


[image: ]






Praise for OPEN









“An upstart company in Texas, with cows grazing outside its windows, bets its future on open standards, only to find itself battling the world’s most powerful technology company for control of the personal computer industry. Rod Canion reveals the back-room battles, secret alliances, and bet-the-company decisions he made as CEO of Compaq, which he guided from start-up to Fortune 500 in less than four years. Canion’s process for making executive decisions will be of interest to managers in any competitive industry.”


—PETER H. LEWIS,
former senior writer and technology columnist, The New York Times


___________


“Compaq’s early business decisions changed the course of personal computing. This is a detailed, inside look at those high-risk, high-reward calls by the executive who made them and holds important lessons for competitive strategy.”


—RICHARD SHAFFER,
former technology columnist for The Wall Street Journal,
Forbes, and Fortune


“Few technical arcana put laymen to sleep faster than a discussion of industry standards, even though winning and losing in technical business often depend on them. Canion’s description of the human side of cobbling together what’s needed to create one of these standards is correct—and a good read, too.”


—ANDY GROVE,
former CEO of Intel


___________


“David was a lot smaller than Goliath, but his relative size paled in comparison to that of start-up Compaq Computer when it set out in 1982 to overtake personal computer giant IBM. Yet remarkably, just a decade later, Compaq had successfully toppled IBM as the world’s largest PC company. In this fast-paced recounting of how the inconceivable became the actual, Compaq cofounder Rod Canion tells how daunting hurdles were overcome and opportunities seized. The press, the analysts, the Wall Streeters had said at the beginning it couldn’t be done. Rod and his team did it. Open will take you along on this exhilarating ride through technology, innovation, and unprecedented industrial growth.”


—BEN ROSEN,
former Chairman of Compaq


___________





“Open is a fascinating insider account of how the once IBM-dominated proprietary computer industry was transformed into one of open standards in the late 1980s and early 1990s as upstart startup Compaq, with a little help from Intel and Microsoft, decisively defeated IBM on Big Blue’s own turf. IBM’s crushing defeat in the PC market set a crucial precedent for the replacement of traditional proprietary architectures with open standards for systems, networking, and software platforms across the information industry.


It is always tempting, looking back at history, to assume the inevitability of whatever actually happened. Canion’s inside account the founding of Compaq, its success, and its crucial role in the ultimate victory over IBM in defining an industry standard PC architecture makes it clear that the outcome would have been very different, but for crucial (and often risky) choices by Compaq.


Had Canion and his colleagues at Compaq been less bold (or executed less well), the shape of the information industry today might be radically different; still be dominated by traditional proprietary players like IBM and AT&T. In crushing IBM’s attempt to lock back up the PC market with proprietary architectures, Compaq tumbled the first of a series of dominoes that opened the way to today’s still vibrant and growing markets built on quality and innovation around open standards. Open is also, however, a valuable account of one of the most successful startup companies of the early 1980s with important lessons for startup companies today. This book is a must-read for anyone seriously interested in innovation, investment in startups, or the information industry.”


—WILLIAM F. ZACHMANN,
Computer and Communications Industry Analyst and former senior VP of Market Research at International Data Corp.
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This book is dedicated to the thousands of men and women who helped make the Compaq dream into an unprecedented success. After you strip away all the trappings, it’s the people of a company who either make it or break it. The Compaq team made it like none before.




Prologue


Why the Open Industry Standard Matters


THE PHRASE “open industry standard” isn’t used much today, but from late 1983 until the early ’90s, it was a central theme of the personal computer (PC) industry. Then it became a permanent part of the culture, and, gradually, almost everyone forgot about it. But whether we realize it or not, many of the conveniences we take for granted today exist because of the impact of the PC open industry standard on computers and technology. If it hadn’t existed or if it had ended prematurely, we would be doing things a lot differently.


Take, for example, the automobile industry. In the beginning, cars worked differently. New buyers had to be taught how to drive a particular car—and if they changed brands, they had to learn a different way to drive. Then most automakers began to standardize the way they built cars. Steering was done by a wheel in front of the left front seat; the “gas,” or accelerator, was under the right foot; the brake pedal to the left; and the clutch pedal to the left of the brake.


With standardization, once a person learned how to drive any brand of car, he could change brands and not have to learn again. Other features became standardized: all cars began to use gasoline so pumps along the road featured the same type of fuel; spaced their tires the same width, so roads could be built; and used similar materials, so that suppliers could gear up for higher volumes and reduce costs.


Since a buyer could switch brands easily, competition became more intense and prices came down. The result was that growth in the auto industry exploded and technology advanced rapidly.


Before the PC industry standard, the computer industry was similar to the early automobile industry, but once standardization began, the effects went much deeper. Industry-standard PCs worked the same, their keyboards and screens looked the same, and their diskettes loaded and unloaded the same. PCs even used the same “engine,” which in a PC was the microprocessor and memory. There was also something new called “software,” which was necessary for PCs to be able to do useful work. All industry-standard PCs used the same software. While cars had add-on options, PCs had add-in boards and peripherals, such as modems and printers.


This meant that the companies that produced the parts, software, add-in boards, and peripherals could focus all their resources on a single version instead of five or ten different ones as they had done in earlier computer markets. In addition, when they came up with a new capability or innovation, they had to implement it only once for it to work on all industry-standard PCs.


By the late 1980s, all PC technologies began to advance more rapidly because of this increased focus and the increased competition. The focus led to more efficiency, while the competition provided the incentive and motivation. The third ingredient was capital, which was more available because of the explosive growth of the market.


Over the next two decades, processor performance and memory capacity grew more than a thousandfold. Screens went from bulky, heavy, and power-hungry monochrome cathode ray tubes to thin, light, and low-power color liquid crystal displays (LCDs). Data storage expanded from 40-million-byte disk drives to 4 terabytes—a 100 thousandfold increase.


The magnitude of these advances is hard to comprehend today. But while technology would have advanced without the industry standard, it wouldn’t have advanced at the same staggering rate.


The iPhones and iPads so ubiquitous today could not have been created in 1980 or 1990—they weren’t even possible in the first few years of the twenty-first century. Different companies had similar ideas and made repeated attempts, but the technologies to make them easy to use weren’t invented yet and the chips weren’t powerful enough. The tiny computers we hold in our hands today are the result of a very long series of advances and innovations that began with Intel’s invention of the microprocessor during the 1970s and finally reached critical mass in the mid-2000s. Without the increased rate of technological advance that came as a result of the open industry standard, we would still be waiting for the technology necessary to create the amazing devices we now take for granted.


The Beginning


The twenty-first-century Information Age came to life and took its first steps at a particular moment in time, over a unique eight-year period that still shapes the direction of technology today, especially personal technology rushing to fill every space of our lives. The ever-more mobile, ever-more powerful, ever-more personal information tools we hold in our hands trace their origins directly to the battles won and lost in the 1980s for the future of personal computing and technology.


If you walk into a computer store today and select any PC software package, you expect that program to run correctly on any brand of PC—whether it’s a PC from Hewlett-Packard, Compaq, Dell, Sony, Lenovo, Asus, or any other company. But if you had walked into a computer store in 1981, every brand of computer required a different, specially adapted software package, much like what exists today with different video game consoles.


What happened between 1981 and 1989 that fundamentally changed the PC industry? Most would say IBM entering the PC market caused the change, and that certainly was an important part of the story. IBM was the largest computer company by far at that time, and its brand was as strong as Apple’s is today. Although IBM’s PC established the open architecture around which the industry standard developed, the truth is, IBM never intended for other PCs to be able to run the same software. The computer giant didn’t want standardization; IBM’s executives liked the status quo. It had become the world’s largest and most powerful computer company playing by the old rules—and it was willing to do almost anything to keep it that way.
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IBM’s executives liked the status quo. It had become the world’s largest and most powerful computer company playing by the old rules.
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What about Intel and Microsoft? These companies stood to gain the most from an industry standard that would require Intel’s microprocessors and Microsoft’s operating system. But neither of them was in a position to define and develop a standard involving every part of a personal computer. The creation of a true industry standard that would grow and evolve required a PC manufacturer other than IBM that wanted a standard to exist. However, established computer companies, such as Hewlett-Packard (HP), Digital Equipment Corporation (DEC), and Texas Instruments (TI), initially introduced proprietary PCs and were also content with the old rules. When they finally did figure out where the industry was headed, they were too late getting into the game—and someone else had already taken the lead.


Compaq Steps Up


That leader turned out to be Compaq. We had the need—and will—to achieve total compatibility. From the beginning, the company’s founders were absolutely certain that we had to be able to run IBM PC software straight out of the shrink-wrapped box; otherwise, we would have no software at all for our portable PC. And we soon figured out that we would need the whole industry with us if we were ever going to get out from under IBM’s shadow.


Making our portable run all IBM PC software meant we had to find and fix every single incompatibility—one at a time. It was very tedious and time consuming, which perhaps explains why no other company ever achieved the same degree of compatibility with IBM as Compaq. We didn’t realize it at the time, but we were developing an incredibly important and valuable technological capability. We learned how to design PCs to include key innovations while maintaining complete backward compatibility; that is, the ability to run all existing software and use all existing add-in boards and peripherals.


Compaq quickly gained the reputation for being the most IBM-compatible of all the PC brands and eventually for even being more backward compatible than IBM. Then in late 1983, in a transaction known only to a few people, Compaq licensed our own version of Microsoft’s Disk Operating System (MS-DOS) back to Microsoft for it to sell to our competitors. In doing so, Compaq set the industry on a course toward more consistent compatibility with an industry standard that gradually became less dependent on IBM.


As the movement toward standardized software and add-in boards gained momentum and acceptance during the mid-’80s, IBM decided to abandon the architecture that had started it all and changed to one that was much more tightly controlled and protected. It didn’t want competitors to sell personal computers that could run IBM PC software without buying a license that carried significant royalties. At the time, that seemed like a smart move, one that industry observers had anticipated for a long time. Given IBM’s dominant leadership position in the PC market, its strategy should have succeeded. But what IBM didn’t count on was not all of its competitors were willing to surrender without a fight.


Anyone looking at Compaq during our first few years could not have guessed that we would emerge to lead the PC industry in its revolt against IBM’s move toward proprietary control. We were a tiny start-up that built only portable computers—hardly a threat to giant IBM. Even when we did move into desktops, our market share was almost immeasurable at first.


But in a sequence of decisions and events that essentially amounted to a “perfect storm,” Compaq quickly moved up to the third position behind IBM and Apple and developed a reputation as a technology leader and innovator, just in time to resist IBM’s bold move. IBM surely believed that no company—not even Compaq—could block its success. What IBM never expected—and what was arguably Compaq’s most important decision ever—was that we would recruit and lead all the other PC companies to join us in the battle. If it was IBM versus Compaq, IBM would almost certainly win, but if it was IBM versus the entire PC industry, that would be a real battle.
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How was Compaq able to move so quickly, from a start-up wannabe with a four-page business plan to an industry leader capable of defeating IBM?
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In the end, IBM didn’t succeed in taking proprietary control of the PC industry. The perfect storm that had prepared Compaq to lead the clone army continued to blow in our favor as the press gave very positive coverage to the “Gang of Nine”1 announcement about our industry coalition. The successful introduction of the Extended Industry Standard Architecture (EISA) bus was followed a year later by products that proved EISA’s performance superiority over IBM’s Micro Channel. The industry coalition completely debunked IBM’s claim that it had no choice but to sacrifice compatibility in order to achieve increased system performance.


As a result, there was a sense that IBM had tried to scam the industry. Its reputation was damaged not only in PCs, but in the rest of the company’s business as well. A few years later, IBM announced that it was discontinuing production of the PS/2, and some years after that, IBM left the PC business completely.


How was Compaq able to move so quickly from a start-up wannabe with a four-page business plan to an industry leader capable of defeating IBM? The complete story includes: extraordinary people, a unique company culture, bold and often unexpected strategy, a powerful decision-making process, excellent execution, and quite a bit of good luck. Intermingled throughout our story were a handful of extraordinary decisions, each one a turning point that resulted in Compaq taking advantage of both our competitors’ mistakes and the opportunities then emerging during the formation of this new personal computer industry.


To really understand why the open industry standard developed, it is helpful to go back before IBM introduced its PC and follow the sequence of events that developed. It actually happened in stages over a period of years.


Every Computer Required Different Software


Before IBM entered the PC business in 1981, every PC required a different version of every software program. A Radio Shack store would carry a proprietary version of VisiCalc, the first spreadsheet program, which ran only on the TRS-80. A ComputerLand store would carry a version of VisiCalc that would run only on the Apple II, and, in addition, a different version for the Commodore 64. When VisiCalc became the most popular PC program, any PC without its own version of VisiCalc was unlikely to find shelf space in a computer store and was, therefore, likely to fail.
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IBM quickly became the market leader with the introduction of its Personal Computer.


VisiCorp, the company that developed and sold VisiCalc, had to adapt its program to each new PC. Limited software development resources meant that not all PC brands would have VisiCalc at the same time; one or two brands would have it first, and then one or two more would follow, and so on over a period of months. That situation existed for every software application company and every PC company. It was a vicious cycle: The PC brands that got the most customers tended to get the popular programs first, and the PC brands that got the popular programs first tended to have the most customers. A fierce battle developed between PC companies to get software companies to adapt popular programs to their PCs first, or at least put them early in the pipeline.


This became a very big problem for start-ups. A major computer brand, such as HP or DEC, could get a good place in line for one of its new PCs, but a new and unknown computer company like Compaq was completely left out in the cold. The situation seriously threatened to cut off the flow of new, innovative PCs from start-up companies. Then along came IBM, the largest computer company in the world. At first IBM’s entrance to the PC market made the problem worse, because almost all software and peripheral companies immediately moved IBM to the top of every development priority list. But before long, it became apparent that IBM had enabled an unexpected—and unintended—solution to the problem.


When IBM first introduced its PC, the strength of the IBM brand attracted almost every software and peripheral company. Its PC sales took off to a great degree because all the popular software and peripherals quickly became available for it. It soon became the market leader, and the software and peripheral companies continued to first introduce their new products to run on the IBM PC. Although there were still a dozen other PC brands to which they would adapt their products over the following months, start-up PC companies would never get them.


Then Compaq and a few other companies discovered the solution IBM unintentionally helped create—if software companies wouldn’t adapt their programs to a new company’s PCs, then new companies would adapt their PCs to run the popular software that already existed. In IBM’s rush to get its PC to market, it had not taken the time to incorporate any major barriers to cloning, which is when a company makes its PC run the software written for another company’s PC. Compaq and other companies set out to create PCs that would run IBM PC software; from that, the IBM PC-compatible market was born. We had effectively eliminated, or at least lowered, the barriers to entry for new and existing computer companies. At first, some established computer companies were skeptical, but as Compaq’s sales grew at a staggering rate in 1983, it wasn’t long before every company but Apple was jumping on the PC-compatible bandwagon.


Just five years after IBM introduced its PC, IBM and a few dozen PC compatibles accounted for more than 75 percent of the U.S. market. Apple’s market share fell below 15 percent and the PC industry had been completely reconstructed around the open industry standard. But in spite of its early success, there were a few more challenges that had to be overcome before the future of the open industry standard was assured.


____________


1 AST Research, Compaq, Epson America, HP, NEC, Olivetti, Tandy, Wyse, and Zenith.
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An Unlikely Beginning











SEPTEMBER 1, 1981, 6:30 P.M.


    It’s a typically hot and sticky Tuesday evening in a Houston suburb as Jim Harris and I knock on the door of the home of Bill Murto. The three of us are longtime coworkers at Texas Instruments, and Bill welcomes us warmly, ushering us into his dining room and to seats around the table. We’ve decided to finally meet and have a serious discussion about starting our own company. We’ve been joking about the possibility for a long time, but frustration with TI’s management has begun to make us take the idea much more seriously.


       The three of us chat for a few minutes until Bill quickly gets to the point. “I think we should each write down our goals in starting a company. We don’t want to find out later that we’re trying to achieve different things.”


       We spend the next several minutes quietly writing our goals. Then I say, “Jim, why don’t you go first.”


       I jot down notes as Jim says, “My goal is the personal satisfaction of succeeding in my own business. Also, I want to work in an environment where reward is proportional to effort.”


       As I am writing this down, Bill jumps in and says, “Rod, you’re next.”


       “My goal is to be able to control the environment that I work in, so that the team is free to do what we believe makes sense. Plus, I’d like to achieve financial security for my family.”


       Jim and I look at Bill. He says, “My goal is to work in an environment of trust among my peers. I also want the personal satisfaction of creating and operating a good environment for people to work in, and I agree that monetary reward should be proportional to contribution.”


       After discussing our goals for a while, we shift to discussing what our business should be. We have talked in the past about designing and producing add-in boards for the new PC from IBM that is taking the personal computer market by storm. This seems to us like a relatively easy product to design and doesn’t create a conflict with our current employer—something we want to avoid at any cost.


       After meeting for about an hour, Jim and I head home with an air of excitement. We’ve taken the first step toward starting our own company, but there’s no time for celebrating since we have to be at work early the next day.












It’s worth noting that the primary issue discussed at our first serious meeting wasn’t what product we were going to market, or who was going to be the boss, or even how much money we wanted to make. The core discussions centered on what kind of environment we wanted to create and work in—one that would be fair and make sense. We didn’t know it at the time, of course, but that environment would promote values at the heart of a culture that enabled our unprecedented success. But that lay far in the future. The formidable path to starting a company from scratch stretched out ahead of us.


It wasn’t by chance that the three of us decided to start a company. Jim and I were both electrical engineers and had worked together on several different projects at Texas Instruments (TI) since 1972. I met Bill in 1977 when we both worked for TI in Austin. He impressed me with his marketing knowledge and insight. When I was asked to head a project to get TI into the Winchester disk business in 1980, I picked Jim and Bill to help me figure out what made sense for TI. During that project, the three of us were exposed to the venture capital culture of Silicon Valley, and it was a real eye-opener. We discovered, too, that we worked together well as a team, with Jim as engineering manager, Bill as marketing manager, and me as Product Customer Center (PCC) manager.


WE DIDN’T MEET AGAIN for three weeks. By then, our frustrations with our jobs had grown and we began to work on our business plan more intensely. None of us had ever created a real business plan, so I visited Houston’s public library and checked out several books describing the different parts of a business plan we would have to present. We decided that our first product would be an add-in Winchester disk and controller board for the IBM PC. Each of us worked on a section, carefully following the outlines presented. When it came to projecting shipment units and revenue, we were completely at a loss. I eventually made a guess so we could finish the document.


I decided to contact L. J. Sevin, a venture capitalist in Dallas I had met through Portia Isaacson, a well-known industry consultant who had visited my group in Houston in October 1981. At the end of her visit, I offered to drive her to the airport so I could ask her about venture capital. She mentioned that Sevin was a partner in a new venture firm. I called Isaacson and asked her to set up the introduction. After I sent Sevin a copy of our plan, he showed it to his partner, Ben Rosen, who was based in New York. They said they would take a look at it and get back to us.


Jim and I were scheduled to attend one of the computer industry’s largest trade shows, Comdex, in Las Vegas in mid-November. When we learned that Sevin and Rosen were going to be there, we set up a meeting in their hotel suite. We hadn’t gotten any feedback from them about our business plan or their interest in investing before we met with them, so we hoped to get some news. All they had to say was that they were still looking at it. But getting caught up in the furor of the PC market at Comdex led us to decide to resign from TI so we could focus on starting our company. We still hoped that Sevin and Rosen would decide to fund us, but we didn’t want to wait any longer to get started.


So we were on the verge of resigning when we ran into an unexpected problem. Bill’s wife, Maura, was very close to giving birth, and he was concerned about losing insurance coverage. We decided to wait for the baby to be born before leaving our jobs. After Bill and Maura’s daughter was born on December 2, there was a minor complication and Bill decided to wait to see how her condition turned out. But Jim and I, not wanting to wait any longer, resigned.


It was on the morning of December 4, 1981, that Jim and I each submitted a short letter of resignation. We gave the company a month’s notice. Our department managers tried to talk us into staying, but after a while, seeing that we were committed to leaving, they terminated our employment on December 14.


While we were still employed at TI, Jim, Bill, and I were careful to not work on our new company at the office. Often we would go to Jim’s house during our lunch break and work on various issues. On December 9, we were working during lunch at Jim’s house and were just about ready to head back to the office when the telephone rang. It was Sevin.


He had bad news. They had talked to VenRock, a well-known venture firm, about our idea. While the people at VenRock liked it, they had a conflict due to another investment. Sevin and Rosen had also talked to Kleiner Perkins, another well-known firm, and they were negative on the idea itself. Based on that information, he said they had decided to pass. Sevin, however, made it clear that he and Rosen liked what they had seen from us and would be interested in looking at a different product idea in the future.


We were very disappointed but, strangely, not discouraged. We discussed the possibility of changing our direction and staying with TI, but neither of us wanted to give up on what we had just started. We decided to put the add-in Winchester disk product idea aside and look for other, more interesting possibilities. We realized we had been very constrained in thinking of ideas that did not conflict with TI. As soon as we were no longer employed there, there were a lot fewer constraints on what we could consider.


We decided to each look into different product areas and find a more interesting idea on which to base our start-up. We were careful to only let Bill look at areas that we believed were not a conflict with his employer, but Jim and I were free to look wherever we chose.


We picked “Gateway Technology” for the temporary name of our new company, and on December 14 reserved that name in the DBA (Doing Business As) records of the Harris County Courthouse. Then we opened a bank account and deposited $2,000, the sum of $1,000 investments from both Jim and me. That made it seem like we were really starting a company. We just didn’t have a product idea yet.


Jim and I met almost daily to discuss our progress. We had a definite time frame to come up with an idea and get venture funding, or we would have to find jobs with existing companies. Our excitement about starting a company was tempered by the knowledge that we had set aside only six months of living expenses for our families.


Throughout December and early January, the three of us considered dozens of product ideas. Some were discarded right away; others we dug into more deeply. Then, on the morning of January 8, something unusual happened.


Sitting alone in my breakfast room drinking coffee, I was turning over the portable computer market in my mind and writing notes. I liked the fact that a portable wouldn’t directly compete with IBM’s desktop. I was looking for user needs that weren’t being met and ways we could differentiate ourselves from our competitors, particularly focusing on displays, storage, and styling. I had ideas about all three areas, but I couldn’t shake my biggest concern. No matter how good the product might be, a startup wasn’t going to be able to persuade software companies to adapt the most popular software applications to run on it. Without software, the product had absolutely no chance of success.


Suddenly, I was struck by a remarkable idea that was so simple and obvious it sent a chill down my spine. What if we could make a portable computer run the software written for the IBM PC? Could we design a rugged portable computer with a nine-inch display and professional styling and guarantee the best software would be available for it? The idea was so exciting, I couldn’t believe I hadn’t seen it before.


Then my engineering instincts kicked in. If it was so obvious, there must be some fatal flaw I was missing. I began listing the negatives:


WHY NOT DO THIS PRODUCT?


1. It’s already being done.


2. Product is too heavy.


3. Can’t build it cheap enough.


4. Can’t get computer stores to carry it.


Nothing on the list seemed insurmountable. After a while, I called Jim to get his reaction. He liked the idea, but suggested we continue looking at other ideas too. We also decided not to mention the idea to Bill yet, since it might cause a conflict with his job at TI.


Then I went back to my notes and wrote:


PLAN OF ATTACK


1. Key issue, “Is it already being done?”


2. Talk to Ben, Portia.


3. If feedback OK, proceed toward business plan.


I had a strong feeling that this portable computer idea was the one.


Jim and I asked Sevin and Rosen to meet with us the next time they were in Houston. They agreed to meet on January 20. We had planned to go over several potential products and get their feedback on which idea looked the most promising, but the portable computer idea continued to gain momentum. So we decided to put together a short business plan and focus the meeting on convincing Sevin and Rosen to invest in it.


Writing the product description didn’t take very long, but Jim and I felt words weren’t enough to communicate the concept of professional styling. We decided we needed a sketch to make it clear how different our product would be from the leading portable computer in the market, the Osborne I.


Jim called Ted Papajohn, an industrial designer recently retired from TI, and asked him to draw the sketch for us. A meeting was set for 10:00 A.M. on Monday, January 18, at the ComputerLand store on Westheimer, west of downtown Houston. I showed Ted both the IBM PC and the Osborne I. The idea, I told him, was to make our product look and operate like the IBM PC. While we would arrange the display, keyboard, and floppy disk drives in a manner similar to the Osborne I, we definitely didn’t want it to look like the Osborne I, which I referred to as “Army surplus.”


The three of us didn’t want to risk being overheard, so we walked across the street to the House of Pies restaurant for a cup of coffee. We asked for a table near the rear of the restaurant, but it really didn’t matter since no one else was there at the time. After ordering, we realized we hadn’t brought any paper or pencils with us. The waitress offered her pencil, but didn’t have any paper. No problem—the placemats were made of paper. We turned one over and Ted began to sketch the product we had described.


When we were finished, Ted asked us when we needed the drawing. “Tomorrow,” I replied, because we had a meeting in two days. Ted grumbled a bit, but said he would do the best he could.


The next day, January 19, I turned thirty-seven, but barely noticed. We were in the heat of the battle, and I was totally focused on creating a business plan that would convince Sevin and Rosen, or some other venture capitalist, to fund us to develop this product. That afternoon, Jim and I went to Ted’s house to look at his drawing. We liked what he had done, so he agreed to finish detailing the drawing. We could pick it up the next morning.


Our appointment with Sevin and Rosen was set for 2:00 P.M. in a room at the Hilton Inn on North Beltway 8 that Jim had reserved for the meeting. On his way there, he picked up the finished drawing from Ted and stopped at a Kwik Kopy store to have several color copies of the sketch duplicated. Then he met me at the Hilton Inn to grab a quick lunch and prepare for the meeting.











JANUARY 20, 1982, 2:00 P.M.


    A taxi pulls up in front of the Hilton Inn and drops off Sevin and Rosen. Jim and I greet them, shake hands, and lead them to a room on the first floor. I hand the two men copies of our four-page business plan and walk them through the product description, concluding with the drawing of the product. When I finish the description, I am surprised to see little reaction from Sevin or Rosen. After a tense moment, I ask them what they think.


[image: ]


Ted Papajohn sketched a portable computer for our business plan.


       Sevin responds, “The product is a no-brainer. In fact, I thought of this several months ago.”


       Rosen jumps in. “Actually, I thought of it before you did. Don’t you remember me mentioning it to you?”


       Sevin fires back, “Yeah, but I thought of it before that.”


       Jim and I look at each other, wondering what is going on. Finally, I ask, “If you like the idea so much, then what’s the problem?”


       Sevin looks at me. “Remember, you guys brought us a rather weak product idea at first, so we’re wondering if you have the capability to pull off something this big.”


       I look over at Jim. We both smile. “Oh, that’s a relief. This is the kind of product we’ve been doing for five years.”


       Jim adds, “We’ve been doing sturdy aluminum chassis, molded plastic enclosures, and microprocessor-based products for even longer than that.”


       The four of us discuss different aspects of designing such a product, and then start discussing how to make our product run IBM PC software.


       I say, “I think the ROM BIOS (Read-Only Memory Basic Input/ Output System) is the key. We have to reverse engineer it without violating any copyrights. We should be able to get compatible versions of MS-DOS (Microsoft Disk Operating System) and BASIC from Microsoft.”


       (The BIOS was part of the operating system software. In addition to handling the input and output operations, it also managed the start-up process when power was turned on. IBM put this part of the system in ROM so that it couldn’t be changed or erased.)


       Sevin points out, “You need to get advice from an attorney on the ROM and follow it religiously. You can’t screw that up. I’ll get you the name of a good lawyer.”


       After about an hour, Sevin and Rosen get up to leave. Jim and I walk them out to get a taxi. They like what they’ve heard, but they need to do more checking before they can commit.


       As their cab pulls away, Jim and I look at each other. We both feel the excitement of a race about to begin.












After the meeting we met back at Jim’s house to discuss our next move. We felt pretty good about the meeting, but our recent experience taught us to not count on Sevin and Rosen. We decided to set up a meeting with Lovett, Mitchell, and Webb, an investment firm based in Houston. We also decided to flesh out the business plan to include more detail about manufacturing, cost estimates, marketing, and distribution. We were pretty sure any other investor would want to see that kind of detail.


The following Monday, Rosen called me to say he and Sevin were still positive on the portable idea and were continuing to investigate it. I was disappointed they weren’t ready to invest, but encouraged to hear that they were still interested. Meanwhile, Jim and I continued to work on different parts of the business plan so we could go into more detail the next time we had an investor meeting.
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