average $funit held refatively constant at $115/unic.

Channel Revenues {in millions)
FY93
FY93 Plan Yarisace
’
Furope F( 3 345 5 an s k 7
USFG 248 234 "
ICONFG 1] 63 5
REFG 48 43 5
US OEM 1o 10 o
Adjustmente (23) (18} Qo
Net evenues $ 691 3 645 $ 45

Al channels finished the year ahead of ptan. The revenue mix between channels was very close to plan with
Europe FG representing 48% of ol revennes followed by US FG with 34%. Worldwide revenne was relatively
conztant throughout the year, with Evwrope FG realizing a strong first 3 quanters, and 1S PG achieving most of its
posilive variance in Q93-1 and Q93-4.

Q94
Q934 Plan 93-3 Yariancs Change
Eorope FG s 71 3 80 1 90 5 [¢)] H (19)
USFG 73 64 55 9 8
ICONFG 19 18 16 i 3
FEFRG i3 9 16 4 m
Us OEM 5 1 3 4 2
Adjustments (10) [0)) ) &) {6)
Net mveues b 111 ] 168 ] 176 5 3 3 !5!

Europe FG fell below plan and last quarter’s Jevel as unit sales for Win Excel standard and upgrade declined along
with $/unit for all products. US FG had a good quarter as a result of strong unit sates of Win Bxcel ($13 million

positive variance). US FG Mac Excel unit sales were above plan, bul below plan $7mit for afl products tempered
overall revenue variances,

Cost of Revenues

FYe3

Product costs were slightly below plan at 9.3% of gross revenues, (9.5% planned). US FG experienced a slight
positive variance with product costs mt 10.4% of US FG gross revenues, .2 percentage points below the 10.5%
planned. ICON and Far East FG had product costs 0.3 percentage poims below planned (12.0% of gross revenues
versus 12,3% planned). Europe FG product costs were slightly below plan al 7,9% of gross revenues versus 8.0%
planned. Total cost of revenues as a percent of net revenues was higher than plan at 13.8% (13 .5% planned) due
to higher than planned negative gross revenue adjustments,
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Q83-4

-Product costs were at plan at 9.6% of gross rovenues, (9.5% planned), US PG and ICON and Far East RG
experienced shight positive variances while Burope FG product costs were above plan at 8,7% of gross revenues
versus 8.0% planned. Total cost of revenues as a percent of net revenues was higher than plan at 14.6% (13.6%
planned) doe to higher than planned negative gross revenue adjustments.

r

Operating Expenses (in milions)
F¥93
FY93 Plan Variance
Macketing 5 2 $ 5§ $ 9
Payroll & Peyroll Tax 1 13 -
Product sapport services 22 28 £
Product developmeat 2 2 ¢
Other 19 18 {1}
$ 96 $ 110 § 14
B34
0834 Plag Varlance
Marketing $ 13 H 1 § 2
Marketing accrual an - 11
Product snppost services 6 7 1
Mktg fund incentive 2 1 v
Other 3 8 0
$ 18 ¥ 27 3 9

Operating expenses for the year were below plan due in part to unspent marketing budget. PSS was also below
plan due to lower than planned headcount and opeating expenses in PSS departments.

The closing out of marketing purchase orders at year end resuited in a $2 million negative variance in marketing,
but not envugh to offset the acenzal account balance of $11 million. Other operating expenses approximaied plan
for the quarter.

Headcount
As a Percent of Total
Actual Plan Varisoce Change Operating _Prod Groops

June 30, 1993 243 prk} - ] 2% 6%
March 31, 1993 242 243 1 11 2 6
December 31, 1992 23 243 12 2 2 6
September 30, 1992 29 243 14 7 2 6
Jone 30, 1992 222 175 “n (13) 2 &

Headcount increased by ! during the guarter 1o bring actual heads in line with plan.
Allocations

Total allocations were $10 mitlion higher than planned for the guarter due primarily (o variances in Ewope FG
and ROW FG. Sales and marketing atlocations from US FG were $2.8 million below plan for the quarter, and
$3.3 million below plan year-to-date. European G allocations were $8.2 million below plan for the quarter and
$7.4 million below plan Y'TD. ICON and Far East FG sales and marketing aliocation was 54.4 million above plan
for the quarter, and $1.8 million below plan year 1o date, R&D allocations from applications were $2.2 million
below plan YTD. Worldwide product groups R&D allocations were $1.2 million below plan YTD.
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Burdened Operating income

Fyea

Burdened operating income for FY93 was $49 million above plan as $332 million (48.1% of net revenues), versus
$234 million (44.0% of ne1 revenues) planned. The positive BOI variance exceeded even the positive net revenue
variance due 1o lower than planned operating expenses ($14 mitlion below plan); a function of underspending on
marketing, and lower than planned PSS costs, Offsetting (he low operating expenses were cost of revenues
slightly higher than planned (as 2 % of net revenues) and higher than planned aliocations from the Europe FG
channel,

Q93-4

Bundened operating income for the quaner was $1 million below plan at $76 million (44,3% of net revenues),
verses 377 million (45.6% of net revenues) planned, Despite above plan revennes in most finished goods
channels, Europe FG revenues were $9 million below plan. Higher than planned gross revenue adjustments and
rebates further impacied net revenue, Operating expenses were $3 million below plan, but were offset by higher
than planned allocations trom ICON and Far Bast FG and Europe FG which brought total allocations in $10
million higher than planned. )

Quarterty Growth

Net revenues were down $5 million from the previous quarter, Operating expenses were 39 million !ower than
last quarter, but an increzse in allocations from the imtemational FG channels resulted in a decrease in BOI of $11
millien,
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Mac Word completed the year with a number of awards: MacWerd, World Class Award; MacUser, Bddy Award;
MacWEEK, Editor's Choice Diamond Award; BYTE, Award of Distinction and Home Office Comgwting, Editor's
Picks. Win Word was also acknowledged by the press: FC/Computing's top ranking "200 best products™: PC
Producis, Best Buy; PC World, winning pesition in the April 1992 comparisen review; and Software Publishers
Association, Best Business Application.

In: the July issue of PC/Computing magazine WordPerfect 5.2 for Windows was ciled as the best selling Windows
word processor. On the Merisel's Hol list of combined platform sales (DOS, Windows, Macintosh, UNIX), dated
May 31, 1993, WordPerfect is cited as the top selfer with Microsoft Word (DOS, Windows, Macintosh) being
rankeq fifth and AmiPro for Windows is ranked 10th

Q93-4

The first multi-platform (Windows, Mac and Windows NT) version of Word, T-3, is in the fourth and final
milestones before code complete, The Word team achieved a goal of 0 bugs by mid July and Word now has a
scheduled RTM date of September 30, 1993,

The Word business unit estimated that Win Word accounted for 59% of North American Windows word processor
shipments (34% of DOS+Windows word processors), and Mac Word accounted for 77% of Macintosh word
processor shipments during calendar year 1992,

InfoWorld and PC Magazine's comparative reviews of word Pprocessors are being postponed until after T-3 ships,

PC word 6.0 was released simultancously for Australia, Canada, Germany, the United Kingdom and the United
States in May of this quarter. The release of PC Word 6.0 marks the 10 Yyear anniversary of PC Word 1.0. There
have becn numerous new features added to the product 1o give it a look and feel similar to Word for Windows,
This is an anempt to make the end users perceprion of switching from the DOS version 1o the Windows version
seem painless,

WordPerfect released WordPerfect for DOS 6.0, WordPerfect 5.2 for 082, and WordPerfest Office 4.0 during
this quarter.

In the May issue of the Compner Shopper there was an article highlighting the strength of the market for DOS
word-processing software. The article highlighted the release of MS DOS 6.0 and DOS based word-processing
application software packages that are easy to leam, use and cuslomize. -

Results of Gperaticns (in milllons)

FYn EY92 Plan Nagance
Nes revennes A7 1®OX 05 4 _joom 05 45
Cost of revenues 112 149 100 14.2 [h}4]
Operating expense 112 14.9 126 17.8 14

Allocations -6 _235
Burdencd operating incoms Al MI%, L3 _A36% 3 43

__QEH___—_.QEH.HQ_-._QQLL__MMM

et revenues A8 1000% 5 1@ 1000% 5 _I% J000% 5 () 0§ 9
Coun of revenucs 8 153 P TR B 187 (4] -
Operating expense 21 1S 3 158 32 a3 9 1

Allocatians 55 .28 45 229 £ _n? a0 ____gn
Burdened operating income Sl _437%, S _T0% 376 413% A0 I3
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[
Q94 -1 QM2 Q3 Qnad
Leading Producis (units in thousands, revenues in mililons)
FYS3 (units in thousands, revenues in milions)
Y93 F¥93 Plan Variasce
Win Word 2342 § 4711 ¢ 201 1770 § 423 § 239 528 48§ (3
Win Werd Upg* 1,054 116 110 830 8% 106 215 n 4
Mac Word 722 88 122 616 L 161 106 {n (3%
PC Word 224 53 235 397 B% 224 713 {36) 11
Mac Word Upg* 4538 265 57 79 9 109 79 17 (52)
S $ 709 3 45
Percentage of net revenocs 1H% 101%

* Excludes maintenance
Note: Figures in this jable include aflovations from bundled prodincis.

Year-to-date Win Word unit sales were above plan in all channels, except for the Far East which was below plan
by 14,000 units and $3.8 million dollars. The year-to-date Win Word unit sales were above plan largely due to the
success of the Win Office bundle. The Office bundle accounted for 216,000 of the 218,000 positive variance in
US FG, 201,000 of the 130,000 positive variance in Europe FG, and 54,000 of the 46,000 positive variance in
ICON and Far East FG. Revenue for Win Word was also above plan, but the shift of sales mix towards the Win
Office, and licensed product resulted in a lower $junit than planned.

The Win Word upgrade's positive variance in units and revenue was due primarily to strong sales in Europe FG.
Upgrade unit sales in Exrope FG were three times planned at 474,000 units, which resulted in a $36.8 millicn
positive revenve variance. ICON and Far East FG was alsp above plan with positive variances of 143,000 unils
and 39.5 million. Revenue per wnit for Win Word upgrades overall, was higher than planned due 10 unplanned
sales mix within USFG which resulted in $/mit average of $109, $12 above plan.

Mar Word unil sales were above plan due 10 sirong sales in US FG, particularly in §93-2 as a resuli of the releases
of Mac Word 5.1. In spite of a weak third quarter, US FG was 92,000 wnits above pian for the year, 54,000 of the
varinnce being realized in Q93-4, Overall revenues were $11 million below plan due 1o the shift towards licensed
product and the lower priced academic edition. Mac Word academic edition wnit sales represented 40% of all
Mac Word unit sales.

Mac Word npgrade sales were significantly above plan, due to sales of the version 5.1 upgrade in US FG during
the second quanter. US FG represented 69% of (he positive unit variance at 262,000 units and 61% of the revenue
variance at $10.7 miltion above plan. Europe FG also contributed to the positive variance with almost four Gmes
budgeted unit sales of 134,000 units. Europe FG revenues exceeded plan by $6.2 million.

PC Word unit sales were below plan for the year in ail channels except ICON and Far East which was 4.000 units
above plan. US FG was below plan 37,000 units, Europe FG 80,000 units,
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Q93-4
Q534 93-4 Plan Variapce
Win Ward 725 § 124 5 1T 485 § 115 § 238 M08 9§ 6D
Win Word Upg? 256 2% 103 143 % W7 1 ] @
Mac Word 9 2 93 157 26 162 n e R (1))
PC Word 50 n = 9% 25 236 “e a4 a3
Mac Word Upg* ™ S 65 15 2 106 64 3 @n
$ 157 $ 194 5
L] ——
Percentage of net revenues 101% 101%
* Excludes maintenance

Nofe: Figures in this table include allocations from bundled products.

The positive unit variance for Win Word was largely due 10 OEM US and USFG which accounted for 109,000 and
78,000 of the unils respectively. US OEM contribuied $5.2 million to the positive revenue variance. ICON and
Far East FG also had a positive wnit vatiance for Win Word of 26,000 enits. Win Office bundle unit sales were
176,000 above plan worldwide, and contributed $34.1 mitlion to the posilive revenue variance in Win Word. US
FG was 78,000 units and $11.5 million above plan. All channels were below planned $/unit due in part to a mix
favoring the Win Office.

Win Word upgrade unit sales exceeded plan due to strong sales in the intesnational channels, Europe FG unit
sales of the Win Word upgrade ¢including office) were 80,000 over plan with a positive revenue variance of $7.3
million. ICON and Far East FG unit sales of Win Word upgrades were 28,000 over plan. US FG was 95,000
units and $7.9 million below plan.

Mac Word units were above plan primarily due to USFG and ICON and Far East FG which were above plan by

54,000 and 14,000 units respectively. Revenue was below plan on all channels duc 10 lowes than planned $Amit
of single user product.

Mac Word upgrades sold better than plarmed due to the unplanned release of version 5.1 in US FG and
intenational channels. The US channel accounted for 42,000 units and $2.5 million of the positive variance.
USFG revenue per unit was lower than planned due in part to the numbec of Mac Word 5.0 usess taking advantage
of the $14.95 upgrade price. Europe FG was 16,000 units and $.9 million aboye pian,

PC Word posled a negative unit variance due 1o 2 shonfalls in US FG (14,000 units sold againgt a plan of 20,000),
and Europe FG (35,000 unit and $11.5 miltion negative variance). The quicker than expected shift to Windows in
domestic and intemational channels is thought to be the primary reason for the poor performance, as well as the
slippage of PC Word 6.0.

Quarterly Growth (units in thousands, revenues in milllons)

0934 Q93-3 Changpe
Unih Rews S Units  Reve SUniy lnis Rew  §lhnit
Win Wond 5% 124 3 171 M1 3 10§ 203 45 14 $
Win Word Upg* 56 26 103 268 31 114 i 0 {11)
Mac Word b7yl 21 93 134 17 127 9y 4 34)
PC Word 50 11 221 49 . 10 206 H i 15
Mac Word Upg™ ™ 5 Bs 135 5 37 {55) = 28
] i
Percemage of net revennes 101% 2%

* Excludes maimienance
Note' Figurer in thix iable include allocasions from bundlrd products.

The increase in Win Word umit sales was due 1o 117,000 unit increase in US FG, along with a $19.5 million
increase in reverues, Sales in ICON and Far East were up by 38,000 units and $4.1 million in revenue,

Unit sales of Win Word upgrades decreased this quarte in all finished goods channels, except for ICON. The
drop in USFG {23,000 units and §3 million) was offset in wnils and mihimally in revenue by the increase in ICON
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(20,000 units and 3761,000). The Far East channe) experienced a koss from last quarter of 9,000 units and $1.6 -
million.

Mac Word sales increased 77,000 units and $6.2 million in US FG after a below plan third quarter. Europe FG
unit sales increased by 8,000 unils, but & $84 decrease in average $/unit resulted in a $1.7 million decrease in
revenues. KCON and Far East FG Mac Wonl shipments were up 9,000 units from last quarter, but a lower $/unit
due 10 academic sales resulted in a drop in revenue of $376,000.

The decrease in Mac Word upgrades was due 10 2 decrease in US FG (22,000 units), and Burope FG (34,000
wnits). In spite of this decrease in units, the revenue fall off was minimal because of last quarter's mix which
favored the $14.95 Mac Word 5.1 upgrade offering.

PC Word sales were relatively flat compared to last quarter. The fsll impact of the PC Word 6.0 release was not
realized in Q93-4 because of its May release. Of the 50,000 wnits which were sold in Q93-4, 24,000 units were
sold in the US FG, 16.000 of those units were 50ld in June after the release of version §.0.

Channel Revenues (in milions}

FY33 (in millions)
FY%
FYo Pan Variance
Europe FG ] 400 5 385 3 34
USFG 776 257 19
ICONTFG ) 73 -
Far Enst FG 21 19 1
Us OEM 11 7 4
Adjustments 32 {18) {14)
Net rovenues $ 749 3 T04 3 45

Worldwide Word revenues were 64% above plan for the year to date, with Europe FG making the largest
contribution with positive variances in Win Word standard product ($17 million above plan) and Win Word
upgrades (336.8 million above plan). These positive variances were a function of higher than plarmed Win Office
sales. Offsetting these positive varances was a $24.4 million negative variance for PC Word in Burope FG. US
FG was also above plan for the year, largely due to the $56 million revenue variance resulting from the MS

Office. The positive revenue variance for Word producks sold s a part of the MS Office worldwide was $138
million.

Qa3-4
Q934

0934 Plap ~  _ Q03  _Vermnee  _ Chagge
Evrope FG $ 86 $ 98 $ 103 - {12) 3 [4¥)]
USFG T8 59 50 7 26
ICON FG 21 21 17 - 4
Far East ¥Q 7 8 [ 4} 1
US CEM 6 1 3 5 3
Adjustments {11 {5 3 (€} {8)

Net revenucs s s $ 12 5 176 3 Q3 3

USFG revenues were 41% of Word worldwide revemues, versus 35% planned. Ewrope BG was 13% below plan
due w negative variances for DOS Word ($11.6 million) and Win Word ($6.3 million). USFG revenues surged in
the fourth quarter compared 1o the third guarter due to increased sales of Win Word (519 million increase). PC
Word 6.0 ($1.8 million increase) and Mac Word ($6.2 million increase).
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{ost of Revenues

FYa3

Product costs as a percent of gross revemyes remained relatively consiant during all four quarters of FY93, Total
cost of revenues were impacied in the first guarter by 2 $1.8 million negative variance in the manpfacturing and
distribution allocation, a result of highers than planned shipping costs and a write-off of obsolete inventory,

Q43-4

Product costs were very close to pian at 102% of gross revenues, versus 10.3% planned. US FG experienced a
positive variance with product costs at 10.9% of US FG Bross revenues, 2.9 percentage points below the 13.8%
planned. The variance was due to a sales mix weighied towards higher masgin single License products. 100N and
Far East FG had product costs 1.9 percentage points higher than planned (14.5% of gross revenues versus 12.6%
planned). Burope FG product costs were highes than planned at 8.9% of gross revermes versus 7.3% planned,

Operating Expenses {in milicns)
FY93
FY93
FY93 Flan Variance

Marketing $ 45 3 56 s 1]
Masketing fund incentive 5 5 (1
Produc: support services 2 3
Other 32 3t (1)

5 112 3 126 5 14

Operating expenscs were below plan due primatily to under spending in marketing and Jow PSS operating costs,

Q3.4
Q934
93-4 Flan Varisnce
Marketing s 16 3 12 L))
Markerting fund incentive 2 1 (
Product support sexrvices ] 9 1
Orher (3} § 13
3 21 $ 30 3 9
Marketing exceeded plan due to the Ppayment of invoices at the end of the year,
Headcount
As a Percent of Total
Actua) Plan Vatiance Change Operating  Prod Groups
June 30, 1993 260 278 18 20 2% %
March 31, 1993 28] 78 3 F4 2 7
December 31, 1592 21 215 [£3] 3 2 7
Scptember 3¢, 1992 82 282 - 30 3 7
June 30, 1992 252 189 {63) 7 2 7

There was a 21 person decrease in Word headcount this quarter, This was a result of slight decreases in
Development, Test, and User Ed, and the movement of 10 heads in Word Markeling 1o the Office Marketing
department.
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Allocations

The sales and marketing allocation frem US FG was $3 million below plan for the guarter, and year-to-date.
Europe FG allocations were $9.6 million above plan this quarier.

Burdened Operating Income

FYe3

Burdened operating income for the year was 343 million higher than plan for the year ($350 snillion and 46.7% of
net revenues vs. $307 million and 43.6% of net revenues planned), due to very profitable first and second guarters
{ 1st gt was $27 million above plan and 2nd qtr was $19 millon sbove plan). Net revenues were 345 million
above plan for the year, m&opaamgexpenmmdsalcsmﬂmmineungaﬂomonsbelowphnby $14 million
and 55 million respectively.

Q93-4

The Word Product Unit's BOI for the quarter was $81 million (43.7% of net revenyes versus 47% planned}. This
fower than planned profitability was primarily a result of below plan revenne, higher than planned revenne
adjustments and rebates, and incrensed sales and marketing allocations,

Quarterly Growth

Net revenues were 39 million (5%) higher than last quarter. Total cost of revenues as a pescent of revennes
decreased marginally from 15.7% to 15.3%. Operating expenses dropped W% from [ast quarter due to the year
end marketing accrual adjostment, These factors combined to resuli in a BOI increase of $5 million (6%) higher
than last quarter,
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FYa3

Mac PowerPoint 3.0 shipped in Q93-2, followed by French, French Canadian and Swedish versions in Q93-3.
French, German, French Canadian, Imlian zand Swedish versions of Win PowerPoint 3.0 weze released during the
first quarter of the fiscal year. The Dutch version was released in Q93-3,

Win PowerPoint 4.0 is estimated to RTM during Q94-2, Mac PowerPoint 4.0 is scheduled for Q94-3, German,
French, French Canadian, Dutch and Swedish version of both Mac and Win PowerPoint are scheduled to follow
the English versions in Q94-3. In addition there will be Danish, Italisn, Norwegian, Portuguese and Spanith
versions of Win PowerPoint 4.0 released in Q94-3, and a Japanese version ig planned for release by the end of the
fiscal year.

PowerPoint 3.0 won the PC Magazine Editor's Choice Award for Presentation Graphics snd made the Windows
Magazine "100 Best Products of 1992" list. Mac PowesPoint won the Mac World World Class Award, the Mac
Week Editor's Choice Diamond Award and the MacUser Editor's Choice Eddy Award, Win PowesPoint won the
Windows Magazine Readers’ Choice Award and the Windows User Magazine Best Buy Award.

The revenne aliocaied to Graphics Business Unit from the Microsoft Office continues to be a significant portion of
total Graphics revensves. Microsoft Office for Windows made the top seller lists of Merisel, Ingram Micro and
Corporate Software, Microsoft Office for the Macintosh also made ingram Micro's list. The Lotus SmariSuie
made the top 1) Windows packages at Corporate Software for the first sime in December (it ranked tenth while
Microsoft Office was third).

Software Publishing began offering a new 1.800 service called the Harvard Graphics Advisor Service which offers
free expent guidance for help with any type of presentation.

Eurcpean Windows-competitor "Graph in a Box" went out of bosiness due to excessive pressure from PowerPoint
and Freelance.

Vijay Vashee assumed the role of Business Unit Manager for Graphics in the spring of 1993. Pete Higgins had
been acting as BUM since Bob Gaskins left.

Q934

The German version of Mac PowerPoint 3.0 was released April 19th, and the Spanish version of Win PowerPoint
3.00n April 30th.

Lotus’ Freelance Graphics {for Windows 2.0 shipped in February of 1993, and has already been named best product
in its category by InfoWorld, PC/Computing, BYTE and Windows Sources. It was rated top presentation graphics
product by Software Digest, with an overall evaluation rating of 9.2 out of 2 possible ten.

WaordPerfect Presentations 2.0 for Windows is scheduled 1o be released io distributors July 16th., It is being
positioned as (he industry's most comprehensive presentation graphics product. It conmains support for the
TWAIN open industry interface, which enables users to scan images directly into WordPerfect Presentations. As
an introductory offer, a LOGITECH ScanMan Model 32 hand-held scanner (retzils for $199) will be bundled in
specially marked packages of WordPerfect Presentations at no extra cost. The suggested retail price is $495.

Astound! shipped in Q93-4, which increased competition in the Mac environment, and pressure on PowerPoint for
multimedia capabilities.
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Rasults of Operations (in miflions)

Fy93 FY93 Pian Vaniance
Net revenves $ 1187 _100.0% $_ 846 _100.0% 5 31
Coat of revenues 17.5 i4.7 1.3 134 {632)
Operating expento 233 197 26 309 23
Allocations 15.9 133 163 _ 197 04
Bupdened operating income 3 520 52.3% 3 305 36.0% 3313
I 0934 10934 Plan 2933 Yarisnce Change
Net revenioes $ 350 1000% 3 236 _I000% O 308 _1000% 0§ il4 0§ 42
Cost of rovenues 42 120 0 127 419 159 (1.2} 0.7
Opetaling cxpomse 52 7 6.1 25 62 201 0% 10
Allocstions 4.1 120 42 1.8 42 _ 136 0.1 ol
Bardened cperating income 3 218 51.3% 3 103 43.8% $ 155 50.4% 5 112 $ 60
80
30
60
£ 2 8 [cm=nrneme-
—aal | 40 § | mmamypop
E E mrerreree Eiaacicomrd
™
ot 2
0 ‘ : - PSS o
Q¥4 91 Q32 QM Q334
Leating Preducts (units in thousands, revenues in milions)
FY33 YTD FY03 YTD Plan Variance
Win PowerPoint 1,206 § 7.1 § 66 619 5603 § 9% 577 %188 3 (30)
Win PowerPoint Upg 446 19.1 43 61 6.5 107 /5 128 (54)
Mac PowerPoint 245 143 59 162 167 103 g3 Q4 @
Mac PowerPoint Upg 61 4.8 8 35 32 9N 26 16 an
$1173 3867 5306
e ] _— T
Percentage of net reveanes 9% 102%
SRS =

* Excludes mointenance
Note! Figares in this table include allocations from bundled products.

Revenue allocations from MS Office were 56% of total Graphics revenues, versus plan of only 15%.

The large positive veriance in umit sales YTD resnited in a positive varisnce in reverues despite negative
variances in $funit. Win PowerPoint unit sales were above plan in Europe FG (210,000), US FG (209,000), US
QEM (96,000} and in ICON and FE FG (61,000). Of the positive variance in the Europe FG channel, 93% was
atribmtable to Win Qffice sales. The Jower $Amit Win Office sales were a larger percentage of shipmenis than
planned, cavsing a negative variance of $35/unit in the Europe FG channel. In addition, Win Office sold for
$39Amit bess than plenned. Win Otfice units sold in US FG wers 216,000 more than planned and represented 83%
of the total Win PowerPoint unit sales versns 71% planned, Overall, Win PowerPoint $/unit were below plan by
$40/unit in US FG. The positive unit variance in the US OEM channel caused a shift in sales mix and depressed
the average $/unit for Win PowerPoimt worldwide despite a pesitive variance of $21Amit from plan in the US
OEM channel ($36/unit versus $15/uni). Win Office represented the majority of the positive unit vardance in
ICON and FE FG, but sold for a lower $funil than planned and contribuied to the negative $/unit variance in
ICON and FE FG of $15/unit.
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Win PowerPoint upgrade wnits shipped were above plan in US FG (186,000 versus 16,000 planned) due to the
June 1992 release of version 3.0 (lhe product was originally 10 ship in January of 1992) and $9,000 more Win
Office upprades sold than planned. This cansed a positive revenue variance of $8.2 million despite 2 nepative
$/unit variance that resulted from introductory pricing promotions for version 3.0 and the sales of the Jower
revenue generating Win Office upgrades. Europe FG sold 155,000 mare Office upgrades than planned resolting in
a positive revenue variance of $3.7 million for Graphics BU. Win Office sold in Burope FG was 98% of total Win
PowerPoint units, versus 45% planned, and sold at a negative $/mit varlance of $134/mit, In the ICON and FE
FG channcl 71,000 more units than planned shipped, of which 59,000 were Win Office at $116/anit less than
planned. In addition, 17,000 unbudgeted multipie bicense packs were sold for $15/unit and 13,000 unbudgeted
MCD licenses were sold for $114mit in ICON FG. Overal), ICON and FE RG sold Win PowecPoint upgrades for
an average $67/unit less than plan.

InUSR’J‘MaanwaPomtmimme&(l]Omﬁ:saboveplmLﬂ,mOofwhichmexOfﬁcemﬂzsmﬁ
resulted in Jower $funit than planned. In addition 23,000 XLA units were distributed revenue free and another
23,000 MCD units sold at $27/unit (43% of the budgeted price of $63/unit), all of which resulied in a negative
[EVENDE Varance,

Mac PowerPoint upgrades sold in US FG were above plan by 24,000 units. Negative $unit variances occured in
Europe FG and ICON and FE FG.

Q934 Q934 Plan Variance
Win PowerPoim 412 $U9 § &0 170 $169 $ 100 42 3 30 0§ (40)
Win PowerPoint Upg 115 45 3z i4 1.6 110 101 29 an
Mac PowerPoini 87 4.3 LI} 45 5.1 12 42 @8 @
Mac PowerPoint Upg 23 1.1 4 7 0.7 98 7 0.4 (24)
§$3438 53243 5105
Percentage of net revennes SO% 163%

* Excludes maintenance
Note: Fipures in this sable includc aliveations from bundied products,

Approximately 62% of Graphics’ revenues for the quarter were allocations from sales of Office, versus plan of
34%.

Win PowerPoint sales were above plan by 83,000 units in Europe FG and 70,000 wnits in US FG due to strong
Win Office sales. Win PowerPoint sold 66,000 units more than planned in the US OBM channel with an $22Aumit
positive variance. Unit variances caused Win PowerPoint revenues 1o be above plan although revenues per unit
were below plan in Europe RG by $50/unit, and in US FG by $40/unit. Burope FG Win PowerPoint unit sales
were 95% Win Office (which generales less $umit for GBU than stand-elone sales of PowerPoint) versus a unit
sales plan of 81% Office. In the US FG channel Win Office comprised 83% of unit sales versus a plan of 70%.
The shift in sales mix 1o the lower revenue generating US OEM channel also contribuled to the negative overall
$/unit variance.

Win PowerFoint upgrades sold were above plan dus 10 2 positive variance in Win Office upgrades sold in Euwrope
FGolss,Uﬂﬁmﬂls,mICONaMPEFGofw,UOOmﬂtsaMinUSFGofI?,OOU.remlﬁnginthe positive revenue
variance despite negative $Amit variances. Higher than planned Win Office upgrade sales as a percent of total
product sales in Europe FG caused a negative S$/umit variance. In addition, these Office upgrades sold at a
negative variance of $145/mit. Sales of unplanned Win Office upgrades in the US FG channel resulted in a
negative $/mit variance for US FG of $57/umnit.

Total Mac PowerPoint wnits sold in US FG were abave plan by 25,000 units, but sold at & negative $54/unit
variance from plan and resulted in a negative revenue variance,

Mac PowerPoint upgrade units sold were 4,000 units more than planned in both US FG and Europe FG. In Europe
FG these units sold at a negative variance of $77/uniL
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Q934 Q933 Chasge
Win PowerPaint 412 $249 % &0 9t 5195 § 67 121 $54 8 (O
Win PowecPoint Upg 115 45 39 4 54 37 o9 09 2
Mzc PowerPoint &7 43 50 97 3.2 70 490 Tl (20
Mac PowerPoint Upg 14 1.1 74 - 1.8 B0 ®__ 0.7 {5)

$3318 §299 $ 4.9
Percentage of et revenucs 09% 91%

N L
* Exehades maintenonce

Note: Figures in this wabie inciude allpcations from bundled prodicts.

MS Officz sevenue as 2 percent of total Graphics revenve was 62% in Q93-4 and Q93-3, up from 55% in Q93-2
and 44% in Q93-1.

Win PowezPoint units sold incressed in all channels, but most significantly by 57,000 {due to Office) in the US
FG channel, and by 35,000 unjts in the US OEM channel. Despite a decrease of $13/unit from last quarter in the
Europe FG channel the increase in mits sold resulied in revenyes above plan,

Unit sales of Win PowerPoint vpgrades were down 35,000 over (93-3 in the US FG channel due to 2 reduction in
sales of Win Office upgrades, which resulted in the decrease in revenues.

Mac PowerPoint wnmits sold through the US FG channel incressed by 27,000 units from last quarler.
Approximately half of this increase was due 10 Mac Office. An increase i MCD hicenses s0id accounted for
another 9,000 umits of the increase. Revenue per unit decreased in all sales channels.

Sales of Mac PowerPoint npgrades dropped by 10,000 units from last quarter in US FG. In Europe FG Mac Office
sold for $67/unit less than last quarter and represented a larger percendage of the sales mix.

Channel Revenues (in millions)

Y93
Fy93 Plag Vatiance
US FG H &1.1 H 514 5 9.7
Burope FG 426 238 133
ICON FG 124 115 09
US OEM 51 a6 45
Far East FG 13 9.6 0.7
Adjustments (3.8) 3.3 {0.5)
Net revenises b 118.7 $ 84.6 3 34.1

US FG Win PowerPoint upgrades were above plan {although at a negative $funit variance) including 84,000
unplanned Win Office upgrades, which resulied in a positive revenue variance. In the Eurgpe FG channel more
units of Win Office and Win Office upgrades were s0ld than planned, resulting in the positive variance. In the US
OEM channel Win PowerPoint unils s0ld more than three times as many unils as wese planned, at 321/umit more
than planned,

Q934
(03-4 Plan Q93-3 Variance Change
US FG $ 176 $ 148 ¥ 146 - 2.8 3 30
Burope FG 11.9 6.1 123 53 0.4)
ICON FG 3.8 13 30 0.5 08
U5 OEM 26 0.1 12 25 L4
Fur East FG 0.6 0.2 0.2 0.4 04
Adjostments 1.5y 0.9} 0.5 {0.6) {1.0)
Net revenues $ 35.0 § 236 5 J0.8 3 114 5 4.2
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Despile negative 3/unit variances, revenves in the US FG channel were above plan dve 1o srong unit sales of Win
Office and Win Office upgrades. The change in USFG revenues was also dye 1o sales of Win Office.

Europe FG revenues from Win Office were above plan by $5.2 million, and Win Office upgrade revenues by $1.3
miliion,

In the US DEM channel Win PowerPoint units sold 66,000 more than Planned with a $22/unit pobitive variance,
which causged both the variance and the change from last quarter.

Cost of Revenuos

FY93

Pmduaccstsasapemmofmssmvmucsapproximmdplm A negative manufacuring variance was cansed
bya.nmpmchmpﬁceofmwmawﬁalshigiurﬂmnstmdnrd._Ancgativsinvmtoryadjlmw\tresultedﬁ‘om
scrap and provisions for obsolescence.

Q834
Product costs as a percent of gross revenues approximated plan, as did non-product costs.

Operating Expenses (in millions)

FY93
FY93 Plan VYariance
Product developmeat 5 LS £ 32 $ 17
Payroll & payroll taxes 50 58 0.8
Marketing 76 % 0.7
Product Suppont Services 24 1.9 (0.5
Otber 6.8 6.9 0.1

$§ 233 $ 261 b 2.8

Documenition, purchased code and other product deveiopment were under plan due to timing differences and a
shifi of some projects to internal development from outsourcing. Headeount remained well under plan, resulting
in the positive variance in payroll and payroll taxes. Domestic marketing was stightly above plan in print
advertising media and marketing material premiums, but intemational marketing was below plan.

Q934
Q93.4 Plan Variance
Marketing accrual N X)) $ - 5 23
Marketing 29 14 {1.5)
Payzoll & payroll taxes 13 ] 0.3
Product developrment 0.5 08 D3
Product Support Services 0.3 0.5 ©0.
Other 20 1.8 0.

The marketing accrual was reduced as timing differences in marketing expenditures reversed. Demestic
marketing was above plam in print advertising media, marketing material premiums and allocations from line
spending and SMSD marketing. Headcount remained well under plan, resulting in the positive variance in
payrol and payroll taxes.
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Headcount
—Asa Pecent of Total
Actial Plan VYanaoce Change _Opcrating Prod Groups

June 3¢, 1993 6 77 n m 1% %
March 31, 1993 67 75 B 5 1 2
December 31,1992 62 T 9 6 1 2
Septermber 30, 1992 56 67 11 - 1 1
Juoe 30, 19?2 56 o 21 - 1 1

Allocations

FY93

Allocations for the year approximated plan.

Q934

Allocations for the quarter approximated plan.

Burdened Operating Income

FYo3

The $34 million positive variance in revenues wenl straight to the bottom line with additionat help from a $3
million positive operating expense variance. As a result BOI was more than twice that planned, at 52.3% of net

revenue versus 36.0% planned.

Q934

The $11 million positive revenue vasiance was only partially offset by a negative variance in cost of revenues. As

a result BOI was more than twice that planned, at 61.3% of net revenve versus 43.83% planned.

Guarterly Growth

Q93-3 revenues increased $4.2 million (13%) over last quarter. Operating expenses decreased $1.0 million from
Q93-3. Cost of revenues, as a percent of net revenues, dropped from 15.9% to [2.0%. The resull was an increase
in BO? of $6.0 million, 38% above (Q93-3.
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FY93

Microsoft Project for Windows and Mac won top honors from the National Sofiware Testing Laboratories for the.
3rd consecutive year. Microsoft Project was praised for its combination of ease of use and powek in the project
management category. Project also won the Byte Reader's Choice Awards st WindowsWorld,

Project 4.0 created great interest at WindowsWorld duoe 1o its compatibility with Proj/Sched+ and Proj/Access
integration. The industry appears to be excited by this development in workgroup enabling exiensions,

Project 4.0 will be released with an integrated Visual Basic programming language, The integration of Visual
Basic will make the opplication easier to customizs for the consumer.,
Q934

'I‘lemnchandGmnanWumjecM.Glocaﬁzedhlﬂdswmwwsﬁngﬂﬁsmmhmdmonschedubtmshn-
ship. The Project Product Unit has added 4 weeks of buffer to the 1027 RTM date. The criginal 4 weeks of
buffer was absorbed in Phase 2.

WinProject 4.0 compieted ihe first retail build on the last week of May, Work is being focused on performance
issues versus the bemchmark and comecting issnes as they are realized, Work will continve to focus on
performance oriented issues and optimization.

New accounts for WinProject and accounts who have standardized on Project during the quarter included: Koch
Industries, Sprint, Colgate (Mac & Win), AT&T, Amereda Hess, Texas State Anomney Generals Office.

Resuits of Operations {in millions)
—EY83. . _FY®Plg . Viginee

Net reventes 3 905 _1000% 5 699 1000% & 296
Cost of revennes EE] 7.3% 19 3.4% (L&)
Operating expense. 16.7 16.3% 198 27.9% 2.8
Allocations s _IL6% 131 J87% .. 06
Burdened aperating income 3530, Lp33% 3 U4 _ueE 3 36

0934 OVidPlan 0933 | Vasange _Change
Net revennes 271 1000% 3 )64 100% 5 728 __LO% 5 107 3 43
Cost of reverues 1B 6.6% L5 9.2% L7 7.5% 0.3 1)
Operating eapense L6 5.0% 45  274% 56 24.6% 29 4.0
Allocations —dd _Jlo% 33 _200%  __ 32 _140% __ (02 —i3

LI 3

CETTE S Revannes
L 111
— x5 2 00 8

$ Milone
s

Q24 ULEN] Qs Q233 Q3.4
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Leading Products {units in thousands, revenues in millions)
fub g4 ) — FY9 Plan, Narisoce
Win Project M4 5 809 5§ 1) 408 535 8 419 04 5 24 5 (38)
Mac Project 15 9.4 %8 20 7.8 188 15 L5 (120} ¢
Win Project Lipg* 68 8.2 120 30 4.7 156 38 s (36)
PC Project 7 __ L& 240 1. 02 %5 6__14 (69
S000 -y i 2.
Perceptape of nel reveoies )13 —diR
]
* Exvlides maipienance.

The positive 1nit and revenue variances for Win Project year-to-date continued 1o be a reslt of strong sales in US
FG (53,000 units and $15.6 million above plan) and Fwrope FG (8,000 units and $4.2 milkion above plan). US
OEM and 1CON and Far East FG were also significantly above plan in terms of units, but a $52/umit average price
in US OEM and lower than planned S/unit in JICON and Far Bast RG reduced the revenue impact of these unit
variances.

Virwally alt of Mac Project's positive volume and revenue variances occurred in US FG. The $Amit in US FG
avereged only $247Aunit, $130 under pian. Unit sales of low priced licensed (MLP and MCD) product in US PG
were disproportionately high compeared to plan, further explaining the Jow $/unit variance in US FG.

Win Project upgrades were above plan year-to-date primarily dve to a positive 24,000 unit variance in 093-1. All
finished goods' channels were well above planned volome, but 63% of the revenue variance occurred in Europe
FG. The reason for this was the relatively high S/unit obtained in Europe FG for the non-academic single user
license upgrades. In contrast, ICON and Far East FG experienced 15,000 unit sales of MCD product at $/unit of
$11 which expiains the bulk of the overall negative $/unit variance.

The positive unit variance for PC Project was mostly the result of 5,000 unplanned units being sold in US FG.,

Q034 M34Plam Yarianes
Win Project x 3 243 3 M 3 1425 417 46 % 101 $ (118
Mac Project ki 24 329 5 LY 389 2 0.5 (60}
Win Project Upg* ! Lt 18 5 as 155 6 03 “n
PC Project 02 258 — Ol 30N 1 _ 01 {43
180, e, il
Peccentage of nat revenues 3% —t$4%,

* Excludes mainicnonce,

The positive wnit variance for Win Project was primarily the result of strong sales in US FG and unplanned sales
in U5 OEM. US FG was 24,000 units abave plan. US OEM sold 15,000 units of Win Project at an average price
of $53Aumit, 2 major cause of the negative $Amit variance for Win Project. US FG accounted for §1% of the
positive revenue variance, though the average price in that channel was $360/unit, $17 under plan.

Mac Project’s $funil variance was the result of lower than planned prices across all channels. 1CON and Far East
FG's had the lowest average selling price at $196/unit, $188 under ptan. The highest average price achieved was
$421unit in Europe FG, still $33 under plan. US FG's average selling price was $330/unit, $47 under plan.

The positive unit variance for Win Project Upgrades was due to the 3,000 units that sold in US FG, all wnplanned.
That shift in channel mix from the plan, and the fact that the average $/unil in US FG was only $122/umit, $32
below the worldwide planned $/Aunit, resulted in the unfavorable $/unil varjance.

PC Project was also above plan, due primarily 1o unplanned sales in US FG. The lower $/imit in US FG from the
worldwide plan resulted in the S/unit variance,
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0934 0933 Chapge_
‘Win Project 0% 1431 8% 303 8% 1905 330 Y 53 3 (n
Mac Project 24 329 & 2.0 331 1 o4 )
Win Project Upg* 1.1 1C8 9 1.2 128 2 on v.0]
PC Project 1__02 25 1 0.4 268 - B2} (10}
dtdl. 228 A

Percentage of net revenocs —d 8% 2R

* Excludes mainienance

Win Project unit safes increased this quarter primarily due to a 12,000 unit increase in US RG, with the remaining
increase split fairty evenly between US OEM and the ICON and Far East FQ channels, The docrease in $/unit was

caused primarily by lower than planned prices in the ICON mnd Far Bast FG channels where the average selfing
price was $235/Aumit, $94 below last quarter's $/unit.

The increase in Mac Project unit sales was virwally 2l atiributable 10 US FG. Revenue/imit was slightly higher in
Q93-3 due to the decrease in Q93-4 $/umit in ICON and Far East FG channels of $196/umit, $117 below Q93-3

S/unit,

Sales of Win Project Upgrade units wese up in all channels from Q93-3 except for in the US FG channsl where
there was an 8% decrease. The decrease in S/unit occurred primarily in the intemnational channels which averaged

$26/unit below plan,

PC Project’s $/unit decreased as a result of lower prices in the intemational channels.

Channel Revenues (in millions)

Us FG
Ewope FG
ICONM FG
Far Bast FG
US OEM
Adjustments

Nol r=vermes

FY91
EYS3 Plan Vagiance
s 56.3 s 5.1 $ n2
3.6 26.4 7.2
10.3 10.5 02)
0.7 0.2 05
1.7 - 1.7
(3.0 23 on
$ 38,6 s £9.9 3 2.7

Win Project and related upgrades accounted for 80% of the variance in US FG and 88% of the variance in Europe
FG. The majority of the US FG variance was due to single user Licenses which wexe over plan by 63,000 units

and $16.6 million dollars,
Q934

Q93 4 Plan 03 —Yogimez . __Change
US FG $ 17.1 $ 76 5 12.6 $ 9.5 5 4.5
Europe FG 7.4 6.4 1.5 1.0 {0.1)
ICON FG 3.0 3.1 2.5 ©0n 0.5
Far East FQ 0.0 - 0.1 — {0.1)
US OEM 08 - 0.5 0.8 0.3
Adjustments .0 0.7) {0.4) (0.4) 0.7}
Net revenues s 212 Y $ 223 5. 108 Y
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Win Project contributed the majority of the positive revenue variance in US FG. All other major Project products
were also above plan in terms of units and revenues, although average $funit was lower than plan for all major

products.
Cost of Revenues

FY03

Product costs as a percent of gross revenues year-to-date approximasted plan at 4.9% vs. 5.0% plan. Toual cost of
revenues was slightly below plan (7.4% vs. 8.5%) as » percentage of net revenues due primarily to lower than
planned allocations from manufacuring and distribution.

Qo3-4

Cost of revenues were below plan at 6.7% of net revenues (8.9% planned). Product costs were 0.8 percentage
paints below plan as a percent of gross revemyes,

Operating Expenses (in millions)
FY93

- 133 Plan —Naiance
Marketing s 4.5 5 77 5 3t
Maketing accrual - - -
Prodoct support services 22 1.9 {0.3)
Proaduct developmient 5 27 0.2
Other 7.4 2.2 o2

3 167 3 __Jos 3 28

Opereting expenses year to date were below plan. The majority of this variance was based on marketing expenses
coming in under budget. Muarketing cxpenses were under budget due to planned programs that were nol nm
during the fiscal year, this left a surplus in e marketing account,

Q934
0934 — Han —Variance
Marketing 3 1.8 $ 1.6 3 0.2)
Marketing accroal (3.2) - 3.2
Product development 0.3 0.4 0.1
Product support services 0.7 0.5 0.2)
Qther 40 2.0 -

s . 16 3 4.3 3 2.9

Operating expenses are below plan, due to the end of year adjustment in the marketing accrual account, The end
of the year adjusiment nets the marketing accrual account to 30,

Headcount
,ﬁs A Em ﬂ lg
Sl Plap _Vejewe .  _Chempe  _ Operaing —Prod Groups

Juope 30, 1953 73 71 @ @ 1% 2%
March 31, 1963 75 7 ) 6 1 2
Dacember 31, 1992 69 7 2 3 1 2
September 30, 1992 7 71 o 3 1 2
Jure 30, 1992 69 40 %) 2 ! 2

Headcount levels in the Project product unit are relatively flat.
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Allocations

FY$3
Virwaily all significant allocation variances on a year-to-date basis have been positive and relatively minor,
resuiting in an overall aliocation variance of less than $1 million.

!

Qe3-4

Themaﬂpmiﬁwﬂbcaﬁmvmimewasdmmpmiﬁvemimmmﬂmwmmmﬂimm In the
departments where there were large allocation overages they were mitigated by depantments that had large
allocation shortages { US FG Sales & Marketing $381,000 helow plan/ Evrope FG $347,000 above plan).
Burdened Operating income

FY83

Year-to-date BOT was 101% above pian at $63 miilion and 63.3% of net revenues. Higher than planned revenues
and controlled expenses were the reasons for the vatiance.

Q93-4

The Project product unit's BOI of $20 million exceeded plar by 184% and was 74.7% of net revenues. The above
plan performance was due 10 net revenmes being 65% higher than planned while operating expenses were only
35% of plan, largely due to the year end marketing accrual adjustment,

Quarterly Growth

The 65% quaner-to-quarter increase in BOI was due primarily to a 19% increase in nel revenues and a 71%
decrease in operaling expenses. The large decreasc in operaling expenses ig attributed to the year end marketing
accrual adjustment acoount being nietted out to $0 in the 4th quarter.
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FY93
World Wide Win Works revenues were 105% of plan.

Mac Works 3.0 shipped in September. Aggressive pricing and bundling led to slightly above 'plan domestic
revenues, but disappointing revenue overali,

PC Works 3.0 (SRP $149, upgrade $49.95) shipped in Q93-2. The product is in a declining category and posted
revenues of 75% of pian,

Publisher Design Pack (SRP $69.95) and the Publisher CD-ROM edition (SRP $199, upgrade $59.95) and
Publisher 2.0 (SRP $139 until September 30, $199 thereafier) shipped just after the fiscal year ended.  Publisher
revenues were 78% of plan.

Golf for Windows {SRP $64.95) shipped in August and by September had exceeded its FY 93 plan. Revenues for
the year were $4.7 million or 175% of plan.

Entertainment Pack 4 shipped near the beginning of Q93-3 with seven new games, Overall, Entertainment Pack
revenues were 37% below plan.

Money 2.0 shipped i September. The product was well above plan in Europe FG and well below plan in US FG,

MS Profit for Windows shipped in Febrary, with strong sell in, but anemic sales followed. For the year, Profit
was 48% of plan, This product was developed with Great Plains Software and featyres forced registration by
telephone and $2.00 per minute support provided by Great Plains.

MMP rovenues were 2.6 times plan at $12.7 milfion, Bookshelf and Encarta comprised 59% of this revemue, but
Cinemania, Musical Instruments, SoundBits and Beethoven were each well above plan as well.

Projected Product Release Dates:
Stravinsld 393 Space Simulator 1193
Plight Sim 5.0 M3 Ubtimate Robot 1193
Arcade 893 Mac Bncarta 12093
Mozan kx| Momey 1.0 194
Cintmnania 94 93 Mac Works 4.0 94
Flight Sy Scenery Disks 993 Mac Cinemania 284
Fine Artist/Creative Wiiter 1093 Win Baseball 394
Encana 94 1093 Asicient Empises 194
MS An Gallery (Mac & win) 1093 Utopia 4154
MS Basinsss Manager 1093 Flight Sim AXSD Spring/3¢
Win Works 3.0 1093 Childeen’s Encyclopedia 10194

Q034

Works revenues as a percentage of plan, including upgrades, were 96%, 63% and 69% for Windows, Mac and PC,
respectively, In May, Ciaris entered the Windows integrated category, comprising Win Works' first competitive
threal. Se far Claris’ sales have been unimpressive, but they have made key OEM deals with Toshiba and TBM.

Publisher revenues were 176% of plan.

PC Flight Simulator 5.0 slipped into FY 94, from its planned April introduction, causing & negative variance for
the quarter of $4.8 million.

Golf, after a strong fall and winter channel fill, had significant returns, posting negative US FG revemue for the
second consecutive quarter. Two new enlentainment products, Golf for Windows Multimedia Edition and M5
Arcade for Windows were both announced and will ship in Avgust,

Profit for Windows, afier a reasonably swong sell-in, has had plummeting sales. Revenues fell from $2.0 million
in Q93-3 10 $364.000 in Q934 and were only 577,000 in June.
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Money continued its aggressive domestic retail and OEM pricing and exceeded its revenue plan by 48% and its
unit plan by 425%.

MMP net revenues were 2.6 times plan. MMP's first Macintosh product, Musical Instruments, shipped in June.

Encarta (SRP $393, academic version $249, future updates $100) shipped in March and accounted for 37% of
MM¥'s net revenue with 6,969 units sold for $1.5 million..

Resulis of Operations (In miions)
—t . EY®IPla | Vprisoes

Net cevences 31763 1000%. 3 194.] $ (17.6)
Cost of revesuea kAl 2004 399 .6 4.0
Operating eapense 18.5 4“5 86.4 .5 1.9
Allocations e 2L3 0 303 _ w3 @ ___ 1%
Burdened oporating incoms 3 232 13.7% 3 285 B, 303

634 0534 Plan 0933 Variance _ Change
Kt revenes $ 380 _1000% $ 529 _100.0% 3 454 _1000% S 5 (9
Cost of revenues 33 219 115 217 X ] 19.1 32 03
Opensting expense 139 497 AT 4Ll 20 43 23 1.2
Allocations 11.4 30.1 10.2 13.2 9.2 20.1 ¢ 1] @2

Burdenod operating income 3 08 I 3 05 180% § 75 165% S {104) 3 @1
ﬂj——J SR L — "~ — 3

100 1 T 500
1 450
5+ e + 400
o 4350
£ 5 Ry - - 1 300 I T Revenues
2 ey [0 e } 250 g —01
2 iy 1) B [ el Mo B [mmmhe
» : L G bl e |lis
0 o il == 100
Q94 01 Q92 Q933 Qo4 4s0
2% 4 -0
Note: Prior quartcrs huve been resiated to include 1PG Ireland headcount.
Leading Products {units in thousands, revenues in millions)
FY93 FY%3 Plap _Varinpco
Wia Works* 1625 3 61LLO0 § 38 933 § 582 § 62 6285 13 3 (24
PC Works* God 28 M 1,179 448 38 (215  (12.0) 4 !
Publisher 21 134 56 w17 o4 & Wy 3y
Mac Works* 281 127 45 168 15,0 95 113 (3.3 {50)
Win Works Upg I2]] 22 58 135 13 62 6 Q.l} 4
PC Works Upg H? __ 63 59 154 16 56 O {18 3
SlH.9 31333,
Percenuage of get revenues el 0% el 2%,
* Excludes maintenance

Note: Figures in this table inciude allocations from bundiled produces.

Win Works was 5% above plan in revenues while 74% over plan in units. This is due 1o the strong performance
of the product in the OEM channels (6% of worldwide units). Sales in the retail channels were slightly below
plan, however (89% of plan), as OEM sales cannibatized reszil sales. '

PC Works finished the year with a poor showing relative (o plan in all channels except US OEM, which was
above plan by 80,000 units and $1.1 million. US FG revenues were $6.2 million versus $8.1 million planned, and
combined international finished goods revenues were $20.0 million versus $28.9,

170




MS-PCAIAZ 000000270
CONFIDENTIAL

CONSUMER

Domestically, Publisher achieved 98% of planned finished goods revenyes and atmost six times planned revenues
in US OEM. In Europe FG however, revenues were $3.3 million versus ptan of $7.6 million.

After a successful introduction in the second quarier, Mac Works sales have suffered from a full chunnel and
from strong competition from Claris. Aggressive promotions and in-store bundling with Macintosh computers has
been implemented in order to hold off the competitive threat unti) the shipment of Mac Works 4.0, These efforts
drove the unit volume 67% above plan but hurt revenue per unit, resulting in revenue falling shert of plan by
20%. Including update revenuc, Mac Works was 86% of plan.

Q334 04 Yaristge _

Win Works * 5103 44 3 1% 28 152§ & S OB 5 N
PC Works * M5 %o 1 2 ny k1 p 7SN v K- N § P
Publisher 64 3.0 17 4% 4.0 87 1 1., 40
Mac Works A5 24 43 4 37 8 H 03 e
Win Works Upg 3 1.9 49 37 23 sl 1 04 u
PC Works Upg 2___ 18 1 ___23 &l @_ 05 -
3L .30, .09
Percentage of net reventes i %

* Ma mainienance
Note: Figures in this table include aliocations from bundled prodacts.

Win Works was significantly ahead of plan in units within the OEM channels, and Europe FG finished the quarier
19,000 units behind plan. These factors caused the negative $/unit variance. The Win Works Upgrade $Amit
variance occurred across all channels.

The negative revenue variances for PC Works ocenrred across all channels except US OEM, which had a positive
unil variance of 124,000. The largest share of the revenue came from US OEM, where sales wers $2.0 million
versus plan of $1.0 million

Publisher's positive variance in units sold occurred in the US OEM chammel {39,000 units versus 15,000) and in
US FG (14,000 units versus 10,000). Publisher was much less successfal in Bwrope FG where only 8,000 of a
planned 15,000 units were sold. The negative $umit variance was cansed by the channel mix being weighted
more heavily than planned toward OEM and academic sales. Sales were also slowed by the anticipated release of
Publisher 2.0 scheduled for July, 1993,

Money fell off the top products Kist, although it posted a favorable unit variancs of 155,000 and a positive revenue
variance of $400,000, primarily due to strong sales in the US OEM channel.

Mac Works moved on to the top products list this quarter primasily due to strong unit volume sales in the US FG
channel {36,000 units versus a plan of 21,000). US FG revenue fell short of plan (31.8M versus a plan of $2.0M)
due to a higher than planned mix of bundled units and MLP updates.

Q234 2933 —_—Changes
Win Works * 5198 144 § 218 24 %5 173 §$ B NS 29 3 (5
PC Works * M5 8.0 23 211 1.0 k3 134 - (15)
Publisher [ 1] 30 47 54 32 4] 10 {0.2) 13
Mac Works 55 24 49 8 .7 ] 47 1.7 (51)
Win Works Lipg 38 1.9 49 40 23 53 (] {0.2) [(}]
PC Warks Upg 29 1.3 1] % 1.9 53 m 0.1} §

3.3L3 3. 332 3 _an

Percentage of net revennes 5% 233
¥ Excludes mainisnance
Note: Figwres in thix iable include allocations from burd) d producis,

Win Works continues (o remain strong in the OEM channels. OEM units accounted for 402,000 of total units,
with 284,000 of those units in the US. Compared with 92-3, the retail channels shrunk, however, from $11.9
million to $9.1 million in revenue. A sharp increasc in academic units contributed to the decline in $fmit.
Domestic OEM revenues contributed approimately S0% of total domestic sates,
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PC Works increased unit sales in the dosmestic market by 125,000 units, with 104,000 of this increase coming
from the OEM channel. Revenue was flat primarily due to 2 39% decrease in the Ewrope FG channel and a shift
to OEM sales, at & lower $/unit price.

While Publisher revenues fell 33% from Q93-3 in Europe FG, revenues increased in US OEM, frem $377,000 w
$817,000. US FG sales dropped slightly in anticipation of the release of version 2.0 in July.

Mac Works sales increased in US FG (36,000 versus nepative 9,000} with a 33,000 unit increase in academic
sales. These sales, in addition to a 10,000 wanit order al $10.00 per unit with the Canadian Government, are
responsible for the degrease in $Amit. Q93-3 sales were low due 10 the channel fill in Q92-2. ’

Flight Simulator 5.8 slipped into FY94 causing it to fall off ihe top product list and cansing an $800,000 negative
variance. Version 5.0 had been planned for April.

Channel Reventes {in mifions)

— s FYBiPlan — Yarbgoe
US FG s 65.0 3 72.8 s (7.8
Earope FG 1.1 eI% ] (3.6
ICON FG 18.2 28 5.6
Dotnestic GEM 19.3 9.5 ox
Par Bast FG 10.2 123 @&n
Rurops OEM 15 45 3.0
ICON & FE OEM 26 L8 0.3
Adjustments (7.4 5.3 21

The negative US FG variance was broadly spread across products including PC Flight Simulator ($3.4 million
below plan), Profit (52,6 million), PC Works ($2.4 million), Enterminment Pack ($2.0 million), Mac Flight $im
($1.0 miltion) and Productivity Pack {$1.0 million). The largest positive variances were in revenues of Golf (313
million), Win Bookshelf ($1.1 million), Mac Works Updates ($1.0 milion) and Cinemania ($1.0 million)

The negative variance in Europe FG came from Publisher ($3.3 miltion versus $7.6 miltion plan), PC Works
(311.4 million versus $15.5 million plan), Win Works (326.5 million versus $30.2 million plan) and Mac Works
($1.7 million versus $4.4 milkion plan). Money was 3 times plan al $3.2 million, In ICON FG and Far East FG,
the negative variance was primarily Works, with Windows, Mac and PC versions below plan by $1.0 million, $1.4
million and $6.0 million respectively. Publisher was also $1.4 million below plan.

In domestic OEM, Win Bookshelf had $2.5 miltion in nplanned revenues and Publisher had revenues of $2.0
million versus plan of onfy $300,000. Also Win Works was $3.8 milfion above plan at $8.7 million, and PC
Works was $1.1M above plan at $4.8 miiliorn

In Europe OEM Win Works cxceeded plan by $3.3 million and Win Bookshelf and cther Multimedia products
had unplanned revemes of $800,000. PC works was only 45% of its $2.7 million plan.

Qo34
0934 Plag Q933 Variance Change:
USFG 3 1.3 3 19.4 3 122 $ 1.6} $ {©.4)
Europe FG 11 19.9 18.8 (8.8) .7
ICON FG 4.3 6.9 432 (2.6) 0.1
Us OEM 1.2 25 57 4,7 1.5
Far Eand FG 12 9 22 0.7 1.0
Enrope OEM 1.4 1.2 16 0.2 (1.2}
ICON & FE OEM 1.2 0.6 ¢.6 0.6 0.6
Adjustments 2.0 .5 {0.9) 0.7 (1.3}
Net revenues $ J8.0 3 hYA 3 154 2 {14.6} $ (7.4)

The negative variance in US FG revenuves came from PC Flight Sim ($200,000 versus 34.4 million), Profit
($300,000 versus $2.4 million), Enlertainment Pack ($300,000 versus $1.0 million) and PC Works ($1.3 million
versus $1.9 million). US FG revenue remained relatively unchanged as the drop in revenuc fom Profu ($2.0
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million 10 50.4 miltion} and Flight Sim ($700,000 to $200,000) was mostly offset by increased revenue from Mac
Works {$0 10 51.8 million).

In Europe FG, the primary changes from Q933 were Win Works declining by $2.8 million in revenue ($7.3
mitlion 1o $4.5 million), Money decreasing by 3800,000 ($1.5 million to $700,000), PC Works declining by $1.3
million ($3.3 million to $2.0 million) and PC Works wpgrade decreasing by $900,000 ($1.3 million to $400,000),
Win Works was $3.6 million below plan ($4.5 million versus plan of $8.1 million), PC works was $1.9 million
below plan ($2.0 million versus plan of $3.9 million), Publisher was $1.3 million below plan and Mac Works was
$800.,000 below plan.

Win Works ($600,000 below plan), PC Works ($600,000 below plan) and Pablisher ($500,000 below plan) were
the main sources of the negative variance In ICON FG,

US OEM revenues weee well sbove plan due to Win Works selling 284,000 units versus plan of 83,000 and to
Win Bookshelf having $600,000 in unplanned revenve through that channel, ‘Win Works ($700,000 increase over
Q93-3), PC Works (3600.000 increase), Publisher ($400,000 increase) and Maney ($200,000 increase)were the
sources of the positive change in revenues. Late reporting of Christmas revenues was a factor in some of these
increases.

Far East FG's negative variance was caused primarily by PC Works, which was $1.0 million below plan. The
Tevenue increase, however, came primarily from the PC Works upgrade.

Burope OEM éxceeded plan on the strength of Win Works, which was 2.7 times its plan of $523,000 but down
fiom the prioe quarter by 900,000, PC Works was ghort of plan by $600,000.

Product Unit Revenues (i millions)

FY93
FY93 Plan Varjane
Works $ 1282 12.6% § 1411 T2.% $ {129)
Entry 43.1 U A% 514 115% {10.3)
MMP 12.5 T.1% 49 5% 7.6
Adjustments 7.3) “@.hn% {5.3) 2h% 20

§ 17165 100.0% B 194.1 100.0% 3 s17.6z

PC Works was responsible for the majority of the negative Works variance. Including the upgrade, it was $13.8
miilion below its $53.4 million plan. Mac Works, including the upgrade, was $3.1 miilion below its plan of $21.0
million. Win Works and upgrade were $2.7 million above their pian of $54.5 million.

The major negative variances in Entry were Publisher ($4.2 million), Entertsinment Pack ($2.6 milkion}, PC Flight
Simutator ($3.8 million), Profit ($2.7 million) and Mac Flight Simulator ($1.0 million). The significant positive
variances were Golf (32,0 million) and Money ($2.1 million including upgrades). MMP products did very well
against plan across the board with the largest variances coming from Bookshelf ($3.4 million), Cinemania ($1.3
million) and Encarta ($700,000).

0934 934 Plan 3-3 Yariance Change
Works $ 292 76.9% 3 361 68.2% $ 36 69.7% $ BY 3 (24
Entry 7.2 19.0 16.5 3.2 111 4.5 (9.3) 3.9
MMF 39 10.3 1.8 34 36 1.9 2.1 03
Adjostments 2.3} {6.2) (1.5) 2.8 (0.9} (2.1} {(1.8) {1.4)

5 38.0 100.0% 322, L 100.0% 3 454 100.03 gﬂé'ﬂ 3 04

The drop in Works revenues was primarily related 1o Win Works which, including the upgrade, declined from
$19.4 miltion to $16.3 million. The Works variance was atributable 1o PC Works, which was 54.4 million below
plan and to Mac Works which was $1.5 million betow plan. Both the PC Works and the Mac Works variances

were distribuled across all channels. Win Works was below plan in the retail channels and over plan in the OEM
channels.
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Declining products in Entry were Profit, which feil from $2.0 million tw $400,000 (in June, only 422 units were
shipped}, PC Flight Simulator, which fell $1.0 million as the channel waited for Version 5.0 and Money which fell
$800,000. The major negative variances were in Flight Simulator {$4.8 million) and Profit ($2.0 million) with
Publisher and Entertainment Pack each $1.0 million short of plan.

MMP was up slightly from Q93-3, and revermes were more than double pian due to (he strength of Bookshelf,
Encarta snd Cinemania.

Cost of Revenues

Fyes

Finished goods product costs were 14.2% of retail revenues compared to a plan of 15.5%, with US FG slightly
above plan and the international channels below plan. There were sipnificant variances among the product units,
Entry's product cost of reveaues was 18.7% of retail revenues versus plan of 11.9%, while Works, which
contributed 70% of revenues, was 4.3% of revenmes below plan and MMP was 2.9% of reveanues above plan,

Q934

Finished goods product costs were 13.2% of retail revenues compared 1o a plan of 15.6%. FG product costs were
below plan in all channels. Entry's product cost increased from 16.6% 10 16.8% of retail revenues, and was still
well above plan of 12.0%. The veriance was caused by lower than anticipated pricing of Money and Enlertainment
Pack, MMP product costs were 8.9% of retail revenucs.

Operating Expenses (in milions)
FY$3
EY93 Plan, Varj
Product developrnent 2.0 14.0 5.0
Marketing 15.3 17.9 2.6
Product sopport services 13.1 14.8 1.7
Payrofl & payroll taxes 19.9 9.8 .1
Other 212 19.9 0.2

I_ms  I_mes 18

Product development was well under plan in each product unit. A significant portion of this is due to payments
that were budgeted as product development being done as prepaid royalties. In US FUG marketing, spending levels
as apercentage of plan were: Entry 94%, MMP 929 and Works 106%.

. Qo34
Q03-4 Plag, YVagiance
Marketing accrual b3 (6.6) H - H 66
Product Development 3.1 34 (0.4)
Marketing 6.0 i3 22)
Product support services 3.8 3.9 0.3
Payroll & payroll taxes 5.5 5.4 0.1y
Other 6.4 5.2 (12}

S 188 a1 P23

Product development was below plan in Entry by $300,000 and above plan for Works and MMP by $389,000
each. In US FG markeling, much of the variance was attributable to spending having been delayed from earlier
in the year. The plan excludes $600,000 in additional marketing spending, which was approved for Monay, Goif
and Profn,
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——fiaPeroeiof Towl
SAcua)  _Pap _Vanagee  _Chapge.  _Opymipe _ Prod Gronps
June 30, 1993* 432 419 (13) 30 i 10%
March 31, 1993 02 416 14 3 T
December 31, 1992 3 163 {16 3 9
September 30, 1992 367 337 el 3 9
June 30, 1992 3586 173 {5 3 k1 10

Note: Prior quarters have been restoled io inchude IPG Irciond headcount.
Allocations

FY93

The $1.5 million positive variance consisied of variances in research and development allocations ($1.9 million)
and US FG ($1.0 million) which were partially offset by an unfavorable variance in Enrope and ROW FG ($1.2
million).

Qo34

The $1.3 million negative variance consisted primarily of allocations from Europe FG ($3.1 million versus $2.1

million plan) and ICON and Far East FG (32.2 million versus $1.5 million) which were partially offsét by
favorable US FG allocations {$1.4 million versus plen of $2.1 miltion).

Burdened Operating Income

Fye3

Net revermes were $17.7 million below plan, but ¢fficiencies in operating expenses and lower than planned
allocasions, Product Development and Marketing expenses created the BOI of 13.7% versus the planned 14.7%.
Works had 4 BOT of 39.1%, while MMP and Entry had burdened operating losses of 69.0% and 37.0%.
respectively,

Q83-4

A negative variaace in net revenues was only partially offset by a positive variance in the marketing accroal,
leading 1o 2 burdened operating loss of 1.7% versus plan of 18.0%. As a percent of nat revenves, BOI was 41.2%
for Works, negative 140.6% for Entry and negative 73.3% for MMP. Entry was substantially befow it's planned
BOI of 43% due to revenues being only 39.4% of the $16.0 million plan. MMP compared favorably to the
planned burdened operaling loss of 217.4% due to its $2.5 million favorable variance in net revenues.

Quarterly Growlh

BO! shrank 108% quarter-to-quarter as revenues fell by $7.4 million or 16.3% while operating expenses fell by
only 6.0% and allocations grew by 23.9%.
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FYa3

FY93 was a milestone year for Microsoft within the database market. With the acquisition of Fox Software in
June, 1992 and the release of Access in Q93-2, Microsoft finished FY'93 as a major force in this market. The icing
on the cake came on July 29, 1993 when National Software Testing Laboratorics (NSTL) announced the results of
the 1993 NSTL Windows database showdown. Access topped the list with u rating of 7.7 closely followed by
FoxPro at 7.6. Borland's Paradox for Windows was the closcst competitor with a rating of 6.9.

During the year, the Database and Development Tools division was reorgznized to include what was formerly the
Languages groop, including the Visual C and FORTRAN line of products. Roger Heinen, Senior Vice President,
was brought on board in Janary, 1993 to head up the division and help develop Microsoft's long term database
and developreent (00ls stralegy.

Gross revenues from the Access Product Unit totaled $98 million, $61 milkion above plan. This was due to the
sheer number of units sold at the $99 imtroductory price, which exceeded all expectations.

Net revenues from the Visual Basie Line of products totaled $57 million, up 85% from FY92,

Q934

Visual Basic 3.0 shipped on schedule o May 14th, 1993. In an Info World article about Visual Basic 3.0, Kevin
Strehlo stated “It's a must-have product for users charged with developing custom applications that give their
organizations a competitive advantage.” He also praised Visual Basic for its data access and OLE 2.0 support,
making Visual Basic 3.0 the "tool kit in which all the pieces of Microsoft’s IAYF vision come together”, Visual
Basic for Applications (VBA) was announced on June 29, 1993. The first product to skip with VBA. will be Excel
5.0. It will also be included in future versions of other Microsoft applications,

Vemsion 1.1 of Access shipped in May, 1993, It provided further ODBC connectivity 10 other database formats as
well as increasing the potential maximum size of an Access database. Version 2.0 is currently scheduled to ship
in February, 1994,

Windows and DOS versions of FoxPro 2.5a were released 10 manufacturing during the quarter. This version
addresscd intemational sorting issues. The Mac version of FoxPro 2.5 is scheduled to be released in December,
1993. A campaign, code-named Harvest, concluded with the end of Q93-4. It was an effort to persvade dBase
customers 10 switch to the Fox products. It allowed existing dBase users to purchase a copy of FoxPro 2.5 for
$148, discounted from the regular competitive upgrade price of $199,

Office Professional was announced on May 4, 1993, ‘The product includes the regular Office bundie in addition to
Access,

In late hme, 1993 Lots Development Corp. completed the acquisition of Approach Software and announced a
$99 promotion o its end user database. The promotion rans through September 30, 1993,
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Results of Operations (in millions)
FY%3 FYS1Plan Nagiagcs
Nt revenocs S2067 1000% 52448 _1000% 5 274 {
Cost of revenues £9.7 252 492 193 (20.5)
Operating cxpense 136.8 50.0 135.% 54.6 (L1}
Allocations 16 20,4 363 _ 238 . LB
Burdened opersling income Sedil t4% 3 76 el 345
' 0934 09v4Pn ___ 0% Vuime -Chame
{
Net revennes S o683 1000% 3 7 _1000% S U52 1000% 003 ¢4 3 (469)
Coat of revesues w2 295 1S 158 43 21 @0 41
Operaling expensc 7 5.7 6 434 357 30 a0 0.
Alfocations —Ais. 9 02 i34 133 __ QG ___©n

— a4
Burdeood eperating income Al AR Jldid. 2025, 3 328 6% S 00 3 40

600
450
! [+ maseamm} BTN
B | w—ac
mlg vve——T} il
{
150
: B 0
0914 931 Q932 Q933 0934
Note: Prior quariers have been ressated to include IPG Ireland headceunt,
1
Leading Products (units in thousands, revenues In millions)
FY33 FY33 Plapn Vagiznce
Access B3 5 354 3 1M 61 § 270 5 440 162§ 534§ (336)
PC FoxPro 133 3.1 17 158 51.4 325 25 QL) 13
ProC 74 19.0 259 8 205 230 ) 9 29 .
Win Visual Basic Pro 6 13.5 2le 11 23 159 52 10.7 “43)
PC FeaPro Upgrades 180 ___13.0 72 126 147 n7 4 __ (1D @49
L0, RETTY 2318,

Percantape of net revennes 5. 8% = 36.8%

'Access' year-to-date variances were the result of demand far exceeding all initial forecasts and the special pricing ‘

of $99/unit. The SAunit variance was the result of the plan not reflecting the special pricing and the sheer volume
of units sold at the special price. PC FoxPro was below plan primarily due to the delay in shipping version 2.5.
PC FoxPros $funit variance was due 1o the changing of the SRP to $495 from the $795 in the pian and shipping
more muitiple user licenses than originally planned. Pro C revenves were slightly above plan in all the
international channels; however, US FG's volume was only 46% of plan and revenes were 56% of plan, resuiting
in the overnll negative revenue variance. It should be noted that the plan for Pro C also includes Visual C++ but
at the time the budgel was formulated it was not apparent that a separale product family would be set op. Win
Visual Basic Pro volume and revenues exceeded plan in all chammels, particularly in US FG which accounted for
58% of the total volume. The primary reason for the $/unit variance was that 6,000 units went through US GEM
at an average price of $25/unit. PC FoxPro upgrades reflect the continued support for the DOS platform for
developing xBase applications. US FG accounted for 77% of the volume and 75% of the revenues for PC FoxPro
upgrades since the inemationat version (2.5a) was not released until late in the year on June 9th, 1993,
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Q934 renn Q334 Flan Yaziunce
Visual C+ + Upgrades 57 % 15 % 13} -5 -3 - 7 % 15 § 131
Access 42 6.2 147 25 113 448 17 51 (30n
Win FoaPro pH] 58 1\ 12 3.2 27 16 26 64
Vieus) Ct + 24 49 2w - - - u 49 27
Win Vistal Busic Pro Upgrades 42 46 19 203 1% 0__’"43 @5
.20, wiaddE, a3d42,
Percentage of net revenues -l —li®

Sales of Visual C++ upgrades highﬁg}nﬂnfac!mmwitﬁt}dsyaﬁmofCﬁ,Nﬁcmmﬁhasmcaptmeda
following in the C development community. Released midway throngh Q93-3, Visual Ci+ has received very
good press from the trade publications and has caught or surpassed Borland in this market. Bortand majntains a
very loyal market in the development community however, and plamning on releasing their pext version
sometime this summer. 1S RG accounted for 65% of the Visual Ci-+ revenues while Europe FG acoounted for
25%. Alﬂwughmcplaniszem,tlﬂsislargclyafuncﬁmoffmecasﬁngVisnaICHalongwithmePronlanai
lhebegilmingofl"x’%sirmapmdnctfmilyforVimnlCﬁMdmtbeeudecidedupmatmmﬁnm. Access'
positive unit variance was isolated to the intemational channets, with Europe FG being 7,000 units over plan and
1CON being 11,000 units over plan. US FG was acwally 1,000 units under plan. Access' $99 introductory price
was not reflected in the original plan, accounting for the negative revenne and $Amit variances, Win FoxPro's unit
variance was primarily attributable to selling 8,000 units in Burope FG, where nothing had been budgeied, and
6.0{}0morem1itstlmnplamedeSFG.WinFoxhu’smvmuevarimwasmeremltofgrcaterﬂmnplmuwd
volume in all channels. The negative $funit variance for Win FoxPro was primarily dve to average prices in the
USFGdem-opeFGc!mnclsbeingcnly$209!1miland$l§8{1mi:tespwﬁv=ly.comparedmanovmllplanof
$267funit. VisualC++sdesngninlﬂghﬁghtﬂwfactﬂmmmﬂymuimcusmnmofhnCupmdmg.bm
lhereisasigniﬁcmﬂnmnbmofnewsalsbeinggmmwdbymeacceptanmofhﬁmsoﬁ'slues!offaingmc
programmers. Win Visual Basic Pro Upgrade variances were the result of unplanned sales. US FG was the only
channel with any forecast for this product with only 2,000 units projected for $300,000 in revenues. The sales
achieved were the result of customers upgrading to version 1.0, shipped May 14, 1993, US FG accounted for 78%
of the Win Visual Basic Pro vpgrades sales volume,

Qa4 0533
Visual C+ + Upgrades 57 %5 75 $ M 10 % 3.5 % 116 27 % 40 3 13
Acceas 42 62 47 568 59.0 1 (526 (S8 4
Win FoaPro 28 5.8 203 21 49 7 7 0.9 534)
Visual C+ + 24 4.9 207 3 Lé 17 15 2.3 X
Win Visual Basic Pro Upgrades 42 4.6 109 9 ___27 45 23____ L9 34
=320, -2 ST

Percentage of et revemues -dZi% 23

Q93-4 was the first full quarter of Visual C++ sales since it's release midway through Q93-3. Europe FG showed
by far the largest relative increase in upgrades, up 11,000 units and $1.7 million in revenues compared to last
quarier’s 3,000 units and $200,000 in revenaies.  The other channels had similar changes, though not as dramatic.
The planned $/unit of $24 in Europe FG was jow compared to the $136/mit received which was the major factor
explaining the positive $/unit variance for the Visual Ci+ upgrades. Access' unit sales and revenues expectedly
were well below last quarters as most of the people purchased the product in Q93-3. The increase in $/unit was
due 1o the termination of the $99 promotion and regular priced product has started shipping. With the exception
of US FG where revenues dropped $100,000, Win FoxPro units and revenues were up inall channels, particularly
in Ewope FG. This was due to the difference in timing between the release of verston 2.5 (Fanwary, 1993) and
version 2.5a (June, 1993). Version 2.5a addressed intermaticnal sorting issues, so while many domestic customers
purchased the new version during Q93-3, international customers had to wait until June, 1993, Generally lower
prices and a shift in (he relative charnel mix caysed the lower $funit. Whereas last quarier 64% of the units were
sold in US FG at an average $245/mit and 14% of the units were sold in Burope FG at an average $230/unil, this
quarter saw 539 of the units being sold in US FG at an average $209/unil and 27% of the mnits selling inr Evrope
FG aL an average $1984umnit. The reasons for the changes in Visual 4+ over lagt quarier were similar to those for
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Visual C++ upgrades, Europe FG had the largest unit increase (almost 7 times the previous quarter ar 9,000
uniis), and the planned $funit was lower than actual in all channels except Far East FG, where the velume was too

low to have any significant impact on the overall $funit variance. Virtually all of the change for Win Visual Basic

Pro upgrades occurred in US FG. Over 32,000 units were sold in US PG compared with 9,000 last quarter. The

average $fonit was below plan at $108/enit compared with $143/unit 1ast quarter in this channel, which resulied in ¢
the overall decrease in $/unit.

Channel Revenues (in millions)

FY93

. b 1 Plan Vigiance |
US FG H 1423 3 1284 H 13.9
Buropt FQ 853 8.6 o
ICON FG 30.0 1.9 121
Far East FG 27.0 23 4.7
USOEM 3.2 0.2 30 \
Adpustments 11.6) 36 (3.0
Nol revemaes 3 276.2 3 248.8 H 7.4

The significanl positive variances in BS FG were atiributable to sales of Access ($34 million above plan), Visuat
Cor+ upgrades (38 million unplanned}, Yisual Basic Pro standard product and upgrades ($13 million above plan).
The only negative variance over 310 million was for PC FoxPro ($11 milltion) but in total the negative variances
for the other products exceeded the positive, resulting in a 1otal US FG positive variance of $4 million. The
primary factors for the variance in Europe FG were PC FoxPro sales being $20 million below plan but being
largely offset by a positive veriance of $15 million from Access. All other variances were under $5 million.
Access was also the primary positive variance in ICON FG where it was $9 million above plan. The largest
variance in Far East FG was for Visual Basic Pro upgrades, at $3 miltion over plan.

Q934
Qo34 Plan 093-3 Varisnce Chagpe
US FG 3 35.9 5 36.9 3 525 $ 1.0 5 {165
Europe FG 20.0 21.6 32.0 (7.6) (19.0)
HCON FG 6.6 52 14.1 L4 (7.5)
Far Bast FQ 8.9 5.2 9.9 36 (1.0}
Us OEM L1 0.1 0.6 1.0 0.5
Adjastments 1.2 2.4) (0.9} (.8) 3.3

Net rovenoes 3 : 68.3 ] N 3 1152 3 %] b {46

US FG approximated overall planned revenues for the quarier. The decrease in Access sales from last quarter
totaled $23 million. Burope FO's negative variance was due primarily 1o less than planned sales from PC FoaPro
(10% of plan) caused by the delay in shipping version 2.5a, while the d=crease over last quarter's revenues alsp
came from Access sales which were $21 million lower. ICON FG had no significant individual preduct variances
and like the pther channels, the revenue decrease was attributable to Access sales ($600,000 vs. $9 million in the
prior quarter). The only significant revenue variance in Far East KG was for Visual Basic Pro upgrades which
were $2.2 million above plan,
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Product Unit Revenues (in millions)

FY#3
EY93 Plan Variance
DBMS $ 964 34.9% $ 7 14.3% 5 507
Langvages 64.1 21.2 746 30.0 (10.5) !
APPU 56.8 20.6 4.1 1.7 127
FOX 58.8 21.3 9.4 315 {(34.6)
Rourding ’

0.1 — - = 0.1
L6l J00% 32E3 W% I 24
0934 | _O®B4Pln 0 0913 Yigce  _Chaage
DBMS $ 102 14.9% $ 142 19.5% 5 6.7 55.3% $ 4o 3 {535

POX 0.6 30.2 2.2 40.2 18.4 16.0 (8.5) 22
APPUI 18.2 6.6 10.4 14.3 17.0 14.8 7.8 1.2
Languages 19.4 28.4 19.¢ 26.1 6.0 139 0.4 34
Roending 0.1} {0.13 0.]

0l __on - - _0a
L3, J000%, 3.7m7 QK Iz 0w 344 Loed
Cost of Revenues

FYsa

Product cost of revenues as a percentage of gross revenves were 18.8% versas 15.3% plan. Most of the variance
was aitributable to the cost of revenues for the Languages product unit, where product casts were 31,.8% of gross
revenues versus a plan of 21.8%. Total cost of revenues were 24.2% of ETOSS revenues versus 19.1% plan. Higher
than planned allocations for manufacturing overheads and inventory adjustments were the primary sources of the
non product cost of revenue variance.

Q93-4

Product cost of revenues as a percentage of gross revenues were 18,5% versus 12.2% plan. Both the Languages
and Fox Product Units posted cogs significantly above plan; 14.5% versus 10.0% plan for Fox and 30.3% versus
17.5% plan for Languages. Total cost of revenues as a percentage of gross revenues were 27.8%, 12.5% above
plan. Higher than planned allocations for manufacturing overheads and inventory adjustments were the primary
sources of the non product cost of revenue variance. Steps have been taken to reduce cogs by debundling the SDK.
from the Visual C++ produet (sold separately for $99) and providing the entire product on CD ROM.

Operating Expenses (in millions)

FY93
Y93 Plan Yariance
Marketing 5 ns § 3.4 s ({130 )]
Marketing accrual - - -
Payroll & payrol] taxes s 39.0 52
Product development 6.0 2.9 3.9
Product snpport services 219 24.3 (.6)
Other 3355 29.1 X 3]

3 136.8 ¥ 135.7 b3 HN)]

Dperating expenses approximated plan for the year. Marketing was slightly over plan in afl product units with the
exception of FOX at $3.1 million below plan. The payroll and payroll taxes variance reflects the lag in hiring
compared to plan during the year. Product development was below plan actoss all product units,
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Headcount

.Amn..m__tm_..ﬁhw_

June 30, 1993 648
March 31, 1993 598
Decamber 31, 1992 600
September 30, 1992 608
June 30, 1992 550

695
690
687
637
459

47
2
87

(1))

Note: Prior quariers have been restated 1o include 1PG Ireland headcosnt,

-mmhgmummm;mm%%dpmammamm.
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—AssPercentof Toal
~Overating . _Prod Groups _

15%
14
15
15
15

CONFIDENTIAL

Offsetting the losses, was the

and the Fox Product Unit, with BOI of $4.1 million,
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Griarterly Growth

BOI decreased 111% from last quarters overall BOL of $39.8 million. The decrease in sales of Access, which
accounted for $40.0 million in BO last quarter was the single most significant factor for the decrease, but was not
unexpected following the unexpectedly high sales activity during Access' first two Quarters of shipping.

|
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FYs3

The Office bundie contributed $17.4 million of Workgroup's gross revenues (27%), compared o a budget of $7.8
miliion (13%). I

Products introduced during the year include: Microsoft Mail 3.0 {July, 1992), Mail 3.2 (April, 1993), Schedule+
1.0 (August, 1992) and MS Mail for Apple Talk Networks 3.1 (August, 1992). In addition, PC Mail Gateway to
PROFS and Office Vision/'VM 3.0 shipped in Scptember, 1992, Microsoft Mail CGateway to X400 version 3.2
shipped in June, 1993, and Microsofe Elecironic Forms Designer 1.0 shipped in June, 1993,

ICL, with operations in more than 70 coundries, entered into 2 long-texm strategic relationship with Microsoft to
tegrate all versions of Microsoft Mai] with TeamOFFICE, ICL's office information system for PC LAN's,

Q934

Tom Evslin became General Manager of the Workgroup Division effective Juty 1, 1993. Evslin took over from
Vice President Daniel Petre, who has chosen to retum to his native Australia for personal reasons.

The Microsoft Electronic Forms Designer (EForms Designer) shipped in June. EForms Designer allows
programmers to usc the Microsoft Visual Basic programming system 10 create electronic forms for users of
Microsoft Mail for Windows and greatly simplifies the task of developing electronic forms that users can £l ou,
send and receive across their messaging netwark. The suggested retail price is $395 with no per-user charge or
run-time fee.

a suggested retail price of 5695, which includes 10 worksiation licenses. Users may upgrade from Microsoft Mail
3.0 for $195. Also announced on 4/6/93 was the Microsoft Mail Multitasking Message Transfer Agent (MMTA),
which brings the benefit of a multitasking process to key operations within the messaging system. The MMTA
has an SRP of $1,995.

The Mail Remote Client for Windows, the industry’s first remote e-mail client that takes full advantage of the
Microsoft Windows operating system, shipped in carly April. The Remote Client also offers connectivity 1o
AT&T EasyLinkSM Services, the largest public e-mail carrier in the world. Microsoft Remote Mail for Windows
has an SRP of $195.

Microsoft shipped the Microsoft Mail Gateways W IBM PROFS, FAX and MIIS in April, 1993. Microsoft now
provides more gateways than any other single Local Area Network {LAN)-based electronic mai! vendor, with nine

i tsatewaysﬂmlallowhﬁcwsuﬁhlaﬂcwmmmcmectmmmmmmmajmmainﬁmne.
minicomputer, LAN and pubbic electronic mail systems.  Also, Microsoft shipped version 3.2 of the Microsoft
Mail Gateway to X.400 on 6/14/93. Version 3.2 includes a varicty of enhancements, casier gaweway
administration and broader international support.

Licensing agreements were signed with MSL, Beyoad and SCC for "Mait Special Edition” (previously known as
Mail+), A licensing agreement was also signed for "Schedule/DOS” - an emulation of Schedule+ on DOS to be
sold and supported entirely by Powercore {product will ship 094-3).

The Office bundle contributed $5.7 million of Workgroup's Q93-4 gross revenves (32%), compared to a budget of
$2.1 million {12%).
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Results of Operations (in millions)
FY%3 FY91 Plan Variance
Net revennes 3 610 100.0% $ 310 100.0% 5 4D
Cont of revenues 7.1 1L6 6.2 169 {0.9)
Operaling sxpense 516 4.6 513 91.7 07
Allocations 24.0 39.3 215 37.7 2.5
Burdencd opesating inconve ! El.?a !25&& $ 523.0! !40.3& $ L3
| 0934 Q934 Man 0933 Yarjance Change
Nt revenuos S 172 1000% 5 167 J000% 3 142 100% 5 05 5 30 '
Cost of reveanes 24 159 1.7 162 1.7 119 ©n .
Openting expesise 140 812 122 730 128 901 (1.8 2.2
Allocations 5.4 39.9 55 317 5.7 470 (1.3} {0.L)

Burdened operating incomme 3 56£z (5.0% 37 ‘IS.EE 3 0.0 (#5.0% 3 (LX) $ 1o

Leading Products (units in thousands, revenuas in millons) !

FY9? FY93 Plan Variance
PC Mail Server 785 5 163 3 21 379 % 130 3 34 406 $ 33 $ (13}
PC Mail Client™ 1,407 158 11 1315 254 19 9z (9.4 (8
Win Sthedule + %6 74 10 607 47 8 e 27 2
PC Gateway 13 73 58 9 78 847 4 05 @261
Mail Remote * 205 42 21 5 23 65 158 19 (44

$ 50 $ 532 5 22
Perventage of not revenues S4% 93%, ‘

e b

* Excludes maintenance
Note: Figures in ihis iable include allocations from bundled products.

PC Mail Server's YTD positive uniz variance was isolated to US FG {171,000}, Europe FG {138,000) and ROW
FG (46,000). Each channel had a negative $/unit variance, particularly Europe FG, which was 57% below plan
($22/unit vs. $51Amit}, PC Mail Client unit sales were higher than bodgeted in ROW FG (99,000, Europe OEM
(91,000), US OEM (85,0000 and lower in Europe FG (11,000) and US FG (174,000). PC Mail Chient's $fumir
variance was due to a combination of mix, selling proportionately more licenses in lower priced US FG and
obtaining less than planned $funit in each channel, Unit sales of Win Schedules were Jower than plan in US FG
(96,000), primarily as a result of shifting 83,000 units to the unbudgeted OEM channel. Unit sales were above
plan in ROW FG (49,000}, Europe FG (22,000} and the unbudgeted Ewrope OEM channel (91,000}, All channels
had $/mnit revennes above plan, particularly US FG, where $/mit tevenues were 100% above plan (314/umit
versus $7/mit). PC Gateway's positive unit variance was due to strong US FG sales, Similarly, the negative
$/unit variance was also attributable 10 selling 71% of the unils in US PG where the $/unit was 48% below plan.
The Mail Remote positive unit variance was due to US FG (29,000), Europe FG (89,000} and ROW FG (49,000),
The negative $/unit variance was attributable to all channels, but pasticularly to Ewope FG, which accounted for
46% of the units sold and realized & price of only $16/mit, versus plan of 396/uniy.
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Q334 Q934 Plan Variance
PC Madl Server 21608 50 ¢ 19 4% 36 § M 172 515 5 (15
PC Muil Client* 492 3.7 3 417 16 18 5 (3.9) {10y
PC Gatewny d 21 544 3 12 845 1 0.n (302
Win Schedule + 199 18 9 217 1.7 4 (18) 0.1 1
Mail Remote &7 1.0 14 10 0.7 67 57 03 (53)

$ 127 $ 158 g 2n
Percentage of net revennes 80% 95%
* Excluder mainsenance

Note: Figuzes m thin woble include allocations from bundled products.

variance was isolated to US FG, which was 160,000 below plan. This was partially offset by positive unit
variances in Bwrope and 1S OEM channels of 63,000 and 52,000, respectively. Higher than planned sales of the
higher $/unit Win Schedule+ Muliple User Licenses resulted in the Ppositive $umit variance. The Mail Remote
positive variances were due to 41% of the wnils and 27% of the revenues occurring in Europe FG. which was
minimally planned. The negative $/unit variance was autributable to all channsls.

Qu34 Q93-3 Change

PC Mail Server 275 % 51 § 19 2028 41 3 2 S 108 )
PC Mail Client* 492 37 ] 2 33 14 250 a4 (6}
PC Cateway 4 21 54 3 19 5% 1 02 (36
Win Schedule + 199 18 9 146 14 10 53 a.4 (1)
Mail Rernote 67 10 14 56 1.2 22 11 0.3 (8)

$ 137 3 13.1 3 18

= TR
Percentage of net revenues 80% 92%

] b ——

* Excludes maintenance
Note: Figures in this tabie inclide aflovations Jrom bundled producty,

MailproductsQ93-4$flmitchangcswereonceagainimpactedbyaslliftwward()fﬁuemﬁ:mles versus stand-
alone products. PC Mail Server unit sales were up vessus Q93-3 as a result of gains in US FG (67.000) and ROW
FG (18,000), offsetting declines in Europe FG (13,000). PC Mail Client sales were up in US FG (159,000), US
OEM (25,000), Europe OEM (45,000) and ROW FG (36,000). Unit sales deciined only in Europe RG (15.000).
Unit sales of Win Schedule+ increased in both the US (23,000) and Europe (45,000) OEM channels and in ROW
FG (15,000). Sales declined in US FG {13,000) and Europe FG (18,000). ‘The unit growth in Mail Remote was

equally duc to stronger sales in US FG and ROW FG. The negative $/unit change can primarily be atiributed 10
US FG.
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Channel Revenues (In millions)

FY93
Fy® Plan Varauee
1
US FG - 8§ 32.9 $ 32.5 $ 0.4
Evrope FG 202 18.6 1.6
ICON FG 9.1 7.5 1.6
Far East FG 04 - 0.4
US OEM 0.7 0.2 0.5
Adjustmente 2.3} (1.8) . (0.5)
Net revenues $ 61.6 5 57.0 $ __ 777‘

The positive variance in Europe FG resulted primarily from Mail Server ($1.6 million), Mail Remote ($1.1
million)} and Scheduie+ (30.6 million), offset somewhat by Mail Client (-$2.5 million). ICON and Far Bast RG
were above plan due to stronger sales across all major producs.

Q93-4
0934 Plan Q933-3 Yariance Chappe

Us FG 3 9.4 s 102 3 5.3 S {0.8) 3 36
Enrope FG 5.6 4.8 6.2 0.8 {0.6)
ICON FGQ 2.6 1.2 2.3 0.4 013
Far Bast FG 0.1 -- 0.1 01 --
Us OEM - - - - -
Adjastments (0.5) (0.5} {0.2) - (2.3}
Net revenues $ 17.2 $ 16.7 3 14.2 § 0.5 $ 3.0

The Q93-4 negative variance versus plan in US FG was due to lower than planned sales of PC Mait Client ($2.9
million}. US FG's increase from Q93-3 was due 1o stronger sales of atl major products. Europe FG's positive
variance versus plan was the result of strong sales of PC Mail Server, PC Mait Remote and Win Schedule+, which
offset the lower than planned across-the-board $/unit revenmes. The decrease from Q93-3 was due 1 weaker sales
of all major products.

Caosl of Revenues

Fyas

Boih product and non-product cost of revenues were slightly above plan, due 10 higher product costs in Europe FG
and unbudgeted inventory adjustments.

G93-4

Product costs were 8.4% of net revenues, compared to a planned 6.4%, primarily due to higher product costs in
Europe FG. Non-product cost of revenues were also above plan, mainly due to unbudgeted inventory adjustments.

Operating Expenses (in milllons)
FY93
FY93 Plan Yariance
Payroll & payroli taaes 3 16.6 § 118 : ] 1.0
Marketing 2.0 .7 (1.3)
Product Development 73 71 {0.2)
Product suppert services 456 6.3 1.7
Travel & Entestainment 11 1.2 01
Other 130 114 (0.6)
§ 316 5 523 b} 0.7
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Q93-4
Q934 Flan Variance
Payroll & payrol taxes s 44 5 4.6 5 02
Marketing 35 1.1 (2.4)
Product Development 19 .5 0.4
Praduct suppont services 19 16 {0.3) )
Marketing accrual (1.8 - 18
Other 4.1 34 ()]

1o 3 h3 I_am

The marketing variance resudted from the Mail 3.2 release. '

Headecount
As 8 Percent of Toml
Actual Plan Variance Change Operating _Prod Groups
Jene 30, 1993 375 381 6 23 % 9%
March 31, 1993 32 1 29 {8 3 3
December 31,1992 260 381 21 N 3 g
September38, 1902 329 332 3 5 3 3
June 30, 1992 324 262 62) - 3 9

Note: Prior quarters have been ressated to inclide 1PG Iretand headeouns.
Aliocations

Fysa

Allocated expenses were 39.3% of Net Revenues, compared to 2 plan of 37.7%, duc mainly to higher than
budgeied R&D allocations.

Q93-4

Allocated expenses were 39.9% of Net Revenues, compared (0 a plan of 32.7%, dve mainly to higher than
budgeted R&D alocations,

Burdened Operating Income

FYg3

The $1.3 million positive variance in burdened operating loss was the result of higher than planned revenves (7%),
offset by higher (han planned cost of revenues and allocations,

Q934

The $3.3 million negative variance in burdened operating loss resulied from higher than planned cost of revennes,
operafing expenses and allocations, which more than offsel the 3% positive variance in net revenue,

Quanterly Growth

Burdened operating Joss decreased by $1.0 miliion from 93-3. The decrease was mostly due to a 21% increase

in net revenues, resulting from higher sales of all major products. The increased revenues were offset somewhat
by 2 41% growth in cost of revenves and a 9% growth in operaling expenses.
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Results of Operations (in millions)
FY9l F¥93 Plan Variance
Net revenues $ 1280 1000% 31473 1000% 0§ 107 '
Cost of revennes 161 126 166 4.2 5
Operating expanse 406 nz 421 359 15
Aliocations 260 03 273 0.2 13
Burdened operating moome § 451 354 3 267 5 140
Q93-4 _ 9934Pm _ 0933 Vitiasce _Change
et revepnes $ 426 1000% § 339 4000% 0§ 313 0% $ 87 0§ 113
Con of revepues 57 13.4 50 14.7 40 128 N an
Operating cxpense 115 20 9 202 105 33.5 (16) (10
Allocations 75 116 0 07 66 211 (5 )]
Burdened operating income 3 1M 4A26% § 120 354% 2§ 102 326% S8 S0 0§ 717
Wote: Niznbers in the table include 1ystems support,
+ 1500
+ 1200
1 900 T Revennes
L — )]
500 S —— i)
300
4}

Q324

@

Q32 Q3 (934

Note: Prior quarters have besn restated to inclide IPG Ireiand headconnt,
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Channet Revenues (in millons}

Us OEM
Enrepe FG
USFG

Fer Baxt OEM
Burope OEM
ICON FG

Far Eaxt FG
ICON OEM
Adjustments
Net revennes

Us OBM
USFG
Euvrope FG
Exrops OEM
Far Bt OEM
ICON FG
ICON OEM
Far East FO
Adjustments
Net revenues
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Leading Products (units In thousands, revenuss in millions}

Windows 3.1
MS-DOSIGW Basic Sed
MS-DCS 6 U
Windows 3.1 Upg?
MS-DOS 5 Upgs
LAN Manager

LAN Manager Qlient
WFW 3,1 Upg 8/W
WFW 3.1 SidSW
WPW 3.1 Upg HiW

Percentagr: of net reverucs
* Excludes mamicnance

Note: Figures in this 1oble inchede allocations from undled products.

PYS3
—EYs —bm —Yajance
3 9 3 240 $ £9
266 282 (18}
295 42 N
129 37} 1%
1z 75 42
ns 92 21
K} 29 9
21 2 )]
o 20 i4
L& é L1Z li 107
Q934
—ON4 = P __0%3  _Vaiaee  _ Change
H o7 s 66 § 84 s 3 3 13
12 103 70 19 52
BS 78 53 10 32
kT ] 6 12 @
34 33 a2 1 2
38 % 30 9 8
1 8 6 - )
n 9 ) 14 17
(15) & 9 )] {ianh
26, 3@ 0533 3B 5__3
FYos — PO Pag Yarianos
15508 49 $ 28 1048 5 3% § Y 50485 ®S(6)
1809% 3 18 178 39 19 396 16) n
5006 216 43 1,541 86 5 3,475 130 a3
1,131 51 45 11%0 50 5 9 ® )
1,104 Fed 2 833 46 55 2t 1 amn
15 ki 141 482 38 7 7 F 62
567 20 3 2 - w7 355 0 (24D
348 18 L} 219 16 ) 129 2 22
253 10 K. 529 3 &0 266 @5 30}
5% B 146 » 13 147 33), 5 m
Sl .08, 3189,
—T 3
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94 Q93-4 Plan Variance
MS-DOS/GW Basic Upg 36163 16 § M4 M8 30 03 S 348 S 131 an
Windows 3.1 4718 138 » 278 92 13 5,931 4 )
MS-DOSATW Basic Sl 4,860 8t 17 49m s 19 m3m a» @
Windows 3.1 Upg* 2T} 10 41 22 14 5 as) ®  an
Len Manager 51 1 128 129 10 y; | as 50
Lan Manager Clent 139 5 k1 - - 312 12% 5 @
WFW 3.15d S/W 128 3 20 23 14 50 (55 (b on
Window Printer Sysiesn 16 2 116 4“4 & 140 (28) ) 24
Windows Pre-Release k)] 2 5 - - - W0 2 5
SQL Sarver - Urkinnited - 1. 517 - 2 AN - 116
3 40 32l 149

Percentage of net revennes ——tSE ..}
* Exclider mainienance
Note: Figures in this iabie inclide atlocations from bundded products.

450

400

250 CIMs-DOS

300 sakil L1D0s tipgra

é 2501 Lo LW e
200 311 511 B Db
ﬁ 150 ] b it N Othar

100

50

0

Q924 Qo3-1 Q93-2 Q933 Q%34
Quid 0933 Change
MS-DOSAGW Basic Upg 36765 160 § M4 LM0S 55 8 41 2765 106 5 3
Windows 3.1 4719 1z 2 4,506 112 25 m 2% 4
MS-DOS/GW Basic Std 4,860 £ 17 4,849 85 18 i 4 )
Win 3.1 Upg* 244 10 4 185 3 46 59 2 ()]
Lan Manager 51 7 128 @ 9 138 az 2 o
Lan Manager Cient 139 5 k> 3 146 ? 45 ™ (pi] h
WFW 1.1 5id S/W 128 3 b 55 1 n 73 2 (]}
Windows Printer Systern 16 2 It 11 1 10 5 1 6
Windows Pre-Releasc 0 2 51 55 2 32 25 o 19
SQL Serves - Unlirmsited - L 3z - 1. 554 - o &
410 5281 $ 129

Percentage of net revenues 6% 9%
* Exciludes maingenance

Note: Figures in this iable include allocations from bundled products.
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Business Unit Results (in millions)
Net Revenues '
FY93 EYBPan = Vatance
MSDOS $ S84 45.6% $ 467 3088 s a7
Windows 530 414 590 503 {60)
0os % 7.5 100 B.S @
Other n 5.5 15 1.3 b
Rounding L (D - 1 0.] {°
L0, _1000% B LIZ _1000% 3 jo7
0034 -.093-4 Plan Q933 Vwiance, _Change
MS-pos $ 57.0% $ 12 36.0% $ 18 48.2% $ 1 5 =
Windows 148 34.7 152 537 136 403 34 z
00s 21 4.9 2% 7.7 26 83 (&1 &)
Other 4 13 8 24 1 K] 6 a
Rounding = 0.1 1 0.2 m _ 03 (n 1
A 426, JOOO% 5309 _1000%, 3 313 _100.0% Sl
Operating Income {L.oss)
FY33 EY03Plap Varjance
MS-DOS $ 34 84.8% P m 872% - § 11}
Windows 29 (6.4) 1 0.3 30
008 34 7.5 28 8.9 [
Other b4 14.1 11 .5 53
Rounding - - - 01 =
dd3d _1000%, 3 313, . J000%, S 140
093-4 0934 Plan Q-3 Narapee _ Change
MS-DOS I 93,94, s 4 1% $ 1o 98.0% $ 3 68
Windows 10} (5.6) 31 258 an  asen (41} 7
00s B 45 vi 5.8 9 89 1 m
Gther 13 7.3 7 58 11 10.8 6 2
Rounding - {0.1) 1 2.9 {n 1M 43 1
S, 100.0% 3 130 100.0% 3 _ow 100.0% 2 50 § 77
Headcount (percent is of Product Groups' total}
030393 Mach3LI99 0 Deeenberdd loz —Rpoer 30190 __lxed( 1993
oS 168 % i “% 164 % 145 " w 3
Windows 1115 % 1,091 13 Lor2 2% L.0e% 3 1,018 7
o008 52 i L7 I s ] 49 1 0 1
Systena Soppont 1o 3 120 3 L4 3 167 4 34 3
b6, HE LS, LM% _lw e -l 3%, 128, 3%

Noie: Prior quarters have been restated to include IPG Jreland headcount,
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MS-DOS

FYs3

Based upon intemnal Microsofi estimates, MS-DOS (including IBM's PC-DOS) was forecasied to ship on 78% of
Intet processors in FY93, with DR-DOS shipments projected at 4%. The remaining processors are expected to
nin pirated MS-DOS,

On March 17, 1993 Microsoft shipped MS-DOS 6,0. MS-DOS 6.0 featres include Double-Space {a disk
compression utility), MemMaker {a memory manager utility), a disk defragmentation wtility, the Central Point
Anti-Virus program, and enhanced backup capabilitiez. Double Space, one of the more significant enhancements,
can increase the hard drive disk space availability by as much as 100%. The actual percentage increase depends
ont the types of files compressed. MemMaker, another significant enhancement, automatically determines the
optime]l memory configuration based upon dsivers installed and memory space availahility, PC Week reported
MS-DOS 6.0 functionality was not "ground-breaking” but vsers could benefit from soras “solid improvements”,

Plans for M5-DOS 7.0, part of the Chicago effort, were released at the MS-DOS 6.0 announcement. Chicago will
deliver 32-bit processing and preemptive multitasking capabilities. Product release is expected in the second half
of 1994, .

Q834

Worldwide, more than 5 million MS-DOS 6.0 Upgrade units were shipped in a litile over 15 weeks. MS-DOS 6.0
upgrade units shipped has already surpassed the 4.6 million M5-DOS V5.0 lifetime upgrades.

MS-DOS V6.2 is being planned for October. The update will include the new Smartdrive for CD-ROM caching, a
disk surface scanner, and some safety improvements to Doublespace. The update will be available 10 MS-DOS
V6.0 customers for a norninal fee,

IBM announced PC-DOS 6.1, based on the MS-DOS kemel, on June 29. PC-DOS contains many featmres similar
io MS-DOS 60 (data compression, enhanced backup, improved memory management, and ang-virus
technology). PC-DOS will also be the first DOS to defiver pen interface capabiliies. Conspicuously missing
from PC-DOS 6.1 is BASIC, which IBM decided not 1o include due to license fees required by Microsoft, PC
Week rated PC DOS a 2.5 on 5.0 scale as compared to MS-DOS V6.0's rating of 3.7. PC DOS was available July
26 at a list price of $189 ($109 for upgrade version). IBM is offering a 90-day promotionat offering at $59.99.

Novell DOS 7.0, formerly referred to as DR DOS, was annonnced in April, Novell DOS 7.0 is the first version 1o
be released since Novell scquired Digital Research in 1991. Novell DOS 7.0 will include integrated NetWare
client support, peer-lo-peer networking, a network management agent, pre-emptive multitasking, enhanced
mémory management, and deskiop security. Novell DOS 7.0 is expected to ship this fall,

IBM plans to release Workplace DOS later this year which will overlay the OS/2 Workplace Shelt on top of PC-
DOS. IBM believes customers will benefit from a common drag-and-drop environment on PC-DOS, 08§12, and
UNIX.
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Resuits of Operations {in millions}
FY93 FY%3 Plan Vanance

Nei reventies $ 53 H0OM% $_ 457 100.0% 3o
Cost of revenues 56 2.6 47 10.0 ®
Operating expense 65 IS 6 140 “
Allocations 75 127 52 11.6 7
Bordened operstingincome § 384 65.8% § 554% $ 111

: Q934 QWI4Pan Q-3 Vatiance _Changs
Net revenues § 243 100.0% 3 12 100.0% $ 151 100.0% $ 13t 5 »
Cost of severmes 29 1.9 12 9.4 13 29 an s
Operming sxpenss 24 0.9 1% 131 ¥ 27 @ ®
Allocations n oo 2 _ 187 19 124 @ )

Buardened operating incoms  § 168 £92% $ T 60.8% 3 100 66.0% E $ 568

Channel Revenues (in milions)

FY93
FY93 Plan Vatiance
US OEM 3 149 3 133 3 16
US BG 144 73 71
Burope FG 97 % 3
Far East OEM 66 82 (16)
Europe OEM 63 45 18
ICONFG 54 29 ‘25
ICON OEM 14 I5 (1)
Far East FG 7 3 4
Adjustments (10) 7 )]
Net revenues 3 584 3 467 3 117

US OEM's positive 12% revenue variance was due 1o a 1.4 million positive MS-DOS Standard unit variance.
USFG exceeded its revenue plan by 97% due to a combined positive $68 million MS-DOS V5.0 and V6.0
Upgrade revenue variance. Far East OEM posted a negative 23% MS-DOS Standard unit variance (1.4 million
units), which generated a negative $16 million revenue variance. Europe OEM reporied a 40% positive revenue
variance, the result of a 800,000 positive MS-DOS Standard it variance. ICON FG reported a 86% positive
mvenue variance due to a combined MS-DOS V5.0 and V6.0 upgrade positive 800,000 unit variance,

Q934

0934 Plan 093-3 Variu_w_g_ —Change _
USFG 8 82 5 i4 L3 42 3 68 5 40
Burepe PG 56 25 4 3 2
US OEM 42 35 38 7 4
ICON FG 24 1 15 16 9
Europe OEM 17 13 20 4 {3)
Far Eost OEM 16 2 18 (6} 2
ICON OEM 5 5 3 - 2
Far East EG 4 1 2 3 2
Adjustments (3) (1) (1) 2 {2)
Net revenues 5 243 b 122 3 151 $ 121 $ 92

MS5-DOS V6.0 Upgrades drove the USEG positive 485% variance by exceeding unit plan by 1.7 million units,
which was partially offset by a negative 24% $/unit variance. Europe FG revenues exceeded plan by 124% doe to
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a MS5-DOS V6.0 Upgrade positive unit variance of 900,000 units pastially offset by a negative 16% Sfunit
variance, and a negative $12 million MS-DOS Std revenue variance. US OBEM's favorable revenue variance was
the result of a positive 319 wnit variance combined with a negative 12% S$funit variance, [CON FG actual
revenue tripled plan doe to MS-DOS V6.0 Upgrade units exceedi plan by $18 milkion, slightly offset by a
negative 52 million MS-DOS Standard revenue variance, Quarter-to-quarter change in the Finished Goods
channeis can be explained by MS-DOS V6.0 Upgrade performance. USRG shipped an incremenital 1.1 miltion
unjts relative 0 Q93-3 while Europe FG shipped an additional 900,000 units,

Top 15 Worldwide OEM Customers (in mikione)

FY93 F193 Plan Fy92 Vanance Change
Compaq s 2.8 % 64 $ 147 $ 114 3 13.1
Del2 137 69 6.0 63 7.7
NEC 12.0 115 I1g 05 0.3
AST Rescarch 12 . 5.7 1 45 4.1
Packard Bsll 102 92 3.1 10 11
Gateway L. ” 56 1.2 33
Ing. C. Otivetti 89 56 69 3 20
Siemens Nixdorf 76 50 32 26 44
Toshiba 15 53 &1 22 14
NCR 5% 36 44 13 1.5
ESCOM 5.0 16 0.8 34 42
Zenith Data Systems 47 50 42 0.3 0.5
Acer 41 53 56 {L.D) 1.5
Tandy 4.1 59 54 1.8 {1.3)
Digital Equipment 38 31 0.1 07 3.7
Other Customers 156.6 176.2 145.1 (19.6) 11.5
§ 2920 5 2750 3 2352 b3 17.0 5 56.8
Q934 083-4 Flan Q93-3 Variance _ Change
Compag $ 8.1 5 45 § 74 4 35 H a7
NEC Corp 4.5 4.1 20 04 25
Dell i3 20 3.1 1.8 07
AST Research .34 138 31 1.6 03
Gateway 27 21 25 0.6 0.2
Toshiba 27 1.3 19 : 1.4 [+
Sicmens Nixdorf 26 i3 25 13 o1
Packard Beli 23 27 3z ©.4) 0.9
Ing. €. Oliveti 19 1.4 36 0.5 (1.7}
Digital Equipment 15 0.9 0.7 06 L%
NCR 13 1.1 1.7 02 0.4)
Zeaith Data Systeme 12 12 13 - 0.6)
Hewlett Packard i2 08 1.4 04 {0.2)
Escom 1.1 04 27 0.7 (1.8)
Tandy 1.0 14 1.2 {0.4) 0.2
Other Customers 40.7 45.0 404 (2.3} 03
3 80.0 $ 750 3 79.2 $ 5.0 £ 0.8

#tﬂm

Cost of Revenues

FYs3

M3-DOS cost of revenues were below plan as a percentage of revenues (9.6% versus 10.0%) although absolote
product cost of revenues exceeded plan by $9 million, which coincides with higher than planned MS-DOS
revenues. USFG accounted for 36 million of the Regative variance while Europe FG was respongible for $4
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million. These variances can be explained by the large positive MS-DOS Upgrade Unit variances realized in
USFG (2 miltion units) and Europe FG (800,000},

Q93-4 '

As a percentage of net revenues, product costs exceeded plan (10.9% versus 7.8%) resulting in a negative variance
of $17 million. Lower than planned MS-DOS V6.0 Upgrade SRPs in the WW finished goods channels accounied
for $11 million while manufacring efficiencies accounted for the remainder,

Operating Expenses (in millions)
FY$3

FYo3 Plan Variance

PSS s 15 H 20 s 5

Marketing 14 13 6]

Payroll & payrol taxes S ] -
Other 32 24 (8)
$ [ 3 &3 ] (4)

The positive PSS variance is the result of below plan operating costs and headoount. The negative variance in
Other expenses stems from greater than planned Bad Debt charges ($14 million versus plan of $6 million).

Qo34
934 Plan VYariance
Pss H 7 3 5 5 3]
Marketing Accrual 4) - 4
Marketing 7 2 (5
Payroll & payroll taxes 2 2 -
Other 12 7 5
$ Pl 3 16 5 (8

The negative PSS variance is the result of ramping up headcount for the March 1993 MS-DOS 6.0 introduction.
93-4 operating cxpenses were 9.9% of net revenues as compared to plan of 13.1%. This favorable variance was
due to a positive $121 million revenue variance offset by a negative operating expense variance of $8 million.

Headcount
As a Percent of Total
Actual Plan Variance Change Operating _ Prod Groups

June 30, 1993 168 145 3 3 1% %
March 31, 1993 171 145 (26) 7 1 4
December 31,1992 164 144 20 19 1 4
Scptember 30, 1992 145 137 ) 3% 1 4
June 30, 1992 109 73 (36) } 1 3

Note: Prior quariers have been restaied to include IPG Ireland headeounr,
Allocations

FYe3

FY93 allocations are 12.7% of net revenues compared to a plan of 17.6%. This favorable variance is a result of a
positive $117 million net revenus variance coupled with a positive $8 miltion allocation variance. The Systems
Division research and development allocation generated a positive $7 million variance.
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Q934

Allocations were 9.0% of net revenpes as compared 10 plan of 16,7%. The decrease in allocations as a percent of
net revennes is duc to increased Q934 net revenues,

Burdened Operating income

FY93

Actaal BOT of 65.8% exceeded planned BOI of 58.5%. This generated a positive $111 million BOJ variance,
resulting from higher than planned net vevenues and lower than planned allocations, combined with increased cost
of revenues and operating expenses.

Q934

BOI was 127% above plan, as a result of a 99% increaseinnumvenwsrelativemplan. offset by a negative
154% cost of revemue variance and a negative 50% operating expense variance.

Quarterly Growth

M3-DOS experienced a 68% increase in BOI over Q93-3, iargely driven by net revenue gowih of 61%. The
revenue growth, when combined with negative expense variances versus Q93-3, resulied in an increasc in BOI of
368 million and an increase in BOI as percent of revenues (69.2% in Q93-4 compared to 66.0% in Q93-3).
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FY93
The number of life-to-date Windows 3.1 licensed users grew to more than 30 million (his quarter.

Windows for Workgronps 3.1 (WFW 3.1), released in October 1992, continues 10 collect pestigious industry
honors, bringing the total number of such awards to 11. National Software Testing Laboratories/Software Digest
Rarings Report gave WEFW 3.1 the highest overall ratings for Windows-based peer-to-peer products while
Computerworld's Brand Preference Study anointed WFW 3.1 with top honors in all six peer-to-peer operating
system categories. 65% of survey respondents said they intended to purchase WEW over the upcoming year,

Windows 3.1 penetration is approximately 60% of currently shipping Windows-compatible machines. Penctration
continues [0 increasc as additional OEMs ship Windows 3.1 with their PC hardware. Seventy-cight percent of
Q934 Windows 3.1 standard units were reported through the OEM channel as compared to approximately 57% in
Qo24,

Q934

Windows NT released to manufacturing July 26. Channel shipments are capected by the second week in August.,
Current agreements exist to port Windows NT (o the Alpha AXP, Intel Pentium, Mips 4400, and inegraph’s
Clipper architcctures.  Non-public agreements exist with IBM (PowerPC), Hewlett-Packard {Precision
Architecture), and Intergraph (port Windows NT o Sen's SPARC), Windows NT has received commitment from
such software leaders as Dun and Bradstrest Software, Ross Systems, Computer Associates, Oracle, SAP AG,
Digital Equipment, and IBM to deliver high-end, mission-critical applications.

The Japancse-language variant of Windows 3.1 was announced May 17. At announcement, 24 OEMz commiued
to delivering Windows 3.1 preinstalied and preconfligured as pant of the Windows Ready-to-Run program.
Additionally, more than 1,650 applications are available which cun on Japanese Windows 3.1. Japanese Windows
3.1 includes standarq features, in addition to enhanced support for two Japanese TrueType Fonts and special print
drivers.

Insignia Solutions has licensed the Windows source code and plans to engineer a software layer which will enable
users 1o nn Windows applications natively on top of Unix workstations,

IBM introduced OS/2 2.1 on May 18, This upgrade eliminated V2.0 bugs and improved performance and support
for Windows 3.1 applications, super VGA graphics, and multimedia capabilities, OS/2 2.1 has a list price of
$249, although the promotional upgrade price will be $119 for 90 days. More than 200,000 copies of O$/2 2.1
have been shipped since its May 18 introduction,

Sun announced Windows Applications Binary Interface (WABI}, which will allow a Windows application to run
oft other vendor's operating system, Sum's goal with WABI is to make inroads into Microsoft's Windows installed
base by altowing users to run their Windows-based applications on top of non-Windows hased opérating systems.

Apple and Novell have announced joint development of a 32-bit operating system called Star Trek, which wilt run
on Intel-based systems. Star Trek will combine Apple's ease-of-use feamres with Novell's integrated networking
capabilities. Star Trek is expected 10 become available in the first half of 1994,

WFW 3.1, code named Snowball, is expected to be reteased in October 1993, Snowball will address key selling
issues such as improved 1O and network access, improved support for NetWare networks, and secure peer
networking.
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Resulis of Operatians (in milllons)

45 ] FY53 Plan Variance
Net revenues 3 50 100.0% 3 50 1000% 5 _ (50
Cost of revenues 4] 167 101 17.1 13
Operating expense 92 55.1 304 51.5 2
Allocations 19 kEE ] 184 3.2 M
Burdened spersting income (Wss) $ 29 (53) § | 0.2 5_ 00
: Qo34 QdPan 093 Vawe _Chiep
Net revenues §_ 148 {000% § 132 _100.0% §_13 1000% 3 (34 s D
Coat of evemues 23 158 3 18.3 <] 154 10 -
Operating expease 8 561 8 38l Y- (1) (%)
Allocations sl 34.7 48 26.3 45 358 ()] (6)
Burdesed opersting mcorne (loss) 3 { !g] 5&75! $ 3 17.3 3 Un ! l3=t 3 (41 $ ]
Leading Products (units in thousands, revenues in milions)
FY93 FY93 Plan Variance
Win 3.1 15580 & 420 § 28 16486 3§ 350 § 33 5044 5 98 (5
Win 3.1 Upg* 1,131 51 45 1,150 59 51 a9 (8 {6}
WEW 3.1 Upg S/W 348 18 5% 219 16 73 129 2 22)
WFW 3.1 Sud S/W 263 10 39 520 36 69 {266) 28 (3
WFW Upg HW 56 8 146 39 13 147 (33) k) a3
§ 316 $ 474 42
by tage of net re 7% BO%

* Excludes maintenarce.
Noie: Figures in this 1adle include allocations from bundled products.

Windows 3.1 Sid's 49% positive unit variance was led by US OEM (107% over plan; 4.2 million units) and
Europe OEM (52% over plan; 843,000 units). The Win 3.1 negative 15% S$funit variance was driven by a
negative $/unit variance in USFG ($4) and an increase in units shipping through the WW OEM channels {78% of
Win 3.1 Swd umits versus plan of 74%). Windows 3.1 Upgrades cxperienced stronger than planmed unit
perfortnance in ROW FG (89,000) and Europe FG (40,000) while USFG underperformed its umit plan by 35%
(149,000) and generated a negative 27% $funit variance. WFW 3.1 Upg S/W posted a positive 58% unit variance,
the result of 57,000 unplanned ROW FG units and & positive 100,000 Europe FG unit variance, partially offset by
a 14% USFG unit deficit and a negative 30% $/unit variance. The negative 72% WFW 3.1 Sid §/W reveme
variance resulted from an USFG negative 75% unit variance and negative 33% $/imit variance combined with a
negative 65% Europe FG unit variance and a negative 15% S$/unit variance. WFW Upg HW generated 4 negative
38% revenue variance, the resnlt of a negative 62% USFG unit variance (55,000 units; $8 million}, which was
partially offset by unplanned Europe FG (14,000 wnits; $2 million) and ROW FG (7,000 wmits: $1 million)

shipments.
Q934 934 Plan Variance

Win 3.1 479 % 138 § 278 8 92 § 33 1,931 46 )]
Win 3.1 Upg* 244 i0 41 262 14 52 {18} [L))] (11)
WFW 3.1 SidS/w 128 3 1] 283 14 50 (155 (an (o
Win Printer Systems 16 2 116 44 6 140 {28 “) 24
Win Pre-release Progyam w0 2 51 -~ - - 30 2 51

$ 155 $ 126 $§ 2

——— L -
P tage of pet reven _-!2_& 9%

* Excinder maintenance.

Neizs: I Figurcs in this tabic include allocasions from bundled products.
2. Win Pre-releasc Programs is pars of the Win NT SDK program,
3. WFW 3.} 3W Siandard = SIW only for users withow Windows,
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Windows 3.1 Sid posted a positive 69% unit variance in Q934 due 1o strong it sales in US OEM (1.6 million
urits), Europe OEM (209,000), USFG {158.000), and ROW FG (165,000}, The ROW FG unit variance was due o
the successiul launch of Win 3,13 on May 17, The Win 3.] Upg negative unit and revenue variances occurred as a
result of negative Europe FG performance (57,000 units; 25% $Amit variance) and ROW FG (14,000 mits; 9%
$/umit variance) performance. USFG outperformed its Win 3.1 Upgrade plan, posting 2 favorable 54,000 nnit
variance, a positive $1 million revenue variance, but experienced & Regative 20% $/imit variance. The WFW 3,1
Std. S/W negative 82% revenve variance and negative 55% umit variance was the result of USFG {negative 61,000
units and $8 mﬂﬁonmvmuemiance),ROWFG(favmabksﬁ%mﬁtvmiwmecunbimdwihamgative 8%
$funit variance), and Europe FG (negative 19,000 unit variance and $3 million revenuye vatiance). WFW 3.1
contintes to underperform itsrmmueplmwhichcmbeamibuwdme:mﬁvehvmm:ylevdsmmcchannel
and high product retums. An $8 million adjustment was made in Q934 to account for product retymns and

Q934 Q933 Change

Win 3.1 4719 $ 133 ¢ 4506 § 112 § 25 2% 26% 4
Win 3,1 Upg* 244 10 41 185 8 46 59 2 5
WFW 3.1 514 5/W 128 ] 20 55 1 23 73 2 3)
Win Printer Systems 1] 2 116 n i HD 5 1 6
Win Pre-release Program 30 2 53 55 2 n (25) — 19

$ 155 § 124 § 31

Sa=w=mm— _—y =
Percentage of mer revenues 105% 101%

* Excludes mainterance.
Note: Figures in this teblc inciude allocations from bundled products,

Windows 3.1 wnits grew 5% over Q93-3 shipments, with unit growth in ROW FG (192,000), USFG (178,000}, and
US OEM (116,000 offset by unit declines in Europe OEM (197.000). Strong worldwide FG perfonmance and a
19% $/unit US OEM incresse resulted in & 16% increase in $/mis from Q93-3. A 45% Win 3.1 Upgrade Europe

shipment increase and 1 61% $/unit gain. WFW 3.t S1d S/W revenue increased 96% due o increased shipments
in Burope OFM (45,000, US OEM (22,000}, and ROW FG (14.000). Win Printers Sysiems combined a positive
41% unit growth with a 5% positive $/unit increase 1o Teport & 47% revenue increase over Q93.3.

Channel Revenues (in millions}

FY93
Y93 Plan Variance
Burope IFG 3 142 $ 155 3 {133
Us OEM 136 n 63
US FG 126 246 (120
ICONFG 53 49 4
Europe OEM o 26 2
Far Esst OEM K. 30 -
FarBast G 2% 20 1
1CON OEM ? B !
Adjustments 3% {ia% 24
Nef reveanes $ 530 5 5% ] {60}

WFW Std S/W and Font Pack contributed $10 million and $2 million, respectively, 10 the Europe FG negative
reveaue variance while the delay in Windows NT and SQL Server resulted in an additional $6 million negative
revenue vanance. These shortfalls were offset by 2 WFW S/W Upgrade $3 million positive revenve variance. US
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OEM and Europe OEM positive revenue variances wete exclysively the resalt of a 107% and 52% Win 3.1 Std
positive unit variance, respectively, USFG fell short of its revenue plan due to negative variances in Windows 3.1
Upgrades ($10 million), WFW 3.1 /W Standard ($18 miltion) and H/W Upgrade ($8 million), WEW $/W
Standard ($13 million) and S/W Upgrade ($5 million), Windows Printing ($16 million), and Fout Pack (319
million). Addidonally, the delay in Windows NT, SQL Server, and SNA Server accomnted for an additional
negative 513 million USFG revenue variance.

Q934
Q934 Plan Q933 Variance Change
US OEM $ 50 3 20 $ 41 s ki) 3 g
USFG 35 83 7 45 13
Burope FG 23 a2 2 a9 o
Far Bast EG 17 7 6 10 1
ICONFG 14 17 10 3) 4
Burope OEM M ? 17 7 i)
Far Bast OBM % 10 9 @ ()
ICON OEM 3 2 2 1 1
Adjustments 1s) {6) 13 {10} 3)
Net revenues s 148 5 182 3 126 s 034 5. 2

US OEM ard Europe OEM exceeded their Q93-4 revenue plans due to a positive US OEM Win 3.1 Std 156% unit
variance and a positive Furope OEM Win 3.1 S%d 50% unit variance, US FG revenues were 58% below plan int
934, The WFW product families accounted for $33 million in negative revenue variance while the delay of
Windows NT contributed an additional $13 million negative revennc and Font Pack and Win Printer Systems
cach reported a $4 million negative variance. Win 3.1 Std USFG positive revenuc variance of $10¢ million
{potitive 46% unil variance) helped to offsct channel performance. Burope FO's negative $19 million revenue
variance was due to $12 million Windows 3.1 Std variance, an additional negative $4 million in Windows 3.1
Upgrade variance, and a delay in Windows NT, resulting in 2 $2 million negative revenue variance, ROW FG
posted a 85% positive unit variance, the resolt of Win 3.1J shipping. An $8 million amount appears in the
Adjustment category for projected WFW 3.1 product remms, Windows 3.1 51d performance in Far Bast and
ICON FG {favorable 192,000 shipment variance), in US OBEM (116,000 units) and in USFG {178,000) over (93-3
shipments drove the 17% revenue increase.

Product Unit Revenues (in milions)

Fyaa
Printer Multimedia Mobile Windows Windows
Wi 3.x Win NT Systems Synems Windows Support Bns, Unit
Mel revennes 5 500 3 7 3 1 3 6 $ 1 $ e | 530
Cost of revennes 80 3 4 1 - - 88
Operating expemses 141 B2 13 12 6 38 292
Allocations 105 10 8 7 3 179

46
Burdened operating income é ]li=3= ] (la $ ﬂ 3 (i5 3 §l2l $ (41) § !29!
Q93.4

Pinter  Mubimedia  Mobile  Windows  Windows
Win 3. Win NT Systems Systems _Windows _ Suppot _Bus Unit

Net revenues 3 142 3 2 3 3 05 1 3 o 3 -} 148
Cost of revenues - ] 2 0 - - 23
Opcraling capenses kL 30 3 2 1 12 83
Allocations k] 13 3 3 2 1 52
Burdened opeming income  § 57 % “2 3 N § 4 3 3y § (13) 3 (10}
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Cost of Revenues

FYa3

Cost of revenues were 16.7% of nel revenues as compared to plan of 17.1%. The favorable variance can be
atteibuted to product cost of revenues savings for Win 3.x PU ($13 million), the Windows NT delay ($5 million),
Printer Sysiems ($6 million), and MM Systems ($1 million). Non-product cost of revenues posted a negative
variance due to a WFW 3.1 obsolescence provision and rework charges.

Q934

Cost of revenues were 15.8% of net revenues compared & plan of 18.3%. The positive variance can be isolated to
product cost savings in Windows 3.x PU ($7 million}, the Windows NT delay ($4 million), and Printer Systems
($1 million), which was slightly offset by 2 $3 million negative variancs i non-product cost of revenues.

Operaling Expenses (in millions)
FY93
FYo3 Plan Variance
Marketing 5 73 H 56 s un
Payrell & payroll taxes 60 61 1
Product support services 50 &5 15
®roduct development 23 28 5
Other 86 94 8
) T $ 12
— . .}

‘The negative 30% marketing spending variance was driven by Window 3.x and Windows NT campaigns, The
positive product development variance is a result of a decrease in purchased code, The positive variance in PSS
resulted from lower than planned operating expense and headeount.

Q934
Q934 Plan___ Yaganco
Marketing b4 33 s 3 L4 (25}
Payroll & payroll taxes i6 113 -
Product support scrvices 12 1”7 5
Product development 10 5 5)
Marketing accroal {14 -- 14
Other 26 23 3

3 5 69 3 {14)

83
"

The negative marketing variance was driven by above plan marketing spending in ICON FG, USEG, and US
OEM. The PSS positive variance resulted from lower than expected PSS spending and headcount (35 million
savings). Product development posied a 100% negative variance due to timing differences in plan versus actual
sperdl. Product development for the year came in 18% below plan, ‘The marketing accrual, arising from timing
differences, was booked to reverss the prior quartes's balance.

Headcotnt

As a Peyeent of Total

Actual Plan Maiance Change Opezating Prod Greups

June 30, 1993 1,091 L0 (12 - 9% 26%
March 31, 1993 1,09 1,079 ayn 19 ] 26
December 31, 1992 1,072 1,057 (15) 44 9 26
September 30, 1992 1,028 1,008 @0 1] 9 26
June 30, 1992 1.018 1,059 41 - 10 27

Note: Prior quarters have been restated so inclade 1PG Ireland heodc cunt,
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Allocations

FYe3

Allocations as a percentage of net revenues were 3% greater thim plan, driven by a 10% negative net revenue
variance. Actual allocated expenses posted a positive variance of $5 million, the result of a $9 million favorable
USKG sales and marketing (S&M) allocation variance offset by a 3 million negative Europe FG S&M allocation
vaniance. Allocations were 33.8% of net revenues as compared to pian of 31.2%.

Q93-4 L
Allocatimsasapmenmgeofmr&vamawm?%omﬂandmtomgxive 19% net revenue variance and a $3

million negative allocated expenses variance. A positive $5 million USPG S&M allocation variance was offset
by anegative $4 million Europe Q3 S&M allocation variance, a negative $3 million ROW FG S&M variance, and
anegative $1 million Finance and Administration allocation variance. Allocations wers 34,7% of net revenues as

compated to plan-of 26.3%.
Burdened Operating Income

FYs3

The negative 10% net revenue variance offset positive variances in product cost of revenues, operating expenses,
and allocations 10 result in a negative BOI variance of $31 million. Actal FY93 BOI was -6% of net revenues
compared 10 a plan of 0%.

Q934

The negative $41 million BOI variance was due to a 19% negative net revenue variance, a negative $14 million
operating expense variance, and a $3 million negative allocation variance. These negative variances were
partially offset by a $ i0 million positive variance in cost of revenues.  Actal Q93-4 BOI was -7% of net
revenucs verses planned BOI of 17.3%.

Quarterly Growth

The $7 million BO} improvement from Q93-3 resulted from a 17% net revenue increase offset by minor increases
in operating expenses ($8 mitlion) and allocations (86 million), Q93-4 BOI was -7% of net revenues as compared
w - 4% in Q93-3,
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OTHER OPERATING SYSTEMS
FYB3

lANMamgerz.laforlhﬁxandaﬁzﬁslwdgoodsvmimofLAN

DLC for Windows for Workgroups shipped in March 3.
Q83-4

Manager 2.2 for SCO Unix shipped during
Q93-2. Remote Access Services {RAS) version 1.1, which also shipped in Q93-2, allows a client i have access to
asuverbymodmnandtemﬂmuseﬁsphmelﬁeasammtconnecﬂm

TCP/IP for Windows for Workgroups ipped in June 93. TCPAP for Windows for Workgroups iz & protocol

which allows different COMPUEES (0 COmmuUNicase.

LANMamgerlor3CmnServersv2.23hippedinApri193. This product is

customers and keeping existing MS customers happy.,
Bloodhound, a Windows-based protocol analyzer, is in beta tegt,

networks.

targeted owards migrating 3Com

The tentative launch date is October 93.
Bloodhound will detect and correct network problems by monitoring and searching data packets for problems.
This product will be a useful 100l for: a} intemal network product development/test; b ITG vsage in maintaining
the M3 corporate net: ¢) PSS support of networking customers: and d} customer support of their own large

In Q93-4, Hermes was relcased to the User's Council, a group of 16 large customers who wif provide input on
product functionality. Hermes is a server-based suite of Windows NT tools which peeforms inventory of hardware
and software, remote software installation across a network, and has the ability to store configuration information
i an SQL database. Hermes is expected 10 be released in the frst quarter of crlendar year 1994,

Results of Operations (in millions)

FY93 FY93 Plan Variancs
Net revenues $ 1041 100.0% 30T 1000% 5 (36
Cost of revemes 169 182 188 173 1.2
Operating expense 2L6 07 23 20K 76
AHocations 274 254 28.2 6.2 [\F]
Burdened operating income 5  3u2 35.7% 3 3.1 29.4% 3 65
0934 293-4 Plan 093-3 Variance _Change
Net revenges 3 222 100.0% 3_219 100.0% $ N3 100.0% S 5n 5 51
Cosd of revennes 45 204 30 1.8 19 142 05 (0.6)
Dperating cxpense 1 94 77 276 6.0 220 56 39
Albocations 7.3 328 7.1 5.5 1.4 21.0 0.2) a1
Burdencd operating incomre 3 383 37.4% $ 8] 9.1% $ 100 36.8% 3 02 $ (L7
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OTHER OPERATING SYSTEMS !

Leading Products (unks in thousands, revenues In millions)

FY93 FY93 Plan _Variance
LAN Manager 5 8 3¢ $14) 425 38 § 79 26Ns 3 % &
LAN Manager Clieot 6T W % 2 - 565 20 (241
Xenix V/386 20 7 k] U9 7 Kx] 10 - (10}
SQL Server-Workgroup 35 6 184 2 6 13 - (N
SQL Smrver-Unlimited 1 5 7343 2 B 4025 (4] 2 3318
| 5 o8 $ ¥ 10 '
ST b e Lo
Percentage of net revenues 6% 52%

The negative revenue variance for LAN Manager reflects a 307,000 unit shortfall in US OEM, partially offset by a
$49/mit positive variance. The LAN Manager Client unit and revenue variances occurred in US OFEM and
Euwrope OEM where 456,000 and 85,000 units shipped, respectively, against virtually no plan {1,400 units in
Bwrope OEM}. All Xenix VBSGsaleswminmeUSOEMchmmel.whucmyaltymdecmamdmﬂﬁngin
the negative $/urit variance, The positive $/unit variance for SQL Server Unlimited resulted pimarily in US FG
with a $4,528 vasiance,

Q93-4 @34Pan Variance

LAN Maoager 51% 7 $18 1288 10 § 78 s O 5 se
LAN Manager Clicat 13¢ 5 38 ~ - 312 139 5 @14
Xenix V/386 86 2 19 54 2 0 32 - {11y
3QL Server-Unlimited - 1 5137 - 2 4,127 - m 1,10
0s82 - 1 44 - 2 12 - )] 32

§ 16 § 16 -

ES e C——— e
Percentage of net revenues “7_;2_ _=Sii

The negative revenue variance for LAN Manager resulted primarily from a 79,000 it shortfall in US OEM,
partially offset by a $23/unit favorable variance. The LAN Manager Client unit and revenue variances occurred in
the US OEM channel (121,000 units & $4.4 million). All Xenix V/386 salcs were in the US OEM channel.
However, decreasing royalty rates created the negative $/imit variance, offsetting the strength in units,

Q934 093-3 Change

LAN Manager 518 7T 5128 638 9 %138 ans o s ao
LAN Manager Client 138 5 38 146 7 45 [t ) {7}
Xenix V/386 86 r 19 82 2 18 4 - i
SQ4. Scrver-Unlimited - P 5237 - 1 55 - - (297
052 - i 4 - 1 38 - — 6

$ 16 20 ] 54}
Percentage of met revenoes e 0%

Lower revenues for LAN Manager resulted from a combination of a significant unjt decrease (17,000 units) in
Europe OEM and a decrease in wnit pricing in the Earope IFG and US OEM channels, (where prices were lower
by 3194/unit and $24/unit, respectively). Lower revenues for LAN Manager Client reflect a drop in sales in US
OEM units (5,000} and lower per unit pricing ($7/unit).
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OTHER DPERATHG SYSTEMS

Channel Revenues {in milions)

FY93
F¥93 Plan Vanance

US DEM 5 332 5 2732 3 6.0
Purope FG 70 2.3 58
US FG 252 2.6 16
EBwrope OEM 71 44 27
ICONFG 638 116 (6.3)
Far East FG 43 54 [{%}]
Far East OEM 3.3 23 [ 4}
ICON OEM 0.3 0.3 -
Adjustments 1.1 (1.9} {£.2)
Ned revenges 3 104.1 3 107.7 3 Eﬂ

US OEM was above plan primarily due to LAN Manager Client ($15.3 million), partially offset by LAN Manager
($6.6 million). The below plan performance in Europe FG was due to LAN Manager Unlimited (33.2 million),
SQL Server-Unlimited ($3.2 tniltion) and SQL Server-Workgroup ($1.7 miltion). The below plan results in Far
East and ICON FG were primarily due to LAN Manager Unlimited ($2.1 million), LAN Manager ($1.6 million)
and SQL Server-Unlimited ($1.9 million).

Q934
0934 Plan Q93-3 Variance Change

US OEM 5 84 $ 5.9 3 2.6 $ 15 b3 1Ly
Euwope FG 5.7 9.1 6.8 (34) a.n
US FG 5.1 53 5.3 (0.2) 02y
ICONFG 1.2 4.0 1.9 (2.8) 0.7
Esr East FG 1.1 15 1.3 (04) (0.2)
Eurcpe OEM 09 1.0 1.7 (0.1) (0.8}
Far East OEM 0.8 0.6 0.9 D2 (Q.1)
ICON OEM - 0.1 0.1 (0.1) (0.1}
Adjustments (1.0) {0.6) (0.3) (0.4 .0
Net revenues $ 2.2 $ 279 3 273 3 (5.7) s (5.1)

US OEM was above plan pnma:ﬂy due to LAN Manager Client ($4.4 million), partially offset by LAN Manager
($2.0 million} and 0S/2 (512 miltion), LAN Manager Client accounted for the quartes-to-quatter revenne
decrease in that channel. Europe FG results reflect across-the-board below plan umits. The below plan results in
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Product Unit Revenues (in rillions}
FYo3
FYo3 Flan Varjance
00S $ 962 92.5% $ 997 92.6% 5 0G5
Unix 79 1.5 80 74 ©.1
Roending - - - - -
5 1041 1000% $ 1077 100.0% § {36
0934 0934 Plan 0533 VYariance Change
o0s 5 205 92.6% $ 260 933% $ 257 943% $ 5% §5 6
Unix 17 74 19 67 16 57 Q0.2 0.1
Rounding - - - — - - - -
$ 27 1000% $ M9 100.0% $ 13 1000% $ 871 $ 6.0
Cost of Revenues
FY93

The positive variance in cost of revenues reflects below pian sales ($3.6 miltion} and below plan product costs as
a percent of net revenue (5.7% versus 7.3%). The shift toward OEM, where revenes exceeded plan by 28%,
was also a factor. Unix royalties averaged 36.9% of net revenues versus a plan of 40.0%. Non-product cost of
revenues were 10.6% versus a plan of 10.0%.

Q834

The positive variance in cost of revenues reflects below plan sales {35.7 million) and below plan product costs as
a percent of net revenue (6.4% versus 7.5%). The shift toward OEM, where revennes exceeded plan by 18%, was
also a factor. Unix royaltics averaged 48.8% of net revenues versus a pian of 40%. Non-product cost of revenues

approximated plan.,
Operating Expanses (In milions)

FY®3

FY93 Plan Variapce

Marketing s 4.1 5 8.4 $ 4.3
Marketing accroal - - -~
Payroll & payroll tayes 1.8 19 0.1
Product support services 9.9 119 2.0
Other 58 7.0 12
5 216 3 292 $ 7.6

_ 3

003 marketing spend was about 50% below plan, reflecting,

inwt.thedelayedm!easemmnufacmringof

Windows NT. The PSS variance reflects overall PSS below plan expenses. The Other variance is largely 2 result

of product development ($1.6 million).

Q93-4
Qo34 Pas =~ _Varissce
Marketing 5 12 § 13 $ 0.6
Marketing acxmual (3.8) - 38
Payroll & paymtl taxes 03 0.5 -
Prodoct support s=tvices ki 35 0.6
Other 1.2 1.3 8.6
$ 2.1 3 7.7 5 5.6

Two-thirds of 1he operating expense variance in Q93-4 was a result of the reversal of the marketing accrual.
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Headcount
As a Percent of Total
Actoal Plan Variance Change Operating  _Prod Groups

June 30, 1993 51 35 (17} )] - 1%
March 31, 1993 54 35 (19} 2 — 1
December 31, 1992 52 35 an 3 - 1
September 30, 1992 49 35 (14) 3 - 1
Tune 30, 1992 30 41 o - - 1
Nete: Prior quarters have been restaied 1o include 1PG Ireland headcount.

Allocations

FYa3

Allocations were 3% below plan.

Q93-4

Allocations were 2% above plan.
Burdened Operating thcome

Fye3

Slightly below plan revenyes were more than offset by beiow plan cost of ISVEnUEs, Opcrating expenses and
&llocations, accounting for the positive variance in actual BOI (36.7%) versus plan (29.4%).

Q934

Below plan revenues were more: than offset by below plan cost of revenues,
accounting for the positive variance in acmal BOI (37.4%) versus plan {

Quarterly Growth

operating expenses and allocations,
29.1%).

Lower operating cxpenses drove BOI higher than Q93-3, despite lower revenues.

Product Group Reporting
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HARDWARE

FY93

For the year Mouse revenues came in at $219 million, 7% below plan, Mouse sales through the OEM channel
accounted for 64% of Mouse units shipped (3.9 million units OEM) and contributed 25% of Mouse revenues
$54.7 million OEM), as compared 10 a trudget of 26% for units and 9% for revenue.

Version 2.0, which shipped in Q93-4, was the result of two yearms of usability testing and is the first redesign of
the Microsoft Mouse in six years. It has been widely praised for its new ergonomic design. Scveral leading
hardware vendors such as Dell Computer Corporation and Gateway 2000 as well as other hardware providers,
including Camputer Access and Micron Computer, Inc. selected the new Microsoft Mouse as the standard input
device sold with their desktop systems.

The first nine month'’s shipments of Micrasoft's Windows Sound System were $3.1 million below plan {$5.1M
versus $8.2M), due to the rapid shift from an add-in reiail business io one where PC manufacturers incorporate
audio boards on their PC’s. ‘This has resulted in x shift in both products (Microsoft released an OEM Windows
Sound Sysiem software only product in March §993) and in sales channels (retail to OEM). Detl Computer, DFT
Inc., Gateway 2000 and Tri-Star Computer armounced in (93-3 that they would incorporate Windows Sound
System in their computers. Compag began shipping Windows Sownd System audio capability with their PC
hardware in Q93-2. Game support for Windows Sound Sysiem increased by building in Soundblaster capability.
In order to boost sales and generate excitement among reseliess and consumers, a new SKU was introduced in
Q93-3 that bundled WSS with Wolfenstein, a popular MS-DOS game.

Qo34

Vergion 2.0 of the Microsoft Mouse, which features a sophisticated new ergonomic design for maximum comfort,
combined with software and hardware festures to improve productivity, shipped on 4/2783. 'The Microsoft
Mouse 2.0 includes the enhanced-performance driver software, version 9.0, which ensures full compatibility and
reliability with Windows 3.1 and MS-DOS, as well a5 related sofiware applications.

The shift in Mouse product from recail to an OEM business continusd in Q93-4, with unit sales through the OEM
channel accounting for 66% of 1otal Q93-4 Mouse units shipped.

" Mawse Ratall Units
RN Meuse DEM Unbty
p memm— hjouse Gress e rmous

a3t Q932 G913 Q934
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Resuits of Operations (in millions)
FY93 FY93 Plan Variance
Net revenuea $ 2317 1000% § 2533 100.0% § (21.6)
Cost of revenoes 1127 487 1167 46 40 '
Opcraling expense 19.5 17 296 1L7 0.1
Allocations 34.1 14.7 131.5 1312 {0.6)
Burdened operating income $ 554 %% 3 735 290% 3 ﬂ&lz
! Qo34 Q934 Plag Q93 Vasiascs _Change
Net revenoes $ 564 100.0% § 655 1000% § 454 1000% 3 (81) $ 110
Cost of reveoues 298 518 302 46.0 3.2 510 04 6.6)
Operating expense 9.5 169 8.2 125 74 16.2 1.3) (21)
Allocations 10,4 1E3 8.5 13.1 8.0 17.3 {15 (2.4)
Bardened operating income $ & 120% § 18§ 284% § 68 150 % (119 3§ !0.1!
30 - 30
60+ 60
5 ! EEETSET Revapiin
E 40 0 § S—rCt
= | e Frydic-aent
H
0 20

Q824 Q¥ Qe32 Q933 (34
Leading Products {units in thousands, ravenues in millions)
FYJ3 FY93 Plan VYarjance

Seqial/PS-2 Mouse (Naked) 838 5 589 $70 1086 $764 570 (M4B)3(175 § ~

OEM Mouse 2,601 512 1% 81 207 23 1,800 305 4
Ser Mouse/Painibrush 503 506 11 960 947 9 457y (4.1} 2
Bus Mouse (Naked) 37 9 64 132 9.2 70 2239 147 L)
Mouse 5-Pack 30 18.7 62 199 66 {1 D W
$ 203.3 $230.9 $ (175)
———— ] St
Percentags of net revepues - % i

Note: Figures in this table include ollooxtions from bundled products.

Unit sales of the Naked Serial Mouse were below plan in US FG (30,0003, Europe FG (120,000) and ROW FG
{99,000). OEM Mouse sales continue to benefit from the shift away from & retail business. OEM Mouse unit
sales exceeded plan in all channels. Specifically, gains occwred in US FG (30,000}, US OBM (1,376,000),
Ewope FG (68,000), Barope OEM (157.000), ROW FG (71,000) and ROW OEM (98,000). Lower prices in
Europe PG accounted for the entire $/unit variance. Serial Mousc/Painthrush sales continued their decline, with
negative Wit variances occurring in the US FG channel (211,000), Europe FG (175,000) and ROW FG (76,000},
US FG and Europe FG were each $6 above plan, offsetting the $14/unit negative variance in ROW FG. Above
plan unit sales in US FG (197,000), Europe FG (24,000) and ROW FG (12,000) accounted for the Naked Bus
Mouse variance. Per unit revenues were lower in all channels with Europe FG representing the largest variance
($11 below plan). Unit sales of the Mouse 5-Pack approximated plan, but revenues were below plan due 10 lower
$/unit revenues in Burope FG (38) ard ROW EG {$7)
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0534 0934 Plan Variance

Serial/PS-2 Monse (Naked) 247 $ 171§ o8 e 213 s N 558 B @
OEM Maonse 765 13.1 i? 234 55 M 531 16 )]
Bas Mouse {Naked) 159 89 62 3% 2.6 68 iz 73 1))
Bos Mouse/Paintbrush &6 58 88 16 1.5 93 50 43 (8)
Mouse 5-Pack 73 4.1 56 1) 5.1 66 W__(9 10

$ 500 $ 350 3 140

e — | L — L}
Percentage of net revenues 0% 35%

Unit sales of Naked Serial Mouse were mixed in the fourth quarter. Sales exceeded plan in US FG (27,000), but
was more than offset by negative variances in Burope FG (49,000) and ROW EG (33,000). A $7Amit positive
vmimoeinUSFGpmﬁallyuffsuﬂlemmrncgaﬁvemiminEmupePG. The shift away from a retail
hardwarc business continued in the fourth quarter. OEM Mouse sales exceeded plan in ali OFM channels.
Specifically, the US OEM channel (405,000}, the unbudgeted Europe OEM (55,000) and the ROW OEM (62.000)
chanmels were all above plan. Sales of OEM Mouse through FG channels were mixed, with positive variances in
US FG (6,000) and ROW FG (15,000), offset somewhat by a negative variance in Europe FG (13,000). The OEM
Mouse was budgeted conservatively &< the Dell and Gateway contracts were up for re-negotiation. We have since
lost the Dell contract 10 Logitech, but retained the Gateway contract. The Gateway conlract was conservatively
budgeted at about half of the wnits expected. Europe RG accounted for the OBM Mouse negative $/unit variance.
This was partially offset by a negative variance of $1.3 million in the Europe FG channel, Neked Bus Mouse umit
sales were higher than budgeted in all charnels. US FG accounted for an 82,000 positive unit variance, with
Europe FG (25,000} and ROW FG (14,000) also coming in above plan. A negative variance of $5/mit in US FG
accounted for the majority of the $/mit variance. Althongh the Bus Mouse/Paintbrush bondle exceeded budgeted
unit sales in Europe FG ¢11,000) and ROW FG {44,000), the pradual elimination of the lumdle was evident in the
lack of Serial Mouse/Paintbrush units sold (not in table). Sales of this bundle in Q934 only contributed $2.6
million versus a budget of $21.7 million. Negative $funit variance in Europe FG {$19Amit) accounted for the
$/unit variance in the Mouse 5 Pack.

Q934 Q933 Change
Unis Bav; SUnit Iniks Revz $TUnit Units Revs Nlnit

Serial/P3-2 Mouse (Naked) 27 5171 § @99 169 $106 $ 65 83 5% 65 5 4
OEM Mouse 765 131 ¥ T 143 19 29 {1.2) (2}
Bus Mouse (Naked)} 159 2.9 62 49 il 53 110 % [¢))
Bus Mousa/Paintbrush -] 58 :H 13 1% 52 53 5.0 26
Mouse: 5-Pack ) 4.1 56 70 4.1 39 3 — 3

3 50.0 5 129 3171

L — -] e e

Note: Figures in this table mclide allovations from fuwnclled products,

The positive change in the Naked Serial Mouse was concentrated in the US FG channel, which grew by 84,000
units. The US FG channel also accommted for the $/unit increase, OEM Mouse unit sales increased by 20,000 in
Europe FG, 16,000 in ROW FG and 33,000 in ROW OEM. This was partially offset by a 42,000 unit decline in
the Europe OEM channel. Unit sales of the Maked Bus Mouse increased in alt channels, with US FG accounting
for 67% of the unit growth (74,000). Burope FG and ROW FG accounted for the remaining 25% and 8%,
respectively. The price cuts in Europe resulted in a $15 decline in $/mit in the Ewrcpe RG channel, Bus
Mouse/Paintbrush unit sales inczeased in Europe FG (11,000) and ROW FG (42,000, Each channel also
contributed (o the higher $/unit.

Product Group Reporting 215



MS-PCAIA2 000000315
CONFIDENTIAL

HARDWARE

Channel Revenues (in milions)

FY93
FYo3 Plan Variancs
US FG 5 o8 $ 111 $ (13)
Europe FG 65 98 (33)
Us OEM 42 11 3
ICON lFG 25 3 (1 1))
Far East FG g 7 H
Europe OEM 4 - 4
ROW OEM 2 - 2
Adjostmenis (i2) (6] 3)
Net revenues 3 232 $ 253 3 21y

Most of the leading products under performed in the US FG channel, except for the Naked Bus Mouse, which was
$12 million above plan. The same is true of Burope FG, where the naked Bus Mouse exceeded planned revenues,
by $1 million. The negative variances in both channels were primarily the result of lower sales of all
Mouse/Paintbrush bundles (321 miltion in US FG and $17 million in Europe PG). Europe FG was also negarively
impacted by 30% lower than planned sales of Naked Scrial Mouse ($10 million) and the shift of 157,000 units of
OEM Mouse to the umbudgeted Exrope OEM channel. Higher sales of the ORM Mouse accounted for the higher
US OEM revenues. Similarly, the shift of 98,000 OEM Mouse unils to the unbudgeted ROW OEM channel and
lower sales of the Mouse/Paintbrosh bundle caused the negative HCON FG revenue varance.

34
Qo34 Plan Q33 Vanance Change
USFG 4 25 5 27 3 14 3 {2} s n
Europe FO 12 26 10 (14 2
US OEM 11 3 13 8 (2}
ICON FG [ 10 5 [EH 1
Far Bast FG 5 2 1 3 4
ROW OEM 1] - 3 1 2)
Earope OEM I - 3 1 2)
Adjustments (5) 13 (4} [¢3] (1}
Net reverines $ 56 s 66 3 45 5 Q 3 11

US FG revenues were below plan due to Jower than expected sales of Serial Mouse/Paintbrush units (9,000 versus
T7,000}. US FG's increase in sales versus last quarter was the result of a 227% unit increase ($4.7 million) in
Naked Bus Mouse and a 114% unit increase (372 million) in sales of Naked Serial Mouse. The negative variance
in Europe FG resulted from a combination of a shortfall in Serial Mouse/Paintbrush units (11,000 versus 00,000)
and in Naked Serial Mouse units (67,000 versus 116,000). Europe FG was also impacted by the sale of 55,000
OEM Mouse units through the unbudgeted Europe OEM channel. Burope FG's increase in sales over last quarter
was due to 2 27,000 unit increase in the Naked Bus Mouse and a 11,000 unit increase in sales of the Bus
Mousc/Paintbrush bundle. US OEM revenue increase versus plan was entirely caused by higher than planned
GEM Mouse sales. Lower sales of Mouse/Paintbrash umdle accounted for the Far East and IOON FG variances
versus plan, whereas higher sales of Mouse/Paintbrush bundle resulted in the increase from Q93-3. Rebates
exceeded plan by 50%, resuhing in a higher revenue adjustment.

Cost of Revehues

FY§3

Total cost of revenues was above plan as a percentage of net revenues, primarily due to lower than bwdgeted
$/unit revenves and higher rebates. Product costs, as a percentage of net revenues were also above plan. Product
costs in the US OEM channel were significantly higher then plarned (10.6% of net sevenues vs. budget of 2.2%),
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while product costs in Evrope FG were below plan. Freight and Shipping and Inventory Adjustments were
significantly above plan as a percent of net revenues (3.0% versus L4%).

Q834

Total cost of revenues was above plan as a percentage of net revenues, primarily due to lower than budgeted
$/unit revenues and higher rebates. Product costs, as a percentage of net revenues approximated plan. Once
again, prodici costs in the US OEM channel were significantly higher then planned, while producy costs in Burope
FG were below plan. Freight and Shipping was significanly above plan as a percent of net revenues (6.1% versus
0.7%).

Operating Expenses {in millions)
FY93
FY93 Plan Vasiance
Marketing b 10.5 3 10.1 5 (0.4
Product development 4.3 52 0.9
Payroll and payroll tax 37 40 03
Product support services 1.5 L7 n2
Adminisirative Services 1.2 0.7 05
Other 8.3 1.9 0.4)
3 295 §_ s 3 0.1
Q934
934 Plan VYariance
Magketing 5 39 s 35 3 {0.3)
Product development 1.6 09 (1)}
Payroll and payroll tax il 1o {0.1)
Product soppori services 04 05 0.1
Marketing accrwal 0.5) - 0.5
Other 3.0 22 {0.8)
5 9.5 3 8.2 F )]
Headcount
As a Percent of Total
Actual Plan Variance Change Opesating _Prod Groups
June 30, 1993 n 65 (12) 6 i% 2%
March 31, 1592 n 65 (6} 16 1 2
December 31, 1992 51 64 3 10 I 1
Sepiember 30, 1992 5 59 g - - !
June 30, 1992 51 54 3 4 - 1

Headcount increased 8% over Q93-3, mainly due 1o the additional hires in the New Product Development
department. Year-end headcount was 18% above plan, due mainly to Q3.4 hires.

Allocatlons

FYa3

Allocations were 14.7% of net revenues, versus a budget of 13.2%. Actual allocated dollars were only $0.4
million higher than budgeted, solely due 1o a higher Sales & Marketing allocation,

093-4

Allocations were 18.3% of net revenues, versus a budget of 13.1%, due mainly to higher Europe FG Sales &
Murketing allocation,
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Burdened Operating Income

FY93

Lower than planned revenues resulted from lower than budgeted unit sales of all the leading products, with the
exception of the OEM Mouse. This revenue decrease was primarily the resolt of the continued shift in sales
volume from rewil to the lower $/unit OEM channel. Operating expenses and allocations approximated plan.
BOI, as a result, was $18 million below plan, and was 24% of net revenues versus 20% planned.

Q934 '

Lower than ptanned revenues in the retail channel, offset somewhat by higher saes in the OEM channei, caused a
14% net revenue shortfall versus plan. Operating expenses and allocations were both above plan. BOI, as a
resull, was §12 miHion below plan.

Quasterly Growth
Netrevenues were up 311 million from last quarter. However, higher cost of revennes, operating expenses and ’
allocations resuvlted in a BOI dectine of $0.1 million. :
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Net Revenues (in millions)
FY93
Y23 __ Plan Ve !
Baaks 3 U3 s 254 5 an
Services 30.9 155 5.4
Msu 4.8 239 09
Roneding = -~ =
S0, SR 352
—0934 = O03dPap 0033 Varimce _Chapge
Books $ 8.3 $ 68 5 52 $ 15 L]
Services 1.6 8.2 78 34 3.3
Msu 7.0 6.7 56 03 14
Rouuding - = - - -
260, E.3L7  S.088 532 3 B3
Operating Income (Loss) (in millions)
FY93
FY93 Plan Variance
Books 5 0.6 s o5 $ ot
Services - 2.3 23
MSU 49 {5.2) 03
Onber - . -
[ @43 3 Q0 $ 27
—0934 =~ OB34Php Q933 Vaisr _Chenge
Books 5 0.4 $ 0.3 3 on s o1 0.5
Services 0.5 0.6 0.5 .1 -
MSuU {1.5) 0.7 (LD 0.8) 0.2
Rouonding - - . - -
06 302 S 03 3 08 $ 07
Headcount
As a Peroart of Tolal
Actual Hlan Vaiance  Change  _Opemting Prod Growps
MSU 2 £ o {1 - 1%
Booka 42 29 3 1 - 1
84 82 2 . 1% 2%

For Books, Services and MSU, see comments in the "Other Channels™ section of this report.

The headcount shown

for MSU and Books were only for employees involved in development activities.

Product Group Reporting
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TAX MATTERS
Pomestic

IRS Examination

As reported last quarter, Microsoft and the Internal Reverme Service finalized an audit of FYS8 and 89. The IRS
is cumendy examining FY 90 and 91, In the opening conference for the FY90 and 91 examination, the IRS
indicawdttmitwmldreviewMmmﬂCorp.'smwchmddavehpmumdits.mdhmmRMOpmﬁons
thoroughly. The IRS is also conducting a “payroll’ exam for calendar years 1990-92, These examinations are
scheduled to 1ast approximately 18 monihs.

Federal Leglslation
AdﬁailedmalysisofﬂwmwmthhshnpmmMimumﬁismvidedinasemteducmnmL

During April, Mictosoft iestified before the Senate Finance Committes in opposition to a proposal contained in
President Clinton’s tax bill. ‘This proposal would have severely Limited the smount of foreign tax credits Microsoft
could claim on royalty income. This provision was expected 10 cost Microsoft an additional $3% million in taxes
for FY94. Microsoft, along with other corporate taxpayers, convinced the Committee to drop this proposal
effectively eliminating any legislative support for this provision.

At Microsoft’s request, Congressman McDermott contacted Congressman Rostenkowski (Chairman of the Ways
and Means Committee), and Senator Murray contacted Senator Moynihan (Chairman of the Senate Finance
Commiuee) supporting a research and development provision favorable to Mictosoft. The final bit) should provide
Microsoft approximately $50 million more in research and development credits than the previously propesed
Senate bill,

Reguiations

The IRS issued new research and devetopment regulations which are generally favorable 10 the software industry,
Microsoft estified before the Justice Departmeni and the IRS commending them for the favorable regulations, and
seeking additional clarification for product localization, and technical writers. The positive impact from these
reguiations for Microsoft is estimated at $10 million in taxes annually.

Accumulated Egrnings Tax

An analysis of Microsofi Corporation's need for all of its working capital kas been prepared and is available
separately.

SFAS No. 109

We have performed an analysis of Statement of Financial Accounting Standards No. 109,
JTaxes (SFAS No. 109}, which is required to be implemented during Q94-1, The implementation of SFAS No. 109
is not expected to have a material impact pon the financial statements,

“Spread” From Stock Plans

‘The “spread” from stock option exercises is deductible and reduces both federal and stats taxes. The amounts of
the spread and approximate tax benefits are (in millions);

FYas FY92
Tax Tax
Spread Benefit Spread Benefit
Ql H 137 3 47 3 Mm% 34
Q 396 135 126 43
Q3 4 39 202 ]
0] 166 56 80 7

3 #13 $ 277 § 509 3 173
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TAX MATTERS

B&0 Litigation

Microsoft is suing the State of Washington for 2 refund of B&O taxes on OEM revenues. Possible setilement
options are being discussed separately.

Washinglon Legislation

The Washington State Legislawre imposed a 6.5% surcharge on most B&O taxes rather than levying a general
sales tax on services. The additional B&O tax will cost Microsoft an estimated additional $1.5 - $2 million
annually,

State Tax Examinaltions

Microsoft was questioned or awdited during Q93-4 by a number of states. No material adjustmens are anticipated
from these exams. A s1atus of open exams follows:

Siale/City I YosUpdecAodit. _ Staa
AZ Sales 86-92 Appeal filed
CA Salee 8992 Ongoing
CA Praochise 3890 Ongoing
o Iacome 53-90 Ongoing
T Income. 23-90 Appeat filed

Denver Seles 9093 Beging 10/99
FL Sales 3691 Onguing
GA Sales 8- Oungoing
KY Sales 90-92 Begins 1293
Ky Lstome 9.2 Begina 11/93
MA Sales 90.92 Ongoing
MD Sales 8851 Begins 8/93
MD Iscome §8.6} Seuled
M Sules 90.93 Beging 10/93
Ml Income 90.92 Begins 10/93
MS Sales 91.93 Complete
NC Sales 90-93 Ongring
NC Incorse 87-89 Senled
NI Sales 90-93 Begins 1/94
NI Income 90.92 Begins 164
NI Payrot| 9193 Begins 1194
NM Income 90.91 Setrled
NY Sales 8391 Setled
NY Income: 3890 Setiled

NY City Income $6-90 Ongoing
OH Inconne 81.90 Appeal filed

Phoenix. Sales 9092 Ongoing
™ Sales 09 Ongoing
™ Income $8-91 Begins 11/93
VA Salea 20-93 Boging $/93
VA Income 85.91 Appeal fled

Imamationsl
Tax Audits

The Duich tax audit of MS Internationa) BV, MS Manufacmring BV and MS BY continued during the quarter.
Some immaterial adjustments have been proposed for MS BV. No material adjustments are anlicipated for either
MS Intemational BV or MS Manufacturing BV. The 1ax audits of MS INC and MS GMBH were concluded with
no material adjustments. The tax audit of MS France continued during the quarter. No malterial adjustments are
anticipated. The Australian tax audit of MS Pty continued during the quarter. A few immaterial adjustments have
been proposed for MS Pty The transfer prices paid by MS Pty 1o MS Corp. are atso being reviewed. MS CH is
being reviewed by the Korean tax authorities. Their focus is on income tax withholding on software imporied into
Korea.
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Tax MATTERS

Commissionaire

A commissionaire is an "agent for an undisclosed principal”. In operation, the cusomer maintains the perception
thai he is dealing with local MS cperations. This struciure effectively limits profits subject to relatively high tax
rates. MS LTD and MS INC were successfully converted to commission basis effective July 1. Conversion of MS
Austria, MS Switzerland, MS Poland, MS Czechoslovakia and MS Hungary to commissionaire are now teniatively
scheduled for Ociober 1. . ‘

New Subsidiarles

Tax planning for new subsidiary operations continved during Q93-4 with reviews of tax laws in Morocco, Turkey,
Thailand, India, Jordan and Puerto Rico, These operations became operationa during Q93-4.

Repatriation Planning

Approzimately $138 million was repatriated w0 MS Corp. from MS [BV, MS AB, MS CH, MS FRANCE, MS
GMBH, and MS LTD during Q93-4. The repatriations were completed in a tax advantageons manner 1o MS.
Subsidiary Operations

Tax planning and compliance continued during the quarier. Issues included:

Australia: The Australian Tax Office issued a very favorable tax ruling characterizing most sofiware
revenies as sales income a5 opposed to royalties. We are pursting tax refund opportunities
created by this ruling which MS actively songht. Tax planning was performed with respect to the
establishment of an APAC regional headquarters in Austratia during Q93-4

Canada: Review of Canadian and US tax implications of conversion of MS INC to commission agent.
France: Assisted subsidiary persomnzl in addressing issues raised by the French mx authorities related to
transfer pricing and stock options.

Germany; Assisted subsidiary persomel in addressing various issues raised by the Gemmzn tax avtharities.
Hong Kong:  Review impact of local revenues from subscriptions and fulfiliment an cost plus revenue model.
India: Analyzed alternative structures 4o source product including local manufacturing and importation.

Ireland: hrish Revetwe issued a favorable ruling 1o MS allowing the taxation of MLP revenues ar the
favorable 10% lrish lax rate for manufactured goods. ‘This should result in significant tax
savings i MS. Negotiations continwed with Irish Revenue reganding a comelative adjustment

reflecting IRS audit results.

haly: Reviewed the VAT implications relating to the characterization of software as either the sale of 2
product or the sale of a service.

Korea; We are active participants in a coalition urging the NTA to eliminate the withholding of income
taxes on software imported into Korea,

Mexico: Adjusted commission rate after review of cash flow model and transfer pricing considerations.

PRC: Obtained favorable determination of tax exempt status for representative office.

South Africa: Review of tax issues related to grant of stock options 10 MS S, Africa employees and employee
participation in ESPP program,

Taiwan: Planning regarding cificient repatriation of excess cash.

UK. Tax planning related to conversion to commissionaire status.
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CORPORATE RISK MANAGEMENT AND AUDIT
insurance and Risk Management

insurance Renewals

r

Most insurance was renewed on July 1. Coverage remains comparable to the expiring program with some
improvement under various liablity policies (broader coverage language) and property policies (increased limits
of Liability). FY94 premiums increased approximately 20% to $2.8 million due to increases in ratable exposures
but mitigated by modest rate reductions, elimination of directors and officers lisbility coverage and assamption of
higher deductibles for cargo insurance. The rate savings reflect deteriorating loss experience, our near minimum
rate levels, and general firming of commercial insurance market pricing. Rates are predicted to climb
significantly for FY95.

Hisk Funding Strategy Analysis

Recently, a risk fimling strategy analysis report draft was completed. It essesses MS risk profiles across a broad
range of identified risks, reviews the concept of risk funding and available alicrnatives, recommends optimal risk
funding strategics for MS and requests management approval of a proposed overall risk funding strategy.,

Insuranca Coverage for Apple Dispute

Chubb management reviewed their position on the case and recently proposed a meeting with MS to negotiate a
conclusion and payment of its coverage obligations,

Corporate Audit

iraland Manutacturing

An audit in May recommended changing the method of determining cost for Freland’s many low volume SK1I's,
Refined cost analysis wonld help to identify SKU's that may not be profitable and should be considered for
discontinuance or altermative production methods, Key Performance Indicators were suggested to evaluale
manufacturing results, Suggestions were also made to improve purchasing practices and reduce costs through
worldwide or mualti-country volume purchases in participation with Canyon Park and other MS units.

Company Store

In this May audit, suggestions were made to change the organization structure, reconsider some of the products
and services, improve purchasing and to address a number of financial considerations.

.S, Marketing Operations and Procurement

An audit of CorpCom, Corp Events, Marketing Accounting and Marketing Disribution was completed in July. It
identificd a need to reduce the time o complelz projects and recommended a mumber of practices and
organizational changes. H also identified the need for more cooperation amd understanding of project processes
and costs by the marketing service groups and their clients to streamline projects and reduce costs. Contractual
and financial acangements with Ogilvy & Mather and Wagpener/Edstrom were reviewed and accounting data was
examined in their offices. Cost saving suggestions were made and discussed with Marketing management for
their follow up. The report covers many other cost saving and efficiency makters.

Worldwids Procurement--Strategie Recommendations

This report focused on the overall results of auditing most major MS purchasing functions the past 16 months, It
sumimerizes many immediate improvements thal can be made and suggests major changes 1o lay part of the
strategic foundation for our future business modet. The re-engineered procurement infrastnucture it describes is
directed toward mazimizing supplier leverage while maintaining quality and service at the least total cost. The
report suggests how MS procurement can move toward a model focusing on our strategic strengths, outsourcing to
others the processes that have limited linancial retern to MS.

Corporate Risk Management and Audit 229
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FY94 PLAN
The FY%4 plan reflects revenue growth of 10%, with 21% profitability.

The Q94-1 plan reflects financial performance substantially below Q93-4 results. It includes net revenues of $827
million, net income of $104 million and EPS of $.34 Our current estimate is that net revenne will be abour $978
million with net income of $237 million and EPS of about $,78, reasonably close to the current streef estimate.

Revenues
Actoal Plan Variance
FY'4 $4,127
9 33,753 3,508 7.1%
FY92 2,7%% 2,409 H.5%

FY94 revenues are planned to grow 10% to 4.1 billion, down from planred growth of 27% and 31% in FY93 and
FY92, and down from the 36% and 50% actual arnual growth in FY 93 and Y92,

Planned FY94 finished goods revenue growth is 13% for North America Finished Goods, 6% for Enrope Finished
Goods, and 29% for ROW Finished Goods. Planned FY9%4 WW OEM revenue growth is 8%, compared with 54%
actual annual growth in FY93,

From a business unit perspective, Deskiop (Word, Excel, Graphics and Project) is planned to grow 14%, Database
and Development tools (DDT) 45%, Consumer 312%, and Workgroup 38%. Systems is planned to grow 5%
whereas SPAG is planned to decline 24%.

Cost of Revenues as a Percent of Sales

Actoal Plan Variance
FYo4 16.7%
FY93 16.9% 17.0% {0.1%)
FY§2 169% 18.0% {L1%)

FY94 COGS plan is essentially flat at 16,7% of revenue, compared to actuat performance of 16.9% for FY93.

Qperating Expenses

Actnl Plan Variance
FY94 1241
FY93 $1,794 1862 {(3.7%)
i3 474 1,29 127¢ 13%

FY94 yescarch and development expenditures are projected 10 increase 47% to be 16.7% of reverues, up from
12.5% in FY93. Sales and marketing is projected to increase 11% representing 32.4% of revenues, up from 32.1%
in FY93. General and administrative expenses are planmed to be 5.2% of net revenues, up from 3.2% in FY93.

Net Income as a Percant of Sales

Aanal Plan Variunces
FYsd - T @om

FY93 W% 21.6% 3%
FY92 8.% 04% 5a%

FY94 net1 income is planned at 20.7% of net revenues, compared to the FY93 pian of 21.6% and FY93 acrual
performance of 25.4%. ‘The planned decline in profitability is due primarily to increased research and
development investments covpled with a decline in revenue growth.

FY94 Plan 233
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FY94 Plan
Plan Actoal Actusl Growth  Growth
Y 94 FY 93 FY 92 9493 9392
Net Revenues 34,127 100.0% $3.753 100.0% 2,759 1H0.0% 0% %
Cost of Revenues 691 i6.3 613 16,9 466 16.9 % 6%,
Gross Profit 3,436 §3.2 3,120 81,1 21292 £3.1 10% 6%
Opeeating Expenses:
R h and develog 690 167 470 125 352 123 £7% A%
Sajes and marketing 1335 324 1.205 11 54 310 1% 4%
General and administrtive 26 5.2 119 12 o0 32 2% 2%
Total Operating expenses 2241 54.3 1,754 178 1,206 17.0 25% 18% )
Operating income 1,195 290 1,326 353 99 36.1 -10% 3%
Nonoperating income 00 24 15 2.0 45 1.6 3% 7%
Income before income tazes 1,295 314 1,408 373 1,041 77 -5% 5
Provision for incorne taxcs 439 10.6 448 119 333 12.1 2% 35%
Net income ' ﬁss 20.7% §953 25.4% m 23.7%
Avafue shares ontstanding 00 303 294
Netincome per share $2.77 $3.15 3241
Ouariers
[+ g 42 3 ' FY 94
Net Revegues nx 1000% 51106 108:0% $i 91 1000%  $1303 1000% 4127 100.0%:
st of Revesues 135 16.1 193 7S 186 ne 176 160 £0 167
Groat Proffit w2 .7 3 25 905 B30 927 80 347 ok
Opering Expenses:
Rescarch and development m 206 172 155 170 156 178 16.% 0] 187
Sales md nuwkcetiy 330 39 351 18 no 302 324 24 1335 ne
Ceticrad md adosicisweive 36 6.8 5 50 2 A8 52 48 FAL 45
‘Total Operating expenses 557 613 SIE 23 52 06 554 02 2241 541
Operating mcome: 135 164 ns 303 153 23 m B[S 1,095 0
Nomcperating tacome 2 24 -] 20 26 24 k3] 28 % Y]
kncome befors Jcome tices 135 188 351 X ny W 85 _ 1295 314
Provision for income taxes 51 62 12 110 129 LLE 137 2.3 43D 10.¥
:ﬂi'mmc . 104 118% ﬂ; __213% S':SI‘; 29% 3;]66; %é‘l- S;.;i 2007%
verage shares outstmading __309
Net mooce: per share [x]] 3076 30%1 $0.56 2.7
b — _——— RN ]




MS-PCAIAZ 000000334

CONFIDENTIAL
FY84 PLaN
Channels
FYS4 MS NA.FG ROW FqQ rope FG WWOEM Other Total
Net myeous $1479 3501 31,331 $790 326 34,107
Cost of revennes 189 125 135 31 H 691
Openting expeosss 583 el 403 71 7 1254
Corporate allocstions 281 97 256 321 45 987
Contribution margin 3345 380 3437 3361 g'ﬂl 31,195
Net reventie 1009 100% 100% 100%: 100% 100%
Cost of sveaues 19 2] 16 4 42 17
Operating sxpeases 40 n 30 T 28 30
Carporate sllocaions 18 19 19 43 172 3
Contribation margin 23 18 33 L3 -142 29
Growth/FYR3
Net pevenue 13% 26% 6% % 5% 1%
Cost of reventies 13% 1% 15% -17% 3% Y%
Openting expenses 9% 7% 12% -16% -56% 19%
Corporate allocations 33% 5% % 97% 243% 44%
Contribution rargis -22% J7% -10% -19% 535% ~14%
Product Groups
FYo4 Applications Systems SPAG Other FY9 Plan
Net revenue $2.617 31333 5187 $3z $4,127
Cost of revenues 471 105 102 $13 £91
Operating eapenses 7% 496 45 365 1388
Corporato allocations 538 26 31 850 853
Contribution margin 3777 $398 59 59 $1,195
Net revenae 100% 100% 100% 100%: 100%
Cost of revennes 18 3 55 34 17
Openting eapenses 0 39 24 174 34
Corporate aliocations 23 22 17 32 21
Contribution margin 0 k]l 5 2 29
Growth/FY93
Net mvemue 0% 6% -19% -73% 10%
Cost of revennes % -A5% -10% 21% 9%
Openting cxpenses 5% 0% 53% 2% 2%
Corporate allocations 24% 10% L% 14% 13%
Contribution margin -5% 1% -34% -84% %
FYS34 Plan 235
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Other Product Groups
Books MSU UPB Other Total
Net revenoe 330 s (31} 30 $39
Cort of revenues 13 [ 0 ] 313 ‘
Openting sxpentes ¢ a ] 56 366
Catporate llocations 7 g 0 (336) (549}
Coatribotion margin 50 310 EL ) 30 9
]
Net revepue 100% 100% 100% N/A 100%: .
Cout of revenues 43 0 4] N/A 33
Operating expenses n 0 0 NiA 169
Corporste aflocations n 0 0 N/A -126
Contribution margin Nia 100 100 N/A ]
Applications Business Units .
Deskiop Workgroup Databass Conumer Towl
Net reveoue $1.900 334 3399 $24 324617
Cost of roventies 336 i3 75 46 70
Operating axponses L7 66 190 123 $781
Corporats aliocations 430 2 87 S0 3550
Contribation margin $732 ($17) 347 313 $777 .
Net revenue 100% 100% 10% 100% 100%
Cost of revanoes 18 16 19 20 18
Operating eaponscs 21 0 “H 53 30
Corporats atlocations 23 26 n 21 22
Contribntion margin 39 -20 12 6 30

Desktop Applications Units

Exeel Word Graphics Project Moot Desiop
Net revenne 3761 3820 5145 5104 bl 31,900
Cogt of revenes 146 i51 k)| B Q 336
Operating expenses 41 161 40 22 k3 402
Corporate ailocations 195 226 27 18 (36) 430
Contribution margin 3277 3352 37 356 30 $732
o — 4
Not revenoe 100% 100% 100% 100% N/A 100%:
Cost of rsvenues 19 17 n 8 N/A 18
Openating expenses 19 18 28 2l N/A 21
Corporate aliocations 6 A ] 19 17 N/A 3
Contribisrion margin 36 40 33 53 NiA 39
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Database & Development Tools Product Units
Database &
DBMS FoxPm APPH CHSET DBDT Memt Dev Tools
Nel seveoue 5162 3104 $6§ k1] 0 $00
Cost of revanues 4 18 1 2 0 "o
Opensting oxponses 62 36 26 46 0 190
Corporte allocations 47 24 11 21 {20} 1)
Contribution marpin 329 2 $11 (S!Z; 30 $47
Net revenne 100% 100% 100% 100%: N/A 100%
Cost of reverises 15 17 [} 2 NiA 9
Dpesaling sxpenses s 35 43 52 N/A 48
Corponate alncations 29 F4) 13 i N/A 2
Contribution margin [ 1] 22 0 -23 N/A 12
Systems Business Units
Advanved Other
MS-DOS Windows Alems Systenis Systems
Net mvenve 3499 44 $315 327 51,285
Cost of revenues 19 39 39 ] 105
Operating expenses “ 144 175 133 495
Corporatc allocations 34 103 7 as) 286
Coatributicon margin 8352 3158 {$16) (396) 3393
Net revenue 1009 100% 100% 100% 0%
Coat of revenuves 4 9 12 2 &
Openating oxpenzes 4 32 56 493 3
Corporate allocations 16 23 37 &7 n
Contribution margin n 36 -5 -356 23
Other Systems
System
Adv. Tech. Marketing/ Other
DigitalOffice  __ Growp =~ Mem: = __Systems
Nex revanus 11 314 32 327
Cost of revennes 5 2 1 8
Operatlng expenses 2% ™ 33 133
Componate allocati & 3 082 (a8}
Contribation margin (3826 $70) 50 {396
FY84 Plan
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Headcount
Growth
Paancd Actual Percenuge
FY%4 Ft93 9493

Chanasl/Prodact Group
Europe 2,794 2389 17%
FE % 434 8%
ICON HE ™ 2%
1IS-Raikes 4014 3300 %

" Press M 28 1%
OEM %0 31 1%
Total Channels 8676 7507 16%
Applications
Database 727 648 12%
Deskiop 81T 869 1%
Workgroup 417 s 11%
Consumer 531 432 23%
Total Applications 2,552 2224 10%
Systems 1577 1,523 %
Wordwide PG/Simasegy 9 208 %
WW Product Group 4478 4,052 1%
International R&D 66 225 1%
Other Product Groops
Adv. Prod Devip 531 NiA N/A
Books 51 42 2%
Total Other PG 512 42 1286%
Total PG 5126 1319 19%
G&A 1445 1,205 20%
Total Oporuting 15247 13,031 17%
Domestic k1:7) 567 4%,
i3 264 292 5%
Poeno Rica 204 177 15%
Ireland 43 403 %
Total Mfp & Disiributi 1,483 1399 6%
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MANUFACTURING
Throughms

Campus Nonk Componaent Plecas (In thousands)

Q93-4 093-3
Tol CP CPBuild Day Toml CP CP/Build Day
In-houss 95089 1,486 92430 1L
Off-site pl xy) 373 19,750 329

115921 1,859 112,180 IEB‘?O

Component production increased 6% quarter to quaster. Off-site production continued to increase as a percentage
of total umits produced during Q93-4, from 18% in Q93-3 10 20% in 0934, Manufacturing increased the off-site
production capacity through extensive use of local vendors and the implementation of distributed manufacturing in
Singapare,

Canyon Park made extensive contingency plans to accommodate production znd distribution for Windows NT.
Windows NT was releascd to manufacturing on July 27, 1993 with SQL for Windows NT to follow soon thereafter.

Many significant operational improvements were planned and implementsd in FY93. For example, Canyon Park
worked closely with the US Sales group 1o oul-source a large percentage of the fuifitiment business, which accounts
for the majority of individual orders but only 6% of revenue, During Q93-4, Canyon Park also made significant
progress in the implementation of ISO 9000 and the Career Path Development for M&D employees through skitl
block training. These changes, along with the realignment of manufactaring units and olher arganizational
changes, made FY93 a year of large scale operational improvements. In FY94, Canyon Park plans to leverage
these changes to achieve significant improvements in quality, cost, and responsiveness,

Microsoft Ireland manufacturing (Ireland), which provides the majority of the packaged products sold by our
European subsidiaries, measures production in terms of the gross number of packages built. Ireland produced 2.2
million nits, a 10% increase over the packages built i Q93-3.

Backlog

Campus North plans production based on Product Marketing's forecast of demand and rate based demand received
from customers. Buildable backlogs occur when customer demand exceeds forecast or when the plant fails to build
to forecasted desand. Non-buildable backlog occurs when orders have been placed for products that have not yet
been released to mamdacturing,

Domestic backlog was $11 million at June 25, 1993, a 59% decrease from $27 million at March 26, 1993, The
non-buildabie backlog was $3.8 million at quarter-end and was almost entirely due to Windows NT ($3.4 million)
demand. MS-DOS constituted 51% of the $7.1 million buildable backlog at quarter-ead, The backlog from Q93-3
was almos| entirely due to MS-DOS and was satisfied via off-site production.

MS lraland
Q934 9933
Buildable backlog 1317141 420,000
Non-baildable backlog - -
137,741 420,000
] o arm———

lreland's manufacturing demand is created by orders from the European subsidiaries. The backlog definition is
consistent with that used domestically, however, since transactions are valued at transfer price, backlog is tracked
in units rather than dollars. At quarter end, the cause of the buildable backlog was high demand for the new
releases of PC Word 6.0 and FoxPro 2.50. The backlog from Q93-3 was almost entirely due 1o MS-DOS.

Manufacturing 241
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MANUFAGTURING :

International

The RR Donnelley operation in Singapore continues o grow in importance to the International Focus Factory
(IFF). Improved 1echnology links enable real time communication of demand 1o Singapore and as a result, [FF has
increased the number of product families that the Singapore operation can build as new versions are released, In
this same vein, IFF has begun the process of selecting a supplier for the duplication and assembly of all MS-DOS
and Windows for IFF. By outsourcing these low cost, high volume products, IFF anticipates a reduction in the cost
of outsourcing and improvements in product quality. This strategy will also release capacity to build other
products in house, reducing total Jead times and improving our ahikity to respond (o unforecasted demand. During
the quarter, IFF implemented off-site warchousing for the majority of raw materials. The change allows IFF o
utilize space better , improve inventory management and 10 move towards just in time manufacturing.

As of June 3(0th, the Canadian warehouse was officially closed, with excess inventories being retumed to Canyon
Park,

During Q93-4, Puerto Rico duplicated approximately 9.5 million disks, which was 37% of Campus North's total
duplication requirement.

Headcount
Q934 Q93-4 Plan Q933 Variance Change
Campus Narth 567 618 551 5t 16
Ireland 403 95 95 & E
IFF 252 182 ns [¥L)] n !
Paerto Rico 177 180 RO 3 (k)
1,39 1375 1,351 249 9
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FACILITIES

Microsoft's worldwide portfolio of occupied office and manufacturing and distribotion (M&D) space increased
15% during FY93, and 6% during Q93-4. Most of the growth was in international during FY93, In FY%, most
growth will take place in the U.S., primarily at the Corporate Campus.

As the growth of Microsoft's real estate porifolio slows in both relative and absolute terms, therd is increasing
emphasis on measuring, reporting and managing “occupancy costs.” The important metric is occupancy cost per
person by location; this metric in tum is a product of occupancy cost per square foot (sf) and sf per person. The
former factor can be viewed as cost efficiency, and the Jatter as space cfficiency. Quantifying these performance
metrics will be an objective for Facilities and Finance throughout FY94

Worldwide Facility Distribution
Jane 30, 1993 Igne 30 1992
—Sqgare Feet 2ol Totad —Square Feet e bof Total
Location
Corporate Campus L. 700, 000 5% 1,600,000 8%
Other Domestic 1,400,000 29%: 1,300,000 A%
Inerastional —LTT0,000. L33L.000 il

Ag mentioned above, most of the growth during FY93 was outside the U.5. Most of the international increases in
property were in Europe. While sf is one indicator of real estate activity, it does not fairly reflect the high number
of Jease ransactions for smaller offices, which require significant staff resources despite their relatively small
impact in financial terms on Microsoft's penifolio.

Ownership Trends
Tune 30, 1993 _lupe 30, 1992
Owp Leass —n —lcaze
Location
Us 52% 315% (71 ) 6%
Inernstional 16% 84% 13%

sli-.
et cmencti® ——e iR o 2%

More property was leased than purchased during FY93, but the balance will change less in the foture as the size of
the portfolio increases. In FY94, additions to Corporate Campus will add to the owned portion of Microsofi's
property.

Property Type Trends
Jops 30, 1993 Jups 30, 1997
Locai ~Office . _MAD = __ O = __M&D_
0R
us %1% %% 0% Lo%
International 3% % 1% i}
— 3% 1% - T %

All additions to the portfolio in FY93 were in office space; as of FYE93, only 12% of Microsoft's property
commitments were for M&D space; this ratio will skew more towards office space in FY'94 because of Corporate
Campus additions and reductions in European M&D space. However, there will be an M&D addition in Q%4-1 in
treland,
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Domestic Facitities
Domeastic Facliity Distrisution
Jenc 30, 1993 Jung 30, 1992
Loeni Sapare Fest HofTonl SoupoFoct ZoiToal .
on
Corporsie Campus 1,700,000 55% 1,600,000 55%
i Domestic Field 700,000 2% 600,000 21%
| Washington State 400,000 3% 400,000 14%
MaD v JO0.000 10%. 200.000 ———

a0 0%, 2900000  __— lopa

Microsoft occupied more than 3.1 million sf in the United States as of June 30, 1993, a 200,000 sf increase from
hume 30, 1992. By the end of FY9%4, Microsoft is projected 1o occupy approximately 3.7 million square feet
nalionwide,nrw%nmrethaniscmenﬂyoccnpied.

Corporata Campus

Fletcher Wright Construction Company received a Certificate of Occupancy for Building 24 (88,000 sf) on Aprit
16,1993. Human Resorces and ITG employees occupied the building by May 3.

Fletcher Wright began construction of Building 25 on Aprit 8, 1993, Work on the 223,000 square fool building is
proceeding on an accelerated schedule. Fletcher Wright estimates completion of the south office tower, the
cafeteria and a garage area by February 1994, followed by completion of the north office sower ane month later,

Approval has been obtained from the Redmond Planning Commission for re-zone of the 36 acre Redmond West
site located on 148th Street, allowing 635,000 sf of office space, The next stage is review and consideration by
the Redmond City Council and application for annexation fo the City of Redmond. A decision by Council is
expected in August 1993. Master planning of the site for use by Microsoft will begin following Council approval.
Microsoft wili purchase the property once annexation to the City is complete. This is anticipated for Q94-4.

agreement with Redmond which provides their support for the interchanges. The State Department of
Transportation issued their final environmental review documents in June 1993. A public hearing is scheduled for
iate July 1993, followed by a 45 day Ppublic comment period. A final decision on the location is capected at the
erd of September 1993, Ongce the location is decided, the project will be shelved due fo lack of State funding,
Completion of the interchange location sty is crucial to completing campus site master plamuing. The earliest
the interchange would be completed is 1998,

Washington State

In FY93, 132,600 sf of new offices were occupied in Washington, 74% of which was related t the completion of
Building 24 (88,700 sf) and vacant space in BuiMings 12 and 22 (9,900 sf), An additional 34,000 square fect of
leased space was occupied in Bellevue by PSS at Lincoln Plaza and Bellevoe Piace.

Minima) leasing activity is anticipated in Washington during FY94. Two groups may be moved off Campus to
new leased space. ﬂﬂ(mm&lpmmmhuwmnenwmmimmwapmhnmwzﬁ.omsf

Domestic Fleld Locatlons

Durring FY93, six new offices wers opened throughout the domestic field in downtown Chicago, Cincinnati,

Houston, Piusburgh, Rochester and Tampa Bay, Florida. Six cxisting sales offices were expanded and/or

relocated in Denver, Detroit, Hartford, Minneapolis, Portland and St. Louis. PSS facilities in Texas and North

Carolina expanded, WorkGroup Canada’s Vancouver facility increased in size, a development office for Integrated

Software Vendors was opened in Foster City, Califomia, and a storage facility for confiscated pirated software '
was leased in San Raphael, California.
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The above activity reflects a square footage growth rate of approximately 5% in the domestic field during Q93-4,
Also during FY93, a lease was executed for an addirional PSS Dallas site to be developed in FY94 ang
construction activities have begun for an expansion of the Dallas regional/district sales office.

Planned FY94 activity will be reevaluated and presented to US Sales and MCS management based on approved
FYE94 headcount, but curent planning for the domestic field anticipates five new office start-ups, five legse
renewals and 17 expansion and remode} projects in FY94 (includes two FY93 approved expandions currently
under development). The new regional Customer Briefing Center design is planned for implementation in the
Dallas, New York and Washington, D.C., regional sites as part of the FY94 planmed expansionfremodel activity at
these locations.

intemnational Faclities

During FY93, the total amount of property occupied by Microsoft cusside the United States increased by 33%, to
1.3 million sf. Most of this growth ok place in Europe, a5 significant additions w the portfolio were acquired in
Frmce, Holland, England and Germany. In financial terms, the most significant commitment of FY93 was the
lease of new offices in Tokyo, Japan.

international Facility Distribution

Jee 30, 1993 Fope 30, 1992
Sguare Fest ol Toal . Sgearo Pest BofInal

Location

Burops 1,021,000 5% 704,000 1%
ROW 509,000 29% 357,000 0%
Other 230,000 1% 230,000

—_—il%
Europe

The Ewropean property portfolio increased by 327,000 sf, or 46%, during FY93. There were 17 new leases and
one purchase commitment executed in 17 European locations during the past fiscal year. The most significant
leases were in Amsterdam (50,000 sf), Reading {69,000 sf) and Mimich (68,000 sf). In Les Ulis, MS France
proceeded with the development of a new, owned office facility of 108,000 sf.

Although less significant in absolute terms, a number of new leases were executed for offices in Eastern Euvrope
and in yegional areas of France in FY93. Microsoft opened offices in Moscow, Budapest, Prague and Warsaw,
and in France, office commitmenis were made or renewed in Bordeanx, Lyon, Toulonse and Aix-en-Provence.

In FY94, property acquisition activity will be significantly stower than in FYB3, The primary projectls in FY94
will be a new, expanded office in Madrid and a move 10 new premises in Milan, No additional new offices are
planned in Europe during the coming year.

ROW and Other

Property occupied in ROW and “other” locations (Ireland M&D and WPG, Istael WPG, England WPG and Puertc
Rico M&D) increased 18% during FY93, with most of the increase taking place in ROW.

There were 17 lease ransactions in ROW dwing the past year: nime of these were 10 establish new subsidiaries or
sales offices, and eight were expansions of existing offices, The most significant wansactions were in Tokyo
(90,900 sf), Mexico City (15,000 sf} and Auckland (12,000 sf). New offices were established in Osaka {Japan),
Athens (Greece), Monterrey (Mexico), Bogota (Colombia), Rio de Janiero (Brazil), Quito (Ecvador), Bangkok
(Thailand), San Juan (Puerto Rico) and Istanbul (Turkey).

Aciivity for the coming fiscal year will include new offices in Casablanca (Morocen), Wellington (New Zealand)
and Brazilia (Brazil). In Ireland, a new M&D facility (30,000 sf) will soon be occupied. Compared with FY93,
there will be relatively Linke activity in ROW and "other” locations during FY%4,
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INVESTOR RELATIONS / STOCK ACTIVITY

FY93 Earnings Release
QOn July 28, 1993, financial results for Q93-4 and FY93 were released, Eamings per share were 30.87 and $3.15

for the quarter and year, respectively. Analysts' earnings projections for upcoming quarters are supwnarized in the
table below,

Selected Earnings per Shars Estimates, FY84 - FY05

Lnaby Q- 0942 03 4,27 | FY94 PYes
Alex. Brewn $0.76 s0.92 $0.97 $1.00 $3.65 -
Cowen & Co. - - - - .65 4.40
Dean Witizr 0.77 - . - 270 450
DL Sccusities 0.78 0.35 096 0.% 3.65 4.60
Gokdmen, Sachs 0.78 0.92 095 .95 1.6 5.00
Lekwao Brothers 0.0 1.0t 1.00 2.99 3.50 -
Merriil Lynch 075 .98 - - 3.60 .
Montgosery a77 0.93 o9 0.98 3.65 435
Pawe Webber are 1.00 IR | 098 1.9 -
Piper Inflray . N N . 3.65
UBS Securities - . - - 390 4.60
Average 30.78 $0.96 $0.98 50.98 $3.68 $4.52

Ownership of Microsoft Stack

Microsofi officers and directors held 47% of outsizading Microsoft stock on June 30, 1993, unchanged from the
prior quarter.

Stock Ownership Profile, Q93-4

Number Percent
—ofShares . __of Total

Officers, directors and 10% shareholders

Wilbam H, Gates 79.237.044 9%
Paul AHen 33,166,750 12
Sieve Ballmer 4976382 5
121,330,176 46
Orher officers and directors ——rL582 ]
Total officers and direetors 130,277,758 47
Other holders (floxt) 57400 eyl . T
Total shares cutmaniing 2028 joow

insthutional Shareho)ders

The 15 targest institutional owners of Microsoft stock beld 14.1% of outstanding shares at March 31, 1993 (the
latest date for which information is available). These same 15 institutions held 17.1% of outstanding shares the
prior year. As of March 31, 1992, the 1op 15 institutional shareholders, which were not the same 15 as at March
31, 1993, held 22,3% of Microsoft's outstanding shares on March 31, 1992,
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Fifieon: Largest Institutional Shareholders
March 31,1993
Shares Porcout of Totai Shares Paceot of Total Change

Altiance Caplia] 6,904 2.5 4,793 7 2111
Fidelity Managemeot 3,616 1.3 4,494 5 (878)
Providest lnvestment Coanscl 3,619 1.3 3,282 18 337
IDS Fimancial Corp. 2,51% 0.5 1,388 0.8 1,127
Jennison Assotiaics Capital 2,444 0.9 2,945 L5 (501)
College Refire Equitics 2,217 0.8 L3 o7 98
Cal Fers 1,474 03 1,464 4% ] 10
Thomsan Advisery Group 1,451 0.5 2,781 1.5 (1,330 ¢
Milles Azderson & Sherrerd 1,784 0.6 2,007 L2 [ty
LP. Morgan 2,436 [ X) 1,512 0.8 924
Scudder Steveas & Clrk 1,358 05 752 (X ] 601
Junus Capita] Corp. 4,346 L7 141 ['§] 4,708
Shearson Lohmen Bros, 1,505 L) (11} G3 854
Baskers Tras NY Corp 1,768 o.é 1698 0.9 77
Massachusetis Finsucfal Ser L1718 06 1,460 0.3 258
Microsoft Market CapHalization

At the end of FY93, Microsoft was the 26th largest company (measured by total market capitalization based on
ing) traded on United States stock exchanges. Microsoft's market capitalization decreased by

54.4 billion during Q93-4.

F

L-2 R - L T

Larpast United States - Pubilc Companies

Market Capitaliation
Lompeny fio bilficns)
American Telephone & Telegraph 385.1
General Eleciric 84.1
Ezxen 8LS
Wal Mart Storer 584
Coca Cola 55.4
General Mot 49,4
Philkip Morris 416
Merck 34.9
GTE 319
Procter & Gamble 33.2
Shell Traosport & Trading 315
Mobil 301
Peprico .9
Belisouds B1
Chevron 28.7
Bristol-Myers Squibh 28.3
Amoco 2.2
Ford Motor 259
Belt Adantic 5.8
BM 5.4
Motoola 24.6
Southwestern Bell 4.3
Jobnwon & Johason 23.9
Mmnssoia Mining & Mfg 230
Fedara] Nul. Morigage Acsn. LR
Microseft 1.5
Imel Comporasion 7
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Q834 Stock Market Activity Summary

Microsoft share prices closed 5% lower at the end of Q93-4 compared with the previous quarter. By comparison,
the S&P 500 closed at a level comparable to the prior quarter and the Nasdaq Industrial Index gained 2%.

Market Performance Comparison .
Nasdaq
Microsoft S&P Industyn]
Prices 500 Index

Quarter High 98 455463 T4206
(Qaarter Low ™ 43231 64121
Quatter Close 11 450.53 72952
Previous Quarter Close 9212 431.66 713355
Change -5% % %
Total Trades 93,118
Total Volume 119,802,915
Totsl Block Trades 2235
Tota! Block Volume 38,719,631

There were 1.9 million short positions in Microsoft stock on June 15, 1993, equivalent to just one day’s average
trading volume in the shares.

Short Interest of Microsoft Shares
Shon Fosiion, _Daya to Cover

March 15, 1993 2916113 2
June 15, 1993 L.BB6,005 1

The chart below shows the average daily volume and the high, low, and closing prices for Microsoft stock on a
weekly basis for the most recent six months.

Yolume Traded and Stock Price

4000000 | T $100

asopore b7 r « Fr.» }l L L L « F I I' 4 [ 1‘ +T 590

+ S&0
-53 $1 E
E 2500000 |
2 2000000 + 450 E
s l Lsq0 £

D 1500000 ‘ |

g | L s0 &
2 1000000 l &

< , g $20

00000 ’ _ .. { $10
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Q93-4 Headcount Report

Worldwide headcount was 14,430 on June 30, 1993, which is 98% of plan. Worldwide Sales & Support Group
was 98% of plan, Worldwide Product Group was 93% of Plan and Worldwide Operations Group was 105% of
plan. Headcount totals and mrmover rates are summarized in the table below,

Worldwide Headcount Summasy
Jone 30, 1983 % of Tumover
Headcount Total Rat=
Sales and Sepport
U.S., Non-PSS 2143 15% 7%
us., pss 1,787 i2 5%
Europe 3,085 21 %
ICOCN& FE 1,670 12 %
Subtotal 8,685 0% %
Product Group 3,344 3% 3%
Operations Group 1,988 14 %%
LCA & Executive 108 1 4%
Adv. Tech. Business Development 275 2 0%
Subitota) 14,400 100% 6%
Non-permanent Employees 30
Total —x
Temporary Employees

In addition to the regular Microsoft employees discussed above, the usc of temporary (agency) employees at
Microsoft in the U.S. increased during FY93. In FY92, a wotal of 1.0 million hours were logged by "temps,” while
in FY93 this figure increased 10 1.6 million hours. The direct cost of these temporary employees is estimated to
be $15.4 million in FY92 and $24.3 million in FY93. These cost cstimaies do not include the indirect costs
incurred by Microsoft in providing facilities, computer equipment and supplies for the "temps,”

Summary of Temporary Employee Hours and Cost

003.1 0932 £93.3 — 0934 = ___ FY9®
Temposary Hours Worked 304,468 362,373 408,530 540,415 1,620,786
Estimated Cost $4,567,020 35,510,595 35,127,950 38,106,225 §$24.311,79%0
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Profile of Domestic Employees

The tabie below summarizes Microsoft's 1.8, employee demographics with respect 1o age, tenure and affirmative
action mewics. These statistics have remained relatively constant over FY93, with the average age of domestic
employees slowly starting 10 increase. The average tenure for domestics employees also increased during FY93.,

U.S. Employes

Average Age:

Average Teoure:
Tnited States
Subsidiares
Worldwide

Stock Administration

Statistics
No.of %of
Employees Jotal
6,110 63%
3,565 N%
9£IS 100%
8332 5%
775 %
57 %
29 2%
L %
36 %
9&?5 100%
51 1%
5N %
4459 4%
1491 15%
9,675 100%
-
32 years
276 years
211 years
254 yaars

Over the past quanter there was a total of 2,358,370 shares exercised by 2,660 individuals, a 43% increase in
shares exercised over Q92-4. Microsoft stock reached an all-time high share price of $92.00 on hune 1, 1993,
when it also posted an all time high closing shave price of $96.25. In tolal, FY93 shares exercised increased 78%

over FYS2,

Effective April 1, 1993, a new policy was adopted for federal income tax withholding rates on stock option
exercises. The new policy provides employees the option to withhold Ffederal income tax af 2 rate of 20, 28 or

31%.
Btock Option Exerclae Summary
Q931 932 093.3 0934 FY92

Shares Exercised 2,478.606 5,624,900 2,628,758 2,351,370 13,083,634
No. of Optionees 2112 2,554 3n 2,660 10,598
Shaze Option Exercise Price

High $81.75 $95.00 $92.50 $96.25 $96.25

Average $75.64 $88.52 $86.02 $89.23 $84.32

Low $68.00 $73.88 $76.75 £80.38 $68.00

During PY93, shares available for grant decreased by 11.2 million shares to 17.0 million at June 30, 1993. A total

of 11,6 miilion shares were granted in FY93, the lowest amount since FY 87,
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After a steady upward trend from FY82

{1) Represents option grans that did ot vest.
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HUMAN RESOURCES
Shares Avallable for Grant
Additions Redoctions
Beginaing New Porfeited Nt Shares Plan Sharss Ending
: Fiscal Year Balance Approvals Shaye (1) Granted Eapired Balance
]
! 1982 a 21,180,000 0 (7,713,000) ' 19467000
! 1983 19,462,000 0 936,450 (8,364,600 12,038,350
! 1984 12,038,850 0 3.520,309 (6,323,005) 2,736,624
1985 2,736,624 0 2,110,387 (5,920,435) 4937076
1985 4937107 £2,600000 1,874,208 G5L11,211) 8,300,066
1937 8,300,066 18,000,000 1765220 (10,877,500) 17,237,386
: 1938 17,237,386 [ 2,144532 (17,454,140) 1,391,179
' 1989 1,891,179 22,500,000 2644,149 (22,735,486) 4299842
1990 4299842 28,125,000 2207967 (15,280,845) 15,361,963
199] 15,361,962 11,250,000 208597 (13313.545) 14,884,393
1992 14,884,293 30,150,000 1437100 (14,182,769} (3,462,133} 28,276,591
1993 28,276,591 0 2220001 (11,502,759) (2,850,351 17,043,433
Camulative 149,805,000 23011203 iL30450377) (52484 17,043,482

Wwﬂ:ﬂnﬂwnmbuofmmmm declined in FY99, as

detailed in the table below.
Outstanding Steck Options
Additions: Reductions
Beginning Net Share: Shares Forfeited Ending
Fircal Year Balance Graptsd Exerised Shages Batagoe

1982 aQ 7,113.000 0 /] 7,713,000

1983 1,713,000 8,364,600 (17,100) (9354500 15,124,050

1984 15,124 0% 5,823 035 §{646,128) 3,520,809} 17,780,143

1985 12,780,148 5910435 (1,934,127 2.110887) 19,645 569

1986 19,645,569 1,11121 (5,436,144) (L,374,201) 23,446,435

1987 23,446 435 10,827 500 (7.572,744) {1,265 220} 24936371

19838 24936371 174947140 {4,167,549) {2,148,533) 36,114,629

1980 16,114,629 22,735,486 (4,505,959 (2644149 51,599,997

1990 51599997 19280845 (11,767,722} @2179h 56895154

1931 56,895,154 13,813,545 (10,823,537 (2,085.976) 57,195,187

1992 57,799,187 14,782,769 £10,356,022) (1.4287,100) 60, 728334

1993 60,724,534 21,602,750 (13.08363) __ (@220001) 51,027 958

Cumolative 150,460,127 !;0|421!0'Fg! ESQI I£93I 57027.958

= e
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401 (k) Savings Pius Plan

The fair market value of Microsoft's 401(k) Savings Plus Plan was $131.2 million at Jime 30, 1993. This
represents a 56% increase from June 30, 1992.  The Microsoft Stock Fund contfines to represent the majority of
the Plan's assets at 45% iotal assets. Seventy nine percent of eligible employees participate in the Savings Plus
Plan ar an average contribution rale of 7%. Microsofi contributed $6.9 million to domestic employees’ Savings
Plus Plans during FY93, a 41% increase over the FY92 employer match, A summary of employees’ Savings Pius
Plan portfolio is presented in the table below.

I 401(k) investment Allocation

Aune 30, 1993 June 30 199
—Anow_ . RofTowl ._Amosm @0 _%ofTeul

Investmant Option

Retiretnent Money Markes Fund $15,810,017 12% $12,£17,606 5%
Inicrmediate Bond Fand 13,180,255 10 8,021,969 11
U8, Equity Lndex Fand 18,838,659 14 13,072,508 16
Growih Company Fand 3,078, 584 [ 2,966,217 4
Magellan Fund 12,948,020 10 4,969,231 [
Oversens Fand 2,EB2,589 P 1,291,523 2
Microsoft Stock Fond 59372503 45 40,111,991 41

LISRSES. 1005,  _§8A2S53058, . 100%
ESPP Administration

The fifth offering of the 1991 Employee Stock Purchase Plan (ESPF) ended on June 30, 1993 The bepinning
mmpﬁceformepeﬁodwasﬁs.u.ammmchsingwiceofﬂwpmiodofmm. The purchase price for the
period (85% of the Jower price of either the beginning or ending price) was $72.36. .

The participation rate for domestic employees increased by approximately 6% from 6,577 in the previous period
t0 6,992 for the period ending June 30, 1993. A total of 182,367 ESPP shares were issued 1o domestic employees
showing an ll%dmaseinsharesissnedﬁﬂnﬂmpuwiomperiod which ended December 31, 1992, This
decrease in overall shares purchased can be atiributed to the higher purchase price. The sixth offering of the 1991
ESPP began on July 1, 1993, with a closing share price of $87.12.

Employee Severance Policy

A new Severance Pian was approved for the U.S, during Q93-4, The Plar would be used primanily in down-sizing
and reduction in wortkforce situations, The Plan has two parts. The first part aliows an employee whose job has
beenelilninmndsixweeksmsearchforamt}minzmmlposiﬁm. At the end of the six week paid search, the
empleyee is terminated if a position has not been found. Upon termination, the employee receives a lump sum
severance payment equal to one or two weeks pay (depending on the employee's level) for every six months of
servive at Microsoft {not to exceed 26 weeks pay as severance). Any stock options that vest within this six week
search period and the following six weeks will vest at the termination date. Employees who choose not to condnct
ﬂwsixweekmhmdwteminamhnm«ﬁmlyﬁumwiveaﬁnghmymmwfﬁx weeks paid salary plus one
or two weeks paid for every six months of service. Any stock options that would have vested during the 12 weeks
following termination will vest at the 1emmination dato.

The second pan of the Severence Plan is designed for major layoffs. It provides (i) a fixed sum of two or four
weeks pay and (i} a viriable sum of one or two weeks base pay for every six months of sezvice. Both payments
are included in a lump sum payment. Any siock that would have vested in the 12 weeks following termination
will vest at the termination dase.
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Campus Recrulting Program

A total of 182 gradwating stedemts and 395 somumer interns were hired during FY93 compared wity 183
praduating students and 257 interns in FY92, Minority and female candidates in FY93 accepted offers at a higher
rate for both technical and non-technical positions than in FY92, as demonstrated in the foliowing table,

Minerity and Female Cand|date Statistics !

Offees Extendod as % of Offers Accepted as % of

—Allseviowed, | ___ OffersExunded

FY%2 Fn FYo2 __FY0%
Candidate Profile Fuall-time Position Type
Minoritica Tockaical n% n% % 32%
Non-technical 49% 5% 3% 5B%
Petaales Tochnical 0% 14% 10% I4%
Newrtechnical T % % 5%

Human Resources 261
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INFORMATION TECHNOLDGY

The Information Technology Growp (ITG) is currently working on a number of Information at Your fingertips
(IAYF) applications to enhance productivity within Microsoft, This section describes four of these applications.
SeQueL to Platinum ‘
Microsofi’s first true clicni/server accounting and distribution system is alive and well in dMicrosoft
Korea! The SeQuel. to Platinum (STP) system went on-line in Korea at the beginning of July, and
SeQual o tth&Adcpmuuemﬂmehasjmﬁnishedﬂwirﬁmmthmdmﬂwmwsym Korea is
Platinum processing all Accounts Receivable, Accounts Payable, Inventory and General Ledger wransacions
under STP, using dowble byte transaction data in most cases. STP is the high-end product offering
from Platinum Software Corporation implemented with Windows front-ends and a SQL Server back-end,

'IheswimhmSeQueLIoPlsthmispayhgofmeueainanmnbuofmas, including:

*+  MET: daily downloads from STP to MET for expense actwals to budget (from Budget WB);

*  Flexible Sales Analysis: monthly and yearly sales and opezational data on-tine using STP Report Generator, a
real-ime Access interface o the STP database developed by the project team;

*  WWS Pant Hierarchy: ability to classify items and analyze sales data based on WWS hierarchy, ensuring that
this data will fool to WWS (and foture MS Sales) systems;

*  Automaied Interfaces to Corporate: monthly WWS and GL Chart of Accoun! balance uansmiicals have been
automated, eliminating the previous manual formatting of text files in Excel;

¢ Contribution PA.: CH-specific financial statements and local version of Contribution PA..

ITG is continuing to work with and support CH F&A in resolving severity two (and more minoe) issues, Thanks

toall in the CH F&A department for their hard work and commitment during the entire installation process,

Hyperion
g Hyperion is a third-pany Windows-based financial Feporting application which integrates dara from
Microsoft’s host systems and client/server systems, Hyperion is used by our subsidiaries in Canada,

% Sweden, France, Spain, Portugal, Belgium, Holland, Ireland, Bngland, Australiz and Japan. It does
financial data consolidation and allocations, and uses Exce! to design and generate both on-line and printed

kg s

flexibility which did not previously exist.

Microsofi uses the Hyperion consolidation engine, and has added several components, based on Visual Basic and
Excel, to manage mehnmandexpmufdataaswellasrepmcmaﬁonandmmgmt. It is in use in most of
Microsoft's medium and large subsidiaries, with more installations planned for the coming months. Hyperion is
siated t0 be one of our first desktop native NT applications with its next release Iater this year.

Its srong financial engine has provided a significant increase in financial reporting flexibility for Microsofi's
entitics, The Windows interface and Excel delivery mechanism have put this fimetion in the hands of the Finance
user group, rather than with ITG. Hyperion provides a common fool set for local management reports,
consolidated corporate reporting ang local Slamtory reporting,

Next Generation Business Systems {NGBS) - Medium & Large Salss Oifices

NGBS is 2 multi-year, workwide Project 1o migrate our core business systems to Microsoft-based
client/server toois and technology. NGBS is a Windows NT and SQL Server for Windows NT
solution. The scope of NGBS is worldwide Line of Business (LOB) applications inclnding order
management, warehouseflogistics, manufacturing & financial sysiems (AP, A/R, G/, F/A),
Microsoft is working with several 15Vs in the design and development of NGBS, including Dun &
Bradstreet Software (DBS), SAP and Platinum,

During the last quarter, the NGBS team furthered it working relationship the primary solutions 1SV, Dun &
Bradstreet Software (DBS) and engaged the user organizations in the definition of key workflow processes and
system requirements. By Sepiember, Microsoft will deliver to DBS our critical requirements and begin the
process of mapping our requirements 1o the DBS planned solution. We will also begin implementation and data
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conversion planning and Microsoft will beia test DBS' Windows NT Financial Stream (A/P, G/L, FiA) product in

November 1993. Manufacturing and Distribution products ranning on Windows NT will be available the summer
of 1994,

During the last quarter, SAP continned the migration of the R/3 chient/server product suite 1o Windows NT. The
database migration from Oracle to Sybase has been delayed until the availability of Sybase 10, The client portion
of the application is being reengineering using Visual C++ and MFC and is targeted for first demonstration at the
SAP user conference (SAPPHIRE) in Oclober 1993,

During the last quaner, the SeQueL. to Platinum financial product was successfully installed at Microsoft XKorea,
Enroliment and Regisiration System

Classes offered intermally 10 Microsoft employees cover subjects from software applications and

=5 proprietary tools to Rew employee orientation. The Enroliment and Registration System provides

2 -domestic and intenational employees with on-line information and services relajed to training

ENMOIMEN 214 corporate events. Using this application, employses can enroli in classes and special sessions

offered by the Management and Employee Development Center, Software Leaming Center, Product Support
Services, WorldWide Products Group and WorldWide Sales Training.

The enroliment application allows any employee to obtain information about a course, register for a class and
view a map of the class location. Additionally, the systems permits a user to enroll another employee in a class,
send mail 10 a registrar yegarding special class requests, and view franscript information,

The registration application allows designated staff to create new courses and classes, register stadents, and
prepase reports. Registrars use the registration application to maintain class location, stdent, instructor and staff
information.

The application was crucial in the successful enroflment and registration of nearly 1000 employees for the
National Sales Meeting (NSM). In the short span of thwee weeks those attending the NSM used the enrollment
application 10 request sessions by priority and were assigned classes according to a modeling module writien using
Visual C++ and NT. The modeling module produced schedules with 90-98% satisfaction for the first six choices.
A significam improvement from the past years.
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LEADING BUNDLED ProDUCTS

(unfts in thousands, revenues in mikions)

Quarter Aciunake Year to Date Actuabs

e FIS3TT0
fevs

Burdied prodici revenses are allocased ta sperific produrts based upon perzeniages determined by the Office of the President.

Win and Mac Offfce revemses are allocalsd 43% (o Word, 42% 1o Excel, 12% to PoworPoini, and 3% to MS Moil. WiniMouse
revenues are atlocated 21% to Windows and 79% to Nardware, DOS/Win revenues are allocaed 43% to Windows and 57% 1w M3-
DOS. Sound SystWin revensies are allocated 13% o Windows and 5% i Hardware. WiniBallpoint revemues are alipcaied 93% 1o
Windows and 7% to MS Mail.
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FY83 Annual Budget (doltars in thousands)
Expense Generalors Reclpients
Resaarch & Development
Crons Pocl lesa: Wis NT F3- 677 9%
Liross Pool lnter-FU Allceations MS-DOS 1465 [3.6%
Now-PU2 Speclfic AsaBcatians v et WWPG albocati Excal 18735 teve
WWIG S2643 2795 160 BO0% i Word 13,735 jren
WARDBIVDACS 31316 2058 3136 sk | TS me presee Pes £30,  60%
DAD INTIT 2% 21952 1w aad ilocases AFPU 546 S5%
DOF 31T 22 PLE S PO s ImMs 4HT das
Applications Eatvy 1146 3%
DEM 60N 4% o 0% mn&nm-;wu (oos 1366 A%
WK S5 36% 0 oo F'“f""_"'"“'ﬂ, d concn ol st oonts | Waorks. 1307 3%
LNG 5241 34% o s0% 4 4 + . Now-mec Wi 15968 10%
WKS 4 04% 0 Q0% | i forcie knguages. Geaphics 1562 6%
Syviems {Prister 053 1%
sYS FLYTRTITY ¢ % j 1851 19%
wIN 10525 69% ¢ o0k MMP L5828 1%
ngz_,m J000% 399108 106.0% [Longunges 1199 18%
Wik J.x 1493 15%
Other L4081 1A%
RAD allocations orbgisaie both Brow poc-prodiscs specific dep ) e the Waorkdwids Product Croup, a3 well 21 doparmmenss  JFPOX 1083 1%
which g producy specific, sach ws Werks. Allocations. from prodect spocific dcpariovents met 40 porc For the product groans m o whoie. {Hardwar T4 0%
Thetotal pook of allocations mcludes sl nperating sxpesses, snd allocations iste thess dopmrtments from other s smch s GicA. {DBM 676 0T%
Workgrosp %9 DA%
s 2785 208
_ Tocd L] 100.0%
Sales & Marksting
3152520 nm
_— . . ML Mm%
UEFG wre bascd on exp bencfin aod consiat of won-
spoific chamse] sapeases. WA M
UsFG $218,118  354% a1 FG atiocaticns are based on reiatrve plwncd rvesues, ssbiect 1o 39,554 ":7:
&0 Eusope BG nEEIS 152% the "2 re for certain applicatioos, Md coetiat of sos-specific i«
Infi ROW EG rgges 1sas | o B3N 6%
WW DEM L1568 14% npooats. _ _ 13,785 1%
WW ORM all om redalive p roveauss, aad ¥
Bz zew | R e chune 15561 238
PR/ Trade Shows 2219 L% “"'P""*’“m""“:‘ As¢  14%
Marketing Mat] Dist 2,997 05g | Corprom Markaleg Dist. & PR/Trade Shows altocations 15343 24%
FCIA6: 1000% | 2o besed om porceived bemedli. The rukes ape different for cach. 13285 2.3%
e L
099 16%
°0T LS
3646 3%
2504 1%
!-I-:tMak:ﬁudhﬂmmmmﬁumﬂmmm&wmhuW«mhmu-d 027 LIS
marketisg chanmcls. Product specific: sales asd marketing cxpeascs ae shows as s aporating capense 10 the product uaits. 1403 05N
1271 b2w
mz 02
s 0%
50t 01%
$544862  1000%
General & Administrative o
$7L736 02X
. P J 379 A%
Floance & Ad o bz o ""'.".. 370 A4TE
H e e R 5049 db%
Fisasce & Admisivution $94,943  77.5% | PO 0B ERA Breoiea VP, . 4 e
Lagal & Corp Aftsire 27566 3385 | 1244 Oaperats Aflurs e burcd ou p beactl A0l9 A3
V : i coosiat of all cxpeases odgicating in dopartmeats which report e 3,088 25%
Y ien. the LCA VP, m u‘
Hardware L8 18%
Entry 184 15%
Works 1789 15%
DBM 1740 1A%
Giworal & Admigi diocations sriginme ko ive, finance nad aduin sad legal dep Appreximmnly MMS 1520 12%
6% wre allocaiod W "oler which inciades domestc and | I chasmels ted iou-product spoctiic departnents (s, corpoocn).  {FriSUY 1409 128
Mmumnmumwwhmm AFFY 176 Li%
POX 1238 10%
MMP 8¢ 0%
Project % 08%
008 i 0%
Pow 858 07%
Graphics 21 014
Total $122542  L00.0%

270




MS-PCAIA2 000000370

CONFIDENTIAL

ABBREVIATIONS, ACRONYMS AND TERMS
ABC Activity Based Costing Lng ‘
ABL Analysls Business Unit LOI Lstier of interst
AGE Advanced Computing Environment LTD Life to Date
ACIS 18M academic pricing program using bundies L¥R Large Volume Rosaller
AED Authorized Education Dealar Mac Macintosh
Al Artficlal MCS Microsoft Consuling Senvices
AIME Includes Africa, lorael 8 Middle East MCD Master Copy Disk
APAC Australia, Pacific, aml Canada MET Management Exponsa Tr
Apps Apphcations MLP Microsoft License Pak
BBS Bulletin Board System MS Microsoft
BIDI Bidinectional MSJ Microsoft Systems Journa
CN Campus North MsU
cp Component Piace NQSO Nongualitied Stock Option
GPy Cantral P Unit OBU Office Business Unit
CSA Cllent Server Applicationa obBC Open Databaso
sl Consumer Softwara, ine. OEM Original Equipment Manukackrer
DABL Dats Accass Business Unit o8 Operating Systam
DAD Desxtop Appiications Division 008 Cther Cperating Systoms
DBECS Dauble Type Character Set PC Parsonal Computer
DBMS Dalabase Management Sysems PPB Prepaid Balanca
DoT Database and Development Tools PSS Praduct Support Services
DK Dorliing Kindsrslay R&D Research and Development
DLL Dynainlc Load Library RM Raw Materials
DOEM Donwatic Originat Equipment Manufacturer ROW Rast of World - includes Far East region and
Domestic  inciudes Redmond, Campus North, Puario Rico ICOR

and Workgroup Canada S&M Sales and Marketing
Dos Disk Operaling System sco Santa Cniz Operation
DsO Days Sales 5DK Software Developer's Kl
EBU Entry Businesz Linit SEC Securities and Exchange Commission
EcU European Cumency Unit SKU Stock Keaping Unit (part number)
EPs Earnings Par Share SMSD Sales, Marketing and Service Division
ERISA Employee Relremon income Security Act SPAG Systams, Pariphecals and Actessirios Group
ESPP Employas Stock Pirchase Plan {hardware)
EU Equivalent Units SRP Sugpgested Relall Price
FaA Finance and Adminiskative Sys Systems:
FG Finkshad Goods TCN Third Country Nasional
FX Foreign Exchange UPB Unspecified Product Biting
GAAP Ganeraly Accepted Acoounting Principles Upy Upgrade
GEA General and Administration ussmp Unfted States Sales, Marksting and Distibution
aGBy Graphics Business Unit Var Variance
GLvR Bovernment Large Volume Rosaller VEBA Vohmiary Employess' Boneficiary Assn,
Gu Graphical User Interlace VGEA Video Graphics Array
GULP Giobal Update License Pack VPP Volume Puerchase Program
ICON Intercontinental - Includes Latin America, AIME WCM World Class Manufacturing

and APAC regions WEA Workgroup
iFF Intermational Focus WGe Microsoh Workgroup Caneda
IFG Imamations! Finished Goods Wwin
10EM international Original Equipment Manutachsror Wks Worka
PG Intamnational Product Group WOoG Worldwide Operatons Group
PO Initial Public WPG Woridwids: Products Group
PR Intallactual Froperty Rights WERK Workgroup
ISV Independent Sofiware Vendor Wws Workiwide Sales
Ira information Technology Group WSSG Worktwide Sales & Support Group
JT Justin-Time ww
LCA taw & Corporate Atiakrs X1A Extended Licorse Agresment
LiM2 Lar Man 2.0 XLL Excel Lead | Byary

—
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