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Letter from our
Independent

Chairman and
our CEO

October 18, 2016

Dear Shareholder,

We invite you to attend the Annual Shareholders Meeting of Microsoft Corporation (“Annual
Meeting”), which will be held at Meydenbauer Center, 11100 NE 6th Street, Bellevue, Washington
98004, on November 30, 2016 at 8:00 a.m. Pacific Time. Doors open at 7:00 a.m. We will feature
a product showcase, with Microsoft Store associates, to give you the opportunity to experience
Microsoft’s latest consumer products, including the latest devices running Windows 10. Driving
directions to Meydenbauer Center are on page 77. Parking will be validated only for
Meydenbauer Center garage. Parking is limited, so plan ahead if you are driving to the meeting.

The attached Notice of Annual Shareholders Meeting and Proxy Statement contain details of the
business to be conducted at the Annual Meeting.

Whether or not you attend the Annual Meeting, it is important that your shares be represented
and voted at the meeting. We urge you to promptly vote and submit your proxy via the Internet,
by phone, or by signing, dating, and returning the enclosed proxy card in the enclosed envelope.
If you attend the Annual Meeting, you can vote in person even if you previously submitted your
proxy.

This year’s shareholder question and answer session will include both live questions and
questions submitted in advance. You may submit a question in advance through the Shareholder
Forum available at www.theinvestornetwork.com/forum/msft/default.aspx; we will respond to as
many inquiries as time allows.

We again are offering a virtual shareholder meeting through which you can view the meeting,
submit questions, and vote online, at microsoft.onlineshareholdermeeting.com. We will also
provide a live webcast of the Annual Meeting from the Microsoft Investor Relations website at
www.microsoft.com/investor. A transcript with video and audio of the entire Annual Meeting will be
available on the Investor Relations website after the meeting. We hope this will allow those who
cannot attend the meeting in person to hear Microsoft executives discuss past year’s results and
our plans for the future. In addition, we make available at our Investor Relations website a variety
of information for investors. Our goal is to maintain the Investor Relations website as a portal
through which investors can easily find pertinent information about us.

On behalf of the Board of Directors, thank you for your continued investment in Microsoft.
We look forward to greeting as many of you as possible.

Sincerely,

oA —

John W. Thompson
Independent Chairman

N

Satya Nadella
Chief Executive Officer
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Letter from the

Board of Directors

October 18, 2016
Dear Shareholder,

As stewards of Microsoft, the Board of Directors greatly values its engagement with our shareholders.
With this proxy filing, we would like to highlight key elements that demonstrate our ongoing
commitment to corporate governance.

Shareholder engagement

It has long been a priority of our Board to maintain an active dialogue with our 3.5 million
shareholders around the globe. In addition to direct communications with shareholders, we're using a
range of technologies to realize the value of one-to-many communication with our shareholders in our
increasingly digital, dispersed world.

« Interactive Proxy. An interactive version of our 2016 Proxy Statement makes it easy for you to
efficiently access and consume the Proxy Statement content using an intuitive and easily navigable
framework. This is important, because it puts our proxy directly in your hands, so you can
immediately access the specific information you want, when, how, and where you want it.

Virtual Shareholders Meeting. For those who cannot attend our Annual Meeting in person, we
provide a virtual shareholders meeting through which investors can view the meeting, submit
guestions, and vote online. A live webcast of the Annual Meeting, as well as a transcript and
archived webcast after the meeting, will be available on the Investor Relations website so the
meeting is accessible to all our shareholders, no matter your location, availability, or format
preference for accessing the meeting.

Director Video Series. We provide an opportunity for you to get to know our Board of Directors, and
learn how we approach serving shareholders through our director video series. We recently
released two new installments featuring John Thompson and Padmasree Warrior.

Additional information about our shareholder engagement efforts can be found in the “Corporate
governance at Microsoft” section of the proxy.

Governance enhancements

We routinely evaluate Microsoft's governance practices to maintain strong Board accountability and
shareholder rights, and transparent policies that enhance investor and public trust. On the ballot at
our Annual Meeting is a proposed change to the Articles of Incorporation that would reduce the
percentage of outstanding shares required for shareholders to call a special meeting to 15%. The
Board believes reducing the percentage is in the best interests of our shareholders, and illustrates our
commitment to governance best practices.

This action follows last year’s adoption of a “Proxy Access for Director Nominations” bylaw, which
permits a shareholder or a group of up to 20 shareholders owning three percent or more of
Microsoft’s outstanding shares continuously for at least three years, to have the ability to nominate
two individuals or 20% of the Board’s seats (whichever is greater), provided the shareholders and
nominees satisfy the requirements specified in the Bylaws. We recently amended our proxy access
bylaw to refine our approach based on perspectives offered by institutional shareholders over the past
year.

The continuing evolution of pay at Microsoft

Our executive compensation program continues to evolve to better align with our business strategies
and reward long-term business success.


http://www.sec.gov/Archives/edgar/data/789019/000119312515282470/0001193125-15-282470-index.htm
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Through our ongoing shareholder engagement, we receive consistent feedback that our
investors favor incentive compensation arrangements tied to specific performance measures
that drive long-term performance and value creation. We agree, and have been refining our
program over the past three years to develop a design that incorporates performance
elements directly linked to achieving our three strategic ambitions — Reinvent Productivity
and Business Processes, Build the Intelligent Cloud Platform, and Create More Personal
Computing. Our fiscal year 2016 Incentive Plan awards for executive officers include
significant elements tied to specific performance objectives intended to drive long-term
performance. Beginning in 2017, 50% of the annual cash incentive will be tied to financial
objectives, and the outcome will be determined formulaically using pre-established targets
for financial performance (company-wide revenue and operating income).

Additional details can be found under Proposal 2: Advisory vote on hamed executive officer
compensation.

Board composition and refreshment

We are committed to having our Board include a diverse range of perspectives and
experiences. This year, our Board is more diverse than ever, with women and ethnic
minorities holding five of 11 Board positions. While there is still more work to be done, we
are pleased that our efforts have created a balanced Board with different viewpoints and
backgrounds, deep expertise, and strong technology-specific knowledge. We look forward to
building on this foundation as we continue to identify and attract new directors to help us
advance our position as one of the world’s leading technology companies.

Corporate social responsibility

Microsoft’s corporate social responsibility commitments contribute long-term value to our
business, our shareholders, and communities around the world. Achieving our mission to
empower every person and every organization on the planet to achieve more requires that
we be thoughtful about the impact of our own business practices and policies and our
investments in communities. Knowing our decisions can affect our employees, customers,
partners, shareholders, suppliers, and communities, we seek to ensure their perspectives
are considered in ways that help us earn and maintain their trust. For more about Microsoft's
commitments and performance, please visit: http://www.microsoft.com/csr.

Earlier this year we introduced Microsoft Philanthropies to build on the foundation of
Microsoft’s 30-plus years of giving, seeking new ways to achieve greater outcomes for a
broader segment of the world’s population. Microsoft Philanthropies is investing Microsoft’s
greatest assets to drive greater digital inclusion and empowerment of people who do not
have access to technology and the opportunities it offers and enables.

One of our first initiatives is the donation of $1 billion in Microsoft cloud services to nonprofits
and university researchers over the next three years. Our objective is to help recipients
around the world obtain the access they need and deserve to pursue cutting-edge solutions
to society’s most pressing problems. For more information about Microsoft Philanthropies,
please visit: https://www.microsoft.com/about/philanthropies/.

Communicating with the Board

We deeply value the continued interest of and feedback from our shareholders, and are
committed to maintaining our active dialogue with you to ensure a diversity of perspectives
are thoughtfully considered. As we move closer to our Annual Meeting, we invite you to write
us at AskBoard@microsoft.com about the Board of Directors or corporate governance at
Microsoft.

Thank you for the trust you place in us. We appreciate the opportunity to serve Microsoft on
your behalf.

Sincerely,

Your Board of Directors

2016 PROXY STATEMENT iii
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Bm Microsoft
Notice of 2016 Annual Shareholders Meeting

Date November 30, 2016

Time 8:00 a.m. Pacific Time

Place Meydenbauer Center, 11100 NE 6th Street, Bellevue, Washington 98004

Record date September 30, 2016. Only shareholders of record at the close of business on the record date are entitled to receive notice of, and to vote at,

the Annual Meeting.

Proxy voting Make your vote count. Please vote your shares promptly to ensure the presence of a quorum at the Annual Meeting. Voting your shares
now via the Internet, by telephone, or by signing, dating, and returning the enclosed proxy card or voting instruction form will save the
expenses and extra work of additional solicitation. If you wish to vote by mail, we have enclosed an addressed envelope, postage prepaid if
mailed in the United States. Submitting your proxy now will not prevent you from voting your shares at the Annual Meeting, as your proxy is
revocable at your option.

Items of To elect the 11 director nominees named in this Proxy Statement
business « To approve, on a non-binding advisory basis, the compensation paid to our named executive officers
« To ratify the selection of Deloitte & Touche LLP as our independent auditor for fiscal year 2017
« To approve an amendment to our Amended and Restated Articles of Incorporation
« To approve a French Sub Plan under the 2001 Stock Plan
« To consider and vote on a shareholder proposal described in the accompanying Proxy Statement, if properly presented at the Annual
Meeting
« To transact other business that may properly come before the Annual Meeting

Virtual meeting You also may vote at the Annual Meeting via the Internet by visiting www.microsoft.onlineshareholdermeeting.com and following the
instructions.

Admission to Proof of share ownership will be required to enter the Annual Meeting.

meeting See Part 7 — “Information about the meeting” for details.

Important notice regarding the availability of proxy materials for the Annual Meeting to be held on November 30, 2016. Our 2016 Proxy Statement and
Annual Report to Shareholders are available at www.microsoft.com/investor.

By order of the Board of Directors

John A. Seethoff
Secretary

Redmond, Washington
October 18, 2016

The use of cameras at the Annual Meeting is prohibited and they will not be allowed into the meeting or any other adjacent areas, except by credentialed media. We
realize that many mobile phones have built-in cameras; while these phones may be brought into the venue, the camera function may not be used at any time.

2016 PROXY STATEMENT v
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Proxy summary

This summary highlights information contained elsewhere in this Proxy Statement. This summary does not contain all of the
information you should consider. Please read the entire Proxy Statement carefully before voting.

Record date Meeting agenda
September 30, 2016

Elect 11 directors

Advisory vote on executive compensation

Mailing date
Date November 30, 2016 . ) . . i i i i
Y This Proxy Statement was first mailed If'\_’atlf)II Delogtoel? Touche LLP as our independent auditor for
Time 8:00 a.m. Pacific Time to shareholders on or about October SCalhveay
18, 2016. « Approve an amendment to our Amended and Restated Articles
Place Meydenbauer Center of Incorporation
11100NE 6th Street Voting
Bellevue,Washington » Approve French Sub Plan under the 2001 Stock Plan
98004 ’ Shareholders as of the record date are . . .
entitled to vote. Each share of common * Consider and vote on a shareholder proposal described in the
stock of Microsoft Corporation (the accompanying Proxy Statement, if properly presented at the
“Company”) is entitled to one vote for Annual Meeting

each director nominee and one vote for

e Ti h i h | f h
T GO e T O B G G ransact other business that may properly come before the

meeting
Voting matters and vote recommendation
More
Board Reasons for infor-
Item recommends recommendation mation
1. Election of 11 directors + The Board and Governance and Nominating Committee believes the 11 Board Page 12
FOR candidates possess the skills, experience, and diversity to effectively monitor

performance, provide oversight, and advise management on the Company’s long-term

strategy.

2. Advisory vote on + Our executive compensation programs demonstrate the continuing evolution of our pay = Page 27
executive compensation FOR for performance philosophy, and reflect the input of shareholders from our extensive
“say-on-pay” outreach efforts.

3. Ratification of the selection of + Based on the Audit Committee’s assessment of Deloitte & Touche’s qualifications and Page 54
Deloitte & Touche LLP as our FOR performance, it believes their retention for fiscal year 2017 is in the best interests of the
independent auditor for fiscal Company.
year 2017

4. Amendment to our Amended + Reducing shares needed to call a special shareholders meeting from 25% to 15% of Page 58
and Restated Articles of FOR outstanding shares advances shareholder rights and puts the Company in the
Incorporation mainstream of best practice.

5. French Sub Plan under the 2001 + Providing tax-advantaged equity compensation to our French employees is required to Page 59
Stock Plan FOR offer market-competitive compensation.

6. Requesting certain proxy access We have a robust and workable proxy access bylaw that reflects extensive feedback Page 65
bylaw amendments AGAINST  from our investors, and has terms that are widely embraced by companies adopting

proxy access and widely accepted by institutional shareholders’ voting policies.

2016 PROXY STATEMENT !
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Vote in Vote in

advance of Vote your shares at person at m See Part 7 - “Information

the meeting Www.proxyvote.com. the meeting about the meeting”
Have your Notice of Internet for details on admission
Availability or proxy card in requirements to attend
hand for the 12-digit control the Annual Meeting.

number needed to vote.

E"‘\ Call toll-free number 1-800-
690-6903

B  Sign, date, and return the
enclosed proxy
card or voting instruction
form.

Our director nominees

See Part 2 - “Board of Directors” for more information.

The following table provides summary information about each director nominee. Each director is elected annually by a majority of votes cast.

William H. Gates Il
Co-Chair and Trustee, 60 1981 No 1
Bill & Melinda Gates Foundation

Teri L. List-Stoll
Former Executive Vice President and 53 2014 Yes 1 ﬂ m
CFO, DICK'’S Sporting Goods, Inc.

G. Mason Morfit
President, ValueAct Capital 41 2014 ves 0 m m
Satya Nadella 49 2014 No 0

CEO, Microsoft

Charles H. Noski
Former Vice Chairman, 64 2003 Yes 2 ﬂ E‘II
Bank of America Corporation

Helmut Panke

Former Chairman of the

Board of Management, BMW 70 2003 Yes 1 ﬂ E
Bayerische Motoren Werke AG

Sandra E. Peterson
Group Worldwide Chairman, 57 2015 Yes 0 m
Johnson & Johnson

Charles W. Scharf

CEO, Visa, Inc. 51 2014 Yes 1 0 M

John W. Stanton

Chairman, Trilogy Partnerships 61 2014 Yes 2  C| M|
John W. Thompson

Independent Chairman, Microsoft; 67 2012 Yes 0 E m

Former CEO, Virtual Instruments, Inc.

Padmasree Warrior
U.S. CEO and global Chief Development Officer, NextEV 55 2015 Yes 0 m

AC: Audit Committee

CC: Compensation Committee Chai Mermb Fi il
GN: Governance and Nominating Committee E arr III ember ﬂ inancial expert
RPP: Regulatory and Public Policy Committee

2 BB Microsoft
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Corporate governance highlights
See Part 1 - “Corporate governance at Microsoft” for more information.

Our directors

Experience

Ethnic, ge
or other diversity

Global business

Leadership

I

Mergers and
acquisitions

Public company board

service and governance

Sales and
marketing

Technology

Independent
Board and Board
committees

Independent Chairman of the Board; Chairman and CEO positions
separate since 2000

.

9 of 11 director nominees are independent

.

All committee members are independent

Independent directors meet in executive session at least quarterly

Our Board and committees conduct annual evaluations

We have robust director orientation and continuing education
programs for directors

Independent Diverse

45%
are female or
ethnically diverse

. Independent directors . Diverse

Other directors Other

Progressive
shareholder rights

Directors are elected by majority vote in uncontested elections
All directors elected annually
Our bylaws provide for proxy access by shareholders

We have a confidential voting policy

If Proposal 4 is approved, 15% of outstanding shares can call a
special meeting

* We are committed to Board refreshment. For balance between Vigorous
directors with deep knowledge of the Company and those with a fresh
’ : - shareholder
perspective, our average director tenure is 6.6 years
engagement
« All Audit Committee members are financially literate and 3 are audit
committee financial experts N o )
During fiscal year 2016, independent members of our Board and
« Our Compensation Committee uses an independent compensation members of senior management conducted outreach to a cross-section
consultant of shareholders owning 40% of our shares.

2016 PROXY STATEMENT
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Executive compensation matters

See Part 3 - “Named executive officer compensation” for more information.

Our business performance

Executing on our three ambitions

We continued to advance our mission to empower every person and every organization on the planet to achieve more. We continued to cultivate a Microsoft
culture in which people connect their individual energies and passions for technology to this mission. We achieved product development milestones, implemented
organizational changes, and made strategic and tactical moves to support the three ambitions that support our strategy.

Our ambitions and achievements

s, productivity and Build the intelligent cloud platform Create more personal computing
business processes

Commercial cloud annualized
revenue run rate® increased ower 50% and A 1 2 1 b Windows 10 worldwide active
exceeded $12.1 billion ™ devices exceeded 350 million

Microsoft Dynamics CRM A 3 5 0 I I I

Online seat additions more

than doubled year-over-year Microsoft Azure revenus grew
113%, with usage of Azure SQL Xbox Live monthly active user
Office 265 consumer subscribers database more than doubling grew 33% year-over-year to
increased 52% to 23.1 million year-over-year 48 million

A52% AN13 % A33%

* Commercial cloud annualized revenue run rate is calculated by multiplying revenue for the last month of the quarter by twelve for Azure, Dynamics Online, Office 365 commercial, and other cloud
properties.

In June 2016, we agreed to acquire LinkedIn for $26.2 billion. Our goal for this transaction is to create new experiences and new value for our customers by
connecting the world’s leading professional cloud and professional network.

Financial results
We balanced investments in growth opportunities and innovation with ongoing financial discipline, with the following financial results.

GAAP non-GAAP*

Revenue $85.3 billion (down 9%) $92.0 billion (down 2%)
Operating income $20.2 billion (up 11%) $27.9 billion (down 1%)
Net income $16.8 billion (up 38%) $22.3 billion (up 3%)
Diluted earnings per share $2.10 (up 42%) $2.79 (up 6%)

Total cash returned to shareholders Increased 12% to $26.1 billion

One-year total shareholder return 19.1%

* See Annex A for a reconciliation of non-GAAP and GAAP financial measures. Percentages are year-over-year.

Revenue decreased $8.3 billion primarily due to the impact of the $6.6 billion net revenue deferral from Windows 10 and an unfavorable foreign currency impact
of approximately $3.8 billion. Operating income increased $2.0 billion, mainly due to a decrease in impairment, integration, and restructuring expenses related to
our phone business and lower sales and marketing expenses, offset in part by lower gross margin.

4 BB Microsoft
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Strong long-term performance

Our total shareholder return (“TSR”"), cash returned to shareholders, and annual revenue for the past three years have been strong, notwithstanding the impact of
our business realignment on our fiscal year 2016 profitability.

Total cash returned to shareholders Total shareholder retum
through June 30, 2016

530 A%

261

425 §23.3
&0.9%
- a 0%
& £15.7
z 45
i A0%
40 P11
ss n - -
0
FYi4 FY15 Y5
0%
W Dividend | Buyback 1 Year 2 Year 2 ¥ear

This Proxy Statement includes estimates, projections and 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 this Proxy Summary and Part 2
— “Named executive officer compensation.” 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,” “Quantitative and
Quialitative Disclosures about Market Risk,” and “Management’s Discussion and Analysis” sections of our Forms 10-K and 10-Q. We undertake no obligation
to update or revise publicly any forward-looking statements, whether because of new information, future events, or otherwise.

2016 PROXY STATEMENT ¢
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Executive compensation advisory vote

Our Board of Directors recommends that shareholders vote to approve, on an advisory basis, the compensation paid to the Company’s named
executive officers as described in this Proxy Statement (the “say-on-pay” vote), for the following reasons.

N
The evolution of executive compensation for fiscal year 2016 and Fiscal year 2016 executive compensation.
beyond. At least 70% of target compensation for our Chief Executive
Executing on our commitment to transform our executive pay program to Officer (“CEQ”) and other named executive officers (collectively,
include significant performance attributes, we increased the portion of total the “Named Executives”) was equity-based, providing direct
pay that is performance based and the portion of incentive pay that is alignment with returns to shareholders and incentives to drive
quantitatively determined using pre-established metrics. Our fiscal year long-term business success. The annual cash incentive awards
2016 Executive Officer Incentive Plan awards for Mr. Nadella and his senior for our Named Executives ranged from 100% to 140% of target
leadership team include stronger, explicit ties to specific long-term consistent with our business performance and returns to
performance objectives that directly connect with achieving our three shareholders. Mr. Nadella’s cash incentive was determined based
strategic ambitions. We introduced a structured framework for Mr. Nadella’s on his performance in four weighted categories as described in
cash incentive award. We reduced the maximum award levels for the greater detail in Part 3 — “Named executive officer compensation.”
annual cash incentive and in 2017 for performance stock awards. In 2017, There were no special awards.

we will apply pre-established financial metrics to formulaically determine
50% of the annual cash incentive for all executive officers. These
compensation changes respond to feedback we received through the say-
on-pay vote and extensive shareholder engagement we conducted over the
last year.

Sound program Best practices in

executive

design

compensation

N

We designed our executive officer compensation programs to attract,
motivate, and retain the key executives who drive our success and Our leading practices include:
industry leadership while considering individual and Company
performance and alignment with the interests of long- term
shareholders. We achieve our objectives through compensation that: +' an executive stock ownership policy,

+ a clawback policy,

provides a competitive total pay opportunity, +' a policy prohibiting pledging and hedging ownership of Microsoft

consists primarily of stock-based compensation, stock,

+/ executive-only perquisites or benefits limited to charitable giving
match,

enhances retention through multi-year vesting of stock awards, and

v
v
+ delivers a majority of pay based on performance,
v

+* no employment contracts or change in control protections, and
v

does not encourage unnecessary and excessive risk taking. < no supplemental executive retirement programs

6 [ Microsoft
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CORPORATE
GOVERNAMNCE AT
MICROSOFT

1. Corporate governance at Microsoft

Corporate governance principles and practices

Our corporate governance cycle promotes effective shareholder engagement

Microsoft believes that effective corporate governance should include regular, constructive conversations with our shareholders. We actively engage with our
shareholders as part of our annual corporate governance cycle described below.

Annual corporate governance cycle

Spring

Our annual corparate
governance cycle begins
with reviewing governance
best practices, regulatory
developments, and our
own policies and practices,
This analysis informs the
annual update of our
governance framework and
policies.

-.}_.-

Pesvsssnnssnsidrnnnae,

-'..}....

Summer

We speak with our largest
shareholders about significant
changes to our governance
practices along with other
developments at Microsoft,
and solicit input on topics
that are important to them.
We communicate to the
Board any feedback
received and incorporate
those perspectives in what
we address in our proxy.

"..I'{I.I'II

-

Fall

We publish our annual
communications to
shareholders and other
stakeholders:

« gur annual report,

« proxy statement, and

+ corporate social
responsibility report.

We speak again with our

largest shareholders about
important topics to be

addressed at our Annual

Meeting. We then haold

our Annual Meeting,

'.--‘}".-..

*rsssssnsnssnidennne,

Winter

The cycle concludes with
the Board's self-assessment,
which includes considering
feedback received from
shareholders during the
preceding year.

We are transparent — Communicating governance policies and practices to all shareholders and other stakeholders is an important part of our commitment to
transparency. With over 3.5 million Microsoft shareholders, using both direct dialogue and ‘one-to-many’ communications are necessary to reach all shareholders.

We proactively engage with our shareholders — During fiscal year 2016, independent members of our Board and members of senior management conducted
outreach to a cross-section of shareholders owning approximately 40% of our shares. Our CEO, Satya Nadella, remains committed to investing time with our
shareholders to increase transparency and better understand their perspectives, including by patrticipating in our quarterly earnings calls and other forums for

communication.

Our director video series provides all stakeholders insight about our Board — We recently released two new installments of our director video series featuring
interviews with members of our Board. The videos provide an informal opportunity for Microsoft's directors to discuss their approach to serving as a director at

Microsoft. The complete series can be viewed on Microsoft's Investor Relations site at www.microsoft.com/investor/board.

Microsoft on the Issues blogs address our views on emerging governance topics — We make regular policy blog posts on Microsoft on the Issues. Blogs covered
topics ranging from the latest in the series of director interviews to corporate social responsibility, privacy, cybersecurity, online safety, jobs, and education. We

disseminated information posted on the Microsoft on the Issues blog via social media handles, including @MSFTIssues and @MSFTNews.
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Investor Relations website delivers extensive content about governance and corporate social responsibility — Our Investor Relations website provides in-
depth information about our corporate governance and corporate social responsibility initiatives to our shareholders and other stakeholders.

Our progressive corporate governance framework

Corporate governance at Microsoft is designed to promote the long-term interests of our shareholders, maintain internal checks and balances, strengthen
management accountability, inspire public trust, and foster responsible decision making and accountability.

Our corporate governance framework is designed to ensure our Board has the necessary authority and practices in place to review and evaluate our business
operations and to make decisions independent of management. Our goal is to align the interests of directors, management, and shareholders, and comply with or
exceed the requirements of the NASDAQ Stock Market (“NASDAQ”) and applicable law. This framework establishes the practices our Board follows with respect to:

* Board composition, director selection and director compensation
» Board refreshment and succession planning

« Independent Board leadership

« Board meetings and involvement of senior management

¢ CEO performance evaluation

» CEO and senior executive development and succession planning
* Board committees

* Board and committee evaluations

» Shareholder engagement

¢ Risk oversight

Our corporate governance documents

+* Amended and Restated Articles of Incorporation +' Compensation Committee Charter

+' Bylaws +! Governance and Nominating Committee Charter

+! Corporate Governance Guidelines +/ Regulatory and Public Policy Committee Charter

+ Director Independence Guidelines +' Stock Ownership and Holding Requirements for Microsoft Corporation
+ Microsoft Finance Code of Professional Conduct Executives

+ Microsoft Standards of Business Conduct +' Executive Compensation Recovery Policy

+' Audit Committee Charter and Responsibilities Calendar +' Compensation Consultant Independence Standards

These documents are all available at http://aka.ms/policiesandguidelines.

We have an independent Chairman of the Board

John Thompson serves as independent Chairman of the Board. The roles of chairman and chief executive officer have been separate since 2000. The independent
directors annually appoint our Chairman. As Chairman, Mr. Thompson leads the activities of the Board, including:

« Calling meetings of the Board and independent directors

» Setting the agenda for Board meetings in consultation with the CEO and corporate secretary

« Chairing executive sessions of the independent directors

¢ Engaging with shareholders

¢ Acting as an advisor to Mr. Nadella on strategic aspects of the CEO role with regular consultations on major developments and decisions likely to interest the Board

* Performing the other duties specified in the Corporate Governance Guidelines or assigned by the Board

BB Microsoft
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Our Board believes its leadership structure effectively allocates authority, responsibility, and oversight between management and the independent members of our
Board. It gives primary responsibility for the operational leadership and strategic direction of the Company to our CEO, while the Chairman facilitates our Board’s
independent oversight of management, promotes communication between management and our Board, engages with shareholders, and leads our Board’s
consideration of key governance matters. The Board believes its programs for overseeing risk would be effective under a variety of leadership frameworks and
therefore do not materially affect how it structures its leadership.

Our Board is independent

Nine of eleven directors are independent — We are committed to maintaining a substantial majority of directors who are independent of the Company and
management. Except for Satya Nadella, our CEO, and Bill Gates, all directors are independent.

Quarterly executive sessions of independent directors — At each quarterly Board meeting, time is set aside for the independent directors to meet in executive
session without Company management present. Additional executive sessions are held as needed.

Independent compensation consultant — The compensation consultant retained by the Compensation Committee is independent of the Company and management
as required by our Compensation Consultant Independence Standards.

We have independent Board committees with appropriate expertise

Committees are independent — Only independent directors are members of the Board’s committees.

Regular committee executive sessions of independent directors — At each regularly scheduled meeting, members of the Audit Committee, Compensation
Committee, and Regulatory and Public Policy Committee meet in executive session. Additional executive sessions of all Board committees are held as needed.

Audit Committee financial sophistication and expertise — All members of the Audit Committee meet the NASDAQ listing standard of financial sophistication.
Ms. List-Stoll, Mr. Noski, and Dr. Panke are “audit committee financial experts” under Securities and Exchange Commission (“SEC”) rules.

Shareholder rights

Majority voting — In an uncontested election, directors are elected by the majority of votes cast.
Annual elections — All directors are elected annually. Microsoft does not have a classified board.

Proxy access — We have a “Proxy Access for Director Nominations” bylaw, that permits eligible shareholders to nominate candidates for election to the Microsoft
Board. Proxy access candidates will be included in the Company’s proxy statement and ballot. The proxy access bylaw provides that holders

of at least 3% of Microsoft's outstanding shares held | holding the shares continuously for at least 3 years can nominate two candidates or 20% of the Board,
by up to 20 shareholders whichever is greater, for election at an annual
shareholders meeting

Confidential voting — We have a confidential voting policy to protect the voting privacy of our individual shareholders.
Special meetings — If Proposal 4 is approved, holders of 15% of outstanding shares can call a special meeting.

2016 PROXY STATEMENT 9



Table of Contents

CORPORATE
GOVERNAMNCE AT
MICROSOFT

w
~
LN
o)
~J

Our approach to risk oversight
« Board — The Board directly oversees strategic risks to the Company and other risk areas not delegated to one of its committees.

«  Committees

Audit Committee Compensation Committee Regulatory and Public Policy Committee
Reviews and assesses the Company’s processes to Oversees compensation programs and policies and Oversees risks related to competition and
manage financial reporting risk and to manage their effect on risk taking by management. antitrust, data privacy and cybersecurity, and
investment, tax, and other financial risks. It also workforce and immigration laws and regulations.

reviews the Company’s policies for risk assessment
and steps management has taken to control
significant risks, except those delegated by the
Board to other committees.

Management periodically reports to the Board or relevant committee, which provides guidance on risk assessment and mitigation. Each committee charged with risk
oversight reports to the Board on those matters.
Compensation accountability

* Stock ownership requirements — We have stock ownership policies for directors, executive officers, and other senior executives to promote a long-term perspective
in managing the enterprise and to help align the interests of our shareholders, executives, and directors.

« Compensation clawback — We have a strong ‘no-fault’ executive compensation recovery policy that applies to executive officers and our principal accounting officer.

* Hedging and pledging prohibited — We prohibit our directors and executive officers from hedging their ownership of Microsoft stock, including trading in options,
puts, calls, or other derivative instruments related to Company stock or debt. Directors and executive officers are prohibited from purchasing Microsoft stock on
margin, borrowing against Microsoft stock held in a margin account, or pledging Microsoft stock as collateral for a loan.

Director orientation and continuing education

» Board orientation — Our orientation programs familiarize new directors with Microsoft’s businesses, strategies, and policies, and assist new directors in developing
the skills and knowledge required for their service on the Board of Directors.

« Continuing education — Continuing education programs assist directors in maintaining skills and knowledge necessary or appropriate for the performance of their
responsibilities. These programs may include internally developed materials and presentations, programs presented by third parties, and financial and
administrative support to attend qualifying academic or other independent programs.

Annual Board and committee evaluations

Each year, our Board and its committees conduct evaluations to assess their effectiveness and adherence to the Corporate Governance Guidelines and committee
charters, and to identify opportunities to improve Board and committee performance.

» Board evaluation — The Governance and Nominating Committee conducts an annual evaluation of the performance of the Board and each of its members. The
results are reported to the Board. The report includes an assessment of the Board’s compliance with the principles in the Corporate Governance Guidelines, and
identification of areas in which the Board could improve its performance.

« Committee evaluations — Each committee conducts an annual performance evaluation and reports the results to the Board. Each committee’s report includes an
assessment of the committee’s compliance with the principles in the Corporate Governance Guidelines and the committee’s charter, as well as identification of
areas in which the committee could improve its performance.

Corporate social responsibility

Our products and services play key part in how we fulfill our mission to empower every person and every organization on the planet to achieve more. Achieving our
mission also requires a strong commitment to conduct our business in ways that are principled, transparent, and accountable to key stakeholders. We believe doing so
generates long-term value for our business, our shareholders, and communities around the world.
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Microsoft’s corporate social responsibility commitments include the areas of accessibility, corporate governance, environmental sustainability, empowering our people,
ethical business conduct, human rights, privacy, and responsible sourcing. In addition, through Microsoft Philanthropies, we are investing Microsoft's assets — our
technology, investments, voice, and people — to drive greater inclusion and empowerment of people who do not have access to technology and the opportunities it
offers and enables.

At www.microsoft.com/csr we share a broad range of information on our policies, practices, and performance across these commitments, ranging from our carbon
footprint to how we'’ve responded to requests from law enforcement agencies for customer data. Ultimately, our goal is to meet the high standards we have for
ourselves and to consistently earn the trust and confidence of the public, our customers, partners, employees, and shareholders.

Political contributions transparency

Microsoft recognizes the interest of U.S. public company shareholders in establishing greater transparency about corporate political contributions. We disclose our
political contributions to support candidates and ballot measures and how certain of our trade association membership dues are used for political activities. As part of
our commitment to transparency, we developed our Principles and Policies Guiding Microsoft Participation in Public Policy Process in the United States, which focus
on ensuring compliance with applicable federal and state laws and are designed to go beyond compliance to implement what we consider leading practices in
corporate accountability, transparency, integrity, and responsibility. The policy is available at www.microsoft.com/politicalengagement.

How to communicate with our Board

We invite shareholders to contact the Board about corporate governance or matters related to the Board. Communications about these topics will be received and
processed by management before being forwarded to the Board, a committee of the Board, or a director as designated in your message. Communications relating to
other topics, including those that are primarily commercial in nature, will not be forwarded.

@ AskBoard@microsoft.com

[~ MSC 123/9999
Office of the Corporate Secretary
Microsoft Corporation
One Microsoft Way
Redmond, WA 98052-6399

Concerns about accounting or auditing matters or possible violations of our Standards of Business Conduct should be reported under the procedures outlined in the
Microsoft Standards of Business Conduct, which is available on our website at http://aka.ms/buscond.
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2. Board of Directors

Proposal 1:

Election of The Board has nominated 11 directors for election at the Annual Meeting to hold office until the 2017 Annual Meeting. The
directors Governance and Nominating Committee evaluated and recommended the nominees in accordance with its charter and our Corporate
Governance Guidelines. For additional information about the nominees and their qualifications, please see Part 2 — “Board of
Directors — Director selection and qualifications” You can also view our video series featuring members of our Board at
www.microsoft.com/investor/board.

Each director will be elected by a vote of the majority of the votes cast, meaning that the number of shares cast “for” a director’s
election exceeds the number of votes cast “against” that director.

Our Board of Directors recommends a vote FOR the election to the Board of each of the following nominees:

Name Age Director since Occupation

William H. Gates |1l 60 1981 Co-Chair and Trustee, Bill & Melinda Gates Foundation

Teri L. List-Stoll 53 2014 Former Executive Vice President and CFO, DICK'’S Sporting Goods, Inc.
G. Mason Morfit 41 2014 President, ValueAct Capital

Satya Nadella 49 2014 CEO, Microsoft

Charles H. Noski 64 2003 Former Vice Chairman, Bank of America Corporation

Helmut Panke 70 2003 Former Chairman of the Board of Management, BMW Bayerische Motoren Werke AG
Sandra E. Peterson 57 2015 Group Worldwide Chairman, Johnson & Johnson

Charles W. Scharf 51 2014 CEOQ, Visa, Inc.

John W. Stanton 61 2014 Chairman, Trilogy Partnerships

John W. Thompson 67 2012 Independent Chairman, Microsoft; Former CEO, Virtual Instruments, Inc.
Padmasree Warrior 55 2015 U.S. CEO and global Chief Development Officer, NextEV

Director selection and qualifications

How we select Board members

Shareholders elect all Board members annually. The Governance and Nominating Committee recommends to the Board director candidates for nomination and
election at the annual shareholders meeting or for appointment to fill vacancies. The Governance and Nominating Committee annually reviews with the Board the skills
and characteristics required of Board nominees, considering current Board composition and Company circumstances. In making its recommendations to our Board,
the Governance and Nominating Committee considers the qualifications of individual director candidates applying the Board membership criteria described below. The
Governance and Nominating Committee retains any search firm involved in identifying potential candidates and approves their fees.
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Board membership criteria

The Governance and Nominating Committee works with our Board to determine the characteristics, skills, and experiences for the Board as a whole and its individual
members with the objective of having a Board with diverse backgrounds and experience in business, education, and public service. Characteristics expected of all
directors include

i Ability and
High Sound willingness
: personal and 5 s
Independence Integrity rofessional business to commit
E ethics judgment sufficient time

to the Board

In evaluating the suitability of individual Board members, our Board considers many factors, including general understanding of marketing, finance, and other
disciplines relevant to the success of a large, publicly traded company in today’s business environment; understanding of our business and technology; educational
and professional background; personal accomplishment; and geographic, gender, age, and ethnic diversity. The Board is committed to actively seeking highly qualified
women and individuals from minority groups to include in the pool from which new candidates are selected. The Board’s objective is to recommend a group that
can best perpetuate the success of our business and represent shareholder interests through the exercise of sound judgment using its diversity of
experience and perspectives.

In determining whether to recommend a director for re-election, the Governance and Nominating Committee considers the director’s past attendance at meetings,
participation in and contributions to the activities of the Board, and the results of the most recent Board evaluation.

The Governance and Nominating Committee assesses its efforts to maintain an effective and diverse Board of Directors in the course of its regular responsibilities,
which include annually

» reporting to our Board on the performance and effectiveness of the Board,
¢ presenting to our Board individuals recommended for election to the Board at the annual meeting, and

¢ assessing the Governance and Nominating Committee’s own performance.

The Governance and Nominating Committee also works with the full Board to regularly evaluate Board composition to assess whether directors should be added in
view of director departures, the number of directors needed to fulfill the Board’s responsibilities under the Corporate Governance Guidelines and committee charters,
and the skills and capabilities that are relevant to the Board’s work and the Company’s strategy.
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Shareholders previously elected all current Board members. The table below summarizes key qualifications, skills, and attributes most relevant to the decision to
nominate candidates to serve on the Board of Directors. A mark indicates a specific area of focus or expertise on which the Board relies most. The lack of a mark does
not mean the director does not possess that qualification or skill. Director biographies below describe each director’s qualifications and relevant experience in more

detail.
ﬁi‘; o 2 qf & f f
Experience, expertise, or attribute (‘?&’ \'5;: @‘03& Qf QP* J Qaf (éf 5
Iﬂ Ethnic, gender, national, or other diversity ] o L] L] L] L]
|III‘ Financial [ [ [ [ 5 [ o n
Global business [ ] [ ] [ [ m [ L o ] [
Leadership [] [ [ ] [ [ = ] ]
Mergers and acquisitions [] [ ] L] o ] ]
Public company board service and governance [] [ ] n o ] ] [ n o n n
E Sales and marketing [ ] ] ] u ]
|_|.‘ Technology [ ] o [ u [ = ] ]
Tenure Age 1 3 Diversity
distribution

0-2yrs. - 2

45%

4 are female or
more than 3 ethnically
10 yrs. diverse

Average
tenure
6.6 Average . Diverse

age

57

Other

Shareholder recommendations and nominations of director candidates

Shareholder recommendations

The Governance and Nominating Committee considers shareholder recommendations for candidates for the Board of Directors using the same criteria described
above. The name of any recommended candidate for director, together with a brief biographical sketch, a document indicating the candidate’s willingness to serve if
elected, and evidence of the nominating shareholder’s ownership of Company stock must be sent to the attention of MSC 123/9999, Office of the Corporate Secretary,
Microsoft Corporation, One Microsoft Way, Redmond, WA 98052-6399.

Shareholder nominations

As described in Part 1 — “Corporate governance at Microsoft — Shareholder rights,” our Bylaws provide for proxy access shareholder nominations of director
candidates. A shareholder who w