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SUBTECT: Atari Approach to EB

Atard has enjoyed meteoric. increases in sales and profits in the last.
few years, " 'The company was bought by Warner Communications in the
mid-seventies and at first Warner was unsure what to do with it. 3
With the appointment of Ray Kassar as Chalrman of Atari in 1977 or 1978
the company took off. Revenues over the last four years are: :

1979 $ 250,000,000
1980 550,000,000
1981 1,200,000,000
1982 2,300, 000,000

Atari's profit after tax in 1981 was approximately $135,000,000.

The company's main: product 1s of course computer games, but it also selis
other 1tems as well, notably home computers. This comparny ailone expects
to sell 500,000 home computers during 1982.

Among the high tech camputer campanies a tradition hes grown up in the last

few years of naming a "chief scientist" who normally has . a large discretionary
R & D budget that he can spend as he sees fit. The most famous of these

men is Lewis Branscomb of IBM, tut there are a dozén or so others more or

less iIn the same league. This small confraternity of chief scientisbts of

the high tech companies is joined by the top acadenic specialists in. computers
like-Marvin.Minsky.and,Nick-Negroponte-to-fOnm,a_very small, very special
class of people. I know several of them, and they ave all truly remsrkable men.

Man C. XKay is chief scientist of Abari. He has a discretionary R & D budget
of -approximately $35,000,000 to $40,000,000 a year. This is in addition te
Atari's reguldar research budget of about $80,000,000 per vear.

I met Alan Kay in Washington on Tuesday of this week and spent the afberrooh
with him-and with Bob Stein, who had arranged the meeting. Kay is 42 hut
looks younger and met me dressed in rumning shoes, blue jeans, and & red
temis shirt — in itself a statement. We sat in a «caffe from 1130 to 5:00 p.m.

It appears that Kay has known about me for a long time; he was one of the
original Whiz Kids, I have known his work but not -him” personally.,

Kay was lured away from Xerox by Atari about a yvear ago. PBefore going to
Atari he had several meetings with Kassar in which he presented a number
of i1deas to Kassar that, rather colricidentally, would cost, he expects,
about- $25,000,000 each. Kassar, said Kay, was not scared by any of them.

One of the ideas:waswto form a combination with_Lucasfilm.to produce the
finest TV simulations: yet devised. This deal has been made and will be .
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announced within a menth. The materinl will, it is said, transform the home

video market.

| For-many yenru Kay has boeﬁ an adml ey of BPltdnnlC& n1rticu1ar1y the 15th

editlon. Ye @Says heé thinks L1 Propasdia 1s one of tnn et books and is the
Finest taxoriomy of knowledre ever Jdovisod,  (IE was therefore a pleaqurﬂ for

me to tell him that I was associate cditor of the Tropredia.) Thus it is

not surprising that one of the. vrojects hie sugcested to Kassar befodre agreeiny

to go to Atari was a joint venture with Britamnica with the goal of producing

a knowledge ard information service that would be made avallable to subscribers

possessing certain kinds of homé computer and video equipment.

We discussed this idea for some time on Tuesday. Atari has a great deal of
cash and remarkable Inow-how in this market. It was my impression that they
would not expect much or any cash from us. Apparently they would expect to
invest as Euch as $25,000 000 in the service, which would be promoted as
entirely new -— not as Encyclopaedia Rritamrica "on line" or in "electronic
form". EB would have a major role in ereating this service, of course;

Atari would undertake most of the task of selllng it and signing up
subscribers. They would want an exclusive for a stated pericd of time ——

maybe five or seven years, something like that.” P0551b1y there would be

options that could be taken up ab the end of the stated period.

They would forecast approximately 1,000,000 subscribers to the service in
two-ard-a-half to three years. They would forecast an average sale of
perhaps $250 to $300. per year. Total revenues of the serv1ﬂe would thus
approach the total current revenues of EB Tnec. -

Britannlca'q percentage or share was not discussed. It seemed inappropriate

for me to Megotiate” with Alan Kay. That is certalnly for you to do —
_and perhaps with Ray Kassar instead of Kay.

Atari is being very aggressive. Kassar has already written, according to
Kay, to at least two members of your board. Cne of them; as I managed to
discover, is Amna Hoffman. KXassap apparently knows her. He wrote to tell

her that Alan Kay was going to meet with me,

It is my impression that the home computer market place is growing at a
much fasfer rate thin we may heve thought. It is exploding rather than
growing. Even in the present dismal. financial climate people are QUutlna
of £ other major purchases and buying computers. Kay and Stein feel that.
some kind of encyclopaedic information service will be available guite soon.
They would like the first, as well as the best, to be Britannica.

I think they are right.

I realize there are numerous. perils. T spoke to Kay of the nervousness
we feel about the transition from a bookoperation to an electronic orie ——

" if that is what would actually happen. Kay was reassuring.

You will be contacted by Atarl soon. You may hear from Anna or some other
ember of the board next week. I presume Mr. Kassar will be in touch with
(.} I think we must take this very seriously. ' .
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