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Produnctivity Applications Mission, FY95-97
DRAFT, 2/2/94

Executive Summary

Our mission is to develop the most succcssful dcstmp ptoducuvuy tools in the world; marketed both as
integrated suitcs and standalone applications. Our share goal is 80% for office suites and 60% for apps,
including spreadsheet, word processing, presentation graphics, database, and project management. For
FY97, our revenue target is 5§ and our profit target $$5. We have aggressive intemal goals for reducing
costs and increasing efficiencies. ‘Externally, we will maximize the potential of our installed base while
exploiting new markets in smaller organizations and overseas. In some of these markets, our competitors
have stronger awareness and distribution than we do, md we will continue to adapt and innovare with our
programs and products to crush them.

Micrasoft has gained the kead in productivity applications with superior products, early exploitation of
Windows and the Macintosh, ieadership in the office suite category, and the missteps of DOS leaders Lotus
and WordPerfect. Both, however, have rcbounded from these early errors and are now shipping
competitive products. Lotus is particularty strong thanks to their creation of SmartSuite through acquisition
end their competitive adventage in Workgroup applications with Lotus Notes and  cc:Meil
Borland/WordPerfect are trying to catch-up with Borland Office 2.0. Our applications compare favorably
today and have considerable momentum and market share — Office bas 70+% of the suite category — but
the market increasingly views the alternatives as near-substitutes. This plus increasing price competition
threatens to permanentty damage the business.

Market Situation

The productivity applications scgment is the largest ooe in the industry and st Microsoft, but is also the
most matnre. It will be about $2B for Microsoft in FY94 and $XX for the industry. [Rest of section ks a
series of charts with short discussion the concisely explain key treads.]

Business Model

Revenue objectives moving forward

COGS

Factors that will impact COGS

Support casts?

Estimates, scenanios

Key factors H l GH LY

Upside and downside risks | CONF‘DENT‘AL
Competitive Situation

Losus. Though still primarily a spreadsheet company, Lots is 2 formidable competitor. Acccicrating
momentum behind Notes, including a growing list of third partics adding value to it, SmartSuite,
boproving financials and company image, 20 million customers, bigh product awarepess, broad
distribution, and an alliance with (BM — these assets are a challenge 1o neutralize. We expect Lotss to
continue to push Notes as a coraputing platform and to integrate their apps more tightly using Lows Basic,
Application Ficld Exchange, and OLE. Notes plus the little work they’ve done with AFE and Version
Manager has positioned them as the leader in workgroup computing and SmartSuite as the .lcading
workgroup application. We must provide better workgroup features in our applications, including’ support
for Notes as a back-end, 10 break this perceived advantage.
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WordPerfect The time. has never been better to seize: WordParfect's wraditional franchise: - New CEO-Ad'
Reitveld has announced plans 10 diversify the business,. with word processing expected to contribute caly a°

third of revenucs by FY97, while he is aggressively shrinking (17% layoff in January, 1994) the company

to achicve greater (some?) profitability. The company bas Jaunched the final refease of its flagship DOS.

product and backed-off its free support policy, bistorically its most valuable asset. Their challenge is to
quickly become competitive in the suite market through their alliance with Borland while-tiying 10 grow
their workgroup and coasumer bnsinesses.

Borland. The price renegade i the industry, Borland recently announced the success of ity Quattor Pro
promotion — onc million new users — and quarterly eamings of .02 per share. The company, leaner
through layoffs, bas been nimble in introducing features that keep a semblance of parity with ours. The
Borland bundle, which is priced at parity with Office, has not garnered serious interest in the market. They
do offer the only suite that is not licensed as a single product, but have not advertised that even their license
is poorly integrated.

Claris. Works OEM success, pressure on the definition of the integraicd category, xpd a poor man's
alternative even to our individual apps. Need some facts on Mac phenomenon.

Product Strategy
The 3-year strategy for productivity applications is based on the following principles:

» Focua on Office first, but coatinue category jonovation. The suite caregory is the fastest growing in
the business and is an arca of competitive advantage for Microsoft, cspecially versus historically
single-product competitors like Borland and WordPerfect. As a result, althoagh these goals are closely
intertwined, on the margin we will subordinate individuat category goals 1o Office/product line goals.
As with Office 4.0, future areas of focus will include ease of use (IntelliSense features, improved
discoverability), user interface consistency, interoperability between the applications, and

programmability. We recently created the Office Business Unit to drive this effort. Individval product-

releases will be synchronized beginning with Office *95. Release synchronization will make & much
casier to share code and designs.

At the same time, we cannot afford to lose the best of breed battle. It is crucial to the perception of
Office, and evean the most aggressive scenerio for Office cannfbalizan’gn implics that the standalone
application businesses are among the largest in the company. ‘

* Add value to Office. We will coatinue 10 add value in the form of additiosal product breadth and
valuc-edded data. MOM was a2 good example of leveraged valuc-added in Office 4.0. REN will be
our prumary focus in Office 95. In addition, an image editor, possibly RPM, and other add-
ons/servers are candidates for Office *95 and beyond

* Organization usability

« Explok systems releases (and rest of Microsoft). Microsoft’s ability to sct industry direction is a key
asset for the company and the productivity applications mission. To the extent possible, we will time
pps releases with systems releases and ensure Microsoft applications uniquely exploit these relexses
for customer advantage. We take a similar approach t0 leveraging other parts of Microsoft, including
workgroup applications, Advanced Development and Research, the Consumer Division, and others.
An aduded benefit of release synchronization across divisions ix that i facilitates sechmical cooperation

This pian assumes that Windows (moving to Win-32) and Macintosh remain the dominant platforms in
the next 3 years. Other than moving our products to RISC platforms running NT and to the PowerPC
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Macintosh, no ncw platforms are contemnplated. OS/2 success, even 10 the point where it becomes the
relevant second platform in cross-platform, is 2 risk in this plan.

«  Build long-term product differentiation. Although we have benefited from the last releases of the
applications, competitors have proven they can peutralize many featae advantages, particularly the
user-oriented “suto”™ type features. We must continuc 10 innovate and invest in sustainable technology
sdvantages. Features such as Visual Basic for Applications, PivotTables, Word's AutoFormatter, OLE
2.0 support, and the applications infrastructure cffort can provide differentiation for years. We will
need to reduce the number of “small™ features 10 achicve this goal.

=  Be the best platfocm for business solutions. Productivity applications are increasingly being used as
part of company-wide solutions, including solutions that sulomate impormant business processes.
Getting design wins for these solutions is an important soarce of business, but more importantly makes
the tools the de facto choice for general productivity ase and makes them very difficult to dislodge.
We will invest more in the use of technologies (e.g. VBA, OLE 2.0, OLE controls and forms, MAPI,
ctc.) that make our applications great compooents of customer sohstions. The 1224 development
approach recognizes that supporting these technologies often takes loager.

e  Best desktop apphcations (or use in a workgroup. We must build support for workgroup scenarios
into all of the applications. They will be designed 0 support multiple back-ends, including Locus
Notes and others. It is our goal 10 have better workgroup application support than Lotus.

e (2724 is an ipproach to scheduling releases that aliows for both major architectural releases every 24
months while cnsuring competitive releases every 12, Since architectural changes takes longer and
frequent releases are inefficient and hard oo the team, the majority of the development resource will
work on the 24 month release. In between, however, up to 25% of the team will develop low—ost,
high-visiility releases designed to win reviews, respond (0 competition, and create upgrade revenue.
The goal will be to create much of the vaiue of these reieases through add-ons, OLE Servers, and
through VBA code, not by changing the core .exe. ’

e Office Friendly. We will license pieces of the Office Ul (and, in the future, Office codc) to
comptlernentary ISVs and cveotually SPs to build an extended family of applications with a common
look, feel, and behavior.

s Expaod into new geographles. Productvity application market growth will be highest in new
geographies, including the Far East, Eastarn Europe, and ROW. Development groups will take greater
responsibility for Far East development 1o bring the delta down to 60 days and increase the Far East
product content. Deltas for all languages will be reduced to less than 9¢ days, while improvements in
localizability, development of third-party localization partnars, and reduction in word count will
reduce localization time and cost.

« Incresse developmeot efficiency, including efficiency of code development, uscr assistance
development, and focalization. There are redundant development efforts within the mission and across
the company. Our goal is 10 double our ese of shared code to 40% by 1996. This plus investments in
new tools and processes are neoded to sddress the difficulty and time required to debug and ship these
large applications. Finally, we will reduce the number of print-based and on-line words by at least
50% by 1995. This pius incressed use of outsourcing and process improvements will address the user-
assistance and localization goals.

Release Plan
We've scheduled two significant releases of Office and its components over the next 3 years, as outlined

below.
< MS 0183763
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“Office 94 1127

We are considering some tactical activity in 1994 to combat Lotus™ growing ability to leverage their Notés
success into Smarstsuite business. Key features would be support for Application Ficld Exchange and the
ability to save documents: into a Notes database. At press time we have not determined whéther this is 2
“.017 release of Office timed for Spring Comdex or an add-in.

Office ‘95 (March 1995)

Themes
* Exploit Chicago, EMS, Notes, Ren
»  Mect competitive workgroup challenge
* Lcveraged category features — evexy feature demoable

Design Goals
¢ 32 bit version for Chicago and NT )
e  Potentially 16 bit version for Chicago, Win 3.1, OS2 .-
e NT, RISC, MAC OS, znd PowerPC; “top 10™ (possibly other) Int’l versions
L ]

25% of development cffort (done in parailel with Office *96)
Competitive Advantages

*  Leadership application of the Chicago generation

»  Best support for workgroup scenarios

*  Best integration, consistency, programmability

Office ‘96 (March 1996)

Themes i v~
+  Discoverability and ease ofuse AIGHLY
¢  Memphis synergy I oy
D Memphis ey e CONFIDENTIAL
* Improved performance (operation, file O, memory footprint)

Programmability and customization
Design Goals
* 32 bit only, rargetted foc Memphis.
+ AN NT platforms
s  Mac (68020 + PPC, Sys 7+ only)
* Office mfrastucture 1.0 (shared across applicatons)
*  75% of development cffort

Competitive Analysis of Refease
*  Susuained leadership in programmability, case-of-use
*  Best support for systems services and other technologics
«  Other innovative responses to customer requirements

Marketing Strategy
Over the next three years, there are several key themes for the productivity applications marketing strategy:

* Lead with Office, especially Office Pro, but mot to the exclusion of stardalone applications
business. Suites are the fastest growing segment of productivity applications and we are especially
strong, so this is an obvious direction. However, the standalone products will remain important Factors
in the suite decision, and large categorics by therselves. Moreover, seiling an app standalone puts is
in a great position for future upgrade to Office. We are outsold on a standalone basis today. Some of
this is the result of our Office success, but some is undoubtedly attributable to competitive issues that

must be addressed. 01837 64
‘:‘%:‘_[DE,NTIAL
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* Differcotiaton is obviously part of 'any marketing plan. The noteworthy point here is that
differentiatioa via traditiosal product-oriented “best of breed™ means is getting more difficult. |
Efforts at branding, both at the feature level (“IntelliSense™), Office kevel, and more broadly through
programas like Office Friendly are spproachcs to this. We'also need 10 leverage other Micosoft assets
from our PSS advantage to our rclationship with Microsoft Systems to position versus competition.

e Evolve messages and strategics for different markets. Although we expect the basic productivity
businesses growth to slow, ongoing evoluticn and segmeatation of the market must be addressed. We
have recently identified an acute weakpess with small organizations, a market that Loms and
WordPerfect are apparently targetting.  The SP market addresses SMORGS in part, but is also a
marketing effort on its own. The increasing importance of upgrade business to our revenue stream
requires increased sophistication in our approach to the installed base. In general, as the market
matures & will scgment and more spccmhzedap;tud'mtowud \mdapamcdscgmcutsmzybem
effective way 1o differentiate our products and gain share.

-

s  Address broader market. Increasingly, growth is coming from customers whe are more difficult to
reach through wraditional techniques. Our traditional TEU-driven influence model stll applies, but we
will peed to identify new approaches to reach these less involved users. The awareness of Microsoft
applications is alarmingty low today.

e  Adapt to changes In technology. Numerous changes in technology, from the systems platform to CD
distribution to widespread usage of on-line services enabled by cheap bandwidth, represent new
opportunities to position, market, and distribute productivity applications. We need to be the leader in
exploiting these changes.

Target Customers

We have been successful in the past promoting product trial among influencial end-users and computer
professiomals, whose rccommendations drive purchase by others. Penctrating these early adopters of
Windows, primarily in large organizations, fueled our carly growth and cnabled us to ride the rapid
acceptance of Windows. Our Macintosh strength has contributed to strength in corporate accounts
requiring stroug <oss-platfonn support.  We have also developed expertise in upgrading users of
competitive products 1o Microsoft applications.

We will continue our ¢fforts to market to mfluential end-users and need to build on our strength in
corporate accounts. There are several additional markets o target

e Current Users: The installed base is a critical asset to defend and exploit. We most learn how 1o
upgrade a higher portion on a regular basis, cross-sell them new apps/content/tooly/service, and, most
importantly, move & greater sumber to Office Professional. Historically, relatively littie artention has
gone into understanding the needs of this segmeot nor in marketing o them. It may, for example,
make sense to build more specialized upgrade SKU’s including different components to berter appeal
to these people. In 1997, cach 1% increase in response rate above our current 25% would year an
additional $XOOXMM per annum.

Competitive users will remain an important part of this ¢ffort, particularly in upgrading thern from a
competitive applications to Officz Professional.

" o The installed base of over 3 millica OEM Works users must be leveraged. Recent tests*indicate
WHAT??

e Individual Users within Small Organizations (smorgs): WordPerfect and Lotus outperform ns
among organizations with fewer than 100 employees, but the market represents & huge revenue and

Productivity Apps Misswon, FY95-97 5 Microsoft Confidential
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share upside for Microsoft. We betieve that the “influcnce model™ is:still crucial for reaching these
customers, but we know that the traditional model doesn’t quite apply because smorgs do not employ
dedicated computer professionals.

*  Otber segments/verticals. Point here is that we need to get more sophisticated. We have targetted
legal and accounting, but nced new approaches.

Positioning and Communication

Past positioning strategies have been heavily-oriented around the specific best-of-breed features of
individual products, and mere recently features of Microsoft Office. This basic activity will remain ‘&
fundamental past of future positioning activity (as will assets such as cross-platform and others), yet our
communication needs to be modified in a number of ways:

*  We reed to more aggressively redefloe product categories. A static positioning framework is easier
to copy or ncutralize, leading to commoditization and price pressure. In the past we were able to
defined graphical applications aad usability with positive results. We have 2 unique opportunity with
Office 4 because the suite category is sill largely undefined in the minds of most consumers. In the
same way that Lotus defined spreadsheets and WordPerfect defined word processing, Microsoft can
now define and own office suites. We must continue to communicate our unique product and company
attributes (IntelliSense, OfficeLinks, Microsoft product innovation, no-charge support, cic.) and make
them highly relevant with end-users.  Finally, we have a very significant sales advantage over Lots
which we need to exploit as proof of our superiority.

Critical future opportunities exist to lead the defiaition of Chicago applications, Mcmphis applicadons,
productivity applications as a development platform, as tools for business process automation,
applications for small organizations, for vertical markets, and others.

* We must expand our positionjag 1o ioclude mon-product or noa-version-specific attributes.
Building on our product support advantage will create an asset that is kess flecting than short-lived
feanure advantages. Although some aspects of branding of controversial,.establishing a higher-level
meaning for Microsoft Office (or better attaching “Microsoft”™ and its meaning to Office) would be an
mportaot, long-term asset.  Less controversial bat also important is the need 1o brand and invest in a
small number of features/technologics such as IntelliSense, OfficeLinks, Visual Basic, and perhaps
personalities.

*  We need to clearly establish our leadership position. Although we have won the majority of product
reviews in recent years and have dominant market share, we have not effectively declared victory.
Higher awareness of our long-term success would contribute to the perception that Microsoft is the
preferred brand and safe purchase for the future.

* Position Microsoft Office as the clieat apps for workgroup solutions. Lotus has a significant
advamage. Jt will take several years 1o neutralize the momentum of Notes and the perception that
SmartSuite s uniquety suited for workgroup computing.

*  Awarcness and satisfaction (say what?)] FL AG 0081015
CONFIDENTIAL
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Pricing Strategy CONFIDENTIAL

We should seck 1o maintain our custent strategy of pricing kadership, commanding a small price premium
over the #2 player, Lotns. As the market leader, inability to maintain this premium should be scen as
failing report card on our product development, efforts to sdd valoe to Office and create perceived value
for mdividual components, and marketing investments. . As discussed above,.avoiding commoditization
and maintaining both share and reascaable price levels is the overriding objective of this plan.

At the same time, although we should seck to avoid escahnng & price war that would have long-term,
negative cffects for all players, we cannot allow competitive initiatives to gain share through specific
channels such as large accounts or OEM (the threat today) and should respoad accordingly.

Hankv—what clse? Price discrimination? Rationalize pricing structure

Marketing Initiatives

Over the next 3 years many of the current marketing activities will remain in place although cvolving as
indicated above. Additional emphasis areas or new ways to build the business inciude:

e  Auaovity Business. As discussed above, increased focus on the installed base will gencrate increased
need to invest in end-user affinity (c.g. Microsoft Plus) and to develop greater understanding of current
users and what it will take to ncrease their propensity to upgrade or buy complementary products and
services on a regular basis. The concept of pa'sonal‘mainwncc may be an asset in building this
business. ' :

e Distribution. We need to grow distribution of Office and Office Professional (in N. America
anyway) while not losing sight of the ongoing importance of the standalonc applications. In the US
we are losing in the retail channel (superstore and mail-order resciler inay be better) to Lows and
WordPerfect. .

« OEM. Although we’d like to be able to lkeverage our OEM relationships to scll applications, this will
generally remain a short-term tactic because the OEM channel is such a price-oricnted chamel and
occasionaily couflicts with other channcks. OEMs will be used to respoad to compctitive initiatives
(carrently underway in Europe and elsewhere) and leverage product advantages. Our primary thrust in
this channel should be cotry products such as Works.

¢ CD Unlock. The expected rapid growth of CD ROM drives creates new distribution and packaging
opporumities. We will be able to offer CDs with encrypted versions of our products that allow
customers to try before buying. Purchase will be the acting of calling an 800 number to unlock and
thea install desired products off the CD. AliBaba is the codename for internally-developed software to
cnable this approach. CD unlock will be a uscful tool to promote trial as a CD with Microsoft
applications could today be given away by a reseller or included in an OEM machine for $1.50

CD Unlock may also change the model for purchasing software. Rather than buying Excel allat ooce,
for example, they could pay a lesser price and purchase core functionality only, choosing to never
purchase functionality like Solver or simply deferving the decision. A better aliermarive is the user
could choose to purchase add-ons or third-party products from the CD on 2n 2 la carnc basi,
generating additional revenue.

Productivity Apps Mission, FY95-97 7 Microsoft Confidenual
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We should aggressively promote rapid adoption of CD technology.

Other Packaging. We will need to constaatly evaluate the current Office/Office. Pro configuration as
well as others that could help differentiate the Office. - Versions with different workgroup componeats
and value-added, for example, may be necessary 1o combat the forthcoming version: of SmartSuite that
includes a Notes client.:

Smsll Orpganizations. We have an. excellent opportunity to increase share and revenue for-Office
applications in this growing segment. The focus of our shortterm activities i oo raising Office
awareness among smorg influencers with business press advertising, increasing visibility and
availability of the product in retail enviroaments, and identifying SPs who develop solutions within
argeted scgments. Longer term, we will increase our focus on  reaching business and indusry peers
(the most important smorg influencials in a mumber of targeted industries (accoumting, legal, real
estate, and insurance), and recruiting and training a8 brosder base of SPs 1o develop and sell Office-
based solutions. L4

Specizlized Solutions. We necd to evaluate cresting ahernative forms of Office to meet the needs of
specialized markets. The SMORG marketplace, for examnple, secs lituie need for PowcrPoint and Mail,
gravitating instead toward products Jike Publisher and Access. Even better, they would prefer a “build
your own™ Office wherein they get a choice of applications beyond Word and Excel. A retated idea is
o offer 8 family of vertical add-on packs to Office. Ahhough it may be possible to make this an
interesting proposition by itself, the primary thrust would be differentiation of the key product.

Office as a Developuient Platform. Beginning with Office 4 we arc positionmg Office as a
development platform. Further evolution of the products will make this a stropger message and
generate additional demand for special pricing and packagmg for Sps. Embedded license (runtime)
pricing is in demand today and will nced to be resolved.  We also need to develop 3 model for rescll
of individual application components: Over time, we need define a layer of application functionality
that is available to all developers in say the Windows SDK or C Compiler, one that ts available to
Office Friendly (=non-competitive), and one that is proprietary to our applications.

Office Frieadly (final name tbd). This is a key inidative designed to broaden the scope and visibility
of Microsoft Office and to create an industry-wide Office standard for ‘companion products. We are
encouraging [SVs to adopt certain Office Ul conventions (e.§. UT, look and feel, etc.) and over time,
components and technologies (¢.g. Setup, VBA, Text Control, OLE servers). They will also be given
the oppormnity to co-market with us and place an “Office Friendly”™ mark on thex boxes.

Support. We nced to increasingly view support as a marketing opportunity. Not only does this mean
leveraging our current support advantage, but taking the leadership role wn defintng productivity
application support. The advent of CD distribution creates opportunitics to build more support
information into the core product.  Integration of the applicarion with Microsoft On-Line is another
oppormunity for providing fast, easy, high-quality support cost<ffectively. Programs such as the
Microsoft Suppart Network will need 10 cvolve as applications become a more significant
development platform.

Key Success Factors (call this summary?)

. FL AG 0081017

e Leverage Microsoft assets - kadership, systems and research, partrers, installed base . CONFIDENTIAL
e Listen to our customers. Innovate in product development and marketing.

e Exccute efficiendy and effectively MS

o Leverage change, ncw platforrs C0~F18é33758

e Protect our franchise m larpe organizations TAL
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e Adap to new markets (scgments and geographics)
+  Provide relevant diTerentiation in mature categories
Continuously add value to Office

Issues/Risks/Threats

Price erosion (including volume discounts, concurrent use, category dilution)

Lotus creates a sustainable technology and marketing advantage by linking Notes and SmartSuite
WordPerfect converts its huge and loyal instailed base before we win them over

We underinvest in category innovation while focusing on conslslcncy, porung. competitive response
We fail to communicate a leadership message

Lotus succeeds in its partnerships with [BM and others

s & 0 8 0
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