From: Dan Neault

Sent: Thursday, December 13, 2001 7:24 PM
To: Jim Alichin; Bill Benack
Subject: Most recent slides

Attachments: PC Client 12.13.1913 ppt

We made a little progress today you will see reflected. Rogers Weed has other ideas to discuss tomarrow re:
growth, mix, mining the [B; BillBen and | pulled in a few ideas reflected here.

Thanks.
—Dan

3/23/2005 Plaintiff's Exhibit

7045
MS-CC-RN 0000010386732
Comes V. Microsoft HIGHLY CONFIDENTIAL




PC Client Strategy and Business
Growth

SLT Discussion

12/18/2001

ME-CC-RN 000001036733
HIGHLY CONFIDENTIAL




» To be written after we complete deck

U2A2005

Take-Aways
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Major Challenges

(material possibly for take aways)

PC business hyper-competitive starting with network computer threat
Windows daesn't invite PC differantiation;

~ Drives commoditization
IHV & MSFT lack alignment

~ JHV: Performance metrics & cost; ha differentiation

— MSFT, Features, reliability & user salisfaction
QS not often a PC purchase criteria

— 03 value not understood

— Seliing scenaros don't break through distribution channels; demand generation
sits cnly with MSFT

PC's are overkill for web-based applications / scenarios
Dot.com/Internet experience devalued software experience
PC 1s no longer the only entrance to electronic information network

— PPRC / Cell phones are alternatives, move integration point closer to the user

Linux on the desktop - driven by OEM/{corperate cost focus, flexibility for
savvy end users
Camplex PC environment stops Eurchases {dnvers, incompatibilities,
protocols, make the network work, downtime, the unexpected)

— Some Is inevitable due to nature of open platform

— Pent up anger towards MSFT —we are the common denorminator

I8 Mierosolt Confidential — Strictly Intemal
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Business Situation Analysis

» Pgsitive growth, but decelerating
--FY85-01 CAGR = 29%
—FY02-08 forecasted CAGR = B%

New Machine Revenue PG Installed Base Revenue
+ PC Shipments reach an infleston point = Licensing 1s the key dnver of $/PCIB
—FYS501 Consislent annaal growth of 120 unis — E&'s creaiing LORQ success - $x i PC ( year & Attach
—FYDZ  Unils down M or 3% Y/Y, §1 3B Impect to M (Win only} — SORG's ara relictant to upgrade
—FY02-06 Foretasted annual growth of S - 6 PC's + Exparys wciparcaivad pain > perzeved gain
* Pro Mix 15 short term growth engine * Fighting ta *Gaod anough” searado
— OEM Pro mox increases from 22% to 30% in FY92 ~Na broad coneumer program
— Targetng S5%-+ by FYDG, 70% corporate & 20% concumer » Packaged product 15 cnly 56% of clhent revenue
« Royaly rates are at nsk —1nureh PR |3 the pnmery consumer touch polni
~ MNA royaliss cumently hoking dus ko MDP —Only reaching 1 2% of ConsumenSMB installed basa [ year
— Declines sxpected due to compettion & OEM tonsolidation — Lenwast eargn sagmend dua to procut] aupport
— MIA shars +5 pointe [n 73% over aast 2 years, lowsr avg RPL ‘:'Hn",’,“":’"sﬂg ';gﬂ"'n"-“]"{' 17% In FY0Z, LonghomvBlackeamh
+ Piracy contanment is critcal
- outs 2% WPAF e gal Unlaok

— Legal efforts continue to provige trachon
— High growth & high piracy in smarging markebs affset paine
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Slide 5

R12 Growth Rates/Forecasts still based on Billed Revenue. Working to model Adjusted Gross Revenue.

Working on getting some specific industry #s
Rodnay Jenlans, 12/11/2001
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Business Situation - Industry

OEM margins very weak
—~ ME profit per license > OEM profit per system
— 29 day shipping a profit center @ Dell
— <Need data>
Dell is the only manufacturer winning ~
— «<stats> fmti0)

OEM PC R&D spend is declining
— <Fill in examples for key OEM’'s>

Apple cost vs Win/PC cost
VC funds flowing to non-Win32 projects
QOverall software sales declining??

AN Microsot Confidential — Sinclly Irtemal
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Slide 6

mt10

How about showing overall industry rev in a few lines.

top-line top 5 OEM rev y1-5
bottom-line top 5 OEM net y1-5
pernph revenue w and w/o printers.

SW rev #s as good as we can get.

*NA retail biz/consumer

*EU retail bizjconsumer

*any research on LOB & var channels

*focus, if we can, on theory of diminising thick client revenue
R. Michael Taylor, 12/12/2001
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Technical Situation Analysis

PCs are arrested in the "good snough” state
—  Internet (browsing and email) was the last big boorr for PC replacement
—  Windows XP will capralize ot relability through the code-base integration and phetofmusic scenanos
_  iiifle hardware innovation due to shrnking margins and R&D mvestiments in the commeditized OEM/IHY segments
—  Few treakthrough software applications and none targebng latest OS features {e g, Napsi=r}
—  Limted synergy between software and hardware advances (¢ g, 30 graphics, wireless)
—  Upgrade, management and deployment complexity and cost limit adoption of rew OS and applications
—~  Innovation moved to the web and to the "mabrie” devices
Longhom 1s focused on re-invigorating the platform in key areas
—  Ruch storsga, frst pass st the Natural Language
- Communicaton and sommunily s¢enarios, better mobility scenancs
—  New randenng engina that takes edvantage of the 30 graphics
—  Further impravements ta autamated feedback cycle (e g, Watson and Windows Upderie)
Still need breakthrough new scenarics, applications, form-factors and hardware designs
— PG axcitement and rel % arolnd its g g utiity for every-day applications
- New for comm , creativity, control, Information processing. and enteriaimment activities
~  Commumcacn and commundy ehhiance each applcaton with network effects
—  Pervagive mobility and new form factars enable new scenanos and re-wtalize existing scenanos in new canexts
— Ul abstraction changes ailow higher level tasks to be accornplished 1n the same amaum of ime {DOS->GUI-=NL)
Major fechnological shifts are under way looking forward
~  Pervasive connechwty, distnbuted applications and disaggregation change the definbon of the PC and the CS
- Explosion of in-ormation, interruptions and required user achons demand new Ul paradigms and personal agents
- Digital media becomes key part of digital data/content and places new demands on systems
—  Seff-management capabilitas required given complexity explosion

X205 Micrasck Cetffidential — Stnotly Inemnal T
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Competitive Situational Analysis

ADL 1s focusing on establishing a subserplion relationship with every consumer
based around a complete experience for commurication, entertainment and
information access
Apple focuses on encHo-end, cutting edge scenarios that combine hardware,
are and services into an easy/elegant solution
— Verfically-integrated harcware/scitware stack allows innavation 1o occur in lock-step,
simplfies the festing matrix and the system complexity
— (S X does an admirable job separating the siow-changing commedity part (off4oading its
develo%mant and mamtehance ko the community) and the mnovatrve layer {UI, apphcations,
integration, connectivity)
Linux offers a modular pool of commodity system and application [P that eases
competitive entry (nto targeted segments
~ *Good enough’ functionality, low cost and compatibility for key applications and hardware
profiles threaten corparate/educatioralintemational deskiops
—  An evelutionary development eco-system that conlinues to improve the basics
Disinbuled device platform
—  Sony Is weaving a web of connectad devices each focusing on speciic application or
expenence and banking on Internet ar IP-prolected media interaparabion (memorystick
— Handhelds (Palm, PocketPC, phones) are offering commeoditized software functionality in
new mobile scenanos at frachon of the royalty {from none to small)
~ Java s being pushed as a distrbuted platform {(cell phanes, home automation, server
applications, client appications, mobility, embe

A2X2005 Microsek Confidential — Strictly Irtemal ]
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Strategy of Record

Business Axioms

- New machine focus

- Royalty s king

» B retall bumplexciternent on new velsion

«  Less (hasically no) free new vaiue {vs QFEs) sotiwara 1o 18
—  Twao price paints

Mast new valus in Pm, but remain competive in HE
More Pro value for SORG and Home users
= Mainiain HE OEM pricing by adding new value constantly
—  Move to annuitylongoing retatenships with customors
— Get the eco-system mare healthy (developers, OEMs, etc.)
—~ Fight piracy
Technical Axioms

-~ Romance hardware improvements (e.g , TW, integrated webcams, wireless, etc )
— Simplification and value through integration
~— Encourage Microsoft Windows pure experience
— Focused quality efforts (reliability, security, etc.)
—  Search for "irresistibie™ new experiences
—  Need tachnical synergy with Office thatis only possible on new Windows releases
—  Hahstic automated feedback loop
—  Move to componentization for flexibility
=~ Synchranized release with server
= Richer programming mode! (presantation, storage, networking)
—  Invest in formats/protocols (ensure we are nat blocked; gather IP advantage if passible)

322005 Microsch Corfidantial - Sirfetly Internal
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Big Challenges

— PC growth

— Ecosystem

~ Pro Mix

— Mining Installed Base
--Non-PC Devices

— Anti-piracy

— Customer Satisfaction

IRNZWS Microsoft Confidentral - Sinctly Intemal
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i PC Growth

«  Moteworthy trends and long term goals

— Drivers for PC growth
= Relevance highly compelling usage scenancs that are wniguely enabled by a new \Windews versigns
« Barmers Continued reduction In barners to PC acauistion and to & satisfing PG expenence

— Challenges
+ Scenario stagnation Web, e-mall, games, word processing
» Balancing strategies Mining the instaled base vs new PCs for existing awners
+  SubstiLbsn communicaton scenanos are also enabled on cell phones, PockatPCs

- Bese strategic responses
— Drive new compsling scenanos {(especially ones that exploit new PCs)
. F'ush new emerging scanarios
Music
= Photos
- RTC
*  Viceo
* Dmstance Ut far entertainment
«  Community (P2P, sharing)
=  Mut~PC homes, muth-device irtegrabon
Qthers nead fleshing out (Education, Home control, Financial management => ife management)
+ NL search, presentation, siorage, connediivity to compel these scenarnos
= Market new emerging scenarios — generate demand
— Link new Windows releases to hardware advances
«  Trusted Windows, Hyperthreading, stack , L hards lorats
«  New designs / form facior to new usage scenaros [meeﬁngs kiichen, Imng roam, ex) TabletPC, EHome, Mira
— Reduce barriers to PC acquisition and safisfaction
+ relability, security, Zero-Install cllent apps, PC migration (siate migration, depioyment servers)
+  Expanding Manhaged PC service tnal

A0S Microsoft Confidentiat — Sinctly lnlemal 1

Investigate operators subsidizing wireless data enabled PCs

The idea behind this comes from the abservation that carriers are prepared ta
subsidize wireless PDAs to the tune of >$600 in return for a year’s contract —
50 why not wireless PCs as well? They may in fact drive higher traffic &
therefore be worthy of higher subsidy.

11
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Slide 11

DN3

Is there a reasonable growth target to shoot for? How do we measure whether we're doing well? For
example, would 10% YOY PC growth ad infinitum be a rational expectation?

Are we focused sufficiently on customer segmentation? For example, if we took a look at the consumer
segment only what would we see? Would we see higher/lower penetration than in the SORG/MORG
area? Would we see untapped growth we're not reaching due to price/functionality/needs analysis?
For example, the US HH penetration is at 60%. What could we do to target the remaining 40%?

Are we sufficiently customizing our product for international markets? Are there features that, say, may
be more interesting for Asian business users that would boost demand overseas?

If we look at Microsoft's sales and marketing structure, are we set up In a way that maximizes creation
of demand for our products? For example, would a consumer marketing org focused only on boasting

demand for consumer PCs be beneficial?
Danal Neault, 12/13/2001
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PC Growth - Ideas

+ Ideas

— Increasing PC relevance & appeal

= Think harder t¢ impact scenarios today (browsing, E-mail & PIM, games,
ward processing)

+ New class-breaking, captured apps from MS and partners
+ Dffice.Net shauld be demanstrably better {exclusive?) on Longhom

+ NL that everyone wants (PIM) = include in OS or ONLY available on
new QS5

- Dnve scenarios reguiring more continuous personal access to PC
+ Investigate carmers subsidizing wireless data enabled PCs
« Drive cell radios into PCs, create simple apps
+ Take a leadership role in making 802.1x build-out expand
» Link broadband migration to new PCs somehow?
+ Uniquely advantage Windows using these communication services
— Reducing barriers
+ Expand customer financing pilots
« A way forus to establish a customer billing relationship

HINZN5 Microsoft Confidertial — Sincdy Imemat 12

12

MS-CC-RN 000001036747
HIGHLY CONFIDENTIAL




BER]

325

Ecosystem

+ Noteworlhy trends and long term goals

Slowing PC sales, retall SYY sales, corporate deployments
OEM/IHV innovation and quality down

Gontinued move away from installing SW (corp and ratall
Partners not incentivized to diive Windows upgrades

PC not 15t ¢lass crizen in WAW network {cable/STB, phone/FDA)

+ Base Strategic responses

Zero frichon client code (richness of Windows, cost of Web) {davidds)
Easior SW deployment (debbl)

Quality feedback loop with ISV/OEM/3rd party applications (somase)
Connectivity everywhere with PC as 1st class device (awadk)
Community development a la Linux {rmikenash)

Content protection/DRM (jmanfer)

Batter together Windows/devices (toddw, amirm)

Promoteflarket “pure” Windows (rogersw)

» deas

OEM differentiation — HYY IP paoling, per OEM opportunities
Consumer channel — catalog reference selling

Marketing program for corporate IT to feel safe using clent code
Apps as communities wi serice — ongoing relationship, revenue
Make upgrade, PC purchase a revenue event for iHVs/1SVs

Microsol Confidertial — Strictly Incemal 13
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Slide 13

rmt3

rmtd

mt5

Have we fully considered the role of the channel in the ecosystem? I'm wondering, for example, if we
are seeing a reduction in new SW catagories/sales because the channel is not set up to push new ideas.
I expect that it's set up to push games and produtivity SW in the most efficient manner, but is not set

up to push new client apps w/new ideas behind them,

One possible idea is to look at the MSFT channel management infrastructure as a means to help push
new ideas onto store shelves w/sufficient marketing $$ to get them noticed. This would be an
expanded role for M5 publishing

One other problem is that the Web tought consumers the arguably bad habbit that SW is free to them.

One possible idea is to do general PR/branding around cool client apps for biz/consumer. Something
like, "I bought such & such for $$ and it made my life better”.

R, Michael Taylor, 121372001
An ecoystemn point worth obvserving is that it's all about supply and demand and rate of change.

We want a high rate of growth driven by demand from our primary consumer and business segments.
A relatively high rate of change in technology innovation, e.g. at a rate that can be efficiently adopted.
We want a supply chain that supports the growth and creates the innovation.

The ecosystem ties this entire presentation together. If we set key growth targets in new PCs, mining
the installed base, and on-going revenue derived from customer relationshiops serviced by new
products & services, then our ecosystem problem tilts to doing everything we can to work with
members of the ecosystem to achieve those set goals.

One big bet idea not on this slide would be to set scenario direction for 5 yr. point to required
technologies, work with companies and VCs to see that necessary innovation is funded at required
levels.

R. Michael Taylor, 12/13/2001

Wow can we set a target for the ecosystem? What are the metrics?

Overall revenue growth @ XX%

Qverall industry margins @ YY%
R. Michael Taylor, 12/13/2001

MS-CC-RN 000001036749
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Pro Mix

Noteworthy trends and long term goals
—  OEM revenus = 76% of Windows client ravenue for FY01.
- Pro Mix QEM run at 22% for FYQ1, 30% for Q1FY02.

. Pio Mix FYO4 plan = 40% OEM run rate, dream goal of 60% represents 1 2B incremental

revanua/proft aver FY04 pian
- FYJ1 SORG 15%, Home: 2%, Enterpnse: 47%
— OS5 generally not a consideration in new PC purchase decision
Base strategic responses
—  Move to more differentiated skus
. Muibiple Premium skus {super set of HE), (e g, lablet, MC)
- By default, all valus-add Longhom features wil be Premium edibans only
- Product namingimarketing/SKUs TBD
Ideas
—  More "Premium only” claases of PCs
- K¥Y PC - legacy free, LCD with Integrated video gamera & mic, biometrics
. SORG PG - raid HDs for backup, intagrated phone (vmail, dialing, etc)
- Da in-place upgrade (ohce we have TW)
- OEM discounting based on mix
—  “Free" feature packs only with Pro
- Secunty blanket around suppert (longar, more incidents, atc )
- Synergy with Great Plains, bCentral (better together)

305 Micreso®t Comiidenhal — Strictly intemal
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Slide 14

rmt7

mit8

Ss 60% the optimal mix? If we hit 60% would we see increased price pressure on Pro?
R. Michael Taylor, 12/13/2001

Assumes only two SKUs. Why not targeted SKUs to specific customer segments?
R. Michael Taylor, 12/13/2001
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Mining Installed Base

. Natewerthy trends and long term goals
—  PC fecycle 3-4 years {excepl for EAs, Iittie revenue dunng interval)
- Upglrades (1-2% per year of capable installed base) — trending information —
mvals
—  Minimal business from add-ons (Plus!} — Richlap
- 1% increase in touching IB is $400M
- Base strategic responses
- Sustaining marketing to drive Windows XP further into installed base

—~  Make it even easier to upgrade to the next version of the OS (technalogy,
including data mlgrationr

- Continue to mprove deployment and management story for Windows XP
- Continue efforts for 1ISVs and IHVs to improve quality and compatibility
—  Discount for second home PC

~  Add value (code distribution, licensing reporting) for Software Assurance (keaps
customers on EA)
—  Home/SORG TS TSCAL on downlevel PC to access new PC/OS functionality
-~ Subscription
goal’ et credit card in Longhormn
basics: tuning, sentry for problems, automatic improvements,
—  Take SP+sizzle and market as new upgrade

HINZ005 Mesosoft Confidentlal — Sinctly Intarmal 15
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Harnessing Non-PC Devices

+  Noteworthy trends and long term goals
—  Numbaer of data-capable phones will soen surpass PC installed base
Key data application & simple messaging (SMS) moving to multimecia messaging (MMS)
Growih substanbal in Europe and ta some extent Asia

Devices could become the pnmary messaging platform for the rest of the world (80% of traffic
generated by 12 to 24 age group}

~  MHP/Java platform gaining STB mindshare & potentialy legisiative backing in Europe
- Base sirategic responses
—  Messagng is one of the kop PC applications (instant and email)
Investigate integrabion betwesn I, Exchange and with MMS using Windows Med:a / DRM momentum
= Bridge the wireless device world and PCs
= Integmtion will beneft carners and keep PCs refevant in the wireless world
—  Drive Windows Media/DRM/Browser adoption with DVD player OEMs
+ ldeas
- Standards clash: GSM 3GPP formats not same as PC; need gateway to bridge
—  Pragrams for wireless PC networks, exploring carriers business medets & subsidies
~  Invest In Innovation in synching profocols & auto-swiching i wireless networks
— Need to make the PC a better PDA
—  Need to make PC mare of a gravitational well for data from PDAs
— Explore business models for the Pocket PC to bnng in maney efter the sale
— Investigate integration of MS STB assets eHome, MSTV, Ulimate TV

Y2HA05 Micraach Confidential - Sinchly (nfemal 16
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Anti-Piracy

. Noteworthy trends and long term goals
- [Piracy rates table FYG2 by region]
- [WPA rejectian by reason (and by geo)]
- ﬁc OEMs Four top Chinese PC makers pledge to ship Windows XP with all new home
S

- Two Win XP VL keys leaked (XF Pro selling for ~$2)

‘ Inted {large impiementahan in Kuala Lumpur)
. Mexice City (Eary Adopter—being inveshgated)
. Base strategic responses

- Numerous raids & setlerments monthly WW by BSA and LCA
Blocking upgrade for known plrated keys, studying for SP1
- ﬂnrﬁnon Analysis to build Windows A-P strategy; don't currently have onhe specific to
ows
- Systern Builder business model issues; Analysis if discount reduces piracy
- Secure RIS install, cumently shows key on screen Not committed even for SP1
. Ideas
- Work on preinsialiabion in local markets as wa did in PRC
- Expansion of WPA inta VL space, At least lower end <30 seats
- Anti-piracy technology update, s there a breakthrough in view?

32VAN5 Migroso® Confidential -~ Stncty Invemal 17
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Slide 17

DN1 marcsand to send additional ideas and table to billben & dneault
Danial Neault, 12/13/2001
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Customer Satisfaction

*  Nolaworthy trends and kong term goals

~  Quality
+  Approx. SOOKWERIOGA crash reports dally onWinkP, axpect to duuble by EQY
+ St koo worly i know whal s going on mth XP
—  Support
v  Wab-bassd support 35%-40M4 of el incrdents, caats 50% of phone support
= PSS CallVaiume ~74% greste: han
= DEM suppartpacr, buthigh coat for Msft o taks this on
= With xasuranca of batiar support, mors valling Lo by new expenence: (s g Dhgial Cemerr)
~  Sentment
»  Licantitg Suppor, Dosumantshon all big crssmtisflars
+ Naftra held ascountnbie for everything (bed the customer fram '

+  Dase Strategic responses
Qualiy

= Targetng tap 33% of crashes brWinXP 5P1
+  Levarage MCAP for qualitative non-crash feadbmck on Windows

- Support

= Impicve PSS Fi codng, g, and dalp samp LT

+  Gut mfornshon from GEMe on ther support s —
~  Serhmeni -

= Ucersing. Supporl, Doz smwhistion all big dasahshers

- Kleas
—  Shit focus from oustomer dissal tu cusiomer salisfachon smgle executive score for ol factors thal kead to PC
customer sabisfackan, inckuding ecosystem (ChrisJo, SomaSe, BilV Enc® gach hava key elements}

- “Managed PC* wtiative for queity feedback on Windows & ko reduce support cosls
+ Celt proguct teerr In ortar to srivest K FEGUCING PTS SCSl MBUGN SLDEOT AICMERoR
- imibemio for mush better Supprt by OISMAs Kiars wii can dota shers/get ¥ormabon [sde-sle 1Ebes ehove

- Umfy washng faedhack & customer mput patiorms to create a cansisient feedback sirategy and venice modal,

migm pack to nu:iam-rs Gur 1eceipt of and response to ther inpul

w neods of current raid], on Scofetand
- Eulaw.o Wincors |n|nrmmmmumgmcmer temaack andINpL1 (BUEADK IMstrimert sndre OS)
—  Nex stap in drver coveragae and quanty lor upgrades
+ Be less gumiShy SDOUT §Em1G 11 the 1aca of iiY & I5ve repeming cuakty of thoekt producta iwel of shama)
= IRGSMuMZe |HY 10 wiiv6 batier qualty o ver rebabe rogrem recuire OEMs K PSS 100M6 0N 14 IHVST
= Tukewr a5ts b0 MV lcauld ba o mhac B costs)
= Desgnshedulat and staffing bo buid key posilauncn cuostamer feadback ko the ned update:

A5 Wiarosokt Confidertial

Strictly fremal 14
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Broader Issues

. .. New Incubations
Missing Talent - new OS

- presentation architect - Broader Managed PC test
Current Incubations
~ Indige
~  NET My Services
- eHome
- Mra
- Presenation reform/Avalon

+ Acquisitions (notionaf} Windows 2005
- Anti-virus — Conseilation of dewces

. - Every display can be seized by focal
- Support tracking devices on events

~  Modiar, scalable complexity (in basic
configurahon c.f. Linux)

232005 Merosolt Confidentlal — Sinatly Internal 19
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Summary of Initiatives

» JimAll owns.

NIVHNE Mcrosoft Confidental — Stricty Imemal 20
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Dream in 5 years

» BiliBen owns.

INANS

Wicrosok Confidential — Stnctly Intemal

Fal
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LRI Y

Product Quelity
Loenmng {not covened)
Sugpot

Docunentation (nct coversd)

Quality and Customer Satisfaction

Customer Salisfctian Levers

PSS Cal Volume ~74% preater than expecied

Increased volume cost $3 1M

Casts far top 20 suppart issuea afe -$567,600 aver first 15 days
‘Wieb-based support acoounts for 35%-40% of all ncwdents, and

.

WinXP Produc Qualehy

We're swamming in WER/OCA erach raports an Winxp
Approx G00K crashes reporied par day

Wason site ontrack to mt 1 00000 hita per day by Chnstmas
{nciudes alt phatforms )

e it i £ Dey ey

Top lssues

Targehng tog 33% or crashes for WinkXP SP1

Don't have any gualtative nen-erash feedoack on Winzows (need
o leverage

Meed tools for developer engagement

Mo single arratsgy/fplatiom for collecting fasdoack (Walson, BOM,
WERFQCA, and sthers)

Frodus cycle needs to allocate lme to fix 1o crash and feedback
1ssues from previous release

casts 50% of phone support

Cupity of PSS Feadback suffers due ta eall coding, oulsourcing
ard data sampiing/rening 1ssves

Lorger-term PSS commitmend to feedback quashonad

Meed to get quality data frn OEM

Aaconumendations

+ MCAP "Managed PC” imbabye for qualily feedback on Windows & to
reduce support costs {not cumently funded

= Staff product team in onder o develop support iools to address PSS

» LUnify sxsting feschack clatforms in order io have a consistent
feexdback strategy and service model

HINZ005 Microsat Confidentlal - Strictly Intermal
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AntiPiracy

1. Neleworthy trends

a. FYD2-FY08 Worldwide PC shipment forecast c. Asia FYD2 PC Forecaots
—>Piracy & Other OS share growing slightly -»High PG growth countries have high piracy
Ext. PC Ship/ ants Last ta Pirsey F thor 026 } T, % PR YA P Groeth:

Note 4
Other 05
aprex

A2

Fv01 FYOd FYDS FYOB

-sourcs Rodney Jerkins Hov 2001
—Less 1o Pracy & Qhar OF = S5 Totd PRshps - PCsbies with Wndow s

b. TwoWin XP VL keys leaked (~§2/copy for Proj

= Inte! (large implementation in Kuala Lumpur)

-> Mexico City (Early Adopter—being investigated)
2. Base strategic responses
Updating sifuation analysis= Building Windows A-P strategy
Blocking upgrade for loyown pirated keys— Studying for SP1
Expansion of WPA into VL space-» At least lawer end <50 seals |~ | Ty
System Builder business model 1ssues—> Analysis and resolutan ,
Ant-piracy fechnology update=» |s there a breakthrough in view? T M
Sacure RIS install = Cumently shows key on screen
3 Ideas

a.  Numerous raids and settlements sach manth = Supported worldwide by BSA and Microsoft LCA
b. PRC QEMs—> Four top Chinese PC makers pledge to ship Windows XP with all new home PCs

- H 17 -1ILY
—Somrz ASh Gioba Sofwae
A 3cy Study - 2000
d. Windows Product Activation
- 10/25-11726 22% of requests rejected

R WO R
LI LR ]

kY

EEEEL

ER

REE-Y-E-3
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HINAAL

Ecosystem Backup
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Themes

« Software service
+ Ease of development
+  Catalog and promotion

annuity stream
+ Bottoms up engagement
» Rights managemant
*  What will we not do?

2HAE

+ Richness of client with cost of web
+  Secure, simple deployment .

Developers
How do we create new opportunity?

In progress

NET/CLR integration (mwallent,
robs)

Fusion (davidds)

Community engagement
(mlkenasrw

DRM (jmanfer)

Needs thought

+  Apps as viral communities wf .

Microsok Confidential — Strictly incemal

Hatlstorm/ NET My Services
Community apps & platform
Software service
Platform as "subscription”
Catalog integration & biz model
Channel development — corporate
and retall and online

— Unblocking rich client in corp IT

— Retail vs. online sales?

MS-CC-RN 000001036764
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PC Platform
How do we drive quality and innovation?

Themes

EarI? definition of the 3-5 biENI‘ads up
front (24 menths) for the OEM's
Platform definitions eatlier irs the
ecasystem (Taiwan designs and
chipset venders)

Build reliability and self management
nfrastructure into the chipset that 15
leveraged by Windows

Enable ongoing OEM revenue beyond
device purchase (services, solutions)
Consider ways to reward innovation for
OEM's that invest

Make quality a criteria - use the
feedback loop

Customer demand for new PC's —
move away from speeds and feeds

In Progress

HW reference design {stevekan)
Feedback and quality loop {bradca)
Readmap defintion {tamph, davewill)

Needs Thought

How to manage upgrade

Creation of “Service.Net” to link device
to associated OEM and IHV's — formal
feedback loop

IP telephony and voice scenarios —
business model?

©Ongoing reventue for innovatars ~ IP
pool?

Role of the MDF?

Channel influence = How to change
review and purchase cnteria?

3232005 Microsol Confidenbial — Sttty Incemal 27
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Peripherals & Devices
What do we do to enable the PC as a hub?

Themes Needs Thought

+ Better together “themes”  « Unique Windows <
by device class devices scenarios

+ Enhanced desktop » Peripheral upgrade
“connector” for Supported on class by
simplification and class basis
manageability » Reduce the backward

« Simplification of level of support for iHV's
underlying driver
development

 Definition of the OS and
application requirements
up front for IHV's and
ODM’s

252005 Microsaot Confidertiat — Sirictty Imemal 28
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Service Providers
What is our relationship with service providers?

Themes In Progress
» Commaoditization —more  « Firewall traversal
than ane provider at any {jawadk)
location Needs Thought
+ Proliferation of wireless « Wireless/cell modem on
+ Zero configuration every PC
+ Firewall traversal + Atleast 2 providers to
» P dialtone everywhere every |ocation

+ Zero configuration

rara Meroson Confiderhial - Strictly Interral -]
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PC Growth and Upgrade

How do we get the ecosystem to
drive these with us?

Themes Needs thought

+ Industry monetization of « Kick back on upgrade for
upgrade drivers, apps?

+ Perupgrade versions for + OEM as “reseller” for
apps upgrade?

» Per terminal/screen = Model for “model year”
licensing? apps aligned with OS

release

= Migration and app
settings, plug and
replace?

* Terminal licensing model

232005 Microsctt Confidential - Sinctly internal 0
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Quality of Service
How do we make the PC self-managing
and self-maintaining?

Themes In Progress
» Managed PC —WinTone « Software and OS service

service for distribution (debbl,
« Red/yellow/green bshah)

feedback loop for * Red/Yellow/Green and

Windows and the industry OCA (bradg)
- Increasing relevance — Needs Thought

PC Catalog + Role of the OEM/ISP in
* Uniform platform — API WinTone

subscription? » Subscription for API's?
23005 Microsoft Confldential — Strictly Infemal 3
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PC Growth Backup
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Business PC/OS Summary

= Most IT Pros expect flat 2002 budget overall and for PCs and PC SW
- Despite economic conditions and worldwide events, few IT Pros are expecting

budget cuts —~ yet - meaning that opportunities remain as most businesses
plan to spend some money on hardware or saftware in 2002

+ Win2K Pro shows large gains just as WinXP enters the market

- Nearly half of MORGs/LORGs are now running Win2K Pro in some capacity,
and primary OS share has increased dramatically as these businesses
complete their long deployment cycle

- Most (70%) are not planning to change to a new operating system in the next
six to twelve months. Of those who are, most are expecting to move to Win2K
Pro with only cne in four making plans for WinxpP

— If WinXP fellows the same adoption cycle as Win2K Pro, significant
penetration will ba visible in late 2002 and the first half of 2003

* Maost say they acquire a new OS through purchase of a new PC
— The average PC lifecycle is 3-4 years, and the average PC age I1s ~ 3 years,
= Aging machines may not be able to run WinXP and <20% of SORGs and
MORGs plan replacements in the next 12 months,

- Although economic conditions may not yet be reflected here, and may actually
stow the intended replacement c¥cle, most companies stated that their PC

replacement cycle remains about the same as one year ago
H2N2003 Microsolt Confidential - Sinctly Intemal 33
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Business PC/OS Summary —
continued

» Linux penetration as a desktop O& remains low across business
sizes, with the highest penetration in MORGs with 2%
~ However, 10% are using Linux, primarily as a server,
= Almost 1in 4 PCs are shared and/or used as kiosks or terminals
- Shared PCs pffer opportunities for improved terminai services in both WinZK
Pro and Win XP, as well as fast user switching in Win XP.
» Most MORGs, LORGs are networked, majority use WinNT Server
— As 8in 10 medium and large companies allow employees to remotely
access their network, the enhanced remote access functionality of Win XP
may become a purchase driver f value praposition is communicated.
* Small businesses use PCs for Accounting/Bookkeeping and
Productivity applications
~ One-fourth would like to restrict PC use, most by limiting time on the Internet
or access to specific files or internet sites, offering possibilities for Longhorn
PC management scenarios

X005 Microsof Confidential - Stnctly Irtemal k2
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PC lifecycle is 3

Use of Formal Policy and
Average PC Replacermnent Cycle

W Have policy —— Avy. replacement cycle {months}

40% 50
35% 1
-4 ‘,B +

30% 4 20%
25% T 748
20% 1 Laa
18% T 142 .
10% -

5% 1 T4

0% - 3

Total SORG MORG LORG
n=5a7 R=200  net =206

230 Ga average, have long do yau keep a coxsputer 19 use belore replaciag it?
ORI Does your campany ke o polley on how leg compters v kapt tn wuse bufore Beng
Fpliced”

to 4 years

On average, PCs are in use for
3.5 years in MORGs and LORGS,
4.1 years in SORGs
— 14% say they are keeping PCs
lcnger now than a year ageo; 9% a
shorter time qvQ36)
Two-thirds (66%) upgrade HW
rather than replacing
— Avg % upgraded is 48%
— SORG - 67%, MORG - 35%;
LORG -33% (Na37/38)
One in five machines will be
replaced In the next 12 months
~ Desktops SORG — 20%;
MCRG - 16%; LORG - 26%
— Portables: SCRG — 15%,
MORG - 13%; LORG - 21%

Y205 Micresok Comiidenial — Strictly Intemal 35

There is relatively Iittle vanation in the length of PC use reported, hardware replacement policy or not

Avg age of a desktop Is 32 months; portables 23 months mare
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60% of desktop PCs are re-purposed

* Six in ten desktops, four in ten portables are re-purposed,
most ofien as clients

» MORGS re-use more machines

w Repurposing of Replaced Machines

AOTA,| SORG LORG
Repurpose desktops | %% | 38% | 71%~| 59%
...as clients 4% | 25% 75% 79%
...as terminals 37% | 62% 42% 33%
...8s servers 16% | 25% 18% 15%
Repurpose portables | 43% | - | §4% ) 43%
...as clients 82% - 74% 84%
...as terminals 22% - 19% 23%
...8S SEervers 7% - -- 9%

NQHC/IC, Do you ro-puirpore the dekiapiroriables Mr yow replace® NQJDWAD As servers, o clienls, or as fersumeds?
Miorosolt Condider
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Cost drives upgrade vs. replacement

* One in three (30%) cite speed/performance or software
requirements as the reason to upgrade rather than
replace PCs

Hrs L prifdrd TrsciaieniaTiiveria

Gt _

Speodiporiormanc a/BW
reg,

Condiorfoperabllity

There is litite
variation by
company size

Age

RAM/HD aiza

Speciic user nesds |/ . 7
G B

3205 039 What are your s el aleber 9000 G upreeamathune s B raher o replacang i ¥
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Apps drive PC replacement for most

Most (56%) replace PCs to run new or more powerful apps, many of

which are propnetary or custom
— 24% Proprietary/custom apps

- 20% MS Office

- 16% CAD

— No others aver 3%

= Only 1in 5 (19%) replace PGS o run a new OS, up from 15% in Q2 ‘01
Reascns for PC Replacement Total { SORG | MORG | LORG
n=campanies that replace >Cs =584 n=178 n=194 n=198

Run new/more powerful apps 49% 56% 63%
Old one not repairable 28% 25% 18%
Run new 08 (TQ'%‘\ 16% 19% 21%
Belter performance 16% 20% 21% 1%
Keep up-to-date 8% 8% % 8%
Cheaper to replace 4% 6% 3% 4%

32 When you do replace deskiop or poriabie compuiers, whex are the Iszin reasons R doing s0?

WZN2005 Microsoft Confidential — Strictly Intemal
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One-fourth of portables are <6mos old

* Onein 10 (11%) desktops are new
* Win98 is the leading OS on new desktops, Win2K Pro is on

the most neyw q1aaRiaS Less Than 6 Months Old
Desktops Portables
All s M L All ] M L
n=607 =208 n=201 n=200 n=473 n=a83 n=19§ n=154
,1.1.%\ 11% 13% 9% ,25%\ 17% 23% 34%
R — R
- v
T
OS Penetration on New Desktop PCs 035 Penetration on New Portable PCs

2%
I Bow rwwry of thase -
eshiopporiable macknes T Other

e L — %
acquired 1 Ur past Yo .

s Micros 8Bl - Suctly Irtemal
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PC Penetration, OS/Browser Share, Trends

4 mantha endin
%ﬁm ] Di%% L&‘g;““ US Households
Sourtn. LS Wore PG Tracker
%m iy :l’;’r_czl;mnl —+— PC Pl mien —a— Mitply PCa _._Mnhmvkuul
% 2] 2% L) [ L
23 25 - s
- e —
#® 53 - o] T
Avp pnce PC purchased within 90 days s;,gg& SLB,D;I;I -l§| ™ 1w ST 0% TR 18% 1mm 1w
———
54% E3% - —— g ™
Operging Syadm Siwre (Wi Home PCs) ow T T T g T e
[ derws 95 28% 17% 1% WG AN B0 7D WIC MO 140 Znda 3mo
Y ———— g%, A% % WM W W W W M W ol
(Wondows ME 1L 2% +H1%
Windeows XP 1% 1%
Windows 2000 2% s 5%
e Mo iy - iy OS5 share US Home FCs
Mac 11% 8% =% [0 " a ——en 2R v —r— ]
Brovaer share fOvarany
intemet Explorar (net 52% 53% +1%
Navigator nef) % 2% -5% .y
AQL 1 1% 16% +5%
bl I o % B% M 5@ on sm
Additigral Data W
ORC ] 2
o% M
b - 80 malion PCa1n US HHY, ~ 80 mikon PCa+Maz i US HHs . i
D Wi 6hurs has bien Sacically et vor tha pest Wo yaar e ——
% Lawx share of US Home PCx i teks than 1% ™ L
“B Tl US HHE Sy they uss broadband for Intemet accees. M0 MG F0 A 3MA a4 1O dd ddd
e ™ ca hit] w o L hul pul
TS PO I e (s | < 5% of ol
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e
il

3

LOOVYT HX 13 ndoc ricem o rrovr Pt [

Gurent PG coea what | nesd Bt
Too KXpenshe %
%

[ veb-anabied cell phons

B tiretic games

Db sechnol
S MHs regitieriy use

(Gable/sxiellite cizh

Eectronic gair e console ”
VD player 5%
Dvgitnd camara 10%
[Pertonal aiecTonk; organiaePDA 1%
Digytul camcorder hid
Mast importait FIEEChADOO) dewiced
Tolawisian %
Horre Computer 63%
Cuble/ystellie dish 19%

W2HZWD

* newombmed
SpOnSe categorfes
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Retanl Swere 4T%
Oamne from CEL 0%
Onfine from Retaler )
[acquined Fom work %
[Tekphone order %
InfemathWVo/Emal access, features 1m%
Business use 1%
School work B
Prica %
Speed ™
Previous machne orideted 7%
£C

PL acthities I past month 3
Earid ar recerve s-mai 7B%
Play Gamas B4
Do affice work al home 51%
Gt up tu the Minule news 3%
Access chal mom M 3%
Monitor Stock, wvestments 29%
Frimary cses of home PG

Offica work at hame: 18%
Gend of recesve e-mad 1%
| pecesshrowse web 16%
Leamng devica for lnde 13%
Play Games %
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Mining the Base Backup
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Upgrades

Windows Insialled Bege & OF Use o IR
Segment: ﬂllls] Upgrade Capable #{M's) 95 @ 9% | ME i ME NTW

LORGs 5 ) 38,27% 48% 2% 9%
MORGs | _ 75 . : : 38 24% 46% _ 3% _15%
_S0ORGs j - 122 e 50 15% 69% 9%‘”37976‘
Gonsumer! 182 68, 2%, 61%,13% 1%
Total 4B1M 192' ‘ i

Increasing OS upgrades % by ##% = $4# per year

Increasing capable installed base ##% (keeping % upgrading the
same) = Sk

*+ <need revenue model for typical Windows customer across multiple
OS releases and PC purchases>

+ Issues
* How much does selling more upgrades delay new PC
purchase?
HZVZN5 Microsolt Confidentia) - Sinctly Intemal 43
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-
Increasing OS Upgrade Sales

Barriers to selling more upgrades:

Overall
+ System requirements exceed significant portion of Installed base
+ Compatibility with existing hardware & software

+ Significant time

+ MS preduct support costs

Home Small Business Enterprise

Machine does everything Cost of suppart/purchase Compatibility wLOB

Complexty Machine does everything Daployabiltty

Awareness PC Ifespan Cost

Compatibility Compatibility w/LOB Hardware reqmts.

Piracy Hardware Compatibility Traningfinterop between oldinew
Cost for multiple PCs ~ Fear of Change Not a big deal/priorty

Downtime Frequency

Retraining

Y2005 Mirosoft Confidentlal — Stnctly Intemnal 4“4
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Business Model Changes

{delete unfess reworked)

Neteworthy trends and lang term goals
a  Uservalue moving beyond new features to mclude angoing quaiky oxpenence

a Need Innovation/saries Radback laop & fraquen: updates, << 2 years

b Want ta get a cracit oard # and ged pand on a monthly batis (5+ years)
b System and APistapplicaticns increasingly distrbinied, Rrotocois become "A=ls™
¢ Exporenhai grawth in system complexity requires breakthroughs in systemn management
Stralegic responses for discussion not requiring big bets
a  Investin projects to get the CC# Demand for Securty & 1 touch Support

| Shit perception from sotware Infrastructune as durable pood to evoMng Sarice

it What we distribite for securlywauaiity and stratage measons ne matier what, not wanmt 1o rob w1

1. Finding prefiteble areq for subscnption that 13 not “protecion’ or foed that |3 shouk be free

v Creale busnessionganizational locus (revenue cusiomer salisfaction) for ‘product” dasipn
b Windows Catalog to next levei « NET service from YWincows, w/partners

+ Staer th throug /i promote cerdain cholcas

i Could ba dstrbutions$ platform small ISVE, + Channel confiicl, refermsl senvia wouk work
¢ Busmass models of menetizing protocols usage

| Value § at nades, arin y K effects Monatize 1o greviaiional wels

1] Formakize protocel & IP strategy, technical and busnass aspacts for Fulty distribsrad devices

m DOJ settlemarts takes us inthus direchion Cf ROP & SMB v CFS
Major actions indicated
a Drstbuted, avolvable and more manageabls computing platfarm
b Targeted afforts fo build & protect IP zssets around distnbuted protocols as we bulld the technology (NB W3C & RP)
4 Orgamzational structural focus on monetizing customer connectians that evolves fo P&L
4 Build managed cffenng, acqumtion of customer suppori/service comparies Meed AV as part of this? Must we provide

the technoiogy ourselves?
Racognize differance batwosn Mef's mbs and tedaraiad pariners
[} Buy A7¥, then neeq IDS, elc Whera Is the natural boundary?

anRu0s Microset Confidential ~ Sirctly Inlemal 45
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PC Growth Backup

a.  Situation
a New PG opportunibies & requirements
a Curent cwners REw LAY SCREnos requiring new PCs, o mubi-PC ownerstap
b Non-pwrisrs in markets ysape relevant 1o peads; PC cost raduction
L] Nerroeners Ih developing markety PC cost reduction, pracy reducton, grenter localization
b Wiraless data network sollouts gathenrg pace = anabler far commumncabon scenarnos
c Cufficult 1o gain app support for new O3 & PC leatures betore O3 galns broad deplayment
b Enterpnse
a Average PC replacement interval = 42 monihs (LORG}
b Most {56%) businesses replace PCs to un new apps, not new QS (19%)
c.  Small buginoss
a Average PC replacement iterval = 48 months (SORG)
b Much of PC value in verigaltdomain-specific roles is in the vertcal app These apps are among
the last to leverage new OSIPC features = no incentive to move to new PC
d Home
a gf curere;:lt PC owners not planning to buy a new PC — 81% say tharr current PC doss evarything
ey N
b Trenc toward schools requinng 1 1 student to computer ratio — every student wid have s faptop
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