PLAINTIFF’'S
EXHIBIT

Y61

Comes v. Microsoft

tabbiles’

CQFL/ S ST eRr~ ﬁlw /’v/
Hen) :{:—1L / 50: Igl/

Microsoft ( Mo o i (_&)\L /M /

Confidential Memo

To: Mike Maplcs Scolt Oki Jeremy Butier
- Joachim Kempin Rich Maciatosh Lewis Levin ‘
LAV
EXHIBIT #‘_g__

Frora: Mikc Hallman
Dates  November 27,

/0/&5/0/

Annamarie Spangrud

Pricing of Applications to OEMs in the United States

L The purpasc of this memo is to cutline the applications pricing you should offcr to OEMs.
This policy applics in the USA. Exccptions (o this policy must be approved by me.

2. ‘The primary channc! of distribution for applications is the channel managed by USSMD. We
desire to do OEM deals where their support of our product produces high penctrations with their

T markcting advantages. OEM deals arc ncgotiated by the OEM group. The OEM group shouid
mform USSMD and Applications when deals arc being donc, so that we can be prepared to handle
questions from resellers.

3. For Gaished goods applications distributed (o OEMs we offer a 46% discount. The OEM may
resell prodadts purchased at this price to his customers with bardware or as stand-alonc products.

T 4. Wec should pursue OEM distribution where applications cae be liceased as an “office
Tt automation® part of a OEM’s products (ic AT&T Rhapsody, DEC, others ) on a casc-by—casce
basis. Thesc should be few in number but strategic. Pricing should be proposed to mc for
approval belore being offered to the austomer.

5. A “hard bundlc® is the physical bundling of our application into a computer box across an
catire hardware modcl finc. A hard bundiing OEM may not, {or instance, offer one 20 Mhz
machine with our application and anotbcr machinc without it af a lower price. Hard bundliog
dcals are by their nature promotional in nature, usually lasting 90 days or so. For these deals we
will offer a 60% discount on [inished goods, We will also offer thesc products on a royalty Ixccnsc
basis, at a royalty cqual to 20% of the SRP for the full product retail version. Minimum
commitment required for a hard bundle is £500,000 per quarter. Discounts may not be incrcased
by an OEM committing to highcr minimum commitment.

6. An cxceplion to Paragraph S above is royalty pricing for PC Works, which is as ootfined in the
current version of the OEM Pricing Guide. The Guide indicates a royalty of $20 per system for an
annual commitment of 25,000 units; $15 per system (o 50,000 usits; and a royalty of $10 per
system {or commitments in cxcess of 100,000 units per year.

7. Allsales of finished goods preduds to OEMs under the above rules will include the same cnd
uscr support as we provide (o uscrs who buy through the retail software channcls. Royalty sales
contracts will require that the OEM support our product.
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OEM Price Guideline:
What's New For July

Long Range Pricing Goals:

Simplification

Training

Differentiate pricing into Entry-to-High End segments: 8086 - 286/386SX - 386SL. -
3B6DX/486SX - 486DX/586. This permits both volume and premium prcing strategy slde-
by-side.

Short Term Issues To Address:
1. Applications Pricing. See attached proposal revision.
2 Microsoft Windows for Pen Computing (aka Pen Windows)
Proposed changes to meet tablet market needs.
1k 6k 25k 50k 100k 250k 500k
Pen Win w/ handwriting 6560 40 35 29 22 20
Pen Win w/o handwriting 2020 13 12 9 7 6

Pen Win extensions J———>
Handwriting recog. 17 17 12 10 8 6 5

3. Flash Fie System 2.0

Release 2.0 of FFS will replace FFS 1.0. It is backward compatible and carries the same
royalty. There is tafk that ROM DOS 5.0 will contain FFS2,

4. MSDQOSs.0

Packaged Upgrade Product
- Price for the US version Increases to $51 from $47
- OEM Is restrictad 1o selling with thelr systems only
Source Licenses
- DOS Program management has Issue with broken-out source pricing. Baslcally they are
caught with pants down on this and owe us a schedule when they can deliver source in
Kemel, Display/Keyboard, EMS and Shell pieces rather than one big chunk of code.
ROM DOS 5.0
- No schedule yet, due "early June”. On action list with Sergiop.

5. Packaged DOS 3.3 or 4.01
Correct typo, 50-1000 quantity to $50 from $65 and Over 1K 1o $55
. 6. Combo package DOS & Windows

Correct typo, 50-1000 quantity to $115 from $119

MICROSOFT CONFIDENTIAL
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7. MS-Networks / LAN Manager Basic DOS Redirector

Replace MS Net redirector with Baslc LM DOS redirector. According to NBU feedback from
my questions this will include the netbeul protocol and support for DOS 3.2 and up, plus they
want higher pricing as shown below.

Comumitrnent: 1K 3K 6K 25K 50K
Old MS-Natworks 8 18 15 12 10
New LM Basic DOS Client 25 25 21 18 15
lncrease g% 39% 40% 50% 50%
™ 1 meet with Ruthw tomorrow to freeze pricing at MS-Networks level. They want to kil the
2 product by raising the price, but it earns $2.5 million In revenue for fy92, and carries average

US royalty of $16 and average [TL royalty of $8. { don't think an increase good nor possibie.
Also, we need more DOS version support (1 think), therefore absolute discontinuation of
Networks will not be possible. Some OEMs (especially vertical system vendors) will want to
continue with Netwarks.

8. TCP/IP, Macintosh client, and Asynch dial in

Commitment (add to N2 bax)  $250K $500K $1M  $2M .

TCPAP 1-user w/ utllitles $40 $36  $32 28
TCP/IP t-userw/fout utlitles  $15  $10 &7 $s
MAC Connectlvity/server $185 $144  $124 111

Asynchranous Dial in/server  $344  $268 $230 $207

We pay a royalty of $50 per copy of MAC connectivity to Pacer (3Com) so royalty shouid be
Increased. Asynch ls MS developed and Is priced per server...the max concumrent asynch
cannections possible {netbios limitation) is 16-users.

MS retail packaging for TCP will be in 1-user and 10-user packs. OEMs can da the same i
thing...f necessary we can add 10-user fine items and drop the royaity for such packages.We
& pay $10 royailty per copy of TCP utilities. TCP itselt was a one time fee of $500,000.

9. LAN Manager for Unix

Pricing proposal scales up royaity for phcessor/system class (ie. minf & mainframe). 1like
. this in principle though it Is complex. NBU proposal is attached.

10. SQL Server

Dwayne Walker wants to Increase pricing. FG price has increased from $2435 to $3995 and
will soon increase ‘again to $4695. Our royalties don't reflect any of these changes. Also the
10-user Pak is being dropped.

{ think that & would be hard to take a price increase to OEMs now, and then do i again when
their next release, V4.02 hits the streets in Q3 FY-82. | talked to Dwaynew about this but have
not reached closure. He is out until next Monday.
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11. Comm Server & Workstation

Product Marketing wants to Increase prices. | meet with Matt Ragan on Thursday.
12. Printer Products

Truelmage, royalty drops to $25 for all quénﬂty breaks.

Truelmage PDL source fees drop to $35,000 from $250,000.

13. Mouse & PénMouse

Blg increases proposed for intemational OEMs on large deals. Other changes are smaller and
scattered.

14. Multimedia Windows

See atrached worksheet from Pamelago.

X 518856
CONFIDENTIAL

MICROSOFT CONFIDENTIAL




| (WA Unik il

U UNIX 2.0 Pricing Modele:

Foyaty Price:
LAN ansger 2.0 (o UNIX Systers: wamummmmmwmosawwraWthM

Procassoc Typess  PCe Notec

Emmplok COMPAQ Desipro, I0M PS/2 (Inkel Based Sysioms)

[Mirimum Commament 250K 3S500K $1M 34 1. This pricing Js idanticnd 1o the LM for OS2 pridng

Bese Sorver (NAWAE 5 oo users]” 9225 173 150 $135

10 Usor Pack 225 $175 $1%0 $135 2. tn sk cmec. Price of upgrada W unfimited from
rade o Unlmbted™ o $T00 3675 $640  |packs equais $10C more (beta plus one pack

UM Unflmiiod Server $805 775 $725 3673 unirhad UDQrade) then Straight purchese

of bass server and unimioed.

“Mwmmmumwwmumun
F ~ Opticnaly, ahac stx 10 packs, thare ik an upgrade 10 unimied
* The Base Servar ik REQUIRED lor all othar packs (Inciuding untmied)

Procassor Types: Workstations (RISC besed systams)
HP Sertes Modal 9000 700, (BM AS/B000 (RISC basad sysiems)

Minktasm Committment SISOK $500K $IM 241, identical 1o OS/2 excapt i undmited..

=225 $175 150 $135  {Warkstations aro mare powerkd than

225 a7s $150 $13S  [PCa. 90 Cn sUPPON MOre USAs & the Moh and.
a0

$995

$O00 $T7S $740 {WIR probubly suppoxt the asme g as PCa
S87S 825 $T75  |(Le. 10 packs).

“ Base Sorver and 10 pack required for Upgradie 10 Undadtect.
* Optionally, after six 10 packs, there is an upgrado 10
* The Bese Sarver & REQUIRED foc adl other packs (Inciuding unkmited)

"

Proceszoc Types:  Minl Compuiers
Emmplag: mvmmwwmmmmmmwm '

4. & y sokd ig
{aparuTeces. mam&mmmmm
jand the 10 pecks heave boon tumed o 15

packs. Pricing for Base Sarver is fwice thet of PCs
15 pack prica is 1.5 timas thet of 10 packs.

v

ELEE
CERR

= Base sorver and 15 pack required for Upgrade to Unimied,
= Optionally, atier sigie 15 packa, thera ks an el
* mwm-rkmmr«anmmsmqmm

Procassac Types  Mainlmmes
Examplec: 18M 8373, 1BM 3050

{Minimmum Comentument $250K $SO0K S $234_ |5 Maintra support large groups of
; Base Sacver (Incxstas 25 (req usox)” 3565 $440 875 3340  |usars. Price lor Base Sarver i 2.5 timet that of PCs.
= User Pack $365 $440 (=7 $340 |25 pack price & 2.5 Umes price of 10 pacsa.
s Unfimtied Server $£2,260 31,760 $1,500___ $1.060
* The Bass Server ks REQUIRED for sl other packs (Inciuding unilmitiod)
. Soures Pricess
Rights o Usa Addiional Pmtioans
(3 CPL) Addnional CPU © I CPUs! Additional
hot cunrent licanseq of UM for UNIX 1.1
purchasad belors Saptember 1, 1991 $75.000 $2.500 35,000 .50
purchasad ahar Sapiember 1, 1991 $100.000 $2.500 $50.000 $2.500
QiTen Boansas of LM lor UNIX 1,1
@ purchasad bators Seprambar 1, 1891 $50,000 $2.500 $35.000 $2.500
it purchasad aher September 1, 1991 $75,000 32,500 £50,000 $2,500
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Microsoft Windows with Multimedia Price Guidelines

OEM Product 1K 6K 25K 50K 100K 250K 500K
Audio Card Oaly £26 $23 $20 S18 516 n/a n/a
CD-ROM Drive Only $26 $23 $20 $18 $16 n/a n/a
Upsmade Kits $26 $23 $20 s18 316 n/a nfa
286 Processor $45 $40 s | $2250] 519501 S15 | $13.50
386/486 Processor $65 $60 $40 $35 $29 $22 520
Microsoft Multimedia Extensions Price Guidelines

OEM Product 1K 6K 25K 50K 100K | 250K SO00K
Audio Card Only $16 $14 10 $9 $8 $7 36
CD-ROM Drive Only $16 514 $10 9 $3 37 36

Pricing of quantities not specified are calculated based on 2 lincar scale. These amounts are guidelines

far contract negotiation with OEMs and actoal contract price may vary slighdy.

[The information cantained in this table is highly confidential]




[5) -
Applications Products OEM Channel Pricing Proposal
Revised: 6/26/91
what's New
Responsa to feedback from Jeremybu:
- OEM provides end-user support. A 15% upliftis charged for royalties on language verstons that
’ go Into countries where OEM relles on MS subsidlary to support the product.
- Royalty and 60% discount FG deals are bundle deals only.
- Sllent on non-US FG pricing (1 think we need to do something within the next 12-months)
- Royalty & FG deals for localized product require Bemard & Chris approval,
- Localized Word royalty increased.
Royalty Proposal ' _ .
Royalty guldelines are divided into two categories: & English Language Countries and Localized
Prodyct for Non-English Language Countries. High-end Windows applications and Entry applications
are consldered separately because they appeal to different OEM needs.
o Royalty pricing Is for per-system licenses asuming a minimum 6-month and maximum 12-month
_duration. . .. - . .
o The OEM s responsible for production of a finished end-user delflverable.
o The OEM packaged Microsoft application can be distributed only In conjunction with the OEM's
. PC systems.
: o The OEM will provide end-user support for ficensed applications. if the OEM ships product into
. countries whera thay are unable to support the application, and will therefore refy on the local MS
g  subsidiary to provide end-user support, they wlll be charged an addltioral 15% uplift for those .
. o United States pricas are for Engfish language products In Engfish language countries In addttion
“ ~ tothe US. Europe pricesare for localtzed verslons for which quotes require prior approval of VP

OEM, VP Europe (Bernard Vergnes & Chris resp.) and/or the area manager. .
o Negotiate vigorously for guaranteed OEM advertising featuring the llcensed appflication(s).
0 Works pre-install royalties are available to OEMs that both, commit to more than 5,000 units and
.ship works pre-nstalled on a hard disk drive. If the OEM supports the product directly, subtract
. $1.00 from the royalty.

For your reference | have included distributor and street pricing alongside the proposed OEM pricing.
. Addittionalty, you wil see columns for royalty as & percentage of SAP and total commitment doliars for
- each royalty/unit comemitment break. o

Finished Goods Proposal

MS finlshed goods pricing propasal for OEM licensees can be summarized as follows:
US and English speaking countries:

o Commitments for under 5K units will be priced as are dlistributors with the applicable 46%
discount from SRP. There are no bundling restrictions In this discount category.

o Commitments far over 5K ynits will be offered a discount of 60% from SRP.

o Commitments are for a minimum of 6-months and maximum of 12-months.

o Exceptions are products listed separately ln the OEM Pricing Guideline; specffically this permits
continued aggressive pricing for finished goods for EBU applications like Works, Personal ’
Financial Manager, etc.

o Finished goods pricing for countries other than the US ks outslde the scope of this proposal. For
afl finished goods deals for non-US OEMSs, contact Kimber Didge in INTL marketing.

o Negotiate vigorousty for guarameed OEM advertising featuring the licensed application(s).

- MICROSOFT CONFIDENTIAL X 518859
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