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ACT OF 1934
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OR
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Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wejuired to file such reports), and (2)
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
MICROSTRATEGY INCORPORATED
CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

September 30, December 31,
2002 2001
(unaudited)
Assets
Current asset:
Cash and cash equivale $ 22,32: $ 38,40¢
Restricted cas 6,062 43¢
Shor-term investment 53 904
Accounts receivable, n 19,85( 22,281
Prepaid expenses and other current a: 4,86¢ 5,90z
Total current asse 53,15 67,93t
Property and equipment, r 20,16: 26,50¢
Goodwill and intangible assets, 1 2,73¢ 5,40z
Deposits and other assi 5,81z 3,78¢
Total asset $ 81,86: $ 103,63:
Liabilities and Stockholders’ Equity (Deficit)
Current liabilities:
Accounts payable and accrued expel $ 16,94: $ 18,93t
Accrued compensation and employee ben 7,23¢ 13,65¢
Accrued interest and preferred dividet 8,21¢ 7,351
Accrued restructuring cos 6,387 7,42z
Deferred revenue and advance paym 22,80« 20,98:
Contingency from terminated contr: 17,07«
Working capital line of cred — 1,212
Notes payabli 4,57: —
Net liabilities of discontinued operatio 1,90(C 4,47¢
Total current liabilities 68,05¢ 91,11«
Deferred revenue and advance paym 1,911 5,431
Accrued litigation settlemet — 68,63
Other lon¢-term liabilities 2,50z 3,53¢
Accrued restructuring cos 3,72¢ 4,271
Notes payabli 49,44 —
Total liabilities 125,63t 172,98¢
Commitments and contingenci
Series A redeemable convertible preferred stoakyalaie $0.001 per share, 18 shares authorized, 0
and 1 shares issued and outstanding, respec — 6,38¢
Series B redeemable convertible preferred stoakyglae $0.001 per share, 3 shares authorizedd (
3 shares issued and outstanding, respect — 32,34
Series C redeemable convertible preferred stockygdae $0.001 per share, 3 shares authorizedd 0 an
3 shares issued and outstanding, respect — 25,937
Series D convertible preferred stock, par valu®@@Dper share, 2 shares authorized, 0 and 1 shar
issued and outstanding, respectiv — 3,98¢

Stockholders’ Equity (Deficit):
Preferred stock undesignated, par value $0.00%hmee, 4,971 shares authorized, no shares is!
or outstanding — —
Series F convertible preferred stock, $0.001 phrey&@ shares authorized, 1 and O shares issue
outstanding, respective 1,704 —



Class A common stock, par value $0.001 per sh&®&0B80 shares authorized, 8,533 and 4,369

shares issued and outstanding, respect 9 4
Class B common stock, par value $0.001 per sh&&000 shares authorized, 4,643 and 4,823
shares issued and outstanding, respect 5 5
Additional paic¢in capital 299,17: 239,66:
Deferred compensatic (32 (99)
Accumulated other comprehensive incc 2,007 2,54
Accumulated defici (346,640 (380,127
Total stockholder equity (deficit) (43,776 (138,007
Total liabilities, convertible preferred stock astdckholder equity (deficit) $ 81,86 $ 103,63:

The accompanying notes are an integral part oktEmsolidated Financial Statements.
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MICROSTRATEGY INCORPORATED
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)
(unaudited)

Revenues
Product license
Product support and other servi

Total revenue

Cost of revenues
Product license
Product support and other servi

Total cost of revenue

Gross profit

Operating expense
Sales and marketir
Research and developmt
General and administratiy
Restructuring and impairment char
Amortization of goodwill and intangible ass:

Total operating expens

Income (loss) from operatiol
Financing and other income (expen:
Interest incom
Interest expense, including discount amortizatiquesse of $1,065 and $0, respectiv
Loss on investmen
Reduction in estimated cost of litigation settletr
Gain on early extinguishment of notes pay:
Other expens

Total financing and other income (expen

Income (loss) from continuing operations beforeme taxe:
Provision for income taxe

Net income (loss) from continuing operatic

Discontinued operation:
Income from discontinued operatia

Net income (loss
Dividends, accretion and beneficial conversiondeabn convertible preferred sto
Net gain on refinancing of series B, C and D cotibker preferred stoc

Gain on early redemption of redeemable converpibéderred stock of discontinued operatis

Net income attributable to common stockholc

Basic earnings per share (see Note
Continuing operation

Three Months Ended

September 30,

2002 2001
12,86¢ $ 15,16(
20,50( 26,26¢
33,36¢ 41,42¢

991 1,14%
5,72i 9,56(
6,71¢ 10,70¢
26,65 30,724
11,14¢ 15,58¢
6,24¢ 8,141
6,49( 8,871

37C 2,971

85¢€ 4,24¢
25,10¢ 39,82t
1,542 (9,107

20C 605
(2,779) (1,799

(29) (922)

— 7,04¢
4,661 —
(300) (923)
1,76( 4,012
3,30z (5,089

31z 1,00¢:
2,99( (6,092)

— 93
2,99( (5,999
(1,75)) (2,789
36,13t —

— 44,92:
37,374 $ 36,13t

0.1¢ $ 3.7¢



Discontinued operatior

Net income attributable to common stockholc

Weighted average shares outstanding used in congpldisic earnings per shi

Diluted earnings per share (see Note
Continuing operation
Discontinued operatior

Net income attributable to common stockholc

Weighted average shares outstanding used in congpdifuted earnings per she

— 3 0.01
0.1¢ $ 3.7¢
11,95¢ 9,69¢
0.1¢ $ 3.7C
— 3 0.01
0.1¢ $ 3.71
12,62¢ 9,91(

The accompanying notes are an integral part okt@mnsolidated Financial Statements.
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MICROSTRATEGY INCORPORATED
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

(unaudited)
Nine Months Ended
September 30,
2002 2001
Revenues
Product license 42,39¢ $ 54,07
Product support and other servi 63,45¢ 84,32%
Total revenue 105,85¢ 138,40:
Cost of revenues
Product license 2,084 3,014
Product support and other servi 18,85: 35,84:
Total cost of revenue 20,931 38,851
Gross profit 84,92 99,54
Operating expense
Sales and marketir 35,02¢ 62,62
Research and developmt 18,44¢ 26,44
General and administratiy 20,06¢ 31,25¢
Restructuring and impairment char 2,764 26,39¢
Amortization of goodwill and intangible ass: 2,68: 12,74¢
Total operating expens 78,98¢ 159,47:
Income (loss) from operatiol 5,93¢ (59,927
Financing and other income (expen:
Interest incom 60¢ 1,91
Interest expense, including discount amortizatiquesse of $1,065 and $0, respectiv (6,050) (3,56%)
Loss on investmen (529 (2,252
Reduction in estimated cost of litigation settletr 11,39¢ 41,65:
Gain on early extinguishment of notes pay: 4,661 —
Gain on contract terminatic 16,831 —
Other income (expense), r 1,75z (1,439
Total financing and other income (expen 28,68 36,31¢
Income (loss) from continuing operations beforeome taxe: 34,61¢ (23,61)
Provision for income taxe 1,131 1,34(
Net income (loss) from continuing operatic 33,48% (24,95)
Discontinued operation
Loss from discontinued operatio — (34,919
Net income (loss 33,48 (59,86¢)
Dividends, accretion and beneficial conversiondeabn convertible preferred sto (6,879 (7,31))
Net gain on refinancing of series A redeemable edive preferred stoc — 29,37(
Net gain on refinancing of series B, C and D cotibkr preferred stoc 36,13t —
Gain on early redemption of redeemable converfibéderred stock of discontinued operatis — 44,92:

Net income attributable to common stockholc $ 62,74¢ $ 7,11¢




Basic earnings (loss) per share (see Note
Continuing operation
Discontinued operatior

Net income (loss) attributable to common stockhic

Weighted average shares outstanding used in congpldisic earnings (loss) per sh

Diluted earnings (loss) per share (see Note
Continuing operation
Discontinued operatior

Net income (loss) attributable to common stockhic

Weighted average shares outstanding used in congpdifuted earnings (loss) per sh

2.9¢ $ 1.91
— % (3.97)
2.9¢ $ (2.06)
11,03¢ 8,781
2.8¢ $ 1.91
— % (3.97)
2.8¢ $ (2.06)
11,36¢ 8,781

The accompanying notes are an integral part oktlmsolidated Financial Statements.
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MICROSTRATEGY INCORPORATED
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(unaudited)

Nine Months Ended
September 30,

2002 2001

Operating activities
Net income (loss) from continuing operatic $ 33,487 $ (24,95))
Adjustments to reconcile net income (loss) fromtiranng operations to net cash provided by (usé
operating activities

Depreciation and amortizatic 10,28¢ 23,11(
Bad debt provision (recover (60¢) 3,77¢
Net realized loss on sale and w-down of shol-term investment 528 2,252
Non-cash portion of restructuring and impairment cha (57) 6,311
Decrease in estimated cost of litigation settlen (12,396 (41,657)
Gain on contract terminatic (16,837 —
Gain on early extinguishment of notes pay: (4,667 —
Non-cash charges and fees on Credit Fac 64€ 482
Discount amortization expense on notes pay 1,06t —
Other, ne 297 187
Changes in operating assets and liabilii
Accounts receivabl 2,931 20,48t
Prepaid expenses and other current a: 1,03¢ 2,951
Deposits and other assi (3,745 (574)
Accounts payable and accrued expenses, compensatibemployee benefits, interest and prefe
dividends (4,039 (17,145
Accrued restructuring cos (1,525 14,10:
Deferred revenue and advance payments, net oSgeclacontingency from terminated conti (2,209 (18,000
Other lon¢-term liabilities (940 2,02¢
Net cash provided by (used in) operating activi 4,261 (26,647)
Investing activities
Purchases of property and equipment, (781) (2,347
Purchases of shterm investment — (2,935
Maturities of shorterm investment — 1,93t
Proceeds from sales of sk-term investment 27€ 2,80(
(Increase) decrease in restricted ¢ (5,629 25,28
Net cash (used in) provided by investing activi (6,129 25,74(
Financing activities
Proceeds from sale of class A common stock andtesesof stock option 69¢€ 3,967
Proceeds from term loan in connection with Creditiity — 10,00(
Cash repayment of term loi — (20,000
Net cash (payments) advances under Credit Fa (1,405 86¢€
Net cash payments for termination of Credit Fac (322) —
Debt issuance cos — (765)
Net cash payments for early extinguishment of nptgable (94€) —
Net cash payments for refinancing of series B, € @&rtonvertible preferred stou (20,000 —
Redemption of series A redeemable convertible predestock, including offering costs of $5 — (13,019
Redemption of series E redeemable convertible preafestock — (6,770
Cash dividends for series E redeemable convertitdferred stockholde — (192
Net cash used in financing activiti (12,977 (15,907
Effect of foreign exchange rate changes on casktasid equivalent 331 (680)

Net decrease in cash and cash equivalents fronmadarg operation: (13,507 (17,490



Net cash (advanced to) received from discontinyestations (2,579 26,40:

Net (decrease) increase in cash and cash equis (16,08¢) 8,91:
Cash and cash equivalents, beginning of pe 38,40¢ 33,20:
Cash and cash equivalents, end of pe $ 22,320 $ 42,11¢

Supplemental disclosure of noncash investing amahfiing activities

Stock received in exchange for products and ses' $ 93 % 1,15¢
Public stock received in exchange for stock in giévcompan $ — 8 2,015
Issuance of class A common stock warri $ 40C $ 414

Payment of redeemable convertible preferred stodlehds through the issuance of class A comn

stock and series D convertible preferred si $ 6,80( $ 5,19¢
Issuance of class A common stock in connection thighconversion of series A preferred st $ 6,50C $ —
Issuance of class A common stock in connection lititation settlemen $ 1,785 $ —
Issuance of promissory notes in connection witpdtion settlemer $ 55,00( $ —
Early extinguishment of notes paya $ (9,460 $ =
Issuance of class A common stock in connection editly extinguishment of notes paya $ 1,932 $ —

Fair value of class A common stock, converitblefgmed stock, and promissory notes issued in
connection with refinancing transactic $ 19,07¢ $ 90,38¢

Carrying value of convertible preferred stock andraed and unpaid dividends redeemed and
exchanged in connection with refinancing transast $ (64,265 $ (113,88()

Early redemption of redeemable convertible preféateck of discontinued operatio $ — 8 (53,639

Issuance of class A common stock exchanged foeradble convertible preferred stock of
discontinued operatior $ — $ 8,71¢

Issuance of class A common stock in connection thighconversion of series F preferred st $ 521z $ —

The accompanying notes are an integral part ott@@msolidated Financial Statements.
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MICROSTRATEGY INCORPORATED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

(1) Basis of Presentation

The consolidated balance sheet of MicroStrateggriparated (“MicroStrategy” or the “Company”) asS#ptember 30, 2002, the related
consolidated statements of operations for the tanekenine months ended September 30, 2002 and&2@Dthe consolidated statements of
cash flows for the nine months ended Septembe2(IR and 2001 are unaudited. In the opinion of pament, all adjustments (consisting
of normal recurring items) necessary for a faiispreation of such financial statements have bedaded. Interim results are not necessarily
indicative of results for a full year.

The consolidated financial statements and notepraseented as required by Form 10-Q and do noatooértain information included in the
Company'’s annual financial statements and notessd financial statements should be read in coripmetith the Company’s audited
financial statements and the notes thereto filgtl thie Securities and Exchange Commission (“SE€thé Company’s Annual Report on
Form 10-K for the year ended December 31, 2001.

The Company has incurred substantial losses fdr efihe three years in the period ended Decembe2@®)1. As of September 30, 2002,
Company had an accumulated deficit of $346.6 mmilbod a working capital deficit of $13.0 milliorxatuding net liabilities of discontinued
operations of $1.9 million. The Company has takaresal actions to realign its cost structure tadsehatch its expected revenues, including
reducing its workforce, consolidating its officeasp, reducing and limiting discretionary operatxgenses, reducing capital expenditures,
and discontinuing the operations of Strategy.coddiffonally, the Company is exploring alternativieaincing arrangements, which include
credit facilities, the sale of certain non-coreedssthe sale of equity in MicroStrategy or othieafcing sources for the Company. Alternative
debt or equity financing may not be available oce@table terms. If financing is not available onegtable terms, the Company is not able to
sell certain non-core assets and/or the Company oteachieve revenues and generate cash flowieipated levels, it will need to take
further actions to reduce costs in order to impn@gilts from operations. Management believesekigting cash and cash anticipated to be
generated internally by operations, if any, willddficient to meet the Company’s working capiequirements and anticipated capital
expenditures through at least the end of 2002.uBn2B, 2002, the Company terminated its existireglit facility and posted $5.6 million in
cash to secure outstanding letters of credit (8dt&he Company is currently seeking to obtainw oeedit facility and a new letter of credit
arrangement that will not require cash collateedian for the outstanding letters of credit.

On July 30, 2002, the Company’s Board of Directgproved a reverse stock split of the Company’sreomstock at a ratio of one-for-ten,
causing each outstanding share of class A comnozk sind class B common stock to convert automégigatb one-tenth of a share of class
A common stock and class B common stock, respdgtivehe reverse split became effective at theeclofsbusiness on July 30, 2002.
Stockholders’ equity has been restated to giveaetive recognition to the reverse split for altipds presented by reclassifying the excess
par value resulting from the reduced number ofehfnom common stock to paid-capital. All references to common share andcpenmor
share amounts for all periods presented have ldaractively restated to reflect this reverse split

Certain prior year amounts in the consolidatedrfaia statements have been reclassified to confortine current year presentation.
(2) Recent Accounting Standards

In July 2001, the Financial Accounting Standardafiq“FASB”) issued Statement of Financial AccongtStandards (“SFAS”) No. 141,
“Business Combinations,” which addresses the firm@eccounting and reporting for business combametiand supersedes Accounting
Principles Board Opinion No. 16, “Business Comhana,” and SFAS No. 38, “Accounting for PreacquisitContingencies of Purchased
Enterprises,” and is applicable to business contisinga initiated after June 30, 2001. SFAS No. Jefjuires business combinations initiated
after June 30, 2001 to be accounted for using tinehase method of accounting and broadens theiarite recording intangible assets
separate from goodwill. Recorded goodwill and igihtes have been evaluated against the new craadahave not resulted in any
intangibles being reclassified to goodwill, noeaftatively, have any amounts initially

5
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MICROSTRATEGY INCORPORATED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

recorded as goodwill been separately identifieceoognized apart from goodwill. The adoption oftsiatement as of January 1, 2002 did
have a material impact on the Company’s consolifitancials statements.

In July 2001, the FASB issued SFAS No. 142, “Godidavid Other Intangible Assets,” which is effectiee the Company beginning in fiscal
year 2002. This statement addresses financial atioguand reporting for intangible assets acquinelividually or with a group of othe
assets at acquisition. This statement also addréissencial accounting and reporting for goodwilbaother intangible assets subsequent to
their acquisition. Under SFAS No. 142, goodwill wibt be amortized. Instead, the statement reqtisentities perform an initial
impairment assessment upon adoption and then agahleast an annual basis or upon the occurmeficigggering events, if earlier, to
identify potential goodwill impairment and measthie amount of goodwill impairment loss to be redrgd, if any. The adoption of this
standard as of January 1, 2002 did not have a iakitapact on the Company’s amortization expensgaafdwill and intangible assets, as
goodwill amortization in 2002 and prior periods viasnaterial. Based on the Company’s intangible tasa® of September 30, 2002, the
Company expects to record amortization expensemioaimately $500,000 in the fourth quarter of 2082.3 million in 2003, $350,000 in
2004, $70,000 in 2005, $70,000 in 2006, $70,0(0iBi7 and $280,000 thereafter.

In October 2001, the FASB issued SFAS No. 144, tAating for the Impairment or Disposal of Long-LivAssets,” which is effective for
the Company beginning in fiscal year 2002. SFAS Nzl supersedes previous guidance for financialading and reporting for the
impairment or disposal of long-lived assets andsggments of a business to be disposed of. SFASMoretains the fundamental provisions
of existing generally accepted accounting princpléth respect to recognition and measurementrgj-loved asset impairment contained in
SFAS No. 121, “Accounting for the Impairment of Igphived Assets and for Long-Lived Assets to be Dsgad Of.” However, SFAS No.

144 provides new guidance intended to addressitaitmificant implementation issues associateth \8fEAS No. 121, including expanded
guidance with respect to appropriate cash flonsstased, whether recognition of any long-lived agspairment is required, and if required,
how to measure the amount of impairment. SFAS Md.dlso requires that any net assets or liabilibese disposed of by sale be reported at
the lower of carrying value or fair market valusdecosts to sell, and expands the reporting obdtgwued operations to include any
component of an entity with operations and cashdlthat can be clearly distinguished from the ofshe company. The adoption of this
statement as of January 1, 2002 did not have ari@atapact on the Company’s consolidated finanstatements.

In November 2001, the FASB staff reached a conseasiEmerging Issues Task Force (“EITF”) Issue Ne09, “Accounting for
Consideration Given by a Vendor to a Customer Reseller of the Vendor’s Products.” EITF No. Ole@®cludes that consideration from a
vendor to a customer or a reseller is a reductfaheoselling price of the vendor’s products owvéms and, therefore, should be characterized
as a reduction of revenue when recognized in themeés income statement. EITF No. 01-09 is effexfior fiscal years beginning after
December 15, 2001 and all prior period amountsexaired to be reclassified to conform to the aurperiod presentation. The adoption of
this standard as of January 1, 2002 did not hayémpact on the Company’s consolidated financiatesnents.

In November 2001, the FASB staff issued EITF Tdpi¢03, “Income Statement Characterization of Reirabments Received for ‘Out-of-
Pocket’ Expenses Incurred,” which has subsequéeitn recharacterized as EITF Issue No. 01-14. EIG.F01-14 requires that
reimbursements received from customers for outemkpt expenses, such as airfare, mileage, hoted,stad out-of-town meals, be
characterized as revenues in the consolidatechstateof operations. EITF No. 01-14 is effective ddirfiscal years beginning after December
15, 2001, and requires reclassification of all pperiod amounts to conform to the current perimspntation. During the three and nine
months ended September 30, 2002, the Companyfiddst264,000 and $856,000, respectively, of seimbursed out-opocket expenses
product support and other services revenues. Theotidated statements of operations for the thngendne months ended September 30,
2001 have been reclassified to include $357,000$4r2 million, respectively, of such reimbursed-ofspocket expenses as product support
and other services revenues with a correspondirgase to cost of product support and other sesvidee adoption of this standard as of
January 1, 2002 had no impact on the Company’seine (loss) for the periods presented.

In April 2002, the FASB issued SFAS No. 145, “Resin of FASB Statements No. 4, 44 and 64, AmendofdhRASB Statement No. 13,
and Technical Corrections.” SFAS No. 145 clarifygsdance related to the reporting of gains andelw&om extinguishment of debt and
resolves inconsistencies related to the requiredwating
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

treatment of certain lease modifications. SFAS Nth is effective for financial statements issuadfiical years beginning after May 15,
2002. The Company has elected early adoption gbtheisions of this statement.

In July 2002, the FASB issued SFAS No. 146, “Acammfor Costs Associated with Exit or Disposal iittes.” SFAS No. 146 nullifies the
guidance in EITF Issue No. 94-3, “Liability Recotymn for Certain Employee Termination Benefits @ither Costs to Exit an Activity
(including Certain Costs Incurred in a RestructgyihUnder EITF No. 943, an entity recognized a liability for an exit tos the date that tl
entity committed itself to an exit plan. In SFAS.Nd@6, the FASB acknowledges that an entity’s cotmmint to a plan does not, by itself,
create a present obligation to the other partiasrieets the definition of a liability and requitbat a liability for a cost that is associatedhwit
an exit or disposal activity be recognized whenlidagility is incurred. It also establishes thait fealue is the objective for the initial
measurement of the liability. SFAS No. 146 willé&féective for exit or disposal activities that améiated after December 31, 2002. The
adoption of this standard is not expected to havaterial effect on the financial position or résuf operations of the Company.

(3) Discontinued Operations

During the second quarter of 2001, the Companytanbally curtailed the operations of its subsigdjéBtrategy.com and reduced the
Strategy.com workforce to approximately 40 emplsy&rring the third quarter of 2001, the Companghier reduced the Strategy.com
workforce to approximately 6 employees and contihteereview its options with respect to the remagnassets of Strategy.com. On
December 31, 2001, the Company discontinued theatipes of Strategy.com and shut down its servidesordingly, the Company record

a loss from abandonment of its discontinued opamatof $2.1 million during the fourth quarter oft@0 The loss from abandonment included
remaining lease payments associated with abandmraguter equipment, personal property taxes duengglipment leases, certain other
costs, and estimated results from operations flfemmeasurement date through the disposal datehi$togical consolidated financial
statements of the Company reflect Strategy.comdiscantinued operation for all periods presengithtegy.com revenues were $0 for the
three and nine months ended September 30, 2002h&three and nine months ended September 30, 3d@tegy.com revenues were $3.1
million and $7.6 million, respectively. The nesffrom Strategy.com was $0 for the three and mioeths ended September 30, 2002. For
the three months ended September 30, 2001, thraoehe from Strategy.com was $93,000, and for the months ended September 30,
2001, the net loss from Strategy.com was $34.9anillThe net liabilities of Strategy.com includedhin net liabilities of discontinued
operations in the accompanying consolidated balaheets consist of the following, as of (in thousn

September 30, December 31,

2002 2001
Current assets (liabilities

Cash and cash equivalel $ — $ —
Accounts receivable, n — 25
Prepaid expenses and other current a: 22 272
Accounts payable and accrued expel (1,929 (4,30%)
Accrued compensation and employee ben — (200)
Accrued restructuring cos — (300
Deferred revenue and advance paym — 3
Other liabilities — (66)

Net liabilities of discontinued operatio $ (2,900 $ (4,479

(4) Accounts Receivable
Accounts receivable, net of allowances, consisheffollowing, as of (in thousands):

7
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MICROSTRATEGY INCORPORATED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
September 30, December 31,
2002 2001
Billed and billable $ 34,19t $ 41,99]
Less: billed and unpaid deferred revel (20,71) (12,607
23,48¢ 29,39(
Less: allowance for doubtful accoul (3,639 (7,109

$ 19,85( $ 22,28

The Company offsets its accounts receivable aneraef revenue for any billed and unpaid items idetlin deferred revenue and advance
payments.

(5) Contingency from Terminated Contract

In the third quarter of 2001, the Company notifiecchange Applications, Inc. that it was in matedefault in the performance of its
obligations under the software development and Gigkéement (the “OEM Agreement”) that the compahasbentered into as of December
28, 1999. The Company advised Exchange Applicatioatsit must use commercially reasonable effartsure the defaults by paying the
Company approximately $23.3 million plus inter&tchange Applications responded by denying theudiedd its obligations and alleging
that the Company had breached its contractual atidigs. Management believed that the Company hadammitted any breach of
obligations alleged by Exchange Applications. Adiogly, the Company responded to Exchange Appboatby denying the claim and, in
the fourth quarter of 2001, sent a notice of teation to terminate the OEM Agreement as a resutbahange Applicationshaterial default
As of December 31, 2001, Exchange Applicationsratchgreed to the termination. Because the Compasyno longer performing services
under the OEM Agreement, the remaining currentland-term deferred revenue associated with theraonat that time of $9.3 million and
$7.8 million, respectively, or $17.1 million in aggate, was classified as contingency from terrashabntract in the accompanying
consolidated balance sheet as of December 31, 2061lune 28, 2002, the Company and Exchange Agtiglits entered into an arrangement
to terminate the OEM agreement. In connection ththarrangement, the Company paid $120,000 to ExgehApplications and granted
Exchange Applications a limited license to supfiotthange Applicationstustomers that had purchased products prior teffeetive date ¢
the arrangement. As a result, the Company recodi$i2€0,000 of product support and other servicesmees in 2002 through the date of
termination and recorded the remaining $16.8 mmltié contingency from terminated contract as a gaircontract termination during the
second quarter of 2002.

(6) Borrowings

On February 9, 2001, the Company entered intoradoa security agreement (the “Credit Facility”}iwioothill Capital Corporation
(“Foothill”), a subsidiary of Wells Fargo Bank, vahi provided for a $10.0 million term loan and aaleing line of credit for up to $20.0
million, subject to specified borrowing base lintibas, to be used for general working capital psg® The Credit Facility replaced the
previous line of credit, which had been secure@®y.9 million of restricted cash and cash equivslémrough the termination of the facility
in February 2001. During the first and second qrartf 2001, the Company repaid $1.1 million oftdren loan under the Credit Facility
through the use of the revolving line of credit.

On June 14, 2001, the Company replaced the Cradiliiy by entering into an Amended and RestatedrLand Security Agreement (the
“Modified Credit Facility”) with Foothill. Upon thelosing of the Modified Credit Facility, the Commparepaid $8.9 million of the term loan
under the Credit Facility and drew $5.0 million enthe Modified Credit Facility. During the thirdigrter of 2001, the Company repaid $5.2
million of the balance under the Modified CreditHigy. During the nine months ended September2BD?2, the Company made payments
under the Modified Credit Facility of $4.4 milliomhich were offset by cash advances of $3.0 million

On July 25, 2002, the Company entered into a n&erlef credit security agreement (the “New Seguhigreement”) with Bank of America.
On July 29, 2002, the Company terminated the MedifCredit Facility with
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Foothill and, as part of such termination, cancktree warrants previously issued to Foothill toghase 5,000 shares of class A common
stock. The Company paid $322,000 in fees and ath@mges to terminate the Modified Credit Facilindavrote-off unamortized deferred
financing costs of $417,000. Under the New Secudyeement, Bank of America issued letters of dridithe benefit of the Company
which are currently secured by restricted cash leiquae balance of the outstanding letters of itr&fd$5.6 million.

(7) Deferred Revenue and Advance Payments

Deferred revenue and advance payments from cussoroesist of the following, as of (in thousands):

September 30, December 31,

2002 2001

Current:

Deferred product revent $ 76% $ 2,581

Deferred product support and other services rev 32,07¢ 30,48(
32,84: 33,06

Less: billed and unpaid deferred revel (10,03¢) (12,080)

$ 22,80« $ 20,981

Non-current:

Deferred product revent $ 37t $ 70¢
Deferred product support and other services rev 2,20¢ 5,24¢
2,58¢ 5,95¢

Less: billed and unpaid deferred revel (673) (527)
$ 1911 $ 5,431

The Company offsets its accounts receivable anerasf revenue for any billed and unpaid items idetlin deferred revenue and advance
payments.

(8) Litigation
(a) Securities Litigation

The Company and certain of its officers and directeere named as defendants in a private securlass action lawsuit alleging that they
had violated Section 10(b) of the Securities Exgeaict of 1934, as amended (the “Exchange Act”JeROb5 promulgated thereunder, a
Section 20(a) and Section 20A of the Exchange Acbinnection with various statements that were métterespect to its 1999, 1998 and
1997 financial results. The action was consolidatettie United States District Court for the EastBistrict of Virginia. In June 2000,
purported holders of the Company’s common stoekdfd shareholder derivative lawsuit in the Delav@wart of Chancery seeking recovery
for various alleged breaches of fiduciary dutiesbstain directors and officers of the Companytiegato the restatement of financial results
for 1999, 1998 and 1997.

In October 2000, the Company entered into agreesrergettle these lawsuits. The United States iDisBourt approved the class action
settlement on April 2, 2001. At a hearing on Auglis2001, the Chancery Court approved the derigaattiement. On March 12, 2002, the
United States District Court entered the finalritisttion order allowing distribution of the settlent consideration.

During the second quarter of 2002, the amount ibfeseent consideration to be issued to individdass members pursuant to the settlement
agreements relating to the private securities @daten lawsuit and the shareholder derivative latwsas determined to be: 1) an aggregate
principal amount of $80.3 million of the Compi’'s 7%%
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series A unsecured notes, which have a five-yeamnihaand bear interest at 7.5% per year, payaéiai-annually; 2) 297,330 shares of class
A common stock; 3) warrants to purchase 189,698shat class A common stock at an exercise prié00.00 per share, with the warrants
expiring on June 24, 2007; and 4) approximatelp®3 in cash to settle remaining fractional intese€n June 24, 2002, all of the common
stock, warrants and cash were issued to the clasgbers. The Company issued 1% of the $80.3 milggregate principal amount of the
promissory notes, with a carrying value of $550,00Ghe class members on June 24, 2002. The rergad8% of the $80.3 million

aggregate principal amount of the promissory natéth, a carrying value of $54.5 million, was issuedhe class members on July 2, 2002.
Upon issuance of the instruments described abbeeCompany completed its distribution of the coasation under the private securities
class action settlement.

Under the derivative settlement agreement, the @ompvas required to add a new independent diredtbrfinance experience to the audit
committee of its Board of Directors and to enswmetinued adherence with applicable legal and regulaequirements regarding the
independence of audit committee members and trdagingsiders. On June 11, 2001, the Company anrealitiee addition of two new
independent directors to the audit committee oBdard of Directors. In addition, prior to the dilstition of the securities issued as part of the
class action settlement, Michael J. Saylor, Chairofathe Board of Directors and Chief Executivei@f, Sanju K. Bansal, Vice Chairman,
Executive Vice President and Chief Operating Offiemd Mark S. Lynch, former Chief Financial Officevere required to tender to the
Company for no consideration an aggregate of 1@8sBares of class A common stock for cancellatiimmNovember 7, 2001, Messrs.
Saylor, Bansal and Lynch contributed 168,350 shaffetass A common stock to the Company. Since3aylor and Mr. Bansal are principal
shareholders of the Company, their actions werenddeo be actions undertaken on behalf of the Cosnfir accounting purposes.
Accordingly, the Company recognized a capital dbation during the fourth quarter of 2001 for theees received from Mr. Saylor and Mr.
Bansal of approximately $4.3 million, representihg fair value of the stock on the date of the dbuation, and recorded a corresponding
increase in treasury stock for that same amoundnUWeceipt, the Company immediately canceled tm¢ridmted shares. Accordingly, upon
completion of the distribution of the securitiesdlenthe settlement agreements, the Company effaated issuance of 128,980 shares of ¢
A common stock as part of the class action settfeme

Based on the terms of the settlement agreemeet§dmpany determined that a liability related ®lggal actions was probable and that the
value was reasonably estimable. Accordingly, duBig0, the Company established an estimate fordkeof the litigation settlement of
$89.7 million, net of insurance recoveries of $1Bilion. Subsequently, during each successiveniiied reporting period, the Company
updated the estimated value assigned to each éhdivEomponent of the settlement based upon valuassumptions stemming from the
settlement. As a result of the changes in the estidhvalue of each element of the securities titgesettlement, the Company recorded an
aggregate reduction in the provision for the litiga settliement of $0 and $11.4 million during theee and nine months ended September 30
2002, respectively. During the three and nine meetided September 30, 2001, the Company recordagigaegate reduction in the

provision for the estimated cost of the litigat&ettlement of $7.0 million and $41.7 million, restreely. The reduction in estimated cost of
litigation settlement was comprised of the follogjinluring the periods ended (in thousands):

Three months ended Nine months ended
September 30, September 30,
2002 2001 2002 2001
Promissory note $ — $ — $ 2,50C $ (16,700
Class A common stoc — (4,639 (8,910 (13,36()
Warrants — (2,40%) (4,852) (11,847
Pending loss on additional settlem — — (139 25C
Reduction in estimated cost of litigation settletr $ — % (7,04¢) $ (11,396 $ (41,657

As a result of a decline in the price of the Conyaulass A common stock to $6.00 per share, dsioé 24, 2002, the value of the common
stock issued under the settlement agreement rdsnltefinal valuation of $1.8 million on
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the date of issuance. Additionally, as a resutthainges in market conditions, the estimated fdirevaf the warrants issued under the
settlement agreement resulted in a final valuatiop400,000 at the date of issuance. Because lwotdehe promissory notes have the right to
tender the notes at a fixed price in satisfactibthe exercise price upon exercising the warrahtswarrants meet the definition of a
derivative under SFAS No. 133. Accordingly, thewsabf the warrants will be adjusted for subseqobanges in fair value on a quarterly
basis, and the change in such value will be recbadeother income (expense) until they are exat@sexpire. As of June 30, 2002, the fair
value of the warrants had declined to $19,000,00tGper warrant, based on the quoted market maglice on that date. As a result, the
Company recorded a reduction in the carrying valués warrant liability and a net increase in atheeome in the amount of $381,000 for
decline in the value of the warrants between the dhissuance of June 24, 2002 and the end ofdbend quarter. During the third quarter of
2002, the change in the fair value of the warrargs immaterial. The fair value of the warrantsiguded in other long-term liabilities in the
accompanying consolidated balance sheet.

The fair value of the 7 2% series A unsecured niggged under the settlement agreement was estiraatthe date of issuance based on the
present value of future cash flows discounted atdwzing rates currently assumed to be availablel&tt with similar terms and maturities
and the market conditions in existence at the tBased on these assumptions and conditions anstiamated market borrowing rate of 18%,
a discount of $25.3 million was computed on thenpesory notes, which will be amortized to interegpense over the term of such
promissory notes. Interest expense related torttwtezation of the discount on the promissory natas $991,000 during the three and nine
months ended September 30, 2002. The carrying wdltieese promissory notes is included in long-taeotes payable in the accompanying
consolidated balance sheet.

The Company has the right, at any time, to prefsmy 2% series A unsecured notes, or to mandatmwityert the promissory notes into
shares of the Company’s class A common stock ahaession price equal to 80% of the dollar-volunighted average trading price per
share for all round lot transactions in the Comparjass A common stock on the Nasdaq National Mddkehe ten trading days ending bt
days prior to the date that written notice of casi@n has been given. Upon maturity, the outstapgimcipal balance of the promissory
notes will become due. During the third quartee@d2, the Company repurchased promissory notesamiiggregate principal amount of
$9.5 million in exchange for an aggregate of 229 8i6ares of class A common stock and $946,140sh. &ss a result of these repurchases,
the Company’s obligation for accrued and unpaidredt of approximately $1.0 million in the aggregags eliminated. Furthermore, in
connection with these transactions, the Companyeawtf the pro-rata portion of the unamortized disat on the extinguished notes payable
of $2.9 million. Upon the repurchase of these peswiy notes in the third quarter of 2002, the Camgpacorded a gain on the early
extinguishment of notes payable in the aggregateuatof $4.7 million equal to the excess of theyiag value of the extinguished
promissory notes plus accrued and unpaid interesttbe fair value of the consideration transfetethe holders of such promissory notes.
Interest charges on the promissory notes beganiagoon the settlement hearing date of April 2, 20@terest expense on the promissory
notes was $1.5 million and $4.6 million, respediivéor the three and nine months ended Septembe2@®2. For the three and nine months
ended September 30, 2001, interest expense omdhegsory notes was $1.5 million and $3.0 milliogspectively.

The Company substantially reduced its outstandblgations relating to the accrued litigation sstient upon completing its distribution of
the consideration under the private securitiesscdasion settlement. The details of the accruéghlibn settlement consist of the following, as
of (in thousands):
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September 30, 2002 December 31, 2001
Accounts Accrued Accounts Accrued
Payable and Litigation Total Payable and Litigation Total
Accrued Expenses Settlement Accrual Accrued Expenses Settlement Accrual

Promissory note $ — 3 — % — $ — $ 52,50( $ 52,50(
Class A common stoc — — — — 10,69¢ 10,69¢
Warrants — — — — 5,252 5,252
Pending loss on additional
settlemen — — — — 19C 19C
Legal fees 43 — 43 331 — 331
Administration cost: 25C — 25C 40¢ — 40¢

Total accrua $ 29¢ $ — % 29: $ 74C $ 68,637 $ 69,377

(b) Business Objects Litigation

On October 2, 2001, the Company filed a lawsuihaVirginia Circuit Court for Fairfax County agairtwo field employees of Business
Objects, S.A. (“BO”"). The lawsuit alleged that tesmployees, who previously worked for the Compangached their fiduciary and
contractual obligations to the Company by, amomgiothings, misappropriating trade secrets andidential information and soliciting the
Company’s employees and customers. The Compangiplaint sought injunctive relief and damages déast $3 million. On October 17,
2001, BO filed suit against the Company in the &hiStates District Court for the Northern DistoétCalifornia, claiming that the
Company’s software infringes a patent issued tor8&xting to relational database access. The selitss@junctive relief and unspecified
monetary damages. The Company has filed an ansangirg) the allegations in the Complaint and hasifa declaratory judgment
counterclaim seeking to have BO'’s patent declamedlid and unenforceable against the Company.ah diate has not yet been set in the
Northern District of California action. The Compainyends to vigorously defend the ca

On October 31, 2001, the Company filed suit agddustiness Objects, S.A. and its American subsidBuaginess Objects Americas, Inc.
(collectively, “BQ"), in the United States DistriCtourt for the Eastern District of Virginia, claing that BO’s software infringes two patents
held by the Company relating to asynchronous cbofreeport generation using a web browser andséesy and method of adapting
automatic output of OLAP reports to disparate wsgput devices. On March 13, 2002, the Companyntahily dismissed without prejudice
its lawsuit pending in the Virginia Circuit CoudrfFairfax County against the two field employe&€B0. On April 2, 2002, the Company
amended its complaint against BO to add claimyifdations of the federal Computer Fraud and Ablise misappropriation of trade secre
and tortious interference with contractual relasioBn May 13, 2002, the Company submitted an agvesbet to further amend its complaint
against BO to add claims for violations of the \iig Conspiracy Act. The Company is seeking mowyetamages and injunctive relief. The
patent claims have been stayed pending the conalasireexamination proceedings before the UnitatieS Patent & Trademark Office. T
on all non-patent claims is scheduled to commemncklay 20, 2003. As these actions are in a prelimisgage, the Company is currently
unable to estimate a potential range of gain @, lidsny, and as such the outcome of this uncestas not presently determinable.
Accordingly, no provision for these matters hasbexde in the accompanying consolidated finantséments.

(c) Other Matters

The Company is also involved in other legal proaegsithrough the normal course of business. Managebelieves that any unfavorable
outcome related to these other proceedings wilhaot a material effect on the Company’s finangtadition, results of operations, or cash
flows.

(9) Convertible Preferred Stock

On June 19, 2000, the Company issued 12,500 sbhitssseries A redeemable convertible preferredisin a private placement to
institutional investors for $119.6 million, net affering costs of $5.4 million. In connection withe transaction, the Company recorded a
$19.4 million charge to additional paid-in cap##fibutable to the beneficial conversion featurthe series A redeemable convertible
preferred stock. On June 14, 2001, the Compangareéied all but 650 shares of its series A redeeabivertible preferred stock having a
stated valut
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of $6.5 million by redeeming or exchanging 11,8B@rses of its series A redeemable convertible predestock as follows:

» $12.5 million stated value of the series A redeemabhvertible preferred stock, or 1,250 shareseweteemed for $12.5 million in ca:

» $38.75 million stated value of the series A redddmaonvertible preferred stock and accrued divildesf $1.7 million on all series A
redeemable convertible preferred stock redeemedaranged were exchanged for 556,847 shares of A&lasmmon stock and $16.3
million stated value of series D convertible prederstock, or 1,626.1 shares, with a fixed coneergirice of $50.00 per shal

» $33.125 million stated value of the series A redsglm convertible preferred stock were exchangedricequivalent stated value of series
B redeemable convertible preferred stock, or 38%Rares, with a fixed conversion price of $12%680share, subject to adjustment at
maturity if the Company elected to mandatorily centthese shares into class A common st

» $27.825 million stated value of the series A redaglm convertible preferred stock were exchangedificequivalent stated value of series
C redeemable convertible preferred stock, or 2 8Rares, with a fixed conversion price of $17%60share, subject to adjustment at
maturity if the Company elected to mandatorily centthese shares into class A common stock;

» $6.3 million stated value of the series A redeemabhvertible preferred stock were exchanged farcanvalent stated value of series E
redeemable convertible preferred stock, or 630esh

In connection with this refinancing, the Companyedmined that the total fair value of the newlyuisg preferred stock and the cash and fair
value of the common stock issued at closing wesetdhan the carrying value of the series A sei@sribveing refinanced. Accordingly, the
Company recorded a net gain attributable to comstockholders on the refinancing of the series Agored stock of $29.4 million during t
second quarter of 2001. This net gain representsxbess of the carrying value of the series Agpredl stock over the fair value of the
consideration transferred to the holders of suelfigored securities, equal to $11.0 million, plus ino-rata portion of the previously
recognized beneficial conversion feature on thiesex preferred stock redeemed of $18.4 million.

On September 10, 2001, the Company paid $6.8 milficash to redeem all 630 shares of the serfgeferred stock for 105% of the stated
value of $6.3 million plus accrued and unpaid davids of $155,000. This cash redemption paymenswastantially equal to the carrying
value of the series E preferred stock on the datedemption.

In November 2001, holders of the series D prefestedk converted 175 shares of series D prefetoatk $nto shares of class A common
stock at the fixed conversion price of $50.00 fearre. As a result of the conversion, the Compasiyeid 35,000 shares of class A common
stock. The difference between the carrying valuthefl75 shares of series D preferred stock dirtieeof conversion and the par value of the
class A common stock into which the securities veemeverted was recorded as an increase in addifi@id-in capital.

On the June 19, 2002 maturity of the series A prefestock, the remaining 650 shares of seriesefepred stock mandatorily converted into
class A common stock based on a conversion prigaléq 95% of the average of the dollar-volume \Wwi#g average price of the class A
common stock during the 30 consecutive trading daysediately preceding the maturity date. As a ltesfithe conversion, the Company
issued 487,402 shares of class A common stock lmasadtonversion price of $13.34 per share, plg&shares of class A common stock
for accrued and unpaid dividends. The differendeveen the carrying value of the 650 shares of s&ipreferred stock at the time of
conversion and the par value of the class A comstock into which the securities were converted weasrded as an increase in additional
paid-in capital.
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Based on the valuation of the series D preferrecksthe Company determined that the effective ecsion price of the series D preferred
stock was less than the fair value of the Compadgss A common stock on the date of issuance. resudt, the Company recorded a
beneficial conversion feature in the amount of $8illion based on the difference between the faarket value of the Company’s class A
common stock on the closing date and the effeciiveersion price of the series D preferred stotle beneficial conversion feature was
recorded as a discount on the value of the seripeferred stock and an increase in additional-pa@hpital and was accreted using the
effective interest method over the three-year teftine series D preferred stock. For the threerand months ended September 30, 2002,
accretion to the carrying value of the benefic@iwersion feature on the series D preferred staxk $102,000 and $577,000, respectively.
For the three and nine months ended Septembe0BQ, Accretion to the carrying value of the ben&ficonversion feature on the series D
preferred stock was $231,000 and $268,000, resdgcti

The Company recorded each series of preferred seukd in June 2001 at its fair value, net ofraffiecosts of $513,000. The offering costs
were allocated ratably to each series of prefestedk based on their respective fair values. Thaamy was accreting the carrying value of
the series B and series C preferred stock toatedtvalue over its respective three-year termtii@three and nine months ended September
30, 2002, accretion to the carrying value of thefgnred stock was $109,000 and $767,000, respéctiver the three and nine months ended
September 30, 2001, accretion to the carrying vafuke preferred stock was $397,000 and $1.1onillrespectively. Because the series D
preferred stock required share settlement at ntatamid did not have a mandatory cash redemptioninement, except upon a triggering
event, the Company did not accrete the carryingevaf the series D preferred stock to its statddeva

For the three and nine months ended Septembei08@, the Company accrued total dividends of $772800 $4.8 million, respectively, on
all of its series of preferred stock. For the thmed nine months ended September 30, 2001, the &omgecrued total dividends of $2.2
million and $6.5 million, respectively, on all d§iseries of preferred stock. During the nine erinded September 30, 2002, the Company
paid aggregate preferred stock dividends valu& & million through the issuance of 492,058 shafedass A common stock in lieu of

cash. During the nine months ended September 81, 20e Company paid aggregate preferred stocKelins valued at $5.2 million throu
the issuance of 133,648 shares of class A comnook sind 175.6 shares of series D preferred stolikurof cash. The 175.6 shares of series
D preferred stock were deemed to have been digtdbas consideration for a portion of the dividetidd had accrued on the series A
preferred stock prior to the June 2001 refinan¢iagsaction. As of September 30, 2002 and Decefthe2001, the Company had accrued
preferred stock dividends of $0 and $2.8 millie@spectively, which are included in accrued inteasst preferred dividends in the
accompanying consolidated balance sheets.

On July 30, 2002, the Company entered into agreenweith each holder of its series B preferred staekies C preferred stock and series D
preferred stock to redeem or exchange all of thes®& preferred stock, series C preferred stocksamies D preferred stock held by such
holder. The agreements provided that if the holdersverted any shares of preferred stock into dassmmon stock prior to closing, the
number of shares of class A common stock to be@sti closing would be reduced by the number ofeshigsued upon conversion. Prior to
the closing, the holders converted $32.825 milktated value of series B preferred stock, $24.1dliomstated value series of C preferred
stock and all $14.511 million stated value of seflepreferred stock into an aggregate of 695,348eshof class A common stock. At the
closing of the redemption and exchange transactivAugust 6, 2002, the Company redeemed and exellahg remaining outstanding
shares of $0.3 million stated value of series Bgored stock and $3.68 million stated value ofeseC preferred stock for the following
consideration:

e $10 million in cash

*  $5 million in promissory notes which mature on J8ly 2003 and bear interest at a rate of 7.5% mpeura, payable semi-
annually;
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* 697,728 shares of class A common stock;

» $20.96 million stated value of series F convertineferred stock, or approximately 2,096 sha

The $20.96 million stated value of series F pref@istock was convertible into class A common stick fixed conversion price of $15.00
share, resulting in a total of 1,397,174 sharedasfs A common stock issuable upon the converditimesseries F preferred stock.

In connection with this refinancing transactiore tbompany determined that the total fair valuehefriewly issued series F preferred stock,
cash, promissory notes and common stock issuddsihg were lower than the carrying value of theeseB, series C and series D preferred
securities being refinanced. Accordingly, the Compgecorded a net gain attributable to common stoltlers on the refinancing of the se|

B, series C and series D preferred stock of $36lllomduring the third quarter of 2002. This netig represents the excess of the aggregate
carrying value of the series B, series C and s@&ipseferred stock plus accrued and unpaid divideafds64.3 million over the fair value of
the total consideration transferred to the holdésuch preferred securities of $29.1 million, 86% million, plus the previously recognized
beneficial conversion feature on the series D prefestock of $1.1 million, less fees and othetxo$ $132,000.

Based on the valuation of the series F preferrecksthe Company determined that the effective eogion price of the series F preferred
stock was less than the fair value of the Compaadig'ss A common stock on the date of issuance. raésudt, the Company recorded a
beneficial conversion feature in the amount of $868 based on the difference between the fair maddae of the Company’s class A
common stock on the closing date of the transaetiwhthe effective conversion price of the serigsefferred stock. The beneficial
conversion feature was recorded as a discounteoaatue of the series F preferred stock and amraser in additional paid-in capital. Because
the series F preferred stock was convertible imatetli upon issuance, the Company fully amortizezh$ieneficial conversion feature on
date of issuance.

The fair value of the promissory notes issued imeation with the August 2002 refinancing transattvas estimated on the date of issuance
based on the present value of future cash flowsdigted at borrowing rates currently assumed taMadable for debt with similar terms and
maturities and the market conditions in existeridb@atime. Based on these assumptions and conslitind an estimated market borrowing
rate of 18%, a discount of $500,000 was computethemromissory notes during the third quarter@d2 which will be amortized to intere
expense over the term of the promissory notestdst@xpense related to the amortization of theodist on the promissory notes was $73
during the three and nine months ended Septemb&0B@. The carrying value of the promissory nigssed in connection with the
refinancing transaction is included in current sqtayable in the accompanying consolidated balsheet.

In August and September 2002, holders of the sérgferred stock converted approximately 1,580 ehof series F preferred stock into
shares of class A common stock at the fixed comwersrice of $15.00 per share. As a result of thieversions, the Company issued
1,052,934 shares of class A common stock. Therdiffee between the carrying value of the 1,580 shafrseries F preferred stock at the t
of conversion and the par value of the class A comstock into which the securities were convertad vecorded as an increase in additi
paid-in capital.

In October 2002, holders of the series F prefestedk converted the remaining 516 outstanding shaireeries F preferred stock into shares

of class A common stock at the fixed conversiongnof $15.00 per share. As a result of the conemssithe Company issued 344,240 shares
of class A common stock. The difference betweerctreying value of the 516 shares of series F predestock at the time of conversion and

the par value of the class A common stock into Whine securities were converted was recorded asxegase in additional paid-in capital.

(10) Redeemable Convertible Preferred Stock of Disatinued Operations
In October 2000, the Board of Directors of Strateggyn authorized the issuance of 47,884,011 sharssries A
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redeemable convertible preferred stock with a pduievof $0.001 per share. Dividends are accretadate of $0.2552 per share per annum.
The preferred stock is automatically convertibl®iolass A common stock of Strategy.com, at tha #féective conversion rate, at the time
an initial public offering resulting in at least@8 million of net proceeds to Strategy.com. Thefgnred shares are mandatorily redeemable
for $3.19 per share plus any dividends accrueceolaged but unpaid thereon at mandatory redempiides of October 17, 2005, 2006 and
2007, with the maximum redemption portions at edetie being 33%, 50% and 100%, respectively. Adutilly, the preferred stock has a
liguidation preference of $3.19 per share plus@imiends accrued or declared but unpaid thereon.

In an initial closing in October 2000, Strategy.cmsued 13,401,253 shares of series A redeemabledible preferred stock to a group of
institutional and accredited investors in exchaioge39.8 million, net of offering costs of apprmately $3.0 million. In January 2001,
Strategy.com completed this round of financing 8eaond closing and issued an additional 3,134sh@6es for proceeds of $10.0 million.

On August 29, 2001, the Company entered into ahange agreement (the “Exchange Agreement”) purgdoamhich MicroStrategy

acquired all 16,536,049 shares of Strategy.comissé preferred stock in exchange for 350,000 eshaf MicroStrategy’s class A common
stock. Based on the closing price of the Compaalgiss A common stock of $24.90 per share on the afahe closing and the carrying value
of Strategy.com’s series A preferred stock of $58ilion on that same date, the early redempticulted in a consolidated gain of $44.9
million attributable to common stockholders. Thargrepresented the excess of the carrying val&trategy.com’s preferred stock over the
fair value of the Company’s class A common stockhaxged in the transaction.

Prior to entering into the Exchange Agreement,raoftpcosts were being accreted using the straigbtrhethod based on the mandatory
redemption dates and redemption portions of thiemed stock of Strategy.com. During the three aing months ended September 30, 2!
the Company accreted offering costs and dividef&3 39,000 and $3.1 million, respectively, on theferred stock of Strategy.com. The
accretion of offering costs and dividends on Sgwateom'’s preferred stock until the date of redeoptivas previously classified as minority
interest and is now reflected within loss from distinued operations in the accompanying consolilstatements of operations.

(11) Comprehensive Income (Loss)

Comprehensive income (loss) includes foreign cuydranslation adjustments and unrealized gaind@ssgs on short-term investments, net
of related tax effects, that have been excludeah fnet income (loss) and reflected in stockholdegglity (deficit) as accumulated other
comprehensive income.

Comprehensive income (loss) for the three and miorths ended September 30, 2002 and 2001 is ceddwda follows (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2002 2001 2002 2001
Net income (loss $ 2,99C $ (5,999 $ 33,481 $ (59,86%)
Foreign currency translation adjustm (272) 1,18¢ (396 58¢
Unrealized loss on shi-term investments,net of applicable ta 3 (2,109 (24¢%) (1,84%)
Comprehensive income (los $ 2,71t $ (6,919 $ 32,94¢ $ (61,12¢)

(12) Basic and Diluted Earnings (Loss) Per Share

The Company computes basic and diluted earnings)(fmer share in accordance with SFAS No. 128 riEgs per Share” and EITF Topic
D-72, “Effect of Contracts That May Be Settled itw& or Cash on the Computation of
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Diluted Earnings per Share”. Additionally, in acdance with EITF Topic D-95, “Effect of ParticipagitConvertible Securities in the
Computation of Basic Earnings per Shagtticipating securities that are convertible iobonmon stock must be included in the compute

of basic earnings (loss) per share if their effeclilutive. Because the Company’s series B, s&@iasd series D preferred stock had
participation rights in the undistributed earnimgshe Company equivalent to those of common sladdelhs, the series B, series C and series
D preferred stock were considered to be partiaiygatonvertible securities and were therefore inetlith the computation of basic earnings
(loss) per share to the extent they were dilutive.

The following table sets forth the computation asig and diluted earnings per share for the threetins ended September 30, 2002 and
2001, respectively (in thousands, except per stiatia):
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Three months ended Three months ended
September 30, 2002 September 30, 2001

Income Shares Per Share Income Shares Per Share
(Numerator) (Denominator) Amount (Numerator) (Denominator) Amount

Net income (loss) from continuing
operations $ 2,99( $ (6,092)

Income from discontinued operations — 93

Net income (loss) 2,99( (5,999
Dividends, accretion and beneficial

conversion feature on convertible prefer

stock (1,757 (2,789
Net gain on refinancing of series B, C ¢

D convertible preferred stock 36,13t —
Gain on early redemption of redeemable

convertible preferred stock of discontinued

operations — 44,92

Net income attributable to common

stockholders 37,374 36,13¢
Effect of common stock and

participating convertible securities:

Weighted average shares of class A

common stock — 7,02¢ — 4,002

Weighted average shares of class B

common stocl — 4,64: — 4,94;

Series C preferred stock (14,167 64 — —

Series B preferred stock (17,529 10€ — —

Series D preferred stock (3,46€) 117 231 32t

Series A preferred stoc — — 18€ 23¢

Series E preferred stor — — 178 18t

Basic earnings per share 2,221 11,95¢ $ 0.1¢ 36,73( 9,69¢ $ 3.7¢
| I

Effect of dilutive securities:

Series F preferred stock — 57¢ — —
Employee stock optior — 91 — 21€
Diluted earnings per share $ 2,221 12,62¢ $ 0.1t $ 36,73( 9,91C $ 3.71

The numerator in the basic and diluted earningshpare calculation for the three months ended 8de 30, 2002 has been adjusted to
deduct the $36.1 million gain on the refinancindhe series B, series C and series D preferred stod to add back $982,000 of dividends
and accretion on the series B, series C and dernaeferred stock that would have been excludeah fitee calculation of net income
attributable to common stockholders assuming caieerat the beginning of the period under the iixarted method. The numerator in the
basic and diluted earnings per share calculatiothiothree months ended September 30, 2001 hasdd@ssted to add back $595,000 of
dividends and accretion on the series A, serieadsaries E preferred stock that would have beeluéad from the calculation of net inco
attributable to common stockholders assuming caieerat the beginning of the period under the ifisarted method.

The basic and diluted earnings per share calcul&iothe three months ended September 30, 200uded series
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B and series C preferred stock, which were corblertnto 265,000 and 159,000 weighted average sludrelass A common stock,
respectively, because their effect would have l@ndilutive.

The following table sets forth the computation asiz and diluted earnings (loss) per share fonthe months ended September 30, 2002 anc
2001, respectively (in thousands, except per stiaa):

Nine months ended Nine months ended
September 30, 2002 September 30, 2001
Income Shares Per Share Income Shares Per Share
(Numerator) (Denominator) Amount (Numerator) (Denominator) Amount

Net income (loss) from
continuing operations $ 33,48’ $ (24,95
Loss from discontinued
operations — (34,919
Net income (loss 33,481 (59,86¢)

Dividends, accretion and

beneficial conversion feature on

convertible preferred stoc (6,879 (7,31))
Net gain on refinancing of seri

A redeemable convertible

preferred stocl — 29,37(
Net gain on refinancing of seri

B, C and D convertible preferr

stock 36,13t —
Gain on early redemption of

redeemable convertible

preferred stock of discontinue

operations — 44,92:

Net income attributable to

common stockholders 62,74¢ 7,114
Effect of common stock and

participating convertible

securities:

Weighted average shares of

class A common stoc — 5,42¢ — 3,52
Weighted average shares of

class B common stoc — 4,82 — 4,94;
Series C preferred sto (12,059 12¢ — —
Series B preferred stor (15,31) 212 — —
Series D preferred stot (2,9972) 232 — —
Series A preferred stoc 327 218 (25,227 31¢
Basic earnings (loss) per shar 32,71¢ 11,03¢ $ 2.9¢ (18,119 8,781 $ (2.0¢€)
Effect of dilutive securities:

Series F preferred stor — 19z — —
Employee stock optior — 13¢ — —

Diluted earnings (loss) per
share $ 32,71¢ 11,36¢ $ 28t $ (18,119 8,781 $ (2.0¢)




19



Table of Contents
MICROSTRATEGY INCORPORATED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

The numerator in the basic and diluted earningshare calculation for the nine months ended Sdpe0, 2002 has been adjusted to
deduct the $36.1 million gain on the refinancindhef series B, series C and series D preferred stod to add back $6.1 million of dividends
and accretion on the series A, series B, seriesd&aries D preferred stock that would have beetludgd from the calculation of net income
attributable to common stockholders assuming caieerat the beginning of the period under the iix@rted method. The numerator in the
basic and diluted loss per share calculation fertine months ended September 30, 2001 has bagstatifo deduct the $29.4 million gain
on the refinancing of the series A preferred siao#t to add back $4.2 million of dividends and atiereon the series A preferred stock that
would have been excluded from the calculation ¢fimeome attributable to common stockholders assgrabnversion at the beginning of
period under the if-converted method.

The basic and diluted loss per share calculatiothi® nine months ended September 30, 2001 excketies B, series C, series D and series
E preferred stock, which were convertible into 888, 64,077, 127,467 and 72,413 weighted averagesiof class A common stock,
respectively, because their effect would have lzegndilutive. Additionally, employee stock option§323,655 were excluded from the
diluted loss per share calculation for the nine theended September 30, 2001 because their eftadtiiaave been anti-dilutive.

(13) Segment Information

On December 31, 2001, the Company discontinuedpkeations of Strategy.com and shut down its sesvidccordingly, the historical
consolidated financial statements of the CompafigaeStrategy.com as a discontinued operatiorafigneriods presented (Note 3). Prior to
this, the Company had two operating segments addégun operating its business as such in the [zdte of 1999. As a result of the
shutting down of Strategy.com operations, the Campgerates in one significant business segmensinbess intelligence.

The following summary discloses total revenuesland-lived assets relating to the Company’s gedgragegions (in thousands):

Domestic International Consolidated
Three Months Ended September 30, 20C
Total license and service revent $ 21,70 $ 11,66% $ 33,36¢
Long-lived asset: 26,49¢ 2,21C 28,70¢
Three Months Ended September 30, 2001
Total license and service revent $ 26,991 $ 14,43¢ $ 41,42¢
Long-lived asset: 49,82¢ 3,751 53,58:¢
Domestic International Consolidated
Nine Months Ended September 30, 20C
Total license and service revent $ 68,39: $ 37,46 $ 105,85¢
Long-lived asset: 26,49¢ 2,21C 28,70¢
Nine Months Ended September 30, 20C
Total license and service reveni $ 92,187 $ 46,21« $ 138,40:
Long-lived asset: 49,82¢ 3,751 53,58:¢

Transfers relating to intercompany software licefess from international to domestic operation$4fl. million and $13.9 million for the
three and nine months ended September 30, 20@&até=ely, and transfers relating to intercompaofjvgare license fees from international
to domestic operations of $2.2 million and $12.4iami for the three and nine months ended Septer&Be2001, respectively, have been
excluded from the above tables and eliminatedénctinsolidated financial statements.
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For the three and nine months ended Septembei08Q, @&hd 2001, no individual customer accounted % or more of consolidated total
revenue.

(14) Restructuring and Impairment Charges

During the second quarter of 2001, the Company tediog restructuring plan designed to focus its cenaral activities. The restructuring
plan included a strategic decision to focus openation the business intelligence market, the ettion or reduction of speculative
technology initiatives, a greater emphasis on etadisales, and a reduction of the Company’s wockftwy 450 domestic and international
employees and 147 Strategy.com employees througttidunctional areas, or approximately 33% of @@mpany’s then worldwide
headcount. In addition, the Company consolidateditltiple Northern Virginia facilities into a sileglocation in McLean, Virginia.

As a result of this restructuring plan, the Compeagorded restructuring and impairment charge28f4million during the second quartel
2001 for severance costs and other benefits foritetted employees, the write-down of impaired ass®tsts associated with exiting
facilities, and fees incurred for professional s&s directly related to the restructuring. Cestsociated with exiting facilities included
estimated sublease losses, representing the exfciessse costs over sublease income, estimatedasétommissions and concessions, and
other facility closing costs including rent expemggle the office space is vacant.

During the third quarter of 2001, the Company addn additional restructuring plan to further ealits workforce as part of its ongoing
measures to better align operating expenses withntees and further focus on its core businesdigeakte software business. The
restructuring plan adopted during the third quanfe2001 resulted in a reduction of the Companydskiorce by 229 additional domestic and
international employees throughout all functionalas. At December 31, 2001, all of these headamaluictions were completed. In
connection with the restructuring plan adoptedmtythe third quarter of 2001, the Company recomtigitional restructuring and impairment
charges of $3.0 million.

The Company reviews long-lived assets, includingdyall and other intangible assets, for impairmehenever events or changes in
business circumstances indicate that the carryimguat of the assets may not be fully recoverabkhatrthe useful lives of these assets at
longer appropriate. Each impairment test is based comparison of the undiscounted cash flowseae¢korded value of the asset. If
impairment is indicated, the asset is written ddoyrthe amount by which the carrying value of theeagxceeds the related fair value of the
asset. In connection with the restructuring pladspéed during 2001, the Company analyzed its ptp@ard equipment and other long-lived
assets, primarily consisting of furniture and fies, computer equipment and software, leaseholdowements, and internally developed
software for such impairment. Certain assets tdiggosed of were written down to fair value whicaswestimated based on current market
values less disposal costs. Additionally, in cotioacwith a periodic assessment of the carryingigaf long-lived assets, the Company
concluded that the products derived from its Tebadatangible asset, which had been acquired inection with the purchase of intellectual
property and other tangible and intangible assd#ting to NCR Corporation’s Teracube project, wdoubt generate sufficient cash flow to
support its carrying value. Accordingly, during fleerrth quarter of 2001 the Company recorded araimment charge of $12.2 million to
write-down that intangible asset to its fair value.

In connection with the impairment charges recordigétihg 2001, certain assets held for sale, whielhctassified in prepaid expenses and ¢
current assets in the accompanying consolidatexhbalsheet, were written down to their fair valti$312,000. During 2001, the Company
sold approximately $400,000 of these assets helgale. During the three and nine months endeteSdyer 30, 2002, the Company sold an
additional $7,000 and $77,000, respectively, of¢hassets held for sale and recognized a loss afié®278,000, respectively, related to the
disposal of certain of these assets held for J&le.balance of these assets held for sale was@®as of September 30, 2002.
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The following table sets forth a summary of theraed restructuring costs as of September 30, 200Bdgusands):

Accrued Adjustments and Adjustments and Accrued
Restructuring Charges for Charges for 2002 2002 Restructuring
Costs at First and Second Third Non-cash Cash Costs at
December 31, 200 Quarters 2002 Quarter 2002 Items Payments September 30, 200
Severance and other employee
termination benefit $ 72 $ — $ — $ — 3 72 $ —
Estimated sublease losses and @
facility closing costt 10,961 2,39¢ 37C (57 (3,949 9,731
Terminations of computer and
equipment lease 48t — — — (249) 23€
Accrual for professional fee 16¢ — — — (25) 144
Total restructuring and
impairment charge $ 11,69: $ 2,39 $ 37C $ 57 % (4,289 $ 10,11:

Based upon a decline in estimated sublease ratlkaraimcrease in the expected length of time tdesise vacant space, the Company updatec
its accrued restructuring costs by recording aoidéti sublease losses of $2.8 million during themonths ended September 30, 2002. As of
September 30, 2002, unpaid amounts of $6.4 milioth $3.7 million have been classified as curredtlangterm accrued restructuring co:
respectively, in the accompanying consolidatedrimasheet. Remaining cash expenditures relatifepmincurred for professional services
will be substantially paid during the fourth quardé 2002. Amounts related to the estimated subléasses associated with exiting facilities
and terminations of computer and equipment leadébeavpaid over the respective lease terms thrdegruary 2009. As a result of the
restructuring, the Company has approximately 2@ difuare feet of vacant office space, of which Q0Q square feet has been subleased as
of September 30, 2002. The remaining vacant offfiace is currently being marketed for sublease .atheual for estimated computer,
equipment and real estate losses of $10.0 millideatember 30, 2002 represents $16.1 million asgtease obligations and $2.8 million of
estimated commissions, concessions, and other, offsist by $8.9 million in estimated gross subéesxome recoveries during the remair
lease terms. The Company estimated its subleasesldsmsed upon current information available rejat sublease commission costs, sub-
tenant concession costs, sublease rental incordgharength of time expected to sublease excegesfinal amounts could differ from
current estimates if the Company is unable to sub&remaining vacant office space on the estichens. The Company is also
considering terminating certain leases early. Extmpestimated sublease losses and other facilitying costs and computer and equipment
leases, the 2001 restructuring plans have beermasitiadly completed.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF F INANCIAL CONDITION AND RESULTS OF OPERATIONS
FORWARD-LOOKING INFORMATION

This Quarterly Report on Form 10-Q contains forwimaking statements within the meaning of Sectiog& 1 the Securities Exchange Ac!
1934, as amended. For this purpose, any stateroemizined herein that are not statements of héstbfact, including without limitation,
certain statements regarding industry prospectoandesults of operations or financial positioraynbe deemed to be forward-looking
statements. Without limiting the foregoing, the defbelieves,” “anticipates,” “plans,” “expects,ic similar expressions are intended to
identify forward-looking statements. The importéandtors discussed below under the caption “Riskd¥ag among others, could cause ac!
results to differ materially from those indicatedforwardiooking statements made herein and presented edsevbly management from tir
to time. Such forward-looking statements repressamagement’s current expectations and are inhgrentlertain. Investors are warned that
actual results may differ from management’s expexnta.

Overview

We are a leading worldwide provider of businessliigence software that enables companies to aedhe raw data stored across their
enterprise to reveal the trends and answers ndedadnage their business effectively. Our softvealévers this critical insight to
workgroups, the enterprise and extranet communitees-mail, web, wireless and voice communicatibannels. Businesses can use our
software platform to develop user-friendly soluspproactively optimize revenue-generating straggenhance cost-efficiency and
productivity and improve their customer relationshi

Our software platform enables users to query aatiaa the most detailed, transaction-level datadsening data into business intelligence
and delivering reports and alerts about the usersiness processes. Our web architecture provigesting, security, performance and
standards that are critical for web deploymentthifdiintranets, our products provide employees wifbrmation to enable them to make
better, more costffective business decisions. In extranets, erta&p can use our MicroStrategy 7i software tocbsitonger relationships |
linking customers and suppliers via the Interneé &l50 offer a comprehensive set of consultingcation and technical support services for
our customers and partners.

Throughout 2001 and 2002, we have been affecteétdoglobal economic slowdown which has resultea decrease in corporate spendin
information technology. These macro-economic fact@ve had an adverse impact on our results ohtipes.

On July 30, 2002, our Board of Directors approvee\eerse stock split of our common stock at a ratione-forten, causing each outstand
share of class A common stock and class B comnumk $6 convert automatically into onenth of a share of class A common stock and
B common stock, respectively. The reverse spliabee effective at the close of business on Jul2302. Stockholders’ equity has been
restated to give retroactive recognition to theerse split for all periods presented by reclassifithe excess par value resulting from the
reduced number of shares from common stock to ipaidpital. All references to common share andcpenmon share amounts for all
periods presented have been retroactively restatesflect this reverse split.

Critical Accounting Policies

Our discussion and analysis of our financial caoditind results of operations are based upon muastsed consolidated financial
statements, which have been prepared in accordegititaccounting principles generally accepted m thited States. The preparation of
these financial statements requires managemenake estimates and assumptions that affect thetezbamounts of assets, liabilities and
equity and disclosure of contingent assets anditiab as of the date of the financial statemeamd the reported amounts of revenues and
expenses during the reporting periods. Areas whigreficant judgments are made include, but ardinoted to, restructuring and impairmu
charges, refinancing of preferred stock, discomihaperations, contingency from terminated contract
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litigation, and other contingencies. Actual resultsild differ materially from these estimates. Banore detailed explanation of the
judgments made in these areas, refer to our AriRepbrt on Form 1-K for the year ended December 31, 2001.

Results of Operations

The following table sets forth for the periods ated the percentage of total revenues represbytedrtain items reflected in our
consolidated statements of operations:
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Three Months Ended Nine Months Ended
September 30, September 30,
2002 2001 2002 2001
Statements of Operations Dat:
Revenues
Product license 38.6% 36.€% 40.1% 39.1%
Product support and other servi 61.4 63.£ 59.¢ 60.€
Total revenue 100.( 100.( 100.( 100.(
Cost of revenues
Product license 2.8 2.8 2.C 2.2
Product support and other servir 17.2 23.C 17.€ 25.€
Total cost of revenue 20.1 25.¢ 19.¢ 28.1
Gross profit 79.¢ 74.2 80.2 71.¢
Operating expense
Sales and marketir 33.4 37.€ 33.1 45.2
Research and developmt 18.7 19.7 17.4 19.1
General and administrati\ 19.4 21.4 19.C 22.€
Restructuring and impairment charg 1.1 7.2 2.€ 19.1
Amortization of goodwill and intangible ass: 2.€ 10.z 2.5 9.2
Total operating expens: 75.2 96.2 74.€ 115.2
Income (loss) from operatiol 4.7 (22.0) 5.€ (43.9)
Financing and other income (expen:
Interest incomi 0.€ 14 0.€ 1.3
Interest expens (8.9 4.3 (5.7 (2.6)
Loss on investmen (0.7) (2.2 (0.5 (1.6
Reduction in estimated cost of litigation settletr — 17.C 10.7 30.1
Gain on early extinguishment of notes pay: 14.C — 4.4 —
Gain on contract terminatic — — 15.¢ —
Other (expense) income, r (0.9 (2.2 1.7 (2.0
Total financing and other income (expen 5.2 9.7 27.1 26.2
Income (loss) from continuing operations beforeme taxe: 9.9 (12.9) 32.7 (17.7)
Provision for income taxe (0.9 (2.9 (1.7 (2.0
Net income (loss) from continuing operatic 9.C (24.9) 31.¢ (18.7)
Discontinued operation
Income (loss) from discontinued operatic — 0.2 — (25.2)
Net income (loss 9.C (14.5) 31.€ (43.9)
Dividends, accretion, and beneficial conversioriueaon
convertible preferred stoc (5.2 (6.7) (6.9 (5.3
Net gain on refinancing of series A redeemable edible
preferred stocl — — — 21.2
Net gain on refinancing of series B, C and D cotibkr
preferred stocl 108.2 — 34.1 —
Gain on early redemption of redeemable converpibdderred
stock of discontinued operatio — 108.¢ — 32.t

Net income attributable to common stockholc 112.(% 87.2% 59.2% 5.1%
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Comparison of the Three and Nine Months Ended Septeber 30, 2002 and 2001
Revenues

Total revenues consist of revenues derived fromssafl product licenses and product support and s#érgices, including technical support,
education and consulting services. Total reveneesedsed from $41.4 million to $33.4 million foetthree months ended September 30,
2001 and 2002, respectively, representing a deemfaks9.5%, and from $138.4 million to $105.9 moitlifor the nine months ended
September 30, 2001 and 2002, respectively, reptiages decrease of 23.5%.

Product Licenses Revenues. Product licenses revenues decreased from $15.@mid $12.9 million for the three months endedt8eyber 30
2001 and 2002, respectively, representing a deerm@aks.1%, and from $54.1 million to $42.4 millitor the nine months ended September
30, 2001 and 2002, respectively, representing eedse of 21.6%. The overall decrease in produehdies revenues was primarily due to the
continued economic slowdown in the first nine memh 2002. This slowdown has led to decreased catpspending on information
technology. We expect product licenses revenuespagscentage of total revenues to fluctuate orriagh¢o-period basis and vary
significantly from the percentage of total revenaekieved in prior years.

Based on the revenue recognition criteria estaddish the American Institute of Certified Publicadeintant’s Statement of Position (“SOP”)
97-2, “Software Revenue Recognition,” as amended,SOP 81-1, “Accounting for Performance of Congtan-Type and Certain
Production-Type Contracts,” revenues from certaige, multiple element arrangements have beendedas deferred revenue and advance
payments, with both product licenses revenues amdupt support and other services revenues recedniging the percentage of completion
method based on cost inputs as the work progreSsedracts accounted for under the percentagerptation method were immaterial
during the three and nine months ended Septemh@08Q. During the three and nine months endedeSdr 30, 2001, respectively,
contracts accounted for under the percentage oplstion method were 8.4% and 8.8% of total revenues

In the third quarter of 2001, we notified Exchadgmplications, Inc. that it was in material defamlthe performance of its obligations under
the software development and OEM agreement (theM@greement”) that had been entered into as of Dyer 28, 1999. Exchange
Applications responded by denying the default ®@bibligations and alleging that we had breachedtontractual obligations. Management
believed that MicroStrategy had not committed argabh of obligations alleged by Exchange AppligaioAccordingly, we responded to
Exchange Applications by denying the claim andhmfourth quarter of 2001, sent a notice of teation to terminate the OEM Agreement
as a result of Exchange Applications’ material difaAs of December 31, 2001, Exchange Applicatibad not agreed to the termination.
Because we were no longer performing services uige®EM Agreement, the remaining current and Iltargy deferred revenue associated
with the contract at that time of $9.3 million a®id.8 million, respectively, or $17.1 million in aggate, was classified as contingency from
terminated contract in the accompanying consolilatdance sheet as of December 31, 2001. On Jyrg9@8, MicroStrategy and Exchange
Applications entered into an arrangement to terigittee OEM agreement. In connection with the areamgnt, we paid $120,000 to Excha
Applications and granted Exchange Applicationsratéid license to support Exchange Applications'teoeers that had purchased products
prior to the effective date of the arrangementaAesult, we recognized $210,000 of product supgodtother services revenues in 2002
through the date of termination and recorded theareing $16.8 million of contingency from termindteontract as a gain on contract
termination during the second quarter of 2002. Byithe three and nine months ended September 8Q, 2@ recognized $181,000 and
$615,000, respectively, of product licenses reverama $2.3 million and $7.2 million, respectived§ product support and other services
revenues relating to this contract.

Product Support and Other Services Revenues. Product support and other services revenues dectdamm $26.3 million to $20.5 million for
the three months ended September 30, 2001 and @& ctively, representing a decrease of 22.08hfram $84.3 million to $63.5 million
for the nine months ended September 30, 2001 ad8, 28spectively, representing a decrease of 24T overall decrease in product
support and other services
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revenues was primarily attributable to the termorabf the agreement with Exchange Applicationsdiasussed above, in addition to a
decrease in demand for consulting and educatiaicest offset by a slight increase in revenues froaintenance services. As a result of
possible fluctuations in product licenses reverdissussed above, product support and other semégesiues as a percentage of total
revenues may fluctuate on a period-to-period basisvary significantly from the percentage of teéalenues achieved in prior years.

International Revenues. International revenues are included in the amodistsussed above and are discussed separately Withiparagraph.
Total international revenues decreased from $14llibmto $11.7 million for the three months endgeptember 30, 2001 and 2002,
respectively, representing a decrease of 19.2%frand$46.2 million to $37.5 million for the nineanths ended September 30, 2001 and
2002, respectively, representing a decrease ofd.8r¢ernational product licenses revenues decdefaism $6.5 million to $4.4 million for
the three months ended September 30, 2001 and gaQ&ctively, representing a decrease of 32.8&%fram $21.8 million to $15.4 million
for the nine months ended September 30, 2001 ad8, 28spectively, representing a decrease of 29at#rnational product support and
other services revenues decreased from $7.9 miti&7.3 million for the three months ended Sep&nd®, 2001 and 2002, respectively,
representing a decrease of 7.9%, and from $24ltbmib $22.1 million for the nine months ended ®egber 30, 2001 and 2002,
respectively, representing a decrease of 9.4%d€beease in international revenues is primarilytattable to the continued global economic
slowdown, which led to decreased corporate spenatingformation technology. Additionally during theurth quarter of 2001, we closed
our Switzerland and Austria sales offices. As a@etage of total revenues, international reveniwars 85.0% and 34.8% for the three moi
ended September 30, 2002 and 2001, respectivaly3aAd% and 33.4% for the nine months ended Seme&th 2002 and 2001,
respectively. We anticipate that international rexes will continue to account for a significant ambof total revenues, and management
expects to continue to commit significant time &indncial resources to the maintenance and ongiéwglopment of direct and indirect
international sales and support channels. In titerlpart of 2001 and throughout the first nine therof 2002, there has been extensive
economic turmoil in Argentina, which has resultedisignificant devaluation of the Argentine pdRevenues from our operations in
Argentina accounted for 0.6% of total revenuesrdpgach of the three and nine month periods endpte®ber 30, 2002, respectively.
Management believes that our economic exposuiairrégion is not significant.

Costs and Expenses

Cost of Product Licenses Revenues. Cost of product licenses revenues consists prinafithe costs of product manuals, media, amoitinat

of capitalized software expenses and royalties fwaitird party software vendors. Cost of prodim#rises revenues decreased from $1.1
million to $991,000 for the three months ended &eer 30, 2001 and 2002, respectively, and fror B8llion to $2.1 million for the nine
months ended September 30, 2001 and 2002, resplgctifks a percentage of product licenses reverages,of product licenses revenues
increased from 7.6% to 7.7% for the three montliedrSeptember 30, 2001 and 2002, respectivelydaackased from 5.6% to 4.9%, for the
nine months ended September 30, 2001 and 2002Zatdsgly. The decrease in cost of product licemsgsnues as a percentage of product
licenses revenues for the nine months ended Septe3h 2002 was primarily due to decreased softn@ralty arrangements with thingharty
software vendors resulting from a decrease in MBtnategy software sold that included third-partftwgare. In the event that we enter into
additional software royalty arrangements with thpatty software vendors in the future, cost of picidicenses revenues as a percentage of
total product licenses revenues may increase. €hedse was partially offset by an increase irathertization of capitalized software
development costs associated with the release afo8trategy 7i and Narrowcast Server 7.2 in A2 In connection with the release of
these two products, we expect the quarterly coptaduct licenses revenues throughout the remainfd2®02 to continue to include $235,(
of incremental amortization of capitalized softwdeyelopment costs.

Cost of Product Support and Other Services Revenues. Cost of product support and other services reveoaesists of the costs of providing
consulting services to customers and partnerspiteghsupport and education. Cost of product supgrod other services revenues decreased
from $9.6 million to $5.7 million for the three miis ended September 30, 2001 and 2002, respectaredyfrom $35.8 million to $18.9
million for the nine months ended September 30128d 2002, respectively. As a percentage of mtoslupport and other services reven
cost of product support and other services revedaeseased from 36.4% to 27.9% for the three masted September 30, 2001 and 2002,
respectively, and decreased from 42.5% to 29.7%hfonine months ended September 30, 2001
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and 2002, respectively. The decrease in totalafgstoduct support and other services revenuespascentage of product support and other
services revenues (“services cost”) was primanilg tb a decrease in our consulting, technical stugpal education staffing levels by
approximately 40% in the first nine months of 2@82compared to the first nine months of 2001 imeation with the implementation of our
restructuring plans in the second and third qusi@&2001. Additionally, the significant decreasesérvices cost was also attributable to a
decrease in the use of third parties to perfornsabimg services, an increase in maintenance regas a percentage of total product support
and other services revenues, which result in highfit margins than other product support revensesh as consulting and educational
services, and improved utilization of consultinggmanel due to the reduction in consulting persbasgart of the 2001 restructuring plans.

Sales and Marketing Expenses. Sales and marketing expenses include domestiocndachational personnel costs, commissions, office
facilities, travel, advertising, public relationeograms and promotional events, such as trade sts@ngnars and technical conferences. Sales
and marketing expenses decreased from $15.6 mii¢i 1.1 million for the three months ended Sepen30, 2001 and 2002, respectively,
and from $62.6 million to $35.0 million for the mimonths ended September 30, 2001 and 2002, reshectAs a percentage of total
revenues, sales and marketing expenses decrease87r6% to 33.4% for the three months ended Sdes0, 2001 and 2002,
respectively, and from 45.2% to 33.1% for the mimenths ended September 30, 2001 and 2002, resplgciihe decrease in sales and
marketing expenses was primarily due to decredsdfihg levels in the sales force as a result af2201 restructuring plans, decreased
commissions expense as a result of lower prodcendie revenues and decreased promotional actiaitiéadvertising. Staffing levels for
sales and marketing personnel were lower by apprataly 51% in the first nine months of 2002 as caragd to the first nine months of 20!
As part of the restructuring plans adopted in #@ad and third quarters of 2001, we have redugechtl spending on marketing initiatives
and advertising and have focused our marketingtsfiwmlely on our core business intelligence protine.

Research and Devel opment Expenses. Research and development expenses consist prirodsBlaries and benefits of software engineering
personnel, depreciation of equipment and othessc&dsearch and development expenses decreasefigrbmmillion to $6.2 million for the
three months ended September 30, 2001 and 20@2ctasely, and from $26.4 million to $18.4 millidor the nine months ended September
30, 2001 and 2002, respectively. As a percenthg®al revenues, research and development expelesesased from 19.7% to 18.7% for
three months ended September 30, 2001 and 20@2ctasely, and decreased from 19.1% to 17.4% femihe months ended September 30,
2001 and 2002, respectively. The decrease in @giareh and development expenses resulted fronoous,fduring 2001 and 2002, on
enhancing our core business intelligence prodoetdind limiting our initiatives on new product dieyement not directly tied to business
intelligence in addition to our 2001 restructuriplgns, which involved a reduction in staffing levahd a decrease in the use of third-party
consultants. Staffing levels of our research anctld@ment personnel were lower by approximately 24%he first nine months of 2002 as
compared to the first nine months of 2001, resgliman overall decrease in research and developexpenses. Also contributing to the
decline in research and development expenses waafitalization of software development costsrduthe first nine months of 2002
associated with the development of certain prodastsliscussed further below.

In April 2002, we released the new version of cusibess intelligence platform, MicroStrategy 7igd atarrowcast Server 7.2 and are no
longer capitalizing development costs associatéld thiese products. We are also currently workinghendevelopment of Unix-based
business intelligence products which are expeatdxbtavailable for general release during late 20622003. As of September 30, 2002, our
research and development engineering resourcesallecated to the following major projects: 55%otar MicroStrategy 7i product, 8% to
our Narrowcast Server 7.2 product, 32% to our Ymoducts, and 5% to on-going support of existimgdpicts and other research and
development efforts. The allocation of our reseanctt development resources is expected to chang®jast development efforts require, as
current projects are completed, and as new projectsnence.

During the three and nine months ended Septemh&0BR, in accordance with Statement of Financ@ldunting Standards (“SFAS”) No.
86, “Accounting for the Costs of Computer Equipminbe Sold, Leased, or Otherwise Marketed,” wetabped $235,000 and $3.2 million,
respectively, of software development costs assstiaith the development of our new business iigietice products. During the three and
nine months ended September 30, 2001, we capifeh@eand $606,000, respectively, of software dguaknt costs associated with the
release of
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Narrowcast Server 7.1. Software development afsasproduct are capitalized from the time thahtestogical feasibility is reached until tl
general release of that product. We consider tdofizal feasibility to be achieved when a produesign and working model of the software
product has been completed. These capitalized amftaosts are amortized over the estimated prdifieictf two to three years, using the
greater of the straight-line method or the raticwfrent product revenues to the total currentgoeaind projected future revenues.
Amortization expense related to software developroests was $418,000 and $179,000 for the thredhm@anded September 30, 2002 and
2001, respectively, and $935,000 and $462,00thontne months ended September 30, 2002 and 28{eatively.

General and Administrative Expenses. General and administrative expenses include domastl international personnel and other costs o
finance, human resources, information systems, migtmative and executive departments as well ad-party consulting, legal and other
professional fees. General and administrative esgedecreased from $8.9 million to $6.5 milliontfoe three months ended September 30,
2001 and 2002, respectively, and from $31.3 miltm®$20.1 million for the nine months ended Septeng®, 2001 and 2002, respectively.
As a percentage of total revenues, general andrésinaitive expenses decreased from 21.4% to 1904%hé three months ended September
30, 2001 and 2002, respectively, and from 22.6%9t60% for the nine months ended September 30, 2082002, respectively. The
decrease in general and administrative expensepnvaarily due to a reduction in staff levels arfioe occupancy costs as a result of the
restructuring plans implemented during the secamtithird quarters of 2001 and a reduction in reirgiefforts, offset by an increase in the
use of external legal and professional servicegadlto the Business Objects litigation, as dissdigelow, as well as certain other matters.
Staffing levels for our general and administrafegsonnel were lower by approximately 32% in tihgt fiine months of 2002 as compared to
the first nine months of 2001. General and admiaiiste expenses may be further reduced in futurege if necessary, to better align
expenses with anticipated revenue levels.

Restructuring and Impairment Charges. During the second quarter of 2001, we adoptedteuctaring plan designed to focus our commercial
activities. The restructuring plan included a stgat decision to focus operations on the busimgs#ligence market, the elimination or
reduction of speculative technology initiativegjraater emphasis on indirect sales, and a reduetionr workforce by 450 domestic and
international employees and 147 Strategy.com enggl®yhroughout all functional areas, or approxiiye&88% of our then worldwide
headcount. In addition, we consolidated our mudtigbrthern Virginia facilities into a single locai in McLean, Virginia.

As a result of this restructuring plan, we recordestructuring and impairment charges of $23.4iamilturing the second quarter of 2001 for
severance costs and other benefits for terminatgdogees, the writelown of impaired assets, costs associated witingxiacilities, and fee
incurred for professional services directly relatiethe restructuring. Costs associated with egifacilities included estimated sublease
losses, representing the excess of lease costsabigase income, estimated sublease commissidnoacessions, and other facility closing
costs including rent expense while the office spasacant.

During the third quarter of 2001, we adopted antamthl restructuring plan to effect a further retlan in our workforce as part of our
ongoing measures to better align operating expemglsevenues and further focus on our core bissimatelligence software business. The
restructuring plan adopted during the third quanfe2001 resulted in a reduction of our workforge229 additional domestic and
international employees throughout all functionales. At December 31, 2001, all of these headamaluictions were completed. In
connection with the restructuring plan adoptedmtythe third quarter of 2001, we recorded additioestructuring and impairment charge:
$3.0 million.

Amounts related to estimated sublease losses assdevith exiting facilities and terminations ofhgputer and equipment leases will be paid
over the respective lease terms through Februd9.28s a result of the restructuring, we have ayiprately 204,000 square feet of vacant
office space, of which approximately 101,000 sqdee¢ has been subleased as of September 30, P@®2emaining vacant office space is
currently being marketed for sublease. As of Septa0, 2002, we had $10.0 million accrued foreatimated computer, equipment and
real estate lease losses, representing $16.1 mitligross lease obligations and $2.8 million dineated commissions, concessions, and othetr
costs, offset by $8.9 million in estimated grosklsase income recoveries during the remaining leases. If we are unable to obtain this

level of estimated sublease income, we will inaldiiional restructuring costs and our cash positwonld be adversely affected. We are also
considering terminating certain
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leases early. We estimated sublease losses basedupent information available relating to sulsle@ommission costs, sub-tenant
concession costs, sublease rental income, anertigéhl of time expected to sublease our idle sgénal actual amounts could differ from
current estimates if we are unable to sublet theaieing vacant space on the estimated terms.

On a quarterly basis, we assess the adequacy oéstnacturing reserve based upon changes in ¢urrarket conditions. Due to a decline in
estimated sublease rates and an increase in tleetegpdength of time to sublease vacant space padated our accrued restructuring costs by
recording additional sublease losses of $2.8 miltaring the nine months ended September 30, Z0@2following table sets forth a
summary of the accrued restructuring costs as pfe®#er 30, 2002 (in thousands):

Accrued Adjustments and Adjustments and Accrued
Restructuring Charges for Charges for 2002 2002 Restructuring
Costs at First and Second Third Non-cash Cash Costs at
December 31, 2001 Quarters 2002 Quarter 2002 Items Payments September 30, 2002

Severance and other

employee termination

benefits $ 72 % — $ — 3 — 3 (72 $ —
Estimated sublease losses

and other facility closing

costs 10,96° 2,39/ 37C (57) (3,949 9,731
Terminations of compute

and equipment leas 48~ — — — (249) 23€
Accrual for professional

fees 16¢ — — — (25) 144

Total restructuring anc
impairment charge $ 11,69¢ $ 2,392 $ 37C $ (57 % (4,289 $ 10,11:

Amortization of Goodwill and Intangible Assets. Amortization of goodwill and intangible assets adeed from $4.2 million to $856,000 for
the three months ended September 30, 2001 and @&Qi&ctively, and from $12.7 million to $2.7 nafli for the nine months ended
September 30, 2001 and 2002, respectively. Theedserin amortization expense is attributable téntipairment charge of $12.2 million
recorded in 2001 to write-down the carrying valfieur Teracube intangible asset, which had beeniegd|in connection with the purchase
of intellectual property and other tangible ancéngible assets relating to NCR Corporation’s Tdraquroject, to its fair value. Additionally,
see “Recent Accounting Pronouncements” below regarthe issuance of SFAS No. 141, “Business Contioing’ and SFAS No. 142,
“Goodwill and Other Intangible Assets.” During ttheee and nine months ended September 30, 200anoortization of goodwill was
immaterial.

Interest Income. Interest income decreased from $605,000 to $20G@0Me three months ended September 30, 2002602, respectively,
and from $1.9 million to $609,000 for the nine mwnended September 30, 2001 and 2002, respectiMedydecline in interest income was
primarily attributable to lower average cash baéamnion 2002 compared to 2001.

Interest Expense. Interest expense increased from $1.8 million t@&$&illion for the three months ended Septembe2801 and 2002,
respectively, and from $3.6 million to $6.1 milliéor the nine months ended September 30, 2001 @02, 2espectively. The increase in
interest expense was partially attributable toalist amortization expense on notes payable of Billibn related to the 7 2% series A
unsecured notes and the promissory notes issumghimection with the refinancing of the series BieseC and series D convertible preferred
stock during the third quarter of 2002. Additiogalhterest charges on the 7 2% series A unseqwtss first began accruing interest on the
settlement hearing date of April 2, 2001. As a ltesee recorded interest charges on the 7 2% sArigssecured notes for the entire nine
months ended September 30, 2002 compared to @fraxftthe period during the nine months ended &aptr 30, 2001.

Loss on Investments. Loss on investments decreased from $922,000 t®8@9or the three months ended September 30, 2802@02,
respectively, and from $2.3 million to $523,000 floe nine months ended September
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30, 2001 and 2002, respectively. This decline wamgrily attributable to the decline in our averadmrt-term investment holdings during
2002 compared to 2001.

Reduction in Estimated Cost of Litigation Settlement. MicroStrategy and certain of its officers and diogs were named as defendants in a
private securities class action lawsuit allegirgt they had violated Section 10(b) of the Secwiigchange Act of 1934, as amended (the
“Exchange Act”), Rule 10b-5 promulgated thereunded Section 20(a) and Section 20A of the Excha@xgén connection with various
statements that were made with respect to our 18888 and 1997 financial results. The action wassolidated in the United States District
Court for the Eastern District of Virginia. In JuB@00, purported holders of our common stock fdeshareholder derivative lawsuit in the
Delaware Court of Chancery seeking recovery foiowar alleged breaches of fiduciary duties by certdiour directors and officers relating
to the restatement of financial results for 19998 and 1997.

In October 2000, we entered into agreements ttegbse lawsuits. The United States District Capproved the class action settlement on
April 2, 2001. At a hearing on August 7, 2001, @teancery Court approved the derivative settlenm@ntMarch 12, 2002, the United States
District Court entered the final distribution ordglowing distribution of the settlement considarat

During the second quarter of 2002, the amount ibfeseent consideration to be issued to individdass members pursuant to the settlement
agreements relating to the private securities @atien lawsuit and the shareholder derivative ldtwgas determined to be: 1) an aggregate
principal amount of $80.3 million of our 7 %% serik unsecured notes, which have a five-year mgtarit bear interest at 7.5% per year,
payable semi-annually; 2) 297,330 shares of classmmon stock; 3) warrants to purchase 189,69&sharclass A common stock at an
exercise price of $400.00 per share, with the wasraxpiring on June 24, 2007; and 4) approxima8lp00 in cash to settle remaining
fractional interests. On June 24, 2002, all ofdbemon stock, warrants and cash were issued tcldee members. We issued 1% of the
$80.3 million aggregate principal amount of therpissory notes, with a carrying value of $550,000,Jone 24, 2002 and issued the
remaining 99% of the $80.3 million aggregate ppatiamount of the promissory notes, with a carryiatyie of $54.5 million, on July 2,
2002. Upon issuance of the instruments describedealwe completed our distribution of the consitleraunder the private securities class
action settlement.

As part of the derivative settlement agreementritesg above and in satisfaction of a conditionh&f tlass action settlement, certain officers
tendered 168,350 shares of class A common stoitlet€ompany for no consideration during the foguharter of 2001. Upon receipt, we
immediately cancelled these contributed sharesoriegly, upon the completion of the distributiohtlee securities under the settlement
agreements, we effected a net issuance of 128[88@sof class A common stock as part of the eleisn settlement.

Based on the terms of the settlement agreementdeteemined that a liability related to these awtiovas probable and that the value was
reasonably estimable. Accordingly, during 2000,established an estimate for the cost of the liigesettiement of $89.7 million, net of
insurance recoveries of $13.0 million. Subsequendilying each successive financial reporting peneelhave updated the estimated value
assigned to each individual component of the se#fdg based upon valuation assumptions stemming thersettlement. As a result of the
changes in the estimated value of each elemehedddcurities litigation settlement, we recordeéggregate reduction in the provision for
the estimated cost of the litigation settlemer@fand $11.4 million during the three and nine rhemnded September 30, 2002, respecti
During the three and nine months ended Septemh&0BQ, we recorded an aggregate reduction inrhgion for the estimated cost of the
litigation settlement of $7.0 million and $41.7 haih, respectively. The reduction in estimatedtadditigation settlement was comprised of
the following, during the periods ended (in thowdsn
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Three months ended Nine months ended
September 30, September 30,
2002 2001 2002 2001
Promissory note $ — — 3 2,50C $ (16,700
Class A common stoc — (4,639 (8,910 (13,360)
Warrants — (2,407 (4,852) (11,847
Pending loss on additional settlem — — (139 25C
Reduction in estimated cost of litigation settletr $ — 3 (7,046) $ (11,396 $ (41,657)

We are also involved in patent infringement lanswitth Business Objects, S.A. As the actions medptd Business Objects are in a
preliminary stage, we are currently unable to esténthe potential range of gain or loss, if anyl as such the outcome of this uncertainty is
not presently determinable. Accordingly, no prasisfor these matters has been made in the acconmgargnsolidated financial statements.
Additional information regarding these mattersigliuded below under “Risk Factors.”

We are also involved in other legal proceedingsubh the normal course of business. Managemermveaslithat any unfavorable outcome
related to these other proceedings will not haweaterial effect on our financial position and réswif operations or cash flows.

Gain on Early Extinguishment of Notes Payable. We have the right, at any time, to prepay the 7 $6%es A unsecured notes issued under the
settlement agreement or to mandatorily converptienissory notes into shares of class A commorksaba conversion price equal to 80%
of the dollar-volume weighted average trading ppee share for all round lot transactions in tleelston the Nasdag National Market for the
ten trading days ending two days prior to the dladé written notice of conversion has been givepotumaturity, the outstanding principal
balance of the promissory notes will become dueirguthe third quarter of 2002, we repurchased fgsory notes with an aggregate
principal amount of $9.5 million in exchange foraggregate of 221,069 shares of class A commok siod $946,140 in cash. As a result of
these repurchases, our obligation for accrued apdid interest of approximately $1.0 million in thggregate was eliminated. Furthermore,
in connection with these transactions, we wrotettodf pro-rata portion of the unamortized discoumthe extinguished notes payable of $2.9
million. Upon the repurchase of these promissotgsin the third quarter of 2002, we recorded a gaithe early extinguishment of notes
payable in the aggregate amount of $4.7 millionat¢pithe excess of the carrying value of the extished promissory notes plus accrued
unpaid interest over the fair value of the congitlen transferred to the holders of such promissortes.

Gain on Contract Termination. On June 28, 2002, MicroStrategy and Exchange Agiidins entered into an arrangement to terminate the
software development and OEM agreement that hadl éxetered into as of December 28, 1999. In conmeetith the arrangement, we paid
$120,000 to Exchange Applications and granted Exghapplications a limited license to support theistomers that had purchased
products prior to the effective date of the arrangst. As a result, during the second quarter o220@ recognized $210,000 of product
support and other services revenues in 2002 thrthagbate of termination and recorded a gain otracntermination of $16.8 million
related to the remaining amount that had been pusly classified as contingency from terminatedti@ar in the accompanying consolidated
balance sheet as of December 31, 2001.

Other Income (Expense), net. Other income (expense), net includes gains an@s$oss foreign currency transactions and, for theetland
nine months ended September 30, 2002, includes gait losses on certain legal settlements, gaitiseoreduction in the carrying value of
warrants issued in connection with the litigatiettlement, losses from disposals of property andpagent and certain other assets held for
sale, and fees associated with the terminatioruntredit facility.

Provision for Income Taxes. During the three and nine months ended Septemh&0B2, we recorded income tax expense of $3123060
$1.1 million, respectively. During the three andenmonths ended September 30, 2001, we recordedimtax expense of $1.0 million and
$1.3 million, respectively. During the three andenmonths ended September 30, 2002, we utilizedpezhting loss carryforwards which t
the effect of reducing our
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effective tax rate and related tax expense. Theigiom for income taxes is primarily related tod@n jurisdictions where we are profitable,
withholding taxes on repatriated cash in certamntoes and withholding taxes associated with imd&onal sales. During the nine months
ended September 30, 2002, we recognized a $36idmmikt gain on the refinancing of our series &jess C and series D convertible
preferred stock, which was not subject to tax. Byithe nine months ended September 30, 2001, wegmeed a $29.4 million net gain on
refinancing of our series A redeemable converiioéferred stock and a $44.9 milllion net gain om ¢larly redemption of our redeemable
convertible preferred stock of discontinued operegj which were not subject to tax. The provisi@nificome taxes may increase as we
become more profitable in certain foreign jurisitins where we have limited or no net operatingdegs offset taxable income.

Income (Loss) from Discontinued Operations. On December 31, 2001, we discontinued the oparsif our Strategy.com subsidiary and
shut down its services. Our historical consoliddbedncial statements reflect Strategy.com as eodisnued operation for all periods
presented. Loss from discontinued operations wdsi$the three and nine months ended Septembe&t(®2. For the three months ended
September 30, 2001, net income from discontinuedaijons was $93,000, and for the nine months eBagdember 30, 2001, net loss from
discontinued operations was $34.9 million. Thelogs from discontinued operations for the nine meminded September 30, 2001 was
primarily attributable to asset impairment charged other costs associated with the restructuritigres taken during 2001 as well as losses
from operations of the business. The remainindialeilities of discontinued operations as of Segten30, 2002 are based on estimates and
actual results could differ under different assuons or conditions.

Dividends, Accretion and Beneficial Conversion Feature on Convertible Preferred Sock. During the three and nine months ended September
30, 2002, we recorded aggregate preferred stod#atids, accretion and beneficial conversion feadureonvertible preferred stock of $1.8
million and $6.9 million, respectively. During tiieree and nine months ended September 30, 200ttaoeded aggregate preferred stock
dividends and accretion on convertible preferredlsbf $2.8 million and $7.3 million, respectiveluring the nine months ended September
30, 2002, we paid aggregate preferred stock diddemlued at $6.8 million through the issuanced#,@58 shares of class A common stock
in lieu of cash. As of September 30, 2002, wet@dccrued preferred stock dividends outstandinging the nine months ended September
30, 2001, we paid aggregate preferred stock didsgemlued at $5.2 million through the issuance3#,648 shares of class A common stock
and 175.6 shares of series D preferred stock undfecash. The 175.6 shares of series D prefetostt svere deemed to have been distributed
as consideration for a portion of the dividends tied accrued on the series A preferred stock poitiie June 2001 refinancing transaction as
discussed further below, the fair value of whicpragimated the dividend owed.

Net Gain on Refinancing of Series A Redeemable Convertible Preferred Stock. In connection with the June 2001 refinancing of senies A
redeemable convertible preferred stock for a coatimin of cash, common stock and series B, seriegiizs D and series E preferred stoc
described below, we determined that the totaiMalue of the newly issued preferred stock and #sh@nd fair value of the common stock
issued at closing were lower than the carrying @alfithe series A preferred securities being refea. Accordingly, as a result of the
refinancing, we recorded a net gain to additiorzéd i capital of $29.4 million attributable to commsiockholders during the second qua
of 2001. This net gain represents the excess afahrging value of the series A preferred stockrdkie fair value of the total consideration
transferred to the holders of such preferred sgesriequal to $11.0 million, plus the pro-ratatwor of the previously recognized beneficial
conversion feature on the series A preferred stedkemed of $18.4 million. The net gain of $29.4iom was recognized as an increase to
net income attributable to common stockholderfhiénaccompanying consolidated statement of opesatmrthe nine months ended
September 30, 2001 and was included in the detatiomof basic and diluted earnings (loss) persloficontinuing operations.

Net Gain on Refinancing of Series B, C and D Convertible Preferred Stock. In connection with the August 2002 refinancing aof eeries B,
series C and series D convertible preferred stoekgetermined that the total fair value of the neistued series F preferred stock, cash,
promissory notes and class A common stock issuelbsing were lower than the carrying value ofdkées B, series C and series D
preferred securities being refinanced. Accordinglya result of this refinancing, we recorded agaét to additional paid-in capital of $36.1
million attributable to common stockholders durthg third quarter of 2002. This net gain represtresexcess of the aggregate carrying
value of the series B, series C and series D pesfestock plus accrued and unpaid dividends of364llion over the fair value of the total
consideration transferred to the holders of sueffigpred securities of $29.1 million, or $35.2 noilli plus the previously recognized benefi
conversion feature on the series D preferred sp6§4.1 million, less fees and other costs of $28@, The net gain of $36.1 million was
recognized as an increase to net income attribeitalbldommon stockholders in the accompanying cateteld statement of operations for the
three and nine months ended September 30, 200@as thcluded in the determination of basic andtddwearnings (loss) per share of
continuing operations.
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Gain on Early Redemption of Redeemable Convertible Preferred Stock of Discontinued Operations. On August 29, 2001, we entered into an
exchange agreement pursuant to which we acquild® 836,049 shares of Strategy.com'’s series Agpred stock in exchange for 350,000
shares of our class A common stock. Based onltising price of our class A common stock of $24080 share on the consummation dat
the transaction and the carrying value of Stratamgy’s series A preferred stock of $53.6 milliontbat same date, the early redemption
resulted in a consolidated gain of $44.9 milliowmilattable to common stockholders. This gain repnésthe excess of the carrying value of
Strategy.com’s preferred stock over the fair valtieur class A common stock exchanged in the tictitasa

Deferred Revenue and Advance Payments

Deferred revenue and advance payments primarilesept product support and other services feesatbatollected in advance and
recognized over the contract service period andyblicense and product support and other seréEsrelating to multiple element
software arrangements for which the fair valueaafreelement cannot be established. Aggregate ddfszvenue and advance payments were
$24.7 million as of September 30, 2002 comparekP@4 million as of December 31, 2001. We expecetmgnize approximately $22.8
million of this deferred revenue and advance paymewer the next 12 months; however, the timing atichate recognition of our deferred
revenue and advance payments depends on our parfoenof various service obligations and the amofideferred revenue and advance
payments at any date should not be consideredaitigkcof actual revenues for any succeeding period.

Liquidity and Capital Resources

Our principal source of liquidity is our cash, castuivalents, short-term investments and on-goaiigction of our accounts receivable. On
September 30, 2002 and December 31, 2001, we ttad #2llion and $39.8 million of cash, cash equérd$, and short-term investments,
respectively, of which $6.1 million and $439,000swastricted cash as of September 30, 2002 anchidere31, 2001, respectively.

The following are our contractual obligations asatea with our restructuring plans, interest andate principal obligations and lease
commitments (in thousands):
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Twelve months ending September 30,

2003 2004 2005 2006 2007 Thereafter Total
Restructurin-related obligations
Leases (1 $ 6,24: $ 1,10¢ $ 924 $ 87t $ 33¢ $ 47¢ $ 9,967
Other 144 — — — — — 144
Restructuring-related obligation
net 6,387 1,10¢ 924 87t 33¢ 47¢ 10,11:

Other obligations
Interest on 7 1/2% series A
unsecured promissory notes 13,86 5,72¢ 5,70¢ 5,70¢ 4,75k — 35,76¢
Principal and interest due on
promissory notes issued in
preferred stock redemption &

exchange transactic 5,37( — — — — — 5,37(
Operating lease 10,85( 8,58¢ 7,94¢ 6,941 5,71C 15,12% 55,16
Other obligation: 30,08 14,31 13,65¢ 12,65( 10,46¢ 15,12} 96,29’
Total contractual cash obligatio
(©)] $ 36,47. $ 15,427 $ 14,57¢ $ 13,52¢ $ 10,80: $ 15,60¢ $ 106,40t

(1) Restructuring-related lease obligations includarested concessions, commission payments and obisés associated with
marketing our idle space for sublease of $2.8 amlind are reflected net of estimated subleasenead $8.9 million. Total gross
restructuring-related lease obligations are $16lllom We may incur additional charges and expemate cash than currently
expected if we are unable to sublet our idle spacthe estimated term

(2) The interest obligation on the 7 %% series A unsstnotes may be reduced if we exercise our rigbtépay the promissory
notes or convert the promissory notes into sharekaes A common stock prior to their June 24, 26@kurity date. Interest
charges began accruing on the settlement hearbegpflépril 2, 2001. As such, the interest obligatin 2002 includes interest
accrued in 2001 that will be paid in 2002 in acemce with the terms of the promissory notes. Irthivel quarter of 2002, we
repurchased an aggregate principal amount of $8liemof our 7 2% series A unsecured notes in exgje for an aggregate of
221,069 shares of class A common stock and $946nld@sh. As a result of these repurchases, oigatlin for accrued and
unpaid interest of approximately $1.0 million irethggregate was eliminated. The interest obligagfiacted in this table has
been reduced as a result of these repurchasesrofgsory notes

(3) In addition to the contractual cash obligationsitifeed above, we have 7 2% series A unsecuredsnetéch may be settled in
cash or common stock. If we elect to settle theserities in cash, we would be obligated to payrémaining $70.8 million
principal amount of the promissory notes in Jun@720These promissory notes are discussed mosetfelow.

Operating Activities

Net cash provided by operating activities was $dilBon for the nine months ended September 302268 compared to net cash use
operating activities of $26.6 million for the nimenths ended September 30, 2001. The change waarjyi attributable to an improvement

in operating results from continuing operations arskcrease in cash used for payment of accoupéblgaand accrued expenses. These cast
flow improvements are a result of the restructuatons discussed above.
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Investing Activities

Net cash used in investing activities was $6. liamlfor the nine months ended September 30, 20@@m@mpared to net cash provided
investing activities of $25.7 million for the nimeonths ended September 30, 2001. The change waarjlyi attributable to the $25.3 million
in restricted cash that was released during tisetiilf of 2001 in connection with the terminatmfrour prior credit facility. Also contributin
to the change was an increase in restricted ca$f.6fmillion in 2002 for use as collateral under New Security Agreement with Bank of
America, which secures outstanding letters of ¢iedhat amount. Additionally, we received $2.4lion in cash during the first half of 2001
relating to the sale of a 5% interest we held woige portal technology company that was purchaseanother company in exchange for
approximately 50% in cash and 50% in publicly-tchdemmon stock of the acquiring entity.

Financing Activities

Net cash used in financing activities was $12.0ionland $15.9 million for the nine months ende@t®mber 30, 2002 and 20(

respectively. On June 19, 2000, we issued 12,58festof our series A redeemable convertible predestock in a private placement to
institutional investors for $119.6 million, net affering costs of $5.4 million. On June 14, 200%, refinanced all but 650 shares of our series
A redeemable convertible preferred stock havintaged value of $6.5 million by redeeming or exchiagdhe remaining 11,850 shares of our
series A redeemable convertible preferred stodklbasvs:

« $12.5 million stated value of the series A rededmabnvertible preferred stock, or 1,250 sharesewedeemed for $12.5 million in
cash;

» $38.75 million stated value of the series A redddmaonvertible preferred stock and accrued dividesf $1.7 million on all series A
redeemable convertible preferred stock redeemedaranged were exchanged for 556,847 shares of A&lasmmon stock and $16.3
million stated value of series D convertible prederstock, or 1,626.1 shares, with a fixed coneergirice of $50.00 per shal

» $33.125 million stated value of the series A redddmaonvertible preferred stock were exchangedifoequivalent stated value of se
B redeemable convertible preferred stock, or 38%BRares, with a fixed conversion price of $12%60share, subject to adjustment at
maturity if we elected to mandatorily convert thebares into class A common sto

« $27.825 million stated value of the series A redddmaonvertible preferred stock were exchange@foequivalent stated value of sel
C redeemable convertible preferred stock, or 2 8Rares, with a fixed conversion price of $17%60share, subject to adjustment at
maturity if we elected to mandatorily convert thekares into class A common stock; i

» $6.3 million stated value of the series A redeemabhvertible preferred stock were exchanged fagciivalent stated value of series E
redeemable convertible preferred stock, or 630esh

On September 10, 2001, we paid $6.8 million in dastedeem all 630 shares of the series E prefataak for 105% of the stated value of
$6.3 million plus accrued and unpaid dividends I55,000. This cash redemption payment was subaligreguivalent to the carrying value
of the series E preferred stock on the date ofrmgdien.

In November 2001, holders of the series D prefestedk converted 175 shares of series D prefetexk $nto shares of class A common
stock at the fixed conversion price of $50.00 preare. As a result of the conversion, we issued@bghares of class A common stock. The
difference between the carrying value of the 17&reh of series D preferred stock at the time offemion and the par value of the class A
common stock into which the securities were comgevtas recorded as an increase in additional paddital.

On the June 19, 2002 maturity of the series A prefestock, the remaining 650 shares of seriesefepred stock mandatorily converted into
class A common stock based on a conversion prigaléq 95% of the average of the dollar-volume \Wwi#g average price of the class A
common stock during the 30 consecutive trading days
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immediately preceding the maturity date. As a itesiuthe conversion, we issued 487,402 sharesasch common stock based on a
conversion price of $13.34 per share, plus 7,488eshof class A common stock for accrued and urgigidends. The difference between
carrying value of the 650 shares of series A prefestock at the time of conversion and the parevaf the class A common stock into which
the securities were converted was recorded ascagase in additional paid-in capital.

On July 30, 2002, we entered into agreements veith éolder of our series B preferred stock, seZigseferred stock and series D preferred
stock to redeem or exchange all of our outstandarges B preferred stock, series C preferred stockseries D preferred stock held by such
holder. The agreements provided that if the holdersverted any shares of preferred stock into dassmmon stock prior to closing, the
number of shares of class A common stock to be@sti closing would be reduced by the number ofeshigsued upon conversion. Prior to
the closing, the holders converted $32.825 milktated value of series B preferred stock, $24.1dliomstated value series of C preferred
stock and all $14.511 million stated value of sefepreferred stock into an aggregate of 695,3&8eshof class A common stock. At the
closing of the redemption and exchange transactivAugust 6, 2002, we redeemed and exchanged rinimg outstanding shares of $0.3
million stated value of series B preferred stocl $8.68 million stated value of series C prefestxtk for the following consideration:

*  $10 million in cash
. $5 million in promissory notes which mature on J8ly 2003 and bear interest at a rate of 7.5% pauranpayable ser-annually;
. 697,728 shares of class A common stock;

. $20.96 million stated value of series F convertjirleferred stock, or approximately 2,096 sha

The fair value of the promissory notes issued imeetion with the refinancing transaction was eated on the date of issuance based on the
present value of future cash flows discounted atdwzing rates currently assumed to be availablel&tt with similar terms and maturities

and the market conditions in existence at the tiBased on these assumptions and conditions anstiaméd market borrowing rate of 18%,
a discount of $500,000 was computed on the promyissates during the third quarter of 2002, whictl ¥ amortized to interest expense
over the term of the promissory notes.

Dividends that would have otherwise accrued at@agh12.5% per annum on the series B preferrezksiad the series C preferred stock |
been eliminated as a result of the conversiongl@mdedemption and exchange transaction. As atyeseilexpect to save $7.6 million in
dividends per year that would have otherwise begd ip cash or in shares of class A common stock.

In August and September 2002, holders of the sérg®ferred stock converted approximately 1,580ehof series F preferred stock into
shares of class A common stock at the fixed comwerzrice of $15.00 per share. As a result of tieversions, we issued 1,052,934 shares of
class A common stock. The difference between theyicg value of the 1,580 shares of series F prefkstock at the time of conversion and
the par value of the class A common stock into Whie securities were converted was recorded axcegase in additional paid-in capital.

In October 2002, holders of the series F prefestedk converted the remaining 516 outstanding shafreeries F preferred stock into shares
of class A common stock at the fixed conversiongof $15.00 per share. As a result of the conwmssiwe issued 344,240 shares of class A
common stock. The difference between the carryalgevof the 516 shares of series F preferred stbtiie time of conversion and the par
value of the class A common stock into which theusigies were converted was recorded as an incieasgditional paid-in capital.

On July 25, 2002, we entered into a security agezerfihe “Security Agreement”) with Bank of American July 29, 2002, we terminated
our existing credit facility with Foothill Capit&orporation. Under the Security Agreement, BanRiwierica issued letters of credit for our
benefit which are currently secured by restrictashcequal to the balance of the outstanding
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letters of credit of $5.6 million.

As part of the class action litigation settlemegrtement, we issued 1% of the $80.3 million aggeepancipal amount of the promissory
notes, with a carrying value of $550,000, to tressimembers on June 24, 2002. The remaining 99k &80.3 million aggregate principal
amount of the promissory notes, with a carryingigadf $54.5 million, was issued on July 2, 2002. ifeurchased $9.5 million of such
promissory notes during the third quarter of 2002 aggregate carrying value of these promissotgsns included in long-term notes
payable in the accompanying consolidated balaneetsinterest on the notes began accruing on tliersent hearing date of April 2, 2001
the rate of 7.5% per annum and is payable semialynuith the first interest payment payable on Braber 24, 2002. Based on the current
outstanding principal amount of the notes of $70ilion, this December 24, 2002 interest paymentildde approximately $9.5 million,
which we expect to pay from our existing cash beadsnUnder the terms of these promissory notegxpect to pay interest of approximately
$5.3 million per year for 2003 and future periods.

In November 1999, we signed a three-year mastee lagreement to lease up to $40.0 million of compeguipment, of which we leased
approximately $17.8 million. Amounts outstandinglanthe lease schedules underlying the master kesseanterest at a rate equal to interest
on three-year U.S. treasury notes plus 1.5% to Z0&ovary in terms from two to three years. Assallteof the expiration of certain lease
schedules during the first nine months of 2002, amleased under the master lease agreement W2 iillion as of September 30, 2002.
Currently, we are unable to draw down additionabams under the lease agreement. However, we empiclimited, near-term, computer
equipment purchase needs that we expect will behmatigh cash on hand and other financial resources

As discussed above, we have taken various actioreatign our cost structure to better match oyeeted revenues including reducing our
workforce, consolidating our office space, reducangl limiting discretionary operating expensesuoétg capital expenditures, and
discontinuing the operations of Strategy.com.Addilly, we are exploring alternative financing agaments,which include credit facilities,
the sale of certain non-core assets, the saleuitiyeiq MicroStrategy or other financing sourcedtefnative debt or equity financing may not
be available on acceptable terms. If financingosavailable on acceptable terms, we are not aldelt certain non-core assets and/or we do
not achieve revenues and generate cash flow &i@ated levels, we will need to take further actiom reduce costs in order to improve
results from operations. Management believes thiatieg cash and cash anticipated to be generatethially by operations, if any, will be
sufficient to meet our working capital requiremeansl anticipated capital expenditures throughagtléhe end of 2002. As discussed above,
on July 29, 2002, we terminated our existing créatitlity and posted $5.6 million in cash to secautstanding letters of credit (Note 6). We
are also currently seeking to obtain a new crediify and a new letter of credit arrangement thiitnot require cash collateralization for 1
outstanding letters of credit. Our liquidity angital resources and ability to generate revenuesaject to various business and economic
risks discussed below under “Risk Factors.”

Recent Accounting Standards

In July 2001, the Financial Accounting StandardaiBiq“FASB”) issued Statement of Financial AccongtStandards (“SFAS”) No. 141,
“Business Combinations,” which addresses the firdmccounting and reporting for business combamatiand supersedes Accounting
Principles Board Opinion No. 16, “Business Comhana,” and SFAS No. 38, “Accounting for PreacquisitContingencies of Purchased
Enterprises,” and is applicable to business contisinga initiated after June 30, 2001. SFAS No. Jefjuires business combinations initiated
after June 30, 2001 to be accounted for using tinehase method of accounting and broadens theiarite recording intangible assets
separate from goodwill. Recorded goodwill and igihtes have been evaluated against the new craadahave not resulted in any
intangibles being reclassified to goodwill, norattatively, have any amounts initially recordedjasdwill been separately identified or
recognized apart from goodwill. The adoption oftsiatement as of January 1, 2002 did not haveerisdmpact on our consolidated
financial statements.

In July 2001, the FASB issued SFAS No. 142, “Godidavid Other Intangible Assets,” which is effectlyeginning in fiscal year 2002. This
statement addresses financial accounting and iegddr intangible assets acquired individuallywith a group of other assets at acquisition.
This statement also addresses financial accouatidgeporting for goodwill and other intangibleetsssubsequent to their acquisition. Under
SFAS No. 142, goodwill

38



Table of Contents

will not be amortized. Instead, the statement nexguthat entities perform an initial impairmentesssnent upon adoption and then again on at
least an annual basis or upon the occurrenceggfering events, if earlier, to identify potentiaagiwill impairment and measure the amount
of goodwill impairment loss to be recognized, iffaihe adoption of this standard as of Januan®@22lid not have a material impact on the
amortization of goodwill and intangible assetsgasdwill amortization in 2002 and prior periods vigsnaterial. Based on our intangible
assets as of September 30, 2002, we expect tadracmortization expense of approximately $500,00fvénfourth quarter of 2002, $1.3

million in 2003, $350,000 in 2004, $70,000 in 20$30,000 in 2006, $70,000 in 2007 and $280,00C:tf&ar.

In October 2001, the FASB issued SFAS No. 144, tAkting for the Impairment or Disposal of Long-LivAssets,” which is effective
beginning in fiscal year 2002. SFAS No. 144 supserevious guidance for financial accounting @mbrting for the impairment or
disposal of long-lived assets and for segmentstafsiness to be disposed of. SFAS No. 144 rethmfundamental provisions of existing
generally accepted accounting principles with rest@recognition and measurement of long-liveceagapairment contained in SFAS No.
121, “Accounting for the Impairment of Long Livedsgets and for Long-Lived Assets to be Disposed Béwever, SFAS No. 144 provides
new guidance intended to address certain signfficaplementation issues associated with SFAS Na, zluding expanded guidance with
respect to appropriate cash flows to be used, vehedftognition of any long-lived asset impairmantdquired, and if required, how to
measure the amount of impairment. SFAS No. 144ralgoires that any net assets or liabilities talisposed of by sale be reported at the
lower of carrying value or fair market value lessts to sell, and expands the reporting of disooetil operations to include any component
of an entity with operations and cash flows that loa clearly distinguished from the rest of the pany. The adoption of this statement as of
January 1, 2002 did not have a material impactwrconsolidated financial statements.

In November 2001, the FASB staff reached a conseasiEmerging Issues Task Force (“EITF”) Issue Me09, “Accounting for
Consideration Given by a Vendor to a Customer Reseller of the Vendor’s Products.” EITF No. 0lg@®cludes that consideration from a
vendor to a customer or a reseller is a reductfahenselling price of the vendor’s products owvgms and, therefore, should be characterized
as a reduction of revenue when recognized in themeés income statement. EITF No. 01-09 is effexfor fiscal years beginning after
December 15, 2001 and all prior period amountsexaired to be reclassified to conform to the aurperiod presentation. The adoption of
this standard as of January 1, 2002 did not hayeémapact on our consolidated financial statements.

In November 2001, the FASB staff issued EITF Tdpi¢03, “Income Statement Characterization of Reirabments Received for ‘Out-of-
Pocket’ Expenses Incurred,” which has subsequéetiyn recharacterized as EITF Issue No. 01-14. EI@.F01-14 requires that
reimbursements received from customers for outemkpt expenses, such as airfare, mileage, hoted,sdad out-of-town meals, be
characterized as revenues in the consolidatedhstateof operations. EITF No. 01-14 is effective d&drfiscal years beginning after December
15, 2001, and requires reclassification of all pperiod amounts to conform to the current pericebpntation. During the three and nine
months ended September 30, 2002, we classified,$264nd $856,000, respectively, of such reimbuecsgebf-pocket expenses as product
support and other services revenues. The conseliddatements of operations for the three andmimths ended September 30, 2001 have
been reclassified to include $357,000 and $1.4amilrespectively, of such reimbursed out-of-poekgienses as product support and other
services revenues with a corresponding increaseshof product support and other services. Thetiato of this standard as of January 1,
2002 had no impact on our net income (loss) foipirgods presented.

In April 2002, the FASB issued SFAS No. 145, “Resin of FASB Statements No. 4, 44 and 64, AmendofdhrASB Statement No. 13,
and Technical Corrections.” SFAS No. 145 clarifyegsdance related to the reporting of gains andel®$om extinguishment of debt and
resolves inconsistencies related to the requiredwatting treatment of certain lease modificati®BAS No. 145 is effective for financial
statements issued for fiscal years beginning diy 15, 2002. We have elected early adoption optieeisions of this statement.

In July 2002, the FASB issued SFAS No. 146, “Acammfor Costs Associated with Exit or Disposal iittes.” SFAS No. 146 nullifies the
guidance in EITF Issue No. 94-3, “Liability Recogon for Certain Employee Termination Benefits @ither Costs to Exit an Activity
(including Certain Costs Incurred in a RestructgyihUnder EITF No. 943, an entity recognized a liability for an exit tos the date that tl
entity committed itself to an exit plan. In SFAS.N@6, the FASB acknowledges that an entity’s cotmmint to a plan does not, by itself,
create a present obligation to the other partiasrtteets the definition of a liability and requitbat a liability for a cost that is associatedhwit
an exit or disposal activity be recognized whenliddglity is incurred. It also establishes that
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fair value is the objective for the initial measuent of the liability. SFAS No. 146 will be effeati for exit or disposal activities that are
initiated after December 31, 2002. The adoptiothis standard is not expected to have a mateffiattedn our financial position or results of
operations.

Risk Factors

You should carefully consider the risks describebbly before making an investment decision. Thesrakd uncertainties described below
not the only ones facing our company. Additionsksi and uncertainties not presently known to ubkatrwe currently deem immaterial may
also impair our business operations.

If any of the following risks actually occur, oundiness, financial condition or results of operaticould be materially adversely affected. In
such case, the trading price of our class A comstock could decline and you may lose all or pagtafr investment.

We have experienced losses in the past and expedexline in gross revenue

We have incurred significant operating losses rhe# the last three years. We incurred net 10e§&880.9 million, $261.3 million and $33.7
million for the years ended December 31, 2001, 2001999, respectively. As of September 30, 2602accumulated deficit was $ 346.6
million. We expect our gross revenue to declinefftbe year ended December 31, 2001 to the yeangmicember 31, 2002.

We generated net income for the nine month penaling September 30, 2002; however, we may not leesalstain or increase profitability
on a quarterly or annual basis in the future. Verauie declines more significantly than we anti@pat if operating expenses exceed our
expectations or cannot be adjusted accordinglybasiness, results of operations and financial itmmdwill be materially and adversely
affected.

We may need additional financing which could be dffcult to obtain

We may require additional external financing thriowgedit facilities, sale of additional debt or #égusecurities in MicroStrategy or by
obtaining other financing facilities to support ayperations. Obtaining additional financing will febject to a number of factors, including:

* market conditions

* our operating performance; a

e investor sentimen

These factors may make the timing, amount, terrdscanditions of additional financing unattractiveus. If we are unable to raise capital
needed to fund our operations, our business, dpgnagsults and financial condition may be matériahd adversely affected.

Our quarterly operating results, revenues and expeses may fluctuate significantly, which could haveraadverse effect on the market
price of our stock

For a number of reasons, including those desctiedalv, our operating results, revenues and expenags/ary significantly from quarter to
quarter. These fluctuations could have an advdfeet®n the market price of our class A commortlsto

Fluctuations in Quarterly Operating Results. Our quarterly operating results may fluctuate essalt of:

» the size, timing and execution of significant osdand shipment:

» the mix of products and services of customer ordeinsch can affect whether we recognize revenuadpe signing and delivery of our
software products or whether revenue must be rézedras work progresses or over the entire conprexibd;

» the timing of new product announcemel
» changes in our pricing policies or those of our petitors;
» market acceptance of business intelligence softganerally and of new and enhanced versions opmducts in particulal

» the length of our sales cycle



changes in our operating expens
personnel change

our success in adding to our indirect distributibannels
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» utilization of our consulting personnel, which dameffected by delays or deferrals of customer é@mgntation of our software products
and consulting, education and support servi

« changes in the value of the warrants to purcha8e698 shares of class A common stock, increasesich will have the effect of
reducing our reported operating results and deessiaswhich will have the effect of increasing ouiarterly operating result

» changes in foreign currency exchange rates;

» seasonal factors, such as our traditionally loveerepof new sales in the summr

Limited Ability to Adjust Expenses. We base our operating expense budgets on expestedue trends. Many of our expenses, such as office
and equipment leases, are relatively fixed. We bwaynable to adjust spending quickly enough teedfisly unexpected revenue shortfall.
Accordingly, any shortfall in revenue may causesigant variation in operating results in any dear

Based on the above factors, we believe that queotguarter comparisons of our operating resuktssnart a good indication of our future
performance. It is possible that in one or morariguarters, our operating results may be belevegpectations of public market analysts
and investors. In that event, the trading pricewfclass A common stock may fall.

We may lose sales, or sales may be delayed, du¢tte long sales and implementation cycles for our pducts, which would reduce our
revenues

To date, our customers have typically invested tsulbigl time, money and other resources and inebigany people in the decision to lice
our software products and purchase our consultiigosher services. As a result, we may wait ninatimor more after the first contact with
a customer for that customer to place an orderenthidy seek internal approval for the purchasaiopooducts and/or services. During this
long sales cycle, events may occur that affecstbe or timing of the order or even cause it taéeceled. For example, our competitors may
introduce new products, or the customer’s own btidgd purchasing priorities may change.

Even after an order is placed, the time it takedetoloy our products and complete consulting engeges varies widely from one custome
the next. Implementing our product can sometimsisdaveral months, depending on the customer’ssreed may begin only with a pilot
program. It may be difficult to deploy our produiftthe customer has complicated deployment requéires, which typically involve
integrating databases, hardware and software fiiffareht vendors. If a customer hires a third paotygleploy our products, we cannot be ¢
that our products will be deployed successfully.

Our recognition of deferred revenue and advance pagents is subject to future performance obligationgnd may not be representativ
of revenues for succeeding periods

Our deferred revenue and advance payments were B2#ion as of September 30, 2002. The timing atiiginate recognition of our deferred
revenue and advance payments depend on our perfoenad various service obligations. Because opthssibility of customer changes in
development schedules, delays in implementationdawelopment efforts and the need to satisfactpeiform product support services,
deferred revenue and advance payments at anyylartoate may not be representative of actual needéor any succeeding period.
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The issuance of class A common stock upon a conviersof our 7 2% series A unsecured notes could relin a substantial number of
additional shares of class A common stock being issd

We have outstanding $70.8 million principal amooibur 7 2% series A unsecured notes as part lafss action litigation settlement. We
have the option at any time prior to the expiratidthe five-year term of the notes to convertnbges into a number of shares of class A
common stock equal to the principal amount of thees being converted divided by 80% of the dollalumne weighted average trading price
of the class A common stock over a ten-day periedgrling our delivery of a notice of conversionjchircould result in a substantial number
of shares of class A common stock being issuedekample, if the conversion price of the notes werged on the dollar-volume weighted
average trading price of the class A common staring the 10 trading days ending November 1, 2@@2would be obligated to issue
7,014,627 shares of class A common stock if wetedeto convert the remaining notes. In additionyéfelect to convert the notes at prices
that would result in the issuance of shares wittaaket value in excess of the value of the not#sated on our balance sheet, we would il

a non-cash charge to earnings at the time of csimreequal to the amount of such excess, and figigye could be substantial. The issuance
of a substantial number of shares of class A comstack upon future conversions of the notes mayltr@s substantial dilution to the
interests of holders of class A common stock any ragult in downward pressure on the price of dasA common stock.

We have substantial real estate lease commitmentrfunoccupied space and if we are unable to subl#tis space on acceptable terms
our operating results and financial condition couldbe adversely affected

We are party to real estate leases for approximaf3,000 square feet that are unoccupied. We bstablished a restructuring reserve of
$9.7 million related to the costs of dispositiortlts space as of September 30, 2002. In estamjghis reserve, we have assumed that we
will be able to sublet the available space andivecgpproximately $8.9 million of sublease incorakating to this space. We may not be able
to sublet this space on the assumed terms. If everable to do so, we would incur additional restiing costs relating to these leases and
would expend more cash than currently expected;iwtould have an adverse effect on our operatisgiteeand financial condition.

We face intense competition, which may lead to lowgrices for our products, reduced gross margins,dss of market share and
reduced revenue

The markets for business intelligence softwarelydical applications, and narrowcast messagingrieldyies are intensely competitive and
subject to rapidly changing technology. In additiorany of our competitors in these markets areriofffe or may soon offer, products and
services that may compete with MicroStrategy présluc

MicroStrategy’s most direct competitors provide:

» business intelligence softwal
* OLAP tools;
» query and reporting tool

» wek-based static reporting tools; a
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 information delivery and proactive reportir
Each of these markets is discussed more fully below

Business Intelligence Software. Makers of business intelligence software providsifess intelligence capabilities designed for ird&gn,
customization and application development. Leadimglyst firms classify companies such as Microsofcle, Hyperion Solutions, SAP A
Computer Associates and SAS to be leading providfebsisiness intelligence software.

OLAP Tools. Companies that build software to perform onlinelgieal processing (OLAP) provide offerings compigg with the core
MicroStrategy 7i platform. Whether web-based oemiiserver, these tools give end users the abiliquery underlying data sources without
having to hand code structured query language egievlost OLAP tools allow users to build their ogaiculations and specify report layouts
and other options. Additionally, OLAP tools providsers the ability to navigate throughout the ulyiteg data in an easy, graphical mode,
often referred to as drilling. Providers of OLARI®include Cognos, Hyperion Solutions, Brio SofteydBM, Crystal Decisions and
Microsoft.

Query and Reporting Tools. Query and reporting tools allow large numbers af esers to gain access to pre-defined reportsrigle
analysis. Often the end users are able to speaifiessort of run-time criteria that customizes #wuit set for that particular person. Some
limited drilling is also provided. Companies whigfoduce query and reporting tools include Busigsjgcts, Cognos, Oracle, Crystal
Decisions, nQuire, Information Builders and Bridt®are.

Web-based Satic Reporting Tools. Companies that offer software to deliver pre-bfiorts for end user viewing and consumption caa al
compete with MicroStrategy. These applicationsroféek the sophistication, robustness and scatalifiMicroStrategy’s platform, but can
be attractive for small, departmental applicatidrendors in this category include Actuate, Busin@bgects, Crystal Decisions, Microsoft ¢
SAS.

Information Delivery and Proactive Reporting. Companies that focus on the proactive delivenynfifrimation, via e-mail, website or other
medium can compete with MicroStrategy’s offerinfgpically, these tools serve to push out compikgabrts on a scheduled basis to sets of
users based on job type. MicroStrategy softwardrtagrated this technology into the MicroStrat&gplatform. Vendors of such technology
include Actuate and Business Objects.

Many of our competitors have longer operating hie& significantly greater financial, technicalarketing or other resources, and greater
name recognition than we do. In addition, manywfa@mpetitors have strong relationships with aureend potential customers and
extensive knowledge of the business intelligendestry. As a result, they may be able to responcerquickly to new or emerging
technologies and changes in customer requiremeisvote greater resources to the development,gfomand sale of their products than
we can. Increased competition may lead to prics, catiuced gross margins and loss of market s&geannot be sure that we will be able
to compete successfully against current and futampetitors or that the competitive pressures we faill not have a material adverse effect
on our business, operating results and financiadlition.

Current and future competitors may also make gjiat@cquisitions or establish cooperative relatigps among themselves or with others,
doing so, they may increase their ability to mbaetrieeds of our potential customers. Our curreptaspective indirect channel partners may
establish cooperative relationships with our curmerfuture competitors. These relationships maytlour ability to sell our products through
specific distribution channels. Accordingly, newrgeetitors or alliances among current and futureppetitors may emerge and rapidly gain
significant market share. These developments doatich our ability to obtain maintenance revenueséw and existing product licenses on
favorable terms.

If we are unable to recruit or retain skilled persanel, or if we lose the services of any of our kayanagement personnel, our business,
operating results and financial condition would bematerially adversely affected

Our future success depends on our continuing plbdiattract, train, assimilate and retain hightifled personnel. Competition for these
employees is intense. We may not be able to retaicurrent key employees or attract, train,
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assimilate or retain other highly skilled personinghe future. Our future success also depentirge part on the continued service of key
management personnel, particularly Michael J. Saglar Chairman and Chief Executive Officer, andj84a<. Bansal, our Vice Chairman,
Executive Vice President and Chief Operating Offitiewe lose the services of one or both of theskéviduals or other key personnel, or if
we are unable to attract, train, assimilate araimehe highly skilled personnel we need, our bessn operating results and financial condition
could be materially adversely affected.

Our inability to develop and release product enhanements and new products to respond to rapid technogjical change in a timely and
cost-effective manner would have a material adverseffect on our business, operating results and fimeial condition

The market for our products is characterized bydrggrhnological change, frequent new product bhiidions and enhancements, changing
customer demands and evolving industry standaifis ifftroduction of products embodying new techni@sgan quickly make existing
products obsolete and unmarketable. We believeotivafuture success depends largely on three fctor

e our ability to continue to support a number of papwperating systems and databa
* our ability to maintain and improve our currentguot line; anc

» our ability to rapidly develop new products thahi@ve market acceptance, maintain technologicalpatitiveness and meet an expant
range of customer requiremer

Business intelligence applications are inherentiyplex, and it can take a long time to develop teistimajor new products and product
enhancements. In addition, customers may delay poechasing decisions because they anticipatenthator enhanced versions of our
products will soon become available. We cannotuse that we will succeed in developing and markgton a timely and costffective basis
product enhancements or new products that resmotetthnological change, introductions of new coiitipetproducts or customer
requirements, nor can we be sure that our new ptedund product enhancements will achieve marlaance.

The emergence of new industry standards may advergeaffect our ability to market our existing products

The emergence of new industry standards in refdtts may adversely affect the demand for ourtegsproducts. This could happen, for
example, if new web standards and technologiesgadehat were incompatible with customer deploymehiour products. Although the
core database component of our business intellggsalutions is compatible with nearly all enterprs&rver hardware and operating system
combinations, such as OS/390, AS/400, Unix and Wirs] our application server component runs onlghenwWindows NT and Windows
2000 operating systems. Therefore, our abilityntwéase sales currently depends on the continuegbtance of the Windows NT and
Windows 2000 operating systems.

If the market for business intelligence software fis to grow as we expect, or if businesses fail &mlopt our products, our business,
operating results and financial condition would bematerially adversely affected

Nearly all of our revenues to date have come fratassof business intelligence software and reltteknical support, consulting a
education services. We expect these sales to acfmumlarge portion of our revenues for the feesble future. Although demand for
business intelligence software has grown in regeats, the market for business intelligence softveguplications is still emerging. Resista
from consumer and privacy groups to increased cawiaieollection and use of data on spending pastend other personal behavior may
impair the further growth of this market, as malyestdevelopments. We cannot be sure that this matkecontinue to grow or, even if it
does grow, that businesses will adopt our solutigvis have spent, and intend to keep spending, deradile resources to educate potential
customers about business intelligence softwareinmeal and our solutions in particular. However,caenot be sure that these expenditures
will help our products achieve any additional maikeceptance. If the market fails to grow or gramare slowly than we currently expect,
our business, operating results and financial cmrdivould be materially adversely affected.
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Because of the rights of our two classes of commetock, and because we are controlled by our existirholders of class B common
stock, these stockholders could transfer control dflicroStrategy to a third party without anyone elsés approval or prevent a third
party from acquiring MicroStrategy

We have two classes of common stock: class A constazrk and class B common stock. Holders of owsschacommon stock generally
have the same rights as holders of our class B amstock, except that holders of class A commocokshave one vote per share while
holders of class B common stock have ten votesipame. As of November 1, 2002, holders of our dlasemmon stock owned or controlled
4,643,134 shares of class B common stock, or 84{0%te total voting power. Michael J. Saylor, ourdtman and Chief Executive Officer,
controlled 44,142 shares of class A common stock3an09,022 shares of class B common stock, o6 bflthe total voting power, as of
November 1, 2002. Accordingly, Mr. Saylor is aldecontrol MicroStrategy through his ability to deténe the outcome of elections of ¢
directors, amend our certificate of incorporatiol &ylaws and take other actions requiring the woteonsent of stockholders, including
mergers, going-private transactions and other esdiaary transactions and their terms.

Our certificate of incorporation allows holdersotdss B common stock, almost all of whom are cureemployees or former employees of
company or related parties, to transfer sharetagb@ common stock, subject to the approval afldtolders possessing a majority of the
outstanding class B common stock. Mr. Saylor oraup of stockholders possessing a majority of thistanding class B common stock
could, without seeking anyone else’s approval, si@mnvoting control of MicroStrategy to a third parSuch a transfer of control could have a
material adverse effect on our business, operagisglts and financial condition. Mr. Saylor wilsalbe able to prevent a change of control of
MicroStrategy, regardless of whether holders af<l& common stock might otherwise receive a prenfamtheir shares over the then
current market price.

We rely on our strategic channel partners and if weare unable to develop or maintain successful rel@nships with them, our business
operating results and financial condition will sufer

In addition to our direct sales force, we rely tnategic channel partners, such as value-addetamsseystem integrators and original
equipment manufacturers to license and supponpmgducts in the United States and internation&tiyarticular, for the nine months ended
September 30, 2002 and the years ended Decemb20@1L,, 2000 and 1999, channel partners accountedifectly or indirectly,
approximately 29.7%, 35.4%, 45.0% and 39.2% oftotal product license revenues, respectively. anoel partners generally offer
customers the products of several different comggrincluding some products that compete with cdithough we believe that direct sales
will continue to account for a majority of produicense revenues, we are seeking to increasebedéindirect sales activities through our
strategic channel partners; however, we may naulbeessful in our efforts to continue to expandréad sales in this manner. We may not be
able to attract strategic partners who will maxkat products effectively and who will be qualifismprovide timely and cost-effective
customer support and service. Our ability to aohiewenue growth in the future will depend in martour success in developing and
maintaining successful relationships with thosatstgic partners. If we are unable to develop ontaa our relationships with these strategic
partners, our business, operating results anddiaboondition will suffer.

We have only limited protection for our proprietary rights in our software, which makes it difficult to prevent third parties from
infringing upon our rights

We rely primarily on a combination of copyrighttpat, trademark and trade secret laws, customemding agreements, employee and third-
party nondisclosure agreements and other methgui®tect our proprietary rights. However, thesed@and contractual provisions provide
only limited protection. Despite our efforts to fect our proprietary rights, unauthorized parties/rattempt to copy or otherwise obtain and
use our products or technology. Policing such umaniged use is difficult, and we cannot be certhat we can prevent it, particularly in
countries where the laws may not protect our petary rights as fully as in the United States.

Our products may be susceptible to claims by othezompanies that our products infringe upon their prgorietary rights, which could
adversely affect our business, operating results drfinancial condition

As the number of software products in our targetkets increases and the functionality of these petsdfurther
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overlaps, we may become increasingly subject tinsldy a third party that our technology infringegh party’s proprietary rights.
Regardless of their merit, any such claims coultirhe consuming and expensive to defend, may diwariagement’s attention and
resources, could cause product shipment delays@uld require us to enter into costly royalty aelising agreements. If successful, a claim
of infringement against us and our inability tceelise the infringed or similar technology could haveaterial adverse effect on our business,
operating results and financial condition.

On October 17, 2001, Business Objects, S.A. filetagainst us in the United States District Cdartthe Northern District of California,
claiming that our software infringes a patent issteeBusiness Objects relating to relational dagelmccess. The suit seeks injunctive relief
and unspecified monetary damages. We have filethawer denying the allegations in the Complaintfzemlfiled a declaratory judgment
counterclaim seeking to have Business Objects'pateclared invalid and unenforceable against usiahdate has not yet been set in the
Northern District of California action. We intenal ¥igorously defend the cas

On October 31, 2001, we filed suit against Busir@gjects, S.A. and its American subsidiary, Bussn®@bjects Americas, Inc. (collectively,
“Business Obijects”), in the United States Dist@ciurt for the Eastern District of Virginia, claingrihat Business Objects software infringes
two patents held by us relating to asynchronousrabaf report generation using a web browser asgistem and method of adapting
automatic output of OLAP reports to disparate usgput devices. On April 2, 2002, we amended ounnglaint against Business Objects to
add claims for violations of the federal Computeael and Abuse Act, misappropriation of trade gscend tortious interference with
contractual relations. On May 13, 2002, we submhitte agreed order to further amend our complaiainat) Business Objects to add claims
for violations of the Virginia Conspiracy Act. Weeaseeking monetary damages and injunctive reliaf. patent claims have been stayed
pending the conclusion of reexamination proceedbejere the United States Patent & Trademark Offical on all non-patent claims is
scheduled to commence on May 20, 2003.

Managing our international operations is complex ad our failure to do so successfully or in a cost-ffctive manner would have a
material adverse effect on our business, operatingsults and financial condition

International sales accounted for 35.4%, 34.1%9%5%nd 24.0% of our total revenues for the ninetimoanded September 30, 2002 and for
the years ended December 31, 2001, 2000 and 1&88:atively. Our international operations requigaiicant management attention and
financial resources.

There are certain risks inherent in our internatldousiness activities including:

. changes in foreign currency exchange re

. unexpected changes in regulatory requiremt

. tariffs and other trade barriel

. costs of localizing products for foreign countri

. lack of acceptance of localized products in foreigontries;

. longer accounts receivable payment cyc

. difficulties in managing international operatio

. tax issues, including restrictions on repatriatagnings

. weaker intellectual property protection in otheucuies;

. economic weakness or currency related crises thgtarise in different countries or geographic ragianc

. the burden of complying with a wide variety of fige laws.
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These factors may have a material adverse effeotiofuture international sales and, consequeatiygur business, operating results and
financial condition.

The nature of our products makes them particularlyvulnerable to undetected errors, or bugs, which cdd cause problems with how
the products perform and which could in turn reducedemand for our products, reduce our revenue and bk to product liability
claims against us

Software products as complex as ours may contaimseor defects. Although we test our productsresitely, we have in the past discovered
software errors in new products after their intrctthin. Despite testing by us and by our current poténtial customers, errors may be found
in new products or releases after commercial shiyenigegin. This could result in lost revenue oagslin market acceptance, which could
have a material adverse effect upon our busin@esating results and financial condition.

Our license agreements with customers typicallytaiarprovisions designed to limit our exposure iodoict liability claims. It is possible,
however, that these provisions may not be effeativeier the laws of certain domestic or internatiqundsdictions. Although there have been
no product liability claims against us to date, icense and support of products may involve thk of these claims. A successful product
liability claim against us could have a materiak@rde effect on our business, operating resultdiaadcial condition.

The price of our stock may be extremely volatile
The market price for our class A common stock hstically been volatile and could fluctuate siggantly for any of the following reasons:

e quarte-to-quarter variations in our operating resu

» developments or disputes concerning proprietatytsi
» technological innovations or new produc

e governmental regulatory actic

« general conditions in the software indus

* increased price competitio

» changes in revenue or earnings estimates by agg

« any change in the actual or expected amount ofiglilattributable to issuances of additional shafedass A common stock as a result
of conversions of our ¥ series A unsecured notes;

» other events or factor
Many of the above factors are beyond our control.

The stock market has recently experienced extraine and volume fluctuations. These fluctuationgehparticularly affected the market
price of many software companies, often withoutrdgo their operating performance.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The following discussion about our market risk thsares involves forward-looking statements. Actealults could differ materially from
those projected in the forward-looking statemeWws.are exposed to the impact of interest rate atmagd foreign currency fluctuations.

Interest Rate Risk

Our exposure to market risk for changes in intengsts relates primarily to our cash equivalentssirort-term investments. We invest our
excess cash in shaerm, fixed income financial instruments. Thesedixate investments are subject to interest rsfkeand may fall in valu
if market interest rates increase. If market irgerates were to increase immediately and unifoiloglyt0% from the levels at September 30,
2002, the fair market value of the portfolio wodlecline by an immaterial amount. We have the gtiitithold our fixed income investments
until maturity and, therefore, we do not expect operating results or cash flows to be materidfigcied by a sudden change in market
interest rates on our investment portfolio.

Foreign Currency Risk

We face exposure to adverse movements in foreigermcy exchange rates. Our international revennd®apenses are denominated in
foreign currencies, principally the Euro and théighn pound sterling. The functional currency otleaf our foreign subsidiaries is the local
currency. Our international business is subjecistcs typical of an international business, inchgdibut not limited to differing tax structures,
other regulations and restrictions, and foreigrhaxge rate volatility. Based on our overall curserate exposure at September 30, 2002, a
10% change in foreign exchange rates would haveahachmaterial effect on our financial positionsults of operations and cash flows. As a
percentage of total revenues, international reveiguew from 34.8% to 35.0% for the three monthsedrSlieptember 30, 2001 and 2002,
respectively, and from 33.4% to 35.4% for the mimanths ended September 30, 2001 and 2002, resplgctiVe anticipate that international
revenues will continue to account for a significamtount of total revenues. To date, we have nagdebthe risks associated with foreign
exchange exposure. Although we may do so in thedutve cannot be sure that any hedging technigeesay implement will be successful
or that our business, results of operations, firdmondition and cash flows will not be materiadigiversely affected by exchange rate
fluctuations. In the latter part of 2001 and throogt 2002, there has been extensive economic tuimArgentina, which has resulted in a
significant devaluation of the Argentine peso. Reues from our operations in Argentina accountedf6%o of total revenues during each of
the three and nine months ended September 30, B&sjizctively. We believe that our economic expesuthat region is not significant.

ITEM 4. CONTROLS AND PROCEDURES

(a) Evaluation of disclosure controls and procedures. Based on their evaluation of the Company’s dsate controls and procedures (as
defined in Rules 13a-14(c) and 15d-14(c) undeiStbeurities Exchange Act of 1934) as of a date wiglti days of the filing date of this
Quarterly Report on Form 10-Q, the Company’s chiefcutive officer and chief financial officer hasencluded that the Company’s
disclosure controls and procedures are designedsore that information required to be disclosethieyCompany in the reports that it files
submits under the Exchange Act is recorded, preckssimmarized and reported within the time pergpaified in the SEC's rules and
forms and are operating in an effective manner.

(b) Changesininternal controls. There were no significant changes in the Comijsaingernal controls or in other factors that could
significantly affect these controls subsequenhtodate of their most recent evaluation.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
Actions Arising under Federal Securities Laws

From March through May 2000, twenty-five class @atttomplaints were filed in federal courts in vasqurisdictions alleging that the
Company and certain of its officers and directaotated section 10(b) of the Securities Exchangeckd 934, as amended (the “Exchange
Act”), Rule 10b-5 promulgated thereunder, and sac#i0(a) and section 20A of the Exchange Act. Tam@any’s outside auditor,
PricewaterhouseCoopers LLP, was also named in fwleecsuits. The complaints contained varying atems, including that the Company
made materially false and misleading statements reggpect to its 1999, 1998 and 1997 financialltesuits filings with the Securities and
Exchange Commission (“SEC”), analysts’ reportsspneleases and media reports. In June 2000, poéstive class action lawsuits were
consolidated in the United States District Courttf® Eastern District of Virginia. On July 7, 20@0e lead plaintiffs filed an amended class
action complaint naming the Company, certain obfficers and directors, and PricewaterhouseCodplePsas defendants. The amended
class action complaint alleged claims under sedtiiv), section 20(a) and section 20A of the Exgleafict.

On October 23, 2000, the Company, its officers dinectors named as defendants, and plaintiffs’ selantered into a settlement agreement
in the consolidated class action. The districtttapproved the settlement on April 2, 2001. Orrdéhal2, 2002, the court entered the final
distribution order allowing distribution of the #etment consideration.

During the second quarter of 2002, the amount osicteration to be issued to individual class mempersuant to the settlement agreements
relating to the private securities class actiorsiaitvand the shareholder derivative lawsuit (désdribelow under the caption “Delaware
Derivative Litigation”) was determined to be: () aggregate principal amount of $80.3 million & thbompany’s 7 2% series A unsecured
notes, which have a five-year maturity and bearest at 7.5% per year, payable semi-annually292)330 shares of class A common stock;
(3) warrants to purchase 189,698 shares of clasamon stock at an exercise price of $400.00 paeshvith the warrants expiring on June
24, 2007; and (4) approximately $5,000 in castetdesremaining fractional interests. On June 202 all of the common stock, warrants
and cash were issued to the class members. The&gnissued 1% of the aggregate principal amoutiteopromissory notes on June 24,
2002 and issued the remaining 99% of the aggregateipal amount of the promissory notes on Jul2@)2. Upon issuance of the
instruments described above, the Company compiestelistribution of the consideration under thespté securities class action settlement.

Delaware Derivative Litigation

On June 30, 2000, a shareholder derivative actamfiled in the Delaware Court of Chancery seekampvery for various alleged breaches
of fiduciary duties by certain of the Company’saditors and officers relating to its restatemerftnaincial results. On October 23, 2000, the
Company, the directors and officers named as daf#sdand the derivative plaintiff reached an agesdrm principle settling the derivative
action. At a hearing on August 7, 2001, the Chgn€murt approved the derivative settlement agregmender this agreement, the
Company has added two new independent directolsfindince experience to the audit committee oBdard of Directors and will ensure
continued adherence with applicable legal and e¢gun} requirements regarding the independencedif eammittee members and trading
insiders. On November 7, 2001, as a part of thivakire settlement agreement and in satisfactioa odndition to the distribution of the
securities issued as part of the class actioresettht, Michael J. Saylor, Chairman of the BoarBioéctors and Chief Executive Officer,
Sanju K. Bansal, Vice Chairman, Executive Vice Riest and Chief Operating Officer, and Mark S. Lignformer Chief Financial Officer,
tendered to the Company for cancellation an agg¢eenfal 68,350 shares of class A common stock helithém. Upon issuance of the
instruments described under the caption “ActionisiAg under Federal Securities Laws” above, the amg completed distribution of the
consideration under the shareholder derivativeadettlement.
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Business Objects Litigation

On October 2, 2001, the Company filed a lawsuth@Virginia Circuit Court for Fairfax County agairtwo field employees of Business
Objects, S.A. (“BO”). This lawsuit alleged that seeemployees, who previously worked for the Comphlrsached their fiduciary and
contractual obligations to the Company by, amomgiothings, misappropriating its trade secretsa@mdidential information and soliciting
employees and customers. The complaint soughtctiperelief and damages of at least $3 million. @stober 17, 2001, BO filed suit
against the Company in the United States DistrarCfor the Northern District of California, claing that the Company’s software infringes
a patent issued to BO relating to relational dagatzccess. The suit seeks injunctive relief angagiied monetary damages. MicroStrategy
has filed an answer denying the allegations inGbmplaint and has filed a declaratory judgment texataim seeking to have Business
Objects’patent declared invalid and unenforceable againstd8trategy. A trial date has not yet been sé¢tiéNorthern District of Californ
action. The Company intends to vigorously defereddse.

On October 31, 2001, the Company filed suit agadusiness Objects, S.A. and its American subsidiBnginess Objects Americas, Inc.
(collectively, “BQ"), in the United States Distri€tourt for the Eastern District of Virginia, claing that BO’s software infringes two patents
held by the Company relating to asynchronous cbofreeport generation using a web browser andséesy and method of adapting
automatic output of OLAP reports to disparate usgput devices. On March 13, 2002, the Companyntahily dismissed without prejudice
its lawsuit pending in the Virginia Circuit CoudrfFairfax County against the two field employe&€B0. On April 2, 2002, the Company
amended its complaint against BO to add claimwifaliations of the federal Computer Fraud and Abdsg misappropriation of trade secre
and tortious interference with contractual relasioBn May 13, 2002, the Company submitted an agvedet to further amend its complaint
against BO to add claims for violations of the \tiig Conspiracy Act. The Company is seeking motyetiamages and injunctive relief. The
patent claims are stayed, pending the conclusisaexfamination proceedings before the United SRétsnt & Trademark Office. Trial on
non-patent claims is scheduled to commence on Mag@03.

Other Proceedings

The Company is also involved in other legal proaegsithrough the normal course of business. Managebelieves that any unfavorable
outcome related to these other proceedings wilhaot a material effect on the Company’s finangtlition, results of operations or cash
flows.

ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS
Reverse Stock Split

The Company implemented a reverse split of its comstock at a ratio of one-foen, which became effective at 5:00 p.m. on July2802.
The reverse stock split reduced the number of shafrelass A common stock then outstanding front@pmately 58.6 million to 5.86
million and the number of shares of class B comstook then outstanding from approximately 46.4iollto 4.64 million. As a result of tl
reverse stock split, the Company’s outstanding avdsrto purchase an aggregate of 1,896,980 shiacksse A common stock, with an
exercise price per share of $40.00, listed on theddq National Market under the trading symbol “NRSW,” automatically adjusted in
accordance with their terms and became exercisable89,698 shares with an adjusted exercise fi¢d&00.00 per share.

Securities Issued Pursuant to Class Action SettlemeAgreement

In connection with the settlement of the privatewsiies class action lawsuit and shareholder dd¢ixie action described under the captions
“Actions Arising under Federal Securities Laws” diatlaware Derivative Litigation” above, the Compyaasued to class members: (1) an
aggregate principal amount of $80.3 million of @@mpany’s 7 2% series A unsecured notes, which adie-year maturity and bear
interest at 7.5% per year payable semi-annually29Z,330 shares of class A common stock; (3) wiésrep purchase 189,698 shares of class
A common stock at an exercise price of $400.00spare, with the warrants expiring on June 24, 260d;(4) approximately $5,000 in cash
to settle remaining fractional interests. On Jahe2002, all of the common stock, warrants anth ggre issued to the class members. The
Company issued 1% of the aggregate principal amaofuttie promissory notes on June 24, 2002 anddstheeremaining 99% of the
aggregate principal amount of the promissory noteduly 2, 2002.
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The issuance and sale of the foregoing securitiéisa settlement were made in reliance on the eliemfyom registration under the
Securities Act of 1933, as amended (“Securities)Aptovided by Section 3(a)(10) thereunder. Ndemvriters were involved in the
foregoing transaction.

Dividend Shares

In July 2002, the Company issued 337,559 sharekas$ A common stock as dividends to holders afetges B preferred stock and series C
preferred stock. These shares were issued in celian the exemption from registration under theuBees Act, provided by Section 3(a)(9)
thereunder.

Exchange of Preferred Stock

On July 30, 2002, the Company entered into agretnwveith each holder of its series B preferred staekies C preferred stock and series D
preferred stock to redeem or exchange all of thes®& preferred stock, series C preferred stocksamies D preferred stock held by such
holder. The agreements provided that if the holdersverted any shares of preferred stock into dassmmon stock prior to closing, the
number of shares of class A common stock to bee@siti closing would be reduced by the number afeshigsued upon conversion. Prior to
the closing, the holders converted $32.825 milktated value of series B preferred stock, $24.1dliomstated value series of C preferred
stock and all $14.511 million stated value of sefepreferred stock into an aggregate of 695,3&8eshof class A common stock. At the
closing of the redemption and exchange transactivAugust 6, 2002, the Company redeemed and exelahg remaining outstanding
shares of series B preferred stock and series férped stock for the following consideration:

e $10 million in cash
*  $5 million in promissory notes which mature on Jaly 2003 and bear interest at a rate of 7.5% pauranppayable ser-annually;
* 697,728 shares of class A common stock;

»  $20.96 million stated value of series F convertjimeferred stock, or approximately 2,096 sha

The $20.96 million stated value of series F pref@stock was convertible into class A common stick fixed conversion price of $15.00
share, resulting in a total of 1,397,174 sharadasfs A common stock issuable upon the converditimeoseries F preferred stock. As of
October 23, 2002, all shares of series F prefesteck had been converted into an aggregate of 11,38 &hares of class A common stock.

The securities issued in the exchange, redemptidrcanversion of our preferred stock were issnagliance on the exemption from
registration under the Securities Act provided kgtton 3(a)(9) thereunder. No underwriters wew®lived in the foregoing transactions.

Exchange of 7 2% Series A Unsecured Notes

During the third quarter of 2002, the Company repased an aggregate principal amount of $9.5 mibhioits 7 Y2%series A unsecured not
in exchange for an aggregate of 221,069 shardass & common stock and $946,140 in cash. The @dasommon stock issued in these
repurchase transactions was issued in reliancheaxemption from registration under the Securities provided by Section 3(a)(9)
thereunder. No underwriters were involved in thiedoing issuance of securities.

Securities Issued Pursuant to Other Agreements

On June 7, 2000, the Company entered into an agrgenith Claudio Remon, the controlling stockholdéDSS Consulting, S.A. (“DSS"#
company organized under the laws of Argentina. difraary purpose of the agreement was to granCtirapany the right to hire certain
employees of DSS. In exchange, the Company issuedirst installment, 5,714 shares of its claAssommon stock to Mr. Remon in June
2000, as reported in the Company’s Form 10-Q (Rde000-24435) filed on August 14, 2000. The Comypiasued to Mr. Remon a second
installment of 25,988 shares of class A commonksto&September 2001, as reported in an amendmehéetG@ompany’s Form 1Q-(File No.
000-24435) filed on May 14, 2002. The Companyaéssio Mr. Remon a third and final installment of29 shares of class A common stock
in September 2002. Issuance of this third instafitrof
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shares to Mr. Remon was exempt from the registragquirements of the Securities Act pursuant tguRgion S promulgated thereunder.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURI TY HOLDERS

The information set forth under Item 5 (Other Imfiation) of Part Il of the Company’s Quarterly Repmr Form 10Q for the quarterly peric
ended June 30, 2002 (File No. 000-24435) is inaaied herein by reference.

ITEM 5. OTHER INFORMATION

Jay H. Nussbaum resigned from the Company’s Bofilrectors effective September 12, 2002.
David Blundin was elected to fill a vacancy on Bward of Directors on September 9, 2002.
Carl J. Rickertsen was elected to fill a vacancyrenBoard of Directors on October 7, 2002.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

A. Exhibits

Exhibit

Number Description

3.1 Amended and Restated Certificate of Incorporatiothe registrant, as amended (filed as Exhibitt8.the registrant’s

Registration Statement on Forr-1 (Registration No. 3:-49899) and incorporated by reference hert

3.2 Certificate of Amendment to the Amended and Redt@ertificate of Incorporation of the registrantgd as Exhibit 3.2 to the
registrant’s Quarterly Report on Form 10-Q for ¢huarterly period ended June 30, 2000 (File No. 29035) and incorporated
by reference herein

3.3 Certificate of Amendment to the Amended and Redt@ertificate of Incorporation of the registraritgd as Exhibit 4.1 to the
registran’s Current Report on Forn-K (File No. 00(-24435) filed on July 31, 2002, and incorporateddfgrence herein

3.4 Certificate of Designations, Preferences and Righthe Series A Convertible Preferred Stock (fitlesdExhibit 3.1 to the
registran’s Current Report on Forn-K (File No. 00(-24435) filed on June 19, 2000 and incorporatecefgrence herein

3.5 Certificate of Designations, Preferences and Righthe Series B Convertible Preferred Stock (féesdExhibit 4.1 to the
registran’s Current Report on Forn-K (File No. 00(-24435) filed on June 18, 2001, and incorporatecegrence herein

3.6 Certificate of Designations, Preferences and Righthe Series C Convertible Preferred Stock (fasdExhibit 4.2 to the
registran’s Current Report on Forn-K (File No. 00(-24435) filed on June 18, 2001, and incorporatecegrence herein

3.7 Certificate of Designations, Preferences and Righthe Series D Convertible Preferred Stock (fidsdExhibit 4.3 to the
registran’s Current Report on Forn-K (File No. 00(-24435) filed on June 18, 2001, and incorporatecegrence herein

3.8 Certificate of Designations, Preferences and Rightke Series E Convertible Preferred Stock (fasdeExhibit 4.4 to the
registran’s Current Report on Forn-K (File No. 00(-24435) filed on June 18, 2001, and incorporateceigrence herein
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Exhibit

Number Description

3.9 Certificate of Designations, Preferences and Righthe Series F Convertible Preferred Stock (fsdeExhibit 4.1 to the
registran’s Current Report on Forn-K (File No. 00(-24435) filed on August 8, 2002, and incorporateddigrence herein

3.10 Restated By-Laws of the registrant (filed as Exio2 to the registrant’s Registration StatemenForm S-1 (Registration No.
333-49899) and incorporated by reference hert

4.1 Indenture, dated as of January 11, 2001, by avideet the Company and American Stock Transfer & fl@asnpany relating to
7 2% Series A Unsecured Notes (filed as Exhibit T@@e registrant’s Form T-3 (File No. 022-225€Ed on October 25,
2001 and incorporated by reference here

4.2 First Amendment to Indenture, dated as of JunQ@82, by and between the Company and American Stoahksfer & Trust
Company (filed as Exhibit T3C.2 to the registraltteendment No. 1 to Form T-3 (File No. 022-2259Ed on June 20, 2002
and incorporated by reference here

4.3 Warrant Agreement, dated as of January 11, 200&nHybetween the registrant and American Stocksfea& Trust Company,
included as Exhibit E to the Stipulation of Settrhregarding the settlement of the class actiwsu#, dated as of January 11,
2001 (filed as Exhibit 10.29 to the registrant’sndial Report on Form 10-K for the fiscal year enBettember 31, 2000 (File
No. 00(-24435) and incorporated by reference her

10.1 Senior Promissory Note due July 31, 2003 issuetth&yompany to Fisher Capital Ltd. (filed as Exhilfl.1 to the registrant’s
Current Report on Form-K (File No. 00(-24435) filed on August 8, 2002 and incorporateddigrence herein

10.2 Senior Promissory Note due July 31, 2003 issuetth®yCompany to Wingate Capital Ltd. (filed as Exhil).2 to the registrarg’
Current Report on Formr-K (File No. 00(-24435) filed on August 8, 2002 and incorporateddigrence herein

10.3 Senior Promissory Note due July 31, 2003 issuetth&yompany to Leonardo, L.P. (filed as Exhibit3l{d. the registrant’s
Current Report on Form-K (File No. 00(-24435) filed on August 8, 2002 and incorporateddigrence herein

10.4 Senior Promissory Note due July 31, 2003 issuetth®yompany to HFTP Investment L.L.C. (filed as BkHL0.4 to the
registran’s Current Report on Forn-K (File No. 00(-24435) filed on August 8, 2002 and incorporateddfgrence herein

10.5 Security Agreement, dated July 25, 2002, by andiéet the Company and Bank of America (filed as BixHi0.6 to the
registran’s Current Report on Forn-K (File No. 00(-24435) filed on July 31, 2002 and incorporateddfgmence herein

99.1 Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sar-Oxley Act of 2002

B. Reports on Form 8-K

On July 30, 2002, the registrant filed a Currenpéteon Form 8-K dated July 30, 2002 to report #tahe close of business on July 30, 2002,
the registrant would implement a one-for-ten regeyglit of the registrant’s outstanding shareslagsA common stock and class B common
stock.

On July 31, 2002, the registrant filed a Currenpéteon Form 8-K dated July 25, 2002 to report mewporate developments, including: (a)
the registrant’s operating results for the periodezl June 30, 2002; (b) the
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implementation of a one-for-ten reverse split & thgistrant’s issued and outstanding shares s§ &dlacommon stock and class B common
stock; (c) the refinancing of the registrant’s esiB, C and D convertible preferred stock; andhd)establishment of a credit facility with
Bank of America, N.A., replacing the registrantigm-existing credit facility with Foothill Capit&orporation.

On August 8, 2002, the registrant filed a Curreep&t on Form 8-K dated August 6, 2002 to repaat thhad closed its previously
announced preferred stock refinancing.

All other items included in a Quarterly Report a@frfh 10-Q are omitted because they are not apptoatthe answers are none.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causeddiport to be signed on its behalf by
undersigned, thereunto duly authorized.

MICROSTRATEGY INCORPORATED

By: /sl MICHAEL J. SAYLOR

Michael J. Saylor
Chairman of the Board of Directors
and Chief Executive Officer

By: /sl ERIC F. BROWN

Eric F. Brown
President and Chief Financial Officer

Date: November 12, 20(
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CERTIFICATION PURSUANT TO RULE 13A-14 OR 15D-14
OF THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT
TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Michael J. Saylor, certify that:

1. | have reviewed this quarterly report on Forn-Q of MicroStrategy Incorporate

2. Based on my knowledge, this quarterly report dagsantain any untrue statement of a materialdactmit to state a material f:
necessary to make the statements made, in lighedfircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

3. Based on my knowledge, the financial statementsosimer financial information included in this gteaty report, fairly presentin
all material respects the financial condition, tsaf operations and cash flows of the registeenof, and for, the periods
presented in this quarterly repc

4. The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingld&ae controls and procedures
(as defined in Exchange Act Rules -14 and 15-14) for the registrant and we ha

a) designed such disclosure controls and proceduressiare that material information relating to tegistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this
quarterly report is being prepare

b) evaluated the effectiveness of the registrant'sloésire controls and procedures as of a date wathidays prior to the
filing date of this quarterly report (tt* Evaluation Dat”); and

c) presented in this quarterly report our conclusainsut the effectiveness of the disclosure contints procedures based
our evaluation as of the Evaluation De

5. The registrant’s other certifying officers and Vbalisclosed, based on our most recent evalugtidhge registrant’s auditors and
the audit committee of registris board of directors (or persons performing theéwedent function):

a) all significant deficiencies in the design or opina of internal controls which could adverselyeaff the registrant’s
ability to record, process, summarize and repadrfcial data and have identified for the registsaatiditors any material
weaknesses in internal controls; ¢

b) any fraud, whether or not material, that involvemnagement or other employees who have a significéain the
registran’s internal controls; an

6. The registrant’s other certifying officers and Vbeadndicated in this quarterly report whether ot there were significant changes
in internal controls or in other factors that cosignificantly affect internal controls subsequenthe date of our most recent
evaluation, including any corrective actions wiglgard to significant deficiencies and material wessses

/s/ MICHAEL J. SAYLOR

Dated: November 12, 20(
Michael J. Saylor
Chairman of the Board of Directors
and Chief Executive Officer
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CERTIFICATION PURSUANT TO RULE 13A-14 OR 15D-14
OF THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Eric F. Brown, certify that:

1. | have reviewed this quarterly report on Forn-Q of MicroStrategy Incorporate

2. Based on my knowledge, this quarterly report dagsantain any untrue statement of a materialdactmit to state a material f:
necessary to make the statements made, in lighedfircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

3. Based on my knowledge, the financial statementsosimer financial information included in this gteaty report, fairly presentin
all material respects the financial condition, tsaf operations and cash flows of the registeenof, and for, the periods
presented in this quarterly repc

4. The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingld&ae controls and procedures
(as defined in Exchange Act Rules -14 and 15-14) for the registrant and we ha

a)

b)

c)

designed such disclosure controls and proceduresssiore that material information relating to tbgistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this
quarterly report is being prepare

evaluated the effectiveness of the registrant'sldésire controls and procedures as of a date waidays prior to the
filing date of this quarterly report (tt* Evaluation Dat”); and

presented in this quarterly report our conclusiinsut the effectiveness of the disclosure conaints procedures based
our evaluation as of the Evaluation De

5. The registrant’s other certifying officers and Vbalisclosed, based on our most recent evalugtidhge registrant’s auditors and
the audit committee of registris board of directors (or persons performing theéwedent function):

a)

b)

all significant deficiencies in the design or opna of internal controls which could adverselyeaff the registrant’s
ability to record, process, summarize and repadrfcial data and have identified for the registsaatiditors any material
weaknesses in internal controls; ¢

any fraud, whether or not material, that involvesnagement or other employees who have a significdain the
registran’s internal controls; an

6. The registrant’s other certifying officers and Vbeadndicated in this quarterly report whether ot there were significant changes
in internal controls or in other factors that cosignificantly affect internal controls subsequenthe date of our most recent
evaluation, including any corrective actions wiglgard to significant deficiencies and material wessses

Dated: November 12, 20(

/sl ERICF. BROWN

Eric F. Brown
President and Chief Financial Officer
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Exhibit 99.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the QuangeReport on Form 10-Q of MicroStrategy Incorporafid “Company”) for the period ended
September 30, 2002 as filed with the SecuritiesExahange Commission on the date hereof (the “R8ptite undersigned, the Chief
Executive Officer of the Company and the Chief Riial Officer of the Company, each hereby certjfigersuant to 18 U.S.C. Section 13



as adopted pursuant to Section 906 of the Sarb@rkey- Act of 2002, that to his knowledge on theedagreof:
(1) the Report fully compliegth the requirements of Section 13(a) or 15(djhef Securities Exchange Act of 1934; and

(2) information contained iretReport fairly presents, in all material respetis financial condition and results of operatiohs
the Company.

Dated: November 12, 20( /s/ MICHAEL J. SAYLOR

Michael J. Saylor
Chairman of the Board of Directors
and Chief Executive Officer

Dated: November 12, 20( /s/ ERIC F. BROWN

Eric F. Brown
President and Chief Financial Officer
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