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Comes v. Microsoft

From: Paul Marz

Sent: Tuesday, November 03, 1398 8:35 AM

To: Ricnard Fade Joachim Kempin: Bili Gates. Steve Balimer
Ce: Jirr Allchun {Exchange)

Subject: RE. Compaq meetng on Fnday

{ will talk with Jim anc get name back (o you, but | think [ want to use Davidcol in'this role.

—~Onginal Message——

From: Richard Fade

Sent: Monday, November 02, 1998 11.20 PM

Ta: Joachim Kempin: Paul Mamz: Bill Gates: Steve Balimer

Ce: Jim Allchin (Exchange) _

Subject: RE. Compaq meetngon Friday .

| am meeting Rod at Comdex and we are working on a review for his team here in Redmond. We are on the 0S
ISSUe IS week,

—~—0Onginal Message—
From: Joachim Kempin

Sent: Manday, November 02, 1998 §.06 PM
Te: Paul Maritz; Bill Gates; Steve Bailmer
Ce: Jim Alichin (Exchange); Richard Fade

Subject: RE. Compag meeting on Fnday

Paul. same conclusion here. Between Richard and myself we have to win Schrock over. He is a rebeil
sven inside Compag and Pleiffer supparts him in this role. If we engage property like you outiined below
we will get traction. who should we work with inside your group?

—Onginal Messege—
From:

Paul Marx
Sent: Mondsy, November 02, 1998 1:4S PM
To: 8t Gates: Steve Balimer. Joachmm
Ce: Jim Alichin (Exchange)
Subject: RE: Compaq meeung on Friday

This mail about “Portal PC” just rainforces my belief that we need to re-constitue ourseives along the lines
of two undertying OS groups, and a UV/Sclution group (which is specifically chartered to make faster
progress on salubons while keeping consistent Ul direction, and is charted to work with megaserver

group).

| think we naad S proae of enltisg
e igemtafosst £0iLucn tASt.3 fuf renming legacy ana generzl purssse \indows apps. | sl
ink we need to push harder on the onginal Netp&* idea, coupled with Windows2000/ZAW, fer both
the corporats and the consumer eavirsnment {for those situations where there is high bandwdith) - as
t-.e ngnt aiance tetween a full PC and a Windows Terminal. We should come up with big marketng
rebate program (or like) for those who are willing to push this with us. . .

« A differenty-branded sclution that pulls together into one product family, the eBook, Jupiter, Portai
PC. It does not run arbitrary Windows apps. !tis based on CE, and includes bundied set of apps.

« Both soiution are tied at some ievel into our Poral.

-

Beyond that | am really shocked/puzzied at status of relaticnship with Compaq. It is clear that Raose is oniy
geiivenng half of the company for us. We don't seem to have any relationship at ail with the other haif |
think we need some exec to raally take it upon himvherself to get to know Shrock et al. 77

—-Original Message—
From: Bill Gates
Sent: Monda;..Navamber 02, 1998 12:18 PM :
To: g:;ecn limer. Paul Maritz; Joachim Kempin; Richard Fad<uSIEREEg. Pete Higgns:
ase
Ce: CragH Mundie; Harel Kodesh; Laura Jennings: Moshe Lichtman; Carl Stork
. (Exchange). Jawad Khaki: Enc Rudder, David Vaskevitch
Subject: Compaq meeting on Frday
A. Consumer group HIGHLY
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The Consumer grv:uo 1s planning to stup 3@ “porat PC™ in the second nalf of 1999 Al presem
Micrasoft s NOT the chosen OS vendor for this machine. | tned to probe and undersang wny nat
as best | could. Our selationship with Compag should avord us being in this kind of come from
benind situaton - even if we can't meet atl of CCMpaq’'s needs they snould come to us frst ang ze
clear apout what they need. This machine cuts 2cross ail of our org Soundanes - IMG Win CE
and Windows Compag at cne paint thought we would make a unified bid for this machine to be
an MS OS ana a MSN paral ana we did NOt respond to that | totd Comoag that we snculd ‘ocus
cn whetnar we can cravide the OS Rza fee's like Windows CE s nct at ail fccuses on this kina 2°
macnine and is missing the multmedia ang ather support required ke 1s talking acout a3 macamne
that just coes browsing. The way he taiked it made me feel iike maybe (he 8e0S 1s consigered a
3vorite choose. He aiso said we would have to adopt our software for thetr portal pariner whnicn
couid mean tney are thinking of ACL as the portai pariner. This wncle area s 3 confusing one
inside Compaq and Microsoft. Are we wiliing to have Windows CE used for 3 orowsing machine
ke this - it seems like with Jupiter we have crossed that bndge so | am unclear what Lompagq
thinks is missing. !t wouid be a big disappaintment for us to have arother OS be cnosen here. We
need to get on top of this. Trey Smith may grve us mare insight into what is going on here Qur
OEM group needs to get 1o the battom of this ASAP Rod will reguire quite 3 low royaity price for
this machine | am not sure it will sell in Dig quantites or not. It 1s propasec as maybe just Intemet
but including creating email ang simple documents. it wasn't clear whetner it has a disk ¢r nat |
think BeOS raquires a disk and WindowsCE does not which should be an advantage for us. if the
machine has a disk we could do a castratad version of Windows at quite a iow royalty since it
wouid no run Windows applications - technicali and umewise for 99 this mignt be the easiest path.

| tned to engage Rod on WebTV and understand what the issues were there. He said the costs of
cieanng out oid inventory are super high for the current pecpie sC they aren't making money . |
said | dign't think we had really dug into the issues on a TV based product 1o see if the economics
cauld work between us or nct. Maybe we don't need Compaq in this space but | wouid rather have
tham do this than the Portal PC. However we have to be careful. They interpreted somethin

Craig said about prefernng to work with them on WebTV and saying we had NO interest in Portal
PC and they shouid go to another supplier for that. Schrock taiked about haw WetTV 13 a closed
mode! and | pointed out that helps the economics and certamty AOL will da the same thing. |
explained how "openness” was 3 sPectrum startng with whether you aliow a user to go (o any
URL they want to or not.

One area we need to get a palicy together for is whether we believe in Windows terminal type
usage in the home wnere you can share a device and have stuff that is less compiex. There are
tird pares doing stuff like this and we create a vacuum dy not ungerstanding what we want tc do

in this area.

2. Portal in general

Somewhat related to the above is their whole view of Portal. We have a clause in the Windows
contract that requires our properties to be featured prominently at no charge. | don't believe
Compagq is fufilling this clause. We need to have a harg core position on this without upsetting that
on the Portal PC. Compaq should undersiand that machines that run Windows apphcatons we
have stnicter requirements than for other machines - we wan't impose the same requirement on
Portal PC if it doesn't run Windows applications. Rod Schrock acted hke we were the ones who
nad not followed up on the clause and | said that that couldn't be right sinCe we were meeting with
them and they were bnnging up AitaVista to us. | painted a picture where the cabie providers will
get most of the high speed Connection customers and they will not be paying.a portal fee. | :
challenged Compaq’'s assumption that they can convert someone away from AQL with what they
@3 1 thete mashine. Sshrack breught us 3 10t cf Cata ta say thew butions were getung pecple to
do amazing things After digging into it all their data snows is that Compag users do use the
buttons 1o get to therr "Home Page” and that generates a lot of hame page levels of use far Yahoo
(MyYanoo) which is 10x as much traffic as Yahoo normally gets when they don't have the Home
page. | suggested to Rod that people would “pay” customers to downioad software that redirects
the Compag URL that the keyboard generates - he kept saying they can avoid this which given
the general purpose nature of a browser and remagping U&Ls { think he 1s wrong on that Maffei
thinks Compagq s trying to get TimeWamer t0 do some oortal deal where they throw I AltaVista.
Twis is p2s&oie since tNey are a partner in Roadrunner out | wouid be surprised (f the deal comes
together. .

Compaq needs to get $40 per PC over the next 3 years to feel good. | suggested they shouldn't
take any of this for granted on a machine that runs Windows applications since we control the

interface. However 1t is interesuing to understand that threshold which tes to their margin on
selling the haraware rtself Portal people like MSN or AOL or GTE might be wiling 1o pay that toll.

[ want 1o be clear this s the revenue for ALL PCs so you have to get to the $40 even inciuding the
peopie who don't stay signed up or never sign up - say an AOL user who stays with ACL.

Compaq is amazed at AOL's pervasiveness. They say 15% of all homes and 6§0% of connected
homes are AOL subscnbers and they don't see anything we or anyone eise is doing to change
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that | said ¢ s true that ACL dcminants and © means no ane will pay 0ortal fees uniess they
somenow tnink they can compete with AQL which since they were 3liowed to Suy Comouserve is

pretty tough
3. Wingate(?)/NAT

Compaaq s really disapoointed tnat we Fave so far ingored therr piea to sugoort the PC as 3
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tne cost for them of going to a third party. | was shocked to get mail from Sxorx’saymg thetr 3rg
party soluton reptaces Winsock - that is crazy. However Compaq felt a need to do something ara
we did NOT respond. Apparently our tack of invoivement has them off working with AQL (o come
up with specific extensions to make gatewaying work for AOL (does AQOL uike tnat? According to
Compag they are warking with them). | told Compaq that there current soluticn warkegd in the
pasic cases { they cffered 1o demo but | chose not to spend the tme on d) but we saw some
problems with it. Compaq said that they are full speed ahead uniess we come up with something
Dafer pernaps even a stanaard. | don't want to do more standards that don't penefit us - | want to
a0 sowtions that work myself. This wnote area is really an emprassment for us and | dont
understand how we are going to do with this huge hole. Windows 98 has got to get some of this
capavility | feel. | prormsed Compaq we would work on doing better in this space. No cne raised
the 1ssue of saperately distributng binanes and | woulkd have saxd NO very very very hardcore if

that had come up. | don't see how that approeacn can help us at all.

4 Connectvity to the home

| painted a picture where Cable is cnarging ahead and it deesn't appear the RBOCS are going 0
show up for the game at al. Echard has a keynote at Comdex and they said that they will
announca al! the RBOCs supportng G.[ite as well as friendly wards with Hughes about
connecting through satasliite and fnendly words about making PCs cabie ready. | asked when the
RBOCs will price to compete and discussed all the issues about conditicning, no videg efc..
Echard s on the board of BellAtlantic and said he would dig into it | told Compaq they had been a
great parter on G lite but that nght now | didn't see much happening and that cabie will not allow
them to get subsidies since they don't have to. | am disappointed in how vague all the G.lite
prncing is - where it is concrete 1t is just too hgh.

Desktop
1. Windows CE devices.

They will conunue with Jupiter and other devices. They iost a lot on discounting what was in the
channel as we made the version transiton. They wanted 10 know if Philips was puitng cut and
what was going on with 3Com. They showed me a great looking Jupiter form factor. They want to
be leaders in Ebooks and | agreed they snould taik to Dick Brass and crew. They were thinking of
getting some software from Xerox calied Feddy reader or something which overiaps the work we
are doing. They may consolidate their WindowsCE stuff with ths cehsumer graup i7 we ever
figure out how 10 work with the consumer group on Portai PC. They had a bunch of market data
that snowed VERY low awareness of Windows CE and Paim as being very well known They just
got a huge order from one customer for §0.000 units - a medical application of some kind.

| suggested that relative to phone type devices maybe a three way partnership between MS,
Compaq and oneof(Nokia. Nortel) mught be worth pursuing since the skill sets and distnoution
might be very complimentary. We should consider haw Campagq can hetp us with Officaphone
challenges that we face. .

2. Customers are telling them that Windows Termrnal is too thin and the PC is too thick. They
want something that runs Office on the PC and 1s easy to depioy to by using the browser for most
other applicatons. Essentially the custoners want a Microsoft Appliance (plus a few other
focal productivity applicatons) and they want us to make this very easy and supportable. Compaq
has hired Scott Cutler to work for Winkler as the chief technologist. He will come up with some
ideas for this mactune that are fairly concrete and near term which may be very interestmg to us.
Compaq s amazed that we haven't gone more to have a clear story on applicaton depioyment.
When they taik to us we seem to talk about new written applications but they say we HAVE to
solve the problem for todays applications and soon.

3. Display technology. They have invented an approach for building displays which uses LCO
chips and a new light bulb projector which is novel. They feel that over ime it wil compete with
CRTs on pnce and have better resolution and size. The de> was very nica. The: w2-2 zven

W a5 e w3 HOUIE De @ candiCEl: for the SPin out out | don't see it matching up with cur focus
evsr. though wnat trey s-e going 's 20l 3nC very srotestad with |P. Since it is net an LCO screen
| don't think it lends stself to our speciat font resolution breakthrough.
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1 Alpha Compag feels we aren't GOING enNcugh retative to VLM They say that pecoie ike SAP
will not suppor it uniess we nave a ptan for SQL and other kay products. They are very womed
about our 54bit status. They want 10 raise e visilty of Alpha. | suggested that mayde when we
nave the SOK for Aipha is gne milestone. | 3i$0 suggested tc Strecker that maybe when we a0
our COM+ Runtime announcament in the spnng 1t would be a nice mikestone for Alpha Strecxer
was VERY interasted in this and askad who he should @ik to and the cne name ! came up with
was Vaskevitch. Compag may be a gooc ally in our byte code efforts if we engage them Compaq
NS~ . Toioe
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2 SQLMX. | am unciear if there 18 3 specific plan in SQL that lets us architectually use the worx
Tandem has gone 1o get to a distnbuted SQL product much faster tan we waould have on our
own. This seems (o be a key slement of us being willing to pay Comoag for ati of trus stuff and |
aon't know what wiil come trye here. | assume we have had our DB architecls ook at what we are

getting and have some buy in on how we will use 1t for exampie Jim Gray.

1 Communications » COM+ They wanted to know if CISCO was getting mare COM= stuff far
UNIX than they will get | assured them they would get everymmg that Cisco gets in this area
They ciaim they are going to g0 some great communications stu all based on NT ana we shoulg
see thern as 2 great parner here. | said that sounded great. They plan to raise their visibility in
this area. They do have strong relationships with teiecom companies and plan to compete much
detter against HP and SUN inside those companies.

4 UNIX. They are deathly afraid their UNIX won't have critical mass. They talked about the AIX
announcement. !t is unciear how the SCO and AIX code based come together. Compag likes to
point out that IBM is not turming over ail their technology so there will not be one AiX. Alsg there is
a Sequent involverment in this Mix somenow where that code is different They reatly want us to
heip them convert some people to their UNIX (Siemens. ICL, DG. Unisys) which we are aiready
doing. They think we should heip them in the field with their UNIX but this is really asking too

much | am afrad.
5. Appliance server. | made it clear how CRITICAL itis to' us o get the new version out that uses

NT. They said they think this is largely on track and they communicate well with Jim on Yus. |
emphaszed the importance here MANY MANY tmes. This is a foreign OS at Compaq who we

traat bettar than anyone.
&. Buses. They exclained at length about PCIX (Projectt) and the followon they are doing and
now that competes with NGIO from Intel. They agree a switching fabne is the future. They have
1BM and HP working with them aithough they are the leaders of this. They want us to endorse at
some point but when | pushed on how that wouid really heip they were a littie vague. At some
point we May beed to do that

| thanked Rose for ali of his tnips to Seattie and his willingness o dstract a lot of ime for the
lawsuit

The whole meeting including my 1.1 with Pfeifer at the end was very friendly except for my realty
probing Schrock on portal related ssues. However we help Compag a iot with our Frontine
efforts. There is tension over Portal PC and Appliance server and Portai in general.

| agreed to speak at their innovate event in Apnl and that will be the next review n Houston. We
can decide if we need one here in between tmes .
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