





1. | STRATEGY OVERVIEW

A more detailed overview of the game industry, our strategic thesis, and how we are accelerating
Xbox Game Pass growth can be found in the appendix of this paper. However, our perspective on
growth remains unchanged and is grounded in the following:

¢ The game industry is large and growing; in 2019, the industry generated $182 billion' in total
revenue; —larger than the global home video, movie box office, and music industries
combined — and continues to grow. Today, 1in 3 people in the world plays games, 2.6
bilion® in total. Microsoft, which accounts for 5% of global gaming revenue and players, has
significant headroom for growth in this rapidly expanding market’.

¢ Our opportunity is to expand our presence through driving the industry paradigm shift from
being device-centric to player-centric. To aid this transformation, we are making “needle
moving"” investments in Xbox Game Pass, supported by Xbox Series X / Series S, and xCloud.

o Differentiated content, the primary engine behind subscription growth, remains a key
accelerant to helping us realize our ambition.

¢ Our content portfolio continues to reach more gamers across devices in North America and
Europe. However, there is still opportunity to reach further than our primary addressable

audiences.

Consensus analyst estimates, public filings, internal analysis (“CY2019 Game Industry Sizing”).
¢ Analyst estimates, internal analysis (*CY2019 Gamer Value”).

' Public financial disclosure equity research, internal analysis (“CY2018 Game Industry Profit Pools”).
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9.2.| Xbox Game Pass State of the Union

Xbox Game Pass is a leading content subscription service in gaming with nearly 15 million subscribers.
We believe there is a ncox!y_ subsuaiber opportunity globally, with more tl Idll_
potential subscribers in our primary geographies. Achieving our subscriber ambitions is predicated on
our ability to create value for our members and partners, beginning with continued investment in
content. To that end, Xbox Game Pass faces 3 primary content dynamics:

1. Need for Differentiated Content. For gaming, differentiated content means investing in
content that is (i) exclusive to the service, to differentiate relative to other services, (i)
blockbuster in scale, to attract and engage users, and (i) released on a "day-and-date” basis
(i.e. releases in the service on the day it launches), to maximize the value of the content to
subscribers.

2. Expanding Beyond Console. Console is a proven subscriber onramp for Xbox Game Pass, but
the total oppartunity is limited by the active installed base of Xbox consoles. PC and cloud
dramatically expand our market opportunity; addressing that opportunity requires
differentiated content that is attractive to players in those segments.

3. Limited Content Supply. Different than other entertainment markets, the supply of attractive
games is structurally limited. Long development cycles, progressive industry consolidation
and high average engagement per title translate into a reduced content supply in gaming
relative to music or video. This complicates our ability to rent differentiated content across
console, PC, and cloud.
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