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BRENDAN BARNICLE:  This afternoon we have a great keynote with Robert Youngjohns, who is the President of North America at Microsoft, which makes him responsible for sales, marketing, and services at Microsoft.

Robert comes with a very distinguished background.  He's the former head of sales at Sun, he spent time with Callidus, and then a big chunk of his career IBM as well.  So, he brings a great perspective not only on Microsoft, but with all the trends of today's enterprise in that environment.

We are going to have a broad and far-flung discussion here today, about all the things going on in the enterprise right now.  There were a couple of things I wanted to hit on to begin with.  This is the latest CIO survey that we have from July.  It's about 80 CIOs together which vote every quarter or so, and it continues to show just ‑‑ (off mike) ‑‑ we did have, in this survey, we checked on folks who were reconsidering the ‑‑ (off mike) ‑‑ what that IT spend would look like for the second half.  What we found was, while people are reconsidering, 96 percent are ‑‑ (off mike) ‑‑ so that's sort of where I thought we might kick off, just on enterprise spend, and what you're seeing, what's happening there, and what the trends look like.

PARTICIPANT <Microsoft>:  We may make forward-looking statements in the course of this discussion, we maintain no obligation to update these statements, and we recommend that you consider our risks and uncertainties that are listed in our most recent SEC filing.

With that, I'll give you Robert's response.

ROBERT YOUNGJOHNS:  Great.  Yes, we've seen a steady up-tick in spending with the enterprise over the last three quarters.  We measure this week-by-week.  We look at our various license trends week-by-week, and we see a positive trend on that.  But I think what we're seeing from the numbers that you're talking about there and the investments, are over a wide range of things.  Some of it is around desktop refresh, and beginning to look at taking their Windows XP base and moving that into Windows 7.  Our investment in unified communications, and some of the thoughts we have around investment in collaboration software - that's a very big focal point for many customers.  And also investment in our basic infrastructure for the server world.  So, we're thinking across the board in this space, and certainly to support that.

BRENDAN BARNICLE:  (Off mike.)

ROBERT YOUNGJOHNS:  It's really too early to comment on that.  Our business, as you know, from our quarterly results is very heavily skewed toward Q4.  We're at the beginning of Q1, which is typically our lighter quarter anyway.  So, it's very hard to extrapolate the financial year as to whether we're seeing any difference with any trend.

BRENDAN BARNICLE:  Then, within the enterprise, that would be the hot topic, again we're thinking about that as the cloud, and you have the enviable job of bringing Microsoft and telling the cloud.  What's the approach that you're looking for - in terms of Microsoft, identifying the threat that's there, the product, and then executing on it.

ROBERT YOUNGJOHNS:  I think that's an interesting topic.  I think the first thing I would say is that I'm relatively new to Microsoft, two-and-a-half years in, and was working with a relatively small software company down in Silicon Valley before.  Making that transition from being on-premise to on-demand.  So, I've lived this on both sides of the equation, big company and small company.

And one of the things that always interested me about Microsoft, and one of the reasons I joined, is I actually think the company has a differentiated strategy around the cloud that makes sense to CIOs.  And the strategy basically says the decision to deploy in the cloud has to be a business decision, or a technology decision.  And what you need to do is have the underlying architectures, underlying development frameworks that allow that to happen.  You need to be able to develop applications that ultimately are agnostic as to whether they're going to run on-premise or run in the cloud.

So, application-by-application, service-by-service, you make a business decision as to whether you're going to run in the cloud or not.  And the more I talk to CIOs that way, the more I get the nodding heads, yes, absolutely, I agree with that. I don't like being forced into a technology decision around the cloud.  I need to make business decisions around it.

So, we've come to market with a bunch of cloud offerings.  At one level, we have Windows Azure, which is a framework that allows our customers to develop applications that can either run on a private cloud or a public cloud.  And that's in early days.  I'm happy to talk about how that's going.  But, more importantly, we've also come to market with a bunch of what we call finished cloud products.  These are our full services available in the cloud, things like e-mail hosting, collaboration with SharePoint, CRM with our Dynamics CRM product, Unified Communications.

Candidly, if I look back a year, we have been more successful in the last 12 months than I dreamt possible 12 months ago.  We've seen interest in all parts of the business from our smallest customers right through to major enterprises.  And it's been encouraging to us that we've seen that up-tick.  And in many cases, I think, it's been good in the sense that we've been targeting workloads that currently aren't Microsoft workloads, and moving them onto Microsoft workloads in the cloud.

For example, we've targeted Lotus Notes implementations where many customers are on old versions of Lotus Notes.  They want to move away from that.  Very often they want to move to the Microsoft platform, and moving into our cloud environment has been a very good way of making that migration.  And I think what CIOs like about that strategy, having done it, if two to three years from now they decide for some completely different reason they can't predict right now, they want to take that application and move it back on premise, they're perfectly free to do so.  It's the same application.  And that's the way we've approached this with our customers.  I think that's why we've seen success.

So, overall, I would say in the last 12 months, I spent a lot of time negotiating my cloud target down inside Microsoft.  And that's what sales people do at the beginning of every financial year.  And I got really embarrassed, because at the end of the year not only did we go through the renegotiated targets, we exceeded the original targets, and we exceeded way beyond what we'd ever expected we could make.  So, I think we had a good start.

BRENDAN BARNICLE:  So, does the sales force have a cloud quota then?

ROBERT YOUNGJOHNS:  No.  What we've done is, we've tried to regularize the way the sales force gets paid, so they don't get driven down either an on-premise solution or a cloud solution based on commission.  And that's been a little bit tricky because the way we bill for cloud is clearly different from the way we bill for software.  But I think we've done a reasonable job in doing that.  And certainly, our sales force now knows that there is strength in leading with the cloud proposition.

I think nine months ago they were suspicious about it.  They worried about cannibalization.  They worried about if would it diminish their ability to sell other software.  But I think they're now seeing that actually in the short-term, it's accretive, because we are taking on workloads that are currently not Microsoft workloads.  It's also allowing them to have a much richer conversation with the customer about what else they can use.  So, if they take our hosted Exchange, for example, and move away from Lotus Notes, then it's a great point to go and have a conversation about SharePoint and our collaboration software, which is more difficult to integrate into Lotus Notes than it is into Exchange.  So, that's a great conversation you can have.

You could have conversations about our Unified Communications strategy, and how we can build that in.  And, therefore, extend the reach of the mail tool beyond pure mail into instant messaging, video conferencing, and so on.  We could have conversations about how we can extend into social networking from our e-mail client.  We could have conversations about workflow management with our CRM products.  So, it really creates a great foundation to which you go and sell incremental stuff.  And with our large clients in particular, we've also got an annual cycle of up-sell.  It's a great opportunity to have that up-sell conversation, and persuade them to take more Microsoft product.

So, the sales team is actually really enthusiastic about it.  We have this slogan, “The Cloud, We're All In; We're Leading with the Cloud”.  I mean, two weeks ago, we were in Atlanta presenting to 12,000 sales people, myself and Jean-Philippe Courtois, who runs Microsoft International, and the theme of our presentation was, you've got to lead with the cloud.  And you don't want to see it as threatening.  Thankfully, most of the sales force is already there.

BRENDAN BARNICLE:  So, what are the top three products in the cloud in sustained new revenue?

ROBERT YOUNGJOHNS:  I think e-mail is clearly the lead application.  And for us, I think it highlights the strength of our proposition there, which is that we're not playing just Office, or it's just SharePoint, or it's just e-mail.  I think the benefit we bring to customers in this environment is bridging those states.  The fact that you can start with the Outlook client, which is your e-mail client, it is an extremely ubiquitous application.  It's the one that most people are familiar with.  How you can bridge from that into unified communications, how I can ‑‑ on my hotel room last night I can find out whether someone I want to deal with is online, whether they're available.  I can immediately go from that into an instant message.

I can immediately go from that into a videoconference if I want to.  And I like to bridge from that into SharePoint, which is our collaboration framework, which brings social networking capabilities into the enterprise, but with enterprise quality search, and enterprise quality security, and then how I could move from that into things like in our case raw CRM, which coming through the Outlook client looks like an extension of that client.

So, mail is clearly the starting point.  I would say collaboration with SharePoint is second, and then it's moving into applications like CRM.  That's the finished product side.  On the other side of the equation is what we call Azure.  Azure is a development framework that allows customers to develop applications so they can either deploy themselves, they can deploy a private cloud with what we call the Azure private private cloud, or they can deploy in our public cloud.  And that's a different business model, that's one that we're developing actually aggressively in the company.

BRENDAN BARNICLE:  Do we have other questions on the cloud before I switch to some other topics?  We can certainly come back.  Windows 7, obviously a hot topic.  It's been a great area for you guys.  In the enterprise we're starting to see some pickup there.  Can you give us an update on sort of where you think we are in terms of enterprise adoption on Windows 7?

ROBERT YOUNGJOHNS:  Yes, I think there's a bunch of forces coming together right now on Windows 7.  The first and most important one is that users want it.  And users are talking to the CIO and saying why don't we have it.  Why do we still use XP, why do we use an old version of Office and why do we go home and we see all this cool stuff and then we come into the Office and we see this old stuff.  We see XP and an old version of Office.  So, I think there is user pull there.

There's a second aspect, which is that a bunch of applications that are supported on Windows XP are really getting to near the end of their life.  They're not necessarily Microsoft applications, incidentally, they may be third party applications.  So I think this combination of pressures is coming on the CIO to move towards a modern desktop.

Now, the challenge for a CIO is that moving 10,000, 20,000, 50,000 desktops from XP to Windows 7 sort of sounds easy, you just give them a new image.  It's not easy and it's not Windows that's a challenge.  It's making sure that all the applications that people have and run will run successfully in the new environment.  And obviously as they go out there, there are probably applications they don't even know about that they have to go and remediate across that.

Now, most of those applications will work just fine, but you can't make the transition until you know that.  I'll give you an example, you have an old version of Siebel that's running on IE 6, which is an old version of our Internet Explorer, which won't run on either Firefox, or Chrome, or Safari, or IE 8, and is going out of support soon.  These are the sort of things that are also, I think, adding up to pressure on CIOs to do that modern desktop migration with the enterprise.

So, I think it's early stages in the enterprise.  I mean, people have asked me in various 1 on 1s, 10 percent in, 15-20 percent in?  I don't know.  I don't have that level of precision on it.  But, it's a significant project for most enterprises, but I am seeing it move way up the stack in terms of priority for CIOs.  I'm pretty encouraged about what's going to happen there.

BRENDAN BARNICLE:  Are you seeing it start to drive any increase in software assurance and enterprise agreements around Windows?

ROBERT YOUNGJOHNS:  Sure, because I think that as people think about moving to Windows 7 there's a bunch of add-ons that we offer with our software assurance package, which is our annuity agreement associated with Windows that allows them, for example, to get something we call MDOP, which is a Microsoft desktop optimization package, which enables desktop virtualization, for example.  There are some very important features for the enterprise like BitLocker, which is an encryption mechanism that allows you to encrypt your data on your PC.  So, if you lose it, you obviously care about it, because you lost a PC, but you don't need to worry about having lost the data.  And those are all parts of the value proposition of taking the extended software assurance offer from Microsoft.  So, yes, it is adding to that business.

BRENDAN BARNICLE:  And are you seeing people upgrade Windows 7 on existing PCs, or are they doing it exclusively on new PCs - is there a breakdown that you're noticing there?

ROBERT YOUNGJOHNS:  I think that's a combination of those two states.  I mean, I think there is a PC refresh-cycle that's going on.  It goes on inevitably and it's probably gotten extended, because of the recent downturn.  But, a lot of the PCs that are coming in right now are then being downgraded, because they come shipped with Windows 7, but the customer is downgrading them to XP.  So, those machines will get upgraded in place.  And then, as they bring new machines in they'll also bring in the Windows 7 image with them.  But, the benefit of Windows 7 for many CIOs is it does run on a pretty skinny footprint, so if people do want to do that migration on existing hardware they have that ability to do that.

BRENDAN BARNICLE:  Great.  Let me check, any questions?  We started to see on the PC side a little bit of concerning data about a particular innovation about what's happening with PCs and semis, and this is starting to be a growing concern that maybe we'll see PCs slow down.  If we see that, how big an impact does that have on delaying the Windows 7 rollout?

ROBERT YOUNGJOHNS:  I can't really comment on what we're seeing from these numbers.  I mean, they're relatively new out there and we have our own assessment that we do and we talk about on a quarterly basis, in terms of our views of the market.  I mean clearly our business is connected to the number of PCs that get sold.  But, I think at the same time we have significant ability to sell other stuff related to the PC infrastructure.  A substantial part of our business in North America is selling infrastructure software like Windows Server 2008, like SQL Server, like System Center, the stuff that runs the enterprise not just the PC, and that's a business that I think continues to be attractive to us.

BRENDAN BARNICLE:  I don't know if this has come up in your one-on-ones, people have been fairly easily convinced on the strength of Windows 7 and Office 10 has been a nice upgrade from where Office 2007 was.  What are sales guys using when they sell it as the main reason folks to make that upgrade?

ROBERT YOUNGJOHNS:  For Office 2010, I think it goes back to a story I talked about a few minutes ago.  I think that, firstly, Office 2010 does have some very strong functionality.  I mean, for example, Excel, which is my favorite tool there, will allow most enterprises to do 99 percent or more of the business intelligence they want to do, and particularly if you back it with SQL analytic services, which allows you to have data integrity about the backend data for Excel, you really do have a very, very powerful BI tool.  And whether it's pivot tables, Sparklines, or the various functionality we've added into Excel, I think it's very powerful.

But, the really strong story about Office isn't really about the individual functionality in the products.  I think that is strong, but the really strong story is the way in which Office integrates back into our e-mail client with Outlook, and integrates forward into SharePoint, and integrates forward into CRM and workflow management.  And it's that end-to-end story that I believe is the most powerful enterprise story we have.  I was out at a large manufacturing client just a couple of weeks back and it was a discussion about whether they should go with our hosted mail offering.  And this is not a customer that's particularly friendly to us, and they came into the room, about six of them, all with iPads to irritate us, which was successful.  It always works.  That's a good trick to play.

And we took a decision, and actually it was a debate between us, should we do a full-scale demo of the end-to-end capability from Office, through to SharePoint, through to CRM, and we took that decision.  And it was quite interesting to see how the meeting evolved, because the customer was pretty cynical about us, as XP and Office 2003 started to lean in and started to say, wow, these guys are really tackling underlying productivity and collaboration issues in the enterprise.

And while this is a great, cool device I have, it's sort of a sideshow in that context.  And you could actually see one or two of them slid the iPads to one side, and started to come in, which is encouraging to us, because that is the story we're telling in the enterprise.  That end-to-end story, which allows you to really tackle collaboration at an enterprise level, really allows you to attack unified communications in a grounds-up way, without having to spend millions of dollars on big tele-presence capabilities, and does it all from that ground up of the PC, and the tools you have on the PC really resonated with that particular, very cynical CIO.

BRENDAN BARNICLE:  Given all that this question may sound ridiculous, but the Google Docs, are people using that just as a stalking horse in negotiation.  I mean, we hear different things about enterprises looking at it.  I don't think I've found any that actually deployed it.  Are you seeing it more or less ‑‑ is it primarily a negotiating tool?

ROBERT YOUNGJOHNS:  I think people are interested, clearly.  I'm not naive about it.  I think that there are businesses where probably it's got more traction than we realize, simply because we don't cover those businesses directly.  But, clearly it's a great negotiating tool.  If I was a CIO, I would make sure there was a big Google coffee mug on my desk when the Microsoft rep came to call.  I mean inevitably I would, in the same way that you wouldn't walk into your car dealership and say, hey, I've decided to buy a BMW, how much is it going to cost?  You tell a big story about how you've been to 15 other dealers before you got there.  So, I expect to see that.

In terms of enterprise traction, though, I think that where we're telling our story well, where we have good coverage, we're telling that end-to-end story I just shared with you.  We're adding to that end-to-end story our ability to deliver our Office applications suite through the Internet, with our so-called Web apps.  We've got a really strong story.  And I had a great customer negotiation a few weeks back where they kept threatening us with a Google alternative, and they kept taking the alleged Google price down and kept expecting us to respond, until eventually I said, I'm sorry, we're done, good luck.  And I could almost see a hint of desperation, no, but you can't, you can't you've got to bid.  And I think it was clearly part of that cycle. I expect that.  That's the life.  That's the life we chose to lead here.

BRENDAN BARNICLE:  In the enterprise, who else do you run into competitively these days?

ROBERT YOUNGJOHNS:  You know, it depends on the space we're talking about.  I mean, if we're talking about the data center particularly, clearly we run into VMware, and there our story is very much the virtualization layer is much over-hyped, and far too expensive.  And what we have in our strategy is to bring a much lower cost mechanism to virtualize with Hyper-V, and make the debate more about how you do systems management than what you use for virtualization.  What you use for virtualization is relatively commoditized.  It should be part of the operating system.  In Hyper-V, that's what we do.  And then, with System Center, we take the line of uniquely we will manage not only a Microsoft world, but we will also, if you want, manage instances of VMware virtual machines, and be heterogeneous in that sense.  And so that's a strong story.

And that's a battle that I encourage the sales team to take on very, very aggressively, because my view is that VMware clearly has ambitions that go beyond being the virtualization provider, and we've got to push back, and we push back now when we have really strong products like Hyper-V and Windows Server 2008.

The other vendor that I'm very focused on, and that I think there is a huge upside potential for us, is Oracle in the data center.  I think with SQL Server 2008, and with Windows Server 2008, we have an infrastructure platform that's as scalable and as robust as pretty much anything out there.

And our opportunity and our challenge now is to convince our customers that they take their tier one applications, their general ledgers, their ERP systems, and they run them on that platform, because that platform to combine with the latest server technologies coming out of Intel gives them massive price benefits, and also gives them the ability to extend in the long-term their application out into fields that they can't really think about now.  So, to me, that's a huge area of focus in terms of incremental opportunity we can drive in the data center.

BRENDAN BARNICLE:  Let's follow-up on Oracle.  Given your background at Sun, what do you think of this combined company, and either Sun being in a much different software business than it was previously, or Oracle being in an entirely new hardware business?

ROBERT YOUNGJOHNS:  I met a former colleague of mine who is actually in the audience here.  And we both shared the fact that we can't talk about Sun without getting emotional, and angry.  So probably I'd better dodge the question.  I think from Oracle, from a customer perspective, our customers would like choices there.  And they don't like the idea of being sort of brought into Oracle really soup to nuts now, from the server through to the operating system, through to the database.  And I think that that's why we have a very strong position there with Windows Server 2008 and SQL Server.

SQL Server in its latest generation is a remarkable product.  I mean, we have really brought huge enterprise functionality into it.  And our challenge now, as I said earlier, is now getting the credibility in the enterprise for them to accept it as more than the database for the peripheral applications, but the database for the very mainline SAP type applications.  And we're beginning to get some success in that space.

And my feeling is that the more success we have in that space, the more our credibility will raise, and the more opportunity we have to sell against Oracle for that.

BRENDAN BARNICLE:  And particularly as you look at your sales force, some of whom sold the data center for quite a while, but historically that's not where you guys have been as strong as, say, an Oracle or an SAP.  How do you go to market there differently than what you've done in the past to try and get more of that data center business?

ROBERT YOUNGJOHNS:  I think it's combining the product sale with the services implementation sale.  And those services could be from Microsoft with our own consulting services organization, or it could be from one of our partners.  And we've done a significant deal in recent months with Hewlett-Packard, for example, around the provisioning of services to implement virtualization and database solutions, because when you go into a customer and typically you're looking for a moment where they're on an old release of SAP, and they're about to upgrade to a new release.  And as a result of doing that, they're also willing to look at a platform change, that's the time you need to make the attack.  But you've got to go in there with a proposition that is more than just, we've got cool hardware, we've got cool software between us.  And it's significantly cheaper.  You've also got to go in with a services capability to actually underpin the risk of making that migration.  And that's why the partnerships with HP and others are so important here, and also why we're developing our own consulting practices around that.

I have many conversations with customers where they go, you know, we really, really, really want to do this, but my worry is I don't want to be a year's time in front of the CEO having had no SAP system for three months, and the business being basically out of business, and telling the CEO I saved $4 million on the licenses.  That's not sort of interesting to me.  So, you have to be with me during the implementation, and help underpin that implementation.  And that's why it's so important in that market space to do that as a broader settlement to the product, so it's got to have that consulting and services element with it. 

BRENDAN BARNICLE:  You hit on virtualization a bit earlier.  I was curious in following up on desktop virtualization.  We had a panel yesterday of desktop virtualization folks, and it seems to me quite split on what sort of adoption we're going to see there.  We've certainly had some high profile CIOs who've talked about buying concurrent seats from Microsoft, and cutting their number in half by using desktop virtualization.  There's been Gartner and other reports about what we're going to see for adoption.  But we haven't seen much so far.  Where do you think we see the acceleration, or it hits an inflection point?  And what are the gating items there?

ROBERT YOUNGJOHNS:  Well, I think the first thing for us on virtualization or VDI, is our tag to our customers is, it's a great idea.  And we'd like to work with you to understand how we're going to do it, and how we're going to do it in a way that makes the most sense to your enterprise.  And the next thing you have to do, having had that debate, and sort of taken off the uncertainty in the customer's mind that maybe we're a little equivocal about it, you then go into what's now going to happen, and what are the use cases.  And I would admit, I am a little bit of a cynic on this, because I was in Sun Microsystems in 1998, when we came out with Sunray, and I remember a great debate once where we were debating with manufacturing how many we should sell, and we in the field said a low number, and manufacturing wanted 100X.  I'm not kidding, 100X, because they felt that it was going to take over the world and destroy the PC.  I think you do have to work through the use cases.

The use case for a call center is pretty strong.  And we've got a great solution there with Citrix or one of our partners.  The use case in the enterprise varies depending on the nature of the user.  A Wall Street trader who really values the microsecond level response is pretty difficult to convince about a virtual desktop.

I was with one customer where I'm the executive sponsor, and the CIO was walking me around the new trading room they created where all the servers had basically been moved into the data center, and they'd actually used a dedicated blade server for every trader.  And I said, well, how are your traders voting?  And they hate it.  Why?  Because they can perceive, or believe they can perceive the difference in the response time between having their blade out there, and having the desktop on their desk.  Whether that's true or not, I have no idea.  I'm just passing that on.

And then there's application virtualization, which is a halfway state.  So, we work with a customer very openly to go through these use cases, and then try to understand what's the ROI and what's the functional requirement.

The ROI is often not as strong as people think it is, when you think about your need to enhance the server infrastructure, and enhance your communications infrastructure support as well.  But you've got to have that rational conversation with a customer.  But, it starts with us saying, absolutely, if this is what you think is the right thing for your business, we want to work with you to make it happen.  Now, let's go through the use cases.  And some do make real sense, thin clients on call centers and so on makes a lot of sense.  Others make less sense.  I mean, we use it internally.  We use application virtualization pretty extensively internally, and I get really irritated that my Adobe document takes a whole second to open because the application has to be loaded from the server onto my desktop.  And I'm sure there are many other things that I do during the day that materially impact productivity, you know, like getting another cup of coffee and all that sort of stuff, but I really believe that makes a difference.  And I think that's just the way users react.  They're used to the idea that it's there.  It's available, it happens then, and application virtualization can work really, really well in some cases, but you've really got to work through these cases.

BRENDAN BARNICLE:  And what's the economic case for Microsoft with virtualization?  How does it change existing licensing agreements, or pricing around desktop sales?

ROBERT YOUNGJOHNS:  We've simplified the licensing structure around it pretty significantly in the last couple of months.  And when we had something under the initials of VECD, which our customers on the whole didn't like, and we have simplified that very substantially.  But we see this pretty neutral in that sense, because there has to be a Windows license in the server space in order to run Windows in the server space, and so it's neutral to us.

What we need is to be seem as being genuine with a customer and working through what these use cases are.  And my suspicion is, and I've been in the industry an awful long time, is the desire for bandwidth always manages to exceed the supply.  And I think in the virtualization world, and the virtual desktop world that sort of is still the case.  I mean, you know, the need for people to have rich functionality on the desktop, whether it's the latest Flash thing they're trying to run, or a Silverlight application, or some graphically rich application continues to run ahead of the ability.  Now, in the spectrum of people, I will admit I'm on the cynical side, and time will prove whether I'm right or wrong, but that's my feeling on it.

BRENDAN BARNICLE:  Well, that raises an interesting question as it relates to servers, because given the advances in server virtualization, dual core, quad core, all the technology advances there, there's been some concern that given the existing huge amount of capacity we're building on the server side, that we might start to see server unit shipments decline at all?  Do you think that we may have some time where broadband has to catch up in terms of the content to fill those all up, or are we going to run into some sort of a stall there, or are we still running well ahead of that?

ROBERT YOUNGJOHNS:  We worry about that constantly and incidentally, I remember back in 2003 having a very heated discussion with Scott McNealy at Sun about the impact of virtualization on the Sun server business at the time.  So, it's not a new debate that's been going on.  If I look at the numbers, when I look at the shipment numbers for low-end servers they continue to do pretty well.  So, while I think intellectually, and being someone who started a career in mainframes, a system programmer with IBM mainframes, I'm a big instinctive feeler and pull all this stuff together.

The truth is what we're seeing in terms of volumes wouldn't support that right now.  What I think it will support is that with these new technologies we can run massive scale applications on what was previously considered to be low-end commodity hardware.  And at the end of the day if there's anything that characterizes Microsoft's market approach it's that.

It's our ability to take low-cost platforms and deploy them against applications that people previously thought were only the purview of highly specialist infrastructure.  And I think we've done that throughout the marketplace.  And I think our intent is to do that in the server space, and bring commodity economics, not just to the peripheral servers that exist around the mainline data center, but into the heart of the data center itself and if we do that I would see us as the net beneficiary of this, not as seeing any downside from it.

BRENDAN BARNICLE:  Great.  Other questions?

QUESTION:  (Off mike.)

ROBERT YOUNGJOHNS:  The question is about security solutions that Microsoft offers.  I think they are pretty broad.  It starts when they mentioned BitLocker, which sits on the client and really allows you to encrypt the data on the client.  And that's a very powerful solution.  We all have BitLocker in order to use what's called direct access in Microsoft.  So, we have with Windows 7 a capability that allows you to go straight through the firewall if you're traveling, into the host computing, and behave as though you're part of the host domain, even if you're not.  But, the requirements we use inside Microsoft are you have to have BitLocker to do that, and you have to have also our Forefront client security to do that.

So, we have a range of security products, both for the client, with our Forefront security product in the enterprise.  We have a variant to Forefront that works on the server network.  We have various offers for the consumer which are just downloadable from the Microsoft Web site, for example, Security Essentials.  So, I think we have a pretty good set of offerings.  That doesn't say there isn't room here for specialist security providers, there's plenty of room there for that, as well.

BRENDAN BARNICLE:  Other questions?

QUESTION:  (Off mike.)

ROBERT YOUNGJOHNS:  So, the question here is about Windows Phone 7 and it's applicability in the enterprise.  I've been using Windows Phone 7 for the last three or four weeks, and I'll give you my unexpurgated view of my original opinion.  Firstly I was a little bit cynical.  I've been used to using Windows Mobile 6.5, which I liked a lot, on an HTC HD2 and at first I thought, this is too consumer oriented.  It's great that when I enable my phone, and identified myself to Windows Live, it sort of remarkably customized itself.  And I was actually really quite amazed by that.  I found suddenly my social networks on Windows Live appeared through Windows Live Messenger.  I get to Facebook, so my Facebook social contacts appeared, which isn't actually that happy, because most of my Facebook contacts are pretty random.  It's people in the early days at Facebook I just said yes to and they say, can I be your friend without any sense of decision making as to whether they were or not.  So, it's a very motley collection of friends out there.  My Xbox Live account appeared together with the avatar that my nephew had created for me when he last visited.  It's not a flattering avatar, incidentally, because he clearly thinks I'm 150 year old.  But, it was all there.  So, my initial take, it's a great consumer experience.  I can go from the Windows Phone 7 marketplace.  I can go into Zune, the Zune marketplace.  And that's a great marketplace for media.  It's the marketplace we're using on Xbox.  And I can buy media now.  I bought a CD two days ago ‑‑ not two days ago, sorry, last week and then it's on my PC at home, because it's synching up between those states.

So, I think it's a very powerful play there.  But, as I got to use it more, I started to find the enterprise connectivity components.  So, for example, I can pick up an e-mail with a PowerPoint attachment.  I can access that PowerPoint attachment.  I can browse it.  I can even make rudimentary edits to it.  I can access OneNote through it.  I've got a tool that allows me to access the enterprise SharePoint portal through it.  So, I can get SharePoint documents and so on to load it down on the phone.

The mail client, because it's got Exchange at the back end, is a very powerful mail client.  It supports the things you'd expect with a modern mail client; thread management and all that sort of stuff.  So, it's a very powerful tool.  And I think it highlights what we've been trying to do with Windows Phone 7, which is to say, we had this debate a lot in one-on-ones.  You have to be either first mover or you have to be first follower, or you have to be a disruptor if you're going to go into the state.  And with Phone 7 I think our plan is to be the disruptor, and try and come at it with a different business model and a different approach, which is the phone that bridges between your social world and your enterprise world more effectively than anybody else.

You've got Blackberry on the enterprise sense that really doesn't try to play in the social sense.  And you've got iPhone, which is sort of starting to play the in enterprise, but predominantly consumer oriented.  And try to drive this thing down the middle.  And clearly, you've got Android, as well, trying to bridge both of those states.  But, I think that initial reviews, acceptance, and pretty cynical commentators is very strong on Windows Phone 7.  We should have the product in marketplace initially by the holidays.  That's our target.  And we'll see.  I'm a real enthusiast on what I've seen so far.

QUESTION:  (Off mike.)

ROBERT YOUNGJOHNS:  Our intent is to enhance the development experience for Windows Phone 7 dramatically over time.  We believe the developer is critical here, and I think with the Windows ‑‑ with Visual Studio Mobile Developer edition or whatever we call it, which you can download from the Web for free.  We've made a really good statement, a visual development environment for the phone.  I have written my own Hello World app using that development tool.  And candidly, it wasn't hard.  In fact, I was a bit disappointed how easy it was, because I like things to be a little more challenging in an evening when I just managed to do Hello World off it.

So, I think we've made a lot of progress.  I mean, the tool we have brings up what the phone will look like.  And you can drag buttons into it and so on.  So, I think we've gone for ease of use initially, to get that application infrastructure going.  We will enhance those tools over time, because the intent is eventually Windows Phone 7 needs to play as an equal citizen in terms of the development abilities.

QUESTION:  (Off mike.)

ROBERT YOUNGJOHNS:  Okay.  I think you're probably more of a specialist on that subject than I am.  So, I have to defer to you on that.  And I really don't know the answer on that one other than to say our intent is to produce the richest possible developer experience for the phone, because we want people developing phones quickly, but I'm not personally down at the level of what the APIs are.

QUESTION:  (Off mike.)

ROBERT YOUNGJOHNS:  It's a really hard question to answer, because I think it assumes there's a sort of exit cycle on consumer replacement of PCs.  I mean, I think that the economics of the PC business continue to drive people to want to enhance their experience and get new devices.  Now, I know I'm not a representative example, but if I now look at the number of PCs I have lying around my home and compare it with what I thought might be the case 10 years ago it's sort of crazy.  I mean, it's way up in double digits now, in terms of the number of machines just lying around the house.  And some of them are doing very specialist things.  I mean, I have one that is just there to manage the media.  That's all it does.  It sits in that media room and that's all it does.  It allows you to select what CD you want to listen to and all that sort of stuff.

So, I think there is a constant churn of requirement, which is enabled a lot by new low-cost platforms that are coming out there.  So, do I have a statistic on where we are in the cycle?  I sort of think of it more broadly than that.  Yes, there was a sort of ‑‑ a lot of interest driven by Windows 7, clearly, and things will trend back to normality, whatever normality is.  But, normality, I think, is always driven by innovation, new form factors and so on and so forth in that industry.

BRENDAN BARNICLE:  Speaking of new form factors, I'd be remiss if I didn't ask the obligatory tablet question.  I've heard the answer a lot of times, but I'm sure folks would be interested.  What's the status and what's going to make it compete with the iPad?

ROBERT YOUNGJOHNS:  So the question I guess is around the iPad.  And I would answer that in a couple of different ways.  And the second way may be surprising to you, but I want to go through it anyway.  The first is, I honestly think that the thing we talked about five years ago, ten years ago about the profusion of device that accesses the Interne,t is coming to be the case right now.  And phones are obviously one example of that.  iPad is another example of that.

But I think we're at the beginning of that trend.  I think there's going to be a massive profusion of devices that attach to the Internet over the next few years.  And I don't think it's a question of one device per person, or two, or whatever.  I mean, I remember back in the UK in the late '90s people talking about the end of the cell phone business because penetration had reached .93, and there was no way it could ever go above 1, by definition.  And then I look at today, and if I count SIM cards as a proxy for how many cell phones I have, I have at least four.  And various applications, they're all sensible applications.

So, I think we're going to see a massive, massive profusion of devices that access the Internet, and form factors that some of us can't conceive now.  Others we can conceive, like TV, and so on, and so forth.  I think it's our job, as a company, to persuade our partners, our OEM partners, that as many possible of those devices should run Windows.  That's our job.  And that's what we've set out to do.

But we also take a bet that says that we are more likely to satisfy and exploit that market of the profusion of devices, if we work through partners rather than try to provide the end-to-end experience ourselves.  It's been part of our DNA ever since this company was founded that we work with partners, and it's partners that produce the various form factors, types of PCs, et cetera, et cetera, that satisfy market demand.  We continue to take that bet.

We continue to believe that the Toshibas, the Sonys, the LGs, you name it, Dells, and so on, will be more effective at exploiting that profusion of device than we will be if we go after an individual form factor that happens to be successful in the marketplace today.  So, it's a very general answer, but it's what we believe very strongly.  And we will see.

I haven't answered both.  I'm going to insist I do both parts of my answer before I get derailed here.  So, we will clearly see devices of new form factors coming out over the coming months.  I've seen some really exciting stuff.  We did a preview of some of them at our sales conference a couple of weeks ago.  And, sure, we're selling to an audience of friends, but there were lots of gasps, and oohs, and aahs about some of the devices we have coming through.

And, incidentally, our local OEMs have already got in market some really good products in this space.  I mean, one example I'll give you is, I had a call from a healthcare organization in California, and the sales rep saying, what do I do, the doctors want iPads.  And I'm going, you've really got to push back here and say, no, they don't want iPads.  They want something they can sanitize, they can wipe the blood off, they can drop on the floor in the operating theater, and that's not an iPads.  There's good vendors out there we already have that do great slates ‑‑ Motion Computing is one of those ‑‑ that really satisfy that vertical niche.  We should not be embarrassed about going to talk about those.

An even more bizarre example was, I think they were just joking saying, we want iPads for tank commanders in Iraq.  And I'm thinking, you know, no, you don't.  You want something that's MIL-68 specified, and will stop an AK-47 bullet, you know.  So, I think we have to think that.  We've got some really good OEMs out in the marketplace.  And I'm actually very confident they will come out with great products.

So, the second part of the answer, which is the one that maybe you don't expect me to say, is that as we look at this profusion of devices, what's that going to do to the backend infrastructure?  The backend infrastructure is cloud services; it's mail services; it's collaborative frameworks; it's applications that our customers generate in order to serve up all these apps that are going to exist on the Internet.  I actually think that's going to drive significant load on all those backend services, and I think Microsoft is extremely well placed to take advantage of that, irrespective of whether it's cloud services, whether it's search, whether it's the infrastructure we sell to our customers, so that they can develop the applications that will service the needs of all these devices that come onto the Internet.

So, I think that's a separate thread that maybe we don't talk about, because often when I hear this conversation, there's a closed world, and the closed world has 350, 300-whatever the number is of PCs, and the question is just who gets that closed world.  I don't see it like that at all.  I think it's a world of many, many more devices, and incredible proliferation, which we will benefit from by continuing our strategy of working closely with our OEMs to come up with the right form factors.  And on the other side, we will benefit on the backend, because the backend load this is going to drive for services plays very much to our sweet spot as a server vendor, and as a vendor of cloud services.

Now you can interrupt me.

QUESTION:  (Off mike.)

ROBERT YOUNGJOHNS:  We don't use the "dominance" word.  (Laughter.)  I hear what you're saying.  I don't have a specific comment to that, but what I would say is that what we have done with Office 2010 is, we've enabled Web Apps associated with it.  So, if you're an enterprise, and you buy Office 2010 through our enterprise agreement system, you get the right to deploy and host Web Apps.  So, you can deliver much of the functionality of our applications through a browser.  And we will support the top three browsers out there, Safari actually hasn't made it into the top three browsers yet, but if it does, we will support it.

Sorry, just a cheap trick there, but never mind.  So, we will continue to do that, but for consumers Windows Live today offers Web apps, for consumers to use.  We will offer Web apps through our cloud properties.  And our vision there is to make sure that however you access the Internet, whether you choose to do it through a rich client, or through a browser, you will have access to that family of applications.  Now, there will be some functional differences.

I mean you won't get the full functionality of Excel if it's a Web app.  But, you'll get a lot of it, and you'll get the ability to take a document, for example, a rich document that was written in Word, and render that properly through the Web.  And I think that's a unique differentiator for us.  Just look at Google Docs.  It doesn't do that.  It doesn't give you that richness of functionality, that ability to go from rich client to the Web app, down to a browsing device like a phone.  I think that's a powerful part of our strategy around Office.

BRENDAN BARNICLE:  With this ongoing discussion of devices you guys announced support or some more formalized relationship with ARM about a week or two ago.  How does that play into this whole proliferation of devices thesis?

ROBERT YOUNGJOHNS:  You know, we as a company always explore what emerging technologies or other technologies we should be thinking about.  And if you think about Windows today, Windows 7 today, it exists in this form that you see on a standard PC.

We have an embedded version of it for people who want to create specialist devices, and want much of the functionality of Windows, but want to present it to the market in a slightly different way.  And then we have what we call Compact Embedded, which is typically for the small devices.  We might have a GPS embedded, and that's all it basically does.  And the Compact edition already supports ARM.  So, we see the current deal, I don't think you should read too much into it.  It's part of our ongoing research into various silicon technologies and how we might exploit those in the future.  But, I wouldn't jump to any conclusions from it.

BRENDAN BARNICLE:  Are there any other questions?  Then I'm going to wrap up with just one final one.  You had an extensive career throughout this industry, and you ended up in Microsoft.  And so what was it that compelled you to come here at this stage?

ROBERT YOUNGJOHNS:  That's an interesting question.  I left Sun in 2005.  I had aspirations at Sun that weren't fulfilled, which is why I decided to go and run my own company for a bit.  And when I was first approached by Microsoft my original take was, no, I've done big companies.  There's no way.  And I did Sun.  I did IBM.  It's now my time to do something different.  But, the second approach I recall, which was some five, six months later, which indicated how hard they were fighting to find anybody.  I was amused by that.  I went back and I said, fine.  I'm happy to get on the plane.  I'm happy to fly up to Redmond.  I'm happy to meet with Steve.  I'm happy to meet with Kevin Turner and others.  And actually I was extraordinarily impressed by a couple of things.  Firstly, the cloud strategy, because in Sun one of the things I worked on in my last year there was Sun grid, and the dollar per CPU, per hour.  And I have the sort of irony of we presented that to many potential clients and really thought it had a great future.  And sort of somewhat disappointed subsequently that it wasn't realized.  So, I liked the approach was taking to the cloud.  I liked the approach that it's got to be a business decision, and you really have to produce the underlying technologies development frameworks.  I thought that was powerful.

I also liked the persistence that Microsoft has.  Maybe I'm a little stubborn myself, but I think persistence matters in this business.  I think it's easy to get pushed off course by the latest trend, the latest gimmick that's come out there.  You've got to be persistent.  You've got to believe you're going to win in the long-term.  And I really like that about the way Microsoft approaches R&D.  Sometimes people criticize us for it, but after the event when it seemed to be successful people went, wow, that was the right thing to do.

A great example to me, which I lived with personally was Windows Server, because when I was in Sun in 1998 no one took NT, which was the Windows Server, seriously.  It was a joke.  McNealy would joke about it, not there, not today, not tomorrow.  I had a Windows NT screensaver riddled with bullet holes on my Sun Workstation.  And yet, if you think about how that rolled forward, persistence paid and Windows server became more and more respectable, more and more robust, more and more scalable, and probably was one of the factors that caused Sun to struggle in the way that it did, because suddenly commodity platforms were able to do far more than anybody realized.

So, that was, to me, a great example of persistence.  I continue to see that play out in the company.  And on top of that I think it's the ability to take an idea, take a strategy, and be willing to put the investment to go make it happen.  So, those are the things.

BRENDAN BARNICLE:  Great.  I can't think of a better way to finish the conversation.  Thanks so much for joining us today.  We really appreciate having you here.

END
