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{Introductions.]

MR. O'NEILL: What w='re going to do is take the next
hour and we're goinrg to have a chance to talk over how's business
going, now is Microsoft's relationship with you, how's our
relatlonship with the customers, et cetera, et cetera.

We hope that you will be active participants in this
process, because this is your chance tc be heard as well as,
hopefully, Jim can ask gquestions of you to understand how thirgs
are going.

For Jim's benefit I'11 introduce a couple of people.

Michele is Jim's technical assistant, even though she has a big
formal title; 1s taat right? But she helps on the technical side
with Jim, so she's come here and joined us as well.

Pat HJayes, who's down at the very end, 1s our
director of our seminar sales team. All of you are here because
you came to a Microsoft TSZ2 event. Pat is the manager of the
seminar team which TS2 is a part of. That also includes Microsoft
Big Day event that you might have heard of, Microsoft TechNet
events, Diversity events. There's about five different things we
do. So all that falls under Pat's domain.

John Weston, who's right here, is our TechNet
manager. He's Just starting up a brand-new team. He's inherited
the TecaNet world. And you'wve got to go to launch with your first
seminar --

MR. WESTON: Next Tuesday.

MR. O'NEILL: —— next Tuesday. So it will be very
exciting to go to some of these.

And then I have Jennifer Turveold, who 1s here. She,
along with myself, manage the T52 events that y'all got a chance <o
see, hopefully, and enjoy.

And then we also have 3ret, who's been ocur lovely,
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gracicus host this morning. EBret is one of our technical
presenters and he helps cut doing all kinds of things. Kind of a
universal guy.

So with that, what I would love to de is Jjust starLl
arounc the room and have everyons just kind of explain who yeou are,
your company, Just real quickly give an introduction.

MR. ALLCHIN: And whether you do development or not.

MR. CQ'NEILL: Whether you dc development., We'll
start with you.

MR. MOHAMED: My name is Shazad Mchamed. I'm the
chairman and CEC cf GlobalTeck Soluticns. We're an applicatzon
develaopment and consulting company. Mostly de mobility and pocket
PC's, hospitality space. Work a lot with .Net and a lot eof
Microsoft technelcgles as cur core business.

MR. FLEET: Jack Fleet. I'm with PFK E-Business
Syvstems. We are an application development shop. We predominately
are a Microsoft shop. We dabble a little with other technologies.

We've created private trade exchanges, portals using QR
technologies and are starting te work with .Net on some projects.

MR. ALLCHIN: MSNQ?

MR. FLEET: MSNQ.

MS. HUTCHISON: I am Sharon Hutchison. I'm the
Internet web master at ePartners. We're a Microsoft Geld Certified
Partnesr. We're a technology sclutions provider for the middle
market, primarily accounting systems, that sort of thing.

I'm a journalist who has proven that Microsoft Front
Page can manage an intranet. I've done this for about five years.

I've done it for three years at ePartners, a couple years at Ernst
and Young. Sc I'm as technical as I have to get. I use 3equel a
lot. I see Bambi's eyes every time I open up a connection.

MR. ALLCHIN: That was a long time ago.

214.855.5300 800.445.7718

MS-CC-RN 000001062216
CONFIDENTIAL




Microsoft Vendor Meeting 9/25/02

MR. MARTIN: My name is Joseph Martin. 1I'm the
presicent of Seoft Solutions, Incorporated. I'm a Microsoft, IBM
and Hewlett Packard partner. We're a full service MIS shop for
small/medium sized businesses internationally as well as, you know,
demestiz. We de development, but we do everything from A te 2 for
our customers.

MR. RATAJCZAK: John Ratajczak, Quinn Technoleogy, IT
service. Any development that we d¢ is primarily on the Web site
side, and have a very big interest in the migration to the .Net
world.

MR, WATTS: Cleal Watts, chief financial officer.
Because TSR, in particular, 1s the one that handles all of the
hardware, from heavy armor down to PDA's. We don't make PDA's or

tablets yet, but we're thinking about 1t. And then all the

acdditional scftware -—— software companies -- developing software
companies -- the strong ones we have running right now are law
enforcement. Probably twoe-thirds of the East Coast -- less --

run our scoftware, lot of the states. We then have state s that
have passed laws that if they're using cur software it's
automatically admissible in court.

One of the programs that our stuff will run on --
let me think, 50 and under coperating systems, right now we
generally use Sequel. We alsoc are internatiocnal. We do things
like China's pestal service. We designed the software systems con
that. We generally try to use Sequel. Oh, won't use all of them
but try to meoderate to Sequel and pretty much stick with the TCIEFE
for communicaticons on wireless. We do dispatch. Anything that
goes out arywhere, anytime we work on it.

MR. VINOKUR: My name is Aron Vinokur with Mondial
Systems. We de NC services. Citrix inclined. Development
projects management, the actual development. Somewhere in the mix.
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Primarily we call ourselves the i(not audibkle;).

MR, ALLCHIN: Well, I run the platform system at
Microsoft, the operating systems area, the servers and the
develcpmental side, Net Studic .Net.

And I want te thank vou for coming to have breakfast
here and also -- you know, we can make this two way, but if vyou
don't ask me gquestions T will spend the whole time peppering vou
with gquestions,

You need to be very cutspoken, because this is a huge
oppertunity for me to come and talk te you.

I wanted to do this meeting specifically. T asked
for 1t because I wanted to know what was on your minds. T mean,
it's a tough economy. I wanted to know how we could help you be
more successful in your business. I -- I'm very interested in
what you see happening, what you see happening in the Linux base,
what yoi1 see happening in terms of your customers, what we can do
to improve things. You know, I'm ~- I build ry organizatien, the
technology, ouz 1f you want to wander down into licensing, we can
talk about that as well.

But ——- and I'm willing to share with you, vou know,
my view of what's happening in terms of technology that's coming
from Microsoft. And in fact, let me start off on that.

I'm pumped in terms of this stuff that's coming, in
terms of new technical things. It's -- the economy may be tough
right now, but Micreoscft's 1n a position to i1nvest and we are
investing in, I think, a number of advancements that are going to
happen 1n technology that will make pecple's businesses more
effective, more productive. They can do things they've never done
before.

We're —— I'm more convinced that basically each year
it's just going toc be another huge step up. I brought a tablet. I

214.855.5300 800,445.7718

MS-CC-RN 000001062218
CONFIDENTIAL




Microsoft Vendor Meeting 9/25/02

don't know -f you'wve ever seen a tablef. But just that alone -s
going to change certain information wozkers, what it is that they
could have done before. Sc -—- have you sean the tablet? Okay.
Great.

Sc we're very, very excited about what prooucts like
that could do. And that's just one type of innovaticon. And
whenever I'm out showing pecple things like the tablet, they say,
"Wow, you know, I could use this, you know, in my" -- a dentist
could use it, a real estate person coulc use 1t. Anybody that's on
the go could use it. And in scheools, it's an incredibly exciting
area for them, for a student who wants to be mobile, needs the
laptep, and they give up nothing to be able to make 1t 1into
essentially a -- a journaling, a note-taking item for their
school, which they can then save that.

We have Windows .Net server coming up within the next
few months. Have you seen that? Had an opportunity? Ckay.

Sc¢ we're not going tc ship it until it's ready. So
we have a hold 1n terms of quality. But we think that it's going
to reduce the time that peeple -- you know, that 1t takes you to
insgtall it, if you actually install it, in terwrs cf it's a
raole-pased system where you can decide, this is file server, this
is a print, et cetera, et cetera, et cetera, and we lock it down,
the surface areas are snaller, for security reasons, so we think
it’'s much better. But the thing that we're probably the most
excited about 18 -- yes, there's a new version of Share Point
coming cn, which is alsc very cool. But I'm excited about the way
the ASP .Net system works there. So how fast you can write
applications and how well they'll perform once you're running in
that envirconment.

If you have customers that are on NT-4, I think we
need to help you in the business case ta get them off of 1t. But
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in terms of security it's night and day. You know, we've got to
get the people off NT-4. Can't have -- 1t's a 1996 technology and
the level of concern over security and the like at this point I
really tnink 1s guite different than now. And Windows ,MNet server
is focused on trying to take that to the level I think we should
ke,

So T mean, I can talk about what's coming next. T
will spend a couple more mirutes on that. Then T will turn 1t
arouncd.

We have a new version of Sequel that will —— well,
cn the client side we have Office 11 coming. And Office 1l is --
1t depends on which particular application that you're interested
in. I spend my life in Outlcok so Qutlock is significantly
improved, significantly. It's improved especially 1n the case of
the mobile world. That's the case where I've seen the biggest
changs. It's a change because everything is basically cached.
Before, if you were mobile, you were getting these messages popping
up saying, "I just lost the connection." If you live with
wireless, one wireless point to another, it's wvery annoying to end
up having to stop Outlook in some cases in order to get the —-
you're laughing at the end of the table -- in order to move it.
That all goes away.

If there's any connectivity that iz can smell, it

will just start sucking down mail or pushing mail out. And you

basically don't see the lack of connectivity or see the fact that

there's any cennectivity there. 5o you feel like you're in a nice

environment all the time. You can still put everything on the

server, you know, you will still have that ability, where you're

basically -- vou have a smart graphics interface, kut all storage

1s remote. But in the case of the mobile, it's much, much nicer.
It's alsc just a lot smaster in the way it can
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organize mai® for weu. And if vou have -- i1f you're in a heavy
rmail environrent, you can have previews on another monitor or on
the same monitor, just side by side, which 1s very nice. And with
the capabilities that we're doing in terms of public use, you can
now get encrypted mail set up very easily, so if you can have
encrypted mail or assigned mail without having to be a genius -n
setting up the PKI structure. And, you know, even on the client
side you have to ke a genius to get the cert set up here. So that
problem basically goes away. You can call that a security feature,
but it can also ke called sase of use. We sort of did it before,
but now we make 1t practical for a lot of people, and 1t's very
nice.

Then we've got a big version of the Sequel server
coming called Uconn. And what that does 1s -- there are two
fundamental ways te think about it. First, put XML to the core of
what we have 1n the data base, so it makes it much easier to store
and manipulate XML. And second is that we put .Net, the .Net
framework and CLR that are coming in Primetime inside Seguel so
that you don't have te -- you can program in any language you like
that's a CLR-based language inside ¢f Sequel. So to store the
procecures now 1t can be EB, and you will get performance and
execution, unlike today. Or you could do C-Sharp or, you know, you
could do Java, whatever you like, and store procedures inside the
data base.

And then the future, at least from the platforms
area, the next wave is something called Longheorn. And Loaghorn is
a whele new generatien that has some fundamentals of a new storage
system, which is much richer than what we have today. And the
client thinks about it as a data-basing/file systems integrated
together. $§o 1t actually would be a storage system on the client's
server. You can do dynamic rndexing. And the whole idea of having
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te force folders where you create the Zolders, the system can do
the felders for you dynamica’ly on the fly based on properties.
Conceptaally, you can think of the folder or that particular
grouping as just a propecrty in the new world. So you could do a
new Lclder based on date, so the system could automatically cluster
kased on when you wrote this particular document or when vou put 1t
on the system. So you could just collect them that way. This is
true on the server as well. It's an automatic dynamic indexing out
there.

New graphics on the client side. 3-D -- most every
machine has 3-D tcday, but no aps to use 1t. OS doesn't really
give yocu the deep support that you need. And we'll add 2-D
graphics through managed interfaces so that you can do these
folders I just talked about. Imagine, you can do 3-deminsicnal
presentations of these clusters so you can see nice shading going
on 1n tne background. And alsc digital media is being further
integrated in. And it -- we think digital media is going to be
key for businesses as we move ahead. Delivery of words, numbers,
s1ghts and sounds. So whether it be in the dentist's office where
they're actually taking not eonly digital photos but digital mevies,
and you're being able to categorize that, being able to watch
pregressions of jaws or whatever. And we're trying toe build that
foundation -nto the system.

There's a bunch of new networking that we've put in.

Be network peer to peer. Nice collaborative, simple meeting.
Suppose you don't have any servers, just walk into the room and
everybody opens their laptops, have syvnchronized power points
happening. They can share things, et cetera. 3o I'm geing to stop
there, and I'm going to turn around and start asking guestiens.

What can we do -- what's the number one problem with
Micresoft that you have?
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MR. MARTIN: Security.

MR. ALLCHIN: OQkay. Tell me about it.

MR. MARTIN: Just last week we were attacked from
China. They were attempting to de a buffer overflew with closed
Megsenger -- Messenger server. And we were getting -- we could
just watch their attack progress. And kecause we have
international customers who de business in China, we can't block
cff all of China. And we traced the attacks back to where it came
frem i1nside China. Actually, it was in China Telco. And their,
quote, Jnguote, abuse e-mail just bounces the e-mails back to you,
so there's ne way to report any abuse to them. And nobody can seem
to do anything. And, T mean, I had to spend a day tracing back
where all these attacks were czoming from, you know, monirtoring --
luckily we had everything patched up sc that the servers were hard
net, they couldn't do anything. But you could just see thelr
Messenger windows pop up as they were just trying to buffer
overflow it. And you see each screen and they would Just add more
data and just keep trying tc eventually get it to where it would
break. But luckily Messenger was a-okay, so it didn't do anything
to the servers. But, you know, I would like to see something more
within the servers themselves of intruder detection, you know,
making 1t a lot easier for us to say, oh, hey, you know what -- T
mean, the only thing I can think of that makes sense is possibly a
feature off of ISA server where you could assign a property list of
IP addresses to a service. Or you can say, hey, vou know what,
this service should only be available tc machines in my local
subnet. And that way Messenger -—- because we had to turn it off
Just to stop them from constantly —— I mean, we could have blocked
their IP, but, like I said, the problem is, as soon as you block
one IP they just turn around and just hop on another one, and
ancther one —-
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MR. ALLCHIN: I understand.

MR. MARTIN: -- and ancther one.

MR. ALLCHIN: Where 1s their sites of attack that you
might expect --

MR. MARTIN: Actually, from France Telco and from
China. And like I said, there's nothing we can do to -- every

time we try to -- we got the FBI involved, but our hands are tied

MR. ALLCHIN: We'wve been there.

MR. MARTIN: I'm sure you ¢lys are experiencing the
same thing.

MR. ALLCHIN: And there's no one home when you go to
call.

MR. MARTIN: Yeah.

MR. ALLCHIN: And the FBI, although they will dc
certain things, it's a hard problem.

Well, I didn't mention 1t, but we're on & path to, if
I could use the term, Jjust get back to the basics. 3o over a
period of years T hope that you've seen Microsoft improving their
reliability, improving in scaleability. We made a commitment on
security and we are -—- we are woodshedding on security right now.
And what you will see is that Windows .Net server 1s —- this 13 a
journey first, but in terms of big jump up, you know, Windows .Net
server is a huge step up in terms of this. We retrained basically
an entire platforms team. Just in Windows alone, probably 5,000
people. We retained all those, spent two months sort of backing
up, retaining, doing threat modeling and walking through tne
system. And we improved -- some of those changes went back to SP1
for Windows XP, and in terms of the Windows .Net server it got tons
of that review implemented in terms of it.

We're feeling pretty good. We also created the
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security business unit, which is focused on exactly the type thirgs
you mentroned --—

MR. MARTIN: I go to Micrcsoft.com, Zorward slash,
security ard I've gone there and --

MR. ALLCHIN: There's not geing te be anything about
what -- that new group because they're -- they're too new. And
they don't —-- they owned I3A, the Internet Security and
Acceleration products, buat in terms of their work on intrusion, we
have some really good 1deas. Today this antivirus approaca 1s not
—-— may a0t be the right solution, sco we tnink we can do some work
in behavioral analysis that could do a set of rules that you could
apply that don't have to be updated. So you wouldn't have this
constant stream of, YOh, the next thing is found, do I hawve the
right antivirus, you know, wvector on my machine?” Suppose that you
could apply a more intelligent sclution that's watching for certain
seguences --

MR, MARTIN: A pattern.

MR. ALLCHIN: A pattern that we know someone should
think about before they allow. And so¢ we're investigating that.
But it's all about intrusion detection. T wouldn't say detection:
I would say intrusion prevention.

MR. MARTIN: Frevention, yeah.

MR. ALLCHIN: So that's the path that we're on
regaraing that. Okay. BSo I heard that. Security. What else?
Somecne else?

MR. FLEET: Well, I've heard security too from my
clients as well. Security, thrustworthiness, privacy of
information. Those are key issues for them. Last week I was at a
seminar and I was speaking -- I was talking with a gentleman from
Cisco who mentioned to me that recently there was an attack in
Japan on their 911 system through the cell phenes, through wireless
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devices. That a virus had actually infected wireleszss devices; 1n
turn, all at the same time they called 211 in Japan. And so
security's becoming much, much more impcrtant, not just on
operating systems and on applications, you know, desk tops, but
also now on wireless devices as well., And T think that that's
something that our customers as< about. We're working with
Microsoft technelogy. Of course, all the heat, press lately about
Microsoft and the security packages -—-

MR. ALLCHIN: Let me push on this just a minute. We
sald that we were going to get focused on this trustworthiness.

And what that meant was more transparency. Anytime that we found
gsomething we were going bto puplish 1t. We're now getting abuse --
I mean, it's not like Linux cr Selaris or -- you pick your system.
It doesn't have as many -- in many cases more than we do; 1t's
Just that we're coming out and we're being very proactive about 1t.
Iz that a mistake on our part? I think it's the right thing to do
with the custemer, sa ——

MR. MARTIN: Well, I agree with wyou 1t's the right
thing to do. And I'll tell you, the one thing I've found sc funny
lately is that bug 1nside of S5SL on Linux has so devastated so many
customers just arocund the country. And all of a sudden everybody's
locking at that going, "Microsoft deesn't have that problem, do
they?" And all of a sudden now everyboedy's like, "COh, you know
what, I don't think I want to really ccnsider Linux anymore.
think I would rather lock at what Microsoft's fixing to come cut
with." And I've really gotten that feedback from customers.

MR. ALLCHIN: Okay. We -- we took the strategy, and
I directed it, that, you know, we're going to keep coming out --
if we find it, we're going to protect the customers, even if we
continue to get whacked by the press, because I think it's the
right thing to do, and long term the right things will happen. But
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certainly we have taken a lot of abuse over 1it.

What will happen is -- when we made this, we knew
that the number of fixes were going to go up because we were gorng
to spend more time locking and taking cther people's input aboul
what things they have found. But with Windows .Net server we think
the numbers will drop when we get that deployed. And fortunately,
deploynent of Windows .Net services -- you may make scme money
deploying it because it's going to be harder to deploy because we
lockea 1t down more. And so there are aps that are golng to bread
cr that wili need to have their parameters changed because we
closea a set of things down that we probably should have closed
kefore. Sco once it's installed, you know, the number of bulletins
that we'll produce will be much less. We -- for example, we -—-
we had tools that detected the possibilities for buffer overrides
kefore. And via mistake, the UP&P thing, which was the one that
really blew our minds, me personally, got through. What we then
did in Windows .Net server -- that was Windows XFP. What we did in
Windows .Net server is we changed the compiler so that the --
every time that you dynamically allccate out of the stack we
actually put a signature and the compiler code checks that
signature that's been changed. We recompiled the entire system
with this. So any buffer overrun on Windews .Net server will in
fact fall, either the -- if it actually -- if -—- 1f it's been a
coding mistake and they've actually been able to overwrite that
field, then that ap program will fail or the OF will fail, which is
much better, in cur view, than have the potential attack that you
don't know about. We think we've got them all. But this is an
additional level of protection just in case, which -- okay. So
we're -- we're on that one. What else?

MR. RATAJCZAK: My primary focus is the SMB market.

MR. ALLCHIN: Yes.
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ME. RATAJCZAK: Mostly the 5.

MR. ALLCHIN: Yes.

MR. RATAJCZAK: And the stuff that you're talkaing
about, secur:ity and which operating system. You know, the people
that we service are -- you know, that's all AA tc them --

MR. ALLCHIN: Yeah, I know that.

MR. RATAJCZAK: -- because you just talk to me. Call
Quinn, ne'll tell us what to do.

The biggest problem I have in that market, whaich
would be helpful, and I don't know 1f this is possible, but, you
know, I think when you're ta’_king about 3MB, they need to be
educated, because T have to educate them that when you buy an

operating system cr if you go te Dell to get a computer, that's not

the end of the cost. And I'm the one that has to educate them, and
it's a -- i1L's a delicate process. Because when -- at the end of
the year when they start totaling up their expenses for computer
stuff and I'm woere than --

MR. MARTIN: Than the hazdware costs.

MR. RATAJCZAK: I'm more than that, then they're
surprised, you kneow, and I think there's an educaticn process.

At the SMB market, mostly tae 5, you know, when
Microscft comes out or people come out with security 1ssues and
Linux penetration, they nave -- you know, they don't -- they
remember that about 30 seconds and then they go on. But they do
cbviocusly know that it costs money to keep -- keep it going, get
the updates and all that kind of stuff. And that's probably the
hardest thing I've run into.

MR. VINCKUR: Since I delve in the same area -- I've
been in the mid-sized market. I'wve scort of stepped down a little
bit to the small to mid-sized --

{Interruption by the reporter.)
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MR. VINOKUR: T delwve in this same market -—— same
macket space. I was -- we were primasily in the mid-sized market,
anywhere from 25 to maybe 200 users. We've found that that area
Lends to be sometimes nol. as reliable as the smaller businesses,
which we consider anything from 5 to say 75 users.

The biggest proolem for me -- for us has been not so
much training them and teaching them as saying that cost of
consulting or the cost of lakor is much higher than the hardware or
the scftware. That you say almost as soon as we meet someons. As
soon as you sit down with a client and have the first meeting, the
first thing that you tell them is you -- the first thing you nesed
to realize 1s that the extra $200.00 you're going to spend for the
faster, better computer -- better quality computer is going tc pay
for itself at the end of the year when yoa see the labor costs.
Because that's going to be by far the hignest cost. The initial
acquisiticr wede of, you know, $500.00 for Office Suite, a thousand
dollars for the computer, and then you have an industry specia’ty
application that's even more expensive than that. So by the time
you add up all of the above, that cost is about 35 percent of the
total cost. The rest is labor. Someone has to install it and set
it up. The biggest i1ssues for the SMB market has been -—— and I
think tne appreach that we'we taken 1s the very basic one that
works, anything from one user to 10,000, needs, preduct siash
services and price.

What we have found 1s the pricing structure for not
taking the income generation management of the company -— not
taking consideration of the gross revenues of the company, anything
under 20 users is very hard to swallow to buy a $1,200.00 server ar
at that peint §2,000.00 NT server, or 2000 server .Net. And then
vou're talking about $200,00 for Windows XP or 2000 Professional.
Because Windows 98 you really shouldn't be in the business market,
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but you astill find it, primarily because of the price.

MR. ALLCHIN: The price of -- the fact that 1t's
already there? No one should bs -- 1in fact, 1t's probably hard to
actually find Windows $x to install now.

MR. MARTIN: True. To install, sut 1t's prolific
everywhere i1n the small business ——

MR. ALLCHIN: Let's talk about that. You gquys, I
assume you've all played with Windows XF. I happen to think it's
wondexrfal. I think most people who have seen 1t ——

MR. MARTIN: TIt's wonderful.

MR. ALLCHIN: Okay. What dec we have to do teo get

these companiezs —— do they want to continue rebooting thear
machines? I mean, you guys can do remote assistance, visit them,
help them, I mean --

MR, VINOKUR: Well, here's -—- sorry, here's -- I
got this last week from one of my amaller clients. They have - T
have fought with them for a year to move them to a 2000 Pro
platform. They finally -- we finally moved them before the
summer. The gentleman was either at CompUSA or Microsoft -- one
of the bigger computer stores. He was looking -- T mentioned to
him that the Windows XP Pro should be the next stage we go to for
the macnaines that are prier to the Windows 2000 Professionals. He

got a stage fright when he saw the prices. $300.00 for an
operating system, $200.00 for an upgrade. I'm not delving on that.
But when you have s1x, seven, computers and you're —-

MR. ALLCHIN: Because that's the wrong price. To go
from a Windows 2000 Pro to Windows XP —-

MR. MARTIN: No, no, he's saying from 28 to XP.

MR. ALLCHIN: I see.

MR. VINOKUR: And even fzom 2000 Pro teo XP Pro, 1t's
still about $200.00.

214,855.5300 800.445.7718

MS-~CC-RN 000001062230
CONFIDENTIAL




Microsoft Vendor Meeting 9/25/02

MR. MARTIN: No, it's B89 hucks.

MR. VINOKUR: ©Oh, really? We haven't donre the
upgrades. But essentially that's the -nitial stage fright. 3So I
think there's a whole 1ssue that has not been brought out, as you
said, teaching the —- the small business --

MR. ALLCHIN: That there's a return.

MR. VINCKUR: -- that there is an upgrade path that
is not as ¢xpensive as you might think.

MR. MARTIN: It's worse than that -- in other words,
they don't see the value for the higher price.

MR. VINOKUR: And part of the issue _s the retail
market, because all they sell 1s brand new product, so when
scmebody walks into the store they see $300.00 Windows XP Pro.

MR. WATTS: And that's anotner thing too, because the
OFEM side -—-- dealing with OEM's, you get into it. And the hard
part is you get Dell or some of them, they're paying 16 bucks, 25
bucks for an cperating system.

MR. ALLCHIN: They're not. Trust me.

MR. WATTS: Okay. I don't know what they're paying,
but 50, 60 bucks. They're paying a lot less than we are.

MR. ALLCHIN: In a system builder that's true, but
don't think they're getting these kinds of praices. That's not
happening.

MR. MARTIN: Nec, that's not happening.

MR. ALLCHIN: I tracked it, you know, very very
carefully.

MR. WATTS: Qkay. We had one of the Microsoft guys
-— or licensing told us that that's what they're getting is the 50,
60 bucks.

MR. MARTIN: That's part of tne total bundle that
they have to be purchasing.
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MR. WATTS: ©Ch, I underatand. We used to do it. I
mean, I still have €600 licenses not used for DCS whatever it was
3.0, If you want, I will sell 1t back to you. You xnow, we bought
like 10,000 or 20,000, waatever i1t was. But —— I understand that,
but it's hard because what happens in a lot of these businesses --
they're talking about small business; 1t's not the big companies
that are giving the service. Hey, look, they have no idea —— they
still taink -- ckay, let's go law enforcement. Here's what you
would be surprised in a police station; they're still running on
286's oat there. You would think it weould be different, but guess
what, it ain't.

MR. RATAJCZAK: But that's a standard preoblem of any
technelogy. A lot of the vendors cr machines in factory floors cr
whatever --

MR. WATTS: Exactly.

ME. RATAJCZAK: —- that's a standard problem.

MR. VINOKUR: They have a 386 running WordPerfect to
write forms —-

MR. MARTIN: ¢Ch, yeah. I've got some of those too.

MR. VINOKUR: One or two machines now. Others they
have Windows XP, they have Windows 2000 Professional, I mean, they
have the whole gamut. But they have one machine that's Word
Perfect that hasn't crashed in 10 years.

MR. MARTIN: And they won't change 1t for anything.

MR. VINOKUR: And they will not —- it doesn't
matter. This i1s an office manager -- not to gripe, but this is an
office manager. She has a Windows 2000 Professional box. But when

she wants tc print something that she knows what it's going to
print like, she goes to that DOS box. It's the most -- they want
to see those codes. ©Oh, that's the other one. Microsoft Word.
Beautiful product. But they want to see the codes. And you do the
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reveal zode things and all you see is tabs and spaces and whatever.
And the legal world will not walk away from Word Perfect. And
1t's not the attorneys. The attorneys are using Microsoft Word and
the assistants and -

MR. ALLCHIN: Paralegals.

MR. VINCKUR: -- supporting personnel is
WordPerfect., And you can -- they will leave the job before they
will switck.

MR. RATAJCZAK: Go to the next customer and call --

MR. ALLCHIN: What do you guys -- when you go in to
try to sell a Windows XP system, what 1s the number one sales
tactic? What do you tell them? You may have -—-

MR. MARTIN: It's more reliable,

MR. VINCKUR: You start with, how many crashes dc you
have a day. And then you sell. Then it's -- how much does it
cost you? How many employees de ycu have? It all comes back to
the sinple formula I mentioned earlier. Needs, product and price.

And that once you show them the costs, then -- and the benefits,
then usually it's okay. TIt's not as hard. It's just that initial
sheck of, "My God, $300.20 just for an operating system.™

MR. MARTIN: Yeah, because they're used to the old
less than a 100 bucks for the 0S.

MR. VINOKUR: Right. There's still that nostalgia,

cr —— I am not sure, but it's -- it's tnat -- that feeling of,
"Wait, I'm paying you how much by the hour, then I got -—- oh, my
Sod." And the computer -- where before the computer was $3,000 or

2,000, now the ceomputer is 500 bucks, for Ged sakes.

MR. MARTIN: Yeah.

MR. VINCKUR: 3o there's a whole -- whole --
there's a whele teaching aspect. And more and more in the last
three years we have seen how Microsoft is really trying hard to get
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in the small to mid-sized businesses and be marketed. And it's
going to take a little more teaching.

MR. O'NEILL: ©One of the things that surprised us,
and ~'m curious from this group Lo see this, 1s concerrns about
driver support with XP, especially with some the older Legacy
standards —-

MR. MARTIN: Not just draivers, applications.

MR. WATTS: Yeah.

MR. MARTINM: I mean, take schools. I'll give you
private schools, Catholic schoels. We support several. And their
biggest concern has always been, well, can -- can the new OS5 run

my old, you know, McAfee pattern. And XP does a great jck of 1t

MR. ALLCHIN: XP is far more compatible.

MR. MARTIN: Abscolutely. You can go in anc set the
-- 1t's amazing.

MR. ALLCHIN: Exactly.

MR. WATTS: A lot of that's from the culture shock
from thz 2000 when they tried to --

MR. MARTIN: But that was the key ~- that was what
the whole put—off was, Workstation and 2000, they're just li<e, "It
won't run it, I'm not going to look at anything, but 98."

MR. ALLCHIN: Ts there more communication we need to
do about that?

ME, MARTIN: I think so. I think -- I don't think
that thz consumers as themselves have any idea of the flexibility
or the kackwards compatibility of XP.

MR. ALLCHIN: Okay.

MR. VINOKUR: What they see 1s the bells and
whistles. &nd I would probably venture to say that 80 percent of
SMB market really has no use for bells and whistles.
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MR. MARTIN: That's true.
MR. WATTS: Not really. T get the exact cppesite.

Mest ¢of my sales, 1'1l get anything from the schools that are

coming -- some of the kids 1ike the bells and whistles te the guys
that are engineering -- engineering and manufacturing that are
going -— I'm prebably getting them to go from slide rules to a

computer because it's actually a tool that's easier for them to
learn. The pig part, again, on that is -- a lot of it is the --
getting them inte -- actually getting into the learning curve.
Because once you start in ~- that first part is always slow. No
matter what you're going inte, any field, anywhere in the world,
anything, you're slow at first, then 1t comes up. And it's
startirg to pe now with XP that it's the little bells and whistles
that's starting them. I got one engineer that's -- he has all 10
pages of logarithms memorized. You know, that kind of stuff, that
he deoesn't need computers or anything else. But when he could taks
his digital camera and he hooked it up withcut knowing what in the
world he was doing, plugged it in and ¥P picked 1t up, and breought
down the pictures that he needed tc send around the other side cof
the world on gomething breaking down on cne of the machineries. I
just gave hir the camera, and he did 1t. He was like, "Hey, I like
this."™ He quit using the other stuff now, and he started -- now
he's wanting XP just because of the bells and whistles.

Now, there's another side too on that too at some
poilnt we can get into. Medical -- one of my specialties 1g child
development learning disabilities. And that's another I want to
mention at one point, that for the -- what is it, Texas speech and
your voice recognition stuff that could be -~ there's a lot of
things that can be done in -- like special learning disabilities
which, you know, schoeols especially, that can be 1ntegrated that
-- well, it can be dyslexic too. Anvhow. But there's a lot
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things -~ that can be an excellent teaching tool that you got
that's just sitting there and that even -- I work with like the
grandfather of dyslexic, Dr. Richard Swayze, here 1n Dallas. Some
of the top “earning disabilities are right here in Dallas. And
there's things that could be done there that actually we found to
do for learning disabilities -—- and I'm switching guns here a bit,
but you've already got it there. It's just a ratter of
implementing it. And it's a trigger of the -- back on the
subject, it 1s the bells and whistles, like the digital clock,
things like that, that is sending up the XP. And it's like, "wWell,
you knew, if I could do that that easy, how hard is this that I
have been putting off?" TIt's just a weird thing.

MR. ALLCHIN: When you say --

MR. VINOKUR: It's a guestion of market. 1It's a
gqueslicon of which industry you're 1n.

MR. MARTIN: It's more along the lines of the level
of educatien -—-

MR. WATT3: Yes.

MR. MARTIN: -- and scphistication of the customer.
It's not so ruch the market as it 1s the customer.

MR. ALLCHIN: So we're golng to go on a campaign hers
where we're goling to spend a lot of dellars talking about the
scenarios that are enabled with Windows XP. We are probably gecing
to be romancing, you know, the things that you may already -- that
people may already know about, what you can do in media. And that
may or may not be exciting, depending upon the business, but what
you can do 1n media. We’'re going te talk about what you can do in
—-- with —- with the Windows Messenger. The fact you can do voice
calls and video calls and ap sharing. We're going to do examples
of that stuff.

MR. MARTIN: It's just that, you know, I get
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custemers a’l cthe time who are constantly saying, T would love to
be able to do this, but I can't figure it out. Looks sc easy to
do; but then when they try to do 1t, 1t deoesn't work.

MR. WATTS: & lot of stuff they get like the Word
2.0, scme of that stuff. A lot of time there was a little tutorial
that you don't see as rmuch any more. That's what 1t sounds like
what you're talking about.

MR. ALLCHIN: Yeah. Imagine that they're screer
captures that we put on DVD's that we're just going to drop from

airplanes as well as from the Web site so that people can actually

MR. VINOKUR: Tf you can do an AOL job, T mean, that
would -—- that -- the first thing that --

MR. ALLCHIN: It wouldn't be the actual Windows X?.

MR. VINOKUR: Just exactly what I'm saying. BEvery
time I see an AOQL CD the first thing that comes to my mind is
Microsoft should have done this five years ago.

MR. ALLCHIN: Okay. So our whole idea would ke on
the Web site to show screen cams of this is how you would actually
do a Windows Messenger voice call. This is how you would do remote
asslstance.

MR. MARTIN: Little tutorials --

MR. ALLCHIN: Little tutorials, but more in terms of
visual presentation instead of white papers which nobody has time
to —

MR. MARTIN: Yeah, you hand a piece of paper to a
custemer, they don't want te read it -—-

MR. WATTS: Well, that's another thing too people
don't realize, is that pecople learn different ways. This comes in
under learning disabilities or development.

67 percent of us actually pick up visually. And

214.855.5300 800.445.7718

MS-CC-RN 000001082237
CONFIDENTIAL




e |
Microsoft Vendor Meeting 9/25/02

about 33 percent of those have Teo rely on visual rather than text.
And most of the markets that you have working out -- especially
working 1in technical with that, a lot of them are in that category
»f visual. A lot of them are pushed inte it, because they're more
text-orientated, and the reason they're there is because
everything’s i1n text. So what you're talking about there 1s you'rs
golng to bring up a good chunk of the market that's going te start
looking -- actually looking at ¥P because of the capabilities that
yvou have.

MR. ALLCHIN: 1In terms of sort of the concrete
plumbing aspects, not the frills, what are the things you —- you
know, you asked them about the reliability of what they had. What
are the things that you think we should push on? Reliability,
security --—

MR, VINOKUR: Compatibility.

MR. ALLCHIN: Compatibility?

MR, MARTIN: Compatibility.

MR. VINOKUR: Because the big risk —- who was it
that menticned the 2000 Pro? I can't begin to tell you how many
-— it's like when we went -- when you guys went from DOS &.0 to
6.21 or whatever it was and half the applications didn't work. It
was the same scenario. And when Windews XP Pro came out, it was so
hard te try te sell it because it was --

MR. MARTIN: They already had the stigma. The stigma

was already on it.

MR, VINOKUR: -- is it geing to work?

MR. ALLCHIN: You want to say something?

MR. VINOKUR: Sorry.

MS. HUTCHISON: ©Q<ay. A couple of things.

There's such an explosion of sc many new servers, so
many new Microsoft servers. And, you know, you know how long the
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list 1s and --

MR. ALLCHIN: Just a breakdown of the product line,
Sequel server, ISR server, you know --

MS. HUTCHISON: Biz Talk.

MR. ALLCHIN: Yeah, Biz Talk server.

MS. HUTCHISON: Commerce. ©Okay. I think that
businesses small or large, and I've been in both, need an crderly
migration plan. They need to -- they need to get the big picture
of moving diverse users intc different operating systems rather
than everybedy running out to CompUSA and picking up a copy of --
you know, 1f you have a company where there are no real system

policies and the users can just pretty much get what they want.

And then, oh my ~-- you know, ic's just such a nightmare. And I
have a limited ezperience with -- with XML that I want to mention
and that is -- I can't believe I'm going to be talking about XML.

Correct me if I'm wrong. But say you're in an application and
this is an operating system -- let's say it's Office for a moment
here. You -- you're in Excel. You want to publish a pivot table
as a Web page. Gee, it worked really great when we were running
office 2000. MNow we've got Office ¥P. Guess what, the only people
who can see this pivot table on a Web page are other XP users.

MR. ALLCHIN: ©Oh, I didn't know that.
MS. HUTCHISON: I can share some later that --

MR. VINOKUR: (Not audible) and if someone had to -—-

doesn't have 1t, they won't see 1it.

MR. MARTIN: There's a ton of issues with the fact
that backwards compatibility for -- you know, you design a Web
site or Web portal around, you know, the latest technolegy andg 20
percent of the people out there can't see it.

MR, VINOKUR: 1It's just an empty site —-

MR. MARTIN: Exactly. Or you get the -- a lattle
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red .

MR. VINOKUR: If -- in a proper use, i.e., 1f you
have 1t selected to show you where the 1mage 1s supposed to be, 1t
will actually give you a liltle red -—-

MR. ALLCHIN: I understand. Fine. This is data for
me I didn't know.

MS. HUTCHISON: And just ancther little piece of
history about companies' migration plans. Windows 95 came ocut in
what, '96? I was with a firm, Ernst & Young, 8,000 people. And it
took them until almost the year 2000 te move to Windows 98.
Because there are so many issues. And when you have strict
technelogy policies in place for an enterprise and they say we
support this software, this applicaticn, this operating system, if
you go beyond it, 2f you want to be a maverick and go out and buy
Microscoft's Front Page to run your Web site, guess what. The first
time -- first time anything goes wrong, we're uninstalling it,
you're on your own, you knoew. So -- but just the fact that it
took that leng for them to move te 98. I don't know what they're
doing now, but that's just an example of a -~ of an organization
that manages and plans to deploy the applicaticns as opposed to
some of the others where everyone 1s Jjust a big free-for-all.

MR. VINOKUR: I apologize. BAn example, for the lasc
probably six, seven years I've been keeping an eye on pell and
Tntel with Microsoft and just tc see -- every so often I go back
to lecok at some of the notes T may have made to see the -—— the
groduct line and the prejections of where the companies are going.

and I thirk Dell and Intel are doing a much better job than
Microsoft in lining out the path with Intel. T mean, they go
seven, eight years forward telling you what processor they're geoing
to be at, what core is going to be at. You know, just go to their
Web site and you can see that graph.
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Dell --

MR. MARTIN: Qr on all their commercials you see --

MR. VINOKUR: They tell vou exactly what they're
going to do. Every so often they're six months ofZ, two or threse
months. That's ncrmal.

Dell, very, very basic. Intel comes ocut, we're golng
to have it in a month.

MR, ALLCHIN: Okay.

MR. WATTS: It is a little easier to do it with
hardware than soZtware.

MR. VINOKUR: That's for sure. But --

MR. ALLCHIN: I hear the road map message. T hear
it.

MR. VINOKUR: I'm not soc sure that you could see 1t
with Microsoft,

MR, ALLCHIN: Okay.

MR. O'NEILL: We have about 15 minutes left. I want
to make sure 1f there are other topics --

MR. ALLCHIN: I want to switch gears unless you have
cne last thang.

MR, VINOKUR: Well, one of the questions you had --
pgart of the guestion you had was Linux.

MRE. ALLCHIN: Yeah, I'm about to get therse.

MR. VINOKUR: I will let you lead.

MR. ALLCHIN: T~ want to know first yocur —- you quys
are important partners for us sc -— and you're out promoting our
products.

We feel a huge threat from Linux. Maybe we
sheuldn't, which is a question you could answer from your
perspective, but we're trying to -- yeu know, there's many
characteristics of Linux. There's Linux the community. We're
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going to lesarn from Linux the community. Incredible what they aid.
vou know, cur shared source effort, people on cur news groups, our
commitment to MWP's. We're on that one. We're going to woodshed,
woodshed., We're geing to practice and rractice and practice.

MR. VINOKUR: I don't --

vR. ALLCHIN: I don't know if you know what
wooodshed” means. If you grew up in the deep South -—- "woodshed"
just means you're geing to go to the back, you'rs going to practice
and you're going te get better --—

MR. VINCKUR: ©h, okay. Chopping up wood.

MR, ALLCHIN: -- and improve. The second is GPL.

GPL is the _1censing model. We think 1t's very bad for —-- on an
education, telling the world why we think it's bad. We don't think
it's the same as public domain. Scmebody wants to put 1n a free
D3B, we don't have a problem with that, at least on licensing. 3But
5PL, we think it's wvery bad basically for the world, but espec_ally
for the United States.

Third is the product and we're going to go compete
with Linux.

Se what I want to knaw 1s how, from your perspective,
are our produccts not matching up today; what should we, in your
cpinion, be doing about 1t? Tt could range from, "Nothing. It's
not a probler. Don't worry about it," to, "Boy, you got a real
problem here and you'd better do X." 3o that's what I would like
to hear about.

MR. MOHAMED: The key thing about Linux is the price.

That's what we get from the customers, it's free, for the initial
purchase, at least. You know, chen where they see the praice of
Windows. And they're able to deo all of their pasic functionality
with it. They're able tc get to print servers, file gervers. And
there's -- there's ——- for a business that's cash strapped, you
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know, especially the small business macket, it just doesn’'t really
make sense Lo _ook at spending more money on Micreseoft solutions
rather than -- you know, when you can get Linux for free,
basically.

MR, ALTCHIN: Don't you think -- just to push on
that a little bit. For the whole discussion that we just had about
that it's a fraction of the cost. And we know —— there's a study
going to come out from IDC that shows that Linux costs companies
more, but -—-

MR. MARTIN: But consumers aren't educated on that

MS. HUTCHISON: Education.

MR. MARTIN: Y'all know that --

MR, RATAJCZAK: Linux 1s like the ink jet printer.
They're cheap, but when you go to buy the cartridge --

MS. HUTCHISCN: -- cartridge, it costs more.

MR. FLEET: Long term costs assoclated with Linux -—-

MR. WATTS: You know, the other thing too, as more
bells and whiszles start coming out with the different things,
Linux is al’ right for the guy that can sit there and write
programs or work out -- set an IT. As you start getting mere and
more complicated, the way we communicate and things we do, it's
going to get harder and harder to do that. That percentage of guys
that can do 1t is going to come down and they're going to get tired
of paying the additional costs, because these guys, unlike service
with Microsocft, i1s getting cheaper and cheaper because any smart
grade school kid can do it. Linux is geing to be getting tougher
and tougher so that price 1s going to be going up on tep of what it
is now.

MR. ALLCHIN: Why do you think it’'s going to get
tougher and tougher?
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MR. WATTS: Because as you start getrting to where
you're going to be writing more and more code to make Linux capable
of doing what -—-—

MR. ALLCHIN: I see.

MR. WATTS: -- down the road you guys are deoing --

MR. ALLCHIN: I gect you

MR. VINOKUR: Can I argue now?

MR. ALLCHIN: I want to hear the counterview.

MR. VINOKUR: We've set up a few Linux boxes,
primarily -- I'm sorry, what's your nane?

MR. MOHAMED: Shazad.

MR. VINOKUR: Shazad, sorry, has mentioned. SND

markets Jjust want file and print sharing. The rest --

MR. MARTIN: That's true.

ME. VINOKUR: What do they run on the servers?
Nothing. File and print sharing. The file structure -~ hecause
if you're trying te do 10 people on the network on Windows 95, 98,

thank God you came out with 2000 Fro. But if you try to share

folders on 95 and 98, my God, you wculd have —— I mean, I had a
few clients where I had to camp out there. I had my own office
there.

MR, ALLCHIN: Yeah, yeah.

MR. VINOKUR: So with Linux when it came out, I can
take & -- T had cne customer, just to show them what we can do,
because he was trying to save money, really trying to save money.
We tock a 486 DX266 with -- T don't remember how much memory, 64

—— I don't remember, I really don't. I think he nesded like 5 megs

worth, becauss it's primarily XML documents, Word documents. He
was happy. 100 bucks later and maybe € hours of my time and the
computer that he had sitting holding a door open.
So there's -— there's that -— and I have mere and
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more clients asking me about it. Two or three years ago ncbody
would ask me. MNow they're asking me. Now one of the clients who
has twc of those machines 1s asking me about wor< stations.

Because all we do is documents and spread sheets. Star Office just
came out -— I mean Sun just came cut wita Star Cffice 6.0. I hate
te say it, but for the money —-- thes 567.03, it's incredikble. Mac,
Bpple -- T mean, Apple, Windows and Linux and Sclaris.

I mean, it's =-- so it's =-- it's —- it's that
competitive side. 50 is Linux going to be harder? I disagree with
you. Taere are so many tools cut today that are also getting to
be -- because the real reascn why Micrzosoft is easier 1s because
you have ut-lities that are graphics. Click, click, click you're
done. 3ame thing with Linux. Is it something to worry about? I
believe so. The biggest -- the way I have always —- the reason I
came back to the smaller market is because those 5 to 10 user
companies will grow. If you help them, they will grow. And that's
a huge market out there that Micresoft just can't ssem to step in.

Desktop, ckay, because a lot of 1t was not possible to get
anything other than. Teday, Dell, IBM, HP, they're all sellirg
other than Microscft 03. So you can order a Redhead on the regular
desktop and save 150 bucks or whatever the difference 1s. 3e it
is -- 1t 1s going to be harder. &nd the tools that are coming
out, and then the Linux community is learning from Microsoft. We
need tools, we need to make -t easy. The idea 1s the more techies

cut there that can support us, the more Linux 1is going to be in the

market.

¢ —— now coming back te Microsoft., The top net
servers that we ——- the downloader holds about 150 megahertz, made
a CD and set it up -- and the roll idea is very interesting, the

fact that POP-3 server is built in is very cocol. Because I
remerber in the 2000 server we did not have the Messenger server.

214.855,.5300 800.445.7718

MS-CC-RN 000001062245
CONFIDENTIAL




Microsoft Vendor Meeting 9/25/02

That was missing. The POP and all that --

MR. MARTIN: Yeah.

MR. VINOKUR: It's beautiful that you brought it
back. I mean, this is eone of the main Lthings for small -- Lhis is
perfect.

Now, the only thing 1s, go back to the price
structure, you have to address the price structure for the small
companies that can't afford the $1,000.00 cost.

MR. ALLCHIN: How many of you install the small
business server? If —- if --

MR. VINOKUR: You den't need the entire package cof
small business --

MR. MARTIN: That's true.

MR. ALLCHIN: We're in the middle of changing what we
plan to do with the small business server., 1Imagine that it stays
as it is teday, but there's a baby small business server. That
baby small business server is, instead of the island, will become
the first server that vou install. And you can sell additicnal
servers, regular servers after you sell tne first one. And this
first server iz, of cocurse, a lot less money than what the bigger
SV3 server 1s. And it would have less functionality. For example,
the Sequel server wouldn't be there, so we could drop the price on
that thing. And the price would be dramatically less. Targeted to
be akle to offer a small business, this is your first server,
cheaper price. It is not free. We'll never meet free. What do
you think about that?

MR. VINCKUR: Will never be free? There's a —-

MR. ALLCHIN: Imagine it as half the price --

MR. VINOKUR: There's an old Russian saying that if
something's free don't take it. 1It's geoing to bite you later. I
think it's just human nature that people want to pay for something,
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because then they feel like they're getting semething. Tf it's
free they're expecting something. There's a certain negative —-
negativity there. But the primary -- we mertioned before, primary
issues are sharing folders or sharing the slorage space and printl
services.

MR. ALLCHIN: Well, in this new SVS5 there would be
share point in V-2. So the share peint is coming out next year.
The share point that exists today is prehistoric compared to the
share peint that we're golng to come cut with second guarter of
next year. And that will be in this small business server.

MR. VINOKUR: Just to get an idea, what's the price
range, about?

MR. ALLCHIN: Say half what it is teday. 7530. S8ay
750,

MR. RATAJCZAK: Can we put a second domain on the
8Vs? Allow for a second domain on SVS?

MR. ALLCHIN: Can you put a second domain there?

MR. RATAJCZAK: B5V5 you can ——

MR. ALLCHIN: I understand -- you don't mean put
another domain on the net.

MR. RATAJCZAK: Allow for one.

MR. ALLCHIN: Dc you mean two SVS's on the same
network or not? I'm trying te understand --—

MR. RATAJCZAK: Run SV3, just big difference -- a
b1g something loose with SVS --

MS. FREED: Running two domain controllers on cne
box.

MR, RATAJCZAK: Exactly. Because that's what you
loose with $VS when you only have one damain, which is normally not
a problem, but I would like —

MR. ALLCHIN: When I said make it your first server,
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the whole concept woulc be to be able te make it really your first
server. So you could grow. Today there's a <¢liff that we see wich
businesses when they start with 5V¥S, There's a huge cliff you
can't get up Le the next level. So we're trying to take and say,
you get the full meal, but you start really small and then you can
add to it. So are there some limitations? Yes. But the concedt
would be that you could grow up, s¢ —— I can't remember the
specific feature, but I think you can in fact put multiple -—-

MS3. FREED: I don't know from the first server
whether you can or not.

MR. ALLCHIN: I don't know.

MR. VINOKUR: Sco you're saying you can go from the
3V8 to .Net standard or there's that migration --

MR, MARTIN: That was my other --

MR. VINOKUR: That was my other point with the SVS.

MR. ALLCHIN: The whole idea would be, it would be
your first server, sc it's really part of the wheole line. Instead
zf bringing in a separate thing, 1t would be part ¢f the whole
line.

MR. VINOKUR: Separate.

MR. ALLCHIN: It would be part of the whole line.

Let me -—-

MR. RATAJCZAK: The cost of SVS is not $1,500.0C.
It's like ©,000 or whatever 1t is.

MR. VINOKUR: 4,500 or sc.

MR, RATAJCZAK: NobL the price tag for the box or the
package, but you've got to do the service and the maintenance and
all that kind of stuff.

MR. ALLCHIN: Let me ask you another gquestion.

When you install these boxes of Linux for customers,
do they even think about any of the licenses? Do they worry about
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the issue that there's indemnification --

MR. VINOKUR: That's the first thing -- the fizst
thing they ask 1s, what about this licensing on Microsoft? No,
there's no licensing.

MR, ALLCHIN: But d¢ they -- but there is licensing.

MR. VINOKUR: There is, but --

MR. ALLCHIN: And there's going te be a patent
lawsuit on Linux. Tt's bound to happen. I'm just asking -—- —t's
noet —-- and the patent lawsult won't really be about the license.
It will be simply, "Hey, these guys took intellectual property."
And whether t—he lawsuit comes from Wind River or in X, Y, Z,
there's going to be one. Guaranteed. As T =81t here today, I will
guarantee you at some polnt there's going te be a challenge about
the patents. Not about the license per se.

MR. MARTIN: Class action lawsuit.

MR. WATTS: The ones we deal with, as I said, most of
those right now are a lot of the law enforcement, and lot of those
guys have -- of course, they think they're impregnable even wi.th
the Microsoft license. They have a hard enough time with that one.

Somecne gets XP and they all want to put it on. Guys, you den't
do that. But as for that part, they think --

MR. ALLCHIN: Not just -- nec one's thinking about
it. They thin< there is no license.

MR. WATTS: Yeah.

MR. VINOKUR: Well, no, you're talking about, you
know, how it's freely availabkle., You buy one box from Redhead and
then you go put it on a hundred 1f you want. And they say it
themselves, Redhead says it, Suse says 1t, you know. It's the
support that they want from you. Or if you need the support
because you have guesticons, then you call them --

MR. ALLCHIN: The point that I'm trying to
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understand, that there's —- there's indemnif:cation that is being
passec on whan you buy products from Microsoft. You don't get
that. And eventually, you know, 1n the litigious soclety that we
live in, something is going teo happen.

MR. VINOKUR: The answer has been -- or the feeling
that comes from the conversations is that --

MR. MARTIN: It won't affect me.

MR, ALLCHIN: Everybody's deing it.

MR. MARTIN: Right.

MR. VINOKUR: -- how does it affect me right now? Is
it going to come? Okay. If 1t comes I will deal with 1t then.
When is it geoing to come? Oh, you den't know? There's nothing 1in
the news? You don't -- you didn't hear -- okay. So when i1t
comes, we'll deal with 1t,

MR. ALLCHIN: Okay. Fine.

MR. VINCOKUR: But today I don't have to spend the
thousand bucks.

MR. ALLCHIN: So have you guys seen the features or
seen any demonstrations of the share point -—-

MR. VINOKUR: The one existing or the --

MR. ALLCHIN: ©OQkay. Sco I —- 1t's not fair to ask
you whether you think that's going teo really impact this -- you
say all they want to do is file and print sharing. Well, what vyou
can do in sharing of files in share point is pretty impressive when
yvou move to V-2, BSo the questicn is, you know, you can set up
these projects very, very simply.

MR. VINOKUR: Can I be argumentative again?

MR, ALLCHIN: Whart?

MR. VINCKUR: Can I be argumentative again?

MR. ALLCHIN: Absolutely. Please, that's --

MR. VINCKUR: Office 97, Can it share to share
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poelnt -- the new version, can you do the same functions with

72

(XS]

Office

MR. ALLCHIN: So you're quastioning on the client
side what do you have to have installed there?

MR, VINOKUR: Right. Exactly. Because now you're
geing back to that original -- to that -—- back te the concept,
what co I have to have on each computer before we can use this
technology. T think you mentioned that --

MR. ALLCHIN: Okay.

MR. VINCKUR: TYou still -un into the same thing --

MR. ALLCHIN: Suppose you could.

MR. VINOKUR: Suppose you could. Then 1t helps -

MR. MARTIN: It would be a no-brainer.

MR. VINCKUR: At 750 bucks, it's ecasy.

MR. WATT3: I mean, a lot of vour stuff -—- I mean,
to tell you the truth, if you call my private office at home my
voice mail's on 311 because it's the only thing that doesn't crash.

Unless 1 get a power outage that ocutlasts my battery backup, i1t
ain't going down. My ~-- my virtual cache, the file's totally
wiped out on it. Haven't had time to fix it. That was four years
ago. I still haven't messed with it. Seo, I mean, it's like the
3- ~—- you got 311 that's beating out everyth:ng else, you know,
and it's all 486. My fan gquit a ye=ar and a half ago on the CPU and
it's still running. 38till running.

MR. ALLCHTIN: There are a lot of nice facilities.

The share point stuff has really taken off. It's like Microsoft.
You start a new project, you start anything, create a share point
site and you can start to share the documents. And then today 1t's
not very integrated, but in V-2 it drops down where it's much more
integrated.

MR. MARTIN: But it still comes back to the issue of
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educating the customer —-—

MR. WATTS: That's it. Yeah, mini tutoeorial, things
like that. Our software dces the same thing since 1932, where [
see your share point. I keep Lhinking that's where you already are
because I see ours. And then I see when they're demonstrating :t
now by golrg cut -- I Know you guys are going to get it shortly
down the way, because --—

MR. VINOKUR: That's where it's geing. We still have
a client or two clients that have NT-351, believe 1t or, and NT-4
obviously. But all they're using 1t for is file sharing and print
gervice.

MR. MARTIN: See, I think that's where Microsoft
missed the boat on the biggest issue 1s that customers look at it
and say, "Wow, these features are great, but you know what, 90
percent of it I don't need. T Jjust need simple little 1C percent
that, one, A, isn't geing to have a service guy coming out and
fixing it; B, isn't going to cost me a lot of money for licenses;
¢, 1s reliable. It's —-- does it -- onces you set it up and 1t
runs by 1tself, nobody has to touch it.

MR. VINOKUR: One mere. Small Business Cffice you
can only get 1t OEM. Clients should be able -- a business should
be able -- that's just a suggesticn, should be able to go and buy
a $200.00 Microsoft Office product that has Word, Excel and
Outlook.

MR. WATTS: As an OEM, I like 1t like that but --

MR. VINCKUR: Well, you know there is -- I have a
mortgage company as a client, an accounting firm as a client. They
don't care about 1it.

And do you know how many calls I get about "I don't
know what's happened. I opened up my Word and it's just typing."
Aand you sit there and scratch your head, well —- because it's on
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the phone. *You come ocut there and you lock at 1t and you realize
that they somehow clicked on that microphone to turn omn.

MR. WATTS: See, I like the microphone, because --

MR. VINCKUR: The features are great. We're not
saying that. But it's —— you know how many calls I had probably
in the first three months with the eye thing -n Office XP7?

MR. MARTIN: You know what would be nice? If that
wag zurned off by default.

MR. VINOKUR: By default. And not be put somewnrere

on the task bkar.

MR. ALLCHIN: Yeah, yeah, yeah.

MR, WATTS: Actually, there's a good tutorial for how
those tirn on and turn off and what you can do with them. And
could we have another voice, please?

MS. FREED: How impeortant is the multiple demand on
line?

MR. RATAJCZAK: Probably less important than turning
off the Java skips that I have to -- I can't just do & button to
turn that off and on. Just an example of something else I would
like to see.

MR. WVINOKUR: You will find -- you will find there
are some small businesses that will have multiple businesses
running from the same office.

MR, RATAJCZAK: That's the reason, yeah.

MR, VINOKUR: And they want to actually separate the
two businesses.

MR, MARTIN: But they don't really exist as two
separate entities.

MR. VINOKUR: Right. It's net a question of the
corporate, per se, structure or the cofficial structure. It's how
they run the business.
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MR. WATTS: Well, it's the accounting and -- part
two, tax reasons. You can't pe using money from one company
legally 1n another company.

MR, VINOKUR: Right.. Well, on the technical side

1t's really about separation cf the two functions.

ME. WATTS: Technical, financial, all that really.
The other thing is too, small businesses, We go to everything like
government, large ones clear down to five people and up. And it's
the emall onss that might be 5 to 50 that next year can be double
or triple. You're not geing to take a 5,000 employee business and
make 1t 10,000 very easy unless you're, you know, McDennell
Douglas, and you get a $100 billicn contract and you've got to
start booting up. So the small ones -- if you're looking fer
growth and things, the smaller -- the smaller ones and smaller
mediums are the ones that are going Lo grow the quickest anyhow.
But they're alasc the ones that need the most infermation in
whatever part it is as to what they have. Then like I said, they
like —- you know, they did the file servers and everything -—-
just like the ones I saw. The guy didn't even -- he had four

computers sitting there from 486's on up to P-IV's and never used

1t until he accidently went ahead -- T told him -- he called me
up about -- he needed to send some pictures. Plug 1t in -- turn
your P-IV on, plug it in, stick your camera data in -- so he took

out a package, didn't read anything, like they normally <o, plugged
it 1in, and got the pictures and sent -- he's like -- the -— how

—— he tainks -- goes like this. And then he's like, now, I don't

have a problem with going to the new stutff at Microscoft. Is there
anything newer that 1 can order? How laong is this going to be new?
and then because it -- in -- again it -- it’'s two part. They

have to get exposed to it. Cnce they are, then they're going to do

more than just file serving.
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MR. VINOKUR: I have one more quesiion.
Different subject. The licensing issue -- if we're
-— 1f we've z1lled this 1ssue, zthen we can -- bkecause I know

you're —--—

MR. ALLCHIN: No. ©No, yeou're never going to sell any
CMX when 1t's killed. Go ahead,.

MR. VINOKUR: I actually have learned to -- you
know, you were talking abeout doing ceding with Linux. It's
actually -- I have peen following it for the last three, four
years, Lim.xz, and feor the longest time I've been saying it's for
those people who have enough time on their hands.

And in the last probakly year or so you have

documents ——

MR, RATAJCZAK: 1It's getting --

MR. VINOKUR: It has got -- and that's what I keep
saying. Tt's going to get even easier. It will catch up with

utilities and sc on. And it's already there. 3o I think it's very
close to being there.

Now my question is, the next question is the
licensing issue. Not so much the licensing on the structure, but
the License On-line. Because a lot of us who resell Microseoft
products, there 1s a decent margin. When you sell a computer, you
make -- on a thousand dollar computer you will be lucky to make a
hundred dollars. When you sell a Microsoft preoduct for the same
thouszand dollar cost or gross sale, you have a higher margin. And
I actually see —— maybe a totally different subject that shouldn't
even be addressed here, but I can see -- I think I see where it's
going. And if that's true, that doesn't leave any room for
resellers.

MR. WATTS: Yeah. That's the one I --

MR. RATAJCZAK: That needs to be more --
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MR, VINGKUR: That's the problem --

MR. ALLCHIN: We're going to get it in some direct
way.

MR. VINOKUR: I don't see why not. Tt's not -- I'm

not being argumentative --

MR. ALLCHIN: No, no.

MR. VINOKUR: -- I'm simply saying fram the business
point from Microsoft's side, why not? Why -- why not? All you're
doing -- 1r two, three years I can very easlly see where you den't

even need to send media. You don't need te send anything. Today
you can get your licemsing ~-- all your licensing information via
e-ma1l electrenically. You can get —- once you got the license
then you have the ability to downlcad it. And DSL or T-1's are
prevalent. Then you can download 1t just like I downloaded .Net
server. You download 1t, you cut your own CD. God knows,
everybedy's got CD writers now. And you're dene, if you do it that
way. 50 I don't see —— I kind of -- T am curious how you foresee
keeping the resellers in the —-

MR. WATTS: Keeping the channel going.

MR. VINOKUR: ~~ in the fold. As I said, I keep an
eye con 5, 6, 7 vears how things progress. I have seen a very big
push by Microsoft from the channel -- what the other cne?

MR. WATTS: SyNex.

MR. VINOKUR: SyNex. And now in the last probakly
two, three years I have been seeing the move away from the channel,
going direct to resellers by many manufacturers.

MR. MARTIN: Yeah, HP's doing that.

MR. VINOKUR: The next progression is direct. Dell
did it a long time age and they're very successful. I don't see
why --—

MR. ALLCHIN: I think they're back the other way now.
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MR. VINOKUR: Well, ne, they're coming back to the
OEM side to zring —- to bring in the zesellers. But then once
you —-- how do I put this. Once you have collected enocugh data,
what do you need Lhe resellers for?

MR. RATAJCZAK: Support.

MR. VINOKUR: Do you see what I'm saying? It's kind
of hard to put it into words withcut being —-

MR, ALLCHIN: No, no, I see what --

MR. WATTS: There's a spin to that toc though -- 1t's
like, veah, they say okay ~-- they keep trying to tell you, wel l,
you can get 1t -- servicing. Well, little small companies are
going to grow -—- 3oho's and those, are the ones that -- servicing

isn't something that they're wanting to spend money on. And
they're cutting back on the amcunt of money we can make at -- to
romance them, get them to go to XP or samething like that, and they
don't want to do very little -- pay for very lattle servicing.
There's not ruch money for us to be able to go there. And we
basically go out and deo the marketing and sales and everything
else, because -- it's great that you put it out there --

MR. ALLCHIN: But that's -- that's my view of it.
That's why. Iz will never g¢ the full way.

Well, I can 1magine -- we're trying te build an
infrastructure for distribution --

MR. WATTS: We've got one problem with that that T
might add too -- the other part to. The other part I have is,
we're doing the romancing to get them out, spending our time and
monies. But the part that's difficult is like License On-line.
That's a good one.

Now, ocriginally when it came out they had set it up
to where either the -- well, it was supposed to be -- I had
talkec to Microscoft and the president, David, whatever his name
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was. I said, "How zan you promise me that the people that I spent
two vears romancing to come up aren't going te go around me ard buy
1t?" Taey sald, "Well, they can't do 1t." I said, "Yeah, they
can.

MR. VINOKUR: Yes, they can.

MR. WATTS: I can go out for 25 bucks 1n Dallas, o
bucks in rural, and get a d/b/a, apply for a tax number, come in to
get a licerse as an CEM or a develcoper, buy the soltware -- what I
do is, I'm the buyer for the company. T've found out from -- from
David or Johh or wheoever about License On-line, and I would want to
have my brother gc do this, to get a license and come in, and I'd
buy from him and we'd split the profits on the thing.

L lot of the companies, even medium sized companies,
deo that, and there's no way you kKeep 1t --

MR. ALLCHIN: Actually de it? Is that your -—-

MR. WATTS: Sure.

MR. VINCKUR: You don't even need to de that any

more.
MR. WATTS: You're right.
MR. VINOKUR: If you go License On-line you don't
have t¢o even —- there's a deal where you select who your reseller
is, type 1n your reseller. You don't even have tec do that. You

just type in who you are, what you're purchasing and push "submit."
You're done.

MR. WATTS: And if you remember Flagship --

MR. MARTIN: Ch, see, I didn't -- they're not
supposed to pe deing that --

MR. WATTS: TFlagship was one that used to be -—-
y'all were going to for selling and stuff like that --

(Interruption by the repoxter.)

MR. O'NEILL: I'm at a peint I have to go. We are
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over scaedule. Tt always happens when you get to a great
discussion, that's when it stops. Can you give us a two minute
quick recap of what you thirk you'wve taken away? What you heard?

MR. ALLCHIN: &kay. First, thank you. 1 appreciate
it that, vyou know -- you just cpened up there.

MR. VINOKUR: ZIZ'wve never been told that before.

MR. ALLCHIN: I appreciate all your time. I learned
a lot. There are some specific action items that I can see from a
communications perspective that we can de. Whether -- yoa know,
it started with security and we covered a whole set of different
things.

There's some things that you reaffirm for me, I
think, that we're on the right path with things like 5V8, what

we're trying to do there. And I think we're on the right path

dealing with -- explaining what you can do with these
technologies. That we're not cemmunicating, whether it be -- the
scenarios that we can co, for example, with Windows XP. So ycu

will see us do those scort of things.

And in terms of the License On-line, I personally
need to go spend time there. And it's not in my organization, but
I have a direct desire to ensure that you guys get compensated for
your work in selling our preducts. And I don't believe it car be =
full -- you know, especially the businesses -- that direct
Microsoft relationship. That's just my personal opainion ¢n that.

We are ~-- I did want to say this. We are building a
distribation infrastructure that will be able to help, in your site
or in tae bigger companies, be able to have staging servers that
information will flow inteo sco you can distribute -- we're
primarily doing that not to circumvent, but to help on the security
distribution and updates so that you can aggregate those together
and then push those out in a very simple way. Sc, for example,
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5P-1 of Wirdows XP nas a new capabil ity wnich mwost people don't
know about. If you install it, go leok in "My Computer"
properties. Look under -- 1s 1t auto update? What does 1t say
there?

There's one other tab there. There will be a new
selection for Windows update that You can select it to say, "Don't
just tell me when there are changes. Den't just download them and
then tell me about changes, but actually install these things and
if you naven't dene 1t by this time, then even force a reboot it
necessary." So ysu can end up helping customers -- if it's a
consumer, they'll set this on directly. 1If it's one of your
accounts, what we're going to do is build a stagging piece of
software that will pull all this stuff aown to your site and then
you can  -- you can set the -~ where these clients or sarvers look
to for their fixes, then ¥ou can push them out teo your customers.
o that -- we are building that. And so T -- T guess T have to
end, but I d¢ want to thank you for the time. This is very
helpful. Very helpful and hopefully you got some --

MR. WATTS: Thank you for everything.

MR. MARTIN: Thank you far your time.

MR. O'NEILL: If all of you can hold for just a
little bit we'll get Jim out and I will make sure T will answer any
questions you might have.

{Meeting conciuded.}
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