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IBM SERVICES OPPORTUNITY PIPELINE 

Opportunity 
INTERNET-RELATED . Helo desk faeneral) . Travel mot (coro.) . Entertainment - new fonns . Recovery services . "Web Ranch" hostin~ services . Health network . Electronic retailer . Internet "teleohone comoanv" . Convert traditional orocessinll services . Full service ad a2encv . Jntelli.Rent agent agency 
OUTSOURCING . Customer management - cross industry 

( orders inauiries oroblem resolution) . Billing and collections -- customized by industry/process . Contract manufacturing 

a = Coherent definition of service required 
b =Cana new entrant provide differentiation? 
c = Now moot -- 3/26 IBM announcement 
d = IBM already offering some services 
e = Profitability questionable 
f= In "Internet Gatekeeper''; may not be separate business 
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IBM NEW SERVICE OPPORTUNITY (A) 

"Internet Gatekeeper" 

Concept: 

Become the dominant provider of all services that can be linked to an Internet 
directory/mdex. ("If you want to use the Internet, you use the IBM Gateway") 

Description: 

The core of the offering will be a complete directory(lndex to the Internet and World Wide 
Web. The core is necessary but not sufficient: There is already considerable competition 
in directories/indexes (Yahoo, etc.) and barriers to entry for offering the core 
directory/indexing service are low. 

The first vendor to offer a comprehensive set of related features and functions will have a 
pre-eminent position in the market and be extremely hard to dislodge ( see "Competition", 
below). A non-exhaustive list of linked capabilities includes: 

• A constantly improving Internet directory/index (needed to keep up with competitive 
products) 

• Analogous intranet products designed and installed on a custom basis 
• Can link to and/or can be partially integrated with public directory(lndex 
• Can utilize InterNotes 

• Comprehensive product/service directories (with hot links and small seller transaction 
fees; commissions on sales) 

• Embedflink to product specification databases. Include hot link referral to sellers 
(with a small transaction fee and commissions on sales) 

• Foreign language machine translation capabilities (fee based) 
• Event calendars and ticketing 
• Buyer requests build up database of wants and needs - a type of intelligent agent. 

(Buyer-generated target marketing.) 
• IBM electronic commerce support services and products as a companion offering (but 

probably at arms-length 
• Incorporates functions of infoSage and infoMarket 





From a customer standpoint the service should have multiple views and. as needed, look 
like: 

• Meta-yellow pages 
• Meta-white pages 
• Consumer goods catalog ( electronic mall) 
• Product specification sheets 
• Comparison buying service (business and consumer) 
• "Library'' catalog 
• News and information service 
• Professional development roundtable/training 
• Direct marketing 

Who Is The Customer? 

• Business users are the most attractive targets. from a revenue generation and natural 
fit with IBM 

• Consumer Electronic Commerce customers could be a close second because of 
potential size of transaction fees from sellers 

• Other users are ~than "necessary evils": 
• Internet users often wear several hats (surfer, consumer by night; business user 

during the day 
• More importantly, dominance is all or nothing. 

Geographic Differentiation: 

• Because of the preponderance ofEnglish on the Internet, initial targets will be skewed 
to those with adequate English language skills 

• Machine translation features will open up new markets, which will bind them even 
more tightly to the gateway than other types of users. 

Competition (Current/Likely): 

There is much "plain vanilla" competition in directories/indexes (Yahoo-like). Two 
graduate students with a borrowed server can play in !mLIJart of the market . 

Differentiation and long term success wiU come from add-ons . If undisturbed , current 
suppliers will probably add features incrementally. Resutt: All offerings will be 
suboptimal and none will take off. 





The first finn to take a strong lead will continue to pull ahead and will win. Taking the 
printed Yellow Pages as the model, there is only room for one primary provider (Why 
look at several subsets, when one stop has it all?) Perhaps this is even a natural monopoly 
(in which case non-favoritism would be an important attribute). 

Entry Options: 

• Acquire a current supplier, primarily for time to market savings. Downside: Core 
offering is not key. Integrating the acquisition would take (precious) time and might 
telegraph intentions. 

• Build: Technology is straightforward , with few proprietary features. IBM may 
already have most of the technology. 

Success Factors 

• Apply substantial resources (the resources issue will be a serious concern for firms 
smaller than an IBM or AT&T). Resources will be spent on 

• Seller recruitment and support 
• Database content definition and updating 

• Move very fast to get ahead of the pack: Especially important in setting up links with 
commerce partners 

• Real and perceived neutrality -- business and technical 
"Good enough" initial offerings launched quickly (Microsoft philosophy) 

Risks/Barriers: 

• Probably no payoff in being #2 in this market (similar to OS/2 vs. Windows) 
• Big public bet on the unknown 
• Can IBM move fast enough (especially internally)? 
• Can the IBM reward system motivate the leaders of what is essentially a highly 

leveraged new venture? (Note: It is not clear to what extent this kind of venture will · 
. or should .. draw on many resources from the rest of IBM.) 





Approximate Market Size 

The following are order-of-magnitude estimates. These could and should be refined 
further. However, any numbers describing this opportunity will be highly dependent on 
difficult-to-verify assumptions. 

Size>>>> Low Medium- Medium Medium- High ($2- Very 
(Under Low ($50- (S250MM High 5Bi1L) High 
S50MM) S250MM) -750MM) (S7SOMM (OverSS 

-S2 Bill.) Bill.l 
Year 1997 1998 1999 1999 1999 
Exoected 
Probabil- 0.6 0.8 0.8 0.4 0.2 
ity (.1-.9) 





IBM NEW SERVICE OPPORTUNTIY (B) 

Concept: 

Standardized Application Management 

Background and Description: 

Billions of lines of code are now being managed, some by internal corporate staffs, some 
by third parties. "Application Management" as used here includes the following functions: 

• Takes overall responsibility that the application successfully carries out its job, 
primarily from a software standpoint. (Where an application uses dedicated hardware 
or communications, application management could take responsibility for these areas 
also; generally, however, the non-software areas are part of data center management, 
network management or desktop management.) 

• Performs functional modifications and enhancements. The "Year 2000" changes are a 
current example of this. (There may be some overlap with small-sca1e systems 
development or even small SI jobs.) 

• Performs technical changes and enhancements, usually occurring because of hardware 
or systems software upgrades. 

• Supplies help desk and user support. (This may include or overlap education and 
training.) 

As can be seen even from the concise description above, Applications Management can 
be, and often is, defined out of existence and into other categories. However, the reality is 
that applications need managing. 

The applications to be managed differ enonnously in their characteristics: 

• They run the gamut from object-oriented client/server applications to those running on 
systems where parts are no longer available. Some depend on virtually extinct 
languages or software products. 

• Many older applications lack documentation and are not fully understood by anyone. 
• Some applications require a full appreciation of the underlying business process~ many 

others do not 
• The software may be one-of.a-kind or use packages that have tens of thousands of 

customers. 





This state of affairs means that out of l 00 application management opportunities, maybe 
only two will have anything in common. Reactions to this are 

• Treat the business as a "handicraft". with no leverage and no economies of scale. 
• Try to speciafue in, say, a particular package. (However, few packaged software 

firms have tried to make a business out of supporting even their own customers.) 

In reality, almost all of the business is treated as a handicraft: Little knowledge is 
systematically canied forward. This model ofbusiness also makes it difficult to convince 
customers that they are getting special value; hence, the prevalence of the "daily rate". 
The daily rate model keeps margins down, and discourages investment and specialization. 
(A vicious circle.) 

So why is INPUT recommending this as an opportunity? 

The Opportunity 

IBM is large enough to achieve to transfonn this business by 

• Developing a standardized approach that will 
• Reduce costs and increased perceived value 
• Support value selling. 

• Being large enough to create and support a critical mass of business that will both 
produce and support standardization (a virtuous circle). 

Standardiz.ation has both negative and positive implications: 

• Using ( and, sometimes, developing) applications management support tools 
• Developing (and using) applications management methodologies 
• Being expert in certain software products 
• Extending help desk techniques 
• Providing a career path for application management staff(now it is largely a dead end) 
• Developing profiles ( or other techniques, such as scoring) of targeted work 

• Appreciable amounts of work -- maybe two-thirds of all opportunities -- will be turned 
down (or, more likely, passed on to approved body shops) 

An important implication of standardization is that this business must be centrally run to 
obtain the benefits of standardization. 





Who Is Customer? 

Customers are about evenly divided between IS departments and functional units that 
control their own applications, largely in medium and large organiz.ations. The selling and 
execution process will differ somewhat between the two types of buyers. 

Geographic Differentiation: 

Relatively few differences by geography. 

Competition (Current/Likely): 

There are thousands of companies offering this kind of service. Most are body shops. 

IBM, Andersen and EDS all offer application management services but generally ancillary 
to another "more desirable"' business (systems integration and data center management). 
These upper tier finns also provide this service on a standalone basis, but generally as an 
accommodation to customers and/or to bill unused resources. 

Andersen has set this up as a line of business, but has not gotten a lot of support from the 
industry and SI powerhouses who run the finn. Most of Andersen's staff aspire to new 
development and look down on maintaining older systems. 

Conclusion: There is a great deal of functional competition. but relatively little focused 
competition. 

Entry Options: 

• Organic growth, using a cadre of sales and project management staff 
• Body shops could serve as subcontractors 
• An acquisition would serve little purpose. More to the point, most finns that do this 

sort ofbusiness are body shops. 





Success Factors 

• IBM is well-positioned to mine its extensive customer base and use its current saJes 
force: SaJes are not overly technical or complex. This is a "'service" that the sales 
force can understand. 

• Development of a sales model and sales tools that demonstrate vaJue (to get away 
from the "daily rate" pit). 

• Developing and adhering to an implementation model that combines a methodology 
with appropriate tools. (Many of the tools will have to be invented - a plus and a 
minus.) 

• Accepting business that confonns to the model 
• Making this a separate business with its own career path. 

Risks/Barriers: 

• Not breaking out of the "handicraft" model: 
• Operating on a decentralized basis, i.e .• not reaching criticaJ mass. 
• Taking on too much opportunistic work that does not conform to the model. 

Approximate Market Size 

TotaJ worldwide annuaJ spending on a]l fonns of~application management is 
about $30 billion (growing at about 13% a year). The currently available market, i.e., the 
market that can be standardized, is probably one-third of this, or $10 billion. 

Resources being spent internally on these types of functions are probably five times as 
great. 





IT Intelligence Services 

April 3, 1996 

Mr. Mark Shearer 
Vice President, Network-Centric 
Computing & Business Development 
IBM Global Services 
Somers, NY 10589 

Via fax 914-766-8455 

Dear Mark: 

400 Frank W. Burr Blvd. 

Teaneck, NJ 07666 

Tel. (201) 801-0050 

Fax (201) 801-0441 

As I promised at our meeting on Friday, we have given further consideration to three of 
the issues that we discussed concerning the "Internet Gatekeeper'' opportunity: 

• Prioritizing and selecting product/service opportunities 
• Constraints on developing the service -- how could it be speeded up? 
• IBM's value-added 

I thought it would be useful to give you some feedback on these issues. (Y{e are also 
working on providing full profiles on "Customer Management" and "Billing and 
Collections".) 

In addition, I believe that this venture could be very important in positioning IBM in the 
"center" of network-centric computing and will also comment on that. 

I. PRIORITIZING AND SELECTING PRODUCT/SERVICE OPPORTUNITIES 

As we discussed at the meeting there are hundreds of potential product/service areas that 
could be part of this service. (Actually, depending on definitions, segmentation and 
market receptivity there may be thousands.) 

You had asked for some suggestions and examples of areas to consider. We developed 
some initial examples easily enough, but then we realized that just giving examples would 
produce a second, reasonable set of questions, including: On what basis were these 
selected? How firm are INPUT's conclusions? 

FRANKFURT • LONDON • NEW YORK • PARIS • SAN FRAN CISCO • TOKYO • WASHINGTON , O.C 





So we backed up and 

• First, developed a list of criteria to judge opportunities against. 

• Then, we picked some products and services we thought intuitively were good and 
not-so-good and applied the criteria. 

CRITERIA 

Some criteria are positive in tenns of supporting a product/service being included and 
others are negative. The following lists are necessarily preliminary and need more work. 
but we believe are a good start. 

Positive Criteria 

• A large market. "Large" remains to be defined. A rough model would have to be 
developed that would contain overall sales and transaction figures for the 
product/service, likely market: shares for the Gatekeeper service and ranges of seller 
payments. (Later, more complex and nuanced scenarios could be developed.) 

• Indications that distance buying is acceptable to buyers. A good indication is where 
catalog or telemarketing sales are already a significant factor in a market. 

• Selling from public price lists is a conunon practice . Goods and services sold by 
catalog or telemarketing are good indicators. 

• Key buying requirements are reducible to searchable attributes. This would generally 
be a "must". 

• There are significant information barriers that buyers perceive as interfering with their 
ability to make good buying decisions. In some cases only small subsets of sellers may 
be accessible (as is common in buying insurance, for example). It may also be onerous 
for individual buyers to assemble all the information needed. 

• Buying decisions that are improved by using an implicit or explicit buying model made 
up of weighted or organized attributes. This may less important in fairly standard 
products like PCs. Modeling may be very important in, say, business insurance. 
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Negative Criteria 

• Where there is already an established equivalent ( e.g., airline tickets). This would 
often be a .. knock-out", at least for the first wave. 

• The product or service is generally sold in a regional or local market (e.g., real estate, 
many professional services). These might be second wave items or delegated to a 
franchisee (see the discussion under Speeding Up Development). 

• Items which have a high style or intangible content. A list of companies, for example, 
that sell women's clothing would not add very much value - this is the on~line Yellow 
Pages problem. 

• Areas where sellers tend to have many return customers. These will be more likely to 
go directly to a seller and find the Gatekeeper less useful. 

• Areas where there is in fact little choice of sellers. 

• Large scale flows of orders between predefined sets of buyers and sellers. This is a 
better fit with "standard" electronic commerce. 

• Where negotiated prices are common (as in property and vehicle sales). In these 
cases, a referral becomes more like Yellow Pages or current Web advertising. 

• Where IBM itself is a seller. PCs are probably the main potential area of conflict. 

The attached matrices take these criteria and assess a dozen or so potential products and 
services. There appear to be some potential winners and losers on the list. but INPUT 
would not make judgments at this point. 

• This analysis is mainly a demonstration of how a more definitive assessment would be 
conducted. 

• The criteria and, especially, their application should be rigorously reviewed. 

• Some of the criteria are probably more important than others. This should also be 
reviewed. 

INPUT would be willing to conduct this additional work, either by itself or in conjunction 
with IBM staff. 





2. SPEEDING UP DEVELOPMENT: FRANCHISING 

Part of the discussion on Friday revolved around the resource constraints on development: 
We all agreed the content-related functions would require specialized knowledge and be 
quite time-consuming, e.g .• such tasks as 

• Defining content 
• Norma1izing the value of attributes 
• Negotiating with sellers ..consuming. 

We believe that one way to deal with these issues would be to work with partners who 
were knowledgeable on content issues. INPUT believes a franchising approach can be 
applied in a way that would give IBM overall control over the standards, quality and 
direction of the service, while mobilizing the efforts of many helpers. 

3. IBM'S VALUE-ADDED 

There were doubts expressed at the meeting concerning how much value IBM would 
bring to this sort of venture. It is true (as I said on Friday) that some other large firms 
could also sponsor this kind of service. Taking together the different points made in 
course of the meeting. it appears that there is_a critical mass of instances where IBM 
would add considerable value. These are summarized below. 

• IBM has the resources and staying power. This will be especially important for 
recruiting sellers and, if!NPUT's idea were adopted, "franchisees". Both sets of 
partners will have to devote considerable resources of their own to this venture and 
will want a leader who will have the resources to see the work through to completion. 

• If the venture is successful, it will be a semi-monopoly, in our view. The operator 
must be perceived as neutral. IBM's reputation will be very useful in that role. The 
fact that IBM is not a primary player now in Electronic Commerce ( on or off the 
Internet) can be viewed in this context as a strength, not a weakness. 

• The Internet is still widely perceived as being quite technical. The IBM image will be 
reassuring to the buyer/users. 

• The technical core of the offering, in our opinion, will actually be database technology. 
IBM has unparalleled knowledge here. (The knowledge will, of course, have to be 
mobilized and directed.) 

No doubt there are other examples as wel~ but I think this does illustrate the potential 
value that lI!M can add. 
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4. POSITIONING IBM 

The special report on ··Telecom's New Age" in the current Business Week, did not 
mention IBM. IBM sees the situation differently - note that IBM had four pages of ads 
throughout the section. This confirms my own (unscientific) observation that IBM is 
positioned by the press and analysts in the second rank of networking. conununications 
and "new media" organizations. For better or worse, Prodigy may get the most notice. 

Being the "Internet Gatekeeper" would put IBM back in the game, both in reality and, 
equally importantly, in the perception of the informed public, other influencers and 
business Jeaders. 

Investments, especially if a franchise approach were used, could be kept under control. 
Investment would certainly be far less than those being made in cable, optical fiber, 
cellular, PCs, satellites, etc. Value-added services such as the Internet Gatekeeper will 
ride on the backs of these transport investments. 

I hope these comments have been useful. I and the others at INPUT who worked on this 
project have become increasingly enthusiastic about this concept -- but we don't kid 
ourselves -- this is an idea that's still in the tire-kicking stage. It probably needs a team of 
3-5 people working on the concept for several months to fully understand the opportunity 
and feasibility. 

If IBM goes further with this. we believe INPUT can continue to add value. 

Sincerely, 

Thomas O'Flaherty 
Vice President 

Attachments 

cc. JohnFisher fax914-766-7117 





ILLUSTRATIVE EXAMPLES 
Page I 

INTERNET GATEKEEPER : 
PRODUCT/SERVICE SELECTION CRITERIA 

CRITERIA 

Positive Factors 
Large market 

Distance buvimz 

Price lists 

Searchable 

Info barriers 

Criteria modeling 

N02ative Factors 
Established eauivalent 

Local markets 

St, le, intanitibles 

Low switchimz 

Little choice 

Electronic commerce 

Negotiated prices 

IBM a seller 

Key: Positive Factors 
A = Very Positive 
B =Positive 

PRODUCT/SERVICE EXAMPLES 
Personal 
Auto 
Insurance 
A 

B 

A 

A 

B 

Business Personal 
Auto Property 
Insurance Insurance 
A A 

B A 

A A 

A B 

X 

Negative Factors 
X=Negative 

Business 
Property 
Insurance 
A 

B 

A 

A 

X 

Health 
Insurance 
(Business) 
A 

B 

A 

A 

X 

XX= Very Negative, possibly a "knock-out" 





ILLUSTRATIVE EXAMPLES 

INTERNET GATEKEEPER: 
PRODUCT/SERVICE SELECTION CRITERIA 

CRITERIA 

Positive Factors 
Lar•e market 

Distance buvino 

Price lists 

Searchable 

Info barriers 

Criteria modelin• 

Neeative Factors 
Established eouivalent 

Local markets 

Stvle intangibles 

Low switchin.'1: 

Little choice 

Electronic commerce 

Ne•otiated otices 

IBM a seller 

PRODUCT/SERVICE EXAMPLES 

Clothing 
A 

A 

A 

A 

xx 

X 

Cars Real Estate 
A A 

A B 

B B 

xx 

X X 

xx xx 

Negative Factors 
X=Negative 

Long 
Distance 
Telephone 
A 

A 

A 

B 

B 

Page2 

Personal 
Computers 
A 

A 

A 

A 

B 

B 

xx 

Key: Positive Factors 
A - Very Positive 
B=Positive xx~veryNegative, possibly a "knock-out " 





ILLUSTRATIVE EXAMPLES 
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INTERNET GATEKEEPER: 
PRODUCT/SERVICE SELECTION CRITERIA 

CRITERIA 

Positive Factors 
Large market 

Distance buying 

Price lists 

Searchable 

Info barriers 

Criteria modelina 

Neeative Factors 
Established equivalent 

Local markets 

Stvle, intaneibles 

Low switchimz: 

Little choice 

Electronic commerce 

Nesz:otiated orices 

IBM a seller 

Key: Positive Factors 
A= Very Positive 
B=Positive 

Office 
Equip. 
A 

B 

B 

A 

A 

B 

PRODUCT/SERVICE EXAMPLES 

Airline 
Doctor Tickets 
A A 

B 

A 

A 

A A 

A A 

xx 
xx 
xx 
X 

Negative Factors 
X=Negative 

Cruise, 
Resort 
A 

B 

B 

B 

A 

A 

X 

Car Parts 
(Replace-
ment) 
A 

A 

A 

A 

B 

X 

X 

X 

X 

XX= Very Negative, possibly a "knock-out" 





il~libl IT Intelligence Services 

April 9, 1996 

Mr. Mark Shearer 
Vice President, Network-Centric 
Computing & Business Development 
IBM Global Services 
Somers, NY 10589 

Via fax 914-766-8455 

Dear Mark: 

Page I of 9 

400 Frank W. Burr Blvd. 

Teaneck, NJ 07666 

Tel. (201) 801-0050 

Fax (201) 801-0441 

Attached are the two remaining new service opportuniti es INPUT has analyzed : 

• Cus1omized Billing, Statement and Collection Services 
• Customer Management and Sales Support 

We will be happy to discuss details of this work with you further or to perform new 
analysis that you might require. 

Sincerely, 

1C:: 
Vice President 

Attachments 

cc. John Fisher fax914-766-7117 

FRANKFURT • LONDON • NEW YORK • PARIS • SAN FRANCISCO • TOKYO • WASHIN GTON, D.C. 





IBM NEW SERVICE OPPORTUNITY (q 

Concept: 

Customized Billing., Statement and Collection Services 

Background and Description: 

The general components of billing and collection are similar across all industries (see 
schematic flowchart attached). 

Applications and industries often have very specific and very different requirements, e.g., 

• RetaiVCatalog direct billing 
• Credit card billing (all general types) 
• Bank statements 
• Invoicing and other non-billing notifications (e.g .• frequent flyer) 
• Water and gas utilities 
• Telephone 
• Mortgage and loan servicing 
• Account inquiries 

Virtually all current statement/coUection services focus on a small portion of the market: 

• Much of the work is still done in-house, within a single organization 
• Most third parties specialize in a particular applic.ation and a limited number of the 

components shown on the exhibit. 

Market requirements are changing in several ways: 

• There is increased interest in outsourcing generally 

• Specifically, electronic commerce is changing established relationships and making 
potential customers of this service open to new arrangements 

• Many current billing systems are technically obsolete and are both expensive and 
inflexible 





IBM NEW SERVICE OPPORTIJNI1Y (C) (Cont'd) 

The Opportunity 

No current vendor offers billing, statement and collection services that cross current 
boundaries. Because requirements are changing, this market is, essentially, "reopening" 
and new vendors will be able to enter. 

The proposed service would have the following characteristics: 

• There would be a conunon core of functionality to serve all major applications and 
industries 

• The "edges" of the offering would be tailored for specific applications. 

• NCC would be used to make distance immaterial from the standpoint of IBM's 
customer and the customer's customers. 

IBM would apply its experience in large scale outsourcing. 

Who Is Customer? 

Virtually any high volume customer. 

Geographic Differentiation: 

Little necessary. 

Competition (Current/Likely) 

Established vendors are specialists (such as those offering credit card processing). The 
market is sensitive to both cost and service. IBM could have much larger economies of 
scale than any current vendor. 

Andersen has begun to cautiously enter parts of this market. EDS could be a large scale 
supplier of this type of service in the future. 





IBM NEW SERVICE OPPORTUNITY (C) (Cont'd) 

Entry Options: 

Acquire second tier processing vendors for their subject matter expertise and combine 
them with !SSC. 

Success Facton 

• Right acquisitions 
• Strategy for blending acquisitions 
• Careful control of overheads 
• Large scale, efficient processing 
• Judging right "break point" between core and tailored functions (Break point may 

differ by application.) 

Risks/Barrier>: 

• Attaining critical mass 
• Market acceptance: Countering specialists claims ofspeciaJ knowledge 
• Margins 

Approximate Market Size 

The potential market is very large. Companies now spend in the hundreds of billions on 
these functions now. 





IBM NEW SERVICE OPPORTUNTIY (D) 

Concept : 

Customer Management and Sales Support 

Background and Description: 

Many firms already outsource part of the customer management and/or sales support 
process (see attached diagram). 

• Direct marketing is a large business in the U.S. and to a lesser extent in other parts of 
the world. 

• Marketing database service companies, most notably AXCIOM, have been very 
successfu~ both in terms of meeting the needs of their clients as well as their own 
growth and profitability. 

Many firms, most visibly in the computer hardware and software areas, use third parties to 
provide customer support. 

The pieces of Customer Management have been slowly coming together: 

• Increasing numbers of vendors support the all of the direct marketing process. 

• Telesales companies use their resources to provide customer support. 

• Direct marketing companies can tie into their client's order entry systems 

The Opportunity 

While the pieces of the business are converging. this convergence is happening slowly. 
There is an opportunity to offer a comprehensive set of seivices. 

• Even the largest firms in the business are constrained by financial and management 
resources. 

• Customers need education and confidence that a single vendor can handle all, or most, 
of these functions. 

INPUT believes that if a value proposition can be shown, then a new, higher margin 
business can be created. 





IBM NEW SERVICE OPPORTUNITY (D) (Cont'd) 

Who Is Customer? 

Firms with a need for ongoing customer contact, e.g., 

• Retailers 
• Financial service firms 
• Product manufacturers 
• Other service !inns (e.g. , health care will probably take off in the next five years) 

Geographic Differentiation: 

The U.S. is the most mature market. Other geographies have legal or cultural barriers that 
must be taken into account. 

Competition (Current/Likely) 

There are literally thousands of firms now serving parts of this market. Few if any have 
the combination of vision, capabilities and resources to make the .transition unassisted. 

Entry Options: 

Acquire several competent firms in different parts of the field and combine them with 
IBM's processing and database expertise. 

Success Factors 

• Selecting right acquisitions 
• Strategy for managing and combining acquisitions 
• "Story" to present to initial prospects 
• Turning business into a "value proposition" for customers 





IBM NEW SERVICE OPPORTUNITY (DJ (Cont'd) 

Risks/Barriers: 

• Managing the business the initial year 
• Competing on components (some of which are low margin) 

Approximate Market Siu 

In the U.S. alone, the potential market is over $75 billion (counting in-house operations). 
The served market (for components) is about 10% of the potential market. 
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IBM NEW SERVICE OPPORTUNITY (A) 

"lntemrt Gatekeeper" 

Concept: 

Become the dominant provider of all services that can be linked to an Internet 
directory/index. ("If you want to use the Internet, you use the IBM Gateway'') 

Description: 

The core of the offering will be a complete directory/index to the Internet and World Wide 
Web. The core is necessary but not sufficient: There is already considerable competition 
in directories/indexes (Yahoo, etc.) and barriers to entry for offering the core 
directory/indexing service are low. 

The first vendor to offer a comprehensive set of related features and functions will have a 
pre-eminent position in the market and be extremely hard to dislodge (see "Competition", 
below). A non-exhaustive list oflinked capabilities includes: 

• A constantly improving Internet directory/index (needed to keep up with competitive 
products) 

• Analogous intunet products designed and installed on a custom basis 
• Can link to and/or can be partially integrated with public directory/index 
• Can utilize InterNotes 

• Comprehensive productfservice directories (with hot links and small seller transaction 
fees; commissions on sales) 

• Embed/link to product specification databases. Include hot link referral to sellers 
(with a small transaction fee and commissions on sales) 

• Foreign language machine translation capabilities (fee based) 
• Event calendars and ticketing 
• Buyer requests build up database of wants and needs - a type of intelligent agent. 

(Buyer-generated target marketing.) 
• IBM electronic commerce support services and products as a companion offering (but 

probably at arms-length 
• Incorporates functions ofinfoSage and infoMarket 





From a customer standpoint the service should have multiple views and, as needed, look 
like: 

• Meta-ye11ow pages 
• Meta-white pages 
• Consumer goods catalog ( electronic mall) 
• Product specification sheets 
• Comparison buying service (business and consumer) 
• "Library" catalog 
• News and information service 
• Professional development roundtable/training 
• Direct marketing 

Who Is The Customer ? 

• Business users are the most attractive targets, from a revenue generation and natural 
fit with IBM 

• Consumer Electronic Commerce customers could be a close second because of 
potential size of transaction fees from sellers 

• Other users are D!Q.Ilt.than "necessary evils": 
• Internet users often wear several hats (surfer, consumer by night; business user 

during the day 
• More importantly, dominance is all or nothing. 

Geographic Differentiation : 

• Because of the preponderance of English on the Internet, initial targets will be skewed 
to those with adequate English language skills 

• Machine translation features will open up new markets, which will bind them even 
more tightly to the gateway than other types of users. 

Competition (Current/Likely): 

There is much "plain vanilla" competition in directories/indexes (Yahoo-like). Two 
graduate students with a borrowed server can play in this part of the market. 

Differentiation and long term success will come from add-ons. If undisturbed, current 
suppliers will probably add features incrementally. Result: All offerings will be 
suboptimal and none will take off. 





The first finn to take a strong lead will continue to pull ahead and will win. Taking the 
printed Yellow Pages as the model, there is only room for one primary provider (Why 
look at several subsets, when one stop has it all?) Perhaps this is even a natural monopoly 
(in which case non-favoritism would be an important attribute). 

Entry Options: 

• Acquire a current supplier, primarily for time to market savings. Downside: Core 
offering is not key. Integrating the acquisition would take (precious) time and might 
telegraph intentions. 

• Build: Technology is straightforward, with few proprietary features. IBM may 
already have most of the technology. 

Success Factors 

• Apply substantial resources (the resources issue will be a serious concern for firms 
smaller than an IBM or AT&T). Resources will be spent on 

• Se11er recruitment and support 
• Database content definition and updating 

• Move very fast to get ahead of the pack: Especially important in setting up links with 
commerce partners 

• Real and perceived neutrality - business and technical 
• "Good enough" initial offerings launched quickly (Microsoft philosophy) 

Risks/Barriers: 

• Probably no payoff in being #2 in this market (similar to OS/2 vs. Windows) 
• Big public bet on the unknown 
• Can IBM move fast enough (especially internally)? 
• Can the IBM reward system motivate the leaders of what is essentially a highly 

leveraged new venture? (Note: It is not clear to what extent this kind of venture will -
- or should -- draw on many resources from the rest of IBM.) 





Approximate Market Size 

The following are order-of-magnitude estimates. These could aod should be refined 
further. However, aoy numbers describing this opportunity will be highly dependent on 
difficult-to-verify assumptions. 

Siu>>>> Low Medium- Medium Medium- High (S2- Very 
(Under Low (S50- (S250MM High 5 BilL) High 
S50MM) S250MM) -750MM) (S750MM (OverS5 

-S2Bill.) Bill.) 
Year 1997 1998 1999 1999 1999 
Exoected 
Probabil- 0.6 0.8 0.8 0.4 0.2 
ity (.1-.9) 





IBM NEW SERVICE OPPORTUNITY (B) 

Concept: 

Standardized Application Management 

Background and Description: 

Billions oflines of code are now being managed, some by internal corporate staffs, some 
by third parties. "Application Management" as used here includes the following functions: 

• Tak.es overall responsibility that the application successfully carries out its job, 
primarily from a software standpoint. (Where an application uses dedicated hardware 
or communications. application management could take responsibility for these areas 
also; generally, however, the non-software areas are part of data center management, 
network management or desktop management.) 

• Performs functional modifications and enhancements. The "Year 2000" changes are a 
current example of this. (There may be some overlap with small-scale systems 
development or even small SI jobs.) 

• Performs technical changes and enhancements. usually occurring because of hardware 
or systems software upgrades. 

• Supplies help desk and user support. (This may include or overlap education and 
training.) 

As can be seen even from the concise description above, Applications Management can 
be, and often is, defined out of existence and into other categories. However, the reality is 
that applications need managing. 

The applications to be managed differ enormous1y in their characteristics: 

• They run the gamut from object-oriented client/server applications to those running on 
systems where parts are no longer available. Some depend on virtually extinct 
languages or software products. 

• Many older applications lack documentation and are not fully understood by anyone. 
• Some applications require a full appreciation of the underlying business process~ many 

others do not 
• The software may be one-of-a-kind or use packages that have tens of thousands of 

customers. 





This state of affairs means that out of l 00 application management opportunities, maybe 
only two will have anything in common. Reactions to this are 

• Treat the business as a "handicraft", with no leverage and no economies ofsca1e. 
• Try to specialize in, say, a particular package. (However, few packaged software 

firms have tried to make a business out of supporting even their own customers.) 

In reality, almost all of the business is treated as a handicraft: Little knowledge is 
systematically canied forward. This model of business also makes it difficult to convince 
customers that they are getting special value; hence, the prevalence of the "daily rate". 
The daily rate model keeps margins down. and discourages investment and specialization. 
(A vicious circle.) 

So why is INPUT recommending this as an opportunity? 

The Opportunity 

IBM is large enough to achieve to transform this business by 

• Developing a standardized approach that will 
• Reduce costs and increased perceived value 
• Support value selling. 

• Being large enough to create and support a critical mass of business that will both 
produce and support standardization (a virtuous circle). 

Standardiz.ation has both negative and positive implications: 

• Using (and, sometimes, developing) applications management support tools 
• Developing (and using) applications management methodologies 
• Being expert in certain software products 
• Extending help desk techniques 
• Providing a career path for application management staff(now it is largely a dead end) 
• Developing profiles ( or other techniques, such as scoring) of targeted work 

• Appreciable amounts of work -- maybe two-thirds of all opportunities - will be turned 
down (or, more likely, passed on to approved body shops) 

An important implication of standardization is that this business must be centrally run to 
obtain the benefits of standardization. 





Who Is Customer'! 

Customers are about evenly divided between JS departments and functional units that 
control their own applications, largely in medium and large organizations. The selling and 
execution process will differ somewhat between the two types of buyers. 

Geographic Differentiation: 

Relatively few differences by geography. 

Competition (Current/Likely): 

There are thousands of companies offering this kind of service. Most are body shops. 

IBM, Andersen and EDS all offer application management services but generally ancillary 
to another "more desirable" business (systems integration and data center management). 
These upper tier finns also provide this service on a standalone basis, but generally as an 
accommodation to customers and/or to bill unused resources. 

Andersen has set this up as a line of business, but has not gotten a lot of support from the 
industry and SI powerhouses who run the firm. Most of Andersen's staff aspire to new 
development and look down on maintaining older systems. 

Conclusion: There is a great deal of functional competition, but relatively little focused 
competition. 

Entry Options: 

• Organic growth, using a cadre of sales and project management staff 
• Body shops could serve as subcontractors 
• An acquisition would serve little purpose. More to the point, most finns that do this 

sort of business are body shops. 





Success Facton 

• IBM is well~posi.tioned to mine its extensive customer base and use its current sales 
force: Sales are not overly technical or complex. This is a "service" that the sales 
force can understand. 

• Development of a sales model and sales tools that demonstrate value (to get away 
from the "daily rate" pit). 

• Developing and adhering to an implementation model that combines a methodology 
with appropriate tools. (Many of the tools will have to be invented -- a plus and a 
minus.) 

• Accepting business that conforms to the model 
• Making this a separate business with its own career path. 

Risks/Barriers: 

• Not breaking out of the "handicraft" model: 
• Operating on a decentraliz.ed basis, i.e., not reaching critical mass. 
• Taking on too much opportunistic work that does not conform to the model. 

Approximate Market Siu 

Total worldwide annual spending on all forms of~application management is 
about $30 billion (growing at about 13% a year). The currently available market, i.e., the 
market that can be standardized, is probably one-third of this, or $10 billion. 

Resources being spent internally on these types of functions are probably five times as 
great. 





il~li61 IT lntelt.gence Services 

April 3, 1996 

Mr. Mark Shearer 
Vice President, Network.Centric 
Computing & Business Development 
IBM Global Services 
Somers, NY 10589 

Via fax 914-766-8455 

Dear Mark: 

400 Frank W. Burr Blvd. 
Teaneck, NJ 07666 

Tel. (201) 801-0050 

Fax (201) 801·0441 

As I promised at our meeting on Friday, we have given further consideration to three of 
the issues that we discussed concerning the "Internet Gatekeeper" opportunity: 

• Prioritizing and selecting product/service opportunities 
• Constraints on developing the service - how could it be speeded up? 
• IBM's value-added 

I thought it would be useful to give you some feedback on these issues. (We are also 
working on providing full profiles on "Customer Management" and "Billing and 
Collections".) 

In addition, I believe that this venture could be very important in positioning IBM in the 
"center" of network-centric computing and will also comment on that. 

I. PRIORITIZCNG AND SELECTCNG PRODUCT/SERVICE OPPORTUNITIES 

As we discussed at the meeting there are hundreds of potential product/service areas that 
could be part of this service. ( Actually, depending on definitions, segmentation and 
market receptivity there may be thousands.) 

You had asked for some suggestions and examples of areas to consider. We developed 
some initial examples easily enough, but then we realized that just giving examples would 
produce a second, reasonable set of questions, including: On what basis were these 
selected? How finn are INPUT's conclusions? 

FRANKFURT • LONDON • NEW YORK • PARIS • SAN FRANCISCO • TOKYO • WASH INGTON, D.C. 





So we backed up and 

• First, developed a list of criteria to judge opportunities against. 

• Then, we picked some products and services we thought intuitively were good and 
not-so-good and applied the criteria. 

CRITERIA 

Some criteria are positive in terms of supporting a product/service being included and 
others are negative. The following lists are necessarily preliminary and need more work. 
but we believe are a good start. 

Positive Criteria 

• A large market. "Large" remains to be defined. A rough model would have to be 
developed that would contain overall sales and transaction figures for the 
product/service, likely market shares for the Gatekeeper service and ranges of seller 
payments. (Later, more complex and nuanced scenarios could be developed.) 

• Indications that distance buying is acceptable to buyers. A good indication is where 
catalog or telemarketing sales are already a significant factor in a market. 

• Selling from public price lists is a common practice. Goods and services sold by 
catalog or telemarketing are good indicators. 

• Key buying requirements are reducible to searchable attributes. This would generally 
be a "must". 

• There are significant information barriers that buyers perceive as interfering with their 
ability to make good buying decisions. In some cases only small subsets of sellers may 
be accessible (as is common in buying insurance. for example). It may also be onerous 
for individual buyers to assemble all the information needed. 

• Buying decisions that are improved by using an implicit or explicit buying model made 
up of weighted or organized attributes. This may less important in fairly standard 
products like PCs. Modeling may be very important in. say, business insurance. 





Negative Criteria 

• Where there is already an established equivalent (e.g., airline tickets). This would 
often be a ''knock-out", at least for the first wave. 

• The product or service is generally sold in a regional or local market: (e.g., r~ estate, 
many professional services). These might be second wave items or delegated to a 
franchisee (see the discussion under Speeding Up Development). 

• Items which have a high style or intangible content. A list of companies, for example, 
that sell women's clothing would not add very much value -- this is the on-line Yellow 
Pages problem. 

• Areas where sellers tend to have many return customers. These will be more likely to 
go directly to a seller and find the Gatekeeper less useful. 

• Areas where there is in fact ~of sellers. 

• Large scale flows of orders between predefined sets of buyers and sellers. This is a 
better fit with "standard" electronic commerce. 

• Where negotiated prices are common (as in property and vehicle sales). In these 
cases, a referral becomes more like Yellow Pages or current Web advertising. 

• Where IBM itself is a seller. PCs are probably the main potential area of conflict. 

The attached matrices take these criteria and assess a dozen or so potential products and 
services. There appear to be some potential winners and losers on the list, but INPUT 
would not make judgments at this point. 

• This analysis is main1y a demonstration of how a more definitive assessment would be 
conducted. 

• The criteria and, especially, their application should be rigorously reviewed. 

• Some of the criteria are probably more important than others. This should also be 
reviewed. 

INPUT would be willing to conduct this additional work, either by itself or in conjunction 
with IBM staff. 





2. SPEEDING UP DEVELOPMENT : FRANCHISING 

Part of the discussion on Friday revolved around the resource constraints on development: 
We all agreed the content-related functions would require specialized knowledge and be 
quite time-consuming. e.g. , such tasks as 

• Defining content 
• Normalizing the value of attributes 
• Negotiating with sellers -consuming. 

We believe that one way to deal with these issues would be to work with partners who 
were knowledgeable on content issues. INPUT believes a franchising approach can be 
applied in a way that would give IBM overall control over the standards, quality and 
direction of the service, while mobilizing the efforts of many helpers. 

3. IBM'S VALUE-ADDED 

There were doubts expressed at the meeting concerning how much value IBM would 
bring to this sort of venture. It is true (as I said on Friday) that some other large firms 
could also sponsor this kind of service. Taking together the different points made in 
course of the meeting. it appears that there !£.a critical mass of instances where IBM 
would add considerable value. These are summarized below. 

• IBM has the resources and staying power. This will be especially important for 
recruiting sellers and, ifINPUT's idea were adopted, "franchisees". Both sets of 
partners will have to devote considerable resources of their own to this venture and 
will want a leader who will have the resources to see the work through to completion. 

• If the venture is successful, it will be a semi-monopoly, in our view. The operator 
must be perceived as neutral. IBM's reputation will be very useful in that role. The 
fact that IBM is not a primary player now in Electronic Commerce ( on or off the 
Internet) can be viewed in this context as a strength, not a weakness. 

• The Internet is still widely perceived as being quite technical. The IBM image will be 
reassuring to the buyer/users. 

• The technical core of the offering, in our opinion, will actually be database technology. 
IBM has unparalleled knowledge here. (The knowledge will, of course , have to be 
mobilized and directed.) 

No doubt there are other examples as well, but I think this does illustrate the potential 
value that IBM can add . 





4. POSITIONING IBM 

The special report on "Telecom's New Age" in the current Business Week, did not 
mention IBM. IBM sees the situation differently -- note that IBM had four pages of ads 
throughout the section. This confirms my own (unscientific) observation that IBM is 
positioned by the press and analysts in the second rank of networking, communications 
and "new media" organizations. For better or worse, Prodigy may get the most notice. 

Being the "Internet Gatekeeper" would put IBM back in the game, both in reality and, 
equally importantly, in the perception of the informed public, other influencers and 
business leaders. 

Investments, especially if a franchise approach were used. could be kept under control. 
Investment would certainly be far less than those being made in cable, optical fiber, 
cellular, PCs, satellites, etc. Value-added services such as the Internet Gatekeeper will 
ride on the backs of these transport investments. 

I hope these comments have been useful. I and the others at INPUT who worked on this 
project have become increasingly enthusiastic about this concept -- but we don't kid 
ourselves -- this is an idea that's still in the tire-kicking stage. It probably needs a team of 
3-5 people working on the concept for several months to fully understand the opportunity 
and feasibility. 

lfIBM goes further with this, we believe INPUT can continue to add value. 

Sincerely, 

Thomas O'Flaherty 
Vice President 

Attachments 

cc. John Fisher fax 914-766-7117 





ILLUSTRATIVE EXAMPLES 
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INTERNET GATEKEEPER: 
PRODUCT/SERVICE SELECTION CRITERIA 

CRITERIA 

Positive Facton 
Lar~e market 

Distance buvim1: 

Price lists 

Searchable 

Info barriers 

Criteria modelin~ 

Ne2ative Facton 
Established eouivalent 

Local markets 

S!'/le, intangibles 

Low switchimz 

Little choice 

Electronic commerce 

Ne~otiated prices 

IBM a seller 

Key: Positive Factors 
A= Very Positive 
B =Positive 

PRODUCT/SERVICE EXAMPLES 
Personal 
Auto 
Insurance 
A 

B 

A 

A 

B 

Business Personal 
Auto Property 
Insurance Insurance 
A A 

B A 

A A 

A B 

X 

Negative Factors 
X - Negative 

Business 
Property 
Insurance 
A 

B 

A 

A 

X 

Health 
Insurance 

I (Business) 
A 

B 

A 

A 

X 

XX= Very Negative, possibly a "knock-out" 
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INTERNET GATEKEEPER: 
PRODUCT/SERVICE SELECTION CRITERIA 

CRITERIA 

Positive Facton 
Lanze market 

Distance buvino 

Price lists 

Searchable 

Info barriers 

Criteria modelin.~ 

Neeative Factors 
Established eauivalent 

Local markets 

Style intangibles 

Low switching 

Little choice 

Electronic commerce 

Ne2otiated orices 

IBM a seller 

Key: Positive Factors 
A = Very Positive 
B =Positive 

PRODUCT/SERVICE EXAMPLES 

Clothing 
A 

A 

A 

A 

xx 

X 

Cars Real Estate 
A A 

A B 

B B 

xx 

X X 

xx xx 

Negative Factors 
X=Negative 

Long 
Distance 
Telephone 
A 

A 

A 

B 

B 

Personal 
Computers 
A 

A 

A 

A 

B 

B 

xx 

XX= Very Negative, possibly a "knock-out" 
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INTERNET GATEKEEPER: 
PRODUCT/SERVICE SELECTION CRITERIA 

CRITERIA 

Positive Facton 
La~emarket 

Distance buvimz 

Price lists 

Searchable 

Info barriers 

Criteria modelin~ 

Nttative Factors 
Established eauivalent 

Local markets 

Style, intangibles 

Low switching 

Little choice 

Electronic commerce 

Ne2otiated orices 

IBM a seller 

Key: Positive Factors 
A = Very Positive 
B=Positive 

Office 
Eouio. 
A 

B 

B 

A 

A 

B 

PRODUCT/SERVICE EXAMPLES 

Airline 
Doctor Tickets 
A A 

B 

A 

A 

A A 

A A 

xx 

xx 

xx 

X 

Negative Factors 
X=Negative 

Cruise, 
Resort 
A 

B 

B 

B 

A 

A 

X 

Car Parts 
(Replace-
ment) 
A 

A 

A 

A 

B 

X 

X 

X 

X 

XX= Very Negative. possibly a .. knock-out" 
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April 9, 1996 

Mr. Mark Shearer 
Vice President, Network·Centric 
Computing & Business Development 
IBM Global Services 
Somers, NY 10589 

Via fax 914-766-8455 

Dear Mark: 

Page 1 of 9 

400 Frank W. Burr Btvd. 

Teaneck, NJ 07666 

Tel. (201) 801-0050 
Fax (201) 801-0441 

Attached are the two remaining new service opportunities INPUT has analyzed: 

• Customized Billing, Statement and Collection Services 
• Customer Management and Sales Support 

We will be happy to discuss details of this work with you further or to perform new 
analysis that you might require. 

Sincerely, r= · 
Vice President 

Attachments 

cc. Johnfisher fax914-766 -7 117 

FRANK FURT • LON DON • NEW YORK • F'ARIS • SAN FRANCISCO • TOKYO • WASHING TON, D.C . 





IBM NEW SERVICE OPPORTUNITY (C) 

Concept: 

Customized Billing, Statement and Collection Services 

Background and Description: 

The general components of billing and collection are similar across all industries (see 
schematic flowchart attached). 

Applications and industries often have very specific and very different requirements, e.g., 

• RetaiVCatalog direct billing 
• Credit card billing (all general types) 
• Bank statements 
• Invoicing and other non-billing notifications (e.g .• frequent flyer) 
• Water and gas utilities 
• Telephone 
• Mortgage and loan servicing 
• Account inquiries 

Virtually all current statement/collection services focus on a small portion of the market: 

• Much of the work is still done in-house, within a single organization 
• Most third parties specialize in a particular application and a limited number of the 

components shown on the exhibit. 

Market requirements are changing in several ways: 

• There is increased interest in outsourcing generally 

• Specifically, electronic commerce is changing established relationships and making 
potential customers of this service open to new arrangements 

• Many current billing systems are technically obsolete and are both expensive and 
inflexible 





IBM NEW SERVICE OPPORTUNITY (Q (Cont'd) 

The Opportunity 

No current vendor offers billing, statement and collection services that cross current 
boundaries. Because requirements are changing. this market is, essentially, "reopening" 
and new vendors will be able to enter. 

The proposed service would have the fo11owing characteristics: 

• There would be a common core of functionality to serve all major applications and 
industries 

• The "edges" of the offering would be tailored for specific applications. 

• NCC would be used to make distance immateriaJ from the standpoint of IBM's 
customer and the customer's customers. 

IBM would apply its experience in large scale outsourcing. 

Who Is Customer? 

Virtually any high volume customer. 

Geographic Differentiation: 

Little necessary. 

Competition (Current/Likely) 

Established vendors are specialists (such as those offering credit card processing). The 
market is sensitive to both cost and service. IBM could have much larger economies of 
scale than any current vendor. 

Andersen has begun to cautiously enter parts of this market. EDS could be a large scale 
supplier of this type of service in the future. 





IBM NEW SERVICE OPPORTUNITY (q (Cont'd) 

Entry Options: 

Acquire second tier processing vendors for their subject matter expertise and combine 
them with !SSC. 

Success Facton 

• Right acquisitions 
• Strategy for b1ending acquisitions 
• Careful control of overheads 
• Large scale, efficient processing 
• Judging right "break point" between core and tailored functions (Break point may 

differ by application.) 

Risks/Barriers: 

• Attaining criticaJ mass 
• Market acceptance: Countering specialists claims of special knowledge 
• Margins 

Approximate Market Size 

The potential market is very large. Companies now spend in the hundreds of billions on 
these functions now. 





IBM NEW SERVICE OPPORTUNITY (D) 

Concept: 

Customer Management and Sales Support 

Background and Descriptkm: 

Many finns already outsource part of the customer management and/or sales support 
process (see attached diagram). 

• Direct marketing is a large business in the U.S. and to a lesser extent in other parts of 
the world. 

• Marketing database service companies, most notably AXCIOM, have been very 
successfu~ both in terms of meeting the needs of their clients as well as their own 
growth and profitability. 

Many firms, most visibly in the computer hardware and software areas, use third parties to 
provide customer support. 

The pieces of Customer Management have been slowly coming together: 

• Increasing numbers of vendors support the all of the direct marketing process. 

• Telesales companies use their resources to provide customer support. 

• Direct marketing companies can tie into their client's order entry systems 

The Opportunity 

While the pieces of the business are converging, this convergence is happening slowly. 
There is an opportunity to offer a comprehensive set of services. 

• Even the largest firms in the business are constrained by financial and management 
resources. 

• Customers need education and confidence that a single vendor can handle all, or most, 
of these functions. 

INPUT believes that if a value proposition can be shown, then a new, higher margin 
business can be created. 





IBM NEW SERVICE OPPORTUNflY (D) (Cont'd) 

Who Is Customer? 

Finns with a need for ongoing customer contact, e.g., 

• Retailers 
• Financial setvice firms 
• Product manufacturers 
• Other service firms (e.g., health care will probably take off in the next five years) 

Geographic Differentiation: 

The U.S. is the most mature market . Other geographies have legal or cultural barriers that 
must be taken into account. 

Competition (Current/Likdy) 

There are literally thousands of firms now serving parts of this market. Few if any have 
the combination of vision, capabilities and resources to make the transition unassisted. 

Entry Options: 

Acquire several competent firms in different parts of the field and combine them with 
IBM's processing and database expertise. 

Success Factors 

• Selecting right acquisitions 
• Strategy for managing and combining acquisitions 
• "Story" to present to initial prospects 
• Turning business into a "value proposition" for customers 





IBM NEW SERVICE OPPORTUNllY (D) (Cont'd) 

Risks/Barrien: 

• Managing the business the initial year 
• Competing on components (some of which are low margin) 

Approximate Market Size 

In the U.S. alone, the potential market is over $75 billion (counting in-house operations) . 
The served market (for components) is about 10% of the potential market. 
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IDENTIFICATION OF TACTICAL SERVICES 
OPPORTUNITIES 

I. OBJECTIVES 

IBM wishes to have tactical services opportunities identified by a knowledgeable, 
objective third party. 

II. SCOPE 
INPUT will identify services opportunities for IBM with the following characteristics: 

The service is ~ot being offered or are being planned to be offered by IBM. 

The service should ha_ve worldwide potential, although the service may initially be 
more suitable or have more potential in a particular geography. 

The service may be currently offered by other firm(s), or may be a potentially 
attractive service not currently being offered. 

The service should have a reasonable revenue potential and IBM should have a 
reasonable chance of penetrating the market where the service, or a similar service, 
is already being offered. 

The service should be one where IBM has the current capabilities and market 
presence to be able to implement the service in 1996. 

IBM wishes to have this project completed by March 31, 1996. INPUT requires 
authorization to proceed by March 12, 1996 in order to meet this schedule. 

III. METHODOLOGY 

This project will conduct little primary research (the exception is noted below). INPUT's 
approach is as follows: 

• INPUT will use materials in its possession describing market requirements, directions 
and competitor offerings. 

• For this project, INPUT will take advantage of the knowledge and experience ofits 
staff. expects to involve 4-0 of its senior staff in the project. 
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• INPUT will rely on IBM to supply the following information about IBM services and 
plans, in order to improve efficiency and reduce duplication of effort on the project: 

• Cu"ent IBM product offerings. INPUT will use the material in IBM's Web 
Page in the first instance, but will also rely on IBM to review this material and 
supplement it with additional information. 

• Planned IBM offerings. INPUT recognizes that this may be sensitive and will 
observe all non-disclosure requirements. 

• Offerings considered and rejected in the past I 2 months. INPUT may choose 
to revisit these. In any event, understanding the rationale for rejection will 
provide INPUT with additional insight on tactical feasibility. 

• INPUT does not require extensive description of services: A descriptive title 
and up to two paragraphs will normally suffice. 

In a few cases, INPUT may obtain infonnation about competitive service offerings in 
order to make a recommendation. 

INPUT will make recommendations on potential service offerings. INPUT' s report will 
contain: 

(a} Recommended Services 

• A short (1-2 paragraph) description of the service offering 
• Its relation (if any) to current IBM offerings 
• Comments on competitive offerings 
• Observations on market potential 

(b) Services not recommended at this time 

• This will be a listing of services not recommended with a brief rationale for each 
service (e.g., not large enough; too long to develop [not tactical], too much 
competition, etc.) 

INPUT plans to take advantage of the knowledge of its senior staff by organizing the steps 
of the project as follows: 

Dav Activitv 
I IBM and INPUT meet to review IBM's current service offerings. (INPUT expects 

to receive the bulk of the necesc:""' infonnation durimi this meeting) 
2 INPUT prepares a concise summary ofIBM services (i.e., heading plus 1-2 

oaraeraohsi: IBM forwards additional materials to INPUT as reouired. 
3 Material distributed to INPUT task force. Task Force members review. 
6 Task Force members submit recommendations for new services (covering the 

headinos that will occur in the renort described above 
8 Suggestions centrally reviewed, collated, summarized and returned to Task Force 

members 
10 Task Force head reviews consolidated sUiZilestions with each member 
12 Reoort submitted to IBM 





IV. FEES 

INPUTs professional fee for this project is $19,000. One-half of this fee ($9,500) is due 
and payable upon authorization. The remainder of the fee plus out-of-pocket expenses is 
due upon the submission of the report. Out-of-pocket expenses (primarily travel, 
telephone and report production) will be billed at cost and are not expected to exceed 
$500. 

This proposal will remain valid for thirty days, unless extended in writing. 

VI. AUTHORIZATION 

To authorize the project as specified, please sign and return one copy of this proposal, 
along with the initial fee. Upon acceptance by INPUT, a countersigned copy of the 
proposal will be returned to IBM. 

AUI'HORIZED BY: ACCEPTED BY: 
IBM INPUT 

Name Name 

Tite Tide 

Date Date 
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Attached is a draft of the proposal on "Assessment of IBM' s Optimal Set of Service 
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Vice President 
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CHANGES IN CUSTOMER REQUIREMENTS FOR 
SERVICES IN THE NEXT THREE YEARS 

I. OBJECTIVES 

For elanning its future services, IBM needs to understand how worldwide customer 
requirements for services will be changing over the next three years. 

II. SCOPE 
The study will identify how changes in customers' requirements wilt affect their needs for 
IT •related services. The study will assess the market from the customer ' s viewpoint: 

• INPUT wilt be especially looking for significant changes in requirements that may 

• Increase demand for new types of services 

• Decrease demand for existing services 

• The new requirements and services may result in different market segmentation and 
service components than vendors (including IBM) deal with now. 

The study will assess whether individual opportunities are attractive or unattractive. Some 
"unattractive" services will be included where offerings that are now attractive may less so 
in the future (e.g., due to falling demand or falling margins) 

INPUT believes that by the time the study is completed that over I 00 different services 
will have been considered and assessed. 

The scope of INPUT' s work will be determined by the following: 

The breadth of service categories covered 

The "stages of maturity'' of the services considered 

The evaluation and assessment process used 

The presentation of results 

Service Categories 

INPUT' s will group and categorize services from the standpoint of evolving customer 
needs. These needs will be primarily driven by customers' business needs and 
applications. The resulting "map" of services may look different than that currently used 
by IBM ( or, in some cases, by INPUT). 





INPUT's analysis will cover all~ service categories as well. These categories are 
shown in Exhibit I. 

Exhibit I: Major Service Categories 

Systems integration 

Consulting 

Other professional services 

Outsourcing/processing services 

Business function support/outsourcing (where there is a significant IT component) 

Software support (packaged/custom) 

Technical support services 

Communications transport 

Network-based services 

Customer services (hardware maintenance) 

Other support services 

lNPUT is assuming that the analysis will be limited to IT-related business areas. INPUT's 
analysis will comprehensively focus on the needs of business, especially large businesses. 
INPUT will examine the needs of individuals-as-consumer to the extent that these needs 
could 

• Realistically be met by IBM; or, 

• Are related to a primary business focus of IBM. (Example: Comprehensive Internet 
directory services might be used primarily by individuals but would be a necessary 
precondition for controlling business-related directory services.) 





Stages of Service Maturity 

INPUT believes the analysis, recommendations and actions may be quite different 
depending on how mature a service opportunity is. Exhibit 2 is a framework for assessing 
maturity. 

Exhibit 2: Stages of Services Maturity 

1. Eslab/ished services in malure markels (e.g., data center outsourcing) 

• Identifiable services must already be a significant size to qualify for inclusion. The 
exact cutoff point will be discussed with IBM, but INPUT believes that any service 
market under $100 million in 1999 should be examined critically for inclusion. 

• Obviously, high growth would be a positive factor for smaller markets, although such 
services would be likely to be classified as part of an emerging market. 

2. Services in emerging markels (e.g., information intermediaries) 

• Current size is less important than expected growth. 

• Some services may be mature in some markets ( often geographic) and emerging in 
others 

• A service here should serve a significant market by 1999. INPUT assumes that a $100 
million cut-off will be used here also. 

3. Potential services (not yet offered, but feasible; e.g., personalized information systems 
for mass transit customers) 

• INPUT expects that such services would, at best, generally be in the "emerging" 
category in three years. 

• This type of service will require market planing analysis as well as technical and 
market resources during the next three years. Therefore, services in this category 
should also be included in the analysis. 

• INPUT does not believe that this project will identify more than a fraction of such 
potential services, since potential services will be identified largely as a byproduct of 
performing analysis for the other two categories. [INPUT could conduct this kind of 
"blue sky" analysis as part of a separate project.] 





Evaluation Criteria 

INPUT proposes that the following criteria be used to assess service opponunities: 

• Market size (as discussed above) : 1996 and 1999 

• Factors behind significant growth 

• Risk factors affecting growth ( especially high growth areas) 

• Relative margins; likely changes between 1996 and 1999 

• General competitive environment and leading competitors, including expected shifts in 
the next three years. (Note: for this project , INPUT will not provide market share 
estimates unless the competitive environment appears criticaJ for assessment 
purposes .) 

• Geographic factors: 1996 and 1999 [INPUT will use IBM's four principal worldwide 
areas.] 

INPUT and IBM may agree that these criteria should be modified and/or that other 
evaluation criteria should added. 

Assessments will be, essentially, a weighting of the evaluation criteria. This will not, 
however, be a mechanical process, but will call upon all of!NPUT's market knowledge 
and judgment. 

Assessments will conclude that a service is an 

• Attractive market 

• Unattractive market 

• Indeterminable at this time (INPUT expects this category to be small and made up of 
special cases .) 

Attractiveness may be presented as a "yes/no" or on a scale. 

In a some instances, a market will be generally attractive, but INPUT may believe the 
market will be less attractive for IBM. In these situations, INPUT wilt provide detail why 
it believes this to be the case. 





Presentation of Results 
A profile will be prepared for each service opportunity assessed. The profile will contain 
the elements shown in Exhibit 3 below (items are preliminary). 

Exhibit 3: Service Profile Elements (Preliminary) 

• Service opportunity name 

• Description 

• Related opportunities 

• Size (range): 1996 and 1999 

• Growth probability (where applicable) 

• Margin (range): 1996 and 1999 

• Competitive environment 

• Stage of maturity 

• Attractiveness 

• Risk factors 

The amount of detail presented should depend, in INPUT's opinion, on how "obvious" the 
conclusions are. 

• Confirming that an established market is attractive will generally require less detail 
than to conclude that an established market is not attractive~ such confirmation will 
require on the order of 1-2 pages of summary information. 

• Where INPUT concludes that an established market is less attractive, more analysis 
will generally be required to support this type of conclusion; the presentation of this 
type of service could extend to 5-10 pages. 

• Attractive emerging markets will receive more analysis because of overall lack of 
familiarity with the service and/or possible debate over the extent of the opportunity. 





• All things being equal, less attractive emerging markets will receive less analysis. (In 
cases where IBM is planning or contemplating investment, there can be more extensive 
analysis performed.) 

• Potential services will generally receive less attention other than being noted by 
INPUT as deserving subsequent analysis. By their nature, potential services will be 
difficult to analyze in depth based on current information. 

Exhibit 4, below, summarizes the above points on level of detail. 

Exhibit 4: 

Stage of 
Maturitv 
Established 

Emerging 

Possible 

Level of Detail Expected 
(Expressed as pages of summary) 

Conclusion: Conclusion: 
Attractive Unattractive 
1-2 pages 5-10 pages 

5-10 pages 1-2 pages 

1-4 oa2es Not covered 

Profiles will be supplied in hardcopy and softcopy form. The information will be 
summarized in a number ways (e.g., by size, by stage of maturity, by attractiveness, etc.) 





III. METHODOLOGY AND CONDUCT OF THE WORK 
~neral Approach 

INPUT analysis will consist of two "directions" of analysis: 

"Top Down ", that is, examining existing categories of services to describe how 
they will change. 

"Bottom Up", that is, identifying new business needs that drive specific kinds of 
services 

These two approaches will be integrated in INPUT' s analysis and presentation. 

B. Sources 

INPUT will rdy on the following sources to conduct this project: 

• INPUT wilt use materials in its possession describing market requirements, directions 
and competitor offerings. 

• For this project, INPUT will take advantage of the knowledge and experience of its 
staff and expects to involve at least six of its senior staff during the course of the 
project. 

• INPUT does not expect to conduct fonnal primary research for this project. 

• INPUT may investigate some service offerings of other vendors where 
required in order to better understand market dynamics and potential. as well 
as entry requirements. 

• INPUT may also conduct informal research in developing additional 
information on emerging and potential markets. 
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A. Conduct or the Work 

(1) INPUT will initially meet with IBM staff to review and refine the items discussed in 
Scope, above. 

(2) INPUT will prepare a first level analysis which will include 

• A preliminary set of profiles 

• In many cases, information will be incomplete or estimated, but wilt be 
sufficient to form preliminary conclusions 

• INPUT will profile all current or planned IBM services that it has knowledge 
of (INPUT will have considerable knowledge, based on the work it will have 
performed on tactical service opportunities.) 

• Issues to be discussed with IBM 

(3) INPUT and IBM will meet to review its preliminary analysis with IBM. At the end of 
this worksession it may be agreed to repeat parts of steps 2 and 3 again. 

(4) INPUT will prepare a report covering all points raised in "Scope". 

This process will take approximately 12 weeks. (See Section IV, Schedule.) 

IV. SCHEDULE 

INPUT expects to have a preliminary analysis to review with IBM by week 6 of the 
project, with a final report prepared in week 12. 

'\\ttk Actnih 
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V. FEES 

INPUT's professional fee for this project is $73,000. One-half of this fee ($36,500) is due 
and payable upon authorization. The remainder of the fee plus out-of-pocket expenses is 
due upon the submission of the report. Out-of-pocket expenses (primarily travel, 
telephone and report production) will be billed at cost and are not expected to exceed 
$7,000. 

This proposal will remain valid for thirty days, unless extended in writing. 

VI. AUTHORIZATION 

To authorize the project as specified, please sign and return one copy of this proposal, 
along with the initial fee. Upon acceptance by INPUT, a countersigned copy of the 
proposal will be returned to IBM. 

AUTHORIZED BY: ACCEPTED BY: 
IBM INPUT 

Name Name 

Title Title 

Date Date 
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A. Conduct of the Work 

(1) INPUT will initially meet with IBM staff to review and refine the items discussed in 
Scope, above. 

(2) INPUT will prepare a first level analysis which will include 

• A preliminary set of profiles 

• In many cases, information will be incomplete or estimated, but will be 
sufficient to form preliminary conclusions 

• INPUT will profile all current or planned IBM services that it has knowledge 
of (INPUT will have considerable knowledge, based on the work it will have 
performed on tactical service opportunities.) 

• Issues to be discussed with IBM 

(3) INPUT and IBM will meet to review its preliminary analysis with IBM. At the end of 
this worksession it may be agreed to repeat parts of steps 2 and 3 again. 

(4) INPUT will prepare a report covering all points raised in "Scope". 

This process will take approximately 12 weeks. (See Section IV, Schedule.) 

IV. SCHEDULE 

INPUT expects to have a preliminary analysis to review with IBM by week 6 of the 
project, with a final report prepared in week 12. ES Os -\\ eek Acth itv 
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ASSESSMENT OF IBM'S OPTIMAL 
SET OF SERVICE OFFERINGS 

I. OBJECTIVES 
IBM wishes a knowledgeable, objective third party assess what IBM's optimal set of 
service offerings should be. 

;:;,.,, :::; ..... ,,..,,V 2-: .. ~ ., ....... ~ ... 
INPUT' s analysis will take into account the folio win actors: 

The service may or may not be offered ( or lanned to be offered) by IBM. The 
service should be one that it "makes sen 'for IBM to offer, given the totality of 
IBM's current offerings, customer sets and direction. 

The service should have worldwide potential, although the service may initially be 
more suitable or have more potential in a particular geography. 

The service may be currently offered by other firm(s), or may be a potentially 
attractive service not current1y being offered. 

The service should liji(. the potential to meet IBM's revenue and profit objectives, 
although not necessarily at first. IBM should have a reasonable chance of 
penetrating the rket in cases where the service, or a similar service, is already 
being offered. / 

Where a se · ce has not already been sized, INPUT will indicate the potential size 
in order o magnitude terms. 

IBM n not have capabilities currently to offer or support such a service. In 
which se, the analysis will sketch out the means by which IBM could enter the 

T time frame for the analysis is 1997 and 1998. (Offerings for the next 12 
nths --approximately -- will have been considered during the work that INPUT 

"ll have conducted for IBM on short term, tactical opportunities.) 

In the course of the analysis, INPUT may recommend that some current offerings 
be modified, priorities changed, the delivery structure changed or, possibly, the 
service dropped as part of the overall strategy. 





INPUT expects that the following issues will receive only tangential coverage in the 
project: 

• There will be little analysis on the exact relationships between IBM's services and 
product groups in terms of marketing, sales, organization structure, etc . (The fact that 
IBM is a large seller of hardware and software products will be taken into account in 
recommending particular services.) 

• INPUT will not make comments or recommendation on internal organiution and 
delivery issues. INPUT will take delivery, from the customer's standpoint, into 
account. 

IBM wishes to have this project completed by July 31, 1996. 
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III. METHODOLOGY AND CONDUCT OF THE WORK 

INPUT's overall approach to conducting this project is made up of the following 
components: 

• INPUT will use materials in its possession describing market requirements, directions 
and competitor offerings. 

• INPUT will use as a baseline for current and planned IBM services the output of the 
work being perfonned by INPUT, "Identification of Tactical Services Opportunities". 

• For this project, INPUT will take advantage of the knowledge and experience ofits 
staff. and expects to involve 4-6 ofits senior staff during the course of the project. 

• INPUT does not expect to conduct formal primary research for this project. INPUT 
does expect to investigate some service offerings of other vendors where required in 
order to better understand market dynamics and potential. as well as entry 
requirements. 

The work for the project will be conducted as follows: 

I. INPUT will initially prepare a "template" of the services that INPUT believes IBM 
should offer in terms of customer need. lbis template will take into account the issues 
under Section II, .. Scope". 

INPUT will make a "rough fit" of current and planned IBM services into the template. 

INPUT will note situations where new services may be offered, or existing services 
may be modified, expanded or contracted. (During this stage INPUT will not make 
specific recommendations.) 

2. After having prepared the template and made a rough fit of services present and 
absent, INPUT will review its findings with IBM. 

3. In order to refine the initial "rough fit" of services, INPUT will require additional 
information from IBM in such areas as exact size, composition. capabilities and 
petformance of selected services. 

After receiving this infonnation, INPUT will prepare full draft analyses and 
recommendations. 

4. INPUT will review its draft analysis and recommendations with IBM and receive IBM 
feedback on completeness and accuracy. 

5. INPUT will then prepare a final report containing its analyses and recommendations. 
The report will be delivered in both hardcopy and softcopy fonnats and will address all 
the issues in Scope. 

The expected schedule for the project is shown in Section IV. 





IV. SCHEDULE 

INPUT expects to have a draft analysis and recommendations for IBM's review by the 
eighth week of the project and a final report by the tenth week. 

\\t't-k Actn1ty 
i 1-3 

INPUT can begin work within one week of authorization. 

V. FEES 

INPUTs professional fee for this project is $45,000. One-half of this fee ($22,500) is due 
and payable upon authorization. The remainder of the fee plus out-of-pocket expenses is 
due upon the submission of the report. Out-of-pocket expenses (primarily travel, 
telephone and report production) will be billed at cost and are not expected to exceed 
$4,000. 

This proposal will remain valid for thirty days, unless extended in writing. 

V. AUTHORIZATION 

To authorize the project as specified, please sign and return one copy of this proposal, 
along with the initial fee. Upon acceptance by INPUT, a countersigned copy of the 
proposal will be returned to IBM. 

AUTHORIZED BY: ACCEPTED BY: 
IBM INPUT 

Name Name 

T1te Title 

Date Date 
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ASSESSMENT OF IBM'S OPTIMAL 
SET OF SERVICE OFFERINGS 

I. OBJECTIVES 
IBM wishes a knowledgeable, objective third party assess what IBM's optimal set of 
service offerings should be. 

II. SCOPE 
INPUT will identify what INPUT believes should be the optimal set of services offerings. 
INPUT' s analysis will take into account the foUowing factors: 

The service may or may not be offered (or planned to be offered) by IBM. The 
service should be one that it "makes sense" for IBM to offer, given the totality of 
IBM's current offerings, customer sets and direction . 

The service should have worldwide potential, although the service may initially be 
more suitable or have more potential in a particular geography. 

The service may be currently offered by other firm(s), or may be a potentially 
attractive service not currently being offered. 

The service should have the potential to meet IBM's revenue and profit objectives, 
although not necessarily at first. IBM should have a reasonable chance of 
penetrating the market in cases where the service, or a similar service, is already 
being offered. 

Where a service has not already been sized, INPUT will indicate the potential size 
in order of magnitude terms. 

IBM need not have capabilities currently to offer or support such a service. In 
which case, the analysis will sketch out the means by which IBM could enter the 
market. 

The time frame for the analysis is 1997 and 1998. (Offerings for the next 12 
months ··approximately •• will have been considered during the work that INPUT 
will have conducted for IBM on short term, tactical opportunities.) 

In the course of the analysis, INPUT may recommend that some current offerings 
be modified, priorities changed, the delivery structure changed or, possibly, the 
service dropped as part of the overall strategy. 





CHANGES IN THE WORLDWIDE SERVICES 
MARKET OVER THE NEXT THREE YEARS 

I. OBJECTIVES 
For planning its future services, IBM needs to understand how worldwide market 
requirements for services will change over the next three years. 

II. SCOPE 
The scope of!NPUT's work will be determined by the following : 

0 Service categories covered 

D Stages of service maturity 

D Evaluation criteria 

D Assessment of individual service opportunities 

D Presentation of results 

Service Categories 
lNPUT will assess between 100 - 150 services that fall into the following major service 
categories, as shown in Exhibit l. All of these services will contain a significant IT 
component. 
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Exhibit 1 : Major Service Categories 

D 

D 

D 

D 

D 

D 

D 

D 

D 

D 

D 

Systems integration 

Consulting 

Other professional services 

Outsourcing/processing services 

Business support services (where there is a significant IT component) 

Software support (packaged/custom) 

Technical support services 

Communications transport 

Network-based services 

Customer services (hardware maintenance) 

Other support services 

'\) 

The listing of services in Exhibit I is intended to show the boundaries of the analysis: 

0 INPUT may not recommend that IBM consider some of these services. (This point is 
discussed further below.) 

0 In its analysis and presentation INPUT may organize and structure this list somewhat 
differently. 





Stages of Service Maturity 

From an opportunity standpoint , INPUT will place each services into one of the following 
stages of maturity, as shown in Exhibit 2 below. 

Exhibit 2: Stages of Services Maturity 

l. Established services in mature markets (e.g .• data center outsourcing) 

D Identifiable services must already be a significant size to qualify for inclusion. The 
exact cutoff point will be discussed with IBM, but INPUT believes that any service 
market under $100 million should be examined critically for inclusion. 

D Obviously, high growth would be a positive factor for smaller markets , although such 
services would be likely to be classified as part of an emerging market. 

I. Services in emerging markets (e.g ., information intermediaries) 

D Current size is less important than expected growth. 

D Some services may be mature in some markets (often geographic) and emerging in 
other. INPUT assumes that this will be an important consideration for IBM. 

D A service here should serve a significant market in three years, that is, using a cut-off 
point similar to the $100 million for established services. 

I. Potential services (not yet offered, but feasible; e.g., personalized information systems 
for mass transit customers) 

D INPUT expects that such services would , at best, generally be in the "emerging" 
category in three years. 

D However, these types of services will require market analysis as well as technical and 
market resources during the next three years. 

D INPUT does not believe that this project will identify more than a fraction of such 
potential services in its analysis. Potential services will be identified in the course of 
performing analysis in the other two categories. 





Evaluation Criteria 

INPUT will apply the following criteria to individual service opportunities : 

0 Size (as discussed above) : 19% and 1999 

D Factors behind significant growth 

0 Risk factors affecting growth (especially high growth areas) 

D Relative margins; likely changes between 1996 and 1999 

0 General competitive environment and leading competitors. including expected shifts in 
the next three years. (Note: for this project, INPUT will not provide market share 
estimates unless the competitive environment appears critical for assessment 
purposes.) 

0 Geographic focus: 19% and 1999 

INPUT and IBM may agree that these criteria should be modified and/or that other 
evaluation criteria should added. 

Assessment of Individual Service Opportunities 

Assessments will be, essentially, a weighting of the evaluation criteria. This will not, 
however, be a mechanical process, but will call upon all oflNPUT's market knowledge 
and judgment. 

Assessments will conclude that a service is an 

D Attractive market 

0 Unattractive market 

D Indeterminable at this time (INPUT expects this category to be small and made up of 
special cases.) 

Attractiveness may be presented as a "yes/no" or on a scale. 

In a some instances, a market will be generally attractive, but INPUT may believe the 
market will be less attracti ve for IBM. In these situations, INPUT will provide detail why 
it believes this to be the case. (INPUT does not promise that it can identify all such 
situations.) 





Presentation of Results 

A profile will be prepared for each service opportunity assessed . The profile will contain 
the elements shown in Exhibit 3 below (items are preliminary). 

Exhibit 3: Service Profile Elements (Preliminary) 

D Service opportunity name 

D Description 

D Related opportunities 

0 Size (range): 1996 and 1999 

0 Growth probability ( where applicable) 

0 Margin(range): 1996and 1999 

D Competitive environment 

0 Stage of maturity 

D Attractiveness 

D Risk factors 

The amount of detail presented should depend, in INPUT's opinion, on how "obvious" the 
conclusions are. 

D Con.finning that an established market is attractive will generally require less detail 
than to conclude that an established market is not attractive ; such confirmation will 
require on the order of 1-2 pages of summary information. 

D Where INPUT concludes that an established market is less attractive, more analysis 
will generally be required to support this type of conclusion; the presentation of this 
type of service could extend to 5-10 pages . 

D Attractiv e emerging markets will receive more analysis because of overall lack of 
familiarity with the service and/or possible debate over .the extent of the opportunity . 





D 
D All things being equal, less attractive emerging markets will receive less analysis. (In 

cases where IBM is planning or contemplating investment, there can be more extensive 
analysis performed.) 

D Potential services will generally receive less attention other than being noted by 
INPUT as deserving subsequent analysis. By their nature, potential services will be 
difficult to analyze in depth based on current information. 

Exhibit 4, below, summarizes the above points on level of detail. 

Exhibit 4: Level of Detail Expected 
(Preliminary; expressed in pages of summary) 

Stage of Conclusion: Conclusion: 
i 

Established 1-2 pages 5-10 pages 

Emerging 5-10 pages 1-2 pages 

Possible 1-4 pages Not covered 

Profiles will be supplied in hardcopy and softcopy form. The information will be 
summarized in a number ways (e.g., by size, by stage of maturity, by attractiveness, etc.) 





III. METHODOLOGY AND CONDUCT OF THE WORK 
General Approach 

INPUT will rely on the following sources to conduct this project: 

D INPUT will use materials in its possession describing market requirements , directions 
and competitor offerings . 

D For this project , INPUT will take advantage of the knowledge and experience of its 
staff. and expects to involve at least six of its senior staff during the course of the 
project. 

D INPUT does not expect to conduct formal primary research for this project. 

D INPUT may investigate some service offerings of other vendors where 
required in order to better understand market dynamics and potential. as well 
as entry requirements. 

D INPUT may also conduct informal research in developing additional 
information on emerging and potential markets. 

Conduct of the Work 

(1) INPUT will initially meet with IBM staff to review and refine the items discussed in 
Scope, above. 

(2) INPUT will prepare a first level analysis which will include 

D A preliminary set of profiles 

D In many cases, information will be incomplete or estimated, but will be 
sufficient to form preliminary conclusions 

D INPUT will profile all current or planned IBM services that it has knowledge 
of (INPUT will have considerable knowledge, based on the work it will have 
performed on tactical service opportunities .) 

D Issues to be discussed with IBM 

(3) INPUT and IBM will meet to review its preliminary analysis with IBM. At the end of 
this worksession it may be agreed to repeat parts of steps 2 and 3 again. 

(4) INPUT will prepare a report covering all points raised in " Scope" . 

This process will take approximately _ _ . 





IV. FEES 
INPUT's professional fee for this project is$ __ . One-half of this fee ($ ___) is due 
and payable upon authorization. The remainder of the fee plus out-of-pocket expenses is 
due upon the submission of the report. Out-of-pocket expense s (primarily travel, 
telephone and report production) will be billed at cost and are not expected to exceed 
$ __ 

This proposal will remain valid for thirty days, unless extended in writing. 

VI. AUTHORIZATION 

To authorize the project as specified, please sign and return one copy of this proposal, 
aJong with the initial fee. Upon acceptance by INPUT, a countersigned copy of the 
proposal will be returned to IBM. 

AUTHORIZED BY: ACCEPTED BY: 
IBM INPUT 

Name Name 

Title Title 

Date Date 





INPUT expects that the following issues will receive only tangential coverage in the 
project: 

• There will be little analysis on the exact relationships between IBM's services and 
product groups in terms of marketing. sales, orgaruzation structure, etc. (The fact that 
IBM is a large seller of hardware and software products will be taken into account in 
recommending particular services.) 

• INPUT will not make comments or recommendation on internal organization and 
delivery issues. INPUT will take delivery, from the customer's standpoint, into 
account. 

IBM wishes to have this project completed by July 31, 1996. 





III. METHODOLOGY AND CONDUCT OF THE WORK 

INPUT's overall approach to conducting this project is made up of the following 
components: 

• INPUT will use materials in its possession describing market requirements, directions 
and competitor offerings. 

• INPUT will use as a baseline for current and planned IBM services the output of the 
work being perfonned by INPUT, "Identification ofTactical Services Opportunities". 

• For this project, INPUT will take advantage of the knowledge and experience of its 
staff. and expects to involve 4-6 of its senior staff during the course of the project. 

• INPUT does not expect to conduct formal primary research for this project. INPUT 
does expect to investigate some service offerings of other vendors where required in 
order to better understand market dynamics and potential. as wel1 as entry 
requirements. 

The work for the project will be conducted as follows: 

I. INPUT will initially prepare a "template" of the services that INPUT believes IBM 
should offer in terms of customer need. This template will take into account the issues 
under Section II, "Scope". 

INPUT will make a "rough fit" of current and planned IBM services into the template. 

INPUT will note situations where new services may be offered, or existing services 
may be modified, expanded or contracted. (During this stage INPUT will not make 
specific recommendations.) 

2. After having prepared the template and made a rough fit of services present and 
absent, INPUT will review its findings with IBM. 

3. In order to refine the initial "rough fit" of services, INPUT will require additional 
infonnation from IBM in such areas as exact size, composition, capabilities and 
perfonnance of selected services. 

After receiving this infonnation, INPUT will prepare full draft analyses and 
recommendations. 

4. INPUT will review its draft analysis and recommendations with IBM and receive IBM 
feedback on completeness and accuracy. 

5. INPUT will then prepare a final report containing its analyses and recommendations. 
The report will be delivered in both hardcopy and softcopy fonnats and will address all 
the issues in Scope. 

The expected schedule for the project is shown in Section IV. 





IV. SCHEDULE 

INPUT expects to have a draft analysis and recommendations for IBM's review by the 
eighth week of the project and a final report by the tenth week . 

INPUT can begin work within one week of authorization. 

V. FEES 

JNPUT's professional fee for this project is $45,000. One-half of this fee ($22,500) is due 
and payable upon authorization. The remainder of the fee plus out-of-pocket expenses is 
due upon the submission of the report. Out-of-pocket expenses (primarily travel, 
telephone and report production) will be billed at cost and are not expected to exceed 
$4,000. 

This proposal will remain valid for thirty days, unless extended in writing. 

V. AUTHORIZATION 

To authorize the project as specified, please sign and return one copy of this proposal, 
along with the initial fee. Upon acceptance by rNPUT, a countersigned copy of the 
proposal will be returned to IBM. 

AUTHORIZED BY: ACCEPTED BY: 
IBM INPUT 

Name Name 

I e Title 

ate Date 
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