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Message from Panos

As a team we have a mission to build devices and experiences that empower Even with these results we still have more work to do. Looking forward, we
every person and organization on the planet to achieve more. We are driven must continue to push our sustainability efforts even further, focusing on
to make a difference with our products both in how our customers experience advancing the modularity, repairability, and recyclability of our products,
and create with them and in the impact their development has on the world increasing our suppliers’ energy efficiency, and committing to a holistic
and the environment. An integral part of this mission is working across the approach to address social and environmental issues.

org and the company to keep sustainability top of mind throughout our

design and manufacturing processes. | often say that great people make great products and the making of our
products isn't just about the hardware and software, it's also about the impact

I'm proud of our team and the impact increased sustainability has had on we have on the environment and our commitment to working with our

our products and communities. Success for our business includes creating partners, suppliers, and peers to build a more sustainable future.

shared value for Microsoft, our employees, and people across the globe.

Thanks to your relentless passion and commitment we saw some incredible Together we can make a difference. Keep rowing.

results in FY18:

+ We increased from one US EPEAT Gold certification in FY17 to six in
FY18. All eligible Surface devices earned the highest rating recognized by

green electronics procurement managers. That's a huge accomplishment.

» We grabbed an oar and rowed with teams from across the company,

using Azure solutions, our IoT platform, sensor technology, and solar

power in our primary Tier 1 factory to reduce scrap metal and lower Panos Panay

. . Chief Product Officer
greenhouse gas emissions by an estimated 3,000,000 pounds per year. f ff
« We partnered with Pact, a nonprofit organization that serves
communities challenged by poverty and marginalization, to reduce child
labor in cobalt mining.
Panos Panay
GRI STANDARDS DISCLOSURE: 102-14 Corporate Vice President, Microsoft Devices

Devices Sustainability at Microsoft: Fiscal Year 2018 4
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Sustainability innovation and highlights — FY18

Through our direct efforts and partnerships, Microsoft Devices’ world-class sustainability performance
accelerated in FY18 in the areas of environmental and social responsibility, ethics, and innovation.

5, TOP5 82 83 85

AND WELL-BEING
Leading Companies Leading Companies Leading Companies Leading Companies
2018 World’s Most 6 - Y E A R « Benchmarking for worker voice  « Remedy « Purchasing practices and commitment
. Ethical Companies
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8 COMPANIES® health incident rates in N sourcing network = KNOWTHECHAIN
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N two selected in Tier 1.5 factories with
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O running in all five Tier 1 suppliers and ,I,] SQTY
Cases Resolved FY18

CLEAN WATER
AND SANITATION
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in volume by weight of all plastic ~ Our Surface and Xbox devices EPA’s highest recognition for leadership in freight
materials used in packaging are 95 to 99 percent recyclable supply chain energy and environmental performance
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For more information on our alignment with these goals in our commitment to sustainability, see the UN Sustainable Development Goals (SDGs) section of this report.

Devices Sustainability at Microsoft: Fiscal Year 2018
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Microsoft Devices value chain sustainability

Microsoft Devices integrates sustainability into our business strategy, across our value chain. This sustainability
report follows our products’ life cycle and covers the period of July 1, 2017 through June 30, 2018 (FY18).
Click a section below to learn more about our sustainability strategy and practices.

@D @ .0 BT

About us Sustainability Design for Responsible Manufacturing Distribution Usage End-of-Life
Management

Approach Sustainability Sourcing
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The Microsoft Devices organization

The Microsoft Devices organization

The mission of Microsoft Devices (Devices) is to build products that create and complete magical experiences
to empower every person and organization to achieve more. The division is responsible for the ideation, design,
development, manufacture, sourcing, compliance, packaging, and distribution of the company’s devices,
packaging, and related software products. Devices is a global business active in more than 100 countries and
functionally operates within the Experiences and Devices business. Panos Panay, Microsoft Chief Product Officer,
leads Devices and is the executive sponsor of Devices sustainability programs.

Microsoft

Experience + Devices

Devices

Customer Experience and
These sustainability programs are designed and managed by experts in industrial design, environmental sustainability, compliance, Engineering

product and packaging engineering, manufacturing, sourcing, policy, legal, auditing, and communications, and our suppliers.
They are supported by a group of environmental, safety, and other subject matter experts who make up the Safety, Compliance,
and Sustainability (SCS) team within the Devices Customer Experience and Engineering (CXE) organization. The SCS mission is to Safety, Compliance,

enable Microsoft access to markets by ensuring flawless product compliance while promoting our company values through ethical and SUStainabi”ty

sourcing, safety, and sustainability.

GRI STANDARDS DISCLOSURE: 102-1, 102-2, 102-3, 102-4, 102-9, 102-10, 102-18, 102-46

Governance
The Regulatory and Public Policy Committee of the Microsoft Board of Total number of Total number of Number of different product
Directors has oversight authority over regulatory and citizenship issues, employees in directly contracted models shipped in FY18
. . . s Microsoft Devices Devices factory (Surface devices, gaming consoles,
including Devices sustainability. o . . .
organization locations augmented reality products, and accessories)
2,726 355 28*

*Excluding variants and SKU bundles

Devices Sustainability at Microsoft: Fiscal Year 2018 10
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INTRODUCTION

Our commitment to sustainability

The principles and frameworks we follow

Our compliance model

Our stakeholders ~ Materiality assessment

In Devices, sustainability is key to our purpose. Our use of the word “sustainability” here is broadly
intended to include environmental, social, and economic needs and aspirations, and supporting programs.

Our commitment to sustainability

To anchor these efforts, we embed sustainability requirements directly into the roles, responsibilities, and business practices of the Devices organization and

partners. We ensure our teams and suppliers meet our requirements and aspirations through active engagement. We also collaborate with non-governmental

organizations (NGOs) and industry associations to address broader sustainability challenges facing the electronics and other industry sectors.

Devices’ Environmental Principles

We protect natural resources by increasing energy efficiency, using recycled materials and supplies, and participating in recycling programs for electronic

products after they have served their useful life.

Conserve, reuse, and recycle.

Where feasible, we conserve natural resources through the procurement
and use of recycled and renewable materials, efficient use of energy, and
participation in recycling programs for our products.

Reduction and disposal of wastes.
At our facilities, we reduce and, where possible, eliminate waste through
reuse of materials, source reduction, and recycling. All waste is handled and

disposed of through safe and environmentally responsible methods.

Sustainable products.

Our environmental policies and practices aim to protect, conserve, and
sustain the world’s natural resources as well as our customers and the
communities in which we live and operate. We use Microsoft digital

technology to increase our environmental sustainability.

Devices Sustainability at Microsoft: Fiscal Year 2018

Continually improve our performance.

We set objectives and targets to ensure continuous improvement in our
environmental performance and management systems. We value employee
contributions to our initiatives. We regularly review aspects of our business
activities and assess our programs, practices, and goals to evaluate our
progress. We proactively manage environmental risks and opportunities to
identify areas where further improvements can be made. We collaborate with
our suppliers to ensure that they share the same level of commitment to the

continuous improvement of their environmental performance.

Responsible sourcing of raw materials.

We are committed to the responsible sourcing of raw materials as stated
in our Responsible Sourcing of Raw Materials policy. By collaborating with
people, industry groups, and NGOs, we strive to establish responsible
practices in the harvesting and extraction of raw materials used in our

products.

MICROSOFT DEVICES ORGANIZATION  SUSTAINABILITY APPROACH  SUSTAINABILITY PROGRAMS ~ RESPONSIBLE SOURCING ~ SUSTAINABLE MANUFACTURING  SUSTAINABLE PACKAGING AND DISTRIBUTION ~ CUSTOMER USE PHASE ~ END-OF-LIFE MANAGEMENT

Demonstrate responsibility to our stakeholders.
We engage our stakeholders concerning our objectives and targets, and
we periodically communicate our progress to our Board, shareholders,

customers, and members of the public.

APPENDIX
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The principles and frameworks we follow

Our principles are shaped and guided by objective recommendations, frameworks, and standards published by leading

international organizations and experts.

Microsoft sustainability principles

Microsoft Environmental Sustainability Commitment
Microsoft focuses environmental sustainability work in the five areas where we believe we can have the greatest positive impact—

carbon, energy, water, ecosystems (including food, agriculture, and biodiversity), and circular economy (including waste reduction).

Microsoft Global Human Rights Statement
Our commitment to human rights is consistent with the United Nations (UN) Guiding Principles on Business and Human Rights (UNGPs)

and guides our supplier Social and Environmental Accountability (SEA) programs.
Microsoft Supplier Code of Conduct
Devices expects its suppliers to embrace our Standards of Business Conduct for integrity by complying with and training their

employees on the Microsoft Supplier Code of Conduct.

Microsoft Responsible Sourcing of Raw Materials policy

Developed in FY14, this policy formalizes our values and approach to responsible upstream sourcing at the far reaches of our supply chain.

Devices Sustainability at Microsoft: Fiscal Year 2018 13
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Our commitment to sustainability =~ The principles and frameworks we follow  Our compliance model  Our stakeholders ~ Materiality assessment

UN Sustainable Development Goals (SDGs) Digital solutions can:

Our commitment to sustainability is in line with current global aspirations and initiatives. The 2016 Sustainable Development Goals (SDGs)—accepted by

the UN General Assembly (193 nations)—call for several bold breakthroughs by the year 2030 across 17 goals aimed at improving people’s quality of life, Improve people’s quality of life

protecting the environment, and fostering equitable growth. To implement the 2030 agenda for sustainable development, a robust follow-up and review Digital solutions provide better access to education
mechanism was developed and submitted for adoption by the United Nations Statistical Commission at its 48th session in March 2017. for 450 million people.

Our industry is essential toward enabling achievement of the SDGs. As digital solutions are indispensable to achieve all 17 SDGs and more than half of Foster equitable growth

the 232 SDG indicators, Devices has an important role in ensuring we deliver solutions that enable this transformation sustainably. Digital solutions could generate over $11 trillion

in economic benefits per year by 2030.
We embed sustainability and accountability throughout our value chain as an essential means to helping achieve the SDGs.
Protect the environment
Digital solutions can enable a 20 percent reduction

of global CO,e emissions by 2030.

(GeSl, 2017)
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Our FY18 contribution toward achieving the UN Sustainability Goals “ "

This table highlights some of our contributions in FY18 to the SDGs and the ways that we are creating shared value. By focusing on value creation, we can grow ~ ’
the business and innovate while solving environmental and social problems. Our supply chain partnerships also benefit Microsoft, our suppliers, and those who . ‘
Sustainable Development Goals "“

work for them.

SDG Our FY18 contribution toward achieving UN Sustainable Development Goals and Creating Shared Value SDG Targets and Business Indicator Themes
T Shared Values: SDG Target 1.2 By 2030, reduce at least by half the proportion of men, women and children of all ages
RO « Ensured suppliers cover workers' social insurance and contractual and legal requirements for payment living in poverty in all its dimensions according to national definitions.

of compensation.
+ Required Tier 1 suppliers to provide workers with career development and related opportunities

| Shared Value: SDG Target 3.9 By 2030, substantially reduce the number of deaths and ilinesses from hazardous
(RN « Phased out Microsoft restricted chemicals (n-hexane, Benzene, TCE,) in five Tier 1 assembling suppliers chemicals and air, water and soil pollution and contamination.
A /\ and will extend the phase-out to all Tier 2 suppliers.
A4 + Reviewed composition of chemicals used by another 100 suppliers in FY18 for a total of 200 suppliers for

the last two fiscal years to assure no use of Microsoft restricted chemicals per Microsoft specifications.

 Implemented proactive policies to reduce and minimize hazardous substances in manufacturing
operations, products, and packaging.

« Required proper sanitation and healthful living and canteen conditions for workers.

 Ensured Tier 1 factories have appropriate on-site medical services.

« Trained and required factories and contracted suppliers to implement effective occupational safety and
health (OSH) programs.

Additional support of the SDGs:

« Supported responsible health and safety practices in the global extractives industry.

Devices Sustainability at Microsoft: Fiscal Year 2018 15
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SDG Targets and Business Indicator Themes

QUALITY
EDUCATION

Shared Value:
« Increased access to digital education through implementation of factory worker
YouthSpark Computer Training.
« Trained suppliers on how to implement and promote a safe factory culture and manage chemical risks.
 Supported factory career development and training programs.
* Required computer access in Tier 1 factories, including wireless infrastructure.
« Required library/literature access at factories.

SDG Target 4.3 By 2030, ensure equal access for all women and men to affordable and quality
technical, vocational and tertiary education, including university.

SDG Target 4.4 By 2030, substantially increase the number of youth and adults who have relevant
skills, including technical and vocational skills, for employment, decent jobs and entrepreneurship.
SDG Target 4.7 By 2030, ensure that all learners acquire the knowledge and skills needed to promote
sustainable development, including, among others, through education for sustainable development
and sustainable lifestyles, human rights, gender equality, promotion of a culture of peace and non-
violence, global citizenship and appreciation of cultural diversity and of culture’s contribution to
sustainable development.

GENDER
EQUALITY

g

Shared Value:

» Required factories to implement nondiscrimination policies.

» Maintained an independent Grievance Hotline to provide workers with a forum to ask questions and
report issues in our directly contracted Tier 1 and Tier 1.5 factories.

Additional support of the SDGs:

« Audited factories to ensure adherence to fair payment of wages requirement and enforced corrective
action when applicable.

« Provided training through Tier 1 suppliers to workers regarding women's health.

SDG Target 5.1 End all forms of discrimination against all women and girls everywhere.

Business Indicator Theme: Workplace violence and harassment

SDG Target 5.2 Eliminate all forms of violence against all women and girls in the public and private
spheres, including trafficking and sexual and other types of exploitation.

Devices Sustainability at Microsoft: Fiscal Year 2018
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SDG Targets and Business Indicator Themes

CLEAN WATER
AND SANITATION

o

Shared Value:

 Ensured appropriate testing and availability of safe drinking water at factories.

« Increased water-use efficiency of factories and Tier 1 suppliers and implemented water balancing.

 Provided Water Saving program support to suppliers to achieve local standard on water consumption.

Additional support of the SDGs:

 Supported heightened environmental standards related to water usage for the extractives industry,
including process improvements.

 Protected water-use ecosystems through wastewater treatment, spill prevention, and chemical
management of storing, handling, and disposal.

Shared Value:

« Converted all Microsoft Puerto Rico (MOPR) data center lighting to LED.

« Deployed a “smart building” system at a major Microsoft supplier using Azure and loT technologies that
help the supplier more efficiently manage the energy used for heating, ventilation, and air conditioning.

Business Indicator Theme: Water-related ecosystems and biodiversity

SDG Target 6.6 By 2020, protect and restore water-related ecosystems, including mountains, forests,
wetlands, rivers, aquifers and lakes.

Business Indicator Theme: Water quality

SDG Target 6.4 By 2030, substantially increase water-use efficiency across all sectors and ensure
sustainable withdrawals and supply of freshwater to address water scarcity and substantially reduce
the number of people suffering from water scarcity.

Business Indicator Theme: Water efficiency

SDG Target 6.4 By 2030, substantially increase water-use efficiency across all sectors and ensure
sustainable withdrawals and supply of freshwater to address water scarcity and substantially reduce
the number of people suffering from water scarcity.

Business Indicator Theme: Water recycling and reuse

SDG Target 6.3 By 2030, improve water quality by reducing pollution, eliminating dumping and
minimizing release of hazardous chemicals and materials, halving the proportion of untreated
wastewater and substantially increasing recycling and safe reuse globally.

Business Indicator Theme: Sustainable water withdrawals

SDG Target 6.4 By 2030, substantially increase water-use efficiency across all sectors and ensure
sustainable withdrawals and supply of freshwater to address water scarcity and substantially reduce
the number of people suffering from water scarcity.

Business Indicator Theme: Energy efficiency
SDG Target 7.3 By 2030, double the global rate of improvement in energy efficiency.

Devices Sustainability at Microsoft: Fiscal Year 2018
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SDG Targets and Business Indicator Themes

DECENT WORK AND
ECONOMIC GROWTH

o

Shared Value:

+ Implemented training for factory and supplier workers for career progression and to promote digital
learning and access to Microsoft technology classes.

« Require suppliers to follow Microsoft's Workers Communities Guidelines to promote decent working and
living conditions for workers in the factories.

* In FY18, 100% of new suppliers were screened using social criteria.

Additional support of the SDGs:

« Provided internal awareness trainings on Preventing Modern Slavery and Human Trafficking in the
Supply Chain.

Business Indicator Theme: Labor practices in the supply chain

SDG Target 8.8 Protect labor rights and promote safe and secure working environments

for all workers, including migrant workers, in particular women migrants, and those in

precarious employment.

Business Indicator Theme: Elimination of forced or compulsory labor

SDG Target 8.7 Take immediate and effective measures to eradicate forced labor, end modern slavery
and human trafficking and secure the prohibition and elimination of the worst forms of child labor,
including recruitment and use of child soldiers, and by 2025 end child labor in all its forms.

Business Indicator Theme: Freedom of association and collective bargaining

SDG Target 8.8 Protect labor rights and promote safe and secure working environments

for all workers, including migrant workers, in particular women migrants, and those in

precarious employment.

Business Indicator Theme: Occupational Health and Safety

SDG Target 8.8 Protect labor rights and promote safe and secure working environments

for all workers, including migrant workers, in particular women migrants, and those in

precarious employment.

Business Indicator Theme: Water efficiency

SDG Target 8.4 Improve progressively, through 2030, global resource efficiency in consumption

and production and endeavour to decouple economic growth from environmental degradation, in
accordance with the 10-year framework of programmes on sustainable consumption and production,
with dev