MEMORANDUM

DATE: November 23, 1982

T0: Distribution

FROM: Gary S. Moskovitz/\%W

SUBJECT: PROJECT RAINDROP/AMRIGON

Amrigon personnel will be here at 8:30 AM on Wednesday, November 24th to
present their analysis of the Raindrop project.

The meeting will be held in the Financial conference room and should last
about 2 hours.

Richard Chang, his selected staff and I will be in attendance. Please feel
free to attend or to send any selected staff individuals.

GSM:pg
ge: R. Chang
J. Linn
P. Allen
J. Makhinson
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RAINDROP
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— AMRIGON PRESENTATION PERSPECTIVE ——

PROPOSAL EXHIBIT 1

—

) [ TRANS-STRATEGIC INVESTIGATION

A. MARKETING DRIVEN BUT WITH FINANCIAL AND

TECHN! CAL PERSPECTIVES AS WELL.

B. STRATEGIC IN FOCUS BUT WITH SOME TACTICAL

ASPECTS COVERED.

STRATEGIC YET TACTICAL FOCUSES

A GOOD BUSINESS PLAN MUST BE ABLE TO CORRECTLY SEE SOME
OF THE MORE IMPORTANT “TREES” WHILE ESTIMATING THE SIZE

AND SCOPE OF THE "“FOREST.”

B SECTION W . v v v o = & /s MARKETING

B BESRIBN )Y : v ¢« v o v v W TECHNICAL

§ SECHION BAM . . « » v ¢ o « FINANCIAL
AMRIGON

NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— SECTION I. . , MARKETING ——

MARKE T ING PROPOSAL EXHIBIT 2

3 SUB-PERSPECTIVES

MARKET- COMPETITIVE OVERVIEW

A

MARKE T ING ‘ MARKE T ING ’ MARKE T
IMPL 1 CATIONS DEMAND /POTENTIAL

P> MARKET-COMPETITIVE OVERVIEW. . . STRATEGIC TRENDS

D> MARKED DEMAND/POTENTIAL. . . . . AMRIGON QUANTITATIVE
STUDY

AMRIGON QUALITATIVE
STUDY

P> MARKETING IMPLICATIONS . . . . . AMRIGON QUALITATIVE
RTS MONITOR DATA-
BASE

PREVIOUS MATTEL STUDIES

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKET/COMPETITIVE OVERVIEW ——

D> MEGATRENDS

THERE IS INCREASING CONSUMER ACCEPTANCE OF A VARIETY
OF NEW ENTERTAINMENT/INFORMATIONAL MEDIA,

@ HOME VIDEO GAMES. . . . 7.5 MiLrIion UniTs - 1982
14 MiLLion UNiTs - INSTALLED
Base

® PERSONAL COMPUTERS. . . 500,000-700,000 Units - 1982

2 MiLLioN UNITS - INSTALLED
BAsE

B BASIC CABLE , . . . . . 28 MiLL1on HouseHoLDS -
GROWING AT A RaTe ofF 250,000
HouseEnoLDS PER MoNTH

@ PAY CABLE . . ., ...H A s PeNeTRATED INTO OVER HALF
oF CABLE HOUSEHOLDS..
15 MiLLION

?PREVIEW: QUAL ITATIVE STUDY

WE FOUND NO RESISTANCE TO THE
TELEPHONE AS A MEDIA SOURCE.

AMRI GON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKET COMPETITIVE OVERVIEW —

P> INERTIA anp PRODUCT ADOPTION*

RAINDROP DOES NOT HAVE THE. . .
® CONVERGENCE PROBLEM.

TECHNOLOGY
CONSUMER
DEMAND er>>
v 3 CQPFRASTR.CTURE
CO-OP * ~MANUFACTURER
SUPPLY ENTITIB§i;7 EEE> -DELIVERY

-SOFTWARE SOURCE
PRICE

ECONOMICS

[:i::> MOST INNOVATIVE PRODUCTS ARE “HELD-UP”
BECAUSE LACK OF CONVERGENCE IMPEDES
INHERENT PRODUCT STRENGTHS,

*Reference: Connections, James Burke
PBS Television Series/Book

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

——— MARKET COMPETITIVE OVERVIEW ——

CONVERGENCE anp DEMaND rOR OTHER

NEW-INDUSTRY PRIDIBUE.T S.ovv-uvee » « C.ACSSE EXAMPLES

8 COLOR TELEWISION, . . . = Neep Price/VALUE IMPROVEMENT
-COOP SUPPLY ENTITIES  ...PRicE DROP SOMEWHAT AND
~PRICE SoFTWARE GAMBLE BY NBC PAVED

Way rFor TAKEOFF,

@ QUADp SOUND., . . . . . . . DIFFERENTIATION NOT STRONG
-~CONSUMER DEMAND ENOUGH TO STIMULATE DEMAND,
-PRICE

O VIDEOTEX/TELETEXT . . . . SLower PROGRESS BECAUSE
- INFRASTRUCTURE NEeD LARGE INFRASTRUCTURE,

@ POLAVISION, . . . . . . . COMPETITIVE TECHNOLOGY
-TECHNOLOGY SurRPASSED ProDUCT.

“ETCy v + +
AMRIGON

NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKET/COMPETITIVE OVERVIEW ——

D> ENTERTAINMENT PERSPECTIVE

SOME NEW PRODUCTS/SERVICES ARE DOING BETTER THAN
OTHERS IN THE CONSUMER MARKET.

THOSE DOING WELL HAVE A STRONG ENTERTAINMENT
DIMENSION., THOSE EXPERIENCING PROBLEMS ARE
INFORMATION ORIENTED.

INFORMATION ORIENTED. . . . . . . . PROBLEMATICAL

THE SouRCE... ExecuTive TuRNOVER... NoT EVEN THE
Resources oF READER’S DIGEST HAVE
TURNED IT AROUND, LosInNG $5 - $7
MiLLioN PER YEAR., SMALL TERMINAL

BAse, onLY 20,000 SuBSCRIBERS...
HicH Access CHARGES.

AMRIGON
NOVEMBER, 1982.



RAINDROP

MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKETING STUDIES ——

P> AMRIGON QUALITATIVE STUDY

08 3 SESSIONS
® 471H, 5TH AND 6TH GRADERS

00 ATTITUDINAL EXPLORATION

0 BEST VIDEO GAMES

¢ COST
® NEW GAME TESTING

00 REACTION TO CONCEPT OF RENTING GAMES

80 INTRODUCTION OF GAMES-BY-PHONE CONCEPT

® DISCUSSION OF PROS/CONS. ..
RATING

00 DISCUSSION OF ADVANTAGES/DISADVANTAGES
OF SPECIFIC EXECUTION

0 DISCUSSION,,. OTHER ADVANTAGES/
DISADVANTAGES., .. RATING

00 SPECIFIC EXECUTION AND COST
0 DISCUSSION,.. RATING

AMRI GON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKETING STUDIES BACKGROUND ——

D> AMRIGON QUANTITATIVE STUDY

00 TELEPHONE INTERVIEWS

® HEAD OF HOUSEHOLD
@ VIDEO GAME IN HOME

" @ REACTION TO GENERIC CONCEPT
® LEVEL OF INTEREST... 5 POINT SCALE

00 (B) INTRODUCE “GOOD”/"BAD” POINTS

"600D" "BAD"
0 PREVIEW OF GAME o HOUR INCREMENTS
0 VARIETY O EXTRA COST ATTACHMENT
0 UNIVERSALITY 0 SOME GAMES NOT AVAIL-
0 CUSTOMIZE GAME FAC- ABLE IN CARTRIDGE
TORS FORMAT
¢ THREE MINUTE LOAD TIME

00 (C) REACTION TO "APPOINTMENT" CONSTRAINT
® LEVEL OF INTEREST... 5 POINT SCALE

80 USAGE QUESTION, .. SPECIFIC EXECUTION
WITH PRICE

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKET DEMAND/POTENTIAL ——

D>BASIC CONSUMER INTEREST

RAINDROP CONCEPT IS SUCCESSFUL WITH CONSUMERS

AMRIGON QUANTITATIVE STUDY

Percent Extremely/Very Interested
by Knowledge Level.

25%*

18%

15%

~N
o
S T L L. G L el |

LI

N

N

AFTER EXPLANATION AFTER "GOOD" AND WITH "APPOINTMENT"
OF GENERIC CONCEPT "BAD" POINTS CONSTRAINT

00 GENERIC CONCEPT DRAWS HIGH* LEVEL OF CONSUMER ACCEPTANCE.
00 SOME DROP IN ACCEPTANCE AFTER FULL KNOWLEDGE.**

00 THE “APPOINTMENT” CONSTRAINT HAS ONLY MARGINAL INFLUENCE
ON CONSUMER ACCEPTANCE,

*AMRIGON NOMINAL DATA:
Moderately Strong Products... 15%-20%.

**ADULT PERSPECTIVE

AMRIGON
NOVEMBER, 1982,



RAINDROP

MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS—-STRATEGIC INVESTIGATION

—— MARKET DEMAND/POTENTIAL ——

D>PRICE/REVENUE ISSUE

STRONGEST APPEAL POINTS TO PRICE FOCAL POINT
oF $1,00 per Hour,

Percent: 55|- AMRIGON QUANTITATIVE STUDY
50 } Price Sensitive Analysis
45
40 }
35}
30 b
25 ;
20 }
15} I

10 }
5 ¢

0

COST PER HOUR. . . $.50< §$.50 $1.00 $1.50 $2.00 $2.50

0 CUMULATIVE: 78% 51% 30% 17% 12%

) HARGINAL \/ N R Bt

EFFICIENCY:
S, f§ -

OPTIMUM PRICE
50< $<1.00

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKETING IMPLICATIONS ——

SOFTWARE AVAILABILITY WILL MAKE/BREAK CONCEPT

NOVELTY oF TECHNOLOGY/EASE of DISTRIBUTION
NOT MAJOR SELLING POINTS

=}

(2) PRICING SENSITIVITY IMPORTANT

50¢ SUPER... $1.00 GOOD TO VERY GOOD...
$2,00 FAIR TO POOR,

ASSUMING HARD CARTRIDGE AVAILABILITY
STILL EXISTS... WANT TO AVOID “ARCADE
COST TRAP”

(3) EXECUTION PROBLEMS

ConsuMeER ConcerNns: Does 17 Tie Up My PHONE ?
CONVENIENCE ISSUES..,
How Do | REQUEST MY GAME ?

AMRI GON
NOVEMBER, 1982.



RAINDROP

MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKETING SUMMARY ——

D>FIRST TIER INVESTIGATION POINTS TO POTENTIAL

(1) RAINDROP 1S ON THE SPECTRUM OF ACCEPTABLE MEDIA
(2) MOMENTUM NOT BLOCKED BY LACK OF CONVERGENCE

(::)MARKET/DEMAND ACCEPTANCE IS READY AND
MODERATELY STRONG

(::) $1,00 PER HOUR PRICE FOCAL POINT

AMRIGON
NOVEMBER, 1982,



RAINDROP

MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— SECTION II, . ., TECHNICAL ——

TECHNIC AL PROPOSAL EXHIBIT 3

2 SUB-PERSPECTIVES

/TN

DISTRIBUTION ‘ (’E CHN 1

CA L ) '
k/ CAPABILITIES

TRANSMISSION

§ DISTRIBUTION . ., . « . « + NETWORK ALTERNATIVES.,
AT&T LONGLINES
TOLL-FREE/800
CUSTOMER FLAT FEE
LOCAL TELCO’s/BOC’s
NON BELL NETWORKS

® TRANSMISSION CAPACITIES . . NETWORK LOAD POINTS,

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS=STRATEGIC INVESTIGATION

——— DISTRIBUTION ALTERNATIVES ——

D> ToLL FREE 800 TYPE SERVICE

NATIONAL OR REGIONAL TOLL FREE SERVICE
PUTS UNACCEPTABLE COST PENALTY ON MATTEL

O PREVIEW . . .. . . .. PHONE TOLL FREE ...
INCREASE OMN SOFTWARE RENT

Caseg R . . . 1604

Case B . » . 220%

00 IMPLIES
A . .. NETWORK FEES SHARED WITH MATTEL

B .. . CUSTOMER SHARED BURDEN

C... . LOCAL OFFICE

AMRI GON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

——— DISTRIBUTION ALTERNATIVES ——

P> NETWORK FEES SHARED WITH MATTEL

POSSIBILITY SLIGHTLY ABOVE ZERO FROM
TECHNICAL or COOPERATIVE PERSPECTIVE

00 AT&T LONGLINES anp AT&T INTEREXCHANGE

- CONCEPTUALLY UNABLE TO HANDLE JOINT
VENTURE

- SPECIAL REGULATED TARIFF NECESSARY
18 - 24 MONTH TIME FRAME
COURT CHALLENGE POSSIBLE

00 NON BELL NETWORKS

- ATTITUDE VERY POSITIVE

- INBOUND NETWORKS - 12 MONTHS AWAY

- REGULATED TARIFF STILL NECESSARY
18 - 24 MONTHS

AMRIGON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— DISTRIBUTION ALTERNATIVES ——

D> CUSTOMER SHARED BURDEN

HAS MOST VARIATIONS, ., . HOWEVER ALL
TECHNICALLY UNACCEPTABLE AND/OR IMPACT
CONSUMER DEMAND NEGATIVELY,

VARIATION RESULT
1.0 CUSTOMER CALLS LONG
DISTANCE, . . . . . . . 80% REDUCTION IN DEMAND.
2. § 900 SERVIEE . . . . . . DESIGNED ror 1 MINUTE OR LESS

50¢/35¢ per MINUTE... EVERY
5tH CALL PASS THROUGH For
CUSTOMER INPUT.

5.0 976 SERVICE , . . . « . . SIMILAR TO 900 BUT REGIONAL,

8. 0 520 SERVICE . . . « « « » RESTRICTIVE - LETS 1 1~ 100
PASS THROUGH.

5.0 ANNOUNCEMENT PROVIDER , . NEW REBILL SERVICE - 18
MONTHS TO TARIFF - LOCAL
TELCO ONLY.

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— DISTRIBUTION ALTERNATIVES ——

D> LOCAL OFFICE

PREVIOUS CONSIDERATIONS POINT TO LOCAL
BASED - BASE COMPUTER CENTER.

$25,000+ HOUSEHOLDS

0 40 METRO MARKETS, . . 647 or POTENTIAL

® 50 METRO MARKETS., . . 80%

LOCAL anp NEAR ZONE CALLS TO BE CHARGED TO
CUSTOMER MAY/MAY NOT BE ITEMIZED.

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— NETWORK CAPACITIES ——

P> MAXIMUM LOAD POINTS

“MAXIMUM" DEPENDS ON MULTIPLEXING.,  NATIONAL/
REGIONAL COULD EASILY OVERLOAD NETWORK WITH
MASTER PHONE NUMBER,

EXAMPLE

L.A. WIRECENTER COULD HANDLE UP TO 6,000
CALLS per HOUR BUT REQUIRES 6 DIFFERENT
PHONE NUMBERS,

AMRIGON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— TECHNICAL SUMMARY ——

D>FIRST TIER INVESTIGATION POINTS TO LOCAL BASE
COMPUTER CENTER

(:) PHONE EXPENSE BURDEN POINTS TO LOCAL DISTRI-
BUTION

- UNABLE TO SHARE TELEPHONE REVENUE
WITH NETWORK PROVIDER

- CUSTOMER SHARED BURDEN NON FEASIBLE/
REDUCED DEMAND

(2) CAPACITY POINTS TO LOCAL DISTRIBUTION

- EASY TO OVERLOAD NATIONAL/REGIONAL
WIRECENTER

- LOCAL TRANSMISSION at 1200 BAUD
SHOULD HAVE 977+ QUALITY

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— SECTION III.., FINANCIAL ——

FINANCIAL PROPOSAL EXHIBIT 4
==

2 SUB-PERSPECTIVES

OPERATIONAL < /Fm::() > CAPI1TAL/OPERATIONAL
PARAMETERS REQUIREMENTS
E CONOMICS ® MONEY
_”,//f) ® PEOPLE
§ OPERATIONAL ECONONICS: .-..v i ceviee A. MARKET ESTIMATES

0 CAPITAL/OPERATIONAL REQUIREMENTS. . . NETWORK ECONOMICS

LOCAL vs., REGIONAL
or NATIONAL

AMRIGON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKET ESTIMATES ——

D> METHOD A. . . MARKET DEMAND/BUDGET BASED

PART I: 14 MILLION GAME UNITS
x 25% VERY/EXTREMELY INTERESTED

3,5 MILLION
x 307 INTEREST/PURCHASE TRANSLA-
TION*

(:{> 1,05 MILLION CUSTOMER BASE

PART II: .75 CARTRIDGE peR MONTH peR HOUSEHOLD
x 12 MONTHS
x $25 ESTIMATE RETAIL SALE or CARTRIDGE

$ 225 ANNUAL FAMILY VIDEO GAME EXPENDITURE

$ 50 ESTIMATE RAINDROP DIVERSION peR
FAMILY per YEAR (1 Hr. PER WEEK)

1,05 MILLION . - $50 MILLION ANNUAL
nouseroLps X *° REVENUE

Source: *Previous AMRIGON/MATTEL ELECTRONICS STUDIES

AMRI GON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKET ESTIMATES ——

D> METHOD B .. . MARKET DEMAND/USAGE BASED

PART I: 14 MILLION GAME UNITS
x 25% VERY/EXTREMELY INTERESTED

3,5 MILLION
x 307 INTEREST/PURCHASE TRANSLA-
TION*®
[:{> 1.05 MILLION CUSTOMER BASE

PART II: 6 HOURS orF PLAY PER WEEK (6-8 HRrs.)
X 50 WEEKS

300 MILLION HOURS or VIDEOGAME PLAY
x 33% EST, oF CARTRIDGE/RAINDROP

100 MILLION HOURS or PLAY

100 MILLION WILLING TO $50 MILLION
50 .
HORS * “OF PaY $1.00/He, EEPEOS>  puninl REVENUE

Source: *Previous AMRIGON/MATTEL ELECTRONICS STUDIES

AMRIGON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— OPERATIONAL PARAMETERS ———

P> NETWORK DEMAND LOAD

$50 MILLION IMPLIES 50 MILLION CALLS

50%/507,
WEEKENDS & HOLIDAYS WEEKDAY EVENINGS
g BRES . .... 9 PR/PST 4 PRAEST..... 9 PH/PST
16 Hours PER Day 8 Hours PER Day
20 25
MILLION + (32 Hrs. x 52 MILLION + (490 Hrs, x 52
CALLS WEEKS) CALLS WEEKS)
15,000 CALLS per HOUR 12,000 CALLS per HOUR
1009
PORTS

oN BASE COMPUTER
1 PORTa 4 MINS.=15 CALLS
per HOUR

AMRI GON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— OPERATIONAL PARAMETERS ——

D> BASE COMPUTER REQUIREMENTS

15,000 CALLS + 15 per HOUR = 1000

\V4
2000 PORTS FoR

PEAK TIMES

PDP 11/34*

=10
BASE COMPUTERS

256 PORT CAPACITY

*Consider PDP 11/23.

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— OPERATION ECONOMICS ——

P> LOCAL OPERATION CENTER

SINGLE MACHINE INSTALLATION

PROCESSOR, DISC,
MUX,, OPER., SOFTWARE

PRE=RED: « oo wowe e i

BB G o i s i e e
TOTAL:

80 OPERATIONS

0 FACILITY OVERHEAD . . . .
O PHONE TRUMKS, . . . . . .

® STAFF - 1 MANAGER  $25,000
1 OPERATOR 20,000

00 CAPITAL REQUIREMENTS (4 Yr, AMORTIZATION)

PRS0 e woi e $100,000

$ 50,900

. $ 50,900
$200,090

$ 145,000
25,0000

30,000
$100,000

AMRIGON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— NETWORK ALTERNATIVES ——

P> ECONOMIC COMPARISON

LOCAL - DISTRIBUTION | NATIONAL/REGIONAL CENTRALIZED
(A) 40 - 50 MARKETS® (A) 1 70 10 LOCATIONS
1 MACHINE per MARKET | (B) CLUSTER o MACHINES
(©) CAPITAL C0STS=$200,000 | (C) CAPITAL COSTS=$200,000
PER UNIT PER UNIT
o ANNUAL ~ _ g1pp000 | O ANNUAL  — _ 100,000
OPERATIONS OPERATIONS
0 CAPITAL o CAPITAL
- $50000 - $50,000
ANORTIZATION > AHORTIZATION
$150, 000 $150,000
x 50 x 50
$7.5 MILLION $7.5 MILLION
& 0 TOLL FREE**
L PHONE EXPENSE 30,0 MILLION
P$37.5 MILLION

*80% of Household over $25,000.
**50 Million Calls x 60¢ Each.

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

——— FINANCIAL SUMMARY ——

PFIRST TIER INVESTIGATION POINTS TO POTENTIAL

(::> $50 MILLION MARKET DEMAND POTENTIAL

@ LOCAL BASE COMPUTER CENTERS FEASIBLE
FROM TECHNICAL anp FINANCIAL PERSPECTIVE

(3) OPERATIONAL COSTS APPROXIMATELY
15% orF REVENUE

AMRIGON
NOVEMBER, 1982.



CONFIDENTIAL

MEMORANDUM

DATE: December 3, 1982

0.2 Distribution

FROM: Gary Moskovitz ﬁ?ﬁ

SUBJECT: PROJECT RAINDROP/AMRIGON

On November 24, the Amrigon team presented the enclosed Raindrop presentation
to selected Mattel Electronics personnel,

The highlights of the presentation are summarized as follows:

I) The Raindrop concept is not constrained by either:

®* consumer resistance to new entertainment/informational media

(or telephonic/downloading distribution)
technology limitations

infrastructure requirements

price economics

supply item details

® Amrigon initiated the following consumer research activities:

®* 3 Qualitative Focus groups with children in the 4th,
5th and 6th grades

* telephone interviews with adult heads of households that
currently own a videogame

® Both the qualitative and quantitative studies were held to get reactions
to the generic concept as well as some usage and price data.

® The consumer research findings led Amrigon to state that the "Raindrop
concept is successful with consumers." This was based on Amrigon's
past data that when 15-20% of respondents indicate an extremely/very
interested purchase intention in a new product, that this signifies
a moderately strong product concept. The Raindrop concept scored as
follows:

® 25 % - after first explanation of generic concept

® 18% - after additional discussion of "Good" and "Bad"
points




RAINDROP/AMR IGON
December 3, 1982
Page 2

®* 15% - after knowledge of having to schedule an "appointment"
to receive games (this appointment concept is not
necessarily a basic tenet of the concept. It was used to
qualify a lower range to the responses).

®* The Amrigon research also showed that the strongest appeal pointed to
a price point of $1.00 per hour (other pricing schemes will be tested
in the next phase of the Raindrop evaluation, pending Senior management
approval).

II1) Amrigon next reviewed the various technical possibilities relating to distri-
bution and transmission.

1. Distribution

The following distribution methods were reviewed and judged
unacceptable:

®* To1l Free 800 service
® Shared Fee arrangements with:
®AT&T Longlines
®* AT &T Interexchange
®* Non-Bell Networks
® Customer Shared Burdens
* Long Distance
® 900 Service
®* 976 Service
® 520 Service
® Announcement Provider Rebill Service

* Amrigon suggested that the "local office-based center"
alternative was the highest-rated distribution alternative.

® If we look at $25,000+ households, 65% are situated
in the top 40 metropolitan markets and 80% are in the
top 50.

® In these areas, in addition, local/"near zone" calls
charged to customers are sometimes not itemized on
a consumers monthly bill.

2. Capacity
® Based on overloading of national/regional networks,

Amrigon suggested that a local distribution center
(@ 1200 Boud) would be the optimal alternative.
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I11)

Amrigon lastly reviewed several financial aspects of the market and

network demands and local "center" operating expense.

1. Amrigon utilized two methods to show market demands at, say,
the end of 1982:

&

Budget Based

Total U.S. Game Unit Population = 14 million units

Research output of 25% very/
extremely interested = 3.5 million

Amrigon ratio of 30% translation
of interest into purchase = 1.05 million

customer base

Annual Cartridge Expenditure per
household

(9 cartridges per year X
$25 retail) $ 255

Raindrop Diversion of annual
expenditure per year @ 1 hour
per week and $1 per year $ 50

Annual Raindrop Revenue
(1.05 million households X $50) 50million

Usage Based

® 1.05 million customer base

®* Annual gameplay per year @ 6 hours

hours/week 300 million hours

®* Percentage of gameplay utilizing

Raindrop @ 33% 100 million hours

®* 50% percentage willing to pay at
least $1/hour X 100 million

hours X $1/hour $50 million revenue

NOTE: These were Amrigon's data points. I believe the 1 hour
per week usage was extremely low, the 9 cartridges/year
purchase too high, and the 14 million customer base too
unclear. These items, and others will be clarified in

the upcoming Mattel business analyses
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2. Network Demand

® The $50 million annual revenue from the above indicates
50 million calls at $1 hour/call.

Amrigon translated this to a frequency of 15,000 calls/hour,
split between weekdays and weekend/holidays.

These 15,000 calls/hour could be accommodated by a group of
computers with 1000 ports: with each port handling 15 calls
per hour (the average connection/download/disconnection time
was estimated to be 4 minutes, or 15 per hour).

These 1000 computer ports should be doubled to accommodate
peak times, necessitating a requirement for 2000 ports to
handle the 50 million calls.

® Computers for each local "center" would be selected accord-
ingly. Amrigon recommended either a DEC PDP 11/34 or PDP
LT1/23,

3. Operational Expense - Local Center

* Capital $200,000 investment
* Computer/PBX/Misc.

* Operations $100,000 yearly
* 2 Staff/Overhead/Phones

®* With 1 computer in each of the, say, 50 local centers and a
4 year hardware depreciation, the total local distribution/
operating center expense was estimated at $7.5 million com-
pared to the revenue of $50 million.

®* Of course, not included in Amrigon's analysis were other
areas of:

operational expense of marketing the service, etc.

revenues due to hardware sales, etc.
® Suggested next steps are as follows:

* G. Moskovitz/R. Chang to put together 3 year
plan, for review with Executive committee.
Based on this review, decisions would be made
on next steps for:

®* hardware implementations

field research

possible venture requirements review with
corporate management.
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This Executive Committee Raindrop presentation is targeted for completion by
December 17th.

® As a side issue, the hardware requirements for Raindrop may
have some common electronic circuitry with both the Pronto/
Videotex and PlayCable peripherals. Richard Chang and Dave
Chandler will meet and review this subject and include in the
Raindrop assessment.

GSM:pg

(attachment)
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RAINDROP

0 ([ 0
MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— AMRIGON PRESENTATION PERSPECTIVE ——

PROPOSAL EXHIBIT 1

TRANS-STRATEGIC INVESTIGATION

A, MARKETING DRIVEN BUT WITH FINANCIAL AND

TECHNI CAL PERSPECTIVES AS WELL.

B. STRATEGIC IN FOCUS BUT WITH SOME TACTICAL

ASPECTS COVERED.

STRATEGIC YET TACTICAL FOCUSES

A GOOD BUSINESS PLAN MUST BE ABLE TO CORRECTLY SEE SOME

OF THE MORE IMPORTANT “TREES” WHILE ESTIMATING THE SIZE

AND SCOPE OF THE “FOREST.”

§ BREVION B . .. ¢ ¢ v w5 MARKETING
B SEERION B . . o v i v TECHNICAL
8 BRETION MM . . - i s FINANCIAL

AMRIGON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
"NEW VENTURE ACTIVITY

~ TRANS-STRATEGIC INVESTIGATION .

—— SECTION I, . . MARKETING ——

MARKE T ING . PROPOSAL EXHIBIT 2

3 SUB-PERSPECTIVES

MARKET- COMPETITIVE OVERVIEW

A

MARKE T ING ‘ MARKET I NG ’ MARKET
IMPL 1 CAT IONS DEMAND/ POTENT 1AL

P> MARKET-COMPETITIVE OVERVIEW, , . STRATEGIC TRENDS

D> MARKED DEMAND/POTENTIAL. . . .. AMRIGON QUANTITATIVE
Sl DY

AMRIGON QUALITATIVE
STUDY

D> MARKETING IMPLICATIONS , . . . . AMRIGON QUALITATIVE
RTS MONITOR DATA-

BASE

PREVIOUS MATTEL STUDIES -

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

MARKET/COMPETITIVE OVERVIEW ——

D> MEGATRENDS

THERE IS INCREASING CONSUMER ACCEPTANCE OF A VARIETY
OF NEW ENTERTAINMENT/INFORMATIONAL MEDIA,

® HOME VIDEO GAMES, . . .

® PERSONaL COMPUTERS. . .

& BASIC CABEE ., . « v «

@ PAY CABLE

D> PREVIEW: QUALITATIVE STUDY

7.5 MiLLioN Units - 1982

14 MiLLioN UNITS - INSTALLED
Base

500,000-700,000 Units - 1982

2 MiLLioN UNITS - INSTALLED
BAse

28 MiLL1on HOuSEHOLDS -
GROWING AT A RaTE oF 250,000
HousenoLDS PErR MoNTH

Has PENETRATED INTO OverR HALF
oF CABLE HOUSEHOLDS...
15 MiLL1ioN

WE FOUND NO RESISTANCE TO THE
TELEPHONE AS A MEDIA SOURCE,

AMRI GON

NOVEMBER,

1982.
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RAINDROP

MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKET COMPETITIVE OVERVIEW ——

D> INERTIA anp PRODUCT ADOPTION*

RAINDROP DOES NOT HAVE THE. . .
¢ CONVERGENCE PROBLEM,

TECHNOLOGY

CONSUMER
DEMAND Zﬁf§>
A CﬂINFRASTRUCTURE
i ~MANUFACTURER
SUPPLY ENTITIES “DELIVERY

' ~SOFTWARE SOURCE

PRICE
ECONOMICS

D{> MOST INNOVATIVE PRODUCTS ARE “HELD-UP”
BECAUSE LACK OF CONVERGENCE IMPEDES
INHERENT PRODUCT STRENGTHS,

*Reference: Connections, James Burke
PBS Television Series/Book

AMRI GON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

MARKET COMPETITIVE OVERVIEW ——

CONVERGENCE Anp DEMAND ror OTHER

NEW INDUSTRY PRODUCTS......... C ASSE EXAMPLES

O COLOR TELEVISION. . . . - NEep Price/VALUE IMPROVEMENT
-COOP SUPPLY ENTITIES ...PRICE DROP SOMEWHAT AND
“PRICE SoFTWARE GAMBLE BY NBC PAVED

Way For TAKEOFF,

8 QUAD SOUND, . . . . . . . DIFFERENTIATION NOT STRONG
-CONSUMER DEMAND ENOUGH TO STIMULATE DEMAND.
-PRICE

8 VIDEOTEX/TELETEXT . . . . SLowWER PROGRESS BECAUSE
- INFRASTRUCTURE NEED LARGE INFRASTRUCTURE.

® PolAVISION., . . . . . . COMPETITIVE TECHNOLOGY
-TECHNOLOGY SurpAsseD PropucT.
_ETC lllll

AMRIGON

NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

MARKET/COMPETITIVE OVERVIEW =——

|

P> ENTERTAINMENT PERSPECTIVE

SOME NEW PRODUCTS/SERVICES ARE DOING BETTER THAN
OTHERS IN THE CONSUMER MARKET.

THOSE DOING WELL HAVE A STRONG ENTERTAINMENT
DIMENSION, THOSE EXPERIENCING PROBLEMS ARE
INFORMATION ORIENTED.

INFORMATION ORIENTED, . . . . . . . PROBLEMATICAL

THE Source,.. Executive TuRNOVER... NoT EVEN THE
REsources ofF READER’s DIGEST HAVE
TurRNED IT AROUND, LosIng $5 - $7
MiLLioN PER YEAR., SMALL TERMINAL

BASE, onLY 20,000 SUBSCRIBERS...
HieH Access CHARGES.

AMRI GON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKETING STUDIES =——

D> AMRIGON QUALITATIVE STUDY

80 3 SESSIONS
@ U4tH, 5TH AND 6TH GRADERS

00 ATTITUDINAL EXPLORATION

® BEST VIDEO GAMES
¢ COST
8 NEW GAME TESTING

80 REACTION TO CONCEPT OF RENTING GAMES

00 INTRODUCTION OF GAMES-BY-PHONE CONCEPT

® DISCUSSION OF PROS/CONS.. .
RATING

80 DISCUSSION OF ADVANTAGES/DISADVANTAGES
OF SPECIFIC EXECUTION

@ DISCUSSION.., OTHER ADVANTAGES/
DISADVANTAGES, .. RATING

00 SPECIFIC EXECUTION AND COST
® DISCUSSIOM,.. RATING

AMRIGON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKETING STUDIES BACKGROUND ——

D> AMRIGON QUANTITATIVE STUDY

00 TELEPHONE INTERVIEWS

¢ HEAD OF HOUSEHOLD
¢ VIDEO GAME IN HOME

(] @ REACTION TO GENERIC CONCEPT
® LEVEL OF INTEREST... 5 POINT SCALE

90 (B) INTRODUCE “6OOD”/”BAD” POINTS

IIGOODII IIBADII
0 PREVIEW OF GAME 0 HOUR INCREMENTS
0 VARIETY 0 EXTRA COST ATTACHMENT
0 UNIVERSALITY 0 SOME GAMES NOT AVAIL-
¢ CUSTOMIZE GAME FAC- ABLE IN CARTRIDGE
TORS FORMAT
® THREE MINUTE LOAD TIME

n@ REACTION TO “APPOINTMENT” CONSTRAINT
0 LEVEL OF INTEREST... 5 POINT SCALE

00 USAGE QUESTION... SPECIFIC EXECUTION
WITH PRICE

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKET DEMAND/POTENTIAL ——

D>BASIC CONSUMER INTEREST

RAINDROP CONCEPT IS SUCCESSFUL WITH CONSUMERS

AMRIGON QUANTITATIVE STUDY
Percent Extremely/Very Interested

Percent
- . by Knowledge Level.
25%
24 %
22 |- ////
20 |-
18 | 18%
16 |- v 159
14
12 b 7/
S
4k / / /
2 W I, IS
AFTER EXPLANATION AFTER "GOOD" AND WITH "APPOINTMENT"
OF GENERIC CONCEPT _ "BAD" POINTS CONSTRAINT

00 GENERIC CONCEPT DRAWS HIGH* LEVEL OF CONSUMER ACCEPTANCE,
80 SOME DROP IN ACCEPTANCE AFTER FULL KNOWLEDGE, **

00 THE "APPOINTMENT” CONSTRAINT HAS ONLY MARGINAL INFLUENCE
ON CONSUMER ACCEPTANCE,

*AMRIGON NOMINAL DATA:
Moderately Strong Products... 15%-20%.

**ADULT PERSPECTIVE

AMRI GON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKET DEMAND/POTENTIAL ——

P>PRICE/REVENUE ISSUE

STRONGEST APPEAL POINTS TO PRICE FOCAL POINT
oF $1,00 per Hour,

Percent: 55 ¢ AMRIGON QUANTITATIVE STUDY
50 ¢ Price Sensitive Analysis
45 ¢
40 ¢
3B ¢
30 ¢
25 ¢
20 ¢
15
10 }

5
0

L 1 1

COST PER HOMR, . . $.30< §.30 $1.00 $1.50 $2.00 $2.50

0 CUMULATIVE: N/A 78% 51% 30% 17% 12%

0 MARGINAL \\\/// \\\/// \\\v//’ \\\///
22 21 13 5

EFFICIENCY:

—— i% —
OPTIMUM PRICE
.50< $<1.00

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

——— MARKETING IMPLICATIONS ——
SOFTWARE AVAILABILITY WILL MAKE/BREAK CONCEPT

NOVELTY oF TECHNOLOGY/EASE of DISTRIBUTION
NOT MAJOR SELLING POINTS

@ PRICING SENSITIVITY IMPORTANT

50¢ SUPER... $1.00 GOOD TO VERY GOOD...
$2.00 FAIR TO POOR,

ASSUMING HARD CARTRIDGE AVAILABILITY
STILL EXISTS,.. VANT TO AVOID “ARCADE
COST TRAP”

(3) EXECUTION PROBLEMS

ConsuMER ConcerNs: Does 17 Tie Up My PHONE ?
CONVENIENCE ISSUES...
How po I REQUEST MYy GAME ?

AMRIGON
NOVEMBER, 1982.
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RAINDROP
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

——— MARKETING SUMMARY ——

P> FIRST TIER INVESTIGATION POINTS TO POTENTIAL

(1) RAINDROP IS ON THE SPECTRUM OF ACCEPTABLE MEDIA
(2)) MOMENTUM NOT BLOCKED BY LACK OF CONVERGENCE

(::>MARKET/DEMAND ACCEPTANCE IS READY AND
MODERATELY STRONG

@ $1,00 PER HOUR PRICE FOCAL POINT

AMRI GON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

" TRANS-STRATEGIC INVESTIGATION

| =— SECTION II. . . TECHNICAL ——

TECHNICAL

PROPOSAL EXHIBIT 3

2 SUB-PERSPECTIVES
3

DISTRIBUTION ‘ ( TECHNICAL ] »

TRANSMISSION

CAPABILITIES

B DISTRIBUTION .~. .= . &~ NETWORK ALTERNATIVES,
AT&T LONGLINES
TOLL-FREE/ 800
CUSTOMER FLAT FEE
~ LOCAL TELCO’s/BOC's
*  NON BELL NETWORKS

0 TRANSMISSION CAPACITIES , . NETWORK LOAD POINTS,

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— DISTRIBUTION ALTERNATIVES ——

D> TOLL FREE 800 TYPE SERVICE

NATIONAL OR REGIONAL TOLL FREE SERVICE
PUTS UNACCEPTABLE COST PENALTY ON MATTEL

8 FREVIEM . . o« & » » 2 PHOKE TOLL FREE ...
INCREASE ON SOFTWARE RENT
Case A , . . 160%
Case B . . . 220%
00 [MPLIES

A ... NETWORK FEES SHARED WITH MATTEL
B.. ., CUSTOMER SHARED BURDEN

C... . LOCAL OFFICE

AMRI GON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

——— DISTRIBUTION ALTERNATIVES ——

P> NETWORK FEES SHARED WITH MATTEL

POSSIBILITY SLIGHTLY ABOVE ZERO FROM
TECHNICAL or COOPERATIVE PERSPECTIVE

00 ATRT LONGLINES anp AT&T INTEREXCHANGE

- CONCEPTUALLY UNABLE TO HANDLE JOINT
VENTURE

- SPECIAL REGULATED TARIFF NECESSARY
18 - 24 MONTH TIME FRAME
COURT CHALLENGE POSSIBLE

00 NON BELL NETWORKS

- ATTITUDE VERY POSITIVE

- INBOUND NETWORKS - 12 MONTHS AWAY

- REGULATED TARIFF STILL NECESSARY
18- 24 MONTHS

AMRT GON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— DISTRIBUTION ALTERNATIVES

P> CUSTOMER SHARED BURDEN

HAS MOST VARIATIONS,

. » HOWEVER ALL
TECHNICALLY UNACCEPTABLE AND/OR IMPACT
CONSUMER DEMAND NEGATIVELY,

VARIATION

RESULT

CUSTOMER CALLS LONG

DISTENCE. . . 5 & & & »

000 SERVICE . . . « . 4

876 SERVICE . . . . . &

520 SERVIEEE, . . , . ,

ANNOUNCEMENT PROVIDER .

80% REDUCTION IN DEMAND.

DESIGNED rFor 1 MINUTE OR LESS
50¢/35¢ per MINUTE... EVERY
5TH CALL PASS THROUGH ror
CUSTOMER INPUT,

SIMILAR TO 900 BUT REGIONAL,

RESTRICTIVE - LETS 1 1~ 100
PASS THROUGH,

NEW REBILL SERVICE - 18
MONTHS TO TARIFF - LOCAL
TELCO ONLY.

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS~STRATEGIC INVESTIGATION

—— DISTRIBUTION ALTERNATIVES ——

D> LOCAL OFFICE

PREVIOUS CONSIDERATIONS POINT TO LOCAL
BASED - BASE COMPUTER CENTER.

$25,000+ HOUSEHOLDS
® 40 METRO MARKETS., . . 64% oF POTENTIAL

® 50 METRO MARKETS. . . 80%

LOCAL anp NEAR ZONE CALLS TO BE CHARGED TO
CUSTOMER MAY/MAY NOT BE ITEMIZED.

AMRI GON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— NETWORK CAPACITIES ——

P> MAXIMUM LOAD POINTS

“MAXIMUM” DEPENDS ON MULTIPLEXING.  NATIONAL/
REGIONAL COULD EASILY OVERLOAD NETWORK WITH
MASTER PHONE NUMBER,

EXAMPLE

L.A, WIRECENTER COULD HANDLE UP TO 6,000
CALLS per HOUR BUT REQUIRES & DIFFERENT
PHONE NUMBERS,

AMRI GON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— TECHNICAL SUMMARY =——

P>FIRST TIER INVESTIGATION POINTS TO LOCAL BASE
COMPUTER CENTER

(:) PHONE EXPENSE BURDEN POINTS TO LOCAL DISTRI-
BUTION

- UNABLE TO SHARE TELEPHONE REVENUE
WITH NETWORK PROVIDER

- CUSTOMER SHARED BURDEN NON FEASIBLE/
REDUCED DEMAND

(:) CAPACITY POINTS TO LOCAL DISTRIBUTION

- EASY TO OVERLOAD NATIONAL/REGIONAL
WIRECENTER

- LOCAL TRANSMISSION At 1200 BAUD
SHOULD HAVE 977+ QUALITY

AMRI GON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ‘ACTIVITY

TRANS-STRATEGIC INVESTIGATION

-——— SECTION III.., FINANCIAL —

FINANCIAL . PROPOSAL EXHIBIT 4

2 SUB-PERSPECTIVES

/I

OPERATIONAL CAPI TAL/OPERAT IONAL

Fowa ¢ i

NANCIA
PARAMETERS < F ala ’ REQUIREMENTS
ECONOMICS @ MONEY

L ® PEOPLE

¢ OPERATIONAL ECONOMICS . ... . . . . . A, MARKET ESTIMATES

0 CAPITAL/OPERATIONAL REQUIREMENTS. . . NETWORK ECONOMICS

LOCAL vs. REGIONAL
or NATIONAL

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKET ESTIMATES ——

D> METHOD A. . . MARKET DEMAND/BUDGET BASED

PART I: 14 MILLION GAME UNITS
x 25% VERY/EXTREMELY INTERESTED

3,5 MILLION
x 307% INTEREST/PURCHASE TRANSLA-

TION*
[:(> 1,05 MILLION CUSTOMER BASE

PART II: .75 CARTRIDGE per MONTH per HOUSEHOLD
x 12 MONTHS
x $25 ESTIMATE RETAIL SALE or CARTRIDGE

$ 225 ANNUAL FAMILY VIDEO GAME EXPENDITURE

$ 50 ESTIMATE RAINDROP DIVERSION PEr
FAMILY per YEAR (1 Hr., Per WeEk)

1.05 MILLION - - $50 MILLION ANNUAL
HOUSEHOLDS REVENUE

Source: *Previous AMRIGON/MATTEL ELECTRONICS STUDIES

AMRI GON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— MARKET ESTIMATES ——

P> METHOD B. . . MARKET DEMAND/USAGE BASED

PART I: 14 MILLION GAME UNITS
x 257% VERY/EXTREMELY INTERESTED

3.5 MILLION
x 307 INTEREST/PURCHASE TRANSLA-

TION*®
[>7> "1.05 MILLION CUSTOMER BASE

PART II: 6 HOURS ofF PLAY PER WEEK (6-8 HRrs.)
x 50 WEEKS

300 MILLION HOURS or VIDEOGAME PLAY
x 337 EST. or CARTRIDGE/RAINDROP

100 MILLION HOURS or PLAY

100 MILLION . gq WILLING TO $50 MILLION
HOLRS  * ~% PAY $1,00/Hs. ANNUAL REVENUE

Source: “*Previous AMRIGON/MATTEL ELECTRONICS STUDIES

AMRIGON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— (OPERATIONAL PARAMETERS ——

D> NETWORK DEMAND LOAD

$50 MILLION IMPLIES 50 MILLION CALLS

50%/507%
WEEKENDS & HOLIDAYS WEEKDAY EVENINGS
8 BRVEBS]. ... 9 PM/PST 4 PIFEST I, ... 9 PM/PST
16 Hours pPErR Day 8 Hours PER DAY
25 25
MILLION + (32 Hrs. x 52 MILLION + (40 Hrs., x 52
CALLS WEEKS) CALLS WEEKS)
15,000 CALLS per HOUR 12,000 CALLS per HOUR
1000
PORTS

On BASE COMPUTER
1 PORT & 4 MINS,=15 CALLS
per HOUR

AMRIGON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

—— OPERATIONAL PARAMETERS ——

D> BASE COMPUTER REQUIREMENTS

15,000 CALLS + 15 per HOUR = 1000

¥
2000 PORTS For

PEAK TIMES

DEC —r——

PDP 11/34* %i>
@

5.5

i
| | £

g - 10

BASE COMPUTERS i
t \

256 PORT CAPACITY

\;—--'"i:\"' -

*Consider PDP 11/23.

AMRI GON
NOVEMBER, 1982.
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

——— OPERATION ECONOMICS ———

P> LOCAL OPERATION CENTER

SINGLE MACHINE INSTALLATION

00 CAPITAL REQUIREMENTS (4 Yr., AMORTIZATION)

PIPRIVAY 34',,.. + + « + « « $100,000

PROCESSOR, DISC,
MUX,, OPER, SOFTWARE

PBE-ACD, . « « o v o o & » $ 50,000
MISC.... . .. ... ... $50,90

TOTAL: $200,000

80 OPERATIONS

0 STAFF - 1 MANAGER  $25,000
1 OPERATOR 20,000

$ 45,090
® FACILITY OVERHEAD..,.. 25,000
O PHOWE TRUMKS. . . . . . . 30,000
$100,000

AMRI GON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

NETWORK ALTERNATIVES

I

D> ECONOMIC COMPARISON
LOCAL - DISTRIBUTION | NATIONAL/REGIONAL CENTRALIZED
(A) 40- 50 MARKETS* (A) 1 1o 10 LOCATIONS
1 MACHINE per MARKET | (B) CLUSTER oF MACHINES
(C) CAPITAL €0STS=$200,000 | (C) CAPITAL COSTS=$200,000
PER UNIT PER UNIT
¢ ANWUAL  _ sj0pgog | ¢ ANNUAL $100,000
OPERATIONS OPERATIONS
® CAPITAL § CAPITAL
- $50000 - $50,000
AMORTIZATION AMORTIZATION
$150,000 $150,000
X 50 X 50
$7,5 MILLION $7.5 MILLION
= 0 TOLL FREE**
PHONE EXPENSE 30,0 MILLION
B $37.5 MILLION

*80% of Household over $25,000.
**50 Million Calls x 60¢ Each.

AMRI GON
NOVEMBER, 1982,
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MATTEL ELECTRONICS
NEW VENTURE ACTIVITY

TRANS-STRATEGIC INVESTIGATION

——— FINANCIAL SUMMARY =——=

P>FIRST TIER INVESTIGATION POINTS TO POTENTIAL

@ $50 MILLION MARKET DEMAND POTENTIAL

@ LOCAL BASE COMPUTER CENTERS FEASIBLE
FROM TECHNICAL anp FINANCIAL PERSPECTIVE

(3) OPERATIONAL COSTS APPROXIMATELY
15% oF REVENUE

AMRIGON
NOVEMBER, 1982,



WEMORAND U CONFIDENTIAL

DATE: December 10, 1982
LK Distribution
FROM: Gary Moskovitz

SUBJECT:  MEETING WITH CVC/GAMELINE PERSONNEL

The following personnel from Control Video Corporation visited Mattel on
December 7th:

William F. von Meister - President
John. A Kerr - Senior Vice President, Marketing

Mattel representatives included:

Peter Pirner

Stav Prodromou
Richard Chang
Gary Moskovitz

CVC had contacted Mattel (see attached correspondence) regarding their "Game-
Line" service and any possible Mattel interest in adding our M Network software
to the "Game-Line" Library. Present Game-Line service will be for Atari VCS
game units.

Attached to this memo are the following materials relevant to the discussions
that followed:

10/22 letter to Josh Denham from John Kerr

11/18 letter to Josh Denham from John Kerr

Game-Line Brochure

CVC-proposed Agreement Form for formalization of supplier
relationship

* CVC Question/Answer brochure for organizations interested
in becoming CVC "Network Affiliates"”

Meeting Highlights

I. Background

®* The CVC/Game-Line organization has been financed by Citi Corp,
Imagic, Hambrecht and Quist, Kleiner, Perkins, Caulfield &
Byers and Sears.
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Initial capitalization was $450,000 and $5 million

additional 1is required until positive cash flow occurs.

Present agreements with software suppliers include:

Imagic
Data Age

Activision and Atari both declined in the past but
supposedly are re-opening discussions
The basic operation of "Game-Line is as follows:

Hardware

Consumer purchases $49.95 "Command Module"
from retail

Consumer calls 800 number and registers on
phone at $10.00 registration fee

®* This entitles consumer to receive:

* Master Catalog

* Starter Kit of current game instructions

* 1 year subscription to "Game-Liner"
Magazine

Consumer then pays $1.00 per session per game
selection. Each session to last about 30
minutes for the average player.

®* A "fast" game, like Activision's "Dragster"
might be 80 plays for the $1.00 session.

* A "slow" game, like "Chess" might give 2
plays for the $1.00 session.

Consumer will also be able to choose to compete in
weekly and monthly contests for an additional fee,

but with a variety of awards available.
Consumer selection is done via a series of menu

screens on the television. Alpha-numeric informa-
tion on the screen is selected via joystick movement
of a cursor and "fire" button selection of individual
elements (see the enclosed brochure and Question/

Answer Pamphlet for further details).

®* In Consumer's Home

L]
L ]
»

The $49.95 Command Module has the following features:

8K NMOS STATIC RAM

4K ROM (Control Program)

2K CMOS RAM/with battery back-up (contains
owner/player profiles)

32 bytes of EPROM (contains unit serial number)
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Information stored in RAM memory includes:

downloaded game

player's best score per session

player's credit card number

player's identification number

player's credit limit

player's name

player's age

® Built-in 900-1800 baud modem, utilizing packet switching in
a half duplex iso-synchronous mode. Eight bit characters are
utilized with 210 characters/second capacity. A normal 4K game
cartridge would then require 20 seconds to download, ranging to
40 seconds for a "bad 1ine". The modem utilizes the AMD 7910 modem
1€ chip.

* Auto-dialer, operating for touch-tone or rotary dial telephones.

®* CVC estimated their cost for the production of the "Command Module" to be $27.00.

®* "Head End/Network"

* A master computer, headquartered in McClean, Virginia will
administer the system, utilizing both a national INWATS (800)
Service and a number of Tlocal "Network Affiliate's", operating
multiplexors. This main computer is a Stratos unit, utilizing
4 hard disc units, with full redundancy and power loss protection.

®* The CVC Network affiliates will have a multiplexor (computer/
PABX combination) tailored to its local calling area, with
communications back to the central computer in Virginia.

ITI. Schedule

¢ CVC is currently demonstrating a breadboard Command Module interfaced
to an Apple Computer.

®* Plans call for a first production run of 10,000 Command Module units
commencing in April, 1983. 1Initial marketing will be via direct
response using Electronic Games magazine. Game-Line will supposedly
be featured on the June "Summer CES" issues of Electronic Games
Magazine.

® CVC has not committed the production to any vendor as yet.

®* July is scheduled to begin quantity deliveries at 15,000 units per
month, ramping up to 50,000 units per month. CVC targets to have
600,000 units in their pipeline (installed/at retail/in storage) by
early to mid 1984.

®* CVC is using a suite at the Tropicana, during WCES, in an attempt to
sign up 200-300 distributors.

* Supposedly Sears, an investor in CVC, will not only sell the Command
Module at retail, but will also allow CVC 800-line operators to take
credit card applications for a Sears charge card, while consumers
sign up for Game-Line.
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IV. Financial/Marketing Elements

®* CvC is targeting a 20% penetration into the installed base of
Atari VCS units within 3 years. They believe they will penetrate
on a straight line basis of 61%/year.

® CVC believes each Game-Line user will play 5-6 times per month.
®* CVC has established the following revenue distribution criteria:

®* To the Games Software Supplier:

15% of adjusted gross revenues from game sessions
involving the suppliers games (adjusted for credits
due to defective/incomplete transmissions, contest
entry fees and uncollectibles). Mr. Kerr and

Mr. von Meister stated that additional elements were
negotiable with each Games Supplier such as:
featured position in contests, covers on Game Liner
Magazine, mailing lists, bill stuffer placement,
research information (usage; demographics, e, )

® To the Network Affiliate:

1) $0.10 for every game selection made by related
subscriber; 2) New Subscriber Bonus for each new
Command Module registered in the related territory;
3) payment for future CVC service (non-Game Line)

at $.10 for first minute and $.05 for each additional
minute (or fraction).

®* To the Retailer:

$0.025 for every game selection made on every related
Command Module sold.

Summary

The preceding highlights the discussion items of the meeting. There was
additional discussion concerning CVC/Game-Line's plans for an Intellivision
Command Module and they expressed willingness to work with Mattel in some
different arrangement.

The meeting ended with two action items:
1) Mr. Kerr/Mr. von Meister would call Gary Moskovitz on
December 16/17 to receive a status report on Mattel's
thoughts to our adding M Network to Game-Line.

2) Mattel requested an on-premises demonstration and the
CVC personnel agreed to coordinate.
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After this meeting, several internal Mattel meetings were held to review the
Game-Line information in light of Raindrop and information highlighted by
Amrigon.

Concerns raised are as follows:

1) Legal constraints of CVC agreement - William Catron to
review;

2) Reality of traffic loads on local multiplexor of Game-
Line proposal versus traffic loads cited in Amrigon
analysis;

3) Reality of local network affiliation method of Game-Line
providing sufficient service versus Mattel owned/operated
local centers.

These and other issues will be highlighted in the upcoming Raindrop Business
Analysis.

G oo

GSM:pg
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Creators of GamelLine™

*2- q"%}f CONTROL VIDEO CORPORATION

October 22, 1982

Mr. Jocshua W. Denham
President, MATTEL Electronics
5150 Rosecrans Ave.
Hawthome, CA 90250

Dear Mr, Denham:

Contral Video Carporation has developed an exciting new
technalogy to deliver a variety of games, videotext and other
software directly to Atari VCS systems via the telephone....the
system uses a RAM cartridge, complgrﬁ with high-speed modem and
autodialer, (the COMMAND MODULE™ ") which plugs into the VCS and
connects to the telephone via a modular jack. It will retail far

$39.95 plus a one-time registration fee of $10.00.

Owr first service is GAME—L]NETM, a computer based library of
Atari compatible games available on a "pay-per-play" basis.
GAME-LINE will feature real-time computer managed local, regional and
national contests with prizes ranging from patches and T-shirts to
full callege schalarships.

We have completed our initial financing with Citicorp Venture
Capital, Hambrecht & Quist, IWIC, and Kleiner, Perkins, Caulfield &
Byerss, A COMMAND MODULE prototype has been completed and
production prototypes will be operational befare year-end. Initial
production deliveries are scheduled for April of next year.

We believe the GAME-LINE system offers a number of valuahle
oppartunities for you as a developer,/manufacturer of VCS compatible
software, and we would like to arrange an appointment to present ocur

system and these exciting oppartunities for your consideration. Bill
von Meister, the founder and president of GAME-LINE, and I will be in
Califarnia the week of November 1 through 4. ITl call you next week

to see if we can set a date to get together.

Sincerely yours,

& ! 4
"_J/V"""""—\\l’\ LN
John A. Kerr
Senior Vice President
Marketing

JAK /hs

1500 Planning Research Drive € MclLean, Virginia 22102 C (703) 448-8700
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Creators of Gameline™

November 8, 1982

Mr. Joshua W. Denham
President

Mattel Electronics
5150 Rosecrans Avenue
Hawthorne, CA 90266

Dear Mr. Denham:

Recently I wrote to you about GameLine our new system for,delivering a variety of
games, videotex, and other software directly to Atari VCS systems via the phone.
I was unable to reach you to schedule an appointment to discuss Gameline on our
recent trip to the West Coast but I wanted you to have the enclosed brochure for

further information.

Everything is proceeding on or ahead of schedule. 1In addition to IMAGIC, we have
reached preliminary agreements with Sears and Data Age to participate in Gameline.
We definitely would like to have you join us.

To that end, I'll be calling you shortly to schedule an appointment on our next
trip West, presently scheduled for the beginning of December, to discuss the
many advantages Gameline offers you. 1If, in the interim, you will be in the
East, or require further information, please call me.

Sipcerely,

74

ohn A. Kerr
Vice President

JAK:b
Enclosure

1500 Planning Research Drive ¢ MclLean, Virginia 22102 ¢ (703) 448-8700






IT'S ARRIVED!

It answers:a powerful consumer: demand: in an explosive: market:
the-home:-video:game:-industry

By:- adding GamekLinesto your present: Atari® Video Computer. System™ or
Sears: Video~ Arcade", your TV screen comes alive- with"a vast selection of
top. selling: video. games! Play themr to your brain’s delight: They're all there
for-you:in-your own home!-

Imagine ! |
* Using- a: GameLine: Command Module’™ to play any number of
games: in:the: Gameline:library !

Competig with- GameLiners everywhere. (GameLining). to find out
how:good‘ youreally-are

1@- Selectlng the game yo.i plan to conquer next!

F | Winning: super: prizes:as: you:prove yourself against: nationally rated
% players!

‘. E3ecoming a master:at a game just appearing on the market!

.ﬁ_ And even communicating:with fellow:GameLiners and game creators

through GameL.ine’s exclusive electronic mail system— ‘MailLine!™”

GamelLine: thrusts: you. through the-barriers of arcades and cartridges, out
into a new world of choice. elite competition: and fingertip control.

J The hottest technology is here for the hottest market!

We know: you're good; but GameLine makes you better!

e dilbng, i

The most creative application of today’s entertainment technology.




'Here’s How You Take Command

Get a GameLine. Command Module- at. your nearest video games dealer.

Following:the: simple; speedy hook-up-instructions; you link your tele-
phone:and Atari® VCS:" o= Sears. Video Arcade™ together: That brings in
GamelLine: Powerful. GameLine:computers are ready to energize your
system: Hit the: select switch' on* your terminal:

Your: television  screen says ‘ZAP! HERE!S GAMELINE!”

You're on

POW!: Here:comes a: line-up. of games for your review. and selection, all
controlled by-your GameLine:Command: Module: Make your choice and
just: hit'your: blaster button!

Now; you can really go.for it: up:to an hour's worth of play for a one-
dollar tab posted automatically. to your: credit card: All when you want, with-
out a cartridge; rightat home!

Your highest: score- can be: stored automatically.- by GameLine. Get your
local and regional:-rankings: instantaneously—even your national ranking—
with winningest players: awarded game: creditss spiffy prizes, and.invitations
to nationali play-offs!. Repeated demonstrations of superior play will earn T-
shirts; game-jackets; shoulder patches (so your friends will know) and the
respected:titie: GameLine:“VideoMaster ”.

If you want to practice up before entering- GameLine contests, you can
buy the cartridge: at:a discount from any participating GameLine dealer.
ANOTHER GAMELINE. EXCLUSIVE! :

Either way, it's super fun! Reach out and play someone!

Telephone:

Gameline
Computer

Game Terminal

0000000
0000000




Justifying all the Fun

Simply having fun is reason enough! But there’s even more:

Take the practically unlimited selection of GameLine:games; for exam-
ple: You can’'t’'get that kind-of variety at any arcade in town.
—And- Gamel.ine’s right in your home!-

Look- at: the practical-side too: GameLine offers valuable prizes. Try games
out on'GameLine: then buy the: cartridges. at your local- store: Become:- an expert!

And. there's the:competition: who hasn’'t wantedto take on the world
when the-action starts! GameLine electronically projects you into the world:
arcade of GamelLiners everywhere. There's always a challenger waiting to
be trounced!

Remember: while you're fighting your battles: you can earn such
premiums: as:game credits;. T-shirts; home computers, trips to GameLine’s
big-time play-offs; even a. college: scholarship!

And: finally, it's all kept.up to date by the- monthly GameLiner maga-
zine: pages: of action-packed previews. New- games; new champions, tips
on reaching:new GameL.ine highs!

ZAP! THAT’S IT!
THATS GAMELINE.

CONTROL.VIDEO. CORPORATION:

1500 Planning Research Drive, McLean, Virginia 22102

Atari, Atari VCS, and Atari Video' Computer System are all trademarks of Atari, Inc.
[ Video Arcade is a trademarkof Sears Roebuck & Company
GamelLine, MailLine, and Command Module are trademarks of Contro} Video Corporation.




AGREEMENT

Control Video Corporation (hereinafter) referred to as "CVC")} and
a Games Software Developer
(hereinatter referred to as "GSD™), for itself and its subsidiaries, have agreed
as follows:

1. GSD shall furnish CVC with a list of all video games presently or
in the future owned or controlled by GSD, as well as copies of the games themselves
in a machine readable medium with annotated listings, and an exclusive license,
excepting any system developed and operated by GSD, to distribute such games
electronically via telephone lines, cable television systems, low power television,
and similar electronic distribution systems, to subscribers worldwide for their
personal, non-commercial use. GSD will provide cvc with any available marketing/
promotion materials including camera ready artwork enabling CVC to promote GSD's
games in connection with the Gameline System. CVC may offer new game releases
via the GameLine System simultaneously with the release of the games to distributors,
wholesalers or retail stores. All other releases may be distributed by CVC via
GameLine at any time.

2. This Agreement shall continue in effect for five (5) years from the
commencement of the Gameline service and thereafter from year to year, unless
at any time after the initial five year period the parties agree to renegotiate
the Agreement, in good faith.

3.CvC shall have the right to make limited copies of each game provided
by GSD pursuant to this Agreement for CVC's internal use in putting the game on
the Gameline System only. CVC shall have the right to make moditications to each
game provided by GSD pursuant to this Agreement in order to put the game on the

%ﬁmeLine system. Any changes shall not etfect the presentation or playability of
e game.

4, CVC will transmit games over the Gameline network which a subscriber
must pay a per-session fee to play. cvc will pay to GSD a license fee equal to
15% of adjusted gross revenues derived from game sessions involving GSD's games.
A game session shall consist of a number of plays of a selected game, with GSD
providing estimates of the number of plays per session such that the average
player will receive about one half-hour's playing time. Adjusted gross reve-
nues shall mean total game session billings less credits allowed subscribers
for defective or incomplete transmissions and adjustments for contest entry
tees and uncollectable accounts

5. CVC reserves the sole right to set the prices at which it sells
game sessions to its customers, and to adjust such prices from time to time.
However, it is CVC's present intent to charge $1.00 per session sold.

6. GSD agrees to grant to CVC the reasonable and limited right to
provide "free" game sessions for promotional efforts. Such promotional
efforts may include "free" or "bonus" transmissions of game sessions selected
by CVC from among GSD's games for promotional and contest award purposes as
are in CVC's judgment necessary or desirable to attract new subscribers or
increase subscriber utilization of Gameline.

7. Once each month, CvC will report to GSD the total number of game
sessions played during the preceding month involving games supplied by GSD and
remit the sum due in accordance with paragraph 4. and 6. above. The reports
accompanying such payment will include, at a minimum, the number of sessions
played ot each of GSD's games accompanied by demographic data relative to those
game sessions.

8. The terms of this Agreement are confidential and neither CVC nor GSD
shall disclose such terms to any third party without the prior written consent of
the other.

9. GSD and CVC may enter into a more detailed agreement embodying the
terms and conditions hereot, and such additional provissions as the parties may
agree. Until such time this Agreement shall be binding on the parties

ACCEPTED AND AGREED ACCEPTED AND AGREED

CONTROL VIDEQ CORPORATION

B BY:

TITLE: TITLE:

DATE: DATE:

e —
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GameLme is the flrst service of CVC annmatmg through technology today the home
entertainment center of tomorrow.
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You will own and operate one or more CVC Multiplexors, as well as your own CVC
Control Terminal.
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It is an electronic device that combines a number of local telephone lines into one
long distance telephone line that is connected to GameLine host computers, thereby re-
ducing the cost per long distance call from as much as $.50 to as little as $.03 (average
$.10) per minute. In effect, by spending capital dollars for equipment, on-going (expense)
dollars are substantially reduced.

INWATS (800) service costs $ 18 to $.35 per minute, depending on the caller’s loca-
tion and the time of day the call is placed. CVC will, of course, use INWATS for appro-
priate applications such as customer service calls, and in our national back-up system to

provide uninterrupted service to your subscribers in the event of a CVC Multiplexor fail-
ure.
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Itis a communlcatlons device that allows you to send and receive messages to or
from CVC headquarters or to your subscribers.

CONTROL VIDEO CORPORATION
1500 Planning Research Drive € Mclean, Virginia 22102 & (703) 448-8700




You need no previous training or experience to own and operate a CVC Multiplexor.
Once the unit is installed and operating, it can be left unattended, except for repair calls.

CVC will be in constant contact with you via your CVC Control Terminal and our
- exclusive “MailLine™ "electronic message system. You will receive frequent status and
usage reports, as well as system failure notifications, and you will be able to make your
own on-line inquiries concerning revenues and sales trends, etc. CVC's professional te-
lecommunications staff will be at your disposal virtually 24 hours per day to assist you in
maximizing the return on your investment.
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CVC provides you with two days of free training (including travel and lodging ex-
penses) at our headquarters location in McLean, Virginia or at CVC’'s Regional Training
Centers. During that time, you will be taught how to operate your CVC Control Terminal
and how to communicate with CVC using “MailLine”. In addition, you will learn how to
diagnose and replace faulty CVC Multiplexor modules, guided remotely by our trouble
shooting professionals.

You make money in three ways:

1. You will receive $.10 for every game selection made by your subscribers, the
players in your telephone area.

2. You will be paid a New Subscriber Bonus for each GameLine Command Mod-
ule™ registered in your exclusive territory.

3. As future CVC services (such as news, sports scores and home banking) extend
the amount of time your subscribers use your CVC Multiplexor, you will continue
to receive $.10 for the first minute of usage, plus $.05 for each additional minute
or fraction thereof on all calls made through your equipment.

& M
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GameLine makes money by charging subscribers for the right to try out new video
games before purchasing them in cartridge form, as well as for the opportunity to test
their skills in local, state, and national contests (for prizes) against fellow Gameliners
down the street, across the country, or around the world.
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CVC will install and operate some multiplexors of its own, but we need CVC Net-
work Affiliates to secure the broadest possible market coverage in the shortest possible
time. In addition, by living and working within their territories, CVC Network Affiliates pro-
vide the ‘monitoring and feedback of local conditions that allow us to maximize market

potential in those localities.
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Subscribers are added when they purchase a GameLme Command Module in re-
sponse to advertising and retail promotion. Subscribers must also register the Command
Module via a toll free call to our customer service center. The Module is then automati-
cally programmed to dial your CVC Multiplexor. All billing is computed directly by CVC
and posted to subscribers’ credit cards: non-credit card subseribers will be required to
pay a modest deposit as well as a S5 minimum monthly fee.

Whatiinvestmi
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Your investment will be determined by the size of the CVC r\/ultlplexor requwed for
your exclusive territory. A modest amount of working capital will also be required to fund
local telephone line costs and network access charges until you achieve break-even
cash flow. Only applications for territories where the local calling area exceeds 100,000
homes will be considered.

For example, a territory of 200,000 homes would require a single CVC Multiplexor
with 12 Ports. The costs are:

e $5,500 per Port (in four Port increments) $66,000/0one time charge
o $45 per Port for Network Access Equipment rental 540/month
e Approximately $25 per month for each

local telephone line (4 lines (@ $25) 100 month
e Space rental, insurance and applicable taxes. 250/month

No. You purchase the required amount of CVC Multlplexor equipment and rent the
Network Access equipment, but you need only pay for four local lines from the time that
there are at least 500 GameLine Command Modules * registered in your area . . . until
your call volume grows to where additional lines are required. Gameline will inform you
of such requirements on a monthly basis or you may examine your usage statistics at
any time using your CVC Control Terminal.

L)
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All of these numbers are determined by a process called “Telecommunication Traffic
Engineering” (TTE) that is also used by every local telephone company and AT&T Long
Lines. TTE takes into consideration the percentage of the total day's traffic that occurs in
the busiest hour, the average length of each all (call holding time), the size of each
group of lines available to accept calls, and the probability of the subscriber getting a

. busy signal when calling Gameline. CVC's TTE is based on reaching 4% of the house-
holds in your territory within three years, and on the assumption that the average house-

" hold will call Gameline five times each month with each call averaging 60 seconds in
duration. All TTE factors will be periodically reviewed by CVC's staff of professional
traffic engineers. Written reports and recommendations will be provided to you.
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If GamelLine’'s penetration of your territory exceeds 4%, and/or if the average num-
ber of calls per household exceeds 5 per month, you will be required to add additional
Ports.

v
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and depreciation expense associated with that ownership in preparing your Federal and
State Income Tax returns. Your accountant will be able to advise you how best to apply
your ITC and depreciation privileges.

You will be required to provide up to 100 square feet (10’ x 10°) of temperature
and humidity controlled (air conditioned) space for your CVC Multiplexor. This space
must be located so as to serve your local calling area properly and must have access to
telephone facilities sufficient to handle the call volume projected for your subscriber pop-
ulation. The location must be approved by CVC's Field Engineering department and, due
to the number of telephone lines reqguired, should probably be in the basement or utility

-=Section of a commercial office building.

Total multiplexor system failures are extremely rare, and power outages of up to one
hour are accommodated by the Uninterruptible Power System (UPS) provided with your
unit. Single line module or modem failures are automatically detected by CVC's Network



Control Center (NCC). and the affected telephone line is made to “look busy™ so that
incoming calls automatically skip over to the next available line. The NCC will be staffed
24 hours a day and will notify you of the failure virtually as it occurs. Ninety percent of
such failures can be cured by replacing the faulty module from the “spares kit" furnished
with your CVC Multiplexor, under the. guidance of our NCC engineers. The NCC's re-
mote diagnostic capability will often be able to diagnose a fault even before it results in a
service interruption.
Finally, should a total failure actually occur, our planned f'eld engineelring support

. group will normally be able to help you correct the problem within less than eight hours.
(Surprisingly perhaps, your subscribers will remain virtually unaffected; their GameLine

- Command Modules will be automatically switched to dial our back-up INWATS network
until your CVC Multiplexor is back on-line.)
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Other than a modest complement of spare parts (the Spares Kit) provided with your
CVC Multiplexor, no other inventory is required.

It will normally take approximately 90-120 days from execution of a Network Affiliate
Agreement with CVC until your CVC Multiplexor is installed and operating. However,
during this time CVC will immediately begin to build your subscriber base using our IN-
WATS network.
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CVC currently knows of no similar (i.e., telephone based) service in any stage of
development, and considers its GamelLine Command Module technology to be protect-
able under U.S. Patent Law. There are, however, at least two cable television based
services that offer games on a monthly subscription basis (Mattel Electronics’ PLAYCA-
BLE and the GAMES NETWORK from International Cablecasting of Salt Lake City.) Be-
cause of the lack of two-way cable facilities, these services are unable to hold and score
contests, a major attraction of Gameline, or to offer games on a “pay-per-play” basis.

Supply us with a description of your local calling area (available from the introduc-
tory pages of your local telephone directory). Unless prohibited by your state law, we will
prepare “high-medium-low" revenue projections and a return-on-investment analysis of
your proposed territory. Should these projected results meet with your investment objec-
tives, we will arrange a mutually convenient appointment to hold further discussions.



Technology The exploswe growth of the wdeo game mdustry wnll result in 1982
sales of nearly $10 billion; $7 billion in arcade revenues and $3 billion in home game
playing equipment, of which the Atari® and Sears Video Arcade™ share is nearly 80%.
GamelL ine is designed to distribute games and information to the huge installed base of
Atari® Video Computer Systems™ and Sears Video Arcades™ (game terminals).

The Gameline system consists of powerful host computers, a toll free communica-
tions network, and the Gameline Command Module which plugs into the subscriber’s
game terminal and telephone. The Command Module, consisting of a modem, digital in-
terface and memory bank, will retail for less than $50.

Using the Gameline system is extremely simple: the subscriber plugs the Command
Module into the game terminal and the connecting cable into a modular jack on the tele-
phone. Through your Multiplexor’s telephone line(s), dialed automatically, the television
screen displays a complete line-up of games for selection from the huge Gameline li-
brary. The subscriber now has the ability to select any game desired, simply by using
the “joystick” connected to the game terminal. Since the host computer has already
identified the subscriber by “reading” the serial number in the Command Module, a
charge (say, 10 plays for $1) is automatically posted to the credit card of that subscriber.
After the final play, the television screen thanks the user and, in the spirit of positive
market relations, directs him to the nearest video dealer sé ling that particular game car-
tridge.

During play, the GameLine Command Module stores the name of the game selected
and identifies the user and his or her highest score achieved! Each week the highest
score entered can earn such premiums as game credits, T-shirts, home computers, trips
to Gameline's big-time play-offs, even college scholarships! THAT'S thorough, stream-
lined, practical technology!

Beyond GameLine, the potential of CVC is staggering. In the near future, a long list
of activities will be directed from the home. Not only will we continue to play video
games, but we will make bank deposits, pay our bills, even send and receive mail—all
through the TV.

The developer of CVC technology and the founder of this corporation is William F.
von Meister; repeated technological success is woven throughout his corporate leader-
ship background, chiefly with TDX Systems, Western Union Electronic Mail, and THE
SOURCE.

Promotion. A revolutionary product is not enough. It must be marketed creatively to
gain exceptional public awareness. CVC has retained TYL Associates Public Relations &
Advertising of McLean, Virginia, specialists in the promotion of technological projects, to
promote Gameline. This campaign will bolster your revenues as the sales of Command
Modules dramatically expand Gamelining in your calling area.

REACH CGUT ARID PLAY SCIMEORIE !

Atan. Atari VCS. and Atan Video Computer System are all trademarks of Atarn. Inc.
Video Arcade is a trademark of Sears Roebuck & Co.
frmeline Mailline, and Command Module are trademarks of Control Video Corporation
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