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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-Q

b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Quarterly Period Ended December 31, 2006
OR

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Transition Period from to
Commission File No. 0-17948
ELECTRONIC ARTS INC.
(Exact name of registrant as specified in its charter)

Delaware 94-2838567
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

209 Redwood Shores Parkway
Redwood City, California 94065
(Address of principal executive offices) (Zip Code)
(650) 628-1500
(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. YES p NO o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer p Accelerated filer o Non-accelerated filer o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
YESoNO b

As of February 1, 2007, there were 310,042,832 shares of the Registrant s Common Stock, par value $0.01 per share,
outstanding.
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PART1I FINANCIAL INFORMATION
Item 1. Condensed Consolidated Financial Statements (Unaudited)
ELECTRONIC ARTS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

December March
(Unaudited) 31, 31,
(In millions, except par value data) 2006 2006 (a)
ASSETS
Current assets:
Cash and cash equivalents $ 1,199 $ 1,242
Short-term investments 1,212 1,030
Marketable equity securities 235 160
Receivables, net of allowances of $228 and $232, respectively 551 199
Inventories 72 61
Deferred income taxes, net 92 86
Other current assets 170 234
Total current assets 3,531 3,012
Property and equipment, net 451 392
Investments in affiliates 6 11
Goodwill 730 647
Other intangibles, net 221 232
Other assets 104 92
TOTAL ASSETS $ 5,043 $ 4,386
LIABILITIES, MINORITY INTEREST AND STOCKHOLDERS
EQUITY
Current liabilities:
Accounts payable $ 170 $ 163
Accrued and other current liabilities 851 654
Deferred net revenue 75 52
Total current liabilities 1,096 869
Deferred income taxes, net 6 29
Other liabilities 63 68
Total liabilities 1,165 966
Commitments and contingencies (See Note 9)
Minority interest 12
Table of Contents
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Stockholders equity:
Preferred stock, $0.01 par value. 10 shares authorized
Common stock, $0.01 par value. 1,000 shares authorized; 310 and 305 shares

issued and outstanding, respectively 3 3
Paid-in capital 1,345 1,081
Retained earnings 2,342 2,241
Accumulated other comprehensive income 188 83
Total stockholders equity 3,878 3,408

TOTAL LIABILITIES, MINORITY INTEREST AND
STOCKHOLDERS EQUITY $ 5,043 $ 4,386

See accompanying Notes to Condensed Consolidated Financial Statements.
(a) Derived from

audited financial
statements.
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ELECTRONIC ARTS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Three Months Ended
(Unaudited) December 31,
(In millions, except per share data) 2006 2005
Net revenue $ 1,281 $ 1,270
Cost of goods sold 470 502
Gross profit 811 768
Operating expenses:
Marketing and sales 165 147
General and administrative 91 58
Research and development 330 206
Amortization of intangibles 7 1
Acquired in-process technology 1
Restructuring charges 2 9
Total operating expenses 596 421
Operating income 215 347
Interest and other income, net 25 20
Income before provision for income taxes and minority
interest 240 367
Provision for income taxes 84 106
Income before minority interest 156 261
Minority interest 4 2)
Net income $ 160 $ 259
Net income per share:
Basic $ 0.52 $ 0.86
Diluted $ 050 $ 0.83
Number of shares used in computation:
Basic 309 301
Diluted 319 311
See accompanying Notes to Condensed Consolidated Financial Statements.

4
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Nine Months Ended
December 31,
2006 2005
$2,478 $2310

977 937
1,501 1,373
350 329
222 160
783 571
20 3
3

12 9
1,390 1,072
111 301
69 49
180 350
83 93
97 257

4 5)
$ 101 $ 252
$ 033 $ 0.83
$ 0.32 $ 0.80
307 304
316 315
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ELECTRONIC ARTS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Nine Months Ended
(Unaudited) December 31,
(In millions) 2006 2005
OPERATING ACTIVITIES
Net income $ 101 $ 252
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 110 68
Stock-based compensation 105 1
Minority interest 4
Realized net losses on investments and sale of property and equipment 1
Tax benefit from exercise of stock options 117
Acquired in-process technology 3
Change in assets and liabilities:
Receivables, net (338) (243)
Inventories @) (11)
Other assets 63 (35)
Accounts payable 1 50
Accrued and other liabilities 125 32
Deferred net revenue 23 23
Net cash provided by operating activities 183 259
INVESTING ACTIVITIES
Capital expenditures (118) (87)
Proceeds from sale of marketable equity securities 4
Purchase of investment in affiliates ) 2)
Proceeds from sale of investment in affiliate 2
Proceeds from maturities and sales of short-term investments 911 948
Purchase of short-term investments (1,088) (347)
Acquisition of subsidiaries, net of cash acquired 94) 3)
Other investing activities 2 2)
Net cash provided by (used in) investing activities (388) 513
FINANCING ACTIVITIES
Proceeds from sales of common stock through employee stock plans and other plans 133 151
Excess tax benefit from stock-based compensation 27
Repayment of note assumed in connection with acquisition (14)
Repurchase and retirement of common stock (709)

Table of Contents 8
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Net cash provided by (used in) financing activities 146 (558)
Effect of foreign exchange on cash and cash equivalents 16 (22)
Increase (decrease) in cash and cash equivalents 43) 192
Beginning cash and cash equivalents 1,242 1,270
Ending cash and cash equivalents 1,199 1,462
Short-term investments 1,212 1,094
Ending cash, cash equivalents and short-term investments $ 2411 $2,556
Supplemental cash flow information:

Cash paid during the period for income taxes $ 46 $ 23
Non-cash investing activities:

Change in unrealized gains (losses) on investments, net $ 80 $ 37
See accompanying Notes to Condensed Consolidated Financial Statements.

Table of Contents 9



Edgar Filing: ELECTRONIC ARTS INC - Form 10-Q

Table of Contents

ELECTRONIC ARTS INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

(1) DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION

We develop, market, publish and distribute interactive software games that are playable by consumers on home video
game consoles (such as the Sony PlayStation® 3, Microsoft Xbox 360 and Nintendo Wii), personal computers, mobile
platforms (including cellular handsets and handheld game players such as the PlayStation® Portable ( PSP) and the
Nintendo DS) and online (over the Internet and other proprietary online networks). Some of our games are based on
content that we license from others (e.g., Madden NFL Football, The Godfather and FIFA Soccer), and some of our
games are based on our own wholly-owned intellectual property (e.g., The Sims, Need for Speed and BLACK). Our
goal is to publish titles with mass-market appeal, which often means translating and localizing them for sale in
non-English speaking countries. In addition, we also attempt to create software game franchises that allow us to
publish new titles on a recurring basis that are based on the same property. Examples of this franchise approach are
the annual iterations of our sports-based products (e.g., Madden NFL Football, NCAA® Football and FIFA Soccer),
wholly-owned properties that can be successfully sequeled (e.g., The Sims, Need for Speed and Battlefield) and titles
based on long-lived literary and/or movie properties (e.g., Lord of the Rings and Harry Potter).

The Condensed Consolidated Financial Statements are unaudited and reflect all adjustments (consisting only of
normal recurring accruals unless otherwise indicated) that, in the opinion of management, are necessary for a fair
presentation of the results for the interim periods presented. The preparation of these Condensed Consolidated
Financial Statements requires management to make estimates and assumptions that affect the amounts reported in
these Condensed Consolidated Financial Statements and accompanying notes. Actual results could differ materially
from those estimates. The results of operations for the current interim periods are not necessarily indicative of results
to be expected for the current year or any other period.

These Condensed Consolidated Financial Statements should be read in conjunction with the Consolidated Financial
Statements and Notes thereto included in our Annual Report on Form 10-K for the fiscal year ended March 31, 2006,
as filed with the United States Securities and Exchange Commission ( SEC ) on June 12, 2006.

(2) FISCAL YEAR AND FISCAL QUARTER

Our fiscal year is reported on a 52 or 53-week period that ends on the Saturday nearest March 31. As a result, fiscal
2006 contained 53 weeks with the first quarter containing 14 weeks. Our results of operations for the fiscal years
ending March 31, 2007 and 2006 contain the following number of weeks:

Fiscal Years Ended Number of Weeks Fiscal Period End Date
March 31, 2007 52 weeks March 31, 2007
March 31, 2006 53 weeks April 1, 2006

Our results of operations for the three and nine months ended December 31, 2006 and 2005 contained the following
number of weeks:

Fiscal Period Number of Weeks Fiscal Period End Date

Three months ended December 31, 2006 13 weeks December 30, 2006

Nine months ended December 31, 2006 39 weeks December 30, 2006

Three months ended December 31, 2005 13 weeks December 31, 2005

Nine months ended December 31, 2005 40 weeks December 31, 2005

For simplicity of disclosure purposes, all fiscal periods are referred to as ending on a calendar month end.
6
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(3) STOCK-BASED COMPENSATION
Adoption of SFAS No. 123(R)

In December 2004, the Financial Accounting Standards Board ( FASB ) issued Statement of Financial Accounting
Standard ( SFAS ) No. 123 (revised 2004) ( SFAS No. 123(R) ), Share-Based Payment . SFAS No. 123(R) requires that
the cost resulting from all share-based payment transactions be recognized in the financial statements using a
fair-value-based method. In March 2005, the SEC released Staff Accounting Bulletin ( SAB ) No. 107, Share-Based
Payment , which provides the views of the staff regarding the interaction between SFAS No. 123(R) and certain SEC
rules and regulations for public companies. SFAS No. 123(R) replaces SFAS No. 123, Accounting for Stock-Based
Compensation , as amended, supersedes Accounting Principles Board ( APB ) No. 25, Accounting for Stock Issued to
Employees , and amends SFAS No. 95, Sratement of Cash Flows .
We adopted SFAS No. 123(R) as of April 1, 2006 and have applied the provisions of SAB No. 107 to our adoption of
SFAS No. 123(R). SFAS No. 123(R) requires companies to estimate the fair value of share-based payment awards on
the date of grant using an option-pricing model. We elected to use the modified prospective transition method of
adoption which requires that compensation expense be recognized in the financial statements for all awards granted
after the date of adoption as well as for existing awards for which the requisite service has not been rendered as of the
date of adoption. Accordingly, prior periods are not restated for the effect of SFAS No. 123(R).
Prior to April 1, 2006, we accounted for stock-based awards to employees using the intrinsic value method in
accordance with APB No. 25 and adopted the disclosure-only provisions of SFAS No. 123, as amended. Also, as
required by SFAS No. 148, Accounting for Stock-Based Compensation  Transition and Disclosure , we provided pro
forma net income (loss) and net income (loss) per share disclosures for stock-based awards as if the fair-value-based
method defined in SFAS No. 123 had been applied.
Valuation and Expense Recognition. Upon adoption of SFAS No. 123(R), we began to recognize compensation costs
for stock-based payment transactions to employees based on their grant-date fair value over the service period for
which such awards are expected to vest. The fair value of restricted stock units is determined based the quoted price of
our common stock on the date of grant. The fair value of stock options and stock purchase rights granted pursuant to
our employee stock purchase plan is determined using the Black-Scholes valuation model, which was the same model
we previously used for the pro forma information required under SFAS No. 123. The determination of fair value is
affected by our stock price as well as assumptions regarding subjective and complex variables such as expected
employee exercise behavior and our expected stock price volatility over the expected term of the award. Generally,
our assumptions are based on historical information and judgment is required to determine if historical trends may be
indicators of future outcomes. The Black-Scholes valuation model requires us to estimate the following key
assumptions:

Risk-free interest rate. The risk-free interest rate is based on U.S. Treasury yields in effect at the time of grant

for the expected term of the option.

Expected volatility. We use our historical stock price volatility and consider the implied volatility computed
based on the price of short-term options publicly traded on our common stock for our expected volatility
assumption.

Expected term. The expected term represents the weighted-average period the stock options are expected to
remain outstanding. The expected term is determined based on historical exercise behavior, post-vesting

termination patterns, options outstanding and future expected exercise behavior.

Expected dividends.

Table of Contents 11
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The assumptions used in the Black-Scholes valuation model to value our option grants and employee stock purchase
plan were as follows:

Stock Option Grants Employee Stock Purchase Plan
Three Three
Months Nine Months Months Nine Months
Ended Ended Ended Ended
December December 31, December December 31,
31, 2006 2006 31, 2006 2006
Risk-free interest rate 4.5 -4.6% 4.5-5.1% 4.7-51% 3.7-51%
Expected volatility 32-43% 32-46% 33-35% 30-36%
Weighted-average volatility 35% 35% 35% 33%
4.2 years 4.2 years 6-12 6-12 months
Expected term months
Expected dividends None None None None

Prior to our adoption of SFAS No. 123(R), we valued our stock options based on the multiple-award valuation method
and recognized the expense using the accelerated approach over the requisite service period. In conjunction with our
adoption of SFAS No. 123(R), we changed our method of recognizing our stock-based compensation expense for
post-adoption grants to the straight-line approach over the requisite service period; however, we continue to value our
stock options based on the multiple-award valuation method.

As required by SFAS No. 123(R), employee stock-based compensation expense recognized in the three and nine
months ended December 31, 2006 was calculated based on awards ultimately expected to vest and has been reduced
for estimated forfeitures. In subsequent periods, if actual forfeitures differ from those estimates, an adjustment to
stock-based compensation expense will be recognized at that time.

The following table summarizes stock-based compensation expense resulting from stock options, restricted stock,
restricted stock units and our employee stock purchase plan included in our Condensed Consolidated Statements of
Operations (in millions):

Three Months Ended Nine Months Ended
December 31, December 31,
2006 2005 2006 2005

Cost of goods sold $ $ $ 1 $
Marketing and sales 5 14
General and administrative 10 30
Research and development 20 60 1
Stock-based compensation expense 35 105 1
Benefit from income taxes (7 22)
Stock-based compensation expense, net of tax $ 28 $ $ 83 $ 1

As of December 31, 2006, the total unrecognized compensation cost related to stock options was $173 million and is
expected to be recognized over the weighted-average service period of 1.5 years. As of December 31, 2006, the total
unrecognized compensation cost related to restricted stock and restricted stock units was $81 million and is expected
to be recognized over the weighted-average service period of 2.5 years.

8
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The adoption of SFAS No. 123(R), using the fair value method, had the following effect on our pre-tax income, net

income, and basic and diluted net income per share as compared to what would have been reported under APB No. 25
using the intrinsic value method, which was the method used prior to our adoption (in millions, except per share data):

Three Months Ended Nine Months Ended
December 31, 2006 December 31, 2006
Intrinsic Intrinsic
Fair Fair
Value Value Impact of Value Value Impact of
Method Method Change Method Method Change

Income before provision for
income taxes and minority
interest $ 240 $ 264 $ (24) $ 180 $ 2064 $ (84)
Net income $ 160 $ 169 $ 9) $ 101 $ 158 $ (57)
Net income per share:
Basic $ 0.52 $ 055 $ (0.03) $ 0.33 $ 051 $ (0.18)
Diluted $ 0.50 $ 053 $ (0.03) $ 032 $ 0.50 $ (0.18)

APIC Pool. In November 2005, the FASB issued FASB Staff Position ( FSP ) No. Financial Accounting Standard
( FAS ) 123(R)-3, Transition Election Related to Accounting for the Tax Effects of Share-Based Payment Awards . The
FASB allows for a practical exception in calculating the additional paid-in capital pool (  APIC pool ) of excess tax
benefits upon adoption that is available to absorb tax deficiencies recognized subsequent to the adoption of SFAS
No. 123(R). For employee stock-based compensation awards that are outstanding upon adoption of SFAS No. 123(R),
the alternative transition method provides a simplified method to establish the beginning balance of the APIC pool
related to the tax effects of employee stock-based compensation. It also provides a simplified method to determine the
subsequent impact on the APIC pool and Condensed Consolidated Statements of Cash Flows for the tax effects of
employee stock-based compensation awards. We elected to adopt the alternative transition method provided in FSP
No. FAS 123(R)-3 for calculating the tax effects of stock-based compensation pursuant to SFAS No. 123(R).
Cash Flow Impact. Prior to our adoption of SFAS No. 123(R), cash retained as a result of tax deductions relating to
stock-based compensation was presented in operating cash flows along with other tax cash flows. SFAS No. 123(R)
requires a classification change in the statement of cash flows. As a result, tax benefits relating to excess stock-based
compensation deductions, which had been included in operating cash flow activities, are now presented as financing
cash flow activities (total cash flows remain unchanged).

Summary of Plans and Plan Activity

Stock Option Plans
Our 2000 Equity Incentive Plan (the Equity Plan ) allows us to grant options to purchase our common stock, restricted
stock, restricted stock units and stock appreciation rights to our employees, officers and directors. Pursuant to the
Equity Plan, incentive stock options may be granted to employees and officers and non-qualified options may be
granted to employees, officers and directors, at not less than 100 percent of the fair market value on the date of grant.
We also have options outstanding that were granted under (1) the Criterion Software Limited Approved Share Option
Scheme (the Criterion Plan ), which we assumed in connection with our acquisition of Criterion, and (2) the JAMDAT
Mobile Inc. Amended and Restated 2000 Stock Incentive Plan and the JAMDAT Mobile Inc. 2004 Equity Incentive
Plan (collectively, the JAMDAT Plans ), which we assumed in connection with our acquisition of JAMDAT.
Options granted under the Equity Plan generally expire ten years from the date of grant and are generally exercisable
as to 24 percent of the shares after 12 months, and then ratably over 38 months. All options granted under the
Criterion Plan were exercisable as of March 31, 2005 and expire in January 2012. Certain assumed options granted
under the JAMDAT Plans have acceleration rights upon the occurrence of various triggering events. Otherwise, the
terms of the JAMDAT Plans are similar to our Equity Plan.

9
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The following table summarizes our stock option activity for the nine months ended December 31, 2006:

Weighted-
Options Average
(in Exercise
thousands) Price

Outstanding as of March 31, 2006
Activity for the nine months ended
December 31, 2006:

40,882 $ 40.02

Granted 4,167 51.16
Exercised (4,023) 29.37
Forfeited, cancelled or expired (2,212) 52.90
Exchange Program (cancelled) (1,776) 64.92

Outstanding as of December 31, 2006 37,038 $ 40.47

Additional stock option-related information as of December 31, 2006:

Weighted-
Options Average
(in Exercise
thousands) Price
Outstanding 37,038 $ 40.47
Vested and expected to vest 35,115 $ 39.72
Exercisable 22,311 $ 31.91

Weighted-
Average
Remaining

Contractual
Term (in
years)

6.6

Weighted-
Average
Remaining

Contractual
Term (in
years)
6.6
6.5
5.2

Aggregate
Intrinsic
Value
(in
millions)

$ 447

Aggregate
Intrinsic
Value
(in
millions)
$ 447
$ 445
$ 432

A total of 15 million shares were available for grant under our Equity Plan as of December 31, 2006, of which no
more than 13 million shares were eligible for grant in the form of restricted stock or restricted stock units.

The aggregate intrinsic value represents the total pre-tax intrinsic value based on our closing stock price as of
December 31, 2006 which would have been received by the option holders had all option holders exercised their
options as of that date. We issue new common stock from our authorized shares upon the exercise of stock options.
The weighted-average grant-date fair value of stock options granted during the three and nine months ended
December 31, 2006 was $19.14 and $17.82, respectively. The weighted-average grant-date fair value of stock options
granted during the three and nine months ended December 31, 2005 was $15.65 and $16.23, respectively. The total
intrinsic value of options exercised during the three and nine months ended December 31, 2006 was $38 million and
$96 million, respectively. The total intrinsic value of options exercised during the three and nine months ended
December 31, 2005 was $96 million and $154 million, respectively. The total fair value (determined at the grant date)
of shares vested during the three and nine months ended December 31, 2006 was $18 million and $72 million,
respectively. The total fair value (determined at the grant date) of shares vested during the three and nine months

ended December 31, 2005 was $32 million and $99 million, respectively.
10
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The following table summarizes outstanding and exercisable options as of December 31, 2006:

Options Outstanding Options Exercisable
Weighted-
Average Weighted- Weighted-
Number Remaining Average Number Average
of of
Range of Shares Contractual Exercise Potential Shares Exercise Potential
(in Term (in (in
Exercise Prices thousands) years) Price Dilution thousands) Price Dilution
$ 0.53-%$14.99 3,608 .71 $ 1133 1.2% 3,600 $ 11.35 1.2%
15.00 - 24.99 4,422 4.17 23.13 1.4% 4,419 23.13 1.4%
25.00 - 34.99 7,844 5.44 30.12 2.5% 7,617 30.09 2.4%
35.00 - 44.99 2,132 7.17 42.41 0.7% 1,321 42.28 0.4%
45.00 - 54.99 12,812 8.50 50.92 4.1% 3,593 49.21 1.2%
55.00 - 65.93 6,220 8.47 60.54 2.0% 1,761 60.73 0.6%
$ 0.53-$65.93 37,038 6.59 $ 4047 11.9% 22311 $ 3191 7.2%

Potential dilution is computed by dividing the options in the related range of exercise prices by the shares of common
stock issued and outstanding as of December 31, 2006 (310 million shares).

Restricted Stock Units and Restricted Stock
We grant restricted stock units and restricted stock (collectively referred to as restricted stock rights ) under our Equity
Plan to employees worldwide. Restricted stock units entitle holders to receive shares of common stock at the end of a
specified period of time. Upon vesting, the equivalent number of common shares are typically issued net of tax
withholdings. Restricted stock is issued and outstanding upon grant; however, restricted stock award holders are
restricted from selling the shares until they vest. Upon vesting, we will typically withhold shares to satisfy tax
withholding requirements. Restricted stock rights are subject to forfeiture and transfer restrictions. Vesting for
restricted stock rights are based on continued employment of the holder. If the vesting conditions are not met,
unvested restricted stock rights will be forfeited. Generally, our restricted stock right grants vest according to one of
the following vesting schedules:

100 percent after one year;

Three-year vesting with 25 percent cliff vesting at the end of each of the first and second years, and 50 percent
cliff vesting at the end of the third year; or

Four-year vesting with 25 percent cliff vesting at the end of each year.
The following table summarizes our restricted stock right activity for the nine months ended December 31, 2006:

Restricted
Stock Weighted-
Rights Average Grant
Date Fair
(in thousands) Value
Balance as of March 31, 2006 655 $ 52.21
Activity for the nine months ended December 31, 2006:
Granted 1,113 52.89
Exchange Program (granted) 444 54.22
Vested 43) 54.03
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Forfeited (82) 52.43

Balance as of December 31, 2006 2,087 $ 52.95

The weighted-average grant date fair value of restricted stock rights is based on the quoted market value of our
common stock on the date of grant. The weighted-average fair value of restricted stock rights granted during the three
and nine months ended December 31, 2006 was $55.57 and $52.89, respectively. The weighted-average fair value of
restricted stock rights granted during the three and nine months ended December 31, 2005 was $56.51 and $54.35,
respectively. The total fair value of

11
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restricted stock rights vested during the three and nine months ended December 31, 2006 was less than $1 million and
$2 million, respectively. There were no restricted stock rights vested during the three and nine months ended
December 31, 2005.
At our Annual Meeting of Stockholders, held on July 27, 2006, our stockholders approved amendments to the Equity
Plan to (1) increase by 11 million shares the limit on the total number of shares underlying awards of restricted stock
and restricted stock units that may be granted under the Equity Plan  from 4 million to 15 million shares, and (2) to
limit the number of shares subject to options surrendered and cancelled in the Exchange Program that will again
become available for issuance under the Equity Plan to 7 million plus the number of shares necessary for the issuance
of the restricted stock rights to be granted in connection with the Exchange Program.
Exchange Program
At our Annual Meeting of Stockholders, held on July 27, 2006, our stockholders approved a voluntary program (the
Exchange Program ) to permit our eligible employees to exchange certain outstanding stock options that were
significantly underwater (that is, the exercise price is greater than the trading price of our common stock) for a lesser
number of shares of restricted stock rights to be granted under the Equity Plan. The Exchange Program commenced on
August 16, 2006 and ended on September 15, 2006.
The Exchange Program was open to all of our employees who were employed by us on August 16, 2006 and were still
an employee on the date on which the tendered options were cancelled and restricted stock rights were granted except
(1) our named executive officers identified in our 2006 Annual Proxy Statement, (2) members of our Board of
Directors, and (3) employees who resided in China, Belgium and Denmark due to restrictions arising under the local
laws of those countries.
Option grants that had an exercise price per share equal to or greater than the threshold price were considered eligible
options . The threshold price was $61.66, which represented 125 percent of the five-business day average closing price
of our common stock prior to August 16, 2006, as reported on the NASDAQ Global Select Market, which was
$49.324. Due to local tax law restrictions, U.K. approved options granted under the U.K Sub-Plan of the 2000 Plan
approved by the U.K. HM Revenue & Customs on May 2, 2001 ( U.K. Approved Options ) were not eligible for
exchange. However, options held by eligible employees other than U.K. Approved Options and that otherwise met the
requirements for eligibility were eligible for exchange. Excluded from the offer were any option grants for fewer than
five shares.
Eligible options exchanged under the program were cancelled in exchange for restricted stock rights following the
expiration of the offer. For restricted stock rights issued in exchange for unvested options, compensation expense is
recorded based on the grant-date fair value of the options tendered over their remaining original vesting period of
those options. Restricted stock rights issued in connection with the Exchange Program vest over a period of up to
three years.
The Exchange Program resulted in options to purchase approximately 1,776,000 shares of our common stock being
exchanged for approximately 444,000 shares of restricted stock rights. In connection with the Exchange Program, a
net total of 1,332,000 shares of common stock were returned to the Equity Plan for future issuance.
Employee Stock Purchase Plan
Since September 1991, we have offered our employees the ability to participate in an employee stock purchase plan.
Pursuant to our current plan, the 2000 Employee Stock Purchase Plan ( ESPP ), eligible employees may authorize
payroll deductions of up to 10 percent of their compensation to purchase shares at 85 percent of the lower of the fair
market value of the common stock on the date of commencement of the offering or on the last day of the six-month
purchase period.
At our Annual Meeting of Stockholders, held on July 27, 2006, our stockholders approved an amendment to the ESPP
to increase the number of shares authorized under the ESPP by 1.5 million. As of December 31, 2006, we had
3 million shares of common stock reserved for future issuance under the ESPP.
12
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Information related to stock issuances under the ESPP are as follows:

Nine Months Ended December 31,

2006 2005
Number of shares issued (in thousands) 370 316
Exercise prices for purchase rights $ 43.10 $ 42.31 to 47.95
Estimated weighted-average fair value of purchase rights $ 17.30 $ 16.13

We issue new common stock out of the ESPP s pool of authorized shares. The fair value above was estimated on the
date of grant using the Black-Scholes option-pricing model assumptions described in this note under the headings

Adoption of SFAS No. 123(R) and Pre-SFAS No. 123(R) Pro Forma Accounting Disclosures .

Pre-SFAS No. 123(R) Pro Forma Accounting Disclosures

Prior to the adoption of SFAS No. 123(R), we accounted for stock-based awards to employees using the intrinsic
value method in accordance with APB No. 25 and adopted the disclosure-only provisions of SFAS No. 123, as
amended.
Had compensation cost for our stock-based compensation plans been measured based on the estimated fair value at the
grant dates in accordance with the provisions of SFAS No. 123, as amended, we estimate that our reported net income
and net income per share would have been the pro forma amounts indicated below. The fair value of each option grant
is estimated on the date of grant using the Black-Scholes option-pricing model. The following weighted-average
assumptions were used for grants made under our stock-based compensation plan during the three and nine months
ended December 31, 2005:

Three Months Nine Months
Ended Ended
December 31, December 31,
2005 2005

Risk-free interest rate 4.3% 4.0%
Expected volatility 32% 34%
Expected term of stock options (in years) 32 33
Expected term of employee stock purchase plan (in months) 6 6
Expected dividends None None

Our calculations were based on a multiple-award valuation method and forfeitures were recognized when they
occurred.

Three Months Nine Months
Ended Ended
December 31, December 31,
(In millions, except per share data) 2005 2005
Net income:
As reported $ 259 $ 252
Deduct: Total stock-based employee compensation expense determined
under fair-value-based method for all awards, net of related tax effects (20) (71)
Add: Stock-based employee compensation expense included in reported
net income, net of related tax effects 1
Pro forma $ 239 $ 182
Net income per share:
As reported  basic $ 0.86 $ 0.83
Pro forma basic $ 0.79 $ 0.60
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As reported  diluted $ 0.83 $ 0.80

Pro forma diluted $ 0.77 $ 0.58
13
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(4) BUSINESS COMBINATIONS

Digital Illusions C.E. and Mythic Entertainment, Inc.
The following table summarizes the preliminary allocation of assets acquired and liabilities assumed in connection
with the acquisitions of Mythic Entertainment, Inc. ( Mythic ) and the remaining minority interest of Digital Illusions
C.E. ( DICE ) for the nine months ended December 31, 2006 (in millions):

DICE Mythic Total

Current assets $ $ 15 $ 15
Property and equipment, net 1 1
Other long-term assets 1 1
Acquired in-process technology 1

Goodwill 21 62 83
Finite-lived intangibles 4 22 26
Liabilities (2) (27) (29)
Minority interest 8 8
Total consideration $ 32 $ 76 $ 108

Digital Illusions C.E.
Based in Sweden, DICE develops games for PCs and video game consoles. In 2003 we acquired (1) approximately
1,911,403 shares of Class B common stock representing a 19 percent equity interest in DICE, and (2) a warrant to
acquire an additional 2,327,602 shares of to-be-issued Class A common stock at an exercise price of SEK 43.23. Prior
to our tender offer in the fourth quarter of fiscal 2005, we accounted for our Class B common stock investment in
DICE under the equity method of accounting, as prescribed by APB No. 18, The Equity Method of Accounting for
Investments in Common Stock . Separately, the warrant was recognized at a cost of $5 million as of March 31, 2006
and was included in investments in affiliates in our Condensed Consolidated Balance Sheets.
On January 27, 2005, we completed a tender offer by acquiring 3,235,053 shares of Class A common stock at a price
of SEK 61 per share, representing 32 percent of the outstanding Class A common stock of DICE. During the tender
offer period and through the end of fiscal 2005, we acquired, through open market purchases at an average price of
SEK 60.33, an additional 1,190,658 shares of Class A common stock, representing approximately 12 percent of the
outstanding Class A common stock of DICE. During the first three months and last two weeks of fiscal 2006, we
acquired, through open market purchases at an average price of SEK 63.07, an additional 1,071,152 shares of Class A
common stock, representing approximately 10 percent of the outstanding Class A common stock of DICE.
Accordingly, on a cumulative basis as of March 31, 2006, we owned approximately 73 percent of DICE on an
undiluted basis (excluding the warrant discussed above). As a result, we have included the assets, liabilities and results
of operations of DICE in our Condensed Consolidated Financial Statements since January 27, 2005. The percent of
DICE stock that we did not own was reflected as minority interest on our Condensed Consolidated Financial
Statements from January 27, 2005 until the acquisition date of the remaining minority interest in October 2006. DICE s
products were primarily sold through co-publishing agreements with us and our transactions with DICE were recorded
on an arm s length basis.
In October 2006, the remaining minority interest in DICE was acquired for a total of $27 million in cash, including
transaction costs. In connection with the acquisition of the remaining minority interest of DICE, the warrant was
reclassified to goodwill for this wholly owned subsidiary. We expect further adjustments to our purchase price
allocation, including the allocation of goodwill, as a result of the acquisition of the remaining minority interest of
DICE.

14
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Except for acquired in-process technology, which is discussed below, the acquired finite-lived intangible assets are

being amortized on a straight-line basis over estimated lives ranging from one to four years. The intangible assets that
make up that amount as of December 31, 2006 include:

Gross
Carrying Weighted-Average
Amount Useful Life
(in millions) (in years)
Developed and Core Technology $ 4 2
Trade Name 2 4
Total Finite-Lived Intangibles $ 6 3

During the nine months ended December 31, 2006, we recorded $21 million of goodwill, none of which is tax
deductible.
The acquired in-process technology was expensed in our Condensed Consolidated Statements of Operations upon
consummation of the acquisition, and in each period we increased our ownership percentage. Acquired in-process
technology includes the value of products in the development stage that are not considered to have reached
technological feasibility or have alternative future use.
We expect to finalize the preliminary purchase price allocation during the three months ended March 31, 2007.
Mythic Entertainment, Inc.
On July 24, 2006, we acquired all outstanding shares of Mythic for an aggregate purchase price of $76 million in cash,
including transaction costs. Based in Fairfax, Virginia, Mythic is a developer and publisher of massively multiplayer
online role-playing games. The results of operations of Mythic and the estimated fair market values of the acquired
assets and assumed liabilities have been included in our Condensed Consolidated Financial Statements since the date
of acquisition. Except for acquired in-process technology, which is discussed below, the acquired finite-lived
intangible assets are being amortized on a straight-line basis over estimated lives ranging from three to five years. The
intangible assets that make up that amount as of the date of the acquisition include:

Gross
Carrying Weighted-Average
Amount Useful Life
(in millions) (in years)

Developed and Core Technology $ 15 4
Trade Name 6 5
Subscribers and Other Intangibles 1 5
Total Finite-Lived Intangibles $ 22 4

We recorded $62 million of goodwill, none of which is tax deductible and we expensed $2 million of acquired

in-process technology in our Condensed Consolidated Statements of Operations upon consummation of the

acquisition.

We expect to finalize the preliminary purchase price allocation during the three months ended March 31, 2007.
15
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(5) GOODWILL AND OTHER INTANGIBLE ASSETS
Goodwill information is as follows (in millions):

Goodwill

() During the three
months ended
June 30, 2006,
we finalized the
purchase price
allocation
including the
allocation of
goodwill related
to our
acquisition of
JAMDAT
Mobile Inc.

( JAMDAT ). As
a result, we
reduced

goodwill and

the liability
balance

assumed from
JAMDAT by

$4 million.

As of
March
31,
2006

$ 647

Effects
of
Purchase Foreign
Goodwill Accounting Currency
Adjustments
Acquired @) Translation
$ 83 $ @ S 4

Finite-lived intangibles consisted of the following (in millions):

Developed and Core Technology
Carrier Contracts and Related
Trade Name

Subscribers and Other Intangibles

Total

Table of Contents

As of December 31, 2006

Gross
Carrying Accumulated
Amount Amortization Other
$ 180 $ (54) $

85 (15)

44 (23)

16 (11) (D
$ 325 $ (103) $ (D)

$

As of
December

31,

2006

730

Other
Intangibles,

Net

126
70
21

4

221
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As of March 31, 2006

Gross Other

Carrying Accumulated Intangibles,

Amount Amortization Other Net
Developed and Core Technology $ 160 $ 3D $ $ 129
Carrier Contracts and Related 85 2) 83
Trade Name 36 21 15
Subscribers and Other Intangibles 15 9) (D 5
Total $ 296 $ (63) $ @ $ 232

Amortization of intangibles for the three and nine months ended December 31, 2006 was $14 million (of which
$7 million was recognized as cost of goods sold) and $40 million (of which $20 million was recognized as cost of
goods sold), respectively. Amortization of intangibles for the three and nine months ended December 31, 2005 was
$3 million (of which $2 million was recognized as cost of goods sold) and $8 million (of which $5 million was
recognized as cost of goods sold), respectively. Finite-lived intangible assets are amortized using the straight-line
method over the lesser of their estimated useful lives or the agreement terms, typically from two to twelve years. As of
December 31, 2006 and March 31, 2006, the weighted-average remaining useful life for finite-lived intangible assets
was approximately 6.4 years and 7.2 years, respectively.
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As of December 31, 2006, future amortization of finite-lived intangibles that will be recorded in cost of goods sold
and operating expenses is estimated as follows (in millions):

Fiscal Year Ending March 31,

2007 (remaining three months) $ 14
2008 51
2009 40
2010 33
2011 29
Thereafter 54
Total $ 221

(6) RESTRUCTURING AND ASSET IMPAIRMENT CHARGES
Restructuring and asset impairment information as of December 31, 2006 was as follows (in millions):

Fiscal 2004,
Fiscal 2003 and
Fiscal 2006 International 2006 2002
Publishing Reorganization Restructuring  Restructurings
Workforce Facilities-related  Other Workforce  Facilities-related Total

Balances as of March 31,
2005 $ $ $ $ $ 10 $ 10
Charges to operations 3 8 3 10 24
Charges utilized in cash 2) (1) (7 5 (15)
Adjustments to operations 2 2
Balances as of March 31,
2006 $ 1 $ 8 $ 2 $ 3 $ 7 $ 21
Charges to operations 8 1 3 12
Charges utilized in cash 9) 5 2) 3) (19)
Balances as of
December 31, 2006 $ $ 9 $ $ 1 $ 4 $ 14

All restructuring charges recorded subsequent to December 31, 2002, were recorded in accordance with SFAS
No. 146, Accounting for Costs Associated with Exit or Disposal Activities . We generally expense restructuring costs as
they are incurred and accrue costs associated with certain facility closures at the time we exit the facility. Adjustments
to our restructuring reserves are made in future periods, if necessary, based upon then-current events and
circumstances.

Fiscal 2006 International Publishing Reorganization
In November 2005, we announced plans to establish an international publishing headquarters in Geneva, Switzerland.
Through the quarter ended September 30, 2006, we relocated certain employees to our new facility in Geneva, closed
certain facilities in the U.K., and made other related changes in our international publishing business.
Since the inception of the restructuring plan, through December 31, 2006, we have incurred restructuring charges of
approximately $26 million, of which $11 million was for employee-related expenses, $9 million for the closure of
certain U.K. facilities, and $6 million in other costs in connection with our international publishing reorganization.
The restructuring accrual of $9 million as of December 31, 2006 is expected to be utilized by March 2017. This
accrual is included in other accrued expenses presented in Note 8 of the Notes to Condensed Consolidated Financial
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Statements.
In fiscal 2007, we expect to incur between $15 million and $20 million of restructuring costs in connection with our
international publishing reorganization. Overall, including charges incurred through December 31, 2006, we expect to
incur between $40 million and $45 million of restructuring costs, substantially all of which will result in cash
expenditures by 2017. These restructuring costs will consist primarily of employee-related relocation assistance
(approximately $25 million), facility exit costs (approximately $11 million), as well as other reorganization costs
(approximately $6 million).
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Fiscal 2006 Restructuring
During the fourth quarter of fiscal 2006, we aligned our resources with our product plan for fiscal 2007 and strategic
opportunities with next-generation consoles, online and mobile platforms. As part of this alignment, we recorded a
total pre-tax restructuring charge of $10 million consisting entirely of one-time benefits related to headcount
reductions, which are included in restructuring charges in our Condensed Consolidated Statements of Operations. As
of December 31, 2006, an aggregate of $9 million in cash has been paid out under the restructuring plan. The
remaining restructuring accrual of $1 million is expected to be utilized during our fiscal year ending March 31, 2007.
This accrual is included in other accrued expenses presented in Note 8§ of the Notes to Condensed Consolidated
Financial Statements.

Fiscal 2004, 2003 and 2002 Restructurings
In fiscal 2004, 2003 and 2002, we engaged in various restructurings based on management decisions. As of
December 31, 2006, an aggregate of $30 million in cash had been paid out under these restructuring plans. The
remaining projected net cash outlay of $4 million is expected to be utilized during our fiscal year ending March 31,
2007. The facilities-related accrued obligation shown above is net of $4 million of estimated future sub-lease income.
The restructuring accrual is included in other accrued expenses presented in Note 8 of the Notes to Condensed
Consolidated Financial Statements.
(7) ROYALTIES AND LICENSES
Our royalty expenses consist of payments to (1) content licensors, (2) independent software developers, and
(3) co-publishing and/or distribution affiliates. License royalties consist of payments made to celebrities, professional
sports organizations, movie studios and other organizations for our use of their trademarks, copyrights, personal
publicity rights, content and/or other intellectual property. Royalty payments to independent software developers are
payments for the development of intellectual property related to our games. Co-publishing and distribution royalties
are payments made to third parties for delivery of product.
Royalty-based obligations with content licensors and distribution affiliates are either paid in advance and capitalized
as prepaid royalties or are accrued as incurred and subsequently paid. These royalty-based obligations are generally
expensed to cost of goods sold generally at the greater of the contractual rate or an effective royalty rate based on
expected net product sales. Prepayments made to thinly capitalized independent software developers and
co-publishing affiliates are generally in connection with the development of a particular product and, therefore, we are
generally subject to development risk prior to the release of the product. Accordingly, payments that are due prior to
completion of a product are generally amortized to research and development over the development period as the
services are incurred. Payments due after completion of the product (primarily royalty-based in nature) are generally
expensed as cost of goods sold.
Our contracts with some licensors include minimum guaranteed royalty payments which are initially recorded as an
asset and as a liability at the contractual amount when no performance remains with the licensor. When performance
remains with the licensor, we record guarantee payments as an asset when actually paid and as a liability when
incurred, rather than recording the asset and liability upon execution of the contract. Minimum royalty payment
obligations are classified as current liabilities to the extent such royalty payments are contractually due within the next
twelve months. As of December 31, 2006 and March 31, 2006, approximately $5 million and $9 million, respectively,
of minimum guaranteed royalty obligations had been recognized.
Each quarter, we also evaluate the future realization of our royalty-based assets as well as any unrecognized minimum
commitments not yet paid to determine amounts we deem unlikely to be realized through product sales. Any
impairments determined before the launch of a product are charged to research and development expense.
Impairments determined post-launch are charged to cost of goods sold. In either case, we rely on estimated revenue to
evaluate the future realization of prepaid royalties and commitments. If actual sales or revised revenue estimates fall
below the initial revenue estimate, then the actual charge taken may be greater in any given quarter than anticipated.
We had no impairments during the three and nine months ended December 31, 2006 and 2005.
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The current and long-term portions of prepaid royalties and minimum guaranteed royalty-related assets, included in
other current assets and other assets, consisted of (in millions):

As of As of
December March
31, 31,
2006 2006
Other current assets $ 27 $ 76
Other assets 53 55
Royalty-related assets $ 80 $ 131

At any given time, depending on the timing of our payments to our co-publishing and/or distribution affiliates, content
licensors and/or independent software developers, we recognize unpaid royalty amounts due to these parties as either
accounts payable or accrued liabilities. The current and long-term portions of accrued royalties, included in accrued
and other current liabilities as well as other liabilities, consisted of (in millions):

As of As of
December March
31, 31,
2006 2006
Accrued and other current liabilities $ 118 $ 82
Other liabilities 2 7
Royalty-related liabilities $ 120 $ 89

In addition, as of December 31, 2006, we were committed to pay approximately $1,550 million to content licensors
and co-publishing and/or distribution affiliates, but performance remained with the counterparty (i.e., delivery of the
product or content or other factors) and such commitments were therefore not recorded in our Condensed
Consolidated Financial Statements. See Note 9 of the Notes to Condensed Consolidated Financial Statements.
(8) BALANCE SHEET DETAILS

Inventories
Inventories as of December 31, 2006 and March 31, 2006 consisted of (in millions):

As of As of
December March
31, 31,
2006 2006
Raw materials and work in process $ 1 $ 1
Finished goods (including manufacturing royalties) 71 60
Inventories $ 72 $ 61
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Property and Equipment, Net
Property and equipment, net, as of December 31, 2006 and March 31, 2006 consisted of (in millions):

As of As of
December March
31, 31,
2006 2006
Computer equipment and software $ 494 $ 418
Buildings 194 127
Leasehold improvements 90 78
Office equipment, furniture and fixtures 65 57
Land 64 57
Warehouse equipment and other 10 11
Construction in progress 19 59
936 807
Less accumulated depreciation (485) 415)
Property and equipment, net $ 451 $ 392

Depreciation expense associated with property and equipment amounted to $24 million and $70 million for the three
and nine months ended December 31, 2006, respectively. Depreciation expense associated with property and
equipment amounted to $20 million and $60 million for the three and nine months ended December 31, 2005,
respectively.

Accrued and Other Current Liabilities
Accrued and other current liabilities as of December 31, 2006 and March 31, 2006 consisted of (in millions):

As of As of
December March
31, 31,
2006 2006
Accrued income taxes $ 285 $ 234
Accrued compensation and benefits 231 122
Other accrued expenses 167 202
Accrued royalties 118 82
Accrued value added taxes 50 14
Accrued and other current liabilities $ 851 $ 654

Income Taxes
Effective Income Tax Rate for three and nine months ended December 31, 2006
With respect to our projected annual effective income tax rate at the end of each quarter prior to the end of a fiscal
year, we are required to make a projection of several items, including our projected mix of full-year income in each
jurisdiction in which we operate and the related income tax expense in each jurisdiction. While this projection is
always inherently uncertain, until the third quarter of fiscal 2007, our interim projected tax rate for fiscal 2007 was
unusually volatile and subject to significantly greater variation.
The tax rate reported for the nine months ended December 31, 2006 is based on our estimated projected annual
effective tax rate for fiscal 2007. Our effective income tax rates for the three and nine months ended December 31,
2006 were 34.9 percent and 45.9 percent, respectively. These rates include various adjustments recorded in the three
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months ended December 31, 2006 for the reinstatement of the federal research credit, additional income tax benefit
resulting from certain intercompany transactions, offset by additional tax expense due to the development of certain
tax audit related matters. Without the impact of these adjustments, our effective income tax rates for the three and nine
months ended December 31, 2006 would have been 37.3 percent and 49.0 percent, respectively.
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Effective Income Tax Rate for three and nine months ended December 31, 2005
During the three months ended December 31, 2005, we adjusted our projected annual effective income tax rate from
our previous projection of 28.0 percent to 29.0 percent (in each case, excluding discrete adjustments). As a result, we
recognized $4 million (or $0.01 per basic and diluted net income per share) more income tax expense for both the
three and nine months ended December 31, 2005 than we would have recognized had this projected annual effective
income tax rate remained at 28.0 percent.
During the nine months ended December 31, 2005, our effective income tax rate was 26.5 percent. This rate included
various adjustments recorded in the three months ended September 30, 2005 for the resolution of certain tax-related
matters with foreign tax authorities, offset by additional income tax provisions resulting from certain intercompany
transactions 