
Productivity Applications Mission, FY95-97
DRAFT, 2/7/94

Executive Summary
Microsoft has gained the lead m productivity applications ~ith supexior products, early axploitation of
Windows and the Macintosh, leadership in the office suite category, and the mis~eps of DOS leaders
Lotus and WordPerfect- Both companies have rebounded fi-om these eaxly on-ors and are now shipping
comp~tith, e products. Lotus is paxticulaxly strong thanks to their ca-eation of $maftSuite through
acquisition a~ud their competitiw advantage in work~oup applications with Lotus Notes. Borland and
WordPeffect axe t~ng to catch up with Borland Office 2.0. Our applications compa~ favorably today

nsaderable momentum and maxkrt share - 80+% of the suit~ categoIy and -50% sham of
and have co " . . ¯ -= ,-:-- ^-,~ -ro~e~ mana~,ement - but the market
Windows word procesmng, spreadsheeL presentaUon grapm~,~,
increasingly views the altertmtives as near-substitutes. This, plus increasing price competitition threatens

to permanently damage the business.

Our Imssion is to develop the most successful dedctop productivity tools in the world, marketed both as
suites and standalone applicatioxt.~ Our market share goal is 80% for office suites and 60% for apps,
mcinding spreadsheet, word processing, presentation graphics, database, and project management.
Achi~wing these goals hinges on our ability to sustain product da, veaopment momentum, leverage other
lviicrosoft assets (e.g. PSS), and create innovative marketing approaches to increase differentiation vis-A-
vis Lotus and Borland/WordPerfecL At the same time. w~ have aggressive internal goals for reducing
costs - particularly cost of goods sold and documentation and localization costs - and increasing
development and maxketing efficiency.

$2.8B is a reasonable reventm target for 1:Y97. The market for productivity applications is maturing, but
growth will not come to a scrceching halt, and the armuity oppotxxtmty from oux installed base will
continue to increase~ E~n with moderate growth in major markets, narrowing of the uplift between
European and North American prices, and price deterioration due to competition and mix changes, we

can continue to expand this business.

Outlined below is a high-level view of the market today, the coml~tition, and the product and marketing
strategies needed to continue to grow the business profitably.

Business Model
Stove’s F-Y95 business planning memo projects Desktop Applications Di~4sion to be $ l.SB in FY97 based
on 2.3M comp~titivelversion upgrades @ $100, 3M Office competiLiveA~fsion upgrades @ $150, 2M
standalone products at $200, and 2.4M nmv Off’~ @ $300.

Forccasting three years out is an inexact science. Thee are enough variables in this analysis for pages of
scenarios. Summaxized below is an alternatrve $2.gB FY97 view of the Desktop Applications Division
based on reasonable assumptions about market growth, pricing pressures, changes in the license mix.
changes m market share, and our ability to upgrade our installed base. The following takes a trend-line
approach based on the existing business, accelerating current changes in lic~nso mix and downward price
movements. It is reasonable, if not a bit conservative. Relative to Stove’s projection, it is more
conservath’e on price (averag* revenue per license of Office $247 versus $300, single app wrsion upgrade
revenue of $73 v~rsns $100). On the other hand, the combination of more aggressive category growth and

higher upgrade rates contributes to the $1B difference.
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Financial Summary
We expect DAD revenues to incense $594M by. FY97, primarily from an upgrade business which grows
to 26% of revenues. Offic= sales a~so grow de.~pite a cousexwative market sharv as.~ump~ion of 70°/~
R~’emze from new licenses of standaloae applications decreases 14% Revenue per unit is assumed to
drop as much as 30% under this scenario.

Desktop Applications FY97 Projection
L~censes in Thou=and=, Revenue in Millions

FY94 Forecast                 F’Y97 Proiected                Growtl~     ~
Lic ~/unit Rev J ML~     L c ~/unit Rev MLr J Lic J $/ullit I Rev J

Office New Users 2.580 $ 356 $ 916 40% 5.045 $ 247 $1,246 43~ 96~, -30% 36%
OtherApps* NewUse~ 6.264 $ I58 $ 989 44% 5,916 $ 143 $ 848 3~/. -6% -9% -14%

Office Existing Users 543 $ 139 $ 75 3~ 2,349 $ 109 $ 256 9% 333% -22% 239%
Other ApI~" Existing U~rs 2,37"Z $ 8g $ 2~0 9% 6,6~0 $ 73 $ 483 17% 178% -17% 130%

Other (DCIS, other) $ 83 $ 35 -58%

Total QAD revenue $ 2,273 f0~% $ 2,867 I00~ 26%

* H/ord, Excel, Powe~Poird. Ptojec~

De_.sktop Applications business performance din’rag the next three years witl be driven primarily by:
¯ The growth of the productivity apphcadons market worldwide
¯ Microsoft’s shar~ of that market
¯ Prices, including the mix of lower priced liceuse and academic versions
¯ Upgrading the growing installed base to new version of products
¯ Cost control: COGS, operating expenses, marketing, and PSS

Each of these factors is discussed below.

Markat
This forecast assumes a relatively quick flattemag of the growth cttrve for the new-user market. The
Windows suite category will fuel the growth in the years ahead, although suite growth will slow from its
current pace to 30% by FY97 and will be at the expense of standalone applications. Much of the growth
will come from international maflcets. We expect that emerging international markets will leapfrog the
standalone apps phenomena and move directly to the current suite model. The Macintosh / PowcrPC
categories axe expected to plateau.

Dasktop Applications Catagorla$: Growth Projections
N~w Users, Ucenses in Thousands

FY92 F;f93 FY94 I    FY95 FY96 FY97
Windows Ll¢anses Licenses ;Gtowfhl I.~cenr,4m G~ow’th[ Licenses IG~owthj Licenses Gt~,Wh Licenses IGrowth

Suites 325 1,581 1387%I 2,797 77% 3,916 I 40% 5,287 35% 6.873 30%
OtherApps* 5.615 8,534 52%1 13,992 64% 15,112I 8% 14,395 -5% !2,990 -10%

Macintosh

(3ther Apps"     1,37~) 1,448 $% 989 -32% t .039 5% ~ ,091 5% 1.145 5%

Total 7,426 11,750 I 58%; 17,980 I 53% 20,279 t 13% 20,995 I 4%I 21.241 I 1%

° Word Proce~ng, ~dshe~t& Presentaffon Graphics end Project Management.
"Other App$" does NOT include suile licenses
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Market Share
Win Office market sha~ i¢ aasumed to drop to 70% by FY97. Other individual apps will maintain
current sham levels in theh ~pec~e categories. Succeas m ¢~r~ maxk’e~ ,MI~ I~ importer, bul the
top five markets now accoun~ for 75% of DAD revenues and wi].[ continue to tm critical dm’ing the next
thn~ .v~!s. Each margiiml shale point in the Windows category overall will be worth $33M in FY97.

Worldwide Market Share
(Windows)

10096 ....

50% I ,
__. ---i~Word Processors

--~t-- Spreadsheefs
40% ; ~ ---~�--Presenmtion Graphics

30% ~ Project Management

20% _
10%
0%

FY92 FYg3 FY94 FY97

PriceJTVlix
¯ We project prices to drop significantly din-rag the next thre� years as interaational prices settle to a

1. I uplift, we respond to competitive price pressm-e, and lower-priced SKUs (OEM, academic, and
Select) figu~ larger in the mix.

¯ We forecast a 30% price drop for Office licenses to $247 by FY97. This is slightly faster than the
10% drop ($393 to $340) from 1=Y92-94. By F’Y97, we expect 70% of Word and Excel sales to move
through Office, lowering revenue per license. Tempering these dowmvaxd pressures is the potential
for a mix increasing towards Office Professional

¯ Office academic and Select mix will rise dramatically due to new Office academic SKUs and
continued emphasis on Selecl in corporate accounts. The new academic Office will replace a
significant business (25% of licenses) for individual apps. OEIVI sales will rise to a slightly larger
share of the mLx as competitive pres.mres in this channe! continue, especially outside the US.
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Win Office Product Mix and S/unit

Current                              Projected {FY97)
Average S/unit: $355                       Average S/unit: $247

Academic 15% FPP4% 26%

$290
Licens~

31%

46%
3%

$230
License $220

38% CUP
$284 $333 18%
CUP OEM
1.8% 1%

Existing Users
The projected sales of new Microsoft. licerLscS will z~..~ult in the iik~talled ~.s¢ of Word and Excel users
increasing {Tom 10 m.£IiL~On today to 30 rml[Jon worldwide by F~97. This is all i~c~dibl¢ oppo]tmz~t~ for
an annmly, business, but a serious challenge ~ ~:11. Motivating users to upgrade every y~ar will require
compelling product advances and increased focus on installed-base marketing.

Meeting these challenges is key to our forecast. If 20% to 25% of the installed base upgrades every year,
the existing-user business will grow from 10% of revenues to 26% in FY97. This is in line with historical
percentages, but a shortened r~lease cycle and the aging of the installed hardware ba.~ could challenge
historical performance, particularly in minor release years. Each tmrcentag~ point will be worth $31
rniJlion in FY’97.
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COGS
Although the average price per licm~se has fallen abo~t 25% over the last 2 yea~ ($191 to $142 for all
Desk-top Applications Division licenses, worldwide), COGS as a percentage of revenue has tlendcd
slightly dowawa~L Some headway has been made in r~duciag packaged product COGS, but the primary
driver has been a mix favoring licensed product, including OEM-

COGS as a % of Gross Revenue
DesMop Applications

l Prg2 I P~3 I Pr94crr~) I

North Amedca 11.2% 10.4% 9.6%

Europe 8.5% 8.3% 8.1%

ICON 0ROUV) 11.5% 13.0% 12.6%

Far East 17.1%

OEM 5.3% 1.2% 0.8%

Total 9.8% 9.6% 9.5%

As the business moves towards lower-priced products, including version upgrades, we will focus
increasingly on COGS contaim~ent, paruculady in smaller markets where lower product volumes meaa
higher unit costs. Other opportumties include new methods of distribution, a~d a move towards CD bas¢d
product. The positive effects of CD media can be seen below:

Win Office Domestic COGS

Version 3.0 $15.88 $28.74 $4.33 $48.96

Version 4.0 $14.12 $23.81 $4.92 $42.85

Version 4.2 $22.95 $16.84 $4.92 $44.71

CD $3.57 $0.00 $2.45 $6.02
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Headcount
Desktop Applications Division

Headcount by

~     ~u~                                          8~

Function

1~ 28%                              ,~       110

~u~

Z7 47 ~ 0

¯ H~o~t for ~e D~op AppU~o~ ~on is p~j~ to ~ n~ly ~t ~r ~ n~ 3 y~.
A~ h~d~t ~g d~ n~ly I~ m ~9~ (¢xctu~g ~el~d ~ 1~) due to ~o~
in ~r ~u~on ~d l~o~ ~d ~ ~1[ ~os¢ ~� ~ y¢~ at ~ut 660 h~ ~d ~d
~ ~ b= a to~ ~ a~ut 30 h~ ~low pl~ ~r a ~d to~ of a~ut I00 h=~ ~low ply.

. Fu~ d~l~= in o~= ~o~ ~1 ~ ~tched by mod~ m~ m d~¢l~ment capaci~
pro~ ~m~t (~. ~95). T¢~g ~ ~ to ~aR~ due to ~pr~ ~¢n~.

, ~ ~ d~l~e ~ a ~t of h=dco~ due to ~g d~m~on, in~as~ ou=ou~ ~d
i~ p~ss. ~ ~is ~ flat ~ h=d~t ~om ~94 fo~d
M~¢~g is ~sum~ to d~¢ ~ ~ut I0% ~om ~93-~95 ~d ~

Com fifive Situation
Loms. ~ is ~bl¢. ~ to a~l~ng momen~ ~M Not= (inclu~g a gong ~g of
~ p~= ~g v~u¢ to it), Windo~ S~Smte, OS~ S~Smt¢, i~m~ng fin~ci~ ~d
comfy ~a~, 20 ~on ~om~, ~ p~uct aw~ness, broad ~bu6o~
~M ~t is ~ingly ~ng co~m p=c~o d~o~, Lo~ is on
~nfinu¢ m p~ Not= ~ a compu~g plaffo~ ~d ~ inte~ate ~ apps morn tightly ~ng Lo~
B~ic, App~on Field Exc~ge, ~d O~. Not~ pl~ ~� ~c work ~’v¢ do~ wi~ ~ ~d
Version ~g=, h~ ~on~ ~ ~ ~� i~= in ~rkgoup ~mpu~ng ~d
l~ding ~r~up a~fio~ ~ must ~e~dY c~¢ng¢ Not~
C~. W¢ ~ p~id¢ ~u= ~rk~ f~t== in o~ p~uc~ appli~o~, ~l~ng ~p~ for

For~e~ect. ~e ~ ~ n~r ~ ~ to ~i= WorkOut’s ~o~ ~. N~v CEO Ad
Rei~ld ~ ~o~c~ ~ to ~v¢~ ~� ~s~, ~ ~rd p~ssing ~ to ~nm~t¢ o~y a
~d of r~nues ~ ~97, w~e he ~ ag~i~ly ~ng ~e comfy to acute ~¢atcr pmfi~i~.
~ey ~ ~e fi~ ml~ of ~r flags~p ~S p~uct ~d have bacg~ off from u~i~t~
~p~ ~onc~ly their most v~bt¢ ~s~=. ~eir c~eag¢ is to ~com¢
~t¢ ~ket m~ Boded ~= w~le ~’ing ~� work~up ~d ~ bu~n~.

promo~on - one ~Rion ~w ~ - ~d q~y ~ of $.02 ~r ~=�. ~o ~ �m¢nt o= ~ch
co~ ~e ~ of ~�~ c~ ~ m ~� ~ ~t Borl~ ~11 sued in ~oping a new low~nd
~t ~t ~ ~g ~ le= ~em ~1. T~ ~mp~y, !~ncr ~ugh 1ayes, ~ ~en ~mbl¢
ia ~ng f~ ~t k~ a ~bl~c¢ of p~ ~ o~. ~� Bored b~d[~ w~ch ~ p~
~¢ s~¢ = O~, ~ not ~cr~ ~fi~ ~te~ in ~� m~L 11413Zl
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Clar~s. Works is pressuring our premium standaloae apps business and challenging the value proposition

) of our suites. Clans is strong and well positioned. Its revenues grew 48% to $154M ha FY93, and its
awareness more than doubled to 17%. On the Mac, where Works is frequently brindled, the integrated
category is growing faster than the total Mac software market. There is the risk that the same g~wth
phenomenon could impact Windows productivity apps segments.

Product Strategy
The 3-year strategy for productivity applications is based on the following principles:

¯ Focus on Office first, but continue category innovation. The suite category is the fastest g~wing
i.n the business and is an area of competitive advantage for Microsoft, especially versus ItistoricaLly
single-product competitors like Borland and WorclPerfe~. ~¢reasingly, many of the traits that define
a great application are becoming conunon to all of the productivity applications. As with Office 4.0,
future areas of focus ~,ilI include ease of use (IntetliSense features, improved discoverability), user
interface consistency, inter~perability between the applications, mad pmgranmmbility. We recently
created the Office Business Umt to drive this effort. Individual product releases will be synchronized
beginmng with Office ’95, making it easier to share code and designs and to market and sell

At the same time, we cannot afford to lose the best-of-breed battle. It is crucial to the perception of
Office, and even the most aggressive scenario for Office cannibalization imphes that the staudalone
apphcation businesses are among the largest in the company.

Add value to Oftiee. We ~,ill continue to add value in the form of additional product breadth and
value-added data and services. MOM r-as a good example of leveraged value-added in Office 4.0.
Our primary focus in Office ’95 will be Ren, an integrated PIM and mail client, and possibly
Resource Planning Manager (P, PM), a non-CPM based planning tool. Other candidates for Office ’95
include the image editor and other add-on.s/servers. Ren and KPM ~ill also be sold standaione. Both
have potential to add upside revenue to the plan and significant value to the product line.

¯ Build long-term product differentiation. Although we have benefited from the last releases of the
applications, competitors have proven they can neutralize many feature advantages, particularl~’ the
user-oriented "auto" .type features. We must continue to innovate and invest in sustainable
technology advantages. Visual Basic for Application, PivotTables, Word’s AutoFormatter, OLE 2.0
support, and the applications infrastructure effort are examples of features that can differentiate for
longer periods of time. We will need to reduce the number of"small" features to achieve this goal

¯ Exploit systems releases (and rest of Microsoft). Micrnsoft’s ability to set industa3’ direction is a key
asset for the company and the productivity applications mission. We will time apps releases ~,ith
systems releases and ensure Microsoft applications uniquely exploit these releases for customer
advantage. We will take a similar approach to teveraging other parts of Microsoft, including
workgroup applications, Advanced Development and Research, the Consumer Division, and others.
An added benefit of release s)~chronization across divisions is that it facilitates technical cooperation
and synergy.

This plan assumes that Windows (moving to Win-32) and Macintosh remain the dormnant platforms
in the ne, xI 3 years. Other than moving our 13inducts to RISC platforms running NT mad to the
PowerPC Macintosh, no new platforms or ol3eratmg systems are planned. OS/2 success, even to the
point where it becomes the relevant second platform in cross-platform, is a risk in this plan.

¯ 12/24 is an approach to scheduling releases that allows for major architectural releases every 24
months and competitive releases every 12. Since architectural changes take longer and frequenl
releases are inefficienI and hard on the team. the majority of the development resource will work onthe 24 month release. In between, however, up to 25’/, of the team will develop low-Cost, high-
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~isibilRy releases designed to ~¢u ~wicws, respoad to cow, horn ~d c~e up~dc ~nue. ~e
) go~ ~ ~ to ~te much of ~e ~ of ~ ~I~ ~u~ a~, O~ S~e~, ~d ~ou~

~A ~e m~er ~ c~g ~ ~ .ec.

B~ d~op applications for use ~ a workg~up. W~ m~ b~Id ~p~ for wo~up sc~os
into ~I of ~e apportion. ~ey ~ b~ d~ to ~ppo~ m~fiple ~ck~n~, ~clu~g .~
Not~ ~d o~. It B o~ g~ to ~ be~er ~rk~oup appli~fion ~p~ ~ ~.

¯ Be the b~ plaffo~ for business m~fions. ~~ appH~fio~ ~e mc~g~ b~g ~ud ~
p~ of comp~y-~de solufiom, inclu~ng solufio~ ~t auto,re ~t ~ness pr~s~.
~g d~ ~ for ~ solufi~ is ~ ~t so~ of b~n~s, but mo~ im~fly
~ ~ too~ ~ p~e~ en~ench~ choi~ ~r gm~ pr~uc~ ~. We ~ ~v~ mo~ m
¯ e ~ of t~olo~es (e.~ ~ O~ 2.0, O~ consols ~ fo~, ~L ~c.) ~t m~e o~
app~fio~ ~ com~nen~ of ~mer mlufiom. ~e I~24 d~v~lopment app~h ~o~
~t ~p~g ~ tec~olo~es o~ ~ longer.

O~afion usabifity. So~ a~ms~fion - i~lafio~ ~ ~ ~ppo~ng - is
f~ t~ cosily for o~ ~omers. We t~k some ~eps ~ ~e inte~t~ ~mp ~d ~-i~l ~a~s
ofOffi~ ~.0, but ~ ~ve a long way to go to ~fi~[y ~duce ~om~ a~fion ~.

E~d into n~ g~graphies. M~et gro~ for p~u~ appH~o~ ~ll b~ ~gh~ in new
g~p~, inclu~g ~ F~ Ea~ ~stem E~, ~d ROW. D~el~mem ~ups ~II ~e
~ter r~ili~ for F~ E~t d~’elopmem to b~ng ~e ddm do~ to 60 ~ ~d inc~e ~e
F~ ~ produ~ ~me~ Del~ for Ml l~g~ ~ be ~ to I~ ~ 90 da~ w~e
impmvemen~ in lo¢~bili~, development of ~d-p~ l~im~on ~e~, ~d ~�fion ~
word co~t ~ll r~uc~ l~on ~e and ~

~�~ development efficiency, mclu~ng ~cien~ of code d~opm~ ~r a~ismn~
d~elopmen~ ~d Ioc~imfion. There ~ r~[ d~elopment ~o~ ~n ~e ~on ~d
a~ ~e ~m~y. ~ go~ is to double ~e ~e of s~d ~e lo 40% ~ 1996 ~d ~ inv~ in
t~ ~d p~sscs ~t ~mpl~ and shorten ~ d~iopment ~de. We ~ll ~so ~u~ ~e ~
of pfint-b~ ~d on-line wor~ by ~ ]~t 50% by 1995, ou~ mo~ l~fio~ ~d impro~
inte~ proc~ whe~r ~ssible.

Refuse P]~

We’ve sch~ ~o ~t ~l~s~ of Offi~ md i~ ~mponen~ ~er ~e ncxt 3 y~, ~ outlined
~I~.

"O~ce 94 ~"
We ~ ~n~d~g some ~ a~i~ m 1994 to ~m~t ~’ ~o~ng abi~ to l~em~ ~r Not~
su~ into Sm~Suite b~ine~. K~ f~es wo~d ~ ~p~n for AppOrtion Field Exc~ge ~d ~e
abfli~ to ~e d~n~ ~to a Not~ ~base. At pre~ time ~ ~ ~t dete~n~ wh~ ~s B a
".01" relic ~Offi~ fim~ for Spring Comd~x or ~ add-re.

Office ’93 ~h 199D

~emes
E~ioit ~go, E~, Not~, ~n

¯ ~ ~le~ fea~ -- ~ f~e d~oable ~X 1141323
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¯ Potentially 16 bi~ version for Chicago, Win 3.1, OS/2
¯ biT, RISC, MAC OS, and PowerPC; "top I0" (possibly other) Im’l vea~ions
¯ 25% of dewlopment e.ffo~ (done m parallel with Office ’96)

(~ompetitive Adv~mtage~
¯ Leadership application of the Chicago generation
¯ Best support for workg~up scenarios
¯ Best integration, consistency, programmability

Office ’96 (March 1996)

Themes
¯ Disc~rability and ease of use
¯ Memphis synergy
¯ Significant category innovation
¯ Improved porformance (operation, file I/O, memory footprint)
¯ Prograztm3ability a~d customization

Design Goals
¯ 32 bit only. targeted for Ivlcmphis
¯ All bit platforms
¯ Mac (68020 + PPC, Sys 7+ oaly)
¯ Office infrastructure 1.0 (shared across apphcations)
¯ 75% of development effort

Competitive Advaatages
¯ SustaJ~exI leadership in pm~fam_n’tabflity, ease~f-use
¯ Best support for systems services and other lechnologies
o Other innovative responses to customer requirements

Marketing Strategy
Differentiation is our core marketing challenge over the next three years as product feam~ advantages
become increasingly short-lived. To continue to grow the business, we must build new marketing assets
that are less tied to individual products or versions, reach new customer segments, and exploit new
technologies to fight commoditization, gain market shar~, and fight price erosion. This is not to say we
plan to abandon our traditional marketing approach, but rather will add complementary new strategies,
programs, and initiatives.
Customer Initiatives
¯ Large accounts will remain an important segment, although our message will evolve to be more

solutions-oriented. Productivity applications will increasingly be used as components in business
solutions. Consistent with our product strategy, ~z need to develop the infrastructure (SPs), tools,
and programs to promote our products as a development platform and get these design wins. They
are an important source of revenue, are difficult to reverse once obtained, and will dri~m definition of
company-wide productivity standards.

¯ Gain share in small organizations (smorgs). WordPerfeet and Lotus outperform us among
orgamzations with fewer than 100 employees. This segment represents about 25% of the desktops in
North America and is growing faster than the market overall. The initial focus will be to raise
awareness among srnorg influencers with business press advertising; increase visibility and
availability of the product in retail environment~; and leverage SPs who develop solutions within
targeted segments. Longer term, we must learn to reach the business and industry peers (the most
important smorg irdluentials) in a number of targeted industries, including accounting, legal, real

"t estate, and insurance. -I~][ 1141324
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¯ Build an annuity bnsiaess frem our ins’tailed base. We must learn h~w to generate more r~venue
from our installed base on a regular basis by upgrading a higher percentage of them, moving more to
Office or selling additional apps, or selling them add-ons, data, or sea’vice. Building this business
profitably, mcludin8 tools and techniques to reduce the cost of upgrades, will be a challenge.
1-tistoricaily, relatively little attention has gone into understanding the needs of this segment.
developing tmique product for them, and marketing to them. Yet, in FY97 each 1% increase in
upgrade rate above oar current 25% would yield an additional $31M per annum. Additionally, -there
are over 3 million OEM Works users that we can potentially upsell to Office applications or all of
Office. Competitive users will remain an important part of this effort, particularly in upgrading them
to Office Professional.

Building this business will require better marketing and ~dditional investments in end-user affinit3,
programs such as Microsoft Plus. Various ideas for personal maintenance, subscription, et~ also
~,arrant exploration. We also will need to investigate product strategies (12/24 is a start) that capture
the imagination of the installed base and encourage them to upgrade regularly.

¯ Solation Providers. Beginning with Office 4 we are positioning Office as a development platform.
Further evolution of the products will make this a stronger message, generating inertmsed opport~mity
to develop and leverage the SP c,ham~el to sell productivity applications to all customer types.
Solution providers gqth content ~\-penJse or expertise in key vertical areas can make our products
indispensable components of s~lutiorts that may be far more compelling than new features. We have
the dual challenge of meeting their needs for development platforms and supporting their
requirements as remarketers. The solution provider channel wil! also generate additional demand for
special pricing and paclcaging. Embedded license (rtmtime) pricing is in demand today and will need
to be resolved. We also need to develop a model for reselling individual application components.
Over time, we need to define a layer of application functionality that is available to all developers in
say the Windows SDK or C Compiler. one that is available to Office Friendly developers (see below)
and proprietary to our applications.

Positioning and Communication
Past positioning strategies have emphasized the best-of-breed features of individual products, and, more
recently, of iicrosoR Office. This should continue, but our focus should change:

¯ Define and own the mite category. In the same way that Lotus defined spreadsheets and
WordPerfect defined word processing, Microsoft is the only credible company that can now define
and own the suite category. We have a unique opportunity with Office because the suite categmy is
still largely undefined in the minds of most consumexs. There must be a ltigh syuergy and
convergence betweea key messages for the standalone products and Office to maximize the
effectiveness of marketing spending.

¯ Lead with OlTice., especially Office P~; balance with standalone applications. We have
established Office as the required applications platform for many use~rs and will continue to
emphasize it. We have to understand how to balance this with standalone applications that may help
us in specific user segments and channels, create opportunities for Office upgrades, and redress share
loss against competitors" standalone products.

¯ Exploit long-term leadership. Although we have won the majority of product reviews in recent
years and have dominant market share, we have not declared victory effectively. Higher awareness of
our leng-term success would contribute to the perception that Microsoft is the preferred brand and
safe purchase. RX 1141325

C0NFInENTIAL
¯ Effectively address the broader market. Increasingly, growth is coming from customers who am

more difficult to reach through traditional techniques. Our IEU-d_riven influence model stiff applies,
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but w¢ will need to identify new approaches to reach less-involved use~. The aw’aremess of Microsoft
applications is alarmingly low today.

¯ Use new approaches to positioning that go beyond product features. IntelliSense and orate.Links
are attempts to brand features in a non-v~sion-spedfic way. Branding Office establishes a higher-
level meamng and a long-term asset_ We also need to build a marketing asset from our product
support advantage. This means communicating our cost and q~mlity advantage, but also developin~
new programs based on CD dist~bution, Microsoft O~-Line, and special penguins such as the
Microsoft Support. Network. Finally, we have the opportunity to communicate" our hardcore
commitment to rapidly exploit MicrosoR .systems products as well as other irddatives throughou! the
compar!!.

¯ Det’me the new generation of applications. Coming advances m systems technology must be related
to advantages for business usage and tasks and made our mgque advamag~. Just as we led the
defLnition of GUI applications and to a lesser extent usability, critical future opporttmities exist to lead
the definition of Chicago applications, Memphis applications, pro~ctivity applications as a
development platform, as tools for business process automation, applications for small organizations,
for vertical markets, etc. Inherent ha our strategy is bigger i~nls m major technological
advances. We need to do a better job of selling these advances, not just as technologies for
techmcaI1y-proficient nse~ but as solutions to real business problems. Lotus has done a brilliant job
positioning Notes as the solution for business process re-engineering.

¯ Position Microsoft Office as the "front office" for "back office" workgroup ~ohitions. Despite
Lotus’s significant lead with Notes and SmartSulte, opportunity exists to define real advantages for
productivity applications in workgroup scenarios. Using a better back office (EMS), better
programmability, and richer support for key workgroup scenarios while also embracing Notes in our
applications, we must make Office the client side of workgrotrp solutions.

Pricing Strategy
We should seek to maintain our current strategy of pricing leadership, commanding a small price
premium aver Lotus. As the market leader, inability to maintain this premium ~ouJd be taken as our
failure across a broad front: product development, marketing, and our value-add strategy. It is essential
that we avoid cornmoditization and maintain market share and reasonable price levels.

We will ndd more functionality and bundle more bits to slow price erosion and s’tram competitors’
d~velopment capability. Ren in Office ’95 is a good example. It is critical to this strategy that w~ create a
strong sens~ of value for th~se additional components.

At the same time, although we should seek to avoid escalating a price war that would have long-term,
negative effects for nil players, we carmot Mlow competitive mitiatix~s to gain share t.krough specific
charmels such as large accounts or OEM (the threat today). We should use our financial strength to
respond aggTesSiVely to these s~tuations.

Other Marketing Strategies
There am a number of other marketing strategies underway or worthy of consideration that cut across
customer types:

¯ Retail Distributio~. Wc need to grow distribution of Office, Office Professional (in N. America
anyway), and the individual applications. We are losing in the retail channel (superstore and marl-
order reselless) to Lotus and WordPerfect.

_ MX 1141326
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¯ OEM. Our OEM focus should be on tactical response to competitors, as is underway in Europe
today, or to take advantag~ of unique channels (e.g. Gateway). Our prima~ thntst in this channel
should be commnner products or collaboration to advance new technologies.

¯ CD Unlock. The expected proliferation of CD-ROM drives creates new disti~bution and packaging
opportumties. We will be able to offer CDs with encrypted versions of our produ~ that allow
customers to ely be£or~ buying. Purchase will be the acting of calling an 800 number to unlock .and
then install desired products off the CD. AliBaba is the codename for imernal!y-developed soft, ere
to enable this approach. CD Unlock will be a useful tool to promote trial, as a CI) with Nlierosoft
applications could today be given away by a reseller or included in an OEM machine.

CD Unlock may also changc the model for purchasing scRwa~. Rather than buying Excel all at
once, the ~ustomer could pay less to purchase cor~ functionality and never buy Solver or buy it later.
Another alternative is to let users purchase add.,ons or third-party products from the CD a la carte.

¯ Leveraging Microsoft On-lLue represents an opportunity to deliver cool add-ons, vertical solutions,
data, special support, documentation, easy upgrades, and on-line registration, as well as design
special features in the produ¢,~ to uuhze other serv-i~. We can ’dramatically expand th~ use of
line services by a less-technical audience by making sign-up, connection, browsing, and downloading
virtually automatic from within our appLications.

¯ Packaging/specialized solutions. We rmed to constantly evaluate the current Office/Office Pro
configuration as well as others that could help differentiate Ofhce in different segments. Versions
with different workgroup components and value-added, for example, may be necessary to combat the
forthcoming version of SmartSuite that includes a Notes client. The smorg marketplac~ sees little
need for PowerPoim and Mail, gravitating instead toward products like Publisher and Access. They
would prefer a "build your own" Office wherein they. choose an applications to go along with Word
and Excel. A r~lated idea is to offer a family of vertical add-on packs for Office. Independent of
whether there’s a large sta~dalona add-on business, they would add to the perceived value of Office
and help us target Office at specialized segments.

¯ Office Friendly (fittal name tbd). This is a key initiative designed to broaden the scope and
visibility of Microsoft Office and to create an indust~-wide Office standard for companion products.
We a~ encouraging ISVs to adopt certain Office UI conventions and, over time, components and
technologies (e.g. Setup, VBA, Text Control, OLE servers). They will also be given the opportunity
to co-market with us and place an "Office Friendly" mark on their boxes.

Key Success Factors
¯ Innovate in product development and marketing
¯ Leverage Mi~osoi~ asset~ - leadexr, hip, systems and researck, partner~, installed base
¯ Levemgn: markat discontinuities - Chicago, CD, on-line, at-work, 32-bit apps
¯ Define tmw categories and new pricing, marketing, and business models
¯ Provide relevant long-term dLfferentiation
¯ Learn to upgt~ate our installed base
¯ Execute ef~cienfly and effectively, while managing costs

Issues/Risks/Threats
¯ Price erosion (including volume discounts, concurrent use, catego~ dilution)
¯ Lotus creates a long-t, rm technology and marketing advantage by linking Notes and SmartSuite
¯ Lotus/IBM relationship MX
¯ WordPerfect converts its huge and loyal in,tailed base CONFIDENT.IAL

Productivity Apps Mission, FY9~-97 12 IViicrosoft Confidential

FLAG O00.5B~
CONFIDENTIAL

HIGHLY CONFIDENTIAL



¯ Borlaud~/ordPerfect Imild momentum for a suite
. Continued decline in productivity application penetration on Be MacinlostL Clari~Works success.
. Failure ~o c~mmunicatc a leadmslzip message or leverage o~ leaderslzip position
¯ Failure to identify and g~n l~adership share m emerging growth markets and segments
¯ Failure to define and dominat~ key categories

MX 1141328 -
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