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"The only constant is change”

—Heraclitus, 400 B.C.

1. INTRODUCTION

The last moaths of the 80's were spent celebrating "Europe's Horn of Plenty”. However, a year of rading with a
highly undervalued Yen and Dollar, the war in the Gulf and the warldwide (US) economic dislocation are inviung
most analysts 10 revise their predictions downwards. From 3.3% in 1989 and 2.9% in 1990, European economic
growth is expected to be only 2.2% in 1991, Inflation is creeping up slightly and unemployment has starzzd to rise
again.

Nevertheless, Europe 1993 will happen and in less than 80 weeks the United Market will de bom. The
Commission in Brussels is frantically working out the numerous Directives that will make this a reality, but we
already know that much will be left for after the magic date of January, 1993. For one thing, VAT harmonization
will not happen befors 1996 at the earliest.

Our success in Europe this past year seems 10 negate this somewhat gloomy look at the futwre. It is clear that our
ssgment of the computer industry is sdll enjoying reasonable growth, although with an economy developing more
siowly we can expect customers o become more selective in their choices, more conservauve in their decisions.
Increasad focus on competitiveness, customer relationships, and efficiency is needed more than ever. At the last
shareholders meeting of IBM, John F. Akers outlined a market philosophy that we should take as cur own vision
for Microsoft in Europe:

“The only thing that should exceed the strength of our products is the strength of our ability to -
market and support them. That strength must be reflected and reinforced by excellencs in our
customer relationships. Excellence means we are so in wne with our customers' needs that we
not only read their requests, we can almost read their minds and we never r=st in our obsession
10 satisfy and delight them. Our objectve is total customer satisfaction. And total customer
satisfaction must be reached by combining the best technology with the best services.”

This proposed plan for FYS2 is our attempt to extend the excellence of Microsoft in Europe to reach this [evel of
customer satisfaction and achieve greater success.

2. FISCAL YEAR 1991 PERFORMANCE

We estimate that Retail Revenues (including networking and services) will end up close (o S710M at FY91
exchange rates. This will represent more than 90% dollar growth over last year, or some 75% in local currency
when we climinate the dollar exchange effect. The budget will be beaten by more than 30%.

OEM Revenues will also beat budget by almost 11%, with sales of S60M and 2 20% year-to-year growth rate.
With the exception of Spain, every subsidiary is planning to beat their Operating Income budget by a wide

margin. [n spite of the investments made in NBU, Consulting and PSS, we will remain very closc to FY90's
achievement and return more than 22% local operating income.
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Retail Revenue ($000) (#1)

FY87 % Growih Fyss % Growth FY&9 % Growth FY90 % Growth FyotL FY91 % Fore/ CAGR

Tervltory Actusl 83/87 Actusl 89/88 Actusl $0/89 Aclusl 91/90 Forecast Budpget Budgel 8191°F
UK 48,2156 127.0% $18,744 37.5% $15,764 64.1% $42,289 7.3% $72,868 362,639 16.3% 72.4%
Nordie $5,749 141.0% $13.887 44.6% $10,044 82.8% $36,642 70.9% 362628 351,886 20.7% 81.7%
Oerman/Aun (#2) $28,738 m1% $44,031 53.3% $67,521 47.9% $99,881 93.7% 3193452 $132.773 45.1% 10.3%
Switzesland $15,532 49.3% 323,194 $20,808 11.5% M
France $24,988 76.7% $44,150 67.5% $73,936 571.1% $116,581 68.3% $196,158 $143311 36.9%) 67.4%
Iberica (#3) $1,412 133.0% $3,368 92.5% $6,468 72.2% $11.137 $10366 TA%| 9.1%
Penclox $4,497 90.9% $3,583 61.0% $13,920 30.4% $18,018 71.8% $30942 $24,084 28.5%)| 62.0%
Iuly $3,502 86.3% $6,526 66.7% $10877 82.0% $19,798 52.8% 330257 $26,881 12.6%| 71.4%!
Furope Total $12,121 88.8% $137,303 56.8% $215322 63.0% $355,206 74.7% $620.636 $472,747 31.3% 10.9%

OEM Revenue ($000)

FY3? % Growth FY8S8 % Growth FYss % Growih FY90 % Growih FYs FY91 % Forel CAGR

Territory Actual 88/37 Actus) 89/88 Actus) 90/8% Actoal 190 Foreeast Budget Budget 87-31F
UK $1,746 99.3% $5,48¢ 49.6% $8,205 13% $8,473 15.2% $9,760 37,480 30.5% 37.3%
Nondic $1,290 1244% $2,898 49% $4,198 3H.1% $5,627 65.0% $9.287 $6.860 35.4% 63.8%|
German/Aunt (#2) $3,794 97.0% $7,476 21.9% $9,565 T4.2% $16,669 15.8% $19.300 $19,067 11% 50.2%!
Switzrrland $13 0.0% $i3 30 NM N
Frence $4,489 14.3% $5,132 36.1% $6,938 (12.0%) $6,147 (42.5%) $3.533 $4,127 :...ﬁuL (5.3%)
Ibesica (#4) $i NM $218 63.1% 67 (67.3%) 3120 $547 (18.1%) (71.0%)
Benelux $1,422 1m.1% $3,03¢ (8.6%) $2,770 (35.3%) $1,7193 1729% $4.893 $3.060 59.9% 36.2%)
lisly 31,666 289.5% $10.383 1.6% $19,550 313% $10,900 18.1% 312,887 312,887 0.0% 43.3%
Europe Totsl $16,407 109.7% $34,403 2.5% 342,495 17.6% $49,980 19.6% $59.793 $54,028 10.1% 38.2%

¥1: All revenves csleulated using FY92 exchange rates. Rev.
#2: Germany's CAGRs Include tevenuo for Switzerland.

#3: Iherica’s retail revenve CAGR is for FYS8-FY91F only.

¥4: Ibedea's OEM CAGR it for FY89-FY91F only.

enues Include networking and tervices but exclude ORM commissions.
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Operating Income ($000) (#1)

F1: Al opesating incomes calculied using FY92 exchange fates;

#2: UK's CAGR is for FY88.FY31F only.
#3: Germany's CAGR includes opersting income for Switzerland.

#4; For comparison purposcs,

(B}

excludes OBM commissions but Includes OBM related n__-xa.ru.

this excludes expenses of the European Heasdquerters.

FY87 % Growth FYs8 % Growth FY89 % Growth FY90 % Grawth FY91 Fyn % Fore/ CAGR
Territory Actusl 88/87 I])S:-. 29/88 Actusl 90189 Actunl 91/90 Forecast Budget Budpel 87-91F
UK (#2) (3667 NM $1.274 24.4% $1,584 451.4% $8,734 17.9% $10,295 34455 1311% 100.7%
Nordic $182 T71.0% $1,583 {53.6%) $734 927.4% $7.541 512% 311,858 $4.687 151.0% 184.2%
Qerman/Aust (#3) $2824 271.0% $10,646 47.1% $15,663 1.0% $23,653 110.8% 349,367 $24.179 106.2% N1LA%
Swiizerland $5,515 17.7% 36492 $3319 95.6% M
France $3,264 137.3% $7,74% 85.9% $14,395 101.9% $29,065 91.7% 355,128 $26,614 109.4% 103.3%,
Tberice $18 629.4% $105 64.4% $337 (143.9%) (3148) $140 205.5%) NM
Henelox S48 33.1%) $328 245.2% 91,131 109.6% $2,370 118.9% $3.187 32340 121.6% 80.4%
ualy $161 284.3% $618 72.2% $1,065 211.0% $3312 3.9% $1,508 $2.220 58.0%| 116.1%
Europe Total (K1) $6253 255.4% $22.222 56.5% $342717 131.6% $80.527 71.3% $142,787 $67.956 110.1% 11B.6%
Opersting Income (% of Retail Revenue)
FYA? i FY&s Dt FY89 it FY%® puy ¥y Fyst DIft Fore/
Terrltory Actual 38/87 Actual 89/38 Actusl 90/89 Actual 9I1/50 Forecas{ Budget Budpel

UK (8.1%) 14.9% 1% (0.6%) 1% 14.5% 1% (6.5%) 1% 1% 1.0%
Nontic 2% 8.3% 11.4% 7.8%) 31% 16.9% 206% (1.6%) 139% 9.0% 9.9%
Germsn/Aunt 11.0% 11.2% 242% (1.0%) 232% 0.5% 23.7% 21% 258% 18.2% 1.6%)
Switrerland I55% (7.5%) 28.0% 16.0% 12.0%
France 13.1% 4.5% 17.5% 1.9% 19.5% 55% 249% 3.5% 28.4% 18.6% 9.8%
Tberica 20% 41% $.1% (0.9%) 52% {6.5%) (13%) 1.4% (LT®)
Benelux 109% 7-1%) I8% 44% 82% 5.0% 13.2% 36% 163% 9.7% 7.0%)
July 5% 19% 2.5% 03% 9.5% 69% 16.7% (5.1%) 1% $.3% 13%,
Europe Total (¥4) 8.6% 7.6% 162% 0.0% 16.2% 6.5% 22.71% 0.3% 21.0% 14.4% 8.6%




3. MARKET OVERVIEW

I can oaly reiterate what I said in last year's Business Plan: good data is hard 10 come by, Cohersnce betwesn
analysts, and sometimes within one single company, does not yet exist. Only wends and order of magnitude can be
4erived from the many reports produced by Dataguest, IDC, Inteco and the SPA.

It is clear, however, that this last year was not a good one for most computer manufacturers. In Europe, both local
manufacturers (such as Olivedi, Philips, and Bull) and US companies (sach es Digital Equipment) announcsd
significant staff reductions along with, in mast cases, financial results ranging from poor to disastrous. As a
result, competition has clearly intensified, reducing margins and forcing manufacturers and the distribution
channel into a continual search for productvity. With some 26% white collar workers and less than 4% of all
nouseholds equipped with 2 PC, the market is not yet samrated but is certainly showing signs of mauzity.

Hardware

Dataquest estimates that just over 6 miltion units of Intel based personal computers were sold into all market
segments in FY91. This corresponded 1o a growth of nearly 12% over FY90. It is expected that next year's growth
will be 11%.

CPU Sales Data by Country (#1)

Intet CPUs (0003 Units) (#2) 1

% Growth % Growth % Growth % Growth

Country FY39 90/89 FY90 IL/5% FY91 92/91 FY92 93/92 FY93

45 768.7 24.1% 9541 93% 1,043.0 8.4% 1,1302 6.9% ~082
Nordic Countries 4635 20.8% 5661 121% 6347 10.2% 699.7 7.8% 7542
West Germany 3446 17.3% 990.7 17.8% 11673 18.5% 1,383.0 14.1% 1,578.1
Switzerland 1548 19.8% 1854 11.7% 2071 75% ma 4.6% 329
Franee T27.0 19.2% 356.4 12.0% 702 11.2% 1,078.5 9.9% 1,184.9
Spain 3517 25.4% 4437 145% 5140 11.1% 57110 8.7% §20.8
Beneiux §53.0 1.3% §933 8.5% 435 6.4% 6344 4.1% 712.4
fuly Lyy® ] 174% 5552 12% 5953 1.9% 6422 5.8% 679.7
Others 1771 28.4% 2215 10.5% 2513 10.0% 27635 8.7% 3003
Europe Toul 4.524.1 19.1% 53872 11.9% 6,026.1 11.0% 6.688.3 3.7% 7273

Noa.PC Compatible CPUs (00ds Ugits) (¥3)

% Growth % Growth % Growth % Growth

Country FYs9 90/89 FY%0 (2%, ] FY91 9291 FY92 93/92 FY93
ux 644 53.7% 102.1 U5% 1272 11.4% 1417 1.0% 151.6
Nordic Countrics 433 25.3% 613 16.1% ns 10.1% 790 7.5% 85.0
West Germany 511 U.4% 1.1 17.1% 832 2% 367 12.0% 97.1
Switzerland 253 19.5% 30 16.9% 21 10.0% 463 7.0% 9.6
Francz 350 23.6% 1062 2.0% 1294 12.6% 1460 9.5% 1598
Spain 153 43.1% 218 15.1% 252 Li% 213 10.4% 302
Benelux 399 1.6%° H0s 10.7% 4“9 10.9% 4933 24% 510
Tuly 245 2l.1% 294 6.3% 314 43% 130 3.3% 342
Others 11.0 49.5% 165 11.1% 1856 0.5% 1838 6.4% 20.0
Europe Toul 3724 30.3% 48546 18.2% 574.1 9.5% §28.4 7.9% 6782

#1: Source Dataquest thipments data, Dec. 1990, Fiscal year information is calculated based on sn sverage of calendar year data.
#2: ninl data ncindes both businesz and home CPUs.
#3: Nou-PC compatible data (predominanzly Motorola 68xxx based machines) includes business CPUs oaly.

In the professional market, Intel has continued 1o dominate with more than 91% of all personal computers sold in
FY91. The share of 386+ based machines has further increased and now represents more than 42% of the market
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(including 386+ laptops). This share could approach 60% next fiscal year and would represent mors than 4 miltion
enits of Windows capabie machines.

European Processor Sales Data #L)

CPUs (% of Total)
Dur Dur Dur bur
CPU FYss 90/89 FY90 $1/90 FY91 291 FY92 93192 FY93
8086738 32% (13.0%) 2% (1l.1%) 2% (6.0%) 2% 2.3%) 04%
286 329% (22%) 3%.7% (7.7%) 2.9% (11.1%) 178% (9.4%) 3.4%
386 2.3% 11.5% 243% 45% 8.9% 123% §12% 4.3% 56.0%
486 0% 3% 3% Q7% 19% 1.8% L% 3.7% 65%
Lapeopt T4% 23% 102% 2% 134% 1% 165% 3.3% 195% |
[nted Total 2.4% @.7%) N.7% (0.4%) Nn3% Qi% 91.4% 0.1% 915% [
Noa-PC 52K (#2) 2.0% 0.4% 2.4% 03% 7% @i%) 2% Ql% 2.6% 1
Noe-PC 252K (#2) 54% 3% 59% Q1% 0% 0.0% 0% 0.0% 59%
Noo-PC Total 1.6% 07% 3% Q4% L7% Q1%) 3.6% (0.1%) 5%
[ Eurooe CPU Toul 100.0% 100.0% 100.0% 1000% 100.0%
#1: S Dataquest ship data, Dec. 1990, Fiscal year information is calculsted based oa an average of calendar year data.
lntel data includes both business and hame CPUs. Non-PC compaiible daca includes only busineas machi

#2; Predommantly Motoroia 68xxx based machines.

Ome of the significant events in the hardware market this last year was the strengthening of low-end offerings with
major products inroduced by IBM (PS/1) and Appie (Classic). This, in addition o the success of some of the
low-end cloges (like VOBIS) and the increased acceptance in some markets (especially Germany) of Far East
products, has driven prices down and rejuvenated the home market. At roughty 20% share, the home market has
been growing faster than the professional market and now represents nearly 30% of all machins sales in Germany
(this country representing about 25% of the total European home market, well ahead of the UK at 22% and France
at no more than 15%). The major manufacuurers represent just under 60% of the business segment this vear,
slightly less than last year, another sign of the success of low price machines in this part of the market. [3M,
Zenith, Tandon, Amstrad, and Olivetti were the losers in terms of market share, with mostly Compag, Apple, and
the "unnamed many" increasing their presence.

CPU Vendor Market Share
Business Shipmeats (¥1)

[7]) CY90

Market  Market % 1989
Comypany Shars Share iy Rank
BM 20.1% 176% 5%) 1
Compeq 5.9% 12% 1.3% 3
Apple 5.8% 6.7% 9% 4
Oliveai 6.8% 65% 0.3%) 2
Commodors 42% 3% 0.1% 6
Zenithy/Bull 3% 3.6% (1.2%) 5
Toshiba 1.0% 16% 06% 9
Hrandon 1.9% 14% (0.5%) 7
Amatnd 1.0% 26% 0.4%) 3
Phifipe 24% 25% 0% n
Others 01%  20% 1.9%
Toca! Share 100.0%  100.0%
Toul Units 47957 58215

#1: Source: Dataquest vendor data, February 1991,
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Software

According 10 Inteco, European PC users spent some $4.75 billion for third party software in 1990. 58% of this was
spent on personal productivity applications, 24% on commercial (vertical) applications, 12% on operating
enviroaments and 6% on tools. This represents an average spending of $833 per new personal computer.
Assuming average margins of 18% for disuibutors and 30% for dealers, this corresponds to an average
manufacamer's revenue of $478 per new PC. Furthermore, with rezail sales of $550M and an sstimated $100M of
OEM revenues generated by European distributed machines, we can fairly estimate that Microsoft represenied
more than 25% of the European microcomputer software market during this fast year.

Inteco expects this market ta keep growing at a compound annual rate of 20% over the next four years. According
to the SPA, the current growth is much higher, at least for the American companies that are part of the census.
One could believe that these companies’ growth is higher than the market average, especiaily due o the
~Microsoft effect” given that our growth has been even higher than the SPA average in every single country.

Software Market Growth (#1)

ol CY90/39 CY9/8%  CY90/89

Firms Unit $ Rev MS $ Rev

Territory Reporting Growth  Growik Growth
UK 20 34.5% 3%.0% 84.5%
Nordie 19, 46.0% 54.7% 1B3.6%
German/Aust 18 39.1% 613% 100.2%
Switzeriand N/A NIA NIA N/A
Franee 16 31.7% 66.2% 122.0%
Iberica 15 104.0%  1975% 90.7%
Benelux 16 2.3% 437% 110.5%
Tuly 15 63.5% T0.1% 119.5%
|Europe Tocal 19.8% 58.9% 116.0%

#1: Source: SPA market data for firms wacked in both CY39 and CY90.
Revenve data includes effects of changes in exchange rates,

The fight against piracy has been very visible during the last twelve months. Major actions taken in several
countries have resuited in npumerous corporations opealy deciding to enforce the legal use of software. The
Brussels EEC Directive has further provided publicity to the significance of licensing software. As a result, we
estimate that "software peneration” has grown by 25% from 055 software units per machine in CY89 to 0.69 in
CY90.

Software Pesetration (#1)
Unisz per Iniel CPU

Zerritory Y38 S Chanee
1) 4 - 078 095 215%
Nordic 0.68 0.87 28.0%
Gemman/Aust o7 12 U.2%
Swizerland N/A N/A N/A
Fraace 057 0.69 21.7%
Therica (¥2) 0.19 033 5.7%
Benelix 052 ost .7%
Tialy 025 040  58.6%
Other 027 0.38 39.0%
Eurooe Total 0535 0.69 25.5%
#n:s Dataq and SPA market data for bust and homs

CPUs: ssmumes SPA dats includet 75% of tho markes.
#2: Inciudes CPU dasa for Spain only.
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While this is impressive, the absolute number of licensed software units per machine, even if only approximate,
remains very low and justifies the continuation of the fight against piracy.

4. FISCAL YEAR 1992 PLAN

Fiscal Year 1992 will be a year of transition towards FY93 and Earope 1993, dates for which we have set several
ambitious goals.

e First, we will support and service our customers at a level of quality equivalent o what is currently
provided in the USA. This translates in this plan into major hiring in the PSS and Operations areas.

¢ Second, we will converge both our T&C's and our prices across Europe to achieve mark-ups in FY92 of
no more than 40% for English products and 80% for localized products. The FY93 objectives are 15 to
30% for English products and 40 to 60% for localized products. This translates in this plan ino selecied
price decreases and a reduction of most distributor and dealer discounts by at least one percentage
point.

Average Budgeted Price Changes
By Subsidiary

Territory
UK
Nordic
IGermany/Austria
ISwitzerland
iFrance

Tberica (#1)
[Benelix

Qtaly

#1: This price change was implemented in FY91.

To achieve these pricing objectives while maintaining adequate levels of profitability, we are forecasting
significant increases in the productivity of the sales and marketing teams.

Eurther investments will be made during FY9?2 to confirm our presence in the Network market and to develop the
Eurcpean consulting practice. Afler opening in the UK and Italy in FY91, we will expand our MS Consulting
invesiment 1o include Germany and France in FY92. Our geographic expansion will aiso continue with new
country offices being opened in Austria and Finland, and numerous new offices within existing counuies:
Manchester, Geneva, Lyon, Marseille, Toulouse, Strasbourg, Lille, Nantes...

It is important to nots that several components of the economic equation are planned to be modified in FY92.
Dollar exchange rates, local prices, and distribution discounts are all pieces of the complex puzzle that we must
manage. This will be a significant challenge for us.

The budgeted price reductions have been planned on the basis of a dollar that was some 15% cheaper than the onc
currently budgeted: As a result, the budgeted mark-ups nearly all meet the objectives set for FY93. [f the dollar
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keeps rising (and we understand that we might have w0 face another 8% increase by the close of the budgsting
process), many of the budgeted price decreases would not be put into effect.

Less controllable is the sffact of the doilar exchange rate o the Microsoft bottom line. It is interesting to calculate
that if the FY91 average sxchange rate had been the one planned for FY92, our $710M revenue would have been
$620M and our fully burdened operating income margin would have been 2% lower (a net "loss" of S60M).
Additionally, if our prices in FY91 had been 10% lower, total revenues would have shrunk further w $558M and
fully burdened operating income would have been decreased by 7% (a net “loss” of $115M). This must be kept in
mind when comparing the FYS2 budget with our FY91 achievements.

Retail Revenue

Net retil revenue (including nesworking and services) will total $929M, a 49.6% growth versus the FY9l
forecast. This is 2 challenging growth projection but we believe it is achievable. While hardware growth will only
be 11%, the 386/486 segment will grow at 48%. We also expect that the software market will keep growing at a
faster rate than the overall CPU markst, probably at 35% to 40%, due to a) the success of our and-piracy action
and b) the advent of the GUI platform, which rypically generates mare anits of software per machine.

Additionally, a number of new products (or new releases) will swrengthen our competitive position. In panicular,
the DOS § Upgrade is expected to represent 2 one-time sales boost of approximately 700K units contributing by
themselves nearly 6 percentage points of the growth. On the Lan Manager side, the budgeted increase in this
activity will contribute more than 4 percentage points © the FY92 growth.

Retail Revenue ($000) (#1)
%

FY91 FY91 FY92 Growth

Territory Budget Forecast Plan vs. Fore
UK $62,639 $72.868  $110901 52.2%
Nordic $51,886 $62,628 $98,574 57.4%
German/Aust $132,773  $193.452 5318876 64.8%
Swizerland $20,808 $23,1%4 $31.288 34.9%
France $143311  $196,158  $252,482 28.1%
Therica $10366 $11,137 $19,380 78.5%
Benelx $24,084 $30,542 $51,574 66.7%
Taly $26,381 $30.257 $45,183 49.3%
Europe Total $472,747 $620,636  5928.758 49.6%

#1: All revenues calculated using FY92 exchange rates. Revenues
include networking and services but exciude OEM commissions.

OEM Revenue

OEM revenue will total $58.6M, a decrease of 2.0% versus the FY91 forecast. This is not a compleie
reprasentation of reality but reflects the fact that several European mangfacturers are now under Amcrican or
Japanese control and their OEM reveaues are being accounted elsewhere (Philips, Zenith..). The OEM activitics
of coordinating manufacturers’ development, insuring design wins for our platforms, and promoting Packaged
DOs ncedlobesn'angmmedandmeOEMszaﬁwiHbeirmcasedfmm?Aprcrsons.
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OEM Revenue (3000)

%

FYS1 FY91 FY92 Growth

Territory Budget Forecast Plan vs. Fore
UK 7,480 9,760 10,000 2.5%
Nordic 6.860 9,287 5500  (40.8%)
German/Aust 19,067 19,300 21,000 8.8%
Switzeriand 0 13 0 NM
France 4127 3533 4,000 13.2%
Iberica 547 120 153 2715%
Benelux 3,060 4,893 3.647 (255%)
Taly 12,387 12.887 14,300 11.0%
Europe Total 54.028 59,793 58,600 (2.0%)

Cost of Goods

Cost of Goods will average 59.9% of retail sales during FY92. This is 7.6% more than the forecasted COGs for
FY91. This difference is due to the combined effect of price decreases and discount modifications being budgeted
and the higher dollar rates being used. On a weighted average basis, the budget exchange rates being used are
13.7% higher than the FY91 average exchange rate and 4.8% higher than the FY91 budgeted rates,

COGs %
FY91 FY91 FY92 Dift % Curr
Territory Budget Forecast Plan vs. Fore Chge (#1)
UK 59.7% 53.9% 61.5% 7.6% 1.0%
Nordic 59.1% 533% 63.5% 102% 52%
German/Aust 52.1% 52.6% 56.7% 42% 53%
Swirzerland 55.5% 50.0% 612% 11.1% 3.6%
France 53.9% 493% 58.9% 9.6% 5.3%
Tberica 56.2% 60.9% 71.7% 10.9% 4.1%
Benelux 574% 569% 61.0% 4.1% 6.7%
lialy 61.8% 579% 68.5% 10.7% 6.9%
Europe Total 555% 52.3% 59.9% 7.6% 4.8%

#1: % currency change based on year 1o year budget rates. Europe Total
calculated using a revenue based weighted average.

It should be noted, however, that this notion of COGs is an artificial one that does not fairly represent Carporate
COGs. This value could also be impacied further by higher exchange rates or higher transfer prices, both of which

are being discussed.

Operatiug Expenses
Operating expenses will be 28.1% of retail sales. This is 2.9% higher than FY91 forecast but 2.8% lower than
FY91 budget. o
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Operating Expense % (#1)

FY91 FY$1 FY92 Diff
Territory Budget Forecast Plan vs. Fore
UK 33.2% 32.0% 33.4% 1.4%
| Nordic 31.9% 278% 28.1% 0.3%
|German/Aust 29.7% 21.7% 25.2% 3.6%
Switzerland 28.6% 2.0% 27.1% 5.1%
France 21.5% 23% U3% 2.0%
Tberica 42.4% 404% 40.3% 0.2%)
Benelux 32.9% 26.4% 29.0% 2.6%
Italy 30.0% 30.5% 29.5% (1.0%
Europe Total (¥2) 30.9% 25.2% 28.1% 2.9%

#1: Includes OEM related expenses,
#2: Europe Total includes expenses of the European Headquarters.

At 8.4%, marketing expenses as a percent of. retail sales are being budgeted stighty higher than the 7.83%
forecasted for FY91, but much lower than the 9.9% that was budgeted last year. Throughout Europe, marketng
cxpenses will total in excess of $775M. Operating expenscs without marketing reflect the investment being made
in support and services, as well as the investment being planned in education and training. They are planned to
represent 19.7% of retail sales.

Operating Expense % (without Marketing) (#1)

FY91 FY91 FY92 Diff
Territory Budget Forecast Plan vs. Fore
UK 21.6% 21.6% 24.3% 2.7%
Nordic 20.9% 18.7% 195% 0.8%
German/Aust 20.7% 147% 17.7% 2.9%
Swirzeriand 18.4% 12.8% 17.6% 4.8%
France 18.4% 15.6% 16.6% 0.9%
Therica 31.2% 292% 30.8% 1.5%
Benelux 23.2% 18.4% 20.4% 2.0%
Ttaly 19.3% 20.4% 20.0% (0.4%
Europe Total (#2) 21.0% 17.4% 19.7% 2.4%

#1: Includes OEM related expenses.
#2: Europe Total includes expenses of the European Headquarters.

Operating Income

Operating income will be 12.0% of Retail Sales. This is 10.5% lower than FY91 forecast and 1.6% lower than
FY91 budget. These differences are mostly due o the decline in gross profic.
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Retail Operating Income % (¥1)

FY91 FYs1 FY92 Diff
Territory Budget Forecast Plan vs. Fore
UK 7.1% 14.1% 5.1% (9.0%)
Nordic 9.0% 18.9% 8.4% (10.5%)
German/Aust 182% 258% 18.0% (7.7%)
Swizerland 16.0% 28.0% 11.7% (16.3%)
France 18.6% 28.4% 16.8% (11.6%)
Iberica 1.4% (13%) (120%) (10.7%)
Benelux 9.7% 16.8% 10.0% (6.8%)
Ttaly 8.3% 11.6% 1.9% (9.7%)
Europe Total (#2) 13.6% 2.5% 12.0% (10.5%)

#1: Excludes OEM commissions but includes OEM related expenses.
#2: Earope Total includes expenses of the European Headquarters.

People
We plan 10 end FY92 with 1,694 people in the European field operation. This corresponds to 49.8% growth over

EY91 forecast and continues the challenge of finding, hiring, integrating, and training some 50 new persons each
month,

Year End Headcount by Territary

% % %

FY91 Growth FY92 Growth FY93 Growth FY9%4

Territory Fore 9281  Plan 9392  Eors 2423 Eore
UK 167 43.7% 240 27.9% 307 23.1% 378
Nordic 125  41.6% 177 39.0% 246 19.1% 293
German/Aust 41 50.1% 512 473% 754 21.5% 516
Swizzerland 18 88.9% 4 4.1% S0 42.0% 71
France 270 47.8% 399 226% 489 133% 554
Iberica 39 56.4% 61 41.0% 86 34.9% 116
Benelux 70 58.6% 111 243% 138 232% 170
Laly 83  36.1% 113 22.1% 133  283% 177
EHO 18 16L.1% 47 29.8% 61 29.5% 79
Ewarope Total 1,131 49.83% 1.694  33.9% 2269 214% 2.754

Apart from Consulting and NBU where we are sull in investment mode, the highest departmental growth, as one
would expect, will be in PSS. This is the oniy "iraditional” department we will grow faster than revenucs. The
relatively high increase in F&A is due in part to the srengthening of the “operations” side in ordet 10 supply betier
servics 1o our customers, but it mostly reflects the addition or extension of the MIS groups. Sales and Marketing
are contained at a lower growth than revenues, denoting the increase in productivity expected. However, in some
countries we might be faced with Large Account Sales t=ams that will be understaffed. We need 1o be prepared o
react and approve extra heads if sales in that area exceed budget
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Year End Headcount by Function

r % % % FY92

FYS1 Growth FY$2 Growth FY93 Growth FY94 % of

Function Fors 9291 Elan Y92 Fore 94/93 Eore Totad
Retail %41 35.7% 327 28.7% 421 18.3% 498 19.3%
Marketing 164  40.9% 231 242% 287 174% 137 12.6%)|
OEM 2% 315% 33 212% 4 175% 47 1.9%
NBU 60  36.7% 94 59.6% 150 30.7% 196 5.5%
PSS 292 6l3% 471 393% 656  20.6% 791 278%
F&A U7 4714% 364 313% 478 182% 565 21.5%
Warehouse 61 262% 77 213% 98  23.5% 121 4.5%
Consulting/MSU 24 108.3% 0 56.0% 78 538% 120 3.0%
EHQ 18 161.1% 47 29.8% 61 29.5% 79 2.3%
Earope Total 1131 49.8% 1604  339% 2260 214% 2754 100.0%.
Retail Revenue Growth (#1) 49.6% 36.1% 30.0% j

#1: All revenues calculated using FY92 budget rates.

Productivity

Global productivity for Sales and Marketing (Sales + Marketing + NBU heads) will grow during FY92 by 6.7% o
$1,424K per "marketing” head.

Revenue/Retail & Marketing Head (#1)

%

FY91 FY92 Growth

Territory Forecast Plan vs. Fore
UK $1,056 $1,109 5.0%
Nordic $1204 $1,388 153%
German/Anst $1.433 $1.678 17.1%
Switzerland 51,784 $1360 (23.8%)
France $1.816 $1,706 (6.1%)
Iberica $619 $828 3315%
Benehux $998 S1,121 12.3%
Ttaly $T76 $904 16.5%
{Eurape Tow! 51335 $1.424 6.7%

#1: Based on year end retail, marketing, and NBU headcount. All
revenues calculated using FY92 exchange rates; excludes OEM
commissions.

Revenue per CPU and Market Share

Revenue per PC will continue to increase significanty in almost every subsidﬁry in FY92, with a 34.9% incrcase
planned for Europe as a whole. On the Macintosh, many subsidiaries are forecasting a decrease in $/Mac in

X 166803
CONFIDENTIAL

FY92 Business Plan for Microsoft Ewrope Page 12




FYS1, largely due to the inwoducdon of the low cost Classic machines. However with the exceptons of Germany
and Iberica, this situation will be reversed in FY92, with solid increases budgeted in most subsidiaries.

Revenue per CPU (#1)

IV PC $Mac |
% Graowk % Growth % Growth % Growth !
Territory _ __FY90 S1% FY91 9291 FY92 FYs0 90 FYS1 99 Fy9z |
UK 44 9.1% 48 S0.0% 35} SlZ  @7%) 5109 12.3% 5123
Nordic 857 %1% 589 43.8% 123 s8S 129%  §9%6  4L7% 5136
| Gernan/ Augt 567 $52% S14 40.4% 146 S116 (103%)  S104  (37.5%) 565
Switzerland 593 2L.9% S14 382% 5157 $74 (40.1%) 44 93.2% 536|

Francs 12 NI% SS9 17.0% s186 5167 @1.5%)  sin 08% $i2
Therica (¥2) S13 59.9% 21 140% 524 $19  133% s (L3%) 2
Benelux 510 6.3% M9 9.2% 78 $106  (18.9%) 86 16.3% $100
Taly 532 46.9% 47 31.9% 362 855 (%) 537 32.4% 549
Europe (#3) 560 41.0% s 9% 114 S2__ (17.0%) 593 6.3% 595

#1: All revenues based on FY92 budge: exchange rzes; excludes opdate revenue,
#2: lncludes Spain only.
#3: Weighted average based on CPU shipments per country.

Markst shares in the various countries follow a similar trend. With PC products, the FY91 10 FY93 trend is
generally very positive across Europe. Macintosh market share projections are more mixed with some countries
forecasting modest share declines, This reflects bath the increase in Classic sales and our high market shares in
some caiegories where competition is increasing.

Category Share by Country (#1)

Tots} PC WP Share Total PC SS Share Total PC Integ Share
Territory FY91 FY92 FY93 FYI1 FY92 FY93 FY?1 FY92 FY$3
UK ‘ 5% 2% 2% 20% 7% 35% 30% 38% 39%
Nordic 18% 24% 36% 1% 4% 49% 49% 39% 44%
Germany (§2) 60% 56% 56% 50% 52% 7% 2% 3% 1%
Switzerland 4% 50% S1% 0% 2% 47% 2% 3% 0%
France 1% % T4% 56% 55% 54% 5% 65% 6§19
Therics 18% 21% N/A 19% 2% N/A H% 42% NIA
Benelux 2% 8% 3% 20% 7% 6% 57% 63% 61%
luiy 45% 52% 52% 30% 38% 41% 43% 61% 63%
Tota) Mac WP Share Total Mac SS Share Total Mac loteg Share
Territory FY91 FY92 FY93 FY91 FY92 FY93 FY91 FY9 FY93

UK 15% 7% 3% 79% 80% 78% 90% - %% 36%
Nordie 3% 30% 0% 2% 75% TT% 20% 3% 28%!
Germany (§2) 52% 55% 55% 85% 81% 70% 18% 3% 7%
Swizeriend 46% 48% 5% 2% 3% B1% 50% 52% 51%
France % 63% 67% 9% 2% 78% 59% 53% 53%
Therica 17% 17% N/A 54% 52% NIA N/A NIA N/A
Benelux T4% 7% 76% 8% 4% - 86% 51% 2% 3%
Iulv 53% 56% S58% 81% 30% 81% 54% 5%% 2%
#1: Based oa data from subsidisry business plans. [ncludes all Mi ft products in the caiegory.

#2: Does not nclude Austria
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Mouse Nerworks
Territory FY91 FY9?2 FY53 FY91 FY$2 FY93
82,4 1% 31% % 0% 2% 42%
Nordie 3% 54% 50% 30% 15% 38%
Germarny (¥2) 3% “% 2% 14% 24% 33%
Switzeriund 33% 13% 3% 3% 12% 20%
Franee 6% 63% §7% 8% «% 40%
Tberics 2% 5% N/A 13% 19% N/A
Benelux 4% 65% 67% 13% 20% 24%
Taly 28% 1% 1% 21% %% 319

#2: Does oot nclude Austtin

European Mxriet Shares (V1) (#2)
DUy DIY
Y91 FY9281 _ FY$2 PY93/92 FY93 (13)
WP.PC
Microsoft QA% 26%  46.0% 4£1% 50.1%
WordPerfex 279% Q3%  214% 3.0% 246%
BM 2.6% -L3% 14% 0.8% 1.0%
Lot 25% 21% “% 0.6% 2%
All Others 16.6% 26% 139% £.9% 13.0%
Toad 100.0% 108.0% 100.0%
WP-Mac
Microsalt 59.8% 4% S64% 8% 572%
Claris 21% 59% 269% 0.5% 21.7%
All Others 73% 93%  16.6% 15% 15.1%
Toul 100.0% 100.0% 100.0%
SS-PC
Microsoft 33.4% 5% ©3% 5.3% 8.6%
Loms Q3% 24%  99% .5.0% 349%
Boriand 6% 22%  103% 5% 113%
All Others 10.7% 43% 65% -13% 52%
Total ) 100.0% 100.0% 100.0%|.
SS-Mac
Microsaft $35% 32%  382% 24% 73%
[aformix 3% 25% 3% 9% 54%
All Others 1.7% 57% 134% 13% 165%
Toul 100.0% 100.0% 100.0%
Lateg-PC
Mierosoft S0% 13%  43% 29% 92%
Lots T 263% 2% 5% 08% 28.6%
All Others 287% “45% 2% 20% 21%
Total 100.0% 100.0% 100.0%
Integ-Mac
Microsoft 50.0% 09% 1% 0.9% 50.0%
Ragume I5E% 2%  38.0% 23% 5.71%
All Ovhers 142% -13%  123% 1.4% 142%
Toul 100.0% 100.0% 100.0%
#1: Rollup of sub f inciudes all of & company’s products in the category.

m'&w’hohmlmmmﬂmmlm“pﬁduybymhm
#3: Does not includs any data for [berica.
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European Market Sbares (cont) (1) (#2)

DiY Dift
FY91 FY9291 _ FY92 FY9392 FY93 (3

Mice

Microsoft 38.5% 27% 4AL1% 3% $3.4%
Logitae 2% -1.0% 33.1% a0% 33.1%
All Others 25.4% 4% 25.7% 23% 5%
Total 100.0% 100.0% 100.0%
Networks

Microsoft 232% 17% 2%9% 14% I52%
Novell 553% 06% 56.4% £5% 49.9%
All Others 211% 4.3% 163% -1.9% 14.9%
Total 100.0% 100.0% 100.0%

#1: Rollup of sub forecasts; includes ail of a company's products im the caiegory.
#2: "Other” is often farge ¢ not all products were fisied explicidy by each sub.
#3: Does not include my dass for Tberica.

5. EUROPEAN ORGANIZATION AND EUROPEAN HEADQUARTERS

When the European Headquarters was founded 24 months ago, Microsoft was active in Europe in seven offices,
staffed by just over 400 persons with retail revenues in FY89 of just over $200M. Over the last two years we have
grown remendously. During FY92, we will be operating out of 15 national subsidiaries, wtal staff will pass 1,600
persons (a factor of 4 when compared with FY89) and retail revenues will probably pass the $1,000M mark (a
factor of 5§ when compared with FY89).

Al the same time the markets in which we operate have become more complex. Our product offering is mare
extanded: we have entared new, much more technical and demanding markets (NBU) and are contemplating new
areas of development (Mail, Database). We have also raiszd the level of quality expected from our services, both
internal and extzrnal. We have set challenging goals for PSS and Operations and have added Consulting and MSU
to our service offering.

All this has been done without modifying the structure of our European operation, defined in May 1989, Asa

_ result, most management time is spent oo operational issues and not enough reserved 0 strategic thinking. With

Jeremy Butler's departure, it is time to reflect on the current organization and propose a model for the next two
years and beyond. The proposed evolution outlined below calls for a restructuring of ficld operations into three
regions and an extension of the European Headquarters functions.

European Regional Orgauization

Once the decision 1o create tegions in Europe was taken, the possible options were multiple: 3 10 § regions,
intamnal or external hires as Directors. field or EHQ based ...or some combination of the above! After multiple
consultations, we have decided 10 create three regions, o fill the Regional Director positions intemally from
Microsoft in Europe, and to locate them in the field, thus easing the transition and strengthening their role as
“Operational Directors”.  All three Directors will report 10 the Vice President, Europe. Starting July 1, 1991 the
European stucture will be as follows:
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e  Northern Europe: Nordic and the UK
6 countries in FY92
$210M Retail Revenues
$15.5M OEM Revenues
417 saff
Regional Directar: Rolf Skoglund, Stockholm

e Centrat Europe: Germany, Switzeriand, Auszia, and Easiern Europe
3 countries ... plus numerous distibutars in FY92
$350M Retail revenues
$21M OEM Revenues
546 staff
Regional Director: Christian Wedell, Munich

e  Southern Europe: France, Benelux, Italy, Spain, and Portugal
6 countries in FY92
$370M Retail Revenues
$22M OEM Revenues
684 staff
Regional Director: Michel Lacombe, Paris

The objective of this regionalization is to improve efficiency and add vaiue o the structure. A large segment of
the Vice President, Europe's authority will be delegated down to the Regional Direcwors for immediate action.
They will see to the proper staffing, training and development of the General Managers and direct reports, own a
vision of the long-term growth and real profitability of their subsidiaries, and make sure that thers are multi-year
strategies in place. They will approve most subsidiary adminismative policies within the constraints of Corporate
policy, and in concen with the Business Units and IPG, they will drive the product planning and localization
decision process. Their local staff will be limited (0 an executive assistant and an admin, but the ZHQ resources
will be available to them. The Regional Directors will remain in the field. They will also remain the legal
representative of their current subsidiary bat will totaily delegate the day to day management 1© a new General
Management staff.

Together with this new European structure, we will also evolve the structure of the largest subsidiaries. The
current Sales and Marketing Managers, Mats Wennberg in Sweden, Jochen Haink in Germany, and Jean-Philippe
Courwis in France, will be promoted to the new position of General Manager of Sales and Marketing.
Additionally, the recagnition of the importance given to all forms of "services" will be highlighted by the creation
in thess subsidiaries of "Business Operations” management positions. Business Operations will include the
management of F&A and PSS and will thus supervise all Microsoft service functions, both internal and external
(including HR, Facilities, MIS, and Warehouse). The mission for these groups is t0 ensure the excellence of all
services provided by Microsoft. These management positions, only justified at the Director or General Manager
level, will alsa offer career paths to non Sales/Marketing executives. Three such positions arc being created:

o Director of Business Operations, TBH, in Stockholm reporting to Rolf Skoglund, Regional Directon

o  General Manager of Business Operations, TBH, in Munich reporting to Christian Wedell, Regional
Director;

e  General Manager of Business Operations, Jean-Frangois Heitz, in Paris reporting to Michct Lacombe,
Regional Director.

Each Regional Director will then have two direct reports responsible for the day-to-day subsidiary management in
his country of arigin: a General Manager of Sales & Marketing and a General Manager (or Dircctor) of Business
Operations.
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European Headquarters

The Emropean Headquarters (EHQ), in its unchanged charter, will continue to supervise European operatons, 10
coordinate the actvities of the subsidiaries in the ficld, and to supply guidance, coaching and foster cross
communication between the operational groups. More than in the past, the EHQ will need to focus on strategic
reflection and act as a sourcs of input from the field far the corporate business units and organizations.

During FY92, the two existing functional groups of the EHQ (Sysems Marksting and Channel Development) wiil
be farther developed and a new group (F&A) will be formed. The EHQ staff will grow o 47 people, and in
November 1991, we will move 10 a new office space in La Défease. See Appendix A for a complets EX
organization chart.

Systems Marketing Grougs

The Earopean Sysems Marketing Group is organized into two product units (network products and deskiop
operating systems) and two service functions (developer programs and marketing services including PR).

Efficient and consistent policy definition, negotiation and implementation for all of Europe is the primary focus of
the product groups, We will continue to develop the business model that combines each countries' local overall
responsibility for Microsoft's systems business into a tightly synchronized intemational organization. The
European Systems Marketing Group represents Microsoft's European corparats interest ig this process.

The two marketing services groups operate across product lines. They offer services to and in coordination with
the European subsidiaries. We apply the following restrictive criteria 10 the centralization of services al Microsoft
Europe:

e Obvious value add from central service; example: PR coordination.
e  No value add from Iocal duplication at higher cost; example: market research.
e  No cost justification on a country-by-country basis: cxample: specialized ISV evange!lists.

Monthly (in some cases bi-monthly) meetings of the subsidiary business unit and marketing managers have been
established as business management bodies, They follow the CMM model. Their regularity and focus allow us 0
take full advantage of the subsidiaries' marketing expertise for the implementation of European marketing
programs. The meetings also drive the presentation of consolidated European positions on systems product and
marketing strategics W the Systems Division in the US.

The Netwark Business Units have already established multiple, sophisticated reseller channels for LAN Manager
and client server applications during their first year of operation. They have also built systems selling expertise
inside Microsoft. The evenual integration of the NBUs into the subsidiaries' mainstream organizations offers
considerable benefits to the local corporase accounts and channel sales teams. We plan 10 coordinate this
organizational evolution with the Country Managers and the European Channel Development group.

Deskiop Operating Systems: The budgeted increase in Windows pencration on cligible machines by 12 points to
44% can only be achieved if the subsidiaries capture the full potential of additional Windows sales behind the
release of new Windows applications (Lotus, WordPerfect, ...) and successful reference selling. We will provide
optimal support for the programs that are designed 1o grow Windows retail sales during the remainder of the
Windows 3.0 product life cycle: seminar programs, Windows Resource Kit, Windows World cvents, cic. A very
tight localization schedule (30 - 90 days delta) for all localized versions of Windows 3.1 is crucial in order o
achieve the projected 40% increase in monthly sales with the new release.

The key to success with DOS § is to build sales and momentum fast. The DOS § Upgrade is a new product
category with unique marketing, distribution, and support requirsments. The countries have [orccast widcly
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diverging DOS 5 Upgrade penetration rates in the FY92 budgets. It is our goal at the European level to help them
achieve consistently high performance in this area. We will conduct mouathly, at the beginning, and then quanicrty
DOS § business reviews in order o identify the causes of performance differences and to highiight addiiional
business opportunites.

We will monitor DOS § sales on new PCs sold in Europe in the second half of FY92 when PC manufacturers can
be expected to have all localized versions in their channels. PR will play a crucial role to eswablish that users and
PC dealers should only accept DOS § when they purchase new PCs. DOS S Upgrade sales have been budgeted 10
reach 3.5% of the Eurcpean installed base by the end of FY92.

Network Products: The European Network Business Units' budgets are much mare ambitious than the US budget
for FY92. The subsidiaries continue to pursue the market share growth path of the initial Internatioral Netwark
Business Plan. The European FY92 budgets are based on the assumption that new product versions and
functionality enhancements will become available for LAN Manager 2.x as currendy scheduled. They also rely on
the release of 2 Microsoft OS/2 Packaged Product for PC manufacturers. Microsoft's European markeuing swategy
for netwark products must encompass both the curreat 0S/2 based products and futre Win-32 bascd network
services in orde to maintain credibility and continuity, The evenmual shift 10 Win-32 based products must emerge
as 1 gradual transition as thess new products are being released,

Microsoft Europe will concentrate its network marketing efforts on client server solution selling as well as on the
launch of VAR, systems integrator and consultant programs. New services and training programs will be driven by
the European group. One initial market research project in the first half of FY92 will be designed to identify
success stories and failures for Microsoft's network business.

European ISV Program: A new group of seven Microsoft ISV evangelists is the central elemeat of the Europcan
ISV program. They will form a closely knit team that conducts specialized developers workshops, SDK alpha and
beta programs, in addition 1o the on-going Developers Conference Series and 2 new formalized Microsolt
Developers Program.  This new European ISV program acknowledges that the availability of powerful
applications is the most important factor for the success of an operating system. We will build the European cam
and its developer services throughout the year, European Windows developers will ultimately receive a similar
level of support to that which is available from Microsoft in the US. The centralized Eurapean group has also been
chartered to support local ISV programs in each country and to generate the developer feedback that will allow
PSS 1o offer berer developer services.

Public Relations: The greatsst PR challenge is 10 portray a positive image of Microsoft's attitsde and track record
for openness, credibility and partnership in the PC indusay. Tt is equally important to create a high-tech image for
Microsoft Windows against the [BM / Unix coalition who pesition DOS and Windows as non-professional oys.

Channe] Development Group:

FY91 saw the start-up of the European Channel Development Group still in its infancy. The mission of the group
is 10 address pan-European issues concerning our customers, distributors, and dealers and 10 try to improve
communication between the subs and between Europe and Corporate. While initial headcount necds have been
assessed, the first few gronp members hired, and the mission statement for the group written and circulated, FY92
will be the year when we first fully staff the group and are able 10 pro-actively put strategies, structures and
systems in place w0 vault Microsoft well past $1 billion in revenues in Europe 2s well as help cement fruitful
partnerships between ourselves and our customers.

The three key goais of the group for FY92 are:
e We pian 1o reach clear agreement on our relationship 0 the channel and the implications it has for

corparate account selling, We will continue © monitor the effect the consolidation of the channe! and
Europe 1993 have on the structure of our relationship with the channel. We will continue 10 harmonize
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_the SRP's and channel terms and conditions across Euwope. We will formulate erms for large volume
and pan-European (or worldwide) deals for corporate accounts that both use the channel as our delivery
mechanism (where we own the account) and which the channel can offer to accounts on their own,

¢  We will use closer parmering with the channel © get reporting mechanisms ia place and help improve
our disribution operations. We will do a demiled profiling of the channel in FY92 10 determine who
will be the winners and losers in this changing environment. Accurate data on sell-through and large
account sales are a prerequisite for sophisticated sales expansion programs and performance
measurement. We also nesd 10 examine ways 10 increase the sophistication of our sales order and
delivery system to both reduce our costs and our dealers' costs, as well as assure beuer delivery in
countries like Switzerland and Belgiam.

e  We will build a strucnure for large account seiling which integrates the many elements Microsoft offers
(products, consulting, training, and support) and reflects the intemational nature of our operations. In
addition o putting in place a structure for large volume sales, we need 10 fix firmly the framework for
offering and responding to requests for pan-European and worldwide treatment. [n addition, we need to
migrate our selling ability forward as we move away from being a vendor of packaged product software
wowards a vendor which sells an integrated platform of office automazon software, networking, and
services.

QEML

The European OEM business is maraged out of Redmond by Jeff Lum. The challenge for this group next year
will be to maintain motivation and generate new business in a market where most European OEM's are fighting
for survival. On-going and new challenges will be faced: converting DRI OEMs, ensuring RISC design-wins
owards OS/2 3.0, closing Multimedia and Pen Windows OEM deals, and hopefully exceeding budget for FY92,

Microsoft Consui

Gordon Ross, who directs this group in Europe, is located in our UK subsidiary and is a dotted line report 10 the
Vice President, Europe. The challenge for Consulting in FY92 is 10 achieve the necessary market recognilion o
generate the required revenue, A higher market profile will also help in recruitment which is likely to continue 10
be difficult given the quality standard that has been established with the first recruits to Consulting. Consolidation
of our presence in Germany, the UK, and through CORIS in Italy, and the establishment of a consulting capability
in France, are all key goals. Servicing opportunities in other countries from this base will be a priority. FY92
should be the year that Microsoft becomes recognized in Europe as 2 provider of quality consulting services which
deliver real and lasting client vatue through exploiting the potential of the personal computing platform.

5 % Adminiswation:

With the growth we have experienced and the level of demand imposed on the subsidiaries. it became clear during
FY$1 that some level of ¢entralized "consultancy” and help was needed in the Finance and Operations areas. The
creation of an F&A group at the EHQ will fulfill this need. The Finance side will be primarily oricnted towards
analysis and guidance of the field operations. The HR group will focus on developing the right mcthodology 0
help and guide subsidiaries in their hiring and training tasks. An Operations person will be responsible for ali pan-
European issues relating 1o logistics, product creation and supply, and cost of goods. The MIS Manager will
coordinate the development of the MIS functions in ¢ach sub, determine pan-European needs, in particular in the
area of dawabase management, and put in place the necessary actions to provide solutions. This group, expected o
be staffed by nine persons, will be managed by a Director of Finance & Administration, Europe, who will be a
dotied line report to the Vice President, Europe.
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The Legal Group at the EHQ will grow from the current twa people to five by the end of FY92. This will allow
for beuer follow up on day-to-day legal activity and provide improved legal consultancy support to lie
subsidiaries. Of course, we will continue our anti-piracy cfforts along with our involvement in the BSA.

2583

The challenge for PSS in FY92 will be o betier meet the support demand in each country and to make PSS a great
place to work and enhance one's career. European PSS management, based in Redmond and reporting dotted line
10 the EHQ, has three major goals (1) to participate in an International PSS customer satisfaction survey (o
measure customer satisfaction in each country; (2) to coordinate the implementation of support tools and
tachnologies enhancing the productivity of the support engineers; and (3) to ensure that the training demands for
European PSS are well met, both at the technical as well as management ievel,

6. CONCLUSION

With direct subsidiaries in 15 European countries, Microsoft will be well prepared in FY92 for the Europe 1993
challenge. The proposed structure will strengthen our organization and further facilitate cooperation and
communication between countries. Nevertheless, we will face multiple challenges:

o Our competitors will enter the market with new Windows products that will force us to defend
enrenched positions and hopefully further develop our successes.

e Our final actions in the pricing area still need 0 be determined. Our budget calls for an aggressive
reduction of our prices by more than 10%. We might not be obliged to carry out all of these changes,
but there is also 2 remote chance that we might need to do more based on the competitive situation.

e Our image and our relationship to our customers, partners and the industry as a8 whole need to regain a
level of “serenity” that has been lacking lately, Fighting arrogance and supplying the best quality
products and secvices are part of the corporate mission.

o Allemployess and their managers need o fec! at ease in the new soructure and be ready to exceed their
own expectations and skills, With our past growth record and with more growth ahead of us, too often
people fest over-srewched and unable to give their best. Better wraining (quite often just taking the time
for it) and still more communication should help everyone.

The rewards will be great The proposed plans are challenging but realistic and achievable. Based on past
experience, [ know that we can connt on everyone's complete energy and commitment. There are goed reasons 10
be confident that in FY92 Microsolt Europe will become the second saftware company in the world to achicve
mare than $1 billion in sales in the micro computer industry.
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