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This s & resporse to BIT's chalenging May 18, 1989 mema, where he discusses our OS strategy.
One of the key statements made was: 'Pwmmuwmwowanmdnwwway
10 Make a kot of Money s

In our history we have only 30kd one Product in this fashion: MS-DOS. ft has iIndeed made us a lot
of money and wil cortinuae 10 4o 0. Can we repeat this with & simiar success with the
appearance of WIN 3.0?

Let me Arst examine the diferences between MS-DO0S and MS-WIN sales and dismbunon:

A) MS-DOS ot heiped by earty design wins 10 sl manufactirers. In perticular [BM, This goes
back 10 the sarty 1580°'s. Most of thess sarty Jesign wins were done on g low flat fee basis and
Later on painhuly comvenad 1o royalty agreements. This was possiie becsuse of the ISV and
lwmwmwsmmhmumdmmmnwnm
PC OS stanctara. Emmmmmmrwmmmmdmmw
has boen done in kesping Price pressure up with o name” OEMs. Bugt alt OEMs safling PCs
taday have experienced the demand lor MS-DOS as a standard detiverable. For the non-per
mwoem‘nlmofouamomh!Qeamanmdwsdubndbtm\gpccopyﬂs-
DOS from us. Thes Is scid only 10 HW manufacturers o their distrietors. Even ¥ g grey market
exists 8t least legduTste CODies are being distributed—end st the ssme lime we continue 10
relrforce Oour ditnbution palicy. Allowing Phoenix 10 be an aermative source for this product
rummmwmhwus‘mmwauopmfcmrgm
irtermational is still on the 19686 sake sourcs distribution plan-time 1o reconsider?

The utimate goa of OEM Saies s 10 convert all per copy FG-DOS customers into per system
licensas ang ncresse our Lhare of system SW by sddmg WIN, OS/2. LAN MAN, e(c. to an nRial
DOS licenss. This has worked wed in the U.S. and »n international over the years Key issues:

1. Comunnncoorosla\dHlesmmmmhdM'uMDOSrmnmu%d
COGS. Al 0escrioed I BIF'S Memo—wse wil have 10 deal with & case by case untd we can
Jevelop a workable formuta. % of COGS could be 2 workabie one and could be better than
E/V price. The creation of 8086 DOS. maybe s low end 286 00S and ROM-DOS could be
Other tactics wddmddmnmmwiiuhmymmoM-Wngm -
ot MS-DOS. Mmcmwwﬁouodnmlbymddnmywmeowm"smany
33 7-12 DOS versions In the markae. Caoutd thus create openings for cOMpPetRors? It sisre wont
Meke 4 sasier for customers! Somebody In Sysiems Marketing needs 1o take a hard look at
thes.
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Next you wil And how much the prices have detencrated” in the U.S. between FY87 snd FY90
(Qo_nmh.v.pudawmmmulmmwb

QleCQ4 a ol

§ai g jaill Jad )
0OS REVENUES (M3) 140 48 542
SYSTEMS SHIPPED (k units) 807 2808 3274
AVERAGE PRICE ($) ‘149 158 168

Piease note that the dats tracks onty true MS-DOS royaities, no funny combinstions (thersfors
lower units tracked). The surprise is that there is nO detencration 30 tar. Adding the shell $ wil
aldow us 10 look even better. A caiculation which | did shows that the planned DOS royahies wil
QO UP 40 conts per system because of the shel. Nevertheiess the threat remains 1o be serlous.

2. Avalabity of Compeq. 1BM and FG-DOS as separately 3akd products in the channel do comhuse
OEMs and customers and have given us some griel. “Why do | have to bundie? $o tar we
have been able to hold the ine. And sugoestions like:  not including GW-Basic manuals,
prefoading DOS on HD harve done two things: kept the COGS down and in genersting a .
boctable sysem-making R sesy for users. We will have 10 go beyond this in & allowing OEM
CuStOMers 10 COopy and updats within their corporations as IBM allows R today. As long as alt
PCs are 30 on & per system DOS basis this wil be no lasue. WRN the current flow of boards
mnumnwmm.mnnmumhmmmdlmw
board manutaciurers at the country of origin. ROM-DOS could be & 100 10 do this-but | expect
that loca/zation lsues might prevent us from achieving a high penetration. i | see R conectly
this could be the sxuation In FY90, when k comes 10 the fow of goods—PCs:

FY 30 PCS IN M Units

Manutactured  Oistributed  Consumed 18M

USA/Caraca 33 49 46 12

FE Nicon &7 42 23 S

Europe 15 2.4 46 1.2

TOTAL 18 1.8 118 28 = 14.4 (TOTAL)

The fiond of board from Asla ls our number one enemy in achieving more than 85%
pereration Presence in Talwan should enable us 10 gt more contral over th—over time.

In surmrery, despits some danger signa, our per system DOS distribution strategy i3 stB working
wel desplte DAI's constant twest, HW-OS pnce pressures and certain distnbuton conflicts. We
will continue 10 stay well slert as part of our successiul implementation of our binary standard
srategy.

B} The windows ssuation presarts Rsell vary Giffersnt. Windows Is & 1984 brainchid-nat 10 see
the market defore 86 and clearly being a *dog’ uni release 2.X artived more 286 and 388 PCs
9Ot more popular and mads evalable In quantities. Only during the last 12 montns & huge ISV
fMOMmentum can be noticed. 18M never made R pan of their standard OS offenng—despis the
fact Lhat they bought several hundred thousand copies WW for promo purposes. Unlornunately
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this ts Nt as widely INOWN as ! would like. Qur dstnbution strategy has been to sed WIN retad
a3 wel a3 through OEMs. The core number of OEMS who licenssd WIN per system earty on
tas nat changed significartty over the years. New OEMs licansed wers manty on & per copy
basis and/or as paciaged QOods agreemants. But this is not the only way we *sail” Windows.
Being an afterthought to DOS and opening the door 10 the world of standard graphic 05—
COMPItnG with the MAC--we license & runtme system to ISVs for free with the hope and
understanding that users wil 9o out and buy the kit WIN srvironment alter they Qet usexi to s
‘runtime eass of use." Both the availablry of runtime versions of Windows and the MS shelf
product are & hindrancs in cormincing more OEMs 10 take on the Product on a per sysiem
basie. This goss hand In hand with thelr desire to cut COGS. WAN royalties. ks two different
versions and s high manufacturing costs make R Increasingly hard to find new per syxtem
OEMs. 1BM ardt Compeq not carrying i Is another maotive for 38ying *no.* In order (o generate
more OEM reveruus « per system deals. | recamynend we dlacuss the faltowing ideas:

As | understand the relaase of WIN 3.0, avalable at the end of CY 89, will be & superior product
and crests exciting APPS-ISY momentum.  This core product will be merged with DOS 4.X and
made the stancerd OS/1 (7) 18M is going to ofter~say in Q3 of FYS0. This product will be 8
product sald for 206 end J86 PCa as one SKU which wil contain 8 ‘WIN disabiing technique®
for 8086/88 PCs. AL the same time an improved DOS 4.x shell wit be parnt of the product-to
facitate the low end uUsers.

WU Ihis strategy make us Mo MOney—-nat takng IBM or 0S/2 into sccount? While X removes
the endonsement doubt and crestes a new binary standard for graphical DOS APPS, X will acd
royalles and manufacturing COGS to OEM systeme. OEMs will asic Can this new OS/1 move
more boxes, 6.0. 0aIN Market share versus MAC—Or will they grind ther teeth and ssy:
“Because of IBM, we will have 10 offer L™ WEN the exception of s0me very few ue believers
(pecpie who betleve this will be the cause lor more PCs on every desk!) the latter wil be true.
Because of Compad's leadership position, we will have 1o gain thelr suDPON 10 be successiul
and | am convinced the market will follow & bt siowly becsuse of the costs. Pustte (HP) fust
tokd me thet ¥ [BM doss & he would ioflowt Opposite to MS-DOS' original licensing tactics—-we
plan 10 Kcanse at high royarty rates and not at low flat fee rates. Charging approximalely $250
ARP fox the combined retal package are 10 be xpectied at least | balieve ttus wil create an
opening for COMpPetIors on the low end systems for FG-DOS a3 well a3 for royaity sales:

Thers are 28 & Iat of NON-GUA bellevers out there (thanias to LOTUS and MIS peopie attitudes)
and therw are 8 It of very cost sensiive smalier OEMS and /or low marQins OEMs out there. |
sgongly balleve that we wil need 8 4.x based 8085 DOS offering (the new shall is most
welicome) for royaity and FG-DOS Sales. if we go streight to OS/1 for 296, 3865X. 386 and 486
Systems we Might In addRion experience 8 kot of resistance from low end 286 and 865X
manytacturers to license the hat biown OS/1 and bundie & wits these machines. OEMs wifl not
make 8 positive decision based on refigion but on user dermand. ¥ the low end 285 and 386SX
user buys mainty cheap (7) nongrapiucal APPS they will not burden their sysiems with
GUi«WIN costs. Even goad salesmanship and hegh UPB8s might not successfully influence
this | ©xpect IM unks of BOBS snd probably 3M units of low end 285 as welt As 3-SM units of
386SX s0id 10 91, This Is dangeroun. The way out could be to pick 8 seiected number of OEMs
ot of the first 20 shippers In the world and ofter them 8 Marketing proposal wheredy thase WIN
roysity Increase with thet growth rale. | coud so¢ two workung models:

1 Low royales, say $2/per system any 1% of growth sdding $.50. Meaning a company
Qrowing at 20% Pays 312 system. To sall s we might work this in reverse, $20 per
SYS2om ang 40 certs Off for every 1% of growth.

2 A S00k flat fee for the first year and reQuiar royalties thersafter with an option 1o gain
growth points,
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Both models could be used 1o ure In new OEMS 8nd to make them feel we care about therr
RCcess and thelr COGS. e

OuhgmthndllonlbmmDOSlmnleOW!NJOloOS/!wcwﬂtHvowc‘uuml
distnbution of stand sione WIN 3 0 compietely. lrwwmto«umuﬂu?pvodud
10 upgrade DOS customers 10 OS/1 (vald DOS necesiary) us wed &3 1o Upgrade current
WIN/DOS users. But we will not sell pure 0OS/1 Into the retall channel. This witi get OEMs
mnkhglonmsoﬂcrhpcslip«wmmmil&cchy‘rwlu
solution for the WIN component. mmrwmmmwmomwwﬂ
rmake In the long run

mnmu.mmwmmbmmummoosmkmw.
MouOEmmzoMm&mmmwMMMummondehaw
to license OS/1-no more DOS 4.X licenses avadabie? (Exception on the iow end!) This might
et us imo a ttuxtion ke we have today. Our feedback Indicatss that & ot of larger
€orporations are resisting the move to 0OS 4.X and demand DOS 3. N this happena, we wil
Qet IMo deap Toubie with kcensing OS/1 ondy. Cost sensttive customers wi! only usa the DOS
demumﬂﬂoh@a.hqﬂmmmmmml«amuv
usad product MMWWMmeS/i!mommawmnmnu
mdwwmwmw«mmt\gOEmesmumhru

To summarze:
'GethmclqmlmnsoOS/LmdMNa.onny.ﬁhoupthlooMucMngllwy..
* Stugy I déterent WIN 3.0 pricing can add new licensees.
* Offer 2 8083 version of DOS when OS/1 comes along.
' Sty the possibiity of oflering low end 286 and 386 OS/1 prcing.

“Revist OEM/LA way of physically distributing MS System SW products.
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