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          1                      P-R-O-C-E-E-D-I-N-G-S

          2             THE COURT:  MR. WARDEN.

          3             MR. WARDEN:  YOUR HONOR, THE PARTIES HAVE AGREED

          4   TO INTERRUPT MR. ALLCHIN IN ORDER TO CALL NOW MICHAEL

          5   DEVLIN, A NON-PARTY WITNESS WHO'S BEEN WAITING SEVERAL DAYS,

          6   AND WE BELIEVE WILL BE SHORT AND BE COMPLETED BEFORE LUNCH.

          7             THE COURT:  ALL RIGHT.  THAT IS PERFECTLY ALL

          8   RIGHT.

          9             MR. WARDEN:  THANK YOU, YOUR HONOR.

         10             MR. BURT WILL EXAMINE MR. DEVLIN FOR MICROSOFT.

         11             THE COURT:  ALL RIGHT.  MR. BURT.

         12             MR. BURT:  MICROSOFT CALLS AS ITS NEXT WITNESS,

         13   YOUR HONOR, MR. MICHAEL DEVLIN OF RATIONAL SOFTWARE.

         14             (MICHAEL DEVLIN, DEFENDANT'S WITNESS, SWORN.)

         15                        DIRECT EXAMINATION

         16   BY MR. BURT:

         17   Q.  GOOD MORNING, MR. DEVLIN.

         18             MR. DEVLIN, DO YOU HAVE BEFORE YOU A COPY OF YOUR

         19   WRITTEN DIRECT TESTIMONY AS FILED IN THIS CASE?

         20   A.  YES, I DO.

         21   Q.  HAVE YOU HAD AN OPPORTUNITY TO REVIEW THAT TESTIMONY FOR

         22   ANY CHANGES OR MODIFICATIONS THAT YOU WOULD LIKE TO MAKE?

         23   A.  YES, I HAVE, AND I HAVE NOTICED TWO SMALL THINGS.  THERE

         24   IS A REFERENCE TO THE EXHIBIT AS A NEWSWEEK ARTICLE.  THAT

         25   SHOULD SAY BUSINESS WEEK.
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          1   Q.  AND THAT'S AT PARAGRAPH 22 ON PAGE 12 OF YOUR TESTIMONY?

          2   A.  CORRECT.

          3   Q.  AND THE CHANGE YOU WOULD LIKE TO MAKE THERE IS TO CHANGE

          4   THE REFERENCE TO NEWSWEEK TO BUSINESS WEEK; IS THAT RIGHT?

          5   A.  CORRECT.

          6   Q.  WERE THERE ANY OTHER CHANGES THAT YOU WOULD LIKE TO MAKE

          7   TO YOUR WRITTEN DIRECT TESTIMONY?

          8   A.  THE ONLY OTHER THING THAT I SHOULD MENTION IS THAT THERE

          9   ARE SEVERAL REFERENCES TO OUR PRODUCTS -- VERSIONS OF OUR

         10   PRODUCTS THAT ARE IN BETA TEST.  MOST ALL OF THOSE PRODUCTS

         11   WERE ANNOUNCED ON OR BEFORE JANUARY 19TH AS BEING GENERALLY

         12   AVAILABLE WITHIN 30 DAYS OF THAT DATE.

         13             SO SOME OF THE PRODUCTS IDENTIFIED AS IN BETA TEST

         14   TO LIMITED CUSTOMERS HAVE -- EITHER HAVE BEEN OR WILL BE IN

         15   THE NEXT FEW DAYS RELEASED -- GENERALLY AVAILABLE TO OUR

         16   CUSTOMERS.

         17   Q.  OKAY.  SO WHEN YOUR TESTIMONY WAS WRITTEN AND SIGNED,

         18   THOSE PRODUCTS WERE IN BETA, BUT THEY HAVE NOW ADVANCED TO

         19   THE POINT OF BEING ON THE VERGE OF BEING RELEASED TO

         20   CUSTOMERS; IS THAT RIGHT?

         21   A.  YES.

         22   Q.  WITH THOSE MODIFICATIONS, MR. DEVLIN, DO YOU AFFIRM YOUR

         23   WRITTEN DIRECT TESTIMONY TO BE YOUR TRUTHFUL TESTIMONY?

         24   A.  YES, I DO.

         25             MR. BURT:  YOUR HONOR, THERE ARE JUST TWO EXHIBITS
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          1   SUBMITTED WITH MR. DEVLIN'S WRITTEN TESTIMONY, WHICH I MOVE

          2   INTO EVIDENCE:  DEFENSE EXHIBIT 2347, WHICH IS A COPY OF

          3   MR. DEVLIN'S RESUME, AND DEFENSE EXHIBIT 2123, WHICH IS A

          4   COPY OF THE BUSINESS WEEK ARTICLE DATED JULY 20TH, 1998 AND

          5   ENTITLED, "BUILD YOUR OWN BROWSER."

          6             MR. BOIES:  I HAVE NO OBJECTION TO THE FIRST

          7   EXHIBIT, YOUR HONOR.

          8             WITH RESPECT TO THE BUSINESS WEEK ARTICLE, I HAVE

          9   NO OBJECTION TO THE REFERENCES IN IT IN MR. DEVLIN'S

         10   TESTIMONY, BUT I DON'T BELIEVE THAT THE ARTICLE ITSELF

         11   SHOULD BE ADMITTED FOR THE TRUTH OF MATTERS ASSERTED.

         12             THE COURT:  ALL RIGHT.  2347 IS ADMITTED, AND

         13   DEFENDANT'S 2123 IS ADMITTED.  THE OBJECTION IS NOTED AND

         14   OVERRULED.  I WILL ADMIT IT FOR WHAT IT'S WORTH.

         15                                   (WHEREUPON, DEFENDANT'S

         16                                   EXHIBIT NUMBERS 2347 AND

         17                                   2123 WERE RECEIVED IN

         18                                   EVIDENCE.)

         19   BY MR. BURT:

         20   Q.  MR. DEVLIN, YOUR WRITTEN TESTIMONY ALSO REFERS TO A

         21   SHORT VIDEOTAPE DEMONSTRATION, WHICH HAS BEEN MARKED FOR

         22   IDENTIFICATION AS DEFENSE EXHIBIT 2124.  ARE YOU FAMILIAR

         23   WITH THAT VIDEOTAPE?

         24   A.  YES, I AM.

         25   Q.  WAS IT PREPARED BY RATIONAL EMPLOYEES AT YOUR DIRECTION
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          1   AND REQUEST?

          2   A.  YES, IT WAS.

          3   Q.  HAVE YOU REVIEWED THE VIDEOTAPE YOURSELF?

          4   A.  YES, I HAVE.

          5   Q.  AND DOES IT ACCURATELY PORTRAY THE SUBJECTS DESCRIBED IN

          6   THE VIDEOTAPE?

          7   A.  YES, IT DOES.

          8   Q.  COULD YOU PLEASE DESCRIBE FOR THE COURT JUST VERY

          9   BRIEFLY WHAT IS PORTRAYED ON THE VIDEOTAPE?

         10   A.  YES, I CAN.

         11             RATIONAL IS A COMPANY THAT -- THE PRODUCTS WE

         12   DELIVER ARE TOOLS USED BY SOFTWARE DEVELOPERS.  AND THOSE

         13   TOOLS ARE USED BY PEOPLE DESIGNING, OR BUILDING, OR TESTING

         14   SOFTWARE.

         15             THIS PARTICULAR DEMONSTRATION IS OF ONE OF OUR

         16   TEST TOOLS THAT'S USED BY OUR CUSTOMERS, AFTER THEY'VE

         17   WRITTEN A PIECE OF SOFTWARE OR DEVELOPED A PIECE OF

         18   SOFTWARE, IN ORDER TO TEST THAT THE FUNCTIONALITY OF THE

         19   PRODUCT THAT THEY BUILT IS CONSISTENT WITH THE FUNCTIONALITY

         20   THAT THEY INTENDED TO BUILD -- THE REQUIREMENTS,

         21   ESSENTIALLY, FOR THE PRODUCT.

         22             THE PRODUCT IS, IN THIS PARTICULAR CASE, BEING

         23   USED TO DEMONSTRATE TESTING OF WEB-BASED APPLICATIONS --

         24   THAT IS, APPLICATIONS IN THIS EXAMPLE THAT ARE USING IE 4.

         25   AND, IN PARTICULAR, WE'RE DEMONSTRATING SOME CAPABILITIES TO
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          1   ALLOW OUR USERS TO HIGHLY AUTOMATE THEIR TESTING.

          2             SO THAT AS OPPOSED TO EITHER MANUALLY HAVING

          3   PEOPLE SIT AND RUN THE PROGRAM, WE CAN HAVE ONE PERSON RUN

          4   THE PROGRAM, CAPTURE A SCRIPT, AND THEN PLAY IT BACK AS

          5   REGRESSION TESTS AND PARAMETERIZE THAT PLAYBACK.  THIS

          6   ALLOWS OUR CUSTOMERS TO AUTOMATE THEIR TESTING PROCESS.

          7             THE COMPONENTIZED ARCHITECTURE OF IE ALLOWS US TO

          8   DO THIS.  MICROSOFT HAS MADE AVAILABLE A SET OF PROGRAMMING

          9   INTERFACES THAT OUR TOOL IS BUILT ON.  THOSE PROGRAMMING

         10   INTERFACES ALLOW US TO INTERROGATE THE STATE OF THE

         11   APPLICATION AND ACCURATELY REPRODUCE THE BEHAVIOR OF THE

         12   APPLICATION.

         13             THE COURT:  ALL RIGHT.

         14             MR. BURT:  YOUR HONOR, I MOVE DEFENSE EXHIBIT 2124

         15   INTO EVIDENCE.

         16             MR. BOIES:  NO OBJECTION, YOUR HONOR.

         17             THE COURT:  DEFENDANT'S 2124 IS ADMITTED.

         18                                   (WHEREUPON, DEFENDANT'S

         19                                   EXHIBIT NUMBER 2124 WAS

         20                                   RECEIVED IN EVIDENCE.)

         21             MR. BURT:  AND WITH YOUR HONOR'S PERMISSION, WE

         22   WOULD LIKE TO PLAY THAT VIDEOTAPE DEMONSTRATION AT THIS

         23   TIME.

         24             (VIDEOTAPE EXCERPT PLAYED AS FOLLOWS:)

         25             MR. BRYSON:  HI.  MY NAME IS BRIAN BRYSON, AND I'M
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          1   THE SENIOR MARKETING ENGINEER FOR RATIONAL SOFTWARE

          2   CORPORATION'S AUTOMATED TESTING PRODUCTS.

          3             TODAY I'M GOING TO DEMONSTRATE HOW THE INTEGRATION

          4   OFFERED BY INTERNET EXPLORER TECHNOLOGIES HELPS RATIONAL

          5   MAKE OUR PRODUCTS BETTER.

          6             MORE SPECIFICALLY, I WILL BE ILLUSTRATING HOW

          7   RATIONAL ROBOT USES THE INTERNET EXPLORER API'S TO

          8   ACCURATELY RECORD A SOFTWARE TESTER'S ACTIONS AGAINST BOTH

          9   AN HTML-BASED APPLICATION AND A JAVA-BASED APPLICATION.

         10             NOW, BEFORE I BEGIN, I WOULD LIKE TO EXPLAIN WHY

         11   OUR CUSTOMERS DEMAND THE ABILITY TO PERFORM OBJECT-ORIENTED

         12   AUTOMATED TESTING.  OUR CUSTOMERS DEVELOP SOFTWARE.  THE

         13   MANUAL PROCESS OF TESTING THIS SOFTWARE CAN ACCOUNT FOR UP

         14   TO 40 PERCENT OF THE DEVELOPMENT TIME.  DUE TO THE

         15   CONTINUALLY EVOLVING NATURE OF THE SOFTWARE DEVELOPMENT

         16   PROCESS, TESTING BECOMES A VERY REPETITIVE TASK.  A TESTER

         17   MAY TEST THE SAME PIECE OF SOFTWARE HUNDREDS OF TIMES.

         18             OUR PRODUCT, RATIONAL ROBOT, AUTOMATES THIS

         19   TESTING PROCESS.  BY RECORDING USER ACTIONS, RATIONAL ROBOT

         20   CREATES A TEST SCRIPT.  ROBOT CAN THEN USE THIS SCRIPT TO

         21   REPLAY THE TEST AGAINST ANY AND ALL FUTURE VERSIONS OF THE

         22   SOFTWARE.  THIS ALLOWS TESTERS TO SPEND LESS TIME ON

         23   PERFORMING TESTS AND MORE TIME REVIEWING THE RESULTS OF A

         24   ROBOT PLAYBACK AND CORRECTING ANY PROBLEMS FOUND.

         25             NOW, RATIONAL ROBOT HAS TRADITIONALLY BEEN ABLE TO
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          1   DO THIS FOR CLIENT-SERVER APPLICATIONS.  NOW, WITH THE

          2   EXPOSED API'S OF INTERNET EXPLORER TECHNOLOGIES IN WINDOWS,

          3   RATIONAL CAN, FOR THE FIRST TIME, EXPAND THE SCOPE OF

          4   ROBOT'S ABILITIES TO INCLUDE HTML AND JAVA-BASED

          5   APPLICATIONS.

          6             I WOULD FIRST LIKE TO DEMONSTRATE ROBOT'S ABILITY

          7   TO RECORD AGAINST AN HTML-BASED APPLICATION.  I WILL CONNECT

          8   MYSELF TO AMAZON.COM, THE INTERNET'S LEADING BOOKSELLER.

          9             NOW, IF I WERE A TESTER AT AMAZON.COM, IT WOULD BE

         10   MY JOB TO INSURE THAT MY APPLICATION CORRECTLY PROCESSES

         11   SALES ORDERS FOR ALL THE CUSTOMERS.  I NEED THE ABILITY TO

         12   CAPTURE AND RECORD INFORMATION ABOUT MY APPLICATION NOW, SO

         13   THAT WHEN A NEWER VERSION IS TO BE RELEASED, I CAN REPLAY MY

         14   TEST AND VERIFY THAT EVERYTHING IS FUNCTIONING PROPERLY.

         15             SO I WILL BRING UP THE AMAZON.COM WEB SITE, AND AS

         16   I NAVIGATE THE AMAZON.COM WEB SITE, RATIONAL ROBOT IS

         17   RECORDING ALL OF MY MOVES.

         18             I ALSO HAVE THE ABILITY TO VERIFY THAT A GIVEN

         19   OBJECT ON THE WEB PAGE IS CORRECTLY PRESENTED.  TO DO THIS,

         20   I WILL INSERT WHAT WE CALL A VERIFICATION POINT.  THIS WILL

         21   CAPTURE AND STORE ALL INFORMATION ABOUT THE INFORMATION OF

         22   THIS OBJECT.

         23             SO I WILL POINT TO THIS HTML LINK, AND WHEN I

         24   CLICK "OKAY," ROBOT, THROUGH ITS INTEGRATION, WILL EXTRACT

         25   ALL THE INFORMATION FROM THE INTERNET EXPLORER API.  NOT
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          1   ONLY CAN I SEE INFORMATION THAT WOULD BE OBVIOUS BY LOOKING

          2   AT THE WEB PAGE, SUCH AS THE NAME OF THE LINK, BUT I HAVE

          3   DEEP VISIBILITY INTO ALL THE INFORMATION OF THE OBJECT.

          4             SPECIFICALLY, I CAN LOOK HERE AT THE OUTER HTML

          5   PROPERTY AND SEE ALL THE CODE BEHIND THE APPLICATION.

          6   RATIONAL ROBOT WOULD NOT BE ABLE TO OFFER OUR CUSTOMERS SUCH

          7   DEEP VISIBILITY INTO AN HTML PAGE IF IT WEREN'T FOR INTERNET

          8   EXPLORER'S EXPOSED AND DOCUMENTED API.

          9             NOW, WHEN IT COMES TO JAVA APPLICATIONS, I HAVE

         10   THE SAME LEVEL OF VISIBILITY INTO THE APPLICATION.  I HAVE

         11   HERE A JAVA APPLET, WHICH WAS CREATED USING SUN SYSTEM'S

         12   JAVA CLASSES.  USING RATIONAL ROBOT, I AM ABLE TO EXTRACT

         13   THAT DATA AND STORE IT.

         14             AGAIN USING A VERIFICATION POINT, I WILL POINT AT

         15   THE DATA, CLICK ON "OKAY," AND EXTRACT THAT INFORMATION.

         16   NOW, WHEN I REPLAY THIS SCRIPT AGAINST A VERSION -- A FUTURE

         17   VERSION OF THE APPLICATION, THE DATA THAT SHOWS UP IN THE

         18   SCRIPT AT THAT TIME WILL BE COMPARED TO THE DATA I HAVE JUST

         19   CAPTURED.  ANY DIFFERENCES WILL BE AUTOMATICALLY BROUGHT TO

         20   MY ATTENTION.

         21             ALL OF THIS IS MADE POSSIBLE BY THE CONSISTENT AND

         22   OPEN ARCHITECTURE OF THE INTERNET EXPLORER COMPONENTS.  NO

         23   OTHER TECHNOLOGY ALLOWS US BETTER VISIBILITY INTO THE

         24   ARCHITECTURE OF HTML AND JAVA-BASED APPLICATIONS.  THIS IS A

         25   VERY BIG LEAP FORWARD FOR RATIONAL AND A BIG VALUE ADD FOR
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          1   OUR CUSTOMERS.

          2             (END OF PLAYING OF VIDEOTAPE.)

          3             MR. BURT:  THANK YOU.

          4             YOUR HONOR, I PASS MR. DEVLIN FOR

          5   CROSS-EXAMINATION.

          6             THE COURT:  ALL RIGHT, MR. BURT.

          7                        CROSS-EXAMINATION

          8   BY MR. BOIES:

          9   Q.  GOOD MORNING, MR. DEVLIN.

         10   A.  GOOD MORNING.

         11   Q.  MY NAME IS DAVID BOIES.  WE HAVEN'T MET, ALTHOUGH WE'VE

         12   PASSED EACH OTHER IN THE HALL.

         13   A.  YES.

         14   Q.  AND I REPRESENT THE UNITED STATES.

         15             DO I UNDERSTAND THAT THE TWO PRINCIPAL POINTS OF

         16   YOUR DIRECT TESTIMONY ARE, FIRST, THAT MICROSOFT'S INTERNET

         17   EXPLORER TECHNOLOGIES ARE COMPONENTIZED AND THAT IS AN

         18   ADVANTAGE TO YOU IN USING THOSE TECHNOLOGIES IN YOUR

         19   BUSINESS?  THAT'S ONE?

         20   A.  THAT IS DEFINITELY A POINT THAT'S MADE IN THE TESTIMONY.

         21   Q.  AND THAT, SECOND, THAT YOUR BUSINESS IS INCREASINGLY

         22   DEVOTED TO WORKING WITH MICROSOFT PRODUCTS, AND DEPENDING ON

         23   THOSE MICROSOFT PRODUCTS AND THE WIDER DISTRIBUTION THOSE

         24   PRODUCTS HAVE, THE MORE EFFICIENT IT IS FOR YOUR BUSINESS;

         25   IS THAT CORRECT?
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          1   A.  THOSE ARE NOT THE ONLY TWO POINTS MADE IN THE TESTIMONY.

          2   Q.  LET'S BEGIN.  ARE THOSE TWO IMPORTANT POINTS?

          3   A.  I THINK IN THE TESTIMONY, IT'S STATED -- THE FIRST ONE

          4   IS PRETTY MUCH STRAIGHTFORWARD FROM THE TESTIMONY.  THE

          5   SECOND ONE IS A LITTLE BIT DIFFERENT THAN WHAT WAS SAID IN

          6   THE TESTIMONY.

          7             BUT THE ANSWER IS ESSENTIALLY "YES," THAT THE

          8   BROADER A PLATFORM VENDOR DISTRIBUTES THEIR TECHNOLOGY, THE

          9   LARGER MARKET FOR A COMPANY LIKE RATIONAL, AND FOR ALL THE

         10   INDEPENDENT SOFTWARE VENDORS.

         11   Q.  YES.  THAT YOU HAVE DESIGNED A NUMBER OF YOUR PRODUCTS

         12   TO WORK WITH MICROSOFT PRODUCTS, CORRECT?

         13   A.  YES, WE HAVE.

         14   Q.  AND AS A RESULT, THE WIDER DISTRIBUTION THAT THOSE

         15   MICROSOFT PRODUCTS HAVE, THE BETTER IT IS FOR YOUR BUSINESS?

         16   A.  YES.  THAT'S NOT SPECIFIC TO MICROSOFT.  THE WIDER THE

         17   DISTRIBUTION OF ALL THE MAJOR PLATFORMS, THE BETTER THAT IS

         18   FOR OUR BUSINESS, BUT THAT'S DEFINITELY TRUE.

         19   Q.  WHEN YOUR PRODUCTS ARE DESIGNED TO WORK FOR ANY

         20   COMPANY'S PRODUCTS, THE WIDER THE DISTRIBUTION THAT THAT

         21   COMPANY'S PRODUCTS HAVE, THE BETTER IT IS FOR YOU?

         22   A.  YES.

         23   Q.  AND YOUR COMPANY HAS CONCLUDED THAT IT IS GOING TO BE

         24   INCREASINGLY DEPENDENT ON MAKING PRODUCTS THAT WORK WITH

         25   MICROSOFT, CORRECT?
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          1   A.  I'M NOT SURE I UNDERSTAND THE ESSENCE OF THE QUESTION.

          2   RATIONAL IS HEAVILY INVESTING RESEARCH AND DEVELOPMENT FOR

          3   ALL OF OUR PRODUCTS TO SUPPORT THE MICROSOFT PLATFORMS, AS

          4   WELL AS OTHER PLATFORMS.  IS THAT THE QUESTION YOU WERE

          5   ASKING?

          6   Q.  NOT EXACTLY.  AND MAYBE THE EASIEST WAY IS TO PUT BEFORE

          7   THE WITNESS AND OFFER GOVERNMENT EXHIBIT 1663.

          8             AS A FOUNDATION POINT, MR. DEVLIN, DO YOU

          9   RECOGNIZE THIS AS RATIONAL SOFTWARE CORP'S QUARTERLY

         10   SECURITIES AND EXCHANGE COMMISSION REPORT, 10-Q?

         11   A.  YES, I DO.

         12             MR. BURT:  NO OBJECTION, YOUR HONOR.

         13             THE COURT:  GOVERNMENT'S 1663 IS ADMITTED.

         14                                   (WHEREUPON, PLAINTIFFS'

         15                                   EXHIBIT NUMBER 1633 WAS

         16                                   RECEIVED IN EVIDENCE.)

         17   BY MR. BOIES:

         18   Q.  LET ME DIRECT YOUR ATTENTION TO THE BOTTOM OF PAGE 5 OF

         19   THIS DOCUMENT, THE PARAGRAPH THAT IS UNDER THE HEADING

         20   "EXPANSION OF PRODUCT LINES, DEPENDENCE ON NEW PRODUCT

         21   INTRODUCTIONS."

         22   A.  YES.

         23   Q.  AND, IN PARTICULAR, THE SENTENCE IN THE MIDDLE THAT SAYS

         24   "THE COMPANY BELIEVES ITS CONTINUED SUCCESS WILL

         25   INCREASINGLY BECOME DEPENDENT ON ITS ABILITY TO SUPPORT THE
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          1   MICROSOFT PLATFORM, INCLUDING THE WINDOWS 95, WINDOWS 98,

          2   AND WINDOWS NT OPERATING SYSTEMS."

          3             DO YOU SEE THAT?

          4   A.  YES, I DO.

          5   Q.  AND YOU BELIEVE THAT THAT IS TRUE BECAUSE MICROSOFT'S

          6   MARKET SHARE IS INCREASING, CORRECT?

          7   A.  YES.  AS THE PARAGRAPH GOES ON TO SAY, THE TWO MARKETS

          8   THAT ARE GROWING RAPIDLY FOR RATIONAL ARE WEB-BASED

          9   APPLICATIONS AND MICROSOFT-BASED APPLICATIONS.

         10   Q.  AND YOU BELIEVE THAT MICROSOFT'S INCREASING MARKET SHARE

         11   IN THOSE TWO APPLICATIONS WILL RESULT IN YOUR COMPANY

         12   BECOMING INCREASINGLY DEPENDENT ON MICROSOFT, CORRECT, SIR?

         13   A.  YES.  THE IRONY OF BEING CALLED AN INDEPENDENT SOFTWARE

         14   VENDOR IS THAT WHILE WE'RE NOT CONTROLLED BY IBM, OR HP, OR

         15   MICROSOFT, OUR PRODUCTS RELY ON SERVICES PROVIDED BY THOSE

         16   PLATFORMS.

         17             SO ALL OF THE MAJOR PLATFORM VENDORS PROVIDE

         18   COMPONENTS OF THEIR TECHNOLOGY THAT WE RELY ON.  SO THAT IS

         19   DEFINITELY TRUE.

         20   Q.  AND ALTHOUGH CERTAIN ASPECTS OF YOUR BUSINESS

         21   RELATIONSHIPS WITH MICROSOFT AND IBM AND OTHERS ARE

         22   CONTRACTUAL IN NATURE, MANY IMPORTANT ASPECTS DEPEND ON THE

         23   WILLINGNESS OF THOSE COMPANIES TO COOPERATE WITH YOU,

         24   CORRECT?

         25   A.  YES, SIR, THEY DO.
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          1   Q.  NOW, YOU HAVE ENTERED INTO A BUSINESS ALLIANCE WITH

          2   MICROSOFT; IS THAT CORRECT?

          3   A.  YES, WE DID.

          4   Q.  AND WOULD YOU EXPLAIN JUST BRIEFLY WHAT THAT BUSINESS

          5   ALLIANCE IS?

          6   A.  WE HAVE NUMEROUS RELATIONSHIPS WITH MICROSOFT.  THE ONE

          7   I BELIEVE YOU'RE REFERRING TO IS SPECIFICALLY A CONTRACT

          8   REGARDING MICROSOFT LICENSING A SUBSET OF OUR ROSE PRODUCT

          9   TO INCLUDE IN THE MICROSOFT VISUAL STUDIO PRODUCT.

         10   Q.  DOES THAT INCLUDE THE SITUATION WHERE CERTAIN PRODUCTS

         11   THAT YOU DEVELOPED ARE ACTUALLY SHIPPED AS A MICROSOFT

         12   PRODUCT?

         13   A.  YES, IT DOES.

         14             I SHOULD PERHAPS CLARIFY THAT JUST SLIGHTLY, THAT

         15   THE PRODUCT WE DEVELOPED FOR MICROSOFT IS SHIPPED AS A

         16   MICROSOFT PRODUCT.  IT'S DIFFERENT THAN THE PRODUCT WE SHIP

         17   OURSELVES.

         18   Q.  SOME OF THE PRODUCTS THAT YOU SHIP USE OR DEPEND ON

         19   DLL'S THAT ARE CONTAINED IN INTERNET EXPLORER; IS THAT

         20   CORRECT?

         21   A.  YES.

         22   Q.  NOW, IN SOME CASES, YOU WILL RESHIP THOSE DLL'S?

         23   A.  YES.

         24   Q.  AND IN SOME CASES, YOU WILL NOT RESHIP THOSE DLL'S AND

         25   YOU WILL DEPEND ON THE PERSON TO WHOM YOU'RE SHIPPING YOUR
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          1   PRODUCT TO HAVE THOSE DLL'S AVAILABLE, CORRECT?

          2   A.  YES.

          3   Q.  HOW DO YOU DETERMINE --

          4   A.  THAT'S WHAT I THOUGHT YOU WERE GOING TO ASK, BUT I

          5   SHOULD WAIT FOR YOUR QUESTION.

          6   Q.  EXACTLY.  HOW DO YOU DETERMINE WHAT PRODUCTS YOU WILL

          7   ACTUALLY RESHIP THE DLL'S WITH AND WHAT PRODUCTS YOU WILL

          8   SAY TO YOUR CUSTOMER, "YOU'VE GOT TO HAVE THESE DLL'S"?

          9   A.  YES.  OUR PREFERENCE -- AND I BELIEVE THIS IS TRUE OF

         10   VIRTUALLY -- THE VAST MAJORITY OF INDEPENDENT SOFTWARE

         11   VENDORS -- OUR PREFERENCE IS TO ONLY BE SHIPPING OUR PRODUCT

         12   BECAUSE THERE'S HIGHEST COSTS IN A NUMBER OF DIFFERENT

         13   DIMENSIONS IF WE HAVE TO SHIP ADDITIONAL SOFTWARE.

         14             SO THE FIRST DEFAULT IS OUR PREFERENCE IS TO HAVE

         15   THOSE DLL'S BE AVAILABLE AS PART OF THE PLATFORM THAT WE'RE

         16   SHIPPING ON.  HOWEVER, IN THOSE CASES WHERE WE MAY DEPEND --

         17   AND WE TYPICALLY FIND THIS OUT IN WHAT'S CALLED BETA TESTING

         18   WHERE YOU SHIP AN EARLY VERSION OF YOUR PRODUCT TO THE

         19   CUSTOMER -- WE MAY DISCOVER THAT OUR PRODUCT, IN TERMS OF

         20   WHICH VERSIONS OF SOME OF THE DLL'S IT DEPENDS ON VERSUS

         21   WHAT'S COMMONLY OUT THERE AT THIS POINT IN THE MARKETPLACE,

         22   IS SUCH THAT THERE MAY BE DEFECTS IN THE PRODUCT IF A

         23   PARTICULAR VERSION OF THE DLL IS NOT AVAILABLE ON THE

         24   CUSTOMER'S MACHINE.

         25             IN THAT CASE, WE WILL REDISTRIBUTE THOSE DLL'S

                                                                              18

          1   WHICH WORKS FOR PROBABLY THE MAJORITY OF OUR CUSTOMERS.

          2   THERE ARE CUSTOMERS, PARTICULARLY CORPORATE I.T. SHOPS, THAT

          3   WON'T ALLOW A COMPANY LIKE RATIONAL TO INSTALL WINDOWS DLL'S

          4   ON THEIR PARTICULAR MACHINES.  SO THAT CREATES A PROBLEM AND

          5   OUR TECHNICAL SUPPORT PEOPLE THEN DEAL WITH THAT.

          6   Q.  AND THE REASON THEY WON'T PERMIT A COMPANY LIKE RATIONAL

          7   TO INSTALL WINDOWS DLL'S IS THEY WANT TO CONTROL THE

          8   INSTALLATION OF THOSE DLL'S?

          9   A.  CORRECT.  WELL, THEY TYPICALLY HAVE A PLATFORM THAT THEY

         10   KNOW WORKS AND THEY DON'T TYPICALLY ALLOW COMPANIES LIKE

         11   RATIONAL TO CHANGE THAT.

         12   Q.  NOW, WHEN YOU DEVELOP A PRODUCT THAT USES WINDOWS API'S

         13   OR WINDOWS DLL'S, YOU KNOW THAT OVER TIME THOSE API'S OR

         14   DLL'S WILL CHANGE AS NEW RELEASES COME OUT, CORRECT?

         15   A.  YES, THEY WILL.

         16   Q.  AND DO YOU THEN CHANGE YOUR PRODUCT TO CONFORM WITH THE

         17   CHANGES THAT MICROSOFT HAS MADE?

         18   A.  YES, WE DO, IF REQUIRED.  AND THERE'S A CONCEPT WE USE.

         19   THERE'S A TECHNOLOGY THAT COMES FROM THE NOTION OF WHAT'S

         20   CALLED "OBJECT AND COMPONENT-BASED TECHNOLOGY" WHERE, IF YOU

         21   STRUCTURE THE SOFTWARE CORRECTLY, YOU ONLY WANT TO BE

         22   DEPENDENT ON THE INTERFACES TO THAT PRODUCT AS OPPOSED TO

         23   ALL OF THE CODE IN THAT COMPONENT.

         24             SO WE TRY TO ARCHITECT OUR SOFTWARE TO MINIMIZE --

         25   TO INSURE THAT OUR DEPENDENCIES ARE ONLY ON THE
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          1   SPECIFICATION OF THE COMPONENT, WHICH TENDS TO BE MORE

          2   STABLE THAN ALL THE REST OF THE CODE THAT'S INSIDE THE

          3   COMPONENT, SO THAT WE MINIMIZE THAT.

          4             BUT AS A MINIMUM, IF THERE'S -- WE BELIEVE THERE'S

          5   A MAJOR CHANGE OR A CUSTOMER DISCOVERS THAT THERE'S AN

          6   INCOMPATIBILITY, AS A MINIMUM, WE HAVE TO RETEST AND

          7   RE-RELEASE OUR PRODUCTS.

          8   Q.  AND, FOR EXAMPLE, THERE WAS WHAT YOU WOULD REFER TO AS A

          9   MAJOR CHANGE WHEN MICROSOFT WENT FROM IE 3 TO IE 4?

         10   A.  YES.  MAJOR CHANGES, LIKE IE 3 TO IE 4 AND WINDOWS 95 TO

         11   98, REQUIRE SUBSTANTIAL DEVELOPMENT AND TESTING, IF THERE'S

         12   NEW FEATURES, IN PARTICULAR.

         13   Q.  AND IF YOU ARE RELYING ON A DLL -- A NEW DLL THAT IS IN

         14   IE 4 -- IF YOU WANT YOUR PRODUCT TO BE WIDELY USED ON, FOR

         15   EXAMPLE, WINDOWS 95, YOU'RE GOING TO HAVE TO RESHIP THAT

         16   DLL, ARE YOU NOT?

         17   A.  RESHIP OUR PRODUCT, YES.

         18   Q.  YES.  WITH THAT NEW DLL?

         19   A.  TO SHIP IT TO CUSTOMERS THAT DON'T HAVE THAT DLL IS WHAT

         20   YOU'RE SAYING?

         21   Q.  YES.

         22   A.  WELL, TYPICALLY -- THIS IS A GENERAL PROBLEM WITH

         23   SOFTWARE; IT'S NOT SPECIFIC TO RATIONAL OR TO IE --

         24   Q.  I WASN'T SUGGESTING THAT IT WAS.

         25   A.  RIGHT.  THERE'S A COMPATIBILITY WHEN THERE'S NEW
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          1   VERSIONS OF SOFTWARE, AND, UNFORTUNATELY, WE CAN'T ALWAYS

          2   CONTROL WHEN OUR CUSTOMERS MOVE TO THE NEW RELEASE OF

          3   SOMETHING.

          4             SO OUR GENERAL STRATEGY, WHEN THERE'S NEW FEATURES

          5   LIKE THAT, IS TO TRY -- AND YOU CAN'T ALWAYS DO THIS 100

          6   PERCENT -- TO HAVE OUR PRODUCT WORK WITH THE OLD RELEASE OF

          7   THE SOFTWARE, SO THAT IF A CUSTOMER DOESN'T HAVE IE 4, FOR

          8   EXAMPLE -- THEY HAVE IE 3 -- THE BASIC FUNCTIONALITY STILL

          9   WORKS, BUT IF THERE'S NEW FEATURES, THEN THEY HAVE TO USE--

         10   THEY HAVE TO UPGRADE.  AND THAT'S WHAT WE TRY TO DO FOR OUR

         11   CUSTOMERS.

         12   Q.  AND THEY COULD UPGRADE, AS YOU PUT IT, EITHER BY

         13   THEMSELVES UPGRADING, OR BY YOU, ASSUMING THEY ARE WILLING

         14   TO PERMIT YOU TO DO THIS, SHIPPING THE DLL'S WITH YOUR

         15   PRODUCT TO UPGRADE FOR THEM?

         16   A.  RIGHT.  WE HAVE PRODUCTS, FOR EXAMPLE, THAT RUN BOTH ON

         17   WINDOWS 95 AND WINDOWS 98.  THERE'S DIFFERENT CAPABILITIES

         18   IN THOSE, AND IF THE CUSTOMER UPGRADES TO WINDOWS 98, THEN

         19   THE NEW FEATURES WOULD APPEAR.

         20             WE TRY -- I MEAN, FOR EXAMPLE, WE DON'T WANT TO

         21   OURSELVES REDISTRIBUTE WINDOWS 98.  AS I SAID EARLIER, WE'D

         22   PREFER TO NOT -- WE'D PREFER TO JUST MAKE OUR PRODUCT WORK

         23   ON BOTH PLATFORMS, WHICH IS HARD ENOUGH ITSELF.

         24   Q.  NOW, HAS RATIONAL'S PROCEDURE IN TERMS OF WHETHER IT

         25   RESHIPS DLL'S -- MICROSOFT DLL'S -- CHANGED OVER THE LAST
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          1   SIX MONTHS?

          2   A.  NO, I DON'T BELIEVE SO.  THE ONLY CHANGE IS RATIONAL HAS

          3   GONE TO WHAT'S CALLED A SYNCHRONIZED RELEASE OF OUR OWN

          4   PRODUCTS.  SO WHEREAS EACH OF OUR INDIVIDUAL PRODUCTS USED

          5   TO RELEASE AT A SEPARATE TIME, WHICH SOMETIMES CREATED

          6   PROBLEMS WITH OUR CUSTOMERS BECAUSE OUR PRODUCTS CAME IN AT

          7   DIFFERENT TIMES, WE'VE GONE TO WHAT WE CALL A SYNCHRONIZED

          8   RELEASE SCHEDULE, WHICH MEANS THEY ALL GO OUT PRETTY --

          9   TOGETHER.

         10             AS PART OF THAT, WE'VE TRIED TO HAVE MORE

         11   CONSISTENCY BETWEEN THE DIFFERENT PRODUCTS IN TERMS OF WHICH

         12   DLL'S ARE REDISTRIBUTED AND WHICH ARE NOT.

         13   Q.  LET ME APPROACH IT THIS WAY.

         14   A.  UH-HUH.

         15   Q.  YOU PUT IN A DECLARATION THAT MICROSOFT ASKED YOU TO PUT

         16   IN IN AN EARLIER PROCEEDING BEFORE THIS COURT, CORRECT?

         17   A.  YES, WE DID.

         18   Q.  AND IN THAT DECLARATION, YOU INDICATED THAT RATIONAL'S

         19   PROCEDURE WAS TO REDISTRIBUTE THE DLL'S THAT RATIONAL'S

         20   PROGRAMS RELIED ON, CORRECT, SIR?

         21   A.  I'D HAVE TO LOOK AT EXACTLY WHAT I WAS SAYING TO SEE

         22   THAT.

         23             MR. BOIES:  LET ME ASK THAT THE WITNESS BE SHOWN

         24   GOVERNMENT EXHIBIT 1634 FOR IDENTIFICATION.

         25   BY MR. BOIES:
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          1   Q.  AND YOU CAN READ ANY PORTION OF THIS DECLARATION THAT

          2   YOU WANT TO FOR CONTEXT, SIR, BUT I AM PARTICULARLY

          3   INTERESTED IN PARAGRAPH 5.

          4   A.  PARAGRAPH 5.

          5   Q.  AND AFTER YOU'VE READ THAT, WOULD YOU JUST PLEASE LET ME

          6   KNOW.

          7   A.  YES.

          8   Q.  AND IS IT ACCURATE -- I TAKE IT IT WAS ACCURATE THEN AND

          9   IS STILL ACCURATE NOW -- THAT RATIONAL RELIES UPON AND

         10   INTEGRATES WITH SOME OF ITS PRODUCTS PORTIONS OF MICROSOFT'S

         11   INTERNET EXPLORER TECHNOLOGY?

         12   A.  YES.

         13   Q.  AND WAS IT THE CASE AT THE TIME THAT THIS DECLARATION

         14   WAS SUBMITTED, WHICH WAS NOVEMBER OF 1997, THAT "TO BE

         15   CERTAIN THAT THESE KEY OPERATING SYSTEM COMPONENTS WERE

         16   PRESENT ON YOUR CUSTOMERS' COMPUTER SYSTEMS," YOU AT THAT

         17   TIME LICENSED THOSE COMPONENTS FROM MICROSOFT AND

         18   REDISTRIBUTED THEM WITH YOUR PRODUCT?

         19   A.  YES.  THE QUESTION I COULDN'T ANSWER, BECAUSE I DON'T

         20   KNOW OFF THE TOP OF MY HEAD, IS MOST LIKELY IT WAS A

         21   DIFFERENT SET OF DLL'S THAT WE DEPENDED ON BECAUSE OUR

         22   PRODUCTS HAD SOME DEPENDENCIES ON IE BACK THEN.  I'M SURE

         23   THERE ARE GREATER DEPENDENCIES THEN.

         24             AND FOR AT LEAST -- WHERE IT SAYS "SOME OF THE

         25   RECENT UPDATES FOR THOSE DLL'S," WE WERE SHIPPING THEM
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          1   OURSELVES.

          2   Q.  AND YOU GO ON TO SAY THAT WHEN MICROSOFT'S IE SYSTEMS

          3   ARE MORE WIDELY DISTRIBUTED OR DISTRIBUTED WIDELY ENOUGH, IN

          4   YOUR LANGUAGE, YOU HOPE TO BE ABLE TO RELY ON THEIR PRESENCE

          5   AND NOT HAVE TO SHIP THEM YOURSELF.

          6   A.  CORRECT.

          7   Q.  AND IS IT FAIR TO SAY THAT SINCE THIS DECLARATION WAS

          8   FILED, MICROSOFT'S IE TECHNOLOGIES HAVE BEEN SUBSTANTIALLY

          9   MORE WIDELY DISTRIBUTED, AND THAT HAS LED YOU TO BE ABLE NOT

         10   TO DISTRIBUTE THE DLL'S YOURSELF, AT LEAST IN SOME

         11   CIRCUMSTANCES?

         12   A.  IT'S LIKELY THAT -- I WOULD HAVE TO GO THROUGH

         13   DLL-BY-DLL TO FULLY ANSWER THAT, BUT I BELIEVE THAT'S THE

         14   CASE.  AND THE ONLY -- THE OTHER VARIABLE, AS YOU

         15   UNDERSTAND, IS OUR PRODUCTS THEMSELVES ARE CHANGING IN TERMS

         16   OF WHICH DLL'S THEY DEPEND ON.

         17   Q.  AND JUST TO BE CLEAR, I WASN'T SUGGESTING THAT

         18   NECESSARILY THE DLL'S THAT YOU WERE DISTRIBUTING IN 1997 IN

         19   NOVEMBER ARE NECESSARILY THE DLL'S YOU ARE DISTRIBUTING

         20   TODAY.

         21   A.  THAT WAS THE POINT I WAS TRYING TO MAKE LESS CLEARLY.

         22   Q.  I WAS JUST TRYING TO SAY THAT THE PRACTICE OF

         23   DISTRIBUTING WHATEVER DLL'S YOU'RE DISTRIBUTING RIGHT THEN

         24   WAS CHANGING AS A RESULT OF A WIDER DISTRIBUTION OF IE.

         25   A.  WELL, THE ONLY SLIGHT PROBLEM WITH THAT STATEMENT IS I
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          1   THINK YOU'RE IMPLYING THAT IT'S A LITTLE MORE OF A CONSCIOUS

          2   DECISION THAN IT MIGHT BE THE CASE.

          3             FOR EXAMPLE, IN PREPARING MY TESTIMONY, I SENT A

          4   MESSAGE OUT TO THE ENGINEERING DIRECTORS FOR THE DIFFERENT

          5   PRODUCTS, ASKING THEM, "DO YOU USE ANY OF THE IE DLL'S"? SO

          6   THAT I COULD SUBMIT MY TESTIMONY.  AND IN A NUMBER OF CASES,

          7   THE ANSWER CAME BACK, "NO, WE'RE NOT USING ANY OF THEM."

          8             BUT THEN LATER I SENT A MAIL MESSAGE SPECIFICALLY

          9   LISTING WHICH DLL'S THEY WERE.  AND THEY SAID, "OH, YES, WE

         10   USE THOSE."

         11             SO THEY WEREN'T AWARE -- SO THE DECISION PROCESS

         12   IS NOT QUITE WHAT YOU'RE IMPLYING IN THAT WE HAD A CONSCIOUS

         13   DECISION AND IE REACHED A CERTAIN LEVEL OF DISTRIBUTION.  IT

         14   WAS MORE INDIVIDUAL PRODUCT MANAGERS MIGHT INTRODUCE -- AS

         15   THEY'RE DEVELOPING A PRODUCT, MIGHT INTRODUCE A DEPENDENCY

         16   ON SOME DLL, AND THEY WOULD JUST LOOK FOR THAT DLL IN OUR

         17   OWN COMPANY AND OUR MAJOR CUSTOMERS IN THE BETA SITES -- IS

         18   THAT DLL THERE, AND IS IT THE VERSION WE DEPEND ON?

         19             AND THEY QUITE OFTEN, FROM MY EVIDENCE, DIDN'T

         20   KNOW WHETHER IT WAS A COMPONENT OF IE.  IT'S, TO THEM, JUST

         21   A COMPONENT OF THE PLATFORM THAT THEY'RE BUILDING ON.  SO

         22   THAT WAS MORE THE WAY THE DECISION WAS MADE BY THE

         23   INDIVIDUAL PRODUCT MANAGERS AS OPPOSED TO SAYING IE ITSELF

         24   WAS THE DRIVING FACTOR.

         25   Q.  LET ME BE SURE I UNDERSTAND WHAT YOU'RE SAYING.  I GUESS
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          1   ONE OF THE THINGS YOU'RE SAYING IS THAT THE DECISION AS TO

          2   WHETHER TO SHIP A DLL OR DEPEND ON YOUR CUSTOMER GETTING IT

          3   IS DECENTRALIZED?

          4   A.  OH, YES.

          5   Q.  AND IT'S UP TO THE INDIVIDUAL PROJECT MANAGERS?

          6   A.  YES.

          7   Q.  WOULD IT ALSO BE THE CASE THAT THE WAY THOSE INDIVIDUAL

          8   PROJECT MANAGERS WOULD MAKE THE DECISION IS BY LOOKING AT

          9   THEIR CUSTOMERS -- THEIR EXPECTED CUSTOMERS -- AND SEEING

         10   WHETHER THEY THOUGHT THOSE CUSTOMERS WERE OR WERE NOT MOST

         11   LIKELY TO HAVE THOSE DLL'S AVAILABLE TO THEM?

         12   A.  YES.  THAT'S CORRECT.

         13   Q.  AND THEN MOVING FROM THE SPECIFIC TO THE MORE GENERAL,

         14   IS IT THE CASE THAT RATIONAL BELIEVES THAT AS PART OF ITS

         15   GENERAL BUSINESS, IT IS GOING TO BECOME MORE DEPENDENT ON

         16   MICROSOFT PRODUCTS BECAUSE, AS A GENERAL MATTER, IN THE

         17   AREAS THAT YOU'RE WORKING WITH THEM ON, MICROSOFT'S MARKET

         18   SHARE IS INCREASING?

         19   A.  BY "MORE DEPENDENT," DO YOU MEAN JUST MORE DEPENDENT

         20   THAN WE HAVE BEEN HISTORICALLY OR MORE DEPENDENT THAN SOME

         21   OTHER PLATFORM?

         22   Q.  WHAT I MEANT WAS THAT YOU WERE BECOMING INCREASINGLY

         23   DEPENDENT ON MICROSOFT, AS YOU SAID IN THE 10-Q.

         24   A.  YES.  IN TERMS OF THE INCREASING MARKET SHARE OF THE

         25   MICROSOFT PLATFORM, THAT INCREASED OUR DEPENDENCE ON THAT

                                                                              26

          1   RELATIVE TO OUR DEPENDENCE BEFORE.

          2             THE ONLY POINT I WAS TRYING TO MAKE IS NOT SAYING

          3   THAT IT INCREASES IT RELATIVE TO OUR EQUAL DEPENDENCE ON THE

          4   OTHER PLATFORMS THAT OUR CUSTOMERS REQUIRE US TO SHIP ON.

          5   Q.  NOW --

          6   A.  IF I MAY JUST MAKE ONE CLARIFICATION THERE BECAUSE YOU

          7   ALLUDE TO MARKET SHARE.  I THINK THERE IS A PERCEPTION,

          8   PERHAPS OUTSIDE THE INDUSTRY, THAT YOU CAN DIVIDE THE

          9   MICROSOFT MARKET SHARE, SAY, FROM THE UNIX MARKET SHARE.

         10   AND IF YOU LOOK AT OUR REVENUE TODAY, A LITTLE BIT MORE THAN

         11   HALF IS ON THE WINDOWS PLATFORM AND JUST UNDER HALF OF OUR

         12   REVENUE -- ABOUT 45-55 OR 40-60 -- IS ON THE UNIX PLATFORMS.

         13             BUT THAT DOESN'T MEAN WE CAN GO INTO, YOU KNOW, 55

         14   PERCENT OF OUR CUSTOMERS AND SELL ONLY WINDOWS.  THE

         15   REALITY, WHICH MAKES OUR BUSINESS SLIGHTLY MORE COMPLICATED,

         16   IS PROBABLY 80 PERCENT OF OUR CUSTOMERS HAVE BOTH PLATFORMS,

         17   AND THEY MAKE THEIR DECISION ON OUR SUPPORT FOR THEIR FULL

         18   ENVIRONMENT.

         19   Q.  LET ME FOLLOW UP ON THAT, SIR.  YOU SAID YOU'RE ABOUT 55

         20   PERCENT NOW ON THE WINDOWS PLATFORM.

         21   A.  FROM A REVENUE POINT OF VIEW.

         22   Q.  FROM A REVENUE POINT OF VIEW.

         23             NOW, RATIONAL HAS BEEN IN BUSINESS FOR A NUMBER OF

         24   YEARS, RIGHT?

         25   A.  OH, YES.  SINCE 1981.
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          1   Q.  LET ME GO BACK ABOUT TEN YEARS.

          2   A.  YES, SIR.

          3   Q.  HOW WAS THE REVENUE SPLIT THEN?

          4   A.  WELL, THINGS ARE CHANGING, SO I MAY NOT HAVE THE EXACT

          5   YEAR RIGHT, BUT PRIOR TO -- IF YOU GO BACK IN THE TEN-YEAR

          6   TIMEFRAME, MOST OF OUR BUSINESS WOULD HAVE BEEN ON THE UNIX

          7   PLATFORMS, I BELIEVE, AND PRIMARILY IN THE TECHNICAL AND

          8   ENGINEERING MARKETS AT THAT TIME.

          9   Q.  AND JUST -- AND I UNDERSTAND IT'S NOT GOING TO BE

         10   EXACT -- BUT CAN YOU GIVE ME JUST AN APPROXIMATION OF WHAT

         11   PERCENTAGE OF YOUR REVENUE CAME FROM PRODUCTS DESIGNED FOR

         12   THE WINDOWS PLATFORM TEN YEARS AGO?

         13   A.  OH, TEN YEARS AGO -- I THINK IT WASN'T UNTIL '92 THAT WE

         14   SHIPPED A PRODUCT ON WINDOWS AT ALL.

         15   Q.  AT ALL?

         16   A.  SO TEN YEARS AGO --

         17   Q.  IT WOULD HAVE BEEN ZERO?

         18   A.  I MEAN, WE MAY HAVE HAD LIKE A TERMINAL EMULATOR OR

         19   SOMETHING LIKE THAT, BUT IT WAS NOT A MAJOR PRODUCT AT THAT

         20   POINT.

         21   Q.  IT WOULD HAVE BEEN A TRIVIAL AMOUNT -- PERCENTAGE OF

         22   YOUR REVENUE; IS THAT CORRECT?

         23   A.  CORRECT.

         24   Q.  FIVE YEARS AGO, WHAT WAS THE BREAKDOWN?

         25   A.  IT VARIED A LOT BY PRODUCT.
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          1   Q.  I'M JUST TRYING TO GET AN OVERALL PERCENTAGE.  YOU GAVE

          2   ME 55 PERCENT TODAY, AND I'M TRYING TO GET A COMFORTABLE

          3   PERCENTAGE.

          4   A.  I'M TRYING TO RECONSTRUCT IT, AND THIS IS AN APPROXIMATE

          5   NUMBER.  AND THE REASON I SAID IT VARIED BY PRODUCT IS MORE

          6   OF WHAT I CAN RECALL, SINCE I DON'T RECALL THE TOTAL NUMBER.

          7             SO IF YOU LOOKED AT A PRODUCT LIKE ROSE, WHICH IS

          8   OUR MODELING TOOL, THE MAJORITY OF OUR REVENUE -- PROBABLY

          9   70 OR 80 PERCENT -- WAS PRETTY MUCH ALWAYS ON WINDOWS AFTER

         10   THE ROSE 2.4 OR 2.5 RELEASE, AS OPPOSED TO, SAY, APEX OR

         11   CLEARCASE, WHICH IN THAT TIME WOULD HAVE STILL BEEN 100

         12   PERCENT UNIX AT THAT TIME.

         13             SO I DON'T KNOW HOW THAT AGGREGATES UP AT THAT

         14   TIME.

         15   Q.  CAN YOU GIVE ME ANY APPROXIMATION AT ALL?

         16   A.  IF I HAD TO GUESS, IT WOULD HAVE BEEN WELL BELOW 50

         17   PERCENT CERTAINLY.  IT WOULD HAVE PROBABLY BEEN 10 PERCENT

         18   OR 15 PERCENT.

         19   Q.  AND THAT'S THE PERCENTAGE OF YOUR TOTAL REVENUES

         20   ACCOUNTED FOR BY PRODUCTS FOR THE MICROSOFT PLATFORM ABOUT

         21   FIVE YEARS AGO?

         22   A.  AGAIN, AS I SAID, I DON'T ACTUALLY KNOW.  THIS IS JUST

         23   AN INDICATION OF THE ORDER OF MAGNITUDE, YES.

         24   Q.  OKAY.  NOW, IN TERMS OF THE PREPARATION OF YOUR DIRECT

         25   TESTIMONY, I ASSUME THAT IS SOMETHING THAT YOU WORKED ON
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          1   PERSONALLY?

          2   A.  I WORKED ON AND I HAD ASSISTANCE FROM OUR LAWYERS WHO, I

          3   THINK, WORKED WITH BOTH OTHER RATIONAL PEOPLE AND MICROSOFT

          4   PEOPLE.

          5   Q.  AND DO YOU KNOW WHAT MICROSOFT PEOPLE WORKED ON YOUR

          6   TESTIMONY?

          7   A.  I WORKED WITH BOB MITTELSTAEDT, WHO IS OUR LAWYER.  AND

          8   I KNOW HE WORKED WITH THE MICROSOFT PEOPLE, BUT I DON'T KNOW

          9   WHO SPECIFICALLY -- I CAN GUESS THAT -- I KNOW SOME PEOPLE

         10   WHO'VE BEEN INVOLVED IN THIS CASE FROM THE BEGINNING THAT

         11   WERE LIKELY INVOLVED, BUT I DON'T HAVE DIRECT KNOWLEDGE OF

         12   THAT BECAUSE IN PREPARING THE DIRECT TESTIMONY I JUST WORKED

         13   THROUGH OUR LAWYER.

         14             MR. BOIES:  OKAY.

         15             I HAVE NO MORE QUESTIONS, YOUR HONOR.

         16             THE COURT:  MR. BURT, I WOULD LIKE TO REMIND YOU

         17   THAT IT'S NOT NECESSARY TO HAVE HIM REITERATE HIS DIRECT

         18   TESTIMONY.

         19             MR. BURT:  I UNDERSTAND, YOUR HONOR.

         20                       REDIRECT EXAMINATION

         21   BY MR. BURT:

         22   Q.  MR. DEVLIN, DURING MR. BOIES' EXAMINATION, YOU REFERRED

         23   A COUPLE OF TIMES TO THE FACT THAT RATIONAL IS AN

         24   INDEPENDENT SOFTWARE VENDOR OR ISV.  WHAT IS AN ISV?

         25   A.  AN ISV IS A COMPANY THAT DEVELOPS SOFTWARE PRODUCTS
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          1   THAT'S NOT PART OF ONE OF THE PLATFORM VENDORS.  TYPICALLY,

          2   THE PLATFORM VENDORS THEMSELVES DEVELOP SOFTWARE PRODUCTS.

          3   BUT AN INDEPENDENT COMPANY -- RATIONAL, FOR EXAMPLE --

          4   COMPANIES THAT MAY BE VERY LARGE COMPANIES, LIKE SAP, WHICH

          5   IS TODAY THE LARGEST PROVIDER OF ENTERPRISE RESOURCE

          6   PROGRAMS AND SO FORTH -- THOSE PRODUCTS THEN, IN TURN, RUN

          7   ON THE PLATFORM PROVIDED BY THE PLATFORM VENDORS, SUCH AS

          8   MICROSOFT, OR IBM, OR SUN.

          9   Q.  AND WHEN YOU REFER TO A PLATFORM, WHAT DO YOU MEAN BY A

         10   PLATFORM?

         11   A.  WELL, THE PLATFORM FOR US IS A MOVING TARGET IN THAT

         12   IT'S, IN LARGE PART, DEFINED BY THE CUSTOMERS.  BUT THE

         13   BASIC PART OF THE PLATFORM IS, OF COURSE, THE OPERATING

         14   SYSTEM ITSELF.

         15             IN DIFFERENT MARKET SEGMENTS AND ENVIRONMENTS,

         16   THERE ARE HIGHER-LEVEL COMPONENTS OF THE PLATFORM, SUCH AS

         17   MIDDLEWARE OR OTHER ELEMENTS THAT, IN THAT PARTICULAR

         18   MARKET, WE VIEW AS THE TOTAL PLATFORM THAT WE WORK ON.

         19   Q.  AND I TAKE IT THAT RATIONAL DEVELOPS PRODUCTS FOR

         20   PLATFORMS OTHER THAN MICROSOFT WINDOWS; IS THAT CORRECT?

         21   A.  OH, YES.  WE DO.

         22   Q.  WHAT PLATFORMS OTHER THAN WINDOWS DO YOU DEVELOP

         23   PRODUCTS FOR?

         24   A.  THE PRIMARY OTHER PLATFORM IS THE UNIX ENVIRONMENT

         25   WHICH -- THERE ARE SEVERAL DIFFERENT UNIX PLATFORMS.  THE
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          1   MOST SUPPORTED BY OUR PRODUCTS WOULD BE THOSE FROM SUN, FROM

          2   HP AND FROM IBM, BUT WE ALSO, DEPENDING ON THE PRODUCT,

          3   SUPPORT, FOR EXAMPLE, THE DIGITAL EQUIPMENT PLATFORM PRETTY

          4   WIDELY.  I'M NOT SURE IT'S CALLED DIGITAL EQUIPMENT SINCE

          5   COMPAQ BOUGHT IT, BUT THAT PLATFORM, AND THE SGI PLATFORM.

          6   Q.  AND IN THE UNIX WORLD -- LET'S TAKE, JUST AS AN EXAMPLE,

          7   SUN'S VERSION OF UNIX VERSUS THE IBM VERSION OF UNIX.  FROM

          8   RATIONAL'S PERSPECTIVE, IS THAT ONE PLATFORM OR TWO

          9   PLATFORMS?

         10   A.  WELL, THEY ARE TWO PLATFORMS IN THE SENSE THAT WE HAVE

         11   TO DO SPECIAL ENGINEERING AND TESTING FOR EACH OF THOSE

         12   PLATFORMS.  THERE'S COMMONALITY ACROSS THEM THAT REDUCES THE

         13   COST, GOING FROM ONE UNIX TO ANOTHER RELATIVE TO, SAY, IF WE

         14   HAD TO GO TO A 390, BUT BECAUSE A HIGH PERCENTAGE OF OUR

         15   DEVELOPMENT COSTS ARE ASSOCIATED WITH THE THINGS THAT TURN

         16   OUT TO BE DIFFERENT -- IN PARTICULAR, TESTING AND SO

         17   FORTH -- FROM A DEVELOPMENT POINT OF VIEW, THEY ARE

         18   DIFFERENT PLATFORMS.

         19   Q.  NOW, YOU TESTIFIED IN RESPONSE TO MR. BOIES' QUESTIONS

         20   THAT THE CURRENT REVENUE THAT RATIONAL GAINS FROM THE SALES

         21   OF ITS PRODUCTS IS ABOUT ROUGHLY 55 PERCENT ON WINDOWS AND

         22   45 PERCENT ON UNIX PLATFORMS; IS THAT RIGHT?

         23   A.  YES.  IT VARIES QUARTER TO QUARTER, BUT IT'S THAT ORDER

         24   OF MAGNITUDE.

         25   Q.  AND I'D LIKE TO SHOW YOU A COUPLE OF EXCERPTS FROM
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          1   GOVERNMENT EXHIBIT 1663 THAT MR. BOIES DID NOT SHOW YOU.

          2   COULD WE LOOK AT PAGE 10 OF EXHIBIT 1663, PLEASE?

          3             AND IF YOU WOULD LOOK AT THE BOTTOM OF THE PAGE

          4   UNDER THE HEADING "DEPENDENCE ON MAJOR OPERATING SYSTEMS,"

          5   AND THE FIRST SEVERAL LINES THERE -- I'LL WAIT UNTIL YOU GET

          6   THERE.

          7   A.  YES.

          8   Q.  THE FIRST SEVERAL LINES THERE REFER TO RATIONAL'S

          9   RELIANCE AND DEPENDENCE ON THE UNIX OPERATING SYSTEMS,

         10   CORRECT?

         11   A.  YES.

         12   Q.  AND YOU SAY IN THE SECOND SENTENCE "THESE PRODUCTS

         13   CONSTITUTE A SUBSTANTIAL PORTION OF RATIONAL'S PRODUCT AND

         14   SERVICE REVENUES.  ANY FACTORS ADVERSELY AFFECTING THE

         15   DEMAND FOR, OR USE OF, THE UNIX OPERATING SYSTEM THAT WOULD

         16   REQUIRE CHANGES TO RATIONAL'S PRODUCTS WOULD HAVE A MATERIAL

         17   ADVERSE EFFECT ON THE BUSINESS, OPERATING RESULTS, AND

         18   FINANCIAL CONDITION OF RATIONAL."

         19             IS THAT CORRECT?

         20   A.  THAT'S CORRECT.  AS I SAID EARLIER, AS AN ISV, WE'RE

         21   DEPENDENT ON THE MAJOR PLATFORM VENDORS, INCLUDING ALL THE

         22   UNIX VENDORS.

         23   Q.  AND DO YOU ANTICIPATE IN THE FUTURE THAT RATIONAL WILL

         24   CONTINUE TO SUPPORT THE UNIX PLATFORMS WITH PRODUCTS THAT

         25   YOU DEVELOP AND SUPPORTING YOUR CUSTOMERS WHO DEVELOP
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          1   PRODUCTS ON UNIX?

          2   A.  YES.

          3   Q.  ANOTHER PORTION OF THIS DOCUMENT THAT MR. BOIES DID NOT

          4   SHOW YOU IS PAGE 8 OF THE DOCUMENT.  WOULD YOU LOOK AT PAGE

          5   8, AND I'M PARTICULARLY INTERESTED IN THE PARAGRAPH THAT

          6   BEGINS NEAR THE BOTTOM OF THE PAGE.

          7   A.  THE TITLE OF THAT IS?

          8   Q.  IT STARTS "RAPID TECHNOLOGICAL CHANGE."

          9   A.  OKAY.

         10   Q.  AND THERE YOU SAY, CARRYING OVER TO THE TOP OF PAGE 9,

         11   "THE INDUSTRY FOR TOOLS FOR AUTOMATING SOFTWARE APPLICATION

         12   DEVELOPMENT AND MANAGEMENT IS CHARACTERIZED BY RAPID

         13   TECHNOLOGICAL ADVANCES, CHANGES IN CUSTOMER REQUIREMENTS,

         14   AND FREQUENT NEW PRODUCT INTRODUCTIONS AND ENHANCEMENTS.

         15   THE INTRODUCTION OF PRODUCTS EMBODYING NEW TECHNOLOGIES AND

         16   THE EMERGENCE OF NEW INDUSTRY STANDARDS AND PRACTICES CAN

         17   RENDER EXISTING PRODUCTS OBSOLETE OR UNMARKETABLE.

         18             "THE COMPANY MUST RESPOND RAPIDLY TO DEVELOPMENTS

         19   RELATED TO INTERNET AND INTRANET APPLICATIONS, HARDWARE

         20   PLATFORMS, OPERATING SYSTEMS AND APPLICABLE PROGRAMMING

         21   LANGUAGES."

         22             DO YOU SEE THAT, MR. DEVLIN?

         23   A.  YES, I DO.

         24   Q.  AND IN YOUR VIEW, IS THAT AN ACCURATE DESCRIPTION OF THE

         25   POSITION THAT RATIONAL IS IN IN THE MARKET?
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          1   A.  YES, AND MY VIEW IS THAT MOST PEOPLE IN THIS MARKET ARE

          2   IN THAT POSITION -- THAT THE RAPID CHANGES IN THIS

          3   TECHNOLOGY MAKE IT A FUN AND INTERESTING INDUSTRY, BUT A

          4   CHALLENGING ONE.

          5   Q.  NOW, MR. BOIES ASKED YOU A NUMBER OF QUESTIONS RELATED

          6   TO RATIONAL'S USE OF MICROSOFT DLL'S AND REDISTRIBUTION OF

          7   THAT TECHNOLOGY.  DO YOU RECALL THOSE QUESTIONS GENERALLY?

          8   A.  YES, I DO.

          9   Q.  AND YOU SAID IN RESPONSE TO ONE OF HIS QUESTIONS THAT

         10   FROM THE PERSPECTIVE OF SOME OF YOUR PRODUCT MANAGERS, FROM

         11   WHOM YOU GATHERED INFORMATION FOR YOUR TESTIMONY, THEY AT

         12   FIRST DIDN'T RECOGNIZE THAT THEY WERE RELYING ON INTERNET

         13   EXPLORER API'S.  IS THAT WHAT YOU SAID?

         14   A.  CORRECT.

         15   Q.  AND WHY WAS IT, MR. DEVLIN, THAT THEY DID NOT RECOGNIZE

         16   THAT THEY WERE RELYING ON INTERNET EXPLORER API'S, EVEN

         17   THOUGH THEY WERE?

         18   A.  WELL, AS A BACKGROUND, THE MODERN SOFTWARE

         19   ARCHITECTURE -- IN PARTICULAR, THE MICROSOFT ARCHITECTURE --

         20   COMPONENTIZES THE DIFFERENT ELEMENTS OF THEIR PLATFORM.  AND

         21   THOSE COMPONENTS MAY BE USED FOR MULTIPLE PURPOSES.  SO

         22   THERE MAY BE A DLL THAT MICROSOFT HAS WRITTEN THAT IS USED

         23   IN FOUR OR FIVE OF MICROSOFT'S PRODUCTS, AND WE NEED THE

         24   FUNCTIONALITY OF THAT PARTICULAR DLL.

         25             SO IF WE WANT TO INTERPRET SECURE HTTP TRAFFIC ON
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          1   THE WEB, WE WOULD USE THAT DLL.

          2             IT'S HARD FOR US TO KNOW WHICH MICROSOFT PRODUCTS

          3   USE THAT FUNDAMENTAL CAPABILITY.

          4   Q.  FROM RATIONAL'S PERSPECTIVE AND THE PERSPECTIVE OF YOUR

          5   PRODUCT MANAGERS, SHOULD THE INTERNET EXPLORER API'S AND

          6   DLL'S -- THE ONES YOU TALK ABOUT IN YOUR DIRECT TESTIMONY --

          7   SHOULD THEY, FROM YOUR PERSPECTIVE, BE PART OF THE

          8   OPERATING-SYSTEM PLATFORM OR NOT?

          9   A.  CERTAINLY FROM THE PERSPECTIVE OF A COMPANY LIKE

         10   RATIONAL, THE USER INTERFACE AND NETWORKING TECHNOLOGIES

         11   HAVE BEEN PART OF THE OPERATING SYSTEMS FOR MANY YEARS, AND

         12   THESE SERVICES ARE PART OF THE BASIC OPERATING SYSTEM THAT

         13   WE DEPEND ON.  OTHERWISE, WE HAVE A LOT MORE WORK TO DO IF

         14   THE PLATFORM VENDOR DOESN'T PROVIDE THAT.

         15   Q.  NOW, YOU SAID IN RESPONDING TO MY QUESTION, MR. DEVLIN,

         16   "THE USER INTERFACE AND NETWORKING TECHNOLOGIES SHOULD BE

         17   PART OF THE PLATFORM."  DO YOU VIEW THE INTERNET EXPLORER

         18   TECHNOLOGIES AS USER INTERFACE AND NETWORKING TECHNOLOGIES?

         19   A.  YES.  A BROWSER IS A PARADIGM FOR THE USER TO INTERFACE

         20   TO APPLICATIONS AND SOFTWARE AND DATA AND INTEGRATES INTO IT

         21   ACCESS TO THE NETWORK TECHNOLOGIES.  SO, YES, IT IS.

         22   Q.  NOW, IN TERMS OF REDISTRIBUTING DLL'S, COULD YOU TELL US

         23   SOME OF THE REASONS WHY IT'S ADVANTAGEOUS TO RATIONAL OR ITS

         24   CUSTOMERS IF RATIONAL DOES NOT HAVE TO REDISTRIBUTE THE

         25   DLL'S -- THE MICROSOFT WINDOWS DLL'S THAT IT USES?
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          1   A.  WELL, AS I ALREADY MENTIONED, THERE'S HIGHER COST FOR

          2   US, NOT JUST IN THE FACT THAT THE CUSTOMER MAY REFUSE TO

          3   ACCEPT THOSE DLL'S, BUT OUR CUSTOMER SUPPORT COSTS ARE

          4   HIGHER BECAUSE IF WE INSTALL THE DLL, THE CUSTOMER TENDS TO

          5   HOLD US RESPONSIBLE AND CALL US RATHER THAN THE PLATFORM

          6   VENDOR.

          7             FROM A DEVELOPMENT AND MANUFACTURING POINT OF

          8   VIEW, IT INCREASES OUR COSTS BECAUSE WE HAVE TO PUT MORE

          9   SOFTWARE THROUGH OUR MANUFACTURING PROCESS.

         10             FOR THE USER, THE IMPACT IS THAT THE INSTALLATION

         11   IS SLOWER BECAUSE THEY HAVE TO INSTALL MORE SOFTWARE.  THEY

         12   MAY RUN INTO COMPLICATIONS WHERE A DLL THAT WE WANT TO

         13   INSTALL CONFLICTS WITH OR REPLACES A DLL THAT THEY HAD

         14   INSTALLED FOR SOME OTHER PURPOSE THAT WE DON'T KNOW ABOUT.

         15             AND SO THE MORE WE CAN STAY AWAY FROM DISTRIBUTING

         16   OTHER PEOPLE'S SOFTWARE, THE BETTER, BECAUSE ALL WE WANT TO

         17   KNOW ABOUT THAT SOFTWARE IS THE INTERFACE TO THAT SOFTWARE

         18   SO WE CAN USE IT.  WE DON'T WANT TO KNOW THE INTERNALS OF

         19   THAT SOFTWARE OR ITS DEPENDENCIES ON OTHER THINGS.  WE JUST

         20   WANT TO USE THE INTERFACE TO EFFICIENTLY BUILD APPLICATIONS

         21   MORE QUICKLY OF HIGHER QUALITY.

         22   Q.  AND MR. BOIES ASKED YOU WHETHER, IN SOME WAY, RATIONAL'S

         23   APPROACH TO REDISTRIBUTING DLL'S HAD CHANGED OVER TIME.  IN

         24   YOUR DIRECT TESTIMONY, AT PARAGRAPHS 27 TO 37, DO YOU DETAIL

         25   IN THERE EXACTLY WHAT RATIONAL IS CURRENTLY DOING IN TERMS
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          1   OF DISTRIBUTING OR NOT DISTRIBUTING INTERNET EXPLORER DLL'S?

          2   A.  WE LIST, FOR ALL OF THE RELEVANT DLL'S THAT WE KNEW OF,

          3   WHICH OF OUR PRODUCTS USE THOSE DLL'S AND WHICH DISTRIBUTE.

          4   IN SOME CASES, A PRODUCT MAY USE A DLL BUT NOT REDISTRIBUTE

          5   IT.  IN OTHER CASES, A PRODUCT MAY BOTH USE AND REDISTRIBUTE

          6   A DLL.

          7   Q.  AND IN SOME CASES, WHERE RATIONAL HAS CHOSEN NOT TO

          8   DISTRIBUTE DLL'S, IF THE CUSTOMER DOES NOT HAVE WINDOWS 98

          9   OR THE INTERNET EXPLORER 4 TECHNOLOGIES IN THEIR PLATFORM,

         10   WILL SOME OF THE FEATURES OF THE RATIONAL PRODUCTS NOT WORK?

         11   A.  THAT'S CORRECT.

         12   Q.  NOW, YOU ALSO TESTIFIED IN RESPONSE TO MR. BOIES'

         13   QUESTIONS THAT RATIONAL ANTICIPATES MAKING CONTINUED

         14   INVESTMENTS IN DEVELOPING PRODUCTS FOR THE WINDOWS PLATFORM;

         15   IS THAT RIGHT?

         16   A.  YES, WE DO.

         17   Q.  WHY IS IT THAT RATIONAL INTENDS TO CONTINUE MAKING

         18   INVESTMENTS ON THE WINDOWS PLATFORM?

         19   A.  IT'S AN IMPORTANT PLATFORM TO OUR CUSTOMERS.

         20             THE COURT:  IT'S WHAT?

         21             THE WITNESS:  IT'S AN IMPORTANT PLATFORM TO OUR

         22   CUSTOMERS.

         23   BY MR. BURT:

         24   Q.  AND IS THERE ANY DIFFERENCE FROM RATIONAL'S

         25   PERSPECTIVE -- IN TERMS OF RATIONAL'S BUSINESS RESULTS, HAVE
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          1   YOU AT RATIONAL NOTICED ANY DIFFERENCE IN HOW WELL THE

          2   COMPANY DOES ON PRODUCTS YOU DEVELOP FOR WINDOWS AS COMPARED

          3   TO PRODUCTS YOU DEVELOP FOR UNIX?

          4   A.  THERE'S A COUPLE OF DIMENSIONS.  ONE, THE WINDOWS

          5   MARKET, IN GENERAL, IS A LARGE MARKET -- LARGER THAN THE

          6   INDIVIDUAL MARKET FOR A PARTICULAR VARIANT OF UNIX.  SO THE

          7   POTENTIAL RETURN -- AND WE FOCUS ON THE RETURN ON

          8   INVESTMENT.  SO THE POTENTIAL RETURN IS HIGHER.

          9             SECONDLY, THE INVESTMENT IS TYPICALLY LOWER THAN

         10   WHEN WE DECIDED TO SUPPORT, FOR EXAMPLE, THE UNIX PLATFORM

         11   BECAUSE IT'S NOT A FRAGMENTED MARKET.  THERE'S JUST --

         12   THERE'S A COMMON SET OF SERVICES THAT WE CAN USE AND WE

         13   DON'T HAVE DIFFERENT C++ COMPILERS ON DIFFERENT PLATFORMS

         14   AND ALL THE ISSUES THAT YOU WOULD RUN INTO.

         15             AND BECAUSE BOTH OF WHAT MICROSOFT HAS DONE IN

         16   TERMS OF BUILDING MANY OF THESE COMPONENTS I REFERRED TO

         17   EARLIER, BUT ALSO BECAUSE THERE ARE THOUSANDS OF OTHER

         18   COMPANIES THAT BUILD THESE COMPONENTS, WE HAVE A HIGHER

         19   DEGREE OF SOFTWARE COMPONENTRY THAT WE CAN REUSE ON THAT

         20   PLATFORM TO BUILD OUR PRODUCTS MORE QUICKLY THAN ON, FOR

         21   EXAMPLE, THE UNIX PLATFORMS WHERE YOU DON'T HAVE THOSE

         22   COMPONENTS AVAILABLE.

         23   Q.  NOW, DOES MICROSOFT DO ANYTHING ELSE TO HELP INDEPENDENT

         24   SERVICE VENDORS THAT HAS ANY IMPACT ON THE INVESTMENT THAT

         25   YOU'RE REQUIRED TO MAKE IN ORDER TO DEVELOP A PROGRAM FOR
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          1   WINDOWS?

          2   A.  THE GOOD NEWS FOR RATIONAL IS THAT ALL OF THE PLATFORM

          3   VENDORS WOULD LIKE COMPANIES LIKE RATIONAL TO BE ON THEIR

          4   PLATFORM.  MICROSOFT IS PROBABLY THE MOST -- IN OUR

          5   EXPERIENCE, IS THE MOST COMPLETE IN TERMS OF PROVIDING

          6   SERVICES TO HELP AN INDEPENDENT SOFTWARE VENDOR HAVE ACCESS

          7   TO THEIR TECHNOLOGY, UNDERSTAND THE DIRECTION THE TECHNOLOGY

          8   IS GOING, AND SUPPORT, NOT JUST FROM A TECHNICAL DEVELOPMENT

          9   POINT OF VIEW, BUT AIDS IN MARKETING A PRODUCT ONCE IT'S

         10   AVAILABLE ON THAT PLATFORM.

         11   Q.  HAS RATIONAL HAD ANY EXPERIENCE IN DEVELOPING PRODUCTS

         12   FOR NETSCAPE NAVIGATOR AS DISTINCT FROM MICROSOFT'S INTERNET

         13   EXPLORER TECHNOLOGIES THAT -- WELL, HAVE YOU HAD ANY

         14   EXPERIENCE DEVELOPING PRODUCTS FOR THE NETSCAPE NAVIGATOR AS

         15   COMPARED TO INTERNET EXPLORER?

         16   A.  YES, WE HAVE.

         17   Q.  AND TO WHAT EXTENT IS IT EASIER OR HARDER FOR RATIONAL

         18   TO DEVELOP PRODUCTS FOR NETSCAPE NAVIGATOR THAN FOR INTERNET

         19   EXPLORER TECHNOLOGIES?

         20   A.  WELL, IN THAT PARTICULAR CASE, SINCE INTERNET EXPLORER

         21   HAS A COMPONENT ARCHITECTURE THAT EXPOSES ALL THE API'S,

         22   IT'S MUCH EASIER FOR US TO DEVELOP FOR INTERNET EXPLORER.

         23   THOSE INTERFACES ARE NOT CURRENTLY AVAILABLE FROM NETSCAPE.

         24   Q.  AND DOES MICROSOFT PROVIDE ANY OTHER SERVICES OR SUPPORT

         25   TO RATIONAL THAT HELPS IT -- HELPS YOU DEVELOP PRODUCTS FOR
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          1   INTERNET EXPLORER TECHNOLOGIES MORE EASILY THAN YOU CAN

          2   DEVELOP PRODUCTS FOR NETSCAPE NAVIGATOR?

          3   A.  AS I MENTIONED, THEY HAVE A LARGE -- MICROSOFT HAS A

          4   LARGE SET OF DEVELOPER SUPPORT PROGRAMS THAT OUR ENGINEERS

          5   UTILIZE AND OUR MARKETING PEOPLE.  I PROBABLY COULDN'T LIST

          6   ALL OF THOSE SERVICES, BUT WE USE MANY OF THOSE SERVICES.

          7   Q.  AND, MR. DEVLIN, YOU SAID THAT YOU DO HAVE BUSINESS

          8   ALLIANCES WITH MICROSOFT, CORRECT?

          9   A.  YES, WE DO.

         10   Q.  DO YOU HAVE OTHER IMPORTANT BUSINESS RELATIONSHIPS WITH

         11   OTHER COMPANIES IN THIS SOFTWARE INDUSTRY?

         12   A.  YES.  WE HAVE -- WHAT WE DO IS THE BUSINESS DEVELOPMENT

         13   FUNCTION, WHICH IS COMMON IN MOST HIGH-TECH SOFTWARE

         14   COMPANIES.  THERE'S A BUSINESS DEVELOPMENT FUNCTION THAT

         15   FORMS ALLIANCES AND RELATIONSHIPS WITH DIFFERENT PLATFORM

         16   VENDORS.  SO WE HAVE A BUSINESS DEVELOPMENT FUNCTION, AND WE

         17   TIER PLATFORMS BASED, IN LARGE PART, ON OUR RESOURCES.  WE

         18   CAN'T DO EVERYTHING.

         19             SO WE HAVE, I THINK, NINE WHAT WE CALL ALLIANCE

         20   PARTNERS.  SO THAT'S THE COMPANIES -- WHICH ARE THE ONES WE

         21   FOCUS ON -- SO THAT'S THE COMPANIES LIKE MICROSOFT, IBM, HP,

         22   AND SUN.  THOSE LEVEL OF -- AND ORACLE.  THOSE LEVEL OF

         23   COMPANIES ARE WHAT WE CONSIDER ALLIANCE PARTNERS THAT WE

         24   FOCUS ON WORKING WITH.

         25   Q.  AND IS IT IMPORTANT TO RATIONAL TO MAINTAIN STRONG
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          1   BUSINESS RELATIONSHIPS WITH ALL OF THOSE ALLIANCE COMPANIES?

          2   A.  YES, IT IS.

          3   Q.  THANK YOU, MR. DEVLIN.

          4             MR. BURT:  NO FURTHER QUESTIONS, YOUR HONOR.

          5             THE COURT:  HOW LONG ARE YOU LIKELY TO BE,

          6   MR. BOIES?

          7             MR. BOIES:  MAYBE 20 MINUTES, YOUR HONOR.  15 OR

          8   20 MINUTES.

          9             THE COURT:  WHY DON'T WE TAKE A BRIEF RECESS.

         10             (RECESS WAS TAKEN.)

         11             (AFTER RECESS.)

         12                       RECROSS EXAMINATION

         13   BY MR. BOIES:

         14   Q.  TWO BRIEF POINTS.

         15   A.  YES.

         16   Q.  HOPEFULLY BRIEF.  FIRST, YOU TALKED ABOUT DISTRIBUTING

         17   DLL'S OF MICROSOFT AND THE IMPORTANCE OF API'S.

         18             YOU DISTRIBUTE DLL'S THAT MICROSOFT DEVELOPS, BUT

         19   ALSO DLL'S THAT THIRD PARTIES DEVELOP, CORRECT?

         20   A.  YES, WE DO.

         21   Q.  AND YOU USE API'S NOT ONLY OF WINDOWS, BUT ALSO OF OTHER

         22   MICROSOFT PRODUCTS, INCLUDING MICROSOFT ACCESS?

         23   A.  MANY MICROSOFT PRODUCTS.  NOT JUST ACCESS.  YES.

         24   Q.  THAT WAS AN EXAMPLE.

         25   A.  YES.
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          1   Q.  I WAS SIMPLY SAYING THAT YOU USE API'S FOR A VARIETY OF

          2   MICROSOFT PRODUCTS, NOT JUST THE OPERATING SYSTEM.

          3   A.  YES, WE DO.

          4   Q.  SECOND, YOU TESTIFIED THAT YOU HAD BUSINESS

          5   RELATIONSHIPS WITH A NUMBER OF COMPANIES OTHER THAN

          6   MICROSOFT?

          7   A.  YES, WE DO.

          8   Q.  IS IT FAIR TO SAY THAT YOUR BUSINESS ALLIANCE WITH

          9   MICROSOFT IS DIFFERENT THAN JUST THE NORMAL BUSINESS

         10   ALLIANCES THAT YOU HAVE WITH OTHER COMPANIES?

         11   A.  EACH OF OUR ALLIANCES IS DIFFERENT.  THEY ARE ALL

         12   DIFFERENT FROM EACH OTHER BECAUSE THE COMPANIES INVOLVED ARE

         13   DIFFERENT, ET CETERA.

         14   Q.  WELL, THE BUSINESS ALLIANCE WITH MICROSOFT WAS IMPORTANT

         15   ENOUGH SO THAT IT WAS THE ONE THAT YOU TALKED ABOUT IN YOUR

         16   10-Q, CORRECT?

         17   A.  THERE WERE A NUMBER OF REASONS FOR THAT, INCLUDING THE

         18   RECENCY OF THAT ANNOUNCEMENT.  IF YOU GO BACK THROUGH OUR

         19   FILINGS, YOU WILL RECOGNIZE OTHER ALLIANCES.  FOR EXAMPLE,

         20   THERE WAS A TIME WHEN, AS PART OF OUR ALLIANCE WITH IBM,

         21   THEY HAD AN INVESTMENT IN THE COMPANY AND A MEMBER OF THEIR

         22   EXECUTIVE STAFF ON OUR BOARD OF DIRECTORS.

         23   Q.  BUT THAT WAS IN THE PAST, RIGHT?

         24   A.  THAT WAS IN THE PAST, YES.

         25   Q.  I AM TALKING ABOUT THE PRESENT TIME WHEN YOU'RE
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          1   TESTIFYING.

          2   A.  WHAT WAS THE QUESTION AGAIN, SIR?

          3   Q.  TODAY --

          4   A.  YES.

          5   Q.  -- YOUR BUSINESS RELIANCE OR BUSINESS ALLIANCE WITH

          6   MICROSOFT, YOU WOULD AGREE, WOULD YOU NOT, IS THE MOST

          7   IMPORTANT BUSINESS ALLIANCE THAT YOU HAVE?

          8   A.  MOST IMPORTANT -- THERE ARE MANY DIFFERENT DIMENSIONS TO

          9   THAT, BUT THERE IS ABSOLUTELY NO QUESTION THAT IF WE LIST

         10   THE COMPANIES THAT ARE IMPORTANT FOR US AS AN ISV TO BE

         11   CLOSELY PARTNERED WITH, MICROSOFT IS EITHER AT OR VERY NEAR

         12   THE TOP OF THE LIST.

         13   Q.  AND I WANT TO PRESS IT A LITTLE BIT BECAUSE YOU SAID "AT

         14   OR VERY NEAR THE TOP"?

         15   A.  UH-HUH.

         16   Q.  AND ISN'T IT REALLY CLEAR THAT MICROSOFT IS YOUR MOST

         17   IMPORTANT BUSINESS ALLIANCE PARTNER NOW?  ISN'T THAT WHAT IS

         18   INDICATED IN THIS S.E.C. FILING?

         19   A.  WELL, THERE ARE MANY DIMENSIONS TO "IMPORTANCE."  THE

         20   S.E.C. FILING WAS ONLY ADDRESSING THE RISK SIDE OF

         21   IMPORTANCE.  THERE IS ANOTHER LEVEL OF IMPORTANCE, SUCH AS,

         22   YOU KNOW, REVENUE -- YOU KNOW, UPSIDE -- MAKING THE NUMBERS

         23   AND STUFF LIKE THAT.

         24   Q.  OKAY.  LET'S ADDRESS BOTH OF THOSE.

         25   A.  OKAY.
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          1   Q.  FIRST, AS YOU SAY, THE S.E.C. FILING WAS ADDRESSING THE

          2   RISK, AND WOULD YOU AGREE THAT, AT LEAST WITH RESPECT TO THE

          3   RISK SIDE, THE RISK IS GREATEST WITH MICROSOFT?

          4   A.  THE PURPOSE OF THE S.E.C. FILING IS TO IDENTIFY ALL OF

          5   THE POTENTIAL RISKS SO THAT WE HAVE COMPLETE DISCLOSURE WITH

          6   OUR SHAREHOLDERS.  BECAUSE OF THE IMPORTANCE OF MICROSOFT

          7   AND THE RECENCY OF OUR ALLIANCE, AS OPPOSED TO, SAY, IBM

          8   THAT WE WORKED WITH FOR TEN YEARS, IT WAS IMPORTANT TO

          9   DISCLOSE THAT AS PART OF THE S.E.C. FILING.

         10   Q.  LET'S GO TO THE S.E.C. FILING AND SEE WHAT YOU SAID.

         11   A.  SURE.

         12   Q.  AND LET'S GO TO PAGE 6 WHERE YOU HAVE GOT A HEADING THAT

         13   SAYS "BUSINESS ALLIANCE WITH MICROSOFT."  I AM SORRY.  IT'S

         14   PAGE 9.

         15   A.  YES.

         16   Q.  AND THE SENTENCE IN THE MIDDLE -- FIRST, THIS BUSINESS

         17   ALLIANCE WITH MICROSOFT IS THE ONLY BUSINESS ALLIANCE THAT

         18   YOU SPECIFICALLY TALK ABOUT IN THIS 10-Q, CORRECT?

         19   A.  YES, IT IS.

         20   Q.  AND LET'S GO TO THE SENTENCE IN THE MIDDLE WHERE IT

         21   SAYS:  "ALTHOUGH CERTAIN ASPECTS OF THE BUSINESS ALLIANCE

         22   ARE CONTRACTUAL IN NATURE, MANY IMPORTANT ASPECTS OF THE

         23   RELATIONSHIP DEPEND ON THE CONTINUED COOPERATION OF THE TWO

         24   COMPANIES, AND THERE CAN BE NO ASSURANCE THAT RATIONAL AND

         25   MICROSOFT WILL BE ABLE TO WORK TOGETHER SUCCESSFULLY OVER AN
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          1   EXTENDED PERIOD OF TIME.  IN ADDITION, THERE CAN BE NO

          2   ASSURANCE THAT MICROSOFT WILL NOT USE THE INFORMATION IT

          3   GAINS IN ITS RELATIONSHIP WITH RATIONAL TO DEVELOP OR MARKET

          4   COMPETING PRODUCTS."

          5             AND I TAKE IT THAT YOU WOULD AGREE THAT THAT IS AN

          6   ACCURATE STATEMENT?

          7   A.  YES.

          8   Q.  NOW, LET'S GO TO THE NEXT PAGE.  AND IN THE FIRST FULL

          9   PARAGRAPH UP AT THE TOP, YOU TALK ABOUT HOW RATIONAL HAS

         10   GRANTED MICROSOFT A NONEXCLUSIVE PERPETUAL LICENSE TO THE

         11   VISUAL TEST PRODUCT SOURCE CODE?

         12   A.  YES, WE DID.

         13   Q.  AND I TAKE IT THAT IS AN ACCURATE STATEMENT?

         14   A.  YES.

         15   Q.  AND THEN THE NEXT SENTENCE SAYS:  "THERE CAN BE NO

         16   ASSURANCE THAT MICROSOFT WILL NOT USE SUCH RIGHTS TO CREATE

         17   AND DISTRIBUTE PRODUCTS THAT COMPETE WITH OTHER RATIONAL

         18   PRODUCTS."

         19             DO YOU SEE THAT?

         20   A.  YES.

         21   Q.  AND I TAKE IT THAT IS AN ACCURATE STATEMENT?

         22   A.  YES.

         23   Q.  HAS MICROSOFT THUS FAR USED THOSE RIGHTS TO CREATE AND

         24   DISTRIBUTE PRODUCTS THAT COMPETE WITH RATIONAL PRODUCTS?

         25   A.  NO.
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          1   Q.  AND THEN IN THE NEXT PARAGRAPH, YOU SAY:  "SHOULD

          2   MICROSOFT EXERCISE SUCH RIGHT" -- WHICH IS A FIVE-YEAR

          3   OPTION THAT YOU HAVE JUST DESCRIBED -- "SALES OF THE VISUAL

          4   TEST PRODUCT BY RATIONAL COULD BE MATERIALLY AND ADVERSELY

          5   IMPACTED."

          6   A.  YES.

          7   Q.  AND IS THAT AN ACCURATE STATEMENT?

          8   A.  YES, IT IS.

          9   Q.  AND THEN IN THE NEXT PARAGRAPH YOU GO ON TO DISCUSS THE

         10   LICENSING OF RATIONAL ROSE TECHNOLOGY TO MICROSOFT?

         11   A.  YES.

         12   Q.  AND IN THE LAST SENTENCE THERE, YOU SAY:  "WHILE

         13   RATIONAL BELIEVES THAT MICROSOFT'S AND RATIONAL'S STRATEGIES

         14   CURRENTLY ARE COMPLEMENTARY, THERE CAN BE NO ASSURANCE THAT

         15   MICROSOFT WILL NOT USE THIS RIGHT TO DEVELOP AND MARKET

         16   COMPETING PRODUCTS IN THE FUTURE."

         17             AND I TAKE IT THAT'S AN ACCURATE STATEMENT?

         18   A.  YES, IT IS.

         19   Q.  AND HAS MICROSOFT THUS FAR USED ITS RIGHT TO DEVELOP AND

         20   MARKET COMPETING PRODUCTS?

         21   A.  NO.

         22   Q.  AND TO GO BACK TO PAGE 5 -- AND THIS IS THE PORTION I

         23   TALKED TO YOU ABOUT BEFORE -- ALTHOUGH IT MAY VERY WELL BE

         24   THAT YOU HAVE OTHER IMPORTANT BUSINESS RELATIONSHIPS, AM I

         25   CORRECT THAT THE STATEMENT AT THE BOTTOM OF THE PAGE, THE
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          1   SECOND SENTENCE THAT SAYS, "THE COMPANY BELIEVES ITS

          2   CONTINUED SUCCESS WILL BECOME INCREASINGLY DEPENDENT ON ITS

          3   ABILITY TO SUPPORT THE MICROSOFT PLATFORM, INCLUDING THE

          4   WINDOWS 95, WINDOWS 98, AND WINDOWS NT OPERATING SYSTEMS" IS

          5   TRUTHFUL?

          6   A.  YES.  WE WERE IDENTIFYING NT AND THE WEB AS IMPORTANT TO

          7   RATIONAL TO SUPPORT GOING FORWARD.

          8   Q.  AND YOU'RE SAYING THAT YOU BELIEVE THE COMPANY'S

          9   CONTINUED SUCCESS WILL BECOME INCREASINGLY DEPENDENT ON ITS

         10   ABILITY TO SUPPORT THE MICROSOFT PLATFORM, INCLUDING WHAT

         11   YOU LIST THERE, RIGHT, SIR?

         12   A.  YES.

         13   Q.  NOW, YOU DEFINED FOR MR. BURT WHAT ISV'S WERE.  HOW MANY

         14   ISV'S ARE THERE?

         15   A.  I DON'T KNOW.  I AM SURE THERE ARE THOUSANDS OF THEM.

         16   Q.  NOW, RATIONAL, AS AN ISV, DOES NOT PRODUCE SOFTWARE

         17   PRODUCTS THAT ARE SOLD DIRECTLY TO END-USERS, CORRECT?

         18   A.  WELL, END USERS -- YOU MEAN LIKE END USERS OF NT AND

         19   WINDOWS 95 AND SO FORTH?  OUR CUSTOMERS ARE PEOPLE THAT ARE

         20   USING THOSE PLATFORMS -- WINDOWS, UNIX AND SO FORTH.

         21   Q.  YOUR CUSTOMERS ARE PEOPLE WHO USE YOUR PRODUCTS TO

         22   DEVELOP SOFTWARE PROGRAMS, CORRECT?

         23   A.  YES.

         24   Q.  AND THEN THOSE SOFTWARE PROGRAMS ARE THEMSELVES USED BY

         25   PEOPLE?
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          1   A.  YES.

          2             MR. BOIES: I HAVE NO MORE QUESTIONS, YOUR HONOR.

          3             THE COURT:  ANYTHING FURTHER, MR. BURT?

          4             MR. BURT:  NOTHING FURTHER, YOUR HONOR.

          5             (WITNESS LEAVING STAND.)

          6             THE COURT:  ALL RIGHT.  THEN I THINK WE'RE GOING

          7   TO CONCLUDE EARLY FOR THE MORNING.

          8             WOULD COUNSEL APPROACH THE BENCH BRIEFLY?

          9             (AT THE BENCH.)

         10             THE COURT:  I UNDERSTAND THIS AFTERNOON WE'RE

         11   GOING TO HAVE MR. ALLCHIN BACK.  IS THAT CORRECT?

         12             MR. WARDEN:  YES.

         13             THE COURT:  DO YOU THINK WE WILL FINISH WITH

         14   MR. ALLCHIN TODAY?

         15             MR. WARDEN:  WE WOULD SURE LIKE TO, BUT WHO KNOWS.

         16             THE COURT:  AGAIN, I AM NOT HOLDING A STOPWATCH ON

         17   YOU.  IF WE DON'T, WE DON'T.

         18             MR. WARDEN:  I THINK THE MAIN ISSUE IS HOW LONG IS

         19   THE EDITED VERSION OF THE VIDEOTAPE AND WHETHER THE

         20   GOVERNMENT WANTS TO PLAY PARTS THAT AREN'T IN OUR EDITED

         21   VERSION.

         22             LET ME INQUIRE HOW LONG THAT IS.

         23             MR. BURT:  I HAVE SOME INFORMATION ON THAT.  THERE

         24   WAS A VIDEOTAPE MADE LAST NIGHT.  AND TO BE SURE THAT IT WAS

         25   COMPLETE -- THERE ARE GOING TO BE QUESTIONS ASKED ABOUT
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          1   PREPARATION.  IT IS A BIT LONGER IN THE SENSE OF, YOU KNOW,

          2   THERE ARE TIMES WHERE THINGS ARE CONTINUED TO BE FILMED, AND

          3   WE WADE THROUGH THAT UNTIL THE PROCESS IS COMPLETE.

          4             SO I THINK IT'S ABOUT AN HOUR AND TWENTY MINUTES

          5   FOR THAT ENTIRE VIDEOTAPE -- THAT'S MY UNDERSTANDING -- TO

          6   BE PLAYED.  AND I KNOW MR. HOLLEY DOES HAVE SOME REDIRECT

          7   EXAMINATION.

          8             MR. HOLLEY:  HAVING BEEN CHASTISED FOR EDITING, WE

          9   DIDN'T EDIT IT.

         10             THE COURT:  YOU DIDN'T EVEN TAKE THE COMMERCIALS

         11   OUT?

         12             MR. BURT:  I'M AFRAID NOT, YOUR HONOR.

         13             THE COURT:  OKAY.

         14             I WOULD LIKE TO CONFER WITH COUNSEL ABOUT SOME

         15   HOUSEKEEPING MATTERS IN CHAMBERS AFTER WE'RE THROUGH THIS

         16   AFTERNOON.  SO WOULD YOU ARRANGE YOUR SCHEDULES ACCORDINGLY?

         17             MR. BOIES:  WE WILL, YOUR HONOR.

         18             MR. WARDEN:  YES, SIR.  THANK YOU.

         19             THE COURT:  OKAY.

         20             MR. BOIES:  THIS IS OFF THE RECORD.

         21             (DISCUSSION OFF THE RECORD.)

         22             (IN OPEN COURT.)

         23             THE COURT:  WE WILL STAND IN RECESS UNTIL 1:30.

         24             (WHEREUPON, AT 11:40 P.M., THE ABOVE-ENTITLED

         25   MATTER WAS ADJOURNED.)
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