DEATH OF A COMPUTER

How Texas Instruments botched the 99/4A

[First of two parts|

BY JOSEPH NOCERA
Texas Monthiy

Imost immediately, people at Texas
Instruments were calling it Black
Friday. Early in the afternoon of
October 28, 1983, the rumors began to
fly, and at the company's Lubbock, Texas-
based consumer-products group, the rest
of the day was chaotic. Middle managers
called emplovees in, a few at a time, to tell
them that ves, it was true and there was
nothing that could be done, and then
everyone in Lubbock was on the phone to
friends at all the other TI facilities, and by
4:00 P.M., when the official corporate
announcement was released to the press,
there wasn't a soul at the company who
hadn’t heard the bad news. Texas Instru-
ments, the company that had put more
computers into American homes than
anyone else, was pulling out of the home-
computer business.

Who could have imagined that it would
end this way? Only a vear earlier the
consumer-products group had been the
toast of Texas Instruments, and the TI
nome computer, the 99/4A, Its biggest
success. Back then, TI people talked about
the 99/4A with awe. [ was destined to
dominate the home-computer business,
they said. It was going to reach $1 billion
1n sales. It was going to be the higgest
winner in the history of the company. Back
then, TI assemblv lines in Lubbock were
cranking out 5,000 computers a day, and
that still didn't keep up with the demand.

It wasn't suddenness alone that made
the 99/4A°s fall from grace so stunning.
Texas Instruments was a proud and
stubborn company that had helped spark
the electronics revolution. It was not
accustomed to fmlure,

Texas Instruments bad alwavs been
the world's largest maker of semiconduc-
tors, but in 1983, for the first time, it was
outproduced by Motorola. Texas Instru-
ments had practically invented the digital
watch, but several vears ago it could only
stand by as its watch business was swept
away m a flood of forewn imports that
were not only cheaper but also better.

The home-computer fiasco made these
other difficulties pale by companson, In
just two quarters of 1983 the 99/4A cost
Texas Instruments an astonishing $400
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million in corporate losses. In  July,
problems with the 99/4A forced T to post
the first quarterly loss in its 50-vear
history, On Wall Street Tl stock dropped
39 points because of the home computer.

Nobody likes to dwell on failure, least
of all Texas [Instruments. so it 15 no
surprise that the company officially “‘de-
clined to cooperate’” with this account of
the rise and fall of the 99/4A. The two men
most responsible for the decision to get
out of the home-computer business —
chief executive officer Mark Shepherd and
chiet operating officer J. Fred Bucy —
were unavailable for interviews.

In 1975 the personal-computer indus-
try was still in s infancy. Apple was a tiny
company operating out of 1ts founder's
garage: IBM hadn't even considered
getting into so nebulous a venture; the
handfu! of people who hought computers
were mostiv technology buffs. That vear
Texas Instruments introduced semething
called the TMS 9900 microprocessor chip,
which would eventually spawn the 99/4A
computer.

Although selling consumer items like
pocket calculators and computers 1s what
gives 1exas Instruments visibiity, the
companv's biggest profits have alwavs
been made in less glamorous ways, chief
amonyg them the manufacture of sihicon
chips, which 1t sells in huge lots, at low
prices, to other companies. Getting the
volume up and the price down has alwavs
been the linchpin of Tl's sales strategy.
And s0 1t was with microprocessors,

Although TI did not invent the micro-
processor — the credit for that goes to
Intel — the company quickly asserted its
superiority in the marketplace with its
first chip, introduced in 1974, a 4-bit chip
called the TMS 1000. This soon became
the most ubiquitous chip in the business,
used tn video games, calculators, micro-
wave ovens, and hundreds of other
electronic products; 1o date, more than
100 nulhon TMS 1000 have been solkd.

TI's second-generation nuCroproces-
sor was the 9900, but though it was 2
gquantum leap technologically, 1t was a flop
in the marketplace. It faled in part
because it was too far ahead of the field:
while Intel and everyone else was just
heginming 1o make 8-bit microprocessors,
TI leaptrogged them and made the toe-bit
0900. The wdea was that the 9900 would

nuke the 8-bit obsolete, and this new TI
microprocessor, ke the TMS 1000 be-
fore 1t, would become the industry
standard. Instead, the industry flocked to
the 8-bit mucroprocessors and left the
9900 dving on the vine. But to back down
and build 8-bit microprocessors like every-
one else was an abhorrent idea for TI, a
company where managenial decisions are
shaped by an internal framework that is a
culture all 1ts own.

The Texas [nstruments culture is at
once the company's greatest strength and
its greatest weakness, [t was the culture
that made it possible for T] to rise from its
heginnings as a small. geological-service
company and become a $4 billion electron-
s giant. TI engineers tend to live near
each other and spend most of their free
tune 1n each other’s company. Many of
them come to TI straight out of college —
TT doesn't ke hiring mud-career outsid-
¢rs, 1heir Jovalty to T is tierce and total.
in return, T gives its engineers what
amounts to {ifetime tenure; they are rarely
fired.

Tl 1s run by enpineers for engineers.
Both Shepherd and Bucy began their TI
careers as engineers, and almost atl of its
top managers have engineering back-
grounds. Thus, thev understand the needs
of engineers — the need for autonomy, for
instance. Despite the company’'s size, the
T1 cham of command 15 guite short, and
Bucy and Shepherd try not to get in the
wav of managers who are doing weil. The
company never skimps on its research and
development budget, no matter what its
cash-flow needs might be, R&D, which is
what engineers hve for, 15 at the heart of
Texas Instruments” technological success.

But engineers have other, psvehic
needs, and these too have become a part of
the TT culture. One v the desire to
accomphsh things from scratch rather
than usmg existing products, At T1 this
trine of mind has led to an obsessive
dishke of — and even contempt for —
other compames’ products. Thus the same
TT culture that spawned breathtaking
mnovation also spawned less attractive
traits — like arrogance and corporate
hubris — that hurt the company. TI didn't
just want to be competitive in the markets
it entered; it wanted to donunate them.

Given that corporate culture, there
wasn't much doubt that T1 would stand by
Its own microprocessor, the 9900, rather
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than conform to a marketplace that
wanted eight bits mmstead of 16. The
preferred solution was to find an internai
use for the 9900 that would make it
profitable, Une possibility was to build a
consumer product. a computer, that would
be driven by the 9900 microprocessor. [t
was a classic Texas Instruments solution
— TI divisions have alwavs been able 1o
post profits by selling components to other
TI divisions — but it also meant that T!
would be bullding a computer to fit its
microprocessor rather than the other way
around., Though no one could know 1t at
the time. the TI culture had just led the
company 1nto 1ts first big home-computer
mistake.

By 1977 the lengthv research and
development process was m full swing.
The consumer-products -group, which
designed and manufactured Texas Instru-
ments pocket calculators and wiitches,
was given the assignment of coming up
with the next product and was also given
spacious new guarters in Lubbock. Moving
to Lubbock from company headquarters in
Dallas was Bucyv's 1dea, Texas Instru-
ments No. 2 man and the consumer
group s longtime guardian angel. Bucy 15 a
native of Tahoka, only 29 miles from
Lubbock.

Within the consumer division. the
move was quickly seen as another mistake,
for it turned out to be very difficult to
persuade computer engineers to move
from Silicon Valley. less than an hour’s
drive from San Francisco, to Lubback. But
the bias against outsiders and the compa-
ny's do-it-ourselves attitude led TI's top
management to believe that it didn't really
need experienced computer engineers
from the outside, even though the compa-
ny had never before made a personal
computer.

The strategy developed by the con-
sumer-products group was to build three
computers using the 9900 microproces-
sor, aiming each at a different segment of
the market. At the high end would be a
small business computer that would retail
for about $7,000; in the middle. a sophis-
ticated scientific calculator that would cost
about $1.000; and at the low end, the so-
called home computer, which would cost
between $300 and $400. While the first
two computers would be competing a-
gainst other companies’ products, the
home computer was an original idea.

At the time, a few companies were
selling machines called personal comput-
ers — notably Apple and the Tandy
Corparation of Fort Worth, Texas — but
they weren't what we've come 1o think of
as home computers. Theyv were expensive,
geared for a select market: businessmen
who wanted to work at home and

hobbyists who liked to fiddle with
Computers,
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The T1 machine, on the other hand,
was golng to be the first computer
designed for Everyman. Did Evervman
need — or even want — a computer in his
home? That was 1mpossible to  sav,
because no such product existed and most
Americans had no feel for how a computer
mignt be usetul. Yet T1 was unperturbed
by the prospect of trving to create a
market. The teeling at T1 was that 1t had a
knack tor consumer electronies and that
tts knack would come to the ftore again,
with the home computer. T would put out
A computer that wis just powertul enough
to entice the average person to take the
plunge — no word processing, but plenty
of educational programs for the kKids — vet
nexpensive  enough  that  the  plunge
wouldn't break the hank, On the basis of
price alone, TT thought, the machine
would sell. Convineing people that they
necded it could conte Liater,

[t wasn't {ong before events began to
conspire ggaimst the consumer division's
caretully Lid plans, First, the man who had
devised the three-computer strategy quit
i frustration over the problems he faced
in Lubbock — particuiarly the inability to
hire the outside engincers he thought he
needed. Then his chief supporter back in
the Dhllas headquarters took an overseas
assignment. Other division heads  com-
plaied (o top management that the
business computer and the calculator
didn’t belong in the consumer group. and
they managed to have those two comput-
crs taken away from consumer. Both
projects were eventually killed.

S the three-compuler strategy was
now a one-computer strategv, and that
computer was at the low-profit end of an
unknown market. To make matters even
more complicated, there was another
management shuffle in 1978, and the man
put tn charge of developing the home
computer was an engineer whose previous
Job had been to design the expensive
business computer. He didn't see the
home computer in quite the same way that
his predecessor had, and by the time he
finished tinkering with the design, it was
no longer a $400 machine but a $1.150
machine. Then, although TI had an-
nounced that the computer would be ready
by the nuddle of 1979, the engineers
didn’t shake all the bugs out of the system
until the first few months of 1980, and
thus nyssed an opportunity to cash in on
the 1979 Christmas season. And finatly,
when the new 99/4 hit the computer
stores, 1t turned out that the average
American had no idea what to do with 3
home computer and wasn't interested in
paving 31,150 for one,

To the great dismay of evervone at
Texas Instruments, the 99/4, four vears
and $10 mullion or so in the making, was 2
homb.

The kevboard 1s what computer people
most remember about the T1 99/4 home
computer, The keyboard somehow be-
came the symbol for evervthing that was
wrong with the machine. It looked like an
elongated calculator kevboard, with stub-
by little keys that popped through the
plastic casing. Tl had chosen a calculator
keyboard because most of the engineers
who developed the 99/4 had cut their

teeth on calculators. But a short time
before the 9944 came out, another
company had put a calculator kevhoard on
a4 personal computer. The kevboard was
widely criticized, and out of that experi-
cnee grew a belief that calculator key-
boards wouldn't cut it. Texas Instruments,
SO Intent on putting out its own product,
scarcelv noticed.

[t should have, for something signifi-
cant was gfoot. Five vears earlier, when
Texas Instruments first decided to get into
the consumer end of the computer bus-
iness. the field was wide open. There
weren't anv real industry standards be-
cause there weren't enough machines
being made. The companies that did well
were simply the ones there first with the
technology. By 1980 the computer indus-
try was entering a watershed period — a
period when bemng there first no longer
ensured success. The moment was about
to arnive when the mportance of creating
1 product would be superseded by the
importance of selling one. It s 4 moment
cvery new indusory faces eventually,

[n the computer business this water-
shed meant that from now on, vou ignored
the vagaries of the marketplace at vour
own pend. Advancing the technology was
no longer enough; vou had to be sure that
vou were advancing at in the direction that
the market was heading. Tuning became
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critical: if you didn’t have the right product
at the right moment, 1t would hikely fail.
Most of all, you had to be able to
explain what it was about your computer
that set it apart from the pack. Doing that
took the skiils not of engineers but of
marketing people, and companies that had
always depended on feats of engineering
for success were bound to have trouble,
So the lesson of the calculator key-

board was not that it was an engineering
mistake — at bottom, 1t really didn't
matter what kind of keyboard you used —
but that it was a marketing mistake, And
the same applied to other facets of the
machine. Using the 9900 microprocessor,
for instance, was good for the Texas
Instruments division that made the chip,
but it caused far more problems than it
was worth.

Because TI's chip diviston had to make
a profit despite the low demand, the cost
to the consumer division was very high —
about $20 a unit compared to about $4 for
most of the popular 8-bit microprocessors.
Because it had been designed for industrial
uses, it did not adapt well to a consumer
system; the advantage of having a 16-bit
MICYOprocessor was negated by the circu-
itous way programs had to be written for
it. And because nobody else 1n the industry
was using it, independent software compa-
nies, the third-party vendors, as they're
called, had no mcentive to write programs
for 1it,

Not that Texas Instruments wanted
third-party software, which was yet anoth-
er way the company was bucking the
system. Software is tl-e most profitable
part of the computer tusiness — a $40
program cartridge cos s Texas Instru-
ments about $6 to produ :e. But one of the
new rules of the marketplace was that

R TTOYS BY JEFEERY NEWBURY
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software companies could write programs
for any computer — and then pocket all
the profit themselves., TI hated the
thought of sharing that kind of lucrative
profit with outsiders.

So instead of making it easy for
software companies to market programs
for the 99/4, TI went out of its way to
make things difficult, even making adjust-
ments in the machine that kept outsiders
from writing software for it. The result
was that while there were hundreds of
programs for most personal computers,
there were only a handful for the TI
machine.,

By fall 1980, with Texas Instruments
selling fewer than 1,000 computers a
month, the people 1n the consumer-
products group had come to the not-
unexpected concluston that 1t was time to
go back to the drawing board. Peter
Bonfield, then the head of the home-
computer division, felt that the most
critical flaws in the 99/4 were its price and
its 9900 microprocessor, so he asked his
engineers to design a computer that used a
different microprocessor and that cut the
cost in half.

The chip they chose was the Z-80, first
manufactured by the Zilog Corporation,
one of the most widely used 8-bit
microprocessors. lhe design for the
computer they came up with was so good
that they thought they might get TI to
bend its rules a little, But Bonfield had to
get the new design past Bucvy and
Shepherd — and past an engineer named
Don Bynum,

Bynum was 36 vears old and a
newcomer at TI, He stood out from the
gray mass of T1 engineers because he had
a httle more talent than most of them and a
little more drive and a little more flair. But
what he had most of all was compelling
personal presence. Bynum was a great one
for rallying the troops. When things were
going badly, he liked to give what he called
his General Patton speeches, and the
people under him would stay later and
work harder until evervthing was right
again.

When Bonfield's new computer design
began making the rounds at TI's Dallas
headguarters, Bvnum was assigned to the
company's Corporate Engineering Center,
where research-and-development propos-
als were evaluated. This position allowed
him not only to see the design but also to
take sides. He sided against Bonfield and
quickly became the leading in-house critic
of the new computer. His entire argument
was based on the idea that the 9900 micro-
processor should not be abandoned, pre-
cisely what Bucy and Shepherd wanted to
hear, of course. To prove his point, he put
together his own redesign of the 99/4,
called the Ranger. The Ranger did not
sulve the price problem or the keyboard

problem or the software problem, but it
did address another nagging problem, the
haphazard way the peripherals fit together
with the computer.

When Shepherd and Bucy shot down
the Z-80 design, they also shipped Peter
Bonfield off to the calculator division (he
left TI soon thereafter) and replaced him
with Don Bynum. In November 1980
Bynum moved to Lubbock to run the
home-computer division, and the first
thing he did was confiscate all the
prototypes of the Z-80 computer. The
second thing he did was trot out his
Ranger designs. And the third thing he did
was realize that the Ranger was a mistake.

A couple of months after he arrived,
the Ranger was as dead as the Z-80

computer, for Bynum had seen designs for .

vet another computer, and he had fallen in
love.

The new design had been slapped
together by 2 small group of engineers.
They were frustrated with the way things
were going, but they had become con-
vinced that the Z-80 design would not be
approved. This, too, was consistent with
the Tl culture; if you were dissatisfied, you
did something. And if your superior liked
it, there was a good chance that it would
be adopted.

The engineers' new design kept the
0900 microprocessor (there wasn’t any
getting around that) and the main circuitry
of the machine, but changed the way the
computer jooked. Now the computer had a
typewriter keyboard. The keyboard had
also been separated from the screen so
that the screen became optional. (The
kevboard could be attached to a television
set.} They also drew up proposals for
cutting down the number of chips needed
to run the computer, which had the effect
of dramatically cutting costs.

When Bynum came on board, he be-
came a champion of the new design, and it
breezed past the corporate hierarchy in
Dallas. By summer 1981, after months of
working up prototypes, getting the kinks
out of the system, and passing the various
radiation tests mandated by the Federal
Communications Commission, the 99/4A
was ready. The basic cost of the computer
to the retailer was $340 — and the price
to the consumer, without peripherals, was
poing to be $550. Don Bynum had done his
job. But would it seil?

The hard part about seling a home
computer is that, unlike a personal
computer, it has no immediately recogmz-
ahle purpose. The Texas Instruments
99/4A, four or five times less expensive
than an average small business computer,
was aiso considerably less powerful. It had
16K of memory, for instance, whereas
most small business computers had 64K of
memory. That meant that you could play
computer games on the 99/4A, or run
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some educational programs, or learn, in a
limited way, the computer language. And
you might be able to do a few basic tasks,
like balance your checkbook. But to do
anything more substantial, vou had to
invest several thousand dollars in peri-
pherals. Was a home computer an appii-
ance or was it a toy? Was it the beginning
of the electronic future or was it the hula
hoop of the 1980s? Why did you need one
anyway?

The man whose job it was to answer
that question at TI was William J. Turner,
36. and he was that rarest of birds at
Texas Instruments, an outsider. He had
been hired away from Digital Equipment
Corporation in May 1980 and had been
named marketing manager for TI's con-
sumer-products group. Although he had a
degree in mathematics. he had gotten his
Job precisely because he wasn't an engi-
neer. Turner had spent his career market-
Ing computers.

He brought to the home-computer
division something it hadn't had before: a
sales mentality. Bill Turner was gung ho
about whatever product he was selling,
upbeat and enthusiastic no matter what
the actual state of affairs. He was great
with numbers and projections. In meetings
he always had a chart that proved beyond
all doubt that the home computer was
about to turn e corner, His optimism had
a lot to do with the early success of the
99/4A, and with its ultimate failure.

He came to his job with two crucial
theortes. First, he believed that you
couldn’t sell a home computer in a com-
puter store. Computer stores were meant
for people who already knew something
about computers or who were serious
enough about them to spend several
thousand dollars on one.

Turner wanted to get the 99/4A placed
in the kind of retail stores that already
carried the company’s pocket calculator,
stores like J.C. Penney and Sears and
Montgomery Ward. From the day he
walked in the door, Turner spent much of
his time building up this retail network,
and he was good at it. Every month he
would report new successes. Toys R Us
had signed up; K mart had signed up; even
7-Eleven was on the verge of signing up
before the roof fell in at TI.

Turner’s second theory was that the
price of the 99/4A had to be a lot lower. If
the price was low enough, it wouldn't
matter that the home computer was more
toy than tool. People would buy it on a
lark. Bill Turner wanted to sell price, and
that became the cornerstone of his
marketing strategy.

S0 in the months after the 99/4A was
introduced, Turner began bringing the list
price of the 99/4A down, from $550 to
$450 to $375. He did this partly by
making what seemed to be outrageous

[__THE INDUSTRY ]

voiume projections and then hustling up
new retail outlets to absorb that volume.

He also pushed Bynum's engineers to
find ways to lower the cost of the machine,
by simplifying the design, eliminating
chips, and so on. That way the profit
margin on each computer remained steady
— 40% — while the price went down,

With each new round of cutting costs,
the engineers became increasingly unhap-
py with Turner, for they felt he was
pushing them to do too much, too fast. But
no one could argue with the results. TI had
once produced fewer than 8,000 99/4s a
month; 1t was now producing that many
99/4As 1n a good week. That wasn't
enough for the consumer-products group,
with its large overhead and R&D budget,
to turn a profit, but it was more than
enough to make people believe Turner
when he puiled out his latest chart and said
the 99/4A was about to take off.

By then, however, Texas Instruments
was not the only company in the home-
computer business. Atari, the video-game
maker, had had a computer out for some
time that was under $1,000 — the Atari
400. Several toy companies, particularly
Mattel and Coleco, were trying to get out
of video-game consoles (which wouldn’t
have a chance if home computers really
hit) and into home computers.

Timex had a home computer in
development, which it hoped would estab-
lish an entirely new market, the under-
$100 computer. And then there was
Commodore. Nine months after TI put the
99/4A on America's retail shelves, the
Commodore Corporation introduced its
first home computer. It was called the VIC
20, and it came on the market at $299.

Talk to anyone who ever worked on
the 99/4A, and you'll get the same story.
Commodore’s VIC 20 couldn’t compare
with the 99;4A. It was true. While the
99/4A didn't measure up to the more
expensive small business computers, it
looked spectacular next to the VIC 20.

The VIC 20 had a measly 4K of
memory, while the 99/4A had the 16-bit
9900. The VIC 20 had only about 40 chips
In its entire system; the 99/A had 60.
There was no question that the TI
computer was a far more powerful, far
more sophisticated system.

The 99/4A’s advantages, however,
didn’t necessarily translate into sales. The
computer business didn't work that way
anymore and hadn’t for some time — and
nobody understood that better than Jack
Tramiel, the president of Commodore,

Although he has recently resigned from
his position, Tramiel remains a near-
mythic figure in the computer business.
He has a reputation as 2 tough, driven
entrepreneur who, through shrewd deal-
mg and brillilant marketing, single-
handedly built Commodore into 2 major
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force 1n the computer business.

When Tramel set out to conquer the
home-computer market, he knew as well
as anyone that the VIC 20 was not a match
for the Tl 99/4A on the basis of
performance. He also knew that the 99/4A
was no match for the VIC 20 on the basis
of price.

Once before, Commodore had put out a
product in a market where its chief
competitor was T a lIine of digital
watches. T1 started a price war and drove
Commodore out of the market. Tramiel
was not about to let that happen again. No
matter how low the 99/4A went in price,
Tramiel's machine could go lower. It
simply cost less to build.

In retrospect, the great mistake
Turner made was m creating a marketing
stategy for the 9944A that hved and died
on price alone. He could have promoted
the 99/4A’s superiority to the VIC 20 and
justified a higher price on that basis. He
could have tried harder to answer the
question of why consumers needed to buy
his home computer.

It is not just m retrospect that this is
obvious; it should have been clear at the
time. As soon as the VIC 20 came on the
market, some Texas Instruments engi-
neers took it apart and analyzed its insides.
They poked fun at what they found, but it
was apparent that it was cheaper to make.
The VIC 20’s cost advantage was not a
deep, dark secret.

Yet Turner refused to change strate-
gies. He won't say why (Turner wouldn't
be interviewed for this story), but people
who worked under him say that it had to
do with ambition — both Turner's and
Texas Instruments’. Turner wanted the

99/4A to dominate the market, and that
was the kind of ambition that was fostered
at Texas Instruments. The only way to do
that was to go head to head with his
toughest competitor, Commodore, Turner
wanted a price war with the VIC 20.

He could not, however, start a price
war by himself. Although chief operating
officer Bucy and chief executive officer

Shepherd gave wide latitude to successiul
division heads, Turner was not yet a
division head. He was on the same level as
engineer Bynum, who ran the home-
computer division. Still answerable to a
chain of command, in the tug-of-war
between his desire and the desires of
Bynum's engineers, Turner lost as many
as he won, The engineers would surely go
to the mat if he tried to drop the price of
the Y9/4 A to match that of the VIC 20.

5o, between April and August 1982,
Turner had to be satisfied with fighting the
war on other fronts.,

'_F
——_

Keprinted with permission from _Hu‘
April 1ssue of Texas Monthly., Cnpyﬂg’f
1984 by Texas Monthly., ’
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DEATH OF A COMPUTER

TT’s price war with Commodore dooms the 99/4A

O sk, e war gt

[Second of two parts|

BY JOSEPH NOCERA
Texas Monthly

ilham J. Turner, head of market-
mg for Texas Instrument’s
home-computer division, wanted

a price war between TI's 99/4A and
Commodore's Vic 20. But influential TI
engineers still believed that the company
didn't have to lower the price; that
consumers would buy the 99/4A because it
was more powerful and more sophisticated
than the Vic 20.

TT's corporate culture had always held
that the best way to seli a product was to
build a good product. So between April and
August 1982, Turner had to be satisfied
with highting the war on other fronts. He
hired Bill Cosby to be the television
spokesman for the Texas I[nstruments
home computer and paid him $1 million a
year to do TV ads for the 99/4A.

But Commaodore’s ads for the Vic 20
were more clever and were aimed at kids
rather than parents. Turner continued to
add to the network of retailers selling the
99/4 A, but Commodore was with him at
every step and quite often a step ahead of
him,

And why not? Most custemers didn't
know the difference between eight bits
and 16 bits. Neither did most of the people
working in the stores. Texas Instruments
was doing nothing to explain the differ-
ence. All the customer knew was that two
computers were sitting side by side on a
shelf and one, the 99/4A, cost $300 and
the other, the Vic 20, less than $250.

In August 1982, Turner got a major
promotion — and a chance to take matters
into his own hands. He was named
president of the consumer-products
group. Engineer Don Bynum, who op-
posed the price war when he ran the
home-computer dtvision, was also promot-
ed, but Turner and Bynum were no longer
equals. Turner was the boss.

From previous discussions with the
engineers, Turner knew that it would take
at least a year to design a new computer
that would undercut the Vic 20. He didn't
want to wait that long, so he decided to go
after the Vic 20 with the product he
already had. If the volume could keep
finding cost reductions. . . if the engineers
could keep finding cost reductions ... if

everything broke right ... maybe they
could pull it off. Maybe it would be a repeat
of the Commodore-TI battle over digital
watches. On September 1, 1982, at a time
when the 99/4A was selling for about
$300 and the Vic 20 for $250, Texas
Instruments announced a rebate for the
computer that effectively lowered the
price to $199. This time there was no cost
cutting by the engineers to match the
price cut. The profit margin on the 99/4A
was halved, but Turner wasn't worried
about that., That same day Commodore
dropped the price of its machine $40 to
match TI's. The price war was on.

For the next four months, Turner’s
price strategy worked like a charm. Fall
and winter 1982 were Turner’s time of
triumph, for in those months the 99/4A
became the machine T had always wanted
it to be, a computer the average American
would buy. Almost as soon as the price cut
was announced, sales rocketed. Turner
was suddenly a corporate superstar at TI,
the marketing genius. the outsider who
had shown the engineers how to seil a
computer. He had the numbers to back
him up. The assembly lines were churning
out 150,000 computers a month, and
because of that enormous volume, the
personal-computer division turned out its
first sustained profits. The retail network
now had some 12,000 stores; the 99/4A
was outselling the Vic 20 three to one: and
a $20 million business had become,
overnight, a $200 nuthon business.

By the end of 1982, the 99/4A was the
top home computer 1in the United States.
and the entire staff was “"on a high,’” as one
engineer rementbers it. They were he-
roes; when home-computer people went
to Dallas for meetings, TI colleagues
would come up to them and teli them how
great it was that the 99/4 A was such a suc-
cess. When 1982 was over. the home-
computer diviston had, in the words of one
former employee, “zero retail inventory,”
which 1s to say, vou couldn’t find a 99/4A
anywhere in the country. They were sold
out.

With things going so well for the
99/4A. Turner and the consumer-products
group made their next big mistake. They
got greedy. Timex had a dinky computer
on the market that cost about $100: it
wasnt much, but it was selling, and
Turner decided to go after 1it, He had
Bvnum puit together some engineers, and

they undertook a crash program to
deveiop a competitive product to be called
the 99/2. Several other computers were
competing in the $500-to-$1,000 price
range, and TI had long been developing a
computer for that market: the 99/8,
known by the code name ‘“‘Armadillo.”
(Commodore was developing a computer
for the same market, which hecame the
enormously successful Commodore 64.) It
was partly good marketing strategy to
come 1n behind the onginal computer with
a more advanced computer like the 99/8:;
that's the way markets evolved, But who
cared if Timex was selling some $100
computer that couldn’t do much? Was that
really the direction in which the market
was going? [t seemed that Turner and
Texas Instruments simply wanted it all.

That same attitude was evident in TI's
stance toward third-party software ven-
dors. Before the price war, Texas Instru-
ments had finally modified its policy
toward independent software writers,
largely at the urging of Don Bynum. [t was
obvious that T1's refusal to allow indepen-
dents to wnte programs for the 99/4A was
hurting the company. Everybody else was
doing the opposite. Even IBM, a company
every bit as secretive and closed as TI, had
“opened the architecture” — that is,
allowed software writers to see how the
machine was built — before it came on the
market, Hundreds of people were writing
software for Apple computers, and the
huge array of software generated by these
third-party vendors had become a key
sales asset. The Vic 20 also had open
architecture, and the result was that it had
many more games, for instance, than the
99/4 A,

Texas Instruments could never bring
itself to open the architecture, but in
summer 1982, it did give its tacit blessing
to several former TI engineers who
started their own software companies.
Two companies were formed with the
purpose of writing software for the 99/4A,
and one of them had a contract with Texas
Instruments ensuring that it wouldn't
have to worry about a patent-infringement
sutt trom T1. When sales of the 99/4A
began to boom, the clamps went back on.
TI took out ads in trade publications that
threatened lawsuits against any company
that wrote software for the 99/4A without
being licensed by TI. Any company that
wanted to write for the 99/4A had to do it
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on TI's terms, meaning that T1 got to keep
all but 10 percent of the profits.

In the software industry, much anger
and resentmient greeted the tougher
policy. and a consensus developed that
Texas Instruments had gone mad in its
quest for profits., The truth was that TI
needed those software profits over the
long haul. With the price war on. the

~company wasn't making very much on the
computer 1tself, and it was conceivable
that if the price continued to drop there
would be no profit on the machine at all
But for now Turner wasn’t worried. and
neither were his superiors.

Early in Januarv 1983, Turner, Bvaum,
and some other people from the consum-
er-products group went to Las Veuas for
the semtannual Consamer Electronics
Show. The CES is to home computers
what the Paris Atr Show 15 to airplanes. It
15 a place to do a little business, but more
than that, it is a place to see what the com-
petition has been up to and to scope out
new trends, trade war stories, and strut
your company's stuff.

T1's extraordinary falt and winter had’

brought forth from Bill Turner optimustic
forceasts for the future. According to his
projections, 1983 would be the vear of the
home computer. Nearly seven million
would be sold that year, he predicted.
more than triple the two million sold in
1982. And of that seven million, he
estimated — promised, actually — that
- three million would be sold by Texas
Instruments (whereas about 500.000 had
been sold in 1982). Most analysts thought
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those figures were way too high; thev
were predicting sales in the area of four
milhon. But Turner was undeterred. The
hom:e-computer revolution had begun, he
satd, and TI was about to take over the
market. The analvsts, on the other hand,
said that with the price so low and the
maciunes so imited, most peopie thought
of the home compuler as a tov, which
meant that sales would alwavs peak in the
menths before Christmas, To them, that
tnnng had s niueh todo with T s success
m late 1982 as the price war did, Turner,
moocontrast, was predicting that every
month from now o wis vioIng to he about

Trwice s vood as December 1982 — (he

hest month cever tor the 9944, With chief
operating officer ). Fred Buev and chiel
executive oftiweer Mark Shepherd i tow,
he was goiny tull-steam ahesd.

The Consumer Electronies Show i
Janary seenwed only to confirm Turner’s
Lt ed sense of the nuirket. For the week
ot the =how, the T1 booth wis overrun
with people. Bvervbody wanted a piece of
the 994A, Bill Turner got enough orders
al the show trom retatlers that when he
e back to Texas he told Buey and
Shepherd that the first six months of 1983
wore Calready m the bag.”

(On the last day of the show, the T
crew went out on the town and wound up
m i Las Vegas bar. where thev started
drmking tequia. Thev talked about the
~how and the products and how it looked
like there was nothine on the horizon that

nught stop the 99/4A or the 99/8 and the -

99/2 when they were ready. “Some guy
from Apple told me they've sold 200,000
computers n schools,” one man said, |
told him we put out more than that in a
month.” Evervhody roared. The drinking
protduced an exaggerated sense of pride
and accomphshment and even invincibility,
and late that mght, as thev staggered from
the bar, Don Bynum jumped on top of his
rental car, raised his arms to the heavens,
and gave one of his General Patton
speeches, At that moment, he was king of
the hill. |

That night's jubilation was the pride
that went before the fall, for the fall came
very, very quickly. In January, Conmimno-
dore cut the price of the Vic 20 to $125; a
few weeks later T1 was forced to follow
suit. The inevitable had happened: the
99/4A was no longer making a profit; it
was mercely breaking even. But there were
plenty of orders (rom retailers, much of it
on hacklog since Christmas, so Turner
kept pushing the computers out. In
February, a serious snag developed, the
sort of thing that happens alt the time to
computer makers. TI discovered that a
transformer bought from an outside com-
pany was faulty. Even though the trans-
former had passed the U.S. government's
safety tests, it failed a Canadian test, and

though TI didn’t have to, it decided to
replace the part. It ordered stores (o stop
selling the 99/4A and then sent TI
employees out to retall outlets across the
country to fix the faulty part. At the
company s annual meeting in April. Bucy
announced that the problem had cost $50
million-and had erased the profit that the
computer had made the previous quarter,

Still, for each of the first three months
of 1983, orders were up, largely because
Turner kept expanding the retail network.
At the annual-meeting, Bucy announced
proudiv that Texas [nstruments had
stipped out its milhonth home computer.
But shipping was not the same as selling.
Bv finding more and more stores that
would carry the computer, Turner could

keep production high without worrying

about  what “ was -happening once the
computer got.anto the stores. TI's obses-
s10n with expanding the retail network had
become a shell game, a delusion, for it left
out the one thing that truly mattered.
Were people actually buying the comput-
ers?! The answer, it soon became clear,
Was no.

On April 4, Commaodore cut the price of

the Vic 20 1o 399, thus putting Turner in

an untenable position. It cost more than
S99 to manufacture the 99/4A, He stalled
for time, announcing that T1 would offer a
new rebate on the home computer by
June. But it wasn't gond enough. Now the
Vic 20 was back where it had been before
the price war began — sitting next to the
99/4 A on retail shelves, costing much Jess.
At the same time, with the Vic 20 so

inexpensive, the market for the-~Timex

product dried up completely.

Texas Instruments quietly canceled
the 99/2, the machine that was supposed
to compete with Timex, before it ever
came out. People in the consumer-
products group were beginning to see the
writing on the wall, At the end of March,
Don Bynum was reassigned to TI's Dallas
headquarters. Running TU's $200 million
computer business had become a manag-
er's job, and Bynum thought of himself as
an emgineer. Also, the pressures, particu-
larly the transformer problem, had taken a
toll on his health, and his doctor told him
he needed to find another job., Before he
left Lubbock, Bvaum sat down one last
tene with Bl Turner. and they went over
the numbers, Furner hadn’t changed a bit.
Yes, things had been tough, he told
Bynum, but it was still going to be a great
vear. The transtormer problem was be-
hind them now, the retail base was still
strong. Why, just that month Turner had
added the Seirs stores to the network.
With just a few readjustiments, they could
sUll sell three smdlion computers. He was
Just as gung ho, wnd as persuastve, as he
had ever been, Benume feft that meeting
hall believing that Taener could putl it oft.
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But of course he couldn’t, not with a
machine that could never make a profit
even 1t it did sell. In late Aprl, the
numbers caught up with him. Because the
consumer-products group was adhering to
Turner's forecast, the TI assembly lines
kept pushing out computers as fast as they
could. But now computers began coming
back to TI. Just because a retailer had a
machine on the shelves didn't mean he had
actually bought it. He had the right to
return it. 'Sales’” that had been posted by
Turner were revised and lowered. It
wasn't going to be December all vyear
round. Turner's optinustic projections
were crashing down around him.

Bucy and Shepherd received the stun-
ning news that despite everything they'd
been told, all was nqt well with the home-
computer division. That they hadn't
known before was not so surprising, given
the company’s culture. It left the winners
alone, but it didn't spend much time
coddling losers, and that's what Bill
Turner had become at TI. They brought in
another manager, Jerry Junkins, to run the
show, and Turner left the company a few
months later,

By the beginning of May, it was back to
| the old ways. junkins was a longtime TI
t. employee and a highly regarded manager,
but he came from the company’s govern-
ment sector and had no consumer experni-
ence. Nonetheless, his mission was to
stem the flow of red ink as best he could.
In June, in an effort to get the computer
| moving again, he matched the Vic 20's
| $99 price. He revised the projections and
began shutting down assembly lines and
laving off workers. Plans were drawn to
redesign the computer and get the cost
down more so it could be profitable again.

But nothing helped. Home computer
sales of both the Vic 20 and the 99/4A
were sluggish, although for Commodore
that wasn't so bad. It had begun phasing
out the Vic 20 by then, and its new
product, a more expensive, more powerful
Commodore 64, was entering the market-
place to take up where the Vic 20 had left
off.

Junkins wasn’t the only new face in the
consumer-products group. In the manage-
ment reshuffle that took place, halif a dozen
new people were brought in, and J. Fred
Bucy himself took charge of the home-
computer operation. He began making
regular trips to Lubbock, asking pointed
questions of the engineers. "*"We've made a
mistake,” he would say tn meetings, “and
we've got 30 days to turnit around.”’ Bucy
scrapped Bill Cosby, and instead instituted
a series of ads that stressed the education-
- al value of a home computer. After all,
-i that's how Commodore was selling its 64.
| But there was really nothing that could
be done quickly. The mistakes were too
big and they had been allowed to go on too

long. By the second quarter of 1983,
anyone who followed American business
knew the Tl home computer was in
danger. It was then that Shepherd and
Bucy announced that the company had iost
$119 million that quarter because of the
home computer.

There was one final hope: the 99/8,
TI's higher-priced, higher-performance
computer. If the 99/8 did well, it could
keep the home-computer division in busi-
ness as the 99/4A’s were phased out. But
at the 1983 summer electronics show,
even that hope was dashed. T1 brought the
99/8 to the show, ostensibly to unvelil it,
but kept it behind a locked door for the en-
tire show,. It was embarrassing; some of
the trade papers even published photo-
graphs of the door. No one at Texas
[nstruments would say why, but TI didn't
seem to think the machine would stack up
against the rash of new computers aimed
at that market, Coleco had announced
Adam, a $600 home computer that
included peripherals like disk drives and a
printer. The price of the Commodore 64
was coming down, Apple was supposedly
working on a home computer. IBM was
getting ready to enter the home-computer
market with a machine called the PCjr.
After the show, there were meetings to
discuss the future of the 99/8, and at the
last of them, Fred Bucy got in front of
evervone and said. 'l don't think this
product can make any moneyv. Does
anvone disagree?”’ No one did. The 99/8
was dead,

Pulling the plug on the home computer
three months later was an act of mercy —
it put the home-computer division out of
its miseryv. Could the situation have been
turned around eventually? Possibly. But it
would have taken new products and new
approaches in the marketplace. And most
of all. it would have taken time, which Tl
didn’t think 1t could afford. The stock was
dropping because analysts had become so
soured on the 99/4A. The losses were
continuing to mount; in the third quarter

TI took a $300 million bath. When Bucy

and Shepherd looked into the tunnel, they
could see no heht.,

The collapse of the 99/4A did not take
Texas Instruments completely out of the
computer business. In early 1983, the
data-svstems group. in Austin, put out a Tl
professional computer that sells for close
to $:3,000, and a few months ago the same
division introduced a portable business
computer for about the same price, But
the T1 Professional 1» competing in a
market that in the past vear has come to
he dominated by the [BM  Personal
Computer, and nothing T1 does is going to
change that. The IBM PC has become the
de facto standard in the industry, and the
lion’s share of the market from now on wall

—-

always belong to IBM and to competitors
that are “IBM compatible.” The TI
Professional is not IBM compatible.

What the future holds for the TI
Professional depends a lot on what
aspirations T1 has for the machine. If the
company is content to cede the market-
place to IBM, if it is willing to sell 50,000
computers a vyear while IBM sells
500,000, then the TI Professional will
probably be a success, albeit a hmited one.
But if T decides that it has to go head to
head with IBM, then the T1 Professional,
hke the home computer before it, is a
disaster waiting to happen.

S0 far, Texas Instruments seems to
have learned at least some lessons from its
disaster., When the Professional was first
envisioned, the consumer-products group,
backed by Bucy, made a strong play for
having the machine produced in Lubbock.
But the consumer group lost that battle.
The machine eventually developed by the
data-systems group contains not a 9900
MICTOprocessor but  a  nucroprocessor
made by Intel, After the experience of the
home computer, the 9900 was never
sertousty considered. And last November,
at the Las Vegas electronics show, the
several dozen engineers and marketing
people in T1's large booth all wore buttons
that showed they had learned another
lesson irom the 99/4A. The buttons read,
“Third-Party Vendors Love TL.”

Reprinted with permission from the
April 1ssue of Texas Monthly. Copyright
1984 by Texas Monthly.
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