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APPENDIX - Microsoft #MBR (FY2018 FERFEHE & U ki)

NOTES TO FINANCIAL STATEMENTS

NOTE 1 — ACCOUNTING POLICIES

Recent Accounting Guidance
Recently Adopted Accounting Guidance
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.
9 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.

Impacts to Previously Reported Results

Adoption of the standards related to revenue recognition and leases impacted our previously reported results as follows:

New (3%4)
As Revenue New Lease

Previously Standard Standard As
(In millions, except per share amounts) Reported Adjustment Adjustment 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
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 GIS55) 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.
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