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Summary Memorandum to the Board of Directors
November Planning Sessions
November 13, 1987

1987 Overview: Accomplishments and Lessons Learned

During 1987, the company accomplished a great deal. Most notably, we:
1. posted substantial growth in revenue and profitability, delivering on all financial and
operating objectives .
2. improved our position in the marketplace by better supporting end-using organiza-
tions and distribution channels; and through establishment of major parterships in

product development

3. dramatically improved our ability to service and support end-users on an efficient
basis

4. established ourselves as the leader in two emerging markets: graphics sofiware; and
A business and financial data delivery using CD-ROMs.

5. established a successful and profitable business in Japan

6. made great progress toward ranonalizing our product strategy and development
efforts

7. improved the quality and depth of the organization by bringing significant new talent
into the organization

In the last 12 months we also learned a few more lessons from some mistakes that we hopefully
have put behind us. In addition, we also have a few major areas that are now stressed and need
direct attention.

Specifically, we need to spend more energy on building some of the company infrastructure
{systems, training programs for managers, etc.) and improving some of our management
processes (resource allocation, business planning, cross-product planning, etc.).

We also learned the lessons that come from a bit of overreaching and overextension; that more
focus and completed work is required in a more complex and competitve environment.

However, when we look back at 1987 we can say with some centzinty: "This is as good as it
gers.”

. 1988 Board Memo 1
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) 1987 Report Card

The following section represents a self-assessment on performance against the set of objzctives
we established for the company last year and which were presented to the Board last November.

1. 123 and its derivatives approach 50% of our business.
1-2-3 is still running above 50% because of a very strong year but we have made
significant progress on revenue diversification this year.,

2, We ship 123 Release 3 and Symphony HI (1988) and deliver it to customers
intelligently.

Release 3 s scheduled for shipment in Q1102 1988 with Symphony HI in 1989. More time
required as a function of cross-producs rationalization, particularly with 1231G and
123/M. We have been showing the producr to customers since early November. Interim
release of Symphony will ship in January.

3. APG (No Comment ) famnily is ready for market and is structured in a manner that
complements our installed base with clear and manageable growth paths for our users.
APG products will be released in late 1988 or early 1989 on OS/2 with the Preseniation
Manager from IBM which is scheduled for market release in October 1988.

4. Lotus is established as the winner in the graphics market. _ o
Done. Reversed share positions with Ashton Tate and now outsell their graphics line

. 2-10-1.

3. The Beethoven (123/M) project is réady for market.
1231M will follow 123 Release 3 to marker next year. Project is fully staffed and
development is on schedule with IBM requirements.

6. We claim an early and defensible position in E-mnail...
Disinvesting as a result of lack of acceprance; problems at MCI and investment required
in the face of continuing uncertainty, :

7. We make the product initiatives of 1986 successes in 1987,
Mixed results here. Hal and Manuscript proceeding forward. New release of Metro
planned for Q1. Rethinking T-A-C strategy. Looking for buyer of Measure.

8. We put ISD on clear path 1o profitability.

Promising results with One Source; enhanced through acquisition of Datext. LINC
(Signal) turns profitable in 1988.

9. Other service businesses, including ISD, start us toward 1990 goal of 20 to 25%

recuwrting revenue business by 1990.
On rarget,

. 1988 Board Memo 2
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10. International stays high growth, high conmribution and is ready to pass $100 million in
1988.
J 1988 rarget revenue is $128 million.

11. We develop successful smategy for increasing our penewaton in small business.
1223 Small Business Kit and marketing program now in launch.

12. We limit Excel to less than 10% of 123 rates at year-end.
Microsoft late in shipping Excel. Expected this month.

13. Improve relationships with customers, channels, etc.
Dramatic improvemenzs already. More 1o come.

14. We build a rolling backlog of 10 to 15% of next quarter sales.
Done. Now running ar 20 to 25% at end of quarier.

15. We shipd products right the first time, i.e. no bug fixes within 12 months of first
shipment.
No bug problems in 1987,

16. We rationalize several development, documentation and QA processes.
In process and continuing. Major advances in 1987 in upfront international design.

17. We develop successful R&D efforts at corporate and operating levels.
Inplace. Too early for product "results.”

18. We increase gross margin and deliver high pretax profitability; becorne leaders in
.ﬂ cash management practces.
Done.

19. We systematically address human resource issues, e.g. improved hiring, career
planning, performance evaluatdon etc.
Much accomplished. Much more required.

20. We get through 1987 without any substantial reorganizations.
Failed. Impossible objective in this environment.

1988 Objectives

Our strategy continues to be centered on PC-driven software and services. We continue 10 set
high growth and profitability objectives while we continue to pay attention to the type of
company we are building and what it means to work here.

If we fell short on one of our strategic objectves, it was our failure to demonstrate our ability 10
use our own technology as well as we should. As we said last year, it is strategic for us 1o be our

own best example of increased individual and organizational productivity through personal
computers. We have made some progress but it is, honesily, minimal. This needs 10 be and will

. 1988 Board Memo 3
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be a major focus for the next rwo years since it will provide us an oppontunity to betier
understand the issues our customers are facing and then berter demonsrrate the value of this
,) technology 1o our users.

1988 will be a year of increased uncertainty in a number of respecis:

« market growth will be significantly slower

- the rnacroeconomic climate is extremely uncertain

« technological uncertainty continues in several important areas
» competinion will be far more intense than ever before

We have built an operating plan that we think factors in this uncertainty --to the extent that is
possible. (Separate downside scenario planning will take place next month).

The 1988 plan is, as in previous years, an aggressive one as we continue to set ambitious growth
and profitability objectives for the company. Several factors, in addition to those identified
above, are working against our efforts to sustain 1987 margin levels, e.g. dramatic increase in
manufacturing complexity (number of products, upgrades, and disk formats); increased service
and support costs in our industry; increased markeung and selling expenses in a more crowded
and competifive environment, etc.

The objective of "making the numbers” in the financial plan is obvious. Our other critical
operating objectives are set forth below:

~ 1. Deliver 123 Release 3 and 123/M during the first half of 1988 while successfully
defending our core marker against Microsoft and others.

2. 123/G and Lotus DBMS are ready for shipment within two to three months after
shipment of 05/2 and Presentation Manager by IBM.

3. Establish Agenda as new software "category” and provide quick wunaround, if
appropriate, for second release and for Macintosh version.

4, Begin to establish "Notes” as a premier product entrant in "groupware."”
5. Begin to gain position in Macintosh market with "Modem Jazz" and make inroads for
123/Mac for late 1988/early 1989. Develop 123/V for VAX environment for delivery in
Q1/1989 and explore other hardware platforms for 123, )
6. Maintain leadership in graphics market.
7. Continue to build a dominant position in CD-ROM data delivery to business markets.
8. Build/enhance several strategic relationships with hardware and software vendors
]-DaBn& éndustry-lcadmg customers-~ to assist market entry for Agenda, Notes, Lotus

, etc.

9. Establish significant relationship with Dow Jones in news provision services to major

. 1988 Board Memo 4
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customers using both "Princeton” and "Notes."

J 10. Improve our position in text-based products leveraging off unique technology in
Agenda, Notes, Analyzer. Develop and begin to implement a word processing swaegy

for graphic user interfaces.

11. Improve our field coverage and effectiveness in rerail, in Canade, in the government
marketplace, and in international markets while building on the strong field sales and
support base that is in place.

12. Retain and enhance leadership position in Japan.

13, Bring Modeler and Analyzer (if technically feasible) to a point where they are ready
for market in the first half of 1989 and improve our development backlog in all groups
with projects of equivalent potential.

14. Improve the systemns and process infrastructure of the company, e.g, human resource
practices, planning, resource allocation practices, upgrade product development manage-
ment pool, etc,

. 1988 Board Memo 5
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Market and Technical Environment

' Overview

Evolution of Personal Computing

1) Acceptance of IBM's new PS/2 standard will not forestall the emergence of 80386
machines produced by other vendors and marks the first of several evolutionary
technology transidons during the next three years. Major areas of technological advance
include operating system sophistication, graphic environments, CD-ROM and related high
density storage and retrieval, increased price/performance of non-PC systems, and
PC-related workgroup systems. Our large, corporate customers will expand their effonts to
integrate PC-based computing into their overall computing environment. Their connectvi-
ty concemns will extend beyond data sharing into the sharing of both applicarions and
processing, necessitating broader application-platform coverage. Smaller customers and
individual end users will confront challenges of technological discontinuity heretofore
reserved for mainframe-oriented I/S organizations.

Competitive Strategies

2) Most strategies appear to be built around specific product categories or market niches,
rather than around building strong customer/channel parnerships to deal with he
evolution of personal computing. Aquisitions by all but the largest competitors appear to
represent "next step”, product-extension actvities, rather than "line of sight”, technolo-
gy-incorporation ventures.

‘ Monitoring the Environment

3) Continued growth in market demand should accompany expected growth in personal
computer shipments, though growth rates should moderate from the pace of 1987. As
products are extended to other platforms, an additional source of demand is likely 10
emerge. Demand growth associated with several of these platforms is expected to exceed
that of personal computers,

1988 Operating Plan LOTUS STRICTLY PRIVATE 1
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The Evolution of Personal Computing

High Performance Hardware

An overview of the more significant technologies and their potential impacts is included in
J the Hardware Technology Prospects table below.

Expenditures for each will be based upon the productivity of existing PC invesmments and
organizational leaming which enables the adoption of new technology. Each of these
technologies is commercially available today, so that their economic adoption is likely to
depend upon these constraints and traditional price/performance improvements.

Technolopy Prospective Advance Technolopy Impact Market Interaction
Microprocessor = 32-bit machines = Minicompuier performance m - Customized, imegraed
with vinual deskiop environment waork sialions
memory (80386 & + High-speed image processing » More nawnf user
68030) » Natural lnguge/expen sysiem envirorment
= Custom microcode inerfaces « Suppon of mived opersung/
PTOcEsToTE = Increazed use of ROM-bascd machine mvironmenys
software » Hardware migration
-5 £ don of p
1echnology base
Memory + 4Mb, high speed « Incxpensive, large meanory = More sophisiicased,comples
RAM cyniems spplications
« Low-power, 256Kh = Very high resolution graphics + Embedded uaining and
CMOS + Rapid conext switching SUpPpON SysStems
+ Increased performance
« Beug price/performance
Mtz Swrage + Battery CMOS for = Dispered, disuiianed » New applications
porablc systems processing {c.g. 1extual, mage,
~ * Optical » High volume, imagehextinal voicz)
technolegy databases
(CD-ROM/WORM)
» Largeinexpensive
magneuc digks
Display « Megapiacl,color - Graphical user interfaces » Forug atemtion o both
CRT's « Increased impornance of visual input and output interfaces
« Herdwar:-based eloments = Emergence of video /
manipulation = Increaced ured of animation animation disciplines
« Graphic ohjects - Emergexce of irnage
* Low-power, represeniation standards
high-resolution
porable displays
Corfanimnications Low con, - Warkgroup oricnicd sysuams + Workgroup sharing - data,
chip-based neiwork - Transpoenl, cooperitive data applicadons, and
inmorfaces procossing processing
» Gagway . » Locatioml independence for
technology complex sysiams
between major + Move rapidly toward
metwork entperalive processing
erchitccumes + Increased demand for
aceess 1o cepralized daa
» Service stalf 10 support
increased dals and process
sharing
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In addition to the amival of new technology, the advent of inexpensive, relatively
high-performance PC’s and peripherals will also complicate the marketplace. These
machines should appeal to under-penewrated market segments and could exert downward
pressure on software pricing. Most notable of these enwies is Amstrad, which sells

J complete systems in Europe for under $1000 and announced their entry into the US market
this November,

1988 Operating Plan LOTUS STRICTLY PRIVATE 3
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New System Software

) The good news about operating systems is that announcements of direction in 1987 by
IBM and Microsoft have reduced some of the uncertainty present in last year’s plan. The
designation of Presentation Manager as the graphical interface standard and specifications

J for initial and extended versions of OS/2 have established the basic Applications Program
Interfaces (APT) necessary to begin development of next generation products. In addition,
releases of virtual machine operating systems for the 80386 chip reached the market during
the fourth quarter of 1987, extending the lifecycle of DOS 3.x based products in a
multiprogramming environment. Combined with a new specification for Lotus/Intel/Mi-
crosoft extended mermory, users of both high- and low-end machines should have most of
their immediate needs answered in the context of DOS 3.x applications.

System Majer Features Tarpet FC5 | Tarpet Machine | Potential Impact
DOS3.a = Large application tuse Availablc *Al Intcl
+ 640Kb in main memory, based CPUs
I2Mb of disk
Windows/386 }+ Multiprogramming v i) =50386 -
+ DOS application compatibility {vinual mode
= DOS command compatibilicy 2088"s)
0572,v1.0 = More addressable memory (16Mb) Dec 1987 « HDB&386 = Ability 10 move large,
» Multi-tasking » P52 Modcls applications 0 PC
» DOS compadbility “box™ 50,60,80 + Interprocess daw exchange
* Necessity of multipte
operating sysiem support
requirements (OS5 & 0372)
’ O52.v1.1 |+ Graphical user interface OcL 1988 [.Sameasabove |- Heightencd visual interest
Presentaion * Heightened emphbasis on
Manager graphical elements in all
(PM) applicaions
0sn., + 5QL daubase enpine July 1988 ; -PS2 omly ~ Easier access w mainframe
Extended » Query Managemnen Facility datx
Edition » Communicaiions Manager Nov. 1988 » Complex and transaction
with FM relaed syttems
+ Emergence of workgroup
applications
* Suppon more complex,
trarsactional systems for
muhiple work groups
* Data retource management
Apple = Run multple applications i Ot 1987 Macinush SE, + Limited muhi-tasking
Muld-Finder Maciniosh windows Mac I erhances deskiop
* Limited background processing metaphor
capabilities « Allemative to inlegratcd
product design
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The bad news is that delays in the development of OS/2 and its associated technology have
hampered the development of application programs which are likely 10 prove crucial to the
rapid adoption of OS/2 as a new operating system standard. While i is unlikely that O5/2
will fail to gain acceprance as a standard, a long adoption cycle may result from inroads
made by virtual machine systems. Gradual acceptance could also reduce the rerum on
development investments based upon OS5/2 and its successors. In any event, the major
effects of 0S/2 will not be felt until 1989, as OS/2 will not represent a significant fraction
of operating environments until that time.

The acceptance of 0S/2 will force developers and users to reprogram their products and
applications, creating both costs and opportunities. As a result, this period of migra-
tion/change offers real opportunity for vendors to extend proprietary control over their
products. For example, IBM's Extended Edition of OS/2 is designed to establish its
proprietary rights beyond the hardware platform. Several vendors, notably Microsoft,
Novell, and Relational Technology, have announced products that will compete with all or
part of the Extended Edition of 0S/2. In Microsoft’s case, this is somewhat "competing
with themselves” since IBM will be including portions of Microsoft’'s LAN Manager
product in the Extended Edition, possibly in OS/2 v1.1 as well.

As the preceding table indicates, a variety of system software environments should be
available by the end of 1988. Depending upon user/applicabon needs, there may be
several operating environments in a given organization. Again, a challenge/opportunity
exists for vendors to support user/1S requirements in a multiple environment setnng.

Workgroup Oriented Systems

Traditionally, the high cost of network iechnologies combined with the absence of
applications designed or optimized for sharing among PC users minimized the develop-
ment of PC based workgroup systems. The ammival of new technologies is likely to
coincide with increased user readiness 1o establish systems 1o support workgroup activities.
While existng "muld-user” applications enjoyed limited acceptance, given DOS limita-
tions and lower performance technologies, the future demand for workgroup products
could be a source of significant industry growth.

Workgroup oriented systems will also become a fundamental building block for the next
generation of indusuy-specific, vertical market software products. The decision to build
vertical market applications or support third party/VAR developers is an important choice
for applications vendors. Building effective partnerships with customers will increasingly
involve solving their actual business problems with technology.

1988 Operating Plan LOTUS STRICTLY PRIVATE 5
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Competitive Strategies

The accompanying table provides a summary of the strategic objectives, competitive
strengths and weaknesses, key plans/programs, and competitive productivity tends for

advantage, (5) distribution channels, and (6) srategic alliances.

Lomws' major competitors. The analysis of competitive strengths focused upon (1) instalied
customer base, (2) support of third party activities, (3) pricing flexibility, (4) technological

Compelitor Strategic Objectives Compethtive Stronmhs Major Prodoct Areas ket PansPrograms
Microzoft » Mutti-evel = 05 monopoly . System « Q5/2 and “flanking”
» Sysiem Sofiware - « Larpe 1echnical staff DOS, Windows/386,05/2 | sysiam products
“define the operaung « IBM relationship LAN Manaper Xenix = Excel/Works for PCx
ovironment” » 3rd party des to Langusge » Office productivity
= Langusges - sofiware developers BASICFORTRAN products (mail, W/F)
“outfit the developers COBOL Pascal + Language
workbench”™ Assembler,C SAA sandand
+ Applications - Applicaions + CD-ROM publishing and
Tautormnate the business Word wpplicauons
offiee” Excel Multiplan
» New Technology - Works,Chan
“eapurre the technical File Project Access
high ground™ Hardware
Mouse
Mach 20("286) board
Athion-Tme = Full-line PC sofiware + DBMS tnsialled base DBMS » 5QL. compatibic dBase
supplier » Disinbotion dBaxe T TT Plus = dBase Macintosh
« Premier DBMS developer / » 3rd pany afiermarkel RapidFile.dBase Mac » Revive MultiMate
vendor for PCs Word Proezssing = Defend graphica vio
MuhiMaie Lowus
MM Advantage I
~ Mubti-funaien
Framework 11
Businesy Graphics
Chan- Sign-Diagran-
Map-Maxer
Bedand Iner,  |+Imtemnilcnal expansion, + Direoy marketing Langusges » Productiviry producis
esp. Europe capabilives TurmoPas@),Baxic,C *Quanro
*Diversify preduet base = Low operating Eurcks *Paradat
+ Languagss cxpenses Businers Produciivity Sprint
» Business productivity +Pricing flexibiliry Reflex SideKick = Defend langusge
* Referenee products SuperKey Paradox products vs.
Anificial Intclligenee Microsofi
TurboProlog = Move into higher
BElecwromie Reference price cluises
Turcolightning
1988 Operating Plan LOTUS STRICTLY PRIVATE 6
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1

Eompcﬁlnr Strateric Objectives Competitive Strengihs Major Product Aras Key PlansPrograms
Oncle + Provide predominant 5QL « Oldest. mid-range DBMS('79) |- ORACLE DBMS + Developmem of GUT
compatible DEMS acroms all - Revenue leader m DEBMS »Pramote ORACLE-PC
J hardware platformns for minicompulers as aliemanve
» Sucngthen cusiomer - Ponable products link engane to O8/2 Daa
service, salisfaction multple environments Manager
= Build strong vertical « Agpressive direc sales » Maintain porabdity
markEl positions orpanizalion
r;{c_hliom] = Provide poruable,SQL., + Excclient distribuied DBMS = INGRES DBMS = Appressively maintam
Technology distributed DBMS scmoss srchitesture and products wchnulogy leadership
al] hardware platforms « Solid eaperience in DEC (e.g. objeat onenied
» Pravide high performance VAX market * daubases)
DBMS solutions = Product ponability « Joint development of
GUIT with 5un
Microsysiems
« Enhance market
positon by alliances
Intzecicaf » Provide corparae-wide + Products sddress major = Technical Publ, = Macinwsh products
solutions for elecironic Fonane 500 need (expense « Worksuation Publ, = Eatending OEM network
pablishing reduction) = Inwrleaf Publisher « Link to PC market
= Build OEM xnd 3rd pany = Strong Tecognilion 55 MACTDH = Access bo word
rclationships market leader processing market
* Open European markcty = Products ported 1o major - Defend va. Al
T hardware plaforms
Aldus + Maintain Jeadership in » Market jeader potiuon and = PageMaker « Defend against WP
low-end deskaop publishing image vendors® features
~ Unilize OEMs for widespread |- Strong OEM relstionships + Increase OEM
distribniion position
= Build markeling and stppon « Extend customer
organizaions suppon programs
~ MicroPro * Recover market share - Large installed base « WordSur senes + Deskiop publishing
Inwcmasional « Expand sales organization entry
» Enter srarker for deskiop « Expansion of sales
publishing features and suppon staff
+ Focus on word procexsing .
Compuater « Leadership in the « Divensified produe: line « Systems « Compleie acquisition
Associates independent saftware * High penetradon of Forone UNICERTER integraticn
indonry 500 accounts TOP SECRET = Move producis into
» Complete intspration of + Strong Information Center = Visua] DEC environment
feeent mergers experience TELLAGRAF = Expand inemational
« Move products omo DEC » Significan applications DISSPLA presence
platforms product experience = Microcomputer » Establish larger PC
SuperCalc 4, BP] presones
«DEMS
UNIVERSE
- Firancial Appl's
Softwre Int fine
of produss
Avtodesk . Mai:.»uin Jeadership in = Insulied base - AneCAD + Increase global
providing tools far « Market leadership and - AutoSKETCH prEtoncE
dn.wing and analyzing rtcognition « AvtoSHADE = Keep pace with B0386
objects + Dealershap / distribution = AEC Mechanical / and worksiation
+ Esublish AweCAD a2 relationships Architzciural echnologies
cotporate standard . ﬂird “pany software links = CAD/gimen » Complete analyne
« Promote PC as siandard CAD |- Link 10 enginecring modeling produas
platform education environment + Expand 3rd pany
relmionships
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Monitoring the Environment

Hardware Growth and Market Penetration

Growth projections for the number of M§-DOS compatible machines refiect a slowdown

J from this year’s record pace. The slowdown in domestic growth largely reflecis nsing
market penewation, higher unit prices for high performance PS/2 and 80386 machines, and
normal recovery after two years of strong growth, Even with significamly lower growth
rates, the installed base of MS-DOS machines will represent roughly one machine for
every 2.5 white collar workers by 1991. Afier accountng for shipments which replace
existing PC's, shipments of PC's requiring new software are projected to grow 8% in
1988, 4% in 1989, and 13% in 1990, after surging 38% in 1987. Worldwide, lower
penetration levels facilitate slightly higher growth. Shipments of PC’s outside the U.S.
increase 39% in 1988, 8% in 1989, and 22% in 1990 in current projections.

Other hardware platforms ( mainframe, mid-range, and mini- computers) are forecast to
reflect the successful inoroduction of new products by IBM and DEC. With the addition of
new VAX models by DEC and the Model 9370 by IBM, shipments of mid-range
processors should increase by more than 30% during 1988 and 1989. Similarly, new
MicroVAX and S/3x machines are projected to fill a substantial market demand for small
scale/depantmental processing requirements. The dramatic growth in these platforms is
balanced by their smaller base of unit shipments compared to PC's - roughly 1% for
mid-range and 2% for minicomputers in 1990. :
The projections illustrated in the following figures were completed prior to the mid-Octo-
ber decline in the stock market; so that the effects of any resulting economic slowdown
ﬁ have not been factored into these forecasts. Even without these effects, projected slower

growth in PC shipments support the proposition that selling products to the installed base
of PC’s will be strategically important through 1990,

1988 Operating Plan LOTUS STRICTLY PRIVATE 8
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Domestic PC Growth Slows From '87 Pace...
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...Pushing Technology Penetration ...

Percent
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...To Roughly One PC For Every 2.5 Workers

Worldwide, PC Growth Is Slightly Greater...

. Millions, Base

as |
o 2.7
25|
20}
5t

10+

...Reflecting Lower Market Penetration
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IBM and DEC Products Fuel The Growth
of Departmental/Workgroup Computing...
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...Creating New Scftware Opportunities
Small Business Computing - An Important Opportunity

At the beginning of 1987, a survey of 8,000 eswablishments indicated that 41% of the
planned purchases of IBM and compatible machines were accounted for by organizatons
with fewer than 50 employees. Thus, while larger organizations grapple with issues of
investment payoff, smaller businesses continue to represent 2 high-growth segment of the
PC market. However, this rapid growth does mask some significant differences in the
acquisition and use of PC technology. Field interviews with owners and general managers
underscore swong desires for support in solution design, flexible software with imrmediate
productvity impact and room for growth, timely technical support, and a wustworthy
vendor. While accounting, inventory, and word processing are the major application arsas
artculated by these businesses, their typical uses center around recordkeeping, simple
financial analysis, invoicing, and customer contact.

In addition to different needs, small business decisionmakers characterize their acquisition
of PC technology as an independent/isolated process. Unlike their larger counterparts,
they rely much less on wadidonal media and retail information - much more on personal
word-of-mouth - in deciding when and what 1o purchase. In this regard, the experience of
other small businesses is deemed reliable, that of large companies largely irrelevant.
Furthermore, traditional retail sales channels in our industry are considered an obstacle by
most small business owners. Most take advantage of a thriving consulting underground to
make purchase and system implementation decisions. A major challenge for vendors to
this market segment is capture and lever the value-added "high ground” for which small
businesses are clearly willing to pay.

1988 Operating Plan LOTUS STRICTLY PRIVATE 11
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Viewed as a continuum of sizes and vertical markets, our most recent analyses reveal that
the markets where Lotus’ relative market share across all product categorics is lowest and
PC's have penetrated least are firms with fewer than 20 employees, whoelesale and retail
made, personal services (real estate.auto dealers, lodging/entertainment). and governments
J (Federal, staie, and local). Markets with high relative share and solid PC pencwation

include medium-sized firms with 50 o 250 employees, manufacturing, and financial
services. The most competiive markets facing Lorus are the very largest (1000+
employees), the very smallest (fewer than 10 employees), and the service and trade
industries,

1988 Operating Plan LOTUS STRICTLY PRIVATE : 12
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1986 1987 1988 1989 1990{ Units
DOMESTIC PC's
Installed Base - MS-DQS PC’s 5.44 8.50 12.57 17.13 22031 MM
< Annua} Growth > 563%| 479%| 363%| 286%| %
Toml Shipmemss - MsDOS| 314|240 507 560 635 MM
PC’s
< Annual Growth > 40.1%{ 15.2%| 10.5%| 13.4% %
U.5. White Collar Workforce 46.4 47.8 49.2 50.7 52.3] MM
< Annual Growth > 3.0% 2.9% 3.0% 3.1% %
White Collar Penewation] 11.7%| 17.8%| 25.6%) 33.8%| 42.1%| %
WORLDWIDE PC's
Installed Base - MS-DOS PC’s 7.77 12.88 19.54| 27.67 36.55| MM
< Annual Growth > 658%| 51.7%| 41.6%] 32.1% %o
Towmal Shipments - MS-DOS 5.24 72 9.04 10.15 11.53] MM
PC’s
< Annual Growth > 374%| 25.5%| 123%| 13.6% %
U.S. Shipment % 61.1%| 56.1%| 552%| 351%
POTENTIAL LOTUS
PLATFORMS
WORLDWIDE
Mainframe (438x-3090) Ship- 14.1 15.2 15.7 16.5 18.2 X
ments
< Annual Growth > 7.8% 3.3% 51%f 103%| %
Mid-range (436x-937x) Ship- 17.1 211 30.7 402 46.2 K
ments
< Annual Growth > 23.4%| A45.5% 309%| 149% %
Minicomputer ~ (S/3x-VAX) 17.4 33.5 858l 1227 K
Shipments
< Annual Growth > 92.5%| 156.1%| 43.0% %
1988 Operating Plan LOTUS STRICTLY PRIVATE 13
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Corporate Marketing
1087 Performance Measures

I. Raise the overall marketing skill level and sophistication of the entire Lotus
organization in a noticeable and measurable way (e.g. communications planning,
direct marketing, general advertising, channel incentive planning). Be the most
highly-regarded company in our industry when it comes to launching our new
products and achieving the recognilion and purchase intent they deserve.
Prepare a “best-practices” manual on launching new products, and a set ot
decision rules which drive which of a broad range of marketing tactics to apply.

We have attacked the skills improvement challenge on multiple fronts. To guide product
marketing managers, we published a "best-practices” analysis of five successful
competitive product launches; more than 15 presentations of the material were given,
resulting in some changes in the role of the product marketing manager and in
communications programs across multiple divisions of the company. Corporate market-
ing is sponsoring @ weekly assembly of product marketing managers for training and
information exchange. Marketing plan templates and budget guideline tables have
assisted in the preparation of effective and efficient market communications programs.
Skilis within the Corporate Communications department improved to the point that most
PR work is now being performed in-house, rather than by an agency. Continued skills
improvement will remain a priority for 1988.

1. Break new ground in successfully launching (or, depending on schedules,
preparing to faunch) "different” kinds of products (i.e. system-sold, group
productivity products),

Lotus Week, with its new messages about a Lotus system and Lotus’ commitment to
workgroup productivity tools, was conceived and coordinated by Corporate Marketing; it
has begun softening the ground for the top-down sell required for systems products.
Market research on Agenda, Notes, Lotus/DBMS, and 1-2-3/G have been instrumental
in setting marketing and positioning strategies for these new types of products. 1987

was a year of preparation for these products; 1988 will reguire follow-through to roll
them out.

lll. Extend our communications turnaround success to additional high-priority
targets. With small-business targets in particular, develop a communications
strategy that increases both primary demand for spreadsheets and specific
demand for Lotus products.

Small business and house accounts were chosen as key communications targets for
1987. A small-business task force, initiated and supponed by Corporate Marketing,
used special-purpose research to design a product bundle and new advertising
campaigns directed at Small Business during Q4/87 and Q1/88. Corporate Marketing
conceived and executed a retail-targeted advertising campaign ("1-2-3 isn't just a
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product; it's an entire industry”) during Q2 and Q3/87, tied house accounts into a major

cross-product insert campaign during Q3/87, and has supported targeted marketing
J programs with Egghead Software and 47th Street Computer, and established a

manager to directly interface with and coordinate house account marketing programs,

IV. Achieve strong external understanding and buy-in to our corporate position-
ing ideal: {o be the preferred vendor, the preferred investment, and the preferred
employer in our industry.

The evidence is largely anecdotal, but we are receiving stronger, more positive
feedback on our public image. By providing access to senior executives, a consistent
story about our corporate direction, and active seeding programs for new software and
announcements, we have continued to increase the proportion of positive press. More
guantitalive measures of our progress will be available when a corporate image survey
is completed in early 1988.

V.Extend our design consistency program worldwide, with no problems of
internationalization of our materials.

Domestically, the Lotus design group has won national acclaim for its packaging and
collateral design programs. The Lotus Annual Repert was designed completely within
Lotus, and has won numerous awards as well as praise forits content. International
Lotus has increasingly adopted the corporate design program, and internationalization
problems have nearly disappeared.

V1. Achieve consistent excellence in our advertising relationships and programs;
successful ramp-up of Direct Marketing effort in a way that supplements our
dealer channel without unduly competing with them.

We dismissed our former advertising agency, Hill Holliday Connors Cosmopulos, in
January; we named Leonard Monahan Saaybe shortly thereafier. LMS says we're
they're best client ever; we say they’re our best agency. The relationship has yielded
harg-hitting, benefit-orienied product advertising (e.g. "The biggest problem on Wall
Street isn't inside information; it's getting information inside.”}; and bold corporate
cross-product advertising worthy of 2 market leader (e.g. the 14-page fold-out insert in
Time magazine, which was noticed by 9% of its readers -- 75% of whom folded it out!).
Direct Marketing fell short of expectations: while it was a profitable program overall, it
was not profitable on all products. A key reason for lack of success is that our direct
mail programs compete at full-price with the widely-adverised, discounted prices of the
retail channels. We have cut back on direct marketing programs, but continue the
database development and name acquisition work in preparation for upgrade mailings
during Q2/88. :
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VIl Improve our ability to forecast sales volumes for our products, and appropri-
J ate ramp-up characteristics.

To improve the basis for long-range forecasting, Corporate Marketing has: intensified
and consolidated its collection of public research data on PC installed base and unit
growth; built an on-line market research database which is available to managers and
planners company-wide; worked with outside professienals to improve its sales
forecasting model; applied the model in making product funding decisions (Modeler,
Budgeter, and Executive Workstation project reviews). Short-range forecasting has
been aided by improvements in the Retail Tracking study, a key source of information
on how quickly Lotus and competitive products are moving through the retail channel.

Vill. Become a showcase business in our use of personal computers. Work with
the MIS group and Corporate R&D on increasing personal computer use and
productivity within the corporation.
Corporate Marketing sponsored MIS’ participation in the Nolan Norton working group on
"PC Payotf™; this increased the understanding of the true cost of PC's and how to derive
best value from investment in them. Qut of that work, and of several meetings with the
company's PG Task Force, came a recommendation to use Corporate Marketing and
two other depantments as prototypes for applying the Nolan Norton group’s recommen-
dations. In Corporate Marketing, the hiring of a personal systems administrator during
the summer has already yielded improvements-in-departmental database and communi-
cations systems which are enhancing in the department’s productivity and work quality.
q This work will continue into 1988, at which time we will document and showcase the
results to the rest of the company and, as appropriate, to outside customers.
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Corporate Marketing

1988 Performance Measures

Effective the week of November 16, 1987, the Corporate Marketing organization is merged with
the Software Products Group Marketing organization. At publication time for this document, the
performance measures of the two groups had not yet been integrated.

The following performance objectives for 1988 apply particularly to organizations incorporated
from SPG Marketng:
1.  Establish review process for marketing plans and programs
2. Suppost launch of Lotus System under O5/2 (Q1 *89)
3. Supply innovative program direction leading to acceptance of Agenda in retail channel
4 Achicve consensus on definition of Lotus Desktop, Lotus Network Architecture

5. Reach agreement between IMCP/GDPD and APD on design/utilization of APD plaiform
as architectural basis of Lotus "family” product design

6. Develop network pricing strategy useful for all Lotus PC products
7.  Transition International Marketing into the line, retaining small corporate function only

8 Move ISV community to active 1-2-3 R3 support; foster rapid growth of ISV activity for

‘ - Agenda

9.  Sustain high level of mannfacturer commitment to Lotus products through technology
transitions

10.  Provide programs and dircct sales support 1o help effect dramatic improvement in retail
channel relations

The following objectives apply particularly to the organizations incorporaied from Corporate
Marketing:

1. Consistently deliver on-time "grade-A" communications, reflecting Lotus corporate and
product strategy, with measurably increased efficiency.

2. Extend the Lotus design consistency program beyond advertising and collateral to new
media (Shdes, audio-visual presentations), reinforcing Lotus and supplier adherence to
these standards.

3. Deliver a coordinated corporate advertising and public relations campaign which sustains
the market’s interest level in Lotus (with a halo effect on 1-2-3) during the first half of
1988. Measure the success of the program by periodic product awareness wacking study
as well as by specific advertsing follow-up.

4. Make changes in product upgrade mailing programs which increase by 30% the yield of
these mailings versus historic direct-mail upgrade programs at Lotus.

. LOTUS STRICTLY PRIVATE
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Reduce by 20% the dollars spent per lead generated via rade shows and special events.
Approach agency independence in corporate communications.
Break new tactical ground in launching product solution sets, systems, and remplates.

oo ~J o th

Substangally close the leadership perception gap versus Microsoft among journalists and
other market opinion-leaders, as measured by the corporate image survey.

. LOTUS STRICTLY PRIVATE
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Corporate Rescarch and Development

.

Charter

The Corporate Research and Development Deparument is responsible for the overall technical
direction for Lotus Development Corporation. With the divisionalizatdon of the corporation-
and the organization into product line groups, the individual development groups have
become focused on their specific product area. This created the need for a group that
provides a corporate level view and presence for development and technology.

Objectives

-- Provide a focal point for tracking and evaluation of advanced technology. This includes
the base technologies for the industry (hardware platforms, operating systems, etc.) as well
as more speculative technology that might be incorporated into future Lotus products
(object oriented databases, multi-media filing systems, etc.). CRD coordinates with the
development groups for dissemination of this information and to provide consultng on
technology and product development.

-- Ensure that the implications of key technology are well understood and integrated into
divisional and corporate planning

. -- Work with Manufacturer Relations to manage and irnprove key relatdonships

-- Provide support for evalvation of potential strategic partners, acquisitons and internal
development projects

-- Provide support for divisional and corporate management for product and swategic
planning in support of the corporate planning and review process

- Development of nop-divisional projects, These are projects that are either a) base
technologies (e.g. networking) b) outside the business scope of the current product lines, ¢)
highly speculative either in their product goals or direction, or d) technology based projects
with no specific product direction. These projects are nurtured to the point where they can
be integrated into the line product groups.

-- Provide coordination and suppornt of development acdvites throughout the company.
This includes minimizing duphcaton of effort, sharing of information, avaijlability of
training and tools, and consulting on development, design and technology.

-- Act as a corporate advocate for the Lows development community. This includes working
to enhance training, education, opportunities and support for developers throughout Lotus.

. -- Encourage technology exchange within the company

1988 Operating Plan LOTUS STRICTLY PRIVATE
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Key Measures for 1987 and results

d 1. Complete the Business _Systcms Project. This includes release of the first set of products
and creation of a methodology and group structure for future development of the core
spreadsheet producis.

The Business System Project’s product - 123 Release 3 - while not yet released, is well
along. It is currently in test and will be released in the first half of 1988. The development
of a methodology for spreadsheet development has been successful, as evidenced by the
fact that core code written in BSP is the base of 12313 for DOS, 08/2, 123/M and 1231V.
The Project and its associated products was mansferred into SPG when that group was
Jormed.

2. Ensure compatibility between the two new product lines from BSP and APG. The 123/3
and No Comment families are the two major product families for Lots’ future. It is
imperative that appropriate Jevels of compatibility exist between these two families and
between the current products and the new families. ‘

During the last year, major steps were 1aken 10 bring the basic spreadsheet metaphor,

programming languages and keyboard interfaces in line. This is a continuing effort as

product development continues in both families and we conrinue to refine the definition of
“ compatibiliry between them.

3. Successfully conclude negotiations for the Beethoven deal and inidate development l
activities. '

The contract was signed on April 27th. Development efforts were started in parallel with
the contract negotiations. The development continues in the Mainframe Software Division
of SPG with a goal of shipping within 60 days after 12313,

4. Creation of the advanced technology group. We must establish a mix of innovative
products and technology under investugation both internally and externally, and evolve the
procedures for moving these products and echnology into the product line organizaton.

Advanced technology investigations are proceeding in a number of areas. The process of
moving products from CRD to the business units is still unique 1o each transirion, and none
has occurred without problems. With a benter understanding of the process and a more
stable organization for the business units, we hope to improve this process in the future.

5. Complete and ship Agenda.

The product was announced at Comdex on November 2. It will ship in QI 88.
Responsibility for the product is in the Conumunications Products Division of SPG.

1988 Operating Plan LOTUS STRICTLY PRIVATE
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6. Create a product plan for Notes and transfer it to a business unit.

J Notes is now a part of the Communications Products Division of SPG. It is currently in 1es:
with a goal of shipping under 0S/2 and Presentation Manager in late '88 or early " 85.

7. Complete acquisition or development of a text indexing/remeval system. Have the first
products incorporating this system available for shipment in 1987.

Computer Access Corporation, developers of the Bluefish full 1ex: retrieval sysiem, was
acquired in March, 1987. The group and its technology are a part of the News and Full
Text Group inISD. '

8. Complete design and prototype, and start making Modeler into a product. Create a product
plan for it and wansfer it to a business unit.

Modeler has been successfully prototyped and development is proceeding with a restable
kernel planned for April 1988 leading to a completed product in early 1989. A product
planner has just been hired. We are starting the transition into SPG.

9. Increase the use of advanced software engineering methodology in the development
groups. Work with one group to establish a test bed and model for evaluation and use of
new software development tools.

’ Some advances have been made here, with bener tools for source control and product
management being employed by a number of the development groups. We also are
experimenting with the use of object oriented programming systems (C++) in the Modeler
praoject. Due to the independence of the development groups, however, there is still no
consistency across the company.

10. Work with the MIS group on increasing personal computer use and productivity within the
corporation. The goal is to become a showcase business in our use of personal computers.

Very linlle advance was made in this area by the PC productivity task force. There is no
overall plan and linle organized help is available for less sophisticated users and new
employees. Increased use of owr network and owr own products (most notably Noies and
Express) has brought new applications highlighting the use of PC’s in the company.
However, this remains a fertile area for improvement.

1988 Operating Plan LOTUS STRICTLY PRIVATE

IGHLY CONFIDENTIAL ) IBM 751027212R




Areas of investment Tor 1988

J 1. Modeler

WHAT IS IT « Application for working with and analyzing tables of
numeric data

» Marriage of database and spreadsheet technology in a
single, simple to understand paradigm

» Provides financial analysis with ease and power
associated with fourth generation /database languages

» Tables and Symbolic Formulas rather that Cells and
Numeric Formulas

+ Powerful reporting, consolidation and graphing capabilities

GOALS FOR 1988 + Complete development team
’ -QA, Documentation, Market planner

» Minimal functionality for application partner program in Q1
« Complete functionality for test in Q3/Q4
« Transiion to correct business unit

= Prepare for shipment in first half of 1989

RISKS » Hining
» Market Positioning

« Platforms (DOS 3, 0§/2, Presentation Manager)

1988 Operating Plan LOTUS STRICTLY PRIVATE
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W | POTENTIAL
CUSTOMERS

« Power users or corporate developers whose applications

« Users of mainframe and minicomputer financial rmodeling

» Analysts with multi-dimensional databases requiring

exceed in complexity what can reasonably be done
with a traditional spreadsheet

" packages

analytical capability and sophisticated report generanon
(e.g. packaged goods demographics)

2. Analyst

WHAT IS IT

Allows the PC user to access and organize textual
information by providing the ability to search, scan,
combine and understand large volumes of data

Reads various forms of data - WP documents, spreadsheets,
Agenda database, etc.

Abstracts information from documents and allows the user
to manipulate either the document or the outline

Powerful "fuzzy" search algorithm to locate relevant
documents in priority order from a large texmal database

GOALS FOR 1988

Prototype in Q1
Test phase in summer

Shipment goal - late '88/carly '89

1988 Operating Plan
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J RISKS

Hiring
Technology risk - can this be done?
How to make the technology accessible and useful

Market direction/positioning - convincing customers
of the applicabiliry and usefulness of the product

POTENTIAL
CUSTOMERS

Managers, executives - to reduce the time spent reading,
reviewing, summarizing and exwracting the essence
of information

Anyone who searches through quantities of data, news,
facts, prices, etc. for meaningful relationships and trends

Workers who must sift through quantities of information,
extract selected pieces and recornbine for reports and
presentations

3. Information Sharing Technology

~ AREAS OF » Lotus Network Architecture
. INVESTIGATION
- Textual data bases
» Lotus filing system / document handler
+ Groupware Prototypes
1988 Operating Plan LOTUS STRICTLY PRIVATE
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4. Other

Partable Technology

- Investigation into potential business opportunites
made possible by the increasingly powerful technology
available on small, hand held corapurers

» Why do it? With 1-2-3, Agenda and E-Mail technology,
we have an attractive and unique set of software 10
offer users of hand held computers

+ Howtodoit? Most likely in 2 strategic relationship
with one or more hardware vendors (Casio, Citizen, HP,
Panasonic, Sharp, Tandy, TT). However, if products
gain independent distribution (e.g. Sinclair), we might just
do a special version of existing or new products.

+ Decision point - June, 1988. By then we will have a plan
for entering this market.

Other technology

= Visual/lmage databases

» Human factors research - basic directions in underlying
enabling technolagy as well as human interface design

= Continuing investigations - X-Windows, Object
oriented databases, etc.

1988 Operatng Plan
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1988 Principal Goals and Objectives

d 1. Bring Modeler to the launch phase and transition into a business unit.
2. Bring Analyze to release or launch phase and transition into a business unit.
3. Complete the portable computing investigation. Definc and start follow up activities.

4, Complete the definition of LNA Phase I. Have the first products that use it in the test or
launch phase. Have LNA Phase Il in the prototype phase.

5. Start two new advanced product prototype projects.

6. Build a set of advanced development groups capable of generating and supporting
investigaton and prototyping activities that result in new product prototype projects.

7. Establish a business development group capable of supportng the strategic analysis and
acquisiton activity requirements of a growing corporation.

8.  Increase the level of standardization and consistency in new products throughout the
company. In the short werm, areas for definition include installation and set-up, network
access and the presentation manager desktop.

l Two objectives carry over from last year:

9. Increase the use of advanced software engineering methodology in the development
groups.

10.  Work with the MIS group on increasing personal computer use and productivity within
the corporation. The goal is to become a showcase business in our use of personal
computers.

1988 Operatng Plan LOTUS STRICTLY PRIVATE

IGHLY CONFIDENTIAL ) IBM 7510272131



Analytic
Software Group

CORFIDENTIAL
IBM 7510272132

IGHLY



ATHE,

—
=

YT LN TING

EEISLEQTGL WMT

d

GROLP

AMALYTIC SOFTWARE

CHUCK DIGATE

:

-

Lizy Dexmmcrl

SE A

T i [
PCSPREADSHEETS | [MAIHFRAME 30FTWARE COANHETZTICN DATABASE FRGDUCTS R&D
1 ERGOUMCTS -
Ir5an Salm - Leoon *avizkas Lece Crassc Invic Giimaar il Rzl
!
r |
I T PLANING & CONTRAL LOTUS L4PAl
' Tewn Vyau Satuma Fikachi

=TS STRICTLY COMFIGENTIAL



iyr ns gLy £ Crt CONICTIE DPRAL CRanEGRD nw ST U7

{GHLY CONFIDENTIAL

IBM 7510272134




1987 Symmary-Sofrware Products

LA

—
‘) 1. Make the product sales mix as forecast:

Outstanding vear in 1o1al revenue; spreadsheet and graphics products were well
above plan with all other product lines below plan.

1987 was a record year for 1-2-3 shipments due to stonger than expzeted PC ship
rates, spreadsheer buying patterns and Lows® continued excellence and focus on
spreadsheet marketing and sales both in the US and intcrnadonally, especially Japan,
Symphony aiso did well primarily dus to a strong promotion with Toshiba’s lap-top PC
product line.

Freelance Plus, released in late 1986, was established as the best selling presenta-
ton graphics product worldwide. It now commends a 2 10 | lead over 1ts closest
compeator.

Low-end companion products such as Report Writer, Metro and Hal were below
plan due to appropriately inadequate markedng invesunent and sales force anention
althongh the products would make any almost any other PC software company ecstatic
with thelr performance. :

2, Keep on or under headcount projection:

Conunued to invest upside profits in new business areas,

QA resources under-planned to support the number of major product initiatves
undertaken; began ramping up swaffing on new products in Information Management, Vax
and Macinrosh spreadsheet areas,

... Made several key hires and built the strongest management 1eam in the indusoy 10
i : help lead Lotus’ Sofrware Products Group into the next generation of technology and

compettion.
Stopped investing in three product lines and re-deployed the personnel 10 other
more cTincal programs.

3. Approach breakeven in Japan:

Outstanding year; earned over $1M operating profit on 2 imes the revenue plan at
$11M. Shipped new release of 1-2-3 23 and a Jzpanese-language wordprocessing
product.

Built sales and service infraswucture and arracted key developers to product
orcanization,

4. Hold PC version of Excel under 10% of 1-2-3 sales:

. Microsoft 100 late with first shipment in 1987 10 make a difference to Lorus” market
posioon; no apparent “freezing” of customer buying yet as 2 result of Excel's announce-
ment or szeding programs.

Orchesmranng a powerful tactical program to capture and retain Loms’ dealer and
corporate customer mindshare for Lotus’ products in the face of Excel’s launch. Lotus
needs 10 tzke its customers minds off PC spreadsheers for another 4 1o 6 months undl
1-2-3 Version 3 is almost ready 10 ship and 1-2-3/G is demonsmable.

LOTUS STRICTLY CONFIDENTIAL
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) 5. Make first two ESPD products successful, and decide next program:

Measure is a soong comender in its market: too small a market for Lotus to eam
adequate profits. Looking for a buyer. _

Manuscript also a strong contender in its market niche; well below plan due 0
overscoping size of niche and competiuve reaction from major WP plavers. Reposition-
ing product as & document publishing solution in conjunction with Lotus’ successful
graphics products. o o : - .

Lomws is exiting the Engineering and Scientific marker as a major vertical market

oppormnity for now.

6. Get mainframe project established and optimize T-A-C program:

1-2-3/M project staried up, well-resourced, and on schedule for shipment just
behind 1-2-3 Version 3. .

New, corrested release of T-A-C was shipped a few months behind schedule; very
well-received. Delay in building sales organization connibnted 1o the revenpe miss for
the year. Product still needs work to reduce costs of marketing and installadon in order to
be a profitable business. '

7. Ship 1-2-3 Version 3:

Team is in place, product is in final 2lpha test and customers and analysts are
well-impressed with its design.
= Sofrware won’t ship untl 2Q88 due 10 need to ensure highest level of compatbiliry
3 with fumre graphical-oriented spreadsheet (1-2-3/G), resource diversion 10 complete
Symphony 2.0 and support for 1-2-3/M.

8. Have APD products ready to ship:

New Operating System/2 1.1 that these products are dependent on has slipped 1o
4Q88; Lorus 15 sl planning o ship within 2 1o 3 months of OS/2 availabiliry.

Mzjor and appropriate changes needed in user interface design, programming
language definidon and cell engine features for spreadsheet compatibility with 1-2-3
Version 3 have increaszd the schedule risk for 1-2-3/G.

Loms/DBMS is proceeding well; only potential major risk to schedule is a strategic
change in the back-end engine vendor this late in the development process.

9. Decide Word-processing program:

Lows is giving Manuscript one more chance; even if the next version 2.0 is
successful, Manuscript will never be Lows® core WP entry.

The decision is to not build a nex1 generation core WP in-house, but 1o either
acquire it or build a swategic markering alliance with another vender.
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10. Enter the electronic mail business:
Verv slow build for Lotws Express: prospects look dim as technology changss and
parmer (MCI) weakens. Disinvesnng.

)

11. Decide another “vertfical market" program:
Pursped and consummated the acquisidon of Datext for Lotus’ Information

Services Division.

Built a whole new division for the new class of applications software called
Information Management products. Announced Agenca for early 1988 shipment. In
serious discussions with IBM to OEM Notes.

Began ap organizaton for building Vax-based and workstation-based products,
starting with 1-2-3/V.

Built an Apple Macintosh product strategy.
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Analytic Software Group

1988 Objectives

Ship 1-2-3 3.0 in 2Q and 1-2-3/M by September

First customer shipments of 1.2-3 3.0 are planned for early 2Q88; there is still an
enormous arnount of work to be done in the areas of final feature design, development effort,
quality assurance and performance optimization. Competitive threats from Microsoft’s Excel
and Borland’s Quatro products are causing us to both ensure that 1-2-3 3.0%s feature set is wuly
competitive within the chosen technology platform’s limits and to ship as soon as we can. These
two goals are in conflict and thos will continue to require senior management judgement to make
the appropriate tradeoffs between tirne and functionality.

Marketing and sales challenges for 1-2-3 3.0 have already begun; 1988 will be a watershed
year for Lotus as we bndge a systems software-driven technology gap from character-based to
graphical-based applications environments. 1-2-3 3.0 will be a major beam of that bridge for our
customers; its availability under both DOS and 0S/2 1.0, its backward compatibility with 1-2-3
2.0 as well as its very soong forward compatibilty with Lotus™ next generation 1-2-3/G will be
unique and powerful advantages for Lotus.

However, there will be customers, particularly in smaller business that have litde or no
investment in PC or spreadsheet technology currently, who will migrate 1o early versions of
graphical environments and purchase competitive products instead of 1-2-3 2.0 or 1-2-3 3.0.
Two of Lotus’ primary quantitative spreadsheet objectives for 1988 are 1o minimize this
substitution effect to less than 10% of Lotus’ current market share and to maximize the
percentage of our installed 1-2-3 base who upgrade to 1-2-3 3.0. Those customers who stay with

Q Lotus will have an advantage when 1-2-3/G is available under the standard graphical sysiems
environment called OS/2 1.1: choice of character-based or graphical-based spreadsheets from
the same vendor, resulting in applications compatibilty, dramatically lower cost user transition
and re-training and the opportunity to participate in the complete Family of next-generation
sofrware products from Lotus, .

This Family will present a Desktop of tools tghtly integrated in terms of data exchange
and applications development (Lotus/DBMS, Notes and new versions of Lotus’ presentation
graphics products). Moreover, several key components of this Family will be ported over time 10
the Apple Macintosh and DEC environment, thus providing for true “inter-operability” in a
customer’s mixed computing environment. Versions of 1-2-3 for the Macintosh and for DEC's
VAX class of minicomputers and workstations will be development in 1988 for 1Q89 shipment.

Those current customers who defect now or those new users who buy competitive
spreadsheet products will miss the opportunity to participate in this exciting new personal
computing and workstation worid.

1-2-3/M for the IBM 370 platform is planned for shipment immediately after availability
of 1-2-3 3.0 due 1o its dependence on code from that product. The tough issues for 1-2-3/M in
1988 are less technical in nature than for 1-2-3 3.0 and more related to managing the IBM
marketing rclationship. After ensuring that 1-2-3/M’s performance is acceptable, the key
problems to solve will be joint IBM and Lotus management of customer beta tests, joint sales
calls and referral system management, technical support management and product positioning
within IBM’s software line. Beyond 1-2-3/M, 1988 will be a year of joint technical specification
for the next 3 spreadsheet development projects under agreement between Lotus and IBM.
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Ensure Lotus/DBMS, 1-2-3/G and Notes are ready for 1Q89 FCS

All threz of these key next generation products are tied 1o the availabiliry of Operating
Svstern/2 1.1 with the Presentation Manager, a standard graphical operating environment with ar
announced availability of Oztober, 1988. 1-2-3/G 1s the end goal for Lotus™ spreadsheet
ransition from release 2.0 in the DOS, character-based world w a nich, muldrasking, large
memory graphical world as gescribed above.

Lotus/DBMS is Lotus’ high stakes, high reward entry in daabase software for work groups
and individual PC users with requirements for high-end, yet familiar and low learning cost ’
analytical 1ools and access to host daabases through the industry-standard SQL protocol either in
transactional mode or in analytic mode. These customes requirements can finally be met with.
the advent of the nexi generagfion of operating svsiems discusspd above as well as the availabiliry
of high pesformance 80386 nerwork servers and powerful, easier to use network software and
communications technology. Both technical and marketing reladonships with back-end database
"engine” vendors such as IBM, GTI and RTI and possibly others over the first couple of years
after first shipments will be crucial 1o Lotus’ suceess in this market. Moreover, the very ticht
integration of Loms’ spreadshests, particularly 1-2-3/G, with the front-end tools of Lotus/DBMS
will be one of the primary advantages of Lotus’ product enty.

Markering issues are broad and new to Lotus in many ways in that there will be an enoenched
competitor, Ashion-Tate, as well as innovative channel services and promotional packages
required 1o sell network sofrware to groups of people. Lotus can help ensure its marketing
success by working closely with IBM or Compagq as part of their planned Extended Edition
system sofrware offerings late in 1988 and early 1989. These kinds of reladonships as well as
engine vendor relationships will require and deserve an epormous amount of senior management
time and patience over the next 1210 18 months.

Notes 1s Lotus’ other major entry in the category of Information Management products
alongside Loms Agenda. It is workgroup-oriented and relics exclusively on a graphical
eavironment. Although designed and developed primarily by Iris Corporation, a Lotus spin-off,
Notes is being uned and directed by Lotus. The same marketing issue that applies to
Lotus/DBMS as a workgroup product applies even more so to Notes ip that it can’t be used at all
in a standalone configuration; a network server must be purchased and the workstations
configured into the nerwork. Notes is a prime candidate for OEM marketing 10 dramadcally
reduce Lotus’ risk of market entry; after the category is established and the markerting issues
resolved, Lomus may then resume toral, exclusive markenng control

IBM 15 currently in negoriadon with Lotus for such an OEM arrangement. Moreover, Sun
Microsystems has also expressed a sgong interest in 2 similar arrangement. The product has not
been disclosed to other hardware vendor candidartes at this ime.

Retain leadership position in Graphics Products

Lotus will be amacked from multiple direstions in its core graphics business, pamicularly with
the advent of OS/2 1.1 with the Presentation Manager. There are three key programs that must be
executed in 1988 10 sustain Loms’ remendous growth opportuniry in Graphics Products:

1. Deliver the next version of Lotus’ drawing product, Freelance, by early 3Q88. Freelance

must be enhanced in its prirary area of advantage, drawing, while contnuing to add charting
functonaliry.
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2. Make the new Graphwriter Il produst a corporate standard for automated charing. Joint
markenng programs with key hardware vendors and 1-2-3 will be impormnant eiements in
establishing a new category of "deskiop charung™,

3, Make significant progress in developing next generation graphics products based on the
new operating system technology.

Ensure Lotus Agenda is the new software "hit" of the year

In addition 1o creating and "owning” a totally new catcgory of Information Management ,
applications products, Lotus Agenda will steal a substantial porvon of the limelight m Lotus’
reseller channels away from competitive spreadsheet products during 1988. Lotus Agcnda will
generate new revenue soeams both for Lotus and for its resellers, thus ensuring that dealer ume
is spent on eaming incremental profits and not on wying to fruitlessly switch customzrs 1o some
ostensibly betier "mouse wap”.

By itself, Lotus Agenda represents a significant upside oppontunity for Lotus in 1988; if we
execute the final product design changes correctly, launch 1t creadvely to our current user base as
well as to non-spreadsheet users and continue to generate demand afier the iniual pipefill through
srong promouon, relationships with lap-top compuier vendors and third party applicatons
support, it could do bener than the $5M revenue planned for 1988 by a factor of 2.

The furure is quite clear: do a Macintosh version, support graphics and workgroups, enhance
the conceprt 1o more truly serve as an informaron engine and te into the Notes 1echnology 2nd
News projects.

Retain and enhance leadership spreadsheet position in Japan

Achieve 18% operating profit and over $18M revenue in 2nd full year of operations, The PC
market 1s expected to grow in excess of 45% from 1987 to 1988: Loms ought to be able 10
continue to capture spreadsheet market share from Microsoft’s Multiplan product through a new
version of 1-2-3, 2.1], ported 10 5 different hardware vendors’ machines, as well as through a
new Japanese wordprocessor add-in to 1-2-3, 4dWord. Major increases in development expendi-
nrres in 1988 for a Japanese version of Lomus® best-selling presentaton graphics product,
Freelance, for delivery of 1-2-3 37 in 4Q88 and for start-up development efforis on a Japanese
version of 1-2-3/M will serve to set the stge for a very competitve market positon in 1989,

The sales and service infrasmucture was built in 1987; 1988 will be a year for broadened
coverage of the very large heterogeneous IBM and NEC dealer bass. Morcover, during 1988
Lotus Japan will take the next step in covering the largest 150 corporate accounts throngh
executive briefings and specialized support.

Depending on its success with 1-2-3 2.1J and its ability to deliver the new products planned

for late 1988, Lotus Japan has an opportunity to do benter than $25M in revenue in 1988 and eam
more than $5M in operatng profit.
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Evolve the Lotus Family concept

The notion of a suite of applications software products on a "Lotus Desktop™ metaphor that

are tightly iniegrated through high performance daa bridges ("Promise”) and high level

rogramming language facilines ("LEAF") will provide a powerful compegtive barrier for
E,oms' product entries in the next gencration of operating systems and environments. Ties 10
third party sofrware products either loosety or tightly throngh marketing and dcvclopmcrll.x
agreements will provide an opportunity for Lots to set new standards for "look and feel”,
connectvity and programmability. Moreover, the nerwork: architectures that Lotus will employ
in Lotus/DBMS and the next release of 1-2-3/G should also provide Lotus with some interesting
advaniages in terms of darabase oo} standards and spreadsheet cell engine standards.

The Loms Family concept will be exiended across other hardware platforms as snggested
2bove in order 10 "own" customers’ end user workstations and provide for the highest level of
“inter-operability”.

Execuring this concept is non-twivial; it requires massive buy-in across the Sofrware Products
Group and close cooperation among dozens of top-notch designers and system architects. The
payoff could be enormous.

Develop and close several strategic relationships

As mentoned before, Loms’ DBMS enwry will require several key parmers to increase the
probability of success. Notes onght 10 bz OEMed; IBM i a srong potental candidate. LEDS,
Lows’ Elecuonic Distribution System for down)oading sofrware and providing adminismarive
assistance to large customers for macking and conwolling their software and hardware purchases,

~ -also will be best marketed through an OEM; again, IBM is a srong candidate.

Lorus Agenda is an ideal laptop computer application; a bundling arrangement with NEC or
Toshiba should be in place for first customer shipment of the product. Such a marketing channel
wiél assist in posidoning the product and extending Lotus’ sales force coverage of dealers and
end users.

Another key relationship that must be established is in wordprocessing. Lotus needs a
graphical wordprocessor as par of the Lotus Family in 1989. As discussed, this product will not
be built internally; a partnership is required-whether as an acquisition of & Macintosh WP
software company or as a development and marketing relationship wherein the parmer is
provided with the relevant ificadons of the Lows Desktop for portation of their product.

There are many others as well; the objective is 1o leverage third pariies for marketng channe]

assistance and for technology relatonships. Lotus can reduce its enwy risks through such
parmerships in many areas. The key is manage themn properly and faitly,
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Make significant progress in evolving Lotus’ connectivity solutions

An important competitive advaniage for Lotus in i1s major corporate accounts is the ability to
connect Lows” spreadsheet and future database products 1o corporate informanon systems,
allowing DP/MIS shops to build company-wide or Geparunental appliczgons on 1op ox Lots

roducts. Lotus’ solution today is T-A-C, The Application Connection. This product has been
installed in 30 accounts and is well-received. However, it is expensive to sell and support and
headcount intensive for a relatively small muket long term, Th; product s bcmg re-desi ened for
2Q88 release to reduce the cos: of markeuing and support. Even if success 15 achieved in A
marketng cost reduction, this product will never be a large enough business for Lotus to receive
the necessary management attention and resources.

If an attractive buyer for T-A-C appeared, Lotus would sell the product yet try to rewzin a
marketing reladonship.

Regardless of the shor to medium term disposition of T-A-C, Lotus has proprietary )
connectviry technology in "Promise”. This technology will be evolved into a series of tool kits
for Lotus to license 1o customers and third party host software vendors to connect their .
applicadons to Lotus’ products, both PC-based and host-based. Lotus has an excitung opportuni-
ty 10 create a standard connectivity methodology. '

Encourage a strong competitive spirit

Loms' division and product line management need 10 focus their anention on success in a
compettve environment. Lots has historically elther dominated its markets such as spread-
sheets or integrated sofrware or has pardcipated in a small niche where it could readily achieve a
majority position parily through its tes to its market leading spreadsheet products. Going
forward, Lomws is no longer entering niche markets, but either large markets with entrenched
competitors 2la database software or creating new markets ala informaron management where
an inirial success by Lotus will breed fierce competidon very rapidly.

This environment requires sronger, more experienced managers in some cases and more
flexibility in dealings with customers and potental parmers in other cases, Lots will not be able
10 Tely on its spreadsheet prowess alone any longer; Loms will need to enhance its marketing
skillset across the board and ensure that its product organizations are properly incented and
measured in terms of ome to marker, product and comrmunicadons guality and product design.

Achieve revenue and profit contribution plan

Sofrware Products plans to deliver $377M of revenue in 1988, up $90M or 31% from 1987
and profir conmibuton of $202M, up $45M or 28% from 1987. The slight margin degradation is
more than accounted for by a decrease in gross margin resuling from increased initial unit costs
for the new releases of 1-2-3 and Symphony and the heavy mix of lower margin upgrades.
Operating expenses are actually down as a percentage of revenne from year to year even with
heavy investments in launching 10 new products and completing the first taree products in
Lotus’ next generaton of apphcations due for shipment in early 1989,
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The key arcas of revenue increase are in 1-2-3 2nd upgrade business resulting from the
introduction of Symphony 2.0 1n 1Q and 1-2-3 3.0 1n 2Q. 1-2-3 is planned 0 hold market shars
at 900ku in the US, rraclang expected PC shipment growth of 15%. Spreadsheet uprrade
revenuc is planned at $40M in total, up $31M from 1987 levels. The key nisks are in o1zl
shipment volume of 1-2-3 due 1o hoth economic and compegtive factors and in upgrade volums
due to cconomic and customer hesitauon factors. The downside risk is probably no worse than
15% in 1-2-3 volumne and 150ku of upgrades for a 1otal revenue nisk of $50M.

Graphics and Document Products revenues are planned to grow by 75% to $41Min 1988,
Contnued market strength of Freelance, the new version of Manuscnipr, and the launching of
Grapbwriter I and Modern Jazz should easily drive this revenue growth. Morcover, 1988 will
be the first vear for significant profit contributon by this operation: $10M vs. less than a million
dollars in 1987. There should only be upside opportunites in this business unit. If Graphwriter
O takes off as the new charting standard, Modem Jazz is successfully positioned by Lotus and
Apple as a srong competitor to MacWorks and Manuscript 2.0 is as pood as customers are now
saying it is, the revenue upside here could be around $9M.

Mainframe sofrware revenue is primarily driven by shipments of 1-2-3/M -by IBM, at $9M vs,

less 31M in 1987. Assuming first shipments by early 3Q and well-coordinaied marketing by
Lons and IBM, there is a smong upside potential of up to $10M in 1988.

The Informadon Management and Communications Division revenue plan of $7M is
primarily driven by Lotus Agenda in 1988. If it becomes the "hit" it could be, there may be an
addidonal $5M revenue opportunity in 1988,

Finzally, even thongh Lotus Japan is planned at $18M, it ought to be able 10 generate an
additionzl $7M 1o 1988 assuming the new release of 1-2-3 J continues 1o be well-received.

In summary, there is up o §50M downside risk in Lorus’ US spreadsheet business in 1988

parually offset by up to $31M in upside opportunities in other areas, Sofrware Products’ year
1988 is aggressive, but achievable,
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KEY MEASURES FOR 1988

J ANALYTIC SOFTWARE GROUP
Objective % Weighting
1. Achieve revenue and profit contribution plan 40%
2. Ship 1-2-33.0 in 2Q and 1-2-3/M by September 10%
3. Ensure Lotus/DBMS, 1-2-3/G and Notes are ready for
1Q89 FCS 10%
4,  Retain Leadership position in Graphics Products 10%
5. Ensure Agenda is the new software "hit" of the year 5%

6. Retain and enhance leadership spreadsheet position in 2%

~ Japan

7.  Evolve the Lotus Family concept 5%
8. Develop and close several strategic relationships 5%
9.  Make significant progress in evolving Lotus’ connec- 5%

tivity solutions

10.  Encourage a strong competitive spirit for Lotus’ 5%
product organizations
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PC SPREADSHEETS
CHARTER

1988 Business Plan

PC Spreadsheets charter is to maintain and potentially grow Lotus’s market
share and profitability in the PC spreadsheet market,with advances in both
character based and GUI spreadsheets across multiple hardware platforms. To
do so not only through technological advances but by developing business
practices coincident with the complexities of the marketplace and the broad
customer needs.

To assist the Lotus installed base through the technology transition.

To ensure a successful Lotus entry in the DBMS market .

To participate/lead in cross divisional development efforts e.g. LEAF, Lotus
GUI platform etc.
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