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Stock options and Microsoft’s income tax liability

The footnotes from Microsoft’s 6-30-2000 financial statements relating to stock options and income taxes appear below, along with the statement of cash flows.  Use the information in the stock option footnote to estimate Microsoft’s federal income tax liability for the fiscal year ended 6-30-2000. 
Stock Option Plans

The Company has stock option plans for directors, officers, and employees, which

provide for nonqualified and incentive stock options.  Options granted prior to

1995 generally vest over four and one-half years and expire 10 years from the

date of grant.  Options granted during and after 1995 generally vest over four

and one-half years and expire seven years from the date of grant, while certain

options vest either over four and one-half years or over seven and one-half

years and expire after 10 years.  At June 30, 2000, options for 341 million

shares were vested and 734 million shares were available for future grants under

the plans.

Stock options outstanding were as follows:

                                                 Price per Share

                                          -------------------------------

                                                                 Weighted

                                 Shares           Range           Average

-------------------------------------------------------------------------

Balance, June 30, 1997             956      $ 0.56 - $ 29.80       $ 7.86

  Granted                          138       16.56 -   43.63        31.28

  Exercised                       (176)       0.56 -   31.24         4.64

  Canceled                         (25)       4.25 -   41.94        14.69

                                  ----

Balance, June 30, 1998             893        0.56 -   43.63        11.94

  Granted                           78       45.59 -   83.28        54.62

  Exercised                       (175)       0.56 -   53.63         6.29

  Canceled                         (30)       4.25 -   74.28        21.06

                                  ----

Balance, June 30, 1999             766        0.56 -   83.28        23.87

  Granted                          304       65.56 -  119.13        79.87

  Exercised                       (198)       0.56 -   82.94         9.54

  Canceled                         (40)       4.63 -  116.56        36.50

                                  ----

Balance, June 30, 2000             832        0.56 -  119.13        41.23

=========================================================================

 Income Taxes

The provision for income taxes consisted of:

Year Ended June 30                       1998         1999         2000

-----------------------------------------------------------------------

Current taxes:

  U.S. and state                       $2,518       $4,027       $4,744

  International                           526          281          535

-----------------------------------------------------------------------

    Current taxes                       3,044        4,308        5,279

Deferred taxes                           (417)        (202)        (425)

-----------------------------------------------------------------------

      Provision for income taxes       $2,627       $4,106       $4,854

=======================================================================

U.S. and international components of income before income taxes were:

Year Ended June 30                   1998         1999        2000

------------------------------------------------------------------

U.S.                               $5,072      $10,649     $11,860

International                       2,045        1,242       2,415

------------------------------------------------------------------

  Income before income taxes       $7,117      $11,891     $14,275

==================================================================

Cash Flows Statements

(In millions)

---------------------------------------------------------------------------------------------------------

Year Ended June 30                                                   1998            1999            2000

---------------------------------------------------------------------------------------------------------

Operations

     Net income                                                  $  4,490        $  7,785        $  9,421

     Depreciation, amortization, and other noncash items            1,024             926             748

     Write-off of acquired in-process technology                      296              --              --

     Gain on sales                                                     --            (160)           (156)

     Stock option income tax benefits                               1,553           3,107           5,535

     Unearned revenue                                               3,268           5,877           6,177

     Recognition of unearned revenue from prior periods            (1,798)         (4,526)         (5,600)

     Other current liabilities                                        208           1,050            (445)

     Accounts receivable                                             (520)           (687)           (944)

     Other current assets                                             (88)           (235)           (775)

---------------------------------------------------------------------------------------------------------

         Net cash from operations                                   8,433          13,137          13,961

---------------------------------------------------------------------------------------------------------

Financing

     Common stock issued                                              959           1,350           2,245

     Common stock repurchased                                      (2,468)         (2,950)         (4,896)

     Put warrant proceeds                                             538             766             472

     Preferred stock dividends                                        (28)            (28)            (13)

---------------------------------------------------------------------------------------------------------

         Net cash used for financing                                 (999)           (862)         (2,192)

---------------------------------------------------------------------------------------------------------

Investing

     Additions to property and equipment                             (656)           (583)           (879)

     Cash portion of WebTV purchase price                            (190)             --              --

     Cash proceeds from sale of Softimage, Inc.                        --              79              --

     Purchases of investments                                     (19,114)        (36,441)        (43,158)

     Maturities of investments                                      1,890           4,674           4,025

     Sales of investments                                          10,798          21,080          28,085

---------------------------------------------------------------------------------------------------------

         Net cash used for investing                               (7,272)        (11,191)        (11,927)

---------------------------------------------------------------------------------------------------------

Net change in cash and equivalents                                    162           1,084            (158)

Effect of exchange rates on cash and equivalents                      (29)             52              29

Cash and equivalents, beginning of year                             3,706           3,839           4,975

---------------------------------------------------------------------------------------------------------

Cash and equivalents, end of year                                $  3,839        $  4,975        $  4,846

=========================================================================================================

