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An essentizl slement of our siraiegy is o develop the market in new areas by delivering carefully
selected, broadly appealing “Infrastructure” applicaticns tha: will drive demand for our ciieats and
servers and generzts substantial additional revenue. Thess applicaticns are created by cur
Emerging Producs Group, 2 development “skunkworks™ that has eaterzd the markeats fer
document management (Domino.Doc), rentabis applications (Domina. SP4), Interne: commercs
(DominoMerchant), and distance leamning (LeamingSpaze). Whils each of these market
segments ars atiractive in their own right, they also showease impostart NotesDomine
czpabilities that can sxpand our core market dramaticaliy. A key iniziative i 1998 1510 d=velop
these businesses aggrassively.

2.0 Desktop and Internet Applications Business

We 2r= continuing our efforts to develop a new marke: for Java-tzsed, nervcrk-censic business
applications, where we believe we have a technological lead in a marke: that Microsoft is
reiuctant to exploit At the same tme, our tradidional desitop business is being maraged to
maximize margin and protect our installed base. We are continuing scaled-back SmaniSuirs
development to protect our existing revenue sir2am undl the emerging market takes Jight

2.1 Marke: / Competitive Environment

Business appiicatens is 3 35 billion softwars category, with annual revenue growth of 20%
according to IDC estirnates. Microsoft is totally dominant, with 2 60% unit share and a
cormmanding 91% of revenues, czpruring virtually all of the category growth and likely improving
its pasition in 1997. Lotus is the number two player, followed closeiv by Corei (Kara:a, Oniario),
which markets WordPerfect Ofice. We fedl there is 2 high probability that Corel will fail entirely
and not be a signifizant facior in the business applications market in 1998. (Corel cumently has
less than 30 days working capital).

Thre marke: appears ripe to divide into two components: traditional Windows integrated suites,
and Java-based applets and tools. Market research reveals that corporats users are dissatisfed
with the cost and complexity of the currenr Wintei desizop computing model The total cost of
maintaining a current generaton PC rarges om $8,000 to 312,000 annually, tased on vanous
rasearch studies. An impor:ant component of the cost is in end-user support of today’s integrated
desktop applicatiors. There is a real nesd for easier to use applications as we deliver computing
to 2 much wider class cf users, extending bevond today's power users.

IBM, Oraciz 2nd Sun are responding to the market’s desire for economy and simplicity by leading
the cevelonment of necwork zomputers (NCs) that are less expensive o acquirs and maintain, and
which wiil ren nimble, Java-based applets downlcaded from 2 poweriul server. While market size
forecasts vary, the cpportuniny is significant. IDC forscasts NC clients to zrow Som esumated
1937 worldwide shipments of 565,000 vnits to 6.8M units by 2001, Gariner Group ectmates that
70% of NCs deployed threugh 1959 will repiace dumb terminals, repiace clder PCs prnmaniy
Lotus/I 3N Sirictly Privore - 9 Ocrober 10, 1997
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performing tarmmal emulation,.and provide computing capability to users who have had no device
on their desk. The installed base of dumb terminals worldwide totaled approximately 24M a:
YE96, with slightly more than one-third of these being 3270 and 5230 terminals; an 2dcitional
15M PCs are currently functioning primarily as mainfzme terminal emularars.

Lotus will capitalize on these trends by leading in the development of productivity scware for
these new platforms. Of coursz, Microsoft is the likely maior competitor in this business, 100, and
we believe that they are building agplets similar to ours. However, because Microsod cerives the
majority of its total gross margin £om its Ofice business, we believe that they will be reluczant 1o
lead a change from the existing model. Instead, we expec: them to compere by leading
improvements in the existing model. Indesd, Microsoft’s focus for Officz 99 and NT 5.0 is
squarely on improvements in total cost of ownership (TCO), and they are proactively 2%t2mpting
to set standards for 2 range of devices from PCs to NetPCs to Windows Teminals. Microsod
will arermpt to subvert atiempts at making TCO cause for 2 “stats changs” by extending
Windows' reach to thess new devices.

We also expect “new” competitors to convergs on this business oppertunity. Vendors such as
Oracle, Netscape, Sun, and Apple may very well bring competing zpplicazions to marke: to
support NCs, and there is activity from smaller players such as Corel, StarDivision, and Applix.
Our competitive advantage agaiast these entrants hinpes on time-to-marke: ard our ccensive
experisnce in deskiop productivizy in enterprise accounts.

S — |
2.2 Strategy

To capitalize on these trends, our stratezy is to be the £-5t to market with croducts that will Jead
the state change fom traditional intezrated suites to Tava-basad applets, while continuing
SmariSuite erhancements 1o defend our existing revenue siream and avoid the perception that we
are abandoning our instalizd bass. Our success depends cr the market's acceptance of NCs zs 2
superior plazform for sigrificant numbters of end-users. The key is for IBM, Sun and Cracle to
igte the NC market, exsring their considerable market infiuencs (o dave NCs into suitable

appiications quickly. -

We will lead this change in the market with two new products: Kona WorkPiace, which is an
end-user collecdon of integrated components, and Kena DevPack, which is a collection of tocls
for developers of interactive web applications. We will aso break from the taditional vpgrade
model (delivering separately pricad stzuc levels of code with cptionz] maintznance), to tmpiemem
a new annual subseription model, in which we deliver more frequent enhancements to our
customers on a renewable basis. This business model is designed 12 aggressively capure market
shars and set the stags for 2nnuity revenue growth defived om cngolag product erhancements,

senvice and suppor.

- S Al -
25L40p Cicatics, 10

Step cne in our stratezy is to leverage OFM reizticnshics with 25 many NC vendors as possibis to
estatlish an entry leve! “tase version” cf Kcna WorkPlace a5 the standerc dest 5o
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avoid NC market fragmentation, which would favor any Microsoft eatry, we must gzin exziuvsive
dist-ibution rights on IBM's NC plariorms and quickly use this beachhead 1o drive 2gresments

with other NC suppliers.

S:=p two in our stratzgy is to drive acceptance of our Kona DevPack progammable building
blocks among 2pplication developers as the number one choice for creating interactive weh
applicacens, siarting with our business partners. ISVs and corporate deveicpers are increzsingly
interested in using pre-built Java components to speed the delivery of mission critical zpplications

-

o diverse clients.

Step thresis to translate suczzss in steps one and two to “pull” Keona Warkplace oate PCs for
appiications where cross-piatiorm consistency is important. We believe this "backdoar® 2pproach
to PCs is likely to be more eJective than competing head to head with Micreset Ofice. The
goal of cur two-tiered strazegy of Kona-based applications and 2d hoc applets is to surrouad
OSce Som all sides — the NC, web-based solutions, and pockets of PC use, thereby buiding
mormenrum for new zpplications and even broader use.

Our Kona sirategy reinforces our server-side Domino strategy, as businsss partner soiutons
incorporating our Java-applets creats demand for Domino servers and other back-end services
from Lotus and IBM. Additionally, the Java component model on PCs or NetPCs accennuates
motility as one of Notes'/Domino’s major strategic advantages, allowing the user to work with
hisher dasktop and 2pplets while disconnected from any network.

In the traditional desktop suite segment of the market, we must succsed in two key areas. First,
we must mainiain 2 solid Geskiop reveaue stream, while we continue to reduce invesTent In
F2&D, development, and marketing. Accompanying further reductions in expenditures, we projzct
revenues declining om an estimared $244M in 1997 to $197M in 1998 (exclucing Kona).

Ir the Erst half of 1998 Lomus will ship the last major fearure release of SmanSuite with a native

Windows UJ, at which peint the preduct will enter “mazintenance mode” with a small team of

developers assigned to dxing bugs and conducting certification testng for new Microsoft

operating systems. Active mainterance will continue for appm‘nmm’ly 4 months. Wewill also
top the production of all stand-alcne applications except Lotus 1-2-

Seczond, we must arcuiate and efectively executs a well-defined plan for migrating our active
SmeartSuize custemers to our component applicztions. Lotus plaus to be very “up Toat” and direct
with toth our customers and the analyst community about this traasition pizn. In fact, we have
arzhitected the next version of SmartSuite to work well with our components. In 1998 Lotus will
not crly be able to articulzte a transition plaz, but also be able tc demonstrate how it will work
with =zl production sofrware. We will focus on migratng custemers guickly and smecthly 10
validzte our stmtezy and serve s references,

Cur most crtical suceass faciors in 1958 are: (1) timely launch ¢f our Kona family, (2) sctablisning

res

CEM zangements with the teading NC venders, (3) creating an efzctive channel for rezchung

[=o0t=y
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web acpiicaticn develepers with DevPack, and (4) prepaning £or the migaton of our SmarSuite
instalied base 1o Java-appiets.

2.3 Go To Market Considerzzions

The enterprise market segment is the primary target for both our new nenwork-ceatsc
applications and cur tradizional deskop. Large customers have the most to gain from Kona's
TCO value preposition, and they account for the bulk of our desktop rzvenue,

The primary channels for Kona will be our sales forcz and OEM relationships. ISV's, such as
Oracle and PzopleSof:, will be the focus for our DevPazk developer tools. Kona's secondary -
target is'the' SM3 s2gment; whers we wili parmner with ISPs and Telcos to extend cur reach
down-marke: fom our treditional chamnels. Electronic Software Distributors (ESD) and Lotus
Direct, our direct marketing oreration, will be developed as alternatives to the radizicnal retail
channel, and no physical “shrink-wrap” oTerings are planned. While ESDs have not developad as
a viable channel for traditional software, they could emerge as a major channel for netwerk-
centric applicaticns.

For our desktep products, while the entrprise segment is our largest source of revenue, it is also
our fastzst declining segment, due to the overwhelming momentum of Microsoft Offics. We will
continue to leverage our wracitional channels, inclueding our sales force, corporate reseilers, and
direct marketers. In the SMB segment, we will emphasize the retai] channel and OEM programs,
which also have important spill-over benefits for enterprise customers whe want to be reassured
by seeing the brand in rezall stores, catalogs and OEM programs. We arz also pursuing more cost
e¢Jzchve channels, such as elecironic distribution and various “soft” OEM! opportunities such as
bundling with eleczronic banking softwars, We are challenged to grow share in this sesment

Siven continusc shrinkage in our development and marketing investment.

3.0 Services Business
e T

Avvmmelmen ~d

Our fast growing services business has three compenents: Custemer Supperny, Education, and
Consulting. In 1997 we expect these businesses 12 contituts 24% of our total revenue, growing
to 26% in 1998. In addition to their revenue and margin conuibution, each of these businesses
makes a cruzial cortmibution ta the achisvement of our market share zoals.
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3.1 Lotus Consulting

Lotus Consulting has the mission of accelerating the rats ar which our custormess achusve lasting
business value from their investments in Lotus technology, while meezing specific PEL targets,
The group provides value to our customers by designing and implementing global Notes/Dermino
inFastructures and mission-critical business solutions, In 1998 we project revenus growth of
30% to $181M, and a seven point increase in operzting margins to 18%.

Our ccnsulting resourzss are applied to drive Iotus’ success in key markets, industries, and
azcounts. Our strategy is to focus on developing relationships with selected ciients that are
leaders in their indusiry and that have the capacity to commit to multi-year, multi-million dollar
engagements in prominent application arsas such a5 value-chain integration, knowledge
management, and enterprise messaging. The goal is to reproduce market successes such zs

Prazter & Gemble, in which diligencs in high-level relationship building and vision creation helped

securs 80,000 Notes seats in addition to substamtial consulting revenuss.

Key initiatives during the vear will include a marketing campaign to positicn our consulting
cepabilties as more Intzmet-cantric, helping us to compete more censistently and efechvely for
building corporate intranets and web-enabled business solutions. To suppert our work in this
area, we will introduce an int=rnal set of work practicss and tools, called th “I-Net Framework”
(templates, engines, implementation proczdures, etc)),

Other imgorant initiatives include (1) a greater emphzsis on demand generation, including the
delivery cf high-level ex=cutive events that support the Lotus brand, (2) continuing the
Incorporaticn of tusiness partners into engagements as subcontractors, (3) leveraging the virtual
Notes practice with BM IGS, (4) upgrading our Accelerated Value Method methodology to
incorporate architactad solutions (complex, integrated solutons), I-Net infasoucrure planning
and deployment, and project management, and (5) imglementing 2 program for rounne customar
satisfacticn meosurement. ’

3.2 Customer Suppont

Rosnswer v

ot

T S —

Customer Suppor: will conttibute 23% of our Services revenus in 1998, with revenues increasing
39% to $35.7M fom $60.2M. Gross margin improves to break-even, from a loss of $10M in
1957, '

Our goals ar= to (1) repesition Customer Support to become one cf the company's key
CLZerentiaters leading to custemer satisfacticn znd loyalty, and (2) significantly increase customer
Farticipaticn in cur SUZPOIT PrOETams 10 grow revenues and profit.
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To accomplish these goals, ws ars implementing a number of measures to make step-Smction
improvemsnts in the “time 10 resolution™ of customer problems. For exampie, we have
implemented 2 “Customer First” program to Improve our basic Operating practices, anc
strengrhened essenzial cross-organizational Frocesses, particulary finking Support with
Development  We ar= making beter use of our lobal Suppor rasources and siglls trough the
unplementation of 2 “virrual worldwids Support center,” which focuses on selving prebiems
wherever they exist 2nd helps easure hugh quality levels as we 2bsorb new people. We have also
opened a Center of Competency for advanced skills development and the recreation of customer
Froblems in a lab eavironment.

While we lead with 2 direct support mode! in the snterprise market sezmens, we will bolster our

support capacity by employing a Business Partner |ed mode! in the SMB sezment. We will also

significantly enhancs our Support synergy with IBM, and extend our multi vencor/eress placorm
support capabiiities through arrangements with Alliance Partqers.

Key initiztives during the year will include (1) the relentless execution of our “Custzmer Firee”
Program, (2) the continuation of aggrassive skills development and enrichment, (3) the overhaul
of our support offerings, pricing, and go-to-market model, and (4) the creation of web-based
seli-help tools for all constinzendies.

3.3 Lotus Education

The mission of our Educaticn busiress unit is 10 (1) continue 1o expand the pool of cerdified
technical resources that our customers nead to successiully Implememnt business critica) sclutions
based on Lomws technolegy and tools, and (2) dove increased services revenue. In 1958 we
Project reverue growth o 38% to 575.6M

To accomplish thase goals, our primary Strategy is to condnve 1o sirengthen the Lotus Authorizad
Education Centar (LAEC) brand, extending it into the SMB segment 25 well 25 new ard emerzing
rezions. We will also drive more azggrassively into the dirsc: delivery of custom training in major
regions, particularly North America and EMEA.

Key indarives 1o supper these strategies inciuge (1) reducing currizula time to marksy, (2)
implementing Programs and tools, such as web accesseq Taterials, seminars, and tutorials,

that will accelerate the acczptance of new products, (3) broadening distribution through alternate
delivery modsls and partnerships, 1o make Lotus the end-user curiculum brand in 2 number of
formats and teols, (4) expanding channel compersncies 15 better supporz Lotus and IBM
requirements, and (5) expanding the Educatien produce sez, including assessment tests, t2sang
teols, and tocis for our intzmal use in Cosiom engagements, Coastantly adding valus and - -
Crealing naw business opperunitics for our LAEC'S is essential to retzin their mindshare and help

them resist Microsoi's overtures.

The {cliowing sectica shifts cur focus Tom preducs SeZments to sales swategy.
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4.0 Go To Marke: Stratezy

To achisve our market share objectives, Lotus must be excellent at developing parinerships with
orzaryzations that can extend our reach and eSectiveness with disdnet market segments. To
improve our capabilities, Lotws 22d IBM have formed 2 “virmual channel company™ that maximizes
the efBoient allocation of our mutual resources and coordinates the way in which we engage our
Joint customers. This initiative enzbles us both to cover more accounts and depley rescurcas for
technical enablement and new channel development,

{:.1 The Enterprise Segment E

Rt R et 0w S o e —

The enterprise market segment is Lotus’ primary target and ravenue driver. We estimare that this
segment accounts for 75% of our total revenue and comprises 25% of our existiag customers.

[n our messaging and groupware businesses, our primary strat=gy is to accelerate the skift of
responsivility for account relationship management and vision creation to IBM client teams,
thereby increasing both the extznt and effectiveness of our coverage, dus to IBM’s greater
numbers and ofien higher level executive relationships. The number one critical success & tor Is
that IBM sales teams and tzchnical resources are fully incented and trained to convincingly
represent Lotus products to their accounts. We are working with IBM to step-up our enablement

astivites,

Lotus sales teams are opportunity focused, and bring to bear the preduct skills nesded to close the

usiness that is identi3ed. Wherever practical, we organize our sales t=zms around industries, and
our sales model stresses infrastructurs and solutions. In re-engineering customer visions, we
stress the convergence of messaging and application infrastructure in order to eievate the
discussion 1o eaterprise integzration and collzborative WOrk, wherz-we have a distincs advantage.
We focus on solutions in order to create the combination of business value and user support that
is needed to offser Microscit's control of the operating systenr and desktop inSastrustures,

Qur channels strategy emphasizes strategic alliances with parners who have influsntial pcsitions
with large accounts, such as the Big Five accounting firms, national systems integrators, and
major computar vendors. OEM relationships are again key 1o drive trial and achieve our market
share goals. ISVs, including the major ERP vendors, are essential to support our emphasis on
solutions. Our traciticnal corperate reseller chaanel is also imporiant. Ovur markeung messages
Stress business solutons instzad of techroicgy, along with the dependatilicy, scalabilizy and
managealility raquired for mission eritical 2pplications.

[7 1553 we will develop 2 new communizations channel 10 reach internal sofware davelcpers, in
sohi

crierto promote our intzgra:ed development saviropmen: and tools, such zs BeanMzchine and

QOcrober 10, 1997
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Konz DevPack. Qur Business Pariner commuriry, especially the custor soluton developers, wil
be key in reaching this audience. Partner efforts will be augmented by Cirect marketing and
education programs, such as Lotasphere and the Dorming Web Deveiopers Conference.

Other important initiatives in the enterprise segment include (1) stepping-up our enablement
activities for [BM sales and technical resources, paricularly the SAMs and ISU solution
development rzsources, (2) strengzthening relationships with ther statezc pariners, such as the
Big Five accounting firms and global systems intsgrators, (3) deploying mail migration speciziists
to convert cc:Mail and PROFS accounts to Demino, where they can be protected Jom
competitive displaczment, (4) continuing our brandirg efforts for broad awareness, (5)
intensifying our focus on industry solutions, coupled with a campaign to heip our partners marke:
their solutions more eJectively, and (6) establshing our leadership in the =merging zreas of
knowledge management and distance Jearning,

The enterprise is 2iso the primary targe: for our Internet and deskzop applizations.. For our
Internet applicadons, critical suctess factors are the Xona launch and our OEM recruitment
activities. Our primary strategy is to us= OEM agresments 1o carry Kona NC WorkPlace into
corporatiors, and then levarage this beachhead to draw in Kora PC WorkPiazs too. W2'll
suppert this strategy with a campaign 10 convince web deveiopers to incorporaie our java
comporents in their interactive agplications. Fer our ceskzep zpplications, OEM agreements and
corperate resellers will be used to take SmartSuite 98 to warke: and drive unit volumes to achizve

our share goals.

4.2 The Small and Medium Business (SMB) Segmem

——]

The SME sezmentisa high priority targe: for Lotus, both to fue! furure growth and to protect

our share at the high-end of the marker. We estimare that this segment accounts Zor 25% of our
tetal ravenue znd comprises 75%6 of our existing customers,

In our messaging and groupware businesses, the sales model is partner led and soluticn oriented.
Our primary strategy is to use businzss pa=ner solusions 10 pull our clients and servers into
2ccounts, and our marketing messages support this by emphasizing Domino-based industry
sclutions and the value being achieved by the industry leaders who are using them. We wiil
continue aggressive recruitment o parners with “package=d” solutiors, and help cur partaers
bring their scluticns to market on a broader scale. We are sxpanding support for our partners in

the marketplace by receploying some of our current enlsrprise resources. These resources will

fzcus on field based marketing for demand generaticn, Inside Szles, and dirsc: custemer contaet
to close the largest oppormunities.

Cur channels sirazegy emphasizes Interner Service Providers (ISPs) and telephene companiss as
the vehicles f2r bringing parmer solutions to the broades: possitis audisncs. These new partners
will provice a dependable, on-demand InTasiructees to host customer sclutions, as well as
rentabizs appiications, and are essential to help overceme the inTastructure 2nd suppon constraints
that may exis: for meny SME cusicmers. W are aiso recruiting regicnal sysiems intezrators who
Ocrober 10, 1997
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provide services to middle market firms that may not be comforiahle installing and confg ing
complex products on their own. Skilled inregration pariners are essextial to address the
impression thzt our offerings are compiex and diSicul: 1o tnstall and manage.

ey initiatives in this segment include (1) the expansion of our Inside Sales capzbitities, (C) the
recruitment of ISPs and telcos, and with Lotus® suppery, the broad based demenstration of the
economic viability of the outsourced infrastructure and rensable solutions modeis, (3) the
enablement of IBM’s SME resources, with an smphasis on much closer cooperation iz the feig
and at hzadquarters, and (4) an aggrassive program to generats demand through fisld-based

-

markezing progrzms, connzczed L0 an effective lead tracking mechanism for our partners.

For our deskiop products, our go to markst strategy is a highly leveraged salss mods! utilizing
OEM relationships and business partners. Smaller firms may find the simplicity and life-cycle
economics of NCs appealing, and they may not yet have selected a standard desktop, gving us an
cpportunity to leverage a unique position on NCs to win the desktop. While we do not expect
the traditional retail channel to be appropriate, we will tes: the saitability of the eiecironic
scfoware distibutor channel as an 2htemnative. In this Segment, our marketing masszzes will
emphasizs sase of use and heace lower SUpport costs, as well zs therough inzezration with the

Internet, azd the comfort of dealing with IBM, “just like the tig players.”

Xey initiatives include OEM sales and eSorts to Fromote wed solutions that tncorporaie our Kona

5.0 Financial Strategy and Outlook

Our business goals for 1598 are:

* 10 87w our revenue fzster than the industry in strategic product scznants where we hold a
leadership pesidon, 2nd to fund this growsh through managing remaining product segments to
Optmize margin; and

10 2chjeve step-function improvemen: towards ccmpetitive £aancial retumns i all key Brancial

metnges.

The £rst of these goals represents a condnuation of the “porolio mznagement” approach to
extending markst leadership adep:ed in our 1997 Plan, The lanter recognizes the ne=d to begn to
capitalize on cur past invesuments in developmert and sales/marketing to achieve competizive
Bnangial revurms,

At the end of this document are four exiibits which present the cetails of cur 1998 Snanciz! plan.
It should e noted that the 1997 numbers $hown in these exhibits reprasent our current outlook
for the year, whiie the accempanying compulsery charts comain our oSidal Augus: forecas: for
1597, '
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, 5.1 Financial Strategy g

5.1.1 High Growtk Segments

~ ——

Our 1998 fnancial plan reflects continued strong revenus growth in our strategic core— Notey/
Domino and consulting/education. 1998 revenuss in these sezments grow 42%, following 68%
growth in 1996 and 54% growth in 1997. Notes Seats (Notes Clisats + Domino Servers) will
g&ow 35% 1o 11.8 millicn in total. This follows seat growth of 52% in 1996 and 85% in 1957
It should be noted that these growth rates are of of 2 base which has grown geometsically over
the past few years, and therefore reductions in percantage growth rates are 1o be expezzd. In
1998 we will begin to add revenues from our Kona (Java) products, which we expect to Zrow

rapidly in 1999 and 2000.

1598 will represent the fourth consecutive year of double-digit revenue declines in our waditional
deskzop suites/applications business. Revenue from this sezment will fall below $200M in 1998,
from a level 0f $244M in 1557. In addition, revenues from our ce-Mail product will decline 27%
10 353.2M, and ScitSwitch revenues will dacline 11% 1o S32.6M. Development and Marksting
spending on SofiSwitch and co:Mail will decline 66% to $7.1M in 1598. We will continue, 2s in
1997, 1o reduce our investment in development and marketing spending for suites, and reallocate
2 portion of these resources to Notes/Domino/Intemer offerings and to Java components
development and markering. However, given the relatively small traditional desizop revenue base
a: this point, and the need to continue aggrassive Java development, albeiz with very little revenue
expected in 1998, the development E/R for the Interne: Applications Division will improve oniy
modestly in 1998, from 34% to 33%.

B Financial Ouﬁook}

5.2.1 Communications Business

Total revenues from owr Commuricaticas Business Sezment (iacluding the Emerging Products
Group) will grow 34% to $854M in 1958, Sofrwars revenue £om salss of Notes/Doming will

20/

grow 46% to $773M, while reveaues from cther Communicarions croducts fall 25% 10 S8 1M.

Devzlopment sxpenses in the CommusicaticnsEPG segment will grow 14%% to S138M, as we
SO resources to this segment Tom declining business Segments such as traditicnal deskiop
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suttes/zpplications. Softwars development E/R will improve 3 points to 17%, a level which meszs
the compezitive mod=! objective. (This measure of E/R uses only software revenue i the
denominator.)

Marketing expenses for the Communications group will increase 24% to $25 SM, whils the

merketing ER improves 2 points 1o 30%. Much of this increzse is “sourced” Scm rezucdons in
Suite/cc:Mail/Crganizer, and redirscted to Notes/Doming marketing.

Overall, the Communications’EPG Businsss Segment will generate a contrbution margn of
3541M in 1998, up 44% over 1557,

Pevenues fom our Desktop and Internet Applications segment wil] decline 14% to $S211M iz
1998. As mentioned above, this decline is artributable o our rraditional suite/appiicaticns
business, where unit volumes are expected to increase only 9% in 1998 afer zrowing 30% in
1597, In 1558, we will begin generating the first signiScant revenues Som our smerging Java
components business (Kona). This product segment has high potential, but also high uncertainry
In t=rms of the rate and pace of market penetration. We have structured what we befieve to be 2
conservative 1958 rzvenue plan— at $14M for revenue Som Kona products.

Development expenses for the Internet Applications sezmant will decline another 20% to SS5M in
1998 a%ter deckining 8% in 1997. Within this total, we are funding a significant buildup in
rescurces devoted to Java components development. The development E/R for this sezment
(Suite and Kona) will remain at 2 fairly high 33% level, as we reach a base mainrenance level
nec2ssary to support our excsing suitefapplications ciienrs and continue to build our Java
components Cevelcpment capacity.

Marketing expenditures in this segment will also continue to decline, falling 25% to S55M.
Marketing expenditures for SmartSuire will be reduced by more than half in order to fund new

“Q0/

programs fer Kona. The overall marketng E/R mmproves 2 healthy 6 points to 28% in 1998,

The contribution margin From this segment improves slightly in 1598, fom §

T
5.2.3 Services Business g

Qur Servczs business (including Support) will gensrate revenues of S364M in 1998, an increase
ol S38M or 32%.

Margins in the Serices Sezment continue to improve, daspits the significant investment we are
makng in the Customer Suppor secment to deal with customer satisfaction challenges. Gross

i
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Profit Margin improves fom 17% to 25%, and PTI margin bnproves Tom (1)% in 1957 10 8% tn
1598.

5.2.4 Operating Expenses

R e R I T L

Total Develepment expenses grow 3% in 1998, following 2% growth in 1657, Within this total
of $241M, we will continue to grow our investments in Notes’Domine and fund that growth Jom
reducticns in marure segmems (2.2 Suites, ce:Mail),

Worldwide SG&A =xpenses will increase 8% in 1998 to $727M, afier 2 1997 incrzase of %.
Sales expenses grow 10%, reflecting investments in SMB and channels, a5 well 2s high growta
markets liks Asia and Latin America. Marketing expenses grow 9% to $314M in total. We
continue to invest in Operaticns’/Administration support in our growth marksts and Senice
Business Segment. Overall, our SG&A E/R improves £ peiats to 53% in 1998,

-

3.2.5 Headcount

Centrolling hezdcount growth has become an increasing focus during our planning eSons for
1693, Total headccunt will grow by just over 500 (6%) in 1998, afier growth of 15% in 1957
Over 80% of this growth is in our rzpicly growing Services segment and in cur woridwide sales
force. Headcount throughout the balance of the company will grow by less than 100 (2%).

Our 1598 financial plan includes one-time restructuning charges of 517.5M in our EMEA region
2nd $7.5M in Nerth America to bring headcount in selezted funciions to targeted levels more
rapidly than normal artdtion will accommedate.

We are sill working to close oa the funding for two important growth oppertenities that are high
cn our list of priorities: the merkets of Chira and Malaysia, and the emerzing areas cf knowledge
management aad learning and adapration systems. We will continue to work the intemal issues,
and as we do so, to explore synergies with the plans of the IBM Softwere Growp, Corporaie
Marieting, Educaticn and Trainung, IGS, and cther areas.

ey, e
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5.4 Risk Svmmary

5
a.

The achievement of our plan depends on the realization of imporiant economc, marke
execution cenditions, as identified in the following tabie:

Catezorv Risk

Ecaonomic *  Strong economic conditions in the Urted States continue, 2nd the sconomy
of Japan recovers

Market * There is strong and rapid market acceotancs cf the value of NCs ard
network-centric Java applers )
* Customers continue to recogmze the value of integrated clents over the
increasingly compeatitive browser and mai] ofenings of compezitors
* Java becomes a unified standard ’
*  Microsofi’s position in the consumer and home markets doesn't become
any more influeatal on business decisions

Exezuten * ISM Clieat Teams and Software Account Managers are fully enzbled for
enterprise coverage — starting January 1, 1998

We will be challengsd to achieve cur goals if these conditicns do not materialize. While the
economizs risk is beyend our centrol, we can exert varying degrees of influence over the markat
and exscuticn risks. We will do this as the year progresses, and make whatever midcourse

correcticns are necessary.
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6.0 Financial Exhibits

6.1 Profit & Loss Statement

3000)

Product Revanue

Services Revenue 188 - 278 384 48%

1,078 1,145 1,370 [RES
Product Com 1z ] 138 4%)
Servicas Cont 148 prac’e] 79 Ba% .
/0 o] a7 Ll L.:’:o‘
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6.2 Revenue and Volumes

Resvenue

{S00GH

Nowms/Demino
Consulting/Educadon
KONA

Subwwsl

Desicop Apps/Suitss
All Other

Subtoal
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350 244 157 . (20% {19%3
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6.3 Expenses

{9000}

Development
CammunicadonsEPG )
Internet Applications Division
Localizaton

Salas
Markating
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Operatons & Adminisgaton
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6.4 Headcoumt
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