Encryption Announcement
W Press Briefing Reom
FHA2 ann Wodnesday, Seprember 16th, 1998

Megting requesicd by David Beier
Briefing prepured hy Jim Kohlenberger

EVENT

You arc making a major encryption announcement and kicking off' a press bricfing on the details
of the announcement. This announcemont marks the next step in ot encryption policy provess
which vou first launched months ago that brought industry and law enforcement to the table
together to develop encryption schutions that both protect legitimate law enforcement needs
while prometing electronic commerce and protocting privacy.

LOGISTICS {As of this writing, subject 1o change)

. You wili coter the Bricling Room joined by other ageney principals involved in
the sunouncemenl.

* Yaou will make a brief statement and depart,

. Afier your departure, John Podesta will be master of ceremonies and introduce
other agency, industry and Congressional players for remarks and questions.

YOQUR ROLIZCOMTRIBUTION

. You making a major new encryplion announcement and Kicking off a press
briefing on the announcement.

PROGRAM NOTES

. fn March, you responded io 2 leiter from Senator Daschile and launchied the pobioy
pm{:{:ss that brings us to these aanouncements today. At that tme you called for
“intensive discussion that will apply the unparalicled expertise of LLS. industry

'iudgrs in developmg innovative solutions that support our national g,{:z;z%s. Over

the last several months industry and law enforcement have bad mcezzmg,mg
discussions that have E:_d 1o these mnouncemczm.

. T axé;ty ygu are om; agiin a{.z}ding al eiier 10 Scz‘z&iar Jaschle (attached), Today’s
amzozmaummi marks yet another SZC;} in the ongeing encryption policy process.

. The andience will include rcp&suzia{zvcs fz‘i}m uzém£ry and mi‘:mbf“l& of
Congress,



Apenceies invalved in the sunsuncement
FBI
Justree
Commerce
Dlefonse
NS A
CIA

Industry Validators
CSPP ~- Computer Systems Policy Project - a coalition of computer manufactureres
IBM
HP
ACP

ATTACHMENTS
. Background on announcement
, Capy of lefter 1o Daschic




DRAFTU

ADMINISTRATION UPDATES ENCRYPTION POLICY

WASHINGTON - The Chaton Adatinisiration today announced a serics of steps to
updaty its encryption policy in a way that meets the full range of national iterests: promotes
electronic commerce, suppoits law enforcement and national secunty and protect privacy.
These steps wve a result of several months of intensive dialogue between the govermment and
LS, industry, the law enforecisent comunanity and privacy groups that was ca!!ed for by the
Vice Prosident and supported by members of Congross.

As the Vice President stated in s letler to Saaator Daschle, the Administration comaing
commitied to assuring that the nation’s law enforcement community will be able to access, under
strictly defined legal procedures, the plain text of crminally related communications and stored
information,  The Administration istends to support FBEs establishment of 2 technical support
center to help build the technical capacity of law enforeement — Federal, State, aod local — to
stay abreast of advancing communications techaatogy.

The Administmtion will also strengthen its support for elecuonic comimerce by
permitting the export of strong enoryption when used to protect sensitive financial, health,
sedical, and business proprictary information in clectionic form. The updated export policy
will atlow U S companies new oppornnitics to sell encryption producis (o alimost 70 percem of
the wordd’s economy, acluding the Huwopean Usion, the Caribbean sad same Asian and Souti
American countries. These changes in expoet policy were based on inpat from mdustry gronps
while being protective of national seentity and law enforcement intorests.

The new export guidelines will permit exposts ta other industries beyond fuuncal
yastitutions; and fusther steeamline expoits of key recovery products and othes secoverabile
encrypion products, Expods o those end users and destination countries not addiessed by
today s announcement will continue o bu reviewed o a case-by-case basis.

Vary strong eacryption with any key leagth (with or without key recovery) will now be
permitted for expon, under License sxception, to several industty sectors,  For example, 1.5,
companics will be able to expart very stong encryption {or use between their headquarters and
their foreign subsidiaries worldwiis except the sevent terronst countries (fran, Trag, Libya, Syus,
Sudan, Noith Korea and Cuba) (o protect their sensitive company proprictary information.

S Qa-line merchants in 46 wmimu. will be ablg to uss tubusi US. e ypmm products w
pmﬁ:c{ lhfm on-line a%g,z,tmmc: commerce transactions with tllul r:ustﬂmuq over th(, Itm.m(.i

lnsutance- mzzzp;mw; 4% wdi as the health and medical sectors in those same ;4G u)lu!lll(,\
will be abie to puzcimsc and use robust ULS. encryplion products (o scoute health and instrance
data amongi legitimate users such ashospitals, health care professsonals, patients, insurers and
thewr customers, -

CThe new gu:dci Ines also allow uzc;y;mon tms dwam zu%d xofumzx, pmducm wz{iz
encz’y;}tmn -:ucng,th up-o 56 h:t l)l 25 or. cquwa[cu: tor ha f:xpaﬂcd Wtihﬁut a Izcmsa. ai‘iw a v k:
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time tochmal roview, © all usery outside the seven terronst counties. Corrently, streamiined
exports of DES products are permitted for those companties that have fited key 1ecovery business
plans. However, with the now puidelines, key recovery business plans will 5o longer be
required,

The Administration will continue to promoie the doveloproont of Key recovery prodacts
by easing regulatory requitements.  For the maore than 00 companies which have submitted
plans to develop and market key recovery encryption products, the six month progress reviews
will 0o Jonger be rcf;z:ircé\ Ounce the products are ready for macket, they canbe exported, with
any bit fength - without 2 liceuse — world-wide (except to terrorist nations) after a one-time
review. Furtheomore, exportens will no longer need to name or submit additional inflormation
on & key recovery egent poor o export. These requirements will be removed from the
regulations.

Finally, industry has identificd other so-called “recoverable” products and techniques that
allow for the recovery of plaintext by a system or neiwork administeator and that can also assist
baw enforcement access, subject to steret procedures.  The Adminesteation will permit thetr
export {or use within most foreign commercial firms, and their wholly-owned subsidiaries, in
farpe markets, including Western Burope, Japan and Australia, to protect their internal business
proprctany communications,

The Adminisiration walcomes a continued dizlogus with ULS, industry aud intends 1o
review its poticy i one year i deternsioe i addiuonal updates may be pocessary to continue a .
balanced approact that protects the public safety and national secunity, ensures privacy, enables
continued technology leadership by ULS. idustry and prometes slectronic commesce,
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Encsyphion. Export Control Update
September 16, 1998

Expous of 56-hit DES and equivalent products (hardware and softwarey will be
streamlined (under licease exception). Requiraments for key recovery plans are
cliptinated.

Exports of unlimited strength encryption proaducts (with or without key recovery) will be
sticambined {under license exception) to cerlain industries. The sectorsare:
Subsidiaries of ULS. Firms, waorldwide {except seven terrorist nations).
[nsurance companies 1o the same 46 countries recently approved for exports to
banks and financial institution cxports,
Health and medical orpanizations (includig civilian gevcmmcni health agencies)
in the same 46 countries. Docs not include biochenncal/pharmaceutical
mannfacturers.
On-line merchunts for client-seover applications, (n e same 40 countries, with the
purpose of sceuring clectronic ransactions between merchants and their
custemers. [Does not melude manufacturers and distributors of items controled on
the LS, munitions Hst.

Key Recovary produsts will continue to be exportable under license exception warldwide
(except seven terrovist nations), Review of foreipn key recovery agents is eliminated,

Exports of “recoverable” products will be approved o most commarcial firms, and their
wholly-owned subsidiarics, in a broad range of countries under encryption licensing
arrangements. This group of countries covers most major conumercial markets including
Wastern Europe, Japan, and Austealia. The pelicy docs not include service providers and
manufacturers and distributors of ftems controlled on the US. munitions list.

Exports to end users or destinations outside this policy are possible on a case-by-case
hasts.

Prior to export, products are subjeet fo a one-tine produoct technical review.

s

-



THE VICE PALCSIDENT

WAZIIRNGION

September 14, 1998

The Honorshle Thomas Duschle
Pinited States Senste

509 Hart Senate Office Building
Washingtion, DO 20510

Dear Senator Daschie:

Thank you for your letier of Septemaber 14, 1998, inquining about the progress the
Administration has made {n our dialogue with industry on encryption policy. 1 am pleased to say
that we have arrived at 2 sof of measures that we believe continues a balaneed approach and
makes progross. Industey’s inputs into the dialogue have o muany ways formed the basis for the
measures we arg undertaking. Our continued preference is (0 amive at coaperative solutions
rather than seeking to logislate damestic cantrols on encryption. We appreciate the role you and
others in Conpress have played in creating an environment conducive 1o sustess,

We remain committed (o assuring il the nation’s law enforcement community
continues ta be able o access, under strictly defined legal procedures, the plain oxt of criminally
relsted communications and stored information. Partially in response o industry proposals, we
intend to support the establishment of a techaical support center 1o the FBI to build the capacity
of law enforcement - Federal, state, and local -~ to stay abreast of rabid changes i technology.
The details concerning the organization of the center will be worked out so as to maximize use of
existing govermment resourcas and aveid duplication.

We also recopnize the need to assure that U.S. industry continues to compete eflfectively
in global markets. Accordingly, the Commerce Department will shorly announce the details of
an update 1o owr export controls that will pramate the grovah of private, securs, electronic
_commerce, In sdopuing thiese measures, our guiding principle has been to assure thet any stcps
are czmszszenz wztfz fundamental nazzoaaz security and law ::ufem:mcm concems. .

" In QH{‘Vii?W, these measures reprasent 2 major step forward, However, piven the rapidly
evolving nature of this techaology, our policy taward encryption s inherently aue of ongoing
adaptatign. We will continue our dialogue, and wilf review dur current policy in one year to
determine what additional measures may be needed o continue 2 balanced approach that

4
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Senator Daschle

promotes the growth of scoure electronic commerce, protects the public safety and rational
seeutity, ensures privacy, and enable continued technolopy keadership by U.S. industey.

Sinceraly

Al Gore

AG rmm

A Rt
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THE WHITE HOUSE

{Hiee of the Viee I'restdent

For lmmediaie Release Contact:
Thursday, October 1, 1998 {2021 486.7035

VICE PRESIDENT GORE ANNOQUNCES NEW EFFORTS TO CRACK BOYWN
ON SOFTWARE PIRACY WORLD-WIDL

Washington, DU —Viee President Gore announced today that a new Exveutive Grder (EQ) will
direct federal departments and agencies o prevent and combat computer software piracy, and the
President also wall direct the United States Trade Representative (USTRY to press foreign governmenis
1o enact similar protections,

“Today. we are declaring war o software piraey,” Vice President Gore said. “The message is
clear: dow’t copy that floppy. Al home or abroad, intelicctual property must be protected.”

The federsi government is the world's largest buyer of computer-refated services and
cqmpmcm, at over $20 billion a year. Anestimated 317 billion was lost world-wide to software pivacy
in 1997, tunddating o as many as 130,000 {ost jobs in the United States,

. President Clinton’s Exceutive Oeder direets agencies

H

* Ensure that only authorized computer software 6 aeguired Tor, and used on, agency
COmRItErs.
» Ensure that agency policies and practices related to copyrights on computer software

are adequate.
. Prepare an inventory of the software on their compuiers.
. Develep and maintain adequate record-keeping systerms for their computor software,
Vice President Gore said the President is dirgeting USTR Charlene Barshelsky 1o press other

goverments over the et year 1o aunounce programs ensuring that their departmients and ministries
use only legitimate software in on authorized manner. Working closely with software companies,

. USTR will seck o persuade ether governments to modemnize their sofiware managemient systeins, to

agsess software use through comprehensive audits, and 1o eosure that procurement practices call i{z:
and budgets provide for, acqmsrt;on and use of “legal s&ﬁwar&

*

Finally, the Vicc-f’msidem anmﬁmd that the Commerce Department will award 79 new

- Advanced Teshnology Programt (AT} grants, worth $82 million, to keep America at the culting-cdge

of techuology and innovation. ATP izeips fund higherorisk, higher-payoff investments that can yield -
enormous ceonomic benefits, By requiring ccs{-sinrmg from industry, the ATP leverages federal
rescarch dollars and encourapes companics to invest in long-term technological breakthroughs.

SOTG-.
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Flis yeur's granowill go for, amsong other tings:

. Teehmology to restore nerve functions o treat victing of spinad cord injuries.
* Life-saving DNA dingnostios at 1/100th of the curvont sost,
. Digital video technologies thar will allow basinesses 0 do video-conferencing vver

predinary phone lines.

» Software techinologies that wilf dramatically cut the cost of updating the skifls of
warkers using computer-based training,

Hil



CRACKING DOWN ON SOFTWARE PIRACY

Today Vice President Gore announced stepped-up efTorts to fight software piracy around the
world. Thesc efforts will Icad 10 more sales of U.S. software companies and more high-tcch jobs. The
Vice President said, *The message is clear -- don’t copy that floppy!™

The United States Government is the world’s largest purchaser of computer-related services and
equipment, purchasing more than $20 billion annually. At a titne when a critical component in discussions
with our international trading partners concerns their cfforts to combat piracy of computer software and
other intellectual property, it is incumbent on us to ensure that our own government’s practices as a
purchaser and vser of computer software are beyond reproach.

Thatis why the Vice President announced that President Clinton has signed a new Executive Order
today that dirccts federal agencies and departments to prevent and combat computer software piracy.
Among other steps, the order directs agencics to:

= Ensure that only authorized computer sofiware is acquired for and used on agency
computers;
L] Ensure that the agencies policies and practices related to copyrights are protecting

compulter software are adequate;

u Prepare an inventory of the software present on their computers; and
N Develop and maintain adequate record keeping systems for their computer
softwarc

Furthermore, the Vice President said the President is directing US Trade Representative
Charlene 3arshefsky to use the issuance of this Executive Order over the next 12 months o press
other governnients to announce similar programs to ensure that their departments and ministries
are using only legitimate software in an authorized manner. Working closely with the software
companies, USTR will scek to persuade other governments {o modernize their software
managenient systems, 1o assess software use through comprehensive audits, and to ensure that
procurcment practices call for, and budgets provide for, acquisition and usc of “legal software.”

In the last decade the soflware industry and other copyright-based industries have become
a critical engine for cconomic growth, both in the United States and around the world.

u A recent study shows that. U.S. copyright-based industrics, arc growing at twice the
annual rate of the cconomy. U.S. copyright industries are employ over 6.5 million pcople
—-5.2% of the U.S. work force--and contributed over $60 billion in formgn sales, more
lhan any other U.S. industrial scctor

n The 1].S. aomputer software industry alone has grown at nearly seven times the rate of the
rest of the economy in the last scven years.



Fowsever, the problem afpiracy 18 8 sedous onc. Soflware industry associgdions sslimafe
the worldwide saftware industzy lost $11 billion duce to pivacy in 1997 This high piracy
rite thrediens American jobs and risks undernmining the innovation tat is helping o drive
OUL Leonomy.

INVESTING IN CIVILIAN TECHNOLOQGY

The Vice President also announced that the Commerce Department will award 79 new
Advanced Technology Program grants to keep America at the eutting-cdge of technology
and innovation.

The Advanced Technology Program helps fund higher-nsk, highorpavof! investmentis
that can yicld enormous benefits for the whole econony, By reguining cost-sharing from
mdustry, the ATP leverages foderal research dallars and encourayges companics 1 make
investments in long-tern technological breakthroughs,

This vear’s grants will fund an exeiting range of techuologies that will ereate 21st century
industries and 218 century jobs:

. Technology 1o restere nerve functions to treat vietims of spinal cord injuries;
. Life-saving DNA diagnostics at 17100th of the current cost;

. Dhgital video technologins that will allow businesses to do video~conferencing
over ordinary phone hines; and

- Software technologies that will dramatically lower the cost of updating the skills
of workers using computer-based training,.



Satellite Feed to California Technology Conference
Room 459, 0L0B
PS50 048 aom. October 1, THO8

Mueting requested by Jim Keblenherger
Bricfing prepared by lim Kohlenberger

LYENT

P

You are spenking to g conference on niission critical computiog by satellite and announcing 1} a
new executive order on software piracy, 2 a2 new effon (o erack down on seftware piracy around
the globe, and 3) $82 million in Advanced Technology Program grants 1o help ensure we sustain
this pew cconomy. Although the sofiware industry has grown at seven times the rate of the rest
of the ceonomy, last year tere was an cstimated 311 billion worth of software pirated around the
warld, There will be seleeted invited press at the conference site m Palm Springs Califomia,
We have previewed the announcement with the New York Times lor an early story.

LOGISTICS (As of this writing, subject o change) ‘

L]

YOUR ROLES

Sandy Reed, editor in chiel of InfoWorld Magazine will open the conference,
making iniroductory remarks from 11:00t0 1118 BEST,

Liglts will dinm, Off stage voier will announciy you.

You make remarks, close and depart.

CONTRIBUTION

s eale i the pow

This conference allows you 1o hughlight the governnment
coonomy wxl mnouace” several mnporiant stops 1o ensuring that we cun sustain the
new ceonomy and mission critical compding, i*‘izzadz‘zzzwzxia%}a we need well
tined workers (MR compromise as example), ¢ healihy computing izxaiz*sif"f
{targetting softwarg piracy as example], and zzwmizmms i smavation {AT
angounceiet as example) upon which critical computing (i{.g}uzés ‘{om

remarks and the announcements will reinfoerce that message.

PROGRAM NOTES

f{}ii{}wwﬁn conferences amwid the world.

Mission Critical computing -- Mission critical computing is cormputing that a
compmuy depends on for core functions of theie business, For example, an sirline
rescrvation system is eritical to that industries ability to funetion,

About the conference. John Doerr and Lew Platt, CEO.of Hewlett Packard
invited vou to speak at the conference. There wre about 700 attendees af this
ivitation only conference. Hewledl Packard , Cisca. Systenis, Oracle, SAP, EMC,

" Andersen Consulting are (he “platinum’ sponsoes of this confegence.  The

audignee is predominantly composed of corporaie leaders from bustness and Ui
mformation techuology industry. At this conference %ch} wz%% announee a seriesof

PR
.4 H

:



The Announcemont

New Eaventive Owder to Cambiat Software Pirucy

. The United States Governoent is the world s fnrgest purchaser of conmpstar-related
services and cquipiient, purchasing more than 320 bitlion sonually. Ata tme when o
eritrenl compontit in discussions with our inlernational rading partners concerns their
efforts o combat piracy of computer software and other intellzctual propeny, itis
inctinboent on us to cnsure that our own povernnients practices as o purchaser and user of
compuizr saiiware are beyond reproach.

. Thut 15 why you we announcing that President Clinton fas signed a new Brecutive Onder
today that directs federal agencics and departments to prevent and combat.computer
software piracy. Among other things the order directs agencies o:

. snusure that ondy maborized computer soltware 15 acquired for and vsed on agency
Lamniers

. emsure that the agencies policies and practices related 1o copyrights are protecting
LOMMIeT soflwire ure adequate

, prepare an inventory of the software preseat on their computers

. develop and maimiain-adegquate record keeping-systems fortheir conynier
software : ) :

New Stepped-up Global Effore to Fight Mivacy

* Furthertnore, you will announce that the President 1s directing US Trade Representative
Charlene Barshefsky (o use the issuance of this Execative Order over the next 12 montlis
10 press other governments 1o announce sinular programs (o ensure that their departiments
and ministrics are using only legitimate software in an authorized manner. Working
closely with the software companies, USTR should seek o persuade other governments
to modernize their software management systems, 1o assess sofiware use through
comprehensive audits, and 10 ensure that procurement practices call for, and budjets
provide for, acquisition and use of “legal soltware.”

Relevant Facts on Software Pirncy:

[0 the tast decade the sofiware industry has become a eritical engine for econamic
growth, both in the United States and around the world. -

YA recent study shows that US. copyright-based industries, are growing at twice
the annual rate of the economy. U.S. copyright industries art engploy over 6.5
million neople --3.2% of the U.ST work fercc--and contributed over $60 billion in
forcign sales, mare than any other ULS. industrial secior. \



v/ Thie U.S. computer software industry alone bas grown at nearly seven times the
rate of the rest of the economy in the last seven years.,

v However, the prablem of piracy 1s a senious one. The Business Software Alliance
estimates the worldwide software industry lost $11 billion due to piracy in 1997
Advanced Technelogy Program Announcement
. You are also announcing that the Commerce Department will award 79 new Advanced
Technology Program grants worth $82 million to keep America at the cutting-edge of
_technology and innovation,
. The Advanced Technology Program helps fund higher-risk, higher-payoff investments
that can yicld enormous benefits for the whole economy. By requiring cost-sharing {rom
industry, the ATP leverages federal research dollars and encourages companies to make

investments in long-term technological breakthrouglis,

. This year's grants will fund an exciting range of technologies that will ereate 2 1st
century industries and 2 1st century jobs:

- Technology to restore nerve functions to treat victims of spinal cord injuries;
- Life-saving DNA diagnostics at 1/100th of the current cast;

- Digital video technologies that will allow businesses 1o do video-conferencing
over ordinary phone lines; and

- Software technologies that will dramatically fower the cost of updating the skilts
of workers using computer-based training.

ATTACHMUENTS

*

. Your remarks



Innovation Announcement

Room 450 OLEOI3
[1:45 - 12:05 pin, Wednesday Cetober 28, 1998

Mecting requested by Duvid Heier
Briefing prepared by Jim Kohlenberpger

EVENT

You are announcing the worki’s fastest computer, announcing a newly signed law crcating the
world’s fzzézcsi uetwork (NG, and ansouncing a newly signed law to bring copyrights into the
digital age. These throe now steps that you are announcing allow us as a nation to harness the
powerful forees of scienee and technology 1o grow the new economy and build a strenger,
healthier, and more productive future. This event will be attended by about 170 information
industry leaders including many whoe worked on these and other pieces of technology legislation
that passed in the closing days of Congress. Note: this event 1S epen press.

LOGISTICS (As of this writing, subject to change)

* You will greet Nick Donefrio, Sentor Viee President of 1BM, and Chris Caine,
Viey Progident i IBM, cutside the bold, -
. »

. Secretary Bill Richardson makes brief remarks and introduces you

. You nyake brief remarks during which you can hold up a microprocessor and o
calewtator at A designated pointin the rensarks in order to make G point that it
would take a mon 63,00¢ vears o perform as many calculutions as the
computer can in 1 second.

. After your remarks, you depart. Secretary Richardson and Rick Donofrio, Senior
Vice President of IBM, will explain a little more about the computer after vour
deparfure,
YOUR ROLEAONT) |
s Thiszvent allows you (o ‘make three important new announcements that will ;}zclp

ensure that America’s engihe of innovation stays primed well into the 21st
. century. This event is ot about technology, but how new mnovatmm contnbutu
to our livelihood and {wr £oonomy. o : .



PROGRAM NGTES

Technalogieat Cluwige, fnnoevation and the Eeonamy, These three
announcements are eritical because they lead to a new ability in American
innevation. Technological change and mnovation wre the pliimate deivers of
increases 10 standards of Hiving. I faet, over the last 50 years, innovation has
nccounted for abour half of all cconomic growth. Teday, technology conteibuies o
roughly 30% of growth in gross domestic product, adding over $1.1 trillion io
national output in the last three years, These imnovation announcenwts can also
unleash new advances in medicine (designing new life-saving drugs},
manufacturing, airline safety and global climate change, But innovation also
comes from the creative minds and spirits of those who write our software, make
aur movies and sing our songs. The copyright-based industries that produce and
promote creative and high-technology products contribute more than $60 billion
annually to the balance of United States trade. For innovation to flourish we
must also proteet their works as we are wday with the signing of the WIPO bill,

Nick Donofrio representing IBM, Nick Donofrio, Senior Viee President of
I8M, will be in the audience and will join Secretary Richardson after you depart

t explain a litle more about the computer. Nick leads the strategy for developing
and conunerciatizing advanced technology across IBM's global operations.

The Props, You will have a hand caleulator and one of the 3800 processors that
make up this new computer to use as props if you want. You can hold up these
props at a designaied point in the remarks in order W make the point that it would
take a human 63,000 years to perform as many calculations as this new computer
canin 1 sccond,

Charts on stage. There will be two charts on stage with you. Onie shaws how
computer speed has increased over time as measured in the number of caleulations
por second. The second chart shows how the Internet has geown over time as
megsured by growth in the number of total Internet sites. Together, these trends
show how far we've come in the last few years, and that we are on the verge of
even greater progress in the future in these areas.

THE ANNOUNCEMENT

ve

Warid's Fastest Computer. You are announcing the world’s fastest computer ==,

capable of 3.9 willion caloulations per second. The computer, a joint project by |

the Department of Enerpy and 1BM, ean store all of the books in the library of

" Congress, is 15,000 times faster than the average PC, and contains 4 miles of

cabling. It would take » person with a hand caleulator 63,000 years "t ;xr!’ofm as
many calculations as iizzs computer ¢an pcrf orm in a second.

P . oo



The computer showenses the progress being imade o enswe that thw nition enters
the 218t century as a world leader in computiag power and wher refated
appliciuians of sucls Bigh specd computing for advances in medicing,
mumufnctoning, aidline sufety and global clinutte change - opening up i new
fruntier in alf the sciences. be Encrgy Department’s Lawrence Livermore National
Laboratery in Califorma and 1M developed this new maching, the "Bl
Pacific.” Blue Pacific has over 2.6 wrillion bytes of memory and is more than
twice the gpeed of the previous record halder, the Option Red, which was already
1en times faster than the supercompiuers of its day. See attached fact sheet for
additional information on the computer,

v Next Generation Internet:  You are also announcing that the President has
signed a hill for the creation of the Next Generation Internet — the world’s
fastest network, The NMext Generation Internet ipitiative will connegt more than
100 universitics at speeds that are ap 0 1,300 times faster than today’s Internet,
and establish the foundation for the networks and applications (e.g.
telemedicine, distance learning) of the 21{st century. This authorization bill
allows us to continue in our 3110 million a year effort to build the NGI.

ve Protecting Copyrights in the Digital Era: You ave amwouncing that the
President has signed a bill to bring copyrights inmio the digital age. 1o Decomber
1996, the Administration successfully negotiatsd two treaties that provide clear
mternational standards for intellectual property protection in the digital
enviroanent and protect .8, copyrighied works, musical performances and
sound recordings from interpational piracy, The copyright-based indusiries thu
produce and promote creative and high-echnology products contribute more
than $60 billion anmually o the balance of United States trade. This new law
implements these treatics and extends intellectual protection into the digital ora
while preserving fair use and limiting iofringement Hshility for providers of
basic comnnnsication services. These treaties are alse conunonly referred (o as
the WIPO treatics. ’

ATTACHMENTS
. Rample Charls
«  Remuarks

-« Computer fucl sheel
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FACT SHEET
THE DEPARTMENT OF ENERGY'S BLUE PACIFIC COMPUTER

i3fue Pacific is capable of 3.9 writlion caleuladons per second (icraops). It was developed under a
rescarch coniract between the Depurtment of Eneryy and I3M ut u cost of 596 Million, Ttis
focated at the Department of Encrpy's Lawrence Livermore National Laborstory in Livermore,
Califermia,

Blue Pacific is the sceond supercomputer in the Department of Encrgy's Steckpile Stewardship
Propram. The Stockpile Stowardship Program uses scicnce-based methods to assess and certily
the safcty, secunty and rebiahitity of nuclear weapons without underground nuclear testing. The
Encrey Depatiment will develop five geacrations of high-performance computers with a goal of
100 terrops by 2004, Blue Pacilic builds upon the success of DOE's onc teraops machine,
Option Red, doveloped by Intel in 1996 and located ut DOE's Sandia National Laboratorics.

Blue Pacific is powercd by more than 5800 PowerPC processors and uses 2.5 triltion byies of
memory. [His copnected by aver four miles of cable. ([ contains more than 2§ trillion transistors.

Itis 15,000 times faster and hus roughly 80,000 times the memory of the average desktop PO [t
contains mace than 75 trillion bytes ol disk storage capacity, o more than enough 1o bald all the
Informatics contained in the more than 17 million books of the Lii:smry of Congress. Ta put thig
into context, ncarly 37 years ago. when John Glomn became the first American 1o orbit the eartk,
the state-of-the-urt IBM compuler was the 7030 sireich. Blve Pacific is 40 million times fster.

Blue Pacific will consist of two separate and distinet machines: an "open” side. computing and
access for university rescarch partners, at 900 billion caleulations per second {giguops), availabic
for unelassitied ASCI, and the closed side vt 3.9 teraops for use on classificd stockpile
slewardship computing.

Closed Side

Peak speed 3.9 teraops

Mcmory 2.6 tcrabytes

sk 62.5 terabytes global
17,3 terabytes focal

Number of compute nodes 1,464

SMP configuration  4-Way .

System foolprist 8,000 12

Total mumber of praocessors  5.856
Processor -memory bandwidth - 2.1 TB%

Open side
Peak ypoed 892 gigaops
Memory 504 gigabytes

| Disk 10 rerabyles giohal

k. ZCraby;cs Eopai

Number of compute nodes 336

1 SMP ¢onfiguration 4-Way

System footpring - 1,500 12
Total aumber of processors 1,344
PProcessor -memary bandwidth 4714 OGB4




World's Fastest Con

3.9 Trillion Calculations per Second

puter

1 Trillion Calculations per Second

1 Billion Calculations per Second

ey - B

ons er Second

1970 1980 1990 1998

1 Million Cal@

1960




St -27 -G8 05501

Total Internet Sites

1983 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

- 40,000,000
— 35,000,000
| 30,000,000
25,000,000
-~} 20,000,000 -
15,000,000
1 10,000,000

—! 5,000,000

0



Meeting w/ John Chambers of Cisco
West Wing Oltice
HO:15 - 10025 o, Manday November 30, 1998

Meeting requested by Maonica Dixon
Bricfing prepaced by Jim Kehilenberger

EVENT

You are meeting briefly with John Chambers, CEO of Cisco systems. This meeting gives the
two of you a chance to ¢stablish a stronger personal relationship, You will be introducing John
Chambers at the Electronte Commerce event later ins the day, He will also be a part of the broader
outreach mecting immediately following this meeting.

Last March, you took Russian Prime Minister Victor Chernomyrdan to Cisco Systems’
headquarters in Silicon Valley., As you will recall, about & week after your meeting,
Chermnomyrdan left office. Although we kanow that Chernomyrdan was thoroughly enthralled by -
the mecting at Cisco, Chernomyrdan has never acknowledged the causal relationship be{ween the
1w0 evenis. ’

BACKGROUND

. Cisco and E-Commerce. Cisco has the world’s largest electronic conmerce site,
69% of their orders, valued at $100 million a week, are transacted over the
Internet. That is up from $100 miilion 8 your in 1995,

. John Chambers. He and his wife Elaine reside in Los Altos tills, Californi
His daughier Lindsay 1s o college jumor andd bis son John is a coliege Freshmun.
Chambers is from West Virginia. His father delivered all of Jay Rockefeller's
chzidrcn Rockcfol er wzi! bc at the 1316;1* E- C{}mmcm :’:\’{2{11 (Blo attached)

‘ « __thzt Cfnambcrs Has Bccn up to Reccntly, Clmmbers has bccn domg alot of o '."” L

S -~ talking about how data networks arc taking gVer from voice networks as wolla " .. 7

~ the futurs: &f hmadbanii One of the things that e will anfinuncing a8 a part of
the E-Comuricree event is a directive o Sceretary Daley to wérk with the FCC ko
) {agus\{}n broadband to the home and business. Chambers also recently met with.
i’rcsiée{;‘{,}ai:zg Zc}}’iii‘i af China 2n China, ‘ '

« 1. isco Systems, Czsc& Systems is the worldwids i{?:z(itr in networking for the
’ Internet. Cisea’s technology connccts people, computing devices and comptiter
‘networks, allowing people to access or transter information without regard
. differences in time, place ortype of computer system. Cisco is ong'of America’s -
pl(.,dl(,‘,l corporate Success slm‘ms Since bhlp[ll[l&, is. f‘ml producl i 1986 the.



B

company has grown into a global market leader that holds No. 1 or No, 2 market
share in virtsally every market segremt 1 which it participates. Since becoming a
public company in 1990, Cisco's anmual revenues have increased from 369 mitlion
in that year to $6.44 billion tn fiscal 1997 ~ nearty onc hundred-fold in seven
years. As measured by market capitalization, Cisco is the third largest company
an NASDAQ and among ihe top 40 i the world, Cisce now employs 11,606
people and docs busmess 1o 98 couniries.

Netwaorking Acadamies.  [n Febroary vou announced that Cisco has commitled
to donating a “Network Acadamy” to all of the bigh schools.that vt one inthe
{5 targe Empowerment Zones. This allows studenis to obtain the high-wage high
skill jobs of the information age. They are also in partnership with Communitics
in Schools to help bring networking skills fo at risk kids,

T

Bio of John Chambers



Crsco SysTens

John T, Chambers
President and Chief Executive Officor
Ciseo Systems, Ine.

John Chambers is President and Chief Executive Officer (CEO) of Cisco Systams, the worldwids
Jeader in networking for the Intemnet. He joined the company as the second in command when
Cisco had $70 million in annual sales and a market cap of $600 million. During the past three-
and-a-half years as President and CEO*, Chambers has grown the company from $1.2 billion in
annual revesues to its ciovent run-rate of $10 billion+ by eswblishing leadership In key technology
sectors of the networking indusiry and aggressively pursing new market opportunities,

Cisco is fastest growing company in the history of the computer industry. With a market cap of
more than $100 billion afier only 12 years in businese, Cisco is among the 20 highest valued
gompanjes in the world. In many ways, Ciseo is the worldwide leader in using Iniemet technology
to change business processes and to gain a sustainable, competitive advantage. Cisco also has one
of the worid’s largest elestronic commerce sites in the world with a min-rate of $7.7 billion and
more than 69% of customer orders bang submdtted via the Internst. In 1998, Forbes ASAP
designated Cisco as the country's most dynamic cormpany and Fortuna calls Cisco one of the 25
best companies to work for in the ULS.

In Januvary 1998, Charnbers waz one of two business leaders worldwide 1o recetve 2 special Trade
Award from the Prime Minister of Japan in recognidon of Ciseo's success as the worldwide leader
in networking and for using iunovative strategics for developing its business in Japan. Ameng
other distinctions, Chambers was recently named o UPSIDE Magazine’s 1998 UPSIDE Elie 100
tist, Chambers was also designated "CEOQ of the Year" for 1997 in 2 poll of industry executives
conducted by Electroniz Business magazine. In addiion, BusinessWeek voted Iohm ong of i#s top
28 roanagens in 1596, Chambers adso serves on Pregident Clinton's Comunittee for Trade Policy.

Chambers jotned Cisco i fanvary 1991, , as Senior Vice President of Worldwide Operations. He
" was promoted In May of 1994 to Execmive Vice Presidant with resyoasszizms for R&D,

5 Manofacturing, Worldwide Sales, Marketing 2nd Support. Prior-to joining Ciseo, Chambery Spf:rlt ..
U eighe Yearsnt- Wang I,.aém{m@s, the st 1o s Sendor Vies ?mﬂwﬁw& ‘3?&%@:15 e
::‘Chamécrs&cwan Iﬁswrbywa@mmymm@mﬁ AT <ls .ﬁ;;

Chambcr:s ize?és m M BA :ieg’ee xrrf'mm and mgcmz ﬁom’ Indxana {Jgamty He ‘:«_-L i :’j‘?"f :"«:, :
el recémé 3 1.0 deigde il a BS/B A, dcg;ee. in. Business from West Vztgm:a {}n:verwy He ami

et 7

*"his wife, Flaine, reside in Los Altos Hills; Califofiia’ His daughtcr. Lm{tsay. 5 a coiiegza Junior

a.uci his somn, 2021;; is a college fmshmn

=

- C&zmb&rs was, zzam&d ‘i’ms:dcai and CEQ ot Nmm&zr 15, 1994 st ;xssmon bccaxm cff;z:zal .
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Meeting with Lou Gerstner

- West Wing Offiee

2:30 « 2:30 pm, Wednesday February 241h, 1999

Mecting requestied by David Beier
Briefing prepared by Jim Kohlenberger

VE

You arg meeting with Lou Gerstner, CEO of IBM, 1o build upon your personal relationship and
discuss several key technology issues. You have met with.Gerstner on several oceasions in the
nagt but never by himself. Several of the key 1ssues that Gerstier could raise include 1) new
thinking on their part on encryption {(background and talking points attached), 2} compuicr export
controls, 3) how they can be helpful in gaining congressional support for your I'T# initiative, and
4) thoughts on Y 2K readiness,

BACKGROLUIND

. Lon Gersiner is 1 town for a Business Counei] meeting, Me will be meeting later
in the day with John Podesta to talk specifically about engryption. 13M has been
very suppoaive of the adimintstration’s leadership in elestronic commeree wnd s
helped 1o erganize other privaw sector leaders t develop self regulatory models
m areas like privacy.

. You and IBM, You and Lou Gorstner luve miet unt several ocensions, but only in
group seitings,

- In July of 1997, Lou Gerster joined vou and the President in the East
Room o kick off our electronje eommerce initiative, He introduced the
President af the ovent and vou met with b and about 30 other CEQs
prior 10 the event.

- You alse met witl Gorstner when vou miet with the Compuigr Svstems
Policy Projeet -+ @ group of Camputer CLOs who lve been more
suppottive than.others in the technalogy community of our encrypiion
policy. ' - ' - =

- Last October, you joined 13M uxecutives, although not Lou Gerstner, in

room 450 10 namounce the world’s [astest computer - 3.9 inidlion

operalions o seeond,



IBMs Technologies. 1BM iz doing cutting edge technology development in several

key wreas, 1B3M has been developing new techinologies, like a full computer-on-a-

chip and the workd's stnatlest hard drives - that will help lead 0 a new wave of Bante
pervasive computing devices. I3M also recently announced that they will begin

sciling powerlul business computers that come pre-loaded with Linux, a sertous

aperating system chnllenging Microsofi's Windows but built on the Unix operating

systam that is used by compames for tasks such as running networks of snialier

cosputers. They ore also developing the workd's fustest supercomputers,

Computer Expeort Control Policy. Gerstner may raise computer exports control
refaxation. The administration made two major export controf liberalizations in 1993
and 1993, Howcever, because of advances in Moore™s law, the industry is seeking
further liberalization, "This will be more difficult because of strong Congressional
opposition for inereased high-tech exports to China and the former Soviet Union. I
bie asks you & guestion on exporl conirols, you should tell him you understund that
White House staif are working with the Computer Systems Policy Project {TSPP) of
which 1BM is a member to address the issue.

A & U'P? Gerstier may praise your cfforts on your T2 mitiative. 1BM, and the
industry assactuion ihat they belong to, cun be very helpful i ensuring that the Hill
approves the 5366 miflion for FY20080 that you announced st month, You iy
also want w thank Gerstoer for EBM's participation in the President’s Information
Technology Advisory Conuniutge, which 1s releasing their report oday, Ag you
know, the Advisery Conunitiee’s recommieadations were Incorporated intoe your 117
mitiafive. [BM's representative, Irving Wladawsky-Berger, has been very helpiud in
making the case for the long-terns mvestiments in 1T resenrcl on the Hilk,

Gerstner and Edueation. Gerstner bus been o strong supporier of high academic
standards, accountability, teacher truintug, aud the baportance of integrating
technology into the learning process.  You may want to ask for his support for vour
education agenda this year including efforts 1o end social promotion and the use of
mcualified teachers, supporting state ofTorts 10 end fuiling schools and giving
narenty report cards on public scheols, The admmisteation will send legislaton o
Congress next mosnth o carry oot Swe viston expressed in the State of the Union
wldress wreguire sies dnd recetve fuderst education huding to meet these goals,

Lifebong Lesrning, You may want (o engage Gerstoer in the group announced at

- your Jifelong learning sorumit which wall look af lifelong Jearning best practices in

the private seotor.

ATTACHMENTS

-
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Enceryption Digscussion with Loy Gerstiner
Fehruary 24, 19594

We expect Lou Lo sxpress IBM' s gsupporl for the recent progress
made on encryplion. You may recall that we announced updates to
gur pollicy in Septemher, and those updales were recently
implemented in regulation st the end of December.

Frogress aside, Lou will express concern wiith the growing
foreign competfition in encryprion products,

As a2 world leader in encryption, TBM specifically wants o
compete on salesx bto forelgn governments and {elscommunications
and utilities firms. Currently, U.5. sales o such foreign end
users reguire 3 license fyom the Depariment of {ommercs, prior
to export. Approval ¢f such licenses 1s not guaranteed: a
license could be denied due to law enforcement or intelligence
CONTRLNS, ’

IBM and othesr companies are alsc goncerned about a EU proposal
to’ promote alectronic commerce. Spsceifically, the ¥EY is
considering whether te permil all encryption products of sny
strength Lo be exported freely belween EU member states, without
review by governments and wibthoul export licenses. I1f the EU
implements a “free trade zone for encryption,” {hen U.8.
conpanies would be competitively disadvantaged 10 U.5. licenses
are still required for export to the EU member states.

Bacause of law enforcement and national security concerns, the
EU has not taken a final decisicn on this proposal. Ambhassador
Pavid Aaron continues to consult with EU member states,

Lou wants to ensure that U.S5. companies maintain a compelitive
aclvantage, rather than lose sales to a growing foreign industry,
He may suggest that foreign availability be the determining
factor in the export licensing process, such that U.8. sales
won't be denled 1f there is a forelgn compstitor. {Forelgn
availablllity 1s now considered, along with national securily and
law enforcemenl concerns.}

Since IBM is a producer of key recovery egncrypbion thal nmay
azsist law enforcemeéni, Lou may suggest that the. federal
Cgovernment should reenerdize its efforis to purchase key
recovery products o help build a market for them, (We asgree.)

Suggested. Talking Points . T

s  Fipst, I want to thank vou for the IBM s support for a
continued gonstructive dialogue babween industry and Lhe
'@nfoxm@%@nt Community, and for IBM's inmpub in n&¥p1ng us
' L*nu& a balanaaﬁ uan‘DLlOﬁ polzcv. ‘
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As you [Lou] are aware, the challenge with our entryption
policy is to continve a balanced approach that protects
national security and law enforcement, while Lechnology and
the commercial markel also continueg o evolve,

Clearly, we want U.S. companies Lo maintain their leadership
rle in this technelogy and effectively compete on a level
playing field with forelgn firms.

we agree that our export controls should not have the sffect
of growing a foreign industry that in turn coulid undermine
our important law enforcement and nafional security
interests.

{'m aware that Ambassador David Azron confinues to consult
with the other governments and the EU on their policies to
ansure that .3, firms are not disadvantaged,

Lou raises federal procurements of key recovery!

Clearly, the 0.5, governmeni needs Lo play 2 lead role in
acqguiring key recovery Lechnology, not only to grow a market,
but (o ensure that federal agencies have guarantesd access to
thelr encrypoed records.




d Louis V. Gerstaer, Ji.

2 Chatroan of the Board and Chiel Bxeontive Officer

International Business Machines Carporation

d Wife: Robia « 2 children e

Louvis V, Gurstiser, Ir., was named chatrman ad chiel executive

officer of Internutional Business Machines Corporation on April 1,
1993 '“

Prior to joining 1BM, Mr. Gerstner served for four years as chairman
and chief executive officer of RIR Nabisco, 1ne. This was preceded by an 1 1-year carcer at
American Express Company, where he was pregident of the parent company and chairman and CEO
of its fargest subsidiary, American Express Travel Related Services Company. Prior to that, My,
Gerstner was a director of the management consulting firm of McKinsey & Co., Inc,, which he
joined in 1965,

A native of Mincola, New York, Mr. Gerstoer received a bachelor's degree in engineering from
Dartmouth Cellege in 1963 and an MBA from Harvard Business School in 1965, Tn 1994 he was
awarded an honorary doctorate of business sdministration from Boston College, and in 1997
honorary doctorae of Taws {ram both Wake Forest Uniiversity and Brown University,

Mr. Gerstrier is o director of Bristol-Myers Squivb Co. and Memorial Slosn-Ketteving Cancer
Center, He previously served on the boards of American Express, AT&T, Caterpillar, ine., and The
Nese York Times Co.

e is also 4 member of the board of Lincoln Center {or the Performing Awts, the America Ching
Socicty, wud the Couneil on Foreign Relations. He serves as @ member of the president’s Rational
Sceurity Telecommunications Advisory Comunittee and the Advisory Committes for Trade Policy
and Negotiations and §s a tienber of the Board of Regenty of the Stithsomian Institution,

A lifetime advocate of the importance of guality cducation, Mr, Gerstner is co-author of
Heinventing Education: Entreprencurship in America’s Pubtie Schools {Duatton 1994). He co-chalrs
Achicve, an organization created by U8, Governers and business feaders (o drive high academic
standards for public schools i1y the United States, AL IBM he hus established Reinventing Education
as il company's program i support of systemic school reform. Through Retnventing Education,
1BM has intoaed sirategic partnerships with 21 states and school districts, which are utilizing H3M
teehelogy and technical assistance 1o eliminate key barriers to school reform und improve student
perforonmce. : ' ‘ :

He hus received numerous award for his werk in education, among them the Cleveland E. Daodge -
Medal fur Distinguished Service to Education - Teachers Coltege, Columbia University, and the’ ‘
Pristinguished Service 1o Seience and Bducation awird Trony the Avhericin Museur of Natesd
History. Mr Gerstner s also the first recipient of Washington University's combined Exeellence in

i

" Business, Engineering & Technology Award:

s



March 17, 1904

MEMORANDUM FOR THE VICE PRESIDENT

FROM: FiM KOHLENBERGER
SUBJECT: MICROSOLIT AND CHINA

Last week Micrasofl announced a new cifort o step-up Microsofts presence in Ching's
fast growing Infernet market and get consumers onling.

Microsoil's azm@zmeamcm called “Venus,” would let Chinese consumers access the Internet
through their television sets much ke WebTV (WebTV is owned by Microsoft). With 320
million televisions set in Ching, televisions have a much higher penetration rate in Ching than
personal computers. Venus would allow a user to download movies, musie, c-mail and surf the
Internet all through their existing television set. To take advantage of Venus, Chinese consumgers
would need 1o buy a small low-cost deviee, like a set-top-box, 10 connect 1o their televisions,
Like WebTV, users would also need a keyboard or a mouse, bt wonld not need 10 pay for o
more expensive PO These new deviees, wili prebubly go on sule in Septenber of this yenr,

. A Microsoflt Operating System. The Venus unnouncement 1§ seen by many as 2 move
to help Micresoll gain market dominance of 1ty new operating system bere, The Venas
box will use a version of Microsoft Windows CE vperating system which Microsoft suys
uses echnology doveloped jointly by Western and Chinese experts at its rescarch fagility
in Beijing, The CE operating system s Microsofts operating system for gadgets that
aren’t PCs and iy conunonty used here for handheld computing devices that compaete witly
the Palmlilot.

. Setting the Hardware Standard. Microsoft is staying out of the hardware business but
15 helping o set the defacte standard for smart home gadpoets in China, These deviees
wotld be built by varicus other manulacturers i the way that Phillips zod Sony moke
Web TV boxes cven though Microsoft owns Wob TV the company and the WebTV
operating sysient. As s part of Gates” announcoment, nine compuier and consumer
Ll&CJ{?!l%L m;mzzi&awmm amozmcz,d Zec zzokéggcs tiwi *;zzppm“i the ‘Jenus sl;uz{idhi

. Z‘zkmg Advantage of Popular Digital Teehnology. Microsoft is also buildi ing off of

digital technology that is already popular in China. The Venus set-top-box will prob bly
includu a VD (Video Compact Disk) player. In China, movies and other entertaimmen
are often ritde available zhmugh multidisk VCID (Video Compact Disks,) VCD
fechnology is the foundation for 1 class of consumer electronies devices popidar i China
Video CDs are similar to mhur video devices suelt as wmomssctia fzvcc}riiez‘s and i)‘v Z)
Cand ids{.,ldl::k pldyurs ' .



LEVERAGING THEIR FOOTHOLD

Microsoft’s goals appeir to be getling a version of thedr operating systens everywhers,
controlling the standard, and then leveraging ihe backend seever market, Geting an operating
sysiem in the home is an importat foothokd for Microsoll because the CI oparating system has
the look and fecl of Microsoft’s other operating systems Hike Windows 9548 and NT4.0, ltalse
cnsurces that the other applications written (o ru on these haxes would be Microsofi compuatibde,
But perhaps most significantly, having an operating system Toathold in the home allows
Microsofl to sell the server soflware fo other Chinese businesses zzzzci msifuiions that will supply
the content and develop the web pages that Venus users will goto. Today’s LS. Internet maded
is largely based on the notion that giving the browser away for free atlows the browser
manufacturer 10 sctf more server seftware 1o support their browsers.

While the Venus box, like MicrosoiUs Web TV, will probubly work with any server software and
any Internet site that China allows users to view, Venus will probably work best with contan
developed using Microseft products. Thus to assess this announcement, its important to ook at
Microselt’s other activities in China.

PART OF A BROADER MICROSOFT VISION
This announcement i1s alimost sutely part of a larger Microsoft vision for Ching, This ts not
Microsoft’s first foray into China. 131l Gates has made six inips to China in regent years,

. Chincese Language Seftware. Microsoft has realized that Chinese fanguage software is
obviously one of the keys to the China market. Most Chinese do not read or write
Eaglish, or any other non-Chinese language and Microsodt is making significant offosts in
this regard, For mstance, Internet Explorer has been relessed in 2 mainland Chinese
version, Although there are existing browsers that cun acoess Chinese-language sites and
there are programs that transiate those sites {such as ChineseStar and RichWin),
Microsolt's Internet Explorer actually eperates in Chinese,

. Using Microsoft’s Desktop Seftware to Create Internet Content. Microsoft's Venus

* will probably work best using content developed with Microsoft products. Along with
the Chinese versions of Word, Excel, Access and Powerloint. Microsoft is offering
Chinese Internet Assistants. The Assisiants are frec-of-charge add-ons for Chinese
vesrsions of Micrasoft's populur Office desktop suite and allow users to create
documents, spreadsheets and databases and then convert them into hyper-text
nmrkup-language (HTML) for use on the World Wide Web, Ching’s largest Internel

. Service Providers have become download sites for these Chinese Assistanls.

«  Microsoft Entering the Chinese Portal Market. Microsoft also announced plans Jast
“Uclober 1o develop a-Chinese version ‘of its MSN portal. There are already several
- popular portals that Microsoft must compete agmnst including Sohu, a popular
Chinese-language Internet porial and search engine that already claims to command 60%
of the nation's $1.2-billion online advertising market, However, if Micrésoft were abie 1o
_give its content higher placement in its Venus operating system, as il has tried (o do
’ _unsuccessfully in the U.S, Microsoft could gain a significant market share. -


http:sig~ifica.nt

. Microsoft Not Enterving the ISP Murket. [n the US, Microsoft unsucees iy ted o
hecome a major [SP when it included the MSN network feon as a part ol its Winidows 83
rollout. Microsoft coult’t break into the murket, Part of Microseft’s decision could
because there are already 14,000 1SPs in China, aver 1 guarter of which, 3550, are based
in Beijing.

. Bonating Microsoft Software. Microsoft has also recently announced several donntions
10 Chinesese ministries and China Telecom ta atlow them (o set up services on the
Internet, These agreement are prebably more news splash than real value, One estimate
values Microsofl's recent software donations at under 310 miltion. By contrast,
Microsoft donated over a millien to DC's Martin Luther King library to get it onling
which wasn’t enpugh for the library which serves one US city.

THE CHALLERNGES MICROSOFT WILL FACE,

Microsoft is surely betting on the future of Ching’s Iniemet market. Surveys suggest that China
will have the second largest Internet population by 2005, behind the US, and pushing Japan into
third place. These seports estimate that China will have 34.7 million users online as compared to
126.6 million users in the United Staies by 2005,

Flowever toduy, only a small fraction of Ching’s 1.2 billien people own personal computers, fet
afenc have web access. China sells around 4.5 million PCs every year and had more than 2.1
miltion Internet users in 1998, a four fold increase over the previous year. While this s fast
growth, mest Internet poeess belongs (o students and ubiversity persoanel. Additonally, morna
use 15 almost ran-existent in eural China, bome to some 80D million residents.

. Low Telephane Penelration, MicrosolUs Venus requires home telephone aceess to
access the Internet. However, China's telgphone infrastrocture is sorely lacking. For
every 1,000 residents in China. there are 55 phone lings, compared 1o 626 in the Unied
States, 182 in Russia or 431 in South Korea,

. lnternct Access Costs Ntaggering, Farlier this year, the average user in Beijing spunt
almost 35 pereent of his salary on aceessing the Nut, compared to 1 percent in the US.
That is why the Chinese government cut the cost of Internet access in half beginning the
first of this month. Microsofi. with their Venus annouocement, is taking advantage of the
higher television penciration sate, China has the cquivalent of | television for every 16
neoplie a8 {:ompﬂreé o 1 telephone for every 60 people. Nanctheless, Inernet secess and
thus widespread sccesy 1o nformation will be himied o the afthuent. Cost will imut
" Microsolt's potential zzz*zzi«:g,z dramatically, bul even a Smdli pz:ﬁz‘cw{aﬁi, of the Chinese
 nwrket is huge. | ’
. . Microsoft’s Competitors Active in China. Microsoft's.competitors like Oraclé and Sun
T are actively involved in the China market (especially at the Universities that are driving
China’s Internet use) 1o belp ensure llml Microsoft docy not beeome the dominant
. prov‘du 1118 too,car ly 10 28808 thur SUCCLSSLS. o



Ching’s [nternet Culure, Additionally, 1t is unelear how bromd Micrasalt's reach can
be in a huge nation where the Internet has posed touchy policy guestions for authoritics
wihio are al once encournging s growtl while alse trving o keep tight controls on
infermation, While some read MicrosolfUs Venus move a3 a monopolistic move 1o control
China’s Irternet market, othesr will read this as 2 miove to bring more information to
more Chimese strengthening the democraey movement,
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“icresoft steps up drive to get China online

%Hﬂkaﬁwd China (AP} Bi1L Cates moverd to sten up Microsofu
Corp.'s presenc: in China's fast-growing Intarnst market on
Wednesday with one deal to get Chinese consumers onto the Yeb and
ancther to help the government go online.

The deals underscore Microscil's daetsrminaltion Lo crack one of
the worid'™s most restricied but potentially lucrative markeis for
Internst products and segviges.

Only & small fraction of China’s 1.2 hillion people own personal
computers, lst alone have Web access, and Internet use is tightly
regulated by governmant authorities. The proposals unvelled by
Gates, the chairman of Microseofy, would make 1t easler and cheaper
for Chinese consumers to log on t6 the Internet.

Orie Micr0$0'a vanture, dabbed “VQHU$," would let Chinese
consumers view the Internet through thelr telsvislon sets, simlilar
e Microsoft's Web TV product in the United States. TV sets are far
more widespread in China than personal computers,

Chinese congumers would need to buy a3 small, low-gost device,
nessibly a set~top box, that uses a version of Midrosoft's Windows
CE operating system, which punsg the bkasic functions of gadgets
other than personal computers. Users would also need a keyboard,
Joystick or mouse, but would not need to shell out for a computer.

It will really open up Internet usage in a dramatic way, '’
Gates told reporters at a signlng ceremony in thé booming southern
border c¢lty of Shenzhen,

The devices are expecied Lo g0 on sale later this year, s$aid
Phil Helden, a grounp product manager for Redmond, Wash. -based
Migrosolt, ‘

The igdea is part of a two-fold Microsoft strategy to eventually
sell more Internel asofiware in China.

In a second deal, dMicrosoft donaved Internsi software to China
Telecom, the state telephone monopoly, and the State Boonomio and
Trade Commission {o help put Lheir operations online., Microsofrn
officlals did not disclose a valug en the donated soitware.

The ventures comes ab a time when the Chinese goverpment has baeen
seeking to control the Internet and cther new forms of
telecommunications and multimedia services both for the sake of
profis and to block the use of such services for pelitical dissent.

China has passed laws Lo keep pornography and material that
the government views as subversive off the Internet. Special
compuner orime sguads have bean sel up.

in a ¢ase ¢hat drew flerce cgriticism from human rights groups
last year, a Shanghal court sentenced a compuler enireprensgur to
twe years in prison for exchangin 36,000 e-mail addzessas with an
Internet democracy magazine run by.U.S.-based dissidents.

Nonetheless, the government in Beiljing hag encounaged the raalﬁ
spread of Interngt use in China assuming servige provigdérs foliow
the rules, such as registering customers.with the authorities.

Internet use in China has soared. Users topped 2.1 million in
1898, a fourfold growbkh in a year, and another 1.5 milllon ascountyg
ana @xw&c?ag o be opened bhis year.

“Sooner or later, technology will find a way Lo circumvent
restrictions, '’ said Charle Peza, & te@Yecommuni cations dna}yst at -
the Hong Kong office of Anvestment -Rank Salomon Smith Barnay T%a_
?o¢1ﬂy direction in China 88@&& Lo e ong oﬁ\epening up ooonsoT

Microsofk, anweuqced another deal in Shanghal jast year whzc& ,
1nvo}ved af?erzng Internet. services over small ‘handheld cammuterb.


http:0':1::1.C8
http:set-t.op

"

e LR Bt et

cechnology iointiy
H ¥4

rasaareh fac 1+4Lv

%

[ YR

sy Lo Ly using
et Y Hestenn and Chinese experts al its
I Beiiing.

ARNP-03-10-99 1728E5T

Conyright (i 1 98 The Associated Press
Received by NewsEDUR/LAN: 3/1079% 5:25 pM

AL o i hatalie B

e



Humbay, Novewher 14, 1988, 2:35% Pas

Visit to Microsoft

Multi-purpose Room, Building 19, Microsolt campus, Radmond, WA
12:30 p.m. - 1:30 p.m., Monday, November 15, 1999

Briefing prepared by David Beler, Jim Kohlcoberger, and Dan Taylor,

+

EVENT

You are visiting the Micresell campus as,4 candidae for President, as have other candidates, to
talk with employess in an open Q&A session. About 240 empioyees, including people from all
levels of the company, will attend this meeting. Although they arc technology workers, the
topics they care about are broad, and you should cxpect a wide range of questions on o variety of
JERUCH.

Role and Contribution: This is an opportunity to lalk to & weil-educated group of Microsofl
employees — workers of the New Economy ~ to lay out your vision of how you will, as President,
conlinue 1o grow the economy, invest in education, mprove health care, and discuss bow
technotogy and innovation are vital to your goals.

This eventis POLITICAL.
Your visit with employces 1s OPEN PRINT PRESS AND POOL VIDEO,

« Uponarrival, you sre greeted by Jeff Ratkes [RAKES], is Group Viee Prosident o
Worldwide Sales and Suppart; Jack Kenmboliz [CRUMB-holts], Dircstor of Federal
Government Affzirs; John Kelly, Director, Government Aftairs; and Mike Bgan,
Government Affairs Manager. }

¢ You proceed (o multi-purpose room.

» Jeft Raikes, Group Vice President for Worldwide Sales and Sugnort, makes brief
weleoming remarks and introduces you.

- You make brief remarks and open the discussion, - -, .. . - Coe o e Gk

it

‘s You thank employees and départ. - -

- PROGRAM NOTES

Policy hackground. Sec attachments.
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Event Details:

L]

- has propelled. software pay.into the stratosphere. Local sofiware makers last year.paid: mmWw;ﬁ

~employees feel weary and beleaguered from the trial. In a recent poll, two-thirdsof o7« o

Yaur visit. As you know, Microsefl’s invitation for you to visit their canipus is 2 long-

standing one. This event had been on your calendar for sonie time before findings of fact

were eeleased last Friday by the judge in the ongoing trial. The format of your visit was

i include a closed meeting with a hundred or more senior employees, a tour of a “Home

of the Future” demonstration, and the opporiunity to walk through offices and meet . vswcvs . -0 .5
cmployees. This was similar to the pmwous visits of other candidates, though they! ﬂlﬁﬁfﬁ?“‘?}‘i Mgy
not walk through employees” offices. The Q&A have heen wide-ranging in discussions

with other candidates; for example, Elzabeth Dole was-asked about gay adoption. You

will he the ast of the major candidates to visit the copipany’s campus,

Several media outlets, including the Washington Post and the Wadl Street Jowrndd, -
reported this week that your staff was debating whether or not 1o proceed with your visit,
While the visits of other candidates to Microseft this year have not been open to the
press, your campaign believed that in light of the case, 1t is imiportant 1o allow press o
ohserve your visil, The company was reluctant o open the event to the press. For that
reuson, on Friday afterncon your campaign respect{ully canceled your visit in favor of a
future visit. This was reporied in both national and local press yesterday afternoon.

After Microsoft decided to allow press to sec the event after sll, your visit was returned (o
your schedule.

Microsoft. Bill Gutes and Paul Allen founded Microsefl in 1975, Today, they are the
first and second richest peopie tn the world, respectively, and their company is &
worldwide Jeader in software for personal and business computing. In the st {iscal
year, the company had net revenues of 319,75 billion and net ticome of $7.8 billion,
reflecting growth of 29%. Microsoft employs 3Z, 906 pw;;l{, arpund the world; 22,300
inthe U.S, and 17,400 in \Vashm&,lon State.

Since the 19405, Boeing has been unchallenged as the dominant force in Seattie’s
ceonomy. Boeing employs 82,400 people in Washington, and each Boeing job supporis
four local jobs. Microsoft’s impact on the economy continues to grow, however, and
iocal economists estimate that overy job at Microsoft supports as many as three other jobs
in the region’s economy. Last year, 23,500 software wovkers in King, Piceree and
Snohomish counties sarned $6.77 billion, while 110,000 airoradt workers made $5.98
billion. In the softwnre industry, the enormous concentration of wealth is due largely to -+
liberal grants of stock options. This popular perk, which the government Counts 85 WRESS, L Jii bl

average wagc of $28'F '?00~ Ali oﬂxer workers in the rchon eame{i avaverage of $34,300
L e

‘} % e
i e
Ty m3/§*" o \f'efv;:l“‘?

Gates and Mmmsoﬁ remain hugely popular in Washmgton State, ﬂthough many  of thew ‘zzzézw# T

g2y

Americans in the poll saw Microsoft in an overall favorable light, the h:g,hcst nusmber
since Gallup began keeping score, and 45 percemt favored Microsoft's side in the trial to

33 percent who agree with the g government. Amon;? compuwr users, 78 percént: saw

Micrasoft favmab
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Important Dates:

April 4, 1075:
January 1, 197%:
June 25, 1981
August 12, 1081
February 26, 19806:
March 13, 1986:
May 22, 1990
August 24, 1995:
December 7, 1993:
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Microsofl founded
Maved from Albuquerque, NM to Believue, WA
Microsefl incorporates
HiM introduces its PC, with MicrosofU’s ME-DOS 1 6,
Microsefl moves to corporate campus i Redmond, WA
Microsoft stock goes public

fcrosoft launches Microsoft Windows 3.0
Microsoelt launches Windows 95 worldwide.
Bill Gates publicly outlings Microsoft's commitment o

supporting and enhancing the Internet.
June 25, 199%: Microsoft launches Windows 98 worldwide .
Redmond campus. The Redmond campus has over 4 mitlion square feel of office space

i 39 buildings. (By comparison, the Pentagon has 3,700.000 of office space.) The
campus covers 205 acres.

WO, Microsofl, with Bocing, is a co-host of the upcoming WO Ministerial, which
will be held in Scattie November 30 through December 3.

Microsoft CEO Summit. As you kaow, you visited Sealile to participate in Bil Gaies’s
CEGQ Summit in May 1997, Once hundred fifty top bosiness leaders from around the
waorld sttended the summst o discuss the Mew Economy. As vou recall, o your kevnote
address you used a "Wizard of O metuplus 1o deseribe the moaden ceonamie world,
{Seatile, as you know, is known as the Emerald City)) Afler the summit. you joined the
CEQOs fur dinper 2t the Gates home s Meding {the st time Gaites had hosied g {unction
at his new hone}.

Other candidates’ visits. Other candidates have visited Microsoft this year. The dates
they visited, and the numiry of ainployees who attended, are below. More caployees
‘have REVP’G for vour visit (240) than attended any other candidatd’s visit,

Bill Bradley January 12 80 employecs
Rep. John Kasich Apnl 1999 30
Ehizabeth Dole junc 28 160

SHen, John MeCain | July 1999 56

Gov, Gcergc 8&323 July 8 140

Technology in Washmgﬁem Washmgtoa State is aiready a h;gh~zeci1 ieaécr :
Washington is home to technology leaders like MicrosoRt; Boeing, Amazon.com and«r =
RealNetworks — each of which you have visited in some way. (For Microsoft, although
you haven't visited the Microseft campus before, you have attended the Microsoft CEO
Sunmir and had dinner at Bill Gates’ new House.) At Beeing, you saw how they
tiz:sz;;,zzed -and built.the 777 Jumbo Jet entirely in a computer. Al ready, 45 out of every
T {}ﬁ(} private sector wark{.rs 1n sz*;hmgton are ﬂmpioyc{i in high-tech firms,,

o

H
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Washington State is first in the country in wages paid to high-tech workers averaging, -
$66,000 a year. Wages are higher in Washington because the largest high-tech sector is
software development, which pays an average wage of $118.000. In 1997, Washington
had over 97,000 people employed in the high-tech industry and experienced the fifth
fastest high tech job growth in the nation between 1990 and 1997, Today, high-tech
exports account for 10% of total Washington exports.

PARTICIPANTS AND OTHER EXECUTIVES T

»  Bill Gates. Bill Gates is co-founder, Chairman, and CEQ of Microsofl. In 1999,
Gates wrole Buyiness @ the Speed of Thought, o book that shows how digital
processes can solve business problems in fundamentally new ways. Bill and Melinda
Gates have endowed a foundation with more than $17 biltion to support philanthropic
initiatives in the areas of global healih and learning, with the hope that as we move
into the 21st century, advances in these critical areas will be available for all people.
To date, the Bill and Melinda Gates Foundation has committed morc than
$300million to organizations working in global health; more than $300 million to
improve learning opportunities, including the Gates Library Initiative to bring
computers, Internet Access and training to public libraries in low-income
communities in the United States and Canada; more than $54 mitlion to comimunity
projects in the Pacific Northwest; and more than $29 million to special projects and
annual giving campaigns. Galtes and his wife, Melinda, have a daughter, Jennifer (3)
and a son, Rory (born earlier this year). (Jennifer was once- yuar-old when you were n
Scatile for the CEO Sumimit.)

Gates and Gov, Locke, On Monday, Gates was the co-host of a fundraiscr for Gov.
Gary Locke that raised about $400,000 for the Governor’s re-clection campaign (he
has not officially announced his campaign yet). He also recently hosted a fund-raiser
for Republican Sen. Slade Gorton, but has not been as public about previous

fundraisers as he was for this onc. Gates spoke, and received a longer ovation than
Locke.

Note: CEQ Bill Gates will not attend Monduy s event. He is in Las Vegas for the
annwal COMDEX convention, which begins on Sunday and runs all week. He will
deliver the lead-off keynote speech at the convention on Sunday night, where he will
speak about Windows 2000 and his ideus for the next generation of the Internet.
Guates was also out of town a'uring the v;’s;‘!s of other candidqlg‘s:

o Paul Allen. Paul Allen is a co-founder of Mlcrosoﬁ ‘Paul Allcn, at age 29, was::

- dlagnosed with Hodgkm s disease.’He' underwent mdiatlon thcrapy and strugglcd to
work pan time.- In 1983 he quit. “He left the board-a year later, but rejoined in 11990,
He remains the company’s second-largest shareholder, with 5% ownershlp in the
company, though he is not considered an active player in the company’s management.
In 1987 he founded Vulcan Ventures to help identify, evaluate and negotiate
investménts.in the New Economy. He also owns the Scatllc Seahawks and lh(.
Portland Trail Blazcrs Note: He w:h’ not arrend fhe evenf
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Steve Ballmser. Steve Ballimer has been president of Microsoll since July 1998, He
had held a number of positions with the company since 1980, He s o member of the
Business Leadership Team, a thigteen-person group, including Gatey, which shares
responsibilily for broad steategic and business plunning for the entite company, He
will not sttend the event, as he will be in Las Vegas for COMDEX

Boh Herbold JHER-Bold]. Bob Herbold is Executive Vice President and the Chief
Operating Officer of Microsoefl. He is o moember of the Dusiness Lemdershin Teant
Herbold supports Gov. Bush and will sof attend the event,

Joff Ruikes {RAKESL Ieff Raikes is Group Viee President for Worldwide Sales mnd
Support. He joined Microsoft 1 1 1581 ag the company’s tenth employes, Raikes i isa
popular and weli-respected figure st Microsoft and in the Seattle techuology
conuntnity. Fe's one of suveral Seattle basiness leadery who joned together in 1992
to purchase the Seattle Mariners, so the team conld stay in Seattle. Me is a supporier
of yours. tewiall greet you upon arrival and introduce you at the event

Bil] Neukom INUKE-ensi. Bill Neukom is Scuior Vice President o Low and
Corporate Affairs, and is the compamys lop lawyer, Fle hes been the nolnt persen oy
the ongoing il

Jack Krumholtz JCRUMB-holts]. Jack Krumholtz is Microsoft’s Dircetor of
Federal Government Affairs. He works in Washington, 3.C.

Brad Smith (T}, Brad Smith is the Genera! Counsel for International Affairs, He iy
viewed as a potential successor to Bill Neukom.

Chris Larson (7). Chris Larson 1s the most senior Microsoft excoulive who supporis
Bill Bradiey. 1t is unclear whethor be will attend the event. Larson is o part owner ol
the Seattle Mariners.

Greg Maffei [meh-FAY] (T). Greg Maffei is the company’s CFQ, and the most
sentor exeentive to back Sen. John MceCain. 1t is unclear whethier he will attend the
cvent. ‘

Craig Mundy (T). You v151tcd with Craig when you v1sued RealNetworks. 1t is
":unclcar whether he W1!l attend the event.. '

John Kelly As Director of Govemment Affairs, John Keily mordmates the: ‘
company’s federal PAC contributions. e is a former aide to former-Rep. Rick
White and Sen. Slade Gorton, He will greet you upon arrival. °
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¢  Mike Egan. Mike Egan was hired as Government Affairs Manager after last yoar's-
mid-term elections 1o hielp John Kelly coordinate the company’s federal FAC
contributions. Me is 2 former top aide 1o Sen. Patty Murray. He will greet vou upon

arrival.

ATTACHMENTS

Your remarks

WED article on Microsoft casc
Microsoft public policy issues
Technology trends

Technolopy accomplishments
Technology Q&A

July 6, 1999, Seatite Fimues article
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ARTICLE .

What Comes Next in the Microsoft Case?

Last Pricday Judge Thomas Penfield Jackson released findings of focl i the
andtrust case against Microsofi.  The next scheduled siep is the issuace of
conclusions of law, followed if necessary by the deiermination of a;};}{{}priate
remedics. It is possible that the parties could negotizie @ seitlement at any time in
the process.

Findings of fuct. Judge Jackson found that Microsolt had monapoly power in the
nunufncnne of operating systems and that i1 used that power 0 preserve it
position by forestalling competition. He Tound that an operating systens, such as
Windaws 98, includes a collection of programs called Application Product
Intertaces (APs), ii,vgmd to provide other programs with a means of interacting
with the computer™s hardware.  He eoncluded sof ondy that Microsoll was the
mujor supplier of these APIs but also th the company tnied to prevent other
companics frum developing their own APls or programs that might perform
simnifar funetions.

Fifeets on competitors,  Judge Juckson cited numerous instmess in which
Micrasoll feveraged its monopoly status to the detriment of competitors,
including ones involving Sun’s Java, Netscape's Navigator, IBM's OS2, -and

Jntel. In the mid- 199038, for example. el developed new PO microptogessor

features that 1L felt Microsoft’s Windows did not fully suppori. fotel decided o
wrie #s own interface programs (o allow software developers o agcess these
advanced features. The Judge found that Microsolt, in order o prevent Intel's
entry into the AP market, pressured major computer manufaciurers nof 1o instal}
the software and threatencd not to support Intel processors in subsequent versions
of Windows unless Intel stopped develoaping interface software. Faced with sucly
preasure, Intel relenied.

Effecls on consuners. Judge Jackson fouad that Micrasoft’s actions had serious
and fur-reaching impaets o consumers besides limiting aceess to new hardware
featurcs.  First, by unnccessarily tying its Web browser Explorer to Windows,
Migrosoft forced @l manufacturess to ship computers with this browser, This
forced businesses and consumers who did 'not want ¢ use. Explorer to incur the
cost of using-an operating system that was unnecessarily slow and took up more
storage space than one without' a browser. Similarly, the Judge concluded;”
Microsoft forced consumers to use overly complicated technnlogy by pzevemmg o

. software manufacturers from adding software that eased consumiers’ introduetion

1o their new compuiers. What the judge Tound most.problematic, however, was
bt Microsodt deterred other companies from producing any software that could

' mlu}asf y competition against onc of its core products by devel opmg 4 repotation

for pum%?ng such efforts.

- il

i oanly Ecnnoméc‘B{iefing R 4 L v e s November 12,1989 .
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Next steps. Judge Jackson has ordered the parties tofile memoranda of law with
respect 10 the conclusions of law that the Court should draw. He further ordered
that these memoranda should nor address the subject of remedy, or injunctive
relicf, which will be addressed in a separate briefing if warranted.  The current
schedule calls for the Judge to have these memoranda of law by January 31, 2000.

The issue of remedy thus remains speculative at this, point. Howcver, remedies in
antitrust cases typically fit into two basic categories:

s Structural remedies such #s the AT&T divestiture try o eliminate monopoly
by breuking firms with monopoly power into preces, o the cuse of ATET,
the setifernent separated the long-distance company from the local telephone
companics, removing any ability for AT&T to use monapaty control of the
tocal market to Himit competition in the Tong-distance market.  Some have
argued that o bresk-up of Microselt might not resolve the underlymg
competitive problem identified by the Count. because separation of the
appications sepment of the company {word processoss and spreadsheets)
from the operating system market wauld net end the monopaly 1o the fatier,

»  HBehavioral remedies would require Microsoft to sbandon  problematic
~ business practices without changing the structure of the company. Behavioral
remedies  the Microsoft case might include providing oniversal sccess to
techoical specifications, rcqmm}g untform pz‘zcm& or sc;mmimg the browsey
funciions from the operating system. H remains a guestion, in Hght of the
findings of fuct, whether such behavioral remedios wonld work if Microsoft s
sHowed (o retain #s monopoly in the oporating system market, because tiv
company would stll have an incentive to deler future entry nod because no list
of prohibited uctivities could ever be exhaustive. In fact, in the consent decree
from Justice's previous suit against Microsoft, Microsoft agreed 0 avoid
specific contractual relationships with manufacturers and 1o avoid uging other
exclusionary practices that achieve similar effects,

Conclusion, The Court found that Microsoft has monopoly power, which it has
used w forestall competiton.  1If the Cournt Szzbsequcmly rules that Microsofl bas
violated the antitrust laws, the design of appropriale romedies will involve
complicated cconomic and legal considerations.

R
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MICROSOFT PUBLIC POLICY ISSUES

Export Cantrols:

o As you will reendl, the Administration announced carlier this fall an Inerease in the
permissible MTOP (millions of theoretical operations per second) level of computers. This . :
change would, under existing law, go into effect in Jan, 2000. At the time of the R
announcement, the Administration called on Congress to shorten the time for Congressional
review of such export changes from 6 months 1o 30 days. This Congressional lay over period
was imposed on the industry by the Republican Congress, 1o recent days, Senator Warner
{Charrman of the Senpte Armed Scrvices Comm.) has agreed that this particular change can -
-+ in modified form -~~~ go into effect sooner. -

¢ The Administration and the industry still want greater freedons to raisg the MTOPR leve] more
rapidiy.

Encryption:

» The Administration announced a substantial reluxation of the exports of encryption products.
The final regulation implementing this announcement is due December 15th. The industry
has been anxious that the regulations do not mwrowly constrie the delinition of what can
exported without a icense {.g. retatl products), und that we narrowly deline the recipient
entities who require tieenses (e.g. povernments and govermment owned enterprises). Some
companies hive expressed concern that 2 narrow definition of "retall” could unfairdy benefit
Microsofl.

o The NSC/NEC process has not yer completed their roview of the draft regulations. Ttis clear,
however, that most Microsalt products will be “retatl”, and thus exportable without a license.
It is my anderstanding that Microsoft expects this result. It is also true that many other firms -
= Gutsids the customized network equipment realm --- will also be called "rewil®, The
definition of government is unresolved, with substantial internal discussion about what rules
should apply to govermment owned telcos and ISPs.

Patonts:

s The Administration has long supparlcd a patent reforim bill that improves the operation of the "

" patent system by making it more transparent and more simitar to the Jaws of other nations In® #~e
- addition, the legmlatzon goes a lc}ng way towards ’ remvezztmg" t%x: Patent éms:i ’Z’raziemark :
Office as a P‘E&(} : , _ B! , e s

« ‘The patent bl %uxs been pendmg for almost five yea:s Itis szmrzgiy supsy sorted i‘.}y iB\}i
Microsoft and al! major companies who perform R+D. To date, the bill hag been held up by
Senator Rbelby, who has been acting on behalf of Phyllis Schatly and the Eagle Forum,
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¢ The patent bil! has been incorporated in the Saiellite Home Viewers Act (SHVA), and the
conference report has passed the House. Senator Lot is trying to strip the patent portion of
the bill, at the request of the Republican right, even though the companion Senate bill has
been reporied by the Sonate Judiciary Commities by a voie of 18-0,

< Nignature:

¢ This bill started as 2 straightforward attempt 10 give the same legal dignity to contracts that
are entered into electronically os signatures in the landed world, The House passed a il on
this topie this week. Along the way, however. the Hlouse bill was amended, inartfully, 1w
remove many consumer disclosure requirements. For example, under the House bill a
consumer who has a right (o have 2 paper copy of 2 Truth in Lending statement, or g
mortgage disclasure ageeement, aay "waive” that requirement on fine withat knowing of
their rights. ’

= The Administration opposed the House bitl, The bill {)assed the House overwhelmingly with
New Democratic support (Iead by Jay lastee). Microsoft supported the House bill, and

argued that consumers should be able to "knowmgly” waive the consumer protection statlutes
on ling,

» Inthe Senate, the pending Senate bill {(by Abrubant, Leahy and Wyden) there are no serious
congummer protection problems,

s Weexpeet to work with Democorats in both bodios to some up with a Bl that is more robust

for ¢ conmmerce than the Senate hill, but that 1s mare consunwy protection friendly than the
House bill,

Imimigration:

»  As you will recall the Congress increased the imit on M | 13 workers last vear, During the
course of this year, the INS granted about 10,88 more H 1 B visas than allowed by law. The
INS made a series of errors, We are likely to aveid applying the overage to either last year's
quota, or to this year's allocation,

s The indusiry continues to press for an new increase inthe B 1 B limit, Orgamzed labor
' ‘camzmzes o be very szmngiy e;zposcd to any change i in the law.

CETax 00

'fhe Intcmcz 'I‘ax Freedom At creamd a three ycar moratonum on thf: Imposman af
committee. This commitice is chazrcd by Gov. Gilmaore of ’s«’irgzma 'ﬁze federal g{}vemmeﬁi:
has three representatives.on tiie Comumission. The remaining members, chosen by the
(;cngressmnal cadersbzp, include state and local government officials including Gov.

. Lecke. The ‘Conymission mporz zs duein A;mi ”£ he {?ammzsszan may onl? submzz a repori
’ \sug&peneé by 23 of its mem?zfzrs



= bMany in the Kepubhoan Party are secking 1o use this Commission as a political wol. Gov,
Ciilmore, Congressman Kasich and sthers. have called for making the moratorium on Internet
taxes permanent. They have wken two additional steps: essentially barring the collection of
sules taxes for Internet sales, and repealing the fuderal telephone excise tax. The
consequences for state and local governments are profound. Currently about 1/3 of all state
revenue comes from sales axes. Under the pending Gilmore formulation much of this v :
revenue would be lost to the states. The Federal government would lose over $ 40 billiofi . <oosifsane |
aver the next ten years i the telephone excise tax is repealed. Finally, the Gilmore approach
could leave many Main Strect retailers (who have to ¢ollect sales taxes) al 3 iremendousg
sompetitive disadvantage.

¢ The Pederal officials have aticmpied to play an honest broker role in public, Behind the
seenes we hiave been attempling to work with Governor Locke, Gov. Levit of Utsh and the
other local officials. These Commission members have a proposal that would not jncrease
taxation by state and local governments, but which would go some distance in terms of
"sinplificaton”. 111s unportant to maniam ths stadied mtitmlﬁy.

Internet/Compulsory Licenses/ SHVA:

s During the consideration of the Satellite Home Viewers Act, the conferees added language
tha "glarificd” the application of the cable compuisory license 10 other techoologics. As
written, the House passed Conference report purports 1o restate current law by asserting thal
cable compuisory Hicense does not apply 1o digital on ling communications services.

v The on line community, especially AOL and Yahoo, are very upsel and claim that this is not
current law, and that it was a sneak attack,

» The Adminisiration bas not taken 2 public position on this issue, in part, because of the
volatility of this issue. We can siso expect the Republicans to mflict wounds on themselves
intrying to get out of the fix they put themselves into. The Hellywood conmmunity, including
movies, records, and broadcasters are very supportive of the pending bill. Substantial support
for the Conference report also comes from the content commumity, including professional
sports leagues and teams, as well as the NCAAL

Corporate Tax:
.« _ Microsoft has two major tax jssues: the R+D'tax credit, and the Foreign Sales Corpomticﬁ.
On R+D, an éxtender bill will pass before the enid of this session. The lcngth of the +D o0
_ extension will.be between 2 and 172 years and S ‘years. I would guess it is more fikely 10 be B

four or five, The &dmlnmtratlon strongly supports the extension, A five year cxtension costs
over $ 12 billion. S

o The FSC 1ax issue is-very, very complicated. This tax statute was amended in 1997 to include
software companies such as Microsoft: The statute Has been successfully challenged inthe - -
WIEQ). In Ociober, tl_}a ‘W'Z‘O,dgsz_,crmincd that the statute violated some of their subsidy rules. -~
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The United States disagrees, and we are seriously considering an appeal. In our view the
Linited States has the right to treat certain income outside the United States in @ manncr
consistent with the FSC rules. We da not think the WTO has the authority or competence (o
judge tax 1ssues.

China:

» Microsofl, like many other American high tech firms, is very interested in the China'matket:
Among the most difficult issues in the pending negotiations are the attempts by the Chinese
ta Himit, or bar, United States ownership of Internet companies, On a refated issue, the

- Chinese are attempting to fimit the percentage of non-Chinese ownership of
telecommunications firmes, and limit gccess o certain gateway cities within China.

I't Squared:

o Harlier this year, vou announced 2 major new initiative for the Administration to double
{over 3 years) federal investment in information R-4D, This budget tnitiative conformed to
the recommendations of the President's Information Technology Advisory Committee
{TAC) Morce than 2/3 of the money we sought was appropriated. The NS¥ did particuiarly
well m their appropristions atlocation for this project. Curiously, the Republicans were so
petty that they have barred the ugencies from ustng our name for this project s their
expenditures.
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TECHNOLOGY TRENDS "

Software,

*

Thig year Microsoft rolled out their Office 2000 suite. This fall they wre rolling out their Windows
2000 operating system. They have siceessfully made virtually all of their products Internet
capable including Microseft games and their Office suite. Additionally, a8 more appliances gain
computing power, Microsoft is developing the operating systems that will drive these devices.

* . '“H“.i'“'l *

Semiconductors,

64 B Processing. Mid-year next year, Intel wiil debit Mereed, Intel™s first 64 hit processor.
‘These 64 bit processor probably won’t make it fnto PCs untit 2002 when ihe prices have coine
down. Companies like Microsoft will then have to develop new operating svsiems that can ake
advamtage of the new power. ‘

Moore's Law. Moore’s law is expecied to continue at least until 2012, Your I'T? initintive will
help provide important research investments for the technologies we need down the road to keep
this innovation geing.

Everything on a chip. Once complex operations sre now being put entirely on a chip. One
company has now develop an Internct Server on a chip allowing any smart appliance {coffee
maker, refrigerator, dishwasher) to be connected 1o a network and aperate through web based
applieations.  Other companies are creating gene chips that can fest thousands of genetic
sequencecs at the same time. Our national Iabs are working on “laboratories on o chiy”
technologics that can, [or stance, unaiyze crime seene or other data on site.

Miceotechnology. Microwechnology, creating mimature-gears, valves, motors, sensors and other
micro scale techaologies on the surface of a chip is on the verge of unleashing another huge
revolution o technology. After Microtechnology. nanotechnology which is micromachines at the
atomie seale will continue 1o deive this revolution,

Computing.

Telecammnnicatmnsﬂntemet Access.
L ]

Cheap Home Computers, The price of the home computer continues to fall. Consumers can find
home computers in the $300 range ~ although many of these packages cither reguire a multi-year
ISP contract at an additional cost, require you to COMPresRISe your privacy, or soi aside a portion of
vour screen for advertising. Nonetheless, prices for hamez sompuiers will continue to fall helping
to bridge the digital divide.

Ubiquitous Computing. Computing power will soon be found everywhere, PDAs like Palm
Pilots are just a first step in the move to “ubiquitous computing” where evemhmg ¢an be smart. _
Already 1BM has developed a 1 Gigabyte hard drive the size of a guarter. Others are éeve?opmg Ty

TE
"

digital newspapcrs that are as flexibéc as a newspaper but have the smarts of a computer. - -:"‘f..x:nv.a%:xs‘z%_ﬁzfér%

Broadband. By one estzmie: we could ses 6. 2 million cab}e modem households ‘by 2003, up frém*wn o
rotghly halfa million users today. DSL, thrcugh the phone fines, will reach 2.9 million s “"’“‘
households in 2003 with much of its ‘growth coming after the year 2000. Competition amongst - o
DSL providers and between DSL and cnblc modems ig 4 s;Lg:,ﬂ that the Telecommunications Ac{ 18

starting to work,



»

Backbone continuing to grow. A hoest of new companies like Leveld and Quest {as well as some

old) are putting hundred of housands of miles of fiber into the ground guarantecing that backbone
speeds will continue to advance.
Advanced Wireless Services, We will comtinue to see new wircless deviees ag all ends of the
spectrum. This year companies are beginning (o offer, PDAs and ceil phones with Internet access.
Soon, we will have "third generation wireless” technology that will offer high-speed wireless
access to the Interoet. At the same time, home will have access to digital television {about half of .
homes have access to digital signals today), and digital radio in the future. . RN
Cost of Access. Americn enjovs the cheapest aecess (¢ data of any country it the world, ISP, long
distance, and wircless aceess will continue to . We now have the lowest long distunce prices in
history. Businessweek recently wrote that as telecom companies continue to bundle services
together, soon long distance customers will be offered free Jong distance calling.  Wireless service
costs have fallen by 40% over the last three years. ’

Internet.

*

Application Service Providers. One miajor new trend on the Internet is the development of sites
that provide applications thut used 1o be delivered through a program on the desktop. These new
sites are known as Application Scrvice Providers or ASPs. It began when companies like
Microsoft’s Hotmall began providing an e-mail application on the Internet. Now other portals are
providing calendars, address books und other applications on the Intemet allowing you 1o use
everything that is normaily on vour desk top from any Intemel conpected computer,

Bangdwith Disparitics. Websites are now having to develop version of their content that appeal to

* low-bandwidth users that access the internet through PDAs and cell phone while also develeping

high-bandwidth versions that contain video, audio and high resotution graphics that appeal to the
broadband crowd.

New Applications. As more people get access to broadband, more of the traditional media are
being offered over the Intermel. Voice over the Internet could soon take off as prices come down

and quality goes up. Online interactive games, multipoint videoconferencing, streaming media, o-
commerce and plain old panail will continue to drive uaffic.

flectronie-Commerce.

*

‘Woman are expected 1o pAsS Mer as bigger buyer online in the next coupie years. Ma;ar web sxtgs?
" are now starting to retool their websites in colors i:hat appeal more to women and Wlih more - o wp‘tm

E-Cornmerce is fundamentally ehanging the relationships between buyers and sellers, producers
and consumers.

Over 2 billion orders will be placed over the Internet in 1999, Haliday shoppers are expected to
spend twice as much in 1999 as they did in 1998 -$6 billion,

Large “Bricks and morter’  retatlers (Macy’s, HomeDepot ot¢) are now gez{mg serious about - e
- electranic commerce and establishing major online. pmz:c 5 10 compete with ﬁmr mﬁme 04
counterparts who have been. iai{mg away their business. . S SR

&'}

-«.(u.
information. - - o . v

Business to business e-commerce as mpposcd to business 1o consumer transactions is where the
real e~commerce money is ~ the business to business e-commerce should g br{)w o ab(mt $2 tr:lhon

" by 2004 compared to $200 million for business 1o consumer.

Small “é-tailers: arealso growing: [-bay estiniates that there are now 20 060 “power-users” who .

ke $2,000 - $3 {}(Z(} 4 month - mezzgh to make a living g off i}f
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VICE PRESIDENT GORE:
LEADING AMERICA INTO THE INFORMATION AGE

Viee President Gore has led the Admimstration’s efforts to keep America at the cutting-edge of
the Information Revolution, and to ensure that the opportunities of the Information Age are
available 10 all Americans. During the last seven years, he has fought to connect every
classroom to the Internet, promote electronic commerce, bridge the "digital divide," and i increase. .
our investment in long-term research that will create high-tech, high-wage jobs. Under his"5a. - .,

[N

leadership, more than hall of classrooms and 90 percent of schools have been connected to lhc
Internet. More than 100 million Americans now have access to the Internet, and ¢lectronic
coimmerce could reach $1.4 trillion by 2003 in the 1.8, alone.

I Connecting our children to the future: Viee ’resident Gore has set a goal of connecting
every classroom and library to the Internet by the year 2000. He has also fought for
investments in technology training for teachers, modern computers in the classroom, and
high-quality educatton software. Technology in the classroom can make it easier for
parents and teachers to communicate, prepare our children for the high-tech workplace of
the 21* century, and help improve student performance in all academic subjects. As a
result of the Clinton-Gore cducational technology initiative:

° The number of classrooms conneceted to the Internet has increased from 4 percent
©in 1994 1o 51 pereent in 1998,

. The "e-rate”, part of the Telecommunications Act of 1996, is providing $2.25
billion in 20% - 90% discounts to connect schools and libraries o the Internet,
with the deepest discounts going to the poorest schools that need it most.

. Grants supported by the I_)cpzlntllcllt of Education are training 400,000 new
teachers to use technology cffectively in the classroom.

2. Promoting e-commerce: Electronic commerce is making it easier for small bu:-.mu,ses to
rcach hundreds of millions of customers around the world. For consumers, e-commerce
can mean more choice, greater convenience, customized products, and lower prices. Vice
President Gore has pursued a policy that allows electronic commerce to flourish by
eliminating unnccessary government regulations, and relying on private sector leadership
whenever possible. The Administration has made significant progrcss on many of its top
c- conunercc prlormes mcludmg -

e  The Intemet Tax Frcedom ‘Act, which created a 3-year moratorium on Intemet .- -
" . acCess taxes and taxes that discriminate against e-commerce. The Act also
established a commission to look at the long-term tax issues raised by e- - . - CO

. .commerce. © - . ' ' ‘

.. ~The DI},]IJ] Millennium (,0])}"1'1]:,]11 A(,l whlch hclps protccl Amcnca s mldlcclual
s propcny in cybcr‘;pace ‘
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. The Children's Online Privacy Protection Agt, which requires conunercial Web
sites to get a parent's permiasion before collecting personal infonmation,

. Making cyberspace 3 “duty-free zone” by winning an agrecment i the World
Trade Organization 10 pluce 8 fomporary moratorium on duties on electronic
ITafSMIssions.

» Encouraging the private scotor o protect individual privacy through self-

regulation, third-party audits and enforcement mechanisms. In just over a year,

the number of commercial Web sites with privacy policies has jumped from 13%
0 66%.

From "digital divide" to '"digital opportunity”: Currently, households with more than
$75,004 and higher are than twenty times more Hkely 1o bave access 1o the Internet than
those at the lowest income levels, and more than nine times as Hkely to have a computer
at home. in addition to ensuring that all schools and libranes are connected to the
Internet, under Vice President Gore™s leadership, the administration has also taken other
sieps to bridge the digital divide, inclading:

. [ngreased invesiment in Community Technology Centers: The President's
FY2000 budget calls for $65 million to support Community Teehnology Centers
in low-income arban and rural neighborhoods. up frant $16 million in FY9%.

» Supporting innovative applications of information technelogy for lowsincome
families through the Department of Conuneree. Exampiles include the use of
telemedicine for prenatal care, telementoring for al-risk vouth, a sational
computer network for local food banks, and distance learning for people who
have lost their jobs.

. Challenging the private sector to develop new business models for low-gost
computers and Internct access -- to make universal aceess at home affordable for
all Americans,

Keeping America at the cutting-edge of Internet technology: Todsy's Internet 1s an
outgrowth of U.S. government-funded research in the late 1960s {the ARPANET)Y. To
maintain America's technofogical edge, it is critical that the government increase
investment in fong-term rescarch. That's why Vice President Gore has fought for the -

. "Next Generation Internet" - which is connecting universities and national labs ai' speeds R |
. that are 1,000 times fastér than today's Intémnet. Scientists are developing néw - "

appiwathzs such as teiemeé;cme Wizzciz allows a dactor 1o sce reai time maag,erv o‘f a
beating I‘z&a;‘i
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Technology Q& A

What high-tech agenda would you promote as President?
i think we need to do 2 things: sirengthen America's position as the leader in the high-
tech industries of the 21st century, and ensure that more people have an opportumty to

participate in the Information Revolution.

To keep America at the cutting-cdge, 1 would

- make the R&LE credit permanent. so that companics can plan on it

- double our investment in long-term information technology research, as
recommended by the President's Information Technology Advisory Committee

- promote e-commerce, by, for example, making cyberspace a duty-{ree zonc and
encouraging industry sclf-regulation

- ensure that our children are equipped for the workplace of the 21st century -- with a
world-class education and technological literacy

Do you agree with your Justice Department on the Microsoft case?

This is a law enforcement matter. The case 1s pending in the courts, which is where it
belongs, and I'm not going to comment on the specifics of it. But 1 will say this,
Microsedl is a company that has helped to create tremendous economic growth, create

jobs and drive innovation. One can’t come here to Microsoft und not notice the profound

impact that the company has had in this arca. But Microsoft’s impact is being felt around
the world. It’s a testament to the hard work that you do herc every day.

What do you think is the government’s role in limiting a companies ability to
innovate? [the Microsoft suit question phrased differently]

I believe that innovation has been the key to our economic success. Over the last 50
years, about half of our cconomic growth has come from innovation. I believe,
government has a role in helping to spur innovation both by supporting investments 1n

"innovation, and when it comes to the Internet, by getting-out of the way- ‘whenever- -
posmblc That is why I am supporting a permanent R&D tax credit and a doubling of

.information technology research. I also have supportcd a-gencrally “hands off” pollcy

" when it comes to Internet reguldtion and deregulation of the telecommunications industry

which.is now bringing us new broadband services.

But.if you are aSkll‘lB about the g Eovcmmuu s role in the Microsoft case, that is d_]Udllel

procccdmb that 1s not dpptop: ldlL for me o u)mmun on.
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Will Windows 2000 be considered a *retail” product and thus allowed to be
exported under your new encryption regulations?

First off, 1 want to say that I am glad that we have made progress on encryption. |
belicve our new policy belps to balance Microsoft's and other company’s needs to export
encrypiion predycts and compete in the global marketpiace, while stili protecting our
vital national security needs. As you know, our new policy allows retail products to-be

exported under a license exception to all end-users, except in the seven state supportors of

worroristn, These regotatory clunges bagically open the entire commercial seclor as &
market tor strong U.S. encryption prodiiots.” It is my inderstanding that most if not all
Microsofl products will be considered retai] including Windows 2000, 1 expect drafl
regulations 1o be ready withina weei while final regulations will be announced by mid

December.
Are yvou voncerned abuut the "digital (ii’s’iti{:“? What are you doing ahout it?

Yes, | am very coneemed - wio mation technology can be a tool {0 bring us jogether ~ not
resull in further polanzation of our socicty.

To address e digital divide, 1 have worked to:

. Connect gvery clagsroom to the Inlernet, and provide our children with modern
compiters, weelmology-savvy teachers, and high-guality educational soltware;

. Increase support for Community Technolopy Centers in low-tncome
neighborhoods,

As President | would help bridge the digital divide by

- encouraging the deployment of broadband networks in low-income urban and rural
communitics

-~ providing lax incentives for companices that give workers in lf}w ~COmE
neighborboods the 1T skills they need :

i think market forees and lecim{:iogy wﬁi also help bn{iw the (i;gzm! ciwzde e because
computem arc conimu: ng io g,ct faster and cheaper every ye:ar‘

[Backg,mund Nuinber of classrooms connccted to the lmamet has mcrcased from 4

percent in 1994 to 51 percent in 1998. Federal investment in educational technology,

" including the e-rate, has increased from $23 million in 1993 to $3 billion in 1999, Just
“this week, the FCC is expected to send out the last of the notfications to %choois to

le&plua i ::lA.OE!d muud ($2.23 billion) of ¢-rate fundl.xg

e

e ulieart. d

st -
PN ‘-mm




QO:

A

Q:

What are your goals when it comes to the Internet?
The Internel is already changing the way we work, they way we live and the way we
learn. The Internet is helping (o keep this economy growing and provide new

opportunitics to millions of Americans. I think the Internet has tremendous potential.

in the future, 1 want to make sure that the Internet goes both further and faster.

¢ [t must go further so that gveryone can have access to the Internet and participate in
the information age. That is why 1 have made it a prionity to bring Internet aceess to
cvery child and cvery lhibrary in the country.

* The Internet must alse go faster i we are to take full advantage of the promisc of the
information age. That 1s why | support deployment of broadband Internet access and
development of the Next Generation Internet to help end the “world-wide wait.”

With these rapid advancements in technology -- sometimes faster than we can even
comprehend -- we must work especially hard to ensure our newest technologies support
our oldest and most cherished values. That is why | have called for an electronic bill of
rights for privacy and worked with 25 of the largest Internet companies to develop a
parents protection page where parents can go to protect children from material that they
think is inappropriate. .

Would you support a continued moratorium on Internet Tax as President?

As you may know, [ supported the Internet Tax Freedom Act, which President Clinton
signed into law last October. The Act imposes a three-ycar moratorium on state and local
tax and trade 1ssues associated with electronic commerce and comparable sales activitics.
The Act also created a Congressional Advisory Commission to consider the tax and trade
issues associated with clectronic commerce and comparable sales activities. 1 don’t want
to prejudge the work of the Commission, but 1 will tell you that the Administration 1s
committed to finding a solution to this issue that will allow the Internet and e-commerce
to flourish, but without stripping states and localities of the revenue they need to educate
our chitldren and f{ight crime.

I believe that electronic commerce offers the possibility for anyone with a good idea and
a little software to set up shop and become the corner store for the entire planet. How

..taxes are handled is critically important. Addluonal 1y, 1 support makmg cyberspacc a

"duty free” zone mtcmanonally
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Do you support a permanent R&D tax credit?

Yes. T belicve the R&ED Tax Credit has been aritical to our nation's stunning ceonomte
growth. I has provided incentives for pr;vate -sector mvestment in research and
innovation that has helped increase America’s economic competitiveness and enbunce
U.8. productivity. However, under current law, the credit expired for qualified research
expenses paid or incurred after June 30,1999, This on-again, off-again nature creates
uncertainty and makes it so that companies cannot rely on the full benefits that the credit
provides. Basic Research, like the $3 billion a year that Microsoft spends. 15 eritical to
our countries continued innovation.

| am hopeful that this week we wiil reach o deal with Congress that gives us at a
minimum, a multi-year R&D eredit extension. But as President, § will continue to fight
to take the uncertuinty out of the proéess by making the R& D Tax Credit permancent.

What are the your views on having legal protections for privacy on the Internet?

1 am conmumiticd to making sure that Americans have effective privacy and other
consunker protections when they go online. Unless individuals have confidence in how
they will be treated  online, the full polentiai of the Internet will never be realized.

The issne we gl face i how v ebtain the prowetions, so that they are developed in
frternet time and well-suited (o the new medium. Our judgment has been that we should
support sellregulatory privacy offortg, and the resudts this vear have been encouraging. o
cariy 1998, anly about 15% of the significant commergial web sites had g pri-«zicy rlicy,
In a study done this spring, that ligure had risen to 67% -- remarkable progress in one
year, ami due i large measure to the work of Seeretary of Commerce Daley, Federal
Trade Commission Chairman Pitofsky, and others to encourage the privale sector to put
good practices in place,

I also want to commend Microsoft for helping to strengthen consumer privacy oaline
by choosiag to resirict advertising to sites that post privacy policigs.

These steps, taken topcther, are engouraging, but we need 1o keép a ¢lose eye on how
privacy pmtcciiez&s develop on the Internet. For instance, only 10% of the commercinl
sites that were in the spring swvey had all of the key privacy prs:z‘iec&ons -~ notice, sholee, -

_ 'acws& sccunty, anzi en; orcement. ‘.’v’e have to do betier
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Q.

Should we pass new legislution to speed up the deployment of broadband (high-
speed} Infernet aceess?

My view is that the Telecommunications Act of 1996 s starting 10 work - and that new
welecomounications companics we starting o enter the marke! and compete with cach
other to provide high-specd Internet accoss to bomes sd businesses. | dor't think we
need new laws that this point - | think we should concentrate on promoting competition
between different telecommunrications companies, That will result is more customer -
choice, lower prices, mxd Joster deplovment of high-specd networks.

{Background: Lacal telephone companies are arguing that existing telecommunications
regulations are slowing dewn their investiments in high-speed networks. The
Administration disagrees, and believes that implementing the Telecommunications-Act is
the best way 16 promote competition and speed up investmentin I gh-speed networks. ]

Should cable companies be required o open up their networks - so that other
Internet Service Providers can provide access fo consamoers using these nefworks?

The Administration 18 watching (his current situation carefully, and will evalunie it hased
on our conicerns for consumers and conipetition policy.

Our goal of broader, faster networks needs to be achieved by competition and the least
amount of regulatory interference possible. We are also coneerned about any
anticompetitive actions and will keep 2 watchful cye on developments in this arca.

[Note: The Administration has not taken a public position on this issue, bul has decided
irternally that there is no need o act at this tine.|




What is the Administration doing to erack down on software piracy?

This i a probleny that | ke very senously and that | have personally raised with myany of
the world leaders 1hat | have met with over the last seven years.

Ay you know, it is estimated that more than 38% of all software in use worldwide is

illegally copied, In 1998, piracy cost the software industry $11 billion in lost revenues,
and more than 100,000 jobs in the U.8. alone.

We have worked closely with the sofiware indusiey (o address this problem at the
domestic, bilateral and mulitlateral level

Letme @ll you just a few of the steps the Administration has taken to crack down en
softwure piracy. '

. We issued a Presidential Directive requiring all federal agencies to use tegal
software, and have used that direcuive to get China and other governments 1o issuc
simiar policies.

. We fought for the Digital Millennium Copyright Act, which implemented WIPO
copyright treatios that the Admmistration had negotiated in 1996, Theso troatics
srake 1t ety dut the righty of copyright holders apply o the Internet,

. We wre pressing doveloping countries 1o live up o thadr obligations under the
WG an Trade-Related Inmelicctuad Preperty Rights (TRIPS).

. The Justice Department, the FBI and the Customs Services are inereasing the law
cnforcement resources they are devoting to software piracy. They are working 1o
merease criminal investigations and prosceutions, make i easier for indusiry 1o
bring referrals. and strengthen criminal peovaltics by amending the Sentencing
Guidelines,

. When necessary, we have been willing to thresten the use of economic sanctions
to pot countries such as China to improve their protection of intellectual property.
[ 1996, we threatened o imposc $2 billion in economic sanctions because of
widespread Chinese violations of 2 1995 bildteral agreement on intellectual
.. propeny - including software piracy.]

. ) As President, | would c:taniinu;: _ti;lmakc prété};tiﬁn of U:S:intel[ecmal property a~, -

T prionty. -
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What's your position an “open seurce™ softwarc?

['think that this is primarily a market-place issue, not a policy issue. Advocates of apen
seurce argue that this form of software development will lead to products that evolve
more rapidly, are less expensive, and have fewer bugs. I they are right, companies
pursuing open seurce development strategies will gain market share. Bt this should be
left to the marketplace.

Some government agencics are interested in working with the open source seftware
developers if they don't think that existing products are mesting their needs. For
example, our national labs need software that can eon an computers with hundreds af
even thousands of mieroprocessors.

Background

Open source software {8 software that programmers are free o raad, redistributs, and
modify. Truditionally, software companies have treated source code ag a "crown jewel,”
and have only distributed the "compiled" version of software, which can not b read or
modified by programmers. Advocates for open source software claim that it can evolve
more rapidiy, because nmonz people can improve i, adapt 1, and find and {ix "bugs.” This
1s sinvilar 1 your case for the power of distributed intellipence.

There 1s heightened conimercial interest in open source software because of the rising
poptarity of Linux {sronounced "Hn-icks). One company that sells open source seftwire
has just fintshed & very suecessful 1PG, and many leading 1T companies {e.g. 1BM,
Oracle} wre now poriing their software o runon Linux. Open source server software has

a higher market share than Netscape and Microsoft pul together.

‘The open scurce conmunity tends to be ant-Microsoft, aithough Steve Ballmer has
hinted that Microsolt might make Windows soures code available.

Open seurce has not really emerged as a policy issue - although some in the nalional
security comununity are interested in exploring whether open source sofiware could be
made more secure. Seme in the apen source community have asked the government

< consider opse souren sofiware when making procurcment decisions,



O What's your position on increasing the number of H1-B visas?

» I undersiand how companies like Microsoft, that depend upon a wel! skilled waorkiorce,
have benefited from the HIB Visa programy, That is why [ supported legislation last year
that increased the number of visas for skilled immigrants from 65,000 10 115,000,

. As President, I would prepared (o revisit this issue - but | really think that we should
emphasize preparing Americans fo il these high-iech jobs. After all, these are jobs that
pay alimiost 80 percent more than the average private sector wage. s going 0 require o
u{}‘}l]’)mﬁ ssive strategy that invelves:

- Inproving K-12 perfommance nseience and math,
- Retraining people wha e already i the workforee but who inay lack cutting-

edge skills:
« Getiing more women and minorities (0 pursue high-toch careers;

. Increasing the capacity of Z-year mnd d-year colleges o éiad%iai&. more people
with high-teehs skills.

Backeround
. The Gates Foundaton has made a 20-year, 31 billion commitment to inerease the number

of minoritios s soence, onineering and education,

» Represeniative Lofgren and Senator Robb has introduced s bill that would create a now
T wina for forcign students that are graduating from ULS, universities and are getling
jobs with a total compensation package of more than $60,000. Senator Gramem has
proposed an inercase in the Hi-B cap from 115,008 to 200,000. The Administration did
not $ake explicii positions on these bills - but said that the emphasis should be on
“training American workers for American jobs.," Ther was no serious push by the high-
tech community te move legisiation this vear - but this iy likely to change next year.

. Labor s epposed to 2 further increase in the cap. Industry oritics allege that there is nol
really a shortage, but that the industry prefers {o hire young immigranis who are willing
to work:- long hours, and can not-move from one coropany fo another because of the
requirernents of the H1-B visa. Itis also alleged that the industry discriminates agamst

voider workers who lack mttmg»aége skills, but who could easﬂv be retrmned ‘

* '_ZZ\?S ma‘f}e tize: mzsz&k& {}f a{immmg more immlgrams under the H1-B visa pregram than
allowed by law because of problems with-their internal information systems, The INS
has nol decided what to do about the mistake (whlch could be up to 20,000 extra

- immigranis) - but the most Jikely course of action 15 te do nothing, ar‘»{i o zzilfm the
imzmgrant‘; to xtay wlthout ruducmg the uzp in 20{}{} ' :

i
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Q. What's yaur position on the American Inventors Profection Act?

. The Administration strongly supports the bill - we've been trying to get this passed {or
years, Last Congress, Republicans allowed Phyllis Schlafly and other right-wing groups
10 biock this legislation,

. [ hope they dors't do that this vear « Microsoit and other high-tech companies stongly

support this legislation. It's passed the House, and 1 hope # will pass the Senaie before
they adjourn. .

Background

What the bill does;

- Creates a "iest (o invent” defease for peeple who have made commercial usc of a
technology prior (o the filing date of 1 patent that covers that technology,

. Extends the term of g puent when there 35 an administrative defay in the issuanee
of the patent

~ Requires the publication of patents 1 8-nwomths afier they are filed. exeept when
the patent wilb aniy be filed in the U8

. Mukes 1t easter for the public to call for re-oxaunination of a patent without
reguitring costly conrt Bitigaiion;

- Giives the PTO greater lexibility so that 1t can more efficiently serve the needs of
the patent and trademark community - with seme of the pravisions (e make P02
"performance-based arganiztion.”

i v N’xb:,
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“much further anid permit parties 1 an agreement to bargain away. 1mponant COLMSUIET- vy 4y

Why is yaur Administration defending the constitutionality of legislation 1o restriet
Internet confent that is “harmiul to miners?” Didn’t the Supreme Court rule inan
earlier case that the Internet should have the highest level of First Amendmoent
pratection?

This iy o tough ssue, becnuse we need (o protect ouwr children but do it a way that is
consistent with the Constifution, 1 have generally supported industry self regudation over
legisiation. The approach that | have supporied is to:

Increase law enforcentent resources 10 ¢rack down on material on the Internet that is
clearty llegad - such as child pornography and obseone materal.

Give parents and teachers the tools they need ~ such as blocking and filtering sofiware -
to prevent children from getting aceess (o inz;;‘spf{spriaic material. 1 have worked with
industry to ensure that these tools are "one elick away” from major web sites. [ want (o
commend Microsoft for being the Dirst company to put PICS (a form of blocking
software} in your browser and for being one of the original sponsors of GetMNetWige.com
ool

Parents must play a role too. We must encourage parents to explore the Iiternet with
their children, and imake it casier {or thens 1o find the exciting educational content that i
on the Internet,

[Background: The Adminisiration originally did not support the Child Osline Protection
Act because of canstitutional concerns. but Republicans insisted that it be antached to last
year's omnibus appropriations iitl. The Justice Department 15 defending the
constifutionality of this luw because they have an obligation to defend laws that are
passed. This is the second tme that Congress has tied to pass legislation in this arca -
the Supreme Court steuek down an carlier effort called the Communicstions Deceney
Actd

Ceongress has been considering electronic signature bills, to ensure that agreements
reached online will have the same effect oy agreemonts written on paper. Why hos
the Adm'xlzisir‘;!ti{m ospposed many of these pr::};}{}s&is?

The Administration fully supports a l’zw that says that an clcctmmr: sigmature is cqually R
valid to'a pen and ink signature, The reason we have opposed the bills is that they, 8O - s o

TRy

disclosures or pmzectwm that the law mandates for paper. transactions. The clectmmc e ?‘:%"? -
world should be no less sife than the paper world. We do support a proposed revision - - b o wdl
(Abrahum-Wyden-Leahy) to.8. 761 that assures ihe legal validity of elecironic szgna&wm .
without the it effects. . : K '
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The House digital signature bill (HRI714) was appreved by un overwhelning 356-
66 vote, with strong Democratic support. Will the Administration still veto the hill?

This particular bill could pose real problems for snwary consumers wha need the
effective protection provided by many of our consumer laws, We stroagly support the
bill corrently moving through the Senate aad look forward to working with Congress in a
House-Senafe conference to resolve our concerns.

[Note: [ pressed on vetor “ won’t speculate. We believe that the process presens
sy opportunitics for aur concesns to be resolved, so we won't bave to fage that
congern, We are focusad on tull process for now ™

Did the busiee amendment improve the digital signature bill?

The Insev mnendment look anportant steps forward In preserving somu consumer
protections, but docs not provide adequate enforcement authority fo prevent abusive
Pruciices.

What's the Administration's position on the SateHite Home Viewers Act?

This 1s legisiation Und the Administration wants to sce passcd this veur,

We thinl that this jegislation codd increase consumer cholee and competition - and make
satellile an even stronger compelites to cable,

For the first time, satellite companies will be able to defiver local broadeast stations into
local communities,

There were a number of provisions (hat we had expressed concerped about becuuse they
could slow down competition it seduce consunier chaice. Congross has addresses post
of these concems.

Do you suppart the provision in the Satellite Home Viewers Act {hat prevents
companics ke AOL and Micrnsoft from eventunlly offering local streaming

*tedevision over the Internet?

We gcmmll) support mcreased custoter choice and more cempczztmn Lo televm{m ,

Jow this compulsory license scheme should apply to the Internet raises difficult

questions that we think cut be studicd further., [NOTE: Y{tu shoui{in tgetintoa {iﬁb'aic

as to w}z&i’zar the conference rt.port leayes this opcn 1
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BODY :
At the helm of what seemns like a GOF juggernauin, George ¥W. Bush will arrive
in Seattle on Thursday and hesd straight for the Microsoft erxacunive offices,

when Bugh arrives in Eedmowd, the Texas govarnor will find o well-worn
political path.

tThough the presidential glecnion still dg 16 months away, tha parade of
candidatay tromping through the throng of millionaives af Microsoft already hag
bhegun. Last week, Elizabech Dole, former segretary of labor and pransportation,
met.with Microesoft Chairman Bill Zartes. In ¢ha past few months, Saen. John
McCain, ReAxiz., former Sem. Hill Bradley, D-N.J,, and Vice Prasidant Al Gore
havg forgsd ties with Misroseft.

Mivronefn, «hish haa bullt & software emplire in part by hodging itg

cachnological beus, seoms Lo be playing the same safe hand in the presidential
. campaign while stepping up its invelvement in the political avena.

The peoliticians who come knoceking are hedging their bets, teo. They aveid
diseugaing the antitrust lawsuit brought by the 1.8, Department of Jusbice and
18 states against Microsoft « & case that has pivted Micrasofi’s compatitors
againet the sofiware giant - hegcause they have no inlerest in alienmaring €$ilicon
valley axeoubiven, whom they sve wheoling as hard as they are Redmondis alite,

Take Bush'e visit Thursday. Theoretically, the high-powered wisit conld mark
& pomanbous point in the 2000 presidential campaign. After all, Gore.is the No.
2 man in an adminiscration that i accusing Microgeft of breaking antimruﬁt laws i
by bahaving like an insatiable monopolist.
But Buah is unllkely 1A} expliaialy condemn th& lawauzt 3usz vet., &nd @aaas is-.
aguall y uniike*v to publicly back Bush oY .any: ca&ﬁxé&:&, ao &arly ~‘ = ‘ﬂ{ e

Rath&r zhan vake sides, &xeautxves at Microsoft scem eaae” Lo apread hhe
wealth. Wherher by happenstance or desian, a handful of senicr Micropoft
executives have soatitered theiry allegiance among the presidential hopefuls.

- There's someons for evervone

N

- Microsoft senior executives -are. playing dramatically greater roles in the
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current presidential campaigns than in onoes past. .

Tite Courtship s mutual,. Candidates have taken noetice. The riches those
exacutives have generatad from the eve-popping returns on their Microsoft stock
make them hard vo ignora

When telesom tyecon Crdlyg MeCaw throws a fund-raiser for Bush at his Hunts
Poilnt home Thurnday evaning, Microssft Chiel COperating Officer Boh Herbold plans
o be there. An ecager and early Bush backer whose Migroeoft shares ave worth § -

80 million, Hexbold also jetted to California last weak for a breakfast for the '
Texas GOVernor.

When Gore canme o Seattle to conclude his three-day, six-givy campaign Launch
lagt month, Micresoft Gweup Vice President Jeff Reikes was among the exglunive

gathering &t a residence in The Highlands. Ralkes' Microsoft stock is worth more
than $ 450 miilion, -

Apd when Mcfainp came to Seattlde to raise money Iin May, Micerosoft Chisf
Finarglial Officer Greg Malflodl hosted the & 31, 8480-a-plate fund-raisoy at the
Rainier Ciub.

Even sume lass-senioy executivies - who nevercheless have deep pogkats thanks
to their Microsoft gtogk - have Jjumpaed behind candidates. Chris Larson, an 2ayly
Higrogoft hire whose wealth hag allowasd him o bacome a co-ownay of cho Seattle
Mawiners. is backing Bradley.

And whan Bole cams to Seatils lasiy week., a group OF Hicrosocft workers got
cogebhay o buy a Lable ap her & Sgf-a-plate breaskias

The arror of thair ways:
Kimberly Ellwangsy, Micronofi's ganior dirasctor of covporsve affalsy, who
overseess the company's government snd polinieal activiniss, said iv has become

more active politically the past few years, as bave many technology companies,

But sha said any increascd aghivipy in presidential politics only correlates
with the overall increase in Microsaftls involvement in government and ip noh

~ part of a specific strategy of pairing executives with sandidates.

spigrogaft doesn’y have any sepavate presidential ceampaign stratsgy. ” said
Ellwanger, who atvendsd the Dole svent.

" Its not surprising to have divergent pelitical opinions st a company with R
30,000 emplovess., Herbold and Raikes, in particular, bave baoen active in . o
R&publ\can and ﬁ&mocrat‘m ?Q&thts r&ﬁgaet;v&ly for y&ars, o - C : “i’

But an one execuzzva frow a po‘xhxcaliy connected Seattle ¢omﬁany noted,- B
Miarc&afc has Jearnﬁé the 1mportan&» of polinics the harﬁ way, C

“This is a company that was nompolitical, and now they ape seaing thé arrer
of their ways," the cxecutive gaid. "You've got to pay to play. Money is the
mocher's' milk, and hhgy woran't feeding the bhaby.:

Har§»20~§§§‘ Gaves C C o - _ - o
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Little has been haard from the meost imporvtant volice at Microsoft, and Gates!
pelicioal contributions make it hard te diving whigh way he will lean. Last
Bugust, for example, Migrosoft's chairman gave $ 2,000 to the New Democrat
Hetwork, which funds middle-of-the-road Democrats, A week larer, the Washington
State Republizan Commitlee recaived a & 2,000 cheok from Gates.

"“Somebimes plaving hard-to-get is a good gstrategy,. ¥ said Paul Hendrle,
mapaging editor of the nonpartisan Center for Responsive Politios, a Washington,
D.C., group that studies pabberns in campalgn contributions.

Those close to Gsten believe e 1s loaning toward Bush. And when Gore comes
Lo fown the day aftey Bush., & stop at Microseft is not schaduled.

The lawouit cannot bhave hglped Gore's chances with Gates. The Justlce
Department has tried to pin much of the alleged illegal khehavior on Sates
personally. And his public stataments have heen invense, haated and defensive.

Gates has rewarded loyalvy. particularly thab of Sen. Sladse Gorton, R-#Wash.,
who has wsed the Senate £100y to crasade agalinst the lawsuib. Duning 8 regent
trip Lo Washington, Gates nold Sorton thar his re-slection wag Gates' top
politiosnl prioricy. Gates and MeCaw recenily hosted a Gorton fund-vaiser in
Kirkland.

The Silicon valley dilemma

Buti, winning Sates' bleoszing withour alienating ¢he rest of the high-gech
commrsity 1s a tough task. -

While Microsonft and Che rosy of the Iindustyy agree on such policies as
Iifeing tyade yesptrictions snd lawsuit reform, kKhe antitrust case separates
chem. Hany Silicon Valley exegubives believe Miarosoft's Windows holds a
monspoly dn pergonal -computer apgrating systems and have eagerly providad
ovidence snd tostimony Lo support that allegation.

8o, like many candidates, Buah faces a thallenge: How dogs ha give Gates his

views o1 the lawsuit without alienating the part of the industry rocting for the
govariment?

Soma ewascvtives {rom that corner are among Bush's farly and snthugiastic
packers. Not least ameng thom is Jim Barkedale, the former Netscape chief
exacutive who was the government's leadoff witness in the trial. Barkedale

co-spanaored last week's Buah breakfast in California, which raiassd nearly %
508, 000 : :

seill, Naahjngtoﬁ grare R@g&&liaan& suck as Rep. Jennifer trunn of Bellevue,’
.an.early Bush supporte¥,  and forton, who is expected to anpounce his endorgemant
cf Bueh this week, are nrgiﬁg 8&&& to make a bold. gtatement on the 5ait

rGere will be linked more with the aéminiaﬁxahion on this," aaiﬂ Dunn,; whe
has roised § 130,000 in Washington ghtate for Buash. "George W. Bush has an
opportunity L spgak gut, It ig dn opportunity:to drive a wedge thare.®

Gorton,, who went to Ausb*n, T&xas, to” g;ve fir&ﬁh&nd advxce ﬁeﬁsn*t &xpcct
Buah to make a ﬁp&ClERC ﬁtaCQmaﬁt ‘about the lawmiit .

B T P ant P L - . .-
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"I think he wmight say something about the fagl that ohis kind of lawnuin
wotuld oot have been bheought under his adednistration,® Gorton said. "1 thaink
he will speak of the dubious aspecis of trying o regulate an industry that is
changing a0 rapidly. *

what others are gaying
Others doubt Bush or other candidates will eriticize vhe lawsuit explicicly.

"1 think div would be seen as a poelitvical mmneuvey, ® aaid Sean. Patiy Murgay,
D-Wash. "Peopls would be cynical, because that's axaculy how it would appasy.©

Seme Rapublicans advised against it

T don’t think thatis s smart political move,® sald Comniz Cerrell, whe was
chief of staff for former Rep. Rick wWhite, R-Bainbridge Islang, and now is chief
spokeswoman for the Information Technology Industyry Couneil. “It is the Silicon
Yalley vs., tha Silioon Forest, and he is going to want 0o keep & more negutral
position.

However, "I'll het he will {address the trial) when he goes Lo Seatvie, ¥ saild
Bugh spokesman David Beckwith., "It would be surpriszing 1f he lsntz asked zbout
that.

Pole alrcady took s stab ot iv. while she held off expliecit cricvicism, shs
spid she thinks antitrust laws sheould be *reviewed with regeyrd ve the
Information Age.*

Ambiguonz iy bhenrgarp’
The aggressive courting of Microscoft rainss fmporlank gquestions.

Could a new administratian essentially aceede o Microsoft's avgument thau
the fast-moving industyy already has outpaced the yvear-old lawsult? Could & naw
attorney general dump the case, or settle on Microsoft'n terms?

The trial has been completed. Final arguments are scheduled for later this

year, with a ruling expected hy early next year followed by a widely anticipated
appeal .

Ry the November 2000 ¢lection, the appsals procasn wzli Be well undcr wiy . By
the -presidential insuguration Lwo. months later, @ new president would have the
power £o pull the plug on the litigetien or cut &m Sub-of-court ssttlement.

But such a change would gmack of a pol‘ticél payotf, said Uﬁ;versity of Lowa
anzitrust professor Herb, Hovenkasp, o consultant Lo the government in the case.
“If a&ynkxng, the government is doing extremely well, and you dan't drop. a tase
vou are wznnlﬂg, gvan if you Lhaugﬁh iy was - improp@rly hrought .

"Bush has the advantage of being on neither side,. ar perceived as being. on
negither side, . said Bugene Meigher, o longtime antivtrupt anbterney in Washiogoon,
II)_C( . - . N . - . * Ed : N = -
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“From Bush's standpoint, Keeping it ambiguous is Detnter for him. He hag vary
livtle to win wvith the business communitiy. wWhat he has bto do iz ba garveful o
not lase any points.”

James V. Srimaldic 20£-464-8550. Eewmail: Javimpidifineattlienimes.oom

GEAPHIC: PHOTO; 1} GRORSE w. BUSH » 2} AL GORE » 3) STEVE RINGMAN / THE SBEATTLE
TIMES: ELIZABETH DOLB. A POSSIBLE CONTENDER FOR THE REPUBLICAN PRESIDENTIAL.
HOMIRNTION, TOURS THE BELLEVUE LIBRARY WITH LIBRARIAN JIM KING FOLLOWING AN
ROURLORS MEETING WITH MICROSOFT CHAIRMAN BILL GATES LAST WERK.

LANGUAGE . ENGLISH

LOAY-DATE: July 7, 1538
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VICE PRESIDENT GORE LAUDS PROGERESS OF OX-LINE TOOLS
FOR PARENTS AND TEACHERS

Anpapnces Nevwe OneLine Service, Fraises Progress af Anather

Wishington, DC - Building un be blueprint he ald owd for American Edueation in 218t
Century i Jowa on Sunday, Viee President Gore weday announced new progress on connecting
parents with wachers, 1[}\*0!\'5125 sarents 10y their children’s education. and providing parents and
teachers en<line resources fo improve children’s education.

"Nothing s more important than providing a guality cducastion 10 ofl of owr children. said
Vice Prostdent Al Garel "and | applaad these innovative wivs w involve parents i their
childrun’s educution”

"Parental involverment s essentind 1o dmproving vur childeen’s education”, Gore added
"uikt b am pleased tha (his new, frogs onsline wol will help parents and wachers work together 1o
improve thetr childeey’ s eduenion.”

The Lightspan Partacship is one company that has taken an this challenge -- olfering this
poss Tree oneline ol lor teachess sed paronts catled "Page One™ beginning this Juse, This
serview will enable enchers wo castomne the woeb for their spreilie clussroom needs and share
this resourse with stedents and puremss, Fram home, parents will be able 1o share these resources
and view the entire class valendor and their ehildren’s projects.

Clore also prased other oiYors W connect parenls and schouols on-lne including the
Famiby Education Network. The Family Education Netwerk is an arganization dediented 1o
aroviding parats with fhe ssforoation aod resowrees they need o actively participate i thewr
children's learning procuss.

T vers ago, Viee Preaidan Gore highlighied carlior modals of these serviees st un
annusl Fanule Reanjon Cotference devoted o finding ways w strengghen Samilies, and eathud
for thieir furthicr development. Gore pruised the dramatic developnien of these services and satd
Hretr wide wvaiiability will provide parents and eachery nnpmmm ROW WAYE 1O x&i}?‘% together on
behalf of zi;ur ciiideen, ’

Y



Reviewer Feedback
MARC ANDREESON
Mr, Vice President
Your web vite looks great! A fow thoughis:

* Keeping it fresh and adding new content every day or two will draw people hack
£ il -~ best case, vou will get people coming back every day. Perhaps third-party
commentary, ar poinlers to articles in the press that make relevant points could be
a part of this.

* The Tows Hall page is great - the more you can take gquestions from real people
ard answer them, the better — provides a very personal touch. )

* More audio and video would also be great to see as the camypaign progresses -
migre and more people on the Internet are regularly viewing video amd listening e
audio online now.

Let me know how | can help in the future!

Clweers,
Muare

STEVE JOBS

Steve provided verbal comments. He was not positive abeut the site. Overal! he thought
the site looked like a 2nd rute job. He thought it jooks Hike g good Congressional page.
not o Presidential page.

. He thouaght the page was wo boring, cerchral and isolated which could
sudveriontly reinforee stercotypes. For example, he thought the photo of vou in
suit and tie on the first page was the wrong photo there -- it should be a picture
with prople. not u picture of a politician. He thought the whole blue theme looked

stodey,

e

it

. Graphics. Steve loves-Graphics. (Note: The three main businesses he is @miziad
with - the Apple H, the Macintosh. and Pixar - all sticeeeded because they had
hetter graphics than theif competition) He thinks overall, t he page could do much

N “hetter with better graphivs. Specifically, he believes that the picture of you and
‘ your Bonily on the family page should be enfurged four or five times, He doesn™
think the larger graphics have 10 impede users on show connections - he notes tha
"A{;pk ;}'zg,c uses very large Star Wars | tmages right now. . -

e

Ce



. {n addition to the other buttons an the page. he thought vou should have o ~What |
pitg AR
carc about button™, or & " Whal drives me” button. Hue thinks that is what people
s0ing 10 your web site are really looking for.
ENTHER DYSON

Thanks, The fanuly page and one other that 1 triied gave mic an error mcssage.

I looks fine, but st not too bueractiven.... 1s there a way o put in more feedback,

raphs, simulations, ete.? {probably not overnight.,.) But *not* more graphics, which

B grap

wolld only slow it down.

The real measure of the site will be how you respond to people who write in, how you
post peeple’s comments.....in other words, how you make it deeply interaciive.

Good taek!

fisthier
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Curtailing the Use of Credit Cards for Isternet Gumbling

s proposal resiricts the use of credit cards fur Internct gambling in e following
BEGHR

¢ Credit Card associnbons will agree 1o instituic a bank outreach program whereby information
would be disscrinated to alfilinted banks regarding Internet gambling and the reasons why
bank issuers should consider relusing to allow Internet gamibling charges.

s Credit card issuers and associations voluntarily and in good faith agree o net knowingly
process financial transactions with Internet casine sites,

» Credit card 1ssuers or associations will halt all payments (o a company once thoy receive
notice from a federal low enforeement organization that the company is engaped in Internet
gambling. in addition, credit card issucrs or associations will halt all payments, direct or
mdircet, o Internet gambling sites once the eredst vard issuer or associafion rceeives
appropriaie notice from law enforcement.

o Credit Card issuers or assoclations will engage in a study of the feasibility of establishing
similar procedures for the use of debit cards.

»  The restrictions on credit card use in this proposal do not apply to fantasy sports. Fantasy
sports are gimes of skill and e not o ferm of gambling.

Analpyis of Proposal Number Oue:

s There are two rensons why resirictions on the use of credit cards for Internet gambling will
cause many individuals (o stop ganbling on the Tntamet and switeh to legal gambling
venpes. First, most indisaduals only have a Himited amount of Hquid asscts that might be
usid s a source of funds Tor gambling. Sccond, a restriction on the use ot credit cards delays
the gambling game and reduces the exeitement from gambling. Alse, payment delays could
reduce volume of Internet gambling ameong individuads who do not switch o legad gambling
venues, Al of the highly publicized cases ol fndividuals loging substantial sums of mongy ot
tnternet gambling sites have involved the use of credit cards: consequently. this proposal nay
silve the mast oncrous problems assecinted with Internet gambling.

s Dur proposal docs not ban the use of debit conds Jor Internet gambling and some debit cards
are used 1o tap Hnes of credit. Thistype of borrowing tends tw be limited and higher cost
than borrdwing on oredit cards. A study Should evaluale the potential for réstricting the use
of debit cards to make purchases for Internet gambling, :

u
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Background on Current Attenipts to Control
Interoet Gambling

A Junnary 2000 report by Bear Stearns found that there are 630 Internet gambling sites
and that the Internet gambling revenue int 1999 was $1.2 billion which was 80 percent higher
ihian the previous year. This industry, while only roughly 0.1 percent to 0.2 percent of 1otal
wagering in the Uinited States, has become a major concern in Congress. There is substantial
worry that the expansion of gambling ever the Internet will exscerbate problems for pathological
gamblers and there 1s also unease abowt hinkages between Interned gasnbling sites and organized
erime, These concerns have prompled proposals for new legislation and Litigation involving
sredit card associations and issuers,

» The Department of Justice wants to strengthen existing laws on gambling viathe

Wircline Act {1084} to unambiguously cover gambling through the Intemnet.
*  Bills offered by Senator Kyl and Congressman Goodlalte create a new federal statute
{1083} for Internet gambling.

« A praposal offered by Congressman Leach makes i a crime for an Intemet gambling

si1¢ 10 accept vartous payments for Infernct gambling,

¢ Inaddition, private litigants scek to credit eard debits incurred through Internet

gambling unenforceable.

The abjective of this paper is to summarize and assess the current status of existing
tegislative proposals and litigation related to Internet gambling,  Our assessiment concludes that
the current fegislative proposals will not be effective and are likely to be barmlul s ather
reapects. Morvover, at this time many important groups {anti-gambling activists, groups
representing pathological gamblers, the pari-nwiue] industry, the financial services industry} are
irvalved with the current status of legislative proposals and Hugation related to lntemet
gambling, however, would consider an alternative praposal.

Commenty o DO Propasal;

The DOJ has circuloted ¢ proposal throughout the &{%;21;: istration and on Capital Hill, To date,
the DOJ propoesal does not have a kegislative sponsor. The DOJ preposal updaies Section 1084
of Title 18 {Wircline Act) ¢ include transmission ol bets over the Interngt, The DOJ has publicly

stated that it opposes the KyWGoodiatie approach and profers 1o modify existing law,

The DOJ propcsa] prohibits the husiness of “wagering or beding on the internet. 1t dows not
ke it ilegal for g personswho is not in the business of wagering and betting to place a but
through lhu Internet. i)OJ bﬁ]!L\'LS Ilmt state l.lw would mvcr .suuh dullv:t}'. ' ‘

¢ Section 1084 tile i8isa prcchcaic act 0 RIC.O Two vm]atmm of t;ca,l,mn l()84 title 18 can
resinlt in the.seizare of a firm’s assets. ‘

o The DOI approach, %‘szzscd o a '?rcas_ury proposal, has a narrewly worded exemption for
fantasy sports.

:‘n

Ihe DOT spprouch does ot have anexiemption for horse or dog racing.
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# The DO proposal, upon the Insistence of Treasury and USTR included GATTY exemption
anguage,

Connents ou Kyl and Goodlutte bills:

Seaator Kyl and Congressiman Goodlalte propose to add Section 1085 to Title 18 1o deal with
1ssues posed by Internet gambling. Senator Kyl's bill has unanimously passed the Senate and
Goaodiatie has been passed by the House Judiciary Commintee.

s The bill prolubits and penalizes those in the bustuess of “betting and wagering” on the
internct, The maxinuem penalty for gambling operators under the new law is four years in
prisan and/or 4 $20,000 finc. Racketeering laws are not invoked under the proposed stafulc.

+  The Congressional infliatives include broad exemptions for the part-mutue] industry, joi alsi,
and fautasy sports, These exemptions would allow individuals 1o place bets in stales which
allowed the activity; however, becausc the seftware that faeilitates such betting could work
anywhere this provision might bring Internet gambling on horse and dog racing 1o the entire
country.

Conunents ou bill sponsored by Congressnn Leach, Congresswonuin Rowkema,
Congressman Lafalce and Congressman Baker

This bill has been recently imruduced in the U.S. FHouse of Representatives, A simidar measurg
has nat yet been introduced in the Senate.

™

This bill loms individuals in & gambling business from knowingly sceepting cerlain paymenis
froms other peaple participating in Internet gowshling. Prohibited payiments inchude credis.
clectronic tunds transfor or funds transmitied through the use of a credit card, any cheek.
draft or similor instrument. and aoy Hnancial transaction invelving a financial institution o
ivermedivry acling on behalf of the person participating i Imernet gambling.

s The bill allows for the LLS, Altorney General and Tor State Attorney Generals 1o ask distriel
courts of the Usnited States to issue a restruiming order 1o prevent violations of this biil.

s Violators of this bill shail ba fined under Section 18 of the ULS. t,rlmlnal code and/or may be
mm:momd for up 10 5 years.

» The bill provides & safe hatbar for financial institutions, This safe harbor might have legal -
implications regarding whether eredit card deby incurred from ét‘ziez‘mt g&mbimg is lugal
enforcedble, (L cg,'ll analysis of this issue is needed)) SR .

s The bzﬁ impases substantial z‘agxzzéaior}f bwz ens on the Treasury, the Federa! Reserve Board

aned other banking sgentivs. Under this hill, reprosentatives of the Secrotary of the Treasury
 must oppose loans or utlizaion of resvurces by Internutional Financial histitutions 1o .
countrics that do not ¢ifectively implément measures 10 limit financia) payments and
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tramslors (or Infernet pambling by U8, citivens, The bill instrueis the Secretury of the
Treasury and the Board of Governors of the Federal Reserve System o Himit or preclude
assess Lo the US. payivent system o Bnascial instiutions clurtered in countries that do nat
timnt puyments for laternet gambling by ULS. ¢itizens. The bill madifies the Federal Deposit
Insurance Act by giving federal banking agencios the suthority 10 ban depository institulions
from extending credit or making payments for violations of the Internet Gambling Fund
Prohibition Azt :

The Bill reguires the Treasury to write an amud report on enforeement efforts periaining 1o
tnternot gambling. :

Conunents on lifigation

Individuals who have used their credit cards to borrow for Internet gambling have brought suit
claiming that such debis are not legally enforeeable because credit card compandes are assisting
an illegal busisess. The history and status of this Litigation is as follows:

Visa and MasterCard along with Providian Nationa! Bank seitled o Jowsuit in California with
Cynthia Haoes, Under the setilement, Visa and MasterCard forgave Ms. Haines” credii card
debt and restored hor orodit rating. In addinon, buth frms agreed w ereale & systens whereby
mumber banks could provent processing of Intornet gambling {ransactions in real time.
Providian Natlopa! Bank no Jonger aceepis charges for Internet gambling,

A Wiseconsin jundge sided with the credit card indostry and threw out o class-action fawsail

The credit cord assoctations and dozens of banks have been nwned in elass-action lawsuits in
both New York and New Orleans. Some of the banks oamed in pending lawsuits include
Chase Maphattan, MBNA America Bank, Fleet Bank. Central Carolina Bank and Vrust,
Peoples Bank, Bank of America. Citibank, and First USA Bank.

Analpsiv of proposals and pending litigation:

*

Peaposals oll ignors consumer demand for Internet pambling by U8, citizens. Since Internet
gambling sites are all Inestod overseas i will be extremcly duficudt for UL, law enforcement
organizations (o enforce these provisions with taditionad law enforcement mothods.

Efforts o enforce a profubition on Internut g(zmb?zz*g iy advorsely uapact US, gade and
diplomatic refutionships. Most Internet casinos are logaied in the CariBbenn but an en-line

gamblihg company bogad operation in Australia i May 2000 and Dienneark and freland are

planning 1o initiaie on-line lotierics in summer 2000, Atempts 1o ban trade with legal on-

~line gambling conpanies in countries with trading agreements with the Linited States could
- ead o'trade disputes in the future, Moreover, international sanetions.are the central

enforcement mcchanism in legislation offered by Congressman Leach,

“The Departnent of Justice strongly supports the application o} {I(,O statuies to fnternet

gambling; th{m;,]l hz,:r public dzscuxslon of the adwnln% of ‘%cumn 1684 ov ar ‘ﬁu,tlon



HOBS stresses ety the need Tor laws 1o be uniform aeross wechnology. “The power 1o seize
assets of Internet gambling companies is not ikely to prove to be effective given that Infernet
gamnbling firms are focated vverseas and fixed assets ave relatively small in this industry.

The Dupariment of Justice recently obtained its fiest conviction, under the current version of
section 1084, of un Internet gambling operator whe voluntarily returned (o this couniry o
standd treial, This case is on appeal.

¢ “The Kyl and Goodlatte proposal has been losing support from Conservative groups because
of the toopholes under this approach. Paul M. Weyrich, president of the Free Congress
Foundation, the Christian Cealition, and the Traditional Vahues Coalition now oppose the
Ky! and Gouodlatte proposals because of safe harbors for certain forms of ganbling.
However, Senator Kyl and Congressman Goodlatte still maintain that their proposal is
needed fo curtanl Internet casinos, the legislation has passed major huedies and has a
substantial chance of passing,

o The pari-mutue] industry strongly supports the KylGoodlatte approach to Internet gambling,
Expansion plans by firms, such ax YOUBET.COM and the Television Games Netwark, are
on hold pending passage of the Kyl bill, It 15 possibie for the Administration to offer an
amendment 1o restriet the pan-mutuel safe harbor in the bl sponsored by Kyt and Goodlatie,
One amendiment might Hmit wager size on pari-niutual races for states, which allowed thig
activity. A second amerdnient might provent the use of credit cards for pari-mutuad
wagering over the Internet. Both of these amendments might satis{y crities whe believe that
die exemptions in the Kyl and Goadiatte bills are too gencrous.

o All ufthe legishdion pending oo Capitad Hill cleardy siates that the prospective bans on
nternet gambling do not cover funtasy sports. The DOJ opposes all potential exemplions.
The Donmestie Policy Counsel agreed with Treazury that (he fantasy sports industry should Ix
exempt from laws on Intomet gambling, The Depactment of Justice ereated a narrow
gxemption for fantasy sports, which is very similar (o the exemption that s currently i the
Leach bill, In testiniony before Congress, DOJ continues to oppose cxemptions in general
without mentioning the Lintasy sport industry.

=  The passage of the Kyl Goodlatte bill creates potentiad complications for ¢redit card
assaciations and issuers. [ plaintifs prevail in pending Litgation, credit card debt incurred
for part-mutuel punbling ta a state where wagering on pari-mutual activitics over the Inernet
iz fegnl may not be enforceable iIn a state where such activity is not tegal. This problem may
be farger than we realize since some individoals are domictled in more than one state. It
might be useful for the Administration to offer amendments 1o the bill by Kyl and Goodlatte
that clarifies that rights and responsibilities of credit cord issuers and the associations,

Concluding Remarks

e At this time, the Kyl and Goodlatte bills are stalled. Paradoxically, some antisgambling
groups now eppose (his legistation and the pari-msuteal industry supports it,

-



«  The Depanment of Justice wants to modify the existing law on gambling over wlephones o
include the Internet and all transmission mechanssms, This moditication would differ from
the approach offered by Senator Kyl and Congressinan Goodlatte i two respeets,

[, Wickutions of the current law are alse violauons of RICQ, which lead w0 o wazare and
forfeiture of assets. Violations of the new low gre not considered violations of RICO.

2. The current law does not exempt any form of gambling or any activity that could be
considered a form of gambling, The proposed faw exempls many activities,

The Administraton could facilitate passage of the Kyl and Goodlatie bills by proposing
antendment(s) to narrow the pari-mutuel exemptions. These bills might also become a useful
vehicle Tor amendments thit clarify the rights and responsibilities of credit card issuors and
assoeiations.

The pending legislative proposals and the ongaoing litigation will aot effectively curtail
Internct gambling. The legistutive proposals are potentially unenforceable and will inipose
substantial regulatory burdens. We are developing alternative proposals that should prove more
effective and which entall a smadler regulatory and enforcement burden.



Voluntary Self-exclusion from Internet Gambling Sites

Scif-exclusion programs were first established by the casino industry 1o protect

pathological gamblers. A pathological gambler who voluntarily registered in a self-exclusion
program allowed a casino to deny him or her access to the premises. Global Cash Access, the
dominant provider of ATMs in casinos, has implemented a similar program for use of ATMs in
traditional casinos. This program will resemble the program that Global Cash Access has
already developed.

Consumers whe do not want to usc their credit card at Internet gambling sites will sign a
form that states this desire. Under the program, the exclusion period must be at least one
year.

After a year the consumer can cancel this voluntary prohibition but the cancellation will not
take place immediately. (It 1akes Global Cash Access seven days to reinstate access to
ATMs in casinos.) The delay 1s important because pathological gambling 1s considered an
impulsc control problem.

Analysis of Proposal Number Two:

The available evidence suggests that this progrant is technically feasible. Global Cash
Access needed to use the MasterCard and Visa systems to implement their current program
and MasterCard and Visa have recently updated their systems to provide real-time
information about Internet gambling transactions.

This program has several desirable features. It is voluntary on the part of the person with the
gambling problem. [t requires that the pathological gambler recognize that (shhe has a
problem and take steps to correct it. The program only affects those who sign up for it and
docs not interlere with the rights of others.

The current program by Global Cash Access for ATMs exists for legal gambling venues and
a program involving credit card use could also be applied to legal venues. Application of this
program to fegal venues would be considered a substantial achievement by most of the
groups representing pathological and problem gamblers and all medical professionals that
treat this ailment. (Despite this legislation and attention, Internct gambling represents

roughly 0.1 pereent to 0.2 percent of all gambling in the United States. )’

We can reassure credit card agencies that Treasury would oppose any extension, which
would.not provide benefits commensurate with the additional burden opposed on financial
institutions. . :

Credit card companies could charge a modest fee tor this type of service. Moreover, the
credit card issuer shares benefits from this service from the lewer bankruptey rates that arce
realized. ‘ R ‘



s Another program that (s in many respeets analogous (o the current voluntary self exchusion
propasal invelves the regulation of the transmission of adult television channels thraugh
cable systems. The Supreme Court recently reled in favor of a provision of g recont Taw that
allows houscholds 1o insist cable TV providers block transmission of adult channels o
homes, In fact, the Cowrt determined that this regolitory mechanism was less onerous than
an alternative uncanstitutional part of the same Jaw,

Concluding Convnenity

We are cautiously optimistic that credit card associations and credit card issuers might
agree 10 a voluntary prograim that attempts to curb growth of Internet gambling and the {inancial
problems associated with this industry. At this time, Internet gambling represents only 0.1
percent to 0.2 percent of wagering in the United States and ooty 1 to 2 per cent of the population
are classified as pathological gamblers, therefore, a limtted self-exclusion program is the more
parsimonious and reasonable approach to this issue.
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THE WHITE HOUSE

Office of the Viee Pregident

For Immediate Release Caonfact:
June 8, 20600 {202)456.7038

VICE PRESIDENT GORE RELEASES REPORT ON THE DIGITAL
ECONOMY OF THE 21°" CENTURY

WASHINGTUON - Vice President Gors and U5, Secretary of Commerce William M. Daley
today released Digital Economy 2000, the Commerce Department’s third annual report on the
mformation-technology revolution and its impact on the economy. Electronic commerce and the
mformation technology (1T} industries that make ecommerce possible are growing and changing
at breathtaking speed, fundamentally aliering the way Americans produce, consume,
communicate, and play.

“We aie indeed in a new economy—an economy driven by information, research, knowledge,
and ‘echnology. The report released today underscores an economy that values the productive
capacity of peeple aliove all else,” Vice President Gore sald. ™ | want to ensure that we can
sustain the innovation that is now driving the economy and bring the promise of a beuer hifc to
all Americans,”

“This report, Commerce’s third, shows us that the benefits of 1T are quickly spreading scross the
board, and eventually will 1ouch every business, from the smallest mom and pop shop, 1o the
biggest Fortune 104 Daley smd. “The first two reports were called “The Emerging Digitad
Economy.” Today, after just 26 months, we dropped the “Emerging,” because it’s here, in fuct,
it has became the daving force of the American Economy”

Report Highlights;

1T industries are the number one driver of our economy. Qver the last five years 1T

. industries accounted for a thivd of‘U S. growth despite the fact that their share of the econoiny 5

just 8 percent.

‘ ‘Technological changes have dramatically low cred the costs of computers and

communications, and spurred business investment in I'T hardware and software. Cg}mpuz’ez‘

- prices declined by 12 percm% a yeaz' from 1987 10 19594, bzz,z piummaiaﬁ 26 pcrcenz ;}et year from

}995 1o 1999,

Real I'T investinent doubled from 1995 to 1999, from $243 billion to $510 billion. 1T
nvestment represented two thirds of the growih in total investment during those years,



+ The decline in IT prices has directly lowered inflation by an average 0.5 percentage ponts.
By ratsing overall productivity growth, [T has also contributed fadireetly (o reduced inilation
in the rest of the economy. Contrary 1o all recent expansions, mflation has been failing
throughout this expansion. Even excluding the falling prices in 1T, inflation in the rest of the
gconomy has been falling,

s In 1998, the number of workers in IT-producing industries, together with workers in [T
pecupations in other industries, totaled 7.4 million or 6.3 percent of all American workers.
Growth in the IT warkforce acoelernted o the mid-1990s, with the most vapid increases
coming m industries and tob categories assoctated with the development and use of IT
applications.

s Employment in the software and computer services industries nearly doubled, from 830,000
it 1992 to 1.6 million inn 1998, Over the same period, employment in those T job categories
that require the most education and offer the highest compensation, such as systems analysts
and computer scientists, engincers and programmers, increased by neasly 1 million positions
ov almost 80 percent.

= In 2000, the number of people with Internet access will reach an estimated 304 mitlion
people world-wide, up almost 80 percent from 1999, In the past year, the number of
Americans online rose by 40 percent, In the vest of the world, however, Internet access grew
even maore quickly. Forthe first time, the United Staics and Canada now account for less
than 50 percent of the global online population, ' :

» There is growing evidence that finms are moving their supply networks and sales channels
online, and participating in new online marketplaces. Fums we also expanding thewr use of
networked systerns to improve internal business processes—t0 coordingte product design,
manage inveniory, improve customer service, and reduce adgministrative and manageyial
costs.  Nonetheless, evolution of digital business is still in an early stage.

s U.S. economic performance in recent years contrasts sharply with our own recent history and
with other industiial couniries that may readily purchase 1T on world markets. The strength
of U.S. investment in 1T has been spurred 1n pant by sound budget policies, cooperative
mionetary policy, a pro-competitive regulatory environment, and a financial system and
business culture prepared fo wke sisks.

Digital Economy 2060 arvays compelling evidence that the US. economy has crossed inte a new
era of greater economme prosperiiy and possibility, much as it did it did'after the development
and spread of the eleetric dynamo and the internal combustion engine. That doesn’t mean that
the business cycle is a thing of the past or that we will never face anothar sconomic stowdown.
What it means is that in the era of the Internet and other information technologies, the American
economy may be able 1o achieve rates of economic grawth that are higher and more sustained
than in the past, with soonger income gains and lower inflation and unemployment than we bave
seen for a pengration, . '



IT industries have also been a major source of new R&D investment, in 1998, [T industries
investod $45 billion in R&D, or nearly one-third of all company-funded R&D. T industries
accounted for 37 percent of the prowth in total R&D betweeen 19935 and 1998,

IT is making the U.S. substantially more productive. With 2.8 percent productivity growth
from 19935 10 1999 — double the 1.4 percent vate from 1973 t0 1995 —1he U8 hay a new
conomy. Improved productivity has lowered inflation and raised real wages.

FT is lowering inflation. Falling IT prices have directly puiled down average inflation by 0.5
percentage potats 4 year. In addition, by raising thewr productivity, IT is lowenng inflation of
other industries.

The I'T sector is rapidly ¢creating jobs at dramaticaily high wages. IT jobg average $38.000 3
year, 85 percent higher than the average {or the private sector. Between 1994 and 1998,
employment in IT industries expanded by 30 percent, from 4.0 million to 5.2 million jobs. 1T
accupations that pay the best and require the most education have been growing mast rapidly.

Internet access arsund the globe soared 78 porcent in the fast year to 304 million people.
That represents a hundrad- fold ingcrease as compared to 3 million people online in 1994, Tod ay.
there are over a billioh web pages, and 3 million new pages are added every single day.

Businesses are increasingly using the Internet to improve efficiency. Firms are moving their
supply networks and sales channels online, and participating in new online marketplaces. Fivmng
are also expanding their use of networked systems fo improve internal business processes—1io
coordinate product design, manage inventory, improve customer service, and reduce
administrative and managerial costs. Monetheless, the evolution of digital business is siilf in an
early stage.

Economists have substantially raised their forecast for long-term growth.  Their 16-vear
fovecasts now call for 3.1 percent growth, up from 2-1/2 percent little more than a year ago. The

zcgm‘t 5 aﬂ'll}{xis sup;x:»ns this view of o new economy.

The report for the first time cozzciaées that the Digital Econezu} is }wre to Stay.

To downioad the report and for more :z;:f:zrmatmn ou the erm‘z‘mem of Cam meree, visit -
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