
From: Paul Maritz
Date: 4v’4/93

"THE REVENGE OF THE SERVER"
(Confidential)

This memo summarizes thoughts on several fronts:
- competJtion from Novell and IBM,
- the SQL Server business,
- will we sue Sun over their W~ndows clone?
- etc.,

but it ts really focused on the "high-end" business as whole - where we face real and growing
competition.

The basic theme is that although we have been able to dde a "bottoms-up", desktop-ddven wave
to great success, this wave may be broken by standards that are being ddven either by:
- Applications that are really platforms (Netware & Notes),
- Line of Business computing standards (the "new IBM" = DCE+OMG+Transarc).

These standards enjoy two perceived characteristics that Windows does not: they are "cross-
platform", "open", or both. In the current turmoil, these att~butes are powerfully attractive to
customers. In addition to having one or both of these attributes, Lotus and Novell have the great
advantage of being able to sell an "app" (or "ready packaged solution").

At the same time, we are starting to reach the situation where "Windows and Microsoft" are
becoming threatening to customers - they are worried about their dependence on Windows and
Microsofh I don’t think this is an overwhelming trend yet, but I here started to hear it recentty - and
I am sum our competitors are tanning it wherever possible.

Most of the analysis below goes into how "non-MS" API’s will get established on the desktop - one
might ask why this is a big-deal - what does it matter? The answer is that the next generation of
NON-COMMODITY applications are n.ot going to be dilferenUated by additional graphics or
window management features, but by their information access, information categorization,
information publishing, information tracking, transaction pmoessing capabilities. It is precisely
these sort of API’s that are being set by these "non-MS" forces.

Rather than just wring my hands, I have tried to Include below important things that we need to be
doing. They will have a possibly large near term financial impact We should take them seriously
though.
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I, Dangers.

(i) Novell - Novelt is dangerous not only because of Netware 4.0 per se, but because they are
intent on becoming a "CROSS PLATFORM" PLATFORM company. They are dargerous because
they have a good entry app (Netware 4.0), and deep pockets with which to fund the development
of a "CROSS PLATFORM" PLATFORM. Their intent was made abunc~antiy clear at Brainshare a
week ago. Their message of being cross-platform, and being on the surface aligned with ~e
"open standards" world (OMG), and having an app (NW4.0) to sell, makes them very dan;eroua.

(ii) Lotus - enough said, except that once again ~t is the combination of an app (Notes) that
leverages a platform (Notes), and being cross platform (allows them to have many allies, and be
"non-threatening") that makes them tough.

(iii) IBM - IBM is more dangerous than we realize. Our sales people tell us that "OS/2 is a dead
issue" (which I don’t believe), but’the real threat from IBM is not on the desktop per se. The
danger is l~at they v, qll again establish a CROSS-PLATFORM PLATFORM. Some facts:
- IBM is strongly pushing the combination of DCE, OMG/DSOM, Transarc, Taligent as a toolkit -
as the real foundation on w~ich to build the new-age, information-at-your-finger-tips, client-server
environmenL We should not underestimate this - they are pushing this as a platform. It c~mes
across again as CROSS-PLATFORM and "OPEN". They don’t have as readily indentifiable app
as Lotus does, BUT t~ey are telling a "complete marketing story" to accounts that they can supply
a solution Rat addresses their needs from Enterprise Connectivib/(DCE), Transaction Processing
(-r’ransarc), mid-level sewers (AIX/RS6000)0 and desktop (they say they will put their API set on
whatever platform the customer wants: Windows, OS/2, AIX).
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2. Things we need to do:

Summary:
A. We need r~ear/medium term high-end APPLICATIONS.
IS. We need to be interoperable with the enterprise/TP environment (make it easier to se[!
Windows desktop and Windows app sewers in DCE, Transarc, Novell environments), arid we
need partners to back this up.
C. To attack the cross-platform stance, and to allay customer concerns about Win~cws as a safe
standard, and of excessive dependence on MS, and to put our competitors more completel7 on
the de~nsive - we need to formally "open" the Windows API.
D. We need long term transaction processing support
~-. We need to group the marketing/planning together so as to te!l a consistent story. We are go~r’g
to be in tough ba~e - we can’t have a fragmented, poody communicated strategy, hJso our
strategy is explicitJy an "OS-strategy" (or more explicitly it is a Cairo-based strategy). I won’t go
into this in depth in this memo (want to get it out this weekend).

A. HIGH.END APPLICATIONS:

We need near/medium term app(s) to sell into the high.end. Otherwise the platform sell is just too
hard and abstract.

The candidate apps are:
- SQL Server (near term)
- Hermes (near term)
- EMS (near term)
- Cairo (medium term)

SQL Server:.
This is currently the best app that we have that appeals to the high-end. We should fix the
relationship with Sybase by getting effec’dve control over their strategy, to ensure that the
Windows NT platform is their #1 focus in both development and sales. I.e. we should:
- either we should buy a significant stake in them (sufficient to ensure they focus on MS platform
and protect against hostile acquisition), and hand marketing/tier of SQL Server back to them. If
we get out of tier/marketing, I think they will do 100% U turn and see MS Platform
focus as huge opportunity,
- or we should buy them outright

This also requires us to realize that Sybase will be our high-end data base technology. We don’t
have the ~me to develop an alternative.

Hermes:
This is a hot applicaUon in that their is a critical need for the Idnd of solution it provides. We have
also caught IBM and Novell somewhat off guard in that their solutions are either very kJunky (IBM)
or still in development (Novetl).l will increase staffing and focus to ensure timely delivery of Novell
and Macintosh components. We also need to ensure that it is integrated by our large S1 partners
(see more on large SI partners below).

EMS:
I need to understand this better. My feeling on this fs that we have to get it out of the door asap
and look to it provide basic workgroup support only. We should not tnf to delay EMS, and make it
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i,~to OFS. Instead we need to focus 100% on Cairo - it is the besl high-end app we are likely to
have. See next point.

CairolOFS:
We need to position Cairo basically as "the OFS platform" and get it out by end of ’94. In this
sense Cairo = NT+DFS/OS+OFS+Customizaticn Too~s. We need tc position it as an "aoplica~on"
for that makes it easy to provide integrated workgroup support and client/server comput~r~g. It is
the environment that provides one set of tools to customize and administer the information that
goes into and comes out of: group communication, workflow tracking, decision support, and line-
of-busfness client-server apps.

This means downplaying (not eliminating, just initially downplaying) positioning o1’ Cairo as
"complete enterprise networking solution", and playing up the way it integrates into DCE
and Netware. We need to make Cairo as compelling and non-threatening as we can.

To get Cairo to not suffer too much from the fact that it is an operating system (!1 - we see the
technical advantages of this; customers, with the help of our competitors, may initially see this as
a probleml) - we should position it as being direct extension of the "VV]ndows Standard" (see point
C. below).

B. Interoperability and Partners:

The key issues here are:
a. interoperability with Novell and DCE
b. interoperability with OMG
c. Interoperability with Transar¢
d. "Enterprise capable partners"

a. Novell and DEC:
On interoperability with Novell and DCE, these will be priorities in our systems product plan. For
DCE, I intend to make a concerted effort to work with DEC on this - and to incent them, we may
have to even pay them royalties (gone are the days when we can use the "helps you sell ~
Iine). In re-organizing systems, I will probably make this the explicit charter of an ’Pnteroperability"
group that will take care of all "non-Novell" interoperabitity work that we do (e.g. SNA, OSI, etc.).
Novell interoperability will be a core responsibility of each product group.

b, OMG Interoperability:
We should again get DEC to do this. They want to do it.

On the wider issue of’taking OLE" to OMG - I think this is a pipe dream. OMG has become
controlled by our closest competitors (IBM, HP, Novell, Sun). There is no way they will let anything
that even smells like an MS API into the tent. We may be able to slow them down a little, but it will
have zero market Impact- and we will only have to continue to explain why we are not following
OMG when I~ey decide against us. Instead we should go for the whole enchilada (see below)~

c. Interoperability with Transarc?
I think this is important. DEC is po~ng their transaction processing stuff to NT, but I don3 know
how well received it is. Maybe we should get King’s company to focus more on this.

d. Enterprise Capable Palmers.
Here are our "friends", and what they want from us:
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DEC: Our best "friend". Genuinely committed to Windows on the server as well as desktop. The
only one to make this endorsement so far - although they temper it by saying they w~it have OSF
and VMS on server too - but th, ey do openly admit that Windows NT will be important server OS,
and are porting all their "value-add" to Windows NT. What ~o they want:
- desktob applications for Windows NT on Alpha,
- to make money at being our enterprise capable padner - ie. they want us to pos~t~on and
promote them and their "enterpnse" stuff as being best able to integrate Windows into big p~cture
Right now that means they want us to say good things about DCE and OMG (i).

I think we need to continue to ~ke DEC very seriously and build the partnership. We orobaL~ly
have to do better job of commumcatJng to the Desktop apps group why work for Ai~ha is nct just
"make work".

ICL: Thanks to efforts by MS (and Perttir in particular), they are becoming increasingly Windows
and MS focused - they are very close to saying "Windows NT is a server". It helps that their UNIX
and SPARC business is losing money big time (i.e. the old ICL is dying and the old Nokia Is what
remains). What they want - a structure whereby we won’t compete w~th them for enterprise
business: and they want input into WOSA.

Siemens: Thanks again to lots of MS effort (again including Perttir), relations are improving - they
are willing to say to their customers that "If customers want it, they will sell Windows NT as a
sewer". They want same things as ICL. They are little scary as a partner, as their financial
condition is so bad (they need to lay-off 15-25,(300 peep[e!), but parent company has deep
pockets, and we should view their predicament as an opportunity.

Olivetti: Still not willing to say "Windows NT" is a server, but will be dragged there by their
customers. I doubt whether Oliverd can survive long in the high-end business.

Those are our "enterprise capable" friends. Missing are: IBM, HP, NCR, Fujitsu, Bull. These
OEMs are going to be really tough - anyone who is making money out of UNiX today is not our
friend.
It will be a challenge to see if we can build partnerships with others. The obvious candidates are
the non-OEM houses (EDS, hA).

C. Windows as a Standard

We will be announdng that we will license 3rd. pa~es to do a W~ndows layer on UNIX, and that
we sell one for the Macintosh.

However, in addition to this, I think we stand to gain much more than we lose by actually making
Windows (including OLE) into an official API standard. The idea is that we would "fast-track"
Windows through X/OPEN, much as the COSE group is now trying to do wi~h their stuff..Why do
this?

(i) We have a lot of new API’s that we need to get acceptedl Specifically OLE. Over time OLE will
come to almost completely replace the ’%~/~ndows API". Although we have a good "bottoms up"
driven strategy to establish OLE, we are in the early stages of this and as explaine(~ above, there
is a real danger that other API’s will get preferred and supported. By getting W~ndows and OLE
blessed, it sets us up to extend these API in natural ways, and have these be the "natural" things
for the industry to support. We avoid the whole OMG issue. OMG (and all the other stuff layered
on to it) Just becomes an altemative API set.

(ii) It helps blunt the whole cross-platform thing - it explicitly make it clear ~at Windows can be (if
it needs to be) cross-platform

MS 5011638
CONFIDENTIAL



(iii) At the high-end, where we are most exposed, customers want and need the "assurance" that
standards g~ven them. They are betting their businesses, this helps them make the bet.

t!v) I don’t think we give up much control at all - we have some much infrastructure already in
Windows and OL£ that we will be occupied for many years just extrapolating it. le. We have
enough critJcal mass now Io be able to standardize something safely.

(v) We give up intellectual protection vs. clones.
Firstly, I am not advocating that we give up all intellectual property, it takes more than API’s to
build a clone. E.g. we would explicitly NOT give up hghts to Ul/look-feel copynghts, we would
NOT give up dghts to data formats, we would not give up "mechanism" patent dghts. It is }ust the
API. If someone did a "pure Windows clone" - we should absolutely sue them.

But I am not convinced that suing Sun is even a produc~ve thing to do:
- it will take years and we will not get an injunction to stop them shipping,
- we will take tremendous negative push back from customers.
This is a different situation that the Apple Lawsuit where if it had looked like we would lose, then
ISV investment would have dried up. In this case, a suit could have the reverse effect, ie. it would
not affect ISV investment in Windows, and may actually increase ISV investment in non-MS
s~{utions. The real issue is whether it would stop end-user customers buying Sun’s solution -
which it might, but again it would feed the ¢~11 for "non-MS c~ntrolled s~lutions".

Note: I am leaving aside the issue of whether it is even possible to successfully sue over API’s.
Rather I am convinced that we should reap the p~sitJve benefits of having people support our
existing standard, and using that as means to legitimize our expansion into new fun�lion and
markets.

D. Longer Term Transaction Processing and more fundamental Line-of-Business Support

Davidv (and others) has been pointing out that there is a need to integrate %,vorkgroup" and "line
of business" computing. That we cannot v(ew these as separate in the long term. Not only will we
have companies like Lotus with Notes establishing a platform, but companies like Oracle will be
coming at us ~’om the sta~ng point of expanding their "line of business" environment to inctude
workgroup computing and will have good linkages. We need to think this through. Davidv is
preparing a pitch on this.
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SYNERGY AND EFFICIENCY IN THE (mainstream) MS PRODUCT LINE

This memo is intended to provoke constructive debate.

Problems:

As we all know, we have at least the following major problems:
1. Declining ability to differentiate our applications ~rom competition, and the possiblli~ of severe
pdce pressure.
2. Too many products and in particular too many overlapping products. This is not only a big
resource drain (developmenL marketing, localization, etc.), but it makes it harder to sell them, and
w~ll cause real customer problems down the road - maintaining all these things, explaining how to
administer them, how they doldo not interoperate, etc. It also causes high ~T~stzation leve{s ,n
terms of Internal relationships within the company.
3. We don’t have credible products to counter Notes and Novetl.
4. In systems, we have ovedap between Chicago and Cairo, and difficulty selling NT.
5. In many ways Cairo is the answer to reduc, ing our product line and compe~ng with Notes and
Netware - but NT/Cairo are not credible inside the company o which leads to people tr,/to build
"interim" solutions, and causes product proliferation - compounding the proi~lem.
6. Our cost structures and efficiency are way out of line - we have too many peopte. Our
numerous business units and management hierarchy are causing us to duplicate and proliferate.

So... this is an admittedly very "simplistic" effort to try to f~rstiy a~culate a fi’amework for what our
product line should be (in say H1’95), but secondly, and more importantly, to try to think through
the really hard part: how to get there - i.e. what should happen to current projects. I know that are
a TON of issues that are not addressed here, but we have to start thinking this through.

Product Framework:

In H1’95, the company should be selling the "products" diagrammed below. Note:
- it is necessary to read the notes,
- the color shaded groupings could indicate packaging, i.e. our basic product line COULD be
reduced as indicated - of course there other ways to package things,
- the framework is not intended to be exhaustive - there will be other products - but these would
form the "anchor" products.
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Direct Distrbutiou and Sale of Software to the End User.

The following trends are fairly obvious for systems software revenues in the
coming yem’s:
I. Windows has become an OEM phenomenon. We have 80%+ mm-ket share.
2. We ale cunently receiving between $3.%$50 per OEM for DOS and Windows.
Joachimk think~ that. with the price decreases ia h/w, he will not he able to
ire’ease this - at least on a per system basis.
3. Windows NT (and its high-end successors) will be ILmi/ed to 20% of the
market (thi~ is not. to say that we can’t have products that incorporate Win
NT technology md wl:dch reach the broader market - it is just that if they
do, they wi~| have m obey same OEM price model).

This means that ~stems business is i~herenfly limited in growth by:
I. the rate of new h/w sales, and
2. our ability to sell upgrades.

To address this, I want. to sta~t planning and developing the capability to
harvest, more dollam per PC by utilizing "dh-eet" sales to the end-user. This
has been discussed in various guises for some time - eg. eD that we
,dis~bute as a paid subscription that allows a user to use certain sol.am
as pan of basic subscription (eg. unpdates) and also to unlock f’ta’ther
software after phoning in his credit card number, etc.

I want to put a serious program in place to do it now.

To this end, ! wi!l:
I. work with Bradsi to assign a sraan program/product manager to start
researching/planning how this will work for Chicago, lay out a couple of
scenarios that. we can review in near future.
2. �ommisioa work fi’om Stevesh (now part of Nathanm’s world) to
rese-a~b/develope the necessary dis~bution teehaolog), to eaable the easy
dLem2mtioa and purchase of the software - so that. we can have this ready to
go with Chicago.
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This summarizes thoughts on several fronts (SQL Server busines, competition
from NcveH and IBM, role ofNT, etc) - but it is really focussed on the
"high-end" business as a whole, and builds on mail sent earlier on making
Windows an "Gpen architemre"

The basic theme ks that there are three "clear and present dangers" to MS’s
contLnued s~rhng gro’mh. AII ~we to do with the establislunent of a new,
non-MS "platform" which could have sever impact on the systems business, and
with th’ne, severe impact on the desktop apps business.

Again some of th~s analysis is not "new", but some of it is becomLng clearer
to me at lea.st, l have included below i~portant thing~ that we need to be
doing. They will have a possibly large near term financial impact. We should
not shy away from them though.

1. Dangers.

The d~mgers below constitne ways in which increasing numbers of apps,
par+dcularIy the more valuable "run-yo~-business" apps, can/will get written
to non-MS API’s. Although the bottoms-up, personal productivity API’s have
had mmpa~t growth, this banner could be one that essent~aily causes us to
be squeezed out of 30% of the market (over time), which would cons*dtute
enough of base to broach out at MS in other segmen~ -just as we are trying
~.o do now at the ~-aditiona! miniimf guys.

(D Novell - Novell is dangerous NOT because of Netware 4.0 per se, but
because they are intent on becoming a CROSS PLATFORM PLATFORM company.
They are dangerous because they have a go~[ end! app (Netwar~ 4.0), and
deep pockets with which to ftmd the developm(mt of a CROSS PLATFORM
PLATFORM. Ther~ intent was made abtmdamly clear at Br-alushare. Their
message of being cross-platform, and being on the surface aligned with
the "open standards" world, and hav~g an app ~ 4.0) to se~ that mee~,
near term need, makes them appeal to custom~-~ * it makes them very
dangerous.

(ii) Lotus - enough said, except that once ag~ia it is the combination of
an app (Notes) that leverages a platform (’Notes) that make~ them tough.

(lid I~M - IBM is much more dangerou~ thaa we reali~. Our salas people
t~ ~ ~ "O~ ~ ~ d~
~-~ad ~ Som~ fa~:
- ~M ~ ~ongly p~g ~ ~mb~tlon of~ OMG~SOM, T~c,
~6000 = ~ ~e ~ env~ent to b~ld n~w-~

a pl~o~. It com~ ac~ss
dodt have ~ ~y ~de~fi~l¢
tel~g ¯ "c~plete m~e~g s~" to ~ ~ ~ey ~ supply a
solu~on ~at ad~ess~ ~eb

(OS~ - i~ ~ ’~eR~ ~mdow~", ~d i~you d~t ~e OS~, we will put
~e "l~yer" o~ W~dows ~d ~ too). I h~ ~n~y from accoun~
now ~t ~M b fili~g ~e v~cu~ - ac~ ~ow
and ~k why we ~ not ~g
- ~ overlooked ~act: ~M co~t~u~ to s~ll si~iEc~t num~ of LAN
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Servers (I am getting data pulled- but sales of LAN Server continue to
greatly exceed those of LAN Man). They have a base to build off.

(iv) For the first tLme, I am hem’mg from customers that MS is "too
powerful" - they worry about becoming beholden to MS. This senm’nent ~
being farmed by our competitors.

2. Things we need to do:

FS: If we don’t do most of thing~ below, then we should re.think most of the
investments we are making at the high-end (including Cairo) as we will be
too little, too late.

Summary:
A. we need near/medium term high-end apps (our platform competitors will
all be pushing them)
B. we need to be interoperabl¢ with the enterprise/’f’P environment,
C. to compensate for the breadth of our offering and cuatomer fears, we
need to formally "open" elements of Windows platform,
D. we need long term apps.
E. we need to group the marketing/plarming (if not the development) of
these high-end pieces into one group.

A. We need near/medium term app(s) to sell into the high-end. Otherwise
the platform sell is just too hard and abstract. The candidate apps are:

- SQL Server (near term)
- Hermes (near term)
- EMS (nero" term)
- Cairo (medium term)

SQL Server.
~ is the best app that we have that appeals to the high-end. We
should f’LX the relationship with Sybase by getting effective control
over their strategy to ensnare that the MS platform is their #1 focus
ha development and sate,. Ie. we should:
- either buy them ouu’ight,
- or we should buy a significant stake in them (sufflciant to ensure
they focus on MS platform and prot~’t against hostile acquisition),
and hand markrfingidev of SQL Serwr back to them. If we get out of
d~v/marketing, I think they will do 100% U turn and see MS Platform
focus a~ huge opportunity.

Herme,:
I will in=reas, staff’mg and focus to enmu* timely delivery of
Nove[l and Macintosh components. We also need to ensuro that it i~
inmgrated by our large SI partner* (see mot* on large SI parmer*
below).

EMS:
My feeling on this is that we have to get it out of the door asap ~-d
look to it provide basic workgroup support otfly. | need to undetw, and
this better. We should not try to delay EMS, and make it into OFS.
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Cairo/OFS:
We need to posilion Cairo basically as "the OFS platform" and get
it out ~sap. We need to emure ~at we have some gr~a[ OFS exploitive
"app" hlherent ~ C.,ah’o when it hi~ t~e street - [ hope the
[nt’erence technology can supply this, a~ well m the custom t’o/der~
for document management (mail etc). This means downplay~g (not
e/tmi.nating, just downplaying.) positioning of Cairo as ~en~efpdse
ne~,working solution", and playing up the way it integrate~ into DCE
and Net’ware.

MS 50116~4
CONFIDF.~T~AL



Below are my "high-level" resumption.s, objectives, challenges thinking for
F~94 Systems Bus~em. ~ese should be se[f~v~den~ ~d I will be reviewing
¯em ~ o~ upcoming pI~in~udget meetings, bu~ 1 :bought ~t~g down my
views ~ead of~me would be use~l. Ple~ send feedback before Uyou
dis~ute ~er.

Back~ound Amump~ons:

F~94 will be m "event-Iem" ye~ for Sy~ems - i.e. we ~11 b~ com~g off~e MS-DOS
6.0, ~, Mo~e 2.0 launches, and build~g to ~e Chic~o la~ch
zt ~e end of~e ~. ~is will m~ ~at we do not
have a I~ge "new" retail oppo~i~.

W~dows 3.1 will, for new mach~es, be a~ 100% ~ OEM bm~.
~m my way ~at we can effectively "~ ~e OEM pd~" of W~dows by
Hce~mg ad~tional so~e ~ OEMs ~ ve~ ~

We will ~ot ~ ~g to ~Ecially b~st W~dows ~ vol~e, ~ead we
will be f~g on bulldog m~cmre (develop~g sales p~ers,
~g, ~d suppon ch~e~ - generically "solu~on pro~d~’3. We
~11 ~ ~g to focus NT on new oppo~i~ wh~ W~dows 3.x ~
not su~ci¢nt - ~e se~er b~ess, p~lmly applicadon s~e~
~d ~ ~gh~nd des~op - hen~ ~s posi~o~g of "cli~t-se~e~.

We ~11 be s~g to ~oduce c~om~ to Chicago md to ~o,
ma~y m ~ond to cu~omer r~mm for ~o~on - b~ we ~ould
~ ~at heifer of~e p~duc~ ~p ~ ~94. W~ should ~ m~
~o~on available c~e~lly, wi~o~ ~g d~pfion m e~g
sale~ md above ~ pr~e~g ~e con~ ofa "W~dows F~ily". ~
element of~ will be to "~" o~ compeamm (O~ md ~ ~ of
whom w~ be cla~g v~o~ leve~ of ~mdows ~mp~biH~.

We will ha~ ~ongw, mor~ foxed com~i~on ~ ~94 - p~ly m ~e ~-end.

Obje~ves/Chall~nges:

1. Make W’mdows for Workgroups successful - it represenl~ ~e major revenue
upside in both OEM and retail channels. It ls also strategically
important as every secured WfW customers ls a ~’e~t prospect for Windows
NT servers, and for Chicago down the line.

We need to not lose focus or heact on W’mdows for Workgroup~. We should "quietly"
(k~. no arrogance, avoid imph.’cafion of faiku~ of WfW 3.1) r~lam~h with
Wt’W ~]. I l (Snowball) and continue the VAR/small r~sel]er push. At the same
dine we should try to get every OEM w~ can to off= WfW. The WfW t~am
n~eds to prepare a good F’Y’94 plan outline and ems’u~ we have buy in from
sales eatitics (OEM and Subs).

For~a.stin8 guidellncs: forecast �or.servatively but uot too much so -
this is one area where we and OFAVl/Subs should take some internal sl~etch goal~.
Snowball will boa good product - the inchasiou of the FAX software, RAS �lient
sol,tare, etc. s-tarts to put this product into the "plain good value"
category - particula~ly for OEMs.
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Competition!Challenges: Novell Personal Netware, Lantastic, OS,"2 2.0,
VAR/small reseller channel development., end-user perceptiorv’undersmnding
of the product, sales ch~el shm’~ of mi~d.

2. Build Infyastructure for and with Windows NT.

With Windows NT, we have to watk the path be~een not over promoting the
product as "Turbo Windows", but promoting it sufficiently to eru~.u-e that
channel invests in waining and support, and that the appropriate
customers evaluate and design in W’mdows NT. I.e. the real men’ics we use
should be: ~-e~ning & certification goals, design wins for client &
server, server unit sales. It is no~ a goal to achieve artificially high
client sales (e.g. large per system OEM deals etc.). We need to ensure
that our internal and external communicalioas accurately reflect the
above.

We should be explicitly working wherever possible with "solution
partners", encore-aging them to inve..~ and to se~ Windows NT as an
opportunity. We should be involving Windows NT sympathetic Systems
Integr~or OEMs on very large) suppor~ intensive bids. In order of
Windows NT sympathy, the~e OF_2~s am: DEC, ICL, Siemen~ Olivetti. The subs should
establish good working relafionships with these companies.

Foreca.rdng Guidelines: Forecast conservatively. The goal for Windows NT
is not units per se, but inff’~urtum and design wins that will set us up
for increased volurne in FY~95 and beyond.

Competition: UNIX, Netwam (particularly as Novell tries to mposition
it as an application server),/BM & OS/2 2.0

Challenges: Unrealistically high expectations in the market, growing the
infra.s’macture and channel expertise.

3. NT Rela~¢d Products:

Hermes - this is a hot product with out customers, and we can open
doors With it. Howewr we should not eXl~Ct it to ship until end of
CY’94, and we shoukl be careful" not to get carried too far with the
product. Customers want it to solve all their systems management
problems. We should be clear what it does not do. We are woCking to
ensu~ thaZ the SI OEMs integram Hermes into their solution, so we
can involve these entities when the customer wants an all encompassing
solution.

SNA Server - this is a means towards an end - i.e. we need the product
to complete Windows bit connectivity (which i~ does very well, so we should not
hide it), but it is not a revenue opportuniw in its own right. We
will push dis~a’ibution through certified resellers only - preferably
the large Sl’s or speciatLs’~s.

SQL Server - this is both a lever m sell NT and a revenue
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epportunity. W’e will try to ~’nsure that NT is viewed as a.n open
platform that the likes or" Oracle can play on, but SQL Server is a
great product ",hat we and our solution parmers can sell.

4 Mouse Business:

We should remember that the mouse is approx. 2.5% of systems revenue and
approx. 30% of systems profits[ We have taken aa explicit decision to
have a two pan strategy with the introduction of new mice:
(i) Go for overall profit (even at the expense of shale) in the retail
mouse bua~ness. We will be the "cool" mouse.
(ii) Get share in the OEM channel using lower cost mice, lever’aging low
cost mouse technology that we arc acquiring.

We thus need not to Iosa focus on Mouse in the retail business. Thi~ i~
going to be a ch~llenge in the new "sales" model. We need to educate the
GMs and DMs as to how much of the revenue and profit comes from the Mouse
(are GM’s / DIVI’s exp]icit!y aware of profitability tn the US?) - to
ensure that Mouse gets the appropriate mind-share md S-share of
promotional ~nds.

We should be "getting the bus~ness" in the OEM Channel.

Forecast Guidelines: Forecast appropriately given above two part
strategy ~orofit in retail, volume in OEM).

Competition: Logitek in retail, Logitek and "no-name" guys in OEM.

5. Other Hardware Business:

We will continue to invest in the sound card business with a dual charier:
retail revenue, and spinning offde~ig~ and soft’ware that we can licertse
to OEMs - ~ represents another way that we can in effect raise ~e OEM
price of Windows by endueing OEMs to licea.~ add-on software.

5. Digital O~ce:

We nte stm’ting on ~ new venture to build new b~siaess ha "ao~-PC" office
equipment. Almost all of the revenue will be O~vl derived.

(i)Printer Sot~are to erthaaee UI, speed, and quality of W’mdows
Printing. WPS remains the retail product, but during FY’94 we will
be worl~ng to turn this into a broader OEM opportunity. The is a
potential for FY’94 rev~ue.
(ii) Handheld Device ("W’mpad") - Compaq will be our lead OEM, and the
goal will be to widen this out to includ~ 5-6 other~. Lit’tie FY’94
revenue potential
(iii) Intelligent Windows FAX Machines - this does represent F-Y’94 OEM
revenue opportunity.
(iv) Telephone and other office device soRw~re - ha development, no
FY’9~, revenue.
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We will be starting however to do market positioning in F3"94, and need
:o budget accordingly. This will be to posi~on MS as having the
"practical, business-like, office-oriented" approach to ~ese new
non-PC computing devices (vs. Apples "gee whLz" positioning).

6, [SV~s:

Our challenges for the lSV community in FY’94 are summed up in "Win32 ~nd

Broad ISV’s: We need to get the message out to ISVs that to succeed they
need to have WirO2/OLF_.2 enabIed apps by end of FY’94 - or they will not be
competitive. We have to build the training necessary to make it
reasonable to develop an OLE 2 app. These ISVs should be ~’geting
W’m32¢ (Chicago subset of Win.32), but starting now on NT.

High-end ISV’s: Windows NT is here, go for it. We need to continue to
court the UNIX/ASa00 commuxLity, and the verticals as part of the
k, ffras~"ucmre building for Windows NT.

7. General Coml~tition:

General desk’top competition:
- OS/’2 is NOT dead. IBM continues to spend heavily and we have to a~sume
that t~is will not cha~ge. We need to keep our OSt2 memag~s focused

- OS/2 is not a "better Windows" - have to do this care f-~ly, but we
have to focus once again on the reviews that will b~ done for
2.1.
- IBM is on a Windows ~’eadmill, ISVs are not writing to PM, and
Windows is evolving and IBM will be stretched to keep up.

High-end CompetRiom
- The brvader IBM message which is based on DCE ~d OMG, and which
promises "top to bottom" client-server computing in a~ "open, cross
platform" way.
- Notes - ~ough said. We have tO continue to sell the Windows platform.
- Novell - getting more insidious all the time. They will be making
strong cross-platform API push, as well as pushing enterprise solutions
based on NW4.0.
I villi se~d separate memo oa the "high end." situafion~ as [ ~ink we need
sla’onger actions.

Non-PC Competition:
Competition here is cle~rty Apple. We have to sta~ positioning ourselves
as outlined above.

g. Windows in Japan:

This the m~rket where we can dramatically increase sh~’e. We need to be working caref~lly
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wi~ the J’apanese sub to capitaliz~ on thLs. We should have explicit goals for this mocker.
W~3.1 will have been launched, ’out we need plans ~’or WP,V (Snowball) and ~’or Win NT. We
need to think very carefully how to position / maxket Windows NT ~n Japan, ~iven ~he
immaturity of non-NEe infi’a.strucrure there.

10. Derive more revenue ~r PC:

We r~eed to er~ure that we have a business plan and product pla~ in place
to derive incremen~ revenue in FY’95 from the installed base - i.e. have
an explicit program to supplement our base OEM revenue by selling
additional sof:tware and services into ~e installed base. Rogers Weed ~
~cht’s area will be owning this for Systems.
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