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Liconse as many machines as we can
Get as much royalty per system a6 the marit can bear.

mmwﬂm&ﬂm:hmmhhm
customers mesns an ongaing balancng act for OEM Sales.

mm—mmuuwnﬂmupmnmmtu:nmm
well over $30 tn FT94. At the sume ke, we will have t0 penstrate the “non-licensed” PC segment. We
cxpect this segment to grow naarly twice as fast as the overall maricet. (Ihts docxxnent docs Dot
conunent on any 53 strategy - a kay toyalty opportunity for the 90°s) We are conwincad that the oaly

.

“The 90's Wil be & true test of bow much our vision can deliver great products in a tynely manper,
OEM Sales therefore needs to ask for, and heip to develop maore long-range product plans.

monitored by OEM Sales management. OEM being the moost profitable buainess for Microsoft i the
90's, wsl need to be even more predictabls tomomow when it comes (0 achieving fiscal results.
Therefore &t i snportant that & well integrated and an casy to use OEM bustness system be developed
sod matntatned

(Al the recommmenciations i this documnent are for &S niermal excutive discussion. Plsase do not
distrute this document fther) HIGHLY
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maTgyg COmpanics wroes.
slowed to 10-18% snd a more mamuring sadustty has bem koking for low cost distrbution
slternstives Mice direct mafl. Midhhlnh“nhn“mwmw

m«mmn.mmm

-New operating system service benefits have not besn marimted effectively

“Truly tnmovative applications have been eoming along slowly.

-Productivity gatas besed on the new technology have not been understood by OZMs and
endusers.

for more OS features will only werk ff the OEM can ciearly see mare higher mangin untt sales. This
will challenge the OEM salcs force for the years to come. Every 18 price decrease for DOS wifl yieid to
at least 15MS less royaities tn FYS4. This would trynsiate tto at least 1M more WIN systems to be
sold instead or at least 300K mare 0S/2 systems.

The reconunendation s therefore to resist any DOS price decrease until WIN and 08/2 based systems
are 3 demanded commodity and to tsple our effort to achieve this. Adkiing more utiitties to DOS to
enhance its usage and competitiveness are naturally as tnpartant. As & tactical messure we might
have to price them separately (like the ShelD just to keep the DOS prices where they are today as loag
as passible.

Even if OS/2 takes off and gains 20% share by 1994. we will need to manage s pricing carefully
imowing thst CEMs will dernand not to pay DOS royalties for true 0S/2 systems.
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Y 90 . rYDd
Roysity (0 Pemstrution () Royuity (9 Penetration (W)

DOS/Systen 17 7.0 13 730
WIN/Copy 8 18.0 18 41.0
08/2/Copy 108 s 86 20.0
mmmmwnummmumu

FT90 Reyulty Per System (§) FT94 Reyuity Per System (§)
DOS 16.4 0.2
Net K ] K
N 1.8 8.6
08/2 K 113
LAN/SOL/COM s 22
‘Total 19.7 287

mmuﬂcmﬂhmlﬂ”umnm A dream, a
mummmmmmnmmumm a
muuqum.mmcmwmmusm
bustness plan mode! attachedl).

Increasing per royaltiss per sold .

In developing the bustoess model. we checked for mariet potential and conflicts disregarding suy non

o rres
% 8086 232 ss
% 206 52,9 194
% 388ex 8s 411
% 386ax 15.9 83
% 486/PS 1 2L?

QS Potential OEXM Model Assumption
DOS 100.0 73.0
- WIN 66.5 408
0s/72 30.0 200
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«86/PS and 388 dx systems might be conservative. The idea was to generate achievable numbers
withotut making sssumptions which would be too aggreastve.

As discussed in the previous chapter. we 1o OEM Sales are challenged to tncrease current OS/2 and
WIN market penetration to the dispizyed numbers. We wiil nesd & lot of help from OEM and Systems
Mazriating to get there. At the same timme, ambitious goals iis this are crytng for & well managed and
focused sales force.

Deweloping New Maricets N - w
:dmumnubmmmmu-ﬁwqm
mm.mwmcnm“lhwmdumﬂuﬁnaum
mariet place. In any case. Sales and Marieting noed t0 work closely together to understand the
opportunitics and develop well thought out long tenn plans.

To be explored Markst Segment
1. “Non lcensed” PCs

a) The reststance of new or ssoaller manufacturers to omnse DOS from us will be a fact tn the
80's. We expect this category of cCustomers to grow twice as fast as the rest of the market.
Today we capture this marist by selling PO DOS.

FTH0 Estimsated ¥G DOS Sales
Estimated Units of
Units Sold Non-Liccused FCa fiald
Usa* 400 7850
Europe 200 730
Other 250 $00 S0%
“ncludes Phoentx Units

b! This betng & short tenn measure means more thought and effort has to
sttract these type of OEMs and maice them per system Ncenses.  Probably
reduce ptracy and dectease competitive market share. Because most of these PCs
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them. The resuit of this could then develop tnto a FE OEM sies challenge.
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2 “Exnerging Markets®

oMultimedia PCs

+Poquet PCs are Calc replacement
oHandwriting computers

oRizc Servers/WS/PCs
eirpbedded controllers

oPrinter Software

The Rols of OEM Marketing
wmwnwuhmdwmmmuumm
to System Product Marketing. The group runs & quarterly which needs further

mmmmummmhmwm OEM Masieting aiso
mmt«mmmumm

Ammpmnmnmmm—nmuwmmm
mmdmﬂmmm This group wurks mxuch closer with
customers than the Redmond group. But £ 18 questionable what the “rest” of MS OEM Sales gatns
from thetr efforts - as much as their local WIN and OS/2 thrust is apprecisted and needed.

In obeerving both groups activities for the last § wonths. &t has become ciear to me that much mare
needs to be done to achieve our smbitious penctration and market development goals. With System
Product Marketing focustng on products specific tssues. OEM Marketing needs to focus on channel
dynamics and how MS-OS services can be transiated into tue customer benefits, mesaning seliing
mare PCs. At the same time, application trends need to be reported and turned tnto product feedback.
This should help us encourage more PC usage and ght off non MS-0S.
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The dedicatod mariating SEs will be application driven and will relay customer feadback to
mwmbo&mmumwmm
System Product Mariceting liatson duties will keep them busy. This new structure would mesn adding
8 more people next FY.

mmmpwp-nmumnamnummmmmm
findings. This way we could share rwsources sad exparience. Ons persos tn Japsn should be
Muammuwuwmm The test of the them

$2/3.

Ine mutshell OEM Marirting in the 90s has to belp OEM Sales to be a value added resource to our
customers. This will result in re-educating AMs and develop them mto true consultaes. Without
such a massive efiort, we might be creating competitive openings while not creating the right products
ar relationships needed betng sucoosafial 1 the OEM Market.

Sales Operations

OEM selling system products to PC mamsfacturers and enhancing our strategic relationship with them
has given MS g decisive edge i the PC-SW industry.

During the Jast three years, the £C industry has undergone rammatic changes. Our response has been
a complete but evolutionary reorgantzation of the US OEM Sales force and a deciared WW {ocus o our
OEM bustness as well &3 adding new sales ofices. This was cotubined with an effort to establish an
OEM marketing function to ensure befter Gaining and mformation flow to OEM Account and Sales

The results have been snpressive when you compare OEM revenue/prafit growth with the
overall market growth. Even this FY. OEM's growth will be twice as fast as the PC market growth. But
will our current sales set up enable us to achieve our ambitious penetration goals?

Despite our muccess on paper. we all know that some of cur results have sctually come (rom prepaid
royalties. We currently predict that the US will have a 25M8 UPB balance by the end of this FY and
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va'wwnmumawmuwwapnuw This will
represent close to '1/3 of this FY's revenues and will long term hamper our growth as
customer relationships. In a sutshell, on paper we look better than we really sre,
Wmmmw'ﬂ.mwmmur
S0 withins 4 years.

OEXM Sales Strengths and Weaknassas
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Wealness

. K « Communication with customers - 1) We soemn % be tafiing mainly to RAD and marketing people—
R not 10 the people who sell. 2} Customer feadback is not alweys given to the product groups. 3} We
; mmmmm:mdmmummum

« Customers with high mternational sales get served only at the central buying location - AMs are
juwmwwwdmmmummm
‘sompetimes technical services. Todxy. MS is nat organtzed well enough to waake this happen.

. wimwwmpmmadwdmmimummmahm
tsgue. umuamdmm.mwwmumm
in the channel. and the negligence of the PC manufacturers sales force. Only the last onc can be
Mumdwowwu-wmm{swmua-hmwms-lmdm
manufacturers revenues? s the OEM chaonel a good exclustve channel foc per copy system
products at all?
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o Systematically ook for new customers - Even f we still have to smprove same of thetr tools, this
approsch has found us more oppartunities than we expected.

* Exploring addittonal opportuntties with cxisting custorners

- Shifttng customers from per copy FG-DOS 10 per gystemn royalty icensess when they grow as well as
s - seiling them WIN, Mice, Woriks, and FG has mcreased MS peactration.

vk
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mmummwmwn'&pﬂnﬁmwﬂrm This
mmwwmumwmmmmmnnmm
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development
: wmmnosmos/zmmuauuumm In looking st both
warehouss sales abjectives happen.

Strength

. swmuapm-muu(mummmmmmm
exiployees as AMs or managers. If they are not bored - and they shouldnt - this could be an
advantage.

e Never lost a major customer true. but we had more emergencies than n the US and more
complaints,
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Weakness

. rmndmmnmmm-muaudbymbqn:uemunau-ﬂum
mmmmmmmm

* Minimal umnmmwouundnmqm-wunmn
meWM—WWhMMMW

. MdemMnMw-lMﬂhmemm
mmmmmnmudcwntwm

o Customers are badly tmformed - ff at all 1 am surpaised to 80d out how few pleces of information
are getting passed an on a fegular basie. Much of the information s actually svafiable and
MMMmsbmmdaMhmmomncmmum

so. (Hmo

. ww-mwupwnmm-mmm
mwummdumuwhm No time, 0o tntarest?

mu«mmdomsumuuummmnmmmm Up to 15% boous
mem.mdwmmanimm—numhu
sales achigvement. muamwmmmmmaxma

nm.nummmmmummwmm In the US & 3 ot
wm.wuymemmwmmm.

Recommendations:

1 Run a true OEM P/L on subsidiary level to understand OEM channel cost structure and get
CMs attention. At the same time. comsolidate the dificrent P/L reports that they get
comparable.

2] Allocate marketing money to the discretion of the dtrector of OEM i 2 certain area. This

tncludes the US.- This way we can assume thst the money s spent in procaoting the right
pmdummdhdmmemomNmmmeumW.
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OEM Marieting
Japan
Basic structure ta place today. Mmdmmwuwd
the marketing departments.
2 . UsA
- ' 1-a - Torxilery Gonsps
M (o omme custemesl

3. Lurope
|m<ﬂl
Germany OEM Sales UK OEM Saics Swoden OEM Seles HQ Sales Manager
& ¥G DOS Salss AM for:
& FG DOS & TS DOS Sales < faly. Spain.

Benthix
AM for.
intl OEM
us/mm

Major change bere: dea uwwtmmmunmmlmmdﬂmk
n a substdiary cannot be achieved.

The UK and German business fullll this criteria. If Sweden would staff up to 2 royally AMs and 2 FG-
Dosmphaumtmnbejumnda-en. We need 0 discuss italy, but 1 believe sccount

HIGHLY X 581017
ora saes m 0 SGONFIDENTIAL CONFIDENTIAL

-pCA 1141287
"Scmmanm )

MS-PCA1141287



DAR

o

; management couki be done (rom Paris as well All other countries should do bustness from Parts.
!mmamnmdmxm.mummmummummom
that FG-

The reascns for recanmending this are: shorter commanication knes, more foous and an casier way
to train people. Mm-mmmwdouu-mmuuwumm
action 8. mumum-cmgmmmmomm The added
mmmtyummbmmmmmhdw
skilis might not be that easy.

In 93/63 2 Eurvpean OEM marketing group should be added.

:

[umm]

L All these proposed changes should be done with better customer service i mund yielding in
higher market penctration and closer fesdbacic This should foster better reistionships (o
understanding customer needs and the dynamic changes tn the PC industry early on
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the FG-DOS busineas all subs peed to Jeamn fram the US group: How
and direct sales to OEMs is done and measured. A traming ciass based cn that expenence s
mwmwumumm. In adding tratned ssles people to
mmwm"mmm“um-mumnmx.

tuuﬂwmqmlmuwdmuthtwm

mwmmwwmuwwnmmunmm
be more xnportant tm the $0s. dem“"mhm

OEM subsidisries. Otherwise we run the danger of cresting campetitive opentngs. Economy of
mmwwwm-auh-ammunw

R to subsidiary mittatives. Companics coming it my mind: Comapaq, HP, NEC, Acer, Olvetts,
Tandon, AST, Zenith, CBM, Epson. Toshiba, Atart, Tandy/Victor. If Siemens and Bull get mare
wnwszmmmum--m

mmmmdmuh-mm

This ts stifl & dream for us and most of our customers. Generally, we are not set up to support
mmmmammmmammmnhm'm Tven £ they
awmmunmmdwwtﬁqmmmdh& More
WMawﬁmmﬂwwﬁprﬂM
trprove this but probably never completaly achieve this goal. .

Keep us continwously informed ahout schedules, plans, and changes.

This has been done better in the US than eutside We will need dectsive efforts from OEM
Marieting to make this easter for the local AMs. We are working on a moathly news fash—
edited for OEM customer distribution.

Provide excellent techuical suppost oa & when-nseded basis.

ONLINE has been a great of the stuation 1 the US and for key International
customers. The completion of PRISM will put the subs an equal footing with the US. An sdded
phone component will enhance quality even further. We need to think about offering a nominal
fos based adaptation support tn FY91. Paying for technical support does not seem o upsct
OEM customers anymore. [ am confident that we can continue to tmprove this sector over tine
and keep our customers happy. .

Timely delivery of SW, CRC, ete.

This process seems to be under control.  But International customers continuously complatn
about the time It takes to get things shipped. Can we speed up our administrative

Another area of coastant customer complaint ts the delivery mechanism for pre-release. We
will again make this a project and recocmnend a solution which does not need constart AM
monitoring.
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. Mphnud-utufumpo'dm has beca fully

) The idea of having regulss
tmplemented 1n the US organimtion. I s lacking understanding 1 some mternational ereas.
This needs to get put tn place short ‘The new organization will enable us to tmplement

this casler. .

b wmmrummmummuun-ww. I custexoers are

woriing across product groups adding a dedioated technical resource tn
&Jém& This should only be considered for SMS+ customners/yesr. truly

committed to our platforms.

8 Yaar Flag

Attached
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