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Seeing The Future
It’s Closer Than It Looks

Morgan Stanley does and seeks to 
do business with companies 
covered in its research reports. As 
a result, investors should be aware 
that the firm may have a conflict 
of interest that could affect the 
objectivity of this report. 
Investors should consider this 
report as only a single factor in 
making their investment decision. 
Customers of Morgan Stanley in 
the United States can receive 
independent, third-party research 
on the company or companies 
covered in this report, at no cost 
to them, where such research is 
available. Customers can access 
this independent research at 
www.morganstanley.com/equityr
esearch or can call 800-624-2063 
to request a copy of this research. 
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Wall Street and IT

•Overview of a Wall Street analyst’s view of the software 
market from concept to product reality
–The honest perspective – call it as we see it, like it or not

•Where we are in the “bell curve” of the software life cycle and 
where we are heading

•How the markets impact the buyers’ choices and what to do 
while this all plays itself out

Today is for discussion of the industry, NOT official research 
investment opinions
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Changes Underway– Some Slow, Others Fast

•Software becoming a maturing market overall
– Overall growth for software mid single digits
– Hotter areas exist but selectivity key – Security value trap

•SOA an Evolution, not a Revolution
– Services Oriented Architecture movement very real in our view but not 

overnight
– But SOA will directly if not indirectly fuel massive changes within software

•Acquisitions to continue
– While not anything new, pace to remain as vendors need to sustain growth and 

buyers seeking better total management
• Too many vendors complicates managing procurement
• Oracle strategy to maintain the entire(?) stack
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Where’s the Growth?
• US Software investment shows a declining growth trend over past 25 years

• Above-trend growth in the past three quarters

• Was the below average growth seen in ’01 thru ’05 a “hangover” period from the 
exuberance of the 96’ to ’00 period, or merely a return to the mean?

Aggregate Software Investment is Slowing
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Got Scale? More $ To Fewer Vendors
• The Big 4 Software Vendors (IBM/MSFT/ORCL/SAP) have accrued 9 

out of 10 of the incremental software spending we cover since 2002.
• But this includes several significant acquisitions over this period 
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Future: SOA To Enable Full Data Leverage

•Key Drivers to open opportunity for visualization
–Time to market advantage
–Reduced Vendor lock in
–Reuse of “services” (lower costs)
–Leverage of data across all platforms (SaaS itself too limited, needs to 

be a part of a total SOA deployment) 
•Service Oriented Architecture is at the inquiry phase in the 
overall market 
–Look for increasing momentum into 2007
–Caution, need for education weighing on sales cycles
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SOA Migration Forcing New Construct
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Changes Underway Create New Opportunities

•Changes are setting foundation for entire new model
– SOA evolution to free data, exponentially lever it
– Massive volume of data seen today will pale in comparison
– Actionable information remains the key

•SOA drive services management need
– How to manage the data as data gets even more “liberty”
– A Ferrari without brakes?
– Scale issues with massively growing data sets

• Too much information not a good thing
• Not knowing what the data is doing even worse
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•How to lose $6BN in 30 days or less
–Greenwich-based Amaranth Advisors, a Connecticut hedge 

fund that bet heavily on the natural gas market lost almost $6 
billion over one month

–For those keeping score that’s $200 million per day
–Fund lost about 65 percent of total assets
–Liquidation of portfolio has left firm in tatters

What You Can’t See Can Hurt You

(Associated Press)
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Note: Big 3 BI Composite includes BOBJ, COGN, HYSL

Market Waiting

• And stock market suggesting need for entire new model
– BI current offerings not getting it done – at least stock prices say so
– Need becoming obvious but where are the solutions?
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All Systems Go: Capability to Do More

•Price/Performance steady gains provide the firepower to enable far 
more dynamic software
– Multicore chips to further the curve

Producer Price Index Series
Technology Productivity Price Curves
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Changes Create Need, Opportunity

•Data liberation requires better presentation, digestion
–Dashboard limitations – dimensional needs

• Integrity, Availability, Analysis demands

–Context key
• Peter Kuper vs. Peter Kuper Analyst

–417,000 hits vs. 13,400
–Images 542 vs. 2

• RHCP vs. RHCP

Right-hand 
Circular 

Polarization
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Changes Create Need, Opportunity

•Good news is evolution momentum building
–Standards in place – WSDL, XML, etc
–Mash ups, RSS phases of the evolution
–User expectations heightened by improvements

•Google takes 2 seconds to reveal the population of Uruguay
•So why does it take weeks to get a sales report?

–More to come – and plenty to reflect upon
From….

By the way, Uruguay Population: 3,415,920
Source: CIA Fact Book

Google search time 0.07 seconds
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Changes Underway – Operating System



15 Peter Kuper (617) 856 8751 peter.kuper@morganstanley.com

Changes Underway – User Experience
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Changes Underway – Leveraging Data Sets
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Wondering Aloud…Like it or Not 

•Final Four tech giants divide the software world amongst 
themselves – Microsoft, Cisco, IBM and Oracle divvy it up
–What about BI? Security? Open Source?

•Where do guys in the middle (TIBX, CHKP) belong in this mix?
•Does M&A wave lead to lack of innovation (or is the EU that out 
to lunch?)

•Will advances take longer than demand requires? Another 
Amaranth? Another attack?

•Enterprises are not that much different than government
•Opportunities are there – if you know where to look…
•We are at the forefront of the opportunity – look forward to it
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Risks To Our Thesis
• Our main investment thesis calls for the more mature security 

products to see increasing competitive pressures from a shift to
internal security and the trend of embedded security within other 
products including hardware, software or services.  If this theory 
proves wrong, companies in the more mature segments may perform 
better than we have estimated.

• Similarly, our more positive outlooks center around companies dealing 
more with internal security or have adopted or appear to be moving in 
the direction of the industry trends we anticipate.  For example, if 
authentication does not see more spend given access control security 
etc., our growth forecasts may prove too optimistic. 
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Important Disclosures
• The information and opinions in this report were prepared by Morgan Stanley & Co. Incorporated and its affiliates (collectively, "Morgan Stanley").

• Analyst Certification

• The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and that they 
have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report: Peter Kuper.

• Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.

• Important US Regulatory Disclosures on Subject Companies

• As of September 29, 2006, Morgan Stanley beneficially owned 1% or more of a class of common equity securities of the following companies covered in this 
report: BEA Systems, Inc, McAfee, SAP, Symantec, VeriSign, Websense.

• As of September 29, 2006, Morgan Stanley held a net long or short position of US$1 million or more of the debt securities of the following issuers covered in this 
report (including where guarantor of the securities): SAP.

• Within the last 12 months, Morgan Stanley managed or co-managed a public offering of securities of Corel Corporation, Omniture, Oracle Corporation.

• Within the last 12 months, Morgan Stanley has received compensation for investment banking services from  BEA Systems, Inc, Corel Corporation, Omniture, 
Oracle Corporation, RSA Security, SAP, Symantec, VeriSign.

• In the next 3 months, Morgan Stanley expects to receive or intends to seek compensation for investment banking services from BEA Systems, Inc, Check Point 
Software, Corel Corporation, iPass Inc., Omniture, Oracle Corporation, RightNow Technologies, Inc., salesforce.com, SAP, Symantec, VeriSign, Websense.

• Within the last 12 months, Morgan Stanley & Co. Incorporated has received compensation for products and services other than investment banking services 
from BEA Systems, Inc, Oracle Corporation, RSA Security, SAP, VeriSign.

• Within the last 12 months, Morgan Stanley has provided or is providing investment banking services to, or has an investment banking client relationship with, 
the following companies covered in this report: BEA Systems, Inc, Check Point Software, Corel Corporation, iPass Inc., Omniture, Oracle Corporation, RightNow
Technologies, Inc., RSA Security, salesforce.com, SAP, Symantec, VeriSign, Websense.
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Important Disclosures Continued
• Within the last 12 months, Morgan Stanley has either provided or is providing non-investment banking, 

securities-related services to and/or in the past has entered into an agreement to provide services or has a 
client relationship with the following companies covered in this report: BEA Systems, Inc, Corel Corporation, 
Oracle Corporation, RSA Security, SAP, Symantec, VeriSign.

• Within the last 12 months, an affiliate of Morgan Stanley & Co. Incorporated has received compensation for 
products and services other than investment banking services from Corel Corporation, Omniture

• The research analysts, strategists, or research associates principally responsible for the preparation of this 
research report have received compensation based upon various factors, including quality of research, investor 
client feedback, stock picking, competitive factors, firm revenues and overall investment banking revenues.

• An employee or director of Morgan Stanley & Co. Incorporated and/or Morgan Stanley DW Inc. is a director of 
Oracle Corporation.

• Morgan Stanley & Co. Incorporated makes a market in the securities of BEA Systems, Inc, Check Point Software, 
Corel Corporation, iPass Inc., Omniture, Oracle Corporation, RightNow Technologies, Inc., SafeNet, Inc., 
Symantec, VeriSign, Websense.

• Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.
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Important Disclosures Continued
STOCK RATINGS
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. For example, Morgan Stanley uses a relative rating system including terms such as Overweight, Equal-weight or 
Underweight (see definitions below). A rating system using terms such as buy, hold and sell is not equivalent to our rating system. Investors should carefully read the definitions of all ratings used in each research report. In addition, since the research
report contains more complete information concerning the analyst's views, investors should carefully read the entire research report and not infer its contents from the rating alone.  In any case, ratings (or research) should not be used or relied upon as 
investment advice. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and other considerations.
Global Stock Ratings Distribution
(as of July 31, 2006)
For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside our ratings of Overweight, Equal-weight and Underweight. Morgan Stanley does not assign ratings 
of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see definitions below). To satisfy regulatory requirements, we 
correspond Overweight, our most positive stock rating, with a buy recommendation; we correspond Equal-weight and Underweight to hold and sell recommendations, respectively.

Stock Rating Category         Coverage Universe Investment Banking Clients (IBC) 
-_______________________________________________________________________________________________________________

Count % of Total Count % of Total IBC % of Rating Category 
Overweight/Buy 783 38% 305 44% 39% 
Equal-weight/Hold 915 45% 305 44% 33% 
Underweight/Sell 336 17% 79 11% 24% 
Total 2,034 689 

Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients 
are companies from whom Morgan Stanley or an affiliate received investment banking compensation in the last 12 months.

Analyst Stock Ratings
Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months.
Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months.
Underweight (U). The stock's total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months.
More volatile (V). We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a month, based on a quantitative assessment of historical data, or in the analyst's view, it is likely to become materially 
more volatile over the next 1-12 months compared with the past three years. Stocks with less than one year of trading history are automatically rated as more volatile (unless otherwise noted). We note that securities that we do not currently consider 
"more volatile" can still perform in that manner.
Unless otherwise specified, the time frame for price targets included in this report is 12 to 18 months.

Analyst Industry Views
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant broad market benchmark, as indicated below.
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant broad market benchmark, as indicated below.
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad market benchmark, as indicated below.
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index; Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index.
Stock price charts and rating histories for companies discussed in this report are available at www.morganstanley.com/companycharts or from your local investment representative.  You may also request this information by writing to Morgan 
Stanley at 1585 Broadway, (Attention: Equity Research Management), New York, NY, 10036 USA.
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Other Important Disclosures
• Other Important Disclosures
• For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the risks related to achieving these targets, please 

refer to the latest relevant published research on these stocks. Research is available through your sales representative or on Client Link at www.morganstanley.com and 
other electronic systems.

• This report does not provide individually tailored investment advice.  It has been prepared without regard to the individual financial circumstances and objectives of persons 
who receive it.  The securities discussed in this report may not be suitable for all investors. Morgan Stanley recommends that investors independently evaluate particular 
investments and strategies, and encourages investors to seek the advice of a financial adviser.  The appropriateness of a particular investment or strategy will depend on an 
investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in this report may not be suitable for all investors, and certain 
investors may not be eligible to purchase or participate in some or all of them.

• This report is not an offer to buy or sell or the solicitation of an offer to buy or sell any security or to participate in any particular trading strategy.  The "Important US 
Regulatory Disclosures on Subject Companies" section lists all companies mentioned in this report where Morgan Stanley owns 1% or more of a class of common securities 
of the companies.  For all other companies mentioned in this report, Morgan Stanley may have an investment of less than 1% in securities or derivatives of securities of 
companies mentioned in this report, and may trade them in ways different from those discussed in this report. Employees of Morgan Stanley not involved in the preparation 
of this report may have investments in securities or derivatives of securities of companies mentioned in this report, and may trade them in ways different from those 
discussed in this report. Derivatives may be issued by Morgan Stanley or associated persons.

• Morgan Stanley & Co. Incorporated and its affiliate companies do business that relates to companies covered in its research reports, including market making and 
specialized trading, risk arbitrage and other proprietary trading, fund management, investment services and investment banking. Morgan Stanley sells to and buys from 
customers the securities/instruments of companies covered in its research reports on a principal basis.

• With the exception of information regarding Morgan Stanley, reports prepared by Morgan Stanley research personnel are based on public information. Morgan Stanley 
makes every effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete.  We have no obligation to tell you when 
opinions or information in this report change apart from when we intend to discontinue research coverage of a subject company. Facts and views presented in this report 
have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking personnel.

• Morgan Stanley research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the company of travel expenses for 
such visits.

• The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, securities prices or market indexes, operational or 
financial conditions of companies or other factors.  There may be time limitations on the exercise of options or other rights in your securities transactions.  Past performance 
is not necessarily a guide to future performance.  Estimates of future performance are based on assumptions that may not be realized. Unless otherwise stated, the cover 
page provides the closing price on the primary exchange for the subject company's securities.

• To our readers in Taiwan:  Information on securities that trade in Taiwan is distributed by Morgan Stanley & Co. International Limited, Taipei Branch (the "Branch").  Such 
information is for your reference only.  The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. This 
publication may not be distributed to the public media or quoted or used by the public media without the express written consent of Morgan Stanley.  Information on 
securities that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation or a solicitation to trade in such securities.  The 
Branch may not execute transactions for clients in these securities.

• To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Dean Witter Asia Limited as part of its 
regulated activities in Hong Kong. If you have any queries concerning this publication, please contact our Hong Kong sales representatives.
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Other Important Disclosures 
Continued
• This publication is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.; in Hong Kong by Morgan Stanley Dean Witter Asia Limited (which accepts 

responsibility for its contents); in Singapore by Morgan Stanley Dean Witter Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia 
(Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in 
Australia by Morgan Stanley Dean Witter Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services licence No. 233742, which accepts 
responsibility for its contents; in Korea by Morgan Stanley & Co International Limited, Seoul Branch; in India by JM Morgan Stanley Securities Private Limited; in Canada 
by Morgan Stanley Canada Limited, which has approved of, and has agreed to take responsibility for, the contents of this publication in Canada; in Germany by Morgan 
Stanley Bank AG, Frankfurt am Main, regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley 
group company, which is supervised by the Spanish Securities Markets Commission (CNMV) and states that this document has been written and distributed in 
accordance with the rules of conduct applicable to financial research as established under Spanish regulations; in the United States by Morgan Stanley & Co. 
Incorporated and Morgan Stanley DW Inc., which accept responsibility for its contents.  Morgan Stanley & Co. International Limited, authorized and regulated by 
Financial Services Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes of section 21 of the Financial Services and 
Markets Act 2000, research which has been prepared by any of its affiliates.  Private U.K. investors should obtain the advice of their Morgan Stanley & Co. International 
Limited representative about the investments concerned. In Australia, this report, and any access to it, is intended only for "wholesale clients" within the meaning of the 
Australian Corporations Act.

• The trademarks and service marks contained herein are the property of their respective owners. Third-party data providers make no warranties or representations of any 
kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data.  The 
Global Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P.

• This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
• Morgan Stanley research is disseminated and available primarily electronically, and, in some cases, in printed form.
• Additional information on recommended securities is available on request.


