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DENNIS DURKIN:  Thank you, Ed.  It's great to be here in New York.  We were here 12 months ago.  We spoke to you about the upcoming year that we had coming, and we've done a lot of things over the course of the past year.  Last week, we had a great launch here in Times Square.  So, we're very excited to share with you the progress that we've had in our business.  I think some of the things that you've heard today about quality, about the transformation, about approachability, and about online are going to be key themes that you're going to actually hear me speak a lot about.

So, I'm going to walk you through, once you actually read our disclaimer.  My IR team will be very happy.  So, once you've read that, we'll jump in.

I want to talk to you about the principles in which we manage our business.  As you know, Xbox has gone through a kind of transformation over the past three or four years.  Don Mattrick came in to lead the team about three years ago, and since then we've really been focused on driving our business to have a culture of innovation and profit.  And you can't have one without the other.  If you have innovation and you don't have profit, that's not sustainable.  And so, for us, it's about having innovation, and this doesn't just mean technology innovation, this means business model innovation, and this means go to market innovation in a bunch of different ways.  So, we're very, very focused on having innovation and building profit models not only for Microsoft but for our ecosystem and for our partners, because if our partners are successful long-term, we're going to be successful long-term.  So, that's something that we really pride ourselves on.

We've really invested around three key themes over the past three years, and that's really culminated in how we brought Kinect to market last week.  

And those themes are… 

We want unique content experiences.  We aren't about commodity content on a bunch of different places.  We want to make sure that you get on Xbox is very, very unique, and very, very different.  So, every piece of content that comes into our ecosystem we want to be unique from what you might find somewhere else.  So, obviously we do that with our first party experiences.  Our first party experiences are experiences you can't find anywhere else, the Halos, the Fables, the Forces of the World.  But we also like to work with our third party partners to make sure that those experiences are very unique in our Live ecosystem as well.  And that applies beyond games as well.  As you know, we've been very aggressive bringing new media partners into our ecosystem, and we think we have the most robust and dynamic ecosystem for third party partners as it relates to showcasing their content.  Even if it might be content that's available on multiple platforms, folks like Netflix, ESPN, and others are really enjoying that.

The second key theme that we invest around is social.  As many of you know, we've had our Live business, and been a leader in online gaming for many years.  We made a big bet in it starting in 2002.  We've been in that business for eight years, and it's proved to be a great investment for us and for our partners.  Obviously having that direct connection with consumers on a day-to-day basis, and making sure that they're coming back, there are fresh innovative things to do inside of our ecosystem, they're able to do those with their friends, whether they're on the couch next to them, or they're 1,000 miles away.  That's really important to us.  So, everything that we do revolves around making sure it has social context, and it has Live updates into that experience.

The last theme is around approachability and accessibility.  Obviously our category has gotten very good at building fast switch games with a lot of polygons, which are very, very hard to play for many, many constituents in our population.  So, we've focused on bringing down barriers so that we can bring more participants into our category, and Kinect is really the culmination of that.  We've seen that as we bring down barriers, and as we make our category more approachable, we can expand our market to broader audiences.  And we think that's good for both Microsoft, and for the broader ecosystem of partners that we're bringing to the table.  These are three core investment themes that we've invested around over the last three years.  

And then it's about investing to win.  We're not in this business to be number two.  We're in this business to be a leader.  And what we're trying to do with Kinect is really set the agenda for what we think is the next ten years of not only game development, but also entertainment development, and entertainment interaction with consumers.

What you're going to see, and I'll describe with Kinect, is broader than just gaming.  Inside of Microsoft we're called the Interactive Entertainment Business, we're not the interactive games business, because we do believe that the categories of entertainment are merging where that's games, films, music, television.  The swim lanes are being pulled out of the pool, and a lot of those business models are being changed.  And to be relevant in the living room you must have experiences across all of those categories, and those are things we're investing in and using our technology to actually enable new scenarios in those markets as something that we're really passionate about, and something we're going to drive, and I'll show you examples of.

So, we talked about last year how this year was going to be our biggest year ever, and our team ‑‑ I'm really proud to stand up here on behalf of our team and communicate that it is becoming our biggest year ever.  We've never before had a broader, or deeper, or higher quality, end-to-end product portfolio than we have today.  A lot of hard work within our orgs has gone into making this a reality.  But, when you look on the left side of this chart from the AAA experiences that have been so important to our platform over the 10 years that we've been in this business, again, we have the best AAA experience that you can find anywhere.  When you work your way across, we launched our new console in June.  I'll talk about the momentum around that, but obviously a very nice, new, sleek design console built in Wi-Fi, et cetera.  It's better than anything we've ever built in the past.

Our Live service, again, leadership in Live and bringing new experiences to our Live ecosystem, we were pioneers in bringing Netflix to sort of digital connected boxes, and we brought all sorts of new partners and I'll talk to you more about that.  But, we've had a great year in our Live business and then Kinect.  Kinect really adds and enhances all of the above, whether it's new gaming experiences, which you see some of the new portfolios that we've just launched here, as well as broader entertainment experiences.

So, for us, we're on path for our biggest year ever, and we couldn't be more excited about it.  And our team and our partners in the industry have really done a great job to bring this all to fruition.

Let's talk about console for a minute.  I'll walk through each of the kind of lines of our business to give you a sense of what we've done and where we're going.  Our console business, for those of you who were at E3, you probably remember, we launched our new Xbox 360, which you see here, a sleek new redesign, quieter.  Our high end SKU has a 250 gig hard drive.  A great value at $299.  Don unveiled it on stage sort of surprise fashion at E3.  And since we shipped it, which was the very next day, we shipped it into the channel, we've been the number one console in both the U.S. and EMEA for five months running.

So, very, very solid console momentum in the last five months, even though some of the other platforms have declined over that time period.  We feel very, very good about the momentum around that.  On the game side, as I mentioned, we're the leader in AAA gaming experiences.  We have the most immersive experiences.  And Halo is one of the leaders of that pack.  The fourth installment of Halo came out on September 14th, which is actually a prequel.  Halo Reach is the prequel to the Halo series.  And it was our biggest Halo launch ever.  So, again, continued unique experiences you can't find anywhere else, Halo delivered, and it's delivered for our online business, as well, which has been another great attribute.

Fable, our Lions Head Studio in the UK led by Peter Molyneux, launched in late October.  It's going to be a multi-million unit seller, the best in that series.  So, we're very proud to bring this to our platform, as well.  Then, of course, you heard form Thomas this morning about Call of Duty, and the launch that we've had over the past week.  We're proud to be great partners with Activision and making sure that the best experience of Call of Duty is on our platform.

Last year when Call of Duty came out we basically out sold competitive platforms two to one, and we expect that leadership to continue.  And with Call of Duty, like I mentioned before, even when we have products that are cross-platform we like to have things that are unique.  There will be downloadable content, which will be coming first to our platform for Call of Duty.  So, big competitive differentiation, as it relates to the big blockbusters.

Let's turn our attention now to Live.  As I mentioned, we've been for eight years investing in our Live business.  We've always thought social and connecting consoles is core to any gaming and entertainment experience in the living room.  We don't want isolated experiences.  We don't' want people to buy our box and to use it once and to put it in the closet.  We want them to come and use our box every single day.  That's the best opportunity to retain that customer, that's the best opportunity to monetize that customer and it's the best opportunity to get feedback from that customer so we can improve their experience over time.

So, this has been a huge value driver for us and for our partners.  We now have over 25 million active members in our Live base.  So, it's been growing very, very nicely, and I want to highlight the new media partnerships, but actually it speaks to the point about broadening beyond just core gaming and broadening beyond just game applications.  And we announced at E3 they were bringing ESPN to the platform here in the U.S.  That launched last week.

It's been one of our top applications in terms of downloads in the past week.  And the usage has been super-high.  So, linear sports content, an amazing value for our gold subscribers.  And I'll talk a little bit about how that integrates in with our Kinect System in just a minute.  But, you can see up here 40 percent of the time on our system is now ‑‑ in our gold base, is now on entertainment applications, so non-gaming applications. That's a huge transition.

Our gold base is not getting any less engaged.  It's just that we're now engaging a broader segment of the home and adding more time to that experience.  So, we're expanding beyond just gaming and it's growing the pie for everyone.  That's really a great thing for us.  I'll talk a little bit, before I go to digital transactions and subscriptions I want to talk for a minute about Sky and Canal+ for those of you who were here last year I announced that BSkyB was coming to our platform in the UK.  We've since announced Canal+ in France and Foxtel in Australia.  And for me these are really the culmination of a lot of hard work, but really speaks to the vision of a connected living room where you have all your digital entertainment in one place.

So, in these partnerships basically nearly the entire linear television catalogue of these partners is brought inside of Xbox Live.  Now, imagine this where you're sitting on your couch on a Saturday and you've looked at the same electronic programming guide that you've looked at for 20 years, that hasn't evolved, that's only telling you what shows are coming up and what time they're showing.  Now, imagine overlaying on top of that all your friends network, all your friends on Xbox Live, and you can think about what we've done for gaming is bring people together for shared gaming experiences.  Even though they may not be in the same living room, they may be halfway around the world, we can use that same infrastructure for entertainment experiences.  And so we find there's huge take up of this service in the UK, because people like to spend time with their friends.

They may not always be with their friends, but they like to spend time with their friends.  And we're making that very easy for them to do around the content that they care about in these other markets.  And we're excited and in the future look forward to bringing more and more content partners into our ecosystem, because we think that adds value for the broader audiences we're trying to attract.

On the point of digital transactions, our Live business obviously has three legs to the stool, if you will.  

Subscription, which is our gold base, a little more than half of our 25 million subscribers are paying subscribers.  Those are very, very engaged customers, which is a very good business.

The second leg of the stool is a digital marketplace business, and I talked about this a little earlier this year, but the digital transactions business is actually bigger than our subscriptions business.  I know that surprises a lot of people, because obviously a subscription business is quite large, but the fact that we have an engaged marketplace for users that now are purchasing add-ons for games, you heard Strauss talk about it, you heard Thomas Tipple talk about it, this is really the key, keeping that engaged consumer in whatever application you may have, but keeping that connection with them is really, really key for any business.  And our marketplace actually allows for that. And it's now a very, very big and growing revenue stream for our partners.  Obviously, the majority of the revenue that we get in this segment of our business we share with our partners.  So, it's a great way for them not only to have a great ROI on investments that they're making, but to also get great feedback on what their customers are doing and keeping that customer engaged.  This digital business is really, really big.  

The third leg of the stool in our Live business is an advertising business, which is growing.  It was one of the fastest growing advertising products inside of Microsoft last year, so, again, growing very, very fast.  And as you think about layering in new media experiences, where that be music or television, the advertising opportunity becomes quite large, both for us and our partners.

Then the engagement ‑‑ I've spoken to the engagement metric, but U.S. gold members being our service for three hours a day.  It's a pretty astounding stat when you think about it.  And then you combine that with the percentage of time that's in non-gaming applications.  So, we're getting that real engagement from this customer and we're really excited about this.  We think this is core to our business, and we think this is core to any company that's in media or digital media to drive engagement with customers.

So, let's talk about Kinect.  Kinect has been an amazing journey for us, and it's one of those things that only a company like Microsoft could actually bring to market.  You see the Kinect sensor here, which has an RGB camera, it has a 3D sensor, and it has a set of array microphones, so it can hear what's going on in the room and listen to you.  So, this technology we've borrowed, and begged and used almost every resource within Microsoft to bring this to market, whether it's our speech engineers over in TellMe, who have done amazing things on acoustic models, to make sure that the voice recognition actually works to our Ph.D.  We have over 1,000 really hardcore researchers in our research labs to solve really core computer science problems around skeletal tracking and around depth mapping.  These are really, really hard problems to solve that we've brought all the resources of Microsoft to come together to actually bring this to market.

So, it's certainly a proud moment for IEB, for our Interactive Entertainment Business, but it's also something that we couldn't have done without the benefit of the broader Microsoft.  And I want to spend a few minutes talking about Kinect, and what it actually does.

So, I talked to you about great game experiences, those are obviously core to our business.  I talked to you about Live.  But now when you add in Kinect and this new technology to those experiences, it really can transform the way you consume and experience entertainment in your living room.

So, not only as you see on the left side of this slide where we'll have new and innovative gaming experiences which have seemed to resonate very, very well with consumers.  I'll talk about that in a little bit, but when you go into the middle section here, bringing Kinect, and using this technology to power your media, whether that's in an ESPN experience, whether that's in a Zune music experience, or in any other media that you're using on Xbox Live is a really, really powerful scenario.

I love nothing more than ‑‑ I was in our beta program for ESPN, and for Kinect, and there's nothing better than sitting on your couch on a Saturday, having ESPN streaming to your living room, no controller, no gestures, sitting on your couch and controlling the entire experience with your voice.  It's the future of television.  It's the future, we believe, of how people will interact with whatever content they have on the screen simply by saying, Xbox, ESPN.  My ESPN app launches.  Xbox Live Event.  All the Live events are shown.  Xbox Video 1, Video 1 plays.  So, it's an amazing use, and I encourage you all to try it.  It's up and running in the U.S.  It's been launched for a week.  The usage has been very, very high, and particularly on the voice side.  I think people, once they start using it, and they see the value of it, it does make you put down controllers.  And we've heard from a lot of people who say, gosh, I really don't want to pick up my controller again.

So, in broader entertainment categories, Kinect does some amazing things, and unlocks some amazing value in the living room.  And then the last piece over here on the right is relating to, you know, we've always talked about social, and trying to make sure that we can bring people together for shared experiences.  Well, what's more shared than having a videoconference with your family, or a video conversation with your family.  And so, Kinect actually enables that, living room to living room, we're now on the most beautiful display you have in the home, you can connect with your friends in their living room.

This is an amazing feat.  It's great.  This camera tracks you when you're in the room.  It knows if people are moving in and out.  And not only can you speak to other, and have video conferences with other Kinect-enabled living rooms, but you can also call out to any one of our 350 million Windows Live Messenger accounts from your living room.  So, again, breaking those barriers down from what was a cocooned living room, and building scenarios for people to be social around entertainment.  So, we're really excited about that piece of it as well.

We couldn't have done this without a lot of our partners.  And we obviously borrowed a lot of things, and leveraged the resources of Microsoft, but we've had a lot of great partnerships in terms of bringing Kinect to market.  Just last week, we were in Times Square, and we had an amazing event.  Basically, Times Square was turned purple, the biggest launch in Times Square history, we're told, by the Toys R Us folks.  We were very proud of it.  There were more than 2,000 people who waited in line, some starting as long as Monday to buy the first Kinects.  So, it was really a great event, and we rang the NASDAQ bell, which is kind of fun, the following morning.

More importantly, though, we had 5,000 retailers across the country who opened their doors at midnight to sell these products.  And it's pretty amazing.  That happens, obviously, when you have core games, and other things.  You normally don't see it when you have broader consumer electronic products like this, where at midnight they're opening their door.  So, that's a really amazing feat, and we're grateful for our retail partnership as it relates to that.

I'm going to walk through now all the other external constituencies we've worked with to bring this to market, and there are a lot of them.  You can see here, this is our launch line up for Kinect, more than 17 games here that will be in our holiday line up.  We're very, very pleased with the developer support.  As I mentioned, making our partners money is something that's very important to us.  We went out on road shows more than two years ago to communicate the vision of what we were trying to accomplish with Kinect with our developer partners, and talk to them about how they could take advantage of this technology, and we worked very, very closely with them to make sure that they were bringing great experiences to our platform.  And so we're very pleased about the launch line up, and many of these titles are selling very, very well in just the first week of activity that we've had.

Retail support, again, Kinect is a very, very new product.  For a lot of people, it's hard to understand.  Okay, I control this with my body, I control it with my gestures, I control it with my voice.  So, having a great retail presence, and making sure that in-store you have a great experience is really, really important.  We started this at E3.  E3 is largely a consumer story, and consumer show, but we spent a lot of time with our retail partners educating them on how to sell this product.  And here's how you merchandise, it, and it was really great in terms of building the momentum for retail partnership, and that's paid a lot of dividends in terms of what you're seeing in stores.  Some of this is still layering into a lot of these retail environments, but it's really, really been a great partnership.

We also had a traveling mall tour, so it's a series of motor homes, basically, that you could experience Kinect.  You walk in, and we've driven it to malls, and to stadiums around the country, and you basically walk in on one side of it, and you experience Kinect, and walk out the other side, and all of your videos, assuming you want, gets posted on Kinect.com, and it's been a great viral way of getting the message out.  What we've found is that when consumers experience the technology, when they experience this, they really want to buy it, and so making sure that we've touched as many customers as we possibly can is really, really important to us.  And now we're seeing a lot of our first customers are our best sales people.  You could see that there, I guess, from some of the quotes from our retail partners about the first week.

The media as well the feedback has been great, and the reviews have been great.  Obviously, you are sort of waiting to see how reviews will go, but we're very pleased about the reviews.  I think, like consumers, a lot of the media have been very surprised by how well the system works, and how engaging it actually is.  So, it's great to have great media support.

But probably most importantly is the consumer reaction.  We've been doing more consumer testing on this product than we've probably ever done on any product in our Xbox business' history.  I mentioned the beta that we had done before, we had 50,000 people in the beta for our new dash in 38 countries.  We had 10,000 Kinects, I believe, that were also in the beta program.  So, getting real-time feedback from customers in real-time environments, and feeding that into the development process, and making our product higher quality and better for the new users that we're going to bring on was critical to the development of it.

And we watched as we went through that process at how engaged those customers were, and how much joy they had on their faces.  Nothing was more fun than sitting in some of the rooms where you bring in people and show them the experience for the first time, and watch the smiles come on to their face because they're so surprised by the experience.  But you can see one week of reviews on Amazon, 240 reviews, 90 percent plus of them are four or five stars.  Set up is easy.  It's very intuitive.  And we've just had a great consumer reaction.

We talked last week about guidance or Kinect for this holiday.  We had previously, at Tokyo Game Show, talked about three million units for the holiday.  With consumer demand growing, we raised that forecast last week to five million.  I feel very confident about our ability to supply that.  I feel very confident about retail support.  You know, retailers, as you saw earlier, are saying this is the item that they're going to be selling this year, and this is the product for Christmas.  So, we're grateful to have that support.

We've also invested in new partners, and new channels.  When you have something that's unique like Kinect, people want to be a part of it.  And we've found, we've opened up some new channels with Bose and Macy's, folks that traditionally haven't been in our category, but they see something both high-end, and unique, and they want to be associated with it.  We have strong marketing partnerships with Kellogg's, Pepsi, Adidas, and Burger King.  And what that means for us and for our partners is, we get great marketing leverage.  They're all spending a lot of money to tell the world about this product, integrating it into their marketing campaigns, and that's good news for us, and it's good news for all of our development partners as well.  We're really excited about it.

We did a Home Shopping Network 15-minute sale, I think it was a couple of weeks ago, and it was their biggest 15 minutes of sales ever on Home Shopping Network.  So, it was very nice.  So, opening that up.

In summary, I'll just go back to the three legs.  

Our business model is very simple, and the things that we try and do are very simple.  We want to have unique experiences, whether those be in games, or in traditional media and entertainment.  We want it to be different than what you can get on any other platform.  

We want to have everything that we do be built around our Live service, and be socially aware, and to let you have really intuitive and easy experiences for your friends.

And then we want to have approachability.  We want to make it so that no one is excluded from our category, whether you're young, old, male, female, wherever you reside, we have an experience for you, and it's very easy for you to come in and participate in our category.  We think that's good news for us, and we think that's good news for the broader community.

All of this sums up to what we expect to be our biggest year ever.  We're on track.  Last week was a great launch here in the U.S.  We had a great launch in EMEA, so last night, or the night before last in EMEA.  And we're launching in the rest of the world next week.  I'm very thankful to all of our partners who may be in the room who have helped us get here.  We know we couldn't have done it without you.  And so we're grateful for that support.

And with that, I'll conclude my remarks, and open it up for any questions people might have.

EDWARD WILLIAMS:  Sure.  Thanks.  I'll fire one off for a moment.  As you're looking at the Xbox Live content, you made the point that about 40 percent of the content that's used on Xbox Live is non-game related.  Can you talk a little bit about, is there a difference in the demographic as to who is using that content on Xbox Live versus who may be playing games, or how we should think about it along those lines?

DENNIS DURKIN:  Yes.  I think it's a combination, to be honest with you.  I think what we've found is, the core gamer may have been the person who brought the box into the house.  But as you add new experiences, and broader content choices for other members of the house, they come and use the system.  So, we can track some of that usage in terms of how it relates to broader audience, or broader family members participating in that.  It's hard to track, though, because in a controller-based world where we don't know much about your customer, it's hard to know exactly who is watching.

Kinect actually brings a really interesting opportunity as it relates to that, because obviously with Kinect, when you stand in front of it, it has facial recognition, voice recognition.  We can cater what content gets presented to you based on who you are.  So, your wife in the future may get a different set of content choices than you, because we have a smart device that knows that your preferences are different than hers.

And over time that will help us be more targeted about what content choices we present, what advertising we present, how we get better feedback.  And data about how many people are in a room when an advertisement is shown, how many people are in a room when a game is being played, how are those people engaged with the game?  How are they engaged with a sporting event?  Are they standing up?  Are they excited?  Are they wearing Seahawks jerseys?  Are they wearing Giants jerseys?  After last weekend, I'm sure they're wearing Giants jerseys.  But those are the kind of things that when you add this new sensor into the equation, there's a bunch of business opportunities that also come with that.

EDWARD WILLIAMS:  Looking at the five million units that you're targeting, can you give the color, maybe not in that time to five million, but just in general, what do you expect for the adoption of the Kinect to be for existing Xbox 360 owners versus those who will be looking to pick up the bundle and to kind of get into gaming via the console included with Kinect?

DENNIS DURKIN:  Yes.  Well, you know, a lot of people have written that they didn't think that this was going to be ‑‑ like, core audiences wouldn't embrace it.  And I think one of the things that we've seen in even our initial customer data, and judging by a lot of people that are standing out at midnight, was that our core audience really wanted to experience this.  And judging by the reviews, a lot of which are core players, you can kind of triangulate they're really, really enjoying it.  So, I think we're finding that this is a new and unique experience that's resonating with the core, and we're bringing new audience members into it.

From our mix perspective, it will probably be about 50/50 in terms of standalone sensors and bundles.  You know, standalone sensors are basically sold out in most places in the U.S.  They obviously attach to any of the 45 million consoles that we've sold globally.  So, it's harder to find a sensor than it is a bundle, although bundles are in short supply in many places, too.

EDWARD WILLIAMS:  Any other questions in the back?

QUESTION:  Could you comment on the geographical split of the five million, and are you able to comment on the retail sales through over the last week on the Kinect?

DENNIS DURKIN:  Can you say the last question just again, the retail, did you say sales curve?

QUESTION:  (Off mike.)

DENNIS DURKIN:  We're not commenting on retail sell through today.  But, anecdotally, our folks in Game Stop will be here this afternoon.  You saw the quotes won the screen from Toys R Us, and from I think we had one from Best Buy up there.  They're basically out of stock right now as it relates.  So, it's basically everything that we ship in has been selling as it relates to standalone sensors.  So, that feels very, very strong.

The geographic mix of our business is about half of our business is in the U.S., and the other half is international.  We expect the sensor trend, and Kinect to mirror that.  Although, one additional point to that, we do believe that Kinect will help us in some of the markets where we haven't been as successful in the past, Southern Europe and Asia, where we haven't gotten as deep a penetration, and having new innovation in some of those markets where we just haven't had the right scale opportunity there based on the products that we've delivered to those markets, we think that Kinect will help us there, so that mix may change a little bit over time.

EDWARD WILLIAMS:  Sir?

QUESTION:  I just want to go back to Live for a second.  You just launched Windows Phone 7, and obviously on Windows Phone 7 Live is there.  So, you've been driving further and further into the living room.  Are you now going to start driving further into the pocket, and is there going to be a cross-gaming platform, or an element of that?

DENNIS DURKIN:  Sure.  So, the question was about Windows Phone 7, which just launched this week, a great product.  I actually just gave mine to someone else so I wasn't making noise up here.  But it's a great product.  It has many other, like we've done with Kinect, where a lot of Microsoft has come together to bring this product to market.  Windows Phone 7 is no different.  So, it has great Office integration, it has great Xbox Live integration, and Windows Live integration, obviously, Zune integration for your music and videos.

But, as a business and as a company, we believe that consumers are somewhat device agnostic, and you need to make sure.  We think we take a consumer-centric view, so I want to know you as a consumer, and I want to make sure that wherever you are that I can provide you the services that you care about.  And so, we've got to find our way to be on any one of those access points.  I turns out that the phone is one that people are always with, or almost always with, and so we need to have a presence there.  And you're seeing the first instantiations of that with Xbox Live on Win Phone 7.

Thank you.

QUESTION:  Can this technology recognize correction and correct answers such that it could be used for learning applications?

DENNIS DURKIN:  Absolutely.  We believe that the opportunities beyond just traditional gaming and media are quite large, edutainment, distance learning, other training applications in the home.  We think that there's a big opportunity as it relates to that.  

Healthcare, we can obviously now track how much you're moving and count calories, and other things.  There's a lot of verticals when you kind of go across different markets, where this technology has real applicability that we think there's opportunity for growth in the future.  And we don't have any announcements about those today.  That's largely more of a consumer-focused initiative.  But, over time you'd be safe to assume that we've been expanding into some of those areas.

EDWARD WILLIAMS:  Let's do one last question.

QUESTION:  How many units do you need to sell through of Kinect before third parties really start to put investments behind it, to make sense for their businesses?

DENNIS DURKIN:  Can you just say that a little louder?  I apologize.  I could not hear you.

QUESTION:  In terms of Kinect, how many units do you need to sell through for Kinect in order to make it make sense for third parties to invest, to develop really good games using a Kinect feature?

DENNIS DURKIN:  I think you're ‑‑ I showed you the portfolio that we have.  We actually have a great portfolio.  I think one of the things that you find is that at console transitions, and at these transition points it's a great opportunity for new IP to be created and established with new customer segments.  And so I expect we'll probably have two big hits, at least, out of that portfolio, which are new and different that you haven't seen before.

You know, obviously these are challenging economic times and like any developer they're going to be smart about how they sequence their investments, and in a lot of cases they chase volume, right, like advertisers chase eyeballs, developers chase platforms and chase platform volume.  And in some cases in our space that hasn't helped them.  Some of the competing platforms, the first party has taken a majority share and hasn't left enough air for the rest of the industry.  We don't think that's a great thing.

Part of the reason why we went out so early with our third party partners was to make sure they understood and could participate in what we think is a five to ten year transition for us, and something they should invest behind.  So, we have great relationships with our third parties in the same way that we have the deepest relationships on AAA games, we want to have the deepest relationships here with Kinect, as well.  So, I expect to see an ongoing growth in that portfolio over time.

So, thank you very much for having me.  I really appreciate it.

EDWARD WILLIAMS:  Thanks a lot, Dennis.  (Applause.)

END



