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comes v. Microsoft

Bil! Gates

From: Nathan Mynirvold

Sent: Mongay. Apnl 24 1985 810 AM

Ta: Bill Gates .
Subject: FW: Interne! strateQy

FY: - feeaback from Biackbird group on my email.

Nathan

From: Joehn Shewchuk

To: nathanm; patfer; russs

Subject: FW: intemet strategy

Date: Thursaay, April 20, 1995 7:50AM

Very nteresting memo - the Btackbird MSN/ntemet/ComporateNet issue
has been widety discussed on the Blackbrd PM leam for some ime and
there ts a generat consensus with the overall technical drection
described here,

A cauple of obsenations

* Regarding integration betwean O'Hare and Blackbid. BenS is

unwilling to consider deveiopment of an OLE controt wrapper for O'Hare
untit September. So the plan of record is to enable Blackbirg to

contam LRLs that will start up the O'Hare browser in a separate

window. More, generaliy, BenS is adamantly epposed to any use of OLE.
He has siated that rather than using OLE, he intends to creste a new
ightweight OLE -fike interface based on windows controls for OMare.
This is highly random and | suspect that when he thinks this through he
may reconsider this point of view. However, n the intertm & makes &
difficult to make progress with them. Finally, the VB team s now 3iso
intereste in an OLE web control so our combined request may carrty more
weight

* With regard to others estatilishing a non-MS Windows intemet

platform. This may be happening faster than we think. Already Netscape
and Adobe are defining @ new “meatafie” format n Acrobat, First

Virtuat and others ars estabishing useful payment system, BenS wants

to work on an OLE replacemnent and | hear various rumblings about groups
playing with creating OpenDoc based-browser (whatever that means), Sun
is placing the Hot Java programming language out there instead of VB,
QuickTwne for VWindows & becoming a de facto ntemet mowvie forrmnat.
However, Nathan is correct in that alt of these things have to be

“patched” together now but a2 player like Netscape might be abie to

focus this effert.

* We de not have the SV community an our side. Unfortunately, nght

now, the vast ISV communtty s focusing their considerable development
resources and expertise on this nen-MS platform. By reteasing

Blackbird and evangelizing etements like OLE we may be abte 1o offer

ISVs the cnance to add vatue to the MS platform. Furthermore, if ten

sharp programmers without an exsting business wanted to do something
coat with MSN, we would tell them to go deveiop for the Web because

they do not appear on the MSN radar screen. That makes me nervous, We
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would much rather have them cevelap OLE controis and use our "Sener-Ki".

* Oracle {or Oracle and Netscape) may be the company to watch out for
regarding the server kd. | will forward some information we collected

on Qracle — they have 3n extensnve collection of server side -
development taots for the Web ranging from automatic hypertext Lk

creation toois tc a system that combines Ped, C, and ther gatabase to

make 3 Web-server programrning environment with companents for custcmer

usage tracking and registration as well as automatic creation of

weD-based interfaces to the database. If { were thinking about

creatng a custom Web server with new data types, that would sound

prety intesestng...

If we wanied to move forward on this, in addition to the obvious issues

that we have been thinking about such as moving Slackbird objects

across TCP/IP networks, creating a server SOK and so on; there are some
other technologies that outside our group that waulid be very heiptul.

In particular, for OLE controts, we probably shauid be abie ta

digitally sign and identify valid vendors and | still claim that we

need a much stronger notion of identify that can work in a tumkey

manner in 3 distnbuted environment. Even better would be a mechanism
for seiectively providing OS nghts 10 an execution enviranment basad

on this dentify.

-John

From: Pat Ferrel

To: John Shewchuk

Subject FW: Intemet sirategy

Date: Tuesday, April 18, 1995 5:29FM

From: Nathan Myhrwold

To: 5l Gates: Russali Siegelman; Craig Mungie: Dan Rosen; Pat Ferrel;
Paul Marz; Peter Neupert

Subject Intemet strategy

Date: Tuesday, April 18, 1995 6:02PM

There has been a flury of emai about Netsczpe and our general intemet
development strategy. This email is my contribution lo this topic.

My assumptions going inte this, as discussed in my previous inlemnet memg,
are that:

- “Intemet standards” in the sense of the current public domain committee

griven standards are a red hetring and are not 3 competkive threat One

reason is that most of the key peopie behind the public domain projects are

busy writing business plans so they can cash in. This is true of the

Netscape team, but aiso the many other rapcly commericalzing senvices. The

big issue to be concemed about is the same ssue that we have faced in the

past - propnetary standards coming from competing software companies. .
Netscape & cenainly one of the many companies who will ry tc promote

ther propnelary extensions (and entirely new protocals) on the world. ’ MS98 0107252
- Cross platform data only protocats 1ke HTML are very important at the CONFID.ENT?AL
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mcment. | €0 not excect this 1o continue wrh the same degree of emonas!s
Custom prot2cals. downioaded front end code ang platfarm speafic
develgpment are bound to occyr. Some content (pancularly that weh law
value) wili canunue :n genenc, cross platfon tools, tut a lot of
compelling things will stac to dip 1Ato custom code and platfamm specific
feaures. Ths trenc has always occurred m similar sgutaticns a1 the
past. When you gt two CImpetitors making a praduc!, and you have some
platforms that are mare papularthan others, then one of the compeuars s
gowmng to succump to the temptation lo abangon cress platform approachs,
i themselves to the most popular platform, but be able to do things that
can't be dene in @ cross piatform manner.

- The warid of the Intemne?! is rapidly becoming Windows centric, because
Windows will be the most popuiar client operating system by 2 wide margin.

This is a 180 degree shift from the histonical traditicns of the Intemet,
which happened to grow up in one of the few communties which
platforrn-diverse - namely academic compuling.

I expect that there may a lot of common agreement with these points &t ane
leve’, but | have seen a lot of email that implicitly seems to have a
different set of assumptions, s¢ | wanted t¢ make my assumptions explict.

Given this, our natural strategy is to ty achieve 2 number of goals:

- Supersel intermet protocols and standards with our own value added
extensians. As platform specific work ts done on the Intemet, we want it

to be done on aur ptatfonn. As proprnietary technoiogy and protocols are
used, we want them to be ours - in as many broad mamstream areas as s
reasonably possible. VWe dont need 10 own every protocol in every area, but
we want to be an impenant ptayer. There cenainly s a danger that
Netscape, or another company, could establish enough APIS and proprietary
orotocol extansions that they would wmd up owning the “Windows intemet
platiorm®. PaulMa s quite correct in comparing this situation to Nowvell,
whuch sucesstully esiatisned a "sub-piatform” (for a set of nesvork
senvices) within the context of aur client operating system. This does not
mear that Netscape nesds to be 2 diract competfior - | am opumistc that we
can have a positive relationship with them - but out of the many possible
future directions for therm and us, if we are not careful they wil evolve
toward being a direct competitor s this maaner.

- The natural way for us to do this superseting s using our current
echnological agenda in PC computing. This means using monickers, OLE
objects, Forms) forms and every other Windows technology that & applicable
as pan of the our exenswons 10 the cument intemet world.  in addtion

we 3is0 have to look at developing some new things that have no equivaients
in the PC world, such as security and billing, so & is not all about

reworking existing stuff.

- We need to have technology at both engs af the system to make this work
- i.e. bath front end and server, ang have them be very popular,

Again, | dont think that there &5 a 1ot of disagreement with this. Here is
the parnt which is more controversial.

One key technology to accomplsh this is Blackdird. One confusing fact is
thatthe tenm “Blackbird” incluges both front end and sener companents, as
well as having an authenng environment. Blackbird uses an HTML superset
and is extending ¢ weh OLE, Forms3 and cther Windows assets. Ralse -
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nzludes sezumy and biling,

loeaily, the Blackpirt {ront end would include a great Web browser. and &

would seamiessly integrale access to senvers on the intemet using a plam

vandla HTMUHTT» as well as Blackbird servers.  This is our current -
sirategy, but taclically we are not there yet. Blackbird technology wl

not be generally avalabie for 3 few manths atter MSN 1,0 ships. So our

current plan has been to integrate the Ohare Web browser, with Blackbirg

ana the rest of the MSN front end. | view this 3s step (o the fully

integrated front end.

There is a2 great deal of confusion generated by the fact that Blackbad s

nat something that we currently pian on selling as a standaione tool. In

the past week 1 have had some conversations wih peapie who thought that
this means that Blackdat 5 "not an Internet authoring tool”™ and that it is
“propnetary g MSN™.  've hac peopie tell me that the O'hare people
ether are (or should be) working on thexr own ptan o superset inlemet
protocols.  I'm not sure that anything & actually happening in this

direction atready, but this sort of duplication s an ENORMOUS danger. We
shoutd be warking towarc a single integrated front end, which supports ONE
set of extensions lo intemet protocols.

A diversity of projects in this area is also death to oyr ISV and P
message. We really need to be consistent, and | am very afraid that we are
going down a pattrwhears we will be anything but consistent.

Another confusing ssue s how to think of MSN versus various information
services on the interent. ! regarc MSN as yet another Intemet senvice - no
different in principle than any other nfermnation senvice on the intemet

it happens to be one which ALSO can access customers who don't have gcsess
to the intemet, via X 25, butthatis a nt.  MSN 5 an Intemet service.

Given the currert siste of the internet, and given our sze and resource
level, we are going to bootstrap aur intemet service by leapfrogging the
current froat end technology and Gistributing our own front end, This is
unusual, since most ntemet services just accept the constraints of the
existing protocols and software. Given our size, and our software skili
there is o reason te accept these constraints, and in fact every reason for
us to break the meid by doing something really different for the bootstrap.

Over time (ke within 3 months) we will be using more of the intermaet
infrastructure.

This may seem lke an odd way 10 view things, but in fact & is completely
consistent our made! and what we have been saying for quite a while now.
The key things which make this it 3 valid way to postion ourseives are:

- We will move 10 usng TCP/TP, and thus will beneft from the ever
cheaper connectivily which S @ central part of the internet.

- We will allow access to any intemet service.

- Our pastion is 1o superset both in terrns of technology (with Blackbird
ang Windows-centric extensions) and contenvsendce (providing great

browsmg, mgexng, navigational content)
MS98 0107254
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The front end whiCh SUPPONS these servizes is bastzally the union of the

MSN fron! end wth Elackbird and O'hare. Al some point this is very
smoothly niegrated, but at firs: they are separate preces of code stuck
together at the eng user level, .

Thes front end should be given away as widely as possidle, inctuding:

- Putinto Windows. | agree with PauiMa's commaent that we should
distnbute the front end very broadly by having it Windows, at leas! at some
point down the line.

- Distributed free on the intamet.
- Distributed free with MSN.
The front end should have a variety of connectivity options:

Case 1. You're aiready on the intemnet (I.e. your company has a T1 tine

etc., of you choose to use a Non-MS third party dial up provider), and don't

want 1o subscribe to MSN. in this case do not see MSN content, and you do

nat need to pay a monthly fee. In this case the frontend is (n effect)

going to be the greatest Web browser for existing Intemet protocols. MSN
would have 2 free home page that advertises MSN. We wouid also enable some
other free services which use the full Blackbird technology lo show peapile

how copl it is.

Case 2. {fyoy are a case 1 person with your own way onto the Internet, we
will atlow you to subscribe to MSN very cheaply. ideally this is priced so

as not to a bamer so that most peaple will go ahead and subscribe. In

this case you get everything on MSN and kiternet.

Case 3. We will offer dia! Intemet connectivity (via UUNET). MSN access

s included for one tow fee, S0 again you get everything on MSN and

internet. Our goat is to price this to be very competitive and become the

maost attractive dial up internet provider. One way to view MSN content is

that Lis the a lot of vaiue added services you getto aid and suppiiment
Internet access. Other users wil view the managed community of MSN as the
central thing, and they get access to the intemnet as a bonus,

Case 4. In some geographies, and for some ysers, X.25 access may be cheaper
(i.e. there is 3 local POP sa they have a local phone cafl) and be

sufficient. We will have some intemet content mirrored for these users,

but not everything. Over time we expect to migrate more and more people to
TCP/IP connections rather than X.25, because 2 i cheaper, more scalabile

and.

In @it cases the difference betwean senices offering Blackbird and services
created wah plain vanila KTML is transparent to the user. Some servers
and services are just verycool. Thereis a question as to what business
mode! allowed a service provider to create a Blackbird senice, but this is
drscussed below. .

The difference between several of these cases will go away if we can price R
the MSN base content at zern. We would stilf ask for an account MS98 0107 25S

relationship for billing and security, and in case 3 or 4 there would still
be access charges, but we could make the price of MSN content zero CDNFIDENTIAL
incremental over access (eliminating the ditferance between case 4 and case A -
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2;. One way 10 justify this woyig be if we can get sufficient agvertising

anc related revenue tis  cenainly possidle. e have some very

nteresting wark on adverusting, but 4 is too early to say how significant

NS will be.  There s an aiternative view that charging for the MSN

Dase will allow us 10 invest £nougn in content to keep this a strang asset, -

whiCh we wauid not be aote to go if £ was free. This entire area s S0

New anc so dynamic that we wiil have to be very quick on our fest to adapt

tc the market We won't change anything for MSN 1.0, but within the next .
18 months we will have tc monitor thss issue.

Initially we gve away the fromt end, but over time | want to have features

mn the front end be a continuned reason for peaple to Pay us a subscnption
charge. The free aspects of the front end would be kept compeltitive, but
once you getinto content that uses the exiended stuff & should be a ot
more cool. :

One way lo view:this, which is how | have iogked at & in seme previous
emall, is that pedpie “rent" the front end fram us. We have the world's
coolest front end, and to get access to & peoplie will subseribe to MSN, or
equnalently will use our intemet gial up access. This is the
software-centnic view. You could equally say that the front end is 2 give
away, and the subscription is there to pay for great content.

separately.

The Business Mode|

————
Netscape gives clients away, and charges a flat fee for server scftveare,

This is certainly a possible modei for Blackbirg technoiogy in the future.

In tact, my original memos on tha onfine service strategy were PRZCISSLY
this mocel - | calied this the sarver kit Inthe czse of individuals or
STl businzeszs 1 rzives &4, anc | believs now, that selling a k3
which aflows people g “do # yourself” way 1o connect s g very effective
Mmeans to collect revenue from g large class of service provigers.

Of course, Netscape has little choice but to take this business mode! today.
Their competttian is public domain code that the principles of the company
wrote themseives a short time 490. Thereis no biling or security
infrastructure which would Jat them charge for servers in another fashion.

Itis possibie o impute great wisgom to their choice, however & also
happens o the only thing possibie far them at the moment,

incluge “nawgational content (n the sense of the term we use in MSN), and
lransactional or other service revenue.  You can see the start of this

trend n what they are doing, and in what various internet dial up providers
are doing. .
Everybody in this business is §3ing to wind up trying to leverage thres mMS98 0107225
different sources of vaiue: CONFIDENTI
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- Sotware features (in front end and tack and).

- Content and {panculany navigational content like index, directory,
yeliow pages, browsing)

- Service relatonship (including basic access and other servces),
Over time anybody who stans in gne place will Iry to adg others  *
incrementally to create an ntegrated vaiue proposttion. The Netscape
server kit a0proach s very strangly biaseq laday towards the first issue -
creating a server.

Although [ believe in the senver kit approzch, our MSN strategy has put a
higher priorty on depioying the service component, and aaracting a set of
information and service providers who are willing to get online via a

different mode! - annual fee and/or % of revenue. One way 1o look at

this s that we have a very different moge! for pricing the server - we

charge the user a subscription and charge (Ps by the space and % of revenue.
There is 2 sel of IPs for whom this is a perfectly viabie proposition,

today m 1935,

Another way 10 look at this ts that we are gaing Io prioritize pushing
momentum in the service and content areas Versus a pure software approach.

Many pieces of email and many conversations speculate into the future and
ask whether we will be able to maintain the sanvcs model for pricing.
Wontwe lose out to Netscape chaming a flat fee? I'm even asked why
haveniwe aiready lost.

The answer is that many [Ps realty DO want what we are offering. The
combination of us doing billing, promotion of the service, ease of
connectivity, and getting iots of content in the base i VEry attractive to
companies. Owertime there are a Very specific set of things we have to
accompiish to keep this propasttion alive - keep cusiomer interest high,

have 3 great set of "navigational caontent” and base content, have 3 strong
brand presence e1z. We atso hawve to keep the software features in the
front end and back end best of breed. In short, we have to provide a value
proposttion‘that makes it worthwhie for somebody o access services via our
front end.

t think that we have an excellent chance of keeping the service mode! going.
Nevethetess | am certain that at some pomt we will add the “server kit

50 that IN ADDITION to our senvice based approach we have something like a

Nelscape business model, to capture revenue from a set of IPs who will not

find our current offer attractive. There &re tWO Kinds of these IPs - very

big companies who think they have sufficient presence without us, and very

smali ones that are logistically hard for us Lo marketto. The server kit

ts ideal for the smali ones.

Right now, in the spring of 1995. 1 think that the key priority is to make

our MSN launch successful and focus our priorilies an the IPs in the middie
v/ho are very interested in the offering that we are putling together. As a
result, we currently have focused Blackbird an being an MSN tool, and we
will not be selling t as a general server kit by iself. Doing so at the
moment would be a big distractian from the goal of shipping MSN.

This means that we are taking a risk that Neiscape or cthers can get ' 7
established in the intenm with their different madet. So be # - we have MS98 010725
- finte resounces and thus we cannot nedge every possihie alternative, CONFIDENTIAL
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coming after (he remainder of the market secong. i am not sympatnetic to
the nolion that we have 1o try to be 3l things 1o all pecple alt at onca.
Over Uime - yes - but not instantly.

Qne exampte of the “co #t all now" dppreach above wouid be having the O'hare -
peapte warking n a2 competitive way to qur MSN/Blackbirg strategyTather
than aligning the two. This also ptay very well with the strong cultural
trat at Microsofl in hawing each group be masters of their own fate, but if
we succump 1o this temptation # will KILL US in this area. We cannot
afford (o be divided and dissipate mamenturn in how we approach the intermnet.
| would rather have one strong strategy. rather than two weak ones which
have nc synergy.

The Sener

Inially our server strategy is constrained tg be in the MSN data center.
This ts an expedient thing for a vanety of reasons, but we have to move

quickly away from & Once we are able to use TCP/P and the Intemnet,

with its low cost communications # s much easier to dlstribute things.

Some senvices do not make a lot of sensa 1o distribute, or at any rate the
issues are different. We will make inteliegent choices on a case by case
basis. Mai has a very different set of issues around distributing & than
Elackbird or other senvicas.

The first step in distribution is to o have the capability to have a
Blackbird server kit which has a billing connection which we can managse.

This kit would allow us to deploy Blackbird servers anywhere on the
Intemet, and 2 would even allow pecple to buy their own machine, put the
server on the Intemet, yet still be able to get biling and subscription
senvices via the MSN infrssiructure.  The server would te technicety
capabie of supplying full Blackbird with extensions, or simply twe glain
vanilia HTML via HTTP to arbirary front ends.

We would have to decide how much tunctionality to expose and what the
business model is. This progduct wouid beat Netscape as a server because
Blackbird is far more sophisticated for authoring and in the extensions.

My current thinking is that we would not Simply offer this on the current
Netscape mode! to al! comers, because & would leave value on the table.
However, if we do decide to panic about Netscape, we wauid have the aption
of sefling on that model.

My expectation s that we would enable individuals and small scale servers
{(perhaps with a capacity limit) to be solc for a flat fee, or an annuali fee,
Large scale commercial servers should be strongly incented to have an

model.  We would stil oMer the option of having the servermanaged in
our data center (here or new data centers abroad), and | expect that this
will stdl be a necessary component of the senvice for many [Ps,

I would like to have this availabie at some point next year, and | think

this is techmeally possible given the progress being made in the Blackbird

group. This would solve the single biggest problem in distributed servers,

and t would atsc have a big advantage over Netscape and others that are

unable (o offer the billing aspect and authoring envionment as part of . MS98 0107258

their product offering,
. CONFIDENTIAL
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Exchange integraton, MSN on 3 Lan work, and the Catapull work be parnt of
ihe st7ategy as well. Once again | wew the sensibie thing to do s to

Put these components together as part of ONE strategy, not have the
separate.

A corperation should be able to gat ONE product offenng which grves tham:

- Firewa!l safe access (o the Intemet, mcluding MSN. .

- A wayto exchange email from their local Exchange servers (o cther args
with Exchange.

- Access 10 navgational content ta help them use the Internet.

- Admin tools to disaliow access to same areas of the intemnet. or some
protocols.

- An garactive way to allow group purchasing of MSN subsecriptions for
every desktop.

- Publishing suite for internal docs and togls (authorec with Blackbird
toots).

Once again the three key sources of value - software features, content and
services have an interesting interplay, A company which wants to offer
intemnet to all empoioyees needs the Cataputt firewall, but they may also
want 10 be able to block sexually explicit stutf or entenainment. The
“no-no” list of what is blocked can be positioned as a service that they
subscribe to. They also might like to have locai indexes downioaded, and
get MSN coatent for local redistribution. Our product offering in this area
should make use of all three sorts of value by combining them.

Although Catapult, Exchange etc are "server” pieces in one sense, in many
ways lhe Ssues around them are more closely related to front ends.
Logically speaking they go at the END of the Internet, between it and the
LAN.

The use of Blackbird for intemai documents is an interesting issue. This

has come up n multiple contexts - notatly Steve8 always asks why we can't
do this. Whynot? The immediate priority for Slackbird &, as stated

above, the MSN 1.0 goals but very scon | can imagine making # available far
intenal use in a company. This IS just some work in the front end and the
serverklitio allow 2 to happen. In particular, it shauld be possible to

altow this without uncercutting Blackbird as a mora general publishing tool
on MSN and Intemet.

Netscape Relationship

Finally, | would iike to camment on how we work with or against Netscape.

The Intemnet is a powerful phenomenon, and & is the potential to make

Netscape a formitble competitor. On the other hand, | hate the notion

that every up and coming dynamic company must be our blood enemy, Qur own
paranoia sometimes makes this happen mare acutely then & would have (o
otherwise,

Given the right scenana, they cauld really hurt us, and in that case we are
direct competitors. { have not met with them and don't know the degree to
which they are committed to that path. If there is a chance that we could
Co-opt their energy to be as positive or neutral 2s possible toward MS that
would be very good.

In other scenarios they could be a successful company that has some
conflicung strategies, but is not a virulent direct compettor. jam
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nare enough at the moment to thmk that the die is not tetally cast ang
‘hat we mignt be abie to influence them toward a degree of mutyal
cooperation.

I have seen canflicting mail on this topic - some Suggests that they are
willing tc do things like license us technology and have us license them
some. Even if we ullimately are competitors, | sae soms value in us doing
this ang trymg to cultivate them as quasipariners. We ang they can each
get some techinical intiatives accomplished. The market is big enough at
the moment that # is not zero sum. AOL. Prodigy, AT&T, Notes and many
others are not fnends of ether us or Netscape so there may be a lot of
roam for rationa: cooperation, even if we agree 1o disagree on some points
and wind up being competitors.

thave see}! other mail that s more atong the lines that they are already
enemy nuMmber one. | think that we should try to be craative to sae if
there is way we can moderate this.

This is not everything about Intemet Strategy, but & is enough for now.

Nathan
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