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Dean Dubinsky, Kirkland Programsing Center, 2056-803-0600 X1127
DUBINSKY at AUSYM6, FAX: 206-822-6999 (no TIZ Lina)

Subjact: Letter to Gerstner

Attachad you will find amy response to your request for
a letter to be sent from Rich Thoman to Lou Gerstaer,
requesting the background, status, and direction for the
Windows 95 negotiations.

Plecasc note that in ay latest discussions with Hicrosoft
they are planning to close out MDA discussions on April 20th. - M

I will also send this to you in & file, WINDOWSS SCRIPT. =
Let me know if this peeds any additional work.

Thanks

Dean

The purposs of this letter is to document the history, current status,
and future direction of IBM's negotiations with Hicrosoft with respect
to Windows 95.

-

Background:

Last susmer after wy maeting with Bill Gates, Bruce Claflin and Tony
Santelli aet with Microsoft's Joachim Kempin, Sr VP of OEM Sales. The
output af this seating wvas a document defining tha guidelines for a
potential 'Alliance' botween IBM and Microsoft. This initiavive was
0ot approved by the IBM CEC.

The next series of secetiogs were at COMDEX in November. During ‘these
meetings, I along with Brucs Claflin and Tony Santelli met with Joachim
Kempin and Bill Gates. IBX clarified it’s commitment to "IBY Products
First", and outlined the PC Coopanies plan to praloed 0S/2 WARP om all
systcas. IBNM also stated that it would limit activities with Microsofe
to activities that guaranteed the customer a good end user experience
once they had purchased IBX Hardware and Microsoft Softwars. As for
Windows 95, IBM requested consideration for tha total expenditure of
dollars to Microsoft; 1. In sales of Hicrosoft products by the PC
Company; 2. In the cost of development, test, and support in porting
Windows/NT to the PowerPC; and 3. In royalties paid to Microsof: in

the sales of IBM Softwars products such as 0S/2, LAN Server, etc.

Windows 95 Licensing Discussions:

From the start, ¥icrosoft informed IBM that the royalty rate for
Windows 95 would be $75. Nicrosoft outlined that the Licensing

of Windows 95 would consist of a Harket Develcpment Agreement,

MDA, as well as Licenco Agreement. The initial MDA provided to
I3M outlined activities that would allow IBY to reducs the

royalty by $25. Evaluavion of these activities, which wera mostily
promotional activities im support of Windows 95 » laft the IBY PC Co
in conflict with the overall objective of "IBM Products First .
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Only about 1/3, or §8, of thess reductions could be realized
while remaining within the "IBM Products Firse™ guidelines.

Microsoft decided against a "revenue based" license agreesest for
IBM as discussed at Coadex. Instead Microsoft has stated that they
intend to treat IBM as 'any other CEX’, and have provided 1BN with
the standard Windows 95 License Agzeement. This license agreement
is curzently uvder raview by IBM Legal and Contracts.

IBM has been in negotiations with Microsoft for sevaral months in

an attempt to agrec upon acceptable MDA activitias that meet both

the "IBM Products Firse" initiative, as well as criteria acceptable

to the Windows 35 Product Development team. To date, IBYM and Microsoft
bave agreed upon items that met out to a toyalty of anywhere from

$65 to $51 based upon preload volumes of 1X/ap

© 300K/ao0 respectivaly.
onal MDA activities with Q\a’ﬁ
gft, could result in & best case }\
m—

Microsoft,

. zoyalty rate of approXing Best—guess Q—~ el
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Changing Market Place:

While the IBX PC Co has been focused on the Spring roll out of the
Select-A-Systea dual boot preload of DOS/Windews and 0§5/2 WARP, -
Windous NT aud Windows 95 support sctivities has taken s lover’  §
priority. 1In tha same timeframe, our competitors ara engaging

with Microsoft in promotional activities in support of these

Operating Systeas.

Our customers, Merril Lynch, Freight Liner, Pbilip Morris, Duke
Power, are experiencing compatibility probleas with IB¥ hardware
and questioning IBM's commitment to ¥Windows NT. With this track
recozd, it is easy to predict what will happen whea Windows 95
becomes available in August. Already cne customer, Dow Chemical
has chosen Windows 35 and bas approached IBN to detexmins IBM's
commitment to Windows 93.

Finally, in the consumer space, Windows 95 will be critical to
the success of our Aptiva line. Ig a market space vhere consumers
know little about the products their buying, most major OEMs have
already anncunced their intentions to ship Windows 95 as scom as
the preduct is availabie.

Future Direction

I plan to re-engage with Microsoft ag the executive lavel to determine
what is required to close the gap with our compatitors. Our customers
will demand that IBY provide Windows 95, and IBM campot compete fairly
with such a disadvantage in royalties. IBM must be prepared to share
vwith Microsoft the fact that we are in the process of rathinking the
goals of the IBM -~ Microsoft relationship as outlined in the Condax
maetings last fall. o & =

IBY must also be prepared to step up it's current support position
with respect to Microsoft products, particularly in the areas of Windows
95 and Windows NT on Intal Based systeas. This is nothing more that
what our customers will expect fros IBM. I recommend that IBM

expand it's relationship with Microsoft in the areas of developnest,
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7 test, support of large accounts and trade show activity.

Working with Microsafe g developaent of new tachmologies such as

iad RN

MWAVE, advance Power Nanagement, INFRARED, will ensure that IBM lesading

edge technologies, become industry standards, as opposed to legacy
harduare. Testing of IRM Systems and adaptar configurations with
Hicrosoft Operating Systems and increased support of Large Customer
Accounts will easure Customer satisfaction at evalnacion and

customer a ‘choice’ of OPeXating systea environments. Such
activities can be used in barter with Microsoft to reduce the
Windows 95 royaltias and thus become self funding efforts. 1In this
way, IBM benafits with reduced Toyalties and our customers denafit

==== Dean Dubinsky, Kirkland Programeing Center, Dapt C02 ---.
==-= Divisica 51, 3600 Carillen Point, Kirkland, Ws. 98033 ----
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