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Prologue

The Confrontation




Steve Case was blabbering on.

Or so thought some of the restless executives assembled in a conference room at 75 Rockefeller Plaza, the lofty Manhattan headquarters of the most powerful media company in the world.

It was the spring of 2002, and AOL Time Warner Inc. was descending into financial disarray. But Case, the company chairman, was still enamored of the unfulfilled promise of the $112 billion marriage of America Online and Time Warner, the largest merger in U.S. history.

The new company, barely a year old, boasted a staggering array of global brands on the newsstands, at the movie theaters, on television. Millions experienced the common denominator of life by reading its magazines, Time, People, and Sports Illustrated among them. Its movie studios regularly tossed off blockbusters like Harry Potter. From CNN to HBO, its cable programming extended across the far reaches of Earth, shaping public opinion and entrancing viewers. It even owned Mad magazine.

AOL Time Warner was an inescapable force: The Internet division, operating in seventeen countries in eight languages across Europe, Latin America, and Asia, counted more than thirty-four million on-line subscribers. Combined, AOL and Time Warner products and services reached consumers three billion times a month.

With all of this, Case argued, how could the company go awry?

Internet-driven America Online, the Virginia company he helped build two decades ago, would inject new life into seventy-nine-year-old Time Warner, the esteemed New York media and entertainment company he had taken over. The two companies would work together to forge a future when technology merged with media, creating unimagined consumer products, like television, only better. Convergence, he called it. One side of the corporate house would fuel the growth of the other. The buzzword: synergy. America Online would promote Warner Bros. movies. Time Inc. magazines would sell America Online subscriptions. AOL would tout new albums by Warner Music Group artists, like Madonna and Jewel. The potential for what he believed was the media company of the twenty-first century was limitless.

Except for one thing: Somebody forgot to tell Case the dance was over.

Jeff Bewkes, the HBO chairman and chief executive, could not contain himself any longer.

“I’m tired of this,” he erupted, glaring at Case. “This is bullshit. The only division that’s not performing is yours. Every one of us is growing, making the numbers. The only problem in this construct is AOL.”

Dead silence.

No one knew what to say—not even Case. He sat there, poker-faced. The rest kept mum. It wasn’t clear yet which side of the divided house would prevail in a roiling internal power struggle, America Online or Time Warner. AOL, though it had lost some of its luster, was still the over-lord of Time Warner. Bewkes, however, had just uttered what some of his colleagues had been muttering about for months: The problem was America Online, not Time Warner! Yes, Case was still chairman of the combined company. But just look at the house he had built: America Online was a bloody mess. Revenue at the on-line division was stagnant in the just-ended first quarter, which was bad enough. But a key part of America Online’s revenue, advertising and commerce, had taken a big hit. Meanwhile, the Time Warner businesses were humming along just fine. The cable division had reported a double-digit revenue increase. Even its music business, in the doldrums for months, appeared on the upswing, generating a modest rise in revenue. And though HBO’s financial numbers weren’t broken out publicly, everybody knew it was doing gangbusters. That was the company’s real crown jewel! Not America Online! Whom did Case think he was talking to? How dare he lecture them!

Until then, executives had refrained from saying as much. This was, after all, polite society. But HBO’s Bewkes could get away with challenging the chairman now. Bewkes had long been Time Warner’s golden boy. An Ivy League grad who was being groomed for a bigger office in the executive suites, Bewkes had rattled off a string of successes at HBO, including original programming, like Sex and the City and The Sopranos, that made him virtually untouchable at Time Warner. What’s more, Bewkes was holding an ace in the hole: He had been given the green light to read Case the riot act. The okay came from an ostensible Case ally: Dick Parsons, AOL Time Warner’s new chief executive officer.

It was a seismic shift, a tangible manifestation of the transfer of power, tinged with a dose of irony. Case had played a key role in ditching Jerry Levin as the company’s CEO in December 2001, clearing the path for the elevation of Parsons to the top job. Now, however, Parsons was taking the muzzle off his own people—Time Warner loyalists like Bewkes—who didn’t want to take any more guff from America Online, the brash, young interlopers from the suburbs of Virginia. Parsons, ever the polished politician, didn’t want to duke it out himself with Case. A proxy fight was more tactful.

“Dick had given him [Bewkes] the tacit nod,” said a company official. “Maybe he [Parsons] couldn’t do it, but Jeff could.”

After the meeting broke, Time Warner executives approached Bewkes tentatively, quietly. There were some whispers: Atta boy. Way to go. Good for you.

It was a stunning reversal for Case, the erstwhile dot-com boy wonder who suddenly faced a monumental struggle for his own corporate survival in this, his personal denouement. What had begun as the triumph of the new economy over the old economy at the dawn of the new century had become a merger derided as an epic disaster. Bewkes had finally said it: The emperor had no clothes.

“It was,” said a company official, “the dialogue that broke it open.”







Part I

The Unlikely Rise of an Internet Giant







Chapter One

A Footnote in History




A powder blue Grand Marquis rumbles down a quiet suburban road, approaching faded memories not visited in decades. Hunched behind the wheel is Alan Peyser, a weathered old man, pushing the pedal in white sneakers, searching for the home of a friend long gone.

“I remember where it is now,” Peyser grumbles, making a sudden right on Basil Road. “My memory is coming back.”

Another quick right on Orris Street, and the Grand Marquis comes to a stop at the end of a cul-de-sac.

There it is: a cavernous, two-story yellow-brick home with big windows and white shutters, a picture of prosperity in McLean, Virginia, a tony suburb of Washington, D.C. “The Sound of Music House,” Peyser used to call it.

Daisies and shrubs frame the marble entranceway, whose double doors sit shaded under a cool white canopy. Other people live here now. They are not home.

It’s a brilliant fall afternoon, and the sky is crystal blue, but Peyser refuses to get out of his car anyway.

Maybe it’s his bum right knee, which he’s resting with a jostling bag of ice cubes, the aching residue of a tennis match he just played and doesn’t want to talk about. Or maybe he doesn’t want to remember.

Once upon a time, when he was a man in his prime, Peyser wounded his knee on the tennis court hidden behind this grand house. He stepped on a twig and blew a cartilage during a match against his old tennis foe, who used to live here.

“Is the tennis court still there?” Peyser wants to know.

It is. But the court looks abandoned, cracked down the middle, weeds sprouting from the gaping crevice, like the ghostly grounds of Miss Havisham’s, where time is left to rot. The surrounding fence is overgrown with more weeds, and a basketball and volleyball idle by the torn tennis net.

Peyser and his old friend used to play a match here once a week, and after the game (which Peyser usually won), the two men would sit at the kitchen table and, over a glass of juice, dream up wild technology to invent, impossible business ventures to create, a whole wide world to conquer….

That’s enough. Peyser doesn’t want to think about his old friend anymore. He shifts into drive and pulls off.

“I’m a futurist, so memories—they don’t count,” he says with a shot of impatience.

But then, Peyser is ensnared by something—a glimpse into the past, maybe—and he stops the car on the side of the road, facing away from the house. He dumps the bag of ice out of the driver’s side window.

With faded gray eyes, he squints at the passing traffic in the distance as the past begins to come into focus.

He remembers his good friend, who had the crazy idea that, one day, people would use computers—computers!—to communicate, that people would use computers in their homes to entertain themselves and retrieve a wealth of information.

Imagine electronic mail, news, stock quotes—anything. A stream of information would flow from computer to computer through telephone lines, like blood coursing through arteries, giving life to a new digital world. The power and promise of technology would link people together in a global network, sweeping them up in a computer revolution.

Ridiculous. Absurd. Science fiction.

Peyser chuckles. Nothing was impossible to his old friend, who would create a little company that would fundamentally change the world, a little company that would grow up to become AOL Time Warner, the largest media company on the planet.

And his name was not Steve Case.

“I see all these things that say Steve Case was the founder of AOL,” Peyser says, “but I know better.”

 

Billy von Meister looked like a normal child: slightly chubby, bespectacled, curious. But once he scampered up to the attic, he suddenly became a mad scientist in a little boy’s pair of shorts and striped T-shirt.

Up there, he liked to blow things up.

“It was just for the bang factor,” recalled Peter, his younger brother.

Billy conducted chemical experiments on a Ping-Pong table, the perfect surface on which to spread out his bubbling concoctions. At the age of six, he was obsessed with the idea of building a rocket to send Mittie, his beloved German nanny, to the moon.

At Blue Chimneys, a sixty-acre estate in pastoral Mendham, New Jersey, Billy held the title of miracle child, the firstborn to parents who had thought they couldn’t conceive.

William von Meister was different from the beginning, which in his case was February 21, 1942. A gifted child, he could read exceptionally fast, boasting phenomenal retention skills that required special test equipment. Even his own siblings were in awe.

Together, the children grew up amid privilege in a grand, whitewashed brick home in the 1950s. There were a cook and a butler and a maid and a sewing room and, outside, a large vegetable garden, towering trees, and a lake, where the children splashed around in the summer, and a steep, long driveway, where they went sledding in the winter. Yet Billy gravitated to the attic.

His experiments always seemed to involve a connection of some kind between two points. Earth to the moon, by way of a rocket. Or two tin cans attached by string. Can you hear me? His sister, Nora, would hear a faint echo from one empty tin can, nothing more. Yes, I can hear you, she would say, hoping to please her big brother. “I was the guinea pig,” she said. “I would hear him clearly, even if I couldn’t hear him clearly.”

His was a mind in constant motion, wondering how to make things better, absorbing huge quantities of information, comprehending it all, then adapting concepts to his own creative bent. And so it was that Billy graduated from tin-can experiments to building walkie-talkies to wiring intercoms between rooms. Each was a connection. A way to make contact. People talking to each other from distant locations, from point A to point B. Billy learned Morse code. He weaved electronic entrails to build himself a ham radio. Late into the night, up in the attic, the little boy could be heard talking to people all over the world. Paris, Saudi Arabia, Washington…

It was as if Billy had an insatiable need to reach out to someone who wasn’t there, which often happened to be the case with his parents.

His father, Frederick William von Meister, was a busy man who owned his own offset printing company. His mother, Eleanora, was the scion of a wealthy family and worshiped little Billy but kept a full social calendar, leaving much of the children’s upbringing to Mittie and the other servants.

Not that Billy seemed to mind. He found a way to reach out, at least to his father: He built him a gizmo.

A wireless transmitter, it was about the size of a loaf of bread with an orange indicator light and a big antenna. On his way home from work, his father would hold the device outside the car window and push a button, which would send a signal to another antenna attached to a receiver box on the kitchen counter, setting off an alarm.

“That would indicate he was two, three miles away and he had better get his tea,” said Peter, the younger brother. Thus warned, the servants would prepare a cup of tea for the master of the house. “It was really a sweet idea,” Peter said.

Little Billy was just getting warmed up.

 

As an adult, Bill von Meister was a big kid. Indefatigable. Optimistic to the point of delusional. He was like a cackling Amadeus, only more irrepressible. Or the ringmaster at the circus. Come one, come all. “An idiot savant,” recalled Michael Schrage, a former Washington Post reporter who chronicled many of von Meister’s business forays in the 1980s.

In his home, von Meister shot darts at a board with the kind of blow-gun pygmies used to assail wild animals in the jungle. He had a big-screen television, the best stereo money could buy, and a gaggle of video games. He was a pilot, too, and he raced cars (including a modified BMW M635 with a souped-up engine). Along the way, he earned a clutch of silver cups from amateur competition and costly moving violations on the open highway.

“He loved fast cars and he loved to chase women,” Peter said.

It was all part of Bill von Meister’s voracious appetite to consume life. He was partial to red wines and good scotch and vodka—to the point that he became an alcoholic and checked into rehab once. He was also a lover of red meat, expensive restaurants, forbidden cigars, and lavish expense accounts, and he smoked three packs of Marlboros a day, claiming no adverse health effects.

But more than anything else, von Meister loved to create.

There was his aborted Spirits of America, a whiskey-shipping business in the early ’70s. There was TDX Systems, a telecommunications company founded in 1975 in which von Meister made a bundle with his old tennis partner, Al Peyser. There was The Source, the first embryonic on-line service, which von Meister built in 1978 to give people access to a mainframe computer for some text-based information, including news, weather, and electronic bulletin boards.

“What do people do that is really challenging?” he once told a reporter.

“They race cars, climb mountains, go scuba diving, and that’s about it. Most really do live lives of quiet desperation. Well, entrepreneurship can be challenging, too. There are rules, but there ain’t many.”

Especially in his case.

“Bill von Meister was not just a serial entrepreneur, he was a pathological entrepreneur,” said Schrage, who went on to become a researcher at the Massachusetts Institute of Technology Media Lab. “Bill von Meister’s ideas, on average, when you look back on them, don’t seem stupid. But at the time, they seemed outlandish. The big risk was he was such a loon that his looniness would get confused with the idea, because they’re so intertwined.”

 

Bill von Meister had a unique way of getting rich people to invest in his loony ideas. Better yet: He had a way of taking their money and not giving it back.

“This was one of the things Bill von Meister was better [at] than any other human I’ve met, which was taking money from venture capitalists, burning it all up, and then getting more money from the same venture capitalists, and they all felt good about it,” said Marc Seriff, a key technological expert on some of his adventures.

Von Meister and his brother, Peter, perfected a technique to extract maximum dollars from the money men. They called it the “Dawn Patrol.”

It worked like this: Von Meister would invite a venture capitalist down to Washington, usually a fairly young, well-heeled executive from one of the big brokerage houses in New York. That’s when Bill and Peter, who served as his personal lawyer, would do the dog and pony show at the office.

In the early 1980s, the latest loony idea was called the Home Music Store. Von Meister’s idea was to beam music—rock, pop, country—up to a satellite from a studio in Utah, which was financially backed by the Osmond family. Yes, those singing Osmonds. The satellite would beam the music down to the local cable television system, which would send the digital signal into people’s homes, where the music would be tape-recorded on their stereo. The technology actually worked, von Meister would gleefully explain to his visitors.

After which, the whole group would head to von Meister’s home in McLean, where the liquor flowed freely. This would be followed by dinner at a swank place like The Palm, a celebrity hangout in downtown Washington, where the potential investors would be massaged with more spirits. (Von Meister spent so much time at The Palm that the restaurant eventually framed a caricature of the offbeat entrepreneur.)

Toward one in the morning, von Meister would bid the lubricated visitors adieu and, by the way, see you at 6 A.M. for a tennis match at my place. When morning arrived all too soon, he’d trounce them. A quick shower and a power breakfast later, the visitors would begin to droop, their resistance down, whereupon von Meister would move in for the kill, leaning on them about how much money they should invest in his latest scheme.

“These poor guys looked like army recruits at army training,” Peter said. “They’d agree to anything, just so they could go home.”

•  •  •

Warner Bros., as it turned out, was less pliable.

High above Manhattan, circa 1981, men in suits sat at a conference table in a tower at Rockefeller Plaza. Von Meister stared across at a polite executive, who wasted no time in delivering the bad news: Warner Bros., the big entertainment company, was backing out of an agreement to license its music for von Meister’s proposed venture, the Home Music Store.

In a measured tone devoid of emotion, the Warner Bros. executive explained himself: Delivering music directly into people’s homes via satellite and cable would completely shut out music retailers, literally choke off their money supply. In other words, people wouldn’t go to the store to buy Warner Bros. music anymore. (Two decades later, record companies would echo the same argument, claiming that Napster, the free on-line music-sharing service, threatened to hurry bricks-and-mortar retailers into extinction.)

The Warner Bros. executive didn’t mince words. Retailers are threatening to throw our records in the street, he told von Meister. Without the cooperation of retailers, the game was over. The Home Music Store isn’t going to happen, he said.

You can’t do that! von Meister shot back. We had a deal!

The executive was unflappable. Look, you can’t pick a fight with us, boys. You don’t have the money. But maybe there’s something we can do. He suggested that von Meister consider the video-game market. If von Meister could digitally deliver music into people’s homes, why couldn’t he digitally deliver video games instead? Warner Bros. owned Atari, the hottest video-game console on the market. Talk to our people.

It was a consolation prize. But von Meister, sensing an opportunity and all too willing to turn on a dime, agreed instantly.

And just like that, Bill von Meister entered the video-game business.

 

George M. Middlemas knew exactly what he was getting himself into from the moment he stepped off the plane in Washington into the unruly world of Bill von Meister. He had been warned.

Keep von Meister out of the first-class lounge at the airport. That’s what people told Middlemas, who got the implied message. If you give von Meister money, he’ll spend it lavishly on personal predilections, such as expensive wines, not to mention costly business ventures. Which was why Middlemas was in town in late 1981.

A venture-capitalist at Citicorp Bank in New York, Middlemas was down in Washington to decide whether to invest in von Meister’s latest foray in the video-game business.

“Skepticism was high, based on Bill’s record of good ideas that he had smashed to smithereens,” Middlemas said.

The venture capitalist was a natural skeptic, notwithstanding von Meister’s reputation. It was part of the job. Middlemas had to be doubtful. The only way to pinpoint the good idea to invest in was to find the fastest path to reject the bad ones. Think Darwin. Another Middlemas principle: People weren’t the most important thing. That was a myth of venture capitalism. The truth was, he was investing in ideas and markets.

Hence the meeting. Middlemas liked the idea: video games. And there was a potential market: teenage boys.

Von Meister, ever the technical whiz, had developed a cheap and fast modem—basically, a little box with a lot of electronics stuffed in it. The modem, like a video-game cartridge, plugged into an Atari 2600 game console. The modem also connected to a telephone outlet, which allowed video games to be digitally transmitted to the Atari. Von Meister’s modem was like a middleman, the bridge between bits and bytes of information traversing through the telephone line into the video-game console, delivering such fare as “Alien: You’re caught in a maze littered with alien eggs which you must crush to climb to a higher level. Watch out for roving aliens as you struggle to survive!” Video games—which cost $1 per session—would be ordered by credit card. The modems would cost $59.95 retail.

That was the pitch to Middlemas. From his side of the conference table, von Meister gave off a child’s delightful glint, emitting a low, rolling chuckle, laughing to himself, like Willy Wonka on steroids. It was as if he were gleefully saying, Aren’t I clever?

And then he started ranting about the injustice of the music business, how Warner Bros. had reneged on a music deal, how the corporate world had stabbed him in the back. But now, things were different! On-line video games! This was a great idea! And there was no corporate muscle to get in his way!

Across the table, Middlemas was thinking, I’m talking to a wild man.

“Sparks almost flew off of his head,” he said.

Fortunately, von Meister was smart enough to offset his manic presentation with a sedate sidekick, his numbers man who calmly went over the venture’s financial projections. “He was the epitome of probity,” Middlemas said, assured by the sidekick’s even keel. “It was like Price Waterhouse at the Oscars. I felt okay.”

What’s more, Middlemas thought this was a great idea. Later, he would scold von Meister for his errant behavior: “You should live in a sealed house, and food and money should come in the door and ideas should come out.”

But on that day, the two men simply shook hands. Within weeks, they had a deal: Middlemas forked over $100,000 for his video-game venture, and von Meister raised another $300,000.

For a creative genius, von Meister was strangely at a loss to come up with a jazzy name for his newly funded venture. When nothing else came to mind, he settled on Control Video Corp. by default, the thinking being that the technology lets you, well, control your own video game. It wasn’t sexy, but it sounded solid, even reliable, which, given von Meister’s haphazard track record, was not an insignificant consideration.

What’s in a name anyway?

In his view, the real issue was: How do we get a child to order an on-line video game with a credit card?

 

Bill von Meister promptly spent $5,000 on a hot-air balloon.

Tethered at the Tropicana Hotel on the Strip in Las Vegas in January 1983, the enormous balloon announced in big red letters the arrival of his new video-game service: GAMELINE.

He didn’t want to pay for a booth at the Consumer Electronics Show, a big trade confab in sin city, so he did the next best thing: He hired show-girls.

A clutch of buxom ladies in sequined bikinis, high heels, and glittery headdresses escorted potential customers to his lavish suite at the Trop to demo the new product. See the most exciting game ever invented! And if that didn’t work, von Meister figured he’d lure the crowd with a contest drawing for a one-ounce bar of gold.

“It was a lot of schmaltz,” said John Kerr, who served as von Meister’s top salesman and best friend.

The girls or the gold were a big hit. Either way, it worked. Orders came pouring in that evening for about 150,000 of the little boxy modems. Control Video was on its way.

People took notice, including one bystander who quietly observed von Meister that night, a preppy introvert with a jutting jaw and boyish flop of hair over his serious brow. His name was Steve Case.

 

It wasn’t love at first sight. It was strictly business.

Steve Case was president of a consulting business called The Marketing Group. In his own corporate literature, he described the firm as a “collection of successful consumer marketing executives who currently have significant responsibilities but enjoy the professional challenge of attacking new and exciting business opportunities.”

The Marketing Group was essentially two people—Case and a friend. Case was president of a company that was little more than a name slapped on paper. The firm’s letterhead showed a sophisticated San Francisco address—2365 North Point—but that’s all it was. Mail sent to San Francisco was forwarded to a miserable little apartment in Wichita, Kansas, where Case lived and hated his day job.

His career rise had been less than spectacular. First, Procter & Gamble, the giant consumer-products company, flatly turned him down for a marketing job. Not taking no for an answer, he flew out for an interview on his own dime and landed a job as an assistant brand manager. Among his forgettable products was Abound, a hair-conditioning towelette that could be massaged onto the scalp. The slogan: “Towelette, you bet!”

Now, he was, in his own written description, “marketing manager of Pepsico Inc. with responsibility for the development and introduction of a $250 million product for the Pizza Hut division.”

Translation: Steve Case spent most of his time traveling to small pizza shops, testing pizza flavors. (He scored pizza on five categories: crust, dough, sauce, cheese, and topping.)

Steve Case was in his mid-twenties and quickly disappearing into the morass of middle management.

That is, until he came to see von Meister in the desert. Case was invited to Vegas by his older brother, Daniel Case III, an up-and-coming investment banker at Hambrecht & Quist, who was helping to bankroll von Meister’s new video-game venture. Dan, also a member of von Meister’s board of directors, made the introductions.

The rest has become the stuff of Steve Case lore, like a Hans Christian Andersen fairy tale about business. It goes like this: Steve Case and von Meister hit it off over dinner. They both agree that the on-line video-game market is just the beginning of something that will change the world. During a bathroom break, von Meister asks Dan whether he can hire his little brother as a consultant.

Wonderful stuff—except it didn’t happen that way.

“He was not hired on the spot,” said John Kerr, von Meister’s right-hand man, who was in Vegas that evening. In fact, von Meister never asked Dan to hire Case. It was the other way around: Dan called von Meister and asked him to hire his little brother. Steve Case got his big break—the job that would set him on a course of fame and fortune—through a simple case of family leverage.

The story was corroborated by Marc Seriff, von Meister’s technology guru, when he gave a videotaped brown-bag seminar to AOL employees in April 1996, just as Seriff was preparing to ride off into the sunset of retirement. In the video, he said that Dan called up one day and requested that the company hire his little brother.

“Dan had just given us somewhere in the vicinity of, I think, two and a half million dollars and was the lead investor in giving us five or six million dollars, so disagreeing with Dan was not a viable option,” Seriff said.

That Steve Case knew nothing about the video-game business didn’t matter. “Steve did have impeccable credentials,” Seriff said with a heavy dose of sarcasm. “He’d spent the last two years traveling from Pizza Hut to Pizza Hut, sampling pizza, trying to come up with new flavors for the company, so his credentials were absolutely impeccable.”

Von Meister agreed to hire him. In the process, Steve Case earned a nickname that stuck: “Lower Case.” Dan, his big brother who had set him up with von Meister, was dubbed, naturally, “Upper Case.”

•  •  •

The remarkable thing about Stephen McConnell Case was just how unremarkable he was.

His was an upbringing played out across America in the ’60s and ’70s—the only difference being that he did his growing up in an affluent home with a view of the clear-blue Honolulu skyline.

The third of four children of a lawyer and a retired schoolteacher, Steve Case was born on August 21, 1958, and lived an uneventful childhood marked by the easy rhythms of Cub Scouts, Little League, set mealtimes, required chores, and one hour of television after homework. He was an average student. He liked rock and roll (the Rolling Stones). He wrote music reviews for a small teen publication in Hawaii.

Perhaps, however, there was a hint of Case’s future in business: As a child, he and his older brother, Dan, started a limeade stand. Later, they went door-to-door, selling greeting cards and garden seeds. They built a corporate structure of sorts, with a holding company called Case Enterprises. Eventually, the family started calling Case’s bedroom his “office.” Dan was the front man, the dynamic salesman who did most of the talking. Steve, careful and reserved, preferred the quiet, detached task of handling the back operations.

But more than the childhood ventures, what distinguished Steve Case’s youth was his sibling rivalry with Dan—a searing experience that fueled the younger brother.

They were born only thirteen months apart, but Dan was always a giant in Steve’s eyes, the fair-haired older brother, the family star, a straight-A student whose constant success overshadowed the younger brother.

Dan understood as much. A few years before he died of a brain cancer, he said, “I defined the market early in our family through achievement. Steve was the third guy up. He had to work to define his own path.”

Their paths, however, collided on occasion. Sometimes, it was just a rough game of pickup basketball. Other times, it was a burst of violence between the boys. Ultimately, they learned to negotiate their way through the competition. When it came to college, Steve made an early choice, picking Williams College, their father’s alma mater. His B-plus grades were sufficient. That, combined with decent extracurricular activities (he was editor of the high school newspaper) and the legacy factor, was apparently enough to get the Hawaiian resident into the small Massachusetts college in 1976. Dan opted for Princeton University.

While Dan went on to become a Rhodes Scholar and then a rising investment banker, Steve flailed. There was little to suggest greatness looming in his future. He applied to several MBA programs and was rejected by them all. He couldn’t get a job at HBO, a division of Time Inc., then being run by a rising young executive named Jerry Levin. He took a job with Pizza Hut that looked like a dead end.

Steve Case had taken Computers 101 in college and hated it. But when Dan opened the door to a consulting gig with von Meister’s on-line video venture—a firm steeped in the computer technology of the day—Case seized the opportunity.

It turned out to be one of the smartest moves of his entire career.

The job also paid a princely sum for a young marketing man trying to get out of Kansas: $20 per hour, for a total of $9,000 for his consulting expertise, plus expenses. (Case promised to stay in cheap hotels and fly special coach.)

What von Meister got for his money was a set of detailed reports in which Case gave a good rendering of the Procter & Gamble school of marketing: business objectives, product positioning, corporate identity.

“It was straight out of the P&G booklet,” said Kerr, von Meister’s sales executive.

But the reports also gave some insight into Case’s early thoughts about how to do business. Among them: thwart the competition. For the video-game market, his advice to von Meister was, “Erect barriers to entry (lock up category).” The idea was to make it difficult for other players to get into the same business.

Case also showed a Machiavellian side, telling von Meister, “Concentrate on the perceptions of the product…not the realities of the product.” Case talked about avoiding “whoring” the product through deep discounting. And he reminded von Meister to be “sensitive to the Orwellian backlash” of an on-line product that could suggest an “invasion of privacy.”

But Case grasped the broader implications of von Meister’s venture. Video games were just the start. The little modem could also deliver into people’s homes a stream of other digital information—electronic mail, stock quotes, sports.

In his reports, Case talked about positioning the video-game service as a “revolutionary, ‘breakthrough’ product in the home entertainment/information network category.” Not right away, though. First, grab the “hard-core gamers.” But in year two, Case said, the strategy would be to show that the product “turns your game console into a computer.”

Actually, this wasn’t Case’s insight; it was von Meister’s. Indeed, through the GameLine modem, Control Video was preparing to introduce, in stages, such features as e-mail, sports news, and on-line banking. In an all-but-forgotten company pamphlet from the early ’80s, von Meister boasted of turning “inexpensive game consoles into sophisticated communications terminals!”

GameLine wasn’t just a game. It was a window into the future of the personal computer, the PC. There would be Mailine! Stockline! Bankline! Newsline! Sportsline! This is how von Meister pitched the little gizmo to retailers: “Games are only the beginning. When today’s joystick jockies turn into tomorrow’s information ‘junkies’—you’ll be there to profit.”

“Bill knew where this was going,” said Kerr. “Once you got through with the spreadsheet and word processor, what the hell were they going to do with their PC?”

Von Meister, said Middlemas, the investor, understood that the video game was, “a Trojan horse strategy to get into the computer world.”

As early as February 1983, industry insiders got a whiff of von Meister’s big play. “Control Video, a maker of videogames for the popular Atari videogame unit, is developing an adaptor, which will allow users to access home banking, teleshopping and other teleservices through their videogame consoles,” announced Teleservices Report, an industry newsletter.

It noted, however, “A number of details are incomplete.”

Details weren’t von Meister’s strength. He was thinking big picture all the way. In a 1983 company publication, von Meister called his modem, “THE CONSUMER ELECTRONICS PRODUCT OF THE DECADE.”

That, history would show, would be an understatement.

 

Bill von Meister was dashing down the hallway of his little company—did he move any other way?—when he made a quick pivot and poked his head in the doorway of a colleague: “If a guy named Guido shows up to repo the computers,” he quipped, “let me know.”

He was joking, of course. But in the jest, there was a kernel of truth. Only a few months after the debut of its GameLine service in July 1983, Control Video was in trouble.

Credit an unfortunate confluence of factors: The company was spending a lot of its precious capital manufacturing the video-game modems, while it was having a tough time convincing video-game makers to license their software. Bottom line: There were lots of boxes but nothing to put in them. Not a good combination.

As if that weren’t enough, von Meister was also experiencing firsthand the unpleasant forces of business physics—what goes up must come down—which in this case was the once red-hot video-game market. With Atari suddenly hemorrhaging cash, video games were beginning to look like a short-lived fad, like jumping jelly beans. (Remember those? Exactly.)

“It wasn’t a business, it was a struggle for survival,” said Schrage, the former Washington Post reporter, who wasn’t sure how long he’d be writing about the company before its expected demise.

Within months, the situation was dire: Control Video had only three thousand customers—about a million fewer than it had hoped for. “GameLine has been slowed by lackluster sales,” said a polite report in Videotex Teletext News.

“The video-game business is not what it was a year ago,” von Meister conceded then.

He was being charitable. The market was kaput. Control Video had shipped forty thousand modems to retailers—who had then shipped back thirty-seven thousand of them.

Back at headquarters, the modems sat around collecting dust. Von Meister thought about stripping the boxes down to their raw material to sell as salvage, but then he discovered a depressing truth. The salvage value of each modem was less than what it cost to ship to the salvager. Behind his small warren of offices was a Dumpster. That’s where tens of thousands of unsold modems ultimately ended up.

Creditors were not amused. “There was nothing hilarious about it,” said Ed O’Brien, a Control Video board member and executive of LaBarge Inc., a manufacturing firm that lost lots of money when von Meister’s company couldn’t afford to pay its bills for the modems LaBarge had built.

Von Meister had burned through $20 million in venture capital, and all he had to show for it was $40,000 in revenue. Even that paltry amount did not do justice to how bad things really were: $15,000 of that money came from selling the hot-air balloon he had floated in Vegas. For what it was worth, that was a good deal; von Meister got triple what he had paid for the balloon. He may not have known how to sell a modem, but he sure knew a thing or two about selling hot air.

Investors were getting restless to say the least.

In lieu of firing von Meister, they brought in a new guy to help keep the company afloat. The newcomer was to be an informal manufacturing consultant, although he knew not one iota about modems, video games, or manufacturing. He did know something about booze, though. He was a local bar owner. He also happened to be an old U.S. Military Academy buddy of Frank Caufield, an investor in von Meister’s company. This old buddy was named Jim Kimsey.

Caufield had first mentioned the idea to Kimsey during a white-water rafting trip down the Colorado River through the Grand Canyon. You oughta check out this little business, Caufield had said in passing.

He followed that up with a more desperate phone call. “Here we were, burning through money as fast as we can print it, and Frank Caufield called Jim and said, ‘Go over there and figure out what they’re doing,’” said Seriff, Control Video’s top engineer. “So Jim actually entered the company as a manufacturing consultant. His actual deal was to baby-sit.”

The baby in question was von Meister. On arrival in 1983, Kimsey took the office next to the temperamental entrepreneur. The office had belonged to Kerr, the von Meister loyalist. I’m sorry, von Meister sheepishly explained to his old friend, but the investors want to keep an eye on me.

Kerr, the sales executive, didn’t like what was happening. First, Steve Case, the younger brother of a lead investor, becomes a consultant; now Kimsey, the school friend of another investor, shows up.

The biggest mistake you’re making is bringing in two of the investors’ friends, Kerr cautioned.

Oh, no, no, no, once we get them in, we’ve got them locked in, von Meister said.

But you’re not locked in, Kerr said.

“From day one,” Kerr firmly believes, “they were trying to get him out.”

•  •  •

James Verlin Kimsey didn’t want to get involved in von Meister’s mess, whoever this character von Meister was. But then again, Kimsey didn’t intend to become a military hero either, or a billionaire, which happened, too.

“It’s the Forrest Gump syndrome,” he said, referring to the fictional character who was touched by greatness.

The son of a Washington bureaucrat and a doting mother, Kimsey was a tough street kid born on September 15, 1939, who got kicked out of high school for being a wiseass and couldn’t have cared less.

But his indomitable mother cared. “My little Irish Catholic mother was beside herself,” Kimsey said.

His mother called on some priests to help with her son. Practically before he knew it, Kimsey was enrolled in a Catholic military school.

Then Kimsey surprised everyone. He became a cadet at West Point, where he learned that there were three answers to every question: (1) Yes, sir; (2) No, sir; and (3), No excuse, sir. Number 3 was the most important. He internalized it. He lived it. He let it guide him throughout his life. He explains it in a quiet, steely voice: “If you are a platoon leader, and one of your men dies, there is no excuse. If you are a CEO, and thousands of your employees are laid off, there is no excuse.”

Jim Kimsey was the first member of his family to earn a college degree. Later, he became a chisel-jawed army airborne ranger, serving two tours of duty in Vietnam in the 1960s, avoiding getting killed by the Viet Cong, and—in the midst of incoming mortar and sandbag shelters—building an orphanage in hostile territory.

He cherished those times.

When he returned to civilian life after eight years in the service, Kimsey parlayed $2,000 in cash—everything he had to his name—into a beautiful Horatio Alger story.

It was a simple tale. Kimsey was looking for something to do in 1970, wandering along a downtown block in Washington on a Saturday when he saw a building for sale. The next thing he knew, with no money down, he was a landlord who was in debt to the hilt. What did he have to lose? He rented the top floor to an investment brokerage house. The brokers planned to open a bar downstairs but ran out of money halfway through the job. Kimsey shrugged it off, borrowed some more money, took over the project, and opened his own bar with a novel gimmick that drew immediate attention: a ticker-tape machine. He called it The Exchange.

Starting with one bar, he became a successful businessman, opening a slew of singles watering holes in the 1970s, trendy places with such catchy names as Madhatter and Bullfeathers.

He had become a rich man.

“It just happened,” he said of his life. “You can’t architect that stuff. But when it happens, you have to be ready.”

Jim Kimsey wasn’t like Bill von Meister, who rushed headlong into the creation of Control Video. Nor was Kimsey like Steve Case, who rode his older brother’s coattails to the opportunity presented by the little on-line video-game company. This wasn’t Kimsey’s thing.

“The only technology I knew was the engineering course at West Point,” he said. “V equals IR.” (Ohm’s law: Voltage equals current times resistance.)

The way Kimsey figured it, he was just doing a favor for his old friend. Or, as Schrage recollected it, “He was a skirt-chasing, hell-raising restaurant owner who was put in there to clean up this mess for his West Point buddy Frank.”

Kimsey didn’t plan to stick around long. He said as much when he asked Brad Johnson, another West Point pal, to join Control Video.

“What do you want me to do?” Johnson asked.

“Replace me,” Kimsey answered. “I’m just here temporarily.”

Johnson came on board to oversee manufacturing. Like Kimsey, he knew nothing about computers or manufacturing, but also like Kimsey, he was a military man—No excuse, sir.

There was a difference, though. Just as Kimsey was getting involved in Control Video, he was creating a bank-holding company. A Securities and Exchange Commission form he had to fill out asked whether he had ever been involved in a bankruptcy. Suddenly, Control Video took on a whole new light. He felt motivated. There was no way James V. Kimsey was going to be associated with a bankruptcy.

Little did he know what he was getting himself into.

•  •  •

It wasn’t funny, but Jim Kimsey couldn’t help smiling. There he was, in a hotel conference room in early 1984, jabbering on about the state of affairs at Control Video before the board of directors, a group of grim investors who didn’t like what they were hearing.

It was as if Kimsey were removed from himself, a disembodied spirit watching the proceedings, listening to himself drone on. The place had the feel of a Senate hearing, with board members sitting back in judgment, overseeing the proceedings, which included a bunch of easels and visuals to which Kimsey directed their attention with a pointer. He threw an ironic smile at Frank Caufield, his West Point buddy, who rolled his eyes back at Kimsey. They were like kids back in school. What were they doing here? They were military guys! They weren’t computer wonks!

And yet, there they were, at Rickey’s Hyatt House, a trendy hangout in Palo Alto, California, for Silicon Valley denizens. Christmas 1983 had come and gone, and it wasn’t pretty: Control Video had about $10 million in debts and 120 angry creditors banging on the door, wanting to get paid.

Kerr, the sales executive, got up and launched into a presentation about how many modems had been sold at retail. It was a virtuoso performance involving charts and numbers and complicated buzzwords. But it came down to this: Control Video hadn’t sold much of anything.

The room fell deathly silent.

“Goddamn,” Kimsey finally broke in, “we could’ve sold more of these things selling them off the back of a pickup truck driving on U.S. 1!”

Caufield chimed in: “You’d have thought kids would’ve shoplifted more than that!”

Von Meister flushed. People stood up. It was the end of the meeting. It was also the end of the company.

“We realized this turkey isn’t going to fly,” said Middlemas, a company director.

There was no announcement, nothing to sound the death knell. People just broke off into little impromptu meetings, whispering and scheming. Von Meister, shaken, went up to Kerr, his old friend, and uttered simply, “I’m out.” He would stay on board, but only as a figurehead. Kimsey wandered out to the parking lot, thinking, Now what’s going to happen?

And then it happened: One by one, board members approached him. It was all very informal. Just a little chitchat. At first, Kimsey didn’t know what was going on, but then it gradually dawned on him: It was as if board members were kissing his ring. He was being anointed the new godfather of Control Video.

James V. Kimsey was in charge.

“People say you couldn’t have done it without Steve Case,” Kimsey said, then waved off that idea with a guffaw. “Steve was a twenty-four-year-old marketing intern. I couldn’t have done it without Marc Seriff.”

Seriff, the company’s technology man, never seemed interested in taking credit. In 1996, he retired quietly from AOL. But Case? He and his emissaries worked hard to establish his place in the company’s history. In an AOL employee handbook, after Kimsey had stepped down as chairman in late 1995, Case introduced himself to new hires as “Founder, chairman and CEO,” referring to “when we started back in 1985.”

It’s true that by the mid-1990s, Case was chairman and CEO. But the company was founded by von Meister, and it was started not in 1985 but in 1983, the year that Case joined as a part-time consultant. Later that year, von Meister and Kimsey together hired Case as a full-time marketing employee. Kimsey remembers the conversation about hiring Case this way:

What do you think about Steve? von Meister asked.

He seems bright, he won’t cost you much, and Dan will have to put in more money, Kimsey responded, thinking of the benefits of hiring the little brother of Dan Case, a big company investor. “I was right on all three counts.”

Kimsey was the CEO who promoted Case to vice president of marketing in the mid-1980s and to executive vice president in 1987. Case became chief executive officer in 1991.

“When I see this stuff about Steve Case, ‘founder of America Online,’ it’s not quite the case, it’s not right,” said Brad Johnson, the man Kimsey brought in as head of manufacturing.

Kimsey regards Case—the young Case, before he grew up into media mogul—as a wayward son with an Oedipus complex, a need to slay the father and take the throne for himself. It was a natural evolution. Case rose through the ranks in large part by the process of elimination. As the business was sinking and shrinking to a handful of people, Kimsey was forced to lay off employees—people at higher levels with bigger salaries than Case’s. “I fired everybody above him,” Kimsey said.

But Case wasn’t just cheap labor. Kimsey recognized potential. From the beginning, he marveled at Case’s ability to write position papers for the company’s investors, even when Kimsey changed course, reversed himself, and decided to go in the opposite direction. “He’d do it with equally compelling logic and passion,” Kimsey said. Case, he said, was “very able—like Arnold Schwarzenegger in Terminator.” As an example, Kimsey cites a scene in which Schwarzenegger, playing a humorless cyborg, scrolls through a menu of potential responses to a meddlesome janitor and emits in a monotone, “Fuck you, asshole.” That’s how Kimsey thought of Case—“only his response time is quicker,” he said.

“He’s a cyborg,” Kimsey said. “I mean that in a nice way.”

They made an odd couple: Kimsey, the brash, blunt, swashbuckling former military man, and Case, introverted, uptight, metronomic. Case, though, looked up to Kimsey as a father figure. “At the time, he seemed awfully old,” said Case, who was then in his twenties, while Kimsey was in his forties. “We found ourselves sort of in a foxhole because we both had aligned ourselves more closely with this company that was kind of going nowhere fast,” Case said in a videotaped tribute to Kimsey on his sixtieth birthday.

There was another reason Kimsey bonded with Case, selecting him as his heir apparent: “He lived, ate, and breathed this shit,” Kimsey said.

Therein lay their difference: Kimsey’s idea of fun was biking through the French countryside, which he did one summer in the late 1980s. Case, who was in Paris around the same time, went directly to an industry trade conference, not even making a quick stop at the Louvre Museum.

“He had a maniacal devotion to this,” Kimsey said. “It was his life. He is a nerd, an inward-looking person. He likes to communicate by e-mail. He doesn’t even like to talk on the phone.”

Kimsey needed somebody like this, somebody who wanted to do the work, the nitty-gritty. “Kimsey wanted to get the hell out of there,” said Bob Cross, a turnaround specialist who came on board in 1984. Cross didn’t think that was a good idea. He suggested that Kimsey get rid of Case. Cross thought Case was preoccupied in marketing the video-game modems like so many pizza boxes, an idea that had failed von Meister. But Kimsey wanted a life. He wanted to go white-water rafting. He always thought he’d return to his old life, keeping his old office on K Street in downtown Washington. Besides, there was nobody else to do the marketing, and he didn’t have time to go out and find someone.

“Cool it,” he told Cross. “Case is here, right now.”

People warned Kimsey, Don’t put Case out front, don’t let him be the face of the company. But Kimsey began mentoring Case, bringing him to board meetings, presenting him to the media. He tried to teach him corporate politics and, he hoped, “some people skills.” It didn’t go well at first. In an early interview with The Washington Post, Case was so boring—or guarded, depending on the point of view—that an incensed Michael Schrage vowed never to speak to Case again, threatening to stop writing about the company unless the colorful Kimsey or von Meister did the talking in the future.

“If you had told me Steve Case was chairman of Time Warner–AOL, you would have had to hospitalize me for internal hemorrhaging,” Schrage said. “Silly beyond belief—Steve Case?”

 

For Bill von Meister, the end of the line arrived one day in early 1985 when he came gleefully skipping out of his office to greet his spanking new BMW 735i.

“How do you like my new car?” von Meister chirped, like a child on Christmas morning.

Kimsey noticed there was the letter M emblazoned on the car. “What the fuck does the M stand for?” he asked.

“More,” said von Meister.

Kimsey, Cross, and Middlemas were all agape. The three men had been standing in the parking lot, nervously waiting for the arrival of an entourage of creditors. Angry creditors. People who hadn’t been paid. Companies that were threatening to sue Control Video, or worse—force it into bankruptcy. This was a big day, a defining moment for Control Video. If the creditors refused to accept ten cents on the dollar for what they were owed—and that’s all Control Video could afford—then it was all over. Money had gotten so tight that the company had been forced to tape together cardboard boxes to use as office cubicle dividers.

“We have a creditors meeting! Are you crazy bringing in that car?” Kimsey exclaimed. “See that tree? They’ll hang you from it and burn your furniture in the parking lot!”

Von Meister looked wounded, his eyes wide like saucers. “What are you getting all upset about?” he asked. “Don’t these people understand I have a personal life?”

Cross urged him to get in his new car, go home, and go look after that personal life. Von Meister finally seemed to get the point. Off he drove, down the road and, for all intents and purposes, out of their lives forever.

The company was spared that day. Kimsey never really held it against von Meister. “He was like a puppy you like a lot but you have to house-train,” Kimsey said.

Control Video, too, faded quietly into the distance. “It just went into a shoe box,” Kimsey said. He gave it a proper burial in the bottom left-hand drawer of his desk.

It never went bankrupt. It just got dressed up with a new name. “The company was not dying but changing,” Kimsey said. With the same people, in the same small offices in Vienna, Virginia, he said, “it transmogrified.”

On May 24, 1985, Control Video was reborn as Quantum Computer Services Inc., a name that held no special meaning but sounded techie—and official.

“It sounded like it was supposed to be a big company,” said Kimsey, Quantum’s founding chief executive officer. “It has that ring of credibility.”

The media was not fooled. In a published report soon after its rechristening, Schrage of The Washington Post put it this way: “But, like a New York cockroach, Control Video simply couldn’t be killed off.” Of the one hundred employees who had worked at Control Video, about ten were left, including Case and Kimsey.

By 1995, Quantum was a distant memory to von Meister. In his final days, he had other things on his mind. Dying of a fast-spreading melanoma, von Meister had wasted away, losing weight and color. He was broke, and creditors were still beating down his door. As he lay bedridden in a Georgetown hospital, an IV in his arm, Nora, his devoted sister, his shadow, recalled that his mind was racing. All he could say was, “When I get out of here, if I’m alive, I’m going to show how this hospital can do things better.”








Chapter Two

A Case of Ambition




Steve Case was dubbed “The Wall.” Not to his face. But those inside the company had come to accept this about him: He was a blank expression who was hard to read, who didn’t want to be read, who would strut down the hallway, his big chin jutting out imperiously, his eyes narrowed in intense concentration, remote, serious, quiet.

Was he aloof or just shy?

Once in late 1987, Cathy Anderson, a company vice president, got a glimpse behind The Wall.

The two were stuck in bumper-to-bumper traffic on a glaring, sultry day, baking on a San Francisco highway. Case, tall and lanky, was scrunched behind the wheel of a clunky little rental. It was a compact, all that Quantum Computer Services’s small budget allowed.

Case, then executive vice president, and Anderson, in charge of on-line services, had just finished an introductory meeting with executives of another company. Quantum, still searching for a way to survive beyond the video-game business, wanted to purchase a stock-ticker service. The idea was that customers could access financial information, which would be transmitted over telephone lines, through a modem, into their personal computers—an idea first championed by Bill von Meister years earlier.

Case was about to drop off Anderson at her hotel before he went on to his own tiny furnished apartment in an old building in town. He had been camping out on the West Coast for months, trying to strike a big deal that would make Quantum the on-line service for industry heavyweight Apple Computer, Inc.

For the moment, however, highway traffic was going nowhere, and the conversation turned from business to that place that Case rarely visited: his personal life.

Where are you from? Anderson asked Case.

Hawaii.

Cool! What a beautiful place. Why would you leave Hawaii?

Case looked straight ahead at the highway tapering off in the distance. Then he said matter-of-factly, “Well, you can become the most successful person in Hawaii, and you’re still just on an island.”

Pregnant pause.

The way Case uttered those unvarnished words, Anderson recalled, “It was just dead straight, like me saying, ‘My name is Cathy.’” There was no bravado in it. He didn’t mean to make a bold statement. But it left Anderson speechless. It also left her thinking about the incredible insight offered by his off-the-cuff remark. Well, he’s not one of us, she thought. He’s a different kind of person.

It suddenly occurred to her: “He had always had his sights set on the world.”

 

Almost from the moment Jim Kimsey took over Control Video in 1984, he went looking for a buyer of the struggling, little firm.

“I wanted out,” he said.

When he tried Apple in the mid-1980s, he didn’t get the response he was looking for. Apple executives practically rolled on the floor. An effort to sell to Commodore International Ltd., the computer maker, failed as well. But Commodore was at least willing to try a partnership with Kimsey in1985. So Quantum Computer Services was given a new purpose. It became a software maker. And it ditched the whole idea of making the little modem—the box of electronics—that von Meister had created as an accessory for the Atari video-game console. Instead, Quantum would make software for an emerging consumer market: the personal computer, the PC.

Quantum, however, didn’t roam far from its origins. Its software, placed on a disk, would work in tandem with a modem, just as long as someone else made the box. The Quantum software still depended on the same fundamental premise of the old von Meister company: the delivery of digital information over telephone wires. But instead of transmitting video games to an Atari, Quantum’s software would allow consumers to receive news, get soap opera updates, make airline reservations, and retrieve other tidbits of information from a Commodore PC. People would also be able to chat with each other through text-based messages on their computer monitors.

It was called an on-line service. And Quantum would run it.

The concept was being tested by a handful of companies in the mid-1980s, including IBM, which were looking for a novel reason for consumers to buy their product. No one was quite sure whether this on-line idea would fly. It required a lot of consumers. Not only would they have to buy a computer, they also would have to pay separately for a modem to gain entry into this self-contained universe. Then they would have to assemble the whole thing, attaching the modem to their computer, plugging it into a telephone outlet. The on-line software, often packed in the computer box, would have to be inserted into the computer’s floppy disk drive. On top of that, people would have to order a subscription for the on-line service (a flat fee of $9.95 per month, plus $6 an hour).

Were people willing to do all of that? Even if they wanted to, could they figure it all out?

Commodore hoped so. Sales of its flagship Commodore 64 computer were waning, and the company was looking for something to pep it up. Maybe this on-line communication thing could help.

For its part, Quantum certainly needed the help. Its first stab at developing software left something to be desired. It was clunky and primitive looking. Commodore, though, liked Kimsey and his Quantum management team and introduced them in 1985 to PlayNet, a software firm in upstate New York whose on-line software had a much more colorful look and feel, making it easier for users to navigate their computer screen. PlayNet, which was having an even harder time surviving financially than Quantum, ended up licensing its software to Kimsey’s firm, ultimately becoming the backbone of AOL’s on-line service. In what might have been the greatest business deal in Kimsey’s career, he bought the PlayNet software license for $50,000.

 

Quantum, shoestring operation that it was, was situated smack-dab in the middle of a suburban wasteland of strip malls, gas stations, and fast-food joints, just off Leesburg Pike in Vienna, Virginia, behind a couple of auto dealerships, down a quiet tree-lined road, past an asphalt parking lot, in a drab, low redbrick building, a warren of cubicles sparsely furnished with rickety old chairs and folding tables likely to be found in a church basement.

Greatness it did not herald.

Bill Pytlovany found out as much when he drove down from upstate New York to join the little company as a software developer in the summer of 1985. Before he could unpack the U-Haul hitched to the back of his car, he was taken in a company van to a furniture store. He came back with an unassembled desk in a box—whereupon Pytlovany was handed a screwdriver and a hammer. He spent much of the rest of the day sitting on the floor hammering his desk together. Welcome to Quantum.

It was, Pytlovany said, “the classic start-up.”

There were twenty-five employees at most, and about half worked in customer service. The main event, though, occurred at a flickering computer monitor in a dimly lit room at 6 P.M. on November 1. After a series of test runs, that evening was to be the official debut of Quantum-Link, or Q-Link, the on-line service for the Commodore computer.

Pytlovany and the half dozen other techies weren’t the most verbose of sorts, but the tension was palpable as they huddled around the tube, which was wired to a mainframe computer, a white behemoth about the size of a refrigerator, hidden in a cool, sealed, climate-controlled room.

A techie flipped the switch, punching a few keystrokes to perform a computer command. The monitor began to light up. Data streamed in, showing who was getting on-line, at what time, and from what node, or computer address. One after another, the names of on-line users scrolled down the screen, arriving from virtually every point on the map of the United States:

Mikewl from Ohio.

RJ from Pennsylvania.

Even Pytlovany’s mother logged on from Scotia, New York.

Amazing! Unbelievable! The system hadn’t crashed! Finally, the techies erupted in delight.

“We popped some beers right there,” Pytlovany said, “and let out some hoots.”

That night, the service peaked with about one hundred simultaneous on-line users—one hundred people, unseen, unheard—who poked around, braving this little virtual world created by Quantum, checking out news feeds, playing backgammon, and chatting with one another.

“No one would’ve ever imagined what we have now,” he said. “I can honestly say that.”

They didn’t know it then, but a revolution was underway.

 

By January 1986, Quantum had only ten thousand subscribers. The paltry number prompted investors in the fledgling firm to head for the hills—literally.

Caufield, Kimsey’s old West Point buddy, was nowhere to be found. The guy who had gotten Kimsey into this business in the first place had taken a leave of absence from his venture capital firm to go trekking in the Himalayas. Caufield couldn’t be reached for anything—and most certainly not for more funding for Kimsey’s little company.

Fortunately, a New York investor named Alan J. Patricof was willing to take a flyer on Kimsey. In a February 7, 1986, memo to colleagues at his own investment firm, Patricof seemed to look beyond the ragtag operation that was Quantum and see its real potential. Yes, there was a lot of confusion. Yes, the telephones weren’t always being answered and, “as a result, a lot of incoming calls are going unanswered, which means that further business is being lost,” Patricof wrote then. And yes, the on-line service had run into a “technical bug” that limited it to a maximum of 247 customers who could tap into the system at the same time. Patricof wrote, “they are not only losing revenues but they are probably turning off their subscribers.”

But Patricof still liked what he saw in Kimsey. “I must say that I am impressed by Jim and his quiet but firm nature,” he wrote in the memo. That was good enough. Patricof invested $750,000 in Quantum—a huge lift for the little firm—a lifesaver, Kimsey said. It also turned out to be a pretty good lift for Patricof, whose return on his investment years later totaled about $20 million.

But in the mid-1980s, it was a big gamble. The feeling was shared by many. Count among them its 120 or so apoplectic, red-faced, vein-popping creditors who continued to scream at Quantum’s chief executive officer. This was not Kimsey’s idea of helping out an old West Point friend. He could hear Caufield’s offer reverberating in memory: Maybe you could check out this little company. It was supposed to be a lark. Instead, Kimsey recalled with a crooked smile, “I got sucked in.” There he was, a local bar owner, still fielding a barrage of phone calls from creditors, demanding payment on unpaid bills ranging from office supplies to advertising.

Kimsey, the army veteran, wasn’t terribly moved. He’d survived Vietnam. “Nothing intimidated me after that,” he said. “I was still alive.” Besides, he was an expert in kick boxing. What were the creditors going to do—hurt him?

Actually, he reckoned, he could abuse the creditors. In a calm voice, he explained that if they continued to harass him about the unpaid bills, this is what he was going to do to the little company: “I’ll bankrupt it, and you’ll get zero, absolutely zero.”

This usually got the creditors’ attention.

Then, Kimsey would explain that, on the other hand, if the creditors gave him a little breathing room, “Maybe there was a 10 percent chance to pull a rabbit out of the hat.”

The rabbit, of course, was the ability to keep Quantum alive. Kimsey’s own privately held prognosis: “If I was a bookie,” he said, “I wouldn’t have given us a one-in-a-thousand chance to survive.”

By December 1986, the company was barely getting by with fifty-five employees and fewer than fifty thousand subscribers. Things had gotten so bad that he had vacated the upper floors of the building where the company was headquartered, moving the whole company down into the basement, the better to conserve cash. From his perch, with the phone ringing off the hook (more angry creditors), Kimsey would stare out of his office window, barely at ground level and, while he tried to keep his little company alive, watch the rabbits scampering out back in the woods and think of the absurdity of it all.

To escape the madness, Kimsey occasionally walked around the corner to have lunch in a cafeteria in a neighboring building, home of the Greatest Show on Earth: The Ringling Bros. and Barnum & Bailey Circus.

“That irony was pointed out to me,” he said, “many times.”

 

In May 1988, Randy Dean was hired as a copywriter at Quantum, although he wasn’t quite sure what that meant until his first day on the job, when he was sent home with a Commodore 64 computer. He lugged the machine up to his uncle’s loft, where he was sleeping temporarily on a mattress, cleared a card table, and hooked up the terminal to a phone line.

Shazam.

Just like that, he was inside Q-Link, wandering around the on-line service until he found himself in “People Connection,” a virtual hangout where people logged on with a user name and chatted, the words streaming down the page as quickly as they could type them. Dean was getting the hang of this. While he was chatting, he launched a video game (the soul of von Meister’s machine!). It was called Rabbit Jack’s Casino. Dean was playing poker with a bunch of guys he didn’t know and had never met from Florida, Texas, and California. It was getting late, around one o’clock in the morning. Somebody said something funny. Dean laughed out loud, then caught himself. He looked around. His uncle’s house was completely dark. He had just laughed at his computer—this inanimate object that had drawn him in to another reality, something beyond the zeros and ones in its digital DNA, a virtual realm.

“That’s when I got what we were doing,” he said. “That was kind of the moment for me.”

Therein lay the powerful appeal of this emerging medium. People who used the service could join a fictional world—an on-line realm where they could role-play, where they could pretend to be whoever they wanted to be and meet other strangers in total cyber-intimacy.

“It was a really strange world until I found out what this was all about,” said Julia L. Wilkinson, who joined Quantum in September 1988 as a copywriter and quickly got hooked on the service. “For some people, it was their whole social life. That was their reality.”

Among Wilkinson’s discoveries was a popular on-line nightspot called Bonnie’s Bar. It was a virtual saloon, a chat room where people gathered to talk and drink (sort of). A drink was ordered by placing parentheses together to form the shape of a beer mug: {(_)

It wasn’t perfect, but people got the idea. If you wanted to send a rose to a lady whom you met at Bonnie’s Bar—and what are guys doing in a bar, virtual or otherwise, if not to meet ladies?—you connected an @ to a couple of dashes:—>—>—@

People pretended to get drunk at Bonnie’s Bar. Or maybe they really got drunk but kept chatting on-line. Either way, another ritual emerged: Jell-O diving. There was, of course, no Jell-O, nor any diving. But when they were inebriated, it didn’t matter. While in Bonnie’s Bar, people would declare they were about to dive into a vat of Jell-O, which they performed by placing a series of colons together: :::::::

The more colons, the bigger the Jell-O dive. The origins remain shrouded in mystery, but Jell-O diving began to take on a broader meaning, akin to an on-line christening.

Sometimes, as happens in a saloon, people had too much to drink. And sometimes, things got too real at Bonnie’s Bar. Bonnie wasn’t just a name on a computer screen—she was a real person, a petite, bubbly subscriber who hosted the on-line saloon and whose first name really was Bonnie. One of her patrons decided to get to know her better. Somehow, he found her postal address and mailed her photographs of himself masturbating.

Maybe it was inevitable. Leave people to their own devices—cloaked in virtual anonymity—and they gravitate toward sex. Blame it on people’s inner demon, said Bob Cross, the company’s turnaround specialist in the mid ’80s. “It happened almost viscerally, almost naturally,” he said. The joke was, company managers were scrambling to figure out how to popularize the on-line service when its subscribers were doing it all by themselves.

“The most popular [features of the service] were far and away the sexual chat rooms,” Cross said. “The reality of what was happening was, if you just let these folks plug into each other, middle-aged people start talking dirty to each other.”

Every night in the late ’80s, a subscriber created a chat room called, aptly enough, Sex. It wasn’t an official Quantum gathering place, and it didn’t always revolve around the topic of sex, but subscribers flooded in anyway. Apparently, the company caught on to the trend. Sex sells on-line services, too.

“Get confidential, expert answers to your questions about human sexuality in the Human Sexuality area in the Learning Center,” offered the October 1988 issue of Q-Link Update, the company’s monthly magazine.

For all the talk about vision, it boiled down to this: Sex didn’t fit the company’s family-oriented identity, but it was a key driver of the company’s growth, even its very existence, throughout the 1980s and early ’90s.

“Tacitly, the company understood this was not exactly hurting our business,” said Wilkinson, who got a close look at the chat rooms, producing content for its “People Connection” area. “There was a big on-line libido.”

So be it, decreed the powers that be at Quantum’s tiny corporate headquarters. Give the consumers what they want. Company executives—hardly prudish—chalked it up to harmless naughty talk. It wasn’t as if they were trying to evolve the on-line service into a porn site. It was more of a matter of letting freedom reign.

And boy, did it.

Sex chat rooms mushroomed for all manner of proclivities: transsexuals, transvestites. Anything went. For the really salacious stuff, people created private rooms that only they knew about. Thus came into being a thing called cybersex, where people would describe in writing what they imagined they were doing to each other.

“A lot of people learned to type with one hand,” quipped Pytlovany, the software engineer.

For Quantum officials, this became not only big business, but tricky business. With sex spreading throughout the on-line service—a family on-line service—how could they control it? More to the point, how could they profit from it? A debate arose among some officials in the early ’90s. Should they divide the on-line service into two parts—one for G-rated material and the other for R stuff? Surely they could charge extra for the adult version.

Or could they?

The danger was that the company could be tarnished. Officials got nervous about the implications. They imagined a potential headline: “Kiddie Porn Transmitted!” They got nervous about the financial fallout. In the end, they dropped the idea. Let human nature take its course, went the decree, and move out of the way.

“We recognized chat and individual community was so important to keep people on,” Pytlovany said. “I joked about it. You get somebody on-line, we’ve got them by the balls. Plain and simple, they’ll be back tomorrow.”

 

This is the Steve Case you don’t know: jittery, nervous, his voice quaking, his hands shaking.

As executive vice president in the late 1980s, he was emerging as the company leader, but he still wasn’t comfortable with himself. He would be standing in the auditorium during meetings before a small gathering of the Quantum troops. Even when he knew the material dead cold, when he had gone through the accompanying slides over and over again, when he was delivering a speech he had given countless times before—even then, his insecurities would betray him. People could see it. They could hear it. There would be a lilt in his throat, a slight quaver.

And that was only the beginning of the problem. He wasn’t just nervous, he was plain bad. As a speaker, he was monumentally boring. He inspired only a soporific response from a dazed audience.

Steve Case was a painfully shy young man who dreaded the spotlight. Case the child preferred to be ensconced in his “office” upstairs at home; Case the adult still felt more comfortable in the back room. Little had changed—including the boyish mien. Only now, instead of cataloging the sale of seeds and greeting cards, he was an introvert who preferred the silent solace of a computer terminal, cataloging the rise of a tiny on-line business.

Hence, the nicknames: The Wall. The Sponge. The Terminator.

Like a computer, he processed a lot of information, but not a lot came back out. “He would listen very carefully,” said Julia Wilkinson. Once she told Case that a publication that posted its articles on Quantum was angry because it had not been allowed to use the word “fuck” in an on-line article, while another publication got away with the word. This wasn’t just a matter of foul language. It was an inconsistent policy. Was Quantum going to allow its content providers to say “fuck” or not?

“I was getting a lot of flak,” Wilkinson said. “I explained it to Case. He took it all in. He listened. But he didn’t offer a verdict. He said, ‘Oh, really, that’s interesting. Let me think about it.’” (The verdict: The f-word, Wilkinson recalled, could be used in the appropriate context.)

Case always played it close to the vest. One day in 1986, Mark Walsh, an executive with another on-line firm, was looking to do a deal with Quantum. At the end of the meeting, Walsh noticed a picture of a college campus hanging on Case’s office wall. He made a stab at small talk.

“Is that UVA?” Walsh asked, referring to the prestigious University of Virginia in Charlottesville.

“No,” Case responded.

There was nothing else forthcoming from Quantum’s marketing executive. The campus—which happened to be Williams College, Case’s alma mater—remained unidentified. “He only said exactly what you needed to know,” Walsh said.

A couple of years later, in 1988, their paths crossed again at an industry conference at a Holiday Inn in upstate New York. Down a two-lane country road, a local country fair beckoned. During a break in the action, the two men hopped on an amusement ride. It was one of the contraptions where customers sit in a little pod that spins 360 degrees at an alarmingly high speed at the end of a swinging metal arm. A faint Case stumbled out and wordlessly marched off into the distant woods. When he returned, Walsh remarked, “You look pale.” Case, in a perfect monotone, retorted, “Yeah. I just vomited.”

“He was the most calm vomiter I had ever seen,” said Walsh. (Case was apparently impressed with Walsh as well, recruiting him as an AOL executive in 1995.)

Case never let his hair down, not even during the company’s “beer bashes,” when employees let loose with a few cold ones in the backyard of the building on Friday afternoons. Case socialized tepidly, but more to demonstrate that he was approachable.

“I think he was aware that he was a figure of responsibility,” Wilkinson said. “He was not wild and crazy.”

Case’s idea of letting his guard down was dressing up in green medical scrubs during a company Halloween party in 1991. He was supposed to look like William Kennedy Smith. The strange thing was not that he did look a lot like the member of the Kennedy clan, but that he chose to dress up as a person who at the time was accused of rape.

Usually, however, Case avoided such political faux pas, dressing instead in a Hawaiian shirt and casual slacks, retreating to the comfort and quietude of his computer monitor. There, Steve Case was like an intense pianist madly playing his keyboard late into the night, a study in determination.

“Sparks came off of his Macintosh computer,” said Cathy Anderson, the former company vice president. “He just sat there working at the computer all the time, drafting documents, memos, letters.”

His giant desk, in an office overlooking an asphalt parking lot, was an antiseptic space devoid of personality. This was work, not home, and it showed on his desk, which was efficiently arrayed with neat stacks upon neat stacks. There were magazines, such as Forbes and Fortune, and computer periodicals, but most of all there were legal pads. The legal pads. These were his personal prioritizing system. It was a necessity. For a couple of years, Case was his own secretary, a job he filled quite ably, filling legal pads with innumerable lists of things to do, things he needed to do, things that other people needed to do.

“If you asked him a question, he could find it in the stack,” said Randy Dean, the content programmer, who also worked in the company’s business development and advertising departments. “He could pull out a piece of paper without looking for two minutes.”

It wasn’t just that he was a stickler for detail. Steve Case loved his job. In the wee hours of the night, company engineers would tap into the on-line service by dialing up from their home telephone into the mainframe computer at the office. It was a way to check for problems, like unruly subscribers, whom the engineers could kick off the system if necessary. Special software tools allowed them to identify and monitor who was using the service. It could be one, or even two o’clock in the morning, and among those spotted lurking throughout the service was Steve Case. His handle: Stevec.

Steve Case wasn’t just an employee, he was also a customer. Wilkinson learned as much in the late ’80s when she was hosting an on-line chat with Timothy Leary, the psychedelic guru from the ’60s who had a penchant for technology as well. During his chat, Leary talked about being a “performing philosopher,” how he still took drugs, or “aspirin on occasion,” and how he was considering the options to forestall death.

“I may have my head frozen or my brain preserved in a laboratory,” Leary said during the chat.

All the while, paying attention out of view, was Stevec. “He was just sitting in the audience,” said Wilkinson. “I knew because I had the tools to see he was in the audience. You got the sense he was on the service, using the service, that he was not just a figurehead.”

Case, the customer, understood the product. Case, the marketing refugee from Procter & Gamble, knew how to package it. Forget about the technology—that was just a backstage rehearsal before the real performance. Everything about the product had to be simple and straightforward, a fact that was often overlooked by the techies, who had a way of getting caught up in the digital widgets and forgetting, in the process, about the customer.

Sometimes, Case’s suggestions were so simple it was hard to believe others hadn’t thought of them first. Problem: Customers bought disks containing the Quantum on-line software that included local telephone numbers to access the service. But often the numbers were out of use by the time they tried them. Solution: Case suggested that the disk include a toll-free 800 number, which would connect into the system and find the most up-to-date local phone numbers.

“He understood marketing. If you lose them there, you’ve lost them forever,” said Pytlovany, the software developer. “He used to say he wouldn’t let anything go out the door unless it was easy enough for his mother to use.”

It was common sense. Steve Case wasn’t brilliant in the way of Bill von Meister, who could envision whole new industries being born out of thin air (and someone else’s money). Steve Case wasn’t a swashbuckling entrepreneur like Jim Kimsey. Steve Case was something less glamorous: He was smart, very smart, but most of all, he rose in prominence at the company because, beneath his quiet exterior, he had a plodding, methodical, relentless way about him. He worked hard.

“We followed his sheer brute-force work ethic,” said Dean, the co-founder of the Quirk, the company’s underground newsletter. There was something else about Steve Case, the way that energy inexplicably flowed in his direction at company meetings. Maybe it was the unintended consequence of his station: He was a young executive on the rise. And yet it was strange that he drew so much attention, with his tendency not to say anything. He would withhold from proffering an opinion until a well-placed moment in a company meeting—and then he would weigh in.

But when that moment came, it came with full force. There was no uncertainty about where Case stood—even when his view was in the minority. Then he spoke with even more conviction, which was the case in the late 1980s during an especially contentious staff meeting.

Executives were debating the strategic direction of the company. Anderson, the vice president, doesn’t remember the precise issue at hand, but she remembers that Case kept quiet until the group came up with a consensus: They wanted to take the safe road. Case pounced. He wouldn’t hear of it. Over the ensuing days, he argued his case against the group until, finally, he got up from the conference table and, in a rare emotional outburst, threatened to walk out.

You all don’t know what you’re doing! he barked. If you want to do it your way, go ahead and do it your way, and I’ll go off and do it on my own. I’ll start my own company.

Jaws dropped. There were several moments of silence. It was a starkly uncharacteristic moment, but Steve Case had gotten the attention of his colleagues—and ultimately, he got them to see it his way.

“He was absolutely convinced which way true north was,” Anderson said.

The first thing that she thought of was the day in traffic on San Francisco asphalt when Case had made that off-the-cuff remark: Well, you can become the most successful person in Hawaii, and you’re still just on an island.

 

Kimsey was a playboy. He was also a businessman with many other interests outside of Quantum, including his string of bars, restaurants, and real estate ventures, and that didn’t sit well with his charge.

“Steve would say I was always a part-time executive, and he was not 100 percent wrong,” Kimsey said. “I had outside shit. A lot of the time, he resented it.”

Case would shoot him a little frown, what Kimsey liked to call an “Elmer Fudd” look, and mumble something under his breath.

“Look,” Kimsey would shoot back, “that’s the way it is, kid.”

Kimsey delegated; Case worked. They made a perfect team. It was clear to everyone that Kimsey was grooming Case to succeed him one day, that Case was already running the show, if not in title, by the late 1980s. Even though he was only executive vice president, Case began to carry himself as if he were already in charge. Maybe it seemed that way because he was reserved, focused. Or maybe it looked that way because Kimsey increasingly trotted him out to speak at company events. Or maybe it was because Kimsey wasn’t always around, while Case was there every day, working relentlessly.
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