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integrated suites and standalone applications. Qrshmgoﬂktmfofofﬁammdso%forapps.
mhdmzqtudﬂteﬁ.wmdmﬂm;wmﬂmmmﬁ.mmwpmjmmmmm For,
Fm,mmmuguismmdmmﬁtmw. We have aggressive internal goals for reducing
costs and  increasing efficiencies. Exmnlly,wwillmnhﬁznhepotenﬁnlofowhsuuedbmwhﬂe
upbiﬁumwmnhbinmdlsminﬁonsandwm In some of these markets, our competitors
hmmmssmddiwibmmwedn.andwewﬂlmﬁnuemadnptmdinmvnewiﬂ:om
programs and products to Grush them.

Nﬁmﬁhuphod&ehﬂhﬂwﬁvkyapplhﬁmwimmpeﬁmpmdum.wiyeprimof
Wmmmmwhﬁnofﬁuaﬂwmgw,ndhmimepsofDOSludetsans
mdwmfmﬂmw.hwummmmmudymmdmnowshippm
mmdﬁwmlmkmwmgmahm&eiuuﬁmoﬁmﬁuiwmmuﬁﬁm
MMmpeﬁﬁwMethWnpﬂiaﬁomwi&WNMudm:Maﬂ.
Wﬂm“mhmmwoﬁuz.o. Our applications compare favorably
wduanthcmﬂdmNemmmmmm~Oiﬁuhsm+%ofdwmitemuy—bm
the market increasingly views the alternatives as near-substitutes. This plus increasing price competition
threatens to permanently damage the business.

Market Situation

The productivity applications segment is the lnrgestmeintheindusﬂ’ymdathﬁuoson.bmisalmthe
most memre. It will be about $2B for Microscft in FY94 and SXX for the industry. [Rest of section Is »
series of charts with short discussion the concisely explain key trends.]

Business Model

Revenue objectives moving forward

COGS

Factors that will impact COGS

Support costs?

Estimates, scenarios

Key factors HIGHLY
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Competitive Situation

Losus. Though still primarily a spresdsheet company, Lotus is a formidable competitor. Accelerating
momentam behind Notes, including a growing list of third parties adding value to it, SmartSuite,
improving financials and company image, 20 million customers, high product awarcness, broad
Mwﬁm,mdmmmm—meummnchmmcwmm. We expect Lotus o
continge to push Notes 25 a computing platform and to integrate their apps more tightly unsing Lotus Basic,
Application Field Exchange, and OLE. Notes plus the little work they've done with AFE and Version
Manager has positioned them as the leader in workgroup computing and SmartSuite ss the leading
workgroup application. We must provide better workgroup features in our applications, including support
for Notes as & back-end, to bresk this perceived advantage.
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WordPerfect. TheﬁmehlsneverbeenbemrwseiuWotﬂPa-fect’smdiﬁomlﬁmchiu. New CEO Ad
mempmwﬁvmiﬁmewmmmwe@emdmmﬁmonlya
mhdofmuubym,whileheisagyusivelyshrmking(lmhyoﬂ‘mimm. 1994) the company
to achieve greater (some?) profitability. memmpanybnslnmchedﬂleﬁnalreleaseofitsmgshipbos
m@umﬂba:hd-oﬁhﬁwwmmwﬁcy.hbmﬁcﬂlyinmwnlmblem Their challenge is to
mm:mmmmmwmmmmmmwmmmw
their workgroup and consumer businesses.

Borland Thepﬁn:mepdch&ehdus&y.whdmmuymmwdﬂusumoﬁuomm
promotion — one million new users — and quarterly earnings of .02 per share. The company, leaner
ﬂnwghlayoffs,h:sbmnimblehinroduchgfmthnkeepasemblmceofpaﬁlywithom. The
Borhndbundle.whichispiudnpuityn&thOfﬁoe.hunummdseﬁouswinmemuket They
dooﬁ'erﬂlennlysutteﬂmknotlicmsedulsingleptodmt.bmh:wnotadvenisedtha:wenﬂ:eirliunse

is poorly integrated,

Claris. Works OEM success, pressure on the definition of the integrated category, and a poor man's
alternative even to our individual apps. Need some facts on Mac phenomenon.

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

e Focus on Office first, but continue estegory innovation. The suite category is the fastest growing in
the business and is an srea of competitive advantage for Microsoft, especially versus historically
singie-productcompeﬁtmlileoﬂmdnnqurchrfed. As a result, although these goals are closely
mmmmmmwmmwvmmmgmmommmtmm
As with Office 4.0, future areas of focus will inchude ease of use (IntelliSense features, improved
discoverability), user interface consistency, interoperability between the applications, and
programmability, We recently created the Office Business Unit to drive this effort. Individual product
seleasas will be synchronized beginning with Office ‘95. Release synchronization will make it much
easier to share code and designs.

At the same time, we cannot afford 10 lose the best of breed battle. 1t is crucial to the perception of
Office, and even the most aggressive scenario for Office cannibalization implies that the standalone
appﬂuﬂonbuﬁneuesmmmgdwlugestinﬂnmmpmy.

e Add value to Office. We will continue to add value in the form of additiona! product breadth and
value-added data. MOM was a good example of leveraged value-edded in Office 40. REN will be
our primary focus in Office ‘95. In addition, an image editor, possibly RPM, and other add-
ons/servers are candidates for Office '95 and beyond

+  Orgunization usability

»  Exploit systems releases (and rest of Microsoft). Microsoft’s ability to set industry direction is a key
asset for the company and the productivity applications mission. To the extent possible, we witl time
apps releases with systems releases and ensure Microsoft applications uniquely exploit these releases
for customer advaniage. We take a similar approach to leveraging other parts of Microsoft, including
warkgroup applications, Advanced Development and Research, the Consumer Division, and others.
An added benefit of release synchronization across divisions is that it facilitates technical cooperation
and Synergy

This plan assumes that Windows (moving to Win-32) and Macintosh remain the dominan: platforms in
the next 3 years. Other than moving our praducts to RISC platforms running NT and to the PowerPC
MS 0183762
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Mmhtoah.mnwphﬂ'ormsmcunmmphmd. Osamemmﬂlepohtwhmitbecnmesme
ulemtmwdplntfumincmss-pmm.isariskinmsplm.

Build long-term product differentistion. Although we have benefited from the last releases of the
mﬁcﬁmwﬂﬂwﬂhymnwﬂﬂhmyfuﬂnaﬂmﬂgﬁ,pﬂwlaﬂym
user-oriented “anto” type features. Wemuﬂenatinueminmvaumdinvminmmnblenchnology
advantages. Features such as Visual Basic for Applications, PivotTables, Word's AutoFormatter, OLE
2.0 support, and the i uusmﬁ-asuucmeﬁonmmvtdedjﬁemmm for years. We will
needmreducemenumherof“mall"fumrsmachiﬂemisgm

Be the best platform for business solutions. Productivity applications are increasingly being used as
part of company-wide solutions, including solutions that automaie important business processes.
Getting design wins for these solutions is an important source of business, but more importantly mekes
memkﬂwdeﬁmadufmgmlpmmﬁvhymmdmmmmvmdifﬁcukw dislodge.
We will invest more in the use of technologies {¢.5. VBA, OLE 2.0, OLE controls and forms, MAP],
etc)) that make our applications grest components of customer solutions. ‘The 12/24 development
appmmhmcomiusﬂmtmppmmgmmmhmlogiesoﬁwukulmger.

Best desktop applications for use in a workgroup. We must build suppart for workgroup scenarios
into all of the applications. They will be designed to support multiple back-ends, including Lotus
Notes and others. ltkmgnduhmmmwoﬂmapplmwppmmm.

12724 is an approach to scheduling releases that allows for both major architecrural releases every 24
months while ensuring competitive releases every 12. Since erchitectural changes takes fonger and
ﬁequemulussmheﬁmumdhmﬂonﬂumm.themjmity of the development resource will
work on the 24 month release. Inbetwam.howem,upmu%ofmemmwiudcveloplow-cost.
high-visibﬂityule-sesduimedmwm reviews, respond to competition, and create upgrade revenue.
The goal will be to create much of the value of these releases through add-ons, OLE Servers, and
mmmhmcodgmw:bmgmgﬂtemm

Office Friendly, We will license pieces of the Office Ul (and, in the future, Office code) o
complementary 15Vs and eventually SPs to build an extended family of applications with a common
look, feel, and behavior.

Expand into new geographies. Productivity application market growth will be highest in new
geographies, including the Far East, Eastern Europe, and ROW, Development groups will take greater
responsibility for Far East development to bring the delta down to 50 days and increase the Far East
product content. Deltas for all languages will be reduced to less than 90 days, while improvements in
localizability, development of thisd-party localization parmers, and reduction i word count will
reduce localization time and cost.

Increase development efficiency, ncluding efficiency of code development, user assistance
development, and iocalization. There arc sedundant development efforts within the mission and across
the company. Our goal is to double our use of shared code to 40% by 1996. This plus investments in
new tools and processes are needed 10 address the difficulty and time required 1 debug and ship these
iarge applications. Fiaally, we will reduce the number of print-based and on-line words by at least
50% by 1995, This plus ineressed use of outsourcing and process improvements will address the user-
assistance and localization goals.

Release Plan
We've scheduled two significant releases of Office and its components over the next 3 years, as outlined
below.
MS 0183763
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“Office 94 127
Wemconﬁduhzmeuﬁdacﬁvﬂyhlmmmbulm‘mmmwmbﬂcm
success into Smartsuite business. Koy features would be support for Application Field Exchange and the
abﬂhywmdocmmmaNmaubm. A:presstimwehavenmdeteminedwhed:erlhisisa
“ 01" release of Office timed for Spring Comdex or an add-in.

Office ‘95 (March 1995)

Themes
« Exploit Chicago, EMS, Notes, Ren
e Meet competitive workgroup chalienge
e Leveraged category festures — every feature demnoable

Design Goals
e 32 bit version for Chicago and NT
o Potentially 16 bit version for Chicago, Win 3.1, 0S/2
» NT, RISC, MAC OS, and PowerPC; “top 10" (possibly other) Int’] versions
e 25% of development offort (donse in parallel with Office *96)

Competitive Advantsges
e Leadership application of the Chicago generation
#  Best W.fwwukgoup scenatios

Offfice 96 (March 19%6)
Tm‘l;iscwerahilitymdemofus HlGHLY
Memphis synergy CONFIDENTIAL

Significant category innovation
Improved performance (operation, file 'O, memory footprint)
Programmability and customization

Design Goals

32 bit only, targetted for Memphis.

Al NT platforms

Mac (68020 + PPC, Sys 7+ only)

Office infrestructure 1.0 (shared across applications)
75% of development effort

Competitive Anatysis of Release
s  Sustuined lerdership in programmability, ease-of-use
e Best suppors for systems services and other technologies
« Other innovative responses to customer requirements

Marketing Strategy
Over the next three years, there are several key themes for the productivity applications marketing strategy:

e Lead with Office, especially Office Pro, but not to the exclusion of standslane applications
busimess. Suites are the fastast growing segment of productivity applications and we are especially
strong, so this is an obvious direction. However, the standalone products will remnain imporiant factors
in the suite decision, and large categories by themseives. Moreover, selling an app standalone puts is
in a great position for fomre upgrade to Office. We are outsold on 2 standalone basis today. Some of
this is the result of cur Office success, but some is undoubtedly suributable to competitive issues that

st be addressed. 3764
ns 01
NTIAL
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e Differentiation is obviously part of any marketing plan. The noteworthy point here is that
differentiation vis traditiooal product-ariented “best of breed” means is getting more difficult.
Efforts at branding, both at the festure level (“IntelliSense™), Office level, and more broadly through

jike Office Friendly are approaches to this. We also need to leverage other Microsoft assets
ﬁmw?SSadmﬁgemmuhﬁonshipwﬁhMimﬁSymsloposiﬁm versus competition.

e Evolve messages and strategies for differeat markets. Alihough we cxpect the besic productivity
businesses growth to slow, onsoin:evnluﬁonandsegmmﬁunofthemuketmustbeaddressed. We
hawmudyidmﬁﬁedmmﬁwuhxmwiﬂlsmﬂlminﬁmamukettbmmnnmd
WordPerfect are apparently targetting. The SP market addresses SMORGs in part, but is also a
marketing effort on its own. The increasing importance of upgrade business 1w our revenus stream
reqmuinmedsophisﬁnﬁonhonrmchmmehmﬂledbm In general, as the market
msm:esitwﬂlmmuudmspuiﬂmappmmhesmwudmdapmmdsememmaybean
eﬂ’ecﬁvewuytodiﬂ'mﬁateourpmdmsmdgahshm

e Address brosder market. Increasingly, growth is coming from customers who are more difficult to
reach through traditional techniques. Our traditional [EU-driven infloence model still applies, but we
will need to identify new approaches to reach these less involved users. The awmreness of Microsoft
applications is alarmingly low todzy.

o  Adapt to changes in technology. Numerous changes in technology, from the systems platform to CD
distribution to widespread usage of on-line services ensbled by cheap bandwidth, represent new
opportunities 1o position, market, and distribute productivity applications. We need to be the leader in
exploiting these changes.

Target Customers

We have been successful in the past promoting product trial among influencial end-users and computer
professionals, whose recommendations drive purchase by others. Pencirating these early adopters of
Wmdws.primuiiyinhrgemimiom.ﬁlelzdnurmlygrowthmdemhlcdusmﬁdcthernpid
acceptance of Windows. Our Macintosh strength has contributed (o strength in corporate accounts
requiring strong cross-piatform support.  We have also developed expertise in upgrading users of
competitive products to Microsoft applications.

We will continue our efforts to market to influential end-users and noed to build on our strength in
corporate accounts. There are several additional markets to target:

. CumltUserscheinﬂalledbaseisacﬁticalassettndefendandexploit. We must leam how to
upgrade a higher portion on & regular basis, cross-seil them new apps/content/toolsfservice, and, most
importantly, move a greater number to Office Professional. Historicaily, relatively little attention has
gone into understanding the needs of this segment nor in marketing to them. [t may, for example,
make sense to build more specialized upgrade SKU's including different components to better appeal
to these people. In 1997, each 1% increase in response rate above our current 25% would year an

Competitive users will remain an important part of this effort, particularly in upgrading them from a
competitive applications to Office Professional.

s  The installed base of over 3 million OEM Works nsers must be leveraged. Recent tests indicate
WHAT??

e [ndivideal Users within Small Organizations (smorgs): WordPerfect and Lotus outpsrform us
among organizations with fewer than 100 employees, but the market represents a huge revenue and
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share upside for Microsot. We believe that the “influence model™ is still crucial for reaching these
customers, but we know that the traditional model doesn’t quite apply because smorgs do not employ
dedicated computer professionals.

e  Other segments/verticals. Point here is that we need to get more sophisticared. We have targetted
Jege] and accounting, but need new approsches.

Positioning and Communication

Past positioning stategies have been heavily-oriented around the specific best-of-breed features of
individual products, and more recently feamres of Microsoft Office. This besic activity will remain a
fundamental part of future positioning activity {as will assets such as cross-platform and others), yet our
commmication needs to be modified in & number of ways:

»  We need to more aggressively redefine product categories. A static positioning framework is easier
to copy or neutralize, leading to commoditization snd price pressure. [n the past we were able to
defined graphical applications and usability with positive results. We have a unique opportunity with
Office 4 because the suite category is still largely undefined in the minds of most consumers, In the
same way that Lotus defined spreadsheets and WordPerfect defined word processing, Microsoft can
now define and own office suites. We must continue to communicate our unique product and company
attribuees (IntelliSense, OfficeLinks, Micrasoft produet innovation, no-charge support, etc.) and make
them highly reievant with end-users. Fimally. we have a very significant sales advantage over Lotus
which we need to exploit ss proof of our superiority.

Critical fishare opportunities exist to lead the definition of Chicago applications, Memphis applications,
productivity applications a8 a development platform, as tools for business process sutomation,
applications for smal] organizations, for vertical markets, and others.

e  We gmst expand our positioning to include mon-product or nen-version-specific attributes.
Building on our product support advantage will create an asset that is less fleeting than shori-lived
feature advantages. Although some aspects of branding of controversial, esiablishing a higher-level
meaning for Microsoft Office (or better attaching “Microsoft” and its teaning to Office) would be an
important, long-term asset.  Less controversial but also important is the need to brand and invest in 8
small number of featuresftechnologies such as IntelliSense, Officelinks, Visual Basic, and perhaps

personalities.

s  Weneed to clearly establish our leadership position. Although we have won the majority of product
reviews in recent years and have dominant market share, we have not effectively declared victory.
Higher awareness of our long-term success would contrfbute to the perception that Microsoft is the
preferred brand and safe purchase for the future.

« Position Microsolt Office as the client apps for workgroup solutions. Lotus bas a significant
advantage, It will take several years to neutralize the momentum of Notes and the perception that

SmartSuite is uniquely suited for workgroup computing.

s Awgreness and satisfaction (ssy whai?]

* IU““M.M'“' of Sage writing) mwm.—mmm
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We should seek to maintain our curvent strategy of pricing leadership, commanding a small price preminm
over the #2 player, Lotus. As the market leader, inability to maintain this premium should be secn &s a
fnﬂingmponcudmwpmductdevahpment.eﬂiortswaddvﬂuemomcemdmmmrceivedvalue
for individua! components, and marketing investments. As discussed above, avoiding commeditization
and maintaining both share and reasonable price levels is the overriding objective of this plan.

At the same time, although we shoukd seek to avoid escalsting a price war that would have |oRg-term,
negative effects for all players, we cannot ailow campetitive initiatives to gain share through specific
channels such as large accounts or OEM (the threat today) and should respond accordingly.

Hamicv—what else? Price discrimination? Rationalize pricing structure

Marketing Initiatives

Over the next 3 years many of the current marketing activities will yemain in place although evolving as
indicated above. Additional emphasis areas or new ways to build the business include:

e Annuity Business. As discussed above, increased focus on the installed basc will generate increased
need to invest in end-user affinity (6.g. Microsoft Plus) and to develop greater understanding of current
ummdwhmhwmmkcminmmmeipupensﬁymupmdeubuycompmwmypmwmd
services on a regular basis. The concept of personal maintence may be an asset in building this
business.

e Distribution. We need to grow distribution of Office and Office Professional (in N. America
anywsy) while not losing sight of the ongoing importance of the standzlone applications. In the US
we are losing in the retil chmnei(superstmmdmuil-orderruellermaybebeﬂer}toLotusmd
WordPerfect.

e OEM. Alhough we'd like to be able to leverage our OEM relationships to sell applications, this will
generally remain a short-term tactic because the OEM channel is such a price-oriented channel and
oscasionally conflicts with other channels. OEMSs will be used to respond to competitive initiatives
(currently underway in Europe and elsewhere) and leverage product advantages. Our primary thrust in
this channe! should be entry products such as Works.

s CD Unlock. The expected rapid growth of CD ROM drives creates new distribution and packaging
opportunities. We will be able 10 offer CDs with encrypted versions of our progducts that allow
customers to try before buying. Purchase will be the acting of calling an 800 numbez to unlock and
then install desired products off the CD. AliBaba is the codename for internally-developed software to
enable this approach. CD unlock will be a useful tool to promote wial as a €D with Microsoft
applications could today be given away by a reseller or included in an OEM machine for $1.50

CD Unlock may also change the model for purchasing software. Rather than buying Excel all at once,
for example, they conld pay a lesser pricc and purchase core functionality only, choosing to never
purchase functionality like Solver or simply deferring the decision. A better altemative is the user
could choose to purchase add-ons or third-party products from the CD on an a la care basis,
generating additional revenue.
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We shouldaggrmivelypmmnpidadnpdmofcnmhnolagy.

s  Other Packaging. WeﬂMmeWﬁemWMmﬁgm:ﬁmu
well as oshers that could help differentiate the Office. Versions with different workgroup components
mdvnlne-added.ﬁrmplgmybenmsﬂywmhtmfommmofsmmm
includes & Notes client,

s« Small Organizations. We have an excellent opportunity to increase share and revenue for Office
applications in this growing segment. The focus of our short-term activities is on raising Office
awareness among smorg influencers with business press advertising, increasimg visibility and
availability of the product in retail environments, and identifying SPs who develop solutions within
targeted segrments. mermm.wewillinmwfomm reaching business and industry peets
(themostinpumtzmmhﬂumcidsinanumbﬂafmﬂ:dmmsnies(mm;. legat, real
mmdhamee),mdrecruiﬁnsmduﬁnhgahmadwbmofSPstodevelupmdsellOﬁiu—
based solutions.

s  Specisiized Solntlons. Wznudmevahmecmﬂingammnﬁveformsofm“tomutﬁuenndsof
specialized markets. The SMORG marketplace, for example, sees little need for PowerPoint and Mail,
glvimin;inmadwwndpmducnlﬂne Publisher and Access. Even better, they would prefer a “build
ycurown"Oﬁcewhﬂeh&eygaamiaofappﬁutimbeymdwwmdsmL A related idea is
to offer a family of vertical add-on packs to Office. Although it may be possible to make this an
interesting proposition by itself, the primary thrust would be differentiation of the key product.

e Office as » Devalopment Platiorm. BeginnhmwithOfﬁce#wempcsitiunmomceasa
development platform. Further evolution of the products will make this a stronger message and
ggnmaddiﬁmaldemmdforspecialpﬁchgandpadaginsfnrm Embedded license (runtime)
pri:ingisindemandmdwmdwil]nwdmbemlwd. We also need to develop a mode] for resell
of individual application components. Over time, we need define a layer of application functionality
that is available to all developers in say the Windows SDK orCCompila’,onemnisavailableto
Office Friendly (=non-competitive), and one that is propictary to our applications.

s Office Friendly (final ame tbd). This is a key initigtive designed to broaden the scope and visibility
of Micrasoft Office and to create an industry-wide Office standard for'companion products. We are
encouraging 1SVs 1o adopt certain Office Ul conventions (e.g. UL, look and feel, etc.) and over time,
components and technologies (e.g. Setup, VBA, Text Coatrol, OLE servers). They will also be given
the opportunity to co-market with us and place an “Opffice Friendly™ mark on their boxes.

« Support. We nesd to increasingly view support as a marketing opportunity. Not only does this mean
leveraging our curreat support advaniage, but taking the leadership role in defining productivity
application support Theadvm:ofCDdisﬁhtioanoppommiﬁutnhﬁHmmmppnﬂ
information into the core product.  Integration of the application with Microsoft On-Line is another
cpportunity for providing fast, casy, high-quality support cost-effectively. Programs such as the
Microsoft Support Network will need to evoive s applications become 2 more significant
development platform.

Key Success Factors (call this summary?)

LmeMkmﬂm-mdﬂship,symsmdemmhleedhm
Listen to our customers. Innovate in product development and marketing.

Execute efficienily and effectively MS o1 83768

Le\'ﬂlsﬂ ﬂm, new platforms

e Gatichise tn large organizations CONFIDENTIA[
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e  Adaptto new markets (segments and geographies)
e Provide relevant differentiation in mature categories
» Continuously add value o Office

Issues/Risks/Threats

Price erosion {including volume discounts, concurment use, cAtegory dilution)

Lotos creates g sustainsble technology and marketing advantage by linking Notes and SmartSuite
WardPerfect converts its buge and loyal installed base before we win them over

We undetinvest in category innovation while focusing on consistency, porting, compelitive response
We fail to communicate s leadership message

Lonus succeeds in its parmerships with IBM and others

HIGHLY
CONFIDENTIAL

MS o1
CONFIDENTIAL

Productivity Apps Mission, FY95-97 9 Microsoft Confidential
5/23/94 4:10 PM

FL._AG 0016227
CONFTDENTIAL




