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Overall Vision

Infrastructure Applications

Desktop - ,Windows 98 ,Office (with Outlook)

User Productivity ,Windows NTW 5.0 -Visual Studio

Network Ops - .Embedded NTS
¯ SNA ServerNetwork
P̄roxy Server/Edge ServerInfrastructure         -SMS

*Windows NTS .SQL Server
Data Center Ops - .Windows NTS/E -Exchange Server
Business .SNA Server .Site Server
productivity -SMS .Visual Studio
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Desktop Vision

Make Windows simple, compelling, and connected,
for all audiences.

Simplify development and reclaim developer focus & loyalty
- Consolidate on NT code base w! standard process for releases
- Unify APIs from IE component, Win+, etc. (teveraging COM+)
- Create compelling platform for web developers
- Win the Java mindshare battle

Make deployment & management easy

- Ensure lntelliMirror technology is easy & comprehensive
- Deliver tools that minimize migration hassles
- Work side by side with RDP customers until we have it right

Simplify & enhance the end user experience.
- Develop easier to use Lq & shell enhancements
- Ensure first time users are not intimidated

. .

Microso~ Confidenfiat 4
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Objectives/Strategies

¯ Grow overall business from $5.2B to $7.9B (base case).
¯ Increase Web-viewing share from 45% to 65%.
, Reduce PSS support burden for NTW:

~ Reduce #incidentslunit from .22 to. 1

~ Reduce #minutes/unit from 67 to 40
Key Business Driver Strategies

OEM CAGR * Near term, exploit sub $1k opportunities for growth.
¯ Longer term, design products that simplify and increase

relevance to new users.
Continue supporting new HW innovations with OS updates.

¯ Base Case assumption: 13.2% CAGR,
Pricing & product * Increase revenue per license by evangelizing NT benefits to broad
mix market. Aggressively drive NT in business & OEM.

¯ ....T.argeting NTW Mix for Business: 40% OEM & 59% FG.
FG/Upgrades        ¯ Increase revenue per installed base PC with EA and generate

exciting "must’have" upgrades with end-users.
¯ Introduce infrastructure for consumer annuity business.
¯ Targeting EA 3I% in LORG; no rev. for Home annuity included.

Microsoft Confidential 5
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Risks to Strategy

¯ Sub $1000 PC: Try to hold off OEM pressures at low end. Drive increased
demand in households

¯ Java. Use DHTML for down-level clients. Promote object model
interoperability and appropriate cross platform support.

¯ Thin clients. Deliver on benefits of Full client while reducing the costs of
deployment. Ensure customers deploy Hydra when thinking of thin
clients/"shared logic" solutions.

¯ Netscape wildcard. Drive web client share to critical mass by delivering a
compelling product to customers, vesting industry partners in our success
and establishing Windows as the de facto web development platform

¯ Annual releases. Planning for appropriate level of parallel efforts to keep
minor-major-minor schedule

Microsoft Confidential 6
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Business Update
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FY 98 Financial
Revenue $ Millions

FYgB H~                  !11 is Year Ago                FY98 Tobil Year
..... FYI)7 Mid Year Odg|nal

Ac~| Orlfllnal V~m~ce % Growth % V~r
Phm H1 F©recll~t Phm

OEM
WMgx $ 1,456 $ 1,342 $ 114 9% $1,042 $/~ 4II% $ 3,083 $ 2,761 $ 321 12%

Wln16, D~S $ 81 $ [~O $ (O) .10% $ 242 $ 101 $ 170 $ (69) -I1%

~ $ 14 $ 7 $ , 8...11..2,%. $ 10 St 4 !I 42% $ 24 $ 12 $ t2 107%

TotalOEM $ lr842 $.1=.716 $ t26    7% $I,351 $ 49t~ 36% $ 31907 $ 3~592 $ 315

Windows95 $ 27~ $ t75 $ $ 249 $ 30 !2% $ 512 91%

Windows98 ~ $ 0. $_ 10)-100% $ 0 | (0)-100% $ - -100%

Wlndows gx $ 279 $ 175 $ 104 59% $ 24g $ 30 12% $ 512 $ 420 $ 92 22%

[,~[W $ 229 $ 153 $ 76 49% $ 216 $ 13 6% $ 496 $ 285 $ 211 74%
Win16, DOS&Olher $ 32 $ 29 $ 2 8% $ 77 $ ~-59% $ 55 $ 50 $ 5 t0%

Mal~te~ar~>e $ ~22 $ 106 $ ~6 re% $ 89 $
(~(~)        37%

$ t77 $ 227 $ (50) -22%

ErgsrpriseAgm~ne~ts $    30 $ 43 $ (13J .31% $ - $ ~00% $ ~J8 $ 134 $ (3~) -27%

Tola;FG $ 692 $ 507 $ 185 37% $ 631 $ ~ 10% $ 1,33~ $ 1,116 $ 222 20%

¯ HI FY98 ahead of plan $312M 04%) due to stronger PC unit sales and Win32 FG licensing. On larger �o hit $5.2B
fo~ fiscal year, exceeding original plan by l 1%.

¯ No Windows 98 revenue included in P’Y98 MYR fore~ast 10ut we anticipat~ sell-in of appro~ $140M
¯ Revenue growth of $552M vs, 1H FY97 primarily from PC shipment g~owth ($334M) & mix shift to NTW in OEM

($157M). Win 16 Finished Goods business shifting to Win32 annuity business ($63M).

v,,-.
Soul’~e: M$-Sak*, OEM l:Im’ecflst & Prelim Y¢llo~v Book Microsoft Confidential 8
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IE Component Metrics
" .....

~,;:,--~-~-~ .............
~8~,o ~O/o

~l-~re of r’~w us~rs{w,~,v
Base on Version 4.0
.....

rUE, ,..~w~d~rl,; "_~p~_R-;_.N~I’~.. y_.. !~ly_

Win 32 shar~ will grow as market shifts away from Winl6

Mac share is low but Mac is only ]2% of market; going forward [E will b~ default with OS/hw shipments

Home sh~re is ahead due large number of AOL users

Work share is a.t’f~ted by:

- Delay in X-pI~tform ,~vaiIab~lity ~./lecting large accounts

- Lag between standardization and deploymenl in LORG & MORG

- Lower shaa"~ in IVIORGISORG scgn~nt ......
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FY98, Hi hli hts

Helped control NC growtl~
- ZAK & Net PC shippgd, I lydra in beta’, Established new GG TCO numbers.
- Not a single PC OEM has moved to the NC plallbrm, except IBM.
- Press have caught on "NC is dead".

IE winning
- Grew US share 1"1o111 19% to 44% over last !2 months (over 94% of AOL on 1E),
- Won all tE reviews in trade and business press
- Across the board partner support from ISPs/OEMs/many ISVs

$ Finally communicated the shift to NT.
NT = Business; 98 = Consumer

¯ Well executed PDC

~ Mtcrosoft Cot~dentiol I I
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FY98 Lowlights
¯ Developers

JAVA - - stealing platform mindshare
- No cle~ response to Java
- Lack developer excitement and vision COM 4- not yet filling hole

Cross-platform stumbles (e,g., IE Unix, COM, etc.)

Business
- Migration slower to NTW/4.0 than hoped, only 8.4% of current OEM run-rate

- Confusion over Window(98 v~e - ----~-------’~
Common impression ---~¢iffOows 95 with IE 4 - OEMs, Press, Analysts

Still need to improve relationship with Intel (confusion over management, NC, etc,)

¯ Product
Quality issues

- Products continue to be ton complicated (e.g., DLL hell)
- Residual impact of low quality in NT $P2

IE 4.0 quality
Uncoordinated OS component distribution

¯ Branding
- Confusion over thin client strategy

- Branding proliferation (e.g. Net PC, Direct X, Active Platform...)

Microsoft Confidential I2
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Other Key Feedback-Windows
¯ Top analysts biggest issues:

- Stop shipping OSRs or other types of dribbleware,

- Ship NT 5.0 as early as possible to avoid negative Y2K impact,

- MS is now forcing NTW 5.0 down customers lhroats, W98 still has very good corporate features.
Must do a ZAK (or equiv) for 98.

¯ Key press biggest issues:

- Stop shipping OSRs or other types of dribbleware.
- Win98 is a solid upgrade but may not be worth the usual $89

- Need to do a better job explaining desktop strategy.

- Seen as too aggressive and arrogant (against Netscape and toward DO J)

Key customer feedback:

- Y2K may delay OS deployment in CY99. :

- Upgrades are way too hard; need better to tools to automate.

- Products too complicated. Quality over features.

- NT 5.0 has very high expectations as a silver bullet OS.

¯ Key developer feedback:
- lnterop w/Corba and Unix

- Clarity on Java

- Migration to NT5, Ironwood, COM+, Win+ etc

Microsoft Confidential 13
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Other Key Feedback - IE
Top analysts and k~y press feedback:
- We’ve taken a technical/innovation leadership role in the browser space
- We’re perceived to be faster and full of unique solutions(Explorer bars)
- True web integration is a good first step
- Need to improve download size, working set and quality
- Too c~mplicated to install

¯ Key customer feedback:
- Sire-shipment of IE on all platforms (including admin tools)
- Too complex and expensive to suplx~rt
- Many customers see MS and his as parity products; no strong t~ason to switch
- Improve performance I working set
- ISPIOEMs and Corps like the customization abilities in the IE Administration Kit
- Synch deployment / management story with Windows (IEAK, ZAW, MMC)

Key developer feedback:
- We’re starting to get credit for strong standards support
- Consistent cross-platform development support (Mac IE to Win IE to Unix 1E)

.~,~ ,~ .~-’~
Write once; rtm on bolh Navigator and tE
Lag of development tools hurts our IE and standards initiatives

Microsoji Confidential 14
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Market Overview
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FY98 to FYO 1 CAGR of 13,2% anticipates slower shipment growth despite sub $1K PC phenomenon.
(note: FY95-F~f98 CAGR

64% of home PCs ship with 32rob+ in FY98, Only 22% of business machines are shipping with 64rob.
~4mb will still not be the primary ¢onfiguraXmn ia FY01,

¯ Lower RAM in the installed base may reduce upgrade potential
Only 29% of WW Hon~ I B has :=.32rob and only 10% of tmsiness Ill has 64M8 m F-Y91~

¯ Only 1/3 of worldwide IB in FY0! will have 64rob. Same for business.
L~ss Ihaa 5% oI’LORO B&B cuslom~s willing to add RAM to PCs due to cost (l~f-r to know what to troy now to avoid upgrading ha~dwa¢¢~

Microsoft Confufential            16
Soon: OEM PC
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...... US Reve.n.,ue by Segmen 
......... PC US~ i Annul~ Upgrade N~ FGUSFG

Install~ Revenue ¯ Coverage
Rate MixFY98     Revenue Ban     ~P .C, ... i    %

MORG $ 93,994 14,847

~~$ 6

2% 6% 39%

SORG $141 ,~1 22,529 $ 6 0% 6% 25%

~ademlc $ 17,~8 7,513 0% 2% 20%

Business $572,~4 63,112 ~ 2% 7% 36%

Home $ ~832 47,2~4 0% ~/o 2~ ~

Total U.S. $6.,037 110,407 = sl 3% 5% 30~

¯ Higher NTW mix & EAcoverage drives LORG significantly higher than
other segments in dollarsand growth

¯ Rev S/PC is very low in Home segment due to infrequency of upgrades

No~e:Anwalty = FA + ~laint
Nr’I’W FO mix excludes EA/’Msint.
Upgrade rate = # ofFG ~etl.thru licen~s/PC IB (excl"din~ MainL and

Sot~ee’ OF_.M Forecast, M$-Snl=s Microsoft Confidential 17
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The Sub $1000 PC
ml    ¯ llll

Growth of sub $1k PC market Projected mix of Sub $1k market

PC Dala Ouarterlv Rel-a

¯ The sub $1k PC market has grown
from 8% to 35% in 5 qua~ers.

¯ The retail ASP in US retail went
down 28%, from $I765 to $1270.

__~

¯Cross over ~int of high pric~ OS on a low price PC by FY0 I’
so.~:~D.,~ ¯ 25% in home. 50% in biz

..... ~-~ ........ ~ ........ Microsoft Confi~ntial 18
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Sub $1k PCs may grow the home market
US Households (HH) 3_~.~__~_of Xl! own a PC

~~y become candidates to replace orapprox 100 Miltion           I purch ad~l PC

t-- 6% ~ 1 PC that is hea~iy used

33%of l~N have no PC bul show Interest
~ ~f these HH may respond to low price

-- 8% Parents ’~ moderate Income (30K+) PC HH
-- 6% No kids, but use PC at work
-- 7% NO kids, no PC a! work. interested 33% 37%
-- 12% Parenls ’~� low income (<30K)

30%of HH are apathetic regarding
[.PCs and will not likely purchase

, ~ ~
¯ 43M US households are potential candidates to respond to sub $ I000 PC.

~ s~. ~.~st,~, N.]~o ,os.w F~, C~, Microsoft Confutential 19

MSSunII 000005002112



"Thin Client" Threat

¯ NC Competitive threat is waning somewhat
- Accounts like our TCOtmanageability story, are beta testing Hydra, and have seen NC flaws.
- We know of 24 accounts turned around, as well as 4 Losses (IBM Netstation terminals, heavily courted by

NC camp).
We know of 35 current NC threats, being tracked in MSNA, Europe & ICON (we have plans in place to
address appropriately).

¯ NC Market Forecasts
- Dataquest believes their 1997 forecast of 400k NCs is too high, aemal data available mid-Feb
- Even based on projections made at the peak of the NC hype, the NC represents only 1-3% market share.

¯ Hydra Server competitors slow in coming to market
- New Moon on Beta 8 with 30 accounts, RTM targeted for April/May
- Corel Remagen stilL in alpha state
- Epicon selling as Win32 applications deployment toot

¯ MS Competitive Response for Thin Clients (shared logic) solutions
- Positio~_W.~ndows-based Terminal as "thin client/shared logic" alternative
- Make l~ydr~ Functionali~rt of bITS
- Require"-N~r Licenses f6c~a~)~ multi-user NT Server access (MS or 3rd Party)

M~crosofl Confidential 20
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Desktop Product Plan

Microsoft Confidential 21
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Windows Desk_t,.o_p Development Goals

Increase revenue per unit
- Drive NT (higher revenue OS) mix by adding most compelling features

- Sub $10130 PC => value/usage segmentation (details next)

- Ensure Hydra is default choice when customers choose "Thin Client"
Price at same ~evel as NTW de,sktop

¯ Reduce platform delivery complexity and increase quality
- Move to NT code base after Win98 RTM

- Move OS releases to 12-month cycle

- Deliver regular Service Pack rele~es

- Central distribution of all OS components ~

¯ Deliver more compelling deveIopment platform
- API advancement: COM+, WIN+, integrated storage

- U! advancement: ease of use enhancements

¯ Create process for solving key technology challenges such as: I_,.e,.
Cachetreplication, integrated storage, programming model, forms

M~crosofl Confidential 22
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Desktop Product Segmentation in FYO0

* Single NT p~uct @ -$1~ * Devilment can f~us on * ~n¢our~g~s B’° ~i~s to ~k Win98;

p~e~ OS, ~th no eew # Keep NT prtce poin~val~ # Costome~ and O~s may still buy Win98
No change d~velo~ent a~vc Wi~ws 98 ~ u~ lo~r ~c=; Mow~ ~

* OEM ~ p~su~ ~uld force NT price
Io~r; little recurve to create
differenf~ed, higher-priced

# Singl~ p~duct @ -$70 for ) Simplest customer m~ssagiag-    0 May ~um~ n~ OEM
One NT fo~ all systmns oae.size-fit~-alt ~ Pomnually same tssues ~[~n
everyone

singl~ NT

~ N~’S~nda~"@-~[~ , B¢sts¢rategyag~nst         # C~xilyin~g~m~xth~
* ~lly-feM~ ~slem com~titiv¢ atla~ o~ low-~ ~s ~ S~a~ packa~

~ $ E~gcs 3d paRi~ to f¢~u~ hack

Usag~Value ) NT "Entry.Level" @ -$5~ NT 1. ~

seg~ntalion , Suh~tofSl~ndard; Ai~ as

~~                                    ) N¢~ti~¢~io~ overcap~i~y limits

~slc ~ u~, new PC

"~N" ~

Microsoft Confidential
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Windows Desktop Release Strategy

Move to annual OS releases beginning in FY00
- Minor-major-minor release cycle
- All releases date-driven: Q4FYxx (holiday cycle)

- Enable some p~rallel engineering efforts for releases
- All releases available through OEM and FG (no more OSRs)

¯ Deliver scheduled Service Packs starting with Win98 and NT5
- Build separate team to deliver regular NT Service Packs
- Service Packs will be kept small to avoid impact on annual releases

- Includes all NT variants (NTW, NTS, NTS/EE)

- Slipstreamed CD for OEMs to preinstall
- Service Pack updates available through all channels

Corporate customers can "overlay" Service P~ek files for clean inslatls (no upgrades)

¯ Centralize distribution of all OS components starting with Win98 and NT5
Delivery vehicle (including release to web) is always annual OS release or Service Pack;
assuring appropriate integration testing.

One key component in addressing "DLL helI" issues

Microsoft Confidential 24
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Windows Desktop Release Plan

¯ Focus on Win98 and NT5 in CY98
¯ Very limited Win98 Service Pack

- No additional development except bug fixes, IE component updates, and ~ small number of
features :

¯ NT "Asteroid" in Q4FY99 - Minor release
- Businesses: Point release to accelerate Ib~[’5 deployment (fixes, deployment tools)
- Consumer: Remove barriers for NT on high-end consumer systems ’

- Available through OEM and FG

¯ NT "NepTune" in Q4FY00 - Major release
Developers: Major programming infrastructure innovation/simplified API

- Win+, COM+, integrated storage inf~aslructure
- Drive to syne Tools and Office releases

- Businesses: NT5 enhancements (ZAW 2.0, DS 2.0)
- High-End: targeted at workstation users, 64bit support (NT64 may ship sooner based on

Merced timing)

Consumers: Significantly simplified end user experience

¯ NT "Triton" in Q4FY01 - Minor release
New hardware supporl for CY01 holiday

Microsoft Confidential 25

MSSunII 000005002119



Windows Desktop Product Roadmap
1998 1999 2000 2001

High-End .....
($2~00+) r~s [NepTune High-End ~riton mgh-En.d
Business and NT5 NT
Consum~ Asteroid NT NepTune NT Triton

¯~ ....................... Standart~ .....- ....Sth’fiithFff .....
Mid-range
($1000-$2500)
PCs, Business
m~d Consumer

Win98 __~_io9.8_    NT NepTune     .NT_Tdton .....

Low-end ($500-                              Entry-Level     Entry-Level
$1000) PCs
Business and
Consumer

Firsl clear Business mlgrallon Io Introduce new value-based Add minor r~lease to
direction for NT in progress; date- segmentation; all products NepTune user base;

_                   businem~ to NT driven Service Pack          NT.based          continue refining prod,,cts
for NT; NT64 based on PC capability

depBndettt on Merced

Microsoft Confidential 26
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............. IE Component Development Priorities

Make Windows the leading Web development platform
Developers use Windows as target platform for HTTP and HTML content

Continue making the Web an integral part of Windows
Improve Windows Web-client integration in four areas: ease of use,
upgrade/deployment, administration and developer platform

Deliver the universal information viewer
Enable users to view applications, publications, and personal
from any client, viewed best in Windows web client

Continue delivering leading-edge Web solutions
Support for industry standards, response to Netscape/Sun/others

Microsoft Confidential 27
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Java Competitive Priorities
Status:

Cross-platform client Java threat not materializing, but client is still vulnerable
Java losing to HTML+seript as low cost development solution

Fewe¢ than 1% of all web sile-~: use Java (Ihin HTML clients have much Itrwer switching
costs than Win32)

Java developers are not pure; ~50% using native APls (but lava AP1 ~et growing)

Major competitive threat is on the server with Enterprise Java Beans
Trying to become ihe middle-tier API for dewiopers to target; 45% of developers plan to develop with
F_~terprJse Java Beans wilhin next 12 mo~ths~

~ Promise is to unify legacy investments and bring them into new world
IBM, Oracle, Sun all strongly aligned around ~ffnterpri~ Java Beans

Product responses:
Use(D)HTML+script for down-level clients and promote Hydra as crass platform Windows
solution

- Continue to make Java a first-tier language for building Windows applications
- Combat Enterprise Java Beans by selling NT middle-tier services

- COM+ services and run time
- Evangelism of the major tool providers to t~rge! our middle-tier offerings

Determine level of cross-platform API support
First slop: COM support for other platfo~mx dneclty from Microsoft

Promote object model interoperabi[ity
Let ORB vendo~s write COM/CORBA bridges

,t~ao~ ~,,a. (us~. ~,~,~, t~a Microsoft Confidential 28
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How We Grow - Base Case
Key Assumptions                    Revenue Growth FY98 to FY01

O]q]]~
; Milliono

¯ PC Shipment growth slows to 13.2% CAGR [~:v. ~.~00 ~ ~’~’~ i

¯ OEM Win9x royalty $/unit drops to $47 in Pc ~.~ ~,.~n ~,~
(CAGR ~ 13.2%)

FY00 and to $42 in FY01 from low-price PC OEM Price ~roalon        (774)

¯ OEM NTW mix increases to 29% of total
shipments (approx 40% of business by FY01) o~ Mtx 8hUtto mw

(10% to 29% I~ FY01)
730

¯ Continued improvement in OEM piracy is o~M .,.~.on,~o. ~z ’
achieved (14% to t0% unlicensed in FY01)

Enterprise AIl~eeme~ts 239

¯ Enterprise Agreements reach 31% coverage in
LORG by FY01 (,~ ~o ~ ~n ~’o~)

Other 1
¯ FG Licensing shift toward NTW reaches 59%

(in Business) of mix by FYOI "roll=| n~.nt~ ~ontn ~,~o

>- Other = The additional revenue growth attributable to changing all
assumptions simultaneously vs individually (compo~.ding effect) FY01 Revenue $ 7,1174I

Microsoft Confidential 30
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Summary of Base Case Revenue
$ Millions

FY~,D1
FYgll FY97 FYgI~ I~rg~ FY00    FY01     FY~7 FYgB ~ FY00 FY01 C~R Gr~Zh

OEM
WIn18, POS&~her $ 1,~0 $ 441 $ 125 $ ~ -~ -7~ -71% -7~ -1~ -100% $ {125)

~-Ent~L~et $ - $ - $ - ~$-     733 $ .~ 0% ~ 0% 0% 2~% 0% $ ~,~4
~W, NT-Sm~rd $ 24 $ 219 $ ~ $ 1,245 $ 1,9~ $ 2,6~ ~B% 21~ 78% 5~ ~ ~% $ 1,~

TotalOEM $ 2,~7 $ 2,908 $ 3.~7 $ 4,657 $ 5.253 $ 5,781 39% ~% 1~ )14% i 1.854

FQ
Wlntr, 0OS&Qher $ t69 $ 91 $ ~ $ ~ $ 9 $ 0 ~. ~7% ~ -63% .g5% -~ $ {39:
WJnd~sgx $ 675 489 $ 512

~ ~51~
4~ $ 113 -2~ 5%~        -30% -75% ~0% = (399)

NT-EntW L~el $ $ $ - t41 $ 454 0% 0% 0% ~% ~ $ 454
NTW. NT-S~.=rd $ 170 $ 420 $ 4~ $ ~$ 7~ $ ~8 147% 18% 19% 14% 22% $ 412
Unix~-On $ $ $ =~$ 23 $ 0% ~ 31~ -t~ 0% $
Rusl&A~s $ 78 $ 34 $ 16 = 28 $ 16 $ 11 -~% ~3% ~ .44% -2~ 41% $ (5)
M~t~ance $ 107 $ 212 $ 1~ $ 108 $ t~ $ 72 gg% -1~ -~ ~ -28~ -28% $ [t~}
E~te~eA~s $ $ lg $ ~ $ 2~ ~ 4~ = ~ 0% 418% 1~ 6~ 36% 78% $ 457

Tot. FG $ 1,199 S 1,2~ $ 1,~ $ 1,735 $ 1,9. $ 2,113 6% 6% ~ t~ 9%: 1~ = 775

To~e~OS $ 3~06 , 4,174~, ~gl , 7,197~ ,7% 26% ~ 13% ~ 14~% , 2,6.

¯ Win9x revenue stream gradually replaced by bit by FY01, same as 95 & Win 3.x.
¯ Slower shipment growth and lower royalty S/pc drive down OEM growth rate
¯ Windows 98 & NTW 5 launches drive FY99 FG revenue growth

I o, ,Jo_,,kl
Microsoft Confidential 31
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Summary of Base Case Units

LIc~e QO0~ %Total Unlls

Wl~gx ~1,131 43,519 5~821 ~,7~ 55,~ 7,35B ~t~% 31% 14% -15% -87% 49% (49~02~ ~%

N~, ~la~d 243 1,BTB 5,759 13 72% 2~% 105% ~% 4~ ~4% 22~ 1% % tT%

~e 3,365 3,68a 2,40t 2~2 1,233 ~ tO% ~ -t~ ~0% -24~ -28% (l~) 19% ~ t~ 1~

t Corresponding shift in unit volume from Win9x to NT.

¯ OEM l/nit grow~ expected to slow during FYO0 & FYO1

¯ FG units surge in FY99 from Win98 & NTW5 launches, EA

Microsoft Confutential 32
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Summary of Base Case Rev S/Units
3YO Revenue S/Unit Summary

PYB~-OT
FYg6 FYg’/ FY~8 FY~ P/O0    F~01 FYg*/ FY91 FYgli FYgO FYOl CAQR Growlh

OPM

fii~15+DOS&Olher $ 38.64 $ 42.83 ~_~.~_�.-+--+-’===r~ ~ ,~.n.~n $ . lt% 2% -12% 4% "1~ -1~% $

~,~-Sta~ $ 99.32 $11S,B5 $10~.50 $ ~.~ $ ~.~ $ BO.~ 18% -11% -~3% ~ ~ -5% $

T~I~M $ ~,00 $ 522i $ 58.8i $ ~148 $ 56’~ ~ 55.78 21% 13% -1% -3% -2%
~-~

FG
W~16,00~&Othet $ 42.84 $ 42.~7 $ 43.~ $ 43,~ $ ~.gg $ 30.26 .2% ~ ~ ~ -30% -1~% $ (12.94)
Wl~o~ $ ~68 $ 7B.~ $ 85.~ $ 8830 ~ 87.22 $ ~ -1~ ~ ~ -t% -3~ ~ $ (0.53)
NT-EnlwLev~ $ $ $ $ $ ~,23 $ 84.56 0% ~ ~ ~ ~’: ~. $
NTW, NT~ta~rd $149,08 $13g.~ $141.~ $14~f6 $ l~.Sg $ 131.10 -8% 1% ~ -~ -5% ~

~d~ $ 33.01 ~ 32.~ $ ~,~ $ 31.~ $ ~.51 $ 27.16 -~% 4% ~% ~ 1~ -6% $ (5.29]
MB~ten~ $ 3174 $ ~7.57 $ 71.22 $ ~.97 $ ~.76 $ ~.77 BI% 24% -~% ~% -5% 3% $    5.55~
Ent~mriseAgreem~t= $ $ 49.~ $ 5222 $ ~.8~ $ ~.21 $ ~.49 ~ 5% 13% B% ~ 7% $ tt.27

T~alFG $ 67~14 $ 76.71 $ eT.~ $ 8B.I8 ~ ~.74 $ ~05 14% ~4% 1% 3% -2% 1% $

Te.,~,~t~pO, $ 4,49, 5781~, 64.37 , =.27~ 1,. 11% ,% -2% -. -1,. , (~,1)

Plan includes drop in OEM royalties which drives down ~unit (CAGR -2%) FY98to FY01.
~ drops from $54 to ~2. NTW drops from $1~ Io $~.

FG ~v S/license no growth despite shift to ~W:
Heavier mix towa~s ~te~ri~ Ag~emen~
N~: mix of VUPs ~ install~ baselarger grows

Microsoft Co~dential 33

MSSunII 000005002128



Major Levers for Stretch and
_                         Low-Growth

FY01 Assumption for Scenario +/- F"Y01
Low

Key Assumption Base Stretch    Growth Sensttlvlty Impact

PC Shipment Growth 13,2% 132.% ,:;;,~b,, ,~ .... 1% $150M

OEM NT-Entry Flev S/PC $42 "~: ’ ~~ ~

OEM NT-Standar~l Mix % 29% ~5.o~.�,0~,~.7 ,,~,~?,~u;,=~,,;~ 1% $50M

LORG Penetration 31%

FG NTW Mix {Business) 59% +~.’~ 9~’" =’ :i-~ 1% ~M

FY01 Revenue $7.9B $9.7B $6.9B
Change from Base Case +$1 ,SB ($1.0e)

¯ Stretch case shows how we can increase Base by $1.8B *without*
CAGR increase.
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Web-Viewing Share Model
U.S.

713% 67% High Case

I ’~ 62% Base Case

Low Case

40% Low Base High
FY01 Assumptions C~se Case Case

30% US Home mnxate ~ 70% 75%
U8 Home swilch delta 3% 5% 10%
US Bus ru~ rale 50% 60~ ~5%

20%       .~                                                        US Bus. swilchdet~a 3% ~% ¢0%

0%
FY96    FY97 Dec-97    FYg8    FY99    FY00    FY0!

¯ MS run rate on new internet connections: 70% in US Home: growing from 41-60% in Businesses
¯ Switching rate from NS to MS is 5%-points higher than MS to NS, slightly tess than today

i

Web growth assumed to be approx. 1 million new in ternet users pe)r-attb-~ /-..~ : .
Critical success factors: ISP, OEM, corp deployment, customer~tentio./n/)

- Data fl’om random digit dial calldowns; aeeuraer wilbia +1- 3.                 k’~tcr~$Oft Confidential         35
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Pla.tforms Headcount

requests~ co~r,~ o~

Platforms
~rallna Svst(~ms               3gD 28.3%       439    24,B%

additional heads i~                              o~
Total Open headcount at ~ ~s~, c~.~too ~
2/1/98 is 312.

~.~o~.~ ~’~
, os

~ Peck Team ~ ~ nm~
P&L assumes hiring only ~,~ ~. - ~

~ctor C~n 64
239 heads hired before

’~"~’T"
1’0 "1,1% 114

6/30/98 ~ ~.. .~., ~ ~ ~

Marketing ends 10 he~s
~_ ~ ~ ,.~ ~below approved and s~ys

flat through FY01.
~ ,z~ ~.~""~ ~

DRG assumes flat FY98 ~ ~
~rough FYO1. ~"~ ~

T~I Platforms ~6 30.~ 7~1 17.5%

.-
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3 Year Headcount Outlook - Base Case

Endn.l[ Ilcsd¢O~l~
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3 YR P&L Outlook (%) - Base Case
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Other Issues

¯ Windows Update
- First goal is to make it work (technically)

- BEC review 3/5

¯ Piracy
- Continued OEM reductions considered in plan.

- 14% to 10% of PC Shipments by FY01 = +$257M

- Windows product solution in Neptune period (end of
FY00/FY01)

_~ _v_.~: .,,,.,,,,,
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Desktop Summary

¯ The Windows business is fundamentally unchanged.
- 3 major drivers: CAGR, Price/Mix, Upgrading the installed base.

¯ Our strategy remains the same: encourage the market to
shift to NT with compelling features.
- Upside potential by leveraging NT is $2B+ from FY98 to FY01.

¯ We still have serious risks ahead to monitor carefully and
adjust our product & marketing plans as necessary.
- Maintaining annual release schedule. ~~,.’~
- Responding to JAVA momentum.!
- Ensuring the subS1000 PC doesn’t erode O!~.~I prices.
- Establishing Hydra as default thin client. ~l,u:-- ~’~

,
- Tracking Netscape.                  ~,,~lltA
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Finance - Appendix
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OEM Units Drilldown
FY~i; H;~ FY97 H2 F¥~; FI2 FY97 H2

~ MIX Mix

¯ Source: ~S-S~les & OF~ PC

Ww 7~,4b"2 80,4?5 IO,O’Z3 14% 106% 100% ~’,0%
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Microsoft OEM NTW Shipments by
Segment/Area (in k units)

i Q,397 t Q497 Q198 Q298
Multi-national I 386 I 576 1,074 1,211
Named ,        115.82 102 141
SB ,76,92 106 143
Total i I, 5.5.,7. 750 i 1.282 1L495

Multi-national __ 366 576 .I..,Q7.4 1,211
Norlh America 62 56 71 104
Europe 97 87 105 140
FE/ICON 32 3i 32 40
Total 557 750 1,282 1,495
Penetration % 3.9 5.5 7 8.2

¯ Mix of NTW in OEM channel has gone from approx. 1% of shipments in Q1 97 to over
8% Q2 98
° Over 80% of NTW shipments are from Multi-nationals - with most of this volume

~ ~ coming from Compaq, HP, SNI, Digital, Dell, IBM, Gateway

¯
~~
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Windows 95 Units x Price Level
P~oduct Family2 IWin95
Chann~ IF’G ¯ Source: MS-SaIe~

MS ~ales L.ieem~ [ FtS~=I Qu~m

Packed Product    Full Pkg Product           1,~7      1,~7       994       ~1       914       854
245        214        263        ~        217        214

P++kl+e~ Producl Sum
Licensing Sd~ 73 1~ 213        1~        238        2~

~n 77 1~ 205 216 216 261
MLP 77 51 48
O~er 2 ~ ~3 3t (~ 17

lJc~in¢ 5urn ~9 ~1 478 ~ 51 B 626
A~i~ Ma~nl 9 ~ 124 78 t 11 lgg

~n~rpHse Agmeme~ 0 O 0 17 ~ 155
Aan~ty Sum 9 ~ 124 95 1~ ~4

MS Sales L|c~se+ % Mix lFlece] Quartor
+Pricing Level3 IP+lcing ~m,2 I ~ n~-~ rY~-~ ~-~ FY~-91 ~q2
Packard Pmdu~ Full Pkg Plodu~ ~% 59% 5~& ~% 51% 42%

Acadsm~ 1~ 13% 14% 11% 12% t0%

Ll~n~g Sel~ 6% 8% 11% 14% 13% 14%
Ope~ 5%
MLP
Other 0% 2% 1% ~ ~ 1%

Lt~.~ 5~m 15% ~% 26% 38% ~ 31%
Annuay Malnt t% 6% 7% 6% ~ t0%

En~rprise A~ee~e~ -.~ 0% 0% 0% 1% t% 8%
Annuity ~m 1% 6% 7% 7% ~ 17%
~rand Total 1~% 1~% 1~%

Mkrosofl Co~Memial

MSSunII 000005002141



Pa~a~ Prod~ FuH Pkg Pr~ ~% ~% 8% ~ ~
Acad~lc t~ 1 ~ ~ ~ t t %

~k~ Product Sum 42% ~% 15% 15% ~
Lm~nsl~ Senti ~% 21% 31% ~% 27%

op~ 5% 5% P~ fl% 10%
MLP 6% 4% ~ 4% 4%
01her ~ 1% 5% 3% 1%        3%

Lic~mlngS~ 3~ 31% 4~ 39% 42% 41%

~ Ann~y Malnt 2~ 3~ 2~ 2~ ~%
E~lerpd~e A~ent ~ 0% ~ 19% 1 ~ 26%

~ Annult~ Sum 2~ 30% 3~ 46% ~% 44%
Gm~ To=I 10~ 1~ 1~ 1~% 1 ~ 1~%

~ Microsoft Conf!&ntiaf 45
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NTW VUPs vs New Users
Bum Dirge|on [P~qr’,~l, S,~ems

Ve~lon U~r~ ~2 27~ 3~ 2~ 23~ 2~

Vers~ U~r~s 37% 34% ~ 31% 29% ~
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PC Shipments FY96- FYO1

-
Source: OEM PC fo~cast Micr~r ConNdemi~ 48
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PC Shipments OS Mix FY97- FYO1

WI,~I.6. DOG & O~ 14 ~ 3.5% I.’[W* 0.R’% 0.0¶

lOl~owe.’P~S.98 ~1.1~ 70.6% 70.7% 59.1%

klT-B~Ic O.~A~ 0.0% 0.0%. 15.0%

To.~l 100.0% 1{X].0% 100.0% I00.0~ I

~ T~I ~,~ ~.~ ~ 92,]~ 1~

~ Sours: OEM PC forecast Microsoft ConfidemiM 49
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PC Installed Base FY96-FYO1
p"y~B F’y07 FYg8 ~ FYO(] FYO1    FY~-97 WI)7-~I I=Y~8-99 F~ FY(X~OI FY88-1) I

Ac~l.~r/c              5.42~ 11,4ot 7~T3 8,602 9,6~ 10.652 ~7.~k t7.4% 14~ 12,4% 102% 12.3%

Hor~ 38.1117 41.785 47~94 53, ~3;’ 58.948 64~ 14,|% |3.~% 124% 109% g(t% 10.8%

?o~ u S. I]8,731 gg,279 110.40;’ 12~.~ 134,673 146,207 ~3 3% 12.3% 1t 2% 9,B% I1 4% 9.8%

~.rop~. fl~i.ss~ 07,377 42~61 48,~1 E6,033 61.074 ~’,092 14g% 13.8% 12~% 110% 99% 11,1%

I~ 31.6~3 38.310 ~ ~.4~ ~4 ~,fi~ 21.~ i~,~ IB.B% 1~ 17~% 18.~

~
¯ Souse’, O~ PC Fo~e~t Micm~o~ Confidential 50
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Win95 FG licenses vs Win l60EM

.............. ~WIn16 OEM % WI~5 FG [ ......
~Wtn16 ~M UN;s (New) /

40,000,0~ ~__ WinS5 FG ~sea .... / ..........

lgM Win]6 P~ st41

Source: MS-SnI¢,% OE~ I~rccn~! & Prelim Yellow Book
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NTW Pricing Discussion

Current Situation:
- NTW-NTW Upgrade is relatively inexpensive ($I49-114)
- Win9x to NTW is expensive ($319-181)

I High price to Iry and shift installed base, attract i lydra customerS
Majority of customers are MORGs who are price sensilive at $149

Customers aren’t purchasing Upgrade Advantage (-5% of NTW revenue)
- Don’t see the value in paying MS annuity with long OS release cycles

- Using new PCs as maintenance since difficult/expensive to upgrade existing PC.s

Recommendation for discussion:
Simplify to 3 SKUs

- Standard
- Win9x Upgrade- $239-177
- NTW Upgrade (VUP)-$149*114

Phase out Upgrade Advantage
Focus customers on purchasing Eas, Require pre-installation of NTW on new machines with

Implications:
SKU Proliferation

- Pros: More shelf space in retail, ad&essing needs o[ installed base
- Cons: Need to clearly define Win9x vs. NTW Upgrade SKUs |o customers, SKU Mgmt

Microsoft Confidentfal 53
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NTW Pricing Discussion
¯ Pricing pIan being discussed attempts to make the move from Win95 to NTW 5 easier while not

hurting the value of EA.

It reduee~ Win95 to NTW price/u nit and rev./unit by approx. 25%. Retail and corp examples below-

Win95 to NTW Curr~nt Potentia! Differ~ne~
(D~sti prices)
Retail $-]~55 $191 :        -25%

se|~ct A (2k) $191 $146 -.24%

~ Conservative base case USFG units (excluding UA and EA) for NTW5 in the first 12 months is
approx, 2mm units.
- Assume 20% of units are from Win95 = 400k unit

- To be revenue neutral, Win95 to NTW 5 would need to increase by 100k for the first 12 months to 500k
USFG units.

~ Next ste~:
Full modeling and feedback from channel and customers

Is price the barrier? Is this ~n~ugh of a reduction?

Close on NTW 5 pricing before Hydra pricing goes to channel (March 15)
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Potential NTW5 Pricing
Standard Pricing (Retail) ERP Disti ¯ Open Pricing

FPPCD $319 $255 Version Upgrade $120 $102
FPP MLP $269 $217 ~x Upgrade $I96 $168_.~_._~

~ Wingx Upgrad~ CD ~--$239 $191-’-"--) Competitive Upgrade
"~----..3ifj.~x Upgrado MLP $209 $16_..~.f!~ Open A <~ $238 $202

VUP CD $149 $120 Open B ~oo) $230 $196
VUP MLP $129 $102 Open C 0K) $216 $t84

Academic Pricing (Education) Upgrade Advantage $180 $153

FPP CD $139 $97 ¯ Select Pricing (>lKdesklop,s)

Competitive~~wi.~. wow.
os~ ~,,) ~ Win9x UpgradeOpen A (2o~ -- $54 $44

Open B ~2~o) $50 $41 Select A ~g~ $232 $t91
Select (2g) $46 $38 Select B (sg) $213 $175

Upgrade Advantage Select C (2og) $195 $161
(2yt. Get curtcnt, slay cuaenl)

Open $62 $50 Select D (5OK) $181 $149

Select $53 $44 Upgrade Advantage $157 $129
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Current NTW4 Pricing

¯ Standard Pricing (Retail) ERP Disti ¯ Open Pricing (>I0-1K) _ERP Oisti

FPP CD $319 $255 Version Upgrade $ I20 $102

FPP MLP $269 $217 Competitive Upgrade

VUP CD $149 $120 Open A (zo) $238 $202

VUP MLP $129 $102 Open B ~oo) $230 $196

~ Academic Pricing (Education) Open C (~n) $216 $184

FPP CD $139 $97 Upgrade Advantage $180 $153

FPP MLP $69.95 $48 ¯ Select Pricing (>~K desktops)

Competitive Upgrade Version Upgrade $114 $94
(Wi.3x, WFW. WingS, OS/2) Competitive Upgrade

Open A ~2o) $54 $44 Select A (2K) $232 $191
Open B ~o) $50 $41 Select B (~K) $213 $175
Select ~ $46 $38 Select C ~20K) $195 $16t

Upgrade Advantage Select D (50K) $181 $149
(2yr. Get current, stay current)

Open $62 $50 Upgrade Advantage $157 $129

Select $53 $44
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Stretch Case - Revenue

3YO Revenue Summary

$ Millions

FYg~ F~97 FYI]B    FYGO FY00    FY01 F~g7 FYD8 FY99 FY0O FY01 GAGR Growlh

OEM
Win16, DOS&Other $ 1,050 $ 441 $ 125 $ 36 $ 8 $ .58% -72% -71% -76%-100~ -100% $ (1251
Wmdowsgx $ 1,013 $ 2,247 $ 3,083 $ 3,037 $ 2,763 $ 383 122% 37% -1% -9% -B6°,~ -50% $

NT-Ent~Leve[ $ $ $ $ $ 238 $ 2,318 0% 0% 0% 0% 874% 0% $ 2,318
NTW, NT-Slanda~d $ 24 $ 219 $ 700 $ t,814 $ 3,088 $ 4,62t 808% 219% t59% 70% 50% 88% $ 3,922
UnlxA~d~On $ $ $ $ 9 $ 17 $ 0% 0% 0% 81%-t00% 0% $

ToIalOEM $ 2,087 $ 2,908 $ 3.907 $ 4.897 $ 6,1t4 $ 7,322 39% 34% 25% ~5% 20% 23% $ 3,415

FG
W~nlg, OOS&~lher $ 169 $ 91 $ 39 $ 25 $ 9 $ 0 -46% -57% -37% -64% -95% -77% $ (39)
Wmdow~gx $ B75 489 $ 552 $ 651 $ 361 $ 42 -28% 5% 27% -45% -88% -57% $
NT-Enlry Level $ $ $ $ $ 117 $ 322 0% 0% OP/~ 0% 176% 0% $ 322
NTW. NT-Sta~dard $ 170 $ 420 $ 496 $ 667 $ 1,00g $ t,245 147% 18% 34% 51% 23% 36% $ 749
UnlxAdd-On $ $ $ $ 5 $ 25 $ 0% 0% 0% 366%-1(]0% 0% $
Pl~s~&Addon~ $ 78 $ 34 $ 1(~ $ 28 $ 15 $ 10 -56% -53% 72% -45% -31~ -13% $
Maintenance $ 107 $ ;~12 $ ~77 $ 10~ $ 100 $ 72 99% -16% -39% -B% -28% -26% $
En~erpriaeAgreemenls $ $    19 $ ~ $ 2.~0 $ 462 $ 695 0% 418% 15~% 84% 50=/o 92% $.. 59.8.

Tola~FG $ 1,199 $ 1,266 $ 1,338 $ 1,734 $ 2,09~] $ 2,386 6% 6% 30% 21% 14% 21% $ 1,049

Total DesktopOS $ 3,286 $ 4,174 ~ $ 6,631 $ B,212 ~ 27% 26% 26% 24% 18% 22.8% $ 4,464
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Stretch Case- Units

3YO Unit Summary

O~

NT-EnI~ L~el 4,575 44,580 0% ~ ~    ~ 874%

U~X A~n 127 2~ 0% ~

FG
Wl.l@.OO~ & Ol~er 3,~9 2.168 ~3 570 20B 1B 45% -58% .3~ -~ -S~ -74%

NTW. NT-St~ f,f~ 3,~2 ~.~00 4,502 7,1~ 9.1~ 163% 17% ~ 58% 2~

A~s 2,~4 1.044 4D4 887 876 ~ -5E% -~% ~ -24% -41%
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Stretch Case- Rev S/unit

3YO Revenue ~Unit Summary                                                             ’

FYg6 FY97    FY88    FY99 FYD0 FY01 FY97 FY98 FY~9 FY0q] FY01 CAGR Growth

OEM

Win16, DOS&O~her $ ,38+84 $ 4283 $ 43.69 $ 38.50 $ 40,00 $ 11% 2% -12% 4% -100~ -100% $ (43.69:
Wir~dows~~ $ 47,94 $ 51,64, $ 54.25 $ 52.00 $ 52.00 $ 5~..00 6% 5% -4% 0% 0~ -t% $ (2.25)
NT-EnI~/L~V~I $ $ $ $ $ 52.00 $ 52.00 0% 0% 0% 0% 0%! 0% $ 52.00
HTW, NT-Stao0ard $ 99.3;! $116.85 $103.50 $ 90,00 $ 90.00 $ 90.00 t6% -11% -13% 0% 0% .5% $ (13.50)
UnlxAdd-O~ $ $ $ $ 73,88 $ 67.07 ~; 0% 0% 0% -9% .100% 0% $

TotalOEM $ 43,00 $ 52.21 $ 5881 $ 6t.50 $ 6~.11 $ 7089 21% 13% 5% 8% 7% 6% $ 12,08

FG
W~16, DOS&Olh~r $ 42.84 $ 42.17 $ 43.20 $ 43.09 $ 43.00 $ 30.26 -2% 2% *05% 0% -30% -11% $ (12.94]
Wl~dows9x $ 95.68 $ 78.59 $ 95,35 $ 8~.31 $ 88.27 $ 78.66 -18% 9% :3% 0% -11% -3% $ {6.70]
NT-EnlryLevel $ $ $ $ $ 94.89 $ 87.19 0% 0% 0% 0% 3% 0% $ 87.19
NTW. WIr-Standatd $149.08 $139.9~ $ 141.63 $ 148.1t $ 142.D4 $ t35A9 .~,% 1% 5% -4% -5% -1% $

~ U~ixAdd-O. $ $ $ $149,O0 $ 149.00 $ 0% 0% 0% ~ -1D0% 0% $
Add ons $ 83.01 $ 32÷~4 $ 32,46 $ 31.06 $ 22.61 $ 26.15 -1% -t% -4% -28% 16% -7%
M~r~tenance $ 31.’74 $ 57.57 $ 71.22 $ 52.97 $ 80.75 $ 76.77 81% 24% -26% 82% -5% 3% $ 5.55
EnterprlsoAgrsemsnls $ $ 49.63 $ 52,22 $ 5982 $ 62,59 $ 63.10 0% 5% 13% 8% 1% 7% $ 10.88

Tol~IFQ $ 67.14 $ 76.71 $ &7.69 $ 88.10 $ 94.34 $ 82.57 14% 14% 1% 7% -2% 2% $ 4.88

Total Ossktop OS $ 49.49 $
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Low Growth Case - Revenue

3YO Revenue Summary

$ Millions

FY9~ FY97 FY98 FY99 FY00    FY01 FY97 FYB8 FY~9 FY00 FYOl CAGR Growlh

OEM

Win16, DO~&Oth~r $ 1,050 $ 44t $ 125 $ 36 $ 8 $ -5B% -72% -71% -7"P/o-1Q0% -100% $ 025)
Windowsgx $ 1,013 $ 2,247 $ 3,083 $ 3,584 $ 2,650 $ 286 122% 37°/= 16% -26% -89% -55% $ (2,7971
NT-I:nlrykevel $ $ $ $ $ 797 $ 2,910 0% 0% 0% 0% 265% 0% $ 2,910
NTW, NT-Stafldard $ 24 $ 219 $ 700 $ 907 $ L347 $ 1,749 808% 219% 30% 49% 30% 36% $ 1,049
UnixAdd-O~ $ $ $ - $ 6 $ t0 $ 0% 0% 0% 59%-100% 0% $

TolalOEM $ 2,087 $ ’2,908 ",~""3,907 $ 4,513 $ 4,812 $ 4,945 39% 34% 16% 7% 3% 8% $

Win16, DOS&Other $ 169 $ 91 $ 39 $ 26 $ 9 $ O -46% -57% -34% -66% -95% -77% $
Wlndows9x $ 675 489 $ 512 $ 652 $ 492 $ 107 =28% 5% 27=/= -24% -78% -41% $
NT-Enlry Level $ $ $ $ $ 132 $ 509 0% 0% 0% 0% 284% 0% $ 509
NTW, NT-Slandard $ 170 $ 420 $ 496 $ 661 $ 727 $ 763 147% 18% 33% 10% 5% 15% $ 268
Unix.Add-On $ $ $ $ 5 $ 19 $ 0% 0% 0% 257%-1OO% 0% $
Plusl&Addons $ 78 $ 34 $ 16 $ 28 $ 16 $ 10 -56% -53% 72% -42% -35% o14% $ (6)
Maintenance $ 107 $ 212 $ t77 $ "J08 $ 99 $ 72 99% -16% -39% -8% -2.8% -26% $
En|erpdseAgreeme~ts $ $ 19 $    98 $ 250 $ 491 $ 534 0% 418% 157% 60% 33% 76% $ 437

Totl~lFG $ 1,199 $ 1,26f~ $ 1,338 $ t,730 $ 1,896 $ 1,996 6% 6% 29% 10% 5% 1~% $ 65~

Toia~DesktopOS $ 3,286 $ 4,174 ~$ 6,243 $ 6,70~ ~ 27% 26% 19% 7% 3% 9.8% $ 1,697
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Low Growth Case- Units
3YO Unit Summary

FYg~ P’Yg~e I~Y08 FYgO PyO0 FYOT P’Yg~ FY98 FYgg, FYO0 FY01 CAOR O~Bwlll FYg(I FY97 FY98 FYO9 FY~)O FYOI

WIn’;B, DOS&Ol:her 97,113~ 10,303 2,856 924 2,03 -62% -72% -6~PA -78% .1(K3%. -100% (2,956’, S6% 18% 4% 1% ~

Wlndo~r.~ga: 21,151 43.519 56,,025 68,53~ 56.376 6.;EIO~ 106% 31% 2~% -’~B% -08% -51% (50.,O15’, 44’%, 78% 86% 86% 13;4%

NT-,ErllW Level 16.983 69.29~1 0% 0% G% 0% 300% 0% 1~,,296 0% 0% ~ 0% 19% 73%

U~ix Add-DR 64 110 Q% 0% 0% CPA, 0% 0% 0%, (1%

Tot~JOEM 4B~40 55,70c. 66.435 79,~01 ~6,820 96,530 15% 11;.% 2,~Y.. 11% 8% 1,3% 29.095 100% 100% 1(~% 1,00% 1~3% t00~

W~16, DOS & 01t~" 3,939 2,rl38 go3 60~ ;207 15 .45% .58% .34% 48% .g3% .74% (888) 22% 13% 6% :3% 1%

Windowag~: 7,059 6,220 5.997 7,38,6 s.S3g 1#.88 .12% -4% 23% -24% -77~ -40% (4,709.) 40% ~ ~ 38% 27% 13"/o

NT-Eptry Lev,~l 1.57’9 @.016 0% 0% 0% 0% 281% 0% O,L’)IO ~ 0% {]% 0% 7%

NTW.NT-Siandard ~1,143 3,CO~ 3.500 4.4’~3 5.~70 5,B89 163% 17~’~ 2~fl~;, IB% 12"~ 19"/. 2.38’~ 6% 18’% 23% 23,% 25.% 2~%

A,#J o~ 2,354 1,044 494 887 640, :;8~ .r~6% -83% 89% -:2 r’/.. -40~ - ~/., |105) ’13% 8% 3% ~:% 3% ’~%
Mal~tnnemce 3,365 3,(~8 2,4g! 2,,042 1.230 933 10’%. -~2% .19% -40% -2’4~ -2,8% (1,5501 19%. 2,2% 113.% 10% 0% 4%

Er~rlaeAOreemu.ls 3~0 t~809 4,257 6.442 8,3,92 0% 392% 128% ~1% 30"A 05% 6,523 0% 2% 12% 22% :30% 87%
Tot. F~l 17.;I]60 16.501 15,254 19,,70 .?.1.134 2:~,,,9 -8% -8% 21)% 7%. ~ 15% 7,666 1QO% 1,00% 100% 100% tO~%

~ 90,9?’1 1.,,S4 ~ 0% 1,% 99% 11% 8, 135Deek~op, OS
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Low Growth Case- Rev S/unit

3YO Revenue S/Unit Summary
FYgS-01

FY~6 FY97 FY98 FY~~ FY00 FY01 FY97 FYgB FYo9 Fy00 FY0t CAGR Gro~lh

WlnlG, DOS&Other $ 3864 $ 42.83 $ 43.69 $ 38.50 $ 40.00 $ 11% 2% -12% 4% -100% -100% $ (43.8g)
Windowsgx $ 47.94 $ 51.64 $ 54.25 $ 52.00 $ 47.00 $ 42.00 8% 5% -1% -10% *1t% -8% $ (12,25)
NT-EnlryLev~l $ $ $ $ $ 47.00 $ 420~ 0% 0% 0% 0% -’~|% 0% $ 42°(]0
NTW, NT-Slandard $ 99.32 $1"~6,85 $103.50 $ go.00 $ 90.00 $ 90.00 18% -11% -13% 0% 0% -5% $ (13,5U)
UnixAdd-On $ $ $ $ 08.76 $ 90.4t $ 0% 0% 0% -0% -100% 0% $

TOlalOEM $ 43.00 $ 52.21 $ 58.81 $ 56~09 ~ 54.30 $ 51.76 21% 13% "1% °4%

FG
WIn16. DO~&01P~r $ 42.84 $ 42.17 $ 43.20 $ 43.12 $ 42,99 $ 00.28 -2% 2% -95% 0% -30% -11% $ (12.94]
Wlndows~x $ 95.68 $ 78Z9 $ 85.35 $ 88.30 $ 87,33 $ 83.0t -18% 0% 3% -1% -5% -1% $ [2.34]
N’l--Er~tryLov~ $ $ $ $ $ 83.90 $ 84.62 0% 0% 0% 0% 1% 0% $ 84.62
NTW, NT-S~nda~d $149.08 $139.98 $141.63 $140.05 $ 137.02 $ 129~64 -6% 1% 5% -7% -6% -3% $ (12.00’,
Un/xAdd-On $ $ $ $149.00 $ 149.00 $ 0% 0% 0% 0% -I00% 0%
A~ons $ 33.01 $ 32~84 $ 32.46 $ 31.10 $ 24.76 $ L:>6.63 -t% .1% ,4% -20% 8% -6% $ (5,821
Mah~tenance $ 31.74 $ 5757 $ 71.22 $ 5Z.97 $ 80.8~ $ 70.84 6t% 24% -26% 53% ~5% 3% $ 5~62
EnterpdseAgrsements $ $ 49.63 $ 52.22 $ 58.82 $ 62.26 $ 63.68 0% 5% 13% 6% 2% 7% $ 11.47

To~a~FG $ 67.14 $ 76.71 $ 87.69 $ 87.06 $ 89~7~ $ 07.10 14% 14% 0% 2% -3% 0% $ (0,59)

,7.81~$ 62.8, $ 61.12~’1 17% 11% -2% -3% -4, -3.0% $Tolal Desk’top OS $49.495
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CYO0: Ent,r.y-Level -vs.- Standard
iC~paclty Memor,/ P&M 64 MB ArchlLect~al

¯ ~11 ~P[, ~J, cBrre~[ ~l~JV~r Pmces~o~ ~mhil~tmes x86
MP 8u~ No Yessupport identical ]n ~lh pr~ucts ~e~ H~a ~s 1 tnlamal & 1 r~o~ M~iple

¯ Standard contains fullest featu~ c~-~Dv~ 1 M~lple
,set, ¢onlp¢]ling [o most customers M~onllor ~ Yes

flexibility and richness for                ,-’;’. ’ ~

- Compatibdity; focus on God.linty O$YS C~nt S~ooa ~ns~ No
newer applications to ~duce PK s~mily Yes

¯ OEM Pricing: Nat P~as ’~PtlP Yo~ Yes

- Sta~ard -$100, Enlry Level-$50 D~P Yes Y~
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Windows 98
Over~le~ Features
~ Exciting upgrade for consumers a~d ~nc~men~al upgmd~~i~lificatio~

fo~ ~siness~s ~at cannot deploy ~. ¯ Advanced plug and pla~
¯ Provides eom~]ling ease-of~u~ and ~liability eapaMlities̄ Advaa~d power manage~nt

for consumers, as welt as sup~rt ~or the la~st hm~wa~.~ Muttl-monltor
H~w manag¢ability ~d depioymont t~ls ~ke it an ¯ FAT32 enhance~nt~ and eon~rt~
i~lemen~al upgrade For businesses that c~not go to NTW.¯ i~ component int,gmlion

Market ¯ Code download manager

¯ Consume~, osp~ially thos~ pu~hasing r~nt h~Mwaro Manageabili~
~ Main~nance Wi~

~ Busi~sses ~ith harrie~ to ~ploying NIW � Bmch
Propositlom: ¯ Sysmm Information Utilitg
~ Consume~: Works ~tler, plays better ¯ System ~le Checker

¯ Co~o~dons: Works better, sup~rts ~tter Com~HbHi~ ~dInfrast~cture

¯ IsVs: Ta~ advantage of ~w gonerati~ hardwme ¯ 1394

¯ IHVs: Sells better, supports ~lter ¯ DVD
ExternM Dates @ USB
¯ RTM - Q4FY98 ¯ WDM
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Windows NT Workstation 5.0
Overview Feature~

¯ Combines the best of distributed computing wilh tt tightly Simplification

managed. Low TCO environment. ~ Advanced plug and play

¯ Premier desklop OS for businesses and organizations. ~ Advanced power m~nagement

Superset of key Win98 features; enhanced reliability, ~ Simplified networking and printing UI

sectuity, and performance; and mttustry-leading Manageability

manageability with lntelliMirror technology. $ NTI~S 5.0
~ Ditectory services client

- Tightly integrated with NTSS.0 - DFS
- Firs! true optimi:,ed client-server operating envlmnmen! ¯ Kerberos 5

Market                                                ¯ IntelliMirrodZAW
-All businesses, e~peciatIy LORG~ and MORGs               - Client-side caching

- Microsoft ln~allation ServicesPropositions:
- Remote boottSIS¯ Consumers: blot key a~dience - Roaming profiles

$ Corporatiotqs: Better leliability, manageability, security Compatibility and Infrastructure
performance ¯ Bro~der driver support

¯ ISVs: Best way into corporate customers ¯ TAP! 3.0
¯ IHVs: Premier business desktop ¯ ACPI

External Dates ¯ Di~ectX6 - first NT version
, Hydra client

¯ RTM: 2QFY99 ¯ ATM
¯ RC: (Beta2+90days) ~ IrDA
¯ Beta 2:4QFY98 ¯ USB
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Windows NT "Asteroid"
Overview Features
¯ D~tc-driven Service Pack for NT5 ¯ Hot fixes for key N’r5 deployment issues

¯ ". I" reIcase that a~eleratcs upgra~ to NT5 ¯ Add new h~dwa~e su~ort ~d features as r~ady
¯ Sel~liv¢ HW fcalu~ that encourage OEMs to pro- ¯ R~ach parity wi~h Win98

instal[ NT # ~w-risk hll CY99 hardware
¯ Close~ &iver p~y wit~ Win98 *lntvl Camino chip-set
¯ Avoid slgnifi~nt Windows 98 Se~ic¢ Pack (~R) ¯ Minimal impact to NT NepTune schedule

Marke~ ¯ Latest IEcomponeats
¯A[I businesses, esp~ia[[y LORGs and MORGs; iacr~sing

ap~aI to consumers
gxternai Dates
¯ Q4FY99
Packaging:
~ OEM: Shpstream; su~orts cle~ install on new maehi~s

(vi~ OPK)
¯ FO: One CD

additional uaattend~ ~b~t requi~d when upg~ding
aon-~W5 systems

~ Corporate: Overlay S~rvi~ Pack files o~r ~[ea~ OS
fil~ for ct~n
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Windows NT "NepTune"
Overview Yeatures - Slandard

¯ Major ~hifl in programming infrast~’acture Simplific~ion

¯ NT5 enhancements (ZAW, DS, ~-bit suppo~) ~ Simplified Out of Box Experience

¯ First ~ ~Jease compiling fo~ consume~ ~ Consumer and business p~naliiies

~ New packaging ~gmentai[on b~ed on value ~ Integrated help, e~or ~ssages and t~ubl~hooting
- ~lang~r6 is Ih~ most com~llmg pl~fo~m fi~r ~ll bmi~s~ a~d ¯ Euha~cd home netwo~ing

m~t consumc~ while Bnl~-L¢~[ p~vid~ sub~t of Slandn~
cap~bflflios aimed ~t now a~ ~i~ ~ us~, a~d [or 2~d £C~, ¯ Enhanced imaging sup~t for digital photography

Marke[ Ma~ geabili~

~ Stan~d: General busin~s, coasa~x and work at homes~ IntelliMirmr ~nhan~ment~W 2.0

~ Emff-~vel: Basic ~nsumers only, new PC users Compatibtli~ & lnfr~t~cture

~ High-End: Technical workstation u~rs ¯ Ne~ hw su~fl (p~ia~ lisi~ n~ iaelu~ in Asteroid)
U$B/13~ c~m~n~alion

~ Con~me~: Simplified experien~; ~wer of ~F; choi~ - ot~ o~Hv r~u~s~s
e Co~orations: Continuing ma~ge~ilily innovations ~ Pmgr~ming mo~[ im~vemenl#simplification

¯ ISVs: Po~edul. easier new p~mmJng m~¢[ wi~: ~w win~w mgmt

~ IHVa: Latest hardware sup~rt; easier d~ploym~nt - ~h~ COM+
Inmgm~ s~mBeinf~uctu~

Exte~al Dat~ - H~w g~phms API~ ~ on ~ahre~it work
$ RT~: 4QFY~ (All) ~ Di~cto~ Service Client v 2.0

~ Investigate
~ Anti-piracy featu~s
~ lPv6
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Windows NT "NepTune
Features. Entry-Level
4, Identical driver, API, DDI support as Standard
@ Subset of Stmtdm’d in the [ollowing areas:

¯ Capacity
4~Memory, p~oeesso~s, devices

¯ Features and service~
¯ No corporate dep|oymem & admin infrastructure and

t~ols
~’No ZAW fealures
¯Limited security services (no K~rberos 5)

4, C~nn~ctivity
~Subseriber-based networking onty
4~Designec[ for non LAN environment

¯ Compatibi|ky
¯ Limiled subsystems such as Win32 and Win 16-only

Features. High-End
¯. 64-bit wrsion of NT
~ True 64-bit VLM
,t, Unlimited multiprocessor
4, Advanced volume management
¯ Integrated UNIX inlegration services
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Windows NT "Triton"
Overview Features. Standard

¯ Minor releasetnpdate to NT NepTune S~mpl~cation

¯ Date-driven to support new hardwat~ ¯ Incremental shell improvements, particularly for consumers

Market (new generation UI not delivered until next major bit l~lease)

¯ Standard: General business, consumers and work at homesManageability

¯ Entry-Level:Basiccon~umersonly, newPCusers ¯ lntelliMirror/ZAW2.0enhancements

¯ High-End: Technleal workstation users Compatibility and Infraslr~cture

External Dates ¯ Integrated storage enhanc~n~nts

¯ RTM: 4QFY0I (All) ¯ Support for new hardware

Features. Entry-Level

¯ Subset of Standard

Features - High-End
Enhanced NT64 capabilities
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"Solar Coaster" (Unix Services for NT)
Overview Features
* Makes it easier to deploy NT desktops into a UNIX ¯ Phas~ 1

environment. - NPS Client
- Add-on product for integrating ittto existing UNIX - t~ stayer

networks. - TeII~:I Server

- Goat is to ucoe[e~ate momentum for NT desktops by - Td,~t Cli~nl

removing deployment barriers. - bit to UNIX passwo~ syne
- UNIX bt~ (Script conversion from UNIX~

- Microsoft valu~ add is to do tight integration and easy - WSH PERL engine.
upgrade path - WSH Korn SI~II Seril~s

Market ¯ Phase I!
¯ Technical workstation users with Unix in|eroperability - QFEt only

needs. ¯ Phas~ llI
Dates - SVR5 com~tible print
~ P~ I - NT4 Add~n: 2QPY99 - C S~ll a~ WSH engi~ f~rip~
@ Ph~ II - NT5 Add-on: +30 ~ days NT5 R~ - 101Wlndo~ ~i~

@ Pha~ IlI- Post ~5 S¢~i~ Pack Add-on: Q4FY99 ~ ISP ~ov~oning
RSH Serif

~ NepTune: lnteg~ted inlo High-End Edition - R ulilili~s (R~EC, RL~IN, ~d so
~op~ pricing: - ~m.ll~
e FG: $149 - C~ dial-up session {dial-up i*lnet)
e OEM: $49 - ~H ~p~rt in~ra~ into

~ UNIX to ~ M,vaflon t~l f~ Uter~Oroup$
UNIX to ~ Mt~.tio~ tool f~ N~
~o-way ~wor~u=r =count
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PLUS!
Overview Features for Whulows98

¯ More fun and features from your new OS. ¯ McAfee Viruscan and Webscanx with 6 months of engine

-PLUS! 98: Add-on "attach" product to Windows 98.         and signature file updates.
Goat is to maximize revenue wilh low amount of work.̄ Enhau~ements to Windows Maintenance Wizard
Mixture of ralionaI and fun features. $39.95 product at̄ Zip Folders
retail. ¯ i0-15 Active Themes

-PLUS! for NTW 5.0: Port of PLUS[ 98 to NTW 5.0 Picture It Express
Market                                                ¯ Deluxe CD Player
¯ Primarily endaisers buying in lhe retail channel ¯ Golf 4.0 (9 holes) - tbd
External Dates ¯ Lose Your Marbles - Segasot’t
¯ RTM: ¯ Spider Solitaire

-PLUS 98! Sire ship wilh Windows 98 Features for Windows NTW $
-PLUS! for NTW 5,0, Sire ship wi|h NTW 5,0 ¯ Sam~ feature set at PLUS[ 98 is plann,~d

Microsoft Confidential 75

MSSunII 000005002173



Internet E.x_plorer 5, Components
Overview Feslure.~

¯ Improved p~rformanee. Enhanced end u~r publishing via¯ Web Plalform
Office 9. - Robustness, performance, fit and finish

Market - TCO
¯ Primarily lntern~t und lntranct end-users in businesses and - 1B li~ (6MB ~w~d), JIT instil ~f ccn~n~s

ho~s - ~at cl~nt with Offic~ 9
External Dates = offi~-style t~i~r~; ~tDAV

¯ RTM - QIFY99 - Pl~fo~ for lin~ of business applications
- XM~ X-~gs

¯ Uni~rsal
- ~blis~ng

- ~ ~nd ~, ediling Ol

- Ho~ pag~ integration
- Sti~ cs~oring

Window~eb
- ~v,mge OS ~ices
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Internet Explorer 6 Co ,m,.ponents
Overview Features

¯ Look for synergistic unificati~a with Windows * Web Platform

$ Stay competitive with olher technologies - True integration of DAV

¯ Strive Io meet NepTune release - Oflline support, XML store

Market - Partial updates to data

¯ Primarily Internet and Intranet end-users in businesses and - Auto-degrade to ItTML 3.2 (leverage server, tools)
homes ¯ Universal Viewer

External Dates - L~s~ 10% of publishing
¯ RTM - Q4FY00 - Ptinlia8, C8S :,tlribut~s

- Mega-server roaming
- Roaming favnriles anti cookies

- Secure kiosk access
- Auto corporate roaming

Windows/Web
- Leverage OS services
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"Chrome"
Overview: Features

¯ High-end b~owser add-on to Windows. Exploits high-    ¯ Cheats bandwidth with local ~aching
end PCs Exploits DirectX architecture. - Persistent data - i~xtur~s, plug-ins, P.-[~CCtml vldl~o

Market: ¯ Integrates media players
¯ Hom~ enthusiasts with high-end PCs (PID53, 64MB,           - ASP, ASX, VOD, RAM, RA

DVD) A~/’[, MPEO. WAV, SblD, AU. M~di, QuickTim~

Dales: ¯ XML support

e 4QFY98 ¯ DVD support
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Embedded NT
hnp~la. NT4-based Post NT$-based

Overview Overview
¯ Et~ables use of NTS as the embedded OS for hard,rare¯ This release will broaden market segment focus to

vendors in Communicalions (routers and switches) telecommunications, retail point of sale systems and
and Office Automation (printeis, FAX, copiers), manufacturing

Dales: Dales:

¯ 2QFY99 ¯ 2QF¥00
Key Features Key Features

¯ System configuration tool to generate target systems̄ Hard run*time enforcement of target OS/App configuration
based on required [unclionality To allow additional factoring of features, licensing

¯ Application profiling tools for component dependency and price
and ~esource utilization analysis - Target systems are to be "certified" by channel to he

¯ Headless operalion - runs without keyboard, mouse or complianl with licensing terms
display) - Advanced remote adminlsffation and configuration

¯ Diskless operation management of deeply embedded systems

- Read-Only med~a bootstrap - Improved factoring of the OS for minimal footprint
- Accelerated boot process systems

- Automatic crash recove~
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System Re,.,,.,,.quirements.. (with Apps)

Minimum Op!lma|

General Packaging CPU RAM CPU RAM
Ship Date

Windows 95 1995 386DX 4 486 t6

’~indows 98 1998 48fi-66 16 Pentium 32

NTW4 1996 486-25 16 Pentium 64

NTW5" t998 Penlium 32 PII 64

Asteroid* 1999 Same as NTW5 (plus Fall 99 hardware)

NepTune., ’ ...... 2000 Entry-Level’~’’ Pentlum 32 PII 64
Standard* Pentlum 64 Pli 12~’
High-End* PII 64 PII 128
Running Merced 128? Merced 256?
NT64* Alpha Alpha

Tdlon 2001 Enlry-Level* . PII 32 IA-32 64
S|andar~" Ptl 64 IA-32 128

-- ~= Hi~h-End* PII 64 tA-32 128
Running Merce5 t 28? MerceEI 256?
NT64* Alpha Alpha

r~~ ~
* Expected system requirements. Not known until later ]n development process and hardware availabilily.
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.... Desk_t,,op OS Y2,K Product Status
Y2K compliance definition completed:
- Stores and calculates dates consistent with a ,l-digit format throughout its operational range.
- Allows the user to enter a 2-digit short cut for the year, the product recognizes the year

consistent with a 4-digit format.
Allows the user to enter a 2.,-digit shoa cut for the year, the user can override a 2-digit short cut
by entering all 4 digits of the year.

- Properly executes leap year calculations.
- Does not use special values for dates within its operational range for data.
- The p~duct will internally recognize dates more than 35 years beyond the year 2000.

Currently determining compliance of key Windows products
Products being tested (completed late February)

- MS-DOS: V3.31 ~nd higher
- Windows 3.1 and higher
- WindowsNT 3.51 and higher

Make support decision based on engineering and strategic requirements
Establishing programs to help customers make transition
- Proactively targeting customers to replace dated infrastructure with Microsoft solutions
- EBC briefings, Microsoft Product Compliance Guide, Web-based Year 200~ Resource

Center,software patches as necessary (based on testing)
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Java Market Overview
Win32 penetration in the developer segment increased to 90% from81% compared to last year
Only 8% of application developers believe that they will use Java during the next 12 months
compared to 15% six months before T~¢hnology used for developing

¯ Java usage by web developers is slowly increasing from 8% Executable Ob ects
to 13%

It 86% of all Java developers are developing on Win32 comparedij., I 76+    73++    m+
to 23% on Unix ~ I

¯ Perception is that OLF_/ActiveX/Com is losing ground s+~e:

to Java and Java Enterprise Beans in the future Developer Harmed Oh ect Model llsa
Win32 Penetration Wlh~ n ~.m,

dec-96 nov-96 /’n~v-~7 ~ OH?/AefiveYJO3MNe|

Wln32Develope.rs 61% 81% ~+~ ~__+/
OLd’ ~, ~.~, z~,

[~ I~ ~ ~M 24% 2~ 2~

~o ~ ~’+- ~e ~veloper Metr~ (U~ Nmvem~t. I~ ~te~e Java ~ans

Usage of Java by ap~icafion develo~ ~
~" ~ve~ Me4ri~U~ ~v~, 1997
De~lo~r Object M~el ~a

~v.~    ~r-~    au~.~

Usage of Java by web develope~

~ Develuper Me~s (~ Nevem~r, 1997 Me~de~Novem~r,1997
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Windows 98 Launch

Upgrade 5% of the Win98 capable WW installed base within 12 months
- Get 30%+ attach with new generation peripherals
- Must RTM by end of May to ensure W98 is on 80% of the fall consumer PC lines WW

¯ Position Win98 as an exciting upgrade for consumers, and a smart upgrade for businesses
that cannot go to NT.

Move creative emphasis for Win98 to CONSUMER, as NTW moves over even sto~ emphasis on
BUSINESS.

¯ Prepare the market and customers for a late June launch and a major fall promotion by
educating 250K IEUs on the benefits of upgrading to Win 98.

Consumer Preview (n=100k); PC User Group Tour/MS Entwine (15-20k); Reviewers Tours, channel
training.
Drive a March "Win98 Marketing Day" for 500 OEMs. tHVs, tSVs, & Reselters

¯ Launch event linked with roll-out of Microsoft Technology TrainlTruck convoy (if
funded)

Univers-1 Studios and Rosie O’Donnell fallback options
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Windows 98
Consumer Messaging

"Works better, Plays better"

Works better Plays better

’Tune in’         Internet     Entertainment      ’Time out’

’Tune up’                                       ’Plug in’
Quality     Accessories
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Works better, Plays better: Benefits map
Works better Plays, better

Easier to use and
connect High-performance

graphics for games
lnternet Complete Internet

Integration w/cable access Full-length movies with Entertainment
surround sound on DVD

Dynamic, more com-
prehensive help&support Immersive sound and

video

Faster and more Easier to add and re-
capacity move add-on devices (USB,

1394)Quality
More reliable with fewer Easier to find out what is Accessories
support calls playing on TV

Increased productivity Interactive Shows enriched

w/multiple monitors with on-screen graphics and
videos
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NTW 5.0 Pre-Launch
Lay the foundation to grow NTW to a $2B business,
- Bnsure top 20 OEMs ship NTW5 as default OS on their basiness line wtin 90 days of launch
- Drtve aggressive pricing and licensing pmgram~ to ~hift the plaffo~ to NTW 5.0

~epare our Field ~d Channel to drive c~stomers Sm the evaluation process
"Why~ Move to N~5 (Apr-May~
(/unm) T~ch~ical ~io~s Br{¢[in~s

~rln~ aM VAP Technicn~ Bzie/]n~, Tech-Fusion, T¢ch-~ [Beta l, 2, RTM)
AT~ 2-day ~5 "Train the T~ain~" cl~ (Beln ~R~)

S~CS Swap, Akl{~, T~h Briefings, O{o~ S~m~t,

P~par~ our Customers to ~valuate ~d deploy p~or ~ launch
Wi~-~a~ (I M)Cor~rate P~iew
Corporate-bared Wi~w= NT 5.0 Migrati~ ~am (B~Ia 2)

W~ows Technical Wo~o~ ~es
Wi~ws ~ 5.0 Depl~ent C~[eren~s (M~h, Su~, Feb)

Agg~ssive Upgrade Advanlagc ~ofi~ to I~k Win9x cu~lomers into ~ 5.0

Develop a complete and off.five set of deployment guid~in~ a~ t~ls
"~t Rely ~r N~" V~ificat~ T~[s (~ and S~) (Beta 2)
~pld D~oy~nt ~og~m (20 ~ums

S~u~ured ~vatualion Gu~s (=hippinS wilh the CPP)

~p]oymeat Guide ~d M=gml~on Took (Be~ 2-~TM)

~O and Business Justification T~An~Dt Studie= (Bcla 2-R~)

3 Year _n,_;_,1_n~_,_,_
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Desktop Press

_ "~998wi~betheyearthatseesthedeath~then~ti~nthataNCcanrep~aceaPC.~-Netw~rkW~r~d~1/~9/98

"Is Microsoft putting NC’s in terminal condition?" - Investors Business Daily, I2/16/97

¯ Windows 98
"The bottom line is if NT is not o, your road map, then Windows 98 certainly should be." - Window Sources,
1/98

"Microsoft Corp.’s Windows 98 is shaping up as a good upgrade." - PC Week, lit)8

¯ Windows NTW 4.0/5.0

"One West Coast-based telecommunications company has made the decision to jump a huge base of Window~
3.1 desktop users directly to Windows NT 4.0 by mid- 1998." - InfoWorld, 1/5/98

"Youql have to take stock of your own work environment, but unle,s you require backward compatibility for
DOS and Windows 3.x applications, you owe it to yourself to give NT 5.0 serious consideration." - Windows

"Windows 98 wilt also serve as a prelude to features coming in Microsoft% Windows NT 5.0 operating
system, giving both users and hardware vendors an opportunity to iron out compatibility issues and get u~ed to
the interface," - Information Week Labs, 1/12/98
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NC Attack Strategy $2, FY98
¯ Win the PR battle. Expose the NC as Dead.

- In March, conduct press & analyst "NC is Dead" Tour to coincide with I-World, LA
- From February-June deliver monthly Windows TCO stories for PR and case studies lbr field use. Deliver to

customers through online delivery channels and microsoft.corn
- Proactively go after and promote TCO wins with ’big name’ customers, key industry influencing bodies & ISV’s
- Leverage OEM & Panner successes.

¯ Continue to arm the WW field to compete effectively
- Frequent refresh of competitive NC content on winmarketing/nc
- Expand NC Champs Program to International subs (February)
- Starting Februapy, provide NC Competitive Tools on IBM NetStation & Sun JavaStation including Technical

Reviews, Market Bulletins, Competitive Updates, and Presentations
Maintain NC SQUAD as primary field response mechanism

Continue to monitor, track and combat the NC threat world-wide
- Field Tours to South East Asia (April) and Europe (May) to visit threatened accounts, educate subs & generate PR
- Maintain direct focus on tier 1 & ECU Strategic customer threats
- Implement monthly conference cult series with NC Champs for intelligence gathering & update
- Continue to Track/Attend meetings of NC related standards groups

I ,...;......
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Gartner Group TCO Numbers

well-managed PC has the lowest overall TCO.

Scenario 1: Terminal Replacement

Win95 j~,~s~ition ~I N~tP~z~i~E
B~s~ .............~4~° ........i-~ ii.~i~,~;i. .....

Scenario 2: Productivity PC running 8 applications

] [ ~ed~r~nal [ [

Source: Garmer Gro~, "rCO: Uew rechnotogi~~f~gt~t’, mtt
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PC v NC: Overall TCO
II II I I Iilll IIlll Ill

Single purpose
Multi-purpose PC running eight applications | Terminal running

.~ i.,one applicatio~n

~r _. .... ’ "" "
100% ’ ~ ~l oo~! I I 99% I

79% _ 78"A
75°~

- 63’/o
66% - 65%

one
_ app _

0~/°- Windows Windows Windows ZAK Windows Net ~ !    NC / ZAK

~
3.1 95 NT 4.0 App~ation based Windows JavaStationTas~tation

T~rmin~ NT 5.0
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.... New Garm,,,er Group ,T,,C,, O Model
~nnual Costs by WIN 3.1 W~ 95 WIN NT

Category.... lg’I$. 0 ZAKA ZAKE

De s kto.p_ Ca. p.im i $2,076 $2,376 $2,376 --$1,877 $2,111$2,12~" $1,490 $1,465

Teclmical Support $i,1~3 $1,089 $1,086 $808 $837 ’ $9~ ~ .~79’3 $877

Adlninistmtion ~69 $954 _$954., = $_412,’==-_$_~_~_.[i)_.__$_4_~_8..-..i~_~4~.~4" ~43~i

EncJ user operatiohs SZ~,lg6 $3,453 ,, $,3,7173 $2,262 $2,108 $2,262 $1,561 $f,564

Desktop annual costs $8,394 $7,872 $7,589 $5,359 $5,49Z $5,821 $4,2,79 $4,34:Z

Network Capita[ $573 $585 .....$585 = $868 $624 $606 $686 $617
Network Technical Support $663 $544 $671 ~687 ’- ~i " ~$~,~2 .... ~94 $6~g

Network Administratio,- $30~ $~6t $3~5 " i~0i ’

NetworkEnd User ~,8 $680 $7~)8 "

Network am~ual costs ....... $2,~393 $2,111 $2,280 $2,433 $2,041$2,049 $2,268 $2,12.8.

¯ total Costs 1510,786[’. ~,983$9,869I $7,792I $7,53:~’*$7,8";’01 $6,547! ~6,469

~’~Cl~ange ~wgs.ase)I 7% [. Base -1% I -22% [ -25% a. mo,_.l -34% l -35%

Total Costs is total cost of ownership per user per year. Lower is better.
% Reductions (W95 Base) is the % reduction in TCO from Win95, loosely managed - the base. Higher is better
Win NT and Win 95 are NTW version 4.0 and Win95 respectively, both loosely managed.
NetPC ZAK A is NTW 4.0 or Win95 running on a NetPC in ZAK "AppStation mode"
NC-S is "Multi-user NT" a.k.a. "Hydra" running with 8 applications,
NelPC!NT 5.0 is Windows NTWS.0 running on a NetPC in a well managed environment.
NC-C is an NC/JavaStation running a single llne of business application.
NelPC/ZAK E is NTW 4.0 or Windows 95 running on a NetPC in ZAK "TaskStation mode"
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Old Garmer Group TCO Analysis
Annual Costs by Category    Win95 WinNT NC      Citrlx NeIPC/

NT5

~’kt0P.Capitat $1,850 $1,959 $980 $1,015 $1,733

T.e~hniC~!~s~u~PlP°d i .......... $1,066 $9~2 ,~87~) .... $859 $9:70
;Adminstration $945 - $945 ....$44~ ....$46~ ..... $422

iDesklop Annual Costs $7,344 $7,070 $4,089 $4,553 $5,198
!Network Capital $682! $682 $689 $882 $664

!Network Administration $552 $578 $230 $310 $406
"Network End Use~’ $568 $476 -- $~. ....... $39~! - $434
"Network Annual Costs - $2,440 $2,661 ...... $1,922 $2,222 $2,071
Total Annual Costs .... $9,784 $9,731 $~,010 $6,775 $7,269
.% Reductions (Win95 Base) 1% 39% 31% 26%
’.Comparing worst case "loosely manag’ed" Windows to, by definition, ti ;htly managed NC

B̄urdens all cases with costs of 100 MB bandwidth to desktop
Āssumes a high user to server ratio and low cost server for NCs (200 to 1 @ $24K)

oDoesn..’.t, include all data..for...NetPC/NT 5
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NC Press_Audit, Feb 98_
The press is looking for something to report
- Any thin client win is an NC win
- "Wins" are often recycled, and are usually vague commitments to

buy, not actual implementations

Few stories cite measurable savings results
Sun frequently dinged for shipping delays
Oracle’s commitment is being questioned
IBM receives the bulk of the positive coverage
- Many wins are actually "WBT" wins - ie. General Accident
- Although they usually replace terminals, the articles rarely highlight

that fact
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Account Status
¯ We’ve identified 24 accounts where we’ve successfully defeated an NC push, u~ing field & corp resources

- Accounts like our TCO/manageability story

- WBT/Hydra is a more realistic thin client solution
~ We know of 4 losses, all terminals, all heavily courted NC poster children.

IBM claims to have sold 50k to 300 US accounts, up to IO0k worldwide
* We know of above 35 current NC threats, being tracked in MSNA, Europe & ICON (we have plans in place to

address appropriately). _ ............
---~-- h~ al~t all c-ffs~s~ th~ NC i~b~n~too~t at as a terminal replacement, not a PC replacement.

~ Market Forecasts
- Dataquest believes their 1997 forecast of 400k NCs is too high, actual data available mid-Feb
- Even based on projections made at the ,eak of the NC hype, the NC represents only i-3% market share

19971 i9~J8 "i~99 2000 2001

re.[mlnals (not’W!nd°wp app capab!e) NIAI ~585 -- 465 38"~ .... 2~4

WBT and WInapp capable NC wA~ 713 1,354 2,210    3,343

Nc 400, 888 ......~,i~b~ ..... 2,~ "
Te~mlnal (including Wint~rm) 2.600 1 ~31432 2,867 2,353

1997~ 1~8 1~9 2~     ~01
~ ~ 48.221~ ~, 618 62,06~ 70,~ 7~,791
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,,,,,,,, Update, o_n S ipping NC’s

IBM 100 Discontinued lOOk Woddwl~ $.__ 723 NCD_.Ware No .......
Netslatlon 300 Yes across ell models $ 749 NCD Ware 1.0,2
Netslation 1000 Yes " $ 899 ~D W~r~ ,1.0.2

Oracle NC in a box (2 NCs Yes >1oK (not In¢l $ 4,295 NCOS 1.1.2
+ 1 server) RGA TV NO’s)

Sun JavaSlatior~ Delayed to (~ >10k (incl. Betas) $ 799 JavaOS TBD

!Neoware ~Work Series Yes 4;~"ac~oss all $ 649~2200 netOS I Not
models Spe~lfte~

....... Neostali~n ~40 -- Y~s ..... $700-900 netOS Not
Specitied| .........

NCD Exp!ora Series Yes 63K across atl $895-1700 NCD Ware Not
models _.

HM~ Discontinued Not Available ~3D Ware Not
Specified

Aranex ICS Yes >Sk $ 700.00 UNIX based JDK 1.1
Tektronix NC200 Yes 70k $ 1,400.00 UNIX based Not

.... Specified
Affinity Visera ~ ~ Yes >Sk $ 8981~0" herOS , Not

i Speolfled

’ "
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Corel Office for Abandoned Shifting to server based Java apps. Focus on Java and NC’s was
Java development ol ~fl~tad-ih-CH financials - loss-of $66.9M.

product.
Oracle HatTrick Abandoned After spending $30M on development, Ihey dropped Ihe projecl in

devetopment of favor of licensing StarOffice.
product. .-

~ooper & Peters Product never C~mpany acquired by Microsoft. ......
EveOl~ener . shipped.
ll~MfL-otu$ eSuite Begins shipping in Althot=gh app claims to be 100% Pure Java, they am developing

Mid-Feb lot IBM versions for the OraclelNCI NC and lhe Sun JavaStation.
Netslafion,

Appltx Anywhere Has been Shipping Browser based app supplles a word processor, spreadshsel with
for almosl a year, no business graphics, e-mail, H’rML author and data access tool. All
significant processing done at server, Ut displayed st client. $?.95/client,
deployments. $4995/server. Requires 10mb per user en server, 8mb off clienl.

StarOfflce =- NC version Started I Afso will be bundling with Sun Ultra Wotkstallons. It includes WP,
shipping wt Oracle spreadsheet, e-mail, presentallon graphics, news, charting and
NC software in the graphics apps that follow a distn’buted emhitecture and are divided
fall. between the clienl and sewer. Requires only 300kb al client.

Inergy Currently Allows machines withoul a hard disk thai is connected Io the Irtternel
WebDesk20O0 downloadable off the to use their applications. It conlalns a word processor, Web-site

web. development tool, and e-mail client. Subscriptio~ is
$4.95/monthfservice and yo~ atso ge~ storage space on their
servers. Will be bundled with Sony’s Internal "IV box.
hllp;#www.i~lergy.c on’V

Microsoft Conjqdential
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Com,,,,petitor Mktg Activities
¯ Oracle

$1.3M ’Revolution’ ad during Super Bowl rated in bottom 10 of all Super
Bowl ads :

- Plan to continue ’Revolution’ campaign thru 1HCY98 to build awareness of
Oracle as the enabler of network computing

¯ IBM
In Mid-Atlantic district they have a regional VP whose charter is to work
directly with CIO’s to start NC pilots

Offering free, unsupported eval units

- Reports of deep discounts on NC devices internationally
- Potential is there for NC + ICA license to still be cheaper than WBT because they

will make the money up on the server & services

¯ Sun
- No recent ads, but expect big push at JavaOne when we believe they will

begin shipping JavaStations in volume.
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Why IBM will lead the NC market

¯ They are the only vendor to date to ship an NC in volume.
¯ There are ~8M 3270 and 5250 terminals to replace.
¯ Strong account relationships.
¯ Have the money to invest in OS, tools, applications, and marketing.
¯ NC’s are a potential loss leader for their server & services business.
¯ Taking leadership role in setting NC standards

¯ Lack of execution by Sun and Oracle

¯ Recommendations
- Supported Hydra betas to all IBM NC threats
- Wooing accounts willing to do NC negative PR
- Focus on competing against the Netstation

- Terminal Replacement solutions whitepaper - combined effort of Hydra,
SNA, Proxy, and Windows teams

- Internal technical review paper & customer ready rnkt bulletin
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Account Status - Losses

We are not losing based on technology.
We are losing to politics, terminal replacements, and        ~
large resource investments by our competitors

Sample of Losses

C-qX 15k [°erminels al CSX There were e|gnttkmnt resources tnveeled in the accouni by Sun to
3Ok Bt CSX cuelomers develop Java based solution celled TWSNet. John Andrews, CSX CIO,
1M in t~anspodalion has spurned numerous MS altempM, including calls wllh 8teveb, Io
industry,. I:~ecome more Invohte~

American ~-~gle 1500 potential lerminsl F-_xtsll.g inves~nent In IBM techno|ogy arid negative politics clue to AbIR’s
replacemenls lastings aboul Expedie, Case study sl
(20 --tOO replaced to datel htlnu’/www.oc,ibm,~omfnetworkslatlon/case/eaols,hlml

General Accident (UK} 400D terminal IBM owns ihe de.center/IT Operations for ~,A ~ the outsoume agsrtt
re~.cernents In CY98 These devices ~(e reelec~ terminals.

~ldeW~ (UK) 2000 Isrminats Have a long-standing and YeW solid IBM rolatlonshlp, which excludes M~
from Just aboul everywhere. This resulted in IBM solely bei~g cons~ared
to replace these terminals.
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Hydra - Appendix
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Windows-based Terminal Server
Brings ~he Windows experience to desktops that can’t run Windows

¯ Low cost, easy to use, flexible terminal upgrade solution
¯ Easy access to 32-bit Windows applications for legacy

desktops
¯ Extends the Windows family Server elusler

Server

WorkstatloF
Desktop

PC
Portables

~ iNet PC I
Windows-:

based i ..... ’ .......................
terminal ! .........

~ Handhel~ ~ : ...... ""
PC : |]__.J~ll ~ .....

~ Microsoft Confident~l 1
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Key Hydra Usage Scenarios

¯ Terminal Replacement (Fastenal)
- At most 10-15% of total market
- Primarily Retail POS (MOLP/Select Deals)

~ Non-Windows Platforms (Mac/UNIX) (Boeing)
- 2-3 year problem

¯ Winl6 (Woolworth)
- 2-3 year problem

¯ Win32 (Texaco Star)
- Centralized LOB access may go away with increased bandwidth

and migration to DNA

, Win32 N to N-1 Opportunity
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Hydra_Pricing Discussion

Hydra Clients
- Desktops require NTW License & NTS F&P CAL

- Licenses acquired through normal channels
- Issue: No Select NTW for MacAJnix/WBTs

Hydra Server
- Hydra Server for NTS 4.0 packaged as special version of

NTS 4.0

- Hydra Server for NTS 5.0 delivered as part of NTS 5.0
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Hy_dra Clie..nt Prt, l, cing Proposal

NTW 4 $ $ 40 40 $ 22
NTW3,51 $ 149 $ 114 $ 40 ~ 22 ~ 189 : 136
Win 95/Win3.X/WBT ; $ 319 $ 181 $ 40

2~ 359
203

Mac/Unix/NO i$ 319 $ 181 $ 40 $ $ 359 $ 203

¯ Assumes Win95/Win3.x/WBT clients pay FPP Retail NTW
and Select NTW CUP
¯ Assumes MAC/UNIX clients qualify for Select NTW CUP
¯ Server (NTS) pricing not included
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Dumb Terminal Research

¯ 50% of MORGs have Dumb Terminals
- Avg of 85 Dumb Terminals per org.

¯ Most common Terminal apps include:
- A~eounling/finance 67~

- ~la~ 42%

- H~ Re~u~
Wind Pressing 17%

63% of MORG IT managers are considering replacing Dumb
Terminals with new techndogy ~thin ~e next year

- Two thirds would consider ~placing terminus wi~ ~ntium based PCs
- One ~i~ would consider wptac~g with NCs
- One in ten would consider replacing with ~yeled 2861386/486s
- 2% would consider ~placing with in~anet web bas~ te~inals

- Only 16% of MORGs are testing, building or deploying Java
applications
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IE Component - Appendix
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..... !,,E Component Short Term Ob_iectives
Objectives & tactics through June

IE"Needfor Speed?’ Campaign to end users
- l million switchers in top 80 ISP accounts
- 500k new users and switchers in ~ ia~geted OEM account.s
- 500k web-based oldcrs and downloads; possible direct l~int campaign

Corporate Deployment push - 400k New & 270K switch in $2
- IE S(rike Team - deployment planning & ~mph~n~ntation in IF_, stend~rdizcd accounts - 370
- MORG/SORG swi(chers 2001( ISP program
- MORG - Inlranet Now seminars - value focusec[ TSBs w~lh OCU-1O0k

OE Share - Achieve 15% of dialup market(excluding AOL)
- 40% attach rate to switcher program

ISP ince.tives, On-line ads to IE4 users, and ICP mail partnerships

Maintain the position of leadership
- Influence reviews/news through Communicator 5.0 Launch

- Position Communicator as playing catch-up - poor attempt to copy IF_A
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Netscape Co_m..p.e.. titive

Com~nunicator Windows
G~t en~anced f!.rctiona~iry ~Uho~t hav~r~g a c~tly .~r~e ~ Upgrade~ to W.~o~ g~es .~ers ~h~ b¢~t #~ternet e~erlence

In.met is an integr~ part of Windows
Diminish need for OS upgrades - ~][~r highest q~lity product in lerms o~
- Aurora - ~[er organiz~ion and ~arching performance, ease of us~

than Windows ¯ Driw for I¢adership in share
Main~in dominant sha~ via f~¢ massive Maintain 70% of ran ram with ISPIOEM;
distribution ~ket to switc~rs
- Revenue from ups¢ll sewers and sewic¢ - ~move batri¢~ ~o adoption
- Win ISPstOEM ~h~u Iib¢¢al branding X-phtf~

/licensing ~licies maximize potential For May ~d ~o lib~ali~ bra~iag ~licies
Net~nter ~ovido ~ supporL technical & ~rketing

Minimize Microsoft influence on lntemet ¯ Evangelize Windows as internet development
slandards platfo~
- F~e source code, Gemini - Tri~nt, DH~L, ~ripfing
- Win suppolx o[ [SV~ev community - ~tl~ t~ls & suppoa

Com~nentiZat~n I~ISVs &
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Netscape_ C. .o. .mpetitive

Communicator 5fot beta, O2 f~a~) Internet Explorer 4 Component ,,.
¯ Performance, Stability, Security and ¯ MSFT leader of the industry i’

Privacy ¯ Announce 50% share !! ¯
¯ Development Plattorm ¯ Technically supedor

¯ componentizatton targeted at ISVs and      ¯ Communicator 5 a copy of IE4
corps, component

° Gemini HTML rendering and editing ¯ Explorer bars
conlrol Io compete with Tddent. ¯ IE4 offers the key technologies today

¯ Improved searching (hd, intranet, ¯ Componentlzation etc. delivered in IE4
internet) and ability to organize today
information, via Aurora. ¯ NSCP is too late, industry momentum is

° TCO (roaming user, Mission Control, towards IE
etc.) Internet Explorer 5 Component

¯ Integration with server products (content ¯ Superior performance, speed & stability,
regret, performance, security, application
mgrnl, development environment) searching, integration
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Additional Research/Market Data -
Appendix
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Sub $1000 PC- OEM Findings
Sub $1000 consumer segment is here to stay

OEMs believe further market segmentation will occur with sub $799 and $599
categories

- Warranty and support costs become key cost inhibitor for success in category

¯ Expect higher % of sub $1000 business PCs to appear in CY98
- Compaq expected to take leadership position
- Expect 10-15% of business PCs to be sub $1000 soon

¯ Key Microsoft implications
- Expect further pressure from OEMs on royalties
- Support and warranty costs become greater issues

- OEMs demanding a more controlled, less complicated OS to remove or radically reduce
support calls
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..... PC Retail Growth by Pricepoint

PC Data Quaderly Retail Sales vs Same Quarter-
Year Prior

300 0%                                                                                                                                                      "

1 ~,0%
1 ~
~ o%

0~0%

..........................................

¯ Overall US retail m~ket w~ healey in July-D~ 97 comp~ed
to year prior.
L̄~gest grow~ by [~ is in ~e cheap PCs
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