Bill Gates

From: Peter Neupert[SMTP:petern]

Sent: Wednesday, Aprif 19, 1995 10:50 PM

To: billg; craigmu; drosen; nathanm; patfer; paulma; russs
Subject: RE: Internet strategy

i agree with Nathan on many points, including:

-extending Internet s/w standards is our war to lose

-the three sources of value to /leverage: s/w features, content,
total service offering (including transport)

-MS should have a focused strategy, vs. competing internal efforts

While nathan makes many sound arguments about how we pursue the battie,

our strategy today is still incomplete and we aren't properiy

organized to execute. as a result we aren't moving as fast as the
‘phenomenon’ is and are not exploiting the many assets and good ideas
we do have.

one of the many challenges the Internet poses to MS is that "the nature
of " impacts so many product groups. so one key question is how
shouid we organize. iwouldn't suggest we 'smoosh’ all the product
groups together that might be impacted, as that would be dumb and
suboptimal. but we do need a dedicated group focused on developing,
selling, communicating and executing an MS strategy, which may include
changes to product plans, some new service offerings/bundies and the
acquisition of content, technology or editorial value add. the group
needs to be focused on the variety of competition, the evolving

business models, categorizing the key customer groups/product needs,
prioritizing actions and use of resources, plus creating metrics on
whether we are gaining or losing the war. at this point it is hard to

tell. the other challenge is this strategy clearly impacts and needs

to be coordinated with the evolving MSN strategy. i am not up to
speed on Russ’s plans...so he may have most of this figured out -- but

i think the chalienge is huge for MOS group to fight and win on all the
fronts they have open at present.

one question i ask myself, is do we have the right allocation of

resources to meet the Internet (and online) challenges? basically our
development resources have been allocated based on the product goals
and objectives from some period prior to our internalizing the Internet
phenomenon. my question is if we did a zero based resource budget
today and looked at our threats and opportunities -- we might focus our
scarce resources (smart people who make things happen) differently.

nathan identifies several options for how to exploit Blackbird on the
Internet. what i still don't understand is what our message to ICPs
is and whether we plan to meet ICP needs for MSN and for the Internet?
maybe this is the wrong question...but it is the question i see ICPs
still struggling with. also clearly the message should include how MS
plans to deal with rich media delivery platforms (ITV/IHPC) as well as
MSN and the dial up Intemmet. i believe ICPs broadly defined (media
companies, and merchants) could tell us a ot about their
needs/priorities for how we can capture their mindshare and doilars for
online,
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my guess is with a change in our resource allocations, we can do more
to meet their needs.

i also agree that the implementation of our strategy should be

inclusive -- namely that we should figure out how we can coopt

Netscape and similar companies. one example is licensing them STT for
inclusion in their clients and servers. this makes sense to me.

From: Nathan Myhrvoid

To: Bill Gates; Russell Siegelman; Craig Mundie; Dan Rosen; Pat Ferrel:
Paul Maritz; Peter Neupert

Subject: Internet strategy

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

There has been a flury of email about Netscape and our general Internet
development strategy. This_email is my contribution to this topic.

My assumptions going into this, as discussed in my previous Intemet memo,
are that:

- "Internet standards” in the sense of the current public domain cominittee
driven standards are a red herring and are not a competitive threat. One
reason is that most of the key people 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 rapidly commericalizing services. The
big issue to be concerned about is the same issue that we have faced in the
past - proprietary standards coming from competing software companies.
Netscape is certainly one of the many companies who will try to promote
their proprietary extensions (and entirely new protocols) on the world.

- Cross platform data only protocals like HTML are very important at the
moment. | do not expect this to continue with the same degree of emphasis.
Custom protocols, downloaded front end code and platform specific
development are bound to occur. Some content (particularly that with low
value) will continue in generic, cross platform tools, but a lot of
compelling things will start to dip into custom code and platform specific
features. This trend has always occurred in similar situtations in the
past. When you get two competitors making a product, and you have some
platforms that are more popular than others, then one of the competitors is
going to succumb to the temptation to abandon cross platform approachs.
limit themselves to the most popular platform, but be able to do things that
can't be done in a cross platform manner.

- The world of the internet is rapidly becoming Windows centric, because
Windows will be the most popular client operating system by a wide margin.

This is a 180 degree shift from the historical traditions of the internet,
which happened to grow up in one of the few communities which is
platform-diverse - namely academic computing.

| expect that there may a lot of common agreement with these points at one 57820
level, but | have seen a lot of email that implicitly seems to have a MS98 OlNTIAL
different set of assumptions, so { wanted to make my assumptions explicit. CONFIDE

Given this, our natural strategy is to try achieve a number of goals:
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- Superset Internet protocols and standards with our own value added
extensions. As platform specific work is done on the Internet, we want it

to be done on our platform. As proprietary technology and protocols are
used, we want them to be ours - in as many broad mainstream areas as is
reasonably possible. We don't need to own every protocol in every area, but
we want to be an important player. There certainly is a danger that
Netscape, or another company, could establish enough APIs and proprietary
protocol extensions that they would wind up owning the "Windows internet
platform”. PaulMa is quite correct in comparing this situation to Novell.
which sucessfully established a "sub-platform” (for a set of network
services) within the context of our client operating system. This does not
mean that Netscape needs to be a direct competitor - | am optimistic that we
can have a posttive relationship with them - but out of the many possible
future directions for them and us, if we are not careful they will evolve
toward being a direct competitor in this manner.

- The natural way for us to do this supersetting is using our current
technological agenda in PC computing. This means using monickers, OLE
objects, Forms3 forms and every other Windows technology that is applicable
as part of the our extensions to the current Internet world. In addition

we also have to look at developing some new things that have no equivalents
in the PC world, such as security and billing. so it is not all about

reworking existing stuff.

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

Again, | don't think that there is a lot of disagreement with this. Here is
the part which is more controversial.

One key technology to accomplish this is Blackbird. One confusing fact is
that the term "Blackbird" includes both front end and server components, as
well as having an authoring environment. Blackbird uses an HTML superset
and is extending it with OLE, Forms3 and other Windows assets. It also
includes security and billing.

Ideally, the Blackbird front end would include a great Web browser, and it
would seamlessly integrate access to servers on the Internet using a plain
vanilla HTMU/HT TP as weli as Blackbird servers.  This is our current
strategy, but tactically we are not there yet. Blackbird technology will

not be generally available for a few months after MSN 1,0 ships. So our
current plan has been to integrate the O'hare Web browser, with Blackbird
and the rest of the MSN front end. | view this as step to the fully
integrated front end.

There is a great deal of confusion generated by the fact that Blackbird is

not something that we currently plan on selling as a standalone tool. In

the past week | have had some conversations with people who thought that
this means that Blackbird is "not an Internet authoring tool" and that it is
"proprietary to MSN".  I've had people tell me that the O'hare people
ether are (or should be) working on their own plan to superset Internet
protocols.  I'm not sure that anything is actually happening in this

direction already, but this sort of duplication is an ENORMOUS danger. We
should be working toward a single integrated front end, which supports ONE
set of extensions to Internet protocols.

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

Another confusing issue is how to think of MSN versus various information
services on the Interent. | regard MSN as yet another Internet senvice - no
different in principle than any other information service on the Internet.

It happens to be one which ALSO can access customers who don't have access
to the Intemet, via X.25, but that is a nit. MSN is an Internet service.

Given the current state of the Internet, and given our size and resource
level, we are going to bootstrap our Intermet service by leapfrogging the
current front end technology and distributing our own front end. This is
unusual, since most Internet services just accept the constraints of the
existing protocols and software. Given our size, and our software skill
there is no reason to accept these constraints, and in fact every reason for
us to break the mold by doing something really different for the bootstrap.

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

This may seem like an odd vs}ayto view things, but in fact it is completely
consistent our model and what we have been saying for quite a while now.
The key things which make this it a valid way to position ourselves are:

- We will move to using TCP/IP, and thus wili benefit from the ever
cheaper connectivity which is a central part of the Internet.

- We will allow access to any Internet service.
- Our position is to superset both in terms of technology (with Blackbird

and Windows-centric extensions) and content/service (providing great
browsing, indexing, navigational content)

The Front End Strategy

The front end which supports these services is basically the union of the
MSN front end with Blackbird and O'hare. At some point this is very
smoothly integrated, but at first they are separate pieces of code stuck
together at the end user level.

This front end should be given away as widely as possible, including:

- Putinto Windows. | agree with PaulMa's comment that we should
distribute the front end very broadly by having it Windows, at least at some
point down the line.

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

Case 1. You're already on the Internet (i.e. your company has a T1 line

etc., or you choose to use a Non-MS third party dial up provider), and don't MS98

want to subscribe to MSN. In this case do not see MSN content, and you do C 0157822
not need to pay a monthly fee. In this case the front end is (in effect) ONFIDENTIAL
going to be the greatest Web browser for existing Internet protocols. MSN

would have a free home page that advertises MSN. VWe would also enable some
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other free senvices which use the full Blackbird technology to show people
how cool it is.

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

as not to a barrier so that most people will go ahead and subscribe. In

this case you get everything on MSN and Internet.

Case 3. We will offer dial Internet connectivity (via UUNET). MSN access

is included for one low fee, so again you get everything on MSN and

Internet. Qur goal is to price this to be very competitive and become the

most attractive dial up Internet provider. One way to view MSN content is

that it is the a lot of value added services you get to aid and suppliment
Internet access. Other users will view the managed community of MSN as the
central thing, and they get access to the Internet as a bonus.

Case 4. In some geographies, and for some users, X.25 access may be cheaper
(i.e. there is a local POP so they have a local phone call) and be

sufficient.  We will have some Internet 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 it is cheaper, more scalable

and.

In all cases the difference between senvices offering Blackbird and services
created with plain vanilla HTML is transparent to the user. Some servers
and senvices are just very cocl.  There is a question as to what business
model allowed a service provider to create a Blackbird service, but this is
discussed below.

The difference between several of these cases will go away if we can price
the MSN base content at zero. We would still ask for an account
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
incremental over access (eliminating the difference between case 1 and case
2). One way to justify this would be if we can get sufficient advertising

and related revenue this is certainly possible. We have some very
interesting work on advertisting, but it is too early to say how significant

this will be.  There is an alternative view that charging for the MSN

base will allow us to invest enough in content to keep this a strong asset,
which we would not be able to do if it was free. This entire area is so

new and so dynamic that we will have to be very quick on our feet to adapt
to the market. We won't change anything for MSN 1.0, but within the next
18 months we will have to monitor this issue.

Initially we give away the front end, but over time | want to have features

in the front end be a continuned reason for people to pay us a subscription
charge. The free aspects of the front end would be kept competitive, but
once you get into content that uses the extended stuff it should be a lot
more cool.

One way to view this, which is how | have looked at it in some previous

email, is that people "rent" the front end from us. We have the world's

coolest front end, and to get access to it peopie will subscribe to MSN, or

equivalently will use our Internet dial up access. This is the

software-centric view. You could equally say that the front end is a give MS98 0157823
away, and the subscription is there to pay for great content. CONFIDENTIAL

In truth, we want to use BOTH sources of value - we shouid have the best
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software and try to have the best service and content. We can have our
cake and eat ittoo. Far fewer competitiors will be able to match us on
both counts than if we separate and sell the front end and service
separately.

The Business Model

Netscape gives clients away, and charges a flat fee for server software.

This is certainly a possible model for Blackbird technology in the future.

In fact, my original memos on the online service strategy were PRECISELY
this mode! - | called this the senver kit. In the case of individuals or
small businesses, | belived then, and | believe now, that selling a kit
which allows people a "do it yourself' way to connect is a very effective
means to collect revenue from a large class of service providers.

Of course, Netscape has littie choice but to take this business modei today.
Their competition is public domain code that the principles of the company
wrote themselves a short time ago. There is no billing or security
infrastructure which would let them charge for servers in another fashion.

It is possible to impute great wisdom to their choice, however t also
happens to the only thing possible for them at the moment.

| predict that if they are successful, that down the line they will

introduce high end products that are more expensive (for large users), they
will make version changes quickly to get more revenue from upgrades, and
they will use every bit of cleverness to get additional revenue. This can
inciude "navigational content" (in the sense of the term we use in MSN), and
transactional or other service revenue.  You can see the start of this

trend in what they are doing, and in what various Internet dial up providers
are doing.

Everybody in this business is going to wind up trying to leverage three
different sources of value:

- Software features (in front end and back end).

- Content and (particularly navigational content like index, directory,
yellow pages, browsing)

- Senvice relationship (including basic access and other services}.

Over time anybody who starts in one piace will try to add others
incrementally to create an integrated value proposition. The Netscape
server kit approach is very strongly biased today towards the first issue -
creating a server.

Although | believe in the server kit approach, our MSN strategy has put a
higher pricrity on deploying the service component, and attracting a set of
information and service providers who are willing to get online via a
different model - annual fee and/or % of revenue. One way to look at
this is that we have a very different model for pricing the server - we
charge the user a subscription and charge IPs by the space and % of revenue.
There is a set of [Ps for whom this is a perfectly viable proposition,
today in 1995.

Another way to look at this is that we are going to 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 service model for pricing.
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Won't we lose out to Netscape charging a flatfee? I'm even asked why
haven't we already lost.

The answer is that many IPs really DO want what we are offering. The
combination of us doing billing, promotion of the service, ease of
connectivity, and getting lots of content in the base is very attractive to
companies. Over time there are a very specific set of things we have to
accomplish to keep this proposition alive - keep customer interest high,

have a great set of "navigational content" and base content, have a strong
brand presence etc.. We aiso have to keep the software features in the
front end and back end best of breed. In short, we have to provide a value
proposition that makes it worthwhile for somebody to access sernvices via our
front end.

I think that we have an excellent chance of keeping the service model going.
Nevertheless | am certain that at some point we will add the "server kit"

so that IN ADDITION to our service based approach we have something like a

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

find our current offer attractive. There are two kinds of these IPs - very

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

smail ones that are logistically hard for us to market to. The server kit

is ideal for the small ones.

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

our MSN launch successful and focus our priorities on the IPs in the middle
whao are very interested in the offering that we are putting together. As a
resuit, we currently have focused Blackbird on being an MSN tool, and we
will not be selling it as a general server kit by itself. Doing so at the
moment would be a big distraction from the goal of shipping MSN.

This means that we are taking a risk that Netscape or others can get

established in the interim with their different model. So be it - we have

finite resounces and thus we cannot hedge every possible alternative.
Given where we are with MSN, we are best putting our energy there, then

coming after the remainder of the market second. |am not sympathetic to

the notion that we have to try to be all things to all people all at once.

Over time - yes - but not instantly.

One exampie of the "do it all now" approach above would be having the O'hare

people working in a competitive way to our MSN/Blackbird strategy rather

than aligning the two. This also piay very well with the strong cultural

trait at Microsoft in having each group be masters of their own fate, but if

we succumb to this temptation it will KILL US in this area. We cannot

afford to be divided and dissipate momentum in how we approach the Internet.
i would rather have one strong strategy, rather than two weak ones which

have no synergy.

The Server

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

quickly away from it. Once we are able to use TCP/IP and the Internet,

with its low cost communications it is much easier to distribute things.

Some services do not make a lot of sense to distribute, or at any rate the
issues are different. We will make intellegent choices on a case by case
basis. Mail has a very different set of issues around distributing it than
Blackbird or other services.
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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 manage.
This kit would allow us to deploy Blackbird servers anywhere on the
Internet, and it would even allow people to buy their own machine, put the
server on the Internet, yet still be able to get billing and subscription
services via the MSN infrastructure. The server would be technically
capable of supplying full Blackbird with extensions, or simply the plain
vanilla HTML via HTTP to arbitrary front ends.

We would have to decide how much functionality to expose and what the
business model is. This product would 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 model to all comers, because it would leave value on the table.
However, if we do decide to panic about Netscape, we would have the option
of selling on that model.

My expectation is that we would enable individuals and small scale servers
(perhaps with a capacity limi) to be sold for a flat fee, or an annual fee.

Large scale commercial servers should be strongly incented to have an
annual fee and % of revenue model to be consistent with our current MSN
model. We would still offer the option of having the server managed in
our data center (here or new data centers abroad), and | expect that tiiis
will still be a necessary component of the service for many iPs.

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

this is techincally possible given the progress being made in the Blackbird
group. This would solve the single biggest problem in distributed servers,
and it would also have a big advantage over Netscape and others that are
unable to offer the billing aspect and authoring environment as part of
their product offering.

Blackbird servers are only one part of this. Another key component is the
Exchange integration, MSN on a Lan work, and the Catapult work be part of
this strategy as well. Once again, | view the sensibie thing to do is to

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

A corporation should be able to get ONE product offering which gives them:

- Firewall safe access to the internet, including MSN.

- A way to exchange email from their local Exchange servers to other orgs
with Exchange.

- Access to navigational content to help them use the Intermnet.

- Admin tools to disallow access to some areas of the Internet, or some
protocols.

- An attractive way to allow group purchasing of MSN subscriptions for
every desktop.

- Publishing suite for internal docs and tools (authored with Blackbird
tools).

Once again the three key sources of value - software features, content and
services have an interesting interplay. A company which wants to offer
Internet to all employees needs the Catapuit firewall, but they may also
want to be able to block sexually explicit stuff or entertainment. The
"no-no" list of what is blocked can be positioned as a service that they
subscribe to. They also might like to have local indexes downloaded, and
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get MSN content 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 the issues 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 internal documents is an interesting issue. This

nas come up in multiple contexts - notably SteveB always asks why we can't
do this. Why not? The immediate priority for Blackbird is, as stated

above, the MSN 1.0 goals but very soon | can imagine making it available for
internal use in a company. This is just some work in the front end and the
server kit to aliow it to happen. In particular, it should be possible to

allow this without undercutting Blackbird as a more general publishing tool
on MSN and Internet.

Netscape Relationship

Finally, | would like to comment on how we work with or against Netscape.

The Internet is a powerful phenomenon, and it is the potential to make

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

that every up and coming dynamic company must be our blood enemy. Our own
paranocia sometimes makes this happen more acutely then it would have to
otherwise.

Given the right scenario, they could 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 as possible toward MS that
would be very good.

In other scenarios they could be a successful company that has some
conflicting strategies, but is not a virulent direct competitor. [am
naive enough at the moment to think that the die is not totally cast and
that we might be able to influence them toward a degree of mutual
cooperaticn.

I have seen conflicting mail on this topic - some suggests that they are
willing to do things like license us technology and have us license them
some. Ewven if we ultimately are competitors, | see some value in us doing
this and trying to cultivate them as quasi-partners. We and they can each
get some techinical initiatives accomplished. The market is big encugh at
the moment that it is not zero sum. AOL, Prodigy, AT&T, Notes and many
others are not friends of either us or Netscape so there may be a lot of
room for rational cooperation, even if we agree to disagree on some points
and wind up being competitors.

| have seen other mail that is more along the lines that they are already
enemy number one. | think that we shouid try to be creative to see if
there is way we can moderate this.

This is not everything about Internet strategy, but it is enough for now. MS98 0157
CONFIDENT?E L7
Nathan
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