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Subject:  Market Share of Applications in the United States

I am seriously disa ppointed that our applications are not gaining more share in the United
States. Wcmayncvahavcasgxwamgmyspodﬁcpmductadvanmgcaswchavc
wdayandyubyd)cmlpmsrwovuswid)aﬁmﬁncofwadpmomﬁng,maﬂ
(omaﬂ'scﬁcmisbcmmmdwymdwwcwﬂlshipmissnmamdhasahighamkm
share), group productivity (Notes is alone in its ficld and we won't have an answer for two
years), graphics (Freclance for OS/2 is very nice product and Freelance has a lot more
share than we do), spreadsheet and perhaps even a database for Windows we will have less
than half of their spreadshect share. By the time WordPerfect has very nice word
Pprocessing and office software for Windows we will have less than a third of their share.
These high shares wranslate into very high sales and profits. Estimating the market size for
thcsccamgoﬁcsuabommOMintthSandusinganﬂcofﬂmnbdnxaﬁcruxpmt
profitability in the long run will be (market share/3) generates the following:

Market sharc | Sales Prohits
20% $144M $9.6M
0% $288M__|_3384M
% 432M $86.4M
80% 576M__|_3153.6M
100% ST20M $240M

Thismmm&mwayshmpoimmomdﬁ%iswonhabout%ofaﬁumxpmﬁmbﬂity
par year and every share point around 60% is worth about $3M. The “asset” valne of this
caming stream is worth 12x its annual rate if it lasts. A company that stays ahcad in -
technology can expect its market share to last. This model is crude but it does show the
kindofﬁmdinnguswinhmfmimomabusimonccitgmwwdmimlpmiqm
the spreadsheet business. Using only the US market understates the value of market share

more other markets in the world follow the US lead because of momentam factors
likeﬁ-onsand"hczd affect” (wanting to work with the leader) - this could double these
numbers. .
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Oncmuldargucthmmcpmposalslptmwﬂljustladmwndnualpﬁccwmsinﬂm
softwarc business significantly devaluing the “reward” for being aggressive. Although this
ispossiblclproposcwhenﬂrcrcisnobtmdxwamnc&sofa'gcnmtion transition” taking
plaocdmtpdccisno(agoodloolforgahﬁngshamandﬂmdnﬁngthmmmmansthc
underdog (Nﬁaosoﬁ)mnuscpticeeﬁ'ccﬁvdngainmﬁonandn-ialandshmc. Whean
wclmhwuedthepdceofﬁmclﬂnmlypwplcwbopaidmﬁonmmoscinmmwi
in Windows - a small group already disposed to use our prodoct.

Another important question is what portion of our application salcs over time will be a sct
of appfications versus a singie product. The marginal cost to us of users wsing a higher
number of applications is zero and if we can make it casy enough to usc apph jon:
casuatly so that it is a benefit to have maltiple applications thea users 2y for this
privilege and the industry as a whole will bencfit. It appears that only Microsoft and Lotus
wiﬂhavcoomplcthmﬁtyfanﬁlimofzppﬁmtionsandwcmsomcwhaahad. Please
assnncthachmyah&dinintcgmﬁngurfamﬂymgc:hdincvaluaﬁngoaﬁmm
strategies - the product tearns WILL deliver on this. Our understanding of system software
and our early investment in integration and having all of our applications on
one site with 2 uniform culture including more focus on technology will allow us to lead.
We will be open with what we are doing bat our skills will distinguish us.

I believe that we should position the “OFFICE" as our most important application. The
simplicity a company can get by having all of thesc applications available to all of its users
isvayhigh-mmzployocmmcamdxapasm’smdﬁnc,yoummdoscﬁlminmaﬂ
lcnowingpooplcwillbcablctonoton!ylookaldmnbmalsoodinhcm.thucism
requisition overhead in trying to figure oat what people should get, there is one vendor to
ask for integration from or reasonable Bcensing policics.

I propose the following steps:

1. Reduce the price of OFFICE to $750. Offer the channcl an extra 4% of
OFFICE reveaue 1o use to market this product (qualifying expeaditures
would include seminars, focused advertising, mailing, etc). The extra
marketing money would make our prioritics clear and get the message out.

This would make the cost of owning three applications equivaleat to the

ice of 1.5 - the penctration rate of ion packages is low enough
that if's really more like 2.2 for the price of 1.5. The MLP would be priced
accordingty at $600. Strect prices would be as low as $450 for the
packaged product and $360 for the MLP. ‘We would also negotiate special
deals in cases where corporations commit 10 have 100% of the new 386 or
better machines for specific locations licensed for Office - if this
commitment is in the hundreds we would go down to $306 - if this
commitment is in the thousands we would go down 1o $254. We could
handle this by having a many-unit SKU like WordPerfect used too but that
docsn't capture the penctration goal - penetration may be bard to sct up both
because of complexity and egal constraints. We would have the channel
pa:ﬁcipatc_indtisbyhavingﬁstpxioml%ﬁmshighcrﬂmnthisandlaﬁng
them discount the way they normally do. In the rare case we have to do the
negotiation would have a parcentage payment back 1o the reseller. We
would make more aggressive provisions for existing machines running
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other high end applications (swap up to Office). People who criticize owr -
lack of concurrent use would see that we are very reasonable on pricing.

There arc some deals that have been done at higher prices that we would
hzvetolowa,howcver,lthinklhisncwpricing.wmﬂd_acmallymakcus

mmqofOFﬂ(IpmchmswbucﬁwyindiuMpﬁoewasakcy
_ mreason for going with us and 37% did not already bave any Microsoft o
—- applications! I got the data from Mike Maples so if people arc interested

they should ges the full explanation from him. Jr's ot a declaratioli of a

price war since Lows already offers Ami and 1-2-3 for $595 list.zad their -

special networking discounts and their unbelievable allowance for

concurrent usage. The extra 4% would go away at some point and if

necessary we could raise the price back up, however I doubt we will do

that.

I get excited thinking about a user who signs up for multiple Microsoft
applications-owﬁmneinmcgmﬁonplanswillkccpﬁmmbyﬂnnsfor
. allime. If people only buy one application, a high percentage of things I |
" am working on arcn't valuable and that is the buying pattern we want to
change. -

I know this overlaps our plan to have new machines bundled with
applications at the retail level but that is fine with me — we need o attack
this problem a lot of ways. Iam somry we delayed the rollout of the
program - I think it is strange 10 say our ficld is tied up on the $129 deal
when we aren't really promoting that fall bore.

2. Advaﬁscomﬂﬂpmgmmandmcoumgcmﬂa:mpmhoutmthc 3
shelf, Ithinkitissmgctohavcthisswapbdngpmsancdtocmporan:
buyers but not to the buying public at large. Our whole strategy is to get
individnals in corporations of all sizes @ love Excel and Word. These
power uscrs walk into Egghead to sec what is new and our offer isn't there.

) Ofcmnsedﬂsisalilnitcddmcoﬂ'crsoweshouldmditanod\awdays

v | and getit advertised and out on the shelves as soon 2s possible. This also

N means allowing the marketing funds from this prodoct to be used for more
than just mailing. :

o 3- Lower the price of Excel to $333 for six months. This will get the street ;

r price of aggressive scllers down to $199. For the person trying to decide to
move up to Excel price is an issuc. Ibelieve we are just short of creating a ﬁ
broad awareness that people should move to Excel and I think this would
make a difference. Thaeisdlcquionofwhethumuscsuwpdocor -
SRP to accomplish this - I favor street price since we could announce it but : -
I am open minded. This will cost us a Jot of moncy in the short term and
will force similar reductions outside the United States. It will preempt the A
. pricing of the Borland Windows spreadsheet - I am worried that as word of
hisoffuingbooom&cwidapmdpcoplcwinwaitcxpccﬁngthathcwﬂl
oﬁ'crthunavcxygooddmlandomabsolmcpriocwmmakcthcbuycrwam
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to wait. This proposal is certainly a lot more conservative than the one thar -
said everyone who owns Windows should be able to get Excel for $129 ~ a
75% price cut instead of the 33% proposed here.

4. Come up with a rcal tral scheme. This is the wildest idea here and would
be hard to implement. The idea is to let someone walk in and pick up Excel
simply by filling out a card and signing it. It's like signing up for a book
club - in threc moaths you can send it back t us and you never get billed or

— the retailer bills you for the agreed price. This program would make it very
easy to try out our product - the real thing. This would show a lotof trust
in the user. It could be done on a trial basis with some retailers whiere we
send them the stock for free. When the users reject the box come:
back to us or the retailer. Itspmbablyb&ctxfthlswholctlnngxshandcd
by the retailer and our involvement is mited to our payment terms and
allowing the reject boxes to be like returns. If the user does not reject then
the retailer gets to bill him for the "agreed” price at the time of delivery. We
get paid for everything but the rejects but we work it out so that the retailer
isn't stuck because the payable w© us has a different average time
outstanding than the "receivable” from the user. This would mean allowing
Egghead (say) to pay us 90 days later for the nct Excel sales. The reject
packages might be reusable or not. Since our goal is to get people 10 sec our
great technology this approach beaefits us far more than our competitors.

It's unlikely we will decide to all of these things but they do not conflict in any way.

Target Channel Cost Leagth Raok 1-10
Office all Standard None? Forever 10
$1294 installed Mx . Some? June 7
$333XL all Standard 13XL$ October 6
Freetnial enduser Standard Some Toal 4

("Rank" is my confidence this is a2 smart idea that could be executed effectively)
I am very interested to get your thoughts on these ideas. If we are going to do any of this,
the sooner the A

WHG/jg
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