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Integration Vital to Success of Microsoft's Acquisition of Skype 

News 

On 10 May 2011, Microsoft announced plans to buy Skype for $8.5 billion in cash. Skype will 
become a new business division within Microsoft. Skype CEO Tony Bates will become 
president of the division, reporting directly to Microsoft CEO Steve Ballmer. Microsoft plans 
to offer Skype on its Xbox consoles, as well as Windows Phone and Windows devices. It 
plans to connect Skype users with Lync, Exchange, Xbox Live and other communities. 
Microsoft has pledged to invest in and support Skype clients on non-Microsoft platforms. 

CCS Insight 

In an unexpected move Microsoft snapped up Skype for $8.5 billion in an all-cash, 
unsolicited deal. This reflects Microsoft's determination to stay relevant in the fast-moving 
social Internet segment. Given Microsoft had many of the assets Skype offers, the purchase 
could also be viewed as a defensive move to ensure that rival Web players (notably 
Facebook and Google) did not get control of it. Microsoft will be hoping that owning the 
Skype brand and the associated verb ("I'll Skype you") gives it a popular Internet platform 
that is engrained in everyday Web usage. This is in contrast to the Microsoft brand and 
related services such as Bing, which have failed to capture users' imagination enough to 
become pervasive verbs, despite the hundreds of millions of dollars invested in them. 

CCS Insight had already suggested Skype would emerge as an acquisition target in 2011, 
predicting that Facebook would buy it (see CCS Insight Hotline 2010-84: Predictions for 
2011 and Beyond). We believe other suitors may have been interested in Skype, including 
Facebook, Google and Cisco, though it has not been confirmed or denied. Microsoft should 
continue to court Facebook as a partner. Facebook's 600 million users are an attractive 
target, though Microsoft's small stake in Facebook is unlikely to give it much leverage. 

Skype has seen impressive growth over the past 12 months. It has more than 170 million 
connected users, of which 8.1 million are paying customers. Although the proportion of 
paying customers is small, it saw 20 percent annual growth in 2010. 

Introducing the acquisition, Steve Ballmer indicated that Microsoft sees numerous areas 
where Skype can be integrated with existing Microsoft products and services. This was 
clearly articulated in one of the slides shown at the press conference (see Figure 1). 

 

Figure 1. Slide showing positioning of Skype in Microsoft portfolio 
Source: Microsoft 
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There are clear synergies with Microsoft's Windows Live Messenger service and Lync, its 
unified communications platform, which already offers presence, instant messaging, 
conferencing and voice communications for business users. 

Integration with Windows Live Messenger and Lync will mean Microsoft will have to make 
some tough decisions, given the overlap between the services. Initially we do not expect 
Microsoft to merge Windows Live ID with Skype user credentials. We predict the first step 
will be to allow interoperability between Skype and Microsoft's own messaging platforms. 
We also believe that Microsoft will find it harder than expected to deliver a single sign-on 
for all users. This has already proved to be a challenge as Hotmail, Xbox Live and other 
service credentials have been merged into Live ID. 

For Microsoft's enterprise users, Skype integration is potentially more problematic despite 
the central role the Internet now plays in day-to-day business transactions. Many IT 
departments already block access to the service, although its clever design and ability to 
access any free port to tunnel through networks and firewalls means that many users 
regularly get around corporate policies. A further level of complexity is the strong end-to-
end encryption used by Skype, which has made it difficult for enterprises to monitor 
traffic, which is regularly cited as an important measure in efforts to comply with 
Sarbanes-Oxley regulations. Microsoft will need to address these concerns before it embeds 
Skype deeply into products such as Exchange, Lync and Outlook. At minimum it will need 
to offer a set of policies to allow enterprises to manage Skype access. 

Beyond Microsoft's core messaging products the company also sees significant opportunities 
for its consumer Xbox and Kinect products. Users can already communicate with each 
other during game-play, but good integration of Skype, combined with Skype's huge 
number of users, could result in exponential growth in peer-to-peer messaging and video 
calling on the Xbox. 

The Kinect controller would allow Skype video conferencing on TVs. CCS Insight has long 
believed that controlling the living room is a major element of success in convergent 
communications. Microsoft was among the first to understand the trend toward a digital 
home with its Media Center software in 2002, but has repeatedly failed to capitalise on its 
early lead. Skype could offer Microsoft a chance to challenge the strong inroads Apple has 
made in this area in recent years (see CCS Insight Event Report: Apple Pushes for 
Ownership of the Living Room). 

Video is poised to play a central role in Skype's future. With 40 percent of Skype calls 
already using video communications, this is clearly a growth area in terms of usage and 
revenue. Skype's Mr Bates believes that video advertising will create new sources of 
revenue for the business. Possible scenarios include advertisements before and after video 
calls, but also the ability to distribute movie trailers or other video content between users. 
The challenge will be to ensure that Skype users are not alienated by intrusive video 
advertising on a service that has historically not bombarded users with banner advertising. 

Microsoft's ownership of Skype poses a significant competitive challenge to Apple's 
FaceTime. At FaceTime's launch in June 2010, Apple CEO Steve Jobs went to great lengths 
to stress that it would become "an open industry standard." Yet it has remained a closed 
system limited to Apple products. In contrast, Skype is available on a plethora of devices, 
including Apple's own iPhone; the iOS Skype client has been downloaded onto 50 million 
iPhone, iPad and iPod touch devices. It now seems even less likely that interoperability 
between FaceTime and Skype will come to fruition. 

This underlines the value associated with Skype's cross-platform credentials. Microsoft has 
made it clear that it will continue to support Skype on other platforms. The decision to 
establish a stand-alone division reinforces this approach and should ensure other Microsoft 
groups support non-Windows versions of the Skype client. This will be central to Skype's 
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future success given its high penetration on Android, iOS, Linux, Mac OS, Symbian and 
other platforms. 

A noticeable exception to this list is Windows Phone 7, although Joe Belfiore, director of 
Windows Phone program management, told developers at Microsoft's MIX event in April 
2011 that it was "coming in the fall". This is a positive development, as we believe the lack 
of a Skype client may have put some people off buying a Windows Phone 7 device. 
Furthermore, Microsoft's acquisition should ultimately provide Windows Phone devices with 
the best Skype implementation on a mobile device, although most current models lack a 
front-facing camera, which will be required for video calls. 

One possible reason for Microsoft's initial reluctance to offer Skype on Windows Phone may 
be that it was nervous about the reaction of mobile network operators. We believe 
operators' perceptions of Skype have changed dramatically over the past 12 to 18 months. 
Historically, this acquisition would have been given a hostile reception by fixed-line and 
mobile operators. But this view has softened and although some are still uncomfortable 
about a potential loss of revenue, particularly from roaming, there seems to be a growing 
acceptance of Skype. The change in attitude was highlighted by the announcement in 
March 2010 that Verizon Wireless would allow unlimited Skype usage on some 
smartphones. It also announced a dedicated Skype client for Samsung's Droid Charge LTE 
smartphone when it was unveiled in January 2011 (See CCS Insight Event Report: Consumer 
Electronics Show 2011). 

Microsoft's Skype acquisition could be viewed as good news for Nokia. The Finnish company 
was one of the pioneers of Skype on smartphones. It first deployed it on its Maemo-based 
N800 Internet Tablet; this was followed by support for Symbian, and more recently the 
N900 was among the first mobile devices to offer Skype video calling. Nokia will be hoping 
that its close relationship with Microsoft may help it deliver strong Skype clients on its 
Series 40 and MeeGo devices in future. 

It should also be noted that Skype acquired mobile video broadcasting and sharing 
company Qik in January 2011. Qik has over 5 million users with video clients on all the 
leading smartphone platforms. This is an additional aspect to Skype's mobile credentials 
that has been overlooked by many commentators. 

Ultimately, success will be determined by Microsoft's ability to integrate Skype into its 
business. There are countless case studies of large well-established companies that have 
sought to further their aims in the Web world with expensive and ultimately catastrophic 
acquisitions, most notably Time Warner with AOL and News Corporation with MySpace. 
Microsoft's most recent case study in this area was its $6 billion purchase of aQuantive, an 
online advertising broker, in May 2007. It has lost many key staff and the unit continues to 
be part of Microsoft's loss-making online services division. 

Microsoft's creation of a dedicated division offers Skype some autonomy which should 
prevent it from getting lost inside the corporation. Careful integration of Skype's 
capabilities across numerous Microsoft products and services should deliver a growing 
community and stronger revenue from an already widely used and well-known mass-market 
Internet service. 
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