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Encryption Announccmcnt 
WI [ Pn.:ss !hiding RDon' 
1!:45 alll, W;;dn<.'~Jay, Scplemhcr ,(,,1:, 199X 

Mcctin~ rcque..tcd hy I):n"id Heier 

Hricfing prepared hy .Jim Kohlcnhcrg~r 


EVENT 
You arc making a major encryption announcement and kicking off n press briefing on tll..: details 
of the announcement This annOllncement marks the next step in un encryption policy pro..:css 
which you fifs! launched months ago that brought mdustry and law enforcement to the tahle 
together 10 develop encryption solutions that both protect legitimate law enforcement needs 
while promoting electronic commerce and protecting privacy, 

LOGiSTICS (A's of this writing, subJect to change) 

• 	 You wil! '..':111:.:r ih'...~ Brief:ng Room joined by other agency principals involved in 
the mmOIl:lccJnenl. 

• 	 You will make a brief statcl!lcnt £ll1d depart. 

• 	 After your departure, John Podesta wil! be master of cc'rcmonies and introduce 
other agency, industry ;lnd Congressional players for rema~ks and questions, 

yaeR ROLlYCONTRlIlUTION 

• 	 You making a major Ilf.:W ellcryption jmiOtlnecllH.:nl and kicking offa press 
briefing Oil lhe announcement. 

PROGRAM NOTES 

• 	 In Mmch, you responded lO H:~ltcr ftom Senator Dasehlc amI launched the policy 
process that brir:gs us to these ;~r~liOUllcernerHs today. At that time you called for 
an "intensive discussion that \vill apply the unparalleled exrcrtise of U.S. industry 

. leaders in developing innovative solutions that support our national goals." Over 
the last scverafmonths ind,ustry and lay! enforccmcIlt have bad encouraging 
'discussions that hnve led to these announcements . 

., 	 Today, you arc once again :>cnding a letter to Senator Daschie (attached). Today's 
'anmnutc~meni marks yet anotilcr step in thc ong9i'ng encryption policy process, 

" 

• 	 'inc audience will include representatives from industry and members of 
',Congress. '.' ' , 



Ag.encies involved in ihe mlUounct'JUcnt 

FBI 

Ji:sti.;c 

Comn:;:rcc 

Delcnsc 

NSA 

CIA 

Imlustry Valitlators 
CSPP _. Computer SYStems Policy Project· a coalitiun of computer manulucturcrcs 
!13M 
HI' 
ACP 

,fdTACHMENTS 
• 	 Background on announcement 


Cupy of Iq1cr 10 Daschle 


• 




DAAF-T 

ADMINISTRATION IJPIMTI(S ENCRYPTION POLICY 

WASlffNGTON -- The CltuiOn Auminis!I,uion today ~Iflnmmced a SCfteS ofsteps to 

Hpdatt: ils encryption policy in a way that me..:!" lilt: ftll[ rung..:: of national interest:;:: pmmOlt:-,,{ 

cloctfOlJi-c commerce, :\uppOIl:\ law enforcement ?-nd national sl.!curityand pmtccts privacy. 

These steps lIn:; a Icsult of SCVCJulll10uths of intcm:ivc dialogue uctWCCI1 the government and 

US. indl,lutry, the law enforcement COtlUlHlllity and privacy groups that was called for by the 

Vice PI!:;;idcnt and supported hy mClahcr;; of Cnogn:,s$. -. 


As tile Vice President staled in a icHcrto Senator Daschlc, the Administration rl.."lllains 
committed to assuring that the natioo's law enforccment community wiH be able to access, under 
strictly defined legal rroccdmcs, the plain text ofcriminally rdated communications and stored 
infomlatiotl, The Administration tlltends to sUPfx)Jt FBI's establishment ofa technical support 
center to hel r build the technical capacity oflaw cnforccmcnl- Federa!, State, and IQcal- to 
St.1j' ahrca:lt of adv<1llcing r..nmrnuniC<lliolls technology. 

The Administmtion will also strengthen iL~ support for electronic commerce by 
permiHing the export of stroll!) encryption when used to prolcct l)cnsitivc financial, health, 
f1ledicat, and business IJfoprict~\.l)' InfOlmaliun ill clcci.onic f()!ll! The updated export policy 
will allow U.S. companies Hew oppmillnitics to sell encryptiDn product$ (0 almost 70 perCCll1 or 
the world's (XA?:mmy, including the Emopcan Union, tile Caribbcnn and ;lOrne Asian ,U1d SoHlh 
American C(lulltrl"::"L 'Illc''',e change'!. in c..xport policy were ba.<;:ed on inpnt fnJm industry group:; 
while being proteclive or national securiry and law enforcement itHercsts. 

Til..; H<.;.W export gliiddillC'l will IH')flllit ex:porls to Odlel industdc~ beyond financml 
i IlslituIJOl1;l, ,tlld flll ther st. caml inc ex pOl C'l of key recovery pi uducts and other Iccovcrabk 
cncrYlltiol1 pfoducrs. EXpO!1.:> to those end Llse!'s .and destination countl ic." not ad{llcsscd by 
today's <'HlU()UIlCemCIl( wilt runtinue tIl bl..: 1'.:viewed un a casG·by~cas(~ basis. 

Vet) stiong cnclyption with allY key length (Witll or without key iCcovery) will now be 
permitted l'Or cxp<Ht, tinder license cxceptio!1, to several indusity sectors, For example, U.S. 
comp::wlc.,>: will he abk to export vcry strong encryp!ion for usc between their hcadquMtcn; and 
jhcir fOleign suhsidiaries worldwide except (he seven {CHun;.;! c01mtrlcs (Iran, Iraq, Libya. Syr Ll., 
Sudan, North Korea and Cuba) 'to Plotcct their .sensitive rompany pmprietary tnfOimation. 

'Un-line mCICbanl!i in 46 o)ulIuic.:; will be ab1t: to USI.! luh~ISj U.;i. ellcryptttln ptuduct~ to 
pwtcct thei! on-line electronic commerce transaction!> with ~leif custom~l·s over the hltcrnel. . . ' .. 

.InStl{an(A>com!Hmic.~ fi.'4 well as the health Mid medical sectors In thuse saUle 46 (:-OtlllttiC:J 

wLlt be aul'c to 1l\~lchasc and usc' robust U,S .. CilClyptiofl product;'; to SCCUtc health a~td insurance 
data arnollJ.i Icgit:matc tlSCIS such a.~·hosl;i{als, health care pr(l(i..:,<;sionals, p,lticnL">, insurcrs ami 
their custO!llers.. " 

, The new guide! iilcs,also ~IJo.w encryption hanhyarc·an?' :-;(:ft\~·~.fC '(1ri)duCL,,"~idl" 
,encryp1ion :>tfcngdi \ip.to 56·bit Ol:-'S or,.cquivatcn{ ·t,ri oecxpOfted without a liccnse, aftcr a olle 

'.", ". ".".. .., .. .' ".'. ,..;.' .. . .,' . " . .'. ' " ' ... . .' ,.. 

. .' 
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time tcchlHc.11 nWlcw, {o all US-:li' outside tile seven tenons! o;mntllc..'i CWTcntiy, shcamlined 
CXpOtll' or Dl;:S produCL'i arc permiHed f()f those companies that have filed key J cc-uvcry hu:;inc,q,s 
pl::w;;.. However, \vilh the new guiddinc..<;, key fcCOVcty busiuC$s plans will no longer be 
n:qnircd. 

The AUlIllnistJatlon will continue to llromotL! the development of key rCCOVC-fY pmdw:::$ 
by easing rogul:.nuJ Ylc-quilcOH;nts For lhe more than GO companies which have submitted 
plan;;. to develop 31ld marKet key rt-'COYcry encryption products, the six month progress reviews 
wili no longer be rcquirc(L Ouce (he products are rcady for market, they call:bc exported, with 
any bit length - without a liceuse -- world-wide (except to terrorist nations) after a one-time 
review. FurtheouO{c, exporters will uo longer need to name or submit additional infomlation 
on a key recovery agcnt prior to export" These requircment.. will be removed from the 
regulations. 

finally, industry !la.''> identified oHler so-cafled «recoverable" products and techniques that 
allow for tlv~ recovery of plaintcxt by a system or nctwOJ k administrator and that can also assist 
law enforccment access, subject to strict procedures. The Administration will penn it thcrr 
cxrort COf U:;C within most foreign con~rncrciill fimls, and their \vholly~wncd subsidiari~", in 
lalgc markcts, Including Wc..<;1crn Europe, Japan and Australia, to protect their internal business 
PJopridary communication". 

Tl~c ,\:.IIJ~in!:':tntion wdcomc.s a continued dialogue with U.S. intlU,;lry and l:ltcnds to 

I eVlcw its, polICY iii one year lIJ tictcnninc cf additionalupdatc'l lIlay he ncccs:sary to continue a . 
balanct.:d approach that protect;.; the public safety and national b(''f.:urity, ensure,." privacy, enables 
continued h:dHlO!Ogy kmicls.hip by U,S. indus:ry and plUm~)tt~.; C:cGt;\}f)ic cummc:cc. 

" . .i 
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Fact Sheet D~AFT 
Encfyp{ion.Expoft ConimJ Updak 

September 16. 199X 

Expmts of56-bit 1)13:) and C{luivalent products (hmdw'lfc and software) will be 
strcamliricd (ulHlcr licclIsc exception). Requirements for key rccovclY plans arc 
dimiuatcd. 

EXp0l1s of ulllimi.te~t strcI_~B.ili clIcf),ption products (with or withoHt key rCCQVLfY) will he 
stlcamllflcd (ullder liccnse exccption) to cCI1ain industries. The sccturs'"arc: 

Suhsidiaries of U ,S. Finns. worldwide (except seven fCTrOllSt nations). 
(nsu~~_.~-mnJlanics to the Slime 46 countries rccently approved for exports to 
banks and financial instt1utiO[) exports, 
Health and medical organizations (including civilian govenuncnt health agcuclcs) 
in the same 46 countries. Docs not include biocilcmicaI/phann3cculical 
maullf.1c(urers" 
On~l!nc mcrclmnts for client-server application~> ill the same 46 couut,ics, with thl! 
pUfllOSC of securing electronic iransaction5 between mcrdmnts and their 
ClIstomcrs, Docs not include: lllantifactmcrs and distributors of items ctJJ\trol1cd on 
the tU:L munitions list. 

, 
K-cy !teeO\/,ax products will continue to he ~xponahlc under liccnse except.ion worldwide 
(exccpt ;:;evl:u lelTorIsl nations). Review offorcign key recovery agellts 15 clifulnat!.!d, 

Exports of"reco\'crablc" products will be applOvcd to most comrnen.;ill finns, -and their 
wholly~owncd subsidiaries, in a brond [{mgc of coulltries under cnclypil0n licensing 
amll1gcfllcnl,s. This group or countries covers lIlo:,>t major cOfHmcrciatmarkeis Including 
Westem Europe, Japan, and Australia. The policy docs not include service providers and 
manufacturcrs find dislriiJlltors of items controlled on the U.S. munitions liSL 

Exports to end users or destinations olltside 1his policy arc possible on a case-by-case 
hasis, 

Prior to exp0rl, products arc subjt;c! to a onc-timc proouct technicalll!view. 

. . ' . 
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September 14, 1998 

The Honorable Th{)mas Daschle 

United States SCl1.Iltc 

509 Hart Senate Office Building 

Washington, DC 20510 


Dear Senator Dn.sch!e: 

Thank you [or your letter o{Septcmber 14. 1998, inquiring abOL\[ the progress the 
Administration bas made in our dialogue with industry on cnc:yp!ion policy, [am pleased to say 
{hat we have arrived at a scI of measures that we believe continues a balanced approach and 
makes progress, illdustry's inputs into the dialogue have in r.t.1ny ways fonned the b.1sls for the 
measures we arc uoocrtaking, OUf continued preference is to arrive at coopef~livc solutions 
rather than seeking to lcgisla:c domestic centrals on encryption. We appn:ciate the role you tL.')d 
others in Congress have played in creating an environment condHcivc to SIlCCe$S, 

We remain committed (0 assuring that the nation's law enforcement community 
continues to be able to access, under strictly defined legal procedures, the plain text ofcriminally 
related cotrununications and stored information. Partially Jll response to industry proposals, we 
intend to support the establishment ofa technical support center to the FBI to h\,fitd the capactlY 
ofiaw enforcement - Federal. state, and loca1- to stay abreast of rabid changes in technoiogy. 
The de~s cc:mcerning the organiZ3tion of the center will be worked ouf so as tc maximize usc of 
existing government resources and, avoid duplication. 

We also recogni2e the need to assure that U.S. industry continues to compete effectively 
)n global markets. Accordingly. the Commerce Depaft?tent will shonty announce the derails of 
an update 10 our cxpon c.ontfols tltat wit! promote the growth ofpriv3,te, secure, electronic 

. c.onunCft;e, In adopung these ffieasUf'C$. OUT guidi.'18 principle has bef..l1 to assure that nny steps 
are cormstent. with fundamental natioruu security and law e:n£orcemerit eon?=ms. 

In our.view, these measures. represent ~ major step forward. However. given tile rapidly 

evolving nature of this lcdUlOiogy, our pelky toward encryptlon 1S inJ.iC:fcnt(y one ofongoing 

adaptatiqn. We wil"l continue our dialogue, and win review oW' cuncut poticy in one year to 

determine what a.ddition.tl measures U".3y be needed tc continue il balanced 3,ppronctJ that 


PftINTf:.o ON Ilf;CVCU,O PM'E)l 
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Page 2 
Senator Duschlc 

ptomorl!s [he growth of secure electronic COillfllCfCC, protects the public safe!}' ami national 
sccutity, enSures privacy, and enable continued techno[o(',y leadership by U,S. industty. 

Sincerely 

~'re~ 

AG/nnm 

http:Vffl'.1L
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TilE WIIITE 1I0USI·: 

Fill' IllIttlcdhlte Uclcasc Cnnta"l; 

Thul'stlay, Odohcr l, 1998 (W2) J5fl~7035 


VICE I'RESIIlICNT r;OIm ANNOIJNO;S NEW EFFORTS TO CllACK j)OW'I 
0'1 sovrWARE I'!RACY WOllU)-WmE 

Washington, DC --Vice President Gore announced today lh~1t a new Executive Order (EO) will 
direct cederal departments and agencies 10 prevent nnd combat computer software piracy, Hnd the 
Ilrcsidcnt also will direct the United Sta1es Trade Representative (USTR) to press foreign governmentS 
to enact similar protections. 

"Today, we are declaring war on software piracy," Vice President Gore said. "The message is 
elenr: don '( copy lhat floppy. At home or abroad, intellectual property must he prolCc(i.:d." 

The icdcml government is the world's largest buyer ofcomplltcr-rclatcd services and 
equipment, ~It over $20 billion a year, An cs!imatcd $11 billlDtl was lost world-wide to software pir,lc), 
b 1997. tnm<;h't~ing iew tiS iil<lny:<s 130,O()O lost jobs in the United States. 

Yn:~jdcnt Clinton's E.'{ccutivc Order direcls agencies :0: 

• 	 En::ure thm only authori:t.cd computer software t$ acquired for. and used 011, ,;tgeney 
<;nmputers, 

• 	 Ensure that agency policies and pmctices related to copyrights 011 computer software 
~lrc adequate. 

• 	 Prepare an inventory o!'lhe software on their eompulers. 

• 	 Develop and maintain adequate record-keeping syslem~ for their computer soflwHn:. 

Vicc P(t;sidcnt Gore said the President is directing USTR Charlc:1c Barshcfsky to press other 
governmcnts flv..:r the next year to ;mn<Juncc progr<lI:)S >!ns'Jrillg thut their departments and ministries 
llSC only legitimate software in nn :l1IlllOrizcd marmcr. Working closely with software companies, 
USTR will seck to persuade olher governments to Illodcm'izc their software management systems. to 
assess software lise tbrough comprehensive audits, and to cnsllf,c tbat procurement prncliccs cull for, 
and budgets provide for, acqui.sitioll ,IUd usc of"lcgal 5oftw:are.·" 

Fif!aIJy; tbe Vice'P~5idcnt announced that ,the 'Commerce Department ~ill awar~ 79 new 
. Advanced Technology Program'(ATll) 'grants, worth $82 million, to lieep America at the cutting-edge 

of!edmology and Innovation. ATP helps fimd higher-risk, highcr~payoffillv.cstmcnts thM can yield 
enormous eeonomic benefits. Dy requiring cost-sharing from industry, the ATP leverages federal 
rcscarch dollars and encourages com~anic.'i to invest in long~tcrm technological breakthroughs. 

~mqrc~. 
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Thb year's grants will go ltlf, amollg other !lungs: 

• 	 Technology 10 restore m:rn: functlOm: to lr":iI! victims ,)1' :.p]n;d c(1rd injuri..:s. 

• 	 Digit,,1 video technologies tlla! will all(i\\' businesses to do \'ideo-confcn'::llcing Dvcr 
ordinary pholle lines. 

• 	 Software \ccllllologics that will dramnlically cut the cost of updating tht.: skill:.; of 
workers using computcr~bascd training. 

### 

• 
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CRACKING DOW1\' ON SOFTWARE l)m.ACY 

Today Vice President Gore announced stepped-up efrorts to light software piracy around the 
world. These enarls will lead 10 more sales of u.s. software companies and more high-tech jobs. The 
Vice President said, "The message is clear -- don'l copy Ihal floppy!" 

'111e United States Govemment is the world's largest purchaser ofcomputer-related services and 
equipment, purchasing more than $20 billion annually. At a time when a critical component in discussions 
with our international trading partners eoncems their efforts 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 user of computer software arc beyond reproach. 

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

• 	 Ensure that only authorized computer software is acquired for and used on agency 
computers; 

• 	 Ensure that the agencies policies and practices related to copyrights arc protecting 
computer software arc adequate; 

• 	 Prepare an inventory of the software present on their computers; and 

• 	 Develop and maintain adequate record keeping systems for their computer 
software 

FUl1hermore, the Vice President said the ,President is directing US Trade Representative 
Charlene Barshefsky to usc the issuance oCthis Executive Order over the next 12 months to press 
other gove!1llllents to anllOLlllce similar programs to enstlf<.: that their departments and ministri<.:s 
arc using only legitimate software in an authorized manner. Working closely with the software 
companies, USTR will seck to persuade other governments to modernize their software 
management systems, to assess software usc through comprehensive audits, and to ensure that 
proeurcment practices call,f()I", and budgets provide for, acquisition and usc of "legal software." 

In the last decade the software industty and other copyright-based industries have become 
a critical engine for economic growth, both in the United Slates and around the world. 

• 	 A n:ce;ll.study SI.lOWS t!tal. U.S" copyright-based industrie's, arc growing. at tw!ce the 
annual rate of the economy. U.S. copyright iildustries arc employ over 6.5 miliion people 
--5.2% of the U.S. work force--and contributed over $60 billion in foreign sales, more 
Iluin any other U.S. in'dustrial sector. . . 

• 	 .'111e l).S.lIomputer software industry alone has grown at ne~rly seven time~ the rate orthe 
rest o~thc economy in the last seven years . 

." .:. 
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• 	 J !ow<;vcr, Ill:.!' probkm ofpH~lCy is a ~<:riou" \)!lC. So!l\I/arc industry associations ''':Slllll,!h: 

the worldwide $ofiw:uc inciust:'y lost S II billion due to pi:~ICy in I f)!)7 This high piracy 
rul\.: {hrc:llc!)s i\mcricanjuhs and risks andcrmining 1he innovation thai is helping to drive 
our economy. 

I"'VESTING IN CIVILIAN TECIINOtOGY 

• 	 The Vice President also announced thal the COrHmerce Dcpalimcnt will award 79 new 
Advlmced Technology Program grams to keep America at the cuttieg-cdgc of technology 
and innovation. 

• 	 'Ille Advanced Tcchnology Program helps fund higher-risk, higber-payoff investments 
that can yield enonnous benefits for the whole economy. By requiring cost-sharing from 
industry, {he ATP leverages federal research dollars and encourages companies to make 
investments in long~term tecbnological breakthroughs, 

• 	 This year's grants will fund an exciting rangeoftccJmologicslhat will creale 21 51 century 
industries and 21st century jobs: 

Technoiogy to rcstore ncrve functions to treat victims of spinal cord injuries; 

Life-saving DNA diagnosHcs at 1/100th of the currcnl cost; 

Digital video icchno!ogies that will allow husinesses to do vidco~confL:rcn;;ing 
o\'er ordinary phone lines; and 

Software technologies th~t will dramatically lower th¢ cos: ofupdating the skills 
ofworkcrs using computer-based training . 

• 
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Satdlilc Fced to Calili,mia Tcchnology Confc."cncC 
Room 459. 01'011 

II: 15·! 1 A5 ,Ull. October!, J90H 

:\ll'ctitl~ rl'qlH'stcd hy Jim l(ohltnIH~rgcl' 


Bridin~ prcf):ln·d hy .lim Kllhlcllbcf1!CI' 


I,VI;NT .r-

Yon arc speaklOg to a conference on mission critical computing by satellite :mclaunouncing 1) a 
new executive order on soflwarc piracy, 2) ~ new elTon to crack down on software piracy around 
the globe, and 3) $82 million in Advanced Technology Prognltn grants to help ensure we sustain 
this HCW economy. Although the software industry has grown at seven times the rate of the rest 
of the CCOOOHl)\ last year there was an estimated $11 billion worth of software pirated around tlie 
world. There will be selcctctl invited press at (he conference site in Palm Springs'Califolllia, 
We h:lVc pn:vlewed the mmouncemcnt with the New York Timcfi ror an early story. 

LO(JISJICS. (As nCt!!is writing, subjcct to c!l;:iI1gc) 
Sandy Reed, t.:ditor ill chief of Info \Vorld Magm:illc wi II open the COil ference, 
making irH!'oductory remarks from II :00 to 1t:! 5 EST, 
Ligbts will thm. Off stage voicc WIll a])nOUl)GC ym!. 
YOll >l1:',kt! !CllWrKs. close and dcp~:';. 

YQUR 1;QI,E!CQNTRIIlUTIQN· 

Thl::;' con{i;n:m;c aliow~ you to highllglli the government's role in the flt:\\' 
(:cr-'Domy :md nnnmmcc-sevcralimport:m! steps to ensuring that we can sustain the 
!leW C{;OllOmy and mission critical co;npuling, FHndnm~ntH!ly, we nc..:d wdl 
lr;ll!l::':o w{);KCrS (H I f3 compromise as example), ,1 healthy cornptlling indt:slry 
(t;;rgcHiug software piwcy as example), and investments i:1 innovation (AT!' 
announcement as example) upon wbich cri!ical computing depends. Yo,lr 
remarks nnd the announcements will reinforce tha.t message. 

PROGRAM NOTES 
Mission Critic:!! computing -- Mission criticnl computing is computing thaI a 
company depends on for core functions of11l1:ir business. For {~x,1mplc, an :Iidine 
I\;s,\.:rvatioll sys[erp is cri!icallo :hat ;l~dl!$t! ics ,lbility 10 Juncliolt, 

.. 	 ,,,hout the conference. John Doerr and u;\.v PiaU, CEO.ofHcw[ctt Packard 
lnvih:~ 'ym; w speak at the .confcrencc.,'l11crc. arc about 700 attendees ,,1 this 
Invitatlon'only conference. Hev,clctt Packard, Cisco.Sysien~$, Oracle, 'SAP. EMe. 

. A'ndcfscn Consulcing are the "plu'tinum" sponsors of tl,~is confetcnet;. l1ic 
audicnce is prcdomin:mtly composed of corpornic leaders fr{)ln bust!lcSS and the 
information tcchnology industry. AI this conference they will tim,omKC ,\ ;:'eric..'i·"f 
foHow-oti, confercnccs around the world, 

, : 



'!'he AUfl:flUlIl'enil'l1t 

• 	 Tht: Ullltcd .'tileS (;Q\clllnlCnll;> Ill,,; vMdd':i I:ugc<;! pun.:h;tscr o)";;ompt:ka-lcbtcu 
scrvict:!, and cq:lIpmca!.. pun:hasing, BlorC than $20 billioll mlnuaUy At.a time when a 
critical componcnt in discllssions with our intl..':ntalinnaJ tmding partners concerns their 
effo~t$ to r.:nm:lat piracy of l.:ompu1cr software and other inll.:l1..;:ctmd property} it is 
iw.:tlmbullt On liS to ensure that our own goV!.:! nm<:I:1 '5 practices as a .purdH.lSCf ,and USCI' of 
computer software arc bcyond reproach, 

• 	 Tbl is why you a,c announcing thaI President Cinton lias signed n DCW Executive Qrda 
today (j-.at directs federal agencies and departments to prevent and combat.computer 
software piracy. Among other things the Qrder directs agencies to: 

l;llsun.: ih~u only m:ilioriz\.'d computer softwtlre is acquired for <lnd lls~d Oil ogeney 

l;omputcrs 

(~nsurc (htH the agcncic$ policli.:s und practices related to copyrigb{s are protecting 

,;on:puh:::" :;o!lw;,a; :in; UdCqUH{{; 


prcpa;\:: :1/: invcntofY of tbe soltW(lfe jJlc:;cnt 011 thdr computers 


de\tl'-Iop and mainwilHidcqumc record kcer!ng".sY~1CIllS for.thcir<comIHller 

!;nft \\'al",-' 


New Stclllwtl-uP Gloha! Effllrt IH Fi~lit Piracy 

• 	 Ftlr!hcnnon..:, you will <HlIJounCG (bm the Pn.:sident is directing US Trade Represelltative 
Charlelle Barshefsky to us\..! the isslJance ()C this EXi.:Clltivc Order oyer the next 12 !!lund,s 
to prcss othcr gO\'crnmcnts to annOunCe simil:lr progrtUllS to ensure (hat their dep,mmcilts 
and ministrics arc using only Iegitimatc software in an Huthorizcd /l1;IIl!1CL Working 

dascly with the software companies, USTR should seck to persuade other go"crnmcnt~ 
to modernize their so!l.ware management systems, to asscss so(h\'urc lise through 
comprehensive audits, and to ensure that procurement practices call for, and budgets 
provide for, m::qt!isitiun and LIS!; oj"'legnl software." 

RclcV1WI Fads on Software Piracy: 

Tn Ih!: last decade the software industry has hecome a critical engine f()r economic 

growth, both in {he Uniled States and around the \vorld." 

.A. 1\."l.;I:n1 s:udy Bbows that U.S. cOPYrlghi~ba~cd illd~stric,,,, arc gmwing at twice 
thc 'annual ratc of the economy. U.S. copyright industric."1 an: cr'lploy over 6.5 
milliull people --5.2% of the U.S: \~'ork force-and contributed over $60 billion in 
foreign saics, Illure than any o~her U.:-;. industrial sector. 

'" . . ... 



The U.S. compllkr software industry alone bas grown at nearly seven times thl' 
rate of the rest of tile econOlllY in the last sevcn years. 

Howevcr. tIle prohlem of piracy is a serious (llle. Thc Business Software Allial};:e 

estimates the worldwide softwarc industry lost $11 billion duc to piracy in 191)7. 

Adv:lnced Tt.'chnulogy Prcll-.:I':llll Annollncement 

• 	 You an.: also annoullcing that the Commcrce Department will award 79 lIew Advanced 
Technology Program grants worth $82 million to keep Amcriea at thc clluing-edge of 
tecllnology and innovation. 

• 	 The Advanced Technology Program helps fund higher-risk, higher-payoff investments 
that can yield enormous benefits for the whole economy. By requiring cost-sharing from 
industry, Ihe A TP leverages federal rcsearch dollars and cncouragc..'i .companies to make 
investments in long-Ierm tccJlllological breakthroughs. 

• 	 This year's grants will fund an exciting range oftcchllologics that will create 2 I st 
century industries :uld 21st century jobs: 

Technology 10 restore nerve functions l~ treat victims of spina! cord injuries; 

Life-saving DNA diagnostics at III OOth of the ell!Tcnt cost; 

Digital video technOlogies Ihal will allow businesses 10 do videD~C()JlJcrcJl(.:illg 
over ordinary phone lines; and 

Software technologies that will dramatically lower the eosl of'updaling till! sl,ills 
or workers using CompUIl!r-lmsed training . 

• 
Your remarks 

.... 
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Innovation Annoullcement 
Room 450 OEOn 
11:45· 12:05 pill. Wl:dl1l:sday Oclober 2l<ilh. 11)')8 

Mectinv, I'cqucstcd hy U:lvid Beier 

Briefing prcp!lfI.'d by ,lim Kohlcnbc..gc~ 


EVENT 
You arc announcing the world's fastest computer, announcing a newly signed law crcu(ing the 
world's fastest network (NGI), and anJiOul1cing a newly signed law to bring copyrights imo the 
digital age. These three new steps that you arc announcing allow us as a nation to harness the 
powerful forces of science and technology to grow the new economy and build a stronger, 
healthier, and more productive future, 'nlis event will be attended by about 170 information 
industry leaders including many who worked on these and other pieces of technology legislation 
that passed in the closing days ofCongress. Note: lhis event is open press. 

LQGlSTlCS (As oflhis writing, subject to change) 

.. 	 You WI:! greet Nick Donofrio, Senior Vice Prcsidcl:t ofJBrv:, and Chri<; CalnG, 
Vice Pn:s;t!;,;:ll <It 1131',,1, outside the hold. 

• 
~:~crc!ary BHI Richardson n~akcs brief remarks and introduces you~ 

• 	 You makc brief remarks during which you car. bold up a microprocesso:- nut! a 
calculator nl a designated poiJ~t in the ren:arks in order to makc the point that it 
would take a human 63,000 years to perform as n:any C<lkuJations as thi; 
i,'omputt:r ean in I sccond. 

" 	 After yom remarks, you depart. Secreta~ Richardson and Nick Donofrio,~Scnior 
Vice President of IBM, will explain a liHle more about the c~mputer after your 
departure, 

YOUR ROI,FJCQNTRIllUTION 

" ',1111S ,event allows you to ,make three important new announcements that will }lclp 
ensure that America's cngiilc of innovation stays primed well into the 2 J51 
century, This event is riot about tt~lmology, but how new j'nnovations contribute 
'to our livelihood-and our cc'o'nomy_ 

• 



I'ROGR,\M N(lTES 

Ttchnoll)g,ical Clmngs! IiUIO\'alioll <lnd the EnHlmuy. These tim.:c 
announcements arc critical bccaust:' the)' lead to a new ability in American 
!1lJ1()\'<l1ton. Technological chang.: and innovation ,~:e the uhimate dliver::. of 
increases in standards of living. In face, over (he lase 50 years, innovution has 

accoumcd for about Iwl1' of ,\[1 !.:col1omic growth. Today, technology contributes to 
roughly 30% DC glOwth III gross donlCslic product, adding over $1.1 trillion to 
national output III lhe last three years. These innovation announcements can also 
unleash new advances in medicine (designing new lifc.saving drugs), 
manufacturing, nirlinc safety and global climate change. But innov,j(jon also 
comeS from the creative minds and spirits of those who mite our software, make 
our movies and sing our songs. The copyright-based industries thal produce and 
promote creative and high-technology products contribute more than $60 bi'llion 
annually to the balance of United States tradc. For innovation to flourish we 
must also protect their works as we are today with the signing of tbe WIPO bill. 

.. 	 Nick Donofrio representing IBM. Nick Donofrio, Senior Vice President of 
IBM, wi!! be in the audicflCC nnd will join Secretary Richardson after you depart 
to explain a liale mo!'e about the computer. Nick lci.lds the st:atcgy Ihr developing 
and commercializing advanced lcchrtology across IBM'5 global operations, . 

The »l'OllS, You \Vili have a hand calculator and one of the 5800 pn1cessors thai 
make up this new computer to use as pr,!ps if you want. You can hold up these 
props at a Jesignated PO:llllll the rcm,~~ks in order to make the point that il would 
take a human 63,000 yeurs to perform as many calculations as Ihis new computer 
can in 1 second, 

Chnrts on st.\ge. Then! will be two charts on stage with you. One shows how 
computer speed has increased over time as measured in the Humber of calculations 
per second, The second chart shows how the Internet has grown over time as 
measured by growth in the number of total Internet sites. Tugcthcr, these trends 
show how far we've come in the last few years, and that \ve arc all the verge of 
even grea!t!: prog:css in l:le future in these areas. 

TilE ANNQUNCEMENT 

,./ 	 World's 'Fastest Computer. yo~ are annout:J,cing the world's fastest conlpuier-
capable of 3.9 ttillion calculations pers~cond. "The computer, ajoint projc~t by" 
the Department of Enc'rgy and 113M. tan store all of the books in the library of, 

". Congress, is 15,000 times fastcr.than"the averngc, PC, and contains 4 miles of 
cabling, Ii wouhl takc a person with a hand calculator 63,000 yearS '10 {krform ;;~ 
'many calculations as 111i,s computer can perform in a second,', 

" .' 



Till: COllljHHt.:r sbowc:t!Jes tht: progn:ss being madc [0 ensure that the nation enters 
Ill!.: 21 st cl..!ntury as a world h.:ad\:f in compnliag po\",o;r and other rdatt.:d 
applic;tli{\!ls of such high spc...:d COI1:pullng fbr advances in medicine. 
:nanui';lGtori:)g, ai:-Enc saic(;' ami gloh"l dimate change ~~ opellillg up a r:e'''' 
f,UlHic:' in all the sciences. he Energy Departmcnt's L:IWfCIlCC Livenunfc Nalinll:, 
L:loorawry in California and IBM developed this new machinl..!, the "Blue 
Pacific," BlllC Pacific h;IS over 2,6 trillion bytes of memory and is more than 
twice the speed o(rhc previolls record holder, the Option Red, which was already 
tcn times faslcr than the supercomputcrs of its day. Sec attached fact sheet for 
additional information on the computer. 

./ 	 Next Genel'ation Internet: You arc also announcing that the President has 
~~igncd a hill for the crcation of the Next Generation Internet -- the world's 
fastest network, Tbe Next Generation 1nternet inillative will CO!l1lCCt more than 
100 universities at speeds that are up to t,OOO times faster than today's Internet, 
and establish the foundation for the networks and applications (e,g. 
Iclcmcdicinc, distance learning) of the 21st century _ This authorization bill 
allows us to continue in our $110 milt ion a year effort to build the NGI. 

,/ 	 Protecting Copyrights ill the Digital Era: You are anaollr-cing that the 
Presidellt has signed a bill to bring copyrights into {he digItal age, ]0 December 
1996, the Administration successfully IlcgotiallA.{ iwo treaties chat pmvld<; clear 
international standards for intellectual property protection in the qigltal 
t:nvironmcnt and protect U.S. copyrighted works, musical performances ~md 
SOlHid recordings from international piracy, The copyright-b.ascd Industries tlmt 
produce l.tnd prom.ote creative ;md high-technology products contribute mon; 
than $60 billion annually to the b~tlancc of United States trade. This nc\,\' !,\W 
implements tiles!: trealies .;lad extends intellectual protection into the digiwl era 
wllile pre~crving f"ir use and limiting infringement liahility for providers of 
basic cOI1iIllunication services. These treaties arc also commonly referred to as 
the WIPO treaties. 

~lJMENTS 

• 	 Sample Ch~!rts 


Re,lJarks 

• . Compt:t'.? fact sheet 



fACT SHEET 

THE DEI'ARTMF:NT OF ENERGY'S IlI.UE PACIFIC COMI'Un:R 


Blue Pacifi<: iSl'upablc of 3.9' trillion cah.:ula[ior:s per secHnd (tcraops). It wu." del/eloped under a 
research cuntract betw~en the Depurtmcnt of E~crgy and lUM at a t;ust of $96 Million, ft is 
located aT tr.e D.::partment of'Encrgy's J.awt'CllCC Livt!Tmore Natlonal LaboT#!Ory in L.ivermore. 
Califomia. 

Dlue Pacific is lh~ second supercomputer in the Department of Energy's Stvckpilt.: Stewardship 
Program. The Stockpile Stewardship Program uses scicncc~based methods to assess imd certify 
the safety. sec:Jrity and relinbiHty of nuclear weapons without underground nuclear testing. The 
Energy Department will develop five generations nl'high-perfonmmct! compu~crs with a goal of 
100 teraops by 2004. lllue Paei lic builds upon the success or DOE's one teraops machine, 
Option Red, developed hy Intel in 1996 and located ut DOE's Sandia Nati<mal Laboratories. 

Blue Pacific is powered I::y mQre lhan 5800 PowerPC processors and uses 2.5 trillion hyie:. of 
memory. Ii is connecleU by over fhur miles of cable. It ccntains more than 25 trillion transistor:-:-" 

It is 15,000 times faster and hu.s mughly 80,000 limes the memory orlhc average desktop Pc. It 
contains more lhan 75 Inllion byte::; of disk storage (':H.pacity,..or"morc than enough to hold all the 
inJormstion contained in the m(l;"e than 17 million books of the Libmry or Congress" To put this 
Into context, nearly :n years ago, when John Glenn became (he /irs! American to {lrhil the etlrth, 
the $l.atc~of-the~art IBM computer was the 7030 ~LTe{ch. U1ue P4cific is 40 mil!ion times fsstcl'. 

Blue Paeifk will consist of two separate and di~tind macrunes: an "open" :.idc. computing and 
acct!s:- for unive:n;ilY rc~arch partners. at 900 billion culculations per second (gigaops). available 
for unclassilh:d AS<:;I, und the dosed side u! 3.9 lcraops for use on das~ificd stockpile 
!'lewardship computing. 

Closed Side 
Peak speed 3.9 tcraops 
Memory 2.6 terabytes 
Djsk 62.5 terabyte.' global 

17J tembytes lo<:al 

Numher orcompute'nm}e~ 1.464 
SMP configur..tfion 4-Way 
System footpri:H 1;:,Q(iO ft2 
Total number or processors 5.856 
Processor ~memory bandwidt~ 2.1 TB!~ 

.. . 
.. 

Open side 
Peak xpeed ~92 gig.op.' 
Memury 504 gigabytes 
Di,k 10 ter.bytes global 

3 terabytes local 

Numbtr of compute nodes J~6 
SMP~onf!surnlion 4-Way 
Sy!'lem footprint . 1,500 f(1 
Total number of processqrs l'144 
Processor ~memory b~ndwidth 470.4 GBls 

. 
;- . 

. .. , .. ' 



World's Fastest Computer· 
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3.9 Trillion Calculations per Second ~ J,. . 
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M ccting wi .Iohn Chambc,"s of Cisco 
WesL \viJ~g O(til.:C 

10: 1S -	 J0:25- :tit'!, j,,[onday November 30, 1998 

Meeting rcquc:;ict.i hy Munica Dixon 

Hricfing l)rcJl:tn~d by ,Jim Kohlcuberger 


EVEJ'T 
YOll arc meeting briefly with John Chambers, CEO of Cisco systems. This meeting gives the 
two oryou a chance to establish a stronger personal relutionship, You will be introducing John 
Chambers at the Electronic Commerce event later in the day, He will also be a part or the broader 
outreach meeting immediately following this meeting. 

Last f',,1arch, you took Russian Prime Minister Victor Chemomyrdan to Cisco Systems I 
headquarters in Silicon Vnllcy. As you will recall, ab<Jut tt week afier your meeting, 
Chernomyrdan left office. Although we know that Chcrnomyrdnn was thoroughly enthralled by , 
the meeting at Cisco, Chemomyrdan has never acknowledged the causal relationship between Ihe 
two cvcnls_ 

IIACK(;J(QUN)2 

• 	 Cisco and E~C()mmcrcc, Cisco has the world's largest electronic commerce site., 
69% ofthcif orders, valued at SIOO million a week, arc transacted Over the 
IntcmcL Tlmt is up from $100 miilion j year in 1996, 

• 	 .lohn Chambers. He and his wife Ebine reside in Los Altos Hills, Califomia. 
His daughter Lindsay is a college junior and his son John is a college Fresbnwrt 
Chambers is from West Virginia, His father delivered all of Jay Roc~cfcllcr's 
child(~n, RockcfDller \'I,'iI! be a~ the later E-Commcrce event. (Bio a~tached) , 

'.. 	 , ..., ' . ' .• ,'_ ' - " ' ": ' .. : : : :' 1:· . .'. ' .: ", ,' . 
" 	 ,:. ,,', ' ,,; " ':';' .. ' ·. WhafC[liu;'&crS ~bs.:Bc~n '~~i;;n:cccntly,Ghaplbe.:s has ~e,en doinliil\>(or . 

" 

. 
\ ." 	 -talking ~b,CHl~'ho~ da4-11'ctwor~{arc1aki!1!i.9ycr ~rorri v6ic~ n~t~oiks'-~ wcl1'a~ "'" 


'tlle futu[l.h)(braa'd~arid.::Oilc of the things that \ve'\\111 annouhCin'g~s'~'pari bf' :,
, . 
tl{c"E-Comn{crcc event is a dirc~tivc to Secretary 'Daley to work with the ~7ec to 
focus Ull bro3dbaruftoJhe home and business. Chum~rs also recently rilet v,'tith . 
Prc$ide~qaing Zcmin of China in China. 

.. 	 Cisco Systems. Cisco Systems is the worldwide leader. in nctworking.for the 
Internet. Cisco's technolQgy connecls people, computing devices and cOmpUiC( , 

. nctworks, allowing people to acccss or transfer information without rcga.rd w 
(.!iffercnccs in time, place or-type of compllter syst~m, Cisco is onc,'of Americf\~s 
greatest" corporate success stories,· Since shippillg its first prod~ct in t986, the . 

" i . 	 . , ",." 
, . 

• , •I 	 , r,', 



company has grown into a glob:d market lcadct' that holds No, I or No, 2 l1l(lrkct 
share in virtually cvcry market scgment in which it panicipates:, Sillce becoming a 
public company in 1990. Cisco's annual revenues have increased from $69 rni Ilion 
in that year to $6.44 billion in fiscal 1997 - nearly Otm hundrcd~f()ld in xevcn 
:/cars. As measured by market ca;Jiwli:l.atton, Cisco is (he third largest company 
0,1 NASDAQ and among !he top 40 in the world, Cisco now cmploys J t ,000 
people rmd docs business in 90 countries_ 

• 	 Nct,"\'orking Acadamtcs. In February you announced that Cisco has comrmacd 
to donating a "Network Acadamy" to all urthe high ScllOols,that want onc in the 
15 large Empowerment Zones. This allows students to obtain the high~wngc high 
skill jobs of the information age, They are 31so tn partnership with Communities 
in Schools to help bring networking skills to at risk kids, 

• 	 l3io ofJohn Chambers 
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John T, Ql:lnli>ers 


President and Chief Executive: Officer 

Ci::;.co. Sj'stcm1>t Inc. 


John Chambers is President and Chief Executive Officer (CEO) of Cisco Systems, the worldwide 

leader in nelworking for the Internet He joined the company as the second in command when 

Cisco had $70 minion in annual sales and a mar:ket cap of $600 milliorL During the past three~ 


and-a-half years as Pres.ident and CEO·. Chambers bas grown the company from $1.2 J,ilIion in 

annual revenues to its current run~rare of $10 billion+ by est3bJishing leadertlrip in key tecluJol.ogy 

sectorS of me networking industry and aggressively pursuing new market opportunities, 


Cisco is fastest gro\Ving company in the history of the computer industry. With a market cap of 
more than $100 billion after only 12 years in business. Cisco is among the 20 highest valued 
wm.panies in th.e world. In many ways, Cisco is the worldwide leader in using Internet technology 
to change business pl'lX:l!Sses and to gain a sustainable. competitive' advantage. Cisco also has one, 
of the \Var-d' $ la.rg-est electronic commerce Sl~$ in the world with a run-rate of$7"1 billion and 
more than 69% ofcuStomer orders being: submitted via the In[ernet In 1998-, Forbes ASAP 
designated Cisco as the country's most dynamic company and Fortune calls Cisco one of the 25 
best companies to work for in the U.S. 

In January 1998, Chambers was one of two business leaders woddwide to receive a special Trade 

Award from the Prime Minister of Japan in rerognitiotl of Cisco's success as the worldwide leader 

in networking and for \Ising. innovative: sU"ategjes foideveloping its business jn"Japan. Among 

other distinctions. Olambers was recently named to UPSIDE Magarine>s 1998 UPSIDE Elite 100 

'Lst. Chambers wa.s also desjga.a.ted ~CEO of the Year" for 1997 in a poll of industry executives 

conducted by Elecmmic Business magazine. In addition, BusinessWeek VOted John one of itS rop 

25 managers in 1996. Chambe,'$ also sc:>'cs on Presidea: Clintoo's Committee for Trade Policy. 


Cha:nbers joined Cisco in January 1991. as Senior Vice Rrcsident of \Vorld-wide Operalions. He 
, was promoted in May of 1994 to Ex~cutive Vice P:csident with res?¢llsihilities fo~ R&D. 

. : ManQfilCtUrln~ Wf'!'ld~l/.ide Sales. Marketing:md Support Prior. to jo,ining Gisco; Chamber~ spent .' . 
,~,;;':e;~tY~.I'\V";g L,iJiiml<ili.¢s; the hsitWO'''S:enlprVicePi):s;.:reni,.Ws.'~?nl,' .:.' ",,', ' .: ',' ":,',::,:" ",\""' ': ./""(;.:.,.:.."':.....-.,t._.~'.::.. .~..,.;.~,:. w'" ,~,"' ..~.; ,'",;'-' ,;';th ill".' .' .: .. , ".. ~ '. ,-'" .'. "" ...'::: <,' ,": ',. '., .':' ':' '-: .', . • .' ".•.. ' ,.,.,""'
• '. • ,",l~'~l<l>'W .. .. ., ",.'<»;>"V';><M"'.....( .. P'~,".·.·.•. " ", " I , • ...... 
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. "his wife. Elaine. reside in Los Altos' Hills; CalifoIDii" His'daughter. Li"odsay. IS '3 coiiege ju'nio'r ' 
ind his son, John, is 3 college freshman . 

• Qambers .\\faS, named Pre.sident and CEO on 'Novem6ci 15. 19~4. His (>O;Siti~ became official". 

'e" January. 1995, . 
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Meeting with LOll Gerstne," 
, Wc~t Wing Ofl:,:!c 
2:30 ~ 2:50 pm, Wcdncsd~lY February 24th. 1999 

Meeting requested by I)avid Heier 

Briefing prepared by.Jim Kohlcnhcrgcl' 


EVENT 
You ar~ meeting with Lou Gerstner, CEO of IBM, to build upo:! your pc!'sonal relationship Hod 
discuss several key technology isslles, YOli have mel with.Gerstner on several occasions in the 
past but never by himself. Several of the key issues that Gerst nCr could raise include 1) new 
thinking on their part on encryption (baCkground and talking points attached). 2) compllter export 
controls, 3) how they can be helpful in gaining congressional support for your I'P initiative, and 
4) thoughts on "2K readiness. 

13ACKJ:;RQUNt2 

LOll Gcrsmcr is in town for a Bllsiness Councilllle~ting. He will be mccCirlg later 
ill the day Wtlh John Podc$w to wlk sp::cifical!y llbout encryption. IBM has been 
vcry supponive of the administration's kadersilip in dccuooic ;;ommcrcc .md h:lS 
hdped 10 olganize other ?riv('tk Si;ctor !eadcr$1n develop sdl'rcgulatory models 
in areas like privacy. 

.. 	 Yuu ;md IBM. You and Lou Gerstner bvc met un scveral Dc~asions, hut only i:1 
group sdti:lgS. 

In July of 1997, Loti Gerstner jolned you lind tbe President in the East 
Room to kiek orf om electronic commerce i:litiatiw" He introcit:ccd the 
President ut the event and you mel with him and abow. 30 olher CEOs 
prior 10 the C"vc:lt. 

You also l~lCt witll Gcrstncr When you met with the .GilllllRHCr Syst\!l)l~ 
Policy Pnlj!';c! it group oCCUlnpltter CL~Os whf> h;lv~ been moreH 

sUPPQrtivc th~il) t}thcrs in the t.cchnology ~Ol~l.munity o(our encr~ru.kill 
policy, 

Last O-ctobcr, you joined iBM ~Xl'cutlVC:l, "although ;lot Lou (ic~~Hn~r, in' 
roO!ll 450 10 announce the world's 1l1stcst CQ'lnputc'r~. 3.9 trillion 
opec-allons a second. 



AT!' i\C U M UNTo 
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JH~l'.s Technologies. IBM is doi:lg cutting edge tccJmolngy development in $¢wr:il 
key un~<\s, fBM has heen d(jv{,~loping ncw technologies, like a full computer-OtHl
chip and the world's smallest hard drivcs -- that will help lead to a new wave of '.-.
pCf\'nsive computing devices. m~ also recently announced that they wi Ii begin 
selling powerful bll~iness computers that come pre-loaded with Linux, n serious 
opcrr:!ling system dlallenging :Vlicrosoft's Windows but built all the Unix operating 
$y~:tctn that is u$cd by compmlics for t;lsks sllch tiS running networks o~sniallcr 
cumputers. They arc also developing the world's fastest supercomputers, 

COnllmter Export Control Policy. Gcrstner may raise computer exports control 
relaxation. The administrution made two major export control .liberalizations in 1993 
and 1995. However, because ofadvanccs in Moore's law, the industry is seeking 
further liberalization, This wil! be mon: dillicult because of strong Congressional 
opposition for increased high-tech cxpO!'IS to China and the former Soviet Union, II' 
he asks you a question 011 export conlro;s, you should tell him you understand that 
White-I·louse staff arc working ',."ith the Computer Systems Policy Project (CSPP) of 
which IBM i~ a membel' to acdress the issue. 

IUlVI ..'\: I'P. G~rstncl' may praise yom efforts on your :'['2 initialiv!.> IBM, <lI1d the 
industry assncimio:l that they belong lO, c:m bc very help!:l! in ellslIfing :hat the Hi~l 
appmvcs fhe S}GG million 1'01'.' FY:2000 that you illlllOUlll:ed laS11l10ntlL You lH<lY 
aist) want to thank Ciel'slllJ.:r fur iBM's j1aJ1icipation in thc'Presidcnt's Information 

Tedmology Advlsory Cumminee. which 1$ rcil'nsing their I'CPOr1 today, As you 
know, the Advisory Commiu<.:c's recoml1ic:ldations were incorporated into your 1'1'"
initialivc. IBM's rcprcsenlntivc, Irving WlnJawsky-Bcrger, has heen vcry helpful in 
making the CJSC for the long-lc:-m inye;;tmcn,s if: IT r..:s..:arcll on lhe Hill, 

G~rstncl' and Educ.ltiun. C;crSII1t.;r has been a 5l.rong s~lpponcr of high academic 
standards, accountability, teacher tmining, and til(: importance of intcgrJtiug 
technology into the learning process. You may want to ask for hls support for your 
education agcnda this year including efforts to cnd social promotion and the use of 
unqualified teachers. supporting state dT(ll1S to end failing schools ~md giVing 

parents 1'Cpo:;t canis on public sehoob, The administr:ll~Ull w:l! send lcgislatio:l ie) 

Congress next :mmlh to cmry out the vision cXjl:;esseu inlhe State or the' Union 
,lr.kll:e:>s t.\.J, n.'quin: ,slalt:s lh;;t r(:cel~'(' ti.:deml t:dU~'l,jon funJing to lHl'el these goals., 

UfcL{jug LC:1I'nillj!,: YOI.l may want let ,engage Oersu'lcr in the group announced at 

yOtll' lifdo:tg lean,li,ng s\l!nmi! which willloo~ allifcJong JcarniJ~g ~cst pr'lc!kes in 
the private SCC10L 

Ibl 
Background 011 Encryp!ion 



Encryption Discussion wi th LOl"l Gerstner 
fcl)/:uary 24, 1999 

\I,e expect: -:-·cu to exp::.ess :BY;' 5 support for ~.!.le recent p;;ogress 
made on encryption. yo;.~ may ceca:"1 that we announced updates t.o 
our policy in September, and those updates were recently 
impleIT.ented in regulation at t:le end of December. 

Progress aside, Lou will express concern with the growing 
foreign competitioa in encryption products. 

AS a world leader in encryption, iBM specificaLLy wants to 
compete on sales to foreign governments and telecommunications 
and utilities firms. Currently, U.S. sales to such foreign end 
users require a license from the Depar.tment: of Corrut)erc<3, prior 
to export. Approval of such licenses is not guaranteed; a 
license could be denied due to law enforcement or intelligence 
concerns. 

IBH and other companies are also conccr!1cd about a EU proposal 
to"promote electronic commerce. Specifically, the EU is 
ccnside.::::-ir:g wt.ether to perm::.t al~ encr.yption p:::oducts of "'-ny 
strengt:: to be expor::ed freely bet~"een EU member states , YJi::.hou:: 
review by governments and without export licenses, If the EU 
implements a "free trade zone for encryption/II then U.S. 
camp es ".,rould be competiti.vely diBCl.dvanta0~d if U. S. licenses 
are still required for export to the EU member states. 
Because of La\<! enforcement and national securtty concerns, the 
EU has not taken a final decision on this proposal. ArnbcH)sa r 
David Aaron continues to consult Hith ED member states. 

Lou wants to ensure that U.S. companies rr,aiatain a competitive 
z,d'y'~ntag0f yather. tha:l lose sales to a growing for:eign .l.ndustry. 
He may SUggl~St that foreign availability be t.he detc:=::n:ning 
factor in the export licensing process, such that U.S, sales 
wont t be den:'ed if ::here is a fore:'g:~ corr,pettto;:, fF::::reig:l 
Flval1abi2.ity is nQ'i,': cons;"dered, ;clong h'it:: r:i?:ttonal seeu ty hnd 
law enforcement conce::-ns.) 

Since IBM is a producer of key recovery encryption. that may 
assist law t?nforcement, Lou may____~_~9.gesJ,~:.;.:.that the, feder.al 
government 'should reenerljiz'e its'e-fforts b)- purchase key 
r.ecover.y products to help build a market for them. {Yte agree. i 

Suggested_Talking Points 

• 	 Ftrst, I want to thank yo;; for the 1m!;.' s sl,;pport fOt" a 
.con::in:.:ed CO!1st!.'uc::ive didlcgue het"fecn lndustry :m(l the law 
'er:force:n~nt comroul:'lty, -and fo·r. IBM'.s'lnput,.in helping",u? 
CO:ltinue a· ba~anced encryption policy. 

' ..; 

http:IBM'.s'lnput,.in
http:feder.al


" 
• 

• 	 l\s you [Lou] arc aware, the challenge with out: encryption 
policy is to contin\.!.8 a bala~ced approach that protects 
national security and law enforcement, while technology and 
the commercial ~a~ket also continues to evolve. 

• 	 Clearly, we want U.S. companies to maintain their leadership 
role in this technology and effectively compete on a level 
play':'ng field with foreign firms. 

• 	 We -agree that our export controls shot~ld :lot have the effect 
of growing a foreign industry that in tur!1 could undermine 
our impo~tant law e~forcereent and national security 
i:::teres::s. 

• 	 l' m awar,~ that Ambassador David Aaron continues to consult 
with the other governr:lcr:ts and the EU on their policies to 
ensure t!lat U. S. fir>T',,'5 are not disadvantaged. 

Tf 	Loo raises federal procurements of key recovery: 

• 	 Clea::ly, L:.e :...1.;:', government needs to e1ay a lead .cole i:~ 

acq:uirili~j key recovery technology, noe o::ly to grm·} a l;larket, 
but to ensure that federal agencies have guaranteed access to 
their enc:.-ypted ~eco~ds. 
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Louis V. Gerstner, .11", 
Chairman oflhe Board and ChicJExcctlliw Officer 
In!crnntio:ml Busliless Madlincs Corporation 
Wife: Robin ~~ 2 children 

Louis V, Gerstner. Jr" was named chairman ilnd chief executive 
officer of International Business !v1ach~l1cs Corporation on April I. 
1993. 

Prior to jOining lI3M, Mr. Gerstner served for four years as chairman 
and chief executive officer of RJR Nabisco, Inc. This was p;eceded by an II-year career at 
American Exprcs;{ Company, where he was pn:didcnt of the parcn! company a~nd chairman and CEO 
of its h;rgcst subsidiary, American Express Tmvd Related Services Company, Prior to that, MI'. 
Gerstner was a director of the management consulting finll of McKinsey & Co., Inc .• which he 
joined in 1965. 

A native or l\·lincQ!a. New York, Mr. Gerstner received a bachelor's degree in engin{'''<!ring from 
Dartmouth College in 1963 and nn MBA from Harvard Business School in 1965. In 1994 he was 
awnrded an honorary doctorate of busincss administration from Boston ColJege, and ill 1997 
hunormy dodorak of laws from both \Vakc Fores, (Jniver:1i!y :ll!C Urown L::1!versily. 

IvJr. Gerstner 1:; a director of BrislOPv1yer;; Squibb Co, Hnd fvkmodal Slmm·Ketlt:ring C4l!1eer 
Cl.!llh.:r, He prcviowdy served on tbe boards of American Express, AT&T, Caterpilltll', Inc.. and The 
New York Times Co. 

lIe !s also a member of the board of Lincoln Center lor tilc Perlorming Arts, the America China 
Society, and the Council on Foreign Relations, He serves as a member uflhe president's Notional 
Security TClecon::mmiea!lo:ls Advisory CommiHee and 11:\.: Advisory Committee for Trade Policy 
and Ncgotiati On:;. tlnd is a lHl:lilbcf 1) r the [,l{Jnrd of Rcgent~ (\ r; he Sm 11It!:lol1iu:1 Institutioll. 

A litetime advocate of the imparlance of quality education, Mr. Gerstner is- co~author of 
Rt!im'l.'llting Education: Entrcprcn~urship in America's Public Schools (DUHon 1994). He co~chairs 
AtkL'VC, an organiznlion created hy U.S, Cjuvcnwr~ and bU$i:1CSS Icad!.:rs to drive jigh aCL!ccmic 
sianda:·d.s I'llI' jJl!bli~ schoob in thc Uni::;:d Statctt A1 m:V1 h~~ Ims established Rcil1vcIlting Edu(';,ation 
as tin; company's program in S~lppon of systcmic schoo! reform. Through Reinventing Education, 
lBlv! bas ililtiah,'d ~;irategic partnerships with 21 stales :md school districts, \,.,hich ,1ft,,' utilizing !LH'v\ 

tecbnol0gy and tcchnlcr\! assistance to ~Ii;ninalc key barriers!o school n:for~n}md iblProVC. shldent 
perfOl'llIWlce. 

]-[c has ;-ec~i \'I.'d -numerous uwardi> for hiS w(~rk in cduc'llion, among them the Cleveland E. Dodge. 
:Vh;dal for Disdt:guis!l('!d Service 10 Educntitfll· Teachc;~ College, Columbin University, and thC" . 
Disl i Icg\lishd Sef\ iel! 1() SeiCHe;: ;w:d Ed llcal:,'!l aw:ml fn ;!1l !I Ii,! :\I:h;ric<l1l Muscu];! of Nntur:: 1 
: !lstm)', ~I r. Cicrslncr is (jbll Ih;; first ;.;;;1 pic!~! of Washi ngtol1 Uni n:r!-ii ly's combined Lxcclll!nr.:c in 
!,3usiIlCSS, El1ginccrit~& & Tcc!mo[ogy Av.'ard: 
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MEMORANDUM FOR IlIE VICE PRESIDENT 

FROM: 	 JIM KOHLENBERGER 

SUIlJECT: MICROSOFT AND CHINA 

Last week Microsoft announced a new elTon to stcp~up Microsoft's presence in China's 
fast growing Internet mari<ct and get consumers online. 

TilE VENUS ANNOUNCEMENT 
Microsoft's announcement, caJled "Venus," would let Chinc;;c consumers ace!.!;;s the Internet 
through their television sets much like WebTV {WcbTV is owned by Mkrosoft), With 320 
million televisions sct in China. televisions have a much bigher penetration rat..:: ill Chi!!:! than 
personal >computers. Vellus would allow a user to download movies, !l1u:>!c. e-mail and s~lrflhc, 
InlCrnct all through their existing television sd. To take advllntagc of Venus, Chinese Gansu)));.::rS 
would need tn buy a smalllow~cost device, like u so.:tw!op~box, to counect :0 th;;ir tdev;siomL 
Like WebTV, llsers would also need a keyboard or a mot~sc, but would not need 10 pay for a 
morc expcnsive PC These new devices, wiE rrohably go on sale in September of this year, 

• 	 A Microsoft Operating S)'stem. Thc Venus announcement is seen by mallY as a :novc 
to help Mk.roson gain market domimmo.: orils new op...:rating systcl:\ hL.:r~. Thl; Vcn~ls 
box wiil usc a version ofMicwson Windows CE upcf'4tir:g systc!n which Micf0f:0ft says 
uses 1echnulogy developed jointly by WcSh:rn and Chincse experts at its research nlcility 
in ilC'ijing. Th\: CE opcratbg systc:n is ,vl1crosof':'s upcroting system for gadgets that 
aren't PCs tint! is co:mnunly used bere for h,lI1dhdd computing devices th{~t e()n!I)<..~lc with 
the PalmPiloL 

Setting the I brdwarc Stllndurd. Microsuft is staying out of the hardware business: but 
is helping to set lh!.! dcfac~o standard for sl1:art home gadgets in China. These device:, 
would be built by various other maourac:un.:rs in the way lhat Phillips and Sony nnkc 
WebTV boxes even though Microsoft own:; \\/ch TV the company and the WebTV 
opcwting $y~lcm. /\~ u part ofOntos' l.UlntHlllCcmeltt, nine compu:cr and CO!lS~l1ncr 
dec.ronle manufacturers 'announced technologies ditll support the Venus standard.. 

'. '. . .

T;lking Advantage of I'opulllr HigituJ Technology. M:crosofi is aiso building off of a 
t.Egil,':ll techn(ilogy that is alreildy populpr in Chinn. The Venus set~top~box will pr'obably' 
i~c!udc a veo (Video Compact Disk) player. In China, movies and other cntCrtainltlenl 
are oIle:l rrillue avai!nble tlmmgh ~nll1tidisk vel) (Video Compact Disks.) VeD 
technology is the fOlludHtion for It. class of consv.mcr electronics devices popular in China. 
Video CDs are similar to other video,dcviccs such as videocassette recorders and DVD 

... ' 



LEVERAGIl'iG TIIEIll FOOTIIOLIJ 

Microsoft's goals appear to be gellillg a version of thdr opemting system c\'crywhcn.:, 

controlling tbe standard, and then leveraging the lx!ckcnd B\!!'VCr murkc!. G~Hing un operating 

system in the home is an imporlallt foothold fo:-Microsof"t becallse the CE opcrat:ng system lh\s 

the look and feel or Microsoft's other opc-rati:lg systems like Window.:; 95/98 and NT4,O, Ii iilso 

ensures that the other applications wriHcn to run on these boxes w\)uld he Mit'I\H;Oft comp<liihh.:, 

But perhaps most significantly, huving an opcrming system I(l(}lhold in jhc home allows 

Microsoft to sell the server software!o o:hcr Ch~nc$c busincsilcs and institutions that will supply 

the content and develop the web pages dtal Venus users wi!: go to. Toea;."!) U.S Internet model 

is largely based 011 the notion that giving the browser <l\vay for free allows the browser 

manufacturer to set! more server software to support their browsers, 


While the Venus box, like Microsoft's WcbTV, wilrprobably work wiih any server software and 

any Internct site that China allows uscrs to view, Venus will probably work best with coutenl 

developed using Microsoft products. Thus to assess this announcement, its important to Inok at 

Microsofl's other activities in China. 


1'r\lU or A BROAI)ER MICIl()S(Wr VISION 

This lmnOUllce:ment is: almost surely pan of a larg(:f Microso1\ vision for ChimL nih; is no! 

ivlicrosofl's first foray into Chil1<1. Bill Gates has mnde six trips to China iii recent years. 


• 	 Chinese Language SnRwarc. fvlicrosoft has realized tliat Chinese hlnguagc soft wan: is 
obviously one ofl.he keys to the China market. l\'ioSI Chinese do not read 0:-' write 
English, or any other non-Chinese language and Microsoft is maki:tg significant {.'nUfC'l b 
this regarc. For instance, lnternel Explorer has been released b ,\ :nainhmd Chine::;c 
version. Although there are cxisting browsers that can act:c,'>s Cbincse~la!lgu'-lgc sites nnd 
therc ~re programs that translate those sites (such u::> CbincscS1ur <'nd i{ichWin), 
Microsoft's Internet Explorer <lctuu!!y operates in Chincse. 

Using Microsoft}:; Desktop Software to Create Inlt'I'nC! Content ,\1icrosoft's Venus 
will probably \vork best using content developc<1 \',:i1h Mit:rosoft products. Along \\'Ith 
the Chinese versions of Word, Excel, Access and Pov.'crPoinL Microsoft is offering 
Chinese Internet Assistants. Tbe Assistants arc frce-of-ch;:trgc mld-ons for Chim.:sc 
vcsrsions of Microsoft's popular OBJet! dt"sktop suitc <lnd allow users to ercutl.! 
documents, spreadsheets and databases and then convert them into hyper-text 
markup-language (I-ITML) for usc 01;' the Wo,ld Wide Web. China's largest Internel 
Servic~ Providers have bccome downltiad sitc!>..for thc:>!.:: Chinesc Assistants. 

• 	 !Viicr~:soft En~crit~g"thc Chinese I'orta( Mal"ket. Micros,oft also am~ounccJ plans last 
",October to develop a·Chinesc ,version' of its MSN portal.' There nre already severa! 
. popular portals that MiJ.:TOSOft must compdc again~t indi.lding Sohu. a pOpular 

Chinese-language ,Internet porlal and search engine thut already claims to command 60%' 
orthe nation's $L2-billion online advertising market. However, if Microsoft were able In 

. give its con"tent higher placcmcn~ in its Venus 9perating sySh.:m, ns it ~a$ tried ~o_dp-
.. unsu"c(;ess~uIJY in d.le U.,S, Micr?soft could gain l~ sig~ifica.nt market s~are" .. 

http:sig~ifica.nt


• 


Mict'osoft Not Entering ,he ISF l\'1:trkct. In the US, t'v1icrosoft unstlcccsfu:!y tr:cd to 
hCC{'IllC a majur lSI' when it included til\: MSN network icon as a par: Df its Wbdows 95 
rolluut. tv1lcrosoll coulo '{ break la10 the !HarkeL Par! of !'vlicrosoft's decision could 
bcC~lU$C there afC a!n:mly l4,000 lSI's in China. OVi.!f a quarter of which. 3550. arc based 
in Beijing. 

llon'lting Micros(lft Software. Microsoft has also recently announced scn.:rUlt:oI1Hlions 

to Cbincscse ministries and China Tdccom to allow them (0 set up services on the 
Internet. These ngn;cllll:nt are probably more news splash than real value', One estima:c 
values Microsoft '5 n:ccllt software donations at under $1 0 minion, By contrast, 
MicfOsol1 donated over a million 10 DC's Martin LUiher King library to get it online 
which wasn't enough for the library which serves one US city. 

nm CIIALLENGlCS MICROSOFT WILl, I'ACr;, 
Microsoft is surely betting on the future of China's Internet market. Surveys suggest that China 
will have lhe second largest Inlemet population by 2005, behind the US, and pushing Japan into 
third place, These reports estimate that China will have 34.7 million users online as compared to 
126.6 million users in the united States by 2005, 

H{J'.VcVI..'r today, Dilly a small fraction of China's 1.2 biJ)ion people own pcrsond computers, let 
alone have wcb access. China sells around 4.5 million PCs every year and had :non.: than 2.1 
million Intemc\ users in \998, a four fold increase over the previous year. While this is hit 

growth, mosllnlcrne1 access l'>Clongs to students und university personnel. Additionally, Internel 
usc !S almO~i11:(ln~cxistt:nl in nJral China, home 10 :.ome ROn million residents. 

Low Teiephonc l'cl1ctratiun. Microsoft's Venus rcquln:s home tclclJhol1c aeo.:;;s to 
access the Iatcrm:t. Howevcr, China's tclcj1hollC ir.fwstrucl'Jtc is sorely lacking. For 
every 1,000 residents in Cbina. there a~c 55 phone lines; compared to 626 in the United 
St~HCS, 182 in RUSSia or 45l in South Korea, 

• 	 Internet A.cces,; Costs Staggering. Earlier this year, the avcmgc user in Beijing ;;pel1! 

almost 35 percent of his salary on accessing the Net, compared 101 pcrcent in the US. 
That is why the Chinese government cut the cost oflntcrnet access in halfbcginning tht: 
first of this month. Microsoft. wilh thc-i, VC1~U$ 1111110Unccmcnt, is taking ndvantagi.' of till.' 
higher rdevision. penetration rate. China h:ls the cquivp,tent of 1 television for every 1G 
people ,IS compared 10 1 telephone for every 60 people Nonetheless. !nkrne! access and 
thus \vidcsprcad'access 1() information will Ix: limited to Ihe affluent. Cust willlin:it 

· Micr()soft's'potcnHal market dramatically, but even a s!nall percentage 9f the Chincse 
, market is huge, . 

· Microsoft's COUlpctit()rs Acti"e in China. Microsort'~H:ompctitors like Orach~ ~Illd SUIl 
aru'ac~ivcly involved in the Chinn market '(cSpCCi<llly at the UnivcrsiHes thaI are driv:ng . 
China's lnternel use) ttl belp ensurc that MicrosoH Jot:s not bccnrnc the domin<llll 

· provider- It is too. early to asses tbeir succcsses. 



·
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Chilla's Inlcmcl Cultun;, Ad,~ii;ot1<illy, l! is um;.io.:ar how bw;ui :vticnlS~)n'S fcm;.11 ~ml 
be in <I huge nation when;: the Internet has posl.'d touchy policy questions lor authorities 
who atl!- a1 on\:c cllcournging its growth whil!.: a~so trying to kt;cp tight controls (1) 

;nfnnnalion. Wlt:!c som..: read Micro:-olt's Venus laOY\,! <I';; it mO!lOpolistic move to ct)atrol 
China's Internet markel. olhcsr will read tbis as a move to bring more information 10 

inorc Chinese strengthening tbe dcmocn\l;Y alOVl:mcnt 
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·~1i(.r':')sof'.: steps up dciv~ to get China online 

SHE'~Z:-lSN, C • .i!18 (r,.p) Bil.L Cate$ _l'OV0d to ~:;te) up Mic::o,,,Q(t 
I:O,,'P, '.'j preselH>~ i:1 Ch':'ca's fa8t-(~j:'o~:in0 Int.:.~~':let Eh3cket on 
Ilecines::i;;IY 'di th ODe dea..l.. co get Chin(~se consumers onto the ('feb and 
another co help the government go o~ljne. 

7hc deals undersco!:'e Microsoft's detecminaticn :'0 crack C!""l0 of 
the 'l'ior.l.d's ln08t restricLed but potent:ially l~craLive !:l2.rkets for 
Ir.ternet product.s and services. 

Only a small fraction of China's 1.2 billion people own personal 
computers, let alo!v;:; have Web access, and Internet use is tightly 
reg'-llated by goVc!:r:lnent 0:Jtl~;)ritie!2" The proposals unveiled by 
Gates, the chair:nan 0: t-llct'osofr., would maKe it easier and cheaper 
fo::: Chinese consumers to log on to the Internet. 

One Microsoft venture, dubbed ., Vem.:s, 't would let Chl,nese 
consumers view t:-;e Inter:1et !:hrough the.i,r tel_-evis:on sets, si!':I..:..lar 
to Mic(Qscf~ s w\~b TV 9t'odc:c::. in the United Scates. TV sets are farf 

more widespread in China than personal computers, 
Chinese consumers would need to buy a small, low-cost device, 

possibly a set-t.op box, that uses a version of M~;:;ro$o;:t' s ~\"i'1dows 
CE operacing system, which runs the basic functions of gadgets 
other U:an personal computers, Users would also need a keyboard, 
joystick or mouse, but would not need to shell out for a computer, 

"It will really ope~ up Internet usage in a dramati= way," 
Gates told reporters at M 3i9ni:19 ce~emo!iY in the boorr.ing sG:Jtr,ern 
border city of Si~,:;nzhen, 

The devices are expected to go on sale later chis year, said 
Phil Holden t a g::-onp product manager for Red:noncL \'\fash, -based 
i-!icroso[t, 

The ide0 1.5 P~ll:-t of a two-fold Microsoft strategy to ev€ntua.lly 
se: i more Internet sof::''tlare in Chi::.a, 

In a second deal, Microsoft donaced InteclBC soft.'tJare to China 
Telecom, the st,a::e telephone monopoly, ar.:d r.he State EconO!Dic and 
'1'l'ade Commission 1:.8 r..elp put t:h2ir operat~ons online. ;V:l.crosoft 
officials did not: d':~s:::;lose a v2lue on the dona:ed softw-are. 

The ventures come at a time ~vhen the Chinese gove::-nment has been 
seeking to control the Internet and other new forms of 
telecommunications and mult~rnedia se::::Vl.:::es both for the sake cf 
prcf~: allel to bloc~ the lIse of SllCh services for political dissent, 

China has passed laws to keep pornography and material that 
the government views as subversivB off the Internet. Special 
co:npDt.e: c.:::ime squct::is have been set 'Jp" 

Tn a case '.;hat clrCH fierce crit:'cis:n from h,~man rights groups 
last year, a Shanghai court ser;tenced a computer encrepreneur to 
two years in prison for excha;)ging 30,000 a-mail 'addresses It/ith an 
Internet democracy magazine run by.U.S ..-based d:i,ssidencs.·· 

NO;1e):heless, 1.:he government Jl~ Beij ~r.g has enc.ou1:aged t:le 'rap.1d 
sp'r02d of Inlern<Z;t use in China ~\ssUl:\if\g service' ,prov~ders foEow 
the rules, such as registering customers" with tile author"i tie-So" 

. In'ternet use in China has soar·ed. ;Jse'::-s topped 2.1- million in 
1998, a fourfo~d gr'owt~ 'i" 21 year, at;.o a'lOther l.S m,:.1110:1 accc-un:s 
al>~ expec::ed :'0 be opened this year. 

',' Sooner or later f technology wi:.l Eincl a way t,o .circumvent 
restrictio:;s, ';. said Charle Peza. a, telecqmmunicati.ons analyst .at 
the Hong Kqng 0':1::1.C8 of .investme·nt 'bank Sa,loltlo'n Smith Barney. ., 'I'he 
policy directiqn in China seems to; be. o~e.o£,.open~ng: uP: I,' , 

. Micr·osoft.,'an!1ouiiced a!)other deal in Shanghai' last 'Year which 
involved offerJ·ng· I:iJ;;~.rnet·· services over'smafl, handherd ·'c9mputers . .... ' ' 

, 
" 
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Visit to Microsoft 
!\.1uiti-purposc Room, Building 19, Microsofl ca:npu:>, Redmond, WA 
!2:30 p.m, - 1:30 p.m., Monday, November 15, 1999 

Hricflng I}rCImred by navid Heier, ,Jim Kohlenherg,,'!', and Dan 'ray tor, 

EVENT 

Yuu arc visitbg the Ylkros~)n (:all~pus as:,a candidate for President, ,~s have other cl\lIoidmcs, to 
lalk wil,h empIOF::s:n :~n Ope:l Q&;\ s~t,ion. About 240 cmpioyccs, including people from illl 
levels of the cOn!!,uny, will ~UCt1d this meeting. Although they arc technology workers, thi,! 
topics they care abou< arc broad, and you should expect a wide range of questions on a vfi~icty or 
lSSUCS. 

Role amI COllh'ibution: This is an opportunity to talk to a wci!~educatcd group of Microsoft 
CLlployccs - \"'i)rkcr~ of the New Economy - to layout your vision of how you will, as President, 
co;)1inu~ to grow the economy, invest in' education, improve heahh care, and discv;;s how 
tcdmology and innovation arc vital to ~'our goals, 

This event is POLITICAL. 
Your visit with employees is OI)E~ PRINT PRESS AND'POOL VIllEO. 

LOGISTICS 

• 	 Upon arrival, y.m arc greeted by Jeff" Raikes IRAKES], is Gr,)up VIce President E:n 
Woridw:dc Sales ::u~d Support; J:lck Krumholtz [CRUrvm~holtsJ) Director of Federal 
Government Affr.lrs; John Kelly, Director, Governmcn! Affairs; and Mike Egan, 
Government Affairs Manager. 

• 	 You proceed to multi-purpose room. 

* 	 Jeff Ra.ikes!..9...~~J?yice President for Worldwide Sales and Support, makes brief 
welcoming remarks and intro~l!-ces you. 

.. 	 You make briefremar}<s and open the discussion. 

',';,• 	 Vou thank employees and depart.' 

!'ROGRA:l-1 NOTES 

Polity. background, S'cc attachments. 
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Event Details: 

• 	 Your visit. As you know, Microsoft's invitation for YOll to visit their ClllllpUS is a long
standing one. This even! had been on your calendar for some time before findings of fact 
were released last Friday by the judg!! in the ongoing triaL The format of your visit wns 
to include a closed meeting with a hundred or more senior employees, a lour of a "Home 
of the Future" demonstration. and the opportunity to walk through offices and me~~:{:~"~.~'li\;·:c: ",: ',' 'j,' 
employ~s. TIlis was similar to the previous visits ofother candidates, though ·theYi8ia~1i'1fci/j(,:.~~r /rt~ 
not walk through employee;;:' of(iccs, The Q&r\ lwvc been widc-moging in discussions 
with Olhe:- candidates; for cxan1plc, Elizabeth Dole wa!) ilskcd about gay adoption. You 
will be :hc last of the major cnndidates to visit the compnny's campmt 

Several media outlets, induding the Washington Post aad the Wall ,)'Ireef Journal,. 
rcported this week that your staff wns debating whether Of not to proceed with your visit 
While the visits of other candidates to Microsoft this year hnve nOt been open to the 
press, your campaign believed tinH in light of the case, i1 is important 10 aHow press to 
observe your visit The compa.ny """IS reluctant to open the event to the press. For that 
reaSOn, on Friday afternoon your campaign respectfully canceled your visit in favor ofn 
future visit. This was reported in both national and local press yesterday afternoon. 
After Microsoft decided to allow press to sc(.! tbe t:vent 0.fii,~r all. your visit was retunwd to 
your schedule, 

• 	 t\-1icro1ioft. Bill Gates and Paul /\!len fmmueo Microsoft in 1975. TOGay: they art: tbe 

first and seconc riches! people in the world, rc;;pcctivdy) lind the_I;" compill:y is <l 


worldwide leader in software f()J' person,ll and jms!l1cs;> computing, In the last lisenl 

year, the company had net reVC1HlCS of$! 9. 75 billion and net income of $7.K billion, 

reflecting growth of2<)%. Microsoft employs 32, 900 people a:ound the world; 22,300 

in the U.S. a:'ld 17,400 in Washington Stale. 


Since the 19405, Boeing has been unchallenged as the dominant force in Scattle's 
economy, Boeing employs 82.400 people in Washington, and each Boeing job supports 
four local jobs, Microsoft's impact on the economy continues to grov/, however, and 
local economists estimate that every job at Microsoft supports as many as three other jobs 
in the region's economy> Lust year, 23,500 software workers in King, Pierce and 
Snohomish counties earned $6.77 billion, while 110,000 aircr'dft ...yorkers made $5.98 
billion. In the software industry. the cnonnous concentration of wealth is due largely to ~, 
liberal grants of stock options, This popular perk. .which the govemment counts as wages."",.; :,',1 '.-,<'; 

. has propelled,softw~ pay.into the stratosphere, Local softWare.m~ ·las.t-yeru:.pai4;~~w"'~~': 
average wage of $287,70.0, AJl.otherworkeril in the region earned ~.verage of$34;SOO~' 
" : ' .,' .":\,'.' :. .. '...'." '. .' ":!;;"~'F~lrqt~;~:·;\;~~' 

Gates and Microsoft remain'hugely popular in .Washington State, although many ofthe;b;~l¥l'1o:l';:I,JJ;,;' 
. -employees feel weary and beleaguered from the trial. In a recent poll, two·thirds of 

Americans in the poll 'saw Microsoft in an overall' favorable light, the highest number 
since Gallup began ke~ping score, a1)d 45 percent (avo red Microsoft's side in the tri.al to 
·33 percent ,who agree with the go~enunenL Among.computer us·crs, 78 percent'saw 
Mi~rosoft favorably. . 

." 
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hnportmlt Dates: 

April 4, 1975: ,\'licrosoft founded 

January I, 1979: 1'v1ovet.! from Albuquerque, ~M to Be!lcvlle, \V A 

June 25,19&1: Microsoft incorporate:; 

August !2, :981: IBM introduces its PC, with Microsoft's MS-DOS! .0. 

February 26, 1986: Microsoft moves to .corporate campuS' in Redmolld~ WA 

March 13, 1986: Microsoft stock g~es public 

May 22, 1990: Microsoft launches Microsoft WindO\,vs 3.0 

August 24, 1995: fvlicrosoft launches Windows 95 worldwide. 

J)ccenlbcr 7, \995: Bill Gales publicly outlines Microsoft's cOJnmitment \fl 


supporting and enhancing thc interne!. 
Microsoft bunches Windows 98 'vvorldwide 

Redmond campus. The Redmond campus has over 4 million square feet of orner.: space: 
in 39 buildings. (By comparison, the Pcniagol) has 3,700.000 ofoffice space,) The 
campus covers 265 acn:s, 

WTO, M:crosoft, with lln~ing, is it co-hos( of the upcoming, WTO Ministl.!t!al, w:l!cb 
wilt hI.: held :n Seaalc NllVI.;H\bcr 30'lhrough l)r,;ccmblT 3. 

• 	 :'\1icl'osofi CEO SUlllmit As you kno\\', you visited Seattlc to participate in Bill GateS'$ 
CEO Stl1nmlt in May 1997. O:1C hundred fifty top business leaders [rom around the 
world nilclldcd the summit to d!scuss lhe J'.!ew Economy. A:. you recall, ill your keYJ:ot..:: 
addn:ss you used :1 "\V~zard ;)f 0/," :,H.:Lapl:t'r:0 dcs(.rii1r,; tllr,; J:lOdcr:l CCql1(~l:lic wur:d. 
{Seattle. ns you kl~O\v. 1$ know:l as the Emeruld City.) After the summit. you joined the 
CEO;; for dinner at the Gates home ill Medina {the :irS: time Gmes hac hasleu a [unction 
at his new home}. 

• 	 Other candjdn{cs~ visits. Othcr cundldat..:s Imvc visited Microsoft this ),Cilf. The dUtCS 
they visited, ,md the numher of employees who ~ttcllded. are below. More 0mployees 

'have RSVP'd for your visit (240) than attended any oiher candidate's visit. 

Bill Bradley January 12 80 employees 
Rep, John Kasieh April 1999 30· 
El!7,abeth Dole June 28 100 
Sen, jOj~l McCain, July 1999 50 
Gov, George Bush July 8· 140 ... 

. " .' ~:\ " ;4""1(''''1' ",' . ",' 	 , ' , ' . , '. "'}'" :' ';'" . 

• 	 Tcc~~t)logy hi .W~shington. \Vasbi,ngton Stale .is already.a hi~~t~ !eader: ,'·:Jt~i<~::;: ~';:.~tit'·~", ", 
Washington IS, home to technology leaders like Ml.crosoft~ Boeing, Amazon.com and,.,;''-, ::~,,'.1' 
RcalNetworks - each of which you have visited in some way, (For Microsoft. although 
you haven't visited the Microsoft campus before, you have attended the Microsoft CEO 
Summi! a:1d had dinner at Bill Gates' new HO!-lse.) At Boeing, yo~ saw how they 
designed,and buiit.thc,777 Jumbo Jet entirely in a computer. Already. 45 out of every 
1,000 pi'!v<!le sector.\vorkers in Washington arc employed in hig~-tech ~rms" 

http:Amazon.com
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Washington State is first in the country in wages paid to high-tech workers averaging, . 
£66,000 a year. Wages arc higher in Washington because the largest high-tech sector is 
software development, which pays an average wage 0[$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-t!.:ch 
!.:xports account for 10% of total Washington !.:xports. 

PARTICIPANTS AND OTHER EXECUTIVES 

• 	 Bill Gates. Hill Gates is co-founder, Chairman, and CEO of MicrosofL. In 1999, 
Gates wrote IJII.I'iness@file,\j)eedofT/lOughl,a book that shows how digital 
processes can solv!.: busin!.:ss problems in fundamentally new ways. Bill and Melinda 
Gates have endowed a foundation with more than $17 billion to support philan1-hropic 
initiatives in the areas of global health and learning, with the hope that as we move 
into the 21st century, advances in these critical areas will be available for all peopl!.:. 
To date, the Bill and Melinda Gates Foundation has committed more than 
$300millioll to organizations working in global health; more tiUUl $300 million to 
improve learning opportunities, including the Gates Library Initiative to bring 
computers, Internet Access and training to public libraries in low-income 
communitit.:s in tht.: United States and Canada; marc than $54 million to community 
projects in the Pacific Northwest; and marc than $29 million to special projects and 
annual giving campaigns. Gates and his wife, Melinda, hav!.: a daughter, Jennifer (3) 
and a son, Rory (born eflrlier this year). (Jennifer was onc-yt.:ar-old when you were in 
Seattle for the CEO SUIllmit.) 

Gales and (;u\,. Locke. On Monday, Gates was the co-host ora fund raiser for Gov. 
Gary Locke that raised about $400,000 for the Governor's re-election 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 one. Gates spoke, and received a longer ovation than 
Locke. 

Note: CEO ]Jill Gates will not at/end Monday's event. He is in Las Vegasjhr the 
annual COMDEX convention, which begins on Sunday and runs all week. He will 
deliver Ihe lead-o.fJkeynote speech al the convention on Sunday night, where he will 
,speak about Windows 2000 and his ideas for the next generation of Ihe Internet. 
G~les was also out oftown during the visits ofother ca'.1didqtqs. 

• P·ani·Alien. " Paul'AlIen'is a ~o-fo~der, of Micro:soft.;·Paul·AlIen, at age 29, was:~':;," ;,,",e'. :;:".'\:;:~';~" 
... 4iagn~sed wi~.HC?dgtq~ :.s. ~is~.~..::~~:un~~~~~(~.l~~o~·.~~r~~y..R?~ stru.g~l~~.~~ :.~::.'/ ··tmi~'U~/·

work part time. ·lnJ983 he qUIt. He left the board'ayear later, but reJomed m 1990.' c' .;." 

He remains the company's second~largest shareholder, with 5% ownership,in the 

company, though he is not considered an active player in the compa~y's management. . 

In 1987 ht.: founded Vulcan Ventures to help identify, evaluate and negotiate 

investments, in the New Economy. He also owns the Seattle Scahawks and the 

Portlarid Trail Blazers. Note: He will not attend the.event.·· 
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• 	 Steve H:.lhncr'. Steve Ballmer has been prcsidcm ufMicrosoft sine<.: July 1998. He 
had held a number of positions wi(h the company since 1980. He is ,I member of the 
Business Leadership Team, a thir!ccn~Jicrson group. indudltlg Gtl!:.!S, which shares 
responsibility for bfoad stmtcgic and business planning for the entire t;"mpany. 1It: 
wiU nol altend the event, as he will be in Las Vegas for COMDEX 

• 	 Bob Herbold (HER-boldl_ Bob Herbold is Executive Vice President and the Chief 
Operating Officer of Micf(lsofL He is [\ :ncmbcr oflhc Business Lc;!dership Tea!:l 
Hcron:d SIlPPO;"i:S Gov. Bush and will not aHend the event 

• 	 .Ieff R'likes tRAKESI. Jeff Raikes is Group Vic!.: Prc$idcr'll for Worldwide Sales and 
Support. He joined MicfOWfi in 19& 1 as the company's tenth employcc. Raikes is a 
ropul~ir amI wc!I-rcspcctcd figure at Mk:rosoft and ill the Seattle tedmo!ogy , 
communii)'_ He's onc of severa! Sean!c business !cadt.:rs who jDlIi·.;:d together in 1 iJY2 
to purchase the Se.,nle Marinefs, $0 lhe lcam cOllld stay in Seattle" He is a supportc: 
ofyours, He will greet you upon arrival and introduce you at the even\. 

• 	 Bill f\'t:ulwm IKUKE-cllIl. Bill Kcuko:n is Sellior Vice Pn:sidclil !~]r Lmv a:ld 
CorPl)nl1C A!Ta:rs, al,d i . ..; tb.: comp:i:1Y'S Ill;) lawyer. Ht: In:5 blX:C til:: ;)I)in: pcr.:;on C(lr 
the ongoing t-ial 

• 	 ,Jack Knllnholtz ICHUMB-Iwltsl. J.H.:k Kmmholtz is Microsoft's Director of 
Fcdt.:ra; Govz::'nmcnt Affairs, He work~ ill \V~L<;hingwn, I),C. 

• 	 BnH! Smith (T), £3rad Smith is the GCI!cm! Counsel fot International !\frairs. Hc is 
viewed as a potential succesSOr 10 Bill Neukom. 

• 	 Chri~ Larson (T). Chris L.<lfSOn is Ill:..: most sCllio:- Mic]'osoft t:)"ccl!livc who <;lIppmts 
nil! Bradley. It is unclr.;ar whether hL: will ,ntend th.: r.;V(;nL LarsDIl b H pnn owm;r or 
the Seattle Mariners . 

., 	 Greg Maffei Imch-FAYI (T). Greg Maffei is the company's CFO. and the most 
senior cxt:r.;utive to back Sen. John McCain, lt is unclear whether IH! will attend th~ 
event. 

'. Cruig Mundy (T). You visited with Craig when you visited ReaINc1\vorks. ·it is 
·'·unclear whether he will attend the event, 

• 	 John Kelly. A's Director of ,Government Affairs, J.ohn Kelly coordinates the 

conipany's federal PAC cOl?tributions: i-Ie is 'a former aide to forme~-Rep._ Rick 

White and Sen. Slade Gorton, He will grcr.;t you upon arrival. . 


, .'.:" ' 
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• 	 YJiIiC Egan. Mike Eg,Ul was hired as Government Affairs Manager after last year's < 

mid-tcnn elections to hdp John Kelly coordinate tIle company's federal PAC 
contributions. He i$ n former top aide to Sen. Patty Murray. He will greet you upon 
arrlvnl. 

ATTAClIM((NTS 

• 	 Your remarks 
• 	 WEB mtic!c on Microsoft case 
• 	 Microsol't public policy issues 
• 	 Tcchll010gy trends 
• 	 Technology accomplishments 
• 	 Technology Q&A 
• 	 July 6, 1099, Seafile 'J'illws articlc 
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EYES ONLY, 

ARTICLE 

What Comes Next in the Microsoft Case? 

l,.<I$! I~riday judge ThoJll~15 Penfield hckson released findings of fael ill the 
umitrw;t case against Microsoft. The next scheduled step is the issuallcc of 
conciu:-.ions of law, followed if necessary by the dctennlnation of appropriate 
remedies, It is pos~ib;c that the parties could ncgoti,uc a scitlemcnt at any time in 
tbe plllCCSS_ 

Findings of f<td. J~jdgc Jackson fOU;ld thaI :..11CI"050(1 had ll1onnp:)ly power in lite 
manufacmrc of operating systems and that i; used that pow:.:r 10 preserve its 
posi~jon hy fo:cstalling competition. lie found that <in operating system. such ~ls 
Wif;dnws 98, inci;l(ics a collection of programs calicd Application Product 
llllclfaccs (APL~), designed to provide o:hcI" prog!ams with a mt:ilns (If i;\tcracting 
with 1')(; C01:lj)Ui:::r'S hardwaJe. He c(includ~d nnl only thai Microsnft was the 
major sU;lplicf of these AP15 b\.lt also that the comp;tny tned to prevent other 
eOlllp~,nics fnnl developing fheir own APIs or programs lila! mighl pctform 
similar fUlIctit'J\1S, 

EITcd:o 1111 cumpctitur:;, Judge Jachon cited numerOus insHmcbs in which 
Micro_;;oft leveraged its monopoly SUtHiS to the dctrimenl of c()mpcli!ors, 

( including ones involving Sun '5 Java. Nctseapc's Navigalor, fBlvfs 032,· and 
lnlet. In th(: mid-l 990s, for example. Intd developed new PC microproccSS(lf 

. fcailln:s thai il fell Microsoft's Windows did nO) fully support. Intel decided to 
wrile its ()\\'Il interface programs 10 allow sortwaTC dcvelopers to aCcess thcse 
~\dvanced features, The Judge found that Microsoft, in order [0 prcvcnt Intel's 
entry into the API market, pressured m~~ior computer munufuclUrcrs not to install 
~hc softw~lrc ;lnd Ihrcaiencd not to support Intel processors in sllhseqllcm versions 
of Windows li:l1css Intel stopped deVeloping interrace software. Faced with ~uch" 
pressure, Intel relented. 

Etrccls on consumers. Juc.gc Jacksoll foo;)(llhat Microsoft's aclions had serious 

and 'f:lr-rcnching imp:V:,;iS on COI"511mcr:d1Csidcs limiting Hccess to new h:mlwarc 

featllics. First, hy unnecessarily lying ilS Web hrowscr Explorer 10 Windows, 

Microsoft forced an manuractufCrs to ship computers with this hrowser, This 

forced bu'sincsses and c'onsu~ers who did' not want to use Explorer to _incur the: 

cost (~f,usirg'an operating ,system that ".vas un'!1ecessiuily ~low and took up mo~: 

storage space than one without' a' browser. Similarly, the Judge concluded/ ,". 

¥icr.osofl 'forccd consu~ers. to li,se overly'complicated techn~logy by preventing ,; -: ' 


,software manufacturers from adding soft\yare that eased consumers' introduclion 
to tlH:ir new compulers. What the judge 'found most,problematlc, however, was 
thal Microsoft deterred other companies from producing any software that could 
i.ntcnsify ct?mpctition, aga.inst one '?( its core products py dcv~loping'a rCplltation 
f()~.ptlll.i;;nlng $ud~ efforts.. ' '_' ' ..,' . '.' ,'' 

" .. 
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Next steps. Judge Jackson has ordered the parties tO'file memoranda of Jaw with( 
respect 10 the conclusions of law that the'Court should draw, He fUl1hcr ordered 
th~\t these memoranda should 1101 address the subject of remedy, or injunctive 
relief, which will be addressed in a separate briefing if wlln':lnlcd. The current 
schedule Cillls for the Judge to have these memoranda of law by Junuary 3J, 2000. 

The issue of remedy thus remains speculative at this"point. However, remedies in 
antitmst cases typically fit into two basic categorie~::' ' 

• 	 Structural remedies such as the AT&T divestiture try to eliminate monopoly 
by hreaking rim:.s with mo:)()poly power into plcces. In the case of AT&T, 
lh~ sculcmcr:t separated the IOllg-l);s::mcc COrrlpHIlY from the lncal telephone 
ct'>mpanic..<;, removing any ability for AT&T to usc monopoly control of the 
10::al market to limi[ competitiorl in the loog-distlmce m:'lrkct. Some have 
argued [hat <L break-up of Microsoft might not resolve the underlying 
competitive probJem idemiftct.! b·y the Court. because separation of the 
<lpp~ications segment of the company (word proccs.sors and spreadsheets) 
frOir. the operating syslem market would not end the monopoly in the laUcL 

• 	 l~ghavioral remedies would require tv1icroson to abandon p:"oblcnmtic 
husiness practices without changing (he structure of the company. Behavioral 
remedies in {he Microsoft case mighl include providing universal J.lccess to 
t'echoical specifications. rcquirlllg unifmm plicing. Or scpardting the browser 
functions from the operating system. It remains a ques!ion, in light uf the 
findings of fact, whether slIch behavioral remedies would work jf Mtcroso(t IS 

ull(lwcd 10 rctain its monopoly in the operating system m<trKCi, because the 
wmpany would still have an incentivc 10 deter future entry and hcc:!Usc llO lisl 
of prohibited 'Ictivities eQuid ever be exhaustive. In fact, in the consent decree 
fmm Justice's preV!OU5 suit against Microsoft, Microsoft <lgreed to avoid 
specific contmctual relationships with manufacturers and to .\Void using other 
exclusionary practices that achieve similar effects. 

Conclusi(~n, The Court found Ihat Microsoft has monopoly power, which it has 
used tu forestall competition" If the COllrt subsequently rules that Microsofl bas 
vlolat;:;u the antitrust laws, the design of approprinte remedies will involve 
cl)mpli'ca1c4 economic and Icg1l1 considcr<l!ions. ' 

,"
J ',' 
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c MICROSOVI' PUIlLlC POLICY ISSUES 

}I~xp(}rt Controls: 

• 	 As YOll will recall, (he Administration announced earlier this fall an 1n;;;n,\\:-c in the 
pcnnissiblc MTOP (minions of theoretical operations: per second) level of computers. This 
change would, under existing Jaw, go into effect in Jan, 2000, At the time of the 
announcement, the Administration culled on Congress to shorten the time for Congressional 
review or such export changes from 6 nlonth;:; to:lO days, This Congrt!ssionai Jay over pcriotl 
was imposed on the indllstry by the Republican CongrCHl'1, In recent days, Senator Warner 
(Chairmlln of the Senate Armed Ser\'ices Comm.) has agreed that this parlictllar change can ~ 
_.. in modified form ~~~~ go into effect s~oncr. 

• 	 The Administr:1tinn and the industry still wan! gr~ater freedom to mise the MTOi) kvd more 
rapidly. 

Encryption: 

• 	 The Administratioll IHmotl!lced a substantial relaxation of the ~xports of encryption products. 
The finnl regulation imp!cmenting this announcement is due December 15th. The industry 
has been anxIous thnt the regulations do not narrowly construe the definition of whnt c;m 
expurted without a Ikense (e.g. retail products), ulid that we narrowly Jeline the recipicnt 
entities who n.v'qu:re licenses (e.g. go\'ernmcnts and government o\\,TIcd enterprises), :Some 
companies have expressed coneem tlmt a narrow definition of "retail" could tlJlfuir!y benefit 
Microsoft 

• 	 The NSCfNEC proccss has !lot yel comp!eted their review \If the draft regulations. It is clear, 
however) lhal most Microsoft products \"111 be "retail", and thus exportahle without a license. 
It is my understanding tha.t Microsoft expects this result. It is also true that many other firms ~ 
~~- outside the customized network equipment realm ---~ will also be called "retaiIH

, '111C 
definition of government. is unresolved, with substantial internal discussion about what rules 
should apply to government owned teleos and ISPs. 

• 	 The Administration has long supported a patent reform ~ill that improves the operation of the 
patent system by making it more transparent and more sim~hlr to the Jaws ofother nations:' In '.. :;...,...../.,....n•.. ,, 

. a·i:l~hion,. the legislation goes ~ long way towards !!reinveilting" the p'atent an.d T~8demiuk"·... :'~~':'};~~~~;{' 
Office as a PBO; ",·,,~>v~,» 41l';}.fl~" 

• 	 The patent bill has been pending for almost five years: It is strongly supported by mM, 

Microsoft and all major companies who perfonn R+D. To date, the bill bas been held up by 

Senator Shelhy, who has been acting on behalr of Phyllis Schally and the Eagle FonlOl,
. . 

'. '.. 
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• The patent bill hus been incorporated in the Satellite Home Viewers Act (SHYA), and the( 
conference report has passed the House, Senator LoU is trying to strip the patent portion of 
the hill, at lhc request of the Republican right, even though the companion Senate bill h;lS 

been reponed by the Senate judidary Committee by a vote of 18-0. 

l~ Signature: 

• 	 This bill started as a straightforward attempt to give the same legal dignity to contracts that " 
are entered into electronically as signatures in the landed world, The House passed a bill on 
this topic this \\'cck. Along the way, hOWt:VCf. the House bill \vas amended, inanfuHy, to 

remove many consumer disclosure requirements. For example, under the HOllse bill n 
consumer who has a right to have a paper copy of a Truth III Lending statement, or a 
mortgage disclosure agreement may '\vaivc" that requirement on line without knowing of 
their rights_ 

• 	 The Administration opposed the House bi!!, The bill passed the House overwhelmingly with 
New Democratic support (lead hy Jay Inslec). Microsoft supported the House bill, and 
argued that COl)!jumcrs should be able to "knOWingly" waive the consumer protection statutes 
on line, 

• 	 In the Senate. the pending Senate bill (by Ahra:lan:. LcaJ~y and Wydcn) there arc no scrious 
consumer protection prohlems. 

• 	 We cxpeCl 10 work with Demoen\ts in both hoJ;;::; to come up with a biE that is more rohUSl 
for e commerce than the Senate hill, but 1liat if> morc c0I:sumc;' protection friC11dly Ibnn ihe 
I-louse bilL 

Immigration: 

• 	 As you will recall the Congress increased the limit on 1'1 1 B workers last year. During the 
course of this year, the INS granted about 10,000 more H 1 B visas than allowed by law. The 
INS made a series of err~rs, We are likely to avoid applYlng the overage to either last year's 
quota, Of tn this year's allocation, 

• 	 The industry ,continues to press [or un ney;, increase in the H 1 B limlt Organized labor 
"continues to be very strongly opposed to any change in the law. 

ET..:" 

.", 	 ' 

',. 	 The Internet ~ax Freedom Actcreated'a three year moratorium on the imposition of,'. 
discriminatory new Internet taxes, hi the meantime, Congress created a.19 person advisory, 
committee. This committee is chaired by Gov. Gilmore QfVirginia. The federal government 
has three representatives,on the Commission."lhe remaining members, chosen by the 
Congressional"lcadershlp. Include state and local government officials including Gov. 
Locke,"The 'Comnussion report ri due in April, The' Commission may only ·submit a report 
supported· by 2130filS mom""r'" ' . c 



c • Many in the Republican Party arc seeking to usc this Commission as a political 1001. Gov. 
Gilmore, Ctmgrcssman Kasich and others. have caned for making the moratorium on Internet 
taxes permanent 'l1lCY nave mkCI11WO additiunal slips: essentially barring the collection of 
sHIes tuxes for lntcmct sales, and repealing the li:Jcraltclcphonc excise tax. The 
conseqllCr,ccS for state and local govt.:mments arc pmfound. Currently about 1/3 of all state 
revenue comes from sales taxes. Under the pending Gilmore fonnulation much ofthis 
reVenue would' be lost to the states. The Federal government would lose over $ 40 billion i,,'-, . " ,; 
over the next ten }'cars if the telephone cxci:-:c tax is repealed. Finally, the Gilmore approach 
could Icnvt: many Main Street retailers (who have to collect snles taxes) at a tremendous 
competitiw disadvantage. 

• 	 The J'\:dcral offic.ials have attcmpied to play an honest broker role in public, Behind the 
scenes we have been attempting to wo:'kwith Governor Lucke, Gov. Levitt of Utah and the 
other local officials. These Commission members have a prnposal that would not increase 
taxation by state and local governments, but which would go some distance in tenns of 
"simplification" .It is important to maintain this studied neutrality. 

~ 

Jntcrnct/Compulsory LiccnSl,.~1 SilVA: 

• 	 During the consid..:rntion of the ~atcl;ltc Hom!.: Viewers Act, the conferees added language 
111m "cl:lri fled" the application of the c:lh!e cl)mpulsory license to other technologies. As 
written, tht:: IIQu$~ pll,sscd CO:lfCrCllCc !\:port r1mports to rcstatc currcnt law hy.asserting tbat 
cable compll!st1r'y !kensc dOl!S not apply to digital online communications servil!t::>. 

• 	 Th~ on tin(." community, especially AOL and Yahoo, arc very upset and claim lhal this is not 
current l~l\\" and that it was a Sllct~k attack, 

• 	 The Administration h~lS not takcll a public position Oil this issue, in part, bccausl! of the 
volatility of this issue. We can also expect the Republicans to mflict wounds on themselves 
in trying to get out of the fix they put themselves into, The Hollywood community, including 
movies, reGords. and broad<4!stcrs arc very supportive of the pending btlL Substantial support 
for the Conference report also comes from the content oofllmunity, including professional 
5portS leagues nwl tcam~, as well as the NCAA. 

Cot'J}oratc Tirx': 
. '," 

.• , Microsoft has two major tax issues: the R+D 'tax credit, iind the Foreign Sales Corporation; 
On R+D, an extender bill will pass,before the eri~ of this s'ession. The length of the +D,",;,.:"'~'·';: 

. extension WiU.be bet"Y{ee.n 2 and 1/2 years and 5 'yearS: I would guess it is' more likely"iO be;! " 
fou:r or live. The Administration strongly supports the extension, A five year extension costs 
OVer S 12 I;illion: 	 ,. . 

• The FSC tax issye is.vcry, very complicated. This tax statute was amended iu 199710 include 
software companies sucl) as Micros.oft: The statui;.:: lias been successfully challengc;d In the . 

( WTq). In October, the .WTO d!=termincd thaI the'statute violated 'some of their subsidy rules. 



c The United States disagrees; and we are seriously considering an appeal. In our view the 
Unjtcd Stales has the right to treat certain income outside the United States in n manner 
collsistent with the FSC rules. We do not think 1he v,rro has the authority or competence to 
judge: tax issues. 

Chin..: 
" , 	 .> 

• 	 Microsoft, like many other American high tech firms) is very interested in the China(m'arket: 
Among the most difficult issues in tbe pending negotiations are the attempts by the Chinese 
to limit nf har, United States ownership of Intcmct companies. On a related issue. the 

. Chinese arc attempting to limit the percentage of non~Chinese O\vnership of 

telecommunications firms, and limit <lCccss fO certain gateway cities within China 


IT Squared: 

• 	 Earlier this year, you announced a major new initiative for the Administration to double 
(over 5 years) jt.~cral investment in infoffilation R+D. This budget initiative confonned to 
the recommendations of the President's Information Technology Advisory Committee 
(iTAC), More th.U1 2/3 of the money Wi! sought was appropriated. The NSF did particularly 
well in tbei .. appropriutions allocation for this project Curiously, the Republicans were so 
petty thnt they have barred the ugcncics from using our name for this project in their 
expenditures, 

( 




TECllNOLo(;V THENIlS( 
Software. 
• 	 ThiR year MicrosoH rolled out their omcc 2000 suite, This fall they arc rolling out their Windows 

2000 operating system. They have successfully made virtually all ofthcir products Internet 
cupable including Microsoft games and their Office Buite. Additionally. as more appli.mces gain 
computing power, Microsoft is developing the operating systems that will drive these devices. 

" 

Semiconductors. 
• 	 64 hit "r(Jccssin~. l.",lid-ycal" ::'lex! YCili', Inld wlH debut Merced, Intel's !ir:>:t 64 bit proccsso::, 

These 64 blt procc.sflUi' pmbably won't make it into PC~ until 2002 \vhell'the prices have entac 
down. Companies like Microsoft will then have 10 develop new operating systems that can take 
advantage of the new poweL 

• 	 Moore's Lmv. Moore's law is expected to cominue at least until 2012, Your 1"1'2 initintivc will 
help provide imp0rtanl rese3rch investments for the technologics we need down tbe road to keep 
thj~ innovation going, 

• 	 Everything on a chip. Once complex operations nre now being pUl entirely on a chip. One 
company ita') now develop an internet Server on a chip allo\,.1I1g any smart appliance (coffee 
maker, refrigerator. dishwasher) to be connected to a network and operate through web based 
applications, Other companies arc creating gene chips that can tesl1!iotlsands of genetic 
sequences 3t the same time. Our natit1nallahs are working on "Jaooratmle::' t'n a chip" 
technologies th:ll can, Cor :nsta:iCI;, :.mn~yze crime scene pr ~ther data on site. 

• 	 Microtcchnology. t>.·1icrotc:chnology, creating miniinurc·gcars, valvc;:{, mOWr:>, sensors tUld other 
micro scale technologies on the surface ofa chip is on the verge of unleashing {mother huge 
revolution io technology. Arter Mlcro:echnology. nanotechnology \<vhich \s microll1f1chinc.s at the 
atomic scale wi!] continue to drive this revolution. 

Computing. 
• 	 Cheap Homc Computcrs. The price of (he home computer continues 10 fall. Consumers can find 

home computers in the $300 range - although many oCthese package:;; either require a multi-year 
ISP contract at an additional cost, ~cquirc you to compromise your privacYl or set aside u portion of 
yom screen for adverHsi~g. Nonetheless, prices for home computers will contimlc to rall helping 
to bridge the digital divide. 

• 	 Ubiquitous Computing. Computing power will soon be found <;!verywhcre, !'DAs like Palm 
~ilo1s are just a first s~~p in the move to "ubiquitous computing" where everything can·be smart 
Alrcady IBM has developed a 1 Gigo:byte hard drive tile Sll.e of a quarter. Others are developing. ;(./,:::,-, 
digital newspapers that are as flexible as a newspaper but have the smarts of a computer. ···':~>-',':·,~~~t>t:~:'l 

. . , 	 '..' .:: ..:;:...~L'~::;~i~,: 
Telecommunie.ationsllnternet Aeeess.· ". . , : . '. . ' ';:: ;.~\1lI1\ttrl 
• 	 B;:".dband. By'one eStimate w~'oould see 6.2 million .obiemodem hQuseholdsby 2003. uP'fr~;;;'·IiI<.' ", 

roughly halfamillion users today, DSL, through !hiphone lines, will reach 2,9'million " , ,u:,'/ 
households in 2003 with much of it." 'grQ\vth coming after the year 2000. Competition amongst ~'\,," , 
08L providers and between DsL <lm\ cable modems is a sign that tlle Telecommunications Act is 
starting to work. . . . . 

.'. , 

. ,.' 



c • Backbone wlltinuing to grow. A host of new -.:ompanics like Level) and Quest (as weB as some 
old) arc putting hundred ofthous<l;ub; of miles of fiber inlo the ground guaranteeing that backbone 
speeds will continue to adv<lllcc. 

• 	 Advanced Wireless Services. We will continue to sec new wireless devices as all ends of the 
spectmm. This. year companic.s arc beginning to offer, PDAs and cell phones with Internet access. 
Soon, \\ie will have "third generation wifeless" technology that will offer high-speed wireless 
access to the Internet At the same time. home will have access to digitaJ televlsion (about halfof 
homes have access to digital signals today), and digital radio in the future, 

• 	 Cost of Access. Americo enJoys the cheapest access to data ofany country In the workL ISP, long 
distance, and wireless access will continuc to fall. We now have tbe lowest long distance prices in 
history. Busiocs~v...eek recently \vro!C that a:; tdecom companies continue to bundle services 
togethcr, soon tong distance <:lIsto;ncrs will he {liYercd free hmg distance calling. Wireless service 
costs have fallen by 40% over til(,; last three years. 

Internet. 
• 	 Application Service I)rovldcrs. One major new trend on the internet is the development of sites 

that provide applications thut used 10 be deliven.--d through a program 00 the desktop. These new 
sites are known as Application Servicc Providers or ASPs. It began when companies like 
Microsoft's Hotmall begtm providing an c-m<IH appiiC<ition on the Internet Now otber portals arc 
providing calendars, addrc.qs hooks and other .applications on the Internet allowing you to use 
everything tbat is normally on your desk top from any Internet connected computer, 

• 	 Bamlwith Disparities. W~hsitcs :lr~ now having to develop version of their content that appeal to 
'Iow~bandwidth users that access tIll.! Internet through PDAs and cell phone while also developing 
high-band'Nidth versions that contain video, audio and high resolution graphics that appeal to the 
broadband crowd. 

• 	 New Applit';ttions. As more people get access to broadband, more ofthe traditional media arc 
being offered over the Internet Voice oyer the Internet could soon take off as prices come down 
and quality goes up. Online interactive games, multipoint videoconfcrencing, streaming media. c
commerce and plair. old ckma,il will cor.tir.ue to drive. triiffic. 

Electronic-Commct'('c. 
• 	 E~Commerce jg fundamentally cilllngitlg the relationships between buyers and seilers, producers 


and consumers. 

• 	 Over 2 hillion orders will be placed over the lntcrnet in 1999. Holiday shoppers are expected to 


spend ["ice as much in 1999 as they did in 1998 ··$6 billion. 

• 	 Large "Bricks'?lld monerll retailers (Macy's, HomeDepot etc) arc n"ow getting serious about .. !....... ' 

. electronic commerce and establishing major,onHne presence> s to compete with their online ," i e' "-:~~r:~ 

.counteiparis who have been taking away' their business. . . . .' :<,,~". ;~\~: 

• 	 Woman ace' expected to pass ·men as bigger buyer online in the" next Couple years, Major,web'si~"~~6~fti 
are now starting to retool their websites in cOlors that appeal more to women and with more ," -';;;!~';./iI'\'~~.
informritiQo. . . " ..*.: ~":,,. 

• 	 Business Lo business c~conlll1erce' as 'opp~scd' (0 business to 'consumer transactions is where the 
real c-commcrcc money is - the bUSiness to business c~commercc should grow to about $2 trillion 


. by 2(}04'compared to $200 million for hlisincss to ~QnSUmcL' 


.. Small "e-t.ililcrs; are:also growing, E~bay'cstin}ates th~lt the're nre now 20,000 "pow.er-\;lsers·' who. 
'~nakc $~.-oOO - $3;000':1 month - enough to makf7 a jiving (1fT of. , ' . c 

http:cor.tir.ue
http:addrc.qs


c VICE PRESIIH:NT GORE: 

L1cAllIN(; AMERICA INTO THle INFORMATION AGle 


Vice President Gore has led the Administration's efforts to keep America at the culling-edge of 
till: Information Revolution, and to ensure th<lt the opportunities of the Infonnution Age are 
available to all Americans. During the last seven years, he has fought to connect every 
classroom to the Internet, promote electronic commerce, bridge the "digital divide," ~din.crease. 
our investment in long-term research that will create high-tech, high-wage jobs. Unde'i.·his<~;~.,:-.~ 
leadership, more than half of classrooms and 90 percent of schools have been connected to the 
Internet. More than 100 million Americans now have access to the Internet, and electronic 
coinmcrcc could reach $1.4 trillion by 2003 in the U.S. alone. 

I. 	 Connecting our children ttl the future: Vicc Prcsidcnt Gore has set a goal of cOIlHccting 
every classroom and library to the lnternl!t by the year 2000. He has also fought for 
investments in technology training for teachers, modern computers in the classroom, and 
high-quality education 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 51 century, and help improve student performance in all academic subjects. As a 
result or the Clinton-Gore educational technology initiative: 

.. 	 The number of classrooms connected to the Internet has increased from 4 percent 
.in 1994 to 51 pcrc..::nt in 199X. 

• 	 Thc ''f.:-wtc'', part of the Telecommunications Act of 1996, is providing $2.25 
billion in 20% - 90% discounts to connect schools and libraries 10 the Internet, 
with the deepest discounts going to the poorest schools that need it mos\. 

• 	 Grants supported by the I?epartment of Education are training 400,000 new 
teachers to usc technology effectively in the classroom. 

2. 	 Promoting c-commcrcc: Electronic commerce is making it easier for small businesses to 
reach 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 Gorc has pursued a policy that allows electronic commerce to flourish by 
eliminating unnecessary govenunent regulations, and relying on private sector leadership .. 	 . 
whenever possible. The Administration has made significant progress on many of its top 
e-.commerce priorities, including: 

'''.'' ,_.' ...._ 

• The Internet Tax Freedom Act, which created it 3.;.year moratorium on Inteme(,·. 
'. acCess taXes and taxes that di~criminate against e-cO~erce'; The Act.rusa' 

established a commission to look at the long-term tax issues raised by e~. 	 .. 
,commerce.. 

• 	 The pigital Millennium Copyright Act, which helps protect America's· intellectual 
pr9pcrty in cyb~rsprice. 

".-,'. 

',. : 

,,..,._........,-.1.: ... 
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• 	 The Children's Online Privacy Protection Act, which requires commercial Web( 
:;itcs to gel a parem's p..!rmisslnn before collecting personal informatIon. 

• 	 l\.hking cyberspace a "duty-Iree zone" by winning an agreemellt ill the World 
Trade Organization 10 pJace a tempOrary moratorium on duties on electronic 
transmissions. 

• 	 Encouraging the private sector to protect individual privacy through self~ 
regulation, third-party audits :.lnd cnfort::n:cnt mechanisms. In just over a year, 
the number or commercml Web sHes with privacy policies has jumped from t 5'YlI 
10 66i1A 

3. 	 From Hdigital divideft to "digital opportunityH: Currently. households with more thall 
$75,000 and higher arc than twenty times more likely to have access to the Internet than 
those at the lowest income levels, and more than nine times a!' likely to have a computer 
at home. In addition to ensuring that all scbools and libraries are connected to the 
Internet. under Vice President Gore's leadership, the administration has also taken other 
steps to bridge the digital djvide, including: 

• 	 bcrcased investmeni in Community Technology Centers: The President's 
FY2000 budget caUs for $65 million to support Community Technology Centers 
it: IO'N~income mba!'. and rural nc-ighborhoods~ lip [ron: $10 million in FY99. 

., 	 Supporting innovative applications of infomlation technology for low~incomc 
families through the Dcpartm<..:nt of Commerce. Examples :n:,;:udc the usc of 
tekmcdicinc for prenatal care, telemcntoring for at-risk youth, fI national 
computer network for local food banks, and distance leamir.g for people who 
have lost their jobs. 

• 	 Challenging thc private s.ccto:- to- develop new busincss models for low-co:::t 
computers and Intcmet access •• to m¥<c un!versal access at home affordable for 
all Americans. 

4. 	 Keeping America at the cutting-edge of Internet technology: Today's )ntemct is an 
outgrowth of U.S. government-funded research in the late 1960s {ihe ARPANET}. To 
maintain America's tcehnofogical edge, it is critical that the government increaSe 
investment in long-tenn r.~ch.· 11lat's why Vice President Gore has rought for the, 
l!Next Generation 'lnte~et" "" which is connecting universities and national labs at 'speeds"'" 
that an, 1,OOO'times fuSterthimt:o!lay's Int~ Scientists are developing new· ... <.'. ••••. 
appliCations such as 1e)ememcme:- which ~llows a dOctor to see real-time tmagery ofa 
beating hean. 	 . . 

2 	 , :. 
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Tcchnnlogy Q&A 

Q: \Vhat hi~h-tcch agcnd:1 would you Ilrolllotc as President'! 

A: I think we need to do 2 things: strengthen America's position as the leader in the high
tcch industries of the 21st century, and ensure that more people have an opportunity to 
participate in the Information Revolution. 

To keel. America af the ('ulling-edge, I wIJuld 

make the R&E credit permanent. so that companies can plan on it 

double our investment in long-term infi:mnation technology- research, as 
recommended by the President's Informatioll Technology Ndvisor), Committee 

promote c-cornmcrCl!, by, for example, making cyberspace a duty-free zone and 
encouraging industry self-regulation 

Cllsurc that our children arc equipped for the workplace of the 21 51 century -- wilh a 
world-class education and technological literacy" 

Q: Do you agrcc with your .Justice DCIHU"tmcllt Oil the Microsoft case'! 

A: This is a law enforcement matter. The case is pending in the courts, which is where it 
belongs, and I'm not going to comment on the specifics orit. But I will say this, 
Microsoft is a company that has helped to create tremendous economic growth, create 
jobs and drive innovation. One can't come here to Microsoft and not notice the profound 
impact that the company has had in this area. But Microsoft's impact is being felt mound 
the world. It's a testament to the hard work that you do here evcry day. 

Q: What do you think is the government's role in limiting a companies ability to 
innovlltc'! Ithc Microsoft suit qucstion phntscd differcntlyl 

A: I believe that innovation has been the key 'to our economic success. Over the last 50 
years, about half of our economic growth has come from innoyation. I believe. 
goy-emment h~ a role in helping.to spur ~ovatio~ l?:oth.by suppory.ing invest:P:ten~ ~~":' "'. ..,;<...~". 

. innovation, and when it comes to.the-Intemet, by getting-out of the way· whenever "~. .: ::.: ";;'.~'~"',< 
. possible. That is why I am supporting a permanent R~D tax 'credit and a doubling-of 
.infolmation·technology research. I also have StlPPOrted ~·generally ~'hands off; policy .... ; 
when it comes to lntemet regulation and deregulation. of the telecommunications industry 
which.is now bringing llS new broadband services. 

But.ifyou are asking about the government's role in the Microsoft case, that is ajudicial 
procee.di.ng ~hat is 110t appropriate: for' n~e 'to cOl~lInerit" on. . . 

. "'. ".' . 



c Q: Will \Vindows 2000 he considered ~I "l'ct~lil" product and 111lI:-; :llIowcd to he 
exported under your new encryption regulations'? 

1\: 	 First off,l want to say thall urn glad that we have made progress on encryption. 
believe our new policy helps tn balance Microsoft's and other company's- needs to export 
encryption products and compete in the global marketplace, while still protecting our 
vital national security needs. As you know. our new policy allows retail products to 'be 
exported under a license exception tp all cnrlwtl.Scrs; except in the seven state supporters of 
terrorist;), Tht;Sc rcguJalory changes baslcully open the entire commercj~ll sector as a 
market for strong U.S. encryplion pmdlicls.· II is my undl,.;rslanding that most ifnot all 
Micros0fi products wilt be considered ret.til including Windows 2000. 1 expect dran 
regulations to be ready within a week while final regulations will be announced bY1l1id 
December. 

Q. 	 Arc :you concerned abuut the "digital divide!! 'r What arc you doinf! ahout it'! 

A: 	 Yes, I a:n vcry concerned - info:'mation technology can be n tool to bring us together ~ not 
result in furth~r polanzatiol1l1f 01..1r society, 

To addH.'ss the digital divide, I have wllrked to: 

Connect cn::.ry classroom to the Inkrnet, and provide our cbildren with modem 
c(lmp\\t\,;~·s, t\:dmol()~y-s:lv\'y leadlcrs, ilnd high-Q\lality cdl.cational software: 

Increase snppor! for Commcnily Tcchnnlogy Centers in Jow~incOfnc 
neighlxJrhoods. 

A~ Pf*.\<;idclIt 1 would help bridge the digital divide by 

encouraging U1C ~cploymcnt of broadband networks in low~income urban and rural 
communities 

providing tax lllccnt:vc" for companies thilt give workers in lOW-Income 

neighborhoods the 1'r skills they need 


ithink market 'forces and 'technology Win also help bridge the digital divide;'~ because" ,.,,:...~ 
c9mputers af9 continuin"g to' gC:t faster and cheaper ,every y'cirr,. ' ',.' " .. , ' " _:-:,;~,":;;.1 

.,
lBackground: Nuinber of ~la.:>;sroorits connected to the Internet hao;' increased fro~ 4 ,,','. > ,. ",~'.'! .. ' 


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

incIu'ding the c-ratc. has itlcreascd from $23 miliiOil in 1993 to $3 billion in 1999.' Ju~t 


'this w(;ck, the FCC is cxp!."clcd to send out the last of the not;ncation~ to schools to 

COIl/pletc tl)..: ~I..!COllc,l wund (S2.2S,.Dlllion) of e-fUte funding. ' 




c 12: What arc your goals when it comes to the Interne"! 

A: 	 The Internet is already changing the way we work, they way we live and the wa)1 we 
learn. The Internet is helping to keep this economy growing and provide new 
opportunities to millions of Americans. I think the Internet has tremendous potential. 

In the future, 1 want 10 make sure that the Internet goes both further and faster. 
• '",' i· 

• 	 It must go further so that everyone can have access to the Internet and participate in 
the in/(mnatioll age. That is why 1 have made it a priority to bring Internet access to 
t,;very child and every lihrary in the country. 

• 	 The Internet must also go faster if we arc to take full advantage of the promis!.: ofthc 
in/i.mllation age. That is why I support deployment of broadband Internet acct."Ss and 
dcvelopment ofthc Ncxt Gcneration Internct to help end the "world-widc wait." 

With thcse 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 chcrished values. That is why I 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 .. 

( Q: 	 \Vould ytlU support :1 continued moratoriulll Oil Internet Tax as President'! 

A: 	 /\s you may know, I supported the Internet Tax Freedom Act, which President Clinton 
signed into law last October. The Act imposes a three-year moratorium on state and local 
tax ,~nd trade issues associated with electronic commerce and comparable sales activities. 
Thc Act also created a Congressional Advisory Commission to consider the tax and trade 
issues associated with electronic commerce and comparable sales activities. I don't want 
to prejudge the work of the Commission, but I will tell you that the Administration is 
committed to finding a solution to this issue that will allow the Internet and c-commercc 
to nourish, but without stripping states and localities of the revenue they need to educate 
our children and fight crime. 

I believe that electronic commerce otTers the possibility for anyone with a good idea and 
.. '..a little software to set up shop and become ~c comer store for the e~tire planet. How .,... , 

. taxes ace handled is critically important. Additionally, I support making cyberspace a :. ,.1 .••• ,:.'.••. , 

"duty free" zo.ne intt?rnationallY. 

. ... ' 



c Q: Do you support :1 permanent R&n lax credit'! 

,\: Yc;;, I believe the R&D Tax Credit has been critical to our nation's stunning: !..:conomic 
growth. it has provided incentives for private-sector investment in research and 
innovation that has helped increase America's economic compehtivcness and cnbtlllcc 
U,S, productivity. However, under current law, the credit expired for qualified research 
expenses paid or incUJTCd after June 30.1999, This on~again, (Iff-again nature creates 
uncertaintyaiid makes it so that companies cannot rely on the futl benefits that the credit 
provides. Rasic RCSC<:lfCb, like the $3 billion a year that Microsoft spends. is critical to 
our countries cOll.iinucd innovation. 

! am hopeful that this week we wiil reach a deal with Congress that gives liS at n 
minimum, a multi-yc,lr R&D credit extension. But as President, I will continue to light 
to tuke the uneertttinty out of the process by making the R& D Ta:< Credit pcnnanenL 

Q: 'Whnt flrc the your views or) having legal protections for privacy on the lntc.ntct'! 

A: 1 am committed to making sure that Americans have effective privacy and other 
consumer protcction~ when they go onlinc. Unless individuals have confidence in btlw 
they will be trcalcd Olll)ll":. the full potential of the Internet will never be realized. 

( 
The isslIe we alllh.:c :1: how lu obtaill the protections,;:;o that they arc developed in 
Interne! til11c and wclJ-su;\cd 1(; the new medium, OUf judgment has been that we should 
support scll'...rcgu:Htory privacy coorts, and the rcsuits thi:; year have been encouraging, In 
ear;y 199~, only about 15% or 1111:. significant eOlllll1Crciai \vci:) SItes had a privacy policy, 
In il study done this spring, that figure hau risen to G7U!", - remarkable progress in one 
year l and due in large measure to the work of Secretary ofCommeree Daley, Federal 
Trade Commission Chairman PilOJ:",ky. iUld others to encourage the private seclor to put 
good pmctiecs in place. 

I also want to commcnd Microsoft for helping to strengthen consumer privacy online 
by choosing to restrict advertising to sites that post privacy policies, 

These steps, taken logetlief, <lfc encouraging, but we need to keep a close eye on hO\v 
privacy protections develop tm the Internet. For instance, only }()9/o of the commcrcinl 
sites th,u were in Ihe spring s\lJvcy had ali of tile key privacy protections ~~ notice, choice, ' 

'access. security, and enforec.n~enL We ha\'7 to do better. . ' 

'. J 

" , . ' 

"" 



Q: Should we pass new le~isilltion to speed up the dcplormcnt of hroadband (hiAh( 
speed) Jnternet llCCCSS'{ 

/\: 	 My view is that the TcleCOll)nltmic<1tions Act of 1996 IS starting 1(; work -- and that new 
telecommunications companies arc starting to enter the market Dlld compete with each 
other to provide high-speed I tHemet acccs':l to bomc~ and businesses I don't think we 
need new laws that this point -1 think we should concentrate on promoting competition 
betv.-een different tclecommullications companies. That v.>iU result is morc cust'o'mer ' 
choice, lower prices, and fll:'>!cr deployment ofhigh-~pecd networks. 

(Background: Local telephone companies.are .arguing that existing telecommunications 
rcgulmions arc slowing dm"'ll thci: investments in higIH;:pct.::d networks" The 
Administration disagn:cs, and believes that implementing; the Telecommunications'Act is 
the best way to promote compet,ition a:ld spc~d up :nvcstmctH iti high~spccd networks,] 

Q, 	 Should cable c()mpal1i-l~s he required to open up thcjr~l;ctwork.s ~ so that (Ithcr 
Internet Service Providers l'Hn provide access t~).nlllstllncr~ u~illg these nctwHrI,l"! 

A: 	 The Administmtion is watching tbis curre1lt situation carefully, and will e\'aluate il hased 
011 our concerns for consumers and competiticI1 policy. 

Our goal ofbroadt.!r, faster netwo-rks needs to be achie\'ed by competition and the least 
amount of regulatory intt.!r/cn:m:c possible. We art.! ubo concerned about any 
anti competitive actions ;lIld will keep a watchful eye Oil developments in this arC,l 

!Not~: The Administration has not taken a puhlic l1os.!tion on thi~ issue, but has ckcidcd 
internally that thl:!'e is nn I1cell to act at this tinw.J 



c Q: 	 What is the Administnttion doing to crack down on software piracy? 

A: 	 This is a problem that I take vay $crinu~ly and that I have personally raised with m~IllY nf 
the world lenders that I have mel with o\'l.:r tbe Ia.st Seven years. 

As you know. it is cstin1<Ltcd that more tl1al138% of all software in use worldwide is 
iIIega.lly copied. In 1998, piracy cost the software industry $11 billion in lost revenues, 
and more than 100,000 johs if! the U.S. alone. 

We have worked closely with lhe software industry to ad4ress this problem at the 
dOlllC."lic. hi lateral and lllultiialcrallcvcl. 

Lei me tell YOll ju::a l\ fcw of the steps,the Administration has taken to crack down en 
software piracy. 

• 	 We issued';l Prcsidt:lltiul Directive requiring all federal agencies to use legal 
software, and have used that directive to get China and other governments to i:>:mc 
simi!nr policic:s. 

• 	 We fought for tb.: Digital MiJle:mium Copyright Act. which implemeIlted WIPO 
copyright trc:!l~cs Iha1 the Administration had negotiated in 1996. These treaties 
J;i:lke i~ ckar t1':l1 the right~ Dr c{;pyrighl holders apply 1.0 the IntcfIle1. 

, • 	 We arc pr<:s~ing d~vdqpillg countries to live l:p to rhdr obiigalio:ls under tho 
WTO on "(rack-Related lnlcllectua; Property Rig:l1:> (TRIPS). 

• 	 The JustIce J)cparlmC:lt, the FBl aad the Customs Services arc increasing the law 
entl:JrccIlH.:n: n.:sou;·ccs thc)' arc devoting 10 software piracy. They are working 10 

increase criminal investigations and prosecutions, ma.ke it easier for industry to 
bring referrals. and strengthen crimiruti penalties by amending the Sentencing 
Guidelines. 

• 	 When nc.c<;ssary:- we have been willing to threaten the use ofeconomic sanctions 
to get countrics such as China 10 improve their protection ofintcHectual property. 
lin 1996, wc thrc:ltcncd to impose $2 billion in economic sanctions because of 
\Vidcspr~ad Chinese viol'ations of a 1995 bihiteral agreement·on intellectual 
property - i!~cluding software piracy:] '0:>.' 

,,';., 

• 	 As Presidel:H, I would c.ontinue to make pro~~tiOI) ofu.s. intellectual property a", .. 
. prior~ty. '. . , 

, ," 

.. . . .", 	 .. " ' 



Q; 	 Wltat',s yuur position (in "opcn source" software? ( 
A: 	 r think Ihat this is primarily a nlarketMplac<: issue, not a policy issue. Advocates ofopcn 

source argue that thls form of software development will lead to products that evolve 
more rapidly, are less expensive, and have fewer bugs. If they arc right, companies 
pursuing "pen source development strategics will gain market share. But this should be 
left to the marketplace. 

Some government agenCies arc interested in working VI'ith the open source software 
developers if the)' con't think that existing pn;du::~s arc meeting their needs, For 
cxampk, nur national labs need software that can (Ull on computers '\vith hundr..::ds or 
evell ilhHIS,lI1ds or mic:'oj1roci,::;sors. 

• 	 Open SOUTO'; so!hv<\!'c is software that programmers arc free to rcad, redistribute, and 
modify. Tradit:onal:y, software companies have trealed source code as a "crown jewel." 
and have only dislribu:cc. the "compiled" version of software, which can not be rcad or 
:uodified by programmers. Advocates for open source software clairu that it can evolvc 
morc rapidly, becJt.:sc mOr..: pcople can improve it, ndapt it, and find a:ld Ox "bug;)," This 
is similar to your case Hn the: power of dislrihuted intelligence, 

OJ There is heightened cDllllllercia! interest ill open source software bccHllse orille r~sillg 
p('pularity of Limn: (pronouncci.l "En-~ck...'i). One company that sell:.: open source wftware 
has just finished a vcry -successful IPO, and many lC<lding, IT comr)<mic~ (e.g,. IBtvL 
Orade) arc now porting thclr sof1\\-'are to nIH on Linux. Open SOUrCl! sen'cr soflw:lrc has 
a higher markct sharz: :han Netscapc and Microsnft pat together. 

• 	 The op(m ~oun;e cm:w1Unity tends to be ami-Microsoft, although Stcve B::dm..:r has 
hinted that Microsoft might make Windows sourcc code available, 

.. 	 Open source has not really emerged as a policy issuc - although some in the national 
security community ar..:: interested in exploring whether open source software could be 
!:lude mort; semI!"\! S())lll: in the open source co:nmunity have asked the g0VCf1l1':1Cnt 
consider OJ}'..:r: source· suftware when making procurement dccision$. 



c Q: 	 Whatls your position on increasing the number of HI-B visas'! 

• 	 I undcn:tand how cOll;.panics like Microsolt, that depend upon a wei! s~illcd workforce. 
have benefited from the HI B Visa program, That is why r supported Icgi'llation last year 
that inc~ca$cd the tHllnbcr of visas for :;killcd in:migrmv.s from 65,000 to 115.000. 

• 	 As President, I would prepared to revisit this issue - but j really think that we should 
emphasize preparing Americans to fin these high-tech jobs. After all, these are jobs that 
pay aln,ost 80 pcr<;-Cn1 :non; than the average private sector wage. It's going to n:quir~:: 
co:nprchcnsive strategy that involves: 

lmproving K-12 pcrlnrmafH':¢ in science am: malb~ 

Retraining pCll111c who are already 1:1 tbe worki'nfcc but who lllilY lack CUlling
edge skill,; 

Getting more v.:omcn ~U1d minoritie:-: to pursue higiHcch cnrt:c:~; 

lncrcasing the capaciLY of2·ycar and 4-ycar c;)lIcges t<l graduate more J.;c'op!c 
with higlHcch skills. 

• 	 The Gmes F(lUl~dalion has made a 20-ycGr. $1 billH)r; <.:ommitmcr:: to iu::-:-casc the !lumher 
of mll)orilic:> in ::cic!):.::c. engineering and cdll::,II;on, 

• 	 Representative: Lofg;cn and Scnalor R-obb has introduced n bill that would creak a new 
"T" visa for foreign <:;111dcnts lha: arc graduating from U,S. universities and arc getting 
jobs "-'lith a iota: comp~::1.:)<ttion package of morc than $60,000. Senator Gram:n has 
propoSGd an jncrease in the H 1·[3 cap from 115~OOO to 200,000. 111c Administration did 
not takj~ explicit positions on these bills - but said that the emphasis should be on 
"training American ~orkers for American jobs," There was no serious push by the high
tech community to move legiSlation this year - but this is likely to ehnnge next year. 

• 	 Labor is oppo,sed to u further i;)crease in the cap, lndustry critics allege that there is not 

really a shortage, but that the industry prefers to hire young inmiigrants who a.-e willing 

[0 w9'rk long.hours. mid can not -move from one'company to another be.cause of the 


/," :., ""I"'''\Y~;''requirements of the HI·S visa. h is also alleged that the industry discriminates against- .. 
·older 'workers who lack eutting~edge skins, b:ut who could easily be retnuned. . ,~':.:!'S:\~,'> 

. ',' . 

• 	 INS made the mistake of admitting more immigrants under the H'lMB visa prqgram than' 

allowed by law because of problems' with:their internal information systems', The I:--.JS 

has not d,cddcJ what to do about the mistake (which could be up to 20,000 extra 

immigrants) - but the most likely cour~e of action is to do nnthing, and t(} nltnw t~IC 

immig:rant'> to stay without rcd~Cing the cap in 2000 . 


.;. 



Q. 	 What's yuur position on the American Inventors Protcetion Act?( 
• 	 The Admlnislfmio(J strongly support::: Ihe bill ~ we've been trying to get Ihis passed for 

years" Las! Congress, Republicans a\lowed Phyllis Schlafly and other right-wing groups 
to block this legislation. 

• 	 I hope they don't do that this year ~ Microsoft and otlicr high-tech comparues strongly 
support this legislation. It's passed the (-Io\l$c, and 1 hope it will pass the Senute before 
ihcy adjm;rn. 

Btlckgnllll1<1 

\Vhat the bill docs: 

Creates a "firSt to invent" delcnsc for PC(lptc who have made commcrcHtI usc of a 
technology prior to the filing date of a patent that covers that technology; 

• 
Extends the tenT! of ¥ patent Wl~r.;ll tbere is an administrative delay in the i::,;suancc 
of the p::Hcnt: 

Rcquin:s the publicmion or patents Ii\~month::. aftcr the:.' arc filed. excep1 when 
the !latent will nn:y be ti!ed i'j th.! L S.: 

.Makes it cll:.ier !t)! til.: puhlic to cal! f()f n.:~t:xaml!:ation ora pat;);)1 \\'ilhllUI 
requiring costly coo;t lilig(;liol'; 

Gives the P 1'0 grcHt:.;r Ikxibiliiy so tila! it can 1l1on.: cOickntly serve the l~ceds or' 
Ihe patellt and trademark community - with some ortbc provisions {0 Ol<!kc PTO u 
"pCrf()rnlanCc~bllsl·d org<'lniz;ttioll." 

( 


" .. 




Q: 	 Why i!oi your Administrati.m defending the cottstitutionaJity oflegisJation to restrict ( Internet content tlmt is "harmful to mhhmli'" Oidn't the Supreme Courl rule in un 
earlier case that the Internet should ha'-'c the higbe.t\t level of First Amendment 
protectiun'! 

t\. 	 This is a tough is::;uc, bl.:cau!lc we necd 10 pruiett our children but do it ill it way that i:; 
consistent '.vilh the Constitution. I have generally supported indusu)' self regulation over 
Icgi~lation, The approach that I have supported is to: 

Int:n:ast: law enforcement n;!>ourcC$ to crack down on material on the Internet that lS 

clearly ilh.:gal ~ such as child pornography und obs.cene material. 

Give parents and teacher:) the tools they need M such as blocking and filtering softwan: ~ 
to prevent cl1l1drCll from gcUing access 10 inapprt>priatc material. l htn'C worked with 
industry to ensure that these tools arc "OIlC dick J.\vay" from major web sites. I wan! to 
commend Microsotl for being the (lrst company to put Pies (a iorm of blocking 
SOftvlaTC) in your browser <:mu for being one of the original sponsors of Get NetWisc.com 
tooL 

Parcnt~ mus1 play u role Wo. We must el~courilgc parent'> 10 explore the Internet with 
their children, and llwkc i! t;(I:-:i.;r for them 10 lind the exciting cducntional content that is 
nil [ht; Inlc]'nr,;,L 

IBackgiOund: The Administration originally did not support the Child Online Protection 
Act because of constitutional concerns. bUl Rt::publicans insisted that it be attached to Itl!;! 
year's omnibus appropriation;; hili. The Justice Dcptlnmcnt is defending the 
constitutionality of this law bccause they h~lVC an obligation to defend laws that arc 
passt.:d. TilL" is the second time thm CHngn.:ss has tried to pas::;iegisJalion in this an'::1 
tht: Supreme Cot;n slruck dOWI: an c~rher effort called the Communications Decency 

'\.;::··1 

Q: 	 Congress hus been considering electronic sj~naturc bills, to ensure that agreements 
reached online will have the tmmc effect as agreement~ written on paper. Why hus 
the Adnttl1istr'.Uion 0PJlo;;ed many of these proposals? 

A: 	 'n,C Administration fully supports a law that say~ lhtlt an electronic signature is equally, 
va~id to·a pen ¥1a ink s~gnature, The re~n w~ have opposed the bills is that they ,go.. , '. ';/"-''''''';'':' ' 
much' further amI' permit" piirti~s to an agreement to'bargaiq ,awaY:iinportant co~,upi~';\":~""41.\' "i"~~:~;·:' 
disclosures or protections that-the law'mandates for paper,transactions. '!be electroI¥c·i'!;'.·..·::~~ "(r.,·i~o,i"
world:should be 0'0 less safe than the'paper world. We do suPPort 8 proposed reVision· . ",.'i. "".'z"'·:.r' 

(Abrahanl h Wyden~Leahy) to$. 761 that assures the Ie'gat validity ofelectronic signatures 
without the ill effect5. ' . . 

", ' 

,'. , 
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c Q: The House digital signulure bill (HltI714) WUJI. a()pro\'cd by au o\,cnvhchuing 356
66 votc~ with str(}n~ Ilcmucratic ,\.upport. \ViU the Administration still veto the bill'! 

;\: 	 Tbis paHicular bill couk! pos('; real prohlems for ll:nvary consumers will) need tbe 
cflecti\,<! protection provIded by many of ;:H[( consumer laws. We stwngly snppoli the 
bill cllrn:ntly moving through the Senate and look forward to working with Congress in il 
House-Scnute conference to resolve our concerns. 

('Note: J f pressed 011 vcto: "I won't ;;;pcculatc. We believe [hat the process presents 
many nppommitics lor our c(")J1ccrns to lK~ rcsolv{''{l, so V,'C won'{ hnvc to f~ci.,! thaI 
COIl:':CrJ1. We arc !l,cuscd 011 tbt p,'()cc;';s !()r nov,·:'1 

Q; 	 Did the luslcc amcmlmcnt impron.' ihe digitlll signature hill? 

A: 	 The lnsle!.: mnenument took important steps iorward in preserving $(1)11: COH$umer 

protections. but doc..:; not provide adequate enforcement authority 10 prevent abUSive 
rractice~; . 

Q: 	 What';.. the Adminish....ltion's positiuu un the Satellite Home Vi(~wel';" Act? 

., 	 This is kgisiatioll that the Administratioll \\'<lnt~ to sec p.asscd this YC;\I', 

• 	 We tllil~k tlwt this k;gislation codd incn"::lse c()nsum:::~ choi;:e and cOll1p..::titi\lc - <lUO ,llakc 
.'iH!dlilc an l.\ven st:-nngcr cOlnpc!il(ll in cable. 

• 	 For lht.; lif$t lime, satellite companies will b:.: ahll: to deliver locHI broadcast stati{)ll.'llo;n 

InczIl communitie.'i. 


• 	 Then.: weI'\! a number of provi;;lons th,lt we had exprcssed concerned about because ihey 
.,;ould ~low down competition and reduce .;onsumer choice. COHgrc}..s. hus add~sscs tliO;;l 
uf these concerns. 

Q: 	 Do you !mpport the provision in the Sntellite lioHie Viewers Act thltt prt.'vcnts 
compnnies like AOt and Microsoft fmm eventually offering loc:11 streaming 

" television over thelntcrne~? 

A: 	 Wc generally support increa.,ed customer choice und more competition to: television. 
.1·low this compulsory licens~ scheme should apply to the' Internet raiSes difficult ' 
questions that we think out be studied further. [NOTE: Yoli shouldn't get into a debate 
as.to wht--1her the conference report leaveS this' open.] " '" '. " 

.( 	 .. ,.' 
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BODY: 
At: the helm of what.: i,;.eems like iii. GOP- juggernaut:, George N. Bush Will arrivE 

in Seattle on Thursday and head straight for the Micro/)oft eXQcur:ive offices. 

When Bush arrives in Redmond, the TexaD sovernor wil~ fi:1d n well-worn 

political patt" 


l'h~ugh -:he presidential elect::.on still i~ l.G mont.h:: "way, tlte parm:ie of 
candida.tes t:romping through the throng of millionail;'e!: at Microsoft nlre,ady hajJ 
begun. Last week, Elizabeth Dole, former secretary of. labor and cranspot"t-3Cion, 
met.~with Microsoft Chairnvm Bill :;>ates. !n cl-!e past few month", SUll. Join< 
McCain, R~Al'iz., fO-:::r:'!er S~m. Hi:: Bradl.cy < D4N ,,1., and vice p::0sident Al GOl:!;: 
have fot:ged t:">1S with Microsoft. 

Micronoft, which has built 11 Soft:Wl'lrC e:npit·~ :..r: pal't: by hedging lt~> 

teChnolog:..cal bec:s, !1eem::; to be p:ayi:19 the SIWle safe hand in the presidential 
campaign while s:;epping up its involvcu-.ent. in the political arena. 

7he politiclans who come knocking are hedging the:..r bet::.. ::00. 7hey avoid 
diccussing the ant:itrunt lawsuit l::n:cught by the u.s, Department of Justice and 
~9 states against Microsoft - a case that has pitted Microsoft's competitors 
against: the software giant - because they hav\! no intet'est in" alienating Silicon 
val.ley executives, whom they are wooing as hnl:d as they are Redmond'f) elit.e, 

Take Bush' .. viait Thursday. Theol;etically, the highwpowcrcd viait: could mark 
a C'lomentou8 point in th·.;: 200D prel3idential campaign. After all, Gore,is the No. 
2 C'lar. in an atimi!1istration that is acclllJing M:icroaoft of breaking antitrust laws 
by behaving like an insatiable monopolist. 

But Buah'is'uniikely to explicitly condemn the lawauit just yet. lUld Gates i8 ,:,;~" , »,:'1", 
equally ui'llik,e:~y to pu~licly ~ack B~fJh. or ,any, ca.nd~date. so early, .:" "i' '," ',",::\1\, 

". 
<'....,' 

Rather than take sides, executives at M'icrosoft seem eag~r to spread the 

wealth. Whether by happenstance or deuign, a'handful of senior Microooft 

execut.iveG nav,! !]catt.ered th<:!ir ullegian:::e ~mong tho presideritial 'hopefulo. 


(' 
\ 

.'MicrOB~ft oenio'r executives -are. playing dril:matically gre~ter' roles in the 

.' 
 .. , ,. '. 
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cur1:ent presidential ca:npaigr,i; 1;han in ones past. ,( 
The courtship :.$ !l\uturll. Cand!.datcn have taken notice. The l'ichcs those 

executives have geneL'nted f~om the eye-popping" returns cn chai.: Microooft stock 
make them hard to ignore, 

When teleccm tycoon Craig lolcCaw tiU:OW$ n f:und-rai.scr fot' Bush at. his Hurrtn 
Point hO':ll8 Thun,day wv,;;ning, Microsoft. Chie( Cperat.ins Offic~r Ech Herbold platL» 
to be there, An eager and e#rly Bush backer whose Microsoft shares ar~ worth $ 
80 million, Herbold also jetted to California laot week for a breakfast for the 
Texn;; £'jovcrno::. 

When Gore Ctlr.1C '':0 Seattle to con::::2ude his t:hree-day, qix-cicy ca.npa:ign :aullch 
laut. clOnch, Mic~:oso::t: Grcup Vice Pri1f;i~cmt Jeff R<likc.:: was among t:.hc exclusive 
gathering at a residence: in The Highlands. Rai:-:es' Microsoft stock is worth more 
than $ 4 50 l'll11~:)!':, 

And when McCain came to Seat:tle: to raise money in Nay, Microsoft Chief 

Financial Off icc;- Gr;;:g Maffc~ hOii:~ed th·::! $ 1, oOO·a-plat.c fund-l'«i::;~)< at: the 

Rainier Citlh. 


Even S01\'!'! le,;c:;-set;ior cxecut:i.v<:os • who ncv'~1:::hele4$ has!.: deep pocket:; than'.::s 
to the,lT Microsoft s(;ock - have jumped behind candidates Chris L"rsor., an e,1\rly 
Microaoft hire whose weal:::1 has ullo",',!d hin: to hecooe: a CO-O"''l1.el- of ::hc. Seattle 
~1ariner~:;, ill lnci:ing Bradley, 

And whae Dole came to Se"tt::,= last. \','<2clc a group of: Micros:::ft \'Ioy}:er::; got 

:::oget;Hn: to buy a table at. her :; 5C{)-i\~plat8 b:::cakfant:. 


Kimberly Ellwanger, Microtlott's senior director of corpor.1l';;c affi'li;::;, who 
ov,.;:rseen the cO'.npany' s govet::1ffic.nl: and political actiV~ t:i;:!s. 3nid it. haD become 
more active poli'..:icn1ly the past; few yea!"!;;, as have many technology companies, 

Dut. cb~ sa.::i any :ncrca3c.d "ct.ivity in prenident.:.:al politics o::.ly corz.-ela::eo 
with the overall increase in Microaoft's involvement in government and is not.: 
p3.l."t 0:: a specific :;tl-at.egy of p('1.iring executivas with candidates. 

"Microooft doasn't,:. have a:1y ncparate pr~sidential caropaig:'J strategy," said 
Ellwanger, who a:.:tended the: Dole event. 

It's not surprising to have divergent political opinions at a co:npany with 
30,000 employees, Herbold and Rai~es, in particular, have b0en active in 

.. '.'Republican a:1d Democratic politics respectively.for years, 

But an one executive frow. a POlitically connected Seattle company noted,' ".!J ',,:,/,'r' :'1~,,01:\':.1' 
. Mi<>rosoft .hi)s' learn<l:d 'the i~portance of 'politics the -hard way, .,", :·,',.1'.· 

"Thin it, a company'that was nonp:Jlitical, and now they nre s'iloiug the error 
of their W;JYs," t.he c:x<.!cut.':ve said. "You've got to pay to play. />,oney in the 
mot.her' s' milk, 'imd the·y wer.fJr.' t. f:ced ing the baby," 

http:govet::1ffic.nl


Litt.le ha.a been heard from the most im~ot'tant voice at Microsoft, ned GateD'( 
political COfltt"iblltio:1s If,akc it hard to d::;.v:.nc w:"ich way he wi1] 1,:;an. Last 
August:, for example, Microsoft' 5 chairmall gave $ 2, 000 to the New Democrat 
Network, whie:'l fut!dn middle~oi>the-road Democrat:;;, A week later, the W<lchit:gton 
S'.::a.tc Ropubl iCiln cOIl''JPi!:tee roc,::.1.vccl a$:2. 000 check [rom Gate". 

"Sometimcn. playing hard-to-get: i5 a good $tr"t~gy," said Paul Hendrie, 
managing editor of the nonpartisan Center for Responsive Politico, a Washington, 
D,C., group that studies patterns in campaign contributions. 

';'1\058 cJ<HJe 1:0 Gat.e;,; belicv>2 h<::>: ~fl 1{;<.n~n9 ~oward Bush. f.:nd when G01'C: come a 
to town the day after Buah, a tiltep [1'[. Microsoft 1$ not scheduled. 

The IDw:mit. C<lnnOt ;) ...v;~ IHllpeo Gore'rJ chancetJ with GatalJ. 1'lw Jes:.;ice 
lJepartment has tried to pin. much ot: the alleged illegal behavior on Gates 
personally. And his p\lblic stt.tcment.s· hl'<Ve bee:'! intense, heated and defensiva" 

Gates has rr"....arded loyalty, particularly that: of Sen. Slade Gorton, R-<iash., 
....r.o has used the Senate flool' to crusad<2 agains:: the lawsuit, During a t<ecer;t 
trip :::'0 W<:whington, Gates told Gorton chat: his r~-electio:1 was Gates' top 
political priority. Gates and McCaw recently hosted a Gorton fund-raiser in 
Kirkland. 

The Silicon Valley dilemma 

But. winning GatC:::l' bloll!1lng wit::hm:.:: al~'Jna,;;ins the re.st of t.he lUSh tech 
community is a tough t<\sk. 

While Microl:loft and the rest of the iH:Justry agree on slich policies as 
lifting trade l:estrictions and lawsuit l'efo:tOll, the ilotitrust. case separates 
them. 1<1any Silicon Valley execut~ves b.::lic;ve Microsoft's windowa holds n 
monopoly j,n pe:r;,9onal-corr.puter epe:l'<)ting systems and have eagerly provided 
..:!vidance and test.imo:J.Y to support that allegat.ion, 

So, like many candidates, Bush !'ace~ a Cha.llenge: How doec hi! give Gates his 
view5 on the lawsuit ""'ithout alienating the part of the industry rooting for ::he 
goveJ:n~ent:? 

Some ext.!:clItives from that cornct" are among Bush'a early and -enthusiast.ic 
backcp:;. No\; In:.\st amoHg t:J,cn is ;;il:1 B<:u<-:sdale, the fermer Netscape chief 
executive who was the government.:' s, leado(f wit.ness in the trial. narks.dale 
co-sponsored la~t :we~k's Bush breakfast: in Ca.lifornia, which rained nearly $ 
SOO,DOO. 

Still, Waahj.ngton, ·state Republicans such as Rep, Jermifer'Dunn of, Bellevue, 
an early Bush zupporter, and, Gorton, who is expected to announce his endoraement 
of Bu~h 'th'is week, are urgi'ng Bush to make a bOld.otatement on the suit.. .. 

. " .." 

"Gore will be linked more with the OIdminisi.:.ratior: on thiD,M naid Dunn; who 
has raised $ l20,000 in ;';ao)')i09too state for Buah. "Geo:r:gc !", BUuh has an 
opportunit.y to GP~ak out. It io an OppoI.'tuni ty t:o dt"i va a wedge there." 

(, GOl~ton" who wont to'·Austill, Texus, 1:o'gil.'c firsthand advice, dOc8n',t,<;~pcct 


Bush to make <l Gpecific statement"about the l~wsuit. ' 


http:enthusiast.ic
http:S'.::a.tc
http:d::;.v:.nc


c "I t:bink he might. Day SQ1W::l:hi1l9 ilbotlt t1:<1 !':n<.:t that: t:i:i-s kind 0:: ;,.,\W"'(! j ~~ 

wotlld not hav12 been bcought under his adr:nnist:cation, " Gorton ::1«id. "1 think 
he will speak of tile duhious aspect:> or trying to regulate an induDtry' tilnt: is 
changing 50 l:apidly." 

Who.:: otber:::: En:c: fwying 

Others doubt Bush or other candidates will criticize the lawsuit explicitly. 

"1 think i~ wot"ld be seen as a polit.~cal J:lhlt(:.uve:::," ;;;tdd Sen. <'at!;}' Mun;ay, 
!J~Nnsh. "People would be cynical, bec,:ause Ll1at'S exactly how it would appon!:." 

SOr.le Repuh:jca:):) .:tdvisud aga-lDst. it.. 

"I don't think that's a nmfl).-t political move," said Connie Co::rf!ll, who Wili; 

chief of stuff for former Rep. Rick White, R~Bainbridge r~Li'tnd, and now is chief 
spokeswoman tor the Information Technology Industry Council. "It is the'Silicol1 
Valley VS, :.:he Silicon Foro::::'';', an:;: :i8 ~:::: 30in9 ~o want: to r:eep .:\ more ncutl"al 
posit:.ior... d 

Bo·....ever, "I'll bet he will l«Cdt.-ass the trial, when he gOols to Seatde,' said 
13uoh spokesman David Beckwith. "It: would be Burprising' ~( l:e:. ifin'l::. asked ",bO~lt: 

thnt_ 

pole already took a ct:a~ at: it:. ;';hil.: she held oLf explicit: criticism, sh'"" 
!'.>nid !'>he thinks antitrust l"ws shoul:] be 'reviewed with l>:g<,>l.'O to t.he 
!1:tonflat::..:J:1 l\ge, 

Ambiguous is better' 

could a ne....' adrninist:rat:ion es.!>ent.:ially accede to Microsoft'u .nrgument t.haL 
the Last-moving industry already han outpaced the yea.r-old lawsuit? Could a f'hj;h' 

atton:ey general dump th(t ca.ne, or flc:ttle on Microsoft I n terms? 

The trial ha.s been completed. Final argument::; atU scheduled for later this 
year, with a ruling expected hy e<lrl-y next year followed by a widely anticipated 
appeal. 

By t.:le November 200C elt~ct.lon. the appeals proceeD will be well under ·,.;ay. By 
the ·presidential l.nauguration \:wo.months later, a ,new president would·.have the 

. ~t?wer to pul,l" the P1\l9 on the ,lit~gati.'~n o.r cut: an out-of-'court,.settlem~nt. 

But: such a change would .smack of, a political payoff, said Univ~rsity of Iowa 
nntitrm~t professor Herb "Hovenkamp,- n com:mlta~t t.o the government in the case, 
"If ~nything: th~ government i.s, doing extremely wel~, and you don' ~ dr?p.. ,a C~lSC 
you are winni:1'J, u,:"m if you thought it ,wan improperly bl'ought," 

"Buoh has the advantage of being Oil n,eithcr side" or percc::.v,!ci as beil1g· en 
ll(;!i1;h-,;;c !:lice," said Eugene f1ei9~7r:, tl .1ongt.i1rlC: antitJ:u~H; atto:cno,;y in washingt.on,

( , 1). C. 

.. '.' 

http:washingt.on


"From BUfJh'll standpoint., keeping it: ambiguous iG bect.t;r for him He has VQl.'y( 
little to win \lith the businegfj community. what. he hus to do it;. ho ctlreful t.o 
nnt lone any pointn." 

<YarneD V. Grimaldi! :~OS-4.G4-B;:;SG. E~milil: :i:lrimu1di£ncat::l<:.t:imcs.<:;:om 

GRAPHIC: PHOTO; 1) GEORGE W, BUSH:> 2) AL GORE:> 3) S':'EVE RINGHAH I THE SEATTLE 
TIMES; ELIZABETH DOLS. A POSSIBLE CONTENDER FOR THE REPUBLICAN PRESIDENTIAL. 
NOMINATION, TOURS THE BELLBVUE LIBRARY WITH L!BRARIAN JIM KING FOLLOWING AN 
HOURLONG MEETHtG '",ITH MICROSOFT CHAIRM.'\N iHLL GATES LAST WEEK 
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TIlE WIlITE 1I0USI': 
om...-HI' Iht, Vke i>n',,;jtielll 

£;ur I mllledi:!h' H.de:l.w Cllnt;ll'l: 

;\lHnday, i\by 17, 1999 (202) .t5(t-itt':; 

VICE 1'11ESIIlE;>;r (;OHE LAU):; I'ROGNESS OF 0,,·1.1;>;[ TOOLS 
FOR I'AIH,NTS AND TEACIIERS 

W;::-:hil:glUl). DC·· Bui:ding till tb: blu,:p:'illl ill' laid mel (;l)' !\mcrJ,:;an Edut:UllUll in 21st 
Century in ]owa on SUlluay, Vice President Gon.: tuday ,HHlOHHCC(11H:W progrt·ss on cOl1m:cting 

pan:nts wi1h H.:uchers. in\'o! ving paf*.:111S it) thci r ..:!Jilclren' s education, ii:ld providing parcnt:-: :md 
lcuch:r;; or-I:'ll' f,;Sllurccs 10 :mprnvc children's cdu([!tlon. 

"Nothing 1:; l1)on: Imponm1l1han providing a quality cduca:ion to all of our l'hildrl'IL said 
Vic\.' Jirl'sidcnt Al G(\r.:. "~lIld I appl!;dd tilcsl' i;];jtn'Uliv0 W;IYS :;1 invulvc !l(IH:nts in their 
cllildn..:n . s cd lI\."\ \ iI,ll!." 

"I ;;tn:llW; i;l\'U] \,(;11:...:111 b t'3~e t It i:d ,,: j mp: ,l\'; 11 g _'.ll" chlldren ' -; Cl; dCliIO!:' • Cion..: ad~ed. 
"::Jh: I :,lll plL':lsed ilwi tbls n:.:w. fre\.-'. on·litl!..' iOnl will ht.:lp pn:'cnl~ and tt.'ilch:.:rs work logctber to 
i!11prpVi.: \ 11:..: i r chi [£In.'l)· S l,'ducm i(HI." 

'i"he Lib!!Jbpan jla~':ne(shi;) I::; Ull:.; t.'omp;my Ihm has takLT: lIJ! [hi" chalkngc ~~ offering Il;is 
I);:W (fl.',.' on-line woll(Jf le:lL'hcrs and P_U'L'IltS called "P,I!:!,('; On,:" h.:gil~i1ing ~h;" JUlle, Thi:-; 
:;';:'\'iCL' \\,:]1 CIU:J]e lc::...:h..::':{ \(l ":.t.;hnllt:,:-: Ihe \\,(,;,1 !'O! (h~~f :;pl..'t.'i!i:.. cbs:>nWll111c.:ds .:lIlt! slwfc 
Ihi:> n.:~mll':": wtth slmk"nts :Il1U par:":::11s, From 110m..:. parcnts will b-: able to share tlwse resourccs 
~md \'kw til'': en:i:'L' elm:s c:ll::ml:ll' :Ind \:ICl1' chi!d:'Cll'S pmjecls. 

Cion.: .tlso pr .. ised QtlKr r.;ffort$ WCOllllctl parents and schouls o:l-line including the 
Fmniiy EduClllioll N..:lwmk The Fa:nily Edu<':3tjOIl Nctwori.:. is an organilAltioJl dcdlcntcd:o 
;J!'m'Jdi:lg pmr.;,)1!' \vith !;1C infp, !lHllin;) lIml rC$Ol:n.;c~ t:ley Ih.:;:d to :lCl,'.,dy pa~;icipHte i:t their 
ch:ld~Cl1'.s learning proccss. 

Two ;Cl'il,'S ago, VIC~ hl:,~idc.:nl (;0:'': lllgillighlcd t;,lrlil'l' 1'10dd:.: ofliles('! sC1'vices:n ;;ll 
iUlJllJ;:! Famdy ]{t'lillio:i COilIL'n;'!lCl' d<";\'ili>:d to Jinding ways hl 'i!J'cngthcn r:.nn:lies. and calk!{[ 
ii)]' their fUrlhe( dt.:vl.'i()jmlCnl. Gun: pralscd Ihl..' d~ama\ic dev;..-inj)n:cnl of!hcsi.: sc,vices and said 
1hl'i~ wide :\vailtil,i1i:y will pr;lvid.: ;)ar-:I'lls :md t.;;~chcl,':; i!llPI1li,\J1\ new ways to \vorK to'gethcf 011 

bl'hai r,of 11 lC i r chi!dn:n. 

" 
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Rl'vicwcr Fccd bacl{ 

MAile ANlllUcESON 

lvlr. Vice President ~~ 

Your web silC looks gn:atJ A few thoughts: 

Keeping it fresb <lud w.!ding new content \!v\.:ry day or two wil! emw !Jcoi'le hack 
to 11 ~~ best case, you will get pc-ople coming back eyery day. l\:rhaps Ihirtl-pm1y 
commentary, or pointers-to articles in the press that make relevant points could be 
a part of this. 

, 
The Town Hall pngc is great -- the more you can take questions iTom n.'ai peuple 
and answer them. the better -- provides: a very personal touch. 

More audio aud video would also be g::cat to sec as the campaign progresses ~~ 
mm..: ar::d mon: pc;)pk on tbt: Internet arc r~~gubrly viewing video ami listening In 

,audio online now. 

Let I11C kn(.l\\' how 1 can bclp in the rutt~rc! 

Cheers. 
Marc 

STlcV~: ,lOBS 

Steve providL'd vCfb~11 C(lllHnents. I·le \ViiS not positive nbt'll: the sit\:. Overall hc thought 
tbe site looked likr: i.i 2nd nil<.: job. He [huught it luuks Ilke a good Congressional page. 
not a Presidential page. 

• 	 He tbought IIw page w;m too horing. ccrdmd Hnd Isolated wbl~h could 
inadverlentl:! rcinl<xce stereotypes. For txamph.:, he thought the photo or you in 
suit ;:lIld tic on the Iirst page was 111.... wrong photo there~· it shOUld bl: a piclun: 
with people, not a pictur..: of a politician, He thuught the who\\; blue theme looked 
s:o.dgy, 

.' 	 Graphics. Stc~~ loves·Graphics:. (Note: The thrcc' n1uin businesses h'e is cn.:dlt~d 
with·- the Apple fI, the Macintosh. and PixHr .~. all silcceeded becausc:thcy had 
bettcr g,mrhies th:tIlllicli competition) He think::; overall, 11w'pagc could t\,) !lull.:h 
bellc!" with bc.tlcr graphics. Spccifi;:ally, h.:: l~lieves that t!lC picture o!"ynu and 
YOIJr family on lhc falnily page should he eniarged rour or five times. H\,) doesn't 
think the larger graphics have to impede ust.:n; Oil siow connections -~ he nutes that 

. ~Applc's page useS very large Star W~ITS images right now. 
. . . ." 

" .. 

. ... 
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In addition to the olhcr buttons ol1lhc page. he thO~lght you :-;.hou!d have a "What ! 
can: about bUlIon"', or a "What drl\'cs me" button. Ht: thinks tbat is what pcopk: 
going to your web sile arc really looking for. 

ESTIIER l>YSON 

Thunk:;, The family page and olle other lhat I tried gave tne ~tn error message. 


Ii look:: line. but still not too interactive" .... Is there a W;ty to put in more feedback. 

gmphs, simulations. etc.? (pmbubly not overnight",) But *110t+ morl' graphics, which 
would nnly slow it down. 

The n.::ll measure oflhc site will be how you respond to people who write in, bow you 
post people's cOlllmcnls... ,jn other words. how you make it deeply interactive. 


Oood luck! 


E"lhcl' 


.. 




Curtailing Ill(! .use ofCredit Curd,\Ior IUlerflt'/ (;amhJiJtl; 

This prnposnJ restric!S the u;-;e ofcredit cnfds !{Jr internet gambling in lh!.! 1{)llowing 
manl1er: 

• 	 Credit Card associations will agrec to institute a bank outreach program \voercby information 
would be diss(;min~ltcd to t!!liIiatcd banks regarding Internet gambling and till': reasons \vhy 
bnnk issuers should consider refusing to allow Internet gambling charges. 

• 	 Credit card issuers ,and (lssociations voluniarily and in good faith agree to not knowingly 
process fiml.l1cial transactions wilh lnlcrnet casino si:cs;, 

• 	 Credit card issuers or associalinns will halt all payments to n company once they receive 
!lOtice from a fcdcralluw c-nf<!n.:emel1t organil"-,atioa that the company is engaged in IlltefllC~ 
gambling. In addition, credit card issuers or nssoeiations will halt all payments, direct or 
indirect, to Interact gambling sites oncc the credit !";ard ISSlicr or a;ssoclution receives 
approprialc notice from law cnlhrccmcnL 

• 	 Credit Card issuers orus:iOci<:ltIOllS will engage III ~l study urlhe f(;;:lsibiJity ofcslablishing 
simi{;lr procedures for the 'usc oj" dcbit cards, 

• 	 The res{ri~lions 011 credit cord use in this proposuJ do not ilpply to I1mlasy SPOI1S, Fnntasy 
sport ... an.:; gall}(.'s of skill and lIrc not a form nf g~\mhl;ng. 

• 	 There arc two reasons why reslrictions on til\.," lise of credit cards for Internet gambling will 
cause mall)' i:1dividuals to stop gamh:il:g 011 t:1C J!l~~md imd switcl~ to legal gambling 
VClUlCS. First. most individuals only 11.(1\'(' a limilt.xl amount of liquid assets that might be 
l:sl.:d ,IS a smm;c tlr funds for gambling. Second. a restriction on the llse or credit cards ddays 
the gnmbiing game and redl,lcl:s the excitement from gambling. Also, payment Jc:ays could 
reduce volume or Interne\ gambling among individuals who do not switch 10 legal gambling 
venues. All of the highly publicized i,;;\SCS ol'individuals losing substantial sums or moncy at 
Internet gumhling sites have involved the usc uf credit cards: consequently, this proposal nmy 
;;i1lvc :hc I11mt 011<':[0111' prd;h:ms llSStH.;IatcJ with Internet gamhling. 

• 	 Our proposal docs llot !Jan the llSC of dcbit c;:m.ls fur interne! gamhling and sonic debit c::rds 
mc used tu tap Jines ofdedit. This-type of hOJTo\ving tends uf bl! limiH,:-d ~nd higher cost 
than bOffl)wing on 'cred,it enrds: A study shoL!ld c\ialuntc'the potcnti~I, for r'estricting tl,lC usc' 
of debit cards to make purcba~:: for Internet galHhling. 

'-.. " 

, ' 

http:limilt.xl
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Bnckground on Current Attempts to Control 

In(ernet GllmhlinJ,?; 


A Januury 2000 report by Bear Stearns found that there un: 650 Internet gmnhlil:g sites 
and thut the In!crnct gambling revenue in 1999 was $1,2 billion which was 80 percent higher 
lImn tbc previous year. This industry, while only roughly 0, I percent to 0.2 percent of tolul 
wagering in Ihc Unilcd States, has become a major concern in Congress, There is substantial 
worry that the cxp;msion of gambling ova tbe Internet will exacerbate problems for pathological 
gamhlers and there is also unease about linkages. between Internet gambling sil(.'s and organized 
crime, These concerns have prompted proposals I~)r n.;w legislation <md litigation involving 
credit card ;tSsOC1~tlions and issners. 

• 	 The Departmenl of Justice wants to strengthen existing laws on gambling via the 
Wirelinc Act (1084) to unambiguously cover gambling through the lntcmcL 

• 	 Bills utTered by Senator Kyl and Congressman GoodJattc create a new federal statute 
(1085) for Internet gambling. 

• 	 A pwposal offered by Congressman Leach makcs it a crime for an Im('rn~{ gambling 
site 10 accept various payments for Inlcrnct gambling, 

• 	 In addition. private litigants seek to credit eard d(,)bts incurred through Internet 
gambling unenforceable. 

The objectivc of this paper is to summarii'.C and asSeSs the current status of existing 
kgislatl\,c prop(}sals and litigation related to Internet gambling. Our assessment concludes that 
!hc currc~H kgislativ(,,' proposals will not be crfcc!iv(: and ar:: likely to be lumnrlll in other 
respects, Moreover, at (his tlme many important groups lDnli~gambllng activists. groups 
~L'presenting palholngical gan'.hlc~s, the pari-mutuel industry, the financial scrv~ct,!.s indl,lstr;'} arc 
involved \·.'ith the \,;~rrrcnt status of lcgislati,·c proposals and litigation n:lah:d;o Internc! 
gamblinf' ht'i\Ve\,<:L \Vm,ld e(1n:.iucr an allcrna:i\\; proposal. 

COI1UWHlIJ (m /)o,} ProjJo....al: 

The DOJ has circulated it proposal throughout the Admir:istrati0!l and on C;'lpital HilL To date. 
the DOJ proposal does not have a legislative sponsor. Tbe DOJ pwposaJ updates Section IOH4 
nfTith.: J8 (Wirdinc Act) () include transmission of bets over the Internet. The 1)0,1 11;\5 publicly 
stated [hal it opposes th~ Kyl/GoodhtHc approach ,md reders 10 modify existing la\\', 

• 	 The DO~ proPQsaJ rr~hibits the husiness of"wagcring or betting"on tbe int!.!rHct It docs ;101 
make it ill::gaJ for n PCfs()o'wbo is nol in the husincss ofwngcring and b!.!tting to pi;H,:;,;::\ !It,;t 
through the Intern!.!L DO.! believes'that stale law \V{luld cover such activity. ' 

• 	 Section 1084 title if! is a prc<iicate aci to RICO. Two violations' of section 1084 tille lR can 
. rcsill! ii) tnc,seizure ora firm's assel~: 

• 	 .The DOJ approach. hased on a Trcasur)' propnsaL has a narmwly wnrded exemption f()f 
fi:lnta:{y sports. 

, '. 
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• 	 The DOJ proposal. upon the ins!s:cn.:c ofTreasury nnd USTR included GArr cx\:mplion 
language. 

Cmmllt:1lI~,' 01' K.vi ami Gtwd/ulte hills: 

Senator Kyt :lml Congressman Goodbttc rmpo!'lc to mJd Secti(l!l I O~5 to Title 18 to dl."al with 
issues posed by Internet gamhling. Senator Kyl's bill bn:;; umH1imously passed the Senate and 
Goodlattc bas been passed by the J-louse Judiciary Contmiltcc. 

• 	 The bifl prohibits .md penalizes those in the business of "belting and wagering" on the 
internet The maximum penalty for gambling operators under the new law is four years in 
prison and/or a S20,OOO nne. Racketeering lnws arc not invoked under the proposed slnfulC. 

• 	 The Congressional initiatives include broad exemptions thr the p.,n-muluc! industry, jui altli. 
and fmitasy sports, These exemptions would allow individuals to place bcts in st;ties which 
allowed thc acHvity; howcver, because the software that Htdlitatcs stich betting could work 
anywhere this provision might bring Intt.:rnet gambling on horse and dog racing to the entire 
country , 

Comment.\' Oil hiJl.\1j()lJ,'wretl hy Omgre.\sJlwlI Lctlc!J, Congre.tHt'Olmm RoulwlIl1.I, 
COl1gre,nmJlf' Llifa/ce (lml COllgre.\·JmrUl Baker 

This bill has been recently introduced in the U.S. Huuse of Repn:scntatives, A similar mca~ure 
has not yet been introduced in the SCI~atc 

• 	 This hil: hans individuals in a gambling hlsinc:ss from klh)Wrng~y !jl,':ecpling certain paymcnls 
from other people participating in Internet gamhling. I}rohibited paYlitenlS include credit. 
electronic funds transfer or funds transmitlcd through the usc or a credit card, any check, 
draH or similnr instrument. nnd nn)' financial tntnSfi>.:tlon involving n finnneial institution or 
intcflncdiury acting un b..:balf oftbc pefS{)!) rtirlidp~\iilig in In,'';nlct gambling. 

• 	 The b111 allows for the U.S. AUomey Gen...:ral and for State Attornl'), Gl.'l1erals to ask di;;tricl 
courts 0rtbc United States to issue a n:straining order to prevent \'Iolations of1h15 bilL 

• 	 Violatol'Sl)rthis bill simI! be fined under Section IX of the U,S. criminal code and/or may be 
imprisoncd !~)r lip 10 5 years. 

• 	 The bill provides asafc harbor for financial in.stitutiuns, This sale h,!rbor might l~i.l\'e legal. 
'i'mplieatiot1$ ro.!gnruillg whether crcdii card deht incurred from Internet gambling i5 legally 
enforceable.- (Legal analysis of this issue is needed:) . 

• 	 -the 'biH imp(l!K'S :mhstaminl regul<.ttory· burdens on th~ Treasury, the Fcdcm! RC$crve Board 
and other banking ugencic-t Under this hill, rcprL'scmalivcs nl'the Sc~rctary pfthe Treasury 
must oppo'sc loans or utilization ofr.cs!JUfces hy .Inlernali,onal Fin,<.tIlCIalll.ISliwtlUlls to. ' 
countries that do not L'm:etivcly implCm~J1t l1u:asurcs to lilvit Itnancial paymc!:.ts and 

.' .. 	 . :" . . '" .' 

http:paymc!:.ts
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tf(l:1sfl:rs for lnicr:lct ga:nbling by U.S. citizens. The bill instructs the Sccn::lury or the 
Tn.:amry tlnJ tbe Board of Governors (If Ill..: FCUI.'fa! Reserve System tn limit or preclude 
assess to til..:: U.S. paynlcnt syslem to llnHlldnl Institutions chuncrcd in countries that do !l{)t 
fir-til paymcn!s for Internet gambling oy tJS. citizens. The bill modifies lhe Federal Deposit 
Insurance Act oy giving federal banking agencies the authority to ban depository institlltlflHS 
from extending credit or making payments lor violations of the Internet Gambling Fund 
Prohibition Act. 

• 	 HIe bill nx;-alrL'S the Trcasmy to write an :m:lUal rcplJrt on enforcement errort'.; Ih';-tulfiing 10 
lracrncl gambling. 

Comments (m liIigatimr 

Individuals who have used their credit cards to borrow for Internet gambling have brought suit 
claiming that such debts arc n01 legally cnforci!ablc because credit card c.ompanics arc assisting 
an illegal bUSll1CSS. The history and stafus of this litigation is tiS follows: 

• 	 Visa and MasterCard ulong with Proviuian National l3ank :)culcd a lawsuit in California wtlh 
Cynthia l'IHines. Und<.:r the settlement, Visa and MaskrCard forgave Ms. Haines' cn:d!t card 
deb! and restored her credit rating. !n addition. bOlh linns agreed to create a system whereby 
tm::mbcr hanks could prev..::nt processing ofInternct gamhling transactiulls in real lime. 
Pruvidian Nalional B.mk no longer acccpls ckrgcs for Internet gamhling. 

• 	 A \Vis;:onsl:1 judge slded with the credit card industry and threw Ollt a class-actioll lav,:suiL 

• 	 Th..: cn.:dit curd associatillt1S and dozens of bank:> have b.:en nam..:d in d~lss~actilln lawsuits in 
bOlh New York amI New Orkans. Some oCthe banks t).ll1h::d in pl.!l1ding lawsuits include 
Chase IVlanhattan, l\H3NA Atnerica Bank, Fleet Bank, Central Carolina (3,1I1k and Trust, 
!\:op!cs Bank, Bunk or America, Citihank, amI Flrst USA Bank, 

AlUt(I'SiJ OfPf(}P(lS({/'~' ami peuding litigation: 

• 	 Pmpos<lis [Ill igndrD consumer demand for Internet gdJl1nling by U,S, citizens, Since Internet 
gamb!ing sites arc aU lncaicd ovcrseas it \vil1 he cxtrcm.::!y diftiGutt ft.!' U,S,lu,v enforcement 
organizations to enforce these provisions with trad:lionat law cni{)fCCmellt methods. 

• 	 Efrorts to cn{{Jrce a prohihition on Interne1 gambl!l:g may lKlv(;;!"dy impact U.S. trdd.: and 
diplomatic relationships. :\1ost l!:tcrnct casinos an:: located in tbe Cmibbcan but an tlH-line . 
gambling company began operation in. Australia ,ill Yfay 2000 and Denmark and Ireland an: 
rimming to initiate on-line lotteries in sU!:1n1er 2000. Attempts to ban trudc with lega! on~ 
linc ganibling c~mpanjcs in countries \vith trading agn:cmcltts witb the United States could 

. lead 	to'trade disputes in the future. Moreover, international sanctions. arc the centru! 

enforcement mechanism in kgh:;Ja~ion offered hy Congressman Leach. 


• 	 The Department or iu.stiCc. slrongly' s:upports .the appli~ution of RtCO statules t~ lnten:l.!t 
g~mhling; a!though, :hcir public dJs.cu~si()l~. of. the ~d~'antnge of Sect Inn t OR4 over. Section 

." .. 



• 

lOSS sln.:s~\:s only lit\! Iwcd ror l:\ws to h..- t;nilt)fJ11 ~lcross technology. The power 10 sd;t,C 
assets of Internet gamhling comr~mics I:;' not likely!n prove to be cflcctivc given lhui [ntcrnc! 
gmnbling firms arc located OVl.!fSCaS and fixed assct$urc rdatively smail in this industry. 
The Dl:partmcnt or Jl15ticc recently obtained its first cOllviction, under the curren: version of 
section 1084. of all Internet gamhlitlg operator who voluntarily returned (0 this counlry to 
stand triaL This case 15 on appeal. 

• 	 The Kyl and Goodlattc proposal has been losing support from Conservative groups: because 
of the loopholes under this appro~H:h. Paul 1",1. Wcyrich. president of the Free Congress 

~ 	 Foundation. the Christian Coalition .. and the Traditional Values Coalition now oppose Ihe 
Ky! and Goodlnttc proposals bcCrilISC of safe harbors for certain fonns of gambling. 
llowc\'cr, Senator Kyl and Congressman Goodlauc still maintain that theit proposal is 
needed 10 curtail Internet casinos, the legislation h3s passed major hurdles and has a 
substantial chance of passing. 

• 	 The pari~llllltucl industry strongly supports the Kyl/Goodlatte approach to Internet gambling. 
Expansion plans by firms. slIch as YOUBET.CO:Yt and the Television Games Network. me 
on hold pending passage of the Kyl hill. It is possible for the Administratiun to offer an 
i.11l1cndmetl! 10 restrict thc pan-mutuel safe harbor in the bin sponsored by Kyl and Goodlallc, 
One amendment might limit wager siy).; on p.ari-mutual races ror <;iatcs, which allowed this 
activlly. A second mw..:ndment might prc\'C!lt the usc or credit cards for pari-mutual 
wagering over ;hc Illtcrne\, Btllh {lrtlles.: am~lldmcnb might satisfy critics who believe lha: 
tlle cX;:1l1ptiOll:-: in th,; Ky! alld Goo:.hlltt: bills urc 100 gcnt:rnus. 

• 	 Allnrlhc legislatioJ1 pending on C;~J1;tal Hi:! dearly stules that the prospcl:tivc ha!lS I.l!l 
:1:lCnlI..:t gambiigg do 11llt ;,;()\',.;r 1~l!1las)' ~r()rts. Tho•.' DOJ opposes all potential c:-icmpLions. 
The Domestic Pnlky C~Hll1scl agrc..:d with Treasury that the fantasy sports industry ShOllll! he 
cxempt fronl laws on {nlanc! gamhling. The J)(,.'j"Jartm..:nL of Justice created a n~lrrow 
c.xcmrtion for fantasy sports. which is vcry s:m:klr to the exemption tballs currently III the 
Ll.'llCh bill, In testimony hd{)rc Congress. DOJ continues to oppose exemptions:n gvncraJ 
witholl1 Oli.:ntioning the t;u1t(lsy spot: industry. 

• 	 The passage uftlle KyllGoodlattc hill creates potential complications for credit card 
nss\)Ciatlolls and issuers. [f plai mil):" pn:\'uil in pending Ii ligation. credit card debt incurred 
for p<lri~mutlld gamhling in a slate wbere w;.tgcring on pari-mutual activities ove!" the Imcmel 
is legal may nol be cn!nrccahle in a state wherc such activity is not legal. This problem may 
be larger thun \ve rcalizl.' since some individuals arc domiciled in more than one state. 11 
might be u:-;cfu! for the"Administn)tion to offer amendments to the bill by Kyl and Goodlatlt! 
that Clarifies that rigbts and resp(Hlsibilitics of credit c,ard issuers nnd the associations . 

.. 	. 
CouchuJing ltcmarks 

• 	 At this time, the Kyl and Gnndlattc bills <Ire ::;ta!kd. ParitdoxicaHy, ::;O!l"lC anli-gambllng 
groups 110W opro~t: Ihis legislation and the parjwn:utuaJ industry supports it. .... .. .. 	 ... ",.. 



• 	 The I)cp:uuw..:l1{ ofJu$!ic~ wants to modify the ~xisting law on gambling over ld~phoncs to 
include the Internet and all transmission mechanisms. This moditication would diner from 
the approach o!Tcrcd by Scn,llm Kyl and Congressman Goodlatte in two respects:, 

l. 	 Violations of th~ current law arc also vlulations of RICO. wbkh lead to a seizure and 
forfeiture of assets. Vi<-llalions of the new law ,are not tonsidcrcd violations: (If RICO. 

2. 	 Th~ current law does not exempt any form ofgmnbling or any activity that could be 
considered a rOml or gamhling. The proposed la\\' exempts lllallY 'icth';tics. 

'I1H:: Administration could facilitate passage of the Kyl and Goodlattc bills by proposing 
amcndment(s) to narto,\' the pari~mutucl exemptions, These bills might also Occome a useful 
vchid!: for amendments that clurifY the right:.. ami responsioilities of credit card issuers ~md 
assot.:iations_ 

The pending legislative proposals and the ongoing litigation w111 nut cCCecti\'cly curtail 
Internet gambling. 'Illc legislatiw proposals arc potentially unenforceable and will impose 
5110;:;ttlntial regulatory burdens, We arc developing alternative proposals that should prove more 
crr...:ctivc ;:md which entail a smalkr regulatory and cnforccmcnl burden. 

--.,' 	, 



Vo/ulltary Se({-exclruioll from illteruet Gamblin;.: Sites 

Self-exclusion programs were first estahlished by the casino industry to 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 01' ATMs in casinos, has implemented a similar program for usc of ATMs in 
traditional casinos. This program will resemble the program that Global Cash Access has 
already developed. 

• 	 Consumers who do not want to usc their credit card at Internet gambling sites will sign a 
1'01'111 that Sl<ltes this desire. Under thc program, the exclusion period must he at least one 
year. 

• 	 Arter a ycar the consumer can cancel this voluntary prohibition but the cancellation will not 
take place immediately. (It takes Global Cash Access sevcn days to reinstate access to 
ATMs in casinos.) The delay is important because pathological gambling is considered an 
impulse control prohlem. 

Am/~I,.\·l\· ofl'ropo.m/ Number Two: 

• 	 The available evidence suggests that this program is h:chnically feasible. (ilobal 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 Internel gambling transactions. 

• 	 This program has several desirable features. It is voluntary on the part orthe·person with Ih(.; 
gamhling prohlem. It requires Ihal the pathological gambkr recognize that (s)he has a 
problem and take steps to correct it. The program only affects those who sign up for it and 
does not inlerCere wilh the rights of olhers. 

• 	 The current program by Global Cash Access for ATMs exists for legal gambling venues and 
a program involving credit card usc could also be applied to legal venues. Application of this 
program to legal venues would be considered a suhstantial achievement by most orthe 
groups representing pathological and prohlem gamblers and all medical prolessionals thai 
treat this ailment. (Desflile this legislation and attention, Internet gambling represents 
roughly 0.1 percent t~l 0.2 percent of all gambling in the United Stutes.)' 

• 	 We can rea:.sure credilcard agencies that Trcasu'ry would oppose any extension, which 
would. not provide benefits commensurate with the additional burden opposed on linancial 
institutions.. 

• 	 Credit card companies could charge a modest Icc for this type of service. Moreover. the 
credit card issm;r shares \x:nt:/its frqm Ihis s(.;rvice fro.m the .lower bankruptcy raks that arc 
n:alizcd. . . . -.. . 



• 	 Another pfllgnlln that b; in many n.:spcc!S analogous to the current volutllary sdfcxclusion 
proposal involves Ihe regulation of Ihe transmi:;sion of adult television channels through 
cabtl" systems. The Supreme Court recently ruJc.d in favor of a pnn'ision of n rccctU law thn! 
allows households to insist cab!c TV providers hlock transmission of adult channels to 
homes:. In filet, the Court determined lhat this regulatory mechanism wns: less oncruU5 than 
an alternative um;onstitlltional part oft!!!.! same law, 

Concluding C(}mlli<!1I/~' 

We arc cautiously optimistic that credit card associ.ulons and credit card issuers might 
agree to a voluntary program that attempts to curb growth orIntcrnct gambling and the lin(tllcial 
problems associated with this industry. At this time) Internet gambling represents only 0.1 
percent to 0.2 percent of ..vagcring in the United States and only I to 2 per cent of the populmion 
are classified as. pathological gamblers, therefore, a limhed sclf~cxclusion program is the more 
parsimonious :lnd reasonable approach to this issue. 

( " 	 . 
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VICE PRESIDENT GORE RELEASES REPORT ON THE DIGITAL 

ECONOMY OF THE 21 sT CENTURY 


WASHINGTON - Vice Pres;cent Gore :>.od U.s. Secretary of Commerce W;liiam M. Duley 
today released Digital Economy 2000, the Commerce Department's third annual repo11 on the 
infonnation-technology revolution and its impact on the economy. Electronic commerce and the 
info!mation technology (IT} industries that make e~commerce possible are growing and changing 
at breathtaking speed, fundamentally altering the way Americans produce, consume, 
communicate, and pIny 

"We are indeed in a new economy·-an economy driven by information, research, kr.owledge, 
a"d ~echnolog)'. The repon released today underscores an economy that values the productive 
capacity ofp!.:c'pie a~)cve all else," Vice President Gore said, "I want to ensure th3t we car. 
sustain the innovation that is now dliving the economy and bring the promise ofa bette!' life to 
all Americans." 

"This repon) Commerce's third, shows us that- the benefits of IT are quickly spreading across the 
board, and eventually \villlOUch every business, from the smallest mom and pop shop, to the 
biggest Fort~ne 100," Daley said, "The first {\\'o reports were called IThe Emergir.g Digital 
Economy." Today, after just 26 months, we dropped the "Emerging," because l.t's here. in fact, 
1:. has become the driving forc!.: of the Amelican Economy," 

Report Highlights; 

IT industries are the number one drinr of our e-conorny, Over the last five years IT 
in<iusnies accounted for a third of U.S. growth despite the fact that their share of the economy is 
just 8 percent. . 

. Technological changes have dralllatically lowered' the costs of computers a~d . 
communications~.and spurred .business investment in l't hardwar~ and software, COlnputer 
prices declined by 12 percent a year from 1~87 to 1994, but plummet~d 26 percent per year from 
1995 to 1999. . . 

Rcal IT investincnt doubled from 1995 to 1999, from $243 billion to $510 billion. IT 

invcstme:tt represented two thirds ofthe growth in total investment during thos.c years. 
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• 	 The decline m JT plices has directly lowered inflation by an average 05 pcn;cntage POitHS, 
By raising overall producti vity growth, IT has also contJibutcd inc/trectly to reduced inflation 
in the rest of [he economy, Contrary to all recent expansions, inflation has beer. falling 
throughout this expansion. Even excluding the fal:ing prices in IT, inflation in the res:. of the 
economy has been fa!iing. 

• 	 In 1998 j the numbl'!" of workers in IT-producing industries, together with workers in IT 
occupations in other industnes, totaled 7A rniIHon or 6, I percent of all American workers, 
Growtb in the iT \vorkforce accelemted in the mid-1990s, with the most t'apid increases 
coming in :ndustries and job categories associated with the development and u.(jC of IT 
applications, 

• 	 Emp]oyment in the software and computer services ind'Jstr!es nearly doubled, from 850,000 
in 1992 to i.6 million in 1998. Over the Same period. employment in those iT job categOlies 
that requile the most education and offer the highest compensa:ion, such as systems analysts 
and computer scientists, engineers :lr'ld progra.tnmers, increased by nearly l million positio:1s 
01' almost 80 percenr. 

• 	 Tn 2000, the number ofpeop!e Wiih h::emet access will reach an estimated 304 million 
peopie world-\vide, up almost 80 pen::ent fl.·om 1999, 1;) the past year, the number of 
A:l1ci'icans online rose by 40 percent. Tn the rest of the world, however, Internet aCcess grew 
even :r,o:-e q:tickly. FOt'the first time, the United Sta:cs and CU:luda now account for less 
than 50 percent of the g~obal olliinc population, 

• 	 There is gl'Owing evidence tha: fi:ms are moving their supply networks and sales chancels 
online, and participating in new onhne marketplaces. Finns aJ'e also expanding their usc af 
networked systems to improve interIml busi:1ess processes~to coordinate product design, 
ma.'1age inventOl)', improve customer service, and reduce administrative and managerial 
ccsts. -Nonetheless, evolution of digital business is still !n an errriy stage. 

• 	 U.S. economic perfonnance in recent years contrasts shrnV1y with our own recent history and 
with other industnal countries that may :"Cadily purchase IT on world markets, The strength 
of U.S. investment in IT has been spun'ed in pan by sound budget pDlicies, cooperative 
monetary policy, a pro-compctlti\'c rcgub.t;~ilY enviro:mlcIH, and a financial system and 
b'.1Siness c~hure prcpar~d to take risks. 

DigUal Economy 2000 Hnays compelling evidence that the U S economy has crossed inte a n~w 
era of greater economic prosperity and possibility, much as it did it did' after the development 
an'd spread of the e!cctJic dynamo and the internal combustion engine. That·doesn't mean th'at 
the business cycle is a thing of the past or that we wi~l never face another economic Slowdown, 
What it me.ans is that in the era of the Internet <h'1d o~he; infonnation technoli?gies. the AmeIican 
ecor.omy may be able to achieve rates of economic growth that are higher and mOI:e sustained 
lr.an in tLe past, with stronger income gains and lower inflation and unemployment than we have 
seen for a genefUtio:l, 

',. ' 



.. 


IT industries bave also been a major source of new R&D investment [n 1998, IT industries 
invested $45 billion in R&D, or nearly one-third of all company-funded R&D. IT industries 
accounted for 37 percent of the growth in total R&D between 1995 and 1998, 

IT is making the U.S. substantially more productive. With 2.8 pc:-ccnt productivity gro'wlh 
from 1995 to 1999 - double the 1.4 percent rate fium 1973 to 1995 - the U.S. has a new 
economy, Improved productivity has lowered inflation and raised real wages. 

IT is lowering inflation, Falling IT prices bave directly puiled down average inflation by 0,5 
percentage points a year. In addition, by raising their productivity, IT is lowering inflation of 
other industries, 

The IT sector is rapidly creating jobs at dramatically high wages. IT jobs average $58,000 a 
year, 85 percent higher than the average fol' the private sector, Between 1994 and 1998; 
employment in IT industries expanded by 30 percent, from 4.0 million to 5.2 million jobs. IT 
occuiJations that pay the bes: and require the most education havc been growir,g most rapidly. 

Internet access al"olmd the globe soared 78 percent in the last year to 304 minion peoplc, 
That represents a hundred-fold increase as compared to 3 million people online in 1994. Today 
there are over a billion web pages, and 3 million new pages are added every single cay. 

Businesses arc increasingly using the Internet to improve efficiency. Films are moving their 
supply networks alld sales channels online, and pa11icipa~ing in r.ew online marketplaces. Finns 
are also exp.1nrung their use ofnetworked systems to improve intemal business processes-to 
coordinate product design. manage inventory, improve customer service. and reduce 
administrative and managerial costs. Nonetheless, tbe evolution of digital business is stiH in an 
early stage, 

Economists ha\'c substunthtUy raised their forecl1st for long-term growth. Their lO-year 
forecasts now call for 3.1 percent growth, up from 2·112 percent litt)e more than a y~a]' ago~ The 
report's analysis supports this view of a new economy. 

The report, for the first ti~lle concludes that the Digital ~co~omy is here to stay. 

To download the report and for mote ill/ormation on lite Depmtmem ofCommerce, visit 
www.doc.'gov:. '. 
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