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KAYPRO, THE COMPANY BEHIND THE COMPUTER

Ever since the Osborne bankruptcy, many have
wondered about possible parallels with Kaypro.
There are major differences. Osborne never did
go public or otherwise raise enough money for
staying power. The Osborne I, with its 5-inch,
52 col. screer. and SSSD drives, was an interim
product that got killed when better ones, notably
the Kaypro II, came along. Even more crucial, it
seems, was Adam Osborne's chaotic management
style and giant ego.

In contrast, the Kay family have been in
business a long time. They also have a product
line which, if not at the leading edge of the
market, is well-regarded by dealers, users and
critics alike. Nevertheless, long-range success
for Kaypro is far from assured.

As most of you know, Kaypro Corporation "went

~=ublic" last August 25, selling 4 million shares of
ock at $10 a share. Becoming a public company
simultaneously made the Kay family wealthy (to the
tune of over $9 million in cash) and gave Kaypro a
major shot of capital ($27.5 million). However,
going public brings with it a requirement known as
"full disclosure," providing a revealing look
inside the company's financial past and present,
and, to some extent, its future.

The company began in 1953 as Non-Linear
Systems. For over two decades, it enjoyed a small
but profitable business manufacturing electronic
instruments, such as digital voltmeters and
oscilloscopes, which it sold for aerospace,
defense and industrial applications. By the late
'70s, however, aerospace orders for Non-Linear's
products had dried up. Sales fluctuated in the $3
to $4 million-a-year range, with losses instead of
profits.
worth; while by August 31, 1982,
sheet showed a NEGATIVE net worth of $468,000.

In 1981, in obvious need of a new product,
Non-Linear began developing what would become
the Kaypro II computer. The very limited
resources available (Andy Kay had to borrow money
using personal real estate holdings as collateral)
restricted funds for product development and for
tooling up. (Even in fiscal 1982, the year in
which most of the work on the Kaypro II was done,
_R_& D expenditures totalled only $399,000, small

industry standards.)

" Nat Weiner is a financial analyst and an
attorney, and an enthusiastic Kaypro owner.
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By 1981, in fact, Non-Linear had NO net-
the balance-

by Nat Weiner

The temporary poverty may have been a
blessing, for it forced the company to be
‘resourceful. Lacking the funds to create a new
product from scratch, Kaypro assembled a group of
proven components that were functional,
economical and readily available, and packaged
them in a format that had already been tested and
‘proven by Osborne, whose computer was selling
well despite design flaws. To this was added a
readily available operating system, CP/M, and,
taking another leaf from the Osborne notebook, a
bundle of software good enough to get a first-time
buyer started. The price for this package was
extremely attractive. Moreover, Kaypro didn't
even have to do any marketing; Osborne was doing
it for them.

Non-Linear's timing was perfect. When Kaypro
shipped its first product, in June, 1982, Osborne,
unbeknownst to the rest of the world, was already

_-on a self-destruct course. By the time the fiscal
year ended, less than 3 months later, Non-Linear
had shipped $2,084,745 worth of II's (at wholesale
value). The following year, about 50,000 Kaypros,
worth $73,487,566, were shipped, an incredible
success story by any standards.

Fiscal 1983 also did wonders for Kaypro's (the *
company was now called that) financial picture.
Profits of nearly $13 million, plus proceeds of
$27.5 million from the stock sale, transformed the
negative net worth of $468,259 at the start of
the year into a positive net worth of almost $40
million at year's end. Pre-tax profit margins
were an incredible 31.6% of sales: it took just
$8.1 of selling and general and administrative
¥ i I (Continued on p. 14)
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KAYPRO, THE COMPANY BEHIND THE
COMPUTER (Continued from p. 1_)

expenses to support total sales of over $75
million. 4

The August 25, 1983 prospectus for the stock
offering also suggested a bright future. A new
desk-top portable was due in "late 1983," and a 10
megabyte hard-disk portable was under
development that would be compatible with the
IBM XT. Sales of the Kaypro 10 were not up to
expectations, but this was attributed to a
shortage of disk drives. Kaypro also indicated
that it was having difficulty "predicting future
results from the highly volatile personal and
microcomputer market" -- another hint that
caution might be appropriate.

In general, however, the picture seemed
almost too good to be true. In retrospect, it
probably was.

A number of factors suggest that the rosy
picture was overstated and the outlook for Kaypro
somewhat uncertain, with opportunities, but also
problems. Some of the problems are external and
largely beyond the control of Kaypro. Others are
self-made.

The opportunities are obvious. We live in a
computer world. A lot of machines are going to be
sold. At least for a while, there should be rapid
year-to-year growth. Growing markets create
opportunities for those who can capitalize.
Kaypro has some strengths.

Kaypro has succeeded in getting established,
and that is very important. It has dealers, a
sizable and growing body of users, some name
recognition, the ability to actually ship
products, proven products to ship, and it has a
net worth that, while not great by IBM standards,
does bring playing chips to the table. Moreover,
Kaypro is now clearly the leader in the 8-bit
business, i.e. non-games or graphics, low price
field, for whatever that is worth.

However, a number of signs suggest that Kaypro
is going in the wrong direction. The company
appears to be out of control in terms of
inventories, cost structure, product development
and management judgment.

Kaypro is developing an IBM XT clone. This
machine will have to compete with the Compag
Plus, Eagle, Columbia, Corona, Televideo and the
like. Those guys got there first, don't show any
sign of committing an Adam Osborne, and lots more
are coming besides. Pricing is already getting
nasty.

Kaypro recently announced that it is planning
to manufacture the Drivetec, a high density, 2.6
megabyte disk drive, to be used on its new and
long-overdue Robie desktop computer. The
Drivetec is unproven, and compatible with nothing
else. The computer industry is littered with the
corpses of companies that used non-standard
drives (Victor and Computer Devices come quickly
to mind). It is difficult indeed to see why Kaypro
needs the risk of start-up production of an
untried, non-compatible disk drive that is bound
to have birth problems.

Kaypro also recently announced that it is soon
to be U.S. distributor for a high-priced,
high-performance, IBM-compatible lap portable to
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be produced in Japan by Mitsui, a Japanese trading
company. Few details are available. So far,
no-one has demonstrated a market for such a
machine at a high price level.

The "Kaypro 16," the IBM XT workalike, is alsr™
considerably delayed. If it is just a clone in ¢
metal case at a price around the market, it faces
a rocky road, as discussed above. If, however, it
turns out to be both IBM compatible and also
capable of running present Kaypro software and
files, has quad drives made nearly universal
through Uniform and a flexible controllor chip,
has terminal emulation software, and maybe just a
little open architecture, it could be an
outstanding step-up or growth machine for current
Kaypro and other 8-bit owners who need IBM
compatibility and want to keep using present files
and software as well. Everything needed to make
such a machine is readily available and
economical. But will Kaypro produce it?

[To Be Continued Next Issue. ]

USERS’ CORNER

Longer Feet For Your Kaypro

From the Houston KUG Newsletter: How to put
longer "feet" on the Kaypro computer case, SO
that it doesn't have to sit on the edge of the
keyboard. The rubber feet that the case sits on

when it rests on the keyboard are attached bv—

screws. A Houston user removed the two feet an.
replaced them with two small hinges. He used the
hinges to hold extensions about 2.5 inches long,
then he installed the rubber feet on the other end
of the extensions. These extensions were made
from small lengths of steel channeling of the type
normally use to support adjustable shelves. By
using steel, he was able to solder the hinge to
the channel for rigidity.

[ [ [ ] [ ] [ ] [ [
BRACKET RACKET

"Not all Kaypros, Perfect Writers and printer
combinations are created equal. If you try to
turn off page numbering wi '', and it doesn't
work, try '@Pagefooting( )' [with a space beween
the parentheses]."

[From the Capital (DC) KUG 4/84]

[ [ [ [ ] [ [ ] [ ]
BUFFER STUFFER

"At the start of a writing session you can load
up all 7 of PW's buffers. At the menu prompt 'File
to Edit?', simply type all 7 file names with a
space between each pair. Or, you can start from—
CP/M by typing: 'PW FILEl FILE2 FILE3, etc.'"

[From the Capital (DC) KUG 4/84]
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