. — P R T =
N, R P P W T i i
=T eat ol AP

LOYUS DEVELOPMENT C ORPORATION
1995 BUSINESS PLAN

Lotus STRicTLY Papvate l L Otus

e —
- S

5 —O_E‘nc 33

L

HIGHLY CONFIDENTIAL IBM 7510276927

DEFENDANT’S
EXHIBIT

721




TYILNIATIANOD ATHOIH

8Z269L20T9L WHI

P e e et DT B E RN L T ] . PR

LOTUS DEVELOPMENT CORPORATION
1995 BUSINESS PLAN

Rl L TAE T N e




‘ To: Board of Directors
From: Ed Gillis
Subject:  Lotus Development 1995 Business Plan Overview
Date: December 7, 1594

Executive Summary,

-~

Product PAL - Deskiop vs Communications
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.Our 1995 Business Plan generates 20% revenne growth and 12% operating praﬁt. This is up
substantmlly Jrom our flat year aver year revenue performance in 1994 and our 7% operating
margin, but represents disappointing profit performance relative to our previously established
long term target of I5% to 18% aperatmg profitin ‘95,

The plan is based on robust growth in the Cammumcatmns business. Sales grow 62% over
1994 driven by grmwng sales of services and support and Notes licenses. The contribution
Jrom this business improves by $71m, largely as a result of scale. Our spending increases in
the communications segment by 36%, or $109m, but $57m of this is concentrated orn
discretionary, rzvenue-relared expenditures such as customer support, sales headcownt and

consulting and training services We do not expect to commit these funds unless revenue
volume is nmennl‘ang,

Our desktop business maintains its contribution margin on ﬂm‘ revenue, which reflects an
overall decline of 1.5 points of market;share, vffset by averall growth in the windows market
Desktop spending declines by 5% yeur over year, but a Imger portion gf ﬂ:e spendmg is
concentrated on sales and marketmg., v,

"

Our balance sheet is strang with ending cash (before any stock repurchase) prajected to be
‘ $4&'0m. Cash ﬂ‘aw from apemrwm' are prn}em‘ed’ to be 5200m.

.
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‘_ 1994 Review,

(WSMG Contribution by Region

Desktop and Comms Revenue
. : Year overysar -

1994 P&L Recap _ % Chg % Crg
(5 in Mion3) % Growth -

o My [Bm ] me B3A) G4A(F) 95(P) B4 B4
Rarveute » nm s s
Conlof Swwm m b1 m g .
Orees My o o - Onsitop ™ O44 @B B% 2%
Sreas Marpio 3 e T ) "l ";‘l. *
Opavaling Expers» ity m
Oparating Margln " e | nox Gomms 11 3 87, 6% @%
Quarning Maryin % 218 EE I3
Othar tsconw/ (Expenie) ] [ ] [ ]
o Tz & ™ w 861 875 1485 1% 20%
Nt icome % 1] @£ -2 3
=29 pat] prac ] 1K+ ) an%
Waighied Slures “r w7 "t

S Pt tnabutins S b B il
T A s B S L W

Our performance in 1994 was disappointing. Revenuc was flat year over year and
$154m below plan. Similarly, vperating profit was S90m behind plan. Qur problems were
concentrated in the desktop. Qur desktop business has declined by $139m year over year and
lost 5.2 market share points. The majority of the desktop shortfall occurred in Europe, where
we were 389m behind our deskiop revenue plan and $77m below 1993 revenues.

Our desktop problems were in part due to late shipment of our desktop suite of products,
These were expected in (-2 and shipped in mid to late Q-3. However, our desktop
Performance can also be attributed to o weak word processor, which is functionally behind
. both of its competitors. The word processor appears to be the largest single determinant in
suite selection. As a result, the weak waord processor hurt ns in the standalone category, but
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- ' more importantly, in the suite category. Our European performance was also negatively
affected by poor channel relations, which was exacerbated by too much of our inventory in
the channel as a result of sales and markefing efforts focused top heavily on selling praduct
into the channel, instead of creating end user demand.

Our comnmunications business grew strongly, and although behind plan revenue by $9m, grew
86% year over year, despite the introduction of Passport, onr volume purchase program. This
program had the effect of creating a lag in the reported sales of both desktop and
communications products as the program altered the terms of sale from defivery of the
product to actual deployment aof the product.

Separately, during 1994 we expanded the scope and control of onr communications business
with the acquisitions of Iris Associates, Soft*Switch, Edge Technologies and the Human
Interface Group. Alsa, in '94 we concluded a significant reorganization of the North
American sales force to more account-priented deployment and we introduced worldwide,
FPassport, our volume licensing agreement. In the third quarter we reorpenized Sales, Support
and Marketing into a worldwide organization and we redefined our development and product
management organizations into desktop and communications business units. Finally, our
Eurgpean business infrastructure was downsized by appmxfmatel_;}aa people and new
management with significant channel experience is now in place,

' 1995 Key Assumptions.
Our 1995 Business Plan reflects the following key assumptions:
1. A recommitment 1o our desktop business enables us 1o hold revenue flat afier a year

in which desktop revenue declined by $139m. (We lost five market share points in '94; our '95
plan assumes we lose 1,5 market share points.)

- _ Ve

Desktop Competitive Market Share

P——
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2. We maintain flat contribution margin in the desktop business. Spending in all
Sunctional categories in the desktop segment are reduced, biut proporfionately, more resounrces
have been directed to desktop marketing.

(esktop P&L

Reavanue T iz 644 v
GCOGE 156 f=] 119, 05
Gross Margin 596 630 525 523
Intemaj OFEX :
Deveopment 78|
Sales & Marknlng

‘This Pl nzhides an mteroal vicw of developmoe, sales pod marketing speoding. Devclonmens
spendding hoy bemn rednced for capitnlized softwars and aequired tecimology mmtiration. thu
been allocated 1o Deskaoy based o » percens of revenne,

3. Wedcliver a full suite of "Windmys 95 " products in the September 1995 timeframe
This is imperative in order to ackieve aur flat revenue targels ond our contribution dollars
from this segment. Currently this looks doable for each of the products EXCEPT our core’
spreadsheet product. Plans are currently under way to determine how to do this. (We are
assuming "Windows 95" from Micresoft is widely available late in (-2,)

4. The comnunications segment of our business grows by more than 60%.

/

Communications Revenue Braakdown
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‘ Appreximately 32% of the overall grawth in the comms segment comes from growth
in our services and support business and from the recent acquisition of Soft*Switch, which
grows 20% organically and represents twelve months in 1995 versus five months in 1994,

The balance of the growth is fueled by Notes licenses and related tools and companion
products, cc:Mail is assumed to be flat yeor over year.

5 Proﬁtabz‘lity from the communications business improves from ($61m) to $8m in
1995. This is based on growing R&D expense by approximately 27%; investing substantially
in support which grows at 64%; and growing sales and marketing sxgmﬁcanﬂy at 30%, but
well below the rate of revenue growth.
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This PAL inchides ScR*Switch, 1CG and WEG. Thmﬁn;nﬂmumﬂmwnfmu.
Dwdupmmlspmdmzmdudu Saft*Switch development, oet [CG development, capitshzed
softwars aud soqo 3 rrativa. FAO has been alincated te Cornms bases ca
petent of revenoe ’

6. Our venture with AT&T has no financial impact in 1995,

( ATEAT P&L
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' Business Issnes,

1. Our desktop revenue assumptions are at risk given the following factors:

i Microsoft market momentum, advertising budpet and need for revenue to
Jazel historic record of growth in a year in whick windows epplications market growth is
expected to fall to 14% (from 32% in 1994) create an environment in 1995 in which
maintaining market share will be particularly difficult.

. #. Novell's presumed emergence as a more effective competitor after having
digested Wordperfect means three compardies will be competing for the slowing desktop
applications market.

il The imradum‘lnn of "Windows 95" is expected to delay customer buying
and is Kkely to advantage Microsoft as they are expected fo have full suite of windows 35
applications simultaneous with the release of the operating system. (Ours is likely to follow by

ninety days, best case.) ”—a.
I/ . . Desktop Market Slze and Growth
i ——————
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2. Our desktap business is very profitable. Accordingly, for every $10m decline in desktop
revenie our company-wide profitability will decline by approximately 84 ta $5m. There is no
"silver bullet" deshtop strategy. We concluded the only way to maintain market share and
preserve the large contribution we receive from this segment is to aggressively fight with sales
and marketing programs and competitive products. The plan assumes we can do this very
efficiently, gencrating a full suite of " Windows 95" prodicts in September '95 with a
: ‘ " development budget that is down 2% year over year. Similarly the plan assumes that we can

6
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HIGHLY CONFIDENTIAL

maintain flat revenue by increasing our advertising spending by 14%, although we suspect
that our share of voice actuolly declipes.

An alternative approach, which we rejected, is to plan on $500m of desktop revenue (a 22%
decrease) and attempt to protect, or ot least consciously plan, on maximizgng contribution
dollars from this level of revenue growth. This approach effectively gives up on outlying years
because it would significantly affect our ability to deliver ""Windows 95" products in a
competitive imeframe. Also, in a sales and marketing context this would be a visible signal to
the marketplace that we were cutting back on our conunitment to the desktop business. Asa
result, this wonld drive many of our large customers, or thase undecided prospects, to
Microsaft. The current approach gives us a chance of maintaining revenue in the $600 to
5630 range while maintairing a very profitable segment.

3. Notes revenue growth represents 74% of year over yedr improvement 75% of
Notes license growth is expected to came from ongoing deployment of the installed base.
Although our history here is short, our experience with the existing“installed base suggests
that the current deployment patterns support this rate of license growth. Our assumptions

arotind license growth increase our penctration of Local Area Network PC's from 1.8% in '94
t0 2.8% in ‘95, .

Notes Seats Purchased
Yearly Medlan

Notes Installed Base Seats
as % of Networked PCs -
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4. Our communications business model is scaling very slowly, At 5548m the business
generates a breakeven level of operating profit and a relatively small, 9%, contribution
margin. When compared to analogous database-type companies, their operating margins

7
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- ‘ range fram 16% to 23%. The principal differénces appear to be in the R&D area where we

- are spending 26% of the segment’s revenue on R&D in contrast fo the industry norm of 12%
lo 17%. Alsoin the cost of goods area, we are spending more on producing and fulfilling
product than our database comparables, Finally, in the sales and marketing area we are
Spending more than the analogous database companies if we allocate sales expense on an
"efforts" basis (vs. allocation of sales expense based on revenue as in the model below). We
have analyzed each gf these areas below.

Comms Business Model vs Competitors
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R&D. Ourcommunications segment R&D expenses continue to run ot @ very
kigh percentage of sales despite the fact that growth in the business unit's development
spending in the '95 plan is only 14%. Core comms development, that is development directly
related to Notes and cc:Mail, represents 21% of sales - a more competitive level, " Non-core”
activities contribute ta the large distortion in the ratio, becase for the most part there is no
revenue associated with these non-core activities, although we believe there is a large
opportunity to capitalize on the installzd base with add-on producis as well as an epportunity
to expand our overall peneiration of the nenwork with solutions-oriented applications, These
include 523m of development spending on tools and comparnion products and represent such

© products as ViP, video, imaging and phone-Notes. In fact our efforts in this area are
* substantially larger than the dollars of spending saggest, because $5m of projects are funded

B

HIGHLY CORFIDENTIAIL IBM 7510276936



by third parties. We are in the process of determining whick of these efforts are strategic and
need to be done in honse, and which could be done by third parties/partners. Our objective is
to cap development expense for the comms business at 18% of sales in the '96 timeframe.

Gommuniﬁﬂum Devalopment
1995 Core vs Non-Cern Sponding

Cost of Goods. Qur cost of goods sold currently runs higher than our database
comparables because we have a greater niix of shrink-wrap, physical units, especially in our
ce:Mail business, Our cost of goods sold component should continue to decrease over time as
the mix of physical units decreases and Notes becomes a larger proportion of our overall
revenue mix,

The industry-wide production of physical units continues to grow, largely as a result of growth
in low end, home oriented products such as games and entertainment. The trend of physical
unizs in the business segment of the market is clearly down. As @ result, we are in the process
of looking to sell our existing manufacturing capacity and talent, preferably on a turnkey
basis under whicl: we would contract our needs.

Sales and marketing. We are investing in three channels of distribution for our
communications products: a direct sales force, a two tier channel of resellers and distributors,
and a VAR network of third parties. Qur direct sales force is allocated (between desktop and
conununications}) to the communications segment largely on the basis of revenue dollars.

This probably understares sales expense for the comms segment because most evidence
supgests that the soles force expends a larger proportion of their time and effort on
‘ " comms-based activities. (A related concern as it relates to the allocation of our direct selling

9
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' effort is that our direct sales expense for the desktop may be overstated, at least in terms of
effectiveness.) The cost of our selling and distribution efforts cannot be directly compared to

other companies because the reported categories generally group sales and marketing expense
together. On a combined basis, it appears that our sales and marketing expense for the
comms segment is higher than our datebase comparables. This is at least in part due to the
fact that, other than Microsaft, the magnitude of our investment in several channels of .
distribution is unusual and probably involves some overlap and redundancy. On the ather
hand, these investments have been necessary, missionary components of a new, and we believe
large, market category. We have estimated the direct cost of these channels belaw and we are
currently evaluating means of reducing our overall costs.

rEstm':ated 1995 Sales Distnbutmn Cost
{5 in Millioes)
. Sales Expense ' 80 X
Two-fer distribution (MIF and Rebales) 20 > )
VARS, Stralegic Aliances 10

We continue lo believe we can ackieve our long-term target of 15 to 18% operafing
ma.rgmx. Our model of 1996 suggests that if our commumnications business grows at 35 to 50%
in 1996 and we cap our development spending at 18% of revenue. The segment achieves’
standalone, 15% operatzng Profit, and supports spending growith of 20-35% in sales, support
and marketing,

10
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Lotus Development CQrpofation

1995 Business Plan

Board of Director's Review
December 15 & 16, 1994

Financlal Overview

1894 Recap

1994 Summary

1994 Summary (continued)

= EPS eslimated tu he $1.03 va Plan of $2.13
= Revenue plan missed by $154M, oparating profit off $00M
~Missed Deskiop revenue by $145M vs Plan
~ $138M down from 1883
« Lost 3.7 Windows market share points
» OIT Problems
- Delayed product cycle
-~ Weak word processor
- Europe
~Comms $9IM off plan, but §1514 over 1983

Planned spending was cut by $63M

]
,-')- COGS was reduced by $12M

~Davelopment (mosly DT) was cul by $23M
~Salsy, support and marketing was reduced by $24M
« Koy Preduct Shipmenis
~ Notas 3.1 - Win, NLM and Unix AE, HP, Sun, SCO
~ OT products: 123%W R 5.0, SSuite 3.0, Approach 3,0
. (E:dumpleled Comms-basad acqulsitions: 1ds, Solt-Switch and
ge
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1994 Margin by Organization

1984 P&L Recap
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1994 Revenue Market Share

Horth Amsrles

% afblared

4995 Plan Overview

« Overall ravenua growth |a 20%
«Daesklap declines by 2%
- Communicaions prows by 62%
~Noles seats doubls again in 1095
Cos! of Sales Improves by 2.8 margln points
« Opbraling expanses grow by 17%
-~ Deskiop spanding declnes by 4%
~Comms spending Increases by 36%
« Dperating margin impsoves from 7% In 1854 to 12% In 1995

tam
Conmamcaiohs growss nchufd VST, ATAT end Lukia lnvissis

Gt ng et Incha Na n canl 41 2IeD and wpmaing dapangid

1885 Busihess Plan
Overview

1985 Plan Highlights
934 B4E[ BEE
pRevenue Growth g% (1% 20%
- Desktop Growth 2% (8% {2%)
- Communications Growth 73% 4%} B2%
Bpending Growlh ) 6% 8% 14%
Operating Margin % 12.2% 7.3%| 12.0%
EPS $1.689 $1.03] $1.60
Retum on Equity 168% 10% 16%
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Revenue Bridge 1934 Forecastto 1935 Plan -

- Product P&L - Desktop vs Communications By Market Companent
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Pesktop Plan Themes

]

» Hold desktop revenue flat desplte 18% decline In 'a4
« Maintain fiat desklop contdbution margin
= Daliver full sulla of “Windowe 85" products In September "85

Desktop P&L

Revenus 75X T3 Wl L1
OG5 154 1584 it 05
Bross Marghy AN - I 1 R v ] .

Internal OPEX
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Desktop Revenue Bridge 1394 Forecast to
1895 Plan - By Market Component

Desktop Plan Assumptions
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Desktop Market Size and Growth

4995 Plan Revenue Market Share Assumptions
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Desktop Campetitive Market Share

Desktop Revenue by Product
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Desktop Business Model vs Campetitors -

Desktop Business lssues

LKMoy L
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= Dasklop revenue assumplion
= Mlerosoft market momenium, sdvertlsing budget, and
need o fuel ravenua growth In a slowing windows apps
markel
- Moveil emergenca after "digesling” Wordperfect
~ Effect of Win '85 on cuslomer buying
» MlcrosoR prasumed to ship apps simullzneabsly
» Dosklop very prefitable
- Caonsolidated dependency
« 50% profit impact on each $1 of D/T ravanue
« Altemalives {(contingencles) appear ko be self fulfilling

Communications Plan Themes

Communlcations

= Communications revaniue grows by 82%
~40% from sarvices, support and Soflawitch .
“ ~Balance from Notes licenses and companion producls &
tools
= Commis contribution margin befors F&Q allocation Improves
to 8% (2% after F3 0 allocation}

Page 25-28 ' Lotus Strictly Privale
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Comms Revenue Bridge 1894 Forecast to 1985

Comms P&L i * Plan- By Product )
' 1894 F 1995
(BT T ) 5131 s617
Raverua 7 e T 537 =
_toes 33 4G 87 73 0
Gress Margln L) T3r LEC)
tatamel OFEX 3wl
Daveiopment 2 82 el 12m g
SlaskMarkelng | 12 12 uy] ;B 1=
FAD sllacston 12 15 Fig E ] .
Tolst OPEX ‘ ] 20 T 15y
Opualngmargi- ¥ FLH {52) {51) a o
Opuziing margin - % A% 5% 8% 1

. Ohurinckalas inarwaiss o J11K far Chlanduriag & Scheduing, B4 for Fammy, S4M Nr ATAT, knd

Moty; Gomara Inctude 1 $eRIwch, ATET 4ad W30 $MM Do Tasla[Comens share), J

. ! Notes Installed Base Seats
Communications 1995 Plan Assumptions : as % of Networked PCs

Worldwida

-
3
=

Communlcations Revenue 3 Growth
50

as % of Towd

0% 28%

k08

5 B

¥ Growth frovw Priar Yaar
g 8§

“ of Totl Reverins
pgyusue

1952153 15541F) 1R95(F)

3853 (904 {F) 1635 [F) 1083143
Neworkes PCs 8014 2101 1Y ]

Instalieg Easn &M 1.5M 25M

l— -
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Notes Seats Purchased

Communlcations Revenue by Product

54% o |17 Dot beya e 1o Droomber, eeabom s} scvem mesins of dacs em

Yearly Median
Saaly
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. BaRswiich » <«
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Suppart Ir Ak
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Yessl Comms 3 ar

”%

Comins Business Model vs Competitors

Communications Business Issues

LI 1Y
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Sile LG “h
Sappert 1%
Devtipmerd | TOR
GRA & Clbar

Hw Ny
RLL N
3h o%
0e EK

"m
0y Prafil -

Iia C i)

hi] we 1% 4

ELTTH LaWE 1595 2

BV Cp s

Evamal =y
EAYard s

Hate Lokt Cammm mrenus pachedes ATAT ardl indud v 313 adpabrmed v wbnmaton Wi sata Libaiss

Page 33-35

« Notas Yoenss growth “robust"
,-‘j = Derivativa of..,
+ LAN base growih (25%+)
» LAN penelration {1,5% to 3%)
« 75% Installed basa deployment
« Price elasticily '
« Companlon products & tools
» tcMail revenua outlook (Win 'G5, LCS timing)
« Comms business madel not scaling
- "Non-core” R&D too high
~Multiple aalzs-disidbulion channels creale oversp

Lotus Strictly Private
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. 1885 Spending Themes

« Cost of Sales Improvement 2.8 margin palnls

« Tolal Communications spending grows 41%

«Davalopment up 14%
~ Sales and marketing up 24%
~ Supporl up 82%

=But,.,

~ 70% Is discrallonary and varies with ravenua

~ Comms-basad infras!ructure grawth is 8%

» Tetal Deskiop spanding declines 4%
~ Devaiopment Is down 12%
- Salag and marketing Is down 3%
~ Suppost Is down 15%

» $15M Invesiment set eslde for revenue ¢sk

Total 5pending- Desktop vs Communications

{Excluding Gost af Salas)

r B
1995 Business Plan
Spending
Variable vs Fixed Spending
' e ams| | g£°0O"M,

Yidable Snending

Varlable COGB $a3 $a7

Seles HIC spending 130 154

Suppor HIC epending 85 70

Caneulling HIC spending 29 42

Inveslmant 2 pE]

Total Vaylable 293 368 75 26%

Ffm_i Spanding

Developmenl 157 180

Markellng 214 215

Sales, Suppor, Consuiling 76 75

CQOGSBAA 164 167

Tots1 Exed 611 658 ATt 5%
Toat Spanding 3504 $1.028 nzz W
* Girmes In svira by Comana reialed

- Desktap Lomnis Totat
wﬁllsu {1} $250  §I86 70 $222 38 y478
Oev 100 85 109 124 209 _213
Sofl-Swiich 0 0 14 36 11 36
G8G g 0 ar 50 7 .41]
kvesiment [} ] 1] 15 a 16
Al Olher {2) A a3 -] 13 Kl L
Tolal §393 %378 $338 5470 $126 040
Growth % A% 41% 7%

LITH
{1 Exctodas F3O

"B ek PO, N 1100, S parain Bqusn mits snd Gl oy

Page 37-40
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Cast of Sales as a Parcent of Revenus

Revenue Unlts Mix
Restructure our Manufacturing Capacity

1554 Fosacast

Material and royaly
reducliane

Soft*Gwilch Impact
Fhrad cost cordainment

Flxed amorizslion

ks , . 1895 Pian
LT Y A e s

1817

{1.0%)

0.3%

(1.3%)

)

153%

MRliona of Units

&§ Physlcai fi§ Non-Physlcal

! Spending by Function...
" Research & Developmient (External View)

. RED Expanss a3 % of Revenus " RED Spanding Mix
. 20%

3l f

10%

ENSsaFIITR

Spending by Function..,
Sales & Marketing

Page 4144

jav

Lotus Strictly Privals

Sales Expanse a5 % of R i g Exp w%olR
284

’!“

0%

595 [P} ) 1935 {F)

Haidxa;
E-H mata AL RLY %1% ERKiIm 0 AL} 1Y
Corrdasd - 1y [ 30 ] Castheat nn nis
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T
Spending by Function.., Spending by Function..,
Suppart General & Administrative
ppori Enp 3 % Totalfl -
s4F) 95(F) 83(A} 84(F) 95(P}
Revenue: F&A 340 $45 548
. Notes 18 25 .
coMal 12 p . WSMG 22 18 19
Caher Gomms [ 5 Ws@Q 2 2 2
Daskiop -3 ir
Yotal Revenve w8 . Development 5 5 5 @
N u s Soft*Switch 0 2 :
Nat m: Pak 8 1 |CGIClher - 1 -2 2
|| rn - P
Not Margha % 2% 2% i | Tolal GBA $70  $70 78
romiivhrinnr- sl A G&Aas%ofRevenve 7% 7% 7%
ERRale M T .
CoyiHand ant ] r] _—J
Staffing - 1995 vs. 1994
Permanent and Conlractors 1895 Business Plan
19594 Forecast 5143
99 Plan facreasasiducreases); ,J
K|
Consuiiing st ’
Sl o0 - » .
Suppart 1 Financial Position-
subtols) Fied
JDther Infrpairnsium:
RaD 0
Markelng -4
155 42
Manutacturing 93
sublatal K
Totat changes M
1995 Year-siiding Plon 6381 ) )
. o |

Page 45-48
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i ‘Balance sheet ’ Cash flow
' 5 In Mislons) WAl ME 98P ($ In Milllans) ‘93 {A} 'S4(F) '95 (P}
Cath . 117 niT Mo . . )
Reseivables 217 08 FLF]
: irvaniory ol 1 1 Funds from Operatlons $162 $128 3209
QiherCumint Asps il 28 il )
f : Tolzl Current Assels 576 630 768 Funde from Investing Activitles {80) {188} (114)
] “a Flxsd Aupels, nat 121 135 17 : :
. f Ulher Assols m 112 130 Funds from Financing Activities 42 2 A
. £ Tolz! Awsels §905 14 §1042 , .
. Currant LisbilLies a7 s24a $265 ' Net Cash Increasef{Decreass) 3124 ($39) $102
H Deforrod Liabllities 1] 72 "
' Long Term Debt 50 50 50 W
1 Stockholders Equity §28 £3% 14 .ﬁﬂm:mhm:ﬁ"
Tole! Liabliies wnd Equily SH08 e §1042 + Comnemon ok - wrglyea apdion 4xwdss proet sdi ave sl by sk buy-dizka
= Lorgenn ded sane "

2969L20TSL KR4I
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1995 Pian

Worldwide Regional
Overview

FYpd E3i | FY4 Plan | $ inc/|Dec) | % Incl(O¢c)
Ruvenus $9121 | $1AMS ($H3Y) 14.0%

€O §1242 $1348
aMs st $938.0
[ 5 % ) Ba.5% aTA%
Fuikating $ielt $105.7
Sales 1610 e
Support F2a K ] $763

FRO/Admin $40 0T
Tolal CpExp | $460.5 F2L L) 316.3) a30%

OpMurgln | 43208 $4505 | (#1218 200%
OpMarpn %1 356% 42.0%
Vielsz FADUArin beckidden T Ad, WAVEM Adrvin, and prov ar Dad Celt [ERER)

1994 Revenue Variance by
Region

FY34 EstFY34 Plan| $ var {% var

Amerigas] $5345 | $573.1 | (BB.6)f -67%
EMEA | $223.2 | $3256 [($t024))30.4%
Japan | $121,6 | $121.9 | (30.3)] -02%
APAC $430 | ssto| (sa.0)157%
Total | $922.3 | $1.071.6 [(s148.3)-14.0%

Regional - 1995 Business
Model
FYM Eslimate | FY85 Plan L O1vwih
nﬁ” Revahue $9223 31.088.3 15.6%
» cos $134 $1216
oM $ PILT 0447
am % a8.5% BA.O%
Markatlng $i512 FC4E
Salus $367.0 $1Y5 4
Support $708 1819
FaD/AZmIn $40.3 423
Tolzl Op Exp 9.4 45108 B 5%
Op Kasgin $388 $434.1 J2.4%
Op Margin % 5% w.r%
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Worldwide Allocation of
Resourcesi{percent of revenue)

1934

MXkig Rescurces

Stwl.mwmnl

v 20 40 & B9 100 8 20 40 £0 30100
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1995 Plan

Americas - 1994 Recap

Americas
Overview

= Hevanue;
~ Expacled to be $38.6M lower than '94 Plan
— Significani shorlfall in slandalone Deskiop apps
~Communicafians business an Plan (Comms
estimate to excesd 35% of lola] Americas
revanue) .
= Ravenue lag due to Passporl ramp up
» Channal lnventory:
- Expected to end '94 al 8,5 woeks
» Margin: .
- Expacled to be 2.4 pct. poinis under '94 Plan
~Revenus shortfall parilally offset by expense
reduclions

Americas - 1995 Market
Assumptions

Americas - Market Share Perspective

» Desktop Applicalion Market:
~PC Shipments lo grow 8% from "94 lo '85
~Desklop apps markel revenue {o grow 6%
- Buile/Office up 39%, accauniing for 58% of
Windows desklop apps markel
» Comms Market:
= Win 85 ships mid '95 with Mail embedded in S
- E-mail unit marke! growih expected {o increase
by 20.4% yaar over yoar {IDC data)
- Microsofl Exchange ships In 1ale 1895

= Deasklop:
- otus share of lotal desklop market expecied lo
daecrease by 2% o 14%
-Revenue to decrense 7%
« Comms:
~ Notes revenus lo increase B7% over '84
- Number of Noles seals doubles year over year
-cc;:lr\’dail marke! share is expacled 1o remain fta al
I5%
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Americas - Sales/Distribution Strategy

-Amerlcas - Sales/Distribution Strategy

= Accouni Coverage Model:
~Top 250 major accounts - strategic relalionship,
vesiad interasi In each other's success
~Nexi lier; 2500 selected - relationship focus,
responsive and service orlented
~All other: informallon, service, responsiveness
= Selling Strategy:
- Laverage singie point Inlsrest to mull produc!
- Ra-ontar compatiive (desktop) accounis by
levaraging Notes/cc:Mall leadership
~Major focus en responsivaness

= Channe! Strategy:

- Map markeling programs and spending to
channals which reach specilic market segmenis

— Partner with resellers & VARs on each
opporlunity

~ Leverage channsl by pushing 100% conlract
business through Passperl

- Manage sell-In and channa! inventory using EDJ,
which Is now 100% Implemenied In N.America

Americas - Pricing Assumptions

 Amerlcas - Business Model

» Tolal Lotus Americas ASPs
- Expected 1o drop approx. 8% (to $93} due fo
shift to non-physical, upgrades, volums conlracls
= Desktop ASPs:
~To decreass by 8% from '94
= Comms:

- cc:Mail ASP axpacted {o rise slightly due to mix
oflicenses

P

FY94 Esilmate|FYE5 Plan
Revenue $534.5 $611.8
COSs $60.9 $56.5
CIG.M. B 34738 $555.3
le.m. % 68.6% §0.8%

Total Op Exp $274.7 | %307.8
OpMargin$ | $198.8 $247.5
Op Margin % 37.2% 40.6%
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Americas Allocation of
Resources

1994

. Revarue §
Salns Aesources BX
Milg Resources :

Suppt Arsolrces

0 20 40 G0 B0 %00 0 20 40 €0 G0 108

M Desktop BCemms WDesklop BComms

Americas - Cost Drivers

o
<3 "(D.ﬁ) 15

AN mm"am& FEa Ay *lmd
: R vl b ke
ﬂi&“ﬁﬁhﬁ:ﬁ&lﬂd&&@;ﬁm%&’ :

. o.‘a'- qﬁg xw.zénz?rl .

Americas - Passport Program

Americas - Passport Program

 Program Objeclives:
- Caonalalent glabai volume sales program
=Laysmge reaellers
= Courderact Merosaf Keenskyg program
= Increase conlacl revenis and marke! shars
~ Meet cuslomed's need wﬂh flexltle Ticanslng pregram

» Passport Program Fealures:
=Comprenensive =t of sollware valuma puichace, malntenance and
support olferings
« Rightt2 use seflewars (llieenea) nat phynlesl product
=Priced and seld theaugh the renelers
~ Consistenl W program
= Thres optlons Iy program

= Passpart Program Optlons:
= Volume Purchase Oplian
I Pay for saftwars as required

s Price discoun! based on cummulsliva purchesss
» No Iure commbmant for prichases tequired
» ftevenus racognized aa oider iecelved

~Conifact Opflon
« Conlract signad with cuslomer
» Zyeat commitment {0 purchase softwase, maintenanca and

suppert

» Prlce {tiscour! [avel) based an commiment
« Orders placed over 2 years agalnel commitment
+ Revenus 1ecognized as ordeis received (nol st comimilment)

=-Enterprise Oplion
» Conlracd wigned with customer
« Uplront order requied {delssmines piicing}
» Revenus recognized on Inlllai uplronl erdar
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Ameticas - Business Issues

» Risks
- Windows 95 epplications ship
. —=Comms stralagy need lo focus on building and
supporting the Infrastructure R
- Maximize and rallonalize mulliple distribulion
strateplas
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19495 Plan

EMEA - 1994 Recap

EMEA
Overview

= Ravenue :
- Expacled to be $102M lower than '84 Plan
~Channel Inventory reduction reducsd revenue
$25M
~Lass of market share In deskicp erea equalled
approximalely 4%
» Channe! Inventory
- Inventary at 12 weeks vs 25 al end of 1883

= Margin
- Expaclad {o be 20 pis undar'84 Plan
= Revenue shorifall could not be made up by
expense reduclions

ENEA - 1995 Market
Assumptions

EMEA - 1995 Market Share
Perspective

= Deskiop Applications Market
- PG shipmenls forecasted lo grow 14% '94 {o "85
- Deskiop apps market revenue grows 7%
« Sulle Ofice up 25% accounting for 68% of
Windows desklop apps markel
= Communicalions Market
- Win 85 ships mid '35 with Mall embedded in OS
= E-mall unit markel growth expecled lo increase
by 15.7% year over year (IDC dafa)
~Microsol Exchange ships lale 1995

= Desklop
- Lotus shara of lofal dasktop markel expected {0

# decrease 2 pains to B%
" ~Selt In Plan assumes $20M reduction in channs!

inventory
- Ravenue to decrease 6%
= Comms
- Notas revenua {0 [ncreass T4% year over year
- Number of Notas seats more than double

- cc:Malt market share expeclatlons are
~canservallve at 26%
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EMEA - Sales/DlIstribution Strategy

EMEA - Pricing Assumptions

= Focus counlries on sell through/demand
generailon

. =Major enterprise/account focus for comms

~ Restart Passport program

= Gentrallze channel management
- Respansibla for ssli-in revanue
= Manage channel inventary
- Implement Regulated Buy Plan/&D)
~ Establish policies/business practices
= Graatly raduce # aof resallers

a Invest in strategic pariners
- Bull, Olivelll, Telcos

= Desklop ASP's;
~To decrease 20%
= Comms
~cc:Mail ASBP's are expecied to decrease 23%
fram FY84

EMEA - Business Model
FY84 Estimate|FY85 Plan

Revenue $223.2 $251.1
COoS . $39.0 $30.4
GM. % $184.2 $212.0
GM. % 82.5% 84.4%

_|Total Op Expj  $137.6 $131.6
Op Marglin 3 $46.8 $80.4
Op Margin % 20.59% 32.0%

Hale Plinin 00CH o1 114 PanRiien

EMEA Allocation of Resources

# Ruanuss i

Sakes Resourcas
Mkip Resourans i

Suppt Resourees PAEDS

0 20 40 %0 60 10% . 4 20 40 &7 30 10D

W Ousitop © Comma MDasklep BComms
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EMEA - Cost Drivers

EMEA - Business Issues

dEelaeranen : R R

= Opporunities/Malor Initiatives
- S;’w management team In place, consistent with
- Focus sell through vs sellin
- Efficiencles from restruciuring
~ Consolidallon of distribulors
~Laverage parinerships & alliances
- Apgrassive focus on Passport

EMEA - Business Issues

»Risks . : :
«~Must Increase Comins pipelina and increase
veloclly of degloymant
- Chicago and Exchangs challsnga will be greater
in Europa
~Management of changa with reory and
downsizing will be difficult
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Japan - 1994 Recap

Japan
Overview

= Revenue,

~Estimated at Plan of $121.8M, up 14% over '93

- &lgniNzant ravenue shifts vs Plan:
« Movement lrom skandalone to Sufte (51% v Plan of 43%)
» Movemsit frem deskiop to comimis {conuns at 10% vs Plan
+ of 8%}
« ncreasad nan-physical (42% va Plan of 354}

" = Channel inventary:

~ expacted {o and tha yoar at 3.4 weeks

= Margin:

—$3.9M under '94 Plan due o incieased marksting
expense and CO3

Japan - 1995 Market Assumptions

Japan - 1996 Market Share Perspective

= Desklop Application Market:
«~PC shipmens lo grow 21%% fram 84 to "85
~Desklop eppilcation markel revenua to grow 14%
- Suile/Office up 35%, accounting for 33% of Windows
dazidop npplication market
= Comms Market:
~Win 85 shipg mid '85 with Mail embedded In OS
- E-mall markel growth continues up 34% from '94 1o ‘85
—~Microsoft Exchange ships In late 1985

» Desklop;
I

- Latus share of tolal desklop marke! expacled 1o
increase by 1 pointto 20%
-Revenue {o increase 15% .

» Comms:

~Noles revenue ta Increase 180% aver '94

- Number of Notes seals (riples year over year
- cc:Mail marke! shara up len points lo 70 %
~cc:Mall revenue to ncreass 15% over ‘94
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TYILNIATANGD XIHOIH

= Desklop: » Corporale

- Increase product awareness al retail ~ Pramole workgroup compuling
. =Sironger Integration of comms & deskiop : - Intensive seminar efforis

~Iniroduce Notes Sulte at retall = Training/skills anhancement of sales reps

= Enhance cooperafion between distribulors & a Retall

major relallers - Increase Lotus presence and number of oullets

= Comms: ' - Ad campaigns o drive iraffic into slores

~SEs to strengthen corporale sales = JoInt promotions wilh PC Manufacturers

= Develop slronger VARS & business parlners ‘ = Focus on gualily VAR’s & Business Partners

- Davelop and implement corporate seminars

Vv969LZ0TSL HET

Japan ~- Pricing Assumptions | Japan - Business Model!
» Total Lotus Japan ASPS: |
- SHifl lo hon-physical,upgrades and valuma _ FYS4 Estimate[FY35 Plan
purchases expacted la drive ASPs down by 16% # [Revenue $121.6 $153.8
= Desklop ASPs: CcOs $18.1 $19.5
-Incraase 1% (3148 to $148), dua to increased ' GM.$ $103.5 $134.4
- o I Suties GM. % g5.1% | 87.3%
— co:Mell ASP s expected lo remaln fiat - Total Op Exp $36.4 $46.4
Op Margin § $67.1 $68.0
Op Margin % 55.2% 57.2%

Hole PR W NOOL ot FTA ML Astan
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Japan Allocation of Resources
1994 1995

Revenue § Revanve$

Ealar Resources Salay Rescurces

Mkig Resouroes B A Miig Resources Eigis

Suppt Rssouscas §3 B Suppt Resources

Lol L
0 20 40 GO 80 100

S v

U 20 40 &0 20 190

Japan - Cost Drivers

MEELTAETA

Japan - Business Issues

Japan - Business Issues

= Opportunities/Major [nitiatives:
=~ Development:

» Establish team for davelopmen! and |ocal
integration lo access verlical markels & system
integralion sales

~Comms:

» Build vendors sysiem inlegralion and

certification {e.g. for NEC, Fujilsu}

= Risks
~ Recruliment of high guallly business pariners

A - Abiilly ia aliracl and ratain Systems Englnheers

~ Deskiop:
» Shipmen! of Windows 85 producis In Q4
- Comms:
> Introduction of Noles V4 in Q4
. » Introduction of LCS
» Inlegration of Notas and cc:Mal!




TYILNIATIANOD XTHOIH

9969LE0TSL WAL

41985 Plan

APAC - 19894 Recap

APAC
Overview

= Revenug:
~$7m below plan, moslly due to desklop
-Asla under performed, Anzac exceeded plan,
« Expenses:; :
~ Slightly over plan
= Channef Inventory:
= B-7 weeks axpecled invenlory at year end
= PRC Conlribution: '
~ Overestimated confribulion lo FY94 plan
- Expscled 1o fmprove contributlon in 96

APAC - 1895 Market
Assumptions

APAC - 1995 Market Share
Perspective

« Dasklop Applications Market
=PC shipments fsiecasled to grow 16% '94 12’85
~Desktop apps markst revenue o grow 16%
~Sulte/Olics up 20 % aceounling for 54 % of Window:
Doskiop app market .
= Camms Market
=Win 86 ships mid 95 with Mall embedded In OS
~ Eimail ravanus market expecled lo Increase by 18% year
over Yeer
~Microsaft Exchange ships In{ate 1895

= Dasklop:
=Lotus share of \otal desklop market expecled lo

.-'A dacrease 2 polnis to 14%

- Revenus remains fia}

" ¢ Camms;

-~ Notes revenus {o Increase 59% over 94
= Number of Nates seats lo double

- ¢c:Mail markel share up 7 poinis to 46 %
= cc:Malf revenue increases 38 %
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APAC - Sales/Distribution Strategy

APAC - Pricing Assumptions

= Salss strategy:
= Direc! Sales is named accounts
.= Relafionship selling
~Joinl calls w/partners
= Driva Passport offerings
= Channel strategy:
= Drive non-physical product In Asia
~Targal inventory of 5-6 weeks In 95

» Tota) Lotus pricing strategy.
= Remaln competkive, Tollow MB In most markais
—=Use spacials opporiunislically
~Prica Desklop for penetration - use non-slendard pricing
in emarging maikets
= Anticipate 16-20% ASP dealine In non-emerging merkels

= Comms:
- te;Mall pricing expecled lo decrease by 20%

APAC - Business Modsl

FY84 EstimatejFY85 Plan

Revenue $43.0 $49.6

Ccos - $6.3 $6.8
G.M. § $36.7 $43.0 -

G.M. % B5,3% B6.7%

_|Total Op Exp $20.7 $24.8

Op Margin $ $16.0 $18.2

Op Margin % 37.2% 36.8%

Mol Pan In S90F 31 1934 Faan Raha

APAC Allocation of Resources
1994 1995

Reverve § IHEREREE Revanue$ [[OIEN
S Sales Resauces SRRl

e
Sales Aeyourses RAESE RS

Ml Resourers B Mkig Resourcen |

Suppl Ressurces EX B Suppt Resouren

' 0 20 40 &0 DY 100 0 10 40 €0 ED 107
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APAC - Co_st Drivers

APAC - Business Issues

TYILNIQIANOD XTIHOIH

= Opportunities/Major Initialives
= Chine {nvesiment:
+ Larga maiket
» Bagle plan In placa
» Leverage Preduct Development effors
» Core teant has been formed

APAC - Business Issues

wRisks '
- Currency movemeni
~ Pailtical changes
= Praducl delays
= Training employees and cuslomers
- Alracling and retalning employees

8969LZO0TSL HWHI
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195 Plan Objectives |
= Meet Business Unils’ overall revenue goais .
. . = Rebulld momentum in desklop
. ' . = Malntain leadarship position In groupwara
Worldwide Ma rketlng ' = Provide consistent worldwide markeling
Overview maessage and support
_ = Improve overall markeling E/R ratio
: » Bulid and harvest business pariners
Corporate Marketing Strategies Desktop Marketing Strategies
= Differentiate the desklop with team » Directlons:
computing & aggressive markeling _ : J ~Shift mix toward aggressive demand generalion
= Dominate groupware arena wilh software, ' ¥ = Slrong promallons
service & support =Broad reach, nol Info rich
= Develop networks for the Inter-enlerpiise ~8lrong channal pragrams
{I.8. Internet and Worldwide Web - Breakthrough creative
opportunities) - =Slkmple, hard hilling messages
= Brand buliding
= Explasive launchas
- Aggressive PR
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Desk Top Stralegles

= Shift the Marketing Mix toward
aggressive demand generation

Comms Marketing Strategies

-lncreased national advedising
= Conlinued channel demand programs
- Fewer seminars and technics! lours
" ~Less rellance on irade shows
= Fawer heads dolng fawar programs

= Direclions:
- Businaess pariner investment/building
- lnfo rich vs broad reach media
- sales & serminars vs advaising
~ Platforms for mulllple products, cuslomers
- Referencesiieslimonials
~ Build cuslomer base & ming it

Comma 5tralegies

= Shift the marketing mix toward
information intensive media

- Continued auppod for business partnering

- Greally increased saminar acllvity with pariners

- Less overall adverlising; air cover primarily

- Increased DM with installed base

- Mara funds from parinars: frem $.7 to $4.0 millien

Marketing Functional Strategies

« Adverlising:
- Ona intamational umbrella campaign focused on
business, ROI, ieam compuling
~Demand generating, te ta pariners, call to action
~More business press, less trades
~ Monltor impac! of TV
= Seminars and Evenls
~Fewer trade shows, more seminars
» [ntensive Corporate Communicalions
= Direct Marketing
¢ Naw medla group - Internel, Noles nel, etc.
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Marketing_Functional Strategies

= Major Markels:
- Focus on enlerprise segment
. = Simplify, improve and promote Passpori
~ Build educallon market
- Integrals govemmeni
- Dijve warldwide conslstency
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1995 Plan

Strategic Imperatives

CS&S
Overview

» Continue fo drive to lower cosl electronic
support

= Provide world-class systems level support of

otr enterprise customers

" = Invest In services marketing to caplure

comms support revanue potenlial

« | ayerage globa! support Infrastructure

« Continue to implement aggressive cost
reduction Inifiatives In desklop support

» invest in technology (le, Inlernst) to lower
cost profile and increase responsiveness

| WW Support Revenue Mix

Decidep 1%

B Comren H Deakiny

WW Comms Support P&L

M RAwvenus
H Expense
W Margin

i$2.4) n% HiA%

@ '93 Achual ‘4 Friocesl ‘5 Pln
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Opportunities

= Support ,as a business, Is "historically”
profitabla (ex (BM, DEC, and HP)

= Support businass Is growing rapidly
=Telephons suppart grows from $§5.28 (FY93} 1o $7.6B

{FY87)} .
~Helpdask suppart 'ncreasss fram $1.8B8 {FY93) lp $3.28

{(FYaT) _
= Notes Installed base is expecled lo exceed
2.BM seats (large unlapped base)
= Growing percenlage of our Notes customers
representad by smalfmedium businesses (l.e.,
less likely 1o have large intemal IS staff)
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December 15, 1994

1994 Desktop Accomplishments:
Product Shipments

1995 Desktop
Business Plan

= Shipped:
-1-2-3 for Windows Reteaae 5

- Approach 3.0 et

- SmartSuile 3.0

-AmiPre 3.1 k PC USER
-Freelanca 2.1 3

-HNolesSuile 1.0
= 1-2-3 for DOS Releass 4.0

~1-2.3 Release 5 Multimedia Edilon INFE
~4-2-3 for 03/2 Releass 2.1 EYTY =
~Fresianca far 0S/2 Release 2.1 ‘E{kmg:"m‘“‘m
- SmariSulle for 0512

= JETFIGS,, < stmul aaﬁe.sﬁ,fmmz,zeun uag

1994 Desktop Accomplishments:
New Technolagies

1994: What Happened to the Desktop?

= Delivered new Warking
Together Technologies
« Commen Install
= SmanCenler
=InfcBox
~{ otus Common Ul

* =-SmarMasiers

~Noles/FX 1.1

= Made significant progress on next generation
products for Win 95 delivery
~Knockoul demo of alf Win ‘85 apps al Fall Comdex
~Freelance 3.0 in Bela
- Aml 4.0 recelving vary posilive early cuslomer pralse

» Revenue $148 mililon belaw pian =3
.-»'*} - Primarily due to European problems ,-‘f;'
« Lotus worldwide Sulte market share "
declined 5%
~Our ward protessor is waak
- MS Offlce took share from Individuat apps
= Some key products were late -

~1-2-3 Release 5, Approach 3.¢, and
SmartSulte 3.0 shipped in Q3, not Q2

' = We seemed {o lose interest and focus
~ Customers/press 1hink we're going o pull out

E

Lotus Sirlcly Privala
f:
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implications for 1985

1994 Desktop P&L Perfnrmance

» Re-commit to the Desklop & rebuild momentumn
- Exclte Lotus management, markeling, and sales
= Ragain credibility with customers and analysts
=Targe! IS In largs, highly networked companias and
tha i1SVs wha seli io them
—Thelr 1995 desldop daclslon Is strategle
» Re-establish product leadership position
~New best-of-breed, differentiated apps—on ime!
s Fight a markeling war
-Fows,‘fucus, focus on aggressiva demand generation
= Reduce expensas, but malntaln critical mass

Market Drivers

= Windows market growlng 15%
- Sulte markst growlng; standalone market failing
- Chizago momentum building; adopllon rate
uncertain
« DOS declins tapering

compared to >$120 million In 1994

= Regional variances
-But SmariSuite stll losing share to Office overall

« Large numbers of corporales haven't
standardized on the Microsoft deskiop

Worldwide Windows Market Share

- Expect $60 million Latus reverue fall-off in 1995,

Standalono
100% 0%

5 {2on
450%
d40%

0%

% [ bk ; "
s 1997 1993 14 110 0%

ﬂ“ 18293 lWl 'IBDS

Lolus(§] Share% Lotus|f} Shase®
- —_— m -

l »Eniire bor reprasants [a1sh markel

Lotus Sulclly Privale
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Worldwide Desktop Platform Split

The Opportunity

Markat Lotus

About Two-Thirds of the Desktop App. Market
Appears to be up for Grabst
2%

3%
Mi-Tier Comgpnnles Large Companlea

(500-4999 werp.) (5000+ amp.)

I M8 Office Stsndart® O Exosi&Word Standard” EF Markel Opporkunity

*Rupra: whise ] ot
Bsurce 1034 Daaldep Agp. Slandandiaden Quics- kY drudy

Competition

w Microsolt
~ Driving broad Win 95 avallabilily and acceptance
— Shipping Office 95 as cloga to simultaneous as

they can
- Siill saying "no new Win 3.1 apps"

s NovsllfWordPerfect
- Their '34 is worse than ours
~ Polsed with a new, compelitive, networked suite

= Olhers
~Nathing much

Desktop Goals

LS

= Achieve $628.4 million
woridwide revenue
~$15.3 million below 1984 farecast
= Contribute 30.4% operating
margin
- Compared with 28,3% In 1994
forecast
= Bulld a sustalnable business

—Re-invigorate Lolus position In the
desktop markel

Lotus Sirictly Privale
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Key Strategies

= Recommit Lotus to the Deskiop P
_=8trong, positive, lop-down meesags that DTlsa
goad businass for Lolus
- Target enterprise-and corporate clistomers with a
clearly articulated Lotus Desklop vision/value
propaosition
= Leverage Nolss Installed bass with vigor
= Creata g campeliing long-term product vision
» Component business model, architecture,
technologles, end product strategy
- Blectronie distribution
» Mulll-ptatform partabiliity and Intercparability

Kef Strategies

= Ship great (limely) Win 85 apps
~ Diffarentiate wilk usabllity, integration,
and team computing
- Strong pragrammebllity
- Shlp JETFIGS far warid-wide impact
» Susfaln/grow Win 3.1 and OS5/2
=Substantial ravenue opportunily In
cantinuing Win 3.1 sales in corporates
~Follow on to Win 95 Suite with Win 3.1
and OS/2 parity ralease
-~ Achleve Incremental $30-50 milllon
revenue In 70%-margin bundiing deals }

Key Strategies

= Broad-reach markeling .y
= Simple, hard-hitting messages P
~Matrket Best-of-Breed individual apps to build

credibility for the Suite
-Imege/Brand for the Lotus product line and for
leadership fealuras (s.g., User Assistance)
~Adveriising, promotian, and channe! support
~Generate early excitemanl for Win 85 apps
- Caplure 1-2-3 DOS and WordPerfect users

» Cost-effective support
= 30-day wamanty {Instead of $0-day)
- Parpetual elactrenic options

Key Strategies

¢ and communication

s Straamline the organization, decislon-makinp,

~Facus team on a single goal and product line vision
=Simplify the calendar
= Sync up schedules, process, deliverables
~Significant org restructuring
~Achieve breakthrough resulis

= Implement global oplimizations
= \Words, technologies, aulomation
- Off-ghore porting and QA

Lotus Striclty Privale
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1995 Desktop Product Calendar

Qf Q2 . Q3_ O4
o w:ss& 4

SmartSuite w/ .
Organizer 2.0% 'ﬂ' AmniPro fer Hindows 95)
NoteSulte ¥y Y Preelance fer Hadows 93}
Appiialim Pack .ﬁ' Approach g Biadons 21
= tdicrescit vl ship Olfice 55 123 Yo Fasdoms 53)
0-90 days after Win 95 P SmartSulte - Findows 25
s Lotus ships SmartSulte 95 in +* .
Jate Q3 SmanSuile {for Fledows 1)
= Follow with Win 3.1 and O5/2 -
 Simultancous ship JETFIGS A os2 Farity" Sulte

p P&L

a8 £16s X ;
"Eﬁgwr.a:. B T ST A PRy A Rt
i [1rd Crchd RERE 1B ST g AL i S
T e T P R R e Ty B
TP B L VT ! 5 33 2 3F "
: ﬂ; iy IR REp SR LS S e ;

How Desktop Revenue Is Spent

Desktop Spending

= Desktop margin and
revenue for 94 reflect -
falllng ASPs and
declining market
share

= 95 Plan reflects a
more modest decline

= Also reflects lower
expenses to boost
margin 2.1 points

| @120 @ SEMBCOGS BConiMur ]

’J 6%

8% a % of Revenus

W% [ 194
15%

% r

1y

H s
% HQ Mg
Musksting Supporl Davalopmunt

Lolus Striclly Private
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Desktap Development Headcount

Desktop Development Expense

= Overall net HC reduction by Funcllon
{rom 587 to 560 *

» Invest In tachnical skills
& staff

= Laverage product line
decisions

= Automate QE to reduce
time to market end lower
overall cost

= Curtall pon-product
related spend

» Qversli net spend by Product Group
reductlon from §73.8M to i':
$69.2M

« Bring 1-2-3 dats into 1
1995

= Achleva oritlcal mass for

Challenges and Risks

= Micrasoft trying to dominate worldwide

mindshare in Win 85 transiiion

- Qur markeling could get lost in the din
= Customer confldencs needs bolstering

- Lotus known to quit when competition gets tough
= Qur product goals are the most aggressive in

ouwr history and in the industry

~Don't have full plans in place yet

- Restructuring at the same time

~Nead a great Programmability story and delivery

Approach 5
= Leverage cross-product |
conlributions
= Invest in 1996 and
beyord.
Is this
wishful
The Hard Question inking?

# Alternative: Scale the business to reflect a

_conlinuing 18% daciine => $500 milllon revenue

= Any significant reduction becomes ssif-fulfiliing
—Can't sustaln long-term business, commiimenis
- Can'l dellver 8 Win 85 product lina In a Uimely way
~Vsibla salss/marketing spending decling would signal a
de-commitment
-~ Undaclded custamers and praspacls would say "No”
* = Loya! Lotus customers would begin to withdraw

Lolus Sirlcily Private
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Why We Can Succeed

{f not Desktop....where?

= There Is always room for a great #2

= We're confident in our revenue plan
number

= We are communicating a cansistent
message of commitment

= We have simplified our markeling
and product pians

» Early revlews {external and Internal)
of our new products are extremely
positive

30%
25% | B
20% i BH B
15% [ 1) (433
0% [E

5% 7
0% LM

* Forbas 500

Lolus Slriclly Privale
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1995 Communications
"~ Business Plan.

1984 Revenus Performance 1994 Comms Products Shipped
, # Updated versions of  # Notes Express - Q3
Notes 3.X for: = cc:Mail Mobile - Q1
¢ ;";:"_":1’ -nc:'az s Notes Pager - Q1
« NLM - Q1 - wForms 1.0-Q2.
+HP- 04 = Notes ViP - Q2
’i:{o 'u‘:" » Enterprise Router- Q2
S . « cc:Mall Pager - Q3
’ Pf‘ig? glintes. » Organizer 2.0 - Q4
. 2.0-04 « EMX:
«LN:DI2.5-Q4 - 1.2- Q2

= DiIr Syne & Profs AU-Q3

Laolus Strictly Privete
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1984; What Went Right

What could have gone better ?

- Revenue Growth in Notes of 117.%!
= Product Shipments [n 3X Servers significant
= VIR, Forms, C&S, Video, Phone, LCS View cte.
~ Managed Spending under plan
- Partner Growth Exploded - 2x, ylelding ROI
- Customer Satisfaclion greatly Improved
- Significant Industry Alliances Formed
» HP, Qracle, Sun, SCO, Xerox
- Major Market Momenlum PR. ‘Fortune' etc.
- Cambined Mail/Notes plans culminated
— Koy Acquisitions - SoltSwitch & lds N _5

. = Early year LCS enginasaring way behind...
~CC:Msll wina awards, flal § In growth market
» Orop in markel share In important mid-markel

- European Comms. executlon & readiness a
sarlous disappolntmanl

- Marginalized non Core Messaging Apps.
» C&S, Forms, imaging
- Express market reaction a resounding No

Segmenting the Opportunity

Competition-
Microsoft Exchange

] Strateg [ dlreclmn

CD Today
i

Infrastruct urs to mid-Usr
compenias, via large S}
parfngrs.

Vasty wxpand sodiony
paIaE

< *=*1 pabic Mk

Wity {malt, dos. g, OA) 19
w1 1 COMPANios via chareal,
| Nogd largsied Nojss praduct.

Pamonal soios &1 sl slzes of
...r; cempany via Hetwork Notes &

Strategy “Messaging + groupware",
not just messaging

Lotus Slrctly Privale
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Competition-
Novell Groupwise

Comms Product Strategy

Noveli Plus Novell Minus

a Orive our six point valua proposilion
» Compenant orlented, not monoilthic, approach
« Customer conirolied migration
» Reduced cost of ownarship
» Aggressive support of helerogeneous environments
» Praduct fine vs. single praduct approach

« Four tier archltecture - cllent, departmsnial server,
enterprise server, Inter-enterprise connecilvity

= Qur competitive strategy - differentiation

‘Comms Product Strategy

Comms Product Strategy

= Drlve markst share of Notes servers and clients
- Create value propusition for servers and clients
= Maks sarver ublquilous as cbjecl slore
- “Every bit of user dala should be in a Noles databass”™
+ Usa our olient or other dients that access server via our
indusiry slandard APls
- Object store Is the key; we have 2.3 years
« Must bultd farge Instafisd bass in ihal timsfiame o be
suslainable
» Prica server and clienl famiy for markel share

¥ Support € million cc:Mail customers with
significant new release

+ Provide clear manageaabie path for migration from
cc:iviail to Notes

» MS abandoning file share technology and forcing
migration
= Notes must be the core of our strategy, bul not
the totality of our strategy
+ Facus an co:Mall, Calendar & Scheduling, Forms
» Realize return or companlon products
« Dellver greatly expanded Programmabilily model

Lotus Suicily Privale
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Major Product Releases - 1995

Development Plan

= Davalopment "Thames" « Davelopment *lesues”

= Mora [nluttive UF ~Integraling alforis In

~ Programmabiity - Cambridgae, Weslford,
axpanded ! Mounlalnview & Wayne

=Erterprise scaleabllily ~Funding Mag
and performance deveiopment

- Singla Mall f Nolas U! ~Balandng a compiex sal
and Infrastruclurs of produrt and llme-lo-

- Wide area managemsn! matiel trade offs lor V4
lo raduca cosl of ~Managing under valid,
ownership | but extremely light

spending conslralms

Comms Marketing Strategy -

Comms Marketing Strategy (cont.)

= Milllons More Notes Users
» Create New Customers; Reach [T and LOB
Managers
» Drive Expanded Deployment Among the
Instglled Base
» Upsell OEM Bundle Users
= Controt the Groupware Debale
« Describa and Define the Category -~ Own i
« Demonsirate Leadership & Enhance via Siow
Roll V4 Launch .
« Showcasa innovation with RO! Stories,
Salullons, Tools

# Generale Demand for cc:Mail
« Build the Brand {Best Product, Bas! Story, Bast
Future)
~ Pramote New Products and Bundles to Base
» Attack the Mid-Tier Market
» Make "Companion Products” Winners
- More Than Sizzle -- Value
« Partnerships that Validate: Xerox, Inlel, ATT

Latus Strictiy Privale
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Comms Marketing Strategy {(cont.)

Sales & Distribution Strategy

= Communicate Notes as App Dev. Piatform
« Do it Your Way: VB, Industry Leading Toals,
Lotus Tools
- Win Developer Hearis and Minds with Edge
{HITest}
= Creale Demand for VIP
= Challange Microsoft at Every Turn
» Expose Exchange as a Messaging Solullon
= Fuel and Explojt "Abusive Mongopolist’ Label

= Notes “Industry” growth dramalic
« Now drlving material revenue growth
= Recurring revenues from customer base
« Deployment rate accelerating
*» New customer expansion In high and mid-tiers
» Pilot to deployment timeline now shrinking
» {ncreasing base penetration opportunity for
deploymsnt of companlon praducts
= Mid-tier Mail Market .
« Major growth opporiunlty for co:Mall; requires
stronger focus and plan execution
« Compelition In this segment Intense
+ Recaver share lost In 1994

1995 Partner Yield Projections

« Sarvice Capadlly

X . WW Buslneas Pertnars
-5&% :&E{;lar: {48% InTI); 10000+ by EQY 'E5
- Bromiym 5Pg: 490 co's]
Increasa o 10LCP perea,
» Products

- Focus on Appiicaton ISYs
~Dauble shlpping products; 700
oo's; 1,300 producls

= Merkel Presenca & Reach

~Saleg: SeHl = 25%¢; " . :
Inltuence = 50%+; Top 50 s ki ke s
opaned 900 socounts in "94
~Markling: (800)ca-op
saminers; {14} Symposia; {9)
s

& 1

LR

Lolus Sirlclly Privale
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Comms Revenue

Comms Business Unit Trends

el Fresd Fres
mel. Bl g
5 L ®0
2% &%
T43% 0.3
40.8% 4%
2% % A5%
€% % =%
&% 0% %

» Oparaling Profit highly
dapendant on
eubelantial ravenus
Increess

= Focusad effort o
rsduce Oev Exp 88
Percen! of Ravenue

= s¢:Mall eales targel
nol allgnad with mors
conservellva business
unll vlaw

Development Expense Trends

Business Issues

Y
Feio 40
Frss  @ifak .
Grogp Isovfs) anda | .0 :
Def Raletlors 14 07%
Corrp Prodacts §0 Wre wm} v
holes Dev 3354 g% 5l ap
Gra Pred Mgk 1] 453% i E
Tools ’ $16D £3% b B :
ol w7 so% AR
Orpanizer/CAS 15 19.5% p LEREE £l I BE N1 K :
At 7 Bora $i04 ™ BEEEBEESGE
Adrin 53 53% -gngzﬂggﬁi
. L3 a
Tola) 3058 9% E-‘ i “

i

Wimi Bisss

« Risk Managemenl

« Buslness characterized by high cperaling
leverage & relatively low variable cost %

» Comblined with 60+% revenus grawth over

a gignificant 1994 base

« Enhanced value proposition critical In

competitive environment

- Must carefully balance Investment levels

vS. coniribution targels

Lolus Striclly Private
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Business |1ssues

Net, net....

» Upside
. » Stronger positive reaclicn to pricing actions

» Calendar & Scheduling market polential

= Downside
» Nptes price elastlcily nol as we expect
» Not spending enaugh on markellng programs
= Developmenl risk on "new” LCS & messaging

sirategy

+ Underestimated cc:MalifiNotes cannibailzaticn
» Markat psycholegy damaged by Microsoft FUD

» Make Notes an industry standard NOW
» Drlve for markat share
« Magnify markel's parception of price reduction
» Build upon the strong and growlng base of
business pariners and enterprise customers
» Aggressively attack and publicize Microsoft's
compslitive waakness wilh Exchange

Speak wllh_cns volse ~ [I's broken recerd tirma

Lolus Slriclly Private
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Lotus Education
L.otus Consuliting

The Lotus Services Continoum

Lotus Institute

1995 WW Services Plan

Product View - « Business Yiew
Elkciionic

'znuule Flels
., B - . Educatlon Techmics) | Business

Er uppem X
P b 9 |Cousulliag| Consulling
Suppod Suppori Sarvices o

Mission: 7o help our customers most sffectively
use our technologies for compelitive advanlage

Who do we Service?

WSG & CSS working with:

= Global/Major Accounts

u Business Partners
= Strategic Alliance Partners
= Praduct Development

. A

Glohal Focus
Business Focus
Enterprise/Extended Enterprise Focus
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1995 Objectives

Marketing Prograrﬁs

TVILNIqIANOD X IHODIH

= Davelop long-lerm reiationships with
enterprise customers

= Establish the Lotus Services Groups
(Support, Education, Consulting, instituie} as
Center of Excellence for the Indusiry

= Enable a successful third parly industry of
Business Pariners {o accelerate the growth
of Workgroup Computing

= Deliver $52M of services revenue

Aggressively market WW Services

© = Exacution:

—~Executlve Sales calis

- Seminars

- Buslness Shows

~Testimonlals/Refsrences

- Integrata with Lotus
Corporate message &

aclivities

Constituents

1895 Plan

Lotus Educ_ation

= Enterprise Customers
= Buslness Partners
- = {User Organizations
-» Lotus intemnal

Lolus Educalion
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1995 Focus

Students Trained by Channe!

o Achieve 1995 Plan ($23 rev/$6 margin}
s Help customers accelerate deployment
s Davelop & roll-out Notes V4 curdculum
= Continus geographic sxpansion

o Target enterprise customers

o Accelerate & expand certification

s Build skills within Lotus - worldwide

Lofus Education

. do0anf

130,000
80,000 +

60,000 |

20,000 F

o4

st P ——— 1004

8

[}

& LAEC
acBY
& Lolus

Q203 04 Ot 02 Q3 04 Q1 07 C3 O
1905——— .
Lotus Education

Education Revenue by Channel

LAECs - N.A, versus Internatianal

10,000
LAES

CET

Lolus

8000

8000

40001

2,000

o

G401 02 G304 @ 07 Q3 04 01 O OF 04
1903 1004 DS ——— .
Lotus Education

#

80
00 |-
WOk
o}
W

10

1902

1883 1994 1995 P

Lolus Education
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Certified Lotus Professionals

15,000

A4,000
12,000 -
10,000

8000
6,000

4,000 |

2,000
4

1902 T 1004 1805

L ofus Educalion

Programs

» Geographic expansion
V4
- = Translation
= Distance Leaming .
= Certlificailon/CLP
s ATC
s LAEC

~ = Internal Lotus tralning

Lotus Education

1885 Plan .

‘Directlons

Lotus Consulting

=By 1997
-20% margln
- Rev/Head of $250k {vs $124kin"'04)
» Long term relationships with all major/global
accounts

= An extended enterprise consultancy
» Higher leverage through value pricing

totus Consuliing
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Major 1995 Initiatives

Enhanced Service Definition

« Positionlng, marketing & servica definltion
= Tight Integralion with major/global account
programs )
= More sophisticated business modet
— Global vision with local variances in metrics
—Multiple revenue sireams
= Profitabilty before growth
= Partnering {10/30/50)
» Radically redesigned incenilve programs

Lotus Consufting

= Accelerated Value Methad (AVM)

» "Best Practices” studies

s Electronic Commerce business unit

. ~InfoPaq derivatives, Inlerriet, ste.

= Scaling the Institute

‘w Defined offerings for Infrastructure /
deployment

Lolus Consulting

What's Different this Time?

Risks

» Rellable hislorical data
- By fine of business
~8y region

= Boltom-up plan
- Full buy-in at regionat level

Lalus Censulling

= APAC/Japan growth of almost 84%
* » Slower than expected turnaround in Europe

« Relationship with Business Pariners

Lotus Consuliing
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Risk Management

= Increased "teaming” (subconiracting)

= Dermand creation through marketing

» Enhanced value creation through service
deflnltion {AVM, etc.)

» Planned Investments and reserves

= [ncrease in professlonal development

« Margin befora growth management
approach

Lotus Consulling

1995 Plan

Lotus Institute

MISSION

Institute Objectives

Lotus Institute is a ressarch and education -
endeavor dadicated o halping networked
organizations leverage teams, tasks, and
technology to create outstanding performance.

Lolus instilule

s The Instlitute becomes a center of

s excallence for Lotus and its customers

= Explora interseclion of technalogy and cullural |
issues

- Facused rasearch and parinerships

- Acllon research - visible success stories

= Ws substantiate Notes as the "operating
system” for the new work

Lofus Institvle
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Measures of Success - 1985

» Several highly visible and successful action
research projects )

= Surfacing, and helping generate, new
business (l.e., Europe}

= Market recagnition / diffsrentlaling our value
proposition

= Driving deeper relationships with exisling
customers

Lotus Institute

Financlal Summary and Conclusion

WSG 1995 Plan

Total WSG Operating Plan

Consulting Operating Pian
Financial Summary -

Financial Summary

FY 1894 | FY1995

Revenue 33,730.0 | 52,882.0
Operating Exp. | 35,061.0 147,182.0(

Margin $ {1,331.0) | 5,700.0

- | Margin % (3.9) 10.8

AmorHzation 2,672.04 2,700.0

Margin $ (4,003.0)| 3,000.0

Margin % (12.0) 5.7

¥ dbilom

»”

. FY 1994 FY1995
Revenue 20,012.0/27,182.0
Operating Exp.|20,180.0(24,534.0

Margin $ (168.0)| 2,648.0
Margin % {0.8) 9.7
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Education Operating Plan
Financial Summary

L)

WSG Operaling Plan
Headcount Summary

FY 1994|FY1995
Consulting 176 176
Education 67 | 105
Lotus Institute 18 18
G&A 18 21
Total 279 320
Endlag Hendoounk

Overall Conclusion

FY 1994 | FY1995
Revenue 13,600.0{23,000.0
Operating Exp.| 9,876.0[16,904.0
Margin $ 3,724.0| 6,096.0
Margin % 27.4 26.5
§Nitars
WSG Metrics
Consulking Business Education Buskass
actugd Fest Plan factual Fest Flan|
1993 1904 1995 1693 1904 1508
IUzation 0 58 B l_hn!: 41.7 1227 2453
guntDays| B14 2454 460.6
Hourly Rata| 130 130 141
wiSdenl [122.0 110.0 859
Heedooun! | 130 176 16 ol | 840 §7.0 1050
ReviHsad | 1683 134 189 Head  |130.0 245.0 267.0
CosyHaad | 178 135 §54 Head | 73.7 1779 1966

= +17.5 polnt improvement of margin

Marketing Organization's goals
» [mproved management reporting tracking

resourcs ulilization and regionat

performance

« Regional/Dlstrict buy-in
= Clear business objeclives

. e Integration of WSG activilles with Sales &




. ' Worldwide Scrviccs Group

Board of Directors 1995 Plan Document
12/7/94

The Worldwide Services Group, formed originally in August, 94 includes three lines of business:
Consulting Services, Education Services, and the Lotus Institute. Iis purpose is to present a
coherent, worldwide value proposition to our target customer segment; the "enterprise” customer.
WSG works closaly with the Customer Support organization in accomplishing this.

The Lotus Services Continuum

Produet Vigw

m‘a’“““-"““'m b [reavied | susiram £
B | oo (e B N
e Fope

s

Business View

Mission
To help our customers most effectively use our technologies for competitive advantage.

WSG broadly provides the service component of Lotus' value proposition to the entarprise
customer segment enabling this segment of customers, as well a5 the customers that are serviced
by third party service providers, to gain maximum competitive advantage through the use of our
software products. The services are offered to
create an overall environment; techmological and
organizational, to enable our customers to gam
competitive advantage. Principally, the mission is
aimed at the propagation of Notes as the
technological platform for knowledge management
within our targeted customer base, Coers

The exccution of the mission is two-pronged and

profitable in its own right: We aim to directly

service the ‘enterprise” segment (2 set of

. specifically named =accounts) while profitably

. enabling a growing third-party industry of Business
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- Partners who normally should be targeting lower tiers of the market scgment pyramid.  The
. Enterprise segment consists of companies broadly having the following attributes: Large,
multinational, prone to exploit leading edge technology, where much if not most, of their
competitive advantage is gained through the exploitation of knowledge. WSG provides the
infrastructure for disseminating, processing, and enhancing, the knowlcdgc contained within the

enterprise.

What business are we in?
L Consulting

Lotus Consulting delivers its services using the five component framework presented below. This
framework, the Accelerated Value Method (AVM), encompasses:

+ Process Innovation: setting the business context of the engagement and redesigning
processes

e Collaborative Development: developing the business solmmn, using a collaborative
team-based approach and rapid iterative prototyping

+ Enterprise Deployment: plamming and implementation of the té?.imology \tself, potentially
on a world-wide scale

¢ Transformation Management: the "people” tasks required to ensure the success of the
business solution: education, cultural considerations, teambuilding, etc.

. + Enpagement Management: managng not only 2 single project, but the large.r client

relationship as weil

SR Education

Lotus Education's resources provide value to the education market through development and
direct delivery of new courses, high level topics, seminars and training industry trainers, Qur
education products are then leveraged through the channel as a key element of our worldwide
coverage for core training and certification of professionals. .

We are able to focus on solutions for the enterprise custorer as well as the technical professional
with this comprehensive and leveraged model :

In addition to our core business, we provide education services as part of the Transformation
Management segment of consulting projects.

M. Lotus Institute

The Lotus Institute is a research and education endeavor, dedicated to helping networked
organizations leverage the use of Notes through an integrated con.mlnng approach which includes

the cultural, business process and technical issues The Institute is conducting research in the

_ areas of computer assisted teams, knowledge management and electronic commerce, in ordes to

. establish Notes as the most eﬁ'ecnve technology to support those initiatives. The Institute will

Page 2

HIGHLY CONFIDENTIAL IBM 7510277000



. play a key role in attracting sexior executives to examine Notes as key enabling technology for
their organizations.

Vision

Suceess is when Lotus is viewed by the market as a provider of services and business problem
solutions.

The "products” become the tools employed by the Service organization and Business Partners to
deliver solutions to customer problems cemtered on the need to gain competitive ddvantage.
Customers percetve the value of the service in terms of competitive advantage, and not simply the
delivery of 2 defined oumber of hours of service. Our most lucrative relations are those which
evolve over time with the needs of the customers, offering us a continuing stream of revenues.
The relationship is more one of profitable partoership than one of vendor—client,

Strategy

L Strong collaboration with Sales and Marketing
=Y
In order to achieve this vision, WS needs to effectively integrate its efforts with those of the rest
of the company. Until recently, the Consulting and Education organizetion (CSG) was largely
- viewed as apart, and independent from, the Jarger Lotus organization, WSG needs to be an
' . integral part of a coordinated approach with Sales and Marketing as well as Development, in
penetrating the enterprise segment of the market. Services must be perceived as a key element of
" the value proposition of the company and be promoted and sold in collaboration with the sales
force.

This strong collaborative approach applies to all three lines of business of WSG: Lotus
Consulting, Lotus Education, and the Lotus Instinte,

IL Aggressive marketing (promotfion) of Services

Services have never been a particularly highly marketed element of the Lotus value proposition.
WSG will more than double the resources devoted to the promotion of its services. At this stage,
the promotion strategy is based on basic, elementary approaches: executive sales calls, seminars,
speaking at the appropriate business shows, collateral, testimonials / ceferences, and above all,
integration with the Lotus corporate message,

Page 3
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. Major 1995 ohjectives

L Meet our financial and operational commitments,

The WSG management team believes that the plan is realistic, if ambitious. We have planned
conservative revenue prowth and compressed expense growth, even at the expense of the
long-term, if pecessary, in order to establish a long-needed *credibility factor” for these activities.

WSG Summary Financial Statement

Thousandsof § 193X THES L) 7%
Formcant| PIaAN 35134 FOYEE]
Rayemigs =+ e e e seenen e

Consuling 20,012 27182 7N 35.2%

Education 13,600 23,000 5.400 68.1%

Lotus institts 1ne 2.780 2,582 2188.1%

Toml WSG -33.730 52,832 19,153 55.8%
Expenses:

Consulting 20,980 24,514 3,354 RI6%

Education 2,876 15,304 7,028 712% }

Lotus tnstibum . 1,570 2,350 780 48.7%

Narketng . 285 885 700 2358%

G&A | Other . 3,150 2,483 - 423 5% "~

Totl WSS 35.06% 47,112 12,12¢ 34.8%

. Mamgin -$: T .

Consuiting (311 2,548 23180 -1875.3%

Education 1,724 6,088 237 63.7%

Lotus institute {1.452) 350 1,802 -124.1%

Total WG 1,331} 5.700 2,031)  -5202%
Margin - ¥

Consulting -D.8% 1.7% 10.6

Education 27.3% 6.5% -4

Lobus nstiwie -1Z30.5% 13.0%

Toml WSG -3.9% 10.4% 14.7
Amortizatien 2,672 i,700 28 1.0%
Margin after amortization (4,003) 3,000
Margin % ~11.9% £.7% 175

Our key financial commitment is the defivery of $5.7 million in contributlon margia to the
Corporation on 2 revenne base of $52.9 million, or a contribution margin of 10.8% before
amortization, vs. a loss of $1.3 million in 1994 on revenues of $33.7m (& nepative margin of
3.9%) as forecasted most recently,

Thi.s .is ar.c.gmplished principally by a dramatic improvement in the contribution of the Consulting
activity _whxch in 1994 came close to break-even. In the WSG plan, the revenue growth of the
. " Consling Group is held at roughly the Q4/94 run-rate plus the effect of operational

Page 4
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. improvements. The Education and Training Group is planned to continue to deliver its mid 20%
margin, and the Instituie is planned to break-even,

In the preparation of the plam, a number of investments were cut, made comtingent upon
exceeding planned revenues and margins. The focus has becn on basic revemue and margin
generation to meet the $5.7 million contribution margin. To the extent that the group is able to
generate contribution margin dollars above the $5.7 million commitment investments in
infrastructure will be "released”.

The principal operating guideline will be to "hire behind the curve”, i.e., close the business before
hiring the resources to meet the demand.

Within the bounds of meeting our financial objectives, our other 1995 objectives inchide:
2. Develop ldng-term relations with enterprise customers,

3. ‘Establish the Lotus Service Groups (Support, Education, Consulting,

Institute) ag Centers of Excellence for the Industry. .y

4. Enabile a successful third party industry of Business Partners to accelerate the
growth of Workgroup Computing centered on Lotus Notes.

o . The Lotus Consulting Plan
Lotus Dnnsultmg 1995 Plan by R agmn

24.0% 25.3% |-23. ll% 11.2% | 8.2% 43%

The long range outlook for this business i3 within three years it is a 20% margin business with
revenue in the range of $250K/head based upon long term relationships with large and/or giobal
sccounts, a leadership- position in the area of extended enterprise consu}m.ncy, and achieving
higher leverage through value pricing, rather than the capacity based pricing currently practiced.

1995 initiatives aimed at the business inchude...

the positioning, marketing, and refining of our service definitions

much tighter integration with Sales on major/global account programs

a business model based on profitability before growth

continued improvement in management reporting and control

increased partnering with 3rd parties

growth of engagements focused on the extended enterprise segment (AT&T)
a compensation program designed to support our financial objectives
standardization of methadologies and adoption of "best practices®

* &+ 4 + o8

Page 5
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. e standardized professional development

The following four clients are representative of the type of work conducted by Lotus Consulting
in 1994.

Compag (Americas) -- Lotus Consulting lead the development and implementation of InfoPagq, a
Network Notes based application used by Compagq for communication with its business parmers
and corporate accounts. Once pilot testing is completed, the application will be deployed to
several thousand sites in North America, and eventually, a similar number internationally.

Standard Chartered Bank (APAC/Japan) — Operating out of Singapore, our APAC consulting
practice has developed a Refationship Manager's Workbench, for use by Corporate and
Institutional banking representatives. Initially to be deployed in Asia, the application will
eventually be deployed world-wide.

Asea Brown Boveri (UK/Nordic) — Our UK-based consulting group has worked extensively with
ABB in Sweden and Switzerland to establish a consistent and reliable global infrastructure for the
eventual deployment of 50,000 Notes and Notes Express licenses. This work has also entailed
de\nsmg a consistent framework for delivery of consultmg services to‘ABB's numerous operating
companjes world-wide. :

Deutsche Bank (Cenb-a! Eurcpe) -- In collaboration with IBM, Loius Consufting in Germany has

. begun work on the initial stages of & pilot project for DB Office. This system, if successful, will
sce the deployment of more than 70,000 seats of Notes on an 08/2 platform, along with a suite of
applications providing the DB Office functionality,

'The Lotus Education Plan
Lntus Edpcation 13395 Plan b'y Begmn

Bl R
e e LT ‘EW"""E“" "W
evVEDUES 'y '3 g32.’2 ii‘ﬁﬁ

Margin % 507% 549% ZBB% 31 ﬁ% B.4% - 20.2%

Lotus Education has been managed to profitably grow from a direct delivery education group
with limited capacity in 1992 to a worldwide education business with direct delivery capabilities,

| an indirect channe! and technology based education products (aka CBT) today; while developing
the education component of the Notes industry.

We will be challenged to improve margins while we focus on the following business areas for
1995 :

Achieve 1995 Flan (323 rev/$6 margin) |
. : Develop & roll-out Notes V4 curriculum

Page 6
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" Comtinue geagraphic expansion
. Help customers accelerate deployment
Target enterprise customers
Accelerate & expand certification
Build skills within Lotus - worldwide

Both revenue and the number of students have grown at a pace consistent with our objectives.

Summary and Conclusions

The 1995 WSG Plan represents a major improverment in profitability, a 17.5 percentage point
improvement from 1994, as a result of improvement m the Consulting business. While there is
considerable risk built into a revenue growth of 57%, the management tearn believes it has
addressed those risks and will be closely monitoring the progress of our execution of this plan,

The integration of WSG activities with those of the Sales & Marketing organizations, improved
management reporting, regional performance based compensation plans, regional and district level .
"buy-in" to the plans, and clearly communicated business objectives help mitigate the risks.

Y
A major business issue and risk is the ability to successfully manage a potentially conflicting -
relationship with the business partner comumunity. We will be working towards partnering with
them as well as meking it clear where we will compete in the Enterprise accounts.

. Our geographic expansion of the consulting business is minimal, Unless we exceed the plan, we
will not have critical mass and scale m Hong Kong, Tokyo and Paris. The risk at this stage would
be that despite this performance, we will still be short of having adequate coverage to mest the .~
needs of our multinational customers.

Additional risks surround our geographic expansion. We have chosen to grow very aggressively
in Education, 1rackmg the planned Notes seat growth. Success bere will depend upon the ability
to manage and remain in contro) of this rapid growth. Another significant risk is that of the
dependence of Education revenues on the Notes V.4 ship date. Clearly, any slippage will -
negatively impact revemes.

Finally, achicving this plan will depend on the ability of the management team to tum down "free”

work. Common sense will prevail hers, but as we are clearly focused on the achievement of our

financial commitments, down to the regional/district level, we should be able to sensibly manage
this.

Page 7
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Worldwide Services Group

® Board of Directors 1995 Plan Document
12/7/94

The Worldwide Services Group, formed oviginally in Angust, 94 includes three lines of business:
Consulting Services, Education Services, and the Lotus Institute. Its purpose is to present a
coherent, worldwide value proposition tn onr target customer segmeat; the "enterprise” customer. .
WSG works closely with the Customer Support organization in accomplishing this.

The Lotus Services Continuum

Product View -— Business View
f: [l oty Rt “achadanl | Memlresy ud
ot Sl l °

D ERE FEEiTR =Y

Mission
To help our customers most effectively use our technologies for competitive adventage.

WSG broadly provides the service component of Lotus' value proposition to the emerprise
tustomer segment enabling this segment of customers, as well as.the customers that are serviced
by third party service providers, to gain rmaximum competitive advantage through the use of our
software products. The services are offered to create an overall environment; technological and
organizational, to enable our customers to gain competitive advantage. Principally, the mission is
aimed 2t the propagation of Notes as the technological platform for knowledge management
within our targeted customer base. ‘

The execution of the mission is two-pronged and profitable in its own right: We aim to directly
service the "enterprise” segment (2 set of specifically named accounts) while profitably enabling a
growing third-party industry of Business Partners who normally should be targeting lower tiers of
the market segment pyramid. The Enterprise segment consists of companies broadly having the
following attributes: Large, multinational, prone to exploit leading edge technology, where much
if not most, of their competitive advantage is gained through the exploitation of knowledge.
WSG provides the infrastructure for disseminating, processing, and enbancing, the knowledge
. contained within the enterprise.

— . i ’ . e [T ———]
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What business are we in?

L Consulting

Lotus Consulting delivers its services using the five component framework presented below. This
framework, the Accelerated Value Method (AVM), encompasses;

TR B AR A A YR R
N ran. 3

® Process Innovation: setring the business context of the engagement and redesigning
processes

¢ Collaborative Development: developing the business solution, using a collaborative
team-based approach and rapid iterative prototyping

¢ Enterprise Deployment: planning and implementation of the technology itself, potentially
on & world-wide scale

¢ Transformation Management: the “people” tasks required to ensure the success of the
business solution: education, cultural considerations, teambuilding, etc.

¢ Engagement Management: managing not only a single project, but the larger client
relationship as veell

Page 2
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II. Education

. Lotus Education's resources provide value to the edneation market through development and
direct delivery of new courses, high level topics, seminars and training industry trainers. OQur
education products are then leveraged through the channel as a key element of our worldwide
caverage for core training and certification of professionals.

! Lotus Education

A

We are able to foéus on solutions for the enterprise customer as well as the technical professional
with this comprehensive and leveraged model -

. In addition to our core business, we provide education services as part of the Transformatjon
Management segment of consnlting projects.

IIl.  Lotus Institute

The Lotus Institute is a research and education endeavor, dedicated to helping networked
organizations leverage the use of Notes through an integrated consulting approach which includes
the cultural, business process and technical issues. The Institute is condueting research in the
areas of computer assisted teams, knowledge management and electronic commesce, in order to
establish Notes as the most effective technology to support those mitiatives. The Institute will

play a key role in attratiing senior executives to examine Notes as key enabling technology for
their organizations.

Yision

Success is when Lotus is viewed by the market as a provider of services and business problem
solutions. :

The "products™ become the tools employed by the Service arganization and Business Partners to
deliver solutions to customer problems centered on the need to gain competitive advantage.
Customers perceive the value of the service in terms of competitive advantage, and not simply the
. delivery of a defined number of hours of service. Our most lucrative relations are those which

Page 3
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evolve over fime with the needs of the customers, offering us a continuing stream of revenues.
. The relationship is more one of profitable partnership than one of vendor-chient.

Competition

Other Software Vendors

Market /Competition

A

U2 4

- Projget Cont

Projuct Duraton

The two 'mast obvious competitors in the vendor category are Novell and Microsoft. Although
both have established consulting practices, both claim that they do not view their consulting units
as profit centers. This creates some pressure on Lotus Consulting to act similarly, as the
high-level mandate is viewed as more partner-friendly. It is not obvious, however, that having a

"break-even” mandate causes Microsoft's and Novell's consulting groups to truly behave any
differently in practice.

With each firm's consulting group focused firmly on its respective technology, there is little or no
competition on the basis of services alone. The services decision is usually contingent upon an
overall product/technalogy decision.

" Mid-Sized Technology Consulting Firms

Lotus Consulting is well positioned as a mid-size consulting practice. In terms of scale, the most

comparable US based organizations are firms such as BSG Consulting and Cambridge

Technology Partners. However, neither has a significant global presence (and are therefore

unable to fully deliver to Enterprise class acconnts) and both provide more general offerings  The
. group's focus on wotkgroup computing opportunities results in higher realized rates when

Page 4
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compared with similar sized practices. Furthermore, it enabies a complementary, partner-onented
approach that minimizes competition.

Global Service Providers

By comparison with truly glabal service providers such as the Big 6, EDS, IBM ISSC, etc., we
offer a much narrower set of offerings and are typically positioned as suppliers of specialist skills

* to thejr much larger project teams,

Value Added Resellers & Network Integrators

The vast majority of Lotus' business partners fall into the category of Value Added Reseller or
Newwork Integrator. Many of these firms are also moving to offer higher value consuiting and
application developmert services. The group's strategy is to work closely with these firms to
enable them, allowing them to address the needs of non-Enterprise class accounts. In addition,
the Consulting business model relies increasingly on subcontracting to qualified business parmers
for delivery of service to Enterprise class accounts, -,

Strategy
L Strong collaboration with Sales and Marketing

In order to achieve this vision, WSG nceds to effectively integrate its efforts with those of the rest
of the company. Until recently, the Consulting and Education organization (CSG) was largely
viewed as apart, and independent from, the larger Loms organization, WSG needs to be an
integral part of 2 coordinated approach with Sales and Marketing a5 well as Development, in
penetrating the enterprise segment of the market. Services must be perceived as a key element of
the value proposition of the company and be promoted and sold in collaboration with the sales
force.

This strong collaborative approach applies to all three lines of business of WSG: Lotus
Consulting, Lotus Education, and the Lotus Institute.

1L Aggressive marketing (promotion) of Services

Services_ have never been a particularly highly marketed element of the Lotus value proposition.
WSG will more than double the resources devoted to the promotion of its services. At this stage,
the promotion strategy is based on basic, elementary approaches: executive sales calls, seminars,

speaking at the appropriate business shows, collateral, testimonials / references, and above all,
integration with the Lotus corporate message.

Page 5
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Major 1995 objectives

1. Meet our financial and gperational commitments.
The WSG management team believes that the plan is realistic, if ambitious, We have planned

conservative revenwe growth and compressed expense growth, even at the expense of the
long-term, if necessary, in order to establish & long-needed “credibility factor" for these activities.

WSG Summary Financial Statement

Thousande of § 1994 1995 V3 V%
: Foracast| Plan 95/84 85/34
Revenuoa:

Consulting 20,012 27,182 747 35.8%

Education 13,600 23,000 8400 62.1%

Lotus istitute 18] 2700 2582| 2188.1%

Total WSG . . 33,730 52,882 'Ed 53 56.8%
Biponses)

Conzufting 20,180 24,534 - 47354 216%

Education - 9,876] 16,904 7.028 2%

Lotus Institule . 1,570 2,350 760 49.7%

. Markeailng 285 . 58S 700 2458%

G&A / Qther 3,150 2408 L)) -235%

Total WSG 35,061 47,182 12,121 34.6%
Margin- $

Consufting (168) 2,648 2816| -16753%

Eduycalion 3,724 E,086 2312 63.T%

Lotus institute (1.452% as0 1,802 -124.1%

Total WSG - (1.,331) 5,700 7.031 -528.2%
Margin - %

‘Consuiting -D.8% 9.7% 126

Educafion 27.4% 26.5% 0.9

Lotus Institute ~1230.5% 13.0%

Total WEG -3.9% 10.8% 14.7
Amortizatlon 2872 2,700 28 1.0%
Margin atter amortization (4.003) 3,000
Margin % i -11.9% 5.7% 179

Our key financial commitment is the delivery of $5.7 milion in contribution margin to the
Corporation on a revenue base of $52.9 million, or a contribution margin of 10.8% before

amortization, vs. a loss of $1.3 million in 1994 on revenues of $33.7m (4 negative margin of
3.9%) as forecasted most recently.
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HIGHLY CONFIDENTIAL

This is accomplished principally by a dramatic improvement in the contribution of the Consulting
activity which in 1994 came close to break-even, In the WSG plan, the revenue growth of the
Consulting Group is held at roughly the Q4/94 run-rate plus the effect of operational
improvements. The Education and Training Group is planned 1o continue to deliver its mid 20%
margin, and the Institute is planned to break-even,

In the preparation of the plan, a number of investments were cut, made contingent upon
exceeding planned revenues and margins, The focus has been on basic revenue and margin
generation to meet the $5.7 million contribution margin. To the extent that the group is able to -
generate contribution margin dollars above the $5.7 milion commitment, investments in
infrastructure will be "released”,

The principel operating guideline will be to "hire behind the curve®, i.e., close the business before
hiring the resources to meet the demand,

Within the bounds of meeting our financial objectives, our other 1995 objectives include:

2. Develop long-term relations with enterprise customers.
: A
3. Establish the Lotus Service Groups (Support, Education, Consulting,
Institute) as Centers of Excellence for the Industry.

4. Enable a successful third party industry of Business Partners to accelerate the
growth of Workgroup Computing centered on Lotus Notes.

Critical success factors

L Collaboration with the Worldwide Sales and Marketing Group

WSG is not a totally autonomous business unit, it depends on close integration with the
distribution arm of the company. It is imperative that there be a very tight integration with both
Sales and Marketing to promote our service offerings.

The services message will be built imto the selling strategy and the Sales training efforts. Leads
will be provided by the Support organization (and vice versa) when a need is seen within the
customer’s organization for a particular Education/Training, Consulting, or Support service. In
order to achieve this we need to undertake an "evangelizing” effort aimed &t increasing the
awareness of the Sales and Marketing organization of WSG and the benefit that combining
services with product pitches has in selling to enterprise accounts. In order to achieve this, it is
essential that account plans be jointly developed with WSG and Sales input, These efforts are
underway today with the full support of Sales and Marketing management.
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1. Collaboration with the Development Oreanizations

. WSG will be feeding information regarding problems or opportunities with respect to our
software products back to the development organizations in much the same way as Customer
Support does today.

UI.  Internal training, development recroitment and retention
Mamagement of owr human resource assets is a critical function for the success of the business.

As WSG is, by definition, a knowledge-based organization; our assets consist of the people in the

* organization and the intellectual capital they develop. We need to be planning and managing the
supply of qualified professionals to respond to both the qualitative and quantitative needs of the
business. This cannot be an ad-hoc effort, left to individual managers, but rather needs to be a
highly systematic process 5o as to ensure the supply of human resources at the right time and the
right place. As it is more expensive to recruit and train, than to retain, we will target and closely
monitor attrition rates and ensure that plans are in place to develop, retain, promote, and
compensate top quality individuals, :

‘.‘s

V1. Compensation stratesy N

Our compensation strategy is tailored to' promote behavior consistent with our goals and
objectives. Within the Consulting organization, the compensation plan is both merit based and

. includes a variable component tied to individual and group performance. This is being finalized at
present and will be implemented by the 1st of January.

V. Technology

We will make use of our own technology mnternally in order to showcase to customers the
intrinsic value of our technology and the value it adds to our business operation. In addition to
internal use, we will extend the use of our technology to our business partner community, as well
as to our clients,

The WSG ambition to exceed planned revenues and margins in order to fund investments depends
upon a management reporting system which operates on a weekly basis, providing forward
looking information upan which to base hiring and spending decisions. The basis for this exists in
the present "“T&E System (Time and Expenses System) in use in the Consulting organization.
This will be expanded to the Lotus Institute and Lotus Education to provide them with the ‘same
level of management information.

The addition of the IS organization to WSG allows for the exploration of synergy between the
two groups. We will showease our applications to our customers, demonstrating the advantages
we derive as a business from the use of Notes and the integration with our desktop products.
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VI.  Resource utilization

. - We will continue to manage our human resources on a global scale with maximum flexibility. We
will be able to utilize consultants based in ane region on projects in znother region in order to
respond as quickly as possible to customer demands as well as midmize our overall utilization
ratio,

Additionally, we will build a solid network of sub-contractor respurces from the Business Partner -
community upon which we can draw when needed, These people will be certified in the skills
which are required and should be available on the broadest geographical basis as possible. The -
advantage of this works both ways; it provides us with a pool of variable cost labor to meet our
demands and helps the Buginess Partners with cash flow.
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. The Lotus Consulting Plan
Lotus Consultmg 1995 Plan b Region

.,:h;am. i ﬁ . 95-
Revenues| 3126 %17.2 . . $20.0 $27.2

Margin % | 24.0% 25.3%|-23.0% 11.2% 82% 43% -8.0% 9.7%

*before Amortization expense

The long range outlook for this business is within three years it is a 20% margin business with
revenue in the range of $250K/head based upon long term relationships with large and/or global
accounts, & leadership posftion in the area of extended enterprise consultancy, and achieving
higher leverage through value pricing, rather than the capacity based pricing currently practiced.

1995 mitiatives aitned at the business include.., By

the positioning, marketing, and refining of our service definitions

much tighter integration with Sales on major/global account programs

a business mode! based on profitability before growth

-continued improvement in management reporting and control

increased partnering with 3rd parties

growth of engagements focused on the extended enterprise segment (AT&T)
a compensation program designed to support our financial objectives
standardization of methodologies and adoption of "best practices”
standardized professional development

+ + 2 & 4+ ¥ 0

The following four clients are representative of the type of work conducted by Lotus Consulting
in 1994, .

Compagq (Americas) -- Lotus Consulting Icad the development and implementation of InfoPag, a
Network Notes based application used by Compaq for communication with its business partners

. and corporate accounts. Onee pilot testing is completed, the application will be deployed to
several thousand sites in North America, and eventually, a similar number intemationally.

Standard Chartered Bank (APAC/Japan) — Operating out of Singapore, our APAC consulting
practice has developed a Relationship Manager's Workbench, for use by Corporate and
Institutional banking representatives. Initially to be deployed in Asia, the application will

. eventually be deployed world-wide.
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. Asea Brawn Boveri (UK/Nordicy ~ Our UK-based consulting group has worked extensively with
ABB in Sweden and Switzerland to establish a consistent and reliable global infrastructure for the
eventual deployment of 50,000 Notes and Notes Express licenses. This work has also entailed
devising a consistent framewark for delivery of consulting services to ABB's numerous oparating
companies world-wide,

Deutsche Bank (Central Eurgpe) — In collaboration with IBM, Lotus Consulting in Germany has
begun work on the initial stages of a pilot project for DB Office. This system, if successful, will
see the deployment of more than 70,000 scats of Notes on an 0S/2 platform, along with a suite of
applications providing the DB Office functionality.
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The Lotus Education Plan
Plap by Region

Lotus Edycation 1995

5 Millions JAMETi0ES,: W50 _
SRR BT SRLACERGER TG e 95

Revenue ) %33.0 §$54| 322 $23.0

Margin % | 50.7% '54.9%| 2B.6% 31.6%] 6.4% 20.2% 26.5%

Lotus Education has been managed to profitably grow from a direct delivery education group
with limited capacity in 1992 to 2 worldwide education business with direct delivery capabilities,

| an indirect channel and technology based education products {aka CBT) today; while developing
the education component of the Notes industry,

We will be challenged to improve margins while we focus on the following business areas for
1995 : : ’
Achieve 1995 Plan (323 rev/$6 margin) ™

Develop & roll-out Notes V4 curmiculum

Continue geographic expansion

Help customers accelerate deployment
. Target enterprise customers

' Accelerate & expand certification
Build skills within Lotus - worldwide

! Both revenue and the number of students have grown at a pace consistent with our objectives.
! ‘

Eduecation Revenua by Channel]

Certified }otus Professionals

.o

°m mmwmgcn
Letus Educalion
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Geopraphic expansion

. The defivery of "Notes-centric® services is an integral part of the marketing strategy of the
Communications Business as well as the strategy of focusing upon the Enterprise segment, For
T.otus to be successful in hoth spaces, WSG needs to be able to provide the service component of
the overall Lotus value proposition side by side with the Sales and Marketing organization. In
certain areas of the world, this ability 1s weak, or non-existent.

In light of the particular emphasis we are-placing upon the importance of meeting our financial -
commitments and improving our margin, our plan this year calls for minimal geographic
expension, but rather for consolidating our position in those areas expanded into in 1994; with
the exception of education i sowe areas which is critical 10 the development of the Notes
Industry. . - i

Eurape

L Consulting

We currently have Consulting groups in the UK, Nordic, Germany, and France. In Consulting,
these have been problem areas in 1994, with Europe resulting in & 23% operating loss. The
Consulting plan calls for relatively modest growth in Europe, particulady in the UK/Nordic
Region. We plan to consolidate our operations rather than expand into new temitories.

In those countries in which we have no local operations, we will opportunistically import
consultants from established offices and/or establish privileged relations with local consultancies,
These would include Spain and Italy, where it is not clear, at this time, that these markets could
support full-fledged Lotus Consulting practices at a scale allowing for adequate profitability.

In Europe, more particularly, the relationship between the Sales organization and the “old” CSG
organization has been the most separate. The new management organization in Europe, under
James Fieger, has made it a prionity to reverse this and steps are planned in order to ensure tighter
collaboration between the two organizations with common account plans, and closer
communication. It is important that the current organization instability be quickly calmed in order
for combined country teams to be able to work together on major account opportunities.

Specific country strategies for 1995 include Germany, where the focus will be on fewer, and
larger, projects, and France, where we need to establish a viable management structure focusing
on larger projects with a higher value-added content.

Significant margin improvements arc planned for Europe. Whereas in 1994 the region

contributed a loss of $1.4 million, or a negative contribution of 23%, in 1995, it is planned that

the region will conttbute $0.962 million, a margin of 11.2.%. This improvement is due to

improvements in utilization rates and hourly rates as well as significant absolute decreases in
‘ expenses in the UK/Nordic region year over year.
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. .  Education

Education services are offered in virtvally every European country; in several different languages.
We will expand our services and establish infrastructure to support the acceleration of Lotus
product penetration in the region.

As the penetration of Notes and cc:Matl continues in Eurape, so do the revenue opportunities for

_the Education business. The margin on this business is expected to improve from 28.6% to
31.3% as a result of better resource utilization in the UK/Nordic region, offset by expansion in the
rest of Europe,

I0.  Lotus Institute

The first indications suggest that the reccption of the Lotus Institute concept is strongest in
Europe, Initially the Institute will concentrate on Action Research {consulting) and establish
highly visible case studies. EDF (Electricte de France) and Hewlett Packard-Europe have
expressed strong interest in Action Research projects involving their-sgnior management teams.

Asia ~ Pacific
L Consulting

With operations in Australia, Japan, Singapore, and Hong Kong, the infrastructure is in place to
take advantage of the underlying growth in this region, Regional management believes there is
substantielly more revenue opportunity in the region, however, in the interest of minimizing the
risk of achieving the committed contribution margin, we have held revenue growth at 84%,
growing from $2.8 million in 1994 to 3$5.2 million in 1995, Once again, the strategy is to "hire
behind the curve only when business is lined up, thus reducing the risk of putting fixed costs in
place ahead of the revenue to cover then. To the extent that revenues in excess of plan can be
reasonably assured, the addidonal growth above plan will be pursued.

In this region, where there is a track record in Australia of close collaboration between the old
CSG orpanization and the Sales force, we believe that the organizational culture is favorable for
the same collzboration to exist in APAC and Tapan. This underlying culture supports a planned

high growth rate,
o Education

As we began to develop the education infrastructure in the region during 1994, our consulting
colleagues have provided direct delivery support. We established our Education operation in

Australia during the year and are now prepared to increase and deliver on this business with
dedicated Education resources,
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Summary and Conclusions

.- The 1995 WSG Plan represents 2 major improvement in profitability, a 17.5 percentage point
improvement from [994, as a result of improvement in the Consulting business. While there is
considerable nisk built into a revenue growth of 57%, the management team believes it has
addressed those risks and will be closely monitoring the progress of our execution of this plan.

The integration of WSG activities with those of the Sales & Marketing organizations, improved
management reporting, regional performance based compensation plans, regional and district level
"buy-in" to the plans, and clearly communicatsd business objectives help mitigate the risks..

A major business issue and risk is the ability to successfully manage a potentially conflicting
relationship with the business partner community. We will be working towards partnering with
them as well as making it clear where we will compete in the Enterprise accounts.

Our geographic expansion of the consulting business is minimal. Unless we exceed the plan, we
will not have critical mass and scale in Hong Kong, Tokyo and Paris. The risk at this stage would
be that despite this performance, we will still be short of having adequate coverage to meet the
needs of our multinational customers. . =Y

Additional risks surround our geographic expansion. We have chosen to grow very aggressively
in Education, tracking the planned Notes seat growth. Success here will depend upon the ability
to manage and remain in control of this rapid growth. Another significant risk is that of the

. dependence of Education revernes on the Notes V.4 ship date. Clearly, any slippage will
negatively impact yevenues.

Finally, achieving this plan will depend on the ability of the management team to furn down “free®
work. Common sense will prevail here, but 25 we are clearly focused on the achievemnent of our

financial commitments, down to the regional/district level, we should be able to sensibly manage
this.
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December 6, 1894

ICG Mission

Interenterprise

Communications Group
1895 Plan

Larry Moora Eltsen Ruddan

= Define and sfruclure the inter-enterprise
communlcation matrket

» Make Lofus the [eading suppller In this
rapidiy growing market by

' = defining
~ providing
~facllitating

= market-specific complate producls buliding
on Lotus' technology, products and
infrastructure

ICG Strategy

ICG Projebl Areas

= Create ATAT Network Notes as the first
major public Notes-based network

= Create additional public networks,
interoperating with AT&T

= Support the development of the
inlerenlerprise service business with
targetted tools investmenls

’.f Network Notes

=AT&T
~Agsoclate Netwarks
» Toals/enablers for interenterprise computing
- Newsstand .
=US Postal Service project
= Notes Net
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AT&T Network Notes Timeline

AT&T Network Notes Trials

Investrmenl Mackel Blals -

Enely
Rendnoss Adopletn Used

Anrowcement | Phase 0 Phase 1 Phasa
March 34 odH azss n?n
-7 Cusiomsrs . 1be ol Custamuers |- 100ds of
- 100z of Endpalnls | - 1,000 of Endpolpta] Cuslomers
- 100,000 of
Endpatnte

Egghead 100 3000

'95 Network Notes Objectives

Compaqg 1500 8000
3M 60 1900
First Albany 40 400
Chase 40 4000
Westin ' 50 1000
Market Entry Strategy

= Market Entry
- 2500 leads
-~ 250 customers
~ 400 seatsfcustomar = 100,000 endpolnts

= Prepare for 1 millien endpolnts by end 1396

~V/4 scalable carrler grade Noles
= Renegotiation of AT&T coniract

~Lotus leeds markeling/sales support
~$20 milllon budget
- Agsociate Nets support

S Existing Notes customers

~ §0% exparimant with interentarprise cennaclions
within 2 yvears

~ Highest application ROl in IDC study

= Electronlc commerce, information
distribution applications

= High tech, financial services and
pharmacsuilcal Induslrles first

= Spadial offer davelopment for mid-tier

Page 5-8




TYILLNIGIANOD X'YHDIH

YZOLLTOTSL WHI

Associate Networks strategy -

~ Associate Networks

= As quickly as possible, build the market for
interoperable public Notes application
‘netwarks .
= With V4, changa Notes license to apply only
{o internal use. Create public server cffering
» Offer public nets
= Annual fae offering
- Revenua share offering

w Goals: 3 by end of '85

~In Sales Process:
« US Wes!, Advanlis

- Qualified Prospacis:
» France Telecom, Ausiralia Telecom, Belt

Canads Waorldinks

- Prospects: :

- Ball South, SNet, GTE, Wiltal

Newsstand Strategies

Newsstand

« Creale lools ta enhance the valus of Notas
as a publishing platform.

- An "edllorial workbench,” which minimizes tha
prepress Information handhing, and ylsids 2
graphical, Interactive publication

» Create a "newsstand,” channel of
dislribution for Notes-published information

— conasists of a catalogue, a sat of Information
offerings, and subscription and bllling services.

» Host the newsstand on NotesNet, the
/ network for Lolus customers and business
* partners,
» Host the newsstand on AT&T Network Notes
and other carriers

« Status: In Beta {(~20 customers, ~13 IPs)
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Notes Net

Notes Net

= Notas Net is Lotus's network to link its
Customers and Business Partners logsther
"~ gurrently connecting 3000 customers and
businass pariners worldwide
= Vision: create an electronic marketplace for
Lotus, our business partners and customers
=ta drlve the Notes businass

= Rides on AT&T's Interspan frame relay &
dial network

= \Will be operated as AT&T Network Notes
app when that makes sense

= Will grow from 1400 to 5000 connactions in
the US. in 1995

= Will operate at breakeven in 19395; will
charge to recover costs

ICG Quick Financials

» ICG spent $4.2 million, contributed $5.8
million (AT&T $10 million payment)

= [CG will break even in 1995
- Projected to spend 315+ million
- AT&T payment of $15 million

« |CG begins operating contribulion in 1996

—drlves consulling and software revenues first,
service revenue share bullds over time

AT&T Goals
12000
IAJ 10080
a0 |
B
4000 |-
2000 |
LA
[ 1003 1906 1557
Epleipeive Cuslomars i ] 3,250 4150
Thor Cusiomers - [] 3,000 10,090
Endpolns [000] 180 1,00 2,200
avonus -] 35 250 00
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