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INSIDE THE DEAL

THAT MADE BILL GATES

$350,000,000

® by Bro Uttal

Going public is one of
capitalism's major sacra-
ments, conferring instant
superwealth on a few tal-
ented and lucky entre-
preneurs. Of the more
than 1,500 companies
that have undergone this
rite of passage in the
past five years, few have
enjoved a more fren-
zied welcome from in-
vestors than Microsoft,
the Seattle-based maker
of software for personal
computers. Its shares,
offered at $21 on March 13, zoomed to $35. 50
on the over-the-counter market before set-
tling back to a recent $31.25. Microsoft and its
shareholders raised $61 million. The biggest
winner was William H. Gates III, the compa-
ny's co-founder and chairman. He got only
$1.6 million for the shares he sold, but going
public put a market value of $350 million on
the 45% stake he retains. A software prodigy

who helped start Micro-
soft while still in his
teens, Gates, at 30, is
probably one of the 100
richest Americans.

Gates thinks other en-
treprene' s might learn
from Microsoft’s experi-
enice in crafting what
some analvsts called
“the deal of the year,” so
he invited FORTUNE
along for a rare inside
view of the arduous five-
month process. Compa-
nies hardly ever allow
such a close look at an of-
fering because they fear -
that the Securities and Exchange Commission
might charge them with touting their stock.
Answers emerged to a host of fascinating
questions, from how a company picks invest-
ment bankers to how the offering price is set.
One surprising fact stands out from Micro-
soft’s revelations: Instead of deferring to the
priesthood of Wall Street underwriters, it
took charge of the process from the start.
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HE WONDER is that Microsoft wait-*

ed 5o long. Founded in 1975, it is the

oldest major producer of software for
personal computers and, with §172.5
million in revenues over the last four quar-
ters, the second largest alier Lotus Develop-
ment. Microsoft's biggest hits are the PC-
DOS and MS-DOS operating systems, the
basic software that runs millions of 1BM per-
sonal cemputers and clones. The company
has also struck it rich with myriad versions
of computer languages and a slew of {ast-sell-
ing applications programs such as spread-
sheets and word-processing packages for
1BM, Apgple, and other personal computers.
Yet Microsoft stood pat when two of its
archcompetitors, Lotus and Ashton-Tate,
floated stock worth a total of $74 million in
1583. Nor did it budge in 1984 and 1985,
when three other microcomputer sofiware
companies managed to sell $54 milion of
stock. The reasons were simple. Unlike its
competitors, Microsoft was not dominated
by venture capital investors hungry to har-
vest some of their gains, The business
gushed cash. With pretax profits running as
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high as 34% of revenues, Microsolt needed
no outside money lo expand. Most impor-
tant, Gates values control of his time and his
company more than personal wealth.
Money has never been paramount to this
unmarried scion of a leading Seattle family,
whaose father is a partner in a top Seattle law
firm and whose mother is a regent of the
University of Washington and a director of
Pacific Northwest Bell Gates, a gawky,
washed-out blond, confesses to being a
“wonk,” a bookish nerd, who focuses single-
mindedly on the computer business though
he masters all sorts of knowledge with as-
tounding facility. Oddly, Gates is something
of a ladies’ man and a fiendishly fast driver
who has racked up speeding tickets even in
the sluggish Mercedes diesel he bought 1o
restrain himsell. Gates left Harvard after his
sophomore year to sell personal computer
makers on using a version of the Basic com-
puter language that he had written with Paul
Allen, the co-founder of Microsoft. Intense-
ly competitive and often aloof and sarcastic,
Gates threw himself into building a compa-
ny dedicated to technical excellence. “All
Bil's ego goes into Microsoft” says a

friend. "It's his firstborn child."

Gates feared that a public offering would
distract him and his employees. “The whole
process looked like a pain,” he recalls, “and
an ongoing pain once you're public, People
get confused because the stock price doesnl
reflect your financial performance. And to
have a stock trader call up the chicl execu-
tive and ask him gquestions is uneconomic—
the ball bearings shouldn't be asking the driv-
er about the grease.”

But a public offering was just a question of
time. To attract managers and virtuoso pro-
grammers, Gates had been selling them
shares and granting stock eptions. By 1987,
Microsoft estimated, over 500 people would
own shares, enough to force the comipany 1o
register with the SEC. Once registered, the
stock in eflect would have a public market,
but one so narrow that trading would be diffi-
cult. Since it would have 10 register anyway,
Microsoft might as well sell enough shares
to enough investors to create a liquid mar-
kel, and Gates had said that 1986 might be
the year. “A projection of stock ownership
showed we'd have to make a public offering
at some point,” says Jon A. Shirley, 48, Mi-

Bringing the road show to New York City, Microsaft Chairman Bill Gales explains the future of personal compulers to institutional invesiurs.
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