From: Bill Gates

Sent. Fraay, June 27 1387 9@ 37 AM
To: Ben Waldran
Cc: Jon DeVaan Greg Maiie:

Subject: RE Moving forvard with Mac Office 97

1 2ppreciate your mail It sncws the kind of passion about great preducss that has made Micresoft successiul |
cecmit we have neglected the Mac business Alhicugh the Mac is cecliring { we mcve ahead on this product we
should ask for the subs with 16calized product to make a real effort

I nave 2 tn'ngs | need io urcerstana better

1} Realistically when ao we think we would ship this product? GOVERNMENT
2) Can we avoia Aople kiowing how tar along we are for the next 30 aays? EXHIBIT

—Ongiral Messace— A

From Ben Waldman

Sent Foday, June 27, 1997 1 56 AM

To BIl Gates

Ce¢ Jon DeVaar, Gi=g Mafiel

Subject- Moving lorwca with Mac Cffice 97

Importance Hign

| am writing to argue for making a final decision to FINISH Mac Off.ce 97, and detach this issue from tne
currant Apple discussions

The pace of our discussions with Apple as well as their recent unsatisfactory response have certainly
frustrated a lot of people at Microsoft  Tne threat to cancel Mac Office 97 1s cerainly the strongest bargaining
point we have, as going so will do a great deal of harm to Apple immediately | aiso believe that Apple 1s
taking this threat pretty senously, and at least someone there seems to want to move 1orward {(when |
discussed the ssue with Jim Gable, an Apple marketing VP who visited MS today, he seemed very concerned
about getting more details on our specific objections to therr latest propesal also we recaived mail today
from Apcie's evangelism group asking for details on *he Office Early Adopter Program, saying that exec mgmt
had instructed trem to get these getails (participating in this program was one of the miner issues in the
discussions))

Regardtess of the cutcome of these discussions, though, | pelieve we should ship Mac Office 97
Furthermore | celieve we need to decide this iImmediateiy - our ingecision so far has causea cuite a o of
hkarm and this will become far worse very shortly, as we are not only close to stupping code externally but
rieed to finally start press and customer communications, especially with MacWorld a month away

1) We are creating a good praduct {pernaps the last one) -
| really beliave that we ara creating the night product, a product that we can feel good about and tha: will
be well received by customers press, and analysts Because of these discussions, we have not yet done a
creduct review with you, so | want to give you some highlights
Our focus has been to build on the base of Win Oiffice 97 and create a great Macintosn product for
Macintosh users, which 1s 100% interoperable with the windows preduct  To this end, we conducted
research with 25 of our top 50 accounts, and also ran a survey on the web to solicit end-user feedback
Trese surveys confirmed that the imtial goals 1 set for the product were, in fact the nght ones These incluge
a) Perfcrmance - | have people working on nothing but performance (no features no bugs) We rave
performance back arcund Office 4 levels, and expect to be better with some additonal changes we think
we can mzke This work has involved breaking up the product into more DLI s to circumvent stuoidity in
Apple’s loader, exiensive use of Pcode the creation of post-processing tocls to reduce ccae size
{remove NOPs, do peephole optimizations), more aelayed loading, etc
b) TCO - FAR simpler deployment and maintenance Mac Office 97 will not require a setub program!
Installation will involve dragging the Office folder onto your hard aisk - that's it (also enabiing LORG
admins to use push tools to do automatic install, since it's as simple as copying files No other large Mac
pragram does this {or Windows program for that matter) Not only wiil this greatly simphiy depfoyment 1t
will help maintenance significantly (with Office 4 (or Windows Office), moving a foider or renaming a hard
disk would break Oifice, now it will work Just fine We've also found many accounts that triea to reverse
engineer our setup and do their cwn, and ended up doing it wrong, causing great support proklems, n
one case we wrote a custom app to fix a 5C00 seat boichea installation  Tne boftom line i1s that | feel |
can say with a straignt face that upgrading to Mac Office 97 vall be cheaper than stickiig vith Mac Office

4
¢) A gead transiron for Mac Word 5 1 users A large amount of our customers are shil using Wora
51 so we have focused on getting them back ‘We have scoursd “Why | hate Mac Word™ web cages,
gotten PSS and customer input, and are attempting to solve the major Issues For example some peocle
hked the Mac Word 5 1 nterface  Fine, we will aive it them with just one menu selection  Users warnited
the “Font and “Work™ menus back, we re gving it to them  Users wanted therr "Address Book back
tgcne in Mac Word 6 0, since the wir oreduct used the schedule+ PAB) We re not only giving 1t back to
tem, but also giving themd the ability to read the address book of Qutlook Express
d) Suepor tor App'e technology where it actually benefits end users  We will pe supporurg Appie's
drag and drop, so people can actually drag/arop between our apps and cther Mac aops, like the Fincer
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1019 customer compiaintl We have extenacd Office At “o suppon QuickT me movies. QuickTire VR

meves and QuickDraw 3D imzages  YWe wil oe sucocting *he new visuals of Mac OS 8 (due te Shitp on

822 } giTDCIIeVE we nave ccmarketing coportunites we ¢an do with Mac OS 8 and Office 4 (as well as
ifice 87)

) Integration witn IE and Outlock Express \We wil be several mieces of code with IE with the usar
cenefit of reduced hard cisx space and mere efiicient memory utmzazion  Ths includes the code that
irpolernents the internet proiccels jthere's no WININET DLL on the Mac (1)) shared disk cache, shared
favortes, URL manikers We won 1 have the s2me integration as on windows unfortunately, {no
acceobjects on the Mac and z2lso that the Mzc IE group ccesn t have the lime to support the HLINK
proiccct as Win |E and Cffice do), but we wil have what | said above  File Send will work with Qutiock
Sxpress, and Word will 21s0 oe able to read Outlook Express's adaress book

f) Mail 'ntegration - lacking an OS mail infrastructure File/Send support has to be written soecrally for
each chent Though Office supportea our cld mail chent, the Mac Exchange client broke this  Mac Office
€7 win work with Excnange Outllcck Express, Eudora, Netscape Mail, and, we hope Claris Emailer

@) Competitive response - as with the Word 5 1 support, tne goal 1s to not give anycne an excuse to
ncr buy Word Al January MacWorld | got & demo of the new Mac Wordperfect One feature they talked
about a lot was “rignt click thesaurus " 12 trat clicking on a non-misspelied Word gave you a list of
synonyms in a context menu That feature 1s row 1n Mac Word 97 (the Windows Word guys think it's cool

too)

2} We are close to shipping
We will be shipping our first code outside of Microsoft m about 8 weeks and plan to snip in just 5 months

fromnow On august 27, tech beta 1 will go out to < 50 pecole worlawiae (| am making a special effort to
inciuce inti sites as this 1s aiways a compiaint with Win Office betas) whom we think will give us great
feeacack that we can incorperate into the product  In mid-Octooer, beta 2 will go to a significantly broader set
of people  We'll also use this release for our Early Adopter Pregram, in which LORGS commit to deploying
Office on a certam # of deskiops ang give us good PR 1p exchange for product support and free licenses, we
hope te include Apole in this orogram By the third week of November, we should have a release candidate
ihal we can use for a preview orogram or “marketing beta" We plan 1o RTM on 12/3, just 5 months from

now

3) The team 1s motvated
Whiie canceling this product in March woula have had a temble effect on the team and, 1 think, on GAD

canceling this now would be devastating Many people have worked long and hara to get the product to
where we are now Developers have written new features fixea thousands of bugs, written custom
development tools and improved performance signficantly Testers have set up a large Mac lab (a first for
MicresoR) geten ther automated tests running on 4 codenases (not a invial accomphshment given *hat a lot
of the work frem Windows Office couldn't be used), set up a perfermance measunng system, reviewed bugs
fixed In Win Oriice to see Ii they were fixed cn the Mac and, of course have entered thousands of bugs
Program Managers have picked up all loose ends inhented from the win project, tracking and working an
every acdin and template they've spec-ed all the new features have signed contracts with and are managing
external contractors, our release team is providing daily setup builds for both Enghsh and German Product
planming has tracked PSS data, visited key accounts run a weo survey, and are working on a comorehensive
LORG rgraticn decument  All groups have picked up loose ends dumped on us by other paris of the
cormpany such as Forms*3

Peaple are enthusiastic and believe in our vision of creating a great oroduct and making a difierence

One big rrorale probiem that does exist Is the lack of any idea on what we'll do next, after December, it
seems like we're falling off the end of the Earth {obviously, | recognize that this decision will have to wait for

&n agreement

4) Keeping our word - customers, press, etc
As you noted in April, we've given our word to cur customers that we will do this product We've also
teen clear on this point with press and analysts Puliing cut at this point no matter how high our frusiraticns

~ith Apple, would be & blight on our integnty

£) We can expenment with Mac Office

Because Mac Office 1s so much iess critical to our business than windows, we have the fiexioility to test
out rew things in the product and in its marketing befere we try them on Windows  Setup-less install for
examp'e 1s one thing we'll do on the Mac first  Another thing I'm trying on the Mac 1s greater involvement of
in‘ernational sites In betas and the EAP program  In France most of our Mac sales are to MORGs rather
than LORGs | wonder what % of the MORG market uses Macs in France — can we try gut some 1deas to
reach MORGs on the Mac first?

I've personally also found ithe Mac market interesting because I've seen so many trends appear there first,
ard eventually become iriportant on Wincows For example, the concerns about ‘ploatware,” hard disk siz2
and memory uthization have become a real issue wiah Qriice 97 Well, we heard exactly the same thing for
I.1a Ofiice 4 three years ago, when we weren't really hearing it on Windows High-level cross-app
cregrammeniity appeared on 'ne Mac first  Mailing document contents around in a visible form (father than
an atacnment) was something Apple tried with PowerTalk Even things ke System 7's publish and subscnbe
maael seem to be re-appearing now (1 @ one indicates what data one is interested in, and gets nothed when

it cnanges &asynchronously) MSS8 0113395
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| also want o cammeant a bit or Mac Office revenue  Though *he decline in our sa es 1frc— abeut S2C0MM n
FYSE lo 3150MM in FY37} 15, 1n a large part, atinbutable 10 Aopie's decreasea market share, another, not
rsigntficant factor 1s the incredibly errible job we do in the sales force ana with In the mzrketing orgamization
Fere in Reeamond and elsewhere in the world

[¥'s been years since anyone :n the nele was ab'e tc talk to a cusiomer about the Mac or cur Mac croducts
EBC custcmers always comrp'ain that their reps know nothing about the Mac, ana that these reps insist on
tn'ng to get them to move to NT Custcmers fing this bebavier insulting, and are angry about it  Even when |
nave vis{ied customers at the recuest of a fie'd person the field could often nct even tell me the # of Mzacs a
cLstomer had or therr aistntuticn (68K vs PowerMiac) We areni even rrent-oming the Mac at the MGS (I
would have loved to nave 3 session to talk about our Mac strategy)

A mcre recent development has been tne astomishing neglect of our Mac business in the US and abread In
the US, for examp’e inere are NO sustaining marketing efforts for Mac Office 4 -- il of calendar 1697 wiil
pass witn no eds no promotions, no marketing of Mac Office A recent iInquiry | made atout a competitor
{Corel) was met with a response that the persen didn’t have ime to look at it, so0 1 snould go 2nd check Corel's
web site for information | went ta MaclS Europe to speak with Mac LORGs and MORGs, and NO ONE from
the marxeting org accompaned me

An example of what's possitle has been the work of 1 person (actually a half person) in the French sup
(Isatelle Nicolar) Despite Apple’s 20% drop in units in France, Mac Office sales are up 7% France's Mac
Office sales are almost TRIPLE therr plzn, at arcund $18 million, compnsing around 12% of DAD revenue on
France, and 9% of overall MS revenue there This was done with a marketing budget of under $100K How
dia we do sc well? We actually did some marketing! We did end-user nromotions (direct mard and phone),
reseller promos (50% ofi every other Mac Office upgrace) a repate deal for new Mac purchasers (with Apple)
We set up a bundle with a database {ACI) to make a "PRO"-like SKU, the terms are very favgrable to us - we
sell the preduct to ACI for $450 aoliars {retail 1s $500, OEM 1s $150) and they add their DB and reseil it
Prolected sales of 2C00 units give us another milion n revenue In fact, our European QEM deal, rather than
cannibalizing finrshed goods sales had the effect of increasing them because we leveraged the OEM deal as
an ooporunity ‘0 speak with press and customers yet again, with Apple pecpie in tow, implying Apple's
endcrsement of our product {1 e FG sales are up in France from FY26 to FY97)

Unfcriunately, the sttuation 1s mere bleak in the rest of Europe  While in Europe last week, | wanted to meet
with sub preduct managers to talk to them about our preduct plans and also to leam more about ther
markets therr customers (and get beta candidales) lccal apple relanonshups, etc  Outside of the UK and
France we couldn't get anycne else to come! We're locahzing the prcduct in German Itahan Spanisn, and
Sweaish and no one from those countries czred enough to learn what was goingon On Tuesday 1gota
letter from a PSS person in the German sub beggmng me to help them out — he told mie that no one in the
German sub cared about marketing our mac preducts, and that the one person in Central Europe (In
Switzerland) who cared about mac marketing was ust fired (and was also apparently told he couldn't come to
Paris to meet with me on Mac Office 97) | don't know the specific Issues with that case but | do know that
mere's 2 huge difference in sales results betlween France and cther countnes (You wouldn't believe how
cfien | get mail from vanous parts of the company asking for help on some Mac 1ssue b/c soireone who cares
thinks the ngnt thing isnt happening) Sales are aown in every European couniry outside France we msae
ro e-fort In tnese countries to 'everage the OEM deal the way that the French did (note tco that France is not
the country with the highest sates for Mac Office in Europe — our FY97 European sales of Ma¢ Ofiice are UK
23% France 21%, Germany 12%, Sweden 8%, ltaly 7% Swizerland 6%)

I'm cenzinly aware of opportunity costs, and if we chcose lo spend the last marginzl person in eacn marketing
crg only on ‘\Windows Ofiice, that's fine, but let's be aware that we could be achieving Figher Mac ravenues

Lastly, |'want to urge that we make a final decision soon  Initially, after ferming my group, we had planned to
be very pro-active with press and cuslomers, sending the message that something had changed at MS, and
tnat we were going to do really great werk for the Mac  Given the indecision, we have completely stopped
pre-active communcations, and have lost this advantage  Our constant excuses for why we can't do
inierviews are wearing thin — one Washington Post reporter has been put off several times, and we didn't
raescond to Lee Gorres from the WSJ  MacWoerld 1s coming up in a imonth and we had planned to demo ine
proauct there — doing so obviously means a lot of other things need to happen -- writing a demo, refining
positonirg semng Lp meetings with press and customers, visting press before the show, and doing some
sort of promction in the fall to prevent a sales drovoff But we aren't doing any of this now A January launch
means icng 'ead press tours in September, since we had initizlly told some press to expect an October ship
gate they are expeching long leaas now, but we aren't communicating to them at all  So we're ar tne pont
wnere we need to start doing somes communcatens now, but we can't until we decide lo go forwara with the

project
So 1 think that makirg a dec:sion very soon 1s critical and | think that aecisicn snoula be to fimish the prccuct
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P S | owe you some info on connect.x virtual PC -- shor answer Is that it's a cool produst that emulat
haraware (Tniton chip set, |DE controller, Ethernet card scundblaster, etc ) rather tﬁan Windows \Ilkg ®
Sofiwinaows does), and so can run any OS -- Win95, NT, Linux, DOS, etc  They are OEM-ing Win 25 and
DSS mfg);gruysé l.v;wel %?; m:ney for evefryhccny zoldt | know the ceople there very well, and could easily arrange
ace o have a coy of the product iney sent me and could show it

T ah-ars Maee p iney s itto you Performance seems
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