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|. Backaround and Experience

1. 1 am an Assoclate Professor of Economics at the University of

Washinglon. | recelved my Ph.D. in Economiles In 1977 from UGLA. |
have teaching and research experience in the area of industrial
organizatlon. My specialty within Industrial arganization is the study of
cornpetition including pricing and promotion. | have taught classes and

conduoted research in industrial organization for over thirty years.

+ 1 have been performing economle analysis In fiigation related matters

“throughout my academlc career. | have been qualified as an economic

expert in praceedings before federal courls, state courts, the Federal
Trade Commission, and federal and state regulatory spencles. | have
analyzed economic Issues and damages relaled o competition and
pricing In a nurnber af industrles Including prescription drugs, gasoling,
clgareties, arid compuier operating systems. My eurmiculum vitae is
allached to this Declaration as Exhiblt A. My experience, qualiflcations,
publigations, and testmony glven in the last four years are summarized

therein. | am charging my usual haurly rate at the time of my sngagemernt
In this case of §650.

Il. Area of Analyses and Bases for Cplnions

Page 5

- I have been asked by class counsal in this case to address {hree Issues In

this case. The first concemns the impact of Microsoit's Vista Capable

program on the demand for and prices of personal computers during the

'periud). The second concems the revenue and profits eamed by

-i

Page 2 of 37

.. period April 2008 through January 2007 (ihe Vista Capable Program ... ...



Case 2:07-cv-00475-MJP  Document 310 Filed 01/21/2009

Report of Kelth Leffler, Ph.D. In Kelley et al,, v. Micrasoft, No CO7-0476 MJP

Mierosoft from the operating system sales it made during the'\fista
Capable Program pariod, The third concems the adverse immpackt an
consumers from the purshase of personal computers sold as Visia
Capable computers that would fun only the Vista Home Basle operating

system and nat the premlum Vista opereting systems.

- To underizka this assignment, | have reviawed the Third Amended

Complaint (Camplaint), the Class Certiflcation briefs and accompanying

materlals, the Couri's Certification Order, the named class plaintiffs'

depositions, documents and data produced in discovery by Micrasoft, the
Declaration of Robert Mallne and the supporting workpapers, ihe
deposition of Katharine Griffith and the supporting waorkpapers,!
Interrogatory Responses of Microsoft, the Report of Ranald Alepln, and
relevant economics and trade Hterature, Exhibit B 1o thie Declaration lists
the materlals | have considared In forming my opinlons. My review of
these materlals has verified and supplemented my understanding of
gconumios of the marketplace for personal computers, | have also relied
tpon my ecanemics background and iraining, and lcnowlédge of the
personal computer markels geined from previcus consulting work,
Including my werk for the Federal Trade Comimission and the Depariment
of Justice In the Microsoft casés. and my work on the class cerfification

issue in the Indirect purchaser Microsoft cases,

- lunderstand that the Court has cerified a class of end-user purshasers of

- personal computers that were sold In the U.S, with the XP Microsoft

operating systems and were sold as being Vista Capable but not meeting

' By supporiing workpapers 1 refer o the various elen
depositlan as residing on the *share drive” at Microsoit

Page 6

fronic files refered 1o in lhe Grffith

2
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the requlveriients to be “Vista Premium Ready,”

For purposes of this Report, | assume plalntiffs will establish, as alleged,
that Microsoft's Vista Capable Program was deceptive because PCs
capable of running only Vista Home Baslc do not provide consumers wilh

the abllity to use the important and promoted features ofthe premium
Vista operaiing systems.

1. Summary of Opinions
7. 1have reached the opinions discussed In thls Repaort ncluding:

A. Consumer anticipatlon of a pending significant change in a personal
compuler operaling system (08) will result In many customers delaying
Purchase of a new PC until the new aperating system is available. By
delaying Ihe purchase, the consumers minimizs thelr costs of acquiring
the stale of the art operating system, hardware, and software. Thus,
when oonsumers expact a significant change In the OS in the near
future, the demand for PCs will fall, According to baslc and fundamental

ecanomic principles, as a result of a reduced demand, sales and prices
will fall.

- Mlcrosoft, PC makers, and Intel were &all aware of the reduced demand
that would result from consumer knowledge of the pending change from
the Microsoft Windows XP OS ta the Windows Vista OS. To avoid the
adverse Impaot en the llcensing of Windows XF, and the adverse Impact
on FC sales and Inte] microprocessor sales, Microsoft deslgned a
transition strategy by which consumers could buy “tpgradeable” PCs
prior to the market availability of Visla and then “upgrade” {o Vista when
it becaine avallabie. This transition strategy which was known as the
Vista Reaty or Vista Capabla Program was infended 1o minimizs the
expected adverse impacl on Miorosoft's, OEMs' and Intel's sales.2

. The forihcoming release of Windows Vista became pubiicly known in the
spring of 2008. However, the technological requirements of the Vista
operating system were greater than the capabilities of the typlcal PC
being offered at that time, General consumer knowledge of this
incompatibility would have resulted In many consumers dalaying their
purchase untll PCs were avallable that offered the new Windows Vista
0S. Such delay in purchase would have further reduced sales for the

? The advarse Impact an Inte! viovld have be

en particularly sevare a8 Intel and OEMs had'in
Inventory substantial amounts of microp

rocessors fhat would not nup the Vista 0S,
3
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OEMs, for Intel, and for Microsoft. Microsoft responded to dhis problem
with a new Visia Capable Program which lowered the reguirements for a
PC to be called Vista Capable. Microsoft Initiated and publictzed this
Program, advising the market that by purchasing a Vista Capable PG,
the transitlan 1o the Vista OS could be aocomplished via an upgrade
from Microsoft. However, an upgrade of XP to Visiz Home Basic does

not allow a consumer to run important and highly promated features of
the new Vista operating system.

D. As a result of the Microsoft Vista Capable Program, the demand for PCs
that were designated as Visia Gapable but were not Vista Premium
Ready was Increased. The increased demand from the Program
resulted In increase sales and higher prices for these PCs than In the
absence of the Program. Thus, those consumers who purchased a
Vista Capable but not Premium Ready PC during the period April 2008
until the release of the Windows Visia cperating system In January 2007
paid higher prices for these PCs as a result of the Program. Therefare, 1
have reached the' opinlon that all consumers that purchased a Vista
Capable PG that was not Vista Premium Raady were adversaly

Impacted because they paid higher prices for the PCs as a consequence
of the Vista Gapable Program,

. | have estimated that 18.4 milion PCs ware sold inthe U.S. that were
Visla Capable but not Vista Premium Ready. In addition to paying
higher prices for these PCs, these consumers did not recelve tompliters
that were capable of running a premium version of Vista that Included
Imporiant and promoted features of the Vista operating system. |
understand that, generally, the teahnologically defisient PCs could be
Upgraded lo be able to run Vistz by the addition of RAM memuory, by the
addHion of & new video card, or bath, Howaver, | also understand that
some notebook PCe could not be &0 upgraded.

. I have estlmated that the minimum oosts ta the Plaintlff Class members
of reciifylng thelr Vista Capable but not Premium Ready FCs to make

them In fact capable of running a premium version of Windows Vista
wauld be In the range of $3.084 to $8.522 billion.+

. | have also estimated thatthe licensing revenue {o Microsoft from the
sales of PCs fo the Plalnilif Class members was $1.505 billlon.

. | have alsu estimated that the revenua io Microsoit from Class members®
upgrades to Windows Vista Home Basle under the Microsoft Express

3 The Vista Capable Program would cause & shiftin demand from lhe lower nuallty computers
{nol Vista Cepable) and the higher quality compuiters (Vistas Premium Ready) tn the segmert of

the mariel that was Vista Capable but nat Premium Ready. Asa msultitls lieely that the prices
...BF e Inwer and higher quallty segments of the ma :

Thel were Jower 85 8 FeSUOFRE VIsta - - <+« o o cer omeer o
C_?Eahle program.
; 2 range restills from the range of sosts of fiving nolsbooks with Insufficient GPUE discussed
alow.
4
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DACTED

I detail below the hasls for each of these oplnicns.

Upgrade Pragram wa§i

V. Backaround
8. Windows XP was launched in 2001. Windows XP was subject to

substantial criticlsm because of its security vuinerabilitles. The nexi
generation operating system that had been labeled "Lu;lghurn" was
promised as the solution 1o the secuity problems. In response to
continued eriticlerm about securlly Issues, In early 2002, Bill Gates
announcad a Microsaft *T rustworthy Computing Inititative” ta focus on

. seourlty for all Mierosofi sofiware. This security Initiative was glven priority
over the completion of the next generation Longhom OS.F
On August 27, 2004, Microsoft announced that It was scrapplng Its original
plan to develop Longhomn besed an XP solres code gnd that the new 0S8
would rather be based on the Windows Server 2003 Service Pacl 1
code.® Microsoft announced in July 2005 that the new OS would ba
named Windows Vista and that it would Incarporate security

Improvemants, an updated graphical user Inlerface called Windows Aero,

Improved searching, multimedla tools, and improved home networking

capabilifes.” In February 2008, Windows Vista was considered “feature

completa” with the release of the “February Community Technolopgy

. hilp'.iinews.anetwmlmlcrusuﬂ-Lnnghnm-bela~un1llcaly-li1!5-year121EID—'I 008_3-51833B5.html.
"http:llmsdn.mlcrnsullnunﬂen—uall]brary!msEBSS#B.aspx_

In addilion, Vista includes 2 new Windows Shell, Windows Sidebar,
" CENIET, Windaws Mal, Windows Calendar, Windows Photg Gallery, Windows Mohility Cenler,
Windovis Meeling Space, Windo

ws Shadow Copy, parents| contrals, Wiidows Side Show,
spesch recognition, Windows Sysiem Assessment Too),

5
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Preview” beta verslan, Additional beta versians were made avallable for
downloading and testing in May, September and Oclober of 2006,
| 10 Mlnrusﬁﬁ had planned on commercial release of Windows Vista for the

Christmas 2008 buying season. Howaver, In March 2008, Microsoft
annaunced a push baok in the release to January 2007 The delay was
the result, at least in part, of the need for PCs 1o become generally
available that met the system requirements 1o run Vista.'® On November
B, 2006, Microsoft announced the completion of Windows Vista and its

"public release date of January 30, 2007,

11. Microsoft recognized that the relaiively high system requirements for
running Vista presented a prohlem for its adup'tlun.“ Microsoft estimated
that the minarity of PCs ]l:l the market In early 2008 would be able o run
Vista.™ In arderto prolect the sales of PCs and the floensing of Windows
XP during the period between the Ma'rch 2006 announcement of Vista's
launch znd lis actual launch an January 30, 2007, Microsoft altered ils

Vista Ready Program 1o allow PCs that could nat run Important features of

2 hltp:iwww. winsupersite comishoweasafwinvista_roadingald 07.85p;

htip:Ilnaws.une!_cunﬂwemsnft-npens—wlndnw-fur-new-VIsla-lEsHMO[1-1 016_3-
6042018 himtPlag=mncol, '

. hilpeinews.cnél.com/2100-1016_3-6052270 ki,
w MS-KELL 27185, MS-KELL 80073-83; M5-KELL G4476, MS-KELL 64480-82, MS-KELL 64620,
Wy dhwindowsvistablo .comibloos/windswsvistalschive!2006/1170 Biwindows-visls-relegses-io-
manuischuring.asny. .

See, e.g,, M3-KELE 20057 {Vistz releass would Wil szles of exlsling PGs hecatse faw am
Visla Pramlum Ready.).

" MS-KELL 21878 {"as af [danuary 2006] anly 4% of Desktops are Windows Vista PREMIUM

" Depeble). Sealsa MSKELL 22177, MS-KELL 70020; MS-KELL 19348, See gl BosL .

27389 [*PCs lhat don't mest lhesa [Vista Premium Raady ~ Requirements] are ellher "Visia
capahle” or unsupporied.”); MS-KELL 17805 {*muost PCs would kot quallfy for tha Ready Logo,*).

B
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Vista to be designated as Vista Capable. Those PGs that cauld
effectively run all fealures of the nsw Vista operaling system were then
called Vista Premium Ready, The Visia Capahle but not Premium Ready
PCs would run the operating system that had been known as "Windows
2008 Home Basic" and that was renamed Windows Vista Home Basig, 'S

This change allowad a much larger percent of the avallzble PGs to be
"Vista Capable,"®

V. The Economic Impact of the Vista Capable Program.

12.

Itis a well known feature of certaln capital goods markets, including
personal compulars and other electronics goods, that a pending expectad
impravement in tha technaologleal capability of the producls causes some
consumers to delay purchase until products Incorporating the new
technology are avallable. A current example is {he decline of analog

television sales in anticipation of the change fo digital signals.”

13. This phenomenon of consumer purchase delays awailing lhe relsase of

" "Oshorne Effect.” In 1883, Osbome Computer Carp,

products Mcorparating new technology is well known In the PC industry.

Indeed, it is sufficlently recognized in this Industry 1o be called the

an early

manufacturer of what became nown as personal computers, announced

" Ms-KELL 18845, MS-KELL 24975; MS-KELL 23208-1; MS-ICELL 18345-82; MS-KELL 18364;
MS-KELL 18624; MS-KELL 59827, Sony duc. 'no, KELLEY 4g,

¥ MS-KELL 26054; MS KELL 19361,

'® Ses MS-KKELL D5RDZ; MS-KELL 48317-18 {Vista Cs
Intel's abillly to ship Vista Gepable parts In & way mal
" 50 (even after June 1

pEble Program launch dete would affact

[2008] intel Is planring on canilatlng 915G on 50% of chipsels valume*);
MS-KELL 56838,

V Seg, e.g., http:fiwirwr e, orgiPress/CEA_Pubs/2007,asp,

7

erlal’ 1o Intel's business); M5-KELL 48048~ -
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that It would soon be offaring nexi-generation madels. An immediate
decline In Oshome's cumrent sales, profits and cash fiow followed, at [east
in part because of consumers walting to buy unti the new models were
avallable.”® An even eatller, frequently nated example concemed North
Star, an early manufacturer of disk drives. |n 1978, North Star announced
a forthcoming doubling of disk drive capacily. The announcement resulied
In substantial reductions in current sales.”™ More recently, Apple faced the
same decreased demand problem with iis announced stn.;ﬂch 1o Intel
microprnéessuns In Apple persona) compulers.® |t s significant to note
that this effect on demand, and on sales and prices, requires only that a
sagmeant of the ma'rket react 1o the pending technological imprauemenf by
defaylng purchase.

14. Mlerosoit faced the Oshome Efiect problem with its Vista operating
system. Microsaft was aware of the likely adverss Impact on both PC
sales and its XP licensing revenues because of the pending release of
Vista, ™ Industry observers, OEMSs, and rel'ailers also recognized this

problem confronting ths PG industy. 2  in an e-mall recsived by

" Ses, e.g., Oshome and Dvoak, Hypargrowih, 1686.
12 hltp:!lwww.lheregtsler.cu.u!d.'!ﬂﬂSIDEIEDInu_nshnme_effenl_at_usbnme!.
:1 hltp:!lvmv.lheragistar.na.uld.’!ﬂDﬁ!ﬁﬂma!appie_sales_uhﬂlf.

Seer, =.0., MS KELL 27038 {"M5 Is not changlng our slralagy of doing very itle to drive
demand and awareness of Windows Vista ... as we do not wanl Lo do anylhing that would siall
XP PC ... sales during the Holidays."): MS-KELL 17858 {Rlsks of *annoumelng the Ready BC *
program In Jan 08 - stalling the markel"); MS-KELL 27364; MB-KELL 4824850 (“announcing a
Product oo far n advance such that it kills curent prodircl sales™); MS-ICELL 281D05-08; MS-KELL
58978-84.

2 See, 8.9., htimiinew

B B n:in s.uuatnnmﬂDC-cuts-EC-fnfacastﬂn-Vlsta-de|ayl?.'ill[l—'lﬂl]ﬂ 3= -
" 8064323 htmi7lag=fi;

htipiiinews.onet comiVista-debuthits-a-delav/31 00-1018 3
8062270, htmilav=mnool:ixk: MS-KELL 26148 {"here has been Retaller fesdback and concams
thel oreating high visibilily for the Viste-Resdy pragiam could seqva o skl PC sales.”); MS-KELL

8
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Micrasoft, Dell noted ils aoheams of a "huge risk of stalling demand ... we
saw Pocket PC sales fall off the cllif when the new 0S was pre-
announced."™ To minimize the impact of the customers’ delays in PC
purchasing am)aiﬁng the avallabllity of PCs preloaded with Windaws Viska,
Microsodt initiatad Its Vista Capabla Prngrar_n.z" The Program was
Infended Io alleviate some of {the likely "Ozhome Effest”
18. Microsoft noted that the Vista Capable Program would "[elnsure

suslalned demand for cument-generstion hardware during lead in to Vista

“launch;'® and that the Pragram would "[iJeep ths XP sales momentum 2
The goal of the Vista Gapabi'e Program Was clearly staled as to "enable ‘
XP sales momentum ta confinue 4l Vista lzunches;” ¥ to *maintsin
Microsoft Windows XP PC sales;” and "to not stal] Pé. sales.” 2 A number
of class plaintifis have also testified that the Vista Capable program

influenced them 1o nat delay their PC purchases awalling the release of

17836 ("The pimary concern cliad by OEMs Is the fisk of stallng FCs hy announcing the [Ready]
program early,"); MS-KELL JU051; MS-KELL 48294: MS-KELL G44ED,
MS-KELL 48780,

“ MB-KELL 19348,

* MS-KELL 27384, Sea eleo MS-KELL 24864 ("Ratsllers here In the Stales silil have XP
syslems they are selling, now at a disoount through March 16™"); MS-KELL 25708 {The
allermale [in the Vista Capsble Prugram] atnording to Sony and many relall OEMs wauld hetn
t=he merk downs at ratall"); MS-KELL 26741 {"Apparently ret=llers, esp Clrault clly and
GOMPUSA are lefling OEMs et on Aprli 4 [2006] systems not lago'd Capable would et marked
down or retumed, unlsss thay ars lnge’d Copable, [sic]') See also MS-KELL 26711, MS-KELL
46480 (I'}s about not stalling salss. Nothing else seally matters.”); MS-IKELL 76842 *The maln
goal of the program Is not stall sales of FCe prelnstallad wilh Windows %P, 2s we approach the

launch of Windoys Vista"); MS-KELL 9284s; MS-KELL BE710-12; MS-KELL BROG1-53,
*® MS-KELL 27383,

T MS-KELL 26620,

" Ms KELL 00038; MS-KELL 12052; MB-IKE| L 22060, See alsa MS-KELL 20339 ("Addilional

tisk Is that the Vista Premlum Ready program launches on Aprl 1%, further Increaslag the

prabability fivat auslomers wil walt{o purchase thelr next PC."); M8-KELL 19361 (descibesthe . . ... ...
** “shanges T tha Vists Prémium Ready to Vists Capable program as 'la furlher noreass the ability

of the Windows Vists Capable Program to help wilh PG salas prior lo the Windows Vists leunch
later this year.”). See also MS-iKELL G521 8-1a.

8
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Vista®

16. The impact of the increased demand for XP based PCs as a result crfthg
Vista Capable Program Is clear. Elementary economics conclusively
shows that an increase In demand will result In an increase inpriee and in
sales,™ This basiceconomic proposltion was well understood at
Microsaft. Microsoft was aware that during the transiton to Windows
Visia, XP based PCs that were sold as Vista Capable would hava higher
value and price than PCs not desmed so capable.! Some class plaintifis

also verified this through their testimony that they were wllling to pPay mora

* Zog, a.g., depasllions of class represeniatives Wallsrs p. 56 {".,. by seelng the Visla sapable
siicker, | thought... It was folng lo be abls 1o run Visks, and | was buylng this camputer for my son
50 leould get him hraugh hils |ast bt of hgh school and continue on Inte college without buying &
new compuiter, and | was worrlad abou! he obsolastenca of Window XP when It came out*); Hall
p. 7B-78 {*] was going o welt end buy a compulsr when Visla oame out, but with the Visia
upnrade sticker and tha Vigla Upgrada program, It made me want o buy |t 2ven more, so | finally

tscidad that It was worth It to buy Itend then uparade to Vista when It came out.,." and p. 106-
107, "L the fact that Ihera was going (o be an upgmde program led you lu purchese it prior o the
release of Visls, comect? A, Yes."); Hansen p. 23 "So, | selegtad - ans ol the oriteria for selecting
the laptop was sumething thal wotld fun the new uperaﬂng system sa thal when XP was finally
phased aul, | wouldn't have an obsolete computer any p. 43 (*.yes, | was aware that lhe ane |
was ordering did In fact say |t would hendle Visla."}; Mozles p. 26 {"Bacauss lhat COMpUleEr was
Windows Visla capable wilhin my price range..."); Sohoder p.48-60 {*,.. lhal's how we reached
orhe reached the deelsion i purchasa the Visla capable maching, bacauss he vanted a
machine capable of running the program thal was going Is replace, stcceed xR,

This economis faot Is discussed In ny elementary or intermedials rnicroeconomizs lextbogls.
A lext published this yesr noles -*A decreass In demand rasults In 2 lower equilibrium price and

8 lower equilibrium quanlity.” Boyes and Meluln, Miaroeconomics, Haughlon Mifiin, 2008, 79 ed,
P. B1. Tha lexihook | hava used for yeais In the beginning miomeconomics course [ have taught

gl5o poles Ihal whan the demand for some good decreases, 1t will cause lower madet prces,
liberberg, Printigles of Mloreecunamtos, Prenlica Hall, 1985, p. 173, The classio text by Alchlan
and Allen makes {he same point"A decrease In damand resulls In = lower equiilbium price and a
Iower equllibrivm quanlity.” Alchian and Allen, Exchanne and Prdinlion Wadswaorlh, 1983, p.
77. Intermedlata taxts make the same poink. See, e.g., Mansfiald and Yohe, Mieresonomics

Norton, 2000, 10% editlon {"Buppose now thal consumer demand for good X fa)l ... Clearly, the
naw equiilbrium price would be at a lower |evel” p. 40),

team Would more efficlently coordinats clase out evenls an XF Inventory.”} See alsn ME-KELL
25819-20 (*Visla Premlum Ready - Goal ~ Reassuras clistommars that thelr near-arm PG
investments will rataln Ihelr value afler Windows Visk T avallzble.")

10

Leadlng up (o the transilion the - -+ oo,
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* Io recelve those capablites.”); Walisrs p. 86 ("Q. Do

e MS-KELL 16626 [*Gustomers did notice the merg
g;ys[ams"); ME-KELL BE31315.
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Tor thelr computer beeatise 1t was sold ag "Vista Capable.”™ After the
release of Windows Visia in January 2007, Microsofi noted the success of
the Vista Capable Pragram in maintéinlng the demend for XP based PCs
during the transilion period 1o Vista.®®

17. Based an the olear evidence that the Vista Capable Program Increased
the demand for XP based PCs, based on fundamental and non-
controversial economic propositions, and based on Mlerosofi's documents
conceming the Program, | have reached the opinion that ali purchasers of
Vista Capable but not Vista Premium Ready PCs, who purchased during
the perlod April 2006 through January 30, 2007, were adversely Impected
by the Program. The adverse impacl was of two types, First of all, the
prices of the Vista Capable but nat Ready PCs were artilclally maimtained
al a price inflated by the Program.* Secondly, rather than receiving a PC
of the tachnologieal quality sufficient to run the Vista Premium 083, these
purchasers received an Inferior PC. In the next saction of this Repoit, 1
quantify both tha number of U.S. PCs sold fo U.S. purchasers that were

adverslvely Impacted by the Program, and | also estimate the guantitativa

2 5eg, 8., depositions of Hall p. 108 {] have a belter recallealion that | paid upgrade
redemplion program.”); Schroder P 80 {"...IF yol want more expensiva fealures, you
have lv pay for Ik*); Morzles P. 41 (*._{hera was a few mora that were roughly the same
technically that had the same techninal spaaifications thal wers shesper. Q. Why didn't you buy
TESS
Upgrade.” and p. 76, *Q.. Did you believe when Yyau purchssed your compular that ynﬁ)\“gara
P=YNG Some extrs amount for the Express Upgrada'? A Yes, Yes® and p. 83-84, "...Thal's why |
woltld have lo say that | wauld be willing o pay mors, because | belleved that | was Paylng more

you befisva this PC should heve baen even
less expensive than it was? A. | bellave that it could have been,™,

Witlle thera Is no doubt as io the qualitstive impact of the Vista Capable Prg

gram on he price
ofthese PCs, | am unawsre of suffidlent data 1o estimals Ihe quanitative Impact

11

Page 15

handlsing (thers was demand labelad - - . .
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Impact on those purchasers,

Quantifying the lmpact op the Plaintifis from Purchase of Vista Capable but

Not Ready PCs. .

18. Microsoft retalned PricewaterhouseCoopears (PwC) {o producs financlal .
and sales information In response 1o Plaintiffs’ Requests for Admissions.
Rabert Moline, the lead Advisory Services pariner for PWG at Microsoft,
prepared a Declaration in which he estimated the number of "upgradablg"
PCs suld io nor-volume lioenss customers In the U.S. during the period
April 2008 and the launch of Windows Vistz in January 2007.%
Uppradeable PCs are those PCs that were Vista Capable Including those
that were also \ﬁgta Premium Ready.

19. Kathryn Griffith, a PwG Manager reporting to Mr, Moline, {estified at
deposltion on June 10, 2008 concerning the rmethodology underlying the
estimates offered by Mr. Moline. Ms. Grifiith also {estified that the PwC
team at Microsoft was engaged to check and supplement Mr. Moline's
estimate of the upgradeahle PCs sold to U,S, custorners 1o include the
valume llcensing customers. Athe fime of her deposition, Ms. Grffith's
work was not completed,

"20. On June 23, 2008, Microsoft produced Supplemental Responses to
Notice of Videotaped 30(h)(6) Deposltion {Supplemantal Responses), In
these Responses, Microsoft estimated *that between April 2006 and the

launch of Windows Vista in January 2007, approximately LQED ACTE ?)«

* Baclaration of Robert L, Molins In Sup

port of Miorasoit's Opposition to Plaintifs' Motlon for
Class Ceriificalion, Navamber 18, 2007,

12
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Upgradeable PCs were sold to U.S. customers.™ [ addition, a "share
drive" set of electronlz files were subsequently produced by Microsoft ihat

included the backup 1o the calevlations summarized In the Supplemental

Responses.

21. The PwC estimates of the sales nf“\ﬁsta.upgradeahle" PCs are derived

from a few fundamental sources.™ Firstly, the Microsaft MS Sales date
base was used to estimate the worldwide tolal of PCs sold with Microsoft
operating system licenses during the class period, A separate "PCs MIT
Report” was relled upon by PwC and l\{ﬁcmsaﬁ’m eslimate the percentage
of these PCs that were sold inthe U.S. Finally, surveys done for Microsaft
by & third party consuiting firm Currant Ana1ysi.=; wera ralied upon for a
breakdown of PCs Into those than were upgradeable, and those that were
not upgradeable, in Table 1, | reproduce the PwC-Microsoft caloulation of

upgradsable PCs sold I the U.S. on a monthiy basls for the period Apri
2006 through January 2007,

22. In addiiion to breaking down PG sales Into upgradeable and not
upgradeable, the Current Analysis surveys relled uparn by PwC and
Microsoft also subdivids the upgradeable PCE into those that were Vista
Capable but not Vista Premium Ready, and those that are Vista Premium
Ready. These perceniages are used 1o caloulate on a monihly basis the

number of PCs sold in the U.S. that were Vista Capable bt not Vista

** Supplemental Response o Topls No. 1.
*The sources ere described In the Griffith Deposiion st pp. 108-109,

13
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Premium Ready.® From these data | calculate that Plaintif Class
members purchesed 10.4 million Viela Capable hut not Premium Ready
PCs durlng tha periad April 2006 through January 2007.

23, The Gurent Analysis surveys fuither docurment the hardware deficiencies
of the Vista Capable but not Vista Premium Ready PCs. The hardware
deficiencies are broken down sepaiately for deskiop and for nolebook
PCs, and also separately for RAM deficlencies and for GRU deficiencles.
Table 2 shows the estimated number of Impacied desktop PCs and
notebook PCs, by month, that were sold with Insufficlent memory 1o run
Vista, with Insuffisient GPU capabilty te run Vista, and wilh boih
insufiictent memory and insufficient GPU capabifity.

24. 1 have been asked 1o estimale the amount that the Plaintiffs would need
1o madify the PCs purchased In order for those PCs ta peoperly Tun
Windows Vista other than the Home Basle verslon. | rely on the Expert
Report of Ronald Alepin for the estimates of the expected per PC cost of
such these modificetlons. These costs are as shawn in Tahle 4.

25, Tab]e 4 camblnes the number of Impacted PC5 In each of the relevant |
“deflciency” pategories from Table 2 wilh the cost of ractifying the
deficiencies as In Tabls 3. The tafal cosls to Plaintfis g5 a group of

madifying their purchased PCs o prope;ly run Windows Vista Is estimated

% The data from Gurrent Analysis [s avaliabie thmmtigh July 2006. For the months August 2006
through January 2007, | have exirapolaled the data using slmlar methadolegy es In the Pwe-
.. Mierosof warkpapers, ... .. .. . e

*The figures In Table 2 fnrinélﬁﬁ.iﬁilla'ri‘l memnry and Insumulent GPU are not duplicative uf those
with both Insufickent memary and GPU, that Ts, e.0,, lhe reporled figures of PCs-with Insuffclent
memory am those PCs that have sufficient GRU tepsbty .

14
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\i

as lhe range $3.084 to $6.522 bililon.

VI, Revenue Eamed by Miorosoft from XP Licenses on Visia Capabla but not
sta Pramium Ready PCs. :

~celn FIETUm Ready PCs.

26. | have been asked by Plalntifs' counsel io estimate the amount of

revenue samed by Microsoft fram the lieensing of Windows XP an Visia
Capable but not Vista Premium Ready PCs sold 1o Plaintiifs, In
Microsoft's Supplemental Responses, 1t estimates that it r;aceived IBvVenue
01‘1 from Windows XP licenses installed on upgradeable PCs
sold In the U.S. during the April 2006 through January 2007 perad. From
the estimales of Windows Capable but nol Vista Premium Ready PCs
compared 1o all upgradeabla PCs as in Table 1, V estimate that 52,3% of
the from Windows XP llcenses on upgradeable PCs were for
XP licenses on Vista Capable but not Vista Pramium Ready P(';s - those
PCs purchased by the Plaintiff glass. From these figures, } have,

therefore, reached the oplnlon that the Miorosoft revenue from the

Windows XP ficensing on Vista Capable but not Vists Pramiu Ready
PCs sold to Plaintifis was%

VIl. Microsoft Revenua fram Express Uparads |icenses of Vista Home Basic to

Class Plaintiffs.

27.1 have been asked by counsel for Plalntiffs to estimate the revanue earned

Page 18

by Microsoft from the flcensing of Vista Home Basio upgrades to the Class

Plalntiffs under Microsoft's Express Uparade Program. According to

~Microsoft's Supplemental Responses to Notice of Videotaped 30(p)(g) =~

15

REDACTED

Page 16 of 37



Case 2:07-cv-00475-MJP  Document 310 Filed 01/21/2009

Repart of Kelth Leffler, Ph.D. I Kelley et al,, v. Microsoft, No C07-0475 MJP

Beposlhijon, Windows Vista Home Basic llcenses were distributed

in the United Stales, Astording to a Microsoft decument, the cast of
Upgrading 1o Windows Vista Home Baslowas. @ This implies
Microsoft revenue from the llcensing of Vista Home Basieto Class

Members under the Express Upgrade Program nf:
|

" MS-KELL 00053; MS-KELL 45880: Grifith Dep. p, 182,

16
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Component Cost to Upgrade to Premium Ready

Paris Cost  Service Cosi* Total
Desliop Memaory** 54p.00 %3589 579,88
Desktop Graphics $a5.0p $39.93 §70.88
Deslktop Bath 575.00 57598 515058
Notebool Memopya* 55000 438,099 $Ro.a9
Ji\lutehmk Graphles $15098- 5500
Notebooh Both 550,00 539,89 4244.97-5580,00

¥inSiure Serules - Fienedop In skere prims ween usgd,

Tr023kinp Memary §s BON2 SEMHL PE-0200 O3 Nun-ECC 240 Pln Biran

2 silizhs @ E32MD oochare wsnd

Y Norehook Memory Is 200 FIH DDN2 Fe2-a200 ADOPERZ SDOIMMSE

R s\ichy @ 512MD nach oye vinet
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Jan-06
Deeember 2006 Report (MS-KELL

107831-33):

Tolal PC Non-VC
Talal PG Visia Capabla
Tuolal PC Premlum Ready

Molebooks Non-vG
Moleboohs Visla Gepablz
Notebonks Premium Ready

Desklops Non-VC
Desliops Vists Capable
Desklops Pramium Ready

Tolal PG Nen-VC Assoriment
Tolal PG Vista Capable Assarlmant
Tolal PC Pramium Ready Assoriment

Notebooks Mon-VG Assorimant
Notehoolts Vlsla Capable Assortrmant
Motebooks Premium Ready Assortmant

Desklapes Non-VC Assoriment
Dasklops Viola Cspable Assorimeant
Pesktops Pramium Ready Assoriment

Page 26
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as ihe range $3.817 to $8.522 billion.
Vi. Revenue Eamed by Microsoft fram XP Licenses on Vista Capable but not

Vista Premium Ready PCs.

26. | have been asked by Plaintiffs' counsel io estimate the amount of
revenue eamed by Microsoft from the licensing of Windows XP on Visla
Capable but not Vista Premium Ready PCs sold to Plaintifis. In
Microsoit's Supplemenial Responses, |t estimates that It received revenue
of from Windows XP licenses Installed on upgradeable PCs
solﬁcﬁ.n the U.8. durlng the April 2006 through January 2007 period. From
the estimates of Windows Capable but not Vista Premium Ready PCs
compared 1o all upgradeable PGs as in Table 1, | estimate that 52.3% of
the% from Windows XP ficenses on upgradeable PCs were for
XP licenses on Vista Capable but not Vista Premium Ready PCs - those
PCs purchased by the Plalntlff class. From thess figures, | have,
therefore, reached the oplnion that the Microsoft revenue from the
Windows XP licensing on Vista Capable but not Vista Premium Ready

PCs sold io Plalntifis was

VIL. Microsoft Revenue from Exprass Upgrade Licenses of Vislz Home Baslc to
Class Plainiffs.

27.1 have been asked by counsel for Plaintiffs to eslimate the revenue earned
by Micrasoft from the licensing of Vista Home Basic upgrades 1o the Class
ST Pldintiffs uider Microsoft's Express Upgtade Program. Accordingto

Microsoft's Supplemental Responses to Notice of Videotaped 30(b){(6)

L=
iJd

REDACTED
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Deposition, Windows Vista Home Basic licenses were distributed
In the United Siates. According to a Microsoft document, the cost of
upgrading to Windows Vista Home Basic wasL_.m This implies

Microsoft revenue from the licensing of Vista Home Basic to Class

Members under the Express Upgrade Pragram of .

Keith Leffler, Ph.D. Date

*? MS-KELL D0053; MS-KELL 45660; Griffith Dep. p. 182.
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Table 3

Component Cost to Upgrade to Premium Ready

Parts Cost  Service Cost* Toxal
MIN MAX

Notehook Memary** $50,00 539,99 588,83
Notebook Graphics $154.08 5500.00
Notebook Hoth $50.00 430,99 4244.97 £5B9.99
Desktop Memoryn* 540.00 539,59 578.99
Deslitop Graphics 535,00 538,09 §74.89
Desktop Both 475,00 47908 $154.98

*In 5tore Service - Flredog Instora prices were waed.,

**Nolnbook Memuory is 200 FIN DDRE PC2-3200 A0OMHZ SODIMMS
Z slichs & 51218 gach zre usad

A*Desktep Memory Is DONZ 533MHi PCI-9200 €23 Non-ECE 240 Pin BIMM
2 s5tichs @ 512MB each are used
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Total PG Non-VG
Total PC Vista Capahle
Tatal PC Premlum Ready

Nolebooks Non-vC
Noilebonks Vista Gapahble
Nolebooks Pramium Ready

Deskinps Non-vC
Deskiops Vista Capabla
Desllops Fremium Ready

Total PC Non-VC Assoriment
Total PC Visla Capable Assortment
Total PG Premium Ready Assortmenl

Nolebooks Nen-VC Assoriment
Molebooks Visla Capable Assoriment
Molebooks Premium Ready Assarimeni

Deskiops Non-VC Assoriment
Dasldops Vista Capable Assortment
Deskiaps Premium Ready Assoriment
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