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A M ssage from vice President’

1990 is a y~ar to br proud off We sh~pp~d 15 new v~rsions of
products on th~ Windows, DOS, Macintosh, and 0S/2 platforms.
Our n~ r~vcnuss gr~w by 65%, and our profits jumped a whopping
120%. And ~h~ most important ~ss~t to th~ division,
Appticarions family, grow to 753 supr~rars.

W~ haw many n~w opportunities and chall~ng~s to fac~, Our
applications mus[ b~ mor~ consismnt and work tog~r b~t~r, and
w~ hav~ to sham as much technology as possibl~. Bu~ abov~ all,
we still nse.d to b~ fully ¢ommi~w~i ~o producing th~ be~t
applications products t~ consumrr can buy. Wkh th~ new
produc~s and t~clmologics w~ am d~v~Ioping now, w~ will
rsady to me~t this challengr.

With your continued support, innovation, and dexlication, th~
Applications Division can ~xcee.d ths goals of the future.

(
Thanks for your hard work.

Mike Maples
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..... 1ff9  Achievements

New Products

During 1990 we shipped a numl~r of new products and product
revisions across all platforms:

BASIC Professional Developme~m Sys~m
PC FIlgbx Simulator
PC Multiplan
PC Works
PM Excel
Mac Az’abi¢ Excel
Mac Exc~l CL/I
Mac Works
Mac CD-ROM Office
Windows Ex~l
Windows PowerPoim
Windows Project
Windows Q + E
Windows Word
Windows Write

Organization Changes
During 1990 we formed the Applications Stratsgy group, whose
mission is: I) to provide and support shared tools that holp the
Applications Division develop world-class applications morn
dficienfly than our competitors; and 2) to realize o~ office-
automation vision by developing an application framework and
design smndazds for our future applications. Undm" tho di~ction of
our new vice president, Dan’y[ Rubin, groups were formed and
consolidated to work on development tools and libraries, UE tools,
the object-oriented application framework, user interface design,
and TRIO support.

The Applications Marketing group was formed to provide a focal
point for marketing issues that affect the entire Applications
Division. Applications Marketing helps integrate the separate
business unit marketing plans while addressing issu~ that cut
across all applications products. Because it takes more than one
small group to achieve all of this, Applications Marketing works
with many other groups in Microsoft. Beyond the Applications
Marketing group itself, the Applications Marketing Council helps
individual product managers focus on issues that affect the whole
division. Examples of the CounciI’s work include reducing COGS,
developing new packaging guidelines, working with PSS to
improve the competitive advantage of our product support,
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provi~ng better professional development for product managem,
and finding specific ways to improve the way we do business.

In an effort to improve productivity and reduce costs, User
Education looked into ways to l~vel the uneven workloads of thei¢
four Production groups. ABU and DABU combined their
Production groups to mice advantage of their counter-cyclical
product release schedules, while OBU and EBU realigned job
duties and downsized their Production groups. When combined
with the economies created by standard book designs, the
Production groups now operate more efficiently and with fewer
people.

New Technologies

The EntzN Business Unit �ontinued to set the pace for CD-ROM
development across the division. The group built auctio and
imaging labs, became proficient at new authoring tools and

¯ " technologies, and provided nnmerous demonstrations of the
multimedia CBT courses they have developed.

A group within the Office Business Unit is working on
handwriting recognition algorithms to add to Windows 3. This
version of Windows, called Windows-H, will enable users to use
notebook-type systems. These "slam-type" computers will be about
the same siz~ as a notepad and use a stylus as their primary form of
input. Windows-H wilI r~n all existing Windows 3 applications
unmodified and will also allow applications to be developed
specifically for the stylus. This group will also be developing
applications, such as a notetaker, that are very welt suited to this
platform.

The Applications Framework Group, part of Applications Strate~,
started work on our new development environment. Their goal is to
create an applications framework that will provide the functionality
needed for future "sea of objects" applications while easing the
creation of GUI applications for mid- to high-end ISVs. The
project is designed for object-oriented programming, which
encourages the design of modular, reusable, and extensible
software that is portable across the Windows, Presentation
Manager, and Macintosh platforms. This project will also help to
support our international localization goals.

While we were working in these areas, our development staff also
came up with four patentable ideas during 1990. During 1991, we
would like to double this number to eight.
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Development Process

We witnessed many significant improvements within Applications
Development this past ye,~r. We have shown an increased
awareness and commimaent to d~vetoping quality software through
the definition and refinement of a Zea’o Defects attitude. By
completing quality designs prior to coding and using mentors and
cod~ r~vi~ws during code implementation, we have improved our
ability to accurately pw,,dict project schedules. And the cr~adon of
the Applications Training Center, formerly known as the ADC, has
improved the quality of our education and u’aining,

The introdncrion of 386/33 and 486/25 machines has reduced
compile times and build tim~ for our products. And some groups
have implemented a distributed make facility that reduces product
compile times significantly by using many machines
simultaneously across the network.

¯ ,+. This year we aiso set the goal to d~velop obj~t-oriented systems.
The benefits of this goal won’t b~ maliz~ immediately, but there
is groat potential in these systems to improve the quality of our
products while providing morn features with less development
effort.

Next year will present many new ~hallenges. Ws need to reduce
the time it takes to develop new products and enhance existing
products, while continuing our efforts to improve the overall
quality of our enti~ family of applications. Most projects will stax~
or continue the process of converting from the old CS developmem
tools to the new start-of-the-art C’/.0 tools. Also, a few projects
will sm.r~ the process of supporting new environments. Many new
environments am emerging or g0Jning acc~tance, and we may b~
asked to pmvi~ az least one product on each of uhese
environments next year:. NT O$/2, OS/2 2.0, AmigR, and Atari.

Division Attitude Survey

Again this yem" w~ conducted a survey of all Applications Division
employees. Most m’cas saw some improvement, but them ~e still
areas that stand out as needing to be better. The key areas that need
improvement am: employee development and education; internal
communication; and cmdng administrative structure. Departments
arc developing action plans to improve their performance in these
atlas during FY’91.

X’ 58232.1
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Hear/count
During 1990 th= AppLications Division grew from 599 employ~s
to 753. Morn emphasis was put on hizing ¢xperi~aceA stuff,
minorities, and fomalcs this yeax.

’ F f’90 Headcount by Function

Zl2’g 6.91g I"] TEST
8.10g

-:i-                                                       34.66g    [] PROG MGT

24.04g                            [] PROD MKT

[] Ul
,:.

7.70g 16.47g [] OTHER

Priority was also put on hiring additional d~velopmcnt sm.ff
(sofrwm design engineers, software rest r.nginecrs, and program
managers). This group now accounts for mors than ~0% of
division staff. In F’Y’91 our plan is to incr~as~ this pe.rcentage
further.

Even with oar growth, we were able to keep oar am-ition level
below 5%.

Business Results

Net rrvenues of $562.9 million wex~ 10.7% above our plan of
$508.6 million. Bm-d~ned operating income came in at $153.3
million, or 73.0% above plan. And division COGS showed great
iraprovemen|, conwibufing to our success by coming in at 22.4%
actual, versus a plan of 25.7%.

Actual Plan      Variance
Net Revenue ~ ~ ~ ~ 554,32~
COGS 126,301 22.4 130,886 25.7 4~85
Operating Expenses 128,733 22.9 136,097 26.8 7,364
AIIo~ations - R & D I3,313 2.4 14,108 2.8 795
Allocations - Mkt[[ 132.851 23.6 130,964 25.7 (1,887)
Allocations- General 8.458 L5 7,958 1.6
Bardened Income $153,309 27.2____%$88.6~ 17.4%
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During 1990, the packaging committee lool~d at new packaging
standards for Applications produc~s that should help us lo_wcr
COGS even further. Th¢ r~sult was a new packaging configuration
that will b¢ used by all high-end products. The n~w packaging is
durable, more cosrcff~cdv¢, and allows for permanent storag= of
doctunentation and disks. The packaging is mad~ up of perfect-
bound manuals and a corrugated slip cas~ and will begin showing
up on store shelves in September.

In~mational accounted for 57% of all Applications gross revenu~
this year. Key products across International ~tail charm�Is wer~
Word, Works, F..xc~t, and an old favorit~ in Japan, Muttiplan!

REVENUE MI× BY CHANNEL & WW
PROFITS

$600

$~0o
[] ussM~

$200

$0
-’- WW Net.

FY’86 FY’g7 FY’~8 FY’fig FY’gO
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1991 Goals
Key Objectives

Ke~p ~he small-company spifk
Continue making product development more efficient
Maintain ~e accuracy of product scheduling
Provide more and better exlacation and training
Foster innovatioa and creativity
Have fun

Technical Oblectives

Improve consistency across our products
Take full advantage of interop~rability in our applications
Share more code across products
Move development to standard tools
File for more patents
Develop bette~" localization tools
Improve CBT tools

Personnel Objectives
Develop management skills
Foster personal and car~er gn~wth
Shsm morn information
Eliminate inefficiency

Business Objectives

Keep profitability high
Cut was~
Control costs
Cut bureaucracy

¯ :.-. Improve market share
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id90 B~zsiness Unit Reports
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Appii~’~i’~n strategy Group Review
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MICROSOFT MEMO

To: Mik~ Mapl~s
FRO~: D~u~l Ruben
S~: A~~ S~ ~ ~ l~
DA~: A~ ~, l~0

The Appl~ons Stra~y group w~s formed ~ ~, 1990. ~ ~ ~ii~ ~v~i
p~io~ ~: d~~ ~, ~ ~~, appli~o~ ~~ ~d ~O.
~ ~on is ~ ~vide ~ ~p~ ~ ~ ~ help ~ Micro~ A~li~o~ Division
~o[op world ~ appli~ ~ e~ci~dy ~ o~ ~tiw~, ~d to
~icm~’s "~ti0n ~ ~ ~g~i~" OA vi~on by dev~o~g ~ @pillion fm~ork
md ~ s~ for o~ ~

~r ~t o~ion h~ s~

mrg~ is to d~iwr ~ obj~ o~ mfim ~ ~d fo~ Mi~r n~ for UI
~~bi~ty of~ 4.0 via ~ $~v~ ~$,; ~ ~B ~ ~iv~ a ~t o~
fo~fion C+ + ¢l~s for ~ ~ ~. ~r l~g~ m~ o~j~five is ~ doliv~

for Silwr~l 4.0, ~d ~ ~sh ~o m of ~ ~ f~work n~ for b~ng
~l,m obj~ ofi~t~ ~pli~tiom.

o Appli~tiom ~eMt~, ~ibl~ for d~ o~r long t~ ~ s~g~ for
buil~g obj~t ofl~ appli~io~ that ~li~ th~ "Mfo~on ~t ym ~g~i~~ vision.

Micah appli~tio~ ~ m pm~ a ~m ~m~ ~mt,gy for impl~m~ng the
"~fion st your ~g~nips" v~oa. ~g~ mm ~e group ~ll ~ ~s wo~ ~ugh
~lve o~r ~ms-appii~fion a~M~mm probt~, ~ ~ng how ap#i~dom will
~ol~ f~m ~ MDI w SDI m~el, ~d wilt pmvid~ training in obj~t o~m~ d~gn to
App~doas division.

o DeveMp~nt t~ls ~d [ibmfi~ (D~), ~ibl¢ ~ ~ ~ls ~d libmfl~ like

bug t~g ~mb~. D~’s t~ls ~ ~ ~e ~ti~ d~lop~t pm~,
~i~ ~d ¢~g t~l, ~ t~ ~fil~g ~d bug ~c~g t~ls. ~elr n~t f~ is
f~ilimt~ &e t~tion of appli~do~ d~elop~t ~ ~e ~ ~vi~m~t ~d m implement
a m~ agg~ive m~ ~gy to ~Me ~ ~pii~on devolopm~t ~d ~

o ~ I~g, ~ib~ for o~ ~n help ease ~d CBT auto,s ~d ~ntim
~ts. ~$ g~up a[~ pm~d~ ~t ~n b~ ~g~ t~ology ~ by the
multim~ia g~up. ~ir n~ ~ ~ is to m~ ~mm cmm~r ~mtments ~d
m ~e amm ag~ive t~i~ ~te~ for help ~d cbt ~t ~11 ~u~ the
of ~velop~ onli~ info~tion for ~r prod~ ~d ~m will let ~ inelu~ intelligent
ag~m ~d malti~ia-b~ in~mti~ in help/ebt I~ns.
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oUI Arehiu~mre, reslmnSlble for ~fini~g the co~ ~
~ ~ Mi~ ~p~o~ w~[ follow, ~d ~r ~o~g ~ ~te~ d~ign
~l~on ~d ~bili~ ~g for ~ ~y. B~
~, ~ UI ~~ ~up ~I ~ ~bl~ for p~s~g

~ f~ Ap~i~ti~ d~o~. ~e AT~ c~fly ~ a W~ows d~elopm~n~

ACCOMPLISheS FROM ~ST ~

~X

o Grip fo~ May, ~0.                                                                          ’

de~ d~i~ ~odology ~d ~bli~ ~b~e ~or the d~i~ ph~. D~i~ is in

Applim~o~s An~hiumvan~

Defin~i protocols and ~ ~effaco ~r I~g ~d ~g

~ovid~ ~al ~ ~r~fi~ on ~ progm~ility ~ did d~i~ wo~
for the ~fo~ ~ ~ ~DT’~) ~o ~ ~ by Ex~ ~d ~d

Developmeat Tools and Libraries (DTL)

o Shipped major upgrad~ or bugfix releases of n~ady evexy tool owned by DTL.
.-...

o Five ~eleases of the DOT tool and ruatim¢ were shipped, supporting Excel 2,1~ a~d
Wiaword 1.0 and 1.1 in U,S. and several international versions, and for PM Word and Project
U.$. version.

oWinhelp 2.5 and 3.0 were shipped. Wi~aelp 2.5 supposed WiaWord and WinProject in U.S.
and several intecna~ional versions. Winhelp 3,0 shipped as part of Windows 3.0. PMHelp 2.5
and Mzchelp 1.0 v~re also shipped, supporting U.S. and intezaational vecsions of PMtLxce|
2.2 and MacExcel 2.2 respectively.

X 582328
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UI A~h~re

o Performed UI and graphics design consultation for many produ~t~. Contributed significantly
to the graphics dmign for WirMows 3.0 and PM 1.2, creating the,~ products’ "3D look’.

o Constructed a dedicated usability lab and performed over 20 usability te~ts

Applie, atioa Training Center

o Developed and conducted the Windows developer’s training course

TRIO

o Provided a lot of 8mat internal support for MS applicatiom and applications setters

o Assisted with virus detee2ion and eliminatio~ for the company, ]teles~ed a set of tools
each group can use for this purpose.

GOALS FOR NEXT YI~AR

AFX

o Complet~ developmeaxt and testing of obiect nmtime and form editor for Silver

o Code complete on class library for C7

Applications Archit~ctut~

0 Expand linlei~g and embedding cI~ign to e~compass h~e~n~ng, multimedia objects,
and in $itu editing. Det’me and impiemeat an API library for I&e and implement l&e in
Win Write and Patutb~sh.

o Complete desigtt work oo IDT’s

o Develop and prioritize overall architectural plans needed for realiziag the "information
at your fingertips" strategy, pursue design and prototyping appropriately.

o Develop and �onduct tho object oriented design com’se

Development Tools and Libraries

o Ship SDM 3.0 in Janu,wy I990.

o Develop and d~liver the n~w Dialog Editor version for Excel 3.0 and Word 2.0, and the
~ew Developer Dialog Editor that ~tpports internationalization.

o Develop and deliver a new C’XV version emphasizing size/speed improvements
X 582329
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Develop ~nd d~liv~ Ole GUI setup tool.

Chart oul and begin to implemeat a ~ agg~ive ~ls st~gy for ~mg
appfi~ti~s developer

~1~ ~d s~p W~elp 3.5.

S~p D~ 2.0 f~ W~do~

~elop ~d ~ilv~ Help 4,0

S~p T~ ~ W~d 5.5

De~e a ~ agave ~ s~mgy for h~p ~ ¢bt f~g ~ lower
~fo~ti~ d~opm~t ~d ~ve~, ~& ~b~i~ f~ ~ploi~g mulfi~ia ~fo~afiou,

- appH~ ~

D~e ~li~doas ~ m~el

Appli~fioa T~g

~mbi¢c, 68K ~mbler, $DM, ~, C, ~d ~a~ pmj~t ~gemeat.

~O

Coat~ ~ r~ of ~temal appli~io~ ~p~n.

X 582330
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Microsoft Memo

To: Mike Maples .
From: Pete I-Egg, ins ~’"
Date: 7/24/90
Cc Analysis Business U~t, Phil Welt, Claudio Papetti, Marc Niaut:re, Yoskifumi

Mamiva

ABU ANNUAL REPORT
FISCAL YEAR 1990

BUSINESS    VOLUMES
¯ Worldwide revenues were 99.9% of plan for the year as we fell a pakry $250K short.

Net revenues of $182.7 million were 48% higher Lhan FY89.
¯ USSMD revenue was 96% of plan, or $77.6M vs. $80.8. FYg0 revenues grew 43%

over FY89.
¯ Infl retail was 102% of plan, or $I09.9M vs. $107.6. T~t’l retail grew 67% ~ FYg0.
¯ In~’l retail was 58% of ABU revenue ~
¯ FYg0 revenue mix by product and channel:

FYg0 Revenue MIx FY Revenue Mix
-:-~::’ By Product By Sales Channel

Multlplan

Other                          Mac                   f ~lnl~ USSMD
Excel

I~t’l
Project Retail

PC/PM
Excel

’̄ Key revenue variances by product (worldwide):

Producz USSMD Int’l ~ Total
Retail Variance

PC Excel ..(_$..5.5 M ) ($2.1M) i {$.5M) ($8.1M)

PC Excel Uwrades ............. (.$3.5M~ ($2.3M~1 ($5.8M,~
:PM Excel ($ I+0M~ ($1.8M)’
PC/WLn/Mae/PM, .P.,r.oi= ct
Mac Excel $3.0M $(,6M~ ...... $2,4M

Mac: ,,Excel¯ Up,~radcs,,,, $4.6M $2.8M $7.4M__ ~-~IX
PC Muitiplan $105K $5.6M $1.06M $6.8M

TOTAL (~’3.2M) $2.4M $.5M ($.’+~ M) --..I t..,J     :Z~



ABU A nn ual Report for Fiscal Year 1~0

Mac Excel r~enue (incl. updates and Mac Office) grew by 55% over FY89. Exc|uding
updates, re~’~ue growth was 33.7%. We sold ~_50K units of Mac Excel in FY90.

WorldwideIK2 Excel revenue grew 67.6% over FY89, Int°l retail grew 95%. USSMD
revenues ~ 36%. PC Excel unit sales grew by 50%. We sold 3"~4K units of PC
Excet in F~3 and I8K units of PM Excel.

The U$$Ml~’selt-throug.h trend for Mac and PC Excel was positive throughout the
year. Thence I990 PC t~xce! spik~ is particularly encouraging. L,~t’s hope that it is
the beginni~ of a major demand shift due to Windows 3.0.

US Retail PC Excel Sell-Through
Includes Node Packs

16,000
14,gOD

12,000

10,000

8,000
6,0DO

4,000

2,000

o
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ABU Annual Re!~rt lot Fiscal Ye,~r 1.990

~ABUWorldwide Revenue Plan /VS.
Cumulative FYg0, by Product

¯

$200.0M                                                                 [] Updates&Other

[] .M~ XL Update
$150.OM

[] ~ultiplan

$100.0M [] Project

¯ $50.0M [] Win Project

[] Mac F.xcet
$O.OM

ABU Worldwide Revenue vs, Plan~ ~ MPUpdate
FYg0, By Product ~ Muitiplan

X 582.334
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AgU Annu~ Repo~f for F~ca/ Yaa~ 1990

PROFITABILITT

¯ Burdened ~.ating income exceeded plan by $,5.5M, or 11%, due largely to COGS
reductfons.gSSMD product COGS were 13.6% of revenue vs. a plan of 18.6%. int’l
re[aft prod~ COGS were 17.9% vs. a plan of 16.2%, although they dropped to 15%
in Q4 due ~ignificant BOM changes to PC Excel.

¯ PC Excel s@dard COGS (USSMD) was reduced from $45 in June, 1989 to $21.77 as of
July I, 199r Changed documentation binding methods, disk count reduction, disk
compressi~ and removal of discretionary pieces in the package were responsible
for the cos~crease- This, obviously, had a major impact on overall BU COGS.
USSMD c~ o[ goods sold June, 1989 vs. 1990 and FYg0 overall:

,~Vlaj or Products June June FYgO
1989 1990

PC Proi¢ct 14.2% 14.6% 14.8%

Win Proi¢ct NA 8.8% 7.9%
Mac Exc¢I 8.9% 10.0% 9.3%
PC Exc~.l 22.7% : 8.5% t2.9%
’~U TOT~(’i, NA 11.4% 13.8%

,.~. ¯ Burdened ¢~ating income was 29.9% of revenue.Plan was 26.9%.

PRODUCT D E~,!~LOPMENT

¯ Our first OS.~2 P.M application, PM Exce!, shipped in early October and was
successfully armounced in New York City. Developing for early versions of OS/2
has been a l~aasle, but having a PM version of Excel available has been a positive
strategic stawment.

° Windows ptp.ject 1.0 shipped in May! Initial customer and editorial reaction has
,...          been favora[~le. Our positioning has been accepted, and we are well on the way to

being the standard to which others are compared. At press time, Project was rated
PC World’s ,[}est Buy" in the project management category. Although it took a
long time, pfvduct quality is high. We are moving quickly to develop Mac and OS/2
versions as ~.utl as beginning work on Project 2.0. We are also besinning an
investigaticm O~ doing Planner/PIM, a low-end, non-CPM-based project manager for
business professionals.

° Kanji, Arabi~.. Hebrew, l~axsi, and Greek Mac Excel 2.2 shipped in the first half of the
fiscal year, #s~’lecting our continuing commitment to quality localization of our
products.

¯ The last ve~’~an of Multiplan, 4.2, was completed in December.
° WinGraph swapped as an integral part of Windows Powerpoint in May. The

WinGraph t,~~’n has transferred from EBU to ABU and is beginning work on the
next genera¢,~-~,’~ of shareable charting code.

X 582335
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ABU Annual F~eport fo~ Fiscal Year t990

- All teams are making great progress on Excel 3,0, a product we plan to ship for
Windows late in 1990. We have implemented new scheduling and development
methodologies while developing Excel 3.0 simultaneously for Windows, Mac, and
PM. Localization work is also happening in parallel. The success of these things has
greatly exceeded our expectations, the interaction of testing and development has
been superb, and we’re excited about the prospect of shipping a great new version
Excel 3.0 in 3 environments. Excel 3.0 is on schedule-we intend to keep it that way.

¯ Another highlight of ~.xcel 3.0 will be the leveragiag of 3rd party developers. It will
include a non-linear solver from Frontline Systems and Q+E from Pioneer
Software.

¯ A team headed by Chris Graham is developing a Lotus compatibility mode and we
~::. will be able to interpret Lotus Macros in Excel 3.X.

* Excel 3.0 will also be the debut of a core documentation strategy, The Function
Reference is the same for all environments, and the User’s Guide will use the same
doc file to produce different books for Win/PM and Mac platforms. Mac differences
will be minor and clearly called out to ease tocalizaEon. We are working hard to
improve international hand-offs and are making good progress.

* The Excel 3.0 Tutorial will now feature mouse support and will address switching
issues for Lotus 1-2-3 users.

¯ We atso completed a number of important auxiliary products, including CL/I
¯ ::.? suppor~ for Mac Excel.

MARKETING

" PC Excel marketing was dominated by implementation and tracking of the PC Excel
Push. A full analysis of these programs was prepared for senior management.
These programs had a major impact on Windows Computing programs for FY91.

* FYg0 was also the year of the seminar and trial programs. The Excel marketing
group helped launch the Permanent .gemL-~ar Team, conducted an Engineering
Seminar Pilot, and partidpated in seminars with Premise, IBM, TesseracL and

..... others.
¯ PC Excel’s US market share grew to approximately 13-14% in the US the first half of

FYg0, but has flattened !dropped in the second half due to strong $99 Quattro Pro
sales. I esth’nate US market share at 10-12% and Lnt°l Retail market share at 17-18%
at year-end.

¯ Mac Excel market share continues to hold steady at 85-90%. Co-marketing with
DeltaGraph helped satisfy corporate customers’ need for 3-D graphing in many cases,
keeping Wingz at bay.

¯ Excel’s successful involvement in several large government contracts, espedally
FAA/OATS and Desktop Ill was one of the highlights of the year. A lot of work
went into acquiring conversion code to meet the requirements of DTUI.
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ABU Anauat Report for Fiscal Year t990

¯ We increased our efforts in the area of developer marketing. Excet Developer
Conferences were held in Seattle, New York City, and San Francisco. Over 500
people attended the three sites.

¯ A new Excel Consultants Program was launched late in FY90. We hope to develop a
qualified group of Excel consultants our salesforce can use to help write Excel
applications and convert existing Lotus 1-2-3 macros in their accounts.

¯ Evaluate Compete!, a 5-dimensional modelling tool, for possible acquisition but
derided no~ to pursue at this time.

¯ FYg0 saw the roltout of numerous versions of Lotus 123, including 2.2, 3.0,/G,/M,
123 for Sun, 123 for Vax, and 123 for Deskmate (and I may be forgetting one). 3.0’s
performance has been underwhehning, accounting for ordy 25% of 123 sales. Lotus
hopes to improve this with the release of 3.1, a Windows-compliant version that
includes spreadsheet publishing capabilities with the incorporation of Impress.
Lotus 123/G has been received surprisingly well by the editorial community. We
need to do a better of highlighting its many shortcomings.

¯ Proiect marketing was dominated by preparation and execution of the Windows
~: Project rollout.

¯ USSMD reception of the Project Sourcebook has been outstanding. It has set a
standard for other products.

¯ Aerospace focus program via consultant Steve Garfein is opeining many doors in
addition to training the salesforce how to sell the Windows line as a total solution
to the aerospace segment.

° Successful alliances for Win Project were formed with SelfWare, providing links
with Metier, Timberline, and Primaverao

ORGANIZATION

¯ ABU headcount grew by 28% in FYg0. Freelance conversion accounted for 5 new
peopte. The FY91 plan calls for 25% growth.

ABU Headcount Growth
FY89-FY91

lEO 143

FIll A~t. Fill ACt. FYil Plln

[Y~ah, ~ ~now I should s~ck tho h~ds, but it do~n’t wo~ yet.]
X 582337
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ASU Annual Report ~or Fiscal Yaar 1~90

Growth by functional group:

AB’6 k ’ mt 4 .......... 5
Development 21 27; 36
Marketin, g,,, 11 , 14 18
Pgm Mgmt ..... 7 1 0. 14
pL~j,%£t 1 3 19;
Testing 1 6 17         27

Total 1 1 2 1 43 1 79

~BU and DABU ptoducSo~ ~oups we#e mer~ ~ ~ay ~ an effort ~o ~c~e~se
ov~[ produc~o~
~90 saw several m~a~t ~ as we w~comed D~a~e ~[co~-~o~es as
Use~ Sd ~a~a~e~, C~s Graham as Group £ro~am M~a~er, ~d H~k V~l as

FY91 ABU OBJECTIVES

1. Grow PC Excel market share worldwide, leveraging W~ndows 3.0 and Excel 3.0
introduction. Maintain Mac Excel market share; fend off competitive threats from
Informix and Lotus.

1 Complete and execute dynamite introduction of Excel 3.0.
3. Continue the momentum o£ the Windows Project introduction, doubling market

share over FYgO. Focus on aerospace and government accounts.
4. Ship Macintosh and PM Project and win in these markets.
5. Resolve plans for Planner/PIM.
6. Complete Excel 3.0 for Arabic and Japanese markets, make progress on 3.x and 4.0.
7. Complete WinGraph 1.X and make significant progress on Charting

Library/WinGraph 2.0.

8. Continue to improve development and scheduling methodologies on all projects.
9. Achieve FYg! WW revenue goal of $251M, with burdened operating income of

$77M, or 30.7% of net revenue.
10. Recruit talented people to fill open headcount.
11. FolIow-through on employee training objectives.

X 582338
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Microsoft Interoffice Memo

To: Mike Maples
From: Charles Stevens, Randy K~le
Cc: DABU
Date: .TuIy 28, 1990
Re: DABU St~tu~ Renort forFY 19~90 with~une 1990 hi_,t~li_~hL~

I, Highlights/Major Achievements- FY 1990
1) Basic revenues increasecl by 50% in the US, 44% in International, but OF.2vI sal~s deeline~ by 44%,

ovex FY’89.
2) Shipped Basic Professional Development System 7.0 and 7.1. Won acetailll ~ reviews. Sold more

than 6,000 units in upgrades to installed base. Co-sponsored s~ries of nation.wi~ Basic symposiums
that attracted 2.500 developers.

3) Launched nw,v DBMS strategy (CL,’rus prototype, functional spec, and schedule completed).
4) Implemented ZD approach on major projects (deIin~t in DABU Methodology Document).
53 St,aztea Thunder, completed spec and ma~ 3 project milestones.
6) Silver vision approve, major s~tions of I~guage spee complet~t.
7) Reorganized DABU into Produce/Project teams.
8) Initiated extensive edu¢ation in t]U - on competitive prodaets, DBMS internals and customer needs.
9) Decided to replace GW-BASIC with QBasie ia DOS 5.0.
10) Completed development of new Win 3.0 test automation tools.

I1. Business Summary
DABU revenoes for FYg0 were S20.423 million, a 21% increase over S16.826 million in F~89.
rev~ues w~re 90% ofplaa ignoring Omega, only 68% ol’plaa including Omega. PC QB w~ only 73%
of plan in FY90, Mac QB 89%, and Hle 44%, bat Basic PDS came in at 108% of plarL DABU revenues
at~ for~.ast for $22.088 million in F’~’9 I, a projected 8% increas~ over FYgO (no DBMS revenue is
toreeast for b’Ygt). Hvadcotmt was reduced from 134 at the beginning of FY 1990 to 117 at the end of
b’~ 1990 after reaching I47 in October and November. R.evenue per employ~ in FY 1990 was
S153,560.

.~3.~0

=t.500 []
Sl,I~IO ~
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DABU F’Y 1990 Aaaua[ Repor~

PC Basic: Our Be.sic WW rotail rovonues increased 46% from $t 1.9"I9 million in FY 1989 to $t7,537
million in FY 1990. Basic PD$ accoumed foc43% of Basic revcaues in FYgO vs on]y 13% in F’Y89.
The ratios of both Basic PD$ to PC QaickBA$IC and Domestic to ]ntvrnatioaaI sales changed
significantly from F’Y89 to FY90. Whii¢ 53% of PC Quic "Id3A$IC revenue came from Intcrna~onal in
FY89, in FY90 it was 62%. l~m 65% of Basic PDS rvvenue in FY90 came from Domestic, maintaining
the overall rauo ol~ Domestic to International Basic sale.s at about 50%, tho same as in FY89. In the table
below, each c,,11 represents me pcr~ntage contribution to ~ total WW Basic mvcnu¢ retail for the ),car.
For example Domestic QaickBASIC sales reprcs~nw, d 19% of th~ total WW revenues for DASU Basic
business in FYg0,

I Domestic J lnternatkmalDomestic ]Internationai
Q,dcki~.~StC ~ 35% 39% 19~[

Tort[ Busic ] 49% [ $1% 5~ I

Microsofl Confidential 2
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DABU ~ "k~90 Annual R~port

R~vel~Ues F\’89 F’~k’91l
D{m~tic ]ntern.tiomlt bnme~;ic [~ternaLion~l

Basic PDS $745.7~~ ] S~91.419 ! ~,8~,531 $2,574.5~

Other Basic [ $969.459 F .....~2.076 [ S6~6.592 S767.872

Total Basic I 55..~.9..y~ [ $6.077.888 I58.797.198 $8,739,493

Other than ~ 350% increase in BC sales from FY89 to F’Yg0, the only other growth came in
into.a-nation,markets. PC QB domestic szles were fiat (the decline shown in the table above is due
large updalzga~es in FY89 which weren’t repeated in FY90) but its inmmational sales increased by
Japan K.K’s~ie business grew from SI.EM to be the largest rnternationzl Basic market at $’2.6M.
Germany w~second and grew from $1,3M m $1.6M. Frane~ came i~ n~xt growing from S556k to
$783k. ~ grew from $479k to $685k. Italy wa~ the fa~test growing market (L, om $.~45k m S657k).
Looking at ~li~osoft’s total world-wide languages badness PC QuiekBA$IC ~d Bask: PDS are the
second a~d~itd best.selling tang~age products behind our high et~d C product.

MaeFile s~ were 59% of plm world wide. Domestically Fil~ was 180% of plan (SM Ik) but
internatiort~ was only 38% of plan (5545k), F’mished good sales are dropping now that new products
from Claris~xl Acius are ~ipping. Lack of dome.~tic marketing funds has meant that there is ~ittie we
~ do to s~port File. International sales have t~en haml~red by a late release of axe Turkish version of
File 2.0, by ~te temporary lack or" an intemation~ product manager for File, ~md by a French product ealI
WinFile tha~s bundled with Macs in many coun~es.

dune 4990 Summav/

Revenue
Revenue lot DAB U of S 1,471,329 was 42 % of June forecast. If the Omega foree~t ~ re, moved,
was 72% ofld~m÷ The main shortfalls wea-e in PC QB only 47% of ply, Basic PDS (which we stopTmd
shipping in ~’ane duo to the new update 1,1 that was released ~t the end oftbe month) 8~% of plan, Mac
QB 7a% of plan, and File 13% of plan.

Hi~hli~hts
1) Rel~sed Basic PDS 7.1 to Manufacturing.

2) Made Milestone 11 wi~ Thunder.

3) Complet0d Citrus function~ spee and schedule,

4) Reorganized development/program met into 4 product groups,

5) Met with BilIG" and refocused BCE/QB5 project goals.

6) Completed FYgl planning and budgeting.

ProfitabiEty for F¥
Net Revenue~ for FY I990 of S19,467k were 68% or-plan.

Product Direct Costs w~m 23~5% of Net Revenues vs a plan of 21.4%, although domestically Product
Costs came in at 16% of revenues (vs. plan of I7%), however Intonational Product Costs were 33% of
revenues vs a plan of 30%,

Other costs, including manufacturtng vurianees and invcntor~ adjustments, were 11.5% o~ revenues
plan or" 6.7% of revenue, s, due to inventory, write-offs at the beginning of the t’is~al year (3%) and
m~mufactuting variances
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DABU FY 1990 Anm,aI Rcpoa
For the fiscai year, Operatlag expenses of S14~45k were 77% of plan (S~,442k under plan), Marketing
accounts for most of the positive varianc~ ($2,150k); Omega did no( ship which accounmd for $1.9M
the v~riancc, th~ remainder was posidve varianc~ from decrease in o|her mar~ting activities. The other
rnajnr areas where our expenses were loss than plan are Product Development ($1,427k), Payroll
and T&t~ (S260k). "Prof~sioaat Fees" was the only area where DABU w~ significantly over plan (by
$258k) due to the Qeantol suit, sti|l on.going over the QnickBASIC name,
Allocated expenseS for F"Y 199(I of $12,81Ok were 100.43% of plan.
Burdened operating income was negative ($14.690) million vs. a budget of ($11.127) million. If
Omega- revenue and marketing had not been forecast, DABU woali:l have been $1.6 million borer off
than pla~.

Basic Support Costs
We wor’r.�~t wiL~ PSS to ~’m’vey Basic support calls to underst.an~ the profile of user needs. Support is a
major cost for QaickBASIC (ranging from 16% to 2:2% of gross mon|hly revenue) and we have proposed
a 900-support number for QBasi¢. QBI and Learn Basic Now, pllls 900-number support for QB ngter a
period of 90 days free support to remedy this ~asic PD$ will stay with fre� toLbsuppoct). If up,eyed, it
will be phased in b~twecn October 1, I990 and January 1, I991. In L~ upcoming COGS reduction
r~pacl~aging of QuickBASIC 4.5 (Sepgmber) w¢ will address sove.ral support issu~ such as taking out
th~ PSS phone number from the HELP sysmm and adding a Q&A section ~o the docuracntation with the
most common questions.

COGS
.........

~roduct SP..P Target    Cogs Cogs      Variance
7/I~9_ "1/I/90 from

Mac File ...... S195 $I3.27 S19.87 $1"3.I2
¯ :<" -g4acOB ,,S..9. 9 $6.74 S9.36 59.35 ......

PC QB 3.5"       599$6.7~ $9.97 $10.67 (53.93)

Bpsic PD$ 3.5"    S~95 .q33.69 i $34..90 $32.22 $1.47
Basic PDS 5./~.,5’’ "" $49,5,,, S33.69 I *. $30.06 S.3,.66
Thunder $169 S11.50 ! n/a ES11..21 S.29

"Note: PDS COGS in FY 1989 is for BC 6.0 (dual media) and the SRP was $295.
We made significant effort during FY 1990 to reduce COGS on all DABU inoducLs. PC QuickBASIC’i-: COGS vcent up as the volumes went down an~l we ate doing a COGS reduction repacking in time lot the
1990 hotiday season, the estimates arc S3.6g (3.5") and $7.g2 (5.25"). As this is ~11 above target, we

.... witl focus on further COGS reduction with QB 5.0 a~d we will probably raise the SRP. MacQB and .’-
MacFiM arc lower volume products so the product managers are watching |he order rates and materials
order quantities to try to leverage large purchase orders whexe possible. The COGS for MacFilc have just
shot up S2.35 because era low volume manual purchase during June. We will make larger buys of
manuals to bring this back down. We mad~ significant COGS reductions for BC in v 71, which was jest
released, an6 also File and l~ac QB during this last year.

¢~icrosofl Conliden~ial
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DABU FY 1990 Annual Report

Strategy Changes
The major strategy c ’hange during FYg0 was to cancel the Omega project and redirect oaf DBMS effort
away from competing with a wide range of products to Cirrus, which is focused on competing with
Windows Paradox as an end-user DBMS. Other strategy changes including combining Ruby and EB to
create Thunder, and ~.ligning it with our future OO Basic t~ehnology direction as represented by Silver.
We also took another opportunistic product, St~mmit (which was developed by Craig I-[enry and links the
Quick Environment of PDS with SQLSea’ver) and we are leveraging it to gain additional visibility for
Basic PDS. We redirected the BC 8 plan away from behag x Fox-killer to further improvements in the
language and capacity, and adding Forms and multi-user ISAM. QB5 will also include Forms in the
same timeframe as BC8 (Q4, calendar 1991) and is se~n as in important product to arrest the decline in
QB roles. At this time we are not planning any futur~ releases ot’ Mac F’Lle or Mac QB (o~her than a bug
fix update for the latter in Sept. 90). We also moved to C 6 for both Thunder and Ch-rus development.
C~-rontly this bt~in~ss u~it lacks a M~toah $1famgy hi any of otfr product lines and in FY91 we will
either have to put concrete plans in pla~ ot d~cide to hold oft any investment until Cirras 2.0 and Silver,

IV. Produet/Proieet Reports
:’" DAE/Omega Engine: The DA~ and BC/Omega engines have be~n unified under the common JET

(Joint Engine Teehnotogy) APL The Omega engine will be tailored for low memory configurations
(DOS, Windows and some Of;D- applications), DAE will focus on taking advantage of OS/2
funedonalky and memory. A common quca3’ processor will sit on top of both ISAMs. ISAM
performance improved in BC "7.1 by 60% over BC 7,0 m "aking it f~ter than Fox.Pro and BTrieve.

Cirrus: The Circus project was started and its direction approved in FYg0. It will focus on end-aser
querying and data navigation and compet~ with the ~xpeered r~lease of Windows Paradox, Our current
statt~ is Code Complem ia June 1991 and expected retea.~ to Manufacturing befor~ the end of calendar
1991. The User Education plan is complete and the Testing plan will be completed by mid.July.

QBASIC: QBasie is a trimmed down v~rsion of the QuiekBASIC intet’preter that will be included in
DOS 5.0 when it ships in the Fall of 1990. This will replace GW-BAS1C and should help to improve
BASIC’s image in the industry.

BCT-" BC 7,0 was shipped in November 1989 and Be 7.I was released to manufacturing ~ June 1990.

BCS/QB$: Development sehedt~te and work plan has been done, and different options for sequencing
the releases of both products are being explored (simultaneous versus staggered). Our Confirmed mission
is to plm a QB5 like a backward-eompatibl~ text-mode Thunder, and Basic PDS 8.0 as the best of QB5
and BC7 with the addition of multi-user ISA~M and a mor~ integrated environment for higher-end
systems.

I]SQL (Summit): BSQL is a library which extends the Quick environment to include SQLScrver.
Summit has releas~ to Manufacturing and will be announced and shipped in August inside the SQL
Server 1.1 box.

Silva, r: We ate now working closely with F_xce], APPA and Alex ~o finalize Command/Macro r~ording
mode and we are cooperating with applications, APPA and A.FX to ship a erossoplafform version of
Silver with Excel 4.0 in the first half of 199~ We developed our instance-based programming model and
the language definition is nearly complete. Cross-application macro reco~ model has been denned.
Design for integrated development environment and Silver runtime is currently in progress.

Thunder: Thunder has grown from an opportunistic wedding of Ruby technology and Embedded Basic
into a very powerful and capabM high productivity Windows and PM graphical application developmem
reel that is line ,,vith out" future Object Orient Ba~ie (Silver) directions. It will be code complete by
September. The Milestone IlI relen~ has been delivered. In the last re~iew meeting with Bill Gates
(7/19/90) several issues ~u,~re open for investigation. These include Iiaking and embedding support, and
exte~siblc controls. A new scheduled release to manufacturing date awaits closure of thc~ new femure

~ i~ues. \Vc ~re working toward :~ simutt~ne.ou.� celeas,~ in English. French and German.
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Y. Group Reports
Testing

Besides shipping BC 7.0 a~d BC 7.1, we worked on improving L~e group’s technical skills ~d
d~voiopm~ of new T~ tool ~hnO10~y. We have developed ~c now tool ~hnology w ~ow
amoma~on for ~c [~dng o£ Windows apptic~ons ~ a d~ibut~ network vnviconmcnL Over
mach~ may now en~tcd m automa~y dk~bum, ~ ~d vv~fy ~ co~ ~ ~s £or bo~
Windo~ ~d Ch~ m~� p~u;~. Cu~nfly ~¢s� t~ls ~ ~ing ~ ov~ in ~ious Sysmms
groups ~d ~ s~d in ~ p~s for n~w sysmms produce. ~e en~ group h~ ~ m ~
WM~ws 3.0 ping--ruing ~ ~ong wi~ v~o~ Micm~fi inmm~ c~. ~ PM ~ for
Win~ws 3.0 =~Is is c~ntly ~d~

User E~
0~: du~ s~azgMs of"sm~Mr is ~tmr" ~d "put ~p~d~m inform~o, online ~ ~� mchnolo~
~ows" ~ h~ping us platy ~nd~ d~mdon wh~ it ~ mos~ ~f¢�~v~, ~dcfs s~mgy ~or

now 78% smiler ~ is BC7 p=cnt tiM. ~ B~.I ~g¢ M now sm~l~ ~ca=~ of~ work
~g t~ info~don Mm BC Hdp ~1~

We t~k on ~ ~xp~d~ ~e role m s~e o~r gzoups, d~ng ~� ye~ we ~mm~ Th~nd~
C~s p~mtyp~s, d~i~cd ~d ¢o~ S~mmit demo ~ogmm~, ~= a B~c DB-Libr~ ~k f~ SQL
Se~, ~d wrote a C~s Whk= Pa~r. We ~o w~om a DOS 5.0 m~, ~d ~ int=opcmbility
b~kl~t for the Wi~Line applicmions.

We ~ ~ontin~ng ~ ~prova on me~ng user ne~s ~ugh innovation such ~ implementing "cae
�~d" support in C~us, md on m~dng c~¢ go~ for COGS, p~ging, and imp~ved

Marketing
~asic S;mposJums: A scfi= ~ 8 w~ hc~d £or {~dcpendcm dcvelop~. A[ten~c¢ ~gcd £rom
over 40~, averaging 300. Th~ sym~si~ms ~� ~u~ by ~ ~ic ~SV comm~hF ~nd £u~ded

symposJ~s h~v~ ~cn ~m~t i~ ~l~ng ~ B~ic communhy ~d Ja s~win~ ~e p~s
c~=om~rs our comm~cn¢ m ~. R~¢ndy we ~v¢ ~¢ a pm~Z tot ~cmso~ m help £gnd
s~-up indcpcnd~ "Basi~m" mag~n~ ~a[ wo~ld ~ m~ by J~m Fawcctm (previo~ly editor o~
[nfoWorld, Personal Computing and fou~ of DBMS) ~d Da~d ~tn (fou~d~ of Damb~ ~v~or).
~is mag~n¢ is ~o~ cridc~ mquimm~m for building ~� B~M community, m~rs~ng i~
ima~ and gai~in~ viability ~d ~p~ foz our upcoming new B~ic pr~ucs.

PR: Ov~ th~ las~ y~ we have ~on going more ~d ~cr covomgo for B~c, s~¢ wi~ ~a "Back
~ ~c Futurc" ~o~ 1=~ summ~ ~ ¢mph~izod our commi~cnt m B~ic ~d incl~dMg ~vgmI posidv¢
r~vicws ~d cov~agc of BASIC PDS 7,O in ~e ~:ing. Additionally Tod Nict~ ~v~llcd ~o Eum~ for
a press tour m inuoduc¢ B~c 7.0 ~ng ia 2 m~no coves ~d s=vc~ major

~oo~: MS P:cs ship~d ov= ~k of L~ B~ic Now ~. Mo~ ~ 8 new ~de b~ks a~
t~ wcro publishod for B~c mrs p=~ y~.

Direct Marketing of Basic PDS: We ~ve mow towed a h~vicf crop.is on dir~ m~edag
Bmlc produc=. O~r dir¢c~ m~n¢ ~p~gn for B=ic PDS saw 242,~ pi~= sam ~ two maifings
m ~e Qu~ckBASIC registered own~ list. Wc ~ld 5A37 un~= for SI.6 million which ~pm~ns a 23%

T~t books aleut: Wc ~ in mc pro~s of signing morn ~cxt ~k bundle d~ls wi(h QuickBASiC
which would bring ~c ~o~t ~o ~tw~n 5 and 6.
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DABU F’f’ 199(] Annual

Research: We condu¢lcd l’ouu~ ~ro~p re~h inlo ll~c imag~ of Basi~ ~ held by pmfg~iona]

We ~ Rddm~i~g ~c problem ~rou6b m~dng RcfiviRcs like PR, ~c B~c symposiums and
m~g~ino propo~l (~o above) ~ well of co~rs¢ by shipping ~d planing cxcitLng new p~uc~ like
B~C PDS, Th~nd~, ~d Silver. Wc af~ pl~ to conduct ~di~oa~ rcs~ch to und~d
of B~ic ~ held by non-programmers.

Game Sho~: Whm s~md as a holily pmmo~on for Q~ick~IC ~ ~wn ~m a p~uc~ bundle
f~us~ on g~Rin~ morn ~o~ng~) ~I~ p~o~mmming in B~ic. ~ ~9~5 p~t will b~
p~g¢ which will include ~mm~mi~ v~io~ of T¢~s ~d h~ 5~i ~ well ~ 6 ~ w~lten
in Qsic~AS]C ~ong wi~ ~¢ MS Press b~k "~ ~ Now" ~d Q~ic - ~ ~� pm~
will be bundl¢d wi~ DOS 5.

TryQB= ~ order to inc~¢ ~� aw~ness ~d ~ of Qui¢~ASIC we ~v¢1o~d a ~ppl~d v~ion of

have b~n wdn~ ~ul TwQB. Wi~ ~ ~ of QBAS~C in DOS 5,0 ~ n~ f~ T~ will
¯ minisb over

Qnic~AS[C; New ad campion which f~t~¢d ~ "R~I Scionds~~. V~u¢ ~ck ~o~
c~¢~ Quic~ASIC w~ f~mmd in ~ T-3 promo~on,

~ilez A ~ololy~ o~iI¢ 3.0 was ~v~lop~ in Sup~ and pmlim~ d~c~ion w~¢ s~ wi~
~ ou=id¢ dcvclo~r to cmRm ~c pr~uc~ but ~dvity w~ pul on hold when Sieve Po~dchik picked up
the m~kcting ac~vidcs for Q~B~IC,

Thunder: Vision sml¢mcnt and ~sdng PI~ were compl¢~d ~ ~s~ibm¢d. "Vis~l~ic" nam~
~ b¢�~ approve. ~ £~[y ~vclo~fs Progr~ p~ning is in placs. Co~ornts Communi~tions
and PR pr~¢ss~ have ~ s~d, ~ dismibudon pl~s £or Thundor is still b¢isg m~no~
~p¢~ will ~ crated on long-lczm B~ic dir~tions.

~hton-Tate: w~ c~ you ~y~ S~es ~d profi~ hav~ gone ~u~, ~d 1.1 ~n’t ~hipped (al~ough
~ planned to ~ announced ~uIy 3 ~). No c~dibility lcf~ dB~ III h~ bccn ou~clling dB~ IV but the~
m=kc~ shoe h~ drop~ m under 40% from moR ~ 60% ~d Pmdox’s m=~ sh~s h~ incr¢~cd
~h~ last I2 monks from 12% ~o mor~ ~n 30%.

Microrim: Microrim shi~d v~ion 3,0 of R:BASE. h h~ mmcd om to ~ a ~ty con~iv~ ~d
expand pcoducL From wh~ we c~ ga~r ~cy may bo hca~ng ~ a fan~cn~ly wrong dir~don
wi~ V~gu~d - ~ph~iziag ch~cmr t)~¢ @pS~do~ under a G~ caviroam~z ~d nor ~y
dcvcloping a full GUt DBMS,

Clarts: Wi~ Applo m-~rbing Cl~is we will have to war ~d s~ w~ diction th¢~ ~ftw~¢ �florin
wiR ~¢. Thoy anaoanc~ a signffi~y improved v~sion of Hlo~cr ~ Janu~ for shipmsn~
- ~m lmes~ repo~ we exp~t ~e product to ship in Sepmm~r, Sm~fo~s, whilo a yew good produc~,
h~ met wi{h ~mimal m~kol ~p~� and is ns~ d~.

Fox: FYg0 h~ b~n ~ a yc~ o[ high v~i~Sty f~ Fox So[~w~. Wi~ ~r ml~¢ of Fo~m
November they b~c~¢ ~¢ und~pu~ lead¢~ in the DBMS sp~ w~. They hays ~m induced a
number of innovmiv¢ ~nhanc¢mon~ ~ ~¢ dB~s s~d~. II is no~ ~ ~ough lhal ~oy ~v¢
m~fing presence nnd organization to become a major conl~ndcr, ~ough ~ey ~ cl~ly
wi~ about 10% m~kcl shoo b~d dB~o ~d P~dox. ~¢y ~o hav¢ ~c #2 Mac DBMS
behind Acius wid~ 4D.

~orland: The big news a~ut Borl~d is ~¢ ~¢n( surge in saIcs of ~dox. Wi~ ~h¢ help
problems at Ashton-Tatc, P~dox h~ ~com~ ~e cl~ # 2 DBMS in the m~k¢l. Wi~ ~cir
commitlncnt ~ Windows ~’c expect Windows P=adox ~o ~ a Cormi~bl~ c~pctimr.
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~,n=ucke[: ~LU~L h~ 5n~l]y (~r ~ delay o[ over a y~) shipp~ v~rsion Clipper

Clarion: W~8~d ~n cxtc~ivc=~lys~s o[Lhe pr~ucL Our cs~ma~s ~ ~ CI~Jon ships ~bout
un[~month. ~c p~uct gc~ suong ~v[�~ b~t i~ ~Lcs h~v~n’~ ~cn

Sp~trum T~bnolo~’: [n~uc~ wh~ w~ to ~ Bor~d’s T~o 8~c 2.0 ~nder ~e
~owcrBAS[~ So f~we ~ve ~n ]i~ v~ible impact on o~

~)’melr~: ~unch~ T~l~k wi~ ~e in~uc~on of Windows 3.0 ~d ~uld ~ ~m~bdon for
~und~t if ~ not h~d~g ~on~g properly.

Mat~s: ~ ~e finding m~ ~m ~e~ ~uct Obj~lVi~w, which j~ in ~ now. It s~ms
~ ~det ~ ~y ~ ~ pmg~m~g ]mgmge "QuI~ASIC -1~". ~ co~d ~
comp~don ~

Vl, Staff[ng rgani tion
D~s h~ co~n~ ~ m 134 on $~y 1. l~0. ~ ~¢w ~ hig~ ~ 147 ~£o~ ~in[ cut

The £o~o~ ~le ~o~ D~U ~n ~90:

~t~cw B~. ~ ~on, ~ C~. Bob Cmwford, Pe~ Gol~ ~ Gon~¢s, Sh~ Groff.

Adam Bos~. Tom Dav~s. Ad~ Rauch. Sco~t P¢~n joined ~

Ncil B~ck. ~ucl Schi[l~g, Brad ~ompson, David Holmes ~in~ o~ ~A group.

Appm~ma~ly 37 p~ple I~f~ DABU. O~ ~ ~doa ~up m=@d wi~ ABU’s pmd~on group
~d o~ DSE ~up mov~ ~m Q~

Microsoft Confidential 8



DABU FY 19�~0 Anno.~! R~por~

Vii. Objectives for Fiscal Year 1991
Business

I) Bear r~venue forecast.

2) Come in und~ bud~t on o~ng ~xp~s~s,

3) ~ ~on~ ~velo~ for Silver.

Strategy and Plmning

Produ= Development
]) Compare C~s mfl~ md£~h c~e ~mpl¢= by June t~I.

2) ~ Silv= a gma~ pmdac~ ~sh ~ md m~e condom pm~ss tow~

3) Ship Thuad=r by ~m~

4) Complain Mul~¢r IS~ f~ DOS, OS~ md ~adow~

~) R~h co~ ~mpl~m on QB 5.0 ~ B~ic PDS 8.0 by J~n~ 1991.

~ ~e D~ mil~s ~d dglivembl~ m o~¢r

Marketing

¯ ~ m~ns~ ~ph~ pmgr~miag ~I f~ Windows 3.0.

3) T~ ~und QB ~ d~¢, ~nch ~d promoz¢ Micro~ G~¢ Shop. promom
~ ~d SQL Sc~ deriders.

4~ Complete CJ~ 1.0 m~dn~ pJ~.

M~crosoft Confldenlial 9
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M’K :P.SOft" Memo

To : Mike Maples

From : Susan Boeschen and EBU Managers

Date : Iuly 27, 1990

Re : EBU Fiscal Year ’90 - In Review

CC : EBU Staff

L FY’90 Highlights. We are Proud!
bY" ’90 was a very suecessf~ year for EBU. We haereased worldwide reveaum by 60% over FY’89 closing the year at $93mm or 118%
of plan. We matmged to budget ending th~ y~a~ Sl.3mm undw ore" $21.5mm operating expenses budget. We reduced COGs wherever
possible cutting PC Works COGs in half. We managed growth carefully increasing staff by only 16%. Th~ result was a more
profitable year than planned wit~ burdened operating income at 23.7% versus a plantmd 6.t% and a gross profit variance of $16mm.
Some of the achievexa~ts that make us especially proud ar~ ~s follows:

SH!PP~-D PRODUCT ML~’ETING SCHEDUL£ AND QUALITY GOATS
¯ Shipped four versions of PC.Works 2, (1) r~tail rele.as¢ in time for holiday season, (2) PS/2 release in dine for IBM PSi2 promo,

(3) IBM PS/I release, and (4) 2.00A update-all with above average quality, e.g. no recall or seriotls bugs, obvious
marketabLlity, and winning reviews.

¯ Shipped Mac Works 2.00B update to run on new Macs.
* Released WinGraph to GBU in time to meet commitment.
¯ Shipped PC Flight Sire 4.0 on schedule.
o Shipped the Microsoft Office on CD-ROM within a 6-month development time.frame.
o Shipped two special altar.market pieces for our target audiences - Growing YourBu$ine$$ for tlm small business market and In and

Out oj~ the Classroom with Microsoft Wark~ for th~ education markeJ.
* ReIe, ased custom version of PC Flight Sire4.0 for permanent Smithsonian exhibit[

G RF-W THE 3USINES S
¯ Re.searched, designed and staffed the fol!owing new projects:

. Flight Sire Add-On
- Personal Finance
- Windows Entertainment Pack
- Windows Productivity Pack
- I.~arning DOS

o Compteted Mac Works PSI buyout.

ACHIEVED MAJOR MARKETING WLNS
¯ PC Works bundled on every IBM PS/2 sold in Fall 1989 - at 270,000 units this is the largest packaged produc$ deal in MS history.
¯ IBM PS/I announced, PC Works is on every PS/I,
¯ PC Works bundled on every IBM EdLAN, representing a significant push ogWorks into K-12 market.
¯ PC Works bundled on I~rF_.A F-dstar machines.
° PC Works surpassed First Choic~ at retail.
, PC Works distribution doubled compared to a year ago.
o Mac Works sold a record 31,253 units for $3.35mm in Academic Edition product, becoming the leading Macintosh software

application in K.12 education.

CONTINUED TO FILL EBU TROPHY CASE
¯ Flight Sire won PC Resource. Best Entertainment Award.
* ~ight Sim won PC World 199~) ~VofId Class Award.
o Mac Works won Mac World Wortd Class Awm’d for 1990.
o Mac Works and Class-ln-A-Box for grades 7-12 s~lect~d as one of the five best software packages for education by Classroom

Computer Learning.
¯ Received society for Technica[ Communications awards foi" both PC works documentation and trmning materiaI.~.
* ]n the 1990 Attitude & Awareness Study, b.~S made the most significa~ awareness gains in the integrated category.

X 582350
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INNOVATED
¯ Complc[¢d 80% of [he muitim~ cb~ pi=~ [o[ ~� CD v~[s~ of Windows Works, In (h¢ p~css buih e~c~cm audio ~d

imaging labs. ~cam¢ proficient at a new ~ of ~u~oring t~ls ~d ~hnoio~ics. and provided over 50 dcmons~tions--
sometim~ ~ demons~t¢ mulfim~d~ ~d ~mefimes to dcmons~m Micm~ft’s leadership in building

* Desi~ ~d p~tot~d online Ref~ for ~ CD vmion ~ W~w$ Wo~ (~ ~ci~) ~ing T~I~
* Dosign~ ~d pmtoty~d a new m~l of onli~ in~cdon for Vo~ (’~mom’). Cr~ a Vo~ simulator to t~t the

~¢mons prior to V~ f~c~ing.
, Implemen~ me~ologies (~ ~vi~ era) ~ V~ ~t k~t ~ to o~ bug ~ ~d ~os o~ c~ in ~t tesdng ~1~.
, Design~ ~d cr~ a "Win~ws ~~" p~uct wh~h i~a~ ~ in~ad~ ~ub[¢~ng ~fi~ ~d shell em~ator.
- R~u~ p~e co~t f~ >7~ ~ <~ pag~ for ~ Wor~ 2.0 Rof~
, ~elo~ p~ss for moving ~ output m ~ ~ ~ v~ly �liminmeg Mad
, D~i~ ~d dev,to~d ~v~ ms~g t~ ~¢l~ng a W~ m~ ml which is c~e ~mplet~

S~POR~ I~NA~ONAL
- Met our commitmen~ to MS~. ~ji Wor~ b ~ ~m~let¢ ~d on sch~ul¢. ~lo~d eff~dve, on-going wo~ing

~lado~hip wi~ MS~ to �~m fu~ ~ ~ ~i v~ioas.
- ~mblished new p~s for ~mm~i~on ~d mgm,nt o~ ~v~M~ wi~ ~. SoIM p~e~p evolving.
, Es~i~hed an ¢xc,~ent cbt ~king sys~m ~ ~p~ l~on.
, Desi~ new meth~ for c~fing ~c Works cbt wMch ~g have big im~t for
~ Work~ wi~ Subs to m~t counW ~i~ n~ (¢g. W~ Jr. ~d ~ni~ f~ S~).

~AG~ PEOPLE AS ~L AS
, Division su~ey vali~t~ ~� ~rcep~ o~ EBU ~ a g~ pla~ to work. ~ n~ly ~I ~teg~es - Communication. T~ining.

Imm¢~t¢ ~ger. T~mwork ~ M~o - ~U ~md signiF~fly a~v¢ ~ ~v~on no~ on ~idv~ ~s~ns~.

~� IBM relationship by invoi~ng ~ose im~c~ by ~0 ~ang¢ in ~� planing p~
= We ~d ~me fun~

H. Business Summar~
~’90 w= a ve~’ succcssful and pm~mbl= y~ f~ EBU. Following is a s~ops~ of ~e bu~n~s fac~ which con~ibutcd to E~U’s

COGS: An ~c: o~ emph~s for all applicado~ ~ ~’90 ~d EBU ~ .o exception. ~e l~g¢~ volume b~nes~s: PC and Mac
Works =c well within ~¢ C~s gui~tin~. C~S wer~ cm in ~lf for ~ Wo~ wi~ ~e ~ipm¢nt of vers~n 2.0 ~d Mac Works
COGs ~mains subs~ntially b¢tow ~¢ guiddines. M$ough ~¢y inc~ slightly f~m ~89 due to ~ chaa~ i~ order votumes of
Mac Wor~ manuals. PC Flt Sire COGs ~s improv~ since ~’89, ~t ended ~, ~ slightly abov~ C~s guidelines due
s~i~ builds towed ~¢ end of ~c fi~ y~. L~S ~g~ in C~s ~ r¢la~ ~ ~dom in s~ volume for ~e

[ Product FYg0 ] FYg0 FY89 FY89
,., COGS [ % of sales COGS ..... % of sales

Mac Fli ~bt Sim $8.~ 35. t % $5.~ 21.6%

PC ~fight Sire 5.25~ S4.20 , ,~1~ $4.50 I7.0%

PC Fti~ht Sire 3.5" ~.~ ..... 14,4% ~.80 , 18.1%
L~S 5,25" S3.90 14.7% $3.50 13.1%_
LDOS 3.5~ SS.~ ~.4% ,.~JO , ,
Mac Wo~s S ~ 2.00 7.6% $9,80 6.8%
~ Works 5.25" Sg.~ ,, 11.],~,, S17.90, 22.4% :
~ Works 3.5" 59.10 I 1.3% $1~.~ ,23.0%

X 58235].
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EBU Revenue: EBU closed FY’90 at $93mm worldwide or {18% of pt~ of $7~mm. Comp~ ~o F~89 rev~ues of ~58mm
worldwide. EBbs worldwide busin~s ~ ~wn ~%. ~n ~ US. EBU �los~ ~ ofp~ 127~ a~ ~2mm, ~p~n~ng 50%
~ ov~ ~’89.

FYg0 Revenue v. Plan and FY89

Worldwide Revenue vs. Pla~ by Pro(tuet EBU - June

--

.~-Plaa

89 89    89    89    ~9 90    90    90    90 90 90
X 582352
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Revenue by Cb~nneh Tl~vcral! mix o[E~s revenue h~s noL shifted ~.ch ~(w~n ~’8~ ~d ~0. ]n~adon~l and
rcvenu~ r~scm a slighdy~hcr ~rc~g~ of EBbs b~inc~ ~n ~’~ over ~’89, bu~ in~auo~[ ~venue is ~dll [c~ ~an 50%
oi" the overall business,

Revenue by Channel

FY90 W,~rldwide Revenue vs. Plan and FY89

Mnc FI. Sire,

PC FI. Sire.
[] FY90 Rev~nu~

LDO$

~ ~S9 R~ven~

Mac Works ~

~ Works

SO.O0~.i $10M $20M $30M 540.M $)OM $60M X 582353
CONFIDENTIAL
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In the U.$, PC Works was ahead of pi~n 115%. Results are iu large pan due to the IBM PSIT- bundle ($10mm). Excluding the IBM
bundle, rcsuRs would be 92% of plan, Mac Works fell short of US plan primarily duc to the shift in Macintosh sales from low-end
machines, oa which Works is dependant, to higher end machines. Mac Works has done extremely well in the K-t2 market, posung i~s
highest year ever of education sales. Withoat marketing budget and marketing emphasis, LDOS sal~ lagged behind forecast for the
fiscal year÷ PC Flight Sire has maintmned its market share, however, sales tell short of plan due to overatl ca~egc~ry shrinkage,
excessive channel returns of version 3.0. and Flt Sim version 4.0 not shippin,~ in time to catch the entire Chrisumas season.

FY90 USSMD Revenue Vs. Plan and FYg9

Mac FI. Sim.

PC Fl. Sire.
~ FYg0 Rov~ue

~
[] FY90 PlanLDO$

~ [] F"Y89 Reve~n¢

Works

PC Works

S0M S5M $10M $15M S20M $25M

Profitability: Burdened operating income for the year was 23.7% vs, a budget of 6.1%. This represents $22 mm vs~ a plan of only
S6.1mm! Product cost was below budget at I8,7% vs. plan of 21%. At the gross profit level, EBU ended the },ear at a positive
variance of $16mm.

FY90 Revenue Allocations

3%
27.07% [] Cost of Reve, nue

[] Operating Expenses

[] ussMD

7.23% [] Ind Retail

[] Other Allocation

9,98%                                        [] Pre-Tax Profit
X 582354
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IlL Major Strategy Changes
¯ M,qtimodia smatcgy changed repeatedly to ~fl~ c~g~g s~, phffo~s ~d OEM machine ml~ ~ms. ~ ~m¢ f~c for

~m machin~ ~u~ca~ has v~ si~iF~y, ~s commi~cnt ~ mut~ h~ fl~t~, ~c h~dw~c pi~fo~
has b~om+ more v~i+~ (+nd t~s pow+ff~) and
Dir~mr~s~. ~+ n~ imp~t ~ ~at w¢ ~ now d~g got mul~p~ plaffo~s, ~ ~ming of "m~mcdh" ~s pm~bly
f~ out ~n ~ ~d  ficipat , ~d ~’r¢ not mul~ p~ f~ ~c O~

* V~ w~ ~om a ~ app m a Widows a~.

. Fo~ ~ Ap~-wid~ Confi~ Tos~ T~

IV. Staffing/Organization/Employee Development
Total EBU ~ment ~ff ~w ~m 110 g clo~ of~89 to I~ by ctog of~.

EBU Headcoanl *

7~
~elopm~t ~ 32
~ 2 0
T~g 15 20
AC~ 0
Program M~ 8 10
M~e~g I 0 11
~ 27
CBT
~ag~t 2 2

Total
*D~s NOT inclu~ summer interns, f~e~.

S~mg ~d or~i~fion eh~g~

, Org~ Wo~ devilment by funefion~ t~.
- Mov~ Win Graph ~ ABU.
, F~ed a ~ls g~up within ~ST for dove,pratt
- F~ed the AppKea~ons Configuration T~g T~m.
- Added two graphics sp~ialis~, an audio sp~i~ist, and ~ ins~efioaal d~ to ~e on-fine group ~rough the freelance

- Moved ~r~ ~ple ~m CBT to the ~ ~up ~ work on Se ~li~ mf~en~ f~ CD Windows Wor~.
- Combined wri~ng ~d ~ning ~fia~ ~up in~ on~ d~um~mfion ~ wi~ a single manger.
¯ Mo~ supra ~ople from edi6ng in~ pr~on. ~ifing ~p now is s~fly ~ic~ ~d copy editor. P~duction now

Functions ~ ~e suppo~ ~up for all proj~ ~d ~pt¢ ~ e~-~ ~ ~ ~ sup~ ~s. As a result we ~id not
have ~ fill ~C or scheduI~g ~i~ons Iota by at~fiom

, Reduced ~oduetion group by three ~ple -- print p~fi~ ~l~k compo~fion ~t~, and ~i~tor. We’ll get print
pr~uetion suppo~ from OBU. We’ll n~ limi~d ~mp supra ~a~ el ~ smn~ d~ign, but if we n~d ~ddifional
help, we’ll al~ get it from OBU. And ~i~ and p~ucfi~n ~pl~ as we]

COnFiDENTiAl.
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V. June 1990 Status Summary

A. HIGHLIGHTS / MAJOR ACHIEVEM’ENTS
¯ PS/I announced, Works is bundled on every machine and is recoiving good press coven-age. IBM EdLau deal with Works bundle

announced. NEA F_,ds~r machin~ with Wo~,s bundle announced, Works fe~nains ahead of First Choice a~ retail.
¯ K,~aji Works now in ’ f’~� recall class bugs ca{y’ mode~ Preparing for r~}eas~ candidate~
¯ Voodoo preparing for ZDR2.
¯ Completed Config Test Pass 2 on LWII~ on sch~ziul¢,
* Europa Te, s¢ Pass 3 completed ca
¯ Got the Works Macro tool working for th~ t’wst time on a production vm’~ioo of WOd~
o Successfull~, pressed f’u-st test CD of OPC Windows Work~. Evaluating results.
* 22 Kaleidoscop~ topics, protov!ped in To~Ibook, out for r~view.
¯ Met with Asymeffix to de~rmin~ if wc can g~t lh~ p~’forraanc~ improvemems w~ need to b~ able to use Toolbook t’or

Kaleidoscopa. A followup meeting is schcdule.d for the end of July.
PI’Ototyped, produced, and usability te~ted several Windows 3 Productivity Pack Tips and Troubleshooting topics. Bottom line:

people found [hem
-~ ¯ Completed perfonnanc~ r~views~

o Moved.

B. BUSINESS
Woridwia¢, Revenues of S8.~mm w~r~ 104% of plan,
II$SMD. Ravenue~ w~r~ below plan again at $2.1mm or ~% of plan.
PC Works - Sh[p1~d 12,000 units wkh ¢~vc;nue$ of $1.1mm, 75% of plan.
Mac Works. Revenues c~ntinae to fall ~hon at $.Tmm, 5~% of plan.
LDO$. Reve, nu~s at only S.lmm. 31% of plan,
Flight Simulator -Slow month with PC ~ Sire at 28% of dollar plan. $.lSmm.
International -Another ve~’ s~’ong PC Works month with r~venu~ of S3,3mm or 116% of plan. Mac Wo~k~ lagged

internationally at 45% of plan of
OEM Sal~s - Wer~ phenomenal for PC Works worldwide ~prc~ndng $.Smm in lune agaln.~ a forecas~ of S16k.

C. STRATEGY CHANGES
¯ l:h~cided tO do Wot~.s ~r stand-akme wo~ processor and spreadsheet products for MS Franc~. Prelim ship da~ Ocv~ov 90.
¯ Development at" th~ new DOS Shell lessons (3 total) ar~ on hold until ~he DOS ~.0 Shell spec is frozen and ~he inteffa~ has be~n

developed.

D.    PRODUCT / PROJECT CHANGES
PC Work~ ~.0: Worked wiu~ ~ to re, solve two problems, one on s~tup to not ami another building Ponugue, s~ spell dictionary.

IBM Fail 1990 PS~ promo in jeop~’dy.
Kanjl Worts: Tesdag is completing their ~htrd tost pa,cs. Release candidam on

of configs and printers (which probably will no¢ be done on schedule) and ~� NEC commu~cadon~ driver.
win Wor~: Sp~c has been updated and L~ being r~viewe, d.
Learaht~ Windows: Name changed to Microsoft Productivity Pack for Windows and prodac~ enhaac,~d to inelude

components. Marketing plan published. Beginning final te, s[ pass.
Bar, e)’: Inhiated telemafkcting rese,~rch of Quicken insmllod ba~.
Learning DOS: Likely ~o ship ia CY1991 due to lat~ DOS 5.0 introduction.
L~e~rd~ 8reaIh: CorpCom kick-off, packaging, matea’ials ~nidatod.
Ma~ Warts: Worked wilh ChadesS and RickP to evalua~ quality of WP rode a~d any major roadblocks to A~ri and Amiga pans.

Code looks ~x~nsiblc and no roadblocks found. B~tt~r than e, xpe~e,d[ Publishad Vision s[a~emgnt. Plans foe Works/Quicken
bundle finalized.

Voodoo: 0~ schedalg ~o b~ Tcs~ Case compl¢~ for s~oad ZDR ~n curly AugUSL

E. OBJECTIVES FOR THE NEXT 60 DAYS
¯ R~ioa,~ Kanji Works to MSKK.
¯ Rcl~aso Windows Productivity Pack,
¯ ReI~a.~ \\’indo~’s Entcnainmcnt Pack. X 5823S6° Reach closure on ponin~ Mac Works ~.o d~e Amiga and possibly I.he Ala.,-i ST. CONFIDENTIAL
EBU FYgO Review*,, - June Starvs Page 7
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Microsoft Memo
To : Mike Maples

From : Bob Gas’kins

Date : tuly 26, i940

Cc : Dennis Austin, Darrell Boyle, Sharon Meyers, Tom Rudkin, Aniko Somogyi, all GBU

Re : GBU Monthly Report for June 1.990 and Fiscal Year 1990

I. Business Summary
Fiscal Year 1990 was the year in which the Graphics Business Unit finally entered the Windows market for
presentation ~raphics software. In Iune of 1989, just before the beginning of the year, we had re-targeted
Windows PowerPoint to be a Windows 3.0--specific application which would take full advantage of Windows
3.0, but wldch would therefore not be able to run on earlier versions of Windows. At that time, Windows 3.0
was expected to ship in November;, our goal was to release WinPP two weeks after Windows 3.0 was released.

We met that goai--WinPP was released two weeks after WinA--but we hadn’t suspected that that would mean
a release in mid-May of 1990! It was definitely the correct decision to aim at Win3, for two reasons: (1) Win
did not offer t_he necessary standard graphics, and (2) fully exploiting Win3 is a great market~ng help now. But
we had underestimated the amount of instability remaining in Win3, and also underestimated the amount of
work needed in Wir~PP. Virtually the entire fiscal year was spent in focused, concentrated attention on getting
WinPP finished and shipped, requiring a very high level of effort from almost the whole business unit.

With all this focus on Windows PowerPoint, which was not shipping, it is not much surprise that we failed to
make our business plan forecasts.

Our worldwide total for the fiscal year was $]0.7M, only 40% of the planned $26.8M. Since the Windows
product was introduced in May and shipped in June, we shipped only 5,896 units of WinPP for $1.6M, a mere
14% of the year’s WinPP plan which had contemplated shipment the preceding November.

On Mac, our worldwide total for the fiscal year was $7.2M, or 55% of the planned $13M. (U3. sales were at 63%
of plan, international 40% of plan.) This corresponds to 35.004 units of MacPP. In addition, a further 27,779
units of MacPP were shipped as part of the MacOffice product, for another $1.7M in revenue to GBU.

For the fiscal year, product cost of WinPP was 10.7%. Product cost of MacPP was 11.2%. For the business unit
including all updates, promos, and higher-cost items, COGS for the fiscal year was 12.6%.

X 582358
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Mi~osoft Confident/af GBU Monthly Repot~ for June 1990

Worldwide Revenue vs. Plan By Pro~u~ - GBU, June 90

CUMULATIVE Wor|dwide Revenue vs. Ptan By Product-GBU, Ju~e 90

$30.0M

$25.0M

/~

-¯- FYgO FC

$20.0M ¯//¯ [] PP Updales

$15.0M
¯~,¯j="~"

[] PowerP Win

$5.0M

$0.0M I
Jut- Aug- Sep- Oct- Nov- Dec- J~n- Feb~ Mar- Apr- May- J~n- C-st
89 89 89 99 89 89 90 90 90 90 90 90 Fg0

[1. Strategy Changes
None.

!!1. Product / Project Changes
Non~.

X 582359
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Microsoft Confidential GBU Moathly Repo~1 for June 1990

IV. Marketing / Share/Competition
About mid-year, we conducted an exercise to anaiyse our market share for MacPP. The conclusion was
that we had about 40% to 55% of the M~e presentation graphics market in the U3., about twice as much
as our leading competitor, Persuasion on the Mac. We concluded that we had lost share only modestly,
but we had lost PR attention and momentum much more seriously. We renewed our Mac advertising,
but the most important short-term remedy for this was (as always) to ship Windows PowerPoint and to
be~n marketing the product as avallab|e on both platforms.

Shipment of Windows PowerPoint does seem to have had a good ef~ct on the Mac product. £specially
since the Mac and Windows versions of PowerPoint are ve~, nearly identical, co~0orate accounts have
been very enthusiastic about using both. The fact that we can translate presentations back and forth
between Mac and Windows (including all pasted g~aphies, from any sources) enhances the importance of
Mac PowerPoint to use with Windows PowerPoint.

For Windows PowerPoint, the competitors are Harvard Graphics and Lotus Freelance. Both dwarf us at
the moment, but we thi~k that our use of Windows (both Harvard and Lotus are DOS) can be a powerfut
weapon in making market-share im’oads--~s we expected, we are hostages to Windows’ success.
HaJ’var~ is certainly wor]dng on a Windows version, but may be some f~me away from comple~ng it. We
had expected to see a Windows version of ,~Jdus Persuasion, our ordy serious coIT~petitor on Mac, about
the time we ourselves shipped.

V. International
During FY89, international versions of PowerPoint had been introduced for the first time. We did about
$I.5M in MacPP business that year, but unfortunately all the internaHonal vPJ’sions were going out of date
because their localization h~d taken so long.

Beginning with FYg0, we improved our work with LPG and during the last year al| of the versions of
MacPP have been uFgvaded to the current version, and all are shipping--no small accomplishment. At
year end, we had shipped about $1..8M in MacPP in the newer versions, despite their mostly being
available only part of the year. In addition, we had $150K in WinPP sales from the single month of pardal
availability of the ’A’ version. Altogether, our International business was almost $2M in EYg0, amoun~’~g
to 19% of our total revenue for the year. With our new ability to do rapid localization, Windows
PowerPoint has already been released in ’A’, ’Z’, French, and German, with Dutch, Swedish, and Italian
only weeks behind. After all th~s work in FYg0 to get product availability, we expect good sales in FY91o

VI. Staffing / Organization
At the end of FY89, the GBU had 27 people, of whom 10 were developers. At the end of FYg0, we’ve
grown to 38 people, of whom 17 are developers. Recruiting in general was slowed by focusing on
shipping Windows PowerPoint. Since June, we’ve been again in active recruiting mode and have had
excellent results.

VII. GBU Operations
During P"Yg0, the GBU completed its final building and, about mid-year, moved in. The building closely
resembles the buildings on the corporate campus, and its interior was desig:ned to precisely the same
specifications and furnished in exactly the same way. After three years, we finally have a facility which is
a real Microsoft facil|ty and which wilt serve us for the anticipated future.

582360
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Microsoft Confidential GBU Monthty RepoR for June 19~

VIII. GBU Objectives For Next Year

¯ Take market lead.ship from Harvard Graphic~ and Lotus Freelance, and pre-empt Aldus
Persuasion, through active, early n~rketing, advertising, and PR

Respond to competi~ve and ~stomer situations with timely relea~ of wo~ing m~els,
WinO[fice, maintenan~/~~nt ~io~, and for~t conversion helps

¯ Con~nue the imp~m~t in our int~a~onal busin~s, with ve~io~ of Widows PowerPoint
~r ~l ~r Euro~n ~ F~ E~tem m~kets ~d active sup~ of subsidia~

Advance the relea~ of Pow~Point 3.0 on ~ Windows and Mac to next S~, induing in
it the mainst~am come,five fea~ ~uir~ for leadership on ~ pla~s

~duce a stan~rd Em~ ~w ~o~am for Windows which can ~ us~ to pro~de drawing
fe~mr~ in our enfi~ line of Windows a~s

X 582361
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Microsoft Memo
To the Office 9usiness Unit

Congratulations on FY’90~

Con~t~a~ons on ~� completion of ~ out,cling ~ y~ Yo~ ~a~budons lead to
phenomea~ ~ of ~ O~ec B~iness Unit in ~y ways:

¯ Gross =veaues ~w by 96%, to $266M, t32% of p~. If

~w to $106~ ~% of act ~venues. D~ng ~ s~� p~ of fim~ ~tus
Dcw~o~¢nt Come,den’s o~ng h~ w~ $120M, ~ as you c~ see, ow rev~ues

: ¯ PC wo~ p~ng ~d Mac M~I ~et sh~ ~w fi~fly.

¯ ~m W~ ~p~d~ our Word f~Iy, and ~e a~don of ~¢ ~1 v2.0 h¢lp~ us
~ ch~eng~ f~ ~e #1 ~t ia ~e AppleT~ d~c m~l ~tcg~. We ~w.our

~e OBU ~ ~w s~onger. ~ new ~ple w¢~ add~ ~ng ~ busin~s unit to a
m~ of 2~7. The ~s ~d capabilities of e~h ~on

d~em ~ag~ -~n~ Sheldon, 3utia Mae~uc~, D~n Remingou, ~d the
~ of Ge~ Ba~

Goals for ~he Year Ahead

Below, I �omment on seve~ mo~ ¢x~ples of your sae~esg
I990’s. But ow com~idon is rough and auae~ng our ~o~ss.
o~ key goals is how we will ~w our success. Comp~ to [~t fisc~ ye~, our go~s for ~’91

:... ¯ En~r ~e PC M~I ~ket ~d build ~e foundation for our w~oup applications
¯ ,~ business.

¯ Set ~� o~ng cnv~nment s~d~ £~pen-b~ c~pu~ u~ng ~d~g
~o~idon, ~d ~� ~¢~t pm~ m developing a~plicado~
�~1oi~ t~s en~nmen~

¯ F~ulatv ~Se Mi~ft Office System S~te~ ~d h~lp l~ad ~is

¯ Condnve to ~e~g~hen o~ team ~d improve our

ThaWs agai~ for yecr h~d wo~ and ~he resuI~ in ~0,
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FY’90 Highlights

One Million Copies of Microsoft Word Shipped in FY’90
We shipped over a millioncopies of Microsoft Word, a 70% increase over FY’89. Another
300,000 updates were shipped to existing customers.

Domestic PC Word Processing Share Grows by 50%
The key conu’iimtor to the growth in Word sales was the combination of PC and Win Word - ou~
Word family strategy. With worldwide shipments of over 700,000 units, we grew our PC+Win
unit sales by 90% and achieved significant progress toward our goal of increasing PC word
processing sham. USSMD had a 60% increase in unit s~des; so domestic PC share is now ne0xly
20%, up from about t2% a year ago.

Word for Windows Released
After 5 years of hard work by the members of the team, Word for Windows was released in
November. Market re.action was very positive, and I70,000 units were shipped in the following 7
months, contributing $40M to b"Y~)0. The product wa~ quieldy localized into French, German,
S we2tish, Dutch, and Italian ver~iorts, resulting in $I9M in International revenue - 247% of plan!

International Revenue Grows by 125%
Intemation~ doubled PC Word revenue to $11 tM- 42% of all OBU revenue. With the addition
of Win Word, International grew PC word proee~shag by 135%, to $130M. Mac Word also
increased slam-ply - 85% growth - to $25M. At $I55M, International comprised 61% of OBU
revenue, up from 53% a year ago.

International Market Share Remains Strong
Though iaterrmdonal market share is more difficult to measure, I feel confident in saying that
Intematlonal grew word processing share in both the Mac and PC categories. I estimate Mac unit
share at 60%, and PC unit share at 35--40%.

Version 2,0 Lifts Mac Mail to 250% Growth

¯. With the releas~ of version 2.0 of Microsoft Mail for AppleTalk networks in October, we have
been able to challenge QuiokMail for the #1 spot. Revenues grew to $3.9M, vs $I.1 for FY’89. I
estimate the domestic $ share of Mac Mail at 35%, but trending downward. The release of v3.0
will send our share back up.

Microsoft Forms Partnership fOr Mail on PC Networks
We si~ed a contract with CSI to accelerate our entry into the PC Mail b~iness. Our internal
development is now focused on the strategic integration of mail capabilities with the w/stems
~ehitecmre, the ultimate platform for our workgroup applications swategy. We also added
document librm-y service to our product plans, and contracted for calendaring to integrate with Mac

Our Investment in Products Continued
Besides the releases of Win Word and Mac Mail v2.0, we continued the investment in our products
- the key to our future. Significant pro~ess was made on PC Word v5.5, Win Word el.l, PM
Word el. 1. Mac Word v5.0, Pyramid, Mac Mail v3.0, Laser, and handwriting recognition.
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Business

June Revenue

FY’90 Worldwide Revenue vs. Plan

$30.0M
[] Mac Mait

$25.0M
[] Win Word

’ ":’" [] PC Word
$15.0~

E Mac Word
$10÷OM

.e-FY’S9
SS.OM

$O.OM                                                                    O+Plan
Jul Aug Se90,’t Nov Dee Jan Feb Mar Apt May Jun

J’urt~ was arto~ler 51:gorlg June USSMD Plan Intl Plan % Wortd Plan

month wi~ r~¢nu~ of % Retail wide %

S22M, II I% of pl~. ~m Wo~ $2-0~ ~4%" $4.4M t83�~
OBU w~ ov~ pl~ for ~w~d $I .6M 110~ S8.4M 115% $I0.0~I 114%

M~ W~ $2.4M 69% SI.~M 96% SS.OM 93%
12 conse~w monks. Mac Marl $117K 35% $65K 33%

OBU Total $~+5M 85~ $I5.$M 12~% $22.0~ ii1%
Bm ~ you c~ see in ~�
ch~ a~ve, our ~veau~ have ~ do~w~d s~ce om ~ ne~ ~e Win Word
~�. I ex~ ~� mo~nt~ of Win Wo~ ~ ~njuncdon ~ Win 3,
of PC Wo~ v5.5, to s~d o~ ~nthly ~venu¢ back up,

USS~ was ~c~ly w~. ~ W~ Wo~, Mac Wo~, ~d Mac M~ ~1 si~fic~tly
~low pl~. WhiI~ PC Wo~ w~ slighdy a~ve p~, ~� fo~st w~ ~lafiveiy low
~ause of our p~j~on of W~ W~ ~~don.

~� we~¢ss ~ USS~ w~ offset by ~� s~n~ of Ind PC ~rd pr~sing.. Win
Wo~ w~ ~c~dy ~¢ad of plan, ~d ~ Wo~ ~so had a l~ge posidv¢ v~c¢.

We ~e cn=¢ndy selling 70,~-80,~ copies of Word ~r mon~. s[ighdy ~Iow
~’90 mon~ly avenge.

~e~adonal compfi~ 70% of OBU ~venue for June.
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Cumulative FY’90 Worldwide Revenue vs, Plan

$300.0M ....
[] Mac Mail

$100.0M ! .~ [] Mac Word
:i-’:.

SS0.OM "=" FY’~9

3ul A=g Sep Oct Nov Dec Jan Feb Mar Apt May

¯ OBU finished FY’90 FYTD090 USSMD Plan [ntl Plan World Plan
at $266M, I32% of % Retail % wide %
p~ -- 96% ~O~h W~ W~ 520.5M 78% $18.6M 247% 539.~ 114%

fion~ ~venues w~ ~ Wo~ ~2.5M I~% 525.~ 1~% $67.4M 120%
$163M, 61% of ~e Mac M~I 53.IM 112%
tot~. Up~temv- OBU Total $102M 119% $163M 141%$266M 132~
enues w~e $24M in
updates, 9%.

¯ 5~,~ units of PC Wo~ were ~ipp~ in ~’90, ~owth of ~%. Due ~ higher avenge
~venue per uni~ and signifier ~wth in u~tes, revenues ~w by 73% to $147M,
141% of plan. PC Word ~m~ 55% oftot~ OBU revenues for the ye~. 75% of ~e
revenue was inte~ation~, but only 60% of the unim. U~ates compfis~ ~ 1% of ~venues.

¯ 170,~ units of ~n Word result~ in ~’90 revenu~ of $39M, 15% of OBU totfl.
" USS~ com~ 52% of the ~venue, ~d ~% of the u~ts. A ~i~ of~e units were
-..~’" - "up,des", spryly pde~ to e~u~ge PC Word o~e~ to ~i~h to Win Wo~.
-,- ¯ 3~,~ units of Mac Wo~ w~ shipp~ in ~’90. ~e 567M ia r~enues w~ 25% of
-. OBU to~ ~venues. ~% of~e M~ Word ~venu~ e~e f~ USS~. ~ough a

si~ifie~t num~ of u~tes w~e shipp~, ~e low price ~ult~ in u~ates eomp6sing
only 4% of ~e revenue,

¯ USS~ custome~ pu~ha~ 65,~ n~es of Mac M~I v2.0 dudng ~’~, 140% of
plan, But the ~n-~te h~ ~pp~ und~ 2,5~ n~es per mon~. App~xi~tely 20,~0
n~es were ship~ by IntentionS, to clo~ ~e ~ at only $8~K, 50% of ply.

COGS
¯ US C~S for June w~e 12.7%, comp~ with 15.4%

Profitability
¯ Burden~ ope~fing income for June was 58.6M on S22.0M net revenues. FY’90

o~afing income was 5106M on $259M net revenues or 4I %.
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Summary
Products

¯ Mac Mail vZ0 was released to manufacturing on August 20th
¯ PC Word v5.0a and Mac Word v4.0a shipped in October
¯ Win Word v 1.0 was released to manufacturing on November 30th

Marketing
¯ Microsoft hosted the first--ever Word User’s Conference on November
¯ In Ianuary, for the first time, InfoWorld ranked Microsoft ahead of PC WordPerfeet
¯ In February, Mac Word won Mac World and InfoWorld best awards as Best Maeimosh

Word Processor

Business
¯ We signed the CSI deal to put us into the PC Mail business

OBU Organization
¯ Reorganization of Workgroup Apps was completed. PC Program Management has

transitioned over to work for Darren Remington, Group Program Manager.
¯ DLS is now a part ofWorkgroup Apps.
¯ Greg Slyngstad was promoted to Senior Program Manager and will temporm-ily handle the

Director of Program Management responsibilities as well. Gerard Baz will take Greg’s
position as Group Program Manager for word processing.

Next Two Months Objectives

1. Create Win Word momentum

2. Close Win Word v2.0 planning

3. Complete FY Planning activities

4. Comptete performance reviews

5. Complete Apps Retreat write-up and follow-up on action items

6. Resolve workgroup apps strategy

7. Define Office System Strategy project

8. Complete product planning of PC Mail v2.i

9. Review Mac MaR strategy

I0. Initiate PC Word v6.0 planning

Office Business Unit Page 5
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1990 Headcount &’:~’ales Sumi~ary
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7/21/90 APPLICATIONS 01VIS|ON HEAOCOUW[. JUNE 1990

.~.: ~ ~ PLAN AS OF :FIRM

4101 App|i~tiens Group 3 3 3 4             4

4150 A~ghc.=tione Mal1~ellng __ 0 O 0 0 1 1

TOTAL 3 3 3

4142 S~’at~;T~t G~oup 0 0 2 2 2

4143 /kop~ic~tlort= Development Too~s & Ubrades 0 O 31 31       20 3      23

4122 Aopli~ations Development College 2 2 2 1 1

4112 ,N~l~ca~on$
410~ On.Une Training G~oup 71 7’5 3 ~ 3 3

4t44 On-Line Oeveropmen¢ 0 0 18 1~ 19 19

4145 On4..ine Testing 0 0 15 1~= 14 14

4146 On.Line P~og Mgm| 0 0 5

4147 O,.Line ~utDport 0 0 9

4103 User Ints~ce G~oup 11 14 2 ; 2 2

=1so UI Ll=a~t~ 0, 0
415| UI Grapldce Des=gn 0 0 5 5 5

415~ UI General Design 0 O 3 3 3

~155 A,ol::>lical~ons
TOTAL 88

4104 ABU G~ou~ 5 6

4105 ABU D~eloprner~t ~            " 23 24 27 ~ 27 3 30

4106 ABU M~ke~ng 14 14 14 14

4t08 ABU Pmie~t Mktg

41 I0 ABU U=er ~cl 46 47 ~ 4~ 4~ t 4.~

~,1~ ABU Pro~et=on 0 0 0

TOTAL 132 136 142 147 1~,3    15     158

41tl DA~U G~euo 4 4 5

4t13 QABU &ASiC 20 20 21 2! 18

4115 OABU Development 31 31 32 ~ 27 27

4118 OABU Testzng 25 25 25 ;~ 25 1 27

4119 OA~’J User Ed 43 43 45 4; 27 27

TOTAL 146 147 15,3 15.= 12I 1 ~2

4t21 ~U Develoomen~ ;29 31 31 31: 31 2 33

4123 ~SU ;,’arket;n~ 12 12 12 ~2

41 ~5 EF.U ~.’ss~
4127 E--L; User _=d On-Line 20 21 21 ~1 23 23
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APPLICATIONS ~MSION HEA~COUNT - JUN~ 1990

~    4

G~ND TOTAL

APPLICATIONS DiViSION HF.ADCOUNT SUMMARY- BY JOB FUNCTION
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