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To! List

From: Jonathan Roberts
Re: Win 3.0 Update Plag
Date:  February 21, 1990

Executive Summary

Strong and eardy support for Win 3.0 is integral to its seccess. Adoption of Windows, or any operating sysem,
is primarly based upon the recommendation of users. The initial users of Windows 3.0 will become the
foundarion upon which the wide spread adoption of the product will be bailt. Stnce the majority of the early
ldopraswmme&omuwmnt%dowsﬁmcbise.mWinUpdmIUpwpmgnmsmmmoa
strategically important post-2anounce programs. Quickly and effectively updating a large perceatage of current
Wmdowsomm“ﬁuS.Owinencoungeawmofwmmnwﬂlmyusmthepeck&nseuing
scason.

$50, plies $8.50 in shipping and handling fees, will be the update price. The $50 price will be extended to all -
Windows owners: 286, 386, and runtime users. Having one price for afl types of Windows owners greatly
implifies the program promote u

mwmnupmpmwmprmmmwwmmwmmmnymmnmwor
usatxwhoapdmthe':rcmmntW'mdows.wbelhcnh:ybcmnpa&agedpodsmmnﬁmcomorom
owners. Microsafr's standsrd apgrade programs targes only the registered owners of a given product. Microsoft's
memmefmang‘umdbasemﬁnngkﬁmnwmnnﬁdpmdwbnseof:ioo,ooo
at time of ship, we could expect to upgrade 105,000 users (assuming a 35% responsc rate). Through incremental
pugmsud&enuofmﬂy&vﬂopdmmmmnhopewmmmbaoﬂmm
who update by 245,000 snd generate an additional 11 million dollars in revenue.

There are three components of the upgrade plan; corporate push, direct mail focus, and direct response reach,
The executive summary contains a brief semmary of each component.

Corporats
The first component of the plan expands our curreat “Corporate Update Agreement” program aad enhances our
standard authorized reseller update program. The Carporatc Update Agreement allows accounts to sign a
contract with Microsaft indicating how much product they have snd how many units they wish to upgrade.
Expanding the program will allow us (o dispense with cumbersome verification procedures, while a the same
time maintaining control over distribution, By optimizing our corporate programs we hope to substantially
increase the number of Corporate updates. Upwards to 40% of our updates will come from our corporate
accounts.

Di Mail '

An aggressive direct mail campaign is the second part of the plan: In addition (o our standard mailing © our

registered nsers, we are planning a second mailing approximately two months afier the first, targeting those users
not mutially update. Asmw“mpmxmbymmwmw

« with the same $50 upgrade offer is a further exte f the
mail program. Through this program we hope to more le the number of gsers we reach through

“Grect mail. We estifnate that there is a totl of 375,000 spplication nsers we ﬁn%’[mnumc &

oon runtime] + 75,000 MS Agﬁ}. The Apps upgrade mailings should generate an upgrade
units (factoring in duplication of reg basis and discounting non runtime Apps).

The:hir_d.ndmos( involved, part of the plan is our direct response campaign, which is targeted at gening our
non-registered users o ypdate. Through direct res gising-wesdill activate non-meistered users 10 3
2 Microsolt §00 hane and acdes th ndnte-over-the-phons.. Encouraging people wo update their products
through direct response advertising is unprecedented. Predicting results is difficult due 1 the lack of applicable
Windows Update Plan Executive Summary 1
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expericace. Estimates of success vary from 30 to 100,000 incremental m'mu_%

§s 20,000 paits. The rationale for the direct response ad campaign is that there is a mique f
‘Wytoscﬂnlngemmbaofupdnm.humemlymmmI.Suﬁlownuswhomnotregmcmd

mthyveudoundwhoxumadon«apparonmyhs&.mduthevaymmmwewﬂlul&sthmk

evea.

genmwdbymiswomm. Thcclarmghmucsobjecuvsmwmmluqmckmd
s, and refer customers when necessary to th t lSVfouoo' Ly upda

ﬁz!lﬁnmutm Ienmmednysofhavmgmedurhzmomammwudvemle(q..msmbudng
ISV exes), but feedback from the ISVs themselves and our own operations people indicated that such & program
would be prohibitively difficult to implement. nemmofhwmanswmeom&onmedm
response advertising. Our direct mail to our registration base will also produce a high percentage of calls,
mmdadyﬁom&emmdmﬂmgwhawmmmm

The majority of the clearinghouse expenditares are variable. The fewer calls that come in the less it costs.
Consequently, I believe we should staff it up to handle the maximum number of calls, which is three to four
thousand, and than scale it back accardingly.

. _Marketing By m

Total Funded from Win Push | FY 91 base Estimated
plan fomding | budget units sold
‘Win reg base $306k $306k 105k
|_mailing
2nd Win reg $135k $135k 55k
| base mailing i
Apps direct $67.5¢ $67.5k 75k
|_mailing
[ Qlearinghouse | 5255k $5k $250k .
Direct Response | $500k $500k 100k
Advertising
| Corporate o
Total $1.263.5k $378.5k $750k $135k 330k

*Clearinghouse is a component of both the direct response and direct advertising campaigns
**A much larger percentage of the updates will be distributed through our corp opdate agreement program, the
15k represents the incremental number of uaits generated throngh our corp acet programs.
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Win Update Programs By Audience
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Named Accounts LVA End Users
Profile 200 accounts 1,400 accouats 2,130,000
61,930 units of Win in | 68,641 units, excluding
top 200 Accts. Ounly 42, 175 units the BM
126 Accts have more ACIS group purchased
than 100 units of
e Win
Full Version Reg by Corp Update Auatharized Direct Mail
April (300000) Agreement Corporate Reseller
Administered by MS brochare, cover letter,
Corp AcctRep.and | Ourseven directcorp | OCR coupon
fulfilled either direct resellers will provide .
through Microsoft, or | srandard update service. | Timing: Dropped three
through our Authorized | In additional we will days before announce
Corporate Reseller allow them t0 nominate .
program. . accounts for Masier 2nd Mailing: Two
Update Agreement. moaths after announce.
App reg (285390 der | Corp Agreement Direct Reseller Direct Mail
1 &2 ISVs, and 80,000 :
for Excel and Word) | Provide Win upgrade | same as above Coateat Win 3.0
to Runtime users of brochure, App cover
Win, The upgrade of letter, $50 offer to
the App is not part of ugrade to Windows.
the program.
Timing: Determined by
App compatible ship
date,
Win Unreg (1.3mil) Corp Agreement Direct Reseller Clearinghouse and
ads
same as above
Objectives: update users
to Win 3.0, coordinarte
and Clarify App compat
:}p:m. provide info on
Apps.
App Uareg (600,000) Clearinghouse and
ads
Corporate Programs
Named Accounts

Our corporate account sales force will actively encourage named accounts 1o sign a “Master Update Agreement”
for Win 3.0, which autharizes them 0 do the following:

Windows Update Plan
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1) Update a designated number of users from priar versions of Windows or runtime versions, as agreed upon with
a Microsaft Carparate Account rep.

2) Buy any combination of Win 3.0 regular or MLP updates in large quantities either directly from Microsoft or
from " Antharized Updats Resellers.”

3) Remove requirement of providing disl:sorpmvidingcom;:dusivewoofofoywshb. Ifhe looser proof of
ownership requirements would be for the initial roll-out only (six months). Following that period, std proof of
ownership would then be required to update.

The corporato update agreement is a contract between Microsoft and the corporats account that states how many
Iicensed copics of Windows the company can update. mwmm&emwy‘modx
update employees and replace previously licensed versions. It also requires them to have an anti piracy policy.
Finally, the agreement is time limited.

The carrent Master Update Agreement requires accoants to opdate at least 250 units to qualify for the program.
Our LVA data indicates that this stipulation would drasticalty reduce the number accounts who could sign such
an agreement with us. According to our LVA data, only 126 accounts have purchased more than 100 units of
regular Windows in the last year and a half. Conscquently, in order to make this a viable program for a larger
number of Large Volume Accounts , I recommend that we lower the minimum volume requirement to SO units,

Authorized Reseller Program
Mwmmdwsmmknhmmmdmmmm

. 2 ¢ service 10 the account by allowing them to make mare flexible purchase arrangements,
and ultimarely, they will improve our corporate update penetration, Corporate resellers will also serve as our
primary contact with non-named accounts.

The cuarent resellers for the autharized update program are Corporate SW, SW Spectrum, Univar, Softmart,
Egghead, 800 and Businessland. In addition, U.S. Marketing recommends that we consider GTSI and Soft
Warehouse be added to the update program.

fiay nommate accounts who have not signed Master U Agreemeats. In order to encourage a proactive
reselier update campaign, we would provide them with an additional $5 (10%) discount off of the standard
discount structure. The rationale for this modification is outlined below in the "Reseller Discount
Structure"section.

Accounts who have previously licensed versions of Excel will be abie to update through a parallel Master Copy
Agreement program, Resclier will have the right to nominate accounts for the Excel upgrade to Windows 3.0
and the Excel 2. Ic compatible update.

The Master Update Agreement provides Microsoft strict control over the distribution of Excel and Windows
updates. The licenses are individually reviewed by Corporate Account Inside Sales personnel. Inside Sales
validates the license request by comparing the request to the historical LVA data.

Reseller Discount Structure

Reseller feedback indicates that our current update pricing does not provide enough incentive for resellers to
proactively update the corporate account base. Increasing the Windows update discount from 10 percent o 20

Windows Update Plan
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This increased discount results in a reseller pre-rebate dollar margin of $8 forMI.PandSlp forqua:_z.’ When
waacmrinall.SO%xebmtorEggiud(moofmcamoumwhichaqseduswmuadamumang).mc
dismmtbecomsSllﬁ%form.PmdSM.ﬁOforn;_ldatg The reseller price becomes $28.32 and $35,40

respecuively. The iable below s flecie-ousverious diggount SHROTE.,

SRP Dealer Cost Discount  PostRebae Tt
Discount
Update $50 $45 10% $39.83 20% Current discount
$50 $40 20% $35.40 28% Recommended discount
$50 $35 30% $30.98 38%
MLP Update $40 $36 - 10% $31.86 20%
$40 $32 20% $28.32 28%
$40 $28 30% $24.78 38%

The table is based upon Egghead's rebate of 11.5 percent. The dollar amounts move up 50 ceats if you use 10
percent average for all authorized update resellers.

According to my units and revenue forecasts, I'm assuming that with the above discount our corporate reseliers
will update spproximately 20,000 users. In order for this program to break we have to assome that they are
sefling 7,000 more units with the disconnt than they would have sold otherwise, It is the feeling of the USSMD
mﬁvemﬂ‘mauhepmmwmptyfnrhsdfaswdlasexpandourcupomcnpdupenmdon.

When we make the update discount more attractive to the reseller we will have to take extra precautions to
ensure they won't abase the program and effectively drop the street price of normal product. We will need to
rigorously eaforce current Master Update Agreement and reseller reperting requirements.

Direct Mail Programs

Microsoft Win Update/Upgrade Programs

Mailing to MS Win Reg Base
The Win 3.0 upgrade matling is part of the base program. Our registered users are the mast accessible users in
our care franchise, they're the most likely to update to Win 3.0, and they represent the largest potendal number
of updates. It should be our number one priocity to execute this updats program well.

The CorpCom pieces include targeted cover letters (¢.g. 286 and 386 specific), a special update collateral plece,

and OCR coupoa. Umowwmm.nwmw
update, since usage is relatively low and locating prool ip may be difficult._The first mailing will

drep-threc-day< belore announce (Assuming we Rave the necessary Taventory).

We are planning to drop a second mailing eight weeks after the first mailing. We will have received and
processed 60 percent of the potential updates from the first mailing, We want to take advantage of the lingering
excitement of the Win 3.0 announcement, reference the great validating reviews we will receive, and promp the
laggards to move. In arder to encourage response, we will emphasize the cleasinghouse phone number in the
second mailing. According to Barbara Klein, O&M Direct V.P,, a typical response for a second mailing is 80

Windows Update Plan
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percent of the first response rate. In other words, if we receive a 35 percent response off the first mailing, we
will receive 28 percent off of the second mailing, and dramatically improve our overall response raie.

MS App Direct Mail to Reg base

'IhcdirectmniltoonrMSAppmndmemdmuunlW‘m/Appngbusinlogialaxensimofom?ucupdme
mmRuntimeMSAwswmuﬁmmmswnpdaﬂwyﬂco&aumﬁxnvaﬁmmpmedm.
Thc&nclmisplmningw currext users of Excel to the compatible version for no charge when thes

The mailing to the Win Ward reg basc will be extremely simple: Win Ward users will be exteaded the standard
$50 Windows Upgrade offer. Since the shipping version of Win Ward is compatible with Win 3.0, no otber offer
is necessary,

J 'mcMS:ppsmaﬂingwﬂlhnhmmeupdawmhmmdnwmmomﬂnhgmm-w&coﬁm_V_Vg

?b/} will merge/purge the joint MS Apps/Wia reg bess 30 that Qur R3S At coafised by fuo mallings_

MS Direct Mail
Base
Mailing .
ISV Upgrade Program

The ISV component of the Windows Upgrade Direct Mail program gives ISV companies the same opportunity as
the Microsoft Apps to mail their registration bases and offer the Win 3.0 upgrade for $50. We will encourage

‘:"ix

We intend to provide the ISVs with two Win Upgrade options. We will allow them to purchase Windows from
us on 90 day term for $40 (same as our reseller price), and fulfill the Win 3.0 upgrade with their compatible

%o
c%..

upgrade. Aldus, hDC, and Samana have expressed a strong interest im this program. Aldus end Samna sre
o\ Y parcicularly fateresied in baving their users receive the compatible & te and the same
%\\& time. This will help minimize the confusion over shifting c to full version.
Ao T u
\\@\ The ISV's second option is to have ft The ISV would simply mail their

registered owners and extend to them the Windows updaic offer. In order w implement this program Microsoft
would simply provide the ISV with an appropriate number of OCR coupoas which would be returned 10
Microsoft for us w fulfill. Corel and Micrographix have both expressed an interest in this program,

Direct Response Ad Campaign

Windows Update Plan X 193319
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direct response campai mbahournwmgiszaedwnas:swﬂasowmnngiswedum. The
g&mumm&og;mmknmmmhMaﬁﬁmwchmmmemw The
objective of the program is (o activate non-registered owners of Windows to upgrade. The direct response ads
wiudoveuuompownserlmthusianmng:ﬁcdgcnanlndmdsing. ‘l'hcadswili;ivethcnsﬂtwoyaysm
m.q;md:lhcyundlhaallmSOOnmbamorda'lhcirupgndc.uiniﬁamtheupdammbymaﬂmgin
the bind in card. OgﬂvymdMaxhﬂ'Dlmudmammmpacmwﬂlcboosewnscmemnumbm The
nﬁaukformebind-ina:disthatitbrubmzbook.cmandsmﬂm.tignalsanoﬂex.mdwilluldmamly
increase the response mte.

Predkﬁngmexupmsememmdheaadvaﬁsingiscxmdydiﬁmlt ‘We are uncertain as to how many
Wmdowmeu(puﬁcdﬂyomoms)wmndwdoﬂbwmeofoummmm
awpers we will be able to reach through our direct advertising. Finally, we have no data upon which to base our
Tesponse assumptions. mm«mmunmm@mmmsﬁmﬁwmwuwm
respond to our direct advertising.

Full Product and Rontime 2,130,000
Registered Users (reached through direct mail) - 450,000
Nou-feg owners 1,680,000
60% are power users (sudience for computer mags) ) 1,008,000
50% of power users read mags 504,000
20% respond 100,800
Mcmmm
$350.000 Modia
$90,000 Production
$60,000 Agency Fee
$500,000 : Total
Clearinghouse

The Objectives of the clearinghouse are to update users to Windows 3.0, Clarify App compadbility issues, refer
the ISV for compatible update is necessary, and apon request provide info on Apps (Windows shopping catalog).

Costs .
The combined cost of the 800 line and the temporary labor account far the majority of the cost of the
Clearinghouse. Since both are variable expenses, the Clearinghouse becomes a very cost efficient program. The
expense of the 800 line is based upon usage, and consequently direcily carresponds to the volume of incoming
calls. Celiap and Anneh have also assured me that we can easily cut staffing o efficiently accomodate the
volume of incoming calls. The graph below charts the variable expenditure of the Clearinghouse.

It will cost us approximately $1.55/order taken over the phone. This is assuming a three minute call, at 18
cents/minute (56 cents/3min call), and a dollar for labor. Ogilvy and Mather Direce, Barryb, and I feel strongty
that we should use an 800 line, opposed to & 206 or %00 line. This is nota sapport line, it Is a revenue generating
line. The cost of the line is approximately 55 ceats per order.

Labor and the per call cost of the 800 line comprise the majority of tho expensc for the Clearinghouse. Both
expenses are extremely fiexible. The curreat plan s 0 equip the Clearinghouse to handle the maximum number
of calls, and then scale it back if the volume of calls does noc warrant the resources. The chart below shows the
relationship between the nnmber of calls/day and the total cost per week.

Windows Update Plan ' X 193320
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Incramental Cost/Week

$25,000 -
$20,000
$15,000
$/Week
$10,000
$5,000
$0
0 500 1000 1500 2000 2500 3000
# of Calls/Day
Clearinghouse Cost Breakdown
|_Additional Resources Additional Costs
25 temps $134,000
($12,500/wk *8
(125 calls/rep per day. Assuming a3 minute call = | $8500/wk *4 (17 people])
3,125. Upper range is 4,000 calls/day) @$500/wkhemp
800 line $10,956/wk
(4000 calis/day)
18 cents/min, 55 cems/call |
Total additional $254,516
(3$134,000 + $120,516)
8wk full service + 4wk 25% less
Fixed Costs -
supervisar $8,100 (2,700/mo *3)
phones and lines $11,000 7
move [ines $1.500
phones and lines $4.700
Total fixed costs 525,300
Windows Update Plan
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Appendixes

Item ) Purpose

Microsoft Windows 3.0 Update Plan Fiscal Year 1990 Shows projected affect of the update plan on USSMD
FY 90 budget

Win Update Analysis Demonstrates how unit forecast was determined

Win LVA data for the last year and ahatf Gives indication of Windows presence in our large

accounts

Windows Update Plan X 193322
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MICR’ ;SOFT CORPORATION - USSMD
WINDOWS 3.0 UPDATE PLAN

FISCAL YEAR 1950
IN THOUSANDS
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MICROSOFT CORPORATION
WINDOWS 30 UPDATE PLAN

FY% PLAN UPDATE PRODUCT COSTS
INCREMENTAL UPDATE PRODUCT COSTS
UNBUDGETED FREE UPDATE PRODUCT QOSTS

ANALYSIS OF INCREMENTAL ACTIVITY - FISCAL 1990 SCHEDULE A
TOTAL
REVENUES _UNITS _ NOTES
PORECASTED UNITS 10000  (A)
AVERAGE PRICE/UNIT —_—9
NET UPDATE REVENUE $5,300,000
FY90 PLAN UPDATE REVENUE _(250.600)
TOTAL INCREMENTAL UPDATE REVENUE _S3791400
FULL
PRODUCT COSTS PRODUCT _ MLP  TOTAL
PORECASTED UNITS 135200 4200 1400000
AVERAGE COST/UNIT S1266 801w ®
PRODUCT COSTS SLTILARR  S1448 L2600
(pR3SE)
STISH
$1.366
STH. 790

TOTAL INCREMENTAL PRODUCT COSTS

E

)

g
2

E

(B)Awmmw-thwuu'mdmmmm.

(C) Unbudgeted froe mmuwwamwsmmmm
mmmmwmm.mmmjmmm.m

60% of the Incremeatal free updates ars projected w0 ship in FY90.

(mnhwwmgmmmudumﬂ of the cxpenses will be imcurred in FY90.

X 193324
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Update Analysls
1 2 3 4 5 6
1 Packaged Retall OEM ISV Runtime_|MS Runtime_ | Total
2 |Bought 2,800,000
3 |Shipped 750,000f 1,000,000 500,000 275,000
4 [Usage 375,000 145,000 250,000 137,500
S |Reglstered 300,000 0 $0,000 60,000
8 |Re ] 60% 40% 50%
B .
9 |Unreg 76,000 145,000| 160,000 77,500
10 |Re! 20%! 10% 10% 15%
1l 3 ]
12
13[Subnl 195,000 14,500 52,000 41,625
14
15 |Non-using owners 375,000 855,000 250,000 137,500
16 |Res; -] 8% 1.50% 0% 0%
17
18
19
Page 1
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. Win LVA
Rank Account Q3 a4 T T2 T3 Total
Total 5852 15132 28331 34358 27,143 110816
1 IBM - DIRECT SALES ONLY 14,160 15,620 12395 42,175
218M 630 4,103 31 981 887 6.612
3 Asthur Andersen 5 4272 296 262 143 4,978
4 Ford 4 1278 748 681 823 3,534
§ American Airfines 17 6 75 1,437 1,859 3384
6 Boeing 515 333 732 921 70 3.260
7 Hewlett Packard -~ 132 36 643 s88 1981
8 Dupont 261 213 409 354 211 1,448
9ATAT . 368 359 216 324 107 1374
10 EDS/GM 2 207 305 617 134 1,265
11 Motorola/Codex 80 94 2z 358 157 916
12 GE/NBC/RCA 87 54 181 189 317 828
13 Honeywel ' 142 115 264 174 94 789
14 Kodak 70 44 364 121 185 784
15 Manufacturers Hanover Trust 39 37 40 430 151 697
16 Dow 63 178 177 114 133 665
17 NCR 73 50 09 32 118 662
18 PROCTER & GAMBLE 105 184 365 654
19 Intel . 232 147 n 80 44 576
20 Compaq 2 57 203 20° 36 518
21 Lockheed 59 90 94 165 102 510
22 Rockwell 12 16 108 84 268 488 -
23 McDonnell Douglas 125 25 234 28 475
24 Merill Lynch . 38 39 140 141 83 441
25 US Navy 12 15 283 ™ 53 441
26 Unisys 167 121 k 2} 39 70 436
27 Pepsico/Taco Bell/Frito Lay/Pizza 34 L2 7 170 112 435
28 Eli Lily 8 14 119 162 116 432
29 aMMHARRIS/HARRIS LANIER a5 179. 209 423
30 LIBERTY MUTUAL 78 228 114 420
31 Westinghouse s6 12 58 123 162 411
32 Swiss Bank Cormp. 4 24 119 250 0 397
33 GTE 54 48 3 153 > =] 387
34 Mobil Ol 14 17 156 114 77 378
35 WAVETEK 377 0 0 37
36 TRW 34 59 35 M 213 375
37 Northem TeleconvBell Northem 77 33 < 79 83 37
338 General Dynamics 125 32 87 96 23 363
339 Martin Marietta 84 3 57 67 107 348
40 Hughes 2 318 - 0 0 0 341
41 Price Waterhouse 6 37 124 169 336
42 US West/Bell Co's 47 x2 123 108 31 331
43 Farm Credit Bank 7 16 80 36 120 329
44 United Technologies 2 0 55 72 164 293 .
45 California, State of 61 66 34 75 51 287
48 Aetna Life & Casualty 15 15 56 58 139 283
47 Varian 8 37 61 104 56 266
48 Bank of Amer/SeaFirst 12 21 11 161 56 261
43 SUMMATION INC. 124 ra! 66 261
50 Tektronix 26 2 54 79 77 258
193326
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