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March 17,1989

Jamas Cannaving
President

Entry Systems Divislon
iBM Corporation

44 South Broadway
White Plains, NY 10601

-

Dear Jim, ' -

Nearly four years have elapsed since the initlation of our Joint Development
Agrsement. ‘Wa have both made significant Investments in development. We have

T — designed, coded, tested and shipped massive amounts of software. Now, wa need to
focus on building momentum In the markstplace.

tt‘|§ critical that we develop and articulate a strategy ta establish OS/2 as the dominant
workstation standard. We must communicate a slngle messaga to our respactive
organlzations, indepandent software developers and customers.

Conflict over the basic visien of what Is naeded far 0S/2 ta be the dominant workstation
operating system In the 19903 has led us to be less effective than we could be. We
have not been as effective as we need to be In satting goals and managing the on-
going {rade-offs. - -

. Customars and independent software vendors (ISVs) remain confused about the
- . positlon that 0S/2 occupies within the spectrum of personal computing. We must be

"7 Ttear about the relative Importance of UNIX and offerings such as Windows, Metaphor
-and the Next user interfaces. .
At the sama time, compaetitars (natably Apple and Sun) have tumed this confusion to
their advantage. Each has developed an aggressive marketing stance which stressss
the impartancs of state-of-the-art, networked, graphical user inlerface warkstations
within the office computing environment. This is to the detriment of both OS/2 and
IBM's position within this market. .

OS/2 will nevar ba a success just because we prodiaim that it Is the successor to DOS.
For us ta succsed, 0S/2 has to appeal to milllons of users - potential customers must

see real benefits over DOS and compsting offerings, and undersfand how it matches
their ngeds. .

Microwd Cni(\«u'-— n 10 xpial opprciveicy crmployer. O (?9/0///

I8BM a4 Qeaeel3l84 7”7

vvvvv camT T IBM 7510035103




March 17, 1989 Page 2

Microsoft balieves that QS/2 needs to be:

- the best perfarming, easiest to use, graphically orlented
workstation operating system,

- the bast LAN orianted, distributed operating system,
s - . the foundation for workgroup productivity by offering OS/2 sarver
based services,
- supported at the low-end by a robust and complementary

DOSMWindows offering to teed up users and applications.

Ta accomplish afl of thase goals we need to creata a much more streamlined process
for getting closure on objectives, getting the details behind them worked out, and then
driving responsibility down by allowing managers to have maximum ownership In:
maeting thelr goals.

We should be working together in fiva areas of systems soflware:

1. Standard Editlon and Networking .
.2. Database, Communications and Workgroup Services
3. Portable OS/2

4. DOS and Windows

5. Tools and Languages

Our success in each area depends on our ability to deliver in a timaly fashion

technically superior products that satisfy user needs, and that ars praduced
economically. In general, we need ta pay altantlon to:

ir rchi

i

W

We are building systems software for a very broad range of usars which makss
the requirements management précess particulady challenging. Our products
must meet the needs of the standalone user and the navice, as well as the -
advanced user who Is running muitiple sophisticated applications and wanis to
connect to a varety of sxtemnal nodes.

Wae need to concentrate on those features that will sell milllons of operating )
systems.

IEM g4 aape83238483
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The requirements for individual products must be managed by a small
technically competent group that knows the market wall anough to make the
tradeoffs betwean richness and simplicity as percelved by the end usar. Thg
group must be sensitive to Issues of size, speed, complexity and cost of
development. We need an efficient process to ensure that our teams have a
common set of goals, and have the ownership and authority to make thg
necessary trade-off decisions quickly and effectively. :

In the tast maving PC market (with increasing competition from UNIX platforms
and the Macintosh), we must not alfow the requirements process to ba
bureaucratic. Nor can we afford to let the list of requiremants become so lengthy
that our base platform becomes overburdened.

v meni;

Improving our existing products and Keaping pace with the market require that
wa use our rspectiva development skills and experiancs whera they will yield
the greatest retum. Wa need to increasa the efficlency of our development to
get costs down to a sensible level, We must establish clear ownership for
subsystems by teams ot reasonable size, avoiding multi-site dsvelopmant
wharaver passible.

* Packaging;.
- - Wae must restructure oyr systems software offerings so tﬁat the customer can
purchase only tha components appropnate to his needs. We must be certain
that buying decisians are understandable. The user must be atie to 8asily instalf

compaeneats, and the memory and disk requirements must be reasonable for his
appiication. -

Itis our proposal that we pursua the opportunities for OS/2 and DOS as fallows.

r it

Tha standard edition must appeal to millions of usars, Tha easy to use graphical
* interface and ability {0 conveniently run multlple applicatians ara kay
advantages. Butits easa of use must not be compromised by adding toe much
complexity. The contents of the base SKU should be fimited {0 1he needs of the
standalone user. It should be archilected to readily support peer-to-peer .
networking. Features of Intgrest ta smaller subsets of the OS/2 usars should be.
provided In add-on SKUs. ’ )

IBM a4 8ea8839349
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We strongly believe that personal computing will be dominated by workgroups
consisting of daskiop machines and local servers, ightly coupled by LAN
technology. Client/Server computing allows a sat of server basad sarvices to bg
shared by warkstation applications. Both the UNIX vendors and Applg
Macintosh offenings ara strongly stressing the ease-of-use and pawer of their
offerings in a LAN environment. We need to and can taks a leadarship position
in this area.

To do this, the base oparating system has to become a distnbuted operating
systemand allow the user AND hig applications ta make maximum, transparent,
and fast use of resourcas that ara local or on a peer server. Services such as
distributed filing systems, remote procedure calls and distributed security afl
have major design implications on tha base operating system. For this reason,
wa believa that it would be very artificial and ultimately damaging to QS/2, for
18M and Microsoft not 19 include LAN support for OS/2 under the “JDA".

Usars, however, are not impressed by operating system features. Users are
only interested In applications that exploit the environment. Thus these
capabilitiss need to be complemented by a set of workgroup ariented services
that workstatian application vendors can rely on. N

Ensuring that 0S/2 is a successful distributed operating system Is related 10, but.

distinct from, the wider goals of providing SAA connectivity. This is not to say

that we should not integrate well with non-0S/2 SAA hosts, but that we must be
. competitive with other LAN solutions. SAA (SNA) as an architecture has much

wider requiremants, and is built on older, mainirame odented foundations.

Basing alf peer-to-paer OS/2 LAN operation on SNA technologles will jeopardize

the above goals of performancs, easg-of-usg, and flexibiiity. o

Packiging:——— —-- -~ - e

- . . SKU for 286
- = SKU (or 386 ) - ’ _
= SKU for networking (supplementary to the base SKUs) providing server
function and transports, 0S/2 and DOS workstation transports
and redirgctors. :

B . '. l ! ! -
A new joint architecture group that decidas common product content and

which has direct autharity for conflict resolution (very small numbsr of
expers from each company). ’

IBM 904 aapeoa3Il’se
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Development;
Joint work on kernel and presentation manager

Microsoft responsible for peer-la-peer 0S/2 (and DOS) netwerking
(18M respansible for wida-area/hetarogensous connsctivily - ses below)

Business:

Two way royalty for basa SKUs

- Royalty to Microsoft for networking
-t A D S 1.
Wmmugmm_\!mmﬂﬂﬁﬁm

Microsoft believes that IBM should repackage the components of Extended
Edition, and offer them separately from the base operating system. Microsaott
believes the separate offerings should be:

- a Database (SQL) sarver package foc 0S/2 servers

- a Communications package (key SAA and OS! protocols and
. imterfaces) for OS/2 sarverd

- a Communications package for 0S/2 warkstatlans

- a Mall Store and Forward package for OS/2 servers

The abave server packaqss should allow access from both OS/2 and DOS
-dients. They should be well integrated with the facilities otfered by OS/2 LAN

Microsoft would fike to licanse th@ above offerings from 1B8M, to actively promots
them and encouraga ISVs fo support them with workstation applications. We
must, however, ensure that our offerings are competitive In terms of size and
parfarmance.

- Microsoft believés that 1BM should separate out the ~front-end” or “tools" pieces

-z of Extended Edition inta ene or more separaté offerings, and ofter them
separately from the above offerings. Microsoft would not licensa these front-end
pieces: ) )
Microsoft aiso bellaves that OS/2 and DOS dllents need LAN conngctlvity 10
UNIX-based servers (such as AlX), for those enviconments where UNIX is
required on the server. Microsoft has an active program to provide LAN
Manager sarvices on a UNIX platform {LM/X). Microsoft belleves IBM should
cooparata on this suppart for AIX. In addition, thers is an oppartunity to offer the
abova server packages (Database, Mall and Communicatians) on UNIX
platforms. Micrasoft would licanse and actively promote these packages in
connectian with LM/X.

em. a4 aaaaal’gesl
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Requirements,
Jolntly defined
Davelopment

- Databasa, Mail and Communications packages; IBM leads and
doas development
- LM/X; Microsoft leads and doas developmant

Bugingss -

© = 'SKUsfor Database, Mall and Communications packages;
Microsoft pays IBM royally
- SKU fof frént<end tools; Microsoft does not ficense
B} - SKU for LM/X; IBM pays Microsoft royalty

PORTABLE OS2

_ISVs and customers will be more willlng to lnvest in 0S/2 If they saa that it has
lite beyond the present Intel family of x86 processors. Eary announcement and
shipment of OS/2 for the i860 is the best way to demonstrate our direction for -
portabifity. . )

Packaalng:
'SKU for i860 workstations with equivalent function to OS/2 Standard
Edition i .

Davelopment; _-
) - Joint developmant in Redmond. Microsott has been working closely with
- - Intal cn the specification of the 1860 and has a development team in -
- placa. IBM should send a few paopla to Redmond to join this high

powerad team with the objective of shipping an SKU for i860 workstations :
In 1330. ’

. .. - ~ ‘ _—

Same as Standacd Edition -

IBM 84 8686aO3IIRS2
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DQS [ Windows

DOS will continue lo play an important role in expanding the low and of the
market and in supporting the tens of milllons ot machines that are out there
today that do not have sufficient power to handle 0S/2. Wa canshape DOS so
that it is complementary to OS/2. Micrasaft bellaveas that it would ba beneficial to
marge DOS and Windows. This would bring much needed ease-of-use to DOS

" and would educata milllons of usars on CUA and create a demand for graphical
PM applications.

it is also important to allow BOS machines 1o participate on a netwark with OS/2
nodas boosting the demand for OS/2 based sarvers. The DOSAWindaws merge
will ba the base for home computing as we drive muttl-media down into
extramaly low cost machines for the home and for education.

Packaqlng:

SKU for 0OS :
SKU for DOS / Windows merge

Requiraments Managamant;

Microsoft leads. Microsoft has much exparience daallng with DOS and
Windows ISVs and OEMs and has been active In requirements for
mulimedla. -

IBM provides Input.

Davelopment:

18M enhances 0O0S it needed
Microsoft develops Windows

- ‘- _’ '_ .B ‘. .

Present structura for DOS Releases ';'
IBM pays Microsoft royalty for Windows SKU
TQOLKITS

I8M and Microsoft should market an identical toolkit that provides the basic set
of tools {debuggers, utilitles) needed to davelop applications for the standard

adition. We should also market the same assembler and a C compller that are
deslgned to work well with that set of tools. B

IBM &4 agaralI*’Es3
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In addition there are numerous add-on tools that deserve separate packages
(Oialog Manager, SAA Languages, Multimedia, etc.). Microsoft would promote
those toals that implement aspects of SAA [f that would be important fo 1BM.
Libradies used by applications are best placed in toalkils, not in the base
operating system. The tools business Is fow volume without large profit
potentlal. Jaint davelopment and duplicate manufacturing cannot be justified.

Page 8

Packaqing: .
SKU for basic toolsat
SKU for Assamblar ¥
SKU for C Compiler
Addilonal SKUs asrequired . e e
T ir val in -

“Microsoft leads requirememe and does devalopment and maaufacturing -

of basic set, assembler and C'Compiler-{BM pays Microsolt royaity.

i iBM leads requ:rements ‘and does development and manu!acxunng of
ds Ryl ﬁe. AW, ot

7_Our pint efforts in the sarly ¢ ‘g oS lgn!ted P p

- £ that won 1ha SUppait of thou:mnd?a'f { davelopers and nu‘tl‘o'n‘sw_"of use@fWe seemed to
K have the ﬂght ton'nula for promotmg openne&; éwmle relammg sul ﬁcnent control tos ""
. advancd dur Individual business interests.-We can repeat { tha pedormanc’e"‘v}ith 08/2 it
- - 'wacan present {0 the markat a corislstent and cléar strategy.SThere is a lot of hard
work requ!red {o achieve this, The market that we have created ns complex and
{nnovative and contalns many dlever and aggressive coy -A orsdThiSmarketa also :
FECO mamsmanycompamesumm g eusthelriotalwp in i '

next standand in parsonal. cornputing"!ll e can hamess this support.-wit
Qreal product and oreat markeund. 0o/ Wil win's

Sincere{y..

P& J2%707,
illam H. Gates

Chaimrman

" cc: R.B.Hanrahan

IRM Q4 a8aaa33_54
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Product Ares

Business

Q32 Siendard Egition
The standard sdillon should include;
= lhebase operaling syslem
s Mhaeuserinterisce

= stchileciure for distiibulad, pear-lo-peer
eperaton

SKU for 286

SKUlor 338 A4
SKU for Net Setvet

.«.,
New Jol
| iy

R

o.v.:. :-3»&3

Two way toyaity foe base SKUs

HNatworking: Royslty to M3

.

Communicyiiony. Dyla Brve and other Add-ong

Microsoll belleves that IBM should 1epackags the
componanty ol Extended Editon, snd oHer:

* = Dsladess (SOL) setver paciage lor OS2
ssrvers,

+ s Communleations package lor OS2 servers,

< @3 Communicallons psckage for 0612
workslations,

= Lan Mansger for UNIX,

Royally Lo 188

Royalty to Micraron

Potable Q5/2

18Ve and cuatormners will be mora willing to invest
In O&/2 H they see that It has Ille bayond the present
Iniel famlly ol x88 procsssors. Blandard Edition
OS/2 tor the (650 Is the best way lo demonsirate our
diregilon for porlabhity. N

o pndR

B | it

" Soni devalopmrent in
- Pedmond, FO M to add o
MictosoR wam,

EONNRT I

As lor Standard Edition

D04 nod Windows >

We can shspe DOS 30 thl it 11 compiemantary to
O%L Microsoft bellaves that it would be Deneficisl
to merge DOS and WINDOWE. This would bring
much nesded exsp of Use 1o DOS and would educale
miitlons ol users 0n CUA and creale & demand for
graphical PM applications. R 1» alse nportsn{io
sllow DOS meshines to partickhsie on & network with
Q052 hodes booslng the demand tor 0872 besed
servere,

R ¥

RO
8KUtorDOS TR
EXU for DOS/Windows
mege e

Roystty to NS for Windows

Jeols and Lanousqes

There should be » single primary yoolx!( thet
provides the basic tel of tools (debugpers,utiiiies)
needad lo devalop spplications tor the slandard
sditlon,

in sdditlon there sre numerous tools that deserve
sepsrate packages (Languages, Dizlog Manager,
Multimadls, etc.).

v

S.

oy
SXUs with dbase .._,M.v...u
of loalx, Azsemi :ﬁ

Addlllonsl EKUs 13-
Znexal,.‘as,#

b oAk

PP .
: .

2) Microsolt

3) Foyualty to S

b) Royaty o M -

VIS 819 AM
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