Bill Gates

and the
Making
of the
Microsoft
Empire




HARD

Bill Gates
and the
Making
of the

Microsoft
Empire

James Wallace
Jim Erickson

@)

John Wiley & Sons

Chichester « New York * Brisbane + Toronto ¢ Singapore



To my mother and father; and to Linda Joyce Buzbee,
because a promise is, after all, a promise.
James

To my mother, father, and to Nancy.
Jim

Copyright © 1992 by James Wallace and Jim Erickson
Epilogue copyright © 1993 by James Wallace
First published by John Wiley & Sons, Inc. 1992
This revised edition published 1993 by John Wiley & Sons Ltd,
Baffins Lane, Chichester,
West Sussex PO19 1UD, England

All rights reserved.
No part of this book may be reproduced by any means, or transmitted, or
translated into a machine language without the written permission of the

publisher.

British Library Cataloguing in Publication Data
A catalogue record for this book is available from the British Library

ISBN 0-471-94081-X
Printed in Great Britain by Cox & Wyman Ltd, Reading

10987654321



Acknowledgments

T his is not a book about computers or the dazzling tech-
4 nology that sparked one of the world’s great revolutions
less than two decades ago. Rather, it is a story about people, a
remarkable collection of individuals led by one man, Bill Gates,
whose drive, genius, vision, and entrepreneurial spirit created
one of the great success stories in the history of American busi-
ness. We wanted to write a book that would appeal as much to
those who know nothing about computers as it would to those
who regard these machines as the most important thing in their
lives. We hope we have done that.

The book grew out of a series of stories on Gates and Mi-
crosoft published in the Seattle Post-Intelligencer newspaper in
May of 1991. The subsequent project, a book-length profile of
Gates, took the better part of a year to complete and was un-
dertaken without the help or cooperation of Microsoft. Even so,
more than 150 people, many of them past and current employ-
ees and executives of Microsoft, were interviewed. We are in-
debted to everyone who helped us tell this story, regardless of
how much of what they told us found its way into the book.

We would like to begin by thanking J.D. Alexander, exec-
utive editor of the Seattle Post-Intelligencer, who not only al-
lowed us the time to research and write this book but also gave
his support and generously allowed some of the paper’s pho-
tographs of Gates to be reprinted in the book.



ACKNOWLEDGMENTS

Others at the paper we would like to thank are Lytton
Smith, who helped with the research, and all the people in sys-
tems, who provided technical assistance.

We are deeply grateful to our publisher, John Wiley & Sons,
who saw the possibilities of such a book and gave us the op-
portunity to do it.

No one deserves more credit, or thanks, than our editor,
Roger Scholl, whose patience, editorial guidance, hard work,
and encouragement were invaluable. Anyone who writes a book
should be so fortunate to have such an understanding editor.

This book would not have been possible without the tireless
efforts of several others at John Wiley & Sons, including Marcia
Samuels, production manager, and Elizabeth Doble, director of
production. Our appreciation goes to all those at Impressions
in Madison, Wisconsin, who spent many hours copyediting.

Finally, special thanks to many good friends who saw us
through the months this project took, and who continuously
offered their support—in particular, to Mary Williams, Angelo
Bruscas, Ceceilia Dominique, and Dick Clever.

In addition to interviews, our research was based on a num-
ber of books, national magazines, newspapers, and trade pub-
lications. The books included Fire in the Valley by Paul Frei-
berger and Michael Swaine; Hackers by Steven Levy; Blue Magic
by James Chposky and Ted Leonsis; The Making of Microsoft by
Daniel Ichbiah and Susan Knepper; and Programmers at Work
by Susan Lammers. The newspapers upon which we based our
research included the Seattle Post-Intelligencer, Seattle Times,
New York Times, Wall Street Journal, Washington Post, LA Times
and San Jose Mercury News. National magazines included Forbes,
Fortune, Money, Time, Newsweek, and Business Week, as well as
the trade publications PC Week and InfoWorld.

For those curious about such things, this book was written
on a Leading Edge compatible PC with an 8088 chip and
XyWrite word processing program.

James Wallace and Jim Erickson
Seattle, February 1992



Contents

Prologue 1

1
The Early Years 5

2
“It’s Going to Happen” 53

3
The Microkids 85

4
Hitching a Ride with Big Blue
139

5
Growing Pains 207

6
King of the Hill 319
Epilogue 421

Index 453






PROLOGUE

The Winds
of Fortune

W illiam Gates III, chairman of the largest computer soft-
ware company on earth, stood nervously at the front of
the ballroom of the 308-foot cruise yacht New Yorker. He was
about to unveil Microsoft’s fifth and latest version of the most
popular piece of software ever created, a computer operating
system known as MS-DOS.

It was to be the biggest launch of a software product in
computer industry history. More than 500 people had turned
out on a humid Tuesday evening in New York City in the summer
of 1991 to board the yacht—playfully dubbed “DOS Boat’ —to
listen to Gates and his corporate sidekick, Microsoft operating
systems chief Steve Ballmer, make an impassioned sales pitch
for MS-DOS 5.0. Both industry analysts and the press had gath-
ered for the gala event, which promised free food, music by
jazz master Dave Brubeck, and a five-hour cruise on the Hudson
River and around the New York City harbor. Computer hard-
ware and software executives had flown in from around the
country to get a glimpse of Gates and to listen to the industry’s
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enfant terrible and biggest star announce where he, and Micro-
soft, were headed.

At 35, Gates was at the pinnacle of his young career. In
1990 Microsoft, the company he and childhood friend Paul Allen
had founded barely sixteen years before, had become the first
software company to sell more than a billion dollars worth of
products in a single year. Gates was the undisputed mastermind
of that success, a brilliant technocrat, ruthless salesman, and
manipulative—some said devious—businessman. His company’s
astounding ascension had just a few years earlier made him the
youngest billionaire in the history of America. By 1991 his net
worth stood at more than $4 billion, making him the second
richest man in the country.

His word had become the closest thing to gospel in the
godless computer industry. A month earlier in Atlanta, at an
industry trade show known as Comdex where Gates was the
keynote speaker, people lined up for two city blocks to hear
him speak on the future of the industry. Executives in business
suits spilled out into the aisles and sat cross-legged on the floor
when the seats were filled. But on this June evening in the Big
Apple, as Gates moved stiffly to the microphones at the podium
on the New Yorker, powerful and opposing forces were gathered
across the Hudson, in Armonk, New York, headquarters of In-
ternational Business Machines.

Gates straightened his 5-foot-11-inch frame and began his
pitch, a condensed version of the history of MS-DOS.

“In the last ten years, DOS has become the foundation of
the PC industry and has sold more than ten times any other
software package,” Gates intoned in his oddly high-pitched
voice, which cracked occasionally like a nervous teenager’s, de-
spite the extensive speech lessons he had taken months before.
Microsoft’s operating system, he went on, was now installed on
more than 60 million personal computers, which represented
about 75 percent of all the personal computers in the world.
He predicted that another 18 million copies of DOS would be
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sold with computer systems in 1991. “It’s not just that number
that’s astounding, it’s the whole phenomenon behind it.”

Gates did not depart from the prepared text or interject
words like ““cool” or “‘super,” which normally were part of his
standard vocabulary.

Make-up, hurriedly applied so his face would not shine into
the television cameras that would beam his presentation via sat-
ellite to some 300 locations around the United States, hid the
acne to which he was still prone. Lights glared off his oversize
glasses, blotting out his blue eyes. His mop of dishwater blond
hair was, uncharacteristically, neatly combed. But those who
looked closely could see the small flakes of dandruff on the
shoulders of his black suit. The joke around the industry was
that Gates never went anywhere without his dandruff.

A most unlikely captain of industry, he looked as if he could
have been 25, or younger. There was an engaging, boyish charm
about the former computer hacker whom many in the press had
once described as a nerd. No one underestimated Bill Gates,
though. Too many people had done that in the past. Most of the
guests in the audience already knew Microsoft’s history. In 1980
the company had sold the MS-DOS operating system to IBM
when it made its irresistible entry into the desktop computing
marketplace and established industry standards that have yet to
be supplanted. The revenue from that partnership gave Gates
a guaranteed income stream and the push he needed to make
his vision—Microsoft software on every desktop PC—come true.
Not long after he made the deal with IBM, the fiery, competitive
Gates had slammed his fist into his palm and vowed to put several
of his major software competitors out of business. By 1991,
many of those competitors were indeed in full retreat under a
barrage of Microsoft products.

But Gates had made a great many enemies along the way.
He had stepped on too many toes on his way to the top, and
subjected countless colleagues to his abrasive, childish rants and
intellectual browbeatings. The Federal Trade Commission, act-
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ing on anonymous complaints, had begun investigating Micro-
soft for possible anti-trust violations. Many competitors wanted
to see Microsoft dismantled the way the federal government had
carved up Ma Bell into so many Baby Bells. Even Microsoft’s
enormously profitable and long-running marriage with IBM was
threatening to unravel into a messy divorce. In a magazine ar-
ticle about Gates entitled “The Silicon Bully,” one unnamed
IBM official was quoted as saying he would like to put an icepick
in Gates” head.

Retribution was in the wind. While Gates spoke, across the
Hudson in Armonk executives from IBM were huddled with the
top brass of onetime archrival Apple Computer. The two giants
of the computer world, threatened by Microsoft’s domination
of the software industry, were plotting to form an alliance to
create their own operating system, a new standard that would
supplant DOS and wrest control of the industry away from
Gates.

Outside “DOS Boat,” a thunderstorm had gathered in the
muggy evening air above the harbor. Gates and Ballmer had
finished their monologues and were now fielding questions from
the audience. A reporter fired three quick questions designed
to put Gates and Ballmer on the spot over the rift with IBM.

Before either could answer, something—a rogue wave from
the storm, the passing wake of a freighter—disturbed the New
Yorker. The huge yacht lurched sickeningly.

“Our boat is rocking here in New York,” a startled Ballmer
said into the microphone for the benefit of the closed-circuit
TV audience.

“IBM has great powers” piped up someone from the au-
dience. The crowd began laughing, then burst into applause.

Gates, a silly grin across his face, seemed to roll with the
punch. But it was as if some invisible force had landed a couple
of solid body blows to Microsoft’s euphoria, auguring darker
things to come.



CHAPTER 1

The Early Years

The earth fell away, and the city spread out beneath the
4 sandy-haired, 11-year-old boy, as the elevator hurried
higher and higher into the last light of a beautiful fall day. Glass
windows on the tallest downtown buildings caught what was left
of the sunlight and tossed back hues of crimson and gold. Far
below to the west a ferry boat glided across Elliott Bay, with
the rugged Olympic Mountains in the distance beyond.

Though there was a strong breeze blowing across the Sound,
from this height the cold, dark waters looked like smoked glass,
and the only sign that the ferry was moving was the lighter-
colored green water left behind in its wake.

The thin, gawky boy squeezed past the elbows and legs of
the adults and other kids around him until he could stand unob-
structed against the glass side of the elevator for a better view.

“Welcome to the Space Needle,” the elevator operator in-
toned. “You are in the west elevator travelling at ten miles per
hour, or 800 feet per minute. The Space Needle was built as
part of the 1962 World’s Fair, known as the Century 21
Exposition. . . .”

But Bill Gates heard none of this. His thoughts were 3,000
miles away, blasting off from Cape Canaveral in a rocket ship
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of his imagination, fueled by the stories of Edgar Rice Burroughs
and Isaac Asimov and a dozen other science fiction writers who
had carried him on so many voyages of fantasy and discovery.

Forty seconds after liftoff, the view and the daydream were
over as the elevator slipped into its berth at the Space Needle
Restaurant 600 feet above Seattle. The dinner at the Space
Needle was part of the Reverend Dale Turner’s annual treat for
all those who had accepted and met his yearly challenge. And
in 1966, none had done it better than Trey, as Bill Gates was
called.

The evening marked a tradition going back to Reverend
Turner’s teaching days at the University of Kansas in Lawrence.
At the beginning of each school year, he would challenge his
students to memorize chapters 5, 6, and 7 of the Book of Mat-
thew, which are better known as the Sermon on the Mount.
Turner had left Lawrence in 1958 and was now pastor of the
University Congregational Church in Seattle’s University Dis-
trict, across the street from the University of Washington.
Founded nine years before the turn of the century, the church
is one of the oldest in the city.

The Gates family were regulars in the congregation, and
Bill Gates was enrolled in Turner’s confirmation class. One Sun-
day morning, Turner threw down his yearly challenge to the
class—he would buy dinner at the Space Needle Restaurant for
anyone who memorized the Sermon on the Mount. It was the
same challenge he made to the full congregation.

The Sermon on the Mount is a difficult passage to put to
memory. The words do not rhyme, the sentence structure is
disjointed, and it is very long—the equivalent of nearly four
standard newspaper columns of type.

Twenty-five years later Turner can still remember the after-
noon he sat down with Gates in the living room of the Gates’
home, to hear him recite the passage.

“And seeing the multitudes,” the young boy began, “He
went up onto a mountain, and when He was set, His disciples
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came unto Him, and He opened his mouth, and taught them,
saying:

“Blessed are the poor . . .

“Blessed are the meek . . .

“Blessed are the merciful . ..”

Listening to Gates, Turner was astounded. No one, in all
his years in the ministry, had been able to make it through the
entire passage without stumbling over at least a few words or
lines. But Gates had recited the passage nonstop from the be-
ginning, never missing a line.

“I needed only to go to his home that day to know that he
was something special,” Turner later recalled. “I couldn’t imag-
ine how an 11-year-old boy could have a mind like that. And
my subsequent questioning of him revealed a deep understand-
ing of the passage.”

Thirty-one others from the University Congregational
Church that year stuttered and stammered their way through
the passage, and in the fall Reverend Turner took his 32 disciples
to the plush, revolving restaurant on top of the Space Needle.

At dinner that night, “Trey” Gates feasted his eyes on the
region where he would later make his mark. To the northeast
was the University of Washington and the nearby residential
district of Laurelhurst, where the Gites family lived, along the
shores of Lake Washington. To the south, the Seattle waterfront
jutted into the Sound, with its ships, piers, seafood restaurants,
and curiosity shops. To the southeast rose the skyscrapers of the
city, with 14,410-foot Mt. Rainier looming like a sentinel in the
distance. To the east, against the backdrop of the Cascade Moun-
tain range on the horizon, were the suburbs of Bellevue and
Redmond, where 13 years later Gates would build his computer
software empire.

That evening, as Gates looked out on the city, the suburbs,
the mountains, and the waters of the Sound, he was oblivious
to his destiny slowly revolving around him. Although he had
memorized the Sermon on the Mount and received his free
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Space Needle dinner, the boy would never become a regular in
the church. He would soon find himself spending most of his
free time immersed in the exciting new world of computers. He
and Turner, however, would remain friends in the coming years.

“He loved challenges,” Turner said, remembering his
bright charge. “Even though a Space Needle meal was enticing
back then, a lot of kids, on hearing my challenge, weren’t ready
to pay the price. Trey was.”

As Gates had told the pastor that day in his house, “I can
do anything I put my mind to.”

If bloodlines are an indication of future success, then Bill
Gates was born into a family generous with its gifts.

His great-grandfather on his mother’s side of the family,
J.W. Maxwell, was a nationally prominent banker. Born on an
Iowa farm in the nineteenth century, he decided to seek his
fortune behind a bank teller window rather than toil in poverty
behind a plowshare. He left home for Lincoln, Nebraska, at age
19—the same age at which his great-grandson would found Mi-
crosoft nearly a century later—to begin a career in banking. In
Lincoln, he became good friends with William Jennings Bryan,
the orator and politician, and John J. Pershing, who would com-
mand the nation’s armies during World War I.

In 1892, heeding the advice of editor and political leader
Horace Greeley, Maxwell headed west with his wife to the town
of South Bend in Washington State. There he continued his
banking career, was elected mayor, and served in the state leg-
islature. The family moved to Seattle in 1906, where Maxwell
founded National City Bank and gained a national reputation in
the banking industry.

Maxwell’s son, James Willard Maxwell, began his own bank-
ing career in 1925 as a messenger in his father’s bank after
graduating from the University of Washington. At the university
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he met his future wife, Adelle Thompson, a smart, spirited, ath-
letic woman from Enumclaw, a hamlet nestled. in the foothills
of the Cascade Mountains southeast of Seattle. She had been a
star forward on the women'’s high school basketball team and
class valedictorian.

The younger Maxwells became one of Seattle’s most socially
prominent families, active in numerous community organiza-
tions, including United Good Neighbors, the predecessor of
United Way. Willard Maxwell enjoyed both wealth and power
in Seattle, eventually becoming vice president of Pacific Na-
tional Bank (which later became First Interstate, the nation’s
ninth largest bank). Several decades later they would leave their
grandson a million dollar trust fund. Despite their wealth, the
Maxwells disdained ostentation, a trait that has been passed
down through the family.

Their daughter Mary was born in Seattle in 1929. A viva-
cious young beauty she grew up among some of the most prom-
inent families in the Northwest. Like her mother before her,
Mary Maxwell met her future husband, a tall, athletic, prelaw
student by the name of Bill Gates, Jr., while she was a co-ed at
the University of Washington. A school cheerleader, Mary was
as outgoing and gregarious as Bill was shy and reserved. A mu-
tual friend, Brock Adams, had introduced the couple while Ad-
ams was student body president, and Mary was an officer in the
student government association. (Adams went on to a career in
politics, serving as secretary of transportation under President
Jimmy Carter. He is currently one of Washington’s U.S. senators
and remains a close friend of the Gates family.)

While Bill Gates, Jr., did not have the wealthy and prom-
inent family background of his wife, he did have the same drive
and ambition. He was born in Bremerton, Washington, an hour’s
ferry ride from Seattle, where his father owned a furniture store.
Upon graduation from high school in 1943, Gates enlisted in
the Army. By the end of World War II two years later, he was
enrolled in officers’ training school at Fort Benning, Georgia.
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Discharged in 1946 as a first lieutenant, he promptly enrolled
at the University of Washington, where he became the first mem-
ber of his family to graduate from college.

After getting a law degree from the university in 1950,
Gates returned to Bremerton as assistant city attorney. Mary
Maxwell, a couple years behind him in college, graduated in
1952, and they married shortly afterward. But a Navy homeport
like Bremerton, with its ubiquitous sailors, fast-food restaurants,
and tattoo parlors, was not the place to climb social or legal
ladders, so the couple moved to Seattle, where Mary taught
school and Gates went into private practice, eventually becom-
ing a partner in the firm of Shidler, McBroom, Gates & Lucas.

In 1954, Mary Gates gave birth to a daughter, Kristi. A year
later, she gave birth to their only son.

William Henry Gates III was born on October 28, 1955,
shortly after 9:00 p.m. His parents nicknamed him “Trey,” re-
flecting the III after his name. The moniker stuck—no one in
the family ever called him anything else. He was born under
the sign of Scorpio, and the traits ascribed to his astrological
sign would prove eerily correct: aggressive and stimulated by
conflict; prone to change moods quickly; a dominating person-
ality with outstanding powers of leadership. Scorpios are known
for having the respect, rather than the affection, of others, ac-
cording to the World Book Encyclopedia. Trey Gates read the
encyclopedia, from beginning to end, when he was only seven
or eight years old.

Trey was an unusually energetic child, even as a baby. He
learned to make the cradle rock on his own and would rock
incessantly for hours at a time. When he was old enough, his
parents bought him a rocking horse, which was akin to feeding
sweets to a hyperactive kid. Even today, his rocking habit is
legendary in the computer industry, as much of a signature of
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the man as Arnold Palmer hitching up his pants as he strolls
down the fairway or Michael Jordan sticking out his tongue as
he drives for a basket. It has become part of the corporate cul-
ture at Microsoft among programmers trying to re-create them-
selves in the chairman’s image. Gates often rocks himself in a
chair, elbows on knees, to contain his intensity, especially when
the talk is about computers; it’s not unusual to walk into a room
of Microsoft managers and find most of them rocking in sync
with him during an important meeting.

His rocking addiction notwithstanding, Trey Gates had a
fairly typical childhood. After her son was born, Mary Gates
gave up teaching to raise the family while her husband estab-
lished his legal practice. As an alternative to teaching, she fol-
lowed her mother’s lead and became a community volunteer.
One of her first volunteer jobs, working on behalf of Seattle’s
Museum of History and Development, involved going to area
schools and giving short talks on the region’s culture and history.
Trey, who was only three or four years old, would accompany
his mother and sit on the desk in front of the class while she
showed museum items to the students.

A recent book, The Making of Microsoft by Daniel Ichbiah
and Susan Knepper, gave short shrift to what the authors de-
scribed as Gates’ ““uneventful”’ childhood, other than to leave
the impression he was a deeply introspective child who stayed
in his room most of the time in intense, reflective thought. Gates
was certainly an introspective child, but he hardly grew up like
a hermit in his room. For one thing, it is unlikely even Gates
could have tolerated being cooped up for long periods of time
in his room—it was usually in a state of chaos. His parents
couldn’t train him to pick up his clothes. Eventually they tried
taking his clothes away from him. When even that didn’t work,
they finally gave up, requesting that he at least keep the door
to his room closed so no one else would have to look at the
mess.

Mary Gates, in describing her son, has said that he has pretty
much done what he wanted since the age of eight. Trey’s closest

1
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childhood friend was Carl Edmark, whom Gates met in the
fourth grade. Edmark said of him ‘“He was very eccentric even
back then.” The two went to elementary school together, grad-
uated from high school together, and continued to be good
friends for years afterward. Their families were also good
friends; Edmark’s father was a prominent Seattle heart surgeon
who had invented a defibrillator that corrected abnormal heart
rhythms during surgery.

Even as a child Gates had an obsessive personality and a
compulsive need to be the best. “Any school assignment, be it
playing a musical instrument or writing papers, whatever, he
would do at any or all hours of the day,” said Edmark. What
seemed like eccentric behavior to fellow fourth graders, how-
ever, was likely nothing more than his competitive spirit. One
of the first major assignments in his fourth grade class was to
write a four or five page report on a particular part of the human
body. Gates wrote more than 30 pages. Later, the class was told
to write a short story of no more than two pages. Trey’s story
was five times that length.

“Everything Bill did, he did to the max,” said Edmark.
“What he did always went well, well beyond everyone else.”

Gifted children—those with IQs near or above the genius
level—sometimes grow up to be socially inept, due to limited
childhood interactions and experiences. Bill and Mary Gates
were determined to see that that didn’t happen to their son.
They tried to expose him to as many opportunities and expe-
riences as possible. When he was old enough, he was encouraged
to join Troop 186 of the Boy Scouts. His father had been an
Eagle Scout as a youth, and understood the value of Boy Scout
activities and camaraderie. The troop met at an elementary
school not far from the Gates’ neighborhood. Trey stayed with
the Scouts not only because he liked the outdoors, but because
being a Scout fulfilled a need.

“His father was an attorney and very busy, and Bill needed
a lot of companionship, which he got from the other boys,”
recalled Scoutmaster Don Van Wieringen.
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One year during a Boy Scout jamboree—where Scouts from
around the state gather to show off knot tying and fire building
skills—Gates and a friend rounded up computer equipment and
set up a hands-on demonstration of what a computer could do.
At that time, few of the boys had even heard of a computer,
much less used one. Today, thanks in part to Gates’ software
systems, computing can earn Scouts a merit badge.

Unlike some Scout troops, which cared more about selling
light bulbs and candy at Christmas, Troop 186 made year round
efforts to hike and camp in the woods.

On one 50-mile summer hike, Gates demonstrated the per-
sistence and tenacity that was to be his trademark later in life.
Gates showed up for the week-long hike in a new pair of hiking
boots that were not suited for hiking eight miles a day. By the
end of the first day, his heels had been rubbed raw and his toes
badly blistered. By the end of the second day, his feet were raw
and bleeding openly. One of the adults on the trip, who was a
doctor, gave him some codeine for the pain. The next day some
of the Scouts carried his equipment, and Trey continued on,
limping along until he reached the halfway checkpoint on day
four, where hikers could bail out in an emergency. At that point,
he could no longer walk. His mother had to be called in Seattle
to come get him. One of the adults on the hike recalled that
when she arrived, Mary Gates was not a happy camper. “She
was busy being a socialite,” he said, ““and thought Bill was taken
care of for the week.”

Mary’s passion for education fueled a desire to return to
teaching, but her career plans changed with the birth of a second
daughter, Libby, nine years after Trey. Instead, she continued
with her volunteer public service, which led to a seat on the
boards of several of the Northwest’s largest corporations, in-
cluding First Interstate Bank and Pacific Northwest Bell. Mary
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Gates was a quick study with a strong will, incisive intelligence
and good business instincts.

“The driving force in the family has always been Mary
Gates,” one friend observed. “‘She seemed to tie everything
together with the family. Mary was the smart one, Bill, Jr., was
the shy one.”

Despite her volunteer activities and community involve-
ment that kept her busy, Mary Gates was a devoted mother. She
also loved to socialize, and she and her husband threw frequent
parties for their friends, who included many of Seattle’s weal-
thiest and most powerful individuals. A charming, gracious host,
warm and outgoing, she could nonetheless be quite assertive,
with a steely gaze and a firm handshake.

“She is very much the kind of person who sizes you up,
makes quick conversation and moves along, exiting gracefully
but forcefully,” a business friend said.

As successful as the gregarious Mary Gates was in Seattle’s
community, the quieter Bill, Jr., also became a respected figure.
His legal career was furthered by his relationship through mar-
riage to the Maxwells. He was active in the bar, eventually serv-
ing as president of the Washington State Bar Association, and
chairing several American Bar Association commissions. In
1966, he became a senior partner in the law firm of Shidler,
McBroom, Gates & Lucas, a firm rooted in Republican politics.

“My sense is that Bill, Jr., always wanted to position himself
to exert quiet control in the law firm, and Mary was more in-
clined to pull public strings and press the switches,” said one
Seattle attorney who knows the family.

Both Mary and Bill, Jr., became active in Republican party
circles as well, although they kept in the political shadows and
out of the public eye. In 1973, Governor Evans, a family friend,
quietly pushed to have Gates nominated to a federal judgeship
in Seattle. But the state’s two U.S. senators at the time, Henry
“Scoop”” Jackson and Warren Magnuson, both Democrats, pre-
ferred a local attorney with more liberal leanings to fill the va-
cancy on the federal bench.
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In local politics, Bill, Jr., refused to make personal appear-
ances for candidates or do anything that might draw public at-
tention to his political beliefs. Nontheless, his beliefs were rock-
solid. When a lawyer seeking re-election as a Democrat to the
state legislature called on him to ask him for a campaign en-
dorsement and financial contribution, he replied, “Jesus! I've
never given money to a Democrat in my life.”

Bill, Jr., set a firm and strong example for his children. “I've
always wondered how Trey responded to his father,” said an-
other Seattle attorney who has worked with Bill, Jr. “He can
be a hard man, difficult and demanding.”” Not unlike his son.

Although both were strong-willed, Trey and his father got
along very well, and their relationship was an important influ-
ence on his childhood. The Gateses were a closely knit family.
Trey Gates’ maternal grandmother, Adelle Maxwell, was also an
important influence on him, encouraging him to read as much
as possible, pushing him to excel in all that he did, challenging
him to use his mind. They played card games together fre-
quently, especially games like Concentration that required men-
tal agility. Gates would remain close to his grandmother until
her death in 1987.

“His family has always been a very important part of him,”
observed Paul Allen, cofounder of Microsoft and one of Bill’s
best friends. “That has never changed, going back to when we
first met as kids.”” Dinner was always a time for lively discussions.
Gates and his sisters used to question their parents about their
work at the dinner table when they were growing up. “It was
a rich environment in which to learn,” Gates said of his
childhood.

It was also extraordinarily competitive. His competitive fire
was ignited early in life and fanned by childhood games, sports,
and the driving ambition of his parents. Whether racing with
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his older sister to finish a 300-piece jigsaw puzzle, playing pic-
kleball at the family’s annual tournament, or swimming laps with
his friends at the country club pool, Gates loved competing—
and winning. Just as importantly, he hated losing. He thrived
on competition, as long as he was playing or doing something
he was good at, and relished opportunties to prove himself,
physically and mentally.

A friend who knew Gates in his early teens said: ““Bill loved
playing pickleball and was fiercely competitive. He loved play-
ing tennis and was fiercely competitive. He loved water skiing
and was fiercely competitive. Everything he did, he did com-
petitively and not simply to relax. He was a very driven
individual.”

More than once the family flew down to California for the
Rose Bowl game, a time for Mary and Bill, Jr., to socialize and
visit friends. Trey spent hours at nearby amusement parks play-
ing Demolition Derby in bumper cars. Although he was barely
big enough to see over the steering wheel of the cars, he took
particular delight in slamming into adult drivers.

His favorite competitive arena for boyhood games was sum-
mer camp, at a place on Hood Canal known as Cheerio. The
camp consisted of tennis courts and a dozen or so rustic cabins
near the water. Each July the Gates family piled into the car
and made the trip to Cheerio, where they would spend two
weeks with about a dozen other families. It was a successful and
competitive crowd, which included lawyers, business leaders,
and politicians.

Bill, Jr., was always designated as the “mayor.”” The families
staged “Olympic Games” featuring events such as the egg toss
and relay races. Trey became particularly good at the game
“Capture the Flag,” which required skill and cunning, as well
as athletic ability. His team almost always won.

“He was never a nerd or a goof or the kind of kid you didn’t
want on your team,” recalled another of the Cheerio brethren.
“We all knew Bill was smarter than us. Even back then, when
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he was nine or ten years old, he talked like an adult and could
express himself in ways none of us understood. When you are
a kid, if someone is good at math, that’s what sets them apart.
We all knew he was very, very good at math.”

Trey first learned to water-ski and play tennis at Cheerio,
as well. The entire family played tennis—Trey’s sister Kristi won
many of the Cheerio tennis tournaments for the girls. It was
Brock Adams who taught Trey to play tennis at Cheerio, and
he soon developed into an exceptional player. (Several years
ago, Gates came up with an interesting—some might say eccen-
tric—method to work on his game and not lose valuable work
time. He would practice writing nonsense words with his racket
hand to improve his fine muscle coordination. Gates would sit
in meetings with his Microsoft managers, scribbling meaningless
words on a piece of paper, rocking back and forth in his chair.)

Mary Gates helped organize many of the activities at
Cheerio. Always exceedingly well-organized, she had a weekly
wardrobe battle plan for Trey throughout the year that included
color-coordinating his clothes for each day, matching shirts,
pants, and socks. On Monday he might go to school dressed in
green, on Tuesday beige . . . Wednesday blue . . . thenblack. . . .
When the family would go to Trey’s grandparents’ house on
Hood Canal with friends, Mary would post dinner menus for the
entire weekend on the refrigerator. Each meal was carefully
planned out, along with dinner times. Everything fit into a
schedule.

It is a trait she has passed on to her son, who brooks no
wasted time either at work or play.

Were it not for a fateful decision by his parents in 1967,
Bill Gates might well have ended up a mathematician or college
professor. At 11 years of age, he was far ahead of his peers in
math and science and in need of new academic challenges. His
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parents decided he should not continue in the public schools
like his sister but instead enroll that coming fall at Lakeside, an
all-boys private prep school noted for its rigorous academic en-
vironment. It was Seattle’s most exclusive school, home to the
sons of the rich and powerful. About 300 students a year at-
tended Lakeside, for a tuition that at the time cost roughly
$5,000. Gates would be able to go head-to-head against the best
and brightest of the next generation of Seattle’s leaders.

Lakeside was a crucible that would fire his creative genius
in ways his parents never imagined. It was here that the proper
mix of ingredients needed to forge Gates’ inner fire came to-
gether: energy, intelligence, intensity, competitiveness, obses-
siveness, drive, desire, business acumen, entrepreneurship, and
luck. He would cut his first business deals at Lakeside, and form
his first money-making company. He would develop lasting
friendships with a handful of Lakeside computer whiz kids like
himself, who would become the first to join him in his crusade
to build a software empire.

In 1967, students in the seventh and eighth grades made
up the Lower School. The Upper School consisted of students
in the ninth through twelfth grades. Those who started in the
seventh grade and survived Lakeside’s academic pressure
cooker until they graduated were called “lifers.” Trey Gates
became a lifer.

Until the 1960s, Lakeside was a very traditional prep school.
Boys wore coats, ties, and wingtip shoes. The seniors had special
privileges—only seniors, for example, could use the front doors
or smoke. But with the Vietnam War came protest and change.
The coats and ties came off, hair grew longer, and many of the
boys started coming to school in beards, blue jeans, and army
fatigue jackets.

“The Sixties loosened up what had been a classic boys’
school,” recalled Robert Fulghum, the bestselling author of All
I Really Need to Know I Learned in Kindergarten, who was an
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art teacher at Lakeside. Fulghum represented Lakeside’s alter-
native side. He was the kind of teacher who would show up for
his class in a gorilla suit to illustrate a point, and whose exams
included questions like, “‘Suppose all humans had tails. Describe
yours.” Fulghum knew Gates fairly well, although the boy was
never in any of his art classes.

Lakeside always drew on the city’s big-money establish-
ment. Many of the boys who had passed through the school over
the years were the movers and shakers of the community. It was
a fiercely competitive environment at every level. “Even the
dumb kids were smart,” said one member of Gates’ graduating
class of 1973. Among the students at Lakeside were the McCaw
brothers, who together built a billion-dollar cellular phone
empire.

Although the school rewarded the marchers and the salu-
ters, the students who really attracted attention were those who
were unusual in some way. These kids got a lot of support and
encouragement from the administration and faculty.

“You could, if you looked at Lakeside superficially, think
of it as an elitist school with high requirements and strictly fo-
cused on college preparation,” said Fulghum. “But in fact, it
tended to look very, very carefully at individual students, es-
pecially ones who stuck out in any direction, and it would give
those students lots and lots of privilege and rope and space to
do whatever they could do, even if it was far out of the usual
constraints of the school.”

In that sense, Lakeside was extraordinary: it allowed stu-
dents to develop their own interests, and Gates quickly did just
that.

There would come a time when every student in school
knew his name, knew that he was the best of the best at Lake-
side. But the only thing remarkable about Bill Gates when he
began the seventh grade were his big feet. Although he was the
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smallest boy in the seventh grade, Gates wore size 13 wingtips.
“We all wondered if he would grow into his feet,” a classmate
recalled.

Of all the friendships he would develop at Lakeside, none
would be as strong or as close as his friendship with Kent Evans.
The two were inseparable from the seventh grade. Both were
gifted, both shared a passion for mathematics, and both would
soon share an even greater passion for computers.

Gates and Evans had very different personalities. While
Gates could be cold and aloof like his father, Kent was warm
and outgoing. A minister’s son with a harelip and thick black
hair, there was a down-to-earth quality to Evans. Lakeside stu-
dents would remember him as “the nicest boy in school.”

Toward the end of Gates’ first year at Lakeside, in the early
spring of 1968, the school made a decision that would prove
decisive to Bill Gates’ future. America was preparing to send
astronauts to the moon, a technological feat made possible by
the development of the computer. Lakeside had decided to ex-
pose its students to this new and exciting world of computers.
The question was how to buy a computer on a school budget,
even the budget of a well-to-do private school. The “Giant
Brain”’ mainframe computers of the day cost millions of dollars
and were out of reach of all but the government, universities,
and the largest corporations. Digital Equipment Corporation,
better known as DEC, had recently begun marketing a mini-
computer, but even this refrigerator-size machine was out of
reach of the Lakeside budget. So the school bought itself a rel-
atively inexpensive teletype machine. For a fee, users could type
commands on the teletype and communicate via telephone line
with a PDP-10 minicomputer in downtown Seattle (PDP stands
for Program Data Processor). The PDP-10, one in a series of
very famous computers built by Digital Equipment Corporation,
would play a significant role in Gates’ development as a com-
puter programmer. The PDP-10 Lakeside used was owned by
General Electric, which billed Lakeside for “‘computer time”
used by its students. And computer time was very costly.
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A group of mothers, the Lakeside Mothers Club, held a
rummage sale to buy computer time and raised about $3,000,
figuring the amount would be enough to last the rest of the
school year. What they didn’t realize was how seductive a mis-
tress The Machine would become to a few precocious boys who
liked math and science. Bill Gates and Evans were about to
develop a very expensive addiction.

Lakeside became one of the first schools in the country with
computer capability. The computer room soon became a pow-
erful magnet for several of Lakeside’s brightest students, es-
pecially Gates. Before long, the teletype would be his umbilical
cord to a new and exciting universe.

Gates was in Paul Stocklin’s math class when he got his first
peek at the computer room. One spring day, Stocklin took his
entire math class over to the Upper School to see it. Under
Stocklin’s supervision, Gates typed in a few instructions and
watched in awe as the teletype, after communicating with the
PDP-10 several miles away, typed back the response. It was
better than science fiction.

“I knew more than he did for the first day, but only for that
first day,” said Stocklin, who now chairs the Lakeside math de-
partment. “We were really winging it . ... None of us knew
anything back then. This thing wasn’t like a Macintosh.”

Gates was immediately hooked. Whenever he had free time,
he would run over to the Upper School to get more experience
on the system. But Gates was not the only computer-crazed kid
at Lakeside. He found he had to compete for time on the com-
puter with a handful of others who were similarly drawn to the
room as if by a powerful gravitational force. Among them was
a soft-spoken, Upper School student by the name of Paul Allen,
who was two years older than Gates.

Seven years later, the two classmates would form Microsoft,
the most successful startup company in the history of American
business.
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When Albert Einstein was four or five years old and sick in
bed, his_father gave him a magnetic pocket compass. In his Au-
tobiographical Notes, written 60 years later, Einstein described
the compass as “a wonder.” It may well have determined the
direction of his life as a theoretical physicist. “That this needle
behaved in such a determined way did not at all fit into the
nature of events,” he wrote. “I can still remember—at least I
believe I can still remember—that this experience made a deep
and lasting impression on me.”

Bill Gates undoubtedly cannot explain why he reacted as
he did to his own “wonder,” the computer. But it triggered a
deep passion, an obsession, in him. From that first day in the
small computer room at Lakeside, its pull on him was inexorable.

Gates devoured everything he could get his hands on con-
cerning computers and how to communicate with them, often
teaching himself as he went. The faculty knew next to nothing
about computers. Gates and the other kids hanging out day and
night in the computer room were pretty much on their own.

“We were off in our own world,” Gates recalled later. “No-
body quite understood the thing but us. I wanted to figure out
exactly what it could do.”

This insatiable appetite for computer time was very expen-
sive. Within weeks, most of the $3,000 raised by the Mothers
Club was gone. Eventually, parents were asked to help pay
Lakeside’s mounting bills from General Electric.

Gates’ first computer program, a series of instructions tell-
ing the computer what to do, was a tick-tack-toe game. He then
wrote a program for a lunar lander game, which required the
user to make a soft landing on the moon before expending all
fuel in the spacecraft and crashing on the moon’s surface. (This
game would prove somewhat prophetic. The Apollo 11 lunar
lander carrying Neil Armstrong and Buzz Aldrin had only sec-
onds of fuel remaining when it landed on the Sea of Tranquility,
July 20, 1969.) As his programming skills developed, Gates
taught the computer to play Monopoly™, commanding it to play
thousands of games in search of winning strategies.
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These early programs were written in a computer language
known as BASIC (Beginner’s All-purpose Symbolic Instruction
Code.) It was developed by two Dartmouth College professors
in 1964 under a grant from the National Science Foundation to
teach their students an easier way to use computers. Gates was
particularly interested in the mathematical foundations of com-
puter science, the strange new binary world in which one com-
municated with the computer using only two words—usually
designated zero and one. Gates talked about this relationship
between computers and mathematics in the book Programmers
at Work by Susan Lammers:

“Most great programmers have some mathematical
background, because it helps to have studied the purity of
proving theorems, where you don’t make soft statements, you
only make precise statements. In mathematics, you develop
complete characterizations, and you have to combine theo-
rems in very nonobvious ways. You often have to prove that
a problem can be solved in less time. Math relates very di-
rectly to programming, maybe more so in my mind than in
other people’s minds, because that’s the angle that I came
from. I think there is a very natural relationship between the
two.”

Gates had always been very good at math. In fact, he was
gifted. On the math achievement test Lakeside gave its students,
Gates was the number one student in the school. He later scored
a perfect 800 on the math portion of his college boards.

While at Lakeside, he took advanced math courses at the
University of Washington. ““I read ahead in math, so I really
didn’t spend much time on math classes in school. Even when
I got bad grades in everything else, which was up through the
eighth grade, I always did well in math.”

Fred Wright, chairman of the math department at Lakeside
when Gates attended, said of Gates, “He could see shortcuts
through an algebraic problem or a computer problem. He could
see the simplest way to do things in mathematics. He’s as good
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an analytical mathematician as I've worked with in all my years
of teaching. But Bill was really good in all areas, not just math.
He’s got a lot of breadth. It’s one of the unusual things about
him.”

Wright was in charge of the computer room in the Upper
School, and has been given much of the credit for cultivating
Lakeside's first crop of computer talent in the spring of 1968.
He nourished, encouraged, and befriended not only Gates and
Allen but a handful of others, including Marc McDonald, Rich-
ard Weiland, and Chris Larson, three of the first programmers
hired to work for Microsoft.

“You have to understand what early age compulsions are
like. They are all-consuming,” said the Reverend Marvin Evans,
Kent's father. ““After Lakeside got that computer, Bill and Kent
were in constant trouble with the faculty. Some of Kent’s jour-
nals demonstrate this. Everything was late—chemistry work-
books were late, physics workbooks were late, history and En-
glish themes were late.”

Wright, amused by the antics of his young charges, adopted
the code name, “GYMFLKE,” to log on to the computer, an
inside joke on Gates, Evans, and some of the others who “flaked
out” of gym to work on The Machine. While the kids all became
experts at finding confidential user passwords and breaking com-
puter security systems, none of them, Gates included, discov-
ered Wright’s secret password.

Although Gates was only in the lower school, before long
some of the older boys were coming to him for help with the
computer. Among them was Paul Allen, who would egg Gates
on, challenging him to solve a difficult problem.

“Paul thought I had this attitude like I understood things,”
Gates said. “‘So when he got stuck he would say, ‘Hey, I bet
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you can’t figure this out!” He would kind of challenge me . ..
and it was pretty hard stuff.”

As they spent more and more time together in the computer
room, Gates and Allen became friends. One day, Gates went to
Allen’s home, only to be amazed by Allen’s collection of sci-fi
books.

“He had read four times as much as I had,” recalled Gates.
“And he had all these other books that explained things. So I
would ask him, ‘How do guns work? How do nuclear reactors
work?’ Paul was good at explaining stuff. Later, we did some
math stuff and physics stuff together. That’s how we got to be
friends.”

It wasn’t surprising that Allen should be well read. For more
than twenty years his father, Kenneth Allen, was associate di-
rector of libraries for the University of Washington.

Although Allen could be just as intense and competitive as
Gates, he was surprisingly soft-spoken, with an equally soft
handshake. Allen talks so softly, in fact, that when reporters
interview him, his voice sometimes fails to automatically activate
their tape recorders.

The other kids at Lakeside liked Paul Allen. To many of his
classmates, he seemed more personable than some of the others
who had taken over the computer room. It was easy to like the
boy with the blond Fu Manchu mustache and aviator sunglasses
who habitually carried a briefcase. There was no pretentiousness
in Allen, none of the I'm-smarter-than-you attitude.

“Paul was cool,” said a classmate who was not one of the
computer room crowd. “He was a nerd who didn’t look like a
nerd. He was always more approachable and friendlier than
Bill. . . . You would run into him in the hallways and he would
actually stop and talk to you.”

Allen and Gates not only spent a lot of time working to-
gether in the computer room but also a lot of time talking about
the future of computer technology.

“We both were fascinated with the different possibilites of
what you could do with computers,” Allen said. “It was a vast
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area of knowledge we were trying to absorb. . . . Bill and I al-
ways had big dreams of what we could do with computers.”

While Allen liked to read magazines like Popular Electron-
ics, Gates read the business magazines that came into his family’s
home. As a prelude to doing business in the ““real world,” Gates
and Allen formed the Lakeside Programmers Group, along with
two of their friends, Richard Weiland and Kent Evans. Weiland
and Allen were in the tenth grade, while Gates and Evans were
in the eighth grade. The Lakeside Programmers Group was ded-
icated to finding money-making opportunities to use The Ma-
chine in the real world.

“I was the mover,” Gates said. “I was the guy who said,
‘Let’s call the real world and try to sell something to it.” ™

As it turned out, the real world called them first. And what
a deal it was—all the free computer time they wanted.

Founded by four University of Washington computer ex-
perts in the fall of 1968 with the backing of several Seattle
investors, Computer Center Corporation was a private Seattle
firm offering the largest concentration of timesharing computer
power on the West Coast. The company (which Gates referred
to as ““C-Cubed”) had leased several computers from Digital
Equipment Corporation, including a PDP-10 like the one Gates
and the other Lakeside students used.

Computer Center Corporation attempted to sell its time-
sharing services to scientific and engineering businesses in the
region—or any other customer in need of computer power at
an affordable price.

One of the firm’s founders and chief scientific programmer,
Monique Rona, had a son in the eighth grade at Lakeside—the
same grade as Gates. She knew about the school’s teletype ma-
chine and its deal with General Electric for computer time. A
representative from her company contacted Lakeside to inquire
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whether the school would be interested in making a similar
arrangement with Computer Center Corporation. The students
would have an even greater opportunity to learn about com-
puters, the representative argued.

Lakeside concurred, and once again asked parents to help
pay for the computer time used by their sons.

Gates and some of the other boys soon discovered all kinds
of “neat”” programs hidden in the C-Cubed PDP-10 software—
programs they had not encountered with the General Electric
computer. One trick the boys learned was something called
“detach and leave job running.” This meant that even though
they were logged off the system, the machine was still working
on their program ... and keeping a record of the computing
time used. Computer bills soon ran into the hundreds of dollars.

“These kids were very hungry for time,” recalled Dick
Wilkinson, one of the partners who organized Computer Center
Corporation. “Every time we would get a new version of soft-
ware, they would go poking around in the system, and we would
have to forgive some bills because they would be running pro-
grams they were not supposed to. They found chess on the
system, when they should not have. So they would play a half
game of chess, and then leave the Lakeside terminal and go off
to class or something. They didn’t understand they were using
computer time like it was going out of style.”

The electronic mischief eventually got out of hand. Gates
and a couple other boys broke the PDP-10 security system and
obtained access to the company’s accounting files. They found
their personal accounts and substantially reduced the amount
of the time the computer showed they had used. They were
quite proud of this ingenious accomplishment—until they got
caught. '

Wilkinson drove out to Lakeside for a talk with Fred Wright,
the math teacher in charge of the school’s computer project.
Like naughty boys, Gates and the others were marched into the
principal’s office.
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“We told them they were off the system for six weeks,”
Wilkinson said, ““and if we caught them on it we would call the
police, because what they were doing was illegal. They were
all very contrite. They were pretty good kids from then on.”

Gates became even more of a problem for Computer Center
Corporation shortly afterward. The very first BASIC program
Gates wrote using the PDP-10 computer at C-Cubed was called
“Bill.” The next time Gates dialed up the computer and tried
to load his program, however, the system crashed.

Gates tried it again the next day. “New or old program?”
the computer asked via the teletype machine.

Gates punched out the answer on the teletype keyboard:
“Old program.”

The computer then asked, “Old program name?”

Gates punched out the answer: “Old program name is Bill.”

Bam! Just like that, the system crashed again. Gates at-
tempted to load up his program several times over the next few
days, and each time the C-Cubed computer would break down.

This was not good news for Computer Center Corporation,
which was trying to pay bills, attract new customers, and keep
old ones. Whenever the computer went down, other paying
customers were also knocked off the system. Worse, the com-
puter “lost” everything it had been working on—a case of elec-
tronic Alzheimer’s. When the machine came back up, its mem-
ory banks were blank.

Frustrated programmers at C-Cubed eventually figured out
what Gates was doing wrong. When the computer asked him
the name of his program, he was supposed to type only the word,
“Bill.”” The string of characters he was typing, “Old program
name is Bill,” was too long for the machine, an anomaly that
caused it to crash.

It was an exhilarating feeling for Gates, knowing he could
single-handedly bring down the huge computer by typing a
string of letters. He soon learned, however, just how easy it was
to crash the PDP-10.

28



THE EARLY YEARS

The software that Digital Equipment Corporation supplied
with its PDP-10 was “flaky’” at best. On good days, the C-Cubed
system might stay up four hours before crashing. On bad days,
when there were lots of paying customers on line, it was usually
down within half an hour. Clearly, something would have to be
done if the firm were going to stay in business.

“We knew we had this reliability problem,” recalled Steve
Russell, one of the programmers working for C-Cubed. “We
knew how to turn the crashes on and off to some extent . ..
simply by having lots of users and not having lots of users. What
we wanted to do was get a herd of friendly users that we could
turn on and off, so that we could turn them on to test the system
and turn them off when we wanted the system to be reliable,
because there were paying customers on the machines making
money for us.”

So the company hired a herd of friendly users, and they
became the unofficial “‘night shift.”” C-Cubed offered Gates and
the other Lakeside computer junkies an opportunity to try to
crash the system. In exchange, they would get all the free com-
puter time they wanted. They were simply to come down to C-
Cubed in the evening and on weekends, after the paying cus-
tomers were off the computer, log onto the system and have
fun. The only requirement was that they were to carefully doc-
ument each “bug’ they found that caused the system to crash.

Computer bugs were appropriately named. In August of
1945, while working on an experimental computer known as
the Mark 1 at Harvard University, a circuit malfunctioned, and
a research assistant went looking for the problem in the tangled
mess of vacuum tubes and wires. He found the problem, and
removed it with a pair of tweezers—it was a 2-inch long moth.

“From then on,” Grace Hopper, a member of the Mark 1
research team, told Time magazine in 1984, “when anything
went wrong with a computer, we said it had bugs in it.”” (The
famous moth is preserved at the U.S. Naval Surface Weapons
Center in Dahlgren, Virginia.)
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Finding bugs in the C-Cubed computer system proved to
be a fertile field of investigation for Gates and the other boys.
They were given what became known as the “Problem Report
Book,” a journal of their discoveries and investigations. Over
the next six months, the “bug” book grew to more than 300
pages. Most of the entries were made by just two boys—Bill
Gates and Paul Allen.

Computer Center Corporation was located in the city’s Uni-
versity District, in what had been an old Buick dealership. After
school, Gates would rush home to Laurelhurst for dinner, then
run to nearby Children’s Hospital to catch the No. 30 bus for
the short ride to C-Cubed.

It was often past midnight when the boys finished their
work. Gates would usually walk home. Sometimes, one of the
parents would come by and drive all the boys home.

“It was when we got free time at C-Cubed that we really
got into computers,” Gates said. “I mean, then I became hard
core. It was day and night.”

At this point, Gates was 13 years old, and finishing up the
eighth grade.

“We stayed up until all hours of the night. . .. It was a fun
time,” recalled Allen.

Gates and Allen not only looked for bugs but they also
looked for any information that might help them learn more
about computers, operating systems, and software. Allen would
hoist Gates on garbage cans so he could poke around for im-
portant tidbits of information left behind by the “day shift.”

“I'd get the notes out with the coffee grounds on them and
study the operating systems,” Gates said.

Kent Evans was often there late into the night with Gates
and Allen, as was Rick Weiland. After four or five hours working
in front of a computer, the boys would send out for pizza and
Coke. It was a hacker’s heaven.

Occasionally, a tall, quiet, bearded fellow by the name of
Gary Kildall dropped by in the evenings to use the computers
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and talk to some of the programmers. Kildall was finishing work
on his Ph.D. in computer science at the University of Washing-
ton. Ten years later, he would fumble one of the biggest business
opportunities of the personal computer revolution and in the
process help to make Bill Gates a very rich man.

The ground rules set down by C-Cubed for the night shift
were pretty straightforward. The boys could use the system as
much as they wanted, at no charge. They were encouraged to
try to crash the system, and when it went down, they were to
tell C-Cubed what they had input when it crashed. The deal
was they could find any bug once, but only once. C-Cubed would
then “de-bug” that part of the program.

“On occasion we had to give some verbal reprimands for
violating our rules, which was using the same bug more than
once before we fixed it,”” said Steve Russell. “Since we were
giving them time, they had considerable motivation to play the
game our way.”

Russell, in his early thirties, was there at night to ride herd
on the boys.

“Usually, when I stuck my nose in on them, I'd get asked
a question or five, and my natural inclination was to answer
questions at considerable length,” he said. “They got some use-
ful info from that.” )

Steve Russell was famous as a computer programmer, and
the kids eagerly plied him for information. Russell had gone to
college at Dartmouth but left in 1958 to work as a computer
programmer at the Massachusetts Institute of Technology,
where professor John McCarthy had set up an artifical intelli-
gence research center in order to get funding from the federal
government. It was McCarthy, an absent-minded professor and
master mathematician who came up with the term “artificial
intelligence,” or Al. He later went to Stanford’s Al research
center on the West Coast, and Russell followed.

In 1961, using a PDP-1, the first in Digital’s PDP series of
computers, Russell had hacked out the first computer video
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game called “Space Wars.” The PDP-1 had a CRT or cathode
ray tube screen. Russell worked for hours just to produce a dot
on the screen, which would be commanded to change directions
and accelerate by flipping toggle switches on the front of the
computer. Eventually, his game took shape—a battle in outer
space involving two rocket ships, each with 31 torpedoes. (Rus-
sell was another big science fiction fan.) Random dots on the
screen represented stars. A subsequent program turned the stars
into constellations. Other hackers improved on his game. A
player could jump into hyperspace with the flick of a switch.

“Space Wars” became the mother of all computer games.
Before long, a generation of new games followed.

At Stanford, Russell worked on multi-user computer sys-
tems, using DEC’s PDP-6. C-Cubed was created to take the next
version of that multi-user system, the PDP-10, and make a com-
mercial service out of it. Russell was recruited by the C-Cubed
company from Stanford’s Artificial Intelligence Research Center
in late 1968 because of his experience with multi-user computer
systems.

Russell sometimes gave Gates and Allen computer manuals,
with instructions to return them the next morning. Instead of
going home, the boys would remain at C-Cubed all night
reading.

Gates and Allen stood out from the other kids, Russell re-
called, because of their enthusiasm. “They also seemed to have
a lot more interest in breaking the system than the others.”
Gates earned a reputation at C-Cubed as an expert in the art of
breaking into other computer security systems. He was partic-
ularly good at finding a bug known as the “one liner.” This was
a pathological string of characters that could be typed on one
line, allowing Gates to take over the system or cause it to crash.
Legend has it that Gates was severely reprimanded at C-Cubed
for breaking into security systems. However, other than the one
time he altered his account from Lakeside, those stories are
apocryphal. The company encouraged Gates and the other boys
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to try to poke around in files they were not supposed to be able
to get into. After all, C-Cubed couldn’t fix a security leak unless
it knew about it. Digital had supplied an elaborate security sys-
tem with the PDP-10, for which the C-Cubed staff added a few
bells and whistles of their own. They wanted to know if someone
was able to get past the security system, and they were more
than happy to have Gates try to do this. He did so with the
knowledge and permission of C-Cubed.

“We wanted to know about these bugs so we could get rid
of them,” Russell said.

Another programmer at C-Cubed, Dick Gruen, said, “I
would not call it breaking in if I said, ‘See if you can find a way
around this.” I'd call it asking people to see whether the watch- -
man was doing his job. The distinction is they were not stealing
anything from us, and they were doing it not just with our ap-
proval but on our behalf. We wanted them to tell us about holes
that they found.”

Despite the work of Gates, Allen, and the other kids from
Lakeside, DEC continued to have problems with the multi-user
software it used. It would take another seven years before all
the bugs were gone. By then, C-Cubed was no longer in exist-
ence, and Bill Gates and Paul Allen were a lot more famous than
Steve Russell.

Computer Center Corporation first began struggling in late
1969; in March of 1970 the company went out of business.

Gates was finishing up the ninth grade when C-Cubed went
under. When it did, he made the first of what would be many
smart, profitable deals while at Lakeside. In the process, he
showed that when it came to business, he didn’t allow anything,
even friendship, to stand in the way.

Without discussing the matter with Allen and Weiland, their
partners in the Lakeside Programmers Group, Gates and Evans
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negotiated to buy the valuable DEC computer tapes from C-
Cubed at a cut-rate price. They hid the tapes in the Lakeside
teletype machine. When an angry Allen found out, he took the
tapes. Gates and Evans threatened legal action, despite the fact
that they were barely teenagers.

“There was definitely some tension there,” Allen said, “but
it got resolved.” Gates and Evans eventually sold the tapes and
made a nice profit.

Mary and Bill, Jr., were not pleased with such shenanigans.
They became increasingly concerned about their son. The Ma-
chine seemed to them to have an almost supernatural hold on
him. Although he was only in the ninth grade, he already seemed
obsessed with the computer, ignoring everything else, staying
out all night. Gates was turning into what MIT professor Joseph
Weizenbaum, in his book Computer Power and Human Reason,
described as a computer bum:

“Bright young men of disheveled appearance, often with
sunken glowing eyes, can be seen sitting at computer con-
soles, their arms tensed and waiting to fire their fingers, al-
ready poised to strike, at the buttons and keys on which their
attention seems to be riveted as a gambler’s on the rolling
dice. When not so transfixed, they often sit at tables strewn
with computer printouts over which they pore like possessed
students of a cabalistic text. They work until they nearly drop,
twenty, thirty hours at a time. Their food, if they arrange it,
is brought to them: coffee, Cokes, sandwiches. If possible,
they sleep on cots near the printouts. Their rumpled clothes,
their unwashed and unshaven faces, and their uncombed hair
all testify that they are oblivious to their bodies and to the
world in which they move. These are computer bums, com-
pulsive programmers. . ..”

Weizenbaum was describing young men at MIT in the late
sixties, at the artificial intelligence lab. The passage in his book
became infamous in computer circles. Hackers considered it
unfounded and vicious. They saw the computer as a revolu-
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tionary tool that could change the world. But Weizenbaum con-
sidered it dehumanizing. Young men addicted to The Machine
had no sense of limits, he said. They had tunnel vision, unable
to see the real world.

Mary and Bill, Jr., were beginnning to see this dehuman-
izing, addictive behavior in their son. Although they had never
pushed him in any direction before, they did so now. They or-
dered him to give up computers, at least for a while.

“It was a combination of things,” Gates explained, ““where
people thought, hey, maybe we are out of control, and people
thought we weren’t paying attention to anything else, and that
it was a kind of abnormal situation. So my parents said, “Why
don’t you give this stuff up.” So I did.”

It was no big deal, he said. “I just went off and did some
other stuff . . . science, math. There was an infinite amount to
read. There was at least nine months there when I did nothing
with computers.”

Read he did, with the same kind of commitment he had
made to computers. He consumed a number of biographies—
Franklin Roosevelt’s and Napoleon’s, among others—to under-
stand, he said, how the great figures of history thought. He read
business and science books, along with novels. His favorites
were Catcher in the Rye and A Separate Peace. He would later
recite long passages from those two books to girlfriends. Holden
Caulfield, the main character in Catcher in the Rye, became one
of his heroes.

And so Bill Gates, the biggest computer junkie in the Lake-
side computer room, swore off computers for nearly a year, from
the end of the ninth grade through the first half of the tenth.

I tried to be normal,” he said, ““the best I could.”

As a student at Lakeside School, Bill Gates was never just
one of the boys. His drive, intensity, attitude, and intelligence
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made him stand out from the crowd. In fact, nothing about Bill
Gates was normal. Gates used to be teased at Lakeside because
he was clearly so much brighter than the other students. Even
in an environment like Lakeside, where smart kids tended to
command respect, anyone as smart as Gates got teased by some
of the others. In a school carpool, Gates, who was younger and
smaller than the other boys, always sat in the back and was
usually left out of conversations. Occasionally, he would attempt
to win their approval by telling a joke. When he did, one older
boy who always sat in the front usually turned around, put his
hand in Gates’ face, spread his thumb and forefinger about an
inch apart, and with a smirk, told him, “Small man . .. small
joke.”

After a nine month hiatus, Gates resumed his love affair
with the computer. It didn’t take long for other students to
notice that the same kids always seemed to crowd the small
computer room at Lakeside. The floor was often littered with
folded, spindled, or mutilated punch cards, and punched out
pieces of teletype tape. The teletype was usually hammering
away. Gates and his friends often sat at a long table, drinking
from two-liter bottles of Coke, playing chess or the ancient
Chinese game of Go to while away the time until the computer
had finished the job it was running. With all the time he spent
in the computer room, Gates became a master of Go and could
beat anyone in the school.

“Gates mostly associated with the kids in the computer
room,” recalled one classmate, who today is a prominent Seattle
architect and community leader. “He was socially inept and
uncomfortable around others. The guy was totally obsessed with
his interest in computers. . . . You would see him playing tennis
occasionally, but not much else. Initially I was in awe of Gates
and the others in that room. I even idolized them to some extent.
But I found that they were such turkeys that I didn’t want to
be like them. They were part of the reason I got out of computer
work. . . . They had developed very narrowly socially and they
were arrogant, and I just didn’t want to be like that. . ..”
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By his junior year, Gates was something of a computer guru
to the younger Lakeside computer hacks. He would often hold
court in the computer room for hours, talking shop and telling
stories about industry hackers and “phone phreaks” like Captain
Crunch, who had gained national notoriety by building so-called
blue boxes, which allowed the user to make free long-distance
phone calls. One of these computer groupies who came to hear
Gates was Brad Augustine, four years his junior.

“He lived and breathed computers to the point he would
forget to clip his fingernails,” Augustine recalled. “His nails
would be a half an inch long. He was a slob in that sense, just
so much into whatever he was doing.”

The school annual of his graduating year at Lakeside con-
tains a picture of Gates lying on the table in the computer room,
phone to his ear, ski cap pulled low over his head. “Who is this
man?” the caption asks.

“Bill stood out,” said one former classmate, who is now a
successful businessperson. “Everyone knew who Bill Gates was.
I don’t think there was anyone in the school who didn’t. There
were nerd types that no one ever noticed, and there were nerd
types that everyone knew. Bill fit that latter category. He looked
like a little kid, for one thing. He looked much younger than
he was. He was also incredibly obnoxious. He was also consid-
ered the brightest kid in school. If you had asked anybody at
Lakeside, ‘Who is the real genius among geniuses?’ everyone
would have said ‘Bill Gates.” He was obnoxious, he was sure of
himself, he was aggressively, intimidatingly smart. When people
thought of Bill they thought, well, this guy is going to win a
Nobel Prize. But he didn’t have any social graces. He just wasn’t
a personable kind of person. He was one of those guys who
knew he was smarter than everyone else and knew he was right
all the time. . ..”

He had a hard-nosed, confrontational style even with his
teachers—a style he is noted for today. His intensity at times
simply boiled over into raw, unthrottled emotion, and occa-
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sionally childlike temper tantrums. Several former classmates
vividly remember a volatile exchange between Gates and phys-
ics teacher Gary Maestretti in the tenth grade. The two were
heatedly arguing with one another, jaw to jaw, in front of the
class on a raised stage that was used for class demonstrations.
Gates was yelling at the top of his lungs, waving his finger,
hammering away at Maestretti, telling him he was wrong about
a physics point . . . and Gates was winning the argument.

Maestretti, who now chairs the school’s science department,
has no recollection of the argument, but he certainly remembers
Gates, and his best friend Kent Evans.

“Written work from Bill didn’t come across with a lot of
polish,” Maestretti said. “Kent Evans would produce copious
explorations of things. Bill wasn’t one to produce a lot of
writing.” At one point Maestretti tried to encourage Gates to
use his hands as well as his intellect. As a project, Maestretti
asked him to assemble a Radio Shack electronics kit, in order
to force him to build something correctly and make it work.

“I can remember when he brought it to me, telling me,
‘Okay, now I've satisfied my project.” And of course solder was
dripping all over the back. . . .”” Needless to say, it didn’t work.
“He was clearly much more ethereal and intellectual than
practical. . ..”

The classroom, not the workshop, was Gates’ competitive
arena, the intellectual battleground where he would strive for
the best test score or compete to solve math and physics prob-
lems faster than anyone else. He was legendary in his classes
for correctly answering trick questions—he almost always saw
the hidden meaning or spotted the red herring thrown out by
the teacher.

“He was always one step ahead,” said Carl Edmark, his
childhood friend. “You couldn’t fool him.”

Gates was impatient with those not as quick as he was, teach-
ers included. His science teacher, William Dougal, once com-
" mented, “If a teacher was slow, Bill always seemed on the verge
of saying, ‘But that’s obvious.” ”
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His superior attitude rubbed some of his classmates the
wrong way. Colby Atwood, who was a year ahead of Gates, sat
in front of Gates in a law class taught by lawyer Gary Little.
Gates, at this point, was a junior. One day Gates laughed at a
student who was slow to answer a question put to him by Little.
When Atwood, who didn’t particularly care for Gates, heard
him snicker at his friend, he turned around, grabbed Gates by
his shirt, and told him off. Little had to jump in and break it
up.

“It was a response not to just that one incident but to an
attitude that Gates had had for some time in the class,” said
Atwood. Atwood saw Gates again on a plane 20 years later, when
Gates boarded at the last moment.

“He looked rumpled . . . tired . . . hair uncombed . . . just
the way he used to look in school.”

While some classmates remember Gates as socially awkward
and completely absorbed by the world of the Lakeside computer
room, to those who knew him best Gates was hardly the social
outcast he may have appeared to be from a distance. He had a
sense of humor and adventure. He was a risk taker, a guy who
liked to have fun and who was fun to be with. He had an immense
range of knowledge and interests and could talk at length on
any number of subjects.

“Anyone who remembers him as a nerdy person either
didn’t deal with him closely or is remembering wrong,” said
friend Paul Carlson, whose passion was politics, not computers.

When he was 16, Gates bought a new, red 1970 Mustang
that he and his friends would use to cut afternoon classes and
go joy riding,.

“He liked to drive fast,”” recalled Peter Randlett, one of his
friends who often went on the rides. “He was a typical, privi-
leged, adolescent kid who liked to goof off and take a break
from the competitiveness of Lakeside. We would often just rap
for hours.”

Other than Kent Evans, probably no one was closer to Gates
in high school than Carl Edmark, his friend since the fourth
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grade. Throughout high school, Gates and Edmark did practi-
cally everything together—saw new movies, cruised in the Mus-
tang, hung out at hamburger stands, and played endless games
of pinball. On weekends in the summer months, they went water
skiing on Hood Canal. They also learned to hang glide on Hood
Canal behind a speedboat with a 1,000-foot tow line attached
to a 16-foot kite.

“We did all the normal, nutty things that kids do as teen-
agers,” said Edmark. “Bill . . . was exceptionally normal. . . . We
would talk about CD technology. We were both interested in
technical things. . . . But we would never say, ‘I'm going to be
this’ or ‘I'm going to be that.” We really didn’t know what we
were going to do with our lives.”

In their sophomore year, Edmark had a summer job working
in a Seattle bank. One day, an elderly woman came in and de-
posited several thousand-dollar bills into her account. Edmark
had never seen a thousand-dollar bill before. That night, he told
Gates. “Well, let’s get one,” Gates said. The next day, he gave
Edmark a huge wad of twenty-dollar bills, and Edmark took the
money to one of the bank’s managers, who gave him a thousand-
dollar bill.

That night, Edmark and Gates went to Dick’s, a popular
hamburger hangout noted for serving the greasiest fries in town.
The two boys ordered cheeseburgers and fries. When the order
came, Gates nonchalantly opened his wallet and handed the
cashier the crisp thousand-dollar bill. She looked at the bill, then
looked up at Gates, repeating her eye motion several times.
Finally she went to get the manager.

“Got anything smaller?”’ the manager asked with a straight
face when he came out. Gates, looking five years younger than
his age, shook his head solemnly. “No, nothing else,” he said,
determined to play out the scene for all it was worth.

“Well, after lunch we might have been able to break this.
But not now,” replied the manager.
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Gates and Edmark burst into laughter. They finally paid for

their food with a couple of bucks and headed off in the Mustang
_into the night.

Although Gates may not have known what he was going to
do with his life during high school, he seemed confident that
whatever he did would make him a lot of money. He made just
such a prediction about his future on several occasions to other
students and teachers at Lakeside. In the 11th grade, Gates told
his friend Paul Carlson that he would be a millionaire by the
time he was 30 years old.

“That is something that might sound like arrogance,” said
Carlson. “Some might just say it to brag. Some might say it as
if they had the measure of themselves. Bill was in that second
category.”

When Gates got back into computers in late 1970, he began
exploring new ways to make money. While Gates was on his
nine month sabbatical, Paul Allen had been busy finding new
computers to play on at the University of Washington, where
his father worked at the campus library. Allen knew his way
around. He found a PDP-10 computer in the physics depart-
ment, and a PDP-11 in the university’s hosptial. He discovered
other computers in the engineering department. By the time
Gates was back in the fold, the Lakeside Programmers Group
had moved operations to the university, where the boys were
keeping hours all night.

“We hacked around on all of those machines,” Gates said.
“We hung around the university to find any computer we could
get free time on. Once C-Cubed went out of business, it was
just finding time on anything.”

There were rumors that Gates crashed Cybernet, a national
computer network run by Control Data Corporation, by hacking
his way into the system on a CDC computer at the university.
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Two books, Fire in the Valley and The Making of Microsoft, re-
ported that Gates received strong reprimands from CDC en-
gineers who discovered his tracks. But like the stories of his
hacking exploits at C-Cubed, this story appears more apocryphal
than factual. Control Data Corporation was one of the so-called
Seven Dwarfs that made mainframe computers in the 1960s in
the shadow of the Giant, IBM. The University of Washington
did indeed have a CDC computer that Gates had access to. But
it was not connected to Cybernet, so there would have been no
way for Gates to break the network, according to a systems
programmer who installed the CDC computer at the university
in 1968.

Said Gates of the story: ““We learned about peripheral pro-
cessors on the CDC at the university. But I was not involved in
crashing the Cybernet . . . although I know some people who
say they did.”

The Lakeside Programmers Group received an important
business opportunity in early 1971. Information Sciences Inc.,
a Portland, Oregon, timesharing computer company similar to
C-Cubed, contacted the group about writing a payroll program
for one of its clients. ISI had a PDP-10 computer and its pres-
ident, Tom McLain, was aware the Lakeside kids had a lot of
experience writing programs on the machine. Dick Wilkinson,
one of the partners who organized C-Cubed, had sold the PDP-
10 computer system to ISI while he was regional sales manager
for Digital Equipment Corporation. Allen and Richard Weiland
decided they didn’t need their younger colleagues and asked
Gates and Kent Evans to bow out of the ISI project.

Recalled Gates: ““Paul and Rick decided there wasn’t enough
work to go around so they told us ‘We don’t need you guys.’
But then they got sidetracked. They weren’t even writing the
payroll program. So they asked me to come back in and I said
to them, ‘Okay, you want me to come back in, then I'll be in
charge of this thing. . . . Kent and I ended up writing most of
the payroll program, a COBOL program. We got free computer
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time to do the work, and as compensation we got free computer
time. It ended up being a good deal for everybody.”

The payroll project was actually “pretty boring,” according
to Gates. “You had to understand state taxes, payroll deductions
... that kind of stuff.”

The business deal with ISI meant the Lakeside Programmers
Group would have to become a formal partnership. Gates’ dad
helped with the legal formalities and also assisted with the ISI
contract. He became the group’s principal legal adviser. Gates
and Evans were 15 years old. Evans kept a journal of the ISI
project, and it gives a rare insight into kids who, when it came
to business, were wise beyond their years. Wrote Evans in one
entry: ““We’ve been writing a very complicated payroll program.
March 16 is our deadline. This is very educational because we’ve
learned a lot by working in a business environment and dealing
with government agencies. During the past few weeks we’ve
been frantically trying to get it done. Tuesday we go to Portland
to deliver the program, and as they have put it, ‘Hammer out
an agreement on future work.” Everything so far has been done
for its educational benefits and for large amounts of expensive
computer time. Now we want to get some monetary benefits,
too.”

Gates, Allen, Evans, and Weiland boarded a bus to Portland
when the program was done for a meeting with ISI's executives.
After the meeting, Kent wrote, ““. .. we all were given pencil
and paper to write resumes to aid them in hiring us . . . money
had not been mentioned. Paul, Bill and I didn’t want to be paid
hourly rates, so we mentioned piece rates for programmed prod-
ucts or royalty arrangements. The royalty scheme went over
big. We get about ten percent of the money ISI gets because of
one of our programs—we get more in the long run and the
company doesn’t need to tie up any of its capital.”

It’s not clear how much, if anything, the group made in
royalties from their payroll project, but ISI gave them about
$10,000 worth of free computer time.
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“If anybody wants to know why Bill Gates is where he is
today, in my judgment it’s because of this early experience cut-
ting deals,” said Marvin Evans, Kent’s father.

Allen graduated from Lakeside in 1971 and enrolled that
fall at Washington State University, majoring in computer sci-
ence. But he and Gates were already working on another money-
making project involving their own company, which they called
Traf-O-Data.

The idea behind their enterprise was ingenious. Almost
every municipality used metal boxes linked to rubber hoses that
stretched across the roadway to count cars. These traffic boxes
contained a 16-channel paper tape (twice as wide as the 8-chan-
nel tape used in old teletype machines), and each time a car
passed over the rubber hose, the machine punched the tape
with the binary numbers zero and one. The numbers reflected
time and volume. Municipalities hired private companies to
translate this raw data into information city engineers could then
use, for example, to determine how long a traffic light needed
to be red or green for the best traffic flow.

But the companies providing these services were slow and
expensive. Gates and Allen figured they could program a com-
puter to analyze the traffic-counter tapes, then sell the infor-
mation to municipalities faster and cheaper than the competi-
tion. Gates recruited seventh and eighth graders at Lakeside to
transcribe the numbers from the traffic tapes onto computer
cards, which he then punched into the CDC computer at the
University of Washington. His software program turned the data
into easily readable traffic-flow charts.

Chris Larson, four years behind Gates, was one of a handful
of students hired at low wages to transcribe numbers from the
traffic tapes onto the computer punch cards. His cousin, Brad
Augustine, was also hired for the Traf-O-Data work. Several
other students helped out, as did a few mothers when the kids
were overwhelmed with homework.

Once Traf-O-Data was up and running, Allen decided he
and Gates should build their own computer to analyze the traffic
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tapes directly, thus eliminating the need for manual work. It
proved a difficult task. They hired a Boeing engineer to help
with the hardware design. Gates came up with $360, and he
and Allen purchased one of Intel’s new 8008 microprocessor
chips, one of the first of the chips sold through a distributor
anywhere in the country. They connected a 16-channel paper
tape reader to their “computer,” and fed traffic-counter tapes
directly into the machine.

It was not nearly as capable as the microcomputers that
would come later, but the Traf-O-Data machine worked—most
of the time. Mary Gates once recalled her son demonstrating
his traffic machine to a city official in her dining room. When
the computer crashed, and the official lost interest, Bill pleaded
with his mother, ‘“Tell him mom, tell him it really works!”

Gates and Allen reportedly grossed about $20,000 from
Traf-O-Data. But the enterprise was never a great success, and
it eventually folded after Gates went off to college.

During his junior year at Lakeside, while finding business
for Traf-O-Data, Gates came up with other money-making
schemes. He and Evans formed another computer group, called
Logic Simulation Company, and they sent out student flyers to
drum up business and a cheap labor force.

One of their letters to Lakeside students said: “LPG and
LSC are two computer-oriented computer organizations in-
volved in a number of attempts to make money. These include
class scheduling, working on traffic volume studies, producing
cookbooks. . . . We want to expand our work force, which now
has five Lakesiders. It’s not just for computer freaks. We think
we will need people who can type and do drafting and archi-
tectural drawings. If interested, see Kent Evans or Bill Gates or
Chris Larson.”

The letter mentioned “‘equal opportunity for males and fe-
males,” and included a form for interested students to note how
many hours they might be able to work, their availability for
summer employment, and their computer experience.
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In May 1972, near the end of their junior year, Gates and
Evans were approached by the Lakeside administration about
computerizing the school’s class schedule for its nearly 400 stu-
dents. The scheduling system had long been a time-consuming
mess. Lakeside wanted the new computer program ready for
the start of the 1972-73 school year in the fall. A former Boeing
engineer who had been hired as a math teacher at Lakeside had
been working on the project, but he was killed in a plane crash.
The job now fell to Gates and Evans.

Tragically, less than a week later, on May 28, Memorial Day
weekend, Kent Evans was killed in a mountain-climbing acci-
dent. A few months after Evans died, the school learned he was
among its 11 semifinalists in the National Merit Scholarship Test.
Gates, too, made the list (the next year he would be a finalist).
After Evans died, a shaken Gates asked Allen to help him with
the class scheduling project. They agreed to do it that summer
when Allen returned from Washington State University.

(In 1986, Gates and Allen gave Lakeside $2.2 million to
build a science and math center named after them, dedicating
the building’s auditorium to Evans.)

The first month or so of that summer, as a kind of farewell
tribute to Evans, who loved politics as much as computers, Gates
went to Washington, D.C., as a page in the U.S. House of Rep-
resentatives. His parents had gotten him the job through Brock
Adams, who was now a congressional representative. Gates
quickly showed his talent for making business deals. He bought
5,000 McGovern-Eagleton buttons for a nickel each—$250
worth. When George McGovern dropped Thomas Eagleton
from the presidential ticket, Gates sold the scarce buttons as
collector’s items for $25 each, making several thousand dollars
in profit.

When Congress adjourned for the summer recess, Gates
returned to Seattle to help Allen with the class-scheduling work.
They wrote their program using the free computer time they
had accrued from Information Sciences Inc. Lakeside paid them
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for that computer time as well, and they made a couple thousand
dollars in spending money. The scheduling program they de-
signed is still used at Lakeside, although it has been refined over
the years.

The schedule proved a big hit with students that fall, par-
ticularly to some members of the senior class who—thanks to
Gates and some creative scheduling—didn’t have any classes on
Tuesday afternoon. The group of seniors wore silk-screen T-
shirts, with “Tuesday Club’’ printed on the shirts over the out-
line of a keg of beer.

Girls had been admitted to Lakeside at the start of Gates’
junior year, when Lakeside merged with St. Nicholas, an all-
girls school. Gates signed up for a drama class during his senior
year that included some of the first female students to attend
Lakeside. As a result, Gates landed leading roles in two school
plays, The Night the Bed Fell, by James Thurber, and Black Com-
edy, by English playwright Peter Shaffer. The Thurber play re-
quired that Gates memorize a three-page monologue. Gates,
with a nearly photographic memory, merely glanced at the
pages for a few seconds and had the material memorized.

“I thought to myself,” recalled Anne Stephens, who di-
rected Gates in both plays, “how’s this gawky guy going to carry
this off? It’s a very dry piece. But he did a delightful job in the
play. He was absolutely charming.”

With the success of the class-scheduling project, Gates con-
tinued to look for money-making opportunities during his senior
year. He sent letters to area schools, offering to computerize
their schedule. He offered a system that he said was 95 percent
conflict-free.

“We use a unique scheduling service developed by Lake-
side,” his letter said. “We would like to provide scheduling for
your school as well. A good job at a reasonable cost—$2 to $2.50
per student. We would appreciate opportunities to discuss this
with you.”

Gates was able to land a job writing the first computer pro-
gram for class registration at what was known as the Experi-
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mental College at the University of Washington. The school was
staffed by UW students and provided alternative courses at af-
fordable fees. It was run not by the university but by the uni-
versity’s student government association.

Gates was hired for the programming job by the association.
One problem arose, however, and it did not have to do with the
program he wrote. His sister Kristi, a student at the University
of Washington at the time, was an officer on the student gov-
ernment association. When the campus paper learned her
brother had received the scheduling contract, it accused the
association of nepotism. In the end, Gates made very little
money from the project, about $500.

As he entered the second trimester of his senior year, Gates
was still looking for a way to use his computer experiences to
earn “‘real” money. He didn’t have to wait long.

One day Gates received a call from a man from TRW, the
giant defense contractor. Moments later, Gates was on the phone
to Washington State University in Pullman, trying to reach Paul
Allen with the news.

TRW, Gates hurriedly explained to Allen, wanted the two
of them to go down to Vancouver for a job interview as soon as
possible. ““Paul, it’s our chance to finally make some real money!
We gotta do it.”

Paul Allen didn’t need any coaxing. Although he was only
in his second year at Washington State University, Allen was
weary of college life, and restless. He wanted to get out in the
real world, apply what he knew about computers, and make
some money. Perhaps he and Bill might form their own software
company. They had talked about doing just that many times.

Up to now the payback from their business ventures had
been mostly in the form of free computer time, first at C-Cubed
and then at Information Sciences. But TRW offered a full-time
job with a salary.

The giant government defense contractor was in trouble.
TRW was in the midst of a project to computerize the Bonneville
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Power Administration’s power grid for the Northwest. Com-
puters would analyze the power needs of the region and control
the amount of electricity generated by hydroelectric dams on
the Columbia River. TRW had set up offices in Vancouver, across
the Columbia River from Portland. The power-monitoring sys-
tem would use several PDP-10 computers, and TRW was to
write the software. But the project soon fell behind schedule.
As usual, the PDP-10 software was infested with bugs. The con-
tract called for a real-time control system with 99.9 percent
reliability; if TRW couldn’t get the software problems fixed, and
soon, it would have to pay substantial contract penalties.

It was time to call in the exterminators.

An urgent request was made from TRW’s headquarters in
Cleveland for bug-hunting experts with PDP-10 software. Fol-
lowing a lead from Digital Equipment Corporation, a TRW tech-
nician discovered the Problem Report Book at the bankrupt
Computer Center Corporation in Seattle. The names of two bug
hunters appeared on nearly every page—Bill Gates and Paul
Allen. TRW contacted Gates by phone at his home, suggesting
he and Allen come down to Vancouver for an interview.

“Bill and I went down there dressed in the best suits we
could find,” Allen said.

Despite their youth, Gates and Allen were offered jobs, at
$165 a week.

“We were just thrilled,” Allen said. “Up to that point, we
had never been paid real money for doing anything on a com-
puter. ... To get paid for something we loved doing ... we
thought that was great.”

Instead of crashing the PDP-10 as they had done at C-
Cubed, they were hired to work on restoring the system when
it did crash.

Gates received permission from Lakeside to miss the second
trimester of his senior year so he could work full-time at TRW.
Allen dropped out of Washington State University, and the two
found an apartment in Vancouver, 160 miles from Seattle.
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It was at TRW that Gates began to develop as a serious
computer programmer. Computer programming is more of an
art than a science. The best programmers have a style as rec-
ognizable to other programmers as the brush stroke of a great
painter. Gates fancies himself a master programmer, although
today he hasn’t written code in years because he’s too busy
running his company.

There were several top-notch programmers on the TRW
project. One of the best was John Norton. He liked to write
endless memos commenting on a programmer’s code. It was the
first time Gates had seen anyone respond that way before, and
it left a lasting impression. To this day, Gates sends his own
electronic memos to his programmers at Microsoft, commenting
on their codes. Often they are critical and sarcastic. More than
one unlucky programmer at Microsoft has received E-mail at
2:00 a.m. that began, “This is the stupidest piece of code ever
written,”

Norton liked Gates and became something of a mentor,
helping the intense, inquisitive teenager hone his programming
skills. Whenever Gates made a mistake or did sloppy work, Nor-
ton would review his code and explain what he had done wrong
or how he could do it better and more efficiently.

There was, however, still the matter of finishing high school.
In the spring of 1973, having already been accepted at Harvard
for the fall, Gates returned to Seattle for his final trimester at
Lakeside. Although he had missed three months of school work,
he quickly caught up. In a calculus class, he made his only ap-
pearance to take the final exam, which he aced. He received a
“B” in the course, however, because the teacher felt that by
never showing up, Gates had not displayed the “‘right attitude.”

Gates’ self-confidence was at an all-time high. Bill Hucks,
also in the class of *73 at Lakeside, remembers a squash match
with Gates in the school gym shortly before they graduated in
June. After the match, which Gates won, Hucks asked him, “So
what’s your story? Where do you go from here?”
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Gates said he was heading off to Harvard in the fall. Then
he added, in a very matter-of-fact way: “I'm going to make my
first million by the time I'm 25.” It was not said as a boast, or
even a prediction. He talked about the future as if his success
was predestined, a given, as certain as the mathematical proof
that one plus one equals two.

“I remember it not surprising me,”” said Hucks, who later
went into journalism and now sells medical equipment in the
Seattle area. ““It was no big deal that this Gates guy was am-
bitious and was going to make money. Everyone at school knew
his background.”

Following graduation, Gates returned to Vancouver to con-
tinue working with Allen on the TRW project. But his summer
wasn’t completely a binary existence of zeros and ones, of late-
night pizza and Coke in front of a computer terminal. He used
part of his salary to buy a speed boat, and he and his friends
water-skied on nearby lakes in Oregon and Washington when
time allowed on weekends.

As the summer wore on and it was nearly time for Gates to
leave Vancouver to attend college, he and Allen began to talk
seriously about forming their own software company. For some
time now they had shared the same vision, that one day the
computer would be as commonplace in the home as a television
set, and that these computers would need software—their
software.

“We always had big dreams,” Allen said.
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B ill Gates would later tell a friend he went to Harvard Uni-
A versity to learn from people smarter than he was . . . and
left disappointed.

He had arrived in Cambridge in the fall of 1973 with no
real sense of what he wanted to do with his life. Although he
listed his academic major as prelaw, he had little interest in
becoming a lawyer like his father. Nor did his parents have any
expectations that he would. There was no pressure on him to
be this or that. They only insisted he go to college and mix with
other students. And what better environment for their son than
Harvard, America’s oldest institution of higher learning? There
was a mystique about the place. It conjured up images of suc-
cess, power, influence . .. greatness. Supreme Court justices
went to Harvard. So did presidents. Now their son had ascended
into this rarefied intellectual atmosphere. Any plans he had to
form a software company with Paul Allen would have to wait,
his parents insisted.

“I was always vague about what I was going to do, but my
parents wanted me to go to undergraduate school,” Gates said.
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“They didn’t want me to go start a company or just go do grad-
uate work. They didn’t have a specific plan in mind, but they
thought I should live with other undergraduates, take normal
undergraduate courses . . . which is exactly what I did.”

At Harvard, most first-year students live in dormitories in
and near what is known as the Yard, next to Harvard Square in
Cambridge. The Yard is the center of what was the original
college, founded in 1636, just 16 years after the Pilgrims landed
at Plymouth. At the end of their first year, students can apply
to live in twelve residential houses.

Gates was assigned to one of the dorms his freshman year
and roomed with two other students, Sam Znaimer and Jim Jen-
kins. They had been assigned the same room by chance. They
didn’t know each other. The three came from vastly different
backgrounds and cultures—just the kind of environment Gates’
parents were hoping for. Gates was a rich white kid from Seattle.
Znaimer was a poor Jewish kid from Canada whose parents had
immigrated to Montreal after the Holocaust. He was attending
Harvard on a scholarship, majoring in chemistry. Jenkins was a
middle-class black kid from Chattanooga, Tennessee, whose fa-
ther was in the service. .

“I found Bill fascinating,” recalled Znaimer, who today is
a venture capitalist in Vancouver, British Columbia. “I had not
run into too many people from fairly affluent, WASP back-
grounds. I didn’t know those kinds of people in Montreal. Bill
was someone who came from a comfortable family and had gone
to a private school. He would talk about how some governor of
the state of Washington used to hang out with his grandfather
.. . which was not the world I was used to. On the other hand,
Bill was very down-to-earth. There was not a lot of bullshit or
pompousness about him. We all lived more or less the same
lifestyle. We all ate together, worked together, and as a group
we were all interested in science, engineering and that kind of
stuff. We also all loved science fiction.”

When he enrolled at Harvard, Gates received permission
to take both graduate and undergraduate courses. That was not

54



“IT'S GOING TO HAPPEN"

unusual for gifted students. What was unusual was that he was
allowed to set aside those graduate-level courses in math, phys-
ics, and computer science and apply the credits toward a grad-
uate degree later. ““About two-thirds of my courses were toward
my undergraduate degree and about a third were set aside for
my graduate degree, although it all doesn’t matter now since I
didn’t complete either one,” said Gates.

That first year he took one of Harvard's most difficult math
courses, called “Math 55.” Almost everyone in the class had
scored a perfect 800 on the math portion of the Scholastic Ap-
titude Test. Gates did well in the course, but he was not the
best. Two other students finished ahead of him, including Andy
Braiterman, who lived in the same dorm as Gates. Braiterman
had entered Harvard as a sophomore. He and Gates became
good friends and later roomed together.

Gates took the typical undergraduate courses in economics,
history, literature, and psychology. His attitude toward class
work was much the same as it had been at Lakeside. He worked
hard and did well in those courses he cared about. He didn’t
work hard in courses that didn’t interest him. However, he still
did well because he was so smart. In Greek literature his fresh-
man year, Gates fell asleep during the final exam but still man-
aged to receive a “B” in the class. “He was really very proud
of that,” recalled Braiterman. “It was a story he liked to tell on
himself.”

That Gates would fall asleep in class was not surprising. He
was living on the edge. It was not unusual for him to go as long
as three days without sleep. “How he coped with lack of sleep
I never figured out,” said Znaimer. “I would kind of wimp out
after 18 to 24 hours, but his habit was to do 36 hours or more
at a stretch, collapse for ten hours, then go out, get a pizza, and
go back at it. And if that meant he was starting again at three
o’'clock in the morning, so be it.”

His sleeping habits were just as bizarre. Gates never slept
on sheets. He would collapse on his unmade bed, pull an electric
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blanket over his head and fall asleep instantly and soundly, re-
gardless of the hour or activity in his room. (Gates still falls
asleep instantaneously. When he flies, he often puts a blanket
over his head and sleeps for the entire flight.)

“He didn’t seem to pay much attention to things he didn’t
care about, whether it was clothes or sleep,” said Znaimer.

To his roommates and the small group of students he hung
out with, Gates was a very intense character. He would often
work himself into a frenzy of energy and start rocking back and
forth, head in his hands, during a conversation or while reading
or concentrating on a mental problem. Sometimes, he would
wave his arms madly about to make a point in conversations.

Much of this energy was directed toward computers, just
as it had been at Lakeside. Although Gates may not have decided
what he was going to do with his life when he entered Harvard,
to those who knew him there was little doubt about his real
passion. He worked for weeks during his first year there on a
BASIC program for a computer baseball game, which required
that he figure out highly complex algorithms that would rep-
resent figures on the computer screen hitting, throwing, and
catching a baseball. Even when he was sound asleep under his
electric blanket, Gates was dreaming about computers. Once,
about three o’clock in the morning, Gates began talking in his
sleep, repeating over and over again, ““One comma, one comma,
one comma, one comma . .."

He spent many nights that year in the Aiken Computer
Center at Harvard, which also had a PDP-10. Znaimer would
sometimes drop by the computer building and find Gates hack-
ing away at one of the machines. There were several games on
the computers, including Steve Russell’s ‘“Space Wars,” and
Gates and Znaimer would play computer games into the early
morning hours.

To unwind and relax, Gates, Znaimer, and Braiterman would
go to movies in Cambridge or play pinball in an upstairs lounge
in their dorm. The lounge also had an early version of the video
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game “‘Pong.” (This game had been designed by Nolan Bushnell,
and it made him rich and famous. He sold the game through his
startup company, Atari.)

As usual, when it came to games the competitive Gates
almost always won. He became an exceptional player at both
pinball and “Pong.”

“Other than playing pinball and going to a lot of movies,”
said Znaimer, “we were all doing our share of sex, drugs and
rock 'n’ roll . . . with the exception that the rest of us were more
overwhelmed by our hormones than Bill. I don’t remember him
chasing any women, and there were lots of opportunities.”

No one who knew Gates at Harvard can recall him ever
dating anyone while he was there. He did see one young woman
occasionally when he returned home on holiday breaks to Se-
attle, but they were not romantically involved. The woman was
Karen Gloyd, a freshman at Whitman College in Washington
State. Gloyd was a couple years younger than Gates, having
entered college early, atage 16. They met through their parents.
Her stepfather was on the state bar association’s board of gov-
ernors, as was Gates’” father. Gates did not make a very good
impression on Gloyd. He lacked the social graces a young lady
would have expected of a Harvard man. It was clear to Gloyd
that Gates had had little experience with women. The first thing
he wanted to know when they met was the score she made on
her college SAT.

“It didn’t strike me as being a great pickup line at the time,”
recalled Gloyd, now married. “‘It’s kind of amusing looking back
on it, but at the time I really wasn’t that amused. I thought
maybe I hadn’t heard him right. I thought it rather odd to say
the least.” Gates then proceeded to explain to Gloyd that he
had taken his Scholastic Aptitude Test twice so he could make
a perfect score of 1600. (Math and verbal scores each count a
maximum of 800 points.) Gates told her that when he first took
the test, he breezed through the math portion but made a silly
mistake and ended up with 790 points. The second time he took
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the test he got a perfect math score of 800. At that point in
the conversation,”” said Gloyd, “I assumed we had very little in
common.”

They did see each other a few more times. Once, when both
were home from college, they accompanied their fathers on a
bar association trip to Friday Harbor in the scenic San Juan
Islands. Gloyd and several other young people on the trip took
off in their parents’ cars and went into town at night to dance
and party. Gates, however, stayed behind and played poker with
the adults.

“Bill and I played tennis together a few times, but we really
didn’t have much in common socially,” said Gloyd. “I always
thought he was really nice, but I just thought he was sort of a
brain, and I was more into partying, sororities, and that kind of
thing. Bill was real shy. I didn’t get the impression at the time
that he had a lot of experience dating girls and going out and
doing social things. I may have thought of him then as being
nerdy, but I think he just didn’t want to spend a lot of time
doing things he wasn’t interested in.”

Although Gates may not have had much experience with
girls, he did have experiences of another kind that set him apart
from many of his peers at Harvard. He had already been out
there in the “‘real world.” He even had his own company, Traf-
O-Data.

“That was one of the more interesting things about Bill,”
said Znaimer. “Compared to the rest of us at Harvard, he was
much more broadly grounded. You could find other people who
were really good mathematicians or really good physicists. But
Bill had a lot more hands-on experience. He had gone and
worked in various environments, like TRW.”

Znaimer remembered Gates spending several nights in his
dorm room in early 1974 working on an IRS tax return for his
Traf-O-Data business. “I could not have told you which way was
up on a tax form. It was something my parents did,” Znaimer
said. “‘But Bill sure knew.”
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While Gates was finishing his first year at Harvard, Paul
Allen was back in Washington State trying to find new business
for Traf-O-Data. He had negotiated deals with municipalities in
several states, as well as Canada. But the enterprise was being
undercut by the federal government, which had decided to help
cities and counties analyze traffic statistics.

No one was going to pay Gates and Allen for this service
when the feds would do it for nothing. Their contracts in Canada
were not enough to keep the business going. At one point, they
even considered selling Traf-O-Data machines to a firm in Brazil,
but the deal fell through. With their company on the skids, Gates
and Allen began having long telephone discussions about what
they should do next. Allen decided he would join his friend after
Gates completed his first year. They would work together and
“brainstorm” about future projects. Much to his parents’ dis-
may, Gates was even thinking about dropping out of Harvard.
He and Allen were serious about starting their own computer
company, he told his parents. That summer of 1974, Gates in-
terviewed for a job at various places around Boston, including
Honeywell, one of the so-called Seven Dwarfs that made main-
frame computers in the shadow of Snow White—mighty IBM.
A manager at Honeywell who interviewed Gates telephoned
Allen in Seattle.

“I’'ve just seen this friend of yours, and he really impressed
me with his abilities,” the guy told Allen. “We’d like to offer
you a job, too. Come on out to Boston and we’ll finalize the
deal.”

Allen packed up his Chrysler New Yorker and headed east,
driving across the country in three days to join Gates. But when
Allen got to Boston, he was in for a surprise. He went to Ho-
neywell dressed in his best suit to talk with the manager who
had called him in Seattle. ‘““That was a great discussion we had
on the phone,” the man told a startled Allen, “but we really
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didn’t offer you a job.” It took some tense negotiating, but Allen
got the job. He and Gates worked together at Honeywell for
the rest of the summer.

Gates and Allen were convinced the computer industry was
about to reach critical mass, and when it exploded it would usher
in a technological revolution of astounding magnitude. They
were on the threshold of one of those moments when history
held its breath . . . and jumped, as it had done with the devel-
opment of the car and the airplane. Computer power was about
to come to the masses. Their vision of a computer in every home
was no longer a wild dream. “It’s going to happen,” Allen kept
telling his friend. And they could either lead the revolution or
be swept along by it. Allen was much more eager to start a
company than Gates, who was worried about the reaction from
his family if he dropped out of school.

“Paul kept saying, let’s start a company, let’s do it,”” Gates
recalled. “Paul saw that the technology was there. He kept say-
ing, ‘It’s gonna be too late. We’ll miss it.” ”

For a while, they considered building their own computer.
Allen was more interested in computer hardware than Gates,
whose interest was pure software—the ““soul”” of The Machine.
As a boy, Allen had read electronics magazines and built radio
and shortwave sets. He had worked with vacuum tubes, tran-
sistors, and finally with integrated circuits when he helped de-
sign the Traf-O-Data machine. But that experience also taught
him what it took to build a computer. He and Gates soon aban-
doned the idea. They decided to stick with what they knew
best—software. Building a computer was too hair-raising.

“We saw that hardware was a black art,” Allen said. ““That
was not our area of expertise. Our forte was software.”

By the fall of 1974, Gates had decided he would remain in
school. The time just wasn’t right to start their company. Allen
stayed on at Honeywell while Gates returned to Harvard to
begin his sophomore year.

Gates landed in Currier House, where he roomed with his
friend Andy Braiterman. These residential houses at Harvard,
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each with its own dining facility, are modeled after the resi-
dential colleges of Oxford and Cambridge universities. Gates’
former roommate, Znaimer, ended up at North House, about a
hundred yards from Currier House.

Clearly, Gates was confused about his academic future. He
would later say that he spent many hours sitting in his room
“being a philosophical depressed guy, trying to figure out what
I was doing with my life.” He started playing poker. Lots of
poker. This great American game of riverboat gamblers and U.S.
presidents became as all-consuming to Gates as computers. He
put the same intensity into his poker playing as he did anything
else that mattered. When he first started playing poker, Gates
was terrible. But he was very determined, and eventually be-
came a pretty good player. “Bill had a monomaniacal quality,”
said Braiterman, his roommate. “He would focus on something
and really stick with it. He had a determination to master what-
ever it was he was doing. Perhaps it’s silly to compare poker
and Microsoft, but in each case, Bill was sort of deciding where
he was going to put his energy and to hell with what anyone
else thought.”

This was serious poker the boys played, not a friendly
penny-ante family game. It was not unusual for players to win
or lose several hundred dollars a night. A $2,000 loss was not
unheard of. The game of choice was Seven Card Stud, high-low
split, meaning the player with the best poker hand splits the
pot with the player with the worst hand.

The games were played nightly in Currier House in a room
that was hardly ever used for anything else. It became known
as the “poker room.” Regulars at the table were some of the
best and brightest at Currier House, including Tom Wolf, Greg
Nelson, Scott Drill, and Brad Leithauser. Braiterman also
played, although not nearly as much as his roommate. Other
than Gates, none of the poker crowd went on to become bil-
lionaires, but they didn’t do badly, either. Wolf, known as the
“Captain” of the games, is a mathematics professor at the Cal-
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ifornia Institute of Technology in Pasadena. Nelson is with Dig-
ital Equipment Corporation’s research center in Palo Alto. Drill
is president of Varitronics Systems, an office machine firm in
Minneapolis. Leithauser is a poet, author, and frequent con-
tributor to The New Yorker. He teaches at Mt. Holyoke College.
Braiterman is a top Wall Street tax attorney.

By most accounts, Gates became a good enough player to
hold his own with this crowd. “He was a fine player—when he
could pry himself away from his beloved PDP-10 computer,”
recalled Nelson.

“I was good,” said Gates. “But what happened was that
when we first started out, all these guys from the business school
and the medical school would come in, and they weren’t very
good. So we would raise the stakes, and people would lose their
money and they would leave. Toward the end of the poker games
at Harvard, it was guys who all we did full-time was play poker
By the very end, I was just able to hold my own.’

There were a few games that went on for 24 hours. Trying
to break his addiction, Gates once gave Allen custody of his
checkbook. Then he asked for it back.

Drill said he often got the best of Gates in big pots when
they went mano-a-mano. Gates, he said, had a tendency to play
out his hand to the costly end whenever he believed he had
correctly “‘read” other players at the table. Because of this ten-
dency, Drill would sometimes razz Gates. He came up with a
nickname for Gates from a popular dog food commercial of the
day. “Here comes the Gravy Train,” Drill would say, as Gates
relentlessly threw more and more chips into the pot, refusing
to fold his hand.

“My perception of Bill’s lifestyle, and it was a lot of people’s
perception, was that he spent his time either playing poker or
in the computer room,” recalled Drill.

One student at Currier House who heard all about Gates’
poker exploits was Steve Ballmer, who lived just down the hall.
After a long night of gambling, Gates would sometimes drop by
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Ballmer’s room to recount his adventures at the poker table.
Ballmer was usually awake. He was able to go without sleep as
long as Gates could. They had the same intensity level, the same _.
unlimited energy source. They were on the same wavelength.
In Gatesspeak, it’s known as ‘‘high bandwidth communication,”
or the amount of information one can absorb. The two would
often engage in heated debates, exchanging information at a
high band rate like two computers connected by modem. A short
while into most conversations, Gates and Ballmer would start
rocking in sync, talking at the same time but hearing every word
the other said.

Several years later, Gates would ask Ballmer to join him at
the controls of the Microsoft joyride. He would become the
second most influential person in the company, next to Chair-
man Bill.

Ballmer was much more social than Gates. He seemed to
know everyone at Harvard. He convinced Gates to join the
Men’s Club at Currier House. As an initiation rite, Gates was
blindfolded, dressed in a tuxedo, and brought to the dining room
table, where he was ordered to talk about computers.

Just as Gates wanted to be accepted as one of the boys back
at Lakeside in Seattle, he also wanted to fit in at Harvard . ..
to belong to a fraternity and be part of “‘the group.” But it wasn’t
in his nature. Despite his association with the outgoing Ballmer,
Gates was very much a loner with only a small group of friends.
His shyness often came across as aloofness.

“Bill and Steve were polar opposites,” said Braiterman.
“Bill was really not a social kind of guy. He was not the sort of
person who hung out with a lot of people. I don’t mean he wasn’t
social in the sense of being unfriendly or anything. He just
wasn’t very outgoing. Steve was.”

Ballmer did not have the passion for computers or the tech-
nical background that Gates had, but he did share his interest
in mathematics. Ballmer was working on a degree in applied
mathematics. At one time in high school, Gates had thought
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about becoming a mathematician. It was one of many career
possibilities. Now, at Harvard, he was having second thoughts
as he sized up his competition. Still, he continued to take grad-
uate-level math courses his sophomore year.

*“He would sit in class without even a pad of paper, resting
his head on his hands,” recalled Henry Leitner, who took a
graduate math course with Gates on the theory of computations.
“He would look very bored, then a half hour into a proof on
the blackboard, Bill would raise his hand and blurt out, ‘You
made a mistake, I'll show you.” Then he would trace the mistake
back. He would stump the teacher. He seemed to take great
joy in that.” Leitner, now a senior lecturer in computer science
at Harvard, was a graduate student at the time. He and Gates
sat next to each other in class, and were supposed to collaborate
on homework problems. But Leitner couldn’t get the younger
Gates to work on problems he didn’t think worthy of his time.
Gates only liked the challenge of the most difficult problems.
“I used to wonder what I was doing trying to work with this
guy,” said Leitner. “He would only do about 20 percent of the
work. But it was worth it. A couple minutes on the phone with
him and he would straighten me out on a complex math problem.
He was a real character.”

At Lakeside, Gates had been the best student in the school
at math. Even at Harvard, he was one of the top math students.
But he was not the best. He had met several students better
than he was at math, including Fred Commoner, the son of
scientist-author Barry Commoner. Gates eventually gave up any
thoughts of becoming a mathematician. If he couldn’t be the
best in his field, why risk failure?

“I met several people in the math department who were
quite a bit better than I was at math,” said Gates. “It changed
my view about going into math. You can persevere in the field
of math and make incredible breakthroughs, but it probably
discouraged me. It made the odds much longer that I could do
some world-class thing. I had to really think about it: Hey, I'm
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going to sit in a room, staring at a wall for five years, and even
if I come up with something, who knows. So it made me think
about whether math was something I wanted to do or not. But
there were so many choices. My mind was pretty much open.
I thought law would be fun. . .. I thought physiological psy-
chology—the study of the brain—would be fun. . .. I thought
working in artificial intelligence would be fun. ... I thought
theoretical computer science would be fun. . . . I really had not
zeroed in on something. .. .”

It’s not well known outside a few of his professors, but Gates
did make one small but noteworthy contribution in the field of
mathematics while at Harvard. He helped advance the solution
to a mathematical puzzle that had been around for some time.
No one had come up with a definitive solution.

This was the puzzle, as it had appeared in several mathe-
matical journals: “The chef in our place is sloppy, and when he
prepares a stack of pancakes they come out all different sizes.
Therefore, when I deliver them to a customer, on the way to
the table I rearrange them (so that the smallest winds up on top,
and so on, down to the largest at the bottom) by grabbing several
from the top and flipping them over, repeating this (varying the
number I flip) as many times as necessary. If there are “n”
pancakes, what is the maximum number of flips (as a function
of “n”) that I will ever have to use to rearrange them?”

Gates was assisted in his work on the puzzle by then Harvard
professor Christos Papadimitriou, who taught computer science.
Gates considered the math puzzle very similar to the kind of
challenges he faced when working on a complicated computer
program in which he had to design algorithms to solve a specific
problem.

“This was a simple problem that had proved very stub-
born,” said Papadimitriou. “Bill claimed to have a way of doing
it better than anyone else, and I was patient enough to suffer
through his long and ingenious explanation.” Later, Papadimi-
triou decided to write up Bill’s solution, and it was published
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in 1979 in the journal Discrete Mathematics. The breakthrough
Gates made on the puzzle has remained on the cutting edge of
the field for the past 15 or so years, according to Papadimitriou,
who is now at the University of California in San Diego. The
professor occasionally gives the puzzle to some of his students
and tells them if they solve it, he will quit his job and work for
them. ‘I should have done this with Bill,”’ he said.

Gates may not have been the best math student at Harvard,
but he had no peers in computer science. His professors were
impressed not only by his smarts, but his enormous energy.
“There’s one in a handful who come through in computer science
that you know from the day they show up on the doorstep they
will be very, very good,” said professor Tom Cheatham, director
of the Center for Research and Computing Technology at Har-
vard. “No doubt, he was going to go places.”

Although Gates took several computer science classes from
Cheatham, they did not like each other. “Gates had a bad per-
sonality and a great intellect,” recalled Cheatham. “In a place
like Harvard, where there are a lot of bright kids, when you are
better than your peers, some tend to be nice and others ob-
noxious. He was the latter.”

When Gates wasn’t playing poker at night, he was usually
working in the Aiken Computer Center. That was when the
machines were least used. Sometimes, an exhausted Gates would
fall asleep on computer work tables instead of returning to his
room at Currier House. “There were many mornings when I
would find him dead asleep on the tables,” recalled Leitner, the
graduate math student who was also interested in computers.
“I remember thinking he was not going to amount to anything.
He seemed like a hacker, a nerd. I knew he was bright, but with
those glasses, his dandruff, sleeping on tables, you sort of formed
that impression. I obviously didn’t see the future as clearly as
he did.”

But Paul Allen saw the future. He may have seen it even
more clearly than Gates.
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On a cold winter day in December 1974, Allen was walking
across Harvard Square in Cambridge on his way to visit Gates,
when he stopped at a kiosk and spotted the upcoming January
issue of Popular Electronics, a magazine he had read regularly
since childhood. This issue, however, sent his heart pounding.
On the cover was a picture of the Altair 8080, a rectangular
metal machine with toggle switches and lights on the front.
“World’s First Microcomputer Kit to Rival Commercial
Models,” screamed the magazine cover headline.

“I bought a copy, read it, and raced back to Bill’s dorm to
talk to him,” said Allen, who was still working at Honeywell in
nearby Boston. “I told Bill, “‘Well here’s our opportunity to do
something with BASIC.” ”

He convinced his younger friend to stop playing poker long
enough to finally do something with this new technology. Allen,
astudent of Shakespeare, was reminded of what the Bard himself
wrote, in Julius Caesar: “There is a tide in the affairs of men,
which, taken at the flood, leads on to fortune. Omitted, all the
voyage of their life is bound in shallows and in miseries. On
such a full sea are we now afloat, and we must take the current
when it serves, or lose our ventures.” .

Gates knew Allen was right. It was time. The personal com-
puter miracle was going to happen.

It was named after a star and had only enough memory to
hold about a paragraph’s worth of information. But the Altair,
the people’s entry into the dazzling new world of computers,
represented nearly 150 years of technological evolution and
thought.

Although what we know as the modern computer had ar-
rived some 30 years before the Altair, in the 1940s during World
War 11, the concept of such a machine came from the mind of
an eccentric 19th century mathematical genius named Charles
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Babbage, who developed the first reliable life-expectancy tables.
In 1834, having already invented the speedometer and the cow-
catcher for locomotives, Babbage put all his creative energies
into the design of a steam-powered machine he called the ““An-
alytical Engine.” Frustrated by inaccuracies he found in the
mathematical tables of the day, Babbage wanted to build a ma-
chine to solve mathematical equations. On paper, his Analytical
Engine consisted of thousands of gears and cogs turned by steam,
and a logic center that Babbage called “the mill.” His design
called for a machine the size of a football field. Such an under-
taking also called for huge sums of money, and when the gov-
ernment stopped backing the project, Babbage was helped fi-
nancially by Augusta Ada, the Countess of Lovelace and
daughter of the poet Lord Byron. The beautiful and scientific-
minded countess was a fine mathematician herself and is now
considered the first computer programmer. The countess
planned to use punch cards to instruct the Analytical Engine
what to do. She got the idea from the cards used on Jacquard
looms to determine the design on cloth. “The Analytical Engine
weaves algebraic patterns just as the Jacquard loom weaves flow-
ers and leaves,” she wrote.

Although Babbage devoted almost 40 years of his life to the
project, his Analytical Engine was never completed. The tech-
nology just wasn’t there to make it possible.

By the end of the century, however, punch cards were used
in a test to help tabulate information from the 1890 Census.
The electric tabulating machine used in this experiment was
designed by a young engineer named Herman Hollerith. Soon,
punch cards were widely used in all kinds of office machines,
and Hollerith’s company was absorbed by a New York firm that
would later become the biggest name in computers—Interna-
tional Business Machines.

In the 1930s, IBM agreed to finance the dev:'lopment of a
large computing machine. It gave Howard Aiken, a Harvard
professor for whom the university’s computer center was later
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named, $500,000 to develop the Mark 1. When it was finally
completed in 1944, the Mark 1 could multiply two 23-digit
numbers in about five seconds. But it was an electromechanical
machine, which meant that thousands of noisy relays served as
switching units, opening and closing as the machine performed
its dim-witted calculations.

The vacuum tube soon replaced electromechanical relay
switches and gave birth to ENIAC, the first electronic digital
computer in the United States. It was unveiled in 1946 at the
University of Pennsylvania. Built to calculate artillery firing ta-
bles for the military, ENIAC (for Electronic Numerical Integra-
tor and Calculator) weighed 30 tons and contained 18,000 vac-
uum tubes, 70,000 resistors, and 10,000 capacitors. It took up
more space than the average two-car garage. The ENIAC cost
about a half-million dollars to develop and could handle about
5,000 additions and subtractions per second. Today, any inex-
pensive home computer can outperform the ENIAC. The ma-
chine was not very reliable. Its tubes failed on the average of
once every seven minutes. Still, it was used during final stages
of completion to do mathematical calculations for the physicists
at Los Alamos who were building the first atomic bomb.

The big breakthrough in computing technology came two
days before Christmas in 1947, when three scientists working
at Bell Labs tested a crystal device known as the transistor, short
for ““transfer resistance.” (They would win the Nobel Prize for
the invention.) These tiny crystals, or semiconductors as they
became known, acted like switches, controlling the flow of elec-
tricity in circuits. Semiconductors replaced the vacuum tube.
They were much smaller and more reliable. They didn’t give
off as much heat as tubes did, so they could be packaged close
together. They had no moving parts, so they were less likely to
fail. And perhaps most important of all, semiconductors were
cheap to make. The first ones were made out of crystals of ger-
manium. Later, silicon became more popular.

William Shockley, one of the inventors of the transistor, left
Bell Labs to return home to Palo Alto in the Santa Clara Valley
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of California to form his own company in the heart of what would
become known as the Silicon Valley. Other companies soon
hired away the Bell Lab’s star scientists and began turning out
semiconductors, including Texas Instruments.

Another technological leap came in the late 1950s, when
networks of transistors were etched on a single piece of silicon
with thin metallic connectors. These integrated circuits, or
chips, became the foundation of all modern electronics.

Computers, meanwhile, got smaller, faster, and more pow-
erful. IBM dominated the playing field in the 1950s. Business
writers referred to the other makers of large, mainframe com-
puters as the Seven Dwarfs—RCA, General Electric, Honeywell,
Burroughs, NCR, Sperry Univac, and Control Data Corporation.
The so-called giant brain computers made by these corporations
were big and expensive. They could easily fill several rooms and
cost hundreds of thousands of dollars. A priesthood of techni-
cians was needed to watch over them. The machine had to be
pampered with air conditioning. Access was usually through
intermediaries. Scientists and engineers wanted a computer they
could operate themselves, one that would be smaller, cheaper,
and easier to maintain. The development of the semiconductor
made possible just such a machine—the minicomputer. When
IBM decided not to enter this new market, it left a fertile field
of opportunity to be plowed by new computer companies such
as Digital Equipment Corporation, which quickly became the
leader. DEC established the minicomputer market in 1965
when it introduced its PDP-8 (shorthand for Program Data Pro-
cessor). It cost $18,500. The price included a teletype. Digital
called its machine a “small computer.” The press, looking for
a sexier name, tagged it the “minicomputer,” after the fashion-
able miniskirt. “We fought the name for years and finally threw
up our hands,” recalled one engineer at Digital. The minicom-
puter was a highly interactive machine. Instead of feeding punch
cards into the machine, the user communicated with the com-
puter via keyboard—a novel idea at the time.
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When engineers working at a Santa Clara company known
as Intel developed the microprocessor in 1971, the next evo-
lutionary step for the incredible shrinking computer was inev-
itable. The microchip allowed the entire central processing unit
of a computer to be encoded onto a silicon chip no larger than
a thumbnail. But this next step would not be taken by large
corporations like DEC or IBM with money and expertise. In-
stead, it would be taken by entrepreneurs and hobbyists with
vision and dreams ... dreams of one day owning their own
computer. A personal computer. A pretty radical idea.

One of these hobbyists was a hulking bear of a man by the
name of Ed Roberts. He stood about six feet four and weighed
nearly 300 pounds. Roberts had enormous energy and an in-
satiable appetite for food and information. If he became inter-
ested in a subject, be it photography or beekeeping, Roberts
would read everything he could find in the library on the topic.

Roberts was something of a gadget nut. He loved tinkering
with electronic hardware. He had joined the Air Force to learn
more about electronics and ended up stationed at Kirtland Field
outside Albuquerque. There, he formed a company called Model
Instrumentation and Telemetry Systems. (Later, the word
“Model” would be changed to “Micro.”) At first, Roberts op-
erated MITS out of his garage, selling mail-order model rocket
equipment. He also sold radio transmitters for model planes.
After Roberts left the service, he started selling electronic
equipment. In 1969, he moved MITS out of the garage and into
a former Albuquerque restaurant called ‘“The Enchanted Sand-
wich Shop.” Roberts sunk all of his company’s capital into the
commercial calculator market. MITS was the first company in
the United States to build calculator kits. Business was good.
MITS quickly expanded to more than 100 employees. Then the
bottom fell out. In the early 1970s, Texas Instruments entered
the calculator market. Other semiconductor companies did the
same, Pricing wars followed. MITS could no longer compete.

By 1974, MITS was more than a quarter of a million dollars
in the red. Desperate to save his failing company, Roberts de-
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cided to take advantage of the new microprocessors and build
computer hobby kits. Roberts knew that Intel’s 8008 chip was

_too slow. He was banking on the next generation of chip, known
as the 8080. It came out in early 1974. The 8080 was an exciting
successor. It was much faster and had much more brainpower
than the 8008. The new chip could certainly support a small
computer. Or so Roberts believed.

He decided he would sell his machine for $397. This was
a mind-boggling figure, and Roberts knew it. After all, Intel’s
8080 chip alone was selling for $350. But Roberts had been
able to browbeat Intel into selling him the chips in volume, at
$75 apiece.

Although the machine had a price, it still lacked a name.
David Bunnell, MITS technical writer, suggested the Orwellian-
sounding “Little Brother.” Roberts didn’t much care for the
name. With the name still up in the air, Roberts and his small
team of engineers went to work building a prototype machine.
He was soon contacted by Les Solomon, technical editor of Pop-
ular Electronics. Solomon was looking for a good computer story
to put on the cover of his magazine. He knew Roberts and had
heard about his plan for a home computer kit. Solomon flew to
Albuquerque to talk with Roberts. Could Roberts have the pro-
totype ready by the end of the year? Roberts assured Solomon

- he could.

After he returned to New York, Solomon scratched his bald
head for days trying to come up with a name for the computer.
One night, he asked his 12-year-old daughter, who was watching
“Star Trek” on television. Why not call it “Altair,” she said.
That’s where the Starship Enterprise was heading.

Roberts, a sci-fi fan, liked the name, too. Altair was also the
name of the planet visited by the spaceship in the classic science
fiction movie, Forbidden Planet.

Although Solomon’s daughter came up with the computer’s
name, it was Roberts who coined the term “personal computer”
as part of an ad campaign for Altair. “I was trying to convey a

n



“IT'S GOING TO HAPPEN"

small machine you could afford to buy that didn’t sound like a
toy,” he said.

Before Popular Electronics could publish the articles on the
Altair, Solomon needed to see the prototype to test it and make
sure it worked as advertised. Roberts shipped his only working
model to New York City by rail. It never arrived. The world’s
first home computer—lost in transit! Solomon was in a panic. It
was too late to change the planned January 1975 cover. And
there was not enough time to build another computer. MITS
engineers hurriedly put together a metal shell with the proper,
eye-catching switches and lights on the front and shipped the
empty machine to New York. And that’s what appeared on the
magazine’s cover. The magazine’s nearly half-million hobbyist-
subscribers never knew—although they would soon learn that
things didn’t always work right at MITS.

The article on the Altair explained that the computer had
only 256 bytes of memory, although it had 18 slots for additional
memory boards that could increase its capacity to about 4K, or
4,096 bytes. There was no screen or keyboard. Since no one
had developed a high-level language for the 8080 microchip,
the Altair could only be programmed in complex 8080 machine
language. This was painstakingly accomplished by flipping the
switches on the front panel. One flip of a switch equaled one
bit of information. (A series of 8 bits equals a byte, or one char-
acter of ordinary language.) The Altair “talked” back by flashing
red lights on the front panel.

There were about a dozen high-level software languages
available for mainframe and minicomputers when the Altair
came along. These languages were each designed for different
kinds of applications. The first widely accepted language was
FORTRAN, or formula transition. Developed by an IBM team
in 1956, FORTRAN was widely used in scientific circles and
involved complex programming. Another language was COBOL,
or common business-oriented language. It was mostly used for
programming on mainframes. It, too, was difficult to master. But
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BASIC was easy to learn. It was even taught in some elementary
schools. As John Kemeny, one of the two Dartmouth professors
who developed BASIC, wrote: “Profiting from years of expe-
rience with FORTRAN, we designed a new language that was
particularly easy for the layman to learn.” BASIC, he went on
to explain, “facilitated communication between man and
machine.”

Roberts had decided in the summer of 1974 that BASIC
would be the language for the Altair, the people’s computer.
But Intel had never expected its 8080 chip to be used as a
microcomputer. Some engineers had told Roberts they didn’t
believe it was possible to develop a working BASIC for the chip.

At Harvard, two young men went to work to prove these
experts wrong.

Wired from excitement and lack of sleep, Gates and Allen
made the long-distance call to MITS in Albuquerque from Gates’
room in Currier House. It had been only a few days since he
and Allen had read the Popular Electronics article on the Altair.
They had done little but talk since.

A man with a deep, gruff-sounding voice came on the phone
at the other end. ““Hello, is this Ed Roberts?”’ Gates asked in
his high-pitched, boyish voice. Told it was, Gates proceeded to
explain, with youthful bravado, that he and his friend had de-
veloped a BASIC that could be adapted for the Altair computer.

In fact, they didn’t have a program at all, and Roberts sus-
pected as much. He had heard such boasts already. “We had at
least 50 people approach us saying they had a BASIC,” recalled
Roberts. “We just told everyone, including those guys, whoever
showed up first with a working BASIC had the deal.”

Gates and Allen followed up the phone call with a letter to
Roberts, reiterating that they did indeed have a BASIC that
worked with the 8080 Intel chip. They proposed an arrange-
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ment whereby they would license MITS to sell their software
with the Altair to hobbyists, and in return they would be paid
royalties. They sent the letter on Traf-O-Data letterhead. When
Roberts received the letter and called the number on the let-
terhead, he found he had reached a private school in Seattle.
No one at Lakeside knew anything about a BASIC for the Altair.
What was an Altair, someone wanted to know. This was curious
indeed, Roberts thought. Who are these guys? High school
pranksters?

Back at Harvard, Gates and Allen had hunkered down in
the Aiken Computer Center. Like a couple of school boys caught
in a lie, they were furiously trying to cover their tracks. They
had told Roberts they had a BASIC, and now they had to produce
one—Dbefore all those other competitors who undoubtedly were
also trying to make good on their exaggerated claims.

For the next eight weeks, the two would work day and night
in the computer room, trying to do what some experts at Intel
said couldn’t be done—develop a high-level computer language
for the 8080 chip. Gates not only stopped going to all his classes,
he even gave up his beloved poker games. His poker pals knew
something was going on. “As soon as Bill started missing the
games, it was obvious he was up to something, but none of us
knew what it was,” said Greg Nelson, one of the poker regulars.

Gates and Allen didn’t have an Altair, which made their task
especially difficult. Roberts had the only up-and-running Altair
in existence. And he was in New Mexico. The Popular Electronics
article contained the computer’s schematics, which would help.
But what they really needed was detailed information about the
8080 chip. So they went to an electronics shop in Cambridge
and bought a manual on the 8080 written by Adam Osborne,
an Intel engineer whose job was to write technical manuals for
the company’s new microcomputer chips. Osborne, a stately,
Bangkok-born Englishman, would soon become a very famous
player in this new revolution. He would make a fortune pub-
lishing the first microcomputer books before building his own
version of the Altair.
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While Gates concentrated his efforts on writing code for
the BASIC, Allen did the more technical work with the PDP-
10 in the Aiken Computer Center.

They would have to create their BASIC with some brilliant
innovation. Since they didn’t have an Altair, Allen had to make
the PDP-10 mimic the 8080 chip. It required all his technical
knowledge and skills. But he eagerly accepted this new chal-
lenge. All those days in the computer room at Lakeside . . . those
all-nighters at C-Cubed . . . hacking away on computers at the
University of Washington . . . building the Traf-O-Data machine
.. . learning about the 8008 chip . . . all his previous experience
with computers had prepared Allen for what he and Gates now
faced. “We were in the right place at the right time,” Allen
would say later. “Because of our previous experience, Bill and
I had the tools to be able to take advantage of this new situation.”

Gates faced different challenges than his friend. He had to
write slick, tight code and make it fit into the maximum 4K
memory of the Altair. It was like trying to squeeze his size 13
feet into size eight shoes. Actually, it was a tighter fit than that.
Their BASIC not only had to fit in the limited memory space,
but room had to be left over to run programs. What was the
use of having a BASIC if there were no memory left in the
computer to do anything?

“It wasn’t a question of whether I could write the program,”
Gates said, “but rather a question of whether I could squeeze
it into 4K and make it super fast.”

He did. Gates said later that of all the code he ever wrote,
he was most proud of the BASIC program developed in those
eight weeks at Harvard. “It was the coolest program I ever
wrote,” Gates said.

No one had ever written a BASIC for a microcomputer. In
that sense, Gates and Allen were blazing the trail for future
software developers and establishing the industry standard. They
would decide, rather than the marketplace, the minimum fea-
tures their BASIC needed. The two worked at a frantic pace in
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the computer lab, often for days at a stretch with only an hour
or two of sleep. When he was so exhausted he could no longer
program, Gates would lay down behind the PDP-10 for short
catnaps. Occasionally, he would nod off at the computer key-
board, then wake up with a start and immediately start typing
again,

He and Allen took about as much time to eat as they did to
sleep. One day, during a quick meal break in the dining hall at
Currier House, they were talking about the math package that
would be needed as part of the BASIC. This was a subprogram
known as “floating point routines,” which manipulate the num-
bers in a computer. The routines implement basic operations
like addition, subtraction, multiplication, and division. Both
Gates and Allen knew how to write this subprogram, but neither
wanted to spend the time doing so.

Sitting at their table and overhearing the conversation about
floating point routines was another student, Monte Davidoff.
The talk had caught his ear because he had done this kind of
programming before. Davidoff spoke up.

“I know how to do that,” he said.

Gates and Allen wanted to know more. After talking with
Davidoff for awhile, they told him about the Altair project they
were working on. Davidoff said he would like to help. Several
days later, they gave him the word—he was in. But payment for
his work was left up in the air. ““We just had an oral agreement,”
recalled Davidoff, who now works for a computer and elec-
tronics firm in Cupertino, California. “They didn’t know if the
thing was going to make any money. They felt there was the
potential to make some money, and if they did make money,
they would pay me. . . . So I just trusted them and left it loose.”

Like Gates, Davidoff neglected his studies to work full-time
on his part of the project. He would become the forgotten man
of BASIC. Years later, when Gates began appearing on the cover
of national magazines, and reporters wrote stories about how
the Harvard dropout and his sidekick Allen developed the in-
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dustry’s first BASIC and became rich and famous, there was
never any word of Monte Davidoff. He was mentioned once,
just briefly, in the book Fire in the Valley. But even then, his
first name was misspelled as ‘“Marty.”

“The first time I saw Bill on the cover of Time magazine,
and it said he and Paul wrote this and it didn’t mention me, I
was a little upset,”said Davidoff. ““But I've gotten over it.”

Gates and Allen were about four weeks into the project
when Davidoff joined the team. They had already talked several
times with MITS engineers in Albuquerque, seeking information
about the Altair not found in the Popular Electronics article.
Roberts wanted to know how soon they could come to Albu-
querque to demonstrate a working BASIC. Gates had initially
told Roberts he could have the BASIC to him in three or four
weeks. It would not be the last time he seriously underestimated
how long it would take to develop a product. Gates did write
the initial program in about three weeks, but he spent four more
weeks polishing the rough edges until it was as tight and fast as
he wanted it. But since they didn’t have an Altair, they had no
way of knowing if it would really work.

By late February they felt they were ready. Allen would be
the one to fly out to MITS. On the eve of Allen’s appointment
with Roberts, Gates told his friend to go home and get some
sleep so he would have his wits about him the next day. Gates
remained in the computer room, making last-minute fixes in the
program. He barely had it ready in time for Allen to catch his
early morning flight out of Boston’s Logan International Airport.

As his plane was on its final approach into Albuquerque,
Allen suddenly had a horrible thought. “Oh my God!”” he cried
out loud, startling the passenger seated next to him. He and
Gates had forgotten to write what’s known as a “‘bootstrap,” a
program that would instruct the Altair how to load BASIC. Writ-
ing on a piece of paper in complicated 8080 machine language,
Allen had the program completed before the jet’s wheels peeled
rubber on the runway of the Albuquerque airport. (Later, Allen
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and the always competitive Gates would have a contest to see
who could write the shortest loader program. Gates won.)

Ed Roberts met Allen at the airport. He was driving an old
pickup truck.

Allen had not been sure what he would find when he arrived
in Albuquerque. He certainly wasn’t prepared for the giant who
was there to greet him. But he was in for an even greater shock
when Roberts took him to MITS.

Micro Instrumentations & Telemetry Systems Inc. was lo-
cated just off famous Route 66, in a string of businesses that
~ passed as a downtown mall. There was a massage parlor on one
side, a laundromat on the other. Roberts told Allen he wanted
to wait until the next morning to test the BASIC, so after a short
visit he drove Allen to the most expensive hotel in town. The
future billionaire didn’t have enough money to pay for his hotel
room. He had to borrow extra cash from Roberts.

That night, Allen called an anxious Gates waiting back in
Cambridge. He told his friend about the guy who had picked
him up in a run-down pickup, told him about the low-budget
operation he had seen that afternoon. They were both disap-
pointed . . . and worried. They had thought all along they were
doing business with a big, successful company. Had their efforts
been wasted?

The next morning, Roberts came by to get Allen, and they
returned to MITS. It was time to test the BASIC. The code was
on a paper tape. Unlike the Altair kits that would be sold to the
public, the machine at MITS had several perks unavailable on
the public models. This Altair was running on 7K of memory.
And it was connected to a teletype. Allen would not have to
read the flashing lights to understand output from the Altair.
But best of all, this Altair was hooked into a paper tape reader.
Allen could feed his BASIC tape directly into the machine.
Otherwise, it would have meant flipping the toggle switches on
the front of the Altair approximately 30,000 times in proper
sequence. The only thing Allen had to key into the machine was
the loader program.
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Allen crossed his fingers. This was the first time he had ever
touched the Altair. Any mistake he and Gates had made along
the way, either in designing the 8080 simulator or coding the
BASIC itself, would now mean failure.

Suddenly, the Altair came to life. It printed ‘‘memory size?”’
Allen entered ““7K.” The machine was ready for its first instruc-
tion. Allen typed “print 2 + 2.” The Altair printed out the
correct answer: “4.”

“Those guys were really stunned to see their computer
work,” Allen said. “This was a fly-by-night computer company.
I was pretty stunned myself that it worked the first time. But I
tried not to show much surprise.”

Recalled Roberts of that historic moment when his machine
was turned into a useful computer: “I was dazzled. It was cer-
tainly impressive. The Altair was a complex system, and they
had never seen it before. What they had done went a lot further
than you could have reasonably expected. I'd been involved
with the development of programs for computers for a long time,
and I was very impressed that we got anywhere near as far as
we did that day.”

Later that morning, Allen found a book of 101 computer
games, and ran a Lunar Lander program on the Altair. It was
very similar to the program Gates had written back at Lakeside
when his interest in computers was first piqued by the teletype
machine in the school’s computer room. The game required the
user to make a soft landing on the moon before expending all
the fuel in the spacecraft. It was the first software program ever
run on what would become known as Microsoft BASIC.

The personal computer revolution had begun with a game
played on a small blue box with blinking lights named after the
brightest star in the constellation Aquila. Thirty years earlier,
people in Albuquerque had witnessed the sun come up in the
south when the world’s first atomic bomb exploded in the pre-
dawn darkness near Alamogordo a hundred miles away, herald-
ing the nuclear age. Now, another age had dawned in Albu-
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querque. It began at a ragtag company located next to a massage
parlor. Its prophets were two young men not yet old enough to
drink, whose computer software would soon bring executives
in threepiece suits from around the country to a highway desert
town to make million-dollar deals with kids in blue jeans and t-
shirts. Gates and Allen had ignited a technological revolution
that would spread like wildfire, from the apricot and plum or-
chards of the Santa Clara Valley, where dreams born in garages
would flourish in a great concrete expanse known as the Silicon
Valley, to the lush forests of the Pacific Northwest, where Gates
would eventually return home to become the youngest billion-
aire in the history of America.

When Allen got back to Boston, he and Gates celebrated
by going out for ice cream and softdrinks. Gates had his usual
Shirley Temple, the liquorless drink of 7 Up and grenadine usu-
ally given to kids who want to feel more grown up.

“We were both real, real excited,” said Allen.

They talked about what kind of licensing agreement they
should make with Roberts for their BASIC. They had worked
20-hour days, sometimes longer, for eight weeks. Now it was
time to make some money.

As he ate his ice cream and sipped his Shirley Temple that
day in Cambridge, Gates knew there was still a lot of work to
do before BASIC was ready for the marketplace. Bugs needed
to be found and removed. Refinements and enhancements had
to be made. Gates returned to the Aiken Computer Center,
while Allen went back to work at Honeywell. But Gates soon
faced a problem that could not be solved with his programming
wizardry. Harvard officials had found out that he and Allen had
been making extensive use of the university’s PDP-10 to develop
a commercial product. The officials were not pleased.
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The PDP-10 that Gates and Allen had used to develop their
BASIC had an interesting history. In 1969 it was destined for
shipment to Vietnam when Professor Cheatham got a call asking
if Harvard wanted the machine. Since a PDP-10 cost several
hundred thousand dollars, and the university didn’t have one,
Cheatham naturally said yes. But how to get it on campus with-
out causing a riot? The computer was crated and packed away
in the back of a two-and-a-half-ton U.S. Army truck. This was
at the height of the Vietnam War. The Army was not exactly
Big Man On Campus. At Harvard, glass windows had been re-
placed with plastic after repeated antiwar demonstrations. An
Army truck rolling down these Ivy League streets was the last
thing the Harvard administration wanted to see. So the truck
snuck in on a Sunday morning, about 4:00 a.m. It pulled up in
front of the Aiken Computer Center, unloaded its cargo, and
left before the first student saw the crimson rays of the morning
sun.

Even though Harvard now had possession of the PDP-10,
the military strings had not been cut. The computer was being
funded by the Department of Defense through its Defense Ad-
vanced Research Projects Agency, better known as ARPA. The
little-known agency was created in 1958 to find long-term mil-
itary applications from civilian research projects. For a while,
it was known as ARPA. The word “Defense” was later added
by Congress to underscore its military mission. Many of the
military’s high-tech toys have come from DARPA-funded com-
puter research, including the Stealth fighter and so-called smart
weapons used in the recent Persian Gulf War.

Although DARPA was funding the PDP-10 at Harvard, there
was no written policy regarding its use.

“The attitude here was that the kids could use the machine
for personal use,”” said Cheatham. “‘But after the Gates incident,
there was tighter supervision.”

It’s not clear how much trouble Gates got into for using the
computer for personal gain, or for allowing Allen, an outsider
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with no connection to Harvard, to use the machine. Cheatham
refused to talk about the incident. But another professor said
Gates was reprimanded and threatened with expulsion. Gates,
however, denies this.

“There was no formal reprimand, just an admonishment for
bringing Paul in on a regular basis,” said Gates. He later wrote
a letter to the university administration, complaining about the
lack of guidelines. Why could professors use the Harvard library
to do research for books that brought them royalties, but stu-
dents could not use the computer for commercial work? asked
Gates in his letter. By the next year, a written policy was in
place: If a student used the computers for a commercial product,
Harvard had to be cut in on any profits that resulted.

After the computer flap, Gates and Allen bought computer
time from a timesharing service in Boston to put the finishing
touches on their BASIC.

Allen had been in constant touch with Roberts since flying
to Albuquerque to test the BASIC. Soon after the trip, Roberts
had asked Allen if he wanted to come work for MITS. In the
spring of 1975, Roberts offered Allen the job of MITS software
director. Allen accepted and left for Albuquerque. Gates went
back to playing poker with the boys, and thinking more seriously
than ever before about his future.

8



. ! . B ‘ ! .
N ‘ . ' . '
. ' o { 3 R ! a
B H v '
. N o o
v, .
. '
. N F . -
i '
) . f . i
. v . ‘ ot . l} ' .
s [ \ . ' B |
g ] . ! '
B , s } , . . ! W
N 1 L | " ) i f : ! B
. \ . i . o )
= 1 P , ) N ' ! '
o - , i ' ’
. bt
. . ' : i
N K
i N . .
' e
: ‘ S :
N ' o . , . B
) , i ) ' X . . 4, X . . - i ,
) . 0
” S . R o ' B .
. . ! ! \ .




CHAPTER 3

The Microkids

T he Sundowner Motel in Albuquerque New Mexico was in
—%_a sleazy part of town noted for its prostitutes and all-night
coffee shops rather than its high-tech businesses. It was located
just off Central Avenue, which is what Route 66 was called as
it passed through this torrid desert town on the Rio Grande.
When Paul Allen checked into the budget motel in the spring
of 1975, he told the manager he was not sure how long he would
be staying, but thought likely until his friend at Harvard could
join him in a couple of months. Allen didn’t care about the cheap
accommodations or the motel’s seedy surroundings. The im-
portant thing was that he was only a five-minute walk from
MITS, where he would be spending most of his time getting
BASIC ready for the Altair. Bugs had to be found and removed
from the language before it was ready to be sold commercially.

Compared to his job at Honeywell in Boston, Allen had
walked into a buzzing hive of disorder at MITS. Although his
title was MITS’ software director, in fact Allen was the entire
software department. The others employed by the company
were furiously working on hardware for the Altair. The response
to the Popular Electronics article had been nothing short of phe-
nomenal, firing the imagination of electronics hobbyists and
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computer hackers across the country who had dreamed of one
day owning a computer. And now they could, for the very af-
fordable price of $397.

“You've got to remember that in those days, the idea that
you could own a computer, your own computer, was about as
wild as the idea today of owning your own nuclear submarine.
It was beyond comprehension,” said Eddie Curry, who joined
MITS as executive vice-president soon after Allen arrived. They
quickly became friends. “Computers were things that were
housed in big buildings and took up several floors and had a
staff to maintain them and a priesthood to watch over them. A
large part of the success of the Altair and the microcomputers
that followed was the desire of people just to own one. It didn’t
really matter if they could do anything with the computer. Ev-
erybody knew you could do something with them, but nobody
knew what. The mere fact that you owned a computer was very
prestigious.”

Curry, a childhood friend of Roberts, was in graduate school
when Roberts told him his idea of a small computer for the
masses. They talked a lot on the phone, running up hundred-
dollar-a-month bills. Although they alternated payment of the
bills, Curry couldn’t afford such extravagance while in school,
so he and Roberts began exchanging tapes, which turned into
sizeable creative productions, complete with sound effects,
background music, comedy skits, and dramatic readings.

“We got into this sort of running discussion of where we
were going in life,” said Curry, ““‘and I asked him on one tape
what his goals were for MITS and what he wanted to do with
MITS. He told me his dream was to build a computer kit so
everyone could have their own computer.” He and Roberts had
detailed, technical discussions via tape throughout the devel-
opment of the computer, even down to how much Roberts
should charge for the Altair.

With MITS near bankruptcy, Roberts gambled everything
on the Altair. He had secured a $65,000 development loan by
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assuring his bankers in Albuquerque there was a market for
several hundred of the machines. As it turned out, MITS re-
ceived that many requests for the Altair within days after the
Popular Electronics issue featuring the Altair hit the newsstands.
Within a few weeks, more than 4,000 orders had poured in for
the computer. Almost overnight, the company’s cash balance
went from about $300,000 in the red to about a quarter million
in the black. The chance to own a personal computer was so
appealing that thousands of people sent checks and money or-
ders to a company they had never heard of. A few fanatics flew
to Albuquerque by private plane, hoping to get their Altair faster
by showing up in person.

Les Solomon, the short, bald-headed technical editor of Pop-
ular Electronics who had put the dummy Altair on his magazine’s
cover, described the reaction that followed publication this way
in the book Hackers, by Steven Levy:

“The only word which could come to mind was ‘magic.” . . .
Most people wouldn’t send fifteen cents to a company for a
flashlight dial, right? About two-thousand people, sight unseen,
sent checks, money orders, three, four, five hundred dollars
apiece, to an unknown company in a relatively unknown city,
in a technologically unknown state. These people were different.
They were adventurers in a new land. They were the same peo-
ple who went West in the early days of America. The weirdos
who decided they were going to California, or Oregon or Christ
knows where.”

In its ads, MITS promised delivery of a computer kit within
two months. But the company was unprepared for the staggering
number of orders it received. It could not possibly keep up with
demand. Anxious customers who sent in money for an Altair
called repeatedly to find out what had happened when their
machine did not arrive in the mail as promised. They were told
MITS had a huge delivery backlog and they would have to wait.
One frustrated hacker drove across the country and lived for
several weeks in a trailer parked near MITS, waiting to take
delivery of his Altair.
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For their $397, these adventurers didn’t get much. The
Altair came in a kit, which wasn’t for the faint of heart. The
customer had to figure out how to put it together, which took
many hours and was not easy. Most of the kits were never prop-
erly assembled. And even if the computer did work when it was
assembled, the Altair couldn’t do very much. The first machines
sold in early 1975 did not have interface boards that allowed
for a teletype hookup. Memory expansion boards also were not
yet available, so the Altair was all but brainless, with only 256
bytes of memory. Crude programs in complicated binary ma-
chine language could only be entered into the computer by
flipping the toggle switches on the front panel hundreds of times
in proper sequence. One mistake meant the user had to start
over from scratch.

The 8080 BASIC computer language that Gates and Allen
were creating at Harvard was not yet finished when the first
Altair computer kits were shipped. Even if the software had
been ready, MITS hadn’t yet designed working memory boards
that would provide Altair owners enough additional memory to
run BASIC. Paul Allen’s responsibility as the MITS’ software
director in 1975 was to continue making enhancements to
BASIC and get it ready for shipment. He and Gates talked con-
stantly by phone on technical problems that cropped up. They
both realized a new software market had been born with the
Altair, and they hoped to make a lot of money from the sale of
their BASIC. What they now needed was a formal partnership.

For some time, Gates had tried to prepare his parents for
the fact that he might eventually drop out of Harvard to form
a computer business with Allen. But this latest news took his
parents by surprise. He wanted to start a company not in Seattle,
his hometown, where he would be close to his family, but in
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Albuquerque, of all places, way out in the deserts of New
Mexico.

As Mary Gates saw it, her 19-year-old son was about to
commit what amounted to academic suicide. She was dead set
against her son leaving school before getting his degree. Dan
Evans, the governor of Washington (and a close family friend
who had once helped Gates paint the lines on the family’s pic-
kleball court), had just named Mary Gates to the University of
Washington Board of Regents, one of the most prestigious po-
litical appointments in the state. How would it look for her son
to drop out of Harvard now, she wondered. His father was also
strongly opposed to Gates starting a company before finishing
his education. But though he and Mary urged their son to remain
in school, both recognized that they did not have the technical
background to analyze the business soundness of starting a soft-
ware company.

So Mary Gates turned to a new friend, Samuel Stroum, an
influential and respected business leader she had met during a
United Way campaign, for help with her son. She arranged for
Bill to talk with Stroum, in the hope that Stroum would convince
her son to drop the idea of starting a company, at least for the
time being, and continue his education at Harvard.

A self-made multimillionaire, philanthropist, and civic
leader, Samuel Stroum’s advice was often sought, even by the
region’s most powerful movers and shakers. Like Mary Gates,
he is a regent at the University of Washington. Stroum never
went to college. After World War II, he founded an electronics
distribution company in Seattle and later amassed a fortune from
the sale of Shuck’s Auto Supply, the Northwest’s most popular
auto-parts chain. In 1975, he was one of the few people in
Seattle’s business community who not only understood com-
puter technology but had the vision to see where the computer
industry was heading.

While Gates was home from Harvard on break, Stroum took
him to lunch at the Rainier Club, the city’s center of power and
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business. Founded in 1888 and steeped in tradition, the private
club was considered the place for lunch among Seattle politi-
cians, powerbrokers, and corporate high-flyers. “I was clearly
on a mission,” recalled Stroum of the couple hours he spent
picking Gates’ brain. “He explained to me what he was doing,
what he hoped to do. I had been involved in that industry since
I was a young boy. He just talked about the things he was
doing. . . Hell, anybody who was near electronics had to know
it was exciting and a new era was emerging.”

Gates talked about the vision he and Paul Allen shared. The
personal computer revolution was just beginnning, he told
Stroum. Eventually, everyone would own a computer. Imagine
the money-making possibilities. . . . a zillion machines all run-
ning on his software.

Not only did Stroum not try to talk Gates out of his plans
to start a business, but after listening to the enthusiastic teenager
he encouraged Gates to do so. “Mary and I have kidded about
it for years,” said Stroum, now 70. “I told her I made one ter-
rible mistake—I didn’t give him a blank check to fill out the
numbers. I've been known as an astute venture capitalist, but I
sure didn’t read that one right.”

When Gates finished his sophomore year at Harvard, he
joined Allen in Albuquerque, though he still had not made up
his mind about dropping out of school. It was a decision he would
not finally make for another year and a half.

Microsoft—an abbreviation for microcomputer sofware—
was born in the summer of 1975. (The name was originally
“Micro-Soft;” the hyphen in the name was soon dropped.) Some
accounts have reported that Gates and Allen created Microsoft
out of Traf-O-Data by simply changing the name. That was not
the case. The two companies were always separate legal part-
nerships. The initial Microsoft partnership agreement called for
a 60/40 split in favor of Gates, since he argued that he had done
more of the initial development work on BASIC. This was later
changed to a 64/36 split. (By the time Microsoft went public in
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1986, Gates owned more than 11 million shares of the com-
pany’s stock and Allen more than six million shares.)

Although Gates was independently wealthy from his parents
and the trust fund left him by his grandparents, he was deter-
mined to make it on his own and not dip into that money to
help finance his and Paul Allen’s new business. His parents and
grandparents had taught him to be financially conservative, and
that was the way he intended to run his company. There would
be no unecessary overhead or extravagant spending habits with
Microsoft. When Gates arrived in Albuquerque, he and Allen
shared a room at the Sand and Sage Motel, which was only a
slight improvement over the Sundowner. Later, they moved into
an inexpensive downtown apartment.

Early that summer, MITS took the Altair on a show-and-tell
road tour. Several of the company’s hardware engineers
crowded into Roberts’ blue mobile home and headed across
America, travelling from city to city to spread the word about
Altair. The MITS-mobile, or Blue Goose, as it was quickly
dubbed, carried a working Altair complete with bells and whis-
tles not available with the computer kits being sold to hobbyists.
This Altair was connected to a teletype and paper tape reader,
and ran the 4K version of BASIC developed by Gates and Allen.
It was a public relations show on wheels. Wherever the MITS-
mobile stopped, Altair demonstrations were set up. Seminars
were held in motel rooms. Hobbyists who turned out were en-
couraged to form computer clubs, and many did, in garages,
basements, wherever they could meet to feed an insatiable ap-
petite for information about computers and to share a passion
for this new revolution and its possibilities. The MITS caravan
also served as a kind of traveling MASH unit, with hardware
experts offering technical surgery to frustrated Altair owners
who could not get their machines to work. Gates himself made
one of the song-and-dance tours in the MITS-mobile his first
summer in Albuquerque. He felt it was a good marketing strat-
egy to spread the word about BASIC as well.
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The MITS-mobile was not the only marketing tactic used
by Roberts to promote the Altair. He and David Bunnell, the
company’s technical writer, formed a nationwide computer club
with free memberships to Altair owners. Bunnell also began
publishing a newsletter called Computer Notes. Roberts wrote
aregular column for the newsletter, and Gates and Allen became
frequent contributors with articles about their software. Bun-
nell, who had left a teaching job on a Sioux Indian reservation
in South Dakota to join MITS in 1972, became good friends
with Gates. Bunnell designed Microsoft’s first logo and letter-
head. He would go on to become one of the country’s leading
publishers of personal computer magazines.

Gates, when he was not on the road in the MITS-mobile,
pulled all-nighters with Allen to further enhance BASIC. By
midsummer, they had an 8K BASIC to go with the 4K version,
and they were working on an “extended” BASIC that required
12K or 16K of memory. On July 22, 1975 they signed a formal
licensing agreement with Ed Roberts regarding the rights to
their BASIC for the 8080 computer chip. The agreement, pre-
pared by Gates with help from his father and an Albuquerque
attorney, broke new legal ground. Gates, only 19 years old,
understood not only the complex technology but the cutting-
edge legal issues involved in licensing software. The agreement,
which was to run for ten years, gave MITS exclusive, worldwide
rights to use and license BASIC, including the right to sublicense
BASIC to third parties. MITS agreed not to license BASIC to
any third party without first obtaining a secrecy agreement that
prohibited the unauthorized disclosure of BASIC. What would
later turn out to be the most important part of the agreement
was a paragraph that stated: “The Company (MITS) agrees to
use its best efforts to license, promote, and commercialize the
Program (BASIC). The Company’s failure to use its best efforts
. . . shall constitute sufficient grounds and reasons to terminate
this agreement. . . .”” The contract with MITS would serve as a
model for future software licensing agreements in the growing
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microcomputer business, and it helped establish industry
standards.

Gates and Allen received $3,000 from MITS on the signing
of the agreement. The agreement provided for royalties from
the licensing of BASIC, with or without the accompanying sale
of MITS hardware. Microsoft received $30 for each copy of its
4K version of BASIC licensed by MITS as part of a hardware
sale, $35 for each copy of their 8K version, and $60 for each
copy of the “‘extended’” verion. When MITS licensed any version
of BASIC without hardware, Gates and Allen received 50 per-
cent of the sale. They also received 50 percent of the money
received from the licensing of the BASIC source code. The
source code would allow companies that licensed BASIC to mod-
ify it to their needs and develop application software to run on
top of the high-level language.

Although the licensing agreement was a good one for Mi-
crosoft, it would never make Gates or Allen rich men. They
could only earn a maximum of $180,000 in royalties according
to the terms of the contract. But for the time being, they needed
MITS to help market BASIC with the Altair.

As Microsoft grew, Gates sought out trusted friends to join
him in his crusade. His recruiting forays often led back to Lake-
side School in Seattle and to his old friends from the computer
room.

That first summer in Albuquerque, when it became clear
he and Allen couldn’t do all the programming work themselves
on BASIC, Gates contacted Chris Larson, his young protégé at
Lakeside. Larson was only a sophmore, but he had the same
energy, passion, and commitment as his mentor. In the two years
since Gates had left Lakeside for Harvard, Larson had taken
over Lakeside’s computerized scheduling project. He was also
looking after Bill’s sister Libby, who now attended Lakeside.
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Larson, four years ahead of Libby, saw to it that she got the
classes she wanted. Larson and his friends got the classes they
wanted, as well. “I guess there was an unwritten understanding
between us and the faculty that we wouldn’t overly abuse the
situation, or obviously we would have had the job taken away
from us,” recalled Larson. (Two years later, as a senior at Lake-
side, Larson scheduled himself in a class with all girls—a nifty
bit of programming wrongly credited to Bill Gates.)

Gates recruited Larson for the summer, and found a second
programmer for the summer from Harvard—Monte Davidoff,
who had developed the math package for BASIC. When Larson
and Davidoff arrived in Albuquerque, they shared an apartment
with Gates and Allen, often sleeping on the living room floor.
All four kept late hours, and became familiar with every late-
night pizza place and coffee shop in the neighborhood. The
MITS software office where the Microsoft employees worked
was separate from the company’s main administrative office, lo-
cated next to a vacuum cleaner shop. While MITS hardware
engineers worked on memory boards and refinements for the
Altair, Gates and his team worked on BASIC and various soft-
ware programs that allowed the Altair to be used with a teletype,
printer, or paper-tape reader.

The people employed by MITS and Microsoft were youthful
computer fanatics, religious zealots who worshipped The Ma-
chine. “It was almost a missionary kind of work in the sense that
we were delivering something to someone they never thought
they could have,” recalled Eddie Curry. “There was a kinship
that you wouldn’t normally see in commerical enterprise be-
tween not only the people in the company but between the
people in the company and the customer base. People would
work from early in the morning until the end of the day. Then
they’d rush home to get dinner, come back and work until late
at night. Typically, there were people at MITS 24 hours a day,
seven days a week.”

Curry got a call one day from an executive who said he had
been trying for a week to get hold of Gates or Allen. The ex-
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ecutive was excited because he felt he had stumbled upon what
he thought was a little known industry secret—software people
only came out at night. Gates sometimes slept at the Microsoft
offices, just as he had slept in the computer lab at Harvard at
times rather than returning to his room at the Currier House.
One day Ed Roberts was taking a group of visitors on a tour
through MITS when he stepped over a body in the software
area. It was Gates, curled up on the the floor, sound asleep.

“Bill and Paul were very, very intense,” said Curry. “They
had a clear understanding of what they were doing, in the sense
that they had a vision of where they were going. It wasn’t just
that they were developing BASIC. I don’t think most people
ever really understood this, but Bill, certainly, always had the
vision from the time that I met him that Microsoft’s mission in
life was to provide all the software for microcomputers.”

Gates, Allen, and the other programmers got along with
Curry, but not, curiously, with Roberts. The Microsoft employ-
ees had long hair and kept strange hours. They listened to
rock’n’roll music while Roberts preferred easy-listening music.
“As soon as Roberts would leave,” recalled David Bunnell,
“they’d switch to rock’n’roll. I couldn’t see how they ever got
any work done with that acid rock music blaring out all the time,
day and night.”

In addition, Roberts considered Gates something of a smart-
ass. They were both extraordinarily well-read, and would often
debate issues unrelated to computers. Should the United States
have dropped the atomic bomb on Japan? Regardless of what
side Gates took on an issue, Roberts took the opposite . . . seem-
ingly out of spite rather than conviction. The gangly teenager
clearly got under Roberts’ skin. It was inevitable the two would
clash about more serious matters, as well, and they did, often
and angrily. The burly Roberts, who could be surly, authorita-
tive, and intimidating, was used to getting his way. No one at
MITS got along in complete harmony with Roberts. Employees
either did things his way, or encountered fierce opposition.
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Gates, on the other hand, didn’t back down regardless of how
formidable Roberts could be.

“Bill could be fairly prickly,” said Nelson Winkless, the first
editor of Personal Computing magazine. “He had his own view
of what MITS ought to be doing and how they should do it. He
was very much self-possessed.”

Although he wasn’t old enough yet to order a beer legally,
the 5-feet-11 Gates stood his ground with Roberts, often going
jaw to jaw with the huge, gruff man 13 years his senior. Roberts
weighed close to 300 pounds, and at 6-feet-4 towered over
Gates. “Bill was brash, very intelligent, and energetic,” recalled
Bunnell. “I knew of no one who would go to the wall with Ed
until I met Bill Gates.”

In Gates’ mind, every good idea at MITS was only half-
executed, and he didn’t hesitate to let Roberts know how he
felt. “MITS was run in a very strange way,”” he said, “‘and every-
one there felt very poorly. . . . We all thought, gee, this thing
is a mess. And there was a vacuum of leadership. It was actually
kind of unusual. Even though I was never formally an employee
or anything—I was just doing my software stuff—I had some
thoughts on how it ought to be run, so we’d all sit around and
talk about this stuff and people would actually kind of egg me
on to stand up to Ed. We always thought we might do something
- to improve the way things were run.”

The company’s foul-ups drove the business-minded Gates
up the wall, especially the problem MITS was having with dy-
namic memory boards for the Altair. These high-tech circuit
boards gave the Altair enough brain power to run BASIC, and
were essential to the sale of BASIC, which required a minimum
of 4K of memory. But the boards seldom worked. Gates wrote
a software program to test the boards and didn’t find one that
worked as advertised. “It was irritating, as well as an embar-
assment to everybody, including us,” said Curry. This was par-
ticularly so since many of the faulty memory boards were de-
livered to Altair customers already frustrated that it had taken
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so long to get one of the computer kits. Other hardware com-
panies, seeing an opportunity in the young microcomputer field,
were soon making and shipping memory boards that did work,
which irritated and embarrassed Roberts enormously. Gates
ranted and raved at Roberts about the problems he saw. He and
Allen needed cash flow to fund their young company’s growth.
How could they expect royalties from their agreement with
MITS when things at MITS were so screwed up?

Although Roberts respected Gates’ technical abilities, he
didn’t care for Gates’ confrontational style. “We got so we didn’t
even invite him to meetings where we were trying to come up
with a new software approach or something like that because
he was impossible to deal with,”” Roberts recalled. “He was a
spoiled kid. He literally was a spoiled kid, that’s what the prob-
lem was. Paul Allen was much more creative than Bill. Bill spent
his whole time trying to be argumentative and not trying to
come up with solutions. Paul was exactly the opposite.”

At the end of that first summer in Albuquerque, Larson went
back to school at Lakeside, and Davidoff returned to Harvard.
Gates, too, decided to go back to Harvard that fall. He was still
wrestling with his future, and his parents continued to pressure
him to finish his education. For the next year and a half, Gates
would divide his time between school and poker at Harvard and
creating software and negotiating deals for his new business in
Albuquerque.

With Gates, Larson, and Davidoff back in school, Allen was
left alone to deal with Roberts and MITS. He had his hands full.
MITS had been the first company to hit the market with an
affordable microcomputer, but others quickly followed. A cou-
ple startup companies were working on a microcomputer that
used Motorola’s new MC6800 microchip instead of the Intel
8080, the mathematical engine in the Altair. Roberts wanted
MITS to build a new Altair around the Motorola chip. Allen
argued otherwise. It would mean rewriting the BASIC software,
and putting out competing hardware products in the market-
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place. But Roberts, as usual, got his way. Allen brought in Rich-
ard Weiland, one of the founding members of the Lakeside Pro-
grammers Group, to write the 6800 version of BASIC. MITS
later did produce an Altair known as the 680b, though as Allen
had predicted, it was not very successful.

In late 1975, MITS decided to release a floppy disk—storage
system for the Altair 8800. As a result Allen, as software direc-
tor, was asked to develop a disk BASIC, quickly. Magnetic disks
that stored data had been used for years in mainframe machines
and minicomputers, but it was not until after the Altair hit the
market that floppy diskettes were designed for microcomputers.
Disks were a much more efficient way to store data than paper
tape.

Even before MITS had announced its intentions to market
a disk-based version of Altair BASIC, Allen, anticipating the
need for such a product, had asked Gates to write the new
software code. But Gates had been busy on other projects and
pushed the request aside. Now Gates had no choice. When the
fall semester ended, Gates flew to Albuquerque and checked
into the Hilton Hotel with a stack of yellow legal pads. Five
days later he emerged, the yellow pads filled with the code of
the new version of BASIC. Gates then went to the software lab
at MITS to iron out the new BASIC, instructing the others that
he was to be left alone. In another five days, Gates had what
would become known as DISK BASIC running on the Altair.
That, at least, is the “official”” version of Chairman Bill’s feat of
programming prowess, as recounted in the preface to the com-
pany’s bible, the MS-DOS Encyclopedia. Although Gates is gen-
erally thought of as the father of Microsoft BASIC, which be-
came an industry standard and was the foundation on which his
software company was built, there are those in the industry who
believe Allen deserves at least as much credit as Gates, and
possibly more. According to them, the legend of Gates has risen
to such Olympian heights that it sometimes overshadows reality.
Ed Curry, for one, felt Allen never got the credit he should have
for his work on BASIC.

v

98



THE MICROKIDS

“What was delivered to us initially there in Albuquerque,”
said Curry, ‘‘was what came to be known as the 4K version. And
it had no file management capability and was, you know, very
restrictive, about as restrictive a subset of BASIC as you could
have and still call it BASIC. It was Paul who began to flesh it
out. ... When you read things about Bill writing BASIC, for
example, to me, that’s a little bit of a joke. He was part of a
team. I think it’s accurate to say that if you went back and looked
at BASIC three or four years later and said, ‘Okay, who made
the most significant contribution?” it was Paul Allen. The initial
hack was a very important piece of work. Undoubtedly it was
very challenging and very difficult, but . .. You know, I don’t
want this to come out that I said Bill Gates didn’t write BASIC.
That’s not what I'm saying. Bill was part of a team effort. He
made very imporant contributions. But if any one person were
to be said to be the author of BASIC, I would think it would be
Paul. If you asked who was the driving force behind BASIC, it
was Bill and Paul. If you asked who solved the hard problems,
it was Bill and Paul. But in terms of who sat down and did the
work for BASIC as we know it today, it’s got to be Paul who did
the lion’s share.”

Those patient enough to have actually received an Altair
kit, skilled enough to have assembled the pieces, and lucky
enough to have gotten the machine up and running could have
cared less who authored BASIC. They just wanted to use it, and
when they couldn’t get it, many resorted to “stealing” this
prized piece of software that gave them the programming power
to turn $397 worth of electronic parts and an Intel 8080 chip
into a useful computer that could do more than just flash two
rows of red LED lights.

These computer hackers were the first “software pirates,”
a somewhat romantic description suggesting high-tech swash-
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bucklers who hack their way across computer screens like Errol
Flynn. But as far as Bill Gates was concerned, they were un-
principled thieves. And he called them as much in an infamous
letter published in the Altair newsletter, which was reprinted
in other computer magazines and ended up as dartboard ma-
terial in computer clubs from New York to California.

Gates wrote his stinging denunciation in early February of
1976, but the larceny problem and what to do about it had been
eating away at him for months, after he learned that unauthor-
ized copies of BASIC were being handed out like so many free
raffle tickets at computer club meetings across the country.
What happened one night at a gathering of the Homebrew Com-
puter Club in Northern California was typical.

The computer clubs fueled the revolution that had begun
in Albuquerque with the Altair and was sweeping across the
country like an out-of-control prairie fire. The clubs were tech-
nological communes for those who loved computers. Gates him-
self had toured in the MITS-mobile to encourage some of the
clubs to organize. And they did, in garages, warehouses, homes,
schools, offices . . . anyplace members could meet and talk about
computers. The clubs were organized by engineers, technicians,
hobbyists, hackers, electronics buffs, gadget freaks . . . energetic
people fascinated by the seemingly limitless possibilities for mi-
crocomputers. Probably no computer club in the country re-
flected this communal spirit more than Homebrew. From its
- ranks would come numerous industry pioneers who blazed their
own trails through the Silicon Valley and a new multibillion-
dollar industry.

Homebrew started in a garage on a rainy night in early
March of 1975, in the town of Menlo Park, next to Palo Alto
and Stanford University, on the edge of the Silicon Valley. More
than thirty people turned out for the first meeting, including an
electronics whiz kid working in the calculator division of Hew-
lett-Packard named Steve Wozniak. Within a year, Wozniak,
with Steve Jobs, would build a personal computer of his own,
the Apple I, which would transform the computer industry.
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In June of 1975, the MITS Mobile Caravan was out on the
West Coast for the National Computer Conference. One of its
stops was Rickey’s Hyatt House in Palo Alto. By then, a number
of Homebrew members had ordered an Altair. When the MITS-
mobile arrived, about two hundred people crowded into the
Hyatt’s Edwards Room to look at the Altair. They discovered
an Altair with features not available on the machines they had
ordered. It was connected to a teletype and a paper-tape reader,
and was running the 4K version of BASIC developed by Gates
and Allen. At this point, no one at Homebrew who had ordered
an Altair had received a copy of BASIC, though they had sent
MITS their money for the program. According to one account,
someone from Homebrew picked up the punched paper tape
containing BASIC lying on the floor near the Altair. Someone
else later ran off copies of the tape, and at the next Homebrew
meeting a large box of tapes were passed out to anyone who
wanted one. Gradually, then exponentially, BASIC spread from
computer club to computer club like a virus. And no one was
paying for it.

When Gates learned what was going on, he was beside him-
self. No wonder he and Allen were receiving so little money
from their royalty agreement with MITS, he thought. One day
he stormed into Roberts’ office and threw one of his fits that
many around MITS had become accustomed to. I vividly re-
member the conversation,” recalled Roberts, ““him coming into
my office that first summer and screaming and yelling at the top
of his lungs that everyone was stealing his software, and he was
never going to make any money, and he wasn’t going to do
another thing unless we put him on the payroll.”

Roberts said he put Gates on the company’s payroll for
about a year, and paid him about $10 an hour. Gates, however,
later claimed he never worked for MITS. Technically, he was
right. According to David Bunnell, the salary Gates received for
the hours he worked enhancing and selling BASIC was actually
an advance against royalties. He was never on the MITS staff.
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Gates eventually became convinced that BASIC wasn’t sell-
ing very well because so many people had obtained copies with-
out paying for them. At one point, frustrated and demoralized,
Gates offered to sell Roberts all rights and ownership to BASIC
for about $6,500. In hindsight, it would have been the bonehead
deal of the century. “Clearly, it would have been a bad decision
on Bill’s part, because there might not be a Microsoft today,”
said Eddie Curry. But Roberts decided not to take Gates up on
the offer. He later told Curry that he liked both Gates and Allen
and didn’t want to take advantage of them because they were
so young. In truth, Roberts decided it made better business
sense to continue paying royalties to the two, and reap whatever
benefits came from the enhancements they were making with
BASIC. Had Allen quit as MITS’ software director, which he
almost certainly would have done if he and Gates no longer had
a financial interest in BASIC, then there would have been no
one to make the badly needed upgrades in the language. “In
retrospect,” said Curry, “it worked out in a way that I don’t
think Ed is very happy about today, but at the time was the
right decision based on what everybody knew.”

Gates decided the best thing he could do to stop people
from stealing his software was to strike back publicly at the
thieves. He asked Bunnell to publish a letter in the Altair news-
letter, Computer Notes. Entitled “An Open Letter to Hobby-
ists,” Gates noted that the most important thing inhibiting com-
puter hobbyists was the lack of good software.

“Almost a year ago, Paul Allen and myself, expecting the
hobby market to expand, hired Monte Davidoff and developed
Altair BASIC. Though the initial work took only two months,
the three of us have spent most of the last year documenting,
improving, and adding features to BASIC. Now we have 4K, 8K,
EXTENDED, ROM and DISK BASIC. The value of the computer
time we have used exceeds $40,000.”

Gates noted that while feedback from enthusiasts was
strong, he’d noticed two things: “‘1) Most of these *“‘users’” never
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bought BASIC (less than 10 percent of all Altair owners have
bought BASIC), and 2) The amount of royalties we have received
from sales to hobbyists makes the time spent on Altair BASIC
worth less than $2 an hour.”

He then accused hobbyists of stealing software programs.
“Is this fair? One thing you don’t do by stealing software is get
back at MITS for some problem you may have had. MITS doesn’t
make money selling software. The royalties paid to us, the man-
ual, the tape and the overhead make it a break-even-operation.
One thing you can do is prevent good software from being writ-
ten. Who can afford to do professional work for nothing? . ..
The fact is, no one besides us has invested a lot of money in
hobby software . .. but there is very little incentive to make
this software available to hobbyists.”

He went on to add that those who resell BASIC software
“give hobbyists a bad name, and should be kicked out of any
club meeting they show up at.

“I would appreciate letters from any one who wants to pay
up, or has a suggestion or comment. . . . Nothing would please
me more than being able to hire ten programmers, and deluge
the hobby market with good software.” The letter was published
on February 3, 1976. Bunnell not only printed the diatribe in
the Altair newsletter, but he made sure it ran in most of the
major industry publications, including the newsletter of the
Homebrew Computer Club.

Gates’ letter caused quite a stir. The Southern California
Computer Society, which had been visited by the MITS-mobile
in early 1975 and by now had several thousand members, threat-
ened to sue him. “They were upset that Gates had called them
thieves,” said Bunnell. “They were not all thieves . . . just most
of them.” Only a handful of people who possessed pirated copies
of BASIC sent Gates money as he had asked them to do in his
letter. Some fired off their own angry letters in return. What
was the difference between making copies of BASIC and taping
music off the air rather than buying the recording artist’s music,
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some wanted to know? Others argued the altruistic position that
BASIC belonged in the public domain, an argument that had
some merit since Gates and Allen had created BASIC using the
PDP-10 at Harvard, a computer funded by the Defense Ad-
vanced Research Projects Agency. In other words, these people
argued, the computer time they had used was paid for with
taxpayers’ money.

Regardless of what philosophical rationalizations hobbyists
used to justify why they had not paid for BASIC, they did have
one legitimate beef: MITS was partly to blame by engaging in
a pricing policy that all but assured Altair owners would do
anything possible to avoid paying for BASIC. No one wanted
the memory boards MITS was turning out. But everyone wanted
BASIC. So early on the company had decided to charge $500
for BASIC alone, about a hundred dollars more than the Altair
itself cost. But for only $150, a customer could get a memory
board plus BASIC. Of course, word quickly got around that most
of the boards didn’t work, and MITS knew this, which is why
it priced BASIC out of reach of many hobbyists. MITS was forc-
ing customers who wanted BASIC to buy the atrocious circuit
boards.

Gates did not stop the antipiracy campaign with his letter.
In late March, he spoke out on the piracy issue at the World
Altair Computer Convention in Albuquerque in his first industry
speech. The convention, the first ever for microcomputers, was
the brainchild of Roberts and Bunnell. By then, MITS had annual
sales of well over a million dollars and Roberts wanted to show-
case the company with a convention that would bring together
key people in the industry. Bunnell organized and promoted
the convention, which was held March 26-28, 1976, in a hotel
near the Albuquerque airport. Several hundred people came,
including a few uninivited competitors who crashed the party.
One of these competitors was Processsor Technology, a startup
hardware firm producing 4K memory boards that could be used
with the Altair. The company had wanted to set up a display
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booth at the convention, but Roberts, who had become increas-
ingly paranoid about competition, vetoed their request. The
boards produced by Processor Technology not only worked, but
were selling very well, much better than the faulty circuit boards
designed by MITS. The only reason customers bought a MITS
board at all was to get a copy of BASIC for the $150 package
price.

When Roberts told Processor Technology founder Bob
Marsh he could not have a display booth at the MITS-sponsored
Altair convention, Marsh rented the hotel’s penthouse suite and
posted hand-written signs in the hotel lobby directing conven-
tion goers to his company’s suite. Later, Roberts published his
own diatribe in the Altair newsletter, describing Processor Tech-
nology and other companies who dared produce memory boards
for his computer as “parasites.”” In the end, he only damaged
himself in the industry further.

The three-day convention, which included guided tours of
MITS, was more of a conference than a trade show. There was
no hardware on display, except in the penthouse suite. Most
sessions were held in a large room in the hotel where attendees
listened to speeches and talked about microcomputers. When
Gates spoke, his speech was another belligerent attack on those
hobbyists who he said were “‘ripping off” his software. At the
time, Gates was fairly unknown in the industry. He was better
known as the author of the scathing letter in Computer Notes
than as the author of BASIC. Now twenty years old, he looked
more like fourteen. His hair was uncombed and hung helter-
skelter over his eyebrows and ears, and his thick, oversized
glasses accentuated his childlike appearance. His high-pitched
voice underscored his youthfulness. But Gates did have a certain
charisma. His words crackled with the authority of someone
much older and wiser. After his talk, people crowded around
him to ask questions. Although he came off as brash and arrogant
to many, Gates did have his supporters. “I was very much in
sympathy with his attitude,” recalled Winkless, the Personal
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Computing magazine editor. “How do you get your investment
back?”

Roberts later asked his friend Eddie Curry to talk with Gates
and persuade him to write a second letter, in the hopes of un-
doing some of the public relations damage. Roberts had been
furious with Gates over the first letter because it had been writ-
ten on the MITS stationery. “It looked like we were accusing
all our customers of being crooks. . . . I was very, very upset,”
Roberts said.

Gates acknowledged that he had made a mistake by using
MITS letterhead, and he agreed to work with Curry on a suitable
second letter. “In retrospect, it really didn’t help anything to
accuse people of being thieves,” said Curry. ““All it did was to
work against Bill. He didn’t feel he had done some terrible thing,
but in the calm light of day he understood it was not the most
prudent thing to have done.”

Gates’subsequent effort, entitled ““A Second and Final Let-
ter,” ran in the Altair newsletter in April:

“Since sending out my “‘Open Letter to Hobbyists™ of Feb-
ruary 3rd, I have had innumerable replies and an opportunity
to speak directly with hobbyists, editors and MITS employees
at MITS’ World Altair Computer Convention, March 26-28,”
Gates wrote. “‘I was surprised at the wide coverage given the
letter, and I hope it means that serious consideration is being
given to the issue of the future of software development and
distribution for the hobbyists. . . .”

Gates then went on to say, “Unfortunately, some of the
controversy raised by my letter focused upon me personally and
even more inappropriately upon MITS. I am not a MITS em-
ployee and perhaps no one at MITS agrees with me absolutely,
but I believe all were glad to see the issue I raised discussed.
The three negative letters I received objected to the fact that
I stated that a large percentage of computer hobbyists have
stolen software in their possession. My intent was to indicate
that a significant number of the copies of BASIC currently in
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use were not obtained legitimately and not to issue a blanket
indictment of computer hobbyists. On the contrary, I find the
majority are intelligent and honest individuals who share my
concern for the future of software development. ... Perhaps
the present dilemma has resulted from a failure by many to
realize that neither Microsoft nor anyone else can develop ex-
tensive software without a reasonable return on the huge in-
vestment in time that is necessary.”

Gates ended by saying he considered the pirating matter
closed. He predicted BASIC would become the foundation for
the development of new and exciting application programs for
microcomputers.

The BASIC that Gates and Allen had written in those eight
frantic weeks at Harvard a year earlier had now spread all over
the country, thanks in large measure to the very actions of hob-
byists Gates had so bitterly denounced. BASIC had become a
de facto standard in the young microcomputer industry. When
new computer companies joined the revolution and needed a
BASIC langauge, they came to Albuquerque and did business
with Gates and Microsoft. And they came with pockets stuffed
with money.

Part of what made Microsoft so successful during the com-
pany’s infancy was the team of programmers that Gates and
Allen began to assemble in the spring of 1976. They became
known as the Microkids—high-IQ insomniacs who wanted to join
the personal computer crusade, kids with a passion for com-
puters who would drive themselves to the limits of their ability
and endurance, pushing the outside of the software envelope.

Chris Larson, the first of the programmers, was still in high
school and could only work summers. Richard Weiland came
and went for a couple years before he left for good. Marc
McDonald, however, was hired as Microsoft’s first permanent
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programmer, and thus became the first of the Microkids.
McDonald, who arrived in Albuquerque in April, was a 1974
graduate of the Lakeside computer room. He and Gates had
known each other since their days at C-Cubed trying to crash
the PDP-10 computer system. Since Microsoft did not yet have
its own offices, McDonald worked on a computer terminal in
the apartment he shared with Allen, or he used one of the ter-
minals at MITS. Not long after McDonald joined the team, Wei-
land returned. He had left several months earlier after devel-
oping BASIC for the 6800 chip. Weiland, who moved in with
Allen and McDonald, took on the role of Microsoft’s general
manager. He would eventually be offered part of the company
by Gates and Allen as an inducement to stay, but instead he
decided to go to business school at Stanford University.

Two more programmers arrived in the fall of 1976: Steve
Wood and Albert Chu. Wood had grown up in Seattle, but went
to public schools and did not know Gates or Allen. He had been
finishing his master’s degree at Stanford University in electrical
engineering and looking for a job when he noticed a Microsoft
recruitment poster in the placement office of the Stanford Linear
Accelerator Center, where he worked as a research assistant.
The center was one of the first facilities in the country to acquire
a microcomupter lab; it had also become the regular meeting
place for the Homebrew Computer Club.

Unlike the others already working for Microsoft, Wood was
married. He was a year older than Allen and Weiland. After
Wood interviewed for the job and returned home with an offer,
he and his wife threw their belongings in a small U-Haul trailer
and headed for Albuquerque. Microsoft had just rented its first
offices on the eighth floor of a bank building near the airport.
The address, Two Park Central Tower, would be Microsoft’s
home for the next two and a half years.

Although Microsoft now had offices, it did not have its own
computers. Instead, the company contracted to timeshare with
the Albuquerque city schools, which used a DEC PDP-10 sys-
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tem. Microsoft’s programmers worked at so-called dumb ter-
minals without a printer and each day someone had to go down
to the school adminstration building and pick up computer
printouts.

Gates and Allen had decided that FORTRAN was the next
high-level language to develop as Microsoft expanded its prod-
uct line; when Wood and Chu arrived they immediately went
to work writing FORTRAN code for the 8080 microchip. At the
time, FORTRAN was probably the second most popular com-
puter language after BASIC. This strategy of anticipating the
market and being the first out with a new product was a com-
petitive edge Microsoft would hone in the years ahead. Allen,
even more than Gates, had a knack for figuring out the direction
of the industry three or four years down the road. The question
constantly before the young company was whether Microsoft
should invest in this product or that product, this set of software
features or that set of features. Gates and Allen had to determine
where the market was heading, what the technology would be
like. “Microsoft definitely has a vision of where it wants to go.
It's very broad compared to some companies that have a narrow
focus on only one product,” said Allen later. “Part of this goes
back to when Bill and I were working on new languages in
Albuquerque. Every time there was a new language we thought
was going to be popular, we’d see that as another possible mar-
ket for our software technology.”

In late 1976, Microsoft landed its two biggest customers
and most lucrative accounts to date, National Cash Register and
General Electric. Both wanted BASIC. General Electric only
wanted to buy the source code. But NCR needed a digital cas-
sette BASIC that would work with its 8080 file system. That job
was given to Marc McDonald, who later developed what became
known as Stand-alone Disk BASIC for NCR. It was one of Mi-
crosoft’s most successful and important software products to
date, although Gates, rather than McDonald, would get the
credit.
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Allen remained as MITS software director until November,
when he quit to work fulltime for Microsoft. The company was
growing fast. Revenues for its first full year were more than
$100,000. This was expected to triple in the next year. Things
were working out just as Allen and Gates had imagined that
summer at TRW in Vancouver when they talked about one day
owning a software company.

In January of 1977, two months after Allen quit MITS, Gates
dropped out of Harvard, this time for good. Sam Znaimer, who
had roomed with Gates when they were freshmen, recalled that
Gates told him shortly before he left school that he had come
to Harvard because he was looking for people smarter than he
was. “He told me he had not found them,” Znaimer said. “I
think Bill just got bored.” But Andy Braiterman, who was room-
ing with Gates at the end, said Gates realized even he had lim-
itations. ““Bill was trying to do too much. He really did have a
sense that things were out of control. He didn’t have time for
both his business and school, not to mention trying to keep up
with poker playing. He was really worn out by the end. . . . If
he had stayed in school, it would have been a tremendous
mistake.”

Because Braiterman had entered Harvard as a sophomore,
he graduated at the same time Gates dropped out. During their
final semester together, they had talked often about computers
and the future. “Bill was one of the first people I ever knew
who really had this concept of computers being everywhere,”
said Braiterman. ‘‘He saw that as being the future. I'm not sure
he really saw things quite the way they turned out, though. He
saw personal computers as being omnipresent in people’s
homes, as opposed to offices. But he was clearly thinking in the
right direction. He also talked to me about the concept of every-
one being able to discard all their books and paper materials
and access everything they wanted to know by computer—to
do all communication by computers.”

Back in Seattle, Gates’ parents took the news hard that he
was dropping out of Harvard to work fulltime at Microsoft.
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“They were very distraught,” remembered the Reverend Dale
Turner. They might have taken comfort, however, in knowing
that Harvard’s official records listed their son as having left “in
good standing.” In fact, he is still considered by the university
to be on a leave of absence. Harvard, it seems, does not like to
admit someone would drop out and not intend to come back
and graduate someday.

After leaving Harvard, Bill Gates put all his considerable
talent and energy into Microsoft. There were no more distrac-
tions to divert his focus from the company. Over the next five
years, in fact, he would take only two vacations of a few days
each.

The most pressing problem at Microsoft when he arrived
in Albuquerque in January of 1977 was the business relationship
with MITS, which he found more and more frustrating. There
was s0 much money to be made, he felt, were it not for the fact
that Microsoft was still a legal and financial captive of MITS.
The imposing figure of Ed Roberts had cast a giant shadow over
Microsoft’s otherwise bright future.

The licensing agreement with MITS prevented Microsoft
from selling 8080 BASIC to companies without the approval of
MITS. Roberts had said he would not block a sale unless it were
to a competitor. This was not a problem at first because the
Altair had no rivals. But within two years of the Popular Elec-
tronics article, dozens of computer hardware companies had
joined the revolution. In early 1977, Commodore hit the market
with its PET computer, named after the trendy and popular pet
rocks of the day. And down in Texas, the huge Tandy corporation
was running tests on a microcomputer called the Radio Shack
TRS-80, which was expected on the market soon. Out in the
Silicon Valley of California, a new company that had been
started in a garage was about to offer the fruit of its labors—the
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Apple II. The industry was growing up fast, and a language
company like Microsoft that allowed computer users to utilize
their machines more effectively stood to reap a financial harvest.

While Gates looked at these new computer hardware com-
panies and saw new markets for Microsoft’s products, Roberts
saw them as a threat. Inevitably, he and Gates were headed for
a collision. Although the two had argued, yelled, and screamed
at each other almost since the day they met two years earlier,
Roberts realized he was dependent on Gates. Had the young
software creator left MITS and taken Allen with him, MITS
would have been in serious trouble, particularly if Microsoft
forged an alliance with a new hardware company. So there were
limits on how far Roberts could go in arguing with Gates. On
the other hand, Gates knew Roberts was not his equal when it
came to understanding computer software. Arguably, no one
was. Part of the problem for Roberts in dealing with Gates was
that Gates knew he was good, and at times he could be obnox-
ious. He did not hesitate to call someone “stupid,” or an “idiot,”
including Roberts.

One heated blow-up between the two had occurred in
1976, when a company called Intelligent Systems Corporation
approached MITS about licensing BASIC. Roberts considered
the firm a competitor and jacked the price of BASIC up so high
that the deal fell through. Later that year, Microsoft negotiated
deals for BASIC with several other companies, including Zilog
and Rydacom. Zilog had recently come out with the Z80 mi-
crochip, which was a clone of Intel’s 8080. But once again Rob-
erts interfered, refusing to sign licensing agreements. By early
1977, Gates’ tireless salesmanship, browbeating, and haggling
had resulted in tenative agreements to license BASIC to a num-
ber of computer companies, including ADDS, Delta Data, Cour-
ier, Control Data, Lexar, Astro, Rand, Lawrence Livermore,
Isyx, and Magnavox. Microsoft and MITS stood to make more
than $100,000 each. But Roberts again refused to sign the
agreements. A letter Roberts sent to ADDS (Applied Digital
Data Systems) was typical of his position:
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“During our recent discussions involving the potential of
granting ADDS a license to market MITS Extended BASIC, we
were having difficulty establishing terms that would mutually
satisfy the long-range marketing objectives of both companies.
After further consideration of the potential problems, we feel
that it is in the best interests of both ADDS and MITS to dis-
continue our efforts to try to enter into a license agreement.”
Roberts went on to note that ADDS “should be aware that MITS
holds exclusive rights to the BASIC software programs devel-
oped by Mr. Gates and his partners, and that any commitments
regarding the rights to the BASIC program, or any modified
versions or portions of it, by anyone other than MITS personnel,
are not authorized.”

Roberts also fired off a letter to Microsoft, notifying Gates
and Allen that he had told ADDS and Delta Data that MITS
would not license BASIC to them because of ““market conflicts.”
Roberts also added in his letter, ““All other third party deals,
e.g., Intel, Motorola, etc., appear to be at a standstill due to a
variety of reasons. Let me again reiterate my desire that you
not contact directly any potential third party customer without
our approval and involvement.”

Microsoft faced an even more serious problem. Roberts was
thinking of selling MITS and moving to Georgia to buy a farm.
The likely buyer, Pertec, a company specializing in disk and
tape drives for microcomputers and mainframe computers, had
made it clear that the licensing agreement with Microsoft was
part of any sale. MITS had grossed about $13 million in 1976,
but the Altair, which had gone supernova, was now a collapsing
star. Without the licensing agreement, MITS had little value.
BASIC, not the Altair, was the MITS cash cow.

When Gates learned of the pending sale, he knew he and
Allen had to do whatever it took to get BASIC back. Since sign-
ing the agrement with MITS, Gates and Allen had received al-
most $180,000 in royalties, including roughly $105,000 for the
licensing of BASIC when accompanied with the sale of MITS
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hardware; $10,000 from the licensing of BASIC without the sale
of hardware; and $55,000 from the licensing of the BASIC
source code. Because the agreement provided for a $180,000
royalty cap, Microsoft could not make much more money from
BASIC unless they could break away from MITS. On April 20,
1977, after consulting with Gates’ father in Seattle, and hiring
an attorney in Albuquerque, Gates and Allen notified Roberts
by letter that they were terminating the licensing agreement
for BASIC, effective in ten days. They cited several reasons:
MITS had failed to account for thousands of dollars in royalty
payments, failed to make its “‘best efforts” to promote and com-
mericialize BASIC, and failed to secure secrecy agreements
when BASIC was licensed to certain third parties, mostly
hobbyists.

The licensing agreement required that any disputes that
arose would be settled by arbitration. But a couple weeks after
receiving Microsoft’s letter, Roberts filed for a restraining order
in Bernalillo County District Court in Albuquerque. A judge
granted his motion: Until the licensing dispute was resolved,
Microsoft could not license its 8080 BASIC. Roberts said he
went to court when he found out Microsoft was negotiating to
license BASIC to Texas Instruments, which was about to come
out with a microcomputer of its own. Texas Instruments, of
course, had helped to undercut the market when MITS was a
struggling calculator kit company.

It would take several months to resolve the matter, and for
what would be the only time in the company’s history, Microsoft
faced money problems.

“It was tough that spring and summer,” recalled Steve
Wood. “There wasn’t any revenue coming in. We had a little
coming in from FORTRAN, which we had just started shipping,
and we had a little coming in from 6800 and 6502 versions of
BASIC. But those were not huge revenue streams.”

On May 22, 1977, Roberts sold MITS to Pertec. It was es-
sentially a stock swap—Roberts walked away with several million
dollars worth of Pertec stock.

14



THE MICROKIDS

When the chief counsel for Pertec came to Albuquerque to
assess the situation and talk with Gates, he took one look at the
long-haired, scraggly, 21-year-old and decided the legal battle
against Microsoft was going to be easy. Roberts had warned
Pertec that it would have its corporate hands full with Gates,
but no one listened to him. “‘Pertec kept telling me I was being
unreasonable and they could deal with this guy,” Roberts said.
“It was a little like Roosevelt telling Churchill that he could
deal with Stalin.”

Eddie Curry talked Gates into meeting with Roberts and
the Pertec lawyer. They gathered in a conference room at MITS,
while Curry waited outside. Within minutes, he could hear the
three screaming and shouting. Curry was worried that Gates
was taking a real beating. He placed a frantic call to Allen over
at Microsoft, advising him to phone Gates and tell him they
needed to discuss an urgent business matter. It was a ruse to
get Gates out of the room. Allen made the call and rushed over
to MITS to wait for Gates to come out. Curry recalled that when
Gates emerged, “Bill told Paul in a very loud voice something
like, “These guys think they’ve got me over a barrel, but I'm
holding my own.” And then he went right back in. Well, I didn’t
worry about him after that.”

It was obvious that talking wasn’t going to settle things. The
dispute finally went to arbitration. In addition to underestimat-
ing Gates, Pertec made another mistake. The company wrote a
very explicit letter to Microsoft, saying it would no longer mar-
ket BASIC or allow it to be licensed because it considered all
other hardware companies competitors. The letter turned out
to be the key piece of evidence in the arbritration hearing, in
that it went completely counter to the “best efforts” provision
in the licensing agreement. “It weakened their case,” said
Wood. “They came in very arrogant, essentially saying, ‘We are
this huge multimillion dollar company and you are just a handful
of kids and we are not going to take you seriously.” And that
was a big mistake.”
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The hearing went on for three weeks, from eight in the
morning until about five at night each day. “It looked like big
giant Pertec was picking on these poor nineteen- and twenty-
year-old guys and trying to steal their life’s work,” said Roberts.
“That’s how they played it and it played pretty well. . . . I told
Pertec they needed to deal with Gates hard. But they didn’t. It
was a fatal mistake. It turns out he won everything.”

It was a complex and highly technical case. If the arbitrator
had had to decide the dispute based on his understanding of the
technology, Microsoft might still be waiting for a ruling. “I don’t
think he had a clue to what anybody was talking about,” said
Curry. Instead, the arbitrator ruled on the legal merits. Micro-
soft, he decided, owned the rights to BASIC and could market
the product as it saw fit.

“If Pertec had prevailed, there might not be a Microsoft
today,” said David Bunnell. “Whether Gates was right or wrong,
it was in the best interest of the PC business that he prevailed.”

After the Pertec decision came down and the log jam of
customers waiting for BASIC broke loose, Microsoft never had
to worry about money again.

Ed Roberts stayed on with Pertec for a couple years, then
returned to his mother’s birthplace in the quiet heart of Georgia,
where he used some of his new wealth to buy a farm. A few
years later, he sold the farm and entered medical school—he
had always wanted to be a doctor. Today, he’s a family physician
in Cochran, a town of about 5,000 south of Macon. Few of the
townspeople know that Roberts once built a tiny computer
called the Altair, which shone like a Christmas star in the night
sky during the early days of the personal computer revolution.
A dozen years after the light went out and Roberts left Albu-
querque, he is still bitter when he talks about Gates, perhaps
because Gates went on to such great success, while Roberts
became something of a Robert Goddard, the scientist who laid
the foundation of modern rocketry and then was all but for-
gotten by history. The world will never appreciate what Ed
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Roberts did for the computer industry, said his friend Eddie
Curry.

Roberts still maintains that MITS was the rightful owner of
the BASIC that helped make Gates a billionaire several times
over. He does not dispute that Gates and Allen were the authors.
But MITS, he said, footed the bill for the development costs
that turned BASIC into a marketable product for microcom-
puters. He estimated that Gates and Allen used several hundred
thousand dollars” worth of computing time while working on
BASIC at MITS. “I was naive,” Roberts said. “It sounds self-
serving now, but I was really concerned with not trying to screw
those guys. Bill was only 19 and Allen only a couple years older,
but it turns out they were a lot older than I was—Bill was for
sure. Paul is a totally honorable guy.”

What Ed Roberts understood, and Pertec learned the hard
way, was that Bill Gates’ looks were deceiving. Although he
looked more like a stockroom office boy than a corporate ex-
ecutive, Gates proved himself to be a formidable businessman.
At age 21, he was as comfortable sitting in his office negotiating
tough deals with much older executives in three-piece suits as
he was programming long into the night in front of a computer
terminal, eating cold pizza and swigging down Coke.

The skinny kid with the dandruff and uncombed mop hair-
cut not only understood software as few in the industry did, but
he had the business and marketing savvy to run a very profitable
company in a highly competitve environment. He understood
the underlying issues in negotiation that were not immediately
apparent, and he was confident that he could handle them cor-
rectly. Given his white-hot drive, and his determination to
trounce the opposition, to do whatever had to be done to dom-
inate the software market, this rare combination of technical
genius and managerial acumen was an unbeatable combination.

117



HARD DRIVE

Steve Wood recalled executives coming to Albuquerque and
being taken back by the long-haired Microkids. “Their reaction
was, ‘Who are these kids? Where’s their leader?” Then Bill
would take charge of the meeting and within ten minutes that
wouldn’t be an issue anymore.” Typically, these business meet-
ings were held with men in their thirties and forties, who came
dressed in conservative business attire. With important visitors,
some of the Microsoft programmers would wear slacks instead
of jeans and try to get Marc McDonald to wear shoes instead of
sandals. But that was the extent of their effort to conform to
formal business etiquette.

“Looking back on it now, that must have been pretty
funny,” said Wood, “‘but at the time we pretty much ignored
it. We didn’t even think about it. We had the products these
guys needed and wanted. We thought we knew what they
needed to do in terms of their product development strategy
and their hardware. And we felt we understood that better than
most of them did, and we told them that and we just kind of
expected they would listen and pay attention. And for the most
part they did.”

Although the legal battle with MITS and Pertec lasted
throughout much of 1977, the pace of work at Microsoft never
slowed. The company worked on new languages, such as
COBOL, and continued to market FORTRAN, as well as BASIC
for chips other than the 8080.

Gates spent much of his time farming the OEM market. An
OEM, or original manufacturer, is the brand name under which
a product is sold. When a car buyer purchases a General Motors
car with Goodyear tires, General Motors is the OEM because it
buys the tires to use on equipment General Motors sells. In the
case of the computer industry, an OEM would buy a computer
from another manufacturer, build it into their own equipment
and then sell the complete package, ready to run. Many OEMs,
for example, made high-tech computer equipment for hospitals,
such as imaging systems. Others specialized in graphics or ro-
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botics. But they all needed a high-level language such as BASIC
or FORTRAN for their machines. It was a very lucrative market,
and Microsoft received a substantial portion of its early revenues
from contracts with OEMs.

While Gates cut the OEM deals, Allen concentrated on pro-
gramming and figuring out what needed to be done next. It was
a synergistic relationship.

“I always focused on new ideas and creating new technol-
ogy,” Allen said. “Bill would occasionally jump in and get in-
volved in that, but he was always more focused on the business
side, more attracted to the business relationship side of things.”

At Harvard, Gates had read business books like other male
students read Playboy. He wanted to know everything he could
about running a company, from managing people to marketing
products. He even checked out books on corporate law. He put
his studies to good use at Microsoft. He not only negotiated the
deals, he also wrote the contracts, as Wood found out one day
when he met with Gates to discuss a nondisclosure licensing
agreement for FORTRAN, for which Wood had written the code.
Gates quickly drafted the agreement. According to Wood, Gates
seemed to know more than the lawyers did. Not only did Gates
understand what needed to be done, but he was able to do a
lot of the contract writing himself, saving Microsoft expensive
expert legal advice.

“Bill did it all,” said one of the programmers. ‘“He was the
salesman, the technical leader, the lawyer, the businessman. . . .
You could go on and on.” Gates did get legal help on some of
the company’s big-money contracts. One such contract was the
one Gates closed with Tandy. Around the Fort Worth area in
Texas, the Tandy Corporation was known as the “McDonald’s
of the Electronics World.” Founded as a leather business in
1927, it had stores around the country by 1962, when it bought
a chain of nine mail-order electronics stores called Radio Shack.
By 1975, Radio Shack had hundreds of stores nationwide. After
the Altair hit the market, Radio Shack hired a couple of engi-
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neers to develop a microcomputer. The TRS-80, built around
Zilog’s Z80 chip, made its debut in August in 1977 at New York
City’s Warwick Hotel. It cost $399 and was distributed through
Radio Shack stores across America. In its first month, more than
10,000 of the computers were sold. They rolled off the assembly
line at Tandy like fast-food hamburgers. The TRS-80 was not a
kit like the Altair, but came ready to plug in.

In negotiating with Tandy to supply BASIC for the TRS-80,
Gates had met John Roach, at the time a vice-president in charge
of marketing. He and Gates hit it off. Roach became something
of a mentor to Gates, teaching his young and eager student
business and marketing strategy. Within four years, Roach be-
came the president of Tandy.

Not only did Microsoft hook up with Tandy in 1977, but
the company also licensed BASIC 6502 to Apple for the Apple
II computer. Microsoft had begun to set the industry standard
with its software. And that’s exactly what Gates had wanted,
what he pushed for in meetings with his programming team.
“We Set the Standard™ became the company’s motto in Albug-
ueque. It represented Gates’ basic business philosophy. Of
course, trying to be first out of the gate with a new software
product just to create an industry standard sometimes caused
problems. Too often Gates set unrealistic goals for product de-
velopment. Deadlines were missed, products weren’t always
well-designed, and contracts had to be revised due to unforeseen
obstacles or delays.

“Bill’s approach, and you can still see it now in things like
Windows, was always to go for creating a standard, to get the
market share,” said Wood. “He just hated to turn down business.
If it meant we had to drop our price to get the business, he was
typically much more willing to argue that we do that. . ..

“In Albuquerque, whenever we had pricing discussions or
arguments, the way we would decide how much to charge an
OEM customer is we would sit down and say, okay, what are
they asking for? How long is it going to take us to do that? Of
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course, we would always underestimate that. Then we’'d sit
down and say, okay, how much do we think these guys will pay?
How much can we get out of these guys? How much is reaonable
to expect them to pay? How bad do we want this business? Bill
would always be arguing for a lower price and a more aggressive
schedule. ‘Oh, we can do that in three months. Let’s just charge
them fifty thousand because we really want to get the contract.’
Paul would argue for a higher price, saying, ‘Let’s try and get
more money from these guys.” We usually ended up somewhere
in between.”

Although Gates spent most of his time taking care of busi-
ness, he still involved himself with some of the technical work
at Microsoft. He loved programming and would compete with
his employees, occasionally participating in some of the informal
contests the Microkids held to see who could write a program
in the fewest lines.

In the book Programmers At Work, Gates is quoted as saying:
“In the first four years of the company, there was no Microsoft
program that I wasn’t involved in actually writing and designing.
In all those intial products, whether it was BASIC, FORTRAN,
BASIC 6800 or BASIC 6502, not a line of code went out that
I didn’t look over.”

Gates acknowledged his style rubbed some of his program-
mers the wrong way. “It’s kind of painful sometimes if you have
somebody else working on the project. They never code stuff
exactly the same way you like to see it coded. I remember when
we were working on BASIC, I'd go back and recode other peo-
ple’s section of code, without making any dramatic improve-
ments. That bothers people when you go in and do that, but
sometimes you just feel like you have to do it.”

It was bad enough that Gates rewrote other programmers’
code. But at least once he also got credit for their work. When
Microsoft published the MS-DOS Encyclopedia, the preface to
this huge technical manual credited Gates for developing Stand-
alone Disk BASIC. In fact, the program was developed by Marc
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McDonald for National Cash Register in 1977. McDonald had
since left the company, but when he read the preface he fired
off a blistering letter to Gates. “When I saw that in the DOS
Encyclopedia,” McDonald recalled, “I said to myself, ‘What is
this bullshit!?’ Bill knew damn well I did that.”” The Disk BASIC
developed by McDonald used a revolutionary file management
technique known as the FAT, or file allocation table. According
to McDonald, Gates did not write any of the code for Stand-
alone Disk BASIC. It was much faster and more efficient than
the Disk BASIC Gates wrote for the Altair while holed up for
five days at the Hilton Hotel in Albuquerque.

“Bill has a very convenient memory,” McDonald said of
Gates. Subsequent editions of the encyclopedia gave McDonald,
rather than Gates, credit for Stand-alone Disk BASIC. Before
he left Microsoft, McDonald helped develop a version of Stand-
alone Disk BASIC that was widely used on Japanese computers,
as well.

Gates began to go aggressively after the Japanese market
in 1977 and got a huge jump on the competition. “I went into
Japan only two years after I started Microsoft knowing that in
terms of working with hardware companies, that was a great
place to be,” he said. “A lot of great research goes on there.
And also, it was the most likely source of competition other than
the U.S. itself. I didn’t want to leave that market so that com-
panies would grow up using the domestic market and then come
and be that much stronger to compete with us on a worldwide
basis.” (Today, Japan is Microsoft’s second largest market, after
the U.S.)

The point man for Microsoft’s push into Japan and the Far
East was Kuzuhiko Nishi, a silver-tongued salesman and hyper-
active computer whizkid the same age as Gates. Although phys-
ically short and chubby, Nishi was brilliant and flamboyant. He
would become known as the “Bill Gates of Japan.” For a while
he and Gates were as close as brothers.

Their backgrounds were remarkably similar, and they trav-
elled parallel paths on opposite sides of the planet until a fateful
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meeting in Dallas, Texas in 1977. Both came from well-to-do
parents, developed an early passion for computers, and dropped
out of college to form their own companies. Nishi grew up in
the Japanese port city of Kobe, where his family founded a
private girls’ secondary school. At age nine, he would sneak into
his father’s study late at night and play with an old Wang com-
puter. By the time he entered prestigious Waseda University,
he had become as obsessed with computers as Gates. He
dropped out after two years to start a computer magazine, but
he sold the magazine after a dispute with the publisher. He then
started another publication, ASCII, which would become the
largest software company in Japan.

His friendship with Gates and partnership with Microsoft
began in early 1977, when Nishi placed a call from Japan to
New Mexico to talk with “the people who designed BASIC.”
Several companies in Japan were thinking of entering the mi-
crocomputer field and Nishi wanted to help design their com-
puters and supply the software. He and Gates talked for a while,
and Nishi offered him a first-class ticket to fly immediately to
Japan to talk business. Gates explained that he could not get
away, but they agreed to meet for an hour at the upcoming
National Computer Conference in Dallas, Texas. When they
met, they talked for eight hours. Gates had found a computer
soul mate who shared the same vision of the personal computer
as he and had the same intensity and energy. Afterwards, they
signed a one-page agreement to do business together, and Nishi
became Microsoft’s first Far East agent. That agreement would
soon produce millions of dollars for both Nishi and Microsoft.

The 1977 National Computer Conference had been co-
chaired by Portia Isaacson (who years later would join Micro-
soft’s board of directors). She had bulldozed NCC organizers
into allowing microcomputers into the Dallas show as well as
the “real” computers. Booths displaying the microcomputers
were located downstairs in a hot, miserable hall without win-
dows, while the “real”” machines were located in an air-condi-
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tioned hall upstairs. Most of the attendees at the convention,
however, were to be found downstairs in the small hall.

“It was really interesting,” said Nelson Winkless. “‘It finally
penetrated the computer establishment that these things were
for real.”

When the show was over, a number of industry people took
the same flight to Albuquerque to do business with either MITS
or Microsoft. The flight was two hours late, so the microcom-
puter group, including Gates, passed the time on the airport
terminal floor by playing a dice game called ‘“Petal Around the
Rose.” Gates had not played the game before, but he was eager
to try his competitive hand. The game had been developed by
students at the University of Southern California. Five dice are
thrown, and the player is told three things: the name of the
game is “‘Petal Around the Rose,” the answer is always even,
and there is a correct answer for each throw of the dice. The
player is told nothing else. If someone gets the right answer five
times in a row, it’s considered prima facie evidence they un-
derstand the game and they are then sworn to secrecy.

It’s a difficult game. Some catch on after only a few throws
of the dice, others need weeks, and a few never get it. Frustrated
players falling into the last category have resorted to running
computer simulations. Gates was one who never figured the
game out. He did get the right answer five times in a row, but
not because he understood what he was doing. He actually didn’t
have a clue. But with his photographic memory, Gates was able
to remember each correct answer from a previous roll by an-
other player. With five dice, it was quite a feat of memorization.

Nelson Winkless realized that Gates was faking it when he
picked up a piece of paper Gates inadvertently dropped in the
aisle of the plane near his seat. On it Gates had written, “peddle
around the roses.” Knowing the proper spelling of the name of
the game was essential to solving the puzzle. His poor spelling
guaranteed he would never figure it out.

The computer fairs and trade shows were very important
to young companies like Microsoft. They were an opportunity
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to see what was happening in the industry, exchange informa-
tion, promote catchy new products, meet people face to face,
and do some valuable networking. They could also be a lot of
fun. At a trade show in Las Vegas in 1977 that he attended with
David Bunnell and Richard Weiland, Gates spent the night at
the craps table. About four o’clock in the morning, with Gates
down a couple thousand dollars, Bunnell and Weiland decided
to go back to their hotel; Gates, however, had locked the car
keys in the trunk of the rental car. A locksmith had to be sum-
moned to cut a hole in the trunk to get it open, which did not
please the employees at the car rental agency, who charged
Gates an extra $300. “He thought it was very funny,” said
Bunnell.

They rented a private plane for the flight back to Albu-
querque. Weiland flew, Bunnell navigated, and Gates curled up
in the back seat, pulled a blanket over his head, and went to
sleep.

The character and flavor of Microsoft today is not all that
different from the character of the company in suite 819 at Two
Park Central Tower in Albuquerque in 1977. The personality
of the company very much reflected its youthful leader. Al-
though the company has grown since these formative years, the
corporate culture is still much the same: the work ethic, inten-
sity, hard drive, creativity, youthfulness, and informality were
woven into the very fabric of Microsoft from the start. People
wore what they wanted to work, set their own hours, and had
a variety of outside interests. But they were part of a team, a
family. They shared a common goal and purpose, and it ema-
nated first and foremost from Gates—work hard, make better
products, and win.

“We were just having fun and working really hard,” said
Steve Wood, who took over as general manager in the fall of
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1977 when Rick Weiland left. “When I think about it, I'm
amazed. You look back then and we were just five or six people.
Now, Microsoft is nearly a two-billion-dollar-a-year company.”

In its first year, as noted previously, Microsoft made about
$100,000. By the end of 1976, revenues had more than dou-
bled. Even though the court restraining order sought by Ed
Roberts and Pertec prevented Microsoft from licensing its pop-
ular 8080 BASIC for much of 1977, there was still enough
money coming in for the company to hire several more people,
including another full-time programmer, Bob Greenberg, whose
father was president of Coleco Industries, an electronic game
and toy company back East that was just getting into the mi-
crocomputer field. Also joining the Microsoft team in 1977 was
Andrea Lewis, who had helped David Bunnell run Computer
Notes over at MITS. She was hired by Microsoft to write the
technical manuals for the company’s software products. Chris
Larson and Monte Davidoff came back for the summer as well.

One of the best hires Microsoft made in 1977 turned out
to be Miriam Lubow, who didn’t know a thing about computers
and had never heard of software. Lubow was a 42-year-old
mother of four who spotted a “help-wanted”” ad in the local
paper for a secretarial job at Microsoft. She became the office
*“den mother,” who held everything together and took care of
the young programmers almost half her age. Her duties included
typing, filing, bookkeeping, purchasing, and payroll.

Gates had been away on business when Lubow interviewed
for the job with Wood. One morning, after only a few days at -
work, Lubow rushed into Wood’s office with the information
that some “kid” had just zipped past her desk and gone into
the office of ““Mr. Gates” and was playing with the computer
terminal. That kid, Wood told her, was Gates. A few minutes
later, Lubow came back in to see Wood.

“How old is he, Steve?”

“Twenty-one,” Wood replied.

Lubow took a special liking to Gates. She became his sur-
rogate mother, reminding him to get an occasional haircut and
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making sure his hair was combed when he had important visi-
tors. Worried that he never seemed to eat, she brought him his
favorite food, hamburgers, for lunch. She also tried to make sure
he got to the Albuquerque airport on time for his business trips.

Gates was travelling a lot by that time, making deals with
OEM customers around the country. His habit was to leave the
office for the airport, which was only a couple miles away, as
close as possible to his departure time—never more than ten
minutes and usually closer to five. He often caught the plane
just as the flight attendant was closing the door. It was a game
he played, one that he still plays today. Gates simply liked push-
ing things to the edge. ‘‘That’s where you most often find high
performance,” he once said. “I don’t like to waste time. I have
a very full schedule, and I travel enough that I think I am very
efficient at getting to the airport and understanding how much
time to set aside. I'm not the kind of guy who goes an hour
before the flight leaves, let’s put it that way. That would seem
like a waste of time.” There is also the challenge of beating the
clock. And winning. Lubow began to tell Gates that the depar-
ture time of his flight was 15 minutes earlier than it actually
was so she would not have to worry about him.

Gates often would be gone two or three days negotiating
deals and selling the company’s software. He would then return
to Albuquerque, work all night, and go to a meeting the next
day. Lubow would sometimes find him sleeping on the floor of
his office when she came to work.

“He could revive pretty fast,” one of the Microkids recalled.
“It would just take a cup of coffee or something like that and
he’d be into whatever the meeting was about. It was a good
thing he was only 21.”

The atmosphere at Microsoft was extremely casual unless
out-of-town “suits” were expected for an important meeting.
All the employees, including Lubow, usually took off their shoes
and went around barefoot. The guys wore jeans and sport shirts.
There was always a supply of free Coca-Cola around, a tradition
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that continues at Microsoft today. (The company provides free
soft-drinks, milk, and juice to its more than 8,000 employees.)
There were personal computers of various sorts around the of-
fice and boxes scattered everywhere—companies shipped their
hardware to Microsoft to be fitted with software, and later the
hardware was shipped back in the same box. Typically, pro-
grammers would show up for work by late morning. Because
the timesharing computer system was so slow, they wrote code
on yellow legal pads and made sure it was reasonably well-
organized before typing it into a terminal. Only four of the
terminals were connected to the PDP-10 in the school admin-
istration building the company shared time with, so not every-
one could work at the same time. Once or twice a day, an em-
ployee went down to the school to pick up computer printouts
or “listings.”” Any program debugging had to be done directly
on the PDP-10, and once the program was working properly it
was downloaded to the computers at Microsoft.

Although the office atmosphere was casual, it could also be
confrontational. Gates was very demanding and the work was
intense.

“Bill was always pushing,” said one programmer. “We’d do
something I thought was very clever, and he would say, ‘Why
didn’t you do this, or why didn’t you do that two days ago?’
That would get frustrating sometimes.”

But the Microkids expected to be challenged. And they ex-
pected to be able to challenge Gates. In fact, he wanted them
to argue with him. His confrontational style of management
helped Microsoft maintain its edge, its mental toughness. It
made those who worked for him think things through. These
are qualities that continue to distinguish Microsoft to this day.
It is a culture that never gives employees a chance to get com-
placent because as soon as they do, someone is going to chal-
lenge them. Gates was not afraid to change his mind if someone
made a convincing argument, a quality that Steve Wood came
to admire. “Bill is not dogmatic about things. He’s very prag-
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matic,” Wood said. “He can be extremely vocal and persuasive
in arguing one side of an issue, and a day or two later he will
say he was wrong and let’s get on with it. There are not that
many people who have the drive and the intensity and the en-
trepreneurial qualities to be that successful who also have the
ability to put their ego aside. That’s a rare trait.”

Because the Albuquerque school computer would get busy
in the afternoon, and the response time was so terrible, most of
the Microkids worked late into the night. The work ethic at
Microsoft did not come from Gates—it was self-imposed. There
was an unstated expectation that the kids would work as many
hours as it took to get the job done.

“There were times, not that infrequently, that I'd be going
home for a few hours of sleep about the time Marla (Wood’s
wife) was getting up,” recalled Wood. “We’d often be there 24
hours a day, trying to meet a deadline for another OEM or
getting a new product out. We noticed the long hours, but it
wasn’t a burden. It was fun. We weren’t doing it because some-
one was standing over us with a whip saying, ‘You guys have to
do this.” We were doing it because we had stuff to do and we
had to get it done.” But no one could sit in front of a computer
terminal all night without a break. Gates and Allen became late-
night movie buffs. Albuquerque was no cultural Mecca, but one
thing it did seem to have was movie theaters, more in fact per
capita than any other city in the country. Gates and Allen saw
every new movie that came out. Murder mysteries were their
favorites, and they competed to be the first to figure out
“whodunit.”

“We’d go out to see a movie and then go back to work
again,” said Allen.

Late night was also the time Gates hit the back roads of
Albuquerque in the green Porsche 911 he had bought with some
of the profits from Microsoft. Gates liked to drive fast, testing
the limits of himself and his machine. It was his way of relaxing
or thinking out a problem. Paul Allen relaxed by playing his

guitar.
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The Mustang Gates owned in high school had an automatic
transmission. Neither Gates nor Allen knew how to drive a stick-
shift when they first arrived in Albuquerque. They learned in a
parking lot, after Allen went to a Chevy dealership and bought
a Monza. The two spent an entire afternoon trying to learn to
shift gears without making the Monza lurch forward and die.
“It was hilarious,” recalled Allen.

Not long after he bought the Porsche 911, Gates took it
back to the Albuquerque dealer to complain that it would only
do 125 miles per hour—not nearly as fast as the manual prom-
ised. Gates had a very heavy foot. Miriam Lubow worried that
she would pick up the newspaper one morning and find that
Gates had been arrested for outstanding speeding tickets. She
constantly found tickets for him in the mail.

Gates told a friend that he was hauled off to jail once when
he was stopped for speeding in Albuquerque. Allen was a pas-
senger in the Porsche, and he and Gates got out of the car and
tried to confuse the officer about who was actually driving. As
Gates was the registered owner, he was taken to jail, and bail
was set at a thousand dollars. It so happened that Gates had
more than enough money on him to post bail immediately. For
several days afterwards, police tailed Gates around town, think-
ing he was a drug dealer. They couldn’t believe someone as
young as Gates could drive a Porsche, have a wallet full of cash,
and own a legitimate business.

Everyone who knew Gates in Albuquerque had at least one
hair-raising adventure with him and his beloved Porsche 911.
“Riding with Bill was a frightening experience,” remembered
Eddie Curry. “He never went anywhere at less than 80 miles
an hour.” Curry, who drove a lumbering station wagon, at-
tempted to follow Gates out of Microsoft’s parking lot one day
for a meeting across town. “He went roaring out, and I went
roaring out after him when suddenly I realized I was in the
middle of an intersection driving an old Chevrolet, and he was
rolling down the road in a Porsche, and I was going to get killed
because I couldn’t get out of the way of the traffic fast enough.”
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David Bunnell had a wild ride to the Albuquerque airport
with Gates. “We were on a street where the speed limit was 35
miles an hour, and we were doing more than 80.”

One day, Gates picked up an important Japanese visitor at
the airport and drove him downtown to Microsoft’s office. “He
was white, just white,” recalled Allen. “He asked me, ‘Mister
Gates, he always drive so fast?” ”

With Gates, everything turned into some form of compe-
tition, and that included his skills as a driver. He and Allen had
regular contests to see who was first to arrive at an Albuquerque
destination. Since Allen drove a Monza, a much slower car, he
got very good at figuring out back-alley shortcuts around town.
“When Bill drives a car, he really likes to test the limits of what
it can do,” said Allen. “But he’s an incredible driver. He would
push things to the limit but he was always in control.”

During the summer of 1977, Gates often went out at 3:00
.M. after hours of programming and drove around for an hour
with his friend Chris Larson. One of his favorite roads was a
narrow, twisting two-lane ribbon of highway a few miles east of
town off Interstate 40 that led to an abandoned cement plant.
Here, the finely tuned engine of the green Porsche could often
be heard whining into the desert night as Gates smoothly ne-
gotiated one curve after another with each high-pitched shift of
gears. On one of these wild summer rides with Larson, however,
Gates did not maintain control. He spun out, and the Porsche
crashed into a dirt embankment. “The way Chris described it,”
said Steve Wood, “they were going about 120 miles an hour
[forward] and then they were going 120 sideways.” Neither
Gates nor Larson was injured, and there was only minor damage
to the car.

Larson was Gates’ partner again on late-night shenanigans
at a road construction site east of Albuquerque in the Sandia
foothills, where unsuspecting workers would leave the keys in
the heavy equipment when they went home for the day. Gates
and Larson would sneak into the site, and by trial and error they
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learned to operate the complex machinery and drive it around
the site. Usually, it was by error. Gates once came within a few
inches of backing over his Porsche with a bulldozer. After they
mastered the machinery, there was the usual friendly compe-
tition. One night, Gates and Larson held a bulldozer race, en-
gines revving, stacks belching black smoke, determined to find
out whose machine was faster. Neither would claim to be the
winner. The bulldozer race became part of Microsoft folklore.

“I kept thinking one of these days we would get a phone
call in the morning and have to go bail him out of jail,” said
Wood.

The New Mexico desert around Albuquerque may have
been an ideal place for late-night drives in fast cars, but it was
a bad location for a fast-growing software company like Micro-
soft. Toward the end of 1977, Gates, Allen, and Wood, who was
now general manager, talked about moving the company. The
question was: where? The Silicon Valley, south of San Francisco,
which had given birth to the semiconductor industry, was one
obvious choice. It was now the heart of the new microcomputer
industry, the world capital of high technology, synonymous with
bright ideas, overnight millionaires, and smart upstart compa-
nies like Apple. Hardly a week went by without another Silicon
Valley computer company opening its doors for business or
going public.

“We talked for quite a while about whether we should move
to the Bay Area,” recalled Wood. “There was very little dis-
cussion about whether we were going to move. We knew we
were going to move. It was hard to get people to move down
to Albuquerque when we were recruiting. It was an inconven-
ience to travel in and out of. It was just not the right place to

be.”
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Allen wanted to return home to Seattle. ““After being in the
desert, you want to see trees and water again,” he said. Allen
missed his family, as did Gates. Seattle was their home, their
roots. They would have no problem recruiting talented people
to come to the Northwest and work for Microsoft, Allen argued.
Seattle was a great place to live. Besides, with all the rain it was
an ideal environment for creative programmers who had to work
indoors. Knowing that Gates was very close to his family, Allen
asked Mary and Bill, Jr., to work on their son and encourage
him to move Microsoft to Seattle.

“We talked for several months about whether the Bay Area
or Seattle was the best place to go,” said Wood.

Gates reportedly didn’t care whether Microsoft moved to
Washington or California, as long as the company’s continued
growth was assured. Either location seemed fine with him. In
the end, Gates sided with Allen—they would head home to Se-
attle at the end of 1978. It was almost a year off, but a lot of
planning had to take place first.

One person who benefitted from Microsoft’s decision to
move to Seattle was Bob Wallace. In late 1977, Wallace was
working at a computer store in Seattle when he spotted a hand-
drawn recruitment flier for Microsoft that had been left by Paul
Allen on a recent visit to Seattle.

“I figured every programmer in the world must want to
work for Microsoft, because obviously they are going to take
over the world, or I thought so at that point,” said Wallace.

Although Wallace, who was finishing his master’s degree in
computer science at the University of Washington, wanted des-
perately to work for Microsoft, he didn’t want to leave Seattle
and move to Albuquerque. When Allen told him the company
would be moving back to Seattle within a year, Wallace was
sold. And Allen was sold on Wallace, as well. Wallace agreed to
start work at Microsoft in late spring of 1978 at a salary of about
$20,000. Before Wallace arrived in Albuquerque, another pro-
grammer, Bob O’'Rear, joined the team. The 35 year-old O’Rear
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had been working in Texas at a company called Texometrix,
which he formed with a friend. The company built automated,
custom machinery; its biggest project was a machine that as-
sembled polyurethane bottlecaps. The machines used optics and
a microcomputer to ensure the caps were assembled correctly.
It was state of the art machinery, and O’Rear was the software
wizard for the company. But Texometrix was winding down
when O’Rear interviewed with Microsoft. *“We were great en-
gineers and lousy financiers,” he said. When O’Rear joined Mi-
crosoft in January of 1978, he was assigned to clean up some
remaining problems with BASIC for the Radio Shack TRS-80.
Most of the work had already been done, but there were prob-
lems with the floating-point mathematical routines.

O'Rear did not like working nights. Ten years older than
the next oldest employee, he had a wife, two dogs, and a cat,
and he preferred to come to work early. He was usually at the
office long before Miriam Lubow arrived.

“I was the guy that liked to come in real early and get my
things done and leave at a normal time,” said O’Rear. “I can
remember occasions where I had a lot to do and I would come
in at like four o’clock in the morning and sometimes I'd meet
those other guys leaving, because they were working all night.
I was a little bit the odd duck.”

Wallace arrived in May and went to work developing BASIC
for Texas Instruments. Another programmer was hired as well.
With the Pertec mess finally settled, and Microsoft free to li-
cense BASIC, the money flowed in at warp speed from such
companies as Commodore, Apple, Radio Shack, NCR, General
Electric, Texas Instruments, Intel, and various OEM customers.

“Just a plain version of Disk BASIC went for $50,000, and
we could make the thing in a couple of hours,” recalled Marc
McDonald.

Every couple months, Microsoft’s bank account grew by
$150,000 or more, and Wood would buy a $100,000 certificate
of deposit. (Microsoft put all its early money in CDs.) In addi-
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tion, the market in Japan was about to open up. Since signing
the one-page agreement with Gates the year before, Nishi had
been doing missionary work in Japan for himself and Microsoft.
His biggest sale came when he convinced Kazuya Watanabe, a
manager with the electronics giant NEC, to build Japan’s first
personal computer. He then persuaded Watanabe to fly to Al-
buquerque in 1978 to talk with Gates and Allen about software
for the computer.

Gates met him at the airport in his Porsche. The visit was
short, but Watanabe was impressed with Gates and Allen and
the work Microsoft had done developing languages for American
computers. When he returned to Tokyo, he sold the NEC ex-
ecutives on producing the country’s first microcomputer and
convinced them that they should hire Microsoft to supply the
software. The NEC PC 8001 debuted the next year. Within
three years, virtually every brand of Japanese computers avail-
able had some form of Microsoft software running on it.

“Microsoft played a big role in our decision making,” Wa-
tanabe later told the Wall Street Journal. “‘I always felt that only
young people could develop software for personal computers—
people with no tie, working with a Coke and a hamburger—
only such people could make a personal computer adequate for
other young people.”

And that pretty much described the atmosphere Watanabe
had found at Microsoft. Looking back on those times 14 years
later, Wood tried to explain Microsoft’s phenomenal early suc-
cess: “It was more the character of the people than any partic-
ular moment. One of the real keys, and this has always been
true of Microsoft, was we were able to anticipate the markets
pretty effectively. . . . We were always a year or two ahead of
where the demand was really going to be. But we were generally
guessing right. A lot of it was Bill’s and particularly Paul’s ability
to see where some of the stuff was going to go. A lot of people
are able to see things like that, but we had just an enthusiasm,
a real high level of drive and ambition. There wasn’t anything
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we couldn’t do. Okay, so no one has done this for a personal
computer before, so what? We can do it. No big deal. And no-
body even thought about whether some of the things we were
doing were feasible or not. We just said we can do them. We
overcommitted ourselves. We missed deadlines. We consistently
underestimated the time it would take to do a project, and we
committed to too many of those projects at a time. But we always
got it done. And it generally tended to be pretty successful.”

Because of that success, Gates never had to use his family’s
wealth or venture capital to bankroll the company. Microsoft
was bootstrapped from the beginning. By the time Gates began
scouting for a new location for the company in Seattle in the
summer of 1978, Microsoft’s revenues for the year were closing
in on the million dollar mark.

“We were driving hard,” said O’Rear. ‘‘But we played hard,
t0o.” Before the summer ended, the last one they would spend
in Albuquerque, the entire Microsoft team took time off for a
camping and water-skiing trip to Elephant Butte Reservoir on
the Rio Grande south of Albuquerque near Truth or Conse-
quences. The break was needed. The upcoming move to Seattle
would make great demands on everyone. Shortly before the
picnic, Gates leased new offices in the Old National Bank build-
ing in Bellevue, across Lake Washington from Seattle. Microsoft
would again be on the eighth floor—suite 819. The new phone
number was an easy one to remember—8080, the number of
the Intel chip that had made it all possible only four years earlier.
Getting that telephone number from the phone company may
have been made easier by the fact that Mary Gates served on
the board of Pacific Northwest Bell.

Everyone working for Microsoft in Albuquerque planned to
make the move to Bellevue except for Miriam Lubow, who de-
cided to stay behind because of her husband’s business. Steve
Wood’s wife, Marla, had been working at Microsoft as a clerk
since spring, and she was being groomed to take Lubow’s place.
Marla had no secretarial skills and didn’t know a thing about

136



THE MICROKIDS

bookkeeping, which at Microsoft was still done on a ledger.
Shortly before the move to Bellevue, she “lost” one of the
hundred-grand certificates of deposit.

“There was a little bit of a panic trying to figure out where
it was,” she recalled. “It was in there somewhere, we just
couldn’t put our hands on it.”

One more programmer was hired before the big move—
Gordon Letwin, who was recruited personally by Gates. Letwin
had designed a BASIC for Heath-kit, and during a Gates pre-
sentation to a roomful of Heath-kit managers, Letwin had
brashly suggested that his BASIC was better. Clearly, Letwin
had the right stuff to work for Microsoft, and Gates later sug-
gested as much. When Heath-kit ended up licensing BASIC from
Gates, Letwin made the move to Microsoft. Some years later,
he would become the architect of Microsoft’s OS/2 operating
system.

A few weeks before the move, Bob Greenberg, who had
won a free photo session, decided Microsoft needed a company
portrait. Everyone paid the studio photographer an extra 50
cents to be included. The picture of the Microsoft Eleven taken
that day would later become famous, appearing in People, Time,
Newsweek, Fortune, Money, and other magazines across the
country. With the exception of Gates, who looked like a high
school freshman, the nine men in the picture looked more like
part of a Berkeley peace march in the 1960s than employees in
a computer software company.

The move to Seattle took place in December and January.
Steve Wood supervised the installation of a new computer at
the Seattle office—Microsoft was finally getting its own com-
puter system, a quarter-million-dollar, high-end DEC 20. Mi-
crosoft had to cash in some of its certificates of deposit to pay
for the new computer because Digital would not extend the
company a line of credit. Microsoft was too new a company to
have any real assets, according to Digital.

Once the computer was installed, several programmers, in-
cluding McDonald and Allen, went on ahead to get the system
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up and runnng. Gates and the others stayed behind in Albu-
querque to keep things running there. Finally, in January, it was
their turn to leave, too. One of the last employees to leave, Bob
Wallace, while driving along Route 66 towards Seattle in his
Honda Civic, noticed a green dot appear in his rearview mirror.
Moments later, it shot past him at well over a hundred miles
per hour. It was Bill Gates in his Porsche.

“He was anxious to get moving,” Wallace recalled. ““All this
driving was a waste of time. You couldn’t be programming.”

Gates did make two unscheduled stops on the 1400-mile
trip back home to Seattle. He was pulled over twice for speed-
ing, caught both times by the same airplane flying above the
stretch of highway, an unseen speedtrap in the sky for which
the radar detector in Gates” car was of no use. But one ticket
or two didn’t matter to him. Microsoft was in high gear, just
like the Porsche, and Gates was not going to let anything slow
him down.
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CHAPTER 4

Hitching a
Ride wit
Big Blue

I t would prove to be the most important business meeting of
<& his career, and Bill Gates didn’t have a tie.

He had spent a sleepless night on Delta’s red-eye flight from
Seattle to Miami, memorizing business and technical informa-
tion for his meeting with IBM. He, Steve Ballmer, and Bob
O’Rear were scheduled to meet with IBM executives at their
Entry Level Systems facility in Boca Raton. Gates carried with
him the final report on how the jeans-and-tennis-shoe program-
mers at Microsoft could work with the white-shirt-and-wingtip
crowd at IBM on Project Chess, codename for the top secret
IBM effort to develop a personal computer.

The meeting was scheduled to begin that morning at ten
o’clock, and it would determine once and for all whether IBM
and Microsoft were to do business together. For two months,
the companies had been holding unprecedented secret talks.
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Never before had Big Blue, as IBM was known, considered let-
ting an outsider play such a critical role in developing one of
its computers. Now it was time for Gates to deliver the con-
sulting report that IBM officials had been waiting for. Time was
short. The personal computer that IBM was developing had to
be ready in ten months. Could a small language company like
Microsoft meet such a demanding schedule?

Gates faced two days of tough questioning from the IBM
task force. At age 24, he would have to hold his own against
much older and more experienced executives. Ballmer, his pal
from Harvard who used to listen to him unwind after those late-
night poker games, had come along to provide support, along
with O'Rear, the “old man” among Microsoft’s programmers.
Although Ballmer had been part of the Microsoft team for only
a few months, and did not have a technical background in com-
puters, he did have street-smart business instincts. He was also
someone Gates could confide in.

On the nonstop, overnight flight to Miami, the three friends,
wired from excitement and lack of sleep, poured over the final
report, making last-minute revisions and corrections. Part of the
report had been prepared by Kay Nishi, and his contribution
needed a lot of editing. It had been written in what was jokingly
referred to at Microsoft as “Nishi English.” There had been no
time to polish the document before leaving Seattle. “We’d been
working for a day or two on the proposal,” recalled O’Rear.
“We just kind of ripped the proposal off the printer and dashed
for the airport, then reviewed it on the flight down.” The report
proposed that Microsoft supply four high-level languages—
BASIC, FORTRAN, COBOL, and Pascal—for IBM’s new micro-
computer. More significantly, it proposed that Microsoft de-
velop the computer’s disk operating system, or DOS.

Their plane landed at Miami International Airport about
eight o’clock in the morning. After picking up their luggage,
Gates, Ballmer, and O’Rear ducked into an airport restroom and
quickly changed into suits. It was then that Gates discovered he
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had forgotten to bring a tie. But they barely had enough time
to make the meeting up the coast, let alone go shopping
beforehand.

Normally, Gates was not big on appropriate dress. But after
all, this was IBM. Gates knew he would be pelted with questions
by the executives waiting for him in Boca Raton, and that he
would be judged not only on his answers, but how he appeared
and how he handled himself. He simply had to have a tie, even
if it meant arriving late for the meeting. He could always say
the plane was late. But to those men in white shirts and blue
suits, there could be no excuse for showing up without a tie.

As their rental car sped north along Interstate 94 from the
Miami airport toward Boca Raton, a worried Gates stopped at
a small department store and waited for it to open so he could
buy a tie. The store doors were unlocked at ten o’clock, and
minutes later Gates was standing at the counter in the men’s
clothing department, buying a conservative-looking tie. Then
he was back in the car, speeding toward Boca Raton and the
meeting that was supposed to have already started.

In the back seat, Bob O’Rear watched the Florida landscape
rush by. As the technical person in charge of designing Micro-
soft’s proposed operating system for IBM’s new computer, his
stomach was tied up in knots from the strain of the last few
hectic hours on the plane. How quickly everything was hap-
pening, like the blur of scenery outside the car window, he
thought to himself. It had been only a year and a half since he
had moved his family from Albuquerque to Seattle. Now Mi-
crosoft, a company with seven million dollars in annual sales and
fewer than 40 employees, was about to go into business with
IBM, an international giant with revenues approaching thirty
billion dollars a year and a work force more than half as large
as the population of Seattle.
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That Bill Gates should be speeding along the south Florida
coast toward a rendezvous with destiny on a fall morning in
1980 was a matter of luck rather than brilliant maneuvering,
many industry pundits would later argue. Even Gates acknowl-
edged that had it not been for a break or two, things might have
turned out very differently. But there was more to it than just
luck. He and Paul Allen had strategically positioned Microsoft
so that it was in the right place at the right time when IBM
broke with tradition and went looking for a software vendor for
its entry into the personal computer market.

They made one of these strategic moves early in 1979, soon
after Microsoft set up shop on the eighth floor of the Old Na-
tional Bank building in Bellevue. Intel had recently released a
new chip called the 8086, and although some in the trade press
suggested it would never become an industry standard like the
8080 chip, Gates and Allen believed otherwise. They were cer-
tain this new chip would become the engine for the next gen-
eration of personal computers. As a result, they asked Bob
O’Rear to begin work immediately on a BASIC for the 8086.

It had been four years since the Altair appeared on the cover
of Popular Electronics. The 8080 chip had indeed become a
standard, and the industry had invested heavily in programs that
ran only on that chip. But it was never intended to supply the
brain power for the advanced needs of microcomputers. Its mak-
ers at Intel had envisioned the 8080 chip going into such things
as traffic light controllers. With the 8086, however, Intel’s en-
gineers had designed a microprocessor especially for the per-
sonal computer. Technically speaking, the 8086 chip repre-
sented 16-bit architecture, rather than the 8-bit architecture of
the 8080 chip. This meant it could process packages of infor-
mation of up to a million characters at a time, while the 8080
chip was limited to 64,000 characters. Intel’s new chip could
run rings around the old chip. Not only was the new chip many
times faster, but it could run much more sophisticated software
programs.
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When O’Rear began developing 8086 BASIC for Microsoft,
no one in the industry had built a microcomputer using the new
chip. O’Rear borrowed a page from the work of Gates and Allen
in the Aiken computer lab at Harvard when they developed
8080 BASIC without an Altair. O’Rear simulated the 8086 chip
on a DEC computer. A couple months later in the spring of
1979, O’Rear had his simulated BASIC running. However, he
still didn’t have an 8086 computer.

Just down the freeway in Tukwila, Washington, at a mom-
and-pop computer business called Seattle Computer Products,
was a man who did have an 8086 computer—Tim Paterson. An
electronic hobbyist since high school, Paterson was a thin, fast-
talking, bearded programming whiz with a fondness for faded
jeans. He had hacked away on his first microcomputer at the
University of Washington in 1976, when his roommate bought
an IMSAI 8080 with a 4K memory board. Like the Altair that
it imitated, the IMSAI was mostly good for fun and games. That
same year, Paterson saw a notice posted in the university com-
puter lab that the Retail Computer Store in Seattle was looking
for a salesperson. Paterson applied for and got the job. He soon
became friends with Rod Brock, a frequent customer who owned
Seattle Computer Products. When Paterson graduated from the
university in early 1978, he went to work for Brock as his chief
technician and programmer. At the time, Seattle Computer
Products built memory boards for microcomputers, but after
Paterson attended a local seminar on Intel’s just-released 8086
chip in late summer of 1978, he convinced Brock that his com-
pany should design a central processing unit, or CPU, around
the new chip. The CPU is the heart of a computer. Paterson had
a prototype 8086 CPU board working by May 1979, and he
took his “‘computer” over to Microsoft. “We were helping them
because Seattle Computer needed an 8086 BASIC and Microsoft
was working on one,” Paterson recalled. “It was a remarkable
coincidence that we got our hardware working about the same
time they had a BASIC simulator. But they didn’t know if their
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BASIC would work, so we brought over the real computer and
gave it a go.”

Unlike the 8080 BASIC which ran the first time Allen fed
it into the Altair at MITS in Albuquerque, the 8086 BASIC did
not work the first time it was loaded into Paterson’s machine.
But a few minor bugs were soon eliminated, and before the end
of May Microsoft had a working 8086 BASIC—just in time to
show it off at the upcoming National Computer Conference in
New York City, the computer industry’s yearly fair. A software
distribution company known as Lifeboat Associates had invited
Microsoft to share its ten-by-ten foot booth at the fair, and Paul
Allen had invited Paterson to come along and show Microsoft’s
8086 BASIC running on Seattle Computer’s machine.

“Our boards looked great sitting up there on display,” said
Paterson. “We had a terminal with 8086 BASIC running and
you could type on it and make it do anything you wanted.”

As usual when it came to industry shindigs like the NCC,
Microsoft was well represented. Gates and Allen were there, as
well as O'Rear, Kay Nishi, Steve Wood, and his wife Marla. Chris
Larson also made the trip. He was still enrolled at Princeton,
but worked summers at Microsoft.

Paterson had a cheap hotel room on the other side of town,
but Gates checked his team into the plush Park Plaza, where
kings and presidents usually stayed when they came to the Big
Apple. Gates and Allen had adjoining rooms, which they quickly
turned into the company’s first “hospitality suite.”

“It wasn’t something a lot of industry people did back
then,” recalled Wood. ‘“We decided to have a cocktail party in
the suite.”

Later that night around two o’clock, when, as Wood put it,
“none of us were feeling any pain and the guests had cleared
out,” the Microkids got a bag of bottle rockets that Larson had
brought along, found an empty booze bottle, opened a window
in the suite, and set up a launch pad. For the next hour or so,
they shot rockets out over neighboring Central Park.
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While Gates and Allen were entertaining guests in the hos-
pitality suite during the conference, Kay Nishi was out rounding
up more business from Japan. One night during the conference,
Nishi showed up at the Plaza Hotel with about a dozen exec-
utives from Japanese hardware companies who were interested
in doing business with Microsoft. “They didn’t have a place to
stay, so we told them they could spend the night in the suite,”
said Wood. “We called housekeeping and told them to send up
about ten roll-away beds.”

Microsoft’s 8086 BASIC drew a lot of attention at the Na-
tional Computer Conference in New York City that June of
1979, but not nearly as much as a slick electronic spread sheet
program that was unveiled on an Apple II computer. The brain-
child of 26-year-old Dan Bricklin, VisiCalc was demonstrated
for the first time at the conference, although it would not be
sold commercially for several more months.

VisiCalc, short for “visible calculator,” was a software pro-
gram that solved complex “what if”’ financial-planning problems
by establishing mathematical relationships between numbers.
When the value of one number changed, the program calculated
the effect, if any, on other numbers. The possibilities of such
an applications program were limitless. You could use VisiCalc
to determine, for example, how the profits of your small business
might be affected if labor costs rose or more product was pro-
duced, or how a tiny change in the price of stock could affect
the value of your portfolio.

Bricklin had conceived the idea of an electronic spread
sheet in 1978 during his first year at Harvard Business School.
When Bricklin approached one of his Harvard professors for
advice on his idea for a spread sheet program, the professor
suggested he talk with one of his former students, Dan Fylstra,
who had recently started a small software-marketing company
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called Personal Software. Fylstra liked Bricklin’s idea, and
loaned him an Apple II computer for the project. Bricklin then
enlisted the help of Bob Frankston, a programmer he had be-
come friends with while at MIT. They spent the winter of 1978
developing what would become known as VisiCalc, and in Jan-
uary of 1979 Bricklin started his own firm, Software Arts, in a
refurbished chocolate factory in the Boston suburb of Wellesley.
He and Frankston then signed a contract with Personal Software
to market VisiCalc. Although sales were sluggish at first, VisiCalc
eventually took off and became one of the hottest-selling soft-
ware products in the personal computer industry.

About the same time VisiCalc hit the market in the fall of
1979, a company called MicroPro began selling a word pro-
cessing program called WordStar. Application products such as
VisiCalc and WordStar represented a potentially vast and lu-
crative new market for software developers, a fact not lost on
Bill Gates. Microsoft was only in the language business when
Gates got his first peek at VisiCalc during the New York City
computer fair. Useful applications, he knew, could turn the pub-
lic on to computers the way the Altair had turned on hobbyists.
Applications represented a product for the consumer, the so-
called end user of the rapidly growing personal computer
industry.

A few months after Gates and other Microsoft employees
were shooting off bottle rockets from a window of the Plaza
Hotel, Microsoft announced it was establishing a consumer
products division. Gates hand-picked a friend, Vern Raburn, to
head the new division.

Gates and Raburn had first met when Microsoft was located
in Albuquerque. In 1978, Raburn and a partner started a small
software company and began selling a version of BASIC for mi-
crocomputers, until one day they got a letter from a lawyer
representing Microsoft. Microsoft claimed that Raburn and his
partner were illegally selling BASIC. ““The letter said cease and
desist or we will sue your ass,” said Raburn, who got on a plane
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and flew out to Albuquerque for a face-to-face showdown with
Gates. “I met with Bill and said ‘What is the meaning of this!?’
He proceeded to explain it to me. I said, ‘You know, you're
right.” " So Raburn went back and dissolved the partnership.
Raburn then went to work for a company called GRT in Sun-
nyvale, in the heart of the Silicon Valley.

“My impression [upon first meeting Gates],” recalled Ra-
burn, “‘was he was just another one of those computer guys. But
we had some things in common. We enjoyed driving fast cars.”

They soon became friends. When Gates had business in
California, he and Raburn got together to race go-carts at the
Malibu Grand Prix. Raburn quickly learned about Gates’ com-
petitive fires, which burned white hot in or out of a go-cart.
“Bill is competitive-plus,” said Raburn. “Race car drivers have
a phrase for it: Red mist. They get so pumped up they get blood
in their eyes. Bill gets red mist.”

Raburn joined Microsoft shortly before VisiCalc came out.
In hiring Raburn to head the company’s consumer products di-
vision, Gates had picked the man he wanted to help orchestrate
Microsoft’s move into applications software like VisiCalc. Gates
had laid the second foundation for his company’s future growth.

Up to this point, Microsoft had been producing only lan-
guages. In the consumer products division, Raburn presided
over the introduction into the market of best-selling Microsoft
software applications such as Typing Tutor and a game called
Adventure.

“We really tried to win, and when you have multiple prod-
ucts, you have a better chance of winning,” said Steve Smith,
Microsoft’s first marketing director and genuine business man-
ager. Smith had joined Microsoft in July of 1979, shortly before
Raburn. “Let me tell you what I think occurred to Bill: We were
out there with multiple products (languages) and we’d sell them,
and we just weren’t able to become a much bigger company
than Digital Research or MicroPro. . . . What we realized at that
time was we had a lot of products, we dominated the languages
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business, but the only product that really made a lot of money
for us was BASIC. That’s because you had to have a copy of
BASIC on every computer to make the applications run. And
then we saw WordStar, and realized that MicroPro was a one
product company. And then we saw VisiCalc. Now we had no
intention of being a one product company. What we realized
was we needed to be in those markets.

Smith had a bachelor of science degree in marketing and
an M.B.A. in finance. While in the service he had taught elec-
tronics in Colorado for roughly ten years. In January of 1977,
Smith went to work for Tektronix, a $1.2 billion Oregon com-
pany that made engineering equipment. Smith was hired to help
the company start a microcomputer development group. When
the Tektronix group needed computer software languages, con-
sultant Adam Osborne recommended Gates and Microsoft.
Smith flew to Albuquerque to negotiate a license for FORTRAN,
which Steve Wood was developing. Later, Smith negotiated with
Microsoft to supply Tektronix with Pascal. (Named for the sev-
enteenth century mathematician and philosopher Blaise Pascal,
Pascal handles complex programs faster than BASIC and is often
the computer language of choice for business programmers.)

Around Tektronix, Smith was regarded as something of a
maverick. In late 1978, Smith told Wood that in another six
months he would be ready to leave Tektronix. Microsoft, Smith
said, was the kind of company he wanted to work for.

“It became apparent to me,”” Smith explained, . . . that the
guys at Microsoft really had their act together, but may not have
really known it themselves. It wasn’t obvious to me that they
understood how to leverage the business. They had the contracts
with Apple, with Radio Shack, but it wasn’t clear they were
turning it into an actual business. . . . I was amazed at how suc-
cessful they were without what appeared to be any real business
management.”

Smith recognized that Microsoft was a company oozing with
entrepreneurial talent. He decided that if a business expert such
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as himself joined the company, Microsoft could be even more
successful. “From my point of view,” he said, “they were just
lucky, and if I got involved, we could probably add some dis-
cipline on the business side. It didn’t take me very long to realize
they really weren’t lucky. Gates really understood what he was
doing.”

That realization came to Smith not long after he started
working for Microsoft, when Gates came into Smith’s office one
day and shouted at him, “How can you possibly take this much
time working on this contract? Just get it done!”

Recalled Smith of that short but educational meeting with
his much younger boss: “I think what I realized was that I
needed to focus, that the money and the opportunities were
simply there, [and I needed] to close contracts with customers.
So I focused on personal performance over management. Ini-
tially, I was dealing more with management issues, as a guy with
an academic background coming out of a large company. But it
only took me a couple of meetings to realize that personal per-
formance was what mattered.”

In hiring Smith, Gates was hoping to bring more credibility
for Microsoft to the negotiating table. At 34 years old, Smith
was ten years older than most of the people working for the
company, with the exception of Bob O’Rear. Gates was only 23
and looked more like 17, which he recognized was a liability in
many business circumstances. Gates told Smith during the job
interview that he was seeking someone who looked older.

Smith was the first nontechnical person with the company
to do OEM sales, which mostly had been handled by Gates.
Smith had only been on the job a few weeks when he checked
Microsoft’s bank balance and discovered ten certificates of de-
posit for a hundred thousand dollars each. After that, he never
worried about his marketing budget.
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When it came to making deals for Microsoft, what Gates
may have lacked in age and experience he made up for in self-
confidence and business acumen. Usually, when OEM customers
came to Microsoft, they were ushered into Smith’s office. Gates
would come in a short while later. Smith would be dressed in
a suit; Gates would often be wearing whatever he had on from
the day before after pulling an all-nighter in the office. “They
always thought he was one of my tech support guys, until I
introduced him,” Smith said. ““I think they were impressed by
his youthfulness and his technical knowledge, and frankly, as
soon as he started talking the credibility was there. The credi-
bility wasn’t there until he started discussing what Microsoft
could do, and what BASIC could do.”

In the fall of 1979, Gates and Smith made a trip to a division
of the Xerox Corp. in Dallas, Texas, to negotiate a licensing
agreement for Stand-alone Disk BASIC. This BASIC performed
many of the functions normally handled by the computer’s op-
erating system, and that’s what Xerox was looking for. At the
time, Xerox was working on Project Surf, a joint venture with
a company called Convergent Technologies, to develop a per-
sonal computer. It was a big deal, the biggest deal Microsoft
had taken a shot at. When Gates walked into the Xerox confer-
ence room, he was taken aback by the august surroundings.
Seated around a huge table were more than a dozen of the
company’s executives and technical people, dressed in expen-
sive suits and ties. Gates leaned over to Smith and whispered,
“This is the biggest conference table I've ever seen.” Smith
whispered back that there was an even bigger table at Tektronix.

The meeting was a bit of a revelation for Gates. Prior to
this time, many of the computer companies he had dealt with
were little start-up operations, manned by pie-eyed visionaries
like Gates himself. They related. Now, Gates was dealing with
some of the biggest corporations in America.

But if that caused his heart to race, no one around the table
could tell. Within seconds of launching into his presentation,
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Gates had the attention of the room, charming the room with
his knowledge of the product and complete grasp of the work
at hand. Years later, a person who had attended the meeting as
a Xerox executive said Gates was “‘cool as a cucumber. I thought
he did this every day for a living.”

It turned out to be one of the easier deals to cut, although
Project Surf never produced a marketable computer. Before the
day was out, Microsoft and Xerox had signed a $150,000 con-
tract—roughly double the size of Microsoft’s previously largest
contract.

Gates hated to lose business deals. He told Smith that when
you lost a deal, you lost it twice—you didn’t get the money, and
the other company did. If the deal were worth $50,000, then
you essentially lost $100,000 because that was the difference
between what you could have had and what someone else
walked away with. “We had one rule that we both agreed on,”
recalled Smith. “We would never lose the deal.”

For all his native acumen, Gates was also rough-edged and
~ inexperienced in the art of the deal. Gates’ style was to browbeat
customers until they wilted and acquiesced. But he often was
so intense in negotiating sessions that he would push too hard
and actually jeopardize the deal. A former top Microsoft ex-
ecutive said there was “almost a viciousness™ to the intensity
Gates displayed when trying to secure a deal with another cus-
tomer. “I've seen Gates lose a deal in negotiations because of
it,” the executive said. “Most sales guys get more gentle. He
gets mad at a customer.”

After working together for a while, Gates and Smith de-
veloped a negotiating strategy to offset their shortcomings.
Gates was cast as the bad cop, the one with final authority to
agree to a deal. The more experienced Smith was the good cop,
the one who handled the actual negotiations. He would try to
coax every last dime out of customers, and if talks stalled over
a penny, he would plead helplessness, claim he could do no
better than the offer on the table—Gates, after all, was the guy
calling the shots.
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The tactic, and the fact that Gates was loath to let any con-
tract get away, was productive. But there were potential pitfalls.
Gates and Smith once blew an important deal with an Intel
subsidiary after Gates let his temper flare unchecked. Smith and
Gates, in separate offices at Microsoft headquarters, had gotten
Intel on the phone for a conference call. In the course of the
conversation, Gates became upset over a bad reference Micro-
soft had received from another division within Intel—something
about Microsoft being late with delivery. Normally Smith would
break into the conversation and smooth things out before tem-
pers got out of hand.

Smith, however, was called away from the phone without
Gates’ knowledge, and before he could intervene, the Intel rep-
resentative had been chewed over by Gates pretty thoroughly.
When the shouting was over, the company decided to buy soft-
ware from other sources. It could have been a costly lesson,
except that the Intel subsidiary eventually disbanded and after
six months of rebuilding bridges, Microsoft won back the con-
tract. Microsoft eventually licensed all its languages to Intel.

Despite his occasional temper tantrums, Gates was a great
salesperson. Microsoft overcommitted itself and set unrealistic
deadlines, but as far as Gates was concerned, it was more im-
portant to get the sale and worry about the consequences later.
And Gates had supreme confidence that he could handle those
consequences.

The performance of Microsoft’s small cadre of programmers
was ragged in the company’s early years. Deadlines were often
missed, products weren’t always well designed, and contracts
had to be revised due to unforeseen obstacles or delays. What
sustained the company was not Gates’ ability to write programs,
to “‘crank code,” despite his vaunted grasp of detail and of the
nuances of communicating with slivers of silicon. Gates sus-
tained Microsoft through tireless salesmanship. For several
years, he alone made the cold calls and haggled, cajoled, brow-
beat, and harangued the hardware makers of the emerging per-
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sonal computer industry, convincing them to buy Microsoft’s
services and products.

He was the best kind of salesman there is: he knew the
product, and he believed in it. Moreover, he approached every
client with the zealotry of a true believer, from the day he first
articulated the Microsoft mantra: “A computer on every desk-
top, and Microsoft software in every computer.”

Executives from Japanese or European computer manufac-
turers would visit Microsoft’s unprepossessing offices in Belle-
vue, Washington, often intending to strike fear into Gates be-
cause his programmers were dangerously behind in delivering
on one contract or another. Silver-haired men of weight arrived
in their power suits with their pencil-packing entourage ready
to lay down the law. There to greet them would be Gates, look-
ing 17-years-old, wearing whatever pizza-stained T-shirt he had
had on the day before, dirt clouding the lenses of his glasses,
unshaven after an all-nighter at the office.

Before they could fully digest the appearance of the boy
whom they had not long ago entrusted with a part of the com-
pany’s future, before the subject of breach of contract could be
suggested, Gates would launch a counteroffensive.
~ “Bill would sort of paint the picture of where Microsoft was
and what the important issues were at the moment and what
was driving him, and then somehow go from there into how that
was going to lead into new developments,” said a former Mi-
crosoft programmer. “He’d say, ‘We feel real bad about what’s
late and what hasn’t been done, and here’s what we can do for
you,” and then he’d paint a grandiose picture about what Mi-
crosoft could do, the Gatesian vision.”

“What it would amount to was selling them more stuff.
‘We’re sorry we haven’t come through on this smaller delivery,
but look, we’ll get you in on this huge part of our vision, and
that will put you in an even better position.” What started out
as a complaint about a smaller deal would turn into the sale of
a much bigger contract.” He was confident, sometimes brazen.
He could be impressed. He just couldn’t be fazed.
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As Microsoft headed into the Eighties, software develop-
ment tools such as BASIC were the company’s bread-and-butter
products. Every few weeks or so, Kay Nishi flew first class be-
tween Tokyo and Seattle, bringing in more business. Gates, who
always flew business or coach, didn’t particularly like the high
air fares Nishi was charging to Microsoft, but Nishi was more
than making up for his lavish spending habits.

“We were selling BASIC to the Japanese like crazy,” said
Marc McDonald. “We were selling Disk BASIC for Japanese
machines, and that typically would bring us anywhere from
$150,000 to $200,000 a pop.”

Microsoft had ended 1979 with about $4 million in annual
sales, with much of the money coming from BASIC. But BASIC
represented only one layer of the essential software needed on
every personal computer. At the top end are application pro-
grams such as word processing, which turn the computer into
a useful machine for the public. Languages such as BASIC are
the middle layer, providing programmers with the tools they
need to develop software. The bottom layer of software, without
which the computer is virtually useless, is known as the oper-
ating system. This is a low-level language that actually runs the
computer, performing the most elementary tasks required of
the microprocessor in the arcane world of machine language. If
the user wants to record data onto the computer’s disk, for
example, the operating system finds free disk space.

During the early years of the personal computer revolution,
there was no standard operating system. Almost every new ma-
chine that came on the market used a different system to control
the microprocessor. But gradually one operating system known
as Control Program for Microcomputers, or CP/M, became
something of an industry standard by 1979. It was developed
by Gary Kildall of Digital Research.
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In February 1980, Microsoft entered the operating systems
market, too. Gates negotiated with AT&T and acquired the li-
cense for a standard version of its UNIX operating system, to
be sold under the Microsoft name of XENIX. This multi-user
operating system had became popular in the 1960s when Bell
Labs made it available on university computer systems. Micro-
soft adapted its version for the new 16-bit microcomputers. “We
were actually introducing XENIX while we were still negoti-
ating the contract with AT&T,” recalled a Microsoft manager.
“But we had a lot of confidence that we had the contract.”

Every personal computer needed applications, a high-level
language like BASIC, and an operating system. Microsoft now
had its fingers in all three layers of the personal computer soft-
ware cake. Only the company’s languages had become an in-
dustry standard, but Gates had high hopes for XENIX. As things
turned out, Microsoft’s operating system would become the in-
dustry standard, but this system would not be XENIX.

In acquiring a license to distribute UNIX, Microsoft had
gotten its hands on an operating system that someone else had
already spent the money to develop. Any computer company
could license UNIX from AT&T, and a lot had already done just
that. But Microsoft was the first to focus on microcomputers and
did so through a master distribution agreement. Gates received
a sliding-scale discount from AT&T so Microsoft could aggregate
all the royalties coming in from the other companies it subli-
censed XENIX to. Microsoft did not even spend a lot of time or
money “‘porting”, or adapting, XENIX to other computers. It
hired a small California company known as Santa Cruz Opera-
tion to do that. They performed much of the technical work,
and all Microsoft did was pass down part of the royalty money.
It was a good deal for Santa Cruz, a better one for AT&T, and
a great one for Microsoft, which now had an operating system
and was making money with very little investment of capital.

One of Microsoft’s first customers for XENIX was a software
company known as 3Com Corporation, which had been founded
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in 1979 by Bob Metcalfe in Santa Clara, California. Metcalfe
wanted to use XENIX for his company’s initial product, net-
working software called TCP/IP that linked together personal
computers.

Gates and Metcalfe had met each other for the first time in
Chicago in late 1979, a short while before they did business
together, when they appeared at an industry soiree to talk about
the future of personal computers before executives of Sears Roe-
buck & Co. The function was organized by a crusading industry
visionary named Blair Newman, whom Gates knew from
Harvard.

During his talk that day in Chicago, Newman suggested that
Sears establish high-tech stores across the land to sell comput-
erized home appliances, which could all be controlled elec-
tronically by what he called a “Home Bus.” (In this case ““bus”
referred to the path along which digital information was trans-
mitted between a computer’s microprocessor and hardware.)
Newman continued to pitch his Home Bus idea at the Consumer
Electronics Show in Las Vegas in January of 1980.

Newman was brilliant but impatient and unstable. He led
a tragic, troubled, drug-addicted life until killing himself in
1990. He had entered Harvard Business School in 1975 at age
28, with the highest test score of anyone ever admitted. When
Gates wasn’t monopolizing the school’s PDP-10 to further en-
hance BASIC for the Altair, Newman was using the computer
to study a Las Vegas hotel owned by Hughes, a project which
later landed him a job with Hughes’ holding company, the
Summa Corporation. In 1979, after working briefly as a con-
sultant for Apple Computer, Newman formed Microtype, a com-
pany that planned to produce computerized typewriters. New-
man persuaded Gates and others to invest about a quarter of a
million dollars in the business. Gates and Steve Ballmer joined
the board, as did Metcalfe, as a favor to Gates. But Microtype,
which was operating right down the road from Metcalfe’s 3Com,
soon went defunct. Shortly before the company went under,
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Ballmer phoned Metcalfe and told him they should resign from
the board, immediately. Why?, asked Metcalfe. Because, Ball-
mer explained, Newman had just told him that the purchase of
cocaine was a justifiable business expense. “We got out, before
it blew up in our faces, and the company went away,” recalled
Metcalfe.

After Microsoft licensed XENIX to 3Com, Metcalfe became
a consultant for General Electric and arranged a secret meeting
between Gates and one of the company’s senior executives to
discuss General Electric’s possible entry into the personal com-
puter market. Although GE had licensed Microsoft’s BASIC in
1976, it did not have a personal computer but planned to use
the language on a minicomputer. The meeting between Gates
and the GE executive took place in a room Metcalfe reserved
in the San Francisco Airport. Gates flew down from Bellevue.
General Electric’s well-heeled representative flew in from Stam-
ford, Connecticut. They met for less than two hours before each
got back on a plane and headed home.

“Gates didn’t really feel GE had the mentality for personal
computers, and he was right,” said Metcalfe. “GE found Bill to
be flaky. He looked like he was 17 years old, and he didn’t wear
pin-striped suits like they did. It was oil and water.”

While Gates was off selling Microsoft to AT&T, Xerox, and
the like, as well as making a few public speeches, Paul Allen
was quietly recruiting programmers and directing the compa-
ny’s technical work. In early 1980, Allen jumped in with a con-
tribution that would prove to be as big a financial boost to Mi-
crosoft as the deals being hammered out by Gates. Sales of the
Apple II had taken off, especially since it was the only computer
licensed to run the extremely popular VisiCale application pro-
gram. The Apple II, however, had its own unique chip, the 6502,
and a proprietary operating system. Apple didn’t want anyone
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else to ““clone” its computer. Microsoft faced a dilemma. Most
of its programs and languages, comprising more than a quarter
of a million bytes of code, had been developed for Intel’s 8080
chip and the CP/M operating system of Digital Research. Pro-
grams and applications written for CP/M, which had become an
industry standard, would not work on the Apple operating sys-
tem. Other software companies with CP/M products were in the
same fix as Microsoft.

Gates badly wanted a slice of the rapidly growing Apple
software market. But it would be a major effort to translate all
of Microsoft’s 8080 code into 6502 code. One day, while sitting
in the back of a pickup truck in the company’s parking lot, Allen,
brainstorming with Gates about the Apple problem, came up
with an idea. Why not try a hardware solution to the software
problem? His ingenious suggestion was to design an expansion
card that could be plugged into the Apple to run programs and
applications written for CP/M. With this card, Apple II users
could run any of Microsoft’s programs written for the 8080 chip
and Gary Kildall’s operating system.

Allen asked Tim Paterson of Seattle Computer Products to
take a crack at developing what Microsoft decided to call the
SoftCard. Paterson produced a prototype, but he could not get
it to work properly. Allen brought in another programmer and
put him on Microsoft’s payroll to help finish the project. The
SoftCard was released in the summer of 1980. Allen had hoped
Microsoft could sell 5,000 of the cards. It sold that many in a
couple of months. By the end of the year, more than 25,000
had been snatched up by Apple II owners. In all, more than
100,000 were sold. The SoftCard, with Zilog’s Z80 micropro-
cessor (a faster clone of the 8080), was teamed with CP/M,
which Microsoft licensed from Digital Research, and came with
a copy of Microsoft BASIC.

The SoftCard was Microsoft’s first piece of hardware, pro-
duced in the company’s new consumer products division headed
by Vern Raburn.
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“It was not until the Apple II came along that everyone
realized just how huge a marketplace software could be,” said
Allen.

While Gates played the more visible and exciting public
role of wheeling, dealing, and managing Microsoft, Allen was
content to stay behind the scenes, working on technical inno-
vations like the SoftCard. But their abilities and personalities
tended to complement one another and thus the company.

Steve Wood, who would leave Microsoft for another job
about the time the SoftCard came out, explained the differences
and similarities he found in working with the two: “Bill was
extremely driven, very intense, very impatient, and in terms of
personal relationships, he was very challenging. He could be
very confrontational, extremely so. A lot of people found him
difficult to work with over long periods of time because of that.
You had to have a lot of self-confidence. But what a lot of people
don’t understand is that Paul, to some extent, had some of those
same traits. They just manifested themselves in different ways.
He, too, was very ambitious and very competitive. But Paul
tended to be a lot more patient about things than Bill. That was
always a very nice counter.”

Allen also had a diverse set of interests outside of work. He
loved going to Seattle SuperSonics basketball games with his
father, mother, and sister, or jamming with other Microsoft mu-
sicians at his home. He and a few of the company’s new pro-
grammers had even formed a band. Gates, on the other hand,
was much more focused on work. He had little in the way of a
social life outside of Microsoft. “Bill was much less one of the
guys than Paul,” said a programmer who went to work at Mi-
crosoft in early 1980. “He was much more into working. If you
wanted to be around him, you worked with him.”

But Gates did unwind occasionally at Microsoft parties,
which were thrown fairly often, usually at someone’s home or
apartment on a weekend night. These parties were a welcome
break. Another programmer described the Microsoft party
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scene in 1980, before the company’s project with IBM pretty
much put everything outside of work on hold for about a year,
this way: “There was drinking, some pot smoking. The parties
were for the most part limited to people from the company staff.
The number of males was pretty lopsided, just like at the com-
pany. It was fairly typical stuff for that age group at that time.
It occasionally got out of hand, but usually not too much. I do
remember one time Bill stumbling and falling down a staircase,
and when somebody made a remark about that, he said some-
thing to the effect that he liked stair-diving, and he went up to
the top of the stairs and did it again.”

These parties were also a time for competitive game play-
ing, in keeping with the character of the people who worked at
Microsoft and their stair-diving boss. One game in particular,
“spoons,” was played at nearly every company party back then.
Players sat in a circle, in the center of which a small circle of
spoons were arranged with handles facing out. There was one
less spoon than the number of players. Cards were then dealt
as in poker, and when a player got a predetermined hand, he
or she could reach for a spoon. Everyone else immediately
grabbed for a spoon, too. The player who didn’t react quickly
enough was out of the game. But just like in poker, bluffing was
a big part of the game, and anyone touching a spoon on a bluff
was out. '

“Of all the times that I played that game, and there was
something like a couple of times a month at least, I don’t think
I ever saw a game that Bill didn’t win,” said Michael Orr, a
manager on Microsoft’s COBOL language development project
who was hired in late 1979. “You can believe that a lot of pretty
energetic and talented people were saying to themselves, ‘God
damn it, I'm going to get this guy this time, no matter what!’
But I don’t think I ever saw him lose.”

This intense competitive spirit had been woven into the
fabric of the company, and it was as much a part of the work
scene as the party scene. Gates and his senior programmers,
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who often had out-of-town business with OEM customers, had
arunning contest to see who could leave the downtown Bellevue
office closest to flight time and still catch their plane at Seattle-
Tacoma International Airport, about 18 miles way. Gates held
the record at something like 12 minutes, which would have been
astounding even with no other cars on the road. And the free-
ways around Seattle, especially heading to the airport, were
always congested.

Pushing things to the edge was the Gates way. The work
ethic at Microsoft, if anything, had intensified since the move
to Bellevue. There was, in fact, a mystique about the long hours
employees worked at Microsoft. There was an unstated job re-
quirement that employees had to be at the office late into the
night and on the weekends, regardless of how much work they
had on a given day. No one wanted to be the first to leave.

“We were being driven to the edge all the time,” said one
programmer.

The long hours and demanding personality of Gates finally
got to Marla Wood, who kept the company’s books and helped
with other office chores after the move from Albuquerque. She
often had to fetch hamburgers and milk shakes from across the
street each day for the programmers, who never left the office
for lunch.

For a while, Marla had been the office staff, but gradually
the company hired a secretary, a receptionist, and several other
people for clerical duties. Then Gates started dating Microsoft’s
secretary, which created hard feelings in the office. The young
woman would show up late and leave early—not exactly the
regimen expected of someone who worked for Microsoft.

Gates was often condescending to the five or six other
women who worked in the office, none of whom had any tech-
nical background. Gates would often lose his temper, which was
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upsetting to staff workers unfamiliar with his confrontational
style. v

“Paul was much easier to work for,” said Marla. “He would
blow up, but five minutes later it would be as if nothing hap-
pened. . . . Of the two, I'd rather work for Paul than Bill any
day. They are very different personalities. . . . [We] were always
relieved when he was out of town.”

In 1980, Steve and Marla Wood had bought a new: home
and were trying to landscape the yard and fix the place up. But
because of the long hours they put in at Microsoft, they never
got home until well after dark. They would typically sleep for
a few hours, get up the next day, and head back to the office.
They could only spend time working on their home from week-
end to weekend, and even then, Steve was often unavailable.

“I was getting very frustrated with things,” recalled Marla.
“It was getting extremely hectic.”

The last straw came for her one day at work when she went
to see Steve, who was not only her husband but her boss, to tell
him the women in the office wanted to be paid for all the hours
of overtime they had been putting in. In addition, they wanted
all the back pay they were entitled to. Unlike the men, who
were paid a straight salary, the women were hourly workers.

Steve Wood took their grievance to Gates, who agreed to
start paying overtime, but refused to pay any back pay.

Marla had warned Steve that the women might file a wage
complaint with the state Department of Labor and Industries if
their demands were not met. “Let them,” Gates told Steve. “I
don’t care.” So the women did just that.

“Bill came storming into my office, absolutely purple he
was screaming so much,” recalled Marla. “He said we had ruined
the reputation of his company.” She went in tears to Steve’s
office, saying she couldn’t take it anymore. At that point, Steve
told her that he himself had an appointment the next day with
a corporate headhunter. It was the first time Marla realized her
husband, Microsoft’s general manager, wanted out, too.
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Gates’ fit over the overtime pay seemed excessive given that
it amounted to only a couple hundred dollars. In the end, the
women got their way.

When Marla Wood left, Microsoft hired a professional book-
keeper. The bookkeeper was appalled that a company approach-
ing eight million dollars in annual revenues was keeping track
of its money by handwritten ledgers. Microsoft soon comput-
erized its bookkeeping, though even then it used only a small
Radio Shack TRS-80.

Steve Wood left the company to join a young Texas outfit
called Datapoint. Unlike his wife, it was not the work load that
had driven him out. Microsoft was a partnership between Gates
and Allen, and there was no equity participation for anyone else,
no employee stock plan. For him there was little financial in-
centive to stay and work so hard. Also, Wood believed that Da-
tapoint was on the cutting edge of computer technology, making
state-of-the-art developments in office automation, word pro-
cessing, networking, and electronic mail.

With Wood about to leave, Gates again turned to a friend
for a key management job in the company. In June 1980, he
brought in Steve Ballmer as assistant to the president.

Gates said later in an interview: “When we got up to 30
(employees), it was still just me, a secretary, and 28 program-
mers. I wrote all the checks, answered the mail, took the phone
calls—it was a great research and development group, nothing
more. Then I brought in Steve Ballmer, who knew a lot about
business and not much about computers.”

The son of Swiss immigrants, Ballmer grew up in Detroit,
where his father worked for the Ford Motor Company. After
getting his applied mathematics degree from Harvard, Ballmer
worked for a couple years as assistant products manager at Proc-
ter & Gamble before heading off to Stanford’s business school.
He had been there about a year when Gates called.

At Procter & Gamble, Ballmer had become known for rede-
signing the company’s Duncan Hines cake mix box so that it sat
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on store shelves horizontally rather than vertically to grab more
shelf space. Ballmer would later say that’s what he wanted to
do at Microsoft—help Gates squeeze out the competition.

In time, Ballmer would be called everything from Gates’
alter ego and Microsoft’s No. 1 cheerleader, to the world’s ul-
timate marketing expert. Regardless of the accuracy of those
descriptions, his importance to the company—and to Gates—
cannot be overstated.

“If you are going to write about Bill,” said one of Microsoft’s
most senior executives, ‘“‘you must give substantial attention to
Steve Ballmer. He is a much more important player than he’s
chosen to let people know. He’s so bright, so intense. He’s much
more than just a lieutenant for Bill. There’s such a high level
of trust and high bandwidth communication between the two.
They trust in each other’s IQ. They are equivalently intense.”

It took time for Ballmer to find his place at Microsoft. Until
then, he did just what his job title said, assist the president. And
he was well prepared to serve. During his senior year at Har-
vard, Ballmer was head equipment manager for the football
team.

“Steve would talk about how important that experience
with the football team had been,” recalled that same senior
Microsoft executive. “‘I think he saw himself as not one of the
players, but someone who loved making sure the bucket of water
was there so the team could win. Bill was going to be the quar-
terback, and Steve was going to be the guy who would do any
damn thing it took to make this work.”

Ballmer did not have long to wait after joining Microsoft
before he made himself very useful to Gates. In July of 1980,
Gates was busy helping develop a BASIC for Atari. The video
game company was entering the personal computer sweep-
stakes, and Gates had met several times already with chairman
Ray Kassar.

One morning in late July, while Gates was preparing for a
meeting with Kassar, he took a call from a man who identified
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himself as Jack Sams of IBM. Sams told Gates he wanted to fly
out to Seattle for a talk. He was not specific about a time. Gates
looked at his desk calendar. ‘“What about next week?”” he asked.
Replied Sams, “What about tomorrow?”” When Gates got off the
phone with Sams, he called Kassar in California and canceled
their meeting for the next day. Gates then walked in to Ballmer’s
office. IBM was coming, he told his friend. Better get out the
suits, said Ballmer.

They were the corporate odd couple, on opposite sides of
the country. The thought of free-spirited Microsoft climbing
into bed with a stuffed-shirt outfit like IBM was about as incon-
gruous as the fact that the greatest computer company in the
world was shut out of the desk top computer market in 1980.

In the five years since the Altair had shined briefly in the
night sky above Albuquerque, guiding the way for young en-
trepreneurs with genius and vision, nearly 200 different brands
of microcomputers had been brought to the high-tech market
place, and those with the IBM nameplate had been quietly with-
drawn out of embarrassment. Thomas J. Watson, Sr., would have
rolled over in his grave had he known that in July of 1980 high-
level executives in the company were suggesting IBM go out
and buy a personal computer from someone like Atari and stick
Big Blue’s name on it.

It was 1924 when Watson changed the name of Computing-
Tabulating-Recording Co. to International Business Machines
and created an accounting machine monopoly. Since then, the
company had enjoyed a long history of success. In the 1950s,
even though Sperry-Rand’s UNIVAC I was the first commercial
computer, IBM quickly captured more than ninety percent of
the market with its punch-card “Giant Brain” machines. Its 360
series mainframe computer that debuted in 1964 took seventy
percent of the market and set a standard that is still a model
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today. The initials IBM became synonymous with computers.
IBM was one of the world’s most successful and admired com-
panies, the bluest of the blue chips, its stock a favorite of Wall
Street. But the giant corporation was also straightlaced and
stuffy, a bureaucratic institution that tended to stifle individu-
ality, smother creativity, and paralyze action. For years, it had
an unwritten dress code that executives wore only white shirts
and conservative blue suits, hence the nickname Big Blue. Em-
ployees posted “THINK” signs in their offices and sang a com-
pany song, “Hail to IBM,”” which ended with a promise to ““toast
the name that lives forever”’—IBM.

But the federal government didn’t want IBM to live forever,
at least in its present form. In January 1969, the Johnson ad-
ministration, on its last working day in office, filed suit accusing
IBM of monopolizing the U.S. computer industry. Three ad-
ministrations would subsequently argue that IBM’s market dom-
inance should be diminished, that Big Blue be dismembered into
Baby Blues, much the same way that Ma Bell was later chopped
up into so many Baby Bells. The very life of the company was
at stake. When the Reagan administration finally dropped the
antitrust suit in January of 1982, the court proceedings had run
over 200,000 pages and an entire law firm had been created to
try to save IBM.

The suit hung over the company’s head like the Sword of
Damocles in 1975 when Paul Allen fed BASIC into the Altair
and the machine typed out ‘“Ready,” signaling the start of the
microcomputer revolution. In part because of an internal circle-
the-wagons mentality that resulted from the suit, IBM had been
steadily losing ground in the computer market. By 1980, its
market share was down to about forty percent, and that came
entirely from sales of mainframes and minicomputers. IBM had
nearly drowned in its first attempt to test the waters of the small
computer market with its 5100 series in the late 1970s. The
machines were taken off the market.

The company’s efforts to produce a low-end commercial
product were centered at its plant in Boca Raton, Florida, known
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as the Entry Level Systems unit. There, several projects were
underway. An engineering team headed by Bill Sydnes was
working on the System 23 Datamaster, which was a follow-up
to the ill-fated 5100 series. The System 23 machine used a mix
of IBM and non-IBM parts. A competing group in Boca was
considering a small computer sourced entirely from outside
IBM—in other words, buying a machine from another company.

Most of those working in Boca Raton did not believe it
possible for IBM to develop its own successful personal com-
puter, given the existing structure and culture of the company.
The personal computer had been created out of an entrepre-
neurial spirit that didn’t exist at IBM. The personal computers’
designers were hackers and hobbyists, young radicals with long
hair who wore faded jeans and listened to loud rock 'n’ roll
music. The birthplace of the leading personal computer of the
day, the Apple, was a garage, not a huge corporation that could
not overcome its own bureaucratic inertia.

This was the message, anyway, that Bill Lowe delivered in
early July of 1980 to his bosses at IBM corporate headquarters
in Armonk, New York, about an hour’s drive north of New York
City in the Hudson Valley. In his meeting with the Corporate
Management Committee (CMC), Lowe proposed that IBM go
out and buy a computer from Atari.

Lowe, director of the Boca Raton lab, was told this was
blasphemy, “the dumbest thing we’ve ever heard of.”” He was
sent back to Florida with orders to do what ever had to be done
to develop IBM’s own personal computer. He was to assemble
a task force and bring back a prototype of IBM’s ““Apple” in 30
days!

In the book Blue Magic, a fascinating, inside look at the
development of the IBM PC, authors James Chposky and Ted
Leonsis said Lowe had carefully planned this strategy, knowing
the CMC would never accept his proposal and that they would
tell him to come up with the company’s own product, free of
the current corporate structure.
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Lowe went back to Boca Raton and picked his team, 13
engineers not cut from the traditional blue cloth of IBM—a bak-
er’s dozen of free spirits.

“If you’re competing against people who started in a garage,
you have to start in a garage,” said Don Estridge, the man Lowe
eventually selected as the day-to-day project manager and team
leader. Of all those involved in the PC project, Estridge would
become the most visible and the best known.

The task force agreed the new computer should be an “open
architecture’ system. In other words, critical components of the
machine, such as the microprocessor, would come from existing
technology in the market place and would not be proprietary,
like components in the Apple. Industry guru Adam Osborne said
he was one of two outside consultants advising IBM to make
their architecture open. The other was Portia Isaacson. “‘I didn’t
realize at the time,” said Osborne, “that both of us were telling
IBM, ‘Don’t build your own hardware and software.” ”

This radical break from Big Blue’s tradition would turn out
to be the key decision that made the IBM PC an industry stan-
dard. But it was done out of necessity, to save time.

It was decided that the machine’s software, including the
vital operating system, would also come from an outside vendor.
Responsibility for securing the software fell to task-force mem-
ber Jack Sams, and in late July of 1980 he placed a call to
Microsoft out in Bellevue, Washington, and asked to speak with
Bill Gates.

Sams was not altogether unfamiliar with Microsoft. A vet-
eran of the IBM development team that produced its famous
360 series of mainframe computers, Sams was a software and
operating system expert. Most recently, he had been involved
with Bill Sydnes on the System 23 project in Boca Raton. In
fact, Sams had recommended to Lowe that IBM contract with
Microsoft to develop a BASIC for that project, but his recom-
mendation was rejected. IBM came up with its own software
for the System 23 machine. “It just took longer and cost us
more,” said Sams.
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In July, when Sams phoned Gates, the task force had less
than a month remaining to come up with a prototype machine
and gather information that Lowe would need in making his
report to the CMC in August. The corporate brass had not yet
approved the PC project. Sams’ mission in visiting Microsoft
was merely to look the campany over and report back to the
task force. Gates would not be told of IBM’s plans. He would
only be asked very general questions. But he would have to sign
IBM’s famous nondisclosure agreement. The project was hush-
hush even within IBM, and anything discussed at the meeting
had to remain confidential.

“In that first meeting, we were just prospecting. We wanted
to determine whether they had the capability to deliver on a
schedule we knew we would have to meet,” said Sams. “If we
had gotten out there and found out they were only three guys,
we’d have to take a hard look at whether they would be able
to do the work or not.”

Sams made the trip to Microsoft with two others from IBM,
an executive from purchasing and someone from corporate re-
lations. They were along more or less as “witnesses,” Sams said.
IBM was paranoid about security. When they got off the elevator
on the eighth floor of the Old National Bank building in Belle-
vue, the receptionist notified Gates, who was in his office.

“I knew Bill was young, but I had never seen him before,”
said Sams. “When someone came out to take us back to his office,
I thought the guy who came out was the office boy. It was Bill.
Well, I'll tell you or anybody else, and I told IBM executives
this the next week, that by the time you were with Bill for fifteen
minutes, you no longer thought about how old he was or what
he looked like. He had the most brilliant mind that I had ever
dealt with.”

Gates would later say that the IBM team asked him “‘a lot
of crazy questions” at that first meeting. The next day, Steve
Ballmer typed up a letter for Gates to sign, thanking IBM for
the visit.
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When Sams got back to Boca Raton, he gave a favorable
report about Microsoft and its young president. “I recom-
mended that we base our plan on using their firm,” Sams said.
“We left after the first meeting feeling they could respond to
what we wanted them to do. I felt their answers were open, and
I thought they were correct.”

A few weeks later, in the dog days of August, Bill Lowe
flew back to Armonk. With him were Bill Sydnes, Lewis Eg-
gebrecht, and the prototype machine that would become known
as the IBM PC. Sydnes was engineering manager for the project.
Eggebrecht, an engineer, had worked with him on the proto-
type. After seeing a demonstration of the machine and hearing
the report from Lowe, the CMC gave the go ahead. The project
would be code named “Chess,” and Lowe would have exactly
one year to get the new machine to market.

The engineering team was to be cloistered in Boca Raton
and would work as an Independent Business Unit, or IBU.
Former IBM Chairman Frank Cary, in an oft-quoted remark,
said the IBU was “IBM’s answer to the question, ‘How do you
make an elephant tap dance?” ”

This was an outfit of technological Green Berets, a Dirty
Dozen who would soon grow into hundreds.

A second meeting between Microsoft and IBM was held in
late August, not long after Project Chess had received corporate
blessing from headquarters in Armonk. Sams told Gates on the
phone that he was bringing along four others from IBM, in-
cluding an attorney. When the five “suits” arrived at Microsoft,
they were met by an equal number of representatives from Mi-
crosoft. Gates was joined by Allen, Ballmer, Nishi, and an at-
torney from his father’s law firm.

Once again, Gates and his team were asked to sign the non-
disclosure agreement, and after this formality they were then
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told what they already suspected: IBM had a top secret project
underway to develop a personal computer.

Numerous published accounts over the years have said that
it was Gates who, after hearing about the project, told the IBM
group their microcomputer should be built around the 16-bit
Intel chip and not the old 8-bit 8080 chip. Gates knew the more
advanced chip would allow Microsoft to write much more pow-
erful software for the new computer. The preface to Microsoft’s
own MS-DOS Encyclopedia states that Gates and Microsoft con-
vinced IBM to base its machine on the newer and faster chip.
“IBM was, however, unsure of microcomputing technology and
the microcomputing market . ..,” the preface says. “One of
IBM’s solutions—the one outlined by Sams’ group—was to base
the new machine on products from other manufacturers. All the
necessary hardware was available, but the same could not be
said of the software. Hence the visit to Microsoft with the ques-
tion: Given the specifications for an 8-bit computer, could Mi-
crosoft write a ROM BASIC for [IBM] by the following April?
Microsoft responded positively, but added questions of its own:
Why introduce an 8-bit computer? Why not release a 16-bit
machine based on Intel’s 8086 chip instead? At the end of this
meeting—the first of many—Sams and his group returned to
Boca Raton with a proposal for the development of a low-end,
16-bit business workstation. The venture was named Project
Chess.”

Microsoft’s official version of history is exaggerated, how-
ever, according to key members of the Project Chess task force.
All affirmed that IBM engineers in Boca Raton had decided to
use 16-bit architecture long before Gates was ever told about
the machine. Bill Sydnes, engineering manager for Project
Chess and the first man to be hand-picked by Lowe for the 13-
member task force, had this to say about Microsoft’s claim:

“That’s a crock of bull. Absolutely a crock of bull. We had
already done the System 23 with an 8-bit architecture and the
hardware was completely done and ready to ship and the op-
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erating system was about a year or year and a half away when
we started the PC program. So I moved over to do that and we
had firmly settled on the fact that it had to be a 16-bit archi-
tecture because of where we thought the machine was going to
go over time.”

Several chips were considered for the IBM personal com-
puter, according to Sydnes, including Motorola’s 68000. But
this 32-bit chip had some technical flaws. “Basically, Motorola
wasn’t ready,” Sydnes said. “They were still six to nine months
off from where we needed them to be.” The task force even-
tually decided to use Intel’s 8088 chip rather than the 8086.
The 8088 was a 16-bit chip with some characteristics of 8-bit
technology. The main reason for going with this chip was that
it was not as fast as the 8086, which Sydnes said had a little too
much horsepower for the machine they envisioned. By using
the 8088 chip, engineers could easily upgrade to the 8086 in
time.

Sams confirmed that the Boca Raton group had already de-
cided to use a 16-bit chip before Gates was contacted. But he
said Gates was not told this at the second meeting, because of
the IBM secrecy protocol, so Gates may well have believed he
was making a recommendation that IBM acted on.

“We had selected the 8088 for reasons of our own, but we
did not tell that to Bill,” Sams said. “We essentially asked for
his recommendations and among his recommendations was that
we use the 16-bit architecture. I'm sure he believes he sug-
gested it to us. But we clearly never intended to use the 8-bit
CPU again.”

Gates also recommended that the IBM computer have color
capability, Sams said, and he made several suggestions about the
keyboard.

IBM wanted Microsoft to supply software development
tools such as BASIC for its personal computer, and Gates agreed
to do so when he met with Sams for the second time in late
August of 1980. Don Estridge, the leader of the Project Chess
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team, would later explain to Byte magazine why IBM did not
go with its own BASIC: “IBM has an excellent BASIC—it’s well
received, runs fast on mainframe computers and it’s a lot more
functional than microcomputer BASICs were in 1980. But the
number of users was infinitesimal compared to the number of
Microsoft BASIC users. Microsoft BASIC had hundreds of thou-
sands of users around the world. How are you going to argue
with that?”

As far back as Albuquerque, Microsoft’s slogan had been
“We Set the Standard.” That vision and commitment was now
about to pay off.

Since there was not enough time to develop its own software
for Project Chess, IBM not only needed to buy BASIC, but more
importantly a microcomputer operating system from an outside
source. And the most popular one at the time was CP/M, the
operating system developed by Gary Kildall of Digital Research.
Sams said he was under the assumption that Microsoft had the
rights to the CP/M source code when he first contacted Gates
in July. Microsoft had just released the SoftCard, which allowed
products written for CP/M to run on the Apple II. “Our target
market was the Apple software,” said Sams. “People were buy-
ing the Apple for business purposes and we knew the products
would sell. Many of these products were based on CP/M, so it
was clear to us that we needed a CP/M or compatible machine.
Our proposal, the one we originally talked to Microsoft about,
was to use the source code for the SoftCard they were then
marketing for the Apple. . . . I presumed they were able to offer
us a 16-bit version of the operating system. But we really didn’t
discover until the second or third meeting that was not true,
because we weren’t able at the first meeting to ask the sort of
detailed questions we wanted to ask.”

Microsoft not only did not have the rights to sell or license
the CP/M source code to IBM, but Digital Research, which
owned CP/M, had not yet developed a 16-bit version of the
software. Obviously, Sams and the IBM team were a little out
of touch with what was happening in this new industry.
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Sams flew to Bellevue to meet with Gates several more times
during September. At what would have been their third or
fourth meeting since the first contact, they talked at length about
the operating system for the new PC. IBM wanted Microsoft to
supply it with not only BASIC but also languages such as FOR-
TRAN, COBOL, and Pascal. Stand-alone BASIC could function
without an operating system, but Microsoft’s other languages
could not. IBM needed to make up its mind about what it wanted
to do for an operating system, Gates said. Time was short. “Bill
told us if we wanted a 16-bit CP/M, we would have to deal with
Kildall,” said Sams. “We said ‘oops.” We had really only wanted
to deal with one person. But now we had to talk with Kildall. I
asked Bill if he would make an appointment for us.”

Gates picked up the phone in his office and called Kildall
at Digital Research. Gates told Kildall he was sending him some
important customers, “‘so treat them right.” He then handed
the phone to Sams, who made an appointment for his team to
visit Kildall the next day.

Gary Kildall and Bill Gates went back a long way, to Com-
puter Center Corporation when Gates was one of the bunch of
crazy kids from Lakeside hired to try to crash the C-Cubed
computer.

Little did Gates know how often in the coming years his
path would cross that of Kildall, who had occasionally paid night-
time visits to the young programmers at C-Cubed, or how pro-
found the consequences would be. A Seattle native whose father
owned a navigation school, Kildall had enrolled as an under-
graduate at the University of Washington with thoughts of be-
coming a high school math teacher until a friend showed him a
computer program written in FORTRAN. He was immediately
hooked. He later designed a program to help his father calculate
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tide tables, a job previously done by hand for a local publishing
company.

After getting his graduate degree in computer science in
1972, Kildall moved to the California coastal town of Pacific
Grove on the Monterey Peninsula, where he taught computer
science at the nearby U.S. Naval Postgraduate School. Kildall
bought one of Intel’s first 4004 microprocessor chips and wrote
a simple programming language for it, which landed him a one-
day-a-week consulting job at Intel up the coast in the Silicon
Valley. When Intel released its 8-bit 8008 chip, the same mi-
croprocessor that Gates and Allen were working with in Seattle
to build their Traf-O-Data machine, Kildall developed a pro-
gramming language for it, too. In return for his consulting work,
Intel gave Kildall a small computer that he set up in his classroom
at the Naval Postgraduate School. Kildall, who did not have the
necessary hardware expertise, brought in John Torode, a friend
from the University of Washington, to develop a disk drive for
the computer, which had since been upgraded with Intel’s 8080
chip. Kildall, meanwhile, worked on a simple operating system
called Control Program for Micros to store information on To-
rode’s computer disk. By 1974, they had a crude microcomputer
with an operating system, and they sold two of the machines to
a computer company in the Bay Area. This was several months
before the Altair appeared on the cover of Popular Electronics.
In time, Kildall began selling his software and the CP/M oper-
ating system to computer makers through Intergalactic Digital
Research, a company he had formed with his wife, Dorothy
McEwen. They quickly shortened the name to Digital Research.
In 1977 Seymour Rubinstein, marketing director of IMSAI Man-
ufacturing in San Leandro, California, paid Kildall $25,000 for
the right to run CP/M on IMSAI 8080 microcomputers. IMSAI
had been started soon after the Altair debuted in 1975, and
quickly seized the lead in microcomputer sales.

Meanwhile in Albuquerque, Gates was doing everything he
could to help make CP/M an industry standard.
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For a language company like Microsoft, supporting different
microcomputer operating systems was a business nightmare.
Each operating system had its own way of doing things, such as
managing memory and file systems. If Microsoft’s programmers
could write software for the same operating system on each
computer, all they would have to do was modify their code
slightly for whatever specific devices a customer’s computer
might have.

“When we were talking to another OEM, a hardware cus-
tomer who wanted to run BASIC or any of our products, we got
to a point by 1977 or *78 where we were always trying to get
them to go to Digital first and get CP/M running because it
made our job a whole lot easier,” recalled Steve Wood. “When
we were doing custom things like the General Electric version
or NCR version, it got to be a real headache. It made our lives
a lot easier if someone would just go license CP/M and get that
up on their machines and then our stuff would pretty much run
as is. And Gary would do likewise. If someone went to him to
license CP/M and they were looking for languages, he would
refer people to Microsoft. It was a very synergistic kind of
thing.”

In fact, there was an unwritten agreement between Gates
and Kildall that Microsoft would stay out of the operating system
end of the business, and Kildall would not get into microcom-
puter languages, according to industry sources.

Not that Microsoft did not want to get into this market, too.
“Early on in New Mexico we talked about developing an op-
erating system,” said Wood. “We asked ourselves if we should
really be referring all this business to Gary. We always came
back with the same answer: We have all this other stuff to do.”

At one point, probably in late 1978, Gates considered a
merger with Digital, which certainly would have changed the
face of the industry. Gates flew to Monterey and talked about
a possible deal over dinner at the Kildall home. “It was a fairly
serious discussion,” said Kildall. “At the time, Microsoft was
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thinking about moving but they couldn’t decide where, either
back to Seattle or to the West Coast. . . . I thought it was an
okay idea [a merger], but we weren’t able to come to any final
agreement. I don’t know how our personalities would have
mixed. I got along fine with him, but we would have had to
explore it more. . ..”

Microsoft was not the only company trying to promote
CP/M as an industry standard. LifeBoat Associates, a New York
software distributor that had started out as a club for CP/M
users, pushed it as well, publishing a catalog of Digital’s soft-
ware. Microsoft also sold its CP/M-based languages such as FOR-
TRAN through the catalog. Later, LifeBoat Associates did CP/M
implementations. OEM customers would license the operating
system from Digital, then ask LifeBoat to have it ported to their
computer. Microsoft worked closely with LifeBoat in trying to
make CP/M a standard. “There was this vigorous effort to get
all the computer makers to support that operating system, and
Microsoft’s languages too,” said one Microsoft programmer.
“There was intense lobbying from Bill and from Tony Gold of
LifeBoat Associates. What really created the microcomputer <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>