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This memo summarizes our discussions on volume pricing. We believe that the current
proposal for penetration pricing betng discussed in the US iswooomplicamdt_obeunhzgd
cffectively in Europe and doesn't address several key issues we face. We want to recognize
explicity the need far creating two programs: onc thas the channel can offcr'wm?out the
involvement of an MS salesperson, and another one for those high-volume situatons where
we are involved with the account. - <

Goals and Objectivs
These are the goals we established for such a program:

1. Keep it simple! If there is to be any complexity, it should be bourne by Microsoft, and
not by the channel or by the customer. One of the problems with the US program is that it
fails to do this. Even though it has now been reduced to two sets of “ratios™ (onc for
Word, Excel or PowerPoint alone, and one for the Win Office), the program will be very
complicated to explain. The internal accounting for the user will also be messy (which
deparuments got the free copies, which paid for copies, etc.).

2. Run it through the channel. Microsoft LA reps tlk with only a fraction of the poteatial
business customers. We need to be able 10 rely on the channel to scll our products in
volume without providing an additional burden on MS salespeople. At the same ume, the
set of cases that we need 10 plan for can be relatively limited We need to recognize that
we will be involved directly in the wuly largest deals, and for this program don't need to
build in all kinds of specizl conditions. One powntial issuc with the US proposal is that
although it aliows the channe! to make their "normal” margin on a large sale that they've
generated, they completely lose out on earmning revenue for the remaining product units
(in the casc of Win Office, that's 50%!). This seems an apparent conwradiction to me.

3. Promote conversion to the Microsoft platform. The US proposes two methods for
doing this. The first, of course, is the Win Office itsclf. The US just reduced the SRP of
the Win Office t0 $750. The second, is that the Win Office gets special ocamment in their
current proposal (a paid-to-free ratio of 1-1, rather than 2-1 for a single app). While
laudable, it seems to me that this is overkill. The Win Office already has some presty
convincing economics behind it At the same time, we have yet to introduce the Win
Office in Europe. A good first step for us, then, would be to get the Win Office on the
market at an attractive price and include it in our volume price proposal.

4. Promote 100% penetration. The US proposal does address penetration, while what
we're proposing addresses volume. The US proposal creates two obstacles: 1) by
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requiring 100% (really 90%) penetration we are placing a tough restricron on :Ccoums
that may be able 1o purchase in quantty, but cannot make a cenoal lw‘;f P“:l asc
decision, and 2) by limitng it 10 a purchasing site it makes it difficult for sm fcr." .
~satellite™ sites to take advantage of the offer. If you libcralize the definition of 3 "sic” to
make obstacle #2 easier, you make obstacle #1 harder. We believe volume is more:
fiexibie, and in the end just as compelling. With a volume price schedule that provides.
greater discounts for higher order sizes, if you can surt o get a company buying 190,
200, 500 copies of a product or of the Office, they will be bu?ldmg momentum inside to
continue purchases of our software. Volume cnables us to price the sofrware for usage. In
our experience, 100% implies that an account knows they will only use the software on
some smaller percentage of their machines, but wants to be legally liccnsed for all of
them and in exchange wants exremely low pricing.

European Proposal

The Basic Form

1. Price Schedule. We propose 1o provide a volume-purchase price schedule which our

dealers can use in negodating volume purchases with customers. The price schedule
would include both the suggested retail price for that level of volume (essenually a
discount off of the single-unit price), and the discount to the dealer for that business (we
would want much narrowed margins for such deals). For example, the volume price
schedule might look something like this:

Volume 100-499 500-999 1000-4999 >5000

Discount per Unit 5% 40% 45% 50%

Form of the Product/Order Entry System. In our minds, the numbers of orders to be
processed under this program would not be cemendous. We cstimate in Europe perhaps
two such orders per day. We believe that the product delivered could be a specially-
produced MLP (whether shipped to dealer or customer is a detail to be determined) with
the licensing agreement specifying the number of copies purchased (thus it could say
~237 Word for Windows") and we would get the account name. An order enuwy system
would have 1o calculate the dealer cost of this item and generate the bill as well as the
custom-generated MLP. This should not be hard to create.

Potential Additional Items

Other items may be worked into the program. However, any additional item would of

necessity make it more complicated, and at this point we do not think that they would be
needed:

1.

Additional products. There are two issues here. The first is whether to provide an
incentive for ordering large volumes of multiple products (say Word plus Project, or
Excel plus Word). The second is whether an order that is made up of multiple product
should be totaled 1o determine the volume discount. Thus, 75 copies of Win Word plus
75 copies of Win Excel would get the customer into the 100+ discount category.

Multiple languages. Rescllers like Corporaic Softwarc have asked us to put together a
volume purchasing program that would enable them to g0 to a multinational account and
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offer them consistent pricing or discount across the company. By consolidating their
order, we may be able o effect this.

Items not Included

'Iha:msomeissuesumwonldbcadvisablnonddress. but have not been addressed at this

tme: :

1. Software purchase monitoring. It would be nice if along with-the cuswomer-generated
MLPwcincludedaoounmdisksetwhichmonitmudmdmckedthenmnwofcopics
of the sofrware installed

2. Purchasing over time. Corporate accounts gencrally sct up a purchasing arrangement
with their dealers that specify the discount they will receive regardless of quanury
(pmumablyaft:rsomchrgeiniﬁllmﬂu).Wewmneedtom:meissucofwheﬁm
an account deserves 1o continue with a particular discount once they've made their initial
volume purchase. For example, once they've bought 100 copies of Win Word at 35% off,
and they get 25 new machines, what do they pay for those new copies?
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