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Internal Market Share " Review of IMS Objectives -
Rebate Program

- Reward resellers for increasing or maintaining their Microsoft
-~ IMS in specific categories (awareness and focus)

- Avoid field negotiation process over the establishmentof
individual goals .

 Base goals on Microsoft sell-through vs. competition
sell-through - not stocking level or buy-in commitments .

« Maintain faimess to all resellers and establish reasonable and
attainable goals X

-
-
-

- Maintain a simple and easy-to-communicate program

« Obtain accurate and timely sales and market share information
in the reseller channel

1 AMC Presentation/Product Markefing Briefings - 3-6-90 Kacrosoft-

We are now into our second trimester of complete transition away from emphasized
. product buy-ins and to the Internal Market Share Rebate program. Summarized in
. this presentation are all the product data and rescller feedback collected to date. In
‘many respects, it is still too early to tell whether the IMS program is effective;
however, there is enough anecdotal evidence 1o recommend minor adjustments in
goal establishment and methods of calculation.
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Internal Market Share ' General Reseller Feedback
Rebate Program

« Prefer IMS to buy-ins -- some would prefer alternative
sell-through goals but acknowledge fairness of program

- Prefer to have non-progressive rebate structure or fixed
rebate percentage for each product category -

« Program is beyond their control — one time order can blow
their IMS out of the water and impact future IMS goal

» Corporate Software reported that they practically gave the
last copies of Excel away to make their goal — experienced
6% decrease in Microsoft margins in T-3 xC

« Software Spectrum reported that they would neverhave fire
sale, or withhold sale of competitive to make goal -- but

they didn't have to in T-3 .
« Softmart not crazy about being audited — others think its
good idea
2 AMC Presentaton/Product Marketing Briefings - 3-6-90 Microsoft-

Corporate Software, Software Spectrum and 800 Software offer contrasting perspectives to how
the IMS program has impacted resellers. ’

Corpoarate Software entered the moath of December scriously behind in their Win Excel goal.
‘Every day their executive management reccived a special IMS report. Realizing that their total
., company bottom line profitability could be impacted by as much as 10%, they instructed their.
a7 sales people go out and sell Excel “at any cost™. They would have given the product away if
necessary. They charge that the IMS program, in part, contributed to a six percent decline in
Microsoft product salés margins. .

Tt i’i Software Spectrum, while sccmingly aware of the program’s bottom-linc impact, stated that they”
343! would never consider withholding competitive shipments or giving product away to make their ¢
T3 gogls. While claiming to be focusing on the products, they did not obtain daily IMS status reports.
They were not aware of the final results until the final numbers were tabulated in January.

. 800 Software was the only reseller to make only one out of three goals. While they were
;¥ obviously aware of the program's impact on their profitability, and claimed to have run

comprehensive promotions to focus on the IMS products, they did not have daily or weckly
tracking reports. ' :
Based on the other reseller feedback and monthly field reports, it is apparent that the majority of

g..cx Fesellers were not taking the program seriously’, and perhaps, were not aware of the programs

**§ Fimpact on their bottom line — undl it was too late.
One thing that aimost all resellers objected to was providing individual compedtive sales data.
However, aggregatc market share information appears to be just as valuable, as indicated by the
response received from Product Marketing. Our anditing plan, whea fully implemented in T-3,
will assure that IMS data is accurate, even without collecting individual competitive sales data.
Two corporate résellers were successfully audited, but we will have 1 wait and see how other
rescllers, such as Sofimar, react to their first audit.
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] Internal Market Share 1989 Sell-through/Inventory
FeEaBe ;
iatia: Rebate Program _ Comparison
taventory to Sales Ratto in Dollars
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The above column chart shows total inventories, in terms of months of supply,
in relation to our sell through volume dollars, which is calculated by dividing
the current month's inventory with a moving four month sell-through average.
Total sell-through, in doliars, is overlaid to demonstrate the inverse relationship.

The removal of emphasized products and overall dollar buy-in, combined with
our inability to fulfill demand, resulted in significantly lower inventory, in both
months of supply and total units, in the latter part of 1989. This raises the issuc
of whether these factors caused resellérs to lose focus on emphasized products
and/ar decreased sell-through. :
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Internal Market Share
Rebate Program
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Internal Market Share

: PC Wordprocessing
Rebate Program
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Internal Market Share- PC Entry Integrated
Rebate Program
1
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5 Internal Market Share

piiti1 Rebate Program
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Internal Market Share
Rebate Program

0.9
- 0.8
1 0.7 4 —
: | 0.6 B All Resellers
oM 0.5 4 O sortware, Etc.
s S
° 0.4 - M B200ages
t 0.3 +
t o024
0.1 - : o
0 - - i
July August September October
Only two accounts participating
I-1 Period Beginning Missing T-1 data: Software Elc.
MS Units 2490 T-3 Req Incr- 4% , Plateau: 70%
MS IMS Perc 75.7% Are we getting Windows sku stocked?
] AMC Presentation/Product Markafing Briafings - 3-6-90 Microsoft-
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Intemal Market Share
Rebate Program

MAC Spreadsheets
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Intemal Market Share

‘What have we learned so far?
Rebate Program ve we learned so far

Conclusions: -

- Some resellers not focusing on program's financial implications

« Easier for resellers to get their IMS up to the aggregate then to increase it above
the aggregate .

« New versions or products significantly impact IMS o

« Establishing "realistic™ goals and plateaus is difficult — key is having the right
products in the program '

Recommendations:
« Increase awarcness and communications _
« Make sure resellers understand financial implications
» Emrourage at least weekly management reports .
- Emphasize marketing programs and provide sales tools to achicvg‘goals
- Required percentage increases should be minimal: e -
+ 0% (maintain) where competitive versions are being introduced
« 1-2% for established products where there are no anticipated disruptions
« 3-5% when Microsoft versions or products have been introduced .
« IMS Platean should be 2 moving trend and be 5-10% above the “median”

1

AMC Presentation/Product Marketing Briefings - 3-6-90 Microsoft-
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Internal Market Share I o i
hat
Rebate Program What we real(y want to happen

Internal
Market -
Share
Reseller A )
Reseller : gate
L —] & -
N 45
Time

+ Consistent, steady growth
+ Set long-term goals (internally)
+ Establish benchmarks for achievement

12

AMC Presentation/Product Marketing Brisfings - 3-6-90 Microsoft-
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A Internal Market Share | What actually happens
FiiaH Rebate Program

Corporate Software's IMS History

0.7 cervemmmmessvsesmmnmoranan
LY SV VR WP RS RSEPS) X -
> 7 7
0.5 D ...--.--.,Z .....
\ —" -~ pC Spreadsheets
0.4 / .,,4........-..-....-..-...
’ 8- pC word Processing
0.3 cosrmmmevossos cee
: «+=MAC OT Pres
0.2 4 ecovnmare foooow <
0.1 R
0 ! +—t t t t t t + t 3 ]
Jan-Feb-Mar- Apc-Hay=Jun-Jul- Aug- Sep- OCt- Nov- Dec-
€9 89 89 B89 B89 89 89 B89 89 B89 B9 89
13 AMC Presentation/Produc Marketing Briefings - 3-6-90 Microsoft-
X 581089

CONFIDENTIAL




Internal Market Share
Rebate Program

Goal establishment Procedure

Goal-to-Goal Cap: Adjust the resellers IMS goal so it is not more
than the designated percentage increase from the previous
trimester's goal
+ 4 months data reflects reseller's current business

activity

Encourages L-T goal setting

Rewards reseller for consistent growth

Customizes goal to reseller - -

Makes req increase non-uniform across all resellgrs

(similar to what the IMS plateau does)

14 AMC Presentation/Product Marketing Briefings - 3-6-90 " MBcrosoft-

Using Corparate Software's wordprocessing numbers during the July-December 1989 period, the
following comparison is provided:

T-1 Goal 18.7%

Goal-to-Goal Cap method
Beginning IMS (Sept-December) 21.9%
uired Increase

2%
Pre-adjusted Goal 23.9%
Previous goal (16.7%42%) 18.7%
Previous goal plus req incr 20.7%
Adjusted goal 20.7%

X 581
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aabas :;‘;%;’12' ,ﬁ’:ﬁ;"r‘:ﬁha@ I T-3 1989 IMS Audit Results I

Corporate Software and Software Spectrum assisted
Aicrosoft in establishing an audit process for

participating IMS resellers

Terry Lee, independent auditor from firm Delloitte & -~
Touche, completed the audits on December 15th and
January 15th respectively

The final reports were distributed on February 1st

Results of audit:

— + The audits went smoothly and painlessly as botg the
auditor and the resellers were cooperative i

« Although the the audits did not impact the rc‘sell‘exs'
rebate results, some significant errors were found

« Microsoft should be more specific about sku's to be
counted in calculations

15 AMC P on/Product Marketing Briekngs - 3-6-90 Macrosoft-

The first IMS andits were implemented without incident for a number of reasons.
First, the auditor was extremely empathetic to the sensitive nature of the audits
themselves. This was very.important in the process, and we hope that the same
auditor will be able to conduct all future audits. Secondly, the field account
management did an excellent job in properly positioning the audits to their
accounts, and explaining that confidentiality would be protected, and that the -
process . . ‘ :
Revised Audit Procedures: ,
Reseller provides signed IMS form verifying sell-through of specified Microsoft
and aggregated competitive products. The forms are provided to auditor. Onc
week prior to andit, the auditor calls the reseller s designated representative,
discusses the rescller's accounting system, audit procedures and necessary
documents to make available. Auditor visits rescller location and checks for:

*  Proper sku's are being counted :

= Consistent reporting for all appropriate months

*  Proper transfer from monthly summary reports to

IMS farm )
*  Oversaatement and understatement tests

The auditor’s report to Microsoft consists of the following:
* A summary of audit used
*  Summary of Microsoft and competitive sku's for
cach category
* Table comparison of rescller numbers to units
determined by the auditor
*  An cxplanation, if necessary, of variances in the
above table
If necessary, Microsoft and the auditor will review the results of the audit with the
reseller before taking any action regarding rebates.

X 581091
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Internal Market Share

Rebate Program T-1 1990 IMS Audit Plan

Suggested Reseller Positioning Statement:

Six resellers will be randomly selected at the end of the
trimester. Béing audited one trimester does not exclude
them from potentially being audited in a subsequent -
trimester

The audits will occur in during the April-May time period, as
scheduled by Microsoft and the auditor (some accounts
will be audited prior to the end of the trimester)

Method of Selection: < -

«  Actual selection of accounts picked by RGMs-ehd USSMD
management, with respect to: -
« Indications that an audit is necessary
- Current negotiations may be going on

s _Allaccountsshould be auditedeventually —

1] AMC Presentation/Product Marketing Briefings - 3-6-00 Mecrosoft-

While the first audits went smoothly we have a challenge ahead of us 10
make sure that the andits are perceived as a positive relationship builder
rather than a negative. However, we cannot give any rescller the
imp&sion that they are exempt from being audited during any or all
perni
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Internal Market Share
Rebate Program

T- 2 IMS Products and goals

Project Mgt

Product Category | Spreadhiscets Word Proc Mouse Integrated
Platform - Win/PM Win PClWin PC PC
Microsoft Titles Win Excel Win Project PC Word Mouse Works
PM Excel Win Waord
Competitive Lotus 1-2-3 Tinehne WordPerfect | Mouse Sys | First Choice
Titles Quatmro Pro Harvard Displaywrite IBM Ability Plus
SupcrCale SuperProject | Multimate Logitech
Scitor Proj Sch
Corporate yes yes yes
Resellers
CorpSW, 800SW,
Softmart, Univar,
SoftSpect, Voyager,
Bland, Nvnex P
Corporate/Retail yes yes I yes
Egghead, Computer e -
Factory, Soft WH
Retail yes yes yes
Software, Etc,
Babbages
Regquired Increase 1% 5% 2% 1% 1%
IMS Plateau 25% 35% 27% 0% 60%
7 AMC Prasentation/Product Marketing Brefings - 3-6-90 Mecrosoft-
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