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NOTE ABOUT FORWARD-LOOKING STATEMENTS
THIS REPORT INCLUDES ESTIMATES, PROJECTIONS, STATEMENTS RELATING TO OUR BUSINESS PLANS, OBJECTIVES, AND EXPECTED OPERATING RESULTS THAT ARE “FORWARD-LOOKING STATEMENTS” WITHIN THE MEANING OF THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995, SECTION 27A OF THE SECURITIES ACT OF 1933, AND SECTION 21E OF THE SECURITIES EXCHANGE ACT OF 1934. FORWARD-LOOKING STATEMENTS MAY APPEAR THROUGHOUT THIS REPORT, INCLUDING THE FOLLOWING SECTIONS: “BUSINESS” (PART I, ITEM 1 OF THIS FORM 10-K), “RISK FACTORS” (PART I, ITEM 1A OF THIS FORM 10-K), AND “MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS” (PART II, ITEM 7 OF THIS FORM 10-K). THESE FORWARD-LOOKING STATEMENTS GENERALLY ARE IDENTIFIED BY THE WORDS “BELIEVE,” “PROJECT,” “EXPECT,” “ANTICIPATE,” “ESTIMATE,” “INTEND,” “STRATEGY,” “FUTURE,” “OPPORTUNITY,” “PLAN,” “MAY,” “SHOULD,” “WILL,” “WOULD,” “WILL BE,” “WILL CONTINUE,” “WILL LIKELY RESULT,” AND SIMILAR EXPRESSIONS. FORWARD-LOOKING STATEMENTS ARE BASED ON CURRENT EXPECTATIONS AND ASSUMPTIONS THAT ARE SUBJECT TO RISKS AND UNCERTAINTIES THAT MAY CAUSE ACTUAL RESULTS TO DIFFER MATERIALLY. WE DESCRIBE RISKS AND UNCERTAINTIES THAT COULD CAUSE ACTUAL RESULTS AND EVENTS TO DIFFER MATERIALLY IN “RISK FACTORS,” “MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS,” AND “QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK” (PART II, ITEM 7A OF THIS FORM 10-K). READERS ARE CAUTIONED NOT TO PLACE UNDUE RELIANCE ON FORWARD-LOOKING STATEMENTS, WHICH SPEAK ONLY AS OF THE DATE THEY ARE MADE. WE UNDERTAKE NO OBLIGATION TO UPDATE OR REVISE PUBLICLY ANY FORWARD-LOOKING STATEMENTS, WHETHER BECAUSE OF NEW INFORMATION, FUTURE EVENTS, OR OTHERWISE.
[bookmark: _Hlk516835646][bookmark: _Hlk485025750][bookmark: PART_I]PART I
[bookmark: _Hlk519599871][bookmark: _Hlk488594541][bookmark: _Hlk516833682][bookmark: ITEM_1_BUSINESS]ITEM 1. BUSINESS
GENERAL
EMBRACING OUR FUTURE
MICRASOFT IS A TECHNOLOGY COMPANY WHOSE MISSION IS TO EMPOWER EVERY PERSON AND EVERY ORGANIZATION ON THE PLANET TO ACHIEVE MORE. WE STRIVE TO CREATE LOCAL OPPORTUNITY, GROWTH, AND IMPACT IN EVERY COUNTRY AROUND THE WORLD. OUR PLATFORMS AND TOOLS HELP DRIVE SMALL BUSINESS PRODUCTIVITY, LARGE BUSINESS COMPETITIVENESS, AND PUBLIC-SECTOR EFFICIENCY. THEY ALSO SUPPORT NEW STARTUPS, IMPROVE EDUCATIONAL AND HEALTH OUTCOMES, AND EMPOWER HUMAN INGENUITY.
WE CONTINUE TO TRANSFORM OUR BUSINESS TO LEAD IN THE NEW ERA OF THE INTELLIGENT CLOUD AND INTELLIGENT EDGE. WE BRING TECHNOLOGY AND PRODUCTS TOGETHER INTO EXPERIENCES AND SOLUTIONS THAT UNLOCK VALUE FOR OUR CUSTOMERS. IN THIS NEXT PHASE OF INNOVATION, COMPUTING IS MORE POWERFUL AND UBIQUITOUS FROM THE CLOUD TO THE EDGE. ARTIFICIAL INTELLIGENCE (“AI”) CAPABILITIES ARE RAPIDLY ADVANCING, FUELED BY DATA AND KNOWLEDGE OF THE WORLD. PHYSICAL AND VIRTUAL WORLDS ARE COMING TOGETHER TO CREATE RICHER EXPERIENCES THAT UNDERSTAND THE CONTEXT SURROUNDING PEOPLE, THE THINGS THEY USE, THE PLACES THEY GO, AND THEIR ACTIVITIES AND RELATIONSHIPS. A PERSON’S EXPERIENCE WITH TECHNOLOGY SPANS A MULTITUDE OF DEVICES AND HAS BECOME INCREASINGLY MORE NATURAL AND MULTI-SENSORY WITH VOICE, INK, AND GAZE INTERACTIONS.
WHAT WE OFFER
FOUNDED IN 1975, WE DEVELOP AND SUPPORT SOFTWARE, SERVICES, DEVICES, AND SOLUTIONS THAT DELIVER NEW VALUE FOR CUSTOMERS AND HELP PEOPLE AND BUSINESSES REALIZE THEIR FULL POTENTIAL.
OUR PRODUCTS INCLUDE OPERATING SYSTEMS; CROSS-DEVICE PRODUCTIVITY APPLICATIONS; SERVER APPLICATIONS; BUSINESS SOLUTION APPLICATIONS; DESKTOP AND SERVER MANAGEMENT TOOLS; SOFTWARE DEVELOPMENT TOOLS; AND VIDEO GAMES. WE ALSO DESIGN, MANUFACTURE, AND SELL DEVICES, INCLUDING PCS, TABLETS, GAMING AND ENTERTAINMENT CONSOLES, OTHER INTELLIGENT DEVICES, AND RELATED ACCESSORIES.
WE OFFER AN ARRAY OF SERVICES, INCLUDING CLOUD-BASED SOLUTIONS THAT PROVIDE CUSTOMERS WITH SOFTWARE, SERVICES, PLATFORMS, AND CONTENT, AND WE PROVIDE SOLUTION SUPPORT AND CONSULTING SERVICES. WE ALSO DELIVER RELEVANT ONLINE ADVERTISING TO A GLOBAL AUDIENCE.
THE AMBITIONS THAT DRIVE US
TO ACHIEVE OUR VISION, OUR RESEARCH AND DEVELOPMENT EFFORTS FOCUS ON THREE INTERCONNECTED AMBITIONS:
· REINVENT PRODUCTIVITY AND BUSINESS PROCESSES.
· BUILD THE INTELLIGENT CLOUD PLATFORM.
· CREATE MORE PERSONAL COMPUTING.
REINVENT PRODUCTIVITY AND BUSINESS PROCESSES
WE ARE IN A UNIQUE POSITION TO EMPOWER PEOPLE AND ORGANIZATIONS TO SUCCEED IN A RAPIDLY EVOLVING WORKPLACE. COMPUTING EXPERIENCES ARE EVOLVING, NO LONGER BOUND TO ONE DEVICE AT A TIME. INSTEAD, EXPERIENCES ARE EXPANDING TO MANY DEVICES AS PEOPLE MOVE FROM HOME TO WORK TO ON THE GO. THESE MODERN NEEDS, HABITS, AND EXPECTATIONS OF OUR CUSTOMERS ARE MOTIVATING US TO BRING MICRASOFT OFFICE 365, WINDOWS PLATFORM, DEVICES, INCLUDING MICRASOFT SURFACE, AND THIRD-PARTY APPLICATIONS INTO A MORE COHESIVE MICRASOFT 365 EXPERIENCE.

OUR GROWTH DEPENDS ON SECURELY DELIVERING CONTINUOUS INNOVATION AND ADVANCING OUR LEADING PRODUCTIVITY AND COLLABORATION TOOLS AND SERVICES, INCLUDING OFFICE, MICRASOFT DYNAMICS, AND LINKEDIN. MICRASOFT 365 BRINGS TOGETHER OFFICE 365, WINDOWS 10, AND ENTERPRISE MOBILITY + SECURITY TO HELP ORGANIZATIONS EMPOWER THEIR EMPLOYEES WITH AI-BACKED TOOLS THAT UNLOCK CREATIVITY, INCREASE TEAMWORK, AND FUEL INNOVATION, ALL THE WHILE ENABLING COMPLIANCE COVERAGE AND DATA PROTECTION. MICRASOFT TEAMS IS CORE TO OUR VISION FOR THE MODERN WORKPLACE AS THE DIGITAL HUB THAT CREATES A SINGLE CANVAS FOR TEAMWORK, CONVERSATIONS, MEETINGS, AND CONTENT. MICRASOFT RELATIONSHIP SALES SOLUTION BRINGS TOGETHER LINKEDIN SALES NAVIGATOR AND DYNAMICS TO TRANSFORM BUSINESS TO BUSINESS SALES THROUGH SOCIAL SELLING. DYNAMICS 365 FOR TALENT WITH LINKEDIN RECRUITER AND LEARNING GIVES HUMAN RESOURCE PROFESSIONALS A COMPLETE SOLUTION TO COMPETE FOR TALENT.

THESE SCENARIOS REPRESENT A MOVE TO UNLOCK CREATIVITY AND INSPIRE TEAMWORK, WHILE SIMPLIFYING SECURITY AND MANAGEMENT. ORGANIZATIONS OF ALL SIZES CAN NOW DIGITIZE BUSINESS-CRITICAL FUNCTIONS, REDEFINING WHAT CUSTOMERS CAN EXPECT FROM THEIR BUSINESS APPLICATIONS. THIS CREATES AN OPPORTUNITY FOR US TO REACH NEW CUSTOMERS AND INCREASE USAGE AND ENGAGEMENT WITH EXISTING CUSTOMERS.
BUILD THE INTELLIGENT CLOUD PLATFORM
COMPANIES ARE LOOKING TO USE DIGITAL TECHNOLOGY TO FUNDAMENTALLY REIMAGINE HOW THEY EMPOWER THEIR EMPLOYEES, ENGAGE CUSTOMERS, OPTIMIZE THEIR OPERATIONS, AND CHANGE THE VERY CORE OF THEIR PRODUCTS AND SERVICES. PARTNERING WITH ORGANIZATIONS ON THEIR DIGITAL TRANSFORMATION IS ONE OF OUR LARGEST OPPORTUNITIES AND WE ARE UNIQUELY POSITIONED TO BECOME THE STRATEGIC DIGITAL TRANSFORMATION PLATFORM AND PARTNER OF CHOICE.
OUR STRATEGY REQUIRES CONTINUED INVESTMENT IN DATACENTERS AND OTHER INFRASTRUCTURE TO SUPPORT OUR SERVICES. MICRASOFT AZURE IS A TRUSTED CLOUD WITH COMPREHENSIVE COMPLIANCE COVERAGE AND AI-BASED SECURITY BUILT IN.
OUR CLOUD BUSINESS BENEFITS FROM THREE ECONOMIES OF SCALE: DATACENTERS THAT DEPLOY COMPUTATIONAL RESOURCES AT SIGNIFICANTLY LOWER COST PER UNIT THAN SMALLER ONES; DATACENTERS THAT COORDINATE AND AGGREGATE DIVERSE CUSTOMER, GEOGRAPHIC, AND APPLICATION DEMAND PATTERNS, IMPROVING THE UTILIZATION OF COMPUTING, STORAGE, AND NETWORK RESOURCES; AND MULTI-TENANCY LOCATIONS THAT LOWER APPLICATION MAINTENANCE LABOR COSTS.
AS ONE OF THE TWO LARGEST PROVIDERS OF CLOUD COMPUTING AT SCALE, WE BELIEVE WE WORK FROM A POSITION OF STRENGTH. BEING A GLOBAL, HYPER-SCALE CLOUD, AZURE UNIQUELY OFFERS HYBRID CONSISTENCY, DEVELOPER PRODUCTIVITY, AI CAPABILITIES, AND TRUSTED SECURITY AND COMPLIANCE. MOREOVER, WITH AZURE STACK, ORGANIZATIONS CAN EXTEND AZURE INTO THEIR OWN DATACENTERS TO CREATE A CONSISTENT STACK ACROSS THE PUBLIC CLOUD AND THE INTELLIGENT EDGE. OUR HYBRID INFRASTRUCTURE CONSISTENCY SPANS IDENTITY, DATA, COMPUTE, MANAGEMENT, AND SECURITY, HELPING TO SUPPORT THE REAL-WORLD NEEDS AND EVOLVING REGULATORY REQUIREMENTS OF COMMERCIAL CUSTOMERS AND ENTERPRISES.
[bookmark: _Hlk520197831]THE ABILITY TO CONVERT DATA INTO AI DRIVES OUR COMPETITIVE ADVANTAGE. AZURE SQL DATABASE MAKES IT POSSIBLE FOR CUSTOMERS TO TAKE MICRASOFT SQL SERVER FROM THEIR ON-PREMISES DATACENTER TO A FULLY MANAGED INSTANCE IN THE CLOUD TO UTILIZE BUILT-IN AI. WE ARE ACCELERATING ADOPTION OF AI INNOVATIONS FROM RESEARCH TO PRODUCTS. OUR INNOVATION HELPS EVERY DEVELOPER BE AN AI DEVELOPER, WITH APPROACHABLE NEW TOOLS FROM AZURE MACHINE LEARNING STUDIO FOR CREATING SIMPLE MACHINE LEARNING MODELS, TO THE POWERFUL AZURE MACHINE LEARNING WORKBENCH FOR THE MOST ADVANCED AI MODELING AND DATA SCIENCE.
ON JUNE 4, 2018, MICRASOFT ANNOUNCED PLANS TO ACQUIRE GITHUB, INC., A SERVICE THAT MILLIONS OF DEVELOPERS AROUND THE WORLD RELY ON TO WRITE CODE TOGETHER. THE ACQUISITION IS EXPECTED TO CLOSE BY THE END OF THE CALENDAR YEAR.
CREATE MORE PERSONAL COMPUTING
WE STRIVE TO MAKE COMPUTING MORE PERSONAL BY PUTTING USERS AT THE CORE OF THE EXPERIENCE, ENABLING THEM TO INTERACT WITH TECHNOLOGY IN MORE INTUITIVE, ENGAGING, AND DYNAMIC WAYS. WINDOWS 10 IS THE CORNERSTONE OF OUR AMBITION, PROVIDING A FOUNDATION FOR THE SECURE, MODERN WORKPLACE, AND DESIGNED TO FOSTER INNOVATION THROUGH RICH AND CONSISTENT EXPERIENCES ACROSS THE RANGE OF EXISTING DEVICES AND ENTIRELY NEW DEVICE CATEGORIES. WINDOWS 10 EMPOWERS PEOPLE WITH AI-FIRST INTERFACES RANGING FROM VOICE-ACTIVATED COMMANDS THROUGH CORTANA, INKING, IMMERSIVE 3D CONTENT STORYTELLING, AND MIXED REALITY EXPERIENCES. CLOUD SHARING AND CO-AUTHORING EXPERIENCES ARE NOW NATIVELY ENABLED WITH ONEDRIVE FILES ON DEMAND. WINDOWS 10 IS MORE ACCESSIBLE FOR EVERYONE WITH NEW FEATURES LIKE EYE CONTROL, WHICH GIVES PEOPLE THE ABILITY TO OPERATE A PC USING JUST THEIR EYES.
OUR AMBITION FOR WINDOWS 10 IS TO BROADEN OUR ECONOMIC OPPORTUNITY THROUGH THREE KEY LEVERS: AN ORIGINAL EQUIPMENT MANUFACTURER (“OEM”) ECOSYSTEM THAT CREATES EXCITING NEW HARDWARE DESIGNS FOR WINDOWS 10; OUR COMMITMENT TO OUR FIRST-PARTY PREMIUM DEVICE PORTFOLIO; AND MONETIZATION OPPORTUNITIES SUCH AS GAMING, SERVICES, SUBSCRIPTIONS, AND SEARCH ADVERTISING.
WE ARE WORKING TO CREATE A BROAD DEVELOPER OPPORTUNITY BY UNIFYING THE WINDOWS INSTALLED BASE ON WINDOWS 10 AND ENABLING UNIVERSAL WINDOWS APPLICATIONS TO RUN ACROSS DEVICES SO DEVELOPERS AND OEMS CAN CONTRIBUTE TO A THRIVING WINDOWS ECOSYSTEM. ADDITIONALLY, WE ARE COMMITTED TO DESIGNING AND MARKETING FIRST-PARTY DEVICES, SUCH AS THE SURFACE LAPTOP, SURFACE BOOK 2, AND SURFACE PRO TO HELP DRIVE INNOVATION, CREATE NEW DEVICE CATEGORIES, AND STIMULATE DEMAND IN THE WINDOWS ECOSYSTEM.
WE ARE MOBILIZING TO PURSUE OUR EXPANSIVE OPPORTUNITY IN THE GAMING INDUSTRY, BROADENING OUR APPROACH TO HOW WE THINK ABOUT GAMING END-TO-END, FROM THE WAY GAMES ARE CREATED AND DISTRIBUTED TO HOW THEY ARE PLAYED AND VIEWED. WE HAVE A STRONG POSITION WITH OUR XBOX ONE CONSOLE, OUR LARGE AND GROWING HIGHLY ENGAGED COMMUNITY OF GAMERS ON XBOX LIVE, AND WITH WINDOWS 10, THE MOST POPULAR OPERATING SYSTEM FOR PC GAMERS. AND WE WILL CONTINUE TO CONNECT OUR GAMING ASSETS ACROSS PC, CONSOLE, AND MOBILE, AND WORK TO GROW AND ENGAGE THE XBOX LIVE MEMBER NETWORK MORE DEEPLY AND FREQUENTLY WITH NEW SERVICES LIKE MIXER AND XBOX GAME PASS. OUR APPROACH IS TO ENABLE GAMERS TO PLAY THE GAMES THEY WANT, WITH THE PEOPLE THEY WANT, ON THE DEVICES THEY WANT.
OUR FUTURE OPPORTUNITY
CUSTOMERS ARE LOOKING TO US TO ACCELERATE THEIR OWN DIGITAL TRANSFORMATIONS AND TO UNLOCK NEW OPPORTUNITY IN THIS ERA OF INTELLIGENT CLOUD AND INTELLIGENT EDGE. WE CONTINUE TO DEVELOP COMPLETE, INTELLIGENT SOLUTIONS FOR OUR CUSTOMERS THAT EMPOWER USERS TO BE CREATIVE AND WORK TOGETHER WHILE SAFEGUARDING BUSINESSES AND SIMPLIFYING IT MANAGEMENT. OUR GOAL IS TO LEAD THE INDUSTRY IN SEVERAL DISTINCT AREAS OF TECHNOLOGY OVER THE LONG-TERM, WHICH WE EXPECT WILL TRANSLATE TO SUSTAINED GROWTH. WE ARE INVESTING SIGNIFICANT RESOURCES IN:
· TRANSFORMING THE WORKPLACE TO DELIVER NEW MODERN, MODULAR BUSINESS APPLICATIONS TO IMPROVE HOW PEOPLE COMMUNICATE, COLLABORATE, LEARN, WORK, PLAY, AND INTERACT WITH ONE ANOTHER.
· BUILDING AND RUNNING CLOUD-BASED SERVICES IN WAYS THAT UNLEASH NEW EXPERIENCES AND OPPORTUNITIES FOR BUSINESSES AND INDIVIDUALS.
· APPLYING AI TO DRIVE INSIGHTS AND ACT ON OUR CUSTOMER’S BEHALF BY UNDERSTANDING AND INTERPRETING THEIR NEEDS USING NATURAL METHODS OF COMMUNICATION.
· USING WINDOWS TO DEVELOP NEW CATEGORIES OF DEVICES – BOTH OUR OWN AND THIRD-PARTY – AS A PERSON’S EXPERIENCE WITH TECHNOLOGY BECOMES MORE NATURAL, PERSONAL, AND PREDICTIVE WITH MULTI-SENSORY BREAKTHROUGHS IN VOICE, INK, GAZE INTERACTIONS, AND AUGMENTED REALITY HOLOGRAMS.
· INVENTING NEW GAMING EXPERIENCES THAT BRING PEOPLE TOGETHER AROUND THEIR SHARED LOVE FOR GAMES ON ANY DEVICES AND PUSHING THE BOUNDARIES OF INNOVATION WITH CONSOLE AND PC GAMING BY CREATING THE NEXT WAVE OF ENTERTAINMENT.
OUR FUTURE GROWTH DEPENDS ON OUR ABILITY TO TRANSCEND CURRENT PRODUCT CATEGORY DEFINITIONS, BUSINESS MODELS, AND SALES MOTIONS. WE HAVE THE OPPORTUNITY TO REDEFINE WHAT CUSTOMERS AND PARTNERS CAN EXPECT AND ARE WORKING TO DELIVER NEW SOLUTIONS THAT REFLECT THE BEST OF MICRASOFT.
[bookmark: _Hlk519599784][bookmark: _Hlk516832847]OPERATING SEGMENTS
WE OPERATE OUR BUSINESS AND REPORT OUR FINANCIAL PERFORMANCE USING THREE SEGMENTS: PRODUCTIVITY AND BUSINESS PROCESSES, INTELLIGENT CLOUD, AND MORE PERSONAL COMPUTING. OUR SEGMENTS PROVIDE MANAGEMENT WITH A COMPREHENSIVE FINANCIAL VIEW OF OUR KEY BUSINESSES. THE SEGMENTS ENABLE THE ALIGNMENT OF STRATEGIES AND OBJECTIVES ACROSS THE DEVELOPMENT, SALES, MARKETING, AND SERVICES ORGANIZATIONS, AND THEY PROVIDE A FRAMEWORK FOR TIMELY AND RATIONAL ALLOCATION OF RESOURCES WITHIN BUSINESSES.
ADDITIONAL INFORMATION ON OUR OPERATING SEGMENTS AND GEOGRAPHIC AND PRODUCT INFORMATION IS CONTAINED IN NOTE 21 – SEGMENT INFORMATION AND GEOGRAPHIC DATA OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K).
OUR REPORTABLE SEGMENTS ARE DESCRIBED BELOW.
[bookmark: _Hlk518380622]PRODUCTIVITY AND BUSINESS PROCESSES
OUR PRODUCTIVITY AND BUSINESS PROCESSES SEGMENT CONSISTS OF PRODUCTS AND SERVICES IN OUR PORTFOLIO OF PRODUCTIVITY, COMMUNICATION, AND INFORMATION SERVICES, SPANNING A VARIETY OF DEVICES AND PLATFORMS. THIS SEGMENT PRIMARILY COMPRISES:
· OFFICE COMMERCIAL, INCLUDING OFFICE 365 SUBSCRIPTIONS AND OFFICE LICENSED ON-PREMISES, COMPRISING OFFICE, EXCHANGE, SHAREPOINT, SKYPE FOR BUSINESS, AND MICRASOFT TEAMS, AND RELATED CLIENT ACCESS LICENSES (“CALS”).
· OFFICE CONSUMER, INCLUDING OFFICE 365 SUBSCRIPTIONS AND OFFICE LICENSED ON-PREMISES, AND OFFICE CONSUMER SERVICES, INCLUDING SKYPE, OUTLOOK.COM, AND ONEDRIVE.
· LINKEDIN, INCLUDING TALENT SOLUTIONS, MARKETING SOLUTIONS, AND PREMIUM SUBSCRIPTIONS.
· DYNAMICS BUSINESS SOLUTIONS, INCLUDING DYNAMICS ERP ON-PREMISES, DYNAMICS CRM ON-PREMISES, AND DYNAMICS 365, A SET OF CLOUD-BASED APPLICATIONS ACROSS ERP AND CRM.
OFFICE COMMERCIAL
OFFICE COMMERCIAL IS DESIGNED TO INCREASE PERSONAL, TEAM, AND ORGANIZATIONAL PRODUCTIVITY THROUGH A RANGE OF PRODUCTS AND SERVICES. GROWTH DEPENDS ON OUR ABILITY TO REACH NEW USERS IN NEW MARKETS SUCH AS FIRST-LINE WORKERS, SMALL AND MEDIUM BUSINESSES, AND GROWTH MARKETS, AS WELL AS ADD VALUE TO OUR CORE PRODUCT AND SERVICE OFFERINGS TO SPAN PRODUCTIVITY CATEGORIES SUCH AS COMMUNICATION, COLLABORATION, ANALYTICS, AND SECURITY. OFFICE COMMERCIAL REVENUE IS MAINLY AFFECTED BY A COMBINATION OF CONTINUED INSTALLED BASE GROWTH AND AVERAGE REVENUE PER USER EXPANSION, AS WELL AS THE CONTINUED SHIFT FROM OFFICE LICENSED ON-PREMISES TO OFFICE 365. CALS PROVIDE CERTAIN OFFICE COMMERCIAL PRODUCTS AND SERVICES WITH ACCESS RIGHTS TO OUR SERVER PRODUCTS AND CAL REVENUE IS REPORTED WITH THE ASSOCIATED OFFICE PRODUCTS AND SERVICES.
OFFICE CONSUMER
OFFICE CONSUMER IS DESIGNED TO INCREASE PERSONAL PRODUCTIVITY THROUGH A RANGE OF PRODUCTS AND SERVICES. GROWTH DEPENDS ON OUR ABILITY TO REACH NEW USERS, ADD VALUE TO OUR CORE PRODUCT SET, AND CONTINUE TO EXPAND OUR PRODUCT AND SERVICE OFFERINGS INTO NEW MARKETS. OFFICE CONSUMER REVENUE IS MAINLY AFFECTED BY THE PERCENTAGE OF CUSTOMERS THAT BUY OFFICE WITH THEIR NEW DEVICES AND THE CONTINUED SHIFT FROM OFFICE LICENSED ON-PREMISES TO OFFICE 365. OFFICE CONSUMER SERVICES REVENUE IS MAINLY AFFECTED BY THE DEMAND FOR COMMUNICATION AND STORAGE THROUGH SKYPE, OUTLOOK.COM, AND ONEDRIVE, WHICH IS LARGELY DRIVEN BY SUBSCRIPTIONS, ADVERTISING, AND THE SALE OF MINUTES.
LINKEDIN
LINKEDIN CONNECTS THE WORLD'S PROFESSIONALS TO MAKE THEM MORE PRODUCTIVE AND SUCCESSFUL, AND IS THE WORLD'S LARGEST PROFESSIONAL NETWORK ON THE INTERNET. LINKEDIN OFFERS SERVICES THAT CAN BE USED BY CUSTOMERS TO TRANSFORM THE WAY THEY HIRE, MARKET, SELL, AND LEARN. IN ADDITION TO LINKEDIN’S FREE SERVICES, LINKEDIN OFFERS THREE CATEGORIES OF MONETIZED SOLUTIONS: TALENT SOLUTIONS, MARKETING SOLUTIONS, AND PREMIUM SUBSCRIPTIONS, WHICH INCLUDES SALES SOLUTIONS. TALENT SOLUTIONS IS COMPRISED OF TWO ELEMENTS: HIRING, AND LEARNING AND DEVELOPMENT. HIRING PROVIDES SERVICES TO RECRUITERS THAT ENABLE THEM TO ATTRACT, RECRUIT, AND HIRE TALENT. LEARNING AND DEVELOPMENT PROVIDES SUBSCRIPTIONS TO ENTERPRISES AND INDIVIDUALS TO ACCESS ONLINE LEARNING CONTENT. MARKETING SOLUTIONS ENABLES COMPANIES TO ADVERTISE TO LINKEDIN’S MEMBER BASE. PREMIUM SUBSCRIPTIONS ENABLES PROFESSIONALS TO MANAGE THEIR PROFESSIONAL IDENTITY, GROW THEIR NETWORK, AND CONNECT WITH TALENT THROUGH ADDITIONAL SERVICES LIKE PREMIUM SEARCH. PREMIUM SUBSCRIPTIONS ALSO INCLUDES SALES SOLUTIONS, WHICH HELPS SALES PROFESSIONALS FIND, QUALIFY, AND CREATE SALES OPPORTUNITIES AND ACCELERATE SOCIAL SELLING CAPABILITIES. GROWTH WILL DEPEND ON OUR ABILITY TO INCREASE THE NUMBER OF LINKEDIN MEMBERS AND OUR ABILITY TO CONTINUE OFFERING SERVICES THAT PROVIDE VALUE FOR OUR MEMBERS AND INCREASE THEIR ENGAGEMENT. LINKEDIN REVENUE IS MAINLY AFFECTED BY DEMAND FROM ENTERPRISES AND PROFESSIONAL ORGANIZATIONS FOR SUBSCRIPTIONS TO TALENT SOLUTIONS AND PREMIUM SUBSCRIPTIONS OFFERINGS, AS WELL AS MEMBER ENGAGEMENT AND THE QUALITY OF THE SPONSORED CONTENT DELIVERED TO THOSE MEMBERS TO DRIVE MARKETING SOLUTIONS.
DYNAMICS
[bookmark: _Hlk486429631]DYNAMICS PROVIDES ON-PREMISES AND CLOUD-BASED BUSINESS SOLUTIONS FOR FINANCIAL MANAGEMENT, ENTERPRISE RESOURCE PLANNING (“ERP”), CUSTOMER RELATIONSHIP MANAGEMENT (“CRM”), SUPPLY CHAIN MANAGEMENT, AND ANALYTICS APPLICATIONS FOR SMALL AND MEDIUM BUSINESSES, LARGE ORGANIZATIONS, AND DIVISIONS OF GLOBAL ENTERPRISES. DYNAMICS REVENUE IS LARGELY DRIVEN BY THE NUMBER OF USERS LICENSED AND THE CONTINUED SHIFT TO DYNAMICS 365, A UNIFIED SET OF CLOUD-BASED INTELLIGENT BUSINESS APPLICATIONS.
COMPETITION
COMPETITORS TO OFFICE INCLUDE SOFTWARE AND GLOBAL APPLICATION VENDORS, SUCH AS APPLE, CISCO SYSTEMS, FACEBOOK, GOOGLE, IBM, AND SLACK, AND NUMEROUS WEB-BASED AND MOBILE APPLICATION COMPETITORS AS WELL AS LOCAL APPLICATION DEVELOPERS. APPLE DISTRIBUTES VERSIONS OF ITS PRE-INSTALLED APPLICATION SOFTWARE, SUCH AS EMAIL AND CALENDAR PRODUCTS, THROUGH ITS PCS, TABLETS, AND PHONES. CISCO SYSTEMS IS USING ITS POSITION IN ENTERPRISE COMMUNICATIONS EQUIPMENT TO GROW ITS UNIFIED COMMUNICATIONS BUSINESS. GOOGLE PROVIDES A HOSTED MESSAGING AND PRODUCTIVITY SUITE. SKYPE FOR BUSINESS AND SKYPE ALSO COMPETE WITH A VARIETY OF INSTANT MESSAGING, VOICE, AND VIDEO COMMUNICATION PROVIDERS, RANGING FROM START-UPS TO ESTABLISHED ENTERPRISES. WEB-BASED OFFERINGS COMPETING WITH INDIVIDUAL APPLICATIONS HAVE ALSO POSITIONED THEMSELVES AS ALTERNATIVES TO OUR PRODUCTS AND SERVICES. WE COMPETE BY PROVIDING POWERFUL, FLEXIBLE, SECURE, AND EASY-TO-USE PRODUCTIVITY AND COLLABORATION TOOLS AND SERVICES THAT CREATE COMPREHENSIVE SOLUTIONS AND WORK WELL WITH TECHNOLOGIES OUR CUSTOMERS ALREADY HAVE BOTH ON-PREMISES OR IN THE CLOUD.
LINKEDIN FACES COMPETITION FROM ONLINE RECRUITING COMPANIES, TALENT MANAGEMENT COMPANIES, AND LARGER COMPANIES THAT ARE FOCUSING ON TALENT MANAGEMENT AND HUMAN RESOURCE SERVICES; JOB BOARDS; TRADITIONAL RECRUITING FIRMS; AND COMPANIES THAT PROVIDE LEARNING AND DEVELOPMENT PRODUCTS AND SERVICES. MARKETING SOLUTIONS COMPETES WITH ONLINE AND OFFLINE OUTLETS THAT GENERATE REVENUE FROM ADVERTISERS AND MARKETERS.
DYNAMICS COMPETES WITH VENDORS SUCH AS INFOR, ORACLE, NETSUITE. SALESFORCE.COM, SAP, AND THE SAGE GROUP TO PROVIDE ON-PREMISE AND CLOUD-BASED BUSINESS SOLUTIONS FOR SMALL, MEDIUM, AND LARGE ORGANIZATIONS.
[bookmark: _Hlk488049788]INTELLIGENT CLOUD
OUR INTELLIGENT CLOUD SEGMENT CONSISTS OF OUR PUBLIC, PRIVATE, AND HYBRID SERVER PRODUCTS AND CLOUD SERVICES THAT CAN POWER MODERN BUSINESS. THIS SEGMENT PRIMARILY COMPRISES:
· SERVER PRODUCTS AND CLOUD SERVICES, INCLUDING SQL SERVER, WINDOWS SERVER, VISUAL STUDIO, SYSTEM CENTER, AND RELATED CALS, AND AZURE.
· ENTERPRISE SERVICES, INCLUDING PREMIER SUPPORT SERVICES AND MICRASOFT CONSULTING SERVICES.
[bookmark: _Hlk519601615]SERVER PRODUCTS AND CLOUD SERVICES
OUR SERVER PRODUCTS ARE DESIGNED TO MAKE IT PROFESSIONALS, DEVELOPERS, AND THEIR SYSTEMS MORE PRODUCTIVE AND EFFICIENT. SERVER SOFTWARE IS INTEGRATED SERVER INFRASTRUCTURE AND MIDDLEWARE DESIGNED TO SUPPORT SOFTWARE APPLICATIONS BUILT ON THE WINDOWS SERVER OPERATING SYSTEM. THIS INCLUDES THE SERVER PLATFORM, DATABASE, BUSINESS INTELLIGENCE, STORAGE, MANAGEMENT AND OPERATIONS, VIRTUALIZATION, SERVICE-ORIENTED ARCHITECTURE PLATFORM, SECURITY, AND IDENTITY SOFTWARE. WE ALSO LICENSE STANDALONE AND SOFTWARE DEVELOPMENT LIFECYCLE TOOLS FOR SOFTWARE ARCHITECTS, DEVELOPERS, TESTERS, AND PROJECT MANAGERS. SERVER PRODUCTS REVENUE IS MAINLY AFFECTED BY PURCHASES THROUGH VOLUME LICENSING PROGRAMS, LICENSES SOLD TO OEMS, AND RETAIL PACKAGED PRODUCTS. CALS PROVIDE ACCESS RIGHTS TO CERTAIN SERVER PRODUCTS, INCLUDING SQL SERVER AND WINDOWS SERVER, AND REVENUE IS REPORTED ALONG WITH THE ASSOCIATED SERVER PRODUCT.
[bookmark: _Hlk516827978][bookmark: _Hlk519758495][bookmark: _Hlk519601836]AZURE IS A COMPREHENSIVE SET OF CLOUD SERVICES THAT OFFER DEVELOPERS, IT PROFESSIONALS, AND ENTERPRISES FREEDOM TO BUILD, DEPLOY, AND MANAGE APPLICATIONS ON ANY PLATFORM OR DEVICE. CUSTOMERS CAN USE AZURE THROUGH OUR GLOBAL NETWORK OF DATACENTERS FOR BASIC COMPUTING, NETWORKING, STORAGE, MOBILE AND WEB APP SERVICES, AI, INTERNET OF THINGS (“IOT”), COGNITIVE SERVICES, AND MACHINE LEARNING. AZURE ENABLES CUSTOMERS TO DEVOTE MORE RESOURCES TO DEVELOPMENT AND USE OF APPLICATIONS THAT BENEFIT THEIR ORGANIZATIONS, RATHER THAN MANAGING ON-PREMISES HARDWARE AND SOFTWARE. AZURE REVENUE IS MAINLY AFFECTED BY INFRASTRUCTURE-AS-A-SERVICE AND PLATFORM-AS-A-SERVICE CONSUMPTION-BASED SERVICES, AND PER USER-BASED SERVICES SUCH AS ENTERPRISE MOBILITY + SECURITY.
ENTERPRISE SERVICES
ENTERPRISE SERVICES, INCLUDING PREMIER SUPPORT SERVICES AND MICRASOFT CONSULTING SERVICES, ASSIST CUSTOMERS IN DEVELOPING, DEPLOYING, AND MANAGING MICRASOFT SERVER AND DESKTOP SOLUTIONS AND PROVIDE TRAINING AND CERTIFICATION TO DEVELOPERS AND IT PROFESSIONALS ON VARIOUS MICRASOFT PRODUCTS.
COMPETITION
OUR SERVER PRODUCTS FACE COMPETITION FROM A WIDE VARIETY OF SERVER OPERATING SYSTEMS AND APPLICATIONS OFFERED BY COMPANIES WITH A RANGE OF MARKET APPROACHES. VERTICALLY INTEGRATED COMPUTER MANUFACTURERS SUCH AS HEWLETT-PACKARD, IBM, AND ORACLE OFFER THEIR OWN VERSIONS OF THE UNIX OPERATING SYSTEM PREINSTALLED ON SERVER HARDWARE. NEARLY ALL COMPUTER MANUFACTURERS OFFER SERVER HARDWARE FOR THE LINUX OPERATING SYSTEM AND MANY CONTRIBUTE TO LINUX OPERATING SYSTEM DEVELOPMENT. THE COMPETITIVE POSITION OF LINUX HAS ALSO BENEFITED FROM THE LARGE NUMBER OF COMPATIBLE APPLICATIONS NOW PRODUCED BY MANY COMMERCIAL AND NON-COMMERCIAL SOFTWARE DEVELOPERS. A NUMBER OF COMPANIES, SUCH AS RED HAT, SUPPLY VERSIONS OF LINUX.
WE COMPETE TO PROVIDE ENTERPRISE-WIDE COMPUTING SOLUTIONS AND POINT SOLUTIONS WITH NUMEROUS COMMERCIAL SOFTWARE VENDORS THAT OFFER SOLUTIONS AND MIDDLEWARE TECHNOLOGY PLATFORMS, SOFTWARE APPLICATIONS FOR CONNECTIVITY (BOTH INTERNET AND INTRANET), SECURITY, HOSTING, DATABASE, AND E-BUSINESS SERVERS. IBM AND ORACLE LEAD A GROUP OF COMPANIES FOCUSED ON THE JAVA PLATFORM ENTERPRISE EDITION THAT COMPETES WITH OUR ENTERPRISE-WIDE COMPUTING SOLUTIONS. COMMERCIAL COMPETITORS FOR OUR SERVER APPLICATIONS FOR PC-BASED DISTRIBUTED CLIENT-SERVER ENVIRONMENTS INCLUDE CA TECHNOLOGIES, IBM, AND ORACLE. OUR WEB APPLICATION PLATFORM SOFTWARE COMPETES WITH OPEN SOURCE SOFTWARE SUCH AS APACHE, LINUX, MYSQL, AND PHP. IN MIDDLEWARE, WE COMPETE AGAINST JAVA VENDORS.
OUR DATABASE, BUSINESS INTELLIGENCE, AND DATA WAREHOUSING SOLUTIONS OFFERINGS COMPETE WITH PRODUCTS FROM IBM, ORACLE, SAP, AND OTHER COMPANIES. OUR SYSTEM MANAGEMENT SOLUTIONS COMPETE WITH SERVER MANAGEMENT AND SERVER VIRTUALIZATION PLATFORM PROVIDERS, SUCH AS BMC, CA TECHNOLOGIES, HEWLETT-PACKARD, IBM, AND VMWARE. OUR PRODUCTS FOR SOFTWARE DEVELOPERS COMPETE AGAINST OFFERINGS FROM ADOBE, IBM, ORACLE, AND OTHER COMPANIES, AND ALSO AGAINST OPEN-SOURCE PROJECTS, INCLUDING ECLIPSE (SPONSORED BY CA TECHNOLOGIES, IBM, ORACLE, AND SAP), PHP, AND RUBY ON RAILS.
WE BELIEVE OUR SERVER PRODUCTS PROVIDE CUSTOMERS WITH ADVANTAGES IN PERFORMANCE, TOTAL COSTS OF OWNERSHIP, AND PRODUCTIVITY BY DELIVERING SUPERIOR APPLICATIONS, DEVELOPMENT TOOLS, COMPATIBILITY WITH A BROAD BASE OF HARDWARE AND SOFTWARE APPLICATIONS, SECURITY, AND MANAGEABILITY.
AZURE FACES DIVERSE COMPETITION FROM COMPANIES SUCH AS AMAZON, GOOGLE, IBM, ORACLE, SALESFORCE.COM, VMWARE, AND OPEN SOURCE OFFERINGS. AZURE’S COMPETITIVE ADVANTAGE INCLUDES ENABLING A HYBRID CLOUD, ALLOWING DEPLOYMENT OF EXISTING DATACENTERS WITH OUR PUBLIC CLOUD INTO A SINGLE, COHESIVE INFRASTRUCTURE, AND THE ABILITY TO RUN AT A SCALE THAT MEETS THE NEEDS OF BUSINESSES OF ALL SIZES AND COMPLEXITIES.
OUR ENTERPRISE SERVICES BUSINESS COMPETES WITH A WIDE RANGE OF COMPANIES THAT PROVIDE STRATEGY AND BUSINESS PLANNING, APPLICATION DEVELOPMENT, AND INFRASTRUCTURE SERVICES, INCLUDING MULTINATIONAL CONSULTING FIRMS AND SMALL NICHE BUSINESSES FOCUSED ON SPECIFIC TECHNOLOGIES.
MORE PERSONAL COMPUTING
OUR MORE PERSONAL COMPUTING SEGMENT CONSISTS OF PRODUCTS AND SERVICES GEARED TOWARDS HARMONIZING THE INTERESTS OF END USERS, DEVELOPERS, AND IT PROFESSIONALS ACROSS ALL DEVICES. THIS SEGMENT PRIMARILY COMPRISES:
· WINDOWS, INCLUDING WINDOWS OEM LICENSING (“WINDOWS OEM”) AND OTHER NON-VOLUME LICENSING OF THE WINDOWS OPERATING SYSTEM; WINDOWS COMMERCIAL, COMPRISING VOLUME LICENSING OF THE WINDOWS OPERATING SYSTEM, WINDOWS CLOUD SERVICES, AND OTHER WINDOWS COMMERCIAL OFFERINGS; PATENT LICENSING; WINDOWS IOT; AND MSN ADVERTISING.
· DEVICES, INCLUDING SURFACE, PC ACCESSORIES, AND OTHER INTELLIGENT DEVICES.
· GAMING, INCLUDING XBOX HARDWARE AND XBOX SOFTWARE AND SERVICES, COMPRISING XBOX LIVE TRANSACTIONS, SUBSCRIPTIONS, AND ADVERTISING (“XBOX LIVE”), VIDEO GAMES, AND THIRD-PARTY VIDEO GAME ROYALTIES.
· SEARCH.
WINDOWS
THE WINDOWS OPERATING SYSTEM IS DESIGNED TO DELIVER A MORE PERSONAL COMPUTING EXPERIENCE FOR USERS BY ENABLING CONSISTENCY OF EXPERIENCE, APPLICATIONS, AND INFORMATION ACROSS THEIR DEVICES. WINDOWS OEM REVENUE IS IMPACTED SIGNIFICANTLY BY THE NUMBER OF WINDOWS OPERATING SYSTEM LICENSES PURCHASED BY OEMS, WHICH THEY PRE-INSTALL ON THE DEVICES THEY SELL. IN ADDITION TO COMPUTING DEVICE MARKET VOLUME, WINDOWS OEM REVENUE IS IMPACTED BY:
· THE MIX OF COMPUTING DEVICES BASED ON FORM FACTOR AND SCREEN SIZE.
· DIFFERENCES IN DEVICE MARKET DEMAND BETWEEN DEVELOPED MARKETS AND GROWTH MARKETS.
· ATTACHMENT OF WINDOWS TO DEVICES SHIPPED.
· CUSTOMER MIX BETWEEN CONSUMER, SMALL AND MEDIUM BUSINESSES, AND LARGE ENTERPRISES.
· CHANGES IN INVENTORY LEVELS IN THE OEM CHANNEL.
· PRICING CHANGES AND PROMOTIONS, PRICING VARIATION THAT OCCURS WHEN THE MIX OF DEVICES MANUFACTURED SHIFTS FROM LOCAL AND REGIONAL SYSTEM BUILDERS TO LARGE MULTINATIONAL OEMS, AND DIFFERENT PRICING OF WINDOWS VERSIONS LICENSED.
· PIRACY.
WINDOWS COMMERCIAL REVENUE, WHICH INCLUDES VOLUME LICENSING OF THE WINDOWS OPERATING SYSTEM AND WINDOWS CLOUD SERVICES SUCH AS WINDOWS DEFENDER ADVANCED THREAT PROTECTION, IS AFFECTED MAINLY BY THE DEMAND FROM COMMERCIAL CUSTOMERS FOR VOLUME LICENSING AND SOFTWARE ASSURANCE (“SA”), AS WELL AS ADVANCED SECURITY OFFERINGS. WINDOWS COMMERCIAL REVENUE OFTEN REFLECTS THE NUMBER OF INFORMATION WORKERS IN A LICENSED ENTERPRISE AND IS RELATIVELY INDEPENDENT OF THE NUMBER OF PCS SOLD IN A GIVEN YEAR.
PATENT LICENSING INCLUDES OUR PROGRAMS TO LICENSE PATENTS WE OWN FOR USE ACROSS A BROAD ARRAY OF TECHNOLOGY AREAS, INCLUDING MOBILE DEVICES AND CLOUD OFFERINGS.
WINDOWS IOT EXTENDS THE POWER OF WINDOWS AND THE CLOUD TO INTELLIGENT SYSTEMS BY DELIVERING SPECIALIZED OPERATING SYSTEMS, TOOLS, AND SERVICES FOR USE IN EMBEDDED DEVICES.
MSN ADVERTISING INCLUDES BOTH NATIVE AND DISPLAY ADS.
DEVICES
WE DESIGN, MANUFACTURE, AND SELL DEVICES, INCLUDING SURFACE, PC ACCESSORIES, AND OTHER INTELLIGENT DEVICES, SUCH AS SURFACE HUB AND HOLOLENS. OUR DEVICES ARE DESIGNED TO ENABLE PEOPLE AND ORGANIZATIONS TO CONNECT TO THE PEOPLE AND CONTENT THAT MATTER MOST USING WINDOWS AND INTEGRATED MICRASOFT PRODUCTS AND SERVICES. SURFACE IS DESIGNED TO HELP ORGANIZATIONS, STUDENTS, AND CONSUMERS BE MORE PRODUCTIVE.
IN MAY 2016, WE ANNOUNCED PLANS TO STREAMLINE OUR SMARTPHONE HARDWARE BUSINESS. IN NOVEMBER 2016, WE COMPLETED THE SALE OF OUR FEATURE PHONE BUSINESS.
GAMING
OUR GAMING PLATFORM IS DESIGNED TO PROVIDE A UNIQUE VARIETY OF ENTERTAINMENT USING OUR DEVICES, PERIPHERALS, APPLICATIONS, ONLINE SERVICES, AND CONTENT. WE RELEASED XBOX ONE S AND XBOX ONE X IN AUGUST 2016 AND NOVEMBER 2017, RESPECTIVELY. WITH THE LAUNCH OF THE MIXER SERVICE IN MAY 2017, OFFERING INTERACTIVE LIVE GAME STREAMING, AND XBOX GAME PASS IN JUNE 2017, PROVIDING UNLIMITED ACCESS TO OVER 100 XBOX TITLES, WE CONTINUE TO OPEN NEW OPPORTUNITIES FOR CUSTOMERS TO ENGAGE BOTH ON- AND OFF-CONSOLE.
XBOX LIVE ENABLES PEOPLE TO CONNECT AND SHARE ONLINE GAMING EXPERIENCES AND IS ACCESSIBLE ON XBOX CONSOLES, WINDOWS-ENABLED DEVICES, AND OTHER DEVICES. XBOX LIVE IS DESIGNED TO BENEFIT USERS BY PROVIDING ACCESS TO A NETWORK OF CERTIFIED APPLICATIONS AND SERVICES AND TO BENEFIT OUR DEVELOPER AND PARTNER ECOSYSTEMS BY PROVIDING ACCESS TO A LARGE CUSTOMER BASE. XBOX LIVE REVENUE IS MAINLY AFFECTED BY SUBSCRIPTIONS AND SALES OF XBOX LIVE ENABLED CONTENT, AS WELL AS ADVERTISING. WE ALSO CONTINUE TO DESIGN AND SELL GAMING CONTENT TO SHOWCASE OUR UNIQUE PLATFORM CAPABILITIES FOR XBOX CONSOLES, WINDOWS-ENABLED DEVICES, AND OTHER DEVICES. GROWTH OF OUR GAMING BUSINESS IS DETERMINED BY THE OVERALL ACTIVE USER BASE THROUGH XBOX LIVE ENABLED CONTENT, AVAILABILITY OF GAMES, PROVIDING EXCLUSIVE GAME CONTENT THAT GAMERS SEEK, THE COMPUTATIONAL POWER AND RELIABILITY OF THE DEVICES USED TO ACCESS OUR CONTENT AND SERVICES, AND THE ABILITY TO CREATE NEW EXPERIENCES VIA ONLINE SERVICES, DOWNLOADABLE CONTENT, AND PERIPHERALS.
SEARCH
OUR SEARCH BUSINESS, INCLUDING BING AND BING ADS, IS DESIGNED TO DELIVER RELEVANT ONLINE ADVERTISING TO A GLOBAL AUDIENCE. WE HAVE SEVERAL PARTNERSHIPS WITH OTHER COMPANIES, INCLUDING OATH (FORMERLY YAHOO! AND AOL) WHICH IS OWNED BY VERIZON, THROUGH WHICH WE PROVIDE AND MONETIZE SEARCH QUERIES. GROWTH DEPENDS ON OUR ABILITY TO ATTRACT NEW USERS, UNDERSTAND INTENT, AND MATCH INTENT WITH RELEVANT CONTENT AND ADVERTISER OFFERINGS.
COMPETITION
WINDOWS FACES COMPETITION FROM VARIOUS SOFTWARE PRODUCTS AND FROM ALTERNATIVE PLATFORMS AND DEVICES, MAINLY FROM APPLE AND GOOGLE. WE BELIEVE WINDOWS COMPETES EFFECTIVELY BY GIVING CUSTOMERS CHOICE, VALUE, FLEXIBILITY, SECURITY, AN EASY-TO-USE INTERFACE, AND COMPATIBILITY WITH A BROAD RANGE OF HARDWARE AND SOFTWARE APPLICATIONS, INCLUDING THOSE THAT ENABLE PRODUCTIVITY.
DEVICES FACE COMPETITION FROM VARIOUS COMPUTER, TABLET, AND HARDWARE MANUFACTURERS WHO OFFER A UNIQUE COMBINATION OF HIGH-QUALITY INDUSTRIAL DESIGN AND INNOVATIVE TECHNOLOGIES ACROSS VARIOUS PRICE POINTS. THESE MANUFACTURERS, MANY OF WHICH ARE ALSO CURRENT OR POTENTIAL PARTNERS AND CUSTOMERS, INCLUDE APPLE AND OUR WINDOWS OEMS.
OUR GAMING PLATFORM COMPETES WITH CONSOLE PLATFORMS FROM NINTENDO AND SONY, BOTH OF WHICH HAVE A LARGE, ESTABLISHED BASE OF CUSTOMERS. THE LIFECYCLE FOR GAMING AND ENTERTAINMENT CONSOLES AVERAGES FIVE TO TEN YEARS. NINTENDO RELEASED ITS LATEST GENERATION CONSOLE IN MARCH 2017 AND SONY RELEASED ITS LATEST GENERATION CONSOLE IN NOVEMBER 2013. WE ALSO COMPETE WITH OTHER PROVIDERS OF ENTERTAINMENT SERVICES THROUGH ONLINE MARKETPLACES. WE BELIEVE OUR GAMING PLATFORM IS EFFECTIVELY POSITIONED AGAINST COMPETITIVE PRODUCTS AND SERVICES BASED ON SIGNIFICANT INNOVATION IN HARDWARE ARCHITECTURE, USER INTERFACE, DEVELOPER TOOLS, ONLINE GAMING AND ENTERTAINMENT SERVICES, AND CONTINUED STRONG EXCLUSIVE CONTENT FROM OUR OWN GAME FRANCHISES AS WELL AS OTHER DIGITAL CONTENT OFFERINGS. OUR VIDEO GAMES COMPETITORS INCLUDE ELECTRONIC ARTS AND ACTIVISION BLIZZARD. XBOX LIVE FACES COMPETITION FROM VARIOUS ONLINE MARKETPLACES, INCLUDING THOSE OPERATED BY AMAZON, APPLE, AND GOOGLE.
OUR SEARCH BUSINESS COMPETES WITH GOOGLE AND A WIDE ARRAY OF WEBSITES, SOCIAL PLATFORMS LIKE FACEBOOK, AND PORTALS THAT PROVIDE CONTENT AND ONLINE OFFERINGS TO END USERS.
OPERATIONS
WE HAVE OPERATIONS CENTERS THAT SUPPORT OPERATIONS IN THEIR REGIONS, INCLUDING CUSTOMER CONTRACT AND ORDER PROCESSING, CREDIT AND COLLECTIONS, INFORMATION PROCESSING, AND VENDOR MANAGEMENT AND LOGISTICS. THE REGIONAL CENTER IN IRELAND SUPPORTS THE EUROPEAN, MIDDLE EASTERN, AND AFRICAN REGION; THE CENTER IN SINGAPORE SUPPORTS THE JAPAN, INDIA, GREATER CHINA, AND ASIA-PACIFIC REGION; AND THE CENTERS IN FARGO, NORTH DAKOTA, FORT LAUDERDALE, FLORIDA, PUERTO RICO, REDMOND, WASHINGTON, AND RENO, NEVADA SUPPORT LATIN AMERICA AND NORTH AMERICA. IN ADDITION TO THE OPERATIONS CENTERS, WE ALSO OPERATE DATACENTERS THROUGHOUT THE AMERICAS, AUSTRALIA, EUROPE, AND ASIA.
TO SERVE THE NEEDS OF CUSTOMERS AROUND THE WORLD AND TO IMPROVE THE QUALITY AND USABILITY OF PRODUCTS IN INTERNATIONAL MARKETS, WE LOCALIZE MANY OF OUR PRODUCTS TO REFLECT LOCAL LANGUAGES AND CONVENTIONS. LOCALIZING A PRODUCT MAY REQUIRE MODIFYING THE USER INTERFACE, ALTERING DIALOG BOXES, AND TRANSLATING TEXT.
OUR DEVICES ARE PRIMARILY MANUFACTURED BY THIRD-PARTY CONTRACT MANUFACTURERS. WE GENERALLY HAVE THE ABILITY TO USE OTHER MANUFACTURERS IF A CURRENT VENDOR BECOMES UNAVAILABLE OR UNABLE TO MEET OUR REQUIREMENTS.
[bookmark: _Hlk517339544][bookmark: _Hlk484675431]RESEARCH AND DEVELOPMENT
DURING FISCAL YEARS 2018, 2017, AND 2016, RESEARCH AND DEVELOPMENT EXPENSE WAS $14.7 BILLION, $13.0 BILLION, AND $12.0 BILLION, RESPECTIVELY. THESE AMOUNTS REPRESENTED 13% OF REVENUE IN FISCAL YEARS 2018, 2017, AND 2016. WE PLAN TO CONTINUE TO MAKE SIGNIFICANT INVESTMENTS IN A BROAD RANGE OF RESEARCH AND DEVELOPMENT EFFORTS.
[bookmark: _Hlk517339403]PRODUCT AND SERVICE DEVELOPMENT, AND INTELLECTUAL PROPERTY
WE DEVELOP MOST OF OUR PRODUCTS AND SERVICES INTERNALLY THROUGH THE FOLLOWING ENGINEERING GROUPS.
· CLOUD AND AI PLATFORM, FOCUSES ON MAKING IT PROFESSIONALS, DEVELOPERS, AND THEIR SYSTEMS MORE PRODUCTIVE AND EFFICIENT THROUGH DEVELOPMENT OF CLOUD INFRASTRUCTURE, SERVER, DATABASE, CRM, ERP, MANAGEMENT AND DEVELOPMENT TOOLS, AI COGNITIVE SERVICES, AND OTHER BUSINESS PROCESS APPLICATIONS AND SERVICES FOR ENTERPRISES.
· EXPERIENCES AND DEVICES, FOCUSES ON INSTILLING A UNIFYING PRODUCT ETHOS ACROSS OUR END-USER EXPERIENCES AND DEVICES, INCLUDING OFFICE, WINDOWS, ENTERPRISE MOBILITY AND MANAGEMENT, AND DEVICES.
· AI AND RESEARCH, FOCUSES ON OUR AI INNOVATIONS AND OTHER FORWARD-LOOKING RESEARCH AND DEVELOPMENT EFFORTS SPANNING INFRASTRUCTURE, SERVICES, APPLICATIONS, AND SEARCH.
· LINKEDIN, FOCUSES ON OUR SERVICES THAT TRANSFORM THE WAY CUSTOMERS HIRE, MARKET, SELL, AND LEARN.
· GAMING, FOCUSES ON CONNECTING GAMING ASSETS ACROSS THE RANGE OF DEVICES TO GROW AND ENGAGE THE XBOX LIVE MEMBER NETWORK THROUGH GAME EXPERIENCES, STREAMING CONTENT, AND SOCIAL INTERACTION.
INTERNAL DEVELOPMENT ALLOWS US TO MAINTAIN COMPETITIVE ADVANTAGES THAT COME FROM PRODUCT DIFFERENTIATION AND CLOSER TECHNICAL CONTROL OVER OUR PRODUCTS AND SERVICES. IT ALSO GIVES US THE FREEDOM TO DECIDE WHICH MODIFICATIONS AND ENHANCEMENTS ARE MOST IMPORTANT AND WHEN THEY SHOULD BE IMPLEMENTED. WE STRIVE TO OBTAIN INFORMATION AS EARLY AS POSSIBLE ABOUT CHANGING USAGE PATTERNS AND HARDWARE ADVANCES THAT MAY AFFECT SOFTWARE AND HARDWARE DESIGN. BEFORE RELEASING NEW SOFTWARE PLATFORMS, AND AS WE MAKE SIGNIFICANT MODIFICATIONS TO EXISTING PLATFORMS, WE PROVIDE APPLICATION VENDORS WITH A RANGE OF RESOURCES AND GUIDELINES FOR DEVELOPMENT, TRAINING, AND TESTING. GENERALLY, WE ALSO CREATE PRODUCT DOCUMENTATION INTERNALLY.
WE PROTECT OUR INTELLECTUAL PROPERTY INVESTMENTS IN A VARIETY OF WAYS. WE WORK ACTIVELY IN THE U.S. AND INTERNATIONALLY TO ENSURE THE ENFORCEMENT OF COPYRIGHT, TRADEMARK, TRADE SECRET, AND OTHER PROTECTIONS THAT APPLY TO OUR SOFTWARE AND HARDWARE PRODUCTS, SERVICES, BUSINESS PLANS, AND BRANDING. WE ARE A LEADER AMONG TECHNOLOGY COMPANIES IN PURSUING PATENTS AND CURRENTLY HAVE A PORTFOLIO OF OVER 53,000 U.S. AND INTERNATIONAL PATENTS ISSUED AND OVER 29,000 PENDING. WHILE WE EMPLOY MUCH OF OUR INTERNALLY DEVELOPED INTELLECTUAL PROPERTY EXCLUSIVELY IN OUR PRODUCTS AND SERVICES, WE ALSO ENGAGE IN OUTBOUND LICENSING OF SPECIFIC PATENTED TECHNOLOGIES THAT ARE INCORPORATED INTO LICENSEES’ PRODUCTS. FROM TIME TO TIME, WE ENTER INTO BROADER CROSS-LICENSE AGREEMENTS WITH OTHER TECHNOLOGY COMPANIES COVERING ENTIRE GROUPS OF PATENTS. WE ALSO PURCHASE OR LICENSE TECHNOLOGY THAT WE INCORPORATE INTO OUR PRODUCTS AND SERVICES. AT TIMES, WE MAKE SELECT INTELLECTUAL PROPERTY BROADLY AVAILABLE AT NO OR LOW COST TO ACHIEVE A STRATEGIC OBJECTIVE, SUCH AS PROMOTING INDUSTRY STANDARDS, ADVANCING INTEROPERABILITY, OR ATTRACTING AND ENABLING OUR EXTERNAL DEVELOPMENT COMMUNITY. OUR INCREASING ENGAGEMENT WITH OPEN SOURCE SOFTWARE WILL ALSO CAUSE US TO LICENSE OUR INTELLECTUAL PROPERTY RIGHTS BROADLY IN CERTAIN SITUATIONS.
WHILE IT MAY BE NECESSARY IN THE FUTURE TO SEEK OR RENEW LICENSES RELATING TO VARIOUS ASPECTS OF OUR PRODUCTS, SERVICES, AND BUSINESS METHODS, WE BELIEVE, BASED UPON PAST EXPERIENCE AND INDUSTRY PRACTICE, SUCH LICENSES GENERALLY CAN BE OBTAINED ON COMMERCIALLY REASONABLE TERMS. WE BELIEVE OUR CONTINUING RESEARCH AND PRODUCT DEVELOPMENT ARE NOT MATERIALLY DEPENDENT ON ANY SINGLE LICENSE OR OTHER AGREEMENT WITH A THIRD PARTY RELATING TO THE DEVELOPMENT OF OUR PRODUCTS.
INVESTING IN THE FUTURE
OUR SUCCESS IS BASED ON OUR ABILITY TO CREATE NEW AND COMPELLING PRODUCTS, SERVICES, AND EXPERIENCES FOR OUR USERS, TO INITIATE AND EMBRACE DISRUPTIVE TECHNOLOGY TRENDS, TO ENTER NEW GEOGRAPHIC AND PRODUCT MARKETS, AND TO DRIVE BROAD ADOPTION OF OUR PRODUCTS AND SERVICES. WE INVEST IN A RANGE OF EMERGING TECHNOLOGY TRENDS AND BREAKTHROUGHS THAT WE BELIEVE OFFER SIGNIFICANT OPPORTUNITIES TO DELIVER VALUE TO OUR CUSTOMERS AND GROWTH FOR THE COMPANY. BASED ON OUR ASSESSMENT OF KEY TECHNOLOGY TRENDS, WE MAINTAIN OUR LONG-TERM COMMITMENT TO RESEARCH AND DEVELOPMENT ACROSS A WIDE SPECTRUM OF TECHNOLOGIES, TOOLS, AND PLATFORMS SPANNING DIGITAL WORK AND LIFE EXPERIENCES, CLOUD COMPUTING, AI, DEVICES, AND OPERATING SYSTEMS.
WHILE OUR MAIN RESEARCH AND DEVELOPMENT FACILITIES ARE LOCATED IN REDMOND, WASHINGTON, WE ALSO OPERATE RESEARCH AND DEVELOPMENT FACILITIES IN OTHER PARTS OF THE U.S. AND AROUND THE WORLD, INCLUDING CANADA, CHINA, INDIA, IRELAND, ISRAEL, AND THE UNITED KINGDOM. THIS GLOBAL APPROACH HELPS US REMAIN COMPETITIVE IN LOCAL MARKETS AND ENABLES US TO CONTINUE TO ATTRACT TOP TALENT FROM ACROSS THE WORLD. WE GENERALLY FUND RESEARCH AT THE CORPORATE LEVEL TO ENSURE THAT WE ARE LOOKING BEYOND IMMEDIATE PRODUCT CONSIDERATIONS TO OPPORTUNITIES FURTHER IN THE FUTURE. WE ALSO FUND RESEARCH AND DEVELOPMENT ACTIVITIES AT THE OPERATING SEGMENT LEVEL. MUCH OF OUR SEGMENT LEVEL RESEARCH AND DEVELOPMENT IS COORDINATED WITH OTHER SEGMENTS AND LEVERAGED ACROSS THE COMPANY.
[bookmark: _Hlk519604510]IN ADDITION TO OUR MAIN RESEARCH AND DEVELOPMENT OPERATIONS, WE ALSO OPERATE MICRASOFT RESEARCH. MICRASOFT RESEARCH IS ONE OF THE WORLD’S LARGEST CORPORATE RESEARCH ORGANIZATIONS AND WORKS IN CLOSE COLLABORATION WITH TOP UNIVERSITIES AROUND THE WORLD TO ADVANCE THE STATE-OF-THE-ART IN COMPUTER SCIENCE AND A BROAD RANGE OF OTHER DISCIPLINES, PROVIDING US A UNIQUE PERSPECTIVE ON FUTURE TRENDS AND CONTRIBUTING TO OUR INNOVATION.
[bookmark: _Hlk487030805][bookmark: _Hlk487116617][bookmark: _Hlk485732954]DISTRIBUTION, SALES, AND MARKETING
WE MARKET AND DISTRIBUTE OUR PRODUCTS AND SERVICES THROUGH THE FOLLOWING CHANNELS: OEMS, DIRECT, AND DISTRIBUTORS AND RESELLERS. OUR SALES FORCE PERFORMS A VARIETY OF FUNCTIONS, INCLUDING WORKING DIRECTLY WITH ENTERPRISES AND PUBLIC-SECTOR ORGANIZATIONS WORLDWIDE TO IDENTIFY AND MEET THEIR TECHNOLOGY REQUIREMENTS; MANAGING OEM RELATIONSHIPS; AND SUPPORTING SYSTEM INTEGRATORS, INDEPENDENT SOFTWARE VENDORS, AND OTHER PARTNERS WHO ENGAGE DIRECTLY WITH OUR CUSTOMERS TO PERFORM SALES, CONSULTING, AND FULFILLMENT FUNCTIONS FOR OUR PRODUCTS AND SERVICES.
OEMS
WE DISTRIBUTE OUR PRODUCTS AND SERVICES THROUGH OEMS THAT PRE-INSTALL OUR SOFTWARE ON NEW DEVICES AND SERVERS THEY SELL. THE LARGEST COMPONENT OF THE OEM BUSINESS IS THE WINDOWS OPERATING SYSTEM PRE-INSTALLED ON DEVICES. OEMS ALSO SELL DEVICES PRE-INSTALLED WITH OTHER MICRASOFT PRODUCTS AND SERVICES, INCLUDING APPLICATIONS SUCH AS OFFICE AND THE CAPABILITY TO SUBSCRIBE TO OFFICE 365.
THERE ARE TWO BROAD CATEGORIES OF OEMS. THE LARGEST CATEGORY OF OEMS ARE DIRECT OEMS AS OUR RELATIONSHIP WITH THEM IS MANAGED THROUGH A DIRECT AGREEMENT BETWEEN MICRASOFT AND THE OEM. WE HAVE DISTRIBUTION AGREEMENTS COVERING ONE OR MORE OF OUR PRODUCTS WITH VIRTUALLY ALL THE MULTINATIONAL OEMS, INCLUDING ACER, ASUS, DELL, FUJITSU, HEWLETT-PACKARD, LENOVO, SAMSUNG, TOSHIBA, AND WITH MANY REGIONAL AND LOCAL OEMS. THE SECOND BROAD CATEGORY OF OEMS ARE SYSTEM BUILDERS CONSISTING OF LOWER-VOLUME PC MANUFACTURERS, WHICH SOURCE MICRASOFT SOFTWARE FOR PRE-INSTALLATION AND LOCAL REDISTRIBUTION PRIMARILY THROUGH THE MICRASOFT DISTRIBUTOR CHANNEL RATHER THAN THROUGH A DIRECT AGREEMENT OR RELATIONSHIP WITH MICRASOFT.
DIRECT
MANY ORGANIZATIONS THAT LICENSE OUR PRODUCTS AND SERVICES TRANSACT DIRECTLY WITH US THROUGH ENTERPRISE AGREEMENTS AND ENTERPRISE SERVICES CONTRACTS, WITH SALES SUPPORT FROM SYSTEM INTEGRATORS, INDEPENDENT SOFTWARE VENDORS, WEB AGENCIES, AND PARTNERS THAT ADVISE ORGANIZATIONS ON LICENSING OUR PRODUCTS AND SERVICES (“ENTERPRISE AGREEMENT SOFTWARE ADVISORS”, OR “ESA”). MICRASOFT OFFERS DIRECT SALES PROGRAMS TARGETED TO REACH SMALL, MEDIUM, AND CORPORATE CUSTOMERS, IN ADDITION TO THOSE OFFERED THROUGH THE RESELLER CHANNEL. A LARGE NETWORK OF PARTNER ADVISORS SUPPORT MANY OF THESE SALES.
WE ALSO SELL COMMERCIAL AND CONSUMER PRODUCTS AND SERVICES DIRECTLY TO CUSTOMERS, SUCH AS CLOUD SERVICES, SEARCH, AND GAMING, THROUGH OUR DIGITAL MARKETPLACES, ONLINE STORES, AND RETAIL STORES.
[bookmark: _Hlk485732629]DISTRIBUTORS AND RESELLERS
[bookmark: _Hlk488312999]ORGANIZATIONS ALSO LICENSE OUR PRODUCTS AND SERVICES INDIRECTLY, PRIMARILY THROUGH LICENSING SOLUTION PARTNERS (“LSP”), DISTRIBUTORS, VALUE-ADDED RESELLERS (“VAR”), AND RETAILERS. ALTHOUGH EACH TYPE OF RESELLING PARTNER MAY REACH ORGANIZATIONS OF ALL SIZES, LSPS ARE PRIMARILY ENGAGED WITH LARGE ORGANIZATIONS, DISTRIBUTORS RESELL PRIMARILY TO VARS, AND VARS TYPICALLY REACH SMALL AND MEDIUM ORGANIZATIONS. ESAS ARE ALSO TYPICALLY AUTHORIZED AS LSPS AND OPERATE AS RESELLERS FOR OUR OTHER VOLUME LICENSING PROGRAMS. MICRASOFT CLOUD SOLUTION PROVIDER IS OUR MAIN PARTNER PROGRAM FOR RESELLING CLOUD SERVICES.
WE DISTRIBUTE OUR RETAIL PACKAGED PRODUCTS PRIMARILY THROUGH INDEPENDENT NON-EXCLUSIVE DISTRIBUTORS, AUTHORIZED REPLICATORS, RESELLERS, AND RETAIL OUTLETS. INDIVIDUAL CONSUMERS OBTAIN THESE PRODUCTS PRIMARILY THROUGH RETAIL OUTLETS. WE DISTRIBUTE OUR DEVICES THROUGH THIRD-PARTY RETAILERS. WE HAVE A NETWORK OF FIELD SALES REPRESENTATIVES AND FIELD SUPPORT PERSONNEL THAT SOLICIT ORDERS FROM DISTRIBUTORS AND RESELLERS, AND PROVIDE PRODUCT TRAINING AND SALES SUPPORT.
OUR DYNAMICS BUSINESS SOLUTIONS ARE ALSO LICENSED TO ENTERPRISES THROUGH A GLOBAL NETWORK OF CHANNEL PARTNERS PROVIDING VERTICAL SOLUTIONS AND SPECIALIZED SERVICES.
LICENSING OPTIONS
WE OFFER OPTIONS FOR ORGANIZATIONS THAT WANT TO PURCHASE OUR CLOUD SERVICES, ON-PREMISES SOFTWARE, AND SOFTWARE ASSURANCE. WE LICENSE SOFTWARE TO ORGANIZATIONS UNDER VOLUME LICENSING AGREEMENTS TO ALLOW THE CUSTOMER TO ACQUIRE MULTIPLE LICENSES OF PRODUCTS AND SERVICES INSTEAD OF HAVING TO ACQUIRE SEPARATE LICENSES THROUGH RETAIL CHANNELS. WE USE DIFFERENT PROGRAMS DESIGNED TO PROVIDE FLEXIBILITY FOR ORGANIZATIONS OF VARIOUS SIZES. WHILE THESE PROGRAMS MAY DIFFER IN VARIOUS PARTS OF THE WORLD, GENERALLY THEY INCLUDE THOSE DISCUSSED BELOW.
SA CONVEYS RIGHTS TO NEW SOFTWARE AND UPGRADES FOR PERPETUAL LICENSES RELEASED OVER THE CONTRACT PERIOD. IT ALSO PROVIDES SUPPORT, TOOLS, AND TRAINING TO HELP CUSTOMERS DEPLOY AND USE SOFTWARE EFFICIENTLY. SA IS INCLUDED WITH CERTAIN VOLUME LICENSING AGREEMENTS AND IS AN OPTIONAL PURCHASE WITH OTHERS.
VOLUME LICENSING PROGRAMS
ENTERPRISE AGREEMENT
ENTERPRISE AGREEMENTS OFFER LARGE ORGANIZATIONS A MANAGEABLE VOLUME LICENSING PROGRAM THAT GIVES THEM THE FLEXIBILITY TO BUY CLOUD SERVICES AND SOFTWARE LICENSES UNDER ONE AGREEMENT. ENTERPRISE AGREEMENTS ARE DESIGNED FOR MEDIUM OR LARGE ORGANIZATIONS THAT WANT TO LICENSE CLOUD SERVICES AND ON-PREMISES SOFTWARE ORGANIZATION-WIDE OVER A THREE-YEAR PERIOD. ORGANIZATIONS CAN ELECT TO PURCHASE PERPETUAL LICENSES OR SUBSCRIBE TO LICENSES. SA IS INCLUDED.
MICRASOFT PRODUCT AND SERVICES AGREEMENT
MICRASOFT PRODUCT AND SERVICES AGREEMENTS ARE DESIGNED FOR MEDIUM AND LARGE ORGANIZATIONS THAT WANT TO LICENSE CLOUD SERVICES AND ON-PREMISES SOFTWARE AS NEEDED, WITH NO ORGANIZATION-WIDE COMMITMENT, UNDER A SINGLE, NON-EXPIRING AGREEMENT. ORGANIZATIONS PURCHASE PERPETUAL LICENSES OR SUBSCRIBE TO LICENSES. SA IS OPTIONAL FOR CUSTOMERS THAT PURCHASE PERPETUAL LICENSES.
OPEN
[bookmark: _Hlk488051513]OPEN AGREEMENTS ARE A SIMPLE, COST-EFFECTIVE WAY TO ACQUIRE THE LATEST MICRASOFT TECHNOLOGY. OPEN AGREEMENTS ARE DESIGNED FOR SMALL AND MEDIUM ORGANIZATIONS THAT WANT TO LICENSE CLOUD SERVICES AND ON-PREMISES SOFTWARE OVER A ONE- TO THREE-YEAR PERIOD. UNDER THE OPEN AGREEMENTS, ORGANIZATIONS PURCHASE PERPETUAL LICENSES AND SA IS OPTIONAL. UNDER OPEN VALUE AGREEMENTS, ORGANIZATIONS CAN ELECT TO PURCHASE PERPETUAL LICENSES OR SUBSCRIBE TO LICENSES AND SA IS INCLUDED.
SELECT PLUS
SELECT PLUS AGREEMENTS ARE DESIGNED FOR GOVERNMENT AND ACADEMIC ORGANIZATIONS TO ACQUIRE ON-PREMISES LICENSES AT ANY AFFILIATE OR DEPARTMENT LEVEL, WHILE REALIZING ADVANTAGES AS ONE ORGANIZATION. ORGANIZATIONS PURCHASE PERPETUAL LICENSES AND SA IS OPTIONAL.
IN JULY 2014, WE ANNOUNCED THE RETIREMENT OVER A TWO-YEAR PERIOD OF SELECT PLUS AGREEMENTS FOR COMMERCIAL ORGANIZATIONS. BEGINNING JULY 2015, NO NEW SELECT PLUS AGREEMENTS WERE SIGNED WITH COMMERCIAL ORGANIZATIONS.
MICRASOFT ONLINE SUBSCRIPTION AGREEMENT
MICRASOFT ONLINE SUBSCRIPTION AGREEMENTS ARE DESIGNED FOR SMALL AND MEDIUM ORGANIZATIONS THAT WANT TO SUBSCRIBE TO, ACTIVATE, PROVISION, AND MAINTAIN CLOUD SERVICES SEAMLESSLY AND DIRECTLY VIA THE WEB. THE AGREEMENT ALLOWS CUSTOMERS TO ACQUIRE MONTHLY OR ANNUAL SUBSCRIPTIONS FOR CLOUD-BASED SERVICES.
PARTNER PROGRAMS
THE MICRASOFT CLOUD SOLUTION PROVIDER PROGRAM OFFERS CUSTOMERS AN EASY WAY TO LICENSE THE CLOUD SERVICES THEY NEED IN COMBINATION WITH THE VALUE-ADDED SERVICES OFFERED BY THEIR SYSTEMS INTEGRATOR, HOSTING PARTNER, OR CLOUD RESELLER PARTNER. PARTNERS IN THIS PROGRAM CAN EASILY PACKAGE THEIR OWN PRODUCTS AND SERVICES TO DIRECTLY PROVISION, MANAGE, AND SUPPORT THEIR CUSTOMER SUBSCRIPTIONS.
THE MICRASOFT SERVICES PROVIDER LICENSE AGREEMENT ALLOWS SERVICE PROVIDERS AND INDEPENDENT SOFTWARE VENDORS WHO WANT TO LICENSE ELIGIBLE MICRASOFT SOFTWARE PRODUCTS TO PROVIDE SOFTWARE SERVICES AND HOSTED APPLICATIONS TO THEIR END CUSTOMERS. PARTNERS LICENSE SOFTWARE OVER A THREE-YEAR PERIOD AND ARE BILLED MONTHLY BASED ON CONSUMPTION.
THE INDEPENDENT SOFTWARE VENDOR ROYALTY PROGRAM ENABLES PARTNERS TO INTEGRATE MICRASOFT PRODUCTS INTO OTHER APPLICATIONS AND THEN LICENSE THE UNIFIED BUSINESS SOLUTION TO THEIR END USERS.
CUSTOMERS
OUR CUSTOMERS INCLUDE INDIVIDUAL CONSUMERS, SMALL AND MEDIUM ORGANIZATIONS, LARGE GLOBAL ENTERPRISES, PUBLIC-SECTOR INSTITUTIONS, INTERNET SERVICE PROVIDERS, APPLICATION DEVELOPERS, AND OEMS. NO SALES TO AN INDIVIDUAL CUSTOMER ACCOUNTED FOR MORE THAN 10% OF REVENUE IN FISCAL YEARS 2018, 2017, OR 2016. OUR PRACTICE IS TO SHIP OUR PRODUCTS PROMPTLY UPON RECEIPT OF PURCHASE ORDERS FROM CUSTOMERS; CONSEQUENTLY, BACKLOG IS NOT SIGNIFICANT.
[bookmark: EXECUTIVE_FICERS__REGISTRANT]EXECUTIVE OFFICERS OF THE REGISTRANT
[bookmark: _Hlk519766351]OUR EXECUTIVE OFFICERS AS OF AUGUST 3, 2018 WERE AS FOLLOWS:

	NAME
	
	AGE
	
	
	POSITION WITH THE COMPANY

	

	
	
	

	SATYA NADELLA
	
	
	50
	
	
	CHIEF EXECUTIVE OFFICER

	CHRISTOPHER C. CAPOSSELA
	
	
	48
	
	
	EXECUTIVE VICE PRESIDENT, MARKETING AND CONSUMER BUSINESS, AND CHIEF MARKETING OFFICER

	JEAN-PHILIPPE COURTOIS
	
	
	57
	
	
	EXECUTIVE VICE PRESIDENT AND PRESIDENT, MICRASOFT GLOBAL SALES, MARKETING AND OPERATIONS

	KATHLEEN T. HOGAN
	
	
	52
	
	
	EXECUTIVE VICE PRESIDENT, HUMAN RESOURCES

	AMY E. HOOD
	
	
	46
	
	
	EXECUTIVE VICE PRESIDENT, CHIEF FINANCIAL OFFICER

	MARGARET L. JOHNSON
	
	
	56
	
	
	EXECUTIVE VICE PRESIDENT, BUSINESS DEVELOPMENT

	BRADFORD L. SMITH
	
	
	59
	
	
	PRESIDENT AND CHIEF LEGAL OFFICER

	


MR. NADELLA WAS APPOINTED CHIEF EXECUTIVE OFFICER IN FEBRUARY 2014. HE SERVED AS EXECUTIVE VICE PRESIDENT, CLOUD AND ENTERPRISE FROM JULY 2013 UNTIL THAT TIME. FROM 2011 TO 2013, MR. NADELLA SERVED AS PRESIDENT, SERVER AND TOOLS. FROM 2009 TO 2011, HE WAS SENIOR VICE PRESIDENT, ONLINE SERVICES DIVISION. FROM 2008 TO 2009, HE WAS SENIOR VICE PRESIDENT, SEARCH, PORTAL, AND ADVERTISING. SINCE JOINING MICRASOFT IN 1992, MR. NADELLA’S ROLES ALSO INCLUDED VICE PRESIDENT OF THE BUSINESS DIVISION. MR. NADELLA ALSO SERVES ON THE BOARD OF DIRECTORS OF STARBUCKS CORPORATION.
MR. CAPOSSELA WAS APPOINTED EXECUTIVE VICE PRESIDENT, MARKETING AND CONSUMER BUSINESS, AND CHIEF MARKETING OFFICER IN JULY 2016. HE HAD SERVED AS EXECUTIVE VICE PRESIDENT, CHIEF MARKETING OFFICER SINCE MARCH 2014. PREVIOUSLY, HE SERVED AS THE WORLDWIDE LEADER OF THE CONSUMER CHANNELS GROUP, RESPONSIBLE FOR SALES AND MARKETING ACTIVITIES WITH OEMS, OPERATORS, AND RETAIL PARTNERS. IN HIS MORE THAN 25 YEARS AT MICRASOFT, MR. CAPOSSELA HAS HELD A VARIETY OF MARKETING LEADERSHIP ROLES IN THE MICRASOFT OFFICE DIVISION. HE WAS RESPONSIBLE FOR MARKETING PRODUCTIVITY SOLUTIONS INCLUDING MICRASOFT OFFICE, OFFICE 365, SHAREPOINT, EXCHANGE, SKYPE FOR BUSINESS, PROJECT, AND VISIO.
MR. COURTOIS WAS NAMED EXECUTIVE VICE PRESIDENT AND PRESIDENT, MICRASOFT GLOBAL SALES, MARKETING AND OPERATIONS IN JULY 2016. BEFORE THAT HE WAS PRESIDENT OF MICRASOFT INTERNATIONAL SINCE 2005. HE WAS CHIEF EXECUTIVE OFFICER, MICRASOFT EUROPE, MIDDLE EAST, AND AFRICA FROM 2003 TO 2005.HE WAS SENIOR VICE PRESIDENT AND PRESIDENT, MICRASOFT EUROPE, MIDDLE EAST, AND AFRICA FROM 2000 TO 2003. HE WAS CORPORATE VICE PRESIDENT, WORLDWIDE CUSTOMER MARKETING FROM 1998 TO 2000. MR. COURTOIS JOINED MICRASOFT IN 1984.
MS. HOGAN WAS APPOINTED EXECUTIVE VICE PRESIDENT, HUMAN RESOURCES IN NOVEMBER 2014. PRIOR TO THAT MS. HOGAN WAS CORPORATE VICE PRESIDENT OF MICRASOFT SERVICES. SHE ALSO SERVED AS CORPORATE VICE PRESIDENT OF CUSTOMER SERVICE AND SUPPORT. MS. HOGAN JOINED MICRASOFT IN 2003.
MS. HOOD WAS APPOINTED EXECUTIVE VICE PRESIDENT AND CHIEF FINANCIAL OFFICER IN JULY 2013, SUBSEQUENT TO HER APPOINTMENT AS CHIEF FINANCIAL OFFICER IN MAY 2013. FROM 2010 TO 2013, MS. HOOD WAS CHIEF FINANCIAL OFFICER OF THE MICRASOFT BUSINESS DIVISION. FROM 2006 THROUGH 2009, MS. HOOD WAS GENERAL MANAGER, MICRASOFT BUSINESS DIVISION STRATEGY. SINCE JOINING MICRASOFT IN 2002, MS. HOOD HAS ALSO HELD FINANCE-RELATED POSITIONS IN THE SERVER AND TOOLS BUSINESS AND THE CORPORATE FINANCE ORGANIZATION. MS. HOOD ALSO SERVES ON THE BOARD OF DIRECTORS OF 3M CORPORATION.
MS. JOHNSON WAS APPOINTED EXECUTIVE VICE PRESIDENT, BUSINESS DEVELOPMENT IN SEPTEMBER 2014. PRIOR TO THAT MS. JOHNSON SPENT 24 YEARS AT QUALCOMM IN VARIOUS LEADERSHIP POSITIONS ACROSS ENGINEERING, SALES, MARKETING AND BUSINESS DEVELOPMENT. SHE MOST RECENTLY SERVED AS EXECUTIVE VICE PRESIDENT OF QUALCOMM TECHNOLOGIES, INC. MS. JOHNSON ALSO SERVES ON THE BOARD OF DIRECTORS OF BLACKROCK, INC.
MR. SMITH WAS APPOINTED PRESIDENT AND CHIEF LEGAL OFFICER IN SEPTEMBER 2015. HE SERVED AS EXECUTIVE VICE PRESIDENT, GENERAL COUNSEL, AND SECRETARY FROM 2011 TO 2015, AND SERVED AS SENIOR VICE PRESIDENT, GENERAL COUNSEL, AND SECRETARY FROM 2001 TO 2011. MR. SMITH WAS ALSO NAMED CHIEF COMPLIANCE OFFICER IN 2002. SINCE JOINING MICRASOFT IN 1993, HE WAS DEPUTY GENERAL COUNSEL FOR WORLDWIDE SALES AND PREVIOUSLY WAS RESPONSIBLE FOR MANAGING THE EUROPEAN LAW AND CORPORATE AFFAIRS GROUP, BASED IN PARIS. MR. SMITH ALSO SERVES ON THE BOARD OF DIRECTORS OF NETFLIX, INC.
EMPLOYEES
AS OF JUNE 30, 2018, WE EMPLOYED APPROXIMATELY 131,000 PEOPLE ON A FULL-TIME BASIS, 78,000 IN THE U.S. AND 53,000 INTERNATIONALLY. OF THE TOTAL EMPLOYED PEOPLE, 42,000 WERE IN OPERATIONS, INCLUDING MANUFACTURING, DISTRIBUTION, PRODUCT SUPPORT, AND CONSULTING SERVICES; 42,000 WERE IN PRODUCT RESEARCH AND DEVELOPMENT; 36,000 WERE IN SALES AND MARKETING; AND 11,000 WERE IN GENERAL AND ADMINISTRATION. CERTAIN OF OUR EMPLOYEES ARE SUBJECT TO COLLECTIVE BARGAINING AGREEMENTS.
AVAILABLE INFORMATION
OUR INTERNET ADDRESS IS WWW.MICRASOFT.COM. AT OUR INVESTOR RELATIONS WEBSITE, WWW.MICRASOFT.COM/INVESTOR, WE MAKE AVAILABLE FREE OF CHARGE A VARIETY OF INFORMATION FOR INVESTORS. OUR GOAL IS TO MAINTAIN THE INVESTOR RELATIONS WEBSITE AS A PORTAL THROUGH WHICH INVESTORS CAN EASILY FIND OR NAVIGATE TO PERTINENT INFORMATION ABOUT US, INCLUDING:
· OUR ANNUAL REPORT ON FORM 10-K, QUARTERLY REPORTS ON FORM 10-Q, CURRENT REPORTS ON FORM 8-K, AND ANY AMENDMENTS TO THOSE REPORTS, AS SOON AS REASONABLY PRACTICABLE AFTER WE ELECTRONICALLY FILE THAT MATERIAL WITH OR FURNISH IT TO THE SECURITIES AND EXCHANGE COMMISSION (“SEC”).
· INFORMATION ON OUR BUSINESS STRATEGIES, FINANCIAL RESULTS, AND METRICS FOR INVESTORS.
· ANNOUNCEMENTS OF INVESTOR CONFERENCES, SPEECHES, AND EVENTS AT WHICH OUR EXECUTIVES TALK ABOUT OUR PRODUCT, SERVICE, AND COMPETITIVE STRATEGIES. ARCHIVES OF THESE EVENTS ARE ALSO AVAILABLE.
· PRESS RELEASES ON QUARTERLY EARNINGS, PRODUCT AND SERVICE ANNOUNCEMENTS, LEGAL DEVELOPMENTS, AND INTERNATIONAL NEWS.
· CORPORATE GOVERNANCE INFORMATION INCLUDING OUR ARTICLES OF INCORPORATION, BYLAWS, GOVERNANCE GUIDELINES, COMMITTEE CHARTERS, CODES OF CONDUCT AND ETHICS, GLOBAL CORPORATE SOCIAL RESPONSIBILITY INITIATIVES, AND OTHER GOVERNANCE-RELATED POLICIES.
· OTHER NEWS AND ANNOUNCEMENTS THAT WE MAY POST FROM TIME TO TIME THAT INVESTORS MIGHT FIND USEFUL OR INTERESTING.
· OPPORTUNITIES TO SIGN UP FOR EMAIL ALERTS TO HAVE INFORMATION PUSHED IN REAL TIME.
PART I
Item 1

THE INFORMATION FOUND ON OUR WEBSITE IS NOT PART OF THIS OR ANY OTHER REPORT WE FILE WITH, OR FURNISH TO, THE SEC. IN ADDITION TO THESE CHANNELS, WE USE SOCIAL MEDIA TO COMMUNICATE TO THE PUBLIC. IT IS POSSIBLE THAT THE INFORMATION WE POST ON SOCIAL MEDIA COULD BE DEEMED TO BE MATERIAL TO INVESTORS. WE ENCOURAGE INVESTORS, THE MEDIA, AND OTHERS INTERESTED IN MICRASOFT TO REVIEW THE INFORMATION WE POST ON THE SOCIAL MEDIA CHANNELS LISTED ON OUR INVESTOR RELATIONS WEBSITE.  
ITEM 1A. RISK FACTORS
OUR OPERATIONS AND FINANCIAL RESULTS ARE SUBJECT TO VARIOUS RISKS AND UNCERTAINTIES, INCLUDING THOSE DESCRIBED BELOW, THAT COULD ADVERSELY AFFECT OUR BUSINESS, FINANCIAL CONDITION, RESULTS OF OPERATIONS, CASH FLOWS, AND THE TRADING PRICE OF OUR COMMON STOCK.
WE FACE INTENSE COMPETITION ACROSS ALL MARKETS FOR OUR PRODUCTS AND SERVICES, WHICH MAY LEAD TO LOWER REVENUE OR OPERATING MARGINS.
COMPETITION IN THE TECHNOLOGY SECTOR
OUR COMPETITORS RANGE IN SIZE FROM DIVERSIFIED GLOBAL COMPANIES WITH SIGNIFICANT RESEARCH AND DEVELOPMENT RESOURCES TO SMALL, SPECIALIZED FIRMS WHOSE NARROWER PRODUCT LINES MAY LET THEM BE MORE EFFECTIVE IN DEPLOYING TECHNICAL, MARKETING, AND FINANCIAL RESOURCES. BARRIERS TO ENTRY IN MANY OF OUR BUSINESSES ARE LOW AND MANY OF THE AREAS IN WHICH WE COMPETE EVOLVE RAPIDLY WITH CHANGING AND DISRUPTIVE TECHNOLOGIES, SHIFTING USER NEEDS, AND FREQUENT INTRODUCTIONS OF NEW PRODUCTS AND SERVICES. OUR ABILITY TO REMAIN COMPETITIVE DEPENDS ON OUR SUCCESS IN MAKING INNOVATIVE PRODUCTS, DEVICES, AND SERVICES THAT APPEAL TO BUSINESSES AND CONSUMERS.
COMPETITION AMONG PLATFORM-BASED ECOSYSTEMS
AN IMPORTANT ELEMENT OF OUR BUSINESS MODEL HAS BEEN TO CREATE PLATFORM-BASED ECOSYSTEMS ON WHICH MANY PARTICIPANTS CAN BUILD DIVERSE SOLUTIONS. A WELL-ESTABLISHED ECOSYSTEM CREATES BENEFICIAL NETWORK EFFECTS AMONG USERS, APPLICATION DEVELOPERS, AND THE PLATFORM PROVIDER THAT CAN ACCELERATE GROWTH. ESTABLISHING SIGNIFICANT SCALE IN THE MARKETPLACE IS NECESSARY TO ACHIEVE AND MAINTAIN ATTRACTIVE MARGINS. WE FACE SIGNIFICANT COMPETITION FROM FIRMS THAT PROVIDE COMPETING PLATFORMS.
· A COMPETING VERTICALLY-INTEGRATED MODEL, IN WHICH A SINGLE FIRM CONTROLS THE SOFTWARE AND HARDWARE ELEMENTS OF A PRODUCT AND RELATED SERVICES, HAS SUCCEEDED WITH SOME CONSUMER PRODUCTS SUCH AS PERSONAL COMPUTERS, TABLETS, PHONES, GAMING CONSOLES, AND WEARABLES. COMPETITORS PURSUING THIS MODEL ALSO EARN REVENUE FROM SERVICES INTEGRATED WITH THE HARDWARE AND SOFTWARE PLATFORM, INCLUDING APPLICATIONS AND CONTENT SOLD THROUGH THEIR INTEGRATED MARKETPLACES. THEY MAY ALSO BE ABLE TO CLAIM SECURITY AND PERFORMANCE BENEFITS FROM THEIR VERTICALLY INTEGRATED OFFER. WE ALSO OFFER SOME VERTICALLY-INTEGRATED HARDWARE AND SOFTWARE PRODUCTS AND SERVICES. TO THE EXTENT WE SHIFT A PORTION OF OUR BUSINESS TO A VERTICALLY INTEGRATED MODEL WE INCREASE OUR COST OF REVENUE AND REDUCE OUR OPERATING MARGINS.
· WE DERIVE SUBSTANTIAL REVENUE FROM LICENSES OF WINDOWS OPERATING SYSTEMS ON PERSONAL COMPUTERS. WE FACE SIGNIFICANT COMPETITION FROM COMPETING PLATFORMS DEVELOPED FOR NEW DEVICES AND FORM FACTORS SUCH AS SMARTPHONES AND TABLET COMPUTERS. THESE DEVICES COMPETE ON MULTIPLE BASES INCLUDING PRICE AND THE PERCEIVED UTILITY OF THE DEVICE AND ITS PLATFORM. USERS ARE INCREASINGLY TURNING TO THESE DEVICES TO PERFORM FUNCTIONS THAT IN THE PAST WERE PERFORMED BY PERSONAL COMPUTERS. EVEN IF MANY USERS VIEW THESE DEVICES AS COMPLEMENTARY TO A PERSONAL COMPUTER, THE PREVALENCE OF THESE DEVICES MAY MAKE IT MORE DIFFICULT TO ATTRACT APPLICATION DEVELOPERS TO OUR PC OPERATING SYSTEM PLATFORMS. COMPETING WITH OPERATING SYSTEMS LICENSED AT LOW OR NO COST MAY DECREASE OUR PC OPERATING SYSTEM MARGINS. POPULAR PRODUCTS OR SERVICES OFFERED ON COMPETING PLATFORMS COULD INCREASE THEIR COMPETITIVE STRENGTH. IN ADDITION, SOME OF OUR DEVICES COMPETE WITH PRODUCTS MADE BY OUR ORIGINAL EQUIPMENT MANUFACTURER (“OEM”) PARTNERS, WHICH MAY AFFECT THEIR COMMITMENT TO OUR PLATFORM.
· COMPETING PLATFORMS HAVE CONTENT AND APPLICATION MARKETPLACES WITH SCALE AND SIGNIFICANT INSTALLED BASES. THE VARIETY AND UTILITY OF CONTENT AND APPLICATIONS AVAILABLE ON A PLATFORM ARE IMPORTANT TO DEVICE PURCHASING DECISIONS. USERS SOMETIMES INCUR COSTS TO MOVE DATA AND BUY NEW CONTENT AND APPLICATIONS WHEN SWITCHING PLATFORMS. TO COMPETE, WE MUST SUCCESSFULLY ENLIST DEVELOPERS TO WRITE APPLICATIONS FOR OUR PLATFORM AND ENSURE THAT THESE APPLICATIONS HAVE HIGH QUALITY, SECURITY, CUSTOMER APPEAL, AND VALUE. EFFORTS TO COMPETE WITH COMPETITORS’ CONTENT AND APPLICATION MARKETPLACES MAY INCREASE OUR COST OF REVENUE AND LOWER OUR OPERATING MARGINS.
BUSINESS MODEL COMPETITION
COMPANIES COMPETE WITH US BASED ON A GROWING VARIETY OF BUSINESS MODELS.
· EVEN AS WE TRANSITION MORE OF OUR BUSINESS TO INFRASTRUCTURE-, PLATFORM-, AND SOFTWARE-AS-A-SERVICE BUSINESS MODEL, THE LICENSE-BASED PROPRIETARY SOFTWARE MODEL GENERATES A SUBSTANTIAL PORTION OF OUR SOFTWARE REVENUE. WE BEAR THE COSTS OF CONVERTING ORIGINAL IDEAS INTO SOFTWARE PRODUCTS THROUGH INVESTMENTS IN RESEARCH AND DEVELOPMENT, OFFSETTING THESE COSTS WITH THE REVENUE RECEIVED FROM LICENSING OUR PRODUCTS. MANY OF OUR COMPETITORS ALSO DEVELOP AND SELL SOFTWARE TO BUSINESSES AND CONSUMERS UNDER THIS MODEL.
· OTHER COMPETITORS DEVELOP AND OFFER FREE APPLICATIONS, ONLINE SERVICES AND CONTENT, AND MAKE MONEY BY SELLING THIRD-PARTY ADVERTISING. ADVERTISING REVENUE FUNDS DEVELOPMENT OF PRODUCTS AND SERVICES THESE COMPETITORS PROVIDE TO USERS AT NO OR LITTLE COST, COMPETING DIRECTLY WITH OUR REVENUE-GENERATING PRODUCTS.
· SOME COMPANIES COMPETE WITH US USING AN OPEN SOURCE BUSINESS MODEL BY MODIFYING AND THEN DISTRIBUTING OPEN SOURCE SOFTWARE AT NOMINAL COST TO END-USERS, AND EARNING REVENUE ON ADVERTISING OR COMPLEMENTARY SERVICES AND PRODUCTS. THESE FIRMS DO NOT BEAR THE FULL COSTS OF RESEARCH AND DEVELOPMENT FOR THE SOFTWARE. SOME OPEN SOURCE SOFTWARE VENDORS DEVELOP SOFTWARE THAT MIMICS THE FEATURES AND FUNCTIONALITY OF OUR PRODUCTS.
THE COMPETITIVE PRESSURES DESCRIBED ABOVE MAY CAUSE DECREASED SALES VOLUMES, PRICE REDUCTIONS, AND/OR INCREASED OPERATING COSTS, SUCH AS FOR RESEARCH AND DEVELOPMENT, MARKETING, AND SALES INCENTIVES. THIS MAY LEAD TO LOWER REVENUE, GROSS MARGINS, AND OPERATING INCOME.
OUR INCREASING FOCUS ON CLOUD-BASED SERVICES PRESENTS EXECUTION AND COMPETITIVE RISKS. A GROWING PART OF OUR BUSINESS INVOLVES CLOUD-BASED SERVICES AVAILABLE ACROSS THE SPECTRUM OF COMPUTING DEVICES. OUR STRATEGIC VISION IS TO COMPETE AND GROW BY BUILDING BEST-IN-CLASS PLATFORMS AND PRODUCTIVITY SERVICES FOR AN INTELLIGENT CLOUD AND AN INTELLIGENT EDGE INFUSED WITH ARTIFICIAL INTELLIGENCE (“AI”). AT THE SAME TIME, OUR COMPETITORS ARE RAPIDLY DEVELOPING AND DEPLOYING CLOUD-BASED SERVICES FOR CONSUMERS AND BUSINESS CUSTOMERS. PRICING AND DELIVERY MODELS ARE EVOLVING. DEVICES AND FORM FACTORS INFLUENCE HOW USERS ACCESS SERVICES IN THE CLOUD AND SOMETIMES THE USER’S CHOICE OF WHICH SUITE OF CLOUD-BASED SERVICES TO USE. WE ARE DEVOTING SIGNIFICANT RESOURCES TO DEVELOP AND DEPLOY OUR CLOUD-BASED STRATEGIES. THE WINDOWS ECOSYSTEM MUST CONTINUE TO EVOLVE WITH THIS CHANGING ENVIRONMENT. WE ARE UNDERTAKING CULTURAL AND ORGANIZATIONAL CHANGES TO DRIVE ACCOUNTABILITY AND ELIMINATE OBSTACLES TO INNOVATION. OUR INTELLIGENT CLOUD AND INTELLIGENT EDGE WORLDVIEW IS CONNECTED WITH THE GROWTH OF THE INTERNET OF THINGS (“IOT”). OUR SUCCESS IN THE IOT WILL DEPEND ON THE LEVEL OF ADOPTION OF OUR OFFERINGS SUCH AS MICRASOFT AZURE, AZURE STACK, AZURE IOT EDGE, AND AZURE SPHERE. WE MAY NOT ESTABLISH MARKET SHARE SUFFICIENT TO ACHIEVE SCALE NECESSARY TO ACHIEVE OUR BUSINESS OBJECTIVES.
BESIDES SOFTWARE DEVELOPMENT COSTS, WE ARE INCURRING COSTS TO BUILD AND MAINTAIN INFRASTRUCTURE TO SUPPORT CLOUD COMPUTING SERVICES. THESE COSTS WILL REDUCE THE OPERATING MARGINS WE HAVE PREVIOUSLY ACHIEVED. WHETHER WE SUCCEED IN CLOUD-BASED SERVICES DEPENDS ON OUR EXECUTION IN SEVERAL AREAS, INCLUDING:
· CONTINUING TO BRING TO MARKET COMPELLING CLOUD-BASED EXPERIENCES THAT GENERATE INCREASING TRAFFIC AND MARKET SHARE.
· MAINTAINING THE UTILITY, COMPATIBILITY, AND PERFORMANCE OF OUR CLOUD-BASED SERVICES ON THE GROWING ARRAY OF COMPUTING DEVICES, INCLUDING PCS, SMARTPHONES, TABLETS, GAMING CONSOLES, AND OTHER DEVICES, AS WELL AS SENSORS AND OTHER ENDPOINTS.
· CONTINUING TO ENHANCE THE ATTRACTIVENESS OF OUR CLOUD PLATFORMS TO THIRD-PARTY DEVELOPERS.
· ENSURING OUR CLOUD-BASED SERVICES MEET THE RELIABILITY EXPECTATIONS OF OUR CUSTOMERS AND MAINTAIN THE SECURITY OF THEIR DATA.
· MAKING OUR SUITE OF CLOUD-BASED SERVICES PLATFORM-AGNOSTIC, AVAILABLE ON A WIDE RANGE OF DEVICES AND ECOSYSTEMS, INCLUDING THOSE OF OUR COMPETITORS.
IT IS UNCERTAIN WHETHER OUR STRATEGIES WILL ATTRACT THE USERS OR GENERATE THE REVENUE REQUIRED TO SUCCEED. IF WE ARE NOT EFFECTIVE IN EXECUTING ORGANIZATIONAL AND TECHNICAL CHANGES TO INCREASE EFFICIENCY AND ACCELERATE INNOVATION, OR IF WE FAIL TO GENERATE SUFFICIENT USAGE OF OUR NEW PRODUCTS AND SERVICES, WE MAY NOT GROW REVENUE IN LINE WITH THE INFRASTRUCTURE AND DEVELOPMENT INVESTMENTS DESCRIBED ABOVE. THIS MAY NEGATIVELY IMPACT GROSS MARGINS AND OPERATING INCOME.
WE MAKE SIGNIFICANT INVESTMENTS IN NEW PRODUCTS AND SERVICES THAT MAY NOT ACHIEVE EXPECTED RETURNS. WE WILL CONTINUE TO MAKE SIGNIFICANT INVESTMENTS IN RESEARCH, DEVELOPMENT, AND MARKETING FOR EXISTING PRODUCTS, SERVICES, AND TECHNOLOGIES, INCLUDING THE WINDOWS OPERATING SYSTEM, MICRASOFT 365, OFFICE, BING, MICRASOFT SQL SERVER, WINDOWS SERVER, THE WINDOWS STORE, AZURE, OFFICE 365, XBOX LIVE, MIXER, LINKEDIN, AND OTHER CLOUD-BASED OFFERINGS. WE ALSO INVEST IN THE DEVELOPMENT AND ACQUISITION OF A VARIETY OF HARDWARE FOR PRODUCTIVITY, COMMUNICATION, AND ENTERTAINMENT INCLUDING PCS, TABLETS, GAMING DEVICES, AND HOLOLENS. INVESTMENTS IN NEW TECHNOLOGY ARE SPECULATIVE. COMMERCIAL SUCCESS DEPENDS ON MANY FACTORS, INCLUDING INNOVATIVENESS, DEVELOPER SUPPORT, AND EFFECTIVE DISTRIBUTION AND MARKETING. IF CUSTOMERS DO NOT PERCEIVE OUR LATEST OFFERINGS AS PROVIDING SIGNIFICANT NEW FUNCTIONALITY OR OTHER VALUE, THEY MAY REDUCE THEIR PURCHASES OF NEW SOFTWARE AND HARDWARE PRODUCTS OR UPGRADES, UNFAVORABLY AFFECTING REVENUE. WE MAY NOT ACHIEVE SIGNIFICANT REVENUE FROM NEW PRODUCT, SERVICE, AND DISTRIBUTION CHANNEL INVESTMENTS FOR SEVERAL YEARS, IF AT ALL. NEW PRODUCTS AND SERVICES MAY NOT BE PROFITABLE, AND EVEN IF THEY ARE PROFITABLE, OPERATING MARGINS FOR SOME NEW PRODUCTS AND BUSINESSES WILL NOT BE AS HIGH AS THE MARGINS WE HAVE EXPERIENCED HISTORICALLY. WE MAY NOT GET ENGAGEMENT IN CERTAIN FEATURES, LIKE WINDOWS STORE, MICRASOFT EDGE, AND BING, THAT DRIVE POST-LICENSE MONETIZATION OPPORTUNITIES. OUR DATA HANDLING PRACTICES ACROSS OUR PRODUCTS AND SERVICES WILL CONTINUE TO BE UNDER SCRUTINY AND PERCEPTIONS OF MISMANAGEMENT, DRIVEN BY REGULATORY ACTIVITY OR NEGATIVE PUBLIC REACTION TO OUR PRACTICES OR PRODUCT EXPERIENCES, WHICH COULD NEGATIVELY IMPACT PRODUCT AND FEATURE ADOPTION, PRODUCT DESIGN, AND PRODUCT QUALITY.
DEVELOPING NEW TECHNOLOGIES IS COMPLEX. IT CAN REQUIRE LONG DEVELOPMENT AND TESTING PERIODS. SIGNIFICANT DELAYS IN NEW RELEASES OR SIGNIFICANT PROBLEMS IN CREATING NEW PRODUCTS OR SERVICES COULD ADVERSELY AFFECT OUR REVENUE.
ACQUISITIONS, JOINT VENTURES, AND STRATEGIC ALLIANCES MAY HAVE AN ADVERSE EFFECT ON OUR BUSINESS. WE EXPECT TO CONTINUE MAKING ACQUISITIONS AND ENTERING INTO JOINT VENTURES AND STRATEGIC ALLIANCES AS PART OF OUR LONG-TERM BUSINESS STRATEGY. IN DECEMBER 2016, WE COMPLETED OUR ACQUISITION OF LINKEDIN CORPORATION FOR $27.0 BILLION. IN JUNE 2018, WE ANNOUNCED AN AGREEMENT TO ACQUIRE GITHUB, INC. FOR $7.5 BILLION. THESE ACQUISITIONS AND OTHER TRANSACTIONS AND ARRANGEMENTS INVOLVE SIGNIFICANT CHALLENGES AND RISKS, INCLUDING THAT THEY DO NOT ADVANCE OUR BUSINESS STRATEGY, THAT WE GET AN UNSATISFACTORY RETURN ON OUR INVESTMENT, THAT WE HAVE DIFFICULTY INTEGRATING AND RETAINING NEW EMPLOYEES, BUSINESS SYSTEMS, AND TECHNOLOGY, OR THAT THEY DISTRACT MANAGEMENT FROM OUR OTHER BUSINESSES. IF AN ARRANGEMENT FAILS TO ADEQUATELY ANTICIPATE CHANGING CIRCUMSTANCES AND INTERESTS OF A PARTY, IT MAY RESULT IN EARLY TERMINATION OR RENEGOTIATION OF THE ARRANGEMENT. THE SUCCESS OF THESE TRANSACTIONS AND ARRANGEMENTS WILL DEPEND IN PART ON OUR ABILITY TO LEVERAGE THEM TO ENHANCE OUR EXISTING PRODUCTS AND SERVICES OR DEVELOP COMPELLING NEW ONES. IT MAY TAKE LONGER THAN EXPECTED TO REALIZE THE FULL BENEFITS FROM THESE TRANSACTIONS AND ARRANGEMENTS, SUCH AS INCREASED REVENUE, ENHANCED EFFICIENCIES, OR INCREASED MARKET SHARE, OR THE BENEFITS MAY ULTIMATELY BE SMALLER THAN WE EXPECTED. THESE EVENTS COULD ADVERSELY AFFECT OUR OPERATING RESULTS OR FINANCIAL CONDITION.
IF OUR GOODWILL OR AMORTIZABLE INTANGIBLE ASSETS BECOME IMPAIRED, WE MAY BE REQUIRED TO RECORD A SIGNIFICANT CHARGE TO EARNINGS. WE ACQUIRE OTHER COMPANIES AND INTANGIBLE ASSETS AND MAY NOT REALIZE ALL THE ECONOMIC BENEFIT FROM THOSE ACQUISITIONS, WHICH COULD CAUSE AN IMPAIRMENT OF GOODWILL OR INTANGIBLES. WE REVIEW OUR AMORTIZABLE INTANGIBLE ASSETS FOR IMPAIRMENT WHEN EVENTS OR CHANGES IN CIRCUMSTANCES INDICATE THE CARRYING VALUE MAY NOT BE RECOVERABLE. WE TEST GOODWILL FOR IMPAIRMENT AT LEAST ANNUALLY. FACTORS THAT MAY BE A CHANGE IN CIRCUMSTANCES, INDICATING THAT THE CARRYING VALUE OF OUR GOODWILL OR AMORTIZABLE INTANGIBLE ASSETS MAY NOT BE RECOVERABLE, INCLUDE A DECLINE IN OUR STOCK PRICE AND MARKET CAPITALIZATION, REDUCED FUTURE CASH FLOW ESTIMATES, AND SLOWER GROWTH RATES IN INDUSTRY SEGMENTS IN WHICH WE PARTICIPATE. WE HAVE IN THE PAST RECORDED, AND MAY IN THE FUTURE BE REQUIRED TO RECORD A SIGNIFICANT CHARGE IN OUR CONSOLIDATED FINANCIAL STATEMENTS DURING THE PERIOD IN WHICH ANY IMPAIRMENT OF OUR GOODWILL OR AMORTIZABLE INTANGIBLE ASSETS IS DETERMINED, NEGATIVELY AFFECTING OUR RESULTS OF OPERATIONS. OUR ACQUISITION OF LINKEDIN RESULTED IN A SIGNIFICANT INCREASE IN OUR GOODWILL AND INTANGIBLE ASSET BALANCES.
WE MAY NOT EARN THE REVENUES WE EXPECT FROM OUR INTELLECTUAL PROPERTY RIGHTS.
WE MAY NOT BE ABLE TO ADEQUATELY PROTECT OUR INTELLECTUAL PROPERTY RIGHTS
PROTECTING OUR INTELLECTUAL PROPERTY RIGHTS AND COMBATING UNLICENSED COPYING AND USE OF OUR SOFTWARE AND OTHER INTELLECTUAL PROPERTY ON A GLOBAL BASIS IS DIFFICULT. WHILE PIRACY ADVERSELY AFFECTS U.S. REVENUE, THE IMPACT ON REVENUE FROM OUTSIDE THE U.S. IS MORE SIGNIFICANT, PARTICULARLY COUNTRIES IN WHICH THE LEGAL SYSTEM PROVIDES LESS PROTECTION FOR INTELLECTUAL PROPERTY RIGHTS. OUR REVENUE IN THESE MARKETS MAY GROW MORE SLOWLY THAN THE UNDERLYING DEVICE MARKET. SIMILARLY, THE ABSENCE OF HARMONIZED PATENT LAWS MAKES IT MORE DIFFICULT TO ENSURE CONSISTENT RESPECT FOR PATENT RIGHTS. THROUGHOUT THE WORLD, WE EDUCATE USERS ABOUT THE BENEFITS OF LICENSING GENUINE PRODUCTS AND OBTAINING INDEMNIFICATION BENEFITS FOR INTELLECTUAL PROPERTY RISKS, AND WE EDUCATE LAWMAKERS ABOUT THE ADVANTAGES OF A BUSINESS CLIMATE WHERE INTELLECTUAL PROPERTY RIGHTS ARE PROTECTED. REDUCTIONS IN THE LEGAL PROTECTION FOR SOFTWARE INTELLECTUAL PROPERTY RIGHTS COULD ADVERSELY AFFECT REVENUE.
WE MAY NOT RECEIVE EXPECTED ROYALTIES FROM OUR PATENT LICENSES
WE EXPEND SIGNIFICANT RESOURCES TO PATENT THE INTELLECTUAL PROPERTY WE CREATE WITH THE EXPECTATION THAT WE WILL GENERATE REVENUES BY INCORPORATING THAT INTELLECTUAL PROPERTY IN OUR PRODUCTS OR SERVICES OR, IN SOME INSTANCES, BY LICENSING OUR PATENTS TO OTHERS IN RETURN FOR A ROYALTY. CHANGES IN THE LAW MAY CONTINUE TO WEAKEN OUR ABILITY TO PREVENT THE USE OF PATENTED TECHNOLOGY OR COLLECT REVENUE FOR LICENSING OUR PATENTS. THESE INCLUDE LEGISLATIVE CHANGES AND REGULATORY ACTIONS THAT MAKE IT MORE DIFFICULT TO OBTAIN INJUNCTIONS, AND THE INCREASING USE OF LEGAL PROCESS TO CHALLENGE ISSUED PATENTS. SIMILARLY, LICENSEES OF OUR PATENTS MAY FAIL TO SATISFY THEIR OBLIGATIONS TO PAY US ROYALTIES, OR MAY CONTEST THE SCOPE AND EXTENT OF THEIR OBLIGATIONS. FINALLY, THE ROYALTIES WE CAN OBTAIN TO MONETIZE OUR INTELLECTUAL PROPERTY MAY DECLINE BECAUSE OF THE EVOLUTION OF TECHNOLOGY, SELLING PRICE CHANGES IN PRODUCTS USING LICENSED PATENTS, OR THE DIFFICULTY OF DISCOVERING INFRINGEMENTS. FINALLY, OUR INCREASING ENGAGEMENT WITH OPEN SOURCE SOFTWARE WILL ALSO CAUSE US TO LICENSE OUR INTELLECTUAL PROPERTY RIGHTS BROADLY IN CERTAIN SITUATIONS AND MAY NEGATIVELY IMPACT REVENUE.
THIRD PARTIES MAY CLAIM WE INFRINGE THEIR INTELLECTUAL PROPERTY RIGHTS. FROM TIME TO TIME, OTHERS CLAIM WE INFRINGE THEIR INTELLECTUAL PROPERTY RIGHTS. THE NUMBER OF THESE CLAIMS MAY GROW BECAUSE OF CONSTANT TECHNOLOGICAL CHANGE IN THE MARKETS IN WHICH WE COMPETE, THE EXTENSIVE PATENT COVERAGE OF EXISTING TECHNOLOGIES, THE RAPID RATE OF ISSUANCE OF NEW PATENTS, AND OUR OFFERING OF FIRST-PARTY DEVICES, SUCH AS MICRASOFT SURFACE. TO RESOLVE THESE CLAIMS, WE MAY ENTER INTO ROYALTY AND LICENSING AGREEMENTS ON TERMS THAT ARE LESS FAVORABLE THAN CURRENTLY AVAILABLE, STOP SELLING OR REDESIGN AFFECTED PRODUCTS OR SERVICES, OR PAY DAMAGES TO SATISFY INDEMNIFICATION COMMITMENTS WITH OUR CUSTOMERS. THESE OUTCOMES MAY CAUSE OPERATING MARGINS TO DECLINE. BESIDES MONEY DAMAGES, IN SOME JURISDICTIONS PLAINTIFFS CAN SEEK INJUNCTIVE RELIEF THAT MAY LIMIT OR PREVENT IMPORTING, MARKETING, AND SELLING OUR PRODUCTS OR SERVICES THAT HAVE INFRINGING TECHNOLOGIES. IN SOME COUNTRIES, SUCH AS GERMANY, AN INJUNCTION CAN BE ISSUED BEFORE THE PARTIES HAVE FULLY LITIGATED THE VALIDITY OF THE UNDERLYING PATENTS. WE HAVE PAID SIGNIFICANT AMOUNTS TO SETTLE CLAIMS RELATED TO THE USE OF TECHNOLOGY AND INTELLECTUAL PROPERTY RIGHTS AND TO PROCURE INTELLECTUAL PROPERTY RIGHTS AS PART OF OUR STRATEGY TO MANAGE THIS RISK, AND MAY CONTINUE TO DO SO.
WE MAY NOT BE ABLE TO PROTECT OUR SOURCE CODE FROM COPYING IF THERE IS AN UNAUTHORIZED DISCLOSURE. SOURCE CODE, THE DETAILED PROGRAM COMMANDS FOR OUR OPERATING SYSTEMS AND OTHER SOFTWARE PROGRAMS, IS CRITICAL TO OUR BUSINESS. ALTHOUGH WE LICENSE PORTIONS OF OUR APPLICATION AND OPERATING SYSTEM SOURCE CODE TO SEVERAL LICENSEES, WE TAKE SIGNIFICANT MEASURES TO PROTECT THE SECRECY OF LARGE PORTIONS OF OUR SOURCE CODE. IF OUR SOURCE CODE LEAKS, WE MIGHT LOSE FUTURE TRADE SECRET PROTECTION FOR THAT CODE. IT MAY THEN BECOME EASIER FOR THIRD PARTIES TO COMPETE WITH OUR PRODUCTS BY COPYING FUNCTIONALITY, WHICH COULD ADVERSELY AFFECT OUR REVENUE AND OPERATING MARGINS. UNAUTHORIZED DISCLOSURE OF SOURCE CODE ALSO COULD INCREASE THE SECURITY RISKS DESCRIBED IN THE NEXT PARAGRAPH.
CYBERATTACKS AND SECURITY VULNERABILITIES COULD LEAD TO REDUCED REVENUE, INCREASED COSTS, LIABILITY CLAIMS, OR HARM TO OUR REPUTATION OR COMPETITIVE POSITION.
SECURITY OF OUR INFORMATION TECHNOLOGY
THREATS TO IT SECURITY CAN TAKE A VARIETY OF FORMS. INDIVIDUAL AND GROUPS OF HACKERS AND SOPHISTICATED ORGANIZATIONS, INCLUDING STATE-SPONSORED ORGANIZATIONS OR NATION-STATES, CONTINUOUSLY UNDERTAKE ATTACKS THAT POSE THREATS TO OUR CUSTOMERS AND OUR IT. THESE ACTORS MAY USE A WIDE VARIETY OF METHODS, WHICH MAY INCLUDE DEVELOPING AND DEPLOYING MALICIOUS SOFTWARE OR EXPLOITING VULNERABILITIES IN HARDWARE, SOFTWARE, OR OTHER INFRASTRUCTURE IN ORDER TO ATTACK OUR PRODUCTS AND SERVICES OR GAIN ACCESS TO OUR NETWORKS AND DATACENTERS, USING SOCIAL ENGINEERING TECHNIQUES TO INDUCE OUR EMPLOYEES, USERS, PARTNERS, OR CUSTOMERS TO DISCLOSE PASSWORDS OR OTHER SENSITIVE INFORMATION OR TAKE OTHER ACTIONS TO GAIN ACCESS TO OUR DATA OR OUR USERS’ OR CUSTOMERS’ DATA, OR ACTING IN A COORDINATED MANNER TO LAUNCH DISTRIBUTED DENIAL OF SERVICE OR OTHER COORDINATED ATTACKS. INADEQUATE ACCOUNT SECURITY PRACTICES MAY ALSO RESULT IN UNAUTHORIZED ACCESS TO CONFIDENTIAL DATA. FOR EXAMPLE, SYSTEM ADMINISTRATORS MAY FAIL TO TIMELY REMOVE EMPLOYEE ACCOUNT ACCESS WHEN NO LONGER APPROPRIATE. EMPLOYEES OR THIRD PARTIES MAY INTENTIONALLY COMPROMISE OUR OR OUR USERS’ SECURITY OR SYSTEMS, OR REVEAL CONFIDENTIAL INFORMATION.
CYBERTHREATS ARE CONSTANTLY EVOLVING, INCREASING THE DIFFICULTY OF DETECTING AND SUCCESSFULLY DEFENDING AGAINST THEM. WE MAY HAVE NO CURRENT CAPABILITY TO DETECT CERTAIN VULNERABILITIES, WHICH MAY ALLOW THEM TO PERSIST IN THE ENVIRONMENT OVER LONG PERIODS OF TIME. CYBERTHREATS CAN HAVE CASCADING IMPACTS THAT UNFOLD WITH INCREASING SPEED ACROSS OUR INTERNAL NETWORKS AND SYSTEMS AND THOSE OF OUR PARTNERS AND CUSTOMERS. BREACHES OF OUR FACILITIES, NETWORK, OR DATA SECURITY COULD DISRUPT THE SECURITY OF OUR SYSTEMS AND BUSINESS APPLICATIONS, IMPAIR OUR ABILITY TO PROVIDE SERVICES TO OUR CUSTOMERS AND PROTECT THE PRIVACY OF THEIR DATA, RESULT IN PRODUCT DEVELOPMENT DELAYS, COMPROMISE CONFIDENTIAL OR TECHNICAL BUSINESS INFORMATION HARMING OUR REPUTATION OR COMPETITIVE POSITION, RESULT IN THEFT OR MISUSE OF OUR INTELLECTUAL PROPERTY OR OTHER ASSETS, REQUIRE US TO ALLOCATE MORE RESOURCES TO IMPROVED TECHNOLOGIES, OR OTHERWISE ADVERSELY AFFECT OUR BUSINESS.
IN ADDITION, OUR INTERNAL IT ENVIRONMENT CONTINUES TO EVOLVE. OFTEN, WE ARE EARLY ADOPTERS OF NEW DEVICES AND TECHNOLOGIES. WE EMBRACE NEW WAYS OF SHARING DATA AND COMMUNICATING INTERNALLY AND WITH PARTNERS AND CUSTOMERS USING METHODS SUCH AS SOCIAL NETWORKING AND OTHER CONSUMER-ORIENTED TECHNOLOGIES. OUR BUSINESS POLICIES AND INTERNAL SECURITY CONTROLS MAY NOT KEEP PACE WITH THESE CHANGES AS NEW THREATS EMERGE.
SECURITY OF OUR PRODUCTS, SERVICES, DEVICES, AND CUSTOMERS’ DATA
THE SECURITY OF OUR PRODUCTS AND SERVICES IS IMPORTANT IN OUR CUSTOMERS’ DECISIONS TO PURCHASE OR USE OUR PRODUCTS OR SERVICES. SECURITY THREATS ARE A SIGNIFICANT CHALLENGE TO COMPANIES LIKE US WHOSE BUSINESS IS PROVIDING TECHNOLOGY PRODUCTS AND SERVICES TO OTHERS. THREATS TO OUR OWN IT INFRASTRUCTURE CAN ALSO AFFECT OUR CUSTOMERS. CUSTOMERS USING OUR CLOUD-BASED SERVICES RELY ON THE SECURITY OF OUR INFRASTRUCTURE, INCLUDING HARDWARE AND OTHER ELEMENTS PROVIDED BY THIRD PARTIES, TO ENSURE THE RELIABILITY OF OUR SERVICES AND THE PROTECTION OF THEIR DATA. ADVERSARIES TEND TO FOCUS THEIR EFFORTS ON THE MOST POPULAR OPERATING SYSTEMS, PROGRAMS, AND SERVICES, INCLUDING MANY OF OURS, AND WE EXPECT THAT TO CONTINUE. ADVERSARIES THAT ACQUIRE USER ACCOUNT INFORMATION AT OTHER COMPANIES CAN USE THAT INFORMATION TO COMPROMISE OUR USERS’ ACCOUNTS WHERE ACCOUNTS SHARE THE SAME ATTRIBUTES LIKE PASSWORDS. INADEQUATE ACCOUNT SECURITY PRACTICES MAY ALSO RESULT IN UNAUTHORIZED ACCESS. WE ARE ALSO INCREASINGLY INCORPORATING OPEN SOURCE SOFTWARE INTO OUR PRODUCTS. THERE MAY BE VULNERABILITIES IN OPEN SOURCE SOFTWARE THAT MAY MAKE OUR PRODUCTS SUSCEPTIBLE TO CYBERATTACKS.
TO DEFEND AGAINST SECURITY THREATS TO OUR INTERNAL IT SYSTEMS, OUR CLOUD-BASED SERVICES, AND OUR CUSTOMERS’ SYSTEMS, WE MUST CONTINUOUSLY ENGINEER MORE SECURE PRODUCTS AND SERVICES, ENHANCE SECURITY AND RELIABILITY FEATURES, IMPROVE THE DEPLOYMENT OF SOFTWARE UPDATES TO ADDRESS SECURITY VULNERABILITIES IN OUR OWN PRODUCTS AS WELL AS THOSE PROVIDED BY OTHERS, DEVELOP MITIGATION TECHNOLOGIES THAT HELP TO SECURE CUSTOMERS FROM ATTACKS EVEN WHEN SOFTWARE UPDATES ARE NOT DEPLOYED, MAINTAIN THE DIGITAL SECURITY INFRASTRUCTURE THAT PROTECTS THE INTEGRITY OF OUR NETWORK, PRODUCTS, AND SERVICES, AND PROVIDE CUSTOMERS SECURITY TOOLS SUCH AS FIREWALLS AND ANTI-VIRUS SOFTWARE AND INFORMATION ABOUT THE NEED TO DEPLOY SECURITY MEASURES AND THE IMPACT OF DOING SO.
THE COST OF THESE STEPS COULD REDUCE OUR OPERATING MARGINS. IF WE FAIL TO DO THESE THINGS WELL, ACTUAL OR PERCEIVED SECURITY VULNERABILITIES IN OUR PRODUCTS AND SERVICES, DATA CORRUPTION ISSUES, OR REDUCED PERFORMANCE COULD HARM OUR REPUTATION AND LEAD CUSTOMERS TO REDUCE OR DELAY FUTURE PURCHASES OF PRODUCTS OR SUBSCRIPTIONS TO SERVICES, OR TO USE COMPETING PRODUCTS OR SERVICES. CUSTOMERS MAY ALSO SPEND MORE ON PROTECTING THEIR EXISTING COMPUTER SYSTEMS FROM ATTACK, WHICH COULD DELAY ADOPTION OF ADDITIONAL PRODUCTS OR SERVICES. CUSTOMERS MAY FAIL TO UPDATE THEIR SYSTEMS, CONTINUE TO RUN SOFTWARE OR OPERATING SYSTEMS WE NO LONGER SUPPORT, OR MAY FAIL TIMELY TO INSTALL OR ENABLE SECURITY PATCHES. ANY OF THESE ACTIONS BY CUSTOMERS COULD ADVERSELY AFFECT OUR REPUTATION AND REVENUE. ACTUAL OR PERCEIVED VULNERABILITIES MAY LEAD TO CLAIMS AGAINST US. OUR LICENSE AGREEMENTS TYPICALLY CONTAIN PROVISIONS THAT ELIMINATE OR LIMIT OUR EXPOSURE TO LIABILITY, BUT THERE IS NO ASSURANCE THESE PROVISIONS WILL WITHSTAND LEGAL CHALLENGES. AT TIMES, TO ACHIEVE COMMERCIAL OBJECTIVES, WE MAY ENTER INTO AGREEMENTS WITH LARGER LIABILITY EXPOSURE TO CUSTOMERS.
AS ILLUSTRATED BY THE RECENT SPECTRE AND MELTDOWN THREATS, OUR PRODUCTS OPERATE IN CONJUNCTION WITH AND ARE DEPENDENT ON PRODUCTS AND COMPONENTS ACROSS A BROAD ECOSYSTEM. IF THERE IS A SECURITY VULNERABILITY IN ONE OF THESE COMPONENTS, AND IF THERE IS A SECURITY EXPLOIT TARGETING IT, WE COULD FACE INCREASED COSTS, LIABILITY CLAIMS, REDUCED REVENUE, OR HARM TO OUR REPUTATION OR COMPETITIVE POSITION.
DISCLOSURE AND MISUSE OF PERSONAL DATA COULD RESULT IN LIABILITY AND HARM OUR REPUTATION. AS WE CONTINUE TO GROW THE NUMBER AND SCALE OF OUR CLOUD-BASED OFFERINGS, WE STORE AND PROCESS INCREASINGLY LARGE AMOUNTS OF PERSONALLY IDENTIFIABLE INFORMATION OF OUR CUSTOMERS AND USERS. THE CONTINUED OCCURRENCE OF HIGH-PROFILE DATA BREACHES PROVIDES EVIDENCE OF AN EXTERNAL ENVIRONMENT INCREASINGLY HOSTILE TO INFORMATION SECURITY. DESPITE OUR EFFORTS TO IMPROVE THE SECURITY CONTROLS ACROSS OUR BUSINESS GROUPS AND GEOGRAPHIES, IT IS POSSIBLE OUR SECURITY CONTROLS OVER PERSONAL DATA, OUR TRAINING OF EMPLOYEES AND VENDORS ON DATA SECURITY, AND OTHER PRACTICES WE FOLLOW MAY NOT PREVENT THE IMPROPER DISCLOSURE OF CUSTOMER OR USER DATA WE OR OUR VENDORS STORE AND MANAGE. IN ADDITION, THIRD PARTIES WHO HAVE LIMITED ACCESS TO OUR CUSTOMER OR USER DATA MAY USE THIS DATA IN UNAUTHORIZED WAYS. IMPROPER DISCLOSURE OR MISUSE COULD HARM OUR REPUTATION, LEAD TO LEGAL EXPOSURE TO CUSTOMERS OR USERS, OR SUBJECT US TO LIABILITY UNDER LAWS THAT PROTECT PERSONAL DATA, RESULTING IN INCREASED COSTS OR LOSS OF REVENUE. OUR SOFTWARE PRODUCTS AND SERVICES ALSO ENABLE OUR CUSTOMERS AND USERS TO STORE AND PROCESS PERSONAL DATA ON-PREMISES OR, INCREASINGLY, IN A CLOUD-BASED ENVIRONMENT WE HOST. GOVERNMENT AUTHORITIES CAN SOMETIMES REQUIRE US TO PRODUCE CUSTOMER OR USER DATA IN RESPONSE TO VALID LEGAL ORDERS. IN THE U.S. AND ELSEWHERE, WE ADVOCATE FOR TRANSPARENCY CONCERNING THESE REQUESTS AND APPROPRIATE LIMITATIONS ON GOVERNMENT AUTHORITY TO COMPEL DISCLOSURE. DESPITE OUR EFFORTS TO PROTECT CUSTOMER AND USER DATA, PERCEPTIONS THAT THE COLLECTION, USE, AND RETENTION OF PERSONAL INFORMATION IS NOT SATISFACTORILY PROTECTED COULD INHIBIT SALES OF OUR PRODUCTS OR SERVICES, AND COULD LIMIT ADOPTION OF OUR CLOUD-BASED SOLUTIONS BY CONSUMERS, BUSINESSES, AND GOVERNMENT ENTITIES. ADDITIONAL SECURITY MEASURES WE MAY TAKE TO ADDRESS CUSTOMER OR USER CONCERNS, OR CONSTRAINTS ON OUR FLEXIBILITY TO DETERMINE WHERE AND HOW TO OPERATE DATACENTERS IN RESPONSE TO CUSTOMER OR USER EXPECTATIONS OR GOVERNMENTAL RULES OR ACTIONS, MAY CAUSE HIGHER OPERATING EXPENSES OR HINDER GROWTH OF OUR PRODUCTS AND SERVICES.
WE MAY NOT BE ABLE TO PROTECT INFORMATION IN OUR PRODUCTS AND SERVICES FROM USE BY OTHERS. LINKEDIN AND OTHER MICRASOFT PRODUCTS AND SERVICES CONTAIN VALUABLE INFORMATION AND CONTENT PROTECTED BY CONTRACTUAL RESTRICTIONS OR TECHNICAL MEASURES. IN CERTAIN CASES, WE HAVE MADE COMMITMENTS TO OUR MEMBERS AND USERS TO LIMIT ACCESS TO OR USE OF THIS INFORMATION. CHANGES IN THE LAW OR INTERPRETATIONS OF THE LAW MAY WEAKEN OUR ABILITY TO PREVENT THIRD PARTIES FROM SCRAPING OR GATHERING INFORMATION OR CONTENT THROUGH USE OF BOTS OR OTHER MEASURES AND USING IT FOR THEIR OWN BENEFIT, THUS DIMINISHING THE VALUE OF OUR PRODUCTS AND SERVICES.
ABUSE OF OUR ADVERTISING OR SOCIAL PLATFORMS MAY HARM OUR REPUTATION OR USER ENGAGEMENT. FOR LINKEDIN, BING ADS, AND OTHER PRODUCTS AND SERVICES THAT PROVIDE CONTENT OR HOST ADS THAT COME FROM OR CAN BE INFLUENCED BY THIRD PARTIES, OUR REPUTATION OR USER ENGAGEMENT MAY BE NEGATIVELY AFFECTED BY ACTIVITY THAT IS HOSTILE OR INAPPROPRIATE TO OTHER PEOPLE, BY USERS IMPERSONATING OTHER PEOPLE OR ORGANIZATIONS, BY USE OF OUR PRODUCTS OR SERVICES TO DISSEMINATE INFORMATION THAT MAY BE VIEWED AS MISLEADING OR INTENDED TO MANIPULATE THE OPINIONS OF OUR USERS, OR BY THE USE OF OUR PRODUCTS OR SERVICES THAT VIOLATES OUR TERMS OF SERVICE OR OTHERWISE FOR OBJECTIONABLE OR ILLEGAL ENDS. PREVENTING THESE ACTIONS MAY REQUIRE US TO MAKE SUBSTANTIAL INVESTMENTS IN PEOPLE AND TECHNOLOGY AND THESE INVESTMENTS MAY NOT BE SUCCESSFUL, ADVERSELY AFFECTING OUR BUSINESS AND FINANCIAL RESULTS.
WE MAY HAVE EXCESSIVE OUTAGES, DATA LOSSES, AND DISRUPTIONS OF OUR ONLINE SERVICES IF WE FAIL TO MAINTAIN AN ADEQUATE OPERATIONS INFRASTRUCTURE. OUR INCREASING USER TRAFFIC, GROWTH IN SERVICES, AND THE COMPLEXITY OF OUR PRODUCTS AND SERVICES DEMAND MORE COMPUTING POWER. WE SPEND SUBSTANTIAL AMOUNTS TO BUILD, PURCHASE, OR LEASE DATACENTERS AND EQUIPMENT AND TO UPGRADE OUR TECHNOLOGY AND NETWORK INFRASTRUCTURE TO HANDLE MORE TRAFFIC ON OUR WEBSITES AND IN OUR DATACENTERS. THESE DEMANDS CONTINUE TO INCREASE AS WE INTRODUCE NEW PRODUCTS AND SERVICES AND SUPPORT THE GROWTH OF EXISTING SERVICES SUCH AS BING, EXCHANGE ONLINE, AZURE, MICRASOFT ACCOUNT SERVICES, OFFICE 365, ONEDRIVE, SHAREPOINT ONLINE, SKYPE, XBOX LIVE, OUTLOOK.COM, AND WINDOWS STORES. WE ARE RAPIDLY GROWING OUR BUSINESS OF PROVIDING A PLATFORM AND BACK-END HOSTING FOR SERVICES PROVIDED BY THIRD PARTIES TO THEIR END USERS. MAINTAINING, SECURING, AND EXPANDING THIS INFRASTRUCTURE IS EXPENSIVE AND COMPLEX. IT REQUIRES THAT WE MAINTAIN AN INTERNET CONNECTIVITY INFRASTRUCTURE THAT IS ROBUST AND RELIABLE WITHIN COMPETITIVE AND REGULATORY CONSTRAINTS THAT CONTINUE TO EVOLVE. INEFFICIENCIES OR OPERATIONAL FAILURES, INCLUDING TEMPORARY OR PERMANENT LOSS OF CUSTOMER DATA OR INSUFFICIENT INTERNET CONNECTIVITY, COULD DIMINISH THE QUALITY OF OUR PRODUCTS, SERVICES, AND USER EXPERIENCE RESULTING IN CONTRACTUAL LIABILITY, CLAIMS BY CUSTOMERS AND OTHER THIRD PARTIES, REGULATORY ACTIONS, DAMAGE TO OUR REPUTATION, AND LOSS OF CURRENT AND POTENTIAL USERS, SUBSCRIBERS, AND ADVERTISERS, EACH OF WHICH MAY HARM OUR OPERATING RESULTS AND FINANCIAL CONDITION.
GOVERNMENT LITIGATION AND REGULATORY ACTIVITY RELATING TO COMPETITION RULES MAY LIMIT HOW WE DESIGN AND MARKET OUR PRODUCTS. AS A LEADING GLOBAL SOFTWARE AND DEVICE MAKER, GOVERNMENT AGENCIES CLOSELY SCRUTINIZE US UNDER U.S. AND FOREIGN COMPETITION LAWS. AN INCREASING NUMBER OF GOVERNMENTS ARE ACTIVELY ENFORCING COMPETITION LAWS AND REGULATIONS AND THIS INCLUDES INCREASED SCRUTINY IN POTENTIALLY LARGE MARKETS SUCH AS THE EUROPEAN UNION (“EU”), THE U.S., AND CHINA. SOME JURISDICTIONS ALSO ALLOW COMPETITORS OR CONSUMERS TO ASSERT CLAIMS OF ANTI-COMPETITIVE CONDUCT. U.S. FEDERAL AND STATE ANTITRUST AUTHORITIES HAVE PREVIOUSLY BROUGHT ENFORCEMENT ACTIONS AND CONTINUE TO SCRUTINIZE OUR BUSINESS.
THE EUROPEAN COMMISSION (“THE COMMISSION”) CLOSELY SCRUTINIZES THE DESIGN OF HIGH-VOLUME MICRASOFT PRODUCTS AND THE TERMS ON WHICH WE MAKE CERTAIN TECHNOLOGIES USED IN THESE PRODUCTS, SUCH AS FILE FORMATS, PROGRAMMING INTERFACES, AND PROTOCOLS, AVAILABLE TO OTHER COMPANIES. FLAGSHIP PRODUCT RELEASES SUCH AS WINDOWS 10 CAN RECEIVE SIGNIFICANT SCRUTINY UNDER COMPETITION LAWS. FOR EXAMPLE, IN 2004, THE COMMISSION ORDERED US TO CREATE NEW VERSIONS OF OUR WINDOWS OPERATING SYSTEM THAT DO NOT INCLUDE CERTAIN MULTIMEDIA TECHNOLOGIES AND TO PROVIDE OUR COMPETITORS WITH SPECIFICATIONS FOR HOW TO IMPLEMENT CERTAIN PROPRIETARY WINDOWS COMMUNICATIONS PROTOCOLS IN THEIR OWN PRODUCTS. IN 2009, THE COMMISSION ACCEPTED A SET OF COMMITMENTS WE OFFERED TO ADDRESS THE COMMISSION’S CONCERNS RELATING TO COMPETITION IN WEB BROWSING SOFTWARE, INCLUDING AN UNDERTAKING TO ADDRESS COMMISSION CONCERNS RELATING TO INTEROPERABILITY. THE WEB BROWSING COMMITMENTS EXPIRED IN 2014. THE REMAINING OBLIGATIONS MAY LIMIT OUR ABILITY TO INNOVATE IN WINDOWS OR OTHER PRODUCTS IN THE FUTURE, DIMINISH THE DEVELOPER APPEAL OF THE WINDOWS PLATFORM, AND INCREASE OUR PRODUCT DEVELOPMENT COSTS. THE AVAILABILITY OF LICENSES RELATED TO PROTOCOLS AND FILE FORMATS MAY ENABLE COMPETITORS TO DEVELOP SOFTWARE PRODUCTS THAT BETTER MIMIC THE FUNCTIONALITY OF OUR PRODUCTS, WHICH COULD HAMPER SALES OF OUR PRODUCTS.
OUR PORTFOLIO OF FIRST-PARTY DEVICES CONTINUES TO GROW; AT THE SAME TIME OUR OEM PARTNERS OFFER A LARGE VARIETY OF DEVICES ON OUR PLATFORMS. AS A RESULT, INCREASINGLY WE BOTH COOPERATE AND COMPETE WITH OUR OEM PARTNERS, CREATING A RISK THAT WE FAIL TO DO SO IN COMPLIANCE WITH COMPETITION RULES. REGULATORY SCRUTINY IN THIS AREA MAY INCREASE. CERTAIN FOREIGN GOVERNMENTS, PARTICULARLY IN CHINA AND OTHER COUNTRIES IN ASIA, HAVE ADVANCED ARGUMENTS UNDER THEIR COMPETITION LAWS THAT EXERT DOWNWARD PRESSURE ON ROYALTIES FOR OUR INTELLECTUAL PROPERTY.
GOVERNMENT REGULATORY ACTIONS AND COURT DECISIONS SUCH AS THESE MAY RESULT IN FINES, OR HINDER OUR ABILITY TO PROVIDE THE BENEFITS OF OUR SOFTWARE TO CONSUMERS AND BUSINESSES, REDUCING THE ATTRACTIVENESS OF OUR PRODUCTS AND THE REVENUE THAT COME FROM THEM. NEW COMPETITION LAW ACTIONS COULD BE INITIATED, POTENTIALLY USING PREVIOUS ACTIONS AS PRECEDENT. THE OUTCOME OF SUCH ACTIONS, OR STEPS TAKEN TO AVOID THEM, COULD ADVERSELY AFFECT US IN A VARIETY OF WAYS, INCLUDING:
· WE MAY HAVE TO CHOOSE BETWEEN WITHDRAWING PRODUCTS FROM CERTAIN GEOGRAPHIES TO AVOID FINES OR DESIGNING AND DEVELOPING ALTERNATIVE VERSIONS OF THOSE PRODUCTS TO COMPLY WITH GOVERNMENT RULINGS, WHICH MAY ENTAIL A DELAY IN A PRODUCT RELEASE AND REMOVING FUNCTIONALITY THAT CUSTOMERS WANT OR ON WHICH DEVELOPERS RELY.
· WE MAY BE REQUIRED TO MAKE AVAILABLE LICENSES TO OUR PROPRIETARY TECHNOLOGIES ON TERMS THAT DO NOT REFLECT THEIR FAIR MARKET VALUE OR DO NOT PROTECT OUR ASSOCIATED INTELLECTUAL PROPERTY.
· WE ARE SUBJECT TO A VARIETY OF ONGOING COMMITMENTS BECAUSE OF COURT OR ADMINISTRATIVE ORDERS, CONSENT DECREES, OR OTHER VOLUNTARY ACTIONS WE HAVE TAKEN. IF WE FAIL TO COMPLY WITH THESE COMMITMENTS, WE MAY INCUR LITIGATION COSTS AND BE SUBJECT TO SUBSTANTIAL FINES OR OTHER REMEDIAL ACTIONS.
· OUR ABILITY TO REALIZE ANTICIPATED WINDOWS 10 POST-SALE MONETIZATION OPPORTUNITIES MAY BE LIMITED.
OUR GLOBAL OPERATIONS SUBJECT US TO POTENTIAL LIABILITY UNDER ANTI-CORRUPTION, TRADE PROTECTION, AND OTHER LAWS AND REGULATIONS. THE FOREIGN CORRUPT PRACTICES ACT AND OTHER ANTI-CORRUPTION LAWS AND REGULATIONS (“ANTI-CORRUPTION LAWS”) PROHIBIT CORRUPT PAYMENTS BY OUR EMPLOYEES, VENDORS, OR AGENTS. FROM TIME TO TIME, WE RECEIVE INQUIRIES FROM AUTHORITIES IN THE U.S. AND ELSEWHERE AND REPORTS FROM EMPLOYEES AND OTHERS ABOUT OUR BUSINESS ACTIVITIES OUTSIDE THE U.S. AND OUR COMPLIANCE WITH ANTI-CORRUPTION LAWS. SPECIFICALLY, WE HAVE BEEN COOPERATING WITH AUTHORITIES IN THE U.S. IN CONNECTION WITH REPORTS CONCERNING OUR COMPLIANCE WITH THE FOREIGN CORRUPT PRACTICES ACT IN VARIOUS COUNTRIES. MOST COUNTRIES IN WHICH WE OPERATE ALSO HAVE COMPETITION LAWS THAT PROHIBIT COMPETITORS FROM COLLUDING OR OTHERWISE ATTEMPTING TO REDUCE COMPETITION BETWEEN THEMSELVES. WHILE WE DEVOTE SUBSTANTIAL RESOURCES TO OUR GLOBAL COMPLIANCE PROGRAMS AND HAVE IMPLEMENTED POLICIES, TRAINING, AND INTERNAL CONTROLS DESIGNED TO REDUCE THE RISK OF CORRUPT PAYMENTS AND COLLUSIVE ACTIVITY, OUR EMPLOYEES, VENDORS, OR AGENTS MAY VIOLATE OUR POLICIES. OUR FAILURE TO COMPLY WITH ANTI-CORRUPTION LAWS OR COMPETITION LAWS COULD RESULT IN SIGNIFICANT FINES AND PENALTIES, CRIMINAL SANCTIONS AGAINST US, OUR OFFICERS, OR OUR EMPLOYEES, PROHIBITIONS ON THE CONDUCT OF OUR BUSINESS, AND DAMAGE TO OUR REPUTATION. OPERATIONS OUTSIDE THE U.S. MAY BE AFFECTED BY CHANGES IN TRADE PROTECTION LAWS, POLICIES, AND MEASURES, SANCTIONS, AND OTHER REGULATORY REQUIREMENTS AFFECTING TRADE AND INVESTMENT. WE MAY BE SUBJECT TO LEGAL LIABILITY AND REPUTATIONAL DAMAGE IF WE SELL GOODS OR SERVICES IN VIOLATION OF U.S. TRADE SANCTIONS ON COUNTRIES SUCH AS IRAN, NORTH KOREA, CUBA, SUDAN, AND SYRIA.
OTHER REGULATORY AREAS THAT MAY APPLY TO OUR PRODUCTS AND ONLINE SERVICES OFFERINGS INCLUDE USER PRIVACY, TELECOMMUNICATIONS, DATA STORAGE AND PROTECTION, AND ONLINE CONTENT. FOR EXAMPLE, REGULATORS MAY TAKE THE POSITION THAT OUR OFFERINGS SUCH AS SKYPE ARE COVERED BY EXISTING LAWS REGULATING TELECOMMUNICATIONS SERVICES AND NEW LAWS MAY DEFINE MORE OF OUR SERVICES AS REGULATED TELECOMMUNICATIONS SERVICES. DATA PROTECTION AUTHORITIES MAY ASSERT THAT OUR COLLECTION, USE, AND MANAGEMENT OF CUSTOMER DATA IS INCONSISTENT WITH THEIR LAWS AND REGULATIONS. LEGISLATIVE OR REGULATORY ACTION RELATING CYBERSECURITY REQUIREMENTS MAY INCREASE THE COSTS TO DEVELOP, IMPLEMENT, OR SECURE OUR PRODUCTS AND SERVICES. LEGISLATIVE OR REGULATORY ACTION COULD ALSO EMERGE IN THE AREA OF AI, INCREASING COSTS OR RESTRICTING OPPORTUNITY. APPLYING THESE LAWS AND REGULATIONS TO OUR BUSINESS IS OFTEN UNCLEAR, SUBJECT TO CHANGE OVER TIME, AND SOMETIMES MAY CONFLICT FROM JURISDICTION TO JURISDICTION. ADDITIONALLY, THESE LAWS AND GOVERNMENTS’ APPROACH TO THEIR ENFORCEMENT, AND OUR PRODUCTS AND SERVICES, ARE CONTINUING TO EVOLVE. COMPLIANCE WITH THESE TYPES OF REGULATION MAY INVOLVE SIGNIFICANT COSTS OR REQUIRE CHANGES IN PRODUCTS OR BUSINESS PRACTICES THAT RESULT IN REDUCED REVENUE. NONCOMPLIANCE COULD RESULT IN THE IMPOSITION OF PENALTIES OR ORDERS WE STOP THE ALLEGED NONCOMPLIANT ACTIVITY.
WE STRIVE TO EMPOWER ALL PEOPLE AND ORGANIZATIONS TO ACHIEVE MORE, AND ACCESSIBILITY OF OUR PRODUCTS IS AN IMPORTANT ASPECT OF THIS GOAL. THERE IS INCREASING PRESSURE FROM ADVOCACY GROUPS, REGULATORS, COMPETITORS, AND CUSTOMERS TO MAKE TECHNOLOGY MORE ACCESSIBLE. IF OUR PRODUCTS DO NOT MEET CUSTOMER EXPECTATIONS OR EMERGING GLOBAL ACCESSIBILITY REQUIREMENTS, WE COULD LOSE SALES OPPORTUNITIES OR FACE REGULATORY ACTIONS
LAWS AND REGULATIONS RELATING TO THE HANDLING OF PERSONAL DATA MAY IMPEDE THE ADOPTION OF OUR SERVICES OR RESULT IN INCREASED COSTS, LEGAL CLAIMS, FINES AGAINST US, OR REPUTATIONAL DAMAGE. THE GROWTH OF OUR INTERNET- AND CLOUD-BASED SERVICES INTERNATIONALLY RELIES INCREASINGLY ON THE MOVEMENT OF DATA ACROSS NATIONAL BOUNDARIES. LEGAL REQUIREMENTS RELATING TO THE COLLECTION, STORAGE, HANDLING, AND TRANSFER OF PERSONAL DATA CONTINUE TO EVOLVE. FOR EXAMPLE, THE EU AND THE U.S. FORMALLY ENTERED INTO A NEW FRAMEWORK IN JULY 2016 THAT PROVIDES A MECHANISM FOR COMPANIES TO TRANSFER DATA FROM EU MEMBER STATES TO THE U.S. THIS FRAMEWORK, CALLED THE PRIVACY SHIELD, IS INTENDED TO ADDRESS SHORTCOMINGS IDENTIFIED BY THE EUROPEAN COURT OF JUSTICE IN A PREDECESSOR MECHANISM. THE PRIVACY SHIELD AND OTHER MECHANISMS ARE CURRENTLY SUBJECT TO CHALLENGES IN EUROPEAN COURTS, WHICH MAY LEAD TO UNCERTAINTY ABOUT THE LEGAL BASIS FOR DATA TRANSFERS ACROSS THE ATLANTIC. THE PRIVACY SHIELD AND OTHER POTENTIAL RULES ON THE FLOW OF DATA ACROSS BORDERS COULD INCREASE THE COST AND COMPLEXITY OF DELIVERING OUR PRODUCTS AND SERVICES IN SOME MARKETS. IN MAY 2018, A NEW EU LAW GOVERNING DATA PRACTICES AND PRIVACY, THE GENERAL DATA PROTECTION REGULATION (“GDPR”), BECAME EFFECTIVE. THE LAW, WHICH APPLIES TO ALL OF OUR ACTIVITIES CONDUCTED FROM AN ESTABLISHMENT IN THE EU OR RELATED TO PRODUCTS AND SERVICES OFFERED IN THE EU, IMPOSES A RANGE OF NEW COMPLIANCE OBLIGATIONS REGARDING THE HANDLING OF PERSONAL DATA. ENGINEERING EFFORTS TO BUILD NEW CAPABILITIES TO FACILITATE COMPLIANCE WITH THE LAW HAVE ENTAILED SUBSTANTIAL EXPENSE AND THE DIVERSION OF ENGINEERING RESOURCES FROM OTHER PROJECTS AND MAY CONTINUE TO DO SO. WE MIGHT EXPERIENCE REDUCED DEMAND FOR OUR OFFERINGS IF WE ARE UNABLE TO ENGINEER PRODUCTS THAT MEET OUR LEGAL DUTIES OR HELP OUR CUSTOMERS MEET THEIR OBLIGATIONS UNDER THE GDPR OR OTHER DATA REGULATIONS, OR IF THE CHANGES WE IMPLEMENT TO COMPLY WITH THE GDPR MAKE OUR OFFERINGS LESS ATTRACTIVE. THE GDPR IMPOSES SIGNIFICANT NEW OBLIGATIONS AND COMPLIANCE WITH THESE OBLIGATIONS DEPENDS IN PART ON HOW PARTICULAR REGULATORS APPLY AND INTERPRET THEM. IF WE FAIL TO COMPLY WITH THE GDPR, OR IF REGULATORS ASSERT WE HAVE FAILED TO COMPLY WITH THE GDPR, IT MAY LEAD TO REGULATORY ENFORCEMENT ACTIONS, WHICH CAN RESULT IN MONETARY PENALTIES OF UP TO 4% OF WORLDWIDE REVENUE, PRIVATE LAWSUITS, OR REPUTATIONAL DAMAGE.
THE COMPANY’S INVESTMENT IN GAINING INSIGHTS FROM DATA IS BECOMING CENTRAL TO THE VALUE OF THE SERVICES WE DELIVER TO CUSTOMERS, TO OUR OPERATIONAL EFFICIENCY AND KEY OPPORTUNITIES IN MONETIZATION, CUSTOMER PERCEPTIONS OF QUALITY, AND OPERATIONAL EFFICIENCY. OUR ABILITY TO USE DATA IN THIS WAY MAY BE CONSTRAINED BY REGULATORY DEVELOPMENTS THAT IMPEDE REALIZING THE EXPECTED RETURN FROM THIS INVESTMENT. ONGOING LEGAL REVIEWS BY REGULATORS MAY RESULT IN BURDENSOME OR INCONSISTENT REQUIREMENTS, INCLUDING DATA SOVEREIGNTY AND LOCALIZATION REQUIREMENTS, AFFECTING THE LOCATION AND MOVEMENT OF OUR CUSTOMER AND INTERNAL EMPLOYEE DATA AS WELL AS THE MANAGEMENT OF THAT DATA. COMPLIANCE WITH APPLICABLE LAWS AND REGULATIONS REGARDING PERSONAL DATA MAY REQUIRE CHANGES IN SERVICES, BUSINESS PRACTICES, OR INTERNAL SYSTEMS THAT RESULT IN INCREASED COSTS, LOWER REVENUE, REDUCED EFFICIENCY, OR GREATER DIFFICULTY IN COMPETING WITH FOREIGN-BASED FIRMS. COMPLIANCE WITH DATA REGULATIONS MIGHT LIMIT OUR ABILITY TO INNOVATE OR OFFER CERTAIN FEATURES AND FUNCTIONALITY IN SOME JURISDICTIONS WHERE WE OPERATE. FAILURE TO COMPLY WITH EXISTING OR NEW RULES MAY RESULT IN SIGNIFICANT PENALTIES OR ORDERS TO STOP THE ALLEGED NONCOMPLIANT ACTIVITY, AS WELL AS NEGATIVE PUBLICITY AND DIVERSION OF MANAGEMENT TIME AND EFFORT.
OUR BUSINESS DEPENDS ON OUR ABILITY TO ATTRACT AND RETAIN TALENTED EMPLOYEES. OUR BUSINESS IS BASED ON SUCCESSFULLY ATTRACTING AND RETAINING TALENTED EMPLOYEES. THE MARKET FOR HIGHLY SKILLED WORKERS AND LEADERS IN OUR INDUSTRY IS EXTREMELY COMPETITIVE. MAINTAINING OUR BRAND AND REPUTATION ARE IMPORTANT TO OUR ABILITY TO RECRUIT AND RETAIN EMPLOYEES. WE ARE ALSO LIMITED IN OUR ABILITY TO RECRUIT INTERNATIONALLY BY RESTRICTIVE DOMESTIC IMMIGRATION LAWS. CHANGES TO U.S. IMMIGRATION POLICIES THAT RESTRAIN THE FLOW OF TECHNICAL AND PROFESSIONAL TALENT MAY INHIBIT OUR ABILITY TO ADEQUATELY STAFF OUR RESEARCH AND DEVELOPMENT EFFORTS. IF WE ARE LESS SUCCESSFUL IN OUR RECRUITING EFFORTS, OR IF WE CANNOT RETAIN HIGHLY SKILLED WORKERS AND KEY LEADERS, OUR ABILITY TO DEVELOP AND DELIVER SUCCESSFUL PRODUCTS AND SERVICES MAY BE ADVERSELY AFFECTED. EFFECTIVE SUCCESSION PLANNING IS ALSO IMPORTANT TO OUR LONG-TERM SUCCESS. FAILURE TO ENSURE EFFECTIVE TRANSFER OF KNOWLEDGE AND SMOOTH TRANSITIONS INVOLVING KEY EMPLOYEES COULD HINDER OUR STRATEGIC PLANNING AND EXECUTION. HOW EMPLOYMENT-RELATED LAWS ARE INTERPRETED AND APPLIED TO OUR WORKFORCE PRACTICES MAY RESULT IN INCREASED OPERATING COSTS AND LESS FLEXIBILITY IN HOW WE MEET OUR WORKFORCE NEEDS.
WE HAVE CLAIMS AND LAWSUITS AGAINST US THAT MAY RESULT IN ADVERSE OUTCOMES. WE ARE SUBJECT TO A VARIETY OF CLAIMS AND LAWSUITS. THESE CLAIMS MAY ARISE FROM A WIDE VARIETY OF BUSINESS PRACTICES AND INITIATIVES, INCLUDING MAJOR NEW PRODUCT RELEASES SUCH AS WINDOWS 10, SIGNIFICANT BUSINESS TRANSACTIONS, WARRANTY OR PRODUCT CLAIMS, AND EMPLOYMENT PRACTICES. ADVERSE OUTCOMES IN SOME OR ALL OF THESE CLAIMS MAY RESULT IN SIGNIFICANT MONETARY DAMAGES OR INJUNCTIVE RELIEF THAT COULD ADVERSELY AFFECT OUR ABILITY TO CONDUCT OUR BUSINESS. THE LITIGATION AND OTHER CLAIMS ARE SUBJECT TO INHERENT UNCERTAINTIES AND MANAGEMENT’S VIEW OF THESE MATTERS MAY CHANGE IN THE FUTURE. A MATERIAL ADVERSE IMPACT IN OUR CONSOLIDATED FINANCIAL STATEMENTS COULD OCCUR FOR THE PERIOD IN WHICH THE EFFECT OF AN UNFAVORABLE OUTCOME BECOMES PROBABLE AND REASONABLY ESTIMABLE.
WE MAY HAVE ADDITIONAL TAX LIABILITIES. WE ARE SUBJECT TO INCOME TAXES IN THE U.S. AND MANY FOREIGN JURISDICTIONS. SIGNIFICANT JUDGMENT IS REQUIRED IN DETERMINING OUR WORLDWIDE PROVISION FOR INCOME TAXES. IN THE COURSE OF OUR BUSINESS, THERE ARE MANY TRANSACTIONS AND CALCULATIONS WHERE THE ULTIMATE TAX DETERMINATION IS UNCERTAIN. FOR EXAMPLE, COMPLIANCE WITH THE 2017 UNITED STATES TAX CUT AND JOBS ACT (“TCJA”) MAY REQUIRE THE COLLECTION OF INFORMATION NOT REGULARLY PRODUCED WITHIN THE COMPANY, THE USE OF ESTIMATES IN OUR FINANCIAL STATEMENTS, AND THE EXERCISE OF SIGNIFICANT JUDGMENT IN ACCOUNTING FOR ITS PROVISIONS. AS REGULATIONS AND GUIDANCE EVOLVE WITH RESPECT TO TCJA, AND AS WE GATHER MORE INFORMATION AND PERFORM MORE ANALYSIS, OUR RESULTS MAY DIFFER FROM PREVIOUS ESTIMATES AND MAY MATERIALLY AFFECT OUR FINANCIAL POSITION.
WE REGULARLY ARE UNDER AUDIT BY TAX AUTHORITIES IN DIFFERENT JURISDICTIONS. ECONOMIC AND POLITICAL PRESSURES TO INCREASE TAX REVENUE IN VARIOUS JURISDICTIONS MAY MAKE RESOLVING TAX DISPUTES FAVORABLY MORE DIFFICULT. ALTHOUGH WE BELIEVE OUR TAX ESTIMATES ARE REASONABLE, THE FINAL DETERMINATION OF TAX AUDITS AND ANY RELATED LITIGATION IN THE JURISDICTIONS WHERE WE ARE SUBJECT TO TAXATION COULD BE MATERIALLY DIFFERENT FROM OUR HISTORICAL INCOME TAX PROVISIONS AND ACCRUALS. THE RESULTS OF AN AUDIT OR LITIGATION COULD HAVE A MATERIAL EFFECT IN OUR CONSOLIDATED FINANCIAL STATEMENTS IN THE PERIOD OR PERIODS IN WHICH THAT DETERMINATION IS MADE.
WE EARN A SIGNIFICANT AMOUNT OF OUR OPERATING INCOME OUTSIDE THE U.S. A CHANGE IN THE MIX OF EARNINGS AND LOSSES IN COUNTRIES WITH DIFFERING STATUTORY TAX RATES, CHANGES IN OUR BUSINESS OR STRUCTURE, OR THE EXPIRATION OF OR DISPUTES ABOUT CERTAIN TAX AGREEMENTS IN A PARTICULAR COUNTRY MAY RESULT IN HIGHER EFFECTIVE TAX RATES FOR THE COMPANY. IN ADDITION, CHANGES IN U.S. FEDERAL AND STATE OR INTERNATIONAL TAX LAWS APPLICABLE TO CORPORATE MULTINATIONALS, OTHER FUNDAMENTAL LAW CHANGES CURRENTLY BEING CONSIDERED BY MANY COUNTRIES, INCLUDING IN THE U.S., AND CHANGES IN TAXING JURISDICTIONS’ ADMINISTRATIVE INTERPRETATIONS, DECISIONS, POLICIES, AND POSITIONS MAY MATERIALLY ADVERSELY IMPACT OUR TAX EXPENSE AND CASH FLOWS.
WE MAY EXPERIENCE QUALITY OR SUPPLY PROBLEMS. OUR HARDWARE PRODUCTS SUCH AS XBOX CONSOLES, SURFACE DEVICES, AND OTHER DEVICES WE DESIGN, MANUFACTURE, AND MARKET ARE HIGHLY COMPLEX AND CAN HAVE DEFECTS IN DESIGN, MANUFACTURE, OR ASSOCIATED SOFTWARE. WE COULD INCUR SIGNIFICANT EXPENSES, LOST REVENUE, AND REPUTATIONAL HARM AS A RESULT OF RECALLS, SAFETY ALERTS, OR PRODUCT LIABILITY CLAIMS IF WE FAIL TO PREVENT, DETECT, OR ADDRESS SUCH ISSUES THROUGH DESIGN, TESTING, OR WARRANTY REPAIRS.
OUR SOFTWARE PRODUCTS ALSO MAY EXPERIENCE QUALITY OR RELIABILITY PROBLEMS. THE HIGHLY-SOPHISTICATED SOFTWARE PRODUCTS WE DEVELOP MAY CONTAIN BUGS AND OTHER DEFECTS THAT INTERFERE WITH THEIR INTENDED OPERATION. ANY DEFECTS WE DO NOT DETECT AND FIX IN PRE-RELEASE TESTING COULD CAUSE REDUCED SALES AND REVENUE, DAMAGE TO OUR REPUTATION, REPAIR OR REMEDIATION COSTS, DELAYS IN THE RELEASE OF NEW PRODUCTS OR VERSIONS, OR LEGAL LIABILITY. ALTHOUGH OUR LICENSE AGREEMENTS TYPICALLY CONTAIN PROVISIONS THAT ELIMINATE OR LIMIT OUR EXPOSURE TO LIABILITY, THERE IS NO ASSURANCE THESE PROVISIONS WILL WITHSTAND LEGAL CHALLENGE.
WE ACQUIRE SOME DEVICE AND DATACENTER COMPONENTS FROM SOLE SUPPLIERS. OUR COMPETITORS USE SOME OF THE SAME SUPPLIERS AND THEIR DEMAND FOR HARDWARE COMPONENTS CAN AFFECT THE CAPACITY AVAILABLE TO US. IF A COMPONENT FROM A SOLE-SOURCE SUPPLIER IS DELAYED OR BECOMES UNAVAILABLE, WHETHER BECAUSE OF SUPPLIER CAPACITY CONSTRAINT, INDUSTRY SHORTAGES, LEGAL OR REGULATORY CHANGES, OR OTHER REASONS, WE MAY NOT OBTAIN TIMELY REPLACEMENT SUPPLIES, RESULTING IN REDUCED SALES OR INADEQUATE DATACENTER CAPACITY. COMPONENT SHORTAGES, EXCESS OR OBSOLETE INVENTORY, OR PRICE REDUCTIONS RESULTING IN INVENTORY ADJUSTMENTS MAY INCREASE OUR COST OF REVENUE. XBOX CONSOLES, SURFACE DEVICES, DATACENTER SERVERS, AND OTHER HARDWARE ARE ASSEMBLED IN ASIA AND OTHER GEOGRAPHIES THAT MAY BE SUBJECT TO DISRUPTIONS IN THE SUPPLY CHAIN, RESULTING IN SHORTAGES THAT WOULD AFFECT OUR REVENUE AND OPERATING MARGINS. THESE SAME RISKS WOULD APPLY TO ANY OTHER HARDWARE AND SOFTWARE PRODUCTS WE MAY OFFER.
OUR GLOBAL BUSINESS EXPOSES US TO OPERATIONAL AND ECONOMIC RISKS. OUR CUSTOMERS ARE LOCATED IN OVER 200 COUNTRIES AND A SIGNIFICANT PART OF OUR REVENUE COMES FROM INTERNATIONAL SALES. THE GLOBAL NATURE OF OUR BUSINESS CREATES OPERATIONAL AND ECONOMIC RISKS. OUR RESULTS OF OPERATIONS MAY BE AFFECTED BY GLOBAL, REGIONAL, AND LOCAL ECONOMIC DEVELOPMENTS, MONETARY POLICY, INFLATION, AND RECESSION, AS WELL AS POLITICAL AND MILITARY DISPUTES. IN ADDITION, OUR INTERNATIONAL GROWTH STRATEGY INCLUDES CERTAIN MARKETS, THE DEVELOPING NATURE OF WHICH PRESENTS SEVERAL RISKS, INCLUDING DETERIORATION OF SOCIAL, POLITICAL, LABOR, OR ECONOMIC CONDITIONS IN A COUNTRY OR REGION, AND DIFFICULTIES IN STAFFING AND MANAGING FOREIGN OPERATIONS. EMERGING NATIONALIST TRENDS IN SPECIFIC COUNTRIES MAY SIGNIFICANTLY ALTER THE TRADE ENVIRONMENT. CHANGES TO TRADE POLICY OR AGREEMENTS AS A RESULT OF POPULISM, PROTECTIONISM, OR ECONOMIC NATIONALISM MAY RESULT IN HIGHER TARIFFS, LOCAL SOURCING INITIATIVES, OR OTHER DEVELOPMENTS THAT MAKE IT MORE DIFFICULT TO SELL OUR PRODUCTS IN FOREIGN COUNTRIES. DISRUPTIONS OF THESE KINDS IN DEVELOPED OR EMERGING MARKETS COULD NEGATIVELY IMPACT DEMAND FOR OUR PRODUCTS AND SERVICES OR INCREASE OPERATING COSTS. ALTHOUGH WE HEDGE A PORTION OF OUR INTERNATIONAL CURRENCY EXPOSURE, SIGNIFICANT FLUCTUATIONS IN FOREIGN EXCHANGE RATES BETWEEN THE U.S. DOLLAR AND FOREIGN CURRENCIES MAY ADVERSELY AFFECT OUR REVENUE.
CATASTROPHIC EVENTS OR GEOPOLITICAL CONDITIONS MAY DISRUPT OUR BUSINESS. A DISRUPTION OR FAILURE OF OUR SYSTEMS OR OPERATIONS BECAUSE OF A MAJOR EARTHQUAKE, WEATHER EVENT, CYBERATTACK, TERRORIST ATTACK, OR OTHER CATASTROPHIC EVENT COULD CAUSE DELAYS IN COMPLETING SALES, PROVIDING SERVICES, OR PERFORMING OTHER CRITICAL FUNCTIONS. OUR CORPORATE HEADQUARTERS, A SIGNIFICANT PORTION OF OUR RESEARCH AND DEVELOPMENT ACTIVITIES, AND CERTAIN OTHER ESSENTIAL BUSINESS OPERATIONS ARE IN THE SEATTLE, WASHINGTON AREA, AND WE HAVE OTHER BUSINESS OPERATIONS IN THE SILICON VALLEY AREA OF CALIFORNIA, BOTH OF WHICH ARE SEISMICALLY ACTIVE REGIONS. A CATASTROPHIC EVENT THAT RESULTS IN THE DESTRUCTION OR DISRUPTION OF ANY OF OUR CRITICAL BUSINESS OR IT SYSTEMS COULD HARM OUR ABILITY TO CONDUCT NORMAL BUSINESS OPERATIONS. PROVIDING OUR CUSTOMERS WITH MORE SERVICES AND SOLUTIONS IN THE CLOUD PUTS A PREMIUM ON THE RESILIENCE OF OUR SYSTEMS AND STRENGTH OF OUR BUSINESS CONTINUITY MANAGEMENT PLANS, AND MAGNIFIES THE POTENTIAL IMPACT OF PROLONGED SERVICE OUTAGES ON OUR OPERATING RESULTS.
ABRUPT POLITICAL CHANGE, TERRORIST ACTIVITY, AND ARMED CONFLICT POSE A RISK OF GENERAL ECONOMIC DISRUPTION IN AFFECTED COUNTRIES, WHICH MAY INCREASE OUR OPERATING COSTS. THESE CONDITIONS ALSO MAY ADD UNCERTAINTY TO THE TIMING AND BUDGET FOR TECHNOLOGY INVESTMENT DECISIONS BY OUR CUSTOMERS, AND MAY CAUSE SUPPLY CHAIN DISRUPTIONS FOR HARDWARE MANUFACTURERS. GEOPOLITICAL CHANGE MAY RESULT IN CHANGING REGULATORY REQUIREMENTS THAT COULD IMPACT OUR OPERATING STRATEGIES, ACCESS TO GLOBAL MARKETS, HIRING, AND PROFITABILITY. GEOPOLITICAL INSTABILITY MAY LEAD TO SANCTIONS AND IMPACT OUR ABILITY TO DO BUSINESS IN SOME MARKETS OR WITH SOME PUBLIC-SECTOR CUSTOMERS. ANY OF THESE CHANGES MAY NEGATIVELY IMPACT OUR REVENUES.
THE LONG-TERM EFFECTS OF CLIMATE CHANGE ON THE GLOBAL ECONOMY OR THE IT INDUSTRY IN PARTICULAR ARE UNCLEAR. ENVIRONMENTAL REGULATIONS OR CHANGES IN THE SUPPLY, DEMAND OR AVAILABLE SOURCES OF ENERGY OR OTHER NATURAL RESOURCES MAY AFFECT THE AVAILABILITY OR COST OF GOODS AND SERVICES, INCLUDING NATURAL RESOURCES, NECESSARY TO RUN OUR BUSINESS. CHANGES IN WEATHER WHERE WE OPERATE MAY INCREASE THE COSTS OF POWERING AND COOLING COMPUTER HARDWARE WE USE TO DEVELOP SOFTWARE AND PROVIDE CLOUD-BASED SERVICES.
ADVERSE ECONOMIC OR MARKET CONDITIONS MAY HARM OUR BUSINESS. WORSENING ECONOMIC CONDITIONS, INCLUDING INFLATION, RECESSION, OR OTHER CHANGES IN ECONOMIC CONDITIONS, MAY CAUSE LOWER IT SPENDING AND ADVERSELY AFFECT OUR REVENUE. IF DEMAND FOR PCS, SERVERS, AND OTHER COMPUTING DEVICES DECLINES, OR CONSUMER OR BUSINESS SPENDING FOR THOSE PRODUCTS DECLINES, OUR REVENUE WILL BE ADVERSELY AFFECTED. SUBSTANTIAL REVENUE COMES FROM OUR U.S. GOVERNMENT CONTRACTS. AN EXTENDED FEDERAL GOVERNMENT SHUTDOWN RESULTING FROM FAILING TO PASS BUDGET APPROPRIATIONS, ADOPT CONTINUING FUNDING RESOLUTIONS OR RAISE THE DEBT CEILING, AND OTHER BUDGETARY DECISIONS LIMITING OR DELAYING FEDERAL GOVERNMENT SPENDING, COULD REDUCE GOVERNMENT IT SPENDING ON OUR PRODUCTS AND SERVICES AND ADVERSELY AFFECT OUR REVENUE.
OUR PRODUCT DISTRIBUTION SYSTEM RELIES ON AN EXTENSIVE PARTNER AND RETAIL NETWORK. OEMS BUILDING DEVICES THAT RUN OUR SOFTWARE HAVE ALSO BEEN A SIGNIFICANT MEANS OF DISTRIBUTION. THE IMPACT OF ECONOMIC CONDITIONS ON OUR PARTNERS, SUCH AS THE BANKRUPTCY OF A MAJOR DISTRIBUTOR, OEM, OR RETAILER, COULD CAUSE SALES CHANNEL DISRUPTION.
CHALLENGING ECONOMIC CONDITIONS ALSO MAY IMPAIR THE ABILITY OF OUR CUSTOMERS TO PAY FOR PRODUCTS AND SERVICES THEY HAVE PURCHASED. AS A RESULT, ALLOWANCES FOR DOUBTFUL ACCOUNTS AND WRITE-OFFS OF ACCOUNTS RECEIVABLE MAY INCREASE.
WE MAINTAIN AN INVESTMENT PORTFOLIO OF VARIOUS HOLDINGS, TYPES, AND MATURITIES. THESE INVESTMENTS ARE SUBJECT TO GENERAL CREDIT, LIQUIDITY, MARKET, AND INTEREST RATE RISKS, WHICH MAY BE EXACERBATED BY MARKET DOWNTURNS OR EVENTS THAT AFFECT GLOBAL FINANCIAL MARKETS. A SIGNIFICANT PART OF OUR INVESTMENT PORTFOLIO COMPRISES U.S. GOVERNMENT SECURITIES. IF GLOBAL FINANCIAL MARKETS DECLINE FOR LONG PERIODS, OR IF THERE IS A DOWNGRADE OF THE U.S. GOVERNMENT CREDIT RATING DUE TO AN ACTUAL OR THREATENED DEFAULT ON GOVERNMENT DEBT, OUR INVESTMENT PORTFOLIO MAY BE ADVERSELY AFFECTED AND WE COULD DETERMINE THAT MORE OF OUR INVESTMENTS HAVE EXPERIENCED AN OTHER-THAN-TEMPORARY DECLINE IN FAIR VALUE, REQUIRING IMPAIRMENT CHARGES THAT COULD ADVERSELY AFFECT OUR FINANCIAL RESULTS.
CHANGES IN OUR SALES ORGANIZATION MAY IMPACT REVENUES. IN JULY 2017, WE ANNOUNCED PLANS TO REORGANIZE OUR GLOBAL SALES ORGANIZATION TO HELP ENABLE CUSTOMERS’ DIGITAL TRANSFORMATION, ADD GREATER TECHNICAL ABILITY TO OUR SALES FORCE, AND CREATE POOLED RESOURCES THAT CAN BE USED ACROSS COUNTRIES AND INDUSTRIES. THE REORGANIZATION IS THE MOST SIGNIFICANT CHANGE IN OUR GLOBAL SALES ORGANIZATION IN OUR HISTORY, INVOLVING EMPLOYEES CHANGING ROLES, ADDING ADDITIONAL TALENT, REALIGNING TEAMS, AND ONBOARDING NEW PARTNERS. SUCCESSFULLY EXECUTING THESE CHANGES WILL BE A SIGNIFICANT FACTOR IN ENABLING FUTURE REVENUE GROWTH. AS WE CONTINUE TO NAVIGATE THROUGH THIS TRANSITION, SALES, PROFITABILITY, AND CASH FLOW COULD BE ADVERSELY IMPACTED.
THE DEVELOPMENT OF THE INTERNET OF THINGS PRESENTS SECURITY, PRIVACY, AND EXECUTION RISKS. TO SUPPORT THE GROWTH OF THE INTELLIGENT CLOUD AND THE INTELLIGENT EDGE, WE ARE DEVELOPING PRODUCTS, SERVICES, AND TECHNOLOGIES TO POWER THE IOT, A NETWORK OF DISTRIBUTED AND INTERCONNECTED DEVICES EMPLOYING SENSORS, DATA, AND COMPUTING CAPABILITIES INCLUDING AI. THE IOT’S GREAT POTENTIAL ALSO CARRIES SUBSTANTIAL RISKS. IOT PRODUCTS AND SERVICES MAY CONTAIN DEFECTS IN DESIGN, MANUFACTURE, OR OPERATION, THAT MAKE THEM INSECURE OR INEFFECTIVE FOR THEIR INTENDED PURPOSES. AN IOT SOLUTION HAS MULTIPLE LAYERS OF HARDWARE, SENSORS, PROCESSORS, SOFTWARE, AND FIRMWARE, SEVERAL OF WHICH WE MAY NOT DEVELOP OR CONTROL. EACH LAYER, INCLUDING THE WEAKEST LAYER, CAN IMPACT THE SECURITY OF THE WHOLE SYSTEM. MANY IOT DEVICES HAVE LIMITED INTERFACES AND ABILITY TO BE UPDATED OR PATCHED. IOT SOLUTIONS MAY COLLECT LARGE AMOUNTS OF DATA, AND OUR HANDLING OF IOT DATA MAY NOT SATISFY CUSTOMERS OR REGULATORY REQUIREMENTS. IOT SCENARIOS MAY INCREASINGLY AFFECT PERSONAL HEALTH AND SAFETY. IF IOT SOLUTIONS THAT INCLUDE OUR TECHNOLOGIES DO NOT WORK AS INTENDED, VIOLATE THE LAW, OR HARM INDIVIDUALS OR BUSINESSES, WE MAY BE SUBJECT TO LEGAL CLAIMS OR ENFORCEMENT ACTIONS. THESE RISKS, IF REALIZED, MAY INCREASE OUR COSTS, DAMAGE OUR REPUTATION OR BRANDS, OR NEGATIVELY IMPACT OUR REVENUES OR MARGINS.
ISSUES IN THE USE OF ARTIFICIAL INTELLIGENCE IN OUR OFFERINGS MAY RESULT IN REPUTATIONAL HARM OR LIABILITY. WE ARE BUILDING AI INTO MANY OF OUR OFFERINGS AND WE EXPECT THIS ELEMENT OF OUR BUSINESS TO GROW. WE ENVISION A FUTURE IN WHICH AI OPERATING IN OUR DEVICES, APPLICATIONS, AND THE CLOUD HELPS OUR CUSTOMERS BE MORE PRODUCTIVE IN THEIR WORK AND PERSONAL LIVES. AS WITH MANY DISRUPTIVE INNOVATIONS, AI PRESENTS RISKS AND CHALLENGES THAT COULD AFFECT ITS ADOPTION, AND THEREFORE OUR BUSINESS. AI ALGORITHMS MAY BE FLAWED. DATASETS MAY BE INSUFFICIENT OR CONTAIN BIASED INFORMATION. INAPPROPRIATE OR CONTROVERSIAL DATA PRACTICES BY MICRASOFT OR OTHERS COULD IMPAIR THE ACCEPTANCE OF AI SOLUTIONS. THESE DEFICIENCIES COULD UNDERMINE THE DECISIONS, PREDICTIONS, OR ANALYSIS AI APPLICATIONS PRODUCE, SUBJECTING US TO COMPETITIVE HARM, LEGAL LIABILITY, AND BRAND OR REPUTATIONAL HARM. SOME AI SCENARIOS PRESENT ETHICAL ISSUES. IF WE ENABLE OR OFFER AI SOLUTIONS THAT ARE CONTROVERSIAL BECAUSE OF THEIR IMPACT ON HUMAN RIGHTS, PRIVACY, EMPLOYMENT, OR OTHER SOCIAL ISSUES, WE MAY EXPERIENCE BRAND OR REPUTATIONAL HARM.
IF OUR REPUTATION OR OUR BRANDS ARE DAMAGED, OUR BUSINESS AND OPERATING RESULTS MAY BE HARMED. OUR REPUTATION AND BRANDS ARE GLOBALLY RECOGNIZED AND ARE IMPORTANT TO OUR BUSINESS. OUR REPUTATION AND BRANDS AFFECT OUR ABILITY TO ATTRACT AND RETAIN CONSUMER, BUSINESS, AND PUBLIC-SECTOR CUSTOMERS. THERE ARE NUMEROUS WAYS OUR REPUTATION OR BRANDS COULD BE DAMAGED. THESE INCLUDE PRODUCT SAFETY OR QUALITY ISSUES, OR OUR ENVIRONMENTAL IMPACT, SUPPLY CHAIN PRACTICES, OR HUMAN RIGHTS RECORD. WE MAY EXPERIENCE BACKLASH FROM CUSTOMERS, GOVERNMENT ENTITIES, ADVOCACY GROUPS, EMPLOYEES, AND OTHER STAKEHOLDERS THAT DISAGREE WITH OUR PRODUCT OFFERING DECISIONS OR PUBLIC POLICY POSITIONS. DAMAGE TO OUR REPUTATION OR OUR BRANDS MAY OCCUR FROM, AMONG OTHER THINGS:
· THE INTRODUCTION OF NEW FEATURES, PRODUCTS, SERVICES, OR TERMS OF SERVICE THAT CUSTOMERS, USERS, OR PARTNERS DO NOT LIKE.
· PUBLIC SCRUTINY OF OUR DECISIONS REGARDING USER PRIVACY, DATA PRACTICES, OR CONTENT.
· DATA SECURITY BREACHES, COMPLIANCE FAILURES, OR ACTIONS OF PARTNERS OR INDIVIDUAL EMPLOYEES.
THE PROLIFERATION OF SOCIAL MEDIA MAY INCREASE THE LIKELIHOOD, SPEED, AND MAGNITUDE OF NEGATIVE BRAND EVENTS. IF OUR BRANDS OR REPUTATION ARE DAMAGED, IT COULD NEGATIVELY IMPACT OUR REVENUES OR MARGINS, OR ABILITY TO ATTRACT THE MOST HIGHLY QUALIFIED EMPLOYEES.
PART I
Item 1A


[bookmark: ITEM_1B_UNRESOLVED_STAFF_COMMENTS]ITEM 1B. UNRESOLVED STAFF COMMENTS
WE HAVE RECEIVED NO WRITTEN COMMENTS REGARDING OUR PERIODIC OR CURRENT REPORTS FROM THE STAFF OF THE SECURITIES AND EXCHANGE COMMISSION THAT WERE ISSUED 180 DAYS OR MORE PRECEDING THE END OF OUR FISCAL YEAR 2018 THAT REMAIN UNRESOLVED.
[bookmark: ITEM_2_PROPERTIES]ITEM 2. PROPERTIES
OUR CORPORATE HEADQUARTERS ARE LOCATED IN REDMOND, WASHINGTON. WE HAVE APPROXIMATELY 15 MILLION SQUARE FEET OF SPACE LOCATED IN KING COUNTY, WASHINGTON THAT IS USED FOR ENGINEERING, SALES, MARKETING, AND OPERATIONS, AMONG OTHER GENERAL AND ADMINISTRATIVE PURPOSES. THESE FACILITIES INCLUDE APPROXIMATELY 10 MILLION SQUARE FEET OF OWNED SPACE SITUATED ON APPROXIMATELY 540 ACRES OF LAND WE OWN AT OUR CORPORATE HEADQUARTERS, AND APPROXIMATELY FIVE MILLION SQUARE FEET OF SPACE WE LEASE. IN ADDITION, WE OWN AND LEASE SPACE DOMESTICALLY THAT INCLUDES OFFICE, DATACENTER, AND RETAIL SPACE.
WE ALSO OWN AND LEASE FACILITIES INTERNATIONALLY. THE LARGEST OWNED PROPERTIES INCLUDE: OUR RESEARCH AND DEVELOPMENT CENTERS IN CHINA AND INDIA; OUR DATACENTERS IN IRELAND, SINGAPORE, AND THE NETHERLANDS; AND OUR OPERATIONS AND FACILITIES IN IRELAND AND THE UNITED KINGDOM. THE LARGEST LEASED PROPERTIES INCLUDE SPACE IN THE FOLLOWING LOCATIONS: INDIA, CHINA, FRANCE, THE UNITED KINGDOM, CANADA, AUSTRALIA, GERMANY, AND JAPAN.
IN ADDITION TO THE ABOVE LOCATIONS, WE HAVE VARIOUS PRODUCT DEVELOPMENT FACILITIES, BOTH DOMESTICALLY AND INTERNATIONALLY, AS DESCRIBED UNDER RESEARCH AND DEVELOPMENT (PART I, ITEM 1 OF THIS FORM 10-K).
THE TABLE BELOW SHOWS A SUMMARY OF THE SQUARE FOOTAGE OF OUR OFFICE, DATACENTER, RETAIL, AND OTHER FACILITIES OWNED AND LEASED DOMESTICALLY AND INTERNATIONALLY AS OF JUNE 30, 2018:

	(SQUARE FEET IN MILLIONS)
	

	
	

	
	
	
	
	

	LOCATION
	
	OWNED
	
	
	LEASED
	
	
	TOTAL
	

	
	
	
	

	U.S.
	
	
	18
	
	
	
	13
	
	
	
	31
	

	INTERNATIONAL
	
	
	6
	
	
	
	13
	
	
	
	19
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	
	24
	
	
	
	26
	
	
	
	50
	

	
	
	
	
	
	
	
	
	
	
	
	
	


[bookmark: _Hlk518980350][bookmark: ITEM_3_LEGAL_PROCEEDINGS]ITEM 3. LEGAL PROCEEDINGS
WHILE NOT MATERIAL TO THE COMPANY, THE COMPANY MAKES THE FOLLOWING ANNUAL REPORT OF THE GENERAL ACTIVITIES OF THE COMPANY’S ANTITRUST COMPLIANCE OFFICE AS REQUIRED BY THE FINAL ORDER AND JUDGMENT IN BAROVIC V. BALLMER ET AL, UNITED STATES DISTRICT COURT FOR THE WESTERN DISTRICT OF WASHINGTON (“FINAL ORDER”). FOR MORE INFORMATION SEE HTTP://AKA.MS/MSLEGALNOTICE2015. THESE ANNUAL REPORTS WILL CONTINUE THROUGH 2020. DURING FISCAL YEAR 2018, THE ANTITRUST COMPLIANCE OFFICE (A) MONITORED THE COMPANY’S COMPLIANCE WITH THE EUROPEAN COMMISSION DECISION OF MARCH 24, 2004, (“2004 DECISION”) AND WITH THE COMPANY’S PUBLIC UNDERTAKING TO THE EUROPEAN COMMISSION DATED DECEMBER 16, 2009 (“2009 UNDERTAKING”); (B) MONITORED, IN THE MANNER REQUIRED BY THE FINAL ORDER, EMPLOYEE, CUSTOMER, COMPETITOR, REGULATOR, OR OTHER THIRD-PARTY COMPLAINTS REGARDING COMPLIANCE WITH THE 2004 DECISION, THE 2009 UNDERTAKING, OR OTHER EU OR U.S. LAWS OR REGULATIONS GOVERNING TYING, BUNDLING, AND EXCLUSIVE DEALING CONTRACTS; AND, (C) MONITORED, IN THE MANNER REQUIRED BY THE FINAL ORDER, THE TRAINING OF THE COMPANY’S EMPLOYEES REGARDING THE COMPANY’S ANTITRUST COMPLIANCE POLICES. IN ADDITION, THE ANTITRUST COMPLIANCE OFFICER REPORTS TO THE REGULATORY AND PUBLIC POLICY COMMITTEE OF THE BOARD AT EACH OF ITS REGULARLY SCHEDULED MEETINGS AND TO THE FULL BOARD ANNUALLY.
REFER TO NOTE 17 – CONTINGENCIES OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR INFORMATION REGARDING LEGAL PROCEEDINGS IN WHICH WE ARE INVOLVED.
[bookmark: ITEM_4_MINE_SAFETY_DISCLOSURES]ITEM 4. MINE SAFETY DISCLOSURES
NOT APPLICABLE.
PART I
Item 1B, 2, 3, 4


[bookmark: PART_II]PART II
[bookmark: ITEM5_MARKET_FOR_REGISTRANTS]ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS, AND ISSUER PURCHASES OF EQUITY SECURITIES
MARKET AND STOCKHOLDERS
OUR COMMON STOCK IS TRADED ON THE NASDAQ STOCK MARKET UNDER THE SYMBOL MSFT. ON JULY 31, 2018, THERE WERE 97,535 REGISTERED HOLDERS OF RECORD OF OUR COMMON STOCK. THE HIGH AND LOW COMMON STOCK SALES PRICES PER SHARE WERE AS FOLLOWS:

	QUARTER ENDED
	
	SEPTEMBER 30
	
	
	DECEMBER 31
	
	
	MARCH 31
	
	
	JUNE 30
	
	
	FISCAL YEAR
	

	
	

	
	
	
	
	
	
	

	FISCAL YEAR 2018
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	

	HIGH
	
	$
	75.97
	
	
	$
	87.50
	
	
	$
	97.24
	
	
	$
	102.69
	
	
	$
	102.69
	

	LOW
	
	
	68.02
	
	
	
	73.71
	
	
	
	83.83
	
	
	
	87.51
	
	
	
	68.02
	

	
	

	
	
	
	
	
	
	

	FISCAL YEAR 2017
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	

	HIGH
	
	$
	58.70
	
	
	$
	64.10
	
	
	$
	66.19
	
	
	$
	72.89
	
	
	$
	72.89
	

	LOW
	
	
	50.39
	
	
	
	56.32
	
	
	
	61.95
	
	
	
	64.85
	
	
	
	50.39
	

	
	


DIVIDENDS AND SHARE REPURCHASES
REFER TO NOTE 18 – STOCKHOLDERS’ EQUITY OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION REGARDING DIVIDENDS AND SHARE REPURCHASES. FOLLOWING ARE OUR MONTHLY STOCK REPURCHASES FOR THE FOURTH QUARTER OF FISCAL YEAR 2018:

	PERIOD
	
	TOTAL NUMBER
OF SHARES
PURCHASED
	
	
	AVERAGE
PRICE PAID
PER SHARE
	
	
	TOTAL NUMBER OF
SHARES PURCHASED AS
PART OF PUBLICLY
ANNOUNCED PLANS
OR PROGRAMS
	
	
	APPROXIMATE DOLLAR VALUE OF
SHARES THAT MAY YET BE
PURCHASED UNDER THE PLANS
OR PROGRAMS
	

	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	(IN MILLIONS)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	APRIL 1, 2018 – APRIL 30, 2018
	
	
	
	10,320,190
	
	
	$
	93.11
	
	
	
	10,320,190
	
	
	$
	29,339
	

	MAY 1, 2018 – MAY 31, 2018
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	29,339
	

	JUNE 1, 2018 – JUNE 30, 2018
	
	
	
	11,335,224
	
	
	
	100.49
	
	
	
	11,335,224
	
	
	
	28,200
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	21,655,414
	
	
	
	
	
	
	
	21,655,414
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


ALL REPURCHASES WERE MADE USING CASH RESOURCES. OUR STOCK REPURCHASES MAY OCCUR THROUGH OPEN MARKET PURCHASES OR PURSUANT TO A RULE 10B5-1 TRADING PLAN. THE ABOVE TABLE EXCLUDES SHARES REPURCHASED TO SETTLE EMPLOYEE TAX WITHHOLDING RELATED TO THE VESTING OF STOCK AWARDS.


PART II
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[bookmark: ITEM_6_SELECTED_FINANCIAL_DATA]ITEM 6. SELECTED FINANCIAL DATA
FINANCIAL HIGHLIGHTS

	(IN MILLIONS, EXCEPT PER SHARE DATA)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	
	2018
	
	
	
	2017
	(B)(C)
	
	
	2016
	(B)
	
	
	2015
	
	
	
	2014
	(H)

	
	
	
	
	
	

	REVENUE
	
	$
	110,360
	
	
	$
	96,571
	
	
	$
	91,154
	
	
	$
	93,580
	
	
	$
	86,833
	

	GROSS MARGIN
	
	
	72,007
	
	
	
	62,310
	
	
	
	58,374
	
	
	
	60,542
	
	
	
	59,755
	

	OPERATING INCOME
	
	
	35,058
	
	
	
	29,025
	(D)
	
	
	26,078
	(E)
	
	
	18,161
	(G)
	
	
	27,759
	

	NET INCOME
	
	
	16,571
	(A)
	
	
	25,489
	(D)
	
	
	20,539
	(E)
	
	
	12,193
	(G)
	
	
	22,074
	

	DILUTED EARNINGS PER SHARE
	
	
	2.13
	(A)
	
	
	3.25
	(D)
	
	
	2.56
	(E)
	
	
	1.48
	(G)
	
	
	2.63
	

	CASH DIVIDENDS DECLARED PER SHARE
	
	
	1.68
	
	
	
	1.56
	
	
	
	1.44
	
	
	
	1.24
	
	
	
	1.12
	

	CASH, CASH EQUIVALENTS, AND SHORT-TERM INVESTMENTS
	
	
	133,768
	
	
	
	132,981
	
	
	
	113,240
	
	
	
	96,526
	
	
	
	85,709
	

	TOTAL ASSETS
	
	
	258,848
	
	
	
	250,312
	
	
	
	202,897
	(F)
	
	
	174,303
	(F)
	
	
	170,569
	(F)

	LONG-TERM OBLIGATIONS
	
	
	117,642
	
	
	
	106,856
	
	
	
	66,705
	(F)
	
	
	44,574
	(F)
	
	
	35,285
	(F)

	STOCKHOLDERS’ EQUITY
	
	
	82,718
	
	
	
	87,711
	
	
	
	83,090
	
	
	
	80,083
	
	
	
	89,784
	

	
	



[bookmark: _Hlk519854419](A)	INCLUDES A $13.7 BILLION NET CHARGE RELATED TO THE TAX CUTS AND JOBS ACT, WHICH DECREASED NET INCOME AND DILUTED EARNINGS PER SHARE (“EPS”) BY $13.7 BILLION AND $1.75, RESPECTIVELY. REFER TO NOTE 13 – INCOME TAXES OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION.
(B)	REFLECTS THE IMPACT OF THE ADOPTION OF NEW ACCOUNTING STANDARDS IN FISCAL YEAR 2018 RELATED TO REVENUE RECOGNITION AND LEASES. REFER TO NOTE 1 – ACCOUNTING POLICIES OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION.
(C)	ON DECEMBER 8, 2016, WE ACQUIRED LINKEDIN CORPORATION. LINKEDIN HAS BEEN INCLUDED IN OUR CONSOLIDATED RESULTS OF OPERATIONS STARTING ON THE ACQUISITION DATE.
(D)	INCLUDES $306 MILLION OF EMPLOYEE SEVERANCE EXPENSES PRIMARILY RELATED TO OUR SALES AND MARKETING RESTRUCTURING PLAN, WHICH DECREASED OPERATING INCOME, NET INCOME, AND DILUTED EPS BY $306 MILLION, $243 MILLION, AND $0.04, RESPECTIVELY.
(E)	INCLUDES $630 MILLION OF ASSET IMPAIRMENT CHARGES RELATED TO OUR PHONE BUSINESS, AND $480 MILLION OF RESTRUCTURING CHARGES ASSOCIATED WITH OUR PHONE BUSINESS RESTRUCTURING PLANS, WHICH TOGETHER DECREASED OPERATING INCOME, NET INCOME, AND DILUTED EPS BY $1.1 BILLION, $895 MILLION, AND $0.11, RESPECTIVELY.
(F)	REFLECTS THE IMPACT OF THE ADOPTION OF THE NEW ACCOUNTING STANDARD IN FISCAL YEAR 2017 RELATED TO BALANCE SHEET CLASSIFICATION OF DEBT ISSUANCE COSTS.
(G)	INCLUDES $7.5 BILLION OF GOODWILL AND ASSET IMPAIRMENT CHARGES RELATED TO OUR PHONE BUSINESS, AND $2.5 BILLION OF INTEGRATION AND RESTRUCTURING EXPENSES, PRIMARILY ASSOCIATED WITH OUR PHONE BUSINESS RESTRUCTURING PLANS, WHICH TOGETHER DECREASED OPERATING INCOME, NET INCOME, AND DILUTED EPS BY $10.0 BILLION, $9.5 BILLION, AND $1.15, RESPECTIVELY.
(H)	ON APRIL 25, 2014, WE ACQUIRED SUBSTANTIALLY ALL OF NOKIA CORPORATION’S DEVICES AND SERVICES BUSINESS (“NDS”). NDS HAS BEEN INCLUDED IN OUR CONSOLIDATED RESULTS OF OPERATIONS STARTING ON THE ACQUISITION DATE.
PART II
Item 6


[bookmark: _Hlk519599886]ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
THE FOLLOWING MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (“MD&A”) IS INTENDED TO HELP THE READER UNDERSTAND THE RESULTS OF OPERATIONS AND FINANCIAL CONDITION OF MICRASOFT CORPORATION. MD&A IS PROVIDED AS A SUPPLEMENT TO, AND SHOULD BE READ IN CONJUNCTION WITH, OUR FINANCIAL STATEMENTS AND THE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K).
OVERVIEW
MICRASOFT IS A TECHNOLOGY COMPANY WHOSE MISSION IS TO EMPOWER EVERY PERSON AND EVERY ORGANIZATION ON THE PLANET TO ACHIEVE MORE. WE STRIVE TO CREATE LOCAL OPPORTUNITY, GROWTH, AND IMPACT IN EVERY COUNTRY AROUND THE WORLD. OUR PLATFORMS AND TOOLS HELP DRIVE SMALL BUSINESS PRODUCTIVITY, LARGE BUSINESS COMPETITIVENESS, AND PUBLIC-SECTOR EFFICIENCY. THEY ALSO SUPPORT NEW STARTUPS, IMPROVE EDUCATIONAL AND HEALTH OUTCOMES, AND EMPOWER HUMAN INGENUITY.
WE GENERATE REVENUE BY LICENSING AND SUPPORTING AN ARRAY OF SOFTWARE PRODUCTS; OFFERING A WIDE RANGE OF CLOUD-BASED AND OTHER SERVICES TO PEOPLE AND BUSINESSES; DESIGNING, MANUFACTURING, AND SELLING DEVICES; AND DELIVERING RELEVANT ONLINE ADVERTISING TO A GLOBAL AUDIENCE. OUR MOST SIGNIFICANT EXPENSES ARE RELATED TO COMPENSATING EMPLOYEES; DESIGNING, MANUFACTURING, MARKETING, AND SELLING OUR PRODUCTS AND SERVICES; DATACENTER COSTS IN SUPPORT OF OUR CLOUD-BASED SERVICES; AND INCOME TAXES.
HIGHLIGHTS FROM FISCAL YEAR 2018 COMPARED WITH FISCAL YEAR 2017 INCLUDED:
•	COMMERCIAL CLOUD REVENUE, WHICH PRIMARILY COMPRISES MICRASOFT OFFICE 365 COMMERCIAL, MICRASOFT AZURE, MICRASOFT DYNAMICS 365, AND OTHER CLOUD PROPERTIES, INCREASED 56% TO $23.2 BILLION.
•	OFFICE COMMERCIAL REVENUE INCREASED 11%, DRIVEN BY OFFICE 365 COMMERCIAL REVENUE GROWTH OF 41%.
•	OFFICE CONSUMER REVENUE INCREASED 11% AND OFFICE 365 CONSUMER SUBSCRIBERS INCREASED TO 31.4 MILLION.
•	LINKEDIN CONTRIBUTED REVENUE OF $5.3 BILLION, DRIVEN BY STRONG MOMENTUM ACROSS ALL BUSINESS LINES.
•	DYNAMICS REVENUE INCREASED 13%, DRIVEN BY DYNAMICS 365 REVENUE GROWTH OF 65%.
•	SERVER PRODUCTS AND CLOUD SERVICES REVENUE INCREASED 21%, DRIVEN BY AZURE REVENUE GROWTH OF 91%.
ENTERPRISE SERVICES REVENUE INCREASED 5%.
•	WINDOWS ORIGINAL EQUIPMENT MANUFACTURER LICENSING (“WINDOWS OEM”) REVENUE INCREASED 5%, DRIVEN BY OEM PRO REVENUE GROWTH OF 11%.
•	WINDOWS COMMERCIAL REVENUE INCREASED 12%, DRIVEN BY AN INCREASED VOLUME OF MULTI-YEAR AGREEMENTS.
•	GAMING REVENUE INCREASED 14%, DRIVEN BY XBOX SOFTWARE AND SERVICES REVENUE GROWTH OF 20%, MAINLY FROM THIRD-PARTY TITLE STRENGTH.
•	MICRASOFT SURFACE REVENUE INCREASED 16%, DRIVEN BY A HIGHER MIX OF PREMIUM DEVICES AND AN INCREASE IN VOLUMES SOLD, DUE TO THE LATEST EDITIONS OF SURFACE.
•	SEARCH ADVERTISING REVENUE, EXCLUDING TRAFFIC ACQUISITION COSTS, INCREASED 16%, DRIVEN BY HIGHER REVENUE PER SEARCH AND SEARCH VOLUME.
[bookmark: _Hlk504403607]ON JUNE 4, 2018, WE ENTERED INTO A DEFINITIVE AGREEMENT TO ACQUIRE GITHUB, INC. FOR $7.5 BILLION IN AN ALL-STOCK TRANSACTION, WHICH IS EXPECTED TO CLOSE BY THE END OF THE CALENDAR YEAR. ON DECEMBER 8, 2016, WE COMPLETED OUR ACQUISITION OF LINKEDIN CORPORATION FOR A TOTAL PURCHASE PRICE OF $27.0 BILLION. LINKEDIN HAS BEEN INCLUDED IN OUR CONSOLIDATED RESULTS OF OPERATIONS SINCE THE DATE OF ACQUISITION. REFER TO NOTE 9 – BUSINESS COMBINATIONS OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION.
ON DECEMBER 22, 2017, THE TAX CUTS AND JOBS ACT (“TCJA”) WAS ENACTED INTO LAW, WHICH SIGNIFICANTLY CHANGES EXISTING U.S. TAX LAW AND INCLUDES NUMEROUS PROVISIONS THAT AFFECT OUR BUSINESS. DURING FISCAL YEAR 2018, WE RECORDED A NET CHARGE OF $13.7 BILLION RELATED TO THE TCJA. REFER TO NOTE 13 – INCOME TAXES OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION.
WE ADOPTED THE NEW ACCOUNTING STANDARDS FOR REVENUE RECOGNITION AND LEASES EFFECTIVE JULY 1, 2017. THESE NEW STANDARDS HAD A MATERIAL IMPACT IN OUR CONSOLIDATED FINANCIAL STATEMENTS. BEGINNING IN FISCAL YEAR 2018, OUR FINANCIAL RESULTS REFLECT ADOPTION OF THE STANDARDS WITH PRIOR PERIODS RESTATED ACCORDINGLY. REFER TO NOTE 1 – ACCOUNTING POLICIES OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION.
INDUSTRY TRENDS
OUR INDUSTRY IS DYNAMIC AND HIGHLY COMPETITIVE, WITH FREQUENT CHANGES IN BOTH TECHNOLOGIES AND BUSINESS MODELS. EACH INDUSTRY SHIFT IS AN OPPORTUNITY TO CONCEIVE NEW PRODUCTS, NEW TECHNOLOGIES, OR NEW IDEAS THAT CAN FURTHER TRANSFORM THE INDUSTRY AND OUR BUSINESS. AT MICRASOFT, WE PUSH THE BOUNDARIES OF WHAT IS POSSIBLE THROUGH A BROAD RANGE OF RESEARCH AND DEVELOPMENT ACTIVITIES THAT SEEK TO IDENTIFY AND ADDRESS THE CHANGING DEMANDS OF CUSTOMERS AND USERS, INDUSTRY TRENDS, AND COMPETITIVE FORCES.
ECONOMIC CONDITIONS, CHALLENGES, AND RISKS
THE MARKETS FOR SOFTWARE, DEVICES, AND CLOUD-BASED SERVICES ARE DYNAMIC AND HIGHLY COMPETITIVE. OUR COMPETITORS ARE DEVELOPING NEW SOFTWARE AND DEVICES, WHILE ALSO DEPLOYING COMPETING CLOUD-BASED SERVICES FOR CONSUMERS AND BUSINESSES. THE DEVICES AND FORM FACTORS CUSTOMERS PREFER EVOLVE RAPIDLY, AND INFLUENCE HOW USERS ACCESS SERVICES IN THE CLOUD, AND IN SOME CASES, THE USER’S CHOICE OF WHICH SUITE OF CLOUD-BASED SERVICES TO USE. WE MUST CONTINUE TO EVOLVE AND ADAPT OVER AN EXTENDED TIME IN PACE WITH THIS CHANGING ENVIRONMENT. THE INVESTMENTS WE ARE MAKING IN INFRASTRUCTURE AND DEVICES WILL CONTINUE TO INCREASE OUR OPERATING COSTS AND MAY DECREASE OUR OPERATING MARGINS.
OUR SUCCESS IS HIGHLY DEPENDENT ON OUR ABILITY TO ATTRACT AND RETAIN QUALIFIED EMPLOYEES. WE HIRE A MIX OF UNIVERSITY AND INDUSTRY TALENT WORLDWIDE. WE COMPETE FOR TALENTED INDIVIDUALS GLOBALLY BY OFFERING AN EXCEPTIONAL WORKING ENVIRONMENT, BROAD CUSTOMER REACH, SCALE IN RESOURCES, THE ABILITY TO GROW ONE’S CAREER ACROSS MANY DIFFERENT PRODUCTS AND BUSINESSES, AND COMPETITIVE COMPENSATION AND BENEFITS. AGGREGATE DEMAND FOR OUR SOFTWARE, SERVICES, AND DEVICES IS CORRELATED TO GLOBAL MACROECONOMIC AND GEOPOLITICAL FACTORS, WHICH REMAIN DYNAMIC.
OUR INTERNATIONAL OPERATIONS PROVIDE A SIGNIFICANT PORTION OF OUR TOTAL REVENUE AND EXPENSES. MANY OF THESE REVENUE AND EXPENSES ARE DENOMINATED IN CURRENCIES OTHER THAN THE U.S. DOLLAR. AS A RESULT, CHANGES IN FOREIGN EXCHANGE RATES MAY SIGNIFICANTLY AFFECT REVENUE AND EXPENSES. STRENGTHENING OF THE U.S. DOLLAR RELATIVE TO CERTAIN FOREIGN CURRENCIES THROUGHOUT FISCAL YEAR 2017 NEGATIVELY IMPACTED REPORTED REVENUE AND REDUCED REPORTED EXPENSES FROM OUR INTERNATIONAL OPERATIONS. THIS TREND REVERSED IN FISCAL YEAR 2018. STRENGTHENING OF FOREIGN CURRENCIES RELATIVE TO THE U.S. DOLLAR POSITIVELY IMPACTED REPORTED REVENUE AND INCREASED REPORTED EXPENSES FROM OUR INTERNATIONAL OPERATIONS.
REFER TO RISK FACTORS (PART I, ITEM 1A OF THIS FORM 10-K) FOR A DISCUSSION OF THESE FACTORS AND OTHER RISKS.
SEASONALITY
WE EXPECT OUR REVENUE TO FLUCTUATE QUARTERLY AND TO BE HIGHER IN THE SECOND AND FOURTH QUARTERS OF OUR FISCAL YEAR. SECOND QUARTER REVENUE IS DRIVEN BY CORPORATE YEAR-END SPENDING TRENDS IN OUR MAJOR MARKETS AND HOLIDAY SEASON SPENDING BY CONSUMERS, AND FOURTH QUARTER REVENUE IS DRIVEN BY THE VOLUME OF MULTI-YEAR ON-PREMISES CONTRACTS EXECUTED DURING THE PERIOD.
REPORTABLE SEGMENTS
WE REPORT OUR FINANCIAL PERFORMANCE BASED ON THE FOLLOWING SEGMENTS: PRODUCTIVITY AND BUSINESS PROCESSES, INTELLIGENT CLOUD, AND MORE PERSONAL COMPUTING. THE SEGMENT AMOUNTS INCLUDED IN MD&A ARE PRESENTED ON A BASIS CONSISTENT WITH OUR INTERNAL MANAGEMENT REPORTING. ALL DIFFERENCES BETWEEN OUR INTERNAL MANAGEMENT REPORTING BASIS AND ACCOUNTING PRINCIPLES GENERALLY ACCEPTED IN THE UNITED STATES OF AMERICA (“GAAP”), ALONG WITH CERTAIN CORPORATE-LEVEL AND OTHER ACTIVITY, ARE INCLUDED IN CORPORATE AND OTHER.
ADDITIONAL INFORMATION ON OUR REPORTABLE SEGMENTS IS CONTAINED IN NOTE 21 – SEGMENT INFORMATION AND GEOGRAPHIC DATA OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K).

SUMMARY RESULTS OF OPERATIONS

	(IN MILLIONS, EXCEPT PERCENTAGES AND PER SHARE AMOUNTS)
	
	2018
	
	
	2017
	
	
	2016
	
	
	PERCENTAGE
CHANGE 2018
VERSUS 2017
	
	
	PERCENTAGE
CHANGE 2017
VERSUS 2016
	

	
	

	
	
	
	
	
	
	

	REVENUE
	
	$
	110,360
	
	
	$
	96,571
	
	
	$
	91,154
	
	
	
	14%
	
	
	
	6%
	

	GROSS MARGIN
	
	
	72,007
	
	
	
	62,310
	
	
	
	58,374
	
	
	
	16%
	
	
	
	7%
	

	OPERATING INCOME
	
	
	35,058
	
	
	
	29,025
	
	
	
	26,078
	
	
	
	21%
	
	
	
	11%
	

	NET INCOME
	
	
	16,571
	
	
	
	25,489
	
	
	
	20,539
	
	
	
	(35)%
	
	
	
	24%
	

	DILUTED EARNINGS PER SHARE
	
	
	2.13
	
	
	
	3.25
	
	
	
	2.56
	
	
	
	(34)%
	
	
	
	27%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	ADJUSTED OPERATING INCOME
	
	
	35,058
	
	
	
	29,331
	
	
	
	27,188
	
	
	
	20%
	
	
	
	8%
	

	ADJUSTED NET INCOME
	
	
	30,267
	
	
	
	25,732
	
	
	
	21,434
	
	
	
	18%
	
	
	
	20%
	

	ADJUSTED DILUTED EARNINGS PER SHARE
	
	
	3.88
	
	
	
	3.29
	
	
	
	2.67
	
	
	
	18%
	
	
	
	23%
	

	
	


CONSOLIDATED RESULTS OF OPERATIONS INCLUDE LINKEDIN RESULTS SINCE THE DATE OF ACQUISITION ON DECEMBER 8, 2016. FISCAL YEAR 2018 INCLUDES A FULL PERIOD OF LINKEDIN RESULTS, WHEREAS FISCAL YEAR 2017 ONLY INCLUDES RESULTS FROM THE DATE OF ACQUISITION.
ADJUSTED OPERATING INCOME, NET INCOME, AND ADJUSTED DILUTED EARNINGS PER SHARE (“EPS”) EXCLUDE THE NET CHARGE RELATED TO THE TCJA, AND IMPAIRMENT AND RESTRUCTURING EXPENSES. REFER TO THE NON-GAAP FINANCIAL MEASURES SECTION BELOW FOR A RECONCILIATION OF OUR FINANCIAL RESULTS REPORTED IN ACCORDANCE WITH GAAP TO NON-GAAP FINANCIAL RESULTS.
FISCAL YEAR 2018 COMPARED WITH FISCAL YEAR 2017
REVENUE INCREASED $13.8 BILLION OR 14%, DRIVEN BY GROWTH ACROSS EACH OF OUR SEGMENTS. PRODUCTIVITY AND BUSINESS PROCESSES REVENUE INCREASED, DRIVEN BY LINKEDIN AND HIGHER REVENUE FROM OFFICE. INTELLIGENT CLOUD REVENUE INCREASED, PRIMARILY DUE TO HIGHER REVENUE FROM SERVER PRODUCTS AND CLOUD SERVICES. MORE PERSONAL COMPUTING REVENUE INCREASED, DRIVEN BY HIGHER REVENUE FROM GAMING, WINDOWS, SEARCH ADVERTISING, AND SURFACE, OFFSET IN PART BY LOWER REVENUE FROM PHONE.
GROSS MARGIN INCREASED $9.7 BILLION OR 16%, DUE TO GROWTH ACROSS EACH OF OUR SEGMENTS. GROSS MARGIN PERCENTAGE INCREASED SLIGHTLY, DRIVEN BY FAVORABLE SEGMENT SALES MIX AND GROSS MARGIN PERCENTAGE IMPROVEMENT IN MORE PERSONAL COMPUTING. GROSS MARGIN INCLUDED A 7 PERCENTAGE POINT IMPROVEMENT IN COMMERCIAL CLOUD, PRIMARILY FROM AZURE.
OPERATING INCOME INCREASED $6.0 BILLION OR 21%, DRIVEN BY GROWTH ACROSS EACH OF OUR SEGMENTS. LINKEDIN OPERATING LOSS INCREASED $63 MILLION TO $987 MILLION, INCLUDING $1.5 BILLION OF AMORTIZATION OF INTANGIBLE ASSETS. OPERATING INCOME INCLUDED A FAVORABLE FOREIGN CURRENCY IMPACT OF 2%.
KEY CHANGES IN EXPENSES WERE:
•	COST OF REVENUE INCREASED $4.1 BILLION OR 12%, MAINLY DUE TO GROWTH IN OUR COMMERCIAL CLOUD, GAMING, LINKEDIN, AND SEARCH ADVERTISING, OFFSET IN PART BY A REDUCTION IN PHONE COST OF REVENUE.
•	SALES AND MARKETING EXPENSES INCREASED $2.0 BILLION OR 13%, PRIMARILY DUE TO LINKEDIN EXPENSES AND INVESTMENTS IN COMMERCIAL SALES CAPACITY, OFFSET IN PART BY A DECREASE IN WINDOWS MARKETING EXPENSES.
•	RESEARCH AND DEVELOPMENT EXPENSES INCREASED $1.7 BILLION OR 13%, PRIMARILY DUE TO INVESTMENTS IN CLOUD ENGINEERING AND LINKEDIN EXPENSES.
•	GENERAL AND ADMINISTRATIVE EXPENSES INCREASED $273 MILLION OR 6%, PRIMARILY DUE TO LINKEDIN EXPENSES.
CURRENT YEAR NET INCOME AND DILUTED EPS WERE NEGATIVELY IMPACTED BY THE NET CHARGE RELATED TO TCJA, WHICH RESULTED IN A DECREASE TO NET INCOME AND DILUTED EARNINGS PER SHARE OF $13.7 BILLION AND $1.75, RESPECTIVELY. PRIOR YEAR DILUTED EPS WAS NEGATIVELY IMPACTED BY RESTRUCTURING EXPENSES, WHICH RESULTED IN A DECREASE IN OPERATING INCOME, NET INCOME, AND DILUTED EPS OF $306 MILLION, $243 MILLION, AND $0.04, RESPECTIVELY.
FISCAL YEAR 2017 COMPARED WITH FISCAL YEAR 2016
REVENUE INCREASED $5.4 BILLION OR 6%, DRIVEN BY GROWTH IN PRODUCTIVITY AND BUSINESS PROCESSES AND INTELLIGENT CLOUD, OFFSET IN PART BY LOWER REVENUE FROM MORE PERSONAL COMPUTING. PRODUCTIVITY AND BUSINESS PROCESSES REVENUE INCREASED, DRIVEN BY THE ACQUISITION OF LINKEDIN AND HIGHER REVENUE FROM MICRASOFT OFFICE. INTELLIGENT CLOUD REVENUE INCREASED, PRIMARILY DUE TO HIGHER REVENUE FROM SERVER PRODUCTS AND CLOUD SERVICES. MORE PERSONAL COMPUTING REVENUE DECREASED, MAINLY DUE TO LOWER REVENUE FROM DEVICES, OFFSET IN PART BY HIGHER REVENUE FROM WINDOWS AND SEARCH ADVERTISING.
[bookmark: _Hlk488402561]GROSS MARGIN INCREASED $3.9 BILLION OR 7%, DUE TO GROWTH ACROSS EACH OF OUR SEGMENTS, INCLUDING THE ACQUISITION OF LINKEDIN, DRIVEN BY HIGHER REVENUE. GROSS MARGIN PERCENTAGE INCREASED SLIGHTLY DUE TO A MARGIN PERCENT INCREASE IN MORE PERSONAL COMPUTING AND SEGMENT SALES MIX, OFFSET IN PART BY MARGIN PERCENT DECLINES IN PRODUCTIVITY AND BUSINESS PROCESSES AND INTELLIGENT CLOUD. GROSS MARGIN PERCENTAGE INCLUDES A 5 PERCENTAGE POINT IMPROVEMENT IN COMMERCIAL CLOUD GROSS MARGIN PRIMARILY ACROSS AZURE AND OFFICE 365.
OPERATING INCOME INCREASED $2.9 BILLION OR 11%, PRIMARILY DUE TO HIGHER GROSS MARGIN AND LOWER IMPAIRMENT AND RESTRUCTURING EXPENSES, OFFSET IN PART BY AN INCREASE IN RESEARCH AND DEVELOPMENT AND SALES AND MARKETING EXPENSES. OPERATING INCOME INCLUDED AN OPERATING LOSS OF $924 MILLION RELATED TO THE ACQUISITION OF LINKEDIN, INCLUDING $866 MILLION OF AMORTIZATION OF INTANGIBLE ASSETS. OPERATING INCOME ALSO INCLUDED AN UNFAVORABLE FOREIGN CURRENCY IMPACT OF 3%. KEY CHANGES IN EXPENSES WERE:
· [bookmark: _Hlk516234611]COST OF REVENUE INCREASED $1.5 BILLION OR 5%, MAINLY DUE TO GROWTH IN OUR COMMERCIAL CLOUD, THE ACQUISITION OF LINKEDIN, AND HIGHER SEARCH ADVERTISING TRAFFIC ACQUISITION COSTS, OFFSET IN PART BY A REDUCTION IN PHONE SALES AND GAMING COST OF REVENUE.
· RESEARCH AND DEVELOPMENT EXPENSES INCREASED $1.0 BILLION OR 9%, PRIMARILY DUE TO LINKEDIN EXPENSES AND INCREASED INVESTMENTS IN CLOUD ENGINEERING, OFFSET IN PART BY A REDUCTION IN PHONE EXPENSES.
· SALES AND MARKETING EXPENSES INCREASED $826 MILLION OR 6%, PRIMARILY DUE TO LINKEDIN EXPENSES AND INCREASED INVESTMENTS IN SALES CAPACITY FOR OUR COMMERCIAL CLOUD, OFFSET IN PART BY A REDUCTION IN PHONE AND MARKETING EXPENSES.
· IMPAIRMENT AND RESTRUCTURING EXPENSES DECREASED $804 MILLION, DRIVEN BY ASSET IMPAIRMENT CHARGES AND RESTRUCTURING CHARGES RELATED TO OUR PHONE BUSINESS IN FISCAL YEAR 2016, OFFSET IN PART BY EMPLOYEE SEVERANCE EXPENSES PRIMARILY RELATED TO OUR SALES AND MARKETING RESTRUCTURING PLAN IN FISCAL YEAR 2017.
DILUTED EPS WAS $3.25 FOR FISCAL YEAR 2017, AND WAS NEGATIVELY IMPACTED BY RESTRUCTURING EXPENSES, WHICH RESULTED IN A DECREASE OF $0.04. DILUTED EPS WAS $2.56 FOR FISCAL YEAR 2016, AND WAS NEGATIVELY IMPACTED BY IMPAIRMENT AND RESTRUCTURING EXPENSES, WHICH RESULTED IN A DECREASE OF $0.11.
SEGMENT RESULTS OF OPERATIONS

	(IN MILLIONS, EXCEPT PERCENTAGES)
	
	2018
	
	
	2017
	
	
	2016
	
	
	PERCENTAGE
CHANGE 2018
VERSUS 2017
	
	
	PERCENTAGE
CHANGE 2017
VERSUS 2016
	

	
	

	
	
	
	
	
	

	REVENUE
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	

	PRODUCTIVITY AND BUSINESS PROCESSES
	
	$
	35,865
	
	
	$
	29,870
	
	
	$
	25,792
	
	
	
	20%
	
	
	
	16%
	

	INTELLIGENT CLOUD
	
	
	32,219
	
	
	
	27,407
	
	
	
	24,952
	
	
	
	18%
	
	
	
	10%
	

	MORE PERSONAL COMPUTING
	
	
	42,276
	
	
	
	39,294
	
	
	
	40,410
	
	
	
	8%
	
	
	
	(3)%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	110,360
	
	
	$
	96,571
	
	
	$
	91,154
	
	
	
	14%
	
	
	
	6%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	

	OPERATING INCOME (LOSS)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	PRODUCTIVITY AND BUSINESS PROCESSES
	
	$
	12,924
	
	
	$
	11,389
	
	
	$
	11,756
	
	
	
	13%
	
	
	
	(3)%
	

	INTELLIGENT CLOUD
	
	
	11,524
	
	
	
	9,127
	
	
	
	9,249
	
	
	
	26%
	
	
	
	(1)%
	

	MORE PERSONAL COMPUTING
	
	
	10,610
	
	
	
	8,815
	
	
	
	6,183
	
	
	
	20%
	
	
	
	43%
	

	CORPORATE AND OTHER
	
	
	0
	
	
	
	(306
	)
	
	
	(1,110
	)
	
	
	*
	
	
	
	*
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	35,058
	
	
	$
	29,025
	
	
	$
	26,078
	
	
	
	21%
	
	
	
	11%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


*	NOT MEANINGFUL
[bookmark: _Hlk519599900][bookmark: _Hlk519600789]REPORTABLE SEGMENTS
FISCAL YEAR 2018 COMPARED WITH FISCAL YEAR 2017
PRODUCTIVITY AND BUSINESS PROCESSES
REVENUE INCREASED $6.0 BILLION OR 20%.
•	LINKEDIN REVENUE INCREASED $3.0 BILLION TO $5.3 BILLION. FISCAL YEAR 2018 INCLUDES A FULL PERIOD OF RESULTS, WHEREAS FISCAL YEAR 2017 ONLY INCLUDES RESULTS FROM THE DATE OF ACQUISITION ON DECEMBER 8, 2016. LINKEDIN REVENUE PRIMARILY CONSISTED OF REVENUE FROM TALENT SOLUTIONS.
•	OFFICE COMMERCIAL REVENUE INCREASED $2.4 BILLION OR 11%, DRIVEN BY OFFICE 365 COMMERCIAL REVENUE GROWTH, MAINLY DUE TO GROWTH IN SUBSCRIBERS AND AVERAGE REVENUE PER USER, OFFSET IN PART BY LOWER REVENUE FROM PRODUCTS LICENSED ON-PREMISES, REFLECTING A CONTINUED SHIFT TO OFFICE 365 COMMERCIAL.
•	OFFICE CONSUMER REVENUE INCREASED $382 MILLION OR 11%, DRIVEN BY OFFICE 365 CONSUMER REVENUE GROWTH, MAINLY DUE TO GROWTH IN SUBSCRIBERS.
•	DYNAMICS REVENUE INCREASED 13%, DRIVEN BY DYNAMICS 365 REVENUE GROWTH.
OPERATING INCOME INCREASED $1.5 BILLION OR 13%, INCLUDING A FAVORABLE FOREIGN CURRENCY IMPACT OF 2%.
· GROSS MARGIN INCREASED $4.4 BILLION OR 19%, DRIVEN BY LINKEDIN AND GROWTH IN OFFICE COMMERCIAL. GROSS MARGIN PERCENTAGE DECREASED SLIGHTLY, DUE TO AN INCREASED MIX OF CLOUD OFFERINGS, OFFSET IN PART BY GROSS MARGIN PERCENTAGE IMPROVEMENT IN OFFICE 365 COMMERCIAL AND LINKEDIN. LINKEDIN COST OF REVENUE INCREASED $818 MILLION TO $1.7 BILLION, INCLUDING $888 MILLION OF AMORTIZATION FOR ACQUIRED INTANGIBLE ASSETS.
•	OPERATING EXPENSES INCREASED $2.9 BILLION OR 25%, DRIVEN BY LINKEDIN EXPENSES AND INVESTMENTS IN COMMERCIAL SALES CAPACITY AND CLOUD ENGINEERING. LINKEDIN OPERATING EXPENSES INCREASED $2.2 BILLION TO $4.5 BILLION, INCLUDING $617 MILLION OF AMORTIZATION OF ACQUIRED INTANGIBLE ASSETS.
INTELLIGENT CLOUD
REVENUE INCREASED $4.8 BILLION OR 18%.
•	SERVER PRODUCTS AND CLOUD SERVICES REVENUE INCREASED $4.5 BILLION OR 21%, DRIVEN BY AZURE AND SERVER PRODUCTS LICENSED ON-PREMISES REVENUE GROWTH. AZURE REVENUE GROWTH OF 91%, DUE TO HIGHER INFRASTRUCTURE-AS-A-SERVICE AND PLATFORM-AS-A-SERVICE CONSUMPTION-BASED AND PER USER-BASED SERVICES. SERVER PRODUCTS LICENSED ON-PREMISES REVENUE INCREASED 5%, MAINLY DUE TO A HIGHER MIX OF PREMIUM LICENSES FOR WINDOWS SERVER AND MICRASOFT SQL SERVER.
•	ENTERPRISE SERVICES REVENUE INCREASED $304 MILLION OR 5%, DRIVEN BY HIGHER REVENUE FROM PREMIER SUPPORT SERVICES AND MICRASOFT CONSULTING SERVICES, OFFSET IN PART BY A DECLINE IN REVENUE FROM CUSTOM SUPPORT AGREEMENTS.
OPERATING INCOME INCREASED $2.4 BILLION OR 26%.
•	GROSS MARGIN INCREASED $3.1 BILLION OR 16%, DRIVEN BY GROWTH IN SERVER PRODUCTS AND CLOUD SERVICES REVENUE AND CLOUD SERVICES SCALE AND EFFICIENCIES. GROSS MARGIN PERCENTAGE DECREASED, DUE TO AN INCREASED MIX OF CLOUD OFFERINGS, OFFSET IN PART BY GROSS MARGIN PERCENTAGE IMPROVEMENT IN AZURE.
•	OPERATING EXPENSES INCREASED $683 MILLION OR 7%, DRIVEN BY INVESTMENTS IN COMMERCIAL SALES CAPACITY AND CLOUD ENGINEERING.
MORE PERSONAL COMPUTING
REVENUE INCREASED $3.0 BILLION OR 8%.
•	WINDOWS REVENUE INCREASED $925 MILLION OR 5%, DRIVEN BY GROWTH IN WINDOWS COMMERCIAL AND WINDOWS OEM, OFFSET BY A DECLINE IN PATENT LICENSING REVENUE. WINDOWS COMMERCIAL REVENUE INCREASED 12%, DRIVEN BY MULTI-YEAR AGREEMENT REVENUE GROWTH. WINDOWS OEM REVENUE INCREASED 5%. WINDOWS OEM PRO REVENUE GREW 11%, AHEAD OF A STRENGTHENING COMMERCIAL PC MARKET. WINDOWS OEM NON-PRO REVENUE DECLINED 4%, BELOW THE CONSUMER PC MARKET, DRIVEN BY CONTINUED PRESSURE IN THE ENTRY-LEVEL PRICE CATEGORY.
•	GAMING REVENUE INCREASED $1.3 BILLION OR 14%, DRIVEN BY XBOX SOFTWARE AND SERVICES REVENUE GROWTH OF 20%, MAINLY FROM THIRD-PARTY TITLE STRENGTH.
•	SEARCH ADVERTISING REVENUE INCREASED $793 MILLION OR 13%. SEARCH ADVERTISING REVENUE, EXCLUDING TRAFFIC ACQUISITION COSTS, INCREASED 16%, DRIVEN BY GROWTH IN BING, DUE TO HIGHER REVENUE PER SEARCH AND SEARCH VOLUME.
•	SURFACE REVENUE INCREASED $625 MILLION OR 16%, DRIVEN BY A HIGHER MIX OF PREMIUM DEVICES AND AN INCREASE IN VOLUMES SOLD, DUE TO THE LATEST EDITIONS OF SURFACE.
•	PHONE REVENUE DECREASED $525 MILLION.
OPERATING INCOME INCREASED $1.8 BILLION OR 20%, INCLUDING A FAVORABLE FOREIGN CURRENCY IMPACT OF 2%.
•	GROSS MARGIN INCREASED $2.2 BILLION OR 11%, DRIVEN BY GROWTH IN WINDOWS, SURFACE, SEARCH, AND GAMING. GROSS MARGIN PERCENTAGE INCREASED, PRIMARILY DUE TO GROSS MARGIN PERCENTAGE IMPROVEMENT IN SURFACE.
[bookmark: _Hlk511912051]•	OPERATING EXPENSES INCREASED $391 MILLION OR 3%, DRIVEN BY INVESTMENTS IN SEARCH, ARTIFICIAL INTELLIGENCE, AND GAMING ENGINEERING AND COMMERCIAL SALES CAPACITY, OFFSET IN PART BY A DECREASE IN WINDOWS MARKETING EXPENSES.
[bookmark: _Hlk519599923][bookmark: _Hlk519327645]FISCAL YEAR 2017 COMPARED WITH FISCAL YEAR 2016
PRODUCTIVITY AND BUSINESS PROCESSES
REVENUE INCREASED $4.1 BILLION OR 16%.
· LINKEDIN REVENUE WAS $2.3 BILLION, PRIMARILY COMPRISED OF REVENUE FROM TALENT SOLUTIONS.
· [bookmark: _Hlk519327855]OFFICE COMMERCIAL REVENUE INCREASED $1.4 BILLION OR 7%, DRIVEN BY HIGHER REVENUE FROM OFFICE 365 COMMERCIAL, MAINLY DUE TO GROWTH IN SUBSCRIBERS, OFFSET IN PART BY LOWER REVENUE FROM PRODUCTS LICENSED ON-PREMISES, REFLECTING A CONTINUED SHIFT TO OFFICE 365 COMMERCIAL.
· OFFICE CONSUMER REVENUE INCREASED $351 MILLION OR 11%, DRIVEN BY HIGHER REVENUE FROM OFFICE 365 CONSUMER, MAINLY DUE TO GROWTH IN SUBSCRIBERS.
· DYNAMICS REVENUE INCREASED 5%, PRIMARILY DUE TO HIGHER REVENUE FROM DYNAMICS 365.
OPERATING INCOME DECREASED $367 MILLION OR 3%, INCLUDING AN UNFAVORABLE FOREIGN CURRENCY IMPACT OF 2%.
· OPERATING EXPENSES INCREASED $2.3 BILLION OR 26%, MAINLY DUE TO LINKEDIN AND CLOUD ENGINEERING EXPENSES. OPERATING EXPENSES INCLUDED $2.3 BILLION RELATED TO OUR ACQUISITION OF LINKEDIN, INCLUDING $359 MILLION OF AMORTIZATION OF ACQUIRED INTANGIBLE ASSETS. SALES AND MARKETING EXPENSES INCREASED $1.2 BILLION OR 24%, RESEARCH AND DEVELOPMENT EXPENSES INCREASED $955 MILLION OR 35%, AND GENERAL AND ADMINISTRATIVE EXPENSES INCREASED $212 MILLION OR 14%.
· GROSS MARGIN INCREASED $2.0 BILLION OR 9%, PRIMARILY DUE TO OUR ACQUISITION OF LINKEDIN. GROSS MARGIN PERCENTAGE DECREASED, DUE TO AN INCREASED MIX OF CLOUD OFFERINGS AND AMORTIZATION OF ACQUIRED INTANGIBLE ASSETS RELATED TO LINKEDIN. COST OF REVENUE INCLUDED $918 MILLION RELATED TO OUR ACQUISITION OF LINKEDIN, INCLUDING $507 MILLION OF AMORTIZATION OF ACQUIRED INTANGIBLE ASSETS.
INTELLIGENT CLOUD
REVENUE INCREASED $2.5 BILLION OR 10%.
· SERVER PRODUCTS AND CLOUD SERVICES REVENUE GREW $2.6 BILLION OR 14%, DRIVEN BY AZURE REVENUE GROWTH OF 98% AND SERVER PRODUCTS LICENSED ON-PREMISES REVENUE GROWTH OF 5%.
· ENTERPRISE SERVICES REVENUE DECREASED 2%, DRIVEN BY A DECLINE IN REVENUE FROM CUSTOM SUPPORT AGREEMENTS, OFFSET IN PART BY HIGHER REVENUE FROM PREMIER SUPPORT SERVICES AND MICRASOFT CONSULTING SERVICES.
OPERATING INCOME DECREASED $122 MILLION OR 1%, INCLUDING AN UNFAVORABLE FOREIGN CURRENCY IMPACT OF 2%.
· OPERATING EXPENSES INCREASED $975 MILLION OR 11%, DRIVEN BY INVESTMENTS IN SALES CAPACITY, CLOUD ENGINEERING, AND DEVELOPER ENGAGEMENT. SALES AND MARKETING EXPENSES INCREASED $549 MILLION OR 13%, RESEARCH AND DEVELOPMENT EXPENSES INCREASED $468 MILLION OR 14%, AND GENERAL AND ADMINISTRATIVE EXPENSES DECREASED $42 MILLION OR 3%.
· GROSS MARGIN INCREASED $853 MILLION OR 5%, DRIVEN BY GROWTH IN SERVER PRODUCTS AND CLOUD SERVICES REVENUE AND CLOUD SERVICES SCALE AND EFFICIENCIES, OFFSET IN PART BY A DECLINE IN ENTERPRISE SERVICES GROSS MARGIN. GROSS MARGIN PERCENTAGE DECREASED, DUE TO AN INCREASED MIX OF CLOUD OFFERINGS AND LOWER ENTERPRISE SERVICES GROSS MARGIN PERCENT, OFFSET BY IMPROVEMENT IN AZURE GROSS MARGIN PERCENT.
MORE PERSONAL COMPUTING
REVENUE DECREASED $1.1 BILLION OR 3%.
· WINDOWS REVENUE INCREASED $1.0 BILLION OR 6%, MAINLY DUE TO HIGHER REVENUE FROM WINDOWS COMMERCIAL AND WINDOWS OEM. WINDOWS COMMERCIAL REVENUE GREW 14%, DRIVEN BY MULTI-YEAR AGREEMENT REVENUE. WINDOWS OEM REVENUE INCREASED 3%. WINDOWS OEM PRO REVENUE GREW 4%, OUTPERFORMING THE COMMERCIAL PC MARKET, PRIMARILY DUE TO A HIGHER MIX OF PREMIUM LICENSES SOLD. WINDOWS OEM NON-PRO REVENUE GREW 3%, OUTPERFORMING THE CONSUMER PC MARKET, PRIMARILY DUE TO A HIGHER MIX OF PREMIUM DEVICES SOLD.
· SEARCH ADVERTISING REVENUE INCREASED $791 MILLION OR 15%. SEARCH ADVERTISING REVENUE, EXCLUDING TRAFFIC ACQUISITION COSTS, INCREASED 9%, PRIMARILY DRIVEN BY GROWTH IN BING, DUE TO HIGHER REVENUE PER SEARCH AND SEARCH VOLUME.
· GAMING REVENUE DECREASED SLIGHTLY, PRIMARILY DUE TO LOWER XBOX HARDWARE REVENUE, OFFSET IN PART BY HIGHER REVENUE FROM XBOX SOFTWARE AND SERVICES. XBOX HARDWARE REVENUE DECREASED 21%, MAINLY DUE TO LOWER PRICES OF CONSOLES SOLD AND A DECLINE IN VOLUME OF CONSOLES SOLD. XBOX SOFTWARE AND SERVICES REVENUE INCREASED 11%, DRIVEN BY A HIGHER VOLUME OF XBOX LIVE TRANSACTIONS AND REVENUE PER TRANSACTION.
· SURFACE REVENUE DECREASED $82 MILLION OR 2%, PRIMARILY DUE TO A REDUCTION IN VOLUMES SOLD, OFFSET IN PART BY A HIGHER MIX OF PREMIUM DEVICES.
· PHONE REVENUE DECREASED $2.8 BILLION.
OPERATING INCOME INCREASED $2.6 BILLION OR 43%, INCLUDING AN UNFAVORABLE FOREIGN CURRENCY IMPACT OF 3%.
· OPERATING EXPENSES DECREASED $1.5 BILLION OR 12%, DRIVEN BY A REDUCTION IN PHONE EXPENSES AND SURFACE LAUNCH-RELATED EXPENSES IN THE PRIOR YEAR. SALES AND MARKETING EXPENSES DECREASED $893 MILLION OR 16%, RESEARCH AND DEVELOPMENT EXPENSES DECREASED $374 MILLION OR 6%, AND GENERAL AND ADMINISTRATIVE EXPENSES DECREASED $252 MILLION OR 16%.
· GROSS MARGIN INCREASED $1.1 BILLION OR 6%, DRIVEN BY GROWTH IN WINDOWS, SEARCH ADVERTISING, AND GAMING, OFFSET IN PART BY A DECLINE IN PHONE AND SURFACE. GROSS MARGIN PERCENTAGE INCREASED, DUE TO FAVORABLE SALES MIX AND GROSS MARGIN PERCENT IMPROVEMENTS ACROSS WINDOWS, GAMING, AND SEARCH ADVERTISING, OFFSET BY A GROSS MARGIN PERCENT DECLINE IN DEVICES.
CORPORATE AND OTHER
CORPORATE AND OTHER OPERATING LOSS IS COMPRISED OF CORPORATE-LEVEL ACTIVITY NOT SPECIFICALLY ALLOCATED TO A SEGMENT, INCLUDING IMPAIRMENT AND RESTRUCTURING EXPENSES.
FISCAL YEAR 2018 COMPARED WITH FISCAL YEAR 2017
CORPORATE AND OTHER OPERATING LOSS DECREASED $306 MILLION, DUE TO A REDUCTION IN IMPAIRMENT AND RESTRUCTURING EXPENSES, DRIVEN BY EMPLOYEE SEVERANCE EXPENSES PRIMARILY RELATED TO OUR SALES AND MARKETING RESTRUCTURING PLAN IN FISCAL YEAR 2017.
FISCAL YEAR 2017 COMPARED WITH FISCAL YEAR 2016
CORPORATE AND OTHER OPERATING LOSS DECREASED $804 MILLION, PRIMARILY DUE TO A REDUCTION IN IMPAIRMENT AND RESTRUCTURING EXPENSES, DRIVEN BY ASSET IMPAIRMENT CHARGES AND RESTRUCTURING CHARGES RELATED TO OUR PHONE BUSINESS IN FISCAL YEAR 2016, OFFSET IN PART BY EMPLOYEE SEVERANCE EXPENSES PRIMARILY RELATED TO OUR SALES AND MARKETING RESTRUCTURING PLAN IN FISCAL YEAR 2017.
OPERATING EXPENSES
RESEARCH AND DEVELOPMENT

	(IN MILLIONS, EXCEPT PERCENTAGES)
	
	2018
	
	
	2017
	
	
	2016
	
	
	PERCENTAGE
CHANGE 2018
VERSUS 2017
	
	
	PERCENTAGE
CHANGE 2017
VERSUS 2016
	

	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	RESEARCH AND DEVELOPMENT
	
	$
	14,726
	
	
	$
	13,037
	
	
	$
	11,988
	
	
	
	13%
	
	
	
	9%
	

	AS A PERCENT OF REVENUE
	
	
	13%
	
	
	
	13%
	
	
	
	13%
	
	
	
	0PPT
	
	
	
	0PPT
	

	
	




RESEARCH AND DEVELOPMENT EXPENSES INCLUDE PAYROLL, EMPLOYEE BENEFITS, STOCK-BASED COMPENSATION EXPENSE, AND OTHER HEADCOUNT-RELATED EXPENSES ASSOCIATED WITH PRODUCT DEVELOPMENT. RESEARCH AND DEVELOPMENT EXPENSES ALSO INCLUDE THIRD-PARTY DEVELOPMENT AND PROGRAMMING COSTS, LOCALIZATION COSTS INCURRED TO TRANSLATE SOFTWARE FOR INTERNATIONAL MARKETS, AND THE AMORTIZATION OF PURCHASED SOFTWARE CODE AND SERVICES CONTENT.
FISCAL YEAR 2018 COMPARED WITH FISCAL YEAR 2017
RESEARCH AND DEVELOPMENT EXPENSES INCREASED $1.7 BILLION OR 13%, PRIMARILY DUE TO INVESTMENTS IN CLOUD ENGINEERING AND LINKEDIN EXPENSES. LINKEDIN EXPENSES INCREASED $762 MILLION TO $1.5 BILLION.
FISCAL YEAR 2017 COMPARED WITH FISCAL YEAR 2016
RESEARCH AND DEVELOPMENT EXPENSES INCREASED $1.0 BILLION OR 9%, PRIMARILY DUE TO LINKEDIN EXPENSES AND INCREASED INVESTMENTS IN CLOUD ENGINEERING, OFFSET IN PART BY A REDUCTION IN PHONE EXPENSES. EXPENSES INCLUDED $745 MILLION RELATED TO OUR ACQUISITION OF LINKEDIN.
SALES AND MARKETING

	(IN MILLIONS, EXCEPT PERCENTAGES)
	
	2018
	
	
	2017
	
	
	2016
	
	
	PERCENTAGE
CHANGE 2018
VERSUS 2017
	
	
	PERCENTAGE
CHANGE 2017
VERSUS 2016
	

	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	SALES AND MARKETING
	
	$
	17,469
	
	
	$
	15,461
	
	
	$
	14,635
	
	
	
	13%
	
	
	
	6%
	

	AS A PERCENT OF REVENUE
	
	
	16%
	
	
	
	16%
	
	
	
	16%
	
	
	
	0PPT
	
	
	
	0PPT
	

	
	




[bookmark: _Hlk516234758]SALES AND MARKETING EXPENSES INCLUDE PAYROLL, EMPLOYEE BENEFITS, STOCK-BASED COMPENSATION EXPENSE, AND OTHER HEADCOUNT-RELATED EXPENSES ASSOCIATED WITH SALES AND MARKETING PERSONNEL, AND THE COSTS OF ADVERTISING, PROMOTIONS, TRADE SHOWS, SEMINARS, AND OTHER PROGRAMS.
FISCAL YEAR 2018 COMPARED WITH FISCAL YEAR 2017
SALES AND MARKETING EXPENSES INCREASED $2.0 BILLION OR 13%, PRIMARILY DUE TO LINKEDIN EXPENSES AND INVESTMENTS IN COMMERCIAL SALES CAPACITY, OFFSET IN PART BY A DECREASE IN WINDOWS MARKETING EXPENSES. LINKEDIN EXPENSES INCREASED $1.2 BILLION TO $2.5 BILLION, INCLUDING $617 MILLION OF AMORTIZATION OF ACQUIRED INTANGIBLE ASSETS.
FISCAL YEAR 2017 COMPARED WITH FISCAL YEAR 2016
SALES AND MARKETING EXPENSES INCREASED $826 MILLION OR 6%, PRIMARILY DUE TO LINKEDIN EXPENSES AND INCREASED INVESTMENTS IN SALES CAPACITY FOR OUR COMMERCIAL CLOUD, OFFSET IN PART BY A REDUCTION IN PHONE EXPENSES AND PRIOR YEAR MARKETING EXPENSES PRIMARILY RELATED TO SURFACE, COMMERCIAL, AND WINDOWS 10. EXPENSES INCLUDED $1.2 BILLION RELATED TO OUR ACQUISITION OF LINKEDIN, INCLUDING $359 MILLION OF AMORTIZATION OF ACQUIRED INTANGIBLE ASSETS.
GENERAL AND ADMINISTRATIVE

	(IN MILLIONS, EXCEPT PERCENTAGES)
	
	2018
	
	
	2017
	
	
	2016
	
	
	PERCENTAGE
CHANGE 2018
VERSUS 2017
	
	
	PERCENTAGE
CHANGE 2017
VERSUS 2016
	

	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	GENERAL AND ADMINISTRATIVE
	
	$
	4,754
	
	
	$
	4,481
	
	
	$
	4,563
	
	
	
	6%
	
	
	
	(2)%
	

	AS A PERCENT OF REVENUE
	
	
	4%
	
	
	
	5%
	
	
	
	5%
	
	
	
	(1)PPT
	
	
	
	0PPT
	

	
	



[bookmark: _Hlk516234775]GENERAL AND ADMINISTRATIVE EXPENSES INCLUDE PAYROLL, EMPLOYEE BENEFITS, STOCK-BASED COMPENSATION EXPENSE, SEVERANCE EXPENSE, AND OTHER HEADCOUNT-RELATED EXPENSES ASSOCIATED WITH FINANCE, LEGAL, FACILITIES, CERTAIN HUMAN RESOURCES AND OTHER ADMINISTRATIVE PERSONNEL, CERTAIN TAXES, AND LEGAL AND OTHER ADMINISTRATIVE FEES.
FISCAL YEAR 2018 COMPARED WITH FISCAL YEAR 2017
GENERAL AND ADMINISTRATIVE EXPENSES INCREASED $273 MILLION OR 6%, PRIMARILY DUE TO LINKEDIN EXPENSES. LINKEDIN EXPENSES INCREASED $234 MILLION TO $528 MILLION.
FISCAL YEAR 2017 COMPARED WITH FISCAL YEAR 2016
[bookmark: _Hlk479426586]GENERAL AND ADMINISTRATIVE EXPENSES DECREASED $82 MILLION OR 2%, PRIMARILY DUE TO PRIOR YEAR INVESTMENTS IN INFRASTRUCTURE SUPPORTING OUR BUSINESS TRANSFORMATION, A REDUCTION IN PHONE EXPENSES, AND LOWER EMPLOYEE-RELATED EXPENSES, OFFSET IN PART BY LINKEDIN EXPENSES. EXPENSES INCLUDED $294 MILLION RELATED TO OUR ACQUISITION OF LINKEDIN.
IMPAIRMENT AND RESTRUCTURING EXPENSES
IMPAIRMENT AND RESTRUCTURING EXPENSES INCLUDE COSTS ASSOCIATED WITH THE IMPAIRMENT OF INTANGIBLE ASSETS RELATED TO OUR PHONE BUSINESS, AND EMPLOYEE SEVERANCE EXPENSES AND OTHER COSTS ASSOCIATED WITH THE CONSOLIDATION OF FACILITIES AND MANUFACTURING OPERATIONS RELATED TO RESTRUCTURING ACTIVITIES.
FISCAL YEAR 2018 COMPARED WITH FISCAL YEAR 2017
DURING FISCAL YEAR 2017, WE RECORDED $306 MILLION OF EMPLOYEE SEVERANCE EXPENSES PRIMARILY RELATED TO OUR SALES AND MARKETING RESTRUCTURING PLAN.
FISCAL YEAR 2017 COMPARED WITH FISCAL YEAR 2016
IMPAIRMENT AND RESTRUCTURING EXPENSES WERE $306 MILLION FOR FISCAL YEAR 2017, COMPARED TO $1.1 BILLION FOR FISCAL YEAR 2016.
DURING FISCAL YEAR 2016, WE RECORDED $630 MILLION OF ASSET IMPAIRMENT CHARGES RELATED TO OUR PHONE BUSINESS. WE ALSO RECORDED $480 MILLION OF RESTRUCTURING CHARGES, INCLUDING EMPLOYEE SEVERANCE EXPENSES AND CONTRACT TERMINATION COSTS, PRIMARILY RELATED TO OUR PREVIOUSLY ANNOUNCED PHONE BUSINESS RESTRUCTURING PLANS.

OTHER INCOME (EXPENSE), NET
THE COMPONENTS OF OTHER INCOME (EXPENSE), NET WERE AS FOLLOWS:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	
	2018
	
	
	
	2017
	
	
	
	2016
	

	
	
	
	

	DIVIDENDS AND INTEREST INCOME
	
	$
	2,214
	
	
	$
	1,387
	
	
	$
	903
	

	INTEREST EXPENSE
	
	
	(2,733
	)
	
	
	(2,222
	)
	
	
	(1,243
	)

	NET RECOGNIZED GAINS ON INVESTMENTS
	
	
	2,399
	
	
	
	2,583
	
	
	
	668
	

	NET LOSSES ON DERIVATIVES
	
	
	(187
	)
	
	
	(510
	)
	
	
	(443
	)

	NET LOSSES ON FOREIGN CURRENCY REMEASUREMENTS
	
	
	(218
	)
	
	
	(111
	)
	
	
	(129
	)

	OTHER, NET
	
	
	(59
	)
	
	
	(251
	)
	
	
	(195
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	1,416
	
	
	$
	876
	
	
	$
	(439
	)

	
	
	
	
	
	
	
	
	
	
	
	
	


WE USE DERIVATIVE INSTRUMENTS TO: MANAGE RISKS RELATED TO FOREIGN CURRENCIES, EQUITY PRICES, INTEREST RATES, AND CREDIT; ENHANCE INVESTMENT RETURNS; AND FACILITATE PORTFOLIO DIVERSIFICATION. GAINS AND LOSSES FROM CHANGES IN FAIR VALUES OF DERIVATIVES THAT ARE NOT DESIGNATED AS HEDGES ARE PRIMARILY RECOGNIZED IN OTHER INCOME (EXPENSE), NET.
FISCAL YEAR 2018 COMPARED WITH FISCAL YEAR 2017
DIVIDENDS AND INTEREST INCOME INCREASED PRIMARILY DUE TO HIGHER AVERAGE PORTFOLIO BALANCES AND YIELDS ON FIXED-INCOME SECURITIES. INTEREST EXPENSE INCREASED PRIMARILY DUE TO HIGHER AVERAGE OUTSTANDING LONG-TERM DEBT AND HIGHER FINANCE LEASE EXPENSE. NET RECOGNIZED GAINS ON INVESTMENTS DECREASED PRIMARILY DUE TO HIGHER LOSSES ON SALES OF FIXED-INCOME SECURITIES, OFFSET IN PART BY HIGHER GAINS ON SALES OF EQUITY SECURITIES. NET LOSSES ON DERIVATIVES DECREASED PRIMARILY DUE TO LOWER LOSSES ON EQUITY, FOREIGN EXCHANGE, AND COMMODITY DERIVATIVES, OFFSET IN PART BY LOSSES ON INTEREST RATE DERIVATIVES IN THE CURRENT PERIOD AS COMPARED TO GAINS IN THE PRIOR PERIOD.
FISCAL YEAR 2017 COMPARED WITH FISCAL YEAR 2016
DIVIDENDS AND INTEREST INCOME INCREASED PRIMARILY DUE TO HIGHER PORTFOLIO BALANCES AND YIELDS ON FIXED-INCOME SECURITIES. INTEREST EXPENSE INCREASED PRIMARILY DUE TO HIGHER OUTSTANDING LONG-TERM DEBT. NET RECOGNIZED GAINS ON INVESTMENTS INCREASED PRIMARILY DUE TO HIGHER GAINS ON SALES OF EQUITY SECURITIES. NET LOSSES ON DERIVATIVES INCREASED DUE TO HIGHER LOSSES ON EQUITY DERIVATIVES, OFFSET IN PART BY LOWER LOSSES ON COMMODITY AND FOREIGN CURRENCY DERIVATIVES. OTHER, NET REFLECTS RECOGNIZED LOSSES FROM CERTAIN JOINT VENTURES AND DIVESTITURES.
INCOME TAXES
EFFECTIVE TAX RATE
FISCAL YEAR 2018 COMPARED WITH FISCAL YEAR 2017
OUR EFFECTIVE TAX RATE FOR FISCAL YEARS 2018 AND 2017 WAS 55% AND 15%, RESPECTIVELY. THE INCREASE IN OUR EFFECTIVE TAX RATE FOR FISCAL YEAR 2018 COMPARED TO FISCAL YEAR 2017 WAS PRIMARILY DUE TO THE NET CHARGE RELATED TO THE ENACTMENT OF THE TCJA IN FISCAL YEAR 2018 AND THE REALIZATION OF TAX BENEFITS ATTRIBUTABLE TO PREVIOUS PHONE BUSINESS LOSSES IN FISCAL YEAR 2017. OUR EFFECTIVE TAX RATE WAS HIGHER THAN THE U.S. FEDERAL STATUTORY RATE PRIMARILY DUE TO THE NET CHARGE RELATED TO THE ENACTMENT OF THE TCJA, OFFSET IN PART BY EARNINGS TAXED AT LOWER RATES IN FOREIGN JURISDICTIONS RESULTING FROM OUR FOREIGN REGIONAL OPERATIONS CENTERS IN IRELAND, SINGAPORE, AND PUERTO RICO.
THE MIX OF INCOME BEFORE INCOME TAXES BETWEEN THE U.S. AND FOREIGN COUNTRIES IMPACTED OUR EFFECTIVE TAX RATE AS A RESULT OF THE GEOGRAPHIC DISTRIBUTION OF, AND CUSTOMER DEMAND FOR, OUR PRODUCTS AND SERVICES. IN FISCAL YEAR 2018, OUR U.S. INCOME BEFORE INCOME TAXES WAS $11.5 BILLION AND OUR FOREIGN INCOME BEFORE INCOME TAXES WAS $24.9 BILLION. IN FISCAL YEAR 2017, OUR U.S. INCOME BEFORE INCOME TAXES WAS $6.8 BILLION AND OUR FOREIGN INCOME BEFORE INCOME TAXES WAS $23.1 BILLION.
FISCAL YEAR 2017 COMPARED WITH FISCAL YEAR 2016
OUR EFFECTIVE TAX RATE FOR FISCAL YEARS 2017 AND 2016 WAS 15% AND 20%, RESPECTIVELY. THE DECREASE IN OUR EFFECTIVE TAX RATE FOR FISCAL YEAR 2017 COMPARED TO FISCAL YEAR 2016 WAS PRIMARILY DUE TO THE REALIZATION OF TAX BENEFITS ATTRIBUTABLE TO PREVIOUS PHONE BUSINESS LOSSES, OFFSET IN PART BY CHANGES IN THE MIX OF OUR INCOME BEFORE INCOME TAXES BETWEEN THE U.S. AND FOREIGN COUNTRIES. OUR EFFECTIVE TAX RATE WAS LOWER THAN THE U.S. FEDERAL STATUTORY RATE PRIMARILY DUE TO EARNINGS TAXED AT LOWER RATES IN FOREIGN JURISDICTIONS RESULTING FROM OUR FOREIGN REGIONAL OPERATIONS CENTERS IN IRELAND, SINGAPORE, AND PUERTO RICO.
THE MIX OF INCOME BEFORE INCOME TAXES BETWEEN THE U.S. AND FOREIGN COUNTRIES IMPACTED OUR EFFECTIVE TAX RATE AS A RESULT OF THE GEOGRAPHIC DISTRIBUTION OF, AND CUSTOMER DEMAND FOR, OUR PRODUCTS AND SERVICES. IN FISCAL YEAR 2017, OUR U.S. INCOME BEFORE INCOME TAXES WAS $6.8 BILLION AND OUR FOREIGN INCOME BEFORE INCOME TAXES WAS $23.1 BILLION. IN FISCAL YEAR 2016, OUR U.S. INCOME BEFORE INCOME TAXES WAS $5.1 BILLION AND OUR FOREIGN INCOME BEFORE INCOME TAXES WAS $20.5 BILLION.
RECENT TAX LEGISLATION
ON DECEMBER 22, 2017, THE TCJA WAS ENACTED INTO LAW, WHICH SIGNIFICANTLY CHANGES EXISTING U.S. TAX LAW AND INCLUDES NUMEROUS PROVISIONS THAT AFFECT OUR BUSINESS, SUCH AS IMPOSING A ONE-TIME TRANSITION TAX ON DEEMED REPATRIATION OF DEFERRED FOREIGN INCOME, REDUCING THE U.S. FEDERAL STATUTORY TAX RATE, AND ADOPTING A TERRITORIAL TAX SYSTEM. THE TCJA REQUIRED US TO INCUR A ONE-TIME TRANSITION TAX ON DEFERRED FOREIGN INCOME NOT PREVIOUSLY SUBJECT TO U.S. INCOME TAX AT A RATE OF 15.5% FOR FOREIGN CASH AND CERTAIN OTHER NET CURRENT ASSETS, AND 8% ON THE REMAINING INCOME. THE TCJA ALSO REDUCED THE U.S. FEDERAL STATUTORY TAX RATE FROM 35% TO 21% EFFECTIVE JANUARY 1, 2018. FOR FISCAL YEAR 2018, OUR BLENDED U.S. FEDERAL STATUTORY TAX RATE IS 28.1%. THIS IS THE RESULT OF USING THE TAX RATE OF 35% FOR THE FIRST AND SECOND QUARTER OF FISCAL YEAR 2018 AND THE REDUCED TAX RATE OF 21% FOR THE THIRD AND FOURTH QUARTER OF FISCAL YEAR 2018. THE TCJA INCLUDES A PROVISION TO TAX GLOBAL INTANGIBLE LOW-TAXED INCOME (“GILTI”) OF FOREIGN SUBSIDIARIES AND A BASE EROSION ANTI-ABUSE TAX (“BEAT”) MEASURE THAT TAXES CERTAIN PAYMENTS BETWEEN A U.S. CORPORATION AND ITS FOREIGN SUBSIDIARIES. THE GILTI AND BEAT PROVISIONS OF THE TCJA WILL BE EFFECTIVE FOR US BEGINNING JULY 1, 2018.
[bookmark: _Hlk520977020]THE TCJA WAS EFFECTIVE IN THE SECOND QUARTER OF FISCAL YEAR 2018. AS OF JUNE 30, 2018, WE HAVE NOT COMPLETED OUR ACCOUNTING FOR THE ESTIMATED TAX EFFECTS OF THE TCJA. DURING FISCAL YEAR 2018, WE RECORDED A PROVISIONAL NET CHARGE OF $13.7 BILLION RELATED TO THE TCJA BASED ON REASONABLE ESTIMATES FOR THOSE TAX EFFECTS. DUE TO THE TIMING OF THE ENACTMENT AND THE COMPLEXITY IN APPLYING THE PROVISIONS OF THE TCJA, THE PROVISIONAL NET CHARGE IS SUBJECT TO REVISIONS AS WE CONTINUE TO COMPLETE OUR ANALYSIS OF THE TCJA, COLLECT AND PREPARE NECESSARY DATA, AND INTERPRET ANY ADDITIONAL GUIDANCE ISSUED BY THE U.S. TREASURY DEPARTMENT, INTERNAL REVENUE SERVICE (“IRS”), FINANCIAL ACCOUNTING STANDARDS BOARD, AND OTHER STANDARD-SETTING AND REGULATORY BODIES. ADJUSTMENTS MAY MATERIALLY IMPACT OUR PROVISION FOR INCOME TAXES AND EFFECTIVE TAX RATE IN THE PERIOD IN WHICH THE ADJUSTMENTS ARE MADE. OUR ACCOUNTING FOR THE ESTIMATED TAX EFFECTS OF THE TCJA WILL BE COMPLETED DURING THE MEASUREMENT PERIOD, WHICH IS NOT EXPECTED TO EXTEND BEYOND ONE YEAR FROM THE ENACTMENT DATE.
DURING FISCAL YEAR 2018, WE RECORDED AN ESTIMATED NET CHARGE OF $13.7 BILLION RELATED TO THE TCJA, DUE TO THE IMPACT OF THE ONE-TIME TRANSITION TAX ON THE DEEMED REPATRIATION OF DEFERRED FOREIGN INCOME OF $17.9 BILLION, OFFSET IN PART BY THE IMPACT OF CHANGES IN THE TAX RATE OF $4.2 BILLION, PRIMARILY ON DEFERRED TAX ASSETS AND LIABILITIES.
UNCERTAIN TAX POSITIONS
WHILE WE SETTLED A PORTION OF THE IRS AUDIT FOR TAX YEARS 2004 TO 2006 DURING THE THIRD QUARTER OF FISCAL YEAR 2011, AND A PORTION OF THE IRS AUDIT FOR TAX YEARS 2007 TO 2009 DURING THE FIRST QUARTER OF FISCAL YEAR 2016, WE REMAIN UNDER AUDIT FOR THOSE YEARS. IN THE SECOND QUARTER OF FISCAL YEAR 2018, WE SETTLED A PORTION OF THE IRS AUDIT FOR TAX YEARS 2010 TO 2013. WE CONTINUE TO BE SUBJECT TO EXAMINATION BY THE IRS FOR TAX YEARS 2010 TO 2017. IN FEBRUARY 2012, THE IRS WITHDREW ITS 2011 REVENUE AGENTS REPORT FOR TAX YEARS 2004 TO 2006 AND REOPENED THE AUDIT PHASE OF THE EXAMINATION. AS OF JUNE 30, 2018, THE PRIMARY UNRESOLVED ISSUE RELATES TO TRANSFER PRICING, WHICH COULD HAVE A SIGNIFICANT IMPACT IN OUR CONSOLIDATED FINANCIAL STATEMENTS IF NOT RESOLVED FAVORABLY. WE BELIEVE OUR ALLOWANCES FOR INCOME TAX CONTINGENCIES ARE ADEQUATE. WE HAVE NOT RECEIVED A PROPOSED ASSESSMENT FOR THE UNRESOLVED ISSUES AND DO NOT EXPECT A FINAL RESOLUTION OF THESE ISSUES IN THE NEXT 12 MONTHS. BASED ON THE INFORMATION CURRENTLY AVAILABLE, WE DO NOT ANTICIPATE A SIGNIFICANT INCREASE OR DECREASE TO OUR TAX CONTINGENCIES FOR THESE ISSUES WITHIN THE NEXT 12 MONTHS.
WE ARE SUBJECT TO INCOME TAX IN MANY JURISDICTIONS OUTSIDE THE U.S. OUR OPERATIONS IN CERTAIN JURISDICTIONS REMAIN SUBJECT TO EXAMINATION FOR TAX YEARS 1996 TO 2017, SOME OF WHICH ARE CURRENTLY UNDER AUDIT BY LOCAL TAX AUTHORITIES. THE RESOLUTION OF EACH OF THESE AUDITS IS NOT EXPECTED TO BE MATERIAL TO OUR CONSOLIDATED FINANCIAL STATEMENTS.
NON-GAAP FINANCIAL MEASURES
ADJUSTED OPERATING INCOME, NET INCOME AND DILUTED EARNINGS PER SHARE ARE NON-GAAP FINANCIAL MEASURES WHICH EXCLUDE THE NET CHARGE RELATED TO THE TCJA, AND IMPAIRMENT AND RESTRUCTURING EXPENSES. WE BELIEVE THESE NON-GAAP MEASURES AID INVESTORS BY PROVIDING ADDITIONAL INSIGHT INTO OUR OPERATIONAL PERFORMANCE AND HELP CLARIFY TRENDS AFFECTING OUR BUSINESS. FOR COMPARABILITY OF REPORTING, MANAGEMENT CONSIDERS NON-GAAP MEASURES IN CONJUNCTION WITH GAAP FINANCIAL RESULTS IN EVALUATING BUSINESS PERFORMANCE. THESE NON-GAAP FINANCIAL MEASURES PRESENTED SHOULD NOT BE CONSIDERED A SUBSTITUTE FOR, OR SUPERIOR TO, THE MEASURES OF FINANCIAL PERFORMANCE PREPARED IN ACCORDANCE WITH GAAP.
THE FOLLOWING TABLE RECONCILES OUR FINANCIAL RESULTS REPORTED IN ACCORDANCE WITH GAAP TO NON-GAAP FINANCIAL RESULTS:

	(IN MILLIONS, EXCEPT PERCENTAGES AND PER SHARE AMOUNTS)
	
	2018
	
	
	2017
	
	
	2016
	
	
	PERCENTAGE
CHANGE 2018
VERSUS 2017
	
	
	PERCENTAGE
CHANGE 2017
VERSUS 2016
	

	
	

	
	
	
	
	
	

	OPERATING INCOME
	
	$
	35,058
	
	
	$
	29,025
	
	
	$
	26,078
	
	
	
	21%
	
	
	
	11%
	

	NET CHARGE RELATED TO THE TCJA
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	
	
	
	
	
	

	IMPAIRMENT AND RESTRUCTURING EXPENSES
	
	
	0
	
	
	
	306
	
	
	
	1,110
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	ADJUSTED OPERATING INCOME
	
	$
	35,058
	
	
	$
	29,331
	
	
	$
	27,188
	
	
	
	20%
	
	
	
	8%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	

	NET INCOME
	
	$
	16,571
	
	
	$
	25,489
	
	
	$
	20,539
	
	
	
	(35)%
	
	
	
	24%
	

	NET CHARGE RELATED TO THE TCJA
	
	
	13,696
	
	
	
	0
	
	
	
	0
	
	
	
	
	
	
	
	
	

	IMPAIRMENT AND RESTRUCTURING EXPENSES
	
	
	0
	
	
	
	243
	
	
	
	895
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	ADJUSTED NET INCOME
	
	$
	30,267
	
	
	$
	25,732
	
	
	$
	21,434
	
	
	
	18%
	
	
	
	20%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	

	DILUTED EARNINGS PER SHARE
	
	$
	2.13
	
	
	$
	3.25
	
	
	$
	2.56
	
	
	
	(34)%
	
	
	
	27%
	

	NET CHARGE RELATED TO THE TCJA
	
	
	1.75
	
	
	
	0
	
	
	
	0
	
	
	
	
	
	
	
	
	

	IMPAIRMENT AND RESTRUCTURING EXPENSES
	
	
	0
	
	
	
	0.04
	
	
	
	0.11
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	ADJUSTED DILUTED EARNINGS PER SHARE
	
	$
	3.88
	
	
	$
	3.29
	
	
	$
	2.67
	
	
	
	18%
	
	
	
	23%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



FINANCIAL CONDITION
CASH, CASH EQUIVALENTS, AND INVESTMENTS
CASH, CASH EQUIVALENTS, AND SHORT-TERM INVESTMENTS TOTALED $133.8 BILLION AND $133.0 BILLION AS OF JUNE 30, 2018 AND 2017, RESPECTIVELY. EQUITY AND OTHER INVESTMENTS WERE $1.9 BILLION AND $6.0 BILLION AS OF JUNE 30, 2018 AND 2017, RESPECTIVELY. OUR SHORT-TERM INVESTMENTS ARE PRIMARILY INTENDED TO FACILITATE LIQUIDITY AND CAPITAL PRESERVATION. THEY CONSIST PREDOMINANTLY OF HIGHLY LIQUID INVESTMENT-GRADE FIXED-INCOME SECURITIES, DIVERSIFIED AMONG INDUSTRIES AND INDIVIDUAL ISSUERS. THE INVESTMENTS ARE PREDOMINANTLY U.S. DOLLAR-DENOMINATED SECURITIES, BUT ALSO INCLUDE FOREIGN CURRENCY-DENOMINATED SECURITIES TO DIVERSIFY RISK. OUR FIXED-INCOME INVESTMENTS ARE EXPOSED TO INTEREST RATE RISK AND CREDIT RISK. THE CREDIT RISK AND AVERAGE MATURITY OF OUR FIXED-INCOME PORTFOLIO ARE MANAGED TO ACHIEVE ECONOMIC RETURNS THAT CORRELATE TO CERTAIN FIXED-INCOME INDICES. THE SETTLEMENT RISK RELATED TO THESE INVESTMENTS IS INSIGNIFICANT GIVEN THAT THE SHORT-TERM INVESTMENTS HELD ARE PRIMARILY HIGHLY LIQUID INVESTMENT-GRADE FIXED-INCOME SECURITIES.

AS A RESULT OF THE TCJA, OUR CASH, CASH EQUIVALENTS, AND SHORT-TERM INVESTMENTS HELD BY FOREIGN SUBSIDIARIES ARE NO LONGER SUBJECT TO U.S. TAX ON REPATRIATION INTO THE U.S.
VALUATION
IN GENERAL, AND WHERE APPLICABLE, WE USE QUOTED PRICES IN ACTIVE MARKETS FOR IDENTICAL ASSETS OR LIABILITIES TO DETERMINE THE FAIR VALUE OF OUR FINANCIAL INSTRUMENTS. THIS PRICING METHODOLOGY APPLIES TO OUR LEVEL 1 INVESTMENTS, SUCH AS U.S. GOVERNMENT SECURITIES, COMMON AND PREFERRED STOCK, AND MUTUAL FUNDS. IF QUOTED PRICES IN ACTIVE MARKETS FOR IDENTICAL ASSETS OR LIABILITIES ARE NOT AVAILABLE TO DETERMINE FAIR VALUE, THEN WE USE QUOTED PRICES FOR SIMILAR ASSETS AND LIABILITIES OR INPUTS OTHER THAN THE QUOTED PRICES THAT ARE OBSERVABLE EITHER DIRECTLY OR INDIRECTLY. THIS PRICING METHODOLOGY APPLIES TO OUR LEVEL 2 INVESTMENTS SUCH AS CORPORATE NOTES AND BONDS, FOREIGN GOVERNMENT BONDS, MORTGAGE- AND ASSET-BACKED SECURITIES, COMMERCIAL PAPER, CERTIFICATES OF DEPOSIT, AND U.S. AGENCY SECURITIES. LEVEL 3 INVESTMENTS ARE VALUED USING INTERNALLY DEVELOPED MODELS WITH UNOBSERVABLE INPUTS. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE ON A RECURRING BASIS USING UNOBSERVABLE INPUTS ARE AN IMMATERIAL PORTION OF OUR PORTFOLIO.
A MAJORITY OF OUR INVESTMENTS ARE PRICED BY PRICING VENDORS AND ARE GENERALLY LEVEL 1 OR LEVEL 2 INVESTMENTS AS THESE VENDORS EITHER PROVIDE A QUOTED MARKET PRICE IN AN ACTIVE MARKET OR USE OBSERVABLE INPUTS FOR THEIR PRICING WITHOUT APPLYING SIGNIFICANT ADJUSTMENTS. BROKER PRICING IS USED MAINLY WHEN A QUOTED PRICE IS NOT AVAILABLE, THE INVESTMENT IS NOT PRICED BY OUR PRICING VENDORS, OR WHEN A BROKER PRICE IS MORE REFLECTIVE OF FAIR VALUES IN THE MARKET IN WHICH THE INVESTMENT TRADES. OUR BROKER-PRICED INVESTMENTS ARE GENERALLY CLASSIFIED AS LEVEL 2 INVESTMENTS BECAUSE THE BROKER PRICES THESE INVESTMENTS BASED ON SIMILAR ASSETS WITHOUT APPLYING SIGNIFICANT ADJUSTMENTS. IN ADDITION, ALL OUR BROKER-PRICED INVESTMENTS HAVE A SUFFICIENT LEVEL OF TRADING VOLUME TO DEMONSTRATE THAT THE FAIR VALUES USED ARE APPROPRIATE FOR THESE INVESTMENTS. OUR FAIR VALUE PROCESSES INCLUDE CONTROLS THAT ARE DESIGNED TO ENSURE APPROPRIATE FAIR VALUES ARE RECORDED. THESE CONTROLS INCLUDE MODEL VALIDATION, REVIEW OF KEY MODEL INPUTS, ANALYSIS OF PERIOD-OVER-PERIOD FLUCTUATIONS, AND INDEPENDENT RECALCULATION OF PRICES WHERE APPROPRIATE.
CASH FLOWS
FISCAL YEAR 2018 COMPARED WITH FISCAL YEAR 2017
CASH FROM OPERATIONS INCREASED $4.4 BILLION TO $43.9 BILLION FOR THE FISCAL YEAR ENDED JUNE 30, 2018, MAINLY DUE TO AN INCREASE IN CASH RECEIVED FROM CUSTOMERS, OFFSET IN PART BY AN INCREASE IN CASH PAID TO EMPLOYEES, NET CASH PAID FOR INCOME TAXES, CASH PAID FOR INTEREST ON DEBT, AND CASH PAID TO SUPPLIERS. CASH USED IN FINANCING WAS $33.6 BILLION FOR THE FISCAL YEAR ENDED JUNE 30, 2018, COMPARED TO CASH FROM FINANCING OF $8.4 BILLION FOR THE FISCAL YEAR ENDED JUNE 30, 2017. THE CHANGE WAS MAINLY DUE TO A $41.7 BILLION DECREASE IN PROCEEDS FROM ISSUANCE OF DEBT, NET OF REPAYMENTS, OFFSET IN PART BY A $1.1 BILLION DECREASE IN CASH USED FOR COMMON STOCK REPURCHASES. CASH USED IN INVESTING DECREASED $40.7 BILLION TO $6.1 BILLION FOR THE FISCAL YEAR ENDED JUNE 30, 2018, MAINLY DUE TO A $25.1 BILLION DECREASE IN CASH USED FOR ACQUISITIONS OF COMPANIES, NET OF CASH ACQUIRED, AND PURCHASES OF INTANGIBLE AND OTHER ASSETS, AND A $19.1 BILLION INCREASE IN CASH FROM NET INVESTMENT PURCHASES, SALES, AND MATURITIES.
FISCAL YEAR 2017 COMPARED WITH FISCAL YEAR 2016
CASH FROM OPERATIONS INCREASED $6.2 BILLION TO $39.5 BILLION DURING THE FISCAL YEAR, MAINLY DUE TO AN INCREASE IN CASH RECEIVED FROM CUSTOMERS AND AN INCOME TAX REFUND FOR OVERPAYMENT OF ESTIMATED TAXES, OFFSET IN PART BY AN INCREASE IN CASH PAID TO EMPLOYEES. CASH FROM FINANCING INCREASED $16.8 BILLION TO $8.4 BILLION, MAINLY DUE TO A $13.2 BILLION INCREASE IN PROCEEDS FROM ISSUANCES OF DEBT, NET OF REPAYMENTS, AND A $4.2 BILLION DECREASE IN CASH USED FOR COMMON STOCK REPURCHASES, OFFSET IN PART BY AN $839 MILLION INCREASE IN DIVIDENDS PAID. CASH USED IN INVESTING INCREASED $22.8 BILLION TO $46.8 BILLION, MAINLY DUE TO A $24.6 BILLION INCREASE IN CASH USED FOR ACQUISITIONS OF COMPANIES, NET OF CASH ACQUIRED, AND PURCHASES OF INTANGIBLES AND OTHER ASSETS, OFFSET IN PART BY A $1.9 BILLION DECREASE IN CASH USED FOR NET INVESTMENT PURCHASES, SALES, AND MATURITIES.
DEBT
WE ISSUED DEBT TO TAKE ADVANTAGE OF FAVORABLE PRICING AND LIQUIDITY IN THE DEBT MARKETS, REFLECTING OUR CREDIT RATING AND THE LOW INTEREST RATE ENVIRONMENT. THE PROCEEDS OF THESE ISSUANCES WERE OR WILL BE USED FOR GENERAL CORPORATE PURPOSES, WHICH MAY INCLUDE, AMONG OTHER THINGS, FUNDING FOR WORKING CAPITAL, CAPITAL EXPENDITURES, REPURCHASES OF CAPITAL STOCK, ACQUISITIONS, AND REPAYMENT OF EXISTING DEBT. REFER TO NOTE 12 – DEBT OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION.
UNEARNED REVENUE
UNEARNED REVENUE COMPRISES MAINLY UNEARNED REVENUE RELATED TO VOLUME LICENSING PROGRAMS AND INCLUDES SOFTWARE ASSURANCE (“SA”) AND CLOUD SERVICES. UNEARNED REVENUE IS GENERALLY BILLED UPFRONT AT THE BEGINNING OF EACH ANNUAL COVERAGE PERIOD FOR MULTI-YEAR AGREEMENTS AND RECOGNIZED RATABLY OVER THE COVERAGE PERIOD. UNEARNED REVENUE ALSO INCLUDES PAYMENTS FOR OTHER OFFERINGS FOR WHICH WE HAVE BEEN PAID IN ADVANCE AND EARN THE REVENUE WHEN WE TRANSFER CONTROL OF THE PRODUCT OR SERVICE. REFER TO NOTE 1 – ACCOUNTING POLICIES OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION.
THE FOLLOWING TABLE OUTLINES THE EXPECTED FUTURE RECOGNITION OF UNEARNED REVENUE AS OF JUNE 30, 2018:

	(IN MILLIONS)
	
	
	

	
	

	
	
	

	THREE MONTHS ENDING,
	
	
	
	

	
	

	SEPTEMBER 30, 2018
	
	$
	11,081
	

	DECEMBER 31, 2018
	
	
	8,688
	

	MARCH 31, 2019
	
	
	5,995
	

	JUNE 30, 2019
	
	
	3,141
	

	THEREAFTER
	
	
	3,815
	

	
	

	
	

	TOTAL
	
	$
	32,720
	

	
	
	
	
	


IF OUR CUSTOMERS CHOOSE TO LICENSE CLOUD-BASED VERSIONS OF OUR PRODUCTS AND SERVICES RATHER THAN LICENSING TRANSACTION-BASED PRODUCTS AND SERVICES, THE ASSOCIATED REVENUE WILL SHIFT FROM BEING RECOGNIZED AT THE TIME OF THE TRANSACTION TO BEING RECOGNIZED OVER THE SUBSCRIPTION PERIOD OR UPON CONSUMPTION, AS APPLICABLE.
SHARE REPURCHASES
FOR THE FISCAL YEARS ENDED JUNE 30, 2018, 2017, AND 2016, WE REPURCHASED 99 MILLION SHARES, 170 MILLION SHARES, AND 294 MILLION SHARES OF OUR COMMON STOCK FOR $8.6 BILLION, $10.3 BILLION, AND $14.8 BILLION, RESPECTIVELY, THROUGH OUR SHARE REPURCHASE PROGRAMS. ALL REPURCHASES WERE MADE USING CASH RESOURCES. REFER TO NOTE 18 – STOCKHOLDERS’ EQUITY OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION.
DIVIDENDS
REFER TO NOTE 18 – STOCKHOLDERS’ EQUITY OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION.
OFF-BALANCE SHEET ARRANGEMENTS
WE PROVIDE INDEMNIFICATIONS OF VARYING SCOPE AND SIZE TO CERTAIN CUSTOMERS AGAINST CLAIMS OF INTELLECTUAL PROPERTY INFRINGEMENT MADE BY THIRD PARTIES ARISING FROM THE USE OF OUR PRODUCTS AND CERTAIN OTHER MATTERS. ADDITIONALLY, WE HAVE AGREED TO COVER DAMAGES RESULTING FROM BREACHES OF CERTAIN SECURITY AND PRIVACY COMMITMENTS IN OUR CLOUD BUSINESS. IN EVALUATING ESTIMATED LOSSES ON THESE OBLIGATIONS, WE CONSIDER FACTORS SUCH AS THE DEGREE OF PROBABILITY OF AN UNFAVORABLE OUTCOME AND OUR ABILITY TO MAKE A REASONABLE ESTIMATE OF THE AMOUNT OF LOSS. THESE OBLIGATIONS DID NOT HAVE A MATERIAL IMPACT IN OUR CONSOLIDATED FINANCIAL STATEMENTS DURING THE PERIODS PRESENTED.
CONTRACTUAL OBLIGATIONS
THE FOLLOWING TABLE SUMMARIZES THE PAYMENTS DUE BY FISCAL YEAR FOR OUR OUTSTANDING CONTRACTUAL OBLIGATIONS AS OF JUNE 30, 2018:

	(IN MILLIONS)
	
	2019
	
	
	2020-2021
	
	
	2022-2023
	
	
	THEREAFTER
	
	
	TOTAL
	

	
	

	
	
	
	
	
	
	

	LONG-TERM DEBT: (A)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	PRINCIPAL PAYMENTS
	
	$
	4,000
	
	
	$
	9,268
	
	
	$
	10,794
	
	
	$
	52,836
	
	
	$
	76,898
	

	INTEREST PAYMENTS
	
	
	2,377
	
	
	
	4,495
	
	
	
	4,066
	
	
	
	31,247
	
	
	
	42,185
	

	CONSTRUCTION COMMITMENTS (B)
	
	
	1,793
	
	
	
	107
	
	
	
	0
	
	
	
	0
	
	
	
	1,900
	

	OPERATING LEASES, INCLUDING IMPUTED INTEREST (C)
	
	
	1,538
	
	
	
	2,567
	
	
	
	1,778
	
	
	
	2,416
	
	
	
	8,299
	

	[bookmark: _Hlk483317742]FINANCE LEASES, INCLUDING IMPUTED INTEREST (C)
	
	
	470
	
	
	
	1,101
	
	
	
	1,142
	
	
	
	5,751
	
	
	
	8,464
	

	TRANSITION TAX (D)
	
	
	1,495
	
	
	
	2,808
	
	
	
	2,808
	
	
	
	10,530
	
	
	
	17,641
	

	PURCHASE COMMITMENTS (E)
	
	
	19,321
	
	
	
	874
	
	
	
	255
	
	
	
	408
	
	
	
	20,858
	

	OTHER LONG-TERM LIABILITIES (F)
	
	
	0
	
	
	
	76
	
	
	
	19
	
	
	
	313
	
	
	
	408
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL CONTRACTUAL OBLIGATIONS
	
	$
	30,994
	
	
	$
	21,296
	
	
	$
	20,862
	
	
	$
	103,501
	
	
	$
	176,653
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


[bookmark: _Hlk485803419](A)	REFER TO NOTE 12 – DEBT OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K).
(B)	REFER TO NOTE 8 – PROPERTY AND EQUIPMENT OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K).
(C)	REFER TO NOTE 16 – LEASES OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K).
(D)	REFER TO NOTE 13 – INCOME TAXES OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K).
(E)	AMOUNTS REPRESENT PURCHASE COMMITMENTS, INCLUDING OPEN PURCHASE ORDERS AND TAKE-OR-PAY CONTRACTS THAT ARE NOT PRESENTED AS CONSTRUCTION COMMITMENTS ABOVE.
(F)	WE HAVE EXCLUDED LONG-TERM TAX CONTINGENCIES, OTHER TAX LIABILITIES, AND DEFERRED INCOME TAXES OF $13.6 BILLION FROM THE AMOUNTS PRESENTED AS THE TIMING OF THESE OBLIGATIONS IS UNCERTAIN. WE HAVE ALSO EXCLUDED UNEARNED REVENUE AND NON-CASH ITEMS.
OTHER PLANNED USES OF CAPITAL
WE WILL CONTINUE TO INVEST IN SALES, MARKETING, PRODUCT SUPPORT INFRASTRUCTURE, AND EXISTING AND ADVANCED AREAS OF TECHNOLOGY, AS WELL AS CONTINUE MAKING ACQUISITIONS THAT ALIGN WITH OUR BUSINESS STRATEGY. ADDITIONS TO PROPERTY AND EQUIPMENT WILL CONTINUE, INCLUDING NEW FACILITIES, DATACENTERS, AND COMPUTER SYSTEMS FOR RESEARCH AND DEVELOPMENT, SALES AND MARKETING, SUPPORT, AND ADMINISTRATIVE STAFF. WE EXPECT CAPITAL EXPENDITURES TO INCREASE IN COMING YEARS TO SUPPORT GROWTH IN OUR CLOUD OFFERINGS. WE HAVE OPERATING AND FINANCE LEASES FOR DATACENTERS, CORPORATE OFFICES, RESEARCH AND DEVELOPMENT FACILITIES, RETAIL STORES, AND CERTAIN EQUIPMENT. WE HAVE NOT ENGAGED IN ANY RELATED PARTY TRANSACTIONS OR ARRANGEMENTS WITH UNCONSOLIDATED ENTITIES OR OTHER PERSONS THAT ARE REASONABLY LIKELY TO MATERIALLY AFFECT LIQUIDITY OR THE AVAILABILITY OF CAPITAL RESOURCES.
LIQUIDITY
[bookmark: _Hlk503882262]AS A RESULT OF THE TCJA, WE ARE REQUIRED TO PAY A ONE-TIME TRANSITION TAX OF $17.9 BILLION ON DEFERRED FOREIGN INCOME NOT PREVIOUSLY SUBJECT TO U.S. INCOME TAX. IN FISCAL YEAR 2018, WE PAID TRANSITION TAX OF $228 MILLION. UNDER THE TCJA, THE REMAINING TRANSITION TAX OF $17.6 BILLION IS PAYABLE INTEREST-FREE OVER EIGHT YEARS, WITH 8% DUE IN EACH OF THE FIRST FIVE YEARS, 15% IN YEAR SIX, 20% IN YEAR SEVEN, AND 25% IN YEAR EIGHT.
WE EXPECT EXISTING CASH, CASH EQUIVALENTS, SHORT-TERM INVESTMENTS, CASH FLOWS FROM OPERATIONS, AND ACCESS TO CAPITAL MARKETS TO CONTINUE TO BE SUFFICIENT TO FUND OUR OPERATING ACTIVITIES AND CASH COMMITMENTS FOR INVESTING AND FINANCING ACTIVITIES, SUCH AS DIVIDENDS, SHARE REPURCHASES, DEBT MATURITIES, MATERIAL CAPITAL EXPENDITURES, AND THE TRANSITION TAX RELATED TO THE TCJA, FOR AT LEAST THE NEXT 12 MONTHS AND THEREAFTER FOR THE FORESEEABLE FUTURE.
RECENT ACCOUNTING GUIDANCE
REFER TO NOTE 1 – ACCOUNTING POLICIES OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION.
APPLICATION OF CRITICAL ACCOUNTING POLICIES
OUR CONSOLIDATED FINANCIAL STATEMENTS AND ACCOMPANYING NOTES ARE PREPARED IN ACCORDANCE WITH GAAP. PREPARING CONSOLIDATED FINANCIAL STATEMENTS REQUIRES MANAGEMENT TO MAKE ESTIMATES AND ASSUMPTIONS THAT AFFECT THE REPORTED AMOUNTS OF ASSETS, LIABILITIES, REVENUE, AND EXPENSES. THESE ESTIMATES AND ASSUMPTIONS ARE AFFECTED BY MANAGEMENT’S APPLICATION OF ACCOUNTING POLICIES. CRITICAL ACCOUNTING POLICIES FOR US INCLUDE REVENUE RECOGNITION, IMPAIRMENT OF INVESTMENT SECURITIES, GOODWILL, RESEARCH AND DEVELOPMENT COSTS, CONTINGENCIES, INCOME TAXES, AND INVENTORIES.
REVENUE RECOGNITION
OUR CONTRACTS WITH CUSTOMERS OFTEN INCLUDE PROMISES TO TRANSFER MULTIPLE PRODUCTS AND SERVICES TO A CUSTOMER. DETERMINING WHETHER PRODUCTS AND SERVICES ARE CONSIDERED DISTINCT PERFORMANCE OBLIGATIONS THAT SHOULD BE ACCOUNTED FOR SEPARATELY VERSUS TOGETHER MAY REQUIRE SIGNIFICANT JUDGMENT. WHEN A CLOUD-BASED SERVICE INCLUDES BOTH ON-PREMISES SOFTWARE LICENSES AND CLOUD SERVICES, JUDGMENT IS REQUIRED TO DETERMINE WHETHER THE SOFTWARE LICENSE IS CONSIDERED DISTINCT AND ACCOUNTED FOR SEPARATELY, OR NOT DISTINCT AND ACCOUNTED FOR TOGETHER WITH THE CLOUD SERVICE AND RECOGNIZED OVER TIME. CERTAIN CLOUD SERVICES, PRIMARILY OFFICE 365, DEPEND ON A SIGNIFICANT LEVEL OF INTEGRATION, INTERDEPENDENCY, AND INTERRELATION BETWEEN THE DESKTOP APPLICATIONS AND CLOUD SERVICES, AND ARE ACCOUNTED FOR TOGETHER AS ONE PERFORMANCE OBLIGATION. REVENUE FROM OFFICE 365 IS RECOGNIZED RATABLY OVER THE PERIOD IN WHICH THE CLOUD SERVICES ARE PROVIDED.
JUDGMENT IS REQUIRED TO DETERMINE THE STAND-ALONE SELLING PRICE (“SSP") FOR EACH DISTINCT PERFORMANCE OBLIGATION. WE USE A SINGLE AMOUNT TO ESTIMATE SSP FOR ITEMS THAT ARE NOT SOLD SEPARATELY, INCLUDING ON-PREMISES LICENSES SOLD WITH SA OR SOFTWARE UPDATES PROVIDED AT NO ADDITIONAL CHARGE. WE USE A RANGE OF AMOUNTS TO ESTIMATE SSP WHEN WE SELL EACH OF THE PRODUCTS AND SERVICES SEPARATELY AND NEED TO DETERMINE WHETHER THERE IS A DISCOUNT TO BE ALLOCATED BASED ON THE RELATIVE SSP OF THE VARIOUS PRODUCTS AND SERVICES.
IN INSTANCES WHERE SSP IS NOT DIRECTLY OBSERVABLE, SUCH AS WHEN WE DO NOT SELL THE PRODUCT OR SERVICE SEPARATELY, WE DETERMINE THE SSP USING INFORMATION THAT MAY INCLUDE MARKET CONDITIONS AND OTHER OBSERVABLE INPUTS. WE TYPICALLY HAVE MORE THAN ONE SSP FOR INDIVIDUAL PRODUCTS AND SERVICES DUE TO THE STRATIFICATION OF THOSE PRODUCTS AND SERVICES BY CUSTOMERS AND CIRCUMSTANCES. IN THESE INSTANCES, WE MAY USE INFORMATION SUCH AS THE SIZE OF THE CUSTOMER AND GEOGRAPHIC REGION IN DETERMINING THE SSP.

DUE TO THE VARIOUS BENEFITS FROM AND THE NATURE OF OUR SA PROGRAM, JUDGMENT IS REQUIRED TO ASSESS THE PATTERN OF DELIVERY, INCLUDING THE EXERCISE PATTERN OF CERTAIN BENEFITS ACROSS OUR PORTFOLIO OF CUSTOMERS.
OUR PRODUCTS ARE GENERALLY SOLD WITH A RIGHT OF RETURN, WE MAY PROVIDE OTHER CREDITS OR INCENTIVES, AND IN CERTAIN INSTANCES WE ESTIMATE CUSTOMER USAGE OF OUR PRODUCTS AND SERVICES, WHICH ARE ACCOUNTED FOR AS VARIABLE CONSIDERATION WHEN DETERMINING THE AMOUNT OF REVENUE TO RECOGNIZE. RETURNS AND CREDITS ARE ESTIMATED AT CONTRACT INCEPTION AND UPDATED AT THE END OF EACH REPORTING PERIOD IF ADDITIONAL INFORMATION BECOMES AVAILABLE. CHANGES TO OUR ESTIMATED VARIABLE CONSIDERATION WERE NOT MATERIAL FOR THE PERIODS PRESENTED.
THE NEW STANDARD RELATED TO REVENUE RECOGNITION HAD A MATERIAL IMPACT IN OUR CONSOLIDATED FINANCIAL STATEMENTS. REFER TO NOTE 1 – ACCOUNTING POLICIES OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION.
IMPAIRMENT OF INVESTMENT SECURITIES
WE REVIEW INVESTMENTS QUARTERLY FOR INDICATORS OF OTHER-THAN-TEMPORARY IMPAIRMENT. THIS DETERMINATION REQUIRES SIGNIFICANT JUDGMENT. IN MAKING THIS JUDGMENT, WE EMPLOY A SYSTEMATIC METHODOLOGY QUARTERLY THAT CONSIDERS AVAILABLE QUANTITATIVE AND QUALITATIVE EVIDENCE IN EVALUATING POTENTIAL IMPAIRMENT OF OUR INVESTMENTS. IF THE COST OF AN INVESTMENT EXCEEDS ITS FAIR VALUE, WE EVALUATE, AMONG OTHER FACTORS, GENERAL MARKET CONDITIONS, CREDIT QUALITY OF DEBT INSTRUMENT ISSUERS, THE DURATION AND EXTENT TO WHICH THE FAIR VALUE IS LESS THAN COST, AND FOR EQUITY SECURITIES, OUR INTENT AND ABILITY TO HOLD, OR PLANS TO SELL, THE INVESTMENT. FOR FIXED-INCOME SECURITIES, WE ALSO EVALUATE WHETHER WE HAVE PLANS TO SELL THE SECURITY OR IT IS MORE LIKELY THAN NOT THAT WE WILL BE REQUIRED TO SELL THE SECURITY BEFORE RECOVERY. WE ALSO CONSIDER SPECIFIC ADVERSE CONDITIONS RELATED TO THE FINANCIAL HEALTH OF AND BUSINESS OUTLOOK FOR THE INVESTEE, INCLUDING INDUSTRY AND SECTOR PERFORMANCE, CHANGES IN TECHNOLOGY, AND OPERATIONAL AND FINANCING CASH FLOW FACTORS. ONCE A DECLINE IN FAIR VALUE IS DETERMINED TO BE OTHER-THAN-TEMPORARY, AN IMPAIRMENT CHARGE IS RECORDED TO OTHER INCOME (EXPENSE), NET AND A NEW COST BASIS IN THE INVESTMENT IS ESTABLISHED. IF MARKET, INDUSTRY, AND/OR INVESTEE CONDITIONS DETERIORATE, WE MAY INCUR FUTURE IMPAIRMENTS.
[bookmark: _Hlk502753412]GOODWILL
WE ALLOCATE GOODWILL TO REPORTING UNITS BASED ON THE REPORTING UNIT EXPECTED TO BENEFIT FROM THE BUSINESS COMBINATION. WE EVALUATE OUR REPORTING UNITS ON AN ANNUAL BASIS AND, IF NECESSARY, REASSIGN GOODWILL USING A RELATIVE FAIR VALUE ALLOCATION APPROACH. GOODWILL IS TESTED FOR IMPAIRMENT AT THE REPORTING UNIT LEVEL (OPERATING SEGMENT OR ONE LEVEL BELOW AN OPERATING SEGMENT) ON AN ANNUAL BASIS (MAY 1 FOR US) AND BETWEEN ANNUAL TESTS IF AN EVENT OCCURS OR CIRCUMSTANCES CHANGE THAT WOULD MORE LIKELY THAN NOT REDUCE THE FAIR VALUE OF A REPORTING UNIT BELOW ITS CARRYING VALUE. THESE EVENTS OR CIRCUMSTANCES COULD INCLUDE A SIGNIFICANT CHANGE IN THE BUSINESS CLIMATE, LEGAL FACTORS, OPERATING PERFORMANCE INDICATORS, COMPETITION, OR SALE OR DISPOSITION OF A SIGNIFICANT PORTION OF A REPORTING UNIT.
APPLICATION OF THE GOODWILL IMPAIRMENT TEST REQUIRES JUDGMENT, INCLUDING THE IDENTIFICATION OF REPORTING UNITS, ASSIGNMENT OF ASSETS AND LIABILITIES TO REPORTING UNITS, ASSIGNMENT OF GOODWILL TO REPORTING UNITS, AND DETERMINATION OF THE FAIR VALUE OF EACH REPORTING UNIT. THE FAIR VALUE OF EACH REPORTING UNIT IS ESTIMATED PRIMARILY THROUGH THE USE OF A DISCOUNTED CASH FLOW METHODOLOGY. THIS ANALYSIS REQUIRES SIGNIFICANT JUDGMENTS, INCLUDING ESTIMATION OF FUTURE CASH FLOWS, WHICH IS DEPENDENT ON INTERNAL FORECASTS, ESTIMATION OF THE LONG-TERM RATE OF GROWTH FOR OUR BUSINESS, ESTIMATION OF THE USEFUL LIFE OVER WHICH CASH FLOWS WILL OCCUR, AND DETERMINATION OF OUR WEIGHTED AVERAGE COST OF CAPITAL.
THE ESTIMATES USED TO CALCULATE THE FAIR VALUE OF A REPORTING UNIT CHANGE FROM YEAR TO YEAR BASED ON OPERATING RESULTS, MARKET CONDITIONS, AND OTHER FACTORS. CHANGES IN THESE ESTIMATES AND ASSUMPTIONS COULD MATERIALLY AFFECT THE DETERMINATION OF FAIR VALUE AND GOODWILL IMPAIRMENT FOR EACH REPORTING UNIT.
RESEARCH AND DEVELOPMENT COSTS
COSTS INCURRED INTERNALLY IN RESEARCHING AND DEVELOPING A COMPUTER SOFTWARE PRODUCT ARE CHARGED TO EXPENSE UNTIL TECHNOLOGICAL FEASIBILITY HAS BEEN ESTABLISHED FOR THE PRODUCT. ONCE TECHNOLOGICAL FEASIBILITY IS ESTABLISHED, ALL SOFTWARE COSTS ARE CAPITALIZED UNTIL THE PRODUCT IS AVAILABLE FOR GENERAL RELEASE TO CUSTOMERS. JUDGMENT IS REQUIRED IN DETERMINING WHEN TECHNOLOGICAL FEASIBILITY OF A PRODUCT IS ESTABLISHED. WE HAVE DETERMINED THAT TECHNOLOGICAL FEASIBILITY FOR OUR SOFTWARE PRODUCTS IS REACHED AFTER ALL HIGH-RISK DEVELOPMENT ISSUES HAVE BEEN RESOLVED THROUGH CODING AND TESTING. GENERALLY, THIS OCCURS SHORTLY BEFORE THE PRODUCTS ARE RELEASED TO PRODUCTION. THE AMORTIZATION OF THESE COSTS IS INCLUDED IN COST OF REVENUE OVER THE ESTIMATED LIFE OF THE PRODUCTS.
LEGAL AND OTHER CONTINGENCIES
THE OUTCOMES OF LEGAL PROCEEDINGS AND CLAIMS BROUGHT AGAINST US ARE SUBJECT TO SIGNIFICANT UNCERTAINTY. AN ESTIMATED LOSS FROM A LOSS CONTINGENCY SUCH AS A LEGAL PROCEEDING OR CLAIM IS ACCRUED BY A CHARGE TO INCOME IF IT IS PROBABLE THAT AN ASSET HAS BEEN IMPAIRED OR A LIABILITY HAS BEEN INCURRED AND THE AMOUNT OF THE LOSS CAN BE REASONABLY ESTIMATED. IN DETERMINING WHETHER A LOSS SHOULD BE ACCRUED WE EVALUATE, AMONG OTHER FACTORS, THE DEGREE OF PROBABILITY OF AN UNFAVORABLE OUTCOME AND THE ABILITY TO MAKE A REASONABLE ESTIMATE OF THE AMOUNT OF LOSS. CHANGES IN THESE FACTORS COULD MATERIALLY IMPACT OUR CONSOLIDATED FINANCIAL STATEMENTS.
INCOME TAXES
THE OBJECTIVES OF ACCOUNTING FOR INCOME TAXES ARE TO RECOGNIZE THE AMOUNT OF TAXES PAYABLE OR REFUNDABLE FOR THE CURRENT YEAR, AND DEFERRED TAX LIABILITIES AND ASSETS FOR THE FUTURE TAX CONSEQUENCES OF EVENTS THAT HAVE BEEN RECOGNIZED IN AN ENTITY’S FINANCIAL STATEMENTS OR TAX RETURNS. WE RECOGNIZE THE TAX BENEFIT FROM AN UNCERTAIN TAX POSITION ONLY IF IT IS MORE LIKELY THAN NOT THAT THE TAX POSITION WILL BE SUSTAINED ON EXAMINATION BY THE TAXING AUTHORITIES, BASED ON THE TECHNICAL MERITS OF THE POSITION. THE TAX BENEFITS RECOGNIZED IN THE FINANCIAL STATEMENTS FROM SUCH A POSITION ARE MEASURED BASED ON THE LARGEST BENEFIT THAT HAS A GREATER THAN 50% LIKELIHOOD OF BEING REALIZED UPON ULTIMATE SETTLEMENT. ACCOUNTING LITERATURE ALSO PROVIDES GUIDANCE ON DERECOGNITION OF INCOME TAX ASSETS AND LIABILITIES, CLASSIFICATION OF DEFERRED INCOME TAX ASSETS AND LIABILITIES, ACCOUNTING FOR INTEREST AND PENALTIES ASSOCIATED WITH TAX POSITIONS, AND INCOME TAX DISCLOSURES. JUDGMENT IS REQUIRED IN ASSESSING THE FUTURE TAX CONSEQUENCES OF EVENTS THAT HAVE BEEN RECOGNIZED IN OUR CONSOLIDATED FINANCIAL STATEMENTS OR TAX RETURNS. VARIATIONS IN THE ACTUAL OUTCOME OF THESE FUTURE TAX CONSEQUENCES COULD MATERIALLY IMPACT OUR CONSOLIDATED FINANCIAL STATEMENTS.
THE TCJA SIGNIFICANTLY CHANGES EXISTING U.S. TAX LAW AND INCLUDES NUMEROUS PROVISIONS THAT AFFECT OUR BUSINESS. REFER TO NOTE 13 – INCOME TAXES OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION.
INVENTORIES
INVENTORIES ARE STATED AT AVERAGE COST, SUBJECT TO THE LOWER OF COST OR NET REALIZABLE VALUE. COST INCLUDES MATERIALS, LABOR, AND MANUFACTURING OVERHEAD RELATED TO THE PURCHASE AND PRODUCTION OF INVENTORIES. NET REALIZABLE VALUE IS THE ESTIMATED SELLING PRICE LESS ESTIMATED COSTS OF COMPLETION, DISPOSAL, AND TRANSPORTATION. WE REGULARLY REVIEW INVENTORY QUANTITIES ON HAND, FUTURE PURCHASE COMMITMENTS WITH OUR SUPPLIERS, AND THE ESTIMATED UTILITY OF OUR INVENTORY. THESE REVIEWS INCLUDE ANALYSIS OF DEMAND FORECASTS, PRODUCT LIFE CYCLE STATUS, PRODUCT DEVELOPMENT PLANS, CURRENT SALES LEVELS, PRICING STRATEGY, AND COMPONENT COST TRENDS. IF OUR REVIEW INDICATES A REDUCTION IN UTILITY BELOW CARRYING VALUE, WE REDUCE OUR INVENTORY TO A NEW COST BASIS THROUGH A CHARGE TO COST OF REVENUE.

STATEMENT OF MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS
MANAGEMENT IS RESPONSIBLE FOR THE PREPARATION OF THE CONSOLIDATED FINANCIAL STATEMENTS AND RELATED INFORMATION THAT ARE PRESENTED IN THIS REPORT. THE CONSOLIDATED FINANCIAL STATEMENTS, WHICH INCLUDE AMOUNTS BASED ON MANAGEMENT’S ESTIMATES AND JUDGMENTS, HAVE BEEN PREPARED IN CONFORMITY WITH ACCOUNTING PRINCIPLES GENERALLY ACCEPTED IN THE UNITED STATES OF AMERICA.
THE COMPANY DESIGNS AND MAINTAINS ACCOUNTING AND INTERNAL CONTROL SYSTEMS TO PROVIDE REASONABLE ASSURANCE AT REASONABLE COST THAT ASSETS ARE SAFEGUARDED AGAINST LOSS FROM UNAUTHORIZED USE OR DISPOSITION, AND THAT THE FINANCIAL RECORDS ARE RELIABLE FOR PREPARING CONSOLIDATED FINANCIAL STATEMENTS AND MAINTAINING ACCOUNTABILITY FOR ASSETS. THESE SYSTEMS ARE AUGMENTED BY WRITTEN POLICIES, AN ORGANIZATIONAL STRUCTURE PROVIDING DIVISION OF RESPONSIBILITIES, CAREFUL SELECTION AND TRAINING OF QUALIFIED PERSONNEL, AND A PROGRAM OF INTERNAL AUDITS.
THE COMPANY ENGAGED DELOITTE & TOUCHE LLP, AN INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM, TO AUDIT AND RENDER AN OPINION ON THE CONSOLIDATED FINANCIAL STATEMENTS AND INTERNAL CONTROL OVER FINANCIAL REPORTING IN ACCORDANCE WITH THE STANDARDS OF THE PUBLIC COMPANY ACCOUNTING OVERSIGHT BOARD (UNITED STATES).
THE BOARD OF DIRECTORS, THROUGH ITS AUDIT COMMITTEE, CONSISTING SOLELY OF INDEPENDENT DIRECTORS OF THE COMPANY, MEETS PERIODICALLY WITH MANAGEMENT, INTERNAL AUDITORS, AND OUR INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM TO ENSURE THAT EACH IS MEETING ITS RESPONSIBILITIES AND TO DISCUSS MATTERS CONCERNING INTERNAL CONTROLS AND FINANCIAL REPORTING. DELOITTE & TOUCHE LLP AND THE INTERNAL AUDITORS EACH HAVE FULL AND FREE ACCESS TO THE AUDIT COMMITTEE.

	SATYA NADELLA

	CHIEF EXECUTIVE OFFICER

	

	AMY E. HOOD

	EXECUTIVE VICE PRESIDENT AND CHIEF FINANCIAL OFFICER

	

	FRANK H. BROD

	CORPORATE VICE PRESIDENT, FINANCE AND ADMINISTRATION;
CHIEF ACCOUNTING OFFICER
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[bookmark: ITEM_7A_QUANTITATIVE_QUALITATIVE_DISCLOS]ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
RISKS
WE ARE EXPOSED TO ECONOMIC RISK FROM FOREIGN EXCHANGE RATES, INTEREST RATES, CREDIT RISK, AND EQUITY PRICES. WE USE DERIVATIVES INSTRUMENTS TO MANAGE THESE RISKS, HOWEVER, THEY MAY STILL IMPACT OUR CONSOLIDATED FINANCIAL STATEMENTS.
FOREIGN CURRENCY
CERTAIN FORECASTED TRANSACTIONS, ASSETS, AND LIABILITIES ARE EXPOSED TO FOREIGN CURRENCY RISK. WE MONITOR OUR FOREIGN CURRENCY EXPOSURES DAILY TO MAXIMIZE THE ECONOMIC EFFECTIVENESS OF OUR FOREIGN CURRENCY POSITIONS. PRINCIPAL CURRENCIES HEDGED INCLUDE THE EURO, JAPANESE YEN, BRITISH POUND, CANADIAN DOLLAR, AND AUSTRALIAN DOLLAR.
INTEREST RATE
SECURITIES HELD IN OUR FIXED-INCOME PORTFOLIO ARE SUBJECT TO DIFFERENT INTEREST RATE RISKS BASED ON THEIR MATURITIES. WE MANAGE THE AVERAGE MATURITY OF THE FIXED-INCOME PORTFOLIO TO ACHIEVE ECONOMIC RETURNS THAT CORRELATE TO CERTAIN GLOBAL FIXED-INCOME INDICES.
CREDIT
OUR FIXED-INCOME PORTFOLIO IS DIVERSIFIED AND CONSISTS PRIMARILY OF INVESTMENT-GRADE SECURITIES. WE MANAGE CREDIT EXPOSURES RELATIVE TO BROAD-BASED INDICES AND TO FACILITATE PORTFOLIO DIVERSIFICATION.
EQUITY
SECURITIES HELD IN OUR EQUITY AND OTHER INVESTMENTS PORTFOLIO ARE SUBJECT TO MARKET PRICE RISK.
SENSITIVITY ANALYSIS
HISTORICALLY, WE USED A VALUE-AT-RISK (“VAR”) MODEL TO ESTIMATE AND QUANTIFY OUR MARKET RISKS. THIS INCLUDED PRESENTING ONE-DAY VAR AS WELL AS AVERAGE, HIGH, AND LOW VAR BY RISK CATEGORY THROUGHOUT THE REPORTING PERIOD. GIVEN THE CHANGES IN SIZE AND ALLOCATION OF OUR PORTFOLIO OF FINANCIAL ASSETS, WE BELIEVE SENSITIVITY ANALYSIS IS MORE INFORMATIVE IN REPRESENTING THE POTENTIAL IMPACT TO THE PORTFOLIO AS A RESULT OF MARKET MOVEMENTS. THEREFORE, WE HAVE PRESENTED A SENSITIVITY ANALYSIS FOR EACH RISK CATEGORY BELOW.
SENSITIVITY ANALYSIS IS NOT INTENDED TO REPRESENT ACTUAL LOSSES IN FAIR VALUE, INCLUDING DETERMINATIONS OF OTHER-THAN-TEMPORARY LOSSES IN FAIR VALUE IN ACCORDANCE WITH ACCOUNTING PRINCIPLES GENERALLY ACCEPTED IN THE UNITED STATES OF AMERICA, BUT IS USED AS A RISK ESTIMATION AND MANAGEMENT TOOL.
THE FOLLOWING TABLE SETS FORTH THE POTENTIAL LOSS IN FUTURE EARNINGS OR FAIR VALUES, INCLUDING ASSOCIATED DERIVATIVES, RESULTING FROM HYPOTHETICAL CHANGES IN RELEVANT MARKET RATES OR PRICES:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	RISK CATEGORIES
	
	
	HYPOTHETICAL CHANGE
	
	
	
	JUNE 30,
2018
	
	
	
	JUNE 30,
2017
	
	
	IMPACT
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	FOREIGN CURRENCY - REVENUE
	
	
	10% DECREASE IN FOREIGN EXCHANGE RATES
	
	
	$
	(2,187
	)
	
	$
	(1,785
	)
	
	EARNINGS
	

	FOREIGN CURRENCY - INVESTMENTS
	
	
	10% DECREASE IN FOREIGN EXCHANGE RATES
	
	
	
	(70
	)
	
	
	(92
	)
	
	FAIR VALUE
	

	INTEREST RATE
	
	
	100 BASIS POINT INCREASE IN U.S. TREASURY INTEREST RATES
	
	
	
	(2,705
	)
	
	
	(2,394
	)
	
	FAIR VALUE
	

	CREDIT
	
	
	100 BASIS POINT INCREASE IN CREDIT SPREADS
	
	
	
	(232
	)
	
	
	(167
	)
	
	FAIR VALUE
	

	EQUITY
	
	
	10% DECREASE IN EQUITY MARKET PRICES
	
	
	
	(140
	)
	
	
	(323
	)
	
	FAIR VALUE
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
[bookmark: INCOME_STATEMENTS]INCOME STATEMENTS

	(IN MILLIONS, EXCEPT PER SHARE AMOUNTS)
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	REVENUE:
	
	
	
	
	
	
	
	
	
	
	
	

	PRODUCT
	
	$
	64,497
	
	
	$
	63,811
	
	
	$
	67,336
	

	SERVICE AND OTHER
	
	
	45,863
	
	
	
	32,760
	
	
	
	23,818
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	TOTAL REVENUE
	
	
	110,360
	
	
	
	96,571
	
	
	
	91,154
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	COST OF REVENUE:
	
	
	
	
	
	
	
	
	
	
	
	

	PRODUCT
	
	
	15,420
	
	
	
	15,175
	
	
	
	17,880
	

	SERVICE AND OTHER
	
	
	22,933
	
	
	
	19,086
	
	
	
	14,900
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	TOTAL COST OF REVENUE
	
	
	38,353
	
	
	
	34,261
	
	
	
	32,780
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	GROSS MARGIN
	
	
	72,007
	
	
	
	62,310
	
	
	
	58,374
	

	RESEARCH AND DEVELOPMENT
	
	
	14,726
	
	
	
	13,037
	
	
	
	11,988
	

	SALES AND MARKETING
	
	
	17,469
	
	
	
	15,461
	
	
	
	14,635
	

	GENERAL AND ADMINISTRATIVE
	
	
	4,754
	
	
	
	4,481
	
	
	
	4,563
	

	IMPAIRMENT AND RESTRUCTURING
	
	
	0
	
	
	
	306
	
	
	
	1,110
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	OPERATING INCOME
	
	
	35,058
	
	
	
	29,025
	
	
	
	26,078
	

	OTHER INCOME (EXPENSE), NET
	
	
	1,416
	
	
	
	876
	
	
	
	(439
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	INCOME BEFORE INCOME TAXES
	
	
	36,474
	
	
	
	29,901
	
	
	
	25,639
	

	PROVISION FOR INCOME TAXES
	
	
	19,903
	
	
	
	4,412
	
	
	
	5,100
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	NET INCOME
	
	$
	16,571
	
	
	$
	25,489
	
	
	$
	20,539
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	EARNINGS PER SHARE:
	
	
	
	
	
	
	
	
	
	
	
	

	BASIC
	
	$
	2.15
	
	
	$
	3.29
	
	
	$
	2.59
	

	DILUTED
	
	$
	2.13
	
	
	$
	3.25
	
	
	$
	2.56
	

	
	
	
	

	
	
	
	

	WEIGHTED AVERAGE SHARES OUTSTANDING:
	
	
	
	
	
	
	
	
	
	
	
	

	BASIC
	
	
	7,700
	
	
	
	7,746
	
	
	
	7,925
	

	DILUTED
	
	
	7,794
	
	
	
	7,832
	
	
	
	8,013
	

	
	
	
	

	
	
	
	

	CASH DIVIDENDS DECLARED PER COMMON SHARE
	
	$
	1.68
	
	
	$
	1.56
	
	
	$
	1.44
	

	
	


REFER TO ACCOMPANYING NOTES.

[bookmark: COMPREHENSIVE_INCOME_STATEMENTS]COMPREHENSIVE INCOME STATEMENTS

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	NET INCOME
	
	$
	16,571
	
	
	$
	25,489
	
	
	$
	20,539
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	OTHER COMPREHENSIVE INCOME (LOSS), NET OF TAX:
	
	
	
	
	
	
	
	
	
	
	
	

	NET CHANGE RELATED TO DERIVATIVES
	
	
	39
	
	
	
	(218
	)
	
	
	(238
	)

	NET CHANGE RELATED TO INVESTMENTS
	
	
	(2,717
	)
	
	
	(1,116
	)
	
	
	(228
	)

	TRANSLATION ADJUSTMENTS AND OTHER
	
	
	(178
	)
	
	
	167
	
	
	
	(262
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	OTHER COMPREHENSIVE LOSS
	
	
	(2,856
	)
	
	
	(1,167
	)
	
	
	(728
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	COMPREHENSIVE INCOME
	
	$
	13,715
	
	
	$
	24,322
	
	
	$
	19,811
	

	
	
	
	
	
	
	
	
	
	
	
	
	



REFER TO ACCOMPANYING NOTES. REFER TO NOTE 19 – ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS) FOR FURTHER INFORMATION.


BALANCE SHEETS

	(IN MILLIONS)
	
	
	

	
	

	
	
	

	JUNE 30,
	
	
2018
	
	
	
2017
	

	
	
	

	ASSETS
	
	
	
	
	
	
	
	

	CURRENT ASSETS:
	
	
	
	
	
	
	
	

	CASH AND CASH EQUIVALENTS
	
	$
	11,946
	
	
	$
	7,663
	

	SHORT-TERM INVESTMENTS
	
	
	121,822
	
	
	
	125,318
	

	
	
	
	
	
	

	
	
	
	
	
	

	TOTAL CASH, CASH EQUIVALENTS, AND SHORT-TERM INVESTMENTS
	
	
	133,768
	
	
	
	132,981
	

	ACCOUNTS RECEIVABLE, NET OF ALLOWANCE FOR DOUBTFUL ACCOUNTS OF $377 AND $345
	
	
	26,481
	
	
	
	22,431
	

	INVENTORIES
	
	
	2,662
	
	
	
	2,181
	

	OTHER
	
	
	6,751
	
	
	
	5,103
	

	
	
	
	
	
	

	
	
	
	
	
	

	TOTAL CURRENT ASSETS
	
	
	169,662
	
	
	
	162,696
	

	PROPERTY AND EQUIPMENT, NET OF ACCUMULATED DEPRECIATION OF $29,223 AND $24,179
	
	
	29,460
	
	
	
	23,734
	

	OPERATING LEASE RIGHT-OF-USE ASSETS
	
	
	6,686
	
	
	
	6,555
	

	EQUITY AND OTHER INVESTMENTS
	
	
	1,862
	
	
	
	6,023
	

	GOODWILL
	
	
	35,683
	
	
	
	35,122
	

	INTANGIBLE ASSETS, NET
	
	
	8,053
	
	
	
	10,106
	

	OTHER LONG-TERM ASSETS
	
	
	7,442
	
	
	
	6,076
	

	
	
	
	
	
	

	
	
	
	
	
	

	TOTAL ASSETS
	
	$
	258,848
	
	
	$
	250,312
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	LIABILITIES AND STOCKHOLDERS’ EQUITY
	
	
	
	
	
	
	
	

	CURRENT LIABILITIES:
	
	
	
	
	
	
	
	

	ACCOUNTS PAYABLE
	
	$
	8,617
	
	
	$
	7,390
	

	SHORT-TERM DEBT
	
	
	0
	
	
	
	9,072
	

	CURRENT PORTION OF LONG-TERM DEBT
	
	
	3,998
	
	
	
	1,049
	

	ACCRUED COMPENSATION
	
	
	6,103
	
	
	
	5,819
	

	SHORT-TERM INCOME TAXES
	
	
	2,121
	
	
	
	718
	

	SHORT-TERM UNEARNED REVENUE
	
	
	28,905
	
	
	
	24,013
	

	OTHER
	
	
	8,744
	
	
	
	7,684
	

	
	
	
	
	
	

	
	
	
	
	
	

	TOTAL CURRENT LIABILITIES
	
	
	58,488
	
	
	
	55,745
	

	LONG-TERM DEBT
	
	
	72,242
	
	
	
	76,073
	

	LONG-TERM INCOME TAXES
	
	
	30,265
	
	
	
	13,485
	

	LONG-TERM UNEARNED REVENUE
	
	
	3,815
	
	
	
	2,643
	

	DEFERRED INCOME TAXES
	
	
	541
	
	
	
	5,734
	

	OPERATING LEASE LIABILITIES
	
	
	5,568
	
	
	
	5,372
	

	OTHER LONG-TERM LIABILITIES
	
	
	5,211
	
	
	
	3,549
	

	
	
	
	
	
	

	
	
	
	
	
	

	TOTAL LIABILITIES
	
	
	176,130
	
	
	
	162,601
	

	
	
	
	
	
	

	
	
	
	
	
	

	COMMITMENTS AND CONTINGENCIES
	
	
	
	
	
	
	
	

	STOCKHOLDERS’ EQUITY:
	
	
	
	
	
	
	
	

	COMMON STOCK AND PAID-IN CAPITAL – SHARES AUTHORIZED 24,000; OUTSTANDING 7,677 AND 7,708
	
	
	71,223
	
	
	
	69,315
	

	RETAINED EARNINGS
	
	
	13,682
	
	
	
	17,769
	

	ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)
	
	
	(2,187
	)
	
	
	627
	

	
	
	
	
	
	

	
	
	
	
	
	

	TOTAL STOCKHOLDERS’ EQUITY
	
	
	82,718
	
	
	
	87,711
	

	
	
	
	
	
	

	
	
	
	
	
	

	TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY
	
	$
	258,848
	
	
	$
	250,312
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CASH FLOWS STATEMENTS
	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	OPERATIONS
	
	
	
	
	
	
	
	
	
	
	
	

	NET INCOME
	
	$
	16,571
	
	
	$
	25,489
	
	
	$
	20,539
	

	ADJUSTMENTS TO RECONCILE NET INCOME TO NET CASH FROM OPERATIONS:
	
	
	
	
	
	
	
	
	
	
	
	

	ASSET IMPAIRMENTS
	
	
	0
	
	
	
	0
	
	
	
	630
	

	DEPRECIATION, AMORTIZATION, AND OTHER
	
	
	10,261
	
	
	
	8,778
	
	
	
	6,622
	

	STOCK-BASED COMPENSATION EXPENSE
	
	
	3,940
	
	
	
	3,266
	
	
	
	2,668
	

	NET RECOGNIZED GAINS ON INVESTMENTS AND DERIVATIVES
	
	
	(2,212
	)
	
	
	(2,073
	)
	
	
	(223
	)

	DEFERRED INCOME TAXES
	
	
	(5,143
	)
	
	
	(829
	)
	
	
	2,479
	

	CHANGES IN OPERATING ASSETS AND LIABILITIES:
	
	
	
	
	
	
	
	
	
	
	
	

	ACCOUNTS RECEIVABLE
	
	
	(3,862
	)
	
	
	(1,216
	)
	
	
	562
	

	INVENTORIES
	
	
	(465
	)
	
	
	50
	
	
	
	600
	

	OTHER CURRENT ASSETS
	
	
	(952
	)
	
	
	1,028
	
	
	
	(1,212
	)

	OTHER LONG-TERM ASSETS
	
	
	(285
	)
	
	
	(917
	)
	
	
	(1,110
	)

	ACCOUNTS PAYABLE
	
	
	1,148
	
	
	
	81
	
	
	
	88
	

	UNEARNED REVENUE
	
	
	5,922
	
	
	
	3,820
	
	
	
	2,565
	

	INCOME TAXES
	
	
	18,183
	
	
	
	1,792
	
	
	
	(298
	)

	OTHER CURRENT LIABILITIES
	
	
	798
	
	
	
	356
	
	
	
	(179
	)

	OTHER LONG-TERM LIABILITIES
	
	
	(20
	)
	
	
	(118
	)
	
	
	(406
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	NET CASH FROM OPERATIONS
	
	
	43,884
	
	
	
	39,507
	
	
	
	33,325
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	FINANCING
	
	
	
	
	
	
	
	
	
	
	
	

	PROCEEDS FROM ISSUANCE (REPAYMENTS) OF SHORT-TERM DEBT, MATURITIES OF 90 DAYS OR LESS, NET
	
	
	(7,324
	)
	
	
	(4,963
	)
	
	
	7,195
	

	PROCEEDS FROM ISSUANCE OF DEBT
	
	
	7,183
	
	
	
	44,344
	
	
	
	13,884
	

	REPAYMENTS OF DEBT
	
	
	(10,060
	)
	
	
	(7,922
	)
	
	
	(2,796
	)

	COMMON STOCK ISSUED
	
	
	1,002
	
	
	
	772
	
	
	
	668
	

	COMMON STOCK REPURCHASED
	
	
	(10,721
	)
	
	
	(11,788
	)
	
	
	(15,969
	)

	COMMON STOCK CASH DIVIDENDS PAID
	
	
	(12,699
	)
	
	
	(11,845
	)
	
	
	(11,006
	)

	OTHER, NET
	
	
	(971
	)
	
	
	(190
	)
	
	
	(369
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	NET CASH FROM (USED IN) FINANCING
	
	
	(33,590
	)
	
	
	8,408
	
	
	
	(8,393
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	INVESTING
	
	
	
	
	
	
	
	
	
	
	
	

	ADDITIONS TO PROPERTY AND EQUIPMENT
	
	
	(11,632
	)
	
	
	(8,129
	)
	
	
	(8,343
	)

	ACQUISITION OF COMPANIES, NET OF CASH ACQUIRED, AND PURCHASES OF INTANGIBLE AND OTHER ASSETS
	
	
	(888
	)
	
	
	(25,944
	)
	
	
	(1,393
	)

	PURCHASES OF INVESTMENTS
	
	
	(137,380
	)
	
	
	(176,905
	)
	
	
	(129,758
	)

	MATURITIES OF INVESTMENTS
	
	
	26,360
	
	
	
	28,044
	
	
	
	22,054
	

	SALES OF INVESTMENTS
	
	
	117,577
	
	
	
	136,350
	
	
	
	93,287
	

	SECURITIES LENDING PAYABLE
	
	
	(98
	)
	
	
	(197
	)
	
	
	203
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	NET CASH USED IN INVESTING
	
	
	(6,061
	)
	
	
	(46,781
	)
	
	
	(23,950
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	EFFECT OF FOREIGN EXCHANGE RATES ON CASH AND CASH EQUIVALENTS
	
	
	50
	
	
	
	19
	
	
	
	(67
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	NET CHANGE IN CASH AND CASH EQUIVALENTS
	
	
	4,283
	
	
	
	1,153
	
	
	
	915
	

	CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD
	
	
	7,663
	
	
	
	6,510
	
	
	
	5,595
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	CASH AND CASH EQUIVALENTS, END OF PERIOD
	
	$
	11,946
	
	
	$
	7,663
	
	
	$
	6,510
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STOCKHOLDERS’ EQUITY STATEMENTS

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	COMMON STOCK AND PAID-IN CAPITAL
	
	
	
	
	
	
	
	
	
	
	
	

	BALANCE, BEGINNING OF PERIOD
	
	$
	69,315
	
	
	$
	68,178
	
	
	$
	68,465
	

	COMMON STOCK ISSUED
	
	
	1,002
	
	
	
	772
	
	
	
	668
	

	COMMON STOCK REPURCHASED
	
	
	(3,033
	)
	
	
	(2,987
	)
	
	
	(3,689
	)

	STOCK-BASED COMPENSATION EXPENSE
	
	
	3,940
	
	
	
	3,266
	
	
	
	2,668
	

	OTHER, NET
	
	
	(1
	)
	
	
	86
	
	
	
	66
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	BALANCE, END OF PERIOD
	
	
	71,223
	
	
	
	69,315
	
	
	
	68,178
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	RETAINED EARNINGS
	
	
	
	
	
	
	
	
	
	
	
	

	BALANCE, BEGINNING OF PERIOD
	
	
	17,769
	
	
	
	13,118
	
	
	
	16,191
	

	NET INCOME
	
	
	16,571
	
	
	
	25,489
	
	
	
	20,539
	

	COMMON STOCK CASH DIVIDENDS
	
	
	(12,917
	)
	
	
	(12,040
	)
	
	
	(11,329
	)

	COMMON STOCK REPURCHASED
	
	
	(7,699
	)
	
	
	(8,798
	)
	
	
	(12,283
	)

	CUMULATIVE EFFECT OF ACCOUNTING CHANGE
	
	
	(42
	)
	
	
	0
	
	
	
	0
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	BALANCE, END OF PERIOD
	
	
	13,682
	
	
	
	17,769
	
	
	
	13,118
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)
	
	
	
	
	
	
	
	
	
	
	
	

	BALANCE, BEGINNING OF PERIOD
	
	
	627
	
	
	
	1,794
	
	
	
	2,522
	

	OTHER COMPREHENSIVE LOSS
	
	
	(2,856
	)
	
	
	(1,167
	)
	
	
	(728
	)

	CUMULATIVE EFFECT OF ACCOUNTING CHANGE
	
	
	42
	
	
	
	0
	
	
	
	0
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	BALANCE, END OF PERIOD
	
	
	(2,187
	)
	
	
	627
	
	
	
	1,794
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	TOTAL STOCKHOLDERS’ EQUITY
	
	$
	82,718
	
	
	$
	87,711
	
	
	$
	83,090
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NOTES TO FINANCIAL STATEMENTS

NOTE 1 — ACCOUNTING POLICIES
ACCOUNTING PRINCIPLES
OUR CONSOLIDATED FINANCIAL STATEMENTS AND ACCOMPANYING NOTES ARE PREPARED IN ACCORDANCE WITH ACCOUNTING PRINCIPLES GENERALLY ACCEPTED IN THE UNITED STATES OF AMERICA (“GAAP”).
WE HAVE RECAST CERTAIN PRIOR PERIOD INCOME TAX LIABILITIES AS DISCUSSED IN THE RECENT TAX LEGISLATION SECTION BELOW. WE HAVE ALSO RECAST PRIOR PERIOD SECURITIES LENDING PAYABLES TO OTHER CURRENT LIABILITIES IN OUR CONSOLIDATED BALANCE SHEETS TO CONFORM TO THE CURRENT PERIOD PRESENTATION. THESE ITEMS HAD NO IMPACT IN OUR CONSOLIDATED INCOME STATEMENTS OR NET CASH FROM OR USED IN OPERATING, FINANCING, OR INVESTING IN OUR CONSOLIDATED CASH FLOWS STATEMENTS.
PRINCIPLES OF CONSOLIDATION
THE CONSOLIDATED FINANCIAL STATEMENTS INCLUDE THE ACCOUNTS OF MICRASOFT CORPORATION AND ITS SUBSIDIARIES. INTERCOMPANY TRANSACTIONS AND BALANCES HAVE BEEN ELIMINATED. EQUITY INVESTMENTS FOR WHICH WE ARE ABLE TO EXERCISE SIGNIFICANT INFLUENCE OVER BUT DO NOT CONTROL THE INVESTEE AND ARE NOT THE PRIMARY BENEFICIARY OF THE INVESTEE’S ACTIVITIES ARE ACCOUNTED FOR USING THE EQUITY METHOD. INVESTMENTS FOR WHICH WE ARE NOT ABLE TO EXERCISE SIGNIFICANT INFLUENCE OVER THE INVESTEE AND WHICH DO NOT HAVE READILY DETERMINABLE FAIR VALUES ARE ACCOUNTED FOR UNDER THE COST METHOD.
ESTIMATES AND ASSUMPTIONS
PREPARING FINANCIAL STATEMENTS REQUIRES MANAGEMENT TO MAKE ESTIMATES AND ASSUMPTIONS THAT AFFECT THE REPORTED AMOUNTS OF ASSETS, LIABILITIES, REVENUE, AND EXPENSES. EXAMPLES OF ESTIMATES AND ASSUMPTIONS INCLUDE: FOR REVENUE RECOGNITION, DETERMINING THE NATURE AND TIMING OF SATISFACTION OF PERFORMANCE OBLIGATIONS, AND DETERMINING THE STANDALONE SELLING PRICE (“SSP”) OF PERFORMANCE OBLIGATIONS, VARIABLE CONSIDERATION, AND OTHER OBLIGATIONS SUCH AS PRODUCT RETURNS AND REFUNDS; LOSS CONTINGENCIES; PRODUCT WARRANTIES; THE FAIR VALUE OF AND/OR POTENTIAL IMPAIRMENT OF GOODWILL AND INTANGIBLE ASSETS FOR OUR REPORTING UNITS; PRODUCT LIFE CYCLES; USEFUL LIVES OF OUR TANGIBLE AND INTANGIBLE ASSETS; ALLOWANCES FOR DOUBTFUL ACCOUNTS; THE MARKET VALUE OF, AND DEMAND FOR, OUR INVENTORY; STOCK-BASED COMPENSATION FORFEITURE RATES; WHEN TECHNOLOGICAL FEASIBILITY IS ACHIEVED FOR OUR PRODUCTS; THE POTENTIAL OUTCOME OF FUTURE TAX CONSEQUENCES OF EVENTS THAT HAVE BEEN RECOGNIZED IN OUR CONSOLIDATED FINANCIAL STATEMENTS OR TAX RETURNS; AND DETERMINING WHEN INVESTMENT IMPAIRMENTS ARE OTHER-THAN-TEMPORARY. ACTUAL RESULTS AND OUTCOMES MAY DIFFER FROM MANAGEMENT’S ESTIMATES AND ASSUMPTIONS.
[bookmark: _Hlk484530598]FOREIGN CURRENCIES
ASSETS AND LIABILITIES RECORDED IN FOREIGN CURRENCIES ARE TRANSLATED AT THE EXCHANGE RATE ON THE BALANCE SHEET DATE. REVENUE AND EXPENSES ARE TRANSLATED AT AVERAGE RATES OF EXCHANGE PREVAILING DURING THE YEAR. TRANSLATION ADJUSTMENTS RESULTING FROM THIS PROCESS ARE RECORDED TO OTHER COMPREHENSIVE INCOME (“OCI”).
REVENUE
PRODUCT REVENUE AND SERVICE AND OTHER REVENUE
PRODUCT REVENUE INCLUDES SALES FROM OPERATING SYSTEMS; CROSS-DEVICE PRODUCTIVITY APPLICATIONS; SERVER APPLICATIONS; BUSINESS SOLUTION APPLICATIONS; DESKTOP AND SERVER MANAGEMENT TOOLS; SOFTWARE DEVELOPMENT TOOLS; VIDEO GAMES; AND HARDWARE SUCH AS PCS, TABLETS, GAMING AND ENTERTAINMENT CONSOLES, OTHER INTELLIGENT DEVICES, AND RELATED ACCESSORIES.
SERVICE AND OTHER REVENUE INCLUDES SALES FROM CLOUD-BASED SOLUTIONS THAT PROVIDE CUSTOMERS WITH SOFTWARE, SERVICES, PLATFORMS, AND CONTENT SUCH AS MICRASOFT OFFICE 365, MICRASOFT AZURE, MICRASOFT DYNAMICS 365, AND XBOX LIVE; SOLUTION SUPPORT; AND CONSULTING SERVICES. SERVICE AND OTHER REVENUE ALSO INCLUDES SALES FROM ONLINE ADVERTISING AND LINKEDIN.
REVENUE RECOGNITION
REVENUE IS RECOGNIZED UPON TRANSFER OF CONTROL OF PROMISED PRODUCTS OR SERVICES TO CUSTOMERS IN AN AMOUNT THAT REFLECTS THE CONSIDERATION WE EXPECT TO RECEIVE IN EXCHANGE FOR THOSE PRODUCTS OR SERVICES. WE ENTER INTO CONTRACTS THAT CAN INCLUDE VARIOUS COMBINATIONS OF PRODUCTS AND SERVICES, WHICH ARE GENERALLY CAPABLE OF BEING DISTINCT AND ACCOUNTED FOR AS SEPARATE PERFORMANCE OBLIGATIONS. REVENUE IS RECOGNIZED NET OF ALLOWANCES FOR RETURNS AND ANY TAXES COLLECTED FROM CUSTOMERS, WHICH ARE SUBSEQUENTLY REMITTED TO GOVERNMENTAL AUTHORITIES.
NATURE OF PRODUCTS AND SERVICES
LICENSES FOR ON-PREMISES SOFTWARE PROVIDE THE CUSTOMER WITH A RIGHT TO USE THE SOFTWARE AS IT EXISTS WHEN MADE AVAILABLE TO THE CUSTOMER. CUSTOMERS MAY PURCHASE PERPETUAL LICENSES OR SUBSCRIBE TO LICENSES, WHICH PROVIDE CUSTOMERS WITH THE SAME FUNCTIONALITY AND DIFFER MAINLY IN THE DURATION OVER WHICH THE CUSTOMER BENEFITS FROM THE SOFTWARE. REVENUE FROM DISTINCT ON-PREMISES LICENSES IS RECOGNIZED UPFRONT AT THE POINT IN TIME WHEN THE SOFTWARE IS MADE AVAILABLE TO THE CUSTOMER. IN CASES WHERE WE ALLOCATE REVENUE TO SOFTWARE UPDATES, PRIMARILY BECAUSE THE UPDATES ARE PROVIDED AT NO ADDITIONAL CHARGE, REVENUE IS RECOGNIZED AS THE UPDATES ARE PROVIDED, WHICH IS GENERALLY RATABLY OVER THE ESTIMATED LIFE OF THE RELATED DEVICE OR LICENSE.
CERTAIN VOLUME LICENSING PROGRAMS, INCLUDING ENTERPRISE AGREEMENTS, INCLUDE ON-PREMISES LICENSES COMBINED WITH SOFTWARE ASSURANCE (“SA”). SA CONVEYS RIGHTS TO NEW SOFTWARE AND UPGRADES RELEASED OVER THE CONTRACT PERIOD AND PROVIDES SUPPORT, TOOLS, AND TRAINING TO HELP CUSTOMERS DEPLOY AND USE PRODUCTS MORE EFFICIENTLY. ON-PREMISES LICENSES ARE CONSIDERED DISTINCT PERFORMANCE OBLIGATIONS WHEN SOLD WITH SA. REVENUE ALLOCATED TO SA IS GENERALLY RECOGNIZED RATABLY OVER THE CONTRACT PERIOD AS CUSTOMERS SIMULTANEOUSLY CONSUME AND RECEIVE BENEFITS, GIVEN THAT SA COMPRISES DISTINCT PERFORMANCE OBLIGATIONS THAT ARE SATISFIED OVER TIME.
CLOUD SERVICES, WHICH ALLOW CUSTOMERS TO USE HOSTED SOFTWARE OVER THE CONTRACT PERIOD WITHOUT TAKING POSSESSION OF THE SOFTWARE, ARE PROVIDED ON EITHER A SUBSCRIPTION OR CONSUMPTION BASIS. REVENUE RELATED TO CLOUD SERVICES PROVIDED ON A SUBSCRIPTION BASIS IS RECOGNIZED RATABLY OVER THE CONTRACT PERIOD. REVENUE RELATED TO CLOUD SERVICES PROVIDED ON A CONSUMPTION BASIS, SUCH AS THE AMOUNT OF STORAGE USED IN A PERIOD, IS RECOGNIZED BASED ON THE CUSTOMER UTILIZATION OF SUCH RESOURCES. WHEN CLOUD SERVICES REQUIRE A SIGNIFICANT LEVEL OF INTEGRATION AND INTERDEPENDENCY WITH SOFTWARE AND THE INDIVIDUAL COMPONENTS ARE NOT CONSIDERED DISTINCT, ALL REVENUE IS RECOGNIZED OVER THE PERIOD IN WHICH THE CLOUD SERVICES ARE PROVIDED.
REVENUE FROM SEARCH ADVERTISING IS RECOGNIZED WHEN THE ADVERTISEMENT APPEARS IN THE SEARCH RESULTS OR WHEN THE ACTION NECESSARY TO EARN THE REVENUE HAS BEEN COMPLETED. REVENUE FROM CONSULTING SERVICES IS RECOGNIZED AS SERVICES ARE PROVIDED.
OUR HARDWARE IS GENERALLY HIGHLY DEPENDENT ON, AND INTERRELATED WITH, THE UNDERLYING OPERATING SYSTEM AND CANNOT FUNCTION WITHOUT THE OPERATING SYSTEM. IN THESE CASES, THE HARDWARE AND SOFTWARE LICENSE ARE ACCOUNTED FOR AS A SINGLE PERFORMANCE OBLIGATION AND REVENUE IS RECOGNIZED AT THE POINT IN TIME WHEN OWNERSHIP IS TRANSFERRED TO RESELLERS OR DIRECTLY TO END CUSTOMERS THROUGH RETAIL STORES AND ONLINE MARKETPLACES.
REFER TO NOTE 21 – SEGMENT INFORMATION AND GEOGRAPHIC DATA FOR FURTHER INFORMATION, INCLUDING REVENUE BY SIGNIFICANT PRODUCT AND SERVICE OFFERING.
SIGNIFICANT JUDGMENTS
OUR CONTRACTS WITH CUSTOMERS OFTEN INCLUDE PROMISES TO TRANSFER MULTIPLE PRODUCTS AND SERVICES TO A CUSTOMER. DETERMINING WHETHER PRODUCTS AND SERVICES ARE CONSIDERED DISTINCT PERFORMANCE OBLIGATIONS THAT SHOULD BE ACCOUNTED FOR SEPARATELY VERSUS TOGETHER MAY REQUIRE SIGNIFICANT JUDGMENT. WHEN A CLOUD-BASED SERVICE INCLUDES BOTH ON-PREMISES SOFTWARE LICENSES AND CLOUD SERVICES, JUDGMENT IS REQUIRED TO DETERMINE WHETHER THE SOFTWARE LICENSE IS CONSIDERED DISTINCT AND ACCOUNTED FOR SEPARATELY, OR NOT DISTINCT AND ACCOUNTED FOR TOGETHER WITH THE CLOUD SERVICE AND RECOGNIZED OVER TIME. CERTAIN CLOUD SERVICES, PRIMARILY OFFICE 365, DEPEND ON A SIGNIFICANT LEVEL OF INTEGRATION, INTERDEPENDENCY, AND INTERRELATION BETWEEN THE DESKTOP APPLICATIONS AND CLOUD SERVICES, AND ARE ACCOUNTED FOR TOGETHER AS ONE PERFORMANCE OBLIGATION. REVENUE FROM OFFICE 365 IS RECOGNIZED RATABLY OVER THE PERIOD IN WHICH THE CLOUD SERVICES ARE PROVIDED.
JUDGMENT IS REQUIRED TO DETERMINE THE SSP FOR EACH DISTINCT PERFORMANCE OBLIGATION. WE USE A SINGLE AMOUNT TO ESTIMATE SSP FOR ITEMS THAT ARE NOT SOLD SEPARATELY, INCLUDING ON-PREMISES LICENSES SOLD WITH SA OR SOFTWARE UPDATES PROVIDED AT NO ADDITIONAL CHARGE. WE USE A RANGE OF AMOUNTS TO ESTIMATE SSP WHEN WE SELL EACH OF THE PRODUCTS AND SERVICES SEPARATELY AND NEED TO DETERMINE WHETHER THERE IS A DISCOUNT TO BE ALLOCATED BASED ON THE RELATIVE SSP OF THE VARIOUS PRODUCTS AND SERVICES.
IN INSTANCES WHERE SSP IS NOT DIRECTLY OBSERVABLE, SUCH AS WHEN WE DO NOT SELL THE PRODUCT OR SERVICE SEPARATELY, WE DETERMINE THE SSP USING INFORMATION THAT MAY INCLUDE MARKET CONDITIONS AND OTHER OBSERVABLE INPUTS. WE TYPICALLY HAVE MORE THAN ONE SSP FOR INDIVIDUAL PRODUCTS AND SERVICES DUE TO THE STRATIFICATION OF THOSE PRODUCTS AND SERVICES BY CUSTOMERS AND CIRCUMSTANCES. IN THESE INSTANCES, WE MAY USE INFORMATION SUCH AS THE SIZE OF THE CUSTOMER AND GEOGRAPHIC REGION IN DETERMINING THE SSP.
DUE TO THE VARIOUS BENEFITS FROM AND THE NATURE OF OUR SA PROGRAM, JUDGMENT IS REQUIRED TO ASSESS THE PATTERN OF DELIVERY, INCLUDING THE EXERCISE PATTERN OF CERTAIN BENEFITS ACROSS OUR PORTFOLIO OF CUSTOMERS.
OUR PRODUCTS ARE GENERALLY SOLD WITH A RIGHT OF RETURN, WE MAY PROVIDE OTHER CREDITS OR INCENTIVES, AND IN CERTAIN INSTANCES WE ESTIMATE CUSTOMER USAGE OF OUR PRODUCTS AND SERVICES, WHICH ARE ACCOUNTED FOR AS VARIABLE CONSIDERATION WHEN DETERMINING THE AMOUNT OF REVENUE TO RECOGNIZE. RETURNS AND CREDITS ARE ESTIMATED AT CONTRACT INCEPTION AND UPDATED AT THE END OF EACH REPORTING PERIOD IF ADDITIONAL INFORMATION BECOMES AVAILABLE. CHANGES TO OUR ESTIMATED VARIABLE CONSIDERATION WERE NOT MATERIAL FOR THE PERIODS PRESENTED.
CONTRACT BALANCES
TIMING OF REVENUE RECOGNITION MAY DIFFER FROM THE TIMING OF INVOICING TO CUSTOMERS. WE RECORD A RECEIVABLE WHEN REVENUE IS RECOGNIZED PRIOR TO INVOICING, OR UNEARNED REVENUE WHEN REVENUE IS RECOGNIZED SUBSEQUENT TO INVOICING. FOR MULTI-YEAR AGREEMENTS, WE GENERALLY INVOICE CUSTOMERS ANNUALLY AT THE BEGINNING OF EACH ANNUAL COVERAGE PERIOD. WE RECORD A RECEIVABLE RELATED TO REVENUE RECOGNIZED FOR MULTI-YEAR ON-PREMISES LICENSES AS WE HAVE AN UNCONDITIONAL RIGHT TO INVOICE AND RECEIVE PAYMENT IN THE FUTURE RELATED TO THOSE LICENSES.
THE OPENING BALANCE OF CURRENT AND LONG-TERM ACCOUNTS RECEIVABLE, NET OF ALLOWANCE FOR DOUBTFUL ACCOUNTS, WAS $22.3 BILLION AS OF JULY 1, 2016.
AS OF JUNE 30, 2018 AND 2017, LONG-TERM ACCOUNTS RECEIVABLE, NET OF ALLOWANCE FOR DOUBTFUL ACCOUNTS, WERE $1.8 BILLION AND $1.7 BILLION, RESPECTIVELY, AND ARE INCLUDED IN OTHER LONG-TERM ASSETS IN OUR CONSOLIDATED BALANCE SHEETS.
THE ALLOWANCE FOR DOUBTFUL ACCOUNTS REFLECTS OUR BEST ESTIMATE OF PROBABLE LOSSES INHERENT IN THE ACCOUNTS RECEIVABLE BALANCE. WE DETERMINE THE ALLOWANCE BASED ON KNOWN TROUBLED ACCOUNTS, HISTORICAL EXPERIENCE, AND OTHER CURRENTLY AVAILABLE EVIDENCE.
[bookmark: _Hlk520119528]ACTIVITY IN THE ALLOWANCE FOR DOUBTFUL ACCOUNTS WAS AS FOLLOWS:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	BALANCE, BEGINNING OF PERIOD
	
	$
	361
	
	
	$
	409
	
	
	$
	289
	

	CHARGED TO COSTS AND OTHER
	
	
	134
	
	
	
	58
	
	
	
	175
	

	WRITE-OFFS
	
	
	(98
	)
	
	
	(106
	)
	
	
	(55
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	BALANCE, END OF PERIOD
	
	$
	397
	
	
	$
	361
	
	
	$
	409
	

	
	
	
	
	
	
	
	
	
	
	
	
	



ALLOWANCE FOR DOUBTFUL ACCOUNTS INCLUDED IN OUR CONSOLIDATED BALANCE SHEETS:

	
	

	
	
	
	
	

	JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	ACCOUNTS RECEIVABLE, NET OF ALLOWANCE FOR DOUBTFUL ACCOUNTS
	
	$
	377
	
	
	$
	345
	
	
	$
	392
	

	OTHER LONG-TERM ASSETS
	
	
	20
	
	
	
	16
	
	
	
	17
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	397
	
	
	$
	361
	
	
	$
	409
	

	
	
	
	
	
	
	
	
	
	
	
	
	



UNEARNED REVENUE COMPRISES MAINLY UNEARNED REVENUE RELATED TO VOLUME LICENSING PROGRAMS, WHICH MAY INCLUDE SA AND CLOUD SERVICES. UNEARNED REVENUE IS GENERALLY INVOICED ANNUALLY AT THE BEGINNING OF EACH CONTRACT PERIOD FOR MULTI-YEAR AGREEMENTS AND RECOGNIZED RATABLY OVER THE COVERAGE PERIOD. UNEARNED REVENUE ALSO INCLUDES PAYMENTS FOR CONSULTING SERVICES TO BE PERFORMED IN THE FUTURE; LINKEDIN SUBSCRIPTIONS; OFFICE 365 SUBSCRIPTIONS; XBOX LIVE SUBSCRIPTIONS; WINDOWS 10 POST-DELIVERY SUPPORT; DYNAMICS BUSINESS SOLUTIONS; SKYPE PREPAID CREDITS AND SUBSCRIPTIONS; AND OTHER OFFERINGS FOR WHICH WE HAVE BEEN PAID IN ADVANCE AND EARN THE REVENUE WHEN WE TRANSFER CONTROL OF THE PRODUCT OR SERVICE.
REFER TO NOTE 15 – UNEARNED REVENUE FOR FURTHER INFORMATION, INCLUDING UNEARNED REVENUE BY SEGMENT AND CHANGES IN UNEARNED REVENUE DURING THE PERIOD.
PAYMENT TERMS AND CONDITIONS VARY BY CONTRACT TYPE, ALTHOUGH TERMS GENERALLY INCLUDE A REQUIREMENT OF PAYMENT WITHIN 30 TO 60 DAYS. IN INSTANCES WHERE THE TIMING OF REVENUE RECOGNITION DIFFERS FROM THE TIMING OF INVOICING, WE HAVE DETERMINED OUR CONTRACTS GENERALLY DO NOT INCLUDE A SIGNIFICANT FINANCING COMPONENT. THE PRIMARY PURPOSE OF OUR INVOICING TERMS IS TO PROVIDE CUSTOMERS WITH SIMPLIFIED AND PREDICTABLE WAYS OF PURCHASING OUR PRODUCTS AND SERVICES, NOT TO RECEIVE FINANCING FROM OUR CUSTOMERS OR TO PROVIDE CUSTOMERS WITH FINANCING. EXAMPLES INCLUDE INVOICING AT THE BEGINNING OF A SUBSCRIPTION TERM WITH REVENUE RECOGNIZED RATABLY OVER THE CONTRACT PERIOD, AND MULTI-YEAR ON-PREMISES LICENSES THAT ARE INVOICED ANNUALLY WITH REVENUE RECOGNIZED UPFRONT.
ASSETS RECOGNIZED FROM COSTS TO OBTAIN A CONTRACT WITH A CUSTOMER
WE RECOGNIZE AN ASSET FOR THE INCREMENTAL COSTS OF OBTAINING A CONTRACT WITH A CUSTOMER IF WE EXPECT THE BENEFIT OF THOSE COSTS TO BE LONGER THAN ONE YEAR. WE HAVE DETERMINED THAT CERTAIN SALES INCENTIVE PROGRAMS MEET THE REQUIREMENTS TO BE CAPITALIZED. TOTAL CAPITALIZED COSTS TO OBTAIN A CONTRACT WERE IMMATERIAL DURING THE PERIODS PRESENTED AND ARE INCLUDED IN OTHER CURRENT AND LONG-TERM ASSETS IN OUR CONSOLIDATED BALANCE SHEETS.
WE APPLY A PRACTICAL EXPEDIENT TO EXPENSE COSTS AS INCURRED FOR COSTS TO OBTAIN A CONTRACT WITH A CUSTOMER WHEN THE AMORTIZATION PERIOD WOULD HAVE BEEN ONE YEAR OR LESS. THESE COSTS INCLUDE OUR INTERNAL SALES FORCE COMPENSATION PROGRAM AND CERTAIN PARTNER SALES INCENTIVE PROGRAMS AS WE HAVE DETERMINED ANNUAL COMPENSATION IS COMMENSURATE WITH ANNUAL SALES ACTIVITIES.
[bookmark: _Hlk484693980]COST OF REVENUE
COST OF REVENUE INCLUDES: MANUFACTURING AND DISTRIBUTION COSTS FOR PRODUCTS SOLD AND PROGRAMS LICENSED; OPERATING COSTS RELATED TO PRODUCT SUPPORT SERVICE CENTERS AND PRODUCT DISTRIBUTION CENTERS; COSTS INCURRED TO INCLUDE SOFTWARE ON PCS SOLD BY ORIGINAL EQUIPMENT MANUFACTURERS (“OEM”), TO DRIVE TRAFFIC TO OUR WEBSITES, AND TO ACQUIRE ONLINE ADVERTISING SPACE; COSTS INCURRED TO SUPPORT AND MAINTAIN INTERNET-BASED PRODUCTS AND SERVICES, INCLUDING DATACENTER COSTS AND ROYALTIES; WARRANTY COSTS; INVENTORY VALUATION ADJUSTMENTS; COSTS ASSOCIATED WITH THE DELIVERY OF CONSULTING SERVICES; AND THE AMORTIZATION OF CAPITALIZED SOFTWARE DEVELOPMENT COSTS. CAPITALIZED SOFTWARE DEVELOPMENT COSTS ARE AMORTIZED OVER THE ESTIMATED LIVES OF THE PRODUCTS.
PRODUCT WARRANTY
WE PROVIDE FOR THE ESTIMATED COSTS OF FULFILLING OUR OBLIGATIONS UNDER HARDWARE AND SOFTWARE WARRANTIES AT THE TIME THE RELATED REVENUE IS RECOGNIZED. FOR HARDWARE WARRANTIES, WE ESTIMATE THE COSTS BASED ON HISTORICAL AND PROJECTED PRODUCT FAILURE RATES, HISTORICAL AND PROJECTED REPAIR COSTS, AND KNOWLEDGE OF SPECIFIC PRODUCT FAILURES (IF ANY). THE SPECIFIC HARDWARE WARRANTY TERMS AND CONDITIONS VARY DEPENDING UPON THE PRODUCT SOLD AND THE COUNTRY IN WHICH WE DO BUSINESS, BUT GENERALLY INCLUDE PARTS AND LABOR OVER A PERIOD GENERALLY RANGING FROM 90 DAYS TO THREE YEARS. FOR SOFTWARE WARRANTIES, WE ESTIMATE THE COSTS TO PROVIDE BUG FIXES, SUCH AS SECURITY PATCHES, OVER THE ESTIMATED LIFE OF THE SOFTWARE. WE REGULARLY REEVALUATE OUR ESTIMATES TO ASSESS THE ADEQUACY OF THE RECORDED WARRANTY LIABILITIES AND ADJUST THE AMOUNTS AS NECESSARY.
RESEARCH AND DEVELOPMENT
RESEARCH AND DEVELOPMENT EXPENSES INCLUDE PAYROLL, EMPLOYEE BENEFITS, STOCK-BASED COMPENSATION EXPENSE, AND OTHER HEADCOUNT-RELATED EXPENSES ASSOCIATED WITH PRODUCT DEVELOPMENT. RESEARCH AND DEVELOPMENT EXPENSES ALSO INCLUDE THIRD-PARTY DEVELOPMENT AND PROGRAMMING COSTS, LOCALIZATION COSTS INCURRED TO TRANSLATE SOFTWARE FOR INTERNATIONAL MARKETS, AND THE AMORTIZATION OF PURCHASED SOFTWARE CODE AND SERVICES CONTENT. SUCH COSTS RELATED TO SOFTWARE DEVELOPMENT ARE INCLUDED IN RESEARCH AND DEVELOPMENT EXPENSE UNTIL THE POINT THAT TECHNOLOGICAL FEASIBILITY IS REACHED, WHICH FOR OUR SOFTWARE PRODUCTS, IS GENERALLY SHORTLY BEFORE THE PRODUCTS ARE RELEASED TO PRODUCTION. ONCE TECHNOLOGICAL FEASIBILITY IS REACHED, SUCH COSTS ARE CAPITALIZED AND AMORTIZED TO COST OF REVENUE OVER THE ESTIMATED LIVES OF THE PRODUCTS.
SALES AND MARKETING
SALES AND MARKETING EXPENSES INCLUDE PAYROLL, EMPLOYEE BENEFITS, STOCK-BASED COMPENSATION EXPENSE, AND OTHER HEADCOUNT-RELATED EXPENSES ASSOCIATED WITH SALES AND MARKETING PERSONNEL, AND THE COSTS OF ADVERTISING, PROMOTIONS, TRADE SHOWS, SEMINARS, AND OTHER PROGRAMS. ADVERTISING COSTS ARE EXPENSED AS INCURRED. ADVERTISING EXPENSE WAS $1.6 BILLION, $1.5 BILLION, AND $1.6 BILLION IN FISCAL YEARS 2018, 2017, AND 2016, RESPECTIVELY.
STOCK-BASED COMPENSATION
COMPENSATION COST FOR STOCK AWARDS, WHICH INCLUDE RESTRICTED STOCK UNITS (“RSUS”) AND PERFORMANCE STOCK UNITS (“PSUS”), IS MEASURED AT THE FAIR VALUE ON THE GRANT DATE AND RECOGNIZED AS EXPENSE, NET OF ESTIMATED FORFEITURES, OVER THE RELATED SERVICE OR PERFORMANCE PERIOD. THE FAIR VALUE OF STOCK AWARDS IS BASED ON THE QUOTED PRICE OF OUR COMMON STOCK ON THE GRANT DATE LESS THE PRESENT VALUE OF EXPECTED DIVIDENDS NOT RECEIVED DURING THE VESTING PERIOD. WE MEASURE THE FAIR VALUE OF PSUS USING A MONTE CARLO VALUATION MODEL. COMPENSATION COST FOR RSUS IS RECOGNIZED USING THE STRAIGHT-LINE METHOD AND FOR PSUS IS RECOGNIZED USING THE ACCELERATED METHOD.
COMPENSATION EXPENSE FOR THE EMPLOYEE STOCK PURCHASE PLAN (“ESPP”) IS MEASURED AS THE DISCOUNT THE EMPLOYEE IS ENTITLED TO UPON PURCHASE AND IS RECOGNIZED IN THE PERIOD OF PURCHASE.
[bookmark: _Hlk484680083]INCOME TAXES
INCOME TAX EXPENSE INCLUDES U.S. AND INTERNATIONAL INCOME TAXES, AND INTEREST AND PENALTIES ON UNCERTAIN TAX POSITIONS. CERTAIN INCOME AND EXPENSES ARE NOT REPORTED IN TAX RETURNS AND FINANCIAL STATEMENTS IN THE SAME YEAR. THE TAX EFFECT OF SUCH TEMPORARY DIFFERENCES IS REPORTED AS DEFERRED INCOME TAXES. DEFERRED TAX ASSETS ARE REPORTED NET OF A VALUATION ALLOWANCE WHEN IT IS MORE LIKELY THAN NOT THAT A TAX BENEFIT WILL NOT BE REALIZED. ALL DEFERRED INCOME TAXES ARE CLASSIFIED AS LONG-TERM IN OUR CONSOLIDATED BALANCE SHEETS.
[bookmark: _Hlk519855919]FAIR VALUE MEASUREMENTS
WE ACCOUNT FOR CERTAIN ASSETS AND LIABILITIES AT FAIR VALUE. THE HIERARCHY BELOW LISTS THREE LEVELS OF FAIR VALUE BASED ON THE EXTENT TO WHICH INPUTS USED IN MEASURING FAIR VALUE ARE OBSERVABLE IN THE MARKET. WE CATEGORIZE EACH OF OUR FAIR VALUE MEASUREMENTS IN ONE OF THESE THREE LEVELS BASED ON THE LOWEST LEVEL INPUT THAT IS SIGNIFICANT TO THE FAIR VALUE MEASUREMENT IN ITS ENTIRETY. THESE LEVELS ARE:
· LEVEL 1 – INPUTS ARE BASED UPON UNADJUSTED QUOTED PRICES FOR IDENTICAL INSTRUMENTS IN ACTIVE MARKETS. OUR LEVEL 1 NON-DERIVATIVE INVESTMENTS PRIMARILY INCLUDE U.S. GOVERNMENT SECURITIES, COMMON AND PREFERRED STOCK, AND MUTUAL FUNDS. OUR LEVEL 1 DERIVATIVE ASSETS AND LIABILITIES INCLUDE THOSE ACTIVELY TRADED ON EXCHANGES.
· LEVEL 2 – INPUTS ARE BASED UPON QUOTED PRICES FOR SIMILAR INSTRUMENTS IN ACTIVE MARKETS, QUOTED PRICES FOR IDENTICAL OR SIMILAR INSTRUMENTS IN MARKETS THAT ARE NOT ACTIVE, AND MODEL-BASED VALUATION TECHNIQUES (E.G. THE BLACK-SCHOLES MODEL) FOR WHICH ALL SIGNIFICANT INPUTS ARE OBSERVABLE IN THE MARKET OR CAN BE CORROBORATED BY OBSERVABLE MARKET DATA FOR SUBSTANTIALLY THE FULL TERM OF THE ASSETS OR LIABILITIES. WHERE APPLICABLE, THESE MODELS PROJECT FUTURE CASH FLOWS AND DISCOUNT THE FUTURE AMOUNTS TO A PRESENT VALUE USING MARKET-BASED OBSERVABLE INPUTS INCLUDING INTEREST RATE CURVES, CREDIT SPREADS, FOREIGN EXCHANGE RATES, AND FORWARD AND SPOT PRICES FOR CURRENCIES. OUR LEVEL 2 NON-DERIVATIVE INVESTMENTS CONSIST PRIMARILY OF CORPORATE NOTES AND BONDS, FOREIGN GOVERNMENT BONDS, MORTGAGE- AND ASSET-BACKED SECURITIES, COMMERCIAL PAPER, CERTIFICATES OF DEPOSIT, AND U.S. AGENCY SECURITIES. OUR LEVEL 2 DERIVATIVE ASSETS AND LIABILITIES PRIMARILY INCLUDE CERTAIN OVER-THE-COUNTER OPTION AND SWAP CONTRACTS.
· LEVEL 3 – INPUTS ARE GENERALLY UNOBSERVABLE AND TYPICALLY REFLECT MANAGEMENT’S ESTIMATES OF ASSUMPTIONS THAT MARKET PARTICIPANTS WOULD USE IN PRICING THE ASSET OR LIABILITY. THE FAIR VALUES ARE THEREFORE DETERMINED USING MODEL-BASED TECHNIQUES, INCLUDING OPTION PRICING MODELS AND DISCOUNTED CASH FLOW MODELS. OUR LEVEL 3 NON-DERIVATIVE ASSETS AND LIABILITIES PRIMARILY COMPRISE INVESTMENTS IN COMMON AND PREFERRED STOCK, AND GOODWILL AND INTANGIBLE ASSETS, WHEN THEY ARE RECORDED AT FAIR VALUE DUE TO AN IMPAIRMENT CHARGE. UNOBSERVABLE INPUTS USED IN THE MODELS ARE SIGNIFICANT TO THE FAIR VALUES OF THE ASSETS AND LIABILITIES.
WE MEASURE CERTAIN ASSETS, INCLUDING OUR COST AND EQUITY METHOD INVESTMENTS, AT FAIR VALUE ON A NONRECURRING BASIS WHEN THEY ARE DEEMED TO BE OTHER-THAN-TEMPORARILY IMPAIRED. THE FAIR VALUES OF THESE INVESTMENTS ARE DETERMINED BASED ON VALUATION TECHNIQUES USING THE BEST INFORMATION AVAILABLE, AND MAY INCLUDE QUOTED MARKET PRICES, MARKET COMPARABLES, AND DISCOUNTED CASH FLOW PROJECTIONS. AN IMPAIRMENT CHARGE IS RECORDED WHEN THE COST OF THE INVESTMENT EXCEEDS ITS FAIR VALUE AND THIS CONDITION IS DETERMINED TO BE OTHER-THAN-TEMPORARY.
OUR OTHER CURRENT FINANCIAL ASSETS AND CURRENT FINANCIAL LIABILITIES HAVE FAIR VALUES THAT APPROXIMATE THEIR CARRYING VALUES.
FINANCIAL INSTRUMENTS
INVESTMENTS
WE CONSIDER ALL HIGHLY LIQUID INTEREST-EARNING INVESTMENTS WITH A MATURITY OF THREE MONTHS OR LESS AT THE DATE OF PURCHASE TO BE CASH EQUIVALENTS. THE FAIR VALUES OF THESE INVESTMENTS APPROXIMATE THEIR CARRYING VALUES. IN GENERAL, INVESTMENTS WITH ORIGINAL MATURITIES OF GREATER THAN THREE MONTHS AND REMAINING MATURITIES OF LESS THAN ONE YEAR ARE CLASSIFIED AS SHORT-TERM INVESTMENTS. INVESTMENTS WITH MATURITIES BEYOND ONE YEAR MAY BE CLASSIFIED AS SHORT-TERM BASED ON THEIR HIGHLY LIQUID NATURE AND BECAUSE SUCH MARKETABLE SECURITIES REPRESENT THE INVESTMENT OF CASH THAT IS AVAILABLE FOR CURRENT OPERATIONS. ALL CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS ARE CLASSIFIED AS AVAILABLE-FOR-SALE AND REALIZED GAINS AND LOSSES ARE RECORDED USING THE SPECIFIC IDENTIFICATION METHOD. CHANGES IN MARKET VALUE, EXCLUDING OTHER-THAN-TEMPORARY IMPAIRMENTS, ARE REFLECTED IN OCI.
EQUITY AND OTHER INVESTMENTS CLASSIFIED AS LONG-TERM INCLUDE BOTH DEBT AND EQUITY INSTRUMENTS. DEBT AND PUBLICLY-TRADED EQUITY SECURITIES ARE CLASSIFIED AS AVAILABLE-FOR-SALE AND REALIZED GAINS AND LOSSES ARE RECORDED USING THE SPECIFIC IDENTIFICATION METHOD. CHANGES IN THE MARKET VALUE OF AVAILABLE-FOR-SALE SECURITIES, EXCLUDING OTHER-THAN-TEMPORARY IMPAIRMENTS, ARE REFLECTED IN OCI. COMMON AND PREFERRED STOCK AND OTHER INVESTMENTS THAT ARE RESTRICTED FOR MORE THAN ONE YEAR OR ARE NOT PUBLICLY TRADED ARE RECORDED AT COST OR USING THE EQUITY METHOD.
WE LEND CERTAIN FIXED-INCOME AND EQUITY SECURITIES TO INCREASE INVESTMENT RETURNS. THESE TRANSACTIONS ARE ACCOUNTED FOR AS SECURED BORROWINGS AND THE LOANED SECURITIES CONTINUE TO BE CARRIED AS INVESTMENTS IN OUR CONSOLIDATED BALANCE SHEETS. CASH AND/OR SECURITY INTERESTS ARE RECEIVED AS COLLATERAL FOR THE LOANED SECURITIES WITH THE AMOUNT DETERMINED BASED UPON THE UNDERLYING SECURITY LENT AND THE CREDITWORTHINESS OF THE BORROWER. CASH RECEIVED IS RECORDED AS AN ASSET WITH A CORRESPONDING LIABILITY.
INVESTMENTS ARE CONSIDERED TO BE IMPAIRED WHEN A DECLINE IN FAIR VALUE IS JUDGED TO BE OTHER-THAN-TEMPORARY. FAIR VALUE IS CALCULATED BASED ON PUBLICLY AVAILABLE MARKET INFORMATION OR OTHER ESTIMATES DETERMINED BY MANAGEMENT. WE EMPLOY A SYSTEMATIC METHODOLOGY ON A QUARTERLY BASIS THAT CONSIDERS AVAILABLE QUANTITATIVE AND QUALITATIVE EVIDENCE IN EVALUATING POTENTIAL IMPAIRMENT OF OUR INVESTMENTS. IF THE COST OF AN INVESTMENT EXCEEDS ITS FAIR VALUE, WE EVALUATE, AMONG OTHER FACTORS, GENERAL MARKET CONDITIONS, CREDIT QUALITY OF DEBT INSTRUMENT ISSUERS, THE DURATION AND EXTENT TO WHICH THE FAIR VALUE IS LESS THAN COST, AND FOR EQUITY SECURITIES, OUR INTENT AND ABILITY TO HOLD, OR PLANS TO SELL, THE INVESTMENT. FOR FIXED-INCOME SECURITIES, WE ALSO EVALUATE WHETHER WE HAVE PLANS TO SELL THE SECURITY OR IT IS MORE LIKELY THAN NOT THAT WE WILL BE REQUIRED TO SELL THE SECURITY BEFORE RECOVERY. WE ALSO CONSIDER SPECIFIC ADVERSE CONDITIONS RELATED TO THE FINANCIAL HEALTH OF AND BUSINESS OUTLOOK FOR THE INVESTEE, INCLUDING INDUSTRY AND SECTOR PERFORMANCE, CHANGES IN TECHNOLOGY, AND OPERATIONAL AND FINANCING CASH FLOW FACTORS. ONCE A DECLINE IN FAIR VALUE IS DETERMINED TO BE OTHER-THAN-TEMPORARY, AN IMPAIRMENT CHARGE IS RECORDED TO OTHER INCOME (EXPENSE), NET AND A NEW COST BASIS IN THE INVESTMENT IS ESTABLISHED.
DERIVATIVES
DERIVATIVE INSTRUMENTS ARE RECOGNIZED AS EITHER ASSETS OR LIABILITIES AND ARE MEASURED AT FAIR VALUE. THE ACCOUNTING FOR CHANGES IN THE FAIR VALUE OF A DERIVATIVE DEPENDS ON THE INTENDED USE OF THE DERIVATIVE AND THE RESULTING DESIGNATION.
FOR DERIVATIVE INSTRUMENTS DESIGNATED AS FAIR VALUE HEDGES, THE GAINS (LOSSES) ARE RECOGNIZED IN EARNINGS IN THE PERIODS OF CHANGE TOGETHER WITH THE OFFSETTING LOSSES (GAINS) ON THE HEDGED ITEMS ATTRIBUTED TO THE RISK BEING HEDGED. FOR OPTIONS DESIGNATED AS FAIR VALUE HEDGES, CHANGES IN THE TIME VALUE ARE EXCLUDED FROM THE ASSESSMENT OF HEDGE EFFECTIVENESS AND ARE RECOGNIZED IN EARNINGS.
FOR DERIVATIVE INSTRUMENTS DESIGNATED AS CASH FLOW HEDGES, THE EFFECTIVE PORTION OF THE GAINS (LOSSES) ON THE DERIVATIVES IS INITIALLY REPORTED AS A COMPONENT OF OCI AND IS SUBSEQUENTLY RECOGNIZED IN EARNINGS WHEN THE HEDGED EXPOSURE IS RECOGNIZED IN EARNINGS. FOR OPTIONS DESIGNATED AS CASH FLOW HEDGES, CHANGES IN THE TIME VALUE ARE EXCLUDED FROM THE ASSESSMENT OF HEDGE EFFECTIVENESS AND ARE RECOGNIZED IN EARNINGS. GAINS (LOSSES) ON DERIVATIVES REPRESENTING EITHER HEDGE COMPONENTS EXCLUDED FROM THE ASSESSMENT OF EFFECTIVENESS OR HEDGE INEFFECTIVENESS ARE RECOGNIZED IN EARNINGS.
FOR DERIVATIVE INSTRUMENTS THAT ARE NOT DESIGNATED AS HEDGES, GAINS (LOSSES) FROM CHANGES IN FAIR VALUES ARE PRIMARILY RECOGNIZED IN OTHER INCOME (EXPENSE), NET.
[bookmark: _Hlk484679068]INVENTORIES
INVENTORIES ARE STATED AT AVERAGE COST, SUBJECT TO THE LOWER OF COST OR NET REALIZABLE VALUE. COST INCLUDES MATERIALS, LABOR, AND MANUFACTURING OVERHEAD RELATED TO THE PURCHASE AND PRODUCTION OF INVENTORIES. NET REALIZABLE VALUE IS THE ESTIMATED SELLING PRICE LESS ESTIMATED COSTS OF COMPLETION, DISPOSAL, AND TRANSPORTATION. WE REGULARLY REVIEW INVENTORY QUANTITIES ON HAND, FUTURE PURCHASE COMMITMENTS WITH OUR SUPPLIERS, AND THE ESTIMATED UTILITY OF OUR INVENTORY. IF OUR REVIEW INDICATES A REDUCTION IN UTILITY BELOW CARRYING VALUE, WE REDUCE OUR INVENTORY TO A NEW COST BASIS THROUGH A CHARGE TO COST OF REVENUE.
[bookmark: _Hlk484693415]PROPERTY AND EQUIPMENT
PROPERTY AND EQUIPMENT IS STATED AT COST LESS ACCUMULATED DEPRECIATION, AND DEPRECIATED USING THE STRAIGHT-LINE METHOD OVER THE SHORTER OF THE ESTIMATED USEFUL LIFE OF THE ASSET OR THE LEASE TERM. THE ESTIMATED USEFUL LIVES OF OUR PROPERTY AND EQUIPMENT ARE GENERALLY AS FOLLOWS: COMPUTER SOFTWARE DEVELOPED OR ACQUIRED FOR INTERNAL USE, THREE TO SEVEN YEARS; COMPUTER EQUIPMENT, TWO TO THREE YEARS; BUILDINGS AND IMPROVEMENTS, FIVE TO 15 YEARS; LEASEHOLD IMPROVEMENTS, THREE TO 20 YEARS; AND FURNITURE AND EQUIPMENT, ONE TO 10 YEARS. LAND IS NOT DEPRECIATED.
[bookmark: _Hlk484681469]LEASES
WE DETERMINE IF AN ARRANGEMENT IS A LEASE AT INCEPTION. OPERATING LEASES ARE INCLUDED IN OPERATING LEASE RIGHT-OF-USE (“ROU”) ASSETS, OTHER CURRENT LIABILITIES, AND OPERATING LEASE LIABILITIES IN OUR CONSOLIDATED BALANCE SHEETS. FINANCE LEASES ARE INCLUDED IN PROPERTY AND EQUIPMENT, OTHER CURRENT LIABILITIES, AND OTHER LONG-TERM LIABILITIES IN OUR CONSOLIDATED BALANCE SHEETS.
ROU ASSETS REPRESENT OUR RIGHT TO USE AN UNDERLYING ASSET FOR THE LEASE TERM AND LEASE LIABILITIES REPRESENT OUR OBLIGATION TO MAKE LEASE PAYMENTS ARISING FROM THE LEASE. OPERATING LEASE ROU ASSETS AND LIABILITIES ARE RECOGNIZED AT COMMENCEMENT DATE BASED ON THE PRESENT VALUE OF LEASE PAYMENTS OVER THE LEASE TERM. AS MOST OF OUR LEASES DO NOT PROVIDE AN IMPLICIT RATE, WE USE OUR INCREMENTAL BORROWING RATE BASED ON THE INFORMATION AVAILABLE AT COMMENCEMENT DATE IN DETERMINING THE PRESENT VALUE OF LEASE PAYMENTS. WE USE THE IMPLICIT RATE WHEN READILY DETERMINABLE. THE OPERATING LEASE ROU ASSET ALSO INCLUDES ANY LEASE PAYMENTS MADE AND EXCLUDES LEASE INCENTIVES. OUR LEASE TERMS MAY INCLUDE OPTIONS TO EXTEND OR TERMINATE THE LEASE WHEN IT IS REASONABLY CERTAIN THAT WE WILL EXERCISE THAT OPTION. LEASE EXPENSE FOR LEASE PAYMENTS IS RECOGNIZED ON A STRAIGHT-LINE BASIS OVER THE LEASE TERM.
WE HAVE LEASE AGREEMENTS WITH LEASE AND NON-LEASE COMPONENTS, WHICH ARE GENERALLY ACCOUNTED FOR SEPARATELY. FOR CERTAIN EQUIPMENT LEASES, SUCH AS VEHICLES, WE ACCOUNT FOR THE LEASE AND NON-LEASE COMPONENTS AS A SINGLE LEASE COMPONENT. ADDITIONALLY, FOR CERTAIN EQUIPMENT LEASES, WE APPLY A PORTFOLIO APPROACH TO EFFECTIVELY ACCOUNT FOR THE OPERATING LEASE ROU ASSETS AND LIABILITIES.
GOODWILL
GOODWILL IS TESTED FOR IMPAIRMENT AT THE REPORTING UNIT LEVEL (OPERATING SEGMENT OR ONE LEVEL BELOW AN OPERATING SEGMENT) ON AN ANNUAL BASIS (MAY 1 FOR US) AND BETWEEN ANNUAL TESTS IF AN EVENT OCCURS OR CIRCUMSTANCES CHANGE THAT WOULD MORE LIKELY THAN NOT REDUCE THE FAIR VALUE OF A REPORTING UNIT BELOW ITS CARRYING VALUE.
[bookmark: _Hlk484694903]INTANGIBLE ASSETS
ALL OF OUR INTANGIBLE ASSETS ARE SUBJECT TO AMORTIZATION AND ARE AMORTIZED USING THE STRAIGHT-LINE METHOD OVER THEIR ESTIMATED PERIOD OF BENEFIT, RANGING FROM ONE TO 20 YEARS. WE EVALUATE THE RECOVERABILITY OF INTANGIBLE ASSETS PERIODICALLY BY TAKING INTO ACCOUNT EVENTS OR CIRCUMSTANCES THAT MAY WARRANT REVISED ESTIMATES OF USEFUL LIVES OR THAT INDICATE THE ASSET MAY BE IMPAIRED.
[bookmark: _Hlk512346780]RECENT TAX LEGISLATION
ON DECEMBER 22, 2017, THE TAX CUTS AND JOBS ACT (“TCJA”) WAS ENACTED INTO LAW, WHICH SIGNIFICANTLY CHANGES EXISTING U.S. TAX LAW AND INCLUDES NUMEROUS PROVISIONS THAT AFFECT OUR BUSINESS. REFER TO NOTE 13 – INCOME TAXES FOR FURTHER DISCUSSION.
[bookmark: _Hlk512346965]AS A RESULT OF THE TCJA, WE HAVE RECAST CERTAIN PRIOR PERIOD INCOME TAX LIABILITIES IN OUR CONSOLIDATED BALANCE SHEETS TO CONFORM TO THE CURRENT PERIOD PRESENTATION. PREVIOUSLY REPORTED BALANCES WERE IMPACTED AS FOLLOWS:

	(IN MILLIONS)
	
	AS
PREVIOUSLY
REPORTED
	
	
	AS
ADJUSTED
	

	
	

	
	

	BALANCE SHEETS
	
	
	
	
	
	
	JUNE 30,
2017
	

	
	
	
	
	
	
	
	
	

	LONG-TERM INCOME TAXES
	
	$
	0
	
	
	$
	13,485
	

	OTHER LONG-TERM LIABILITIES
	
	
	17,034
	
	
	
	3,549
	

	
	
	
	
	
	
	
	
	


THESE ADJUSTMENTS HAD NO IMPACT IN OUR CONSOLIDATED INCOME STATEMENTS OR NET CASH FROM OR USED IN OPERATING, FINANCING, OR INVESTING IN OUR CONSOLIDATED CASH FLOWS STATEMENTS.
[bookmark: _Hlk512346784]RECENT ACCOUNTING GUIDANCE
RECENTLY ADOPTED ACCOUNTING GUIDANCE
COMPREHENSIVE INCOME – RECLASSIFICATION OF CERTAIN TAX EFFECTS
IN FEBRUARY 2018, THE FINANCIAL ACCOUNTING STANDARDS BOARD (“FASB”) ISSUED NEW GUIDANCE TO ALLOW A RECLASSIFICATION FROM ACCUMULATED OTHER COMPREHENSIVE INCOME (“AOCI”) TO RETAINED EARNINGS FOR STRANDED TAX EFFECTS RESULTING FROM THE TCJA. IN THE SECOND QUARTER OF FISCAL YEAR 2018, WE REMEASURED OUR DEFERRED TAXES RELATED TO UNREALIZED GAINS ON OUR INVESTMENT BALANCES USING THE REDUCED TAX RATE. AS REQUIRED BY GAAP, WE RECOGNIZED THE NET TAX BENEFIT IN THE PROVISION FOR INCOME TAXES IN OUR CONSOLIDATED INCOME STATEMENTS, EVEN THOUGH THE DEFERRED TAXES WERE INITIALLY RECOGNIZED IN AOCI, WHICH RESULTED IN STRANDED TAX EFFECTS. WE ELECTED TO EARLY ADOPT THE STANDARD EFFECTIVE APRIL 1, 2018 AND RECLASSIFIED A $42 MILLION NET TAX BENEFIT FROM AOCI TO RETAINED EARNINGS IN OUR CONSOLIDATED BALANCE SHEETS. ADOPTION OF THE STANDARD HAD NO IMPACT TO OUR CONSOLIDATED INCOME STATEMENTS OR CASH FLOWS STATEMENTS.
LEASES
IN FEBRUARY 2016, THE FASB ISSUED A NEW STANDARD RELATED TO LEASES TO INCREASE TRANSPARENCY AND COMPARABILITY AMONG ORGANIZATIONS BY REQUIRING THE RECOGNITION OF ROU ASSETS AND LEASE LIABILITIES ON THE BALANCE SHEET. MOST PROMINENT AMONG THE CHANGES IN THE STANDARD IS THE RECOGNITION OF ROU ASSETS AND LEASE LIABILITIES BY LESSEES FOR THOSE LEASES CLASSIFIED AS OPERATING LEASES. UNDER THE STANDARD, DISCLOSURES ARE REQUIRED TO MEET THE OBJECTIVE OF ENABLING USERS OF FINANCIAL STATEMENTS TO ASSESS THE AMOUNT, TIMING, AND UNCERTAINTY OF CASH FLOWS ARISING FROM LEASES. WE ARE ALSO REQUIRED TO RECOGNIZE AND MEASURE LEASES EXISTING AT, OR ENTERED INTO AFTER, THE BEGINNING OF THE EARLIEST COMPARATIVE PERIOD PRESENTED USING A MODIFIED RETROSPECTIVE APPROACH, WITH CERTAIN PRACTICAL EXPEDIENTS AVAILABLE.
WE ELECTED TO EARLY ADOPT THE STANDARD EFFECTIVE JULY 1, 2017 CONCURRENT WITH OUR ADOPTION OF THE NEW STANDARD RELATED TO REVENUE RECOGNITION. WE ELECTED THE AVAILABLE PRACTICAL EXPEDIENTS AND IMPLEMENTED INTERNAL CONTROLS AND KEY SYSTEM FUNCTIONALITY TO ENABLE THE PREPARATION OF FINANCIAL INFORMATION ON ADOPTION.
THE STANDARD HAD A MATERIAL IMPACT IN OUR CONSOLIDATED BALANCE SHEETS, BUT DID NOT HAVE AN IMPACT IN OUR CONSOLIDATED INCOME STATEMENTS. THE MOST SIGNIFICANT IMPACT WAS THE RECOGNITION OF ROU ASSETS AND LEASE LIABILITIES FOR OPERATING LEASES, WHILE OUR ACCOUNTING FOR FINANCE LEASES REMAINED SUBSTANTIALLY UNCHANGED. ADOPTION OF THE STANDARD REQUIRED US TO RESTATE CERTAIN PREVIOUSLY REPORTED RESULTS, INCLUDING THE RECOGNITION OF ADDITIONAL ROU ASSETS AND LEASE LIABILITIES FOR OPERATING LEASES. REFER TO IMPACTS TO PREVIOUSLY REPORTED RESULTS BELOW FOR THE IMPACT OF ADOPTION OF THE STANDARD IN OUR CONSOLIDATED FINANCIAL STATEMENTS.
REVENUE FROM CONTRACTS WITH CUSTOMERS
IN MAY 2014, THE FASB ISSUED A NEW STANDARD RELATED TO REVENUE RECOGNITION. UNDER THE STANDARD, REVENUE IS RECOGNIZED WHEN A CUSTOMER OBTAINS CONTROL OF PROMISED GOODS OR SERVICES IN AN AMOUNT THAT REFLECTS THE CONSIDERATION THE ENTITY EXPECTS TO RECEIVE IN EXCHANGE FOR THOSE GOODS OR SERVICES. IN ADDITION, THE STANDARD REQUIRES DISCLOSURE OF THE NATURE, AMOUNT, TIMING, AND UNCERTAINTY OF REVENUE AND CASH FLOWS ARISING FROM CONTRACTS WITH CUSTOMERS.
WE ELECTED TO EARLY ADOPT THE STANDARD EFFECTIVE JULY 1, 2017, USING THE FULL RETROSPECTIVE METHOD, WHICH REQUIRED US TO RESTATE EACH PRIOR REPORTING PERIOD PRESENTED. WE IMPLEMENTED INTERNAL CONTROLS AND KEY SYSTEM FUNCTIONALITY TO ENABLE THE PREPARATION OF FINANCIAL INFORMATION ON ADOPTION.
THE MOST SIGNIFICANT IMPACT OF THE STANDARD RELATES TO OUR ACCOUNTING FOR SOFTWARE LICENSE REVENUE. SPECIFICALLY, FOR WINDOWS 10, WE RECOGNIZE REVENUE PREDOMINANTLY AT THE TIME OF BILLING AND DELIVERY RATHER THAN RATABLY OVER THE LIFE OF THE RELATED DEVICE. FOR CERTAIN MULTI-YEAR COMMERCIAL SOFTWARE SUBSCRIPTIONS THAT INCLUDE BOTH DISTINCT SOFTWARE LICENSES AND SA, WE RECOGNIZE LICENSE REVENUE AT THE TIME OF CONTRACT EXECUTION RATHER THAN OVER THE SUBSCRIPTION PERIOD. DUE TO THE COMPLEXITY OF CERTAIN OF OUR COMMERCIAL LICENSE SUBSCRIPTION CONTRACTS, THE ACTUAL REVENUE RECOGNITION TREATMENT REQUIRED UNDER THE STANDARD DEPENDS ON CONTRACT-SPECIFIC TERMS AND IN SOME INSTANCES MAY VARY FROM RECOGNITION AT THE TIME OF BILLING. REVENUE RECOGNITION RELATED TO OUR HARDWARE, CLOUD OFFERINGS (SUCH AS OFFICE 365), LINKEDIN, AND PROFESSIONAL SERVICES REMAINS SUBSTANTIALLY UNCHANGED.
[bookmark: _Hlk498608838]ADOPTION OF THE STANDARD USING THE FULL RETROSPECTIVE METHOD REQUIRED US TO RESTATE CERTAIN PREVIOUSLY REPORTED RESULTS, INCLUDING THE RECOGNITION OF ADDITIONAL REVENUE AND AN INCREASE IN THE PROVISION FOR INCOME TAXES, PRIMARILY DUE TO THE NET CHANGE IN WINDOWS 10 REVENUE RECOGNITION. IN ADDITION, ADOPTION OF THE STANDARD RESULTED IN AN INCREASE IN ACCOUNTS RECEIVABLE AND OTHER CURRENT AND LONG-TERM ASSETS, DRIVEN BY UNBILLED RECEIVABLES FROM UPFRONT RECOGNITION OF REVENUE FOR CERTAIN MULTI-YEAR COMMERCIAL SOFTWARE SUBSCRIPTIONS THAT INCLUDE BOTH DISTINCT SOFTWARE LICENSES AND SA; A REDUCTION OF UNEARNED REVENUE, DRIVEN BY THE UPFRONT RECOGNITION OF LICENSE REVENUE FROM WINDOWS 10 AND CERTAIN MULTI-YEAR COMMERCIAL SOFTWARE SUBSCRIPTIONS; AND AN INCREASE IN DEFERRED INCOME TAXES, DRIVEN BY THE UPFRONT RECOGNITION OF REVENUE. REFER TO IMPACTS TO PREVIOUSLY REPORTED RESULTS BELOW FOR THE IMPACT OF ADOPTION OF THE STANDARD IN OUR CONSOLIDATED FINANCIAL STATEMENTS.
IMPACTS TO PREVIOUSLY REPORTED RESULTS
ADOPTION OF THE STANDARDS RELATED TO REVENUE RECOGNITION AND LEASES IMPACTED OUR PREVIOUSLY REPORTED RESULTS AS FOLLOWS:

	(IN MILLIONS, EXCEPT PER SHARE AMOUNTS)
	
	AS
PREVIOUSLY
REPORTED
	
	
	NEW
REVENUE
STANDARD
ADJUSTMENT
	
	
	AS
RESTATED
	

	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	INCOME STATEMENTS
	
	
	
	
	
	
	
	
	
	
	
	

	
	

	YEAR ENDED JUNE 30, 2017
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	REVENUE
	
	$
	89,950
	
	
	$
	6,621
	
	
	$
	96,571
	

	PROVISION FOR INCOME TAXES
	
	
	1,945
	
	
	
	2,467
	
	
	
	4,412
	

	NET INCOME
	
	
	21,204
	
	
	
	4,285
	
	
	
	25,489
	

	DILUTED EARNINGS PER SHARE
	
	
	2.71
	
	
	
	0.54
	
	
	
	3.25
	

	
	

	YEAR ENDED JUNE 30, 2016
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	REVENUE
	
	$
	85,320
	
	
	$
	5,834
	
	
	$
	91,154
	

	PROVISION FOR INCOME TAXES
	
	
	2,953
	
	
	
	2,147
	
	
	
	5,100
	

	NET INCOME
	
	
	16,798
	
	
	
	3,741
	
	
	
	20,539
	

	DILUTED EARNINGS PER SHARE
	
	
	2.10
	
	
	
	0.46
	
	
	
	2.56
	

	
	



	(IN MILLIONS)
	
	AS
PREVIOUSLY
REPORTED
	
	
	NEW
REVENUE
STANDARD
ADJUSTMENT
	
	
	NEW LEASE
STANDARD
ADJUSTMENT
	
	
	AS
RESTATED
	

	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	BALANCE SHEETS
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	JUNE 30, 2017
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	ACCOUNTS RECEIVABLE, NET OF ALLOWANCE FOR DOUBTFUL ACCOUNTS
	
	$
	19,792
	
	
	$
	2,639
	
	
	$
	0
	
	
	$
	22,431
	

	OPERATING LEASE RIGHT-OF-USE ASSETS
	
	
	0
	
	
	
	0
	
	
	
	6,555
	
	
	
	6,555
	

	OTHER CURRENT AND LONG-TERM ASSETS
	
	
	11,147
	
	
	
	32
	
	
	
	0
	
	
	
	11,179
	

	UNEARNED REVENUE
	
	
	44,479
	
	
	
	(17,823
	)
	
	
	0
	
	
	
	26,656
	

	DEFERRED INCOME TAXES
	
	
	531
	
	
	
	5,203
	
	
	
	0
	
	
	
	5,734
	

	OPERATING LEASE LIABILITIES
	
	
	0
	
	
	
	0
	
	
	
	5,372
	
	
	
	5,372
	

	OTHER CURRENT AND LONG-TERM LIABILITIES
	
	
	23,464
	
	
	
	(26
	)
	
	
	1,183
	
	
	
	24,621
	

	STOCKHOLDERS' EQUITY
	
	
	72,394
	
	
	
	15,317
	
	
	
	0
	
	
	
	87,711
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


ADOPTION OF THE STANDARDS RELATED TO REVENUE RECOGNITION AND LEASES HAD NO IMPACT TO CASH FROM OR USED IN OPERATING, FINANCING, OR INVESTING IN OUR CONSOLIDATED CASH FLOWS STATEMENTS.
RECENT ACCOUNTING GUIDANCE NOT YET ADOPTED
FINANCIAL INSTRUMENTS – TARGETED IMPROVEMENTS TO ACCOUNTING FOR HEDGING ACTIVITIES
IN AUGUST 2017, THE FASB ISSUED NEW GUIDANCE RELATED TO ACCOUNTING FOR HEDGING ACTIVITIES. THIS GUIDANCE EXPANDS STRATEGIES THAT QUALIFY FOR HEDGE ACCOUNTING, CHANGES HOW MANY HEDGING RELATIONSHIPS ARE PRESENTED IN THE FINANCIAL STATEMENTS, AND SIMPLIFIES THE APPLICATION OF HEDGE ACCOUNTING IN CERTAIN SITUATIONS. THE STANDARD WILL BE EFFECTIVE FOR US BEGINNING JULY 1, 2019, WITH EARLY ADOPTION PERMITTED FOR ANY INTERIM OR ANNUAL PERIOD BEFORE THE EFFECTIVE DATE. ADOPTION OF THE STANDARD WILL BE APPLIED USING A MODIFIED RETROSPECTIVE APPROACH THROUGH A CUMULATIVE-EFFECT ADJUSTMENT TO RETAINED EARNINGS AS OF THE EFFECTIVE DATE. WE ARE CURRENTLY EVALUATING THE IMPACT OF THIS STANDARD IN OUR CONSOLIDATED FINANCIAL STATEMENTS, INCLUDING ACCOUNTING POLICIES, PROCESSES, AND SYSTEMS.
INCOME TAXES – INTRA-ENTITY ASSET TRANSFERS
IN OCTOBER 2016, THE FASB ISSUED NEW GUIDANCE REQUIRING AN ENTITY TO RECOGNIZE THE INCOME TAX CONSEQUENCES OF AN INTRA-ENTITY TRANSFER OF AN ASSET OTHER THAN INVENTORY WHEN THE TRANSFER OCCURS, RATHER THAN WHEN THE ASSET HAS BEEN SOLD TO AN OUTSIDE PARTY. THIS GUIDANCE IS EFFECTIVE FOR US BEGINNING JULY 1, 2018, WITH EARLY ADOPTION PERMITTED BEGINNING JULY 1, 2017. WE PLAN TO ADOPT THE GUIDANCE EFFECTIVE JULY 1, 2018. ADOPTION OF THE GUIDANCE WILL BE APPLIED USING A MODIFIED RETROSPECTIVE APPROACH THROUGH A CUMULATIVE-EFFECT ADJUSTMENT TO RETAINED EARNINGS AS OF THE EFFECTIVE DATE. WE CURRENTLY EXPECT A NET CUMULATIVE-EFFECT ADJUSTMENT OF APPROXIMATELY $550 MILLION, WHICH WILL REVERSE THE DEFERRAL OF INCOME TAX CONSEQUENCES FROM PAST INTRA-ENTITY TRANSFERS INVOLVING ASSETS OTHER THAN INVENTORY AND NEW DEFERRED TAX ASSETS FOR AMOUNTS NOT RECOGNIZED UNDER CURRENT GAAP, PARTIALLY OFFSET BY A U.S. DEFERRED TAX LIABILITY RELATED TO GLOBAL INTANGIBLE LOW-TAXED INCOME (“GILTI”). ADOPTION OF THE STANDARD IS EXPECTED TO RESULT IN AN INCREASE IN LONG-TERM DEFERRED TAX ASSETS OF $2.8 BILLION, AN INCREASE IN LONG-TERM DEFERRED TAX LIABILITIES OF $2.1 BILLION, AND A REDUCTION TO OTHER CURRENT ASSETS OF $150 MILLION. AS A RESULT OF THE TCJA, WE ARE CONTINUING TO EVALUATE THE IMPACT OF THIS STANDARD IN OUR CONSOLIDATED FINANCIAL STATEMENTS, INCLUDING ACCOUNTING POLICIES, PROCESSES, AND SYSTEMS.
FINANCIAL INSTRUMENTS – CREDIT LOSSES
IN JUNE 2016, THE FASB ISSUED A NEW STANDARD TO REPLACE THE INCURRED LOSS IMPAIRMENT METHODOLOGY UNDER CURRENT GAAP WITH A METHODOLOGY THAT REFLECTS EXPECTED CREDIT LOSSES AND REQUIRES CONSIDERATION OF A BROADER RANGE OF REASONABLE AND SUPPORTABLE INFORMATION TO INFORM CREDIT LOSS ESTIMATES. WE WILL BE REQUIRED TO USE A FORWARD-LOOKING EXPECTED CREDIT LOSS MODEL FOR ACCOUNTS RECEIVABLES, LOANS, AND OTHER FINANCIAL INSTRUMENTS. CREDIT LOSSES RELATING TO AVAILABLE-FOR-SALE DEBT SECURITIES WILL ALSO BE RECORDED THROUGH AN ALLOWANCE FOR CREDIT LOSSES RATHER THAN AS A REDUCTION IN THE AMORTIZED COST BASIS OF THE SECURITIES. THE STANDARD WILL BE EFFECTIVE FOR US BEGINNING JULY 1, 2020, WITH EARLY ADOPTION PERMITTED BEGINNING JULY 1, 2019. ADOPTION OF THE STANDARD WILL BE APPLIED USING A MODIFIED RETROSPECTIVE APPROACH THROUGH A CUMULATIVE-EFFECT ADJUSTMENT TO RETAINED EARNINGS AS OF THE EFFECTIVE DATE TO ALIGN OUR CREDIT LOSS METHODOLOGY WITH THE NEW STANDARD. WE ARE CURRENTLY EVALUATING THE IMPACT OF THIS STANDARD IN OUR CONSOLIDATED FINANCIAL STATEMENTS, INCLUDING ACCOUNTING POLICIES, PROCESSES, AND SYSTEMS.
FINANCIAL INSTRUMENTS – RECOGNITION, MEASUREMENT, PRESENTATION, AND DISCLOSURE
IN JANUARY 2016, THE FASB ISSUED A NEW STANDARD RELATED TO CERTAIN ASPECTS OF RECOGNITION, MEASUREMENT, PRESENTATION, AND DISCLOSURE OF FINANCIAL INSTRUMENTS. MOST PROMINENT AMONG THE CHANGES IN THE STANDARD IS THE REQUIREMENT FOR CHANGES IN THE FAIR VALUE OF OUR EQUITY INVESTMENTS, WITH CERTAIN EXCEPTIONS, TO BE RECOGNIZED THROUGH NET INCOME RATHER THAN OCI. UNDER THE STANDARD, EQUITY INVESTMENTS THAT DO NOT HAVE A READILY DETERMINABLE FAIR VALUE ARE ELIGIBLE FOR THE MEASUREMENT ALTERNATIVE. USING THE MEASUREMENT ALTERNATIVE, INVESTMENTS WITHOUT READILY DETERMINABLE FAIR VALUES WILL BE VALUED AT COST, WITH ADJUSTMENTS FOR CHANGES IN PRICE OR IMPAIRMENTS REFLECTED THROUGH NET INCOME.
THE STANDARD WILL BE EFFECTIVE FOR US BEGINNING JULY 1, 2018. ADOPTION OF THE STANDARD WILL BE APPLIED USING A MODIFIED RETROSPECTIVE APPROACH THROUGH A CUMULATIVE-EFFECT ADJUSTMENT FROM AOCI TO RETAINED EARNINGS AS OF THE EFFECTIVE DATE. A CUMULATIVE-EFFECT ADJUSTMENT WILL CAPTURE ANY PREVIOUSLY HELD UNREALIZED GAINS AND LOSSES HELD IN AOCI RELATED TO OUR EQUITY INVESTMENTS CARRIED AT FAIR VALUE AS WELL AS THE IMPACT OF RECORDING THE FAIR VALUE OF CERTAIN EQUITY INVESTMENTS CARRIED AT COST. IN PREPARATION FOR ADOPTION OF THIS STANDARD, WE HAVE IMPLEMENTED INTERNAL CONTROLS TO ALIGN WITH THE NEW STANDARD AND HAVE CONCLUDED THAT WE WILL ELECT THE MEASUREMENT ALTERNATIVE FOR EQUITY INVESTMENTS THAT DO NOT HAVE READILY DETERMINABLE FAIR VALUES.
THE IMPACT IN OUR CONSOLIDATED BALANCE SHEETS UPON ADOPTION WILL NOT BE MATERIAL. ADOPTION OF THE STANDARD WILL HAVE NO IMPACT TO CASH FROM OR USED IN OPERATING, FINANCING OR INVESTING IN OUR CONSOLIDATED CASH FLOWS STATEMENTS.
NOTE 2 — EARNINGS PER SHARE
BASIC EARNINGS PER SHARE (“EPS”) IS COMPUTED BASED ON THE WEIGHTED AVERAGE NUMBER OF SHARES OF COMMON STOCK OUTSTANDING DURING THE PERIOD. DILUTED EPS IS COMPUTED BASED ON THE WEIGHTED AVERAGE NUMBER OF SHARES OF COMMON STOCK PLUS THE EFFECT OF DILUTIVE POTENTIAL COMMON SHARES OUTSTANDING DURING THE PERIOD USING THE TREASURY STOCK METHOD. DILUTIVE POTENTIAL COMMON SHARES INCLUDE OUTSTANDING STOCK OPTIONS AND STOCK AWARDS.
THE COMPONENTS OF BASIC AND DILUTED EPS WERE AS FOLLOWS:

	(IN MILLIONS, EXCEPT EARNINGS PER SHARE)
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	NET INCOME AVAILABLE FOR COMMON SHAREHOLDERS (A)
	
	$
	16,571
	
	
	$
	25,489
	
	
	$
	20,539
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	WEIGHTED AVERAGE OUTSTANDING SHARES OF COMMON STOCK (B)
	
	
	7,700
	
	
	
	7,746
	
	
	
	7,925
	

	DILUTIVE EFFECT OF STOCK-BASED AWARDS
	
	
	94
	
	
	
	86
	
	
	
	88
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	COMMON STOCK AND COMMON STOCK EQUIVALENTS (C)
	
	
	7,794
	
	
	
	7,832
	
	
	
	8,013
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	EARNINGS PER SHARE
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	BASIC (A/B)
	
	$
	2.15
	
	
	$
	3.29
	
	
	$
	2.59
	

	DILUTED (A/C)
	
	$
	2.13
	
	
	$
	3.25
	
	
	$
	2.56
	

	
	
	
	
	
	
	
	
	
	
	
	
	



ANTI-DILUTIVE STOCK-BASED AWARDS EXCLUDED FROM THE CALCULATIONS OF DILUTED EPS WERE IMMATERIAL DURING THE PERIODS PRESENTED.

NOTE 3 — OTHER INCOME (EXPENSE), NET
THE COMPONENTS OF OTHER INCOME (EXPENSE), NET WERE AS FOLLOWS:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	DIVIDENDS AND INTEREST INCOME
	
	$
	2,214
	
	
	$
	1,387
	
	
	$
	903
	

	INTEREST EXPENSE
	
	
	(2,733
	)
	
	
	(2,222
	)
	
	
	(1,243
	)

	NET RECOGNIZED GAINS ON INVESTMENTS
	
	
	2,399
	
	
	
	2,583
	
	
	
	668
	

	NET LOSSES ON DERIVATIVES
	
	
	(187
	)
	
	
	(510
	)
	
	
	(443
	)

	NET LOSSES ON FOREIGN CURRENCY REMEASUREMENTS
	
	
	(218
	)
	
	
	(111
	)
	
	
	(129
	)

	OTHER, NET
	
	
	(59
	)
	
	
	(251
	)
	
	
	(195
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	1,416
	
	
	$
	876
	
	
	$
	(439
	)

	
	
	
	
	
	
	
	
	
	
	
	
	


FOLLOWING ARE DETAILS OF NET RECOGNIZED GAINS (LOSSES) ON INVESTMENTS DURING THE PERIODS REPORTED:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	OTHER-THAN-TEMPORARY IMPAIRMENTS OF INVESTMENTS
	
	$
	(47
	)
	
	$
	(55
	)
	
	$
	(322
	)

	REALIZED GAINS FROM SALES OF AVAILABLE-FOR-SALE SECURITIES
	
	
	3,478
	
	
	
	3,064
	
	
	
	1,376
	

	REALIZED LOSSES FROM SALES OF AVAILABLE-FOR-SALE SECURITIES
	
	
	(1,032
	)
	
	
	(426
	)
	
	
	(386
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	2,399
	
	
	$
	2,583
	
	
	$
	668
	

	
	
	
	
	
	
	
	
	
	
	
	
	




NOTE 4 — INVESTMENTS
INVESTMENT COMPONENTS
THE COMPONENTS OF INVESTMENTS, INCLUDING ASSOCIATED DERIVATIVES, WERE AS FOLLOWS:

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(IN MILLIONS)
	
	
	COST BASIS
	
	
	UNREALIZED
GAINS
	
	
	UNREALIZED
LOSSES
	
	
	RECORDED
BASIS
	
	
	CASH
AND CASH
EQUIVALENTS
	
	
	SHORT-TERM
INVESTMENTS
	
	
	EQUITY
AND OTHER
INVESTMENTS
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	JUNE 30, 2018
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	CASH
	
	$
	3,942
	
	
	$
	0
	
	
	$
	0
	
	
	$
	3,942
	
	
	$
	3,942
	
	
	$
	0
	
	
	$
	0
	

	MUTUAL FUNDS
	
	
	246
	
	
	
	0
	
	
	
	0
	
	
	
	246
	
	
	
	246
	
	
	
	0
	
	
	
	0
	

	COMMERCIAL PAPER
	
	
	2,513
	
	
	
	0
	
	
	
	0
	
	
	
	2,513
	
	
	
	2,215
	
	
	
	298
	
	
	
	0
	

	CERTIFICATES OF DEPOSIT
	
	
	2,058
	
	
	
	0
	
	
	
	0
	
	
	
	2,058
	
	
	
	1,865
	
	
	
	193
	
	
	
	0
	

	U.S. GOVERNMENT AND AGENCY SECURITIES
	
	
	109,862
	
	
	
	62
	
	
	
	(1,167
	)
	
	
	108,757
	
	
	
	3,678
	
	
	
	105,079
	
	
	
	0
	

	FOREIGN GOVERNMENT BONDS
	
	
	5,182
	
	
	
	1
	
	
	
	(10
	)
	
	
	5,173
	
	
	
	0
	
	
	
	5,173
	
	
	
	0
	

	MORTGAGE- AND ASSET-BACKED SECURITIES
	
	
	3,868
	
	
	
	4
	
	
	
	(13
	)
	
	
	3,859
	
	
	
	0
	
	
	
	3,859
	
	
	
	0
	

	CORPORATE NOTES AND BONDS
	
	
	6,947
	
	
	
	21
	
	
	
	(56
	)
	
	
	6,912
	
	
	
	0
	
	
	
	6,912
	
	
	
	0
	

	MUNICIPAL SECURITIES
	
	
	271
	
	
	
	37
	
	
	
	(1
	)
	
	
	307
	
	
	
	0
	
	
	
	307
	
	
	
	0
	

	COMMON AND PREFERRED STOCK
	
	
	1,220
	
	
	
	95
	
	
	
	(10
	)
	
	
	1,305
	
	
	
	0
	
	
	
	0
	
	
	
	1,305
	

	OTHER INVESTMENTS
	
	
	558
	
	
	
	0
	
	
	
	0
	
	
	
	558
	
	
	
	0
	
	
	
	1
	
	
	
	557
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	136,667
	
	
	$
	220
	
	
	$
	(1,257
	)
	
	$
	135,630
	
	
	$
	11,946
	
	
	$
	121,822
	
	
	$
	1,862
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(IN MILLIONS)
	
	
	COST BASIS
	
	
	UNREALIZED
GAINS
	
	
	UNREALIZED
LOSSES
	
	
	RECORDED
BASIS
	
	
	CASH
AND CASH
EQUIVALENTS
	
	
	SHORT-TERM
INVESTMENTS
	
	
	EQUITY
AND OTHER
INVESTMENTS
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	JUNE 30, 2017
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	CASH
	
	$
	3,624
	
	
	$
	0
	
	
	$
	0
	
	
	$
	3,624
	
	
	$
	3,624
	
	
	$
	0
	
	
	$
	0
	

	MUTUAL FUNDS
	
	
	1,478
	
	
	
	0
	
	
	
	0
	
	
	
	1,478
	
	
	
	1,478
	
	
	
	0
	
	
	
	0
	

	COMMERCIAL PAPER
	
	
	319
	
	
	
	0
	
	
	
	0
	
	
	
	319
	
	
	
	69
	
	
	
	250
	
	
	
	0
	

	CERTIFICATES OF DEPOSIT
	
	
	1,358
	
	
	
	0
	
	
	
	0
	
	
	
	1,358
	
	
	
	972
	
	
	
	386
	
	
	
	0
	

	U.S. GOVERNMENT AND AGENCY SECURITIES
	
	
	112,119
	
	
	
	85
	
	
	
	(360
	)
	
	
	111,844
	
	
	
	16
	
	
	
	111,828
	
	
	
	0
	

	FOREIGN GOVERNMENT BONDS
	
	
	5,276
	
	
	
	2
	
	
	
	(13
	)
	
	
	5,265
	
	
	
	1,504
	
	
	
	3,761
	
	
	
	0
	

	MORTGAGE- AND ASSET-BACKED SECURITIES
	
	
	3,921
	
	
	
	14
	
	
	
	(4
	)
	
	
	3,931
	
	
	
	0
	
	
	
	3,931
	
	
	
	0
	

	CORPORATE NOTES AND BONDS
	
	
	4,786
	
	
	
	61
	
	
	
	(12
	)
	
	
	4,835
	
	
	
	0
	
	
	
	4,835
	
	
	
	0
	

	MUNICIPAL SECURITIES
	
	
	284
	
	
	
	43
	
	
	
	0
	
	
	
	327
	
	
	
	0
	
	
	
	327
	
	
	
	0
	

	COMMON AND PREFERRED STOCK
	
	
	2,472
	
	
	
	3,062
	
	
	
	(34
	)
	
	
	5,500
	
	
	
	0
	
	
	
	0
	
	
	
	5,500
	

	OTHER INVESTMENTS
	
	
	523
	
	
	
	0
	
	
	
	0
	
	
	
	523
	
	
	
	0
	
	
	
	0
	
	
	
	523
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	136,160
	
	
	$
	3,267
	
	
	$
	(423
	)
	
	$
	139,004
	
	
	$
	7,663
	
	
	$
	125,318
	
	
	$
	6,023
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	




AS OF JUNE 30, 2018 AND 2017, THE RECORDED BASES OF COMMON AND PREFERRED STOCK THAT ARE RESTRICTED FOR MORE THAN ONE YEAR OR ARE NOT PUBLICLY TRADED WERE $999 MILLION AND $1.1 BILLION, RESPECTIVELY. THESE INVESTMENTS ARE CARRIED AT COST AND ARE REVIEWED QUARTERLY FOR INDICATORS OF OTHER-THAN-TEMPORARY IMPAIRMENT. IT IS NOT PRACTICABLE FOR US TO RELIABLY ESTIMATE THE FAIR VALUE OF THESE INVESTMENTS.
AS OF JUNE 30, 2018 AND 2017, COLLATERAL RECEIVED UNDER AGREEMENTS FOR LOANED SECURITIES WAS $1.8 BILLION AND $3.7 BILLION, RESPECTIVELY, AND PRIMARILY COMPRISED U.S. GOVERNMENT AND AGENCY SECURITIES.
UNREALIZED LOSSES ON INVESTMENTS
INVESTMENTS WITH CONTINUOUS UNREALIZED LOSSES FOR LESS THAN 12 MONTHS AND 12 MONTHS OR GREATER AND THEIR RELATED FAIR VALUES WERE AS FOLLOWS:

	
	
	LESS THAN 12 MONTHS
	
	
	12 MONTHS OR GREATER
	
	
	
	
	
	
	
	TOTAL
UNREALIZED
LOSSES
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(IN MILLIONS)
	
	
	FAIR VALUE
	
	
	
	UNREALIZED
LOSSES
	
	
	
	FAIR VALUE
	
	
	
	UNREALIZED
LOSSES
	
	
	
	TOTAL
FAIR VALUE
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	JUNE 30, 2018
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	U.S. GOVERNMENT AND AGENCY SECURITIES
	
	$
	82,352
	
	
	$
	(1,064
	)
	
	$
	4,459
	
	
	$
	(103
	)
	
	$
	86,811
	
	
	$
	(1,167
	)

	FOREIGN GOVERNMENT BONDS
	
	
	3,457
	
	
	
	(7
	)
	
	
	13
	
	
	
	(3
	)
	
	
	3,470
	
	
	
	(10
	)

	MORTGAGE- AND ASSET-BACKED SECURITIES
	
	
	2,072
	
	
	
	(9
	)
	
	
	96
	
	
	
	(4
	)
	
	
	2,168
	
	
	
	(13
	)

	CORPORATE NOTES AND BONDS
	
	
	3,111
	
	
	
	(43
	)
	
	
	301
	
	
	
	(13
	)
	
	
	3,412
	
	
	
	(56
	)

	MUNICIPAL SECURITIES
	
	
	45
	
	
	
	(1
	)
	
	
	0
	
	
	
	0
	
	
	
	45
	
	
	
	(1
	)

	COMMON AND PREFERRED STOCK
	
	
	75
	
	
	
	(6
	)
	
	
	8
	
	
	
	(4
	)
	
	
	83
	
	
	
	(10
	)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	91,112
	
	
	$
	(1,130
	)
	
	$
	4,877
	
	
	$
	(127
	)
	
	$
	95,989
	
	
	$
	(1,257
	)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



	
	
	LESS THAN 12 MONTHS
	
	
	12 MONTHS OR GREATER
	
	
	
	
	
	
	
	TOTAL
UNREALIZED
LOSSES
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(IN MILLIONS)
	
	
	FAIR VALUE
	
	
	
	UNREALIZED
LOSSES
	
	
	
	FAIR VALUE
	
	
	
	UNREALIZED
LOSSES
	
	
	
	TOTAL
FAIR VALUE
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	JUNE 30, 2017
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	U.S. GOVERNMENT AND AGENCY SECURITIES
	
	$
	87,558
	
	
	$
	(348
	)
	
	$
	371
	
	
	$
	(12
	)
	
	$
	87,929
	
	
	$
	(360
	)

	FOREIGN GOVERNMENT BONDS
	
	
	4,006
	
	
	
	(2
	)
	
	
	23
	
	
	
	(11
	)
	
	
	4,029
	
	
	
	(13
	)

	MORTGAGE- AND ASSET-BACKED SECURITIES
	
	
	1,068
	
	
	
	(3
	)
	
	
	198
	
	
	
	(1
	)
	
	
	1,266
	
	
	
	(4
	)

	CORPORATE NOTES AND BONDS
	
	
	669
	
	
	
	(8
	)
	
	
	177
	
	
	
	(4
	)
	
	
	846
	
	
	
	(12
	)

	COMMON AND PREFERRED STOCK
	
	
	69
	
	
	
	(6
	)
	
	
	148
	
	
	
	(28
	)
	
	
	217
	
	
	
	(34
	)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	93,370
	
	
	$
	(367
	)
	
	$
	917
	
	
	$
	(56
	)
	
	$
	94,287
	
	
	$
	(423
	)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


UNREALIZED LOSSES FROM FIXED-INCOME SECURITIES ARE PRIMARILY ATTRIBUTABLE TO CHANGES IN INTEREST RATES. UNREALIZED LOSSES FROM DOMESTIC AND INTERNATIONAL EQUITIES ARE DUE TO MARKET PRICE MOVEMENTS. MANAGEMENT DOES NOT BELIEVE ANY REMAINING UNREALIZED LOSSES REPRESENT OTHER-THAN-TEMPORARY IMPAIRMENTS BASED ON OUR EVALUATION OF AVAILABLE EVIDENCE.
DEBT INVESTMENT MATURITIES

	(IN MILLIONS)
	
	COST BASIS
	
	
	ESTIMATED
FAIR VALUE
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	JUNE 30, 2018
	
	
	
	
	
	
	
	

	
	
	

	DUE IN ONE YEAR OR LESS
	
	$
	31,590
	
	
	$
	31,451
	

	DUE AFTER ONE YEAR THROUGH FIVE YEARS
	
	
	76,422
	
	
	
	75,810
	

	DUE AFTER FIVE YEARS THROUGH 10 YEARS
	
	
	21,765
	
	
	
	21,396
	

	DUE AFTER 10 YEARS
	
	
	924
	
	
	
	922
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	130,701
	
	
	$
	129,579
	

	
	
	
	
	
	
	
	
	



NOTE 5 — DERIVATIVES
WE USE DERIVATIVE INSTRUMENTS TO MANAGE RISKS RELATED TO FOREIGN CURRENCIES, EQUITY PRICES, INTEREST RATES, AND CREDIT; TO ENHANCE INVESTMENT RETURNS; AND TO FACILITATE PORTFOLIO DIVERSIFICATION. OUR OBJECTIVES FOR HOLDING DERIVATIVES INCLUDE REDUCING, ELIMINATING, AND EFFICIENTLY MANAGING THE ECONOMIC IMPACT OF THESE EXPOSURES AS EFFECTIVELY AS POSSIBLE.
OUR DERIVATIVE PROGRAMS INCLUDE STRATEGIES THAT BOTH QUALIFY AND DO NOT QUALIFY FOR HEDGE ACCOUNTING TREATMENT. ALL NOTIONAL AMOUNTS PRESENTED BELOW ARE MEASURED IN U.S. DOLLAR EQUIVALENTS.
FOREIGN CURRENCY
CERTAIN FORECASTED TRANSACTIONS, ASSETS, AND LIABILITIES ARE EXPOSED TO FOREIGN CURRENCY RISK. WE MONITOR OUR FOREIGN CURRENCY EXPOSURES DAILY TO MAXIMIZE THE ECONOMIC EFFECTIVENESS OF OUR FOREIGN CURRENCY HEDGE POSITIONS. OPTION AND FORWARD CONTRACTS ARE USED TO HEDGE A PORTION OF FORECASTED INTERNATIONAL REVENUE FOR UP TO THREE YEARS IN THE FUTURE AND ARE DESIGNATED AS CASH FLOW HEDGING INSTRUMENTS. PRINCIPAL CURRENCIES HEDGED INCLUDE THE EURO, JAPANESE YEN, BRITISH POUND, CANADIAN DOLLAR, AND AUSTRALIAN DOLLAR. AS OF JUNE 30, 2018 AND 2017, THE TOTAL NOTIONAL AMOUNTS OF THESE FOREIGN EXCHANGE CONTRACTS SOLD WERE $6.1 BILLION AND $8.9 BILLION, RESPECTIVELY.
FOREIGN CURRENCY RISKS RELATED TO CERTAIN NON-U.S. DOLLAR DENOMINATED SECURITIES ARE HEDGED USING FOREIGN EXCHANGE FORWARD CONTRACTS THAT ARE DESIGNATED AS FAIR VALUE HEDGING INSTRUMENTS. AS OF JUNE 30, 2018 AND 2017, THE TOTAL NOTIONAL AMOUNTS OF THESE FOREIGN EXCHANGE CONTRACTS SOLD WERE $5.0 BILLION AND $5.1 BILLION, RESPECTIVELY.
CERTAIN OPTIONS AND FORWARDS NOT DESIGNATED AS HEDGING INSTRUMENTS ARE ALSO USED TO MANAGE THE VARIABILITY IN FOREIGN EXCHANGE RATES ON CERTAIN BALANCE SHEET AMOUNTS AND TO MANAGE OTHER FOREIGN CURRENCY EXPOSURES. AS OF JUNE 30, 2018, THE TOTAL NOTIONAL AMOUNTS OF THESE FOREIGN EXCHANGE CONTRACTS PURCHASED AND SOLD WERE $9.4 BILLION AND $13.4 BILLION, RESPECTIVELY. AS OF JUNE 30, 2017, THE TOTAL NOTIONAL AMOUNTS OF THESE FOREIGN EXCHANGE CONTRACTS PURCHASED AND SOLD WERE $8.8 BILLION AND $10.6 BILLION, RESPECTIVELY.
EQUITY
SECURITIES HELD IN OUR EQUITY AND OTHER INVESTMENTS PORTFOLIO ARE SUBJECT TO MARKET PRICE RISK. MARKET PRICE RISK IS MANAGED RELATIVE TO BROAD-BASED GLOBAL AND DOMESTIC EQUITY INDICES USING CERTAIN CONVERTIBLE PREFERRED INVESTMENTS, OPTIONS, FUTURES, AND SWAP CONTRACTS NOT DESIGNATED AS HEDGING INSTRUMENTS. FROM TIME TO TIME, TO HEDGE OUR PRICE RISK, WE MAY USE AND DESIGNATE EQUITY DERIVATIVES AS HEDGING INSTRUMENTS, INCLUDING PUTS, CALLS, SWAPS, AND FORWARDS. AS OF JUNE 30, 2018, THE TOTAL NOTIONAL AMOUNTS OF EQUITY CONTRACTS PURCHASED AND SOLD FOR MANAGING MARKET PRICE RISK WERE $49 MILLION AND $5 MILLION, RESPECTIVELY. AS OF JUNE 30, 2017, THE TOTAL NOTIONAL AMOUNTS OF EQUITY CONTRACTS PURCHASED AND SOLD FOR MANAGING MARKET PRICE RISK WERE $1.9 BILLION AND $2.4 BILLION, RESPECTIVELY, OF WHICH $1.6 BILLION AND $1.8 BILLION, RESPECTIVELY, WERE DESIGNATED AS HEDGING INSTRUMENTS.
INTEREST RATE
SECURITIES HELD IN OUR FIXED-INCOME PORTFOLIO ARE SUBJECT TO DIFFERENT INTEREST RATE RISKS BASED ON THEIR MATURITIES. WE MANAGE THE AVERAGE MATURITY OF OUR FIXED-INCOME PORTFOLIO TO ACHIEVE ECONOMIC RETURNS THAT CORRELATE TO CERTAIN BROAD-BASED FIXED-INCOME INDICES USING EXCHANGE-TRADED OPTION AND FUTURES CONTRACTS, AND OVER-THE-COUNTER SWAP AND OPTION CONTRACTS, NONE OF WHICH ARE DESIGNATED AS HEDGING INSTRUMENTS. AS OF JUNE 30, 2018, THE TOTAL NOTIONAL AMOUNTS OF FIXED-INTEREST RATE CONTRACTS PURCHASED AND SOLD WERE $306 MILLION AND $390 MILLION, RESPECTIVELY. AS OF JUNE 30, 2017, THE TOTAL NOTIONAL AMOUNTS OF FIXED-INTEREST RATE CONTRACTS PURCHASED AND SOLD WERE $233 MILLION AND $352 MILLION, RESPECTIVELY.
IN ADDITION, WE USE “TO BE ANNOUNCED” FORWARD PURCHASE COMMITMENTS OF MORTGAGE-BACKED ASSETS TO GAIN EXPOSURE TO AGENCY MORTGAGE-BACKED SECURITIES. THESE MEET THE DEFINITION OF A DERIVATIVE INSTRUMENT IN CASES WHERE PHYSICAL DELIVERY OF THE ASSETS IS NOT TAKEN AT THE EARLIEST AVAILABLE DELIVERY DATE. AS OF JUNE 30, 2018 AND 2017, THE TOTAL NOTIONAL DERIVATIVE AMOUNTS OF MORTGAGE CONTRACTS PURCHASED WERE $568 MILLION AND $567 MILLION, RESPECTIVELY.
CREDIT
OUR FIXED-INCOME PORTFOLIO IS DIVERSIFIED AND CONSISTS PRIMARILY OF INVESTMENT-GRADE SECURITIES. WE USE CREDIT DEFAULT SWAP CONTRACTS, NOT DESIGNATED AS HEDGING INSTRUMENTS, TO MANAGE CREDIT EXPOSURES RELATIVE TO BROAD-BASED INDICES AND TO FACILITATE PORTFOLIO DIVERSIFICATION. WE USE CREDIT DEFAULT SWAPS AS THEY ARE A LOW-COST METHOD OF MANAGING EXPOSURE TO INDIVIDUAL CREDIT RISKS OR GROUPS OF CREDIT RISKS. AS OF JUNE 30, 2018, THE TOTAL NOTIONAL AMOUNTS OF CREDIT CONTRACTS PURCHASED AND SOLD WERE $4 MILLION AND $82 MILLION, RESPECTIVELY. AS OF JUNE 30, 2017, THE TOTAL NOTIONAL AMOUNTS OF CREDIT CONTRACTS PURCHASED AND SOLD WERE $267 MILLION AND $63 MILLION, RESPECTIVELY.
CREDIT-RISK-RELATED CONTINGENT FEATURES
CERTAIN OF OUR COUNTERPARTY AGREEMENTS FOR DERIVATIVE INSTRUMENTS CONTAIN PROVISIONS THAT REQUIRE OUR ISSUED AND OUTSTANDING LONG-TERM UNSECURED DEBT TO MAINTAIN AN INVESTMENT GRADE CREDIT RATING AND REQUIRE US TO MAINTAIN MINIMUM LIQUIDITY OF $1.0 BILLION. TO THE EXTENT WE FAIL TO MEET THESE REQUIREMENTS, WE WILL BE REQUIRED TO POST COLLATERAL, SIMILAR TO THE STANDARD CONVENTION RELATED TO OVER-THE-COUNTER DERIVATIVES. AS OF JUNE 30, 2018, OUR LONG-TERM UNSECURED DEBT RATING WAS AAA, AND CASH INVESTMENTS WERE IN EXCESS OF $1.0 BILLION. AS A RESULT, NO COLLATERAL WAS REQUIRED TO BE POSTED.
FAIR VALUES OF DERIVATIVE INSTRUMENTS
THE FOLLOWING TABLE PRESENTS THE FAIR VALUES OF DERIVATIVE INSTRUMENTS DESIGNATED AS HEDGING INSTRUMENTS (“DESIGNATED HEDGE DERIVATIVES”) AND NOT DESIGNATED AS HEDGING INSTRUMENTS (“NON-DESIGNATED HEDGE DERIVATIVES”). THE FAIR VALUES EXCLUDE THE IMPACT OF NETTING DERIVATIVE ASSETS AND LIABILITIES WHEN A LEGALLY ENFORCEABLE MASTER NETTING AGREEMENT EXISTS AND FAIR VALUE ADJUSTMENTS RELATED TO OUR OWN CREDIT RISK AND COUNTERPARTY CREDIT RISK:

	
	
	ASSETS
	
	
	LIABILITIES
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(IN MILLIONS)
	
	SHORT-TERM
INVESTMENTS
	
	
	OTHER
CURRENT
ASSETS
	
	
	EQUITY AND
OTHER
INVESTMENTS
	
	
	OTHER
LONG-TERM ASSETS
	
	
	OTHER
CURRENT
LIABILITIES
	
	
	OTHER
LONG-TERM LIABILITIES
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	JUNE 30, 2018
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	NON-DESIGNATED HEDGE DERIVATIVES
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	FOREIGN EXCHANGE CONTRACTS
	
	$
	10
	
	
	$
	221
	
	
	$
	0
	
	
	$
	25
	
	
	$
	(193
	)
	
	$
	(4
	)
	

	EQUITY CONTRACTS
	
	
	2
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	(7
	)
	
	
	0
	
	

	INTEREST RATE CONTRACTS
	
	
	11
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	(2
	)
	
	
	0
	
	

	CREDIT CONTRACTS
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	(1
	)
	
	
	0
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	23
	
	
	$
	221
	
	
	$
	0
	
	
	$
	25
	
	
	$
	(203
	)
	
	$
	(4
	)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	DESIGNATED HEDGE DERIVATIVES
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	FOREIGN EXCHANGE CONTRACTS
	
	$
	95
	
	
	$
	174
	
	
	$
	0
	
	
	$
	0
	
	
	$
	0
	
	
	$
	0
	
	

	EQUITY CONTRACTS
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	95
	
	
	$
	174
	
	
	$
	0
	
	
	$
	0
	
	
	$
	0
	
	
	$
	0
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL GROSS AMOUNTS OF DERIVATIVES
	
	$
	118
	
	
	$
	395
	
	
	$
	0
	
	
	$
	25
	
	
	$
	(203
	)
	
	$
	(4
	)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	GROSS DERIVATIVES EITHER OFFSET OR SUBJECT TO AN ENFORCEABLE MASTER NETTING AGREEMENT
	
	$
	113
	
	
	$
	395
	
	
	$
	0
	
	
	$
	25
	
	
	$
	(203
	)
	
	$
	(4
	)
	

	GROSS AMOUNTS OF DERIVATIVES OFFSET ON THE BALANCE SHEET
	
	
	(14
	)
	
	
	(135
	)
	
	
	0
	
	
	
	(3
	)
	
	
	150
	
	
	
	3
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	NET AMOUNTS PRESENTED ON THE BALANCE SHEET
	
	
	99
	
	
	
	260
	
	
	
	0
	
	
	
	22
	
	
	
	(53
	)
	
	
	(1
	)
	

	GROSS AMOUNTS OF DERIVATIVES NOT OFFSET ON THE BALANCE SHEET
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	

	CASH COLLATERAL RECEIVED
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	(235
	)
	
	
	0
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	NET AMOUNT
	
	$
	99
	
	
	$
	260
	
	
	$
	0
	
	
	$
	22
	
	
	$
	(288
	)
	
	$
	(1
	)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



	
	
	ASSETS
	
	
	LIABILITIES
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(IN MILLIONS)
	
	SHORT-TERM
INVESTMENTS
	
	OTHER
CURRENT
ASSETS
	
	EQUITY AND
OTHER
INVESTMENTS
	
	OTHER
LONG-TERM ASSETS
	
	OTHER
CURRENT
LIABILITIES
	
	OTHER
LONG-TERM LIABILITIES
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	JUNE 30, 2017
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	NON-DESIGNATED HEDGE DERIVATIVES
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	FOREIGN EXCHANGE CONTRACTS
	
	$
	9
	
	
	$
	203
	
	
	$
	0
	
	
	$
	6
	
	
	$
	(134
	)
	
	$
	(8
	)

	EQUITY CONTRACTS
	
	
	3
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	(6
	)
	
	
	0
	

	INTEREST RATE CONTRACTS
	
	
	3
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	(7
	)
	
	
	0
	

	CREDIT CONTRACTS
	
	
	5
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	(1
	)
	
	
	0
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	20
	
	
	$
	203
	
	
	$
	0
	
	
	$
	6
	
	
	$
	(148
	)
	
	$
	(8
	)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	DESIGNATED HEDGE DERIVATIVES
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	FOREIGN EXCHANGE CONTRACTS
	
	$
	80
	
	
	$
	133
	
	
	$
	0
	
	
	$
	0
	
	
	$
	(3
	)
	
	$
	0
	

	EQUITY CONTRACTS
	
	
	0
	
	
	
	0
	
	
	
	67
	
	
	
	0
	
	
	
	(186
	)
	
	
	0
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	80
	
	
	$
	133
	
	
	$
	67
	
	
	$
	0
	
	
	$
	(189
	)
	
	$
	0
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL GROSS AMOUNTS OF DERIVATIVES
	
	$
	100
	
	
	$
	336
	
	
	$
	67
	
	
	$
	6
	
	
	$
	(337
	)
	
	$
	(8
	)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	GROSS DERIVATIVES EITHER OFFSET OR SUBJECT TO AN ENFORCEABLE MASTER NETTING AGREEMENT
	
	$
	100
	
	
	$
	336
	
	
	$
	67
	
	
	$
	6
	
	
	$
	(334
	)
	
	$
	(8
	)

	GROSS AMOUNTS OF DERIVATIVES OFFSET ON THE BALANCE SHEET
	
	
	(20
	)
	
	
	(132
	)
	
	
	(67
	)
	
	
	(8
	)
	
	
	221
	
	
	
	7
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	NET AMOUNTS PRESENTED ON THE BALANCE SHEET
	
	
	80
	
	
	
	204
	
	
	
	0
	
	
	
	(2
	)
	
	
	(113
	)
	
	
	(1
	)

	GROSS AMOUNTS OF DERIVATIVES NOT OFFSET ON THE BALANCE SHEET
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	0
	

	CASH COLLATERAL RECEIVED
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	0
	
	
	
	(228
	)
	
	
	0
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	NET AMOUNT
	
	$
	80
	
	
	$
	204
	
	
	$
	0
	
	
	$
	(2
	)
	
	$
	(341
	)
	
	$
	(1
	)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



REFER TO NOTE 4 – INVESTMENTS AND NOTE 6 – FAIR VALUE MEASUREMENTS FOR FURTHER INFORMATION.

FAIR VALUE HEDGE GAINS (LOSSES)
WE RECOGNIZED IN OTHER INCOME (EXPENSE), NET THE FOLLOWING GAINS (LOSSES) ON CONTRACTS DESIGNATED AS FAIR VALUE HEDGES AND THEIR RELATED HEDGED ITEMS:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	FOREIGN EXCHANGE CONTRACTS
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	DERIVATIVES
	
	$
	25
	
	
	$
	441
	
	
	$
	(797
	)

	HEDGED ITEMS
	
	
	78
	
	
	
	(386
	)
	
	
	838
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL AMOUNT OF INEFFECTIVENESS
	
	$
	103
	
	
	$
	55
	
	
	$
	41
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	EQUITY CONTRACTS
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	DERIVATIVES
	
	$
	(324
	)
	
	$
	(74
	)
	
	$
	(76
	)

	HEDGED ITEMS
	
	
	324
	
	
	
	74
	
	
	
	76
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL AMOUNT OF INEFFECTIVENESS
	
	$
	0
	
	
	$
	0
	
	
	$
	0
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	AMOUNT OF EQUITY CONTRACTS EXCLUDED FROM EFFECTIVENESS ASSESSMENT
	
	$
	80
	
	
	$
	(80
	)
	
	$
	(10
	)

	
	
	
	
	
	
	
	
	
	


CASH FLOW HEDGE GAINS (LOSSES)
WE RECOGNIZED THE FOLLOWING GAINS (LOSSES) ON FOREIGN EXCHANGE CONTRACTS DESIGNATED AS CASH FLOW HEDGES:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	
	

	
	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	EFFECTIVE PORTION
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	GAINS RECOGNIZED IN OTHER COMPREHENSIVE INCOME (NET OF TAX OF $11, $4, AND $24)
	
	$
	219
	
	
	$
	328
	
	
	$
	351
	

	GAINS RECLASSIFIED FROM ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS) INTO REVENUE
	
	
	185
	
	
	
	555
	
	
	
	625
	

	
	
	
	

	AMOUNT EXCLUDED FROM EFFECTIVENESS ASSESSMENT AND INEFFECTIVE PORTION
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	LOSSES RECOGNIZED IN OTHER INCOME (EXPENSE), NET
	
	
	(255
	)
	
	
	(389
	)
	
	
	(354
	)

	
	



WE ESTIMATE THAT $179 MILLION OF NET DERIVATIVE GAINS INCLUDED IN AOCI AS OF JUNE 30, 2018 WILL BE RECLASSIFIED INTO EARNINGS WITHIN THE FOLLOWING 12 MONTHS. NO SIGNIFICANT AMOUNTS OF GAINS (LOSSES) WERE RECLASSIFIED FROM AOCI INTO EARNINGS AS A RESULT OF FORECASTED TRANSACTIONS THAT FAILED TO OCCUR DURING FISCAL YEAR 2018.
NON-DESIGNATED DERIVATIVE GAINS (LOSSES)
GAINS (LOSSES) FROM CHANGES IN FAIR VALUES OF DERIVATIVES THAT ARE NOT DESIGNATED AS HEDGES ARE PRIMARILY RECOGNIZED IN OTHER INCOME (EXPENSE), NET. THESE AMOUNTS ARE SHOWN IN THE TABLE BELOW, WITH THE EXCEPTION OF GAINS (LOSSES) ON DERIVATIVES PRESENTED IN INCOME STATEMENT LINE ITEMS OTHER THAN OTHER INCOME (EXPENSE), NET, WHICH WERE IMMATERIAL FOR THE PERIODS PRESENTED.

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	FOREIGN EXCHANGE CONTRACTS
	
	$
	(33
	)
	
	$
	(117
	)
	
	$
	(55
	)

	EQUITY CONTRACTS
	
	
	(87
	)
	
	
	(114
	)
	
	
	(21
	)

	INTEREST RATE CONTRACTS
	
	
	(15
	)
	
	
	14
	
	
	
	10
	

	CREDIT CONTRACTS
	
	
	(2
	)
	
	
	5
	
	
	
	(1
	)

	OTHER CONTRACTS
	
	
	0
	
	
	
	(22
	)
	
	
	(87
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	(137
	)
	
	$
	(234
	)
	
	$
	(154
	)

	
	
	
	
	
	
	
	
	
	
	
	
	



NOTE 6 — FAIR VALUE MEASUREMENTS

FINANCIAL ASSETS AND LIABILITIES MEASURED AT FAIR VALUE ON A RECURRING BASIS
THE FOLLOWING TABLES PRESENT THE FAIR VALUE OF OUR FINANCIAL INSTRUMENTS THAT ARE MEASURED AT FAIR VALUE ON A RECURRING BASIS:

	(IN MILLIONS)
	
	
	LEVEL 1
	
	
	
	LEVEL 2
	
	
	
	LEVEL 3
	
	
	
	GROSS FAIR
VALUE
	
	
	
	NETTING
	(A)
	
	
	NET FAIR
VALUE
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	JUNE 30, 2018
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	ASSETS
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	MUTUAL FUNDS
	
	$
	246
	
	
	$
	0
	
	
	$
	0
	
	
	$
	246
	
	
	$
	0
	
	
	$
	246
	

	COMMERCIAL PAPER
	
	
	0
	
	
	
	2,513
	
	
	
	0
	
	
	
	2,513
	
	
	
	0
	
	
	
	2,513
	

	CERTIFICATES OF DEPOSIT
	
	
	0
	
	
	
	2,058
	
	
	
	0
	
	
	
	2,058
	
	
	
	0
	
	
	
	2,058
	

	U.S. GOVERNMENT AND AGENCY SECURITIES
	
	
	107,015
	
	
	
	1,742
	
	
	
	0
	
	
	
	108,757
	
	
	
	0
	
	
	
	108,757
	

	FOREIGN GOVERNMENT BONDS
	
	
	22
	
	
	
	5,054
	
	
	
	0
	
	
	
	5,076
	
	
	
	0
	
	
	
	5,076
	

	MORTGAGE- AND ASSET-BACKED SECURITIES
	
	
	0
	
	
	
	3,855
	
	
	
	0
	
	
	
	3,855
	
	
	
	0
	
	
	
	3,855
	

	CORPORATE NOTES AND BONDS
	
	
	0
	
	
	
	6,894
	
	
	
	15
	
	
	
	6,909
	
	
	
	0
	
	
	
	6,909
	

	MUNICIPAL SECURITIES
	
	
	0
	
	
	
	307
	
	
	
	0
	
	
	
	307
	
	
	
	0
	
	
	
	307
	

	COMMON AND PREFERRED STOCK
	
	
	287
	
	
	
	0
	
	
	
	18
	
	
	
	305
	
	
	
	0
	
	
	
	305
	

	DERIVATIVES
	
	
	1
	
	
	
	535
	
	
	
	2
	
	
	
	538
	
	
	
	(152
	)
	
	
	386
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	107,571
	
	
	$
	22,958
	
	
	$
	35
	
	
	$
	130,564
	
	
	$
	(152
	)
	
	$
	130,412
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	LIABILITIES
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	DERIVATIVES AND OTHER
	
	$
	1
	
	
	$
	206
	
	
	$
	0
	
	
	$
	207
	
	
	$
	(153
	)
	
	$
	54
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



	(IN MILLIONS)
	
	
	LEVEL 1
	
	
	
	LEVEL 2
	
	
	
	LEVEL 3
	
	
	
	GROSS FAIR
VALUE
	
	
	
	NETTING
	(A)

	
	
	NET FAIR
VALUE
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	JUNE 30, 2017
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	ASSETS
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	MUTUAL FUNDS
	
	$
	1,478
	
	
	$
	0
	
	
	$
	0
	
	
	$
	1,478
	
	
	$
	0
	
	
	$
	1,478
	

	COMMERCIAL PAPER
	
	
	0
	
	
	
	319
	
	
	
	0
	
	
	
	319
	
	
	
	0
	
	
	
	319
	

	CERTIFICATES OF DEPOSIT
	
	
	0
	
	
	
	1,358
	
	
	
	0
	
	
	
	1,358
	
	
	
	0
	
	
	
	1,358
	

	U.S. GOVERNMENT AND AGENCY SECURITIES
	
	
	109,228
	
	
	
	2,616
	
	
	
	0
	
	
	
	111,844
	
	
	
	0
	
	
	
	111,844
	

	FOREIGN GOVERNMENT BONDS
	
	
	0
	
	
	
	5,187
	
	
	
	0
	
	
	
	5,187
	
	
	
	0
	
	
	
	5,187
	

	MORTGAGE- AND ASSET-BACKED SECURITIES
	
	
	0
	
	
	
	3,934
	
	
	
	0
	
	
	
	3,934
	
	
	
	0
	
	
	
	3,934
	

	CORPORATE NOTES AND BONDS
	
	
	0
	
	
	
	4,829
	
	
	
	1
	
	
	
	4,830
	
	
	
	0
	
	
	
	4,830
	

	MUNICIPAL SECURITIES
	
	
	0
	
	
	
	327
	
	
	
	0
	
	
	
	327
	
	
	
	0
	
	
	
	327
	

	COMMON AND PREFERRED STOCK
	
	
	2,414
	
	
	
	1,994
	
	
	
	18
	
	
	
	4,426
	
	
	
	0
	
	
	
	4,426
	

	DERIVATIVES
	
	
	1
	
	
	
	508
	
	
	
	0
	
	
	
	509
	
	
	
	(227
	)
	
	
	282
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	113,121
	
	
	$
	21,072
	
	
	$
	19
	
	
	$
	134,212
	
	
	$
	(227
	)
	
	$
	133,985
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	LIABILITIES
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	DERIVATIVES AND OTHER
	
	$
	0
	
	
	$
	345
	
	
	$
	39
	
	
	$
	384
	
	
	$
	(228
	)
	
	$
	156
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


(A)	THESE AMOUNTS REPRESENT THE IMPACT OF NETTING DERIVATIVE ASSETS AND DERIVATIVE LIABILITIES WHEN A LEGALLY ENFORCEABLE MASTER NETTING AGREEMENT EXISTS AND FAIR VALUE ADJUSTMENTS RELATED TO OUR OWN CREDIT RISK AND COUNTERPARTY CREDIT RISK.
THE CHANGES IN OUR LEVEL 3 FINANCIAL INSTRUMENTS THAT ARE MEASURED AT FAIR VALUE ON A RECURRING BASIS WERE IMMATERIAL DURING THE PERIODS PRESENTED.
THE FOLLOWING TABLE RECONCILES THE TOTAL “NET FAIR VALUE” OF ASSETS ABOVE TO THE BALANCE SHEET PRESENTATION OF THESE SAME ASSETS IN NOTE 4 – INVESTMENTS.

	(IN MILLIONS)
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	JUNE 30,
	
	
	2018
	
	
	
	2017
	

	
	
	
	
	
	
	
	
	

	NET FAIR VALUE OF ASSETS MEASURED AT FAIR VALUE ON A RECURRING BASIS
	
	$
	130,412
	
	
	$
	133,985
	

	CASH
	
	
	3,942
	
	
	
	3,624
	

	COMMON AND PREFERRED STOCK MEASURED AT FAIR VALUE ON A NONRECURRING BASIS
	
	
	999
	
	
	
	1,073
	

	OTHER INVESTMENTS MEASURED AT FAIR VALUE ON A NONRECURRING BASIS
	
	
	557
	
	
	
	523
	

	LESS DERIVATIVE NET ASSETS CLASSIFIED AS OTHER CURRENT AND LONG-TERM ASSETS
	
	
	(282
	)
	
	
	(202
	)

	OTHER
	
	
	2
	
	
	
	1
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	RECORDED BASIS OF INVESTMENT COMPONENTS
	
	$
	135,630
	
	
	$
	139,004
	

	
	
	
	
	
	
	
	
	



FINANCIAL ASSETS AND LIABILITIES MEASURED AT FAIR VALUE ON A NONRECURRING BASIS
DURING FISCAL YEAR 2018 AND 2017, WE DID NOT RECORD ANY MATERIAL OTHER-THAN-TEMPORARY IMPAIRMENTS ON FINANCIAL ASSETS REQUIRED TO BE MEASURED AT FAIR VALUE ON A NONRECURRING BASIS.


NOTE 7 — INVENTORIES
THE COMPONENTS OF INVENTORIES WERE AS FOLLOWS:

	(IN MILLIONS)
	

	
	

	
	
	
	

	JUNE 30,
	
	2018
	
	
	2017
	

	
	
	

	RAW MATERIALS
	
	$
	655
	
	
	$
	797
	

	WORK IN PROCESS
	
	
	54
	
	
	
	145
	

	FINISHED GOODS
	
	
	1,953
	
	
	
	1,239
	

	
	
	
	
	
	

	
	
	
	
	
	

	TOTAL
	
	$
	2,662
	
	
	$
	2,181
	

	
	
	
	
	
	
	
	
	



NOTE 8 — PROPERTY AND EQUIPMENT
THE COMPONENTS OF PROPERTY AND EQUIPMENT WERE AS FOLLOWS:

	(IN MILLIONS)
	

	
	

	
	
	
	

	JUNE 30,
	
	2018
	
	
	2017
	

	
	
	

	LAND
	
	$
	1,254
	
	
	$
	1,107
	

	BUILDINGS AND IMPROVEMENTS
	
	
	20,604
	
	
	
	16,284
	

	LEASEHOLD IMPROVEMENTS
	
	
	4,735
	
	
	
	5,064
	

	COMPUTER EQUIPMENT AND SOFTWARE
	
	
	27,633
	
	
	
	21,414
	

	FURNITURE AND EQUIPMENT
	
	
	4,457
	
	
	
	4,044
	

	
	
	
	
	
	

	
	
	
	
	
	

	TOTAL, AT COST
	
	
	58,683
	
	
	
	47,913
	

	ACCUMULATED DEPRECIATION
	
	
	(29,223
	)
	
	
	(24,179
	)

	
	
	
	
	
	

	
	
	
	
	
	

	TOTAL, NET
	
	$
	29,460
	
	
	$
	23,734
	

	
	
	
	
	
	
	
	
	



DURING FISCAL YEARS 2018, 2017, AND 2016, DEPRECIATION EXPENSE WAS $7.7 BILLION, $6.1 BILLION, AND $4.9 BILLION, RESPECTIVELY. WE HAVE COMMITTED $1.9 BILLION FOR THE CONSTRUCTION OF NEW BUILDINGS, BUILDING IMPROVEMENTS, AND LEASEHOLD IMPROVEMENTS AS OF JUNE 30, 2018.

NOTE 9 — BUSINESS COMBINATIONS
LINKEDIN CORPORATION
ON DECEMBER 8, 2016, WE COMPLETED OUR ACQUISITION OF ALL ISSUED AND OUTSTANDING SHARES OF LINKEDIN CORPORATION, THE WORLD’S LARGEST PROFESSIONAL NETWORK ON THE INTERNET, FOR A TOTAL PURCHASE PRICE OF $27.0 BILLION. THE PURCHASE PRICE CONSISTED PRIMARILY OF CASH OF $26.9 BILLION. THE ACQUISITION IS EXPECTED TO ACCELERATE THE GROWTH OF LINKEDIN, OFFICE 365, AND DYNAMICS 365. THE FINANCIAL RESULTS OF LINKEDIN HAVE BEEN INCLUDED IN OUR CONSOLIDATED FINANCIAL STATEMENTS SINCE THE DATE OF THE ACQUISITION.
THE ALLOCATION OF THE PURCHASE PRICE TO GOODWILL WAS COMPLETED AS OF JUNE 30, 2017. THE MAJOR CLASSES OF ASSETS AND LIABILITIES TO WHICH WE ALLOCATED THE PURCHASE PRICE WERE AS FOLLOWS:

	(IN MILLIONS)
	

	
	
	

	
	
	
	
	

	CASH AND CASH EQUIVALENTS
	
	$
	1,328
	

	SHORT-TERM INVESTMENTS
	
	
	2,110
	

	OTHER CURRENT ASSETS
	
	
	697
	

	PROPERTY AND EQUIPMENT
	
	
	1,529
	

	INTANGIBLE ASSETS
	
	
	7,887
	

	GOODWILL (A)

	
	
	16,803
	

	SHORT-TERM DEBT (B)

	
	
	(1,323
	)

	OTHER CURRENT LIABILITIES
	
	
	(1,117
	)

	DEFERRED INCOME TAXES
	
	
	(774
	)

	OTHER
	
	
	(131
	)

	
	
	
	
	

	
	
	
	
	

	TOTAL PURCHASE PRICE
	
	$
	27,009
	

	
	
	
	
	



(a) GOODWILL WAS ASSIGNED TO OUR PRODUCTIVITY AND BUSINESS PROCESSES SEGMENT. THE GOODWILL WAS PRIMARILY ATTRIBUTED TO INCREASED SYNERGIES THAT ARE EXPECTED TO BE ACHIEVED FROM THE INTEGRATION OF LINKEDIN. NONE OF THE GOODWILL IS EXPECTED TO BE DEDUCTIBLE FOR INCOME TAX PURPOSES.
(b) CONVERTIBLE SENIOR NOTES ISSUED BY LINKEDIN ON NOVEMBER 12, 2014, SUBSTANTIALLY ALL OF WHICH WERE REDEEMED AFTER OUR ACQUISITION OF LINKEDIN. THE REMAINING $18 MILLION OF NOTES ARE NOT REDEEMABLE AND ARE INCLUDED IN LONG-TERM DEBT IN OUR CONSOLIDATED BALANCE SHEETS. REFER TO NOTE 12 – DEBT FOR FURTHER INFORMATION.
FOLLOWING ARE THE DETAILS OF THE PURCHASE PRICE ALLOCATED TO THE INTANGIBLE ASSETS ACQUIRED:

	(IN MILLIONS)
	
	AMOUNT
	
	
	WEIGHTED
AVERAGE LIFE
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	CUSTOMER-RELATED
	
	$
	3,607
	
	
	
	7 YEARS
	

	MARKETING-RELATED (TRADE NAMES)
	
	
	2,148
	
	
	
	20 YEARS
	

	TECHNOLOGY-BASED
	
	
	2,109
	
	
	
	3 YEARS
	

	CONTRACT-BASED
	
	
	23
	
	
	
	5 YEARS
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	FAIR VALUE OF INTANGIBLE ASSETS ACQUIRED
	
	$
	7,887
	
	
	
	9 YEARS
	

	
	
	
	
	
	
	
	


OUR CONSOLIDATED INCOME STATEMENTS INCLUDE THE FOLLOWING REVENUE AND OPERATING LOSS ATTRIBUTABLE TO LINKEDIN SINCE THE DATE OF ACQUISITION:

	(IN MILLIONS)
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	
	
	2017
	

	
	
	
	
	
	

	REVENUE
	
	
	$
	2,271
	

	OPERATING LOSS
	
	
	
	(924
	)

	
	
	
	
	


FOLLOWING ARE THE SUPPLEMENTAL CONSOLIDATED FINANCIAL RESULTS OF MICRASOFT CORPORATION ON AN UNAUDITED PRO FORMA BASIS, AS IF THE ACQUISITION HAD BEEN CONSUMMATED ON JULY 1, 2015:

	(IN MILLIONS, EXCEPT EARNINGS PER SHARE)
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	
	2017
	
	
	
	2016
	

	
	
	
	
	
	
	
	
	

	REVENUE
	
	$
	98,291
	
	
	$
	94,490
	

	NET INCOME
	
	
	25,179
	
	
	
	19,128
	

	DILUTED EARNINGS PER SHARE
	
	
	3.21
	
	
	
	2.38
	

	
	
	
	
	
	
	
	
	



THESE PRO FORMA RESULTS WERE BASED ON ESTIMATES AND ASSUMPTIONS, WHICH WE BELIEVE ARE REASONABLE. THEY ARE NOT THE RESULTS THAT WOULD HAVE BEEN REALIZED HAD WE BEEN A COMBINED COMPANY DURING THE PERIODS PRESENTED AND ARE NOT NECESSARILY INDICATIVE OF OUR CONSOLIDATED RESULTS OF OPERATIONS IN FUTURE PERIODS. THE PRO FORMA RESULTS INCLUDE ADJUSTMENTS RELATED TO PURCHASE ACCOUNTING, PRIMARILY AMORTIZATION OF INTANGIBLE ASSETS. ACQUISITION COSTS AND OTHER NONRECURRING CHARGES WERE IMMATERIAL AND ARE INCLUDED IN THE EARLIEST PERIOD PRESENTED.

GITHUB INC.
ON JUNE 4, 2018, WE ENTERED INTO A DEFINITIVE AGREEMENT TO ACQUIRE GITHUB INC. (“GITHUB”) FOR $7.5 BILLION IN AN ALL-STOCK TRANSACTION. WE EXPECT THE ACQUISITION WILL CLOSE BY THE END OF THE CALENDAR YEAR, SUBJECT TO APPROVAL BY GITHUB’S SHAREHOLDERS, SATISFACTION OF CERTAIN REGULATORY APPROVALS, AND OTHER CUSTOMARY CLOSING CONDITIONS. GITHUB WILL BE INCLUDED IN OUR CONSOLIDATED RESULTS OF OPERATIONS AS OF THE DATE OF ACQUISITION.

OTHER
DURING FISCAL YEAR 2018, WE COMPLETED NINE ACQUISITIONS FOR TOTAL CONSIDERATION OF $948 MILLION, SUBSTANTIALLY ALL OF WHICH WAS PAID IN CASH. THESE ENTITIES HAVE BEEN INCLUDED IN OUR CONSOLIDATED RESULTS OF OPERATIONS SINCE THEIR RESPECTIVE ACQUISITION DATES. PRO FORMA RESULTS OF OPERATIONS FOR THESE ACQUISITIONS HAVE NOT BEEN PRESENTED BECAUSE THE EFFECTS OF THESE BUSINESS COMBINATIONS, INDIVIDUALLY AND IN AGGREGATE, WERE NOT MATERIAL TO OUR CONSOLIDATED RESULTS OF OPERATIONS.

NOTE 10 — GOODWILL
CHANGES IN THE CARRYING AMOUNT OF GOODWILL WERE AS FOLLOWS:

	(IN MILLIONS)
	
	JUNE 30,
2016
	
	ACQUISITIONS
	
	OTHER
	
	JUNE 30,
2017
	
	ACQUISITIONS
	
	OTHER
	
	JUNE 30,
2018
	

	

	
	
	
	
	
	
	
	

	PRODUCTIVITY AND BUSINESS PROCESSES
	
	
	$
	6,678
	
	
	$
	17,072
	(A)
	
	$
	(11
	)
	
	$
	23,739
	
	
	$
	72
	
	
	$
	12
	
	
	$
	23,823
	

	INTELLIGENT CLOUD
	
	
	
	5,467
	
	
	
	49
	
	
	
	39
	
	
	
	5,555
	
	
	
	164
	
	
	
	(16
	)
	
	
	5,703
	

	MORE PERSONAL COMPUTING
	
	
	
	5,727
	
	
	
	115
	
	
	
	(14
	)
	
	
	5,828
	
	
	
	394
	
	
	
	(65
	)
	
	
	6,157
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	
	$
	17,872
	
	
	$
	17,236
	
	
	$
	14
	
	
	$
	35,122
	
	
	$
	630
	
	
	$
	(69
	)
	
	$
	35,683
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



(A)	INCLUDES GOODWILL RELATED TO LINKEDIN AND OTHER ACQUISITIONS. REFER TO NOTE 9 – BUSINESS COMBINATIONS FOR FURTHER INFORMATION.
THE MEASUREMENT PERIODS FOR THE VALUATION OF ASSETS ACQUIRED AND LIABILITIES ASSUMED END AS SOON AS INFORMATION ON THE FACTS AND CIRCUMSTANCES THAT EXISTED AS OF THE ACQUISITION DATES BECOMES AVAILABLE, BUT DO NOT EXCEED 12 MONTHS. ADJUSTMENTS IN PURCHASE PRICE ALLOCATIONS MAY REQUIRE A CHANGE IN THE AMOUNTS ALLOCATED TO GOODWILL DURING THE PERIODS IN WHICH THE ADJUSTMENTS ARE DETERMINED.
ANY CHANGE IN THE GOODWILL AMOUNTS RESULTING FROM FOREIGN CURRENCY TRANSLATIONS AND PURCHASE ACCOUNTING ADJUSTMENTS ARE PRESENTED AS “OTHER” IN THE ABOVE TABLE. ALSO INCLUDED IN “OTHER” ARE BUSINESS DISPOSITIONS AND TRANSFERS BETWEEN SEGMENTS DUE TO REORGANIZATIONS, AS APPLICABLE.
AS OF JUNE 30, 2018 AND 2017, ACCUMULATED GOODWILL IMPAIRMENT WAS $11.3 BILLION.
[bookmark: _Hlk484681577]GOODWILL IMPAIRMENT
WE TEST GOODWILL FOR IMPAIRMENT ANNUALLY ON MAY 1 AT THE REPORTING UNIT LEVEL, PRIMARILY USING A DISCOUNTED CASH FLOW METHODOLOGY WITH A PEER-BASED, RISK-ADJUSTED WEIGHTED AVERAGE COST OF CAPITAL. WE BELIEVE USE OF A DISCOUNTED CASH FLOW APPROACH IS THE MOST RELIABLE INDICATOR OF THE FAIR VALUES OF THE BUSINESSES.
NO INSTANCES OF IMPAIRMENT WERE IDENTIFIED IN OUR MAY 1, 2018, MAY 1, 2017, OR MAY 1, 2016 TESTS.

NOTE 11 — INTANGIBLE ASSETS
THE COMPONENTS OF INTANGIBLE ASSETS, ALL OF WHICH ARE FINITE-LIVED, WERE AS FOLLOWS:

	(IN MILLIONS)
	
	GROSS
CARRYING
AMOUNT
	
	
	ACCUMULATED
AMORTIZATION
	
	
	NET
CARRYING
AMOUNT
	
	
	GROSS
CARRYING
AMOUNT
	
	ACCUMULATED
AMORTIZATION
	
	
	NET
CARRYING
AMOUNT
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	JUNE 30,
	
	2018
	
	
	
2017
	

	
	
	
	
	
	
	

	TECHNOLOGY-BASED
	
	$
	7,220
	
	
	$
	(5,018
	)
	
	$
	2,202
	
	
	$
	7,765
	
	
	$
	(4,318
	)
	
	$
	3,447
	

	CUSTOMER-RELATED
	
	
	4,031
	
	
	
	(1,205
	)
	
	
	2,826
	
	
	
	4,045
	
	
	
	(692
	)
	
	
	3,353
	

	MARKETING-RELATED
	
	
	4,006
	
	
	
	(1,071
	)
	
	
	2,935
	
	
	
	4,016
	
	
	
	(829
	)
	
	
	3,187
	

	CONTRACT-BASED
	
	
	679
	
	
	
	(589
	)
	
	
	90
	
	
	
	841
	
	
	
	(722
	)
	
	
	119
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	15,936
	
	
	$
	(7,883
	)
	
	$
	8,053
	
	
	$
	16,667
	
	
	$
	(6,561
	)
	
	$
	10,106
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



NO MATERIAL IMPAIRMENTS OF INTANGIBLE ASSETS WERE IDENTIFIED DURING FISCAL YEAR 2018 OR 2017.
DURING FISCAL YEAR 2016, WE RECORDED IMPAIRMENT CHARGES OF $480 MILLION RELATED TO INTANGIBLE ASSETS IN THE DEVICES REPORTING UNIT WITHIN OUR MORE PERSONAL COMPUTING SEGMENT. IN THE FOURTH QUARTER OF FISCAL YEAR 2016, WE TESTED THESE INTANGIBLE ASSETS FOR RECOVERABILITY DUE TO CHANGES IN FACTS AND CIRCUMSTANCES ASSOCIATED WITH THE SHIFT IN STRATEGIC DIRECTION AND REDUCED PROFITABILITY EXPECTATIONS FOR OUR PHONE BUSINESS. BASED ON THE RESULTS OF OUR TESTING, WE DETERMINED THAT THE CARRYING VALUE OF THE INTANGIBLE ASSETS WAS NOT RECOVERABLE, AND AN IMPAIRMENT CHARGE WAS RECORDED TO THE EXTENT THAT ESTIMATED FAIR VALUE EXCEEDED CARRYING VALUE. WE PRIMARILY USED THE INCOME APPROACH TO DETERMINE THE FAIR VALUE OF THE INTANGIBLE ASSETS AND DETERMINE THE AMOUNT OF IMPAIRMENT.
THESE INTANGIBLE ASSETS IMPAIRMENT CHARGES WERE INCLUDED IN IMPAIRMENT AND RESTRUCTURING EXPENSES IN OUR CONSOLIDATED INCOME STATEMENT AND REFLECTED IN CORPORATE AND OTHER IN OUR TABLE OF OPERATING INCOME (LOSS) BY SEGMENT IN NOTE 21 – SEGMENT INFORMATION AND GEOGRAPHIC DATA.
WE ESTIMATE THAT WE HAVE NO SIGNIFICANT RESIDUAL VALUE RELATED TO OUR INTANGIBLE ASSETS.
THE COMPONENTS OF INTANGIBLE ASSETS ACQUIRED DURING THE PERIODS PRESENTED WERE AS FOLLOWS:

	(IN MILLIONS)
	
	AMOUNT
	
	
	WEIGHTED
AVERAGE LIFE
	
	
	AMOUNT
	
	
	WEIGHTED
AVERAGE LIFE
	

	
	

	
	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	
	
	
	2017
	
	
	
	

	
	
	
	
	

	TECHNOLOGY-BASED
	
	$
	178
	
	
	
	4 YEARS
	
	
	$
	2,265
	
	
	
	2 YEARS
	

	MARKETING-RELATED
	
	
	14
	
	
	
	5 YEARS
	
	
	
	2,148
	
	
	
	19 YEARS
	

	CONTRACT-BASED
	
	
	14
	
	
	
	4 YEARS
	
	
	
	63
	
	
	
	6 YEARS
	

	CUSTOMER-RELATED
	
	
	13
	
	
	
	5 YEARS
	
	
	
	3,607
	
	
	
	7 YEARS
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	219
	
	
	
	5 YEARS
	
	
	$
	8,083
	
	
	
	9 YEARS
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



INTANGIBLE ASSETS AMORTIZATION EXPENSE WAS $2.2 BILLION, $1.7 BILLION, AND $978 MILLION FOR FISCAL YEARS 2018, 2017, AND 2016, RESPECTIVELY. AMORTIZATION OF CAPITALIZED SOFTWARE WAS $54 MILLION, $55 MILLION, AND $69 MILLION FOR FISCAL YEARS 2018, 2017, AND 2016, RESPECTIVELY.
THE FOLLOWING TABLE OUTLINES THE ESTIMATED FUTURE AMORTIZATION EXPENSE RELATED TO INTANGIBLE ASSETS HELD AS OF JUNE 30, 2018:

	(IN MILLIONS)
	
	
	

	
	
	
	
	

	
	
	
	
	

	YEAR ENDING JUNE 30,
	
	
	
	

	
	

	2019
	
	$
	1,785
	

	2020
	
	
	1,260
	

	2021
	
	
	1,043
	

	2022
	
	
	949
	

	2023
	
	
	806
	

	THEREAFTER
	
	
	2,210
	

	
	
	
	
	

	
	
	
	
	

	TOTAL
	
	$
	8,053
	

	
	
	
	
	



NOTE 12 — DEBT
SHORT-TERM DEBT
AS OF JUNE 30, 2018, WE HAD NO COMMERCIAL PAPER ISSUED AND OUTSTANDING. AS OF JUNE 30, 2017, WE HAD $9.1 BILLION OF COMMERCIAL PAPER ISSUED AND OUTSTANDING, WITH A WEIGHTED AVERAGE INTEREST RATE OF 1.01% AND MATURITIES RANGING FROM 25 DAYS TO 264 DAYS. THE ESTIMATED FAIR VALUE OF THIS COMMERCIAL PAPER APPROXIMATES ITS CARRYING VALUE.
WE HAVE TWO $5.0 BILLION CREDIT FACILITIES THAT EXPIRE ON OCTOBER 30, 2018 AND OCTOBER 31, 2022, RESPECTIVELY. THESE CREDIT FACILITIES SERVE AS A BACK-UP FOR OUR COMMERCIAL PAPER PROGRAM. AS OF JUNE 30, 2018, WE WERE IN COMPLIANCE WITH THE ONLY FINANCIAL COVENANT IN BOTH CREDIT AGREEMENTS, WHICH REQUIRES US TO MAINTAIN A COVERAGE RATIO OF AT LEAST THREE TIMES EARNINGS BEFORE INTEREST, TAXES, DEPRECIATION, AND AMORTIZATION TO INTEREST EXPENSE, AS DEFINED IN THE CREDIT AGREEMENTS. NO AMOUNTS WERE DRAWN AGAINST THESE CREDIT FACILITIES DURING ANY OF THE PERIODS PRESENTED.
LONG-TERM DEBT
AS OF JUNE 30, 2018, THE TOTAL CARRYING VALUE AND ESTIMATED FAIR VALUE OF OUR LONG-TERM DEBT, INCLUDING THE CURRENT PORTION, WERE $76.2 BILLION AND $77.5 BILLION, RESPECTIVELY. AS OF JUNE 30, 2017, THE TOTAL CARRYING VALUE AND ESTIMATED FAIR VALUE OF OUR LONG-TERM DEBT, INCLUDING THE CURRENT PORTION, WERE $77.1 BILLION AND $80.3 BILLION, RESPECTIVELY. THESE ESTIMATED FAIR VALUES ARE BASED ON LEVEL 2 INPUTS.










THE COMPONENTS OF OUR LONG-TERM DEBT, INCLUDING THE CURRENT PORTION, AND THE ASSOCIATED INTEREST RATES WERE AS FOLLOWS:

	(IN MILLIONS, EXCEPT INTEREST RATES)
	
	FACE VALUE
JUNE 30,
2018
	
	
	FACE VALUE
JUNE 30,
2017
	
	
	STATED
INTEREST
RATE
	
	
	EFFECTIVE
INTEREST
RATE
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	NOTES
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	NOVEMBER 15, 2017
	
	$
	0
	
	
	$
	600
	
	
	
	0.875%
	
	
	
	1.084%
	

	MAY 1, 2018
	
	
	0
	
	
	
	450
	
	
	
	1.000%
	
	
	
	1.106%
	

	NOVEMBER 3, 2018
	
	
	1,750
	
	
	
	1,750
	
	
	
	1.300%
	
	
	
	1.396%
	

	DECEMBER 6, 2018
	
	
	1,250
	
	
	
	1,250
	
	
	
	1.625%
	
	
	
	1.824%
	

	JUNE 1, 2019
	
	
	1,000
	
	
	
	1,000
	
	
	
	4.200%
	
	
	
	4.379%
	

	AUGUST 8, 2019

	
	
	2,500
	
	
	
	2,500
	
	
	
	1.100%
	
	
	
	1.203%
	

	NOVEMBER 1, 2019

	
	
	18
	
	
	
	18
	
	
	
	0.500%
	
	
	
	0.500%
	

	FEBRUARY 6, 2020

	
	
	1,500
	
	
	
	1,500
	
	
	
	1.850%
	
	
	
	1.952%
	

	FEBRUARY 12, 2020
	
	
	1,500
	
	
	
	1,500
	
	
	
	1.850%
	
	
	
	1.935%
	

	OCTOBER 1, 2020
	
	
	1,000
	
	
	
	1,000
	
	
	
	3.000%
	
	
	
	3.137%
	

	NOVEMBER 3, 2020
	
	
	2,250
	
	
	
	2,250
	
	
	
	2.000%
	
	
	
	2.093%
	

	FEBRUARY 8, 2021
	
	
	500
	
	
	
	500
	
	
	
	4.000%
	
	
	
	4.082%
	

	AUGUST 8, 2021

	
	
	2,750
	
	
	
	2,750
	
	
	
	1.550%
	
	
	
	1.642%
	

	DECEMBER 6, 2021 (A)

	
	
	2,044
	
	
	
	1,996
	
	
	
	2.125%
	
	
	
	2.233%
	

	FEBRUARY 6, 2022

	
	
	1,750
	
	
	
	1,750
	
	
	
	2.400%
	
	
	
	2.520%
	

	FEBRUARY 12, 2022
	
	
	1,500
	
	
	
	1,500
	
	
	
	2.375%
	
	
	
	2.466%
	

	NOVEMBER 3, 2022
	
	
	1,000
	
	
	
	1,000
	
	
	
	2.650%
	
	
	
	2.717%
	

	NOVEMBER 15, 2022
	
	
	750
	
	
	
	750
	
	
	
	2.125%
	
	
	
	2.239%
	

	MAY 1, 2023
	
	
	1,000
	
	
	
	1,000
	
	
	
	2.375%
	
	
	
	2.465%
	

	AUGUST 8, 2023

	
	
	1,500
	
	
	
	1,500
	
	
	
	2.000%
	
	
	
	2.101%
	

	DECEMBER 15, 2023
	
	
	1,500
	
	
	
	1,500
	
	
	
	3.625%
	
	
	
	3.726%
	

	FEBRUARY 6, 2024

	
	
	2,250
	
	
	
	2,250
	
	
	
	2.875%
	
	
	
	3.041%
	

	FEBRUARY 12, 2025
	
	
	2,250
	
	
	
	2,250
	
	
	
	2.700%
	
	
	
	2.772%
	

	NOVEMBER 3, 2025
	
	
	3,000
	
	
	
	3,000
	
	
	
	3.125%
	
	
	
	3.176%
	

	AUGUST 8, 2026

	
	
	4,000
	
	
	
	4,000
	
	
	
	2.400%
	
	
	
	2.464%
	

	FEBRUARY 6, 2027

	
	
	4,000
	
	
	
	4,000
	
	
	
	3.300%
	
	
	
	3.383%
	

	DECEMBER 6, 2028 (A)

	
	
	2,044
	
	
	
	1,996
	
	
	
	3.125%
	
	
	
	3.218%
	

	MAY 2, 2033 (A)

	
	
	642
	
	
	
	627
	
	
	
	2.625%
	
	
	
	2.690%
	

	FEBRUARY 12, 2035
	
	
	1,500
	
	
	
	1,500
	
	
	
	3.500%
	
	
	
	3.604%
	

	NOVEMBER 3, 2035
	
	
	1,000
	
	
	
	1,000
	
	
	
	4.200%
	
	
	
	4.260%
	

	AUGUST 8, 2036
	
	
	2,250
	
	
	
	2,250
	
	
	
	3.450%
	
	
	
	3.510%
	

	FEBRUARY 6, 2037

	
	
	2,500
	
	
	
	2,500
	
	
	
	4.100%
	
	
	
	4.152%
	

	JUNE 1, 2039
	
	
	750
	
	
	
	750
	
	
	
	5.200%
	
	
	
	5.240%
	

	OCTOBER 1, 2040
	
	
	1,000
	
	
	
	1,000
	
	
	
	4.500%
	
	
	
	4.567%
	

	FEBRUARY 8, 2041
	
	
	1,000
	
	
	
	1,000
	
	
	
	5.300%
	
	
	
	5.361%
	

	NOVEMBER 15, 2042
	
	
	900
	
	
	
	900
	
	
	
	3.500%
	
	
	
	3.571%
	

	MAY 1, 2043
	
	
	500
	
	
	
	500
	
	
	
	3.750%
	
	
	
	3.829%
	

	DECEMBER 15, 2043
	
	
	500
	
	
	
	500
	
	
	
	4.875%
	
	
	
	4.918%
	

	FEBRUARY 12, 2045
	
	
	1,750
	
	
	
	1,750
	
	
	
	3.750%
	
	
	
	3.800%
	

	NOVEMBER 3, 2045
	
	
	3,000
	
	
	
	3,000
	
	
	
	4.450%
	
	
	
	4.492%
	

	AUGUST 8, 2046

	
	
	4,500
	
	
	
	4,500
	
	
	
	3.700%
	
	
	
	3.743%
	

	FEBRUARY 6, 2047

	
	
	3,000
	
	
	
	3,000
	
	
	
	4.250%
	
	
	
	4.287%
	

	FEBRUARY 12, 2055
	
	
	2,250
	
	
	
	2,250
	
	
	
	4.000%
	
	
	
	4.063%
	

	NOVEMBER 3, 2055
	
	
	1,000
	
	
	
	1,000
	
	
	
	4.750%
	
	
	
	4.782%
	

	AUGUST 8, 2056

	
	
	2,250
	
	
	
	2,250
	
	
	
	3.950%
	
	
	
	4.033%
	

	FEBRUARY 6, 2057

	
	
	2,000
	
	
	
	2,000
	
	
	
	4.500%
	
	
	
	4.528%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	76,898
	
	
	$
	77,837
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


(A)	EURO-DENOMINATED DEBT SECURITIES.

THE NOTES IN THE TABLE ABOVE ARE SENIOR UNSECURED OBLIGATIONS AND RANK EQUALLY WITH OUR OTHER SENIOR UNSECURED DEBT OUTSTANDING. INTEREST ON THESE NOTES IS PAID SEMI-ANNUALLY, EXCEPT FOR THE EURO-DENOMINATED DEBT SECURITIES ON WHICH INTEREST IS PAID ANNUALLY. CASH PAID FOR INTEREST ON OUR DEBT FOR FISCAL YEARS 2018, 2017, AND 2016 WAS $2.4 BILLION, $1.6 BILLION, AND $1.1 BILLION, RESPECTIVELY. AS OF JUNE 30, 2018 AND 2017, THE AGGREGATE DEBT ISSUANCE COSTS AND UNAMORTIZED DISCOUNT ASSOCIATED WITH OUR LONG-TERM DEBT, INCLUDING THE CURRENT PORTION, WERE $658 MILLION AND $715 MILLION, RESPECTIVELY.
MATURITIES OF OUR LONG-TERM DEBT FOR EACH OF THE NEXT FIVE YEARS AND THEREAFTER ARE AS FOLLOWS:

	(IN MILLIONS)
	
	
	

	
	

	
	
	

	YEAR ENDING JUNE 30,
	
	
	
	

	
	

	2019
	
	$
	4,000
	

	2020
	
	
	5,518
	

	2021
	
	
	3,750
	

	2022
	
	
	8,044
	

	2023
	
	
	2,750
	

	THEREAFTER
	
	
	52,836
	

	
	

	
	

	TOTAL
	
	$
	76,898
	

	
	
	
	
	



NOTE 13 — INCOME TAXES
RECENT TAX LEGISLATION
ON DECEMBER 22, 2017, THE TCJA WAS ENACTED INTO LAW, WHICH SIGNIFICANTLY CHANGES EXISTING U.S. TAX LAW AND INCLUDES NUMEROUS PROVISIONS THAT AFFECT OUR BUSINESS, SUCH AS IMPOSING A ONE-TIME TRANSITION TAX ON DEEMED REPATRIATION OF DEFERRED FOREIGN INCOME, REDUCING THE U.S. FEDERAL STATUTORY TAX RATE, AND ADOPTING A TERRITORIAL TAX SYSTEM. THE TCJA REQUIRED US TO INCUR A ONE-TIME TRANSITION TAX ON DEFERRED FOREIGN INCOME NOT PREVIOUSLY SUBJECT TO U.S. INCOME TAX AT A RATE OF 15.5% FOR FOREIGN CASH AND CERTAIN OTHER NET CURRENT ASSETS, AND 8% ON THE REMAINING INCOME. THE TCJA ALSO REDUCED THE U.S. FEDERAL STATUTORY TAX RATE FROM 35% TO 21% EFFECTIVE JANUARY 1, 2018. FOR FISCAL YEAR 2018, OUR BLENDED U.S. FEDERAL STATUTORY TAX RATE IS 28.1%. THIS IS THE RESULT OF USING THE TAX RATE OF 35% FOR THE FIRST AND SECOND QUARTER OF FISCAL YEAR 2018 AND THE REDUCED TAX RATE OF 21% FOR THE THIRD AND FOURTH QUARTER OF FISCAL YEAR 2018. THE TCJA INCLUDES A PROVISION TO TAX GLOBAL INTANGIBLE LOW-TAXED INCOME (“GILTI”) OF FOREIGN SUBSIDIARIES AND A BASE EROSION ANTI-ABUSE TAX (“BEAT”) MEASURE THAT TAXES CERTAIN PAYMENTS BETWEEN A U.S. CORPORATION AND ITS FOREIGN SUBSIDIARIES. THE GILTI AND BEAT PROVISIONS OF THE TCJA WILL BE EFFECTIVE FOR US BEGINNING JULY 1, 2018.
THE TCJA WAS EFFECTIVE IN THE SECOND QUARTER OF FISCAL YEAR 2018. AS OF JUNE 30, 2018, WE HAVE NOT COMPLETED OUR ACCOUNTING FOR THE ESTIMATED TAX EFFECTS OF THE TCJA. DURING FISCAL YEAR 2018, WE RECORDED A PROVISIONAL NET CHARGE OF $13.7 BILLION RELATED TO THE TCJA BASED ON REASONABLE ESTIMATES FOR THOSE TAX EFFECTS. DUE TO THE TIMING OF THE ENACTMENT AND THE COMPLEXITY IN APPLYING THE PROVISIONS OF THE TCJA, THE PROVISIONAL NET CHARGE IS SUBJECT TO REVISIONS AS WE CONTINUE TO COMPLETE OUR ANALYSIS OF THE TCJA, COLLECT AND PREPARE NECESSARY DATA, AND INTERPRET ANY ADDITIONAL GUIDANCE ISSUED BY THE U.S. TREASURY DEPARTMENT, INTERNAL REVENUE SERVICE (“IRS”), FASB, AND OTHER STANDARD-SETTING AND REGULATORY BODIES. ADJUSTMENTS MAY MATERIALLY IMPACT OUR PROVISION FOR INCOME TAXES AND EFFECTIVE TAX RATE IN THE PERIOD IN WHICH THE ADJUSTMENTS ARE MADE. OUR ACCOUNTING FOR THE ESTIMATED TAX EFFECTS OF THE TCJA WILL BE COMPLETED DURING THE MEASUREMENT PERIOD, WHICH IS NOT EXPECTED TO EXTEND BEYOND ONE YEAR FROM THE ENACTMENT DATE. THE IMPACTS OF OUR ESTIMATES ARE DESCRIBED FURTHER BELOW.
DURING FISCAL YEAR 2018, WE RECORDED AN ESTIMATED NET CHARGE OF $13.7 BILLION RELATED TO THE TCJA, DUE TO THE IMPACT OF THE ONE-TIME TRANSITION TAX ON THE DEEMED REPATRIATION OF DEFERRED FOREIGN INCOME OF $17.9 BILLION, OFFSET IN PART BY THE IMPACT OF CHANGES IN THE TAX RATE OF $4.2 BILLION, PRIMARILY ON DEFERRED TAX ASSETS AND LIABILITIES.
[bookmark: _Hlk517697936]WE RECORDED AN ESTIMATED $17.9 BILLION CHARGE IN FISCAL YEAR 2018 RELATED TO THE TRANSITION TAX, WHICH WAS INCLUDED IN THE PROVISION FOR INCOME TAXES IN OUR CONSOLIDATED INCOME STATEMENTS AND INCOME TAXES IN OUR CONSOLIDATED BALANCE SHEETS. WE HAVE NOT YET COMPLETED OUR ACCOUNTING FOR THE TRANSITION TAX AS OUR ANALYSIS OF DEFERRED FOREIGN INCOME IS NOT COMPLETE. TO CALCULATE THE TRANSITION TAX, WE ESTIMATED OUR DEFERRED FOREIGN INCOME FOR FISCAL YEAR 2018 BECAUSE THESE TAX RETURNS ARE NOT COMPLETE OR DUE. FISCAL YEAR 2018 TAXABLE INCOME WILL BE KNOWN ONCE THE RESPECTIVE TAX RETURNS ARE COMPLETED AND FILED. IN ADDITION, U.S. AND FOREIGN AUDIT SETTLEMENTS MAY SIGNIFICANTLY IMPACT THE ESTIMATED TRANSITION TAX. THE IMPACT OF THE U.S. AND FOREIGN AUDITS ON THE TRANSITION TAX WILL BE KNOWN AS THE AUDITS ARE CONCLUDED.
IN ADDITION, WE RECORDED AN ESTIMATED $4.2 BILLION BENEFIT IN FISCAL YEAR 2018 FROM THE IMPACT OF CHANGES IN THE TAX RATE, PRIMARILY ON DEFERRED TAX ASSETS AND LIABILITIES, WHICH WAS INCLUDED IN PROVISION FOR INCOME TAXES IN OUR CONSOLIDATED INCOME STATEMENTS AND DEFERRED INCOME TAXES AND LONG-TERM INCOME TAXES IN OUR CONSOLIDATED BALANCE SHEETS. WE REMEASURED OUR DEFERRED TAXES TO REFLECT THE REDUCED RATE THAT WILL APPLY WHEN THESE DEFERRED TAXES ARE SETTLED OR REALIZED IN FUTURE PERIODS.
THE TCJA SUBJECTS A U.S. CORPORATION TO TAX ON ITS GILTI. DUE TO THE COMPLEXITY OF THE NEW GILTI TAX RULES, WE ARE CONTINUING TO EVALUATE THIS PROVISION OF THE TCJA AND THE APPLICATION OF GAAP. UNDER GAAP, WE CAN MAKE AN ACCOUNTING POLICY ELECTION TO EITHER TREAT TAXES DUE ON THE GILTI INCLUSION AS A CURRENT PERIOD EXPENSE OR FACTOR SUCH AMOUNTS INTO OUR MEASUREMENT OF DEFERRED TAXES. WE ELECTED THE DEFERRED METHOD, AND THE CORRESPONDING DEFERRED TAX ASSETS AND LIABILITIES ARE INCLUDED IN THE TABLE OF DEFERRED INCOME TAX ASSETS AND LIABILITIES BELOW.
ON AUGUST 1, 2018, THE INTERNAL REVENUE SERVICE PUBLISHED ON ITS WEBSITE PROPOSED REGULATIONS RELATING TO THE TRANSITION TAX IMPOSED BY THE TCJA. ONCE PUBLISHED IN THE FEDERAL REGISTER, THE PROPOSED REGULATIONS ARE SUBJECT TO A 60-DAY COMMENT PERIOD. FINAL REGULATIONS ARE EXPECTED TO BE ISSUED AFTER CONSIDERATION OF COMMENTS. WE ARE CURRENTLY EVALUATING THE IMPACT OF THE PROPOSED REGULATIONS.
PROVISION FOR INCOME TAXES
THE COMPONENTS OF THE PROVISION FOR INCOME TAXES WERE AS FOLLOWS:

	(IN MILLIONS)
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	CURRENT TAXES
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	U.S. FEDERAL
	
	$
	19,764
	
	
	$
	2,739
	
	
	$
	545
	

	U.S. STATE AND LOCAL
	
	
	934
	
	
	
	30
	
	
	
	136
	

	FOREIGN
	
	
	4,348
	
	
	
	2,472
	
	
	
	1,940
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	CURRENT TAXES
	
	$
	25,046
	
	
	$
	5,241
	
	
	$
	2,621
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	DEFERRED TAXES
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	U.S. FEDERAL
	
	$
	(4,292
	)
	
	$
	(554
	)
	
	$
	1,919
	

	U.S. STATE AND LOCAL
	
	
	(458
	)
	
	
	269
	
	
	
	111
	

	FOREIGN
	
	
	(393
	)
	
	
	(544
	)
	
	
	449
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	DEFERRED TAXES
	
	$
	(5,143
	)
	
	$
	(829
	)
	
	$
	2,479
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	PROVISION FOR INCOME TAXES
	
	$
	19,903
	
	
	$
	4,412
	
	
	$
	5,100
	

	
	
	
	
	
	
	
	
	
	
	
	
	



U.S. AND FOREIGN COMPONENTS OF INCOME BEFORE INCOME TAXES WERE AS FOLLOWS:

	(IN MILLIONS)
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	U.S.
	
	$
	11,527
	
	
	$
	6,843
	
	
	$
	5,125
	

	FOREIGN
	
	
	24,947
	
	
	
	23,058
	
	
	
	20,514
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	INCOME BEFORE INCOME TAXES
	
	$
	36,474
	
	
	$
	29,901
	
	
	$
	25,639
	

	
	
	
	
	
	
	
	
	
	
	
	
	


EFFECTIVE TAX RATE
THE ITEMS ACCOUNTING FOR THE DIFFERENCE BETWEEN INCOME TAXES COMPUTED AT THE U.S. FEDERAL STATUTORY RATE AND OUR EFFECTIVE RATE WERE AS FOLLOWS:

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	FEDERAL STATUTORY RATE
	
	
	28.1%
	
	
	
	35.0%
	
	
	
	35.0%
	

	EFFECT OF:
	
	
	
	
	
	
	
	
	
	
	
	

	FOREIGN EARNINGS TAXED AT LOWER RATES
	
	
	(7.8)%
	
	
	
	(11.6)%
	
	
	
	(14.5)%
	

	IMPACTS OF TCJA
	
	
	37.7%
	
	
	
	0%
	
	
	
	0%
	

	PHONE BUSINESS LOSSES
	
	
	0%
	
	
	
	(5.7)%
	
	
	
	1.0%
	

	EXCESS TAX BENEFITS RELATING TO STOCK-BASED COMPENSATION
	
	
	(2.5)%
	
	
	
	(2.1)%
	
	
	
	(1.6)%
	

	INTEREST, NET
	
	
	1.2%
	
	
	
	1.4%
	
	
	
	0.9%
	

	OTHER RECONCILING ITEMS, NET
	
	
	(2.1)%
	
	
	
	(2.2)%
	
	
	
	(0.9)%
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	EFFECTIVE RATE
	
	
	54.6%
	
	
	
	14.8%
	
	
	
	19.9%
	

	
	
	
	
	
	
	
	
	
	
	
	
	



[bookmark: _Hlk487791758]THE INCREASE FROM THE FEDERAL STATUTORY RATE IN FISCAL YEAR 2018 IS PRIMARILY DUE TO THE NET CHARGE RELATED TO THE ENACTMENT OF THE TCJA IN THE SECOND QUARTER OF FISCAL YEAR 2018, OFFSET IN PART BY EARNINGS TAXED AT LOWER RATES IN FOREIGN JURISDICTIONS. THE DECREASE FROM THE FEDERAL STATUTORY RATE IN FISCAL YEAR 2017 AND 2016 IS PRIMARILY DUE TO EARNINGS TAXED AT LOWER RATES IN FOREIGN JURISDICTIONS. OUR FOREIGN REGIONAL OPERATING CENTERS IN IRELAND, SINGAPORE AND PUERTO RICO, WHICH ARE TAXED AT RATES LOWER THAN THE U.S. RATE, GENERATED 87%, 76%, AND 91% OF OUR FOREIGN INCOME BEFORE TAX IN FISCAL YEARS 2018, 2017, AND 2016, RESPECTIVELY. OTHER RECONCILING ITEMS, NET CONSISTS PRIMARILY OF TAX CREDITS, U.S. STATE INCOME TAXES, AND DOMESTIC PRODUCTION ACTIVITIES DEDUCTION. IN FISCAL YEARS 2018, 2017, AND 2016, THERE WERE NO INDIVIDUALLY SIGNIFICANT OTHER RECONCILING ITEMS.
THE INCREASE IN OUR EFFECTIVE TAX RATE FOR FISCAL YEAR 2018 COMPARED TO FISCAL YEAR 2017 WAS PRIMARILY DUE TO THE NET CHARGE RELATED TO THE ENACTMENT OF THE TCJA AND THE REALIZATION OF TAX BENEFITS ATTRIBUTABLE TO PREVIOUS PHONE BUSINESS LOSSES IN FISCAL YEAR 2017. THE DECREASE IN OUR EFFECTIVE TAX RATE FOR FISCAL YEAR 2017 COMPARED TO FISCAL YEAR 2016 WAS PRIMARILY DUE TO THE REALIZATION OF TAX BENEFITS ATTRIBUTABLE TO PREVIOUS PHONE BUSINESS LOSSES, OFFSET IN PART BY CHANGES IN THE MIX OF OUR INCOME BEFORE INCOME TAXES BETWEEN THE U.S. AND FOREIGN COUNTRIES.
THE COMPONENTS OF THE DEFERRED INCOME TAX ASSETS AND LIABILITIES WERE AS FOLLOWS:

	(IN MILLIONS)
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	JUNE 30,
	
	2018
	
	
	2017
	

	
	
	

	DEFERRED INCOME TAX ASSETS
	
	
	
	
	
	
	
	

	
	
	

	STOCK-BASED COMPENSATION EXPENSE
	
	$
	460
	
	
	$
	777
	

	ACCRUALS, RESERVES, AND OTHER EXPENSES
	
	
	1,832
	
	
	
	1,859
	

	LOSS AND CREDIT CARRYFORWARDS
	
	
	3,369
	
	
	
	4,809
	

	DEPRECIATION AND AMORTIZATION
	
	
	351
	
	
	
	53
	

	OTHER
	
	
	56
	
	
	
	255
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	DEFERRED INCOME TAX ASSETS
	
	
	6,068
	
	
	
	7,753
	

	LESS VALUATION ALLOWANCE
	
	
	(3,186
	)
	
	
	(3,310
	)

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	DEFERRED INCOME TAX ASSETS, NET OF VALUATION ALLOWANCE
	
	$
	2,882
	
	
	$
	4,443
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	DEFERRED INCOME TAX LIABILITIES
	
	
	
	
	
	
	
	

	
	
	

	FOREIGN EARNINGS
	
	$
	0
	
	
	$
	(1,134
	)

	UNREALIZED GAIN ON INVESTMENTS AND DEBT
	
	
	0
	
	
	
	(1,384
	)

	UNEARNED REVENUE
	
	
	(639
	)
	
	
	(5,760
	)

	DEPRECIATION AND AMORTIZATION
	
	
	(1,103
	)
	
	
	(1,630
	)

	OTHER
	
	
	(312
	)
	
	
	(21
	)

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	DEFERRED INCOME TAX LIABILITIES
	
	$
	(2,054
	)
	
	$
	(9,929
	)

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	NET DEFERRED INCOME TAX ASSETS (LIABILITIES)
	
	$
	828
	
	
	$
	(5,486
	)

	
	
	
	
	
	
	
	
	

	
	
	

	REPORTED AS
	
	
	
	
	
	
	
	

	
	
	

	OTHER LONG-TERM ASSETS
	
	$
	1,369
	
	
	$
	248
	

	LONG-TERM DEFERRED INCOME TAX LIABILITIES
	
	
	(541
	)
	
	
	(5,734
	)

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	NET DEFERRED INCOME TAX ASSETS (LIABILITIES)
	
	$
	828
	
	
	$
	(5,486
	)

	
	
	
	
	
	
	
	
	


WE RECORDED A DEFERRED TAX LIABILITY OF $7.4 BILLION RELATED TO THE RECOGNITION OF REVENUE AS PART OF THE ADOPTION OF THE NEW REVENUE STANDARD.
[bookmark: _Hlk519432081]AS OF JUNE 30, 2018, WE HAD FEDERAL, STATE AND FOREIGN NET OPERATING LOSS CARRYFORWARDS OF $257 MILLION, $1.4 BILLION AND $11.4 BILLION, RESPECTIVELY. THE FEDERAL AND STATE NET OPERATING LOSS CARRYFORWARDS WILL EXPIRE IN VARIOUS YEARS FROM FISCAL 2019 THROUGH 2038, IF NOT UTILIZED. THE MAJORITY OF OUR FOREIGN NET OPERATING LOSS CARRYFORWARDS DO NOT EXPIRE. CERTAIN ACQUIRED NET OPERATING LOSS CARRYFORWARDS ARE SUBJECT TO AN ANNUAL LIMITATION, BUT ARE EXPECTED TO BE REALIZED WITH THE EXCEPTION OF THOSE WHICH HAVE A VALUATION ALLOWANCE.
THE VALUATION ALLOWANCE DISCLOSED IN THE TABLE ABOVE RELATES TO THE FOREIGN NET OPERATING LOSS CARRYFORWARDS AND OTHER NET DEFERRED TAX ASSETS THAT MAY NOT BE REALIZED.
DEFERRED INCOME TAX BALANCES REFLECT THE EFFECTS OF TEMPORARY DIFFERENCES BETWEEN THE CARRYING AMOUNTS OF ASSETS AND LIABILITIES AND THEIR TAX BASES AND ARE STATED AT ENACTED TAX RATES EXPECTED TO BE IN EFFECT WHEN THE TAXES ARE PAID OR RECOVERED.
INCOME TAXES PAID, NET OF REFUNDS, WERE $5.5 BILLION, $2.4 BILLION, AND $3.9 BILLION IN FISCAL YEARS 2018, 2017, AND 2016, RESPECTIVELY.
UNCERTAIN TAX POSITIONS
UNRECOGNIZED TAX BENEFITS AS OF JUNE 30, 2018, 2017, AND 2016, WERE $12.0 BILLION, $11.7 BILLION, AND $10.2 BILLION, RESPECTIVELY, AND WERE INCLUDED IN LONG-TERM INCOME TAXES IN OUR CONSOLIDATED BALANCE SHEETS. IF RECOGNIZED, THESE TAX BENEFITS WOULD AFFECT OUR EFFECTIVE TAX RATES FOR FISCAL YEARS 2018, 2017, AND 2016, BY $11.3 BILLION, $10.2 BILLION, AND $8.8 BILLION, RESPECTIVELY.
AS OF JUNE 30, 2018, 2017, AND 2016, WE HAD ACCRUED INTEREST EXPENSE RELATED TO UNCERTAIN TAX POSITIONS OF $3.0 BILLION, $2.3 BILLION, AND $1.9 BILLION, RESPECTIVELY, NET OF INCOME TAX BENEFITS. INTEREST EXPENSE ON UNRECOGNIZED TAX BENEFITS, NET OF TAX EFFECTS, WAS $688 MILLION, $399 MILLION, AND $163 MILLION IN FISCAL YEARS 2018, 2017, AND 2016, RESPECTIVELY, AND WAS INCLUDED IN PROVISION FOR INCOME TAXES.
THE AGGREGATE CHANGES IN THE BALANCE OF UNRECOGNIZED TAX BENEFITS WERE AS FOLLOWS:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	BALANCE, BEGINNING OF YEAR
	
	$
	11,737
	
	
	$
	10,164
	
	
	$
	9,599
	

	DECREASES RELATED TO SETTLEMENTS
	
	
	(193
	)
	
	
	(4
	)
	
	
	(201
	)

	INCREASES FOR TAX POSITIONS RELATED TO THE CURRENT YEAR
	
	
	1,445
	
	
	
	1,277
	
	
	
	1,086
	

	INCREASES FOR TAX POSITIONS RELATED TO PRIOR YEARS
	
	
	151
	
	
	
	397
	
	
	
	115
	

	DECREASES FOR TAX POSITIONS RELATED TO PRIOR YEARS
	
	
	(1,176
	)
	
	
	(49
	)
	
	
	(317
	)

	DECREASES DUE TO LAPSED STATUTES OF LIMITATIONS
	
	
	(3
	)
	
	
	(48
	)
	
	
	(118
	)

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	BALANCE, END OF YEAR
	
	$
	11,961
	
	
	$
	11,737
	
	
	$
	10,164
	

	
	
	
	
	
	
	
	
	
	
	
	
	


WHILE WE SETTLED A PORTION OF THE IRS AUDIT FOR TAX YEARS 2004 TO 2006 DURING THE THIRD QUARTER OF FISCAL YEAR 2011, AND A PORTION OF THE IRS AUDIT FOR TAX YEARS 2007 TO 2009 DURING THE FIRST QUARTER OF FISCAL YEAR 2016, WE REMAIN UNDER AUDIT FOR THOSE YEARS. IN THE SECOND QUARTER OF FISCAL YEAR 2018, WE SETTLED A PORTION OF THE IRS AUDIT FOR TAX YEARS 2010 TO 2013. WE CONTINUE TO BE SUBJECT TO EXAMINATION BY THE IRS FOR TAX YEARS 2010 TO 2017. IN FEBRUARY 2012, THE IRS WITHDREW ITS 2011 REVENUE AGENTS REPORT FOR TAX YEARS 2004 TO 2006 AND REOPENED THE AUDIT PHASE OF THE EXAMINATION. AS OF JUNE 30, 2018, THE PRIMARY UNRESOLVED ISSUE RELATES TO TRANSFER PRICING, WHICH COULD HAVE A SIGNIFICANT IMPACT IN OUR CONSOLIDATED FINANCIAL STATEMENTS IF NOT RESOLVED FAVORABLY. WE BELIEVE OUR ALLOWANCES FOR INCOME TAX CONTINGENCIES ARE ADEQUATE. WE HAVE NOT RECEIVED A PROPOSED ASSESSMENT FOR THE UNRESOLVED ISSUES AND DO NOT EXPECT A FINAL RESOLUTION OF THESE ISSUES IN THE NEXT 12 MONTHS. BASED ON THE INFORMATION CURRENTLY AVAILABLE, WE DO NOT ANTICIPATE A SIGNIFICANT INCREASE OR DECREASE TO OUR TAX CONTINGENCIES FOR THESE ISSUES WITHIN THE NEXT 12 MONTHS.
WE ARE SUBJECT TO INCOME TAX IN MANY JURISDICTIONS OUTSIDE THE U.S. OUR OPERATIONS IN CERTAIN JURISDICTIONS REMAIN SUBJECT TO EXAMINATION FOR TAX YEARS 1996 TO 2017, SOME OF WHICH ARE CURRENTLY UNDER AUDIT BY LOCAL TAX AUTHORITIES. THE RESOLUTION OF EACH OF THESE AUDITS IS NOT EXPECTED TO BE MATERIAL TO OUR CONSOLIDATED FINANCIAL STATEMENTS.


NOTE 14 — RESTRUCTURING CHARGES
2016 RESTRUCTURING
IN THE FOURTH QUARTER OF FISCAL YEAR 2016, MANAGEMENT APPROVED RESTRUCTURING PLANS THAT RESULTED IN APPROXIMATELY 4,700 JOB ELIMINATIONS IN FISCAL YEAR 2017, PRIMARILY ACROSS OUR SMARTPHONE HARDWARE BUSINESS AND GLOBAL SALES. IN FISCAL YEAR 2016, WE INCURRED RESTRUCTURING CHARGES OF $501 MILLION IN CONNECTION WITH THE 2016 RESTRUCTURING PLANS, INCLUDING SEVERANCE EXPENSES AND OTHER REORGANIZATION COSTS. THE ACTIONS ASSOCIATED WITH THESE RESTRUCTURING PLANS WERE COMPLETED AS OF JUNE 30, 2017.
2017 RESTRUCTURING
IN JUNE 2017, MANAGEMENT APPROVED A SALES AND MARKETING RESTRUCTURING PLAN. IN FISCAL YEAR 2017, WE RECORDED EMPLOYEE SEVERANCE EXPENSES OF $306 MILLION PRIMARILY RELATED TO THIS SALES AND MARKETING RESTRUCTURING PLAN. THE ACTIONS ASSOCIATED WITH THIS RESTRUCTURING PLAN WERE COMPLETED AS OF JUNE 30, 2018.


NOTE 15 — UNEARNED REVENUE
UNEARNED REVENUE BY SEGMENT WAS AS FOLLOWS:

	(IN MILLIONS)
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	

	JUNE 30,
	
	
2018
	
	
	
2017
	

	
	
	

	PRODUCTIVITY AND BUSINESS PROCESSES
	
	$
	14,864
	
	
	$
	12,692
	

	INTELLIGENT CLOUD
	
	
	14,706
	
	
	
	11,152
	

	MORE PERSONAL COMPUTING
	
	
	3,150
	
	
	
	2,812
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	32,720
	
	
	$
	26,656
	

	
	
	
	
	
	
	
	
	


THE OPENING BALANCE OF UNEARNED REVENUE WAS $22.2 BILLION AS OF JULY 1, 2016.
CHANGES IN UNEARNED REVENUE WERE AS FOLLOWS:

	(IN MILLIONS)
	
	
	

	
	

	
	

	YEAR ENDED JUNE 30, 2018
	

	
	

	BALANCE, BEGINNING OF PERIOD
	
	$
	26,656
	

	DEFERRAL OF REVENUE
	
	
	61,142
	

	RECOGNITION OF UNEARNED REVENUE
	
	
	(55,078
	)

	
	

	
	
	
	
	

	BALANCE, END OF PERIOD
	
	$
	32,720
	

	
	
	
	
	


REVENUE ALLOCATED TO REMAINING PERFORMANCE OBLIGATIONS REPRESENTS CONTRACTED REVENUE THAT HAS NOT YET BEEN RECOGNIZED (“CONTRACTED NOT RECOGNIZED REVENUE”), WHICH INCLUDES UNEARNED REVENUE AND AMOUNTS THAT WILL BE INVOICED AND RECOGNIZED AS REVENUE IN FUTURE PERIODS. CONTRACTED NOT RECOGNIZED REVENUE WAS $73 BILLION AS OF JUNE 30, 2018, OF WHICH WE EXPECT TO RECOGNIZE APPROXIMATELY 60% OF THE REVENUE OVER THE NEXT 12 MONTHS AND THE REMAINDER THEREAFTER.
[bookmark: _Hlk511647879]NOTE 16 — LEASES
WE HAVE OPERATING AND FINANCE LEASES FOR DATACENTERS, CORPORATE OFFICES, RESEARCH AND DEVELOPMENT FACILITIES, RETAIL STORES, AND CERTAIN EQUIPMENT. OUR LEASES HAVE REMAINING LEASE TERMS OF 1 YEAR TO 20 YEARS, SOME OF WHICH INCLUDE OPTIONS TO EXTEND THE LEASES FOR UP TO 5 YEARS, AND SOME OF WHICH INCLUDE OPTIONS TO TERMINATE THE LEASES WITHIN 1 YEAR.
THE COMPONENTS OF LEASE EXPENSE WERE AS FOLLOWS:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	
	2017
	
	
	
	2016
	

	
	
	
	
	
	
	
	
	
	

	OPERATING LEASE COST
	
	$
	1,585
	
	
	$
	1,412
	
	
	$
	936
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	FINANCE LEASE COST:
	
	
	
	
	
	
	
	
	
	
	
	

	AMORTIZATION OF RIGHT-OF-USE ASSETS
	
	$
	243
	
	
	$
	104
	
	
	$
	28
	

	INTEREST ON LEASE LIABILITIES
	
	
	175
	
	
	
	68
	
	
	
	28
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL FINANCE LEASE COST
	
	$
	418
	
	
	$
	172
	
	
	$
	56
	

	
	
	
	
	
	
	
	
	
	
	
	
	



SUPPLEMENTAL CASH FLOW INFORMATION RELATED TO LEASES WAS AS FOLLOWS:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	
	2017
	
	
	
	2016
	

	
	
	
	
	
	
	
	
	
	

	CASH PAID FOR AMOUNTS INCLUDED IN THE MEASUREMENT OF LEASE LIABILITIES:
	
	
	
	
	
	
	
	
	
	
	
	

	OPERATING CASH FLOWS FROM OPERATING LEASES
	
	$
	1,522
	
	
	$
	1,157
	
	
	$
	936
	

	OPERATING CASH FLOWS FROM FINANCE LEASES
	
	
	175
	
	
	
	68
	
	
	
	28
	

	FINANCING CASH FLOWS FROM FINANCE LEASES
	
	
	144
	
	
	
	46
	
	
	
	6
	

	
	
	
	
	
	
	
	
	
	

	RIGHT-OF-USE ASSETS OBTAINED IN EXCHANGE FOR LEASE OBLIGATIONS:
	
	
	
	
	
	
	
	
	
	
	
	

	OPERATING LEASES
	
	
	1,571
	
	
	
	1,270
	
	
	
	1,062
	

	FINANCE LEASES
	
	
	1,933
	
	
	
	1,773
	
	
	
	413
	

	
	
	
	
	
	
	
	
	
	
	
	
	


SUPPLEMENTAL BALANCE SHEET INFORMATION RELATED TO LEASES WAS AS FOLLOWS:

	(IN MILLIONS, EXCEPT LEASE TERM AND DISCOUNT RATE)
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	

	JUNE 30,
	
	2018
	
	
	2017
	

	
	
	

	OPERATING LEASES
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	OPERATING LEASE RIGHT-OF-USE ASSETS
	
	$
	6,686
	
	
	$
	6,555
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	OTHER CURRENT LIABILITIES
	
	$
	1,399
	
	
	$
	1,423
	

	OPERATING LEASE LIABILITIES
	
	
	5,568
	
	
	
	5,372
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	TOTAL OPERATING LEASE LIABILITIES
	
	$
	6,967
	
	
	$
	6,795
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	FINANCE LEASES
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	PROPERTY AND EQUIPMENT, GROSS
	
	$
	4,543
	
	
	$
	2,658
	

	ACCUMULATED DEPRECIATION
	
	
	(404
	)
	
	
	(161
	)

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	PROPERTY AND EQUIPMENT, NET
	
	$
	4,139
	
	
	$
	2,497
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	OTHER CURRENT LIABILITIES
	
	$
	176
	
	
	$
	113
	

	OTHER LONG-TERM LIABILITIES
	
	
	4,125
	
	
	
	2,425
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	TOTAL FINANCE LEASE LIABILITIES
	
	$
	4,301
	
	
	$
	2,538
	

	
	
	
	
	
	
	
	
	

	WEIGHTED AVERAGE REMAINING LEASE TERM
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	OPERATING LEASES
	
	
	7 YEARS
	
	
	
	7 YEARS
	

	FINANCE LEASES
	
	
	13 YEARS
	
	
	
	13 YEARS
	

	
	
	
	
	
	
	
	
	

	WEIGHTED AVERAGE DISCOUNT RATE
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	OPERATING LEASES
	
	
	2.7%
	
	
	
	2.5%
	

	FINANCE LEASES
	
	
	5.2%
	
	
	
	4.7%
	

	
	
	
	
	
	
	
	
	



MATURITIES OF LEASE LIABILITIES WERE AS FOLLOWS:

	(IN MILLIONS)
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	YEAR ENDING JUNE 30,
	
	OPERATING LEASES
	
	
	FINANCE LEASES
	

	
	
	

	2019
	
	$
	1,492
	
	
	$
	386
	

	2020
	
	
	1,347
	
	
	
	393
	

	2021
	
	
	1,086
	
	
	
	401
	

	2022
	
	
	902
	
	
	
	408
	

	2023
	
	
	721
	
	
	
	410
	

	THEREAFTER
	
	
	2,157
	
	
	
	4,036
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	TOTAL LEASE PAYMENTS
	
	
	7,705
	
	
	
	6,034
	

	LESS IMPUTED INTEREST
	
	
	(738
	)
	
	
	(1,733
	)

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	6,967
	
	
	$
	4,301
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


AS OF JUNE 30, 2018, WE HAVE ADDITIONAL OPERATING AND FINANCE LEASES, PRIMARILY FOR DATACENTERS, THAT HAVE NOT YET COMMENCED OF $594 MILLION AND $2.4 BILLION, RESPECTIVELY. THESE OPERATING AND FINANCE LEASES WILL COMMENCE BETWEEN FISCAL YEAR 2019 AND FISCAL YEAR 2020 WITH LEASE TERMS OF 1 YEAR TO 20 YEARS.


NOTE 17 — CONTINGENCIES
PATENT AND INTELLECTUAL PROPERTY CLAIMS
THERE WERE 34 PATENT INFRINGEMENT CASES PENDING AGAINST MICRASOFT AS OF JUNE 30, 2018, NONE OF WHICH ARE MATERIAL INDIVIDUALLY OR IN AGGREGATE.
ANTITRUST, UNFAIR COMPETITION, AND OVERCHARGE CLASS ACTIONS
ANTITRUST AND UNFAIR COMPETITION CLASS ACTION LAWSUITS WERE FILED AGAINST US IN BRITISH COLUMBIA, ONTARIO, AND QUEBEC, CANADA. ALL THREE HAVE BEEN CERTIFIED ON BEHALF OF CANADIAN INDIRECT PURCHASERS WHO ACQUIRED LICENSES FOR MICRASOFT OPERATING SYSTEM SOFTWARE AND/OR PRODUCTIVITY APPLICATION SOFTWARE BETWEEN 1998 AND 2010.
THE TRIAL OF THE BRITISH COLUMBIA ACTION COMMENCED IN MAY 2016. FOLLOWING A MEDIATION, THE PARTIES AGREED TO A GLOBAL SETTLEMENT OF ALL THREE CANADIAN ACTIONS, AND HAVE SUBMITTED THE PROPOSED SETTLEMENT AGREEMENT TO THE COURTS IN ALL THREE JURISDICTIONS FOR APPROVAL. THE COURTS WILL LIKELY REACH A DECISION ON APPROVAL IN SEPTEMBER 2018.
OTHER ANTITRUST LITIGATION AND CLAIMS
CHINA STATE ADMINISTRATION FOR INDUSTRY AND COMMERCE INVESTIGATION
IN 2014, MICRASOFT WAS INFORMED THAT CHINA’S STATE AGENCY FOR MARKET REGULATION (“SAMR”) (FORMERLY STATE ADMINISTRATION FOR INDUSTRY AND COMMERCE) HAD BEGUN A FORMAL INVESTIGATION RELATING TO CHINA’S ANTI-MONOPOLY LAW, AND THE SAMR CONDUCTED ONSITE INSPECTIONS OF MICRASOFT OFFICES IN BEIJING, SHANGHAI, GUANGZHOU, AND CHENGDU. SAMR HAS STATED THE INVESTIGATION RELATES TO COMPATIBILITY, BUNDLE SALES, FILE VERIFICATION ISSUES RELATED TO WINDOWS AND OFFICE SOFTWARE, AND POTENTIALLY OTHER ISSUES.
PRODUCT-RELATED LITIGATION
U.S. CELL PHONE LITIGATION
MICRASOFT MOBILE OY, A SUBSIDIARY OF MICRASOFT, ALONG WITH OTHER HANDSET MANUFACTURERS AND NETWORK OPERATORS, IS A DEFENDANT IN 35 LAWSUITS FILED IN THE SUPERIOR COURT FOR THE DISTRICT OF COLUMBIA BY INDIVIDUAL PLAINTIFFS WHO ALLEGE THAT RADIO EMISSIONS FROM CELLULAR HANDSETS CAUSED THEIR BRAIN TUMORS AND OTHER ADVERSE HEALTH EFFECTS. WE ASSUMED RESPONSIBILITY FOR THESE CLAIMS IN OUR AGREEMENT TO ACQUIRE NOKIA’S DEVICES AND SERVICES BUSINESS AND HAVE BEEN SUBSTITUTED FOR THE NOKIA DEFENDANTS. NINE OF THESE CASES WERE FILED IN 2002 AND ARE CONSOLIDATED FOR CERTAIN PRE-TRIAL PROCEEDINGS; THE REMAINING CASES ARE STAYED. IN A SEPARATE 2009 DECISION, THE COURT OF APPEALS FOR THE DISTRICT OF COLUMBIA HELD THAT ADVERSE HEALTH EFFECT CLAIMS ARISING FROM THE USE OF CELLULAR HANDSETS THAT OPERATE WITHIN THE U.S. FEDERAL COMMUNICATIONS COMMISSION RADIO FREQUENCY EMISSION GUIDELINES (“FCC GUIDELINES”) ARE PRE-EMPTED BY FEDERAL LAW. THE PLAINTIFFS ALLEGE THAT THEIR HANDSETS EITHER OPERATED OUTSIDE THE FCC GUIDELINES OR WERE MANUFACTURED BEFORE THE FCC GUIDELINES WENT INTO EFFECT. THE LAWSUITS ALSO ALLEGE AN INDUSTRY-WIDE CONSPIRACY TO MANIPULATE THE SCIENCE AND TESTING AROUND EMISSION GUIDELINES.
IN 2013, THE DEFENDANTS IN THE CONSOLIDATED CASES MOVED TO EXCLUDE THE PLAINTIFFS’ EXPERT EVIDENCE OF GENERAL CAUSATION ON THE BASIS OF FLAWED SCIENTIFIC METHODOLOGIES. IN 2014, THE TRIAL COURT GRANTED IN PART AND DENIED IN PART THE DEFENDANTS’ MOTION TO EXCLUDE THE PLAINTIFFS’ GENERAL CAUSATION EXPERTS. THE DEFENDANTS FILED AN INTERLOCUTORY APPEAL CHALLENGING THE STANDARD FOR EVALUATING EXPERT SCIENTIFIC EVIDENCE, WHICH THE DISTRICT OF COLUMBIA COURT OF APPEALS HEARD EN BANC. IN OCTOBER 2016, THE COURT OF APPEALS ISSUED ITS DECISION ADOPTING THE STANDARD ADVOCATED BY THE DEFENDANTS AND REMANDING THE CASES TO THE TRIAL COURT FOR FURTHER PROCEEDINGS UNDER THAT STANDARD. THE PLAINTIFFS HAVE FILED SUPPLEMENTAL EXPERT EVIDENCE, PORTIONS OF WHICH THE DEFENDANTS HAVE MOVED TO STRIKE.
CANADIAN CELL PHONE CLASS ACTION
MICRASOFT MOBILE OY, ALONG WITH OTHER HANDSET MANUFACTURERS AND NETWORK OPERATORS, IS A DEFENDANT IN A 2013 CLASS ACTION LAWSUIT FILED IN THE SUPREME COURT OF BRITISH COLUMBIA BY A PURPORTED CLASS OF CANADIANS WHO HAVE USED CELLULAR PHONES FOR AT LEAST 1,600 HOURS, INCLUDING A SUBCLASS OF USERS WITH BRAIN TUMORS, ALLEGING ADVERSE HEALTH EFFECTS FROM CELLULAR PHONE USE. MICRASOFT WAS SERVED WITH THE COMPLAINT IN JUNE 2014 AND HAS BEEN SUBSTITUTED FOR THE NOKIA DEFENDANTS. THE LITIGATION HAS BEEN DORMANT FOR MORE THAN THREE YEARS.
EMPLOYMENT-RELATED LITIGATION
MOUSSOURIS V. MICRASOFT
CURRENT AND FORMER FEMALE MICRASOFT EMPLOYEES IN CERTAIN ENGINEERING AND INFORMATION TECHNOLOGY ROLES BROUGHT THIS CLASS ACTION IN FEDERAL COURT IN SEATTLE IN 2015, ALLEGING SYSTEMIC GENDER DISCRIMINATION IN PAY AND PROMOTIONS. THE PLAINTIFFS MOVED TO CERTIFY THE CLASS IN OCTOBER 2017. MICRASOFT FILED AN OPPOSITION IN JANUARY 2018, ATTACHING AN EXPERT REPORT SHOWING NO STATISTICALLY SIGNIFICANT DISPARITY IN PAY AND PROMOTIONS BETWEEN SIMILARLY SITUATED MEN AND WOMEN. IN JUNE 2018, THE COURT DENIED THE PLAINTIFFS’ MOTION FOR CLASS CERTIFICATION. THE PLAINTIFFS HAVE APPEALED TO THE U.S. COURT OF APPEALS FOR THE NINTH CIRCUIT. IN JULY, THE COURT DENIED MICRASOFT’S MOTION FOR SUMMARY JUDGMENT WITH RESPECT TO THE NAMED PLAINTIFFS.
OTHER CONTINGENCIES
WE ALSO ARE SUBJECT TO A VARIETY OF OTHER CLAIMS AND SUITS THAT ARISE FROM TIME TO TIME IN THE ORDINARY COURSE OF OUR BUSINESS. ALTHOUGH MANAGEMENT CURRENTLY BELIEVES THAT RESOLVING CLAIMS AGAINST US, INDIVIDUALLY OR IN AGGREGATE, WILL NOT HAVE A MATERIAL ADVERSE IMPACT IN OUR CONSOLIDATED FINANCIAL STATEMENTS, THESE MATTERS ARE SUBJECT TO INHERENT UNCERTAINTIES AND MANAGEMENT’S VIEW OF THESE MATTERS MAY CHANGE IN THE FUTURE.
AS OF JUNE 30, 2018, WE ACCRUED AGGREGATE LEGAL LIABILITIES OF $323 MILLION. WHILE WE INTEND TO DEFEND THESE MATTERS VIGOROUSLY, ADVERSE OUTCOMES THAT WE ESTIMATE COULD REACH APPROXIMATELY $1.1 BILLION IN AGGREGATE BEYOND RECORDED AMOUNTS ARE REASONABLY POSSIBLE. WERE UNFAVORABLE FINAL OUTCOMES TO OCCUR, THERE EXISTS THE POSSIBILITY OF A MATERIAL ADVERSE IMPACT IN OUR CONSOLIDATED FINANCIAL STATEMENTS FOR THE PERIOD IN WHICH THE EFFECTS BECOME REASONABLY ESTIMABLE.
INDEMNIFICATIONS
WE PROVIDE INDEMNIFICATIONS OF VARYING SCOPE AND SIZE TO CERTAIN CUSTOMERS AGAINST CLAIMS OF INTELLECTUAL PROPERTY INFRINGEMENT MADE BY THIRD PARTIES ARISING FROM THE USE OF OUR PRODUCTS AND CERTAIN OTHER MATTERS. ADDITIONALLY, WE HAVE AGREED TO COVER DAMAGES RESULTING FROM BREACHES OF CERTAIN SECURITY AND PRIVACY COMMITMENTS IN OUR CLOUD BUSINESS. IN EVALUATING ESTIMATED LOSSES ON THESE OBLIGATIONS, WE CONSIDER FACTORS SUCH AS THE DEGREE OF PROBABILITY OF AN UNFAVORABLE OUTCOME AND OUR ABILITY TO MAKE A REASONABLE ESTIMATE OF THE AMOUNT OF LOSS. THESE OBLIGATIONS DID NOT HAVE A MATERIAL IMPACT IN OUR CONSOLIDATED FINANCIAL STATEMENTS DURING THE PERIODS PRESENTED.

NOTE 18 — STOCKHOLDERS’ EQUITY
SHARES OUTSTANDING
SHARES OF COMMON STOCK OUTSTANDING WERE AS FOLLOWS:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	BALANCE, BEGINNING OF YEAR
	
	
	7,708
	
	
	
	7,808
	
	
	
	8,027
	

	ISSUED
	
	
	68
	
	
	
	70
	
	
	
	75
	

	REPURCHASED
	
	
	(99
	)
	
	
	(170
	)
	
	
	(294
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	BALANCE, END OF YEAR
	
	
	7,677
	
	
	
	7,708
	
	
	
	7,808
	

	
	
	
	
	
	
	
	
	
	
	
	
	


SHARE REPURCHASES
ON SEPTEMBER 16, 2013, OUR BOARD OF DIRECTORS APPROVED A SHARE REPURCHASE PROGRAM AUTHORIZING UP TO $40.0 BILLION IN SHARE REPURCHASES. THIS SHARE REPURCHASE PROGRAM BECAME EFFECTIVE ON OCTOBER 1, 2013, AND WAS COMPLETED ON DECEMBER 22, 2016.
ON SEPTEMBER 20, 2016, OUR BOARD OF DIRECTORS APPROVED A SHARE REPURCHASE PROGRAM AUTHORIZING UP TO AN ADDITIONAL $40.0 BILLION IN SHARE REPURCHASES. THIS SHARE REPURCHASE PROGRAM COMMENCED ON DECEMBER 22, 2016 FOLLOWING COMPLETION OF THE PRIOR PROGRAM APPROVED ON SEPTEMBER 16, 2013, HAS NO EXPIRATION DATE, AND MAY BE SUSPENDED OR DISCONTINUED AT ANY TIME WITHOUT NOTICE. AS OF JUNE 30, 2018, $28.2 BILLION REMAINED OF THIS $40.0 BILLION SHARE REPURCHASE PROGRAM.
WE REPURCHASED THE FOLLOWING SHARES OF COMMON STOCK UNDER THE SHARE REPURCHASE PROGRAMS:

	(IN MILLIONS)
	
	SHARES
	
	
	AMOUNT
	
	
	SHARES
	
	
	AMOUNT
	
	
	SHARES
	
	
	AMOUNT
	

	
	

	
	
	
	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	
2018
	
	
	2017
	
	
	
2016
	

	
	
	
	
	
	
	

	FIRST QUARTER
	
	
	22
	
	
	$
	1,600
	
	
	
	63
	
	
	$
	3,550
	
	
	
	89
	
	
	$
	4,000
	

	SECOND QUARTER
	
	
	22
	
	
	
	1,800
	
	
	
	59
	
	
	
	3,533
	
	
	
	66
	
	
	
	3,600
	

	THIRD QUARTER
	
	
	34
	
	
	
	3,100
	
	
	
	25
	
	
	
	1,600
	
	
	
	69
	
	
	
	3,600
	

	FOURTH QUARTER
	
	
	21
	
	
	
	2,100
	
	
	
	23
	
	
	
	1,600
	
	
	
	70
	
	
	
	3,600
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	
	99
	
	
	$
	8,600
	
	
	
	170
	
	
	$
	10,283
	
	
	
	294
	
	
	$
	14,800
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



SHARES REPURCHASED BEGINNING IN THE THIRD QUARTER OF FISCAL YEAR 2017 WERE UNDER THE SHARE REPURCHASE PROGRAM APPROVED SEPTEMBER 20, 2016. ALL OTHER SHARES REPURCHASED WERE UNDER THE SHARE REPURCHASE PROGRAM APPROVED SEPTEMBER 16, 2013. THE ABOVE TABLE EXCLUDES SHARES REPURCHASED TO SETTLE EMPLOYEE TAX WITHHOLDING RELATED TO THE VESTING OF STOCK AWARDS. ALL REPURCHASES WERE MADE USING CASH RESOURCES.
DIVIDENDS
OUR BOARD OF DIRECTORS DECLARED THE FOLLOWING DIVIDENDS:

	DECLARATION DATE
	
	DIVIDEND
PER SHARE
	
	
	RECORD DATE
	
	
	AMOUNT
	
	
	PAYMENT DATE
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	

	FISCAL YEAR 2018
	
	
	
	
	
	
	
	(IN MILLIONS)
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	SEPTEMBER 19, 2017
	
	$
	0.42
	
	
	
	NOVEMBER 16, 2017
	
	
	$
	3,238
	
	
	
	DECEMBER 14, 2017
	

	NOVEMBER 29, 2017
	
	
	0.42
	
	
	
	FEBRUARY 15, 2018
	
	
	
	3,232
	
	
	
	MARCH 8, 2018
	

	MARCH 12, 2018
	
	
	0.42
	
	
	
	MAY 17, 2018
	
	
	
	3,226
	
	
	
	JUNE 14, 2018
	

	JUNE 13, 2018
	
	
	0.42
	
	
	
	AUGUST 16, 2018
	
	
	
	3,224
	
	
	
	SEPTEMBER 13, 2018
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	FISCAL YEAR 2017
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	SEPTEMBER 20, 2016
	
	$
	0.39
	
	
	
	NOVEMBER 17, 2016
	
	
	$
	3,024
	
	
	
	DECEMBER 8, 2016
	

	NOVEMBER 30, 2016
	
	
	0.39
	
	
	
	FEBRUARY 16, 2017
	
	
	
	3,012
	
	
	
	MARCH 9, 2017
	

	MARCH 14, 2017
	
	
	0.39
	
	
	
	MAY 18, 2017
	
	
	
	3,009
	
	
	
	JUNE 8, 2017
	

	JUNE 13, 2017
	
	
	0.39
	
	
	
	AUGUST 17, 2017
	
	
	
	3,003
	
	
	
	SEPTEMBER 14, 2017
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


THE DIVIDEND DECLARED ON JUNE 13, 2018 WAS INCLUDED IN OTHER CURRENT LIABILITIES AS OF JUNE 30, 2018.

NOTE 19 — ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)
THE FOLLOWING TABLE SUMMARIZES THE CHANGES IN ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS) BY COMPONENT:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	DERIVATIVES
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	BALANCE, BEGINNING OF PERIOD
	
	$
	134
	
	
	$
	352
	
	
	$
	590
	

	UNREALIZED GAINS, NET OF TAX OF $11, $4, AND $24
	
	
	218
	
	
	
	328
	
	
	
	351
	

	RECLASSIFICATION ADJUSTMENTS FOR GAINS INCLUDED IN REVENUE
	
	
	(185
	)
	
	
	(555
	)
	
	
	(625
	)

	TAX EXPENSE INCLUDED IN PROVISION FOR INCOME TAXES
	
	
	6
	
	
	
	9
	
	
	
	36
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	AMOUNTS RECLASSIFIED FROM ACCUMULATED OTHER COMPREHENSIVE INCOME
	
	
	(179
	)
	
	
	(546
	)
	
	
	(589
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	NET CHANGE RELATED TO DERIVATIVES, NET OF TAX OF $5, $(5), AND $(12)
	
	
	39
	
	
	
	(218
	)
	
	
	(238
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	BALANCE, END OF PERIOD
	
	$
	173
	
	
	$
	134
	
	
	$
	352
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	

	INVESTMENTS
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	BALANCE, BEGINNING OF PERIOD
	
	$
	1,825
	
	
	$
	2,941
	
	
	$
	3,169
	

	UNREALIZED GAINS (LOSSES), NET OF TAX OF $(427), $267, AND $120
	
	
	(1,146
	)
	
	
	517
	
	
	
	219
	

	RECLASSIFICATION ADJUSTMENTS FOR GAINS INCLUDED IN OTHER INCOME (EXPENSE), NET
	
	
	(2,309
	)
	
	
	(2,513
	)
	
	
	(688
	)

	TAX EXPENSE INCLUDED IN PROVISION FOR INCOME TAXES
	
	
	738
	
	
	
	880
	
	
	
	241
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	AMOUNTS RECLASSIFIED FROM ACCUMULATED OTHER COMPREHENSIVE INCOME
	
	
	(1,571
	)
	
	
	(1,633
	)
	
	
	(447
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	NET CHANGE RELATED TO INVESTMENTS, NET OF TAX OF $(1,165), $(613), AND $(121)
	
	
	(2,717
	)
	
	
	(1,116
	)
	
	
	(228
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	BALANCE, END OF PERIOD
	
	$
	(892
	)
	
	$
	1,825
	
	
	$
	2,941
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	

	TRANSLATION ADJUSTMENTS AND OTHER
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	BALANCE, BEGINNING OF PERIOD
	
	$
	(1,332
	)
	
	$
	(1,499
	)
	
	$
	(1,237
	)

	TRANSLATION ADJUSTMENTS AND OTHER, NET OF TAX EFFECTS OF $0, $9, AND $(33)
	
	
	(178
	)
	
	
	167
	
	
	
	(262
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	BALANCE, END OF PERIOD
	
	$
	(1,510
	)
	
	$
	(1,332
	)
	
	$
	(1,499
	)

	
	
	
	

	CUMULATIVE EFFECT OF ACCOUNTING CHANGE
	
	
	42
	
	
	
	0
	
	
	
	0
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS), END OF PERIOD
	
	$
	(2,187
	)
	
	$
	627
	
	
	$
	1,794
	

	
	
	
	
	
	
	
	
	
	
	
	
	




[bookmark: _Hlk484776882]NOTE 20 — EMPLOYEE STOCK AND SAVINGS PLANS
WE GRANT STOCK-BASED COMPENSATION TO EMPLOYEES AND DIRECTORS. AS OF JUNE 30, 2018, AN AGGREGATE OF 381 MILLION SHARES WERE AUTHORIZED FOR FUTURE GRANT UNDER OUR STOCK PLANS. IN FISCAL YEAR 2018, OUR BOARD OF DIRECTORS APPROVED THE 2017 STOCK PLAN, WHICH AUTHORIZED AN ADDITIONAL 308 MILLION SHARES FOR FUTURE GRANT UNDER OUR STOCK PLANS. AWARDS THAT EXPIRE OR ARE CANCELED WITHOUT DELIVERY OF SHARES GENERALLY BECOME AVAILABLE FOR ISSUANCE UNDER THE PLANS. WE ISSUE NEW SHARES OF MICRASOFT COMMON STOCK TO SATISFY VESTING OF AWARDS GRANTED UNDER OUR STOCK PLANS. WE ALSO HAVE AN ESPP FOR ALL ELIGIBLE EMPLOYEES.
STOCK-BASED COMPENSATION EXPENSE AND RELATED INCOME TAX BENEFITS WERE AS FOLLOWS:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	STOCK-BASED COMPENSATION EXPENSE
	
	$
	3,940
	
	
	$
	3,266
	
	
	$
	2,668
	

	INCOME TAX BENEFITS RELATED TO STOCK-BASED COMPENSATION
	
	
	823
	
	
	
	1,066
	
	
	
	882
	

	
	


STOCK PLANS
STOCK AWARDS ENTITLE THE HOLDER TO RECEIVE SHARES OF MICRASOFT COMMON STOCK AS THE AWARD VESTS. STOCK AWARDS GENERALLY VEST OVER A FOUR OR FIVE-YEAR SERVICE PERIOD.
EXECUTIVE INCENTIVE PLAN
UNDER THE EXECUTIVE INCENTIVE PLAN, THE COMPENSATION COMMITTEE APPROVES STOCK AWARDS TO EXECUTIVE OFFICERS AND CERTAIN SENIOR EXECUTIVES. RSUS GENERALLY VEST RATABLY OVER A FOUR-YEAR SERVICE PERIOD. PSUS GENERALLY VEST OVER A THREE-YEAR PERFORMANCE PERIOD. THE NUMBER OF SHARES THE PSU HOLDER RECEIVES IS BASED ON THE EXTENT TO WHICH THE CORRESPONDING PERFORMANCE GOALS HAVE BEEN ACHIEVED.
ACTIVITY FOR ALL STOCK PLANS
THE FAIR VALUE OF STOCK AWARDS WAS ESTIMATED ON THE DATE OF GRANT USING THE FOLLOWING ASSUMPTIONS:

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	DIVIDENDS PER SHARE (QUARTERLY AMOUNTS)
	
	
	$0.39 - $0.42
	
	
	
	$0.36 - $0.39
	
	
	
	$0.31 - $0.36
	

	INTEREST RATES
	
	
	1.7% - 2.9%
	
	
	
	1.2% - 2.2%
	
	
	
	1.1% - 1.8%
	

	
	


[bookmark: _Hlk487012441]DURING FISCAL YEAR 2018, THE FOLLOWING ACTIVITY OCCURRED UNDER OUR STOCK PLANS:

	SHARES
	
	
	WEIGHTED
AVERAGE
GRANT-DATE
FAIR VALUE
	

	
	

	
	

	(IN MILLIONS)
	
	
	
	

	

	STOCK AWARDS
	

	
	
	

	NONVESTED BALANCE, BEGINNING OF YEAR
	
	
	201
	
	
	$
	46.32
	

	GRANTED (A)
	
	
	70
	
	
	
	75.88
	

	VESTED
	
	
	(80
	)
	
	
	45.74
	

	FORFEITED
	
	
	(17
	)
	
	
	53.41
	

	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	NONVESTED BALANCE, END OF YEAR
	
	
	174
	
	
	
	57.85
	

	
	
	
	
	
	
	
	
	


[bookmark: _Hlk519596927](A)	INCLUDES 3 MILLION, 2 MILLION, AND 1 MILLION OF PSUS GRANTED AT TARGET AND PERFORMANCE ADJUSTMENTS ABOVE TARGET LEVELS FOR FISCAL YEARS 2018, 2017, AND 2016, RESPECTIVELY.
AS OF JUNE 30, 2018, THERE WAS APPROXIMATELY $7.0 BILLION OF TOTAL UNRECOGNIZED COMPENSATION COSTS RELATED TO STOCK AWARDS. THESE COSTS ARE EXPECTED TO BE RECOGNIZED OVER A WEIGHTED AVERAGE PERIOD OF 3 YEARS. THE WEIGHTED AVERAGE GRANT-DATE FAIR VALUE OF STOCK AWARDS GRANTED WAS $75.88, $55.64, AND $41.51 FOR FISCAL YEARS 2018, 2017, AND 2016, RESPECTIVELY. THE FAIR VALUE OF STOCK AWARDS VESTED WAS $6.6 BILLION, $4.8 BILLION, AND $3.9 BILLION, FOR FISCAL YEARS 2018, 2017, AND 2016, RESPECTIVELY.
EMPLOYEE STOCK PURCHASE PLAN
WE HAVE AN ESPP FOR ALL ELIGIBLE EMPLOYEES. SHARES OF OUR COMMON STOCK MAY BE PURCHASED BY EMPLOYEES AT THREE-MONTH INTERVALS AT 90% OF THE FAIR MARKET VALUE ON THE LAST TRADING DAY OF EACH THREE-MONTH PERIOD. EMPLOYEES MAY PURCHASE SHARES HAVING A VALUE NOT EXCEEDING 15% OF THEIR GROSS COMPENSATION DURING AN OFFERING PERIOD. EMPLOYEES PURCHASED THE FOLLOWING SHARES DURING THE PERIODS PRESENTED:

	(SHARES IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	SHARES PURCHASED
	
	
	13
	
	
	
	13
	
	
	
	15
	

	AVERAGE PRICE PER SHARE
	
	$
	76.40
	
	
	$
	56.36
	
	
	$
	44.83
	

	
	



AS OF JUNE 30, 2018, 116 MILLION SHARES OF OUR COMMON STOCK WERE RESERVED FOR FUTURE ISSUANCE THROUGH THE ESPP.
SAVINGS PLAN
WE HAVE A SAVINGS PLAN IN THE U.S. THAT QUALIFIES UNDER SECTION 401(K) OF THE INTERNAL REVENUE CODE, AND A NUMBER OF SAVINGS PLANS IN INTERNATIONAL LOCATIONS. PARTICIPATING U.S. EMPLOYEES MAY CONTRIBUTE A PORTION OF THEIR SALARY, SUBJECT TO CERTAIN LIMITATIONS. WE CONTRIBUTE FIFTY CENTS FOR EACH DOLLAR A PARTICIPANT CONTRIBUTES IN THIS PLAN, WITH A MAXIMUM EMPLOYER CONTRIBUTION OF 50% OF THE IRS CONTRIBUTION LIMIT FOR THE CALENDAR YEAR. MATCHING CONTRIBUTIONS FOR ALL PLANS WERE $807 MILLION, $734 MILLION, AND $549 MILLION IN FISCAL YEARS 2018, 2017, AND 2016, RESPECTIVELY, AND WERE EXPENSED AS CONTRIBUTED.

[bookmark: _Hlk520907450]NOTE 21 — SEGMENT INFORMATION AND GEOGRAPHIC DATA
IN ITS OPERATION OF THE BUSINESS, MANAGEMENT, INCLUDING OUR CHIEF OPERATING DECISION MAKER, WHO IS ALSO OUR CHIEF EXECUTIVE OFFICER, REVIEWS CERTAIN FINANCIAL INFORMATION, INCLUDING SEGMENTED INTERNAL PROFIT AND LOSS STATEMENTS PREPARED ON A BASIS NOT CONSISTENT WITH GAAP. DURING THE PERIODS PRESENTED, WE REPORTED OUR FINANCIAL PERFORMANCE BASED ON THE FOLLOWING SEGMENTS: PRODUCTIVITY AND BUSINESS PROCESSES, INTELLIGENT CLOUD, AND MORE PERSONAL COMPUTING.
OUR REPORTABLE SEGMENTS ARE DESCRIBED BELOW.
PRODUCTIVITY AND BUSINESS PROCESSES
OUR PRODUCTIVITY AND BUSINESS PROCESSES SEGMENT CONSISTS OF PRODUCTS AND SERVICES IN OUR PORTFOLIO OF PRODUCTIVITY, COMMUNICATION, AND INFORMATION SERVICES, SPANNING A VARIETY OF DEVICES AND PLATFORMS. THIS SEGMENT PRIMARILY COMPRISES:
•	OFFICE COMMERCIAL, INCLUDING OFFICE 365 SUBSCRIPTIONS AND OFFICE LICENSED ON-PREMISES, COMPRISING OFFICE, EXCHANGE, SHAREPOINT, SKYPE FOR BUSINESS, AND MICRASOFT TEAMS, AND RELATED CLIENT ACCESS LICENSES (“CALS”).
•	OFFICE CONSUMER, INCLUDING OFFICE 365 SUBSCRIPTIONS AND OFFICE LICENSED ON-PREMISES, AND OFFICE CONSUMER SERVICES, INCLUDING SKYPE, OUTLOOK.COM, AND ONEDRIVE.
•	LINKEDIN, INCLUDING TALENT SOLUTIONS, MARKETING SOLUTIONS, AND PREMIUM SUBSCRIPTIONS.
•	DYNAMICS BUSINESS SOLUTIONS, INCLUDING DYNAMICS ERP ON-PREMISES, DYNAMICS CRM ON-PREMISES, AND DYNAMICS 365, A SET OF CLOUD-BASED APPLICATIONS ACROSS ERP AND CRM.
INTELLIGENT CLOUD
OUR INTELLIGENT CLOUD SEGMENT CONSISTS OF OUR PUBLIC, PRIVATE, AND HYBRID SERVER PRODUCTS AND CLOUD SERVICES THAT CAN POWER MODERN BUSINESS. THIS SEGMENT PRIMARILY COMPRISES:
•	SERVER PRODUCTS AND CLOUD SERVICES, INCLUDING MICRASOFT SQL SERVER, WINDOWS SERVER, VISUAL STUDIO, SYSTEM CENTER, AND RELATED CALS, AND AZURE.
•	ENTERPRISE SERVICES, INCLUDING PREMIER SUPPORT SERVICES AND MICRASOFT CONSULTING SERVICES.
MORE PERSONAL COMPUTING
OUR MORE PERSONAL COMPUTING SEGMENT CONSISTS OF PRODUCTS AND SERVICES GEARED TOWARDS HARMONIZING THE INTERESTS OF END USERS, DEVELOPERS, AND IT PROFESSIONALS ACROSS ALL DEVICES. THIS SEGMENT PRIMARILY COMPRISES:
•	WINDOWS, INCLUDING WINDOWS OEM LICENSING AND OTHER NON-VOLUME LICENSING OF THE WINDOWS OPERATING SYSTEM; WINDOWS COMMERCIAL, COMPRISING VOLUME LICENSING OF THE WINDOWS OPERATING SYSTEM, WINDOWS CLOUD SERVICES, AND OTHER WINDOWS COMMERCIAL OFFERINGS; PATENT LICENSING; WINDOWS INTERNET OF THINGS (“IOT”); AND MSN ADVERTISING.
•	DEVICES, INCLUDING MICRASOFT SURFACE, PC ACCESSORIES, AND OTHER INTELLIGENT DEVICES.
•	GAMING, INCLUDING XBOX HARDWARE AND XBOX SOFTWARE AND SERVICES, COMPRISING XBOX LIVE TRANSACTIONS, SUBSCRIPTIONS, AND ADVERTISING (“XBOX LIVE”), VIDEO GAMES, AND THIRD-PARTY VIDEO GAME ROYALTIES.
•	SEARCH.
REVENUE AND COSTS ARE GENERALLY DIRECTLY ATTRIBUTED TO OUR SEGMENTS. HOWEVER, DUE TO THE INTEGRATED STRUCTURE OF OUR BUSINESS, CERTAIN REVENUE RECOGNIZED AND COSTS INCURRED BY ONE SEGMENT MAY BENEFIT OTHER SEGMENTS. REVENUE FROM CERTAIN CONTRACTS IS ALLOCATED AMONG THE SEGMENTS BASED ON THE RELATIVE VALUE OF THE UNDERLYING PRODUCTS AND SERVICES, WHICH CAN INCLUDE ALLOCATION BASED ON ACTUAL PRICES CHARGED, PRICES WHEN SOLD SEPARATELY, OR ESTIMATED COSTS PLUS A PROFIT MARGIN. COST OF REVENUE IS ALLOCATED IN CERTAIN CASES BASED ON A RELATIVE REVENUE METHODOLOGY. OPERATING EXPENSES THAT ARE ALLOCATED PRIMARILY INCLUDE THOSE RELATING TO MARKETING OF PRODUCTS AND SERVICES FROM WHICH MULTIPLE SEGMENTS BENEFIT AND ARE GENERALLY ALLOCATED BASED ON RELATIVE GROSS MARGIN.
IN ADDITION, CERTAIN COSTS INCURRED AT A CORPORATE LEVEL THAT ARE IDENTIFIABLE AND THAT BENEFIT OUR SEGMENTS ARE ALLOCATED TO THEM. THESE ALLOCATED COSTS INCLUDE COSTS OF: LEGAL, INCLUDING SETTLEMENTS AND FINES; INFORMATION TECHNOLOGY; HUMAN RESOURCES; FINANCE; EXCISE TAXES; FIELD SELLING; SHARED FACILITIES SERVICES; AND CUSTOMER SERVICE AND SUPPORT. EACH ALLOCATION IS MEASURED DIFFERENTLY BASED ON THE SPECIFIC FACTS AND CIRCUMSTANCES OF THE COSTS BEING ALLOCATED. CERTAIN CORPORATE-LEVEL ACTIVITY IS NOT ALLOCATED TO OUR SEGMENTS, INCLUDING IMPAIRMENT AND RESTRUCTURING EXPENSES.
SEGMENT REVENUE AND OPERATING INCOME WERE AS FOLLOWS DURING THE PERIODS PRESENTED:

	(IN MILLIONS)
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	REVENUE
	
	
	
	
	
	
	
	
	

	
	
	
	

	PRODUCTIVITY AND BUSINESS PROCESSES
	
	$
	35,865
	
	
	$
	29,870
	
	
	$
	25,792
	

	INTELLIGENT CLOUD
	
	
	32,219
	
	
	
	27,407
	
	
	
	24,952
	

	MORE PERSONAL COMPUTING
	
	
	42,276
	
	
	
	39,294
	
	
	
	40,410
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	110,360
	
	
	$
	96,571
	
	
	$
	91,154
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	OPERATING INCOME (LOSS)
	
	
	
	
	
	
	
	
	

	
	
	
	

	PRODUCTIVITY AND BUSINESS PROCESSES
	
	$
	12,924
	
	
	$
	11,389
	
	
	$
	11,756
	

	INTELLIGENT CLOUD
	
	
	11,524
	
	
	
	9,127
	
	
	
	9,249
	

	MORE PERSONAL COMPUTING
	
	
	10,610
	
	
	
	8,815
	
	
	
	6,183
	

	CORPORATE AND OTHER
	
	
	0
	
	
	
	(306
	)
	
	
	(1,110
	)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	35,058
	
	
	$
	29,025
	
	
	$
	26,078
	

	
	
	
	
	
	
	
	
	
	
	
	
	



CORPORATE AND OTHER OPERATING LOSS COMPRISED IMPAIRMENT AND RESTRUCTURING EXPENSES.

NO SALES TO AN INDIVIDUAL CUSTOMER OR COUNTRY OTHER THAN THE UNITED STATES ACCOUNTED FOR MORE THAN 10% OF REVENUE FOR THE FISCAL YEARS 2018, 2017, OR 2016. REVENUE, CLASSIFIED BY THE MAJOR GEOGRAPHIC AREAS IN WHICH OUR CUSTOMERS ARE LOCATED, WAS AS FOLLOWS:

	(IN MILLIONS)
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	UNITED STATES (A)
	
	$
	55,926
	
	
	$
	51,078
	
	
	$
	46,416
	

	OTHER COUNTRIES
	
	
	54,434
	
	
	
	45,493
	
	
	
	44,738
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	110,360
	
	
	$
	96,571
	
	
	$
	91,154
	

	
	
	
	
	
	
	
	
	
	
	
	
	



(A)	INCLUDES BILLINGS TO OEMS AND CERTAIN MULTINATIONAL ORGANIZATIONS BECAUSE OF THE NATURE OF THESE BUSINESSES AND THE IMPRACTICABILITY OF DETERMINING THE GEOGRAPHIC SOURCE OF THE REVENUE.
REVENUE FROM EXTERNAL CUSTOMERS, CLASSIFIED BY SIGNIFICANT PRODUCT AND SERVICE OFFERINGS, WAS AS FOLLOWS:

	(IN MILLIONS)
	
	
	

	
	

	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	OFFICE PRODUCTS AND CLOUD SERVICES
	
	$
	28,316
	
	
	$
	25,573
	
	
	$
	23,868
	

	SERVER PRODUCTS AND CLOUD SERVICES
	
	
	26,129
	
	
	
	21,649
	
	
	
	19,062
	

	WINDOWS
	
	
	19,518
	
	
	
	18,593
	
	
	
	17,548
	

	GAMING
	
	
	10,353
	
	
	
	9,051
	
	
	
	9,202
	

	SEARCH ADVERTISING
	
	
	7,012
	
	
	
	6,219
	
	
	
	5,428
	

	ENTERPRISE SERVICES
	
	
	5,846
	
	
	
	5,542
	
	
	
	5,659
	

	DEVICES
	
	
	5,134
	
	
	
	5,062
	
	
	
	7,888
	

	LINKEDIN
	
	
	5,259
	
	
	
	2,271
	
	
	
	0
	

	OTHER
	
	
	2,793
	
	
	
	2,611
	
	
	
	2,499
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	110,360
	
	
	$
	96,571
	
	
	$
	91,154
	

	
	
	
	
	
	
	
	
	
	
	
	
	


OUR COMMERCIAL CLOUD REVENUE, WHICH PRIMARILY COMPRISES OFFICE 365 COMMERCIAL, AZURE, DYNAMICS 365, AND OTHER CLOUD PROPERTIES, WAS $23.2 BILLION, $14.9 BILLION, AND $9.5 BILLION IN FISCAL YEARS 2018, 2017, AND 2016, RESPECTIVELY. THESE AMOUNTS ARE PRIMARILY INCLUDED IN OFFICE PRODUCTS AND SERVICES AND SERVER PRODUCTS AND CLOUD SERVICES IN THE TABLE ABOVE.

ASSETS ARE NOT ALLOCATED TO SEGMENTS FOR INTERNAL REPORTING PRESENTATIONS. A PORTION OF AMORTIZATION AND DEPRECIATION IS INCLUDED WITH VARIOUS OTHER COSTS IN AN OVERHEAD ALLOCATION TO EACH SEGMENT; IT IS IMPRACTICABLE FOR US TO SEPARATELY IDENTIFY THE AMOUNT OF AMORTIZATION AND DEPRECIATION BY SEGMENT THAT IS INCLUDED IN THE MEASURE OF SEGMENT PROFIT OR LOSS.

LONG-LIVED ASSETS, EXCLUDING FINANCIAL INSTRUMENTS AND TAX ASSETS, CLASSIFIED BY THE LOCATION OF THE CONTROLLING STATUTORY COMPANY AND WITH COUNTRIES OVER 10% OF THE TOTAL SHOWN SEPARATELY, WERE AS FOLLOWS:

	(IN MILLIONS)
	
	
	

	
	

	
	
	
	
	

	JUNE 30,
	
	2018
	
	
	2017
	
	
	2016
	

	
	
	
	

	UNITED STATES
	
	$
	44,501
	
	
	$
	42,730
	
	
	$
	25,145
	

	IRELAND
	
	
	12,843
	
	
	
	12,889
	
	
	
	2,099
	

	LUXEMBOURG
	
	
	6,856
	
	
	
	6,854
	
	
	
	6,868
	

	OTHER COUNTRIES
	
	
	15,682
	
	
	
	13,044
	
	
	
	11,047
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL
	
	$
	79,882
	
	
	$
	75,517
	
	
	$
	45,159
	

	
	
	
	
	
	
	
	
	
	
	
	
	



NOTE 22 — QUARTERLY INFORMATION (UNAUDITED)

	(IN MILLIONS, EXCEPT PER SHARE AMOUNTS)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	QUARTER ENDED
	
	SEPTEMBER 30
	
	
	DECEMBER 31
	
	
	MARCH 31
	
	
	JUNE 30
	
	TOTAL
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	FISCAL YEAR 2018
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	REVENUE
	
	$
	24,538
	
	
	$
	28,918
	
	
	$
	26,819
	
	
	$
	30,085
	
	$
	110,360
	

	GROSS MARGIN
	
	
	16,260
	
	
	
	17,854
	
	
	
	17,550
	
	
	
	20,343
	
	
	72,007
	

	OPERATING INCOME
	
	
	7,708
	
	
	
	8,679
	
	
	
	8,292
	
	
	
	10,379
	
	
	35,058
	

	NET INCOME (LOSS) (A)
	
	
	6,576
	
	
	
	(6,302
	)
	
	
	7,424
	
	
	
	8,873
	
	
	16,571
	

	BASIC EARNINGS (LOSS) PER SHARE
	
	
	0.85
	
	
	
	(0.82
	)
	
	
	0.96
	
	
	
	1.15
	
	
	2.15
	

	DILUTED EARNINGS (LOSS) PER SHARE (B)
	
	
	0.84
	
	
	
	(0.82
	)
	
	
	0.95
	
	
	
	1.14
	
	
	2.13
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



	FISCAL YEAR 2017 (C)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	REVENUE
	
	$
	21,928
	
	
	$
	25,826
	
	
	$
	23,212
	
	
	$
	25,605
	
	$
	96,571
	

	GROSS MARGIN
	
	
	14,084
	
	
	
	15,925
	
	
	
	15,152
	
	
	
	17,149
	
	
	62,310
	

	OPERATING INCOME
	
	
	6,715
	
	
	
	7,905
	
	
	
	6,723
	
	
	
	7,682
	(D)
	
	29,025
	(D)

	NET INCOME
	
	
	5,667
	
	
	
	6,267
	
	
	
	5,486
	
	
	
	8,069
	(D)
	
	25,489
	(D)

	BASIC EARNINGS PER SHARE
	
	
	0.73
	
	
	
	0.81
	
	
	
	0.71
	
	
	
	1.05
	
	
	3.29
	

	DILUTED EARNINGS PER SHARE
	
	
	0.72
	
	
	
	0.80
	
	
	
	0.70
	
	
	
	1.03
	(D)
	
	3.25
	(D)



[bookmark: _Hlk519854556](A)	REFLECTS THE NET CHARGE (BENEFIT) RELATED TO THE TCJA OF $13.8 BILLION FOR THE SECOND QUARTER, $(104) MILLION FOR THE FOURTH QUARTER, AND $13.7 BILLION FOR FISCAL YEAR 2018.
(B)	REFLECTS THE NET CHARGE (BENEFIT) RELATED TO THE TCJA, WHICH DECREASED (INCREASED) DILUTED EPS $1.78 FOR THE SECOND QUARTER, $(0.01) FOR THE FOURTH QUARTER, AND $1.75 FOR FISCAL YEAR 2018.
(C)	ON DECEMBER 8, 2016, WE ACQUIRED LINKEDIN CORPORATION. LINKEDIN HAS BEEN INCLUDED IN OUR CONSOLIDATED RESULTS OF OPERATIONS STARTING ON THE ACQUISITION DATE.
(D)	INCLUDES $306 MILLION OF EMPLOYEE SEVERANCE EXPENSES PRIMARILY RELATED TO OUR SALES AND MARKETING RESTRUCTURING PLAN, WHICH DECREASED OPERATING INCOME, NET INCOME, AND DILUTED EPS BY $306 MILLION, $243 MILLION, AND $0.04, RESPECTIVELY.



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
TO THE STOCKHOLDERS AND THE BOARD OF DIRECTORS OF MICRASOFT CORPORATION

OPINION ON THE FINANCIAL STATEMENTS

WE HAVE AUDITED THE ACCOMPANYING CONSOLIDATED BALANCE SHEETS OF MICRASOFT CORPORATION AND SUBSIDIARIES (THE “COMPANY”) AS OF JUNE 30, 2018 AND 2017, THE RELATED CONSOLIDATED STATEMENTS OF INCOME, COMPREHENSIVE INCOME, STOCKHOLDERS’ EQUITY, AND CASH FLOWS, FOR EACH OF THE THREE YEARS IN THE PERIOD ENDED JUNE 30, 2018, AND THE RELATED NOTES (COLLECTIVELY REFERRED TO AS THE “FINANCIAL STATEMENTS”). IN OUR OPINION, THE FINANCIAL STATEMENTS PRESENT FAIRLY, IN ALL MATERIAL RESPECTS, THE FINANCIAL POSITION OF THE COMPANY AS OF JUNE 30, 2018 AND 2017, AND THE RESULTS OF ITS OPERATIONS AND ITS CASH FLOWS FOR EACH OF THE THREE YEARS IN THE PERIOD ENDED JUNE 30, 2018, IN CONFORMITY WITH ACCOUNTING PRINCIPLES GENERALLY ACCEPTED IN THE UNITED STATES OF AMERICA.

WE HAVE ALSO AUDITED, IN ACCORDANCE WITH THE STANDARDS OF THE PUBLIC COMPANY ACCOUNTING OVERSIGHT BOARD (UNITED STATES) (“PCAOB”), THE COMPANY'S INTERNAL CONTROL OVER FINANCIAL REPORTING AS OF JUNE 30, 2018, BASED ON CRITERIA ESTABLISHED IN INTERNAL CONTROL — INTEGRATED FRAMEWORK (2013) ISSUED BY THE COMMITTEE OF SPONSORING ORGANIZATIONS OF THE TREADWAY COMMISSION AND OUR REPORT DATED AUGUST 3, 2018, EXPRESSED AN UNQUALIFIED OPINION ON THE COMPANY'S INTERNAL CONTROL OVER FINANCIAL REPORTING.

CHANGE IN ACCOUNTING PRINCIPLES

AS DISCUSSED IN NOTE 1 TO THE FINANCIAL STATEMENTS, THE COMPANY HAS CHANGED ITS METHOD OF ACCOUNTING FOR REVENUE FROM CONTRACTS WITH CUSTOMERS AND FOR ACCOUNTING FOR LEASES IN FISCAL YEAR 2018 DUE TO THE ADOPTION OF THE NEW REVENUE STANDARD AND NEW LEASE STANDARD, RESPECTIVELY. THE COMPANY ADOPTED THE NEW REVENUE STANDARD USING THE FULL RETROSPECTIVE APPROACH AND ADOPTED THE NEW LEASE STANDARD USING A MODIFIED RETROSPECTIVE APPROACH.

BASIS FOR OPINION

THESE FINANCIAL STATEMENTS ARE THE RESPONSIBILITY OF THE COMPANY'S MANAGEMENT. OUR RESPONSIBILITY IS TO EXPRESS AN OPINION ON THE COMPANY’S FINANCIAL STATEMENTS BASED ON OUR AUDITS. WE ARE A PUBLIC ACCOUNTING FIRM REGISTERED WITH THE PCAOB AND ARE REQUIRED TO BE INDEPENDENT WITH RESPECT TO THE COMPANY IN ACCORDANCE WITH THE U.S. FEDERAL SECURITIES LAWS AND THE APPLICABLE RULES AND REGULATIONS OF THE SECURITIES AND EXCHANGE COMMISSION AND THE PCAOB.

WE CONDUCTED OUR AUDITS IN ACCORDANCE WITH THE STANDARDS OF THE PCAOB. THOSE STANDARDS REQUIRE THAT WE PLAN AND PERFORM THE AUDIT TO OBTAIN REASONABLE ASSURANCE ABOUT WHETHER THE FINANCIAL STATEMENTS ARE FREE OF MATERIAL MISSTATEMENT, WHETHER DUE TO ERROR OR FRAUD. OUR AUDITS INCLUDED PERFORMING PROCEDURES TO ASSESS THE RISKS OF MATERIAL MISSTATEMENT OF THE FINANCIAL STATEMENTS, WHETHER DUE TO ERROR OR FRAUD, AND PERFORMING PROCEDURES THAT RESPOND TO THOSE RISKS. SUCH PROCEDURES INCLUDED EXAMINING, ON A TEST BASIS, EVIDENCE REGARDING THE AMOUNTS AND DISCLOSURES IN THE FINANCIAL STATEMENTS. OUR AUDITS ALSO INCLUDED EVALUATING THE ACCOUNTING PRINCIPLES USED AND SIGNIFICANT ESTIMATES MADE BY MANAGEMENT, AS WELL AS EVALUATING THE OVERALL PRESENTATION OF THE FINANCIAL STATEMENTS. WE BELIEVE THAT OUR AUDITS PROVIDE A REASONABLE BASIS FOR OUR OPINION.

/S/    DELOITTE & TOUCHE LLP
SEATTLE, WASHINGTON
AUGUST 3, 2018
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WE HAVE SERVED AS THE COMPANY’S AUDITOR SINCE 1983.
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[bookmark: ITEM_9_CHANGES_IN_DISAGREEMENTS_WITH_ACC]ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
NOT APPLICABLE.
[bookmark: ITEM_9A_CONTROLS_PROCEDURES]ITEM 9A. CONTROLS AND PROCEDURES
UNDER THE SUPERVISION AND WITH THE PARTICIPATION OF OUR MANAGEMENT, INCLUDING THE CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER, WE HAVE EVALUATED THE EFFECTIVENESS OF OUR DISCLOSURE CONTROLS AND PROCEDURES AS REQUIRED BY EXCHANGE ACT RULE 13A-15(B) AS OF THE END OF THE PERIOD COVERED BY THIS REPORT. BASED ON THAT EVALUATION, THE CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER HAVE CONCLUDED THAT THESE DISCLOSURE CONTROLS AND PROCEDURES ARE EFFECTIVE.
[bookmark: REPORT_MANAGEMENT_ON_INTERNAL_CONTROL_OV]REPORT OF MANAGEMENT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
OUR MANAGEMENT IS RESPONSIBLE FOR ESTABLISHING AND MAINTAINING ADEQUATE INTERNAL CONTROL OVER FINANCIAL REPORTING FOR THE COMPANY. INTERNAL CONTROL OVER FINANCIAL REPORTING IS A PROCESS TO PROVIDE REASONABLE ASSURANCE REGARDING THE RELIABILITY OF OUR FINANCIAL REPORTING FOR EXTERNAL PURPOSES IN ACCORDANCE WITH ACCOUNTING PRINCIPLES GENERALLY ACCEPTED IN THE UNITED STATES OF AMERICA. INTERNAL CONTROL OVER FINANCIAL REPORTING INCLUDES MAINTAINING RECORDS THAT IN REASONABLE DETAIL ACCURATELY AND FAIRLY REFLECT OUR TRANSACTIONS; PROVIDING REASONABLE ASSURANCE THAT TRANSACTIONS ARE RECORDED AS NECESSARY FOR PREPARATION OF OUR FINANCIAL STATEMENTS; PROVIDING REASONABLE ASSURANCE THAT RECEIPTS AND EXPENDITURES OF COMPANY ASSETS ARE MADE IN ACCORDANCE WITH MANAGEMENT AUTHORIZATION; AND PROVIDING REASONABLE ASSURANCE THAT UNAUTHORIZED ACQUISITION, USE, OR DISPOSITION OF COMPANY ASSETS THAT COULD HAVE A MATERIAL EFFECT ON OUR FINANCIAL STATEMENTS WOULD BE PREVENTED OR DETECTED ON A TIMELY BASIS. BECAUSE OF ITS INHERENT LIMITATIONS, INTERNAL CONTROL OVER FINANCIAL REPORTING IS NOT INTENDED TO PROVIDE ABSOLUTE ASSURANCE THAT A MISSTATEMENT OF OUR FINANCIAL STATEMENTS WOULD BE PREVENTED OR DETECTED.
MANAGEMENT CONDUCTED AN EVALUATION OF THE EFFECTIVENESS OF OUR INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON THE FRAMEWORK IN INTERNAL CONTROL – INTEGRATED FRAMEWORK (2013) ISSUED BY THE COMMITTEE OF SPONSORING ORGANIZATIONS OF THE TREADWAY COMMISSION. BASED ON THIS EVALUATION, MANAGEMENT CONCLUDED THAT THE COMPANY’S INTERNAL CONTROL OVER FINANCIAL REPORTING WAS EFFECTIVE AS OF JUNE 30, 2018. DELOITTE & TOUCHE LLP HAS AUDITED OUR INTERNAL CONTROL OVER FINANCIAL REPORTING AS OF JUNE 30, 2018; THEIR REPORT IS INCLUDED IN ITEM 9A.
THERE WERE NO CHANGES IN OUR INTERNAL CONTROL OVER FINANCIAL REPORTING DURING THE QUARTER ENDED JUNE 30, 2018 THAT HAVE MATERIALLY AFFECTED, OR ARE REASONABLY LIKELY TO MATERIALLY AFFECT, OUR INTERNAL CONTROL OVER FINANCIAL REPORTING. WE IMPLEMENTED INTERNAL CONTROLS TO ENSURE WE ADEQUATELY EVALUATED OUR CONTRACTS AND PROPERLY ASSESSED THE IMPACT OF THE NEW ACCOUNTING STANDARDS RELATED TO REVENUE RECOGNITION AND LEASES ON OUR FINANCIAL STATEMENTS TO FACILITATE THEIR ADOPTION ON JULY 1, 2017. THERE WERE NO SIGNIFICANT CHANGES TO OUR INTERNAL CONTROL OVER FINANCIAL REPORTING DUE TO THE ADOPTION OF THE NEW STANDARDS.
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[bookmark: REPORT_INDEPENDENT_REGISTERED_PUBLIC_ACC]REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
TO THE STOCKHOLDERS AND THE BOARD OF DIRECTORS OF MICRASOFT CORPORATION
OPINION ON INTERNAL CONTROL OVER FINANCIAL REPORTING

WE HAVE AUDITED THE INTERNAL CONTROL OVER FINANCIAL REPORTING OF MICRASOFT CORPORATION AND SUBSIDIARIES (THE "COMPANY") AS OF JUNE 30, 2018, BASED ON CRITERIA ESTABLISHED IN INTERNAL CONTROL — INTEGRATED FRAMEWORK (2013) ISSUED BY THE COMMITTEE OF SPONSORING ORGANIZATIONS OF THE TREADWAY COMMISSION (COSO). IN OUR OPINION, THE COMPANY MAINTAINED, IN ALL MATERIAL RESPECTS, EFFECTIVE INTERNAL CONTROL OVER FINANCIAL REPORTING AS OF JUNE 30, 2018, BASED ON THE CRITERIA ESTABLISHED IN INTERNAL CONTROL — INTEGRATED FRAMEWORK (2013) ISSUED BY COSO.

WE HAVE ALSO AUDITED, IN ACCORDANCE WITH THE STANDARDS OF THE PUBLIC COMPANY ACCOUNTING OVERSIGHT BOARD (UNITED STATES) (PCAOB), THE CONSOLIDATED FINANCIAL STATEMENTS AND THE RELATED NOTES (COLLECTIVELY REFERRED TO AS THE “FINANCIAL STATEMENTS”) AS OF AND FOR THE YEAR ENDED JUNE 30, 2018, OF THE COMPANY AND OUR REPORT DATED AUGUST 3, 2018, EXPRESSED AN UNQUALIFIED OPINION ON THOSE FINANCIAL STATEMENTS AND INCLUDED AN EXPLANATORY PARAGRAPH RELATED TO THE COMPANY’S CHANGE IN METHOD OF ACCOUNTING FOR REVENUE FROM CONTRACTS WITH CUSTOMERS AND FOR ACCOUNTING FOR LEASES IN FISCAL YEAR 2018 DUE TO THE ADOPTION OF THE NEW REVENUE STANDARD AND NEW LEASE STANDARD, RESPECTIVELY.

BASIS FOR OPINION

THE COMPANY'S MANAGEMENT IS RESPONSIBLE FOR MAINTAINING EFFECTIVE INTERNAL CONTROL OVER FINANCIAL REPORTING AND FOR ITS ASSESSMENT OF THE EFFECTIVENESS OF INTERNAL CONTROL OVER FINANCIAL REPORTING, INCLUDED IN THE ACCOMPANYING REPORT OF MANAGEMENT ON INTERNAL CONTROL OVER FINANCIAL REPORTING. OUR RESPONSIBILITY IS TO EXPRESS AN OPINION ON THE COMPANY'S INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON OUR AUDIT. WE ARE A PUBLIC ACCOUNTING FIRM REGISTERED WITH THE PCAOB AND ARE REQUIRED TO BE INDEPENDENT WITH RESPECT TO THE COMPANY IN ACCORDANCE WITH THE U.S. FEDERAL SECURITIES LAWS AND THE APPLICABLE RULES AND REGULATIONS OF THE SECURITIES AND EXCHANGE COMMISSION AND THE PCAOB.

WE CONDUCTED OUR AUDIT IN ACCORDANCE WITH THE STANDARDS OF THE PCAOB. THOSE STANDARDS REQUIRE THAT WE PLAN AND PERFORM THE AUDIT TO OBTAIN REASONABLE ASSURANCE ABOUT WHETHER EFFECTIVE INTERNAL CONTROL OVER FINANCIAL REPORTING WAS MAINTAINED IN ALL MATERIAL RESPECTS. OUR AUDIT INCLUDED OBTAINING AN UNDERSTANDING OF INTERNAL CONTROL OVER FINANCIAL REPORTING, ASSESSING THE RISK THAT A MATERIAL WEAKNESS EXISTS, TESTING AND EVALUATING THE DESIGN AND OPERATING EFFECTIVENESS OF INTERNAL CONTROL BASED ON THE ASSESSED RISK, AND PERFORMING SUCH OTHER PROCEDURES AS WE CONSIDERED NECESSARY IN THE CIRCUMSTANCES. WE BELIEVE THAT OUR AUDIT PROVIDES A REASONABLE BASIS FOR OUR OPINION.

DEFINITION AND LIMITATIONS OF INTERNAL CONTROL OVER FINANCIAL REPORTING

A COMPANY'S INTERNAL CONTROL OVER FINANCIAL REPORTING IS A PROCESS DESIGNED TO PROVIDE REASONABLE ASSURANCE REGARDING THE RELIABILITY OF FINANCIAL REPORTING AND THE PREPARATION OF FINANCIAL STATEMENTS FOR EXTERNAL PURPOSES IN ACCORDANCE WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES. A COMPANY'S INTERNAL CONTROL OVER FINANCIAL REPORTING INCLUDES THOSE POLICIES AND PROCEDURES THAT (1) PERTAIN TO THE MAINTENANCE OF RECORDS THAT, IN REASONABLE DETAIL, ACCURATELY AND FAIRLY REFLECT THE TRANSACTIONS AND DISPOSITIONS OF THE ASSETS OF THE COMPANY; (2) PROVIDE REASONABLE ASSURANCE THAT TRANSACTIONS ARE RECORDED AS NECESSARY TO PERMIT PREPARATION OF FINANCIAL STATEMENTS IN ACCORDANCE WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES, AND THAT RECEIPTS AND EXPENDITURES OF THE COMPANY ARE BEING MADE ONLY IN ACCORDANCE WITH AUTHORIZATIONS OF MANAGEMENT AND DIRECTORS OF THE COMPANY; AND (3) PROVIDE REASONABLE ASSURANCE REGARDING PREVENTION OR TIMELY DETECTION OF UNAUTHORIZED ACQUISITION, USE, OR DISPOSITION OF THE COMPANY'S ASSETS THAT COULD HAVE A MATERIAL EFFECT ON THE FINANCIAL STATEMENTS.

BECAUSE OF ITS INHERENT LIMITATIONS, INTERNAL CONTROL OVER FINANCIAL REPORTING MAY NOT PREVENT OR DETECT MISSTATEMENTS. ALSO, PROJECTIONS OF ANY EVALUATION OF EFFECTIVENESS TO FUTURE PERIODS ARE SUBJECT TO THE RISK THAT CONTROLS MAY BECOME INADEQUATE BECAUSE OF CHANGES IN CONDITIONS, OR THAT THE DEGREE OF COMPLIANCE WITH THE POLICIES OR PROCEDURES MAY DETERIORATE.
/S/    DELOITTE & TOUCHE LLP
SEATTLE, WASHINGTON
AUGUST 3, 2018
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[bookmark: ITEM_9B_OR_INFORMATION]ITEM 9B. OTHER INFORMATION
DURING THE QUARTER ENDED DECEMBER 31, 2017, MICRASOFT PROVIDED SOFTWARE SERVICES TO A PERSON OR ENTITY IDENTIFIED UNDER SECTION 560.304 OF TITLE 31, CODE OF FEDERAL REGULATIONS. THE SERVICES CONSTITUTED A CLOUD-BASED SPAM AND MALWARE FILTERING SERVICE AND THE CLOUD-BASED PROVISION OF OFFICE 365 SOFTWARE SERVICES PROVIDED TO TWO ENTITIES ASSOCIATED WITH THE IRANIAN BANK, BANK SEPAH – BANK SEPAH INTERNATIONAL PLC AND BANQUE SEPAH, RESPECTIVELY. FOR THE FORMER, AN ANNUAL SERVICE FEE EQUIVALENT TO $600 WAS CHARGED FOR A ONE-YEAR PERIOD BEGINNING IN FEBRUARY 2017, AND FOR THE LATTER, USE RIGHTS WERE CHARGED AT A PRICE EQUIVALENT TO APPROXIMATELY $55 PER MONTH FROM SEPTEMBER 2016 THROUGH NOVEMBER 2017, TOTALING $770. IT IS NOT POSSIBLE TO DETERMINE THE PRECISE PROFITS, IF ANY, ATTRIBUTABLE TO THESE ACTIVITIES, THOUGH THEY ARE LESS THAN THE ASSOCIATED REVENUES. MICRASOFT HAS CEASED PROVIDING THESE SOFTWARE SERVICES TO THESE ENTITIES AND HAS NO INTENTION OF DOING SO IN THE FUTURE.
PART III
[bookmark: ITEM_10_DIRECTORS_EXECUTIVE_FICERS_CORPO]ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
A LIST OF OUR EXECUTIVE OFFICERS AND BIOGRAPHICAL INFORMATION APPEARS IN PART I, ITEM 1 OF THIS FORM 10-K. INFORMATION ABOUT OUR DIRECTORS MAY BE FOUND UNDER THE CAPTION “OUR DIRECTOR NOMINEES” IN OUR PROXY STATEMENT FOR THE ANNUAL MEETING OF SHAREHOLDERS TO BE HELD NOVEMBER 28, 2018 (THE “PROXY STATEMENT”). INFORMATION ABOUT OUR AUDIT COMMITTEE MAY BE FOUND UNDER THE CAPTION “BOARD COMMITTEES” IN THE PROXY STATEMENT. THAT INFORMATION IS INCORPORATED HEREIN BY REFERENCE.
THE INFORMATION IN THE PROXY STATEMENT SET FORTH UNDER THE CAPTION “SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE” IS INCORPORATED HEREIN BY REFERENCE.
WE HAVE ADOPTED THE MICRASOFT FINANCE CODE OF PROFESSIONAL CONDUCT (THE “FINANCE CODE OF ETHICS”), A CODE OF ETHICS THAT APPLIES TO OUR CHIEF EXECUTIVE OFFICER, CHIEF FINANCIAL OFFICER, CHIEF ACCOUNTING OFFICER, AND OTHER FINANCE ORGANIZATION EMPLOYEES. THE FINANCE CODE OF ETHICS IS PUBLICLY AVAILABLE ON OUR WEBSITE AT HTTPS://AKA.MS/FINANCECODEPROFESSIONALCONDUCT. IF WE MAKE ANY SUBSTANTIVE AMENDMENTS TO THE FINANCE CODE OF ETHICS OR GRANT ANY WAIVER, INCLUDING ANY IMPLICIT WAIVER, FROM A PROVISION OF THE CODE TO OUR CHIEF EXECUTIVE OFFICER, CHIEF FINANCIAL OFFICER, OR CHIEF ACCOUNTING OFFICER, WE WILL DISCLOSE THE NATURE OF THE AMENDMENT OR WAIVER ON THAT WEBSITE OR IN A REPORT ON FORM 8-K.
[bookmark: ITEM_11_EXECUTIVE_COMPENSATION]ITEM 11. EXECUTIVE COMPENSATION
THE INFORMATION IN THE PROXY STATEMENT SET FORTH UNDER THE CAPTIONS “DIRECTOR COMPENSATION,” “NAMED EXECUTIVE OFFICER COMPENSATION,” “COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION,” AND “COMPENSATION COMMITTEE REPORT” IS INCORPORATED HEREIN BY REFERENCE.
[bookmark: ITEM_12_SECURITY_OWNERSHIP_CERTAIN_BENEF]ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTERS
THE INFORMATION IN THE PROXY STATEMENT SET FORTH UNDER THE CAPTIONS “STOCK OWNERSHIP INFORMATION,” “PRINCIPAL SHAREHOLDERS” AND “EQUITY COMPENSATION PLAN INFORMATION” IS INCORPORATED HEREIN BY REFERENCE.
[bookmark: ITEM_13_CERTAIN_RELATIONSHIPS_RELATED_TR]ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE
THE INFORMATION SET FORTH IN THE PROXY STATEMENT UNDER THE CAPTIONS “DIRECTOR INDEPENDENCE” AND “CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS” IS INCORPORATED HEREIN BY REFERENCE.
[bookmark: ITEM_14_PRINCIPAL_ACCOUNTING_FEES_SERVIC]ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
PART II, III
Item 9B, 10, 11, 12, 13, 14

INFORMATION CONCERNING PRINCIPAL ACCOUNTANT FEES AND SERVICES APPEARS IN THE PROXY STATEMENT UNDER THE HEADINGS “FEES BILLED BY DELOITTE & TOUCHE” AND “POLICY ON AUDIT COMMITTEE PRE-APPROVAL OF AUDIT AND PERMISSIBLE NON-AUDIT SERVICES OF INDEPENDENT AUDITOR” AND IS INCORPORATED HEREIN BY REFERENCE. 
PART IV
[bookmark: _Hlk488567868][bookmark: ITEM_15_EXHIBITS_FINANCIAL_STATEMENT_SCH]ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(A)	FINANCIAL STATEMENTS AND SCHEDULES
THE FINANCIAL STATEMENTS ARE SET FORTH UNDER ITEM 8 OF THIS FORM 10-K, AS INDEXED BELOW. FINANCIAL STATEMENT SCHEDULES HAVE BEEN OMITTED SINCE THEY EITHER ARE NOT REQUIRED, NOT APPLICABLE, OR THE INFORMATION IS OTHERWISE INCLUDED.
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	3.1
	
	AMENDED AND RESTATED ARTICLES OF INCORPORATION OF MICRASOFT CORPORATION
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	BYLAWS OF MICRASOFT CORPORATION
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	3.2
	
	
	
	6/14/17
	

	
	
	
	
	
	
	

	4.1
	
	FORM OF INDENTURE BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE (“BASE INDENTURE”)
	
	
	
	
	S-3ASR
	
	
	
	
	
	
	
	4.1
	
	
	
	11/20/08
	

	
	
	
	
	
	
	

	4.2
	
	FORM OF FIRST SUPPLEMENTAL INDENTURE FOR 2.95% NOTES DUE 2014, 4.20% NOTES DUE 2019, AND 5.20% NOTES DUE 2039, DATED AS OF MAY 18, 2009, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE, TO THE BASE INDENTURE
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	4.2
	
	
	
	5/15/09
	

	
	
	
	
	
	
	

	4.5
	
	FORM OF SECOND SUPPLEMENTAL INDENTURE FOR 0.875% NOTES DUE 2013, 1.625% NOTES DUE 2015, 3.00% NOTES DUE 2020, AND 4.50% NOTES DUE 2040, DATED AS OF SEPTEMBER 27, 2010, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE, TO THE INDENTURE, DATED AS OF MAY 18, 2009, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE
	
	
	
	
	8-K
	
	
	
	
	
	
	
	4.2
	
	
	
	9/27/10
	

	
	
	
	
	
	
	
	

	4.6
	
	THIRD SUPPLEMENTAL INDENTURE FOR 2.500% NOTES DUE 2016, 4.000% NOTES DUE 2021, AND 5.300% NOTES DUE 2041, DATED AS OF FEBRUARY 8, 2011, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE, TO THE INDENTURE, DATED AS OF MAY 18, 2009, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE
	
	
	
	
	8-K
	
	
	
	
	
	
	
	4.2
	
	
	
	2/8/11
	

	
	
	
	
	
	
	

	4.7
	
	FOURTH SUPPLEMENTAL INDENTURE FOR 0.875% NOTES DUE 2017, 2.125% NOTES DUE 2022, AND 3.500% NOTES DUE 2042, DATED AS OF NOVEMBER 7, 2012, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE, TO THE INDENTURE, DATED AS OF MAY 18, 2009, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE
	
	
	
	
	8-K
	
	
	
	
	
	
	
	4.1
	
	
	
	11/7/12
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	4.8
	
	FIFTH SUPPLEMENTAL INDENTURE FOR 2.625% NOTES DUE 2033, DATED AS OF MAY 2, 2013, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE, TO THE INDENTURE, DATED AS OF MAY 18, 2009, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE
	
	
	
	
	8-K
	
	
	
	
	
	
	
	4.1
	
	
	
	5/1/13
	

	
	
	
	
	
	
	

	4.9
	
	SIXTH SUPPLEMENTAL INDENTURE FOR 1.000% NOTES DUE 2018, 2.375% NOTES DUE 2023, AND 3.750% NOTES DUE 2043, DATED AS OF MAY 2, 2013, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE, TO THE INDENTURE, DATED AS OF MAY 18, 2009, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE
	
	
	
	
	8-K
	
	
	
	
	
	
	
	4.2
	
	
	
	5/1/13
	

	
	
	
	
	
	
	

	4.10
	
	SEVENTH SUPPLEMENTAL INDENTURE FOR 2.125% NOTES DUE 2021 AND 3.125% NOTES DUE 2028, DATED AS OF DECEMBER 6, 2013, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE, TO THE INDENTURE, DATED AS OF MAY 18, 2009, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE
	
	
	
	
	8-K
	
	
	
	
	
	
	
	4.1
	
	
	
	12/6/13
	

	
	
	
	
	
	
	
	

	4.11
	
	EIGHTH SUPPLEMENTAL INDENTURE FOR 1.625% NOTES DUE 2018, 3.625% NOTES DUE 2023, AND 4.875% NOTES DUE 2043, DATED AS OF DECEMBER 6, 2013, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE, TO THE INDENTURE, DATED AS OF MAY 18, 2009, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE
	
	
	
	
	8-K
	
	
	
	
	
	
	
	4.2
	
	
	
	12/6/13
	

	
	
	
	
	
	
	

	4.12
	
	NINTH SUPPLEMENTAL INDENTURE FOR 1.850% NOTES DUE 2020, 2.375% NOTES DUE 2022, 2.700% NOTES DUE 2025, 3.500% NOTES DUE 2035, 3.750% NOTES DUE 2045, AND 4.000% NOTES DUE 2055, DATED AS OF FEBRUARY 12, 2015, BETWEEN MICRASOFT CORPORATION AND U.S. BANK NATIONAL ASSOCIATION, AS TRUSTEE, TO THE INDENTURE, DATED AS OF MAY 18, 2009, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE
	
	
	
	
	8-K
	
	
	
	
	
	
	
	4.1
	
	
	
	2/12/15
	

	
	
	
	
	
	
	
	

	4.13
	
	TENTH SUPPLEMENTAL INDENTURE FOR 1.300% NOTES DUE 2018, 2.000% NOTES DUE 2020, 2.650% NOTES DUE 2022, 3.125% NOTES DUE 2025, 4.200% NOTES DUE 2035, 4.450% NOTES DUE 2045, AND 4.750% NOTES DUE 2055, DATED AS OF NOVEMBER 3, 2015, BETWEEN MICRASOFT CORPORATION AND U.S. BANK NATIONAL ASSOCIATION, AS TRUSTEE, TO THE INDENTURE, DATED AS OF MAY 18, 2009, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE
	
	
	
	
	8-K
	
	
	
	
	
	
	
	4.1
	
	
	
	11/3/15
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	4.14
	
	ELEVENTH SUPPLEMENTAL INDENTURE FOR 1.100% NOTES DUE 2019, 1.550% NOTES DUE 2021, 2.000% NOTES DUE 2023, 2.400% NOTES DUE 2026, 3.450% NOTES DUE 2036, 3.700% NOTES DUE 2046, AND 3.950% NOTES DUE 2056, DATED AS OF AUGUST 8, 2016, BETWEEN MICRASOFT CORPORATION AND U.S. BANK, NATIONAL ASSOCIATION, AS TRUSTEE, TO THE INDENTURE, DATED AS OF MAY 18, 2009, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE
	
	
	
	
	8-K
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	8/5/16
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	4.15
	
	TWELFTH SUPPLEMENTAL INDENTURE FOR 1.850% NOTES DUE 2020, 2.400% NOTES DUE 2022, 2.875% NOTES DUE 2024, 3.300% NOTES DUE 2027, 4.100% NOTES DUE 2037, 4.250% NOTES DUE 2047, AND 4.500% NOTES DUE 2057, DATED AS OF FEBRUARY 6, 2017, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE, TO THE INDENTURE, DATED AS OF MAY 18, 2009, BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE
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	MICRASOFT CORPORATION 2001 STOCK PLAN
	
	
	
	
	10-Q
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	MICRASOFT CORPORATION EMPLOYEE STOCK PURCHASE PLAN
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	MICRASOFT CORPORATION DEFERRED COMPENSATION PLAN
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	MICRASOFT CORPORATION 2017 STOCK PLAN
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	10.7*
	
	FORM OF STOCK AWARD AGREEMENT UNDER THE MICRASOFT CORPORATION 2017 STOCK PLAN
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	10.26
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	10.8*
	
	FORM OF PERFORMANCE STOCK AWARD AGREEMENT UNDER THE MICRASOFT CORPORATION 2017 STOCK PLAN
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	AMENDED AND RESTATED OFFICERS’ INDEMNIFICATION TRUST AGREEMENT BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE
	
	
	
	
	10-Q
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	AMENDED AND RESTATED DIRECTORS’ INDEMNIFICATION TRUST AGREEMENT BETWEEN MICRASOFT CORPORATION AND THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A., AS TRUSTEE
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	MICRASOFT CORPORATION DEFERRED COMPENSATION PLAN FOR NON-EMPLOYEE DIRECTORS
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	10.17*
	
	EXECUTIVE OFFICER INCENTIVE PLAN
	
	
	
	
	10-Q
	
	
	
	9/30/15
	
	
	
	10.17
	
	
	
	10/22/15
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EXHIBIT 10.5
[bookmark: _DV_M0]MICRASOFT CORPORATION
[bookmark: _DV_M1]DEFERRED COMPENSATION PLAN
[bookmark: _DV_M2][bookmark: _DV_C5][bookmark: _DV_M3](RESTATED EFFECTIVE AS OF MAY 15, 2015)


[bookmark: _DV_M4]1.	PURPOSE.

[bookmark: _DV_M5]THE PURPOSE OF THE MICRASOFT CORPORATION DEFERRED COMPENSATION PLAN (THE “PLAN”) IS TO FURTHER THE LONG-TERM GROWTH OF MICRASOFT CORPORATION (THE “COMPANY”) BY ALLOWING SELECTED COMPANY EXECUTIVES AND OTHER SENIOR MANAGEMENT OR HIGHLY COMPENSATED EMPLOYEES TO DEFER RECEIPT OF CERTAIN COMPENSATION IN ORDER TO KEEP THEIR FINANCIAL INTERESTS ALIGNED WITH THE COMPANY AND PROVIDE THEM WITH A LONG-TERM INCENTIVE TO CONTINUE EMPLOYMENT WITH THE COMPANY.

[bookmark: _DV_M6]THE PLAN WAS FORMERLY KNOWN AS THE 1998 MICRASOFT CORPORATION STOCK OPTION GAIN AND BONUS DEFERRAL PROGRAM.  THE NAME OF THE PLAN WAS CHANGED PURSUANT TO A RESTATEMENT EFFECTIVE JANUARY 1, 2006.

[bookmark: _DV_M7]THIS PLAN IS INTENDED (1) TO COMPLY WITH SECTION 409A OF THE INTERNAL REVENUE CODE, AS AMENDED (THE “CODE”) AND OFFICIAL GUIDANCE ISSUED THEREUNDER (EXCEPT WITH RESPECT TO AMOUNTS COVERED BY APPENDIX B), AND (2) TO BE “A PLAN WHICH IS UNFUNDED AND IS MAINTAINED BY AN EMPLOYER PRIMARILY FOR THE PURPOSE OF PROVIDING DEFERRED COMPENSATION FOR A SELECT GROUP OF MANAGEMENT OR HIGHLY COMPENSATED EMPLOYEES” WITHIN THE MEANING OF SECTIONS 201(2), 301(A)(3) AND 401(A)(1) OF THE EMPLOYEE RETIREMENT INCOME SECURITY ACT OF 1974.  NOTWITHSTANDING ANY OTHER PROVISION OF THIS PLAN, THIS PLAN SHALL BE INTERPRETED, OPERATED AND ADMINISTERED IN A MANNER CONSISTENT WITH THESE INTENTIONS.

[bookmark: _DV_M8]2.	EFFECTIVE DATE.

[bookmark: _DV_M9][bookmark: _DV_C7]THE PLAN WAS ORIGINALLY EFFECTIVE NOVEMBER 18, 1998.  EXCEPT AS SPECIFICALLY SET FORTH BELOW, THIS RESTATEMENT OF THE PLAN IS EFFECTIVE AS OF MAY 15, 2015.

[bookmark: _DV_M10]3. 	DEFINITIONS.

[bookmark: _DV_M11]ACCOUNT – MEANS A BOOKKEEPING ACCOUNT ESTABLISHED BY THE COMPANY FOR EACH PARTICIPANT ELECTING TO DEFER ELIGIBLE INCOME UNDER THE PLAN, WHICH MAY INCLUDE SUB-ACCOUNTS FOR DIFFERENT TYPES OF ELIGIBLE INCOME DEFERRED AND FOR AMOUNTS PAYABLE AT DIFFERENT TIMES AND/OR PAYABLE IN DIFFERENT FORMS.
[bookmark: _DV_M12]
[bookmark: _DV_M13]ACQUISITION RETENTION BONUS – MEANS A BONUS PROVIDED TO A NEWLY HIRED ELIGIBLE EMPLOYEE WHO CONTINUES EMPLOYMENT WITH THE COMPANY OR A DESIGNATED SUBSIDIARY AFTER THE ACQUISITION OF A BUSINESS BY THE COMPANY OR A DESIGNATED SUBSIDIARY OR WHO BEGINS EMPLOYMENT WITH THE COMPANY OR A DESIGNATED SUBSIDIARY AS PART OF A STRATEGIC ALLIANCE.

[bookmark: _DV_M14]ACQUISITION SIGNING BONUS – MEANS A BONUS PROVIDED TO A NEWLY HIRED ELIGIBLE EMPLOYEE UPON ACCEPTANCE OF AN OFFER TO CONTINUE EMPLOYMENT WITH THE COMPANY OR A DESIGNATED SUBSIDIARY AFTER THE ACQUISITION OF A BUSINESS BY THE COMPANY OR A DESIGNATED SUBSIDIARY OR TO BEGIN EMPLOYMENT WITH THE COMPANY OR DESIGNATED SUBSIDIARY AS PART OF A STRATEGIC ALLIANCE.

[bookmark: _DV_M15]AFFILIATE – MEANS ANY CORPORATION OR OTHER ENTITY THAT IS TREATED AS A SINGLE EMPLOYER WITH THE COMPANY UNDER CODE SECTION 414.

[bookmark: _DV_M16]ANNUAL BASE SALARY – MEANS THE REGULAR ANNUAL BASE SALARY PAID TO AN ELIGIBLE EMPLOYEE.

[bookmark: _DV_M17]ANNUAL BONUS – MEANS THE AMOUNT PAYABLE TO AN ELIGIBLE EMPLOYEE AS AN ANNUAL BONUS THAT IS AWARDED IN CONNECTION WITH THE COMPANY’S ANNUAL PROCESS UNDER THE ANNUAL BONUS PLAN OR THE CASH PORTION OF AWARDS UNDER THE EXECUTIVE INCENTIVE PLAN.

BOARD – MEANS THE BOARD OF DIRECTORS OF MICRASOFT CORPORATION.

[bookmark: _DV_M18]CODE – MEANS THE INTERNAL REVENUE CODE OF 1986, AS AMENDED.

[bookmark: _DV_M19]COMPANY – MEANS MICRASOFT CORPORATION.

[bookmark: _DV_M20]DATE OF HIRE – MEANS THE DATE OF A PARTICIPANT’S FIRST DAY OF ACTIVE EMPLOYMENT WITH THE COMPANY AND ITS AFFILIATES.

[bookmark: _DV_M21]DESIGNATED SUBSIDIARY – MEANS A SUBSIDIARY OF THE COMPANY THAT HAS BEEN APPROVED FOR PARTICIPATION IN THE PLAN BY THE SENIOR HR OFFICER.  A LISTING OF THE DESIGNATED SUBSIDIARIES IS IN APPENDIX A.

[bookmark: _DV_M22]DISABLED – MEANS:

[bookmark: _DV_M23][bookmark: BM409Awayw2ywCywiy][bookmark: TCODEq40518z25][bookmark: _DV_M24][bookmark: BM409Awayw2ywCywiiy][bookmark: TCODEq40518z26][bookmark: _DV_M25](A)	A PARTICIPANT (1) IS UNABLE TO ENGAGE IN ANY SUBSTANTIAL GAINFUL ACTIVITY BY REASON OF ANY MEDICALLY DETERMINABLE PHYSICAL OR MENTAL IMPAIRMENT WHICH CAN BE EXPECTED TO RESULT IN DEATH OR CAN BE EXPECTED TO LAST FOR A CONTINUOUS PERIOD OF NOT LESS THAN 12 MONTHS, OR (2) IS, BY REASON OF ANY MEDICALLY DETERMINABLE PHYSICAL OR MENTAL IMPAIRMENT WHICH CAN BE EXPECTED TO RESULT IN DEATH OR CAN BE EXPECTED TO LAST FOR A CONTINUOUS PERIOD OF NOT LESS THAN 12 MONTHS, RECEIVING INCOME REPLACEMENT BENEFITS FOR A PERIOD OF NOT LESS THAN 3 MONTHS UNDER AN ACCIDENT AND HEALTH PLAN COVERING EMPLOYEES OF THE PARTICIPANT’S EMPLOYER.

[bookmark: _DV_M26][bookmark: _DV_M27](B)	THE PLAN ADMINISTRATOR, IN ITS COMPLETE AND SOLE DISCRETION, SHALL DETERMINE WHETHER A PARTICIPANT IS DISABLED.  THE PLAN ADMINISTRATOR MAY REQUIRE THAT THE PARTICIPANT SUBMIT TO AN EXAMINATION ON AN ANNUAL BASIS, AT THE EXPENSE OF THE COMPANY, BY A COMPETENT PHYSICIAN OR MEDICAL CLINIC SELECTED BY THE PLAN ADMINISTRATOR TO ASSIST IN DETERMINING WHETHER THE PARTICIPANT IS DISABLED.  ON THE BASIS OF SUCH MEDICAL EVIDENCE, THE DETERMINATION OF THE PLAN ADMINISTRATOR AS TO WHETHER OR NOT THE PARTICIPANT IS DISABLED (OR WHETHER HE CONTINUES TO BE DISABLED) SHALL BE CONCLUSIVE.

ELIGIBLE EMPLOYEE – MEANS:

[bookmark: _DV_M28](A)	AN EMPLOYEE OF THE COMPANY OR A DESIGNATED SUBSIDIARY WORKING IN THE U.S. AT THE COMPANY’S STOCK LEVEL 68 OR ABOVE AND, EFFECTIVE WITH RESPECT TO ELIGIBLE INCOME EARNED FOR PERIODS BEGINNING ON OR AFTER JANUARY 1, 2012, AN EMPLOYEE OF THE COMPANY OR A DESIGNATED SUBSIDIARY WORKING IN THE U.S. AT THE COMPANY’S STOCK LEVEL 67 OR ABOVE.

[bookmark: _DV_M29](B)	AN EMPLOYEE MEETING THE CRITERIA OF SUBSECTION (A) WILL NOT FAIL TO BE CONSIDERED AN ELIGIBLE EMPLOYEE SOLELY AS A RESULT OF BEING ON PAID OR UNPAID LEAVE.

[bookmark: _DV_M30]ELIGIBLE INCOME – MEANS COMPENSATION WHICH MAY BE DEFERRED UNDER THE PLAN, AS FROM TIME TO TIME DETERMINED BY THE PLAN ADMINISTRATOR, INCLUDING WITHOUT LIMITATION (1) REGULAR ENROLLMENT COMPENSATION AND (2) NEW HIRE ENROLLMENT COMPENSATION.  AMOUNTS WILL QUALIFY AS “ELIGIBLE INCOME” ONLY IF THE PARTICIPANT IS ON THE U.S. PAYROLL OF THE COMPANY OR ITS AFFILIATES AT THE TIME THE AMOUNT IS PAYABLE TO THE PARTICIPANT ABSENT DEFERRAL.

[bookmark: _DV_M31]EMPLOYEE – MEANS AN INDIVIDUAL WHO IS A REGULAR EMPLOYEE ON THE U.S. PAYROLL OF THE COMPANY OR ITS AFFILIATES.  THE TERM “EMPLOYEE” SHALL NOT INCLUDE A PERSON HIRED AS AN INDEPENDENT CONTRACTOR, LEASED EMPLOYEE, CONSULTANT, OR A PERSON OTHERWISE DESIGNATED BY THE COMPANY OR AN AFFILIATE AS NOT ELIGIBLE TO PARTICIPATE IN THE PLAN, EVEN IF SUCH PERSON IS DETERMINED TO BE A COMMON LAW EMPLOYEE OF THE COMPANY OR AN AFFILIATE BY ANY GOVERNMENTAL OR JUDICIAL AUTHORITY.

[bookmark: _DV_M32]ERISA – MEANS THE EMPLOYEE RETIREMENT INCOME SECURITY ACT OF 1974, AS AMENDED.

[bookmark: _DV_M33]FISCAL YEAR COMPENSATION – MEANS “FISCAL YEAR COMPENSATION” AS DEFINED UNDER TREAS. REG. § 1.409A-2(A)(6) OR ANY SUCCESSOR THERETO.

[bookmark: _DV_M34]HIRE DATE – MEANS THE DATE AN EMPLOYEE BECOMES EMPLOYED BY THE COMPANY OR A DESIGNATED SUBSIDIARY.  IN THE CASE OF AN INDIVIDUAL WHO BECOMES AN EMPLOYEE UPON THE ACQUISITION OF A BUSINESS BY THE COMPANY OR A DESIGNATED SUBSIDIARY, THE EMPLOYEE’S “HIRE DATE” SHALL BE HIS TRANSFER DATE.

[bookmark: _DV_M35]INVESTMENT OPTIONS – MEANS A SET OF INVESTMENT OPTIONS, WHICH MAY INCLUDE INVESTMENT OPTIONS OFFERED UNDER THE 401(K) PLAN, AND WHICH ARE FROM TIME TO TIME DETERMINED BY THE PLAN ADMINISTRATOR AND USED TO CREDIT EARNINGS, GAINS, AND LOSSES ON ACCOUNT BALANCES.

[bookmark: _DV_M36]KEY EMPLOYEE – MEANS AN EMPLOYEE TREATED AS A “SPECIFIED EMPLOYEE” UNDER CODE SECTION 409A(A)(2)(B)(I) AS OF HIS SEPARATION FROM SERVICE (I.E., A KEY EMPLOYEE (AS DEFINED UNDER CODE SECTION 416(I) WITHOUT REGARD TO PARAGRAPH (5) THEREOF) OF A CORPORATION ANY STOCK OF WHICH IS PUBLICLY TRADED ON AN ESTABLISHED SECURITIES MARKET OR OTHERWISE).  KEY EMPLOYEES SHALL BE DETERMINED IN ACCORDANCE WITH CODE SECTION 409A, USING A DECEMBER 31 IDENTIFICATION DATE.  A LISTING OF KEY EMPLOYEES AS OF AN IDENTIFICATION DATE SHALL BE EFFECTIVE FOR THE 12-MONTH PERIOD BEGINNING ON THE APRIL 1 FOLLOWING THE IDENTIFICATION DATE.

[bookmark: _DV_M37]NEW HIRE ENROLLMENT COMPENSATION – MEANS COMPENSATION FOR A NEWLY HIRED ELIGIBLE EMPLOYEE WHICH IS FROM TIME TO TIME DETERMINED BY THE PLAN ADMINISTRATOR, INCLUDING WITHOUT LIMITATION A (1) NEW HIRE SIGNING BONUS, (2) ACQUISITION RETENTION BONUS, AND (3) ACQUISITION SIGNING BONUS.

[bookmark: _DV_M38]NEW HIRE SIGNING BONUS – MEANS A BONUS PROVIDED TO A NEWLY HIRED ELIGIBLE EMPLOYEE UPON ACCEPTANCE OF AN OFFER OF EMPLOYMENT WITH THE COMPANY OR A DESIGNATED SUBSIDIARY.

[bookmark: _DV_M39]NEWLY HIRED ELIGIBLE EMPLOYEE – MEANS AN INDIVIDUAL HIRED BY THE COMPANY OR A DESIGNATED SUBSIDIARY WHO MEETS THE CRITERIA FOR AN ELIGIBLE EMPLOYEE ON HIS HIRE DATE, PROVIDED THAT AN INDIVIDUAL WHO HAS PREVIOUSLY WORKED FOR THE COMPANY OR AN AFFILIATE WILL ONLY QUALIFY AS A “NEWLY HIRED ELIGIBLE EMPLOYEE” IF HE MEETS THE REQUIREMENTS OF TREAS. REG. § 1.409A-2(A)(7) OR ANY SUCCESSOR THERETO.  GENERALLY, A RE-HIRED INDIVIDUAL WILL MEET THESE REQUIREMENTS IF (1) HE HAS BEEN PAID ANY AND ALL AMOUNTS DUE HIM UNDER THE PLAN (AND ANY PLANS REQUIRED TO BE AGGREGATED WITH THE PLAN UNDER CODE SECTION 409A) PRIOR TO RE-HIRE, OR (2) HE HAS NOT BEEN ELIGIBLE TO PARTICIPATE, OTHER THAN THE ACCRUAL OF EARNINGS, IN THE PLAN (OR ANY OTHER PLAN REQUIRED TO BE AGGREGATED WITH THE PLAN UNDER CODE SECTION 409A) FOR AT LEAST 24 MONTHS.

[bookmark: _DV_M40]OPEN ENROLLMENT – MEANS THE PERIOD OR PERIODS DURING EACH PLAN YEAR WHEN ELIGIBLE EMPLOYEES MAY ELECT TO DEFER AMOUNTS UNDER THE PLAN.  OPEN ENROLLMENT SHALL BE HELD AT THE TIME OR TIMES DESIGNATED BY THE PLAN ADMINISTRATOR.

[bookmark: _DV_M41]PARTICIPANT – MEANS AN ELIGIBLE EMPLOYEE WHO ELECTS TO DEFER ELIGIBLE INCOME UNDER THE PLAN.

[bookmark: _DV_M42]PERFORMANCE-BASED COMPENSATION – MEANS “PERFORMANCE-BASED COMPENSATION” AS DEFINED UNDER CODE SECTION 409A.

[bookmark: _DV_M43][bookmark: _DV_M44]PLAN – MEANS THE MICRASOFT CORPORATION DEFERRED COMPENSATION PLAN, AS AMENDED FROM TIME TO TIME.
[bookmark: _DV_M45]
[bookmark: _DV_M46]PLAN ADMINISTRATOR – MEANS THE SENIOR HR OFFICER OR, WITH RESPECT TO THE ELIGIBILITY OF EXECUTIVE OFFICERS OF THE COMPANY TO PARTICIPATE IN THE PLAN, THE COMPENSATION COMMITTEE OF THE BOARD.

[bookmark: _DV_M47]PLAN YEAR – MEANS THE 12-MONTH PERIOD FROM JANUARY 1 TO DECEMBER 31.

[bookmark: _DV_C8]PRE-2014 ELECTION AMOUNT – MEANS AN AMOUNT DEFERRED UNDER THE PLAN (AND EARNINGS THEREON) PURSUANT TO A DEFERRAL ELECTION THAT (1) BECOMES IRREVOCABLE DURING AN OPEN ENROLLMENT PERIOD OCCURRING BEFORE JULY 1, 2013, OR (2) IS MADE BY A NEWLY HIRED ELIGIBLE EMPLOYEE UNDER SECTION 5.1(B)(II) AND BECOMES IRREVOCABLE ON OR BEFORE DECEMBER 31, 2013.  THUS, ANNUAL BASE SALARY AMOUNTS DEFERRED AFTER 2013 AND ANNUAL BONUSES DEFERRED BASED ON ELECTIONS MADE AFTER 2013 WILL NOT BE CONSIDERED PRE-2014 ELECTION AMOUNTS.

[bookmark: _DV_M48]REGULAR ENROLLMENT COMPENSATION – MEANS COMPENSATION WHICH IS FROM TIME TO TIME DETERMINED BY THE PLAN ADMINISTRATOR, INCLUDING WITHOUT LIMITATION (1) ANNUAL BASE SALARY, AND (2) ANNUAL BONUS.

[bookmark: _DV_M49]RETIREMENT – MEANS A SEPARATION FROM SERVICE AFTER ATTAINING RETIREMENT AGE.

[bookmark: _DV_M50]RETIREMENT AGE – MEANS ONE SPECIFIED DATE FOR EACH PARTICIPANT OCCURRING ON THE EARLIER OF:  (1) PARTICIPANT’S ATTAINMENT OF AGE SIXTY-FIVE (65), OR (2) THE LATER OF PARTICIPANT’S ATTAINMENT OF AGE FIFTY-FIVE (55) OR THE TENTH (10TH) ANNIVERSARY OF HIS DATE OF HIRE.  WHEN AN EMPLOYEE BECOMES ELIGIBLE TO PARTICIPATE IN THE PLAN, THE PLAN ADMINISTRATOR SHALL DETERMINE THE RETIREMENT AGE FOR THE EMPLOYEE AS ONE SPECIFIED DATE IN ACCORDANCE WITH THE FOREGOING.

[bookmark: _DV_M51]SENIOR HR OFFICER – MEANS THE SENIOR OFFICER IN CHARGE OF THE HUMAN RESOURCES DEPARTMENT.

[bookmark: _DV_M52][bookmark: _DV_C9][bookmark: _DV_M53]SEPARATION FROM SERVICE OR SEPARATES FROM SERVICE – MEANS A “SEPARATION FROM SERVICE” WITH THE COMPANY AND ITS AFFILIATES WITHIN THE MEANING OF CODE SECTION 409A.

[bookmark: _DV_M54]401(K) PLAN – MEANS THE MICRASOFT CORPORATION SAVINGS PLUS 401(K) PLAN.

[bookmark: _DV_M55]4.	PARTICIPATION.

[bookmark: _DV_M56]4.1	AN ELIGIBLE EMPLOYEE BECOMES AN ACTIVE PARTICIPANT IN THE PLAN ON THE DATE HE FIRST ENROLLS IN THE PLAN BY ELECTING TO DEFER ALL OR ANY PORTION OF HIS ELIGIBLE INCOME.  AN ELIGIBLE EMPLOYEE MAY ENROLL IN THE PLAN DURING OPEN ENROLLMENT IN ACCORDANCE WITH SECTION 5.1(B)(I) OR PURSUANT TO SECTION 5.1(C).  A NEWLY HIRED ELIGIBLE EMPLOYEE MAY ENROLL BEFORE HIS HIRE DATE IN ACCORDANCE WITH 5.1(B)(II).

[bookmark: _DV_M57]4.2	AN ELIGIBLE EMPLOYEE WHO HAS BEEN AN ACTIVE PARTICIPANT UNDER THE PLAN WILL CEASE TO BE A PARTICIPANT ON THE DATE HIS ACCOUNT IS FULLY DISTRIBUTED.

[bookmark: _DV_M58]5.	PARTICIPANT ACCOUNTS.

[bookmark: _DV_M59]5.1	ELECTIONS TO DEFER ELIGIBLE INCOME.

[bookmark: _DV_M60](A)	INITIAL DEFERRAL ELECTION.  AN ELIGIBLE EMPLOYEE MAY MAKE AN IRREVOCABLE ELECTION TO DEFER THE FOLLOWING TYPES OF ELIGIBLE INCOME IN ONE (1) PERCENT INCREMENTS UP TO THE SPECIFIED MAXIMUM PERCENTAGES:
[bookmark: _DV_M61]
[bookmark: _DV_M62][bookmark: _DV_C11][bookmark: _DV_M63](I)	AN ELIGIBLE EMPLOYEE MAY ELECT TO DEFER UP TO 75% OF HIS ANNUAL BASE SALARY.

[bookmark: _DV_M64](II)	AN ELIGIBLE EMPLOYEE MAY ELECT TO DEFER UP TO 100% OF A ANNUAL BONUS.

[bookmark: _DV_M65](III)	AN ELIGIBLE EMPLOYEE MAY ELECT TO DEFER UP TO 90% OF NEW HIRE ENROLLMENT COMPENSATION.

[bookmark: _DV_M66]ELIGIBLE EMPLOYEES ARE NOT PERMITTED TO DEFER GAINS ON THE EXERCISE OF A STOCK OPTION UNDER THE PLAN AFTER DECEMBER 31, 2004.

[bookmark: _DV_M67](B)	TIME AND MANNER OF MAKING AN INITIAL ELECTION.

[bookmark: _DV_M68](I)	AN ELIGIBLE EMPLOYEE MAY MAKE AN ELECTION TO DEFER ONE OR MORE TYPES OF REGULAR ENROLLMENT COMPENSATION DURING AN OPEN ENROLLMENT PERIOD THAT OCCURS IN THE PLAN YEAR PRECEDING THE PLAN YEAR IN WHICH THE REGULAR ENROLLMENT COMPENSATION BEGINS TO BE EARNED.  A DEFERRAL ELECTION SHALL BE MADE IN ACCORDANCE WITH PROCEDURES ESTABLISHED BY THE PLAN ADMINISTRATOR.  AN EMPLOYEE’S ELECTION DURING SUCH AN OPEN ENROLLMENT PERIOD WILL NOT BE GIVEN EFFECT IF THE EMPLOYEE CEASES TO BE AN ELIGIBLE EMPLOYEE BY THE LAST DAY OF THE MONTH IN WHICH THE OPEN ENROLLMENT PERIOD OCCURS.

[bookmark: _DV_M69](II)	A NEWLY HIRED ELIGIBLE EMPLOYEE MAY MAKE AN ELECTION TO DEFER ONE OR MORE TYPES OF NEW HIRE ENROLLMENT COMPENSATION IN ACCORDANCE WITH PROCEDURES ESTABLISHED BY THE PLAN ADMINISTRATOR, PROVIDED SUCH ELECTION OCCURS BEFORE HIS HIRE DATE AND SUCH ELECTION SHALL ONLY APPLY TO AMOUNTS EARNED AFTER THE ELECTION IS FILED.  A NEWLY HIRED ELIGIBLE EMPLOYEE MAY MAKE AN ELECTION TO DEFER REGULAR ENROLLMENT COMPENSATION DURING AN OPEN ENROLLMENT PERIOD THAT FOLLOWS OR COINCIDES WITH HIS HIRE DATE.

[bookmark: _DV_M70](C)	ALTERNATIVE ELECTION DEADLINES.  NOTWITHSTANDING THE RULES IN SUBSECTION (B), IF THE PLAN ADMINISTRATOR, IN ITS SOLE DISCRETION, DETERMINES THAT:

[bookmark: _DV_M71](I)	ELIGIBLE INCOME CONSTITUTES PERFORMANCE-BASED COMPENSATION THAT IS BASED ON SERVICES PERFORMED OVER A PERFORMANCE PERIOD OF AT LEAST TWELVE (12) MONTHS, THE PLAN ADMINISTRATOR MAY ESTABLISH PROCEDURES, INCLUDING AN OPEN ENROLLMENT PERIOD, UNDER WHICH AN ELIGIBLE EMPLOYEE MAY ELECT TO DEFER SUCH PERFORMANCE-BASED COMPENSATION, BUT SUCH ELECTION MUST BE MADE NO LATER THAN SIX (6) MONTHS BEFORE THE END OF THE PERFORMANCE PERIOD; OR

[bookmark: _DV_M72](II)	ELIGIBLE INCOME CONSTITUTES FISCAL YEAR COMPENSATION, THE PLAN ADMINISTRATOR MAY ESTABLISH PROCEDURES, INCLUDING AN OPEN ENROLLMENT PERIOD, UNDER WHICH AN ELIGIBLE EMPLOYEE MAY ELECT TO DEFER SUCH FISCAL YEAR COMPENSATION, BUT SUCH ELECTION MUST BE MADE NO LATER THAN THE LAST DAY OF THE COMPANY’S FISCAL YEAR IMMEDIATELY PRECEDING THE FIRST FISCAL YEAR IN WHICH SERVICES ARE PERFORMED RELATED TO SUCH ELIGIBLE INCOME.

[bookmark: _DV_M73]AN EMPLOYEE’S ELECTION UNDER THIS SECTION WILL NOT BE GIVEN EFFECT IF THE EMPLOYEE CEASES TO BE AN ELIGIBLE EMPLOYEE BY THE DEADLINE STATED ABOVE FOR MAKING SUCH AN ELECTION.

[bookmark: _DV_M74](D)	CANCELLATION OF ELECTION.  IF A PARTICIPANT BECOMES DISABLED, RECEIVES A HARDSHIP WITHDRAWAL UNDER THE 401(K) PLAN, OR OBTAINS A DISTRIBUTION UNDER SECTION 6.6 ON ACCOUNT OF AN UNFORESEEABLE EMERGENCY DURING A PLAN YEAR, HIS DEFERRAL ELECTION FOR SUCH PLAN YEAR SHALL BE CANCELLED.

[bookmark: _DV_M75]5.2	CREDITING OF DEFERRALS.  ELIGIBLE INCOME DEFERRED BY A PARTICIPANT UNDER THE PLAN SHALL BE CREDITED TO THE PARTICIPANT’S ACCOUNT AS SOON AS PRACTICABLE AFTER THE AMOUNTS WOULD HAVE OTHERWISE BEEN PAID TO THE PARTICIPANT.

[bookmark: _DV_M76]5.3	VESTING.  A PARTICIPANT SHALL AT ALL TIMES BE ONE-HUNDRED (100) PERCENT VESTED IN ANY AMOUNTS CREDITED TO HIS ACCOUNT.

[bookmark: _DV_M77]5.4	INVESTMENTS AND EARNINGS.  THE COMPANY SHALL PERIODICALLY CREDIT GAINS, LOSSES AND EARNINGS TO A PARTICIPANT’S ACCOUNT, UNTIL THE FULL BALANCE OF THE ACCOUNT HAS BEEN DISTRIBUTED.  AMOUNTS SHALL BE CREDITED TO A PARTICIPANT’S ACCOUNT UNDER THIS SECTION BASED ON THE RESULTS THAT WOULD HAVE BEEN ACHIEVED HAD AMOUNTS CREDITED TO THE ACCOUNT BEEN INVESTED AS SOON AS PRACTICABLE AFTER CREDITING INTO THE INVESTMENT OPTIONS SELECTED BY THE PARTICIPANT.  THE PLAN ADMINISTRATOR SHALL SPECIFY PROCEDURES TO ALLOW PARTICIPANTS TO MAKE ELECTIONS AS TO THE DEEMED INVESTMENT OF AMOUNTS NEWLY CREDITED TO THEIR ACCOUNTS, AS WELL AS THE DEEMED INVESTMENT OF AMOUNTS PREVIOUSLY CREDITED TO THEIR ACCOUNTS.  NOTHING IN THIS SECTION OR OTHERWISE IN THE PLAN, HOWEVER, WILL REQUIRE THE COMPANY TO ACTUALLY INVEST ANY AMOUNTS IN SUCH INVESTMENT OPTIONS OR OTHERWISE.

[bookmark: _DV_M78]5.5	EMPLOYMENT TAXES.  THE PARTICIPANT’S SHARE OF FICA AND FUTA TAXES OWED ON ELIGIBLE INCOME THE PARTICIPANT ELECTS TO DEFER SHALL BE DEDUCTED FROM OTHER COMPENSATION PAYABLE TO THE PARTICIPANT.

[bookmark: _DV_M79]6.	DISTRIBUTION OF ACCOUNT BALANCES.

[bookmark: _DV_M80]6.1	DISTRIBUTION FORM.

[bookmark: _DV_M81](A)	A PARTICIPANT MAY ELECT TO HAVE AMOUNTS DEFERRED UNDER THE PLAN (AND EARNINGS THEREON) DISTRIBUTED IN A LUMP SUM PAYMENT OR IN ANNUAL INSTALLMENTS OVER A PERIOD RANGING FROM THREE (3) TO FIFTEEN (15) YEARS.
[bookmark: _DV_M82]
[bookmark: _DV_M83](B)	A PARTICIPANT MUST SPECIFY THE FORM IN WHICH A DEFERRED AMOUNT (AND EARNINGS THEREON) WILL BE DISTRIBUTED AT THE TIME OF MAKING THE INITIAL DEFERRAL ELECTION UNDER SECTION 5.1.

[bookmark: _DV_M84](C)	NOTWITHSTANDING THE DISTRIBUTION FORM ELECTED UNDER SUBSECTION (A), IF AT THE TIME A PORTION OF A PARTICIPANT’S ACCOUNT IS TO BE DISTRIBUTED, THE PORTION OF THE BALANCE TO BE DISTRIBUTED IS LESS THAN $50,000, THAT PORTION SHALL BE DISTRIBUTED IN A LUMP SUM PAYMENT AT SUCH TIME, PROVIDED THAT THIS SUBSECTION (C) SHALL NOT APPLY TO ANY AMOUNTS DEFERRED UNDER THE PLAN PURSUANT TO A DEFERRAL ELECTION THAT BECOMES IRREVOCABLE ON OR AFTER JUNE 30, 2011 (AND EARNINGS THEREON).

[bookmark: _DV_M85](D)	DISTRIBUTION OF A PARTICIPANT’S ACCOUNT BALANCE SHALL BE MADE IN CASH.

[bookmark: _DV_M86][bookmark: _DV_C12]6.2	DISTRIBUTION TIME.  THE RULES IN THIS SECTION 6.2 SHALL APPLY TO AMOUNTS DEFERRED UNDER THE PLAN, EXCLUDING ANY PORTION OF A PARTICIPANT’S ACCOUNT ATTRIBUTABLE TO PRE-2014 ELECTION AMOUNTS.

[bookmark: _DV_M87](A)	A PARTICIPANT MAY ELECT TO HAVE DISTRIBUTION OF A DEFERRED AMOUNT (AND EARNINGS THEREON) COMMENCE AS OF THE FOLLOWING DATES:

[bookmark: _DV_M88](I)	A SPECIFIED TIME (A PARTICULAR MONTH AND YEAR); OR

[bookmark: _DV_M89][bookmark: _DV_C14][bookmark: _DV_M90](II) 	UPON THE PARTICIPANT’S SEPARATION FROM SERVICE (IN WHICH CASE DISTRIBUTIONS WILL COMMENCE IN THE MONTH FOLLOWING SEPARATION FROM SERVICE).

[bookmark: _DV_M91](B)	A PARTICIPANT MUST SPECIFY THEIR DISTRIBUTION COMMENCEMENT ELECTION AT THE TIME OF MAKING THE INITIAL DEFERRAL ELECTION UNDER SECTION 5.1.

[bookmark: _DV_M92](C)	IF A PARTICIPANT ELECTS TO HAVE A DEFERRED AMOUNT DISTRIBUTED AS OF A SPECIFIED TIME, THE SPECIFIED TIME MUST BE AT LEAST TWELVE (12) MONTHS AFTER THE DATE ON WHICH THE FINAL PAYMENT OF THE DEFERRED AMOUNT WOULD HAVE BEEN MADE TO THE PARTICIPANT ABSENT DEFERRAL.
[bookmark: _DV_M93]
[bookmark: _DV_M94][bookmark: _DV_C15][bookmark: _DV_M95][bookmark: _DV_M96][bookmark: _DV_C17]6.3	DISTRIBUTION OF PRE-2014 ELECTION AMOUNTS UPON SEPARATION FROM SERVICE.  THE RULES IN THIS SECTION 6.3 SHALL ONLY APPLY TO PRE-2014 ELECTION AMOUNTS.

(a) [bookmark: _DV_M97][bookmark: _DV_C19][bookmark: _DV_M98]IF A PARTICIPANT REACHES RETIREMENT AGE PRIOR TO HAVING A SEPARATION FROM SERVICE, THE DISTRIBUTION OF A PRE-2014 ELECTION AMOUNT WILL COMMENCE AS FOLLOWS:

[bookmark: _DV_M99](I)	IF THE PARTICIPANT ELECTED COMMENCEMENT UPON RETIREMENT, THE DISTRIBUTION WILL COMMENCE IN THE MONTH FOLLOWING RETIREMENT.

[bookmark: _DV_M100](II) 	IF THE PARTICIPANT ELECTED COMMENCEMENT UPON A SPECIFIED TIME, THE DISTRIBUTION WILL COMMENCE IN THE SPECIFIED MONTH AND YEAR.
[bookmark: _DV_M101]
[bookmark: _DV_M102][bookmark: _DV_C21][bookmark: _DV_M103][bookmark: _DV_C23][bookmark: _DV_M104][bookmark: _DV_C24][bookmark: _DV_M105][bookmark: _DV_C25][bookmark: _DV_M106][bookmark: _DV_C26][bookmark: _DV_X38][bookmark: _DV_C27][bookmark: _DV_C28][bookmark: _DV_X40][bookmark: _DV_C29][bookmark: _DV_M107](B)	NOTWITHSTANDING A PARTICIPANT’S ELECTIONS WITH RESPECT TO PRE-2014 ELECTION AMOUNTS, (I) IF A PARTICIPANT SEPARATES FROM SERVICE PRIOR TO REACHING RETIREMENT AGE, THE PORTION OF HIS ACCOUNT BALANCE ATTRIBUTABLE TO PRE-2014 ELECTION AMOUNTS SHALL BE DISTRIBUTED IN AN IMMEDIATE LUMP SUM PAYMENT IN THE MONTH FOLLOWING THE SEPARATION FROM SERVICE, AND (II) IF A PARTICIPANT BECOMES DISABLED PRIOR TO ATTAINING RETIREMENT AGE WHILE EMPLOYED WITH THE COMPANY OR AN AFFILIATE, THE PORTION OF HIS ACCOUNT BALANCE ATTRIBUTABLE TO PRE-2014 ELECTION AMOUNTS SHALL BE DISTRIBUTED IN AN IMMEDIATE LUMP SUM PAYMENT IN THE MONTH FOLLOWING THE DATE THE PARTICIPANT BECOMES DISABLED.

[bookmark: _DV_C31][bookmark: _DV_M108][bookmark: _DV_M109][bookmark: _DV_C32][bookmark: _DV_M111][bookmark: _DV_C34][bookmark: _DV_M112][bookmark: _DV_C41][bookmark: _DV_M113]6.4	KEY EMPLOYEE DELAY.  EXCEPT AS OTHERWISE PERMITTED UNDER IRS GUIDANCE, IF  A DISTRIBUTION IS TO BE MADE UPON THE SEPARATION FROM SERVICE OF A KEY EMPLOYEE, DISTRIBUTION MAY NOT BE MADE BEFORE THE DATE WHICH IS SIX MONTHS AFTER THE DATE OF THE KEY EMPLOYEE’S SEPARATION FROM SERVICE (OR, IF EARLIER, THE DATE OF DEATH OF THE KEY EMPLOYEE).  ANY PAYMENTS THAT WOULD OTHERWISE BE MADE DURING THIS PERIOD OF DELAY SHALL BE PAID IN ACCORDANCE WITH THE ELECTED DISTRIBUTION METHOD AND THE TERMS OF THE PLAN IN THE SEVENTH MONTH FOLLOWING SEPARATION FROM SERVICE (OR, IF EARLIER, FOLLOWING THE KEY EMPLOYEE’S DEATH IN ACCORDANCE WITH SECTIONS 6.5(A) AND (B) BELOW).

[bookmark: _DV_M114]6.5	DISTRIBUTIONS UPON DEATH.

(a) [bookmark: _DV_M115][bookmark: _DV_C44][bookmark: _DV_M116][bookmark: _DV_C45][bookmark: _DV_M117][bookmark: _DV_C46][bookmark: _DV_M118]NOTWITHSTANDING A PARTICIPANT’S ELECTIONS WITH RESPECT TO PRE-2014 ELECTION AMOUNTS, IF A PARTICIPANT DIES PRIOR TO ATTAINING RETIREMENT AGE WHILE EMPLOYED WITH THE COMPANY OR AN AFFILIATE, THE PORTION OF HIS ACCOUNT BALANCE ATTRIBUTABLE TO THE PRE-2014 ELECTION AMOUNTS SHALL BE DISTRIBUTED TO THE PARTICIPANT’S BENEFICIARY IN AN IMMEDIATE SINGLE LUMP SUM PAYMENT IN THE MONTH FOLLOWING THE DATE OF THE PARTICIPANT’S DEATH.
[bookmark: _DV_C47]
(b) [bookmark: _DV_X37][bookmark: _DV_C48][bookmark: _DV_C49]NOTWITHSTANDING A PARTICIPANT’S ELECTIONS UNDER SECTIONS 6.1 AND 6.2, IF A PARTICIPANT DIES, HIS ACCOUNT BALANCE, EXCLUDING ANY PORTION ATTRIBUTABLE TO PRE-2014 ELECTION AMOUNTS, SHALL BE DISTRIBUTED TO THE PARTICIPANT’S BENEFICIARY IN A SINGLE LUMP SUM PAYMENT ON THE DATE SIX MONTHS AFTER THE DATE OF THE PARTICIPANT’S DEATH.

(c) [bookmark: _DV_M119]A PARTICIPANT SHALL DESIGNATE HIS BENEFICIARY PRIOR TO DEATH IN ACCORDANCE WITH PROCEDURES ESTABLISHED BY THE PLAN ADMINISTRATOR.  IF A PARTICIPANT HAS NOT PROPERLY DESIGNATED A BENEFICIARY OR IF NO DESIGNATED BENEFICIARY IS LIVING ON THE DATE OF DISTRIBUTION, SUCH AMOUNT SHALL BE DISTRIBUTED TO THE PARTICIPANT’S BENEFICIARY DESIGNATED UNDER THE 401(K) PLAN, OR IF NO DESIGNATED BENEFICIARY UNDER THE 401(K) PLAN IS LIVING, IN ACCORDANCE WITH THE DEFAULT PROVISIONS UNDER THE 401(K) PLAN.

(d) [bookmark: _DV_M120]FOR PURPOSES OF DETERMINING THE PROPER DEATH BENEFICIARY UNDER THIS PLAN, THIS PLAN SHALL NOT BE INTERPRETED AS PREEMPTING APPLICABLE STATE LAW REGARDING THE OWNERSHIP RIGHTS OF ACCOUNTS UPON A PARTICIPANT’S DEATH.  FOR EXAMPLE, ALTHOUGH THIS PLAN STATES THAT UPON A PARTICIPANT’S DEATH, ACCOUNT BALANCES WILL BE PAID TO HIS BENEFICIARY, THE PERSONAL REPRESENTATIVE WILL BE OBLIGATED TO PAY ANY BENEFITS OWED TO A SPOUSE OR OTHERWISE AS A RESULT OF ANY APPLICABLE COMMUNITY PROPERTY LAWS.

[bookmark: _DV_M121][bookmark: _DV_M122][bookmark: _Toc86760670][bookmark: _DV_M123][bookmark: FinancialEmergency][bookmark: _DV_M124]6.6	WITHDRAWALS FOR UNFORESEEABLE EMERGENCY.  A PARTICIPANT MAY WITHDRAW ALL OR ANY PORTION OF HIS ACCOUNT BALANCE FOR AN UNFORESEEABLE EMERGENCY.  THE AMOUNTS DISTRIBUTED WITH RESPECT TO AN UNFORESEEABLE EMERGENCY MAY NOT EXCEED THE AMOUNTS NECESSARY TO SATISFY SUCH UNFORESEEABLE EMERGENCY PLUS AMOUNTS NECESSARY TO PAY TAXES REASONABLY ANTICIPATED AS A RESULT OF THE DISTRIBUTION, AFTER TAKING INTO ACCOUNT THE EXTENT TO WHICH SUCH HARDSHIP IS OR MAY BE RELIEVED THROUGH REIMBURSEMENT OR COMPENSATION BY INSURANCE OR OTHERWISE OR BY LIQUIDATION OF THE PARTICIPANT’S ASSETS (TO THE EXTENT THE LIQUIDATION OF SUCH ASSETS WOULD NOT ITSELF CAUSE SEVERE FINANCIAL HARDSHIP) OR BY CESSATION OF DEFERRALS UNDER THE PLAN.  “UNFORESEEABLE EMERGENCY” MEANS FOR THIS PURPOSE A SEVERE FINANCIAL HARDSHIP TO A PARTICIPANT RESULTING FROM AN ILLNESS OR ACCIDENT OF THE PARTICIPANT, THE PARTICIPANT’S SPOUSE, OR A DEPENDENT OF THE PARTICIPANT, LOSS OF THE PARTICIPANT’S PROPERTY DUE TO CASUALTY, OR OTHER SIMILAR EXTRAORDINARY AND UNFORESEEABLE CIRCUMSTANCES ARISING AS A RESULT OF EVENTS BEYOND THE CONTROL OF THE PARTICIPANT.

[bookmark: _DV_M125]EXCEPT AS OTHERWISE PERMITTED UNDER IRS GUIDANCE, A PARTICIPANT SHALL BE REQUIRED TO TAKE ANY AVAILABLE HARDSHIP WITHDRAWALS FROM THE 401(K) PLAN BEFORE BEING ELIGIBLE TO RECEIVE A WITHDRAWAL UNDER THIS SECTION.

[bookmark: _DV_M126][bookmark: _DV_C53][bookmark: _DV_M127]6.7	CHANGES IN TIME OR FORM OF DISTRIBUTION.  TO THE EXTENT PERMITTED IN ACCORDANCE WITH PROCEDURES ESTABLISHED BY THE PLAN ADMINISTRATOR, A PARTICIPANT MAY MAKE ONE OR MORE SUBSEQUENT ELECTIONS TO CHANGE THE TIME OR FORM OF A DISTRIBUTION TO BE MADE AS OF A SPECIFIED TIME OR UPON THE OCCURRENCE OF A DISTRIBUTABLE EVENT FOR A DEFERRED AMOUNT, BUT SUCH AN ELECTION WILL BE EFFECTIVE ONLY IF THE FOLLOWING CONDITIONS ARE SATISFIED:

[bookmark: _DV_M128](A)	THE ELECTION MAY NOT TAKE EFFECT UNTIL AT LEAST TWELVE (12) MONTHS AFTER THE DATE ON WHICH THE ELECTION IS MADE;

[bookmark: _DV_M129](B)	A DISTRIBUTION MAY NOT BE MADE EARLIER THAN AT LEAST FIVE (5) YEARS FROM THE DATE THE DISTRIBUTION WOULD HAVE OTHERWISE BEEN MADE;

[bookmark: _DV_M130](C)	IN THE CASE OF AN ELECTION TO CHANGE THE TIME OR FORM OF A DISTRIBUTION PAYABLE AS OF A SPECIFIED TIME, THE ELECTION MUST BE MADE AT LEAST TWELVE (12) MONTHS BEFORE THE DATE OF THE FIRST SCHEDULED DISTRIBUTION; AND

(d) [bookmark: _DV_M131]THE ELECTION MAY NOT RESULT IN AN IMPERMISSIBLE ACCELERATION OF PAYMENT PROHIBITED UNDER CODE SECTION 409A.

[bookmark: _DV_M132]6.8	EFFECT OF TAXATION.  IF A PORTION OF THE PARTICIPANT’S ACCOUNT BALANCE IS INCLUDIBLE IN INCOME UNDER CODE SECTION 409A, SUCH PORTION SHALL BE DISTRIBUTED IMMEDIATELY TO THE PARTICIPANT.

[bookmark: _DV_M133]6.9	PAYMENT OF TAXES.  IF STATE, LOCAL, OR FOREIGN TAX OBLIGATIONS ARISE FROM PARTICIPATION IN THE PLAN THAT APPLY TO AN AMOUNT DEFERRED UNDER THE PLAN BEFORE SUCH AMOUNT IS PAID OR MADE AVAILABLE TO THE PARTICIPANT (THE “TAXES”), THE COMPANY SHALL PAY A PORTION OF SUCH DEFERRED AMOUNT BY DISTRIBUTION (A) TO THE PARTICIPANT IN THE FORM OF WITHHOLDING PURSUANT TO PROVISIONS OF APPLICABLE STATE, LOCAL, OR FOREIGN LAW; OR (B) DIRECTLY TO THE PARTICIPANT.  IN NO EVENT SHALL THE TOTAL PAYMENT UNDER THIS SECTION 6.9 EXCEED THE AGGREGATE AMOUNT OF THE TAXES, AND THE INCOME TAX WITHHOLDING RELATED TO SUCH TAXES.

[bookmark: _DV_M134]6.10	SETTLEMENT OF BONA FIDE DISPUTE.  SUBJECT TO CERTAIN PRESUMPTIONS UNDER CODE SECTION 409A, IF AN ARM’S LENGTH, BONA FIDE DISPUTE BETWEEN A PARTICIPANT AND THE COMPANY ARISES AS TO THE PARTICIPANT’S RIGHT TO AN AMOUNT DEFERRED UNDER THE PLAN, THE PAYMENT OF THE DEFERRED AMOUNT AS PART OF A SETTLEMENT OF SUCH DISPUTE SHALL BE DISTRIBUTED IMMEDIATELY TO THE PARTICIPANT.

[bookmark: _DV_M135]6.11	OFFSET FOR OBLIGATIONS TO COMPANY.  IF THE PARTICIPANT HAS ANY DEBT, OBLIGATION OR OTHER LIABILITY REPRESENTING AN AMOUNT OWING TO THE COMPANY (THE “DEBT”), INCURRED IN THE ORDINARY COURSE OF HIS EMPLOYMENT RELATIONSHIP, THE COMPANY SHALL OFFSET THE DEBT AGAINST THE PARTICIPANT’S ACCOUNT BALANCE.  THE COMPANY SHALL REDUCE THE PARTICIPANT’S ACCOUNT BALANCE IN SATISFACTION OF THE DEBT AT THE SAME TIME AND IN THE SAME AMOUNT AS THE DEBT OTHERWISE WOULD HAVE BEEN DUE AND COLLECTED FROM THE PARTICIPANT; PROVIDED HOWEVER, IN NO EVENT SHALL THE AMOUNT OF SUCH OFFSET IN ANY OF THE COMPANY’S TAXABLE YEARS EXCEED $5,000.

[bookmark: _DV_M136][bookmark: _DV_M137]6.12	2005 DEFERRED COMPENSATION.  EXCEPT AS PROVIDED IN APPENDIX C, SECTIONS 6.1-6.11 SHALL GOVERN THE DISTRIBUTION OF COMPENSATION EARNED AND DEFERRED UNDER THE PLAN DURING THE 2005 PLAN YEAR.

[bookmark: _DV_M138]6.13	PRE-2005 DEFERRALS.  NOTWITHSTANDING THE FOREGOING, APPENDIX B GOVERNS THE DISTRIBUTION OF AMOUNTS THAT WERE EARNED AND VESTED (WITHIN THE MEANING OF CODE SECTION 409A AND REGULATIONS THEREUNDER) UNDER THE PLAN PRIOR TO 2005 (AND EARNINGS THEREON) AND ARE EXEMPT FROM THE REQUIREMENTS OF CODE SECTION 409A.

[bookmark: _DV_M139]7.	ADMINISTRATION.

[bookmark: _DV_M140][bookmark: _DV_M141]7.1	GENERAL ADMINISTRATION.  THE PLAN ADMINISTRATOR SHALL BE RESPONSIBLE FOR THE OPERATION AND ADMINISTRATION OF THE PLAN AND FOR CARRYING OUT THE PROVISIONS HEREOF.  THE PLAN ADMINISTRATOR SHALL HAVE THE FULL AUTHORITY AND DISCRETION TO MAKE, AMEND, INTERPRET, AND ENFORCE ALL APPROPRIATE RULES AND REGULATIONS FOR THE ADMINISTRATION OF THIS PLAN AND DECIDE OR RESOLVE ANY AND ALL QUESTIONS, INCLUDING INTERPRETATIONS OF THIS PLAN, AS MAY ARISE IN CONNECTION WITH THIS PLAN.  EXCEPT AS OTHERWISE PROVIDED IN SECTION 7.2, ANY SUCH ACTION TAKEN BY THE PLAN ADMINISTRATOR SHALL BE FINAL AND CONCLUSIVE ON ANY PARTY.  TO THE EXTENT THE PLAN ADMINISTRATOR HAS BEEN GRANTED DISCRETIONARY AUTHORITY UNDER THE PLAN, THE PLAN ADMINISTRATOR’S PRIOR EXERCISE OF SUCH AUTHORITY SHALL NOT OBLIGATE IT TO EXERCISE ITS AUTHORITY IN A LIKE FASHION THEREAFTER.  THE PLAN ADMINISTRATOR SHALL BE ENTITLED TO RELY CONCLUSIVELY UPON ALL TABLES, VALUATIONS, CERTIFICATES, OPINIONS AND REPORTS FURNISHED BY ANY ACTUARY, ACCOUNTANT, CONTROLLER, COUNSEL OR OTHER PERSON EMPLOYED OR ENGAGED BY THE COMPANY WITH RESPECT TO THE PLAN.  THE PLAN ADMINISTRATOR MAY, FROM TIME TO TIME, EMPLOY AGENTS AND DELEGATE TO SUCH AGENTS, INCLUDING OTHER EMPLOYEES OF THE COMPANY, SUCH ADMINISTRATIVE DUTIES AS IT SEES FIT.

[bookmark: _DV_M142]7.2	CLAIMS FOR BENEFITS.

[bookmark: _DV_M143](A)	FILING A CLAIM.  A PARTICIPANT OR HIS AUTHORIZED REPRESENTATIVE MAY FILE A CLAIM FOR BENEFITS UNDER THE PLAN.  ANY CLAIM MUST BE IN WRITING AND SUBMITTED TO THE SENIOR HR OFFICER AT SUCH ADDRESS AS MAY BE SPECIFIED FROM TIME TO TIME.  CLAIMANTS WILL BE NOTIFIED IN WRITING OF APPROVED CLAIMS, WHICH WILL BE PROCESSED AS CLAIMED.  A CLAIM IS CONSIDERED APPROVED ONLY IF ITS APPROVAL IS COMMUNICATED IN WRITING TO A CLAIMANT.
[bookmark: _DV_M144](B)	DENIAL OF CLAIM.  IN THE CASE OF THE DENIAL OF A CLAIM RESPECTING BENEFITS PAID OR PAYABLE WITH RESPECT TO A PARTICIPANT, A WRITTEN NOTICE WILL BE FURNISHED TO THE CLAIMANT WITHIN 90 DAYS OF THE DATE ON WHICH THE CLAIM IS RECEIVED BY THE SENIOR HR OFFICER.  IF SPECIAL CIRCUMSTANCES (SUCH AS FOR A HEARING) REQUIRE A LONGER PERIOD, THE CLAIMANT WILL BE NOTIFIED IN WRITING, PRIOR TO THE EXPIRATION OF THE 90-DAY PERIOD, OF THE REASONS FOR AN EXTENSION OF TIME; PROVIDED, HOWEVER, THAT NO EXTENSIONS WILL BE PERMITTED BEYOND 90 DAYS AFTER THE EXPIRATION OF THE INITIAL 90-DAY PERIOD.
[bookmark: _DV_M145](C)	REASONS FOR DENIAL.  A DENIAL OR PARTIAL DENIAL OF A CLAIM WILL BE DATED AND SIGNED BY THE SENIOR HR OFFICER AND WILL CLEARLY SET FORTH:
[bookmark: _DV_M146](I)	THE SPECIFIC REASON OR REASONS FOR THE DENIAL;
[bookmark: _DV_M147](II)	SPECIFIC REFERENCE TO PERTINENT PLAN PROVISIONS ON WHICH THE DENIAL IS BASED;
[bookmark: _DV_M148](III)	A DESCRIPTION OF ANY ADDITIONAL MATERIAL OR INFORMATION NECESSARY FOR THE CLAIMANT TO PERFECT THE CLAIM AND AN EXPLANATION OF WHY SUCH MATERIAL OR INFORMATION IS NECESSARY; AND
[bookmark: _DV_M149](IV)	AN EXPLANATION OF THE PROCEDURE FOR REVIEW OF THE DENIED OR PARTIALLY DENIED CLAIM SET FORTH BELOW, INCLUDING THE CLAIMANT’S RIGHT TO BRING A CIVIL ACTION UNDER ERISA SECTION 502(A) FOLLOWING AN ADVERSE BENEFIT DETERMINATION ON REVIEW.

[bookmark: _DV_M150](D)	REVIEW OF DENIAL.  UPON DENIAL OF A CLAIM, IN WHOLE OR IN PART, A CLAIMANT OR HIS DULY AUTHORIZED REPRESENTATIVE WILL HAVE THE RIGHT TO SUBMIT A WRITTEN REQUEST TO THE SENIOR HR OFFICER FOR A FULL AND FAIR REVIEW OF THE DENIED CLAIM BY FILING A WRITTEN NOTICE OF APPEAL WITH THE SENIOR HR OFFICER WITHIN 60 DAYS OF THE RECEIPT BY THE CLAIMANT OF WRITTEN NOTICE OF THE DENIAL OF THE CLAIM.  A CLAIMANT OR THE CLAIMANT’S AUTHORIZED REPRESENTATIVE WILL HAVE, UPON REQUEST AND FREE OF CHARGE, REASONABLE ACCESS TO, AND COPIES OF, ALL DOCUMENTS, RECORDS, AND OTHER INFORMATION RELEVANT TO THE CLAIMANT’S CLAIM FOR BENEFITS AND MAY SUBMIT ISSUES AND COMMENTS IN WRITING.  THE REVIEW WILL TAKE INTO ACCOUNT ALL COMMENTS, DOCUMENTS, RECORDS, AND OTHER INFORMATION SUBMITTED BY THE CLAIMANT RELATING TO THE CLAIM, WITHOUT REGARD TO WHETHER SUCH INFORMATION WAS SUBMITTED OR CONSIDERED IN THE INITIAL BENEFIT DETERMINATION.
[bookmark: _DV_M151]IF THE CLAIMANT FAILS TO FILE A REQUEST FOR REVIEW WITHIN 60 DAYS OF THE DENIAL NOTIFICATION, THE CLAIM WILL BE DEEMED ABANDONED AND THE CLAIMANT PRECLUDED FROM REASSERTING IT.  IF THE CLAIMANT DOES FILE A REQUEST FOR REVIEW, HIS REQUEST MUST INCLUDE A DESCRIPTION OF THE ISSUES AND EVIDENCE HE DEEMS RELEVANT.  FAILURE TO RAISE ISSUES OR PRESENT EVIDENCE ON REVIEW WILL PRECLUDE THOSE ISSUES OR EVIDENCE FROM BEING PRESENTED IN ANY SUBSEQUENT PROCEEDING OR JUDICIAL REVIEW OF THE CLAIM.

[bookmark: _DV_M152](E)	DECISION UPON REVIEW.  THE SENIOR HR OFFICER WILL PROVIDE A PROMPT WRITTEN DECISION ON REVIEW.  IF THE CLAIM IS DENIED ON REVIEW, THE DECISION SHALL SET FORTH:
[bookmark: _DV_M153](I)	THE SPECIFIC REASON OR REASONS FOR THE ADVERSE DETERMINATION;
[bookmark: _DV_M154](II)	SPECIFIC REFERENCE TO PERTINENT PLAN PROVISIONS ON WHICH THE ADVERSE DETERMINATION IS BASED;
[bookmark: _DV_M155](III)	A STATEMENT THAT THE CLAIMANT IS ENTITLED TO RECEIVE, UPON REQUEST AND FREE OF CHARGE, REASONABLE ACCESS TO, AND COPIES OF, ALL DOCUMENTS, RECORDS, AND OTHER INFORMATION RELEVANT TO THE CLAIMANT’S CLAIM FOR BENEFITS; AND
[bookmark: _DV_M156](IV) 	A STATEMENT DESCRIBING ANY VOLUNTARY APPEAL PROCEDURES OFFERED BY THE PLAN AND THE CLAIMANT’S RIGHT TO OBTAIN THE INFORMATION ABOUT SUCH PROCEDURES, AS WELL AS A STATEMENT OF THE CLAIMANT’S RIGHT TO BRING AN ACTION UNDER ERISA SECTION 502(A).
[bookmark: _DV_M157]A DECISION WILL BE RENDERED NO MORE THAN 60 DAYS AFTER THE SENIOR HR OFFICER’S RECEIPT OF THE REQUEST FOR REVIEW, EXCEPT THAT SUCH PERIOD MAY BE EXTENDED FOR AN ADDITIONAL 60 DAYS IF THE SENIOR HR OFFICER DETERMINES THAT SPECIAL CIRCUMSTANCES (SUCH AS FOR A HEARING) REQUIRE SUCH EXTENSION.  IF AN EXTENSION OF TIME IS REQUIRED, WRITTEN NOTICE OF THE EXTENSION WILL BE FURNISHED TO THE CLAIMANT BEFORE THE END OF THE INITIAL 60-DAY PERIOD.

[bookmark: _DV_M158][bookmark: _Toc17183182][bookmark: _DV_M159](F)	FINALITY OF DETERMINATIONS; EXHAUSTION OF REMEDIES.	  TO THE EXTENT PERMITTED BY LAW, DECISIONS REACHED UNDER THE CLAIMS PROCEDURES SET FORTH IN THIS SECTION SHALL BE FINAL AND BINDING ON ALL PARTIES. NO LEGAL ACTION FOR BENEFITS UNDER THE PLAN SHALL BE BROUGHT UNLESS AND UNTIL THE CLAIMANT HAS EXHAUSTED HIS REMEDIES UNDER THIS SECTION. IN ANY SUCH LEGAL ACTION, THE CLAIMANT MAY ONLY PRESENT EVIDENCE AND THEORIES WHICH THE CLAIMANT PRESENTED DURING THE CLAIMS PROCEDURE. ANY CLAIMS WHICH THE CLAIMANT DOES NOT IN GOOD FAITH PURSUE THROUGH THE REVIEW STAGE OF THE PROCEDURE SHALL BE TREATED AS HAVING BEEN IRREVOCABLY WAIVED. JUDICIAL REVIEW OF A CLAIMANT’S DENIED CLAIM SHALL BE LIMITED TO A DETERMINATION OF WHETHER THE DENIAL WAS AN ABUSE OF DISCRETION BASED ON THE EVIDENCE AND THEORIES THE CLAIMANT PRESENTED DURING THE CLAIMS PROCEDURE. ANY SUIT OR LEGAL ACTION INITIATED BY A CLAIMANT UNDER THE PLAN MUST BE BROUGHT BY THE CLAIMANT NO LATER THAN ONE YEAR FOLLOWING A FINAL DECISION ON THE CLAIM FOR BENEFITS BY THE SENIOR HR OFFICER.  THE ONE-YEAR LIMITATION ON SUITS FOR BENEFITS WILL APPLY IN ANY FORUM WHERE A CLAIMANT INITIATES SUCH SUIT OR LEGAL ACTION.

[bookmark: _DV_M160](G)	DISABILITY CLAIMS.  CLAIMS FOR DISABILITY BENEFITS SHALL BE DETERMINED UNDER THE DOL REGULATION SECTION 2560.503-1 WHICH IS HEREBY INCORPORATED BY REFERENCE.
[bookmark: _DV_M161]
[bookmark: _DV_M162]8.	AMENDMENT AND TERMINATION.

[bookmark: _DV_M163]8.1	AMENDMENT OR TERMINATION.  THE COMPANY RESERVES THE RIGHT TO AMEND OR TERMINATE THE PLAN WHEN, IN THE SOLE DISCRETION OF THE COMPANY, SUCH AMENDMENT OR TERMINATION IS ADVISABLE, PURSUANT TO A RESOLUTION OR OTHER ACTION TAKEN BY THE PLAN ADMINISTRATOR.

[bookmark: _DV_M164]NOTWITHSTANDING THE FOREGOING, NO AMENDMENT OF THE PLAN SHALL APPLY TO AMOUNTS THAT WERE EARNED AND VESTED (WITHIN THE MEANING OF CODE SECTION 409A AND REGULATIONS THEREUNDER) UNDER THE PLAN PRIOR TO 2005, UNLESS THE AMENDMENT SPECIFICALLY PROVIDES THAT IT APPLIES TO SUCH AMOUNTS.  THE PURPOSE OF THIS RESTRICTION IS TO PREVENT A PLAN AMENDMENT FROM RESULTING IN AN INADVERTENT “MATERIAL MODIFICATION” TO AMOUNTS THAT ARE “GRANDFATHERED” AND EXEMPT FROM THE REQUIREMENTS OF CODE SECTION 409A.

[bookmark: _DV_M165]8.2	EFFECT OF AMENDMENT OR TERMINATION.  NO AMENDMENT OR TERMINATION OF THE PLAN SHALL DECREASE THE AMOUNTS CREDITED TO A PARTICIPANT’S ACCOUNT AS OF SUCH AMENDMENT OR TERMINATION.  UPON TERMINATION OF THE PLAN, PARTICIPANTS’ ACCOUNT BALANCES SHALL BE DISTRIBUTED IN ACCORDANCE WITH THE TERMS OF SECTION 6, UNLESS THE COMPANY DETERMINES IN ITS SOLE DISCRETION THAT ALL SUCH AMOUNTS SHALL BE DISTRIBUTED UPON TERMINATION IN ACCORDANCE WITH THE REQUIREMENTS UNDER CODE SECTION 409A.

[bookmark: _DV_M166]9.	GENERAL PROVISIONS.

[bookmark: _DV_M167]9.1	RIGHTS UNSECURED.  THE RIGHT OF A PARTICIPANT OR HIS BENEFICIARY TO RECEIVE A DISTRIBUTION HEREUNDER SHALL BE AN UNSECURED CLAIM AGAINST THE GENERAL ASSETS OF THE COMPANY, AND NEITHER THE PARTICIPANT NOR HIS BENEFICIARY SHALL HAVE ANY RIGHTS IN OR AGAINST ANY AMOUNT CREDITED TO ANY ACCOUNT OR ANY OTHER ASSETS OF THE COMPANY.  THE PLAN AT ALL TIMES SHALL BE CONSIDERED ENTIRELY UNFUNDED FOR TAX PURPOSES.  ANY FUNDS SET ASIDE BY THE COMPANY FOR THE PURPOSE OF MEETING ITS OBLIGATIONS UNDER THE PLAN, INCLUDING ANY AMOUNTS HELD BY A TRUSTEE, SHALL CONTINUE FOR ALL PURPOSES TO BE PART OF THE GENERAL ASSETS OF THE COMPANY AND SHALL BE AVAILABLE TO ITS GENERAL CREDITORS IN THE EVENT OF THE COMPANY’S BANKRUPTCY OR INSOLVENCY.  THE COMPANY’S OBLIGATION UNDER THIS PLAN SHALL BE THAT OF AN UNFUNDED AND UNSECURED PROMISE TO PAY MONEY IN THE FUTURE.

[bookmark: _DV_M168]9.2	NO RIGHT TO ELIGIBLE INCOME.  NOTHING IN THIS PLAN SHALL BE CONSTRUED TO GIVE ANY ELIGIBLE EMPLOYEE ANY RIGHT TO BE GRANTED ELIGIBLE INCOME OR ANY OTHER TYPE OF COMPENSATION.

[bookmark: _DV_M169]9.3	NO ENLARGEMENT OF RIGHTS.  NO PARTICIPANT OR BENEFICIARY SHALL HAVE ANY RIGHT TO RECEIVE A DISTRIBUTION UNDER THE PLAN EXCEPT IN ACCORDANCE WITH THE TERMS OF THE PLAN.  ESTABLISHMENT OF THE PLAN SHALL NOT BE CONSTRUED TO GIVE ANY PARTICIPANT THE RIGHT TO CONTINUE TO BE EMPLOYED BY OR PROVIDE SERVICES TO THE COMPANY OR ITS AFFILIATES OR TO EMPLOYMENT THAT IS NOT TERMINABLE AT WILL.

[bookmark: _DV_M170]9.4	NO GUARANTEE OF BENEFITS.  NOTHING CONTAINED IN THE PLAN SHALL CONSTITUTE A GUARANTEE BY THE COMPANY OR ANY OTHER PERSON OR ENTITY THAT THE ASSETS OF THE COMPANY WILL BE SUFFICIENT TO PAY ANY BENEFITS HEREUNDER.

[bookmark: _DV_M171]9.5	NONALIENATION OF BENEFITS.  THIS PLAN INURES TO THE BENEFIT OF AND IS BINDING UPON THE PARTIES HERETO AND THEIR SUCCESSORS, HEIRS AND ASSIGNS; PROVIDED, HOWEVER, THAT THE AMOUNTS CREDITED TO A PARTICIPANT’S ACCOUNT ARE NOT, EXCEPT AS PROVIDED IN SECTIONS 9.6 AND 6.11, SUBJECT IN ANY MANNER TO ANTICIPATION, ALIENATION, SALE, TRANSFER, ASSIGNMENT, PLEDGE, ENCUMBRANCE, CHARGE, GARNISHMENT, EXECUTION OR LEVY OF ANY KIND, EITHER VOLUNTARY OR INVOLUNTARY, AND ANY ATTEMPT TO ANTICIPATE, ALIENATE, SELL, TRANSFER, ASSIGN, PLEDGE, ENCUMBER, CHARGE OR OTHERWISE DISPOSE OF ANY RIGHT TO ANY BENEFITS PAYABLE HEREUNDER, WILL BE NULL AND VOID AND NOT BINDING ON THE PLAN OR THE COMPANY.

[bookmark: _DV_M172]9.6	TAXES.  IN ADDITION TO ITS RIGHTS UNDER SECTION 5.5, THE COMPANY OR OTHER PAYOR MAY WITHHOLD FROM A BENEFIT PAYMENT UNDER THE PLAN OR A PARTICIPANT’S WAGES ANY FEDERAL, STATE, OR LOCAL TAXES REQUIRED BY LAW TO BE WITHHELD WITH RESPECT TO A PAYMENT OR ACCRUAL UNDER THE PLAN, AND SHALL REPORT SUCH PAYMENTS AND OTHER PLAN-RELATED INFORMATION TO THE APPROPRIATE GOVERNMENTAL AGENCIES AS REQUIRED UNDER APPLICABLE LAW.

[bookmark: _DV_M173]9.7	PARTICIPANT’S COOPERATION.  THE PARTICIPANT SHALL COOPERATE WITH THE COMPANY BY FURNISHING ANY AND ALL INFORMATION REQUESTED BY THE PLAN ADMINISTRATOR IN ORDER TO FACILITATE THE PAYMENT OF BENEFITS HEREUNDER, TAKING SUCH PHYSICAL EXAMINATIONS AS THE PLAN ADMINISTRATOR MAY DEEM NECESSARY AND TAKING SUCH OTHER ACTIONS AS MAY BE REQUESTED BY THE PLAN ADMINISTRATOR. IF THE PARTICIPANT REFUSES TO COOPERATE, THE COMPANY SHALL HAVE NO FURTHER OBLIGATION TO THE PARTICIPANT UNDER THE PLAN.

[bookmark: _DV_M174]9.8	INCAPACITY OF RECIPIENT.  IF ANY PERSON ENTITLED TO A DISTRIBUTION UNDER THE PLAN IS DEEMED BY THE PLAN ADMINISTRATOR TO BE INCAPABLE OF PERSONALLY RECEIVING AND GIVING A VALID RECEIPT FOR SUCH PAYMENT, THEN, UNLESS AND UNTIL A CLAIM FOR SUCH PAYMENT SHALL HAVE BEEN MADE BY A DULY APPOINTED GUARDIAN OR OTHER LEGAL REPRESENTATIVE OF SUCH PERSON, THE PLAN ADMINISTRATOR MAY PROVIDE FOR SUCH PAYMENT OR ANY PART THEREOF TO BE MADE TO ANY OTHER PERSON OR INSTITUTION THEN CONTRIBUTING TOWARD OR PROVIDING FOR THE CARE AND MAINTENANCE OF SUCH PERSON.  ANY SUCH PAYMENT SHALL BE A PAYMENT FOR THE ACCOUNT OF SUCH PERSON AND A COMPLETE DISCHARGE OF ANY LIABILITY OF THE COMPANY AND THE PLAN WITH RESPECT TO THE PAYMENT.

[bookmark: _DV_M175]9.9	LEGALLY BINDING.  IN THE EVENT OF ANY CONSOLIDATION, MERGER, ACQUISITION OR REORGANIZATION, THE OBLIGATIONS OF THE COMPANY UNDER THIS PLAN SHALL CONTINUE AND BE BINDING ON THE COMPANY AND ITS SUCCESSORS OR ASSIGNS.  THE RIGHTS, PRIVILEGES, BENEFITS AND OBLIGATIONS UNDER THE PLAN ARE INTENDED TO BE LEGAL OBLIGATIONS OF THE COMPANY AND BINDING UPON THE COMPANY, ITS SUCCESSORS AND ASSIGNS.

[bookmark: _DV_M176]9.10	UNCLAIMED BENEFITS.  EACH PARTICIPANT SHALL KEEP THE PLAN ADMINISTRATOR INFORMED OF HIS CURRENT ADDRESS AND THE CURRENT ADDRESS OF HIS DESIGNATED BENEFICIARY.  THE PLAN ADMINISTRATOR SHALL NOT BE OBLIGATED TO SEARCH FOR THE WHEREABOUTS OF ANY PERSON IF THE LOCATION OF A PERSON IS NOT MADE KNOWN TO THE PLAN ADMINISTRATOR.

[bookmark: _DV_M177]9.11	SEVERABILITY.  IN THE EVENT ANY PROVISION OF THE PLAN SHALL BE HELD INVALID OR ILLEGAL FOR ANY REASON, ANY ILLEGALITY OR INVALIDITY SHALL NOT AFFECT THE REMAINING PARTS OF THE PLAN, BUT THE PLAN SHALL BE CONSTRUED AND ENFORCED AS IF THE ILLEGAL OR INVALID PROVISION HAD NEVER BEEN INSERTED.

[bookmark: _DV_M178]9.12	WORDS AND HEADINGS.  WORDS IN THE MASCULINE GENDER SHALL INCLUDE THE FEMININE AND THE SINGULAR SHALL INCLUDE THE PLURAL, AND VICE VERSA, UNLESS QUALIFIED BY THE CONTEXT.  ANY HEADINGS USED HEREIN ARE INCLUDED FOR EASE OF REFERENCE ONLY, AND ARE NOT TO BE CONSTRUED SO AS TO ALTER THE TERMS HEREOF.

[bookmark: _DV_M179]9.13	APPLICABLE LAW AND VENUE.  TO THE EXTENT NOT PREEMPTED BY FEDERAL LAW, THE PLAN SHALL BE GOVERNED BY THE LAWS OF THE STATE OF WASHINGTON.  IN THE EVENT THE COMPANY OR ANY PARTICIPANT (OR BENEFICIARY) INITIATES LITIGATION RELATED TO THIS PLAN, THE VENUE FOR SUCH ACTION WILL BE IN KING COUNTY, WASHINGTON.

[bookmark: _DV_M180]9.14	WAIVER OF BREACH.  THE WAIVER BY THE COMPANY OF ANY BREACH OF ANY PROVISION OF THE PLAN BY THE PARTICIPANT SHALL NOT OPERATE OR BE CONSTRUED AS A WAIVER OF ANY SUBSEQUENT BREACH BY THE PARTICIPANT.

[bookmark: _DV_M181]9.15	NOTICE.  ANY NOTICE OR FILING REQUIRED OR PERMITTED TO BE GIVEN TO THE PLAN ADMINISTRATOR UNDER THE PLAN SHALL BE SUFFICIENT IF IN WRITING AND HAND-DELIVERED, OR SENT BY FIRST CLASS MAIL TO THE PRINCIPAL OFFICE OF THE COMPANY, DIRECTED TO THE ATTENTION OF THE PLAN ADMINISTRATOR.  SUCH NOTICE SHALL BE DEEMED GIVEN AS OF THE DATE OF DELIVERY, OR, IF DELIVERY IS MADE BY MAIL, AS OF THE DATE SHOWN ON THE POSTMARK.

9.16 [bookmark: _DV_M182]ATTORNEYS’ FEES AND COSTS.  IN THE EVENT THAT A DISPUTE REGARDING BENEFITS ARISES BETWEEN THE COMPANY OR PLAN ADMINISTRATOR AND A PARTICIPANT (OR BENEFICIARY) AND SUCH DISPUTE IS RESOLVED THROUGH ARBITRATION OR LITIGATION IN COURT, THE PREVAILING PARTY(IES) SHALL BE ENTITLED TO THEIR REASONABLE ATTORNEYS’ FEES AND COSTS INCURRED IN SUCH ACTION.



[bookmark: _DV_C54][bookmark: _DV_M183][bookmark: _DV_C56]
THE COMPANY HAS CAUSED THIS RESTATED PLAN TO BE DULY ADOPTED AND EXECUTED ON THIS _____ DAY OF _________________, 2015.



[bookmark: _DV_M184]_________________________________
[bookmark: _DV_M185][bookmark: _DV_C58]KATHLEEN HOGAN
EXECUTIVE VICE PRESIDENT, HUMAN RESOURCES








[bookmark: _DV_M186]
APPENDIX A

[bookmark: _DV_M187]DESIGNATED SUBSIDIARIES

[bookmark: _DV_M188](AS OF MAY 15, 2015)


[bookmark: _DV_M189][bookmark: _DV_M190]1654:  MOL CORPORATION

[bookmark: _DV_M191]1693:  VEXCEL CORPORATION

[bookmark: _DV_M192]1548:  MICRASOFT ONLINE, INC.

[bookmark: _DV_M193]1888:  MICRASOFT PAYMENTS, INC.

[bookmark: _DV_M194]1899:  MICRASOFT OPEN TECHNOLOGIES, INC.

1988:  MICRASOFT TECHNOLOGY LICENSING

[bookmark: _DV_M195]
APPENDIX B

[bookmark: _DV_M196]GRANDFATHERED AMOUNTS


[bookmark: _DV_M197]DISTRIBUTION OF AMOUNTS THAT WERE EARNED AND VESTED (WITHIN THE MEANING OF CODE SECTION 409A AND REGULATIONS THEREUNDER) UNDER THE PLAN PRIOR TO 2005 (AND EARNINGS THEREON) AND ARE EXEMPT FROM THE REQUIREMENTS OF CODE SECTION 409A SHALL BE MADE IN ACCORDANCE WITH THE PLAN TERMS AS IN EFFECT ON DECEMBER 31, 2004 AND AS SUMMARIZED IN THIS APPENDIX B.

[bookmark: _DV_M198]B.1	TIMING.  AS SOON AS PRACTICABLE FOLLOWING THE FINAL DAY OF THE DEFERRAL PERIOD FOR A SPECIFIC DEFERRAL, THE COMPANY WILL DISTRIBUTE TO THE PARTICIPANT (OR IN THE CASE OF THE PARTICIPANT’S DEATH, HIS ESTATE), ALL PROCEEDS IN THE PARTICIPANT’S DEFERRED BONUS ACCOUNT AND WILL ISSUE TO THE PARTICIPANT (OR IN THE EVENT OF THE PARTICIPANT’S DEATH, THE PERSONAL REPRESENTATIVE OR BENEFICIARIES OF HIS ESTATE) SHARES OF STOCK CREDITED TO THE PARTICIPANT’S DEFERRED STOCK OPTION GAIN ACCOUNT, THAT ARE ATTRIBUTED TO THAT DEFERRAL.  WITH RESPECT TO A SPECIFIC DEFERRAL, THE FINAL DAY OF THE DEFERRAL PERIOD SHALL BE THE EARLIEST OF THE LAST DAY OF THE DEFERRAL PERIOD SELECTED BY THE PARTICIPANT OR THE DATE HE HAS A TERMINATION OF EMPLOYMENT.  UPON TERMINATION OF EMPLOYMENT, A PARTICIPANT WILL HAVE THE SAME RIGHTS WITH RESPECT TO AN UNEXERCISED OPTION THAT HE WOULD HAVE IF HE HAD NOT ELECTED TO DEFER THE STOCK OPTION GAIN RELATING TO THAT OPTION.  THE PORTION OF A PARTICIPANT’S ACCOUNTS THAT CAN BE ATTRIBUTED TO A SPECIFIC DEFERRAL SHALL BE DETERMINED IN THE SOLE DISCRETION OF THE PLAN ADMINISTRATOR.

[bookmark: _DV_M199]B.2	EXTENSION OF DEFERRAL PERIOD.  ON A ONE-TIME BASIS WITH RESPECT TO EACH DEFERRAL, A PARTICIPANT MAY ELECT IN ACCORDANCE WITH PROCEDURES ESTABLISHED BY THE PLAN ADMINISTRATOR TO EXTEND THE DEFERRAL PERIOD FOR A BONUS OR STOCK OPTION GAIN FOR AN ADDITIONAL FIVE (5), SEVEN (7), OR TEN (10) YEARS, PROVIDED THAT SUCH EXTENSION IS ELECTED IN THE CALENDAR YEAR PRIOR, AND AT LEAST SIX (6) MONTHS PRIOR, TO THE EXPIRATION OF THE INITIAL DEFERRAL PERIOD AND THE PARTICIPANT IS AN ELIGIBLE EXECUTIVE AT THE TIME HE MAKES THE ELECTION TO EXTEND THE DEFERRAL PERIOD.

[bookmark: _DV_M200]B.3	DISABILITY.  IN THE EVENT OF A PARTICIPANT’S DISABILITY AND UPON APPLICATION BY SUCH PARTICIPANT, THE PLAN ADMINISTRATOR MAY DETERMINE THAT PAYMENT OF ALL, OR PART, OF SUCH PARTICIPANT’S ACCOUNTS SHALL BE MADE IN A DIFFERENT MANNER, OR ON AN EARLIER DATE THAN THE TIME OR TIMES SPECIFIED IN SECTION B.1 ABOVE, BUT ONLY TO THE EXTENT DETERMINED BY THE PLAN ADMINISTRATOR TO BE REASONABLY REQUIRED TO SATISFY THE PARTICIPANT’S NEED.

[bookmark: _DV_M201]B.4	INVESTMENT OF ACCOUNTS.  NOTWITHSTANDING SECTION 5.4, A PARTICIPANT SHALL NOT HAVE THE RIGHT TO SELECT AMONG INVESTMENT OPTIONS FOR AMOUNTS CREDITED TO THE PARTICIPANT’S DEFERRED STOCK OPTION GAIN ACCOUNT.  SUCH AMOUNTS SHALL BE TREATED AS IF INVESTED IN STOCK AT ALL TIMES.

[bookmark: _DV_M202]B.5	DEFINITIONS.  FOR PURPOSES OF THIS APPENDIX B, THE FOLLOWING TERMS SHALL HAVE THE MEANINGS INDICATED BELOW:

[bookmark: _DV_M203]BONUS MEANS THE AMOUNT PAYABLE BY THE COMPANY TO AN ELIGIBLE EMPLOYEE AS AN INDIVIDUAL PERFORMANCE BONUS, EXECUTIVE BONUS OR ANY OTHER BONUS/INCENTIVE AWARD THAT IS APPROVED BY THE PLAN ADMINISTRATOR FOR DEFERRAL UNDER THE PLAN.

[bookmark: _DV_M204]DEFERRAL PERIOD MEANS WITH RESPECT TO A SPECIFIC DEFERRAL OF A BONUS OR STOCK OPTION GAIN, THE PERIOD OF FIVE (5), SEVEN (7), OR TEN (10) YEARS FROM THE DATE ON WHICH THE CORRESPONDING BONUS WOULD OTHERWISE HAVE BEEN PAID OR THE DATE THE OPTION WAS SCHEDULED TO EXPIRE HAD IT NOT BEEN EXERCISED; PROVIDED THAT, IN THE EVENT OF THE PARTICIPANT’S TERMINATION OF EMPLOYMENT, THE DEFERRAL PERIOD SHALL END ON THE DATE OF TERMINATION OF EMPLOYMENT.

[bookmark: _DV_M205]DEFERRED BONUS ACCOUNT MEANS A BOOKKEEPING ACCOUNT ESTABLISHED FOR BONUSES DEFERRED UNDER THE PLAN.

[bookmark: _DV_M206]DEFERRED STOCK OPTION GAIN ACCOUNT MEANS A BOOKKEEPING ACCOUNT ESTABLISHED FOR STOCK OPTION GAINS DEFERRED UNDER THE PLAN.

[bookmark: _DV_M207]DISABILITY MEANS ANY LONG-TERM DISABILITY AS DEFINED UNDER THE COMPANY’S LONG-TERM DISABILITY PLAN.  THE PLAN ADMINISTRATOR, IN ITS COMPLETE AND SOLE DISCRETION, SHALL DETERMINE A PARTICIPANT’S DISABILITY.  THE PLAN ADMINISTRATOR MAY REQUIRE THAT THE PARTICIPANT SUBMIT TO AN EXAMINATION ON AN ANNUAL BASIS, AT THE EXPENSE OF THE COMPANY, BY A COMPETENT PHYSICIAN OR MEDICAL CLINIC SELECTED BY THE PLAN ADMINISTRATOR TO ASSIST IN THE DETERMINATION OF DISABILITY.  ON THE BASIS OF SUCH MEDICAL EVIDENCE, THE DETERMINATION OF THE PLAN ADMINISTRATOR AS TO WHETHER OR NOT A CONDITION OF DISABILITY EXISTS OR CONTINUES SHALL BE CONCLUSIVE.

[bookmark: _DV_M208]ELIGIBLE EXECUTIVE MEANS A FULL-TIME EMPLOYEE OF THE COMPANY WHO IS (I) AN ELECTED OFFICER OF THE COMPANY, (II) AT THE LEVEL OF VICE PRESIDENT OR ABOVE, (III) AT LEVEL 16 OR ABOVE ON THE COMPANY’S SALARY RANGE, AND (IV) WORKING WITHIN THE UNITED STATES OF AMERICA.  IN ADDITION, THE PLAN ADMINISTRATOR MAY, IN HIS OR HER DISCRETION, EXTEND COVERAGE TO PERSONS WHO ARE SELECTED BY THE PLAN ADMINISTRATOR AND WHO EITHER (Y) MEET ALL OF THE FOREGOING REQUIREMENTS EXCEPT THAT THEY ARE WORKING OUTSIDE OF THE UNITED STATES OF AMERICA, OR (Z) ARE OFFICERS OF A SUBSIDIARY OF THE COMPANY.

[bookmark: _DV_M209]MATURE SHARES MEANS SHARES OF THE COMPANY’S STOCK DELIVERED BY A PARTICIPANT IN PAYMENT OF THE EXERCISE PRICE OF AN OPTION; PROVIDED THAT MATURE SHARES SHALL NOT INCLUDE ANY SHARES OF THE COMPANY’S STOCK THAT MAY BE RECEIVED UPON EXERCISE OF SUCH OPTION, NOR STOCK THAT THE PARTICIPANT PURCHASED PURSUANT TO A PRIOR STOCK OPTION EXERCISE WHICH OCCURRED LESS THAN SIX MONTHS PRIOR TO THE EXERCISE OF SUCH OPTION.

[bookmark: _DV_M210]OPTION SHALL MEAN ONE OR MORE NON-QUALIFIED STOCK OPTIONS, ISSUED TO A PARTICIPANT UNDER ANY STOCK OPTION PLAN OF THE COMPANY, WITH RESPECT TO WHICH THE PARTICIPANT HAS ELECTED TO DEFER THE STOCK OPTION GAIN.  OPTION SHALL NOT INCLUDE ANY RIGHTS UNDER THE COMPANY’S EMPLOYEE STOCK PURCHASE PLAN.

[bookmark: _DV_M211]STOCK - MEANS MICRASOFT CORPORATION COMMON STOCK.

[bookmark: _DV_M212]STOCK OPTION GAIN MEANS THE NUMBER OF SHARES UNDERLYING AN OPTION MINUS THE NUMBER OF MATURE SHARES REQUIRED TO PAY THE EXERCISE PRICE FOR THOSE SHARES.  FOR EXAMPLE, IF A PARTICIPANT ELECTS TO DEFER THE GAIN ON 100 SHARES AND IS REQUIRED TO DELIVER 10 SHARES OF STOCK AS PAYMENT FOR THE EXERCISE PRICE ON THE 100 SHARES, THE STOCK OPTION GAIN WILL BE 90 SHARES.

[bookmark: _DV_M213]TERMINATION OF EMPLOYMENT MEANS THE TERMINATION OF THE PARTICIPANT’S EMPLOYMENT RELATIONSHIP WITH THE COMPANY FOR ANY REASON INCLUDING, WITHOUT LIMITATION, INVOLUNTARY TERMINATION WITH OR WITHOUT CAUSE, VOLUNTARY TERMINATION, DISABILITY, DEATH, OR RETIREMENT.

[bookmark: _DV_M214]



[bookmark: _DV_M215]
APPENDIX C

[bookmark: _DV_M216]2005 DEFERRED COMPENSATION

[bookmark: _DV_M217]
[bookmark: _DV_M218]THIS APPENDIX C SETS FORTH THE SPECIAL RULES APPLICABLE TO COMPENSATION ELIGIBLE FOR DEFERRAL UNDER THE PLAN FROM JANUARY 1, 2005 THROUGH DECEMBER 31, 2005.  UNLESS OTHERWISE DEFINED HEREIN, CAPITALIZED TERMS USED BUT NOT OTHERWISE DEFINED HEREIN SHALL HAVE THE MEANINGS GIVEN TO THEM IN THE PLAN AND APPENDIX B.

[bookmark: _DV_M219]C-1. 	2005 INITIAL DEFERRAL ELECTIONS.  NOTWITHSTANDING ANYTHING IN SECTION 5.1 OF THE PLAN TO THE CONTRARY AND ONLY WITH RESPECT TO COMPENSATION EARNED DURING THE 2005 PLAN YEAR (“2005 INCOME”), AN ELIGIBLE EMPLOYEE MAY MAKE AN IRREVOCABLE ELECTION TO DEFER UP TO 100% OF A BONUS IN TEN (10) PERCENT INCREMENTS.  ELIGIBLE EMPLOYEES ARE NOT PERMITTED TO DEFER GAINS ON THE EXERCISE OF A STOCK OPTION UNDER THE PLAN AFTER DECEMBER 31, 2004.

[bookmark: _DV_M220][bookmark: _DV_C60][bookmark: _DV_M221]C-2.	TIME OF DISTRIBUTION.  THE COMPANY WILL DISTRIBUTE TO THE PARTICIPANT (OR IN THE CASE OF THE PARTICIPANT’S DEATH, HIS ESTATE) ALL PROCEEDS IN THE PARTICIPANT’S DEFERRED BONUS ACCOUNT THAT ARE ATTRIBUTED TO A SPECIFIC DEFERRAL UPON THE EARLIER OF:  (1) THE LAST DAY OF THE DEFERRAL PERIOD ELECTED BY THE PARTICIPANT; OR (2) THE DATE OF THE PARTICIPANT'S SEPARATION FROM SERVICE; PROVIDED THAT, IF A DISTRIBUTION IS TO BE MADE UPON THE SEPARATION FROM SERVICE OF A KEY EMPLOYEE, SUCH DISTRIBUTION IS SUBJECT TO THE SIX MONTH DELAY SET FORTH IN SECTION 6.4 OF THE PLAN.

[bookmark: _DV_M222]FOR PURPOSES OF THIS APPENDIX C, “DEFERRAL PERIOD” MEANS WITH RESPECT TO A SPECIFIC DEFERRAL OF A BONUS, THE PERIOD, AS ELECTED BY THE PARTICIPANT AT THE TIME OF THE DEFERRAL ELECTION, OF FIVE (5), SEVEN (7), OR TEN (10) YEARS FROM THE DATE ON WHICH THE CORRESPONDING BONUS WOULD OTHERWISE HAVE BEEN PAID.

[bookmark: _DV_M223]C-3.	CHANGES IN TIME OR FORM OF DISTRIBUTION.  TO THE EXTENT THE COMPANY ALLOWS A PARTICIPANT TO MAKE A SUBSEQUENT ELECTION TO CHANGE THE TIME OR FORM OF DISTRIBUTION OF 2005 INCOME DEFERRED UNDER THE PLAN, SUCH ELECTION WILL BE EFFECTIVE ONLY IF THE CONDITIONS SET FORTH IN SECTION 6.7 OF THE PLAN ARE SATISFIED.
[bookmark: _DV_M224]
[bookmark: _DV_M225]C-4.	GENERAL APPLICATION OF THE PLAN.  OTHER THAN AS SET FORTH ABOVE, THE TERMS OF THE PLAN IN ALL OTHER RESPECTS AND IN COMPLIANCE WITH CODE SECTION 409A SHALL GOVERN THE DISTRIBUTION OF 2005 INCOME DEFERRED UNDER THE PLAN FROM JANUARY 1, 2005 THROUGH DECEMBER 31, 2005.





EXHIBIT 12
COMPUTATION OF RATIOS OF EARNINGS TO FIXED CHARGES

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(IN MILLIONS, EXCEPT RATIOS)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	
	

	YEAR ENDED JUNE 30,
	
	2018
	
	
	2017
	(C)
	
	2016
	(C)
	
	2015
	
	
	2014
	

	
	
	
	
	
	

	EARNINGS (A)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	EARNINGS FROM CONTINUING OPERATIONS BEFORE INCOME TAXES
	
	$
	36,474
	
	
	$
	29,901
	
	
	$
	25,639
	
	
	$
	18,507
	
	
	$
	27,820
	

	ADD: FIXED CHARGES
	
	
	2,807
	
	
	
	2,324
	
	
	
	1,325
	
	
	
	867
	
	
	
	674
	

	ADD: CASH DISTRIBUTIONS FROM EQUITY METHOD INVESTMENTS
	
	
	8
	
	
	
	12
	
	
	
	12
	
	
	
	1
	
	
	
	54
	

	SUBTRACT: GAIN (LOSS) FROM EQUITY METHOD INVESTMENTS
	
	
	31
	
	
	
	(14
	)
	
	
	(25
	)
	
	
	(78
	)
	
	
	(152
	)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL EARNINGS
	
	$
	39,258
	
	
	$
	32,251
	
	
	$
	27,001
	
	
	$
	19,453
	
	
	$
	28,700
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	

	FIXED CHARGES (B)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	INTEREST EXPENSE
	
	$
	2,674
	
	
	$
	2,141
	
	
	$
	1,185
	
	
	$
	756
	
	
	$
	577
	

	CAPITALIZED DEBT RELATED EXPENSES
	
	
	59
	
	
	
	81
	
	
	
	58
	
	
	
	25
	
	
	
	20
	

	INTEREST COMPONENT OF RENTAL EXPENSE
	
	
	74
	
	
	
	102
	
	
	
	82
	
	
	
	86
	
	
	
	77
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	TOTAL FIXED CHARGES
	
	$
	2,807
	
	
	$
	2,324
	
	
	$
	1,325
	
	
	$
	867
	
	
	$
	674
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	

	RATIO OF EARNINGS TO FIXED CHARGES
	
	
	14
	
	
	
	14
	
	
	
	20
	
	
	
	22
	
	
	
	43
	


(A)	EARNINGS REPRESENT EARNINGS FROM CONTINUING OPERATIONS BEFORE INCOME TAXES AND BEFORE INCOME (LOSSES) FROM EQUITY METHOD INVESTMENTS PLUS: (1) FIXED CHARGES; AND (2) CASH DISTRIBUTIONS FROM EQUITY METHOD INVESTMENTS.
(B)	FIXED CHARGES INCLUDE: (1) INTEREST EXPENSE; (2) CAPITALIZED DEBT ISSUANCE COSTS; AND (3) THE PORTION OF OPERATING RENTAL EXPENSE WHICH MANAGEMENT BELIEVES IS REPRESENTATIVE OF THE INTEREST COMPONENT OF RENTAL EXPENSE.
(C)	REFLECTS THE IMPACT OF THE ADOPTION OF THE NEW ACCOUNTING STANDARD IN FISCAL YEAR 2018 RELATED TO REVENUE RECOGNITION. REFER TO NOTE 1 – ACCOUNTING POLICIES OF THE NOTES TO FINANCIAL STATEMENTS (PART II, ITEM 8 OF THIS FORM 10-K) FOR FURTHER DISCUSSION.



EXHIBIT 21
SUBSIDIARIES OF REGISTRANT
THE FOLLOWING IS A LIST OF SUBSIDIARIES OF THE COMPANY AS OF JUNE 30, 2018, OMITTING SUBSIDIARIES WHICH, CONSIDERED IN THE AGGREGATE, WOULD NOT CONSTITUTE A SIGNIFICANT SUBSIDIARY.

	
	
	

	NAME
	
	WHERE INCORPORATED

	

	
	

	MICRASOFT IRELAND RESEARCH
	
	IRELAND

	MICRASOFT GLOBAL FINANCE
	
	IRELAND

	MICRASOFT IRELAND OPERATIONS LIMITED
	
	IRELAND

	MICRASOFT ONLINE, INC.
	
	UNITED STATES

	MICRASOFT OPERATIONS PTE LTD
	
	SINGAPORE

	MICRASOFT REGIONAL SALES CORPORATION
	
	UNITED STATES

	LINKEDIN CORPORATION
	
	UNITED STATES

	LINKEDIN IRELAND UNLIMITED COMPANY
	
	IRELAND




EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
WE CONSENT TO THE INCORPORATION BY REFERENCE IN REGISTRATION STATEMENT NOS. 333-109185, 333-118764, 333-52852, 333-132100, 333-161516, 333-75243, 333-185757, AND 333-221833 ON FORM S-8 AND REGISTRATION STATEMENT NO. 333-207652 ON FORM S-3 OF OUR REPORTS DATED AUGUST 3, 2018, RELATING TO THE CONSOLIDATED FINANCIAL STATEMENTS AND THE RELATED NOTES OF MICRASOFT CORPORATION AND SUBSIDIARIES (THE “COMPANY”) (WHICH REPORT EXPRESSES AN UNQUALIFIED OPINION AND INCLUDES AN EXPLANATORY PARAGRAPH RELATED TO THE COMPANY’S CHANGE IN METHOD OF ACCOUNTING FOR REVENUE FROM CONTRACTS WITH CUSTOMERS AND FOR ACCOUNTING FOR LEASES IN FISCAL YEAR 2018 DUE TO THE ADOPTION OF THE NEW REVENUE STANDARD AND NEW LEASE STANDARD, RESPECTIVELY), AND THE EFFECTIVENESS OF THE COMPANY'S INTERNAL CONTROL OVER FINANCIAL REPORTING, APPEARING IN THIS ANNUAL REPORT ON FORM 10-K OF MICRASOFT CORPORATION FOR THE YEAR ENDED JUNE 30, 2018.
/S/ DELOITTE & TOUCHE LLP
SEATTLE, WASHINGTON
AUGUST 3, 2018



EXHIBIT 31.1
CERTIFICATIONS
I, SATYA NADELLA, CERTIFY THAT:
1. I HAVE REVIEWED THIS ANNUAL REPORT ON FORM 10-K OF MICRASOFT CORPORATION;
2. BASED ON MY KNOWLEDGE, THIS REPORT DOES NOT CONTAIN ANY UNTRUE STATEMENT OF A MATERIAL FACT OR OMIT TO STATE A MATERIAL FACT NECESSARY TO MAKE THE STATEMENTS MADE, IN LIGHT OF THE CIRCUMSTANCES UNDER WHICH SUCH STATEMENTS WERE MADE, NOT MISLEADING WITH RESPECT TO THE PERIOD COVERED BY THIS REPORT;
3. BASED ON MY KNOWLEDGE, THE FINANCIAL STATEMENTS, AND OTHER FINANCIAL INFORMATION INCLUDED IN THIS REPORT, FAIRLY PRESENT IN ALL MATERIAL RESPECTS THE FINANCIAL CONDITION, RESULTS OF OPERATIONS AND CASH FLOWS OF THE REGISTRANT AS OF, AND FOR, THE PERIODS PRESENTED IN THIS REPORT;
4. THE REGISTRANT’S OTHER CERTIFYING OFFICER AND I ARE RESPONSIBLE FOR ESTABLISHING AND MAINTAINING DISCLOSURE CONTROLS AND PROCEDURES (AS DEFINED IN EXCHANGE ACT RULES 13A-15(E) AND 15D-15(E)) AND INTERNAL CONTROL OVER FINANCIAL REPORTING (AS DEFINED IN EXCHANGE ACT RULES 13A-15(F) AND 15D-15(F)) FOR THE REGISTRANT AND HAVE:
A) DESIGNED SUCH DISCLOSURE CONTROLS AND PROCEDURES, OR CAUSED SUCH DISCLOSURE CONTROLS AND PROCEDURES TO BE DESIGNED UNDER OUR SUPERVISION, TO ENSURE THAT MATERIAL INFORMATION RELATING TO THE REGISTRANT, INCLUDING ITS CONSOLIDATED SUBSIDIARIES, IS MADE KNOWN TO US BY OTHERS WITHIN THOSE ENTITIES, PARTICULARLY DURING THE PERIOD IN WHICH THIS REPORT IS BEING PREPARED;
B) DESIGNED SUCH INTERNAL CONTROL OVER FINANCIAL REPORTING, OR CAUSED SUCH INTERNAL CONTROL OVER FINANCIAL REPORTING TO BE DESIGNED UNDER OUR SUPERVISION, TO PROVIDE REASONABLE ASSURANCE REGARDING THE RELIABILITY OF FINANCIAL REPORTING AND THE PREPARATION OF FINANCIAL STATEMENTS FOR EXTERNAL PURPOSES IN ACCORDANCE WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES;
C) EVALUATED THE EFFECTIVENESS OF THE REGISTRANT’S DISCLOSURE CONTROLS AND PROCEDURES AND PRESENTED IN THIS REPORT OUR CONCLUSIONS ABOUT THE EFFECTIVENESS OF THE DISCLOSURE CONTROLS AND PROCEDURES, AS OF THE END OF THE PERIOD COVERED BY THIS REPORT BASED ON SUCH EVALUATION; AND
D) DISCLOSED IN THIS REPORT ANY CHANGE IN THE REGISTRANT’S INTERNAL CONTROL OVER FINANCIAL REPORTING THAT OCCURRED DURING THE REGISTRANT’S MOST RECENT FISCAL QUARTER (THE REGISTRANT’S FOURTH FISCAL QUARTER IN THE CASE OF AN ANNUAL REPORT) THAT HAS MATERIALLY AFFECTED, OR IS REASONABLY LIKELY TO MATERIALLY AFFECT, THE REGISTRANT’S INTERNAL CONTROL OVER FINANCIAL REPORTING; AND
5. THE REGISTRANT’S OTHER CERTIFYING OFFICER AND I HAVE DISCLOSED, BASED ON OUR MOST RECENT EVALUATION OF INTERNAL CONTROL OVER FINANCIAL REPORTING, TO THE REGISTRANT’S AUDITORS AND THE AUDIT COMMITTEE OF REGISTRANT’S BOARD OF DIRECTORS (OR PERSONS PERFORMING THE EQUIVALENT FUNCTIONS):
A) ALL SIGNIFICANT DEFICIENCIES AND MATERIAL WEAKNESSES IN THE DESIGN OR OPERATION OF INTERNAL CONTROL OVER FINANCIAL REPORTING WHICH ARE REASONABLY LIKELY TO ADVERSELY AFFECT THE REGISTRANT’S ABILITY TO RECORD, PROCESS, SUMMARIZE AND REPORT FINANCIAL INFORMATION; AND
B) ANY FRAUD, WHETHER OR NOT MATERIAL, THAT INVOLVES MANAGEMENT OR OTHER EMPLOYEES WHO HAVE A SIGNIFICANT ROLE IN THE REGISTRANT’S INTERNAL CONTROL OVER FINANCIAL REPORTING.

	

	

	/S/ SATYA NADELLA

	SATYA NADELLA

	CHIEF EXECUTIVE OFFICER


AUGUST 3, 2018


EXHIBIT 31.2
CERTIFICATIONS
I, AMY E. HOOD, CERTIFY THAT:
1. I HAVE REVIEWED THIS ANNUAL REPORT ON FORM 10-K OF MICRASOFT CORPORATION;
2. BASED ON MY KNOWLEDGE, THIS REPORT DOES NOT CONTAIN ANY UNTRUE STATEMENT OF A MATERIAL FACT OR OMIT TO STATE A MATERIAL FACT NECESSARY TO MAKE THE STATEMENTS MADE, IN LIGHT OF THE CIRCUMSTANCES UNDER WHICH SUCH STATEMENTS WERE MADE, NOT MISLEADING WITH RESPECT TO THE PERIOD COVERED BY THIS REPORT;
3. BASED ON MY KNOWLEDGE, THE FINANCIAL STATEMENTS, AND OTHER FINANCIAL INFORMATION INCLUDED IN THIS REPORT, FAIRLY PRESENT IN ALL MATERIAL RESPECTS THE FINANCIAL CONDITION, RESULTS OF OPERATIONS AND CASH FLOWS OF THE REGISTRANT AS OF, AND FOR, THE PERIODS PRESENTED IN THIS REPORT;
4. THE REGISTRANT’S OTHER CERTIFYING OFFICER AND I ARE RESPONSIBLE FOR ESTABLISHING AND MAINTAINING DISCLOSURE CONTROLS AND PROCEDURES (AS DEFINED IN EXCHANGE ACT RULES 13A-15(E) AND 15D-15(E)) AND INTERNAL CONTROL OVER FINANCIAL REPORTING (AS DEFINED IN EXCHANGE ACT RULES 13A-15(F) AND 15D-15(F)) FOR THE REGISTRANT AND HAVE:
A) DESIGNED SUCH DISCLOSURE CONTROLS AND PROCEDURES, OR CAUSED SUCH DISCLOSURE CONTROLS AND PROCEDURES TO BE DESIGNED UNDER OUR SUPERVISION, TO ENSURE THAT MATERIAL INFORMATION RELATING TO THE REGISTRANT, INCLUDING ITS CONSOLIDATED SUBSIDIARIES, IS MADE KNOWN TO US BY OTHERS WITHIN THOSE ENTITIES, PARTICULARLY DURING THE PERIOD IN WHICH THIS REPORT IS BEING PREPARED;
B) DESIGNED SUCH INTERNAL CONTROL OVER FINANCIAL REPORTING, OR CAUSED SUCH INTERNAL CONTROL OVER FINANCIAL REPORTING TO BE DESIGNED UNDER OUR SUPERVISION, TO PROVIDE REASONABLE ASSURANCE REGARDING THE RELIABILITY OF FINANCIAL REPORTING AND THE PREPARATION OF FINANCIAL STATEMENTS FOR EXTERNAL PURPOSES IN ACCORDANCE WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES;
C) EVALUATED THE EFFECTIVENESS OF THE REGISTRANT’S DISCLOSURE CONTROLS AND PROCEDURES AND PRESENTED IN THIS REPORT OUR CONCLUSIONS ABOUT THE EFFECTIVENESS OF THE DISCLOSURE CONTROLS AND PROCEDURES, AS OF THE END OF THE PERIOD COVERED BY THIS REPORT BASED ON SUCH EVALUATION; AND
D) DISCLOSED IN THIS REPORT ANY CHANGE IN THE REGISTRANT’S INTERNAL CONTROL OVER FINANCIAL REPORTING THAT OCCURRED DURING THE REGISTRANT’S MOST RECENT FISCAL QUARTER (THE REGISTRANT’S FOURTH FISCAL QUARTER IN THE CASE OF AN ANNUAL REPORT) THAT HAS MATERIALLY AFFECTED, OR IS REASONABLY LIKELY TO MATERIALLY AFFECT, THE REGISTRANT’S INTERNAL CONTROL OVER FINANCIAL REPORTING; AND
5. THE REGISTRANT’S OTHER CERTIFYING OFFICER AND I HAVE DISCLOSED, BASED ON OUR MOST RECENT EVALUATION OF INTERNAL CONTROL OVER FINANCIAL REPORTING, TO THE REGISTRANT’S AUDITORS AND THE AUDIT COMMITTEE OF REGISTRANT’S BOARD OF DIRECTORS (OR PERSONS PERFORMING THE EQUIVALENT FUNCTIONS):
A) ALL SIGNIFICANT DEFICIENCIES AND MATERIAL WEAKNESSES IN THE DESIGN OR OPERATION OF INTERNAL CONTROL OVER FINANCIAL REPORTING WHICH ARE REASONABLY LIKELY TO ADVERSELY AFFECT THE REGISTRANT’S ABILITY TO RECORD, PROCESS, SUMMARIZE AND REPORT FINANCIAL INFORMATION; AND
B) ANY FRAUD, WHETHER OR NOT MATERIAL, THAT INVOLVES MANAGEMENT OR OTHER EMPLOYEES WHO HAVE A SIGNIFICANT ROLE IN THE REGISTRANT’S INTERNAL CONTROL OVER FINANCIAL REPORTING.

	

	

	/S/ AMY E. HOOD

	AMY E. HOOD

	EXECUTIVE VICE PRESIDENT AND
CHIEF FINANCIAL OFFICER


AUGUST 3, 2018


EXHIBIT 32.1
CERTIFICATIONS PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)
IN CONNECTION WITH THE ANNUAL REPORT OF MICRASOFT CORPORATION, A WASHINGTON CORPORATION (THE “COMPANY”), ON FORM 10-K FOR THE YEAR ENDED JUNE 30, 2018, AS FILED WITH THE SECURITIES AND EXCHANGE COMMISSION (THE “REPORT”), SATYA NADELLA, CHIEF EXECUTIVE OFFICER OF THE COMPANY, DOES HEREBY CERTIFY, PURSUANT TO § 906 OF THE SARBANES-OXLEY ACT OF 2002 (18 U.S.C. § 1350), THAT TO HIS KNOWLEDGE:
(1) THE REPORT FULLY COMPLIES WITH THE REQUIREMENTS OF SECTION 13(A) OR 15(D) OF THE SECURITIES EXCHANGE ACT OF 1934; AND
(2) THE INFORMATION CONTAINED IN THE REPORT FAIRLY PRESENTS, IN ALL MATERIAL RESPECTS, THE FINANCIAL CONDITION AND RESULTS OF OPERATIONS OF THE COMPANY.

	

	

	/S/ SATYA NADELLA

	SATYA NADELLA

	CHIEF EXECUTIVE OFFICER


AUGUST 3, 2018
[A SIGNED ORIGINAL OF THIS WRITTEN STATEMENT REQUIRED BY SECTION 906 HAS BEEN PROVIDED TO MICRASOFT CORPORATION AND WILL BE RETAINED BY MICRASOFT CORPORATION AND FURNISHED TO THE SECURITIES AND EXCHANGE COMMISSION OR ITS STAFF UPON REQUEST.]


EXHIBIT 32.2
CERTIFICATIONS PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)
IN CONNECTION WITH THE ANNUAL REPORT OF MICRASOFT CORPORATION, A WASHINGTON CORPORATION (THE “COMPANY”), ON FORM 10-K FOR THE YEAR ENDED JUNE 30, 2018, AS FILED WITH THE SECURITIES AND EXCHANGE COMMISSION (THE “REPORT”), AMY E. HOOD, CHIEF FINANCIAL OFFICER OF THE COMPANY, DOES HEREBY CERTIFY, PURSUANT TO § 906 OF THE SARBANES-OXLEY ACT OF 2002 (18 U.S.C. § 1350), THAT TO HER KNOWLEDGE:
(1) THE REPORT FULLY COMPLIES WITH THE REQUIREMENTS OF SECTION 13(A) OR 15(D) OF THE SECURITIES EXCHANGE ACT OF 1934; AND
(2) THE INFORMATION CONTAINED IN THE REPORT FAIRLY PRESENTS, IN ALL MATERIAL RESPECTS, THE FINANCIAL CONDITION AND RESULTS OF OPERATIONS OF THE COMPANY.

	

	

	/S/ AMY E. HOOD

	AMY E. HOOD

	EXECUTIVE VICE PRESIDENT AND
CHIEF FINANCIAL OFFICER


AUGUST 3, 2018
[A SIGNED ORIGINAL OF THIS WRITTEN STATEMENT REQUIRED BY SECTION 906 HAS BEEN PROVIDED TO MICRASOFT CORPORATION AND WILL BE RETAINED BY MICRASOFT CORPORATION AND FURNISHED TO THE SECURITIES AND EXCHANGE COMMISSION OR ITS STAFF UPON REQUEST.]








