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Incoming letter dated June 24, 2002
Dear Mr. Seethoff:

This is in response to your letter dated June 24, 2002 concerning a shareholdR ROCESSED
proposal submitted to Microsoft by Chi Yuen. Our response is attached to the enclosejlut 25 2002
photocopy of your correspondence. By doing this, we avoid having to recite or
summarize the facts set forth in the correspondence. Copies of all the correspondence THOMSON
also will be provided to the proponent. FINANCIAL

In connection with this matter, your attention is directed to the enclosure, which
sets forth a brief discussion of the Division’s informal procedures regarding shareholder
proposals.

Sincerely,

Martin P. Dunn
Deputy Director

Enclosures

cc: Chi Yuen
GPO Box 1888
Sidney, NSW

2001 Australia

o
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Re:  Microsoft Corporation Shareholder Proposal Submitted by Chi

Ladies and Gentlemen:
In accordance with Rule 14a-8(j) under the Securities Exchange Act of 1934, as amended
(the “Act”), enclosed are six copies of (1) this letter and (2) the proposal and statement in support
thereof (the "Proposal") received by Microsoft Corporation (the "Company”) on May 30, 2002
from Chi Yeun (the "Proponent") for inclusion in the proxy statement and form of proxy
(collectively, the "Proxy Materials") relating to the Company's 2002 annual meeting of
shareholders. This letter is intended to notify the Commission of the Company's belief that the
Proposal may be properly omitted from its Proxy Materials and to set forth the Company's

reasons for the intended omission.
Microsoft requests the concurrence of the Staff of the Division of Corporation Finance
(the "Division") that no enforcement action will be recommended if Microsoft omits the

Proposal from its Proxy Materials. The Company would appreciate the Division's response to its
request prior to August 22, 2002, which is the date of the meeting of the Company's Board of

Directors at which the Proxy Materials will be approved. The Company expects to file definitive
copies of its Proxy Materials with the Commission on approximately September 16, 2002.

The Proposal reads as follows:

“RESOLVED: Shareholders request the Board declare a dividend of 50% of Year 2002 and
subsequent years’ earnings, with the level of dividends to be maintained at least at Year 2002
level for subsequent years, that is, even if subsequent years’ profits were the lower (For Year
2002, EPS as estimated by S&P is $1.84/share, it is suggested that the Board declare a dividend

of $0.92/share).”
Microsoft has concluded that the Proposal may be properly omitted from its Proxy
Materials pursuant to Rule 14a-8(i)(13) of the Act. The specific reason why the Company deems

omission to be proper and the legal support for such conclusion are discussed below.

Microsoft Corporation is an equal opportunity employer.




THE PROPOSAL MAY PROPERLY BE OMITTED UNDER RULE 14a-8(i)(13) ASIT
RELATES TO SPECIFIC AMOUNTS OF CASH OR STOCK DIVIDENDS.

Rule 14a-8(i)(13) provides that a shareholder proposal is excludable if it relates to
specific amounts of cash or stock dividends. The Commission has interpreted this Rule broadly
such that the phrase "specific amounts of cash or stock dividends" does not simply mean
dividends in specific dollar amounts. See Exelon Corporation (March 2, 2002); Duke Energy
Corporation (January 9, 2002). It is well established that a shareholder proposal that purports to
establish a formula or percentage for the payment of dividends may be excluded. See
International Business Machines Corporation (January 2, 2001); Lydall, Inc. (March 28, 2000);,
H.J. Heinz Company (May 6, 1987); ITT Corporation (January 23, 1986). Moreover,
shareholder proposals that have the effect of determining a company's dividend policy by
requiring a maximum or minimum dividend payment have been found to be excludable under
Rule 14a-8(i)(13). See Duke Energy Corporation (January 9, 2002); General Motors
Corporation (April 7, 2000); Loews Corporation (December 22, 1986).

The Proponent's request for “dividend of 50% of Year 2002” clearly relates to a specific
amount of dividends: in fact, the Proposal provides that the Board resolve to “declare a dividend
of $0.92/share.” In addition, the Proposal attempts to establish a minimum dividend policy or
payment in subsequent years so as to maintain the level of dividends “at least at [the] Year 2002
level.” Based on the foregoing, the Company respectfully requests the Division's concurrence
that the Proposal may be omitted and that it will not recommend any enforcement action if the
Proposal is in fact excluded from the Company's 2002 Proxy Materials under Rule 14a-8(i)(13).

Pursuant to Rule 14a-8(j)(1), the Company by copy of this letter is notifying the
Proponent of its intention to omit the Proposal from the Proxy Materials.

Should you have any questions or comments regarding the foregoing, please contact
James Andrus of Preston Gates & Ellis LLP at (206) 224-7329. Please acknowledge receipt of
this letter and enclosures by stamping the enclosed additional copy of this letter and returning it
in the enclosed, self-addressed stamped envelope.

We appreciate your attention to this request.
Sincerely,

MICROSOFT CORPORATION

By
John A. Seethoff
Assistant Secretary

Enclosures

cc: Chi Yuen
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Chi Yuen, GPO BOX 1888, Svdney, N.S.W, 2001, Ausiralia
SHAREUOLDER PROPOSAL ‘

WIIRRT.AS: Our company has besn continuously profitable for at least the past 10 years, buthas
never renirned a single cent af dividend to the sharcholders, 1 reckon it is wrong: pohcy-w;so
and svep morally, Given that inwition as well as empirleal evidence show thar share price is
determined independently of accamuduted gamings. this is my grounds {or the proposal thal eur
company pay out at least haif, if notall, of its Year 2002 and subsequient years™ earnings as
dividends, providing the sharcholders with a return - which is fundamental to share ownership.

RESOLVED: Shareholdars request the Board declare a dividend of 50% of Year 2002 and
subsequent years™ earnings, with the level of dividends to be maintained at least at Year 2002
level for subscguent yeurs. that is. oven il subseyuent yeurs® prolits were thu lower, (For Your
2002, EPS as extimated by S&DP is $1.84/share, il is suggested that the Board declure 4 dividend
of $01.92/share)

SUPPORTING STATEMENTS:

(1) Over the past 6 vears, from 1996 to 2001, carnings have increased to 335% trom $2.195M to
£7.346M. with EPS increasing o 317% [rom $0.43 10 51.365. Howuver, the P/E ridio had
remained more or fess constant at a high from 50 to 55 and a ks from 23 to 35, This means
the market places value on current earninps anly. ‘That i<, the Market prices the chare o he
commensurale with its carrent camings: (he higher the carnings, the higher the price, thus
the T/E Rativ remains constanat.

Sinee only currenl eamings counts, and accumulated camnings docsn't, our company might as
well/ought o puy out its eamings as dividends, to reward its shareholders, particularly those

that have bought on low, but did nnt sell on high.

Given (hal shure price is determined independent]ly of accumuluted enrpings, Lhis is my
grounds for the proposal that our company pay out st least half, if not all; of its carnings as
dividends, praviding the shareholders with a return - which is fundamental tn share
ownerzhip,

(3) What had happened o all those years® eanings totatling $34.99 Rillion (1996=$2,195M;
1997 $3.430M; 190834 490M; 1999787, 725M; 2000-$9,42IM: 200]~$7.721M - this.
yuear ineludes @ ope-oll write-oll of invesiment of 936 Billion))? They were just
accumulated as “Reétuined Eamings™ - 1o give u boost to Shareholders® Equily, from $6.908M
to $47.289B, o increuse (o 685% or, on 4 "per share™ basis, it is an increase 0 649%, [rom
$1.353 10 §8.785.
Towever, despite the Net Assets {Sharchelders’ Fguity) ot our company is increasing at
twice the rate of its Larnings (683% versus 333%). this fact is not reticcted in the share price,
that is, the share prive §s increasing at the Tale ol cumnings increase of 335% ONLY  see the
cunslunt/stable P/E rutio!
Is the 3oard doing justice to the shareholders by hoarding those earnings of our
company for no (aggible eains Lo shareholders® wealth — (hat is, Lo our company's share
price? Prohahly NOT. Henee, all the more reason for paying out a dividend:
Indead, this unprecedented declaration of a dividend by MSFT is bound to shake vp the Market in
a positive way: Such a pleasant surprise, after 23 years. particulirly for those who had stayed put
for alt those veaes = this payout (s very likely to spark up our company’s shats price.

(3) MSET is NOT a dot.com, NO'T i the derogative financial sense associated with that word:
MEFT is a solid Industrial shive with u solid track record of profitability, Return on Fguity of
17-22%: an enviable Balance Sheet: Currant Ratio of 3.56, Cash and near Cash was 66.8% of

Shurcholdvrs” Equily and iy virtually debt-lree - e, 1t has the lirepower w ld.l(l. vn ¢ lot more
risky,

MAY 38 2882 13:28 PARGE. 83
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Shonld it declare o dividand of 92c/share - at 2 Paynut Rate of 50% of estimazed 2002 I'PS
of $1.84/share, this dividend is secured for a long 4.8 years, covered hy Retained Farnings.
cven if there ware NIL Income in the intervening years:

That is, vur eompuny has ample copucity to pny DIVIDENDS,

( H ; 1 have also done some empirical analysis that praves thar the Market hardly piaces any value
on aecumuplured campgs, hence our company mighl as well/owght to pay oul ity gammgs us

dividends (7 have used the Microsoll EXCETL spreadshest for my analysis (altached, bul need
N( | be published)).

ofthis | 1 would like o introduce a measure ol price sensitivity called a “PA” ratio which is
point should “priec™ over “latriasic Value”, with Intrinsic Value being determined as the sum of te

make my | TPresent Value of the Tneome Stream discounted Tor 100 years, 1l an assumed grinwth rate, of
submission] 3% and 6%, using o discount rate (= Cost of Capital) of 7.5%, Y% and 10%, plus the Net
Asset Backing (—Sharehalders® liquity) of the company.

it

inctusion

too 5
lengthy ‘T'his ratieo measurey theoretically how far the share is under- or aver-valued by the Market -
| T | relative o its Intringic Value: A I/ Rutio of over unity means the market values the stock at
please

rrore than ity Tntrinsie Value - which ought 1o be the norm under nonma] circumsiinees,
consider | when other gualitative factors, such as synergies nf aperations, quality nf management, are
deleting | saken into account, and is reflected in a higher Market Price than the Iatrinsic Yalue,

this point. Iis '\](\T prsammen 1o son sl ke at o bl ratio of 14‘»0 lhnn vv'\‘llu h.-n WSVEE, “-‘".L":h wu'vj ar

mity NOT present barguin purchuse opportunities (See Addendum for my lurther comments
ou this).

As long as Lhe company keeps on earning a positive income and aceunmulates that income, its
share price ought to be increasing to a commensurate amount, thus resulting in a consiant/stable
P/1 ratio. but this is NOT found to be so:

{ have found, from comparing MSFT s 1996, and 2004 {inancials. the “PT” Ratio his
consislently decreased by 13.8 10 16.9%, 15.3 0 18.5%,, 16.4 1o 19.5% under the Scenurios
of discounting at 7.5%, 944 and 1% Cost of Capital, at earnings growth mtes of 3%, ad 6%
rospestively.

Thus proving that the Market hardly places any value on accumulated carnings. The moral
is: Tt does wot pay W accumulate your sumings, or al least, il makes no difference o the
Market's perception of the company, <o, you might just as weii payout at ieast half of
arnings as dividends, to reward your shareholders,

{3) laving said the above abowt Market Price. Larnings ind DIvIacnas, L BEed 10 CIIpRasise AT
iL iy imporiant W, and T distinguish between “Invesling-HOLDING™ and “Trading™ in shares,
or 4 combinution of both activities. For the Trader (e ONLY releviayt cunsideration iy the
share’s CURRENT Murket Price  he iy interested ONLY in the “What 7 He could NOT
care less about the “ULlow?" and the “Why?” which are theoretically left to the “Analysts™ —
who are supposed to make recommendations on the “COMPANY”, and what logiesally
[ollows is on the “STOCK” itscll. For én Investor-Holder, the ONLY relevant consideration,
once he hus degided on buying (he share  most preferably huving studied the “HOW?"
and *“WHY?", us T have - iy his Purchase Price, and the Dividends payoul. which is
ultimately linked to the liarnings.

My share-trading Ciuru once remarked, “If you want to trade profitmably, do NO'T buy the
COMPANY, buy the STOCK.”

I would like 1 belivve that when T bought into MSFT, T was buying BOTH the COMPANY
and the STOCK. beeause §saw that it has the CAPACITY 10 salisly the needs of BOTH (he
Traders and the HIO LIRS,

MSEI1" has served the ‘Uraders well, hut has thus far neglected to look after then- Lony Term
HOLDLRS. Please, a DIVIDLND is long overdue.

MRY 38 2882 13:28 PAGE.G4
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Below is the 2001 "Voting" document that proves my Shareholder standing.

Note: The original has been mailed with the International Express Post on 30 May 2002
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DIVISION OF CORPORATION FINANCE
INFORMAL PROCEDURES REGARDING SHAREHOLDER PROPOSALS

The Division of Corporation Finance believes that its responsibility with respect to
matters arising under Rule 14a-8 [17 CFR 240.14a-8], as with other matters under the proxy
rules, is to aid those who must comply with the rule by offering informal advice and suggestions
and to determine, initially, whether or not it may be appropriate in a particular matter to
recommend enforcement action to the Commission. In connection with a shareholder proposal
under Rule 14a-8, the Division’s staff considers the information furnished to it by the Company
in support of its intention to exclude the proposals from the Company’s proxy materials, as well
as any information furnished by the proponent or the proponent’s representative.

Although Rule 14a-8(k) does not require any communications from shareholders to the
Commission’s staff, the staff will always consider information concerning alleged violations of
the statutes administered by the Commission, including argument as to whether or not activities
proposed to be taken would be violative of the statute or rule involved. The receipt by the staff
of such information, however, should not be construed as changing the staff’s informal
procedures and proxy review into a formal or adversary procedure.

It is important to note that the staff’s and Commission’s no-action responses to
Rule 14a-8(j) submissions reflect only informal views. The determinations reached in these no-
action letters do not and cannot adjudicate the merits of a company’s position with respect to the
proposal. Only a court such as a U.S. District Court can decide whether a company is obligated
to include shareholder proposals in its proxy materials. Accordingly a discretionary
determination not to recommend or take Commission enforcement action, does not preclude a
proponent, or any shareholder of a company, from pursuing any rights he or she may have
against the company in court, should the management omit the proposal from the company’s
proxy material.




July 19, 2002

Response of the Office of Chief Counsel
Division of Corporation Finance

Re:  Microsoft Corporation
Incoming letter dated June 24, 2002

The proposal requests that the board of directors declare a dividend of 50% of 2002
and subsequent years’ earnings and that it maintain that dividend amount for subsequent
years even if earnings fall in those years.

There appears to be some basis for your view that Microsoft may exclude the
proposal under rule 14a-8(i)(13). Accordingly, we will not recommend enforcement action
to the Commission if Microsoft omits the proposal from its proxy materials in reliance on
rule 14a-8(i)(13). ‘

Sincerely,




