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Microsoft Announces Record Quarterly Revenue 

Strong Results Driven by Launches of Windows XP, Xbox and MSN 7

REDMOND, Wash. — Jan. 17, 2002 — Microsoft Corp. today announced record revenue of $7.74 billion for the quarter ended Dec. 31, 2001, an 18 percent increase over the $6.55 billion reported in the prior year.  Operating income for the quarter was $2.84 billion, including a $660 million charge for estimated expenses in connection with consumer class action lawsuits.  Including this charge, net income was $2.28 billion.  Diluted earnings per share for the quarter were $0.41, including $0.08 for the estimated charge.  

“We reported record revenue this quarter on the strength of three very successful product launches.  Windows® XP, Xbox™ and MSN® 7 are off to terrific starts.  Additionally, our continued focus on cost control and efficiency really paid off in terms of our operating results,” said John Connors, chief financial officer at Microsoft.  “While we are pleased with our results this quarter, we are concerned about the health of the global economy and have yet to see a recovery in many of the world’s largest markets.”  

Since the launch of Windows XP on Oct. 25, over 17 million copies have been sold by computer manufacturers on new personal computers and by retailers, making it the most successful Windows launch ever.  “Windows XP drove great results for the Windows division this quarter.  Client operating system sales were up 24 percent from last year,” said Jim Allchin, group vice president of platforms at Microsoft.  “Windows XP is the best operating system we’ve ever created.  It delivers exciting new digital experiences to home and business users alike, and our results reflect the enthusiastic response from our customers and industry partners.” 

During the quarter, Microsoft sold 1.5 million Xbox video game systems to enthusiastic gamers in North America, making the launch one of the most successful in video game history.  Additionally, Microsoft video games such as Halo™ and Project Gotham Racing™, and third party titles such as Dead or Alive 3 from Tecmo, Inc. and Max Payne from Take-Two Interactive, proved to be very popular this holiday season.  “It feels great to kick off the global rollout of Xbox with a spectacular launch in North America,” said Robbie Bach, senior vice president and chief Xbox officer at Microsoft. “With more exciting games in the pipeline, upcoming launches in Japan, Europe and Australia, and compelling new online gaming opportunities, 2002 looks to be an even more promising year.”

MSN experienced strong growth this quarter on the strength of the Oct. 25 launch of MSN 7, the newest version of MSN designed to give consumers around the world the most useful Internet experience.  MSN now has more than 8 million subscriptions, including more than 7.7 million MSN Internet Access subscribers and more than 300,000 subscribers of other MSN premium services.  MSN Search achieved the top ranking in terms of reach in the United States according to Jupiter Media Metrix.  And MSN announced multi-million dollar advertising alliances with Volvo Cars of North America, LLC, and Bank One Corp. 

Business Outlook

Management offers the following guidance for the quarter ending March 31, 2002: 

· Revenue is expected to be in the range of $7.3 to $7.4 billion.

· Operating income is expected to be in the range of $2.8 to $2.9 billion.

· Diluted earnings per share is expected to be $0.50 or $0.51.


Management offers the following guidance for the full fiscal year ending June 30, 2002:
· Revenue is expected to be in the range of $28.8 to $29.1 billion.

· Operating income is expected to be in the range of $11.5 to $11.8 billion.

· Diluted earnings per share is expected to be in the range of $1.57 to $1.60.


Webcast Details



Microsoft will hold an audio webcast at 2:30 p.m. PST (5:30 p.m. EST) today with John Connors to discuss additional details regarding the company’s performance for the quarter and other forward-looking information.  The session may be accessed at http://www.microsoft.com/msft/.  The webcast will be available for replay through the close of business on Friday, Jan. 25, 2002. 

Forward-Looking Statements

Statements in this release that are "forward-looking statements" are based on current expectations and assumptions that are subject to risks and uncertainties. Actual results could differ materially because of factors such as: entry into markets with vigorous competition, market acceptance of new products and services, continued acceptance of existing products and services, changes in licensing programs, delays in product development and related product release schedules, reliance on sole source suppliers, or shortages of key components for hardware products that delay product delivery, any of which may cause revenues and income to fall short of anticipated levels; obsolete inventory or product returns by distributors, resellers and retailers; warranty and other claims on hardware products; higher relative marketing expenses associated with new product releases; changes in the rate of PC shipments; technological shifts; customer demand for our product and services; the support of third party software developers for new or existing platforms; the availability of competitive products or services at prices below our prices or for no charge; changes in product and service mix; product life cycles; product sale terms and conditions; the company’s ability to efficiently integrate acquired businesses; implementation of cost structures that align with revenue growth; the financial condition of our customers and vendors; unavailability of insurance; uninsured losses; adverse results in litigation; the effects of terrorist activity and armed conflict such as disruptions in general economic activity and changes in our operations and security arrangements; general economic conditions that affect demand for computer hardware or software; currency fluctuations; trade sanctions or changes to U.S. tax law resulting from the World Trade Organization decision with respect to the extraterritorial income provisions of U.S. tax law; and financial market volatility or other changes affecting the value of our investments that may result in a reduction in carrying value and recognition of losses.  

For further information regarding risks and uncertainties associated with Microsoft’s business, please refer to the “Management’s Discussion and Analysis of Results of Operations and Financial Condition” and “Risk Factors” sections of Microsoft’s SEC filings, including, but not limited to, its annual report on Form 10-K and quarterly reports on Form 10-Q, copies of which may be obtained by contacting Microsoft’s investor relations department at (425) 882-8080 or Microsoft’s investor relations website at http://www.microsoft.com/msft.

All information in this release is as of Jan. 17, 2002.  The company undertakes no duty to update any forward-looking statement to conform the statement to actual results or changes in the company’s expectations.

Founded in 1975, Microsoft (Nasdaq “MSFT”) is the worldwide leader in software, services and Internet technologies for personal and business computing. The company offers a wide range of products and services designed to empower people through great software — any time, any place and on any device.

#########

Microsoft, Windows, Xbox and MSN are either registered trademarks or trademarks of Microsoft Corp. in the United States and/or other countries.

The names of actual companies and products mentioned herein may be the trademarks of their respective owners.

For more information, financial analysts only:
Krish Srinivasan, senior director, Investor Relations (425) 706-3703

For more information, press only:
Caroline Boren, Waggener Edstrom, (425) 638-7000, carolineb@wagged.com

Katy Fonner, Waggener Edstrom, (503) 443-7000, kfonner@wagged.com

Rachel Wayne, Waggener Edstrom, (503) 443-7000, rwayne@wagged.com

Note to editors: If you are interested in viewing additional information on Microsoft, please visit the Microsoft Web page at http://www.microsoft.com/presspass/ on Microsoft’s corporate information pages. Shareholder and financial information as well as today’s 2:30 p.m. PST conference call with investors and analysts is available at http://www.microsoft.com/msft/.
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Income Statements 

(In millions, except earnings per share)

Three Months Ended

Six Months Ended

December 31

December 31

2000*

2001

2000*

2001

Revenue

$6,550 

$7,741 

$12,316 

$13,867 

Operating expenses:

Cost of revenue

864 

1,544 

1,689 

2,428 

Research and development

990 

1,044 

1,946 

2,057 

Sales and marketing

1,290 

1,479 

2,328 

2,624 

General and administrative

212 

833 

382 

1,020 

Total operating expenses

3,356 

4,900 

6,345 

8,129 

Operating income

3,194 

2,841 

5,971 

5,738 

Losses on equity investees and other

(28)

(37)

(80)

(67)

Investment income (loss)

751 

553 

1,878 

(427)

Income before income taxes

3,917 

3,357 

7,769 

5,244 

Provision for income taxes

1,293 

1,074 

2,564 

1,678 

Income before accounting change

2,624 

2,283 

5,205 

3,566 

Cumulative effect of accounting change

0 

0 

(375)

0 

Net income

$2,624 

$2,283 

$4,830 

$3,566 

Earnings per share:

Basic before accounting change

$  0.49 

$  0.42 

$  0.98 

$  0.66 

Diluted before accounting change

$  0.47 

$  0.41 

$  0.93 

$  0.64 

Basic

$  0.49 

$  0.42 

$  0.91 

$  0.66 

Diluted

$  0.47 

$  0.41 

$  0.87 

$  0.64 

Weighted average shares outstanding:

Basic

5,330

5,395

5,325

5,396

Diluted

5,570

5,556

5,572

5,561

* For the three and six months ended December 30, 2000, revenue and cost of revenue have been reclassified 

to report  Expedia merchant revenue on a net basis, which represents the amount charged to the customer less 

the amount paid to the supplier.
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Balance Sheets

(In millions)

June 30, 2001

Dec 31, 2001

Assets

Current assets:

Cash and equivalents

$  3,922 

$  5,256 

Short-term investments

27,678 

32,973 

  Total cash and short-term investments

31,600 

38,229 

  Accounts receivable

3,671 

5,095 

  Deferred income taxes

1,522 

1,972 

  Other

2,417 

2,692 

    Total current assets

39,210 

47,988 

Property and equipment, net

2,309 

2,240 

Equity investments

14,361 

12,212 

Goodwill

1,511 

1,511 

Intangible assets, net

401 

344 

Deferred income taxes

0 

141 

Other assets

1,038 

951 

      Total assets

$58,830 

$65,387 

Liabilities and stockholders' equity

Current liabilities:

  Accounts payable

$  1,188 

$  1,229 

  Accrued compensation

742 

899 

  Income taxes payable

1,468 

2,396 

  Short-term unearned revenue

4,395 

5,300 

  Other

1,461 

1,743 

    Total current liabilities

9,254 

11,567 

Long-term unearned revenue

1,219 

1,321 

Deferred income taxes

409 

0 

Other

659 

951 

Stockholders' equity:

  Common stock and paid-in capital

28,390 

30,175 

  Retained earnings

18,899 

21,373 

    Total stockholders' equity

47,289 

51,548 

      Total liabilities and stockholders' equity

$58,830 

$65,387 
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Channel and Business Division Revenue

(In millions)

Three Months Ended

Six Months Ended

December 31

December 31

2000

2001

2000

2001

Channels

South Pacific and Americas Region

$2,334

$3,235

$4,488

$5,668

Europe, Middle East, and Africa Region

1,430

1,416

2,515

2,521

Asia Region

737

705

1,445

1,309

OEM

2,049

2,385

3,868

4,369

  Total revenue

$6,550

$7,741

$12,316

$13,867

Business Divisions

Desktop Applications

$2,485

$2,449

$4,624

$4,641

Desktop Platforms

2,063

2,554

3,946

4,571

Desktop Software

4,548

5,003

8,570

9,212

Enterprise Software and Services

1,244

1,288

2,281

2,481

Desktop and Enterprise Software and Services

5,792

6,291

10,851

11,693

Consumer Software, Services, and Devices

506

1,197

985

1,698

Consumer Commerce Investments

64

90

127

184

Other

188

163

353

292

  Total revenue

$6,550

$7,741

$12,316

$13,867


Microsoft Corporation

Financial Highlights

Second Quarter 2002

(All growth percentages are comparisons

to the comparable quarter of fiscal year 2001)

Revenue

Revenue for the second quarter of fiscal year 2002 was $7.74 billion, an increase of 18% over the second quarter of fiscal 2001. The revenue growth was driven primarily by the launch of Microsoft Xbox™ video game system and licensing of Microsoft® Windows® XP Home and Professional operating systems.  

Product Revenue 
Microsoft has four segments: Desktop and Enterprise Software and Services; Consumer Software, Services, and Devices; Consumer Commerce Investments; and Other.

Desktop and Enterprise Software and Services includes Desktop Applications; Desktop Platforms; and Enterprise Software and Services.  Desktop and Enterprise Software and Services revenue was $6.29 billion for the second quarter, an increase of 9% from $5.79 billion recorded in the second quarter of the prior year.  Desktop Applications includes revenue from Microsoft Office; Microsoft Project; Visio®; client access licenses (CALs) for Windows NT® Server and Windows 2000 Server, Exchange, and BackOffice®; Microsoft Great Plains®; and bCentral™.  Revenue from Desktop Applications was $2.45 billion in the December quarter of fiscal 2002, declining slightly from the $2.49 billion in the prior year’s December quarter.  The decline was attributed to a higher mix of Office annuity licensing agreements, resulting in an increase in revenue deferred to future quarters, and a slowdown in consumer purchases in the Asia region, most notably Japan. Revenue from client access licenses grew only slightly in the second quarter due to a ramp up in licensing of Exchange, BackOffice, and Windows NT Server and Windows 2000 Server CALs in the prior year’s comparable quarter.  Microsoft Great Plains revenue partially offset the decline in Desktop Applications revenue. 

Desktop Platforms includes revenue from Windows XP Professional and Home, Windows 2000 Professional, Windows NT Workstation, Windows Millennium Edition (Windows Me), Windows 98, and other desktop operating systems.  Desktop Platforms revenue was $2.55 billion in the second quarter, representing 24% growth from the second quarter of the prior year.  This growth was driven by the onset of revenue from Windows XP Home and Professional operating systems retail sales, a higher mix of Windows 2000 and Windows XP Professional, and a resurgence of the system builder and direct OEMs.  Revenue growth was partially hampered by the contraction of PC shipments.    
Enterprise Software and Services includes Server Platforms; Server Applications; developer tools and services; and Enterprise services.  December quarter revenue was $1.29 billion, increasing 4% from $1.24 billion in the December quarter of fiscal 2001.  Server Platforms revenue growth was 2%, despite an overall decline in the server shipments, led by an increased mix of Windows 2000 Advanced Server.  Microsoft SQL Server™ and other .NET Enterprise Servers revenue grew only 9% from the prior year’s second quarter due to a ramp up in licensing in the prior year’s comparable quarter when adoption to the new product versions accelerated. Enterprise services revenue, representing consulting and product support services, was up 24% compared to the prior year’s comparable quarter.  Revenue from developer tools, training and certification, and other services declined 22% from the December quarter of fiscal 2001 as consumers wait for the release of Visual Studio® .NET in the March quarter of fiscal 2002.   

Consumer Software, Services, and Devices includes Xbox video game system, MSN® Internet access, MSN network services, PC and online games, learning and productivity software, mobility, and embedded systems.  Consumer Software, Services, and Devices revenue reached $1.20 billion in the second quarter of fiscal 2002, compared to $506 million in the second quarter of the prior year.  The majority of the revenue growth from the prior year’s second quarter stemmed from the successful November 15th launch of the Xbox video game system in the United States and Canada. MSN Internet access revenue grew strongly as a result of an increased subscriber base, partially offset by a decline in the average revenue per subscriber due to a larger mix of subscribers contracted under promotional programs.  Revenue from MSN network services continues to be affected by difficult economic conditions in the online advertising marketplace.  Learning and productivity software revenue and PC and online games revenue declined from the December quarter of fiscal 2001, due to the timing of new product releases and the softness in the overall consumer market.    

Consumer Commerce Investments include Expedia, Inc., the HomeAdvisor™ online real estate service, and the Carpoint® online automotive service.  Second quarter revenue totaled $90 million, compared to $64 million in the prior year’s second quarter.  Prior year’s second quarter revenue for Expedia, Inc. has been reclassified to reflect the reporting change of merchant revenue to a net basis, which represents the amount charged to the customer less the amount paid to the supplier.  

Other primarily includes Hardware and Microsoft Press.  Other revenue was $163 million in the second quarter of fiscal 2002, declining from $188 million reported in the prior year’s December quarter.  Lower sales of Microsoft Press® books due to the overall weakness in the consumer market and lower hardware peripheral sales contributed to this decline.

Distribution Channels

Microsoft distributes its products primarily through OEM licenses, organizational licenses, online services and products, and retail packaged product.  OEM channel revenue represents license fees from original equipment manufacturers who pre-install Microsoft products, primarily on PCs.  Microsoft has three major geographic sales and marketing organizations: the South Pacific and Americas Region; the Europe, Middle East, and Africa Region; and the Asia Region.  Sales of organizational licenses and packaged products via these channels are primarily to and through distributors and resellers.

OEM second quarter revenue was $2.39 billion, up 16% from revenue of $2.05 billion in the comparable quarter of fiscal 2001.  Although total licenses reported declined from the prior year’s second quarter, revenue growth was positively impacted by the launch of Windows XP Professional and Home operating systems, an increased mix of the higher priced Windows 2000 and Windows XP Professional licenses, a higher average revenue per license, and the recognition of unearned revenue, which had been deferred in prior periods when PC growth rates were higher.  Additionally, OEM revenue reflected resurgence in the system builder and direct OEMs.

South Pacific and Americas Region revenue in the December quarter was $3.24 billion, up 39% compared to $2.33 billion in the prior year.  Revenue from the United States was the primary driver of the region’s revenue growth, reflecting the launch of Xbox.  Strong licensing of the new Windows XP operating systems and revenue from Microsoft Great Plains also contributed to the growth.

Europe, Middle East, and Africa Region revenue was $1.42 billion, declining slightly from the $1.43 billion reported in the second quarter of the prior year.  The results were largely affected by a higher mix of annuity licensing agreements in the second quarter of 2002, which deferred revenue to future quarters.  This change in mix contributed to the decline in earned revenue from Office suites, however, revenue from the newly launched Windows XP Home and Professional operating systems and Enterprise Software was very healthy.  

Asia Region revenue decreased 4% to $705 million from $737 million in the December quarter of the prior year.  The region’s revenue decline was influenced by deteriorating economic conditions and declining consumer PC shipments, which affected the sales of localized versions of Microsoft Office XP.  Had foreign exchange rates been held constant with those of the second quarter of 2001, revenue in the region would have grown 5%.  

Translated international revenue is affected by foreign exchange rates.  The net impact of foreign exchange rates on revenue was negative in the December quarter compared to a year ago, due to weaker Japanese currencies, partially offset by stronger European currencies versus the U.S. dollar.  Had the rates from the prior year’s comparable quarter been in effect in the second quarter of fiscal 2002, translated international revenue billed in local currencies would have been approximately $38 million higher.  Certain manufacturing, selling, distribution, and support costs are disbursed in local currencies, and a portion of international revenue is hedged, thus offsetting a portion of the translation exposure.

Operating Expenses

In June 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards (SFAS) 141, Business Combinations, and SFAS 142, Goodwill and Other Intangible Assets.  SFAS 141 requires business combinations initiated after June 30, 2001 to be accounted for using the purchase method of accounting.  It also specifies the types of acquired intangible assets that are required to be recognized and reported separately from goodwill.  SFAS 142 requires that goodwill and certain intangibles no longer be amortized, but instead tested for impairment at least annually.  The Company adopted SFAS 142 in the first quarter of fiscal 2002.  Goodwill amortization was approximately $76 million in the second quarter of fiscal 2001.

Cost of revenue was $1.54 billion or 19.9% as a percent of revenue in the second quarter, compared to $864 million or 13.2% as a percent of revenue in the second quarter of the prior year. The launch of the Xbox video game console within the December quarter of 2002 drove the large majority of the increase from the prior year’s comparable quarter.    

Research and development expenses in the second quarter increased 5% from the second quarter of the prior year to $1.04 billion.  R&D expenses increased primarily due to higher Xbox and Windows XP headcount-related and product development costs associated with these new products.  The discontinuation of goodwill amortization in accordance with SFAS 142 in fiscal 2002 partially offset the growth in headcount and development costs. 

Sales and marketing expenses were $1.48 billion in the December quarter, or 19.1% of revenue, compared to $1.29 billion in the second quarter of the prior year, or 19.7% of revenue.  Sales and marketing expenses as a percent of revenue decreased primarily due to the large relative increase in revenue associated with the onset of Xbox revenue.   Lower relative marketing costs in MSN Network and MSN Access, partially offset by the marketing costs surrounding the launches of Xbox and Windows XP and higher relative headcount-related costs also contributed to the decrease in sales and marketing expenses as a percent of revenue.  

General and administrative costs were $833 million in the second quarter compared to $212 million in the comparable quarter of the prior year.  The general and administrative costs in the December quarter of 2002 included a charge of approximately $660 million for estimated expenses related to the Company’s consumer class action lawsuits. Excluding this charge, general and administrative costs increased due to higher headcount-related costs, which were more than offset by insurance recoveries and other.

Non-operating Items, Investment Income, and Income Taxes

Losses on equity investees and other incorporates Microsoft’s share of income or loss from MSNBC, Avanade, and other investments accounted for using the equity method, and income or loss attributable to minority interests.  Losses on equity investees and other increased to $37 million in the second quarter of fiscal 2002, compared to $28 million in the comparable quarter of fiscal 2001, due to increased losses associated with the Company’s share of MSNBC businesses.  The increased loss was partially offset by the elimination of amortization of goodwill on equity investments in accordance with SFAS 142 in fiscal 2002. 

In the second quarter, the Company reported $553 million in investment income. The investment income included $573 million of bond portfolio return and dividend income and $20 million in net recognized losses.  Net recognized losses included a write down for other-than-temporary impairments of $127 million, net realized gains on equity securities of $136 million, and $29 million in net losses attributable to derivative instruments in accordance with SFAS 133, Accounting for Derivative Instruments and Hedging Activities.  In the prior year comparable quarter, the Company reported $751 million in investment income, which included $574 million of bond portfolio income and dividends and $177 million of net recognized gains.  

The effective tax rate for fiscal 2002 is estimated to be 32%. The effective tax rate for fiscal 2001 was 33%.

Unearned Revenue

A portion of Microsoft's revenue is earned ratably over the product life cycle or, in the case of subscriptions, over the period of the license agreement.

End users receive certain elements of the Company's products over a period of time.  These elements include items such as browser technologies and technical support.  Consequently, Microsoft’s earned revenue reflects the recognition of the fair value of these elements over the product's life cycle.  The percentage of revenue recognized ratably ranges from approximately 15% to 25% of Windows desktop operating systems and approximately 10% to 20% of desktop applications, depending on the terms and conditions of the license and prices of the elements.  Product life cycles are currently estimated at three years for Windows operating systems and 18 months for desktop applications.  The Company also sells subscriptions to certain products via maintenance and certain organization license agreements.

At December 31, 2001, unearned revenue was $6.62 billion, compared to $5.12 billion at December 31, 2000.  Desktop Applications unearned revenue was $2.88 billion, compared to $1.94 billion at December 31, 2000. Desktop Platforms unearned revenue was $2.96 billion, compared to $2.49 billion at December 31, 2000.  Enterprise Software and Services unearned revenue was $493 million, compared to $393 million at December 31, 2000.  Unearned revenue associated with Consumer Software, Services, and Devices and Other was $287 million, compared to $304 million a year ago.    

Balance Sheet and Cash Flow

Cash and short-term investments totaled $38.23 billion as of December 31, 2001.  
Cash flow from operations was $3.56 billion in the December quarter of fiscal 2002, compared to $2.92 billion in the December quarter of fiscal 2001.  The increase was due to strong growth in earned and unearned income, partially offset by an increase in accounts receivable and other working capital in the December quarter of fiscal 2002.  

During the second quarter of fiscal 2002, the Company repurchased 5.3 million shares of common stock for $275 million under its stock repurchase program.    

Employee Stock Options (ESOs)

The Company encourages broad-based employee ownership of Microsoft stock through an ESO program in which the majority of employees are eligible to participate.  At December 31, 2001, 859 million vested and unvested options were outstanding, compared to 5.403 billion common shares outstanding.

Microsoft follows Accounting Principles Board Opinion (APB) 25, Accounting for Stock Issued to Employees, to account for ESOs, which generally does not require income statement recognition of options granted at the market price on the date of issuance.  FICA and Medicare payroll taxes associated with stock option exercises are recorded as an expense. Other events such as the accelerated vesting of options can also trigger recording an expense. These costs were reflected in each operating expense line item in the income statement.  

Earnings per share calculations reflect exercised ESOs and the dilutive effect of outstanding ESOs under the treasury stock method.  In addition, as required by SFAS 123, Accounting for Stock-Based Compensation, the Company discloses the value of ESO grants and employee stock purchase plans using the Black-Scholes option valuation method and the pro forma impact of expensing such value over the vesting period of the ESOs in the notes to its annual financial statements.

ESOs are often granted upon hire to new employees, annually to the majority of employees, and non-annually to certain other employees.  In the following table, Microsoft has electively disclosed the pro forma income statements for the three and twelve months ended December 31, 2001 in accordance with SFAS 123.

Alternative Presentation of Accounting for ESOs under SFAS 123 
(In millions, except earnings per share)(Unaudited)

[image: image5.emf]ReportedPro forma (1)ReportedPro forma (1)

Revenue$ 7,741$ 7,741$26,847$26,847

Operating expenses:

Cost of revenue1,544             1,691           4,194           4,557            

Research and development1,044             1,595           4,490           6,310            

Sales and marketing1,479             1,676           5,181           6,416            

General and administrative833                885              1,495           1,789            

Total operating expenses4,900             5,847           15,360         19,072          

Operating income2,841             1,894           11,487         7,775            

Losses on equity investees and other(37)                (37)              (146)             (146)             

Investment income (loss)553                553              (2,341)          (2,341)          

Income before income taxes3,357             2,410           9,000           5,288            

Provision for income taxes1,074             771              2,917           1,711            

Net income$ 2,283$   1,639$ 6,083$ 3,577

Diluted EPS$  0.41$  0.29$   1.09$   0.64

Weighted average shares outstanding5,556             5,556           5,570           5,570            

Options granted4                    4                  168              168               

Three Months Ended

December 31, 2001

Twelve Months Ended

December 31, 2001


(1) Pro forma information as if the Company applied SFAS 123 for ESOs granted after July 1, 1995.
Microsoft, Great Plains, Windows, Xbox, Visio, Windows NT, BackOffice, bCentral, Visual Studio, MSN, HomeAdvisor, Carpoint, and Microsoft Press are either registered trademarks or trademarks of Microsoft Corporation or Great Plains in the United States and/or other countries.  The names of actual companies and products mentioned herein may be the trademarks of their respective owners. 

For More Information:

Krishnan Srinivasan, senior director, Investor Relations, (425) 706-3703
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see-through

								Three Months Ended						Twelve Months Ended

								December 31, 2001						December 31, 2001

								Reported		Pro forma (1)				Reported		Pro forma (1)

		Revenue						$ 7,741		$ 7,741				$26,847		$26,847

		Operating expenses:

				Cost of revenue				1,544		1,691				4,194		4,557

				Research and development				1,044		1,595				4,490		6,310

				Sales and marketing				1,479		1,676				5,181		6,416

				General and administrative				833		885				1,495		1,789

						Total operating expenses		4,900		5,847				15,360		19,072

		Operating income						2,841		1,894				11,487		7,775

		Losses on equity investees and other						(37)		(37)				(146)		(146)

		Investment income (loss)						553		553				(2,341)		(2,341)

		Income before income taxes						3,357		2,410				9,000		5,288

		Provision for income taxes						1,074		771				2,917		1,711

		Income before accounting change						2,283		1,639				6,083		3,577

		Cumulative effect of accounting change						-		-				-		-

		Net income						$ 2,283		$   1,639				$ 6,083		$ 3,577

		Diluted EPS before accounting change						$  0.41		$  0.29				$   1.09		$   0.64

		Diluted EPS						$  0.41		$  0.29				$   1.09		$   0.64

		Weighted average shares outstanding						5,556		5,556				5,570		5,570

		Options granted						4		4				168		168






