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Introduction

How to begin to tell the story of Autodesk? The company was so unusual in its origin, so unconventional in its
growth, and so eventful has been the road that started with a small group of programmers sitting around talking
about building a company and has led, so far, to a multinational company which is the undisputed leader in its
market, that it's tempting just to shrug your shoulders and say “you had to be there”.

Because Autodesk started out as a very decentralised organisation and has remained one to some extent, and
also because of the prolix proclivities of its founders, who would rather write a book than talk on a telephone
for ten minutes, the genesis, evolution, and history of Autodesk has generated a large volume of paper.

Unlike many companies, whose history can be recovered, if at all, only by a major oral history effort, one can
watch Autodesk develop by reading the documents that were, during the company’s development, the primary
means of communication between the people involved. Reading these documents lets you see how assumptions
we seldom question today got cast into concrete, how many blind alleys we had to explore to find answers
which seem, in retrospect, utterly obvious, and how throughout the history of the company, when a major effort
was called for to advance the company, Autodesk people have always responded with the energy, creativity,
responsibility, and dedication which are the largest reasons for Autodesk’s great success in the market.

Too many business books, like histories of science, tend to tell the story as a straightforward progression
from start to finish. Reality is never that easy. Decisions are made in the face of incomplete and unreliable
information because themustbe made. There’'s no way to tell a promising avenue of success from a blind
alley when you turn onto it—you only find out much later. As you read through these documents, you'll be
seeing it all, and if it seems tedious and repetitious, it's because the process of building a casngpiery

tedious and repetitious. But it's also rewarding, and | hope that these documents also convey the feeling of
exhilaration, challenge, and accomplishment that everybody felt as we built this company into what it is today.

When you read these documents, you're opening time capsules buried as Autodesk developed. The documents
are presented with essentially no editing other than that required to convert them from the variety of document
processors in which they were written intgXl Some irrelevant material, such as five-year-old name and address
lists, has been deleted but no elisions have been made which rewrite history, cover up errors, or otherwise alter
the record. Where appropriate, I've added footnotes to explain matters which might not be clear at several
years remove and to call out important items mentioned in passing in the text.

Since this is a history in documents, the picture of the company it presents is unavoidably coloured by the
documents available when this history was prepared. The resulting collection weights my contribution heavier
than it was because | write prolifically and keep everything | write. It covers AutoCAD-80 far out of proportion

to its importance because the AutoCAD-80 logs exist in machine-readable form and the AutoCAD-86 logs do
not. There is little coverage of the rich history of CAD/camera, and little of the development of Autodesk’s
marketing and sales organisation. The history is also weighted toward the early days of the company because as

10
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the company has grown business has come to be transacted far more in meetings and via ephemeral memoranda
than in explicit status reports. As a result, nothing of the second public stock offering has been included, nor
anything of the development of AutoCAD AEC or of AutoSketch. The absence of documents in this history is
simply the effect of what has been preserved, not an attempt on my part to emphasise or diminish the importance
of any aspect of the company’s development or any individual’s contribution.

| don’t know whether these documents show how to start and run a company that assures success in a treacherous
market or whether they simply chronicle the education of a group who was in the right place at the right time.
Probably nobody ever will know. But from a sample size of one, it's the only way | know to start a wildly
successful company, and improbable as it may seem, this is how it really hagpened.

Notes to the second 2 edition.

This second edition was made possible by the work of many people in digging up and in some cases typing in
numerous documents which were not available when the first edition was prepared. In addition, the eagle-eyed
proofreading of several people found many egregious errors and omissions in the first edition which, thanks
to their efforts, have been corrected herein. For their exertions, special thanks are due to Peter Barnett, David
Ciari, Lew Goldklang, Duff  Kurland, Valerie Lowe, Steve McCall, and LAle Moureau.

While many errors have been corrected and additional documents added, this volume remains a woefully
incomplete account of the rich experience that living through these times has been. Perhaps in some placid
period in the future I'll find the time to adequately relate such stories as “The XOR Patepijl 31, 1985,
“Random Vectors”, and “Get me to the SEC on time”. For the moment these stories of the Hungry Rats of
Autodesk must slumber alongside the Giant Rat of Sumatra, tantalising yet untold.

Notes to the fourth 4 edition.

In a way, all the earlier editions dfhe Autodesk Filevere incomplete. They chronicled the exhilarating and
frequently exasperating experience of starting a company from nothing and seeing it grow into a leader of an
industry it helped to create, but, written in the midst of ongoing runaway success, gave the impression that
continued success was merely a matter of doing the same things as before, that entrepreneurship and leadership
of an industry were one and the same. Indeed, in 1989, when the third editibheoAutodesk Fildthe

New Riders “Purple Paper Eater” book) appeared, many people at Autodesk, myself indiagdaelieve these

things.

How nave we were.

| originally began assembling this edition to commemorate Autodesk’s tenth anniversary. | guess it's only
appropriate, given the history you're about to read, that the tenth anniversary edifibie éfutodesk Filshow

up two years late and much, much larger than originally anticipated. The book has just about doubled in size
from the 1988 edition, but then the company is twice as old today and a great many things have happened since

This introduction was written for the original in-house edition, distributed in December of 1987.

2The second edition, circulated in-house, was distributed in June 1988. Notwithstanding its having been reviewed by both the legal
and accounting departments beforehand, it was promptly stamped “Confidential” and made subject to a sign-out procedure. Stripped of
trivial information, such as AutoCAD unit sales numbers and profit and loss by subsidiary (by then well out of date), it became the raw
material for the edition published by New Riders.

3But see pag®19

“The third edition ofThe Autodesk Filavas published in 1989 by New Riders Publishing as ISBN 0-934035-63-6. That book is
now out of print. The third edition was an abridged version of the in-house second edition, with chapters shuffled around and some
narrative bridges added to tell the story around the documents. This book contains everything in the third edition (except the “bridge”
sections), with all the material dropped in that book restored and more than 400 pages of new documents from the years 1988-1993.
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then. A great, great many things. ... Legally, corporations are people, but in reality they’re very different from
you and me. They don’t get wrinkles in their brows from worrying, ulcers from stress, or go bald from ripping
their corporate hair out in frustration. They age and become set in their ways, but rejuvenation is as close as the
next person they hire, given the wisdom to listen and the courage to change. This is a story of birth, growth,
maturity, aging, and rejuvenation. All of it is a story of change. The story remains incomplete. | hope it will
remain forever incomplete, for the last word of the final chapter of a complete history must chronicle the end
of this venture born with such hope in 1982. Corporations aren’'t people; with wisdom and courage, and yes
the luck to find the right people at the right time, immortality can be theirs. Let us hope that is Autodesk’s
destiny, and strive to make it so.

John Walker
Neuctlatel, Switzerland
February, 1994.



Working Paper

The Working Paper was the document which resulted in the formation of Autodesk. | wrote
it at a time when it was clear that Marinchip Systems, the company that | had started in
1977, and which Dan Drake and | had operated since 1980, did not have a bright future.
In an attempt to find markets for Marinchip’s software, we had been talking to the OEM
division of Lifeboat Associates. It was on a trip with Lifeboat to computer companies in the
Los Angeles area in December of 1981 that | first formed the idea of starting a software-
only company to provide software for the coming tidal wave of small computers from large
manufacturers. This working paper was written in 48 hours, after weeks of thinking about
what to do. This paper served as the introduction of the concept and the invitation to the
meeting to organise the company.

Marin Software Partners
Working Paper

by John Walker
Revision 4—January 12, 1982

Introduction

This document is a working paper which sets out the background, general business plan, and strategy of Marin
Software Partners (MSP), a new company to be formed by some of those who read this paper. The major goal
of Marin Software Partners will be to develop and market software packages, primarily application but also
system, for popular mass-market computer systems, including, but not limited to, CP/M, IBM 8086 DOS, and
Unix System III.

Background

Marinchip Systems and many of those associated with it in various capacities have discovered that while it

is possible to earn a reasonable living attempting to be a full-service computer company through the massive
exertion of effort and consumption of physical capital, it is not possible to achieve the success that has accrued
to those who let the mass market do their selling for them. The possessor of a unique software package such

13
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as Visi-Calc or Wordstar finds that much of the promotion of the package is done by the hardware vendor or
systems house who wants to sell a system by providing the capability the package offers.

It is far too late in the game for a successful start-up of a full service computer company without massive
venture capital and an organization which none of us knows how to manage. Furthermore, the chances of
success against those with literally unlimited advertising budgets and marketing organizations (IBM, NEC,
etc.) are very slim. However, the software business is very different. First of all, a software package can
be produced out of pure effort, with only the capital needed to finance the machine and pay the programmer.
Unlike hardware, the big vendors of mass market machines are mostly utterly ignorant regarding software, and
software manufacturing is as easy as copying discs. In addition, independent software marketing channels such
as Lifeboat Associates exist and are working in cooperation with major hardware vendors (Xerox, HP, Altos)
to sell application software to purchasers of hardware systems.

| feel that at the present time it is possible to, albeit with high risk, start a software firm with the capital
available from Marinchip Systems, and that this is the best possible deployment of that capital. No conceivable
investment in the business of Marinchip has the probability of generating a comparable return. Unlike the
hardware business, MSP will be in the middle tier of companies in its business, and will likely be in the front
rank based on competence and professionalism.

Which brings me to...

The game has changed. In 1977 this business fimas-the sellers and buyers were hotshot techies like
ourselves, everybody spoke the same language and knew what was going on, and technical excellence was
recognised and rewarded. Today, the microcomputer industry is run by middle manager types who know far
more about P/L statements than they do RAM organization. They are the people who determine whether you
succeed or fail, and their evaluations are seldom based on technical qualities. Hence, the first thing any venture
in this field has to be is businesslike.

What this means is that, first of all, any person who is unwilling to assign this venture a priority equal to
or above his current employment does not belong in MSP. That doesn’t mean you have to quit your job to
join MSP. What it does mean is that if you say you agree to a certain share, then you will deliver that share
week after week, month after month, year after year regardless of other commitments except in the case of
total catastrophe which would cause you to equally neglect any other job you have. In working with people
associated with Marinchip, the following conversation has occurred more than once:

“When will it be done?”

“Well, | don’t know.”

“Why not?”

“Well, 1 know | told you it would be done by now, but a lot of
stuff came up at work and I...”

“Isn’t this work? Don’t you get paid for it?”

If you view your work with microcomputers as a hobby, if you look on the microcomputer business as a way to
write off your home computer on your taxes or mollify your spouse about the money you spend on computers,
if you're looking for a supplementary income to pay for a disc drive or outboard motor or whatever, you do
not belong in MSP. MSP will be composed exclusively of people who intend to develop quality products,
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aggressively market them, and reap rewards far greater than those available from their current employment.
We don’t expect most people to start on a full-time basis; in fact, we're deliberately organizing the company
to provide full time support services to moonlighting implementors, but if we're successful, we expect those
involved to increase their commitment as the business grows.

If you feel, as | do, that a competent software person with the marketing connections to decide what to do and
how to sell it is in the best possible position today to become very wealthy, then you belong in MSP.

General development strategy

Marinchip Systems has developed and is expanding a business relationship with Lifeboat Associates of New
York City. Lifeboat is probably the largest independent software vendor in the world today, and is the primary
source for application software for almost all the mass market computers sold currently. Through technical
review of Marinchip products and presentations to Lifeboat customers, conversations with Lifeboat personnel,
and negotiation of a very complex OEM agreement, Marinchip has come to be seen by Lifeboat as a competent
organization in both the business and technical senses.

Lifeboat has expressed an interest in working with Marinchip to develop Marinchip products to be marketed
through Lifeboat, particularly a QBASIC compiler for the 8086 (IBM) and Z-80 processors. Additionally, our
contacts with Lifeboat give us the ability to sound out market demand for various packages, get tips on what
people are asking for and not able to find, and also contacts with OEMs who want specialized work done.

Clearly then, one of the first tasks of MSP after formation will be to meet with Lifeboat and explain our business
plan to them and get feedback and suggestions. | think that we already have the credibility to get work funneled
our way by Lifeboat, and in any case the contacts are invaluable for market research.

MSP will concentrate on development of specific products with clearly defined functions. We will not attempt
to implement grandiose systems and will not stray too far into the systems programming arena. Any program
we develop must require little or no customization for installation, and little or no user consultation after sale.
Otherwise, we can't afford to sell it. We're aiming for packages like Visi-Calc, Selector, Supersort, Wordstar,
etc.

MSP must budget a substantial percentage of its capital for advertising and promotion. Undoubtedly, some
packages will be largely marketed for us, but we cannot assume this and must realize that a market must first
be created through advertising before it can be sold to.

Form of organization

MSP will be organized as a partnership. The general partner will be Marinchip Systems Ltd. (MSL), and
the limited partners will be all the individuals associated with the company. Using this form of organization
provides the limited partners the limited liability of a corporation without the disadvantages of double taxation of
earnings, the risk of royalty income causing the corporation to be construed as a “Personal Holding Company”
subject to 70% punitive tax, and the general hassles of operating a corporation.

MSL, as general partner, will be responsible for the day-to-day operation of the company. It will provide the
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following services:

Headquarters services. Phone answering, order taking, shipping and receiving, copying.

Administrative services. Accounting, banking, billing, A/R maintenance, preparation of reports to partners.

Marketing services. Contact and negotiation with Lifeboat and other distribution channels, ad agency interface
and copy preparation, ad placement, trade show exhibition. Market research and potential product evaluation.

Project coordination. Central message dispatching between partners. Monitoring of project schedules and
reminders of delivery dates. Follow-up of customer complaints and suggestions.

Manufacturing. Manual printing, disc copying, inventory maintenance.

Limited partners will be responsible for the following:

Product development. Design, implementation, and documentation of new products.

Product maintenance. Correction of reported problems, adapting existing products to new hardware/software
systems, installation of new features, revision of documentation.

Product evaluation. Pre-sale evaluation of products developed by other partners, preparation of critiques
and problem reports for those products, interface with other partners in correcting those problems. Evaluation
of competitive products from other manufacturers, preparation of reports on those products and selection of
features and capabilities for incorporation in our own products.

Market research. Review of new product announcements, news items, advertising, and product demon-
strations with an eye to potential new markets, competition, and opportunities. Preparation of summaries of
important items for distribution to other partners.

Marketing assistance. Preparation of new product announcements, skeleton ad copy, and product brochure
copy. Attendance at shows and at meetings with customers. Telephone consultation with important customers
and potential customers.

Planning assistance. Participation in regular partnership meetings. Assistance in evaluation of partnership
goals and new product selection. Technical assistance to other partners in areas of specialization.
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Mode of operation

MSP is intended to be a “tightly coupled” business venturds ttota front for marketing individual products

and funneling royalties back to implementors. It is a partnership where partnership profits are distributed to
partners based on their percentage ownership regardless of their source. Why? First of all, one of the major
reasons to form a partnership rather than just going off on your own is the potential synergy of the various
partners and the work they develop. We hope to offer software components which can be used together in
meaningful ways, and as we go, to accumulate a “bag of tricks” (e.g. screen formatting routines, database access
utilities, etc.) which make development of hew products by all partners easier. If each partner were essentially
on his own, we could easily spend more time figuring out cross licensing and royalties for shared components
than in actual development. It would force any partner to evaluate, for each potential component used, the
tradeoff of paying for it or doing it over. This is silly and counterproductive.

Secondly, it enables us to cut the risk to each partner while remaining able to swing our resources behind those
products which “take off”. Assume we develop five products and four are losers or barely break even but one
becomes the “next Visi-Calc”. In the “royalty payback” company we would have four unhappy implementors
and one fellow with a rapidly increasing bank balance but the inability to adequately follow up the initial product
with follow-on enhancements and adaptations. With the true partnership, we can commit our resources to a
successful product as its success requires so that we can not only make a splash with it, but aggressively follow
up the initial success with the new versions, new machine implementations, and additional features needed to
expand and preserve market share.

| view the difference between the lone wolf implementor and the software marketing partnership as the difference
between gambling and business. The lone wolf has the possibility of a higher return, but far less probability
of realizing it. What matters in business is to be able to fail a large percentage of the time and still come
out ahead. Having had several blockbuster products and having watched them diddled away by insufficient
promotion and inability to concentrate resources on them as they showed promise convinces me of the truth of
this statement.

Once MSP commences operations, we will select a set of products to develop and formulate, in advance, a
development schedule, marketing plan, marketing budget, and cash flow projection per product. MSP accounting
will be structured so as to produce actual figures on a monthly basis which update the projection. We will have
partnership meetings on a monthly basis (or more frequently) in which each active project is reviewed from
a technical and marketing standpoint and a decision will be made to continue, drop, or increase commitment
to the project. Each new product we choose to undertake will be formulated and managed this way, so we
are constantly forced to target the very limited resources we have on the segments of our business which are
developing well.

Partners in MSP will prosper as the company as a whole does. This may help them to better evaluate products
and projects based on their actual prospects rather than an attachment to something based on the amount of
work that has gone into it or an attraction to an idea because it seems good. Our goal is to be able to react
rapidly when a product takes off and build other products around it.

It doesn’t take a lengthy look at the computer industry to conclude that the products that succeed are not
always the best ones. Arguing with the marketplace may make you feel good, but it's about as productive as
standing on the tracks and arguing with the Twentieth Century Limited. One of our chief goals in structuring
the company is to promote rapid feedback of real-world information into the decision making process. | know
how important this is—any reasonably dispassionate analysis of Marinchip’s business would have concluded
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as early as 1979 that the 9900 was a dead end. Yet the seductive lure of the “previous investRiewagap
such that two more years of effort were poured down a hole whose prospects of return were very limited.

That's not to say that having long term goals isn’t important or that you should have no time horizon beyond
the next month. There’s nothing wrong with a slowly developing business with a large prospect of deferred
return as long as it doesn’t bleed your resources and result in your going under just when the world realizes
that it needs what you've been selling for the last five years. What we have to guard against is blindness to a
competitive idea (for example, screen-oriented word processors) which is sewing up the market while we still
try to push something time has left behind.

Product development cycle

The business of MSP will be structured around products. Each product will be clearly defined and a written
plan will exist for each product. At any given time, it will be possible to list all the active products and review
their performance.

Each product will follow a well-defined life cycle. It begins when somebody decides that something looks like
a good potential product. This is briefly written up and then discussed at the next planning meeting. If the
product looks like it might be worth doing, one or more partners undertake the preparation of a development
plan. The development plan spells out the specifications for the final product (at the level of detail a brochure
might offer), lists potential competitive products and why ours would be better for the potential purchaser, and
estimates the time and other resources which would be required for development. If after reviewing this plan the
product still looks good, we sound out potential marketing channels and supplement the plan with projections
for marketing cost and sales. The final plan is subject to approval by the partnership before development is
started. Once development is authorized, the project goes into the implementation phase.

During the implementation phase, the partner or partners responsible for the project write and test the code
and prepare the user manual. Those responsible should be left alone as much as possible during this phase.
Only a devastating competitive announcement should be reason to reopen the project for consideration while
implementation is underway. As long as it is on schedule, the project is of little concern to the other partners.
Once an initial version is completed, including documentation, the project moves to the evaluation phase.

In the evaluation phase, a completed user copy of the package is given to a partner who has little knowledge
of its internals and is in a good position to evaluate the package from a user standpoint. That partner’s critique
of the package as well as bug reports from the initial testing are used to refine the package so that the first
release meets the highest professional standards. Remember, outfits like Lifeboat evaluate a package based on
their customers’ first impression of it. A rough first release can doom the package’s prospects. While this
evaluation is going on, the manual is edited into final camera ready form, advertising copy is prepared, and
product brochures and other promotional material are prepared and printed. When the package has been shaken
down to the extent that all are happy with it, it moves to the initial marketing phase.

In the initial marketing phase, manuals are printed so that orders can be filled immediately. New product an-
nouncements are sent to all trade publications and advertisements are placed as specified in the plan. Marketing
channels (e.g. Lifeboat, etc.) are contacted and provided with sample copies, presentations, and/or demonstra-
tions of the package. If trade journal articles have been prepared about the package, they should be timed to
appear during this time. We want to have the maximum impact possible with the introduction of the package

®As defined inHow | Found Freedom In an Unfree Worlty Harry Browne, Avon, 1973, Page 136.
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to prompt people to try it. After they try it, we hope the package will sell itself on its merits. This is the phase
in which the largest negative cash flow will be experienced, and the project will be constantly reviewed against
the plan to make sure it is within the budget. As orders begin to come in, the negative cash flow begins to
turn positive and to pay back the initial marketing debt. As this happens, the project moves to the marketing
follow-up phase.

In the marketing follow-up phase, we find out how well we've done. The project is reviewed based on:

Sales

Cost of support

User comments

Dealer comments
Competitive developments

and based on those considerations, we decide how to treat the package. We want to be as responsive to bug
reports as possible, and to regularly release updates and enhancements. We want the user to feel that the
package is “alive”, not a take it or leave it item. Also, we develop a profitable aftermarket in updates among
those already committed to the package. As long as a project is still active, we budget funds for advertising and
other marketing, and our goal is to pyramid the success of products which sell well. This raadri§ is

critical) that our first priority is support, enhancement, and promotion of those products which are doing well.
We don’t know in advance which of our products that (or those) will be—we have to let the market tell us, but
we have to listen and respond to the market's message. Marinchip’s greatest failure was to develop a product
and then not follow it up because another attractive development project was dreamed up. We cannot let that
happen here.

Optimally, the success of one or two of our products will lead to natural follow-on projects (as Wordstar led

to Mailmerge, Spellstar, etc.), which build on the sales of the original product (to start with, users of our first
product are very likely to buy the add-on). That way we can let the market lead us into the area of business we
do best in. We should review new product proposals in the light of our existing products, to see whether they
complement them. Not that we shouldn’t enter new lines of business, but those companies that have succeeded
have done so by concentration, not by breadth of product line.

If a product fails to meet its sales plan, then in the follow-up we will review its performance and the reasons
for its failure. Based on this review, we may decide to terminate the project or to remedy the product based on
market response or to modify the promotion campaign based on reactions received. However, we must avoid
throwing good money after bad, and we should expect a majority of products to fail and their projects to be
terminated. That's why we establish an advertising budget in advance and stick to it. Only exceptional and
well documented changes in the marketing environment should cause us to decide to increase our potential loss
on an unsuccessful project.

Obviously the time scale of all of this will depend on the magnitude of the product undertaken. It's conceivable
that a little CP/M utility might go from concept to follow-up in 2 months (although advertising lead times would
limit the impact of advertising until later). Given the resources we have, | don’t think we should undertake
any project where the follow-up comes any later than 9 months after the project is first defined. We just aren't
rich enough to piss away our resources for longer than that on a potential loser. If we decide that we want to
do a massive system with lots of parts, let's do it in pieces that are individually salable. Then we not only get
user feedback to guide our future development, that development is paid for from sales revenues, not from our
pockets.
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Money and management

Capital for the formation of MSP will be contributed by the general partner (MSL) and the limited partners.
Partnership interests will be calculated based on the percentage of capital contributed to the initial capitalization
of the venture. The law requires the following:

Limited partners cannot purchase their partnership interests through contribution of service$ FDithRO],

but must contribute tangible assets. Management and operation of the company is solely the responsibility of
the general partner (MSL). Violation of these rules either invalidates a partner’s ownership share or exposes
the limited partners to potentially unlimited risk in case of failure of the business, lawsuit, etc.

We do not want to select potential partners in this venture based on their bank balances, but rather their
competence, willingness to work, and entrepreneurial orientation. However, we don’t want to give away
partnership interests or make participation a no-risk venture for any partner. The owners of MSL are basically
risking everything they’'ve made for the last 5 years on this venture; the amount of money we intend to
contribute would let us lie on the beach for a long time, and we intend to make a lot more than we contributed
to compensate us for the risk, the work, and the hard times ahead. We want to know that our partners in this
venture have a stake in its success at least proportional to their ownership of the company.

The following plan is suggested for initial capitalization of the company: we will calculate the desired capital-
ization and the partnership shares of all partners. As noted above, partnership shares will be in direct proportion
to contributions. Partners may purchase their shares either in cash, by a no-interest loan from MSL secured by
equipment, or by a regular market-rate callable loan from MSL.

Here’s how it works. Suppose a partner wants to buy in for $5000. The simplest thing is just to pay the $5000
in cash. Alternatively, since many partners will want to purchase machines for software development or already
own them, they may use the money to buy a machine (getting the tax credit and depreciation benefits, which
are incredibly attractive today), then pledge that machine as security on a zero-interest loan from MSL. Or,
MSL can loan the partner the money on a regular unsecured loan at market interest rates, and that money can
be used to buy a partnership share in the normal way. At, say, 20% you can “rent” $5000 for $1000 per year.

The idea of all this is that we recognize that a substantial portion of the initial capitalization is going to be used
to buy machines for software development. Those partners who already own machines should not be forced
to subsidize those who haven’t, nor should those partners who obtain machines for MSP work be forced to
forgo the tax benefits of buying the machine themselves. By loaning at no interest against the machine, we're
allowing machine investments to be applied to partnership share dollar for dollar.

On all of these loans, it will be part of the agreement that revenues from a partner will first be applied to retiring
any debts to MSL, and only then will the partner be paid directly.

Note that none of the above has been reviewed in detail for possible adverse tax consequences (in particular
“imputed interest”) and it's possible that there may be some more tax-attractive way to go at this involving
leasing. Externally, this venture looks very much like a tax shelter, so the tax ground is very carefully covered
and one must tread with caution in possibly questionable areas.

It should be clear that if MSL loans a partner the money to buy in, that loan should have an equal position
in the recipient’'s mind with a home mortgage or auto loan. It is a real loan of real dollars which could have
otherwise been spent by the principals of MSL on themselves. It is not “funny money” or a paper accounting

®Donald M. Dible,Up your OWN OrganizationEntrepreneur Press, 1974.
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transaction, and he who receives it should expect to pay it back, hopefully from revenues of the products MSP
sells, but from other sources in the event MSP fails. Not only is this a realistic representation of what's really
going on, it will hopefully inspire in all partners the kind of seriousness about this venture with which MSL
approaches it.

If MSP fails, | will lose everything I've made for all the work I've done since 1977. | want partners who are
willing to work as hard for success as | am.

Legally, limited partners have no say in the operation of the business. It is our intent that the business will be
run as any other partnership based on partnership interests. Since | expect MSL to hold a controlling interest,
this will probably make no practical difference. | believe that the people involved in this venture should be
compatible enough that consensus will govern most actions taken by the partnership. This business can succeed
only if all partners work to make it succeed. Since MSL has the most to lose, MSL has every reason to avoid
contention and unhappiness among the rest of the partners.

Commitments of time

Partners should join the venture based on their ability to participate in it. We are not looking for investor
partners who will not be involved in the operation of the company and its projects (although if one should
stumble in, we’d be glad to talk). The principals of MSL are devoting their full time to this venture, limited
only by ongoing commitments to MSL customers and prior consulting arrangements. Potential partners must
decide for themselves how much time they have to devote to MSP. The basic quantity you should try to
calculate is hours per week. We need an ongoing, reliable commitment of time by all participants. Whether
you work two hours per day or in one fourteen-hour mad gonzo session each Saturday does not matter. If you
have a job, however, which may randomly require your full absorption for a week at a time and leave you with
stretches of idle time at random, that employment is not compatible with MSP partnership. We must be able to
guote schedules and meet them, and we must be able to coordinate work from several implementors into final
products. | know from experience that this cannot be done unless reliable time commitments are made.

The basic time commitments that participation in MSP entails boil down to the following three categories.
First, the basic time devoted to company work which can be scheduled as you see fit. The time you have
available for this work is the factor that determines the extent of your participation in the company. Second,
each partner should be available for telephone conversation at some time during business hours on a daily basis.
This is required for coordination of projects, passing on bug reports, or response to customer questions. If you
can be reached at work, say, in the afternoons, that’s all that's required. At an absolute crisis maximum, this
would represent 15 minutes per day. Normally, one call per week would suffice. This refers to calls between
headquarters and partners only, of course. If you're collaborating with another partner on a project, that time
would be counted in the first category. Third, each partner should budget the time to attend partnership review
meetings. These meetings will initially be held monthly on a regular schedule so that you can plan around
them. We will alternate meetings among the various geographic areas where partners reside. If MSP includes
partners not in the San Francisco area, we will make cassette tapes of the meetings available to those partners
and accept written project summaries from them. This is not an attractive option, and remote partners should
plan to increase the time for telephone consultation as a result.

Remember, this industry is now at a point where virtually all our competitors are ongoing operations with
full-time technical employees. We're going up against them with less capital, a distributed operation, and less
personal and financial commitment from the majority of our participants. We may very well fail. If we succeed
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(and | wouldn’t be getting into this unless the odds looked good to me) it will be because we know more about
what we're doing than most of them technically (this | know for sure), because a partner always out-produces
an employee, and because we have and will develop the contacts to aid us in product definition and marketing.
But we're going to have to think lean and hungry for quite a while and target our products with precision. And
most of all, we have to look, we have b® a serious business venture, which we only marginally are. Most

of the people who've succeeded in this game are those who sold their houses, quit their jobs, borrowed every
penny they could scrape up, hired 5 or 10 people and hung their balls out over the abyss hoping their product
would make it and bail them out. Making it while risking less is very very hard. | do not want to minimize
this, but | want to point out that the risks in getting involved in MSP are probably less than any other serious
business opportunity you're likely to find with anything like the potential return if it works.

| think we have a chance of making it with less than full-time commitments from partners only if their time
commitments are utterly reliable. We’re going to have to try to turn multiple part time people into the illusion
of a full time staff so we can react to the market and bring out products as good as our competition and faster.
That ain’'t easy. The people we're contacting as potential partners are the best computer people | know of in
this country today, and are far better in both knowledge and productivity than the staff of most microcomputer
software houses. That is what makes this possible at all.

The nature of potential products

| view the products that MSP will develop as falling into several distinct classes:

The first | call “guerrilla programming”. This consists of developing relatively small, quickly implemented
products which fill an immediate need perceived by users of a heavily promoted product. For example, a 3270-
type screen oriented data entry package which generates SELECTOR files would be such a product. Every
existing SELECTOR customer would be a prospect for our package, and systems houses who implemented
applications in SELECTOR would use our package and sell it for us to their customers. A systems programming
example of guerrilla programming would be a super-reliable file recovery program for CP/M. Again, every
CP/M user would be a prospect for this utility. These kinds of programs tend to be quickly developed, sell fast,
but don’t last long as often the vendor you're tagging along with brings out a new release with your feature in
it. However, they do make money and you can afford to do a lot of them since they don't take long to write.
You can hit it big with one of these if, say, the vendor picks up your package and starts promoting it. This is
not likely, and no project should count on this.

The second is the closed system application. This is a stand-alone application package which performs a well
defined function for a specific class of users. Visi-Calc is a superb example of such an application. If you hit
on one that's widely needed and not currently in a tolerable form on a micro you can do very well with these.
Market research is essential here, and looking at what people are paying to do on timesharing systems is a good
place to start. The “card file” very simple database is something we might do in this arena.

The third is the software tool. This is a utility program which is applicable to a wide variety of users for
different purposes. Examples are SELECTOR and other database systems, word processing programs, and sort
packages. This is a highly competitive market where large advertising budgets predominate and thus hard to
break into. However, the rewards are great. We should look at somewhat “kinky” tools that haven't penetrated
the micro market far but which have been popular on other systems. SSG and a SCCS-type facility are two
that pop into my mind.
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Fourth is the “interface gadget”. We all do this well and they sell very well in the micro market. For example,
a 3780 emulator, a CP/M to IBM disc convert utility, and so on. The problem is not being hardware dependent,
and that’s difficult in this game.

These categories overlap to some extent, but | think you get the drift of the kinds of things I'm thinking about.

A good rule of thumb is that anything we do should fill a need the potential customer already knows he has, or
should be demonstrated to a prospect in 5 minutes or less. We don't have the resources to educate the user base
or to change the world. Products for which we can prepare a “demo disc” for computer stores are particularly
attractive. We can give away a demo disc, then when a prospect walks into a store, they can run the disc which
sells the package.

Hardware and system strategy

At this moment, the best established machine base for programs is the CP/M marketplace. There are about
500,000 machines installed which can run CP/M programs in one form or another, and the importance of this
marketplace is underlined by the fact that most serious applications for the Apple now require the “softcard”
with on-board Z-80 and CP/M.

However, the industry is changing rapidly and at this instant it appears that Unix or one of its look-alikes may

become the “software bus” on 16 bit processors. We can't afford to bet on one system to the exclusion of all
others. Fortunately, most of the potential products we're able to undertake don’t require us to make a bet. We
will be doing all of our programming in high level languages, and we must choose languages available on all
of our potential target machines. At this date, C and Pascal meet this requirement.

We should seriously evaluate the option of going with CBASIC as our standard language and developing
QBASIC implementations on the newer machines. The advantage of CBASIC (CB80 compiler) is that our
work is file-compatible with a very large set of existing applications on CP/M, and with the acquisition of
CBASIC by Digital Research (CP/M’s developer), the connection is likely to strengthen.

On the other hand, the Microsoft-Unix/Xenix-IBM connection is a potent one, not to be ignored. | don't think
we should be too bogged down by all of this, though. Whatever we program something in is going to generate
object code that we distribute, and we're only going to program things which can be sold to a large number
of customers without modification. If we do things reasonably, we’ll be able to convert them to anything else
that comes along and looks attractive. After all, conversions aren’t fun, but if by converting something from
CBASIC to Microsoft BASIC | can sell another 100,000 copies, I'll convert it. We shouldn’t spend our time
trying to figure out how manyBIGPLAN Noticesan dance on the head of a bit when we could be defining
products, implementing them, selling them, and getting rich.

Why get involved?

If the tone of this paper so far has been to scare you away from this venture and to repetitively drum all the
potential risks involved in joining such an operation, that's exactly what | intended. I've tried to lay out the
whole operation complete with all the potential problems as straight as | can. So why would anybody in his
right mind get involved in such a nutty venture?
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The reason is very simple: there’s a reasonable chance of making money beyond the wildest dream of an
employee in this industry. Products like Wordstar are selling in the $10-20 million per year range today. Bear
in mind—this is a product that any of us could write in about two months. We should consider ourselves
extremely lucky to be in this business at this time in history. It's a rare piece of luck to have the field you've
chosen as your career explode into the hottest growing entrepreneurial arena just as you hit your prime, and
we’re now at the point that if we want a chance to get involved we have to act immediately. The game has
changed and the pace is accelerating very rapidly. The venture capital that remade the micro hardware business
2 years ago is just now beginning to move into the software business: within the last 3 months, Digital Research,
Microsoft, Micro-Pro, and Lifeboat have received infusions of venture capital in the $1-10 million range. This
business is getting very big and very professional, and within one year the chances of success of a tiny, heavily
technically oriented company will be nil. If we move now, if we move fast, and if we react extremely rapidly
and work ourselves to the bone, we can grab a chunk of this business before it slips away. We have to pursue
our contacts at Lifeboat because that's an open door far too priceless to ignore, and we have to have a credible
organization to open that door to further work.

If we sit back and say, “Well, I'll see how well the IBM makes out”, or “Maybe after | pay off my car”, or
whatever, we’'ll lose a chance that won’'t come by again in our lifetimes. | think that with what we've learned
from Marinchip and from the industry, that with the marketing contacts we have, with the product ideas we're
kicking around, and with the competence of the people we know, we have a real enough chance to make it that
it's worth betting everything on. But we have to haeal commitment,real performancereal responsibility,

andreal professionalism to make it. If you're interested in making that kind of commitment, | can’t guarantee
that we’ll succeed, but | can guarantee that together we’ll have a once in a lifetime experience as we try.

What it all comes down to is the following questions, which only you can answer for yourself.

Do | really want to be in business for myself?

Do | want to work with these people?

Will I enjoy it if | participate in this?

Am | likely to find a better opportunity elsewhere?

Am | likely to find a better opportunity later on?

Can | manage the risk, and does the potential reward justify it?

| think that this is it.

Nitty-gritty

| have not discussed any of the specific details of the venture in this paper, such as the amount of money to
capitalize the company, how much each limited partner would be expected to chip in, etc. Nor have | gone
into specifics about the precise organization of the company or who does what. This just isn't possible yet; |
have no idea who is really interested in it. You build an organization out of the people you have, you don'’t try
to ram people into predefined slots.

We want to start a venture which in three years will be one of the top five names in the microcomputer software
business. We’re crazy to aim lower or limit our sights. We're at a point where substantial market segments
haven't been addressed yet and by moving fast we can grab a market share and make our company grow from
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generated revenues (note that all the software houses who’ve brought in venture capital had basically saturated
their initial market first). At the point where we have to make that decision, we can be consoled by the fact
that we’ll already be millionaires.

I can think of no business (well, legal business) where we can start-up with so little capital or downside risk. If
this business looks too shaky to you, where do you expect to find a better deal? | cannot imagine any scenario
other than total collapse of society in which the sales of microcomputer application software will not grow by
a factor of 10 in the next five years. The big vendors of small machines have not only not entered the software
business, they appear totally in awe of it and willing to grab any product and promote it to sell their machines.

What do we do next

The first thing to do is to show up at our organization meeting at MSL on January 30, 1982. You should give
some thought to the points raised in this paper about commitment of time, and should also be able to give an
idea of how much money you'd be willing to risk on this venture (whether you have it or not). Also, we’d like

an idea of what kinds of work you'd like to concentrate on, and any ideas you have for products we might get
into. In particular, if there are any items in this paper that are “show stoppers” for you or with which you take
violent exception, that's the time to bring 'em up and hammer them out. At the end of that meeting, which
will probably be very long and detailed, | hope that those who are interested in proceeding know who they are.
Then we'll start putting numbers on paper and see what we’re getting into.

We should shoot for having the company in operation by mid-March. We cannot dawdle, but we also are going
to do it right this time. We’re just going to do it fast!
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Agenda

Agenda for January 30, 1982 Meeting

e Overview of MSP

Goals

Marketing targets

Potential product areas

Marketing channels
e Background

— The micro industry today

* mass market hardware
* software development
+ software marketing

— Marinchip—what we’'ve learned
— Case studies

* Micro-pro

* Scripsit

¢ What's needed to succeed

Market-directed products
— “Don’t be afraid not to innovate”

Responsive organization

Marketing follow-up and project monitoring

Highest standard of products from first release

Target expanding mass markets
— Sufficient capital and commitment
— Afford to be wrong 80% of the time

e The difference between strategy and prediction

— Make any potential success a success

— Resources to keep on trying until you hit

— Structure so you know when something’s hitting
— Organization which can swing behind a success
— Ability to pyramid success when it occurs

e What MSP patrticipation gives you

— Full-time support operation
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Marketing contacts
Market research contacts

Complete manufacturing operation

Risk capital for start-up

e What MSP wants from you

Commitment to MSP as best prospect to get rich

Meeting all delivery and support commitments

Providing marketing support as required

Production of highest quality products

Sharing ideas and information with others

— Aiding others with partnership projects

— Exclusive access to your work in areas MSP addresses
— Your capital contribution

— A level of effort you can maintain

e Don't expect MSP to...

Produce technological breakthroughs

Do pure research

Be as much fun as hacking

Spare you anxiety

Let you specialize

Exploit your existing knowledge optimally

Fit perfectly with your current job

e Expect MSP to...

Broaden your horizons beyond your imagination

Educate you in the realities of business

Teach you marketing

Make you appreciate the value in ideas you may disdain

Expose you to many different systems

Introduce you to depths of despair and exhaustion you never knew existed

Introduce you to heights of exultation you never knew existed

Ruin you for being an employee

Make you rich
e The last train out

— Entry of venture capital to software business
— Analogy with hardware business in '79—=80
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— Difficulty of start-up venture in high-stakes game

— The tension—demand for software vs. supply / difficulty to produce software in large organizations
— Realities of introducing and promoting a product

— Why we have a chance at all

e The open track ahead

Massive promotion of small machines in business environments
IBM sales staff consolidation

Dearth of software for desktop applications

Availability of growth capital / cash out opportunities
e Our experience and goals

— Why the low-commitment game is over

— Grow or die—Shrayer vs. Micro-Pro

— Cash is needed up-front

— Marketing follow-up and project evaluation is essential

— Go for it—now is the time the GM'’s of the 2020’s are being formed
— What do they have we don't?

e Why get involved?

— Can always think of something better, are you likely to find it?
— Absolutely unique opportunity

— Every incentive toward being in business

— Cannot make it on your own

— Why trust these turkeys? — | do $60K worth.

¢ Marinchip’s contribution

Marinchip annual report

Liquid asset summary

Initial capitalization proposal

Marinchip ongoing operation facilities
e Partner contributions - round table

— What partner has to contribute

* business experience
* technical experience
* risk capital

— What share partner is interested in
— What skills partner wants to acquire
— Any limitations on partner’s participation?
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maximum time commitment

won't quit my job regardless

won't work on .. .. (databases, sorts, compilers)

won't get involved in ... (marketing, ad copy, documentation)
* won’'t work with others (or specific people)

— What are your worries?

— What have we left out?

*
*
*
*

¢ What | think is needed

— Try to succeed, not prove something

Don’t assume that because it's been done it's been done for all time

Distinguish your product from the rest, but don’t make it so different it's incomprehensible.
The human mind’s basic primitive is “this is like that, except...”, learn to live with that.
Don't try to solve all problems for all time.

Don't offer any options, ever!

No configuration, ever!
No system programmer after you.

e Why I think we can do it

— We have the technical competence edge on almost everybody
— We're building a responsive structure, awe will make it work!

— We have the slant and contacts—micros are moving from the beachhead into the mainframe appli-
cation class.

— We know mainframes and what people do with them and how.
— We've always been able to beat anybody on delivery time if we really care to.

— We have the systems programming capability to back up our applications. None of our competitors
do.

— We have a comfortable amount of seed capital—no need to bootstrap or to produce instant perfor-
mance for outside funding.

— We have the historical perspective—almost none of our competitors has been in computer for more
than 5 years.

— We're able to adapt ourselves to the market—we’re not gambling everything on one product or
concept.
e Timetable

2/6 Participation commitments due.
2/8-13 Partnership share consulations, draft agreement review.

2/13 Partnership charter meeting—tentative agreement approval, projects review, initial work assign-
ments, hardware procurement review.

2/27 Formal partnership organization—agreements signed, initial capitalization delivered.
3/13 First partnership review meeting.
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This drawing, originally done on M9900 INTERACT, was the first architectural drawing ever
used with AutoCAD. It was shown at the introduction of AutoCAD at COMDEX in 1982.

R U

> 1978 Fronk Lloyd Wright Foundation
used by permission



Information Letter 1

After the original working paper was mailed, | had numerous telephone conversations with
the people who received it. | wrote the first Information Letter and mailed it before the
meeting in an attempt to address several points which came up repeatedly in these con-
versations. This letter inaugurated the series of Information Letters which have continued
up to the present day.

Marin Software Partners
Information Letter # 1

by John Walker
Revision 3 — January 19, 1982

This letter is intended to clarify some points in the Marin Software Partners Working Paper which you should
have already received, and also to bring you up to date on some discussions about matters not covered in the
original paper. The organization meeting will be at 11:00 A.M. January 30, 1982 at Marinchip.

Structure of the business

Most of the questions recipients of the Working Paper have had related to the partnership structure of Marin
Software Partners. I'll try to clarify what we want, point out potential problems, and look at alternatives.

Let's start with basics. We are planning to organize a business in which all the founders will have an “equity
stake”—in plain language they, collectively, will be the owners of the business. There are three basic ways
such a business can be structured. The first, and most simple, is the general partnership. This is what is usually
meant when the word “partnership” is used. In a general partnership, all partners participate in the operation
of the business and share in its profits or losses proportional to their ownership share. Each general partner is
subject to unlimited liability in regard to the operation of the business, and is liable for debts incurred in the
partnership’s name by any of the general partners. This means that a general partner who lacks a controlling
share of the business must trust the other partners sufficiently to expose himself to unlimited losses if they
misjudge or act improperly. Steps can be taken to hedge this risk, such as an insurance policy against liability
suits, embezzlement, etc., and statements in the partnership agreement which allow borrowing only if approved
by unanimous consent of partners.
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A limited partnership is composed of one or more general partners, who have the same responsibilities and
liabilities as before, and one or more limited partners whose liability is limited to their initial investment. Thus,
while a limited partner may lose everything he contributed to the partnership, he may not lose more. In this
sense, a limited partner is like a stockholder in a corporation. Limited partners do not have any direct say in
the operation of the company—this is the function of the general partner(s). The most common application of
the limited partnership is a venture where people want to put up money for a venture in the hope of sharing in
its profits. The general partner takes the money, does something with it, and distributes the appropriate share
of the proceeds back to the limited partners. This is a common way of financing oil and gas exploration, and
is used extensively in the venture capital business. In any case, the limited partner retains an unlimited upside
potential gain while limiting his loss to his original investment.

The third way of organizing a business is incorporating it. A corporation is by far the most flexible form of
organization, but it has several important drawbacks for a venture of this kind. Most critical is the question
of royalty income. The IRS holds that a corporation with 15 or fewer stockholders which receives a majority
of its income from “passive sources” such as royalties and interest is a “personal holding company” and is
subject to a 70% tax rate. This ruling was introduced to prevent people from forming companies to hold their
investments and by so doing paying far less tax on the income than if they were taxed at the higher marginal
rate which would result if the income were added to their regular employment income. The problem is that a
software company may very well receive all its income from royalties if it licenses vendors and distributors to
manufacture and sell its products, and this leaves such firms potentially liable under this provision. We have
asked an attorney knowledgeable in this area about this problem, and he says that to date no software firm has
been penalized under this ruling, but that there is no question that they are potentially liable. Nobody has even
asked for an IRS ruling out of fear of alerting them to this source of income. The upshot of this is that if you
intend to sell software for royalties, you'd better not incorporate until you're big enough to escape the provision
through the size test.

The second drawback of a corporation is that income from the corporation is taxed twice: first as “corporate
income”, then again when it is received by shareholders as dividend income. Federal law allows you to declare
a corporation “Subchapter S”, which means that income is distributed directly to holders and no corporate tax
is charged. This neatly solves the problem (unless you're too big for this treatment), except that good ol’
California doesn't recognise Subchapter S. This means that you still pay double tax to California on your
income. With California marginal tax rates at 11%, this is substantial dollars. Thus, most California Sub S
corporations list the principals of the company as employees and try to pay out all their profits as salaries to
the principals. Since salaries are deductible from corporate income, this avoids the problem. But there are
some catches. First, the tax people have every incentive to bust you if it looks too much like you're using the
salaries as a sham for dividends (which is exactly what you're doing, of course) since they make less that way.
Second, you have to pay Social Security tax, unemployment tax, carpet tax, etc., on salary payments. Thus,
there’s really no clean solution to this problem. You say, “well, why not just leave the money in the company
and let it collect interest at the low corporate tax rate until | need it”. Gotcha again! You can’t leave more than
$150,000 in the company unless you can show it’s legitimately needed without triggering punitive measures.

Third, a corporation is a pain in the ass to run. The workload involved in filling out forms, filing statements
with the state and IRS, etc., is easily 5 times that of a partnership of similar size. It takes about a tenth of a
full time person to do, and unless there’s an obvious return, it's therefore to be avoided.

The benefits of the corporation are also often overstated. The much vaunted limited liability of the corporation
can evaporate if the corporation can be shown to be a sham set up only to limit the liability. In any case,
directors of corporations are subject to lawsuit against their personal assets based on the acts of the corporation.
Thus, it doesn’t look to me like there’'s any reason to consider incorporating this business at this time.
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Since we already have a corporation, Marinchip Systems Ltd., we can make that corporation a general partner
in Marin Software Partners. It may be possible to structure things so that the liability of the partners is limited,
and the principals of MSL are protected to the extent that the corporation provides. We will have to seek legal
advice as to whether this will work and how it must be done, and we will do this as we form the new venture.

It just looks like this is the best option if it will work.

The issue of liability

| don’'t want to get everybody all worked up about this issue of liability. In deciding how to organize a
new business, you have to balance various considerations. You want a structure in which the responsibility is
assigned in proportion to the commitment of the various participants. You want to limit the potential loss a
participant can sustain as much as possible. You want to minimize the percentage of your gains that the tax
man will pocket. You want an organization which can grow and change without catastrophic problems.

From almost every consideration except that of taxes, a corporation is the best. But since we have the potentially
disastrous royalty tax problem, we can’t incorporate safely. Thus, a discussion of liability is in order as that is
the major difference in the two forms of partnership. This business is very different from most start-up ventures.
We are capitalizing the company by contributing money to the original “pot”, and are creating our products
almost entirely out of mental effort. We have no employees, and our fixed costs are almost negligible. We
will have no debts to anybody (I am a fanatic about this), and our capital investment will be a relatively small
percentage of net worth. The software business is just about optimal from the standpoint of product liability.
Programs blow up in people’s faces only figuratively, and unlike most other things, software is usually sold
with no warranty, or one limited to refund of the purchase price within, say, 30 days.

As a result, the liability exposure of a partner in this venture is about as small as could be possible in any
business. Basically, if we reach the point where the bank account is drawn down to zero and we haven't sold
anything, we fold up our tent and go back to the salt mines. It's hard to imagine how you could lose more than
your investment in this kind of venture. Thus, being a general partner is not the risky thing it is in a real estate
venture where you're signing up to be liable for a chunk of a $30 million floating rate construction loan on a
building for which there may be no demand when it's finished 24 months from now. | don't think the liability
issue here is something to lose sleep over, and | personally don’t care if I'm a limited or general partner. | do
realize that from your questions some of you are concerned about it, so I've tried to beat the issue to death
looking at it from all sides here. That's not to say that any issue in forming a company is unimportant, but |
think that you have to look at it in the light of the nature of the business, and in this case liability is not an
overwhelming problem.

Changes after the business is running

Most of your questions have been related to how the company may change after it has been in operation for
some time. I'd like to discuss some of these issues here. The problems you've raised are problems that | know
no complete, clean solutions to. However, business, like life, is an endless series of problems to overcome.
You always try to avoid problems where possible and mitigate the effects of the ones you run into. But if you
refuse to do something because there are potential problems, you end up never doing anything. But enough
preaching. ..on to the grimy details.
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“How do we handle it if one partner doesn’'t meet his commitments?” This has been the most commonly asked
guestion, indicating that | am no more cynical about participants in business ventures than you. Obviously, we
only want to go into business with people we respect and trust, and the first level of screening is performed
when we get together and decide who wants to work together in this venture. If somebody seems not to fit,
either based on their goals, their approach to the venture, or their ability to get along with and work with the
others, it would be a mistake for all concerned for that person to become involved in Marin Software Partners.
Of course, you can make a mistake. | made such a mistake in my selection of an original partner in Marinchip,
so I'm very aware of this possibility. The solution in that case was what usually proves best; the rest of the
partners buy out the partner who has lost interest in the venture. If the business is prospering, this buy-out can
be paid for out of sales revenues. If the business is failing, the partner’s share is not likely to be worth much in
the first place. | know of no solution to the case of the partner who just refuses to work or becomes obstructive
but who refuses to be bought out. So we don’t include any assholes, O.K.? (It might be possible to write the
agreement in such a way that the other partners retain an option to buy out a partner for a certain price for a
stated term. | think this is a terrible idea, since it would put the financially strong partners in a position where,
if the business “took off”, they could grab the business from the less strong. While, of course, nobody involved
in this venture would think of such a thing, it wouldn’t contribute to a partner’s equanimity knowing such a
coup were possible.)

“Are decisions affecting the partnership made by unanimous consent or by majority of partnership share?” This
guestion is really irrelevant if the limited partnership is used, as MSL would make all decisions. | also don't
know the relevant law (we will, of course, find out as we work with a lawyer to draft the partnership agreement,
although I'd like to believe you can have anything you want put in the agreement). | think that the majority
share makes the most sense, even though it has its obvious risks. After all, all stock corporations work that
way and they seem to make out all right. I'd be worried about one stubborn person being able to immobilize
the entire company (after all, I've been known to be stubborn—and dead wrong—myself).

“Suppose the company takes off and | want to quit my job and do this full time. How can | increase my share?”

In this case, you would purchase an additional share in the partnership at a price agreed to by the other partners.
Your share might be sold to you by another partner who wished to reduce his share (MSL might want to “cash
out” to free up money for other ventures, for example), or could be a new share which effectively dilutes the
shares of all the other partners. The partners whose shares were being diluted by this act would be compensated
by the payment you made for your additional share, and by the presumed increase in revenues which would
result from the additional work you did for the company. The price you pay for your additional share is the
price the other partners agree to sell it to you for. If the company is a corporation, change “partnership share”
to “shares of stock” and everything is the same.

“How do we bring in new people?” In the case of new partners, the case is exactly the same as that discussed
above for an existing partner increasing his share. Of course, a new partner may buy in by supplying any form

of consideration, such as rights to a software package he had developed. If we decide to expand the general
operation side of the business, we may decide to add some conventional employees. This would just involve

salaries paid out of the general revenues of the business and doesn’t affect the partnership in any way.

“Suppose | want out?” This is just the reverse of the case of adding to your share. You sell your share back the
other partners for whatever they're willing to pay you for it. They recover what they paid you by the increased
shares they own after yours are liquidated. Of course, if they don’t want to sell, you're stuck. They'd be stupid
not to, though, for otherwise they would have to continue to pay you your partnership share of the revenues in
return for your doing no work.

“I'm worried about having the business expand to the point where | have to quit my job. What do | do if this
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happens?” This is the kind of problem that is good to have. Basically, you have to calculate the equity value
of your job, which is just like valuing a company: what is the income, how secure is it, what are the growth
prospects, and what is the equity | sacrifice by quitting (seniority, pension fund equity, future employment
prospects, etc.). If the job is so valuable to you you'd never quit, then you shouldn’t consider going into
business for yourself. If the job has a value (they all really do, of course), then you should only quit to take
a job with greater value. I'd quit a $50K job with, say, Consolidated Engine Sludge to take a $10K job with
Advanced Robotic Widgets if | had a stock option for 20% of the company, but everybody has a different
situation and has to make his own decision. Working out the value of your job in your head is a worthwhile
effort in any case as it gives you a better perspective on what you've got. | believe everybody constantly acts to
maximize their overall gain in life (not just economic, of course; personal happiness, adventure, are calculated
in as well), and that if the time comes where participation in Marin Software Partners is seen as better than
your current job, you’ll have no trouble making the plunge. Those that can’t are the Hamlet types who never
do anything and always fail in business anyway.

“I'm not sure | have the experience to be in a company like this.” | have found that a sincere desire to be
in business for oneself and to work hard is far more important to success in business than detailed technical
knowledge. If you can do a job well and the partnership needs that job done, you belong in Marin Software
Partners. We'll have to look at the mix of talents we have in the people who are interested in forming Marin
Software Partners and address the areas where we're deficient. We'll almost probably have to go outside for
advertising preparation, but we’'ll probably have the in-house capacity for all the technical writing we need. At
this point we can’t say whethemybodyfits into the company—we can evaluate that only after we see who's
interested and whao's not. Being in business is an excellent way to learn about thousand of things you never
intended to learn about. If you're looking to learn new things and expand your horizons, this is one way to do
it (although getting run over by a truck may be less painful).

Terminating products

Some people have expressed concern about the continuing support burden of products we decide to terminate
because of bad sales. This is a non-issue. When a product is terminated, support of it is terminated and those
who inquire are simply told “that product is discontinued”. Only in the computer business does the insane idea
that by buying a $300 product (or, for heaven’s sake, a $35 product) entitle the purchaser to all products of
the implementor's mind unto eternity and unlimited free consultation at the press of a touchtone button. If
you buy a refrigerator, you don’t expect to get a new one every 6 months because a new model comes out,
and the same thing holds here. We warrant the product will agree with the manual and will work for, say, 6
months after purchase. When that expires, our connection with that product is totally severed. We may choose
to offer existing customers a good deal on new versions, but that is a marketing nat@cmoral imperative

If we find the mass market we seek, we can't afford to talk to one in a hundred end users. We have to make
the software work in such a way, supported by the manuals, that users can use the package on their own, and
provide the aids to those who distribute the software so that they can answer user questions locally. This isn't
impossible: numerous products meeting this criterion sell well currently. So, when we terminate a product, it's
done.
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What to call the company

I'm using Marin Software Partners as a working name for the company. | haven’t thought at all about what it
will really be called and don't think this is of any importance at this time.

How much of a share to buy

Several people have asked about how much of a share of the company they would be expected to buy and how
much it would cost. It's hard to put numbers on this until we see who's interested and at what level of effort,
but | can give you some rough background on how this will eventually be crunched out.

The first question any partner must ask, as detailed in the Working Paper, is “How much time can | commit
to the venture”. Once you know that (and I'm assuming everybody will be able to say at the organization
meeting), we can begin to guess at a share. Ideally, everybody should buy in at a share proportional to their
time commitment. Let's say that of the technical partners, a total of 100 hours per week is available. Let's
assume than MSL is buying 60% of the company by its cash contribution and the technical partners are buying
a total of 40%, and that MSL is contributing $50,000 to found the company.

Now if you have 15 hours per week to work for Marin Software Partners, your ideal share would be 15/100 or
15% of the 40% owned by the technical partners over all. Thus, your share of the total company would be 6%.
To purchase this share for cash, your contribution would be (5@D60) x 0.06, or $5,000. If all the technical
partners purchased their shares of the company for cash, the company would start with an initial capitalization
of $83,333. If the company made $80,000 profits in the second year (this is the level MSL was running at its
peak), then the partner's share would be paid off at this point. If the company reaches $1,000,000 in profits
then the partner’s original $5,000 investment will be yielding $60,000 per year in income.

If you don’t have the $5,000, but want to buy in at that level, we’ll find the money for you to borrow. If
that number just looks too doggone big, you might choose to buy a lesser share and reduce your time share
accordingly. This is a gamble, of course, since if the business begins to grow rapidly and you wish to increase
your share, it will cost you far more to do so (as a percent of a company earning $100,000 per year is worth a
lot more than one of a company earning zero). Conversely, if the business starts off poorly, you might be able
to pick up a piece for less.

Order of magnitude financial figures

Again, it's too early to put down hard and fast numbers, but you've asked, and need to know just what the
magnitude of this venture is going to be. My gut feeling is that the absolute bare bones Spartan scrape by high
risk minimum to get started in this business is $50,000 initial capital with as little of that spent on hardware
and fixtures as possible. I'd feel comfortable with $100,000, and feel that if we couldn’t make it with that,
then we probably couldn’'t make it with a million. MSL has about $50,000 in liquid assets to funnel into this
venture, so | think we can plan to scrape up the kind of money to give us a reasonable shot at success. MSL’s
fiscal year closes on January 31, so on the 30’th we’ll pass out our preliminary financial statement and let you
see where MSL stands in this venture.
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Once we see just what we’ve got, we may have to line up some additional financing. One possibility is for
somebody, like me, who's got some cash and believes in this venture to grant Marin Software Partners a line of
credit which it could draw on, at, say 5% above the prime. This would provide Marin Software Partners with
a source of additional funds if it needed them, which it would really have to to pay my usurious (but utterly
risk-justified) rates.

The role of MSL principals

We've been asked about what role the principals in MSL (John Walker and Dan Drake) will play in the
partnership. They will participate in the operation of the company and share its results by virtue of their
ownership and operation of MSL. In addition, they may choose, as individuals, to become limited partners in
the venture. They would do so based on their desire to work, exactly like other limited partners, on technical
projects to be marketed by Marin Software Partners. If they do so (and | certainly haven't made up my mind—I
wantto, but where is the time to come from?), they will buy their shares just like anybody else and participate
on the same basis.

This is an issue that isn’t settled yet, and | don'’t think it's very important until we see just who's interested.

The promise of this venture

Everything you've read so far relating to this company has stressed the risks of any business venture, the depth
of the commitment involved, and the potential problems and catastrophes which can befall one who dares
venture from the corporate womb. | keep hammering on these points because I've found that underestimating
them is the most common problem people have when going into business. | don’t want you to conclude,
however, that | lack enthusiasm for this venture or that | expect it to fail.

| think that we're at an absolutely unprecedented juncture of history. | can’t think of any time in the entire human
experience when so much opportunity existed for technical people, opportunity which they could participate in
with very limited risk. Most great business opportunities have required far greater infusions of start up capital
which was consumed just paying for physical plant before anything was made to sell. Our products are created
by almost pure mental effort, and are manufactured on trivially cheap equipment at a tiny fraction of their
wholesale cost. It's almost like counterfeiting, but legal.

At the same time, we’re entering a marketplace which is expanding at an unbelievable rate. Wander through any
office tower in downtown San Francisco and look at how many desks have computers on them. Say, less than
1%. In 5 years or so, 80 to 100% of those desks are going to have computers on them, and those computers
will be running programs that have not been written yet. In less than 6 weeks, over 100,000 IBM personal
computers have been sold. There is little or no serious application software for that machine at present. If
we make $100 per copy on a database system for that machine, and sell 50% of those customers on it, we've
pocketed five million bucks. And how many will they sell in the next five years. ...

The potential rewards of this business, which is the field that you and | are technically proficient in, almost
compel one to participate on an equity basis. There's almost no salary that’'s enough to reward one for giving

"I later came to refer to the software business as “100% value-added—pure reason without the critique”.
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up his seat at this cosmic money gusher. There’s no doubt that we have the technical proficiency to produce
products as good as those any of our competitors are selling. The quality of our technical writing is continually
mentioned as being superb. We know we are incompetent at advertising, but we know where to purchase that
talent at a reasonable price (at least, compared to page rates). We should have at least one salesman-partner—
this is a serious lack and if you have any contacts in mind please forward them. If we have to do without,
though, we’re not doomed, as we’re already plugged into the marketing channels through Lifeboat, who already
has a sales organization targeted at our market. There are enough precedents for the “strong technical, weak
sales” company making it on the strength of their products to convince me that this business isn't like selling
toothpaste.

The last thing | want to do is to sell anybody on getting involved in this venture who is less enthusiastic about
it than | am. But | can’t help saying to anybody who doesn’t want to get involved, “Do you ever expect to
see an opportunity this good come around again in the rest of your life?”. I'm not talking about this company
specifically, as you might have legitimate worries about getting involved with the people and slant of this
particular venture; I'm saying that here we have an exploding market that you understand technically, which
can be entered with little capital, where huge corporations are trying to promote your work to sell their hardware,
where growth capital is readily available when it's needed, and where there’s still time to get in without being
an employee or minor stockholder in a big venture. 99.99% of all the people in this country live their lives
without ever having the kind of opportunity we have in front of us today. Those who do not choose to take it
should not count on it knocking again.

Responsiveness

Some people have interpreted the product development structure suggested in the Working Paper as smacking
too much of the kind of bureaucracy they dislike in their current jobs. | think that one of the great advantages
a small company has is its ability to react rapidly and get things done before the competition does, and that
any hardening of the arteries which prevents this spells disaster. On the other hand, if the organization is so
loose that you don’t know where the money is coming from, how can you decide what you should be doing?
My goal is to provide the minimum level of structure needed to define, develop, market, and promote products,
targeted at all times to maximizing our profits. | think the structure | suggested meets this criterion. | can
think of nothing less that will serve. On reflection, | think that it may be wise to designate one partner as
“product manager” for each product, even if several partners are collaborating on it. This isn’t to introduce
unnecessary hierarchy, but simply to provide one person who will coordinate user communications, contact
with headquarters, integration of work by other partners, etc.

Philosophy

To those of you who know the esteem in which | hold Don Lancaster’'s b®bkg, Incredible Secret Money
Maching® some of the concepts you've seen here may seem alien or repugnant. My theme all along in this
is “the game has changed”. To be blunt, they’re playing the ball game with real balls now. It's possible to
follow the Don Lancaster route and earn a reasonable income for life while maintaining your own freedom and
lifestyle, but you only generate income when you work, and you must resign yourself to seeing people with
less merit in your eyes advance beyond you on the ladder of material success.

8The Incredible Secret Money Machibg Don Lancaster, Howard W. Sams, 19F8ead this book!
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Everybody has to decide what's important to them. For some people, it's knowing that their work is the best.
For others, it's understanding things. Some people measure their value by certificates on their walls, still others
by certificates in their safe deposit boxes.

If you're a computer person, you have a rare skill that's much in demand. If you can produce a given kind of
work, | think you should demand as much for it as you can get, consistent with the constraints you're willing to
accept on your lifestyle. My own personal belief is that in a venture of this kind | have a reasonable prospect
of realizing far more for my efforts than from anything else | could do with my time. | think that by taking a
less serious approach to this business you only reduce your prospects of success. Thus, today, | think this is
the best option, which is why I'm willing to bet so much on its success. If we fail, we’'ll lose sums of money
which are significant, but which are in the nature of a setback, not a disaster. If we succeed, we’ll be able to
put the whole job game behind us. And then, hopefully, relax and enjoy the fine things life has to offer.

Potential Products for MSP

Existing products: The following products exist already under various ownership and are being marketed by
MSL or to MSL customers. We assume that title to the products would transfer to MSP in return for payment
by MSP to their owners or partnership share.

Existing products

INTERACT. INTERACT?® could be supported by MSP on the IBM personal computer, or possibly on the
Tandy or Apple 68000 machines to be announced shHHINTERACT is written in SPL and an SPL-port
would be implied in any conversion to a new machine. Since the trend in machines is to better graphics and
faster processors, each movement along this trend makes INTERACT a more attractive product.

The major drawback is that INTERACT needs either a hard disc or at the minimum DS/DD 8 inch floppies to
run. This lets out most of the current desktop mass market machines unless somehow INTERACT’s dynamic
drawing file can be compressed. The major advantage is that INTERACT is a superb product in a virgin market.

QBASIC. By making QBASICG! CB80 compatible and porting it to the 8086 and 68000, we can establish a
beachhead in the 16 bit system software market. We are basically counting on outrunning Gordon Bubanks
and sneaking in below Digital Research’s advertising blitz. Probably the best strategy is to continue to pursue
OEM buy-outs through Lifeboat, as they have a large incentive in reducing their royalty payments to D.R. And
of course, QBASIC is now extremely easy to port and each new processor is a new product. Also, we can use
QBASIC for our own applications work.

’INTERACT was the product that formed the starting point for the development of AutoCAD. This is the first suggestion of a CAD
package as a potential product for the company.

%The “Apple 68000 machine” was the Lisa. The Macintosh came much later.

1QBASIC was a compiler for the Marinchip machine which was language-compatible with CBASIC, a popular business dialect of
BASIC, then available on the 8086 only as an interpreter.

2The developer of CBASIC, then at Digital Research.
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C. Dan Gochnauer’s full C for the Z8000 is written in itself and can be ported to other machines. | don't
know if this is of any real value except as a low-cost entry in an already congested market. Maybe we should
slap the sucker on the IBM and promote it like we just invented C. This won’t make us rich, but it may make
us some money.

SORT. Hal Royaltey’'s SORT package should be reviewed in the light of competitive products under CP/M.
If it shows potential, we can enter the SORT derby under CP/M with it. Maybe we can think of some sexy
gewgaw to make it stand out from the pack. Ideas?

WINDOW. Probably no market. Damn sharke.

SPELL. Probably no market except at $25 a pop.

LENS. We might be able to clean thfsup and put it in CBASIC (it has no assembly language in it) and sell
it through Sky & Telescopéo CP/M’ers. Probably some “feechers” should be added first, though.

DIFF. The current QBASIC version can be enhanced to do CP/M directories, put under CB80 and peddled
to CP/M’ers’®

SELECTOR. We might be able to negotiate a distributorship for SELECTOR V on the IBM in return for
putting it up in QBASIC. This might prove to be very lucrative even if our cut was very small.

New products

The following are product ideas of various degrees of definition which might fit into our new line of business.

Executive planning aid. This is being investigated by John Nagle. It's a screen oriented PERT package with
costing and resource allocation, and every manager in a large company with a desktop computer is a potential
prospect. We want to target products to this market segment as it is being aggressively targeted by IBM and
Xerox and is likely to be one of the fastest growing market segments in the next few years.

BWINDOW was Marinchip’s screen editor, itself written in QBASIC. | wrote WINDOW originally to squelch the outcry from
Marinchip customers for a “screen editor'—something | believed at the time beneath real programmers. | named it WINDOW after
the code name for radar chaff, a lightweight countermeasure that's all image and no substance. WINDOW was briefly marketed as
AutoScreen for CP/M, and later its design served as the basis for the screen editing features of Kern Sibbald’s editor.

14This was an interactive lens design program written in QBASIC for the Marinchip. Years later, translated to C, its central algorithm
became the Autodesk floating point benchmark, cited on pagésind560.

15puff Kurland did this, but we never sold it. Later we converted it to C, and in that form still use it today.
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Cardfile. This is being kicked around by John Walker. This is an ultra-simple database which lets you replace
things you currently keep on scraps of paper or boxes of file cards. It requires absolutely no knowledge other
than how to turn on the computer and type and works in a language as close to plain English as possible. |
think that even if | had SELECTOR, | would still want a product like tHis.

MAPPER. MAPPER is the first product Univac has developed which is being heavily promoted as a product
in my memory. It is responsible for the sale of numerous very expensive systems simply to run it. We should
study it carefully and see if it contains concepts which can be applied to a standalone desktop system. If so, is
such a product applicable to any office, or is it salable only to the Univac user base? Might it fit as a product
under UNIX?

Forms generator. This is a utility which allows people to design forms, and optionally fill them in. The
simplest use is just to allow people to edit forms which are printed on a printer and used as Xerox masters.
The stored form can also be used as input to a prompting routine which allows users to fill in the forms on the
screen and generate either data files for input to other programs, or simple printed forms with the blanks filled
in. This seems like a natural for the transitional “office of the future” which hasn’t sworn off paper.

Menu-oriented TS. A terminal emulator which can be programmed to present menus and conduct dialogues
with the remote system for the user.

JPLDIS. Convert it and sell on small systerhs.

This is the idea which grew into the product called Autodesk, after which the company was eventually named. It is amusing to
compare the goals of this product, and of Autodesk, to the darling of 1988, HyperCard.
"We did not know, at this time, that dBASE Il was a derivative of JPLDIS.
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This drawing was done on AutoCAD-80 shortly before COMDEX 1982, and was shown at
COMDEX as an example of a “mechanical drawing”. | hand-measured an ANSI A size title
block and drew the title block piece by piece. The ellipses were done by inserting circles
with differential scale.
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Information Letter 2

Information Letter 2 was the first general communication after the initial organisation meet-
ing.

Information Letter # 2

by John Walker
Revision 1 — February 12, 1982

This letter is to bring you up to date on what has happened with the formation of MSP since the January 30,
1982 meeting. | assume that everybody who intends to participate has already sent a letter to that effect, so
we know who is involved and what they want to do. Since just about everybody at the meeting decided they
wanted in, there is certainly no doubt that our software development capability is awesome—I can think of no
product on the microcomputer market today which we could not develop if we decided to. Now we have to
put together the organization to define the products, produce them with the desired quality, and market them.

Alternate forms of organisation

Keith Marcelius suggested an alternate way of organising the company which looks to me like a potential
solution to some of the major concerns we all had about the original proposal. It allows us to accommodate
people whose financial contribution cannot be commensurate with their time to devote to the venture and it
gives a way to reward those who contribute more than their expected share.

Let's assume for the moment that the company is formed as a corporation (this might also work for a limited
partnership, but we don’'t know yet). Suppose we authorize and issue 1 million shares of stock initially (the
number is totally irrelevant, but should be large enough so that round-off can be ignored). 600,000 shares of
stock are sold to the founders of the company based on their capital contributions; this establishes their initial
share. The number of shares purchased would be:

(YourContribution/TotallnitialC apital) x 600000

The remaining 400,000 shares of stock would be held in the corporate treasury. The effect of these shares
would be nil as long as they are retained in the treasury; if dividends are distributed they just loop out of the
checking account back into the treasury.
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Every year, based on people’s contributions of work, a stock dividend can be declared to those stockholders

who contributed in excess of their share. This means that we take those shares out of the treasury and give them
to the person who contributed the extra time. This increases his share at the cost of diluting the shares of those
who did not receive the stock dividends. All distribution of stock dividends would be subject to a majority vote

of stockholders by shares, so participants’ shares could not be watered without their consent. This may have

adverse tax consequences and may become more complex to reduce the tax liability of this distribution.

All of this is a very complex way of implementing a simple idea—if one partner wants to work very hard for
the company but has no cash at the moment, we can let him earn his share through “sweat equity”, subject to
the approval of the other holders. On the other hand, if a partner does not contribute the work he promised, his
share will be gradually reduced as the other participants won't be likely to approve a stock dividend for him.
Also, if a participant wants to increase his share by buying additional stock, he may do so at a price agreed to
by the shareholders who may agree to sell it to him.

| want to make it clear that this is primarily a way to accommodate cases of hardship where the initial capital
contribution is absolutely impossible to obtain at the start, and also to create an incentive for producing work
as promised. It is not a way for all partners to avoid contributing capital to the venture—after all, those who do
not contribute initially have no guarantee that they will ever be voted a stock dividend—they’re trusting those
who hold the majority share to compensate them when the time comes.

At this point it looks like if we can do it without adverse tax consequences we will go ahead and incorporate
the venture. To avoid the tax disasters, we will remain a “software manufacturer” selling discs rather than
licensing our products for a per-copy fee. As soon as we begin to generate revenue we want to pay out, we
will put all the shareholders on the payroll, thus avoiding a large part of the double taxation of dividends. At
this point the final word isn’t in on whether we can make a limited partnership do what we want to do, so this
decision has not been reached. We will be consulting a lawyer who has formed numerous high-tech ventures
and who can presumably tell us what we ought to be doing. I'll send out another letter once we find out. I'm
sending out this information at this time so you know what we're thinking at the present moment so you can
comment on it.

New participants

We have already received participation commitments from two of our overseas contacts. Rudplif €

Basel, Switzerland has extensive systems and applications programming experience and will be helping with
software development and testing as well as marketing our products in continental Europe. His expertise in
languages will enable us to offer products that stand out by not speaking English exclusively. Peter Goldmann
in England has extensive experience in systems programming and data communications as well as the all-around
experience common to those present at the meeting. We expect our dealer in London, Richard Handyside to
become involved also in some capacity; we're pursuing several options at this time.

From our experience in MSL, we've found that the export market is very important, and | feel that these
participants will give us an important start in marketing our products overseas, as well as market research and
product customisation for these markets. Remember, the computer market in the EEC alone is the same size as
the US domestic market. Ignoring it can cut your sales in half before you evert®stido, since software is

8And indeed, Autodesk’s sales outside the United States have accounted for between 30% and 40% of total sales for much of the
company’s history.
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considered printed matter, it avoids almost all customs hassles, so it doesn’t really matter where your customers
are.

Resumes

As was discussed at the meeting, we'd like all the participants to send resumes to us. These will be kept as part
of the MSP business plan, and are essential if we need to secure venture capital. Also, we’ll copy all of them
and send copies to everybody so we all know what skills we have in the company. What we want is more a
statement of qualifications rather than all the job summary garbage. What matters is what you know, what you
can do, and what you've done.

“Edges”

I'd like everybody to be thinking of things we can do to distinguish our products as a whole from other peoples’,
and give dealers and distributors reasons to try our products in the first place. Two have been suggested so far:

Rudolf Kuinzli suggested that we make all of our software obtain all its messages, menus, and prompts from a
direct filel® We would develop a common routine which returns message text from the file by number, and a
subroutine which inserts text in the mess&y&his gives us two important advantages. First of all, the most
common customisation request for all packages is to change certain messages. We can tell the dealer, “Buy a
MSP package, and you can change the messages with this little utility—no programmer is needed”. Second,
we can make our packages speak any language we want just by translating the message file—one object code
version will suffice. The advantages in the overseas market are obvious. Note thatRRpNie USING type
expansion isn’t quite enough—you’d like to be able to change the order things are inserted in the message.
Thus, you might read a message like:

"Put the #1 in the #2, #3!"
and print it with something like (assuming QBASIC):
a%=fn.print. msg(187,"disc","slot","idiot")

The #n in the message would match with the order of parameters in the call (yes, | know the problems with
this example—but you understood tpeint, right?).

Second, we can make our packages work on any terminal with no special generation required. Thanks to Greg
Lutz, we've obtained a copy of the UC Berkeley terminal capability database, and Mike Riddle has written a
program to decode it into easily accessed parameters. By writing a universal terminal module that is driven by

1%Not until AutoCAD Release 12 was this done. It was the first major development project performed at the European Software
Centre in Neuchtel.

20This suggestion is essentially identical to the concept of “string resources” in the Macintosh. Apple subsequently invented string
resources, the same way they invented the personal computer, the mouse, pop-up menus, and windows.
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these parameters, a program can adapt to a terminal simply by taking the name of the terminal, looking it up
the database, and plugging the parameters into the driver. As the UC database is constantly updated, most of
the maintenance work is done by our tax dollars, not our flying fingers. If somebody shows up with a terminal
not in the database, we still only have to make an entry in the file, not program a new driver. Thus, a dealer
selling our products need only set up a configuration file when selling the package with a statement like:

TERM ZORCHTERM-100

and our package will be ready to go. | think this is a powerful selling point and we should do it for sure.

Now, what are your ideas? | don’'t want to jump into thinking of products just yet, but what are the company-
wide concepts we should be putting into everything we do? Or, putting it another way, what things do you find
most annoying on the system you use now, and how would you solve them if you were starting over?

Nightmare

On March 19, 1982, the West Coast Computer Faire will open at the San Francisco convention center. MSL
has forked over $1200 for a booth at the show, and at the moment our only plans are to have an Interact system
there. It would be very nice to show some MSP products at the show, complete with glossy brochures. Any
ideas? At this point, I'm perfectly willing to cobble up things that look like products, which we’ll clearly
indicate are not ready for release. Remember that this is one of the major contacts between sellers and buyers
and the only one in the Bay area. If you have any ideas, give me a call and we’'ll get cracking on it. There’s
only about 30 days left.

What's going on

At the moment, we're in the process of consulting with various people with experience in start-ups of this

nature, and trying to line up marketing people. In a week or so we should know a lot more about what we can
and can't do from the legal standpoint, and we’ll try to put together a tentative charter which we’ll send to you

as soon as it's ready.

We're doing some market research, talking to people involved with Selector and other products to find out what
their experience has been in this market. We're studying various desktop machines and thinking about how we
can get the maximum development capability for our hardware dollar.

I think that progress is being made on all fronts, and at this point things look very good indeed.



What to Name the Company

Talk about an identity crisis! Virtually every nhame we came up with for the company was
either considered harmful by the founders, or considered already taken by the California
Secretary of State. Our numerous attempts to find a name didn’t deter us from making ever
more imaginative suggestions. First, a passel of names proposed by Duff Kurland.

To: WALKER
DUFF (02/26-11:15)

“Integrity Software” sounds good. ... | did have a couple of other ideas, however (and they didn’t even involve
puns!)....

Desktop Software Valu-Ware
Desktop Solutions Future-Ware

| kind of like “Desktop Software”, but can’'t help wondering where it will go: ...“Bottom Left Drawer
Software”. .. “Shoebox Software”. . . “Breast Pocket Software”. .. “Shoestring Software”. .. (Hmmmm. . .). Other
suggestions (some in jest):

Office Solutions Execu-Ware Out-of-Control Data Corp.
Titanic Software Business Ware MIS Information Systems
Good OfficeKeeping Manage-Ware Ethical Ripoffs, Inc.

Dud & Brannstreet Mr. Softee Software Breakthroughs

Office Technology Upper-Ware Management Technology
Conceptual Elegance Compu-Freaks Smelly Rand

Other names proposed for the company with various degrees of seriousness included:

Command Technologies Command Line Technology
RHT, Inc. Target Software

Insight Automation, Ltd. Coders Of the Lost Spark
Autodesk, Inc.

Of these names, “Desktop Solutions” was initially chosen. We showed AutoCAD and the Autodesk prototype
at the West Coast Computer Faire in 1982 under this name, and it appeared on the first brochures we ever
printed. It was rejected by the Secretary of State, as were “Target Software” and “Insight Automation”, By the
way, “RHT” stood for “Red Hot Techies”.
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This drawing is another converted from M9900 INTERACT to AutoCAD-80 and thence
to AutoCAD-86 by DXF. We showed it at COMDEX in 1982 and used it on the sample
drawings disc for the first AutoCAD release.
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Information Letter 3

Information Letter 3 was the first to delve into the gory details of how the company was to be
organised, capitalised, and run. Dan Drake wrote this information letter after consultations
with Robert Tufts, a San Francisco lawyer to whom we were introduced by Jack Stuppin.

MSP Information Letter #3

by Dan Drake
March 2, 1982

The Organization Plan which is included with this mailing is the proposed plain English version of our plans.
On Sunday we hope to reach agreement on the real thing, which we’ll get written up by legal counsel. If we
don’t run into any snags at that point, we’ll go ahead with forming the corporation.

At this point | ought stress that | am not now, nor have | ever been, professionally qualified to give financial
or legal advice; | don't think that there are substantial errors of fact or law in this paper, but there may be.

Though this is a corporation rather than the limited partnership that we favored at first, the organization plan in
general is very close to what we talked about on January 30 and what people expressed in their letters. There
has been a change in the plans for getting computers, but the change should have little practical effect.

The business entity

The company is going to be organized as a privately held California corporation. In effect, the government
wants us to be a corporation, and there is not enough reason to buck it.

The argument against a general partnership, in brief, is that any general partner can commit all the assets of
the company. Furthermore, the general partners have to stand behind the company’s commitments not only
with their shares of the partnership, but with everything they own. The partnership agreement may hame some
managing partners who are the only ones authorized to act for the company, but the company could still be
bound by unauthorized actions!

A limited partnership is hardly better. The law is not absolutely clear, but it is likely that limited partners who
took any active part in the business would be declared general partners as soon as any litigation started, which
reduces this to the previous case.
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So a corporation it is. Here's a really crude outline of the procedure:

After registering the corporation with the state, the people who are doing the grungework appoint themselves as
the Board of Directors and do assorted necessary paperwork. Part of this paperwork is a plan for the issuance
of stock.

Then we hold a grand meeting at which we issue shares of stock in return for cash, notes, and other things. We
immediately hold a stockholders’ meeting to approve a stock option plan, and to elect a new Board if we want
to. At that point we're officially in business.

The shares will be common voting stock, representing a fractional interest in the company, just like General
Motors stock (though with a few little differences):

Each share entitles you to one vote at a stockholders’ meeting. This vote actually means something,
which is more than you can say for GM stock.

If the company folds up, the stock represents your cut of whatever is left over after paying the creditors.
If that amount is negative, you're not liable for the difference beyond any amount that you may still owe
on the stock purchase.

If we sell the whole operation to another company or the public, the stock represents your cut of whatever
is paid for the business assets. Employment by the successor company, of course, is a separate matter.

You can’'t take your shares to your broker and sell them. It may even be illegal to sell them to your
neighbor or to anyone else outside the company. Of course, after we're successful, we might go public
and sell shares for a fantastic price like The Two Steves (Jobs & Wozniak of Apple). Even a public
offering of new stock might not allow you to sell old stock publicly, but that decision would be up to the
stockholders.

Issuance of shares

The basic arrangement for the first issue of stock is rather simpler than the things we talked about in January.

. The stock will be issued at $1.00 a share.

. If you have the money ready, you can buy any number of shares for cash. (There's an extra goody

attached to this, described later.)

. If you have computing equipment relevant to the company’s needs, you can sell it for stock at fair market

value. Obviously you don't want to do this if you're using the computer in a consulting business and
don’t want it moved out of town by the company. (If you've taken accelerated depreciation or investment
credit, you'll have to worry about recapture on your next income tax form.)

. You can get up to 3,000 shares on a 10% note, which we expect you to redeem out of your share of the

income when there is any. If the company goes belly-up, however, you're fully liable for this loan.

5. Everyone is to take at least 3,000 shares on some basis or other.
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You'll notice that we have written everyone down for some amount of stock in the Organization Plan. Don’t
be upset if you don’t recognize the numbers opposite your name; we had to make some kind of guess, and this
doesn’t represent a commitment, expectation, or anything else.

We expect to issue some additional shares for other considerations. Among these will be the rights to Interact
and the expenses that MSL incurs during the formation of the company. We may also sell small blocks of stock
for cash to non-employees closely associated with the founding of the company, such as legal and financial
experts.

Shortly before the stock is issued, we need to know exactly how much each person is taking, and on which
basis.

Buying equipment

The plan is now for the company to buy whatever equipment it needs out of its own funds. If you already
have equipment, you can sell it to the company, or you can go on using it instead of using a company machine.
This gives the company control over the choice and allocation of equipment, and lets people invest as much
as possible directly in stock. The disadvantage of this arrangement is that the tax breaks are less attractive, but
tax breaks are only one consideration out of many.

Working capital

Out of the cash that we get for issuing stock we’ll pay for equipment and the costs of setting up the corporation.
This will leave us with enough money in the treasury to pay the very small expenses of the first few months,
when we have no costs for salaries, rent, or advertising.

Once we have products to sell, we’ll need much more money to carry us until we start getting enough income
to cover current expenses. The number we've talked about is a total of $100,000 beyond the initial equipment
purchases. To raise the money we expect to sell more stock during the first 12—-18 months of operation.

The specific plan is to issue warrants along with the first issue of stock. A warrant does not convey any
ownership share in the company, but entitles the holder to buy another share at a set price, namely $1.00. If
it isn’t exercised within a fixed time, it turns into wallpaper. It can be bought and sold on the same basis as
stock.

The people who are expected to come up with additional financing (currently Marinchip Systems Ltd. and John
Walker) will be issued warrants. In addition, everyone who is buying stock for cash will actually get a “unit”
consisting of one share and one warrant, for $1.01; this is the extra goody, mentioned earlier, to encourage
people to provide the company with cash. The warrants will probably expire in 18 months.
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Stock options

One of the essential ideas of the company is a sweat equity plan by which people get an ownership interest in
lieu of salary during the startup. Stock option plans are now a very attractive way of handling this.

Basically, the company issues options which can be exercised in the future at a fixed price. To qualify for tax
breaks, this price will be 110% of the fair market value when the options are issued. What we hope is that the
stock will become extremely valuable so that you can exercise your option at the cheap price, sell for a high
price, and pay capital gains tax on the difference (plus straight income tax on the option price).

The tax laws force a few conditions on the price and expiration period of the options, but these should not be
troublesome. Within these conditions we have a great deal of freedom in specifying the terms of the options.
We'll circulate more detailed information on qualified stock option plans later, when we’ve consulted officially
with the experts.

The Organization Plan includes an outline of a stock option plan. We ought to get a pretty firm agreement on
details during the Sunday meeting, since this is such an important part of the whole plan.

Unpleasant question: What if someone does no work at all? In the extreme case he can be fired, forfeiting any
options he has, but retaining any stock. In lesser cases he gets a severely truncated option.

Next unpleasant question: How is it determined who has been working enough? This has to be subjective; it
can’t be a matter of lines of code generated, divided by bug reports. The subjective judgement should follow
easily from the experience of answering the phone and telling customers which products aren’t ready yet.
Inevitable differences in productivity are handled by bonuses for brilliant work and by not having duds among
the founders.

Personal holding companies

One thing that scared us when we considered incorporating was the personal holding company rule, which can
impose a 70% penalty tax on a corporation that makes too much of its money from royalties or other passive
income. It turns out that there’s a nice, clean exemption, designed for the use of movie and TV production

companies, whose business is really very similar to the software business.

The rule is something like this: if half your income is from the sale of copyrighted material, and you spend
15% on expenses other than salaries, you're not a personal holding company. Our material will certainly be
copyrighted, and we’ll have no trouble spending 15% on advertising, so we seem to be ho#te free.

Conflicts of interest

There are potentially serious problems from a person’s present employer claiming ownership of anything the
person does for the new venture. If you have signed any agreement on ownership of patent rights, etc., please

2Ipan Drake notes: In fact this exemption didn’t apply; it was written explicitly for the film production business. Our special interest
got its exemption only in 1986, when the IRS challenged Microsoft claiming ahatf their income from the sale of software was
royalty income and was clearly preparing to go after the rest of us. Thanks for picking on the most powerful victim first, guys!
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get us a copy of it.

Even if you haven't signed an agreement, you have certain responsibilities to your present employer, if any.
We’'ll have to have legal counsel draw up a paper by which everyone will make clear his right to create software
for the venture.

New people

To strengthen the business end of this business we've enticed Jack Stuppin to join us. Jack has several years
experience in running a company that manufactured mass-marketed products. He has even more experience in
finance, including some startups of companies in the silicon business.

We also seem to have found an accountant and a lawyer for the company, both first-rate. The lawyer, Bob Tufts,
has worked with Jack on high-tech business startups and has expressed interest in making a small investment
in MSP.

Names, names, names

Speaking of MSP, the need for a name for this company has become criticall We also need names for the
things that we’re now calling Interact and Cardfile. It would be really nice if we could latch onto a neat little
prefix, like Visi-, to distinguish our products. Please, please come to Sunday’s meeting with a list of all the
names you can think of, no matter how silly.

In the meantime, we’ll probably have to print brochures for the Computer Faire, using Marinchip’s logo and
arbitrary names for the products.

Paperwork

In addition to employees’ agreements, we need some more information from everybody.

First, after studying the organization plan, please indicate as specifically as you can what your financial and
working participation will be. The numbers in the plan are based on the first letters that people sent, but the
figures in those letters were sometimes vague, and the rules have changed to some extent.

We also need your phone number and the name and address that you want entered in the company records.

And the resume. Don’t bother with a fancy one, suitable for impressing employers, but give a good summary
of your technical background. If we want to impress IBM with our qualifications, we’ll re-write the resumes
in a uniform style.

?\\e ended up showing the prototype of Cardfile, which had been renamed “Autodesk” and Interact, which was then called “Micro-
CAD” in a booth with a company name of Desktop Solutions. Desktop Solutions was later rejected as a company name by California,
so we had to choose again...and again...and again. “Autodesk™—snappy name that! MicroCAD was such a neat name for a 