From: Anthony Bay (Exchange)

82:1': Friday, January 08, 1009 &:00 PM
. To: Jim Alichin (Exchange)

Subject: RE: me : early waming

comments below. have fun in DC. =} kick some butt!

Frome Jim Achin (Exchange)

Sard: , January 07, 1909 222 PV
To: R“n“dwwn'ao‘udﬁmh
‘Bubject: me : early warring

h appears the trial calendar has been moved up. Right now | will be [eaving on the 14th and | may not ba back untii she
Z7th. {1 hopae this isnt inue, but right now that is what I'm planning for.)

There is a fot of prep to do in DC — starting nexdt friday with paul -and then me on Sal.  There will be several days of
this, but | sl hope to be on mail 2 lot while In DC.  With all that said though you shouldn count on e untit | return.

I think you all know what has to be done so | am not wortied about that.  Just to repeat for good measure though the key
things on my mind:

" 4. Continued 3 year planning. ) hope to send some more mail about this, but Davidso) has the helm on driving this
forwand. Please support him is his efforts here,
‘will do whati can. noi sure how § can add tons of value though. "
2. Driving windows 2000 out. Brianis on this. Please help him. Wa have so much money fiding on getiing this out,

3. Windows 9x updates. | have decided 1o move windows 9 work to davidcol. David and brian are working out what
4his means now. 1t is crilical that we get focus on the SP tight now before any more time slipsby. 1. am coupting on
davideol and brian ta wark oul a plan which doesn®t hurt w2k and yet gets a focused team able tg deliver separately the
windows 9 SP and future updates.

very pleased 10 sae you did this,

4, Rediability focus: Brian together with soma ovns ensuring we are alf over this.  However, brad’s team needs to make
. Progress on 4 plan (and sxecution) for how we can dig ourselves out of the perception problem we have. To mean this

also covars reboots for configuration changes, etc.  The new change lo knovmdlls that maikd did should give us more
fexibliity to avoid reboots. Lat's meke sure we leverage this.

5. abay: | think you are making good progress on ecommerce. 1 do not knowwhare you are at with streaming media. 1
continue 1o be VERY wonmled.  You nead.to ensure that there is a review on my schedule immediately sfter | get back
from this ordeal. | talked with Gndreash the other day and he impiied things were starting to happen finalty outside of

the US fer us now (thanks to will), but he sald REAL was everywhere.  We need some big thoughts here and some
pgrest execution.

i sent & update memo on streaming last sunday nite. here it is agaln. itis helpful background... but there Is more
mmdf to be done. would appreciate your commsnts.

Streaming metia
update.doc .

-

‘we have a review scheculed with you orr 2/44. | was the eariest ime we could get.  we'll be ready to cover alt the major
Issues; some areas are working woll and others not. ’
. 6. Bligger issues:

+ storage. | am pushing on this issue, but it really is in billg's hands now. | know bill has commitied 1o met with
davidy on this topic. This needs to be resolved for us to ditect the people. This cant wait for me to retum.  This
must be decided hopefully next week. 1 will continue pushing on this one.

1
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formsAtridery: we should move the {rident people into det’s team as soon as IE Sis done.  After talking with paulma
fast night ) don't want 1o move deb 1o davideol quite yet.  We need a little bit more of the new org 10 be clearer
befora deciling what to do.

7. Finally, the org.  There ere some top level decisions that must be made before we can move ahead here. | think it is
worthwhile that

*

davideolfriany: continue thelr effort 10 detail how a consumer/home vs. business split could work In a detailed way.
We still want to retain consistency to the degree possible.  You should be able to make significand progress on this.
briany: how would you structure your org?  You have already done thinking about this.: You need to flesh out the
names and the devil which is in the detatl.

davidv: what would a windna group ook like? what would be moved to brianv? For example, what happens to
something like EIG7  Also, whai pieces of 113 would move?

davidcol: as we dissusyed if you could write down your theughts about how you see the consumer windows effort
fitling with the online stuff it would be great,  To me there are top level issues thal need to be sorted out, but this is
an important action kem that couidt influence what happens.

abay: | am confused about whether ecommerce is conceptually part of the windna efforl or not.  Bill now sees this
as fundamental to our efforts becasse of the XML translation engine.  You should star laying out a position abouwt
hour you see ecommerce fitting in the future. 1 encourage you exchange mall directly with bill on this.

satya and i have been thinking about this. we have started to engage with jallard and bobmu, i will send mail 1o bill, you,
bob on our thinking.

alsa have some thoughts on org changes we mighl want fo make related to streaming to improve execution.

thanks,
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" subject: Streaming media update

It hias been about six months since we did a streatming media review.  we have a billg reviow
scheduled for february 25 (and steve we need to gel this on your schedule ¥ it isnt already), but 1
wanted to provide an update sooner to bring you up 1o date on how we are doing. well diiftinto
more detafl at the full review.

The good news

We launched Metshow 3 ard the Windows Media player in July. et that ime we had close to
zero share in streaming sites and cllsnts. Real was viewed as the clear and dominant leadet with
Microsefl a very very distant second.

Since then we have made significant progress in gaining momentumn vs RN. Our efforts in last six
months have in many ways helped to legitimize the streaming media category. This is now
viewed as a two horse race, with many analysis beginning to question RN’s long term ability to
compele on streaming medla platform. The divestiiure of RN stbck was moch needed and mada
clear that we are compelilors not partners. Wa siil] heve 2 fong way o go, but RobG hears our
fooisteps.

Vercion 3 made us much more competiitve.

+ e are now approximately at 50/50 player dovwnfoad sun rate with RN — up from 5% six
months ago. This Is HUGE progress and generally not known by the media (or apyone sise
for that matter @. Our player download nmrate Is now 150,000 per day - parity with RM's
published mimbers. 15M Windows medid players have been downloaded sinca fuly launch -
there are more copies of WMP out thery than RM's G2 pleyera. 25% of Wind8 users have
added madia player via windows. This growing player installed base gives us the foundation
1o grow our server and format penetration.

- fvi.. ranking of refemels for downjoads Js MSNBC, CNET, CNN, WWF (world wresting
foderalion), hroadcast.com. CNET along has downjoadsd over BODK media players.

+  Our appmach is lo get parity or beltes in temns of cllent desklops and use this to get siles o
offer both farmats. Ve are now represented on 30% of lop 300 media raetix sites — up from
1 sixmonths 8g0. 5% are Windows Media/Netshow oniy and 25% are offering both RN and
us.

« On sitas offering content in both formats; we renge from 10% te over 50% of tolal streams.
CNN is approx 38%, Fax is approx 50%

s According to Forrester, sbout a third of surveyed campanies in October are now using
Microsoft's NotShow sarvars, whareas a few months ago NetShow had barely made a dent
In the markst. .

+ Page views on WebEvents (our media portal channe! in msn which is linked In player) soared
700% from 50,000 page views per day In Oct. 0 over 400,060 per day in Dec. This gives us
valuable real estate for tha first tme.

+ in breadth area, we have had 65,000 server dowricads (we believe primarily by corporations
for evaiuationtdal)

-+ We are ahead In high bandwidth content on a Taature basis due to Theater server and our
‘MPEG 4 codec, but very few sites or companies have deployed this.

We are getling much better coverape from press and ahalysts. We were essentialfy viewed as a
joke until & or 8 months ago. Although we are stif viewed as behind, most analysts and press are
mmprossed with the rapid progress we have made. In 7 of latest 10 reviews we have gotten
neutral to positive results and are viewed as g credible cholce for customers. We aven won our

i £ uh
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first aver review vs RN. The view is that we are breathing down RIN's neck and the talk has tumed
to cornparisons o the MicrosoftNetsoape battle. Many speculate as to what RN can leam from
Netscape, end wherz RN will go. The belief is that their portal asset could become much more
important to them over time than the revenue stream from server software.

We ars in the process of vebranding our streaming media efforts in & consistent way under the
“Windows Mediz" banner. Player was first, server is changing from Netshow 1o Windows Media
Services (following 11S5). The netshow brand wil) go away. We are also debating whether we
should rebrand the fie format and potentially codecs in the same manner.  This has allowed us
to begin to talk about Windows Media vs Real rather than Netshow vs Real.

The produc team Is In much better shape than ever before, we have strong managers in place
and a much more effective organization. Morale ks up across the board. We have good cross
team effort between davidcol's group and mine. YWe are making this work much better than In the
past, but given that streaming media is an end 10 end system uniike htip/Mmitmi we have (o ensure
that poals, priorities and resources remain in sync across the teams. And we have been able to
maka this progress by being smart while keeping resources essentielly flat year 1o year.

We have n focused marketing, business dev and evangelism effort gring which has begun to pay
real benefits. RN biz dew/DRG people cover 4-5X more sies than we do, but when we actuslly
get v present our mocsage wo are achieving a high percentage of success. Our marketing
coverage has aliowed us fo get the wosd ol thal Microsodl is serlous about strearning media and
has a compelling value proposition, and we beginning to combat RN FUD (eg they have < 85%
share and have essentially already won).

The corparate market hasn't yet laken off, but anecdotal data is thal we are beginning to make
inroads. This is one area we shoulkd be sble to do much better in given our existing account
mgmt and channe! coverage of business customers.

The bad news

1. RNis still significantly ahead of us and not slowing down. They have not yet made any major
mistakes. G2 is beating our v3 In reviews and is ahead In a fow key fealure areas; audio
qusatity, multibltrate streams from singte ke, SMIL for synchronization of differest content
iypes in ihe browser and overall ease of use. They are outimasting us in business
development coverage. They are ajso well ahead in the use and leverage of their portal sites,

- We have plans to updale v3 by middle of this year to add multi-bit
rate stream suppart for video.

+Egh quality audip: Our strategy to date has been to §cense audio codecs and io develop
our own video codecs. We have a video codec team In place and that has paid off. We
nesd to follow the same approach with audic and invest in audio todeo engineering,
there just (sn't any way to compete with RN via Bcensing that we can seg. We had hoped
to acquire a smak audic codec company (Qdesign) which would have aliowed us 1o catch
up with RN this spaing, buf that fed hwy. There is some sudio codet work in MS
Research that we can leverage but we need to put in place an audio codec dey team
ASAP. We are festing the impact of this lssus in sadio arena most aculaly.

SMIL: With SMIL. RN is broadening their player 10 bo another browser by including
layoud, support for multiple madia types and other SMIL fealures. Rather than
incorporate streaming as a feature of the browser, they are adding browser festures to
thoir player. Ourresponse is two-fold. Our epacific response to SMIL is that we aron't
supporting H because Microsoft believes that this functionality is best provided via
extensions to HTML (HTML + TIME) rather than a new format. We have propossd HTML
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+ TIME 1o W3C along with Macromedia and others. Our more general response 1o RN's
approach s that we belleva that strearning media over time becomes a geheralized
trowser/client feature just as other viewers (GIF, JPEG) have in the past. We question
the need for another mainstream browser to compete with IE and Navigator. Woe
encaurage use of the media player on an embedded basis Imo web pages which retaln
the branding and presentation of the sile that authored them, rather than bifurcating the
presentation info a combination of a web page viewed in a browser and other content
viewed in a separate player with separate Ul. By Introducing SMIL, RN has significantly
broadened the compeiitive front with us 1o include not just the média piayer, bul the
combination of [E phus the media player. Long term this may turn out to be & major
strategic mistake on their part, but if they can pull i off # gives them much more control of
the user experience than they rave foday. Fighting SMIL and the standalone player
approach are a key hattlegronnd for us.

Streaming madia Pontals: RN and broadcast.com are the top players. RN combined
sites ara now #15 on media meirix top web sites. RN uses Lhis more efiectively than
Netscape leveraged Netcenter. Traffic volumes, referrals and distribition deals are
growing into a big assel for them. There has been speculation that they are an
acquisition target for AOL. This could be @ smart move for ACL and RN; as users move
to higher speed connections streaming cortent becomes nauch more Interesting and
provides a number of ways 10 enhance the user axperience and increase the .amount of
time users spend on sites. Yahoo s soon to launch streaming content (and we stand a
good chance to gel them to use Windows media). licrasoft’s offer [s called wob events,
is & channe) on msn.com, and is managed in brado’s org to help drive traffic to sites
using Windows Media. We are doing OK given the level of Investment we are making,
but RN has much more focus on ibis area than we do. We need to get much mora
sefious abou this.. will pooks has some suggestions.

Microsoft as a company Js not focused on this area with anything clnse ta the level of
strategic serousnass we gave to the ballle with Netscape 2-3 years ago. There is nothing
equivalent fo tha 1E and IS push we had in the customer units, field and subs., Wi Poola's
team and DRG (monisb and naseam) ere doing a graat job but BN [s out investing us In
business development and evangelism and has 3-5X our accourt coverage. We lack market
awareness and mind shate among second and third-tier content providers. There is no work

. going on in Mierosoft's authorng or tools groups to support streaming content.  Very fitife top
leve) Microsoft PR and advertising speaks to the importance of streaming media. The
genonal percepiion is that streaming media (and therefore muitimedia) are & siteline for
Microsoft; at least In comparison with how we trealed the weh.

CsckTime is not dead and remains a wildcand threat.  There is still a ot of Quicktime conterd
on: the net today, and Apple hes not given up. They are expected to make a QT4
-armouncemnant at MacWorld this week that talks about QT as a streaming formnat for the first
trme.  Unlike RN and Microsoft, Apgle is not altempting to deploy a srearming system, rether
thay are promoting their format and working with other venders to ship servers and integrate
QT support bnto their tents. Apple’s primary objective sesms to be to preserve their high
end autharing business (and consusmer distribution} by not ceding control of multimedia
fomats, Apple is promoting the use of hitp servess as sirsaming servers as well as recruiting
server 1SVs 1o ship. QT enabled media servers. They are saying there is no nead for
dedicaled playsrs and are trying to Jeverage public domain MBONE players. Their hitp
streaming approach has dear tradeoffs in streaming quality; and the "no dedicated player”
-gpproach stilf requires thelr codecs to be installed on the cert and cormmon protocois to ba
supported on client and server.

We believe that the net effect will be that QT will remain & factor and provide 2 3" aftemative
1 Micrasofl and RN, QT will remaln appesiing to the antl Microsoft camp, more so In fact
than RN. From an engineering point of view, Apple is not investing significantly in codecs,
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sncoding or end to end streaming functionality and R is not clear what their long term
competitive diferent=tion will be. Interestingly, QT could be more threatening to RN than to
us, This will depend on the sarver ISV support Apple is able to line up. Oracls is one server
vendor they are working with. SG) we believe Is another. And i wouldnt be surprised
evenually to see an open source sireaming server (say an add on 10 Apache) combined with
MBONE client.

Combating QT requires us to focus on broad promation of our fonnat (asf potentially renamed
windows media format), to support a5t broadiy within Microsoft's own auihoring and dev
tools, and also a strong evangalism/co marketing effort with high end tools vendors. None of
this is funded today.

Qur strategy

1. Change the niles; mﬁosilhn streaming media battle from Netshow vs Real to Windows
vs Real - follow the IEAIS strategy where aver appropriate

We position streaming as a natural and native feature of our client and server operating
systemns. We say that streaming is tecoming a more relevant and valuable feature for
wobsites and Is reaching maturlly to becoms & stendars part of corporats cornmuniations
Infrasinscture. VWe say that our goal is to provide the best technology/capabiiities for
streaming just as we do with web platform (E & 18). We say thal media player over time
beexmnes a feature of the browser in the same way thal GIF and JPEG players got inlegrated
inta the browser. Syncronizing media with other content we say should be done via
exdensions 1o HTML (HTML +TIME) rather than via a non HTML spproach (SMIL). We
argue that content providers want o control the user experience of thelr site when t usas
streaming media just as they do on their web pages. .. meaning they shouid ambed the media
player control in their page rather than bringing up a separate U1, we say that corporations
should deploy sireaming media as an extention to thewr Indranets the way microsoft uses the
notshow network and this is a standard fasture of cur platform, not an added cost ey,

-Real says that streaming is an extra cost appiication that should run on muttiple ctient and
sarver cperating systems. They say that multimedia is an experence separate from
browsing or using the weh and argue that extending their player with layout and presestation
festures via SMIL makes more sense then extending IE via media taatures. They say they
ara he experts and market leaders (in essence they say the batte is aver and they have
already won), that thoy are fooused on streaming media white Microsoft has nover been good
al muiimedia and this [s a second lier area of focus for Micrsoft. RN wants the user
expariencea i be in their dient. (whera they can stuff their knks and their paid pariners links)
rather than in the browser.

Mosi of the content posted in Read fsmat fsunches a standslone player - RN contrals the Ul
We are becoming more and more sugcessful in convincing people that Realis competing
with thele brand by tfoing 50. We pitch: 1) embed the WMP coritrol in thelr web pape 2) host
the control in & custom appiication 3} usa the WP standalone player since it doasn't have
any branding conflicts 4) distribute your own custom branded player using IEAK. :

The nel takeaway we want customers and enafysts to have is that sireaming media today is
like the web a couple yasrs ago: what is today the domain of specialized clients and servers
will become a standard festura of client and sarver opersting systems. Therefore the
rebranding exercise, the Integration betwean IE and WMP and the nclusion of Windows
Media Services (aka Netshow) in Windows NT Server.  We are also considering renaming
asf (advanced streaming formaf) to windows media format and posiioning it as tha
replacement for .avi and .wav files - and &5 Microson's altemative to Quicktime.
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Offar competifive streaming media features combinad with deep integration across a
numbsr of areas of Microsoft product ine.

V3 got us to feature parity in most areas and ahead In some. We jettisoned the dedicated
Neashow client and rearchilected a new “unjversal piayer” around Directshow, But as
oullingd above we are stil behind in several areas; none of these are mainstream
deployment blockers but are competitive disadvantages. We have to address these and
muove ahead in other areas and plan {o do this with some minor medifications 1o v along with
a rearchiteclure of server in v4, We will merge Netshow and Thealer server (formerly known
as Tiger). V4 wiil be a major fosus of the february review. We are Including v3 server as a
feature of Windows 2G00 Server and developing v4 in paraliel. V4 will require ¥Win2000 and
we are trying to ship & as an update shorly after Win2000 RTM; eg Q1 CY2000. The effort of
supporting thesa paraliel efforts is pretty Lecdng and not something we are weil resourced to
do. Also, we need to update ciient and server concurmently 1o be able to leverage new
features, Managing schedules, test matrices and other prioriies crass leams adds
complexdty; althouph we are doing much better than in the past. We are reviewing the issues
and tradeofis with jimal.

As outiined above, audio codecs is an area whete we need to ncresse Investment. Codecs
(and encoders) are also something that we can rev out of cycle with the core thient/sarver.
We pian to build an audio codec team to complement the video team we have I place.

PRM {digital rights rmanagement) is an ares whith is not currertly offered by RN (or Appla).
But there is general beilef that this will become an imporiam feature in future, patentialty in
music ndustry first. Cora DRM work is being done in cornmerce team with Windows media
senvoriclient as fired contant tengets. Making this work will fequire some changes to Dshow
2nd a new reloase Of the player. Currently DRM effort RTM i3 Hniked to v4 of both Windows
Media and Commerce.

Commerce server megration is another area we are working on. RN packages up thelr
server in a numiber of bundles, one speciically offering subscription, advenising and pay per
view. We are way ahead of them on Commeyce features and are wosking o integrate them
with Windows Madia. We will show some of this in February. The leading non-pom pay per
saw service on the internet s Workl Wrestiing Federation and they are using Windows
mediamnetshow and Site Sarver Commarse adiiion. They ave averaging apprax 3000 users
per pay par view event; each paying $5.95 to waich 28.8 streams.

Powerpoint 2000 inctudes native ability to create and stream an audio or video annotsted
presertetion. This s a very coof feature and one that should do a lot to diive corporate
adoption.

Today WMP is only availabie via stand alone downioad. WMP witl ship with IE 5, Office
2000, Win 98 OBR, Win 88 Retall beginning in March/April. 1E5 has a radio bar feature
{delivered via ernbedded WMP) which sllows seleciing and playing Intemmet radio within lE.
We are aiso delivesing v3 media player dients (asf only rather than universal players as on
Win22) for Win18, Mac, WebTV, WinCE and Unix dlients, although we are we!l behind
scheduie on v3 Unix player.

We are renaming the Netshow server to "Aindows Media Services® in Windows 2000 o map
to the overall Windows Media branding. Streaming media will be one of the configuration
scenaries in Win2000 configure serves wizard under web senieps (along with 11S).

‘Exchange Platinum wii use Windows Media senvices to stream voice mait (or video mai) out
of the store.
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Either we or proxy team wam to ship media eaching / proxy with Comet {Proxy v3). This is
not yet commitied plan. VWe e also working with Clsct and Inkiomi In this arsa,

We will have some limited Netmeeting integration via NetMeeling support for Save and Send-
To-Server. Yve are looking at ways to ¢o more.

Push asf and a set of standard codecs as the defacto standard multimedia format for
Windows

In addition 1o the battie with RN over dlents and servers, we need to win the format battie for
content creators. Content diives player usags, and streaming conlent creators choose a
format and codecs. They do this based on quality of codacs, sase of encoding, availability of
tools and pleysr instaled base. Uimately formals will be & key battleground we must win.
Today much of the contem on the web is still In .avi or QT formats and much Is being
encoded in RN proprietary formats. Owr approach s to push as? (again | will say that we are
considering rebranding asf to windows media format) as the defacdlo Windows slandard
forrnet and the succassor to .way and .avi; along with & set of core codecs.  ASF works for
local playback, progressive download via htip sarvers or file servers and high quality
playback via streaming media services. Wa have a long way 1o go 1o make this happen and

" sre really gated by festures which won't be delivered untit ihe next version of asf: v2. As

oulfined shova in the Apple saction, QuickTima is and will remain a key format competRtor for
us, ¥

We are beginiing scme Emitod efforts around promoting our foamat.s A campalgn is being

created call: “Got ASF7? Tocused at building interest arpund ASF from the d

community This is a 3 phasa campaign: 1) Get people {o-convert their AV1, WAV, etc. Files
1o ASF. 2) Get them 10 post them In ASF format on their web site for (progressive) download
3) Get tham 1o stream the ASF from a Netshow Servicas server.

Get Microsoft behind Windows madia.

We need to make Windows Media core 10 our itemet platform strategy. We should sxtend
our existing foGus on gaining share and penetration for IE and IS to indude WP and WMS.
We have already begun the pesitioning that way, but customer unit and field metrics need to
be put in place also. We shouid begin this in 2H99 and set clear aggressive metrics for
FY2000.

We neod to Increase our businass deveiopment effort 1o match RN's. We naad to make
Wintdows Media part of Microsoft's overell Internet technology advertising snd PR, including
EXe speeches,

We need to get a refional tools sirategy In piace that supports asf and Windows Medls as
core techhologies.

Attack key customer segments

Winning in streaming media s fikely to follow a similar pattern to how the web evolvad. We
need to win high profile intemet sites and developors s3 they are the leading edge technofogy
-adopiers. Utimately however we expect a huge volume of streaming to be on corporate
intranets.

The stresming industry Is rapidly maturing, with business models evolving for both Intermet
Radic and 15Ps whu ofTer stresming services. Spinner.com, the number-one Intemet radio
Station, ciaims to make $0.07 per listener per hour. Not strong, but still @ profit. Infemet Radio
1s an sxample of 2 market segment whare Real has alienated Joyal customers by enabling
new competltion in the marketplace by playing favorites: most recetly with Rolling Stone.
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Real wenl oul and did Rolingstone radio for them, and the two other dominant Intermet Radio
stations (poth Joyal Real custorners) came straight to Microsoft for discussions.

Reat is heavily entrenched in the music industry, s highly strategic maket sepment because
audio quality is more mature than video and intemed users tend to listen to music while
surfing. Reals tactis 1o date has been to offer encoding and kosting to major labels at no
cast. This offer from Real, along with WMP piayback of MP3 files, has made the record
labels not very enthusiastic about working with Microgoft. DRM is one way we befieve we
can turn this, along with the strategies outlined above to show how RN competes with s
customers brands,

Coverage efforts are focused on: .

o the top 100 inlemet sites and developers via business development and DRG 1:14
evangelism. This includes music industry end medie compenies. We are being
outgunned by RN.

» Breadth intemet sites and sitebuiiders via DRG SieBuilder network. We st have Fmited
mindshare and awarenass dus to lack of oversli Microsoft push on streaming media.

»  [SP3 - not covered today. This Is a big gap as streaming is & perfect senvice to be
hosted

. CWpor'maam-mowemgeMay,needmthobjmnmfﬁeldparpm
commentary. it appears that RN in fact has befter coverage than us today dus to
dedicated corporate acct reps. This is particularly trus in markets ke NY.
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An embedded Package abject was found with an unsupported file type, This wii not be extracted,
Header of Package object contalng this information:
{D11 NetShow eating into ReslPlayer's masket sha

L.
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