From. Christiian ‘Widieauer

Sent. Monaoay, February 24, 1997 10 38 AM

To: &4dam Taylor Carl Stork, Jeft M Johnson, Bill Veghile, Jonn Gray, Davic Wilhams {PCED;
Ed Stubbs, WIN Marketing Group

Cc: Rich Tong, 'Brad Chase®, Rob Schoeben Bob Foulon, Jessicz Vania, Yusuf Mehdt, Lorg
Shiner, Chnstan Wildieuer

Subject: Memophis |IEU focus groups repori (long mail)

Here 1s a2 summary of the secona rocund cf Mempfus focus groups This time we had |EUs whe bought Wn
95 within the first menth of its release Bobfou feel iree tc aad comments rom your end

QOur objecuves were to
1) Test the compellingness cof the Memphis feature set based on the latest thinking in this area

2) Find out whether [EUs would recommend to buy Mempnis {tris will be key')
3} Test naming (Windows 98 vs Windows 5 0)

£) Test posittoning nased on what we 12amed from the focus groups last tme
5) Test ine |IE 4 posiicning based on the latest arafts from the IE team

6) Fina out how people perceive Memphis vs IE 4

7) Get 2 “wst idea of price elasticity

Summary:
» The |EUs hked what they heara about Memphis The features we aaded to the list definitely helped tnem

perceive the product as more than an upgrade The cverall ist we presented (attached pelow) positiocnec
the product somewnere betwean ‘More than an upgrade’ and 'Next Generation' of Windows, but
definitely not just an Upgrace it was also pretty clear that the Intemet is just one more key thing they are
now doing on their PC, similar to Word or Excel They carea a lot about the overali feature set, and
would be disappointed, if IE 4 were essentially the only new thing in Memphis

« After seeing the latest feature list and watchuing a demo of WebView and Web page subscnptions they
said they would defimtely buy the product and recommend tne product to other users Interestingly, only
a minonty would download IE4, even if it will be free and avadable a couple months before Memphis
Most of them saia they would rather buy the whole package They generally atinbuted WebView more to
Windows than to IE4 despite the fact that we repeatediy pointed out they would get this new mnterface
with IE 4 It seems to be too much of a aramatic Ul change (they LOVED 1it) that somehow to them this 1s

an attnbute of the OS

+ Most of our IEUs were Navigator users They said they would not switch, would not want to downleoaa IE
4 to repiace therr Navigator browser However, once everything i1s in the OS and nght there, integrated
nts the 08, 'n therr face' so to speak, then they said they wouid use it b/c there would be no more neea
fo use something ‘separate’ The stunming insight 1s this To make them switch away from Netscape, we
need to make them to upgrace to Memphis The good news There is enough vaiue in Memphis that they
would shell out even $89 for the upgrade Due to methodologicat restnctions we will test the pnce
elasticity further in a quantitative survey

« Therefore, the key takeaway from these focus groups seems to be clear We need to sirengthen our key
asset and our key brand which 1s Windows to win the Intemet war on the desktop side If we do a great
job with Memptus for consumers and later NT 5 for businesses delivenng sohd products with new
compelling features and conducting great product launches, we can leverage these assets to convert the
Navigator installed base and echpse Netscape's browser market share leadership But If we rely on IE 4
alone to achieve this, we will fall Not only will we not overtake them in market share, we would also give
up leadership on the operating system side and become vulnerable targets for attacks from Netscape

Constellation) 2nd the NC alliance

7 004343
cgrsw TDENTIAL




Findings in detail:

1) Feature set:
Of the new features in discussion the following were most compelling (ranked by perceived vaiue)

« Ant-Virus with automatic updates over the Web People aid not really care what product thus would
be as long as it's part of the OS and has Microsoft's ‘blessing’

‘Self-mantaiming PC' {automatic, user-defined system clean-up and application unins:ali)

Unfoiding control panel from within the start menu

Start menu always or: top

Desktop 1con on the task bar (provides single click access to all the items on the desk:op area
without having to mimimize all open windows Reveals all icons, shortcuts, folders and open windows
on the desktop m one menu)

» Iniernet-enabled game

People did not care aoout

« Periormance WiZard (they do care about faster thougn, just aon t want to go through exira steps tc
get it)

Partiion maaic (surpnsingly, disk managemen: was not a biggy {or them)

Desktop Tnemes &s in Plus

WinZIP

Image Compose-

Cne extra free month from an [SP

Web community a ta Office 97 (did not catch their interest at all)

Adding more features to the hist for Memphis aefinitely helped increase the compellingness of the product
The overall list we presented (attached below) positioned the product somewhere between "More than an
upgrade’ and ‘Next Generation’ of Windows, but gefinitely not just an upgrade Most compeling were the
buckets Easier, Faster, More Reliable, More seamless Inte..1et access, and More Powerful interestingly, the
1EUs were VERY much interested in More Relable as in more crash-proof, bug-fixes etc In our prnor groups

this only mattered to IS
it will be important to point this out as it will be one of the reasons IEUs will recommend to buy the product it

was also pretty clear that the intemet 1s just one more thing they are now doing on their PC It has not
moved into the center of therr universe They cared a lot about the overall feature set, and would be
disappointed if that were the only new thing n Memphis

2) Wil IEUs recornmend to buy Memphis?

The answer Is yes, even without all the features we talked about The new fist seemed to be very nch to
them Some things they did not care about (Multiple display support, DirectX, Intemet System Update, Web
Community) others were very important and impressed them a lot, such as faster (app load, boot time),
easier (they did ke WebView quite a bit despite a very short 3 minute giimpse only), more reliable,
integrated Internet access, subscnplions wath “Off-line’ Web access due to caching

We have a winner on hand wath Memphis, if we add some of the proposed new features and if we make 1t a
big launch it needs not be as big as Win 95, but ¢ should be swmular in scaie to the launch of Win 3 1 The
{EU's will be the key audience that will give us enough word of mouth so that fnnge users and second
wavers will also go out, buy the product and join Microsoft's Intemet camp

3) Naming: Win 95 vs. Windows 5.0

Tnis was very educaucnal The IEUs were very confused when they heard Windows 5 0 We heard the
following unaided connotations
+ Inconsistent to 95

e Unclear

« | am confused
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Next version coming after 95 (ne aaded they mus: tnink they have screwed up the narming w/
people aidn't ke the year naming convention’)

Addendum (you need to have botn 95 and 5 0)

Technical

Fix to §5

More complex product

Upgrade

Faster, fnendlier

Custcrmizable and seamless Internet

Regression to old naming style

Trash

Knock-off of WordPerfect

Backwards (why buy this wnen WordPerfect 1s alraady a: 7 0)
NT stand-alone version

Business use

Means nothing to me don't know what that could be
Advanced version of 3 1

Less powerful and smaller than 85

No one made the connect to NT 5 0, and they definitely got very confused on what thus proauct would be
Only one guy out of 18 total identified 1t as tne successor to Win 95 It seems clear that it woula pe very
challenging to call Memphis Ningows 5 0 Peoole have idenified Winaows 95 as Microsoft's OS for the
masses and expect future versions to follow thrs naming convention

windows 28 unaided connotations

Major upgrade

More natural more clear

More fun, more bells and whistles

Want to know more about 1t -
Crash-proof

64-bit

Similar to the focus groups Rob Bennett dia last year, this was the clear winner
4) Memphis positioning:

We tested the following concepts
« Windows 98 s the productivity boosting information highway system that 1s faster, easier to use and
dehvers the best infornation on the intemet to you
This tested very badly People thought information highway system 1s an ovemyped term and means
nothing to them In general they thought this talks too much about Intemet features
» Windows 98 is even more than an upgrade  faster, more powerful, self-maintaining, and is the best
and easiest way to get the most out of the Internet
This tested better People iiked self-mamtaining and faster.
. Mgndows 98 1s the next generation of Windows, combiming the best of the Intemet with the best of the
P
Here we got closer to what people preferred to hear Some liked next generation more, some like the
combination benefit staternent
» Windows 98 Is the upgrade fo make Windows more reliable, more powerful, easier and faster, while
gving you the best of the intemet
This was the clear favorite of our test persons They liked the buzz words and thought it was a
succinct statement ‘Giving you the best of the ntemet’ did not nng much of a bell though They
thought this does not tell you what you get

Generally speaking, peoole used terms like faster, saves time, more efficient, productive, fnendly to descnbe
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when they like one of these statements Most of them thought tha! tne last one came the cicsest o

gescnbing these atinbutes
Thus confirms the results from our previcus groups {OEM users, fringe users, I1S)

Let's recall In this test we combined iterations from the |E team with our famous fast/easy buzz words We
also tned upgrade and next generation The fast and easy buzz words are clear winners, but | recommend to
combine them with Next Generation going forward Upgraae i1s too lmiting People have acknowledged tha:
this 1s more than an uograde Let's take advantage of that On the Intemnet side of the equation we need to
huddle with the IE team and see where they are We have enough data now to recombire what works well

in @ compelhng succinct statement Whatever we come Jp witn should then be included in our quantitative

survey coming up in the next couple of weeks

5) IE 4 positioning test.

At the enc of each group we tested the following 3 statements that the IE team 1s currenily consigenng

¢ Internet Explorer 4 is the leacing integrated suile that Celivers the easy, personahzed, and complete way
lo get the most out of the Intemet
This was the clear favonte Some did not like the many words .

« Intemet Explorer 4 is the leading integrated suite that delivers the best information on tne Web to you
This tested the worst People are not yet famibar with what the Push model can ao for you Thera‘ore
basng the positioning on this feature might create an unnecessary bamer

e inteme! Explorer 4 delivers the Internet in an easy and personalized way
This came in second People liked its shortness, but many sard it does not say enough

Feople also Iked a statement that was used in earlier I focus groups using the terms ‘More Ease, More
Personanzation, More Possibilities Get more from the Intemet’ This seemed to be nearly as compeliing as

tne first statement

6) Memphis vs. IE 4:

| dd a quick demo showing WebView and the subscnptions They foved it The demo was rated very high
averaging 9 on a scale 1-10 with 10 being the highest possible rating They liked the following concepts
s Descnptions for what an icon represents on tne nght side of the screen

+ Back-button
e Single-chick
« Visual attractivity

Uniformity
« Auto-download at pre-set times (no busy signals!)

Therr feedback had comments like “This s information 2t your fingertips', ‘feels powerful’, ‘not inimdating’,
‘seems so easy', ‘would have to work less hard’, fast' 1 told them the new Ut would be aptional Some lkea

to hear that but most wanted the 'new thing'

They had iiked the Teature set already After seeing the demo, everyone said they would buy the product

Interesungly, they attnbuted these new features to Windows and not to Intemet Explorer, and this despite

the fact that we repeatedly hammered home the message that they would get all that i IE 4 for free, if they

downioaded it off the Web Thus did not stick They came back saying they would want to buy Memphus to

get thus | think we hit two 1ssues here

a} Some do not like downloads They think it 1s clumsy and slow, and are afraid of viruses

bl The shown features look so much like an OS attnbute that they automatically identify them with
Memphis, not with IE 4 Some also said they would want Memphus to get the ‘fully tested and integrated

version’ '

It seems clear that it will be very hard to increase browser market share on the ments of IE 4 alone It will be
more important to leverage the OS asset to make people use |E instead of Navigator | have summanzed
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this key nsight in the summary secuon at the beginning of this email

7) Price elasticity:

Qur findings 1n this area need o be taken with a grain of salt W'e will be able to aadress this more
methodically in the survey, but nonetheless we wanted to do a goog first sanity check to find out wnat a
smail sample of IEUs thinks about the product’s value

To our surpnse, $89 did not seem too hugh to them After seeing the feature st and the demo, and
remembenng what they paid for Win 95 they thought, yes, they would snell out another $89 to upgrade to
Memptus Some seid they would buy it for $69 But in any case they saw more value in the product than tne
OEM and fnnge users i our previous focus groups So there 1s hope for a higher pnce pont than onginally
suggested Our onginal thought was $49 for Win 95 users, and $89 for 3 x users

Next steps:
1 Get wogetner with the IE team and come up witn a coordinated positioning statemeant that works wall In

the optimal semantic space as outlinea by the focus groups participants
Whnite ‘sub positioning statements for IS vs end users

Differentiate from NT5

Finalize support points for tha positioning statements

Communicate positioning work to Intemational product managers

Commission auantitative survey to validate findings and expanc on price elasticity research

DM

Atached Mempohis tentative feature hst, as testea
W]
FEATUR-Z 0OC

One 1ast note A complete study report from the research company will be sent later this week We used the same
company and moderator as the [E team

Thanks to bobfou, Jeff Johnson billv andreasb, jessicav and all the cther peopie who contnbuted to this research!

Chr sc2n Wildfeuer
225-935-2509

MS7_004347
CONFIDENTIAL



FASTER

o Shorter application foad time (10%-40%)

+ Shorter system boot time

+« New DirectX 5 0 technology proviges Windows applications with high-
performance, real-time access 10 available hardware

Periormance Wizard-a tool for to further optimize their system periormance
Walks you through a sertes of questions about your usage to make apps load
faster and get nd of unneedea drivers many programs load aguring install

MORE POWERFUL

¢ New FAT32 File system uses hard aisk space more efficiently

+ Support for hard arives over 2 Gigabytes

+ Partihon Magic-Dynamically shrinks or expands any FAT disk parition while
keeping all files and data intact Combmes partitions into one larger dnive, or
cynamically create multiple partrions

¢ Enhanced ral-up Neftworking

+ Users can automate connections to online services

+ Allows for faster remote network (including internet) connections by
combining available modems or ISDN-adapters

* Runs the hottest new games and multimedia programs

MORE INNOVATIVE

« Supports new generation of haraware -

e Intel MMX Provides faster audio and vigeo

+ Supports USB-- faster and more easy to use ports and penpherals

+ Supports DVD --next-generation CD-ROM drives which are faster and provide
more capactty for digital movie playback and game playing

« Multiple display support - Allows you o use muitiple momitors at the same
time, for example, to play games with one ancther or to jolntly create Web
paaes and other documents

e Enhanced Internet “themes ' Next generation of customizabie desktops -
Includes severai themes that can be dynamically updated with new graphics,
content, sounds, etc from a vanety of web sites

EASIER
« One single optional user interface (WebView) for accessing all information

+ Allows users to navigate their hard disk the same way they surf on the

Web

Ubiquitous and rnich underlying graphical user information

Hyperlinks

Forward/backward button

Single clicks

« WIinZIP - File compression utility 1s built into the operating system to make it
easy to "zip" files on your drive or as you send them across the intermet
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Simpler user logon Provides a simple user inierfzce for setung up multiple

users on a home system and switching between them

Other user interface enhancements

e Adds a Stop button on the nght side of the task bar Makes it more
inturtive to shut down the computer

o Desktop lcon — New task bar icon proviges single click access to all the
items on your deskiop without having to mimimize all open windows
Reveals all icons, shortcuts and open windows on your desktap

» Unfolding control panel Control menu 'cascades’ All the items in the
control panel window are immediately accessible from the start menu

« Unfolding menus for dial-up network settings All dial up networking
eptions are immediately accessible from the stan menu without having to
open & separate window

+ Start menu icon always on top — never hidden by other programs

e Instail new programs” added to the start menu under settings Easier for
users to find the wizard for installing and removing programs

o Easy access to disketies Clicking on diskette icon on the task bar or the
desktop displays the fioppy file list - without having o open Explorer or go
to ‘My Computer’

e Full Window drag
Smooth scroliing

MORE RELIABLE

Increased system robustness and rehiability through fixes and updates
Internet System Update - Makes the PC more manageable The Internet
System Updated Service scans the PC's hardware and software configuration
and automatically searches the Internet for the most recent system software
upaates and drivers Notifies you of any new versions and gives you the
option to automatically update your system — including one button ‘roll-back”
feature to undo any system update

Self-maintaining PC-- A tiered tool that lets novice users automatically {if they
wish to do so) clean out their recycle bin and Internet caches Simplifies un-
install of registered applications Also includes enhanced system agent to
schedule and automate tasks such as defragging scanning compression,
intelligently deleting files such as old Temp files, efc Includes ane-step
rollback.

Built-in Virus Checker with Automatic updates Uses the Internet System
Update Service to automatically update virus definition files every month, or at
any other interval the user selects- to protect you against the latest viruses
Back Up New best of breed back-up applet complete with disaster recovery
Provides full system image backup.
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PRODUCTIVE

e Shorter application Igad time (10%-40%)

o Shorter system boot time

s Increased system robustness and reliability through fixes and updates

¢ True Web integration with WebView One single user interface for eccessing
all ‘ata on the Web and on the user's hard disk )

» Personalized Workspaces makes your most important information easier to
access and update

« Users can automate connections to cnline services or remote systems

e Allows for faster remote network (including Internet) connections by
compining availlaole modems or ISDN-adaoters

MORE SEAMLESS INTERNET ACCESS
e Faster Internet
« More perfoarmance with the Internet Explorer 4 O browser
« FEasier to browse and track favorites
s Enhanced searching
* Easer Intemet
* Automatea and glabai Internet service setup
« True Web integration with WebView One single user interface for
accessing all data on the Web and on the user's hard disk
e Native HTML support on the deskiop and throughout the operating
system
e TV-like personalized Internet content delivery~
+ Personalized Workspaces can be set up to populate the desktop
"Wailpaper" space with user-created desktops featuning tickers or
newspanes from various content providers
« Allows you to read Web content even when not connected
¢ Premium, good-looking content from a varnety of providers

s Easy Internet communication i
¢ Internet Mail and News
s Sharing appiications and files over the Intemet, collaborating with
whiteboard-type applications, chat, phoning, videoconferencing
+ Creating Web pages
+» Publish and post Web pages
» Bonuses
« One extra free month of online access when you sign up with MSN, AOL,
etc
» Internet enabled game The free game included with the operating system
will be Internet enabled, so you can play it by yourself on your PC or
against other users over the Intemet
» image Composer In addition to Paint, comes with 2 more sophisticated
graphics program Image Composer can be used stand alone, or to
create web page graphics including built-in inks to Web Design programs
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PRODUCT EXTENSIONS ON THE WEB
o Online Support- including WebTutorial, tips and tricks, enhanced support

tools Frequently asked questions, Knowledge base articies

Submit questions to Product Support

Updates on new dnvers etc

Hall of Fame & Wall of Shame for apps & dnivers

On-line potting about needed new features or things to Improve

Tell us what you find difficult to use in the product

Free Stuff Things like Tweaklit & fonts & links to cool 3rd party stuff

Product news
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