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Key points to make
«Innovatien part of step function te drive needed volumne

+«M5 1s the only one wha cares about Windows-centriaty

*To rally mdustry around needed bold Inpovation, we need to message roadmap *much™ sarier

“Whils ODMs are a design aggregation point, we would prefer they not become a licensing aggregation point

+0EMs play a different role than i the past - they now consist of channel partners and ather PC brands and fulfill the role of customer touch rather than that of the platform mnovator, however,
technical engagement Is still required to create needed puli to ODMs.

sDrive innovation for PC churn/markat expansion/penedration

Investments in quabty such as OCA increase Windows value propositien to partners, end users

‘Invest m bald inncvation to surf Inflections

«After market should not be an after thought. In conjunction with innovation we need to address aftermarket/incremental revenue streams in product development process

“Make for frictionless Windows integration, increasing Windors criticality

Qperating Margin chart

Compag: O.M. as reported by Compaq for s Access Business Group (commerclal and consumer PCs, workstations, and handhelds)

Dell: OM for ¢ lal 2rd ¢ deskiops, portables and workstations

HP* Figures reparted by HP for its personal and embedded systems group

IBM: 1BR estimates for [BM's PC business. we have removed the printing business from IBM's petsonal systems and printing group figures

Forward vertical integration
Smallar CDMs are going direct to end users i targeted regions llke Talwan, larger ODME don't want to compete directly with thelr customers

Current turnkey or “no touch” ODMs: Wistron, Campal, Quanta, ECS

Proj (o]
CCA crash fixes tracking at 26% (goal 339 by 5P1}
From COCA crashes datermined Dell was still shipping old nvidia image, causing 70k blue scresns a month; working with Dell to fix

i
On track for covered OEMs
~Compenentization of the 05 for ease of image creabon, szl and distribubon
~Imagability of the 05 (both enline and offline configuration} for creation, modification, and testing of the image
+Full scriptabikty of the manufacturability toals sue compieta with an SDK (Incl WInPE, Storage mgr, and updated scripting tool WSH)
*Total 0§ hardware independence (1 image for all models)
+Reduction in the number of required SKU's/Images (HE/PRO L ttches, Languages becomne optional comp ts and hardy dependence goes away with HAL PnP)

Additional les of a much ded CPK imp! 1t
«Automatc download of the latest QFEs which are seamiessly integrated into the preinstall process
Potentially have web "offers” that the OEM can Integrate nto the preinstall fram 3rd parties as well

Security/data market programs suggestions
anti-virus packs

+Palladium-related services

»cross firewall management sz2rvices

Heme netwariong

sUpsel of remote management

«Management SW

«Physical needs {note that LH will make the OS networking aspect transparent)

“Damand marketing to push to high touch environments ke Gateway stores, Best Buy ete.

Two ways to address [P Peoling.
L.Participate in ndustry peal where everyone pays to enter and then per unk cost. Not a good solution for Windows integration, but reasonable for a plus pack format. OEM channel would need to
be set up to address integrabion cof pack offenngs.

2 We create tha pool, offar TTM advantage, fes to enter for noh-participants

Plaintiff's Exhibit
7378

Comes V. Microsoft
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SOFTWARE DEVELOPERS

Situation Analysis FY '03 Strategy & Big Bets
» Lack of new investment in Windows client code * 8hort Term
- No killer Windows XP apps/solutions - Targeted eflots arund Tablet and eHome

- Continuing wf NET FX evangelism
- Enharcements to Windows Catalog
- 15V portal close the quality feedback ioop

- Corporate trend away from chent code
* Trending te “dumb clients”™ 1s slowing/raversing

» Competitors in rich client space growing « Longhom Plan
- Macromedia Flash, Java - LH AP1 18 100% managed code (exposad)
= Linclaar adoption trajectory - Cohesive strategy built on NET to leapfrog competition
» Continued decling of retail SW, enterprise client reinvgoraie client development
deployments - Meed to attack both technology and business madel

1550eS for ISV market

- Hardware acceleration requires quantum eap in IHY
investment and stability

- Growing from Corp/ALCB to ISV and Web Apps

Taxonomy Next Steps
+ Events

Pre 1SV Corp Web Content | Games - LH AFI Owners Offsrie May 2%24 (brada)
D & Ent - LH API Design preview end-September {lennp)
) e —— —— prve— - PDC 1n April ‘03 {wicgchariesf)
s | nron, symasrec, | Babers | bm CNat Ehtruny « Risks
S|t o ::: Vs, - Align CLR drops with major LH dates {encr)
& Google Dissay - Ahgn storage integration/deliverables grven recent
ay | Smow sem Comp T WEbMD, Ganar, rea-ganization/refocus (peels)
& Retors. 485 i | Soim | Dowoser, - Set strong date/priority message acroas teams (mall}

T, @ = Investments not beng made
- New Win32 or Tndent work
NICROSOFT CONFIDENTIAL &/asa003 FOR INTERNAL USE ON1Y 3

Top 3 takeaways for bpr

1. Work in short term is minimal and not about new api‘s — more about
marketing/positioning. Even w/tablet and ehome, these are niche efforts
for small segment of developers.

2. Longhorn API effort is all about managed code exposure. This creates
conflict w/the “legacy” teams such as office, who want an unmanaged
(exposed) solution, and solutions for issues like management/delivery
for unmanaged code as well.

3. The CLR focus must move from LOB/Corp to also include Pro-ISV (ms
internal as well as external consumer ISV) - this is a change and a
challenge

31
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NETWORKING & INFRASTRUCTURE

Situation Analysis
Always-on wireless and broadband networkin

Paradigm shift to wide band wireless packet data

Con'r‘lgf'gvlty bampered by complexty, security, address
®

sl g
Dptcal technology leadig to clglglal::lt networking

Broadband deploymant stalle
due to cost and lack of compelling scenatios

Home networks still very difficult

IM pervasive

IP hecoming signaling backbone - Carviers shifting to YoIP

PZP applications spreading fast
Enterprise Conferencing growing rapldly

locked by lack of demand

Blg Bets

Secure and-to-and transparent communications
—Authenticated, authonzed, private and tamper proof
commumcations between windows systems
W ;cgsm“ent Dit, P¥s & IPv6 1n end systems, Solve FW traversal
e
- Always-on Nomadic (Wi-F, WAN, eredwd;wumng Roaming,
-ocaticn, QoS, Power Management, soft Wi-F1
- Manitor & stnsurl_atﬁ Wi-Fi Potspobs averywheres Public, Guest

an
~ Establish Windows 35 the nfrastructure platiorm for RTC
- Enable pressnce-basad multi-patty rmylti-modal data conf
—Telephony integration us. P
-~ [ mpr audic/vides qualil

Ease nf::e and dl;?no!:ic enhancements

calls and enhance Lser satisfaction by

n%;l directec, actonable feedback to the user

Aopendre 107-108 .l

~ Smpify Broadban loyrment; Pankess internet conmect:
e g‘hgmg I the m?neep i
Key Ecosystem Metrics 5 ; g E E
Secure end-to-end transparent communications 1 Risks/Issues
wasy to et fo-and sacun Frewai/NAT X[ x[x|x
,gm; e o who « Blockad scenarios dus to no ciean shert term firewall
«Got ackptior of MS (Fent technalogras TS Wit DEW %1% X traversal sption
« Dowirlevel platform support to drive adoption of new
m’m anablad for dusi-band Wi, %X B e ativas. i
«30% of e deploving VI-F ose 02 1X ] I R vt oL o S
o Wi-F/WAN affermiy carmer crbnen X|X|x|x 4 i
2 trom £ il i Wiral ', Networking saca of use, diagnostics
= stion and Collaborati » Wi-Fi HotSpot efforts fr.
=Every FC ships with usalsies ricmphone 8 opaond! comera <X « Lotus SameT e, WebEx reach critical maas bafore MSFT 13
= Evary PC can hava 3 phome purmber; x X compstitive
% of colld appe. usa Windows RTC/FRPAPE X
Ease of use and diagnestic enhancamenis Ecosystem Investigation
+Radce devica relatad ODN ssiies by S0% XK = Dring Enhanced distributed Service Provisioning on MSFT
+Elrrnata PSS calls it ICS 8 e shanng sopanor XINPX X platforms
*Windows (uagnases B0% of netvork nelyed [Bieres XjRjX|X
MICROSOFT CONFIDENTIAL E/18/2003 Ot INTERNAL USE DRLY 2
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DIGITAL MEDIA ECOSYSTEM

Overall objective = Maka Windews the most valuabla pl

distribwting and

Appendcix  £10-111 .

+ Dehver cartent seamlessly aooss devices ™
+ Content managerrent, echbeg ard creaton FC strengthsicore compmtenos

far creating,

Ecosystom Partnars: Content, Infrastructury, I3¥/IHY and Corsemer Elclronics

iigital media

= Capitalize o0 our Iead posiion in DRM

- Delver best DRM for enterleinment content and serices

« Secure portable media

Format Reach

= Engage deeply with consumer slectrorics manufacturers

= Consumer awareness vs atematves (MP3 ete )

Intaroparabllity

- PC-dnven home networking standards

* DRM bricge 1o lagacy condtionai access systens

Pollcy & Standards

« Warldwide Windows-fnendly nghts language (XrML 2 0)

+ Warldwide Windows—Tnendy meda production intercharge &
authonng (AAF, SMPTE-DDE-2)

Key ecoaystem devers — DRM, Fonmak Adopbion, perability, Pelcy & dard
QOpportunities Chall
DRM DRM

+ No DRM innevaion urttl Longhom for enertainment content

~ Expensive to sustain/defend relsased DRM tachnolagies

« |H Baties

Farmat Reach

+ Entenchad and emergng standards (MPEG-2, MP3 MPEG-4)
« ABM pervades wireless telco camer community
Intaroparabilty

« CAclosed gardens extend 1o homne nets

* Closed CE ecosystems (e.g Sory)

Policy & Standards

+ Techrcal & ndustry mandates {DVB-MHP, Holings, MPEG-4;
+ Home mediametwork inhibitors (4G, 5C, DVD-CCA, BPDG |

Format Reach

£/18/2007

Lepend

Cortent/Crestion
Distribalion

SonsumplionManzge mant

FOR INTERNAL USE OMLY a
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DIGITAL MEDIA ECOSYSTEM SUMMARIES

Content

Situation

= $608 ndusky threatenad by fils sharng s piracy

« Legisiation & Copy protection drive content away from PCs
= Exponential growth in OM fueled by music

+ Explosive DVD piayer & media sales

» Chakenging business model 1of streaming meda

+ ReaiCre projected to hit 1M subscnbers at CYD2

FY{3 Strategy & Big Bets

+ Ensure Windows 1s central and valusble for cantent awnem
* Develop and promote subscrphion senaces based on WM

+ Corona, Pafadium

- Engagementin palicy efforts short term, standards long term

invastments not belng made
« Improvedicompatitive DRM for enter pre-longh
+ Exclusive conlent nghts andfor aggress.ve subsenphon offering

Infrastructure

Situation

«Broadband subs forecasted to grow > 1000% 1o 130M by 05
«Enirsrnched players and standards

~Guobal consoltelon, commedibzaticn end heavy cebt

FY{3 Strateqy & Big Bats

“Win reference sccounts in DSEL, cable VOD

+Move CDMs caching vendors from xMIX to Windows
»2artner with cutsourcing prosders oh NET garices

Invesiments not being made
*Not building a YOD solution
sNotbulldng a eondent maragement/CDN solsion

Pro/Medla ISVs/IHVS

Shuation
= $BB Indhuety mly g to more aff bie, PC-baged sy

= Expanded opportumty for Windows parnersnips in responss to
compettion from Apple
= Standards, Gov mandates & non-M5 DRM amd CA

FYO3 Strategy & Big Bets

= Grow the beachheai with Corona

= Hardware asststed encoding for real-ime broadcast

« Cominue to move upsteam In content creadon

- Investgate format akemabves for professional editng,
interchangs and archwve AV, WAV, AAF)

Investments not being made
» Professional mastenng

Consumer Electronics

Situation

«CE Industry projected up 3% to $95 78 for CYD2

-Entrenched and amerging standards - not PC frisndly

DD upsurge

*ABM parinérships (SomyMNokinfRealAOL)

“immaiure busineas madets in VOO / Wireless Media

»CE Industry drving for home nitwerk contred

«Commodiization / kss of IP conrol by CE companes (e g Phlips}

FY03 Strategy & Bip Beta
“Enzure PC e '] P n jtal medw an CE devicos
+Ens ym \Windows proudes enh DM for ab ched dadces
+Drrve formai and DRM adophon

investments nol being made

Wirslanss Media Busi Modeis & Partlctp
+*Media DRM stalled, No CA nterop story yet

“Windows Meda Brand developmentbroad WMA awareness
sPPC J Stnger Meda Player

MICROSOFT CONFIDENTIAL

6/18/2003 FOR INTERNAL USE ONLY .

WW Sales of recorded music fell 6.8% last year
1.6B consumer spend on burners, blank CDs & digital media players

Content sourced through file sharing and ripping v. subscription

*Downlocading music is number 1 digital media activity
Morpheus/Kazaa users >7M v. RealOne ~600K

MS-CC-Bu 000000180671
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FY03 NON-FINANCIAL TARGETS

THOUGHT LEADERSHIP/PERCEFTION KEY FRODUCT DELIVERAELES
* Maxmize impact of Tablet PC, Freestyle, and Mirain FY 03 » Windows 2000 SP 3 Q2 2002
«  Knowledge workers (reading, annctations, collaboration} = Wincows XP Refresh Q3 2002
« Consumers (diaital mecha, home netwarky “Windlows XP 5P 1, Freestyle, Tablet PC, Mira, Embedded SP 1
+ Developers (managed code, storage, presentation, programming » MSNE QI 2002
« Corona Q4 2002
+ Communications (wiraless, RTC, peer to peer) » Windows NET Server G4 2002
« DRM {software, content) = Longhomn PDC Q2 2003
+ PC Hardwara (quality, mnovation, low cost) v Windows XP 5P 2 Q7 2003
SHARED BETS COMPETITION
« MSN8(MSN) s Linw Win in adu/govtemerging, orove iower TCQO
+ Longhom (Office, Server, MSN) + Apple. Partner wf 15Va/IHVs on scenanos, win digital media
« Developer Piatform (W sual Studia) reviews/fisadership
I « Terrinal ServerfPrajection (Xbox, Mira) = Real: Maintain lead, broader/profitable ecosystem
' « Devkes (Windows CE, MPD)
+ Feedback Loop ‘WatsenfOCA) for Microsoft, mdustry
o Microsolt Updage (Office) DRGANLZATION

PRD for todls, educanon (Prodct teams) » Single vstonypriorites for Windows Client, make WinBLT an

arective decksion making bocy
CUSTOMER » Fil crtcal posibons

» QHI + 5% i1 cormmunkeation, x-group, & connection
o Methogical customer connechan process by end FYo3 » Pragress on ong span by October people review
» Frx 33% of OCA/Makson 155ues by SP 2
Fr¢ all MSRC & major P1 sacurty bugs by 8P 1, $P 2 ECOSYSTEM

Drive customar satisfactian to 60% with XP
Windows XP IPU to .28, MF to 70

Days to Solution (<7 Days) = 503 (80%)
QFE Days to Hotfix - P1 = 14 days (43)

All XP Ingreciients: > 50% of markel \eading products DFW
% of Pro Devs, targeting Win XP: 75%

% DPW cirnvrs redist on WU 50%

% of DFW partners in OCA program: 60%

WM format on Top 100 stes  40%

Top 4 NAT vendors support 6tod {achweves 80% coverage)

MICROSOFT CONFIDENTIAL 6/L8/H00% FORINVERMAL USE ONLY E

Guidelines

Purpase: Highlight the non-financial performance metrics/gcals your business will be
measuring in FY03. Assume that these metrics will be reviewed at the mid-year Scorecard
Review next year.

Instructions:
¢ Here are some ideas of things to include:
QO Thought Leadership
— What actions will you take that will alter the market perceptions of Microsoft?
U Shared Bets
— What investments are you making in support of key cross-company initiatives?
— What wiil you deliver in the current fiscal year?
0O Key Product Deliverables
— Major product milestones/launches/important feature/product deliverables in FY03
— Product shipment dates
— PSS/QFE respense/service level commitments
— Key trustworthy metrics (security, availability, privacy)
— If acquisiions are a part of this process please discuss
O Customer Goals
— Customer/product satisfaction goals
— Support for communities
— Important flagship customer situations
U Organizational Goals
— OHI, People goals and initiatives

35
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FY01- FY05 WINDOWS CLIENT P&L
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+ Grow revenues while maimaining at -east an 80+% cortnbutron margin

+ Existing headcount will be svaiuated and redeployad where approprate to algn with strategic priorites

+ No aceusmon buifer

» Risks include Longhom rekase by June G4, PC growth rates, Mix shilt to premum SKU's Prracy/Linux, & Quaity/Secunty 1ssues

MNICROSOFT CONFIDENTIAL

£/18/ 2003

FOR INTERNAL USE GNLY E

MS-CC-Bu 000000180673
HIGHLY CONFIDENTIAL

36




FY 03 IMPERATIVES

+ Drive Revenue & XP Excitement
* Promote XP Software, Establish Products, Push to Professional+, Win Emerging
+ Tum the Corner on Longhom
« Builds, alignment, execution
« Earn the Trust of Our Customers, Partners, & Government
* Community, closing the loap, compliance with SRPF1
«  Win Against Linux
« Government, education, emerging
¢ Invest in the Ecosystem
» Metrics, roadmap, leadership
» Develop People & Organization
+ Hires, communication, cross group, manager span, training

Challenges & Discussion

Winning Against Linux: government, education, enterprise, embedded
SRPF1: OEMs hiding our innovations; Work to deiiver, & comply

bry spell coming in FY04 — revenue, annuity, competition

Emerging markets plan - Linux, other OSs, and piracy: ideas welcome
Improving sick ecosystem — quality, innovation, profit

Preduct segmentation — how many "premiums™

Finding the nght balance on legacy support

Making custonier trust/connection a part of the culture

Piracy: How to make progress (and yet balance with Linux)

NICROSOFT CONFIDENTEAL &/13/ 2003 FOR INVERNAL USE GHLY a2
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