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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934

For the Fiscal Year Ended June 30, 2012
OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934

For the Transition Period From to

Commission File Number 0-14278

MICROSOFT CORPORATION

WASHINGTON

(STATE OF INCORPORATION)

91-1144442

(IRS. ID)

ONE MICROSOFT WAY, REDMOND, WASHINGTON 98052-6399

(425) 882-8080
www.microsoft.com/investor

Securities registered pursuant to Section 12(b) of the Act:

COMMON STOCK, $0.00000625 par value per share

NASDAQ

Securities registered pursuant to Section 12(g) of the Act:

NONE

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the

Securities Act. Yes x  No~

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d)

of the Exchange Act. Yes © Nox

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period
that the registrant was required to file such reports), and (2) has been subject to such filing requirements for

the past 90 days. Yes x No ’

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web
site, if any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of
Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that

the registrant was required to submit and post such files). Yes x

No ™

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405
of this chapter) is not contained herein, and will not be contained, to the best of registrant’s knowledge, in
definitive proxy or information statements incorporated by reference in Part Ill of this Form 10-K or any

amendment to this Form 10-K. x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-
accelerated filer, or a smaller reporting company. See the definitions of “large accelerated filer,”
“accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer x

Accelerated filer

Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company ~

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the

Exchange Act). Yes © Nox

As of December 31, 2011, the aggregate market value of the registrant's common stock held by non-
affiliates of the registrant was $195,333,665,376 based on the closing sale price as reported on the
NASDAQ National Market System. As of July 18, 2012, there were 8,383,396,575 shares of common stock

outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the definitive Proxy Statement to be delivered to shareholders in connection with the Annual
Meeting of Shareholders to be held on November 28, 2012 are incorporated by reference into Part IIl.
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privacy of personal information could inhibit sales of our products or services, and could constrain consumer
and business adoption of our cloud-based solutions.

We may experience outages, data losses, and disruptions of our online services if we fail to maintain an
adequate operations infrastructure.  Our increasing user traffic and complexity of our products and services
demand more computing power. We have spent and expect to continue to spend substantial amounts to
purchase or lease data centers and equipment and to upgrade our technology and network infrastructure to
handle increased traffic on our websites and in our data centers, and to introduce new products and services
and support existing services such as Bing, Exchange Online, Office 365, SharePoint Online, Skype, Xbox
LIVE, Windows Azure, Windows Live, and Microsoft Office Web Apps. We also are growing our business of
providing a platform and back-end hosting for services provided by third-party businesses to their end
customers. Maintaining and expanding this infrastructure is expensive and complex. Inefficiencies or
operational failures, including temporary or permanent loss of customer data, could diminish the quality of our
products, services, and user experience resulting in contractual liability, claims by customers and other third
parties, 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.

We are subject to government litigation and regulatory activity that affects how we design and market our
products. As a leading global software maker, we receive close scrutiny from government agencies under
U.S. and foreign competition laws. Some jurisdictions also provide private rights of action for competitors or
consumers to assert claims of anti-competitive conduct. For example, we have been involved in the following
actions.

Lawsuits brought by the U.S. Department of Justice, 18 states, and the District of Columbia in two separate
actions were resolved through a Consent Decree that took effect in 2001 and a Final Judgment entered in
2002. These proceedings imposed various constraints on our Windows operating system businesses. These
constraints included limits on certain contracting practices, mandated disclosure of certain software program
interfaces and protocols, and rights for computer manufacturers to limit the visibility of certain Windows
features in new PCs. Although the Consent Decree and Final Judgment expired in May 2011, we expect that
federal and state antitrust authorities will continue to closely scrutinize our business.

The European Commission closely scrutinizes the design of high-volume Microsoft 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. In 2004, the Commission ordered us to create new versions of
Windows 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 offered by Microsoft to address the Commission’s concerns
relating to competition in Web browsing software. The Commission’s impact on product design 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 own
products which could result in decreased sales of our products.

Government regulatory actions and court decisions such as these may hinder our ability to provide the benefits
of our software to consumers and businesses, thereby reducing the attractiveness of our products and the
revenue that come from them. New actions could be initiated at any time, either by these or other governments
or private claimants, including with respect to new versions of Windows or other Microsoft products. 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.

« The rulings described above may be used as precedent in other competition law proceedings.
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* We are subject to a variety of ongoing commitments as a result 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 fines or other remedial actions. For
example, in July 2012 we announced that, for some PCs sold in Europe, we were not in compliance
with our 2009 agreement to display a “Browser Choice Screen” on Windows PCs where Internet
Explorer is the default browser.

Our products and online services offerings, including new technologies we develop or acquire such as Skype,
are subject to government regulation in some jurisdictions, including in areas of user privacy,
telecommunications, data protection, and online content. The application of 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, as well as 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 penalties being imposed on us or orders that we stop the alleged noncompliant activity.

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. We are limited in our ability to recruit internationally by restrictive
domestic immigration laws. If we are less successful in our recruiting efforts, or if we are unable to retain key
employees, 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.

Delays in product development schedules may adversely affect our revenue. The development of software
products is a complex and time-consuming process. New products and enhancements to existing products can
require long development and testing periods. Our increasing focus on cloud-based software plus services
also presents new and complex development issues. Significant delays in new product or service releases or
significant problems in creating new products or services could adversely affect our revenue.

We make significant investments in new products and services that may not be profitable. = Our growth
depends on our ability to create new and higher value product and service offerings. We will continue to make
significant investments in research, development, and marketing for existing products, services, and
technologies, including the Windows PC operating system, the Microsoft Office system, Bing, Windows Phone,
Windows Server, the Windows Store, the Windows Azure Services platform, Office 365, other cloud-based
services offerings, and the Xbox 360 entertainment platform. In June 2012, we announced the Surface line of
Microsoft-designed and manufactured devices. We will also continue to invest in new software and hardware
products, services, and technologies. Investments in new technology are speculative. Commercial success
depends on many factors, including innovativeness, developer support, and effective distribution and
marketing. Our degree of success with Windows Phone, for example, will impact our ability to grow our share
of the smartphone operating system market. It will also be an important factor in supporting our strategy of
delivering value to end users seamlessly over a variety of form factors including PC, phone, and TV device
classes. If customers do not perceive our latest offerings as providing significant new functionality or other
value, they may reduce their purchases of new software products or upgrades, unfavorably impacting revenue.
We may not achieve significant revenue from new product and service investments for a number of years, if at
all. Moreover, new products and services may not be profitable, and even if they are profitable, operating
margins for new products and businesses may not be as high as the margins we have experienced historically.

Adverse economic conditions may harm our business.  Unfavorable changes in economic conditions,
including inflation, recession, or other changes in economic conditions, may result in lower information
technology 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. Our product distribution system also relies on an extensive partner and retail network. Original
equipment manufacturers (“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 result in sales channel disruption. Challenging economic conditions also
may impair the ability of our customers to pay for products and

19

© 2014 The Bureau of National Affairs, Inc. All Rights Reserved. Terms of Service

/I PAGE 19
8


http://www.bloomberglaw.com/ms/public/document/Terms_of_Service
mitte
Highlight


Case 2:14-cv-00540-JCC Document 24-1 Filed 08/11/14 Page 6 of 7

MICROSOFT CORP; Form 10-K

Table of Contents

PART Il
Iltem 8

The three cases pending in British Columbia, Ontario, and Quebec, Canada have not been settled. In March
2010, the court in the British Columbia case certified it as a class action. In April 2011, the British Columbia
Court of Appeal reversed the class certification ruling and dismissed the case, holding that indirect purchasers
do not have a claim. The plaintiffs have appealed to the Canadian Supreme Court, which will be heard in the
fall of 2012. The other two actions have been stayed.

Other Antitrust Litigation and Claims

In November 2004, Novell, Inc. (“Novell”) filed a complaint in U.S. District Court for the District of Utah (later
transferred to federal court in Maryland), asserting antitrust and unfair competition claims against us related to
Novell’'s ownership of WordPerfect and other productivity applications during the period between June 1994
and March 1996. In June 2005, the trial court granted our motion to dismiss four of six claims of the complaint.
In March 2010, the trial court granted summary judgment in favor of Microsoft as to all remaining claims. The
court of appeals reversed that ruling as to one claim. Trial of that claim took place from October to December
2011 and resulted in a mistrial because the jury was unable to reach a verdict. In July 2012, the trial court
granted Microsoft’s motion for judgment as a matter of law. Novell may appeal this decision.

Government Competition Law Matters

In December 2009, the European Commission adopted a decision that rendered legally binding commitments
offered by Microsoft to address the Commission’s concerns about the inclusion of Web browsing software in
Windows. Among other things, Microsoft committed to display a “Browser Choice Screen” on Windows-based
PCs in Europe where Internet Explorer is set as the default browser. Due to a technical error, we failed to
deliver the requisite software to enable that display to PCs that came preinstalled with a version of Windows 7
called Windows 7 Service Pack 1. We did deliver the requisite software to PCs running the original version of
Windows 7 and earlier editions of Windows. Following notification by the Commission of reports that some PCs
were not receiving the update, we promptly fixed the error and advised the Commission of what we had
discovered. PCs that come preinstalled with Windows 7 Service Pack are now receiving the Browser Choice
Screen software, as intended. On July 17, 2012, the Commission announced that it had opened proceedings
to investigate whether Microsoft had failed to comply with this commitment. The Commission stated that if a
company is found to have breached a legally binding commitment, the company may be fined up to 10% of its
worldwide annual revenue.

Patent and Intellectual Property Claims
Motorola Litigation

In October 2010, Microsoft filed patent infringement complaints against Motorola Mobility (“Motorola”) with the
International Trade Commission (“ITC”) and in U.S. District Court in Seattle for infringement of nine Microsoft
patents by Motorola’s Android devices. Since then, Microsoft and Motorola have filed additional claims against
each other in the ITC, in federal district courts in Seattle, Wisconsin, Florida, and California, and in courts in
Germany and the United Kingdom. In April 2012, following complaints by Microsoft and Apple, the European
Union’s competition office opened two antitrust investigations against Motorola to determine whether it has
abused certain of its standard essential patents to distort competition in breach of European Union antitrust
rules. In June 2012, we received a request for information from the U.S. Federal Trade Commission (“FTC”)
apparently related to an FTC investigation into whether Motorola’s conduct violates U.S. law. The nature of the
claims asserted and status of individual matters are summarized below.

International Trade Commission

The hearing in Microsoft's ITC case against Motorola took place in August 2011 on seven of the nine patents
originally asserted in the complaint. In December 2011, the administrative law judge (“ALJ”) issued an initial
determination that Motorola infringed one Microsoft patent, and recommended that the ITC issue a limited
exclusion
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned; thereunto duly authorized, in the City of
Redmond, State of Washington, on July 26, 2012.

M ICROSOFT C ORPORATION

[s/ F RANKH.B ROD

Frank H. Brod

Corporate Vice President, Finance and
Administration;

Chief Accounting Officer (Principal Accounting
Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of Registrant and in the capacities indicated on July 26, 2012.

Signature Title

/sl WILLIAM H. G ATES IlI Chairman

William H. Gates Ill

/s/ S TEVENA. B ALLMER Director and Chief Executive Officer

Steven A. Ballmer

/s/ D INA D UBLON Director
Dina Dublon
/s/ R AYMOND V. G ILMARTIN Director

Raymond V. Gilmartin
/s/ R EED H ASTINGS Director

Reed Hastings

/'s! MARIA K LAWE Director
Maria Klawe
/s/ S TEPHEN J. L uczo Director

Stephen J. Luczo

/s/ D AvIDF. M ARQUARDT Director
David F. Marquardt

/'s/ CHARLES H. N OsKiI Director
Charles H. Noski

/'s/ HELMUT P ANKE Director
Helmut Panke

/s/ JOHNW. T HOMPSON Director

John Thompson

/s/ PETERS.KLEIN Chief Financial Officer
(Principal Financial Officer)

Peter S. Klein

/s/ F RANK H. B ROD Corporate Vice President,
Finance and Administration;

Frank H. Brod Chief Accounting Officer

(Principal Accounting Officer)
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