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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.

PART I

ITEM 1. BUSINESS

GENERAL

Embracing Our Future

Microsoft 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.
As the world responds to the outbreak of a novel strain of the coronavirus (“COVID-19”), we are working to do our part by ensuring the safety of our
employees, striving to protect the health and well-being of the communities in which we operate, and providing technology and resources to our
customers to help them do their best work while remote.

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. Our unique role as a platform and tools provider allows us to connect the dots, bring
together an ecosystem of partners, and enable organizations of all sizes to build the digital capability required to address these challenges.

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 with the Internet of Things (“IoT”) and mixed
reality 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.

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.

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.
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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 and intelligent edge platform.
 • Create more personal computing.

Reinvent Productivity and Business Processes

At Microsoft, we’re providing technology and resources to help our customers navigate a remote environment. We’re seeing our family of products play
key roles in the ways the world is continuing to work, learn, and connect.

Our growth depends on securely delivering continuous innovation and advancing our leading productivity and collaboration tools and services, including
Office, Dynamics, and LinkedIn. Microsoft 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. Microsoft Teams is enabling rapid digital transformation by giving people a single tool to chat, call, meet, and collaborate. Microsoft
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. Microsoft
Power Platform empowers employees to build custom applications, automate workflow, and analyze data no matter their technical expertise.

These scenarios represent a move to unlock creativity and discover new habits, while simplifying security and management. Organizations of all sizes
have digitized business-critical functions, redefining what they can expect from their business applications. This creates an opportunity to reach new
customers and increase usage and engagement with existing customers.

Build the Intelligent Cloud and Intelligent Edge  Platform

In the new remote world, companies have accelerated their own digital transformation to empower their employees, optimize their operations, engage
customers, and in some cases, change the very core of their products and services. Partnering with organizations on their digital transformation during
this period is one of our largest opportunities and we are uniquely positioned to become the strategic digital transformation platform and partner of
choice; their success is our success.

Our strategy requires continued investment in datacenters and other hybrid and edge infrastructure to support our services. 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-scale cloud, Azure
uniquely offers hybrid consistency, developer productivity, AI capabilities, and trusted security and compliance. We see more emerging use cases and
needs for compute and security at the edge and are accelerating our innovation across the spectrum of intelligent edge devices, from IoT sensors to
gateway devices and edge hardware to build, manage, and secure edge workloads. 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. We are accelerating our development of mixed reality solutions with new Azure services and devices. The opportunity to merge the physical
and digital worlds, when combined with the power of Azure cloud services, unlocks the potential for entirely new workloads which we believe will shape
the next era of computing.
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The ability to convert data into AI drives our competitive advantage. Azure SQL Database makes it possible for customers to take 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.

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. In support of this, we are bringing Office, Windows, and devices together for an enhanced and more cohesive customer
experience.

Windows 10 serves the enterprise as the most secure and productive operating system. It empowers people with AI-first interfaces ranging from voice-
activated commands through Cortana, inking, immersive 3D content storytelling, and mixed reality experiences. Our ambition for Windows 10
monetization opportunities includes gaming, services, subscriptions, and search advertising. Windows also plays a critical role in fueling our cloud
business and Microsoft 365 strategy, and it powers the growing range of devices on the “intelligent edge.”

We are committed to designing and marketing first-party devices to help drive innovation, create new device categories, and stimulate demand in the
Windows ecosystem. We recently added several new products and accessories into the Surface family, including Surface Book 3 and Surface Go 2.
These new Surface products join Surface Pro 7, Surface Laptop 3, and Surface Pro X.

To expand usage and deepen engagement, we continue to invest in content, community, and cloud services as we pursue the expansive opportunity in
the gaming industry. We are 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 across PC, console, and mobile. We have a strong position with our large and growing highly engaged community of gamers.
Xbox Game Pass, with over 10 million members from 41 countries, is a community with access to a curated library of over 100 first- and third-party
console and PC titles. Project xCloud is Microsoft’s game streaming technology that is complementary to our console hardware and will give fans the
ultimate choice to play the games they want, with the people they want, on the devices they want.

Our Future Opportunity

In a time of great disruption and uncertainty, customers are looking to us to accelerate their own digital transformations as software and cloud computing
play a huge role across every industry and around the world. We continue to develop complete, intelligent solutions for our customers that empower
people to stay productive and collaborate, 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 fuel our cloud business and Microsoft 365 strategy, and to develop new categories of devices – both our own and third-

party – on the intelligent edge.
 • 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 Microsoft.
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COVID-19

In March 2020, the World Health Organization declared the outbreak of COVID-19 to be a pandemic. The COVID-19 pandemic is having widespread,
rapidly evolving, and unpredictable impacts on global society, economies, financial markets, and business practices. Federal and state governments
have implemented measures in an effort to contain the virus, including social distancing, travel restrictions, border closures, limitations on public
gatherings, work from home, supply chain logistical changes, and closure of non-essential businesses. To protect the health and well-being of our
employees, suppliers, and customers, we have made substantial modifications to employee travel policies, implemented office closures as employees are
advised to work from home, and cancelled or shifted our conferences and other marketing events to virtual-only through fiscal year 2021. The COVID-19
pandemic has impacted and may continue to impact our business operations, including our employees, customers, partners, and communities, and there
is substantial uncertainty in the nature and degree of its continued effects over time. Refer to Management’s Discussion and Analysis of Financial
Condition and Results of Operations (Part II, Item 7 of this Form 10-K) for further discussion regarding the impact of COVID-19 on our fiscal year 2020
financial results.

The extent to which the COVID-19 pandemic impacts our business going forward will depend on numerous evolving factors we cannot reliably predict,
including the duration and scope of the pandemic; governmental, business, and individuals' actions in response to the pandemic; and the impact on
economic activity including the possibility of recession or financial market instability. These factors may adversely impact consumer, business, and
government spending on technology as well as customers' ability to pay for our products and services on an ongoing basis. This uncertainty also affects
management’s accounting estimates and assumptions, which could result in greater variability in a variety of areas that depend on these estimates and
assumptions, including investments, receivables, and forward-looking guidance. Refer to Risk Factors (Part I, Item 1A of this Form 10-K) for a discussion
of these factors and other risks.

Commitment to Sustainability

We work to ensure that technology is inclusive, trusted, and increases sustainability. We’re empowering our customers and partners with new technology
to help them drive efficiencies, transform their businesses, and create their own solutions for sustainability. In January 2020, we announced a bold new
environmental sustainability strategy focused on carbon, water, waste, and ecosystems. As part of our commitment, we are investing $1 billion over the
next four years in new technologies and innovative climate solutions. We set an ambitious goal to reduce and ultimately remove Microsoft’s carbon
footprint. By 2030 Microsoft will be carbon negative, and by 2050 Microsoft will remove from the environment all the carbon the company has emitted
directly or by electrical consumption since it was founded in 1975. We also launched a new initiative to use Microsoft technology to help our suppliers and
customers around the world reduce their own carbon footprint.

The investments we make in sustainability carry through to our products, services, and devices. We design our devices, from Surface to Xbox, to
minimize their impact on the environment. Our cloud and AI services help businesses cut energy consumption, reduce physical footprints, and design
sustainable products. We also pledged a $50 million investment in AI for Earth to accelerate innovation by putting AI in the hands of those working to
directly address sustainability challenges. Lastly, this work is supported by using our voice to support policies we think can advance sustainability efforts.

Addressing Racial Injustice

Our future opportunity depends on reaching and empowering all communities, and we are committed to taking action to help address racial injustice and
inequity. With significant input from employees and leaders who are members of the Black and African American community, our senior leadership team
and board of directors has developed a set of actions to help improve the lived experience at Microsoft and drive change in the communities in which we
live and work. These efforts include increasing our representation and culture of inclusion by doubling the number of Black and African American people
managers, senior individual contributors, and senior leaders in the United States by 2025; engaging our ecosystem by using our balance sheet and
engagement with suppliers and partners to extend the vision for societal change; and strengthening our communities by using the power of data,
technology, and partnership to help improve the lives of Black and African American citizens across the United States.
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Investing in Digital Skills

With a continued focus on digital transformation, Microsoft is making efforts to help ensure that no one is left behind, particularly as economies start to
recover from the COVID-19 pandemic. We are expanding access to the digital skills that have become increasingly vital to many of the world’s jobs, and
especially to individuals hardest hit by recent job losses, including those with lower incomes, women, and underrepresented minorities. Our skills initiative
brings together learning resources, certification opportunities, and job-seeker tools from LinkedIn, GitHub, and Microsoft Learn, and is built on data
insights drawn from LinkedIn’s Economic Graph. This is combined with $20 million we are investing in key non-profit partnerships through Microsoft
Philanthropies.

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 19 – 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.

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, the Office portion of Microsoft 365 Commercial subscriptions, and Office licensed

on-premises, comprising Office, Exchange, SharePoint, Microsoft Teams, Office 365 Security and Compliance, and Skype for Business,
and related Client Access Licenses (“CALs”).

 • Office Consumer, including Microsoft 365 Consumer (formerly Office 365 Consumer) subscriptions and Office licensed on-premises, and
Office Consumer Services, including Skype, Outlook.com, and OneDrive.

 • LinkedIn, including Talent Solutions, Learning Solutions, Marketing Solutions, Sales Solutions, and Premium Subscriptions.
 • Dynamics business solutions, including Dynamics 365, a set of cloud-based applications across ERP and CRM, Dynamics ERP on-

premises, and Dynamics CRM on-premises.

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, security, and compliance. 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.
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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 Microsoft 365
Consumer subscriptions. 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 transforms the way companies hire, market, sell, and
learn. Our vision is to create economic opportunity for every member of the global workforce through the ongoing development of the world’s first
Economic Graph, a digital representation of the global economy. In addition to LinkedIn’s free services, LinkedIn offers monetized solutions: Talent
Solutions, Learning Solutions, Marketing Solutions, Sales Solutions, and Premium Subscriptions. Talent Solutions provide insights for workforce planning
and tools to hire, nurture, and develop talent. Learning Solutions, including Glint, help businesses close critical skills gaps in times where companies are
having to do more with existing talent. Marketing Solutions help companies grow relationships between businesses. Sales Solutions help companies
strengthen customer relationships, empower teams with digital selling tools, and acquire new opportunities. Finally, Premium Subscriptions enables
professionals to manage their professional identity, grow their network, and connect with talent through additional services like premium search. LinkedIn
has over 700 million members and has offices around the globe. 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, Learning Solutions, Sales 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

Dynamics provides cloud-based and on-premises business solutions for financial management, enterprise resource planning (“ERP”), customer
relationship management (“CRM”), supply chain management, and other application development platforms for small and medium businesses, large
organizations, and divisions of global enterprises. Dynamics revenue is driven by the number of users licensed, expansion of average revenue per user,
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, Okta, Proofpoint, Slack,
Symantec, Zoom, 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. Slack
provides teamwork and collaboration software. Zoom offers videoconferencing and cloud phone solutions. 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. Okta, Proofpoint, and
Symantec provide security solutions across email security, information protection, identity, and governance. 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,
integrated industry-specific, 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 professional networks, 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,
and Sales Solutions competes with online and offline outlets for companies with lead generation and customer intelligence and insights.
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Dynamics competes with vendors such as Oracle, Salesforce.com, and SAP to provide cloud-based and on-premise s business solutions for small,
medium, and large organizations.

Intelligent Cloud

Our Intelligent Cloud segment consists of our public, private, and hybrid server products and cloud services that can power modern business and
developers. This segment primarily comprises:
 • Server products and cloud services, including Azure; SQL Server, Windows Server, Visual Studio, System Center, and related CALs; and

GitHub.
 • Enterprise Services, including Premier Support Services and Microsoft Consulting Services.

Server Products and Cloud Services

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 computing, networking, storage, mobile
and web application services, AI, 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.

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.
GitHub provides a collaboration platform and code hosting service for developers. Server products revenue is mainly affected by purchases through
volume licensing programs, licenses sold to original equipment manufacturers (“OEM”), 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.

Enterprise Services

Enterprise Services, including Premier Support Services and Microsoft Consulting Services, assist customers in developing, deploying, and managing
Microsoft server and desktop solutions and provide training and certification to developers and IT professionals on various Microsoft products.

Competition

Azure faces diverse competition from companies such as Amazon, Google, IBM, Oracle, VMware, and open source offerings. Our Enterprise Mobility +
Security offerings also compete with products from a range of competitors including identity vendors, security solution vendors, and numerous other
security point solution vendors. 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. We
believe our cloud’s global scale, coupled with our broad portfolio of identity and security solutions, allows us to effectively solve complex cybersecurity
challenges for our customers and differentiates us from the 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.
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