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Item 1.01.  Entry into a Material Definitive Agreement

On January 16, 2006, the Board of Directors modified the compensation arrangements for non-management directors. The new structure has the following
components:

* A total annual retainer of $200,000 per year with approximately $120,000 of the retainer provided in the form of an award of stock under the Amended
and Restated 1999 Stock Plan for Non-Employee Directors.

*  Annual retainer of $10,000 for chairs of Board committees.
»  Annual retainer of $10,000 for members of the Audit Committee.

*  Reimbursement of reasonable expenses incurred in connection with board-related activities.

Through an amendment to the Microsoft Corporation Corporate Governance Guidelines, the Board of Directors increased the shareholding guideline for
directors to three times the base annual retainer amount.

The Board of Directors also approved the terms of a deferred compensation plan that will allow non-management directors to elect to defer receipt of part or all of
their annual equity retainer and to defer and convert to equity part or all of their annual cash retainer.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.

MICROSOFT CORPORATION
(Registrant)

Date: January 20, 2006 /s/ Bradford L. Smith

Bradford L. Smith
Senior Vice President, General Counsel and Secretary



