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FY98 Overview

,_ ~~ ~

Standard/Upgrade Revenue Model (US,
FYg~)

1.u~.~.~..," ~ ~. __ ._._Sales[tPgrades "°f

~ "~ MS Word Processor
Installed Base

~ 25.8 million

~ ~ ~e~ Agree~ M~~
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State of the Business
hess Dr~vers lStrategies
ted LORG grow~ I¯ ~ ~ by pmvi~ug a~icmaJ value

¯ ~,Euu~s1~ Alpeeme~ Ot~ce Update ~s a~uu~ty model

,~mcy/value of n~w ¯
~ d~ng " ~~

~ ~e~s"due ¯ ~~~ ~d~~ .....



Release Strategy

Office Wave
o Office, Publisher, FrontPage, Deco, Project, SBE
¯ Align wl BackOffic~

Consmner Wave
- Picture It! Gre~fJngs Workshop, Home.~Suite

Internet Wave
¯ Web Update, Clip Gallery Live

¯ Mac Office, NetDocs
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Traditional Colnpetitors

New Competitio~ Office Value Erosion
Th.r~t.e
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Major New Investments

¯ NetDocs: Office for online paradigm
¯ Deco: Business graphics
¯ Small Business: Customer management
¯ Speech: Make it real
¯ Office Update: Build online value
¯ Office QFE: Improve satisfaction
¯ FE: IME, Speech, Premium SKU

I1

Important Areas We’re Not Covering in
thk~ 3 YO

¯ Home Productivity Strategy
¯ Web Essentials
¯ Education Strategy

12
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State of the Market

DAD Segment Overview.By Customer

¯ See Final 3YO Financial Slides.xls
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Windows Word Processing Market Segments-
l:;v Cu.~t~mar

¯ See Final 3YO Financial Slides.xls

US Pricing and License Mix Trends

¯ See Final 3YO Financial Slides.xls
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Business Driver: Limited LORG
Growth

17

LOR G Lowlights

¯ LORG Named accounts S/PC declining to $152
from $166 in FY98
- Maintenance licenses declining 42% in FY98

- Poor design decisions made on Office 97
¯ Slow start on corporate deployment (SR-1)

- File form~, communication
- Deployment is only 14%
- Cost of deployment stilJ too high

- Low IT awareness of business value and tools
¯ Not as responsive as NT/BackOffice on customer
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LORG Highlights

¯ 70% of 32-bit capable Strategic LORG desktops
are licensed for Office 97

¯ Improved aeeotmt outreach through MSOT

efforts, district assignment program
¯ Solid PR pereeption of Office 97 leadership and

momentum
- 75 reviews (74 neutral to positive, one loss to

SmartSuite)
19

LORG Strategic Installed Base - as of
12/97



Office 97 Migration Issues and Observations

Offic~ 97 d~ploymemt is only 14% in LORG’s
Office 4~: deployed install~l ba.~ is 38%

Deployed on 1.9M, or 22% of LORGs’ 32-bit capable PC’s
37% of LORG’s have added Office 97 ~o their standards lists

21
Oarlock

Strategic LORG Overbuying

¯ S~tard Word ~ sales have ouq~aced N~w PC Shipme~ ~o S~egic
~R~ for ~ l~ 3 ~

- 6~7~ ~ r~y u~ ~ u~
~g of o~r ~ ~ ~ ~ 16% in ~96 (~r BCG ~udy),
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~FIB~TIAL

11

FL ~G 0105159
~FIDE~IAL



Maintenance and EA

reaewals: 9% ~ 9~97

~.

-~~: I.~ -~~ .gM

Business Driver: Low Legal Penetration
in MORG, SORG, and Home Segments
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MORG, SORG, and HOME Lowlights

¯ Home revenues declined 11% in FY98

¯ Retail revenues d~clined 4% in FY98

- SBE and HE not successful at retail

- Publisher lo~t 6 share points in BDTP market at retail to 42% in

CY97

¯ Have done nothing to signif~antly address piracy in
SORG/I-IOME

¯ Confusing SKU strategy (i.e., SBE, VAR Edition)

¯ Office/SBS bundle

vear

MORG, SORG, and Home Highlights

¯ Increased growth/penetration into SORG segment
- 22% Office gro~h into s~gn’~at Cout-gaced 17% I~

- Overall run-r~ peaettatio~ (including O1~ has increas~ f~om 25% to
2g% i~ FYgg

¯ Generated $170 M of SBE OEM revenues with
minimal cannibalization of Std/Pro in M/LORG
volume licensing

o Pushed back Cor¢l at retail (w/summer promo)
- Cor¢l unit share down from 9/96 peak ors1.7% to

23.8% in 12/97

NS CA 000289~
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Office Installed Base by Segment
F¥9~ Year-End US !nst~Iied B~s~ of WP

Home Market Segmentation

Total US Home Win PC Markc~t - 35.6 MM

Use initiafive$.

(3.SMM HH) are ~
~ing ~s - e~r

or p~

~~-51~

2~

MS CA OO02895
CONFIDENTIAL

.... FLAG 0105162 14

CONFIDENTIAL



Key Marketing Initiatives

29

Three Year Plan

Stretch
,iness Drivers Initiative Revenue FY
� Pe.net~ation OEM Annual License $275M*

An6-piracy program $360M

SORG Penetration Effort $100M

Brand Adve~Ising N/A

Home U~ Strategy $45M

~ite.d Growth; Deczeasing LORG/MORG Attack $170M
.-vancy SKU Upsoll Su’ategy $46M

Of~.ce Uggla~: N/A

rot in FFOI ¢tret¢l~ forecasa" represea~ tl~rd year of implemenlatioa

30
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Annual Licenses - US Forecast

~um ~ ~e

B~i~ O~ok



Annual License Next Step~

¯ Annual licen~ technology- Must ensure that this does not increase
o~r exposure m phacy
- Ba~edon LVPtectmology
- Must ~o~ full feasibfliW

¯ Ve~’y small scale US Direct OEM t~t with a few thousand
customers with Office 97 by 3/98

Levm’ase existing Kinkc’s time.bomb tectmolosy o low rixk of p~racy
because it is "under th~ radar"

- Early rea~ of reactio~ ~o cvncep~ pmje~ion~ of trial a~l coave~ion

¯ Bmader-~le pilo~ of f’mal technology in |infited geography (e.g.,
South Africa) with O~c~ 9 code base - Spring 99

¯ Mac Te~ - timing and geography TBD
- Continue to build base or learning
- Pilot of ~uppocfing mfr-~m~cture: web-based ~nlocking and

Bm~t~sz O~ok

Anti-Piracy Opportunity and Goals
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Anti.Piracy: Conclusions from Research

Research conducted in 5 counlries
- Hungary, China, US, Czech Re.~blic, Norway
- Brazil beginning now

Research has provided insight, but not
predictiveJprojec~able
- Mulliple ~als, relalively small samples

Technology and infrasu’ucture have been tested and work

No negative end-user reaction, in fact mildly positive due
to contact w/MS
Where tested, no negative PR
Positive reactions when additional benefits attached to

s~a~e~ ~ well for Office Ululate

MS CA OO02899
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Anti-Piracy: Test Recommendation
Summary.

¯ ~pl~o~h~ of LYe’ ~..~ ~d ~,~ ......... T ..............: ..............
¯ ~ie m 4g ~un~ for ~ ~un~: ...............~ ............................................

-

¯ ~ ~ ~ ~           ~ ...... ~....~_~..~.~..~-~
D~on ~- ~nv~ -5 ]/I 0,~ p~ ~ ~ ~ .~ .... ~ .........~....,2- ~----~ ........ ~-" ~ .

- ~l.~ ~ ~" z ....... ~ ....... ~’~

~___~L...~J~..~L~
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Office Brand." Challenges/Implications
Low Office awareness and consideration limits our SORG
and Hon~ pencuation rates
- SORG: Only 38% unaid~ awareness of Office vs. 72% for M/LORG
- Suite consideration among SORGs is only 45% vs. 68% for MFL,ORG
- Of those SORGs co~idexing asuite~ only 52% ale most likely to

co~ider Microsoft Office
- No com~arabl~ da~ fo~ Home., bu~ ~I! anecdo~ hffo points ~o low

Office ~ ~nd cooside~tion

Implications
- Higher ~ awaxeness ar, d r~levance is e~sential to increase SORG

and Home penetration
- Ot~ traditional onthusiast marketing model is not sufficient at

building Office awareness/consideration in these markets
¯ PC pre~s only reaches 20-30% of the $ORG ~d Hom~ market

-- $ORG and Home audiences are less moved by new versions &
39

Office Brand.- Basic Strategy

- Make cvewone aware of Office and make them see it as essential for getting
value from their PCs

- Focus more of otw ad invesm~nt on building a single long-term Microsoft
Office brand p~mise among key targets, e~p. SORG and Home
- U~e bt’oa~ me~a, including TV, t~ do a bett~r jo~ of reaching SORG ~ Home

vehicl= (onlin~ ads; p~e-sales ~b
¯ Slra~egy ~:

- Pm~: Helps us n~eX PC aUach goals in SORG/I-]ome,; Keeps Office ~op-of-mind
and minfcx-c~ retevance among all key tafge=: Builds Offio~ as a s~rong long-
t.e~m brand asset (enables us m expand into new work scenarios: p~vents
c~mpetitive im’oads; increas~

40
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Office Brand.- Metrics and Next Steps

¯ Increase unaided Office awareness and consideration:
- Over 50% unaided awaxeness among SORGs after 18 months; 75%

a.~.r 36 months
- O(l~ce otmsidex~tion/prefexenee among SORGs: 30% after 18

months; 50% atter 36 months
- Home metrics to be defined based on better baseline data

¯ Media delivery necessary: Reach 75% of50M SORG and
Home Users 3+ times

¯ Actions/Next Steps:
- Budgeting As,~tunption: Emphasis oo smazl veallocation of dollars-

md~mal increase over FYg8
- Develop brand promise and attritmtes
- Develop branding system (hired ~ to make recommendation)

41

Home Segment In~es

¯ Work at home segment
- Home Use Program

¯ Organization pays fc~ hom~ use (80% of Select VUP price)
¯ Licenses applied against Select forecasts
¯ $60M in cumulatSve incremental USFG revenue through

FY01
¯ Breal~v~n cannibalization is 43%

¯ Home-based business segment
- SORG attack marketing programs

¯ Home productivity DTP segment
- Establish graphics family line slzategy of "good,

better, best"
- Cover natural price points up to $129
- Execute wen on merchandising

42
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LO R G/MO R G Attack

Strategies
- Bolster Enterprise Agreements
- Demonstrate business value with "Platform 99"
- Provide better customer service through better

IT evangelism and touch
- Develop compelling Offiee/BO scenarios and

support
Components
- Platform 99: Joint launch of Office 9 & NT 5
- Attack: DAT, Solutions, Rapid Deployment,

43

[NT Servex 178 I 1% ] 188/10~% [ 5/3% I0 13-2
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Things We Need To Do: Longer Term

- Product planning on LORG/MORG issues
¯ Furt~r reducing TCO ma malting deployment easier
¯ Integrated platform release - applicaUon and tools scenarios
¯ Business Valae as a major aesiga goal

¯ We nm~ not tr-atk exLcting Offtee solutions
- LORG/MORG Prodaet Differemialion

¯ Valne-added ~rganizationalfeatures
¯ Protect cam bu~tness wlaile being aggre.ssiv¢ to $ORG/Hon~

- Valu~ Beyond the Code
¯ Customers need more from us to help the~ evalaate, deploy, and build

soluti0nt
¯ Teclanical ixxxluct info. tools, and solutions examples becaming more

Platform 99- Overview

* Rationale
- MS - Best way to get us to $200 + per desk’top and

close enterprise deals
- Consistent with systems enterprise launch model

- Primary: Office9, NTS, 1E5
- Secondary: BackOffice Apps and Exchange

- DAD Goal - Make Office 9 an integral part of the
overall Microsoft enterprise platform sell

- Target Audience - BDMs, 1T Decision Makers, IT
Managers, ECU Field

8S CA 0002~0q
O~/FIDEIqlIgL

23

FLAG 0105171
CONFID~IIgL



Platform 99- Details
Objectives
- Prepare the field and channel to sell the Microsoft platform
- Prepare a broad base of customers to evatuat~ and deploy prior

- Develop a complete integrated set of deployment £uidetines

Timing
- Using NTW 5 and Office 9 beta da~es as major milest~ne.s

- lqT- 5 Beta 2 = April 15
¯ Office 9 Beta 1 = Alxil I3

o Net: Mid Aini! is kick-off point for majority of activities

- ’~’ublic" Platform 99 lannch
¯ Scale-Enteqm~ equivateat of the Windows 95 launch



Office 9 SKU Recommendation

$399

Office 9 SKUs - Additional Steps

¯ Finali.ze Enterprise components

.....,.. - Pemonal SQL Se~vex (Stinger)
- Authoring privileges for DataPages
- Exploring ol~or~uniti~ to tnootporam additional features,

sourcaxl from BackOffice

" Resolve r~maining open isstms
- Where to ship OWS, etc.

Continue Ops SKU Reduction
- Eliminate very slow moving SKUs

Office 95 FPP SKUs
¯ Rationatize AE SKUs

- Will not offer 3.5" media fulfiUment for Office 9

Bafia~ Omloek

~ ~ 0o02906
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Of e Update: Objectives
¯ Short Term (now - 2 years):

- Build an onlhle c~stome~ relationship - customer behavior

¯ They use the web to get more out of Office - eagoing

¯ We Imow tJaem and tb~ ~ it- access to MS, mspon~vea~s ~o

- Explo~ tl~ web ~o increase our m~IceCing efficiency

o SubsIa~ally ~ regislralicm of Office c~omers, k~p them

- D~,e marketing foe aoss-~ales ,~d Office ~ upg~de$
¯Migrate more traditional et’for~ to online (including online ~ales

¯ Long Term (2 years and beyond):

Office Update
¯ Short Term Plan

- Get a~ really Office users signed up as possible - make it free
- Get ~ pn~rfle, d - personalized conte~t, targeted selling
- Keep them coming - real value, assistance, regular utxiates 0istserv,

IF_A channel, start clips), Office integration, feedback respon~
- Get them l~aytng - immediate on|~ne purcha.~ of a’o~ sell pro~__c~,

upsell to Pro and Premium, test paid subscription level - post Office 9
lauach

¯ Long Te~m Plan
- Deep ~oa between Office and Office Update

¯Office Ulxlate = your way to personalize Office
¯ Office i~ d~gned to take advantage of Office Update
- Feedbacl~ is dire.cL~,d into tl~ developmcat pcocess

- Office Update takes ful] ~dvan~age of megasex~c - It is th~ conduit

MS CA 0002907
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Office Update: Goals and Timeline
Goals and Mezrics

- Now: ~
~~, B~ P~afi~, ~p ~. SBE Zip s~fion

- N~t ~ M~: ongo~g ~t ~,
- Offi~ 9 ~:

¯ ~o= r~, ~. ~ ~ S~, v~s ~g.

¯LORO ~~on
¯ SORG t~ ~n~g

- O~ 9 ~ Mo~: ~t p~d I~el

Forecasts
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DAD Forecast Overview

WW FY01 Revenues:
- $8.0B from $6.25B, 8.5% CAGR

USFG FY01 Revenues:
- $2.7B from $2. IB b’rY’98, 8.8% CAGR
US Key Drivers:
- Overall PC Shipment Growth of I4%, 12%, 10%

>> driven by replacement PC’s, new PC shipments
decline

- Entezprise Agreements coverage of 31% ofLORG IB by
FYO1

- Declining run rate penetration in non EA LORG
- Penetration gains in MORG, SORG
- Continuing decrease in run rate penetration in HOME

3 Year Outlook DAD Segment Overview.
By Cu.~tomer

¯ See Final 3YO Financial Slides.xls
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3 YO Windows WP Market Segments.By

¯ See Final 3YO Financial Slides.xls

USFG DAD Business Growth:
_ FYg~/FY01

¯ See Final 3¥0 Financial Slides.xIs
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3 Year Worldwide Revenue Outlook

,

Product Release Plan. Base Case

See Final 3YO Financial Slides.xls
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Major New Investments Headcount

~ BLsire~ "[8 C 15 83.3’A

OTzce CI=E ~ ~ 10 1~

~ 1~ C ~ 11~

T~ ~ 7~ ~

B~ O~

3 Year Headcount: Base Case
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3 YR P&L Outlook (%) - Base Case
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3 Year Worldwide Revenue Outlook

B~ O~o~

3 Year Product Release Plan: Stretch
Ca,re

* See Final 3YO Financial Slides.xls
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3 Year Headcount Outlook- Stretch Case

3 Year Worldwide Revenue Outlook

6S

ItS CA 000291~
CONFIDENTIAL

FL AG 0105182            34
CONFIDENTIAL



Appendix to DAD 3 Year Outlook

,Overview
¯ State of the Market
¯ Key Marketing Initiatives
-Forecasts

Upgrade Rates and Maintenance
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US Suites at Retail

¯Retail remains
primary cha~mel for
Cord
¯ Cord unit shar~ down
from 9/96 peak of
51.7% to 23.8% in 12/97
¯ MS unit shaxe
increa~d from 9/96 of
43.4% to 72.1% in 12/97

71

State of the Market

72
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Intentionally Ie3~ blank

DAD Revenue Sununary -- USA Total

¯ See Final 3YO Financial Slides.xls

itn~e~ O~tl~k                                                74
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DAD Market Segment Overview.By
Channel

¯ See Final 3YO Financial Slides.xls

Windows WP Market Segment-By
Channel

¯ See Final 3YO Financial SLides.xls
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FY98 US Reseller MS Market Shares,
Rewnlse and ?]ncaatured Business

¯ See Final 3YO Financial Slidcs.xls

Price Waterfall

¯ See Final 3YO Financial Slides.xls
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WW Metrics

¯ See Final 3YO Financial Slides.xls

?9

MYR Slide 9a (DAD Business Growth)

¯ See Final 3YO Financial Slides.xls
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Enterprise Agreements As Annuity

............... ¯ . ...............................................: .........
.~ .........~ ...........~ ........:. .......:. ...................

W̄e need zo figu~ ~z bow ~o make P.A’s more successful dum

M̄aintenance renewals bare beeo r~nible: 9% at 9/97

¯Cus~om~ h~s incentive to game us based on VUP lmcing

R̄easons why EA’s might be differ~t than maint~cc:

Ēasier admintma~on

~, i.~~ ,,

; ~, ,,~,

Strategic LORG Account Detail

¯ See Final 3YO Financial Slides.xls
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Strategic LORG Enterprise Agreement
A crnunt~,,

¯ See Final 3YO Financial Slides.xls

Publisher Competition
¯ Word ~ors (46%) and copy shops/consultants {70%) used for

c~’eation of mm~,eting materials
° Low.rid DTP Moving Up

- Mindscape PrintMaster Gold ~ B~lerbtmd PrtntShop li~, My
So.are Line, Co_re, l PrtntHouse

¯ Strong DTP Haye~ in Small Business Market
- Brud~b~ud Pre~Writer a~d Publi~l~g Sui~ Design Int~Aligence I-

PebItsh, an~ PageMaker low-e~l

~!~t*~.~lt~m~lm~l~,~.~l ~ 1

Business O~h~k                                                          84

~ ~ 00o2923
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i

Key Marketing Initiatives

OEM Annual License. Sensitivities

¯Cumulative Incremental R~v~e - $1B
¯ Cumulative Incremental Re~i~ M~8~ -
$545M

~ax PC~ (a.O yn.) -I 7r +-$145 mil+n

PSS Calls +or Ae~wat ~5%} +/- 25% ~:t+ $50 million
Exerc~eUp9+ R~hls ~SZ) +1-25% +-1+$5+ eillion

86
B~ O~o~
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Anti-Piracy Recommendation Summary
ln~t ~fld_o~ ~en~mliz~ (~m~xuctune) ~1 d~.~s ~ .............

~ ......
............. +.~..~~~~ ~ ~._..~..._~ ._~.~

................ ~--.-~--.~-~.~-~..~.~..~._L_ ~..._ L_.~..

Office Pro Build To Order (BTO) Test

¯ Office Professional 97:
- No "sniffer-code" (installs on any

PCs)
- Includes MS Support
- Media
- Documentation and License

¯ Only sold pre-installed on new PC
¯ $275Amit via multi-pack (3)
¯ Pre-installation tools provided
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IT Touchlnitiative
¯ Strategy

- Support IT Central with in-depth technical information on
Office
¯ Evaluation, deployment, maint~ano~, and solutiotm for Office
- Entir~ si~ dism~buted on C’D foc cus~omex intexnal use

(Empowe~mem Pack)
- Aggressively iacr~as¢ reach and frequency ~o 200K

Desktop 1T
- Build relevant business value and depioymendmigr~tion

~ools

Future Plans
- Establisl~ secure sites for beret testing of tomcat and info delivery

8mla w~ tmed Iezrl~ loop rot proaactlmar~tmg

Of~e 9 lnt~nal SKU Plan

MS CA 0002926
CONFIDENTIAL
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Academic Market Update
DAD Windows academic sale~ increased I8% to $9TM in FY98
- DAD S/ran ra~ PC penetration holding sl~dy at $47
- 25% of ~oml OW-~’e FG volume is academic (.50~ of Pro S~andard

- OffiC~ Pro Std/Upg ~ f~om FPP to volm~ licensing a~ part of our
anti-leakage e.ffom

¯ 2~% FPP, 74~$ li~z~e~
- FY98av~ag~priceofAE Offic~ Pro FPP is $141 compmed to AE

liceme of $4t
Cun~ Plans:
- Customiz~educationalcomeatP,~mpla~s fo~Office97igg toaddress

KI2 market

- Office Produ~ivity in tl~ classroom bookl~
- Inciode academic logo on CD art
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