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  Foreword

  Championships aren’t won on SportsCenter.

  They’re not won by a single player, a single game or even in a single season. Championships are won through years of experience, hard-work, planning, scouting, recruiting, practice, analysis, financial investment, persistence and determination.

  Like successful sports teams, successful businesses and products don’t happen overnight. Nor are they the result of one, or even a small number of peoples’ ideas, work, leadership or creativity. We all know this in our hearts, so why are we so quick to eulogize (or vilify) the heroes manufactured by the media?

  Here’s why.

  Most of what goes into winning a championship, or birthing a new business or creating an innovative product is boring. It lacks the drama, the conflict and the heroics that sells papers, magazines and clicks. The media craves dramatic characters, soundbites and a good ol’ fashioned bar fight.

  Stories that don’t fit a marketable narrative structure, find the trashcan quickly. This leaves fans, followers and fanatics little insight to how these businesses or products came to be, how they navigate the critical challenges or the breadth of the team behind them.

  Just 19 months and 1 day elapsed between the day the Xbox project was approved and it was on store shelves across the U.S. By any standard, it was a massive accomplishment – birthing 3 new billion dollar businesses for Microsoft and challenging entrenched rivals.

  Xbox wasn’t simply one of the fastest-to-shelf “version 1” products in Microsoft’s history, it remains the fastest business to reach a billion dollars in sales. The iPod, considered the most successful consumer electronics product of all time, launched just one month before of the original Xbox, but would take 4 years before it overtook our installed base.

  Halo, a game that the media universally criticized at its first E3 appearance would defy critics to become a $5 billion dollar franchise. Bungie’s first 3 installments would rack up nearly 250,000 years of gameplay and over 20 billion battles on Xbox Live.

  Xbox Live connected millions of gamers together across the globe, birthing a third billion dollar business – and it even won an Emmy. It would take Nintendo and Sony over a decade to catch up with the work that the Xbox team did to lead the industry towards a connected future and to make online gaming a seamless experience.

  These successes weren’t accidental. The team, while enormously talented, incredibly committed and ruthlessly focused started with a detailed plan and a stacked deck.

  As a kid growing up on videogames, I read everything that I could get my hands on. Unlike my friends, my childhood hero was not Neil Armstrong, but Nolan Bushnell. There were a few books written, but in truth, the category had yet to be taken very seriously by anyone. On top of this, Japan was the “Hollywood” of the industry. The history of videogames, for a 12 year old fanboy without Internet was sparse.

  Most of what eventually did get written about the early days were written well after the fact and starred only a few very public players.

  These first generation consoles were designed by dozens of engineers and games were created by 2-5 people. By the time Xbox would be delivered in 2001, over 10,000 people from more than 50 companies were involved in getting the console and launch titles to shelf.

  Be assured that this origin story does not fit neatly into 140 characters.

  When we started the Xbox project in 1999, I proposed the idea of having a writer on staff to memorialize our journey. Having been involved in several early Internet efforts at Microsoft, I knew that it would be near-impossible to reconstruct the quest after the fact.

  My peers rejected the idea, arguing that it may compromise our strategy, could distract the team or was rooted in egotistical motive. Knowing there would be more important battles to win with this new team, I moved past the decision. As a result, we allowed much of the history to evaporate.

  15 years later, Rusel approached me with the idea of his new book. As a longtime historian of gaming, I knew that his interest and intentions were sincere, so I took the call. He expressed that the few attempts to capture the story behind Xbox came up short.

  He told me that he wanted to tell the story from the beginning, where the taproot of the narrative was DirectX. The fan in him experienced the evolution from Flight Simulator to Halo and the historian knew that there was much more to the story.

  After leaving Microsoft, I had declined all requests from journalists. To me, the media as a necessary evil and something I never enjoyed. It was especially difficult working with media and seeing our success, or failure be credited repeatedly to a very small number of people.

  As the proverb goes, “After the game, the king and the pawn go back into the same box.” To me, nothing rings more true.

  The team is the heart and soul of any product, brand or business. And somehow, our team always managed to get marginalized by the press. Add memory bias and PR spin into the mix and the story that shoots out the other end is about as honest as a Hostess Twinkie.

  So, I made a deal with Rusel. I told him I would participate exclusively under the condition that he invite a couple dozen (unknown to media) team members to participate in the book. I urged him to gather diverse perspectives, and give others the chance to share their stories too.

  And, after 3 years, here it is. Two massive volumes with stories, insights and details from nearly 100 contributors that helped create the Xbox.

  An avid reader, I can’t recall ever reading a book quite like this before.

  I was definitely too close to the topic fully enjoy it as a new reader. As I fact checked the first draft, something frustrated me about the book. After the first 200 pages or so, I found that frustration transforming into something that I really came to enjoy and appreciate.

  You see, the story of Xbox doesn’t all fit together in a neat, tidy package. It’s not a typical 3 act narrative or 12 stage hero’s journey. It’s rough. Messy. It’s littered with unresolved conflicts and contradictory statements. And, it provides stage to some strong opinions and selective memories without judgement or rebuttal.

  That grit is a real part of any team or quest. There is internal strife, frustrations and heartache that contributes to the creative process. There are perspectives that don’t align (and may never). There are opinions and players which veer off of the gravitas of the effort and misfits that try to sabotage others’ efforts. Most writers and editors will painstakingly filter these elements out of the story, transforming “reality” into a “good read”.

  Thank you Rusel, not just for hunting patiently for these details and grit, but for having the courage, decency and respect for leaving these messy details in.

  For each of the many personalities and players exposed in this book, there were dozens of others not named. When I said we started with a stacked deck, I was also referring to a lot of players and roles barely even mentioned here - there would be no Xbox without these key contributors as well.

  First, we must thank Bill, Steve and Paul for creating a company and a culture that celebrated risk-taking, was unafraid to reinvent itself, dove fearlessly into new categories and hired world-class talent. The chance that they took on this newly formed team might have happened on February 14th, but the spirit that enabled that decision was decades in the making.

  While DirectX and Microsoft Games Studios may have paved many of the direct roads leading to the launch of Xbox, we must also acknowledge the creative minds across Systems, Research, Services, Hardware and Applications that contributed code, patents, ideas and key talent to bring Xbox to life. We also must celebrate the oft overlooked supporting cast of Legal, Finance, Operations, Manufacturing, HR, Administration and Sales. Unlike a true “startup,” this fledgling product team was able to rely on decades of experience, knowledge and insight from these rock-solid organizations who were nimble enough to match our cadence.

  Finally, our partners. While we designed Xbox, the software and the services, Flextronics and Foxconn manufactured it. The core processing was powered by chips by Intel and Nvidia. Microsoft promoted it, but Best Buy, GameStop, EB, Target and WalMart actually sold it. Of course there were dozens more companies that lended their expertise to our plan as well.

  Most importantly to our success was the game creators. People don’t buy a console because of what it can do, they buy it for the games it plays. Thousands of amazing game creators brought their visions, stories, puzzles, characters and challenges to life on Xbox. We just gave them the canvas. Backing these creative teams were dozens of publishers that took huge financial risks not just on these creators but also our first-generation platform.

  It was an honor to be part of the amazing Xbox family and to be invited to share some of my memories about the journey we all shared for this book. It was fun to be reminded of some of these great times, tough mistakes and unforgettable personalities.

  Never once did I feel that what we were doing was perfect, but I always believed it was magic. It was the passion of the many incredible people in these pages that made Xbox magic. Thank you all.

  J Allard

  (HiroProtagonist)


  About This Book

  This book began when I was updating my game history book High Score Expanded. I called Ed Fries, former head of Microsoft’s game division and asked him about the real story of Xbox. That’s where it began. Ed steered me to Otto Berkes and Ted Hase. I followed the trail, which led to a years-long effort and a two-volume story based in large part on interviews with 93 people, all of whom had played a role in the long road to Xbox and the promotion, approval, and ultimate launch of Xbox and Xbox Live. This is the Xbox part of the story. Volume 2 contains the prehistory, or as I like to call it, “The Prequel.”

  Just So

  When I was young, I remember reading Rudyard Kipling’s Just So Stories. Like How the Camel Got His Hump, How the Leopard Got His Spots, How the Elephant Got His Trunk. You might think of this book as How Microsoft Got Its Console.

  In a very real sense, I’m beginning this book at a crucial moment of an ongoing story. I chronicle the long road taken to this point in Game of X v.2: Prequel, which is full of stories about people and events, technology and company culture, accidental successes and colossal failures. It’s a look at the DOS and early Windows era as seen by the 40-plus people I interviewed for that book alone. And in the end, that road leads to this moment, a moment of relative calm and quiet at Microsoft. It comes after the initial furor over the Department of Justice anti-trust actions and after years of controversy over graphics standards has blown into a war of words and recriminations. It comes after the departure of one of the most outrageous, polarizing, controversial, and effective figures in Microsoft’s history. When Alex St. John was finally fired, his talent for disruption left with him. But a little of it remained, and as we’ll see, not everyone was willing to go back to “normal” at Microsoft. There was more disruption to come, and it started with a couple of guys talking in the hallway.


  Acknowledgments

  Game of X v.1 could not have happened if it hadn’t been for the many people whose stories and insights and sharing of materials made this book possible. For this volume, I want thank the following people:

  

  Otto Berkes

  Ted Hase

  Seamus Blackley

  Kevin Bachus

  Nat Brown

  Mike Calligaro

  Lit Wong*

  Alex St. John

  Jason Robar

  Jay Torborg

  Jon Grande

  Robbie Bach

  Rick Th ompson

  Ed Fries

  Brad Silverberg

  Bob McBreen

  J Allard

  Cam Ferroni

  Colin McCartney

  Drew Angeloff

  Rob Wyatt

  Don Coyner

  Jon Th omason

  Bernie Stolar

  Chris Phillips

  Stuart Moulder

  Mike Abrash

  Boyd Multerer

  Dave McCoy

  George T. Haber

  John O’Rourke

  Todd Holmdahl

  Pete Isensee

  Chanel Summers

  Mikey Wetzel

  Lorne Lanning

  Sherry McKenna

  Jonathan Sposato

  Alex Seropian

  Marty O’Donnell*

  Peter Tampte

  Brett Schnepf

  Jordan Weisman

  Beth Featherstone

  Andrew Walker

  Jennifer Booth

  Sandy Duncan

  Jeff Henshaw

  Dinarte Morais

  

  * Quoted or supplied support, but not interviewed.

  Prologue - The Boardroom

  They gathered in Bill’s boardroom. The meeting was, in some ways, nothing remarkable—just another high-level decision-making discussion aimed at resolving issues in the Company. However, two things made this a particularly memorable meeting. First, it occurred on Valentine’s Day. Second, and far more significantly, the single issue on the agenda was a highly risky, multi-billion dollar decision. If that decision went one way, then a year of time, resources, and dreams would have been wasted. If it went the other way, it would usher in a radical course change for the Company.

  The Boardroom was not opulent, nor was it especially large. In fact, it was a singularly unprepossessing room for one of the richest and most powerful men in the world. The room was largely dominated by a rectangular table that could seat perhaps ten to twelve people. There was a large display screen at one end of the room, which could be enclosed in a cabinet when not in use. There were two doors along one wall, one at each end of the room, and two windows between them that looked into the bare walls of the main hallway. The windows sported drapes that could be closed as needed. The two other walls were bare. There was room for a few overflow chairs along the back wall.

  Bill was late. The others were all there—a combination of brilliant visionaries and pragmatists, leaders all. Among the executive team members were Paul Maritz, Rick Belluzzo, Craig Mundie, Rick Rashid, Robbie Bach, Ed Fries, Rick Thompson, J Allard, and Steve Ballmer.

  Bill Gates walked into the room at ten minutes past 4.

  “This is a fucking insult to everything I’ve done at this company,” he said loudly and angrily, slamming the printed slide deck onto the table.

  And so began the so-called Valentine’s Day Massacre at Microsoft. It was do or die, the moment of truth, the “go/no go” moment for Xbox. It didn’t start particularly well.


  Part I:

  Betting Billions


  ~1~

  Back to “Normal”

  In terms of games and graphic standards, Microsoft had recently gone through some heated and often acrimonious battles. The Developer Relations Group, particularly the trio of Alex St. John, Eric Engstrom, and Craig Eisler, had used every tactic available to them to push through the game enabling technology, DirectX. They had also fought battles over browser technology and competing graphics standards, which once again would be critical to games. They did this, in large part, to counter Apple’s dominance in multimedia, and to prevent Microsoft’s competitors from ultimately dominating living rooms all around the country. It was in some sense coincidental that games became their focus, but the work they did to support game development on Windows, especially after the launch of Windows 95, would have profound impact on the future of the PC game industry. and it would have a profound impact on the subject of this volume—Xbox.

  In the aftermath of the Talisman/OpenGL vs. DirectX battles, and with Alex St. John’s departure (all of which, and more, are chronicled in the companion volume to this book, Game of X v.2) life and work at Microsoft largely returned to normal. “Normal” meant that the biggest perceived threat to Windows was Sun Microsystems and Java, and, although DirectX had prevailed and the games division was growing, video games and the rising success of PlayStation were mere blips appearing far in the periphery of Microsoft’s strategic radar.

  “Normal,” however, was not for everyone. There were people who sought something that would kindle their passion, and some of those people found their passion and purpose in the area of games. And, as it had been with DirectX, the path forward involved competing visions and a good bit of trench warfare. How it all came about depends on who you talk to. “Success has many fathers…” and over the years some books and a multitude of articles have been written, often claiming to identify one person or a very small group as the “creators of the Xbox,” but in reality, there were many creators who often get overlooked, and others who had ideas for consoles, but never acted upon them.

  My purpose in writing this book was always to tell the story from as many perspectives as I can, and the following narrative will sometimes present alternative points of view, based on how the people directly involved remember certain events that culminated in Microsoft’s multi-billion dollar bet.

  Moving Forward with Games

  
    [image: ]

    Ed Fries
  

  Ed Fries made his first forays into the game development in 1982 as a senior in high school. “I started working in BASIC but moved to assembly language when BASIC was too slow. I wrote a clone of the arcade game Space Wars and then a copy of Frogger that I called ‘Froggie’”. Froggie made its way through the bulletin boards and was noticed by a game company called ROMOX, who somehow tracked him down and made him a development deal. His first commercial game, Princess and Frog, came out just as he started college and was credited to “Eddy Fries.” Fries went on to create a Dig-Dug inspired game called Ant-Eater and another called Sea Chase, both of which came out on Atari 800 cartridges. His fourth game, Nitro, was never released because ROMOX (and a lot of other companies) went out of business in 1984.

  Fries soon found gainful, non-game-related employment at Microsoft, and started a career that had nothing at all to do with games for the most part (see Bogus Software (Game of X v.2, pg 20). Ten years later, a chance encounter with a colleague at the airport changed all that and had a huge effect on Fries’ future, and arguably on the future of his employer—Microsoft. That’s when he learned about an open managerial position in the games division. The game side of Microsoft had never been a high priority for Microsoft, but when Ed Fries was offered a chance to head a division of his own after 10 years working in the Office software division, it was that open position in games that he requested, firing off a letter to Patty Stoneseifer, the head of the Consumer division, to express his interest in the open position. “My decision upset some of the executives, who had different plans for me. I got hauled into the offices of a couple of vice-presidents, and they told me I was committing career suicide. They said, ‘Why would you want to leave Office, one the most important parts of the company, to go work on something nobody cares about?’”

  Fries had his reasons. He still retained his interest in games and the memories of being a game developer himself. That was one reason. But he also knew that in the game division he would be able to work without the intense scrutiny he would have to endure as the head of just about any other division. The thought of independence and creative freedom figured strongly into his decision, counterintuitive as it might have seemed to his superiors.

  Ironically, it was increased attention that Tony Garcia (see also Game of X v.2 Chapter 9) credits with his decision to move on, essentially creating the opening for Fries to take over. “We were able to be nimble, we moved quickly, we grew fast, and I think it’s harder to do that kind of thing when you are also part of bigger initiatives that may not have the same agility. You know, it’s much more fun to work with the people that you’ve assembled—that whole team feeling—that part is the best part. Especially when you see people succeed and go on to do their own thing. That’s all very rewarding. Beyond that, it’s all politics that I’m just not interested.”

  Garcia had gotten the ball rolling, and he had put together a great team, including Laura Fryer, Shane Kim, Bonnie Ross, Ed Ventura, John Kimmich, Shannon Loftis, and Jon Grande, all of whom continued to have long, successful careers at Microsoft and beyond. He had also tried to get some better titles done, working with proven developers like Larry Holland, who had designed games like Secret Weapons of the Luftwaffe for LucasArts, and with Jez San’s Argonaut Games, but their games didn’t pan out. Then Ed Ventura discovered Ensemble Studios and their game, Age of Empires, and brought them to the table with Microsoft. Before he left, Garcia worked out a deal, including ownership of the IP for Age of Empires, the game that finally put Microsoft on the map as a PC game company.

  In March 1996, Fries took over the Entertainment Business Unit (EBU), which later became Microsoft Game Studios. At the time there were about 75 employees and an equal number of contractors, and Garcia had already left. Fries never even met his predecessor. He moved into an empty office with no remaining sense of its history. “Tony was like a ghost I never met.” Fries completed the contract with Ensemble and eventually negotiated the acquisition of the company, but he says, “I often get too much credit for Age of Empires. That was Tony and Stuart Moulder who put the deal together, even though I did complete the contract.”

  Fries came into his new position with a genuine interest in games, what some people called a Jedi talent for listening and asking the right questions, and, honestly, he was a fan. When he spoke with game developers, they knew his interest was real. Moreover, Fries was a genuinely likeable guy, so no matter how much you wanted to hate Microsoft, you couldn’t feel that way about Ed. One of the first things Fries did was hit the road. “You know, I did what probably any gamer would do, which is, I went all over the world and met with all my heroes… game designers that I had the most respect for. I tried to put deals together with them, get them to work with us.”

  The ultimate acquisition of Ensemble Studios and the successful launch of Age of Empires gave Microsoft a clear PC gaming success. Fries also helped with the transition of Flight Simulator developers, the Bruce Artwick Organization (BAO), onto the Microsoft campus and acquired FASA, along with Jordan Weisman and FASA’s Mech Warrior, Shadowrun, and Crimson Skies franchises. In addition, Fries helped both Chris Roberts and Chris Taylor start up their new companies, Digital Anvil (1996) and Gas Powered Games (1998) respectively.

  Absorbing FASA

  Microsoft’s acquisition of FASA, and Jordan Weisman along with it, was announced on January 7, 1999.

  Weisman grew up in Chicago, and was severely dyslexic. He credits a second grade teacher for recognizing the problem at a time when it was not well understood, but even more, he credits Dungeons & Dragons directly, and also tangentially for inspiring him (or almost requiring him) to read the entire Lord of the Rings trilogy. “I had been given the tools to read because of the luck of having a good teacher, but it was almost physically painful. Not actually physically painful, but it sort of felt like it was physically painful, so you avoid it. Just naturally, you avoid it. And now all of a sudden there was something that I wanted, and there was no way around it except to read.”
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    Jordan Weisman
  

  At college, Weisman was able to “tour” a $50 million ridge simulator that sparked his imagination. So he dropped out of school and began experimenting. “I was positive that I could reproduce that $50 million mainframe simulator by networking together Apple II computers.” There weren’t any networks to work with in 1979, so he began trying to connect Apple II computers together serially from their motherboards, “which was a really good way to fry motherboards.” Fortunately, before too many motherboards had been crisped, he realized that he was on the wrong track with the Apple IIs, but that there was still a way to accomplish his goal of networked gaming. He refined his concept and approached investors, whose response he sums up as, “Let me get this straight. You’re a college dropout, never done anything, and you’re talking about network computers to create a virtual environment that people are going to buy tickets to… like they buy tickets to a movie to come play. So we think you’re just high.” So Weisman switched gears once again. “I thought if I started a pen and paper roleplaying company and I’d be rich overnight, and then use the funds from there to build the electronic thing I wanted to build.”

  That was the beginning of FASA in 1980, where Weisman designed long-running franchises like Battletech, Shadowrun and a pen and paper Star Trek game. Fast forward to 1987: Now Weisman and his team believed it was time to revisit the original concept of networked games, so they started ESP… Environmental Simulations Project. They sank a lot of money into the project, which ultimately cost four times more than anticipated. They had to create their own network and graphics cards. “Only really naïve people would have tried it,” says Weisman. However, by the end of 1988 they had created one of the first networked multiplayer immersive environments based on BattleTech, and in 1989 opened the first public BattleTech center (in Chicago) with two more in Japan in 1990 and 1991. Then, in 1992, the Disney family, led by Tim Disney, bought the majority interest in the company “and then together we built a chain of those around the world.”

  In 1996, Weisman and L. Ross Babcock founded FASA Interactive and Virtual World Entertainment as subsidiaries under the corporate entity Virtual World Entertainment Group. FASA Interactive published the PC game MechWarrior in 1998, and was subsequently purchased by Microsoft. Weisman and his whole team, at that point a part of Microsoft, moved from Chicago to Bellevue, Washington following the acquisition. Ed Fries is quoted in the press release: “‘The acquisition of FASA Interactive reflects our commitment to growing our business with a smaller portfolio of top-quality games,’ said Ed Fries, general manager of Microsoft’s games group. ‘The MechWarrior franchise is one of the best-selling series of PC games in history and is synonymous with groundbreaking technology and compelling gameplay. We’re excited to continue the growth of the BattleTech property as part of our portfolio.’”

  [[http://news.microsoft.com/1999/01/07/microsoft-acquires-fasa-interactive/]]

  No Mario for Bill

  According to Weisman, his move to Microsoft might have been very brief. “I think I’d been at Microsoft less than three months or so, and we were having our first Bill review up at Division. You sweat bullets about those. And so every team was working to present their product. So he walked down the line and he saw each of the games that were in development, and then we sat down and it was just Bill, Robbie Bach and Ed Fries and myself, and a couple questions. And then he asked, ‘Well, why don’t we have a Mario? Where’s our iconic character? Like a Mario Bros.’ And he looked at Robbie, and Robbie looked at Ed, and Ed looked at me. Okay! And I turned to Bill and I said, ‘You can’t have one.’ I thought that would be an engaging way to tell Bill that he couldn’t have something but it turned out to be way pretentious. And he said, ‘What do you mean I can’t have one?’ I said, ‘Because we’re a PC game company, right?’ And I explained the difference, at the time, between PC games and console games. Over the years this has totally changed, but at the time PC games were always world centric versus console games that were character centric. And so I just did a couple of minutes explaining that, and he thought about it, and then said, ‘Oh okay, that makes sense.’ I figured it could have been a very short career at Microsoft to start with the sentence ‘You can’t have that.’”

  FASA’s Rough Assimilation

  Weisman became the creative director for the games studio, and so was not specifically leading the FASA team during the transition. However, he was involved and acutely aware of the challenges they faced. The main issue was the wide disparity between the game studio culture and the traditional development culture at Microsoft. At the time, he says, “Microsoft Games had kind of been the place that you put old developers out to pasture. It was a reward for good years of service in other divisions that you got to go play with games. And it was primarily people who liked to play games rather than people who knew how or were dedicated to making games.” Ed Fries was changing this situation, but Weisman further observes, “like anything in a big company, it doesn’t change overnight.” One difference he notes was that, in contrast to the game developers at FASA, the Microsoft people “didn’t live and breathe to make games.”

  Another cultural shock was the argumentative nature of life at Microsoft, which Weisman explains. “Microsoft development culture was all about features. Different groups would go off and develop different features, and then the leaders of those groups would get together and argue. And I do mean argue. They’d have these long, drawn out battles, fighting for their features to be included in the product. You know, there’s a reason that Microsoft products feels like a grab bag full of features thrown together. Because that’s how they’re built.”

  Game culture is different according to Weisman. “They start with a singular vision and often a singular vision holder, who then works in successive layers to build teams around that vision. And of course that vision changes over time as people contribute to it, but it is all about contributing to a singular vision. There isn’t a ‘Well, let’s do a first person shooter. You go do the movement system. You do the story. You do the combat system.’ And then you don’t get together and argue… otherwise it’s like a Frankenstein assembly of parts. So, it’s a fundamentally different way of approaching product development. One very design focus centric and the other very feature centric. And it took years to get the culture to kind of learn that.”

  [image: ]

  Weisman doesn’t fault Microsoft or Fries for the problems they faced. For one, these kinds of acquisitions between very different cultures were inherently complex. Nobody had bad intentions, but there was a learning curve, and what Fries and Weisman learned from the FASA experience would come in handy later on when one of Microsoft’s biggest game company acquisitions of another Chicago studio was on the line.

  Reputation

  In addition to misconceptions about the diff erences between PC games and consoles, there was the problem of perception. Games and business software had vastly different identities. Th ey existed in diametrically opposed worlds, and the clash between them became evident soon after Ed Fries took over the EBU. While business products had acceptable, if unexciting names like Windows, Excel and Word, video games had names like Hellbender and Deadly Tide. At the time, the initial problems occurred with the games’ names, and less in the content. Fries says that the issue was about public perception and Microsoft’s reputation. “Th ey knew we were never going to make the kind of money that they were making, and so their biggest fear about the games business was that we would somehow bring shame on the rest of Microsoft or somehow piss people off .”

  In the case of Hellbender, people in the business units were concerned that having the word “hell” in the title would potentially offend people, even to the extent of having their products banned. “Will that make, say, the Catholic church ban all Microsoft products and be really expensive?”

  The case of Deadly Tide is even more whacked. Both Steve Ballmer and the company’s head of marketing, Bob Herbold, came from Procter & Gamble, whose best-selling product was the laundry detergent Tide. Herbold, who had come more recently to Microsoft, was especially concerned about combining “dead” or “deadly” with the word “Tide”. And so they brought these two issues to Bill Gates. It was a small meeting with Gates, Ballmer, Herbold and Fries with his marketing team. It started out with a demo of the two games. “We tried not to put all the focus on the games,” says Fries. “When we’re done, we look around and Steve and Bob Herbold in particular do not look happy, but the first person to pipe in was Bill, of course. And Bill basically says, ‘They look great. I love the names. I think it’s fantastic. You guys keep doing what you’re doing.’ And you can just see Steve and Bob Herbold bite their lip. They have to say basically nothing because Bill jumped in first and said it was all great. And that was the end of the meeting. But it gives you a sense of why, if somebody says we’re going to publish Quake in roughly that same time, that was never going to happen. That took years of working our way up through edgier and edgier content until we were in a position to do something like that.”

  While the game division steadily grew over time to nearly 500 people, the enterprise software divisions were still the primary focus of the company. However, while Fries was having success building up the public face of video games at Microsoft, people in diverse areas of the company were starting to talk about something new, something that everybody knew “could never happen here.” And yet it did.

  Trouble Comes Easy

  Before we continue our story, Fries offers an annectdote to illustrate how easy it is to make trouble, which he said happened all the time. “There’s actually something that happened years before. The very first version of Excel for Macintosh had a kind of copy protection built into it where it would write this hidden file onto the Mac that would check to make sure it’s there. And the guys who were working on it, were guys named Bill, Bob and Steve. They used their initials to make up the filename because they couldn’t think of anything better. And so the filename ended up being Bostbeval. So anyway, you could pronounce it as “boss be evil.” And so some preacher in Africa discovers this evil file—and it’s not even evil spelled like evil—but anyway, he discovers this evil file on his Mac. It’s a hidden file, and it says Bostbeval, and so, in his letter he writes that he’s discovered this hidden file, and then he renamed it from Bostbeval to “Bestbgood,” and then Excel wouldn’t work anymore. And so this was clearly the work of the devil, and he was telling all his parishioners not to support Microsoft products.”
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  “It Could Never Happen Here”

  “How does Xbox get started? There’s actually no one good answer to that question.”

  –Robbie Bach

  “I think it’s difficult to tell the story of something like Xbox because it involved so many different people, all of them have a small piece of it, all of them have their perspective. So it’s kind of a Rashomon-style thing to try to piece this sort of thing together.”

  –Kevin Bachus

  Microsoft’s business model is to take our fixed costs and turn them into annuity, not take somebody else’s fixed costs and turn them into an annuity for them.

  –attributed to Bill Gates from a speech he gave every year.

  According to Otto Berkes, who in the late 1990s was in charge of DirectX and OpenGL development at Microsoft, it all started with some hallway conversations he had with DirectX evangelist Ted Hase. Berkes and Hase were musing about the future and potential of DirectX as a platform. “The conversations naturally led to looking at the console market… looking at it through the lens of business, technology and the developer ecosystem. You know, at that time, Sony was in its ascendancy. PlayStation was the hot new thing.” To be clear, these original discussions, radical as they were when compared with what was normal at Microsoft, didn’t focus on a Microsoft console so much as a hybrid approach that combined some of the strengths of a PC system and some of the attributes of the console market and technology… something similar to what Microsoft had tried with Dreamcast (see Game of X v2 Chapter 16). What happened next involved a steady evolution in people’s thinking, based on a variety of factors and events.

  Flashback to 1994, years before the conversation between Berkes and Hase, when Kevin Bachus was invited by Sony to a secret meeting. “A bunch of people brought us into a room and showed us the original PlayStation. I thought it was really cool, and I think a lot of people thought it was really cool that a company like Sony was getting into the game business. And after they were so successful, you find yourself wondering who else might build a console. And invariably Microsoft would come up in conversations, but very quickly everybody would say, ’Yeah, they’d be great, but it’ll never happen.’” Following a special Multimedia Retreat in 1997 (described in Game of X

  v.2, Ch. 24), Microsoft recruited both Seamus Blackley and Kevin Bachus. Blackley was hired as a program manager to work on a next-generation graphics project called Fahrenheit, which was a collaborative project between Microsoft and SGI, the original developers of OpenGL. By the time Blackley joined, the project was losing steam at Microsoft, and, as Otto Berkes puts it, “for a variety of reasons I felt that it wasn’t going to succeed internally or externally. And Seamus had plenty of extra bandwidth. He’s a smart guy, with lot of ideas.” Bachus became a group manager working under Ted Hase in the DRG, where he “spent a couple of frustrating years” working on promoting a logo program for DirectX and marketing programs for third-party games for Windows. Seeking more perspectives and help in developing their ideas, Berkes invited Blackley and Hase invited Bachus to join their ongoing—and unofficial—discussions. And now they were four.

  They began to meet in Building 4, one of the original Microsoft buildings that encircled a duck pond affectionately known as “Lake Bill.” Berkes also says, “Building 4 was attached to one of the cafeterias that happened to serve one of the better lunches on campus at the time. So I was always happy to go over and have a meeting, have a lunch.” As their ideas began to take shape, they started doing research and documentation to back up and refine their growing concept. “It was literally just the four of us—no sponsorship, completely off the books.”

  And Four Becomes Five

  Nat Brown’s title was Software Architect in the Windows division. In late 1998, his work consisted of going through crash logs and customer complaints and fixing application installation problems. To say that he was ready for something different would be an understatement. As he describes it, “Having to fix the registry and how applications install themselves… that’s a particularly bad level of hell.” Seeking something more interesting to do, Brown had entered some executive training courses, which involved “hanging out with other executives,” as well as trips to visit senior managers at partner companies like Dell, participation in long-term planning exercises, and having “sit-downs” with Bill Gates. Through these programs, he had gained a good deal of what turned out to be relevant insight into some of the company’s challenges and the attitudes of the partner companies.

  In November 1998, Brown’s search for something more exciting was about to be fulfilled, starting when he ran into Ted Hase in a hallway. Hase talked about the state of games and graphics at Microsoft, calling them “a clusterfuck”. Then he added, “There are some guys I want you to meet.”

  Brown remembers what occurred shortly after this ostensibly chance encounter: “They pinned me down in my office, all four of them in my very small office, and they wanted to talk about a plan they had.” What they told Brown was that the real problem was Windows 95 CD-ROM, a meaningless logo program, and the only one currently aimed at game developers. The CD-ROM certification for Windows simply meant that a computer system had a CD-ROM drive built in. Nothing more. “Game developers hate it,” they told him. “Graphic card developers hate it. And in the next couple of years, this hardware is going to go bananas. Soon we’re going to cross a threshold where we’re going to be at 30-60 frames per second of real 3D graphics of the kind that most people haven’t seen outside of academia.’”

  They got Brown’s attention with this information because his passion in college had been in computer graphics, whereas, since joining Microsoft, “the most exciting graphics we did was like putting bevels on 2D rulers to make them look a little more 3D and doing some vector-based sprites, which are truly horrific, for animating characters like Microsoft Bob.”

  Still, they hadn’t gotten to the point, and Brown asked them why they were so excited, which is when Hase pulled from his back pocket a well dog-eared copy of Made in Japan, the autobiography of Sony founder Akio Morita. He said, “Read this.”

  Reading Made in Japan helped Brown understand some of what Sony had done well, and even though some of their divisions were struggling at the time, the work ethic and design skills of the company were clear. One thing that stood out for Brown was their management of the supply chain. What this meant is that, like all consoles, it would lose money in the first year, but PlayStation would become cheaper to produce each year it was being manufactured. Brown noted that this was “a scary characteristic to have in a competitor if you were going to build a console.”

  Brown was inspired to learn more. He requested the past several years of technical/financial analysis of Sony from the legal and finance people and dug deeper into Sony’s finances, passing along what he was discovering to upper management. Gates already knew a lot about Sony, and had visited their offices often, as he did with other companies. What Brown uncovered from his research that Gates did not know was that the PlayStation division consisted of about 1200 employees out of a total of 250,000 worldwide, yet that tiny percentage of the workforce was contributing 60% of their corporate profits! By the beginning of 1999, Brown had become a regular attendee of this unofficial, unnamed group’s meetings, where he got a more complete sense of what was being proposed. Their thinking at that time centered on a logo program that set the bar higher each year, branding what a Windows gaming PC would be. It would specify what was required to display the logo, including: minimum standards for CPU, memory, hard drive capacity, input device control, and backward compatibility. At the time, there was no serious discussion of Microsoft getting into actually building any hardware. Their plan was to convince OEMs (Original Equipment Manufacturers) to create gaming machines with Microsoft’s certification—a meaningful certification that game developers and makers of 3rd party peripherals like graphics and sound cards would appreciate and support.

  As a company, Microsoft’s primary focus was still on their enterprise software—Windows in particular. Despite the fact that games were among the top activities of consumer Windows users, Microsoft’s philosophy up until that time was to stay out of hardware for the most part (other than mice and some peripherals) and just sell lucrative retail upgrades to Windows and their other software solutions. The logo program seemed the best approach to enhancing games for Windows at the time, but attitudes were about to evolve.

  Give It a Name

  In early 1999, soon after Brown joined the group, the idea of their project’s name came up. Blackley had been calling it Midway, which carried with it the context of a significant victory over the Japanese in World War II. As a codename it had validity, but the time had come to seek something that was a bit more Microsoft-y and less military.

  Brown remembers writing on the white board in his office. Because the original idea was to create a logo/compatibility program, something like “DirectX NN Compatible” or “Best with DirectX NN”, the whole idea was clearly derived from DirectX. Various versions were proposed and written on the board, after Brown had erased a diagram of a rocket engine left over from a previous job interview he had conducted. (“I had interviewed some candidate who debated rocket propulsion with me and tried to argue that rockets were not simply propelled by the opposing force of the ejection of the mass of their propellant: no-hire that guy, not for being wrong, but for being a stubborn dick and also wrong.”)

  Written on the board were several early ideas, such as DirectX-Box, DirectXXX-Box, XXX-Box.

  The XXX versions were Hase’s joke, as he correctly pointed out that both Sony and Nintendo were very closed to adult content, which he observed was a factor in the demise of Sony’s Betamax vs. VHS back in the videotape era. In the original vision, where outside PC vendors would produce the products, Hase reasoned, their XXX-Box would have the advantage of more open content.

  For months, alternate spellings of the name appeared in various reports and other writing, the most popular one being X-Box, but the one that the group itself adopted at the time was xBox with a cap on the “B.” According to Brown, “The initial secrecy and, later, the period of not wanting to send anything specific in email to prevent the Dolphin/WebTV* folks from getting their hands on it, meant we talked with a lot of folks internally and externally purely by phone and just said ‘xbox’. It got interpreted however they thought it was spelled.” Correct spelling hardly mattered, though. It was always intended to be a code name, never the actual product name, and everybody knew what they were talking about, regardless of spelling.

  * Dolphin/WebTV represented competitive technology and were soon to be rivals to the new xbox idea.
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  Other Microsoft Initiatives

  While the small proto-xBox team was exploring their concept of a game-centric logo program, other teams at Microsoft were exploring different technologies. This was business as usual.

  Fahrenheit

  At some point, SGI decided they needed to develop an Intel based workstation platform to compete with faster and faster PCs from companies like Dell and HP, and according to Jay Torborg, they formed a joint development project with Microsoft. The motivation for the collaboration was essentially two-fold. “The concept was to try to do a really high-level abstraction of 3D, to make it easier to do really powerful 3D applications without really understanding how all the 3D functionality worked. And the other big aspect of it was to try to mend fences with Silicon Graphics, mostly because of Direct3D being competition to OpenGL, and a lack of support for OpenGL in general. So this was a way of trying to mend fences with Silicon Graphics and get them to adopt the Windows platform and move forward with that in their low-end technical workstations.”

  Fahrenheit was intended to be a new high-level 3D application, “where getting the last bit of performance was less important than fast application development,” and was to be based on ongoing efforts already underway at SGI and Microsoft. However, Torborg expressed disappointment with the progress of the initiative. “I’m sure there were some people on the team who were really enthusiastic, but for the most part the engineers at Microsoft weren’t super enthusiastic about the idea. Certainly the direct managers were a little bit reluctant to be working on it. So it didn’t really ever get significant traction, and ultimately, in part because Silicon Graphics ran into so many problems, and the fact that there wasn’t really that much enthusiasm for it, either in the development group or from application developers—third-party developers—it ended up getting canceled.”

  Ty Graham only remembers Fahrenheit because he and Kevin Bachus had been given the task of running the concept out to the marketing teams and executives at various hardware companies, particularly those creating graphics cards. “We had to tell them why it’s ok. I can’t even remember what we came up with.”

  Typically, Alex St. John has a completely contrary view of Fahrenheit. Accurate or not, here’s what he has to say about it:

  “After the multimedia retreat, D3D had won. That “BLAM” email is the declaration of victory because the multimedia retreat (Game of X v.2 chapter 24) discredited the Talisman people and bought Craig and Eric time to entangle Internet Explorer with DirectX. That left the OpenGL team, which was a different kind of obstacle because they were really battling over control of the 3D graphic driver layer. Obviously Jay had them lobbying him constantly as well. Fahrenheit was the result of that twisted alliance.

  “Jay liked adopting Direct3D as the carrier for Talisman initially because it was not an open standard API, so he was free to mutate it to support Talisman. I don’t know how the discussion about Fahrenheit began, but clearly somewhere between the MSFT OGL team and SGI it was realized that Microsoft was going to go D3D if for no other reason than to foist Talisman off on the world if they didn’t take action, so they proposed to make a “Talismanified” version of OpenGL called Fahrenheit.

  “Jay was probably hedging his bets for Talisman by trying to get it injected into every 3D platform he could. It’s hard for me to imagine how SGI agreed to go along with the Fahrenheit idea unless some desperation and/or kibitzing between the SGI OGL team and MSFT OGL team was taking place. Recall that SGI announced that they were dumping IRIX in favor of Windows NT during that period. I don’t know exactly what happened there… I just know that Paul Maritz was closely involved with the SGI negotiations over all of that stuff.

  “They think it was an effort to merge D3D and OpenGL which it was definitely NOT, the only point of junction from Microsoft’s point of view was to inject Talisman into BOTH.”

  Torborg left Microsoft around that time, before the ultimate cancellation of Fahrenheit, whose main relevance to this story is the fact that initially Seamus Blackley was brought in to work on it.

  Pandora

  Pandora was an internal project to create a DVR capable dedicated version of Windows with a remote-controlled TV-style interface, no keyboard and no mouse. According to Jay Torborg, who worked on Pandora, “It had a full DVR. It had a cable interface for channel selection. It had the ability to play PC games. You could view your photo items. You could also browse the web, but that wasn’t the intended aspect of it. It was really more about things that you would normally do in the living room. It was about having Windows, and it was all about the UI.”

  Time and effort was dedicated to Pandora, but it never was released. In that distinction, it was not alone.

  WebTV

  Then there was WebTV, the ex-3DO team that was acquired by Microsoft in April 1997 for $425 million. Their goal was to create a set-top box for browsing the Internet from a TV in the living room. As Developer Relations Group member Jason Robar describes it, “it was supposed to be web for your grandma. A real simple box that’s going to let you browse on your TV.”

  Robar describes an experiment he and Alex St. John performed. “Alex got one of those WebTV boxes and he said, ‘Let’s try to browse your average website on your television.’ But the problem was that you would be sitting 10 feet from a 30 inch television. It was difficult to read, at best. “Televisions weren’t high definition, and it was kind of a chicken and the egg problem. Most websites wouldn’t author for that type of environment until there was an installed base, and there’s not an installed base because most websites can’t be read that way,” says Robar.

  But the WebTV team didn’t just go away. They began to view position themselves around games by including a proprietary 3D chip set. And eventually, they came head-to-head with the proto-xBox team. “There were all kinds of rival groups all trying to put a box of some kind with Microsoft operating system APIs in the consumer living room,” adds Robar.

  The Zone

  One of my personal points of career pride was having started the Zone and being a source of a bunch of the talent that went on to do great things and also led the charge in Microsoft’s thinking about online gaming.

  -Jon Grande

  Late in 1994, Jon Grande wrote a proposal in which he suggested a way to create a Microsoft game presence on the Internet. At the time, the Microsoft Network (MSN) was following AOL’s “walled garden” approach with its proprietary client model, but Grande and his colleagues thought that was the wrong approach. “We all were strong advocates of building games directly for the internet. Our Trojan horse approach to go after doing that was this wild idea I had where I basically wrote a proposal that went up the food chain. It wasn’t supposed to go to Gates originally. I think it was supposed to go to Bruce Jacobson, and it ended up that he forwarded it to Patty <Stoneseifer> and Patty forwarded it to Bill, and it came back down. So we essentially got head count to hire six people and a million dollars to help developers put their games up on MSN.”

  The Zone was a great incubator for talented people whose careers were on an upward trajectory. Laura Fryer, one of the first people hired, went on to help run the Advanced Technology Group with Seamus Blackley, and at the time of this writing is heading up Epic Games’ Seattle studios. Shannon Loftis stayed in the Microsoft Games Group for years and at the time of this writing is a general manager for one of the Xbox One groups. Michael Mott, a senior planner on the Zone, went on to become COO for Microsoft’s president Don Mattrick until he left. And the Zone itself had a lasting impact, according to Grande. “The Zone was the first effort at Microsoft that touched online gaming at all, and the Zone kind of split in half, and half of it became part of the nucleus of the early thinking of Xbox Live, and the other half of it went on to become MSN Games.”
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  The Executive Retreat: March 1999

  The 1999 version of Microsoft’s yearly executive offsite retreat provided a key moment in the history of Microsoft’s move toward a game console, but few people recognized its significance in the moment, and, although several people recall it still, their memories are expressed with slightly different inflections.

  According to Bachus, it was at the offsite that Rick Thompson introduced the question that had been nagging Bill Gates for some time: Why had Microsoft been unsuccessful at introducing products under $500, such as interactive television and mobile devices? Gates was concerned about how this problem affected the investments they had made in the game industry, between the hardware and game divisions, as well as DirectX. He wanted to know how Microsoft could become more successful with these investments.

  Robbie Bach, who was at the time the president of the Entertainment & Devices division and Ed Fries’ boss, also believes that Thompson introduced the concept of a console. “We were doing this process they call ‘open space’ where people propose topics. Then everybody decides which topics they want to discuss and you go discuss them for a couple of hours. And Rick Thompson proposed that Microsoft do a video game console.”

  Thompson, who joined Microsoft in 1987 and became the head of the Hardware Division in 1995, recalls the open space process a little differently. “One of the things we used to do was these breakout groups to talk about different things. The way you arranged the breakout groups was, you had a pad of paper—one of those big easel things. You’d write a topic down on it—a few words—and you’d hold it to your chest, and everybody would stand in a big circle and read each other’s topics.” Thompson wrote something that mentioned Sony, AT&T and AOL and held it up like the others. His topic was meant to explore the potential threat that these three companies posed if they were to collaborate on a multifunction box. Essentially, he posed a question and suggested an answer that was bound to concern people at Microsoft: “What happens with Sony, for the money they put toward subsidizing a game console, AT&T subsidizing cable modems, and AOL offering huge subsidies as well, if they all got together to create a box that was a combination game console, cable modem and AOL subscription box? The amount of subsidies that could be put to that box would make the box free and stacked up at the local Safeway.” Thompson didn’t expect this collaboration would actually occur, but he thought it a provoking enough idea to spark some good discussion.

  At least one person was provoked by the ensuing discussion of Thompson’s proposition, and his name was Bill Gates. Following the retreat, Gates fired off an email requesting that people look around the company for potential ways to respond to this possible threat. According to Thompson, people showed little interest in cable boxes, so the discussion began to center on game consoles, which could function as a central unit upon which other functionality could be added.

  It was during and shortly after the executive retreat that the first inklings of the conflict to come appeared, as different groups immediately revealed their visions of what Microsoft’s response might be—what approach Microsoft should take toward a console or a gaming PC. On the one hand, you had Craig Mundie, an executive vice president who was involved with the ex-WebTV group and the Windows CE people, who at the time were working with Sega on the Dreamcast. On the other hand, you had five guys from DirectX, DRG, and Windows—the very unofficial xBox group.

  Around the same time as the executive retreat, Microsoft split the Windows division into separate enterprise and consumer divisions, and consumer Windows was given the task of figuring out what kinds of devices, platforms, or PC appliances they could develop, or influence the industry to produce, that would make the consumer Windows identity successful.

  According to Nat Brown, who had already been researching solutions to the problem of sub-$500 devices, one proposal on the consumer side was to create specialty Windows-based PCs. For instance, there might be a kitchen PC that was little more than an electronic recipe box, or a PC that was basically a web browser box. There would be “real” PCs and “non-real” PCs, the difference being whether they could run Office or not. There were also ideas for other types of home devices, such as PCs for students, and, of course, dedicated gaming PCs.
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  A Real Danger Emerges

  [image: ]

  Sony’s success with PlayStation was already on the radar at Microsoft, causing emotions like concern and curiosity among the executives, but so far these responses had not quite escalated to great heights of fear and uncertainty. In mid-March 1999, with their preview of PlayStation 2 at the Game Developers Conference, Sony dropped a bombshell that represented a tangible threat to Microsoft’s game business. Where there was fear, there was opportunity, and the xBox team harnessed the PS2 boogieman to amp the threat level to Orange, which helped add urgency to the nascent discussions about Microsoft’s future game strategy. In doing so, they took advantage of particular Microsoft tendency—a tendency to assume the worst.

  Brown and his co-conspirators understood this tendency. “One of the reasons we transitioned from a less aggressive approach to a more aggressive one is that we began to get into a more terrified state of, if Sony executes perfectly, what will happen? It’s not a bad way to think about your competitors… to think about what if? The beauty of that thinking is that you think about every possible, wonderful thing they could do. It can cause you to become a little bit over-analytical of what’s going on and to do some strange things, but there’s a balance point that sometimes Microsoft does really well. The early days of MS Explorer, early days of Windows, Office, early days of Xbox, there were these great points of paranoia and focus.”

  The original PlayStation’s dominance of the gaming landscape meant that the console’s next generation was quickly seen as a threat to Microsoft’s growing PC game business. In fact, one Sony executive boasted that the PlayStation 2, with its dedicated gaming power and the proprietary Emotion Engine, would make PC gaming obsolete. The PlayStation 2 announcement also caused concern over something that was very important to Bill Gates. “It really was about the perceived threat that Sony was building an operating system for the living room,” says Ed Fries, “and Microsoft didn’t want to see that happen.”

  Further fanning the flames, Berkes and Blackley coauthored a white paper entitled Evolution of Consumer 3D: The new Home of Visual Computing (See “Evolution of Consumer 3D” on page 251). The opening paragraph states:

  “Recently, an uncomfortable fact has come to light. It comes not as a surprise—indeed it is rooted in the same commoditization of the PC space that has consumed so much of our bandwidth of late. In fact, the market and technological factors responsible have been obvious for some time. The problem, catalyzed by the announcement of the Sony PlayStation2, is a financial and technological oxymoron: the highest performance graphics machines in the world will soon also be among the least expensive.”

  The paper included a brief primer on the evolution of 3D graphics, including the groundbreaking work of John Carmack, and the general drivers behind the relentless push for better and higher resolution graphics. But along with the “educational” elements of the paper were statements like:

  …Sony has surmised that their next generation console, PlayStation2 (PSX2), must represent more than just a game box. It is, rather, an opportunity for Sony to actually own this new RT3D medium, which can generate far higher margins for them than any of their legacy media businesses. They also think that they can push the Windows PC out of this space, and keep it out.

  The rest of the white paper details the rapid evolution of 3D hardware solutions, challenges presented by the comparatively slower evolution of CPUs, and solutions that have been found, such as adding memory and computing power directly onto graphics boards. At the end, Berkes and Blackley contrast the approaches that the PC and PlayStation 2 employed in implementing real-time 3D (RT3D), concluding that the more open PC model has many advantages over the closed console model adopted by Sony and other console manufacturers. In essence, they could be seen as making a case for their Windows-based console approach.

  The Question of OEMs

  In their internal discussions, the xBox team had discussed the living room strategy, recognizing it as a new competitive arena for Microsoft, which up until then had primarily focused on business or the home office. They were looking for a way for Microsoft to harness its investment in computer graphics and the DirectX APIs, as well as the developer “ecosystem” they had developed. How could they use their DirectX assets to compete with Sony for dominance in the living room? And how could the xBox team use Microsoft’s growing concern over Sony to their advantage?

  “The perception was that everyone who played a game on a console was doing so at a risk to Windows,” observed Bachus, although, coming from the game industry, Bachus disagreed with that assessment. He believed that consoles and PCs coexisted because they did very different things, and even the games played on each platform tended to provide different types of experiences. Despite seeing no direct conflict between the two platforms, Bachus, along with Blackley, continued to support the idea of a Microsoft game console, even as unlikely as it seemed. Meanwhile, the unofficial xBox group continued to do research and refine their agreed-upon approach, which was still to enable gaming PCs built by OEMs, using a proprietary version of Windows specifically tailored to that purpose.

  The more they considered the OEM approach, the more they realized how rigorous and specific the specifications would need to be, and how much support Microsoft would have to provide, not only in terms of technology, but also in design and manpower. They realized that they couldn’t realistically support very many OEMs and keep the program profitable financially. They started running numbers based on supporting five OEMs, but over time it got honed down to two… just two OEM companies to carry the Microsoft gaming logo and create these gaming machines to compete with Sony.

  Another problem was the OEMs themselves. According to Brown, “I had visited these big OEMs and they weren’t designing shit. They were basically white boxing, white labeling everything out of China, and I’m thinking, you get 3% and all you’re doing is putting a sticker on it. Dell was still doing stuff in-house, but nobody else was. They were just trimming costs and using the cheapest labor in China. Anybody can play that game if they’ve got enough money for the other side of the game, which is marketing and sales and content.”

  Despite their growing concerns over how they could implement a successful logo program that was profitable to all involved, they continued along the OEM path. Even as it became more and more logical for Microsoft to build its own console system, they still didn’t really believe that was a viable option. On the other hand, Bachus and Blackley, who say that their vision was always to build a Microsoft console system, saw the OEM solution as a sort of Trojan Horse—a smokescreen to keep the conversations going.

  With further research they were able to extrapolate Sony’s potential dominance in key areas, and they made sure that Gates and the other execs were fully aware of their conclusions. For instance, PlayStation was able to produce an intense and immersive 3D experience, with a fast boot-up time, and even wireless controllers. (They didn’t actually have wireless controllers yet, but it was a threat.) On top of that, Sony manufactured a lot of TVs and monitors. It wasn’t too big a stretch to imagine what Sony was already implying, that the PlayStation could ultimately become a general computing device and take over the home. Moreover, the more successful consoles like PlayStation became, the more PC game developers might abandon Windows development, an eventuality that became increasingly important as more Microsoft execs came to understand the impact that games had on PC hardware sales. Hase’s group verified this fear by conducting surveys in stores, where they revealed that most consumers were purchasing PCs for the home to play games and surf the Web. And as consoles offered multiple uses, such as watching DVDs and streaming entertainment in addition to playing games, they became an even better sub-$500 investment for home consumers.

  A Summit

  Because the DRG was so deeply involved with Microsoft’s game technology, and especially due their role in developer support, they were often consulted on strategies that involved the game industry, and they often attended various planning and strategy meetings outside of those specific to the console debate. According to Bachus, it was at one such meeting in March 1999 that Gates asked them to plan a summit for May, inviting everyone at Microsoft whose interests touched on the game industry. Gates also asked for an analysis of PlayStation 2, especially in how it would compare graphically with where Windows was going. Based on their research, Hase and Blackley created a slide deck, with additional input from Bachus, who remembers, “One of the things that Seamus and Otto put into the slide deck was that we should totally make a console.” So, despite the general belief that Microsoft would never make a game console system, they didn’t back away from the idea, but sent the document, complete with the console recommendation, to Bill Gates days before the game strategy summit.

  Brown explains that the idea of a “summit” was common at Microsoft. “Bill and other folks in upper management were always organizing or asking others to organize summits to get disparate and/or competing groups together to talk things out and/or demonstrate technology to execs or to one another. Summits were often used as a tool to defuse conflict in meetings and punt stuff down the road, sort of like the president appointing a commission to look into gun control or abortion rights and come back with recommendations six months later, by which time the anger or furor over the pressing issue might have passed a bit.”

  The May summit included a lot of different groups from Microsoft—essentially anyone whose work might touch on games. In addition to the xBox team, Craig Mundie’s teams of ex-3DO/WebTV/WinCE people, Ed Fries’ Entertainment Business Unit, and Rick Thompson’s Hardware division were all represented.

  Different approaches were presented at the summit—all of which had been presented in smaller meetings with Gates—including the idea of using Windows CE as a gaming architecture since it was already being incorporated into Sega’s Dreamcast. The idea of a reference standard of certification for PCs built by outside manufacturers was also still on the table. Another approach stemmed from the fact that a lot of devices, such as a TiVo for recording video or a console system like PlayStation, were essentially just computers. If they had any interface, it was specific to that device’s purpose, and not intended to serve in any other capacity. So why not consider a Microsoft-built PC with a Windows kernel, but nothing more? Such a machine could recognize a disc and start up a game from that disc without additional overhead or interface. It could cache some game assets to a hard drive to improve future loading of the game, save games in progress and provide other services, but it would still appear and function like a console—a Windows-based console. According to Bachus, they thought at the time that they could implement such a system and have it on the market by the end of 2000, when PlayStation 2 was expected to launch.
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  “Bill” Meetings

  Between March and June 1999 several “Bill” meetings took place in which competing visions for Microsoft’s game system strategy vied for Bill Gates’ approval. In its way, each successive meeting was a go/no go situation—convincing Gates at each occasion that the ideas being put forth were at least worth pursuing further. The first of those meetings happened under somewhat false pretenses, or at least with a touch of bait-and-switch. The dates presented in the following section are sometimes approximate, based on the memories of some of the participants. In other cases, they are based on meeting documents I was able to attain. (Many of the original “Bill” meeting slide decks are reproduced in the Appendix, (see the”The “Bill” Meetings” on page 257)

  The First “Bill” Meeting

  April 30, 1999: The xBox guys, still an unsanctioned and unfunded skunkworks group, decided that they had to have a meeting with Bill Gates, so Nat Brown pulled a few strings and suggested a meeting based on “important and timely” information about unified graphics architecture (UGA), which Brown knew was a hot button for Gates, along with unified text editing, unified file system, and unified whatever. They did talk about UGA, which Brown observes managed to upset a bunch of people who, according to protocol should have attended, but then they segued into a presentation of the business side of PlayStation: their sales volume, profitability from games, overall profitability, unit volume and software attach rate. “There was a four to five title attach rate for PlayStation. Bill easily did the math. There’s 120 million units. That’s more than a hundred million pieces of software at an average price of $60. Those are very attractive numbers. Those are ‘Bill realm’ numbers.”

  By the time the meeting ended, he had presented the idea of a controlled environment system that would rival console performance and be built by OEMs. Brown remembers, “It was kind of naughty. I had been in enough

  Bill reviews that I knew a bunch of his favorite hot buttons, and the fact that PCs boot slowly and applications take forever to launch, that the file system gets corrupt, that applications shit on each other and prevent each other from loading and unloading and leave crap on your hard drive… I knew all of these hot buttons, and so I said, ‘This is what a well-defined console should do. This is the kind of work that we should do in a controlled environment with some OEMs, or with a dedicated version of the OS, so that we can take what we learn about isolating apps and fast boot and fast launch and quick shut-off and fast hibernate and controlling graphics and controlling input devices and hot plug-and-play—things we were horrible at—perfect them in this system so that we can later put them in the rest of the system.’” The idea that the features Brown named could begin in this dedicated, console-like Windows machine, but eventually be applied to the wider range of PCs was exactly what Gates wanted to hear.

  This first meeting with Gates did its job—perhaps too well as Brown recounts: “There was a lot of mail to folks in the DirectX group, who were managers and were above Otto, some who were tentatively above me… development managers and directors who sent us shit mail saying, ‘What are you doing presenting about UGA and PC OEMS without including me?’ And it’s like, well, whatever. We just are. We really don’t have time to talk to you about it. ‘I want to see your slides. I want to review them next time, before you go in front of Bill.’” That’s just classic Microsoft stuff. Whatever. The cat was out of the bag now, and Gates wanted to know more.

  The Second “Bill” Meeting

  May 5, 1999: The next “Bill” meeting included Berkes, Hase, Blackley, Bachus, and Brown, but also Craig Mundie and some of the WebTV and Windows CE developers. At the meeting, the WebTV group, who were all ex-3DO veterans, claimed to have been planning in secret to develop their own console solution, and the CE guys promoted their work with Sega as the first step in getting Microsoft into the console space. Mundie—a senior vice president—held the highest rank among the participants (other than Bill Gates of course) and became their champion.

  Where the first meeting had been small, spontaneous, and productive, the next four were what Brown called “cage matches” while others dubbed them “beauty contests.” Moreover, Gates picked Mundie to supervise the project strategy, which put him in charge of the agenda. It was immediately clear that there was going to be a battle over whose approach would be adopted. It was Mundie, with the WebTV unit and the Windows CE groups against who?

  An unofficial group of people from different divisions at Microsoft—DRG, DirectX, and Windows. Moreover, Mundie’s guys were smart and already had experience in working with consoles.

  In this second meeting, Mundie gave his opposition 20 minutes to present their ideas, and then said that the WebTV guys were going to pitch something called Dolphin. Battle lines were being drawn. According to Brown, “We didn’t even realize that we were at the pitch stage. That was the first meeting, but once we had this kind of bake off/cage match meeting, we realized that we had to figure out how to shoot that thing in the head and be done with it.”

  (Another example and reminder of Brad Silverberg’s statement previously quoted in Game of X v.2: “You have to be firm in your convictions, sound in your technical basis and be willing to withstand waves and waves and waves of conflicts. And what you have to learn about Microsoft is that people are relentless, and even if they lose a battle, they just keep coming after you and after you and after you… The only time you really know the decision sticks is when the product is on the shelf. Until then, it can still be overturned.”)

  The Third “Bill” Meeting

  The third meeting probably took place on May 14, 1999.

  In this meeting, Mundie’s team argued the importance of the investment that had been made in Windows CE on Dreamcast, and how that was a promising direction that was already in motion. His team also made the point that they already had custom 3D hardware that had been developed in-house (Talisman). According to Brown, this second point was probably their undoing. “The fact that they had the Windows CE team, that they had a history of 3D graphics, all that was sort of playing in their favor. The fact that they were technologically five years behind the curve in terms of where NVidia was… that was the problem. You couldn’t stand up technically and say, ‘I’ve got 10 guys in the Bay Area who are currently pushing this many triangles, and they’re going to push 10,000x or 100,000x in the next round… It didn’t make any sense. You knew from the R&D budget of NVidia who was going to win that particular fight.”

  Still, the Dolphin group did have a few more advantages. They had a team already in the Bay Area, so there was no need to add head count, which translated into a huge financial advantage. Because employees meant more costly salaries; head count was a nearly perpetual issue at Microsoft. The other team also had experience with industrial design and consoles, and—a big one— Microsoft had already spent $425 million buying them. According to Brown, there were good arguments against them, too, including: inferior graphics technology, and “the Windows CE was a weak operating system with no developer momentum, and its tool chain was lousy.”

  Mundie countered that they had this underutilized asset that they’d spent $425 million to acquire (the ex-3DO team), that they had custom chip design people (Talisman), and an ongoing relationship with Sega (Dreamcast). His suggestion was to do custom hardware with Sega.

  In reality, several of the members of the original xBox team showed little respect for Mundie and the groups he supported, and in typical DRG fashion, they saw the enemy’s weaknesses and were determined to do what they believed would provide the best solution to solving the problems at hand. In addition to the inferiority of their graphics solution when compared with what was coming from companies like NVidia, they saw the Windows CE technology as being five years old and never the finest operating system in the first place. Brown expresses his team’s sentiment, “The reality is that everyone had to face it, from Bill to Craig Mundie, and all the managers in that room who had worked on it, they needed to face the reality that their tools were broken, and their software was bad.”

  While having an ongoing battle with the WebTV and Windows CE contingent was immensely frustrating, especially with the PlayStation 2 launch looming, in some ways it was a blessing in disguise. After the “third” meeting, the xBox group refined their strategies and solidified their position. And they changed tactics. Much as Alex St. John had done during the battles between DirectX and Talisman, Brown now took on the political role, publically fighting the good fight against what they saw as a misguided adversary. Meanwhile, he told the others essentially, “Hey Otto, Seamus, and Kevin to some degree, why don’t you… Go. Build. Stuff.”

  Along with a strategy of diversion and political infighting, they were actively seeking allies, talking to key people around the company, gaining their perspectives, addressing their concerns, and securing their support—people like Rick Rashid at Microsoft Research, Ed Fries, Robbie Bach, Stuart Moulder, and others. They also talked with video board manufacturers, like NVidia, 3Dfx, and ATI to get an idea about what they were working on and what the price points would be. Although people at Intel expressed skepticism about the project at the time, they, too, came through eventually.

  Bachus even relates that they had found an original PlayStation emulator for Windows called Bleem!*, and contemplated the idea of building that into their system. Bachus states, “Every time we came back into the boardroom, we had delayed some damage from what they were doing, we had refined our strategy with criticism, we had discovered more little nuggets of things that Microsoft should be afraid of about Sony, and we had more and more kind of working prototypes of things.”

  * Bachus and Bob McBreen, a ten-year Microsoft veteran and the director of business development for Xbox, did go down to Los Angeles to meet with the Bleem! guys and offered them a sizeable amount of money for the technology. McBreen says, “I’m going to guess it was right around ten million dollars.” But they counteroffered with a non-exclusive license and a prepaid one hundred million dollars of future royalties. “At that point, we just said, ‘Thank you very much. We know what Sony’s going to do to you without somebody like us.’” Bleem! was released commercially in 1999, and ran on both PCs and Dreamcast. It used DirectX and required a CD to provide copy protection. Two days after the product launched, Sony filed suit against them. Bleem! ultimately prevailed in court, but the company went out of business soon afterward, possibly from the weight of the legal costs.
  Fast Boot in June

  “They went and put together a demo for Bill Gates where they booted Windows NT in under three seconds, and that just blew everybody’s minds. ‘How did you do that?’ Bill would ask. ‘Well we hardwired a bunch of things and kicked the bios out…’ And Bill just absolutely thought that was the sexiest thing on Earth. Which is super funny. He always loved a good demo. The ex-3DO guys did a much more business approach, saying here’s how much the hardware could cost, here’s all the different parts of the business model, and that kind of stuff.”

  -Rick Thompson

  In one of the “Bill” meetings, probably on June 6 or 7, the xBox team arrived with two items. One was prototype of what a Microsoft console might look like.

  
    [image: ]

    An early Xbox prototype. Not necessarily the one used in the meeting.
  

  It was created by the mouse team, which was between releases, with the support of their boss, Robbie Bach. As Brown remembers it, “The guys over on the mouse team, this is what they like to do. They like to sit there with some charcoal and sketch. So we just asked them to reimagine something and form it. And they’re going, ‘Oh, I don’t know if I can use the former,” and I’m saying, ‘Charge Nat.’ How much could it cost? Like $2000. Like who’s gonna care? We don’t care. Come on. Have fun with it. Stay late.”

  The prototype was a physical reminder of what they were discussing. Brown describes it as “a coated-foam prototype of the horizontal ‘aerodynamic’ xbox that looked similar to the vertical xbox. It was great for show-and-tell, and helped break up the monotony of endless slide decks, bullet points, and spreadsheets. It was tangible. For the first time, people were exposed to something that at least looked like a Microsoft console system. But it was the other item they brought that really closed the show.

  It wasn’t much to look at, just an ugly, small form-factor case, open-chassis PC with a small digital readout dangling out the top, sort of hot-glued to face forward and not fall over. “The readout initialized at 00:00:00 when you turned the machine on and stopped itself at 00:04:20 or 00:06:21 or various things like that when the BIOS made it past POST. We were using a super kludgy restore-from-hibernate.”

  As Brown remembers it, “The other group was saying, ‘We only brought slides. It’s not fair that you brought hardware.’ And we’re like, ‘Why is that not fair? What are you talking about? It’s just, we’re kinda busy building stuff, and you guys are dorking around trying to derail us. We don’t know why.’ But we did know why. They wanted to remain relevant in the game space. But it was really funny to come in this one time and to literally have them before the executive team in the room, complaining that we had made and brought hardware with us. And because we knew that Bill goes to 12 horrible board meetings a day in his boardroom—or used to—and the guy’s a technology person. What he would like to do is see cool technology.

  “So we came in and we had cool technology. And of course, no matter what the agenda was for the meeting, Bill was going to say, ‘OK. What’s with the computer with the clock on it?’ And we said, ‘We’re not going to get to that yet… but we can if you want to.’ And he said, ‘Well, what is it?’ And we said, ‘Well, this shows you how fast we can boot a real PC to Windows 95. And here’s a raw boot, and here’s a hibernate boot, and here’s how fast they are.’ Not entirely intentionally on our part—we didn’t want to derail the entire hour and a half that we had—but we did lose quite a bit of time where Bill was saying, ‘What the fuck? You just booted a PC… like if my PC did this every day, you would save me an hour a day. Why can’t we do this? What idiot here is not doing what they just did and making all the OEMs do it?’”

  June 17, 1999: The Blue Book

  The June 5th meeting with Gates resulted in the publication of three short— mostly technical—reports from June 6 and 7, and a longer one dated June 17, a bound tome they called the Blue Book. The Blue Book contained a printed version of a 65-slide PowerPoint presentation called Game Console Follow-up, which detailed the xBox current strategy and approach. Along with the main presentation, there were three attached reports: a report from International Data Corporation called What to Play Next? IDC’s Five-Year

  Forecast for the U.S. Electronic Gaming Industry, an in-depth report about Sony and the PlayStation 2 by Merrill Lynch & Co., and a nine-page report titled, XBOX: AMD Bill of Materials Estimate, which detailed the costs of different hardware configurations and discussed the different options available. This report was based on the idea of working with AMD for the CPU.

  The Blue Book offered a complete, official looking and up-to-date summary of the xBox design and strategy at the time, along with supporting documentation that helped make the case for a Windows game machine developed by outside hardware vendors. It was meant to influence Bill Gates at the midJune meeting, and it succeeded.

  In the June 17th slide deck, Slide 7 of the report introduces “the xBox,” and the project definition reads:

  
    	Create a new consumer platform—’xBox’

    	This new platform is based on Windows technology and the PC architecture

    	This new platform is designed specifically for the living room

  

  The plan detailed in the report still postulated a combination of logo and certification programs, and offered comparisons and contrasts between its approach and those of both PS2 and Dolphin. Although many factors remained the same, one of the key assertions was that the xBox technology would be rapidly improved every two years, something that console systems could not match. They also suggested two kinds of software approaches from third parties:

  
    	“xBox Logoed” encouraged existing PC game developers to repackage their existing titles and use distinctive packaging and logos as being compliant with the xBox requirements. To qualify, they would have to pass a strict evaluation, but would be eligible for co-marketing opportunities with Microsoft.

    	“xBox Certified,” required no evaluation, but did not allow developers to display the xBox distinctive packaging and logo. Otherwise, they had only to agree to application isolation, customer privacy, indemnity, and parental control. The plan would also allow for xBox content to run on “capable” PCs as well.

  

  One of the advantages they saw was that the xBox machines could run both PC and console style games. The report mentioned that PC games were consistent award winners at prestigious game shows like E3, so having both would ultimately give them a content advantage. In addition, they anticipated a far more open business model that encouraged developers to make games for the xBox machines with familiar development tools that the developers already knew how to use, plus the ability to capitalize on improvements in hardware more quickly than regular consoles could. This xBox version was planned to be a sealed box, like a console, which simplified development considerably because developers didn’t have to worry about multiple graphics and sound cards or input devices. However, new upgraded versions could be produced more frequently than consoles could match, using the best technology at the time for each upgrade. At $299, and with the addition of hard drive, Ethernet connection, and built-in DVD, they saw it as a competitive option to consoles like PlayStation 2 when it came out.

  The promise of the xBox was that it would boot in under 10 seconds, use minimal UI with zero installation along with auto-play/stop. In addition, it must have parental controls and be open to emulation options. And how this worked? It would contain no Windows desktop, just a simple shell. It would run one application at a time, directly from CD and would evoke the installer when needed. There would be a UI for parental locks and for disk management and game removal, but not much more.

  The report also included various marketing strategies and alternate year 2000 or 2001 launch dates, with advantages and risks associated with each. At the end of the presentation, they issued what was to be the first, but not the last, ultimatum. They promised that they could deliver this system, complete with OEMs and signed-up game developers for the year 2000, if it was approved within two weeks. On the other hand, they said, “If you say no, we go back to our day jobs building Millennium and Neptune.”

  For months, they had been heavily schmoozing game developers. Brown says, “Ted would fly them up. Or we would go to them. We would say, ‘Look. We may get shot in the head, but this is what we’re fighting for right now. Can you voice your support? Can you tell your Developer Relations, can you tell your favorite high-level person at Microsoft? Can you tell your favorite high-level person at Microsoft that you hate the 3DO team, that you hate Windows CE?’ Ok. Not necessarily that they hate Windows CE, but that they didn’t want to use Windows CE for games, that it made no sense, didn’t match the Windows/DirectX APIs, wasn’t a responsive or game-knowledgeable team. And they were like, ‘Gladly. You don’t even have to buy me dinner, but thanks for buying me dinner.’”

  As is often the case with the passage of time, Kevin Bachus doesn’t remember flying anybody up to Microsoft. “As I recall this was all done almost entirely through e-mail and we would circulate the e-mails like they were made of gold. These were people at very successful companies and we were dangling the prospect of a new game console in front of them. Their interest in supporting our plan came from our use of mature APIs and development tools and familiar hardware architectures. The WebTV/3DO/CE plan was to use a completely new and foreign hardware base with a limited and still-immature API/toolset.”

  Brown does specifically remember at least one dinner they put on with about 30-40 people at the Icon Grill in Seattle. He remembers Tim Sweeney and John Carmack attending because they were game programming heroes of his.

  Interestingly, Bachus says that they ran into some resistance from one of the companies that had always been very supportive—Epic. “The biggest disagreement we had with Epic was that they really, really wanted us to do a mouse and keyboard, largely because that was what their games anticipated. And unlike where we ended up with Halo, they couldn’t envision how an FPS would exist on a console without a mouse/keyboard. We on the other hand felt that a mouse and keyboard would forever establish our identity as a PC, and we were adamant that we not ship them because we were already fighting the assumption that Microsoft would, of course, deliver a living room PC not a console.”

  Overall, the response from developers was very supportive, and their advocacy finally paid off.

  As the mid-June meeting came to an end, Gates told Craig Mundie that they were done with the bake-off, and that he should keep working with Sega, but stop trying to position Dolphin against the xBox. This sounded like a big fat yes, and it was. But there was a caveat. Gates told them that the amount of expenditures involved were high enough that he was not going to green light it without having Steve Ballmer involved. Gates also revealed his plan to transition from day-to-day operations as CEO to a new role as chairman, where he would concentrate more on software strategy. That meant that Ballmer* would soon take over the day-to-day reins of the company, another good reason to get him involved in what could turn out to be a multi-billion dollar decision.

  * Bill Gates did step down as CEO in January of 2000, but remained active as chairman until June 2008, when he left Microsoft to concentrate on philanthropy through the Bill and Melinda Gates Foundation.
  The Opposition Viewpoint

  Mike Calligaro was the Dreamcast dev lead at the time and a member of the team arguing their case against the proto-xBox team. “We just assumed that because we’d already done a game system, we’d do the next one,” he said. “So I won’t say we didn’t take it seriously.—you take a Bill presentation seriously—but I think they had more to prove and were more scrappy, and did their homework a little more.”

  Assuming that they had all the advantages, Mundie’s team didn’t expect a serious challenge from the other side. And though they didn’t come in with such thoroughly researched pitch decks, they still had good arguments in their favor.

  So what really turned the tide? According to Calligaro it was Windows and the promise of a faster boot-up. “We pitched whatever we pitched: We’ve done this. We know what we’re doing. Let’s do it again. And they said, “We’re going to make Windows 95 boot in 5 seconds.’ And Bill said, ‘Why wouldn’t I want that anyway? Even if I don’t get a game system out of this, if you give me Windows 95 booting in 5 seconds, I win.’”

  Calligaro remembers something that he thinks the president of Sega said to Gates when he was considering creating a game console. “All that happens with a game system is you lose a billion dollars, and all that does is get you the ability to lose another billion dollars.” So Calligaro thinks he ultimately chose the xBox team because if he was going to lose billions of dollars on a game system, he could gain many more by significantly improving Windows, and that was, according to Calligaro, what ultimately determined the outcome.

  PC vs. PlayStation

  As part of their effective ongoing strategy to keep the pressure on and in their favor, the xBox group issued another report for the next meeting. The report, dated July 2nd 1999, was entitled, xbox: a windows game console (and entertainment platform) and was probably the one used at the upcoming meeting, the first that would include Ballmer.

  The first section of this report was called “brief situational analysis,” while the second section repeated the June 17th description of xBox. But it was the in the first part that arguably the most interesting material appeared: seven new slides that first ratcheted up fear of consoles, and then positioned Sony’s architecture against that of the PC while looking at anticipated hardware trends.

  Three slides carried the title: “#1: Is there a platform threat?” Three more were titled: “Is the PC architecture capable?” The final slide was called: “Sony

  Business Model.”

  The first slide displayed a graph and accompanying statistics, like the fact that, while 50% of retail consumer software revenues came from games, only 1 in 30 of the top-selling games (in 1998) were for PC. The slide also contended that, while this market was growing, PC was losing developers to consoles.

  The next slide displayed graphs and statistics that showed how consoles had out-performed PCs in hardware units, software units and revenue. More scary facts and numbers.

  Slide #6 included graphs that showed console gains in run-rate (essentially extrapolated sales trends) was catching up with PC, and that the original PlayStation was outselling the top five home PC OEMs combined.

  The next two slides compared and contrasted the basic graphics architectures of the PC and the PlayStation 2, concluding that each was very capable, but that the PS2 had advantages based on bus and CPU speed that would allow for more novel and customized approaches by developers. Although one solution, which eventually did get adopted, was to add more computing capabilities to the graphics chips, this solution was not favored in the July report.

  The conclusion at the end was that content, not hardware, would determine the winner, and that both the PC and the PS2 had advantages. In the subsequent xBox presentation, they promised to present some solutions, including “details on suggested ISV push that would assist us with a console as well.” Was this an allusion to a Microsoft-built console?

  There was one additional slide after the conclusions, which detailed Sony’s business model, and among other things, claimed that profits from software accounted for 70% of PlayStation’s overall profits (approximately $1.2 billion in 1990). The slide also showed a graph that predicted PS2 software volumes would far surpass those of the PlayStation at its peak.

  On the next three pages I’ve included an ambitious and carefully worked out project plan for “xBox” and architecture sketch that were developed in June 1999 and was part of the team’s upcoming pitch.

  
    xBox Project Milestones

    June

    
      	preliminary platform specification

      	preliminary DXS graphics hardware spec

      	preliminary OS dev plan

      	functional UI/OOBE design

      	persistent storage UI o DVD/CD player

      	pre-installed title selection

      	overall functionality spec (turn-on/off, disk in/out, partial installation, etc.)

      	preliminary development budget

      	working demo prototype

      	billg demo

    

    July

    
      	finalized OS dev plan

      	finalized development budget

      	OS team 60% staffed

      	preliminary platform logo requirement specification

      	investigative OS work complete

      	DX8 graphics hardware spec RC

      	preliminary OS modification specification

      	final UI/OOBE design

      	preliminary test plan

      	Reference form factor available for review

      	Develop names/positioning

      	Field research to test: brands, target, price points, features, etc. > Pick IHVs and begin scouting launch ISVs

    

    August

    
      	platform specification RC candidate

      	DX8 graphics hardware spec complete

      	preliminary title logo requirement

      	OS modification specification complete

      	final test plan

      	documentation staffed ( + 1)

      	sample consumer documentation

      	ISV documentation

      	Sales/Marketing team calls on 5 accounts; Toys R Us, Wal-Mart, Best Buy, Electronics Boutique and Comp USA.

    

    September

    
      	OS team 100% staffed

      	final platform logo requirement specification

      	includes platform specifications, form factor requirements, subjective factors

      	complete demo system for external partners (OEMs)

      	Alpha ISV SOK for Windows PCs (new APls, services on PCs)

    

    October

    November

    
      	preliminary documentation

      	OS alpha1

      	test development 100% staffed ( +5)

      	Pick merchandising vendor

      	Field research to test

      	Pick IHVs and begin scouting launch ISVs

    

    December

    
      	final platform logo requirement

      	includes test applications, license agreements, etc.

      	Get Development systems out to first tier/launch ISVs

      	Start heavy evangelizing to launch ISVs

    

    January (2000)

    
      	Platform prototype HW available to ISVs

      	DX8 alpha

      	OS alpha2

      	Sales training - materials started - thru May February

      	final title logo requirements o includes license agreements, process description

    

    March

    
      	DX8 beta1, OS beta1

    

    April

    
      	launch title selection complete

      	title qualification process started

      	platform qualification process started

    

    May

    
      	test contractors 60% staffed

      	First public display at E3, must have:

      	Price point nailed down

      	Mock hardware and software packaging

      	Sales staff in place

      	Merchandising units as prototypes

      	At least 30 titles (in various stages of development) shown

      	Rough concepts of Ad campaign

    

    June

    
      	DX8, OS beta2

      	Start early Buzz work through promo’s and sponsorships

    

    July

    
      	test contractors 100% staffed (+6)

      	DX8, OS RTM

      	launch titles logo’d

      	platforms logo’d

      	Print campaign starts

    

    August

    
      	Some TV teasers

    

    September

    
      	final hardware ready for manufacture

      	launch mid-month for back to school

    

    November

    
      	Holiday promotions, new ad creative and new titles introduced.
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      Early Xbox architecture diagram.
    

  

  Meeting 1 with Bill and Steve

  Early July, 1999: The first meeting with Gates and Ballmer was a tough one. In part, it was awkward to go over the entire plan for Ballmer with Gates present. As Brown puts it, “We felt as if we were repeating ourselves, and you try not to repeat yourself with Bill because he remembers everything you’ve said.” And where they had ultimately sold Gates by emphasizing technology, Ballmer was all about the numbers—the financials and the business plan—and he quickly began asking the hard questions. “At that point, we had really been doing technology reviews and high-level bill of material analysis. All of us had enough knowledge to say we were in the right ballpark, but when you’re talking with Steve, you can’t be in the right ballpark. He wants the nickels and dimes. And I think that’s a great skill he has, actually, because he also saw what we were trying to do, but he needed the specifics. And so we had to come up with a lot of backing for numbers that we had that we hadn’t footnoted. That first meeting was weird because he ripped us a new one. We didn’t have the numbers.”

  Brown also says, “When you go to a Bill review, you have ten slides and 50 pages of backup material. He asks a weird question and you say, ‘Here’s the short answer and page 37 has the backup.’ And then, while you go on with your slide deck, he’s turned to page 37 and he’s reading that and absorbing it while he listens to you. He can kind of triple multitask. We didn’t have any equivalently solid material to talk to Steve about. That was the mix of our team at that point. We didn’t have enough number heads on it. And so we quickly put together a lot of numbers.”

  Ballmer was, in some ways, ahead of the xBox team when it came to the realities of OEMs, and he schooled them on the costs and margins associated with OEMs and their relationship with Windows. He knew the numbers down to the penny. By this time, the xBox team had more or less determined that Microsoft should make its own console, but Ballmer wanted to revisit the OEMs to see if anything could be worked out. According to Brown, “He said, ‘I’m going to call up Michael Dell, and we’re going to sit down and talk about if I actually spent $100 on a $95 purchase, whether that would make sense for him.’ Which is weird, but that’s how he thought about it, and he did understand the numbers at a deeper level.”

  Ballmer challenged them to firm up their numbers and their business model, and they started looking at other sources of revenue. “We had to dredge through and get a lot more of that data and talk a lot more about subscriptions and alternate revenue methods. And we also had to get real concrete about how much it would cost to market and how much it would cost to buy exclusive titles, because, unlike a lot of people, Steve really knew that one. That really, intuitively, resonated with him. ‘What if you don’t have a good title?’ Because he knew that even a bad console, if it has a great title, it can really move a lot of units.”

  According to Bachus, they turned to the head of the hardware division, Rick Thompson, for advice. Rick was a business guy and a hardware guy, and he ran the most profitable division, per employee, at Microsoft. They even asked if he was interested in running the project. He offered advice, but he didn’t volunteer to lead the project.

  There was probably another meeting on July 14th, but I haven’t found any specific details about that meeting, and it was probably a follow-up to clarify issues raised by Ballmer.

  Bill Meeting: July 20, 1999

  Convincing Gates had been the goal of the various competitive groups for months now, and later in July they met yet again, this time in an even bigger group. Like every meeting before it, this was a go/no go situation, and once again, it was a go—meaning “keep working on it,” not “we’re prepared to pour billions into it…” not yet.

  Rick Thompson remembers the meeting well, and for good reason. “In July 1999 there was a meeting with 13 vice presidents in it, believe it or not, and Bill and all the rest, where the Windows guys basically asked permission to go ahead and start working on this project. And Bill said, yeah. Go for it. And the last thing that Nat Brown did, over the telephone because he was conference called in (from Hawaii), was to say, ‘Hey, one last thing. We want Rick Thompson to run the project.’ And I turned bright red and just about exploded, and my comment was, “I already have a job. I have a job running the hardware organization.” But then, the next day, Steve Ballmer showed up in my office with a baseball bat in his hand, literally, and off I went to go work on the beginnings of the Xbox*. What he told me was that I could do both jobs. I could do the Xbox job, and I could do my hardware job.”

  * From here on, we’ll use this spelling for Xbox. All others became irrelevant at this point.
  Bob McBreen had been running the toy division under Thompson, and when the orders came down, McBreen had just licensed the toy division to Fischer-Price, meaning that Microsoft was not going to be manufacturing toys anymore and McBreen was ready for something new. So when Thompson asked him what he knew about the Xbox, he answered, “I know nothing.” But after Thompson told him what it was about he said, “Ok. I’m in.”

  So both Thompson and McBreen began working on the Xbox project even though they retained their previous titles and were technically in the same jobs they had been in before. According to McBreen, Human Resources was not involved. They just shifted jobs while other people handled most of their previous responsibilities. McBreen didn’t know if he would be working on the console project for a month or six months, or even if it would ever get made, but he started spending a lot of time on it.

  There was one more “Bill” meeting to refine the ideas in September. (See ““Bill” Meeting: Sept 29, 1999” on page 343.) One more pitch deck before everything changed, and a new leader was chosen.
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  Under New Management
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		J Allard (right) with Nolan Bushnell (left)

		Cam Ferroni

	

  J Allard had gained considerable notoriety and respect at Microsoft as the guy who had clued Bill Gates into the importance of the internet, but after working on internet issues for years, Allard decided to leave on a long sabbatical.

  Nat Brown had worked closely with Allard in the past. He had also worked with Allard’s friend and work partner Cam Ferroni on Windows-related projects. He was certain that Allard would love what they were doing and would be a great asset to their project. However, Allard wasn’t interested in coming back any time soon. As he puts it*, “i was on sabbatical after having been very focused on our internet efforts. my dream in the early 90’s in coming to msft was to ‘get my mom on the internet’. i realized in ‘99 that she was using the internet every week to talk to me and it had transformed her life - in essence the goal was complete. so, i pressed stop to think about what’s next. took 3 months off and goofed around. got a beta version of tivo and satellite tv. bought a playstation. went to see toy story. ripped my cd collection and played around with early mp3 players. all of these things added up for me to one thing - that entertainment was going to become a software business.”

  * Interviews with J Allard quoted in this book took place by email, and according to people familiar with Allard, this was how he communicated. I have left his written messages unedited for accuracy.
  In spite of his realizations about entertainment and software, Allard still resisted coming back to work. Two additional factors were required. One was Nat Brown’s “nagging and recruiting me while i was away.” Brown even went so far as to take out a classified ad to entice Allard back. The second factor was sharing ideas with his friend and colleague Cam Ferroni. “We were essentially re-recruiting each other to ‘do it again.’”

  Ferroni says, “I was kicking around looking for something else to do. I had already worked on Windows NT and done 3 versions of IIS - it was time for something new. I knew Nat from his days in OLE and my days in Win32— he was clearly a smart guy and was excited about this opportunity. How could I pass it up?”

  Allard returned to Microsoft in August 1999 and had lunch with Steve Ballmer. “i had lunch with steveb and we played ‘you sell me’ where he spent :30 minutes trying to pitch me on what he wanted me to do and i did :30 pitching him on what i wanted him to do. he said he had assigned rickt to build the biz plan (because rick was business minded and knew the hardware business better than any VP in the company) for xbox and to go spend time there. i told him that first order of business was to bring PURPOSE and VISION, not just opportunity to the thinking and that if we did, this would be a “B” plan - you see - the team was thinking in ‘millions’ but the opportunity was ‘billions’.”

  At the end of lunch, Ballmer suggested that Allard go talk to Rick Thompson about the project he was now in charge of.

  Thompson recalls his first meeting with Allard and Ferroni. “So the next interesting thing that happened after Steve put me on this project is that J Allard shows up at my door. He’s on crutches. He’s got a broken foot because he’s been hit by a car on his bicycle or his skateboard. He’s got peroxide blonde hair because he’s dyed his hair white, effectively, what was left of it. And he just plowed his way into my office and he said, ‘I want to work on this project.’ And I’m like, ‘Who are you?’ The short version is that he hired himself onto the project, and I was very glad to have him once I got to know him, and he brought along Cam Ferroni. It was fun. The two of them were there and I asked them, ‘Which one of you works for the other one?’ And they both sort of hunched their shoulders and said, ‘We don’t really care.’ They were very, very good guys, and those were the guys who did the heavy lifting, not me.”

  Green Light

  While Thompson was in charge of hardware for the project, Gates tapped Allard as the overall project lead, which resulted in a complete restructuring of the project. “In the fall when this really started to get some organization around it, the DirectX group thought this should remain in the DirectX group, and so there became a massive schism right off the bat,” says Brett Schnepf. “And then J got brought in as one of Bill’s wonder boys—and justifiably so… J kicks ass. I love J. It became DirectX versus FOJ (Friends of J). That was one of one of the jokes. FOJ…. Friend of J. Can’t do wrong, Friend of J.”

  Engineers Colin McCartney and Drew Bliss stayed on the project for another month, but they, too, exited as Allard took over and picked his own team, people he knew and trusted, the FOJ.

  The first thing that Allard and Ferroni did was go buy a bunch of video games at Sears and lock themselves in an office that Allard describes as “like the boiler room in the office space movie… probably the worst office on campus, and we didn’t care for a second.” First they played video games, then they started filling up white boards with their ideas while recruiting people to the project. Their office was in the Microsoft Money area, and Allard says, “the money team thought we were nuts.”

  Allard and Ferroni were convinced that getting from millions to billions, as he had told Ballmer, required that Microsoft build the hardware themselves and collect royalties from the games. A major part of their vision was inspired by their early experiences with games that required social interaction. “we believed that gaming had transformed from something that was initially a social medium (pong and spacewars [sic] were both multiplayer-only games that lacked AI) - it was about using technology to bring people together into a shared context. atari as the first mainstream success started with 4 controller ports. pinball machines had 4 scoreboards. 90% of arcade games had 2 UP buttons (some, like joust had realtime multiplayer) and 4player collaborative games like gauntlet had lines waiting to play. over the years, 2 ports became the norm in consoles to save money and games like resident evil, tomb raider, diablo and mario 64 were the top sellers. arcades (the physical PLACE that brought people together around gaming) were over. gaming transformed in 20 years from a social medium to a solitary medium - a far cry from pong and combat on atari. it shifted from being designed for everyone to games being designed to address the ‘most valuable segment’ - 16-26 year old boys was the proxy that most people used.”

  Because of this perspective, they saw immediately that Microsoft’s console strategy had to bring people together, and the growing interest in multiplayer, with LAN parties around games like Doom, helped justify that vision. “online/ live would initially be our strategic and brand differentiator, but in reality, it was the ‘sun’ of our solar system and the long-term play - it would become the platform that all sorts of different hardware orbited around eventually.”

  At the time they joined the project, however, their vision was not yet the official one, but they weren’t the only ones with a vision. Behind the scenes, most of the original xBox team were also convinced that a Microsoft console system was the only way to go. Even as they wrote reports and created presentations that promoted OEM logo programs, they knew it wasn’t going to work. What is most interesting about these presentations is the unspoken intention.

  “Why was there so much ‘multiple-oem’ BS in the slides and in some of the models?” asks Nat Brown. “Because this was as much as upper management could absorb about the overall risk. It fit their view of the PC world. It fit into the types of phone calls they would make to big partners like Acer or Dell, and it fit into their relationships with other PC CEOs.” It was about managing expectations and guiding the executives to the inevitable conclusion. “We always modeled the hardware costs in two ways, OEM-built or self-built. The difference in these two models amounted to less than one percent of total costs—just the OEM’s 2-3% margin on hardware, since the fully-loaded BOM* was hardware plus distribution plus marketing, and the marketing and retail presence were significant. I always talked to this point, to make sure everybody started to understand that giving up a lot of control for <1% might not be worth it.”

  * Bill of Materials
  It’s Gotta Be a Console—Really!

  A lot of people were now engaged in the search for solutions through research, while others were looking for answers outside the Microsoft campus. Kevin Bachus and Rick Thompson were among those who traveled outside to meet with OEMs and game developers.

  After taking over the project, Thompson still had concerns about the current OEM-based approach, and part of his initial research involved speaking with the people who would have to support the vision that Microsoft was currently favoring. “I started looking at it from the business side with my business manager, still trying to figure out what the P&L would look like, and where were the opportunities to make money. So the first thing I did was to go out and start talking to different companies. When Xbox was first envisioned, it was thought to be a version of Windows NT, and we would go to companies like Compaq, and HP, and Dell, and NEC, and like the PC market, we’d license them a copy of the Xbox Operating System. And I had a very good meeting with Michael Dell where he had the quote of quotes— this would be in August of ’99. Michael Dell said, ‘When you understand why my stock price goes down when I drop the price on a PC, and Sony’s stock price goes up when they drop the price on a PlayStation*, you’ll understand why I have absolutely no interest in your proposal.’ I got it instantly, but not until he said it, because I was sort of a Microsoft guy. So I wrote it down on a slide, and it was something we showed Gates and Ballmer at some point, and we all got a good laugh out of it.”

  * Because Dell depended on profits from the hardware alone, while Sony gained their profits from software, and a lower cost for the platform (PlayStation) meant higher sales and higher profits.
  Thompson was also among those who traveled to some carefully chosen game companies to present their ideas and get feedback, where they met with some support, some curiosity, a bit of amazement, and a good deal of resistance. Electronic Arts was one of the toughest. Thompson comments: “Larry Probst is fantastic. He’s going, ‘Who are you, and why should I believe you that Microsoft is going to do this?’ It was hard to get anyone to believe me that this was what we were working on.”

  In early September, Bachus visited various companies in the U.S., speaking under NDA with people like John Carmack from id and Tim Sweeney from Epic. Traveling to the European Computer Trade Show (ECTS) in London, he also met with European game developers, such as Jez San from Argonaut. Bachus often met with skepticism and received pointed feedback. Although developers tended to be positive about many of the tools that would be available, like the Win32/DirectX APIs, Visual Studio, performance analyzers, and profiling technology available for Windows games, they frequently commented that the proposed system didn’t go far enough… it wasn’t enough like a real console.

  Finally convinced that the OEM program would not only be too expensive and hard to manage, but that developers were skeptical and outside manufacturers wouldn’t be interested in the first place, the pressure was building to change the model. It was becoming more apparent that Microsoft should just create its own console system. Seeing an opportunity, the xBox team once again turned up the heat, providing even more facts and figures about Sony, and more reasons to fear them. According to Brown, “The way we shifted from the OEM model was that we began to get more and more Microsoft style paranoid about Sony, and the reason was: what their financials were, what their game titles were, and the profitability of that side of the business. This is very typical Microsoft that the more we studied a competitor, the more we became frightened of what they could judo that into.”

  Rick Thompson elaborates on how they went about building the paranoia: “One of the ways you convince a Microsoft exec staff person to do something is to give them a lot of fear, uncertainty, and doubt. So we got our hands on all sorts Sony presentations, and we’d show them to Gates. We’d show him how their vision of the future had multiple PlayStations and no PCs. That was like throwing raw meat to a tiger.”

  Much of Fall 1999 involved research and travel. Thompson spent time in Japan, speaking with various hardware contacts there, while Bachus and Blackley continued to speak with game developers and to seek their feedback. Blackley continued to work with prototypes, as well, refining what he called “the Silver X” model that would eventually be revealed to the public the next year.

  Making the Silver X

  All the early Xbox hardware demos used Windows 9x machines that booted straight into the front end using AMD chips and NVidia graphics cards in a normal PCI slot. According to engineer Drew Angeloff, there was a lot of experimentation going on. He says, “There was all sorts of fucked up hardware we had at the beginning. There were tons of all kinds of fucked-up weird beta hardware and alpha hardware and hacking process going on. The purpose was not to build an Xbox. The purpose was to get something in front of executives where they’d be like, ‘I can see how that works.’”

  They also needed something to show to developers and to the press. “As soon as you had to go talk to developers,” says Angeloff, “it’s like you needed a fuckload of machines. And if you had to go talk to people in the press, they needed a ton of machines. It became a real endeavor not only to have things that were fresh that we could show people about Xbox, but also be able to just show partners.”

  Angeloff says that one of their early ideas came from designer Horace Luke. “Originally what we would do is we’d haul around… It was like a PC or some cardboard box. It didn’t look like a PC because Seamus didn’t want it to look like a PC. It was like a cardboard box. It was some fucked up piece of hardware that we would carry around in our bags, and then we’d basically splay it out in front of a developer and get something running on it. A giant pain in the ass.” So they went back to Luke and he told them, “We’re going to have an X, and it’s going to be fucking awesome. We’re going to have a green laser shooting out of it… A green laser is going to shine out of there. It’s going to be so fucking bright. It’s gonna have this acrylic lens, like you’re peering into the soul of a fox…” and so on.

  The idea of a X-shaped prototype sparked their imaginations, and Blackley went to the hardware guys in Red West and together they came up with a plan. The idea was to weld together some aluminum in the shape of an X and then stick a PC motherboard inside it. “Then we’re going to stick a PC board in there,” says Angeloff, “and we’re going to have this crazy AGP connector. It’s going to come out along one axis of the X, so the graphics card is in one part of the X and the other part of the X is going to be the main motherboard, and there’s all this fucked-up wiring we had. We had to do custom power connectors. All of the power supply pieces of the X were outside of the actual X. It was just the processor on the inside.”

  When they showed the first model to Luke, he said the welding wasn’t good enough and rejected it. “So what we ended up doing is we found this group of guys that wanted to make racecars. They were in Redmond, and they had enough money to buy a good amount of machine tools.” And that’s how they made the rest of the Silver X prototypes by taking a solid chunk of aluminum and routing it out to form a perfect, seamless X into which they stuffed a stripped down PC.

  
    [image: ]

    The Silver X chassis.
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    There were other visualizations of Xbox like this one that were never used.
  

  When they set out to implement Seamus Blackley’s vision of an eye-catching prototype, they stayed with that configuration. The problem was that Blackley’s X-shaped concept didn’t easily accommodate a regular motherboard. In order to accommodate the graphics card, they had to have a special PCI slot that would allow them to mount the boards parallel to the motherboard, at a 90-degree angle to their normal configuration.

  Kevin Bachus describes the finished prototype: “It’s functional,” he says. Then, continuing, he goes into the specifics. “So basically you’ve got in one leg of the X, like one of the diagonals, we got the motherboard. It’s got the CPU and the graphics chip and all that stuff on it. And then in another leg we got a DVD drive, so you can stick software in and in the other leg we got hard drive. And put the back on and there’s like a flashlight that powers up and makes the jewel at the front of the X glow. It’s awesome. People were blown away by it, but it’s enormous, it weighs like 50 pounds and nobody thinks that it’s going to be a real thing… but it’s shiny and it’s neat.”

  [image: ]

  
    [image: ]

    More views of the Silver X in development.
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  Changing Vision

  While Bachus, Blackley and Thompson had been working to determine the project’s direction, Allard had wasted little time, almost immediately rethinking the project from scratch. While Colin McCartney had stayed on the project, he had little contact with Allard. He continued his work, based on the original concepts. “There was a big focus on getting existing games to run, rather than writing new games. How can we get controllers to automatically work on these games? How do we get to zero install? How do we manage disk space? How to keep up with the hardware… How do we recover from any errors quickly?” But Allard wanted to go in a different direction. “They dropped the idea of running Windows 95-based OS wholesale, and started thinking about running just an NT kernel.”

  At this point, McCartney realized that he was part of the old project, and that Allard was heading in a different direction. “He wants to change the ideas, and we’re tied to the old ideas. Rather than taking existing PC architecture, they were going to look more broadly to consumer electronics style architecture; they were going to change the manufacturing model. They dumped the requirement of running existing games; they were going to run new games only.”

  One difference that McCartney noted was that when Allard and Ferroni went out to purchase games at the local GameStop, they also looked at the customers. They began to think more in terms of the audience, and they came back and wrote a report about the project from the customer perspective. “It was a very different way of going about it than we’d been doing. We had been very—for good or bad—very engineering driven, and he had a bigger perspective. He was looking at the marketing and the customers and stuff. As an engineer I remember rolling my eyes at it, but you know… it was probably the right thing to do.”

  There were several reasons for McCartney’s departure from the project, but one meeting in particular was pivotal. It was a large, all-hands meeting. Allard was spinning out his grand vision for the project, treating it like a startup. “And so he threw out this idea that he was going to cancel everybody’s stock options and give people Xbox stock options instead. And that didn’t sit too well. He didn’t actually end up doing that, but this was one of the things he was spinning to us at the start. That was one seminal moment when I decided that I probably wouldn’t stay about and see how it was going to play out.”

  In leaving the project, McCartney reminisces, saying, “We did some things that got Bill interested in the console. We showed him some stuff that could work—that this was important—and that got him to the point where he could say go, but when he said go, he put somebody in charge who went a different route.”

  The Allard Factor

  One of the things that J, I think was a sort of a super power of his when we talk about his sort of spiritual approach, is that J had this philosophy always asking why rather than why not when it comes to features for consumer offerings.

  —Jeff Henshaw, project manager Xbox XDK

  Not everybody agreed with Allard. Not everybody necessarily liked him. But almost everybody agreed that he was smart, persuasive, connected, and the right man for the job. And for many of the people who worked with him, he was a remarkable leader and someone with the gift of inspiring others.

  Of course, there was another side to the story. The original skunkworks team, started by Berkes and Hase, were not members of Allard’s team. Some people felt that they had lost what was rightfully theirs. Blackley, in particular, was resentful and believed that Allard had more or less stolen the project out from under them. “There was a time of much hand wringing among management,” he said. “It became incredibly frustrating, and we ended up depending on a bunch of proxies to deal with Bill, and one of the proxies we ended up with was this guy Allard, who was unbelievably opportunistic and a real climber. Instead of saying, ‘Yeah, I’ll help you guys out,’ like others had, he wanted to take over and be the main man, even though he had only played console games* for a couple of weeks prior. It was interesting. Entertaining.”

  *Animosity aside, Allard strongly disputes this assertion. “i Owned consoles from odyssey onward - 2600 intellivision colevovision vectrex sega nintendo game boy micro vision jaguar master system and all the modern ones.”
  Allard’s philosophy avoids personal aggrandizement in favor of seeing everything as a team effort.* Referring to them as “directx,” Allard is quick to differ with the perspective that anybody really lost. “dunno how directx ‘lost’ at all. it was the enabler for so much of the success of the effort. without that work, that team, that industry leadership, we’d never have had a shot at 1.0. there would be no nvidia 20 chip to select and tune for the box. there would be no pc-based dev kits. there would be none of the 15-20 superstars internally that we activated to get the program started and equip people like bungie to push the limits of what had been seen.”

  * In fact, Allard refused to cooperate with me until I convinced him that my book would attempt to tell stories from as many of the people involved as possible, and wouldn’t focus unduly on him or other people who have traditionally gotten all the credit for Xbox.
  Rob Wyatt, not necessarily a fan of Allard’s, still recognizes his importance to the project, “Allard really knew the Microsoft way and we would never have made it without him. He was a critical component in getting it made and getting access to Bill and getting management’s trust, but I know Seamus and I never saw eye to eye with him from the day we met him to the day we left.”

  Bob McBreen, remembers how Blackley had expected to run the project, but says that would never have happened. “Seamus and Kevin were great to put in front of the press and do demos. They were evangelists. But there was no way anybody else but J was going to take over. J was smart. J was driven. J was the right age. J had the relationships with senior Microsoft people. He got it. None of the other people could perform at that level.”

  Drew Angeloff, who also worked very closely with Seamus Blackley, says of Allard, “He’s very, very smart. And the other piece is that he has a silver tongue. Like he has kissed that blarney stone quite well. His ability as a leader to speak to a crowd is practically at a magical level. I’ve seen him turn sentiment in a huge wide diverse crowd from skeptical to true believers, and it sticks with them. If you’re Seamus you’re probably internally rolling your eyes. You know that this is not necessarily true. If you’re me, you’re probably jaded anyway about pretty much everybody. But J has that knack; he knows how to craft a story.”
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    One of several team photos that were taken during the early Xbox development, Front Row: Jeff Henshaw, Cam Ferroni. Middle Row: Todd Holmdahl, Seamus Blackley, and Don Coyner. Back Row: J Allard, Doug Hebenthal, Bob McBreen, and Gregg Daugherty
  

  Jeff Henshaw, a 17-year Microsoft veteran was thinking about quitting and doing a startup. He had sent in his letter of resignation already. But Allard foiled his plans.

  “So he says we’re going to meet for beers before you do this. And so we wound up getting together for bagels instead of beer because morning time was the only thing we had free and we felt a little guilty having beers first thing in the morning. (I suppose there’s something noble in making that decision.) But during this bagel breakfast, J pitched the concept of a game console, and the unique attributes of what it would take to be successful building that platform, in an effort to get me excited and sign up. But at the time, all I could say is, ‘J, this sounds interesting, but knowing what I know of the game console space, this is probably a billion dollar investment, not something you and I can go do. I mean, between the two of us, we could probably scare up 25 million, but not a billion.’ And that’s when J disclosed that he wanted to take a run at doing it at Microsoft, with Microsoft’s resources.” And that’s when Henshaw joined the team.

  Don Coyner, who worked on marketing Xbox, also gives Allard a lot of credit for the success of the Xbox project. “It’s kind of the miracle of Xbox, that it got done at all, and I credit a lot of that to J, for his ability to tell a convincing story and truly separate Xbox from the rest of the company. Many in the core company looked at it as, ‘Oh, those stupid Xbox people. They’re losing all this money, and they think they’re so good. They can’t be with the rest of us. They have to be down in a different campus, and blah, blah, blah…’ And honestly, if Xbox had been sucked into the Borg at Microsoft, there’s no chance it would have been the success it was.”

  Conyer tells another story Coyner that gives a glimpse into Allard’s somewhat unique attitude about recognizing individual versus group achievements. “There’s a picture of a group of us around the big metallic X thing that we made—J and Cam, myself, Seamus, Kevin, Todd… The person who did it just wanted to have J in the picture, and he was like, ‘I’m not showing up. This is a team effort. We are not making this about me or any one human.’ He was always so good at that, saying all this crap happens in a big place like this through a bunch of people coming together, and you can’t attribute it to any one person.”

  Forming the Xbox OS Team

  Jon Thomason was already a 10-year veteran Windows engineer by the time Allard tapped him to lead the operating system team for the new console. When I interviewed Thomason, he introduced himself by telling me, “So I’m the engineer in the story, if that makes any sense.”

  What Thomason observed in the early days of what we might call “the Allard takeover” was an uncomfortable transitional period during which he says that Otto and the others were “auditioning” for continuing roles in the project. “J knew that the guys they had were never going to be able to get it done. And the other guys had walked by then—Otto and the rest of the crew who had gotten it approved. So they started auditioning… I mean that word just like that. And I came in kind of cocky, saying, “I can do this” and I think that put them off a little bit at first (laughing). Maybe that wasn’t the right approach, but eventually J asked me to come do it.

  “My bosses in Windows land were very, very unhappy and thought that the whole thing was a ridiculous project and it would get cancelled soon, and I was making a huge career mistake… and so on. But I went over and did it. I brought two guys with me. One of them is still there on Xbox, Tracy Sharpe, the smartest developer I’ve ever worked with in my entire 30-year career and who has worked on every Xbox through Xbox One, and the other guy was Rich Pletcher, who has since retired.”

  During the winter of 1999, Th omason’s team did the early design work on the OS. Sharpe did the majority of the coding while Th omason did a lot of recruiting and interviewing candidates for the team and leading whiteboard design sessions. Although the concept was coming along, the major development eff ort was still to come.

  
    More on Allard’s Arguments

    
      	Fixed Performance vs. Growing Performance. Consoles are designed to provide the same performance over a number of years (fi xed performance) while their costs drop over time. PCs are designed to increase performance over time while attempting to keep costs steady.

      	Predictable Performance. Games put heavy performance demands on systems, which only increases when serving online play. The normal Windows operating system environment is designed for task switching and multitasking, which causes delays in memory reallocation and other background tasks. As Allard puts it, “When you want two 60 FPS games playing head-to-head across the country and trying to figure out ‘who got the shot off first’, the smallest ‘hourglass’ makes a huge diff erence.”

      	Windows Footprint. Because “stock Windows” is designed to be hardware independent, working with any graphics or sound card, any input device, any memory architecture, and so on, it was highly ineffi cient at conserving memory. What was required was to design for exactly one of every component—an OS for fixed-hardware, high-performance gaming applications.

      	The Cost of Memory. “Cost is a primary consideration, and memory is a huge driver of cost. It is also the most important resource to make available to games for high-resolution graphics. With only 64MB of RAM, we wanted to give as much of the available memory to the games. So we counted every byte. Moreover, we allowed games to ‘discard’ components of the OS they didn’t need. If they weren’t going to be LIVE enabled they could dump networking, voice, leaderboard and live libraries. For instance, I believe Halo, which used every single library we shipped with on day 1, only gave up 720Kb of memory to the operating system. There are device drivers in Windows that take up more memory.”

      	Operating Systems. Where the Windows OS is designed for multiple applications, in reality, each specifi c game required only a spe cifi c subset of features. By creating a small, custom OS that could ship on disk with the game, new versions could be developed over time, and the game developer could choose the version to ship with their game. In fact, this allowed for constant innovation without requiring any hardware changes. “We were constantly innovating, but when the developer needed to stabilize, they could choose the build they wanted to use and tailor it. No 18 months between releases and everyone on the same thing. Everyone could be different since the OS shipped with the game.”

      	Cross-Platform Compatibility. Knowing that many titles would be developed across different platforms, it was of no advantage to make developer tools that were radically different from those of competitors, forcing developers to devote extra development resources to restructure titles for a brand-new platform, which Allard called “catalog suicide”.

      	APP Support. “There was some early and lingering discussion around ‘supporting windows apps’ (like Offi ce and Windows Media Player) which I never gave a lot of consideration for. I would remind everyone that we were shipping ‘a really crappy PC’ and that at TV resolutions there wasn’t much point in spending all of the resources and making all of the compromises necessary so you could run Excel on your TV. If someone wanted to build an awesome ‘TV PC’, that was a different charter. It did come up repeatedly for the next decade, however, as a ‘what if’ by random executives.”

    

  

  No Windows

  One pivotal meeting that occurred in the late fall involved only three people: J Allard, Rick Thompson, and Bill Gates. Thompson’s version of the story goes like this: “J told Bill that we were not going to build this as a version of Windows, and that the business model was one where we had to have the hardware console… we couldn’t just license the Xbox Operating System to third parties… that we would have to make it ourselves and the business model was a completely different one. And Gates basically went nuts, like literally spitting mad. That wasn’t what he’d asked us to do. So J was very good. He was probably the only guy I knew who could stand up to that barrage. And by the way, I say that very respectfully. I think the world of Bill. He’s a national treasure to me. The purity of what he wanted made sense. It just wasn’t possible, and once he understood that and calmed down and stopped spitting, he gave us permission to go forward and do what we had to do. And J knew that it had to be that way, because he knew Bill was going to lose it, and he knew we just had to ride it out, and he didn’t want Bill to have any more of an audience than he had to have.”

  Allard remembers what could have been that meeting or another that lasted about two hours in which he says, “i was a broken record on a couple of fronts

  
    	online-centric

    	game-developers first

    	gamers second

    	retailers, publishers, accessory mfgs, etc third

    	msft last”

  

  In Allard’s view, there was really very little real controversy. “in a world where we were shipping a 64Mb console when our desktop OS ate that kind of memory like potato chips it was clear to everyone that we needed to consider how to best adapt it. bill, and other execs, having no depth in the game market needed to be educated about the requirements and parameters we needed to apply to be successful… …bill and i can be colorful and hyperbolic and wind each other up a bit, so i’m sure you’ve heard some “drama”, but there really wasn’t much. in the end, the only thing we really disagreed on in gen 1 was modem vs. broadband and i’m glad we pushed forward the way we did (and was happy to work at a company to be empowered to disagree with the chairman and go forward with what i believed was the right thing to do)”

  Early Visions of an Online Service

  Another very early document that laid out the online philosophy was originally written by Jeff Henshaw back in April, 2000 with some minor updating just before it was shared with me for inclusion in my research. It’s a very far-reaching document, particularly considering that it was written months before the launch of Xbox. You can see the document, “XBox Online & “XZone” Specification” on page 419 of the Appendix.
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  Or We Could Just Buy Someone?

  As we examine the Xbox story, we see a difficult, often contentious, but steady movement toward the concept of a Microsoft game console system. However, just because people were talking about and ultimately developing that console, doesn’t mean that other options were being ignored. One such option that Bill Gates favored was somehow convincing Sony to use Windows technology to drive the PlayStation 2, and he did arrange meetings with Sony execs on several occasions. Of course, that didn’t work. After all, why should Sony pay a percentage to Microsoft when they had already developed their own operating system? Another strategy that took a little longer to resolve was simply to purchase another company.

  Buying Sega

  One company that Microsoft almost purchased was Sega. According to longtime industry veteran Bernie Stolar*, the deal was already on the table. “Actually, I went to sell Sega to Microsoft, but Mr. Okawa screwed that up. Sega could have gotten sold to Microsoft—the deal was cut—but he went back again, twice, to get more money, and Gates finally said no.”

  * Bernie Stolar was president of Atari from 1990-1993. He was an executive vice president at Sony Computer of America from 1993-1996, and was president and COO of Sega of America from July 1996-August 1999. He was also president of Mattel from January 2000-December 2002. He held several other chairmanships after leaving Mattel and even spent a year and a half as a games evangelist for Google.
  According to Bob McBreen, who was involved in this and other purchase negotiations, there was considerable tension between the two companies, aside from the purchase price. He recounts the story of a secret meeting at Microsoft that occurred in the midst of the negotiations. It was a Sunday, and the meeting began at Red West around 6pm. Part of the problem was that Microsoft had sold Sega on the idea of using Windows CE to create an operating system for their upcoming Dreamcast console. But once word of the Xbox became known, it soon became clear that Xbox would be a more powerful console. Their perspective, according to McBreen was, “They had just built their Dreamcast on this Windows CE reference design for gaming, and it was so underpowered compared with what we were doing with Xbox, they were basically paying Microsoft a per-unit royalty on CE for Microsoft to put them out of business.”

  Meeting with Bill and Okawa-san

  Chris Phillips recounts a story about a special, and poignant meeting between Bill Gates and Sega’s chairman, Isao Okawa, who was also the chairman of the Okawa Foundation, founded in 1986 and dedicated to providing grants and support for the promotion of information and telecommunications. “I was the only person in the room, I think, who knew that he was dying of cancer. He was the chairman and CEO of CSK, and he owned Sega. And that was one of the most surreal meetings in my life.” Microsoft was already working on Xbox at the time, but the idea of acquiring Sega was still under consideration, if only to acquire their development teams. But Okawa’s motivation was somewhat different.

  “Okawa wanted to leave a legacy to Japan, and really wanted to keep making another mark, even posthumously, on technology and Japan. He wanted to build a Dreamcast 2 type thing with us, as an alternative idea to doing Xbox. It’s kind of a crazy meeting to be in a room where people are throwing around billions of dollars like we’re at Vegas and ‘I’ll put up X billions and you put X billions, and we build…’ you know, the entertainment console of all entertainment consoles. And it was a surreal meeting. Here was a man that could see death, and was basically willing to put down monster bets, just throw it all on the table.

  “At that time, Bill, I think, said ‘I don’t know how well we’re going to do this [meaning Xbox]. We don’t know what we don’t know, but we’re heading forward, and hopefully we won’t totally screw this up.’ Which was very Bill-ish. I mean, like there are times like that where I also could learn a lot just watching Bill and listening… You know, Bill could put a deal aside in an instant for business. Watching him do deals, or his behavior in listening to proposals just taught me a ton.”

  Buying Square Soft

  Another company Microsoft tried to acquire was Square Soft. According to Rick Thompson, “We actually made a run at trying to buy Square. We were interested in buying Final Fantasy and make our own franchise. It went all the way to the point where Ballmer actually met with them, but the numbers they came up with… They wanted something like one and a half billion dollars for half of the company. So that never happened.”

  Bob McBreen was at the meetings with Square Soft in Tokyo. It was November 1999. There was a deal on the table and Steve Ballmer, who was in Japan on a sales tour, attended a celebratory dinner the night before the final meeting. The next day, everyone was gathered in a conference room, ready to sign papers. “Then Suzuki* stood up and said, ‘Before we sign, our banker would like to say something.’ And the banker got up and basically said, ‘We want more money.’ They just about doubled the price. I forget exactly what we were going to pay for them, but it was serious money. It was definitely in the billions. And their banker got up and said, ‘After reviewing this deal, we realize that there are some errors in the numbers, and we’d like more money.’ And we asked them, ‘What did we miss when we did our due diligence?’ And they basically came back and said, ‘You missed that we’re worth more money. We want more money,’ and both sides walked away from the deal.”

  * Hisashi Suzuki—president and CEO from 1995-2001
  
    [image: ]

    Rick Thompson visited Japan so often, that he was even featured in a story in a Japanese magazine
  

  Buying Nintendo

  Rick Thompson also relates another potential purchase—Nintendo. Even while he was working on the Xbox, Thompson was still looking for alternatives. “The Microsoft DNA is very much a DNA of ‘let’s build it ourselves, screw everybody else, we don’t need any help…’ that kind of mentality, but I kept looking at it and thinking the only company who is any good at this business is Nintendo. I loved Nintendo’s model because they had Miyamoto, and they kept the game development business in-house, and they bullied the third-parties. Like when Zelda came out, everything else had to get out of the way. When Super Mario Bros. came out, everything else had to get out of the way. They understood the business deeply, and their first-party title business was remarkable. And they had that Japanese system where a guy like Miyamoto would never leave Nintendo. So I visited Nintendo seven times. Back then, the Nintendo of America offices were about 300 yards from my offices in Redmond at Red West, and I would literally walk across a dirt field to visit Howard Lincoln and the rest of the guys over at Nintendo. So between visits in Redmond and visits in Kyoto, I visited them seven times, and in my ugly American way, I just came right out and said, ‘I want to buy you guys.’ And they would say, ‘We’re not for sale.’ So I got some of my Japanese buddies to do proper introductions to meet the guys in Japan, where I got instructed. The Nintendo company was started in 1889. They used to make playing cards—handmade playing cards. The guy who runs this thing, Yamaouchi, is 80-something years old and is the great grandson of the founder, and you’re not going to buy this thing come hell or high water.

  Don Coyner’s comment about the trips to Kyoto is, ‘Yeah, we went to Kyoto and had that conversation. I think they were just confused. ‘Huh?’

  “We did talk with a guy there, Takaeda-san,” says Thompson, “who’s still there making hardware for Nintendo. Takaeda came to Redmond a couple of times, and we talked about trying to build a joint box—basically their hardware design and our operating system. We got pretty far on it, but we could never quite get there because we both basically wanted to be in charge of the project.

  “I used to drive the guys crazy because all they wanted to do was invent the future, you know, typical classic Microsoft guys, and I was kind of the anti-Christ going out to Nintendo and saying I’d rather buy them… In my mind we should have paid $25 billion for the company, rather than start this from scratch internally.”

  McBreen, who was also involved in negotiations with Nintendo, remembers several serious discussions. “We basically made the pitch to them that they weren’t great at hardware. They were great at characters. And first we looked at buying them, and they said no.” That might have been the end of the story, but apparently Nintendo was still interested in some kind of partnership. “I remember I was at the Red Robin in Redmond Town Center on a Friday night, and I got a phone call from my contact at Nintendo USA who told me that Mr Yamauchi wanted to start negotiations again. And so we negotiated with them for a little while. Rick actually went over to Kyoto.

  “Later we disclosed the entire hardware design of Xbox to their engineers to see if it made sense to work with us. They spent three and a half days in Red West going through all the technical implementations of the design of Xbox. Xbox was no surprise to Nintendo. They knew when it was announced. I have faxes going back to Mr. Yamauchi about potential joint partnership between the two companies. So when Xbox was announced, they knew everything about the technical details. They had spent two and a half days in a conference room with their best engineers.”

  McBreen also remembers some specific elements of the negotiations. For instance, Microsoft was proposing that Nintendo would get out of the hardware business altogether and publish on Microsoft’s hardware or through a joint venture. Nintendo could produce a certain number of royalty-free games per year, with the rest being at something like $9 per game. McBreen says, “It was very favorable to them, but in the end they basically came back and said—they were very Japanese about it—that no matter what the deal, how favorable it was to Nintendo, it would look like they had lost to Microsoft in a space where they had history and we had none. It was going to be a Microsoft product that would be endorsed by Nintendo. But the deal on the table was that they were going to get out of the hardware business, and Xbox was going to be the exclusive platform that Nintendo games played on.”
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  The Hail Mary

  [image: ]

  In December 1999, the Xbox team produced another report, which they titled “Hail Mary” (with the quotation marks.)* The report offered a close look at the alternative strategies and relative risks and rewards of the console strategy. It also contained what almost sounded like another ultimatum on one of the early slides.

  * In this slide deck (actual slides below), there were two separate spellings of the console name: XBOX and Xbox. See the whole series of slides in the Appendix page 257 or this specific slide deck on page 360.
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  One slide mentions un-modeled upsides, which included opportunities that might add revenue and/or popularity to the Xbox model, such as partnering on an MP3 player, getting $10/month subscriptions to Microsoft GameZone, a $49 browser/keyboard offer, and several more, including still offering the opportunity for OEMs to buy Xbox motherboards and build systems while paying the usual OS royalty. There was even the idea that these OEMs could produce a dual boot PC that, on the one hand would be a normal PC capable of running productivity software and on the other hand, operating as a dedicated game console.)

  A “yes” would mean a commitment to announcing the Xbox at the upcoming CES (Consumer Electronics Show) and GDC (Game Developers Conference). In addition, it would require $1 billion to pay for hardware, another billion for content acquisition, and a head count of 315 for Xbox and, with the Entertainment Business Unit (Ed Fries’ division), a total of 590 people. The hardware and content acquisition numbers were unchanged since late September, but the head count had increased by 205 people.

  The report also included slides titled “Reasons to Proceed” and “Reasons to Cut & Run”.

  Reasons to proceed? Gamers are engaged, passionate, reliable, and possibly “the only end user community with influence;” other avenues into the home are already encumbered (cable, phone, etc.); Xbox could represent an “independent asset base in the home.”

  Reasons to cut and run? The long-term value of Xbox was unclear, even based on an installed base of their target—43 million units; Xbox losses of $900 million per year; Xbox is “at parity” with the PS2, meaning that it wasn’t better, just equal.

  It is interesting to see what they considered goals for success, versus those they weren’t concerned with. For instance:

  
    	getting a “seat at the table” in the living room by establishing the Xbox brand;

    	developing long-term assets, such as game franchises, IP and a profitable online game and download service;

    	shipping 44 million consoles and 106 million games over the life cycle of the console (6-8 years).

  

  In other words, they weren’t concerned about unifying gaming around the Xbox, including Office and other Microsoft productivity applications, or helping the PC game division become more robust.

  There were several slides offering alternative strategies, such as putting $2 billion into Sega in exchange for equity and developing Xbox with them. Another idea, based on the concept that “it’s all about content” was to create a new company in Japan (with majority ownership by Microsoft) to bring together game rock stars like Miyamoto, Yu Suzuki, Sakaguchi and others. Then have this “NewCo,” as they referred to it, ship the Xbox. Other ideas centered around developing a strategy around Windows CE or abandoning the console altogether, for the moment at least, and concentrating on becoming a software powerhouse like EA.

  The final slide in the main deck was called “Next Steps”:

  
    	This is a 5+ year decision / commitment

    	Grudging acquiescence” isn’t good enough

    	Create the XBOX—Games Division

    	Get the organization decisions finished

    	Move us—get us into one space

  

  Another group of backup slides included some technical specs, justification for using Windows NT as the basis for the Xbox OS, suggested peripheral devices for Xbox, and strategy rundowns for both first party and third party titles.

  There was no immediate Christmas present for the Xbox team, however. Although the Xbox concept remained technically alive at the change of the millennium, it was not yet fully approved and funded, meaning that it was still just an idea, but not a project—a noun, not a verb. More birthing pains were required, and labor really began a couple of months later in a contentious meeting on the day normally reserved for hearts and flowers—Valentine’s Day 2000.

  A Hard Decision

  One of the issues that was sure to show up again in the next, and possibly definitive meeting was the inclusion of a hard drive in the console. No console manufacturer had previously used a hard drive in a console, but the idea of including one in Xbox was present from the beginning. The first mention of a hard drive that I could find was in a slide deck from April 1999, which was at the beginning of the “Bill” meetings.

  The main area of contention was price. On a console that would retail somewhere in the neighborhood of $300, the hard drive at $50 dollars a pop was a massive extra cost. Besides price, the main argument against including a drive was that it wasn’t necessary. After all, every previous console manufacturer had done quite well, first with cartridges and later with optical drives. Perhaps because Microsoft was at the time primarily PC focused, the idea of using a rewritable drive just made sense. Add to that the fact that back in April 99, when the proposed system was just as likely to have become a specialized Windows PC, a built-in hard drive was completely logical.

  As the project trended toward a console instead of a Windows PC, the concept of the hard drive remained in the plan, but support for it was nowhere near unanimous. One of the problems pointed out by opponents of the idea was that, unlike other components of a console system like memory, graphics chips, and motherboards, hard drives do not reduce in cost over time. Part of the business of consoles depends on the fact that a lot of early components will get cheaper over time, meaning that over time the cost per unit goes down before the console’s retail price is inevitably reduced. Not so with hard drives. For 50 bucks you could buy an 8-gig drive at wholesale this year. Next year, the drive will still cost you 50 bucks, but it might be a 16-gig drive. So you get more for your money, but you can’t get a cheaper price per unit.

  Another downside to the hard drive argument was that, even if you did add a higher-capacity drive for the same price, you couldn’t get any benefit from it. For instance, suppose the initial system released with a 10-gig drive and the next year only 20-gig drives were available at the lowest price. You couldn’t essentially reward later purchasers at the expense of your earliest customers, so the result is that every future drive, whether it was 20, 40, or 80 gigabytes, would have to be reduced functionally to 10.

  Ed Fries and J Allard were big proponents of the hard drive. They saw the potential of having the drive—downloadable patches, better and more convenient storage of games and saved games, expansion packs—but ultimately the fixed price of the hard drive created a difficult tradeoff—a hard drive vs more RAM. There were good reasons for increasing the RAM on the machine. According to Stuart Moulder, who sat in for Ed Fries at one of the more heated “Bill” meetings on the subject, they made the call to go with the hard drive, but in retrospect he realizes that Bungie—if they had been part of Microsoft at the time—would have opted for more RAM. “Limitations on RAM in the

  Xbox was a large part of why Halo looks the way it does. It was very repetitive in its look and feel because we had limited memory for textures and geometry. So the tradeoff was you could either have super-fast load times between segments by reusing assets that were already in memory, or you could have a wider variety of textures and so on, but you would have to hit the DVD for them with an impact throughout the game.”

  At the time, when Gates turned to him and said, “You’re the games guy. You’re going to make the software for this. Which would you prefer?” Moulder admits that he didn’t have the definitive answer. At the time he did his best to enumerate the benefits of the drive.

  Bob McBreen spent many hours trying to figure out how to manage costs on Xbox, and the hard drive was one of the big issues. “We had a spreadsheet that had Sony’s costs in it, and then had our costs on it, and they didn’t have a hard drive, and we did have a hard drive. We spent hundreds of hours in meetings trying to figure that out.”

  According to Mike Abrash, who was a staunch opponent of the hard drive, “I thought it was going to be a fifty dollar paperweight,” the decision ultimately went in favor of the drive when Allard “wrote this very long treatise about all the things you could do with a hard disk, and that was kind of the end of that discussion.” Abrash contends that, although Allard was very good at imagining things and very articulate as well, many of the things he envisioned in his treatise never came to be. Abrash also points out that for the Xbox 360 the hard drive was optional. On the other hand, he admits that customers liked the hard drive option in the 360, but still contends that it wasn’t necessary.

  Broadband

  Another Xbox feature that had been proposed from the start, but that was controversial, was the inclusion of a broadband Ethernet connection. Some people favored a built-in modem, but proponents of the Ethernet connection argued that widespread broadband support was imminent. As previously noted, this was one of the major areas of contention between Allard and Gates. In many ways, ditching the modem in favor of an Ethernet port was a bet. The bet was that there would be large-scale broadband penetration into people’s homes. It turned out to be a smart bet, but if the timing had been too far off the mark, it would have been a very bad one, and although they made the right choice, it didn’t become clear how completely right it was until a year after Xbox launched, when Xbox Live started up.

  Bandwidth Penetration and the 3 Bets

  Robbie Bach says, “The interesting thing is that for Xbox the idea of an online game service was part of the original plan, but when we launched there was no online gaming. The only thing you could do… we had this very funny cable you could buy that would enable you to string Xboxes together. So people would have these Xbox parties where they’d bring TVs and Xboxes into a house and go and get some rooms and string cables together and then play multiplayer gaming that way. Particularly on Halo, people forget, the first version of Halo had no online service support.”

  Don Coyner was involved in these early modem versus broadband arguments, although he moved out of marketing soon after the Xbox launch. “Those were heated debates back and forth. There was a faction who looked at the numbers and said, ‘So few people have Ethernet, how do we ever get traction when there’s so little adoption of Ethernet at this point?’ And certainly the games guys were all hardcore on it. ‘There’s no way you can have dial-up and have any kind of successful service.’ And the idea of doing both was discussed for a while, but that was like, ‘That’s ridiculous. Now you’re asking people to develop for two different things. That’s impossible, and you’d have to build a service for two different things… that’ll never work.’”

  Meanwhile, the critics were correct to an extent, but in the end the Ethernet proponents won. Despite the fact that broadband access was still very limited at the time they were beginning to work on Xbox and Xbox Live, and the numbers they were seeing suggested that broadband penetration would not be sufficient to justify their risk, they saw some reason to hope by analyzing the trends in broadband adoption and changes in certain critical technologies. And so, Boyd Multerer, who later led the Xbox Live team, says, Microsoft made three “really big bets” on the future technology:

  
    	Bandwidth penetration was going to happen.

    	Data center bandwidth costs would fall.

    	Servers would improve so that they could handle the load.

  

  Allard was adamant that broadband was the only way to go, and, certain that he would be able to convince Bill Gates of that fact, he made a $1000 bet with his friend and partner Cam Ferroni in October 1999 that he would succeed by December. He lost that bet, but not by much. Though it did take a little longer, ultimately Gates did come around.

  Since large-scale broadband adoption had not yet occurred, there were a lot of unknowns, including what would happen if they succeeded. “We were worried about internet providers blocking our traffic because we knew we would make a lot of traffic, especially compared with most normal households,” says Multerer. “And while we were worried about that, we also thought that ok, they actually want people to use a lot of traffic because that will push broadband adoption and give them all kinds of opportunities.”

  Of course, the inclusion of the Ethernet port at the time was about planning ahead, making bets, and moving forward. It was also clear that there was still work to be done just to get final approval for the console itself. At the time, nobody knew for certain that the their bet on the Ethernet port would ever be fully realized, and without it the effort to create a true online service would not be feasible.

  The “Hail Mary” did not result in approval, but it was only a matter of time, and a different holiday than Christmas.
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  The St. Valentine’s Day Massacre Microsoft Style

  The pressure was on to put up or shut up. Bill Gates was already signed up to deliver his first GDC keynote. Would it be the Xbox announcement or something about games and graphics? The meeting of February 14th, 2000 was convened at 4 pm to find the answer to that question, and many others, and to lead to a definitive decision.

  On the night before and the morning of the meeting, J Allard wrote a pair of emails to Bill Gates and the senior management. The first email, (which you can read in the Appendix, page 374), described the technology of Xbox as they had it been planned. He started out the email writing, “goal of this mail is to be full-disclosure and to clarify technical points on xbox as there seems to be the serious confusion.” The second email (viewable on page 381) attempted to answer more questions about the vision and future expectations of Xbox.

  The meeting was packed with executives, including Gates, Ballmer, Thompson, Allard, Ferroni, Bach, Fries, Mundie, Rick Belluzo*, Rick Rashid from Microsoft

  Research, and Todd Holmdahl. Allard was, by now, one of the chief advocates for Xbox. This was Team Xbox’s moment of truth. According to Bachus, “We say, we’re building it ourselves, we’re marketing ourselves, it’s going to cost billions of dollars to do, and it’s the right thing to do. We think it can go successful, but it’s going to take a while to succeed. And it was a massacre. I mean that was a very, very contentious meeting. It went on for a long time.”

  * Rich Belluzo came from 23 years at Hewlett-Packard and a brief stint as CEO of SGI, before spending 14 months as President and COO of Microsoft, leaving in 2002 to become CEO of Quantum Corp.
  Fries remembers how the meeting began and, in particular, Gates’ dramatic entrance. “Normally my boss, Robbie Bach, was good at doing what we called ‘pre-disastering Bill,’ but apparently we hadn’t pre-disastered him. We’re in the board room, it’s full of vice-presidents—I mean, pretty high-up people in the company—and Bill walks in and throws the deck down on the table and says, basically, ‘This is an insult to everything I have done at this company.’ And that was the start. Sometimes he could be dramatic like that. We had seen stuff like that before, so we didn’t give up hope, but we were kind of off to an interesting start to the meeting. And we all turned to J because we knew why Bill was mad. He was mad about Windows being gone, and we expected J to put up some fight.* But J was kind of caught off guard, didn’t really say anything. So I tried to say something, and Bill just kind of shot me down, and then Robbie tried to say something, and he shot him down and, and then it just kind of went like that for a few hours.”

  * According to Allard, he had done the predisastering: “I had pre-mailed two long emails the day before that spelled out my posiition—(see Appendix page 374 and page 381). Asked bill if he read it. Let him cool down. Made others uncomfortable but hyperbolic “Hyperbole Gnip Gnop” wasn’t going to advance the meeting. Bill knew the plan and the logic. He just needed to put his opinion on the record one last time. The plan was go/no-go and we weren’t going to suddenly change our mind and try and stuff the full Windows OS into this gaming optimized 64Mb box.”
  The meeting focused on everything that had already been discussed and argued and beaten to death, and it dragged on and on. People argued the costs of the project, the business model of selling essentially a $500 hardware device for $300 and losing money on each sale, manufacturing and inventory risks, and so forth. Clearly, in the minds of some people, the plan had changed since September, when it was still based around OEM-built machines, to now, when it was clearly about Microsoft getting into the console manufacturing and marketing business. Of course, it was Gates and Ballmer who needed to be convinced, and so the attention was on them.

  Everybody I’ve spoken to who was at that meeting agrees on several things:

  
    	It was incredibly contentious.

    	It dragged on for hours… and hours.

    	Almost everyone, at some time during the meeting, left the room to call a loved one and say they weren’t going to celebrate Valentine’s Day together. However, there are different opinions about how the meeting eventually arrived at its resolution. What follows are the specific recollections of some of the main participants:

  

  Allard says, “the one standout in my mind was rick belluzo who gets little attention in all of this. i think he pretty much put it over the top as i remember it. while it wasn’t the ‘final word’, at some point steveb looked to rick and said “what do you want to do?” and rick said “i don’t know a whole lot about the space, but i understand the plan and i believe in the team. i think we should bet on these guys”. i don’t remember it word for word, but it really stuck out that rick filtered the decision through PEOPLE whereas bill generally would orbit the TECH and steve the BIZ. so, it was a standout for me since i hadn’t really seen an executive in the company make a call like that before.”

  Bachus believes that the point of decision coming might have come when Gates issued an ultimatum, something like “Here’s the way that I see it: We need to have something like Xbox to build a cohesive consumer strategy. We either do Xbox or we get out of the consumer business altogether. Sell off the game division to Electronic Arts, sell off MSN, shut down the print productivity stuff, get out of the consumer business and basically go head-to-head with, let’s say, Oracle on the business side.” Nobody liked that option, and so the decision was made, and Xbox was approved. (According to one participant, this might have been a different meeting.)

  Bach remembers saying to Gates and Ballmer,

  “‘If you guys don’t think the strategy we’re on is the right strategy, let’s just stop.’ I mean, I still had a job. I could go back and do my day job. Everybody else on the team could go back and do what they’re doing before. Let’s not get ourselves down the path on something we don’t believe in.”

  Fries remembers the pivotal moment. “Then, at some point, Craig Mundie said basically, ‘Well? What about the competition?’ Meaning Sony, of course. And Bill and Steve looked at each other, and their expressions kind of changed, and Bill says, ‘You know, we should do this.’ Steve says, ‘Yeah, we should do this.’ And then they completely changed, you know, 180 degrees from where they were. They turned back to us and said, ‘You know, we’re going to give you guys everything you need, and we’re going to let you go off and be your own part of the company. We’ll give you all the resources that you’re asking for, and we want you to go off and do this thing and make it be successful. And that part lasted about 5 minutes. And then the meeting was over.”

  “Steve said, ‘This is what we’re going to do, so we believe,” adds Bach. “You’re not going to get second guessed by us anymore. Go forth and prosper.’ He didn’t use exactly those words, but that’s the videogame equivalent, and from that date forward, to their credit, Bill and Steve never doubted us.”

  “As Robbie and I walked out,” says Fries, “I just remember turning to Robbie and saying, ‘You know, that was the weirdest meeting I’ve been in during my fifteen years at Microsoft.’”

  Cam Ferroni says, “We honestly thought they wouldn’t go for it. When they did - we were elated… and scared.”

  During the meeting, Thompson says, “Stuff was flying around, hot and heavy. It’s like being in your first fire fight to watch something like that. So we sat there all evening and sort of sang Kumbayah… Well, that’s the wrong way of saying it. We sort of girded ourselves. ‘We’re going to do this. We’re really going to do this.’ That sort of thing. And then on March 10, 2000, I did the Tokyo announcement, Gates did the San Jose announcement, and J

  Allard did the London announcement. And we were off to the races.”

  In retrospect, the Valentine’s Day meeting was the culmination of the many smaller go/no go decisions, and it would be fair to say that the project was approved several times leading up to that meeting. In fact, some people say, erroneously, that Xbox was approved back when Rick Thompson and J Allard were put in charge back around August/September. But this was it… the moment when it was full steam ahead.

  One real irony is that the final project—the Xbox—was a dedicated game console, not the modified Windows box that Gates had wanted and that the Xbox team had initially proposed. Further irony was that the ex-3DO/ WebTV/WinCE guys had wanted to do a console from the beginning, but it was ultimately the DirectXbox, which depended on the DirectX APIs, that prevailed. Whether, as some maintain, that was the Xbox team’s plan all along, or whether the concept evolved out of the research the team had done to convince Gates and Ballmer, the end result was something that most people thought would never happen—and, perhaps, almost didn’t: A Microsoft game console system.
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  Inconceivable

  “When Cam and J and Jon Thomason came on board, the project hadn’t gotten anywhere yet. I mean, it’s also completely fair to say, those guys— Otto, Ted, Kevin, Seamus and Nat—were all on board before the project was approved. So, when you ask when did the Xbox begin, you know, you could say it was a gleam in Otto Berkes’ eye. That’s a fair statement. You could say Bill approved it in July because he said hey, there’s some good product ideas here. You could say Bill and Steve approved it in December, which was a different outcome than what Bill was looking at in July, but still ok. And you could say, well it didn’t really start until February because that’s when they approved what we actually decided to do.”

  -Robbie Bach

  When word of the console project began to spread, most people were dubious at best. A typical reaction was described by engineer Dave McCoy. “I remember when a lot of us first heard that Microsoft was going to build a console, our first reaction was to laugh because we thought it was such an untenable thing. I mean even inside the organization, it was like, ‘Hey guess what? We’re going to build a console.’ ‘What? Are you kidding? That’s never going to work. That’s preposterous. Microsoft doesn’t know anything about this.’” Even after McCoy had been absorbed into the team, he and many of his colleagues were still having a hard time believing in the project. “We thought it was preposterous, but here I was working in a small little group and it was all over the map in terms of what was this thing going to be. Was it going to be a device that just runs Windows and is it going to have a keyboard. Is it going to be this or is it going to be that? I remember seeing a version with a little C: prompt on it. Ok. That’s cool… I guess.”

  Jon Thomason, who would lead the Xbox operating system team, said, “There was all this posturing. No code had been written; no hardware had been built—on either side. All the people posturing, wanting to do this. And all these sort of demos that Otto and Seamus and everybody did, there’s nothing but smoke and mirrors there. And that’s ok. That’s what makes it a great story, because there were all these forces arrayed against each other with no substance and yet somebody won. And then a whole other team came in to build it. By the time I got on, my team… we didn’t spend one second doing anything but real code. No demos. Any demos that happened came from the ATG team.”

  
    The Original Xbox Team When Approved

    Corcoran, Elizabeth A.

    Booth, Jennifer A.

    Wilcox, Jon L.

    O’Rourke, John S.

    Allard, J.

    Ferroni, Cameron J. A.

    Spector, Barry J.

    Del Castillo, Leonardo G.

    Gibson, Greg S.

    Kwoka, Paul J.C.

    Liu, Dick C.K.

    Reents, Jeffery M.

    Blackley, Jonathan L.

    Dernis, Mitchell S.

    Engevik, Deborah L.

    Ng, Brenda J.T.

    Schnepf, Brett A.

    Coyner, Donald R.

    Daugherty, Gregg R.

    Holmdahl, Todd E.

    Stewart, James R.

    Walker, Robert S.

    Hebenthal, Douglas C.

    McNulty, Mark J.

    Mooney, Dennis

    Vingerelli, Enrico G.

    Friedrich, Bernd

    Roshak, Todd G.

    Thomason, Jonathan G.

    Sharpe, Tracy C.

    de Leon, Juan Carlos

    Henshaw, Jeffrey D.

    Bach, Robert J.

    Angeloff, Drew A.

    Hufford, David E.

  

  Chips for Xbox

  With Bill Gates weeks away from taking the stage to announce the Xbox to the world at GDC, two of the most important Xbox components had still not been determined. The story behind the Xbox CPU involves two major players and some last-minute surprises while the Xbox GPU story involves one clear industry leader, an unlikely upstart, and some hardcore negotiating.

  The Xbox CPU

  The major contenders for Xbox CPU were Intel and AMD, although Rick Thompson says that Philips was also trying to pitch Microsoft on a custom CPU. Initially, Microsoft chose to use an AMD chip, in part because it had better performance than the current Intel chip and also because they couldn’t come to agreement on the price with Intel. Both the original fast boot demos for Bill Gates and the infamous Silver X had been on modified Windows machines using AMD chips. According to Rob Wyatt, they had become comfortable working with AMD’s ATX boards. They provided better performance for games than the Intel Pentium chips that were available at the time. At the hardware level, there was a lot of support for AMD. In addition, while Blackley and others were traveling around making their pitch for Xbox to developers, they were saying that Xbox would use AMD’s CPU and NVidia’s graphics processor, so that was the expectation.

  Management wasn’t quite as loyal to AMD as the engineers were, and Wyatt remembers getting an email from Steve Ballmer. “All it said was, ‘Don’t fuck up the Intel account.’”

  Bob McBreen was directly involved in the negotiations with various chip manufacturers, both CPU and GPU chips. He visited both Intel and AMD to see who would offer the best terms. His first experience negotiating with AMD went very well. “They were great partners, fabulous negotiating.” However, when he approached Intel, it was quite different. “Rick and I had a call with (Intel CEO) Pat Gelsinger and told him that we were doing this Xbox thing and that we had some very aggressive pricing that we wanted them to hit on chips, and in addition to that we needed them to develop chips with a faster front-side bus, and they basically told us, not interested. Not our business.”

  So with Intel off the table, discussions with AMD got serious. They met in Las Vegas with AMD’s CEO, Jerry Sanders, and “a bunch of mucky mucks,” but now AMD was asking for a very much more aggressive deal. They wanted Microsoft to take a $200 million equity position in the company and also pay aggressive rates for the chips. “We kind of choked. All we were trying to do was buy chips, and they were trying to leverage it. ‘Wow, AMD is now a partner with Microsoft, and not only are they a partner, but they’ve taken an equity investment.’ And we told them they were crazy. They thought they had us over a barrel because it had been quietly leaked to everyone that AMD was our partner. And they threw this thing, at the last minute, and stared us down.”

  McBreen says that it’s possible that AMD knew that Intel had turned them down and figured they had the upper hand, but the Microsoft negotiators told AMD to take this proposal off the table and come up with a new proposal without the equity requirement, and they said no. The best they would offer is some adjustment to the pricing. As soon as they returned to Redmond, they called Intel again, and this time was different… they were interested in dealing. “And so, for a period of time, I was going back and forth with Intel and AMD, and AMD I don’t think figured out that we had a backup plan. They thought that we were stuck, and so the negotiations with Intel picked up really dramatically.”

  Meanwhile, it was almost time for Bill Gates’ big Xbox reveal at GDC, and they still didn’t know what processor would be in the box. According to McBreen, Rick Thompson had already left for Japan to make the announcement there, and his slide deck said that the processor was going to made by XXX. McBreen was still going back and forth between the two companies and keeping Bill Gates updated.

  The issue with Intel was that Microsoft wanted them to promise a more powerful chip, one that would equal or exceed the performance of AMD’s chip. It came down to a dozen Intel negotiators with McBreen on the other side of the table. “And at the end, at the last minute they agreed. I sent the deal sheet over to Bill. Bill said, go with Intel. Got the information to Rick in

  Japan, and then all hell broke loose with AMD.”

  CEO Sanders called McBreen right after the announcement, “and just went crazy. Absolutely crazy. We tried to tell them what was going on. We tried negotiating with your people, and they kept coming back with this equity thing, and we kept telling them we don’t want to deal with equity, and they kept coming back with it. And he was like, ‘Why didn’t you call me directly?’ It was crazy. Then he ended up calling Bill, but by then it was too late. We’d already done the deal with Intel.”

  The Xbox GPU

  From the beginning of the project, NVidia was expected to supply the Graphics Processor Unit (GPU) for Xbox. In part, the decision was based on NVidia’s quality and reputation as well as the relationship that some people at Microsoft had already established with them. Another reason was that it would lend credibility among third-party game developers that Xbox graphics would be powered by NVidia. And they needed those developers on board.

  Negotiations began long before Microsoft had planned to reveal the project to the public, but word had leaked out somehow, and it made negotiations more difficult. McBreen was once again one of the principal negotiators for Microsoft. He says, “NVidia believed that there was no way we could ever choose anyone else for a graphics processor because it had already been leaked. They were at the top of the heap for gaming companies, and so if we came out and said we’re going to do S3 or somebody, we would lose the 3rd party gaming companies. So trying to negotiate with (NVidia CEO) Jen-Hsun was next to impossible. He was very proud of his technology; he knew he had us over a barrel.”

  To complicate matters even more, the recently purchased WebTV team got involved. McBreen notes that the “honeymoon phase was still very strong… they were the darlings. They knew hardware. They were technology mavens, and so every decision we would make, Bill would say, ‘Hey. What do the WebTV guys think about this?’ Well, the WebTV guys did not think we were smart at all. They thought of themselves as silicon vendors, and they had this company that they had been talking to for doing graphics stuff on future versions of WebTV. It was called GigaPixel.”

  Gigapixel

  George T. Haber is certainly not a major character in the Microsoft saga, but his story is worth telling, if only because Microsoft almost made him a multi-billionaire. Haber was a Romanian immigrant who came to America to follow his technological dreams. He came from the Transylvanian region on the border with Hungary. “All the Dracula movies and things that you read and hear about vampires, for some reason based in this mountainous place.” Haber’s history is remarkable. His mother was a survivor of Auschwitz, and his father had fought and been captured first by the Russians, then by the Germans, and then by the Russians again. He says, “I was brought up with this thinking that the only thing that matters in life is the thing that you can carry with you wherever you go, which is basically your brain and your education, and the persona you become by learning.”

  Haber was encouraged by his parents to explore art and learning, and at one point he picked up the guitar. “Back in Communist Europe, you could not build amplifiers or buy amplifiers because there were no materials. There was no guitar shop. There was no music shop. So me being passionate about music, I had to study electronics to figure out how do you actually build an electric guitar out of regular guitar by putting the coils to pick up the sound under the strings and then connecting them to transistors that will amplify, and then in the end, building a speaker out of paper coils and rubber from bicycle wheels. So, as it turns out, I probably was better at building these things than playing the guitar.”

  Because of some political negotiations between the communist government and the United States (that had nothing to do with Haber personally), he was able to go to Israel and study electrical engineering at Technion—the Israel Institute of Technology. In 1988 he made the decision to move to Silicon Valley and pursue his dreams of becoming a technology entrepreneur. He worked at a company called Daisy Systems, where he met Vinod Khosla, who would later become a famous and powerful venture capitalist. Following Khosla’s lead, he took a job at Sun Microsystems. “I was employee number 100.” Haber worked on floating point mathematics for Sun’s RISC (Reduced Instruction Set Computing) processor and got a lot of experience in processor design. “Once I finished that job, I started looking around, and I saw all these colleagues that were working at Sun leaving and starting their own startups. So that bug bit me as well, and I decided to leave Sun and go and join a startup.”

  Haber heard through friends that Silicon Graphics Incorporated (SGI) was looking for an expert in floating-point processing to help in building a secret graphics engine. Working there, he met some of his future partners. Next, he created his first startup, CompCore, which specialized in video compression and decompression algorithms for use in both software and hardware.

  CompCore released some very successful products, including SoftPEG and SoftDVD, which were licensed by PC manufacturers as part of the standard OS designed for playing back DVDs. They also started working closely with Intel, and Haber was invited to sit in the front row at a keynote by George Grove with Bill Gates and Michael Dell. “And I’m an inky-dinky guy from ‘Eastern Europe nowhere’ sitting here with the giants of Silicon Valley, in the same row, because I had the software to play back DVDs.” Microsoft even invited Haber down and made what he called an obscene offer, “obscene in the sense that it was so low that it made me laugh, to buy the company, to the point where our annual sales were almost ten times bigger than what I was offered to sell the whole company.” He says that Microsoft offered about a quarter of a million dollars when he was bringing in eight to nine million a year in revenues. Eventually he sold the company to Zoran for $80 million.

  After selling CompCore, Haber was approached by two of his ex-SGI colleagues who had developed a 3D technology that was faster and more efficient than anything on the market. They had a small amount of funding from Andy Bechtolsheim, one of the founders of Sun Microsystem’s, who was also one of the first investors in Google. In 1997 they agreed to create a new company. They called it GigaPixel, and very quickly found more investors and raised millions of dollars. Haber’s business model was based on what he called “Haber’s Law,” which stated that “If it can be done in software, it will.” He believed that, given enough horsepower on your system, you could do anything in software without having to build special-purpose hardware for the same purpose. And the unofficial corollary to Haber’s Law was that if you could build it in software, you could license it instead of selling a product. This was the model he has used successfully at CompCore, and it was the model he envisioned for GigaPixel.

  The GigaPixel technology was based on the idea of tiling. “Tiling was basically dividing the screen into rectangular tiles and rendering only the visible objects inside those tiles, and then you have enough memory and cache to bring all the textures and do the best rendering you can. After that, each and every tile is rendered separately. You reassemble the image like a puzzle, and it looks perfect. It requires a lot less memory; it’s a lot more powerful.” In many ways, GigaPixel’s tiling technology was very similar to what Talisman did (see Game of X v.2 pages 357 and 358), but it was independently conceived, designed, and developed and turned into a real product, whereas Talisman was never officially released and, more significantly, it would have required an ancillary graphics card.

  Eventually Haber came up with the idea of offering his technology as an embedded system in computer chips, and he made his first deal with a graphics chip maker called NeoMagic. He was also in discussions with Intel and others at the time. When he heard about PlayStation, he decided to offer his technology to Sony. “I went to one of these conferences where Kutaragi-san was then the head of the PlayStation, gave a speech. I more or less followed Kutaragi-san to everywhere he went, including the bathroom, to show him what we had, and in the end he yielded and came to one of the side rooms. We put up a small demo and we showed him GigaPixel technology.” Kutaragi said that the technology was interesting, but it was too late to incorporate in their next project. He also said something about other companies possibly jumping on the bandwagon in response to Sony’s success with PlayStation. “And that kind of gave me the hint that he knows that others are working on graphics technology, as well. So we started poking around. I called up friends at Microsoft and Intel, asking them who can be the big player, and very quickly it became clear to us that it is Microsoft, and that they are working with Intel and also working with AMD.”

  The next logical step was to go up to Microsoft and offer to do some presentations. “Microsoft really, really loved this concept of tiling and saving power, saving memory, making something that can be both hardware and software implemented, and they signed a deal with us, gave us some up-front payment and said, ‘You guys are it. You’re going to be part of the Xbox team, and they even moved us into the Microsoft building in Mt. View.”

  This sounds promising and simple. As it turned it, it was anything but.

  Deals and Manipulations

  In addition to the WebTV group, several chip makers also mentioned GigaPixel, and with NVidia’s Jen-Hsun continuing to drive a hard bargain, interest in an alternative option grew. McBreen admits that they were bargaining hard with NVidia, too. “We were asking for things like, in addition to just buying chips from them, we needed to be able to say, ‘What if we wanted to start our own fab <fabrication facility>’ That we had the right to build our own chips and just pay them a royalty. Which is crazy, right? There’s no way we’re going to build our own fab, but the guys down in San Jose, the WebTV guys, were thinking that their hardware was going to take over the world, and that the next step was that we were going to get into the chip business. And we told JenHsun that we could just pay him a royalty. So basically he had to transfer all of his IP to us, and GigaPixel was obviously willing to do all that because they had never built a chip before. And so when Jen-Hsun was being stubborn, we went and signed a deal with GigaPixel. We gave them five million dollars. And what that did was really bring Jen-Hsun to the bargaining table.”

  The GigaPixel deal forced Jen-Hsun’s hand. He had already leaked information linking NVidia with Microsoft’s new project, which had an immediate impact on NVidia’s stock value. Also, word had gotten around Silicon Valley that Microsoft had rejected NVidia in favor of the upstart GigaPixel. “Why would Microsoft, that wants to make the best gaming platform, walk away from NVidia. What’s wrong with NVidia? So when we signed the deal with GigaPixel, Jen-Hsun, as you can imagine, went ballistic. I remember this perfectly. It was a Saturday morning and my family was going to Sun Peaks for vacation, and almost the whole way there—my wife was driving—Jen-Hsun and I were talking about what we were going to have to do. He was concerned about his stock price, and so I told him, ‘Real simple. Go buy GigaPixel. George will sell you the company. If you think the bottom is going to fall out on NVidia because Microsoft is going to do the deal with GigaPixel, go buy GigaPixel.’ And for about two weeks all I told him was, ‘Buy GigaPixel. Buy GigaPixel. Buy GigaPixel.’ And he kind of went through the motions on that, but nothing seemed to be happening, “so I sent him a message. ‘OK, Jen-Hsun, we’re done dancing. We’re getting ready to make the announcement here soon.’ And then he came sent back, ‘Send me a deal sheet. Send me a sheet that says all the things that I’d have to meet to get back in the game.’”

  So they sent a deal sheet that stipulated everything they had previously demanded, as well as the right to extend their price of chips to OEMs, thinking at the time that other companies might put out entertainment boxes with built-in Xboxes—thinking of Xbox as a platform.

  After both Thompson and McBreen had signed off on the contract, they informed Bill Gates that the deal had been signed. Later, while they were both coaching a Little League game, Thompson got a phone call from Gates saying, “All right. Go with NVidia if they’ll really match the terms.” The next morning Thompson and McBreen were on a plane. “We went down to NVidia, and we took the GigaPixel contract and everywhere where it said GigaPixel, we crossed it out and wrote NVidia. We were down there all day. We went through it. We signed it. We initialed it. And then it was done. No one knew about it, but we got everything that we wanted from it.”

  Jen-Hsun later initiated two lawsuits against Microsoft. One suit claimed that the contracts included sales forecasts, and that he wasn’t obligated to meet the original pricing past those forecasted numbers. Then he tried to sue, saying that the original contract was for 15 million units and that after that Microsoft would have to renegotiate. These suits came later, however. At the time, the deal was done, and NVidia would power Xbox graphics.

  So what about GigaPixel? Haber says they had a deal with five million up front and a fifteen million dollar investment in the company. They had come up to Microsoft and demonstrated their technology to several major 3rd party developers, including Square Soft, and everybody had been excited about using it in their games. And meanwhile, GDC and the public reveal of Xbox was just around the corner. They had given embargoed interviews to several news organizations. There were discussions with bankers to take the company public with a valuation of two billion dollars.

  Expecting to do an IPO, Haber began discussions with S3, a high-volume, mid-to low-range chip producer, and 3Dfx, who were in the high range, but sold in low volume. So his pitch was that, with his $2 billion IPO, he would buy both companies for somewhere between $400 and $500 million. This was Haber’s grand plan. “I actually get the world’s best brand, which is 3Dfx with the best known and most dedicated developers group, and the world’s most efficient high-volume 3D graphics engine provider, S3. And with our technology that is cheaper than what S3 had, and the significantly better performance than what 3Dfx had, we could take over the whole market.” In his mind, NVidia would stay in the business, as well as ATI and other graphics card companies, “but I didn’t see them having any chance of winning in the long run because we would have covered the high end and we would have had covered the low end, and come in with a technology that was cheaper and better than both.”

  Haber saw how it all was supposed to happen. “So the scenario was that Bill Gates talks about Microsoft’s intention to become a leading player in gaming, and he introduces this unknown company that has the world’s best 3D technology, because Microsoft always brings the world’s best technology to consumers… that was the story. I go and shake his hand, and then a demo starts about our technology, I disappear and Bill continues his story. So it’s all buttoned down. The script exists. The story exists. The PR agencies are in line.”

  And then he gets a call. Haber remembers that Robbie Bach called personally, but McBreen says categorically that it was not Bach. “On the day-to-day stuff, Robbie didn’t really pay a lot of attention. He probably didn’t even remember the term GigaPixel. There’s no way Robbie was there.” According to McBreen, once the NVidia contract was signed and official, he went directly over to GigaPixel to deliver Microsoft’s decision. “It was a very quick, ‘We decided to go in a different direction’ type meeting. Not a lot of details, other than hey, we decided to go in a different direction. There was a little bit of him trying to understand it. We weren’t really in a position to disclose a lot of stuff.”

  Haber remembers that he was told the reason for the “different direction” was due to a lack of confidence in their ability to deliver the chips on time. There was some story about the chip maker, Flextronics, needing the components a couple of months earlier than originally thought. Stuff like that. McBreen doesn’t remember precisely what was said, but says, “That’s probably the party line that we gave him. Something like, ‘We have an extremely tight schedule. If we miss the schedule we’re not going to have credibility with the game developers that we’re so highly dependent on.” But McBreen says the real urgency was that they had already begun leaking the NVidia story to their game developers because the NVidia name gave them confidence and didn’t require them to adapt to any new technologies.

  Years later, you would think that Haber would be bitter, but as an entrepreneur, he’s philosophical about it. “You can imagine I see the $2 billion disappearing. Today, after all these years of being an executive at running companies, I can tell you that I do understand them. From their perspective, like with any team, the weakest link is the one that breaks the chain. So they invested the billion dollars in Xbox on the software side, on the hardware side, on the PR, on supporting game developers, and they perceived us as potentially being the risky part, and if there is no graphics engine ready, then the whole launch is useless. How can you have an Xbox that doesn’t have a graphics engine? And based on timelines, they felt that it was just too risky.” Remember, his personal perspective on life was: “The only thing that matters in life is the thing that you can carry with you wherever you go, which is basically your brain and your education, and the persona you become by learning.”
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  The GDC Reveal
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  Bill Gates personally revealed the Xbox to the world at the Game Developers Conference on March 10, 2000. This marked the first time Gates had appeared at GDC, which made a statement in itself. It meant that the top gun at Microsoft was into games. Well, he wasn’t into games like Stephen Spielberg, who was an avid player, but for the first time game developers saw that Bill Gates understood their importance enough to step on stage and make this announcement.

  Among those who joined Gates on stage was Seamus Blackley, who demoed the new machine, represented by the big Silver X. To Blackley it was a terrifying moment, the culmination of two years of dreaming and anxiety, meetings, conflict, and ultimate redemption. And this was the moment of truth. “We had one of them in the back, and I think Kevin was lying down behind it getting ready to switch it to another one if it crashed. He was lying under the stage with his hand on a switch. And I’m thinking that everyone I will ever work with, or will ever to get a job from or will ever get money from is watching right now.”

  
    [image: ]

    Bill Gates and Seamus Blackley demoing the Silver X prototype at GDC.
  

  There was one big surprise for some of the developers. Not everybody had gotten the memo about the CPU. When Gates described the new system, Rob Wyatt was among many who had been working on the system who was completely (in recognition of Wyatt’s Scottish background) gobsmacked. “The demo we showed on the GDC stage was our hardware on the AMD-based PCs. When Bill announced the Xbox, and he was like, ‘These are the specs. It’s an Intel Pentium processor, blah blah blah at this speed…’ We’re like, Fine… What? Tell them it’s AMD.’ That’s when they switched it and we’d not been told.” Of course, only a very select few people knew about the last-minute CPU switch; otherwise, the event continued without any obvious hitches.

  Simultaneous events took place in London with J Allard and in Tokyo with Rick Thompson doing the unveiling.

  London Launch with J

  Marketing lead John O’Rourke was in London with Allard and tells a story that he says, “perhaps knocked four or five years of my life off.” The night before the event they were in the Hemple Hotel in London, down in the basement, trying to rewire the Xbox prototype—the Silver X—with a soldering gun.

  “J and I had done an afternoon of meetings, and we were going to do the pitch and the demo the next morning for a big press conference. I said let’s meet after dinner and we’ll walk through the pitch and the demo. He brought up the Xbox and plugged it in. We heard a little sound, and nothing went on. We quickly realized that J had not switched over the power from 110 volts to 220 volts. We’d fried the power supply.

  “We quickly jumped on the phone, found a small PC shop that happened to have the right power supply or that we believed to have the right power supply—he had three or four different ones. We told him to bring all of them, and he came over at about nine o’clock that night.* We took two that we believed were going to work, and then had to find the tools and a soldering iron to connect this new power supply to the Xbox, which we did. We taped it all together, said a prayer that it was going to work, and it did. It was the only box we had. We didn’t have a backup.” At the time, there were only four Silver X prototypes. They had one, Gates had two in the States, and Thompson had one in Japan.

  * According to J Allard, the guy rode from Surrey to downtown London on a scooter to deliver the power supplies.
  After the Reveal

  Soon after the Xbox reveal at GDC, Microsoft consummated the deal to purchase Bungie Studios for $30 million. See page 141. They continued the marketing of Xbox by showing at the Consumer Electronics Show and later, at E3 that year. At E3, they finally offered a release date and a price-point of $299. With a half a billion dollar advertising budget, they built demo kiosks, ran TV spots, and purchased print ads in the lead-up to the launch. They also began to show teasers of the early titles, such as Halo, Project Gotham Racing, Munch’s Oddysey, Malice, and other games, while giving hints about online gaming to come.
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    Word travelled fast, as even the Des Moines Register had a story about the Xbox reveal at GDC.
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  It’s a Go! Now What?

  Meanwhile, following the Valentine’s Day “go forth and make a console” directive from Gates and Ballmer, the scramble to complete the project moved into high gear, but it soon lost one of its leaders.

  Rick Thompson left the company 31 days after Xbox got the green light. “My basis for leaving was that I did not want to work on a project that never contemplated making money. My comment was, ‘It’s against my religion.’ Nobody really held that against me. The separation was amicable, sort of like if you going to be a naysayer on this thing, and say I don’t want to work for four years on Xbox and lose $1.2 billion, you have a good reason to be gone. So I left and I went to work for a dot com in Seattle.”

  With Thompson’s exit, new leadership was needed. Robbie Bach was chosen to be the project’s overall leader, Todd Holmdahl headed up the hardware division’s efforts, J Allard remained focused on the software, and Ed Fries got busy shoring up their launch title lineup.

  Building the Hardware

  Building a brand-new, state-of-the-art game console system from scratch in less than two years is, as Holmdahl says, with classic understatement, “not a lot of time to build a piece of hardware.” Certainly, the small Xbox hardware team, which numbered between 12 and 15 people, faced big challenges. For instance, they didn’t have their GPU (Graphics Processor Unit) locked in until March 2000. “And then it was just a scramble to get it done with that group of people at the time.”
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    The Xbox Hardware Team.
  

  “We had Greg Gibson and Rick Vingerelli. There were three double Es (EE) on the team—me and Greg and Leo (Del Castillo). We were doing the system work, essentially putting everything together and architecting it. We had Harjeet Singh later on, and he helped quite a bit. Rick Vingerelli was in charge of manufacturing, so he worked to make sure the box was manufacturable and did a lot of the deals. Desmond Koval was a workhorse.

  The learning curve was steep, but some elements of the project were less challenging than others. “The general architecture was pretty straightforward,” says Holmdahl. “We were basically creating a computer that runs the best DirectX-based GPU that you could find at the time and just having it be dedicated to running video games.” But a project of this magnitude is never easy, and there were numerous challenges, such as the sheer complexity of dealing with so many parts and component vendors.

  Working on the custom GPU with NVidia presented its own set of challenges. “We got the first chip back, and it didn’t work that well. We tried to get the best we could out of it. The second chip came back really late in the cycle. I think we replaced all the dev kits out there with these new kits so that DOS to XBL

  They did get help. Intel and NVidia offered significant support for the motherboard design, and Flextronics helped with the mechanical design and did all the system testing. In fact, according to Holmdahl, the project went pretty smoothly, in stark contrast with the approval process that had preceded it. the game developers had real hardware. It was super late in the cycle, and they were modifying their games with the new kits.”

  “I think the system engineering wasn’t dramatic,” says Holmdahl, “but the complexity of testing everything and bringing it all together was. We had never worked with anything like a DVD drive, and having that not work… you effectively had to brute force it. We had to apply as much time and energy… as many people as we had. And the top two people, Leo Del Castillo and myself, applied it to the DVD drive to try to get that fixed. So yeah, I learned a lot in a short period of time about getting systems together, getting people and a number of different companies together… organizing that and getting them to work together to meet a certain set of deliverables, and learned a lot about negotiating the deals that it takes to make something like this happen. And then I learned a lot about DVD drives and how they worked (laughs) and putting them together.”
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  Xbox ATG

  “We were a group of developers developing tools and code for other developers.”

  -Pete Isensee

  Rob Wyatt remembers having lunch one day with Seamus Blackley. They were considering how they could still be part of the Xbox project, even if they had no role to play on J Allard’s team. Wyatt had worked at other companies that had their own technology groups, and while Microsoft already had Microsoft Research (MSR), the Xbox division did not have something of that sort. The idea for an Xbox technology group was not to do pure research, but to become the world’s experts on Xbox development so that they could help developers right out of the gate. “You can’t make a console without having a bunch of guys who fundamentally understand everything about the console,” says Wyatt. “So Seamus went to pull some strings. He went and did his schmoozing and it happened.”

  When Blackley created the Xbox Advanced Technology Group in mid2000, he didn’t cut corners. He went out and recruited some of the best technologists at Microsoft, including Mike Abrash, Rob Wyatt, Drew Angeloff, Mike Sartain, Chris Prince, Mike Dougherty, Mikey Wetzel, Michael Monier, Scott Posch, Mark Thomas, Pete Isensee and others. Together, they began to explore the Xbox operating system and hardware, creating sample code to share with developers and working directly with early developers to solve problems they encountered.

  Shortly after forming the Xbox ATG, Blackley brought in Laura Fryer, a veteran Microsoft producer who was at the time completing the launch of Crimson Skies. While Blackley remained the ideological leader of the group, most members I’ve spoken with credit Fryer for being the practical leader and keeping everything together.

  “She was one of the best managers I’ve ever had,” said Pete Isensee, “and she was somebody who understood game developers because she had done that.”

  Technical artist Dave McCoy remembers being recruited into ATG because Xbox was going to have programmable shaders, which at the time were very new and advanced. After talking with Abrash about his work, he was encouraged to go talk to the ATG engineers. “There were about 16 people at the time in ATG, and the idea that you would bring in an artist or technical artist into this group seemed sort of exotic, but Seamus was like, ‘Yeah, you know what? I think we should do that because we need to explore stuff. If we’re going to build planes, we need a test pilot and we need somebody who can go talk to other pilots and go, hey, this is cool shit. You should be working on this.’ So that’s how I got involved.”

  Blackley had been trying to get audio engineer Chanel Summers to join ATG, but she was happy where she was, working with Ted Hase in the DirectX group. “I had a lot of free reign, a lot of power to create my own empire, and he was basically like, ‘You run your whole thing. You set your strategy.’ It’s hard to leave that.” But after holding out for some time and sticking with the DirectX team, she realized that it was a once-in-a-lifetime opportunity to work on a new console system. “And I thought, wow, a really great platform, then, is to do something great with audio within a console, and build a fantastic audio subsystem which was truly ahead of its time. So I saw this as a challenge.” She was tired of all the focus being on graphics. “You have to think about the whole package. It’s sound, it’s music, it’s design, it’s story, it’s character, it’s art, it’s graphics, and why is audio the bastard stepchild?” And so she went to Blackley and said, “Sign me up.”

  As excited as she was, leaving Hase’s group was difficult. Blackley hadn’t been subtle in his attempts to recruit Summers, and Hase, who highly valued loyalty, was upset when she left. She says, “He was one of the best bosses I ever had. Hands down. He would do anything for his team, and protect them, and empower them. But it was like, you’ve got to let baby bird fly from the nest.”

  ATG’s Role

  Pete Isensee joined ATG at the beginning of 2001. He was a game industry veteran and developer who one day decided to change direction by applying for a job at Microsoft. “I was thinking, well, maybe I could get a job at Microsoft making games at their Microsoft Game Studios, so I sent in a resume.” Isensee ended up going through a rigorous screening process, “They gave you a lot of programming questions, and you had to write code, create graphs and do all kinds of things just to get in the door to get an interview.” He did get interviewed, however, and was hired by Laura Fryer as an engineer for ATG.

  Isensee says that he initially worked on “everything but graphics.” Among his tasks was to help develop the certification process for Xbox games. He also developed a sample application that met all of Microsoft’s requirements. The certification process demanded that developers adhere to a certain list of standards. For example, they didn’t want developers to display the number of bytes that were required for saved games, but instead to use “concept blocks” to represent the amount of storage a game required.

  Isensee observed that ATG was unlike most divisions in Microsoft. It didn’t make a product, it wasn’t directly building the Xbox, but they were definitely in the business of helping developers and competing against Sony and Nintendo while doing so. “We’re here to help you make the game become the best it can be on Xbox. We’re going to give you lots of source code that we’ve provided that helps get you up to speed. We’re going to visit you, talk with you, and do events. That was the role of ATG.”

  ATG was in some ways, the first customer of the Xbox team. Any feature or component that was developed for Xbox was first given to ATG, which would test it and try to learn how best to use it. They would write minigames into which they would insert the code. “We would say, ‘Yep, this is going to work well. This is the way the game developer would want it,’ or say ‘No, this is not going to work; this is not going to work if they want, for example, a poll model versus an event model.’”

  Explaining his example, Isensee says, “Game developers are very different and they have very different expectations than a typical Windows developer. In an event model you get information coming to you in a queue of events—a window opened, somebody clicked here—and you grab the event that is at the top of the queue. In the poll model, you actually request what is happening right now, what button is being pressed on the controller right now. ‘I don’t want to wait for it to come through after I’ve processed a hundred other events because I don’t want that latency.’”

  In addition to testing components and features through minigames, ATG was writing the actual source code examples for the developer SDKs. In some cases, they would write side-by-side versions for how something might be done in Windows versus Xbox. “Another thing we would do is create a feature you can only do on Xbox and show the specific way to do it so that it is as fast as possible. It’s more of a performance, highly tuned feature. Or maybe it was a new set of APIs, like Controller. Controller was brand new. There was no such thing on Windows. So, we had a sample that showed all the things you could do with a game controller. You’d see all the inputs coming in on the screen with the controller on the screen and the buttons getting pressed in real time. We were a group of developers developing tools and code for other developers.”

  In addition to developing and perfecting code, ATG’s experts were providing technical support for developers all the time. They would tell developers, “If you have any questions at all—they could be technical, they could be business, they could be anything—send them to us.” They were also diving into the hardware, working with companies like NVidia and Intel, debugging at the hardware level and writing low level code to determine if the hardware was working as it was supposed to work.

  Rockstar

  ATG support even extended in some cases to sending an engineer out into the field to help developers unravel sticky problems. ATG engineer and troubleshooter Mikey Wetzel, who had developed a reputation among developers for his superior DirectX sample code, such as a swimming dolphin that was a lot cooler than a spinning cube demo, tells the story of one of several exploits.

  This story is about Grand Theft Auto 3, which was supposed to be a PlayStation 2 exclusive. “One of what we now call DAMs (Developer Account Managers) comes into my office and he shuts the door. He says, ‘I need to tell you something, and nobody’s allowed to know.’ Like your boss is not allowed to know. Your boss’s boss is not allowed to know.

  “It turns out that Microsoft had made a deal for an Xbox version of GTA3, which is a big secret deal. The problem is that the Rockstar office in Vienna, Austria is having problems with the frame rate—severe problems, like it’s running at 13 frames a second instead of 30 or even better, 60. They are paranoid as can be, so they won’t send code over the internet or even mail disks. Worse, the game is supposed to reach the stores in a couple of months.” So Wetzel is sent to Austria to fix the problem in a hurry, no time to pack or prepare. He can’t tell his boss why he’s not going to be at work. Microsoft is going to take care of his dog at home. That’s it. He’s on a plane within a couple of hours. At the other end he’s picked up by a limo and someone asks him if he’s a rock star or something. Irony. At the Rockstar offices, he’s given a computer and a quick rundown of procedures from an IT guy, but no contact with developers. He’s able to get the frame rate to 60 fps, but then the developers are so excited that they keep adding features that they had previously disabled because while trying to fix the frame rate problem, like fog or real-time lighting, which slowed down the game again. Wetzel was able to fix the game again, and ultimately it shipped on time, and according to Wetzel, it was superior to the PS2 version.

  
    A Touch of the Blarney Blackley: The KnowWonder Story

    Drew Angeloff tells a story about the early days of the Xbox ATG. He begins his story saying, “Seamus has this whole thing planned out, of course, because it’s Seamus.”

    Then he tells the story. “We end up having a discussion with the guys from KnowWonder, and they are like, ‘Microsoft building a console? Th at’s ridiculous.’ But these guys had received their dev kits, and they were getting super excited about it. And Seamus says, ‘You’ve got to start using developer support. We notice that you never send in any questions.

    “And they’re like, ‘Ah, developer support is full of shit. We send questions to Sony and we get these half-assed answers back. We know better than they do. And it takes like a week to get things back.’

    “And Seamus says, ‘Oh yeah? Why don’t you try asking developer support? Name a question.’

    “And they figured out some technical question. ‘OK. We’ll ask this.’

    “Seamus tells them, ‘Send them an email.’

    “Email goes out, and of course Seamus has partially prepped this, and over in Redmond there’s somebody waiting for the email. The email comes in and they generate an answer to the question and they send it back ten minutes later. And the look on the devs’ faces is like, ‘Holy shit. Not only did they answer my email, instead of an automated response… it’s an actual human being… but they gave me an actual technical answer I didn’t know, and within a 15 or 20 minute window.’

    “Th at was kind of the genius of Seamus. There’s a little bit of carnival trickery going on here… everybody was prepped to do this. On the other hand, he really did deliver. There actually is a real answer, and he started building the trust pipeline between developers and Microsoft. Th ey were getting real answers that would be useful for their development. And ATG built a huge pipeline of trust with the developers. ATG developed a reputation as one hell of an organization.”

  

  Xfest

  While DRG had hosted many developer events over the years, in the fall of 2000 ATG hosted their first of many Xfests, which brought Xbox developers face-to-face with the Xbox team to learn and share knowledge and ideas specifically for the upcoming console. The idea came from Blackley, but people credit Laura Fryer for actually running the original Xfests and several that followed. According to Wetzel, the name for Xfest was inspired by a radio station event. “Seamus really wanted to call it XXX Hardcore, and he’d laugh. He’s a funny guy,” he says. But one day when he was driving to work, he was listening to a radio station he says was called The End. “It was at the end of the dial. 107.7 The End.” The station was going to put on a festival with several bands, and they were calling it End Fest. Back at Microsoft, when Wetzel suggested the name Xfest, it caught on, and so XXX Hardcore became Xfest. Xfest became a regular event that continues today, and many former ATG members believe that it was one of the reasons for the success of the Xbox. “One of the unique things about all the engineers at ATG was not just that they were great engineers, but that they knew how to communicate with other developers,” says Isensee. “So they had this unique combination of understanding their stuff deeply and being able to talk with someone oneon-one or being able to go to a conference and share that information. Laura spearheading those Xfest events, making sure we had the right content, great speakers, professional execution… that’s one of the biggest things that I give her credit for in addition to forming a great team. In the three or four years that she ran ATG, she hired some amazing people.”

  Three images from the first Xfest:
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    The setup
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    Registering for Xfest
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    And finally, socializing at Xfest
  

  Announcement for Xfest London from 2001

  UK: Microsoft has revealed full details on the European Xfest Unplugged event, a one-day conference for developers targetting the Xbox hardware.

  The invite-only conference, Microsoft’s first European event specifically for new developers, is targeted at producers, programmers, graphics and audio artists who are looking to develop current and future products for the Xbox hardware. The session will cover topics such as graphics programming, audio features, and online development as well as the latest technical information.

  “European Xfest Unplugged is our response to the many developers who have contacted us, wanting to learn how best to maximise the transition to Xbox hardware and ultimately secure a development deal with a publisher,” said Adrian Curry, account manager, Xbox developer programs. “Xbox is a system designed from the ground up to empower developers to achieve their wildest game fantasies. We are very committed to events such as Xfest Unplugged, which will help address the huge wave of interest in the development community about Xbox and maximise the creative and financial potential of projects in development.”

  The event will take place on Oct. 30 in central London. For registration details email Microsoft with “invite” in the subject line for more information.

  To this address… Xfest-EU@microsoft.com Source: http://www.fgnonline.com/

  Xfest Japan

  Jon Thomason tells a story about the first Xfest that occurred in Japan. He was there with Laura Fryer and Seamus Blackley. Each of them gave a talk to the group, and then there was a reception.

  Now it’s pretty easy to mess up humor when dealing with different cultures, and Blackley managed to do just that. “Seamus gets up and he’s trying to tell a joke,” says Thomason, “and we’d been there for many hours in the room, and honestly, it did kind of stink in the room afterwards. So Seamus was trying to tell a joke, and he was trying to say that everyone must have been really good developers because it stunk really bad of body odor in there. And the translator looked at him really weird, like, ‘Really? Am I supposed to translate that?’ And so he’s like, ‘Yeah, yeah.’ And so she translates it, and there was just silence. And Laura and I were just going, ‘Oh. What did he just say?’ We couldn’t believe it. Obviously, that did not go over very well with a Japanese audience.”

  The Content Design Team

  There have always been support teams for technical people, for programmers. Never did anybody think about the content creators, and with the new Xbox, we really wanted to empower the people creating the content.

  -Chanel Summers

  Although Chanel Summers joined ATG as an audio expert, she was aware that there were many people involved in game development besides the core engineers. There were musicians, sound designers, artists—2D, 3D, graphic artists—and game designers. Just about anybody on a game development team who wasn’t writing code or tools and wasn’t in a purely managerial role, was a content creator, and Summers thought they also needed support to “and make sure that they were taking full control over the capabilities of the

  Xbox, because we wanted the best damn games.”

  She approached Blackley and told him what she wanted to do, and he gave the thumbs up for the Xbox Content and Design Team, working as part of ATG. Summers brought in experts in all disciplines, like Scott Selfin from the DirectMusic team, and art expert Dave McCoy, and others from all of the content disciplines. Part of her purpose was to make sure that it wasn’t only the programmers who knew how to get the most out of the system. “Programmers were kind of ruling the world,’ she observed. So, by traveling the world and meeting with content developers to help them get the most out of creating for Xbox, they meant to shorten the learning curve that all consoles suffer, and bring out A+ games in the first generation.

  “So it’s really funny when people go, ‘What games did you work on?’ I’m like, ‘Well I can definitely tell you that we had a hand in like pretty much all of those Xbox games that were coming out because we worked with all those content creators to do something special.’”

  On the Road with Xbox

  Special thanks to Kevin Bachus for supplying some greta images from the Xbox road trip to Japan.

  Once the Xbox was official because Bill Gates made it so, a serious effort to attract developers began, including road trips carrying the infamous silver X. Jon Thomason recalls these trips well. “We traveled internationally, and we had to wait for that Silver X all the time. It came through odd-sized baggage and stuff. And it would break occasionally. It was really fragile. But it was just a PC, and it was just running PC games. There was absolutely nothing there, but it was a concept and it was trying to get everybody psyched, and that was what Seamus was good at.

  “The funny thing was—and Seamus won’t remember it this way at all, and I know this is my biased perspective because it’s the part that I was doing— but I really believe that the reason we got through all those talks was not just because we brought around the shiny X and because we tried to look cool, but because I and a few other people were telling a story about what we were really going to build.”

  Thomason asserts that they reached developers not just with flashy promises, but with a solid plan. It was something of an uphill battle, however. “In the first meetings we did, people just laughed us out of the place. They’re like, ‘It’s going to take 3 minutes to boot. It’s going to blue screen all the time.’ When I presented in my PowerPoint, what we were actually doing, they were blown away. They couldn’t believe that Microsoft would do this. What we were doing was completely radical for Microsoft.”

  The key to reaching the developers was to convince them that they were not just putting Windows in a box and calling it a console, but developing a lean, mean, from-the-ground-up operating system specifically for Xbox. “I told them how it was going to work, and how it was single process, and everything rebooted ran in kernel mode, and you rebooted between levels, and it could boot in a second, and it was going to have less than a megabyte memory footprint. We told game developers all this very early on, so I was not only committing it to the team that we were going to do it, I was also committing it externally as well.” In Alex St. John terms, they were tar babying the OS and its features to Microsoft (original reference in Game of X v.2 page 120-122. “We told them the actual project plan, probably even in advance of telling our execs. I mean, we were out telling everybody what we were going to do. Really early. I mean scarily early. It was another one of those risks. We were promising the world…” For the record, the actual boot time of the original Xbox exceeded their claims by booting in .85 seconds.

  One of the radical ideas that Thomason’s team had determined was that only the kernel actually resided in the Xbox, while the rest of the OS was statically linked into the game and would ship on the game disks themselves. “That was just unheard of for a Microsoft product. So, they laughed at us and mocked us when we first went in, and then I’d do my presentation and they would say, like, ‘Well, if you guys can really do this, this will be awesome,’ but they still didn’t believe it. I don’t think there was much real belief until the first Xfest where we showed real code working. They eventually did believe it, and we did ship it.”

  Entertaining Japanese Visitors

  American and European developers were initially skeptical, but they could be won over. But how did you reach the Japanese, who rightly saw themselves as the leaders in the console business? Kevin Bachus tells one story in which the Xbox itself doesn’t figure in at all. “We were really courting the Japanese. We’d met with them a bunch of times, and we were really trying to get them on board.”

  Bachus had the idea of putting on a party just for the Japanese visitors at E3, and he found a hostess bar that was similar to the bars he’d seen in Tokyo, but this one was in Torrence, less than an hour from the convention center. “So they showed up, they’re having a great time and there’re all these hostesses dressed in like elegant cocktail dresses, and they were sitting with the Japanese guys laughing at their jokes and making them feel, like, very friendly.”

  As the evening wore on, their guests started to get more and more carried away. “They started ordering all this expensive wine. Japanese folks love red wine. They’re ordering basically every bottle of red wine in the place. Robbie (Bach) shows up, and they’re stinkin’ drunk. Robbie doesn’t drink, so he basically comes and goes. ‘Hey thanks so much, really looking forward to your support, we really hope you guys come on board, see you later.’ And he is out like a flash.” And after the party, Bachus got the bill. “I think it was like

  $26,000. I still have it, it’s like itemized for all the wine that they drank.”
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    The original Xbox ATG Team.
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    Kagemasa Kozuki, CEO of Konami, leads a toast at a sake ceremony following the XBox Partner Meeting, March 31, 2000. In the background, Sam Furukawa (President, Microsoft Japan), Kazumi Kitaue (EVP of Global Sales & Marketing, Konami), Pat Ohura, Robbie Bach. Below: More scenes from the Microsoft booth.
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		Linda Inagawa, Seamus Blackley, and Kevin Bachus posing with the Silver X at Sony’s headquarters, and playing a prank by mounting the Xbox prototype on Sony’s entry.
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		Hirohisa “Pat” Ohura, managing director of Microsoft Japan, head of the Xbox team in Japan, speaking at an Xbox partner meeting in 2000.

		The crazy X background used at the event.
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  The Xbox OS

  We had a tiny team. We were just a bunch of OS guys, and we managed to pull it off with just a ridiculous amount of risks. I’d never permit my guys to do that now.

  -Jon Thomason

  The OS team, led by Jon Thomason, Tracy Sharpe and Rich Pletcher was working concurrently with the hardware group. Of course, the team had grown, but still remained relatively small, having added a few junior programmers and some people cherry-picked from the Windows NT and Windows 9x teams.

  Four Options

  At the beginning of the project, the three leads sat down to determine their strategies, and they explored four options, which Thomason describes:

  
    	Create something from scratch. “We quickly discounted that.”

    	Use the Win9x source base. “We thought about that seriously, just the Win386 part of Windows.”

    	Use WinCE. “We discounted that one pretty fast.”

    	Or use NT. “We decided to use NT. It was the most modern of the code bases. It was the biggest of the code bases that we looked at by far. But we thought it would have the best features. Ironically, Tracy was originally from the Win9x team, so he had a bunch of learning to do, but he’s absolutely a genius, and he’s really the hero of getting the software built. He’s a Distinguished Engineer at Microsoft, which is the equivalent of a VP developer.”

  

  Note: While I was researching this book, I interviewed Boyd Multerer, who was at the time working on Xbox One. I asked him about Tracy Sharpe, who was also working on the project and he told me, “You really should interview Tracey. He’s truly a genius. The problem is, Tracey doesn’t talk much. You probably wouldn’t get much if you tried.” I decided to let his colleagues tell the story for him.

  Quiet Team—No Name

  Thomason refers to his group as “a very quiet team.” In fact, they purposely didn’t give the Xbox OS any kind of a fancy name. They just called it Xbox System Software. “We tried to keep it as bland as we could. In fact, my message for the whole team from day one, ‘If anyone ever hears about us or if we ever do anything that calls attention to us, it’s always going to be negative, because the only thing we can do is get in people’s way. We need to be out of people’s way. The only thing we want to be known for,’ I told the team,’ is to have the best development tools,’ because we were in charge of the development tools, as well… ‘the best development tools of any console in history, and we’re going to be out of the way.’ I set really tight goals about performance and time, and the whole goal was to be invisible. I don’t know if we achieved that, but we certainly tried.”

  We Did It

  Thomason talks about the success of the Xbox OS and how they won over developers. “The document literally said boot in a second, under a megabyte footprint,” says Thomason. “We presented that to developers all around the world. I traveled a lot at that time, trying to persuade people that we weren’t idiots, and it took a lot of persuading. Anyway, we built all that. We built the operating system we built all the stuff that plugged into Visual Studios, the debugger and everything. We had to build all the developer tools.

  “At that same time, Seamus was hiring all these ATG folks, and had some really great game developers on his team. What they did was they wrote at least 200 samples by the time the first XDK came out. They did a fantastic job of writing samples. There have never been better samples than what those guys wrote.
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    The first Xbox XDK.
  

  “My team did operating system and debugger interface and all that. And they did a great job of putting the samples in, and they we pulled the whole thing together as an XDK, and with their great game support and them putting on the Xfest developer conferences, we won over the development community, and that’s not an easy thing to do. That’s one of the things I’m really proud of. Nobody believed that we could do this. They really didn’t. And I think that we showed that by putting the right people on it with the right goals, that we could build something they were happy with.

  “On the other hand, I don’t think we did a great job on Xbox UI. I think we did a much better job on Xbox 360. We put a lot more emphasis on the UI. We really only had one guy doing UI on the original Xbox. That wasn’t a big success story. I think that was the worst part of Xbox system software.”

  Cowboy Coders—Rewriting Code

  Even though Thomason’s small team met, and even exceeded, their goals, how they did it is another of the many remarkable stories of how amazing things got done at Microsoft.

  “We didn’t have any program managers back then. We got our first program manager, Marc Whitten, who is now a VP over at Xbox. He was very junior at the time. So he was coming over trying to get some process into us, and we were total cowboys. I think that is probably pretty obvious from everything I’ve been saying, but 12 developers, all working in the same hallway, one meeting a week. You know, we were just writing code. We didn’t have specs. We did have documentation… we had developer documentation, but it was all just a process that was super tightly geared toward doing stuff that game developers wanted. So basically, it was developer to developer. Developers would call us… they’d call me on the phone; they’d send me email. They’d talk to the ATG folks and talk to us, and we’d just slam the feature they wanted in. If we could fit it in that month, we’d get it in that month. Otherwise it would go in the next month. We were super developer centric.

  “So eventually it was time to get some program managers, because it was getting a little unwieldy. The team was starting to grow later in the cycle. We were getting beyond our core 12 guys, and they wanted us to do more and more stuff, so we were hiring people. We started doing more UI and all those sorts of things where you needed to have some program managers. So Marc came in, and he was a good guy. He came from a Windows group where he’d been a developer, but he wanted to be a PM, and he did a great job.

  Forking Windows

  Jeff Henshaw says that there is still some animosity about what they did in creating the Xbox OS. “So the goal was to create the smallest, leanest, most efficient possible OS. We didn’t want to start from scratch because it would be insane to ignore the deep body of OS legacy that Microsoft had.” And Microsoft did have what they called WinMin (Minimum Windows), which they could have gotten, but, as Henshshaw points out, “It’s four and a half megs, it’s complex, it’s huge, it’s hard to build, it’s not chipset portable, the driver model is complex, there’s a ton of security stuff that is different from the security that we need.” So what they did was to “fork” NT. And some people weren’t happy about it once they found out.

  * Forking is when you copy the code and then begin active work on your copy that doesn’t accrue back to the original place you copied from.
  So Thomason turned to his ace programmer to solve the multiple problems Windows presented. “So the story I want to tell is that Tracy (Sharpe), our kernel architect, came to me right before Xfest. This would have been Xfest in the spring of 2001, so this is pretty late in the game, right? And I was getting ready to give my talk at Xfest, which I did every time, which was the talk on what was going to be available for game developers, and Tracy came and said, ‘Hey, we’ve really got to rewrite the file system.’ And I went, ‘You’ve got to be kidding me. I mean, it’s April, right?’ We were supposed to have our first shippable libraries in June or July. And he said, ‘Well, the kernel won’t be done until August, right?’ And I said, ‘Yeah… but still…’

  The NT file system consisted of 200K of code, and it was a proven and already well-used system. However, there was one problem. Working on PCs, not game machines, if the computer was turned off or rebooted without going through the shutdown process, it would have to go through a “clean process” and then run checkdisk. And it would display an error message about the file system. For the purposes of a game console, they needed to decide how to handle the situation, but the existing process was not acceptable.

  “Of course we didn’t show that error message, but we hadn’t decided what to do if the hard disk was marked dirty. So Tracey had been trying to figure out a way around that, but there was just no way with our code. And so he came and said, ‘We’ve got to rewrite it.’ And I said, ‘This is just nuts. This is completely insane.’ And so I was too afraid to tell Marc that we were going to do it… I don’t think ‘afraid’ is the right word, but I didn’t tell him, anyway. So I just kind of, on the spur of the moment at Xfest, announced that we’re also in the process of rewriting the file system. And so they were the first people to hear about it—the developers at Xfest. They were eating it up, though, because they could see that we were just cowboys, and were really trying to make a tight, fast, small system, and they loved it. And I got a huge applause.

  “Tracy did rewrite the file system. He did it in about 3 weeks, if my memory serves, and instead of the 200K NT file system, his was 9K, and over the course of many years, I got to hear lots of RMA reports on Xboxes, because the service guys would give us reports on what was broken in the Xboxes that got returned. I never once… never in my entire time there, heard of a corrupt Xbox file system. Not even once. And he did this in about 3 weeks. And of course we tested over a course of a few months, and I think he fixed one or two bugs.

  “The main thing about this story is how we just took tons of risks… unbelievable amounts of risks. Andrew (Goosen), on the graphics side, rewrote the driver completely from scratch. He kind of looked at some NVidia code, but they didn’t even help us. There was this really bitter relationship, anyway, so he just wrote the driver himself, and he honestly didn’t think he could do it when he started. And he just did it. He pulled it off. We just took risks everywhere.

  “We had a tiny team, and were just a bunch of OS guys, and we managed to pull it off with just a ridiculous amount of risks. I’d never permit my guys to do that now. (laughs) But it really worked out. We made all the dates. We didn’t make the hardware slip even a single day. We ended up with something that we’re all really proud of. You can ask any of those original guys working on the OS, and I think they’ll all tell you that they’re proud of the code and proud of the way we got it done. It’s not that common to look back on a project and not have huge regrets or ‘I wish we’d done this’ or ‘I wish we’d done that.’”

  At this point, I quoted Jason Jones from Bungee who once said, “We had the advantage 20 years ago of being really stupid. I mean, being really young, but that young is stupid.” Thomason replied, “I think that describes us. We were all young and stupid. We really were, but we just did it.”
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    Group picture of the Xbox ATG team.
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  Early Reveal
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  In advance of the upcoming CES event, John O’Rourke, who was the head of marketing for Xbox, says that they had been working on a “Behind the Xbox” exposé story—16-20-pages of pictures of the console, pictures of the prototypes, interviews with J Allard, Ed Fries and Robbie Bach. “Obviously we had a longer lead time, so we had a confidentiality agreement with them that they wouldn’t put this on the newsstand until after we announce the name and what it looked like at CES. What we came to discover is that someone at the printer had pulled one of the copies off the run, scanned it, and posted it to the internet about four days before the CES event. So, David Hufford comes into my office and says, “I think we have a problem.” He showed me the site, and you could see it coming up, page by page, full scans of everything. I’m thinking, “This is terrible! Our surprise is gone.
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    Bill Gates and “The Rock” presenting Xbox at CES.
  

  “It turns out, that it was this incredible blessing because it ended up giving us about two or three news cycles around the announcement. This fed that frenzy of people that wanted to know what this thing was and what was happening at CES. We had to remain quiet because we were under embargo and we couldn’t really comment on it, but others were talking about it left and right, taking different points of view on it. When Bill actually announced it at CES we got a whole other cycle of news, and that’s when we got to come in on the conversation, also pulling in our third party partners to talk about it. It turned out to be one of the greatest marketing tactics that we ever fell into.”

  Gates and “The Rock”

  Bill Gates took to the stage on January 6, 2001 at CES in Las Vegas. This time he was joined by professional wrestler and soon-to-be actor Dwayne Johnson—better known as The Rock—and they teamed up to unveil the real Xbox console for the first time. The previous year Gates had announced Xbox at GDC, but this was the first time the public saw the actual console, not the Silver X prototype. This time, it was the real thing.

  In between some banter between Gates and The Rock (who was essentially on loan from THQ to help promote their upcoming WWF Raw game on Xbox), they managed to show some prerelease versions of Oddworld: Munch’s Oddysee and Argonaut’s Malice, while pitching WWF Raw* and another upcoming game, Tony Hawk Pro Skater 2x from Activision.

  O’Rourke credits David Hufford, “a brilliant PR strategist,” for organizing The Rock’s appearance. “He was central to the launch of the announcement of Xbox at CES when we had The Rock there. He was incredibly young and always passionate about the gaming space, and he played a huge role in working with The Rock and the WWF to put together the script between the 6’4” The Rock and the 5’10” 150-pound Bill Gates.”

  O’Rourke notes that early feedback for Munch was very positive.

  * WWF Raw was not a launch title, but came out in February 2002. Hufford later became the head of Xbox PR.
  http://www.gamesfirst.com/articles/releases/xbox_unveiled_at_ces_2000.htm Meanwhile, there were other deals in the works…
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    Behind the scenes, a rare look at what goes on behind the scenes.
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  Launch Titles

  Even though they were new to the console market, Microsoft understood that console sales depended on the quality of games they could offer, and that strong launch titles would be critical to the new system’s success, particularly when they were going up against far more entrenched competition from Sony and Nintendo. So, while the hardware team was building the console and the software team was creating the OS, Ed Fries was on the hunt for some first-party launch titles, and not just any launch titles, but games that would rock the world. He knew that his current first-party portfolio, which consisted of Flight Simulator, Age of Empires, the Links golf games from Access Software, and a few more small titles would not do the trick. Moreover, none of Microsoft’s current studios had console development experience. They needed something big.

  One of the first big steps Fries took was to contact Lorne Lanning at Oddworld Inhabitants. Oddworld’s Abe’s Oddysee had been a PlayStation hit, and Fries hoped to get him over to Xbox. “We had an opportunity to work with

  Lorne Lanning and we really saw that as a key deal because he had worked on PlayStation in the previous generation, and so to be able to take a developer away from Sony and have him working on our platform was good.” Fries also approached Liverpool-based Bizarre Creations to adapt their Dreamcast title, Metropolis Street Racer for the Xbox, which became the launch title Project Gotham Racing. NFL Fever was another launch title developed by Microsoft Game Studios.

  Oddworld

  Oddworld was formed by two industry veterans, only their backgrounds were not in the game industry. Lorne Lanning was a technical artist who had worked in special effects and high-end animations, most recently at the prestigious Rhythm and Hues. (If you remember the famous Coca Cola bear commercial, that was from Rhythm and Hues.) Sherry McKenna was a Hollywood veteran producer who had worked with some of the top animation and special effects people in the business, and at the time the two met, was working for Disney on theme park attractions.
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  Lanning had a grand vision for a five-game series (a quintology) based in a capitalistic nightmare world, initially featuring a truly odd character named Abe. He sold McKenna on the idea and together they started Oddworld Inhabitants. Their first game, Abe’s Oddysee, was a big success on both PC and PlayStation.

  While Oddworld’s games were truly unique, so were their production values at the time, based on 1997 standards. They modeled and rendered every aspect of their games in cinematic quality 3D and then dropped them down to PC and console resolutions, and for the first two games, went from 3D to a 2D sidescroller. The second game in the quintology was Abe’s Exoddus, which was released in 1998.

  Although Oddworld was originally funded through investment from a private trust administered by the heirs to a billion dollar estate, they later made a deal with GT Interactive for a 49% stake in the company along with publishing rights. Although the relationship with GT went well enough for the first release, problems with the second release caused Lanning and McKenna to start thinking about getting out of the relationship.

  Initially, when McKenna told GT that they were seeking a buyout partner, they were given the go-ahead. So in late 1998 McKenna began having secret meetings with Steve Schreck, who was a product planner for Microsoft. Although they were also speaking with another publisher, the meetings with Schreck were going very well, so well in fact, that they came to a verbal agreement that Microsoft would buy out GT’s share and enter into a first-party publishing deal.
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    Sherry McKenna and Lorne Lanning
  

  In the meantime, GT was experiencing its own problems and had decided to seek a buyer for their company. So when McKenna told them that she had found someone to buy out their shares, she was told no. GT was for sale, and they needed Oddworld as part of their portfolio. They would not approve of a buyout deal, and because GT was their publisher, Lanning and McKenna couldn’t complete the deal with Microsoft. “Considering the playing field of business in Silicon Valley,” says Lanning, ‘who’s going to buy a company that has a lawsuit going on with its current partner? And we were still a developer relying on a publishing deal, so we can stay fed month to month.”

  Consummate professional that she was, McKenna was mortified. “I pretty much told Steve that we were going to do a deal with him. And I didn’t check with GT. I didn’t think I had to… I had to call Steve, and it was really embarrassing. I had to say, ‘Steve, I know you have every right not to forgive me, but GT won’t let us go. And I’m so sorry, and you can’t buy us.’ And I felt like an idiot. I didn’t think that GT needed us that badly to sell… whatever. And I blew it.” According to McKenna, Schreck and the other Microsoft people, while they weren’t happy, “they weren’t mean about it.”

  But then Infogrames stepped in and purchased GT Interactive.

  Life under Infogrames—their new 49% partners—wasn’t any rosier than it had been under the original GT management. Ironically, it was McKenna’s suggestion to GT that led to the Infogrames acquisition. After meeting a couple of Infogrames’ people, she had gotten a very good impression of the company and made the suggestion that GT approach them. “I really liked them. I really believed them. And I thought it was a good idea. And then after I signed like a moron; I met Bruno [Bonnell]* and went, ‘What have I done?’”

  * Bruno Bonnell was one of the founders of Infogrames (later Atari after acquiring the name) and served as the company’s CEO and chief creative officer from 1983 to 2007.
  One main source of their concern with Infogrames in charge centered on a policy that Lanning heard about through the grapevine: That Infogrames was going to cut any of their titles with budgets above $3 million, a policy that would leave Oddworld out in the cold. They were working on Munch’s Oddysee, but could not show any of it publicly because the PlayStation 2 developer contracts legally prevented them from showing any game footage that hadn’t been approved by Sony. Lanning knew that Munch would be axed if he didn’t do something.

  Lanning performed what he called “a jujitsu.” From his days working in the aerospace industry, he remembered that they often created “visualizations” of future products. So what Lanning did is have his crew pre-render game scenes from Munch. Because these scenes were not rendered in the PS2 devkit, but were simply “visualizations” of their product, it was perfectly legal for them to share them, which they did. They made about a hundred CDs with these game visualizations and sent them to major media contacts. They said, ‘Hey, look at what we’re working on. Here’s the movie clips. Here’s screenshots. Here’s the story about Munch’s Oddysee.” And it worked. Pretty soon there was all kinds of buzz about Munch’s Oddysee. “Infogrames is a public company,” says Lanning. “And we just got blown up in the press as one of the early people that you should be watching for the PS2. Big Sony story, right? That got us into Forbes. That got us splashed all over because no one else had PS2 footage to show.” In Game of X v.2 (page 118) there’s a story about Alex St. John doing something similar, and as St. John described it, what Lanning did was to “tar baby” Munch to Infogrames. This not only saved Munch and Oddworld, but ultimately led to them regaining their shares, getting total control over their IP, and a new round of talks with Microsoft.

  Once again McKenna and Schreck began discussions, this time to include Munch’s Oddysee as a launch title for Xbox. From Oddworld’s perspective, they wanted a publishing partner to help them complete the quintology. One embarrassing moment occurred at E3 when Bruno Bonnell walked into the room where McKenna was demonstrating Munch’s Oddysee to Schreck. “It was a moment of embarrassment, but we pulled it off,” says McKenna.

  Eventually, they began speaking directly with Ed Fries who told them that he was very interested in working with them on a multigame deal. As McKenna remembers the conversations, “He said ‘If we have Oddworld, we’ll be able to attract a lot of other publishers.’ And I said, ‘Fair enough.’ And he said ‘We want to do casual games. And I’m sure you’ve heard this a million times, too.’ And so… OK. Munch would be perfect. Munch is a casual game. That’s exactly what we wanted to do.”

  The decision to go with Microsoft hinged primarily on the answer to one important, and currently unresolved, question. Were Bill Gates and Steve Ballmer going to greenlight Xbox? Even though they were hoping to go with Microsoft, there was at least one other company interested in them. The dilemma was that final meetings with Schreck and Fries took place in December of 1999, and Xbox had yet to be fully approved. Did they wait for Gates to make a decision, or take a deal that might not be available later?

  When they learned that Gates was going to speak at the upcoming GDC, they were hoping that he would announce the console officially, but they weren’t positive. “So we didn’t know at the time and I think it was that Ballmer was hesitating or something, and we didn’t know what the final decision was, and we had to wait until Bill got on the stage,” says McKenna. “And I remember we were all sitting there terrified. Are they going to announce it or are they not going to announce it? Because if they don’t announce it, that means we’re not going with Microsoft, and that was a really scary moment. And they, thank god, did announce it.”

  An Artful Deal

  Oddworld negotiated a very good deal for themselves. On the Microsoft side was the law firm owned by Bill Gates’ father. On the Oddworld side was precedent. “Precedent is a big part of deal making,” says Lanning. “So you can make demands. You can say, ‘Well, these are our terms,’ And then they’d say, ‘Well, no one has terms like that.’ And you can say, ‘Well we do.’” And then they trotted out Exhibit A and Exhibit B: Two previous contracts that showed their previous deals. Precedent. The final deal didn’t include any advances, but Microsoft took over development costs and treated the game as a first-party title at launch. Of course there were royalties, but that’s another story.

  The Traitors

  When news got out that Oddworld was going to develop exclusively for Xbox, a lot of people freaked out. Sony wasn’t happy, but they didn’t have an exclusive deal, so there wasn’t anything they could do about it. But the fans… Many of Oddworld’s fans went a little crazy. There were even death threats aimed at Lanning. “Oh yeah. It was not funny,” says McKenna. “‘How could you do this?’ ‘How could you be a turncoat?’ ‘Abe would never do that.’ ‘How could you go with Microsoft? You’re a traitor.’ And I wanted to say, ‘Wait guys. Sony is a Japanese company. Microsoft is an American company. What do you mean? Yeah we all have problems with some of the things that Microsoft does, but this is insane.’”

  What the fans didn’t know at the time was that work had begun on a PS2 version of Munch, and they were encountering problems. They weren’t sure that the PS2 would be able to handle what they were attempting, and what they had seen of Xbox convinced them that it was more robust in certain important areas, and that they wouldn’t have to compromise if they went with Microsoft.

  Technical Issues

  One of the reasons Oddworld had gone with Microsoft was because they didn’t think they could do Munch on the PS2 without making compromises. “We were on a middleware engine,” says Lanning. “It was complicating things, and our engineering was basically saying, ‘Look, if we get on the Xbox devkit, all of these performance problems go away.’ And then we get onto the Xbox and we were running at the same performance. So we had a big problem.”

  McKenna was no stranger to technology. Lanning notes that her experience working with Academy Award winning effects guys in Hollywood meant that she recognized a problem when she saw it, and wasn’t going to let them miss their deadlines. “I don’t play games,” says McKenna, “and I have a reputation in Hollywood and a reputation everywhere of speaking my mind, and I don’t like cover-ups.” At one point Lanning recalls that she spoke directly with Seamus Blackley and told him to come down and review the code himself, or send Mike Abrash. McKenna admits to being thoroughly embarrassed, “but I knew that I had to bite the bullet because we wouldn’t be able to make the launch, and that is something we’d agreed to do.”

  She told them she needed someone immediately, “and sure as shit, they sent them down and they helped us.” Blackley sent several people from ATG to help out and identify the problems they were facing, some of which were technical differences based on how Xbox handled graphics. ATG even helped Oddworld interview a new tech lead, who restructured their team and got them all up to speed on the technology Xbox was using. About ATG, McKenna raves. “They were great. They were just wonderful. I couldn’t believe it. They just dove right in. It was really important for us. I mean we never could have gotten there from where we were. I mean, just no way.”

  Fixing the Brawl

  One of the ATG people sent down to Oddworld was Mikey Wetzel. “Munch’s Oddysee was ready to ship, but it had one lingering problem that was driving the developer crazy. In that game, fights could break out—in fact it was part of the strategy of the game. You could go up and you could slap a character and then start the equivalent of a barroom brawl, and all the enemies would start fighting, and that’s one of the ways you’d solve some of the levels.

  “The game boasted that up to 30 people could fight at a time. Well that was actually—I don’t know if people appreciated it—but that was really impressive from a technology point of view, to have that many AIs running and doing different things at the same time. Well, what happened is that, whenever a fight broke out, the frame rate would go from 30 frames a second down to 3 or 4 frames a second. Obviously, they couldn’t ship the game that way. Everything else in the game was ready to go. And I’m kind of a firefighter. I get called in at the very end. Fix this and we’re good to go.

  “I looked at the code, and the way the AI worked is that every character would look at all the people near him, and they had a variable called ‘beatability’. Like beatable is that character? And so when they’re in a fight, they’re looking at all the characters around them, and the AI would assess which of the nearby NPCs was the least or greatest threat. Well, 30 characters looking at 30 other characters, that’s 900 AI decisions going on every single frame. A thirtieth of a second later, they would go through all 900 permutations and look at who’s closest to me, who’s the easiest hit, and there were different AI criteria for how these characters would fight. Like a character would prefer to fight somebody who was less strong than him, another AI character would prefer to fight somebody who maybe didn’t have a gun in their hand, who is closest to them… so forth, right? And I was thinking about it, and it was like, ok, if I was in a fight—a barroom fight—I’d probably have to pick a guy and just fight that person. I couldn’t possibly be concerned with all 30 people around me at the same time. And so, my very simple fix was, once you make a decision to fight a guy, let’s commit to that decision to fight the guy for, let’s say, a second… like 30 frames. And rather than reconsidering that decision… it’s not even realistic to think that you could change your mind 30 times a second on who you fight. And the developer took that fix and said, ‘It’s brilliant.’ It was about two lines of code to fix it, and the game shipped. I was another pair of eyes, although I don’t know why one of the other developers didn’t think of the same solution.”

  About their experience working with Microsoft during the development phase Lanning says, “It was quite great, and the support was quite great. On the marketing front, leading up to launch, Ed Fries I think really had a lot to do with the vision at the time for software, and on one level you felt the energy of that group and its must-have success orientation and commitment; and those people worked hard. They were working round the clock. All of the people that I knew and was aware of at Microsoft at the time were running themselves really ragged. But they were excited still, so it was a really unique moment, and when they were at the studio, they were only helpful and productive. So that was a wonderful time.”

  Spielberg

  Steven Spielberg was a gamer and had several times delved into creating games, such as The Dig for LucasArts. At the time that Fries was looking for hit titles, Microsoft was a major investor in Dreamworks, so it was natural that he and Spielberg would come together over an Xbox title based on his upcoming movie, A.I. “We actually had three games in development around this new movie,” says Fries. “The movie was going to come out around the same time as Xbox and because it was from Steven Spielberg it was going to be this huge success and these games were going to ride on his coattails. So part of the launch of Xbox was going to have Steven Spielberg and these games.”

  Stuart Moulder was involved in the early planning stages of the A.I. game projects and took a trip down to the Amblin Films lot to meet with producer Kathleen Kennedy and Spielberg. “They led us through the entire story of the movie, because it was still in preproduction, so that we would have some material and know what kinds of thing we might want to build around it. Which was a fantastic experience. We walked out of that going, ‘Wow. This is not ET 2. This is an adult, somewhat disturbing, very dark story. But it’s hard to see how that could really be the lead IP for a new console.’”

  Unfortunately for Spielberg and Xbox, A.I. flopped at the box office, and according to Fries, “We had to pull the plug on those games. It was a bit painful, but that’s the game business.” Moulder remembers that, after seeing what the movie was about, “we went a little ways further down the path with that before ultimately quietly paying them some money and walking away from it, and letting them take those rights back.”

  Bruce Lee

  Jonathan Sposato was one of the first-party leads, and he remembers some of the more obscure titles that were considered. One in particular might have been quite interesting. It was based around Bruce Lee, and according to Sposato, “That was the one that a lot of us were hanging our hats on. We were working with the Bruce Lee estate, with his former wife and daughter, and we got face molds from Universal Studios from when he was a contract player on The Green Hornet.” The game was going to be created by a team of ex-ILM (Industrial Light & Magic) employees who had broken away and created a game startup in the San Francisco Bay Area. Unfortunately, the game never materialized as the team missed deadline after deadline, forcing Microsoft ultimately to cancel the project.

  Sposato also remembers working with Larry Holland, who was the developer of several popular games for LucasArts, including the very popular Star Wars: X-Wing and Star Wars: TIE Fighter games. According to Sposato, Holland’s Xbox game, Archipelago, was released after the launch, but there seems to be no record of it.

  Inside Job
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  No, Microsoft didn’t release a dog or cat game at the Xbox launch, but they did include a game that was generally believed to be J Allard’s pet project, but there’s more than one side to this story.

  It was called Azurik: Rise of Perathia from Adrenium Games, a company located in nearby Kirkland. According to Moulder, Allard had started the game with Adrenium (before they actually adopted that company name), and he had a pretty strong attachment to it, despite the fact that other people at Microsoft did not like it. And because Allard was involved, it became a first-party title. “They basically were forced to give the game to us. It was terrible. It was terrible because J didn’t want to give it up because it was his personal love and passion. It was terrible for us because we didn’t want it. But we were told we had to take it, because to just kill it would piss J off and he’d quit, basically.” Moulder goes on to explain that he was sympathetic to Allard’s position. He had started it, sponsored it, believed in it. He was forced to hand it over to the first-party team, only to watch them kill it. “So J’s point of view was understandable, but it was just the worst possible situation. We don’t have any love for this thing, but we’re told we have to keep it alive.”

  Moulder’s story may represent what many people at Microsoft believed, but Allard contends that the situation was quite different. He says that the game was started by some superstar employees from Rick Thompson’s hardware group. “the goal was for the platform team to have a customer ‘in the building’ to test everything we produced and said to developers.” When Thompson left, Allard took over the team. He admits that they weren’t “game guys,” but says that the two leads, Matt Stipes and Russ Sanchez, were perfect for the task. As far as it being his presence on the project that more or less forced first-party to adopt it, Allard says, “1st party insisted on taking it over and managing it like all other titles they were working on. I really had nothing to do with it other than being someone interested in learning what we could from them, advising and helping how i could and then sticking up for them when rick left.”

  Azurik did eventually get published, either at launch or shortly afterward. It didn’t do well and got mediocre reviews, although it may have broken even. But as Ed Fries would say… again, “That’s the game business.”

  Bungie

  Bungie was one of the top developers of games for Macintosh. They were a small, independent group led by Alex Seropian and Jason Jones, who had met in college at the University of Chicago in 1991 and discovered a mutual fascination with video games. Their original offices were in the not-soclassy South Side of Chicago, which was described by various team members as smelling like a frat house after a long weekend or “something out of Silent Hill.” (Silent Hill was a sinister and dark game from Konami).

  Bungie released several games over the next few years, including Pathways into Darkness and their first shooter and hit game, Marathon. Their next significant offering was a departure, a strategy game called Myth: The Fallen Lords, which was released in 1997 on the Mac, and for the first time, also on Windows 95. Life as an independent game developer and self-publisher was not easy, and it became even harder when they released Myth II: Soulblighter with an install bug that completely nuked people’s systems. Bailing themselves out by recalling 500,000 copies of the game and reissuing it was, in the words of Bungie’s music composer Marty O’Donnell, “A million dollar mistake.”

  The Soulblighter debacle put Bungie in a hole, but they had an ace up their sleeve. It was a new and ambitious first-person shooter game in development. To raise some operating cash, they approached Take Two Interactive and showed them the new project. Take Two was impressed and ending up funding Bungie in exchange for 19.9% of the company, promising to distribute the new game as well as another Bungie project, an animated game called Oni, which was being started in a satellite studio in San Jose, California. They had some operating capital, but it wasn’t enough to keep going for long, and they were still in the market for a better offer.

  That’s when Microsoft showed up. Peter Tamte, who was an executive vice president and Bungie’s head of business development, recalls a meeting at Take Two’s New York offices that was attended by Rockstar Games’ founders, Dan Hauser and Terry Donovan, Bungie’s Tamte and Alex Seropian, and some Microsoft people, including Kevin Bachus and possibly Brett Schnepf. Bachus remembers that this meeting was part of a technical briefing tour that took them to San Francisco, Los Angeles, New York and London during January and February of 2000. Tamte later observed, “In this one meeting in New York were sitting the guys who end up defining the future of the PlayStation 2 with Grand Theft Auto 3, and Bungie who went off and defined the future of the Xbox with Halo.” Of course, nobody knew the future at the time, and it was one of many meetings they all had participated in. Ordinarily, it would have been forgotten, but the situation was not ordinary. It sparked a fateful idea.

  Following the meeting at Take Two, and a subsequent dinner with the Microsoft team, Tamte and Seropian talked about the implications of working with Microsoft. “They’re going to need a game that can help define this platform, and we were thinking, ‘Wow. Wouldn’t that be amazing if our team—our amazing game—could have that kind of impact on the next console generation?”

  They believed in Halo, and they believed it could be the very product that Microsoft was looking for. But they were also looking for a partner, or a buyer. So the next day, Tamte called Ed Fries. Fries had previously met Tamte at an industry event, but other than that, “he was just somebody in my Rolodex.” Bungie, Tamte told him, was in financial trouble. Bungie was looking for a buyer. He said they already had one potential buyer, “but as long as they were going to sell it, would we also be interested in bidding on the company?” Tamte recalls that Fries answered, “You know, Peter? That’s a really interesting idea.”

  Fries was already a fan of Bungie’s games, having played several of them. Even if nothing in Bungie’s previous portfolio would necessarily translate to a console, Fries was interested in the team for its creativity and experience as developers. At the time of the call, Fries says he didn’t know about Halo, even though it had been announced at a Macworld event and previewed at E3, but he looked into it. The first video of Halo he saw, he says, “had these little animals that ran across the field and stuff, but it had the core elements of Halo.”

  According to some people, Jon Kimmich, who was working for Moulder to help locate potential first-party developers, had visited Bungie and talked with them about developing for Xbox, but according to Tamte, Kimmich did come to meet with the Bungie team, but a couple of weeks after his phone call with Fries. Moulder confirms that there had been some discussion about having Bungie produce first-party content, but not with him, and Fries says that the call from Tamte was his first direct involvement with the company. It’s a little uncertain, based on different reports, who made first contact and when, but there is no confusion about how the deal got started.

  Tamte says that they were impressed by the Microsoft contingent that came to visit. “It was clear that the guys that Ed had sent out were hardcore gamers.” The first thing Tamte remembers them doing when they got there was to play a team death match on an early PC version of Halo.

  Meanwhile, Fries and Tamte started working on the deal. The first major problem Fries faced was how to deal with Take Two, so he got on the phone with the company’s founder, Ryan Brant, and together they worked it out. Fries was mostly interested in the team, and Halo, although very promising, was far from being a serious product at the time. The deal Fries brokered was that Take Two could have all the back-catalogue rights and that Microsoft would fund the completion of Oni for Take Two to publish. “I would just take all the developers and this new Halo property.”

  Making a deal with Take Two was one thing, but it wasn’t the main thing. They still had to convince Bungie to become part of Microsoft. That was going to take some convincing, and one of the people charged with that task was Stuart Moulder. “I flew out to Chicago to basically convince Alex and Jason and the rest of the team that becoming part of Microsoft and moving to Seattle was actually a cool thing instead of a stupid and scary thing to do.” According to Moulder, “Being mostly a Mac shop, they thought Apple were the good guys and we were the bad guys.”

  “In reality, I didn’t think they were the Evil Empire,” says Seropian, “but I needed a lot of convincing that they were serious.” Because Bungie had already developed for the Windows architecture, and Xbox was planned to be based on that architecture, he thought that they could develop games for the new platform. “Prior to talking specifically about the acquisition, we talked a lot about Xbox together, and how they were going to try to make it a success, what they thought they were good at and what they thought they weren’t good at. And I think those conversations made us realize that they were serious. We were certainly convinced that they didn’t just want to buy the IP, or buy the product… or even just buy the team. They wanted us to play a strategic role in a new platform that they were going to put half a billion dollars into in the first couple of years. That right there is the reason we ultimately went ahead with it. You could say, ‘money talks, bullshit walks.’”

  Jordan Weisman, who had joined Microsoft with the FASA acquisition (see Absorbing FASA pg. “Absorbing FASA” on page 8), was another one of the people called in to help convince Bungie. “I think it was Ed, or Ed and Robbie, who said ‘Hey, we’re talking to Bungie about buying them and we want you to sit down with Alex and Jason and tell them how well the integration of FASA Studio has gone.’ And I was like, ‘What planet are you on?’ At that point, I was acting as creative director for the whole org, but I had seen what happened to that poor studio and the challenges it had gone through in trying to maintain its development culture, which frankly, it lost. It went through an absorption process into Microsoft development culture, and the result was that the game we were working on when we were acquired was a year later still not done.”

  With Bungie, Weisman was honest, but also persuasive. “I shared some of the reality of what had happened to us and kind of laid out the good and the bad. I told him what I believed to be the truth, which was that these guys had a unique opportunity to show their work on the largest stage they were ever going to have a shot at.” Jones seems to have understood what Weisman said and is quoted as saying, “Microsoft is holding the biggest cannon in the world, and they’re pointing it right at Sony, and we can be a bullet in that cannon.”

  Learning from their mistakes and becoming more aware of the idiosyncrasies of game development, Microsoft sought to allow Bungie to keep a more autonomous studio culture. Moulder echoes what Weisman said: “Previously, what Microsoft would do is you’d buy a company—like we bought FASA— and then they would reorganize and just fit in a Microsoft organizational structure. Which it turns out is a stupid thing to do, because you destroy the corporate culture that you acquired and presumably valued. So we said we weren’t going to make that mistake again.”

  They told Seropian that it was his studio, and it was his decision how to run it. Among the commitments believed to have been offered was that their compensation would ultimately include royalties, something Microsoft had never offered before to in-house studios. (Ed Fries denies this. “I never offered this. No internal groups got royalties at that time.”) Also very important was that Microsoft recognized another key difference. In Microsoft, people had their own offices, and any other arrangement was inconceivable. “Back then Microsoft had all these perks, incentives to go there as a developer,” says Fries. “You got your own private office and you got free soda pop and stuff like that.”

  In fact, the original location they had set up for Bungie was a very nice suite of offices in their own wing of one of the buildings on Union Hill Road. From a Microsoft point of view, it was very generous and prestigious. There was just one problem. Bungie had an open, bullpen approach to game development. So when they saw the offices they said no, and had them all torn out to create a big open space in which they could work. They even had their own separate security doors, and only a few employees were granted access. Fries even joked at one point that they didn’t even allow him in.

  According to Moulder, there were people within MGS who resented Bungie’s exclusivity and “special” treatment, but Moulder saw it from another perspective. “I personally thought that if they weren’t treated that way, you don’t get the results that they got. I would say the keyword is passion more than work cheap. A studio that’s comprised of a bunch of really expensive people is an odd studio, but what you really care about is, do they have passion? And do they have a culture—a creative culture, and a gaming culture—that’s unique and that informs how they do things—what they do—and that energizes and inspires everyone in the studio. And you can tell the ones that have it, and you can pretty easily tell the ones that don’t. Bungie had it. Ensemble had it.”

  Steve Jobs

  In November, 1999, shortly before Microsoft’s acquisition of Bungie, Steve Jobs had personally introduced Jason Jones and the Halo preview on stage at MacWorld. Tamte takes credit for bringing the game to Jobs’ attention. He had previously worked at Apple, as senior director of worldwide consumer marketing and had reported directly to Jobs. Within weeks of joining Bungie, he contacted his former boss. “I called Steve and said it would be really cool if you would introduce this game, because I think you would be interested in it.” And so Jobs invited Jason Jones and Joe Staten to give him a personal demo of Halo. It must have gone quite well because at the next Macworld Expo in New York, there was Jobs on stage introducing Jason Jones and Halo. “That’s a personal endorsement,” says Tamte. “He would never do something like that unless he personally had a very deep interest in the product.”

  This was a rare moment for Jobs, who almost never showed much public support for computer games, and never in a keynote. So when Microsoft more or less scooped up Bungie, including of course Jones and Halo, Jobs was not pleased. According to Moulder, he called up Steve Ballmer, furious, and gave him an earful. Ballmer then took the problem to Ed Fries. As Moulder recalls the story, essentially what Ballmer said was, “Look. I just want to make sure this is worth it. I back you. We’re going forward. I’m not going to let Steve Jobs tell me what we’re going to do, but they are an important partner. We sell a billion dollars’ worth of software on their platforms, so I just want to make sure this is worth doing. Worth the pain it’s going to cause us.” Of course, Jobs not being a big “game guy,” a reasonable assumption might be that he was just embarrassed and felt outmaneuvered, but would get over it. “It really just turned into Steve Jobs is mad at us for a little while.”

  However, Tamte provides a more nuanced view of Jobs’ interest in games, indicating that Jobs was more receptive to games than most people know. For one thing, when he personally hired Tamte, it was because of his experience running MacSoft, which sold 45% of all Mac games at the time. So why did he have a reputation of disinterest in games? “I think it was just a matter of time. I mean, he’s rebuilding Apple and also running Pixar, so this is a very busy time for him. But the conversations that I had with Steve indicated that even though he may not have spent a lot of time on video games, there was an instinct that he understood about video games and their importance. What was valuable?

  What was not valuable? How that fit together with Apple.”

  Tamte also relates a story about the first iMac, which was going to use a Rage processor, but Tamte and others urged him to go with the Rage Pro* for one reason. “There was nothing else that needed it other than games,” says Tamte. And Jobs listened to them and made the change. He also spent time personally in meetings with a games advisory group, and as Tamte observes, “Steve did not spend time on things that he was not interested in.”

  * The original iMac shipped in August 1988 and featured a 266 mhz G3 processor and an ATI Rage Pro Turbo graphics card with 6 megabytes of SGRAM. It also came in five (healthy) colors—tangerine, lime, strawberry, blueberry, and grape.
  Maybe Steve Jobs had a little more interest in games that most people think, but there’s no doubt that he was more than a little bent about Microsoft’s essentially stealing Halo after he’d obviously become personally involved with it. But, as Moulder observes, he didn’t stay mad for long, and Ed Fries can explain why. After the acquisition became known, says Fries, Ballmer emailed him. Ballmer’s email essentially said, “Jobs is mad about us buying Bungie. Here’s his phone number. Call him.” And Fries found himself thinking with a combination of awe and dread, “Ok. I’m going to call Steve Jobs now.”

  Fortunately, Fries came up with a plan. During the acquisition of Bungie, they realized that they had jobs for everybody except Peter Tamte, the guy who initiated the deal in the first place. “We didn’t really need another biz dev guy,” says Fries. However, Tamte turned out to be the perfect chess piece to play in this situation. Tamte had expressed an interest in starting a company of his own, a company that, among other things, would port Windows games to the Mac. “I think both the Apple people and the Microsoft people trusted me,” says Tamte. Having formulated a plan, Fries made the call. He began by apologizing for the situation, mentioned that he was personally a Mac fan and had even worked on Mac Office, and then said that he would be happy to see PC games ported to the Mac, including Halo. “So what I would like is to do a deal with you guys and a third party where we help set up a Macintosh publisher to port our games to the Mac,” he told Jobs. “And I know just the guy to do it. His name is Peter Tampte.” Of course, knowing Tamte well, Jobs was mollified and put Fries in contact with people at Apple who would help move the idea forward. And that was it. “I thought it was a real win-win because I got Ballmer and Jobs off my back, and I got a job for Peter Tampte—because without him I don’t think we would have had Halo—and I got Apple to fund it, not me. And we were going to get more licensing revenue because we were going to get money for licensing our games on the Mac. So to me it was a deal that worked out really well.”

  Jobs had added only one additional condition: That Fries and Seropian appear on stage with him at an upcoming Macworld in New York to announce the deal.

  And so, a few months later, Fries and Seropian flew to New York, arriving the day before the event and expecting to participate in a dress rehearsal. While in a cab on the way to the venue, Fries received a phone call from one of Jobs’ handlers:

  “We don’t want you guys to come in.”

  “What do you mean? We need to do the rehearsal for this.”

  “Well, it’s really not going well. Steve Jobs is not happy. Just go to your hotel and I’ll call you later.”

  Later they were told just to show up in the morning, which they did.

  Although Fries and Seropian had no clue what was going on, Tamte is able to shed some light on the situation. “When Steve was doing his practices, even the union guys could not be inside the place. There would be two or three people. Steve would always announce something really, really big, and if word of that got out before then, it could affect the stock. Even back then the rumor mill for Apple stuff was out of control crazy. So if Steve was not ready the night before, things would get pushed back. That would be the reason why. And Steve would practice, and they would change things, and there’d be just a small number of people who were allowed to be in the room when that was happening. A very small number of people.”

  On the morning of the presentation, Jobs was still too busy to see them.

  “Finally, it seemed like ten minutes before the show was going to start,” says Fries, “Steve Jobs comes up to me, and he says, ‘Here’s what’s going to happen. At this section of the show I’m going to introduce you two. You guys come up on stage, shake my hand, you guys talk for 30 seconds, shake my hand again, you’re off stage. You’re all done.’ And he was very nice about it. Very matter-of-fact, and Alex and I were just like, ‘OK. That’s what we’ll do.’ And that’s what we did. We went on stage and we did our bit. We announced that Microsoft was going to be bringing a bunch of games to the Macintosh, including Halo, and then we walked off stage. And that was the end of that.” Fries adds that this was the one and only time he ever met Jobs, but that it was memorable in part because he got a front row seat at the event. “I tell you, he did a great job. I sat there in the front row and watched him do his spiel, and he was really impressive. I mean, his reality distortion field* was in full effect.”

  * Steve Jobs was famous for being able to convince anybody of just about anything. He was very persuasive, and people would claim that he had the ability to change reality to fit his needs—a reality distortion field.
  And from Tamte’s point of view, “I had the weird deal of having my new company announced publicly for the first time by a vice president of Microsoft during a Steve Jobs Macworld Expo keynote.”

  Gaining Trust

  As creative director of MGS, Jordan Weisman worked closely with Bungie during the transition. One of the things he did was to help organize the Halo project. “My team came in and worked with them on writing all the original world bibles for the Halo universe.” Weisman’s team also put together contracts for novels and novellas based on the Halo property and even found a novelist for the job, Eric Nylund, who also happened to be a member of the game studio.

  Trust did not come immediately, but was built over time. For instance, Fries tells the story of the testing team who were part of that trust building process. Bungie, like many game studios, thought of testers as “a bunch of high school kids to just play the game and beat on it” according to Fries. But at Microsoft, testers were professionals and an integral part of the development process, whether it was games or office products. Based on their preconceptions, however, when Fries told the guys at Bungie that he was assigning them a test team, they said no way. They didn’t want them. “We went back and forth and finally I said fine, if I can’t put them inside, I’m going to put them right outside your door. So I gave them all the offices right outside the doors to Bungie’s area.”

  What happened next was that the test team became a huge asset to Bungie. “They didn’t just beat on the game. They did things like build a system to speed up the rendering of the lighting by a huge amount so that they could turn the builds around really quickly. They also developed lot of data collection systems that Bungie has become famous for, around where people die on maps and how to optimize maps for better multiplayer play and things like that.” After Halo: Combat Evolved shipped, “they knocked down that wall and the test team became an official part of Bungie. They basically moved the wall that had the card key access farther down.” The test team leader was Harold Ryan, who ultimately joined Bungie and became the studio manager.

  The Big Push

  As Bungie began settling into their new offices, the work of creating Halo restarted with a new goal—creating a kick-ass first-person shooter for a brand-new console system. Previous to Halo, there had only been one successful FPS for consoles—GoldenEye 007. And, although there were plenty of challenges, “It was preordained that it was going to be Halo,” says Weisman.

  One main challenge was learning how to develop for a console system and its main input mechanism—the controller. They knew that if they failed to map the gameplay successfully to the buttons and triggers of the controller, the game would suck, and even worse, it would fail. In the end, they not only succeeded, but established a controller model that has since become the basic standard for console systems.

  Bungie also looked more deeply into the game, not just from the action and gameplay perspective, but into the story they were telling. They created a classic conflict and backstory, two very memorable characters—Master Chief and Cortana—and equally memorable enemies—Covenant and the Flood. What is quite possibly the single most influential aspect of Halo: Combat Evolved was almost cut at the end, however. More on that later…

  Crisis at Gamestock

  Jonathan Sposato had spent years in the games industry, and at the time was a manager for Xbox first-party titles. In that capacity, he worked closely with companies like Bungie. As the Gamestock event approached in February 2000, Jason Jones came to Sposato in something of a panic.

  Gamestock was an important yearly event created by Senior Marketing Director Beth Featherstone’s division to showcase works in progress, and most Xbox developers attended, along with a press corps contingent. Gamestock always took place in February, says Featherstone, “because that was the optimum time for retailers, and allowed you to build the right amount of buzz for the press going into E3, and it didn’t conflict with GDC in March.”

  According to Sposato, Jones came to him and said, “‘Jonathan, February at Gamestock this year ain’t gonna work. I can tell you right now that we’re not going to have anything good to show.” At this point, Sposato had not worked directly with Jones all that much. Perhaps he was just being too much of a perfectionist. “Maybe it’s good. Good enough for Gamestock,” he said. But Jones was adamant. “Nonono Jonathan. You’ve got to get the date changed.”

  So Sposato went to Featherstone and lobbied on behalf of Jones. “I worked on Beth for weeks, but she was like, ‘No. You’re effing crazy. These guys are just being whiners. There’s no way. What they’ll have is great. I’m sure what they’ll have will be better than 90 percent of the other games at Gamestock.’” Sposato was persistent, and eventually Featherstone began to take him seriously. Then Jones wrote an email—thoughtful, passionate, sometimes impolite, but persuasive.

  Featherstone finally agreed to take the unprecedented step of delaying Gamestock for a month—into March and much closer to GDC. “A lot of times the producers on the different games, or the developers themselves, were very emotional, and they’re not capable of giving you rational business reasons why something has to be different than how it is,” she says. “Jonathan was always the opposite of that. He’s capable of separating the emotions from what the reality is… you know, the facts. He was able to come and convince me that, yeah, this isn’t just them being perfectionists and them being really difficult. They really are saying that we’re not going to have a quality product, and we’re going to embarrass ourselves.”

  Of course moving the date for Gamestock was a major headache, to say the least. Gamestock that year would host up to a thousand non-Microsoft attendees. There were a lot of details to change, emails, phone calls… and then there was the press. “When you’re talking to the press you don’t necessarily want to say we’re not ready. Then it looks like you don’t have your act together. I think then, too, at some point you’re just honest and go, ‘Hey look. Our flagship product… we don’t want to drag you all up here to Seattle and not have anything substantial to show you. We’re trying to be respectful of your time. And there are a lot of places you guys could be and things you could cover, and we don’t want to waste your time.’”
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    For Halo fans: a special treat on these two pages.
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    Very early screens from Halo, courtesey of Peter Tampte.
  

  [image: ]

  Sposato, who has since created several very successful businesses, gives major credit to Featherstone. “To this day I look at it and I think, ‘Wow. How remarkable to see good senior managers who can admit when they’re wrong and come back, and not be passive aggressive about it, but say, ‘You know, Jonathan. I heard you. I’m capable of change. We will move Gamestock this year.’”

  Halo at E3

  Of course, there was still a lot of work to do and not much time before the launch of Xbox and the game. One of the milestones they had to meet was a preview of the game at the E3 show in May, 2001. Featherstone says that from her point of view, they knew Halo was going to be the franchise. “It was just a matter of getting Bungie to meet the timelines that we needed to have to sync up with the hardware.” Syncing up was easy to say, but not so easy to achieve, and Bungie worked the way Bungie worked.

  “When you look at developers on the perfection scale, from 1 to 10, they’re an 11,” says Featherstone. “They can be very difficult to work with, but they are also utter perfectionists in terms of what they’re doing. They’re the type of developer that doesn’t want to show anything before they think it’s perfect and ready and meets all their expectations. But from a business point of view, sometimes you can’t do that because it doesn’t line up with the market cycle.” There were meetings. According to Featherstone, lots of meetings. E3 was approaching, and they needed something to show, but Jones was complaining that it wasn’t ready and wouldn’t be ready. “I can remember having a lot of conversations with COO Pete Parsons at the time, and just saying, ‘Pete, I don’t care if it’s smoke and mirrors, but you have to come up with something that is going to wow the public at E3.’”

  Halo did have its launch preview at E3. Featherstone considered it a success, but Bungie didn’t, and neither did a lot of people who viewed the demo. According to Robbie Bach, “Ironically they showed the networking version of Halo. It was a multiplayer level and the graphics weren’t quite right. Who knows what hardware we were running at that point? It certainly wasn’t real hardware.”

  Fries answers Bach’s question about what hardware was being used, and perhaps offers a reasonable explanation for Halo’s less-than stellar performance at E3. “The dev kit Xboxes we had at E3 used a much slower graphics card in them, and so the framerate was about half at E3 what it was going to be.”

  Whatever the reason, many people were disappointed with Halo’s debut at E3. Fries points out that it got mediocre reviews, while Bach said it confirmed the skeptical view that “shooters can’t be successful on a console.” And so, according to Bach, “After that event and the feedback we got, Ed basically told people we could no longer show Halo. Until it’s done, nobody gets to see it.” The decision to cloister Halo wasn’t out of lack of confidence in the product, however. “I think

  Ed was confident from the start, but that’s just because Ed’s Ed.”

  Bach, on the other hand, was not Ed, and he did have his reservations. “I mean, here you have a game which was clearly started as a game on the Mac, then went to the PC. It’s clearly a first-person shooting game that should have great online gameplay. And we’re going to launch it on a game console with no online support. You know, it’s not the easiest bet to see.”

  The Death March

  After the E3 preview, it was clear that there was work still to do, and anxiety was building among some people at Microsoft. But at Bungie, it was more of a nose-to-the grindstone attitude, or, as many people called it, a “death march” to completion. Andrew Walker, who helped with bug testing says, “Everyone was panicking because Halo had to do a complete rejigging of all of their graphics, like four months before launch.”

  Featherstone describes the anxiety many people were feeling: “They worked 24 hours a day, I think, to get it done. It was insane. On the marketing side, it’s sort of like jumping off a cliff, like tandem jumping, and you just kind of close your eyes and hope you land when you’re supposed to. That’s just kind of the nature of that business. I could go through too many examples in the gaming business where these developers come out and puff out their chests and tell you how great everything going to be, and three years later they still haven’t shipped their game. So you hope you put your eggs in the right basket. They knew what the deadlines were, and to their credit they got it done.”

  Bungie did get it done, more or less by the skin of their proverbial teeth.

  They had a lot of trials, technical and graphical glitches, and features to consider—drop it?/keep it?—but they did complete the project on time. Part of their eventual success might be attributable to Jason Jones’ remarkable creativity and ability to swoop in and solve problems. Highly creative and individualistic, Jones could hold the game’s vision and articulate it clearly. According to Jon Grande, “Jones is kind of a savant who can touch all the parts of the organization and every piece that he dives into just somewhat miraculously begins to work. That happened with Halo.”

  One of the features, the one I mentioned before that was critical to Halo’s success—and almost didn’t happen— was the multiplayer capability of the game. As time was running out, some people were in favor of dropping multiplayer. It wasn’t working right and they weren’t sure they could fix it. Some people were questioning its feasibility, since it required people to lug their consoles and TVs to a central place to play together. But, as Pete Parsons says, “some people” were not Bungie. “Everybody was pushing to keep multiplayer in, but none of us knew just what it would mean.”

  “Marketing’s job at that point is to manage expectations and stuff and get the buzz out,” says Featherstone. “That was obviously before Twitter and Facebook and all that stuff, so we had little fan groups and that we were cultivating to try to get the hardcore to carry the buzz. So by the time we got to launch, it was actually not that hard. And the game really did sell itself in a lot of ways.”

  Despite coming out a year before the launch of Xbox Live, Halo’s multiplayer was hugely important, and various LAN parties sprang up all over so that players could play together on their Xboxes, even though they had to haul them from place to place, with all the necessary equipment. But even though Microsoft was a year away from launching a real networking solution, they did what they could to support Halo’s multiplayer capabilities. Boyd Multerer, who later would lead development of Xbox Live says, “We went to great lengths to make sure Halo worked with System Link*, which in a way was the precursor to Live. We wanted people to be comfortable playing online with consoles and to prepare them for it.”

  * System Link was a direct, console to console linking system that worked over Ethernet cables on local area networks (LANs). In Halo: Combat Evolved, up to 16 players could connect and play together on four different Xboxes, which were displaying the action on split screens.
  By all definitions, Halo: Combat Evolved was a mega-success, and it became the flagship title for Xbox, launching not just the console, but a franchise that has continued to this day. Bungie left Microsoft in October 2007 and became an independent developer again. Microsoft has continued to develop new games in the Halo franchise while Bungie turned its attention to developing a huge new project—their massive multiplayer title, Destiny.

  What Happened to Munch?

  The emergence of Halo as the showpiece game for Xbox appeared to change the marketing focus. Whether Munch’s Oddysee was ever the best showpiece product is doubtful, and even though it was a quality game from a quality developer, it was dramatically overshadowed by Halo. “Halo totally deserved its success,” says Lanning, and McKenna adds, “Halo is a once-in-a-lifetime fabulous game…” She remembers going to Gamestock, where all the developers were showing their products. “I’m thinking, ‘Our game is good. It’s good,’ and then they show Halo and I’m going ‘Holy shit! That’s not what we had been talking about. That’s not a casual game.’”

  At that point McKenna started talking to Pete Parsons from Microsoft marketing (who later became Bungie’s COO). She told him they weren’t ready to compete with that, and that they needed more time. Perhaps it should be released after the launch. But Parsons and the other people at Microsoft were still encouraging her. “No, no. We love your game. We’re behind it.”

  McKenna understood what Halo meant to the console player demographic. “Now I’m a girl, and so I don’t look at games the way that most guys do. Because you say to a guy—to a gamer—you go, ‘Ok guys, so what you need to do is, you need to shoot everything up, and then you need to blow everything up. You’ve got to kill everything, and that’s how you win.’ And the guy goes, ‘Awesome!’ You say that to a girl and she goes, ‘Why?’ And I knew Munch is not the kind of game that was going to go over the way a Halo would. And Halo kicked our ass.”
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  Third-Party Titles

  There was a time when video game consoles relied entirely on first-party games, but those days are long gone. Early systems in the first wave of consoles, such as the Atari VCS, Mattel’s Intellivision, and Coleco’s ColecoVision relied primarily on titles created in-house. It wasn’t until some Atari developers rebelled and formed Activision to create products for the VCS that the industry saw original third-party games for console systems. Even in the next generation of consoles, like the Nintendo Entertainment System, Sega’s Master System, and Turbografx—a collaboration between Hudson Soft and NEC—many of the most important titles were still first-party.

  By the time Xbox was being developed, third party titles were an essential part of any console’s strategy. Where once console makers very jealously defended their console titles and put up walls against third-party titles, in the late 1990s the entire outlook had changed, and now it was the more the merrier. As John O’Rourke puts it, “The hardware in many ways was nothing without the games.”

  First-party titles definitely provided important benefits. All profits went to the console maker. They helped strengthen the brand. They were completely under the control of the manufacturer. They also had some down sides. For instance, developing triple-A titles was expensive, and it got more and more expensive year by year. It was also difficult to create enough titles to feed the hungry appetites of gamers, who now numbered in the millions when only a few years before, the reliable game audience had been estimated at about 800,000, with only major hits reaching larger audiences.

  In any case, the people behind Xbox understood the need to attract third-party developers and gain their support for the new system. After all, DOS and Windows had relied almost entirely on third-party developers, and these developers had been extensively supported and recruited by the Developer Relations Group. But games for DOS and Windows had never represented the operating system’s core business model, whereas for a console, obviously games were what it was all about, and a new group of developers was needed. The job of gaining their support wasn’t going to be a cakewalk.

  Don Coyner remembers the skepticism that many people felt when they found out that Microsoft was going to try to challenge the big console makers, especially Sony and Nintendo. “They would say, ‘Is there room? I mean, you guys are really going to come in and take on Sony and Nintendo? What the hell do you guys know about this stuff? You guys make Office and SQL Server.’”

  Coyner says that a big part of the skepticism was essentially a challenge to Microsoft’s resolve. How serious were they? “And that’s where the credibility of, ‘Here’s what’s going to be our brand story; here’s how we’re going to market this thing. It’s going to be about the games; it’s not about the hardware. It’s not a technology story, even though that was a powerful underpinning— it’s a powerful system to go after the hardcore gamers…’”

  Establishing credibility was one issue. Making deals was another, and there were a lot of discussions about what kind of deal Microsoft was offering. “Those were some hard discussions, particularly with EA. People were playing hardball, for sure, because they knew we needed them desperately if we were going to succeed, and so they kind of had the upper hand.”

  Jennifer Booth had been part of the marketing team that launched the original PlayStation, and she was recruited by Microsoft originally to join the hardware division’s marketing team as a planner with Don Coyner, who was doing marketing.

  Early in the Xbox project, Booth and Coyner were working in Hardware under Rick Thompson, but with previous console experience—Coyner from Nintendo and Booth from Sony—Booth says that they were both viewed as possible assets by the Xbox team. “Somehow it came to their attention that we both had backgrounds in the console business,” she says, “so Seamus and Kevin took us over and showed us their plan. I think it was a marketing plan, like, ‘Here’s what we’re going to do with third party,’ etc. etc. So they just kept coming over and we kept giving them documents. Like I remember giving them some game data because they wanted sales data. So we were acting as advisors. We were kind of doing this at night. Once we got approval from Gates, then Don and I came over full time on it. I think it was a couple of months going back and forth and kind of moonlighting and helping them.”

  It was actually quite logical that several key members of the Xbox marketing team—Beth Featherstone, Don Coyner, and Jennifer Booth—came out of the Hardware division. After all, the Hardware division was the only unit at Microsoft that had successfully marketed a product to the gamer audience. Moreover, Xbox was fundamentally a piece of hardware that would be designed and built by the hardware division and marketed to the same audience that they had successfully engaged with SideWinder. Logical or not, Rick Thompson eventually had to put his foot down, telling Bachus, “Ok listen. You cannot continue to poach people from our group.”

  Head Nods

  Both Coyner and Booth played roles, albeit mostly silent ones, in the ultimate decision to go forward with Xbox as a console. Booth remembers going to two of the “Bill” meetings that occurred prior to the decision to go with the console. “There were two different plans put forth to him. Should we do the Kevin/Seamus plan or should we do the DirectX plan? Kevin/Seamus were wanting a more typical console style business. I think it was at a breakfast… They <the DirectX team> were promoting that we do something a little bit different, more along the lines of what we had done with Windows … more of a Windows model. So they put Don and me in the back so they could say, look, we’ve got people who have actually done this before. We were there for kind of a head nod. Like in one of the meetings they were saying, ‘You don’t need to launch with certain titles. You don’t need to launch with sports. Sony didn’t.’ It was typical of the bluster around the table, and we had to say, ‘Well actually, they did.’ So that was our role.”

  Booth saw one of the advantages Microsoft had with third-party developers was that many of them had unsatisfactory relationships with Sony and/or Nintendo. One thing that Microsoft promised (and delivered) was good development tools. “Many people found working with Sony’s development tools frustrating and difficult. Since Xbox was based around Windows technology, it promised to be easier to work with. And with the incredible support they were offered by the Xbox Advanced Technology Group, third-party goodwill grew over time. Once they got a developer on board they encouraged the third-party developers to help them with Xbox marketing simply by talking about Xbox.”

  Third-Party Agreements

  As Booth points out, third-party developers complained about was how they were treated by Sony and Nintendo. In Sony’s case, there was a great disparity in the kinds of deals they offered. Some people got far more generous deals than others, such as how much the made per unit sold. Developers didn’t like the perception of the haves and the have nots. In Nintendo’s case, they often treated third-party developers with a degree of contempt, the message being that they were fortunate to have the opportunity to publish on the platform Nintendo had built. They were also very picky and selective and often created barriers and challenges to getting published, but offered what seemed like poor per-unit payments.

  Microsoft adopted a goal of consistency. Their deals were flat. Everybody got the same deal, although there were some variable marketing incentives—money offered specifically for the purpose of promoting their Xbox games. According to Kevin Bachus, some of the bigger publishers hated this egalitarian approach, especially the Japanese publishers who were used to getting preferential treatment, from Sony especially. But the toughest nut was Electronic Arts.

  EA was the big cheese in the industry at the time. One of the Xbox team dubbed them “Snow White” with the rest of the game companies being the Seven Dwarfs. CEO Larry Probst had expressed some early skepticism about Microsoft’s entry into the console market, and he drove a hard bargain when it came time to support Xbox. According to Bachus, EA negotiated a far more complex deal that read more like a partnership agreement. Although some people have said that there were stipulations preventing Microsoft from competing with their sports franchises, Ed Fries says, “This is completely false (and would probably be illegal). It makes no sense because we launched a competing football game at launch and many other sports games after that.” Later, when negotiating over support for Xbox Live, they had more concerns, but in the end EA and Microsoft did come to terms on a deal with stipulations specific to EA.

  A Good Story

  In part, it was because the media loves a good horserace, and with Sega fading, Microsoft’s entry into the race made a good story. And, well… it was Microsoft, after all. Booth says, “I think the story in and of itself that Microsoft was actually getting in the console business was so big with many journalists that the story mostly wrote itself. It was so interesting to them that we were doing something new and getting into the consumer business in such a big way, that we got a lot… a lot of interest.”

  Beth Featherstone also saw the press as their ally—for the most part, anyway. “It was a really interesting dynamic, and I think a lot of the journalists didn’t strictly like Sony either because they weren’t any nicer to the press than they were to third party developers. So they really wanted us to do well.” She credits J Allard with some of their success with the media. “J was a great spokesperson to have out there on the platform side. They were convinced that we got it, that we weren’t just out there being Microsoft, you know… late to the game and we’re going to suck all the air in the room out because we have the most money. We couldn’t do that with Xbox. We had to put people out there like J and convince the gaming press that we meant business and that could do it, and that we understood the mentality of the console gamer.” She also pointed out how the press loved a “three-horse race” and wanted them to succeed, if only to make things more interesting and to have more to write about. “That made things a little bit easier,” she says, “but working on all of that was very stressful.”

  Third-Party Japan

  Japan was the home to many of the top console developers in the world, and Microsoft wanted to sign them up for Xbox, all the while knowing that it would be no easy task. However, there were potential openings.

  Resident Evil

  Kevin Bachus was out there recruiting in November 2000, and he remembers meeting with Resident Evil creator Shinji Mikami from Capcom. “We heard that Mikami-san was trying to decide what he was going to do with Resident Evil 4. He hated Playstation 2. He thought it was very difficult to develop for.

  He was going to move it to Gamecube… or to Xbox.”

  Mikami met with Bachus and a member of Microsoft’s Japan division, and told them that he’s impressed with the tech, but he needs to have something to tell his team…to tell them why he choose Xbox over one of the Japanese console options. Of course, the conversation is in Japanese, so Bachus isn’t sure what they’re saying, but from what he can tell, the conversation isn’t going well. “I say, ‘Well? What’s he talking about?’” Somehow Bachus’ message didn’t get through and Mikami left the meeting.

  Afterward, his translator told him that Mikami wanted to know how Microsoft viewed the game industry. “He says games are entertainment. Nintendo says that games are toys. And I said, games are are art. Games are art!! We’ve always said we want to elevate games to a higher art form, we want to allow creators to focus on the art of game making rather that having to deal with the complexity of the hardware. And he goes, ‘Oh. That would have been great!’”

  Bachus tried to go through somebody else at Capcom, but it was too late. Mikami had already committed to Nintendo. “So that was why we lost Resident Evil,” says Bachus.

  Tecmo Story

  Not everything was as frustrating as the Resident Evil story. With Tecmo, Bachus had developed a good relationship, and the game everybody wanted was Dead or Alive. “I went in and said, screw Dead or Alive, I hear that you’re making a new version of Ninja Gaiden. I want Ninja Gaiden to be exclusive to Xbox. They loved that. It was like everybody was coming in and begging for the beautiful daughter rather than the younger daughter, who was going to be even more beautiful later. So like that we got on really really well with Itagaki-san. He and Seamus got along really well, they went to hostess bars together and hung out. In fact, Seamus wanted to suggest that he do a Ninja Gaiden beach volley ball game, which he later actually did do.”

  In the end, Dead or Alive 3 ended up being an Xbox launch title while Ninja Gaiden, which was not ready at the time, was published later.

  Namco

  Bachus and his group met with Konami, Capcom, Namco, and Sega on the same trip, and they were hearing stories about how a representative from Microsoft Japan had been approaching companies. For instance, with Namco this guy would come in and say “I want Tekken. I want this. I want that.” So when Bachus paid a visit to Namco and met with executive director Youichi Haraguchi, they had this conversation:

  “Well Namco has been in the business for a while.”

  “Yeah.”

  “We’ve been pretty successful.”

  “Yeah, you’re like one of the top.”

  “Well, why is it that your guy keeps coming in saying I want Tekken, I want this, I want that and we thought you’d want to be partners with us. Your sales people would be asking our sales people for advice, your marketing people would be asking our marketing people for advice. Instead you basically make demands. You need to tell your people that they don’t work for you, that they work for me. You just pay their salary.”

  Bachus says it was ironic that this was what he always said. “It’s almost word for word what I had told the people that work for me in the US and Europe. I said look, if you’re an account manager working on Xbox, you actually work for your publishers. Right? It’s your job to understand what they need and to advocate for them and and and basically be their voice on the inside.”

  So he was getting a lesson from Haraguchi, and it was time to act on it. “To hear this guy at Namco saying this… We made a change, like the next day. We brought in somebody new to replace the previous guy who had the really difficult conversation with Mikami and was going around throwing all these demands around.” He says that the new guy, Hiyashi, worked out great. He had the right attitude.

  Even though working with the Japanese developers was difficult for any number of reasons, in the end their efforts paid off and, even though they lost Resident Evil, they ended up signing third-party deals with all of the companies they wanted, with the exception of Square Soft who remained with Sony.


  ~20~

  Marketing Xbox

  Even before the final approval was given, the research and market planning for Xbox had begun. Consumer marketing at Microsoft was comparatively new. Microsoft had experience marketing to corporate accounts, but less experience with marketing to individual consumer demographics, and almost none at marketing for the video game crowd. In fact, according to Beth Featherstone, prior to Ed Fries games marketing was actually achieving a net negative. “Prior to Ed taking over Games, the group was run by someone who managed to piss off all the influential press at the time. He took the typical we’re Microsoft and we can shove our weight around attitude, which did not go over well with the press.”

  Early Marketing Success

  Beth Featherstone had joined Microsoft in 1991 as an international product manager in the hardware division. She was later promoted to worldwide group marketing manager. In 1996, with nothing but Flight Simulator and some simple Windows games, there wasn’t much for Microsoft to market on the game side, and the majority of gamers didn’t even consider Flight Simulator a game. Featherstone states that it was hardware, not games that finally broke through to the gaming market—specifically the SideWinder joystick, which was launched alongside Duke Nukem and became a favorite peripheral among shooter fans. She says that the ergonomic Microsoft Natural Keyboard also became popular among gamers. Featherstone credits David Hufford*, a young PR guy who worked for Waggoner-Edstrom, with turning things around. “David literally had to beg and call in favors to get the editors to meet with us on the joystick launch. We took a very humble approach and were able to convince them that the Hardware group really did ‘get gaming’”.

  * As noted earlier, David Hufford later joined Microsoft’s public relations department, and at the time of this writing is senior director of Xbox public relations.
  Shortly after Ed Fries took over the games group, Microsoft “removed” their head of consumer marketing and did not replace him for another six months. Featherstone, having grown bored in the hardware group and unhappy with its direction at the time, decided to seek the empty marketing position. “I was looking for a new challenge and they were looking for someone who understood the games market but could also navigate the Microsoft political and bureaucratic machine. My email name was “Bethfe,” and one of the hardware developers christened me ‘Iron Beth.’ I had a reputation as being fair but tough as nails. I was a good fit and took the job.”

  Featherstone became a group marketing manager for PC games just before the launch of Age of Empires, and quickly discovered that the group she was taking over was sorely in need of supervision—and a good deal of reorganization. “Truthfully, going to that group was a bit like trying to manage a very large group of kindergarteners without any supervision. There was a lot of bad, immature behavior. Half my team needed replacing as they were in the wrong jobs. The other half needed support and political air cover to be able to perform well.” Over time, working with Fries and his senior staff, she was able to create a strong and effective team.

  Initially, Featherstone had to face down an organization that did not understand the gaming market. One of her first challenges came when a new product manager, who had just relocated from France, was exasperated by Microsoft’s insistence that the game packaging be part of the Microsoft Home brand, and in addition, that they would not let the sword on the cover of Age of Empires overlay the branding bar. Featherstone had to take the case all the way to the top. “Battle number one,” she says, “get corporate marketing to understand that games were not going to sell under the Microsoft brand or Home brand. Not easy, but we won, and I had to go all the way to Bob Herbold, who at the time was the COO of Microsoft, to get the OK. Thank god Bob came from P&G* and was very savvy about consumer branding.”

  * Procter and Gamble
  Xbox, From 100,000 Feet

  John O’Rourke had years of consumer marketing at Microsoft, having joined the company as an intern before the launch of Windows 3.1 and worked on the marketing efforts of consumer-oriented products like Publisher, Works, and Money. He also worked in the Microsoft Office division with Robbie Bach. When Bach took over the lead role in the consumer division, he recruited O’Rourke, who ended up in charge of all consumer marketing, which included PC games, but also Encarta/Bookshelf, the kids game division, mapping products, and eventually Microsoft Money. During the early, pre-approval phase of Xbox, O’Rourke also led some of the initial marketing research.

  O’Rourke was looking at the marketing requirements of the proposed console “from a 100,000-foot view.” He was still working at what he calls a “thin, very conceptual level,” considering how much it would cost, what channel commitments would be necessary, and, in his words, “What does the go-tomarket look like?”

  One of the interesting perspectives O’Rourke describes is how to “t-shirt size” the marketing commitment required. In other words, was it going to be small, medium, or large? The questions he asked were:

  
    	Is this going to be fifty million dollars or two hundred and fifty million dollars?

    	How many people we are talking about here?

    	What are the parts of the marketing mix that are going to be required to launch this?

    	What will the teams look like? Regionally focused or one global team?

  

  Of course, this was all pre-approval. Once the project was approved, his job title changed to Senior Director/Xbox North America (while Bach became Senior Vice President/“Chief Xbox Officer”), and his focus shifted entirely to Xbox. At that point he says, “…it really came down to taking it from the conceptual level into the real specifics of the marketing plan, the brand strategy, PR and media perspective, and the hype strategy to get the word out there, building excitement and anticipation for this great new thing.”

  Marketing Challenges

  Competitive analysis suggested that the effort to market a brand-new Microsoft game console system was going to be challenging, largely because of public perception of Microsoft. “We absolutely had to get a deep understanding of our gaming customer” says O’Rourke. “My point of view was very much about getting focused on what it was going to take to shift and to build the positive perceptions around what this Xbox thing could be, as well as understand the space and the consumer hearts and minds for where we had the opportunity to go. We learned that, as Microsoft, it was going to be a real challenge because people didn’t think of us as an entertainment company. They didn’t think of us as a consumer company. They thought of us as a business productivity and operating system company. As a result of this, there was very strong discussion and debate from a naming and branding perspective as to whether this console, at that point code-named Xbox, was going to be a

  Microsoft product or branded under another name.”

  When Nintendo veteran Don Coyner, transferred from Hardware to work for O’Rourke, he took over the marketing and branding research. He went on the road early on to speak with retailers, seeking answers to some pressing questions. What would Microsoft have to do to be an effective competitor in the video game market? Did the Microsoft brand add value or did it detract? What would people expect from Microsoft if they released a video game console?

  Of course, having spent years at Nintendo, Coyner already knew a lot about video game marketing, and shared his knowledge with the company, not always meeting with a receptive audience at the beginning. “I remember a presentation I did for Bill about who makes the decision to buy a console, and I was saying it’s really the kids’ decisions, and mom and dad basically take the order because they don’t want the kid to be disappointed on Christmas Day when they open the box and realize that they got the wrong console. And he was like, ‘That’s crazy. I don’t believe that at all. Aaarrrrg.’ And I was like, ‘No. That’s just the way it works.’ And he’s like, ‘That’s the stupidest research I’ve ever heard in my life.’ It’s not even research. It’s just a fact. And his best comment was that I was the dumbest person who’d ever been in his office.”

  Nintendo: An Inside Look

  For those who might be interested in getting a glimpse into how Nintendo worked, Don Coyner offers some insights based on his years there.

  “When I worked at Nintendo, one of the things I never fully understood was that Miyamoto wanted to look at every package we ever did for his games—the packaging design—and he gave us feedback. When it came to TV advertising, they wanted to see commercials after we were done with them. We’d send them over. We cut about 130 TV commercials in my seven years there, and I think I only heard from Japan one time on a commercial they didn’t like. I had a $50-$60 million media budget and another $10 million for production, and their real passion was around the packaging, and not around the things that we were spending all this money on. I think that’s just the way stuff is built in Japan, that the package is much more important. I remember talking with Miyamoto, talking about the style guide for Mario because Mario was inconsistent in the early days. Sometimes he had four fingers; sometimes he had five. So I said, ‘Look, if we’re going to do a merchandising program, Mario needs to look the same. He can’t sometimes have a blue shirt and red coveralls and sometimes have blue coveralls and a red shirt. We have to lock it down for the style guide.’ I remember taking him through this, and he’s like, ‘OK. I guess that makes sense.’

  “I still can’t believe Nintendo doesn’t license their content for other platforms. We pitched that to Arakawa back in ’93. Like, ‘We should make games for Sega.’ And they were like, ‘Absolutely not!’ And today, if they opened up that library to other platforms, they could be rollin’ in dough, but they are so determined that they need to stay in the hardware business.

  “You never really knew how things happened. At NOA, when I was there, they were really very shut out of what was really going on. I mean Arakawa would talk for hours every night with them, but he was their main point of contact. So decisions would get made and you never quite understood. Is this because it’s a Japanese company? Is it because it’s a family business? Or a combination of both? You could never really tell what the real story was.”

  Surveys

  Coyner’s team did several distinctly different surveys. In one, they never mentioned Microsoft, but, after asking some standard demographic and game usage questions, described a new potential console called the “Apollo.” They directly compared Apollo to Sony’s PS2, Nintendo 2000 (which possibly referred to Nintendo 64), and Sega Dreamcast, and then asked a series of questions. Of course, the stats and qualities they ascribed to Apollo were actually all about Xbox. They did three different versions of the survey, changing key numbers to see how strongly potential consumers reacted to various elements of the systems. Apollo and PS2 were the strongest two systems, and in the results of this survey, they came out pretty close to each other, but far ahead of the other two systems.

  In other surveys, they specifically asked people how they felt about the idea of Microsoft creating a video game console. Coyner remembers one of the most memorable responses. “Well, if Microsoft made a video game console it would blue screen all the time; it would take three minutes to boot up, and the best game they would have would be Flight Sim.” On the other hand, some people were more positive and believed that Microsoft would do well with “anything online,” that they would be good with the technology, and, possibly in reference to Sega abandoning their console division, that Microsoft had enough money not to bail on the project. On the negative side, was the question of whether Microsoft could provide compelling content.

  This feedback was largely used to determine just how prominently they should feature the Microsoft name in the branding of Xbox. The decision was yes. Use the Microsoft name, but minimally.

  In other types of surveys, participants would be given paragraphs of information and instructed to cross out the parts they didn’t like and underline material that they liked.

  What’s the Silver Bullet?

  From the beginning, people from outside the game and Xbox divisions tried to define Xbox in terms of what they knew, and what they knew was everything but games. Bill Gates wanted it to run Windows and thought it could do be used as a sort of Windows PC replacement that, oh, also played games. Kevin Bachus talks about how executives were always coming and asking, “What is the silver bullet?” In other words, what will Xbox have that PlayStation doesn’t? Bachus would tell them, “Our games are going to be better because we have better tools, we have better technology, we’re releasing this a year later. The games are going to look better, play better, sound better, and that’s why people buy consoles.” And they’re like, ‘Nonono. Everybody has games. That’s not a silver bullet. Like does it do photo editing? Bill Gates is a big fan of the idea, so maybe it can do photo editing. Like what about Internet Explorer? Like, do you run Office on the television set?”

  Don Coyner also had issues with people’s visions of Xbox, and in this case he was dealing directly with Bill Gates. “When Gates said, ‘We need to put Windows on Xbox,’ I was like, ‘Are you kidding me?’ So my first job in planning was, ‘OK. Would you figure out if there’s a customer for this, and what they would do with Windows on Xbox? How would it work, and what would their expectations be? So we did a bunch of research, and I had to share that with Bill, too, and he didn’t take kindly to some of the feedback we’d gotten on that subject. But we killed it, so that was good.”

  Bob McBreen remembers one of Coyner’s observations in the early days that helped shut people down who wanted to add unnecessary pet features to the console. “Don was a genius in the fact that he very early on targeted that our customers were angry young men. Any time we looked at any particular technology or feature, we quickly said, ‘Does this allow us to deliver the best product for angry young men?’ And so, what had originally been pitched as a Windows box quickly got thrown out the window as we said, ‘We don’t need this feature. We don’t need this feature. We need this, we need this, we need to improve that.’ And one of the biggest challenges we had internally was fighting people who would argue, ‘Oh yeah yeah yeah. It’s going to be a gaming machine, but it also has to be able to edit digital photos.’ And so, using Don Coyner’s target market of angry young men, we were able to quickly define the product features and technology.”

  Coyner eventually left the marketing team to work directly under J Allard.

  “The engineering team was being asked to build a lot of derivative products for Xbox, like ‘put Windows in Xbox,’ or ‘turn it into a DVR,’ and things like that. They realized that they had no idea what consumers would think of that, so I went over to J’s team to be a product planner and help the engineering team prioritize and decide whether we should do some of that stuff or not.”

  Branding the Console

  Naming Xbox

  How do you name your new console? The precedent for consoles wasn’t too inspiring. The Atari VCS—Video Computer System. ColecoVision. Intellivision. Nintendo Entertainment System. Sega Master System. Sega Genesis. Sony PlayStation… Sega’s Saturn and Dreamcast were imaginative, but there was a lot of precedent for boring names and not much history of highly successful consoles with clever names. However, calling it the Microsoft Entertainment System would definitely not cut it.
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  It’s very common for major systems in development to have code names.

  Windows 95 was called “Chicago”. The Atari VCS was “Stella” (named after Joe Decuir’s bicycle). Nintendo 64 was “Project Reality” and Sega’s Dreamcast was “Katana”. Microsoft’s first console was xbox, Xbox, X-Box, xBox or Xbox, depending on how people spelled it in the earliest days of its conception, but almost never does a codename become the final product name. So naturally Microsoft had to find a real name—the right name—for the thing they were building.

  At first, they did a lot of conventional research. “We had a big list of potential names,” says O’Rourke. They did surveys targeted at hardcore gamers. “We tested different names against different associations for the console itself, and we did it in such a way that our testers couldn’t determine if we were Microsoft researchers or Sony researchers. They just knew that we were from the gaming industry and we were doing studies. As a team, we looked at every one of those big decisions because we knew we had to get this right. We knew we only had once chance. We wanted to make sure all voices could offer their points of view on that and, where possible, that we could have good market feedback and input into that, whether it came from the gamers, our partners, or the channel, or all three.”
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  Eventually, the naming team decided to hire what Bachus described as “a very very expensive naming company.” Naming pros. “They asked us things like, if it was a car, what kind of car would it be? Or, describe it like you would describe a person… that kind of stuff. So we answered all these questions, and they came back with a list of names and they were all terrible. They all actually sound like car names. The Allterra, the Lanca and that kind of stuff.”

  They told the agency that the names didn’t work, and after some more specific feedback, the agency went back and worked on it some more. “So they come back, and they’re going to have a big presentation. (Actually, we got on a conference call.) And they say, ‘Ok, this name is going to knock your socks off. We’ve tested and tested and everybody loves it. So

  Microsoft 11X.”

  At this point Brett Schnepf, who was on the call says, “I put the phone on mute, and I looked at Don and I said, ‘If they use the Spinal Tap analogy, we just fire them.’” And sure enough, the next thing the presenters said was, “It’s a great Spinal Tap analogy… It sounds futuristic; it’s like that whole Spinal

  Tap thing: it goes to 11. The X is mysterious.”

  And that was when Bachus turned to Coyner and said, “Yeah I’ll get working on the Xbox trademark.”

  Xbox was already a trademark of a NASDAQ-listed company called XBOX Technologies, but they were going out of business anyway. “We gave them a little bit of money, not much, but they were thrilled to get anything,” says Bachus. Apparently there was also a German porn sight, xbox.com, and a few other Xbox-related issues to clear up. Then there was the matter of marketing in Japan. “Xbox was a controversial name to some extent, because in Japan the letter “X” means “bad,” but we figured they’d get over that, and so Xbox was the name. Then we just had to figure out, was it X dash box, or do we capitalise the “b” versus lower case and all that kind of stuff had to be figured out. And then we were designing the actual device itself.”

  Even after all the research, when Coyner took the decision to Robbie Bach and said, “I want to use Xbox. That’s the name we’re ought to go with,” Bach’s initial response was something like,” Nooo. Really? No, I don’t like that name. It’s so uhhh…?” Coyner explained the process they had gone through. “We’ve got names where people think we’re trying too hard; we’re trying to be too hip. I mean, look. We’re Microsoft. People know it’s Microsoft, so we have to do something that isn’t so out there, and we also can’t do something that’s really mundane. And when we talk to people about the name, X connoted mystery.” At the time, X-Files was very popular, and Coyner worried that they might be seen as copycats, “but really, when we gave that name to people, their reactions were, ‘That’s interesting because it’s X, and that can mean all kinds of things.’ And it is a box. And it’s short, and nobody thought we were trying too hard or trying to be too hip. So we’re saying, ‘Robbie. This is the right name.’ And he’s, ‘Well OK. If you say so.’”

  For some insight into the methodology used to determine customer reactions, see “Microsoft Video Game System Name Evaluation” on page 308. And to see some of the actual names suggested by one particular agency, on page 400.

  Picking the Logo

  Anyone who has ever tried to design a logo for their business knows that it’s a challenging process. You may go through dozens, or even hundreds of designs trying to get it just right. At Microsoft, the logo decision was as critical as finding the right name.
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  One major decision involved how to use the Microsoft brand. Research had suggested that it was important, but should not be dominant. There were also remaining opinions about whether the Microsoft logo should even be on the box at all, or if it Xbox should be a brand of its own, or released under a completely different brand. “There were strong debates on both sides,” says O’Rourke, “and the decision we made was that there was tremendous value to having the Microsoft name on the box, particularly in the first holiday, for many parents that might be buying this thing. It added legitimacy that this isn’t a fly-by-night company that put out a console and is going to be out of business a year later.”

  Once it was decided that the Microsoft logo should be present on the box, the next question was, how big? O’Rourke answers the question. “You can see the weighting of the Xbox logo was twenty times the size of the Microsoft logo, but it was there.”

  Then there was the logo itself. There is a popular story that a creative guy named Horace Luke designed the Xbox logo, and that the color he chose— green—was just an accident. Don Coyner recounts the version of the story that is often told. “So the color green that we chose, his version of the story is that he was in a meeting with a design firm, working on logo stuff, and the only pen he had in his pocket was green, and that’s how we ended up with green.”

  Coyner finds the story amusing, but inaccurate. “It sounds so, sort of hip to say it that way, but the reality of it was that we didn’t just randomly choose the color. That was my job.” First off, look at the competition. Nintendo used red and Sony used blue, so what other color would distinguish them? What color could they own for Xbox? “Green is a great color,” says Coyner. “So what would be a great color of green that would stand out at retail? And we did some work where we created some signs in different colors of green, and we put them 30 feet away in a retail-like environment, and the color we chose was chosen because it popped. You’d see it from 30 feet away. It’s a powerful color. It wasn’t as simple as, ‘I had a green pen in my pocket, and the rest is history.’

  “My job was to decide brand name, decide logo type, decide colors, fonts, decide how Xbox would be written. If it’s capital X capital B, cap X small B. All that stuff. And the logo we ended up with, it was breaking through. It’s this idea of an X that’s breaking through the surface. And again, we were talking about raw power, and we did some shots where we showed this where it broke through and there was a noise sort of like an earthquake to try to connote the power. So that whole X and the way we treated it and the way it’s designed it was all about that vision.”

  When asked about the legacy of DirectX and their branding, he said, “They may well have had things that looked the same. Alex St. John may believe that it came from DirectX, but having been the person who decided all that stuff, I can say that wasn’t true.”*

  * Although the name Xbox was derived from DirectX initially.
  Xbox Marketing Strategies

  According to Robbie Bach, marketing concentrated on the hardcore game market. They were aware that people’s perception of Microsoft was a company with plenty of money, but not necessarily one that could deliver what gamers wanted. “That is why we focused so much on Xbox as a brand and on hardcore games, performance, and online as key attributes. Our strategy was to build that credibility with serious gamers and then expand from there over time.”

  Beth Featherstone elaborates saying, “Halo was going to be the flagship game. We had to win the hearts and the minds of the hardcore gamers. We started out saying that this was not initially going to be a platform for the casual gamer. We don’t want to be Nintendo. We’re perfectly fine to let Nintendo have that space. They do it really well. We’re not going to go there initially. We’re going to concentrate on the hardcore gamers that are the early adopters that are going to drive the opinions… they’re the opinion leaders.”

  Although not technically a marketing directive, Featherstone notes that another of the ways they would make the Xbox platform successful was to capitalize on Sony’s poor relationship with developers. “They were not nice to the game developers. They kind of shoved their weight around.” In addition to their unequal third-party deal making, they were very autocratic about game approval. She mentions one particular guy who was in charge of third-party development who would regularly kill any game he didn’t like. “We took the approach that we were going to be good partners with the game developers and that was going to help endear us to the opinion leaders and the hardcore network, and then the waves would ripple outward and we’d be able to get the more casual gamers.”

  Who Controls the Message?

  One specific area in which Coyner played a major role was in retaining a great degree of control over the Xbox message. Initially the Central Marketing Group at Microsoft told him to use Microsoft’s outside agency, McCann Erickson in San Francisco. Coyner didn’t believe that McCann Erickson understood the game market well enough and wanted to have more control over the agency they used. So took his case up the ladder, directly to COO Bob Herbold. “I asked if we could handle management of advertising, in particular, ourselves. He agreed and we did an agency search and went back with recommendations.” According to John O’Rourke, “Don had short listed a number of more ‘boutique’ agencies that ‘understood gaming.’ We were going to go with one of them when we were pressured by CMG (the Central Marketing Group) to at least have McCann give a pitch for the business. We agreed to listen to a pitch—and surprisingly they did a GREAT job on the pitch. We ultimately chose them over the others based on their ideas/strategy and NOT because we were pressured to do so.” Coyner clarifies that they chose to work with the New York office of McCann Erickson, “and we got our own staff at the agency. I also did all agency management and direction (except media which continued to go through the central Microsoft media person).”

  Doubts?

  Xbox was a big step for Microsoft, and everybody involved knew it. For the marketing people involved, it might have seemed daunting, but the enthusiasm throughout the Xbox division was infectious, and the optimism was high. There were difficult moments, but they never succumbed to fatalism. O’Rourke remembers going home every day and waking up excited the next morning. It was at the same time the most difficult and the most exciting job he had ever had. “Most of it was because we were having to break many of the rules and go through these barriers for the first time. We had to be at our smartest and our sharpest. When we fell down, we had to get back up quickly. Having the intestinal fortitude, the drive, and the commitment to make it happen is what carried us from day to day. We never found ourselves in that navel gazing problem where you go into analysis paralysis. We had a bias for action.” He adds that it was a big help to have a great technology platform to support.

  Marketing in Japan

  Coyner had the unenviable job of trying to promote Xbox in Japan. He oversaw focus tests with simultaneous translation and talked with people about console design, attitudes, the concept of Xbox… “We spent a ton of money. We built out a huge team, relative to the size of the country. We didn’t have Square, which was a huge gap in the games lineup, and that was a major problem.” Coyner says that the reasons the focus group participants would give for not wanting to buy an Xbox would change based on the various criteria they were offered. For instance, “Initially, it was, ‘They don’t have Final Fantasy. I have to have that game.’ And then once we had it, it was like, ‘Well, they’re an American company. This is a Japanese thing. They will never understand the video game business. They just won’t.’” Coyner concluded that there was definitely a bias against an American-made console and a belief that an American company like Microsoft probably would never figure it out.

  “It was very frustrating. Man, the amount of time we spent over there trying different things, and the amount of investment we made, how hard we worked with the team over there, with retailers over there.” One of the big questions was whether they could be successful if they couldn’t win over the Japanese market. “It was a real question. Also, the content is quite different— the stuff that really appeals to them. We didn’t excel at that stuff. We had content issues, no doubt.”

  Coyner also visited third party companies talking about how they were positioning the console, and having worked for Nintendo for years, he was aware of the response he was getting. He said that somebody without experience with Japanese culture might have walked out of these meetings thinking that the meeting went really well, “but I’d walk out going, ‘Well, that was a disaster.’ And others are saying, ‘No. They said good things.’ I answer, ‘They said good things; they didn’t mean good things.’ When you hear a lot of the ssssssss… the sucking sound, you know you’ve got trouble. Having spent a lot of time with Arakawa over the years, who I adore, and a lot of other folks who would come over from Japan and talk to us, I could tell them that they thought we were crazy.”

  According to Coyner, he heard a lot of excuses and criticisms. “They also said that the original console was too big. They hated the fact that it had a curved top because you couldn’t pile things on top of it. One of the reasons that we made the Xbox so you could stand it up as well as lay it flat was for Japan, because over there, they live in tiny apartments. They would frequently put the game console away when they were done with it. And they’d drag it out. The idea that it could stand on the floor… it was important that things could be vertical over there, and that you could stack on it. And Xbox design had the concave top, but you can still pile things on top of it. They had all kinds of excuses of why we wouldn’t be successful.”

  On the following page are several examples of original artwork that J Allard commissioned from one of his favorite artists—Mark Kostabi—after the Xbox logo was finalized. Allard had them displayed in different areas of the Xbox offices.
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  Hardware—A Rocky Finish

  While marketing was refining its strategies, production of the Xbox was nearing completion and the last-minutes of the development and manufacture process were underway. “Every component on that thing had to be negotiated,” says Holmdahl. “Everybody was taking any job… doing what needed to be done, and I ended up negotiating a bunch of these deals. I remember all the different characters from that, from the Micron deals to the Micro Chip deals, to Conexant video encoders, to the GPU and CPU deals. It was a lot of work to get all that in place with the number of people we had available.”

  Then there was the optical drive. The problems started in the summer of 2001 and persisted. The console was only months from its release date. They were working against time now. “We had lots of problems with the ODD drive that we were pitching at the last moment,” says Holmdahl. “I think Leo and I met for 60 days in a row with Thompson Manufacturing in order to try to address the problems we were having. We were literally working day and night on that one. There were a number of things… they had to detect a CD-R, they had to detect a CD-A, had to detect two or three different disk formats, and it had a hard time detecting them, and once it detected them, it didn’t read. We started working on that around July or August of 2001. Not having a DVD drive that read disks was a problem, so we worked long and hard on that.” Eventually, they did resolve that problem but with little time to spare.

  The actual Xboxes were being assembled by teams in Guadalajara, Mexico and in Hungary, and plans were in place to ship them and test them in time for the launch. “Rick Vingerelli and Desmond Koval were the guys who got both Guadalajara and Hungary set up, and that was a monumental task. They were living in Hungary and Guadalajara. This was before we ever moved to China. They have stories of sleeping head-to-toe in beds in Hungary that was the last room they could get.”

  9/11

  Having finally wrestled the optical drive into compliance, Holmdahl says that the rest of the box came together pretty well. Then the attack on the Trade Towers in New York happened. 9/11/2001. “We had units being built in Guadalajara at that time, and basically they shut down flying things for three or four days, and we were under such time pressure that we chartered a jet to fly from Guadalajara to Redmond. So we got all the units in, and I remember it was a Saturday, and we unloaded them in the parking lot of Millennium D for people on the team to take them home that weekend and test them out. We had an instruction sheet for everybody to use in testing them out. People were sticking in DVDs and playing games, playing with the dash and trying the controller out all through the weekend. We were using that to gather information in order to make a decision and assess the viability of the product.”

  The 9/11 attacks also affected other members of the Xbox team. Robbie Bach remembers that day vividly. He was on an Xbox press tour, along with J Allard and Seamus Blackley. “I flew into New York City the morning of 9/11, and J Allard was flying to the east coast as well. He ended up in Canada, I think… or Buffalo or some place. And I had already landed in New York. I took the red eye and was doing a press tour that afternoon and went to the hotel to sleep. I woke up to a phone call from someone in our PR agency, who’s a lawyer. It’s like, now why is a lawyer from the PR agency calling me? And he says ‘Look, my office is across the street from the hotel. If there is anything I can do to help, let me know. Sorry your press tour has been messed up.’ I said, ‘What are you talking about?’ He said, ‘Turn on the TV.’ So, of course I turn on the TV, and I’m watching the towers burn. There were two other Microsoft people from my team with me, as well as a friend of mine from our local church who happened to be there on business. We got together, and the next day we were able to rent a Ford Taurus, which we drove home to Seattle. It took us 55 hours with very little sleep.” In South Dakota, at the Mount Rushmore Mall, they stopped to buy some pillows at a Target and grab a quick meal when they noticed a nearby Software, Etc., which was displaying Xbox promotional material. This was three months before the product launched. They had a good talk with the assistant manager of the store, took some photos, and moved on. “It was 8:30 at night and the mall was basically closing. We’re eating bad Chinese food across from Software Etc. and that’s my first exposure to Xbox at retail.” Bach relates that he has exchanged emails with that assistant manager each year since.
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    Robbie Bach at Software Etc. on the way back Seattle after 9/11
  

  Blackley was also on a flight to New York that night and ended up in Buffalo, NY. His adventure was a lot less harrowing, however. According to Bachus, “He made his way over the border to stay with a friend of ours who’s one of the singers for Bare Naked Ladies.” Blackley was able to get a flight to Vancouver Canada, and Bachus drove up and brought him back to Seattle.

  Direct Impacts from 9/11

  Ed Fries says that the 9/11 attacks did affect one of their launch titles directly.

  “We were building Project Gotham Racing, and the ‘Gotham’ in Project Gotham Racing comes from New York City. You could race through downtown New York and the Twin Towers were in our game, and so there was a lot of debate whether they should remain in the game. Ultimately, we took them out. It was pretty late in the process. By September we were pretty much finishing things up for a November launch.”

  Fries mentions other factor that did not affect Xbox, but did affect people at Microsoft. “We were the ones building Flight Simulator, not for Xbox, but it was our product and, something that came out in the early days was that the terrorists had trained on it.”
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    Various versions of Xbox
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    Images of testing and duplication setups here and on the next page.
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    Xbox boxes open and ready to receive. Spider-Man approves.
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  Pre-Launch

  Contest

  A couple of weeks before the Xbox launch, Microsoft ran a 24-hour gaming contest in New York. “We hired out a restaurant on 5th Avenue,” says O’Rourke, “and set up a bunch of Xbox consoles for a contest among hardcore gamers. Among the games were Madden, Tony Hawk, and Project Gotham Racing. It was essentially an Ultimate Xbox Gamer contest with the winner being the one that had the most points after all that time. We got a lot of attention paid because of it, saying the console was ready for prime time, and those were on very early production units coming off of the line.” In addition to J Allard and other Microsoft people and an MTV crew, Gavin Rossdale of Bush attended and performed an acoustic set during one of the breaks, which, according to O’Rourke “very un-Microsoft in many ways.”

  Pre-Launch Anxieties

  Anxieties were high as the day of the launch approached. The whole process had felt rushed—and it was—and there had been many surprises and peaks and valleys during the production process, both on the hardware side and the software side. O’Rourke remembers the anxiety he felt over the final months leading up to the launch. “In the early days, we thought Munch’s Oddysee was going to be a big hit because it was one of the earlier titles that we could actually show. It was ready enough to actually demo. Gotham demoed incredibly well, also. We didn’t have titles to demo until late summer when we could truly show off the games that we had. If there was any time that we were concerned or scared, it was in those months leading up when we were worried that were weren’t going to have any titles that we could show.”

  By launch day, most of those worries had subsided. Their launch titles were strong, and most important of all, Halo was ready to rock and roll.

  The Big Leagues

  Sometimes all it takes to make someone anxious is to realize suddenly that, figuratively speaking, they aren’t in Kansas anymore. Or they are suddenly thrust into the major leagues. For Beth Featherstone the Xbox experience was like that. She, like Ed Fries was when he first took over the Games group, had been happy in her former, low stress position in the Hardware division. When she took over the game marketing, that, too, seemed comfortable. Even Xbox, at first, was an interesting and exciting challenge. But then it became a different, bigger… no, massive event. A story visible to the whole world and a multi-billion dollar responsibility. “I liked being in the hardware group and then the little games group where we could do our thing and make money and not have to impact the P&L of the company. And all of a sudden, we were in that position. Imagine you’re a baseball player. It was sort of like going from triple A to the major leagues—in a second.”

  Skepticism and No Mario?

  Ed Fries was concerned as Launch Day approached. There was a lot of skepticism about the platform, he says, and especially about Halo. Despite the fact that people were very excited about it, there were those in the press who were still not convinced, and they were finding ways to pick it apart. “Halo was seen by a lot of traditional console press as a PC game. Even if I pointed out that another first-person shooter, GoldenEye, had been done and was pretty fun on a console, they’re like, ‘Yeah, but that was Rare. You guys aren’t Rare.’ Within my own team people were concerned with the way Halo looked. Somebody did color palette analysis. They said Halo was built using PC colors, not console colors. The colors weren’t bright and cartoony enough, like console games. There were a lot questions, including from Bill. ‘Where’s your Mario?’ I heard that a lot as the head of the 1st-party group. ‘Where’s your Mario?’”

  There’s a First Time for Everything

  Part of the pressure people felt had to do with the realities of retail sales in the game industry. They were planning on launching during the most important time of the year for game and system sales; it was the logical time to launch. And Microsoft wasn’t dipping its toe into the water to test the temperature. They were diving into the deep end of the Christmas buying/selling season, and based on their experience in the field, or to be more precise, their lack of it, they were swimming in completely uncharted waters. When Sony launched its original PlayStation, it not only had decades of experience with consumer electronics, but they had worked previously with Nintendo, and Ken Kutaragi, the leader of the PlayStation team, had even controversially moonlighted with Nintendo while still working at Sony.

  In Microsoft’s case, other than Coyner and Booth, they had nobody on the team in marketing or in development who had previous console experience. They had very limited experience with hardware and had never produced a successful consumer device other than joysticks, keyboards and mice. Even their number one game had been developed by a company that had never produced a console title before, which was the case for many of their developers.

  Add to that the impact of 9/11, and it was clear that they were coming to the end of a long, complicated, and improbable yearlong sprint, and, with both excitement and trepidation, they could see the finish line approaching quickly.

  Retail Realities

  Featherstone points out that movies are not generally released before all shooting and editing is done. “Well, the reality is that in the video game business and in the console business, 80% of your sales occur between Thanksgiving and Christmas, and so yeah you can say it’s your marketing people who are driving the deadlines and everything, but the reality is that’s really the marketplace, and it’s retailers like Walmart, and Best Buy and Target and Game Stop… That’s who’s driving those dates.”

  “A video game is not a toy,” she adds, “but it has a sort of similar life cycle as a toy product because it winds up being a huge holiday gift item. And so they can sit there and complain, ‘Well Beth, I’m not going to be ready.’ And I’m like ‘OK, do you want to go in and tell the buyer at Wallmart why you can’t meet their deadlines? Because if they don’t pick up your product, you’re dead. If you miss the holiday season, you have no product. We fail.’

  And in launching a new console, it’s even more important to be on time.

  You only get one chance to make that all-important first impression. And to be sure, some games can launch successfully at any time of the year. (Maxis famously launched some of their hit games, like SimCity, outside the holiday window on purpose because the market was less crowded at that time.) And arguably games destined to major hits, like Halo and Grand Theft Auto 3 could ship at any time of the year. But the same can’t be said for a console, which is not a single product, but a consumer platform.

  “A lot of the developers are focused on their product and getting it to be the best it can be, and they’re not necessarily thinking about the big picture,” observes Featherstone. “Bungie had never done a console game before, either. They were a Mac developer primarily. When we bought them, they were planning on developing it for the PC and the Mac. It was not intended to be a console game, and part of what messed up their schedule and made things take longer was that they had to do some reengineering work to make it a console-friendly game.” The job of marketing, she says, is to work with the developers and producers to understand the realities of the business. “It’s not your evil product manager plotting against you in the marketing wing of the building. This is the reality. And this situation was unique. That’s the marketing side of it.”
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  Midnight Madness
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    Bill Gates hands over the first Xbox video game system ever sold to Edward Glucksman of Keansburg, New Jersey, at the Toys “R” Us store in New York City shortly after midnight, November 15, 2001.
  

  The Xbox North American launch occurred at a Toys“R”Us on Times Square on November 15, 2001. At midnight. By January, 2002, they had sold all of the 1.5 million units they had shipped, while their flagship, first-party launch title, Halo, was setting sales records.

  http://usatoday30.usatoday.com/life/cyber/tech/review/games/2001-11-15-xbox-launch.htm#more

  By some act of serendipity or excellent planning, the international flagship Toys”R”Us store was brand-new and had yet to open its doors to the public. It was right on Times Square—the world-famous central hub of New York—and Microsoft was able to convince them to open the store ahead of schedule—at midnight—and stay open all night selling Xbox and its accessories. Microsoft took over all the giant electronic billboards in Times Square, and Bill Gates personally gave away the first Xbox midnight. And the event was called, somewhat appropriately, Midnight Madness.
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    Scene of the Midnight Madness event in a quiet moment.
  

  Also starting sales at midnight or soon after were Electronic Boutique stores in Redmond (the home of Microsoft) and San Francisco.

  The whole of Times Square was lit green, and a big launch party was taking place at the WWE/WWF cafe across the street with The Rock in attendance. And there was BillG playing his favorite Xbox game, Fusion Frenzy, the bright lights of the Billboards showing clips of Xbox games, and thousands of eager Xbox buyers. And there was plenty going on behind the scenes.

  Before Bill Gates walked out to present the first Xbox at midnight, he was given a little Xbox lesson in a hotel room by John O’Rourke. Even though Gates was familiar with the Xbox and how it worked, he hadn’t had much time to play it, and the plan was for him to give the first Xbox to someone and then play a game with that person. “I got the TV and put the Xbox next to it,” says O’Rourke, “but the hotel TV didn’t have any type of inputs other than a coaxial cable connector. I had to run down to Best Buy on 47th and buy the cheapest CRT I could find to set it up in his hotel room so he could practice the game we had set up.”

  When Gates arrived, they started practicing. “He was like a kid in a candy store. I taught him how to play Halo, Project Gotham Racing, and some other games. He had this huge grin on his face and was having the time of his life. For me it was the highlight of the overall experience. I’m sitting there with the CEO and chairman of Microsoft, with the Xbox controller in his hand in a little hotel room in NYC playing on this 15-inch screen.”

  Many people who have known Gates have commented on his sense of humor and willingness to do fun things. He participated in several goofy stunts with Alex St. John. But he rarely had the time for what most people would call fun. Even if he was the head of a corporation making big moves in the field of video games, his usual games were of another type. But O’Rourke gives us a glimpse of what drove them to do what they did—even Bill Gates, one of the wealthiest men in the world. “We were so counter to what so many people’s perceptions were of what Microsoft was all about—so corporate… arrogant. We weren’t like that at all. We were people that were passionate about an idea; down to earth and humble. The only thing we were unwavering about was our commitment to our belief in what we were building.”

  The “Duke” and “Akebono”

  The “Duke”—also known as “Fatty”—the original Xbox controller, started out a bit oversized. Bachus remembers the first time he and Blackley saw it. “It was enormous! We were like, ‘What the hell is this?’ It was thought that the designers were just trying to fit all the features that Allard had requested, such as six buttons like the Sega Genesis, two thumb sticks, an adapter port, the vibration motor. Which all require space. Apparently, they also said that they had done a lot of testing on it, including biofeedback testing of the electrical impedance of people’s muscles. According to Brett Schnepf, who codenamed the Duke after his son, Allard also wanted an LCD screen, but that feature was left out.

  Once again, people believed all kinds of things, but Allard disputes these beliefs. “Completely untrue. I threatened to quit over duke. The team didn’t work for me and it was the only thing I really lost my shit over on the project.”
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    The “Duke” controller (left) and the smaller Akebono (right)
  

  “So we took it over took it over to Japan,” says Bachus, “and the Japanese freaked out. When they saw the console, they said, ‘Th is is the size of one of our houses.’ And the controller? ‘It’s as big as my head.’ And they went crazy, to the point that they were starting to say, ‘Maybe we won’t make games for

  Xbox because we think this thing’s going to fail.’”

  Originally, the Xbox Controller S (“Akebono”), a sleeker controller than the “Duke” was introduced only for the Japanese market, but it later became the standard controller. Ironically, the “Akebono” was named after a famous sumo wrestler of the same name. Akebono was the first American born sumo wrestler to win the highest sumo rank of yokozuna. What makes it ironic is that apparently the people at Microsoft thought he was undersized for a sumo wrestler, when in fact he was an enormous 6’8” tall and a respectable 517 pounds, although he was somewhat lighter than the first Hawaiian born sumo wrestler, Konishiki, who tipped the scales at a fighting weight of up to 630 pounds on a 6’1” frame.

  Again, Allard disputes the idea that Duke was so large to accomodate a lot of features he had wanted. “Obivously, since akebono shipped, with all of the same features just months after duke, the problem was not ‘all of allard’s features’.”

  He continues, “had I been more involved in the first generation of the controller, i promise it wouldn’t have been duke. don’t put that one on me!”

  At Launch

  At the time of its launch, Xbox was arguably the most powerful console of its time. Featuring the Intel Pentium III 32-bit processor running at 733 MHz, it was more than twice as powerful as that of the PlayStation 2, and was loaded with twice the RAM. The addition of an 8GB hard disk, a first for game consoles, added flexibility and power to the system, and built-in Ethernet port set the stage for some of the system’s most powerful game experiences as well as digital downloading.
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    Bill Gates lets loose and plays some Munch.
  

  There were plenty of hit games, too, in addition to launch titles like Halo: Combat Evolved, Munch’s Oddysee, Project Gotham Racing, Madden 2002, and Amped: Freestyle Snowboarding (Europe), and Dead or Alive 3 (Japan). Later hit games included Splinter Cell, MechAssault, WWF Raw, and The Elder Scrolls: Morrowind. With their purchase of Rare Ltd for $375 million, they acquired the Banjo Kazooie and Goldeneye franchises, not to mention one of the best game developers in the business and a long-time hit maker from the Nintendo stable.

  Japan and then Europe

  The console launched in Japan on February 22, 2002, but had a harder time catching on there, despite a redesign of the original bulky controller to a sleeker one, the release of popular titles like Dead or Alive 3 and Ninja Gaiden to attract the Japanese gamers—and even 50,000 special edition Xboxes created just for the launch. The Xbox Special Editions featured an additional AV pack and a key chain with Bill Gates’ signature on it. On March 14, 2002, the console launched in Europe, but adoption there was also slow, causing Microsoft to lower the price in an attempt to stimulate sales.

  Europe

  As difficult as it was for Oddworld to adjust to the sudden change of focus from casual game to hardcore focus, they still had a strong game with an established brand and fan base. Unfortunately, the situation got worse in the build-up to the European release of Xbox. Lanning and McKenna were asked to go on a press tour throughout Europe. They were expecting to demo Munch and talk about the game, but according to Lanning what happened was not according to plan. As Lanning recalls, “We were in Europe and we couldn’t even talk about our titles on a press tour because the press was so furious at the single price point for the entire newly created Eurozone. So they were really upset with the price and they were really upset that each country was being treated equally in pricing. You had Spanish journalists saying, “Why do I need to drive to Italy to save a hundred dollars on my Xbox? It’s bullshit.’ They were really, really upset, and Microsoft hadn’t built its brand in the console space yet.”

  Sandy Duncan, Senior Director of Xbox Europe, was John O’Rourke’s counterpart in the newly established Eurozone. Everyone knows that the Xbox launch in Europe was a botched affair. But not everybody was at ground zero to explain why. Duncan is outspoken in his analysis. “We launched at £299 (Euro 399). This was totally fucking stupid, as Sony had cut the PS2 price months earlier to £199 in Europe. To understand this stupidity you have to get your head round how Microsoft worked at the time. They were a software company who set budgets once a year. Budgeting concluded in June, and there wasn’t a system to review Office and Windows pricing more than once a year. To restate your whole business model during a fiscal year was unheard of.”
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    In London, Virgin’s Richard Branson sells the first Xboxes to lucky buyers.
  

  Duncan says that he flew to Seattle around September/October 2001 to meet with Robbie Bach and argue that they lower the launch price. The problem was the yearly budget cycle. Changing the price would have changed what would be a projected profitable European launch to a one that would project a loss of $200 million or more. As it was, Europe was the only one of the three regions (US, Japan, Europe) that had been projected to be profitable in the first year. To further complicate the situation, Bach took Duncan’s proposal to his immediate superior, COO Rick Beluzzo. The problem was that Steve Ballmer hated the Xbox business model, which was predicated on losing money initially, and so Beluzzo was actually afraid to present the idea to Ballmer. In the end, Duncan proposed a compromise. “I would launch at £299 and ‘see what happened,’” he says.

  What happened was that the console sold fewer than 100k units in the first week, and the big retailers were trying to send their stock of Xboxes back to Microsoft by the end of week two. “I flew to US to be met by Ed Fries, Robbie and J Allard. Their response was ‘How could you let us launch at that stupid price?’ It seemed that the shit was only sticking to one person…”

  Within five weeks after the launch, they dropped the price down to £199 (EU 299) and gave everyone who had paid the higher price two free games. The price drop helped, but Xbox did not meet its first year projections. It did reach number one in the UK and in the Nordic regions, but did poorly in other countries. Signing an exclusive Christmas 2002 deal (in Europe) for Splinter Cell helped Xbox sales, although they were going up against Sony’s advantages, including exclusives of Grand Theft Auto 3 and Metal Gear Solid 2 and double the marketing budget. “Sony’s UUEFA Champions League sponsorship alone was about 25% of our total marketing budget.”

  As Duncan has explained, the initial price of Xbox in Europe virtually destroyed the launch and hurt sales, not only of the console, but obviously of the software, too. And one of the products it hurt badly was Munch’s Oddysee. And the price wasn’t the only problem. According to Duncan, another issue was distribution. “In 2002 retail was the only way to buy a console (or game). In Europe only EA had good multi-country distribution and would take on other 3rd party titles (e.g. they distributed for Capcom in Europe).” Lanning and McKenna both point out that the lack of console sales, and distribution both hurt them badly. However, both Halo and Splinter cell, according to Duncan, had good attach rates (meaning the rate at which buyers of the console also bought these titles). He also points out, that “platformers were a dying category by then with 3rd person shooters (GTA and MGS) and sports (F1 and FIFA) dominating in Europe.”

  OFFENSIVE, SHOCKING and in BAD TASTE
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    Sandy Duncan
  

  Duncan does have what he calls his BIG victory over everyone else at Microsoft (not just Xbox). He was able to produce his own advertising. “We were the only business unit not using McCann Erickson.” One of Duncan’s TV ads was extremely controversial, and even though it was banned in the UK, it won the silver medal at the prestigious Palme D’Or in Cannes in the “World’s Best Advert” category, second only to Nike, “who always used to win.” You can see this remarkable ad at https://www.youtube.com/watch?v=brsI6z13Su8.
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    Sandy Duncan’s scandalous commercial begins with a woman giving birth and shows the baby flying through the air, aging as he goes, and crashing into a grave at the end. The final message: “Life is short. Play more.”
  

  A June 6, 2002 article in BBC News World Edition reported that Duncan’s ad had been banned after getting numerous (136, to be exact) complaints that it was “offensive, shocking and in bad taste”. According to the article’s (accurate) description, “It starts with a woman giving birth to a baby boy who then shoots out of a window in a surreal sequence. Viewers then saw the boy ageing rapidly as he flies through the air screaming, before violently crashing into his own grave. The advert ends with the payoff: ‘Life is short. Play more.’”

  The article also states, “Xbox has followed Sony PlayStation’s lead in opting for adverts which range from the unusual to the surreal. Its first UK advert featured mosquitoes sucking blood in time to music.”

  Japanese Launch

  
    [image: ]

    People waiting for the Japanese launch of Xbox to begin.
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    Mircrosoft gave out special “smoke” Xboxes at the launch in Japan.
  

  When Xbox launched in Japan early on the morning of February 22, 2002, which was considered to be an auspicious date, Bill Gates took the stage at the Hyatt in Shibuya, the entertainment and fashion district of Tokyo, accompanied by loud music and some pyrotechnics. The event was media only, and he told the assembled crowd that Microsoft was ushering in the next generation of video gaming. Gates said, “For Microsoft it is very important to be successful in Japan.” However, the truth is that Microsoft faced an uphill battle.
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    Bill Gates even appeared in ads to win over the Japanese market.
  

  Still, there was a lot of enthusiasm at the launch event, and Japanese fans had stood in line through the night to purchase the first Xboxes, despite the higher price of ¥34,800 compared with ¥29,800 for PlayStation 2.

  In probably the high point of the event it was reported that Gates won an Xbox racing game against Japanese pop star Yoshiki, a member of a group called X-Japan. But that might have been the last win for Gates in Japan because Xbox never really took off there. Whether it was because of consumer loyalty to the Japanese brands like Sony and Nintendo, or loyalty to the games like Final Fantasy and anything from Nintendo, which were not available on Xbox, or for other reasons specific to the Japanese culture, the fact was that Xbox never seriously challenged their competitors in Japan.

  Losing the Japanese Market

  If Xbox didn’t do well in Japan, Chris Phillips thinks he knows some of the reasons why. He offers some personal and uncensored insights into why it failed there. “It was so unfortunate, but more importantly, the fact that they completely disenfranchised the Japanese market before they even had a box built or anything done was stunning. And because of my relationships, I actually knew what was really happening in some of the meetings. Or I would find out after the fact because friends would call me and go, ‘Are you guys crazy? You don’t understand how this really works.’”

  Phillips says that a lot of mistakes were made, such as telling Japanese companies that they were going to have the boxes manufactured, not in Japan, but in Korea. “There was zero cultural sensitivity, where I literally got an earful from multiple people after some of the people you’ve named went through, big egos, shooting their mouth off and not even realizing that they had completely killed whatever relationship or any deal they could possibly get out of these Japanese game companies because they might as well said their mother was of ill repute or something.”

  Phillips says that the people he’s talking about didn’t last very long on the

  Xbox team, but the damage they did was not repairable. And there was more. He says that the Microsoft people approached negotiations like a movie deal. And, as Bachus has already pointed out, some of the people involved simply alienated the people they were supposed to be working with.

  Phillips points out that what the Japanese said to people’s face and what they said among themselves was very different. This was true during the negotiations with Square Soft, where there was serious talk on the surface, but, according to Phillips’ private translators at the meeting, there was a lot of disdain for the approach Microsoft was taking and doubts that Xbox would succeed at all.

  “I’d been meetings with Rick and others in Japan. It wasn’t brutal from what was being translated to us, but what being said in Japanese was brutal. And I came in after Seamus and others had gone through Japan, and just… because I had relationships with these companies for years, I got an earful of just how bad we had stepped in it.”

  Phillips says that one of the major lost opportunities was not using their Japanese engineering talent to meet directly with the companies they were trying to work with. “What was crazy was that we had some phenomenal engineers, many of whom spoke Japanese. I was like, ‘Listen. Here’s some people you should absolutely hire because they can go and engage directly with Japanese engineers and help land the platform, as well as device manufacturers, peripheral manufacturers.” Phillips says that his suggestion was rejected, asserting that the reason was that these people had been part of the Dragon OS team, which the Xbox people looked down on. Phillips is pretty harsh in saying it was ego that stood in the way. “The thing I’ve learned over the years is that when it comes to your ego on anything, it’s stupid if you don’t have smart people working for you, and especially people who have deep expertise, and years of experience.”

  Whether Phillips’ claim about for failing to use some of their best assets is valid or would have made all the difference is debatable, but what isn’t debatable is that Xbox was a pretty definite failure in Japan.

  “I think we let our egos get way too much in the way,” he concludes, “and that’s always a danger in technology. On the one hand I totally admire the ‘willing things into existence’ and having that kind of leadership and group of people that can go make things happen. On the other hand, there’s a temperance of, hey, leverage all the brains you can. And the humility of that. And I didn’t understand that as much in the ‘90s as I did later on, because I was one of those gunslingers along with a lot of us in the ‘90s. Because that’s what the company really attracted.”
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    Members of the Xbox team recieved a special “ship-it” package after launch.
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  Xbox—the First Year

  Xbox had a pretty good first year. Of course it didn’t even come close to being profitable, but nobody expected that it would be. What it did do is validate that Microsoft could create a console system that could compete in the market against the current leaders—Sony and Nintendo. No American manufacturer had been able to do that since the early days of Atari, Coleco and Mattel. 3DO was the last attempt by an American manufacturer to break the Japanese stranglehold on the console business, and it had failed, arguably due to a lack of good software more than by a failure in design or hardware.

  And what Microsoft had that 3DO had lacked was software—notably Halo: Combat Evolved, which was a runaway hit. But there was more. Xbox had the Ethernet port that allowed players to link their boxes together, which was a big part of Halo’s success, and even before Xbox Live, was an advantage. Because it proved itself, Xbox gained more third-party developers and its portfolio of games continued to grow. Before the first year ended, it was clear that Xbox was a marketing success. However, it was not an unqualified success. There were supply problems; they couldn’t manufacture enough units to meet demand. It failed in Japan and under-performed in Europe. It had to make quick adjustments to the controller. And despite the fact that there were new third-party developers coming on, Stuart Moulder points out that Xbox didn’t have a particularly strong Spring lineup, and their second holiday season was uninspiring, with the exception of Splinter Cell, which helped carry it through.

  Fries Takes Third Party

  After the multiple staggered launches of Xbox in the US, Europe and Japan, Ed Fries was settling in. His son, Xander (short for Alexander), who was born in March, shortly after the Japanese launch, was named after Xbox. Fries says that Bill Gates signed a Japanese Xbox for Xander on which he wrote, “Ed Junior’s First Toy.”

  Soon afterward, Robbie Bach decided to switch the third-party operations to Fries, who was already in charge of first-party. The switch moved George Peckham’s group under Fries. “”So not only was I going around meeting with game developers, would work with our 1st-party team, but also meeting with all the big publishers.”

  Part of Fries’ new challenges involved signing up companies to support Xbox Live, which was in development and expected to launch within the next year. One of their toughest negotiations was, not surprisingly, with Electronic Arts. “EA in particular were very slow to support Xbox Live; they had a lot of demands for their support of that platform. But they were the big guys, so…” Part of what Fries faced by heading both 1st-party and 3rd-party was that he was simultaneously competing with the very companies with which he was negotiating. “It was a little controversial when Robbie decided to move 3rd-party under me. I think we were the only console that put 1st- and 3rd-party together under one person.” One area of potential contention with EA was in the sports franchises. EA was the leader in sports games, and didn’t much want competition, but as Fries notes, “We did have a sports division. Fortunately, it wasn’t good enough to really be too threatening. I think they were confident enough that they didn’t see us too much as a threat. But there were other places, say racing for example, where we were very much head-tohead competitors.”

  The Strategic Plan

  O’Rourke claims that the marketing strategy for Xbox was very well executed. “If you look at it through a marketing lens, the core tenets of any really successful marketing driven company, there’s brand at its very center and then a real strategic commitment to the messaging around the brand proposition. That’s what we did with Xbox from the very beginning. Where I think some other organizations struggle, everyone on the Xbox team had a shared understanding and shared vision of what the brand stood for.”

  O’Rourke admits that, in addition to good strategy, there was also luck. “It was a combination of both brilliance and luck, but the brand attributes that we strived to create around Xbox mapped incredibly well to the target audience that we were going after. It differentiated us significantly from Nintendo and Sony.” Of course, Nintendo was sufficiently different in their branding and marketing strategy, O’Rourke says, that it was fairly easy to differentiate Xbox against them. “Sony was more challenging,” he says. “Sony had that macro brand. Sony stood for entertainment, and the PlayStation had been very successful.” For O’Rourke, the big differentiator was connectivity. We talked about what made us the next generation console, in particular being able to tell a story that it is more about connecting gamers, not just to the person next to them on the couch but to a person sitting on a couch across the city or across the state… it gave us a story and a brand position as an innovator that Sony was now having to respond to.”

  What We’d Never Done Before

  [image: ]

  As only he can, J Allard looks back at what they had accomplished with Xbox and how much of the effort was brand new to all of them… how he saw the process in some ways as a family affair.

  “Look, the most complicated msft hw product was the mouse and we outsourced a ton of it. we had never sold product to or through walmart, target or best buy. we had never published a console game. we had never “certified” 3rd party products. we had never had billions in parts inventory. consumer branding? ha. we did product branding for productivity and some bled into the consumer, but never released a major product that was consumer first like this. we never had a million square foot manufacturing facility. the list goes on. we built a whole ton of new competencies. for all intents and purposes, it was a new company that had the full backing of microsoft. how could you say one thing was more important than the other? sure, manufacturing isn’t that glamorous to talk about, but what if we missed christmas or had assembly problems? retail seems easy now, but at the time everything we did was through oem’s and distributors. no wal-mart? no xbox. we had games from a lot of sources, but no 1st party hit exclusive to the platform (other than halo) then what would our p&l have looked like, 3rd party confidence? no support from EA, no madden? no gamers. i could go on forever. i appreciated every single part of the family we built and we couldn’t have succeeded without every single person on the team. there was no wasted energy - no room for it. who’s to say any was more important than the other? we love to tell stories with heroes, but this was a story of a family”
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    An Xbox team photo.

    It took, a lot of brilliant, hardworking people to create Xbox, the project that was once thought to be a pipedream.
  


  Part II:

  Xbox Gets Connected

  “Playing games through dial-up is like eating pizza through a straw.” -J Allard
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  Early Live Visions

  We wanted to shift the medium from these rigid narratives with clear beginning, middles and ends to enable people to create worlds that were constantly alive and that participants not just passed through, but left permanent marks while they were there that affected everyone else.

  -J Allard

  Am I Playing Yet?

  -Cam Ferroni

  Things were definitely looking good for Xbox, particularly in North America, and in November 2002 they launched something that took them over the top—Xbox Live. Although it launched a year after the debut of the console, Xbox Live was no afterthought. Even the failure of previous attempts at creating online services, such as SegaNet on the Dreamcast, didn’t deter Microsoft’s visionaries, such as J Allard and Cam Ferroni, from envisioning a truly connected online game experience on the Xbox. Xbox, unlike any console before it—including PS2—shipped with an Ethernet plug-in for broadband, and no low-bandwidth modem. They were banking on features such as voice connections and downloadable content (DLC) to drive people to the system. Allard described the vision that he and Ferroni shared as “a living entertainment experience powered by human energy.” Looking at the history of video games (although this is true of most games throughout history) Allard observed that they had begun by involving people playing together, citing some of the earliest games, such as Pong and Spacewar!, neither of which had a single-player mode. “gaming transformed in 20 years from a social medium to a solitary medium. it shifted from being designed for everyone to games being designed to address the ‘most valuable segment.’ 16-26 year-old boys was the proxy that most people used.” He says that games like Doom, which inspired people to play together in LAN* parties, “rekindled the thinking in the industry that there was something about re-introducing the ingenuity of the players and ‘human ai’ into the gaming experience.” The problem, as he saw it, was there was no platform to support these kinds of experiences. The effort it took to put on a LAN party was considerable. There was no plug-and-play in those days. It was more like kluge-and-(hopefully) play.

  * LAN = Local Area Network
  One way they tried to encourage people to play together was to put four controller ports on the box. But there was more to the concept. Allard wanted to build what he called the “virtual couch” so you could “have your friends over” no matter where they were in the world. “we wanted to shatter the limits of physical devices and enable 16-, or 64- or 16,000-player gaming worlds. we wanted to shift the medium from these rigid narratives with clear beginning, middles and ends to enable people to create worlds that were constantly alive… we wanted to rekindle that idea of an arcade and the high-score boards on games that allowed you to see what was possible, or show your stuff even when other people weren’t around. we wanted to shift the business to generate revenue beyond the initial sale and to allow publishers and creators to have an ongoing relationship with their audience.”

  If you haven’t already noticed, Allard had very poetic ways of expressing his grand vision, and perhaps this is why he so inspired the people who worked for him. John O’Rourke says that Allard’s had an incredible ability to tell a “very good, quotable story. As a leader, he really did a tremendous amount at Microsoft with his ability to paint a picture of the future and get people excited about going to that place in the future that he just talked about. He may not have all the details and all the steps necessary to get there yet, but his passion and his ability to articulate that drew a lot of people to him.”

  In an email to me, here is a picture Allard drew for me in words about his vision for Xbox and Xbox Live: “until xbox, every game console constrained the designers imagination. we wanted xbox to intimidate their imaginations - like you might imagine the sistine chapel blew away michelangelo - a canvas for his magnum opus that demanded an entirely new way to think without the rigid constraints of canvas or marble and a scale that would allow for a new type of narrative vs. a simple moment in time.” Allard’s Sistine Chapel for game designers would do away with CD-ROMs, single-player, 3D action button-mashing and introduce instead a world of multiplayer, voice, leader boards, identity, tournaments and serialized, evolving content. He wanted to hasten the game industry’s embrace of the Internet. He wanted to inspire masterpieces of player involvement and connection.*

  * Again, the quotes from Allard’s emails are reproduced without alteration. This is how he writes, and as Boyd Multerer told me, “There is a reason we always refer to him as just ‘j’ with a lower-case ‘j’. You should too. He never (or very rarely or just when referring to formal acronyms) uses caps.” For convention and easier reading, I do refer to him as “J” or “J Allard” throughout the book, but do not edit his communications with me.
  Allard also talked about the promise of the upcoming broadband revolution. He noted that MTV, CNN and ESPN drove cable adoption on TV. “the original value proposition was reception and it evolved to be about selection, we knew broadband wasn’t about performance in terms of mainstream adoption, it was about new scenarios - online gaming would be one of the key drivers and someone was going to be the ‘ESPN of games’ we wanted that to be us. We just wanted to bring gaming back to where it started - as a social medium - using technology that was going to see widespread embrace - the internet. Thus, LIVE…”

  Allard would show an old Atari video to inspire people. It alternates images of Atari game screens like Space Invaders, Asteroids, Missile Command, PacMan, and more, interspersed with images of manic happy kids and families, starting with two kids, and adding more family members and friends with each new shot. Everyone is leaning forward with their controllers in hand, smiling, laughing, screaming with joy, while suitably energetic announcer’s voice, speaking over some equally happy music is saying, “Only Atari makes the world’s most popular home video games. The only Space Invaders. The only Asteroids, the only Pac-Man, the only Missile Command, the only Defender. And the only way you can play any of them is on a home video system made by Atari.” It ends with the Atari logo and little jingle, “Have you played Atari today?” The link below is bad quality, but amusing.

  http://www.youtube.com/watch?v=GU3gHAGbi0Q

  “The funny thing was of course that the moment portrayed in that video never really happened,” he says, “but that did illustrate both the soul of gaming then and its potential.”

  Finally, he adds, “as you can see, it was a 10+ year vision that we started and infused in the culture. so many people had so many contributions and so many specific ideas and accomplishments and successes and failures and partnerships to bring it to life there’s a million stories to tell. but all of those activities and players orbited a single purpose, a single raison d’être. And that purpose still exists today in that culture. it was bigger than any of us, bigger than all of us.”

  Allard picked his partner and fellow visionary Cam Ferroni to lead the project, and Ferroni’s prime directive for Xbox Live was “Am I Playing Yet?” He says, “That ideal drove through everything we did. It both fueled the success, and caused all of the struggle for the next years. We developed an ethos that carried us through the entire lifecycle of what we were building. We obsessed over one core principle—that consoles were simple. They were the original plug and play. It didn’t matter what TV you had, you hooked up no more than 3 wires, you plugged it in, and within seconds you were playing a game. You didn’t have to download patches, mess around with video drivers, type in activation codes… 2 or 3 clicks and you were playing.”

  The First Xbox Live Guy

  I always like to build things that are going to be relevant when they ship and not relevant when you start. That means you’ve always got to be predicting where the world’s going.

  -Boyd Multerer

  Boyd Multerer graduated with a degree in mechanical engineering and thermal systems in 1990, but he discovered that his real passion was in software programming. So he decided to “make the fun thing the job and the mechanical thing the hobby.” Next, he decided to move to Seattle “because, I don’t know… I felt like it.” And not being someone who likes being told what to do, he started his own software company marketing desktop publishing tools.

  Multerer’s company supplied software to large corporations such as Aldus, Adobe, and Microsoft, and one of his contracts was to write code that ended up being used in Microsoft Office 4. While working on that contract he met Rebecca Norlander. He invited Norlander and her husband (J Allard) to dinner one night, and that meeting with Allard led to a job working on II3 (Internet Information Server 3).

  While working on II3, Multerer became convinced that “this web thing is just going to destroy desktop publishing.” He sold off his major projects, primarily to Adobe, and went to work on web servers at Microsoft under Allard. He wrote code for iS4 and iS5 as well as some data center management software. Multerer kept in touch with Allard even after he no longer worked for him, and when Allard came back from a long sabbatical in 1999 and became the lead on the Xbox project, he was invited to join the new project. On August 4, 2000 he joined the Xbox team and was once again working for Allard.
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    Boyd Multerer
  

  Immediately, Allard gave him a mission. “J basically points to the back of the box and says, ‘Alright. We decided to put an Ethernet port in the back,’ although that was still in debate. He told me, ‘Go figure out what it talks to.’ And that was my job. I can say I was the first person to work on Xbox Live, although it was called Xbox Online.”

  From that point and for the next four years, Multerer ran Xbox Live engineering. In the beginning, he was highly selective in his hiring. You had to be more than good to join the team, you had to be exceptional. Like Jon Thomason’s Xbox OS team, Multerer built a lean and highly focused team of 15, dedicated to working quietly, efficiently, and with a constant eye to keeping costs down.

  Separation

  In order to create his vision of the Xbox online service, Allard believed that his team had to be insulated from the Microsoft as a whole. He knew the politics of the company and he knew the propensity for meddling that was common, especially in something as new and revolutionary as what he and his team had set out to accomplish. And so he had fought to move his team off the main campus, to the “Millennium Campus” and specifically into Millennium E.

  Even though the Millennium Campus was not far from the main campus, it was light years away from any casual interference from outside the project. Of course it was connected through the networks and phones, but it was a place where the entire focus could be on Xbox and Xbox Live because, in Allard’s mind, Xbox was its own company and his team was working for Xbox more than for Microsoft.

  JJ Richards, an engineer who came late to the project to work on Xbox Live, credits Allard and Robbie Bach with insulating the Xbox team from the normal predatory culture at Microsoft, pointing out that it wasn’t just physical separation that was important, but something far more ideological. “What Robbie and J did was to create a new subset of culture within an established cultural organism. There is a lot of history at Microsoft of projects that had good ideas, and they get crushed by the machine because they weren’t Windows or Office or competitive. So the idea that they could create a consumer company, a true consumer entertainment company, out of thin air in a business enterprise company, that cared about beating Sony while no one else at Microsoft even knew why Sony mattered… that was instrumental to the success, because without that, Xbox would have been killed early.”

  Part of the reason Multerer had favored a small and separate team was that he hoped to avoid an all-out fight with the core team on Xbox, which in time began to grow suspicious of Live’s drain on resources. Many at Microsoft, including some on the Xbox team, saw Live as a distraction, at best, and at worst a case of terminal mission creep that could jeopardize the entire Xbox effort. A project doomed to fail.

  Projects and Horses

  “I heard an analogy at the time, which I’ve seen applied to many projects,” says Multerer. “The analogy is, any project that you’re doing, if it’s radical and new, it’s sort of like having a horse. At first all the other people look at your horse and say, ‘Aw, what an old nag, somebody oughta put that horse down.’ Then the horse lives on and you move along and you start making some progress. Then they say, ‘Oh, why is that horse getting so much attention? We need to kill the horse and not have it as a competitor.’ Then it survives and it moves along, and then it’s like, ‘Hey, this is actually a business driver. I want to hook my cart up to the horse!’ I’ve seen so many projects go through this. It’s not just a Microsoft thing. This is just humans.”

  Meeting the Broadband Challenge

  Remember the three bets that Microsoft made on broadband even before Xbox was built?

  
    	Bandwidth penetration was going to happen.

    	Data center bandwidth costs would fall.

    	Servers would improve so that they could handle the load.

  

  Now that Xbox Live was a real project, it was time to get specific. There wasn’t much they could do about broadband penetration in the home, but there was a lot of analysis they could do in planning and analyzing the challenges they faced, such as data center costs and what kind and how many servers they would need.

  At the time, they were looking at data center costs at $350 per peak megabit per second. “Let’s just say, it would be wildly expensive,” says Multerer. The way it worked when you were doing it “in bulk,” he explains, they don’t precisely measure how much bandwidth you’re using. They look at the outgoing bandwidth for a given month. “Because it’s all outgoing. What they really care about is, what’s the balance? If you’re bringing in as much data as you’re sending out, then you tend not to pay anything. If it’s all lopsided, going one way, then you pay for the difference.”

  The way it worked was that the data center reserved bandwidth based on expected peak activity for the month. “So you pay for the reservation, not for the actual usage. During any given month, they take the peak amount that you hit, and then some figure slightly below it, and that’s what you pay for, as if you were at near peak the whole month. And it was on the order of $350 per peak megabit per second, which is tremendously expensive. We could not have run this business at those kinds of prices, so we had to bet that those prices were going to fall.”

  The problem with servers at the time was that they were designed to scale up to numbers in the 100,000 client range, but when they discussed the project, they were talking in the millions of users. “We needed internet scale services that look more like a directory service that were traditionally aimed at enterprises, but this didn’t exist. And the hardware to run those things was too expensive. So we also placed a bet that hardware was going to get cheaper, and that would allow us to build a web scale system that had enterprise-like technology behind it.”

  Multerer says, “I think one of the rules we said was over the first couple of years, we would go no more than $50 million in the hole in datacenter commerce. I don’t know that we actually hit that. I think we probably went over. But we were trying to be cost conscious. So that was baked in pretty early.”

  Another area they considered was fiber optics, and they were initially thinking about the oil companies. “Every time they were digging a pipeline, they would put the big pipe in for the oil to go down, and then put a little pipe next to it full of fiber optics that they didn’t know what they were going to do with. So it was all dark fibers. It was laid all over the country. And we even toyed with the idea of, ‘Maybe we should buy a couple of fiber lines and set up a private Xbox Live channel to reduce latencies and increase the total bandwidth. That was a fourth bet that we made, which was, ‘Nonono. The internet’s going to get better with us. It will improve. The web is going to push them harder than we are, and the backbone will get good enough that we don’t have to go and build a private network.’ And that totally worked.”

  For more on the technical challenges behind Xbox Live, “Moving Information” on page 409.
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  Developing Xbox Live

  Other than the Ethernet port built into Xbox, the development of Xbox Live was primarily about conceiving a clear, coherent and achievable vision, understanding the technical challenges, and writing the code. Lots of code. It was also about preparing for what Allard, Ferroni and their team believed was the inevitable. The Future.

  Xbox Live Purpose Statements

  “You’ve got to know why you’re doing what you’re doing, what are the principles you’re going to work by, and then—so many projects don’t do this—we wrote down the metrics of what we want to achieve within five years in order to know that we succeeded.”

  -Boyd Multerer

  Multerer remembers a document from November 2000 that spelled out the Xbox Live purpose statement. Here are the main points of the purpose statement with commentary from Multerer:

  Games Games Games

  “And we had to talk about that. Because this is Microsoft, and are we really just about games? Are we going to put any other things in there? Are we building a service that’s about anything other than games? And we said, ‘No. We are just games.’”

  Lead. Don’t Follow

  “At the time… go back to 2000… there were no consoles that had a service. The closest was the Sega Dreamcast, which had a browser, and that was it. SegaNet wasn’t a really big service. And we clearly decided that we weren’t even going to look at anyone else. We were just going to design our own thing and go.”

  It’s an Xbox community.

  “We focused in on the word ‘community.’ In today’s parlance, we would say, ‘Oh. We were building a social network.’ Except we didn’t know to call it a social network. And community was the word we homed in on, and we ended up defining a lot of what would become primary characteristics of modern social networks, and that’s something I’m really proud of. You’ve got a list of people you communicate with. We’ve got good communication channels going through it. At the time, the closest things we were looking at was a little bit of Messenger, but we were trying to do something much deeper than just surface level communications.”

  Profit generating… gamers are our assets.

  “So the most important thing was gamers, but not just gamers… gamers who were going to be buying games. It wasn’t going to be a free service, and that was super controversial. Deciding to charge at all for this service… there were more yelling matches over that decision than almost any other decision. Because, you know, ‘Oh my gosh. On the PC everything’s free, and how can you possibly charge?’ ‘Well, if you charge for it, you can build a better service.’ If you charge for it you can actually invest in servers, especially in 2000. They were wildly expensive. And by setting that precedent, we were able to build a much bigger, more robust, more feature-filled service than we could have otherwise done.”

  Be fiscally responsible.

  “It was also a place where we could have dumped a huge amount of money. We ended up… at launch we had three data centers that we had built pretty much from scratch. And geographically located around the world. A big one in Seattle, one in London and one in Tokyo. And we had to be careful not to spend too much on it.”

  Crawl, Walk, Run

  “J and Cam loved that.”

  Partner where appropriate

  It’s a service, stupid, and it just works

  “Those were the main principles that we were trying to live by.”

  From these principal statements, they crafted the purpose statement for Box Live:

  Build and manage the safe and profitable online gaming service for the global Xbox community and have fun doing it.

  “And we debated every single word. And probably one of the ones that had the most debate was the word ‘the’. ‘Build and manage ‘the’. And ‘the’ meant exclusive. It meant, ‘Look. This is going to be the service for the console.’ We’re not going to have confusion. We’re not going to have different logons for different games. You’re going to log onto Xbox Live, and that’s going to be your logon, right? And I’d say that led to probably the two most controversial decisions we made in the industry, which now are no-brainers. They’re like, ‘Well, duh. Of course you do it that way.’”

  Gamertags & Presence

  The two controversial decisions Multerer is referring to were Gamertags and the concept of Presence. Initially, Multerer says that publishers hated Gamertags. “The reaction was sort of, ‘Wait a minute. What do you mean, you own my customer? They’re my customer. They’re playing my game, and they’re logging into my service, not your service.’” But the XBL team wasn’t having it. They explained that this was something that would benefit everyone. They explained how players could log into Xbox Live and build a reputation that crossed all the games they played… that XBL was about reputation and community, and if you split people up with different logons on a per game or per publisher basis, you fragment that community, and you’re not going to get any scale. “They didn’t like that because they wanted to control their customers. They saw it as a very competitive environment, so they didn’t want their competitor getting any benefit from work that they did.” Microsoft stuck to their guns, though. Gamertags stayed.

  The idea of Presence might seem pretty obvious today, but back then the idea that you could log into an online service and see all your friends and what games they were playing (and they could see you and what games you were playing), that you could invite friends into the games you were playing, or they could invite you to theirs, was something new, and to the game publishers, simply a very bad idea. According to Multerer, “Their reaction was, ‘No. Wait a minute. First you said I don’t own my customer. And now you’re telling me that I have to advertise my competitor’s game in my game.’ I’m not kidding. This was basically the reaction.”

  These two issues prevented some of the larger game companies from supporting Xbox Live for the first years, but eventually they came to realize that Xbox and Xbox Live weren’t going away, and they were missing out. Some larger companies did embrace the new ideas from the start, and Ubisoft fully implemented them when they released Splinter Cell on Xbox at the same time as the launch of Xbox Live in November 2002. “Th at was the game that kind of proved the point we were trying to make about Xbox Live. Until then, yeah, it was kind of cute and kind of nice, but Splinter Cell really used it and the game was clearly better because of it. And they built around it, and frankly, it helped make that company.”

  One company that had played hardball all along, and continued to do so with XBL was Electronic Arts, and Multerer remembers an amusing anecdote about Don Mattrick, who, at the time they were pitching XBL to EA was president of worldwide studios, and who became president of the Entertainment Business Group at Microsoft in 2010, before leaving again to join Zynga.

  
    A Don Mattrick Story

    When Mattrick joined Microsoft, Todd Holmdahl brought him to meet Boyd Multerer. “Holmdahl introduces me to him. ‘Hi Boyd. I’d like you to meet Don Mattrick. And Don Mattrick, meet Boyd.’

    He said, ‘Oh, it’s good to meet you.’

    And I said, and this is true, ‘We’ve already met Don.’

    ‘Oh, we have?’

    “So it was E3 2002. We haven’t shipped Xbox Live yet. Xbox is out. Xbox Live is not. I was in the booth, and we’re showing off a bunch of games. We had these little phone booths that were set up, and you could go into booths and you could play against people the other booths, just to prove that it worked. And I was manning the booth at the time, and I was up at the little desk at the front, and this guy walks up who I didn’t know, and I read his badge, and it said, ‘Don Mattrick Vice President EA’ And he’s asking a couple of questions about Live, and I’m like, ‘Well hey, it’s really good to meet you Don. I’m looking forward to EA games being on Xbox Live.’ And he says, ‘Ptahuogh’ and walks away. And I thought to myself, ‘Oh yeah? We’ll show you.’

    “Anyway, so I told this story to Don… the first thing I said to him when he showed up at Microsoft, and he started laughing.”

  

  Social Interaction in MMOs

  Jon Grande, who worked at the Zone and on MMOs like Asheron’s Call, says that the real element of presence in Xbox Live was not fully implemented until the next generation console—Xbox 360. From observation, he knew that a lot of what players did in games was to socialize. It might be to talk smack or compare strategies after a mission, or just to get to know one another.

  In MMOs, people cultivated friendships, and even romances. Grande remembers having heated arguments about socialization with people working on Xbox. Based on years of experience with the Zone, Asheron’s Call and Cyber Ace, “we knew that people spent more than half of their time—upwards of two-thirds of their time—socializing outside the context of playing the game.”

  He says that there was some real concern that there would be pressure from other parts of Microsoft to add unwanted elements like a browser or forcing interoperability with other technologies that could dilute the purity of what Xbox was meant to be, and even detract from Xbox being taken seriously as a console. So, when Xbox Live initially launched, the idea of presence was only represented by seeing friends and playing in games with them.

  Grande says, “It wasn’t really until Live shipped on 360 that it took really a full persona of its own. On one hand I think it was a necessary decision inside the company to avoid having to go back and rehash these arguments about integration with Windows or Internet Explorer or other teams, but I think it was a pretty significant missed opportunity where we could have driven a lot more social interaction in the platform earlier on.”

  To Pay or Not to Pay

  The decision to make Xbox Live a pay service was definitely controversial. At the time they were planning Xbox Live, people who used the internet had to pay ISPs for the service, but after that, they expected to get most other services for free. It’s still that way today. Gamers would pay for games, and in the early days of MMOs, they were willing to pay monthly subscriptions for the games they wanted to play. But the idea that a console system could come out and introduce the first-ever massively scaled console-based social service—and charge money for it—was anything but obvious to most people, but not to those who were designing the service, like Cam Ferroni, J Allard and Jon Thomason, who had come over to XBL after completing work on the Xbox OS. “Many felt that because PC gaming was free, we should be free,” says Ferroni. “But we believed then—and I think you see it carrying through now—that a high quality, consistent, easy experience, would be something that people would be willing to pay for, and would differentiate the Xbox from anyone else.” Ferroni notes that providing a friend list across all games, a single user login/ID, voice chat in all games, an achievement system (Gamertags) that provided a persistent identity as a gamer, as well as ways to play together were services such as they had never seen before on consoles, and worth a small subscription fee.

  Thomason says, “The decision to charge for Xbox Live was one of the best decisions we ever made. The thing we knew, even at the time, was that if we didn’t charge for it from day one, we’d never be able to. And it was absolutely necessary to charge. The infrastructure cost so much that to have the level of service that people expect, you have to charge for it, unless you have some other way to monetize it, like ads or something else. This was before there was really a robust ad market for online stuff.” So they did a lot of math to come up with how much they could charge. Lots of analysis and figuring things out, and in the end, “we just picked a price point because it was the cost of a game. We could explain that.”

  Despite the initial resistance from some publishers, Ferroni points out that those who did jump on board early were happy to have the extra sales and engagement, and players loved it. “They loved the fact that they could jump from game to game and find their friends easily—and jump right in. They realized our vision—that being in different cities and playing together could have all of the same excitement and quality of experience as playing next to each other in the arcade.”

  Attacks and Cheating

  No online service is immune from cyber attacks, and no online game is immune from attempts at cheating. But speaking about hackers and cheating, Xbox Live’s chief engineer Dinarte Morais says, “In terms of the service, I don’t think that was too high on the list for people.” On the other hand, he says that if players were looking to cheat, they would look for ways to modify their game locally. They might, for example, find a way to modify the game so that they always achieved perfect headshots.

  Obviously, this kind of cheating, particularly in a competitive environment was unfair to other players and something to be discouraged. “So Xbox Live was putting in abilities to prevent spying or changing packets on the wire, but we also wanted, as much as possible, to keep the Xbox Live service’s reputation high. We never guaranteed that there would be no cheating, but we actively monitored the system and kicked boxes offline so that they can’t play with other people who don’t want to play with those who are potentially cheating. We also didn’t want developers to be the front line of that defense. They have enough work to do to build an excellent game; they shouldn’t need to be online security experts, as well.”

  Morais says that they would look for operating systems that had been “modded” because a modded operating system would make it possible to mod the games, as well. “A lot of the data that was on the DVD was checked for authenticity. If you knew that the operating system was the original then you could, by extension, assume the operating system properly checked that the data it was using was authentic. So if you want to, say, edit a text file that controls how a car behaves in a racing game, and the game checked that the game itself was authentic, and the OS checked that the OS itself was authentic, then what you would have to do to break that change is to modify the OS to allow a slightly modified game to run.”

  If they detected that the operating system running on your Xbox was not the official OS, they would ban your box. But typically, their integrity checks and attempts to secure the system from cheating started an escalating war between them and those who wanted to hack the system. “We didn’t read the DVD itself. We actually just looked at memory. Like I say, the system was dynamic. From the server side, we could change, at a moment’s notice, what we would look at. I think the original thing that we looked at was a checksum, adding up all the numbers to see if it matched the types of operating systems that should be on the box. If it didn’t, we didn’t let them connect. That was the first step in the escalating war. The counter response was to intercept the request and return the hash that the system was expecting so no one’s the wiser. Then that began ratcheting up the war.

  “I implemented the security gateways, the first servers that you connect to when you log into Xbox Live. Like the key exchange that we did between two Xboxes on system link, we also did a key exchange with the Live service, so I wrote that portion of the front end. I also monitored the logs and came up with techniques for seeing how we were doing, if the detection system was returning valid responses, and then figuring out what the other responses should be, based on the results. The goal was to keep the Xbox Live service cheat free and with as high a reputation as possible. After we launched Xbox Live, I continued to work on that for another year.”

  Directory Services

  Multerer explains some additional challenges they faced, and perhaps some reasons why it was not ready to launch with Xbox. To begin with, they had to build an internet-scale directory service. The existing technology, Active Directory, wasn’t, in his words, “going to cut it at the time.” So they had to build something from scratch. “When I say directory service,” he says, “a lot of people would cringe because it’s so enterprise-y and kinda nerdy, right? But at the fundamental core of what Xbox Live is, it’s a place that hooks you up with other people to play games, and then furthermore, verify that they’re not cheating.”

  It’s actually easy to create something “chintzy” that won’t scale to the level required, but it’s very difficult to create something that scales into the millions. And it’s not just a simple question of design. It gets more difficult when you consider the security issues. “Kerberos is a wonderful protocol that people have been using for a long time. Kerberos is the core standard authentication mechanism that you use every time you log into a Windows machine, and to most UNIX machines. It’s a great protocol. And it assumes that there is one user using one machine. I’ve got four people logged into one machine. You don’t mess with security protocols lightly. So ok, I’ve got four unique users that are using one machine and that needs to be expressed in Kerberos somehow, and have that plumb through the system in a way that you can’t DOS (Denial of Service) and take down right away. As soon as you start thinking about attackers, and we know that people wanted to bring the system down, you have to be really careful about what are your weaknesses, what are the bottlenecks in the system, how can you survive a DOS attack.” Multerer further points out that challenges such as these were new back then. Today, it wouldn’t take so long to design and implement a system like that. But back then, it did take time to do it and do it right.

  Designing the directory services, he says, included matchmaking, leaderboards, a lot of value-added services, messaging systems, invitations systems, user interface design. In fact, he says that the high level vision of the project didn’t fully solidify until the end of 2000. “The vision starts to move into strategy.”

  More and deeper technology information can be found starting on “Xbox Live Technology” on page 411 and “A Technical Challenge” on page 415.
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  Completing Xbox Live

  At one point, Allard brought Jon Thomason in to lead the Xbox Live team. His operating system group, which he still nominally led, was still cranking out monthly releases, but Thomason’s involvement was considerably reduced. “There wasn’t much architecture work to do, management was pretty simple. So I went to work on Xbox Live.”

  During the first week on the project, Thomason went around talking to all the principle people to get a good picture of what was happening in the project. “I was a little in the dark about what they’d been doing.” When Thomason realized that not only did they not have a launch date, but they didn’t even have a clear schedule, he announced that they would have a complete schedule in two weeks. “So I set a date for a date, which I know is kind of ridiculous, but it had to be done. And we went and decided when we could be done and set a launch date.”

  Thomason took his schedule and launch plan to Robbie Bach and the other VPs. “I said, ‘We can be done this day, but we want to set a launch date right now and get all the clocks ticking towards that. And I got them to buy off that day.” Launch day was November 15, 2001. That day, we set that date, and we didn’t change it after that. We hit that exact date.”

  Marketing: Four Points of XBL

  Thomason’s team then went into high gear, adding some new people and working on the data centers and other important components of the system. The team had grown by this time to 60 or 70 people, but from Thomason’s point of view, the weakest link was the marketing team. “The marketing team that was working on this was extremely junior. So not only did I do all the engineering stuff, but I ended up doing all the marketing planning for Xbox Live, as well. I actually wrote the marketing positioning for Xbox Live.”

  Here are the four marketing points with Thomason’s comments:

  One: Friends List: “Across all games, see if people are online no matter what they’re doing on their Xbox”

  Two: Voice Chat: “Talk with any gamer anytime, no matter what they’re playing.”

  Three: Gamertag: “Your online identity and reputation across all games.”

  Four: Online Multiplayer: Quick match and optimatch. “Play with your friends or play with people your skill level.”

  “We wanted to make sure that we were clear about what Xbox Live was all about in terms of features, and how better to do that than to emphasize features that we had that Sony did not.”

  “I remember one meeting where I had all the VPs in there—Ed Fries was in there, and of course Robbie and J and everybody—and I remember, I made these guys memorize the positioning. I had four positioning points that we were going to talk about, and I made them actually recite them back to me because I didn’t trust them (heh), and I remember Ed sitting there, ‘OK now. Let me say this again.’ He said it three or four times, and they all got it, and it worked. Because when we launched that thing, if you looked, you found all those four points in every single article. And I think we nailed it.”

  Two Styles

  Although Thomason credits Ferroni’s leadership for getting some things done, he personally thinks that the whole project could have been completed within 18 months, and it had been 18 months by the time he took over. He believes that they could have been doing more work in parallel with the system development and that they didn’t hire the necessary people fast enough.

  Multerer sees it somewhat differently, however. He agrees that it might technically have been possible to launch XBL with Xbox. He says, “Jon might be right… we could have shipped something by the time Xbox shipped, but it wouldn’t have been as compelling as what we did ship.” He goes on to say that what they did ship—System Link—“was a precursor. Now if you want to build out a social network, especially when there are no social networks to understand from, I’m sorry that takes more than nine months to do. System Link just barely got done.”

  Multerer worked alternately under both Ferroni and Thomason. In fact, every several months the situation would change. “I was working for Cam. And then, like nine months later I was working for Jon again, and then a couple of months after that I was working for Cam again. And it just went back and forth and back and forth. I did not have a consistent manager for more than a year during that entire formation.” He saw both of them as effective, but in different ways. “Jon is really good at shipping. Cam is really good at figuring out what to ship. They have very different approaches. A ton of work got done while Cam was running it, and yeah, there were lots of distractions. So I’m not saying it was super-efficient.”

  Thomason spoke about his philosophy of development, which was on display when he ramrodded Xbox OS development. “You’ve got to be ruthless. You’ve got to cut stuff. The big decisions were actually setting a time, and then cutting things to make it work. There were millions of little decisions, but the big one was setting an end date and turning it on a schedule-driven project. That’s what they didn’t do, and that was the missing piece. They hadn’t said, ‘We’re going to ship this thing at launch, come hell or high water,’ which with the system software, we had to. We had no choice. So I treated the Live launch like the same thing. Within the first two weeks we had that launch date set and bought off on by all of upper management… everybody.”

  Thomason says that making an official deadline made everybody work a lot harder, but adds, “I didn’t do it by flogging everybody and doing the Office Space thing, you know… saying he’s got to come in to work on Saturday. It was more like, we’ve got to make this date, and to do it we had a work back schedule that got us there, and then people worked weekends because that was the only way to do it. We had to get everybody into a full-on, heads down, mission critical sort of attitude, and they hadn’t done that previously.” Thomason says that they didn’t hire early enough, but by the time he got there the team was pretty big. “Remember, the system software team was only about 20 at that time.”

  Thomason does give credit to the work the team did, especially Boyd Multerer and Dinarte Morais. “Dinarte Morais wrote all the security software for Xbox Live. He wrote the stuff that copied code down to the console and then ran chief detection code on the console, which at the time was unheard of. Nobody had ever done that before. Everything else had been done on the server before, so you could hack it by hacking the client, but we had a secure environment… secure enough that we could actually push the code down, while it was authenticating the login, and if it didn’t look right, he could just fail it. It’s pretty cool, and it’s worked. There have been a lot of Xboxes over the years, right?”

  Some Things Take Time

  Looking at the project the way Thomason did, it seemed clear that the project could have been completed more quickly and with better planning. But Multerer points out the many challenging technical aspects of XBL, including making solid peer-to-peer connections; developing the security and exploit measures; designing the directory services, including matchmaking, leaderboards, a lot of value-added services, messaging systems, invitations systems; and user interface design.

  “In fact,” he says, “the high level vision of the project didn’t fully solidify until the end of 2000. The vision starts to move into strategy. There’s the pyramid: Vision is at the top, then comes strategy, and then comes tactics, and

  I’d say Gamertags were at the strategy level.”

  And that was another thing to keep in mind. It took time to promote the more controversial aspects of the system, notably Gamertags and their concept of presence. They had multiple people and groups doing outreach to developers to familiarize them with these new ideas and try to get them onboard. He specifically mentions several names, including Ferroni, Scott Henson, and George Peckham. “And Robbie was all behind it,” he adds. “He stuck by us in that one during an extremely controversial time.”

  He admits that there was a certain amount of tension between Ferroni and Thomason. They approached product management very differently—in a sense like the difference between a creative style and a more military approach.

  To Multerer, both Ferroni and Thomason contributed necessary skills to the project. “Jon is extremely good at shipping things. Very, very good at get-itdone. Spends less time on ‘are we building the right thing?’ But even today, some of us who’ve been around a long time will refer back to Jon and, ‘Yeah, he was a master at shipping.’ But less so on the why are we building what we’re building.” The “why” came from Ferroni and Allard.
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  Promoting Xbox Live

  There were several press conferences for Xbox Live ahead of its launch, and both Thomason and Allard were involved. “J and I did a tag team on it,” says Thomason. Allard started out by painting the picture as only Allard could do. “He gave a very eloquent talk about the future of gaming and all the kinds of stuff that Xbox Live could enable, and he talked about the cost of the game for the subscription, and then my part was to talk about the four features… the four big features that were in Xbox Live. Analysts loved it.” The press events were a whole day that included wining and dining and lodging in fancy hotels.

  “It’s Good to Play Together”

  Beth Featherstone was working on first-party games, not marketing for Xbox Live, but she was aware of the message and the intention behind it. “We knew that it was important to have a presence on Live so people could do multiplayer. That was part of the whole… we had strategies and tactics around getting people to play together, and “It’s good to play together” was a tagline at the time.”

  John O’Rourke knew that part of the challenge was to convince gamers that Xbox was a serious platform, and Xbox Live was a key element in that effort. “What we needed to do was to get into the space of their minds where they viewed us as an innovator and leader. At least someone to pay attention to and listen to versus just being another console there on the shelf. That was where our story helped.”

  XBL at E3

  At E3, they announced several Xbox exclusive titles developed to work with Xbox Live: Unreal Championship, MechAssault, Whacked!, NFL Fever 2003, and Midtown Madness 3, while additional titles include Counter-Strike, Star Wars Galaxies, Shaun Palmer’s Pro Snowboarder 2, Tom Clancy’s Ghost Recon, Tom Clancy’s Rainbow Six RavenShield, XIII, NFL 2K3, Phantasy Star Online, MechAssault, Meltdown Madness, and NBA 2K3 as well as online enabled follow-ups for Project Gotham Racing, Amped, and Rallisport Challenge with a teaser about the new Halo game. It was also announced that 60 game companies had signed up to make games for Xbox Live.

  Ed Fries took the stage and spoke about the power of online gaming. He said, “The games industry is working every day to create a new form of entertainment that is fundamentally more involving, more powerful, and more compelling than anything that has come before.” When Allard took the stage, he made this prophecy: “Within five years every important game will be online. There will be new categories of collaborative and competitive console games that are possible only online. The ability to download new worlds, levels, characters, weapons, vehicles, teams, statistics and missions will change the way developers think about creating games, and will change the way gamers play them.”

  Gaming website IGN seems to have gotten the message. They ended their report on the E3 announcements by saying, “IGN will have more on Xbox Live because it could very well be the all-encompassing future of gaming.”
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  Xbox Live Beta
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    The Xbox Live beta kit.
  

  Xbox Live was ready for beta testing by spring of 2002, and kits began going out, first in small numbers, then in larger numbers, all over the world. During early internal tests, members of international teams in Europe, Japan and the U.S. played together. Not only were these tests successful, but they were inspiring, with members of the teams reporting how great an experience they had.

  Each beta kit included a headset and a specially modified version of Acclaim’s radio-controlled car racing game for Windows, Re-Volt. According to Andrew Walker, who was responsible for the beta title and who got permission from Acclaim to use it, this version of Re-Volt was ported from PC to console by engineers within the ATG and ultimately shipped to 25,000 beta testers. It featured eight-person multiplayer and voice. And, of course, J Allard’s Snow Crash inspired Hiro Protagonist gamertag was seen often.

  Walker remembers showing Re-Volt for Xbox Live to Bill Gates. “I remember demoing it to Bill and he was like ‘Oh. This is the game that sold me on the Xbox idea in the first place.’” What happened is that Blackley had used Re-Volt with a console controller long before Xbox had been approved, when they were still using modified laptops. “They basically put a TV on and hacked up a controller and showed Bill, and it was a pretty big deal for Bill to see this.”

  Beta Hackers

  During the beta period for Xbox Live, Microsoft sent out regular updates. At the time, in Xbox everything was linked into a game, so new clients got updated by the beta testers when they ran a new version of an Xbox Live game. Meanwhile, Dinarte Morais was watching the logs and checking out who was connecting. “I was experimenting with the various dynamic challenges that were being sent down to the boxes to see if I could detect any modded boxes, to see if they were connecting to the live service.”

  Not surprisingly, there were modded boxes, and Morais was able to collect data that would help him deal with various problems that would arise once they opened the service to the general public. “We didn’t actually act on the data. I configured the security gateways to ask the questions, but just log the results. No matter what the answer was, people would still be able to connect to the service. When Xbox Live went live, that’s when we banned all of the boxes that were known to be modded.

  Morais was also keeping up to date with various hacker and modder boards. “People were talking about using their boxes to do different music services and run games that were copied, usually modding them using mod chips that would change the OS and relax some of the security rules. Those were the types of things our system was attempting to discover when you connected to Live, and the modded systems went in a list that would keep them blocked from the service even if they toggled off their chip.”

  When the service opened officially, Morais activated the list of modded boxes, and there were a lot of complaints from people who couldn’t connect. “At the time we shipped,” he says, “I didn’t have a lot of time to modify the client to say anything like ‘The reason you can’t connect is because you have a modded box.’ It just behaved like Xbox Live was down, it just timed out.

  “If you read the hacker boards at the time Live went on there was this interesting effect. Before I turned on the blacklist, everything was fine. People were in beta, they were connecting to Live, they were playing with other people. It was all great. They were letting other people on the modding boards know that everything is fine, there’s no problem playing on Live. Then Xbox Live goes live and BLAM—everything stops. Software hadn’t updated at the time, and you had this Xbox Live DVD you needed to install to have the service on your box. We just deactivated them to keep them from connecting to Live.

  “So if you were to look at the Xbox official forums, people would, by and large, be happy with the service because it appeared to be working and they could connect to other people, but if you looked at these hacker boards there were all these threads of ‘I can’t believe they let the system ship like this,’ ‘this doesn’t work,’ and ‘I can’t connect.’ It was like two different worlds, but they eventually figured it out and realized that they need to switch the chips off on their modded boxes if they want to connect to the Xbox Live system.

  “This goes back to the whole thing of us not caring if you want to cheat in Solitaire, but if you want to cheat in a game with other people, then we do care. If you did modify your box, for whatever purpose, and you want to play games solo, I don’t really care. As soon as you want to belong to the community, everyone should play by the same set of rules.

  “Our Terms of Service says you cannot modify your box, but one thing that is interesting is that the boxes themselves are what were banned, so you could always go out and get another box. There were machine accounts and there were user accounts. So you as the user had an account on Xbox Live and so did every box. When we detected a modified box, we banned the machine, not the user. If someone went and got another box, they could reconnect and play.”
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  Xbox Live Launch
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  Xbox Live officially launched November 14, 2002. The private launch party in Hollywood featured celebrities like Samuel L. Jackson and Freddy Prinze Jr. But the real party was online, where players all over the world were discovering the service for the first time. They sold 150,000 Xbox Live Starter Kits in the first week alone.

  Hours into the launch, Multerer was told there was a problem. The numbers didn’t look right.

  “We turned the service on and then went into the cafeteria to watch the numbers. It had a party atmosphere, but only lasted a few hours as the numbers didn’t make sense and there was clearly something wrong. It turned out to be a bug in the software that reported the numbers, not the service itself. So no big deal, but it did interrupt the party.” No big deal, except that once they fixed the bug it became clear that they had shattered their projections.

  In many industry launch stories, the servers are overwhelmed by the initial, and unexpectedly massive, success. Breakdowns on launch were not uncommon. The original Pong coin-op test at Andy Capps famously stopped working, causing all kinds of consternation at Atari, but it turned out that the coin box was so stuffed that it couldn’t take any more quarters. Launches of games like Ultima Online and EverQuest featured overloaded servers and last-minute emergency measures. It was a common story, but not with Xbox Live. Even though the launch was far more successful than they had anticipated, they had come prepared. In fact, considerably over prepared.

  Thomason reflects on what happened. “We overbuilt the data centers— maybe for the first time in history, and maybe since. We actually ended up shutting down some of the data centers later because we had more capacity than we needed. It ended up ramping up really well, but we were just super paranoid. We didn’t think we could live through an experience where we didn’t have enough capacity for people playing. We wanted a console experience for Live, meaning it had to always work, it had to be fast, and all that stuff. The Xbox Live launch went extraordinarily smoothly, and people just came up and played, and just played… and it worked.”

  Rolling the Dice

  As impressive as the stability of the initial launch was, perhaps even more impressive was how they planned it. Multerer revealed to me, he says for the first time ever, the very technical process they implemented to determine how many machines they would need to handle the anticipated load. “As we were rolling through the summer before launch, MarkV (VanAntwerp) and I had to provide capacity planning numbers for the services. Very important as if you buy too few machines/services then you can’t handle the load when the service turns on, but if you buy too much then you blow the budget.

  “The problem was that there was nothing similar to model it against. So we built a big spreadsheet, came up with the best and worst case numbers. Then I got out my old Dragon Dice from Dungeons and Dragons and we literally chose what felt like the right curves and rolled the dice to enter the numbers.

  “‘This one feels like 20tps + 3d12’ (tps = Transactions per Second) (3d12 = A twelve sided die, rolled 3 times and added together) We put that nomenclature in the spreadsheet so we could remember what we did, but never told anyone about it (until now) because the ops and test teams wouldn’t have liked the randomness of it. In reality it wasn’t very random and was actually a good way to get probability curves for the planning.

  Worked out just fine.”

  Xbox Live Launch

  Xbox LIVE Enters the Arena

  January 01, 2002:

  Microsoft introduced Xbox LIVE in Nov. 2002, describing it as the first comprehensive, online game arena fully dedicated to fast-action broadband gaming experiences. The company sold 150,000 Xbox Live Starter Kits in the service’s first week.

  Better Strategy

  It was huge. They came up with a better strategy than Sony did, and Sony Corporation was going through a lot of turmoil at the time, and they weren’t well led, and they let Microsoft win.

  -Brad Silverberg

  More Comments about Xbox Live

  Xbox Live brought the Internet to consoles in a real and substantial way. Of course it offered game play connectivity, but it also created a community, a medium for communication and a completely different way to distribute games.

  I would say that the success of Xbox Live forced everyone else to respond with their own services. Which were successful to varying degrees. Overall, I think Xbox Live was viewed as the best of these offerings and was probably the key differentiating feature for both the original Xbox and the Xbox 360.

  -Stuart Moulder

  We launched it on the day we planned. Our security stuff has always worked very well. It was all designed very early on, and they’re still using a similar scheme today, all these years later. As I understand it now from talking to Marc, Xbox Live is the most profitable part of Xbox.

  Xbox Live never paid back much of the loss from Xbox. It was profitable to the tune of maybe $200 million, but we’re talking about losses of billions for Xbox. The general number that’s thrown around is about $4.5 billion for the original Xbox. It’s a staggering amount of money. But to put it in perspective, I think Microsoft lost very close to that same amount of money with the debacle of Windows Longhorn, how it evolved into Windows Vista. I think we flushed at least $3 billion doing that. That’s a different story, but Microsoft has definitely lost lots of money over the years.

  -Jon Thomason

  We built a successful, entertainment-based social service before social services were cool. A lot of people they go for a date, they go for reduce your risk, they go for shipping, but it’s not interesting to reduce your risk so much that the product you produce doesn’t have enough value. You’ve got to take enough risk, and you’ve got to do something big enough that success is worth it. Like I said in the beginning—and this is super important to me—I do not want to build any projects that would be successful on the day we start. I want to build products that will be successful on the day they ship, and that means predicting where’s the world going to be two years from now, which is how long it takes for anything really big to get done. Really, really big stuff seems to take that long. Like XNA took two years to really come to fruition the first time, and you had to make predictions over what that’s going to be. With Live we had to make predictions. You don’t know you’re right when you start.

  -Boyd Multerer


  ~Epilogue~

  The Team

  So who gets credit for Xbox? For some, it’s a sore point that the stories most often told also most often focus only on certain high-profile players, but in this book I’ve tried to include the perspectives and stories of as many people as I could reach. There were many who I was unable to interview, but who played significant roles, but I do think it’s clear that the initial vision of Otto Berkes, Ted Hase, Seamus Blackley, Kevin Bachus, Nat Brown, Colin McCartney, and Rick Thompson had a lot to do with the ultimate inception and approval of Xbox. Blackley and Bachus also deserve a lot of credit for their evangelism, consistent vision, and passion for the project. Blackley also contributed a key element of the project’s success when he formed the Xbox Advanced Technology Group and staffed it with some of the most talented engineers and experts in the company, creating a vision of service to the developers that was of immense help in driving third-party adoption of the platform.

  It’s equally clear that the team assembled by J Allard did a remarkable job, and Allard, who dislikes personal credit, gives credit to them all. “hardware, operating system, peripherals, xbox live, 3rd party program and support, vision/ strategy. it was a super collaborative team and high on meritocracy. everyone contributed to everything, no one ‘owned’ anything. the best ideas and approaches won out and everyone was generally too busy for ‘turf wars’ - the attitude was much more ‘hey, can you help me with this’? i deserve no special credit. we were all ‘co-founders’. by the time it was approved there were 20 full timers on it. 19 months and 1 day from that date, it was on shelf. i think all of the ~20 original players were the co-founders of the movement. everyone at that table helped shape our vision and the plan”

  And of course credit goes to Todd Holmdahl and Jon Thomason and their teams for playing critical roles in building the hardware and the software for the first Xbox.

  In addition to Allard’s team, who were building the hardware and the software, there were people like Ed Fries and Jonathan Sposado doing 1st-party and George Peckham doing 3rd-party, and the marketing team of John O’Rouke, Beth Featherstone, Don Coyner, Jennifer Booth and others who devised and executed an effective marketing plan, Brett Schnepf and Bob McBreen on the business side. Jordan Weisman and Stuart Moulder for leading in-house development and supporting Bungie in their transition.

  Ed Fries probably deserves some special mention here because his influence in the decision making was far greater than most people know, and when he supported the small Xbox team over Mundie’s WebTV group, or the hard drive, or on dozens of other issues, Gates listened because Fries had a lot of credibility.

  And everyone else mentioned in this story as I’ve told it. From Game of X

  v.2: Alex, Craig and Eric, James Plamondon, DRG and everyone who helped developed DirectX, Cameron Myhrvold, Brad Silverberg, Robbie Bach, Morris Beton, John Ludwig, Rick Segal, and other managers who provided cover. Jon Tomason for the Xbox OS and for helping set Live on a workable schedule.

  To the many engineers, evangelists, designers, and business people, and all the people who contributed without getting any specific credit. It was a large effort, and there’s plenty of credit to go around.

  And especially Bill and Steve for seeing the vision, and the game developers who made it all worthwhile and provided entertainment for millions of gamers. And for games for DOS and Windows at Microsoft, whose stories are told, at least in part in Game of X v.2? Credit must go to the early pioneers. Special recognition should go the Flight Simulator team, early designers like Wes Cherry, Hans Spiller, David Norris, Tom Saxon, Robert Donner, and Ed Fries. And to some of the earliest games group members like Kathie Flood, Kiki McMillan, and Russ Glaeser, who continued to work on games for Microsoft even after Xbox launched, Tony Garcia, and, again, Ed Fries— for leading the charge to make more and better Windows games, and everyone who made and promoted games at Microsoft.

  And most definitely, to all of the game designers and developers who supported PC gaming in DOS and Windows over these many years. They all created fun and entertainment on Microsoft’s major platforms, and as someone who has played a lot of games on both DOS and Windows machines, I thank them for the steady work they did to ensure that our PCs would have great games, both from Microsoft and from the many other companies that have used its software.

  Xbox Live Credits

  Boyd Multerer wanted to give full credit to his main team members, so here are the ones who were not already mentioned along with his comments. “All of them worked incredibly hard to make it happen. (probably in some sort of sub-conscious, but not intentional order)”:

  Mark VanAntwerp—“Maybe the 3rd person hired? Became the high-level system architect and (as a good senior engineer is supposed to do) wrote all the important parts that the others didn’t want to do because they weren’t glamorous enough. But the system won’t work without these parts! I guess I’ll have to do it. We wouldn’t have shipped without him and he gets plenty of credit for the overall design. Mark is the engineer I worked most closely with…”

  Heidi Gaertner—“She was our representative dev from the game industry and ran development all the software that became the UI for XBL.”

  Tony Chen—“The first engineer I hired onto XBL. He designed (and wrote) the user login and authentication system (very hard) and worked closely with Dinarte on the other parts of the lower-level systems.”

  Roxana Arama—“She wrote the code to drive voice and several other important parts of the service.”

  Sean Wohlgemouth—“The single most important tester of the service. Loud. Opinionated. Not afraid to yell (scream?) at anyone on the team (including me) when we were wrong. Very important contributor to the project.”

  Daniel Caiafa—“He wrote the statistics server, which kept track of all the leaderboards and more. He and Roxana joined the team at the same time and did great work.”

  Nataly Pogrebinsky—“She wrote large parts of the dash (UI) and more. Big hand getting the connections to operations to work.”

  Steve Lamb—“Wrote the first matchmaking / multiplayer for the service.

  He’s up there with Daniel Caiafa in terms of actual coding impact.”

  Alice Steinglass (then Alice Pritikin)—“Junior (at the time - not any more) PM working across the service. She worked with the devs and helped much of the service make sense. (you should read her linked in page)

  Barry Steinglass—“(Married Alice… One of several marriages that come out of XBL)—Another junior (at the time - not any more) who worked across the service and helped pull it together. ( you should read his LinkedIn page)”

  Tracey Sharp—“Tracy is just as important as Dinarte, but more on the box side than XBL. Whenever there was a critical issue getting things to work at the lowest level of the system, Tracey would debug it. He is still working on Xbox at the lowest level and recent cowrote the bottom layer of Xbox One with David Cutler. Tracy is married to Roxana Arama - the other big marriage to come out of the early days of XBL.”

  Darren Anderson—“I think the second engineer hired… Wrote and/or managed the tools we used to actually run the service.”

  Damon Danielli—“PM for audio and voice comms in particular.”

  Erin Elsasser—“A good recruiter is critical to helping you build a team, but never gets any credit. Erin did great work helping me build the team.”

  Michio Nikaido—“Worked with Darren to build out the tools to run the service. Also happened to be West Coast champion at playing Unreal Tournament. The team would often play “Everybody against Michio”. Michio usually won.”

  Lit Wong—“Test Manager. My peer, pulled the test team together.”

  Brian Morin—“Single handedly wrote the first XBL presence servers.”

  Kelly Altom— “Operations Manager—my peer. He was responsible for the buildout of the data-centers, all the machines, networking etc. This wasn’t like it is today where you just rent space in ready-to-go cloud data-centers. Kelly’s team had to spec and build out, and run, everything. Kelly, MarkV, and I were in Tokyo for the launch of XBL in Japan. Lets just say the night before was very interesting. WAY more crazy story than the actual launch of XBL in the US. But it also somehow seems normal for Japan.”

  Eric Neustadter—“Second-in-command (in my opinion) in ops. Huge hand in the design and buildout of the data-center.”

  Brian Lockhart—“On the ops team, one of the main interfaces and troubleshooters working with the dev team. Worked closely with Nataly, Darren and Michio.”

  And many more…

  “The above people were all reliable and really made it happen. You should look through the LinkedIn links above. I am pleased to see how many of them are now CTOs, CEOs, Engineering VPs, Founders and more. It was a very special team. We held the bar extremely high while hiring (made recruiting’s job quite difficult—they rolled with it), and it paid off.”

  Author’s Postscript

  So this is the story I decided to tell. I divided it into two volumes: this book and the prequel (Game of X v.2) that tells the stories of the DOS and early Windows days, the complex events around the development and adoption of DirectX, and the internal struggles over graphics standards that ultimately had a direct effect on Xbox. Also some good glimpses of Microsoft culture and its relationships both inside and outside the company. It’s not by any means the only approach an author could have taken, but after working on this project for several years it became clear that what started out as a chapter in another book now required two volumes, and that I would lead off with the Xbox story because it’s the one more people will immediately gravitate toward, and follow with the foundational stories in the prequel..

  
    	I chose to focus on Microsoft as a game company, not only on Xbox.

    	I chose to speak to as many people as I could find who would talk to me, to tell the many stories that made up the whole, not a singular story with many actors.

    	As much as possible, I used their words, their language, their expressions. I wanted not only to tell stories, but to reveal something about culture and life—the people—at Microsoft over the years. Something about the strategies of massive companies doing business and competing against other massive companies—and against just about everyone, including their own internal groups.

  

  I hope you enjoyed the book, the stories, the people, and will check out Game of X v.2. For my part, I thoroughly enjoyed researching and writing these books and extend my gratitude to the many people who made it possible by sharing their time and stories with me. -Rusel DeMaria
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  Technical Appendix

  Evolution of Consumer 3D

  The new Home of Visual Computing

  Otto Berkes and Seamus Blackley

  Recently, an uncomfortable fact has come to light. It comes not as a surprise-- indeed it is rooted in the same commoditization of the PC space that has consumed so much or our bandwidth of late. In fact, the market and technological factors responsible have been obvious for some time. The problem, catalyzed by the announcement of the Sony PlayStation2, is a financial and technological oxymoron: the highest performance graphics machines in the world will soon also be among the least expensive.

  This sounds strange to technologically experienced ears, especially in light of the historic domination of the field by high end workstation and visual supercomputing hardware. In actuality, however, it has been at least two years since any truly meaningful evolution has come from these spaces. Workstation cost/performance/cost and overall visual complexity and richness have remained largely stationary. This comes as the result of many factors endemic to the professional graphics market: maturity, conservativism, stagnation, etc. But the lull in this space is not in itself an interesting dynamic, and the workstation market is certainly not a place where we can make any new money. A quick glance at SGI's financials confirms this. A more interesting question to ask is: where do most of the smart, innovative people who used to work for companies like SGI work now, and why did they leave?

  3D graphics has always been the most viscerally compelling of the computer's applications. Other 'multimedia' technologies, sound, music, video playback, and so forth have always been available elsewhere, and, until recently, at much higher quality. But 3D is different; it creates an experience that is not available by any other means. And whether you are a hand-waving visionary who sees 3D eclipsing all other media, or a pragmatist who simply notes that the 3D game business is a rapidly growing, $8-10 billion segment of the entertainment market, you can't ignore the fact that 3D is popping up everywhere, and that people are starting to make some good money at it. But the business incentive alone is not what has driven graphics innovation into the low end. In fact, the recent growth of the consumer 3D market is a direct result of the incredible progress that has already taken place there.

  The key difference is real-time. Professional workstation vendors have certainly always touted the real-time performance of their systems, however the killer app for real-time 3D (RT3D) has always been games, while large, expensive workstations do not present a very compelling business case for game development. So RT3D in this space has traditionally focused on fringe applications such as architectural visualization and flight simulation. Many companies have been born and brutally slain in an effort to leverage the 3D performance of these systems for schemes like location based entertainment, unfortunately solving problems that consumers do not have. Thus the smart graphics people at the good graphics companies have busied themselves with much more successful and profitable offline and semi-offline technologies such as scientific visualization, CAD/CAM, motion picture effects, etc.

  Then we screwed up their lives. We introduced a relatively inexpensive OS (NT) that ran on relatively free hardware (super-high end PC's with custom graphics cards). Along with other, smaller players such as NewTek (Video Toaster) and AutoCAD, the PC industry substantially eroded the business case for traditional workstation 3D. And to top it off, another, totally unprecedented phenomenon was beginning to emerge.

  Sometime in 1992, people like John Carmack realized that you could draw enough texture mapped polygons on a regular PC to make an immersive, real-time 3D game the likes of which most people had never seen. The game was called Wolfenstein3D, it was shareware, and it set the gaming world on fire. It was downloaded more than any game in history, and probably generated more clones than there were new titles the year before. Suddenly, everyone wanted to play games in 3D. And so began the mostly unwilling (Intel and MS even now focus largely on business applications), nearly technologically impossible (as we will see), and totally market driven ascension of the PC architecture into the forefront of 3D graphics.

  The success of 3D games on our platform beckoned a whole new world of 3D hardware, and in the process created and entire industry. In the space of two years, there arose a compelling, consumer-driven demand for 'high end' 3D graphics, and all on our totally open platform. People left SGI, they left HP, they left E+S, and joined PC graphics IHVs with funny names like 3Dfx and nVidia, whose stated corporate goals were to revolutionize computer graphics. The rate of innovation in graphics on our platform soared. But all was not well, 3D on our platform was not as secure as it seemed.

  Looking at what was happening on the PC, it was not hard to see that you could make a lot of money by combining the existent game console business model with this radical new game technology. So began the 3D console era.

  3DO came and went, unable to lure good developers (and thus quality titles) from the much more rapidly evolving software rasterization scene on the PC. Sega, the dominant player in the 2D days, launched Saturn, which also died on arrival, again largely due to poor content availability.

  Sony, on the other hand, watched all of this, learned from it, and launched a very successful 3D game platform (Nintendo followed suit shortly thereafter). In fact, Sony's PlayStation (PSX) has become the ubiquitous video game device. It has also, and quite unexpectedly, become the core of Sony's entertainment business. Through this object lesson, and their unique perspective as a player in the conventional media, Sony has surmised that their next generation console, PlayStation2 (PSX2), must represent more than just a game box. It is, rather, an opportunity for Sony to actually own this new RT3D medium, which can generate far higher margins for them than any of their legacy media businesses. They also think that they can push the Windows PC out of this space, and keep it out.

  In order to accomplish this on the hardware front, Sony has approached the problem from a very different direction than we have on the PC. To combat the threat posed by PSX2, we need to understand the relative strengths and weaknesses of the PC platform. So let's take a look at the hardware.

  The various PlayStation2 announcements have caused a considerable amount of introspection and re-evaluation of strategies in our entire industry. In some ways this has been healthy, and has focused some much needed attention on Microsoft’s role in the entertainment space and in the living room. Unfortunately, there has been some misguided overreaction to PlayStation2, largely due to the seemingly overwhelming technical specifications of Sony’s new hardware. To understand where we are in relative terms we need to step back and look at the evolution of 3D graphics on the Windows PC.

  It is clear that the entertainment market has fueled the steep upward curve of the graphics technology available for our platform. We are at or perhaps even past the point where workstation graphics are no longer a driving force for graphics technology. Over the next year, we will see consumer graphics devices surpass the visual quality, performance, and realism of high-end workstation graphics. As the consumer market evolves to drive the pace and rate of change of graphics technology, workstation graphics have become essentially meaningless as an engine of technical innovation. 3D graphics is fully a consumer technology, and the future of this technology will be defined in the consumer space.

  The launch of DirectX marked the beginning of an unprecedented rate of innovation in the Windows graphics hardware. Until this point, graphics evolution had been driven by productivity benchmarks and the natural evolution curve of Moore’s Law. This enabled steadily increasing resolutions and color depths, greater amounts of display memory, and higher performance. DirectDraw tapped existing hardware resources, enabling game developers to port their 2D-based arcade-style content.

  But the synergy of efficient access to display hardware resources, reasonably fast CPUs, and an open development environment also opened the door to 3D content. Games like Doom showed that 3D was not only possible but also extraordinarily compelling. Direct3D was developed to accelerate 3D title development on Windows, and the introduction of Direct3D hardware acceleration marked the point at which graphics hardware evolution diverged from Moore’s Law. The advent of consumer 3D accelerated the growth of the graphics hardware gate count to between the square and the cube of Moore’s Law. Amazingly, this pace shows no signs of abating-- within the next two years, commodity graphics processors will match and exceed Merced’s gate count while still remaining in the $20-$30 range.

  The entertainment market demands ever-expanding feature sets and ever-increasing performance to enable increasing realism, quality, and richness of content. This push is relentless; the amount of graphics computing power directly determines the type of visual content possible, and there is essentially no upper bound to the computing power required to achieve true visual realism. These severe technical demands and the Christmas-cycle orientation of entertainment content have required a yearly evolution of our DirectX graphics APIs and DDIs. The net result has been constant, vigorous competition and innovation in the consumer graphics market.

  In addition, the yearly DirectX cycle, combined with OEM pressures and the short development cycles of the entertainment industry, have shortened design cycles for hardware to under a year-- and in some cases to six months. This is remarkable given that these aggressively short cycles have occurred in combination with ever-increasing gate count and fierce pressure to minimize cost. Further, our IHVs have been able to advance the state of the art in 3D graphics and increase performance in overall 2D graphics while simultaneously providing key new features such as video support. The fact that the cost of this graphics hardware has remained low (and in fact has decreased) is worth noting.

  And while graphics IHVs have been under significant pressure to increase performance and add new features, OEMs have generally been unwilling to absorb additional cost for the improvements in graphics hardware that they require. OEMs have taken good advantage of the constant technical leapfrogging, decreased IHV product cycle times, and competitive pressures to keep the cost of the graphics subsystem very low.

  Unfortunately, while graphics hardware has continued to evolve rapidly since the first consumer 3D parts were shipped, the x86 CPU architecture has evolved much more conservatively. This lower relative rate of innovation has driven (and at least for some time will continue to drive) Windows graphics hardware architecture. The CPU vendors have not produced the performance improvements needed to keep pace with the ever-increasing demands of interactive graphics. The advances in x86 bus architectures, memory bandwidth, and instruction processing capabilities have been incremental, while the demands of 3D graphics have grown exponentially. For example, while AGP sought to enable low-cost integrated graphics memory, it now severely limits performance potential. The KNI and 3Dnow! instruction sets provide only a marginal performance increase for 3D graphics, and even if vector processing performance were significantly improved, the higher floating-point throughput would be neutralized by slow bus access to the graphics processor. (Graphics integrated with the CPU is a potential solution to these problems, but only if a leader in graphics hardware provides the graphics technology-- i.e. not Intel. While this is theoretically possible, it would be a significant departure from the x86 CPU vendors’ current and previous attempts at graphics integration.)

  Fortunately, our graphics industry has recognized the roadblocks to the successful evolution of the platform and has responded by working around them. The size of graphics memory has grown significantly and compensates for the lack of bandwidth available via the CPU bus. IHVs provide their own interfaces to dedicated graphics memory, alleviating at least one major source of CPU-bus bottlenecks. Graphics hardware also continues to absorb the increasingly complex processing previously done by the host CPU; graphics parts available this year will have significantly greater floating-point processing than the latest Pentium processors with KNI. Such increases in floating-point power will be used to produce increasingly rich graphics that can be specified at an increasingly higher level of abstraction (i.e., higher-order surfaces, displacement maps, bump maps, advanced shaders, etc.). Instead of pushing more of the same type of graphics primitives across the CPU bus, the types of primitives and the way the rendering of these primitives is specified will evolve to essentially compress the data that must be transferred across the bus. This will reduce (at least for some time) the need to rely on significantly greater CPU bus throughput, while still enabling powerful new graphics techniques. The CPU will spend fewer and fewer compute cycles and a relatively small amount of bus bandwidth for increasingly rich, increasingly high quality, increasingly high performance graphics. For entertainment, this trend points to the CPU handing general I/O processing, game logic and AI, data-flow, and data-management. The bulk of the computational power to support entertainment content on the current path for our platform will thus reside in the graphics unit.

  Yet while this architecture is viable for hosting next-generation entertainment graphics, it would be a mistake to believe that it is necessarily ideal. The evolutionary path of our platform has essentially forced graphics hardware designs and graphics APIs to expose techniques and features as concrete, monolithic entities. As the graphics hardware continues to advance at a greater rate than the underlying CPU architecture, our APIs must expose an ever-increasing amount of fixed functionality. The margin for error is much smaller via this path than it is for a design that places more of the graphics burden on a general CPU. With our bias towards specialized graphic hardware it is possible to erroneously omit features that turn out to be essential or to expose features that don’t map to what content developers require. It is also impossible to respond to new feature requests or techniques that emerge between hardware cycles.

  A strategy built around a more general-purpose CPU avoids some of these problems. The PlayStation2, built around a powerful CPU model, can absorb a wide variety of new graphics techniques. Although its hardware will be static for the life cycle of the platform (more than five years), the graphics techniques and algorithms that it supports can continue to evolve. Developers could produce a title at the end of the PlayStation2’s life that uses graphics in a way no one had implemented up to that point. This is far less likely to happen with a fixed-function model.

  Although the flexibility offered by the CPU-biased model is a significant strength, it should be noted that fixed-function silicon has an advantage in both performance and cost. Also, it is possible to absorb some of the flexibility constraints of the fixed-function model by exposing some degree of graphics pipeline programmability. We believe that we can expose a partially programmable graphics hardware model, but by definition it will not match the generality and flexibility of a CPU.

  Summarizing, PC graphics hardware has evolved at a rate far exceeding that of the host x86 CPU architecture. Entertainment content was and continues to be the catalyst for this pace of innovation, and DirectX provides a common unifying target for our IHVs. Our leading vendors have continued to innovate within the constraints of the PC environment and have produced products that conventional wisdom would have thought to be unfeasible. The resultant graphics devices are extraordinary, even though they are a product of an architecture that is compromised for graphics. Microsoft has enabled a graphics industry that has produced technology well beyond our expectations. Our ISVs and end users have access to unprecedented graphics power at very low cost, and the pace of innovation on our platform shows no signs of lessening.

  Sony’s hardware now takes on a much different look from a Windows/ DirectX graphics perspective. Where the PlayStation2 approach must use brute-force for lack of experience, our IHVs rely on many years of expertise to produce elegant designs. Where the PlayStation2 design is excessive and wasteful, having been designed with few constraints in a virtual vacuum, the graphics hardware for our platform is and must remain highly efficient as a result of constant competition and cost pressure. Where the PlayStation2 must bias toward a general-purpose CPU to help prevent platform stagnation, our IHVs provide our platform an endless infusion of new and innovative graphics technologies.

  Many have called the diversity and instability our platform a fatal weakness. We do not agree. While it is vital to maintain and grow developer mind share by stabilizing the platform and providing a clear business opportunity, we cannot, out of panic or misinformation, mindlessly attempt to emulate the closed platform console model at the expense of all we have today. Looking carefully, we see two companies, Sony and Microsoft, both caught off guard by the success of high end 3D as a consumer product. Both have different strengths and weaknesses. To win against Sony we need but exploit the trends already present on our platform. We must leverage its incredible innovative edge, and we must encourage and support our ISVs, who, in addition to driving the state of the art, have clearly been the inspiration behind the very creation of the PSX2. In short, we believe in the PC.


  The “Bill” Meetings

  April 30, 1999
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  “Bill” Meeting: May 5, 1999
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  Proposed Schedules: May and June

  (Note the various spellings of Xbox:

  
    	May 14, 1999 XBox Hardware Platform Specifications

    	June 1999 xBox Project Milestones

    	June 4, 1999 XBox Application Installation and Execution

    	June 6, 1999 XBox- Software Platform Specification

    	June 6, 1999 The XBox Operating System

    	June 6, 1999 Direct3D for DirectX 8.0: Architectural Description (DRAFT)

    	June 7, 1999 XBox – Graphics Subsystem Requirements

    	June 16, 1999 X-BOX: AMD Bill of Materials Estimate

    	June 17, 1999 game console strategy follow-up

    	July 2, 1999 xbox: a windows game console (and entertainment platform)

  


  xBox Project Milestones

  June

  
    	preliminary platform specification

    	preliminary DX8 graphics hardware spec

    	preliminary OS dev plan
      
        	persistent storage UI

        	DVD/CD player

        	pre-installed title selection

        	overall functionality spec (turn-on/off, disk in/out, partial installation, etc.)

      

    

    	functional UI/OOBE design

    	preliminary development budget

    	working demo prototype

    	billg demo

  

  July

  
    	finalized OS dev plan

    	finalized development budget

    	OS team 60% staffed

    	preliminary platform logo requirement specification

    	investigative OS work complete

    	DX8 graphics hardware spec RC

    	preliminary OS modification specification

    	final UI/OOBE design

    	preliminary test plan

    	reference form factor available for review

    	develop names/positioning

    	field research to test: brands, target, price points, features, etc.

    	pick IHVs and begin scouting launch ISVs

  

  August

  
    	platform specification RC candidate

    	DX8 graphics hardware spec complete

    	preliminary title logo requirement

    	OS modification specification complete

    	final test plan

    	documentation staffed (+1)
      
        	sample consumer documentation

        	ISV documentation

      

    

    	sales/marketing team calls on 5 accounts; Toys R Us, Wal-Mart, Best Buy, Electronics Boutique and Comp USA

  

  September

  
    	OS team 100% staffed

    	final platform logo requirement specification

    	includes platform specifications, form factor requirements, subjective factors

    	complete demo system for external partners (OEMs)

    	alpha ISV SDK for Windows PCs (new APIs, services on PCs)

  

  October

  November

  
    	preliminary documentation

    	OS alpha1

    	test development 100% staffed (+5)

    	pick merchandising vendor

  


  “Bill” Meeting: July 17, 1999
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  Hail Mary (page 73) December 21, 1999
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  Emails at the Last Minute

  On the following pages are two emails sent by J Allard to Bill Gates and other top executives on the eve of the fateful Valentine’s Day meeting. The first email was about Xbox’s technical specs. The second was more about the vision.

  -----Original Message-----

  From: J Allard

  Sent: Sunday, February 13, 2000 9:55 PM

  To: Bill Gates; Steve Ballmer; Craig Mundie; Rick Rashid; Rick Belluzzo

  Cc: Rick Thompson; Robert (Robbie) Bach; J Allard

  Subject: clarification on xbox technical por to level-set goal & priority discussions

  goal of this mail is to be full-disclosure and to clarify technical points on xbox as there seems to be the serious confusion. i suggest we schedule a 2 hour complete os review in the next couple of months to go over this in more detail with interested parties since this mail doesn't do it justice. i will not go into overall xbox goals, biz model, why we are not following an "oem model", etc… instead i'm just going to explain the program the engineering team is driving toward

  disclaimer: we're at 30% staffed and hope to be mostly staff/design complete in april. this represents our philosophy/approach more than detailed plans

  our driving principles in the current por

  we are targeting a fixed-function, fixed-feature device. assumption - any system that will be used to run an xbox title will be 100% hardware compatible with the xbox 1.0 rtm hardware. the objective of the "os" team is to deliver a set of services which expose the hardware capabilities to isv's with the following goals:

  
    	high-performance (minimum instruction additions)

    	low-overhead (tiny working set)

    	approachable (simple, thin sdk)

    	familiar environment for pc developers (dx, win32 as the core api set)

    	incredible robustness (true consumer device)

    	value (higher-level services like networking, matchmaking, save game management, etc)

  

  important point on size: while 64mb sounds like a big number for a game console, "swapping" is death for games. for the most part, games run from memory and cannot afford in-game seeks or swaps. with the capabilities of the graphics part we are using, it's critical to leave as much memory as possible available for geometry and textures so that titles can really shine.

  our approach to execute against these principles

  1. leverage windows/dx source like crazy: we are writing very, very little code on this project from scratch. we did an evaluation around ce, 9x and nt and decided to use nt for the kernel since it is the most robust, most cleanly architected and strongest source tree to work from. we will be using dx8 as the basis for graphics and sound libraries. we have not decided between the zonetech or dplay apis for network matchmaking, but will do the right thing here for isvs and the company. we will obviously be using win32 for access to the filesystem, network, memory, … finally, we will also be leveraging higher-level code for functions like movie and music playback. we are not proud, we plan to steal code from all over the company to achieve these goals as quickly as possible. we don't have time for nih or engineering ego

  2. adapt the windows/dx code for xbox: there's a fair amount of work in starting with the windows and dx assets and hitting the objectives above. there is an enormous amount of function which is unnecessary (gdi, user, ole, comdlg, security infrastructure, registry…) that will be immediately pruned. there is a bunch of infrastructure designed around the incredible flexibility in the pc (pnp, power management, driver managers, redirectors, …) which is unnecessary and contributes to working set "bloat". there is a bunch of legacy compatibility throughout which will be eliminated. while removing code seems to be a straightforward task, it is destabilizing and introduces an enormous test impact. very small portions of this source is componentized since much was written with general-purpose windows in mind. for example, there is pnp code throughout the usb stack, the dvd movie playback framework depends on ole, gdi and user… the adaptation work is the largest effort of what we are doing. while we are benefiting a great deal from using the pc architecture and off-the-shelf parts, it's important to understand that the hardware design is modified to meet our needs and reduce cogs (e.g., we are using 64mb ddr memory with a uma memory controller, we are putting extra amps down the usb line to controllers to power the vibration function, there is no pci, scsi, serial, kb/mouse or agp bus, …). we are *not* optimizing the hardware around code leverage. we're getting a huge benefit from using the pc architecture, but we will cost reduce out/change the hardware to achieve our goals

  3. signature compatibility across apis: xbox is a single-function device. in otherwords, you reboot the system between applications. because of this, we made the decision to have titles run at ring-zero (kernel mode) with a single process model. the reason for this is performance. ring transitions/interrupt servicing in ring 3 is expensive (stack switch, additional working set, processor cache implications). what is less obvious is the amount of double-buffering and data copies imposed by having user-mode in a system. on a multi-purpose system where applications risk colliding and corrupting one another, this is essential. on a single-purpose system, it's overhead. someone playing a game is unable to differentiate between a "blue screen" and a "GP Fault". if the title or os crashes, we have failed. this does make debugging a bit trickier for the isv's, but this is the right tradeoff for this community. we do not intend to expose the kernel-level apis to developers (e.g., the nt api's), rather, we plan on having a ring-zero win32 subset which will have the identical signature of their user-mode counterpart. net: xboxwindows.h will be a perfect subset of windows.h. same goes for dx. although the implementations might vary slightly (due to adaptation work, explained above), we will keep the api's the same and the behavior (for the capabilities we expose) the same

  4. add a small amount of new functionality not already available in windows/dx: this is a small amount of work for us, but included for completeness. we will have a small number of new api's to address functions which are not available for the pc. an example would be a SaveGame() API which writes a saved game and metadata to the xbox portable memory card. another might be "PauseGame()" so that the xbox auditing system can stop counting time played for the parental control feature. any new apis we introduce will be made available for review both internally and externally to ensure that we have generalized it enough and are not being arbitrarily different. reliability and performance is job #1. adding code works against these goals. we are not arbitrarily creating makework or double-innovating. we don't have time or ego

  5. minimize what is "burned" into xbox: a huge reason for the fragility of the pc, and the challenge of upgrading the os is shared componentry. in xbox, where the goal is for the first xbox and the last xbox to run all xbox titles equally well (performance and robustness) and we have fixed-function, a great way to achieve this is by putting the majority of the "os" and "libraries" onto the title cd. this has a huge number of benefits - 1) we can improve and enhance the os over time, without risk of breaking old applications, 2) aside from hardware revisions, we have no backward compatibility testing, nor do isv's, 3) we can fix problems, or create workarounds to specific issues that a title is having with near-zero turnaround to isvs (and no risk of screwing up other isvs). the code which we will "burn" into the xbox (either in flash rom or on the hdd) that all titles will "boot" from will be basically limited to the bios, the kernel and the filesystem (incl copy protection, region codes, etc). we hope this to be under 1mb total footprint (we will not execute in place, rather, will load + decompress into the uma at boot) for the code we "burn" into the system. of course we plan to manage the source base responsibly and carefully so that we can rebuild any version which is ever released on a commercial title

  some responses to steve's "goal" questions on friday:

  single developer's conference: to be frank, people wanting to design xbox content are either familiar with the pc environment and want to understand the differences, or they are console developers that want to understand how to get at the capabilities of the hardware. there is an audience of people doing both who will absolutely want to hear it all that i won't focus on. in response to your specific question steve, we can certainly host a single devcon. we can have a strong keynote that explains our investments in gaming and our leadership in pushing it forward. of course there are a ton of "gaming technique" material which does apply (e.g., techniques on basic 3d, depth of field, motion blur, dead reckoning, environmental audio encoding, adaptive audio, …) and our support of directx makes these topics sharable. i want to clarify a couple of important things about directx and pc gaming that naturally force these audiences apart soon outside of the keynote and these topics. here are differences worth pointing out:

  scalability vs. maximization: a huge part of the directx value proposition is about abstracting hardware. a big part of what pc developers need to understand is how they should design their games to scale across divergent hardware (graphics, sound, resolutions, cpu perf, cd/dvd, input devices, memory, etc…). it should not be underestimated how key the scalability point is to a game design. console developers focus on maximizing the capabilities fixed hardware (it is valuable to compare a year 1 title vs. a year 5 title on the same system). pc developers on the other hand are very focused on giving a broad range of users the best possible experience across a broad range of systems. another topic on pc developer's minds is dealing with what windows is doing behind the scenes

  technology divergence as the pc evolves: at launch, xbox will be as strong as an "ultimate pc", but will be surpassed in performance and capabilities in '02. as the hardware evolves, so will directx. it is likely that the majority of the extensions in d3d v10 will be impossible to achieve on the xbox graphics part and impractical to emulate in software. since the pc community is constantly leapfrogging itself, the pc part of the devcon has much greater year-to-year changes than would xbox both in hardware and software topics. effectively, the xbox and pc communities necessarily diverge in out years of the xbox 1.0 program

  direct support channels and management of isvs: our involvement with isv's in the xbox program is going to be much more direct than in the pc space. because of the content approval process, the smaller number of developers, our quality-management objective and rapid turnarounds with os improvements, very broad developer conferences will play an important part in what we do, but we will be augmenting it and managing it in ways that we do not have plans for in the pc space

  cost of leveraged code: i hope that the adaptation discussion above clarifies why work done in other groups is not necessarily free. the core reasons for this is:

  dependencies and adaptation: let's say there's a generic msn notification scheme that we want to deliver to games. the implementation for generic windows probably has a bunch of code which deals with multiple-application interaction. it likely has some generic ui based on windows services (e.g., MsgBox()) that are not supported in xbox. it might be implemented as an nt service to run in the background. if we want to (and we do) integrate the notification infrastructure into our sdk for developers to use, we are going to need to make changes if we want it adopted. an isv will gladly take a 14k library to link to in order to take advantage of the msn notification service. however, we're going to have to restructure it to live in the game process, remove dependencies on user/gdi and give the developer some way to present the notification in the context of their game. will the api be the same? yes. will we be able to leverage code? definitely. will it be free? no way.

  testing: touching, tuning, thinning and adapting code destabilizes it. we are setting out to ship an os in a 15 month product cycle. we will not have final hardware until 4 months prior to ship. we cannot simply throw some xboxes over to the nt team and hope that they will cover our scenarios and regression test it. while we can and plan to leverage an enormous amount of tests from the nt and dx teams, we will necessarily have to adapt these to our environment (single process model, no gdi/user, different stress scenarios). as much as we'd love to "outsource" testing to neighboring teams, it's impractical to think that we can with a dedicated device and the dedicated program we are assembling online: our online plan is to offer basic services, biasing gaming scenarios for rtm. "community" will see more emphasis in out years. initially, we will start with saved game roaming, matchmaking and game enhancement downloads. we hope to use the msn/zone infrastructure and operations entirely for our backend. our apis will be a combination of msn, zone and dx apis. we will need to develop a small amount of extensions to address features which aren't covered by these groups (e.g., saved game roaming). we also need to create a "front end" team which is responsible for the "site" design and create an appropriate client viewer framework. (note: it's not simply html based because of resolution, user sophistication, lack of keyboard, etc..). the user-interface for the xbox online experience will be more "atm" like than it will be "web" like (e.g., big buttons, near-zero text, designed around a low-attention span audience w/o keyboards)

  how many incremental engineers do we need to move leveraged assets to the xbox environment? my default answer is zero. i think we should attempt to keep the xbox "os" team below 50 engineers (dev+test). between now and rtm, their focus is going to be covering all of the ground outlined in this mail. post rtm, i think we're going to be split between bringing more libraries into the platform (e.g., notification, chat, voice, calendaring are good examples) and in reacting/supporting isvs. i'd also like to get more investment around doing work around convergence scenarios (e.g., upnp, command and control, integrated shell/user experience). in year 3, we would start moving the engineering team to work on the 2.0 platform and looking at how new technologies (starlight, urt, etc…) could factor in both on the extant 1.0 platform as well as the 2.0 platform. i believe that we can successfully evolve the xbox platform offering by leveraging the work around us and adapting it to living room entertainment scenarios year-toyear

  are my development tools the same? absolutely (although our plan is just coming together now). we plan to base our sdk and tools around the vc6 environment (we will likely migrate to 7 with time, although their extensibility model is not backward compatible). we will have an "xbox sdk" which will install the adapted win32/dx headers and libs. many of the higher-level visual studio facilities (app wizards, visual basic for example) will not be available since they depend on services like gdi, user, etc… we will be doing a bunch of work (appx 2 engineers) on our team to do tools, samples and facilities appropriate for the console and package them into the sdk, using the vs extensibility mechanisms where appropriate. an example of a tool that we need to provide is the "game image" tool that takes the isv's game and deals with packaging and layout for dvd. we are working with research to potentially package tools they have done appropriate for this environment as well (icecap, bbt, …). we have not finalized our debugger strategy, it will *not* be the vc debugger since they do not have kernel support, nor a remoting strategy that is appropriate for our environment, we are working this issue. we are in discussions with the nt debugging team and hope to become their customer, although we need them to step up and do ethernet support since we cut 1394 for costs. finally, understand that many game developers license third party tools (e.g., softice, codewarrior) and engines (e.g., radtools, id engine) which we are actively engaged with to get them on board. there's a ton of documentation/education work that will focus on techniques to maximize the potential of the xbox and to help move developers from other environments (e.g., psx1, psx2, n64, dolphin, sega, pc). overall, we believe that our tools strategy will be far superior to any other console effort and incredibly familiar to pc developers. in the end, a contemporary pc developer should be very comfortable working on an xbox title and a console developer should be floored by how solid our toolset is

  if i write a game for xbox, how hard is it to make run on the pc? technically, we are api compatible so it's a very straightforward effort to get your xbox code to run on general-purpose windows, especially if you planned this in advance. moving the code to ring 3 and preparing yourself to not be the sole application running is hurdle #1. in my opinion, the real challenge is making the title compelling on the pc. xbox titles are going to be optimized around a very low-resolution video mode, they will not be prepared to work with a variety of input devices, they will not have menus or deal with mice or keyboards, etc… they probably lack the depth of features expected in a pc-title in many cases. in general, i would expect that the developer will do a more work to both take advantage of the additional capabilities of the pc and make their title more scalable across diverse hardware than they would ever do to get their basic code to run. generally, there is a lot of work to take a compelling title from pc->console or console->pc. most simple ports suck

  does this strategy prevent me from running "money" on xbox?

  technically no, practically yes. if you add up everything i discuss in this mail, it should be clear that there is nothing technically preventing us from bringing additional windows platform assets to xbox. the goal of our team will be to bring the key assets which apply to gaming/entertainment appropriate for the living room space into our sdk over the years. "money" is a difficult example since it is so dependent on all of windows. rather than trying to fold more and more of windows into our application model and methodology for xbox, the correct way to solve this problem is to "boot" a complete version of windows on xbox. while there are a number of hardware changes which would need to be addressed and work in the bios/ bootloader that we would need to achieve, the xbox hardware is generally a pc and could be used for this task. if we want to do such a thing, it's in our pocket to exploit at a later date. going down this path would require serious cooperation from the windows team, not because i view the adaptation work to be overwhelming (which we would surely help with), rather the testing matrix and environment is not something we are staffed or capable of (massive application and stress testing required). while i think that our opportunity with xbox as an entertainment device is enormous and that running a general purpose os and productivity tools in your living room is not particularly compelling or in our charter, the option is there should we want to exploit it

  -----Original Message-----

  From: J Allard

  Sent: Monday, February 14, 2000 10:49 AM

  To: Steve Ballmer; Bill Gates; Rick Belluzzo; Craig Mundie; Rick Rashid

  Cc: Ed Fries; Rick Thompson; Robert (Robbie) Bach Subject: what assets do we build?

  steve asked me one question on friday which deserves its own piece of mail not mired in technology. “what do i get for all of this trouble and what asset are we building with xbox?”. bill asks the question in a different way - specifically, “do we end up owning the game api?”. so frequently the discussion gets trapped into immediate term, technical approaches which everyone extrapolates to some different (often failing) outcome. i sent mail outlining our technical approach for the 1.0 product. this is my view in terms of the assets that i hope xbox 1.0 can develop for us and some outyear goals i hope we can achieve compatible with this technical approach what are we after on this plan? a seat at the table. which table? the table of players who have a shot at defining the digital entertainment platform for the home as it is shaped over the next decade. what i am after (i hope “we” are after) is the digital entertainment platform. this is a 10+ year, multi-release endeavor. we don’t finish it with xbox, but hopefully we get it started in the end, i hope (but am not counting on) sony going the way of the macintosh (proprietary, closed, too greedy) and we can go the way of windows (open, oem model, driving key apis, formats, protocols and building a competitive hardware economy to outrun a closed competitor). my assertion is that to achieve this path, we need the moral equivalent of dos and lotus 1-2-3 to give us the experience, critical mass and momentum before we can build a credible, more generalized platform. risky? you bet, but i think this is the way to do it. it’s a very serious play and gives us a great shot at the digital entertainment platform in my mind, we chose the game console as a viable approach to establish the digital entertainment platform beach-head (webtv, msn, desktop windows cannot get us there alone or quickly). because the console is an established segment, it has incredible visibility, huge barriers to entry, high customer expectations (isvs, retailers, end-users) and the potential to create 10s of millions of sockets in the living room. we’ve thought very hard and looked at a number of different approaches. we’ve considered the more-than-gamebox approach, we’ve considered the oem approach, we’ve considered the team-up approach. not only have we considered, we’ve researched, tested and discarded them. the xbox team collectively has determined that for v1.0 if we want 10s of millions of sockets, we need to start at the classic console approach, earn our stars and grow from there. moreover, if we want ‘01, we need to get headsdown and build a plan. the previous mail outlines the only way i think we get critical mass and a product in ‘01 from a technical approach i know that i’m viewed as the overly-focused, game-centric crazyman on this project. i’m glad to play that role since we need to be ultra-focused for the next 15 months on creating a game box more compelling than the playstation2 and getting it right. however, this should not suggest that we stop there, that we build no assets, or that we don’t “get it” over in xboxland. these are some of my ambitions with xbox over the lifetime of the 1.0 product:

  become the leader of the next-generation console movement (surpass sony)

  50MM “sockets” in the living room in 5 years

  a strong, positive brand in the living room a strong content asset base

  leadership with key constituencies (isv/publishers, consumers, retailers)

  key api and format standards for network gaming

  a strong online gaming presence “the msn game channel” and subscriptions

  ecommerce leadership of digital content (i hope games and music in v1.0) a device for access to msn’s consumer offerings

  experience with a “digital convergence” consumer-experience (shell)

  key api and format standards around digital convergence

  critical mass success and the opportunity to change the rules more in 2.0 and 3.0

  if we believe that we cannot achieve this last goal, we should kill the xbox project there’s been a host of debate abt dx-this and dx-that. speculation that unless we force isv’s to code to dx-this-and-that that we will somehow lose control of the platform and more importantly that we get some long-term asset base. let’s be clear. we are building a box for dx8. it will not be a good box for dx10 or 11 (or whatever version and graphics technology has evolved over the next 5 years). content on xbox 1.0 will not be compelling on 2.0. when 2.0 launches, a used xbox will have a street price <$100 and anyone that really cares abt a 1.0 library will have an old xbox. saying that xbox 2.0 must run xbox 1.0 content (when we are on this fixed-hardware path) is overly extreme with this strategy. this is like suggesting that xbox 1.0 needs WinG compatibility and must run Fury3 and Wolfenstein or we will fail. a lot will change in the next 6 years before we go to 2.0 and because we are taking this step-function/tightly controlled approach with the first console, we should be focused on pushing the right subset of apis, formats and protocols - those which will live beyond 1.0. i agree 100% that as we move to a more oem model that these abstractions become critical for success, but forcing people to d3d 8.0 is only a burden for all those involved. it gives us zero advantage in 10 years.

  while it’s always impossible to guess what a platform is going to truly catalyze, we can have some ideas. if i were to lay out how i’d like the 5 year span of xbox to play out, i hope it looks something like this. granted, a bunch of this is stretch, but it does capture our intent. what i don’t capture is how much aid we can capture from strong external partners over the years. dream for a second:

  year 1: xbox is viewed as the leader in online gaming and a credible contender in the next-generation console battle. we establish momentum around multiplayer gaming, saved game roaming and “organic” titles (e.g., using the internet to extend games beyond their shrink wrapped experience). we require isv’s to use our filesystem, networking, matchmaking apis and create apis/protocols/formats for digitally downloaded content but otherwise let them run free (e.g., directx graphics/sound and win32 use is entirely merit based but encouraged through evangelism, tools and samples). we begin making a name for “xzone.com” (or whatever our online presence is called) and begin getting subscribers/identities. all isv’s are required to go through us to publish any form of downloadable content for the box, xzone. com is the exclusive location for any out-of-game experience, but we allow isv’s to have their own in-game backends. isv’s tell us that we are a cut above sony and we start collecting key defections to our platform (hopefully sega is one of them). more and more vendors begin offering online-only bonus features to their titles and start releasing “level designer” tools for the pc that allow users to customize their players, cars, levels, etc… and then publish them for use on xbox. we define the apis, protocols and services to allow for these roaming, evolving, customizable titles

  year 2: xbox titles look better than playstation2 titles as isv’s have more time with the graphics part and the overall system. we enhance the system to offer voice chat for multiplayer (and require isv’s to use the api) to further extend our networking leadership. xbox titles are consistently winning reviews and (hopefully) dolphin becomes a niche product (toy) and is not covered in the serious gaming magazines. it’s a 2 horse race. msft changes the rules by offering a ptv/game device which has a rational, welcomed user interface for navigating between interactive and non-interactive digital media. this same value is also achieved by plugging 2 msft boxes (the ptv and xbox consoles) together using ethernet (or usb) using standards like upnp. xzone.com/msn (however we brand this) offers a new service to users called “the music station” which allows digitally downloaded music content and music roaming to devices. we interface with popular wma/mp3 players directly from the box for kids without pc’s. we extend our sdk to include a number of msn/ngws back-end services like calendaring, notifications, music (for in-game), and clubhouses which are fully 3d and customizable by kids. we do a bunch of work to get xbox into hotels and airplanes and offer mutliplayer gaming and simple accounting (for custom billing systems) in the architecture. the games team launches the first massively multiplayer title that plays pc’s and xboxes in the same world (the pc side biases planning/strategy, the xbox side biases shoot’em up) to further advance our leadership and share

  year 3: xbox sells more units than playstation2 in this calendar year. we open up the digital convergence shell and apis to third parties to participate in and 3rd party services/content like cable movie reviews and sport statistics are now available to xbox users. we introduce better convergence services (e.g., the system recognizes that you always choose the red wings in your hockey game, so automatically tapes their games for you on the ptv). we launch the “msn game channel” where, for an additional $9.95/mo you can play all msft xbox titles, all the time and never shop again. a quarter of msft content properties are “serial” in nature (think e.r. vs. jurassic park) driving more frequent subscription use and a new style of gameplay. we launch a “title” called “game construction kit” for the pc which allows you to rapidly build titles on the pc based on the urt and some new managed graphics/sound libraries (presumably the future of dx). we add an online service that lets you publish them to the web and of course, we can download and run these on xbox safely. (of course they also work on pcs). while the quality and depth of the titles are pale in contrast to retail multimillion dollar titles, the grassroots effort makes the xbox a creative outlet for 10s of 1000s of kids and we create volumes of content only available on xbox (and gives us important experience with some abstraction). this establishes a personal investment for our userbase that we can carry forward (think the law office writing 100s of word documents)

  year 4: msft launches a sports lineup that does something no one else can (racing, football, basketball, hockey). example: during monday night football, anyone that owns a msft ptv+xbox can pause and then replay any play with whatever camera angle you want. this is done through collaboration a serious motion capture house that is digitizing the plays and players in near-real-time (there is a delay, but ptv can abstract this). the resolution and individual player movements are not perfect, but the player and ball locations are exact. the resolution of the players, their motions and the replays look stunning. this same metadata is available for playing the title immediately (e.g., the computer ai will run the same plays within reason). people see “convergence” for the first time and we start talking abt xbox 2.0 and our partners that are going to make this vision come true. we open the msn game channel to third parties to publish their content (to really become like the hbo of games) and more and more “serial” and “download only” content emerges. the content for the game construction kit title continues to roll out in droves and we offer new “genre kits” to help kids create different types of content. 50% of staff is working on version 2.0 (if i were to guess today, based on starlight+urt+a new, managed dx) which is focused more generally on entertainment and less specifically on games (games, music, movies, video, web). a reorganization and rationalization is required, although i hope at this point we have the vp of digital entertainment

  year 5: we are largely done with xbox 1.0 and milk the cow as long as we can. all resources save a skeleton crew is on the 2.0 effort in which we hope to introduce the world to the virtues of abstraction and the oem model. xbox is so hot and we have enough credibility that we can start talking abt 5 key parters at launch building the box. about an environment which abstracts the hardware in an effective way to do this (demonstrated by the game construction kit). about our successes with convergence (through ptv + msn + xbox and other ce manufacturers smaller efforts) and how the apis, formats and protocols enable things that consumers want and are necessary for isv’s to adopt. we get ce companies to start supporting the key protocols for device control (e.g., upnp, which we should be using between xbox and ptv in 1.0) and make xbox 2.0 the center of the living room for user-experience, device control and metadata management and filtering. whether this turns out in the market to be more like stereo components or more like the pc, i do not know. i believe that if we establish the right networking protocols and standards that a decoupled environment would give us the same abilities as a single box, but that’s just my thinking.

  year 6: we launch xbox 2.0 with 10 key hardware partners. we continue to manufacture hardware because the industry is not fully behind a completely oem model, but our goal is only 35-50% of hardware sales and the rest oem’d. hopefully this can trail in out years. the platform is designed to evolve (e.g., not a strict step function, but there are 2.1, 2.2, 2.3 devices which are backward compatible). we repeat the cycle. in 3.0, we go oem and fully evolutionary.

  i don’t think this dream is that far off from what we can accomplish on the current por, certainly our technical approach does not prohibit any of this. i think that in 5 years, we build not just incredible momentum, but key assets around digital entertainment. sure, the whole system is not abstracted meaning that 1.0 compatibility on 2.0 boxes is largely written off, but we do have the opportunity to build consumer and investments in assets (services, formats and apis) that do carry forward. do i think we can aim for even more in this timeframe? you bet. but, to even have the opportunity, i assert we need to do the 15 months of hard work i outlined in my previous mail and earn it

  thanks
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  Microsoft Video Game System Name Evaluation Penn, Schoen & Berland Associates, Inc. February 22, 2000

  In order to assess the relative strengths and weaknesses of two potential names for the new Microsoft video console, Penn, Schoen & Berland Associates conducted a survey of 320 males between the ages of 14 and 26 who play 3 or more hours of video games per week on a video console system (including an oversample of 113 gamers who play more than 10 hours per week).

  Between “X-Box” and “11-X,” 11-X is the overall clear favorite among male gamers aged 14-26.

  In the forced choice between the names X-Box and 11-X, 11-X wins by a margin of 15% overall and about the same in each of the subgroups – hard cores (those who play more than 10 hours per week) (17%), on boards (those who already say they will buy a video game console from Microsoft) (15%), 14-18 year olds (18%), and 19-26 year olds (13%).

  Indeed, 11-X seems to make a particularly good first impression. Immediately after hearing the two names, 51% say they like 11-X, compared to 41% for X-Box. And 45% say 11-X gives them more interest in buying the Microsoft video console, compared to 33% for X-Box. The open ends help explain 11X’s better first impression. They show that the leading specific reaction to X-Box is that it makes people think of a box (e.g. a cardboard box), whereas 11-X makes people think of numbers (11 times something) – a concept far more consistent with good graphics and technical superiority.

  On about half the attributes as well (which reflect the respondents’ impressions after they’ve thought about the names in more detail), 11-X does better than X-Box. 55% say 11-X makes them think the Microsoft console is the future of gaming (47% for X-Box). And 51% say they identify with 11-X and it’s a cool name (43% for X-Box). 49% say 11-X makes them think the console is the most realistic, intense, and action packed gaming experience available, today and tomorrow (45% for X-Box).

  On several of the attributes, the margin is less decisive. The two names essentially tie on “makes you think the system is engineered by gamers,” “strong support from the developers of video games,” “brings you future generation gaming technology today,” and “is on the leading edge of tomorrow’s on-line gaming.” Although X-Box does somewhat better among some sub-audiences on a couple of these attributes (e.g. “future generation of gaming technology” among on-boards), it does not do better on any of the attributes among the overall audience.

  The research also indicates there is a significant opportunity for Microsoft in the video console market, whatever the name of the console. After hearing a brief description of the Microsoft console, 88% say the system is appealing (44% very appealing). 85% say it sounds new and different from other systems (31% very new and different). And although just 15% say – before they hear a description of the system – that they would buy a Microsoft video console, that number goes to 37% once the description is read.

  In the choice between chip names, Microsoft’s “Xperience” fared far better than Sony’s “Emotion Engine” (54% v. 34% in the closed end choice). 92% like Xpereince (39% top box), compared to 60% who like Emotion Engine (18% top box). And Xperience makes 84% more interested in buying the Microsoft console (19% top box), compared to 57% who say Emotion Engine makes them more interested in buying the Sony system (12% top box). Those numbers are especially impressive given the advantage that Sony, as the current favorite among gamers, enjoys over Microsoft, a virtual unknown in the field.

  One of the more useful aspects of the chip name is that the name Xperience does about as well among the older audience (19-26 year olds) as among the younger audience (“Xperience” makes 82% of 19-26 year olds and 86% of 14-18 year olds more interested in buying), even though in general the 19-26 year olds are more temperate in their excitement about the Microsoft Games Division game system itself (e.g. purchase intent is 25% among 19-26 year olds, 50% among 14-18 year olds, for the unnamed Microsoft Games Division system).

  Next Generation Systems

  72% are aware of new console game systems coming out in the next year or so, 27% are not.

  
    
      	
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Aware
      	72
      	81
      	67
      	73
      	72
    

    
      	Not Aware
      	27
      	19
      	33
      	27
      	28
    

  

  Among those aware, 85% mention Sony Playstation 2.

  
    
      	
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Sony PlayStation 2
      	85
      	80
      	86
      	84
      	86
    

    
      	Nintendo Dolphin
      	30
      	30
      	34
      	31
      	28
    

    
      	Sega Dreamcast
      	12
      	14
      	9
      	13
      	11
    

    
      	Microsoft X-Box
      	5
      	5
      	3
      	3
      	6
    

  

  Next Generation Purchase Intent

  
    
      	Would/Might or might not/Would not
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Play Station 2
      	60/19/21
      	75/13/11
      	75/8/17
      	62/20/18
      	58/18/24
    

    
      	The next generation of Nintendo 64
      	38/18/42
      	46/21/28
      	66/13/21
      	44/18/36
      	31/19/48
    

    
      	A new video game system from Microsoft
      	15/27/54
      	20/29/46
      	100/0/0
      	20/28/47
      	9/26/62
    

  

  The Microsoft Video Game Console

  System Appeal

  88/10% say this system is appealing/not appealing.

  
    
      	
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Very appealing
      	44
      	46
      	65
      	50
      	37
    

    
      	Somewhat appealing
      	44
      	39
      	29
      	42
      	46
    

    
      	Not very appealing
      	6
      	4
      	2
      	4
      	8
    

    
      	Not at all appealing
      	4
      	5
      	2
      	3
      	5
    

  

  Uniqueness

  85/14% say this system sounds new and diﬀerent/not new and diﬀerent.

  
    
      	
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Very new and different
      	31
      	33
      	44
      	32
      	30
    

    
      	Somewhat new and different
      	54
      	52
      	45
      	59
      	50
    

    
      	Not very new and different
      	9
      	9
      	9
      	5
      	13
    

    
      	Not at all new and different
      	5
      	6
      	0
      	3
      	7
    

  

  Purchase Intent

  
    
      	
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Defnitely would
      	6
      	9
      	17
      	10
      	3
    

    
      	Probably would
      	31
      	38
      	57
      	40
      	22
    

    
      	Might or might not
      	40
      	36
      	20
      	34
      	46
    

    
      	Probably would not
      	15
      	7
      	4
      	11
      	19
    

    
      	Defnitely would not
      	6
      	6
      	2
      	4
      	7
    

  

  Name Evaluation

  Top of Mind Reaction to Eleven-X

  
    
      	When you hear the name Eleven-X, what are the first words or images that come to mind?
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Nothing/ No words or images comes to mind
      	15
      	14
      	15
      	14
      	15
    

    
      	Numbers/11/Math/11 times something
      	7
      	5
      	8
      	5
      	10
    

    
      	General negative: Don’t like it/ Not a good name/ Stupid/ Boring, etc.
      	7
      	4
      	2
      	6
      	8
    

    
      	Other computer terms: Graphics/Memory/CD Rom, etc.
      	6
      	6
      	6
      	5
      	6
    

    
      	Fast/Eleven times the speed/Processor speed
      	5
      	4
      	0
      	3
      	6
    

    
      	Action game: Fighting game/Military game/ Jet fighter game, etc.
      	5
      	7
      	9
      	2
      	8
    

    
      	General positive on the name: I like it/ Sounds interesting/ Cool, etc
      	5
      	6
      	8
      	7
      	3
    

    
      	Car/Car game/Racing game
      	4
      	5
      	0
      	3
      	4
    

    
      	Games/ Playing games/ Other types of game: Tetris/ Sports, etc.
      	4
      	2
      	4
      	5
      	3
    

    
      	Advanced/High-Tech/Futuristic
      	3
      	3
      	2
      	4
      	1
    

    
      	Nintendo/Sega/Linux
      	3
      	4
      	2
      	1
      	4
    

  

  Top of Mind Reaction to X-Box

  
    
      	When you hear the name X-Box, what are the frst words or images that come to mind?
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Nothing/No words or images comes to mind
      	13
      	15
      	9
      	13
      	12
    

    
      	X/Box/Small/Red Box/Cardboard Box
      	10
      	9
      	10
      	13
      	8
    

    
      	General negative: Don’t like it/Not a good name/Stupid/Boring, etc.
      	9
      	9
      	12
      	7
      	12
    

    
      	Video game console
      	6
      	8
      	9
      	7
      	5
    

    
      	Video games: boxing/Fighting/Puzzle, etc.
      	6
      	7
      	7
      	8
      	5
    

    
      	Black Box/In-flight recorder/Cable box
      	5
      	6
      	2
      	2
      	8
    

    
      	Box with an X
      	4
      	1
      	2
      	2
      	5
    

    
      	General Positive on the name: I like it/Cool/Exciting
      	4
      	5
      	2
      	6
      	1
    

    
      	General Positive on the game: Good graphics/High tech/fun to play
      	3
      	2
      	2
      	2
      	3
    

    
      	Wrestling
      	3
      	4
      	4
      	3
      	3
    

  

  Name Likability

  
    
      	Like/Don’t Like
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Eleven X
      	51/49
      	55/44
      	62/35
      	56/41
      	44/55
    

    
      	X-Box
      	41/58
      	45/53
      	51/48
      	46/54
      	37/62
    

  

  Name Impact on Interest in Buying

  
    
      	More/Less Interested
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Eleven X
      	45/52
      	51/46
      	61/34
      	54/46
      	36/59
    

    
      	X-Box
      	33/63
      	37/61
      	44/54
      	36/63
      	31/64
    

  

  Good Description?

  
    
      	Good/Not Good
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Eleven X
      	42/56
      	46/49
      	55/40
      	50/48
      	35/63
    

    
      	X-Box
      	38/60
      	47/50
      	48/48
      	44/54
      	31/67
    

  

  Attributes

  
    
      	Eleven X

      (Strongly + Somewhat Agree)/(Strongly + Somewhat Disagree)
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	X-Box

      (Strongly + Somewhat Agree)/(Strongly + Somewhat Disagree)
    

    
      	Makes you think the video game system is the future of gaming, today and tomorrow.
      	55/45
      	63/37
      	73/27
      	59/41
      	52/48
    

    
      
      	47/52
      	47/53
      	76/24
      	51/49
      	42/56
    

    
      	Makes you think the new video game system is engineered by gamers.
      	56/43
      	60/37
      	73/27
      	58/40
      	54/46
    

    
      
      	56/43
      	63/35
      	67/31
      	60/38
      	51/47
    

    
      	Makes you think the new game system has strong support from the developers of video games
      	55/44
      	66/34
      	72/28
      	67/33
      	43/56
    

    
      
      	53/47
      	61/38
      	63/38
      	63/37
      	43/56
    

    
      	Makes you think the new game system brings you future generation gaming technology today.
      	62/37
      	69/30
      	75/25
      	71/29
      	54/46
    

    
      
      	61/38
      	65/34
      	81/18
      	68/31
      	55/44
    

    
      	Makes you think the new game system is on the leading edge of tomorrow’s online gaming.
      	56/43
      	62/36
      	65/33
      	61/36
      	51/49
    

    
      
      	55/45
      	56/44
      	72/28
      	65/34
      	44/56
    

    
      	Makes you think the new game system is the most the most realistic, intense and action packed gaming experience available, today and tomorrow.
      	49/50
      	52/45
      	65/34
      	55/45
      	43/56
    

    
      
      	45/55
      	49/49
      	58/42
      	50/49
      	39/60
    

    
      	You identify with -- and think it’s a cool name.
      	51/49
      	55/45
      	65/35
      	59/40
      	42/58
    

    
      
      	43/57
      	49/51
      	53/45
      	51/48
      	35/65
    

  

  FORCED CHOICE

  X-Box v. Eleven X

  Thinking about the names X-Box and 11-X, which is your favorite for a new video game console system from the Microsoft Games Division?

  
    
      	
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Eleven X
      	56
      	57
      	56
      	58
      	54
    

    
      	X-Box
      	41
      	40
      	41
      	40
      	41
    

  

  Purchase Preference Against Playstation 2

  
    
      	
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Play Station2 from Sony
      	67
      	67
      	61
      	65
      	69
    

    
      	X-Box, from the Microsoft Games Division
      	24
      	19
      	32
      	28
      	21
    

  

  
    
      	
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Play Station 2 from Sony
      	65
      	64
      	52
      	65
      	65
    

    
      	Eleven X, from the Microsoft Games Division
      	28
      	28
      	41
      	32
      	25
    

  

  Microsoft Chip vs. Sony Chip

  Top of Mind – Xperience Chip

  
    
      	When you hear the name the X-perience chip, what are the frst words or images that come to mind?
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Realistic/Virtual reality
      	19
      	24
      	18
      	16
      	23
    

    
      	Looks good/Better graphics
      	17
      	21
      	21
      	19
      	14
    

    
      	I like the name/ It’s appealing/
      	9
      	10
      	9
      	9
      	8
    

    
      	Advanced/Advanced Technology
      	8
      	6
      	9
      	9
      	8
    

    
      	Good chip/ Quality
      	6
      	6
      	6
      	5
      	6
    

    
      	Nothing/No words or images
      	5
      	5
      	0
      	3
      	8
    

    
      	Power/Speed
      	4
      	2
      	0
      	3
      	5
    

    
      	Computer chips
      	3
      	4
      	2
      	4
      	3
    

    
      	Experience/More experience
      	3
      	4
      	6
      	3
      	2
    

  

  Top of Mind – Emotion Engine Chip

  
    
      	When you hear the name the Emotion Engine chip, what are the frst words or images that come to mind?
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Realistic/Life-like/The game shows emotions
      	13
      	10
      	9
      	11
      	14
    

    
      	Graphics / Better detailed graphics
      	13
      	14
      	11
      	16
      	10
    

    
      	Nothing
      	10
      	6
      	7
      	6
      	14
    

    
      	General negative: I don’t like it/Boring/Not as good as x-perience, etc.
      	9
      	5
      	9
      	8
      	10
    

    
      	Emotions/Feelings
      	7
      	5
      	5
      	7
      	7
    

    
      	General positive on the name: I like it/cool/Interesting, etc.
      	6
      	8
      	4
      	8
      	5
    

    
      	General positive on the game: Good/fun/Better game than others, etc.
      	3
      	4
      	2
      	3
      	4
    

    
      	Virtual reality/ Puts you into the game
      	3
      	4
      	4
      	4
      	3
    

    
      	Fast/ Fast moving
      	3
      	2
      	5
      	3
      	4
    

  

  Name Likability

  
    
      	Like a Great Deal/Total Like/Don’t Like
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	The X-Perience Chip
      	39/92/7
      	43/91/7
      	43/91/7
      	42/93/5
      	36/91/9
    

    
      	The Emotion Engine Chip
      	18/60/36
      	26/62/34
      	24/62/31
      	20/63/32
      	17/58/41
    

  

  Impact on Interest in Buying

  
    
      	Much More/Total More/Less Interested
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	The X-Perience Chip
      	19/84/14
      	28/84/12
      	32/87/10
      	19/86/12
      	19/82/17
    

    
      	The Emotion Engine Chip
      	12/57/38
      	16/60/33
      	16/51/42
      	13/56/37
      	10/56/39
    

  

  Xperience Attributes

  
    
      	Strongly Agree
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Total Agree/Disagree
    

    
      	The name the X-Perience Chip makes you think the new video game system is engineered by gamers.
      	32
      	33
      	48
      	35
      	30
    

    
      	79/19
      	78/19
      	77/21
      	78/19
      	80/18
    

    
      	The name the X-Perience Chip makes you think the new game system brings you future generation gaming technology today.
      	39
      	40
      	42
      	40
      	37
    

    
      	86/11
      	85/10
      	84/10
      	84/11
      	87/11
    

    
      	The name the X-Perience Chip makes you think the new game system is the most the most realistic, intense and action packed gaming experience available, today and tomorrow.
      	38
      	40
      	42
      	42
      	34
    

    
      	82/15
      	85/11
      	87/7
      	86/11
      	79/19
    

  

  Chip Preference

  
    
      	
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	X-perience
      	54
      	53
      	71
      	59
      	49
    

    
      	Emotion Engine
      	34
      	35
      	21
      	32
      	36
    

  

  Reasons for Preference

  
    
      	Microsoft X-Perience
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	Like it/It sounds better/more appealing
      	23
      	21
      	29
      	25
      	21
    

    
      	The Microsoft name/Like/trust Microsoft/their products
      	6
      	9
      	15
      	8
      	5
    

    
      	Sounds like it would have better graphics
      	4
      	4
      	0
      	7
      	1
    

    
      	Sounds like a better system/more powerful
      	3
      	3
      	3
      	3
      	4
    

    
      	Sounds more realistic/Virtual reality
      	3
      	3
      	6
      	3
      	3
    

    
      	Sounds more advanced/high-tech
      	3
      	3
      	4
      	1
      	5
    

  

  
    
      	Sony Emotion Engine
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	I like Sony/their products
      	10
      	11
      	2
      	12
      	8
    

    
      	Know more about it/Sony/Have owned/currently own Sony products
      	7
      	7
      	3
      	6
      	8
    

    
      	Like it/It sounds better/more appealing
      	7
      	6
      	5
      	4
      	9
    

    
      	The system: sounds advanced/Powerful/Better graphics
      	4
      	5
      	6
      	5
      	3
    

  

  Reasons for Not Choosing Xperience Chip

  
    
      	
      	Overall
      	Hard Core
      	On Board
      	14-18
      	19-26
    

    
      	The name/Don’t like the X-perience chip name/Emotion Engine Chip sounds better
      	26
      	30
      	28
      	32
      	22
    

    
      	The company/manufacturer/Prefer Sony over Microsoft
      	13
      	16
      	0
      	8
      	18
    

    
      	Need more information
      	6
      	6
      	0
      	1
      	10
    

    
      	More familiar with Sony/Own a Sony
      	4
      	3
      	0
      	4
      	5
    

    
      	The Emotion chip sounds more advanced/hi-tech
      	4
      	6
      	7
      	1
      	6
    

    
      	Nothing in particular/No reason
      	4
      	6
      	0
      	7
      	1
    

    
      	The Emotion chip will have better graphics
      	3
      	6
      	6
      	6
      	1
    

    
      	X-Perience chip is not very descriptive
      	3
      	4
      	0
      	3
      	3
    

  


  (see page 171-174)

  Microsoft

  Name Development Project

  List Generation-Seven

  October 20, 1999

  Submitted by:

  Addison Whitney

  3800 One First Union Center

  Charlotte, NC 28202 (704)347-5700

  MAX

  Microsoft Action Experience

  AIO

  All In One

  MIND

  Microsoft Interactive Network Device

  FACE

  Full Action Center

  MITH

  Microsoft Interactive Theatre

  XON

  Experience Optimized Network

  MVPC

  Microsoft Virtual Play Center

  TAC

  Total Action Center

  (disks/games could be called TACs)

  MARC

  Microsoft Action Reality Center

  LEX

  Live Entertainment Experience

  M-PAC

  Microsoft Play and Action Center

  RPM

  Real Performance Machine

  MOX

  Microsoft Optimal Experience

  E2

  Extreme Experience

  MTG

  Microsoft Total Gaming

  VIP

  Virtual Interactive Player

  PTP or P2P

  Powered To Play

  VIC

  Virtual Interactive Center

  (disks/games could be called VIC’s)

  MARZ

  Microsoft Active Reality Zone

  TSO

  Three, Six, Zero

  EHQ

  Entertainment Headquarters

  O2

  Optimal Ozone

  or

  Optical Odyssey

  MIC

  Microsoft Interactive Center

  R&R

  Reality and Revolution

  MEA

  Microsoft Entertainment Activator

  AMP

  Active Microsoft Player or Advanced

  Microsoft Player

  VPS

  Virtual Play System

  MAP

  Microsoft Action Play

  MEGA

  Microsoft Entertainment & Gaming

  Attendant or

  Microsoft Entertainment & Gaming Assembly

  CPG

  CyberPlayGround

  VERV

  Virtual Entertainment & Reality Venture

  OM

  Odyssey of the Mind

  page 2

  PowerPlay

  IS1

  Interactive System In One

  MET

  Microsoft Entertainment Technology or

  Microsoft Entertainment Theatre


  Chapter 25

  The story of the making of Xbox Live involves a lot of technical challenges. Over the next few pages I’ve included some of the more technical explanations of the project for those who are interested.

  
    Moving Information

    Technical Section

    Boyd Multerer on the technical side of Xbox Live:

    Dinarte Morais was the genius behind much of the technology created for Xbox Live. And as Multerer explains, game traffic is very different from normal web traffic. “In web traffic you end up with packets that go out over the wire, and there’s a small amount of header at the front of the packet, and that’s basically the address… here’s where it’s going. Here’s the protocol to use to transfer it around. Here what the type of content is—is it encrypted, is it secure—all those keys were in the header. And then there’s the payload. And when you send a small number of very large packets, it makes sense.

    “In a game, you’re sending a large number of very small packets. And you can quickly end up in a situation where fifty percent of your traffic is header, and not payload. And you’re paying for that. And you’re also worried about bandwidth in customers’ homes.” Knowing that, even with great broadband penetration, home internet would still be relatively modest, they set their minimum target at ICBN lines, or about 128 kilobits. “It’s like double a good modem,” says Multgerer, “but now half your traffic is header overhead. It dramatically cuts what you can do with it.” What Morais did was to examine all of the headers in the IP protocols, discovering that a lot of them were legacy, like old military headers that were no longer used. “We chucked all that stuff , and Dinarte got the header size down to as small as we could possibly get it. And the security protocols… it wasn’t just about keeping it secure. It was about keeping the waste as small as it possibly could be, so it would just be game traffic.”

    Disruption

    Multerer also discussed the big disruptions in the industry, and what was happening at the time they were developing Xbox Live. “For every major console generation, what was the big technical disruption that happened? In the PlayStation era, it was going to discs. Th at was a media-based disruption. And then it was Xbox Prime* vs. PlayStation 2. In that timeframe, discs had already been around, so that wasn’t the big disruption. From my point of view for Xbox Prime, one of the big disruptions was going to fixed-function pipelines in the graphics. Whereas previously graphics had been very hand-coded, very sprite based, very hand-coded. Each image of the animation you could layer on top of each other, and you’re doing lots of sprite-based picture books, basically, where you flip through them to get your animations. In Xbox, it was, ‘Th is is 3D, and you’re building models and you’re putting materials on these models, and we’ve got a fixed-function pipeline, which is a graphics chip that has these pre-baked sets of capabilities that you can use to go and render these things. A very, very different technology.

    * Many people at Microsoft tended to refer to the original console as “Xbox 1,” and since Multerer was working on Xbox One at the time I interviewed him, he came up with the idea of calling it Xbox Prime for clarity. Not a bad name.
    Multerer skips a head of our timeline here, but it’s interesting to see his view of how things evolved after Xbox Prime.

    “Going to fix motion pipelines in true 3D was a different way of wrapping your head around it. Just like with Xbox 360, the big disruption was not, ‘OK, it’s not fixed-function pipelines anymore, it’s shaders. You’re actually writing code that runs on these chips, and that completely changed the game… You’re writing directly to the chip. You’re not saying, ‘Hey, here’s a model and I want you to use this lighting shader… this pre-baked lighting thing to go make it. Oh no. You could actually have custom lighting now. You get much better graphics, but it’s harder, and you have to think differently about how you do it. And in the new generation that’s coming out now—Xbox One—I’d say the graphics disruption is about general purpose computing in a graphics chip— GCTP (General Purpose Graphics Processors) where the graphics chips are becoming so general purpose now. Where like before you had these pixel shaders and you had vertex shaders, and you had specifi c things you could do with it, now it’s like, all right. Here’s a way to get any program you want running—you have to fit in these bounds. It’s not like running on a main CPU… you’ve still got all these limits on it, but you can get a whole bunch of these running at the same time. It’s really good at dealing with massive arrays of data, and you can precalculate all kinds of things. It’s a very different way of writing your code than it was in the last generation. So in the new generation, the style you write your code in is more akin to how you would write it for supercomputing applications than it is for pure graphics. It’s more flexible, but it’s also harder to wrap your head around.

  

  
    Xbox Live Technology

    Technical Section

    Envisioning and presenting the vision of Xbox Live was the first step, but it was nothing more than an idea—an aspiration—until somebody put the pieces together and made it work. And that was on easy task. Th is section presents some of the many technical challenges that had to be overcome before Xbox Live could live up to part of its mission—to be a safe and effi cient online gaming service. Since much of this section is technical in nature, I will often let the engineers involved speak for themselves. For those who are not interested in the technical complexities of Xbox Live, I have flagged those sections as I have with all primarily technical sections of this book. Feel free to scan those sections or skip them altogether.

    Dinarte Morais was one of the engineers that made it happen. Morais joined Microsoft as a junior programmer in 1992 and initially worked on the Exchange server side of Outlook. He moved over to Internet Explorer and worked on both version 4 and version 5. At that point, saying he had gotten burnt out, he took a long leave of absence—essentially all of 2000. When he returned, he thought about joining the Xbox team, but realized that there probably wasn’t much for him to do so late in the game, so he approached Boyd Multerer, who at the time was general manager of the Xbox Live team and who was looking for more developers.

    Morais took a job on the team and began working on software that would run on the client side.

    Ethernet

    Multurer pointed Morais toward the Ethernet port and asked him to look at how it would be implemented and to solve the inevitable challenges that lay ahead.

    One problem that became obvious early was that using the Ethernet port might require many homes to have more than one connection to their internet service, which meant they would need a router. The connector that came from your cable or DSL company generally had only one input and one output. “So if you brought in a second device that needed the internet, as well, then all of sudden we are introducing the router or the Network Address Translator (NAT) into the home. Th at brought up a series of challenges, the first of which was that we wanted to do peerto-peer networking, now behind a NAT, and there is the issue of how to establish peer-to-peer when each device is behind its own firewall. Th at was problem number one because wanted Xbox users to be able to play against each other.”

    How Xboxes Communicate

    Morais continues: “A more immediate problem was solving the issue of just getting two Xboxes to be able to communicate with each other in a secure way. There was the feeling that manipulation of packets on the wire, or even observing packets on the wire, would lead to forms of exploits or cheating. We wanted to build some automated facilities so that developers would not have to worry about that problem. So in the network stack, the packets are automatically peer-to-peer encrypted so that the game developer doesn’t need to worry about that. Th ey just use a regular sockets layer to open up a connection to another box, and behind the scenes the keys get exchanged, the packets get encrypted and validated. Our goal was to do that and, at the same time, make a system that was a little bit more resilient to the typical kinds of attacks that may be used to manipulate the stream or the data in the box.

    “Th ose were the two main goals. Build a network stack, put in security and enable a system link, and then once you’re out, the second goal was to connect securely to the Xbox Live system.

    “At the time, there was the Internet Protocol Security (IPsec) stuff . There was a packet format where you could take an IP packet and change the contents, encapsulating it in another packet with a hash at the end for authentication with its own key protocol. Th at existed at the time, but there was an issue with that and IP Encapsulated Security Payload (ESP) directly as it was defi ned in the RFC which was problematic through NATs, as NATs would change the port number on the way out. It was a technical challenge that led me to create a variant of it which I called XSP, but in general the goal was the same. You create a tunnel and then multiplex IP packets in that tunnel and it gets decrypted on the other side.

    “Keys are generated every time the boxes talk to one another. If two boxes want to talk, each box picks a random number which they exponentiate to create a decryption key. Th ey then transmit this result to the other side. Th rough another mutual exponentiation they both arrive at the same key to use for that session. The two end points generate unique keys each time they want to communicate with each other. It’s pretty secure except for a man-in-the-middle attack.

    “Authenticating an endpoint is the way to prevent that (man-in-themiddle attack), like with websites that use certifi cates to validate sites. In the case of Xbox, it ended up being a type of pre-shared authentication.

    “They just communicated through a standard sockets system, and my implementation on top of that automatically handled the key exchange, the tunneling, the encryption-decryption, and throwing away the packets that were known to be manipulated or failed authentication.”

    << For anyone who wants to explore what Morais is discussing from another perspective, he recommends this link: http://searchsecurity.techtarget.com/definition/Diffie-Hellman-key-exchange

    “At launch all I needed to do was provide a network stack that could work on a Local Area Network (LAN) where all the boxes are on the same system together, so there was no need for me to even talk any real protocols like DHCP or DNS because everyone’s IP was already resolved and we weren’t speaking on the internet yet. However, as soon as we launched, we realized that now we really do need to speak on the internet, talk to the datacenters and communicate using all the usual protocols. So my next task was to really beef up the network stack to be a more full-fl edged stack. We added DNS and DHCP, and we still tunneled packets and used encryption when using the Xbox Live service. The first servers that you would talk to are also running the same stack that could speak the same XSP as the boxes themselves. Th is way all the traffic from the Xboxes up to Xbox Live was authenticated to make sure that only legitimate boxes were connecting to and speaking to the service. It’s pretty much the same now in the Xbox 360.

    “It’s always a bit of an arms race. We build the boxes and we sometimes put in secrets and try to hide them, but no matter what you do, eventually you must concede that someone is going to find them and publish them or make use of them. There are responses to that, techniques that we’ve created to allow the service to interrogate the boxes to make sure they are genuine. Th is allowed us to continue the arms race in a more dynamic fashion. After a game was created and shipped we could change the Xbox Live service in a way to ask certain questions of the box to ask if it’s still an authentic box or are you a modded box or a PC masquerading as an Xbox. The thinking was that we couldn’t just do this statically because it would be too easy to defeat, so we needed a system that was more dynamic so that we could modify it on the server side to stay ahead of whatever attacks might happen.”

  

  
    A Technical Challenge

    Technical Section

    Morais continues by explaining more of the challenges they faced. “There was an interesting technical challenge that came up when we went with Xbox Live that brings us back to the routers at home. Being able to speak to someone’s computer that’s behind a router at home is a difficult problem, because typically you don’t have a presence on the internet until you begin communicating outside the home. Until you do that, you have no IP address. There is the IP address that the router has on the internet side, but it hasn’t assigned anything to your particular device because it does the assigning when you begin communicating.

    “So now imagine that there are two boxes, each behind their own routers and neither one of them has an external IP address. If I want to talk to you, I’m going to have some trouble because I don’t know what your address is since you haven’t connected to anything yet. So, we made use of the Xbox Live servers, which you did maintain a connection to, as a means to facilitate the issue of peer-to-peer connectivity.”

    “If I created a connection from my device—my router—and I talk to google.com, then the router knows. ‘I know what device is speaking, and I know you’re speaking to google.com. If I get a response back on a port that I find that’s not to you, that’s not from google.com, from somewhere else? What should I do with this packet? Should I let it through or should I drop it on the floor?’ The answer depends on the policy used by the network address translator. So if it was strict, or it says, ‘nonono, I remember who sent the packet and which IP address you sent it to, so that IP address will be checked on the way back, and it must match. Th at method might have some trouble initiating communication to you because, obviously, if you’re connected to Xbox Live you have an external IP address, but it can only communicate to and from Xbox Live. So I might not be able to send you a packet on that known IP address, which Xbox Live told me.

    “Everybody connects to Xbox Live and Xbox Live remembers the IP addresses currently connected. Th rough the matchmaking service your box requests a list of people you can play with and the service hands back the list of the people and the IP they are using to connect to Xbox Live. The Xbox then sends a packet to the chosen box to establish connectivity. Sometimes that might not work because of the router the person is using for inbound traffic, so there was a set of algorithms that we developed to attempt to automatically poke through anyway. The automated one attempted to use the open port. If it couldn’t get through, it then sent a message up to Xbox Live to have the service establish the connection and open up peer-to-peer connectivity that way. Breaking through a NAT in an automatic fashion was one interesting challenge that we faced.

    “The other way is actually to use Universal Plug n Play (UPnP) to discover there is a router there and open an inbound port. If you can find the router, you can say “I’m an Xbox, this is my port. Allow all my inbound traffic on this port.” To this day, this is typically how most applications, like instant messenger programs, do it.

    “This is way back when home routers were first starting to come online. I was concerned what the whole set of policies were. There might be some strict policies that may not allow a good experience/ We actually created a Logo program (see http://download.microsoft.com/download/5/b/5/5b5bec17ea71-4653-9539-204a672f11cf/Xbox-Live.doc) for routers that would tell if they were Xbox Live compatible, because at this time, the Xbox might be the very thing that causes people to go out and buy their first router. It was important to us that the router provides a good experience on Xbox Live, so we created the Xbox Live Logo Compatibility Program and part of it was a test that would rate the policy of the router to see if it was compatible. If it passed, it got the Xbox Live-compatible logo. It turned out in the end that most routers were compatible and their policies weren’t so strict as to cause problems.

    “There was one router in my home that tuned out to be problematic. It would potentially drop the connection to everyone in the middle of playing a game with several people. We found that it was a result of the router’s reaction to a specific diagnostic packet coming back from another machine. It would shut down the port which sort of gave a bad experience, and sometime toward the middle of beta we blacklisted that router.  We used the bug in its policy to identify it, and if it returned positive, we’d block it. You’d then be able to reconnect, but if the issue happened again, everyone would disconnect again. We wanted to maintain a good experience for everyone.

    “When you’re playing a mutliplayer game on Xbox live, pretty much everything that is being communicated is going peer-to-peer. Xbox Live provides the matchmaking, providing their identification to the different Xboxes, but the host and the networking configuration is up to the game. It could be that one is considered the on-the-fly host and the others are the clients, a star configuration, everybody connects to the host or, in a small group, everybody maintains a connection to everyone else. What doesn’t happen is that we don’t rendezvous the data through the Xbox Live servers. Th at leaves people open to the issues of what networks are between the players, what latency is being faced, what tiers of bandwidth each has, or even who’s the host. Th is was especially true back in those days when you didn’t have the 10Mbps or 50Mbps service that some people have in their homes.”

    Multerer offered to help me understand some of the technobabble (no, not really, but it sometimes sounded like that) from Morais’ explanations. So for those who are technologically challenged and yet still interested in how Xbox Live works, like me, perhaps this will be helpful.

    “Do you know what a NAT is—Network Address Translator—your modem in your house has one. There aren’t enough IP addresses to go around. So the NAT has a real IP address, and all of the devices in the house have fake ones, and the NAT pretends it’s all those devices and makes it work, but it masks the real IP address that’s sitting behind it. So you’re in your house with your Xbox and I’m in my house with my Xbox, and we’re trying to play a game together, but our boxes can’t see each other. You can easily solve this by saying, ‘Well, that’s not a problem. All the traffic’s just going to go to a server on Xbox Live and we’ll relay that traffic back down.’

    “There’s two problems with that. Problem number one is that there’s latency going up to a server and then coming back down where, I’m sorry, I’m in the house right next to yours, and there’s almost no latency going straight to your house. And games are extremely latency sensitive.

    The second problem is $350 per peak megabit per second. We could not afford that traffic. The voice traffic and the game traffic would have completely blown us out of the water, and we couldn’t have done it. Now, when prices are lower, it might be a different equation, but we simply could not afford that traffic. We did not want to see your traffic. So, it was extremely important to say that the box in my house and the box in your house were directly communicating over the shortest possible path, and the only communications that went up to the datacenter were the coordination. And that protocol was quite tricky. And Dinarte, in particular, he did some particularly brilliant work in making that happen.

    There’s a whole song and dance to get them to effectively see each other because they’re effectively behind a NAT that blocks them from seeing the real addresses. Dinarte did some really clever work there, and the fundamentals of what he did were still in place in Xbox 360. This is kind of old news now, and lots of teams have done it in different ways, so I don’t know if that code is still going to be in Xbox One. We might be using the Windows version of it. But pricing’s different now. Speed is different.”
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  1. Goals

  XBox’s online goals for the first one to two years of product availability are to:

  
    	Enable multiplayer titles that leverage the Internet and LANs to easily connect users either directly or via attribute-based matchmaking.

    	Create a player community that supports fresher content like game updates, the roaming of user data via the network, and a closer ISV-to-consumer relationship via news, reviews, and online events.

    	Make it easy for users to get their XBoxes connected to all of the above, with both new analog service of by leveraging their existing analog or broadband connections.

    	Provide a feature and service infrastructure that enables a revenue generating up sell service later in XBox’s life cycle.

  

  The purpose of this document is to provide an overview of what features will be exposed at launch time for XBox 1.0. Additional features will be exposed over time. This specification will not delve into details of individual areas, but rather defer to area-specific specifications and owners where appropriate.

  2. Overview

  To ensure that XBox is engineered end-to-end as an “inherently online” consumer game console, we will focus heavily on four related aspects of the online gaming experience: Establishing & managing connections, user identity & data, multiplayer gaming, and culture & content.

  At the first request to connect to the Internet, gamers will use the XBox connection support to:

  o Establish new dialup service o Enter settings for existing broadband service o Enter settings for existing dialup service

  Once connected, XBox will automatically take users to the XZone, where they will be able to establish an online identity (name) and begin enjoying the benefits of online gaming.

  With an XZone identity established and authenticated, gamers are set to enjoy a number of free services now exposed both directly through the XDash -- the default title -- or indirectly via game titles themselves.

  Outside of a game title, players will be taken to a welcome screen, greeting them to XZone. Current news, new releases, key events, game reviews, or other content that is newsworthy will be presented and accessible from this screen. Also visible will be access to the player’s online storage of saved games that can be accessed and managed by XDash’s save game manager.

  A list of favorites – which can include other players or saved games – can be accessed directly from the online point of entry.

  Finally, multiplayer play can be engaged from outside of a game title via either the favorites list (inviting one or more of our favorite people to play) or via an attribute based matchmaking service (attributes include the game and 1-2 other pieces of simple player specific data elements).

  From inside of a game title, a connection to XZone can be established for the purposes of engaging in multiplayer play or for downloading data into the game. In the multiplayer case, title-specified parameter matching will be used if desired along with buddy/friend selection or a generic “pick someone at random” heuristic. Which – if any – of these are used will be up to the title. Data that is downloaded from within a game will be stored locally on the hard drive either alongside saved game data or in a game’s private scratch space.

  In LAN environments, autoIP will be used along with the ID of the active player on a box to populate multiplayer contestants. One XBox will be offered as a host; this will happen in game at the discretion of the ISV. Hosts will be enumerated by a title when players are ready to select and join a session. Commencement of the game, either gradual opt-in or simultaneous launching with all players, will be determined by the title.

  The remainder of this document focuses on the details of each major online initiative for XBox at launch.

  3. Establishing & Managing a Connection

  XBox is betting on broadband by including an Ethernet port on the back of the box and system software that supports TCP/IP. While we hope that 5-year prospects for broadband penetration into the home are good, the fact is that today the vast majority of users will connect via dialup at 56K. An aftermarket modem will be available from Microsoft at launch time that plugs into the proprietary USB port on the back of the XBox.

  The experience will be optimized for broadband connectivity; user satisfaction in dialup scenarios will be good, but reduced from the broadband satisfaction. New billing will not be introduced for XBox services in year 1, but may result from new ISP charges.

  3.1 Supported Methods of Connection

  XBox will support the following connectivity solutions at launch:

  
    	DSL

    	Microsoft USB-based modem peripheral o Cable modems (may require dongle for Ethernet) o Connection behind NATs (being solved by DPlay)

    	Shared connections based upon Win9x and Whistler’s Internet Connection Sharing (ICS) o Pass through connections via MSTV-based set top boxes

    	LAN based play via both Ethernet hubs as well as direct-connect of two XBoxes via Ethernet

  

  Notably absent from this list are proxy based connections.

  
    ► ISSUE: We need to track future ICS plans to make sure they aren’t becoming a proxy server without NAT support. If they are doing packet filtering, DPlay packets must be approved to pass through.

  

  3.2 XBox Connection State

  XTL will expose APIs to assess the connection state of an XBox. Upon the first user request to connect to the XZone, either via a game title or via XDash, the title will utilize this API to determine one of the following system connectivity states:

  
    	Connected: The system has an active connection to XZone and services are available.

    	Disconnected: A valid connection setting exists on the XBox, but is not currently active (dialup connection is current hung up).

    	Never connected: There is no connection setting information available on the XBox, or the settings are incomplete, known to be bad, never used to successfully connect to XZone, or the current player does not have an XZone ID.

  

  Based upon the results from this query the title will us subsequent calls to either establish utilize the connection, establishing the connection, or set up a connection from scratch.

  3.3 Establishing a New Connection

  There are three paths to establishing a new – or updating an existing – connection on an XBox:

  
    	Sign up for new analog dial up service. o Enter settings for an existing broadband ISP account.

    	Enter settings for an existing analog dial up account.

  

  
    ► NOTE: See XBox Connectivity Setup flowchart for a complete walkthrough of the steps required to establish and utilize a connection.

  

  To distinguish between analog versus broadband paths, XBox will detect the presence of our USB-based modem peripheral and expose only analog options if present. Otherwise, only broadband details will be visible.

  In the broadband case, XDash will expose a customization applet that allows a player to enter the vital pieces of data required to utilize a broadband ISP connection that is already established. We will not enable new broadband service to be established via an XBox. Examples of required data include username and password.

  A similar configuration applet will be available for players with existing dialup connections. ISPs will be required to support the following if they are to be used by an XBox for connectivity:

  
    	Auto-sense support for Point-to-Point protocol (PPP)

    	Password Authentication Protocol (PAP)

    	Reliable connectivity to the Internet

  

  These are required by WebTV, the ISP model what XBox will resemble most closely. The differences between broadband and analog customization will include phone-specific entries, including local point of presence (POP) number, dialing prefixes, long distance settings, etc. Service coverage will be as good as WebTV, and XBox will partner with major service providers to ensure adequate coverage. If new service is not available to a player and they do not have an existing ISP, they will be referred to the equivalent of thelist.com.

  
    ► ISSUE: Need to determine if we’ll ship a DVD with the modem peripheral. If so, this title should be used for analog ISP signup, rather than an XDash-based component.

    ► ISSUE: Must determine which partnerships will be used, with regional considerations applied – MSN or WebTV? Broadband partnership?

  

  3.4 Connection Updating

  An XBox will have exactly one (1) connection per box. This connection will include settings for a primary and optionally a backup phone number in the analog case. The backup number will be dialed only when the primary number doesn’t respond; it is not a separate “connectiod.” Multiple connectiods will not be supported on XBox due to the complexity of management and selection.

  When players wish to change their connection settings in a temporary or permanent fashion, they will use the same customization applet in XDash that was used to apply settings from an existing ISP account.

  
    ► NOTE: The idea of transient connection settings is popular, but to date a design that doesn’t inhibit game play has yet to be proposed. This is not a common enough scenario to warrant development work (which includes security & fallback).

  

  3.5 LAN Play

  Two or more XBoxes can be connected via Ethernet hubs – or directly via Ethernet in the case of only 2 boxes. There are 3 interesting LAN cases that we will focus on:

  
    	Ethernet hub connection for many XBoxes, which includes:
      
        	Dorms

        	Hotels

        	Airplanes

        	Gaming parlors

      

    

    	Head-to-head (2 XBoxes connected directly via Ethernet cable)

    	Corporate intranet (routed LAN)

  

  We will treat case a) and b) identically from a platform perspective. In cases where a title wants to special case the “head-to-head” scenario wherein only 2 players are involved, the title can act upon the first two players to enter the session [see Multiplayer section of this document].

  When a player plugs an XBox into a network, AutoIP will generate a unique IP address for the unit, assign a subnet, etc. The same default subnet is used for everyone, so DPlay’s support of subnet broadcasting will work as designed. Before the network becomes available, the XBox or title will require a profile name to be selected or created. This name should be consistent with the identity structure for users on an XBox. This name will be used in the below scenario. Note: the following applies to inside-out matchmaking only.

  
    	Player inserts game and boots it up

    	Player selects “multiplayer”

    	One player says “I’m the host”
      
        	Auto-generate a host name (based off of identify if available; if not, auto-generate unique name from game (e.g. “Ridge Racer Host #1”)

      

    

    	Everyone else hits “join game”
      
        	XBox queries and enumerate host sessions ii.

        	Player picks host and joins game

      

    

    	Host owns list of joined players

    	DPlay sessions becomes active

  

  XBox SDK samples and certification programs will ensure that games correctly handle lost-connections during multiplayer play (no freezing).

  
    ► ISSUE: Does DPlay let you “reject” people from joining your session?

    ► ISSUE: How do you deal with two people automatically joining game without explicit host/join UI? (head-to-head case does inject some differences)

    ► ISSUE: Do we do anything to support the typing of IP addresses directly instead of host name selection? This implies that games have a way to show IP addresses.

    ► ISSUE: Will we have a branded direct-connect Ethernet cable (Leo thinks not).

  

  3.6 Modem

  XBox Hardware will create invest in a specific USB modem implementation (based upon USB Modem class). The XBox modem will be based off of a to-be-determined chipset. In the event that 3rd-party modems are licensed, they will be required to be chipset-compatible with the Microsoft modem implementation. Exactly one USB modem driver will be written to support all of these modems.

  While there will be neither LED lights nor speaker on the modem to indicate activity, XBox will represent the dialing phases via visual and audio feedback on the TV. These will follow the WebTV model very closely, providing text messages like,

  “Dialing Internet connection,” “Connected to the Internet,” and “Connected to XZone.”

  
    ► ISSUE: Software team needs to help define max CPU utilization for the modem. Currently this is ~20% of a Pentium II 400.

    ► ISSUE: What are the specs on memory footprint for modem driver?

    ► ISSUE: We need to decide conclusively if we will support 3rd party modems. Not a blocking issue for software.

  

  4. User Identity and Data

  XBox will support the notion of player identities in order to automate mundane/repetitive tasks (like entering initials) as well as enabling online scenarios like per-user storage and multiplayer “profiles.” Specifically, XBox identities will provide, at launch, the following:

  
    	A notion of the most recent user

    	A way to (optionally) classify saved games (along with other attributes like date, game description, icon, etc.)

    	A way to identify the user in ranking tables (local and online)

    	A unique handle for multi-player gaming (e.g. “Hey that's my buddy Fred (aka fredflintstone293)’)

    	Identifier for online storage location

    	Password protection for online storage

    	Roaming identity so I can be “me” on other XBoxes

    	Identities for multiple users on a single XBox

    	Multiple identities for multiple users on a single XBox

  

  We will explicitly not provide:

  
    	Per-user auditing or parental control

    	Tying of XBox identities to ISP connectivity username/password

    	Password protection for local storage

    	A solution to the globally unique namespace problem in an elegant way (“namespace clutter”)

  

  4.1 Types of Identities

  XBox will feature two distinct types of identities: Local identities and XZone identities.

  Local identities will be created in-game at points where it makes sense (first game save, initial game start, etc.). Local identities will be aggregated in a system wide mechanism that exposes all identities to all games. While local identities are created in-game, they are not game specific. Local identities store common data such as the player’s nickname, initials, per-game ranking, etc. Local IDs will also be used by XDash to filter the display of information – like saved games – on a per-identity basis.

  An XZone identity is used to establish and maintain a player account on the XZone online service. XZone identities are globally unique; this will be enforced at ID creation time by the service. An XZone ID can be associated with and used to manipulate multiple local IDs. This includes the uploading of saved games and scores. An XZone ID will have the ability to “import” local IDs, and can optionally replace them with the XZone ID. Every XZone ID will be a valid user ID and will optionally replace local IDs after importing them.

  XZone IDs will optionally have a nickname associated with them. Whereas the actual XZone ID may be “KermitFrog99321___,” a nickname associated with that XZone ID could be simply “Kermit the Frog.” This friendlier nickname should be used during most name presentations to users, especially in-game in lists.

  
    ► NOTE: We will likely impose a limit on the number of XZone IDs that can exist on an XBox, since hosting players is pure expense during year 1.

    ► NOTE: Players can't have 2 Zone ids as only ID on multiple boxes simultaneously.

    ► NOTE: See COPPA researched conducted by XBox software PMs.

  

  There will be an “anonymous” identity which is a local ID used for fast-path

  operations for newer XBoxes. This can optionally be used by titles for immediate saves of games and scores when requiring the creation of a new local identity is undesirable. XDash will also use this anonymous identity during the first power-up. Anonymous identities can not be used online; the act of connecting to XZone will require an XZone ID to be created or selected, and optionally allow the importing of the anonymous and other local identities.

  
    ►ISSUE: Are there migration issues coming from a PC? Do we do anything to make existing Zone ID’s become XZone IDs? (Almost certainly not)

    ►ISSUE: We need the super sample game that demonstrates everything in this section!

    ►ISSUE: Password entry has not been addressed – button press sequences, virtual keyboard, etc.

    ►ISSUE: What do we cache (names, passwords) and how do we tell users about it?

  

  4.2 Favorites

  All identities will include a notion of player “favorites.” Favorites can include saved games (even MRU-style lists), other players in multiplayer games, and even high score gallery locations. XTL will expose APIs that allow a player, saved game, or other data to be marked as a favorite by a title.

  Whenever XTL exposes APIs to enumerate lists, the list will be frontloaded with elements that are marked as favorites.

  4.3 XZone ID Authentication

  All XZone identities will be the equivalent of an MSN Gaming Zone ID, with the exception that the namespace used for XZone identities will be new and separate from the existing Gaming Zone namespace.

  This implies that Microsoft Passport is used as the backend infrastructure for identification and authentication.

  4.4 User Revocation

  We have learned from the MSN Gaming Zone experience that there will definitely be occurrences of improper usernames and/or improper usage of XZone IDs such as vulgarity, cheating, threatening demeanor, or eggplant-colored hair.

  On such occasions, we will “revoke” a user. This equates to either suspending or terminating their identity and associated XZone resources (online storage, saved games, high scores, etc.)

  
    ► ISSUE: We need figure out exactly how we revoke. AlanHa from the Zone owns.

  

  4.5 Identities & Matchmaking

  Games will have the option of storing one attribute in a player’s XZone identity that can be used for matchmaking. XTL will provide the API and schema used for attribute storage. It will be “black box” to the title ISV.

  In a player’s favorites display, they may be able to show the attributes for favorite players.

  
    ► ISSUE: We need to decide what – if anything – we expose in the favorites view attribute-wise. Selecting what is displayed could be difficult from a usability perspective.

    ► ISSUE: Is there a default UI for user lists?

    ► ISSUE: How do you manage online versus offline cases for XZone identities?

  

  Inside of games, title vendors can elect to use whatever attributes they desire. We XBox itself will not story any additional attributes beyond player name and, optionally, their region (city, state, country).

  
    ► NOTE: Lobbies were originally the driving force for out-of-game attribute display. Lobbies are no longer on the table for XBox, having been replaced by semi-intelligent attributed-based matchmaking.

  

  4.6 Parental Control

  We will create a set of Parental Control “Can Versus Can’t Do’s.” There will be no levels of control, simply binary states of on/off for various capabilities. For example:

  
    	Go online o Listen to music o Watch DVD movies

    	Play games over a given rating classification o Play games - period

  

  The identity and password used for parental control on an XBox will be fixed. There will be one password for parental control, and it will be associated with a parental control XDash applet rather than a created local or XZone identity.

  Settings enabled by the person with the parental control password will impact all users on an XBox. There will be no per-user settings available (i.e. – there will be no ability to say, “Suzie can go online, and play games, but Billy can only play games.”)

  Settings can, however, be applied on a per-rating basis. Passwords can be created for each ratings level, such that Mom can go to any rating level and set a different password to play games or movies at that rating level. Any user who tried to play a game or movie at a protected level would be required to enter the password before play commences.

  
    ► ISSUE: Is parental control consistent across all games?

    ► ISSUE: How does one recover lost passwords?

  

  
    ► NOTE: See the Parental Control Specification for complete details on all aspects of XBox Parental Control at launch.

  

  5. Multiplayer Gaming on XBox

  A rich, simple multiplayer experience with XBox titles is one of the primary focus points for XBox Online at launch. This is an area that is wide open for innovation right now, and to deliver the best experience, XBox will feature:

  
    	Authentication of players’ ID (see above)

    	Intelligent Matchmaking: Intelligent initiation of a multiplayer session (matchmaking) based on friends affinity, ranking, and a fixed number (either one or two) of simple game parameters (game type and/or game scenario).

    	Host-less Matchmaking: A host-less matchmaking model relies on the server based matchmaking agent to create game sessions.

    	Round-Robin Dealer: Dealer model that enables different players to control game settings throughout a game session (as opposed to the host model where the same player always controls game settings).

    	In-Game Matchmaking: A set of APIs that enable full, in-game integration of XBox matchmaking services.

    	LAN Matchmaking: Subnet broadcast-based LAN matchmaking (see Connections above).

    	Game Revocation: A game revocation list that enables Microsoft to shutdown a title’s multiplayer functionality if an ISV has violated their contract.

    	DirectPlay Support: Full support for DirectPlay as the network transport layer.

  

  The multiplayer aspects that XBox will not deliver at launch – if ever – include advanced intelligent matchmaking, adaptive matchmaking, real-time communication, static or user-created lobbies, auditing of multiplayer-specific activity, massively multiplayer API (will be left to ISVs), dropped connection API, exclusive datacenter (will allow ISVs to host multiplayer games), and client/game server proxy.

  
    ► ISSUE: Do we include aggregation? What is the model for setting up and joining a game session with a particular set of users (in other words, an easy, effective way for friends to meet online)?

    ► ISSUE: Will Microsoft act as the exclusive directory of games or will allow ISVs to use a third-party directory (this is particularily relevant in the cross-platform case: for example, playing Quake III Arena on a console against PC and Mac users)?

    ► ISSUE: Is some form of canned chat required to enable users to suggest what game to play or what game settings should be used? A voting or suggestion model would fit this requirement quite well.

    ► ISSUE: Will game developers be able to circumvent DirectPlay and write directly to WinSock?

    ► ISSUE Is outside-in matchmaking necessary to support out-of-game matchmaking; if so, how will this feature mesh with the in-game matchmaking system.

  

  5.1 XBox Matchmaking Models

  XBox will employ two distinct matchmaking models to serve the needs of the scenarios that we are driving toward. The scenarios are:

  
    	A group of users who know each other wish to play a game or group of games with each other. For this scenario, it is important to get the users aggregated as easily as possible. It is also important to enable the scenario where a group of users wish to play more than one game in the same session.

    	A single user wishes to play a multiplayer game, but does not have specific opponents in mind. In this scenario, the user is playing with strangers, so it is important to provide him with information that helps him find the best match (the “best” match is defined by the user, but will probably have common attributes such as performance, competitiveness, etc.) In this case, chances are that the user has a specific game in mind, so it is less important (perhaps irrelevant) that she be able to play different games in the same game session.

  

  With these scenarios in mind, we have evaluated the various matchmaking models including:

  
    	Lobby-based matchmaking

    	Master server matchmaking

    	Buddy list style Invitation matchmaking

    	Intelligent criteria-based matchmaking

  

  
    ►NOTE: See RaviM’s matchmaking write-up for complete descriptions of the various matchmaking approaches.

  

  Due to the lack of communication capabilities on XBox (no keyboard or voice), XBox will use a combination of Invitation and Intelligent matchmaking. Invitation of a favorite buddy or a specific XZone player solves scenario ‘a’ above as elegantly as possible in the absence of richer communication mechanism. Even invitations, however, will be folded into the XBox Intelligent Matchmaking scheme described below.

  Intelligent matchmaking relies upon the matching or near-matching of criteria. On XBox, these criteria are associated with an XZone user identity (see above). They can be defined as one or two attributes by each title, or they can be the “favorite” attribute applied by a player to another player. From in-game, a title will be able to leverage XTL to query for potential opponents based upon these criteria, like:

  
    	“Show me players who have scored over 100,000” o

    	“Show me players who have beat the Bad Boss on level 4”

    	“Show me players who have eggplant-colored hair”

  

  The criteria that get exposed and how they are selected is completely up to the title, and should be directly associable with the attributes that the title has written to an XZone identity.

  For invitations, we will use exactly the same model for consistency. For example:

  
    	“Show me everyone who is on my favorites and has a high score over 100,000”

  

  Results to all such queries would be selectable players who are also ready for multiplayer play, and have identified themselves as such in-game.

  
    ► ISSUE: How does invitation receipt and acceptance happen? Does it? What in-game impact can it have, if any?

  

  Since many interested/qualifying players will more than likely not be able to receive an “invitation” because they are playing a game, we introduce the idea of a named game session. Named game sessions are simple: they expose the name of a host or game, and other players of that game can simply say, “Go to the session named <Jeff’s Smash Up>.”

  
    ► NOTE: See RaviM’s matchmaking specification for details about how Intelligent and Invitation based matchmaking will be implemented.

  

  
    ► ISSUE: Does XTL provide any stock UI which games can rely upon for matchmaking in-game? Would ISVs even use it?

    ► ISSUE: We need to write a sample which shows exactly how to do this.

    ► ISSUE: Usability needs to test this exhaustively.

  

  5.2 Matchmaking Architecture

  The architecture for the intelligent matchmaking model coupled with the invitation model will consist of three separate processes: an authentication server, a master directory server, and a matchmaking server. They will fill the following roles:

  
    	Authentication Server – The authentication server is the first server that users will connect to. It is responsible for authenticating a user based on his user identity and password. In addition, it will validate whether the user has access rights to the given title. Access rights can be denied if either the title has been revoked or if the user has been banned due to terms of service violations. After the user has been authenticated and given access rights, he is handed off to the matchmaking server. Using this scheme, we can support non-Microsoft matchmaking servers by handing the user off to a server outside of the MS data center.

    	Matchmaking Server – The matchmaking server is the process that acts as the matchmaking agent for a user. Using the intelligent matchmaking scheme, it will create game sessions based on the pool of users who wish to join a multiplayer game. The Microsoft matchmaking service will use the master directory server to manage game sessions and user pools.

    	Master Directory Server – The master directory server is used for managing game sessions and user pools. The matchmaking server will create game sessions by registering them with the directory server and will add users to the list of clients browsing information on the master directory server. Essentially, the directory server is a high-speed index of information that is accessed by the matchmaking server.

  

  
    ► ISSUE: How will we support games that have their own matchmaking mechanism (for example, Quake 2 primarily uses GameSpy) given that we require XZone as the broker?

    ► ISSUE: Will we support the case where a product is network cross-compatible between the PC and the XBox console?

    ► ISSUE: How is the scenario where more than one local player on an XBox want to matchmake with players over the Internet (for example, a team of tag team two players wants to fight against a tag team of two other players over the Internet)?

    ► ISSUE Does LAN play imply no matchmaking? (Almost certainly YES.)

  

  6. Culture and Content

  XBox will offer a great deal of content outside of game titles via XDash, as well as new concepts for extending the life of games via downloaded updates. Making our online story well-received by consumers and keyed upon by the press requires that we both expose it at every opportunity outside of games, and also have a critical mass of titles exploiting the features & service to make it interesting for gamers.

  6.1 The XBox 3rd-Party Launch Mix

  All titles should have better online support than their PlayStation2 counterparts. We’ll start with 30 titles with the anticipation of shipping 15. We will ensure that online features are exposed by all categories of games, including new versions (e.g. Ridge Racer 7) and exclusive XBox-only titles. Microsoft’s Entertainment Business Unit (EBU) will deliver 5 of these.

  When looking at the online portfolio, we must be able to explain to the masses what is cool about XBox’s online support:

  
    	One Big Couch: Play with a known buddy (someone who was grounded) or find anyone to play with.

    	Live: Novelty (stuff not on the DVD), News/Data (scores)

    	Anonymity (not sure how to exploit)

    	Tournament. Celebrities, real prizes

    	Fame and the leader board. Ladders, roaming, etc.

  

  
    ► NOTE: Marketing needs to get closely involved with the messaging here.

  

  
    ► ISSUE: We need to figure out if/how we support online tournaments or sponsored events. Zone to own?

  

  Online goals for launch titles:

  
    	3 great online multiplayer games which at minimum enable the replacement of multiple controllers on one box with the Internet.

    	2 leader board games (e.g. Racing, snowboard; goals are to attract visitors, press, fame. Hold a tournament within 6 months of launch.)

    	3 data download games (e.g. shooter & character; sports and stats)

    	1 Massively Multiplayer

  

  
    ► ISSUE: Marketing is concerned about feasibility of these numbers for at-launch titles.

    ► ISSUE: Content presentation for ISV? XZone would have three screens worth of space, update frequency TBD; publishers must update their content with TBD frequency. Account Managers would drive. Locale issues are huge.

  

  6.2 Download Through XZone ONLY

  The purpose of requiring all content to be downloaded via XZone is simply to ensure that all content is signed for security and known to be safe for client systems. It also gives us the ability to quickly remove any downloadable code that is found to be malicious. Allowing arbitrary hosting of downloadable content dramatically increases the chance of XBoxes getting into a broken state and having to be returned.

  We will not allow the pure online distribution of titles, only enhancements to titles that are purchased on DVD media. We recognize that there is no pure technical way to block the downloading of content from other sites, so we will strongly disincent ISVs contractually. We will write standards into contract. In the worst, malicious case: If the publisher violates their agreement, we have recourse in the contract to revoke the title. The eventual goal is for us to deliver on the highest quality of service and take full responsibility for the XBox online experience.

  6.3 Data Download

  Data download will be reserved for in-game cases where updates can be readily retrieved and applied to a title via the XZone and XDisk. A good example is a racing game that has published updates like cars, tracks, theme songs, and season stats.

  To get at this data on XZone, a given title and locale will call an XTL API to get a list of available data. The list contains atoms and lists. The title can navigate the returned list and download specific atoms, given the following:

  
    	The list is an ML schema with unique name IDs

    	No wildcarding is allowed

    	Group copy (e.g. to get the whole Porsche pack)

    	Client is responsible for filtering

  

  
    ► ISSUE: Sample code to manage a list in game is required.

    ► ISSUE: We need to define all of the error cases for downloading (“404”, dropped line, bad checksum, etc.)

    ► ISSUE: Can we do an estimated time required for download API?

    ► ISSUE: Does asynchronous download help? Is it do-able?

  

  We will encourage ISVs to package downloads to maximize value per download operation.

  
    ► NOTE: See security specification for signature information for downloaded data.

  

  6.4 Save Game and High Score Roaming

  XBox will support the roaming of saved games and high scores at launch. Support for saved games will be limited to the copying of this data from within an XDash applet. It will be the equivalent of “copy file from local memory unit to the Web.” We will not support the direct saving of data to the Internet from within a game. This will prevent us from having to introduce complex PC-idioms like file location pickers.

  For automatic uploads of high scores, we will follow a semantic similar to the following:

  
    	Game saves atom to hard drive or memory unit.

    	If FCanIGetOnline(), then GetOnline() – if you’re in the middle of a game, you can’t set up your xZone account. We assume you’ve done this at least once from outside a game.

    	PostAtom(atom) – returns a and b for “this atom is in place a of b on the leaderboard.” The atom of interest needs to turn into a list (userid, car, time / score, date / time of race) that conforms to the arbitrary XML. Not sure if that happens on xBox or server. Post needs to put this info in <base>/title/leaderboard/.

  

  
    ► ISSUE: Spoofing -- authentication and signature are a start. Need to ask Zone guys about this.

    ► ISSUE: The API and procedure needs to be spec’d and reviewed by actual PMs and developers.

  

  6.5 XZone Content from an XBox

  XBox will feature rudimentary HTML rendering support (< HTML 3.0) that will be integrated into XTL and utilized in XDash. This support will be used to expose a content-rich cultural presentation when a user connects to the XZone from outside of a title.

  There will be 3 main areas presented to players upon connection:

  
    	Marketing: Upcoming tournament information, tips, personalized plugs. This is just server work. Based on HD information, potentially filter / prioritize the server content appropriately.

    	Services: Real goodies. Downloads, leaderboard++ for tournaments, upload or download my 8M chunk.

    	Support: Lost parental control password when I bought the box at a garage sale.

  

  Jumps between these areas will be permitted, but links to arbitrary websites (URLs) may be restricted.

  
    ► NOTE: XBox players will never see an URL, nor will they type addresses for content like that which is being presented above. XZone is a closed service, so user’s won’t see “www” or “.com” either.

  

  
    ► ISSUE: Will we allow ads to be displayed here? Zone owns the ad plan, XBox owns the layout / screen real estate.

    ► ISSUE: Do we let PCs browse to ANY of the above, or is the XBox.com / XZone. com a completely separate entity?

    ► ISSUE: Should the game guidelines or ISV contract require ISVs to publish game content in Web-magazine form on XZone?

  

  Any XBox with valid network connectivity can get at the above information. Players will of course be authorized based upon their identity before they can get at it.

  6.6 Anti-Piracy

  Using online connectivity to assist in anti-piracy efforts is of relatively low priority at launch. Assuming a unique DVD ID on each title, we could detects an online tap, for any title, at some period (e.g. 5 minutes), send a (console ID, DVD ID) pair to our server. We don’t allow duped DVD IDs within 5 minutes (value TBD) of each other.

  It’s an example of something that we should use to encourage game developers to pursue online functionality. Onto itself it’s not that much.

  6.7 Game Revocation

  Game revocation is used when an ISV violates their vendor contract and Microsoft is forced to terminate that contract. In this case, the game’s online features should no longer operate.

  At authentication, if a user is using a revoked title, he will not be able to proceed using the online features of that title. If it is determined that a game has been revoked, a cookie should be stored on the XBox that prohibits it from running locally as well as online.

  
    ► ISSUE: Users paid for this game, and it suddenly doesn’t work. How do we present this to them? Do they associate it with a broken title or a broken XBox? This has to be carefully managed.

  


  About the Author

  Rusel DeMaria has been writing professionally since 1978. During that time, he has served as a senior editor on several national magazines, written long-running columns nationally and internationally, and authored more than 60 books. He was the founding editor and creative director for Prima Publishing’s Secrets of the Games strategy guide imprint. He has also been a game designer and design consultant, a musician, and an avid student of taijiquan. He lives in Seattle, Washington with his wife, Viola, without whom none of this would be possible.

  Other Books by Rusel DeMaria

  In addition to many popular strategy guides, many of which are now collector’s items, the following books are currently available.

  High Score Expanded

  An expanded version of DeMaria’s highly graphical video game history book.

  David Perry on Game Design

  A unique reference guide to game design written in collaboration with famous designer, David Perry

  Reset: Changing the Way We Look at Video Games

  An exploration of the potentential positive impact that video games have, why they can be beneficial, and how to make them even more so.
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PC Appliances: What, Why, How?

o What is a PC appliance?
— PC appliances are activity-focused (limited-purpose) hardware devices for
the home built atop the general-purpose PC platform — x86 hardware
architecture and a win32-family operating system.

o Why explore PC appliances? Per DavidCol’s initial slides:
— Low cost PCs a key business challenge, approaching CE pricepoints.

~ There are competiive pressures in the appliance space: Sony, Linux, AOL,
sun/java/Jini, Matsushita, BeOS, etc.
~ We're hearing partner interest from OEMs, IHVs, and ISVsto provide leadership.

o How are we analyzing PC appliances?
— This presentation is just the first stage of our analysis ~1mo of effort so far
~ We've partially drilled down on the game console appliance for the purposes of this
presentation.
~ A media console dedicated to digital media is the other flavor of PC appliance that
seems most appropriate to drill into next.
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® Most major OEMs investigating appliance
opportunities

~ Compag, dell, micron, gateway, others have active
projects

— Want to control and derive revenue from services, as
well (e.G., Internet access)
o Believe they have saturated consumer desktop
market and are looking for next big thing

@ Need a reliable, inexpensive OS with
comprehensive real-time multimedia services
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e xBox will boot in ~10 seconds

o Fast POST (~2 seconds)

e Restoration from S4 hibernation (~8 seconds - ~2
seconds of which in OS)

e Hibernation is snapped once and persists

- Work need to handle persistent information on restore
(FAT, swap file, registry, USB)
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Gaming Device Customer Focus Group

o Described “Apollo” product at $299 price-point, as well as
others

e Most popular device in the focus groups

o Not perceived as competing w/ PC purchase

— 45% of respondents say they would buy either Apollo or
PlayStation 2

— DVD & internet features clear value-add
— Ability to play games on PC also valuable
o Compatibility with other devices is key

— When compared w/ PlayStation 2, main weaknesses are graphics
& PlayStation backwards compatibility

— Compatibility with PC game titles skewed preference in favor of
Apollo vs. PlayStation 2
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Error Messages

o Logo requirements
- No pop-up errors (errors via game UI)
= Must handle read errors/media changes
o System modal messages will be trapped
Bluescreens/crashes will result in reboot
— Others may be handled by auto retry

o Tactical fixes for other OS messages
- As we find them
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Video Game Consoles

o Why is gaming important to platform?
— 50% of all consumer s/w revenues at retail

Gaming is #2 home PC activity

— 80% of owners use PC for gaming

— Games represent majority of win32 API development

o Video consoles dominating gaming
— In’"97 VCs outsold home PCs (15M vs 10M)
~ VC household penetration rate faster than PC
— Of top 30 best-selling games of *98, only | was for PC
Top VC games sold avg 1M units, top PC games only 275K
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Game Isolation

e Limited Sandboxing
— Registry sandboxing
~ System file protection
e DX and Drivers are protected
- Non-upgradable, system global
 Other shared DLLs possible but unlikely
- Vast majority of gamcs don't share DLLs
~ Will revisit this if we see problems
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Press Feedback

“Entertainment-oriented consumers growing accustomed to cheap,
reliable and easy-to-use systems from vendors like Sony and Philips

will stop buying clunky Wintel machines.” Replacing the consumer
PC, Forrester research

“..Expect anew world of networked information appliances, such as
hand-held computers, web TV and car navigation systems, to
eventually dwarf the pc market and shift the focus of innovation.” The

cutting edge digital nation, LA times, 1/4/99

“The majority of households don't own PCs because the machines are
still too difficult to use and, more important, don't do anything these
holdouts want one.” Why digital devices will proliferate; Forget the
free PC, fortune 4/26/99

Microsoft Confidential: Consumer Plan
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Demonstration

o What you'll see
- Minimal UI
« Zero-Install and Auto-Play/-Stop
~ Parental Control
~ Emulation Possibilities

o What you won't see
Fast boot
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ISV Feedback

‘Want to leverage their investment in content onto multiple
platforms
— GT interactive lays off 1/3 of their workforce, citing fragile
business model that cannot absorb product slippage
Need simple development tools and familiar APIs
Desire to have content look as simple as possible

Need consistent performance for easier development and
testing

— Electronic arts views windows development as being graphics
chip-specific: “DirectX creates as many problems as it solves.” Not
consistent enough

Microsoft Confidential: Consumer Plan
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Solutions to Problems
———————— i

o Technical skepticism to PC+Windows approsch

- Stability and Availability
- OS boo tme, OS uotimne due 1o DLL conflictwioverwrites. isolation
of applications. general application erors

- Simplicity
User interface, error messages, confljguration managerent
- Inconsistent Hardware Target
o Business skepticism to PC+Windows approach
~ BOM and Retsil Price
Revenuo Potenti
Consumer Perception
- ISV Capabilities
Branding/Marketing/Distribution
Simplified Partner Messages
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 Graphics/Audio IHV Feedback

o Looking to leverage content for desktops into the living
room, want to expand their OEM clients” customer base
o Diamond. ATI, rendition, others planning to build their
mwnm‘wmm
— ATl 10 define a new. with theit “tapestry”
Smotes ik
— 3dix working on a Linux-based STB
o Want fast, full-featured, real-time multimedia APIs: 3D
mmmmm
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xBox Stability Goal

_—

o Comparable, user perceived stability with
conventional game consoles
o MTBF metrics will be defined

~ Running a title (logo requircments)

~ Simply leaving the box running
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CPU Vendor Feedback

o Intel, AMD, Cyrix all producing integrated
CPUl/graphics chipsets

e Prices falling to take advantage of market
potential

e Need “direction,” an OS that takes advantage of
their instruction sets, and content that leverages
fast CPUs

Wicrosoft Confidential: Consumer Plan






OEBPS/Images/img226.jpg
xBox Stability.

e Highly constrained shell
o No DLL upgrades (including DX and drivers)
e Protected system files

o Sandboxed title registries

e Constrained H/W environment

e Tactical OS fixed if and when necessary
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xBox Hardware Platform Definition

o Explicit definition of hardware, features, and performance
characteristics

~ 450 MHz 186 CPU, 64Mb memory, 4x DVD, USBx4, NTSC/PAL
out, DirectSound/Music, 56K soft modem, 4GB drive

Built by mix of traditional PC OEMs and consumer clectronics
manufactarecs

o Graphics-centric design - graphics-based content drives

the platform

Core Direct3D support (vertex buffers, blend modes, render
targets, vertex and pricitive processing, etc.)
~ 32 bits/pixel, 16Mb video memory

- 1.2G pixel fill rate, SOM polygons/sec polygon throughput, §00M
pixel texture load rate

- Full-scene anti-aliasing, maXi-texture, cube mapping. vertex
bleading, higher-order primitive SUppOr.

(Stides from previous review avatlable for comparison)
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Why are appliances interesting to the industry

j PC Penetration falling off vs. CE products

100

R SOT—
S
el

5 10 15 20 30 a0
Years atter Introduction

@ CE Run-Rates far exceed Home PC

1998 US Consumer Electronic Shipments

Launch

Home PC [mmm | [ "
Video Consoles X ‘

Total VCR
[ s g | J

Units (000) . 10,000 20000 30000 40,000 50,000
Microsofi Confidential Consumer Plar
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xBox Operating System

Win0x-based
- Based on Millcarum technologies.
= 9xis design centec for toduy's consumer IHVS, garme ISVs
Only small, well contained changes required for consumer experience
~ Fast boot, ervor/biuc-screen bandling, fegistry snd-bouing and isolated
applications (50 DLLS)
Consirained platform definition eliminates many of the prodlems of the
general Windows model as consumer device
= Sealed box, conststent set of capabilities, no new devices or device drivers
(except US), no configuration

~ Fixed set of USB class drivers (vis NDIS-$ for USB-NICs) and highly
‘conmralned driver upae iode!

- 08 uyehsen pported
~ Nogeneral shell folders, deskiop. so user malaienance
- One application ranning at 3 time
o Rock-solid set of graphics and peripheral drivers co-developed with
MS engineers
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Units vs. ASP

Unit volume falls off 40x from $270 to $540
65% of all consumer electronics are sold below $70

100,000,000
PortableTable Color TV
o Home PC
10,000,000
1,000,000 Projection TV
100,000 -
$10 si0 s L | st000
ssi0

N&grosofi Confidential: Consumer Plan
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xBox Supported Content

o xBox will run xBox Logoed content
- Some xBox content will be existing PC content
~ ISVs modvated o repackage/rerelease key tides for xBox (minbmal
development etort)

~ OS may recognize some existing PC comtent
Distinctive packaging, logo, and participation in co-marketing
programs contingent on passing strict evaluation
o xBox will also run xBox Certified content
- Nodistinctive packaging. logo, of co-marketing
~ ISV must agree 0 application isolation, customer privacy,
indemnity and pareatal control, but no formal evaluation

o xBox content will run on capable PCs as well
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or 50 titles
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Sony Weaknesses

e Royalty model/closed platform
e Escalating content dev cost w/ PS2
e ISV confusion over targeting PS vs PS2

e Fall 00 best time to capitalize on consumer
uncertainty
— DreamCast begins to make users feel their system is old
— PS 2 compounds this

Microsoft Confidential: Consumer Plan]
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Why can xBox deliver better content?

Debunking console myths

o Console ISVs are PC ISVs

~ Nintendo, Namco, Konami are the only top-20 console-only
publishers

— There is no hidden console talent/expertisc that creates Mario,
Zelda, Crash, etc.

o xBox provides incentives for ISVs to deliver console-
like titles that do not appeal to PC gamers
o PC games consistently dominate “Best of E3” awards

— 60% of all category winners, including Best of Show, Best
Sports Title, Best Graphics, ete.
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Appliance Lessons We Can Learn:
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Why will xBox deliver better content? —l
ISV Value Proposition

Soay Playstation 11,

Nintendo “Dolphin" | xBox
Pros: Pros:
o Retail marketing & brand track | @ ©Open business model
record well-established o Few restrictions
o Great hardware ® Great evolutionary hardware
o Dedicated installed base from several sources

© Mature, evolutionary,
inexpensive development tools

Cons:
o Controllcd business model )
o Weak development wols Cons:
« Radical placformshifs o Retail marketing/channel &
o Expemsive SDRMardware | S04 unprove
T | o Fragmentcd installed buse

Marketing & Manufacturing
resirictions
»
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e 750K subscriptions, 1.6M users.

e Hardware subsidy model.

WebTV

NModel | Mifg Cost_| OEM Subsidy | Tolal Cost | Retail Price | Reseller Margin_| Sve Cost
Clssic | 5115 $100 5215 599 25%-21% 524095
BPS

Plus 175 3115 5390 35199 55%30% 52495

Currently break-even 9-25 months after purchase.

Under BEC mandate to reduce to 15 mths.

.
.
e 20% churn rate — 24% of churn due to PC upsell.
.

Recommend 2-3 OEM partners.
~ Too many leads o fragmentation and saturation of shelf-space.

— If only one, run the risk of their debacle w/ Sony in Japan - non-

competitive pricing, less incentive to get competitive and creative for
launch and in the channel.

Microsofi Conjidential: Consumer Plan
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Video Console S/W Sales Mix for US

US Software Sales ($B)

45 ——— —

O Nintendoll |
B Dreamcast
@ PlayStation
W N64

|0 Satum

O PlayStation
| Gen/SNES |
B NES

1994 1995 1996 1997 1998 1999 2000 2001
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xBox and the Internet

® Built-in 56K (v.90) soft-modem

'USB-NICs for broadband and home-net for ICS client
o OEM configures narrow-band ISP
o Built-in Lobbying/Matching (DirectPlay) APIs

o Updates, error reporting through web sound good but still
‘TBD due to user experience constraints

e Browser components exists in OS

@ Open questions for later business model discussion
~ Sell 2 “Browse the Web™ CD that launches bailt-in [E?
~ Sell a “Browse the Web™ CD that launches WebTV UI?
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Are we competitive to PS2, Dolphin?

At coarse level, similar features
- DVD, USB, advanced graphics, quality sound, elc.
o At finer level, lots of differences in capabilities,
approaches, tradeoffs, etc.
@ PC-based graphics are competitive with PS2 in 00, but
that's only part of the story
- PC-based technology is evolving in & well-understood way through
DirectX peocess (and common graphics architecture process)
- We provide stable and well-understood infrastructure for
innovation
- P52, Dolphin require new investments, sfgnificant effort to extract
theoretical pecformance
~ We can provide techaically competitive content, but we have the
lead with technology infrastructure and ISVs
e xBox evolves every two years, '02 version will leave PS2
and Dolphin far behind
L Mo Copea [
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Sony PlayStation is the Leader

w  #2 Consumer Electronics company

o 5T%in’97, after Matsushita
e 62%inHI ‘98 = FY98 WW Sales = $55.7 Billion
= Consumer Electronics = 70% of Sor
Sales Revenue
= FY 98 PS sales >10% of Sony’s
Other world-wide sales
= Q498 PS = 16% of Sony's sales an
16 % 4Q4% of profits Y

= PSwas >$1Bin profit for Sony in 'S

Sony
57 %

Microsoft Confidential: Consumer Plan
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Who is the xBox customer?

e 15-29 year old males
~ Key influentials in the game market, drive consumption

~ Primary game console customer, large degree of disposable
income, very invested purchase (>10 hrsiweek of game-play)

- Population is ~29M domestically :t Canes ureas)
e Bad news: these are current console owners

— It’s where the business will come from

~ IF we skirt the target, we'l] be a bit player
e Good news: most console owners are PC owners

~ 96% of console gamers also play on PCs.

- 50% of PC gamers also play on consoles.
» Wil test perceptions of PC and see if it can be turned into

a differcntiator
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Sony Electronics Co.

Old Organization sl New Organization

e — ‘f'm..-....u...
e r—

Microsoft Confidential: Consurier Plair]
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What drives console sales?

Great Content.

e What makes content great?
— Great developers
— Competitive hardware — graphics & sound
— Heat - Large, well-supported market provides
financial incentive to malce the investments

— High-quality tools and a rich development
environment — high production quality

»
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OS Repair/Upgrade

@ Repair and Upgrade handled similarly

@ Bootable repair CD provided with xBox

@ User boots CD with special button(s) pressed
® Repair disk performs integrity checks

o If necessary re-copies hibernate and OS files to
disk
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Gamers Want to Play on PCs

Online Gemes 5%

Future allocation of spending Future allocation of gaming time
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xBox Shell

o No Windows Desktop
e Very simple Shell
e Runs one application at a time
e Titles run by inserting CD
~ No start menu etc.

e Invokes installer when necessary

e Provides Ul for parental locking and game
removal
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Console Gamers Want PC-Like Features

% of Gamers Extremely/Very Interested in Buying...

Microsoft Confidential: Cousumer Plap]. ..
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Disk Maintenance

e xBox has multiple partitions
~ Proprietry hibernation image partition
- FAT-32 pantition for OS
~ FAT-32 partition for games/saved games

o Defrag and ScanDisk run lazily on idle
~ Box left on not running a title

- Defrag only game partition
o Game install/uninstall performs fast disk status

check

~ Game management Ul will then ask user if he/she
wishes 0 optimize their xBox
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Video Console H/W Sales Mix for US

US Hardware Unit Sales (MM)

[mNintendo 1 |
|MDreamcast |
‘ BPlayStation
’INSA |
Satum

| PlayStation |
MGoSNES

ENES J

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
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Configuration Settings

o Parental locking is only user config
- Game cache management also has Ul

@ Display resolution and depth fixed
e Hardware capabilities fixed
e No user customization of shell UL

e Output device has audio/video controls
~ Volume, brightness elc
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Agenda

o brief situational analysis
- gaming trends
~ graphics trends
- console business model
o xbox
product definition
— who are the customers? why will they buy?
~ business model
e status

L kool Coafidential: o






OEBPS/Images/img61.jpg





OEBPS/Images/img62.jpg





OEBPS/Images/img60.jpg





OEBPS/Images/img205.jpg
xBox Tactic #5

Follow Through with Licensing

o Goals: Take advantage of opportunities to derive
incremental revenue from the value of the WEP

brand.

e Primary Tactics
- Magazines
~ Game subscription service
Logo clothes, toys, etc.
~ Arcade OS licensing
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Marketing Plan
—_Compartitie Spands ¥],

o Sony Ad Spend on PlayStation
= Titles
- 1998: Total of 57.5M broken out by 51.7M in TV and 5 8M tn priat

- 1999 (Jan - Feb only) Total of 12M broken out by 10.8M in TV and
1.5M in print

= Hardware

« 1997; $800K (63% television. 35% prit)
~ 1998: $1.8M (100% print. no television)

o CWD Marketing budget for FY00: $20M

o Win 95 Ad spend for first year $34.9M
~ $20.5M for Launch TV

o Msft brand advertising $60M last year and planning on
spending $70-80M next year
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Marketing Plan
Comparative Spends #2f

o Comparative Entertainment Industries
= Film Launch Budget Avg - 1998: $19.8 miltion
~ Individunl Film Launch Budget Range: $15 1 $30 mullion
~ Launch Budget for Michae! Jackson's “HiStory™: $30 sullion
« Average Launch Budget for CD Album: $5 million

o Comparative ISV/IHV Marketing Budgets
— 2dfx Brand Campaign: $20 million

- Electronic Arts Markstiog and Sales
1998 S120I08000 (14.1% of et revemc)
2 197 5132072000 115.3% of et revemaes)
2 Lo S98.771.000 (04 0 of s e
~ toms. momm
1990, SSL264000

- Acclaim Entertainment Marketing and Sales

45303, 00

T TN
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xbox: a windows game console

(and entertainment platform)

02 July, 1999
review & demo for chrisjo

l | Vkneh Comleniat: ]





OEBPS/Images/img201.jpg
xBox Tactic #1
Ensure Supply of Superior Content

o Goals: Enable ISVs, through superior engineering support
and co-funding of development, to create the software
titles that will drive platform adoption

o Primary Tactics
— Make development path for ISV as simple as possible by
encouraging incremental changes from PC titles aiready in
development
- Provide aggressive hands-on engineering support for top-tier ISVy

~ Compensate additiona] costs required 1o take advantage of full
capabilities of hardware platform for select high-profile tiles

~ Work with a few ISV to fund development of WEP-exclusive
tithes,
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xBox Tactic #2
Build Extremely Strong Brand and Testing Program

@ Goals: Create and ensure the consumer promise of
superior content and hardware by defining a
world-class brand and the process required to
maintain the value of the brand.

o Primary Tactics

~ Create a brand that communicates the identity and
values of the platform

- Develop guidelines and a testing methodology that are
sufficiently well-defined as to protect the integrity of
the brand

- Require licensees to adhere to the logo guidelines
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xBox Tactic #3

Create Consumer Demand through Media Blitz

o Goals: Generate awareness of the platform, and build end
user demand through a multi-channel, pervasive marketing
program.

o Primary Tactics

~ Announce product six months before launch with coordinated
anticipation effort
~ Win the battke of words through incessant focus on consumer PR

~ Engage in broad-reach television campaign promoting hardware
and titles

~ Support with consumer print marketing program showeasing
superior breadth and depth of titles and market-leading hardware
capabilities
Get devies into as many hands as possible in order to demonstrate
capabilities

~ Sporung events, concerts. mall tours, road shows, E3
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xBox Tactic #4
Structure the Channel through Merchandising

o Goals: Maximize consumer demand for software titles by
standardizing packaging and presentation at retail, winning
retailer mindshare, and encouraging product trials.

e Primary Tactics

~ Work with the 12 leading retailers to create dedicated software and
hardware sections, including demo iosks

- Require adherence to uniform packaging guidelines in cxchange
for logo

~ Create and deliver compelling POS materials, including demo
samplers

Produce in-store training events for retail staff
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Marketing Plan

xBox: Goai
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XE0X

GAMES WILL NEVER BE THE SAME
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GAMES

WILL NEVER
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#2: Is the PC architecture capable?
—_—  Takeaways

Content will decide the battle, not low-level
performance numbers

o PC has some advantages over Playstation2
o Playstation2 has some advantages over PC

o Extremely strong PC IHV community has
reasonable room to maneuver by '00 and 01 if we
help them bet

o Sce DirectX slides for details on suggested ISV
push that would assist us with a console as well
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Sony Business Model
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xBox 1.0 Product Definition

o xBox Hardware Perspective
- Stancand PC componcess
Very detailed specification
- Performance o par with congettion
« NTSCPAL cutput
~ Sealed.case “spplance” deugs
~$300 recasl price posnt a1 launch (~£250 COOS)
xBox Operating System Perspective
= Windows operating system: Windews08 based in v1. Neptune beyond
- Very e sywem UL negligible OS localizition mquired
Runs subser of Win32 comeent
- Limited system exiemsbality
« xBox Customer Perspective

Hagh-pertormase gaming appliance hat suppons maluplayes & v kae in the living
e exrcemert

Plays mow bogoedbrandecd iles 308 "comverted ” FC Sty
- Plays DVOs and s
=~ Intemet-conmected

Home-nerwatkable
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#1: Is there a platform threat?

@ Consoles have been out-performing PC in h/w units, s/w units & revenue
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#1: Is there a platform threat?
drill down on Sony (Sony biz-model details on }.1.1 J2

=

.shan. n.m, Playstation
run-rate to homes
approaching total PC
industry run-rates to home.
(shough diierent wa:
home™ PCy make absolute #'s less
interesting thom trend)

@ Sony assails  *
PC Economies _, | |
of Scale; they can s |
build their boxes 1
cheaply and have
high enough

volumes to aftract
content/ISVs
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#2: Is the PC architecture capable?
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#2: Is the PC architecture capable?
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situational analysis
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& Marcet share

#1: Is there a platform threat?

@ PCs are losing share to consoles in s/w game sales
« 50% of consumer he revemues at rescil comme from FOmMES summ e

+ Only 1 of 30 top-seliing games in 1998 were for PC cuww o

« This is @ growth market for software

« Losing ISV3/Developers 0 comseles

Games _—— Computer Games | souaneo
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BOM: focused Game Console PC ‘99

o Represents a PSX2-competitive device built with much
tighter margins for all parties

Item Description
CPU 500Mhz Celeron/K6 ($20),
Motherboard ($40), case, power ($20)
Storage 64Mb RAM ($28), 2 Gb Disk ($35),
DVD ($25)

MMedia Nvidia NV20 16MB
Extensibility 4xUSB, 56K Soft-Modem
Accessories Controller

Software Windows
Misc. Pkg $9 + OEM 9% ($22.50)+ Reseller
20% ($55.59)
Total

[ Microsojt Confidential ]
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What we learned: SONY COGs

Sony Playstation 1 and Il COGS and Pricing

——Ps1C0GS
P51 Price
—+-PS2C0GS
—a-PS2Price
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#4: Are there viable business models?

e’re still learning

People are making money today
~ E.G. Sony with its business model of subsidized hardware and title royaltics (sec
next slide for details)
Existing and new OEMs are trying out variations on traditional PC business
model in order to meet demand for low-cost PCs
~ Upsell and upgrade models (¢Machines, GOBI)
~ Leased cell-phone models (GOBI, enchilada)
~ Financed (FirstPC, gateway your:)ware)
~ Financed + tradc-in/refurbished/used market (gateway your:ware, GOBI)
~ ISP bounties + scheduled advertising (FreePC, Microworks)
Our partners want us to do more
~ Compag portal PC effort, ATI set-top-box efforts, Tntel internet terminal efforts
~ Numerous other OEMs and THVs are excited about appliances and are asking for
our support and leadership
Use of title royalties to share burden of tighter margins among OS, OEMs,
THV:s is one area of investigation worth pursuing

C “Microseft Confidential: Consumer Pleari]
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What we learned: OEM Partners

“Not Strategic”:

“We understand why this is strategic for MS but we don’t think it is
strategic for us.” Michael Dell
— I can pay you or I can pay Sony” (roughly translated) Tomita - NEC

Profit model: “When Sony drops price on PS2, their stock price
oes up. I T drop price, my stock price goes down. Michael Dell

COGsS: Can'tslope down to match Sony in years 2 through 5

Reliability: tard disk is fragile

Compagq follow up meeting scheduled for 9/30
Gateway initial meeting scheduled for 9/28
Intel Pat Gelsinger 9/28 email: they want in





OEBPS/Images/img148.jpg





OEBPS/Images/img269.jpg
What we learned: Online

Consumers want to use their existing ISPs
Consumers expect to dial into a Gaming site

1 in 20 might go for a “Free with 3 years
MSN subscription” offer (might as well do it)
We assumed no revenue from Online

— Nor did we charge XBOX with an Online expense

Have not seen Hasbro yet
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#5: Do our operating systems have the capabilities

o Challenges
~ Reliability & serviceability
~ Availability
~ Media & Streaming
~ 10ft viewing
~ Multiple & simultancous users

e Solutions to these problems are broadly applicable and
some of these are now starting to get focused on in
Millenium and Neptune (e.g. Instant-On, Media)

o Firing up one or two appliance projects would further
focus these features: we need to eat appliance dogfood to
succeed

| Microsoft Confidential ] %
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#2: Is the PC architecture capable?
Hardware trends to consider: Part 1
-\~ PC Architecture —=— Sony Playstation & Playstation 2

[ Rasterization performance: | e wens
Millons of Plygons per second 4328

[ |

B0 7] Millons of Verticesper Second

lighting, texture, shading, and fog.
PSX2 plois for simple polygons (top-
dashed line) and higher-order complex
surfaces (NURBS) are also shown.
These rates vary due to their
archilecture. GGM is the spec-sheet
you've probably read about: that i for
only simple small polygons.

See FLOPS and VRAM comments on
next slide regarding complex texturing.

G A sae] 60
T
apa] 40
recibrl]
wanan] 20
! I o+
o %8 99 00 Of 97 98 99 00 Of
Polygons rates represent application of « Don'tover-ead this graph s PC goodness!
« These numbers are dramarically impacted by

content: we chose some standard benchmark
content here. For traditional geometry
transformation and lighting caleulations (for
perfoming interpolated shiading between
Vertices) these numbers are reasonible. The
Playstation? architecture should support custom
per-vertex operations tha the PC will not, and if
the content s dramatically advantaged by this,
the PC will be at a disadvantage.

C

Wicrosoft Confidential: Consumer Plan]
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What we learned: Hard Disk

* We need Win98:
— 1,800 ISVs in DX7 beta
— Most Dreamcast titles written to the hardware

~ 97% of Win98 games written to DX
&
+ DX provides for writing to the hardware

— Allows us to separate “OS” from “titles”
— Developers can use: Win32 game engine code, tools, knowledge
— Dev systems and Test systems already exist
— Provides more complete services (networking, storage)
« Means we have a $50 COGs disadvantage, day 1
» We have to leverage the disk for the consumer
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#2: Is the PC architecture capable’

Hardware Trends to Conside:

Part 2

-/\— PC Architecture === Sony Playstation & Playstation 2

[ MB Video RAM |some et _

20 100
15
10
10
5 1
o

'97 ‘98 '99 '00 ‘01
Don't over:read this graph as PC goodress!
‘Sony's rchitecture is CPU-biased. s high-speed bus
‘and fast RAM Lets it use main-memory fortextures and
Customlcomplex procedural shading techniques. It can
also decode DVD direetly to analog. s architecturc
pens the door for content designers to b creative with
very deep new graphics ideas.
PCarchitecture is co-Chip biased. Our low-speed bus
and slow RAM force us o invest in VRAM. This .
Supportslarger amouns of simple content, high
resolutions and color-depths,etc. It tends o preclude
novel & user-defined procedural techniques unless co-
Chip s tumed into a CPU (not desireable 0 datc).

Floating Point__ e i s

Performance (GFLOPS) [———=

Gfx FLOPS

7w

0 ot

On PC, GIX FLOPS can be applied to simple
canned procedural effects & textures & high-
order surfaces & lighing & bump-mapping &
per-pixel lighting, This is great, however the PC.
s very limited in CPU FLOPS 15 well as:
bandwidih to (VRAM from the CPU. Lack of
emphiasis on core CPU FLOPS in the past 10
‘years and bus speed most citical weaknesses.
On PSX2, all FLOPS are applicable to novel &
user-defined techniques. Downside is hat same.
FLOPS must be used for many graphics
operations 1s well

Microsoft Conjideniial ]
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What we learned: COGs

Biz Model success dependent on COGs reductions
Sony PS1 COGs went from $450 to $80 over 5 years
Acer has quoted $270 though we rounded-up to $285

- None of the multi-national OEMs believe they can do it
We have to reduce 25% / yr over 4 years $217/$160/$120/ $90
Acer has quoted $217 year 2. The rest is hard to imagine
RISKS:

— Can Acer do it?

How do we keep Acer moving (on COGs reductions)?

~ AMD unburdened COGs are $18
We don’t ha

e a hard quote from Nvidia
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#2: Is the PC architecture capable?
Takeaways

Content will decide the battle, not low-level
performance numbers

o PC has some advantages over Playstation2
o Playstation2 has some advantages over PC

o Extremely strong PC IHV community has
reasonable room to maneuver by *00 and *01 if we
help them bet

o See DirectX slides for details on suggested ISV
push that would assist us with a console as well

E Wicrosoft Confidlnial I ‘
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What we learned: COGs

Our BOM comparison work:

D AwD
AceR Bost  Worse 2
Components MS 900 ACER01 VIWHTC Lata Case Case 61799 BOM machine
cPy S0 20 0 v o5 S0 s S0 S0 S
HOD 2468 S50 S8 S0 s w5 s M5 s S6s
Matherboardpower supply S5 s sa s o0 S5 S5 s s
System chips) sis s 20 st5 s s
Power supply so s s sz sn s s s
Extoral Game Contolr ] 5 s s s s s s sto
‘Graphics (16MB VRAM top1ine .
30), Sound 0 s 0 s 20 s sues S0
1618 s so s s s0 s s
ovo s s s s s w0 S0 s 7
Caze + Extemal Comectors 57 57 s s10 S5 s sz osi3sw
1304 fnctonalty s s E R T ]
SPIDIF nctionalty stoost s
Sof Modem s 7 5% % M % s SS
4MB RAM s s0 s s s oS5 ss s Sa
Opeating System 50 E . T ] B
Royalis -MPEGIdoby/css. B % s 0w % % s 0%
Packaging s sto 5 s S5 se0 SO
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COMPUTER
ENTERTAINMENT

Sony Computer Entertainment nc.
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#3: Is the PC architecture Economical?

Storage | uumets

[Py

Contclls

Misc

Playstation 1 [ Soremsaingor s move oo | 575
. ks oo wht e ot poms e,
w (F5010y g5 (G0N $25 | $10 | - | 610 [$299-
ey e 7
Playstation 2 [0 | w5 | - | ss5e6| $20 | $10 | - | 638 |$199-
$249
02 msds | 93945 $15 | $10 | - | 838 | $199
o[ s T sgs | 840 | $13 | 85 | $20 | ss8 [($33)

Game Console PC ey
focused |0 - | - | - | - | - |$20] - |$269
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Sony PS2 BOM: Our estimate 9/00

Latta -

Sony Components PS2
Emotion Engine $70
Graphics Synthesizer $65
1/O processor $15
32 MB DRDRAM $50
Sound chip $10
DVD $40
Motherboard $25
Power supply $30
Controller $9

Case $7

Packaging $7

Total $328
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Top 20 Console Titles 1998
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#1: Is there a platform threat?

@ Consoles have been out-performing PC in h/w units, s/w units & revenue

200

o

UnBe0008.

s

Hardware Shipments | oo

./":::/-j::ﬁf&u

o0

som |

itle Revenue | Source: IC

Video Console

120000 .| Title Shipments | source: b

100000
0000
0000
40000
2000

Video Console

G000

(R .
I R )

® Consoles titles stole 6% share i 98

Microsofi Confidential ]
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Top 20 PC Titles 1998
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#1: Is there a platform threat?

drill down on Sony (Sony biz-model details on slide 12,

e Hom

@ Sony Gaining 1998 Total Us Shipmens Sony PSX. .

> { wTolalHomepe | =
Share: Yearly Playstation 3
run-rate to homes
approaching total PC Hlation
industry run-rates o home. 4 r

though different ways to count 2

home” PCs make absolute #'s less 0

interesting than trend) 1995

1996 1997 1998 1999

® Sony assails
PC Economies

of Scale: they car
build their boxes
cheaply and have
high enough

content/ISVs P TS | PNEC Compq Glewy WP 1M

[ Microsoft Confidential ] s
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ISV: what we have to do

« We have to acquire content
* We have to get to 30+% share on our console

— Larry Probst “Si
+ A content acquisition would provide across the board
credibility:
+ Toall skeptics as in:
“The hardware wasn't the hard part”™
“They getit, it all about Content”
“No Ifs, Ands or Buts, This thing is real!™
 To the ISV community: Shows our commitment to get to scale
+ To PR/ Consumer: “Look at what you can do on XBOX”
+ To our Vendors (Acer, Intel-AMD, Nvidia)

gle most important thing.
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the xBox
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Xbox / PSX2 graphics (1)

NV20 | PSX2

Dual Texture Fill Rate 1200Mp/s | 600Mp/s

Sustained Triangle Fill

35MTri/s | 25MTri/s
Rate

Sustained Curved 25MTri/s | 15MTri/s
Triangle Fill Rate

AntiAliasing Method | MultiSample | MultiPass
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xBox Discussion Outline

e Vision and Strategy
Product Definition
- Guiding Principles/Strategy
= Metrics for Success
o Challenges and Responses

~ What issues must we solve to be successful, and plan for
addressing them

o Execution
~ Overview of product plans and tactics
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“Hail Mary”

XBOX - 12-21-99
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Project Definition

o Create a new consumer platform — “xBox”
o This new platform is based on Windows
technology and the PC architecture

® This new platform is designed specifically for the
living room
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Common Graphics Architecture
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Things I am skipping

CWD Windows-platform benefit, or lack there-of
Our long term Console platform play... or prayer
Copy protection

“Level 57 =» XBOX-compatible-PCs

What browser we will use

Console compatibility

CPU (Intel or AMD) & Graphics decisions / risks
Marketing Demand Generation & Channel
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Consumer & 3D Graphics Trends

(Be sure 1 read Evolution of Consumer 3D whitepaper)

o Consumer (gaming) 3D requircments are outpacing workstation
requirements and arc driving hardware industry duc to volume
~ Several key vendars fighting to be the “Intel of 3D Graphics™
e Very cheap 3D hardware now capable of TV-quality real-time
rendering
o PC memory speed, bus speeds, and poor CPU floating point
have led to oddly graphics-biased architecture that doesnt fit
classic PC business model of ever-increasing CPU-capacity
o Noone leader driving for fundamental PC architecture changes
to address Consumer 3D challenges
~ Some pressure in high-end workstations —c.g. latest SGI box with
crossbar bus ~ but this s the wrong space

.
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Lastly, Convergence

How do we:

— Prioritize, focus and integrate our efforts
« Build a family of products (XBOX, WebTV, STB, ec..)
* Have rategy / integration roadmap
« Eliminate duplication
How many projects are there?
- WebTV
- Set Top Boxes (several variants?)
- BIWinCE
- ValueWin
- XBOX
Recommendation: 2 people each from XBOX, WebTV,

STB and CWD meet once a week for 4 weeks with Bill to
develop a plan. Point being: this is a Sr. Exec / Bill decision
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Evolution of the PC

Why Graphics Matters

Camcrc | [ s suw |
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Market Opportunity

Worldwide overview:
— 177 million Next
(source IDC, June 1999).

U.S. Console Market siz

Sales: 12.8 million units in 1998 in US, and $1.6 billion in retail revenue (Source:
NPDITRS]

on consoles to sell in 2000, growing to 45 million in 2003

game console systems (souce: Firield GameTrak 29 Q 1999)
— 107 million U.S. “active video game play
oftware Market Size
More than 800 millon working video softare e i U.S. s Fafied G 24
99)
$3.7 billion spent at retail (U.S.) on console games and $1.23
computer games, a 3:1 ratio (source NPDTRSTS 1998)
110 million console titles sold in 1999 versus 73 million PC game titles (soure 10C)
Recent News: First Day Sales

— U.S. Dreamcast launch totaled $98 million in sales. Contrast this with first day sales
: Episode One — The Phantom Menace™ of $28 million

14 GameTrak 29 Q 1999)

" (source: Fai

illion spent on
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Common Graphics Architecture
Process

o Three pillars of the common graphics architecture
~ Graphics API & DDI will drive forward through the standard

DirectX development process. DirectX is our APUDDE
architecture and roadmap.
A hardware roadmap will be jointly created that outlines in detail
the minimunm bar for graphics performance for Microsoft
platforms, Like the PCXX specification in concept, but
significantly more concrete with details, Example included as
aBax, Graghics Architecture Subsysiem.
PC Architecture roadmap for 3D graphics will be developed by
CWD and driven ©0 OEM, [HY. and CPU partners. First emphasis
on fixing PC bus and memory issues. Later focus o CPU FLOPS
or CPU changes.

o APLDDI architecture and hardware architecture can

become common 1o non-x86 Microsoft platforms

o PC architecture changes may become common across
platforms if/when IA32 phases out.
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PSX2 / XBOX graphics comparison

+ Fill rate
— Parity with single-texture case
~ 2-4x PSX2 performance with multitexture
« Polygon throughput
~ Parity with real-world polygons (textured, shaded, z-buffered), but PSX2
ahead with simple shading models duc to bandwidth
~ PSX2 ties up one vector processor in CPU with setup calculations for
graphics and may be a bottleneck
+ Memory
— PSX2 memory-limited
« Built into graphics device and can’t be expanded
« significant burden with IS
+ PSX2 approach requires significant work to extract performance
potential

We will have graphics several generations ahead of PSX2 when it's
potential starts being reached

Vs, limits richness of content
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Plan of Record

Ship XBOX Sept 2000 in NA and Europe
— Announce $299 SRP, plan for $249 day 1

— Pre-load 3 games on the HDD

— Include one controller

Ship Japan spring 2001
Drop price to $199 Sept 2001
Drop price to $149 Sept 2002

FYOI: lose $518MM
FY02: lose $201MM
FYO03: make $297MM
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The Dream

* We win when:

— We have built:
« a $5B per year HW / SW division
* with 15+% responsibility margin

« Maybe it turns into a platform
» What about UPnP et al... what’s that dream?
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ITTUNER  maction w/BILE

game console strategy follow-up

17 June, 1999
CWD






OEBPS/Images/img272.jpg
Risks

+ IMMENSE:

— Intel-AMD, Nvidia year-one COGs and schedules
* Price premiums, yields, bugs

— Year 2 and beyond COGs reductions
« Keeping Acer properly motivated

— Getting to 40% title market share

— Launch Titles for year 1

— Launching in Europe in year 1

— Launching in Japan at all

— Hard disk reliability
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Goals for Today
Based on 5/5 Meeting Feedback

e Common Graphics Architecture
— Overview of what it is and the strategy
e Detailed project plan for PC
architecture+Windows game console
- Strategy, technical plan, business model, marketing. total costs
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Other Option Investigated

» Nintendo

— I asked Takeda in Kyoto and Arakawa / Fukuda
in Redmond to ship Dolphin as X86 with a $20
Windows royalty

— They can’t re-direct Dolphin. It is PPC

— Takeda is open to working with us on Home
Networking and Online

— Takeda is willing to visit us to see what we have
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Reasons to Proceed

 The Gamer community is the right constituency to go
after. Enthusiast Gamers = innovation
* They are engaged and passionate
« They can be relied upon to participate
« They might be the only end user community with influence

+ All other avenues to the home are encumbered by cable,
phone and portal (?) companies

* XBOX is a chance to start our own independent asset
base in the home
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Reasons to Cut & Run

« Itis unclear what the long term value of 43MM
installed XBOXes will be

~ XBOX will not terminate a fat pipe connection
* MS will have 3 boxes: XBOX, Dishplayer, STB
* STB & TV-Pack is what ATT, Charter, et al license

+ However, cable modem and DSL suppliers will lock down (make
proprictary) their fat pipe connctions.

+ XBOX will be downstream from either a TV or a PC broadband
connection

* The XBOX 8 year loss is $900MM
* XBOX performance is at parity with PS2
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“Hail Mary”

XBOX - 12-21-99
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What a “yes” today means:

 Announce: CES / GDC

« Financial Outlays:
— $1B for Hardware (same as 9/29)
— More headcount and / or ISV royalties
+ Requested 110 incremental on just XBOX 9/29
* That number has increased to 315
« Total HC (with EBU) now 590 people
— $1B in content acquisition
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What Success Is / Isn’t

* Goals:

~ Establish our brand and key standards in the Ii
XBOX 1.0 (earn a seat at the table)

~ Develop long-term assets - content franc
online gaming (and download) service

~ Ship 43MM consoles and 106MM:+ games over 6 years (8 years)

ng room through

1P, and a profitable

+ Non-Goals:
~ Uber-unification
~ Pushing produictivity apps into console space
~ Fix PC Gaming fragility
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Required Outcome & Recommendation:

* XBOX P&L:

— Our decision: Whether to invest (lose) $900MM over 8
years to build a $4.6B/ year business with sub 5% RM

* We can only proceed if Console success is
fundamental to CG’s success
~ If un-modeled upside entices us (up-coming slide)
« Final, Final, Final decision needed
Unified “closed-ranks™ if we proceed:
* Nothing but support and personal commitment from you guys
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My Involvement

Assigned / Drafted July 21

Thankful for the opportunity to do something
important for the company.

Spent the past 70 days:
— Building the infrastructure of a team
— Investigating: talking to customers, OEMs, ISVs

Met with: Dell, Compag, Gateway, Acer, NEC, Fujitsu, Toshiba,
Casio, Sharp, Konami, Square, IEA, Nintendo, and Intel
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PC+Windows Strengths

e ISVs
— 30K Windows ISVs, 2-4K Games ISV's
o Tools
~ Mature tools, ISVs prefer developing on Windows

o THVs
~ Innovate yearly, best 3D graphics minds around, highly
competitive
o OEMs
~ Know how to optimize PC, innovate quarterly, see living-room
opportunity, want to participate, want leadership
o Users

~ Hundreds of Millions of Windows users we know use their
computers for some gaming
~ Know that gamers want to play on PCs, many prefer PC games

[ Microsoft Confidential |
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Gaming Strategy
The PC+Windows Approach

5 May, 1999
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xBox BOM: retail ~$299

Item| Cost | Comments

CPU-SRMHKS3 | S | AMD cotmme o e gmenty 3000
o T i
Mothrboudzover wpply | 842 | ,,
Sumems Gama Coumot T U38 poteyat of brmproems
Coaphic (188 VRAM g e 30, Somnd T
D] vl VD 0

Retail Price  $312.97
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Agenda

e Follow-up from 4/30 CWD Appliance discussion
— Clarity on PC 00 bill-of-materials (Smin)
— PC vs. PSX architectural differences — see whitepaper

— PC+Windows strengths and how to bring them to bear
(15-20min)

e Next Steps (Smin)
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Business Model

o Basic philosophy
- Conscrvative approach to overall model based on high volume
market

- Ageressive approach to speading (o enter the market
o How we approached this

- Looked at Ww subsidy and royalty models

- Looked at online revenue sources

- Looked at PC and upgrade business
o Result: Hybrid of classic PC model

- Great OS licensing revenue potential

Great 1 party 'w and Ww revenue porential
~ Good on-line tevenue possibilities
~ Potential for title royalties afier we have share?
= .. but very strong oginions on this!
- Poteatial for upgrade or add-on-pack royalties?
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Xmas ‘00 PC Game Console: retail $333

Item| Cost |Comments

CPU - 500 MHz Celeron/K6

reduced CPU margin

HDD 2GB

Standard HDD price trend

Motherboard/fpoer supply

Extemal Game Controller

0SB gamepad v tiving wom cox

Graphics (16Mb VRAM top-ine 3D), Sound.

several THV's expected in this range

DVD.

‘olume DVD by ‘00

‘Case + External Comnectors

‘Soft Modem

64Mb RAM

‘Standard RAM price trend

‘Operation Sysiem

08 license reduction

Packaging
Total

‘OEM 9% Margin
Sub-total

52295
527795

Reseller 20% Margin

$55.59
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Business Model Summary
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Xmas "00 Playstation 2: retail $299

Item| Cost |Comments

CPU 300V 125-5t Emotion Engine | $50-100_| Unknown yeld,oher costs
HDD |  wa | NoHDDinPsX2
Moterbommlipover supply |7
Extemal Game Controller $5-7
150z Graphics w/ 4Mb VRAM, Sound | _$80-100_| Uknown yield,oter coss
VD[ 525 [ volume DVD by 00
Cose+ Evtemal Cometors |7
[ SoftModem | wa__| Nomademin PSX2
520Mb Direot RamBUS RAM | 54060 _| Aggresive s
Operation System 50
Packaging |7
Total | $342-$425
Hardware Subsidy | ($75-$160) | Xmas *00 estimate
Subtotal | 5267
Reseler 12% Margin | _532__| Gl rying o nd ot i 129 ight)
Retail Price| $299

Microsofi Confidential
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XBOX

9/29/99
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certain sites, doesn'l sup
play games) - M

» Have or intend to get a PC with internet access- 30% cited
this as a reason for cancellation

» Problem with connectivity ml!m.i!uﬂom
disconnects, unable to connect) - approx 31% cited this as.
areason for cancellation

. wmummww 27%
Unexpected costs associated with web TV distance

= phone bills, ISP service cost, etc.) - 22% i
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What features are important to customers?

% rated as one of top 3 most impontant features
(mlwﬂqdmmwmm

[ Graphics

Multplay w/ others in same room _
| _OVD Movies

Mat-play via Intormet
Manufacturers Brand

Avirty To Use PC Applications
Play O%d PC Games__
Wl play over home network
| Pareotal Contra over types of games played

Piay xBox Games On PC
Parental Conirol over imes games can be played| 1
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N64 vs PlayStation

e More compelling titles from aggressive
evangelism program

e Smarter choice of h/w (particularly CD vs.
Cartridge)

e Longer term $ commitment in marketing,
evangelism, publishing, quality assurance

Microsoft Confidential: Consumer Plart
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Market share impact of features

(1) xBox becomas market

\~ leader itit can run
Playstation tities ~ xBox
gains 16%, PS Il loses 7

(2) other key features

include Online
Gaming, Networking s swe
& DVD e
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Cannibalization Potential
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xBox Platform Evolution

o xBox is an extensible platform

e Our opportunity in the living room is 2000

o We get into the living room in 2000 via game
content

e After we establish market share, we broaden our
content base
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Why will customers buy xBox?

+ 30% of respondents said they “definitely/probably would™ buy $299 xbox w! PC
title and netwarking compatibility v. competitors
ot ~ Y tmes  can vy
o Orfine playatlo newok  OVD

oo Pice Gaming onPC w/PC movies

. g
3000 Sony §249 X x

Jox xbox $29% X x x x
Ninendo  $199 x

L wx  Seg $199 x

- I

o

Sony  xBax Nitendo Sega  None
S349 5299 $1% _S1%9






OEBPS/Images/img10.jpg





OEBPS/Images/img11.jpg
Diagram 1 = Xbox architecture
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% Market share

#1: Is there a platform threat?

O PCs are losing share to consoles in s/w game sales
« 50% of consumer shy revenues at retail come from games e rc s

« Only I of 30 top-selling games in 1998 were for PC sweermo)

« This is a growth market for software

« Losing ISVs/Developers to consoles
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Sony PlayStation 2 Specification
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Recent Sony Announcements

PlayStation2 Announcements
Japanese Retail Launch Price
39,800 Yen ($360)
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+ Hard Drive for
(50GB for $100

Graphics Workstations based on
Emotion Engine
+ Run Linux OS

Plans to Produce Dig
« Approached Lu

stion 2

Movies

“Third Party Tools for PlayStation2
RTIME Network Engine
Mathlabs Physics Engi
Aureal Au 2 ¢

Staccato Music |
OpenGL Graphics

New Complementary Products
$1B Cablevision STB order
TiVo DVR Strategic Alliance
Memory Stick Walkman
Unannounced PDA (from IFA

Trade Show/Berlin)

) Wireless Local Loop
S
Sony Style Ma

ibrary






OEBPS/Images/img136.jpg
ony PSX2 s taking a page from the.
& %mm’:mu
‘compatibility: PSX1 content will kickstart |
their PSX2 platform cycle, making it highly
attractive to users, retailers, and IS’
ek it i i
e Sl
features available to ISVs
‘o For PSX2, Sony will not fail on low price.
“or ability to produce high volumes. The
mn:w&mmmmt
not ! 0N, as own
S






OEBPS/Images/img257.jpg
Sony Response

Sony will drop prices faster. We model $249 in fall *00

Sony will cost reduce faster.

— They’Il know how hard it will be for us to reduce COGs

— They’ll get to $199 / $149 and maybe $99 sooner

— We model $199 fall *01 and $149 fall *02
Sony will try to lock-up content

— Will spend money for exclusives with Konami, Square, etc...
Sony will try to block us at retail

What will they stop doing with us in Windows?
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Repeat of 4/30 BLT Slides

e Define and present a framework for thinking
about PC appliances

e Outline the challenges of appliances
Ts there a platform threat?

Ts the PC architecture capable?

Is the PC architecture economical?
Are there viable business models?

R N

Do our operating systems have the capabilities?

e Walk Aways

Microsoft Confidential ] 1
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What we learned: ISVs

« ISVs:

— Want a strong competitor for Sony
— Are perfectly comfortable with console royalties
+ Though expect a year-one “deal / break™
— Want to write directly to the HW (“Not VB programmers™)
— Don’t overlap (PC vs Console) as much as we’d expected
— Console ISVs have never used a hard disk (so don’t
appreciate it)
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PC Appliances: What, Why, How?

o What is a PC appliance?
~ PC appliances are activity-focused (limited-purpose) hardware devices for
the home built atop the general-purpose PC platform — x86 hardware.
architecture and a win32-family operating system.

o Why explore PC appliances? Per DavidCol’s initiative:
~ Low cost PCs a key business challenge, approaching CE pricepoints.
~ There are competitive pressures in the appliance space: Sony, Linux, AOL,
sun/javaJini, Matsushita, BeOS, etc.
~ We're hearing partner interest from OEMSs, THVs, and ISV to provide leadership.

o How are we analyzing PC appliances?
~ This presentation is just the first stage of our analysis ~1mo of effort so far
- We've partially drilled down on the game console appliance for the purposes of this
presentation.
~ A media console dedicated to digital media is the other flavor of PC appliance that
seems most appropriate to drill into next

[ Microsofi Confidertial ]
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PC & Console HW / SW Run Rates
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* The problem with PC Software is ASP decline
« The Console market is healthier and growing
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What We Do

e Do everything possible to enable our ISV to create
the best content in the space
— this is what will determine the success of the platform

e Create a strong logo program that associates content
with the platform and ensures ease of use

e Use natural strengths of PC community
— broad hardware support, networking technologies, tools, etc.
e Drive sales by giving our ISVs’ content the highest
possible consumer visibility

e Fold innovations back into desktop platforms

[ Microsoft Confidential
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What’ll Happen Next

* Huge PR pick-up
— Cover of many business magazines: “3DO Deja Vue?”
— 3 WSI front page articles in the next year
« “Microsoft declares war on Sony”
Enters Console Market
» “Couldn’t stand by and do nothing any longer”
» “PC Cost Model a Burden™
« “Microsoft tries Content again”
“MS bolsters Console effort with Content Acquisition(s)”
soft — Intel (AMD?) abandon OEM model”
an vs CE King:” Can MS compete in the Consumer market?

* “Mi
» “PCTi
+ “Will Consumers buy Both?”

Microsoft’s only hope is pari

» Analyst skepticism: “Distracting” “Diluting”

with Sony
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What We Don’t Do

DON'T get hung up on technology
~ this is a content driven market!
DON'T pick a single vendor to build the box
~ rapid, competitively driven innovation is the hallmark of our industry
DON'T create custom hardware
~ let our expert partners design it for us
DON’T defocus the product by adding extraneous features
~ gamers want features that cnhance games
DON'T replicate Sony/console business model

~ This is suicidal, pe+windows community business model is stronger and
sustainable

DON'T invest without advantage back to desktop OS

DON’T do anything that makes it hard for our star ISV to beat
consoles

Microsofi Confidential
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Sony Quotes

"One day the PlayStation might become the hub of houschold entertainment
and computing, allowing you (o edit videos, create and send email posteards
and watch movies. Since it will have a high speed internet connection, you
can play games online and view web pages on your television. The device
will also work with video cameras, laptops, and printers. This mean
software in the future could enable you to use your console to edit digital
images on your television screen and send them over the internet. Some
people are even plLdlclmE that the new PlayStation will compete directly
with desktop computers.” (Sony Style magazine, Fall, *99)

“Sony was calling (the PlayStation 2) a "Trojan horse” entertainment
appliance,” said Forrester's Schwartz. "They've just dropped the Trojan horse
]7;|rl." by Robert Lemos ZDNet 09/27/1999
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Next Steps

e Present next-level of detail plan: give us 2hrs in ~2weeks
~ Dedicated group in place focused solely on closing this plan

Timeline: 3-year, detailing betas, releases, partner dates

Development Plan: OS+DX+HW work necessary to deliver

Business Development plan: sign up key partners and

Staffing plan, Marketing and Evangelism plan

e Need partner feedback and sign-up

~ Intel - ow-cost Celeron, Northbridge, gfx integration
~ AMD, Cyrix - low-cost CPU
~ NVDIA, 3Dfx - key 3D hardware IHVs we'd want to work closely with
~ LucasArts, EBU — key PC tile shops, best feedback
~ Compag - interested/motivated OEM

e Very tight timeline for Xmas *00 — we can’t delay
— ISV’s already developing 00 titles, need to know now
— IHV’s already prototyping 00 cores, need input now
~ Deciding 2 months from now will be too late

i

afi Confidential 1
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Sony Business Fundamentals

+ Games Division: Sony Computer Entertainment
$6.5 billion revenue (Sony FY '99) (37% CAGR over 3 years)
~ $1.6 billion EBIT (24.6% of revenue)
~ Return on Assets of 38%, compared with Corporate ROA of 2.25% on the
remaining $50+B in revenue
~ Provides 40% of total Sony operating income (and only 11% of total
Sony revenue)
+ Through March "99 (began in FY94):
+ sd million units of PS1 with 21.6 million in Sony’s FY 1999
¢ (Sony and 3 party) with 194 million units in

* Within Sony Electronics:
* 4ofthe S divisions mention “networki

are your 1394-11
and maybe £

in their group name or mission

protection (
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Why do we think xBox is important to the PC industry?

« Sony is threatening the PC:
— Phase 1: Guarantee 100million game machines sell in 4 years
~ Phase 2: Compete with the PC
+ In-home networking.

tal video (Sony PSII includes DVD player)
1 audio

+ Type 3 PC1 slot for a cable modem & HDD.... targeting downloads, not game play
+ PCMCIA slot for future expandability

~ Setting proprictary standards (HAVi / LLink (1394 protocol))
ensing technology to the Consumer E industry

ol
= 86% of U.S. familics with teens have a console!
~ U console houscholds exceed PC gaming houscholds (43 to 38 million)

43 million US houscholds own an avg. of 2 systems each for a total of 86 million
rking game console systems (Fairficid Gamelrak 2+ Q 1999)

~ Inthe U.S. alone, 21.4 million users “will definitely” or “are highly likely™ to purchas
Next Generation console in the next 2 years (Fairficld GameTrak)
Game consoles may enable up to SM additional US Internet u
+ Game software moving to consoles:
+ 42% of all games were witten for the PC in *97,

s by 2004 (Forrester. 9/99)

pped (0 40% by *98
34% revenue share for PC games in *97, slipped to 28% by 98
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Today’s Decision

+ Build a console business a-la-Sony
— Ship Fall 2000, with a risk of missing holiday
— Issues and Risks presented here

* Prioritize, focus and integrate our efforts
— Build a family of products (xsox, webTv, ST8, etc...)
— Have a strategy / integration roadmap
— Eliminate duplication

» Do Both
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PC+Windows Approach
Overall Goals

Play On Our Strengths

e Drive creation of best-of-breed content on
PC+Windows platform by enabling ISVs with
platform definition, tools, support, clear marketing
to users

o Utilize industry strength, producing a crisp open
game console platform that encourages innovation
and competition among OEMs and IHVs

e Use resulting game console platform to make
Windows key to the living room

Microsoft Confidential e
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What a “GO” today means

Open M&A discussions with EA ($6B)
Order $1B worth of XBOX

Start the Marketing Heat

— Announce we are shipping this product in October
— Announce our title royalty plan

Fund 100 incremental HC (I'll fund 10)

— Reqs get opened... we go

FY01/02 losses of $719M over 11M units sold





OEBPS/Images/img2.jpg





OEBPS/Images/img1.jpg





OEBPS/Images/img186.jpg
Review of Project Goals
Decision criteria

e Revenue Goal
~ Yes, we can make money.

e Platform Goal
~ Yes, we can expand the market to the Jiving room.

o Leadership & Perception Goal
— Yes, we can generate real consumer excitement.

— Yes, we can lead our partners and the industry.
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The Bottom Line

o Wecandoit However.
= Mig up-tront investment and retum sct guarantesd
- Time is very, very tight for ‘00
We must push into the living room
= This is an excellent entrée
We have title inertia
- PC architecture s capsble
1€ you say yes in the next wo weeks,
~ We can do for ‘00
We do a checkpoint in 2-3 mos
We'll have s functioning xBux protatype for you (0 use
We'll have OEMs signed up 0 manufacture
We'll have exclusive content commitments under LOI
We'll have commitments from retailers

oy i, e 0 back 10 our day jobs buildiag Millennium and
Neptune
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Customer Research
Process.

o Tested 400+ gamers on intent to purchase next-
generation console products based on published
specifications

- “xBox", Playstation I, Dreamcast, Nintendo 2000
“Dolphin”

~ 50750 split between PC gamers and console gamers

- 81% had PC in household

62% owned Nintendo, 53% owned Playstation, 7%
owned no gaming product
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Business Model

o Basic philosophy
~ Conservative approach to overall model based on high volurne
market

~ Aggressive approach to spending to enter the market
o How we approached this

~ Looked at h/w subsidy and royalty models

- Looked at online revenue sources

~ Looked at PC and upgrade business

o Result: Hybrid of classic PC model
~ Great OS licensing revenue potential
Great 1% party s/w and hw revenve potential
~ Good on-line revenue possibilities
Potential for title royalties after we have share?
= ... but very strong opinions on this!
~ Potential for upgrade or add-on-pack royalties?
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Business Model Summary
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Immediate Costs Rollup

e Heads: ~50 incremental
e Dollars: $220M
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Configuration Settings

e Parental locking is only user config
— Game cache management also has UL

e Display resolution and depth fixed

e Hardware capabilities fixed

e No user customization of shell UI

e Output device has audio/video controls
— Volume, brightness etc.
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xBox and the Internet

e Built-in 56K (v.90) soft-modem

= USB-NICs for broadband and home-nct for ICS client
e OQEM configures narrow-band ISP
o Built-in Lobbying/Matching (DirectPlay) APIs

e Updates, error reporting through web sound good but still
TBD due to user experience constraints

 Browser components exists in OS

« Open questions for later business model discussion
~ Sell a “Browse the Web” CD that launches built-in JE?
~ Sell a “Browse the Web" CD that launches WebTV UI?
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Costs Roll-Up

Headcount

o R&D: +21FTE, +11CSG

- 8 SDE, 4PM, 7 FTE Test, 2UE. 11 CSG Test
o Marketing: +45

~ Consumer Marketing: 7 Heads (?)

~ 1GPM, 2 Advertising. 1 Promotions, 2 Public Relations, 1
Admin

~ Channel Sales: 10 Heads
- 5 Sales, 2 Merchandsing, 3 Channe! Marketing
~ Developer Relations: 10 Heads
- & Evangelists, 1 Bus Dev Manager, § SDEs
~ International Support: 18 Heads
- Two key temtories: UK/France/Germany and Japan
= 1 Advertising, 1 Promotions, 1 Public Relations

~ 2 Sales, 1 Merchandising. 1 Channel Markating, 2 Daveloper
Support
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Costs Roll- Up
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Marketing Plan

“xBox" Definition

« MISSION - Create & mew, sustainable Business i the iiving room for Microsoft, its
OEM custorners, and its ISV a0 IV partaers.
- Ot P wcomotogy ms crmess o @6 Iving foom s o doduied ermsral oo device
i Coavumer Semih fcares s wproprise acd perieption
Faned o I s e s Ghe v o0, LEATEING the BN NATH el
Cmenty wsed 5y comok mumsficruren
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o whch 0 enpund funcionsiey
* SITUATIONAL ANALYSIS
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OEM Partner Plan

e Haven’t felt we're ready to talk with OEMs
~ Concept is to pursue 2 traditional and 1 non-traditional
OEMs
— Acer thoughts

~ pros: strong interest in appliances, STBs and consoles,
rebrandable

~ cons: pulling out of US retail (becoming supplier to IBM, etc)
- Compagq thoughts
~ pros: appliance interest
~ cons: possibly too unfocused at this time
o OEM motivation through hardware logo and *“2%
PC” message

5
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Launch in 2001

o Advantages
~ Gives us more time o build marketing infrastructure
~ Gives partners more time to build products
~ Allows us 0 “go Jast” - adjust to competition

e Risks
THV and OEM partners pursue theic own plens
Microsoft loses more developer momentum
Competitors secure the opportunity
- Microsoft is playing first phase of strategy while competition is on to
second phase.
- Key early adopters aleady advocating competifors' vision
Competitors better able to adjust
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Launch in 2000

o Advantages
- Caich competition whea most vulnerable
~ Fow cansaletilles that slly shaw off the hardase
- Dyt et developaucat wols
~ 15V still relasively uncommitted
- Duvelopment souc and NPV’ will be x Bighest point

- Securs maximum partoer mindshare
- Win in key consumer demographics
* Risks

- Microsoft unable to create channel cxpentise and build brand in time —
need to hit a solid base hit with version 10

~ OEMWIHYs unsble to deliver scceptable perfomance and appropriste
price points

~ ISV tile misx, feature set not appropriate to living room

5
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Why is 2000 Important?

o Early adopters will drive rest of market
— Sony got early adopters with PSX1
- Sega failed, Nintendo focused on kids

o Early adopters will create buzz, mindshare
~ Focus initially on technology

— Casual gamers care about games, franchises, other
types of software
— Occasional gamers follow word of mouth, price
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Market share impact of features

(1) xBox becomes market

N~/ leader if itcan run
Playstation tities — xBox
gains 16%, PS Il loses 7%

@ ) Other key features
include Online

Gaming, Networking wsshare
&0VD e
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IHV Partner Plan

o Architecture and Performance: “common graphics
architecture™
See Direct3D in DX&.0 Specification and zBax Graphics
Subsvstem Specification documents
o How Many Vendors?
~ 2310 minimize risks, choose those with 2™ generation GFX and
Lightng support
- NVDIA, 3Dfx precty clearly fit the bill on all fronts
~ ATI, Matrox, AniX are other possible partners

o Costs of vendor relationships

- Can't rely on HV drivers for xBox: 1 or ¥ SDE per partner +
additional test

- Additional support
- guanneed purchase of minimal uniss?
— ship drivers i other OSes

Microsoft Confldatsal: »
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CPU Partner Plan

o Using Lagging-Edge CPU parts in "00 and '01
~ Work on CPU/GIx imbalance (sce Evolution of Consamer 3D document)
for "02, no dire hurry to impact ‘02 parss this year
o Intel

~ high-performance graphics and lagging-edge CPU doesn't fit their
business model

~ Recommend: keep them informed of what is needed for them to
participate
* AMD
-~ Highly willing and actively engaged partner: industrial design,
motherboards, BIOS, you name it
- Recommend: AMD key, but not exclusive, partner, provide reference
motherboard design?

o Will talk with Rise, IDT, Transmeta, others if we move forward
o Need to promote high-end parts of these partners elsewhere

=
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Why will xBox deliver better content?

ISV Value Proposition

i

Sony Playstation 11,
Nintendo “Dolphin”
Pros:

© Retail marketing & brand track
record well-established

® Great hardware
® Dedicated installed base

Cons:

© Controlled business model

® Weak development tools

o Radical platform shifts

o Expeasive SDKMardware
licensing

o Marketing & Manufacturing
resiciions

xBox
Pros:
® Open business model
® Few reswictions
® Great evolutionary hardware
from several sources

® Mature, evolutionary,
inexpeasive development tools

Cons:

© Reuil markenng/channel &
brand unproven

® Fragmented installed base
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Un-modeled Upside

Other businesses:
— We’re working to offer / partner on an MP3 player
MS GameZone “$10/month subscription” goal
« Hard to fathom... needs to happen
— $49 Browser + Keyboard offering
— We’ll offer an MSN bounty

* Wn. understand gamers consume a lot of hours
MSN
« Leverage our retailer relationships to manage the offer
— We hope a “Level Packs” business will emerge
— Build XBOX to be a de-populated PC motherboard

‘ncourage OEMs to buy XBOX motherboards to build into
XBOX compatible legacy-free PCs. Get an OS royalty.

* Maybe these need to be dual boot?
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Why will customers buy xBox?

+ 30% of respondents said they “definitely/probably would” buy $299 xbax w!
title and networking compatibility vs. competitors

0% ~ N imes  Can Py
Calino playable network  OVD

“wx Price Gaming ©nPC w/PC movies
5248 x x

0% $299 X x X x
5193 x

% §198  x

10%

o

Sony  xBox Nintendo Sega  None
5249 §299  $199 5199
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xBox Operating System

o Win0ubased
- Based on Milienium techaologies
~ 9xis design cemter for today’s consumer IHV, game ISVs
® Ovly small, well-contsined changes required for consumer expericnce
~ Fast boot, erroefblue-screen handling, registry sand-boxing and isolated
applications (so DLLs)
o Constrained platform definition eliminates many of the problems of the
general Windows model as consutmier device
= Sealed box, consisient set of capabilities, 50 new devices or device drivers
(except USB). no configuration
- Fived set of USB class drives (vis NDIS-§ for USB-NICx) ané highty
Comrmined drives apas

- OS wpdases supported
~ No general shell, fokders, desktop. 00 user muntcaance
~ One application runing st time
« Rock-solid set of graphics and peripheral drivers co-developed with
MS engineers

I <rc Conidennal ]
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Problems

P&L:
~ We lose $900MM over § years
- coc come down enough
Growing the 1% party game share
Out-performing the PS-2
We think we will be at par with Sony

NV 20/ ATIfll rates don’t beat Sony
* Gigapixel-WebTV plan is t0o risky for ‘01

Little online magic:
~ S6K... limits gaming and downloads
broadband just 17% of NA HH end *02

Distribution / Ops / Logistics challenges
Japan remains TBD
XBOX is an incremental investment to WebTV

never

E
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Who is the xBox customer?

e 15-29 ycar old males
— Key influentials in the game market. drive consumption

~ Primary game consofe customer, large degree of disposable
income, very invested purchase (>110 hrs/weck of game-play)

- Population is ~29M domestically (45 Coume Sarom)
Bad news: these are current console owners
~ I's where the business will come from
~ I we skirt the target, we'll be a bit player
Good news: most console owners are PC owners
~ 96% of consale gamers also play on PCs
- 50% of PC gamers also play on consoles

Will test perceptions of PC and see if it can be turned into
a differentiator
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Hardware Scenarios / Alternatives

Plan of Record: AMD-K7-600Mhz / ATI / Ethernet /
8GB-HDD / 4X-DVD (with movie playback) / USB(5)
/ 64MB-unified-memory / NTSC-PAL / Modem

Things already gone in PoR:
— 1394 (save $2.01)
~ nVidia in favor of high risk ATI (save $10 on first day)

If we ship / position ourselves as a “Broadband SKU”:
— Remove: Modem (save $5.18)
— Saves $221MM

Other feature to go: Movie Playback (saves $5/unit):

— Hurts demand
— Saves $214MM
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What drives console sales?

Great Content.

o What makes content great?
~ Great developers
— Competitive hardware - graphics & sound
— Heat — Large, well-supported market provides
financial incentive to make the investments

— High-quality tools and a rich development
environment — high production quality
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P&L Issues

Over 8 years, the plan of record loses:
~ RM: $305MM
— CM: $888MM
Year 4 (15MM units) has a 2.6% RM on $4.6B in revenue
COGs don’t come down enough:
From $291 to $171 over 6 years
Street price never gets below $179
~ Sony’s model is $199 in year 2... takes us ‘til year 4
MS title share: starts at 39% year one and declines to 29%
3% party royalties run $5.63/unit in year one. $6.04 later
Channel keeps returns for a discount off invoice:
3% for console / 10% for peripherals / 15% for software
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Why can xBox deliver better content?
Debunking console myths

e Console ISVs are PC ISV

= Nintendo. Namco, Konami are the only top-20 console-only
publishers

= Therz is no hidden console talenexpertise that creates Mario,
Zelda, Crash, etc.

© xBox provides incentives for ISV to deliver console-
like titles that do not appeal to PC gamers
e PC games consistently dominate “Best of E3” awards

-~ 60% of all category winners, including Best of Show, Best
Spons Title, Best Graphics, etc.

———— T
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In-market “What Ifs?”

* We have to match Sony console ASPs «  Impact: $2,441MM

(299/199/149/129/99/99) Loss widens t0: $3.332B
*+  XBOX achieves Sony's title attach ~ +  Benefit: $621MM
rate (roughly +1.5 more titles) Loss declines 10$.2678

* High-cnd Games ASPs 510 /unit  +  Benefit: $313MM

Loss declines (0: $.575B

2
z

 We achieve life-of-project 38% fitle
market share
« Our paid-out content royalties decline

ines 10: 5.6338
Benefit: $300MM

10 10% from 20% ~ Loss declines o: $.588B
* We getanother $20 COGs out (D« Benefit: $855MM

for DVD would be $13.30) ~ Loss declines to: $.0338
+ RAM is 100% more cxpensive than — +  [mpact: $785MM

planned Loss widens to: $1.6738

In year 4, we need some combination of the above to generate
$578MM more RM if we want to achieve a 15% RM & 12% CM.
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Guiding Principles
—_— e

e Leverage PC industry's strengths

~ THV innovation, cconomies of seale

o Capitalize on Windows assets
~ Windx, Win2000/Neptune, Win32, DirectX
Harmess our developer mind share

- Minimize ISV work needed to embrace 2 new platform

Use existing technology when possible

~ We have basic technology we need. oaly tactical changes required
Require minimal changes to existing PC/Windows indusiry

~ Only relatively minor changes are needed to move industry into
new area

2 year product cycle

~ Provide stabl target for content developers, customers, retailers,
while enabling rapid innovation
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Reasons to Cut & Run

« It is unclear what the long term value of 43MM
installed XBOXes will be

XBOX will not terminate a fat pipe connection
« MS will have 3 boxes: XBOX, Dishplayer, STB
+ STB & TV-Pack is what ATT, Charter, et al license
+ However, cable modem and DSL suppliers will lock down (make
proprietary) their fat pipe connections.
+ XBOX will be downstream from either a TV or a PC broadband
‘connection

« The XBOX 8 year loss is $900MM
« XBOX performance is at parity with PS2
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xBox Project Goals
Decision Criteri

e Revenue Goal - make money
~ Create 3 new sustainable business with sigaificant revenue
poteatial for Microsoft, its OEM, IHV and ISV partners
o Platform Goal - expand the market
~ Use Windows-based enterlainuent conient so OEMs can move
MS technology into the living room

~ 00 laser-focused on games. expand from base in ‘01 with pon-gue
content (webDVD, “netRadio, photo/video editing)

~ Continue rapid platfocm innovation around consumer graphics
- Complement the desktop PC by creating incentives for industry to
impeove both in sync
o Leadership & Perception Goal - excitement
~ Enable the industry to build this business by encouraging a series

of small easy shifts 1o the current PC-Windows model that help
improve all consumer PCs

— Eater the appliance market with easy-to-use products that address
the needs of 8 well-defined space in this market (games)

Ve Cowdenna i S
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What Success Is / Isn’t

* Goals:

~ Establish our brand and key standards in the living room through
XBOX 1.0 (earn a seat at the table)

~ Develop long-term assets - content franchiscs, IP, and a profitable
online gaming (and download) service

~ Ship 43MM consoles and 106MM+ games over 6 years (8 years)

« Non-Goals:
~ Uber-unification
Pushing produictivity apps into console space
~ Fix PC Gaming fragility
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xBox 1.0 Product Definition

» xBox Hardware Perspective
Standacd PC compoments
7 Very dtaded peciticasion
Perfarmance on-par with competition
NTSCPAL output
- Sealedcase “appliane” design
5300 cetal price posnt at lzunch (-$250 COGS)
o Box Operating System Perspective
~ Windows operating systemn: WindowsS8.based in v1. Neptame beyond
- Very lie sywesm UL negigibie OS locaization required
~ Runs sobset of Wond2 camtent
- Limted system exsensibiliny
o xBox Customer Perspective

Hagh-peformance guning splance hs suppors kiplger & on e unthe g
Frcen eavirna

Plays new logoodbranded ilcs and “coavened” PC stdes
Piays DVDs and CDx

Internes connecnd

Horme-oetwork bl
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Required Outcome & Recommendation:

* XBOX P&L:

Our decision: Whether to invest (lose) $900MM over 8
years to build a $4.6B/ year business with sub 5% RM

* We can only proceed if Console success is
fundamental to CG’s success
~ If un-modeled upside entices us (up-coming slide)

» Final, Final, Final decision nceded

— Unified “closed-ranks™ if we proceed:
« Nothing but support and personal commitment from you guys
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xBox Hardware Platform Definition

o Explicit definition of hardware, features, and performance
characteristics
~ 450 MHz x86 CPU, 64Mb memory, 4x DVD, USBx4, NTSC/PAL
out, DirectSound/Music, S6K soft modem. 4GB drive
= Built by max of traditional PC OEMs and consumer clectronics
manufacturers
o Graphics-centric design — graphics-based content drives
the platform
Core Direct3D support (vertex butters, blend modes, render
targets, vertex and primitive processing, etc.)
32 bits/pixel, 16Mb video memary
12G pixel fill rate, SOM polygons/sec polygon throughpat, S00M
pixel texture load rate
Full-scene anti-aliasing, multi-textore, cube mapping. vertex
bleading, higher-order primitive support

(Stides from previous review available for comparison)
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What a “yes” today means:

« Announce: CES / GDC

« Financial Outlays:
— $1B for Hardware (same as 9/29)

— More headcount and / or ISV royalties
* Requested 110 incremental on just XBOX 9/29
« That number has increased to 315
« Total HC (with EBU) now 590 people

— $1B in content acquisition
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Reasons to Proceed

 The Gamer community is the right constituency to go
after. Enthusiast Gamers = innovation
+ They are engaged and passionate
+ They can be relied upon to participate
« They might be the only end user community with influence
' All other avenues to the home are encumbered by cable,
phone and portal (?) companies
 XBOX is a chance to start our own independent asset
base in the home
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Disk Maintenance

e xBox has multiple partitions

— Proprietry hibernation image partition

- FAT-32 partition for OS

— FAT-32 partition for games/saved games
e Defrag and ScanDisk run lazily on idle

~ Box left on not running a title

Defrag only game partition

o Game install/uninstall performs fast disk status

check

- Game management UI will then ask user if he/she
wishes to optimize their xBox
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Error Messages

e Logo requirements
~ No pop-up crrors (errors via game UI)
— Must handle read errors/media changes
o System modal messages will be trapped
— Bluescreens/crashes will result in reboot
Others may be handled by auto retry

o Tactical fixes for other OS messages
- As we find them
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Game Isolation

e Limited Sandboxing
~ Registry sandboxing
- System file protection
e DX and Drivers are protected
- Non-upgradable, system global
e Other shared DLLs possible but unlikely
~ Vast majority of games don't share DLLs
~ Will revisit this if we see problems
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OS Repair/Upgrade

Repair and Upgrade handled similarly
Bootable repair CD provided with xBox

User boots CD with special button(s) pressed
Repair disk performs integrity checks

If necessary re-copies hibernate and OS files to

disk

e Covenacn
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No Windows Desktop
Very simple Shell
Runs one application at a time
Titles run by inserting CD
- No start menu ete.
Invokes installer when necessary

xBox Shell

Provides UI for parental locking and game
removal

0
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xBox Platform Evolution

e xBox is an extensible platform

e Our opportunity in the living room is 2000
e We get into the living room in 2000 via game
content

e After we establish market share, we broaden our
content base
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3t Party Title Plan

« Base Royalty: $7 per unit
— Incentives on per-title basis to obtain key franchises
— Forecast ranges from $5.63 to $6.18/unit over 6 years
« Content Approval Process
— We review/approve concepts and finished software
— We manufacture and encrypt all software
— Designed to ensure highest level of quality
* “Top-Down” Evangelism Approach
— Focus on top-tier ISVs and software franchises
— Highest chance of success with N.A./European ISVs
~ Expect to deliver 75% of Sony ISVs
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Demonstration

o What you'll see
- Fast boot
— Minimal Ul
— Zero-Install and Auto-Play/-Stop
— Parental Control
~ Emulation Possibilities
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xBox Peripherals

Controller w/vibration feedback and 2 module slot. —
launch/staffed

Visual Memory Unit - save game; save, trade, ennnce
characters, in-game hints, call plays, stand-alone ganes —
launch/staffed

Tilt module — using sensor in Freestyle Pro — launcy/staffed

MP3 player — plugs into controller for music downoads —
launch/not staffed

Voice input module — for VoIP chat and voice conmands —
2002/staffed

Bluetooth wireless module — for voice, data, and vbration
feedback, for Controller v.2 — 2002/not staffed
xCommunicator — (concept) Bluetooth communiczor for
instant messages, voice communication 100m radiu — 2002/not
staffed
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xBox Stability: How?

e Highly constrained shell
e No DLL upgrades (including DX and drivers)
e Protected system files

e Sandboxed title registries

e Constrained H/W environment

e Tactical OS fixed if and when necessary
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V Road

Rough Timeline

Show/SDK Alpha | NV10, fast CPU, Stock Windaws and DX7 on a normal PC

0 | HW Refresh ‘Ship NV 155 with new drivers, and DX Beta to above ISVs.

0 [ Design Review | 1IW Specs, OS Overview, Prefiminary XAPI docs, GameGuide et

0 | SDK Beta | Incorporates foedback from Design review, includes alpha OS, build

tools, sample code cte

0| Meltdown/SDK [ Large event an campus, dircct 1-1 with ISVs to got them unblocked
Beta2
1W Refresh NV20 baby

00| SDK Beta 3 Final beta 2000 kits, I Xbox 1/W, DXS final

XBox RCI

API Frecze, done done done.

RTM

HandofT OS to factory, final SDK and XAP! (0 ISVs for round one of
titles

Title Certifica

Launch titles enter certification

Title RTM

Launch titles submitted for duplication

XBox Launch

Woohoo,
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Fast Boot

e xBox will boot in ~10 seconds

e Fast POST (~2 seconds)

e Restoration from S4 hibernation (~8 seconds - ~2
seconds of which in OS)
e Hibernation is snapped once and persists

~ Work need to handle persistent information on restore
(FAT, swap file, registry, USB)
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Headcount (outside of EBU)
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Partnering Alternatives: Sega

* Sega

— We put as much as $2B into Sega for equity.

+ We develop XBOX and originate the manufacturing
* They take the product to market

— We negotiate for:
= All online rights outside of Ja

* Rights to sublicens

all XBOX elements to CE companies
?

+ Royalty free rights to publi
+ $1or $2 per 3 party title, paid via Sega (afier some min.)?
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What features are important to customers?

% rated as one of top 3 most important features
(quality & quantity of itics being equsi among platferms)

| Multi-play w/ othérs in same
| ovOmMovies

[ Muit-play via intemet
Manufacturer's Brand
Playstation Compatesity
Web Browsing

[ Abiity To Use PC Applications _
Play Old PC Games

Muti-play over home netwerk
Parantal Control over ypes of games played.
Play xBox Games On PC

Parental Control over times gamos can be piayed| 10%)
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First Party Title Attach Rates

Cumulatve Software Thies "Atach rate
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Problems

P&L:
~ We lose $900MM over § years
- coc come down enough
Growing the 1% party game share
Out-performing the PS-2
We think we will be at par with Sony

NV 20/ ATIfll rates don’t beat Sony
* Gigapixel-WebTV plan is t0o risky for ‘01

Little online magic:
~ S6K... limits gaming and downloads
broadband just 17% of NA HH end *02

Distribution / Ops / Logistics challenges
Japan remains TBD
XBOX is an incremental investment to WebTV

never

E
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Hardware Scenarios / Alternatives

Plan of Record: AMD-K7-600Mhz / ATI / Ethernet /
8GB-HDD / 4X-DVD (with movie playback) / USB(5)
/ 64MB-unified-memory / NTSC-PAL / Modem

Things already gone in PoR:
— 1394 (save $2.01)
~ nVidia in favor of high risk ATI (save $10 on first day)

If we ship / position ourselves as a “Broadband SKU”:
— Remove: Modem (save $5.18)
— Saves $221MM

Other feature to go: Movie Playback (saves $5/unit):

— Hurts demand
— Saves $214MM
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Competitive Challenges

o Several, well-armed competitors (Sony, AOL,
sun) vying for mindshare of our customers, ISVs

and [HVs:

e Major threats

— Competition Surges Ahead
~ Appliances reduce PC usage, relevance, investment &
revenues
~ PC OEMS/IHVS/ISVs withdrawing support for platform

— Trojan horse — appliance cannibalizes PC purchase

— Loss of Microsoft services sockets

— Proliferation of non-pc architectures put economies of
scale at risk

Microsofi Confidential: Consumer Plan]
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The PC Appliance Landscape

Segment

Classic PC

Traditonalform-factors
Desktop-based

Low Cost/ Easy PC
New form-factors, but desktop-based
Sealed-case, “appliance-fike” simpicity

Couch PC
Living-room and Stereo form-factors
And ergonomics, sealed-case

Fumace PC

Headless
Hardened

Pico PC
Sub20b
Handheld forn-factors

Flavors
Home | |Business| iBusiness Business|
Desktop | | Laptop || Deskiop || Server
Kids & [nternet | | work
|
Educ. || ®3™® |- portal PC| | @ Home

Game |-| Video || Audio - Wedia
Console Ao} cosieeo) Internet|_| ¢ocole
Network | Home | Media Hub
foutng, || Automation N oot
intmet proxy) Hub
Electronic
Internet — ook ::,,'.‘e
Pad Magazines one

- Blecding cdge of 86 visbility n 99, buksec also industy trendsslde #ocx

‘Microsoft Confidential: Consumer Plan
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BOM: Acer/Microsoft FirstPC Program

Item Description Price
CPU 366Mhz Intel Celeron ($7?),
Motherboard, case, power ($?) K(\o\_/\l
Storage 64Mb RAM, 8.4Gb Disk, 40xCD thlszlé
MMedia 8Mb AGPx2 Video, 32-bit Audio sgut
Extensibility 4xUSB, 56K v.90 modem don’t
Accessories 15" Monitory, USB Mouse, USB Kbd, have
Speakers, color printer break-
Software Win98, Works, Money 99, Encarta down
Service MSN: 2yr internet+email
Misc. Duties ($75), delivery (§40), support | $278
($40) & marketing ($25), 8% Financing
($98)
Total + Acer $100 profit

Wicrosoft Confidential: Consumer Plan
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74. Are lnere viaoie ousiness moaets
Sony Business Model

= CE = 70% of Sales Revenue oy Pystten Soure ony Corp
« Playstation FY98 $5.68 (>109% of Sony WW) iy
= Q498 (holiday spike) PS = 16% of Sony's sales and |
% f prott,avernge 23 o rfi yeary
+ 5 ~s1.08in proft for Sony 58
= Merrill Lynch Analysis
tach ate 7 s er Plystaton e urt
+ huerge e royalt Sonys $7 (Goes ot Incuce
Ty s revemes)
+ Bt P9 b tolaunch it $160 subsiy,
oo 58 1% e e

g0 Forecast Cumulative|Soue NPD | Forecstshipment Volume of | source
o] shipment Volume of 55071 " plystaton oftare

| Phystation Hardwa 300 .
grran i

sof 1 20 bt oo
0

25fre:
| 0

100

0

o
222 2.2 2 23 222
¥ 2 § 8 8 8§ 2 8 8
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#5: Do our operating systems have the capabilitie:

e Challenges
~ Reliability & serviceability
~ Availability
— Media & Streaming
— 10ft viewing
— Multiple & simultancous users

o Solutions to these problems are broadly applicable and
some of these are now starting to get focused on in
Millenium and Neptune (c.g. Instant-On, Media)

e Firing up one or two appliance projects would further
focus these features: we need to eat appliance dogfood to
succeed

e Playstation 1 Compatibility is worth looking into further

[ Wicrosoft Confidential: Consiumer Plan]
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Sony PlayStation 2 Specification / BOM

Category |ps2 ‘sound I
cPU |128-bit (Emotion Engine) F¥oloas. st
CPU Speed 1300 Mhz o P ot |
CPU Cost $50-$100 initially e NS i
RAM 32MB Direct RamBus ($40) |input IEEE 1394, USB. |
Bus Bndwdth |3.2GB/sec | 10 Processor 52t |
Co-Processor FPU, FPVA, FPD

Vector Units VUO and VU1 FPMACx 9, | »  ETA-3/00 Japan, 9/00 US

L 62 GrLOPS o Price: $299-§349 )

Storage 17GB DVD ($30) e ﬁ::‘; fu":;i'::f’“'am MRy 200]
|3D Graphics 66M polys/sec

|3D Graphics Speed  150Mhz 3 [

13D Graphics Cost | $80-100 eesiut, A L
EANE R [iasic Payswion2 | 193 &

DRAM Bus Width 2560 bits

Wicrosofft Confidential: Consumer Plan
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BOM: today Game Console PC ‘99

o Represents a PSX2-competitive device using christmas *99
build costs and margins

Ttem Description Price—|
CPU 500Mhz Celeron/K6 ($45), $120
Motherboard ($50), case, power ($25)
Storage 32Mb RAM ($45), 2 Gb Disk ($50), $120
DVD ($30)

MMedia Nvidia NV10 16MB $40
Extensibility 4xUSB, 56K Soft-Modem $15
Accessories Controller ($10) $10

Software Windows 98 $50

Misc. Pkg $10 + OEM 9% ($32.85)+ Reseller | $122
20% ($79.57)

Total $479

‘Microsoft Confadential: Consumer Plan
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Walk Aways
_———

There are strong platform threats and strong competitors

~ Sony was useful hete for focus, there are others well-poised in other
appliance categories: Linux, BeOS, Java/JINI, to name just a few.

The PC Architecture is capable and economical
- No stopping downward price trends

~  OSis becoming capable, we can further improve with focused
investments

‘We have more investigation to do

= Explore business models to support appliance price-points — DavidCol
has meet w/ BLT in mid-May to discuss low-cost PCs

—  Continue investigating Media Console and other device flavors

[ Microsofi Confidential: Consunier Plar
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Backup Slides
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#2: Is the PC architecture capable?
Takeaways

Content will decide the battle, not low-level
performance numbers

e PC has some advantages over Playstation2
o Playstation2 has some advantages over PC

e Extremely strong PC IHV community has
reasonable room to maneuver by 00 and 01 if we
help them bet

o See DirectX slides for details on suggested ISV
push that would assist us with a console as well

icrosoft Confidential: Consumer Plan]
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#1. 1S there a ptatjorm tnreat:
drill down on Sony (Sony biz-model details on slide 12,

@ Sony Gaining
Share: Yearly Playstation
run-rate to homes
approaching toial PC

industry run-rates to home.

(ihough different ways to count
“home” PCs make absolute #'s less
interesting than trend)

® Sony assails

PC Economies

of Scale: they can
build their boxes
cheaply and have
‘high enough

1995

1997 1998

1996

=]
volumes to attract ki =
content/ISVs TopS  PINEC Compaq Gatemy  HP 1M
0
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4y e L arcnueciure capaowe”
Hardware Trends to Consider: Part 2
7\ PC Architecture == Sony Playstation & Playstation 2

| soure el A Floating Point | souce:stemal Amaiyts
20 T MBVideo RAM o stomlon 106 | s ccrtons)
15 GhcFLOPS
10
10
5 " . 1
ops |
oA |
97 '98 ‘99 ‘00 ‘01 o m  m w w

Don'tover-read this graph as PC goodness!

i © OnPC, GFX FLOPS can be applied to simple
Sony's architecture is CPU-biased. s high-speed bus camta et SO & o 3 M
and st RAM It it use main-memory or texturesad e taces & ighing & bumpoanph &

cotomicomple procedu shading echrigue. rcan O e & ghing & bump-mapping &
also decode DVD direcly to analog s archicture s el ot o s
apsns the doo o comet dsignes 0 b croave it Lyrer el in CPUFLOPSaawells
very deep new graphics ideas. emphasis on core CPU FLOPS in the past 10
PC architecture s co-Chip biased. Our low-speed bus ‘years and bus speed most critical weaknesses.
o RAM oo s 0 VAL TS, s o o o o
supports larger amounts of simple content, high user-defined techniques. Downside is that same
eolvions i ol dpt, o | s loprohe e inedehnies Dovside ik

Dol & vl preedinl e s o LTS M b

Chipis tumed into.a CPU (ot desirezble to dat).

Microsofi Confidential: Consumer Plar






OEBPS/Images/img89.jpg
#4: Are there viable business models?

’re still learning

People are making money today
~ EG. Sony with its business model of subsidized hardware and title royalties (see
next slide for details)
Existing and new OEMs are trying out variations on traditional PC business
model in order to meet demand for low-cost PCs.
~ Upsell and upgrade models (cMachines, GOBI)
~ Leased cell-phone models (GOBI, enchilada)
~ Financed (FirstPC, gateway your:)ware)
~ Financed + trade-in/refurbished/used market (gateway your:)ware, GOBI)
~ ISP bounties + scheduled advertising (FreePC, Microworks)
Our partners want us to do more
~ Compag portal PC effort, ATI set-top-box efforts, Intel intemet terminal efforts

~ Numerous other OEMs and THV: are excited about appliances and are asking for
our support and leadership

Use of itle royalties to share burden of tighter margins among OS, OEMs,
THVS is one area of investigation worth pursuing

Microsoft Confidential ]






