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CHRIS LIDDELL:  Good morning and welcome, everyone.  I'd like to call the 2009 Annual Shareholder Meeting to order.  
I'm Chris Liddell, chief financial officer of the company, and I'll be serving as chair of this meeting.  

Brad Smith, senior vice president of Legal and Corporate Affairs will be serving as secretary.  

I'd also like to introduce Bill Gates, chairman of the board, and Steve Ballmer, chief executive officer.  

Welcome here to all of our shareholders and welcome also to those attending the meeting online.  We're streaming live today on Microsoft's Investors Relations website.  Thank you for being with us today, we greatly appreciate your interest in the company.  

Let me also introduce Tom Murphy and Mike Williams, representing Deloitte & Touche, LLP, our independent public auditor.  
Our board members in attendance today are Dina Dublon, chairman of the Compensation Committee and member of the Audit Committee; Dr. Helmut Panke, member of the Compensation and Antitrust Compliance committees; Dr. Maria Klawe; Mr. Reed Hastings, member of the Compensation and Finance committees; Steve Ballmer, chief executive officer of the company; and Bill Gates, chairman of the board.  

Before we proceed with the meeting, let me review a few housekeeping items.  Please take time after the meeting to visit the product demo stations on the other side of the room; we have some of our products on display, including Windows 7.  

We also have representatives from our Product Support Services team to answer product questions you may have.  

As in prior years, members of the Investor Relations team are around and will be available to answer your questions in the product fair area.  

Please be sure to visit our Investor Relations website; it's a good resource for financial information about the company, and the web address is http://www.microsoft.com/msft.

We also encourage you to visit the Investor Central portion of the website, your source for insight into Microsoft's business strategies and financial results.  

If you're parked in the Meydenbauer Center parking lot, your parking will be provided free of charge; you'll need to get a ticket validated.  

And finally, as soon as the business portion of the meeting is over, we'll have some time for questions and answers.  

American Stock Transfer & Trust Company has been appointed as inspectors of election for the meeting.  The inspectors are located at the reception table in the lobby.  

Most shareholders have already voted by proxy, and your proxy votes have been tallied.  For those of you who have not yet voted, or you want to change your vote, ballots are available from the inspectors at the reception table in the lobby.  

Filling out a ballot and giving it to your inspectors will have the effect of revoking any earlier proxies that you gave.  

Polls are now open and will close in about 30 minutes, following Steve Ballmer's remarks.  

Now I'm going to ask Brad Smith to report on the notice of the meeting and the proxies received.  

BRAD SMITH:  Thank you, Chris.  The Notice of Meeting and Notice of Internet Availability of Proxy Materials were mailed by American Stock Transfer & Trust Company, the company's transfer agent, beginning October 5, 2009 to all shareholders of record as of September 4, 2009, and, as a result, the meeting is being held pursuant to proper notice.  Proxies representing more than 85 percent out of the approximately 9 billion shares of the company's outstanding stock eligible to vote have been received, and accordingly a quorum is present, and the meeting is duly constituted and should proceed.  
CHRIS LIDDELL:  Thanks, Brad.  As chair of the meeting, I have adopted an agenda that will govern the order of business at the meeting and the rules of conduct of the meeting.  Copies of the agenda and the rules are available at the reception table outside the meeting room.  The rules of conduct also govern the question and answer session that will follow the adjournment of the meeting proper.  

This year, there are two shareholder proposals for consideration.  As per the rules of conduct for the meeting, the proponent of each proposal or their representatives will be granted three minutes to introduce their proposal at the designated time.  

We now come to the part of the meeting where shareholders consider the matters set forth in the proxy statement.  Voting on all matters is by actual count of the votes cast by ballot or by proxy.  

The first item of business coming before the meeting is the election of directors.  The following nine people have been properly nominated by the board:  William H. Gates, III; Steven A. Ballmer; Dina Dublon; Raymond V. Gilmartin; Reed Hastings; Dr. Maria Klawe; David F. Marquardt; Charles H. Noski; and Dr. Helmut Panke.  

The board recommends a vote for each of the directors on the ballot.  

The second item of business to come before the meeting is ratification of the company's independent auditor, Deloitte & Touche, LLP, for fiscal year 2010.  This proposal is discussed in the company's proxy statement, and the board recommends approval of the proposal.  
The third item of business to come before the meeting is approval of the amendments to the company's amended and restated articles of incorporation to enable shareholders to call special meetings of shareholders.  This proposal is discussed in the company's proxy statement, and the board recommends approval of the proposal.  

The fourth item of business to come before the meeting is an advisory vote on executive compensation.  This proposal is discussed in the company's proxy statement, and the board recommends approval of the proposal.  

The fifth item of business to come before the meeting is Shareholder Proposal No. 1.  The shareholder proposal and its supporting statements are set forth in the company's proxy statement.  The secretary will read the resolution.  

BRAD SMITH:  Be it resolved that shareholders urge the board of directors to adopt principles for healthcare reform based upon principles reported by the Institute of Medicine.  These are --healthcare coverage should be universal; healthcare coverage should be continuous;  healthcare coverage should be affordable to individuals and families.  The health insurance strategy should be affordable and sustainable for society.  Health insurance should enhance health and wellbeing by promoting access to high-quality care that is effective, efficient, safe, timely, patient-centered, and equitable.  
CHRIS LIDDELL:  The proposal has been submitted by the American Federation of Labor and Congress of Industrial Organizations, the AFL-CIO Reserve Fund.  

The chair recognizes the AFL-CIO representative, Mr. Leslie French, for a period of three minutes.  

(Break for direction.) 

LESLIE FRENCH:  Shareholder Proposal 1.  Our proposal calls upon Microsoft to join with more than 35 of America's leading companies, including General Electric, Exxon Mobil, Staples, and McDonald's to adopt principles for healthcare reform.  
Each of these companies, like Microsoft, provides health insurance benefits to its employees, but each company is powerless to contain costs and improve the quality of care unless and until every American has health insurance.  

Leading authorities like Emory University Professor Kenneth Thorpe cites surcharges as high as $1,160 per employee that are added each year to the total cost of health insurance just to pay for the nearly 47 million Americans with no health insurance at all.  President Obama has cited similar figures this month in his address to a joint session of Congress.  

We all know about the plight of General Motors, Ford, and Chrysler.  Falling sales and the recession are certainly to blame, but the $1,500 that must be added to the sticker price of every car to cover healthcare costs, more than steel costs, is a major problem.  

Starbucks CEO Howard Schultz says his company now pays more for health insurance for its employees than it does for the coffee it sells every day.  

John Castellani, president of the Business Roundtable, representing 160 of America's largest companies says that 52 percent of his members cite healthcare costs as their biggest economic challenge.  According to him, the current situation is not sustainable in a global and competitive workplace.  

President Obama has already made healthcare reform a top priority for economic recovery, and Congress is now working to guarantee coverage for all Americans.  Microsoft is one of America's leading companies.  When Microsoft takes a stand, it matters.  Now it's time for Microsoft to take a stand on health reform.  No one company can solve the healthcare crisis by itself, the solution must come from Washington -- the other Washington.  

The board statement opposing this proposal acknowledges the need for health reform and even agrees with many of the core principles for reform spelled out in the proposal.  The board misrepresents the proposal, however, when it states that the principles described in the proposal may hinder the company's ability to support other proposals that are currently being considered or may be developed.  

The fact of the matter is that this proposal leaves Microsoft free to adopt whatever principle for health reform it chooses.  It merely asks the company to take a public stand on an issue of vital importance to shareholders and all Americans.  Every company, including Microsoft, is affected by rising healthcare costs.  Unless there is a national solution, the problem will only get worse.  

President Obama, the Congress, and the American people need the support of leading companies like Microsoft to enact healthcare reform.  Microsoft should not sit on the sidelines.  Now is the time for Microsoft to state its commitments to affordable, universal healthcare for all Americans.  

Will you, Chairman Gates, support Proposal 1 and urge its adoption by the board and Microsoft shareholders?  
CHRIS LIDDELL:  Thank you, Mr. French.  The board recommends a vote against this proposal for the reasons set forth in the company's proxy statement.  
The sixth item of business to come before the meeting is Shareholder Proposal No. 2.  The shareholder proposal and its supporting statements are set forth in the company's proxy statement.  The secretary will read the resolution.  

BRAD SMITH:  Resolved:  To list the recipients of corporate charitable contributions of $5,000 or more on the company website.  
CHRIS LIDDELL:  This proposal is being submitted by Mr. Thomas Strohbar.  The chair recognizes Mr. Strohbar's representative, Ken Hutcherson, for a period of three minutes.  

KEN HUTCHERSON:  Good morning.  We have been here many times together.  Microsoft is one of the most powerful companies in the world.  No one denies that.  But there's something we need to really look at, including our aspect of charitable giving.  
I have challenged Microsoft with Mr. Strohbar for many years to ask you guys to look at and evaluate your charitable giving.  Last year, we discussed the whole aspect of you giving money to a group of people that discriminates towards African Americans, the attack that went on with Proposition 8, the language that was used, names that were called, and I had asked then that if it was any other group, you guys would have pulled away and ran away and stopped giving.  

You have given millions of dollars to the homosexual community, millions.  We're asking that you should put those out that people may see what you're giving to a group that is discriminatory, that uses pushing, that uses hatred speech, and as of this year with referendum 71, you also have to agree what took place and you have to ask yourselves did some of the money you gave help them take over 130,000 members of Washington State to court -- to court -- many times, in order to be able to prove what names were on the list of referendum 71, on those petitions.  For one reason, and one reason only, and that is to intimidate, that is to harass and to scare anyone that disagrees with them.  

And I believe that this proposal, we have talked about it, we have sat down, we came to agreement years ago that Microsoft would take a neutral stand on the homosexual issue.  We agreed to that, and you did that.  Steve, you brought that back up and you dropped it.  And I would like for you guys to look at the facts, and I'd like for you to look at the statistics, they do not like.  

Since that has been broken, our stock has not increased.  Our stock has fallen.  Google is kicking our natural, Yahoo! and others, Amazon -- am I saying that's God?  No, I'm not saying it's God.  I am saying that the facts speak for itself, and I think we should go back to original and that is staying neutral to a group that is discriminatory, intolerant, and you are giving them millions and millions of dollars for them to do this.  I think that is not good for our company.  
CHRIS LIDDELL:  Thank you, Mr. Hutcherson.  The board recommends a vote against the proposal for reasons set forth in the company's proxy statement.  

The discussion of matters for shareholder consideration is now closed.  Polls will remain open for another 10 minutes or so.  

Before I introduce our next speaker, let me remind you that we may have forward-looking statements during this meeting.  Actual results may differ from these statements and you should refer to our SEC filings for risk factors related to our business.  

At this time, I'd like to introduce Steve Ballmer, Microsoft's chief executive officer.  

STEVE BALLMER:  Well, thanks, and welcome.  I'm really very glad to be here today, and I want to thank all of you for taking the time and coming.  

When we last met here a year ago, the world was really just beginning to understand how big the impact of the financial crisis was going to be on the global economy.  As I said back then, we were entering a period of economic uncertainty that was creating real challenges for companies all around the world.  
I also said I was extremely optimistic about Microsoft's prospects for the near term and long-term success as we continue to focus on creating new technology, technology breakthroughs that could transform the way people use information technology.  

Today, I want to share some thoughts about how we've responded to the economy, and more importantly, perhaps, how we're working to deliver software for the new digital lifestyle, software that connects people seamlessly to the things they care about across all the devices, all the screens, all the information and people that they want to interact with every day.  
There's no doubt that fiscal year 2009 was one of the most challenging we've ever faced.  The economic reset had a major impact on the financial performance of companies around the globe, and Microsoft was certainly no exception.  When consumers and businesses cut back on spending, PC sales and corporate IT investment fell.  As a result, Microsoft's revenue declined 3 percent to $58.4 billion, and our operating income dropped 9 percent to $20.4 billion.  

While we saw revenue decline for the first time in company history, fiscal year 2009 was, nonetheless, actually a good year in terms of both execution and fiscal management.  Over the past year, we've launched some great products like Bing, like Zune HD, Internet Explorer 8, Windows 7, Windows Server 2008 Release 2.  

We've also built an incredible pipeline of new products.  Today, we're in the final stages of preparing the next generation of productivity and communication tools including Office 2010, SharePoint 2010, Exchange Server 2010.  And we are excited to be bringing our cloud computing platform to market with Windows Azure and SQL Azure, which we announced this week, will be available commercially by the first of next year.  

We've responded to the changing economic climate quickly and decisively.  We took aggressive steps to cut costs by eliminating merit pay increases, by reducing travel expenditures, trimming marketing budgets, cutting spending on contingent staff, and scaling back the expansion of our campus here in the Puget Sound.  
In addition, we eliminated more than 5,000 jobs.  Now, that was certainly a difficult decision, and I don't want to minimize at all the impact on all the people who were affected, but it was the right thing to do because it really enables us to continue to focus our resources where they can deliver the best possible results for this company.  

All told, we reduced expenses by more than $3 billion compared to our original plan.  And more importantly, we've taken steps to make Microsoft a stronger company than it was before the economic downturn started.  I think today we're certainly more efficient, hopefully more agile, and definitely more competitive than ever.  

Our numbers for the first quarter of this fiscal year show that we are on the right track.  We beat analyst earnings estimates, and I think that is a great achievement.  Those results were driven by strong revenue from our Windows business and from our Xbox business and our continued discipline on the cost side.  As the economy has, at least for now, leveled off, we've seen business start to really stabilize, and that's great.  
Additionally, our share of the search market grew each month during the quarter thanks to the success of our Bing search product.  We also recently had a pretty big launch with Windows 7.  And so far, the reception to Windows 7 has been fantastic.  I think that's because Windows 7 is simply the best PC operating system that we or anybody else has ever built, enabling people to do more of what they want to do, to do it more quickly, and customers are responding to that message.  

We've already sold twice as many units of Windows 7 as any other operating system we've ever launched in a comparable time period.  So we're really off to quite a fantastic start with the Windows 7 product.  

I also like what I see because we are one company that offers the comprehensive range of products and services that businesses need in an economy where people are borrowing less, saving more, and spending more cautiously.  A lot of people are calling this economy the "new normal."  If this is the new normal, businesses need a new efficiency, a new level of efficiency. And I think we offer the information technology solutions that companies need to drive cost savings while at the same time improving productivity and speeding their own pace of product development.  

What I'm most excited about, though, is our long-term prospects.  I believe we're on the verge of a period where information technology is going to drive even more incredible innovation and create incredible new opportunities.  I feel quite confident that Microsoft will be at the center of that transformation.  

You know, there are people who ask me if there's anything left for this industry to accomplish.  If you think about it, the computer industry was basically invented in the 1940s.  Very few industries can continue to surprise people after 20 to 30 years, much less after 60 years.  But if you look how far we've come in the last 10 years, it's amazing.  Since 1999, the cell phone has really emerged and taken over the world.  The Internet has changed the way we access information, and PCs are cheaper, faster, and more effective than ever before.  

But when we meet back here in 10 more year, I think we'll look back and say, "Wow, wasn't technology really primitive in 2009?  Computers didn't recognize our speech; they didn't see us, recognize our gestures; they don't know what we mean like they do today in 2019.  We didn't have instantaneous access to all of the world's information.  We still used paper to take notes and communicate.”  

At the center of the transformation is a change from the world of the traditional Internet and data center computing to the era of cloud computing.  We'll see a shift to multi-core devices, parallel programming, that will bring a huge leap in power and capability.  The way we interact with technology will change as we go from the graphical user interface to voice, touch, speech, and natural language technology.  

Ten years from now, instead of just the PC being the main device for taking advantage of the information technology revolution, it'll be PC, mobile phones, TVs, and perhaps other devices that will all communicate with each other through the intelligence in the cloud.  

Microsoft is investing to be at the forefront of these changes.  Our goal is to deliver a new generation of software and services that provide seamless access to computing capability, information, and communication on any screen, on any device.  

We see huge opportunities in the transformation.  That's the reason that Microsoft invests more in research and development than any other company in the world.  This year, we'll devote $9.5 billion to developing the technological breakthroughs to advance our business.  We will continue to invest in areas such as search with Bing.  We'll invest in Windows phones, Windows PCs powering TV and entertainment, new Xbox technologies like Natal, a natural user interface that will give you camera and gesture input to your Xbox.  These investments will help us deliver new value to today's customer and open up new markets and reach hundreds of millions of new customers around the world in the years ahead.  

Ten years from now, the world will be a very different place thanks to the power of information technology.  Microsoft is in the lead position to drive those innovations from PCs to phones to the cloud, from developers to consumers to businesses.   We're making the long-term investment across the full range of information technologies and markets.  We're doing this because we are the one company that can deliver the comprehensive range of software products and services that extend across a person's entire life, wherever they are, whatever they need to do.  

I'm excited about the year ahead, but I'm even more excited about the future. There's still so much work to do and so many opportunities to create amazing software.  Microsoft is determined to lead the way as we continue to pursue our mission of transforming people's lives for the better.  

I want to thank you very much for your time again today.  I want to thank you for your ownership and faith and belief in what we're trying to accomplish through your share ownership.  It's been a pleasure to talk to you today.  Thanks.  (Applause.)  
CHRIS LIDDELL:  Thank you, Steve.  Please be advised that the polls are now closed.  
At this point, the voting tabulation has been completed and we'll report on the preliminary results of the matters voted upon today.  

Proposal No. 1 is the election of directors as provided by the majority vote standard in our bylaws, a director or candidate must receive a majority of votes cast in order to be elected.  Brad, please report the vote.  
BRAD SMITH:  The following nine persons have received a majority of votes cast, each with votes in excess of 98 percent of the votes cast:  William H. Gates, III; Steven A. Ballmer; Dina Dublon; Raymond V. Gilmartin; Reed Hastings; Dr. Maria Klawe; David F. Marquardt; Charles H. Noski; and Dr. Helmut Panke.  

The nine nominees are elected directors to serve until the next annual shareholder meeting, and until their successors are elected and qualified.  
CHRIS LIDDELL:  Thank you.  Proposal No. 2 is the ratification of the company's Independent Auditors for the current fiscal year.  The proposal requires the affirmative vote of a majority of the shares voting on this matter.  Brad, please report the vote.  

BRAD SMITH:  The proposal has received affirmative votes representing more than 98 percent of the votes cast.  
CHRIS LIDDELL:  Thank you.  The proposal is approved.  

Proposal No. 3 is the approval of amendments to the company's amended and restated articles of incorporation to allow shareholders to call special meetings of shareholders.  The proposal requires the affirmative vote of the majority of the shares entitled to vote on this matter.  Please report the vote.  

BRAD SMITH:  The proposal has received affirmative votes representing more than 85 percent of the votes entitled to vote.  
CHRIS LIDDELL:  Thank you.  The proposal is approved.  

Proposal No. 4 is an advisory vote on executive compensation.  The proposal requires the affirmative vote of a majority of the shares voting on this matter.  Please report the vote.  

BRAD SMITH:  The proposal has received affirmative votes representing more than 98 percent of the votes cast.  
CHRIS LIDDELL:  Thank you.  The proposal is approved.  

The next item is Shareholder Proposal No. 1.  The proposal requires the affirmative vote of a majority of the shares voting on this matter.  Please report the vote.  

BRAD SMITH:  The shareholder proposal received 4 percent of the vote cast.  
CHRIS LIDDELL:  Thank you.  Shareholder Proposal No. 1 is not approved.  

The next item is Shareholder Proposal No. 2.  The proposal requires the affirmative vote of the majority of the shares voting on this matter.  Please report the vote.  

BRAD SMITH:  The shareholder proposal received 4 percent of the votes cast.  
CHRIS LIDDELL:  Thank you.  Shareholder Proposal No. 2 is not approved.  

We expect to post details of final voting results on these matters on our Investor Relations website by tomorrow, and will also report the results in January in our Form 10-Q for the second quarter of the fiscal 2010 year.  

So we've now completed the business of the meeting, and our shareholder meeting is adjourned.  

We will now proceed to the question and answer session.  An Investor Relations team member is in the aisle with a microphone and we'll take as many of your questions as we can.  We'll do this for about 15 minutes in order to maximize the opportunity to address as many questions as possible.  Please limit your time to one minute and one question of interest to all shareholders so we can take as many as possible in the time we've allowed.  

For the first question, I'd like to recognize Bruce Herbert of Newground Social Investments.  

QUESTION:  Thank you, and good morning.

I am Bruce Herbert, chief executive of Newground Social Investment, an institutional shareholder who filed a proposal that was intended for inclusion in today's proxy, but that was not voted on because Microsoft took strong action and adopted a set of policies that make our company a leader on political disclosure and accountability.

In this I particularly wish to thank Dan Bross, and later in the proceedings Peter Kraus, who managed the considerable task of orchestrating this process for Microsoft.

In essence, the company agreed to disclose its soft money contributions, as well as its political spending through trade associations and other tax exempt organizations.

Now, this might sound yawningly boring, particularly at this hour of the morning, but these are the mechanisms by which companies launder money into and corrupt the political process.  Microsoft's policies and its agreement to board oversight of these particular kinds of political spending make it a model for others.  And we commend the company for its willingness to work with shareholders to provide leadership on this very important issue.

And one more thing.  Microsoft's adoption of political disclosure standards comes as restrictions on political spending, and political disclosures of all types are under very sharp attack by the U.S. Chamber of Commerce, and its allies.  A decision is expected momentarily in the Citizens United case on trial before the U.S. Supreme Court that could eliminate meaningful constraints on political spending, and throw this country back to a period of political secrecy and manipulation that breeds corrupt behavior, and tainted political outcomes.  To maintain the integrity of our political system, and the integrity of the democratic process itself, it is important that other companies now follow Microsoft's example.

And also, that Microsoft scrupulously abides by both the letter and the spirit of the agreement to be a model that other companies can follow.  We feel confident that you will do this, and that in this way Microsoft can make a significant contribution at a most critical time in our democracy's history.

Thank you.

CHRIS LIDDELL:  Thank you, Mr. Herbert.

I'll take a question over here.

QUESTION:  Many Microsoft employees commute across Lake Washington using State Route 520, the Evergreen Mott Lake Bridge.  Last Tuesday, a legislative work group recommended a Seattle side design for the replacement bridge.  Will Microsoft get behind that recommendation so that the project can move along?

BRAD SMITH:  I'll be happy to answer that, since I'm the person behalf of the company who works on these Washington State issues.  I don't think you will find a company that is more supportive than Microsoft when it comes to moving forward to replace the 520 bridge.  Every day, we have thousands of employees who depend on that bridge to get to work.  With regard to the specifics, we're actually having a meeting tomorrow afternoon to go through that very proposal that you're describing.  We, I can say in general, have been absolutely supportive of getting behind something that clearly has the support of the west side, and something that's going to bring everybody together and get construction on a new bridge going as quickly as possible.

CHRIS LIDDELL:  Thank you.  I'll take another question at number one.

QUESTION:  Yes.  Thank you.  This morning the FAA reported that the software for flight plans had gone down, and hundreds of flights had been cancelled today.  And I'm wondering with respect to both institutional, enterprise and personal security, if you would comment about that, and what are some of the features that Microsoft addresses for more intensified security, and maintaining these systems so they don't go down?  Thank you.

STEVE BALLMER:  Yes.  I think probably I have no specific comment about today's issues at the FAA.  I don't know anything about them, and it would be inappropriate to comment.
When I talk about our own work, we have a lot of focus in on enhanced both reliability and security of our software offerings, and certainly over the last five or six years, we've put in place a number of new tools and technologies, and management approaches that have really improved the overall particularly security of our software.

I think it is clearly today safe to say that Internet Explorer 8 is the most secure browser on the web.  And it is important if people are engaging in commerce, and the like, on the Internet.  I think it's something important to take note of.

We've had very good progress in the security of our Windows operating systems.  It's an issue on which we have to be continuously vigilant, and continue to build kind of improvements in our process and tools.  But I think we've come a very long way, and I feel like it's a leadership position we've built over the course of the last several years.

CHRIS LIDDELL:  Thanks.  Go to number three.

QUESTION:  Thank you.  My name is Larry Dohrs, Vice President of Newground Social Investment of Seattle.  Although I stand today representing Walden Asset Management of Boston, and the Calvert Group of Bethesda, Maryland, both long-term shareholders of Microsoft.  In another matter related to sound corporate governance, many investors were pleased to see Microsoft's leadership when our board adopted an advisory vote on executive pay, which was voted on today.

In direct negotiations between shareholders and Microsoft, our company noted, we preferred to have this vote every three years; even though it is highly likely Congress will pass legislation that requires this vote to occur annually.  These shareholder negotiations culminated in an agreement signed off on by Microsoft's general counsel Brad Smith in which the company noted that a three-year cycle worked best for them, but said they would not push three years as a best practice for companies generally.  Imagine our surprise to then see the same Brad Smith co-authoring an op-ed in a newspaper directly promoting a three-year cycle as the best approach generally for companies, directly counter to assurances the company made to shareholders.

By this lobbying, Microsoft is, in fact, on shaky ground since numerous companies need and deserve annual accountability to shareowners on executive pay.  We're disappointed to see you trying to give such offenders a pass on an annual vote, and ask our company, will you abide by the agreement with shareholders, and stop all lobbying on this issue?

BRAD SMITH:  Well, I think I should probably answer that.  (Laughter.)  I am completely unaware of any assurance that was given by anybody at Microsoft to any shareholder that we would be silent when it came to our preference for a three-year rather than ‑‑ or let's call it triennial rather than annual vote on executive compensation.

There's really two reasons that we have ultimately come to the conclusion that a triennial approach is better.  The first, frankly, was we went out and talked a lot of shareholders.  A lot of large shareholders own stock, not surprisingly, in lots of companies.  There is, in fact, 12,000 public companies in the United States.  And what large shareholders said was it was, in fact, much more sensible for them to be thoughtful about this issue if they were not trying to do this 12,000 times a year.  So that was one thing.

But the other thing really relates to what I would regard as the conservative approach to financial stewardship that Microsoft has always had, really going back to, I think, the philosophical approach of Bill and Steve.  We're all about long-term growth, and investment and value.  We live in a world where people --  and many people have to run for office every two years, and that seems like a short time.  Having a vote every single year doesn't really do a lot to promote long-term focus.  And that's what we think not just Microsoft, but the business community in the United States needs the opportunity to focus on more generally.

We recognize that Congress may take a different approach, and obviously if Congress passes a law, we'll have to change to abide with it.  But we have consistently felt that a triennial approach is the best approach for the law.  And, as I said, I'm not aware of any assurance that anybody gave.  If there was one, I would be happy to talk to you about it.  I certainly didn't give it, and I never heard about anybody offering such an assurance.

CHRIS LIDDELL:  Thank you.  I'll go to number one, and then number two after.

QUESTION:  My name is Peter Schroeder.  I have 54,000 shares of Microsoft, and thank you very much.  It put my four kids through prep schools in Seattle, private universities, and graduate school.

But I want to ask about this X and Y generation.  All four of my kids in undergraduate got Macs.  When they went on to graduate school, they all got Macs.  They claim that 65 percent of college students have Macs.  They claim that Microsoft, the evil empire, is stodgy on the current ad that Apple has, you all look like a buffoon.  And I'm just wondering why your marketing group can't do something to try to reign in this next generation because you've got a real bad image out there.  And I do know that you've got 92 percent, or something, of the market.  But you sure don't have that younger generation.  Thanks.

STEVE BALLMER:  There are certainly always opportunities for improvement.  We all watch television, and we all know some young people.  And we all do plenty of ‑‑ we do plenty of market research, and understand that there is a group of people with whom our market shares are less.

With that said, you take any audience in the United States, any audience in the United States, and the United States is actually a tougher market for us relative to Apple than most countries, you take any country, including this one, and you say, how are we doing?  The truth of the matter is we do quite well.  Even amongst college students, we do quite well.

Do we have an opportunity for improvement?  We do.  Some of that is marketing, some of that is phase of life.  It is important to remember that 96 times out of 100, worldwide, people choose a PC with Windows.  That's a good thing.  Even in the sort of toughest market, which would be kind of the high end of the consumer market here in the U.S., 83 times out 100 people choose a Windows PC over a Mac.

That doesn't let us rest on our laurels, not at all.  Apple has picked up a couple tenths of a percent of market share in the last year, a couple of tenths of a percent.  But every couple of tenths of a percent matter.  We're not asleep.  They matter when we're increasing our Bing market share, too.  So, what's good for the ‑‑ you know, it's good on both sides.  When we go from 9-1/2 to 9.7, we'll tell you.  When we come down from 95.0 to 94.8, we'll tell you.

And we're working hard on it.  Windows 7, I think, gives us a real opportunity to come back again at some audiences that have been tougher for us.  Frankly, the economy is good for us, because people do understand that Macintoshes are quite a bit more expensive for essentially the same computer, and people like the value and diversity and approaches that you get with a Windows PC.  But we have opportunities to improve exactly amongst the constituency that you've identified.

CHRIS LIDDELL:  Thank you.

QUESTION:  Good morning.  My name is Richard Lorry, and I'm from Redmond.

I'm a product guy, and since 1982, I've bought probably every consumer product that Microsoft makes.  My living depends on it.  Consistently, I've earned over ‑‑ and I won't give you the top number, but I'll give you a number that's acceptable ‑‑ $75,000 a year plus.  So, it's an investment that has paid off.  A great company.  Thank you.

CHRIS LIDDELL:  Thank you.  (Applause.)  Number three.

QUESTION:  Thank you.  My name is Doug Kilgore.  I'm the Executive Director of the Worker Owner Council of Washington State.

And I would like to speak today in favor of the triennial say-on-pay vote that you've implemented.  And if there were any question about which shareholders were telling you they thought it was a good idea, we are among those shareholders.  Our funds are large institutional funds, and our funds have been amongst ‑‑ have really been in the forefront of all the efforts of recent years to reform executive pay.  That goes back to option expensing, and majority voting, most importantly.  So, our commitment to this task is, I think, really unassailable.  Why have a triennial vote when you could have one every year the question is asked by sincere reformers like my good friend Larry Dohrs.  And we would say in this case, less is more.

A say-on-pay is a valuable way for shareholders to communicate with the company about executive pay, but it's not the only way, and it's not a sufficient way, because it does not get into specifics, it does not tell the company what's wrong with their plan, it only tells them that shareholders are not happy with it.  And in most cases it doesn't tell them that either.  When we look back at the votes of companies that were ordered to have a say-on-pay vote, as a result of the TARP legislation, I believe only two were voted down.  Yet, you can barely pick up a newspaper without hearing complaints about the egregious pay packages offered by these same institutions.

So, we think say-on-pay is an important avenue of communications, individual shareholder proposals on specific topics, and most importantly the right which we enjoy at this company due to other actions by the board to remove directors in the case of egregious misconduct, or bad judgment.  So, we think you've really made the decision at the right point.  As institutional shareholders, we really do not know how us and others would process more than 12,000 analyses that we would have to make if we were intending to give thoughtful consideration of a say-on-pay vote for every one of the companies within our portfolios.

So, this is a manageable and useful reform.  We appreciate your dialogue with us, and your action on our behalf, thank you.

CHRIS LIDDELL:  Thank you.

QUESTION:  Good morning, thank you.  My name is Gavin McKiernan.  I'm here on behalf of the Parents Television Council.  I'm their National Grassroots and Membership Director.  And I'll read from some prepared remarks briefly.  The Parents Television Council is the nation's largest and most influential advocacy organization committed to protecting children from gratuitous sex, explicit violence, and profanity in entertainment.  And we feel that making an investment in responsible television and entertainment is one of the most important things we can do to nurture our next generation of youth.

I'm here today to congratulate you and your team for rejecting the negative programming that is detrimental to young viewers.  Just two weeks ago the Fox Network's Family Guy Presents Seth McFarlane Comedy Special included humor about the Holocaust, incest, feminine hygiene and many other things that I won't impose upon our fellow shareholders with today.  By canceling your sponsorship of that special, Microsoft demonstrated to Hollywood that advertisers still have a choice, and that Microsoft refusing to underwrite this type of media sends a message of what's acceptable in the living rooms around the country.

Mr. Chairman and members of the board, our 1.3 million members are certainly gratified to see Microsoft taking these steps, but we do feel you could go further.  Mr. McFarlane's Family Guy has consistently presented excessively violent, graphically sexual, and profane material, and was the lead in and the follow to that special that you chose not to sponsor, while you did sponsor those episodes before and after that show.

In addition to some of this content that I mentioned, there is a constant disrespect for women, constant profanity and violence that is, while this is a cartoon, it goes far beyond what decent families would like to see in their houses.  Comments from a baby on the show:  “I'm going to slit your throat in your sleep”; “I was wondering if you could give me some advice,” this is a quote, “on how to murder a woman and get away with it”.  There's constant fights, profanity, and as I said sexual and demeaning content towards all manner of people.  Microsoft sponsored the episode with these quotes in it.  And Microsoft's payments for commercials in this brought this into our homes.

Our recent study, and I'll only be a moment longer ‑‑ our recent study on women in peril found that 120 percent increase in the instances of violence against women and girls in prime time broadcast television in the past five years, and Family Guy, which you supported, was a major contributor to this trend.  Family Guy treats abuse to women as a joke, and because it's a cartoon it draws in more youthful viewers.

Mr. Chairman and members of the board, we'd like to discus with you your sponsorship of this and other shows, and we would really like to have a meeting with somebody who is responsible for this in your organization, to help guide you, perhaps, and give you some suggestions of what we feel is most appropriate for family viewing, and how you as such a strong supporter of this in some ways could be a strong supporter across the board with your products and advertisements.  (Applause.)

STEVE BALLMER:  We appreciate all input.  These are tough discussions.  We're trying to do the right things.  We're subject to the company's values and also subject to our fiduciary responsibility to our shareholders.  Input is always valuable.  And there will be a set of decisions we'll be making all the time, some of which people can applaud, and some of which people will have less enthusiasm for.  But, if you leave me a card or something, or send me a piece if e-mail, SteveB@Microsoft.com, I'll make sure somebody gets back and really hears what you have to say.

QUESTION:  Thank you.

QUESTION:  Just a really short question.  I'm a rather new shareholder and I would like to know why Microsoft can't beat, together with Nokia, Apple iPhone, and Google's Android.  What are you going to do about it?

STEVE BALLMER:  Very good question.  Small and important fact, we have greater market share than Google's Android.  I remain dedicated to keeping higher market share.  We actually have quite a bit higher market share than Google's Android.  It's a brand new product.  Of the smart phone market, which is the way these things are normally ‑‑ would normally be computed, we'd be 10 to 12 percent, Google would be 3 percent, Apple would be about 20 percent or so, Blackberry would be about 25 percent, Nokia would be some place around 45 percent, Just to give relevant share.

Certainly, our objective is to have the leading position amongst these players in the long term.  It's a competitive game.  We have just recently launched the new generation of Windows phones with new software.  We're going to keep investing.  I think we have a lot of opportunity to improve our products, and our market position.  I think we're early in the game.

I think we're on the right strategy, which is to focus in on the software that goes into phones, as opposed to building phones.  I think that will allow us to offer a diversity of Windows phones, just as there's a diversity of Windows PCs, which is superior to anything you'd see from RIM with the Blackberry, or with Apple.  We hope to, over time, see what we can do with Nokia.  We have a limited partnership with them to start, where we're working together on Office Mobility.  We spend a lot of time with them very much focused in on that aspect, but not at the Windows level.  So, there's more work to do there.

Undoubtedly, we've got our work cut out for us.  We're very focused.  We've really injected a ton of additional talented Microsoft employees, very good thinkers, very good innovators into that area.  And we've got our heads down to do our best.

QUESTION:  Can I ask a follow-up question?

CHRIS LIDDELL:  Sure.

QUESTION:  Just another follow-up question.  I looked at the investor relations website and Microsoft website, in general, but I haven't been able to find anywhere there, it might be my lack of competence on the site, that where can you post any good new ideas for product development?  Wouldn't that be a welcome idea?

STEVE BALLMER:  Sure.  I will follow up.  We used to have one on the Microsoft.com website, and if you can't find it that's our problem not yours.  So, let me just take that as input.

CHRIS LIDDELL:  Thank you.  One last question here.

QUESTION:  Good morning.  My name is Chuck Jenner.  Thank you for the publication on corporate citizenship at Microsoft.  I appreciate that very much, and looking through it there are two issues that jump out at me.  One is, I do not see anything in here, a statement that has to do with ethical training of Microsoft employees.  And I was wondering how many hours are given either on initial introduction to ethics or continuing education in terms of ethics for the Microsoft employees.  That's one question.

Then if I can go on to another one after that answer, there's something embedded in here that has to do with a very recent news item.

BRAD SMITH:  I'll answer the first question, then.  As part of new employee orientation, which all new employees spend three days on, there's about three hours that cover ethics, what we call the Standards of Business Conduct, which define the company's values and ethical guidelines for all employees, as well as various other legal and fiduciary obligations that our employees have.  So, everybody gets grounded, typically, in that kind of three-hour training.

We then have a variety of annual training programs for our employees.  One thing that we have worldwide is a mandatory online training; it typically is about a 30-minute training.  It consists of five or six vignettes, where we have actors act out real world situations that our employees might go through.  And every year we get about 99.9 percent of the employees to go through that, and then we track down those last few to make sure that they get trained, as well.  We have other training programs that then complement that, but that's sort of the core of what we focus on.

QUESTION:  Thank you.  The other question is, in this index there's a section that says, protecting the intellectual property.  I wonder if you're prepared to comment about the court case that was just decided in China regarding intellectual property.

PARTICIPANT:  I don't know that I'd want to comment on the specifics of that case.  We're still waiting to learn a little bit more about the details from that decision.  We absolutely place a very high priority, however, on ensuring that intellectual property rights, including our intellectual property rights, are protected in China.  It's a hugely important issue for us, and it continues to get even more important every year, because that market is growing.

STEVE BALLMER:  The specific case I think we feel very good about our position.  Whether we prevail or not, we're going through the legal process in China.  There's a bit of an irony in it, because if you ‑‑ and I just was looking at the numbers the other day, if you look and sort of compare piracy rates by various countries, and software piracy is an intellectual property rights violation, software piracy is about eight times worse in China than it is in India.  It's three times worse in China than it is in Indonesia, let alone the fact that it's about 20 times worse than it would be in the United States, or the United Kingdom, or France, or many of the Western countries.

So, there's a lot of work to be done on intellectual property protection in China.  We both want to be at the forefront of doing that well ourselves.  And we expect to see our own intellectual property much better protected in China.  That is very important to us.

QUESTION:  Thank you.

CHRIS LIDDELL:  That concludes our question and answer session.

Ladies and gentlemen, thank you very much for attending and your continued interest and support in Microsoft.  Have a great day.  Thank you. 

END
