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PART I

This Report contains forward-looking statements wihin the meaning of the Private Securities Litigatio
Reform Act of 1995. All statements, other than st&ments of historical fact, including statements reayding
industry prospects and future results of operation®r financial position, made in this Report are foward
looking. We use words such as “anticipate”, “belieg”, “expect”, “intend”, “estimate” (and the negative of any
of these terms), “future” and similar expressions ¢ help identify forward-looking statements. Thesedrward-
looking statements are subject to business and eamic risk and reflect management’s current expectabns,
and involve subjects that are inherently uncertairand difficult to predict. Our actual results could differ
materially. We will not necessarily update informaton if any forward-looking statement later turns out to be
inaccurate. Risks and uncertainties that may affecour future results include, but are not limited to, those
discussed under the heading “Risk Factors”, beginng on page 13.

Item 1: Business
Overview

Electronic Arts develops, markets, publishes astributes interactive software games and conteitare playable
by consumers on the following devices:

 Video game consoles such as the Sony PlayStattoand PLAYSTATION® 3, Microsoft Xbox® and
Xbox 360™ and Nintendo Wi™

» Personal computers (PC

+ Mobile platforms including cellular handsets anddiizeld game players such as the PlaySt&tieartable
(“PSP™ "), Nintendo DE™ and Game Bo® Advance and iPo®, and

< Online (over the Internet and other proprietarjiranhetworks)
We also sell advertising in many of our games andur websites.

We refer to consoles, PCs, mobile platforms anéherdollectively as “platforms”. In fiscal 2007, vdeveloped or
published products for 13 different platforms. ®irwr inception, we have published games for oQatiierent
platforms. This platform diversification continusbe a cornerstone of our product strategy.

The interactive software games that we developpardish are broken down into two major categori@ygames
developed by our EA Studios, and (2) games thataveublish with, or distribute on behalf of, anatkempany
through our EA Partners group. Our EA Studios gaaresither developed internally at our developnagot
production studios located in the United Statesia@a, England, Sweden, Germany, Singapore, ChoraaRia
and India, or by third parties whom we engage teeligpp games on our behalf at their own developraadt
production studios. We market, publish and distetgames in over 30 countries throughout the world.

We market the products produced by our studiosuthdeEA™ , EA SPORTS™, EA SPORTS BIG™, and
POGO™ brands.

We were initially incorporated in California in 188n September 1991, we reincorporated underativs bf
Delaware. Our principal executive offices are ledaat 209 Redwood Shores Parkway, Redwood Cityio@zh
94065 and our telephone number is (650) 628-1500.

Development of Our Games

The console, handheld, PC and online games wegbuéite developed primarily by our EA Studios, wiiile game
we offer for cellular handsets are developed priyay third parties. In addition, through our EAfners group,
we team with other game development companiessistabem with the development of games on our lheffar
the fiscal years ended March 31, 2007, 2006 an8,2@8earch and development expenses were $1,04dnmi
$758 million and $633 million, respectively.
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EA Studios

We develop packaged goods games internally at@eeldpment and production studios located in thi#geldn
States, Canada, England, Sweden, Germany, Singapdr€hina. We invest in the creation of softwadd to
more efficiently develop games for multiple platfea. We also make investments in facilities and gment that
allow us to create and edit video and audio recgslthat are used in our games. Employees whorallve ¢
“executive producers” are responsible for oversgéie development of one or more products or “fnéses” (a
series of sequeled or related products). We algagmthird parties to develop games on our beh#hier own
development and production studios.

Following our acquisition of JAMDAT Mobile Inc. iRebruary 2006, we merged our existing cellular sahd
software game development and publishing busimessJAMDAT's to establish our EA Mobile businesseW
engage third parties to develop games for celhdaurdsets on our behalf at their own developmenipaoduction
studios and, to a lesser extent, we develop celhdadset games internally at our development aodugtion
studios located in the United States, Canada, BdgRomania and India.

We develop online games and content internallyuatevelopment and production studios located énthited
States, Canada and Singapore. In fiscal 2007, g@irac Mythic Entertainment, Inc., a developer antlisher of
massively multiplayer online rolplaying games. We also engage third parties toldpwanline games on our beh
at their own development and production studios.

In fiscal 2007, we generated approximately 65 p#ro€our net revenue from games developed by duBtidios
that were initially released during the year, aspared to approximately 73 percent in fiscal 2@&luding titles
developed for cellular handsets, during fiscal 2@@7released 32 EA Studio titles compared to 31Sg4dio titles
in fiscal 2006. In fiscal 2007, we released oved, 000 stock keeping units, or SKUs (a version tifl@designed
for play on a particular platform), for cellularridsets.

Co-publishing, Distribution and Third Party Develapent

Through our EA Partners group, we team with ottzeng development companies to assist with the dpredat of
their own interactive software games, which we thehlish, market and distribute. We refer to thiypes of
arrangements as “co-publishing”. For example,sodl 2007, we signhed a co-publishing agreement MEMCO
BANDAI Games America foHellgate: Londori™ , which is being developed by Flagship Studios.

We also distribute interactive software games ¢ghatdeveloped and published by other companiegxample of
one of our recent distribution productdalf-Life ® 2: Episode One which was developed and published by Valve
and distributed worldwide by us.

We also engage third parties to develop games pbhehalf.

Publishing Our Games — Marketing, Market Segments ad Distribution
We market our products under four major brand names

« EA — we publish a variety of games under our EAnldtaSome of our products published under the EA
brand includeNeed for Spee™ Carbon, The Sime 2 andThe Godfathe™ The Gamg;

* EA SPORTS — sports simulation games. Some of cedfymts published under the EA SPORTS brand
includeMadden NFL 07, FIFA Soccer OiandTiger Woods PGA TOU® 07;

« EA SPORTS BIG — arcad#tyle extreme sports and modified traditional spgemes. Some of our prodt
published under the EA SPORTS BIG brand inclDéé Jam: Icor™ , NBA STREET HomecowahdFIFA
Street Z; and

« POGO— Online casual games and downloadable casual gi
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In addition, our EA Partners group operates undargety of deal types and structures with therihtd making
available our publishing marketing and distributsmrvices to game developers who may not havectie sf our
resources.

In fiscal 2007, we had two titlebleed for Speed Carb@mdMadden NFL 07 published on 10 different platforms,
each of which represented approximately 11 permkatir total net revenue. In fiscal 2006, we had title, Need

for Speed Most Wantg, published on eight different platforms, whichnegented approximately 10 percent of our
total net revenue. In fiscal 2005, we had one, tleed for Speed Underground Rublished on five different
platforms, which represented approximately 11 pgroéour total net revenue.

Packaged Goods

The console, PC and handheld games that we puksinade available to consumers as packaged gasukslly
Blu-ray Disc, CD, DVD, cartridge or Universal Media Di®rmat) that are typically sold in retail stowsd througl
online stores (including our own online store)North America and Europe, our largest markets, eliettsese
packaged goods products primarily to retailerdpitiog mass market retailers (such as Wal-Marégtebnics
specialty stores (such as Best Buy) or game softapecialty stores (such as GameStop). Many oP@uproducts
can also be purchased over the Internet througtatidpwnload.

We generated approximately 95 percent of our NArtterican packaged goods net revenue from direessal
retailers, with the remaining net revenue beingegated through a limited number of specialized rgibnal
distributors and rack jobbers in markets where alele direct sales would not be economical. OetsidNorth
America, we derive packaged goods revenue primfoin direct sales to retailers. In a few of ouralier markets,
we sell our packaged goods products through digtris with whom we have written agreements or imfalr
arrangements, depending on the business custoths tdrritories. We also distribute products ofestbompanies
through our rack jobbing business in Switzerlan@ Ned direct sales to Wal-Mart Stores, Inc. whagiresented
approximately 13 percent of total net revenue ithliiscal 2007 and 2006, and approximately 14 peroétotal ne
revenue in fiscal 2005. We also had direct sal&sameStop Corp. which represented approximatelyet@ent of
total net revenue in fiscal 2007.

Video Games — Consoles, Handhelds and PBistorically, there have been multiple video gacnasoles and
handheld game players available to consumers,terd has been vigorous competition among manufastur
While Sony’s PlayStatiof® and PlayStation 2 consoles have significantly ddttweir competitors in the past, the
PLAYSTATION 3 faces very strong competition fromwplatforms such as Microsoft’'s Xbox 360 and the
Nintendo Wii. The PC also continues to be a striatgyactive game platform. Similarly, while Nintes’'s Game
Boy ® Advance and Nintendo DS are current and histoedées in the handheld game player market, Sony’s
PlayStation Portable is also a competitor in tleignsent.

Video game consoles have historically had a lifdewf four to six years, which causes the videmgaoftware
market to be cyclical as well. With the releasdidrosoft’'s Xbox 360 in 2005 and the releases afiy3®
PLAYSTATION 3 and Nintendo’s Wii in 2006, our indugis at the beginning of a new cycle. As suchfjsnal
2008, we expect to release fewer titles for thg®ation 2 than in fiscal 2007, a very small numbifetitles for the
Xbox, and no titles for the Nintendo GameCuabeThe following table details select information smme of the
console platforms for which we have publishedditle

Number of EA Titles

Manufacturer Video Game Console/Platform Name Year Introduced Published in Fiscal 2007
Sony PlayStation - 200( 22
Nintendo Nintendo GameCuh 2001 5
Microsoft Xbox 2001 11
Microsoft Xbox 360 200¢ 18
Sony PLAYSTATION 3 200¢ 7
Nintendo Wii 200¢ 6
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The following table details select information amee of the handheld video game players for whicthaxee
published titles:

Number of EA Titles

Manufacturer Mobile Game Machine/Platform Name Year Introduced Published in Fiscal 2007
Nintendo Game Boy Advanc 2001 6
Nintendo Nintendo DS 200¢ 8
Sony PSP 200¢ 18

In fiscal 2007, we published 26 EA titles for thé.P

Cellular Handsets

Through EA Mobile, we are a leading global publisbiinteractive entertainment software playablecehular
handsets, including games, ring tones, images #redt oontent. Our customers typically purchasedowinload ou
games through a wireless carrier’s branded e-coersmrvice accessed directly from their cellulardsgts. These
wireless carrier services include, among othersizda Wireless'Get It Now, Sprint PCS/ision, CingularMEdia
and Vodafondive!. Our customers are charged either a one-time orraghiyosubscription fee on their cellular
service invoice for the game. The wireless carrignserally retain a percentage of the fee and lpayegmainder to
us. The wireless distribution of our games elimisataditional publishing complexities, includinigygical
production, packaging, shipping, inventory manag#maed return processing. Our customers may alsthpee
and download games directly from our website.

Many of our games are designed to take advantagmitifnedia enhancements in the latest generafiaeltular
handsets, including high-resolution color displagsreased processing power, improved audio capabiand
increased memory capabilities. We publish gamesuitiiple categories designed to appeal to a braade of
wireless subscribers. Our portfolio is primarilyskd on intellectual properties that we create amd, and well-
established brands and content that we license tinoh parties.

Online

We publish four types of games that are playecherty consumers — online casual games, massivdtypiayier
online games, mid-session games, and online-enableldaged goods. We derive revenue from these games
primarily through paid subscriptions, advertisinglaales of digital content.

Online Casual GamesWe offer online casual games such as card ggmesle games and word games on our
website, pogo.com, and on certain online servicesiged by third parties. We had over 1.5 millicaypng Club
Pogo subscribers as of March 31, 2007, up frommiillbn paying subscribers as of March 31, 2006.

Massively Multiplayer Online Game Players experience online-only “massively mudtjr online

games” (sometimes called “persistent state worfdegd or “MMOS”) as interactive virtual worlds whetteousands
of other players can interact with one anothereAiistalling the software on their PCs, playeesable to subscrit
and interact with other players online. We curneoffer three MMO gamedJltima Online™ , Dark Age of
Camelot® andThe Sims Onlin&", and we are in the process of developiarhammef Online.

Mid-session gamesPlayers experience mid-session games as intezagttual worlds where players form small
groups and interact with one another. We currenffigr one mid-session gamgeA Sports™ FIFA Online,but
anticipate offering more in future years. Althougé offerEA Sports FIFA Onlinéor free, players may purchase
additional in-game content from us through micemtactions.

Online-Enabled Packaged Good&Ve include online functionality in certain of de€C, PLAYSTATION 3,
PlayStation 2, Xbox 360, Xbox and PSP productscivienable consumers to participate in online conitiesrand
play against one another via the Internet.

Digital Content. We offer full-game downloads and additional cobfsuch as booster packs, expansion packs and
smaller pieces of game content referred to as ntrarssactions) for our PC and console-based gamesgh our
EA.com website and online interfaces within gamesotes. In addition, our POGO games are offereautiin third-
party websites.
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Advertising. We derive revenue from advertising in our gammeb@n our websites.

Competition

We compete in the entertainment industry for theule time and discretionary spending of consumts other
forms of media, such as motion pictures, televissmtial networking and music. Our competitors vargize and
cost structure from very small companies with ladiresources to very large, diversified corporatiaith greater
financial and marketing resources than ours. Fample, we compete with venture capital funded

start-ups, traditional independent video game ghblis, hardware and software manufacturers, castetainment
websites, social networking websites, mobile gade®lopers, foreign games developers and largeamedi
companies. We also compete with satellite radamlitional radio and all other forms of entertainten

Our business is characterized by the continuousdnttion of innovative new titles and the develeptof new
technologies. Competition is also based on produatity and features, timing of product releaseant-name
recognition, quality of in-game content, accesdistribution channels, effectiveness of marketing price.

In addition to competing for product sales, we faeavy competition from other software game comgsmand larc
media companies to obtain license agreements gopus the right to use intellectual property in€ddn our
products. Some of these content licenses are dleattoy the diversified media companies, whichséme cases,
have decided to publish their own games based pualaoentertainment properties that they contasher than
licensing the content to a software game companly a8 us. See “Intellectual Property” below.

Sales of Packaged Goods

The market for our packaged goods products isclaoacterized by significant price competition avedregularly
face pricing pressures from our competitors. Theessures have, from time to time, required ugdoice our
prices on certain products. Our experience has thegrsoftware game prices tend to decline oncenamgtion of
consoles has been in the market for a significaribd of time due to the increasing number of safttitles
competing for acceptance by consumers and thedimttamn of new consoles. As our industry has ttéorsed to a
new generation of consoles over the past two yaa$ave experienced this kind of price erosioinwgispect to
games for the prior generation of consoles (elgy3Ration 2, Xbox and Nintendo GameCube).

For sales of packaged goods, we compete directty 8ony, Microsoft and Nintendo, each of which depeand
publish software for their respective console platfs. We also compete with numerous companies whikehus,
develop and publish software games that operatheinconsoles. These competitors include Activisidtari,
Capcom, Koei, Konami, LucasArts, Midway, Namco, &ebake-Two Interactive, THQ and Ubisoft, amongeosh
As discussed above, diversified media companids asé¢-ox, Disney, Time Warner, Viacom and Vivendiaso
expanding their software game publishing efforts.

Sales for Cellular Handsets

The wireless entertainment applications market segnfior which we develop and publish games, ramges and
wallpapers for cellular handsets, is highly contpegiand characterized by frequent product intréidns, evolving
wireless platforms and new technologies. As denfandpplications continues to increase, we expeut n
competitors to enter the market and existing coitgstto allocate more resources to develop andetar
applications. As a result, we expect competitiothmwireless entertainment market segment to sifien

The current and potential competition in the wisslentertainment applications market segment ieslndajor
media companies, traditional video game publisioimigpanies, wireless carriers, wireless softwargigess and
other companies that specialize in wireless entertant applications. We also compete with wirelemstent
aggregators, who pool applications from multipleelepers (and sometimes publishers) and
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offer them to carriers or through other sales ckbnnn addition, new and existing competitorstagginning to
offer wireless entertainment applications on arsapported basis. Currently, we consider our printaryppetitors i
the wireless entertainment applications market ssgno be Disney, Fox Mobile Entertainment, Gantelfu
Mobile, Hands-On Mobile, Namco, Sony Pictures ahtQTWireless.

Online Sales

The online games market segment is also highly etitg®e and characterized by frequent product iitictions,
new business models and new platforms. As the ptiopoof households with a broadband connectioneiases, w
expect new competitors to enter the market andiegisompetitors to allocate more resources towdaneloping
online games. As a result, we expect competiticthéonline games market segment to intensify.

Our current and potential competitors in the ontiaenes market segment include major media companies
traditional video game publishing companies, andganies that specialize in online games. Our coitopgtn the
casual games segment include MSN, Popcap, Real,a@LYahoo!. In the massively multiplayer onlinenga
segment our competitors include Atari, Midway, N@tSSony and Vivendi Games. In the mid-sessionggam
segment our competitors include Nexon.

Intellectual Property

Like other entertainment companies, our businesgjigficantly based on the creation, acquisitiexploitation and
protection of intellectual property. Some of thigellectual property is in the form of software eppatented
technology, and other technology and trade setltatave use to develop our games and to make themroperly
on the platforms. Other intellectual property ighe form of audio-visual elements that consumearssee, hear and
interact with when they are playing our games —caiéthis form of intellectual property “content”.

Each of our products embodies a number of sepfates of intellectual property protection: the sadte and the
content of our products are copyrighted; our préslatay use patented inventions or trade secretgroduct
brands and names may be trademarks of ours orspthar products may contain voices and likeneskastors,
athletes and/or commentators (which may be praldeyepersonal publicity rights) and often containsical
compositions and recordings that are also copyeitji®ur products also may contain content licefiged others,
such as trademarks, fictional characters, storglared software code.

We acquire the rights to include wholly-owned ifgetual property in our products by creating theliectual
property within our EA Studios. We also acquire ttigts to include proprietary intellectual propgeirt our product
through acquisitions. We also enter into contar@rse agreements such as those with sports leagdgsayer
associations, movie studios and performing talanisic labels, music publishers and musicians. Theseses are
typically limited to use of the licensed rightsgroducts for specific time periods. In additionr puoducts that play
on game consoles, handhelds and cellular hands#tsle technology that is owned by the console Haaturer an
licensed non-exclusively to us for use. While weyrhave renewal rights for some licenses, our bssimad the
justification for the development of many of ouog@ucts is dependent on our ability to continuelitaim the
intellectual property rights from the owners ofdbeights at reasonable rates.

Our products are susceptible to unauthorized cape typically distribute our PC products usingg@rotection
technology that we license from other companiesddition, console manufacturers, such as Sonjcdip
incorporate security devices in their consolesnirefort to prevent the use of unlicensed produots. primary
protection against unauthorized use, duplicatiahdistribution of our products is enforcement of oapyright and
trademark interests. We typically own the copyrighthe software code as well as the brand ornélme trademar
under which our products are marketed. We reg@ieicopyrights and trademarks in the United Statesother
countries.
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Significant Relationships
Hardware Platform Companies

Sony. Under the terms of agreements we have enteredvittht Sony Computer Entertainment Inc. and itdiatés,
we are authorized to develop and distribute disdedasoftware products and online content compatititethe
PlayStation 2, PLAYSTATION 3 and PSP. Pursuanh&se agreements, we engage Sony to supply PlaySati
PLAYSTATION 3 and PSP disks for our products.

Microsoft. Under the terms of agreements we have enteredvittt Microsoft Corporation and its affiliates, \aee
authorized to develop and distribute DVD-basedveafé products and online content compatible withXbox and
Xbox 360.

Nintendo. Under the terms of agreements we have entereditih Nintendo Co., Ltd. and its affiliates, wesar
authorized to develop and distribute proprietariiaah format disk products and cartridges compatibith the
Nintendo GameCube, the Wii, the Nintendo DS and &Bay Advance. Pursuant to these agreements, wage
Nintendo to supply Wii proprietary optical formaskl products and Nintendo DS cartridges for oudpuats.

Cellular Handsets

We have agreements to distribute our wireless eqipdins through more than 110 carriers in overciihtries. Our
customers download our applications to their catlhlandsets and their wireless carrier invoicesithenetime fee
or monthly subscription fee. Our carrier distrilmmiagreements establish the fees to be retaindukbgarrier for
distributing our applications. These arrangemergsygpically terminable on short notice. The agreata generally
do not obligate the carriers to market or distrbamy of our applications.

Content Licensors

Many of our products are based on or incorporat¢era and trademarks owned by others. For exaropleiA, EA
SPORTS and EA SPORTS BIG products include rightnked from third parties, including major studios,
publishers, artists, authors, celebrities, athlatesthe major sports leagues and players assosati

Inventory, Working Capital, Backlog, Manufacturing and Suppliers

We manage inventory by communicating with our coms prior to the release of our products, and tisémg our
industry experience to forecast demand on a prellgroduct and territory-by-territory basis. Histally, we
have experienced high turnover of our products,taadead times on re-orders of our products anegdly short,
approximately two to three weeks. Further, as dised in “Management’s Discussion and Analysis nafcial
Condition and Results of Operations”, we have [ixastin place with our customers (such as stockrtzéthg and
price protection) that reduce product returns.

We typically ship orders immediately upon receif.the extent that any backlog may or may not extishe end of
a reporting period, it would be both coincidentadl@n unreliable indicator of future results of g®yiod.

The suppliers we use to manufacture our gameseatkd materials include independent third partesy and
Nintendo.

In many instances, we are able to acquire matesiaks volume-discount basis. We have multiple padesources
of supply for most materials, except for the disknponent of our PLAYSTATION 3, PlayStation 2, PSil &Vii
and Nintendo DS cartridges.

Our online games and cellular handset applicatiwesielivered digitally, and therefore, are not ufaatured.

International Operations

We conduct business and have wholly-owned subsdiginroughout the world, including offices in Epeg
Australia, Asia and Latin America. Internationat nevenue increased by 4 percent to $1.425 billon,
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46 percent of total net revenue in fiscal 2007, parad to $1.367 billion, or 46 percent of total retenue in fiscal
2006.

The amounts of net revenue and long-lived asseiswtble to each of our geographic regions faheaf the last
three fiscal years are set forth in Note 18 ofNloées to Consolidated Financial Statements, incduddtem 8 of
this report.

Seasonality

Our business is highly seasonal. We typically eigmee our highest sales volume in the holiday segsarter
ending in December and a seasonal low in salesnmln the quarter ending in June. Starting in fi2€®8, we
expect to defer the recognition of a significanbamt of net revenue related to our online-enabbekaged goods
over an extended period of time (which we curreaiiimate to be six months). As a result, the guamtwhich we
generate the highest sales volume may be diff¢hamtthe quarter in which we recognize the highestevenue.
Our results can also vary based on a number afradncluding title release dates, consumer denfiamolur
products, shipment schedules and our revenue rémogpolicies.

Employees

As of March 31, 2007, we employed approximately0®@,people, of whom over 4,500 were outside theddnit
States. We believe that our ability to attract eetdin qualified employees is a critical factothe successful
development of our products and that our futuresss will depend, in large measure, on our alilityontinue to
attract and retain qualified employees. Less thpar8ent of our employees, all of whom work for Swedish
development subsidiary, are represented by a ugighy or other collective bargaining organization.

Executive Officers

The following table sets forth information regarmgliour executive officers, who are appointed by sewe at the
discretion of the Board of Directors as of May 2007:

Name Age Position

John S. Riccitiellc 47  Chief Executive Office

V. Paul Lee 42  President, Worldwide Studic

Gerhard Florin 48  Executive Vice President, General Manager, Intésnat
Publishing

Frank D. Gibeau 38 Executive Vice President, General Manager, NorthreAoa
Publishing

Warren C. Jenson 50 Executive Vice President, Chief Financial and
Administrative Officer

Joel Linznel 55  Executive Vice President, Business and Legal Adt

Nancy L. SmitF 54  Executive Vice President, General Manager, The Sims
Franchise

Gabrielle Toledan: 40  Executive Vice President, Human Resoul

Kenneth A. Barke 40  Senior Vice President, Chief Accounting Offic

Stephen G. Bené 43  Senior Vice President, General Counsel and Corporat
Secretary

Michael Marchett 38 Senior Vice President and General Manager, EA Mx

John Schappert 36  Senior Vice President, Chief Operating Officer, VWhaiide
Studios

Mr. Riccitiello has served as Chief Executive Officer and a Direatdlectronic Arts since April 2007. Prior to re-
joining Electronic Arts, he was a-founder and Managing Partner at Elevation Partrzepsivate equity fund. Fro
October 1997 to April 2004, he served as PresidedtChief Operating Officer of Electronic Arts. étrto joining
Electronic Arts, Mr. Riccitiello served as Presitland Chief Executive Officer of the
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worldwide bakery division at Sara Lee CorporatiBafore joining Sara Lee, he served as PresidenC&@ of
Wilson Sporting Goods Co. and has also held exesmtianagement positions at Haagen-Dazs, Pepsi€and
The Clorox Company. Mr. Riccitiello holds a B.Sgdee from the University of California, Berkeley.

Mr. Lee was named President, Worldwide Studios, in Septe@®@5. He served as Executive Vice President and
Chief Operating Officer, Worldwide Studios from Augj 2002 to September 2005. From 1998 to Augus2 208€
was Senior Vice President and Chief Operating @ffigVorldwide Studios. Prior to this, he serve@aseral
Manager of EA Canada, Chief Operating Officer of EAnada, Chief Financial Officer of EA Sports aride/
President, Finance and Administration of EA Canddialee was a principal of Distinctive Softwaresluntil it

was acquired by Electronic Arts in 1991. Mr. Leddisca Bachelor of Commerce degree from the Unityeddi

British Columbia and is a Chartered Financial Asaly

Dr. Florin has served as Executive Vice President, GenerahlyanInternational Publishing since September
2005. Previously he was Senior Vice President anddgding Director, European Publishing since A@D2. Prior
to this, he served as Vice President, Managingdirefor European countries since 2001. From tine the joined
Electronic Arts in 1996 to 2001, he was the Mangddirector for German speaking countries. Prigotoing
Electronic Arts, Dr. Florin held various positioasBMG, the global music division of Bertelsmann Adad worke:
as a consultant with McKinsey. Dr. Florin holds as and Ph.D. degrees in Economics from the Usityeof
Augsburg, Germany.

Mr. Gibeau has served as Executive Vice President, GenerahlyenNorth America Publishing since September
2005. Previously he was Senior Vice President atiNamerican Marketing, a position he held sinc€20

Mr. Gibeau has held various publishing positiomesijoining the company in 1991. Mr. Gibeau hold& %. degree
from the University of Southern California and arBVA. from Santa Clara University.

Mr. Jenson joined Electronic Arts in June 2002 as Executiveé/fPresident, Chief Financial and Administrative
Officer. Before joining Electronic Arts, he was t8enior Vice President and Chief Financial Offifoar
Amazon.com from 1999 to 2002. From 1998 to 1999yase the Chief Financial Officer and Executive Vice
President for Delta Air Lines. Prior to that, herkexd in several positions as part of the Generattic Company.
Most notably, he served as Chief Financial Offized Senior Vice President for the National Broatings
Company, a subsidiary of General Electric. Mr. dansarned his Masters of Accountancy-Business Taxaind
B.S. in Accounting from Brigham Young University.

Mr. Linzner has served as Executive Vice President, Businastegal Affairs since March 2005. From April
2004 to March 2005, he served as Senior Vice Reasi@usiness and Legal Affairs. From October 2@0R&pril
2004, Mr. Linzner held the position of Senior VIeeesident of Worldwide Business Affairs and frony 1999 to
October 2002, he held the position of Vice PredidéiWorldwide Business Affairs. Prior to joinindeg€tronic Arts
in July 1999, Mr. Linzner served as outside litigatcounsel to Electronic Arts and several othenganies in the
video game industry. Mr. Linzner earned his J.DnfBoalt Hall at the University of California, Beley, after
graduating from Brandeis University. He is a memtdfahe Bar of the State of California and is adeditto practice
in the United States Supreme Court, the Ninth @ii€aurt of Appeals and several United States is€ourts.

Ms. Smith was named Executive Vice President, General Mandger Sims Franchise in September 2005. Prior to
this position, she served as Executive Vice Prasided General Manager, North American PublishingesMarch
1998. From October 1996 to March 1998, Ms. Smithestas Executive Vice President, North Americale&a5he
previously held the position of Senior Vice Presidef North American Sales and Distribution frontyJ1993 to
October 1996 and as Vice President of Sales fro88 1® 1993. Ms. Smith has also served as WestegioRa

Sales Manager and National Sales Manager sincisieel Electronic Arts in 1984. Ms. Smith holds &Bdegree

in management and organizational behavior fromthigersity of San Francisco.

Ms. Toledanohas served as Executive Vice President, Human Res®since April 2007. From February 2006 to
April 2007, Ms. Toledano held the position of Senice President, Human Resources. Prior to joirtitertronic
Arts, Ms. Toledano worked at Siebel Systems, IramfJuly 2002 to February 2006 where she held aoenmf
positions, including Senior Vice President of HunkResources. From September 2000
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to June 2002, she served as Senior Director of HUR&sources for Microsoft Corporation, and fromt8eyber
1998 until September 2000, she served as Direfttduman Resources and Recruiting for Microsoft. Misledano
earned both her undergraduate degree in Humaaité$er graduate degree in Education from Startfoidersity.

Mr. Barker has served as Senior Vice President, Chief Accogr@ifficer since April 2006. From June 2003 to
April 2006, Mr. Barker held the position of VicedRident, Chief Accounting Officer. Prior to joinifigectronic
Arts, Mr. Barker was employed at Sun Microsysteims,, as Vice President and Corporate ControliemfiOctober
2002 to June 2003 and Assistant Corporate Controtden April 2000 to September 2002. Prior to thed,was an
audit partner at Deloitte. Mr. Barker graduatedrfrine University of Notre Dame with a B.A. degraeediccounting

Mr. Bené has served as Senior Vice President, General CbamdeCorporate Secretary since October 2004. From
April 2004 to October 2004, Mr. Bené held the posiof Vice President, Acting General Counsel anodpOrate
Secretary, and from June 2003 to April 2004, hd tiet position of Vice President and Associate Gar@ounsel.
Prior to June 2003, Mr. Bené had served as intéegal counsel since joining the Company in Mar@a3.

Mr. Bené earned his J.D. from Stanford Law Schaot] received his B.S. in Mechanical Engineeringfivice
University. Mr. Bené is a member of the Bar of 8tate of California.

Mr. Marchetti was named Senior Vice President and General Mardidek Mobile in April 2007. He joined
Electronic Arts in February 2006 as Vice Presiderd Chief Operating Officer of EA Mobile. From Dedger 200!
to February 2006, he served as Chief Financiak®ffof JAMDAT Mobile Inc. Prior to this, Mr. Marckieserved
as Vice President Finance for eCompanies LLC frqmil&2000 to December 2000. Mr. Marchetti served d4ce
President in the Emerging Telecommunications aad3tobal Leveraged Finance groups of Merrill Lynahgere
he worked from July 1996 to April 2000. Prior to ivi Lynch, Mr. Marchetti practiced law at CahBordon &
Reindel from 1994 to 1996. Mr. Marchetti earnedix from Brooklyn Law School, cum laude, and ree€iwis
B.A. degree from Brooklyn College City Universitpagna cum laude.

Mr. Schappert was named Senior Vice President, Chief Operatirfig@f Worldwide Studios in November 2006.
Prior to being named to this position, from Janu2093 to October 2006, Mr. Schappert served aog¥ite
President, Group General Manager, Worldwide Studitys Schappert served as Vice President, Geneazldger c
EA Canada from July 2002 to January 2003, and Piesident, General Manager of EA Tiburon from Ap&BS8 tc
July 2002. Mr. Schappert founded Tiburon Entertantin 1994, which was acquired by Electronic Ant4998.

Investor Information

We file various reports with, or furnish them thetSecurities and Exchange Commission (the “SE@¢uding oul
annual report on Form 10-K, quarterly reports omk@60-Q, current reports on Form 8-K, and amendmensuch
reports. These reports are available free of changée Investor Relations section of our website,
http://investor.ea.comas soon as reasonably practicable after we efécdlly file the reports with, or furnish them
to, the SEC.

The charters of our Audit, Compensation, and Notmgsand Governance committees of our Board of @es, as
well as our Global Code of Conduct (which includede of ethics provisions applicable to our direstprincipal
executive officer, principal financial officer, pgipal accounting officer, and other senior finahcifficers), are
available in the Investor Relations section of wabsite at http://investor.ea.colve will post amendments to our
Global Code of Conduct in the Investor Relationise of our website. Copies of our charters anob@l Code of
Conduct are available without charge by contaabuginvestor Relations department at (650) 628-1500

Stockholders of record may hold their shares ofammmon stock in book-entry form. This eliminatests related
to safekeeping or replacing paper stock certifedte addition, stockholders of record may reqeésttronic
movement of book-entry shares between their acasithtour stock transfer agent and their broker.
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Stock certificates may be converted to book-erttigras at any time. Questions regarding this semigg be
directed to our stock transfer agent, Wells FargakB N.A., at 1-800-468-9716.

Iltem 1A: Risk Factors

Our business is subject to many risks and unceigainvhich may affect our future financial perf@ance. If any of
the events or circumstances described below ocourdyusiness and financial performance could bméd, our
actual results could differ materially from our expations and the market value of our stock coeldide. The risk
and uncertainties discussed below are not theamdg we face. There may be additional risks andrtaiaties not
currently known to us or that we currently do neliéve are material that may harm our businesdiaadcial
performance.

Our business is highly dependent on the success aahailability of video game hardware systems
manufactured by third parties, as well as our abiliy to develop commercially successful products fahese
systems.

We derive most of our revenue from the sale of potsifor play on video game hardware systems (wiielalso
refer to as “platforms”) manufactured by third pest such as Sony’s PlayStation 2 and PLAYSTATION 3
Microsoft's Xbox 360 and Nintendo’s Wii. The sucses our business is driven in large part by themercial
success and adequate supply of these video gamwdrarsystems, our ability to accurately prediciolvisystems
will be successful in the marketplace, and ouritgttib develop commercially successful productstfase systems.
We must make product development decisions and é¢osignificant resources well in advance of antitgul
product ship dates. A platform for which we arealeping products may not succeed or may have deshige
cycle than anticipated. If consumer demand forstfstems for which we are developing products ametdhan our
expectations, our revenue will suffer, we may bahl@ to fully recover the investments we have madieveloping
our products, and our financial performance willhaemed. Alternatively, a system for which we haeé devoted
significant resources could be more successful Wehad initially anticipated, causing us to mias @an meaningft
revenue opportunities.

Our industry is cyclical and is beginning its nextcycle. During the transition, consumers may be slogv to
adopt new video game systems than we anticipate,d&our operating results may suffer and become more
difficult to predict.

Video game hardware systems have historically hid aycle of four to six years, which causes tideo game
software market to be cyclical as well. Microsaefihched the Xbox 360 in November 2005, while Sordy a
Nintendo launched the PLAYSTATION 3 and the Wispectively, in November 2006. We have continue
develop and market new titles for prior-generati@eo game systems such as the PlayStation 2 alsibernaking
significant investments in products for the newteyss. As the prior-generation systems reach theogtitkir life
cycle and the installed base of the new systemsm@s to grow, our sales of video games for pgeneration
systems will continue to decline as (1) we prodigeeer titles for prior-generation systems, (2) aonsrs replace
their prior-generation systems with the new systeand/or (3) consumers defer game software purshasd they
are able to purchase a new video game hardwarensy$his decline in prior-generation product satey be
greater than we anticipate, and sales of prodoctthé new platforms may be lower than we antigpktoreover,
we expect development costs for the new video gaystems to be greater on a per-title basis thaaldpment
costs for prior-generation video game systems. ¥esalt of these factors, during the next seveualigrs, we
expect our operating results to be more volatik difficult to predict, which could cause our stqaice to fluctuat
significantly.

If we do not consistently meet our product developent schedules, our operating results will be adveety
affected.

Our business is highly seasonal, with the higtestls of consumer demand and a significant pergerdgfour sale
occurring in the December quarter. In addition,seek to release many of our products in conjundtiitin specific
events, such as the release of a related movhedyeginning of a sports season or major sportregte If we miss
these key selling periods for any reason, inclugiraguct delays or delayed introduction of a neatfprm for
which we have developed products, our sales witesualisproportionately.
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Likewise, if a key event to which our product redeachedule is tied were to be delayed or canc¢ellegdsales
would also suffer disproportionately. Our abilityrheet product development schedules is affectedaymber of
factors, including the creative processes involtied coordination of large and sometimes geograiigidispersed
development teams required by the increasing cotitplef our products and the platforms for whicleyhare
developed, and the need to fige our products prior to their release. We hayeegenced development delays
our products in the past, which caused us to pask telease dates. In the future, any failure tetraaticipated
production or release schedules would likely reisust delay of revenue and/or possibly a significdrortfall in our
revenue, harm our profitability, and cause our apieg results to be materially different than aiptited.

Our business is intensely competitive and “hit” driven. If we do not continue to deliver “hit” products and
services or if consumers prefer our competitors’ poducts or services over our own, our operating resis
could suffer.

Competition in our industry is intense and we expesv competitors to continue to emerge in the éthBtates and
abroad. While many new products and services ardady introduced, only a relatively small numloérhit” titles
accounts for a significant portion of total revemu®ur industry. Hit products or services offel®dour competitors
may take a larger share of consumer spending tleaanticipate, which could cause revenue generated dur
products and services to fall below expectatiohsut competitors develop more successful prodoctervices,
offer competitive products or services at lowecenpoints or based on payment models perceiveffering a
better value proposition (such as pay-for-playurseription-based models), or if we do not contitmudevelop
consistently high-quality and well-received produahd services, our revenue, margins, and prdftiatiill

decline.

Technology changes rapidly in our business and ifevfail to anticipate or successfully implement new
technologies or the manner in which people play ougames, the quality, timeliness and competitivenes$ our
products and services will suffer.

Rapid technology changes in our industry requirtownticipate, sometimes years in advance, wigichrtologies
we must implement and take advantage of in orderake our products and services competitive imheket.
Therefore, we usually start our product developmetit a range of technical development goals thatape to be
able to achieve. We may not be able to achievestbeals, or our competition may be able to achikeen more
quickly and effectively than we can. In either camar products and services may be technologidai@rior to our
competitors’, less appealing to consumers, or Hbthe cannot achieve our technology goals wittie driginal
development schedule of our products and senvibes,we may delay their release until these tedyyoyoals can
be achieved, which may delay or reduce revenugremedase our development expenses. Alternativedymay
increase the resources employed in research ardogevent in an attempt to accelerate our developwfamew
technologies, either to preserve our product orisedaunch schedule or to keep up with our contipeti which
would increase our development expenses.

The video game hardware manufacturers set the roysl rates and other fees that we must pay to publish
games for their platforms, and therefore have sigiicant influence on our costs. If one or more of thse
manufacturers adopt a different fee structure for fiture game consoles, our profitability will be mateally
impacted.

In order to publish products for a video game sysseich as the Xbox 360, PLAYSTATION 3 or Wii, we shtake
a license from the manufacturer, which gives itdpportunity to set the fee structure that we npastin order to
publish games for that platform. Similarly, certaianufacturers have retained the flexibility to mipea their fee
structures, or adopt different fee structures fdme gameplay and other new features for theisot@s. The contr
that hardware manufacturers have over the feetategfor their platforms and online access makdsgficult for
us to predict our costs, profitability and impantroargins. Because publishing products for videngyaystems is
the largest portion of our business, any increaded structures would significantly harm our apito generate
revenues and/or profits.
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The video game hardware manufacturers are among ouhief competitors and frequently control the
manufacturing of and/or access to our video game pducts. If they do not approve our products, we wilbe
unable to ship to our customers.

Our agreements with hardware licensors (such ag f®orthe PLAYSTATION 3, Microsoft for the Xbox 36@nd
Nintendo for the Wii) typically give significant atrol to the licensor over the approval and manuféag of our
products, which could, in certain circumstanceaydeus unable to get our products approved, matuéxtand
shipped to customers. These hardware licensomlszeamong our chief competitors. Generally, cdrdfdhe
approval and manufacturing process by the hardii@eesors increases both our manufacturing leadgiand cost
as compared to those we can achieve independivitiye we believe that our relationships with ourdweare
licensors are currently good, the potential fossthBcensors to delay or refuse to approve or naatufe our
products exists. Such occurrences would harm osinbas and our financial performance.

We also require compatibility code and the conséMicrosoft, Sony and Nintendo in order to incluatdine
capabilities in our products for their respectilatiorms. As online capabilities for video gametsyss become
more significant, Microsoft, Sony and Nintendo abtéstrict the manner in which we provide onlinpatailities for
our products. If Microsoft, Sony or Nintendo refdge approve our products with online capabilibesignificantly
impacted the financial terms on which these sesvare offered to our customers, our business dmiltermed.

If we are unable to maintain or acquire licenses tintellectual property, we will publish fewer hit titles and
our revenue, profitability and cash flows will decine. Competition for these licenses may make themare
expensive and increase our costs.

Many of our products are based on or incorporatdi@ctual property owned by others. For example, A
SPORTS products include rights licensed from msgarts leagues and players’ associations. Simjlargny of
our other hit franchises, such as The GodfathemyHotter and Lord of the Rings, are based onfikeyand
literary licenses. Competition for these licensemiense. If we are unable to maintain these $iesror obtain
additional licenses with significant commercialul our revenues and profitability will declinersficantly.
Competition for these licenses may also drive @pativances, guarantees and royalties that we raysbphe
licensor, which could significantly increase oustso

Our business is subject to risks generally assoced with the entertainment industry, any of which cald
significantly harm our operating results.

Our business is subject to risks that are geneaabypciated with the entertainment industry, mdnyhich are
beyond our control. These risks could negativelgant our operating results and include: the pofiylarrice and
timing of our games and the platforms on which theg played; economic conditions that adverselycaff
discretionary consumer spending; changes in consdaeraographics; the availability and popularityottier forms
of entertainment; and critical reviews and pubdistés and preferences, which may change rapidlgamubt
necessarily be predicted.

If we do not continue to attract and retain key pesonnel, we will be unable to effectively conduct @business

The market for technical, creative, marketing atiteopersonnel essential to the development anélatiag of our
products and management of our businesses is eltremmpetitive. Our leading position within thedractive
entertainment industry makes us a prime targetefomuiting of executives and key creative talehivé cannot
successfully recruit and retain the employees vegl ner replace key employees following their depastour abilit
to develop and manage our businesses will be imgair

If patent claims continue to be asserted against ugze may be unable to sustain our current businessodels
or profits, or we may be precluded from pursuing n& business opportunities in the future.

Many patents have been issued that may apply telyvisgsed game technologies, or to potential newesad
delivering, playing or monetizing game softwaredurcts. For example, infringement claims under masyed
patents are now being asserted against interasuift@are or online game sites. Several such claims

15




Table of Contents

have been asserted against us. We incur substarpiahses in evaluating and defending against&aohs,
regardless of the merits of the claims. In the ettt there is a determination that we have igitha third-party
patent, we could incur significant monetary lialilind be prevented from using the rights in thargy which couls
negatively impact our operating results. We mag discover that future opportunities to provide reavd
innovative modes of game play and game delivegotssumers may be precluded by existing patentswbatre
unable to license on reasonable terms.

Other intellectual property claims may increase ourmproduct costs or require us to cease selling affie
products.

Many of our products include extremely realistiagnical images, and we expect that as technologtnuees to
advance, images will become even more realistimeSof the images and other content are based bwoekl
examples that may inadvertently infringe upon titeliectual property rights of others. Although hedieve that we
make reasonable efforts to ensure that our prodiectsot violate the intellectual property rightsotfiers, it is
possible that third parties still may claim infrergent. From time to time, we receive communicatfoms third
parties regarding such claims. Existing or futunfeimgement claims against us, whether valid or n@ty be time
consuming and expensive to defend. Such claimisigations could require us to stop selling thesaféd products,
redesign those products to avoid infringement,liaio a license, all of which would be costly aradrh our
business.

From time to time we may become involved in otherlgal proceedings which could adversely affect us.

We are currently, and from time to time in the fetmay become, subject to other legal proceeduigsns,
litigation and government investigations or ingesi which could be expensive, lengthy, and disveptt normal
business operations. In addition, the outcome pfi@gal proceedings, claims, litigation, investigas or inquiries
may be difficult to predict and could have a mategidverse effect on our business, operating esuitfinancial
condition.

Our business, our products and our distribution aresubject to increasing regulation of content, consuer
privacy, distribution and online hosting and delivey in the key territories in which we conduct busiress. If we
do not successfully respond to these regulationg mbusiness may suffer.

Legislation is continually being introduced thatynadfect both the content of our products and thgtribution. Fo
example, data and consumer protection laws in thieetd States and Europe impose various restrichonsur web
sites. Those rules vary by territory although thterinet recognizes no geographical boundaries.r@thetries,
such as Germany, have adopted laws regulating moloéeh in packaged games and those transmittettioge
Internet that are stricter than current United &ddaws. In the United States, the federal andrakstate
governments are continually considering conteritict®ns on products such as ours, as well asicéshs on
distribution of such products. For example, redegislation has been adopted in several statesce@uld be
proposed at the federal level, that prohibits tie sf certain games (e.g., violent games or tmoge“M (Mature)”
or “AO (Adults Only)” ratings) to minors. Any one more of these factors could harm our businedititing the
products we are able to offer to our customerdirbijing the size of the potential market for oungucts, and by
requiring costly additional differentiation betwegroducts for different territories to address wagyregulations.

If one or more of our titles were found to contairhidden, objectionable content, our business couldifer.

Throughout the history of our industry, many vidgones have been designed to include certain hicloleient and
gameplay features that are accessible throughsthefuin-game cheat codes or other technologicahméhat are
intended to enhance the gameplay experience. Hayieveeveral recent cases, hidden content or featuave bee
found to be included in other publishers’ produmtsan employee who was not authorized to do s @mboutside
developer without the knowledge of the publisheonktime to time, some hidden content and feathes®
contained profanity, graphic violence and sexueXplicit or otherwise objectionable material. Ifeav cases, the
Entertainment Software Ratings Board ("ESRB”) heacted to discoveries of hidden content and fesatoye
reviewing the rating that was originally assignedrte product, requiring the publisher to changegame
packaging and/or fining the publisher. Retailergeha
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on occasion reacted to the discovery of such higdetent by removing these games from their shehefgsing to
sell them, and demanding that their publisherstdtem as product returns. Likewise, consumers heacted to
the revelation of hidden content by refusing tochase such games, demanding refunds for gamewvéhalyeady
purchased, and refraining from buying other gamdsighed by the company whose game contained the
objectionable material.

We have implemented preventative measures destgmeduce the possibility of hidden, objectionatbatent
from appearing in the video games we publish. Nwless, these preventative measures are subjectrtan error,
circumvention, overriding, and reasonable resoucestraints. If a video game we published were diotancontain
hidden, objectionable content, the ESRB could dehthat we recall a game and change its packagirgflect a
revised rating, retailers could refuse to selhid @demand we accept the return of any unsold capiesturns from
customers, and consumers could refuse to buydeorand that we refund their money. This could Feaxeaterial
negative impact on our operating results and firdmondition. In addition, our reputation could tl@med, which
could impact sales of other video games we sedinyf of these consequences were to occur, ourdsssand
financial performance could be significantly harmed

If we ship defective products, our operating result could suffer.

Products such as ours are extremely complex saftpwangrams, and are difficult to develop, manufecand
distribute. We have quality controls in place ttedédefects in the software, media and packadimgiioproducts
before they are released. Nonetheless, theseygoatitrols are subject to human error, overridaryj reasonable
resource constraints. Therefore, these qualityrolsnand preventative measures may not be effentidetecting
defects in our products before they have been dejped and released into the marketplace. In sugvamt, we
could be required to recall a product, or we mag ft necessary to voluntarily recall a productj/an scrap
defective inventory, which could significantly haour business and operating results.

Our international net revenue is subject to curreng fluctuations.

For the fiscal year ended March 31, 2007, inteomati net revenue comprised 46 percent of our tehievenue.
We expect foreign sales to continue to accounafsignificant portion of our total net revenue. I$8ales may be
subject to unexpected regulatory requirementdfs¢aand other barriers. Additionally, foreign sads primarily
made in local currencies, which may fluctuate asgfaine U.S. dollar. While we utilize foreign excharforward
contracts to mitigate some foreign currency rissoagated with foreign currency denominated asseddiabilities
(primarily certain intercompany receivables andaidgs) and, from time to time, foreign currencyi@ptontracts
to hedge foreign currency forecasted transactiprisérily related to a portion of the revenue arpgenses
denominated in foreign currency generated by oeratpnal subsidiaries), our results of operatiomduding our
reported net revenue and net income, and finanoradition would be adversely affected by unfavoedbleign
currency fluctuations, particularly the Euro, Bsftipound sterling and Canadian dollar.

Changes in our tax rates or exposure to additionahx liabilities could adversely affect our earningsaand
financial condition.

We are subject to income taxes in the United Statelsin various foreign jurisdictions. Significgntlgment is
required in determining our worldwide provision focome taxes, and, in the ordinary course of asiriess, there
are many transactions and calculations where timatke tax determination is uncertain.

We are also required to estimate what our taxdsheiin the future. Although we believe our taxirastes are
reasonable, the estimation process and applicabie dre inherently uncertain, and our estimatesatreinding on
tax authorities. Our effective tax rate could beeadely affected by our profit level, by changesim business,
including the mix of earnings in countries withfdiing statutory tax rates, changes in the elestiva make,
changes in applicable tax laws as well as othéofacFurther, our tax determinations are regulsulyject to audit
by tax authorities and developments in those awdittd adversely affect our income tax provisiono@d our
ultimate tax liability exceed our estimates, owwrame tax provision and net income or loss coulchbeerially
affected.
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We incur certain tax expenses that do not declinpgrtionately with declines in our consolidated{ax income o
loss. As a result, in absolute dollar terms, oxrebgpense will have a greater influence on ourctiffe tax rate at
lower levels of pre-tax income or loss than higleeels. In addition, at lower levels of pre-taxadnee or loss, our
effective tax rate will be more volatile.

In addition, the rules for tax accounting have ndlgebeen changed. In July 2006, the Financial Aictimg
Standards Board (“FASB”) issued FASB InterpretaftiFiN”) No. 48, “ Accounting for Uncertainty in Income
Taxes - An Interpretation of FASB Statement No.”1@®ich provides new rules for the accounting diocertainty
in income taxes recognized in financial statemangccordance with Statement of Financial Accounttandard
(“SFAS”) No. 109, “Accounting for Income Taxé&g¢see Note 10 of the Notes to Consolidated Firenci
Statements). We are evaluating what impact thetaopf FIN No. 48 will have on our Consolidatech&ncial
Statements as it becomes effective in the firsttquaf fiscal 2008. This impact could be mateaat our future
effective tax rates could be more volatile.

We are also required to pay taxes other than indewes, such as payroll, sales, use, value-adétayarth,
property and goods and services taxes, in botblitied States and various foreign jurisdictions. &ve regularly
under examination by tax authorities with respedhese non-income taxes. There can be no assutatdbe
outcomes from these examinations, changes in @indss or changes in applicable tax rules willhaate an
adverse effect on our earnings and financial cadit

Our reported financial results could be adversely Hected by changes in financial accounting standaslor by
the application of existing or future accounting stndards to our business as it evolves.

As a result of the enactment of the Sarbanes-Oxétyand the review of accounting policies by theCSdnd
national and international accounting standardsdsodhe frequency of accounting policy changes atxglerate.
For example, as discussed above, FIN No. 48 wglcathe way we account for income taxes and chaice a
material impact on our financial results. Similadjanges in accounting standards relating to dhasled
compensation require us to recognize significagitgater expense than we had been recognizingtprtbe
adoption of the new standard. Likewise, policige@tfng software revenue recognition have and céudither
significantly affect the way we account for revemakated to our products and services. For exanagleur industr
transitions to new video game hardware systemsxpect a more significant portion of our consold BC games
will be online-enabled and, as a result, we wilkéguired to recognize the related revenue ovexéended period
of time rather than at the time of sale. As we eckaexpand and diversify our business and praaftetings, the
application of existing or future financial accoingt standards, particularly those relating to tfas/ we account for
revenue and taxes, could have a significant adwedfeet on our reported results although not nerégson our
cash flows.

We have begun the implementation of a new set ohfincial information systems in anticipation of a
significant increase in deferred net revenue, whichf not completed in a successful and timely manngecould
impede our ability to accurately process, preparerd analyze important financial data.

We have begun to implement a new set of finanofarmation systems and processes designed to belpauratel
process, prepare and analyze the significant anafurgt revenue from onlinerabled packaged goods we expe
recognize on a deferred basis beginning in fis68B2 The successful implementation of these systads
processes entails a number of risks due to the lexibpof the systems, the number of people affécempany-
wide, and the implementation process itself. Wtekding of these new systems and processes anuhgy &if
employees are done in advance of implementati@netare inherent limitations in our ability to silate a fullscale
operating environment in advance of implementatidrere can be no assurance that the implementatitrese
financial information systems and processes willimpede our ability to accurately and timely pregeprepare ar
analyze the financial data we use in making opegadiecisions and which form the basis of the fimgrnoformatior
we include in the periodic reports we file with tBEC.
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Changes in our worldwide operating structure or theadoption of new products and distribution models ould
have adverse tax consequences.

As we expand our international operations, adopt peducts and new distribution models, implemérarges to
our operating structure or undertake intercompaaystactions in light of changing tax laws, expirimgngs,
acquisitions and our current and anticipated bgsimad operational requirements, our tax expendd awcrease.
For example, in the fourth quarter of fiscal 200@, repatriated $375 million under the America Jobsation Act o
2004. As a result, we recognized an additional time-tax expense in fiscal 2006 of $17 million.

The majority of our sales are made to a relativelgmall number of key customers. If these customereduce
their purchases of our products or become unable tpay for them, our business could be harmed.

In our fiscal year ended March 31, 2007, over 7#@¢mt of our U.S. sales were made to seven kepegss. In
Europe, our top ten customers accounted for apmrately 31 percent of our sales in that territoryiryithe year
ended March 31, 2007. Worldwide, we had directssadéwo customers, Wal-Mart Stores and GameStaop.Co
Inc., which represented approximately 13 percedtighpercent, respectively, of total net revenuihéyear ended
March 31, 2007. Though our products are availableonhsumers through a variety of retailers, theceatration of
our sales in one, or a few, large customers caad to a short-term disruption in our sales if oneore of these
customers significantly reduced their purchaseseased to carry our products, and could make us mdnerable
to collection risk if one or more of these largstoumers became unable to pay for our products. tieadilly, our
receivables from these large customers increaséisantly in the December quarter as they stockkarghe holida:
selling season. Also, having such a large portioouo total net revenue concentrated in a few custs could
reduce our negotiating leverage with these custemer

Acquisitions, investments and other strategic transctions could result in operating difficulties, diltion to our
investors and other negative consequences.

We have engaged in, evaluated, and expect to eant;mengage in and evaluate, a wide array of fiatestrategic
transactions, including (i) acquisitions of comgamnibusinesses, intellectual properties, and atbeets, (ii) minorit
investments in strategic partners, and (jii) inrre=tts in new interactive entertainment businedsegxample,
online and mobile games). Any of these strategicdactions could be material to our financial ctadiand results
of operations. Although we regularly search for agpnities to engage in strategic transactionsinag not be
successful in identifying suitable opportunitiese Wiay not be able to consummate potential acquisitbr
investments or an acquisition or investment mayemdtance our business or may decrease rathemta@ase our
earnings. In addition, the process of integrating@equired company or business, or successfullipiixm acquirec
intellectual property or other assets, could digesignificant amount of our management’s time faicds and may
create unforeseen operating difficulties and exjieres. Additional risks we face include:

« The need to implement or remediate controls, praesdand policies appropriate for a public comparan
acquired company that, prior to the acquisitionkéal these controls, procedures and poli

 Cultural challenges associated with integrating leyges from an acquired company or business into ou
organization

« Retaining key employees from the businesses weirag

« The need to integrate an acquired compsiagcounting, management information, human resaamd othe
administrative systems to permit effective managensnd

» To the extent that we engage in strategic transasutside of the United States, we face additiasies,
including risks related to integration of operaiacross different cultures and languages, curresky and
the particular economic, political and regulatdsks associated with specific countri
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Future acquisitions and investments could invohesissuance of our equity securities, potentialiyticig our
existing stockholders, the incurrence of debt, iogrent liabilities or amortization expenses, widtiés of goodwill,
intangibles, or acquired in-process technologyther increased expenses, any of which could hamfimancial
condition. Our stockholders may not have the opmity to review, vote on or evaluate future acdigsis or
investments.

Our products are subject to the threat of piracy bya variety of organizations and individuals. If weare not
successful in combating and preventing piracy, ousales and profitability could be harmed significanity.

In many countries around the world, more piratepie® of our products are sold than legitimate capiénough we
believe piracy has not had a material impact onoparating results to date, highly organized picgterations have
been expanding globally. In addition, the prolitera of technology designed to circumvent the priten measures
we use in our products, the availability of broautbaccess to the Internet, the ability to downlpiadted copies of
our games from various Internet sites, and the sgicead proliferation of Internet cafes using pulatepies of our
products, all have contributed to ongoing and espanpiracy. Though we take steps to make the tnoaizied
copying and distribution of our products more difiit, as do the manufacturers of consoles on whiglgames are
played, these efforts may not be successful inrobiimg the piracy of our products. This could havaegative
effect on our growth and profitability in the fuéeur

Our stock price has been volatile and may continut fluctuate significantly.

The market price of our common stock historicakys tbeen, and we expect will continue to be, sultjesignificant
fluctuations. These fluctuations may be due todiacspecific to us (including those discussed @ribk factors
above as well as others not currently known torubat we currently do not believe are material)gthanges in
securities analysts’ earnings estimates or ratitoggyr results or future financial guidance fajlinelow our
expectations and analysts’ and investors’ expextatito factors affecting the computer, softwamégrhet,
entertainment, media or electronics industriesgparational or international economic conditions.

Item 1B: Unresolved Staff Comments

None.

Item 2: Properties

The following diagram depicts the locations of awst significant facilities throughout the world:

& ol Coast:
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We currently own a 418,000-square-foot product graent studio facility in Burnaby, British ColunahiCanada
and a 122,000-square-foot administrative, salesdandlopment facility in Chertsey, England. In aiddi to the
properties we own, we lease approximately 2.7 amilBquare feet of facilities, including significdeases for our
headquarters in Redwood City, California, our stedn Los Angeles, California and Orlando, Floridad our
distribution center in Louisville, Kentucky. Ouraged space is summarized as follows (in squark feet

North
Purpose America Europe Asia Total
Distribution 250,00( 86,73 — 336,73!
Sales & Administrative 730,56 235,00 100,22 1,065,78!
Studio Developmer 1,119,12° 191,19 36,33¢ 1,346,65!
Total Leased Square Foote 2,099,691 512,92t 136,55¢ 2,749,17

Redwood City Headquarters

In February 1995, we entered into a build-to-seéiske (“Phase One Lease”) with a third-party leksoour
headquarters facilities in Redwood City, Califor(fi@hase One Facilities”). The Phase One Facilt@nprise a
total of approximately 350,000 square feet and idgpace for sales, marketing, administrationrasdarch and
development functions. In July 2001, the lessanegfced the Phase One Lease with Keybank Natiossd@ation
through July 2006. The Phase One Lease expiremnimdy 2039, subject to early termination in therg\the
underlying financing between the lessor and itsléga is not extended. Subject to certain termscanditions, we
may purchase the Phase One Facilities or arramghdsale of the Phase One Facilities to a thérdyp

Pursuant to the terms of the Phase One Lease, weedmaoption to purchase the Phase One Facilitiasyatime for
a purchase price of $132 million. In the event sh to a third party, if the sale price is lésemt$132 million, we
will be obligated to reimburse the difference betwéhe actual sale price and $132 million, up teaximum of
$117 million, subject to certain provisions of fPlease One Lease, as amended.

On May 26, 2006, the lessor extended its loan fimanunderlying the Phase One Lease with its lettepugh
July 2007, and on May 14, 2007, the lenders exittiiis financing again for an additional year trgbuuly 2008.
We may request, on behalf of the lessor and sutjdender approval, an additional one-year extamsf the loan
financing between the lessor and the lenders.dretlent the less@’loan financing with the lenders is not extent
we may loan to the lessor approximately 90 peroétite financing, and require the lessor to extivedremainder
through July 2009; otherwise the lease will terrteén&@Ve account for the Phase One Lease arrangesamt
operating lease in accordance with SFAS No:A8¢counting for Leases’; as amended.

In December 2000, we entered into a second buikliiblease (“Phase Two Lease”) with Keybank Natlon
Association for a five and one-half year term bagig in December 2000 to expand our Redwood Cigfif@nia
headquarters facilities and develop adjacent ptpgdPhase Two Facilities”). Construction of thea®ke Two
Facilities was completed in June 2002. The Phase Hacilities comprise a total of approximately 300 square
feet and provide space for sales, marketing, aditnation and research and development functiorigieSuto
certain terms and conditions, we may purchase llasdéTwo Facilities or arrange for the sale ofRhase Two
Facilities to a third party.

Pursuant to the terms of the Phase Two Lease, weedraoption to purchase the Phase Two Facilitiesyatime fo
a purchase price of $115 million. In the event shke to a third party, if the sale price is ldsemt$115 million, we
will be obligated to reimburse the difference bedw¢he actual sale price and $115 million, up teaximum of
$105 million, subject to certain provisions of fPlease Two Lease, as amended.

On May 26, 2006, the lessor extended the PhaselBase through July 2009 subject to early termimaiticthe
event the underlying loan financing between thedeand its lenders is not extended. Concurrenitly thie
extension of the lease, the lessor extended timefibancing underlying the Phase Two Lease with its
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lenders through July 2007. On May 14, 2007 thedenidxtended this financing again for an additigealr through
July 2008. We may request, on behalf of the leasdrsubject to lender approval, an additional ozar-gxtension
of the loan financing between the lessor and thddes. In the event the lessor’s loan financindiwhe lenders is
not extended, we may loan to the lessor approxign8tepercent of the financing, and require thesdego extend
the remainder through July 2009, otherwise thecl@dh terminate. We account for the Phase Two keas
arrangement as an operating lease in accordanke&SwAS No. 13, as amended.

We believe that, as of March 31, 2007, the estith&di values of both properties under these opeydtases
exceeded their respective guaranteed residualsalue

Guildford, Orlando, Los Angeles and Vancouver Stodi Louisville Distribution Center

In February 2006, we entered into an agreementavitimdependent third party to lease a studioifadil
Guildford, Surrey, United Kingdom, which commendedune 2006 and will expire in May 2016. The figil
comprises a total of approximately 95,000 squaeg fehich we use for research and development ifumet Our
rental obligation under this agreement is approxétyeb33 million over the initial ten-year term thie lease.

In June 2004, we entered into a lease agreemeefhaded in December 2005, with an independent trartydor a
studio facility in Orlando, Florida. The lease coemued in January 2005 and expires in June 2010,omig five-
year option to extend the lease term. The campuilitifss comprise a total of 140,000 square feet provide spac
for research and development functions. Our restihdjation over the initial five-and-a-half yearrneof the lease is
$15 million.

In July 2003, we entered into a lease agreemehtamtindependent third party (the “Landlord”) fostadio facility
in Los Angeles, California, which commenced in @etin2003 and expires in September 2013 with twe-figar
options to extend the lease term. Additionally,hage options to purchase the property after fivktan years
based on the fair market value of the properthatdate of sale, a right of first offer to purchése property upon
terms offered by the Landlord, and a right to shiathe profits from a sale of the property. Exigticampus
facilities comprise a total of 243,000 square fa®l provide space for research and developmentidmsc Our
rental obligation under this agreement is $50 omllover the initial ten-year term of the lease sTd@mmitment is
offset by expected sublease income of $6 milliarefsublease to an affiliate of the Landlord o008, square feet
of the Los Angeles facility, which commenced in @tr 2003 and expires in September 2013, with optad early
termination by the affiliate after five years andus after four and five years.

In October 2002, we entered into a lease agreeméhtan independent third party for a studio fiagiin
Vancouver, British Columbia, Canada, which commerineMay 2003 and expires in April 2013. We amentiex
lease in October 2003. The facility comprises altot approximately 65,000 square feet and provitese for
research and development functions. Our rentagjatiin under this agreement is approximately $1Bamiover
the initial ten-year term of the lease.

Our North American distribution is supported byemtralized warehouse facility that we lease in kuillie,
Kentucky, occupying 250,000 square feet.

In addition to the properties discussed above, awe lother properties under lease which have betudied in our
restructuring costs as discussed in Note 6 of thiedNto Consolidated Financial Statements includégm 8 of
this report. While we continually evaluate our fiigirequirements, we believe that suitable additiloor substitute
space will be available as needed to accommodatiituwe needs.
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Item 3: Legal Proceeding:

On September 14, 2006, we received an informalilpdrom the Securities and Exchange Commissiomesting
certain documents and information relating to dacls option grant practices from January 1, 199@ubh the date
of the letter. We have cooperated to date witimaliters related to this request. We most recemtlyiged the SEC
with information in December 2006. The SEC hasastted for any further information since that time.

We are also subject to claims and litigation agsimthe ordinary course of business. We belieat dny liability
from any reasonably foreseeable disposition of slaims and litigation, individually or in the aggyate, would not
have a material adverse effect on our consolidi@@dcial position or results of operations.

Item 4: Submission of Matters to a Vote of Security Hold¢

There were no matters submitted to a vote of ocurity holders during the quarter ended March 3072
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PART Il

Item 5: Market for Registran’'s Common Equity, Related Stockholder Matters arsslier Purchases of Equity
Securities

Market Information

Our common stock is traded on the NASDAQ Globak8eMarket under the symbol “ERTS”. The followirabte
sets forth the quarterly high and low sales prieeghare of our common stock from April 1, 200%tlgh
March 31, 2007.

Prices
High Low

Fiscal Year Ended March 31, 20(

First Quarte! $59.8: $47.4¢

Second Quarte 63.1z 55.27

Third Quartel 61.97 51.0¢

Fourth Quarte 58.5¢ 50.1¢
Fiscal Year Ended March 31, 20(

First Quartel $57.8( $39.9¢

Second Quarte 57.7¢  41.37

Third Quartel 59.8¢ 50.21

Fourth Quarte 54.4:  47.9¢

Holders

There were approximately 1,722 holders of recordusfcommon stock as of May 24, 2007. In additiva,believe
that a significant number of beneficial owners of common stock hold their shares in street name.

Dividends

We have not paid any cash dividends and do natipate paying cash dividends in the foreseeabladut
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Stock Performance Graph

The following information shall not be deemed to*fked” with the Securities and Exchange Commissimr shall
this information be incorporated by reference iy future filing under the Securities Act of 1938,amended, or
the Securities Exchange Act of 1934, as amendeagptxo the extent that we specifically incorpoiiaitey referenc
into a filing.

The following graph shows a five-year comparisocuwhulative total returns during the period fromrbta31,
2002 through March 31, 2007, for our common sttloé, NASDAQ Market Composite Index, the S&P 500 nde
(to which EA was added in July 2002) and the RD@hhelogy Index, each of which assumes an initibleaf
$100. Each measurement point is as of the endobf fescal year ended March 31. The performanceloftock
depicted in the following graph is not necessadritjicative of the future performance of our stock.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Electronic Arts Inc., The NASDAQ Compositeléx,
The S&P 500 Index and The RDG Technology Compdsiex
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* $100 invested on 3/31/02 in stock or index-inéghgdreinvestment of dividends. Fiscal year endirgydh 31.

March 31,
2002 2003 2004 2005 2006 2007
Electronic Arts Inc. $10C $96 $177 $17C $18C $16€
NASDAQ Composite 10C 72 11C 111 13¢ 14C
S&P 500 10C 75 102 10¢€ 121 13€
RDG Technology Composi 10C 67 99 96 11z 117
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Item 6: Selected Financial Data
ELECTRONIC ARTS INC. AND SUBSIDIARIES

SELECTED FIVE-YEAR CONSOLIDATED FINANCIAL DATA
(In millions, except per share data)

Year Ended March 31,

STATEMENTS OF OPERATIONS DATA 2007® 2006 2005 2004 2003
Net revenue $3,091 $2,951 $3,12¢ $2,957 $2,48
Cost of goods sol 1,21: 1,181 1,197 1,107 1,07
Gross profi 1,87¢ 1,77C 1,93z 1,85¢ 1,40¢
Operating expense
Marketing and sale 46€ 431 391 37C 332
General and administrati 28¢ 21% 221 18t 131
Research and developm 1,041 75€ 633 511 401
Amortization of intangible: 27 7 3 3 8
Acquired ir-process technolog 3 8 13 — —
Restructuring charge 15 26 2 9 15
Asset impairment chargs — — — — 66
Total operating expens 1,84C 1,44 126 1,07¢ 953
Operating incom: 39 32t 66¢ 77€ 45€
Interest and other income, r 99 64 56 21 5
Income before provision for income taxes and migariterest 13¢ 38¢ 72E 797 461
Provision for income taxe 66 147 221 22( 148
Income before minority intere 72 242 504 577 31¢&
Minority interest 4 (6) — — (1)
Net income $ 76 $ 23€ $ 504 $ 577 $ 317
Net income (loss) per shal
Common stock
Net income
Basic $ 76 $ 23€ $ 504 $ 577 $ 32¢
Diluted $ 76 $ 23¢€ $ 504 $ 577 $ 317
Net income per shar
Basic $028 $07¢ $168 $198 $1.17
Diluted $02. $075 $15¢ $187 $1.0¢
Number of shares used in computati
Basic 30¢ 304 30& 29t 282
Diluted 317 314 31¢ 30¢ 29z
Class B common stoc
Net loss, net of retained interest in EA.c N/A N/A N/A NA $ (12
Net loss per shar
Basic N/A N/A N/A N/A  $(2.77)
Diluted N/A N/A N/A N/A  $(2.77)
Number of shares used in computati
Basic N/A N/A N/A N/A 4
Diluted N/A N/A N/A N/A 4
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ELECTRONIC ARTS INC. AND SUBSIDIARIES
SELECTED FIVE-YEAR CONSOLIDATED FINANCIAL DATA (Con tinued)

(In millions)
Year Ended March 31,

BALANCE SHEET DATA 2007@® 2006 2005 2004 2003
Cash and cash equivale! $1,371 $1,24z $1,27C $2,15(C $ 95C
Shor-term investment 1,26¢ 1,03C 1,68¢ 264 63¢
Marketable equity securitie 341 16C 14C 1 1
Working capital 2,571 2,14z 2,89¢ 2,18t 1,33¢
Total asset 5,146 4,38¢ 4,37C 3,46¢ 2,42¢
Long-term liabilities 88 97 54 42 54
Total liabilities 1,11¢ 96€ 861 78€ 64C
Minority interest — 12 11 — 4
Total stockholdel' equity 4,032 3,40¢ 3,49t 2,67¢ 1,78t

@

Beginning in fiscal 2007, we adopted Statementio&icial Accounting Standard No. 123 (revised 2004)
(“SFAS No. 123(R)"),'Share-Based Payment”Accordingly, in fiscal 2007, we recognized stdmsed
compensation expense of $133 million, pre-tax, $t@i7 million, net of tax. See Note 12 of the Ndtes
Consolidated Financial Statements for a detailedtfanal line-item breakdown of our stock-based
compensation expens
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Item 7: Managemen's Discussion and Analysis of Financial Conditionnal Results of Operations

OVERVIEW

The following overview is a top-level discussionauir operating results as well as some of the sremd drivers
that affect our business. Management believesathainderstanding of these trends and drivers isitapt in order
to understand our results for the fiscal year eridarcth 31, 2007, as well as our future prospedtss Summary is
not intended to be exhaustive, nor is it intendele a substitute for the detailed discussion aadlyais provided
elsewhere in this Form 10-K, including in the “Bussss” section and the “Risk Factors” above, thearader of
“Management’s Discussion and Analysis of Finan€ahdition and Results of Operations”, or the Coidsibéd
Financial Statements and related notes.

About Electronic Arts

We develop, market, publish and distribute intévacsoftware games that are playable by consunmexsdgo gam
consoles (such as the Sony PlayStation 2 and PLAYMSIN 3, Microsoft Xbox 360 and Nintendo Wii), persal
computers, mobile platforms (including cellular Haets and handheld game players such as the RiaypSRartabl
(“PSP”) and the Nintendo DS) and online (over thiednet and other proprietary online networks). 8afour
games are based on content that we license froensofb.g., Madden NFL Football, The Godfather aifdhF
Soccer), and some of our games are based on ouwbuelly-owned intellectual property (e.g., The Siarsl Need
for Speed). Our goal is to publish titles with masarket appeal, which often means translating andlizing them
for sale in non-English speaking countries. In iddj we also attempt to create software game tinéses” that
allow us to publish new titles on a recurring baki are based on the same property. Exampléssofranchise
approach are the annual iterations of our sporsgdh@aroducts (e.g., Madden NFL Football, NCARootball and
FIFA Soccer), wholly-owned properties that can becessfully sequeled (e.g., The Sims, Need for $pad
Battlefield) and titles based on long-lived liter@nd/or movie properties (e.g., Lord of the Riagsl Harry Potter).

Overview of Financial Result

Total net revenue for the fiscal year ended Marth2®07 was $3.091 billion, up 5 percent as conparehe fiscal
year ended March 31, 2006. Total net revenue ®fitital year ended March 31, 2007 was driven byssat
Madden NFL 0%, Need for Speed CarbgrrIFA 07, The Sims 2 PetsandNCAA® Football 07. Four titles sold
more than five million units in the fiscal year exddViarch 31, 2007 -Madden NFL 07 Need for Speed Carbgn
FIFA 07, andThe Sims 2 Pets.

Net income for the fiscal year ended March 31, 2088 $76 million as compared to $236 million foz fiscal yea
ended March 31, 2006. Diluted net income per sfarthe fiscal year ended March 31, 2007 was $a4
compared to $0.75 for the fiscal year ended Madc2B06. Although net revenue increased in fis€@l72as
compared to fiscal 2006, net income decreasedalar increase in our operating expenses as a ésulr
adoption of SFAS No. 123 (revised 2004) (“SFAS N23(R)"), “ Share Based Paymehtan increase in our annt
bonus expense and an increase in additional pezbogiated costs due to an increase in headcoheselincreases
were further mitigated by a decrease in our inctemeprovision.

We generated $397 million of cash from operatirtivéies during the year ended March 31, 2007,@sagared to
$596 million for fiscal 2006. The decrease in cgsherated from operating activities was primarikg do the timin
of the collection of our receivables as a resultalfecting a greater amount of our receivablesndufiscal 2006 as
compared to fiscal 2007.

Stock-Based CompensatioBeginning in fiscal 2007, we adopted SFAS No.(R}3vhich requires us to recognize
the cost resulting from all share-based paymenséetions in our financial statements using avaine-based
method. See Note 12 of the Notes to Consolidatedrigial Statements. The following table summarmesstock-
based compensation expense resulting from stoérsptrestricted stock, restricted
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stock units and our employee stock purchase pleanded in our Consolidated Statements of Operafionthe
fiscal years ended March 31, 2007, 2006 and 2008 (liions):

Year Ended March 31,
2007 2006 2005

Cost of goods sol $ 2 $— $—
Marketing and sale 17 — —
General and administrati 37 1 —
Research and developmt 77 2 6

Stoclk-based compensation expel 13z 3 6
Benefit from income taxe (26) (1) (2)

Stock-based compensation expense, net o $107 $ 2 $ 4

As of March 31, 2007, our total unrecognized conspéinn cost related to stock options was $153 onilind is
expected to be recognized over a weighted-aveeyés period of 1.6 years. As of March 31, 200¥, total
unrecognized compensation cost related to rearitieck and restricted stock units (collectivelfereed to as
“restricted stock rights”) was $82 million and igpected to be recognized over a weighted-average&seeriod of
2.3 years.

Managemen's Overview of Historical and Prospective Businee®nds

Transition to A New Generation of Console¥ideo game hardware systems have historicallyshkfe cycle of
four to six years, which causes the video gamevsoét market to be cyclical as well. Microsoft labhad the Xbox
360 in November 2005, while Sony and Nintendo l&aacthe PLAYSTATION 3 and the Wii, respectively, in
November 2006. We have continued to develop an#tehaew titles for pric-generation video game systems such
as the PlayStation 2 while also making signifidamestments in products for the new systems. Aptice-
generation systems reach the end of their lifeecgald the installed base of the new systems cagitaigrow, our
sales of video games for prior-generation systeitis@ntinue to decline as (1) we produce fewdestfor prior-
generation systems, (2) consumers replace their-generation systems with the new systems, art@8jaonsumer
reduce game software purchases for certain prinemgion consoles generally, for example, untij/tae able to
purchase a new video game hardware system. THisel@t prior-generation product sales could ultieta be
greater than we anticipate, and sales of prodoctthé new platforms may be lower than we antiegpktoreover,
we expect development costs for the new video gaystems to be greater on a per-title basis thaaldpment
costs for prior-generation video game systems.

We have incurred increased costs during this tfiansas we have continued to develop and markettitkas for
certain prior-generation video game platforms whik making significant investments in productstfe new
generation platforms. As we move through the lifele of prior-generation consoles, we will contirtaedevote
significant resources to the development of prienaration titles while at the same time spendingeniar the new
generation of platforms and technology. As a resilhese factors, we expect research and develupexpenses 1
increase in fiscal 2008.

Investment in Online Today, we generate net revenue from a variegnbhe products and services, including
casual games and downloadable content marketed and@®ogo brand, persistent state world games asiditima
OnlineandDark Age of CameloRPC-based downloadable content and onéinebled packaged goods. As the na
of online game offerings expands and evolves, vtieipate long-term opportunities for growth in tlaisea. For
example, we expect that consumers will take adgentd the online connectivity of the new generatibeonsoles
at a much higher rate than they have on prior-gsiogr consoles, allowing more consumers to enhtraie
gameplay experience through multiplayer activigmenunity-building and downloading content. We pian
increase the amount of content available for doaahlon the PC, consoles and cell phones, increasautnber of
games with dynamic in-game advertising and to meethe number of PC-based games that can be dmialo
digitally. In addition, we plan to expand our casgeme offerings internationally and to invest nowing genres
such as mid-session
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games. To further enhance our online offeringsawguired Mythic, a developer and publisher of masgi
multiplayer online role-playing games, in July 2006e intend to make significant investments in malproducts,
infrastructure and services and believe that orgammeplay will become an increasingly important paour
business in the long term.

Significantly Increased Deferred Revenue for Onlimabled Games.The ubiquity of high-speed Internet access
and the integration of network connectivity intoangeneration game consoles are expected to incdegsand for
games with online-enabled features. To addresslénigand, many of our software products are devdlopéh the
ability to be connected to and played via the imterin order for consumers to participate in omldlommunities ar
play against one another via the Internet, weHaugh outsourced arrangements with third parhiask servers
which support the various online services we prevaconsumers such as matchmaking, roster updates,
tournaments and player rankings. In situations @/er do not separately sell these online servigeg;onsider the
sale of the software product as a “bundle” salmoltiple element arrangement in which we sell kb#hsoftware
product and the online service for one combinedepri

Through fiscal 2007, for accounting purposes, vesgecific objective evidence of fair value exisfedthe online
service. Accordingly, we allocated the revenueem#d from the sale of the software product betwikeronline
service and the software product and recognizeari@unts allocated to each element separately. tAawstarting
in fiscal 2008, for accounting purposes, the regfliirendor specific objective evidence of fair valuk not exist for
the online services. This will prevent us from adting and recognizing revenue related to the sofivroduct and
the online services separately. Accordingly, we lagigin to recognize all of the revenue from thie sd our online-
enabled software products related to the PC, PddipBt2, PLAYSTATION 3 and the PSP platforms over t
estimated online service period (currently expettelde recognized over six months after the mohgake). We
anticipate that, in fiscal 2008, we will likely defapproximately $400 to $500 million in net reveritom the sale «
these online-enabled software products into fi26&9. On a quarterly basis, this amount will vagngicantly
depending upon the timing of the release of thénertnabled software product and the sales volursaah
products. In addition, we will expense the cosgabds sold related to these transactions whenatelilv As of
March 31, 2007, deferred net revenue related tkagrped goods and digital content (i.e., contenivdedid to the
consumer via the Internet including (1) digital dd@ads and (2) certain incremental content reledezlr core
subscription services playable only online, whioh gpes of “micro-transactions”) was $23 million.

Expansion of Mobile Platform Advances in mobile technology have resulted ety of new and evolving
platforms for on-the-go interactive entertainméattappeal to a broader demographic of consumensefibrts to
capitalize on the growth in mobile interactive etamment are focused in two broad areapaekaged goods gan
for handheld game systems and downloadable gameslfolar handsets.

We have developed and published games for a varfdtgndheld platforms, including the Nintendo GaBmy and
Game Boy Advance, for several years. The introduastof the Sony PSP and the Nintendo DS, with #mianced
graphics, deeper gameplay, and online functionglityvide a richer mobile gaming experience forstoners.

We expect sales of games for cellular handseteritiraie to be an increasingly important part of lousiness
worldwide. To accelerate our position in this grogvsegment, in February 2006, we acquired JAMDATbNéo
Inc., a global publisher of wireless games androtfieeless entertainment applications. As a resithis
acquisition, our net revenue from games for cellhbndsets increased significantly in fiscal 208 t@ampared to
prior years. Likewise, the acquisition, along witle additional investment required to grow thistioor of our
business globally, resulted in increased licengalties, development and operating expenses ialf&07.

As mobile technology continues to evolve and tietalhed base of both handheld game systems and-gaaided
cellular phones continues to expand, we anticiff@tsales of our titles for mobile platforms — fmth handhelds
and cellular handsets — will become an increasimglyortant part of our business.

Acquisitions, Investments and Strategic Transasti We have engaged in, evaluated, and expect tincanto
engage in and evaluate, a wide array of poterttialegjic transactions, including (1) acquisitiofs o
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companies, businesses, intellectual propertiesptmat assets, and (2) investments in new inte@aemtertainment
businesses, such as online and mobile games. I20@Y, we announced that we entered into a licgregmeemer
with and expect to make a strategic equity investrireThe9 Limited, a leading online game operatdChina, on
or around May 29, 2007. The licensing agreemergggithe9 exclusive publishing rights f8A SPORTS FIFA
Onlinein mainland China. In April 2007, we expanded ocamenercial agreements with and made strategic equity
investments in Neowiz Corporation and its onlinengay subsidiary, Neowiz Games. Based in Korea, Nean
online media and gaming company with which we pa#d in 2006 to laundBA Sports FIFA Onlinén Korea. In
October 2006, the remaining outstanding sharesgifdblllusions C.E. (“DICE”") were purchased, tkby
completing the acquisition of the remaining minpiitterest of DICE. In July 2006, we acquired Myths part of
our efforts to accelerate our growth in the madgiaultiplayer online role-playing market. In fidc2007, we also
acquired SingShot Media, a San Francisco-basedekéraoke community, as well as substantiallpfalhe assets
of Headgate Studios, a Utah-based developer witbhhaie had partnered since 2000 to develop ceBAin
franchises, and Phenomic Game Development, a dexetd Real Time Strategy games based in Germarfisdal
2006, we acquired JAMDAT as part of our effort@ateelerate our growth in mobile gaming.

International Expansior We expect international sales to remain a fundaah@art of our business. As part of our
international expansion strategy, we may seek tmeawith established local companies through &iiipns, joint
ventures, minority investments or other similamagements. We are planning to expand our developameh
business activities internationally. We believet ihaorder to succeed internationally, it is impmtt to locally
develop content that is specifically directed tadvimrcal cultures and consumers. As such, we expemintinue to
devote resources to hiring local development tadadt expanding our infrastructure.

Sales of “Hit” Titles. Sales of “hit” titles, several of which were tegllers in a number of countries, contributed
significantly to our net revenue in fiscal 2007.r@ap-selling titles across all platforms worldwidering the year
ended March 31, 2007 wekéadden NFL 07 Need for Speed CarboFIFA 07, The Sims 2 PeendNCAA
Football 07.Hit titles are important to our financial perfornt@because they benefit from overall economies of
scale. We have developed, and it is our objectiveontinue to develop, many of our hit titles tadme franchise
titles that can be regularly iterated.

Increasing Licensing Cost We generate a significant portion of our net naieand operating income from games
based on licensed content, such as FIFA Soccehade recently entered into new licenses and renelded
licenses, some of which may contain higher royaltgs or guarantees than similar license agreemeantsave
entered into in the past. We believe these licermasthe product franchises they support, willtcare to be
important to our future operations, but the higtests of these licenses will negatively impact gnass margins.

Foreign Currency Exchange Impa Net revenue from international sales accounteagpproximately 46 percent
of our total net revenue during both fiscal 200@ 2006. Our international net revenue was primatilyen by sale
in Europe and, to a much lesser extent, in AsiarXer-yearforeign exchange rates had a favorable impact o
net revenue of $53 million, or 2 percent, for tleayended March 31, 2007.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our Consolidated Financial Statements have begraprd in accordance with accounting principles gadlye
accepted in the United States. The preparatiohase Consolidated Financial Statements requiresgeanent to
make estimates and assumptions that affect thetespamounts of assets and liabilities, contingesets and
liabilities, and revenue and expenses during therteng periods. The policies discussed below aresitlered by
management to be critical because they are notiomgrtant to the portrayal of our financial comalit and results
of operations but also because application andgretation of these policies requires both judgnaemt estimates
matters that are inherently uncertain and unkndvsra result, actual results may differ materiattynh our
estimates.
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Revenue Recognition, Sales Returns, Allowances Bad Debt Reserves

We principally derive revenue from sales of intéirecsoftware games designed for play on video geomsoles
(such as the PLAYSTATION 3, Xbox 360 and Wii), P&l mobile platforms including handheld game player
(such as the Sony PSP, Nintendo DS and Nintendoe@owy Advance) and cellular handsets. We evalinate t
recognition of revenue based on the criteria s¢hfio Statement of Position (“SOP”) 97-&oftware Revenue
Recognitio” , as amended by SOP 98*Blodification of SOP 97-2, Software Revenue Redimmi With Respect
to Certain Transactionsand Staff Accounting Bulletin (“SAB”) No. 104Revenue Recognition’'We evaluate
revenue recognition using the following basic cit@nd recognize revenue when all four of theof@lhg criteria
are met:

« Evidence of an arrangemeiEvidence of an agreement with the customer th&atsfthe terms and
conditions to deliver products must be presentdento recognize revenu

« Delivery.Delivery is considered to occur when a produchipped and the risk of loss and rewards of
ownership have been transferred to the customemnmime game services, delivery is consideredcuoas
the service is provides

 Fixed or determinable felf a portion of the arrangement fee is not fixedleterminable, we recognize
revenue as the amount becomes fixed or determir

» Collection is deemed probabMl/e conduct a credit review of each customer invbivea significant
transaction to determine the creditworthiness efdhstomer. Collection is deemed probable if weeekfhe
customer to be able to pay amounts under the a¥maegt as those amounts become due. If we detethat
collection is not probable, we recognize revenuemtollection becomes probable (generally upon cash
collection).

Determining whether and when some of these criteaiee been satisfied often involves assumptionguwdgiments
that can have a significant impact on the timind amount of revenue we report. For example, fottiplal element
arrangements, we must make assumptions and judgrimenitder to: (1) determine whether and when edetment
has been delivered; (2) determine whether unded/products or services are essential to the fumality of the
delivered products and services; (3) determine dratendor-specific objective evidence of fair wa(tVSOE")
exists for each undelivered element; and (4) alkotfze total price among the various elements wst iaheliver.
Changes to any of these assumptions or judgmantbamges to the elements in a software arrangem@uit
cause a material increase or decrease in the arabtavenue that we report in a particular perieok. example,
some of our packaged goods products are sold witheoservices. Prior to, and through fiscal 200&,had been
able to determine VSOE for the online servicesdalélivered; therefore, we have been able to akoitee total
price received from the combined product and ordiexvice sale between these two elements and rizeote
related revenue separately. However, startingsitafi2008, VSOE will not exist for the online sees to be
delivered for certain platforms and all revenuerfrihese transactions will be recognized over thienaged online
service period. More specifically, we will beginrecognize the revenue from sales of certain ordimebled
packaged goods on a straight-line basis over sixtinscafter the month of sale. Accordingly, thistigely small
change (from having VSOE for online hosting sersitteno longer having VSOE) will have a significaffect on
our reported results.

Determining whether a transaction constitutes dim@mgame service transaction or a download ofoayet require
judgment and can be difficult. The accounting farde transactions is significantly different. Raxeefrom produc
downloads is recognized when the download occwsufaing all other recognition criteria are met)vétaie from
online game services is recognized as the seraigesendered. If the service period is not defimezlrecognize the
revenue over the estimated service period. Detémgnithe estimated service period is inherently scidje and is
subject to regular revision based on historicalnenlisage.

Product revenue, including sales to resellers astdlilitors (“channel partners”), is recognized wilee above
criteria are met. We reduce product revenue fomaséed future returns, price protection, and otféerings, which
may occur with our customers and channel partheisertain countries, we have stock-balancing pogyr for our
PC and video game system products, which allowhferexchange of these
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products by resellers under certain circumstarité&sour general practice to exchange productiar credits
rather than to give cash refunds.

In certain countries, from time to time, we dedidgrovide price protection for both our PC andeddjame system
products. When evaluating the adequacy of salesn®tind price protection allowances, we analygfical
returns, current sethrough of distributor and retailer inventory ofrqaroducts, current trends in retail and the vi
game segment, changes in customer demand and acegif our products, and other related factoradtfition,
we monitor the volume of sales to our channel gasttand their inventories, as substantial overstgdk the
distribution channel could result in high returmsigher price protection costs in subsequent pesrio

In the future, actual returns and price protectimay materially exceed our estimates as unsoldustedn the
distribution channels are exposed to rapid chaimgesnsumer preferences, market conditions or telcigical
obsolescence due to new platforms, product upaatesmpeting products. For example, the risk ofipit returns
and/or price protection for our products may camtino increase as the PlayStation 2 console mbavesgh its
lifecycle. While we believe we can make reliabléraates regarding these matters, these estimagastearently
subjective. Accordingly, if our estimates changmd, returns and price protection reserves woulthghawhich
would impact the total net revenue we report. B@neple, if actual returns and/price protection were significant
greater than the reserves we have establishedctual results would decrease our reported totalavenue.
Conversely, if actual returns and/or price protativere significantly less than our reserves,wusld increase our
reported total net revenue.

Significant judgment is required to estimate olmaénce for doubtful accounts in any accountingqueiVe
determine our allowance for doubtful accounts bgleating customer creditworthiness in the contéxtuorent
economic trends and historical experience. Depgndioon the overall economic climate and the finalnmbndition
of our customers, the amount and timing of our thelok expense and cash collection could changefisigmily.

Royalties and Licenses

Our royalty expenses consist of payments to (1)ezdricensors, (2) independent software develg@ard (3) co-
publishing and distribution affiliates. License attjes consist of payments made to celebritiesfggsgional sports
organizations, movie studios and other organizatfonour use of their trademarks, copyrights, @eas publicity
rights, content and/asther intellectual property. Royalty payments tdependent software developers are payn
for the development of intellectual property rethte our games. Co-publishing and distribution foga are
payments made to third parties for the deliverprafduct.

Royalty-based obligations with content licensord distribution affiliates are either paid in advarand capitalized
as prepaid royalties or are accrued as incurrecsabsequently paid. These royalty-based obligatoagenerally
expensed to cost of goods sold generally at thatgref the contractual rate or an effective rgyedte based on
expected net product sales. Significant judgmergdsired to estimate the effective royalty ratedgarticular
contract. Because the computation of effective ltgyates requires us to project future revenuss, imherently
subjective as our future revenue projections motipate a number of factors, including (1) theatmumber of
titles subject to the contract, (2) the timing loé release of these titles, (3) the number of softwanits we expect:
sell which can be impacted by a number of varightesuding product quality and competition, angl figture
pricing. Determining the effective royalty rate faur titles is particularly challenging due to thiaerent difficulty ir
predicting the popularity of entertainment produgtscordingly, if our future revenue projectionsacige, our
effective royalty rates would change, which couigbact the royalty expense we recognize. Prepaynnesde to
thinly capitalized independent software developard copublishing affiliates are generally made in conimectvith
the development of a particular product and, tloeegfwe are generally subject to development rigk po the
release of the product. Accordingly, payments énatdue prior to completion of a product are gdheamortized
to research and development over the developmeioidpas the services are incurred. Payments dee aft
completion of the product (primarily royalty-basachature) are generally expensed as cost of geolds
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Our contracts with some licensors include minimurargnteed royalty payments which are initially reéed as an
asset and as a liability at the contractual amadren no performance remains with the licensor. Wkenformance
remains with the licensor, we record guarantee gaysnas an asset when actually paid and as atljabkiien
incurred, rather than recording the asset andiliahbipon execution of the contract. Minimum royaftayment
obligations are classified as current liabilitieghe extent such royalty payments are contragtaaié within the
next twelve months. As of March 31, 2007 and 2@@froximately $9 million of minimum guaranteed ribya
obligations had been recognized in each period.

Each quarter, we also evaluate the future reatimaif our royalty-based assets as well as any ogrezed
minimum commitments not yet paid to determine ant®we deem unlikely to be realized through prodiades.
Any impairments determined before the launch ofaalpct are charged to research and developmenhsepe
Impairments determined post-launch are chargedgbaf goods sold. In either case, we rely on exttieh revenue
to evaluate the future realization of prepaid rogaland commitments. If actual sales or revisednmae estimates
fall below the initial revenue estimate, then tktual charge taken may be greater in any giventgutran
anticipated. We had no impairments during fisc&l2M®uring fiscal 2006 and 2005, we recorded impairt
charges of $16 million and $8 million, respectively

Valuation of Long-Lived Assets, including goodwdind other intangible assets

We evaluate both purchased intangible assets &ed lainglived assets in order to determine if events onglea ir
circumstances indicate a potential impairment ine@xists. This evaluation requires us to estipat@ng other
things, the remaining useful lives of the assetsfature cash flows of the business. These evalngatnd estimates
require the use of judgment. Our actual resultdccdiffer materially from our current estimates.

Under current accounting standards, we make judtgradout the recoverability of purchased intangéssets and
other longlived assets whenever events or changes in cireunmoss indicate a potential impairment in the reingi
value of the assets recorded on our ConsolidatémhBa Sheets. In order to determine if a poteirtighirment has
occurred, management makes various assumptions thigofuwture value of the asset by evaluating fitbrsiness
prospects and estimated cash flows. Our futureast flows are primarily dependent on the saleodyxcts for
play on proprietary video game consoles, handhahdegplayers, PCs, and cellular handsets (“platfgrriibe sales
of our products are affected by our ability to aately predict which platforms and which produces develop will
be successful. Also, our revenue and earningsegentlient on our ability to meet our product relea$edules.
Due to product sales shortfalls, we may not redheefuture net cash flows necessary to recovetamg-lived
assets, which may result in an impairment chargeglbrecorded in the future. We recognized an infiicant
amount of impairment in fiscal 2007, 2006 and 2005.

SFAS No. 1427Goodwill and Other Intangible Assetgequires at least an annual assessment for impaiirofie
goodwill by applying a fair-value-based test. A tatep approach is required to test goodwill for @nment for
each reporting unit. The first step tests for imp&int by applying fair value-based tests at thentapg unit level.
The second step (if necessary) measures the ambumpairment by applying fair value-based teststtividual
assets and liabilities within each reporting uAjplication of the goodwill impairment test requsrieidgment,
including identification of reporting units, assigant of assets and liabilities to reporting uratssignment of
goodwill to reporting units, and determination loé tfair value of each reporting unit. The fair \v&ahf each
reporting unit is estimated using a discounted ¢ashmethodology which requires significant judgméo estimat
the future cash flows, determine the appropriatedalint rates, growth rates and other assumptidres. T
determination of fair value for each reporting wotld be materially affected by changes in thetienates and
assumptions which could trigger impairment. Indis2007, we completed the first step of the angoaldwill
impairment testing as of January 1, 2007 and founthdicators of impairment of our recorded gootiwlle did
not recognize an impairment loss on goodwill ircdis2007, 2006 or 2005. Future impairment tests raaylt in a
charge to earnings and there is a potential foritexdown of goodwill in connection with the annupairment
test.
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Stock-Based Compensation

On April 1, 2006, we adopted SFAS No. 123(R) angliad the provisions of SAB No. 107 ShareBased Paymet
", on our adoption of SFAS No. 123(R). SFAS No. (Brequires that the cost resulting from all sHaased
payment transactions be recognized in the finastéaéments using a fair-value-based method. Wategeldo use
the modified prospective transition method of admptSFAS No. 123(R) requires us to measure congtiomscost
for all outstanding unvested stock-based awardsert@mdur employees and directors based on estinfatechlues
and recognize compensation over the service pésioalwards expected to vest. We recognized $13fBomibf
stock-based compensation related to employee siatidns, restricted stock units, restricted stoskms and our
employee stock purchase plan (“ESPP”) during theafiyear ended March 31, 2007. We recognized $mof
stock-based compensation related to employeeatesirstock units, stock options assumed in conoretith our
acquisition of JAMDAT and non-employee stock opsiaturing the fiscal year ended March 31, 2006. We
recognized $6 million of stock-based compensataated to stock options assumed in connection aith
acquisition of Criterion Software Group Ltd. anchremployee stock options and warrants during teafiyear
ended March 31, 2005.

For options and ESPP, we use the Black-Scholesroptiluation model to determine the grant dateviaiue. The
Black-Scholes option valuation model requires us to ntaktain assumptions about the future. The detetinmaf
fair value is affected by our stock price as wslbasumptions regarding subjective and complexbkes such as
expected employee exercise behavior and our expstiek price volatility over the term of the awa@knerally,
our assumptions are based on historical informatimhjudgment is required to determine if histdricands may be
indicators of future outcomes. We estimated thie¥ahg key assumptions for the Black-Scholes vatunat
calculation:

 Rislk-free interest rateThe risk-free interest rate is based on U.S. Tmyagelds in effect at the time of grant
for the expected term of the optic

« Expected volatilityWe use our historical stock price volatility andhsmler the implied volatility computed
based on the price of short-term options publicygéd on our common stock for our expected vaigtili
assumption

» Expected ternThe expected term represents the weighted-aveegmighe stock options are expected to
remain outstanding. The expected term is deterntiaseéd on historical exercise behavior, post-vgstin
termination patterns, options outstanding and uaxpected exercise behavi

« Expected dividend:

As required by SFAS No. 123(R), employee stock-h@senpensation expense recognized in fiscal 2067 wa
calculated based on awards ultimately expecte@s$band has been reduced for estimated forfeitBaréeitures ar
revised, if necessary, in subsequent periods ifahddrfeitures differ from those estimates andadjustment will be
recognized at that time.

Changes to our underlying stock price, our assumptused in the Black-Scholes option valuationudation and
our forfeiture rate as well as future grants ofiggcould significantly impact compensation expetsbe
recognized in fiscal 2008 and future periods.

Income Taxes

In the ordinary course of our business, there apyntransactions and calculations where the taxalagvultimate
tax determination is uncertain. As part of the psscof preparing our Consolidated Financial Statesneve are
required to estimate our income taxes in eachejutisdictions in which we operate prior to thengdetion and
filing of tax returns for such periods. This progesquires estimating both our geographic mix obime and our
current tax exposures in each jurisdiction whereoperate. These estimates involve complex issegsijne
extended periods of time to resolve, and requir®usake judgments, such as anticipating the positthat we will
take on tax returns prior to our actually prepatimgreturns and the outcomes of disputes wittatdkorities. We
are also required to make determinations of thel ieeecord deferred tax liabilities and the recatbdity of
deferred tax assets. A valuation allowance is
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established to the extent recovery of deferredatsmets is not likely based on our estimation afriutaxable incom
in each jurisdiction.

In addition, changes in our business, includingu&itions, changes in our international corporatecture, changes
in the geographic location of business functionassets, changes in the geographic mix and amdimtane, as
well as changes in our agreements with tax autbseyivaluation allowances, applicable accountings;uapplicable
tax laws and regulations, rulings and interpretetithereof, developments in tax audit and otheterstand
variations in the estimated and actual level ofuahpre-tax income can affect the overall effectn@me tax rate.
As with fiscal 2007, we expect our effective taterto be unusually volatile and subject to sigmificfluctuation.

RESULTS OF OPERATIONS

Our fiscal year is reported on a 52 or 53-weekqgktihat, historically, ended on the final Saturdéarch in each
year. Beginning with the fiscal year ended MarchZ106, our fiscal year ends on the Saturday neitasch 31.
As a result, fiscal 2006 contained 53 weeks withfitst quarter containing 14 weeks. Our resultspdrations for
the fiscal years ended March 31, 2008, 2007, 20@62805 contain the following number of weeks:

Fiscal Year Ended Number of Weeks Fiscal Period End Date¢
March 31, 200¢ 52 weeks March 29, 200¢
March 31, 200° 52 weeks March 31, 200°
March 31, 200t 53 weeks April 1, 2006
March 31, 200¢ 52 weeks March 26, 200!

For simplicity of disclosure, all fiscal periodsaeferred to as ending on a calendar month end.

Beginning in fiscal 2007, we adopted SFAS No. 133/ applied the provisions of SAB No. 107 to adoption
of SFAS No. 123(R). We elected to use the modifiexbpective transition method of adoption whichuiegps that
compensation expense be recognized in the finastzitdments for all awards granted after the daaelaption as
well as for existing awards for which the requisiezvice has not been rendered as of the dateoptiad.
Accordingly, prior periods are not restated for dffect of SFAS No. 123(R). Prior to our adoptidrS&AS No. 123
(R), we valued our stock options based on the plalaward valuation method and recognized the expesiag the
accelerated approach over the requisite servigegdn conjunction with our adoption of SFAS N@3[R), we
changed our method of recognizing our stock-basetpensation expense to the straight-line approaehtbe
requisite service period; however, we continuedln® our stock options based on the multiple-awaltdation
method.

Prior to fiscal 2007, we accounted for stock-baemedrds to employees using the intrinsic value noktho
accordance with Accounting Principles Board No.“2B¢counting for Stock Issued to Employeaad adopted the
disclosure-only provisions of SFAS No. 123A¢counting for Stock-Based Compensatiocais amended. Also, as
required by SFAS No. 148,Accounting for Stock-Based Compensation — Tramséid Disclosuré, we
provided pro forma net income and net income perrnon share disclosures for stock-based awardstlas fhir-
value-based method defined in SFAS No. 123 had bpplied. As a result, prior periods are not restdor the
effect of SFAS No. 123(R). Pre-tax stock-based aamsption expense for the fiscal years ended MakcR@®)7,
2006 and 2005 was $133 million, $3 million and $i6iom, respectively.

Comparison of Fiscal 2007 to Fiscal 2006
Net Revenue

We derive net revenue principally from sales oéiattive software games designed for play on vigieoe console
(such as the PlayStation 2, PLAYSTATION 3, Xbox 28@ Wii), PCs and handheld game players (sucheas t
Sony PSP, Nintendo DS and Nintendo Game Boy Advaarte cellular handsets. We also derive net revénone
selling services in connection with some of oulirlgames, programming third-party web
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sites with our game content, allowing other comeand manufacture and sell our products in conjanatith othe
products, and selling advertisements on our onliek pages and in our games.

From a geographical perspective, our total netmagdor fiscal years ended March 31, 2007 and 2086as
follows (in millions):

Year Ended March 31, Increase / %
2007 2006 (Decrease Change
North America $1,66€ 54% $1,58¢/ 54% $ 82 5%
Europe 1,261 41% 1,174 40% 87 %
Asia 164 5% 193 6% (29 _ (15%)
International 1,428 46% 1,361 46% 58 4%
Total Net Revenu $3,097 10C% $2,951 10(% $  14C 5%

North America

For fiscal 2007, net revenue in North America wa$$6 million, driven primarily by (1) our packaggdods
business led by sales ifadden NFL 07 Need for Speed CarbqrmandNCAA Football 07 and (2) to a lesser
extent, growth in our cellular handset games bssimesulting from our February 2006 acquisitiodAMDAT.
Overall, net revenue increased $82 million, or EE@et, as compared to fiscal 2006.

The increase in net revenue for fiscal 2007, aspewed to fiscal 2006 was driven primarily by (1335 million
increase in cellular handset net revenue, and $2Bamillion increase in cataldg net revenue. These increases
were partially offset by a $79 million decreasdramtline ® net revenue.

@ We refer to “catalog net revenue” as net revenuivei from an EA Studio SKU (a version of a title
designed for play on a particular platform) for soles, PC, PSP, Nintendo DS, and Game Boy Advance
subsequent to the fiscal period presented in witieltSKU was initially launche«

() We refer to “frontline net revenue” as net revedaedved from an EA Studio SKU for consoles, PC, PSP
Nintendo DS, and Game Boy Advance during the sasaalfperiod presented as the SKU was launc

Europe

For fiscal 2007, net revenue in Europe was $1,2#liom driven primarily by sales dfIFA 07 andNeed for Speed
Carbon.Overall, net revenue increased $87 million, or iteet, as compared to fiscal 2006. We estimate that
foreign exchange rates (primarily the Euro andBhesh pound sterling) increased reported Europsstrrevenue
by approximately $57 million, or 5 percent, forcfid 2007 as compared to fiscal 2006. Excludingetifect of
foreign exchange rates, we estimate that Europetaremenue increased by approximately $30 mill@r? percent,
for fiscal 2007.

The increase in net revenue for fiscal 2007, aspeoed to fiscal 2006 was driven primarily by (1364 million
increase in catalog net revenue, and (2) a $2%omilhcrease in cellular handset net revenue. Theseases were
partially offset by a $7 million decrease in frondl net revenue.

Asia

For fiscal 2007, net revenue in Asia was $164 onillidriven primarily by sales &feed for Speed CarbonOverall,
net revenue decreased by $29 million, or 15 pereasntompared to fiscal 2006. The decrease iremenue for
fiscal 2007 was driven primarily by (1) a $21 nohidecrease in co-publishing and distribution egenue, and
(2) a $20 million decrease in frontline net reverilizese decreases were partially offset by a $1Bmincrease in
catalog net revenue. We estimate that changeseigfoexchange rates decreased reported net reueiséa by
approximately $4 million, or 2 percent, for fis@1l07. Excluding the effect
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of foreign exchange rates, we estimate that Asiaevenue decreased by approximately $25 milliori,3percent,
for fiscal 2007 as compared to fiscal 2006.

Our total net revenue by platform for fiscal ye20®7 and 2006 was as follows (in millions):

Year Ended March 31, Increase/ %
2007 2006 (Decrease Change
Consoles
PlayStation - $ 886 29% $1,127 38% $ (241) (21%)
Xbox 360 48C 15%  14C 5% 34C 243%
Xbox 157 5% 40C 13% (243  (61%)
PLAYSTATION 3 9 3% —_- — 94 N/M
Wi 65 2% — — 65 N/M
Nintendo GameCuk 60 2% 13t 5% (75  (56%)
Other Console - _— 1 — (1) _(10C%)
Total Console: 1,742 56% 1,802 61% (62) (3%)
PC 49 16%  41&€ 14% 80 19%
Mobility
PSP 25¢ 8% 25z 9% 6 2%
Cellular Handset 14C 6% 19 1% 121 637%
Nintendo DS 104 3% 67 2% 37 55%
Game Boy Advanc 38 1% 55 2% (17 _ (31%)
Total Mobility 54C 18%  39¢ 14% 147 37%
Cca-publishing and Distributio 17t 6% 218 7% (38) (18%)
Internet Services, Licensing and Other
Subscription Service 79 2% 61 2% 18 30%
Licensing, Advertising and Oth 57 2% 63 2% (6)  (10%)
Total Internet Services, Licensing
and Othel 13€ 1% 124 4% 12 10%
Total Net Revenu $3,091 10C% $2,951 10C% $  14C 5%

PlayStation 2

For fiscal 2007, net revenue from sales of tittastiie PlayStation 2 was $886 million, driven priityaby sales of
Madden NFL 07, Need for Speed Carl, andFIFA 07.Overall, PlayStation 2 net revenue decreased $24ibm
or 21 percent, compared to fiscal 2006. Althoughaneeunable to specifically quantify the impact, lvedieve the

decrease was primarily due to the transition to gemeration consoles.

We expect PlayStation 2-related net revenue tomaato decline in fiscal 2008 as consumers inéngas migrate
to new platforms, we publish fewer titles (as conepao fiscal 2007) and we defer a greater pergentéour net
revenue due to the change in our online-enablekigg@d goods business model.

Xbox 360

The Xbox 360 was launched in North America, Eurapé Japan during the three months ended Decemb20G%
and in the rest of Asia during the three monthedridarch 31, 2006. For fiscal 2007, net revenumfsales of
titles for the Xbox 360 was $480 million drivenmparily by sales oMadden NFL 07, Need for Speed Carbamd
FIFA 07.

We expect net revenue from sales of titles forXhex 360 to increase as the installed base grows\enrelease
more titles.

38




Table of Contents

Xbox

For fiscal 2007, net revenue from sales of titl@stiie Xbox was $157 million, driven primarily bgles ofMadden
NFL 07, Need for Speed CarbgrandNCAA Football 070verall, Xbox net revenue decreased $243 million, o
61 percent, as compared to fiscal 2006. Althouglakeeunable to specifically quantify the impact, lvedieve the
decrease was primarily due to the transition to gemeration consoles.

We expect Xbox-related net revenue to continueetdide as consumers increasingly migrate to netfquias and
we publish significantly fewer titles (as compatediscal 2007).

PLAYSTATION 3

The PLAYSTATION 3 launched in North America and dapluring the three months ended December 31, 20¢
Europe and the rest of Asia during the three moeatiiled March 31, 2007. Net revenue from salesle§tior the
PLAYSTATION 3 was $94 million for fiscal 2007, dew by sales dleed for Speed CarbgiMadden NFL 07
andEA SPORTS" Fight Night Round 3.

We expect net revenue from sales of titles foRhAYSTATION 3 to increase as the installed basevgrand we
release more titles. The increase will be partiaffget by our deferral of net revenue resultirgrrcertain online-
enabled PLAYSTATION 3 games.

Wii
The Wii launched in North America, Europe and paftdsia during the three months ended Decembe2GQ6.

Net revenue from sales of titles for the Wii wa$ $illion for fiscal 2007, driven by sales Need for Speed
Carbon, Madden NFL 07 andTiger Woods PGAR TOUR 07.

We expect net revenue from sales of titles fonhieto increase as the installed base grows andelease more
titles.

Nintendo GameCube

For fiscal 2007, net revenue from sales of tittestfie Nintendo GameCube was $60 million, drivamgrily by
sales oMadden NFL 07 Need for Speed CarbgrandFIFA 07.Overall, Nintendo GameCube net revenue
decreased $75 million, or 56 percent, as comparéiddal 2006. Although we are unable to specificquantify the
impact, we believe the decrease was primarily dube transition to new generation consoles.

We expect Nintendo GameCube-related net revencertiinue to decline as consumers increasingly rregmanew
platforms. We will no longer release titles for tiimtendo GameCube, which will also contribute tw expected
net revenue decline from this platform.

PC

For fiscal 2007, net revenue from sales of tittstifie PC was $498 million driven primarily by sats titles from
The Sims, Battlefield, and Command and Conquercfrees. Overall, PC net revenue increased $80omjltr

19 percent, as compared to fiscal 2006. The inereas due to a $62 million increase in frontlinenegenue and
an $18 million increase in catalog net revenue.

Mobile Platforms

Net revenue from mobile products, which consigtaxtkaged goods games for handheld systems and akadatile
games for cellular handsets, increased from $3%8min fiscal 2006 to $540 million in fiscal 200The increase
was primarily due to a $121 million year-over-ygaowth in our cellular handset games businesstiegutom our
acquisition of JAMDAT and an increase of $37 millim net revenue from sales of titles for the Nimte DS.

We expect sales of games for cellular handseteritiraie to be an increasingly important part of lousiness
worldwide.
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Co-Publishing and Distribution

Net revenue from ¢-publishing and distribution products, which cotsisf packaged goods games we co-develop
and co-publish with as well as distribute on bebélbther companies and revenue generated fronSwitrerland
distribution business, decreased from $213 milifofiscal 2006 to $175 million in fiscal 2007. THecrease was
primarily due to a decline in sales from two titlesich were released in fiscal 2006 but had noesponding
releases in fiscal 2007: (Hjalf-Life 2, sales of which decreased by $19 million andBRck & White 2™, sales

of which decreased by $15 million.

We expect sales of titles for co-publishing produotincrease in fiscal 2008.

Cost of Goods Sold

Cost of goods sold for our packaged-goods busioassists of (1) product costs, (2) certain royaktpenses for
celebrities, professional sports and other orgdioiza and independent software developers, (3) faaturing
royalties, net of volume discounts and other vemdonbursements, (4) expenses for defective pred({s} write-
offs of post-launch prepaid royalty costs, (6) atization of certain intangible assets, and (7) apenal expenses.
We generally recognize volume discounts when theyearned from the manufacturer (typically in carioa with
the achievement of unit-based milestones), wheyt#es vendor reimbursements are generally recodrézehe
related revenue is recognized. Cost of goods solddr online products consists primarily of da¢ater and
bandwidth costs associated with hosting our weds sitredit card fees and royalties for use of thady properties.
Cost of goods sold for our web site advertisingess primarily consists of ad-serving costs.

Cost of goods sold for fiscal years 2007 and 2086evas follows (in millions):

Change as

March 31, % of Net March 31, % of Net % of Net
2007 Revenue 2006 Revenue % Change Revenue
$1,212 39.2% $1,181 40.0% 2.6% (0.8%)

In fiscal 2007, cost of goods sold decreased by8rBentage points as a percentage of total nehuevas compar
to fiscal 2006. This decrease was primarily dulteer average product costs as a percentage dhettaevenue
primarily driven by (1) fewer returns and lowergdnig actions taken, or expected to be taken, aafi2007 as
compared to fiscal 2006 and (2) improved inventopnagement. As a result, we estimate average prodsts as
percentage of total net revenue decreased by apmatdy 2 percent in fiscal 2007 as compared wafi2006.

As a percentage of total net revenue, the decieaseerage product costs was partially offset bgstimated
1 percent increase in license royalties duringafi@007 as compared to fiscal 2006 primarily dugl)dicense
agreements associated with our EA SPORTS titleg2nfdom our acquisition of JAMDAT. This was paity
offset by lower license royalties from movie-basiélds in fiscal 2007.

Although there can be no assurance, and our agsualts could differ materially, in the short-tews expect our

gross margin to decline as a result of (1) increéakferred net revenue related to certain onlirebked packaged
goods (we will expense the cost of goods soldedl#t these transactions when delivered), (2) lagnigiix of co-
publishing and distribution net revenue that hamager gross margin, and (3) higher license royedtes.

Marketing and Sales

Marketing and sales expenses consist of persoetakd costs and advertising, marketing and pramati
expenses, net of qualified advertising cost reimbuorents from third parties.

Marketing and sales expenses for fiscal years 20072006 were as follows (in millions):

March 31, % of Net March 31, % of Net
2007 Revenue 2006 Revenue $ Change % Change
$466 15% $431 15% $35 8%
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Marketing and sales expenses increased by $3®milhir 8 percent, in fiscal 2007 as compared wafi2006. The
increase was primarily due to (1) an increase @figilion in stock-based compensation expense mgiced as a
result of our adoption of SFAS No. 123(R), (2) acrease of $10 million in our annual bonus expeasd,

(3) $10 million in additional personnel-related tsogrimarily resulting from an increase in headdothese
increases were partially offset by a decrease ohififbn in our marketing, advertising, promotioraid related
services as a result of higher advertising in theryear to support our product releases, primdrdm our Harry
Potter and BLACK franchises.

Marketing and sales expenses included vendor resements for advertising expenses of $28 millioth an
$41 million in fiscal 2007 and 2006, respectively.

We expect marketing and sales expenses to incieassolute dollars in fiscal 2008 primarily to popt our titles.

General and Administrative

General and administrative expenses consist cbpeed and related expenses of executive and adnaitivg staff,
fees for professional services such as legal aoouating, and allowances for doubtful accounts.

General and administrative expenses for fiscalyy2807 and 2006 were as follows (in millions):

March 31, % of Net March 31, % of Net
2007 Revenue 2006 Revenue $ Change % Change
$288 9% $215 7% $73 34%

General and administrative expenses increased dyriiiion, or 34 percent, in fiscal 2007 as comjplae fiscal
2006 primarily due to (1) an increase of $36 millin stock-based compensation expense recognizadessilt of
our adoption of SFAS No. 123(R), (2) a $14 millianrease in our annual bonus expense, (3) an $llibmi
increase in additional personnel-related coststp support our administrative functions worldwided (4) an
increase of $11 million in professional and cortdcservices in support of our technology infractinee.

We expect general and administrative expensestease in absolute dollars in fiscal 2008 primadlie to an
increase in personnel-related costs.

Research and Development

Research and development expenses consist of egiersirred by our production studios for persomakited
costs, contracted services, equipment depreciatidrany impairment of prepaid royalties for prealetuproducts.
Research and development expenses for our onlsiadss include expenses incurred by our studiosistimg of
direct development and related overhead costsrinaxion with the development and production ofaime
games. Research and development expenses alsdar@tpenses associated with the development obiteb
content, network infrastructure direct expenseiwsoe licenses and maintenance, and network amgement
overhead.

Research and development expenses for fiscal 288 and 2006 were as follows (in millions):

March 31, % of Net March 31, % of Net
2007 Revenue 2006 Revenue $ Change % Change
$1,041 34% $758 26% $283 37%

Research and development expenses increased byr§ti®8, or 37 percent, in fiscal 2007 as compat@fiscal
2006. The increase was primarily due to (1) anciase of $75 million in stock-based compensatioreese
recognized as a result of our adoption of SFAST®3(R), (2) a $59 million increase in our annuati®expense,
(3) $54 million in additional personnel-related so@rimarily due to a 14 percent increase in headtrelated in
part to our acquisitions of JAMDAT and Mythic, apdrtially to support development of games for the/n
generation of consoles, (4) an increase of $50aniih external development expenses primarily hue greater
number of projects in development as comparedd@tlor year as well as

41




Table of Contents

expenses in our cellular handset business resditing our acquisition of JAMDAT, and (5) an increasf
$45 million in facilities-related expenses in sugpd our research and development functions wadeéw

We expect research and development expenses &ag®in absolute dollars in fiscal 2008 primadlgtipport our
development of titles for the new generation ofsmes.

Amortization of Intangibles

Amortization of intangibles for fiscal years 2007da2006 were as follows (in millions):

March 31, % of Net March 31, % of Net
2007 Revenue 2006 Revenue $ Change % Change
$27 1% $7 — $20 286%

For fiscal 2007, amortization of intangibles resdlfrom our acquisitions of JAMDAT, Mythic and otkeFor fisca
2006, amortization of intangibles resulted from aoquisitions of JAMDAT, Criterion and others. Artipation of
intangibles increased by $20 million, or 286 petcenfiscal 2007 as compared to fiscal 2006 prityatue to the
amortization of intangibles related to our acqidgsis of JAMDAT and Mythic. See Note 4 of the Notes
Consolidated Financial Statements included in I8eofi this report.

We expect amortization of intangible expenses tosiase slightly in fiscal 2008 primarily due to #Hraortization of
intangibles related to our acquisition of Mythidhieh will be included in our results for a full yea fiscal 2008.

Acquired In-process Technology

Acquired in-process technology charges for fisesrng 2007 and 2006 were as follows (in millions):

March 31, % of Net March 31, % of Net
2007 Revenue 2006 Revenue $ Change % Change
$3 — $8 — $(5) (63%)

The acquired in-process technology charge we iedur fiscal 2007 resulted from our acquisitiond/iythic and
the remaining minority interest in DICE. The aceudiiin-process technology charge we incurred irafi2006
resulted primarily from our acquisition of JAMDARcquired in-process technology includes the valiugroducts
in the development stage that are not considerbdie reached technological feasibility or haveléernative
future use. Accordingly, upon consummation of thesguisitions, we incurred a charge for the acglineprocess
technology, as reflected in our Consolidated Stategrof Operations. See Note 4 of the Notes to Aateted
Financial Statements included in Item 8 of thisorép

Restructuring Charges

Restructuring charges for fiscal years 2007 and2@ére as follows (in millions):

March 31, % of Net March 31, % of Net
2007 Revenue 2006 Revenue $ Change % Change
$15 — $26 1% $(11) (42%)

During the fourth quarter of fiscal 2006, we rea@d total pre-tax restructuring charge of $10iamillconsisting
entirely of one-time benefits related to headcaadtictions, which is included in restructuring ajes in our
Consolidated Statement of Operations. These heatlceductions related to our decision in the fouytlarter of
fiscal 2006 to realign our resources with our pidan for fiscal 2007 and strategic opportunif@sthe new
generation of consoles, online and mobile platforms

During fiscal 2006, restructuring charges relatethe establishment of our international publishiegdquarters in
Geneva, Switzerland were approximately $14 milliwinvhich $8 million was for the closure of certaimited
Kingdom facilities. During fiscal 2007, restructugi charges related to the establishment of ourriat®nal
publishing headquarters in Geneva, Switzerland wppgoximately $15 million, of which $10 million wdor
employee-related expenses.
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In connection with our fiscal 2006 internationabfishing reorganization, in fiscal 2008, we expeecincur betwee
$5 million and $10 million of restructuring cos@verall, including charges incurred through Mardh 2007, we
expect to incur between $50 million and $55 millafrrestructuring costs in connection with our 2006
international publishing reorganization, substdiytial of which will result in cash expenditurey B017. These
restructuring costs will consist primarily of empée-related relocation assistance (approximatelyrfiflion),
facility exit costs (approximately $15 million), a&ll as other reorganization costs (approxima@lynillion).

Interest and Other Income, Net

Interest and other income, net, for fiscal yeai@728nd 2006 was as follows (in millions):

March 31, % of Net March 31, % of Net
2007 Revenue 2006 Revenue $ Change % Change
$99 3% $64 2% $35 55%

For fiscal 2007, interest and other income, net,@ased by $35 million, or 55 percent, as comptrddcal 2006
primarily due to an increase of $30 million in irgst income as a result of higher yields on ouhceash equivalel
and short-term investment balances and a $7 mitlenrease in realized net losses recognized ostimeats.

Income Taxes

Income taxes for fiscal years 2007 and 2006 wefeltsvs (in millions):

March 31, Effective March 31, Effective
2007 Tax Rate 2006 Tax Rate % Change
$66 48.2% $147 37.6% (55%)

Our effective income tax rates were 48.2 percedt3h6 percent for fiscal 2007 and fiscal 2006peesively. For
fiscal 2007, our effective income tax rate was bigihan the U.S. statutory rate of 35.0 percenttdiwenumber of
factors, including certain non-deductible stockdshsompensation expenses related to SFAS No. 128(R)
additional charges resulting from certain non-d¢itlesacquisition-related costs during the fourtiader of fiscal
2007. For fiscal 2006, our effective income taxeriathigher than the U.S. statutory rate of 351@¢mt for fiscal
2006 due to a number of factors, including the trégigon of foreign earnings in connection with thmerican Jobs
Creation Act of 2004 (the “Jobs Act”), as discusbetbw, and additional charges resulting from éenten-
deductible acquisition-related costs during thesdand fourth quarters of fiscal 2006, which weaetially offset
by other items.

Our effective income tax rates for fiscal 2008 &utdre periods will depend on a variety of factdfer example,
changes in our business such as acquisitions &s@ampany transactions (for example, the acqaisitf and
intercompany transactions related to Mythic and B)lChanges in our international structure, chamyése
geographic location of business functions or assbenges in the geographic mix of income, as astthanges in,
or termination of, our agreements with tax autlesitvaluation allowances, applicable accountings;iapplicable
tax laws and regulations, rulings and interpretettithereof, developments in tax audit and othetarsatAlso,
variations in the estimated and actual level ofuahpre-tax income can affect the overall effectn@me tax rate
for future fiscal years. We incur certain tax exggthat do not decline proportionately with dexdim our
consolidated income or increase in consolidatesl I8s a result, in absolute dollar terms, our tgxemse will have
greater influence on our effective tax rate at lolegels of pre-tax income than higher levels. ddition, at lower
levels of pre-tax income, our effective tax ratd e more volatile.

We historically have considered undistributed eagsiof our foreign subsidiaries to be indefinitedjnvested and,
accordingly, no U.S. taxes have been provided trer@/ith the exception of taking advantage of the-ime
opportunity afforded to us by the Jobs Act, we ently intend to continue to indefinitely reinveletundistributed
earnings of our foreign subsidiaries.

43




Table of Contents

In July 2006, FASB issued FIN No. 48 which clasfitae accounting for uncertainty in income taxesgaized in
financial statements in accordance with SFAS N@. FON No. 48 prescribes a recognition threshold an
measurement attribute for the financial statemeabgnition and measurement of a tax position takexxpected to
be taken in a tax return and provides guidancespaabgnition, classification, interest and pengltaccounting in
interim periods, disclosure, and transition. Unidid No. 48, the evaluation of a tax position isv@{step process.
The first step is a recognition process where weaaguired to determine whether it is more likélgrt not that a tax
position will be sustained upon examination, inahgdresolution of any related appeals or litigatmocesses, bas
on the technical merits of the position. In evahmivhether a tax position has met the more-likbgn-not
recognition threshold, it is presumed that the siwill be examined by the appropriate taxinghawity that has
full knowledge of all relevant information. The sed step is a measurement process whereby a taiopdbkat
meets the more-likely-than-not recognition thredtislcalculated to determine the amount of benefiecognize in
the financial statements. FIN No. 48 also requir@s tabular reconciliation of the total amountsiofecognized ta
benefits at the beginning and end of the reponieigod. The provisions of FIN No. 48 are effectiuefiscal years
beginning after December 15, 2006. As such, weeeired to adopt it in our first quarter of fisgalar 2008. Any
changes to our income taxes due to the adopti&iihoNo. 48 are treated as the cumulative effe@ ofiange in
accounting principle. We are evaluating what impghetadoption of FIN No. 48 will have on our Coridated
Financial Statements. This impact could be matenal our future effective tax rates could be maratie.

Net Income

Net income for fiscal years 2007 and 2006 was Bswe (in millions):

March 31, % of Net March 31, % of Net
2007 Revenue 2006 Revenue $ Change % Change
$76 2% $236 8% $(160) (68%)

Net income decreased by $160 million, or 68 perdaritscal 2007 as compared to fiscal 2006. Thaekse wa
due to a $395 million increase in our operatingemges primarily due to (1) an increase of $128wnilin stock-
based compensation expense recognized as a result adoption of SFAS No. 123(R), (2) an $83 roitlincrease
in our annual bonus expense, and (3) a $75 miiliorease in additional personnelated costs due to an increas
headcount (related in part to our acquisitions gmaavth in our EA Mobile business). These increasesperating
expenses were mitigated by (1) a $140 million iaseein net revenue and (2) an $81 million decrgasar income
tax provision.

We expect net earnings to decrease in fiscal 26@&apily as a result of (1) the fact that duringctl 2008, we
expect to recognize the cost of goods sold anatinarketing and selling costs related to certailine-enabled
packaged goods for which a portion of the corredpannet revenue will be deferred and not recoghinil fiscal
2009, and (2) an increase in our research and al@vent expense.

Comparison of Fiscal 2006 to Fiscal 2005

Net Revenue

From a geographical perspective, our total netmmeedor the fiscal years ended March 31, 2006 &b 2vas as
follows (in millions):

Year Ended March 31, Increase/ %

2006 2005 (Decrease Change
North America $1,58¢ 54% $1,665 53% $  (81) (5%)
Europe 1,17¢ 4C% 1,282 41% (110 (9%)
Asia 195 6% 18C 6% 13 7%
International 1,360 46% 1,46¢ 47% (97 (7%)
Total Net Revenu $2,951 100% $3,12¢ 10C% $ (17§) (6%)
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North America

For fiscal 2006, net revenue in North America wa$84 million, driven primarily by sales of (Ijladden NFL 06,
Need for Speed Most Wanted, NBA LIVE 06, N® Football 06andThe Sims 2(2) titles for the PSP, which was
launched in North America in March 2005, and (84i for the Xbox 360, which launched in Novemb@dZ2.
Overall, net revenue decreased $81 million, orrfgeu#, as compared to fiscal 2005. Our net revevagadversely
impacted by the transition to negéneration consoles in fiscal 2006 as overall eetmue from sales of our titles 1
the PlayStation 2, Xbox and Nintendo GameCube dse While sales of titles for the PSP and thexXX3&®)
helped to mitigate the impact of the transitioriisical 2006, they were not enough to offset theralveecrease in
net revenue in North America.

From a title and franchise perspective, the deereaset revenue was primarily due to (1) loweesdfom our NFL
Street, NBA Street, Def Jam and The Ufbfranchises as there were no corresponding titleased during fiscal
2006, and (2) lower sales from our Lord of the Rifrgnchise which was released on multiple platiduaring
fiscal 2005 as compared to two platforms, the RBPRC, during fiscal 2006. The overall decreasgeirrevenue
was mitigated by (1) sales Bhttlefield 2™ on the PC which was released during the first g@nant fiscal 2006 and
Battlefield 2: Modern Combi™ on the PlayStation 2 and Xbox released duringhiid guarter of fiscal 2006,

(2) increased net revenue from our Madden frangtiigearily resulting from the release lfadden NFL 0@®n the
Xbox 360 and PSP in fiscal 2006, and (3) increasdevenue from our Burnout franchise primarilyuiéng from
the release dBurnout™ Reveng®n the Xbox 360 anBurnout™ Legendon the PSP in fiscal 2006.

Europe

For fiscal 2006, net revenue in Europe was $1,1ifdbm driven primarily by sales dileed for Speed Most Want:
FIFA 06, The Sims 2, Harry Potter and the GoblefEioé , as well as sales of titles for the PSP and Xt&Xx\8hich
were both introduced in Europe during fiscal 2008@erall, net revenue declined $110 million, or gceet, as
compared to fiscal 2005. We estimate that foreigghange rates (primarily the Euro and the Britisknud sterling)
decreased reported European net revenue by ap@tetin$36 million, or 3 percent, net of realizedngarom
hedging activities, for the fiscal 2006 as compdcefiscal 2005. Excluding the effect of foreignceange rates, we
estimate that European net revenue decreased byxapptely $74 million, or 6 percent, for fiscal@® Our net
revenue in Europe was adversely impacted by timsitian to next-generation consoles in fiscal 288@®verall net
revenue from sales of our titles for the PlayStafip Xbox and Nintendo GameCube decreased. Satékesffor the
PSP, Nintendo DS, and the Xbox 360, however, weoeigh to offset the overall decrease in net revérume sales
of titles for current-generation consoles.

From a title and franchise perspective, the oveledrease in net revenue was primarily due toofdgt sales from
our Lord of the Rings and The Sims franchisesti{@)release ofhe Urbz™ : Sims in the City™ during the three
months ended December 31, 2004 as there was resporrding title released during fiscal 2006, andi@her
fiscal 2005 sales dJEFA Euro 2004™ , which was released in the three months ended 32004 in conjunction
with the UEFA Euro 2004 football tournament heldEiarope. The overall decrease in net revenue wagatad by
increased net revenue from our Battlefield franekhige to the release of multiple titles duringdis2006 and our
FIFA Street franchise due to the initial releas€I6fA Streetlate in the fourth quarter of fiscal 2005 which béted
fiscal 2006 and the releaseRifA Street 2arlier in the fourth quarter of fiscal 2006.

Asia

For fiscal 2006, net revenue in Asia increased 1 ®illion, or 7 percent, as compared to fiscal20rhe increase
in net revenue for fiscal 2006 was driven primahilysales of titles for the PSP, which launchethanfourth quarter
of fiscal 2005. We estimate that the foreign exdearate impact on Asia net revenue was not materidiscal
2006 as compared to fiscal 2005.
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Our total net revenue by product line for fiscahgge2006 and 2005 was as follows (in millions):

Year Ended March 31, Increase/ %
2006 2005 (Decrease Change
Consoles
PlayStation - $1,127 38% $1,33C 43% $ (209 (15%)
Xbox 40C 13% 51€ 16% (11€) (22%)
Xbox 360 14C 5% — - 14C  N/M
Nintendo GameCuk 13t 5% 21z 7% (77) (36%)
Other console 1 — 10 — 9 (90%)
Total Console! 1,80 61% 2,066 66% (265) (13%)
PC 41€ 14% 531 1% (119 (21%)
Mobility
PSP 252 9% 18 1% 234  1,30(%
Nintendo DS 67 2% 23 1% 44 191%
Game Boy Advance and Game Boy Cc 55 2% 77 2% (22 (29%)
Cellular Handset 18 1% = = 19 N/M
Total Mobility 39 14% 1€ 4% 27¢ 23%%
Cca-publishing and Distributio 213 7%  28: 9% (70 (25%)
Internet Services, Licensing and Ot
Subscription Service 61 2% 55 2% 6 11%
Licensing, Advertising and Oth 63 2% 74 2% (17) (15%)
Total Internet Services, Licensing and Ot 124 4% 12¢ 4% (5) (4%)
Total Net Revenu $2,951 10(% $3,12¢ 100% $ (17§ (6%)

PlayStation 2

For fiscal 2006, net revenue from sales of tittestiie PlayStation 2 was $1,127 million, drivemmarily by sales of
Need for Speed Most Wanted, Madden NFL 06, FIFAGAA Football 0tandNBA LIVE 06 We released 28 titl¢
for the PlayStation 2 during fiscal 2006, as corefddp 27 titles in fiscal 2005. Overall, PlayStatinet revenue
decreased $203 million, or 15 percent, as comparédcal 2005. We believe the transition to neghgration
consoles adversely impacted our net revenue frées sdititles for the PlayStation 2 in fiscal 2068om a title and
franchise perspective, the decrease in net rewsaggrimarily due to (1) lower sales from our Lofdhe Rings,
The Urbz, Def Jam, NFL Street and NBA Street fragsed, none of which had fiscal 2006 releases, 2nkbyver
sales of fiscal 2006 releases from our Need foe8@md Bond franchises as well as lower sales oFigit Night
franchise from which two titles were released gtél 2005 as compared to one title in fiscal 200& overall
decrease in net revenue was mitigated by the edezIhe Godfathef The Game BLACK™ , Medal of Honor
European Assau™ , andBattlefield 2: Modern Combatone of which had a corresponding release in fi20@ab.

Xbox

For fiscal 2006, net revenue from sales of titl@stiie Xbox was $400 million, driven primarily bgles ofMadden
NFL 06, Need for Speed Most Wanted, NCAA FootlseandBurnout RevengéVe released 28 titles for the Xbox
during fiscal 2006, as compared to 26 titles indl2005. Overall, Xbox net revenue decreased #dill®n, or

22 percent, as compared to fiscal 2005. We beliewdransition to next-generation consoles, paeitythe launch
of the Xbox 360 during the last half of fiscal 20@@lversely impacted our net revenue from sal¢isles for the
Xbox in fiscal 2006. From a title and franchisegparctive, the decrease in net revenue was prinduiyto

(1) lower sales from our Lord of the Rings, NFLe®t, Def Jam, NBA Street
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and The Urbz franchises, none of which had fis@@i62releases, and (2) lower sales of fiscal 20&&ses from our
Need for Speed and Bond franchises as well as leales of our Fight Night franchise from which ttites were
released in fiscal 2005 as compared to one titfessgal 2006. The overall decrease in net revenag mitigated by
the release dBattlefield 2: Modern Combat, BLAC#dThe Godfather The Gamaone of which had a
corresponding release in fiscal 2005.

Xbox 360

The Xbox 360 was launched in North America, Eurapé Japan during the three months ended December 31
2005, and in the rest of Asia during the three mem®inded March 31, 2006. As of March 31 2006, tk&lled base
of the Xbox 360 continued to be small comparedh&installed base of the Xbox. Net revenue frorassef titles
for the Xbox 360 was $140 million for fiscal 20@Bjven by sales dleed for Speed Most Wantddadden NFL Ot
andEA SPORTS Fight Night Round\VBe released seven titles for the Xbox 360 in fiQ6.

Nintendo GameCube

For fiscal 2006, net revenue from sales of tittestiie Nintendo GameCube was $135 million, drivemarily by
sales ofNeed for Speed Most Wanted, Harry Potter and thel&of FireandMadden NFL 06. We released 14
titles for the Nintendo GameCube during fiscal 206 compared to 20 titles in fiscal 2005. Oveidihtendo
GameCube net revenue decreased $77 million, oeBfpt, as compared to fiscal 2005, consistent tivéh
percentage decline in the number of titles we sdddor this platform. We believe the transitioméxt-generation
consoles adversely impacted our net revenue frées sd titles for the Nintendo GameCube in fisdaD@. From a
titte and franchise perspective, the decreasetinevenue in fiscal 2006 was primarily due to @yér sales from
our Lord of the Rings, The Urbz, NBA Street, NFlregt and Def Jam franchises, none of which hadlfa806
releases, and (2) lower sales of fiscal 2006 rekerom our Need for Speed and Bond franchises.

PC

For fiscal 2006, net revenue from sales of tit@stiie PC was $418 million, driven primarily by esbf titles from
The Sims franchise arBattlefield 2.We released 22 titles for the PC during fiscal 2@&6compared to 21 titles in
fiscal 2005. Overall, PC net revenue decreased #iillidn, or 21 percent, as compared to fiscal 200%e decrease
was primarily due to (1) significantly higher fi$@D05 sales oThe Sims 2(2) lower sales from our Medal of
Honor™ franchise as there were no corresponding titlesaseld during fiscal 2006, and (3) lower sales foom

Lord of the Rings franchise. The overall decreaseaeit revenue was mitigated by sales of produota fsur

Battlefield franchise in fiscal 2006. On January 2005, we began consolidating the financial resoftDICE into

our financial statements, and, therefore, haveatherizedBattlefield 2PC-based revenue as part of our PC product
line. Prior to consolidating DICE'’s financial resylwe classified revenue from the Battlefield friaise as co-
publishing and distribution revenue.

Mobile Platforms

Net revenue from mobile produ— consisting of packaged goods games for handlystéms and downloadable
games for cellular handsets — increased from $1ill®min fiscal 2005 to $393 million in fiscal 2@0 The
increase was primarily due to sales of titles sdekin fiscal 2006 for the PSP, and the Nintendptiagh of which
were launched in fiscal 2005 in certain countri%fs. released 16 titles for the PSP during fiscali2@38 compared
to three titles in fiscal 2005. Overall, PSP netraie increased $234 million, driven primarily layes of titles from
our Need for Speed, FIFA, Burnout and Madden frasssh We released ten titles for the Nintendo Dishdufiscal
2006, as compared to three titles in fiscal 2006té¥ido DS net revenue increased $44 million, dripgmarily by
sales of titles from our Need for Speed, The SintsMadden franchises. The increase in PSP andmiiaotBS net
revenue was partially offset by lower sales oésitfor the Game Boy Advance.
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Co-Publishing and Distribution

Net revenue from ¢-publishing and distribution products decreased f&83 million in fiscal 2005 to $213 millic
in fiscal 2006. The decrease was primarily dueljal{e change in our classification of sales ofipiais from our
Battlefield franchise, which, as discussed abowena longer classify as qmiblishing and distribution revenue, ¢
(2) overall higher fiscal 2005 sales of variousptdslishing and distribution titles. The overall degse in net
revenue was mitigated by salesH#lf-Life 2in fiscal 2006.

Subscription Services

Net revenue from subscription services increasem 55 million in fiscal 2005 to $61 million in Gial 2006. The
increase in net revenue was primarily due to arease in the number of paying subscribers to CagoP ,
partially offset by a decrease in net revenue ftdittma Online.

Licensing, Advertising and Other
Net revenue from licensing, advertising and otrerdased from $74 million in fiscal 2005 to $63liwil in fiscal
2006. The decrease in net revenue was primarilytaddokia N-Gage license revenue in fiscal 2005.

Cost of Goods Sold

Cost of goods sold for fiscal years 2006 and 208Bevas follows (in millions):

March 31, % of Net March 31, % of Net
2006 Revenue 2005 Revenue % Change
$1,181 40.0% $1,197 38.2% (1.3%)

In fiscal 2006, cost of goods sold as a percent@getal net revenue increased 1.8 percent fror B8rcent to
40.0 percent. As a percentage of total net revathedncrease was primarily due to an increaseiirlioense
royalties associated with new license agreementsuofootball titles.

Marketing and Sales

Marketing and sales expenses for fiscal years 20062005 were as follows (in millions):

March 31, % of Net March 31, % of Net
2006 Revenue 2005 Revenue $ Change % Change
$431 15% $391 13% $40 10%

Marketing and sales expenses increased by $4@mibhr 10 percent, in fiscal 2006 as comparedsitafi2005. The
increase was primarily due to (1) an increase 6fi®8lion in our marketing and advertising, pronowial and
related contracted service expenses as a resualtrefised advertising to support our titles, and(Rincrease of
$11 million in personnel-related costs resultingniran increase in facilities and headcount-relatggenses in
support of our marketing and sales functions woididw

Marketing and sales expenses included vendor reseiments for advertising expenses of $41 millioth an
$42 million in fiscal 2006 and 2005, respectively.

General and Administrative

General and administrative expenses for fiscalyy2806 and 2005 were as follows (in millions):

March 31, % of Net March 31, % of Net
2006 Revenue 2005 Revenue $ Change % Change
$215 7% $221 7% $(6) (3%)

General and administrative expenses decreased tyliéh, or 3 percent, in fiscal 2006 as compat@discal 2005
primarily due to a decrease in employee-relatetsaesulting from charges taken in connection wéttain
employee-related litigation matters in fiscal 200Bis decrease was partially offset by an
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increase in personnel-related expenses due tacegaise in headcount costs as well as an incregsefgssional
and contracted services to support our business.

Research and Development

Research and development expenses for fiscal 268&and 2005 were as follows (in millions):

March 31, % of Net March 31, % of Net
2006 Revenue 2005 Revenue $ Change % Change
$758 26% $633 20% $125 20%

Research and development expenses increased byr§tlidh, or 20 percent, in fiscal 2006 as compat@éiscal
2005. The increase is primarily due to an incredsgl24 million in personnel-related costs resgltirom an
increase in employee headcount in our Canadiartanobean studios as we increased our internal dprent
efforts and invested in next-generation tools, nedbgies and titles, as well as consolidation oEBI To a lesser
extent, these increases were also due to highititiémerelated costs offset by lower third-partgvelopment costs.

Amortization of Intangibles

Amortization of intangibles for fiscal years 20Q&a2005 were as follows (in millions):

March 31, % of Net March 31, % of Net
2006 Revenue 2005 Revenue $ Change % Change
$7 — $3 — $4 133%

For fiscal 2006, amortization of intangibles resdlfrom our acquisitions of JAMDAT, Criterion anthers. For
fiscal 2005, amortization of intangibles resulteshf our acquisition of Criterion and others. Sed¢e\®of the Note
to Consolidated Financial Statements includedeémI8 of this report.

Acquired In-process Technology

Acquired in-process technology charges for fisesrng 2006 and 2005 were as follows (in millions):

March 31, % of Net March 31, % of Net
2006 Revenue 2005 Revenue $ Change % Change
$8 — $13 1% $(5) (38%)

The acquired in-process technology charge we irdurr fiscal 2006 was primarily the result of oagaisition of
JAMDAT. The acquired irprocess technology charge we incurred in fiscab208s the result of our acquisitions
Criterion and a majority stake of the outstandihgrss of DICE. Acquired in-process technology ideithe value
of products in the development stage that are oxsidered to have reached technological feasillitgave an
alternative future use. Accordingly, upon consuniomabf these acquisitions, we incurred a chargeteracquired
in-process technology, as reflected in our Conatdid Statement of Operations. See Note 4 of thedNot
Consolidated Financial Statements included in I8ofi this report.

Restructuring Charges

Restructuring charges for fiscal years 2006 andb2@ére as follows (in millions):

March 31, % of Net March 31, % of Net
2006 Revenue 2005 Revenue $ Change % Change
$26 1% $2 — $24 1,200%

In November 2005, we announced plans to estabtishtarnational publishing headquarters in Geneva,
Switzerland. Through our quarter ended Septembe2@6, we relocated certain employees to our ra@ilitfy in
Geneva, closed certain facilities in the Unitedddom, and made other related changes in our irttenaa
publishing business.
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During fiscal 2006, restructuring charges were apipnately $14 million, of which $8 million was fdine closure of
certain United Kingdom facilities, $3 million fomployee-related expenses, and $3 million in otlestrelating to
our international publishing reorganization.

During the fourth quarter of fiscal 2006, we aligraur resources with our product plan for fiscdd2@nd strategic
opportunities relating to next-generation consadedine and mobile platforms. As part of this aligent we
recorded a total pre-tax restructuring charge o @illion, consisting entirely of one-time benefitdated to
headcount reductions, which is included in restmisy charges in our Consolidated Statement of &ijmers.

Interest and Other Income, Net

Interest and other income, net, for fiscal yea@628nd 2005 was as follows (in millions):

March 31, % of Net March 31, % of Net
2006 Revenue 2005 Revenue $ Change % Change
$64 2% $56 2% $8 14%

For fiscal 2006, interest and other income, netigased by $8 million, or 14 percent, as compardistal 2005
primarily due to an increase of $31 million in irgst income as a result of higher yields on ouhceash equivalel
and short-term investment balances, partially offsea net loss of $22 million in investments aackfgn currency
activities.

Income Taxes

Income taxes for fiscal years 2006 and 2005 wefeltsvs (in millions):

March 31, Effective March 31, Effective
2006 Tax Rate 2005 Tax Rate % Change
$147 37.6% $221 30.5% (33%)

Our effective income tax rates were 37.6 percedt3h5 percent for fiscal 2006 and fiscal 2005peesively. For
fiscal 2006, our effective income tax rate was bigthan the U.S. statutory rate of 35.0 percentioal 2006 due
a number of factors, including the repatriatioriargign earnings in connection with the Americabsl@reation Ac
of 2004, and additional charges resulting fromaiarhon-deductible acquisition-related costs dutirggsecond and
fourth quarters of fiscal 2006, which were pariaffset by other items.

Net Income

Net income for fiscal years 2006 and 2005 was b@ide (in millions):

March 31, % of Net March 31, % of Net
2006 Revenue 2005 Revenue $ Change % Change
$236 8% $504 16% $(268) (53%)

Net income decreased by $268 million, or 53 perdaritscal 2006 as compared to fiscal 2005. Thaekse wa
primarily due to a decrease in our net revenuegaodith in our operating expenses. The growth inaperating
expenses was primarily driven by an increase ieareh and development expenses as we increasatemal
development efforts and invested in next-generatots, technologies and titles, while at the séime we
continued to support current-generation producefigoment.

Impact of Recently Issued Accounting Standards

In February 2006, the FASB issued SFAS No. 1B6counting for Certain Hybrid Financial Instrument— An
Amendment of FASB Statements No. 133 an” . SFAS No. 155 (1) permits fair value measuremenahy

hybrid financial instrument that contains an emieetiderivative that otherwise would require bifuicat

(2) clarifies that interest-only strips and priradionly strips are not subject to the requirementSFAS No. 133,
“Accounting for Derivative Instruments and HedgiAgtivities” , (3) establishes a requirement to evaluate interes
in securitized financial assets to identify intésdbat are freestanding derivatives or that ateityfinancial
instruments that contain an embedded derivativeirieg bifurcation, (4) clarifies that
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concentrations of credit risk in the form of sukinadion are not embedded derivatives, and (5) asmend

SFAS No. 140}Accounting for Transfers and Servicing of Finarnlichssets and Extinguishments of Liabilities — A
Replacement of FASB Statement No” to eliminate the prohibition on a qualifying spdgiarpose entity from
holding a derivative financial instrument that jpéns to a beneficial interest other than anothewradtve financial
instrument. In December 2006, the FASB clearedangd in Derivatives Implementation Group Statem&83t
Implementation Issue No. BAEmbedded Derivatives: Application of Paragraph tBfo Securitized Interests in
Prepayable Financial Ass¢’ . FASB concluded that a securitized interest ipayable financial assets is not
subject to the conditions in paragraph 13(b) of SBo. 133 if it meets the two criteria outlinedtie

Statement 133 Implementation Issue No. B40. SFASISb is effective for all financial instrumentsgaied or
issued for fiscal years beginning after Septembe2006. The guidance in the Statement 133 Implémtien Issue
No. B40 is applicable upon adoption of SFAS No.,Idthough the FASB provides certain exceptiondessribec
in the Statement 133 Implementation Issue No. B¥®.do not expect the adoption of SFAS No. 155 or
Statement 133 Implementation Issue No. B40 to laavaterial impact on our Consolidated Financiatedt@nts.

In July 2006, the FASB issued FASB Interpretatitfi”) No. 48, “ Accounting for Uncertainty in Income
Taxes — An Interpretation of FASB Statement No” 1BIN No. 48 clarifies the accounting for uncentiin
income taxes recognized in financial statementxgordance with SFAS No. 109Atcounting for Income Taxés
FIN No. 48 prescribes a recognition threshold aedisnrement attribute for the financial statemeraggition and
measurement of a tax position taken or expectéa taken in a tax return and provides guidanceeseagnition,
classification, interest and penalties, accounitinigterim periods, disclosure, and transition. &nBIN No. 48, the
evaluation of a tax position is a two-step proc&s first step is a recognition process where ree@quired to
determine whether it is more likely than not thaaposition will be sustained upon examinatimejuding
resolution of any related appeals or litigationgasses, based on the technical merits of the poslti evaluating
whether a tax position has met the more-likely-thatirecognition threshold, it is presumed thatghsition will be
examined by the appropriate taxing authority thet full knowledge of all relevant information. Téecond step is
measurement process whereby a tax position thasrtteemore-likely-than-not recognition threshadtalculated
to determine the amount of benefit to recognizhénfinancial statements. FIN No. 48 also requires tabular
reconciliation of the total amounts of unrecognitadbenefits at the beginning and end of the t@mpperiod. The
provisions of FIN No. 48 are effective for fiscaars beginning after December 15, 2006. As suclare/eequired
to adopt it in our first quarter of fiscal year Bd@ny changes to our income taxes due to the amopf FIN No. 4¢
are treated as the cumulative effect of a changedounting principle. We are evaluating what intpphe adoption
of FIN No. 48 will have on our Consolidated Final@&tatements. This impact could be material andwdure
effective tax rates could be more volatile.

In September 2006, the FASB issued SFAS No. 153jr‘Value Measurements SFAS No. 157 defines fair vall
establishes a framework for measuring fair valugenerally accepted accounting principles and edpaisclosure
about fair value measurements. Fair value refetise@rice that would be received to sell an assptid to transfer
a liability in an orderly transaction between manarticipants in the market in which the reportemgity transacts.
SFAS No. 157 establishes a fair value hierarchygharitizes the information used to develop thassumptions.
Fair value measurements would be separately datlog level within the fair value hierarchy. Theyisions of
SFAS No. 157 are effective for financial statemeésgsied for fiscal years beginning after Novemt®rzD07, and
interim periods within those fiscal years. We do expect the adoption of SFAS No. 157 to have &ratimpact
on our Consolidated Financial Statements.

In February 2007, the FASB issued SFAS No. 15mé Fair Value Option for Financial Assets and Final
Liabilities — Including an amendment of FASB Statement No”.19BAS No. 159 permits entities to choose to
measure many financial instruments and certainr s at fair value that are not currently regdito be
measured at fair value. It also establishes pratientand disclosure requirements designed toitieilcomparison
between entities that choose different measureatgitiutes for similar types of assets and liaietit The provisior
of SFAS No. 159 are effective for financial statetsdassued for fiscal years beginning after Novenilie 2007.
This Statement should not be applied retrospegtitcefiscal years
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beginning prior to the effective date, except asnitted with early adoption. We are evaluating & will adopt
SFAS No. 159 and what impact the adoption will hameour Consolidated Financial Statements if wepadbdwe
adopt SFAS No. 159, it may have a material impaaur Consolidated Financial Statements.

In March 2007, the Emerging Issues Task Force (FEJTssued a tentative conclusion on EITF 07-08ctounting
for Advance Payments for Goods or Services to Bl lsFuture Research and Developn™” and the FASB
ratified the tentative conclusion. The FASB expodedEITF tentative conclusion for public commeértie
comment period was expected to end in May 2007FBIT-03 addresses the diversity which exists vatipect to
the accounting for the non-refundable portion phgment made by a research and development eatifytiire
research and development activities. Under thisatime conclusion, an entity would defer and cdizikanon-
refundable advance payments made for researcheagdogpment activities until the related goods avdred or
the related services are performed. If a final eossis is reached on this tentative conclusion, BIA#B3 would be
effective for interim or annual reporting perioddfiscal years beginning after December 15, 200&.d& not expe
the adoption of EITF 07-03 to have a material inhmecour Consolidated Financial Statements ifiediby the
FASB as currently proposed.

LIQUIDITY AND CAPITAL RESOURCES

Year Ended

March 31, March 31,
(In millions) 2007 2006 Increase
Cash and cash equivalel $ 1,371 $ 1,24z $ 12¢
Shor-term investment 1,26¢ 1,03C 234
Marketable equity securitie 341 16C 181
Total $ 297¢ $ 2432 $ 544

Percentage of total ass 58% 55%

Year Ended
March 31, March 31, Increase/
(In millions) 2007 2006 (Decrease
Cash provided by operating activiti $ 397 $ 59%€ $ (199
Cash used in investing activiti (487) (109¢) (379
Cash provided by (used in) financing activit 19C (509) 693
Effect of foreign exchange on cash and cash et 29 (13) 42
Net increase (decrease) in cash and cash equig $ 12¢ $ (28 $ 157

Changes in Cash Flow

During fiscal 2007, we generated $397 million ofltérom operating activities as compared to $596anifor
fiscal 2006. The decrease in cash generated fraratipg activities was primarily due to the timiofgthe collectior
of our receivables as a result of collecting a greamount of our receivables during fiscal 2006@spared to
fiscal 2007. We expect cash from operating acésito increase in fiscal 2008.

For fiscal 2007, we generated $1,315 million oficpeoceeds from maturities and sales of short-tewastments
and $168 million in proceeds from sales of commoglksthrough our stock-based compensation planspBmary
use of cash in non-operating activities consisfgd $1,522 million used to purchase short-terrestments,

(2) $178 million in capital expenditures primarnilated to investments in our worldwide developnteaots,
technologies and equipment and expansions of oocMaver and United Kingdom studios, as well as

(3) $103 million primarily for the acquisitions bdfythic and the remaining minority interest in DICBuring fiscal
2008, we anticipate making continued capital inwestts in our studios, investments in the new geioeraf
consoles, online infrastructure and mobile platferin addition,
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we have engaged in, evaluated, and expect to emntnengage in and evaluate, a wide array of piatestrategic
transactions.

In April 2007, we expanded our commercial agreesaith and made strategic equity investments inviizo
Corporation and its online gaming subsidiary, Neo®@ames. We purchased stock representing in aggrega
approximately 19 percent of each of Neowiz and Ned®ames for approximately $108 million. Based ioréa,
Neowiz is an online media and gaming company witictv we partnered in 2006 to laurEA Sports FIFA Online
in Korea.

Short-term investments and marketable equity setias

Due to our mix of fixed and variable rate secusitieur short-term investment portfolio is suscdpttb changes in
short-term interest rates. As of March 31, 2007,stwort-term investments had gross unrealized g#ifs2 million,
or less than 1 percent of the total in short-temmestments, and gross unrealized losses of appabedyn$1 million,
or less than 1 percent of the total in short-temaestments. From time to time, we may liquidate s@mall of our
short-term investments to fund operational needstlwr activities, such as capital expendituresjrass
acquisitions or stock repurchase programs. Depgratinvhich short-term investments we liquidatewad these
activities, we could recognize a portion, or afltfe gross unrealized gains or losses.

Marketable equity securities increased to $34lionilas of March 31, 2007, from $160 million as o&f¢h 31,
2006, due to an increase in the fair value of nuestment in Ubisoft Entertainment.

Receivables, net

Our gross accounts receivable balances were $4#0mand $431 million as of March 31, 2007 and €00
respectively. The increase in our accounts recéviadlance was primarily due to a higher percentdgeet revenu
recognized in the last month of our fourth quastdiscal 2007 as compared to the fourth quartdisafl 2006.
Reserves for sales returns, pricing allowancesdaathtful accounts decreased in absolute dollara $232 million
as of March 31, 2006 to $214 million as of March 2007. As a percentage of trailing nine monthreeénue,
reserves decreased from 9 percent as of MarchO85, 20 8 percent as of March 31, 2007. We belibese
reserves are adequate based on historical expergrtour current estimate of potential returnisjrg allowances
and doubtful accounts.

Inventories
Inventories increased slightly to $62 million asMdrch 31, 2007 from $61 million as of March 310800ther tha
Need for Speed Carbg, no single title represented more than $3 milbbmventory as of March 31, 2007.
Other current assets

Other current assets decreased to $219 milliori Eaoch 31, 2007, from $234 million as of March 2006,
primarily due to the timing of the collection of\adtising credits owed to us by our vendors thatevearned in
fiscal 2007, partially offset by an increase inuehdded taxes receivable.

Accounts payable

Accounts payable increased to $180 million as ofdi@1, 2007, from $163 million as of March 31, 200
primarily due to higher inventory purchases to suppur business in the fourth quarter of fiscad2@s compared
to the fourth quarter of fiscal 2006.

Accrued and other current liabilities

Our accrued and other liabilities increased to $&#8on as of March 31, 2007 from $697 million easMarch 31,
2006. The increase was primarily due to an incred¢g) $84 million in accrued compensation anddfies and
(2) $50 million in income taxes payable.
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Deferred income taxes, net

Our long-term position of deferred income taxesndeal by $46 million, from a liability position a$§ March 31,
2006 to a net asset position as of March 31, 20d7apily due to the addition of assets relateduoadoption of
SFAS No. 123(R) and the reduction of liabilitiesedo the amortization of purchased intangibles.

Financial Condition

We believe that existing cash, cash equivalentstdbrm investments, marketable equity securdied cash
generated from operations will be sufficient to treadr operating requirements for at least the hegtve months,
including working capital requirements, capital ergitures, and potential future acquisitions catetjic
investments. We may choose at any time to raisgianal capital to strengthen our financial pogitidacilitate
expansion, pursue strategic acquisitions and inversts or to take advantage of business opportarasehey arise.
There can be no assurance, however, that suchamdditapital will be available to us on favorat#ems, if at all,
or that it will not result in substantial dilutida our existing stockholders.

The loan financing arrangements supporting our RedinCity headquarters leases with Keybank National
Association, described in the “Off-Balance Sheetn@itments”section below, are scheduled to expire in July 2
Upon expiration of the financing, we may requestpehalf of the lessor and subject to lender aggir@n
additional one-year extension of the loan finandirgiveen the lessor and the lenders. In the elieriessor’s loan
financing with the lenders is not extended, we hoay to the lessor approximately 90 percent offitencing, and
require the lessor to extend the remainder thrdwin 2009, otherwise the leases will terminate. tUprpiration of
the leases, we may purchase the facilities for $2lion, or arrange for a sale of the facilitiesd third party. In th
event of a sale to a third party, if the sale pricless than $247 million, we will be obligatedrédmburse the
difference between the actual sale price and $2#ibm up to maximum of $222 million, subject tertain
provisions of the leases.

As of March 31, 2007, approximately $1,108 millimhour cash, cash equivalents, short-term investsnzmd
marketable equity securities that was generated iperations was domiciled in foreign tax jurisiins. While we
have no plans to repatriate these funds to theedr8tates in the short term, if we choose to doveowould accrue
and pay additional taxes on any portion of the trégadon where no United States income tax had lpgewmiously
provided. During the fourth quarter of fiscal 200& repatriated $375 million of foreign earningdigtal 2006
under the Jobs Act. We completed the repatriatidiscal 2006 which resulted in a tax expense af gdllion.

We have a “shelf” registration statement on For® @z file with the SEC. This shelf registrationtstaent, which
includes a base prospectus, allows us at any tiréér any combination of securities describethimprospectus i
one or more offerings up to a total amount of $kdoi. Unless otherwise specified in a prospectygpement
accompanying the base prospectus, we would useethgroceeds from the sale of any securities adfpregsuant to
the shelf registration statement for general caf@purposes, including for working capital, fingxgccapital
expenditures, research and development, marketidglistribution efforts and, if opportunities ariger
acquisitions or strategic alliances. Pending swegsuwe may invest the net proceeds in intdreating securities.
addition, we may conduct concurrent or other finags at any time.

Our ability to maintain sufficient liquidity coulde affected by various risks and uncertaintiesuigiclg, but not
limited to, those related to customer demand awdpance of our products on new platforms and rensiens of
our products on existing platforms, our abilitycmllect our accounts receivable as they becomedluegessfully
achieving our product release schedules and attamur forecasted sales objectives, the impacowipetition,
economic conditions in the United States and ahritedseasonal and cyclical nature of our busiaedsoperating
results, risks of product returns and the othdssrigescribed in the “Risk Factorséction, included in Part I, Item
of this report.
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Contractual Obligations and Commercial Commitments
Development, Celebrity, League and Content Licendgsyments and Commitments

The products we produce in our studios are designdccreated by our employee designers, artidisyae
programmers and by non-employee software develdfiadependent artists” or “third-party developersie
typically advance development funds to the indepandrtists and thirgarty developers during development of
games, usually in installment payments made upercdmpletion of specified development milestones.
Contractually, these payments are generally cormid@dvances against subsequent royalties on b dfahe
products. These terms are set forth in written@gents entered into with the independent artisdstiaind-party
developers.

In addition, we have certain celebrity, league ematent license contracts that contain minimum guoi@e paymen
and marketing commitments that may not be deperafeany deliverables. Celebrities and organizatiitis
whom we have contracts include: FIFA, FIFPRO FotindaUEFA and FAPL (Football Association Premier
League Limited) (professional soccer); NASCAR (&toar racing); National Basketball Association pssional
basketball); PGA TOUR and Tiger Woods (professigmd); National Hockey League and NHL Players’
Association (professional hockey); Warner Bros.r(ii@otter, Batman and Superman); New Line Produastand
Saul Zaentz Company (The Lord of the Rings); RedrBec. (John Madden); National Football Leagueperbes
and PLAYERS Inc. (professional football); Collegiaticensing Company (collegiate football, baskdtaat
baseball); Simcoh (Def Jam); Viacom Consumer Prizd{ithe Godfather); ESPN (content in EA SPORYS
games); Twentieth Century Fox Licensing and Merdiging (The Simpsons); and Marvel Entertainment, In
(Marvel character fighting games). These develaper content license commitments represent the $ifr) the
cash payments due under non-royalty-bearing liceard services agreements and (2) the minimum g
payments and advances against royalties due uoglty-bearing licenses and services agreemergsn#jority of
which are conditional upon performance by the cerparty.

The following table summarizes our minimum contwatobligations and commercial commitments as ofdd&81,
2007, and the effect we expect them to have origuidity and cash flow in future periods (in mdhs):

Commercial

Contractual Obligations Commitments

Developer/ Letter of Credit,

Licensor Bank and Other

Fiscal Year Ending March 31, Leases!) Commitments@®  Marketing Guarantees Total

2008 $ 56 $ 20C % 58 $ 7 $ 321
2009 54 20z 31 — 287
2010 39 16€ 31 — 23€
2011 27 262 31 — 321
2012 23 27 17 — 67
Thereafte 46 697 16¢ — 912
Total $ 24t $ 155 $ 337 $ 7 $2,14¢

(M See discussion on operating leases in the “OffiR@&Sheet Commitments” section below for additional
information.

@  Developer/licensor commitments include $9 millidrcommitments to developers or licensors that Heen
recorded in current and long-term liabilities ancbaresponding amount in current and long-termtagaeour
Consolidated Balance Sheets as of March 31, 20€5use payment is not contingent upon performandbd
developer or licenso
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The amounts represented in the table above refleaninimal cash obligations for the respectivedisyears, but c
not necessarily represent the periods in which thihbe expensed in our Consolidated FinanciateSteents.

Lease commitments include contractual rental comemits of $15 million under real estate leases faotilized
office space resulting from our restructuring atit8. These amounts, net of estimated future eabd income,
were expensed in the periods of the related restiing and are included in our accrued and othereat liabilities
reported on our Consolidated Balance Sheets asaofivV31, 2007. See Note 6 of the Notes to Condelida
Financial Statements.

Related Person Transaction

On June 24, 2002, we hired Warren C. Jenson aBxaautive Vice President, Chief Financial and Adstiative
Officer and agreed to loan him $4 million to bedieen over four years based on his continuing egmpént. The
loan did not bear interest. On June 24, 2004, @untsto the terms of the loan agreement, we for§avmillion of
the loan and provided Mr. Jenson approximately #iilbon to offset the tax implications of the favgness. On
June 24, 2006, pursuant to the terms of the loageagent, we forgave the remaining outstanding bzdance of
$2 million. No additional funds were provided tdseft the tax implications of the forgiveness of $2emillion
balance.

OFF-BALANCE SHEET COMMITMENTS

In February 1995, we entered into a build-to-seéiske (“Phase One Lease”) with a third-party leBsoour
headquarters facilities in Redwood City, Califor(fi@hase One Facilities”). The Phase One Facilt@nprise a
total of approximately 350,000 square feet and idegpace for sales, marketing, administrationrasdarch and
development functions. In July 2001, the lessanegfced the Phase One Lease with Keybank Natiossd@ation
through July 2006. The Phase One Lease expiremnimdy 2039, subject to early termination in therg\the
underlying financing between the lessor and itsléga is not extended. Subject to certain termscanditions, we
may purchase the Phase One Facilities or arramghdsale of the Phase One Facilities to a thérdyp

Pursuant to the terms of the Phase One Lease, weedmaoption to purchase the Phase One Facilitiasyatime for
a purchase price of $132 million. In the event shke to a third party, if the sale price is ldsemt$132 million, we
will be obligated to reimburse the difference betwéhe actual sale price and $132 million, up teaximum of
$117 million, subject to certain provisions of fPlease One Lease, as amended.

On May 26, 2006, the lessor extended its loan fimanunderlying the Phase One Lease with its lettepugh
July 2007, and on May 14, 2007, the lenders exittitis financing again for an additional year trgbuuly 2008.
We may request, on behalf of the lessor and sutiydender approval, an additional one-year extemsf the loan
financing between the lessor and the lenders.dretlent the less@’loan financing with the lenders is not extent
we may loan to the lessor approximately 90 peroétite financing, and require the lessor to extivedremainder
through July 2009; otherwise the lease will terrten&@Ve account for the Phase One Lease arrangesamt
operating lease in accordance with SFAS No.'A8¢ounting for Leases’, as amended.

In December 2000, we entered into a second buikliiblease (“Phase Two Lease”) with Keybank Natlon
Association for a five and one-half year term beagig in December 2000 to expand our Redwood Cigfif@nia
headquarters facilities and develop adjacent ptpgdPhase Two Facilities”). Construction of thea®ke Two
Facilities was completed in June 2002. The Phase Hacilities comprise a total of approximately 300 square
feet and provide space for sales, marketing, aditnation and research and development functiorigieSuto
certain terms and conditions, we may purchase liaséTwo Facilities or arrange for the sale ofRhase Two
Facilities to a third party.

Pursuant to the terms of the Phase Two Lease, wedraoption to purchase the Phase Two Facilitieswatime fo
a purchase price of $115 million. In the event shke to a third party, if the sale price is |dsmt
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$115 million, we will be obligated to reimburse tilifference between the actual sale price and $dillion, up to a
maximum of $105 million, subject to certain prowiss of the Phase Two Lease, as amended.

On May 26, 2006, the lessor extended the PhaselBase through July 2009 subject to early termimaiticthe
event the underlying loan financing between thedeand its lenders is not extended. Concurrenitly thie
extension of the lease, the lessor extended teflioancing underlying the Phase Two Lease witleitslers
through July 2007. On May 14, 2007 the lendersraled this financing again for an additional yeaotigh July
2008. We may request, on behalf of the lessor abjbst to lender approval, an additional one-ye&eresion of the
loan financing between the lessor and the lendiethe event the lessor’s loan financing with theders is not
extended, we may loan to the lessor approximatelyedcent of the financing, and require the lets@xtend the
remainder through July 2009, otherwise the leaflgdaviminate. We account for the Phase Two Leassngement
as an operating lease in accordance with SFAS Blaaslamended.

We believe that, as of March 31, 2007, the estith&t values of both properties under these opegd¢ases
exceeded their respective guaranteed residualsalue

The two lease agreements with Keybank National éiaton described above require us to maintairagert
financial covenants as shown below, all of whichweze in compliance with as of March 31, 2007.

Actual as of

Financial Covenants Requirement March 1, 2007

Consolidated Net Worth (in million: equal to or greater th $2,43C $ 4,03z

Fixed Charge Coverage Ra equal to or greater th 3.0C 4.41
Total Consolidated Debt to Capi equal to or less thi 60% 5.8%

Quick Ratio— Q1 & Q2 equal to or greater th 1.0C N/A

Q3& Q4 equal to or greater th 1.7¢ 8.92

In February 2006, we entered into an agreementavitimdependent third party to lease a studioifadil
Guildford, Surrey, United Kingdom, which commendedune 2006 and will expire in May 2016. The figil
comprises a total of approximately 95,000 squaeg fehich we use for research and development ifumst Our
rental obligation under this agreement is approxétyeb33 million over the initial ten-year term thie lease.

In June 2004, we entered into a lease agreemeefaded in December 2005, with an independent trartydor a
studio facility in Orlando, Florida. The lease coemued in January 2005 and expires in June 2010,omig five-
year option to extend the lease term. The campuilétifss comprise a total of 140,000 square feat provide spac
for research and development functions. Our restihdjation over the initial five-and-a-half yearrneof the lease is
$15 million.

In July 2003, we entered into a lease agreemehtamtindependent third party (the “Landlord”) fostadio facility
in Los Angeles, California, which commenced in @etin2003 and expires in September 2013 with twe-figar
options to extend the lease term. Additionally,hage options to purchase the property after fivktan years
based on the fair market value of the properthatdate of sale, a right of first offer to purchése property upon
terms offered by the Landlord, and a right to shiathe profits from a sale of the property. Exigticampus
facilities comprise a total of 243,000 square fe@l provide space for research and developmentidmsc Our
rental obligation under this agreement is $50 omllover the initial ten-year term of the lease sTd@mmitment is
offset by expected sublease income of $6 milliarefsublease to an affiliate of the Landlord o008, square feet
of the Los Angeles facility, which commenced in @tr 2003 and expires in September 2013, with optad early
termination by the affiliate after five years andus after four and five years.

In October 2002, we entered into a lease agreeméhtan independent third party for a studio fiagiin
Vancouver, British Columbia, Canada, which commerineMay 2003 and expires in April 2013. We amentiex
lease in October 2003. The facility comprises altot approximately 65,000 square feet and provitese for
research and development functions. Our rentagjatiin under this agreement is approximately $1Bamiover
the initial ten-year term of the lease.
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Neowiz Investment

In April 2007, we expanded our commercial agreesarith and made strategic equity investments inviNzo
Corporation and its online gaming subsidiary, Neo@ames. We purchased stock representing in aggrega
approximately 19 percent of each of Neowiz and Ned®ames for approximately $108 million. Based ioréa,
Neowiz is an online media and gaming company witictv we partnered in 2006 to laurEA Sports FIFA Online
in Korea.

Legal Proceedings

On September 14, 2006, we received an informalilpdrom the Securities and Exchange Commissiomesting
certain documents and information relating to dacls option grant practices from January 1, 199@ubh the date
of the letter. We have cooperated to date witimaliters related to this request. We most recemtlyiged the SEC
with information in December 2006. The SEC hasasted for further information since that time.

We are also subject to claims and litigation agsimthe ordinary course of business. We belieat dny liability
from any reasonably foreseeable disposition of slaims and litigation, individually or in the aggyate, would not
have a material adverse effect on our consolidi@@dcial position or results of operations.

Director Indemnity Agreements

We have entered into indemnification agreementbs edtch of the members of our Board of Directotbatime
they joined the Board to indemnify them to the aekfgermitted by law against any and all liabilitiessts, expense
amounts paid in settlement and damages incurredebgtirectors as a result of any lawsuit, or arjgial,
administrative or investigative proceeding in whihl directors are sued or charged as a resuieafgervice as
members of our Board of Directors.

INFLATION

We believe the impact of inflation on our result®perations has not been significant in any ofghst three fiscal
years.

ltem 7A: Quantitative and Qualitative Disclosures About MagkRisk
Market Risk

We are exposed to various market risks, includimanges in foreign currency exchange rates, inteagss and
market prices. Market risk is the potential lossiag from changes in market rates and market gpridée employ
established policies and practices to manage timse Foreign exchange option and forward consraot used to
hedge anticipated exposures or mitigate some ergistkposures subject to foreign exchange riskssudsed belo
We have not historically, nor do we currently, heagir short-term investment portfolio. We do natsider our
cash and cash equivalents to be exposed to signifioterest rate risk because our cash and cashadent
portfolio consists of highly liquid investments tibriginal maturities of three months or less (Sete 2 to the
Consolidated Financial Statements included in I8eofi this report). We also do not currently hedge market pric
risk relating to our equity investments. Furthee, @ not enter into derivatives or other finangiatruments for
trading or speculative purposes (see Note 3 t€thesolidated Financial Statements included in I8eof this
report).

Foreign Currency Exchange Rate Risk

Cash Flow Hedging Activities From time to time, we hedge a portion of our igmecurrency risk related to
forecasted foreign-currency-denominated sales apdnse transactions by purchasing option contthats
generally have maturities of 15 months or less s€hieansactions are designated and qualify asfleasihedges.
The derivative assets associated with our hedgitigities are recorded at fair value in other catrassets in our
Consolidated Balance Sheets. The effective podfarains or losses resulting from changes in falue of these
hedges is initially reported, net of tax, as a congnt of accumulated other comprehensive
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income in stockholders’ equity and subsequentassified into net revenue or operating expenseaparopriate
in the period when the forecasted transactiondsraed. The ineffective portion of gains or lossesulting from
changes in fair value, if any, is reported in epeliod in interest and other income, net, in oungididated
Statements of Operations. Our hedging programsegdwit do not entirely eliminate, the impact ofrency
exchange rate movements in revenue and operatpensgs. As of March 31, 2007, we had foreign cegreption
contracts to purchase approximately $28 milliofoireign currencies and to sell approximately $7Rioni of
foreign currencies. As of March 31, 2007, theseifpr currency option contracts outstanding hadal fair value
of less than $1 million, included in other currassets. As of March 31, 2006, we had no foreigrecayy option
contracts outstanding.

Balance Sheet Hedging Activitic We utilize foreign exchange forward contractsitigate foreign currency risk
associated with foreign-currency-denominated asseddiabilities, primarily intercompany receivablend
payables. The forward contracts generally haven&ractual term of approximately one month and eaedacted
near month-end. Therefore, the fair value of threvéwd contracts generally is not significant atreamnthend. Oui
foreign exchange forward contracts are not desgghas hedging instruments under SFAS No. 133 and ar
accounted for as derivatives whereby the fair valude contracts are reported as other curreetsss other
current liabilities in our Consolidated Balance &iseand gains and losses from changes in faieae reported in
interest and other income, net. The gains and $osse¢hese forward contracts generally offset tinggand losses
on the underlying foreign-currency-denominated @saed liabilities, which are also reported in iat# and other
income, net, in our Consolidated Statements of &jmers. As of March 31, 2007, we had forward fonegxchange
contracts to purchase and sell approximately $1illibmin foreign currencies. Of this amount, $73lion
represented contracts to sell foreign currenciexahange for U.S. dollars, $8 million to sell figrecurrencies in
exchange for British pound sterling and $23 milltorpurchase foreign currencies in exchange for toB8ars. As
of March 31, 2006, we had forward foreign exchacgetracts to purchase and sell approximately $1@ilomin
foreign currencies. Of this amount, $132 milliopnesented contracts to sell foreign currenciexahange for
U.S. dollars, $14 million to sell foreign currenzi@ exchange for British pound sterling and $1Biom to purchas:
foreign currencies in exchange for U.S. dollarse Tdir value of our forward contracts was immafteaof

March 31, 2007 and March 31, 2006.

The counterparties to these forward and optionractg are creditworthy multinational commercial kertherefore
the risk of counterparty nonperformance is not @ered to be material.

Notwithstanding our efforts to mitigate some fore@murrency exchange rate risks, there can be noas® that oL
hedging activities will adequately protect us agathe risks associated with foreign currency fiatibns. As of
March 31, 2007, a hypothetical adverse foreignenay exchange rate movement of 10 percent or Xepewould
result in a potential loss in fair value of ourioptcontracts of $1 million in both scenarios. AdMarch 31, 2006,
we had no foreign currency option contracts outtitem A hypothetical adverse foreign currency exgjearate
movement of 10 percent or 15 percent would resyttotential losses on our forward contracts of $lon and
$14 million, respectively, as of March 31, 2007d &16 million and $23 million, respectively, ashérch 31, 200¢
This sensitivity analysis assumes a parallel agvehgt in foreign currency exchange rates, whichndt always
move in the same direction. Actual results mayedifhaterially.

Interest Rate Risl

Our exposure to market risk for changes in intengsts relates primarily to our short-term invesitrmortfolio. We
manage our interest rate risk by maintaining aestment portfolio generally consisting of debtiinstents of high
credit quality and relatively short maturities. Atituhally, the contractual terms of the securitigsnot permit the
issuer to call, prepay or otherwise settle the siesl at prices less than the stated par valubegecurities. Our
investments are held for purposes other than tgaditso, we do not use derivative financial instents in our
short-term investment portfolio.

As of March 31, 2007 and 2006, our short-term itmesits were classified as available-for-sale aadsequently,
recorded at fair market value with unrealized ganksses resulting from changes in fair valuertgd as a
separate component of accumulated other comprefgeimgiome, net of any tax effects, in
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stockholders’ equity. Our portfolio of short-termvestments consisted of the following investmeit¢garies,
summarized by fair value as of March 31, 2007 &@b2in millions):

As of March 31,

2007 2006
Commercial pape $ 574 $ 25
U.S. agency securitie 264 57t
Corporate bond 22¢ 17¢
Asse-backed securitie 10¢ 40
U.S. Treasury securitie 92 212
Total shor-term investment $1,26¢  $1,03(

Notwithstanding our efforts to manage interest retties, there can be no assurance that we wildiegaately
protected against risks associated with interdstflactuations. At any time, a sharp change irrst rates could
have a significant impact on the fair value of mwestment portfolio. The following table presetite hypothetical
changes in fair value in our short-term investnpantfolio as of March 31, 2007, arising from potahthanges in
interest rates. The modeling technique estimateshinge in fair value from immediate hypothetpaallel shifts
in the yield curve of plus or minus 50 basis po{tiB°S”"), 100 BPS, and 150 BPS.

Valuation of Securities Fair Value Valuation of Securities
Given an Interest Rate as of Given an Interest Rate
(In millions) Decrease of X Basis Points March 31, Increase of X Basis Points

(150 BPS (100 BPS (50 BPS 2007 50 BPS 100 BP¢ 150 BPS
Commercial pape $ 578 $ 57t $ 574 $ 574 $ 57 $ 57 $ 57z
U.S. agency securitie 271 26¢ 267 264 262 25¢ 257
Corporate bond 231 23C 22¢ 22¢ 22t 223 222
Asse-backed securitie 11C 10¢ 10€ 10€ 107 10€ 10¢
U.S. Treasury securitie 95 94 94 92 92 91 90
Total shor-term investment $128. $ 1277 $1,271 $ 1,264 $1,25¢ $1,252 $1,24¢

The following table presents the hypothetical cleanig fair value in our short-term investment paitf as of
March 31, 2006, arising from selected potentiainges in interest rates.

Valuation of Securities Fair Value Valuation of Securities
Given an Interest Rate as of Given an Interest Rate
(In millions) Decrease of X Basis Points March 31, Increase of X Basis Points

(150 BPS (100 BPS (50 BPS 2006 50 BPS 100 BP¢ 150 BP¢
U.S. agency securitie $ 581 $ 57¢ $ 577 $ 575 $ 57 $ 571 $ 57C
U.S. Treasury securitie 21¢ 21€ 214 212 21C 20¢ 20t
Corporate bond 182 181 17¢ 17¢ 17¢€ 17t 172
Asse-backed and other debt securit 66 66 66 65 65 65 65
Total shor-term investment $ 1047 $ 1042 $103¢ $ 1,03C $1,02¢ $1,01¢ $1,01¢

Market Price Risk

The value of our equity investments in publiclydied companies are subject to market price volatiis of

March 31, 2007 and 2006, our marketable equityritéesiwere classified as available-for-sale amshsequently,
were recorded in our Consolidated Balance Shed#sraharket value with unrealized gains or lossgmrted as a
separate component of accumulated other comprefeeimsiome, net of any tax effects, in
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stockholders’ equity. The fair value of our markaeaequity securities was $341 million and $16diorilas of
March 31, 2007 and 2006, respectively.

At any time, a sharp change in market prices inimugstments in marketable equity securities chalde a
significant impact on the fair value of our investms. The following table presents the hypothetibanges in fair
value in our marketable equity securities as ofdié81, 2007, arising from changes in market priges or minus
25 percent, 50 percent and 75 percent.

Valuation of Securities Valuation of Securities
Given an X Percentage  Fair Value Given an X Percentage
Decrease in Eacl as of Increase in Each
(In millions) Stock's Market Price March 31, __ Stock's Market Price
(75%) (50%) (25%) 2007 25% 50% 75%
Marketable equity securitie $ 85 $171 $25€ $ 341 $42€¢  $51z  $597

The following table presents the hypothetical clesnig fair value in our marketable equity secusitis of
March 31, 2006, arising from changes in marketgsriglus or minus 25 percent, 50 percent and 7®perc

Valuation of Securities Valuation of Securities
Given an X Percentage Fair Value Given an X Percentage
Decrease in Each as of Increase in Each
(In millions) Stock’s Market Price March 31, __ Stock’s Market Price
(75%) (50%) (25%) 2006 25% 50% 75%
Marketable equity securitie $40 $ 80 $12($ 16C $20C  $24C  $28C
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Item 8: Financial Statements and Supplementary Data

Index to Consolidated Financial Statements

Page
Consolidated Financial Statements of Electronis Amt. and Subsidiarie
Consolidated Balance Sheets as of March 31, 2002606 63
Consolidated Statements of Operations for the YEaded March 31, 2007, 2006 and 2( 64
Consolidated Statements of Stockholdé&guity and Comprehensive Income for the Years Endacth 31
2007, 2006 and 20C 65
Consolidated Statements of Cash Flows for the Yeaded March 31, 2007, 2006 and 2( 66
Notes to Consolidated Financial Stateme 67
Reports of Independent Registered Public Accourfing 10€
Financial Statement Schedu
The following financial statement schedule of BElenic Arts Inc. and Subsidiaries for the years ende
March 31, 2007, 2006 and 2005 is filed as parhisf teport and should be read in conjunction whih t
Consolidated Financial Statements of Electronis Amt. and Subsidiarie
Schedule |— Valuation and Qualifying Accoun 11€

Other financial statement schedules have beeneanicause the information called for in them israquired or
has already been included in either the ConsolidBbeancial Statements or the notes thereto.
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ELECTRONIC ARTS INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

March 31, March 31,

(In millions, except par value dat 2007 2006
ASSETS
Current asset:
Cash and cash equivalel $ 1371 $ 1,24:
Shor-term investment 1,26¢ 1,03(C
Marketable equity securiti¢ 341 16C
Receivables, net of allowances of $214 and $23pemively 25€ 19¢
Inventories 62 61
Deferred income taxes, r 84 86
Other current asse 21¢ 234
Total current asse 3,597 3,01z
Property and equipment, r 484 39z
Investments in affiliate 6 11
Goodwill 734 647
Other intangibles, ne 21C 232
Deferred income taxes, r 25 —
Other asset 90 92
TOTAL ASSETS $ 514¢ $ 4,38¢

LIABILITIES, MINORITY INTEREST AND STOCKHOLDERS ' EQUITY

Current liabilities:

Accounts payabl $ 18 $  16:
Accrued and other current liabilitir 82: 697
Deferred net reven.— packaged goods and digital cont 23 9
Total current liabilities 1,02¢ 86¢
Deferred income taxes, r 8 29
Other liabilities 80 68
Total liabilities 1,11¢ 96¢

Commitments and contingencies (See Not

Minority interest — 12

Stockholder’ equity:
Preferred stock, $0.01 par value. 10 shares aatd — —
Common stock, $0.01 par value. 1,000 shares aattthrB11 and 305 shares issued and outstan

respectively 3 3
Paic-in capital 1,412 1,081
Retained earning 2,32 2,241
Accumulated other comprehensive inco 294 83

Total stockholder equity 4,032 3,40¢
TOTAL LIABILITIES, MINORITY INTEREST AND STOCKHOLDE RS EQUITY $ 514¢ $ 4,38¢

See accompanying Notes to Consolidated Financidt®ients.
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ELECTRONIC ARTS INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended March 31,

(In millions, except per share da 2007 2006 2005

Net revenue $3,091 $2,951 $3,12¢

Cost of goods sol 1,21 1,181 1,19
Gross profit 1,87¢ 1,77C 1,93

Operating expense

Marketing and sale 46€ 431 391
General and administrati\ 28¢ 21¢ 221
Research and developmt 1,041 75€ 633
Amortization of intangible: 27 7 3
Acquired ir-process technolog 3 8 13
Restructuring charge 15 26 2
Total operating expens 1,84( 1,44 1,26:
Operating incom 39 32t 66¢
Interest and other income, r 99 64 56
Income before provision for income taxes and migariterest 13¢ 38¢ 72t
Provision for income taxe 66 147 221
Income before minority intere 72 247 504
Minority interest 4 (6) —
Net income $ 76 $ 23€ $ 504

Net income per shar

Basic $ 02t $07¢ $ 1.6F

Diluted $024 $078 $ 1.5¢
Number of shares used in computati

Basic 30¢ 304 30t

Diluted 317 314 31¢

See accompanying Notes to Consolidated Financa®ents.
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ELECTRONIC ARTS INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY AND COMPREHENSIVE INCOME

(In millions, share data in thousands)

Accumulated

Class B Other Total
Common Stock Common Stock Paid-in Retained Comprehensive Stockholders’
Shares Amount Shares® Capital Earnings Income Equity

Balances as of March 31, 20 301,33 $ 3 20C $1,15¢ $ 1,501 $% 20 $ 2,67¢
Net income — — — — 504 — 504
Change in unrealized gains (losses) on investmer

net — — — — — 27 27
Reclassification adjustment for (gains) lossesized!

net — — — — — (0] Q)
Translation adjustmel — — — — — 10 10
Comprehensive inconr $ 54C
Issuance of common sto 9,914 — — 241 — — 241
Repurchase and retirement of common s (80€) — — (41) — — (42)
Conversion of Class B shares to common s — — (200) — — — —
Stocl-based compensatic — — — 5 — — 5
Tax benefit from exercise of stock optic — — — 75 — — 75
Balances as of March 31, 20 310,44 $ 3 — $143¢$ 200t $ 56 $ 3,49¢
Net income — — — — 23€ — 23€
Change in unrealized gains (losses) on investments

and derivative instruments, r — — — — — 33 33
Reclassification adjustment for (gains) lossedjzed

on investments and derivative instruments, — — — — — 4 4
Translation adjustmel — — — — — (10) (10)
Comprehensive incorr $ 268
Issuance of common sto 7,174 — — 20€ — — 20¢€
Repurchase and retirement of common s (12,627 — — (709) — — (709)
Stoclk-based compensatic — — — 3 — —
Tax benefit from exercise of stock optic — — — 133 — — iz
Assumption of stock options in connection with

acquisition — — — 14 — — 14
Balances as of March 31, 20 304,99 $ 3 — $1081$ 22418 83 $ 3,40¢
Cumulative effect of adjustments resulting from the

adoption of SAB No. 108, net of ti — — — — 6 — 6
Adjusted balance as of March 31, 2( 304,99: $ 3 — $1081$ 2247 % 83 $ 3,41«
Net income — — — — 76 — 7€
Change in unrealized gains (losses) on investmer

and derivative instruments, r — — — — — 183 18z
Reclassification adjustment for (gains) lossedjzed

on investments and derivative instruments, — — — — — 5 5
Translation adjustmel — — — — — 23 23
Comprehensive incon $ 287
Issuance of common sto 6,04¢ — — 164 — — 164
Stocl-based compensatic — — — 132 — — 13z
Tax benefit from exercise of stock optic — — — 34 — — 34
Balances as of March 31, 20 311,03¢ $ 3 — $1412$ 232:$ 294 $ 4,032

@ The ending balance of our Class B Common Stock$@ass of March 31, 2007, 2006, and 2(
See accompanying Notes to Consolidated Financidt®ents.
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ELECTRONIC ARTS INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended March 31,

(In millions) 2007 2006 2005
OPERATING ACTIVITIES
Net income $ 76 $ 23¢ $ 504
Adjustments to reconcile net income to net cashigea by operating activitie:
Depreciation, amortization and accret 147 95 75
Stock-based compensatic 13z 3 6
Minority interest 4) 6 —
Realized (gains) losses on investments and sgdeperty and equipme 1 7 8)
Tax benefit from exercise of stock optic — 13z 75
Acquired ir-process technolog 3 8 13
Change in assets and liabiliti¢
Receivables, ne (18) 104 (80)
Inventories 12 ?3) (149
Other asset 46 (72) (35
Accounts payabl 2 31 28
Accrued and other liabilitie 43 30 46
Deferred income taxes, r (54 8 24
Deferred net reveni— packaged goods and digital cont 14 9 —
Net cash provided by operating activit 397 59¢€ 634
INVESTING ACTIVITIES
Capital expenditure (17¢) (123 (126)
Proceeds from sale of property and equipn 2 2 16
Purchase of marketable equity securi — — (90
Proceeds from sale of marketable equity secul — 4
Purchase of investments in affilial (0] 2 2
Proceeds from sale of investments in affilie — 2 —
Proceeds from maturities and sales of «term investment 1,31¢ 1,427 99¢
Purchase of shc-term investment (1,529 (755) (2,449
Acquisition of subsidiaries, net of cash acqui (103%) (661) (81)
Other investing activitie — (2) (1)
Net cash used in investing activiti (487) (10§) (1,726
FINANCING ACTIVITIES
Proceeds from issuance of common sl 16€ 20¢€ 241
Excess tax benefit from stc-based compensati 36 — —
Repayment of note assumed in connection with aitigunis (14 — —
Repurchase and retirement of common s — (709 (42)
Net cash provided by (used in) financing activi 19C (503) 20C
Effect of foreign exchange on cash and cash eqerits 28 (13 12
Increase (decrease) in cash and cash equivi 12¢ (28) (880)
Beginning cash and cash equivale 1,24z 1,27( 2,15(
Ending cash and cash equivale 1,371 1,242 1,27(
Shor-term investment 1,26¢ 1,03( 1,68¢
Ending cash, cash equivalents and «term investment $2,63F $2,27: $2,95¢
Supplemental cash flow information:
Cash paid during the year for income ta $ 55 §$ 24 ¢ 101
Non-cash investing activities:
Change in unrealized gains (losses) on investmeat $ 18¢ $ 37 $ 26
Assumption of stock options in connection with dedgion $ — $ 14 $ —

See accompanying Notes to Consolidated Financi®ents.
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ELECTRONIC ARTS INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

We develop, market, publish and distribute intévacsoftware games that are playable by consumexsdgo gam
consoles (such as the Sony PlayStati@rand PLAYSTATION® 3, Microsoft Xbox 360 and Nintendo Wii™),
personal computers, mobile platforms (includingutet handsets and handheld game players sucleas th
PlayStatior Portable (“PSP“ ") and the Nintendo D3*) and online (over the Internet and other proprietaline
networks). Some of our games are based on comtaintve license from others (e.g., Madden NFL Fdbtibhe
Godfather and FIFA Soccer), and some of our gamebased on our own wholly-owned intellectual propée.g.,
The Sims™ and Need for Spee® ). Our goal is to publish titles with mass-markgpeal, which often means
translating and localizing them for sale in non-Esigspeaking countries. In addition, we also afieta create
software game “franchises” that allow us to publighv titles on a recurring basis that are baseith®@same
property. Examples of this franchise approach l@eahnual iterations of our sports-based prodects,(Madden
NFL Football, NCAA® Football and FIFA Soccer), wholly-owned propertiest can be successfully sequeled (e.g.,
The Sims, Need for Speed and Battlefield) andstitlesed on long-lived literary and/or movie prapsr{e.g., Lord
of the Rings and Harry Potter).

A summary of our significant accounting policiepkgd in the preparation of our Consolidated Finainc
Statements follows:

(a) Consolidation

The accompanying Consolidated Financial Stateniraksde the accounts of Electronic Arts Inc. arsdwholly-
and majority-owned subsidiaries. All significantdrcompany balances and transactions have beemaled in
consolidation.

(b) Fiscal Year

Ouir fiscal year is reported on a 52 or 53-weekqukthat, historically, ended on the final Saturd&iarch in each
year. Beginning with the fiscal year ended MarchZ106, our fiscal year ends on the Saturday neitasch 31.
As a result, fiscal 2006 contained 53 weeks withfitst quarter containing 14 weeks. Our resultspdrations for
the fiscal years ended March 31, 2007, 2006 an8& 266tain the following number of weeks:

Fiscal Year Ended Number of Weeks Fiscal Period End Date
March 31, 200° 52 week March 31, 200
March 31, 200t 53 week April 1, 2006
March 31, 200: 52 week March 26, 200

For simplicity of disclosure, all fiscal periodsaeferred to as ending on a calendar month end.

(c) Reclassifications

Certain prior-year amounts have been reclassifiembhform to the fiscal 2007 presentation.

(d) Use of Estimate:

The preparation of financial statements in confoymiith accounting principles generally acceptethia United
States requires us to make estimates and assumhi@naffect the reported amounts of assets abdities,
contingent assets and liabilities, and revenueeaapénses during the reporting period. Such estsriatdude sales
returns and allowances, provisions for doubtfuloaeits, accrued liabilities, income taxes, estimeggsrding the
recoverability of prepaid royalties and royalty goitments, inventories, long-lived assets, certatmeates related
to the measurement and recognition of costs regutom our share-based payment transactions, reéef@rxcome
tax assets as well as estimates used in our gdadwihirment
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test. These estimates generally involve complaxeisand require us to make judgments, involve arsabf
historical and future trends, can require exteruiibds of time to resolve, and are subject to ghdrom period to
period. In all cases, actual results could diffatenially from our estimates.

(e) Cash, Cash Equivalents, Sh-Term Investments, Marketable Equity Securities aBther Investment:

Cash equivalents consist of highly liquid investisemith insignificant interest rate risk and origiror remaining
maturities of three months or less at the timewthase.

Short-term investments consist of securities witgional or remaining maturities of greater tharethmonths at the
time of purchase. The short-term investments aadable for use in current operations or othenatitis such as
capital expenditures and business acquisitions.

As of March 31, 2007 and March 31, 2006, short-tenwestments and marketable equity securities wiassified
as available-for-sale and stated at fair value dagpen quoted market prices for the securitiesedlized gains and
losses are included as a separate component ahatated other comprehensive income, net of anyeeltax
effect, in stockholders’ equity. Realized gains &s$es are calculated based on the specific fiEtibn method.
We recognize an impairment charge when we deterthitea decline in the fair value of a securityobeits cost
basis is other-than-temporary.

Investments in affiliates consist of investmentequity securities accounted for under either thst method or the
equity method in accordance with Accounting PrifesBoard Opinion (“APB”) No. 18;The Equity Method Of
Accounting For Investments In Common S”. Our share of earnings or losses of investmentfiliates
accounted for under the equity method is includeidtierest and other income, net, in our Consadid&tatement ¢
Operations, except for investments where we aralletto exercise significant influence over theragping and
financing decisions of the investee, in which dhgecost method of accounting is used. We evalhatévestment
in affiliates to determine if events or changesiicumstances indicate an other-than-tempoirapairment in value
We recognize an impairment charge when we deteraringther-than-temporary impairment in value exists

(f) Inventories
Inventories consist of materials (including mantidising royalties paid to console manufacturerd)otaand freight-
in. Inventories are stated at the lower of cosst(in, first-out method) or market.

(g) Property and Equipment, Ne

Property and equipment, net, are stated at cogtreBmtion is calculated using the straight-linehmod over the
following useful lives:

Buildings 20 to 25 year

Computer equipment and softw: 3to 5 year:

Furniture and equipme 3to 5 year:

Leasehold improvements Lesser of the lease term or the estimated use®s Ibf

the improvements, generally 1 to 10 ye

Under the provisions of American Institute of Ciseti Public Accountants Statement of Position (“SOP
98-1,"“Accounting for the Costs of Computer Software Deped or Obtained for Internal Use"we capitalize cos
associated with customized internal-use softwastesys that have reached the application developstegé and
meet recoverability tests. Such capitalized costhide external direct costs utilized in developimgbtaining the
applications and payroll and payroll-related exgsrfer employees who are directly associated migh t
applications. Capitalization of such costs begihgmthe preliminary project stage is complete aabes at the
point in which the project is substantially compland ready for its intended purpose. The net habie of
capitalized costs associated with interngé software amounted to $18 million and $23 nmilés of March 31, 201
and 2006, respectively, and are being depreciateasiraight-line basis over each asset’s estimatefll life that
ranges from three to five years.
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(h) Long-Lived Asset:

We evaluate long-lived assets and certain idebtdiintangibles for impairment, in accordance v8tatement of
Financial Accounting Standard (“SFAS”) No. 14Accounting for the Impairment or Disposal of Lohgred
Asset” , whenever events or changes in circumstancesatalibat the carrying amount of an asset may not be
recoverable. Recoverability of assets is measuyeldomparison of the carrying amount of an assétttire
undiscounted net cash flows expected to be genkbgtéhe asset. This may include assumptions dnture
prospects for the business that the asset retatmdttypically involves computations of the estimtifuture cash
flows to be generated by these businesses. Bastea judgments and assumptions, we determinéhethet
need to take an impairment charge to reduce thee\aflthe asset stated on our Consolidated Bal@heet to refles
its actual fair value. Judgments and assumptionsatditure values and remaining useful lives amamlex and
often subjective. They can be affected by a vamétiactors, including but not limited to, signiéiot negative
industry or economic trends, significant changeth@manner of our use of the acquired assetssttategy of our
overall business and significant under-performamtative to expected historical or projected futaperating
results. If we were to consider such assets toipaired, the amount of impairment we would recogripuld be
measured by the amount by which the carrying amotitite asset exceeds its fair value which is exdtih by
discounted cash flows. We recognized an insignifieanount of impairment in fiscal 2007, 2006 an8%0

(i) Taxes Collected from Customers and Remittedsovernmental Authorities

Taxes assessed by a government authority thab#inérbposed on and concurrent with specific revanargsaction
between us and our customers is presented ontmsistin our Consolidated Statements of Operations.

() Concentration of Credit Risl

We extend credit to various companies in the retad mass merchandising industries. Collectiomeaufa
receivables may be affected by changes in econontather industry conditions and may, accordinghpact our
overall credit risk. Although we generally do netuire collateral, we perform ongoing credit evétrss of our
customers and maintain reserves for potential tteskes. As of March 31, 2007 and 2006, we hagetfent and
11 percent, respectively, of our gross accountsivable outstanding with Wal-Mart Stores, Inc. Advarch 31,
2007, we had 11 percent of our gross accountsvalei outstanding with GameStop Corp.

Short-term investments are placed with high qudiitgincial institutions or in short-duration, invegent-grade
securities. We limit the amount of credit exposarany one financial institution or type of investnt instrument.

(k) Revenue Recognitio

We evaluate the recognition of revenue based onrttexia set forth in SOP 97-2%oftware Revenue
Recognitio” , as amended by SOP 98*Blodification of SOP 97-2, Software Revenue Redigmi With Respect
to Certain Transactionsand Staff Accounting Bulletin (“SAB”) No. 101Revenue Recognition in Financial
Statements’, as revised by SAB No. 10ZRevenue Recognition'We evaluate revenue recognition using the
following basic criteria and recognize revenue whbfiour of the following criteria are met:

« Evidence of an arrangement. Evidence of an agreewitinthe customer that reflects the terms and
conditions to deliver products must be presentdento recognize revenu

 Delivery. Delivery is considered to occur when adarct is shipped and the risk of loss and rewafds o
ownership have been transferred to the customemnmime game services, delivery is consideredcmuoas
the service is provided. For online services assediwith our packaged goods products (other than
massively multiplayer online games) such as mat&imgaroster updates, tournaments and player rgskin
we estimate the service period to be six monthes #fe month of sals
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 Fixed or determinable fee. If a portion of the agament fee is not fixed or determinable, we recmgn
revenue as the amount becomes fixed or determir

 Collection is deemed probable. We conduct a cregliew of each customer involved in a significant
transaction to determine the creditworthiness efdhstomer. Collection is deemed probable if weeekthe
customer to be able to pay amounts under the a¥maegt as those amounts become due. If we detethdt
collection is not probable, we recognize revenuemtollection becomes probable (generally upon cash
collection).

Determining whether and when some of these critexiee been satisfied often involves assumptiongudgiments
that can have a significant impact on the timind amount of revenue we report. For example, fottipialelement
arrangements, we must make assumptions and judgrimenitder to: (1) determine whether and when edetment
has been delivered; (2) determine whether und@d/eroducts or services are essential to the fumality of the
delivered products and services; (3) determine dratendor-specific objective evidence of fair wa(livVSOE")
exists for each undelivered element; and (4) atiottze total price among the various elements wst heliver.
Changes to any of these assumptions or judgmantbamges to the elements in a software arrangemeuit
cause a material increase or decrease in the ambtenenue that we report in a particular period.

Product Revenue Product revenue, including sales to resellersdistdbutors (“channel partners”), is recognized
when the above criteria are met. We reduce pragwenue for estimated future returns, price pratactind other
offerings, which may occur with our customers ahdrmel partners.

Shipping and Handling: In accordance with Emerging Issues Task Forc€T€g Issue No. 00-10;Accounting
for Shipping and Handling Fees and C(’ , we recognize amounts billed to customers forgghgpand handling as
revenue. Additionally, shipping and handling castairred by us are included in cost of goods sold.

Online Subscription RevenueOnline subscription revenue is derived principélbm subscription revenue
collected from customers for online play related@to massively multiplayer online games and Pogotted online
games services. These customers generally pay anraral basis or a month-to-month basis and prepaid
subscription revenue, including revenue collectedhfcredit card sales, is recognized ratably dvermteriod for
which the services are provided.

Software Licenses:We license software rights to manufacturers oflpcts in related industries (for example,
makers of personal computers or computer acces$toiénclude certain of our products with the nfasturer’s
product, or offer our products to consumers wheehawchased the manufactuseproduct. We call these combir
products “OEM bundles”. These OEM bundles generaltyuire the customer to pay us an upfront nongsbte
fee, which represents the guaranteed minimum rpgattount. Revenue is generally recognized upowelgiiof the
product master or the first copy. Per-copy royaltie sales that exceed the minimum guarantee eognized as
earned.

(I) Sales Returns and Allowances and Bad Debt Rese

We estimate potential future product returns, ppicgection and stock-balancing programs relateziteent-period
product revenue. We analyze historical returngiesursell-through of distributor and retailer int@ny of our
products, current trends in retail and the videm@aegment, changes in customer demand and acceutour
products and other related factors when evaludtiagadequacy of our sales returns and price proteatiowances.
In addition, we monitor the volume of sales to chiannel partners and their inventories as subatanterstocking
in the distribution channel could result in higkuras or higher price protection costs in subsegjperiods.

Similarly, significant judgment is required to @séite our allowance for doubtful accounts in anyoaating period.
We analyze customer concentrations, customer enagtthiness, current economic trends, and histbegperience
when evaluating the adequacy of the allowance doibtful accounts.
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(m) Advertising Cost:

We generally expense advertising costs as incuesampt for production costs associated with medmpaigns
which are recognized as prepaid assets (to thatgxaid in advance) and expensed at the first fuheo
advertisement. Cooperative advertising with oumclehpartners is accrued when revenue is recogrizddsuch
amounts are included in marketing and sales expétisere is a separate identifiable benefit forichhwe can
reasonably estimate the fair value of the benaédibtified. Otherwise, they are recognized as aatiulu of net
revenue. We then reimburse the channel partner whalifying claims are submitted. We sometimes ikece
reimbursements for advertising costs from our vesidand such amounts are recognized as a redwdtioarketing
and sales expense if the advertising (1) is spetdfthe vendor, (2) represents an identifiablesfieto us and

(3) represents an incremental cost to us. Otherwasdor reimbursements are recognized as a reduaticost of
goods sold as the related revenue is recognizettddfaeimbursements of advertising costs of $28anil

$41 million and $42 million reduced marketing aates expense for the fiscal years ended March®17,2006
and 2005, respectively. For the fiscal years emdacth 31, 2007, 2006 and 2005, advertising expemstof
vendor reimbursements, totaled approximately $188Bm $180 million and $174 million, respectively

(n) Software Development Cos

Research and development costs, which consist pljnad software development costs, are expensaedasred.
SFAS No. 86;Accounting for the Cost of Computer Software toSmdd, Leased, or Otherwise Marketed”
provides for the capitalization of certain softwdeyelopment costs incurred after technologicadifelity of the
software is established or for development cogtshihve alternative future uses. Under our cumpesttice of
developing new products, the technological feasjbif the underlying software is not establishedillsubstantiall
all product development is complete, which gengiaitludes the development of a working model. Software
development costs that have been capitalized wldate been insignificant.

(o) Stock-based Compensatic

On April 1, 2006, we adopted SFAS No. 123 (revige@4) (“SFAS No. 123(R)"), Share-Based Paymehtand
applied the provisions of SAB No. 107Share-Based Paymehton our adoption of SFAS No. 123(R).

SFAS No. 123(R) requires that the cost resultiogifall share-based payment transactions be re@djimzhe
financial statements using a fair-value-based ntktiée elected to use the modified prospective itiansmethod
of adoption. SFAS No. 123(R) requires us to measangpensation cost for all outstanding unvestecksbased
awards made to our employees and directors basedtionated fair values and recognize compensatienthe
service period for awards expected to vest.

For stock options and purchases through our emplsteek purchase plan, we use the Black-Scholésmopt
valuation model to determine the grant date fain&aThe Black-Scholes option valuation model reggius to
make certain assumptions about the future. Thereatation of fair value is affected by our stockcpras well as
assumptions regarding subjective and complex viasaguch as expected employee exercise behavidrsuan
expected stock price volatility over the term o tward. Generally, our assumptions are basedstorical
information and judgment is required to determirt@storical trends may be indicators of futurecmmes.

As required by SFAS No. 123(R), employee stock-hasenpensation expense is calculated based on saward
ultimately expected to vest and is reduced foneetiéd forfeitures. Forfeitures are revised, if issegy, in
subsequent periods if actual forfeitures diffenirthose estimates and an adjustment is recognizbdtdime.

Changes to our underlying stock price, our assumptused in the Black-Scholes option valuationudation and
our forfeiture rate, as well as future grants afigq could significantly impact compensation expeio be
recognized in fiscal 2008 and future periods.
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(p) Foreign Currency Translatior

For each of our foreign operating subsidiaries ftimetional currency is generally its local currgndssets and
liabilities of foreign operations are translatetbi).S. dollars using month-end exchange ratesyevehue and
expenses are translated into U.S. dollars usintpgeeexchange rates. The effects of foreign cuyrnaoislation
adjustments are included as a component of acctedutdher comprehensive income in stockholdersitgqu

Foreign currency transaction gains and losses ersudt of the effect of exchange rate changesamsactions
denominated in currencies other than the functionalency. Foreign currency transaction gains @spsf

$10 million, $(1) million and $25 million for théskcal years ended March 31, 2007, 2006 and 206pentively, ar
included in interest and other income, net, in@ansolidated Statements of Operations.

(q) Impact of Recently Issued Accounting Standat

In February 2006, the Financial Accounting Standd@dard (“FASB”) issued SFAS No. 155A¢tcounting for
Certain Hybrid Financial Instruments — An Amendn@EASB Statements No. 133 and 148FAS No. 155

(1) permits fair value measurement for any hybindricial instrument that contains an embedded divir that
otherwise would require bifurcation, (2) clarifigt interest-only strips and principal-only strgre not subject to
the requirements of SFAS No. 133A¢counting for Derivative Instruments and Hedgirgivities”, (3) establishe
a requirement to evaluate interests in securitfirehcial assets to identify interests that aredtanding derivatives
or that are hybrid financial instruments that conten embedded derivative requiring bifurcatior), {farifies that
concentrations of credit risk in the form of sukinedion are not embedded derivatives, and (5) asmend

SFAS No. 140, ‘Accounting for Transfers and Servicing of Finandakets and Extinguishments of Liabilities — A
Replacement of FASB Statement No.” to eliminate the prohibition on a qualifying sjeepurpose entity from
holding a derivative financial instrument that jpés to a beneficial interest other than anothewradtve financial
instrument. In December 2006, the FASB clearedangd in Derivatives Implementation Group Statem&83t
Implementation Issue No. B40Embedded Derivatives: Application of Paragraph J3(bSecuritized Interests in
Prepayable Financial Asse”. FASB concluded that a securitized interest iegatyable financial assets is not
subject to the conditions in paragraph 13(b) of SBo. 133 if it meets the two criteria outlinedtie

Statement 133 Implementation Issue No. B40. SFASINS is effective for all financial instrumentjaaed or
issued for fiscal years beginning after Septembe2006. The guidance in the Statement 133 Implémtien Issue
No. B40 is applicable upon adoption of SFAS No.,Idthough the FASB provides certain exceptiondessribec
in the Statement 133 Implementation Issue No. B¥®.do not expect the adoption of SFAS No. 155 or
Statement 133 Implementation Issue No. B40 to lawaterial impact on our Consolidated Financiatebtents.

In July 2006, the FASB issued FASB Interpretatitfi”) No. 48, “ Accounting for Uncertainty in Income
Taxes — An Interpretation of FASB Statement No.” 1BIN No. 48 clarifies the accounting for uncentiin
income taxes recognized in financial statementxgordance with SFAS No. 109Atcounting for Income Taxés
FIN No. 48 prescribes a recognition threshold aeéisnrement attribute for the financial statemeraggition and
measurement of a tax position taken or expectéa taken in a tax return and provides guidanceeseagnition,
classification, interest and penalties, accounitnigterim periods, disclosure, and transition. &nBIN No. 48, the
evaluation of a tax position is a two-step proc&s first step is a recognition process where ree@quired to
determine whether it is more likely than not thaaposition will be sustained upon examinatimejuding
resolution of any related appeals or litigationgasses, based on the technical merits of the poslti evaluating
whether a tax position has met the more-likely-thatirecognition threshold, it is presumed thatghsition will be
examined by the appropriate taxing authority thet full knowledge of all relevant information. Téecond step is
measurement process whereby a tax position thasrtteemore-likely-than-not recognition threshadtalculated
to determine the amount of benefit to recognizhénfinancial statements. FIN No. 48 also requir@s tabular
reconciliation of the total amounts of unrecognitadbenefits at the beginning and end of the t@mpperiod. The
provisions of FIN No. 48 are effective for fiscaars beginning after December 15, 2006. As suclare/eequired
to adopt it in our first quarter of fiscal year B)@ny changes to our income taxes due to the amopf
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FIN No. 48 are treated as the cumulative effe@ ofiange in accounting principle. We are evaluatihgt impact
the adoption of FIN No. 48 will have on our Condatied Financial Statements. This impact could bierahand
our future effective tax rates could be more vidati

In September 2006, the FASB issued SFAS No. 153jrValue Measurements SFAS No. 157 defines fair vall
establishes a framework for measuring fair valugenerally accepted accounting principles and edpaisclosure
about fair value measurements. Fair value refetisd@rice that would be received to sell an assptid to transfer
a liability in an orderly transaction between manarticipants in the market in which the reportergity transacts.
SFAS No. 157 establishes a fair value hierarchygharitizes the information used to develop thassumptions.
Fair value measurements would be separately destlog level within the fair value hierarchy. Theyisions of
SFAS No. 157 are effective for financial statemeésgsied for fiscal years beginning after Novemt®rzD07, and
interim periods within those fiscal years. We do expect the adoption of SFAS No. 157 to have &ratimpact
on our Consolidated Financial Statements.

In February 2007, the FASB issued SFAS No. 15Hé Fair Value Option for Financial Assets and Final
Liabilities — Including an amendment of FASB Statement No*.19BAS No. 159 permits entities to choose to
measure many financial instruments and certainrotims at fair value that are not currently regdito be
measured at fair value. It also establishes praientand disclosure requirements designed toiti@eilcomparison
between entities that choose different measureatgitiutes for similar types of assets and liaietit The provisior
of SFAS No. 159 are effective for financial statesassued for fiscal years beginning after Novenilie 2007.
This Statement should not be applied retrospegtitcefiscal years beginning prior to the effectdete, except as
permitted with early adoption. We are evaluatingéf will adopt SFAS No. 159 and what impact thepdigdm will
have on our Consolidated Financial Statements iaapt. If we adopt SFAS No. 159, it may have aemiait
impact on our Consolidated Financial Statements.

In March 2007, the EITF issued a tentative conolusin EITF 07-03, ‘Accounting for Advance Payments for
Goods or Services to Be Used in Future Researclbmwvelopment and the FASB ratified the tentative conclus
The FASB exposed the EITF tentative conclusiorpidslic comment. The comment period was expectethtbin
May 2007. EITF 07-03 addresses the diversity whidBts with respect to the accounting for the nefairdable
portion of a payment made by a research and dewelpnpentity for future research and developmerivities.
Under this tentative conclusion, an entity woulfed@nd capitalize non-refundable advance payntaatie for
research and development activities until the eel@oods are delivered or the related servicepafermed. If a
final consensus is reached on this tentative cerah) EITF 07-03vould be effective for interim or annual report
periods in fiscal years beginning after December20B7. We do not expect the adoption of EITF O%eDBave a
material impact on our Consolidated Financial Stesets if ratified by the FASB as currently propased

(2) FINANCIAL INSTRUMENTS
(a) Fair Value of Financial Instruments

Cash, cash equivalents, receivables, accounts lgagatl accrued and other liabilities are valuettheit carrying
amounts as they approximate their fair value dubécshort maturity of these financial instruments.
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(b) Cash, Cash Equivalents and Sh-term Investment:

Cash, cash equivalents and short-term investmentsisted of the following as of March 31, 2007 2006 (in

millions):

Cash and cash equivaler
Cash
Money market fund
Commercial pape
Cash and cash equivalel
Shor-term investments
Commercial pape
U.S. agency securitie
Corporate bond
Asse-backed securitie
U.S. Treasury securitie

Shor-term investment
Cash, cash equivalents and s-term investment

Cash and cash equivaler
Cash
Money market fund
Commercial pape
U.S. agency securitie
Asse-backed securitie
Cash and cash equivalel
Shor-term investments
U.S. agency securitie
U.S. Treasury securitie
Corporate bond
Asse-backed securitie
Commercial pape
Shor-term investment

Cash, cash equivalents and s-term investment

As of March 31, 2007

Cost or Gross Gross
Amortized  Unrealized  Unrealized Fair
Cost Gains Losses Value
$ 194 $ — 3 — % 194
98¢ — — 98¢
18¢€ — 18¢€
1,371 — — 1,371
574 — — 574
263 1 — 264
221 — (1) 22€
107 1 — 10¢€
92 — — 92
1,26 2 1) _1,26¢
$ 263 $ 2 $ (1) $263¢

As of March 31, 2006

Cost or Gross Gross
Amortized Unrealized  Unrealized Fair
Cost Gains Losses Value
$ 26C $ — 3 — % 26C
81¢ — — 81¢
14t — — 14t
14 — — 14
4 — — 4
1,24z — — 1,24z
57¢ — (4) 57t
217 — (1) 212
18C — 2 17¢
40 — — 40
25 — — 25
1,037 — (7) 1,03(
$ 227¢ $ — % (7 $2,272
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The following table summarizes the fair value anasg unrealized losses for investments that weas innrealized
loss position as of March 31, 2007 and 2006 (idioms):

Unrealized Losses Unrealized Losses
For Less Than For 12 Months or
12 Months Greater Total
Gross Gross Gross
Fair Unrealized  Fair Unrealized  Fair Unrealized
Value Losses Value Losses Value Losses
As of March 31, 200
Corporate bond $— $ — $92 $ 1) $92 % (1)
Total $— $ — $92 $  ()$92 $ (1
As of March 31, 2001
U.S. agency securitie $132 $ (1) $38¢ % (3) $521 $ 4
U.S. Treasury securitie 20z Q — — 20z Q)
Corporate bond 104 1 72 (1) 17€ (2
Total $43¢ % (3) $46C $ (4) $89¢ $ )

We periodically evaluate our securities for impaémh Factors considered in the review of securitigls an
unrealized loss include the credit quality of theuier, the magnitude of the unrealized loss positie length of
time that the security has been in a loss positanjntentions with respect to the selling or lfdof such security
as well as any contractual terms impacting the gyent or settlement process. Based on our rewevdo not
consider the investments listed above to be othen-temporarily impaired as of March 31, 2007.

Gross realized losses of $1 million and grosszedlgains of less than $1 million were recognizethfthe sale of
short-term investments for the year ended Marct2807. Gross realized losses of $9 million and greslized
gains of less than $1 million were recognized ftbmsale of short-term investments for the yeaedrdarch 31,
2006. No material gains or losses were recognizad the sale of short-term investments for the peaied
March 31, 2005.

The following table summarizes the amortized cost fair value of our short-term investments, cl#sdiby stated
maturity as of March 31, 2007 (in millions):

Amortized Fair

Cost Value
Due in 1 year or les $ 662 $ 661
Due in 1-2 years 241 241
Due in =3 years 258 254
Asse-backed securitie 107 10€
Shor-term investment $ 1,26 $1,26¢

Asset-backed securities are separately disclos#tegsare not due at a single maturity date. Outf@a only
includes asset-backed securities that have weightethge maturities of three years or less. As afdid 31, 2007,
the amortized cost and fair value of asset-backedrgies with a weighted average maturity of 3tgears was
$102 million and $103 million, respectively, whtlee amortized cost and fair value of asset-backedrdties with a
weighted average maturity of 1 to 2 years was $bami There were no asset-backed securities witle@hted
average maturity of less than one year.
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(c) Marketable Equity Securitie:

Marketable equity securities consisted of the feilg (in millions):

Gross Gross
Unrealized Unrealized Fair
Cost Gains Losses Value
As of March 31, 200 $91 % 25C % —  $341
As of March 31, 200! $91 % 69 $ —  $16C

Our investments in marketable equity securitiesitrof investments in common stock of publiclydee
companies. On February 3, 2005, we purchased ajppatedy 19.9 percent of the then outstanding ongishares
(representing 18.4 percent of the voting rightdhattime) of Ubisoft Entertainment (“Ubisoft”) f&91 million. At
March 31, 2007, we owned approximately 15.4 peroétite outstanding shares of Ubisoft (representing

14.4 percent of the voting rights). As the fairuabf our marketable equity securities exceedsdlsebasis of thos
investments as of March 31, 2007, we do not consfise investments to be other-than-temporarifyained.
During fiscal 2006 and 2005, no other-than-temponapairment charges were recognized.

We did not have any realized gains or losses flmrstle of marketable equity securities for the geded
March 31, 2007. Realized gains from the sale oketable equity securities were $1 million and $8iam for the
years ended March 31, 2006 and 2005, respecti

(d) Investments in Affiliates

As of March 31, 2007 and 2006, the total investnieiffiliates reflected on our Consolidated Bakgheets was
$6 million and $11 million, respectively.

Prior to the acquisition of the remaining minoiityerest in Digital lllusions, C.E. (“DICE”), ounvestments in
affiliates included a warrant to acquire 2,327,&08itional shares of DICE common stock. Prior tailA2005, the
warrant was accounted for as a derivative underSSRA. 133. The warrant was amended in April 2006hghat
only subscriptions of 500,000 or more shares cbaeldxercised. Due to the limited trading volum®EE'’s
common stock, there was no market mechanism fes®int and the warrant was not readily convertibleash
and was therefore accounted for under the costadeth prescribed by APB No. 18. As of March 31,8@0e cost
basis of the warrant was $5 million. In connectigth the acquisition of the remaining minority irést of DICE in
October 2006, the warrant was reclassed to gooflwithis wholly owned subsidiary. See Note 4 a&f totes to
Consolidated Financial Statements.

For cost method investments, we estimate thataineélue exceeds the cost basis of those invessmen
Accordingly, we do not consider these investmemtset other-than-temporarily impaired as of MarchZ107.
During fiscal 2007, 2006 and 2005, no other-thangerary impairments in investments in affiliategeve
recognized.

(3) DERIVATIVE FINANCIAL INSTRUMENTS

We account for our derivative and hedging actigitimder SFAS No. 133. The assets or liabilities@ated with
our derivative instruments and hedging activitiesrecorded at fair value in other current assetgler current
liabilities, respectively, in our Consolidated Bate Sheets. As discussed below, the accountinggios and losses
resulting from changes in fair value depends orudeeof the derivative and whether it is designatedi qualifies fc
hedge accounting.

We transact business in various foreign curreraigshave significant international sales and exgedenominate
in foreign currencies, subjecting us to foreignrency risk. We purchase foreign currency optiontiamts,
generally with maturities of 15 months or lesstdduce the volatility of cash flows primarily reddtto forecasted
revenue and expenses denominated in certain foceigancies. In addition, we utilize foreign excbarforward
contracts to mitigate foreign currency exchange riask associated with foreign-currency-denominateskts and
liabilities, primarily intercompany receivables goayables. The forward contracts generally havendgractual term
of approximately one month and are transacted meath-end;
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therefore, the fair value of the forward contraggserally is not significant at each month-end. d¥aot use
foreign currency option or foreign exchange forwandtracts for speculative or trading purposes.

Cash Flow Hedging Activities

Our foreign currency option contracts are desighated qualify as cash flow hedges under SFAS N3. The
effectiveness of the cash flow hedge contract$udhicg time value, is assessed monthly using reipasas well as
other timing and probability criteria required blfAS No. 133. To receive hedge accounting treatnadinftedging
relationships are formally documented at the inoapsf the hedge and the hedges must be highlgtaféein
offsetting changes to future cash flows on hedgeustctions. The effective portion of gains or éssesulting fron
changes in fair value of these hedges is initigdjyorted, net of tax, as a component of accumuilatieer
comprehensive income in stockholders’ equity. Tiesg amount of the effective portion of gains @sks resulting
from changes in fair value of these hedges wasesutestly reclassified into net revenue or operatixgenses, as
appropriate, in the period when the forecastedstation was recognized in the Consolidated Statenwén
Operations. The ineffective portion of gains osks resulting from changes in fair value, if asyigiported in each
period in interest and other income, net in our $&tidated Statements of Operations. The effectorégn of
hedges recognized in accumulated other compreteigiome at the end of each year will be reclassifd
earnings within 12 months.

The following table summarizes the activity in acedated other comprehensive income, net of relees, with
regard to the changes in fair value of derivathgruments, for fiscal 2007 and 2006 (in millions):

Year Ended

March 31,
2007 2006
Beginning balance of unrealized gains (losses),aretlerivative instrumen $— $—
Change in unrealized gains (losses), net, on deré/astrument: 4 4

Reclassification adjustment for (gains) lossedjzed on derivative instruments to net income,

Net revenu 3 4)
Operating expense R
Ending balance of unrealized gains (losses), metlesivative instrument $— §—

Hedging ineffectiveness for the years ended Mafg2807 and 2006 was not significant. The amouihieolging
ineffectiveness recognized in interest and othewonme, net, was a loss of $1 million for the yeateshMarch 31,
2005.

Balance Sheet Hedging Activities

Our foreign exchange forward contracts are notgheded as hedging instruments under SFAS No. 133.
Accordingly, any gains or losses resulting fromraes in the fair value of the forward contractsraported in
interest and other income, net. The gains and $ossehese forward contracts generally offset tinggand losses
associated with the underlying foreign-curremignominated assets and liabilities, which are mdported in intere:
and other income, net, in our Consolidated StatésneiOperations.
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(4) BUSINESS COMBINATIONS
Digital lllusions C.E.

The following table summarizes the estimated falues of the remaining minority interest acquiredthe fiscal
year ended March 31, 2007 and the fair valuess¥tasacquired and liabilities assumed for the figears ende:
March 31, 2006 and 2005, in connection with theugition of DICE (in millions):

Year Ended

March 31,
2007 2006 2005 Total
Current asset $— $— $35 $35
Property and equipment, r — 1 1 2
Acquired ir-process technolog 1 — 4 5
Goodwill 19 5 31 55
Finite-lived intangibles 3 1 1 5
Liabilities — - (9) 9)
Minority interest 8 3 (1) —
Total consideratiol $31 $10 $52 $93

Based in Sweden, DICE develops games for PCs aa® gjame consoles. In 2003 we acquired (1) appairign
1,911,403 shares of Class B common stock repreggatli9 percent equity interest in DICE, and (&)arant to
acquire an additional 2,327,602 shares of to-heed<lass A common stock at an exercise price &f &E23.
Prior to our tender offer in the fourth quartefis€al 2005, we accounted for our Class B commoaksinvestment
in DICE under the equity method of accounting, @seribed by APB No. 18, The Equity Method of Accounting
for Investments in Common St¢". Separately, the warrant was recognized at aafddb million as of March 31,
2006 and was included in investments in affiliatesur Consolidated Balance Sheets.

On January 27, 2005, we completed a tender offexcihuiring 3,235,053 shares of Class A common sabekprice
of SEK 61 per share, representing 32 percent obtiistanding Class A common stock of DICE. Durimg tender
offer period and through the end of fiscal 2005,agquired, through open market purchases at aagegrice of
SEK 60.33, an additional 1,190,658 shares of Gdassmmon stock, representing approximately 12 pdroéthe
outstanding Class A common stock of DICE. During finst three months and last two weeks of fis€4l& we
acquired, through open market purchases at anga/@rice of SEK 63.07, an additional 1,071,152 shaf

Class A common stock, representing approximatelgeli@ent of the outstanding Class A common stodBIGE.
Accordingly, on a cumulative basis as of March&106, we owned approximately 73 percent of DICEDN
undiluted basis (excluding the warrant discussexv@pb As a result, we have included the assetsitias and
results of operations of DICE in our ConsolidatétbRcial Statements since January 27, 2005. Treeptof DICE
stock that we did not own was reflected as mindritgrest on our Consolidated Financial Statemfeata

January 27, 2005 until the acquisition date ofréreaining minority interest in October 2006. DIGEroducts wer
primarily sold through co-publishing agreementshwis and our transactions with DICE were recordedroarm’s-
length basis.

In October 2006, the remaining minority interesbifCE was acquired for a total of $27 million insba including
transaction costs. In connection with the acquisitf the remaining minority interest of DICE, tharrant was
reclassified to goodwill for this wholly owned sidtiary.
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Except for acquired in-process technology, whictlissussed below, the acquired finite-lived intéhgiassets are
being amortized on a straight-line basis over exttdah lives ranging from one to four years. Therigthle assets
that make up that amount include:

Gross Carrying  Weighted-Average

Amount Useful Life

(in millions) (in years)
Developed and Core Technolo $ 3 2
Trade Name 2 4
Total Finite-Lived Intangibles $ 5 3

During fiscal 2007, we recorded $19 million of gadilli none of which is tax deductible.

The acquired irprocess technology was expensed in our Consolidtgements of Operations upon consummi
of the acquisition, and in each period we increasgcownership percentage. Acquired in-processiglclyy
includes the value of products in the developmtagesthat are not considered to have reached tkical
feasibility or have alternative future use.

Mythic Entertainment, Inc.

On July 24, 2006, we acquired all outstanding shaféMythic Entertainment, Inc. for an aggregatechase price
of $76 million in cash, including transaction co®sased in Fairfax, Virginia, Mythic is a develogerd publisher of
massively multiplayer online role-playing gameseThsults of operations of Mythic and the estimddédmarket
values of the acquired assets and assumed liabilitive been included in our Consolidated Finastatements
since the date of acquisition. The following talenmarizes the estimated fair values of assetsracgand
liabilities assumed in connection with our acqiositof Mythic for the fiscal year ended March 3007 (in

millions):
Current assel $ 15
Other lon¢-term asset 2
Acquired ir-process technolog 2
Goodwill 62
Finite-lived intangibles 22
Liabilities _(27)
Total consideratiol $76

Except for acquired in-process technology, whictlissussed below, the acquired finite-lived intéhgiassets are
being amortized on a straight-line basis over extthoh lives ranging from three to five years. Thangible assets
that make up that amount as of the date of theisitign include:

Gross Carrying  Weighted-Average

Amount Useful Life

(in millions) (in years)
Developed and Core Technolo $ 15 4
Trade Name 6 5
Subscribers and Other Intangib 1 5
Total Finite-Lived Intangibles $ 22 4

We recorded $62 million of goodwill, none of whiishtax deductible, and we expensed $2 million afuéred in-
process technology in our Consolidated Statemdr®perations upon consummation of the acquisition.
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JAMDAT Mobile Inc.

On February 15, 2006, we acquired all of the ontliteg shares of JAMDAT Mobile Inc. Based in Los Afeg,
California, JAMDAT was a global publisher of wirgkegames and other wireless entertainment applitatiVe
paid $27 per share in cash in exchange for eadle shd AMDAT common stock and assumed outstandiogks
options and restricted stock units under certaiMlDAT equity plans for an aggregate purchase price o

$684 million, including transaction costs. The daling table summarizes the estimated fair valuesseéts acquir
and liabilities assumed in connection with our asigjon of JAMDAT for the fiscal year ended March,322006 and
the subsequent adjustment to the purchase primeasithn for the fiscal year ended March 31, 20@7illions):

Current assel $ 52
Property and equipment, r 2
Acquired ir-process technolog 7
Goodwill 491
Finite-lived intangibles 212
Deferred income tax liabilitie (45)
Other liabilities (39

Total consideratiol $684

Prior to our acquisition of JAMDAT, on April 20, 26, JAMDAT entered into a purchase agreement wiigh t
shareholders of Blue Lava Wireless, LLC (“Blue Lgvén connection with JAMDAT's acquisition of Blueava,
JAMDAT stock was placed in escrow to satisfy ceriademnification provisions under the Blue Lavaghase
agreement. Upon completion of our acquisition of¥AT, we assumed JAMDAT's contingent liability and
replaced the JAMDAT stock in escrow with $27 mitlim cash, also placed in escrow. The $27 millomcluded
in our purchase price of JAMDAT as a @eguisition contingency. We are required to payriilon on each of th
three anniversaries of the Blue Lava acquisiti@gibning on April 20, 2006, less any claims we rhaye pursuant
to the indemnification provisions of the Blue Lguarchase agreement. In April 2007 and 2006, we rfaeléirst
two payments of approximately $9 million in eachipe.

In fiscal 2007, we adjusted the purchase pricecation, including the allocation of goodwill, redatto our
acquisition of JAMDAT. As a result, we reduced gadbtland the liability balance assumed from JAMDAY
$4 million.

The results of operations of JAMDAT and the esteddiir market values of the acquired assets asuhaesd
liabilities have been included in our Consolidafégiancial Statements since the date of acquisition.

Except for acquired in-process technology, whictlissussed below, the acquired finite-lived intéhgiassets are
being amortized on a straight-line basis over extthoh lives ranging from two to twelve years. Thamgible assets
that make up that amount as of the date of theisitign include:

Gross Carrying  Weighted-Average

Amount Useful Life
(in millions) (Years)
Developed and Core Technolo $ 122 10
Carrier Contracts and Relat 85 5
Other Intangible! 5 3
Total Finite-Lived Intangibles $ 212 8

We recorded $491 million of goodwill, substantiallgne of which is tax deductible.

Acquired in-process technology includes the valugroducts in the development stage that are nosidered to
have reached technological feasibility or havera#téve future use. Accordingly, we expensed aeglin-process
technology in our Consolidated Statement of Openatupon consummation of the acquisition.
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Criterion Software Group Ltd.

On October 19, 2004, we acquired all outstandirageshof Criterion Software Group Ltd. for an aggttegourchase
price of approximately $68 million, including trawtion costs and the assumption of outstanding stptions
under certain Criterion stock option plans. BaseHngland, Criterion was a developer of video gaareba
provider of middleware solutions for the game degeient and publishing industry. The results of apens of
Criterion and the estimated fair market valueshefacquired assets and assumed liabilities haweibeleided in oL
Consolidated Financial Statements since the daaeadisition. The following table summarizes theéneated fair
values of assets acquired and liabilities assumedmnection with our acquisition of Criterion the fiscal year
ended March 31, 2005 and the subsequent adjustmére purchase price allocation for the fiscalryeraded
March 31, 2006 (in millions):

Current assel $21
Property and equipment, r 1
Long-term deferred tax ass 3
Acquired ir-process technoloc 9
Stocl-based employee compensat 6
Goodwill 23
Finite-lived intangibles 21
Liabilities (18

Total consideratiol $ 68

Except for acquired in-process technology which xgsensed in our Consolidated Statement of Op&satipon
consummation of the acquisition, the acquired dilited intangible assets are being amortized sinaéght-line
basis over estimated lives ranging from two to fpears.

Stock-based employee compensation representstthesio value of certain unvested employee stodioop that
were assumed as part of the transaction. The sfoiidns were considered modified for accountingppsees and
were fully amortized over the remaining vestingipetiin our Consolidated Statement of Operationgtieryear
ended March 31, 2005.

(5) GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill information is as follows (in millions):

Year Ended
March 31,

2007 2006
Goodwill — beginning of yea $647 $15:
Acquired 87 49€
Purchase Accounting Adjustmel®) (4) —
Effects of Foreign Currency Translati 4 2
Goodwill — end of yea $734  $647

(1) During fiscal 2007, we adjusted the purchase mlation including the allocation of goodwill aééd to ou
acquisition of JAMDAT. As a result, we reduced gailtland the liability balance assumed from JAMDAY
$4 million.

SFAS No. 142;Goodwill and Other Intangible Assetsequires that purchased goodwill and indefinitediv
intangibles not be amortized. Rather, goodwill amtkfinite-lived intangible assets are subjecttteast an annual
assessment for impairment by applying a fair-vdlased test.

SFAS No. 142 requires a two-step approach to gsgtirodwill for impairment for each reporting ur@ur reporting
units are determined by the components that cartsti business for which both (1) discreet
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financial information is available and (2) managetr@f the reporting unit regularly reviews the agierg results of
that component. The first step tests for impairnignapplying fair value-based tests at the repgntinit level. The

second step (if necessary) measures the amoumipairiment by applying fair value-based tests taviddal assets
and liabilities within each reporting unit. We coleted the first step of the annual goodwill impadmhtesting in th
fourth quarter of fiscal 2007 and found no indicatof impairment of our recorded goodwill. We dint necognize

an impairment loss on goodwill in fiscal 2007, 2@0&005.

Finite-lived intangible assets, net of accumulaetbrtization, as of March 31, 2007 and 2006, weE$nillion
and $232 million, respectively, and include costsdbtaining (1) developed technologies, (2) cac@ntracts and
related, (3) trade names, and (4) subscribers tat mtangibles. Amortization of intangibles figdal 2007, 2006
and 2005 was $54 million (of which $27 million wasognized in cost of goods sold), $16 million\{dfich

$9 million was recognized in cost of goods sold) &6 million (of which $3 million was recognized éost of good
sold), respectively. Finite-lived intangible assmts amortized using the straight-line method teresser of their
estimated useful lives or the agreement termsc#fiyifrom two to twelve years. As of March 31, Z08nd 2006,
the weighted-average remaining useful life fortérived intangible assets was approximately 6 &yand

7.2 years, respectively.

Finite-lived intangibles consisted of the followifig millions):

Gross Other
Carrying  Accumulated Intangibles,
Amount  Amortization ~ Other Net
As of March 31, 200
Developed and Core Technolo $ 18 $ 62 $— % 121
Carrier Contracts and Relat 85 (29 — 66
Trade Name 44 (24) — 20
Subscribers and Other Intangib 16 (12 (1) 3
Total $ 328 $ 11 $ 1 $ 21C
As of March 31, 2001
Developed and Core Technolo $ 16C $ 3) $— 3 12¢
Carrier Contracts and Relat 85 2 — 83
Trade Name 36 (27) — 15
Subscribers and Other Intangib 15 (9) (1) 5
Total $ 29 $ 63 $ 1 % 232

As of March 31, 2007, future amortization of finlieed intangibles that will be recorded in costgmiods sold and
operating expenses is estimated as follows (iriana):

Fiscal Year Ending March 3

2008 $ 52
2009 41
2010 34
2011 29
2012 9
Thereaftel _ 45

Total $21C

82




Table of Contents

(6) RESTRUCTURING CHARGES

Restructuring information as of March 31, 2007 wagollows (in millions):

Fiscal 2006 International Fiscal 2006 Fiscal 2004, 2003 and
Publishing Reorganization Restructuring 2002 Restructurings

Facilities- Facilities-
Workforce related Other  Workforce Workforce related Total
Balances as of March 31, 20 $ - $ — $—5 — % 2 $ 12 %14
Charges utilized in cas — — — — (2 4) (1)
Adjustments to operatior — — — — — 2 2
Balances as of March 31, 20 — — — — — 10 10
Charges to operatiol 3 8 3 10 — — 24
Charges utilized in cas 2 — (@D} (7 — (5) (15
Adjustments to operatior — — — — — 2 2
Balances as of March 31, 20 1 8 2 3 — 7 21
Charges to operatiot 10 1 4 — — — 15
Charges utilized in cas (172) — (5) (3 — (7) (26)
Balances as of March 31, 20 $ — 3 9 $ 183 — $ — $ — %10

Fiscal 2006 International Publishing Reorganization

In November 2005, we announced plans to estabtishtarnational publishing headquarters in Geneva,
Switzerland. Through the quarter ended Septemhe2(®IB, we relocated certain employees to our reilitfy in
Geneva, closed certain facilities in the Uniteddtom, and made other related changes in our irtiera
publishing business.

Since the inception of the restructuring plan, tiglo March 31, 2007, we have incurred restructuctmarges of
approximately $29 million, of which $13 million wésr employee-related expenses, $9 million fordlusure of
certain United Kingdom facilities, and $7 milliom other costs in connection with our internatigmablishing
reorganization. The restructuring accrual of $10iom as of March 31, 2007 is expected to be weiiby March
2017. This accrual is included in other accrueccesps presented in Note 8 of the Notes to Consetidéinancial
Statements.

In connection with our fiscal 2006 internationabpshing reorganization, in fiscal 2008, we expecincur betwee
$5 million and $10 million of restructuring cos@®verall, including charges incurred through Mardh 3007, we
expect to incur between $50 million and $55 millafrrestructuring costs in connection with our &s2006
international publishing reorganization, substdlytiall of which will result in cash expenditureg B017. These
restructuring costs will consist primarily of empée-related relocation assistance (approximatelyrfiiflion),
facility exit costs (approximately $15 million), a®ll as other reorganization costs (approximasgiynillion).

Fiscal 2006 Restructuring

During the fourth quarter of fiscal 2006, we reaid total pre-tax restructuring charge of $10iamlconsisting
entirely of one-time costs related to headcounicddns which are included in restructuring charigesur
Consolidated Statements of Operations. These haatioeductions related to our decision in the fouptiarter of
fiscal 2006 to realign our resources with our piicalan for fiscal 2007 and strategic opportunitiéth next-
generation consoles, online and mobile platformsofMarch 31, 2006, this accrual was includedtireoaccrued
expenses presented in Note 8 of the Notes to Cdasedl Financial Statements. As of March 31, 2@17,

$10 million had been paid out in cash under thewesiring plan.
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Fiscal 2004, 2003 and 2002 Restructurings

In fiscal 2004, 2003 and 2002, we engaged in variestructurings based on management decisionsf. As
March 31, 2007, all $34 million in cash had beeid pait under these restructuring plans. As of M&th2006, the
restructuring accrual was included in other acciqaenses presented in Note 8 of the Notes to Qidated
Financial Statements.

(7) ROYALTIES AND LICENSES

Our royalty expenses consist of payments to (1)ezdricensors, (2) independent software develg@ard (3) co-
publishing and distribution affiliates. License attjes consist of payments made to celebritiesfgggional sports
organizations, movie studios and other organizatfonour use of their trademarks, copyrights, @eas publicity
rights, content and/asther intellectual property. Royalty payments tdependent software developers are payn
for the development of intellectual property rethte our games. Co-publishing and distribution toga are
payments made to third parties for the deliverprafduct.

Royalty-based obligations with content licensord distribution affiliates are either paid in advarand capitalized
as prepaid royalties or are accrued as incurrecsabsequently paid. These royalty-based obligatoagenerally
expensed to cost of goods sold generally at thatgref the contractual rate or an effective rgyedte based on
expected net product sales. Prepayments madenty taipitalized independent software developerscnd
publishing affiliates are generally in connectioithathe development of a particular product andrefore, we are
generally subject to development risk prior to iblease of the product. Accordingly, payments #natdue prior to
completion of a product are generally amortizeceearch and development over the developmentdoasithe
services are incurred. Payments due after complefithe product (primarily royalty-based in najuaee generally
expensed as cost of goods sold.

Our contracts with some licensors include minimurargnteed royalty payments which are initially releal as an
asset and as a liability at the contractual amadr@n no performance remains with the licensor. Wenfiormance
remains with the licensor, we record guarantee gaysnas an asset when actually paid and as dtljablien
incurred, rather than recording the asset andiliabipon execution of the contract. Minimum royajtayment
obligations are classified as current liabilitieghe extent such royalty payments are contragtaaié within the
next twelve months. As of March 31, 2007 and 2@@froximately $9 million of minimum guaranteed ribtya
obligations had been recognized in each periodaa@dhcluded in the royalty-related assets andlitigis tables
below.

Each quarter, we also evaluate the future reatimaif our royalty-based assets as well as any ogrezed
minimum commitments not yet paid to determine ant®we deem unlikely to be realized through procadés.
Any impairments determined before the launch ofaalpct are charged to research and developmenhsepe
Impairments determined post-launch are chargedsbaf goods sold. In either case, we rely on exthrevenue
to evaluate the future realization of prepaid raogaland commitments. If actual sales or revisgdmae estimates
fall below the initial revenue estimate, then totual charge taken may be greater in any giventeutiran
anticipated. We had no impairments during fisc&l2M®uring fiscal 2006 and 2005, we recorded impairt
charges of $16 million and $8 million, respectively

The current and long-term portions of prepaid rogaland minimum guaranteed royalty-related assetkided in
other current assets and other assets, consis{edrofllions):

As of
March 31,
2007 2006
Other current asse $69 $ 76
Other asset 40 55
Royalty-related asse! $10¢ $131

At any given time, depending on the timing of oayments to our co-publishing and/or distributiofiliates,
content licensors and/or independent software deees, we recognize unpaid royalty amounts owebdee
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parties as either accounts payable or accrueditie®i The current and long-term portions of aectuoyalties,
included in accrued and other current liabilitissagll as other liabilities, consisted of (in nultis):

As of March 31,

2007 2006

Accrued and other current liabilitit $ 91 $ 82
Other liabilities 3 7
Royalty-related liabilities $94 $ 89

In addition, as of March 31, 2007, we were comrditte pay approximately $1,546 million to conteothsors and
co-publishing and/or distribution affiliates, bugrformance remained with the counterparty (i.diveey of the
product or content or other factors) and such camanits were therefore not recorded in our Constai&inancia
Statements. See Note 9 of the Notes to Consolidétethcial Statements.
(8) BALANCE SHEET DETAILS

(a)Inventories
Inventories as of March 31, 2007 and 2006 consistgoh millions):

As of March 31,

2007 2006

Raw materials and work in proce $ 1 $ 1
Finished goods (including manufacturing royalti 61 60
Inventories $62 $61

A significant amount of our inventory balance refato our distribution business in Switzerland.

(b) Property and Equipment, Ne
Property and equipment, net, as of March 31, 20@ir2906 consisted of (in millions):

As of March 31,

2007 2006

Computer equipment and softw: $ 555 $41¢
Buildings 194 127
Leasehold improvemen 11C 78
Office equipment, furniture and fixtur: 70 57
Land 65 57
Warehouse equipment and ot 10 11
Construction in progres 10 59
1,014 807

Less accumulated depreciati (530) (419
Property and equipment, r $ 484 $ 39z

Depreciation expense associated with property gagpment amounted to $113 million, $79 million and
$69 million for the fiscal years ended March 310202006 and 2005, respectively.
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(c) Accrued and Other Current Liabilitie

Accrued and other current liabilities as of Mardh 3007 and 2006 consisted of (in millions):

As of
March 31,
2007 2006
Accrued income taxe $284 $234
Accrued compensation and bene 20€ 12z
Other accrued expens 152 202
Accrued royaltie: 91 82
Deferred net reven.— other 67 43
Accrued value added tax 23 14
Accrued and other current liabilitis $825  $697
(d) Deferred Net Revenu
Deferred net revenue consisted of the followingniflions):
As of
March 31,
2007 200¢€
Deferred net reven.— packaged goods and digital cont $23 $ 9
Deferred net reveni— other _67 43
$90  $52

Deferred net revenue, packaged goods and digitdaént includes the deferral of the fair valueh# bnline service
related to sales of certain onlieeabled packaged goods and PC digital downloadsesethue from sales of cert:
incremental content related to our core subscrptiervices playable only online, which are typetitro-
transactions”.

Deferred net revenue, other, includes the defefralibscription revenue, deferrals related to auitZerland
distribution business, advertising revenue, revdruma licensing arrangements and other revenug/fich revenus
recognition criteria has not been met. The defenetdevenue, other, balance is included in accamgdother
current liabilities in our Consolidated Balance &tise

(9) COMMITMENTS AND CONTINGENCIES
Lease Commitments and Residual Value Guarantees

We lease certain of our current facilities, furniand equipment under non-cancelable operatirsg lagreements.
We are required to pay property taxes, insurandenanmal maintenance costs for certain of thesitias and will
be required to pay any increases over the baseojélaese expenses on the remainder of our fasliti

In February 1995, we entered into a build-to-sedisk (“Phase One Lease”) with a third-party leBsoour
headquarters facilities in Redwood City, Califor(fig@hase One Facilities”). The Phase One Facilt@nprise a
total of approximately 350,000 square feet and idgpace for sales, marketing, administrationrasdarch and
development functions. In July 2001, the lessanegfced the Phase One Lease with Keybank Natiossd@ation
through July 2006. The Phase One Lease expiremimdy 2039, subject to early termination in therg\the
underlying financing between the lessor and itsléga is not extended. Subject to certain termscanditions, we
may purchase the Phase One Facilities or arramghdsale of the Phase One Facilities to a thérdyp

Pursuant to the terms of the Phase One Lease, weedmaoption to purchase the Phase One Facilitiasyatime for
a purchase price of $132 million. In the event shke to a third party, if the sale price is ldsmt
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$132 million, we will be obligated to reimburse tiiifference between the actual sale price and $di8n, up to a
maximum of $117 million, subject to certain prowiss of the Phase One Lease, as amended.

On May 26, 2006, the lessor extended its loan im@nunderlying the Phase One Lease with its lentt@ough
July 2007, and on May 14, 2007, the lenders exigtitis financing again for an additional year thgbuuly 2008.
We may request, on behalf of the lessor and sutiydender approval, an additional one-year extemsf the loan
financing between the lessor and the lenders.dretlent the lessarloan financing with the lenders is not extent
we may loan to the lessor approximately 90 peroétite financing, and require the lessor to extiredremainder
through July 2009; otherwise the lease will terrtén&@Ve account for the Phase One Lease arrangesant
operating lease in accordance with SFAS No.'A8¢ounting for Leases’, as amended.

In December 2000, we entered into a second buikliiblease (“Phase Two Lease”) with Keybank Nadlon
Association for a five and one-half year term bagig in December 2000 to expand our Redwood Cigfif@nia
headquarters facilities and develop adjacent ptpéPhase Two Facilities”). Construction of thea@ke Two
Facilities was completed in June 2002. The Phase Hacilities comprise a total of approximately 00 square
feet and provide space for sales, marketing, adtnation and research and development functiorigesuto
certain terms and conditions, we may purchase liaséTwo Facilities or arrange for the sale ofRhase Two
Facilities to a third party.

Pursuant to the terms of the Phase Two Lease, wedraoption to purchase the Phase Two Facilitieswatime fo
a purchase price of $115 million. In the event sk to a third party, if the sale price is lés=mt$115 million, we
will be obligated to reimburse the difference betwéhe actual sale price and $115 million, up teaximum of
$105 million, subject to certain provisions of flease Two Lease, as amended.

On May 26, 2006, the lessor extended the PhaselBase through July 2009 subject to early termimaiticthe
event the underlying loan financing between thedesnd its lenders is not extended. Concurrenitly the
extension of the lease, the lessor extended theflioancing underlying the Phase Two Lease witleitslers
through July 2007. On May 14, 2007 the lendersradad this financing again for an additional yeaotigh July
2008. We may request, on behalf of the lessor abgbst to lender approval, an additional one-yedersion of the
loan financing between the lessor and the lendiethe event the lessor’s loan financing with theders is not
extended, we may loan to the lessor approximat@lyedcent of the financing, and require the less@xtend the
remainder through July 2009, otherwise the leadidevininate. We account for the Phase Two Leassngement
as an operating lease in accordance with SFAS Blaaslamended.

We believe that, as of March 31, 2007, the estith&di values of both properties under these opeydtases
exceeded their respective guaranteed residualsalue

The two lease agreements with Keybank National giaion described above require us to maintairegert
financial covenants as shown below, all of whichwege in compliance with as of March 31, 2007.

Actual as of
Financial Covenants Requirement March 31, 200"
Consolidated Net Worth (in million: equal to or greater th $2,43( $ 4,032
Fixed Charge Coverage Ra equal to or greaterth  3.0C 4.41
Total Consolidated Debt to Capi equal to or less thi 60% 5.8%
Quick Ratio— Q1 & Q2 equal to or greaterth  1.0C N/A
Q3&0Q4 equal to or greater th 1.7t 8.92

In February 2006, we entered into an agreementavitindependent third party to lease a studioifadil
Guildford, Surrey, United Kingdom, which commendedune 2006 and will expire in May 2016. The fiagil
comprises a total of approximately 95,000 squaeg fehich we use for research and development ifumet Our
rental obligation under this agreement is approséfye33 million over the initial ten-year term thie lease.

In June 2004, we entered into a lease agreemeefnaded in December 2005, with an independent trartydor a
studio facility in Orlando, Florida. The lease coemued in January 2005 and expires in June 2018, wit
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one five-year option to extend the lease term. @dmapus facilities comprise a total of 140,000 sgdeet and
provide space for research and development furgtionr rental obligation over the initial five-aaehalfyear term
of the lease is $15 million.

In July 2003, we entered into a lease agreemehtamtindependent third party (the “Landlord”) fostadio facility
in Los Angeles, California, which commenced in ®etin2003 and expires in September 2013 with twe-figar
options to extend the lease term. Additionally,hage options to purchase the property after fivketan years
based on the fair market value of the properthatdate of sale, a right of first offer to purchése property upon
terms offered by the Landlord, and a right to shiathe profits from a sale of the property. Exigticampus
facilities comprise a total of 243,000 square fe®l provide space for research and developmentidumsc Our
rental obligation under this agreement is $50 onllover the initial ten-year term of the lease sTd@mmitment is
offset by expected sublease income of $6 milliarefsublease to an affiliate of the Landlord of0D®, square feet
of the Los Angeles facility, which commenced in @xtr 2003 and expires in September 2013, with optad early
termination by the affiliate after five years andus after four and five years.

In October 2002, we entered into a lease agreeméhtan independent third party for a studio fiagiin
Vancouver, British Columbia, Canada, which commerineMay 2003 and expires in April 2013. We amentiex
lease in October 2003. The facility comprises altot approximately 65,000 square feet and provitese for
research and development functions. Our rentagjatiin under this agreement is approximately $1Bamiover
the initial ten-year term of the lease.

Development, Celebrity, League and Content Licenggsyments and Commitments

The products we produce in our studios are designdccreated by our employee designers, artidisyae
programmers and by non-employee software develdfiadependent artists” or “third-party developersie
typically advance development funds to the indepandrtists and thirgarty developers during development of
games, usually in installment payments made upercdmpletion of specified development milestones.
Contractually, these payments are generally corsmid@dvances against subsequent royalties on b afahe
products. These terms are set forth in written@gents entered into with the independent artisdstiaind-party
developers.

In addition, we have certain celebrity, league ematent license contracts that contain minimum guoi@e paymen
and marketing commitments that may not be deperafeany deliverables. Celebrities and organizatieitis
whom we have contracts include: FIFA, FIFPRO FotindaUEFA and FAPL (Football Association Premier
League Limited) (professional soccer); NASCAR (&toar racing); National Basketball Association pssional
basketball); PGA TOUR and Tiger Woods (professigud); National Hockey League and NHL Players’
Association (professional hockey); Warner Bros.r(ii@otter, Batman and Superman); New Line Produastand
Saul Zaentz Company (The Lord of the Rings); RedrBec. (John Madden); National Football Leagueperbes
and PLAYERS Inc. (professional football); Collegiaticensing Company (collegiate football, baskdtaat
baseball); Simcoh (Def Jam); Viacom Consumer Prizd{ithe Godfather); ESPN (content in EA SPORYS
games); Twentieth Century Fox Licensing and Merdiging (The Simpsons); and Marvel Entertainment, In
(Marvel character fighting games). These develaper content license commitments represent the $ifr) the
cash payments due under non-royalty-bearing liceard services agreements and (2) the minimum g
payments and advances against royalties due uoglty-bearing licenses and services agreemergsn#jority of
which are conditional upon performance by the cerparty.
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The following table summarizes our minimum contwatobligations and commercial commitments as ofdd&1,
2007 (in millions):

Commercial
Contractual Obligations Commitments
Developer/ Letter of Credit,
Licensor Bank and
Fiscal Year Ending March 31, Leases)) Commitments®  Marketing  Other Guarantees Total

2008 $ 56 $ 20C $ 58 $ 7 $ 321
2009 54 20z 31 — 287
2010 39 16€ 31 — 23€
2011 27 263 31 — 321
2012 23 27 17 — 67
Thereatftel 46 697 16¢ — 91z
Total $ 24t 3 1558 $ 337 $ 7 $2,14¢

(1) Lease commitments include contractual rental comnitts of $15 million under real estate leases for
unutilized office space resulting from our restruittg activities. These amounts, net of estimatedré
sub-lease income, were expensed in the periodeoktated restructuring and are included in oorwed and
other current liabilities reported on our ConsdidhBalance Sheets as of March 31, 2007. See Nutéhe
Notes to Consolidated Financial Stateme

@  Developer/licensor commitments include $9 millidrcommitments to developers or licensors that Heeen
recorded in current and long-term liabilities ancbaresponding amount in current and long-termtasaeour
Consolidated Balance Sheets as of March 31, 20€5use payment is not contingent upon performandbd
developer or licenso

The amounts represented in the table above refleaninimal cash obligations for the respectivedisyears, but c
not necessarily represent the periods in which #i#ybe expensed in our Consolidated Financiateétents.

Total rent expense for all operating leases was#8@®n, $59 million and $41 million, for the fist years ended
March 31, 2007, 2006 and 2005, respectively.

Neowiz Investment

In April 2007, we expanded our commercial agreesaith and made strategic equity investments inviNzo
Corporation and its online gaming subsidiary, Neo@ames. We purchased stock representing in aggrega
approximately 19 percent of each of Neowiz and Ned®ames for approximately $108 million. Based ioréa,
Neowiz is an online media and gaming company witictv we partnered in 2006 to laurEA Sports FIFA Online
in Korea.

Legal proceedings

On September 14, 2006, we received an informaliilpdrom the Securities and Exchange Commissiomiesting
certain documents and information relating to dacls option grant practices from January 1, 199@ugh the date
of the letter. We have cooperated to date witlmaliters related to this request. We most recemndyiged the SEC
with information in December 2006. The SEC hasasited for any further information since that time.

We are also subject to claims and litigation agsimthe ordinary course of business. We beliea¢ déiny liability
from any reasonably foreseeable disposition of slaims and litigation, individually or in the aggyate, would not
have a material adverse effect on our consolidi@edicial position or results of operations.
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Director Indemnity Agreements

We have entered into indemnification agreementk edtch of the members of our Board of Directothatime
they joined the Board to indemnify them to the ek@ermitted by law against any and all liabilitiessts, expense
amounts paid in settlement and damages incurredebgtirectors as a result of any lawsuit, or arjgial,
administrative or investigative proceeding in whikb directors are sued or charged as a resuieafdervice as
members of our Board of Directors.

(10) INCOME TAXES

Our pretax income from operations for the fiscarngeended March 31, 2007, 2006 and 2005 consistibxe o
following components (in millions):

Year Ended March 31,
2007 2006 2005

Domestic $ 31 $20C $38¢€
Foreign 107 18¢ 33¢
Income before provision for income taxes and migariterest $13€ $38C $72F

Income tax expense (benefit) for the fiscal yeadee March 31, 2007, 2006 and 2005 consisted ahillions):

Current Deferred  Total

Year Ended March 31, 20(

Federa $ 98 $ (31 $ 67
State 4 (220 (18
Foreign 14 3 17

$ 116 $ (500 $ 66

Year Ended March 31, 20(

Federa $ 91 $ 17 $10¢€
State 13 2 15
Foreign 32 (8) 24

$ 13¢ $ 11 $147

Year Ended March 31, 20(

Federa $ 184 $ 4 $18¢
State 10 11 21
Foreign 9 3 12

$ 205 $ 18 $221

During fiscal 2006 we recognized a $73 million retiton in income taxes payable following a U.S. Tourt ruling
regarding the proper allocation of the tax deduncfar stock options between U.S. and foreign extitAlthough thi
Tax Court ruling remains subject to appeal, assaquent, it is relevant to our situation. Accordimave released a
reserve of $73 million during fiscal 2006, wheretwe recorded a reduction to our income tax payabtean

increase to additional paid-in capital with no iropt net income.
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The differences between the statutory income teexand our effective tax rate, expressed as a peage of income
before provision for income taxes and minority iet#, for the years ended March 31, 2007, 20062808 were as

follows:
Year Ended March 31,
2007 2006 2005
Statutory federal tax ra 35.(% 35.(% 35.(%
State taxes, net of federal ben (0.7%) 0.8% 1.4%
Differences between statutory rate and foreigncsfie tax rate (8.€%) (4.%) (7.3%)
Research and development cre (3.C%) (0.2%) (0.5%)
Resolution of ta-related matters with tax authoriti (0.2%) (6.1%) —
Non-deductible acquisition related costs and tax exg@émsn integration restructuring 7.2% 87% 0.8%
Change in valuation allowan: 0.7% 0.4% 0.5%
Jobs Act, including state tax — 4.3% —
Non-deductible stock based compensa 15.5% — —
Other 2.2% (0.4%) 0.6%
Effective tax rate 48.2% 37.€% 30.5%

For fiscal 2007, our effective income tax rate Wagher than the U.S. statutory rate of 35.0 perdestto a number
of factors, including certain non-deductible acdige-related costs, tax expense from integration restrings, anc
certain non-deductible stock based compensatiatectto SFAS No. 123(R).

Undistributed earnings of our foreign subsidiaaesounted to approximately $1 billion as of March 3007. Thos
earnings are considered to be indefinitely reiregsind, accordingly, no U.S. income taxes have pemrided
thereon. Upon distribution of those earnings inftren of dividends or otherwise, we would be subjedoth

U.S. income taxes (subject to an adjustment faigor tax credits) and withholding taxes payableanous foreign
countries. It is not practicable to determine thepime tax liability that might be incurred if thesarnings were to t
distributed.

The IRS has examined our U.S. income tax retumfidcal years 1997 through 2003 and has propos#ddin
adjustments. We do not agree with these adjustnagntsre planning to contest them. In additioninduthe secon
quarter of fiscal 2006, we recorded various adjestis for the resolution of certain tax-related evativith foreign
tax authorities that resulted in a 6.1 percentmadeiction. While the ultimate resolution of taxdds is uncertain, w
expect that the aggregate tax accruals which hega provided should be adequate for the aggredatstments
that are likely to result for these years.
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The components of the deferred tax assets, nef,March 31, 2007 and 2006 consisted of (in mikipn

As of
March 31,
2007 2006
Deferred tax asset

Accruals, reserves and other exper $101 $10:z
Tax credit carryforward 60 40
Unrealized loss on marketable equity secur — 3
Equity compensatio 25 —
Net operating loss & capital loss carryforwa 8 4
Total 194 15C
Valuation allowanct _ (B _(
Deferred tax asset net of valuation allowa 18¢ 144

Deferred tax liabilities
Depreciatior (41) (40
Amortization 21y (27
State effect on federal tax 23) (19
Prepaids and other liabiliti¢ (3 _(v
Total (69 _(87)
Deferred tax asset, n $101 $ 57

As of March 31, 2007, deferred tax assets, neéb8dfmillion were classified as current assets, fihon were
classified as long-term assets and deferred tatities, net, of $8 million were classified as fpterm liabilities. As
of March 31, 2006, deferred tax assets, net, ofriléon were classified as current assets andrdedetax
liabilities, net, of $29 million were classified mg-term liabilities.

Of the tax credit carryforwards as of March 31, 200e have research and development tax creditfoanards of
approximately $54 million for California purpos&ghich can be carried forward indefinitely.

In the fourth quarter of fiscal 2006, we repatrib$375 million of foreign earnings to take advaetafjthe favorab
provisions of the American Jobs Creation Act (theb's Act”). Under the Jobs Act, the qualifying jpmnrtof this
repatriation was eligible for a temporary 85 petatividends received deduction on certain foreigmangs.
Accordingly, we recorded tax expense in fiscal 200617 million related to this repatriation.

(11) STOCKHOLDERS'’ EQUITY
(a) Preferred Stock

As of March 31, 2007 and 2006, we had 10,000,0@@eshof preferred stock authorized but unissued.rigits,
preferences, and restrictions of the preferreckstoay be designated by our Board of Directors wittfarther
action by our stockholders.

(b) Common Stock

On March 22, 2000, our stockholders authorizedgbgance of a new series of common stock, desidaste
Class B common stock (“Tracking Stock”). The TragkStock was intended to reflect the performandbef
EA.com online games business segment. As a refsthle approval of the Tracking Stock proposal, existing
common stock was re-classified as Class A comnmmeksind was intended to reflect the performancauofcore
console and PC business segment. With the auttiorizaf the Class B common
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stock, we transferred a portion of our consolidatsskts, liabilities, revenue, expenses and casls fio EA.com
Inc., a wholly-owned subsidiary of Electronic Arts.

In March 2003, we consolidated the operations ofcBf back into our core operations in order toéase
efficiency, simplify our reporting structure and raalirectly integrate our online activities intorawre console and
PC business. As a result, we eliminated dual elgssrting starting in fiscal 2004. The majorityaftstanding
Class B options and warrants not directly held yvere acquired or converted to common stock anmchwes.

At our Annual Meeting of Stockholders, held on J28; 2004, our stockholders approved an amendnmeht a
restatement of our Certificate of Incorporatior{xpconsolidate our Class A and Class B commorkstto a singls
class of common stock by reclassifying each outtanshare of Class A common stock as one shacernmon
stock and converting each outstanding share os@asommon stock into 0.001 share of common staicH,

(2) increase the authorized common stock from 5Momtotal shares of Class A and Class B comntogls
combined to 1 billion shares of the newly consdbdasingle class of common stock.

(c) Share Repurchase Progral

On October 18, 2004, our Board of Directors autteatia program to repurchase up to an aggregates6fifillion
of our common stock. We completed the repurchasgram in September 2005. We repurchased and refieed
following (in millions):

Number of
Shares
Repurchasec
and Retired ~ Amount
From the inception of the program through MarchZ105 08 $ 41
Six months ended September 30, 2 12.€ 70¢
From the inception of the program through SepterdBe200= 134 $ 75C

(12) STOCK-BASED COMPENSATION AND EMPLOYEE BENEFIT PLANS
Adoption of SFAS No. 123(R)

In December 2004, the FASB issued SFAS No. 1239eeh2004) (“SFAS No. 123(R)"),Share-Based Paymeht
SFAS No. 123(R) requires that the cost resultiogifall share-based payment transactions be re@djimzhe
financial statements using a fair-value-based ntethoMarch 2005, the Securities and Exchange Casion
(“SEC") released SAB No. 107,Share-Based Paymehtwhich provides the views of the SEC regarding th
interaction between SFAS No. 123(R) and certain 8#€> and regulations for public companies. SFASIP3(R
replaces SFAS No. 123 Accounting for Stock-Based Compensaticas amended, supersedes APB No. 25, “
Accounting for Stock Issued to Employ”, and amends SFAS No. 95Statement of Cash Flows

We adopted SFAS No. 123(R) as of April 1, 2006 hade applied the provisions of SAB No. 107 to almgion
of SFAS No. 123(R). SFAS No. 123(R) requires congmto estimate the fair value of shéy@sed payment awar
on the date of grant using an option-pricing modé. elected to use the modified prospective tramsinethod of
adoption which requires that compensation expeagedognized in the financial statements for akais granted
after the date of adoption as well as for existimgards for which the requisite service has not lveadered as of tl
date of adoption. Accordingly, prior periods aré restated for the effect of SFAS No. 123(R).

Prior to April 1, 2006, we accounted for stock-lmhaeards to employees using the intrinsic valuehoain
accordance with APB No. 25 and adopted the disodesaly provisions of SFAS No. 123, as amendedo Ads
required by SFAS No. 148,Accounting for Stock-Based Compensation — Tramséid Disclosuré, we
provided pro forma net income (loss) and net incdloes) per share disclosures for stock-based anasdf the
fair-value-based method defined in SFAS No. 123teeh applied.
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Valuation and Expense Recognitiotdpon adoption of SFAS No. 123(R), we began togeze compensation
costs for stock-based payment transactions to grepfobased on their grant-date fair value ovesdineice period
for which such awards are expected to vest. Thievédile of restricted stock units is determinedeblasn the quoted
price of our common stock on the date of grant. fRirevalue of stock options and stock purchasbtsigrranted
pursuant to our employee stock purchase plan erméted using the Black-Scholes valuation modelctvivas the
same model we previously used for the pro formarination required under SFAS No. 123. The detertitinaf
fair value is affected by our stock price as weslbasumptions regarding subjective and complexbkes such as
expected employee exercise behavior and our expstiek price volatility over the expected ternttod award.
Generally, our assumptions are based on histanf@mation and judgment is required to determirt@storical
trends may be indicators of future outcomes. TreeBIScholes valuation model requires us to estilthate
following key assumptions:

 Rislk-free interest rateThe risk-free interest rate is based on U.S. Tmyagelds in effect at the time of grant
for the expected term of the optic

» Expected volatilityWe use our historical stock price volatility anchswler the implied volatility computed
based on the price of short-term options publicygéd on our common stock for our expected vaigtili
assumption

« Expected ternThe expected term represents the weighted-aveexgmghe stock options are expected to
remain outstanding. The expected term is deterntiased on historical exercise behavior, post-vgstin
termination patterns, options outstanding and uaxpected exercise behavi

« Expected dividend:

The assumptions used in the Black-Scholes valuatiodel to value our option grants and employeekspocchase
plan during the fiscal year ended March 31, 200ives follows:

Stock Option Grants Employee Stock Purchase Ple

Risk-free interest rat 4.5-5.1% 3.7-5.1%
Expected volatility 31-46% 28 - 36%
Weightec-average volatility 35% 33%
Expected tern 4.2 year 6 - 12 month
Expected dividend None None

Prior to our adoption of SFAS No. 123(R), we valoed stock options based on the multiple-award atéadn
method and recognized the expense using the aatadempproach over the requisite service periodohjunction
with our adoption of SFAS No. 123(R), we changedroathod of recognizing our stock-based compensatio
expense for post-adoption grants to the strdightapproach over the requisite service periodyehvaer, we continu
to value our stock options based on the multipleravwaluation method.

As required by SFAS No. 123(R), employee stock-hasenpensation expense recognized during the fyszal
ended March 31, 2007 was calculated based on awditiately expected to vest and has been reduared f
estimated forfeitures. In subsequent periods,tiiadorfeitures differ from those estimates, ajuatinent to stock-
based compensation expense will be recognizedatithe.
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The following table summarizes stock-based comp@arsaxpense resulting from stock options, restdcttock,
restricted stock units and our employee stock @sgelplan included in our Consolidated Statemen@pefrations

(in millions):
Year Ended March 31,
2007 2006 2005
Cost of goods sol $ 2 $— $—
Marketing and sale 17 — —
General and administrati 37 1 —
Research and developmt 77 2 6
Stoclk-based compensation expel 13z 3 6
Benefit from income taxe (26) (1) (2)
Stock-based compensation expense, net o $107 $ 2 $ 4

As of March 31, 2007, our total unrecognized conspéinn cost related to stock options was $153 onilind is
expected to be recognized over a weighted-averyes period of 1.6 years. As of March 31, 200, total
unrecognized compensation cost related to reairitieck and restricted stock units was $82 milaod is expected
to be recognized over a weighted-average servigedoef 2.3 years.

The adoption of SFAS No. 123(R), using the failueamethod, had the following adverse impact onpoetax
income, net income, and basic and diluted net ircper share as compared to what would have beertedmnde
APB No. 25 using the intrinsic value method, whiehs the method used prior to our adoption for #er ynded
March 31, 2007 (in millions, except per share data)

Fair Value Intrinsic Adverse

Method Value Impact
(As Reported’ Method of Change
Income before provision for income taxes and migariterest $ 138 $ 237 $ (99
Net income $ 76 $ 158 $ (77)

Net income per shar

Basic $ 028 $ 05C $ (0.29
Diluted $ 024 $ 04 $ (0.29

APIC Pool. In November 2005, the FASB issued FASB Staff fosi(“FSP”) No. Financial Accounting Standard
(“FAS”) 123(R)-3, “Transition Election Related to Accounting for thexEffects of Share-Based Payment Awards
". The FASB allows for a practical exception in@ahting the additional paid-in capital pool (“APp@ol”) of
excess tax benefits upon adoption that is availebédsorb tax deficiencies recognized subseqoethetadoption

of SFAS No. 123(R). For employee stock-based cosgit@m awards that are outstanding upon adoption of
SFAS No. 123(R), the alternative transition metpoavides a simplified method to establish the beigig balance
of the APIC pool related to the tax effects of enypele stock-based compensation. It also providésglified
method to determine the subsequent impact on th€ ABol and Consolidated Statements of Cash Flowthe ta
effects of employee stock-based compensation awdrdslected to adopt the alternative transitiothme

provided in FSP No. FAS 123(R)-3 for calculating tax effects of stock-based compensation purdoant

SFAS No. 123(R).

Cash Flow Impact. Prior to our adoption of SFAS No. 123(R), cadhireed as a result of tax deductions relating to
stock-based compensation was presented in opeasigflows along with other tax cash flows. SFAS M23(R)
requires a classification change in the statemeoash flows. As a result, tax benefits relatingxecess stock-based
compensation deductions, which had been includegénating cash flow activities, are now presemtefinancing
cash flow activities (total cash flows remain uredped). For the fiscal year ended March 31, 2007resegnized

$34 million of tax benefit from the exercise ofatmptions; of this amount, $36 million of exceas benefit relate

to stock-based compensation reported in financatigities. For the fiscal year ended March 31, 2006

recognized $133 million of tax benefit from exeectf stock options reported in operating activities
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Summary of Plans and Plan Activity
Stock Option Plans

Our 2000 Equity Incentive Plan (the “Equity Plaaflows us to grant options to purchase our comniacks
restricted stock, restricted stock units and steqmbreciation rights to our employees, officers dindctors. Pursuant
to the Equity Plan, incentive stock options mayhented to employees and officers and non-qualiigiibns may
be granted to employees, officers and directorspatess than 100 percent of the fair market valu¢he date of
grant.

We also have options outstanding that were grameer (1) the Criterion Software Limited Approvedage Optiol
Scheme (the “Criterion Plan”), which we assumeddnnection with our acquisition of Criterion, arg) the
JAMDAT Mobile Inc. Amended and Restated 2000 Stimadentive Plan and the JAMDAT Mobile Inc. 2004 Byui
Incentive Plan (collectively, the “JAMDAT Plansyhich we assumed in connection with our acquisitbn
JAMDAT.

Options granted under the Equity Plan generallyrexgn years from the date of grant and are gépeneercisable
as to 24 percent of the shares after 12 monthstheemdratably over the following 38 months. All igpis granted
under the Criterion Plan were exercisable as ofth&1, 2005 and expire in January 2012. Certainnasd options
granted under the JAMDAT Plans have acceleratigitsiupon the occurrence of various triggering &zen
Otherwise, the terms of the JAMDAT Plans are sintileour Equity Plan.

The following table summarizes our stock optionatst for the fiscal year ended March 31, 2007:

Weighted-
Average Aggregate
Weighted- Remaining Intrinsic
Options Average Contractual Value
(in thousands  Exercise Price  Term (in years)  (in millions)
Outstanding as of March 31, 20 40,88: $ 40.0Z
Activity for the fiscal year ended March 31, 201
Granted 4,37: 51.11
Exercisec (4,88)) 28.1¢
Forfeited, cancelled or expirt (2,73)) 53.2(
Exchange Program (cancelle (1,779 64.92
Outstanding as of March 31, 20 35,86 $ 40.7¢ 6.2 $ 422
Additional stock option-related information as oaMh 31, 2007:
Weighted-
Average
Weighted- Remaining Aggregate
Options Average Contractual Intrinsic Value
(in thousands Exercise Price  Term (in years) (in millions)
Vested and expected to vi 33,460 3% 39.82 6.C $ 421
Exercisable 23,47¢ 3% 33.9¢ 51 % 411

A total of 15 million shares were available forgrander our Equity Plan as of March 31, 2007, biclv no more
than 13 million shares were eligible for granthe form of restricted stock or restricted stocktsini

The aggregate intrinsic value represents the potatax intrinsic value based on our closing stog&e as of
March 31, 2007 which would have been received byojttion holders had all option holders exerciseil toptions
as of that date. We issue new common stock fromaotiorized shares upon the exercise of stock mgtio

The weighted-average grant-date fair value of stqtions granted during fiscal years 2007, 2006 20@b was
$17.75, $15.19 and $17.70, respectively. The totahsic value of options exercised during fisgaars 2007, 2006
and 2005 was $120 million, $199 million and $30Tiom, respectively. The total fair value
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(determined at the grant date) of shares vestadglfiscal years 2007, 2006 and 2005 was $105anilli
$150 million and $130 million, respectively.

The following table summarizes outstanding and @gable options as of March 31, 2007:

Options Outstanding Options Exercisable
Weighted-
Average Weighted- Weighted-
Number Remaining Average Number Average
Range of of Shares Contractual Exercise  Potential of Shares Exercise  Potential
Exercise Prices (in thousands  Term (in years) Price Dilution (in thousands Price Dilution
$ 0.55-$19.9¢ 3,681 172 $ 12.4: 1.2% 367t $ 12.4« 1.2%
20.0(-29.9¢ 6,427 4.2¢ 25.3i 2.1% 6,42: 25.3i 2.(%
30.0(-39.9¢ 5,481 5.3t 31.8¢ 1.8% 5,29: 31.7¢ 1.7%
40.0(-49.9¢ 5,76¢ 6.87 46.8¢ 1.8% 4,02¢ 47.1¢ 1.2%
50.0(-59.9¢ 11,64: 8.37 53.6:2 3. 7% 2,90¢ 54.0z 0.€%
60.0(-65.9: 2,86( 7.82 64.17 0.€% 1,162 64.3i 0.4%
$ 0.55-$65.9¢ 35,86¢ 6.2C $ 40.7¢ 11.5% 2347¢ $ 33.9¢ 7.5%

Potential dilution is computed by dividing the apts in the related range of exercise prices byltaees of commc
stock issued and outstanding as of March 31, 2807 fnillion shares).

Restricted Stock Units and Restricted Stock

We grant restricted stock units and restrictedks{oollectively referred to as “restricted stocghis”) under our
Equity Plan to employees worldwide. Restricted lstmaits entitle holders to receive shares of comstonk at the
end of a specified period of time. Upon vesting, dlquivalent number of common shares are typicsdlyed net of
tax withholdings. Restricted stock is issued angtanding upon grant; however, restricted stockrdvalders are
restricted from selling the shares until they velgton vesting, we will typically withhold sharesgatisfy tax
withholding requirements. Restricted stock righrs subject to forfeiture and transfer restrictioviesting for
restricted stock rights is based on the holderstinaed employment with us. If the vesting condiare not met,
unvested restricted stock rights will be forfeit€knerally, our restricted stock rights vest actmydo one of the
following vesting schedules:

< 100 percent after one yei

« Threeyear vesting with 25 percent cliff vesting at tmel®f each of the first and second years, and &epi
cliff vesting at the end of the third year;

» Foul-year vesting with 25 percent cliff vesting at timel @f each yea

The following table summarizes our restricted staghts activity for the fiscal year ended March 2007:

Restricted Stock Weighted-
Rights Average Grant
(In thousands) Date Fair Value
Balance as of March 31, 20 655 % 52.21

Activity for the fiscal year ended March 31, 201

Granted 1,362 52.31
Exchange Program (grante 44% 54.2%
Vested (189 52.6(
Forfeited (139) 52.7¢
Balance as of March 31, 20 2132 $ 52.6:

The weighted-average grant date fair value ofiksti stock rights is based on the quoted markieevaf our
common stock on the date of grant. The weightedame=fair value of restricted stock rights grardedng fiscal
years 2007 and 2006 was $52.31 and $52.21, regplgctihere were no restricted stock rig
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granted during fiscal year 2005. The total grané dair value of restricted stock rights that velstiering fiscal year
2007 was $10 million. There were no restricted lstights that vested during fiscal years 2006 ab@52

At our Annual Meeting of Stockholders, held on J2%; 2006, our stockholders approved amendmerttet&quity
Plan to (1) increase by 11 million shares the liomitthe total number of shares underlying awardssificted stock
and restricted stock units that may be granted uth@eEquity Plan —from 4 million to 15 million shares, and (2)
limit the number of shares subject to options swteeed and cancelled in the Exchange Program tagain
become available for issuance under the Equity ®l@million plus the number of shares necessaryhie issuanc
of the restricted stock rights to be granted inmamtion with the Exchange Program.

Exchange Program

At our Annual Meeting of Stockholders, held on J2%; 2006, our stockholders approved a voluntaogiam (the
“Exchange Program”) to permit our eligible employée exchange certain outstanding stock optiorntswiee
significantly “underwater” (that is, the exercisécp is greater than the trading price of our comrstock) for a
lesser number of shares of restricted stock rigghbe granted under the Equity Plan. The ExchamggrBm
commenced on August 16, 2006 and ended on Septerip2606.

The Exchange Program was open to all of our empyeho were employed by us on August 16, 2006 aré w
still employed on the date on which the tenderetbap were cancelled and restricted stock rightsevgeanted
except (1) our “named executive officers” identifi@ our 2006 Annual Proxy Statement, (2) membémsuio Board
of Directors, and (3) employees who resided in @hBelgium and Denmark, due to restrictions arisinder the
local laws of those countries.

Option grants that had an exercise price per stimal to or greater than the “threshold price” wearesidered
“eligible options”. The threshold price was $61.@8iich represented 125 percent of the five-busidegsaverage
closing price of our common stock prior to Augu6t 2006, as reported on the NASDAQ Global Seleatkgiia
which was $49.324. Due to local tax law restrictiocertain options granted to United Kingdom emp&s/were nc
eligible for exchange. Excluded from the offer wargy option grants for fewer than five shares.

Eligible options exchanged under the program wareelled in exchange for restricted stock righti®fding the
expiration of the offer. For restricted stock rigligsued in exchange for unvested options, comfiensaxpense is
recorded based on the grant-date fair value obfitiens tendered over their remaining original wesperiod of
those options. Restricted stock rights issued mmeation with the Exchange Program vest over adesf up to
three years.

The Exchange Program resulted in options to puechpproximately 1,779,000 shares of our commorkdieing
exchanged for approximately 445,000 shares oficésstr stock rights. In connection with the Exchafgegram, a
net total of 1,334,000 shares of common stock wettgned to the Equity Plan for future issuance.

Employee Stock Purchase Plan

Since September 1991, we have offered our empldpeesbility to participate in an employee stockghase plan.
Pursuant to our current plan, the 2000 Employeek3turchase Plan (“ESPP”), eligible employees makarize
payroll deductions of up to 10 percent of their p@msation to purchase shares at 85 percent obwer lof the fair
market value of the common stock on the date ofraentement of the offering or on the last day ohesix-month
purchase period.

At our Annual Meeting of Stockholders, held on J2%; 2006, our stockholders approved an amendroghet
ESPP to increase the number of shares authorizéef tile ESPP by 1.5 million. As of March 31, 200&,had
3 million shares of common stock reserved for fafissuance under the ESPP.
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Information related to stock issuances under theFE&re as follows:

Year Ended March 31,

2007 2006 2005
Number of shares issued (in thousar 70& 625 624
Exercise prices for purchase rig $43.04 to $43.1  $42.31to $47.9  $38.14 to $51.3
Estimated weighted-average fair value of purchasi

rights $16.5: $15.4: $13.9¢

We issue new common stock out of the ESPP’s poalitiforized shares. The fair value above was ettt the
date of grant using the Black-Scholes option-pgaimodel assumptions described in this note undehéadings
“Adoption of SFAS No. 123(R)” and “Pre-SFAS No. IR} Pro Forma Accounting Disclosures”.

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

Prior to the adoption of SFAS No. 123(R), we acdedror stock-based awards to employees usingithiasic
value method in accordance with APB No. 25 and tetbthe disclosure-only provisions of SFAS No. 1&3,
amended.

Had compensation cost for our stock-based compengalins been measured based on the estimatechfa@ at
the grant dates in accordance with the provisidr&®S No. 123, as amended, we estimate that arted net
income and net income per share would have beeprthierma amounts indicated below. The fair valfieach
option grant is estimated on the date of grantgigie Black-Scholes option-pricing model. The faling weighted-
average assumptions were used for grants made andstock-based compensation plans in fiscal 201@52005:

Year Ended
March 31,
_2006 2005
Risk-free interest rat 4.3% 3.5%
Expected volatility 33%  36%
Expected term of stock options (in yez 3.2 3.3
Expected term of employee stock purchase plan ¢nths) 6 6
Expected dividend None None
Our calculations were based on a multiple-awardatadn method and forfeitures were recognized whep
occurred.
Year Ended
March 31,
(In millions, except per share da 2006 2005
Net income:
As reportec $ 23€ $ 504
Deduct: Total stock-based employee compensatioaresgpdetermined under fair-value-base:
method for all awards, net of related tax effe (85 (83
Add: Stockbased employee compensation expense includeddnteejnet income, net of relal
tax effects 2 4
Pro forma $ 155 §$ 42F
Net income per shar
As reportec— basic $0.7¢ $1.6°
Pro forma— basic $0.5C $1.3¢
As reportec— diluted $0.75 $1.5¢
Pro forma— diluted $0.4¢ $1.3¢
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401(k) Plan and Registered Retirement Savings Plan

We have a 401(k) plan covering substantially albbaf U.S. employees, and a Registered Retiremem@aPlan
covering substantially all of our Canadian emplaydéese plans permit us to make discretionaryritarions to
employees’ accounts based on our financial perfoc@aWe contributed $3 million, $2 million and $4lion to
these plans in fiscal 2007, 2006 and 2005, respeyti

(13) COMPREHENSIVE INCOME

SFAS No. 130;Reporting Comprehensive Incometequires classifying items of other comprehensiceme
(loss) by their nature in a financial statement disglaying the accumulated balance of other cohgrsive incom
separately from retained earnings and additionid-pecapital in the equity section of a balanceeth Accumulated
other comprehensive income primarily includes fgneiurrency translation adjustments, and the négdoimounts
for unrealized gains (losses) on investments amdalized gains (losses) on derivatives designatezhsh flow
hedges. Foreign currency translation adjustmemetsiatr adjusted for income taxes as they relatadefinite
investments in non-U.S. subsidiaries.

The change in the components of accumulated otimapehensive income is summarized as follows (lfiang):

Unrealized
Unrealized Gains

Foreign Gains (Losses) on Accumulated

Currency (Losses) on Derivative Other
Translation Investments  Instruments,  Comprehensive

Adjustment net net Income
Balances as of March 31, 20 $ 20 $ — 3 — 3 20
Other comprehensive incor 10 26 — 36
Balances as of March 31, 20 30 26 — 56
Other comprehensive income (lo (10) 37 — 27
Balances as of March 31, 20 20 63 — 83
Other comprehensive incor 23 18¢ — 211
Balances as of March 31, 20 $ 43 $ 251 $ — 3 294

The change in unrealized gains (losses) on invedtie shown net of taxes of less than $1 milliofiscal 2007, $
in fiscal 2006, and $1 million in fiscal 2005.

During fiscal 2007, we realized substantially alrg and losses outstanding from our derivativeunsents. Durin
fiscal 2006, we realized all gains and losses antlihg from our derivative instruments. In fisc@D3, activity
related to derivatives was not material. See NaiétBe Notes to Consolidated Financial Statements.

(14) STAFF ACCOUNTING BULLETIN No. 108

In September 2006, the SEC issued SAB No. 1G8)édncial Statements — Considering the EffectsrifrFYear
Misstatements when Quantifying Misstatements imeédairY ear Financial Statemer”. SAB No. 108 provides
guidance on how prior year misstatements shouldlken into consideration when quantifying misstaets in
current year financial statements for purposesstémnining whether the current year’s financiatesteents are
materially misstated. We adopted SAB No. 108 indi007.

In accordance with SAB No. 108, we considered bio¢h‘rollover” approach, which quantifies misstatts
originating in the current year income statemeut e “iron curtain” approach which quantifies
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misstatements based on the effects of correctimgnisstatements existing in the balance sheetatritl of the
reporting period. Prior to our application of thédpnce in SAB No. 108, we used the rollover apgino&Ve electe
to recognize the cumulative effect of adoption @jsstments to assets and liabilities as of theryegg of fiscal
2007 and the offsetting adjustment to the openalgrixe of retained earnings for fiscal 2007.

Property and Equipment Capitalization Adjustment

We adjusted the beginning retained earnings baltmdescal 2007 related to the correction of oigtdrical
accounting treatment of certain property and eqeipipurchases. We capitalize property and equipmanichases
when certain quantitative thresholds are met; otlsey, they are expensed when purchased. Our ihteview of
our capitalization thresholds suggested that eepeoperty and equipment should have been camthknd not
expensed. We believe the impact of the propertyemjuipment capitalization errors were not matedgirior years
income statements under the rollover approach. Mewender the iron curtain method, the cumulagik@perty an
equipment capitalization errors were material toftacal 2007 financial statements and, therefaerecognized
the following cumulative adjustment to our fisc@l0Z opening balance sheet (in millions):

Increase in property and equipment, $13
Increase in deferred income tax liabilit 3
Increase in retained earnin 10

The impact on retained earnings is comprised ofdhewing amounts (in millions):

Year Ended

Fiscal 2007 Beginnin March 31,
Balance Adjustment 2006 2005 2004
Increase in operating incor $ 13 $— $10 $ 3
Tax effect 3 — 2 @O
Increase in net incor $ 10 $— $8 $2

Business Tax Expense Adjustment

We adjusted the beginning retained earnings balondescal 2007 related to the correction of oigtbrical
accounting of certain business tax expenses. @emial review indicated that we had inadvertentdyaccrued for
approximately $7 million in probable business takgations related to prior years. We believe thpact of these
adjustments were not material to prior years’ ine@tatements under the rollover approach. Howeweter the
iron curtain method, the cumulative business tgpeage adjustments were material to our fiscal ZD@ncial
statements and, therefore, we recognized the follpwumulative adjustment to our fiscal 2007 opgridalance
sheet (in millions):

Increase in accrued and other liabilit $7
Decrease in deferred income tax liabilit ©)]
Decrease in retained earnir 4

The impact on retained earnings is comprised ofdhewing amounts (in millions):

Fiscal 2007 Beginnin Year Ended March 31,

Balance Adjustment ~ 200€ 200f 2004 2003
Decrease in operating incor $ @ $3) $(2 $(1 $1
Tax effect 3 1 1 1 —
Decrease in net incon $ 4 $2 $0 $— s
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(15)INTEREST AND OTHER INCOME, NET
Interest and other income, net, for the years ekeath 31, 2007, 2006 and 2005 consisted of (ifiong):

Year Ended March 31,
2007 2006 2005

Interest income, ne $104 $75 $45
Net gain (loss) on foreign currency transacti 10 1) 25
Net loss on foreign currency forward contre (13 B (23
Ineffective portion of hedgin — — 1
Other income (expense), r (2) (7) 10

Interest and other income, r $99 $64 $56

(16) NET INCOME PER SHARE

The following table summarizes the computationbadic earnings per share (“Basic EPS”) and dilettiings per
share (“Diluted EPS"). Basic EPS is computed asneeme divided by the weighted-average humbeioaimon
shares outstanding for the period. Diluted EPSctdlthe potential dilution that could occur froamanon shares
issuable through stock-based compensation plahgling stock options, restricted stock, restricsemtk units,
common stock through our employee stock purchasg plarrants and other convertible securities usiag
treasury stock method.

Year Ended March 31,

(In millions, except per share amour 2007 2006 2005
Net income $ 76 $23€ $504
Shares used to compute net income per s
Weightec-average common stock outstand— basic 30¢ 304 30t
Dilutive potential common shar 9 10 13
Weighte-average common stock outstand— diluted 317 314 31¢
Net income per shar
Basic $0.25  $0.7&¢ $1.6t%
Diluted $0.2¢ $0.75  $1.5¢

Options to purchase 16 million, 7 million and 1lroih shares of common stock were excluded fromatiave
computation of weighted-average common stock féutBil EPS for the fiscal years ended March 31, 20006
and 2005, respectively, as their inclusion wouldehaeen antidilutive. For fiscal 2007, 2006 and208e
weighted-average exercise price of these optiorss$6&.84, $63.34 and $63.63 per share, respectively

(17) RELATED PERSON TRANSACTION

On June 24, 2002, we hired Warren C. Jenson aBxaautive Vice President, Chief Financial and Adstiative
Officer and agreed to loan him $4 million to begiwen over four years based on his continuing egmpknt. The
loan did not bear interest. On June 24, 2004, puntsio the terms of the loan agreement, we for§@vmillion of
the loan and provided Mr. Jenson approximately $ilbon to offset the tax implications of the favgness. On
June 24, 2006, pursuant to the terms of the loageagent, we forgave the remaining outstanding ladance of
$2 million. No additional funds were provided tdsaft the tax implications of the forgiveness of #2emillion
balance.

(18) SEGMENT INFORMATION

Our reporting segments are based upon: our intengahizational structure; the manner in which @perations are
managed; the criteria used by our Chief Executiffe€r, our chief operating decision maker,
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to evaluate segment performance; the availabifiseparate financial information; and overall matiéy
considerations.

We manage our business primarily based on geogralgherformance. Accordingly, our combined global
publishing organizations represent our reportabtgrent, our Publishing segment, due to their smed@nomic
characteristics, products and distribution meth@&dshlishing refers to the manufacturing, marketadyertising an
distribution of products developed or co-developgdis, or distribution of certain third-party pudblers’ products
through our co-publishing and distribution program.

The following table summarizes the financial pemiance of our Publishing segment and a reconcitiatfoour
Publishing segment’s profit to our consolidatedrating income (in millions):

Year Ended March 31,

2007 2006 2005
Publishing segmen
Net revenue $2,94¢ $2,927 $3,12¢
Depreciation and amortizatic (22 (19 (25)
Other expense (1,685 (1,690 (1,617
Publishing segment prof 1,241 1,21¢ 1,487
Reconciliation to consolidated operating incol
Other:
Net revenue 145 24 4
Depreciation and amortizatic (14%) (76) (50
Other expense (1,200 (847) (772)
Consolidated operating incor $ 39 $ 328 $ 66¢

Publishing segment profit differs from consolidatgzerating income primarily due to the exclusiorsalbstantially
all of our research and development expense asawelkrtain corporate functional costs that areotated to the
publishing organizations. Our Chief Executive QOfficeviews assets on a consolidated basis andhreosegment
basis.
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Information about our total net revenue by platfdamthe fiscal years ended March 31, 2007, 20@62005 is

presented below (in millions):

Consoles
PlayStation -
Xbox 360
Xbox
PLAYSTATION 3
Wi
Nintendo GameCuk
Other Console
Total Console:
PC
Mobility
PSP
Cellular Handset
Nintendo DS
Game Boy Advance and Game Boy Cc
Total Mobility
Cca-publishing and Distributio
Internet Services, Licensing and Otl
Subscription Service
Licensing, Advertising and Oth
Total Internet Services, Licensing and Ot
Total Net Revenu

Year Ended March 31,

2007 2006 2005

— 1

60 13t 21z

$1,33(

$ 88¢ $1,127
48C 14C
157 40C 51¢€
94 —
65

10

1,74z 1,80¢ 2,06¢
49¢ 41¢ 531

25€ 252
14C 19
104 67

38 55

18

23
77

54C 39¢ 11¢€
17t 21: 28¢

79 61
57 63

55
74

13€ 124 12¢

$3,091 $2,951 $3,12¢

Information about our operations in North AmeriEarope and Asia as of and for the fiscal years @éhdigrch 31,

2007, 2006 and 2005 is presented below (in millions

Year ended March 31, 20!
Net revenue from unaffiliated customt
Long-lived asset:

Year ended March 31, 20!
Net revenue from unaffiliated custom
Long-lived asset:

Year ended March 31, 20!
Net revenue from unaffiliated customi
Long-lived asset:

North
America  Europe Asia Total
$1,66€ $1,261 $164 $3,091
1,15( 267 11 1,42¢
$1,582 $1,17¢ $19:¢ $2,951
1,061 20¢ 7 1,271
$1,665 $1,28¢ $18C $3,12¢
314 21¢ 10 542

Substantially all of our North America net revensigenerated in the United States.

Our direct sales to Wal-Mart Stores, Inc. represgaipproximately 13 percent of total net revenugoit fiscal
2007 and 2006 and 14 percent of total net revemfisdal 2005. Our direct sales to GameStop Caprasented

approximately 12 percent of total net revenuesndl 2007.
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(19) QUARTERLY FINANCIAL AND MARKET INFORMATION (UNAUDIT  ED)

Quarter Ended Year

(In millions, except per share da June 3C  Sept. 3( Dec.31 March 31 Ended
Fiscal 2007 Consolidate
Net revenue $ 41 $ 784 $1,281 $ 61 $3,091
Gross profit 24k 44% 811 37¢ 1,87¢
Operating income (lost (119 14 21F (77) 39
Net income (loss (81 @ 220b)  16C©) (25) @ 76

Common Stocl
Net income (loss) per sha— basic $(0.2¢0 $ 007 $05z $ (0.0 $ 0.2F
Net income (loss) per sha— diluted $(0.2¢0 $0.07 $05C $ (0.0 ¢ 0.2¢
Common stock price per she

High $57.8C $57.7¢ $59.88 $ 54.4: $59.8t

Low $39.9¢  $41.37 $50.21 $ 47.9¢ $39.9¢
Fiscal 2006 Consolidate
Net revenue $ 365 $ 675 $1,27C $ 641 $2,951]
Gross profit 214 391 76€ 397 1,77C
Operating income (los! (96) 49 347 25 32t

Net income (loss
Common Stocl

(58 ® 510  25¢@ (16 M  23€

Net income (loss) per she— basic $(0.19 $017 $08 $ (0.0 $ 0.7¢
Net income (loss) per she— diluted $(0.19 $0.1¢ $08: $ (0.0 $ 0.7t
Common stock price per she
High $59.8: $63.1: $61.97 $ 58.5¢ $63.17
Low $47.48  $55.22 $51.0¢ $ 50.1¢  $47.4%

@  Net loss includes restructuring charges of $6 onillipre-tax.

(®)  Net income includes acquirec-process technology of $2 million and restructuchgrges of $4 million, bot
of which are pr-tax.

(©  Netincome includes acquirec-process technology of $1 million and restructuchgrges of $2 million, bot
of which are pr-tax.

@  Net loss includes restructuring charges of $3 aillipre-tax, and net tax expense of $7 millic

() Net loss includes acquired-process technology of $1 million, j-tax.

Netincome includes certain litigation expense biillion, pre-tax, and net tax credits of $9 millic
@  Net income includes restructuring charges of $%ionil pre-tax.

(M Net loss includes acquired-process technology of $7 million, restructuring rgjess of $17 million, a litigatic
expense credit of $1 million, all [-tax, and net tax expense of $34 milli

Our common stock is traded on the NASDAQ Globae8eMarket under the symbol ERTS. The prices fer th
common stock in the table above represent the dmghlow sales prices as reported on the NASDAQ &l8klect
Market.

(20) SUBSEQUENT EVENT

In May 2007, we announced that we entered intoem8ing agreement with and expect to make a sicatggity
investment in The9 Limited, a leading online gamerator in China, on or around May 29, 2007. Wesekjo
purchase approximately 15 percent of the outstgncimmon shares of The9 for approximately $167ionilbn or
around May 29, 2007. The licensing agreement give=9 exclusive publishing rights f&A SPORTS FIFA Online
in mainland China.

105




Table of Contents

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Electronic Arts Inc.:

We have audited the accompanying consolidated balsineets of Electronic Arts Inc. and subsidig(fidectronic
Arts Inc.) as of March 31, 2007 and April 1, 2086d the related consolidated statements of opestio
stockholders’ equity and comprehensive income,casth flows for each of the years in the three-pesiod ended
March 31, 2007. In connection with our audits &f tonsolidated financial statements, we have aldded the
accompanying financial statement schedule. Thessatidated financial statements and financial stete schedu
are the responsibility of Electronic Arts Inc.’s magement. Our responsibility is to express an opioin these
consolidated financial statements based on outaudi

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighago
(United States). Those standards require that ame ghd perform the audit to obtain reasonable assarabout
whether the financial statements are free of materisstatement. An audit includes examining, ¢esa basis,
evidence supporting the amounts and disclosurerifinancial statements. An audit also includeessing the
accounting principles used and significant estimatade by management, as well as evaluating thralbfieancial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetegaferred to above present fairly, in all matenézpects, the
financial position of Electronic Arts Inc. as of ki 31, 2007 and April 1, 2006, and the resultthefr operations
and their cash flows for each of the years in tined-year period ended March 31, 2007, in confgrmith

U.S. generally accepted accounting principles. Adsour opinion, the related financial statementesiule, when
considered in relation to the basic consolidataedrfcial statements taken as a whole, presentg, fairall material
respects, the information set forth therein.

As discussed in Notes 1 and 14 to the consolidatadcial statements, effective April 1, 2006, Eteaic Arts Inc.
adopted the provision of Statement of FinancialdAotting Standards No. 123 (revised 20@Hare-Based
Paymentand Securities and Exchange Commission Staff AdtrogiBulletin No. 108 Considering the Effects of
Prior Year Misstatements when Quantifying Misstatets in the Current Year Financial Stateme

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited
States), the effectiveness of Electronic Arts kinternal control over financial reporting as oéidh 31, 2007,
based on criteria established in Internal Controlntegrated Framework issued by the Committee ahSpring
Organizations of the Treadway Commission (COSQJ,aur report dated May 29, 2007 expressed an uifigdal
opinion on management’s assessment of, and thetigfeoperation of, internal control over finanaieporting.

KPMG LLP
Mountain View, California

May 29, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Electronic Arts Inc.:

We have audited management’s assessment, inclodked accompanying ManagemenReport on Internal Conti
over Financial Reporting appearing under Item ®&f Electronic Arts Inc. and subidiaries (ElectmoAtrts Inc.)
maintained effective internal control over finaregporting as of March 31, 2007, based on critesi@blished in
Internal Control — Integrated Framework issuedh®y €ommittee of Sponsoring Organizations of thadweay
Commission (COSO). Electronic Arts Inc.’s managem&nesponsible for maintaining effective interoahtrol
over financial reporting and for its assessmerhefeffectiveness of internal control over finaho&gporting. Our
responsibility is to express an opinion on manageimassessment and an opinion on the effectiverfese
internal control over financial reporting of Elemtic Arts Inc. based on our audit.

We conducted our audit in accordance with the stadwdof the Public Company Accounting Oversightrigoa
(United States). Those standards require that ame ghd perform the audit to obtain reasonable assarabout
whether effective internal control over financiaporting was maintained in all material respects. &udit included
obtaining an understanding of internal control digancial reporting, evaluating management’s agsest, testing
and evaluating the design and operating effectisgoé internal control, and performing such otheicpdures as v
considered necessary in the circumstances. Wevbeliat our audit provides a reasonable basisuoppinion.

A company’s internal control over financial repogiis a process designed to provide reasonablesassu
regarding the reliability of financial reportingathe preparation of financial statements for exaepurposes in
accordance with generally accepted accounting ipfeez A company’s internal control over finanaiaporting
includes those policies and procedures that (Itpjpeto the maintenance of records that, in reasiendetail,
accurately and fairly reflect the transactions disghositions of the assets of the company; (2) idmveasonable
assurance that transactions are recorded as ngctsparmit preparation of financial statementadcordance wit
generally accepted accounting principles, andréwdipts and expenditures of the company are beadg only in
accordance with authorizations of management anedtdirs of the company; and (3) provide reasonasderance
regarding prevention or timely detection of unauitted acquisition, use, or disposition of the comps assets that
could have a material effect on the financial stegets.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or d¢taisstatements.
Also, projections of any evaluation of effectivesés future periods are subject to the risk thatmis may become
inadequate because of changes in conditions, bthitbalegree of compliance with the policies orceaures may
deteriorate.

In our opinion, management’s assessment that BlactArts Inc. maintained effective internal coioer
financial reporting as of March 31, 2007, is faishated, in all material respects, based on aitstablished in
Internal Control — Integrated Framework issuedh®y €ommittee of Sponsoring Organizations of thadweay
Commission (COSO). Also, in our opinion, ElectroAids Inc. maintained, in all material respect$eetive interne
control over financial reporting as of March 31020based on criteria established in Internal Qbrtr Integrated
Framework issued by the Committee of Sponsoringa@imgtions of the Treadway Commission (COSO).

We also have audited, in accordance with the stasdi the Public Company Accounting Oversight Bo@snited
States), the consolidated balance sheets of Etgctats Inc. and subsidiaries as of March 31, 280d@ April 1,
2006, and the related consolidated statementsesbtipns, stockholders’ equity and comprehensiverime, and
cash flows for each of the years in the three-peaiod ended March 31, 2007, and our report datay 28, 2007
expressed an unqualified opinion on those condelibfinancial statements.

KPMG LLP

Mountain View, California
May 29, 2007
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Item 9: Changes in and Disagreements with AccountantsAxtounting and Financial Disclosure

Not applicable

Item 9A: Controls and Procedures
Definition and Limitations of Disclosure Controls

Our disclosure controls and procedures (as defim&ulles 13a-15(e) and 15d-15(e) under the Seesiikchange
Act of 1934, as amended (the “Exchange Act”)) ametimols and other procedures that are designedstare that
information required to be disclosed in our repéitésl under the Exchange Act, such as this reperecorded,
processed, summarized and reported within the pieniads specified in the SEC’s rules and formscldsure
controls and procedures are also designed to etisfrsuch information is accumulated and commuedt#o our
management, including the Chief Executive Officed &hief Financial and Administrative Officer, ggeopriate t
allow timely decisions regarding required discl@asuur management evaluates these controls anddas on a
ongoing basis.

There are inherent limitations to the effectivenafsany system of disclosure controls and procesiureese
limitations include the possibility of human errtre circumvention or overriding of the controlglgmocedures ar
reasonable resource constraints. In addition, lsecene have designed our system of controls basedrtain
assumptions, which we believe are reasonable, abeuikelihood of future events, our system oftcols may not
achieve its desired purpose under all possibledutonditions. Accordingly, our disclosure contraigl procedures
provide reasonable assurance, but not absolutesaesy of achieving their objectives.

Evaluation of Disclosure Controls and Procedures

Our Chief Executive Officer and our Chief Finan@ald Administrative Officer, after evaluating tHéeetiveness ¢
our disclosure controls and procedures, believeabaf the end of the period covered by this remar disclosure
controls and procedures were effective in providhgrequisite reasonable assurance that matefiehiation
required to be disclosed in the reports that weedil submit under the Exchange Act is recorded;qu®ed,
summarized and reported within the time periodsi§ipe in the SEC’s rules and forms, and is accuatad and
communicated to our management, including our Ciefcutive Officer and Chief Financial and Admirasive
Officer, as appropriate to allow timely decisiorgarding the required disclosure.

Management’s Report on Internal Control over Finangdal Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finahaorting, a
defined in Rules 13a-15(f) and 15d-15(f) underEiehange Act.

Our internal control over financial reporting issigned to provide reasonable, but not absoluteirasse regarding
the reliability of financial reporting and the perption of financial statements in accordance géherally accepte
accounting principles. There are inherent limitasido the effectiveness of any system of interpatrol over
financial reporting. These limitations include hassibility of human error, the circumvention oeaiding of the
system and reasonable resource constraints. Beohiisénherent limitations, our internal contmler financial
reporting may not prevent or detect misstateméhtgections of any evaluation of effectivenessutoife periods
are subject to the risks that controls may becaoraddquate because of changes in conditions, oththakegree of
compliance with our policies or procedures may rietate.

Our management assessed the effectiveness oftetmahcontrol over financial reporting as of thmelef our most
recently completed fiscal year. In making its assemnt, management used the criteria set fortht@rnal Control-
Integrated Frameworkissued by the Committee of Sponsoring Organizatidribe Treadway Commission
(COSO0). Based on this assessment, our managenigvielsehat, as of the end of our most recently meted
fiscal year, our internal control over financiapogeting was effective.
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KPMG LLP, our independent registered public accmgntirm, has issued an attestation report on memesmt’s
assessment of our internal control over finan@pbrting. That report appears on page 107.
Changes in Internal Controls

In preparation for management’s report on intecaaltrol over financial reporting, we documented sested the
design and operating effectiveness of our intetoatrol over financial reporting. During fiscal 2ZQ@here were no
significant changes in our internal controls orptm knowledge, in other factors that could sigrafitly affect our
disclosure controls and procedures.

Iltem 9B: Other Information

None.
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PART III
Item 10: Directors, Executive Officers and Corporate Govente
The information required by Item 10 is incorporakeiein by reference to the information to be ideldiin our
definitive Proxy Statement for our 2007 Annual Megtof Stockholders (the “Proxy Statement”) othert the
information regarding (a) executive officers, abiidur Global Code of Conduct (which includes coflethics
provisions applicable to our directors, principateutive officer, principal financial officer, pigipal accounting
officer, and other senior financial officers), winiare included in Item 1 of this report. The infation regarding
Section 16 compliance is incorporated herein bgregfce to the information to be included in thexr8tatement.
Item 11: Executive Compensatio
The information required by Item 11 is incorporakesiein by reference to the information to be ideldiin the
Proxy Statement specifically excluding the “Comditsn Committee Report on Executive Compensation”.
Item 12: Security Ownership of Certain Beneficial Owners anbnagement and Related Stockholder Matt
The information required by Item 12 is incorporakedein by reference to the information to be ideldiin the
Proxy Statement.
ltem 13: Certain Relationships and Related Transactions, aDaector Independenci
The information required by Item 13 is incorporakedlein by reference to the information to be ideldiin the
Proxy Statement.
ltem 14: Principal Accounting Fees and Service
The information required by Item 14 is incorporakesiein by reference to the information to be ideldiin the
Proxy Statement.

PART IV
Item 15: Exhibits, Financial Statement Schedule
(a) Documents filed as part of this report
1. Financial Statements: See Index to Consolidateancial Statements under Item 8 on Page 62 sféport.

2. Financial Statement Schedule: See SchedulePlage 116 of this report.

3. Exhibits: The following exhibits (other than éuits 32.1 and 32.2, which are furnished with ti@port) are filed
as part of, or incorporated by reference into, taort:

Number  Exhibit Title

3.01 Amended and Restated Certificate of IncorporatioBlectronic Arts Inc.(1
3.02 Amended and Restated Bylaws.
4.01 Specimen Certificate of Registr’s Common Stock.(:
10.01 Registrar’s Directors Stock Option Plan and related docum@h4)
10.02 Registrar’s 1991 Stock Option Plan and related documentmasded.(*)(5)
10.03 Registrar’s 1998 Director Stock Option Plan and related documents, as amefip&dl
10.04 Registrar’s 2000 Equity Incentive Plan as amended, and cetideuments.(*)(6
10.05 Registrar's 2000 Employee Stock Purchase Plan as amendedkelatetl documents. (*)(¢
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Number

Exhibit Title

10.06
10.07
10.08
10.09
10.10

10.11
1012

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26
10.27
10.28
10.29

Form of Indemnity Agreement with Directors.(*)(

Electronic Arts Discretionary Bonus Program Plarcaent.(*)(8)

Electronic Arts Deferred Compensation Plan.(*)

Electronic Arts Executive Lor-Term Disability Plan.(*)(9

Agreement for Lease between Flatirons Funding, mdPEectronic Arts Redwood, Inc. dated

February 14, 1995.(1(

Guarantee from Electronic Arts Inc. to Flatirons#fimg, LP dated February 14, 1995.(

Amended and Restated Guaranty from Electronic Wdsto Flatirons Funding, LP dated March 7, 1997.
(11)

Amended and Restated Agreement for Lease betwedinofls Funding, LP and Electronic Arts Redw
Inc. dated March 7,1997.(1

Amendment No. 1 to Lease Agreement between EldctAms Redwood Inc. and Flatirons Funding, LP
dated March 7, 1997.(1.

Lease Agreement by and between Registrant and Libei€ommerce Realty Corporation, dated Apri
1999.(12)

Option agreement, agreement of purchase and salessgrow instructions for Zones 2 and 4, Electroni
Arts Business Park, Redwood Shores California,cddafail 5, 1999.(12

Licensed Publisher Agreement by and between EASaomy Computer Entertainment America Inc. dated
as of April 1, 2000.(**)(13

Master Lease and Deed of Trust by and between fRagiisand Selco Service Corporation, dated
December 6, 2000.(1

Guaranty, dated as of December 6, 2000, by Eleictéams Inc. in favor of Selco Service Corporation,
Victory Receivables Corporation, The Bank of Tokdsubishi, Ltd., various Liquidity Banks, and
Keybank National Association.(1

Participation Agreement among Electronic Arts Redeydnc., Electronic Arts, Inc., Selco Service
Corporation, Victory Receivables Corporation, ThenB of Tokyo-Mitsubishi, Ltd., various Liquidity
Banks and Keybank National Association, dated Dédxer6s, 2000.(16

Amendment No. 1 to Amended and Restated Creditégeat by and among Flatirons Funding LP and
The Da-Ichi Kangyo Bank, Limited, New York Branch, datedbfuary 21, 2001.(1"

Amendment No. 2 to Lease Agreement by and betwéssirBnic Arts Redwood, Inc. and Flatirons
Funding, LP dated July 16, 2001.(:

Participation Agreement among Electronic Arts Redaydnc., Electronic Arts Inc., Flatirons Funding,
LP, Selco Service Corporation and Selco Redwood;,Victory Receivables Corporation, The Bank of
Tokyo-Mitsubishi, Ltd., various Liquidity Banks and TrdreB Banks and Keybank National Associa
dated July 16, 2001.(1

Guaranty, dated as of July 16, 2001, by Electrémis Inc. in favor of Flatirons Funding, Limited
Partnership, Victory Receivables Corporation, ThaaiBof Tokyo-Mitsubishi, Ltd., various Liquidity
Banks and Tranche B Banks, and KeyBank Nationabgiation.(15)

First Amendment to Participation Agreement, datedfaMay 13, 2002, by and among Electronic Arts
Redwood, Inc., Electronic Arts Inc., Flatirons FimgJ Limited Partnership, Victory Receivables
Corporation, The Bank of Tokyo-Mitsubishi, Ltd.,riaus Liquidity Banks, KeyBank National
Association, and The Bank of Nova Scotia.(

Offer Letter for Employment at Electronic Arts Ino.Warren Jenson, dated June 21, 2002.(*)

Full Recourse Promissory Note between Electronts Arc. and Warren Jenson, dated July 19, 2002
Full Recourse Promissory Note between Electronts Arc. and Warren Jenson, dated July 19, 2002
Lease Agreement by and between Registrant and &ritre dated October 7, 2002.(:
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Number

Exhibit Title

10.30

10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.40

1041

1042

10.43

10.44

10.45

10.46

10.47

Lease Agreement by and between Playa Vista-Watégs H LC and Electronic Arts Inc., dated July 31,
2003.(21)

Agreement Re: Right of First Offer to Purchase @ption to Purchase by and between Playa Vista-
Waters Edge, LLC and Electronic Arts Inc., dately 31, 2003.(21

Profit Participation Agreement by and between PMigia-Waters Edge, LLC and Electronic Arts Inc.,
dated July 31, 2003.(2

Sublease Agreement by and between Electronic Adsand Playa Capital Company, LLC, dated

July 31, 2003.(21

Amending Agreement among Ontrea Inc. (the “Landlprlectronic Arts (Canada), Inc. (the “Tenant”),
and Electronic Arts Inc. (th*Indemnifie’”), dated October 30, 2003.(2

First Amendment of Lease by and between Louis@lbenmerce Realty Corporation and Electronic Arts
Inc., dated February 23, 2004.:

First Amendment to lease agreement by and betwiegra Rista — Water's Edge, LLC and Electronic
Arts Inc., entered into April 19, 2004.(

Lease agreement between ASP WT, L.L.C. (“Landloati}y Tiburon Entertainment, Inc. (“Tenant”) for
space at Summit Park |, dated June 15, 200

Omnibus Amendment Agreement (2001 transactiongddas of September 15, 2004, Electronic Arts
Redwood, LLC, Electronic Arts, Inc., Selco Servierporation, Victory Receivables Corporation, The
Bank Of Toky«-Mitsubishi, Ltd., various Liquidity Banks, and KegBk National Association. (1!
Omnibus Amendment Agreement (2000 transactiongddas of September 15, 2004, by and among
Electronic Arts Redwood, LLC, Electronic Arts, In8elco Service Corporation, Victory Receivables
Corporation, The Bank Of Tokyo-Mitsubishi, Ltd. riaus Liquidity Banks, and KeyBank National
Association.(15

Omnibus Amendment (2000 transaction), dated aslgfll, 2005, among Electronic Arts Redwood,
LLC, Electronic Arts, Inc., Selco Service Corpooati Victory Receivables Corporation, The Bank of
Tokyo-Mitsubishi, Ltd., New York Branch, variousduiidity Banks, Deutsche Bank Trust Company
Americas, and KeyBank National Association.(

Omnibus Amendment (2001 transaction), dated aslgfll, 2005, among Electronic Arts Redwood,
LLC, Electronic Arts, Inc., Selco Service Corpooati Victory Receivables Corporation, The Bank of
Tokyo-Mitsubishi, Ltd., New York Branch, variousduiidity Banks, Deutsche Bank Trust Company
Americas, The Bank of Nova Scotia, and KeyBank dtal Association.(1£

First amendment to lease, dated December 13, 2§04nd between Liberty Property Limited
Partnership, a Pennsylvania limited partnershipEedtronic Arts —Tiburon, a Florida corporation f/k
Tiburon Entertainment, Inc.(2:

Agreement for Underlease relating to Onslow Ho@aaldford, Surrey, dated 7 February 2006, by and
between The Standard Life Assurance Company aradrBféc Arts Limited and Electronic Arts Inc.(2
Offer Letter for Employment at Electronic Arts Ino.Gabrielle Toledano, dated February 6, 2006.(*)
(24)

Second Omnibus Amendment (2001 Transaction), detedd May 26, 2006, among Electronic Arts
Redwood LLC, as Lessee, Electronic Arts Inc., aar@ntor, SELCO Service Corporation (doing
business in California as “Ohio SELCO Service Caaion”), as Lessor, the Various Liquidity Banks
party thereto, as Liquidity Banks, The Bank of N&atia, as Documentation Agent and Keybank
National Association, as Agent.(2

Second Omnibus Amendment (2000 Transaction), detedd May 26, 2006, among Electronic Arts
Redwood LLC, as Lessee, Electronic Arts Inc., aar@ntor, SELCO Service Corporation (doing
business in California as “Ohio SELCO Service Coaion”), as Lessor, the Various Liquidity Banks
party thereto, as Liquidity Banks, and KeyBank Natil Association, as Agent.(2

Employment Agreement dated September 26, 2006 daeetizA Swiss arl and Gerhard Florin.(2€
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Number  Exhibit Title

10.48 Offer Letter for Employment at Electronic Arts Irto.John Riccitiello, dated February 12, 2007.(7)(

10.48 Third Omnibus Amendment (2001 Transaction), datedfaviay 14, 2007 among Electronic Arts
Redwood LLC, as Lessee, Electronic Arts Inc., aar@ntor, SELCO Service Corporation (doing
business in California as “Ohio SELCO Service Coaion”), as Lessor, the Various Liquidity Banks
party thereto, as Liquidity Banks, The Bank of N&atia, as Documentation Agent and Keybank
National Association, as Agent.(2

10.50 Third Omnibus Amendment (2000 Transaction), datedfaMay 14, 2007 among Electronic Arts
Redwood LLC, as Lessee, Electronic Arts Inc., aar@ntor, SELCO Service Corporation (doing
business in California as “Ohio SELCO Service Coaion”), as Lessor, the Various Liquidity Banks
party thereto, as Liquidity Banks, and KeyBank Natil Association, as Agent.(2

21.01 Subsidiaries of the Registra

23.01 Consent of KPMG LLP, Independent Registered Pulticounting Firm.

31.1 Certification of Chief Executive Officer pursuantRule 13a-14(a) of the Exchange Act, as adopted
pursuant to Section 302 of the Sarbi-Oxley Act of 2002

31.2 Certification of Executive Vice President, Chieh&ncial and Administrative Officer pursuant to
Rule 13a-14(a) of the Exchange Act, as adopteduypntdo Section 302 of the Sarbanes-Oxley Act of
2002.

Additional exhibits furnished with this repo

32.1 Certification of Chief Executive Officer pursuant$ection 906 of the Sarba-Oxley Act of 2002

32.2 Certification of Executive Vice President, Chieh&ncial and Administrative Officer pursuant to
Section 906 of the Sarbal-Oxley Act of 2002

Additional exhibits furnished with this report:

* Management contract or compensatory plan or arraage
** Portions of this exhibit have been redacted purtsteea confidential treatment request filed witk ®EC.

(1) Incorporated by reference to exhibits filed withgigérant’'s Quarterly Report on Form 10-Q for theder
ended September 30, 20!

(2) Incorporated by reference to exhibits filed withgigtrant’s Current Report on Form 8-K, filed Novesnii.3,
2006.

(3) Incorporated by reference to exhibits filed withgigérant’s Registration Statement on Form S-4dfile
March 3, 1994 (File Nc33-75892).

(4) Incorporated by reference to exhibits filed with &madment No. 2 to Registrant’s Registration Staté¢roan
Form -8, filed November 6, 1991 (FilNo. 3:-32616).

(5) Incorporated by reference to exhibits filed withgi#rant’s Registration Statement on Form S-8dfile
July 30, 1999 (File Nc333-84215).

(6) Incorporated by reference to exhibits filed withgigtrant’s Registration Statement on Form 10-QlHier
quarter ended June 30, 20!

(7) Incorporated by reference to exhibits filed withgigtrant’s Annual Report on Form 10-K for the yeaded
March 31, 2004

(8) Incorporated by reference to exhibits filed withgig#rant’s Quarterly Report on Form 10-Q for theuder
ended September 30, 20!

(9) Incorporated by reference to exhibits filed withgig#rant’s Annual Report on Form 10-K for the yeaded
March 31, 2005

(10) Incorporated by reference to exhibits filed withgirant’s Annual Report on Form 10-K for the yeaded
March 31, 1995
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(11) Incorporated by reference to exhibits filed withgirant’s Annual Report on Form 10-K for the yeaded
March 31, 1997

(12) Incorporated by reference to exhibits filed withgisrant’s Annual Report on Form 10-K for the yeaded
March 31, 1999

(13) Incorporated by reference to exhibits filed with &mdiment No. 2 to Registrant’s Registration Statd¢rogn
Form -3, filed November 21, 2003 (FilNo. 33:-102797).

(14) Incorporated by reference to exhibits filed withgirant’s Quarterly Report on Form 10-Q for theudger
ended December 31, 20(

(15) Incorporated by reference to exhibits filed withgiérant’s Quarterly Report on Form 10-Q for theuger
ended June 30, 20C

(16) Incorporated by reference to exhibits filed withgiérant’s Quarterly Report on Form 10-Q for theuger
ended December 31, 20(

(17) Incorporated by reference to exhibits filed withgisérant’s Annual Report on Form 10-K for the yeaded
March 31, 2001

(18) Incorporated by reference to exhibits filed withgisérant’s Annual Report on Form 10-K for the yeaded
March 31, 2002

(19) Incorporated by reference to exhibits filed withgiérant’s Quarterly Report on Form 10-Q for theuger
ended June 30, 20C

(20) Incorporated by reference to exhibits filed withgi¢rant’s Annual Report on Form 10-K for the yeaded
March 31, 2003

(21) Incorporated by reference to exhibits filed withgi¢rant’s Quarterly Report on Form 10-Q for theuger
ended September 30, 20!

(22) Incorporated by reference to exhibits filed withgisgrant’s Quarterly Report on Form 10-Q for theder
ended December 31, 20(

(23) Incorporated by reference to exhibits filed withgisgrant’s Quarterly Report on Form 10-Q for theder
ended December 31, 20(

(24) Incorporated by reference to exhibits filed withgirant’s Annual Report on Form 10-K for the yeaded
March 31, 2006

(25) Incorporated by reference to exhibits filed withgigéran’s Current Report oForm ¢&-K, filed June 1, 200¢

(26) Incorporated by reference to exhibits filed withgisgrant’s Current Report on Form 8-led September 2°
2006.

(27) Incorporated by reference to exhibits filed withgisgrant’s Current Report on Form 8-K, filed Febyu26,
2007.

(28) Incorporated by reference to exhibits filed withgigéran’s Current Report oForm &K, filed May 18, 2007
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SIGNATURES

Pursuant to the requirements of the Section 13€t)lof the Securities Exchange Act of 1934, thgiReant has
duly caused this report to be signed on its behathe undersigned, thereunto duly authorized.

ELECTRONIC ARTS INC.

By: /s/ John S. Riccitiell

John S. Riccitiello,
Chief Executive Officer

Date: May 29, 2007

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe
following persons, on behalf of the Registranthia tapacities indicated and on the 29th of May 2007

Name Title

/sl John S. Riccitiello Chief Executive Officer

John S. Riccitiellc

/s/ Warren C. Jenson Executive Vice President,

Warren C. Jensc Chief Financial and Administrative Officer

/sl Kenneth A. Barker Senior Vice President,

Kenneth A. Barker Chief Accounting Officer
(Principal Accounting Officer

Directors:

/sl Lawrence F. Probst Il Chairman of the Board

Lawrence F. Probst |

/s/ M. Richard Asher Director

M. Richard Ashe

/s/ Leonard S. Coleman Director

Leonard S. Colema

/sl Gary M. Kusin Director
Gary M. Kusin

/sl Gregory B. Maffei Director
Gregory B. Maffei

/sl Timothy Mott Director
Timothy Mott

/sl Vivek Paul Director
Vivek Paul

/s/ John S. Riccitiello Director
John S. Riccitiellc

/sl Richard A. Simonson Director

Richard A. Simonso

/s/ Linda J. Srere Director
Linda J. Srert
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ELECTRONIC ARTS INC. AND SUBSIDIARIES
SCHEDULE I
VALUATION AND QUALIFYING ACCOUNTS
Years Ended March 31, 2007, 2006 and 2005

(In millions)
Charged

Balance a  Charged tc (credited) Balance a
Allowance for Doubtful Accounts, Beginning Costs and to Other End of
Price Protection and Returns of Period Expenses  Accounts®  Deductions Period
Year Ended March 31, 20( $ 232 $ 306 $ 17 $ 34 $ 214
Year Ended March 31, 20( $ 16z $ 48T $ 6) $ 407 $ 23¢
Year Ended March 31, 20( $ 158 $ 471 $ 7 $ 471 $ 162

(@ Primarily the translation effect of using the awgr@xchange rate for expense items and the yeadendhange
rate for the balance sheet item (allowance accantt)other reclassification adjustmel
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ELECTRONIC ARTS INC.
2007 FORM 10-K ANNUAL REPORT
EXHIBIT INDEX

Exhibit

Number Exhibit Title

21.01  Subsidiaries of the Registra

23.01 Consent of KPMG LLP, Independent Registered Pulticounting Firm.

311 Certification of Chief Executive Officer pursuantRule 13a-14(a) of the Exchange Act, as adopted
pursuant to Section 302 of the Sarbi-Oxley Act of 2002

31.2 Certification of Executive Vice President, Chieh&ncial and Administrative Officer pursuant to
Rule 13a-14(a) of the Exchange Act, as adopteduypntdo Section 302 of the Sarbanes-Oxley Act of
2002.

ADDITIONAL EXHIBITS ACCOMPANYING THIS REPORT:
321 Certification of Chief Executive Officer pursuant$ection 906 of the Sarba-Oxley Act of 2002
32.2 Certification of Executive Vice President, Chieh&ncial and Administrative Officer pursuant to
Section 906 of the Sarbal-Oxley Act of 2002
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SUBSIDIARIES OF THE REGISTRANT

Name in
Corporate Articles

Electronic Arts Proprietary Limite
Electronic Arts (Canada), In
Electronic Arts, Limitec

Electronic Arts GmbF

EA Kabushiki Kaishe

Electronic Arts Productions In
Electronic Arts International Corporatit
Electronic Arts Software S.|

Bullfrog Productions Ltd

Electronic Arts Productions Lt
Electronic Arts Nordic Aktiebola
Electronic Arts Asia Pacific PTE., LT
Electronic Arts Seattle Int

EA Software South Africa Pty. Lt
Electronic Arts V.1., Inc

Linear Arts Inc.

Electronic Arts US Company (Formerly
Electronic Arts UK Holding Co.
Electronic Arts Limitadz

Electronic Arts Nederland B.\
Electronic Arts Limitad:

Doing Business As

Exhibit 21.01

Jurisdiction
of Incorporation

Electronic Arts Pty. Ltd
Electronic Arts (Canada), In
Electronic Arts, Limitec
Electronic Arts GmbF

Electronic Arts K.K.

Crocodile Production

Electronic Arts International Corporatit
Electronic Arts Software S.|
Bullfrog Productions Ltd
Electronic Arts Productions Lt
Electronic Arts Nordic Aktiebola
Electronic Arts Asia Pacific PTE., LT
Electronic Arts Seattle Ini

EA Software South Africa Pty. Lt
Electronic Arts V.1., Inc

Linear Arts Inc.

Electronic Arts US Co. (Formerly
Electronic Arts UK Holding Co.
EA Brazil

Electronic Arts BV

Electronic Arts Portuge

Commonwealth of Australi
British Columbia, Canad
United Kingdom
Germany

Japar

Delaware

California

Spain

United Kingdom

United Kingdom
Sweder

Singapore

Washingtor

South Africa

Virgin Islands (U.S.
Delaware

Delaware

Brazil
The Netherland
Portugal




Name in
Corporate Articles

Electronic Arts C.V

Electronic Arts Project Inc

Maxis K.K.

Electronic Arts Redwood LL(
Electronic Arts Handelsges.m.b
Electronic Arts K.K.

Electronic Arts Switzerland Gmb
Electronic Arts — Tiburon (Formerly
Tiburon Entertainment, Inc

Pogo Corporatiol

Parnassus Data In

EA.com Inc.

ABC Software Gmbt

Electronic Arts World LLC
Electronic Arts Studio (UK) Limite:
Electronic Arts Publishing SAR
Electronic Arts Studio EURI
NuFX, Inc.

Electronic Arts Czech Republic S.R.
Electronic Arts Hungary Trading K
Electronic Arts Polska Sp.zo
Electronic Arts Italia SRI

Studio 33 (UK) Limitec

Doing Business As

Jurisdiction
of Incorporation

Electronic Arts C.V
Electronic Arts Project Inc
Maxis K.K.

Electronic Arts Redwood LL(
Electronic Arts Austriz
Electronic Arts K.K.
Electronic Arts Switzerlan
Tiburon

Pogo.comr

Parnassus Data In

EA.com Inc.

ABC Software Gmbt
Electronic Arts World LLC
Electronic Arts Studio (UK) Limite:
Electronic Arts Publishing SAR
Electronic Arts Studio EURI
NuFX, Inc.

EA Czech Republi

EA Hungary

EA Poland

EA ltaly

Studio 33 (UK) Limitec

Barbados
Delaware
Japar
Delaware
Austria
Japar
Switzerland
Florida

Delaware
Delaware
Delaware
Switzerland
Delaware
United Kingdom
France

France

Illinois

Czech Republi
Hungary
Poland

Italy

United Kingdom




Name in
Corporate Articles

Doing Business As

Jurisdiction
of Incorporation

Electronic Arts Denmark Ap
Electronic Arts Finland O®
Electronic Arts Europe Lt

Electronic Arts Norway A/¢
Electronic Arts Transfer Compal
Electronic Arts Subsidiary Corporatis
Electronic Arts Sales and Distribution Ir
Electronic Arts Music Publishing In
Electronic Arts New Zealan
Electronic Arts Korea Yuhan Hoe
Electronic Arts Hong Kong Ltc
Electronic Arts UK Ltd.

Criterion Software Group Limite
Criterion Software Limitec

Criterion Software International Limite
Criterion Software Inc

Criterion Software K.K

Electronic Arts EA Holdings AE

EA Delaware LLC

EA Japan LLC

EA General Partner Limite

EA Bermuda Partnersh

Electronic Arts Denmark Ap
Electronic Arts Finland O®
Electronic Arts Europe Lt

Electronic Arts Norway A/¢
Electronic Arts Transfer Compal
Electronic Arts Subsidiary Corporatis
Electronic Arts Sales and Distribution Ir
Electronic Arts Music Publishing In
Electronic Arts New Zealan
Electronic Arts Korea Yuhan Hoe
Electronic Arts Hong Kong Ltc
Electronic Arts UK Ltd.

Criterion Software Group Limite
Criterion Software Limitec

Criterion Software International Limite
Criterion Software Inc

Criterion Software K.K

Electronic Arts EA Holdings AE

EA Delaware LLC

EA Japan LLC

EA General Partner Limite

EA Bermuda Partnersh

Denmark
Finland

United Kingdom
Norway
Delaware
Delaware
Delaware
Delaware

New Zealanc
Korea

Hong Kong
United Kingdom
United Kingdom
United Kingdom
United Kingdom
Texas

Japar

Sweder
Delaware
Delaware
Bermuda
Bermuda




Name in
Corporate Articles

EA International (Studio and Publishing
Ltd.

EA Entertainment, Inc

Electronic Arts Mauritius Limite«
Electronic Arts Belgium SPR

EA Swiss Sar

Electronic Arts Computer Software
(Shanghai) Co., Ltc

EA Mobile LLC (Formerly JAMDAT
Mobile Inc.)

EA Mobile (Canada Holdings) Inc.
(Formerly JAMDAT Mobile (Canada
Holdings) Inc.)

EA Mobile (Canada) ULC (Formerly
JAMDAT Mobile (Canada) ULC

EA Mobile (Hawaii) LLC (Formerly
JAMDAT Mobile (Hawaii) LLC)
Electronic Arts Mobile (UK) Limited
(Formerly JAMDAT Mobile (UK) Ltd.)
Electronic Arts Mobile (Romania) S.R.L
(Formerly SC JAMDAT Mobile SRL
EA Mobile (India Holdings) Inc.
(Formerly JAMDAT Mobile (India
Holdings) Ltd.)

EA Mobile (India) Private Limited
(Formerly JAMDAT Mobile (India) Ltd.’
EA Mobile Japan K.K. (Formerly
JAMDAT Mobile (Japan) Inc.

EA Mexico S. de R. L. de C.\
Electronic Arts Greece Limited Liability
Company

EA Games India Private Lt

Digital lllusion CE

EA Digital lllusion CE AB

Singshot Media LLC

Doing Business As

Jurisdiction
of Incorporation

EA International (Studio and Publishing
Ltd.

EA Entertainment, Inc

EA Mauritius Ltd.

Electronic Arts Belgium SPR

EA Swiss Sar

Electronic Arts Computer Software
(Shanghai) Co., Ltc

EA Mobile LLC

EA Mobile (Canada Holdings) Inc.
(Formerly JAMDAT Mobile (Canada
Holdings) Inc.)

EA Mobile (Canada) ULC

EA Mobile (Hawaii) LLC (Formerly
JAMDAT Mobile (Hawaii) LLC)
EA Mobile (UK) Ltd.

Electronic Arts Mobile (Romania) S.R.L
(Formerly SC JAMDAT Mobile SRL
EA Mobile (India Holdings) Inc.
(Formerly JAMDAT Mobile (India
Holdings) Ltd.)

EA Mobile (India) Private Limited
(Formerly JAMDAT Mobile (India) Ltd.’
EA Mobile Japan K.K. (Formerly
JAMDAT Mobile (Japan) Inc.

EA Mexico

EA Greece

EA Games India Private Lt
Digital lllusion CE

EA Digital lllusion CE AB
Singshot Media LLC

Bermuda
Delaware
Mauritius
Belgium
Switzerland
China
Delaware

Delaware

Nova Scotie
Delaware
United Kingdom
Romania

Mauritius

India
Japan

Mexico
Greece

India
Sweder
Sweder
Delaware






Exhibit 23.01

Consent of Independent Registered Public Accountingirm

The Board of Directors
Electronic Arts Inc.:

We consent to the incorporation by reference inrégéstration statements on Form S-8 (Nos. 33-668365212, 33-53302, 33-41955, 33-
82166, 33-61781, 33-61783, 333-01397, 333-09683,088B93, 333-32239, 333-32771, 333-46937, 333-60333-60517, 333-84215, 333-
39430, 333-39432, 333-44222, 333-60256, 333-67438,82888, 333-99525, 333-107710, 333-117990, 28286, 33-127156, 333-
131933, and 333-138532) and the registration stteon Form S-3 (No. 333-102797) of Electronic Anis. and subsidiaries (Electronic
Arts Inc.) of our reports dated May 29, 2007, witkpect to the consolidated balance sheets ofretectArts Inc. as of March 31, 2007 and
April 1, 2006, and the related consolidated stategmef operations, stockholders’ equity, cash flosysl comprehensive income for each of
the years in the three-year period ended Marcl2@Q7, the related financial statement schedule agement’s assessment of the
effectiveness of internal control over financighogting as of March 31, 2007 and the effectiversdsaternal control over financial reporting
as of March 31, 2007, which reports appear inMasch 31, 2007 annual report on Form 10-K of Elewir Arts Inc.

As discussed in Notes 1 and 14 to the consolidatadcial statements, effective April 1, 2006, Eteaic Arts Inc. adopted the provision of
Statement of Financial Accounting Standards No. (ti@8sed 2004)Share-Based Paymeiaind Securities and Exchange Commission Staff
Accounting Bulletin No. 108Considering the Effects of Prior Year Misstatemeavtien Quantifying Misstatements in the Current Year
Financial Statement.

KPMG LLP

Mountain View, California
May 29, 2007






Exhibit 31.1
ELECTRONIC ARTS INC.

Certification of Chief Executive Officer
Pursuant to Rule 13a-14(a) of the Exchange Act
As Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, John S. Riccitiello, certify that:
1. I have reviewed this Annual Report on Forn-K of Electronic Arts Inc.

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to the
period covered by this repo

3. Based on my knowledge, the financial statésjend other financial information included irstheport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4.  The registrard’other certifying officer(s) and | are responsitdleestablishing and maintaining disclosure cdstemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingared

b.  Designed such internal control over finah@aorting, or caused such internal control owearicial reporting to be designed
under our supervision, to provide reasonable assargegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in atmare with generally accepted accounting princij

C. Evaluated the effectiveness of the regissafisclosure controls and procedures and predentthis report our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period coumyeldis report based on su
evaluation; an

d. Disclosed in this report any change in #ggtrant’s internal control over financial repogdithat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5.  The registrant’s other certifying officer@)d | have disclosed, based on our most recehiaian of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions)

a.  All significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b.  Any fraud, whether or not material, thatalwes management or other employees who have Hisag role in the registrant’s
internal control over financial reportin

Dated: May 29, 2007 By: /s/ John S. Riccitiello
John S. Riccitiello
Chief Executive Officer







Exhibit 31.2

ELECTRONIC ARTS INC.

Certification of Executive Vice President, Chief Rnancial and Administrative Officer
Pursuant to Rule 13a-14(a) of the Exchange Act
As Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, Warren C. Jenson, certify that:

1.
2.

| have reviewed this Annual Report on Forn-K of Electronic Arts Inc.

Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading with respect to the
period covered by this repo

Based on my knowledge, the financial statésjend other financial information included iistheport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrarg’ other certifying officer(s) and | are responsiioleestablishing and maintaining disclosure cdstemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingared

b.  Designed such internal control over finah@aorting, or caused such internal control owearicial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princij

C. Evaluated the effectiveness of the regissafisclosure controls and procedures and predentthis report our conclusions
about the effectiveness of the disclosure conints procedures, as of the end of the period coueyéhis report based on su
evaluation; ant

d. Disclosed in this report any change in #ggtrant’s internal control over financial repogdithat occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

The registrant’s other certifying officer@)d | have disclosed, based on our most recehtaian of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions)

a.  All significant deficiencies and materialak@esses in the design or operation of internairabaver financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b.  Any fraud, whether or not material, thatalwes management or other employees who have Hisag role in the registrant’s
internal control over financial reportin

Dated: May 29, 2007 By: /s/ Warren C. Jensor

Warren C. Jensol
Executive Vice President,
Chief Financial and Administrative Office






Exhibit 32.1
ELECTRONIC ARTS INC.

Certification of Chief Executive Officer
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 Annual Report of ElectroAigs Inc. on Form 10-K for the period ended Mardh 3007 as filed with the Securities
and Exchange Commission on the date hereof (thpdi®, |, John S. Riccitiello, Chief Executive @fér of Electronic Arts Inc., certify,
pursuant to 18 USC Section 1350, as adopted pursu&ection 906 of the Sarbanes-Oxley Act of 20@2ction 906"), that to my
knowledge:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2. The information contained in the Reportlfapresents, in all material respects, the findmiadition and results of operations of
Electronic Arts Inc. for the periods presented éfre:

/s/ John S. Riccitiello
John S. Riccitiello
Chief Executive Officer
Electronic Arts Inc.

May 29, 2007

A signed original of this written statement reqdit®y Section 906, or other document authenticatisgnowledging, or otherwise adopting
the signature that appears in typed form withingleetronic version of this written statement regdiby Section 906, has been provided to
Electronic Arts and will be retained by Electroiids and furnished to the Securities and Exchang@i@ission or its staff upon request.






Exhibit 32.2
ELECTRONIC ARTS INC.

Certification of Executive Vice President, Chief Fnancial and Administrative Officer
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 Annual Report of ElectroAids Inc. on Form 10-K for the period ended Mardh 3007 as filed with the Securities
and Exchange Commission on the date hereof (thpdi®, |, Warren C. Jenson, Executive Vice Prestdmd Chief Financial and
Administrative Officer of Electronic Arts Inc., ady, pursuant to 18 USC Section 1350, as adoptedyant to Section 906 of the Sarbanes-
Oxley Act of 2002 (“Section 906"), that to my knaudge:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2. The information contained in the Reportlfapresents, in all material respects, the finadnmiadition and results of operations of
Electronic Arts Inc. for the periods presented éfre:

/s/ Warren C. Jenson

Warren C. Jenson

Executive Vice President, Chief Financial and
Administrative Officer

Electronic Arts Inc.

May 29, 2007

A signed original of this written statement reqdit®y Section 906, or other document authenticatisgnowledging, or otherwise adopting
the signature that appears in typed form withingleetronic version of this written statement regdiby Section 906, has been provided to
Electronic Arts and will be retained by Electroiids and furnished to the Securities and Exchang@i@ission or its staff upon request.



