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Abstract

This INPUT report, U.S. Processing Services Market, 1992-1997, pro-

vides forecasts and analysis for the transaction processing, utility pro-

cessing, and other processing services submarkets. The five-year fore-

casts cover fifteen industry-specific and seven cross-industry markets.

Leading vendors are identified, market share indicated, and strategies

profiled.

The report discusses areas of vitality in the processing market together

with issues and trends presently influencing processing services. It also

provides recommendations on how vendors can take advantage of the

key forces driving the market.

The report contains 140 pages and 81 exhibits.
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Introduction

This report is part of a series of market analysis reports written each year

by INPUT on the key segments (delivery modes) of the U.S. information

services industry. The delivery modes analyzed during 1992 are as fol-

lows:

1. Applications Software Products

2. Turnkey Systems

3. Processing Services

4. Systems Software Products

5. Network Services

6. Professional Services

7. Equipment Services

8. Systems Integration

9. Systems Operations

The first seven delivery modes are covered in reports included as part of

input's Market Analysis Program (MAP), a planning service for infor-

mation services vendors. The last two delivery modes are covered in

market analysis reports included in INPUT'S Systems Integration and

Systems Operations programs.

A
Purpose and Organization

1. Purpose

This report analyzes the processing services delivery mode of the U.S.

information services industry.

• The report includes five-year forecasts, an assessment of market drivers,

analysis of competitive trends, and identification of leading

vendors.

• The report assesses trends and events within the U.S. economy, the U.S.

information services industry, and the processing services delivery mode
to provide the reader with a comprehensive foundation for understanding

this market sector and for anticipating future directions.

MAPR2 © 1992 by INPUT. Reproduction Prohibited. I-l
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The report provides readers with insights and information that will help

them

• Review the forces shaping the market

• Develop internal corporate financial projections

• Identify new markets and product and services opportunities

• Assess the competitive trends

• Determine potential market directions

• Assist in prioritizing investments

2. Organization

This report is organized as described in Exhibit I-l. Each delivery mode
report within the Market Analysis Program follows this format. The

industry and cross-industry sector reports, described below, use a similar

format.

B

Scope and Methdology

h Scope

This report addresses the U.S. information services industry for the pro-

cessing services sector (delivery mode). It includes user expenditures that

are noncaptive and generally available to vendors. Many large organiza-

tions have portions of their information services requirements satisfied by

internal divisions. The resulting expenditure is not available for competi-

tive bid by the general vendor community and is not included in INPUT'S
projections.

a. Information Services Industry Structure

Exhibit 1-2 defines the structure of the information services industry as

used by INPUT in its market analysis and forecasts. The industry consists

of nine delivery modes, each of which contains a number of submodes.

1-2 © 1992 by INPUT. ReproducJion Prohibited. MAPR2
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EXHIBIT 1-1

Market Reports Format

I. Introduction

• Introduction and definition of the delivery mode and its

substnjcture or segments.

II. Executive Overview
• Synopsis of the entire report, written at the end of the

year.

III. General Business Climate

• An overview of the business climate within the

information services industry as a whole and the

particular market segment of each report.

IV. Information Systems Environment
• The information systems environment and user

perspective as it relates to the specific delivery mode or

market.

V. Vendor Issues and Trends
• An assessment of the delivery mode from the vendor

point of view.

VI. Information Services Market Forecast

• Presentation of the information services market forecast

by delivery mode and submode.

VII. Competitive Environment
• Discussion of the competitive environment for

information services within the delivery mode—with

market share analysis and vendor profiles.

VIII. Conclusions and Recommendations
• Summary of risks and opportunities.

A. INPUT Definition of Terms
• Definitions and descriptions of market structure and

terms used throughout INPUT'S reports.
•

B. Forecast Data Base
• A detailed forecast by delivery mode, submode, and

industry/cross-industry sector. Contains a reconciliation

to the previous year's Appendix B.

MAPR2 © 1992 by INPUT. Reproduction Prohibtted. 1-3
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EXHIBIT 1-2

CM

I
O

CO

(0
3
"D
C
(0
0o

o
CO

c
o
"S

E
o
c

o o
5 ^

c
CO
CO
OJ
o
o

CO
0)

CO

CO
CO c
E.o

^8

1 .1

"co cn

CO

a

Q_

o
CO
CO
0)

CD 0)

LU

CD E

>- CO

H-00

CO

o 9^ i2
CT3 O

Q.CO n.
<

CO O
E

CO £
>. o
coco

_co

=3

"O
o

o o
^ CC Q)" E y

LU S CO

CO
c
o

^'^

-? ^
03 Q.z <

Z)
CL
z

1O
CO

c
o
o
CO

I I

05

CO
c _oE.5

- o 2
CT3 5.SO

CO
C CO

o c^ o
^ '-so 2

< O
03 03Q CO

o

03

z
I

<D

E
03
O)
CT3

03

c
03

E
Q.

a-
UJ

I

_c

CO
c
o
O

I

03 CO

c5 o

o 2
CO CL

03

c
o

o
13

"O
LU

I

CO
c
.2 CO
CO (T>

CO o

2 o
CL CO

03

O
I

c
c
OS

^03
03 O

1^Q- c
i O QJ

O 03 TO

CO Q 2
I

03

03

^ 03

C 5 ^
.9 E ^

^ ^
o ^§
O TO Cu

I

03

li
lU 2

I

iS
c
03

E
c
o
>

CO
03O

03

LU CO
I

c
03

E
- Q.
'3

CT
LU

03

E
CO

c
'CTS

03

E

'cO

03 W
re o

o 2
CO CL

CT3

c
.9 CO
CO CP

2 g
Q_ CO

03

Q.
E
o
o
'c

03

Q.
E
o
o

c
o

CO

o O
Q.

c
o

"co

J*:

|o

1-4 © 1992 by INPUT. Reprodudion Prohibited. MAPR2



U.S. PROCESSING SERVICES MARKET, 1992-1997 INPUT

• Delivery modes are groupings of specific products and services that

satisfy a given user need. Market sectors specify who the buyer is and
Delivery Modes specify what the user is buying.

• INPUT develops a five-year forecast for the delivery mode and each of

the submodes.

INPUT also publishes market sector reports analyzing 15 industry and 7

cross-industry market sectors. These reports, published annually by
INPUT, analyze the information services opportunities in industry sectors

such as insurance, transportation, and discrete manufacturing and in cross-

industry sectors such as accounting, human resources, and office systems.

The relationship between delivery mode forecasts and market sector

forecasts is shown in Exhibit 1-3.

EXHIBIT 1-3

Delivery Mode versus Market Sector Forecast Content

Delivery Mode Submode

Market Sectors

Industry

Sectors

Cross-Industry

Sectors General

Processing

Services

Transaction

Utility

Other

X X
X
X

Turnkey Systems X X

Applications

Software Products

X X

Systems Operations Platform

Applications

X
X

Systems Integration X

Professional Services X

Network Services Network Applications

Electronic Information

Services

X
X X

Systems Software

Products

X

Equipment Services X

MAPR2 e 1992 by INPUT. Reproduction Prohibited. 1-5
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For a more complete discussion of INPUT'S information services industry

structure and market sector definitions, please refer to INPUT'S Definition

of Terms, 1992 (Appendix A in this report).

b. Processing Services Delivery Mode Description

The processing services delivery mode, as shown in Exhibit 1-4, is com-

posed of transaction, utility, and other processing services submodes.

• Transaction Processing—Client uses vendor-provided information

systems—including hardware, software, and/or data networks—at the

vendor site or customer site to process specific applications and update

client data bases. The application software is typically provided by the

vendor.

• Utility Processing—Vendor provides basic software tools (language

compilers, assemblers, DBMSs, graphics packages, mathematical mod-
els, scientific library routines, etc.), enabling clients to develop and/or

operate their own programs or process data on the vendor's system.

• Other Processing Services—Vendor provides service—usually at the

vendor site—such as scanning and other data entry services, laser print-

ing, computer output microfilm (COM), CD preparation and other data

output services, backup and disaster recovery, etc.

EXHIBIT 1-4

Processing Services Market Structure

Processing Services

Transaction Processing

Utility Processing

Other Processing Services

1-6 © 1992 by INPUT. Reproduction Prohibited. MAPR2
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Processing services vendors market transaction, utility, and other process-

ing services alone and in combinations. There are also vendors that only

market selected functions, such as microfilm or disaster recovery services,

or just one of the primary services, such as transaction processing.

• Most of the processing services delivery mode is considered as pur-

chased by industry sectors—that is, it is industry specific. The forecasts

for processing services expenditures within the 15 industry sectors plus

expenditures for cross-industry sectors adds to the total forecast for the

delivery mode as a whole.

* Processing services sold in conjunction with other services, such as

network services, are included in the processing services sector.

2. Methodology

input's methodology for market analysis and forecasting is summarized

in Exhibit 1-5. As in past years, INPUT has continued to survey informa-

tion services vendors to determine their U.S. information services rev-

enues, and to query information systems organizations about expenditures

and outside services acquisition plans. INPUT interviewed vendors a

second time to understand their views of market opportunities over the

short and long terms.

© 1992 by INPUT. Reproduction Prohibited. 1-7
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EXHIBIT 1-5

INPUT Research Methodology

Base Year

IS Industry

Research

II. Market Forecasts

User Planning

Survey

Vendor Planning

Survey

9 Delivery

Modes

Vendor
Revenue
Surveys

User Expenditure

Survey

Aggregation
(of Vendor Revenues

Adjustment for^v
Distribution

J
Channels

1991 Base Year

Industry, Economic
and Technology

Research

5-Year
Forecasts

22 Vertical and
Cross-Industry

Markets

1-8 © 1992 by INPUT. Reproduction Prohibrted. MAPR2
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INPUT'S annual forecasting process is broken into two major parts: base-

year expenditure calculations and market forecasts. Each is briefly de-

scribed below.

a. Base-Year Expenditure Calculations

• INPUT determines previous-year information services revenues for the

nine delivery modes and 22 industry and cross-industry sectors for

hundreds of vendors. Estimates rely upon interviews, public data, and

input's own estimates.

• The initial data are projected to represent the entire information services

industry.

• Adjustments are made to eliminate duplications due to distribution

channel overlap and to assure that captive information services expendi-

tures are not included.

• The result is a base-year (1992) user expenditure for each of the 22

vertical and cross-industry sectors and the 9 delivery modes.

b. Market Forecasts

• In the forecasting step, INPUT surveys information systems executives

to determine their projected expenditure levels, both in aggregate and for

each of the outside information services categories.

• In addition, a second set of vendor interviews is conducted later in the

year to obtain an understanding of how key vendors view the market and

its opportunities.

• The result is a five-year forecast for each of the 22 vertical and cross-

industry sectors and the 9 delivery modes. The delivery mode and

market sector forecasts are correlated according to the diagram in

Exhibit 1-3.

To complete the process, INPUT reconciles its new forecasts with those

from the previous year. Differences due to market restructuring and other

factors are explained. One may use these projections to track INPUT'S
forecasts from year to year.

INPUT forecasts are presented in current dollars (i.e., 1997 market sizes

are in 1997 dollars, including inflationary forecasts). In developing the

five-year forecasts, INPUT has incorporated economic assumptions for the

U.S. economy as a whole.

© 1992 by INPUT. Reproduction Prohibited. 1-9
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The GDP and GDP Deflator growth rates used in INPUT'S market projec-

tions for 1992 through 1997 are from the CONSENSUS™ forecast, a

product of Blue Chip Economic Indicators of Sedona, Arizona. The Blue

Chip CONSENSUS forecast is derived from a leading panel of economists

representing leading financial, industrial, and research firms across the

U.S. and has a 13-year track record of balanced and accurate projections.

The 1992-1997 assumptions are contained in Chapter VI, Market Forecast.

c
Related Reports

Related reports of interest to the reader are:

• U.S. Application Solutions Market, 1992-1997

• US. Systems Software Products Market, 1992-1997

• U.S. Professional Services Market, 1992-1997

• Systems Integration Market Analysis Report, 1992-1997

• U.S. Systems Operations Trends and Forecasts, 1992-1997

• Information Systems Outsourcing Market Opportunities, 1992-1997

• U.S. Information Services industry sector reports, 1992-1997 (15 reports

on all major industry sectors; e.g., insurance)

• Information Services Cross-Industry Markets, 1992-1997 (1 reports on
information services markets that serve all vertical industry sectors; e.g.,

accounting)

MO © 1992 by INPUT. Reproduction Prohibited. MAPR2
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Executive Overview

A
User Issues

The economy is still the major business concern of users of processing

services, as shown in Exhibit II- 1.

User Issues

• Economy

• Cost reduction

• Changing technology

• System compatibility

• User friendliness

• Obtaining/keeping technical staff

Industries that have traditionally made extensive use of processing ser-

vices such as banking/finance and transportation have been going through

difficult economic times. Consolidations have been ongoing and many
companies report that IS spending has at best remained constant. Many of

the buyers contacted by INPUT in the conduct of our research indicated

that increased spending is dependent upon a rebound in the economy.

As a result, reducing cost is a critical issue for companies in these indus-

tries. This affects the demand for processing services both positively and

negatively. On the one hand, buyers are cautious about investing in

equipment and internal systems solutions. However, buyers are also less

willing to expand their use of processing services or add features that will

increase costs. Therefore, while processing services vendors are less

likely to lose business to in-house systems in these economic times, they

are also not seeing dramatic increases in demand.
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B

Changing technology is another issue of concern to buyers today. The

constant changes in capabilities, standards, and costs has led to a great

deal of confusion. It's difficult for buyers to know when to invest in a

new application or platform. This uncertainty can delay decisions to

migrate applications from a processing services to an in-house solution.

Users are also concerned with system compatibility. As they evaluate

open systems and UNIX solutions, they want to make sure that their

decisions today will be compatible with new standards as they are devel-

oped. They are interested in how the vendors they do business with are

planning to handle such developments.

User friendliness is another major concern. Processing services users have

been drawn toward PCs in recent years due to developments in graphical

user interfaces and "user friendly" operating systems.

Difficulty in obtaining technical staff is a fact of life for IS departments

today. With technology changing rapidly, the skills required to manage
this technology are also changing quickly. Simply out, there is a national

shonage of people with the necessary skills to manage systems. This is

one factor driving companies to choose to outsource information systems

(IS) operations to third-party facilities or systems operations (SO) man-

agement companies.

Driving Forces

There are a number of forces driving the continued demand for processing

services. These are listed in Exhibit II-2.

EXHIBIT 11-2

Driving Forces Supporting
Use of Processing Services

• Networking requirements

• Vendor expertise

• Rapid application enliancement

• Government requirements
•

• Business dependence on information
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The global marketplace is leading to an increased need for networking to

allow communication and exchange of data among sites. Certain applica-

tions that involve multiple data entry/deUvery points could require

changes to network plans if this work was handled in-house. Buyers look

to processing services providers to accommodate changing networking

requirements that could be time consuming and expensive to implement

in-house.

The tendency of users to rely on both the knowledge and application

systems of their processing vendors is a driving force for continued use of

processing services. For many applications, the vendor takes responsibil-

ity for reporting to government agencies or offices, banks, and other

necessary external functions. Particularly for applications that are nonstra-

tegic, such as payroll, off-loading such responsibilities presents an attrac-

tive option. In addition, the knowledge that processing vendors have of

certain industries, particularly banking, has led users to seek processing as

well as systems operations services from these vendors.

The need for rapid changes to services applications such as payroll and

bank application systems has also been a driving force for the use of

processing services.

• Buyers are interested in using vendors' experience in making frequent

changes to applications software systems to meet the needs of govern-

ment agencies and clients.

• Buyers are also interested in using the ability that processing vendors

have developed in scheduling changes in applications software as well

as massive upgrades in processing capabilities and networks. Processing

services vendors offer advantages over in-house systems in this regard.

Processing services providers are more accustomed to making changes,

since they serve a number of clients and are always scheduling sets of

changes. In addition, larger vendors are also constantly performing

tradeoffs between the use of existing capabilities and upgraded equip-

ment, systems software, and networks, when changes in application

products are considered. It is difficult for users to accommodate the

same level of planning.

Federal govemment requirements also promote growth in processing

services. There is a growing trend to require information to be provided to

the govemment on-line. Examples include Medicare health claims pro-

cessing, Fannie Mae applications, and regulatory comphance documents.

In addition, the government, along with insurance companies and custom-

ers, have set standards for disaster recovery planning that are driving the

demand for recovery services.
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The greatly increased dependence on the use of information technology

that has taken place in industry and in government has been a driving

force that affects several modes of processing services. For instance

• Companies using payroll, credit card, and other processing services

report that a leading benefit of such processing is having a vendor worry

about and guard against interruptions and loss of data in these opera-

tions.

• Banking organizations that use a processing services or systems opera-

tions report that one of the benefits is the increased opportunity for

continuous operation.

• The magnitude of manmade and of natural disasters in recent years has

made companies more aware of how interruptions in information sys-

tems can affect their business. This had led to dramatic increase in the

use of disaster recovery services.

The growth of electronic data interchange (EDI) is leading American
business away from paper transactions and toward electronic delivery

systems. With this growth will come significant increase in the number of

electronic transactions as compared with paper transactions. EDI technol-

ogy has the capability to increase demand for processing services to

support such transactions.

While there are many factors supporting continued use of processing

services, there are a number of factors working in the other direction. The
most important factor inhibiting growth in processing services is the price/

performance of PC/workstations today and the increased availability of

software. The cost of micro technology has become more affordable, even
to the smallest of businesses. Complex calculations that previously re-

quired mainframe capability now can be handled on high-powered work-
stations. Increased availability of low-cost software makes use of PCs, for

a variety of applications, an attractive option. In addition, the state of the

economy has led to slashes in IS budgets, inhibiting growth in processing

services along with other delivery modes.

The shortage of technical skills that makes it difficult for companies to

maintain in-house systems also has a negative effect on processing ser-

vices vendors. The support that customers expect from their processing

services vendors, such as enhanced applications and networks, require

technically trained staff. To increase their business, processing services

vendors need the staff to support that growth.

Consolidation within the industries using processing services has, in some
cases, created the economies of scale needed to invest in internal solu-

tions. This has resulted in erosion of business for processing services.
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User Expenditures

As illustrated in Exhibit 11-3, actual user expenditures for 1991 were $390
million less than last year's forecast of $17 billion. Though the effect of

the recession had been anticipated, it was expected that a turnaround

would be realized sooner.

EXHIBIT 11-3

Processing Services Market Overview

($ Billions)

1991 Outlook

- ^

1992 Outlook

1991 Forecast - 18.3 versus 1991 Actual -17.9

1992 Forecast - 19.7 versus 1992 Forecast - 19.1

1991-1996 Forecast versus 1992-1997 Forecast

Growth Rate - 8% Growth Rate - 8%
(CAGR) (CAGR)

• The continuation and depth of the recession caused the forecast for 1992

to be lowered from $19.7 billion to $19.1 billion.

• While the recession has resulted in adjustments in revenue for 1991 and

1992, it is expected that the CAGR will remain at 8% for 1992-1997.

The compound annual growth rate of 8%, as shown in Exhibit II-4, is the

lowest CAGR for any information services delivery mode. This low

growth rate attests to the fact that processing services is a mature market.

Processing services however, is forecast to continue to rank among the top

delivery modes in user expenditures in 1997, since it had reached a high

expenditure level before its growth rate began to dip.
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EXHIBIT 11-4

D
Vendor Competition

There are both differences and similarities among the top five processing

vendors, listed in Exhibit II-5, that reflect the variation of business among
other vendors.

Leading Processing Services Vendors
U.S. Revenue, 1991

Rank Vendor

Estimated

Processing

Services

Revenue Share

($ Millions)

1 ADP 1,286

2 American Express ISC 890

3 First Financial 778

Management Corp.

4 Ceridian 322

5 Covia 260
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• Two vendors, American Express Information Services Company (ISC)

and Covia, are subsidiaries of corporations with most of their business in

non-information-services activities. About one-third of the top 20

processing vendors are in this category.

• Three of the top five vendors are information systems companies with

significant amounts of business devoted to processing activities. About

two-thirds of the top 20 vendors would fit this description.

• Three of the top five vendors serve the banking and finance market, and

one of these—Automatic Data Processing (ADP)—also serves the

human resources (payroll) market. Banking and finance and payroll are

two of the largest industry markets served by processing services. Over

half of the top 20 vendors serve one or both of these markets.

• This delivery mode does not seem to be dominated by the top vendors as

other modes are, such as network services, systems integration, or

professional services are.

• However, service to many industry markets or submarkets is dominated

by a small group of vendors, such as ADP, Ceridian, Paychex, and a few

other vendors in payroll, and groups of vendors in credit card and bank

processing.

E

Conclusions and Recommendations

1. Conclusions

Exhibit n-6 summarizes INPUT'S conclusions regarding the market for

processing services.

EXHIBIT 11-6

MAPR2

Conclusions

• Processing services is a mature but stable

market.

• Vendor expertise provides added value.

• Key applications are driving growth.

• Networking can offer a competitive edge.

• Outsourcing trend is positive for processing

services.
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The processing services business is a mature but stable market. While

processing services has been the largest of the delivery modes that INPUT
reviews, its rate of growth has been steadily decUning, due to the growing

capability of in-house systems alternatives. As discussed earlier, the

downturn in the economy has had a significant effect on processing ser-

vices since many companies have been reluctant to increase expenditures

in this area.

There is a base of customers that is expected to remain stable, however,

and processing services has its place in the plans of IS organizations.

Many companies rely on vendors because of certain expertise that the

vendor offers or economies of scale possible due to shared system use.

These customers recognize the value added by the processing services

vendor and will continue to rely on them.

Certain applications are expected to drive increases in demand for process-

ing services. These include credit/debit card usage, claims processing,

billing services, and disaster recovery.

The networking capabilities of processing services vendors can also

provide incentives for buyers to continue to rely on their services.

The outsourcing trend is a positive one for processing services vendors.

As more companies modify their IS strategies to "buy" instead of "make,"

processing services vendors have an opportunity to capitalize on this

trend. For instance, as companies consider re-engineering and downsizing

applications, they often decide to off-load non-strategic applications to

outside service providers and concentrate internal efforts on mission-

critical applications. This trend will continue to have a positive effect on
processing services.

Though processing services is unlikely to return to the dramatic rates of

growth experienced in the past, its ability to meet unique application needs

will support a stable customer base. Its immediate continued growth is

dependent upon a change for the better in the economy and the ability of

processing services vendors to capitaUze on trends in areas such as out-

sourcing, downsizing, and networking.

2. Recommendations

Since processing services is a mature market, vendors must look to ex-

panding service if they wish to grow, as shown in Exhibit 11-7.
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Recommendations—Vendors

• Expand service offerings

• Specialize in niclie or vertical markets

• Enhance applications and add features

• Maintain sophisticated networking capability

• Develop services to complement new
technologies

Many vendors are also providing systems operations, systems integration,

and professional services, whereas others offer application software.

Offering a variety of services provides three important benefits. First, it

provides opportunities to increase revenues at a higher rate than would be

possible if only processing services were provided. Second, it puts the

vendor in a position to be aware of opportunities to increase processing

services revenue. Third, it makes the vendor more aware of customer

needs for new services, which can lead to more revenue.

One of the key reasons that customers use processing services is because

of the expertise that vendors bring to the table. Vendors should continue

to specialize in key application niches or vertical markets as they expand
service offerings. They should continually be looking for ways to capital-

ize on their known reputation in one area, to expand services into a related

area.

For processing services there will always be some erosion of the customer

base as companies grow and invest in internal systems. Vendors are faced

with the need to constandy upgrade their capabiHties and add features and

new pricing options to bring in enough new business to replace what

erodes and meet growth targets.

Networking can be a key advantage that processing services vendors can

emphasize with prospective buyers. It can be difficult for companies to

continually adjust their own networks to accommodate changes in usage

traffic patterns and work or transaction volumes.

To compete effectively in the years ahead, vendors of processing services

are going to have to find a way to co-exist with technologies such as

distributed processing, client/server technology, and wireless communica-

tions. Buyers are demanding higher levels of service at competitive

prices. The vendors that achieve growth will be the ones that can accom-

modate these needs.
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Processing services vendors are also facing some challenges ahead. One
the one hand, customers are continually being offered new service alterna-

tives, at competitive prices, that compete with processing services. To
remain competitive, vendors will have to continually update applications,

networks and service levels. Yet such upgrades require investment, and

buyers of processing services are typically price conscious and reluctant

to pay higher rates for improved service.

Processing services vendors must expand their service offerings to survive

and grow in the marketplace. The expertise which they have developed

over the years in their targeted industries/applications can provide a strong

base upon which to enter new business areas.

In the future, the dividing lines between processing services, systems

operations, and other third-party services will blur. The successful ven-

dors of tomorrow will be those that can work side by side with upper

management in their targeted markets to develop solutions to business

problems. These solutions will make use of both in-house systems and

outside services. The vendors that offer the most value will be those that

can address the customer's needs with the most cost-effective array of

options.
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Business Climate

This chapter provides the INPUT overview of the current business climate

for the U.S. information services industry and for the processing services

delivery mode.

A
Overview

Despite concern about the painfully slow growth rate in the U.S. economy
in 1992, information services industry vendors report that the environment

offers significant opportunities together with challenges as indicated in

Exhibit ni-1.

EXHIBIT III-1

Impact of the Economic Environment

Factor Impact on the Information Services Industry

Low level of growth in

U.S. economy
Increasing need for application systems

that can improve revenues and restructure

business

Slower growth rate for

U.S. information sen/ices

industry

Likelihood of slower growth rates for

vendors that pursue business as usual

Annual increase in information

services business of over

$10 billion

Significant target for aggressive vendors

«

Foreign market opportunities

and competition from foreign

vendors in the U.S. economy

Need for information technology to

increase quality in products and customer

services
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• The annual increase of business in the industry of over $10 billion

makes it one of the more attractive areas of opportunity in the economy.

• Demands to address the low level of economic growth has led to vendor

projects that are aimed at increasing revenues through improved geo-

graphical analysis of sales coverage, and to improving service and

product quality through client/server systems that enable users to com-
municate between functions more effectively.

The U.S. information services industry is growing at a slower rate in the

1990s than it did in the prior decade as shown in Exhibit ni-2. Although

the industry is rebounding sUghtly from the recession, it is not likely to

return to the growth rates of the early 1980s. Vendors cannot rely upon a

favorable growth climate to help many of their product and service

initiatives.

U.S. Information Services Industry

Annual Growth Rates

The industry did reach a milestone during 1990, advancing beyond a level

of $100 billion in size.

• As Exhibit 111-3 shows, the industry increased in size over five times
during the 1980s and is 50 times larger than it was in 1970, when the

industry represented $2 billion in user expenditures.
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U.S. Information Services Industry

1970-1997

1970 1980 1990 1997

• By 1997, the U.S. information services industry will reach a size of $200
billion and the annual increase in absolute terms will in the $20 to $25

billion range.

High rates of growth for the sale of software products and professional

services provided the engine for growth during most of the last decade.

As rates for increases in sales of these delivery modes declined, there were

concerns about continuing vigor in the information services industry.

• Growth of U.S. information services expenditures has been reinvigo-

rated, however, by interest in outsourcing, restructuring, and downsizing

business application systems and by an increasing use of network ser-

vices as well as by a continuing vigorous growth in systems integration.

• In effect, the information services industry has been shifting from sales

of products and services for new application systems to sales that will

upgrade, manage, and outsource the use of information technology. This

shift will continue to increase, driven by needs to restructure business to

achieve greater effectiveness and revenues as well as greater productiv-

ity.

On a worldwide basis, the industry continues to experience higher growth

rates—close to 20%—and many U.S. vendors are experiencing growth

overseas that exceeds that of the U.S. industry as a whole.
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• This growth is primarily due to the relative stage of automation in many
foreign markets, but the focus on specific industry markets in some

countries is also a strong factor.

• Inflation rates and somewhat stronger economies have also helped to

drive the global use of information services in the last few years, but

these factors may have less of an impact at this time.

B
1991 Results for the U.S.

1991 results in the U.S. are analyzed below on a delivery mode basis:

• Although systems integration, systems operations, and network services

are not among the top three delivery modes in size, their rapid rates of

growth (16% to 19% CAGR) are a major factor in maintaining and

increasing the rate of growth in the industry as a whole.

• The software products sectors are maintaining a rate of growth near or

slightly above the industry average (about 12% CAGR).

• The industry averages are pulled down by the slower rates of growth in

the large professional services and processing services sectors, as well as

by the smaller tumkey systems sector (7% to 9% CAGR).

Overall 1991 results in the U.S. information services industry are summa-
rized in Exhibit ni-4.

EXHIBIT III-4

U.S. Information Services Industry

1991 Results Summary

• Reached $1 1 0 billion in 1 991

• Growth 2 to 3 times that of the economy continues

• Growth of 1 1 % in 1 991 ; forecast to return to 1 2%
in 1993

• Extremely slow economic growth is complicating

user plans
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c
Market Forces

The set of market forces noted in Exhibit 111-5 will impact the information

services industry in the 1992-1993 timeframe and will also have measur-

able effects on the overall growth rate for the five-year period covered by

this market analysis report (1992-1997). Each force will affect the indus-

try as a whole, as well as each of the nine delivery mode sectors used by

INPUT to analyze the industry and its key trends.

EXHIBIT III-5

U.S. Information Services Industry

Primary Driving Forces, 1992-1997

• Slower economic growth

•Globalization

• Growing influence of large vendors

• Shift in technology

• The changing buyer

• Outsourcing ("buy" versus "make")

Slower Growth—^The first of these forces, the interaction of the economy
with the overall size of the industry, is a significant factor in user expendi-

ture levels for informadon services, including software products.

• Since economic growth is slow and inflation remains low, there is less

increase in industry sales due to pressure on prices.

• Real economic growth, which had been modest over the past few years

prior to the recession that started in late 1990, will condnue to be low

during the forecast period. Consequendy, it can continue to cause plans

for the expanded use of information services to be deferred or canceled

in many industry sectors.

«

• The shift of information processing to smaller computers, which has

been encouraged by the economy as well as technology, has lowered the

software products investment, based on current pricing practices. Quan-

tities of software products sold will increase, but revenue levels will

grow at more modest rates unless software products are sold together

with professional or systems integration services where their price might

be increased in line with actual value.
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1991 tended to follow the pattern of 1990. While there was little or no

real growth in the overall economy and modest inflationary growth in the

range of 5%, the information services industry grew at an annual rate of

about 11%.

• Whereas INPUT'S 1990 and 1991 economic assumptions were for

nominal GDP growth of 5.4%, real GDP growth was substantially less.

• At this point in 1992, as the third quarter gets underway, the economy
remains in a low level of growth although a recovery, a slow moving or

"sloth of a recovery" as Business Week has described it, is underway. At
the same time, inflationary pressures are modest. INPUT anticipates

another year of modest growth in 1992 together with a slight rebound in

information technology (IT) expenditures.

The expected slow upturn will have the following positive and negative

impacts on the U.S. information services industry in the near term:

• Positive impacts:

- Increased motivation to buy rather than make, in particular for larger

systems requirements. Response time and impact on business opera-

tions are the key criteria supporting use of outside services.

- The interest in outsourcing, which permits organizations to redeploy

capital investments and lower direct head count, is being encouraged

by slow economic conditions and the desire to lower costs.

- A tight economy is helping develop interest in lower cost solutions

that come from client/ser/er-based applications software products or

attractively priced processing services offerings.

• Possible Negative impacts:

- Continuing delays in decision processes, although not as severe as in

1990 and 1991, will cause some delays or deferrals of major informa-

tion systems projects.

- With tight constraints on external information services expenditures at

some companies, the internal information systems staff can be bur-

dened with appHcation maintenance, enhancement, and development
assignments rather than using contract professional or processing •

services vendors, thus negatively impacting major segments of the

services industry.

Globalization—The second major market force, which INPUT has

stressed for the past three years, is globalization. During that time more
markets have opened, vendors have expanded their international focus,

and users have begun to expect global capabilities.
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• The European market is making progress towards becoming a single

entity. 1992 has arrived and many changes are apparent. In addition,

the European market is showing that it has the size and strength to

become a major economic force in relation to the U.S. and Japanese

markets, although all are suffering current economic problems.

• U.S. vendors are reporting new ventures in Europe that are being stimu-

lated by the single European market, such as data base application

systems that are aggregating data and providing views of results in

multiple currencies.

• The worldwide orientation of the larger services vendors has been

confirmed by the investments in Europe of Computer Sciences Corpora-

tion (CSC), Digital Equipment Corporation (DEC), and other vendors as

well as by the ever-expanding interest of Japanese vendors in the U.S.

information services industry.

The primary positive impact of globalization is the ability of larger ven-

dors to balance their businesses in multiple markets with less impact from

market downturns.

The primary negative impact from globalization is that it may make it

harder for smaller vendors to grow and/or maintain independence.

Large Vendors—^The third market force is the influence of larger informa-

tion services vendors, which has increased significantly over the past

three years.

• The newer systems integration and systems operations sectors, although

smaller than more traditional sectors such as professional services and

processing services, are growing faster than the traditional sectors and

are dominated by the larger vendors.

• A number of the larger vendors such as IBM, EDS, CSC, and DEC are

growing faster than the overall market, as shown in Exhibit III-6. These

vendors have more opportunity, based on their resources, to enter (or

acquire vendors in) desirable foreign markets.

• There are also numerous smaller firms that are growing faster than the

general market, but larger vendors have a disproportionate opportunity

for obtaining bigger jobs and continuing to add large amounts of revenue

to their bottom line each year.
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EXHIBIT III-6

Selected Information Services Vendors
1991 U.S. Revenues

IBM

EDS

Growth

(Percent)

26

CSC

DEC

25

m 1990

1991
13

16

0 2 4 6 8

Revenue ($ Billions)

_J

10

The influence of larger vendors is also increasing in other ways. Starting

with IBM, many large services vendors are making minority and majority

investments in IT firms to gain influence over technology, access to

software products for re-marketing, and market share.

The increasing use of business consulting linked to professional services

has provided a means for the large accounting and consulting firms, as

well as some large information services firms, to gain a greater share of

the industry. INPUT expects this trend to continue over the next few
years.

The opportunity for the smaller, more specialized software product or

services vendors is not disappearing, but it is changing character.

• Alliances with larger vendors will be essential, at least as secondary

sales and support channels.

• Specialization, in terms of the technology used or the industry served or

both, will become more important and common.
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The continuing increase in the strength and impact of the larger vendors

will have the following positive results:

• The larger vendors have the financial strength to mobilize resources for

very large jobs.

• The size of the vendors can help to minimize the risk of losing large

contracts.

• The larger vendors have financial resources available to invest in new
technologies, often through investment in smaller and specialized firms.

Alliances may be necessary for smaller technology firms to overcome the

advantages discussed above and survive.

Larger firms, however, tend to move more slowly, which will hamper
development and acceptance of new technology. This slowness will

provide opportunity to small vendors that seize technology initiatives.

Outsourcing—^The fourth market force is outsourcing. The recession has

encouraged more companies to consider outsourcing, and interest in it has

grown from the outsourcing of payroll processing and the management of

information systems (systems management) to other types of activities

such as solutions buying, applications maintenance, and application

management, as shown in Exhibit ni-7.

Outsourcing Trends

• Systems management

• Solutions buying

• Applications maintenance

• Applications management

• Applications maintenance, the round-the-clock support of applications

systems, and application management, contractual arrangements to

manage the development and support of application systems, are new
means for utilizing support from professional services vendors that

provide for more defined relationships and pricing.

• "Solutions buying" is support for client/server technology where a

vendor will provide software products and customization to satisfy the

needs of a distributed environment.
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Technological Shift—The fifth market force is the shifting technology

foundation. This force concerns developments that are adding complexity

to or shifting the technological basis for the use of information systems.

As shown in Exhibit III-8, new technology foundations include the follow-

ing:

• The international standards, which must be considered when developing

or buying software products in today's market.

• Graphical user interfaces, which are expected in software products

delivered to users.

• The client/server architecture, which is providing the technology to meet

user needs. This is the vehicle for downsizing application systems or

portions of them for user environments.

• Networking and integration, which provide the means for distributing

application systems as well as linking the functions of a company—

-

either internally or with, for instance, a processing services vendor.

• Distributed data, providing the ability to use data in distributed user

environments.

• Imaging, the inclusion of the entire source document in the information

systems application.

• Engineered/re-engineered software products that will change the entire

approach to the maintenance and enhancement of application systems.

New Technology Foundations

• International standards

• Graphical user interface (GUI)

• Client/server

• Networking and integration

• Distributed data

• Imaging

• Engineered/re-engineered software
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These shifts will make it possible for solutions to be more tailored to user

environments and company situations, although they will be accompanied

with confusion and hesitation as they are introduced. These shifts will

also create a number of opportunities for vendors of information services.

Changing Buyer—^The final market force to consider is the changing

nature of the buyer.

• The decision maker for the purchase of information services remained

relatively constant until the late 1980s.

• The information systems executive and key staff (systems development

and data center operations managers) decided when to go outside and

whom to contract with.

This role has changed significantly in the past few years and promises to

change even more. As the information services vendor moves to provide a

long-term service or a full solution, the executive (in user functional areas)

is becoming the buyer. The impacts are significant:

• Technology becomes less important and the business or operational

impact becomes more important.

• The impact of the information systems function becomes more consulta-

tive and less direct.

• The ability to try new ideas and approaches is increased.

• Time to completion is controlled by the organization's ability to afford,

not the constraints on the information systems group's ability to develop.

D
Summary

1991 and 1992 have been a period of significant changes from the 1980s.

The changes suggest more modest rates of growth, but still a sizable

amount of growth in absolute terms. In addition, a number of opportuni-

ties and challenges could have a positive effect on vendors that opt to play

a proactive role in the changes taking place. For example,

• A market of $1 10 billion that is growing at 1 1% annually and 12% over

the next five years (CAGR) offers major opportunities.

• The increasing tendency of larger organizations to turn to vendors for

services that include significant elements of systems management and

have a solutions orientation will lead to larger, longer term decisions for

vendor business.
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• The shift in the underlying technology foundation will create more
valuable and productive applications solutions, but this shift will also

bring re-engineering, reinvestment, and retraining, and require time and

money.

The role of the executive (in user functional areas) concerning the deploy-

ment of information technology continues to increase and will become
more important in regard to vendor selection over the planning period.
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Information Systems Environment

A
Background

INPUT includes three sectors in its analysis of processing services: trans-

action processing, utility processing, and other processing services.

The transaction processing sector is characterized by the customer's

willingness to off-load a business application or application set to a third-

party provider on a "pay as you go basis." It includes such functions as

credit card processing, payroll, and airline reservation systems.

Transaction processing services constitute the dominant form of process-

ing service delivery. Vendors such as ADP, EDS, American Express

Information Services Company, First Financial Management Corporation

(FFMC), Mellon Bank, Shared Medical Systems, General Electric Infor-

mation Services, and National Data Corporation derive a large share of

their revenues from such activity.

Utility processing is the use of computing power and tools to develop and/

or tailor applications or solutions specific to each user's requirements.

Utility processing is primarily used in very large government, engineering,

and manufacturing environments. The vendor provides access to the

computer through a communications network, with software tools and

consulting support to enable the user to develop and run the specific

application being created. Software tools usually include compilers,

DBMSs, 4GLs, sorts, terminal hardware support, scientific and statistical

libraries, graphics capabilities, financial modeling systems, and other

application development tools.

Most organizations use utility services on a project basis. For example,

software product companies, particularly small ones, buy time from

vendors to develop and test their products. Other companies, converting

from one system to another, buy resources during the change to avoid

unnecessary and costly in-house duplication of processing resources.

Utility processing can also be used to handle overload conditions on in-

house systems.
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"Other" processing services include computer output laser printing, disas-

ter recovery and backup services, carry-in data entry services, and offshore

data entry. This sector has been stimulated by the rapid growth of disaster

recovery services, spurred by a series of major disasters in recent years

which made it clear that large organizations with mission-critical systems

are highly vulnerable if they do not have such services in place.

Processing Services emerged in the 1960s and grew to prominence in the

1970s, spawning a number of large and very successful service organiza-

tions. During that time period, the cost of investing in in-house computing

was significant and for many small and mid-sized companies unreaHstic.

For other companies it was efficient and cost effective to use an outside

service provider to handle large data processing functions such as payroll.

Customers also benefited from the added value which processing services

vendors offered in assuring compliance with changing government regula-

tions and other requirements.

The 1980s was a time of considerable growth in the acquisition of in-

house computer systems. As the cost of technology came down, particu-

larly at the PC level, and the processing power of smaller systems in-

creased, more and more companies invested in their own systems. Pro-

cessing services vendors find themselves today in a competitive mode
with in-house solutions.

B

Processing Services in the 1990s

In preparing this report, INPUT interviewed 64 users of processing ser-

vices and 25 vendors. Analysis of responses and other research showed
that processing services represents only a part of information technology

uses by companies today. Whereas some small companies still make use

of processing services vendors for nearly all of their data processing

needs, on average 13% of the budget allocated to information services is

earmarked for processing services. As seen in Exhibit IV- 1, the great

majority of those we spoke with described their computing environment as

mainframe based, linked to either dumb terminals or LANs/PCs.

The Department of Commerce (DOC) expects processing services rev-

enues in 1992, along with network services, to grow by about 13.5%. The
DOC reports that the primary revenues of processing services will con-

tinue to be in the area of transaction processing with key applications

.

being medical/insurance claims processing, utility bilhng, and credit card

billing/approval.
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User Computing Environment

Environment

Percentage of

Respondents Noting

This Environment*

MainTrame linked to dumD
workstations or LANs/PCs

QOOO

Minicomputers linked to dumb
workstations or LANs/PCs

20

Minicomputers dedicated by

application

18

PCs/LANs 8

* Multiple environments were noted by some respondents.

Exhibit IV-2 describes several industries making use of prcx:essing ser-

vices today.

Key Industries Using Processing Services

Industry
Processing Services

Application

Banking/Retail

Medical/Insurance

Brokerage

Transportation

Credit/debit card processing

Customer information files

Check guaranty

Electronic signature

Claims processing

Back office processing-trading

Computer reservation systems
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Banking and finance is by far the largest user of processing services. Uses

include credit/debit card processing, check guaranty, and analysis of

customer data bases to develop new customized products and marketing

strategies. The retail industry plays an integral role in these functions and

is becoming more involved in making use of customer data bases available

through credit card usage to fine tune their marketing approaches.

Claims processing is a major function handled by processing service

vendors and the move toward electronic filing in the industry is increasing

the number of transactions handled for this function.

Vendors such as ADP have become involved in offering services tailored

to serving the brokerage industry to handle transactions. Cost savings

make this an attractive option to clients.

Most travel transactions are made through a limited number of reserva-

tions systems. These services, such as Sabre and Apollo, may make use of

third parties such as EDS to support processing needs.

Relevant industry issues affecting the applications described above are

discussed in Chapter V.

Cross-industry uses of processing services are seen in Exhibit IV-3.

Representative

Cross-Industry Applications

• Payroll/human resource management

• Tax filing

• Scientific applications

• Accounting

Payroll has traditionally been a major processing services application used
by a variety of industries. High unemployment has directly affected

vendor revenues in this category, as clients' cost of service is calculated

on a per-employee basis.
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1. Why Use Processing Services?

With the decreased cost of in-house systems, why make use of processing

services today? It appears that the willingness of user organizations to

resist bringing applications onto their own in-house systems depends on

the nature of the application itself and the vendor's ability to perform such

applications in a cost effective and reliable manner.

Exhibit IV-4 lists some of the reasons for using processing services.

Why Processing Services

• Cost savings for nonstrategic applications

• Changing technology

• Varying transaction volumes

• Networking

Economics: Cost savings is clearly a significant factor in using outside

processing services. Many companies have had significant budget and

head count reductions as a result of the economy and have had to turn to

processing services to take up the slack. In addition, some applications

can be run more economically by vendors due to economies of scale. For

example, in the brokerage business, companies are finding that an outside

vendor can handle back office operations for several brokerage houses

much more cost effectively than each firm could do it themselves.

Nonstrategic applications: Another factor is that companies are putting

increasing emphasis on channeling their own efforts back to their primary

areas of business and using outside services for ancillary functions. Appli-

cations that are not related to the primary functions of a business, like

payroll, are often prime candidates for processing services.

Changing Technology: Clients are also looking at the fact that technology

is changing constantly. This makes companies reluctant to invest in in-

house systems only to be faced with updating costs. Many respondents to

INPUT'S survey said they must constantly walk a fine line between being

on the "cutting edge" of technology and managing costs. Changing

technology also makes it difficult to acquire and maintain appropriate

technical staff.
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Varying transaction volume: Certain applications are characterized by

variations in input volumes resulting in periodic incremental staffing and

equipment costs. In addition, even when volume is low, an in-house

system still involves costs related to keeping applications up-to-date.

This, along with the costs of adding applications to the workload of exist-

ing centers, are key factors in choosing processing services.

Networking: Another primary reason for using a processing vendor is the

ability to take advantage of vendor networks, equipment, or software

products. A vendor generally can accommodate changes in networking

and applications needs in a more timely manner than is typically possible

through a customer's own private network. As companies increase the

amount of business done on a global scale, and as services such as EDI
become more popular, networking capabilities will become important

priorities.

When a company decides to use processing services, it expects that such

an arrangement will provide added value, as compared with an internal

system. The company has certain expectations from its selected vendor.

As seen in Exhibit IV-5, these expectations focus on quality, functionality,

service, pricing, and ongoing support.

Client Expectations from
Processing Services Vendors

• High service levels

• Enhanced applications

• Reasonable pricing

• Support for changing needs

The vendors INPUT contacted indicated that their customers are demand-
ing increasingly higher service levels. Twenty-four-hour service has

become a more common requirement. Quality and timeliness in providing

reports is a must.

It is also expected that applications will be continually updated as needs

evolve. Vendors that are able to customize solutions to specific needs

demonstrate that their services are not a "commodity" resource.
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Though expectations have increased, customers are reluctant to raise

expenditures accordingly, given recent economic conditions. Buyers

reason that as technology prices come down, processing services vendors

should be beneficiaries of this and should pass these cost savings on to

their customers.

Finally, customers want to know that vendors can not only meet their

needs today but that they will be able to continue to support requirements

in the future. Many companies are changing business processes and

investing in new technologies. They expect processing services vendors

to also be able to accommodate changing needs.

2c The Impact of the Economic Downturn on Processing Services

Industries that make extensive use of processing services have felt dra-

matic effects from the recession. The banking and finance industry has

gone through considerable consolidation and has felt increasing pressure

to reduce costs. The retail, transportation, and manufacturing industries

are all heavily dependent on consumer spending and have been experienc-

ing particularly hard times. Most companies seem to be maintaining their

IS budgets at a constant level with minimal budget increases in recent

years. In banking, IS budgets have often been cut with management
hoping to return to pre-recession levels "next year." Still, processing

services has held its own, with most client companies reporting expendi-

tures staying the same in recent years, or even increasing slightly.

Exhibits IV-6 and IV-7 show reported budget changes in the past two

years both for information services in general and processing services

specifically.

Budget Changes, 1990-1991

Status
IS

(Percent)

Processing

Services (Percent)

Stay Same

Increase

Decrease

52

37 (avg. 7)

11

47

37 (avg. 5.6)

16 .
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Budget Changes, 1991-1992

OlalUS
IS

(Percent)

Processing

Services (Percent)

Stay Same

Increase

Decrease

48

41 (avg. 8)

11

52

43 (avg. 6.4)

5

Expenditures in both categories have remained constant for the past two
years for nearly half of the respondents. Whereas in 1991 only about a

third reported increased spending on IS and processing services, in 1992

43% increased processing services spending by an average of 6.4%. This

parallels increased spending by about 41% of the respondents on IS in

general in 1992 at an average increase of 7%. As demonstrated in the

exhibits, expenditures on processing services relative to IS have remained

relatively constant.

As seen in Exhibit IV-8, expectations for 1993 are for IS expenditures to

remain constant or increase by 10% or less.

IS Budget Outlook, 1993

Percent of

Respondents

Stay same/slight increase 52

5% increase 9

6% to 10% increase 8

Over 10% increase 2

Don't know/no response 29
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c
Future Outlook

In general, processing services is a mature market. While technology

advances in the 1980s resulted in many applications moving in-house, use

of processing services today appears to be relatively stable. As seen in

Exhibit IV-9, the great majority of those who responded to survey ques-

tions regarding plans reported no change in the use of processing services

in 1992 and no expected change in 1993.

However, perhaps due to recent business and economic trends and out-

sourcing, 27% of the companies responding to the question, expect to

increase their use of outside services in 1993.

EXHIBIT IV-9

Use of Processing Services

Changes in 1 992 Expectations for 1 993

Less Outside

Services

* Includes outsourcing

As companies are consolidating and attempting to streamline operations as

a result of the effects of the economy, many are focusing on their core

business as their top priority. Banks, for example, are putting most of

their investments and energy into banking-related activities and looking to

outside experts to support their data processing needs. Though much of

this activity is in the outsourcing or systems operations area, where a

company actually transfers its IS operations to a third-party vendor,

processing services can ride on the coattails of this trend. For many of the
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processing services vendors that also provide facilities management

services, increases in systems operations will probably more than compen-

sate for modest growth in processing services. As the differences between

systems operations and processing services continue to blur, vendors can

expect to achieve growth through offering a variety of services to clients.

In addition to the transaction processing services that account for the bulk

of services offered in this mode, utility and other processing services are

also important sectors of the processing services market.

Utility processing is the development and running of jobs by clients using

vendor software products and production resources. Although more of

this type of processing can be run in-house as workstations/PCs increase

in capability, according to respondents, there is always the potential for

some utility processing when organizations have information services

needs in excess of their capabilities and IS capabilities.

Overall, however, respondents to INPUT'S survey expect utility process-

ing to grow less rapidly than the use of transaction processing services.

"Other" processing services include pick up and delivery of work, micro-

film and other output, and data entry, which some clients feel are neces-

sary ancillary services to transaction processing.

Disaster recovery services dominates the "other services" category and

represents the fastest growing area in processing services today. It was
cited by 50% of the companies interviewed as a key planned project

involving processing services. Exhibit FV-IO illustrates the importance of

this function and the user's reliance on outside services. Most are using

disaster recovery services for hot sites and telecommunications.

Disaster Recovery Planning

Percent of

Respondents*

Have disaster recovery

plans

88

Use outside vendor 83

• Hot sites 98

• Cold sites 34

• Telecommunications 98

* Multiple responses allowed.
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Other key applications which are being considered for processing services

are listed in Exhibit IV- 1

L

EXHIBIT IV-11
Key Processing Services

Projects Planned

• Disaster recovery

• Banking applications

• Clearinghouse operations

* Item processing

• Microfiche

• Point-of-sale systems

• Credit card/check clearing

• Payroll

The possibility of adding new applications and services to the work pro-

vided to clients today is an important opportunity for processing services

vendors. Clients expect vendors to take a larger role in evaluating whether

work could be moved in-house or combined with other in-house work and

handled as a systems operations relationship. To maintain the revenue

flow from clients and to best assist their customers in evaluating process-

ing alternatives, vendors should participate, where appropriate, in client

production planning.

Some vendors of processing services may be more interested in offering

other types of information services to clients.

As noted in Exhibit IV- 12, vendors of processing services frequendy offer

a variety of other products:

• Professional services offer a fast means of reacting to a new client

problem.

• Software products, turnkey systems, systems integration (SI), and
outsourcing are also available to clients.
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• To most effectively present service and production options, processing

services vendors should be prepared, through the use of alliances if

necessary, to use consulting techniques and presentation methods when
reviewing alternatives for future work.

Other Services Offered by
Processing Services Vendors

• Systems operations

• Network applications

• Electronic information services

• Applications software products

• Turnkey systems

• Systems integration

• Professional services
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Issues and Trends

A
Introduction

input's research and interviews with both buyers and vendors of pro-

cessing services uncovered a number of key issues and recent trends that

are affecting the market for these services. Some are general in nature,

affecting most U.S. businesses today, while others relate to specific indus-

try or technology trends that are having an impact. This chapter describes

these issues and trends and analyzes how they are likely to affect the

demand for processing services over the next few years.

B

Key Buyer Issues

The economic recovery expected in 1992 has yet to be realized, particu-

larly for some of the primary buyers of processing services such as bank-

ing and finance, transportation, and the manufacturing sectors. As noted

in Chapter IV, many buyers report that expenditures on IS in general, and

processing services specifically, have at best remained constant. Many
indicate that increases in spending are expected only when better eco-

nomic times return.

Key buyer issues are defined in Exhibit V-l.
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Buyer Issues

Processing Services

• Surviving in today's economy

• Keeping up with changing technology

• Maintaining compatibility with existing

systems

• User friendliness

• Acquiring/keeping technical staff

Economy: Most industries have experienced extensive consolidation in

recent years, with ongoing merger and acquisition activity. Many compa-
nies have been unable to compete and have closed their doors. Those

companies that remain report concern about how to survive in this eco-

nomic climate.

Internal pressure on earnings makes cost reduction a number one issue,

particularly in industries like banking. As a result, buyers are less willing

to expand services or add features that will increase their costs.

The pressure to reduce costs is, in some ways, beneficial to processing

services vendors since buyers are also less willing to invest in equipment

and internal systems solutions.

Companies are evaluating how to increase productivity and operate as cost

efficiently as possible. In many cases, this has led to a decision to chose a

systems operations contract as an alternative to in-house data processing.

Changing Technology: Buyers report that rapidly changing technology

makes it difficult to know when to upgrade to "something new." As one
respondent put it, "it's hard to know how to be on the 'cutting edge'

without going broke." There is a much confusion regarding technology

developments, which is an argument for staying with processing services

as a "safer choice."

Compatibility: Buyers are also concerned that as they invest in new
technology, they must maintain compatibility with systems that are al-

ready in place. As companies anticipate future developments in open
systems architecture, they want to make sure that decisions made today,

will be compatible with those standards.
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User Friendliness: As users become increasingly involved in IS decision

making, user friendliness continues to be a key concern. Graphical user

interfaces and "user friendly" operating systems make PC usage a more
viable solution for many companies.

Technical Staff: Buyers and vendors alike will continue to compete for

scarce technical skills, a condition that is expected to continue throughout

this decade. Both industry-specific and IS-related technical skills will be

in short supply, and those possessing them can expect to be in constant

demand.

Clearly both technology developments and business concerns are affecting

processing services decision making. Exhibit V-2 rates the average degree

of impact that a variety of business and technology issues are having on

processing services expenditures according to the buyers interviewed.

Issues Affecting

Processing Services Expenditures

Issue
Degree of Impact*

Pos.

Recession 1 © 3 4 5

Business Climate

within Industry

1 © 3 4 5

Business Climate

within Organization

1 © 3 4 5

Changing Applications 1 2 © 4 5

Changing Hardware 1 2 © 4 5

Cost of Technology 1 2 3 © 5

Demand from Users 1 2 4 5

* 1 = negative impact, 3 = no impact, 5 = positive impact

On the negative side, the recession and constrained business climates

within their companies and their industries are having the most negative

impact on users. Interestingly enough, cost of technology is having a

positive impact on processing services expenditures. While one might

e 1992 by INPUT. Repnxjuction Prohibitad. V-3



U.S. PROCESSING SERVICES MARKET, 1992-1997 INPUT

argue that technology costs have been coming down, making in-house

systems more affordable, reductions in IS budgets have made cost a major

stumbling block to capital investment plans, resulting in favorable consid-

eration for expense-related resources such as processing services.

1. Issues Related to Specific Industries

a. Banking/Finance

There are a number of issues affecting demand for processing services in

banking and finance. These are listed in Exhibit V-3.

Issues Affecting Demand for

Bank Processing Services

• Consolidation/cost reduction

• Developments in debit cards

- Regional networks

= Planned national network

• Credit card usage

-Wireless cellular technology

- Electronic signature capture

• Development of sophisticated POS systems

Consolidation/Cost Reduction: This industry has been one of the most
severely affected by the recession. Merger and acquisition activity in-

creased dramatically in 1991 with the value of mergers increasing from

about $4.3 billion in 1990 to $20 billion in 1991. In 1991, there were

about 12,000 bank ownership groups in the U.S. There are now about

9,000 and by the end of the decade, there will most likely be only half as

many. Asset growth was 1.2% in 1991, which was the slowest since 1948.

In this type of scenario, reducing costs is key. As an example, during

199 1 , the top 25 banks cut about 44,000 jobs.
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Whereas belt tightening has put a lid on spending, there are some factors

that have been positive for processing services vendors. Some banks are

finding that they simply can't afford to develop or maintain applications

software. Many have decided to rethink their approach to IS, reduce

capital investments and the high costs of technical staffs, and outsource

some or all of their operations.

Developments in Debit Cards: Debit card usage for direct purchase of

merchandise is a concept still in its infancy. For instance, in 1991 there

were approximately 350 million debit transactions as compared with about

7.5 billion credit card transactions. By the year 2000, debit transactions

are expected to grow to 2.5 billion as compared with over $10 billion

credit card transactions. Debit card usage has been supported by a number
of regional bank networks allowing purchases to be made in local grocery

and drug stores. Funds are either put on an immediate hold at the time of

transaction (Direct) or funds are transferred following clearing and settle-

ment (Delayed). Two major credit card companies. Visa and Mastercard,

are developing nationwide networks. Interlink and Maestro, respectively,

to support usage of these cards on a nationwide basis. Such activity

should stimulate demand for processing services.

Credit Card Usage: Credit cards are an important profit center for banks.

Developments in wireless cellular technology are expected to boost credit

card usage, and processing services along with it. This technology allows

credit card purchases to be made from locations not normally accessible,

such as taxicabs and fast food delivery services. Wireless cellular technol-

ogy makes credit card usage in these circumstances cost effective. Several

projects are now underway testing this capability. In February of this

year, BT North America and Cellular Data, Inc., announced a wireless

point-of-sale (POS) solution for the credit card industry. This is expected

to be a strategic way for the credit card industry to expand its marketplace.

It will allow credit card providers to serve the mobile marketplace, includ-

ing taxi and limousine service, along with businesses such as fast food

restaurants, which currently have no access to credit card services. Tests

are currently underway in New York to provide credit card service in

taxicabs.

Electronic signature capture allows the retailer to make use of a liquid

crystal display to authorize signatures, thereby making it unnecessary to

keep a paper copy of the credit card draft. For the retailer, who operates

on tight margins, these savings can be substantial. Use of fiber technology

for this application will allow small retailers to make use of low cost

terminals for multiple applications. As technology becomes more afford-

able, it will stimulate usage by many of the small users thereby increasing

transactions.
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Development of Sophisticated POS Systems: POS systems used by retail-

ers are becoming increasingly more sophisticated in tracking important

customer information. These systems, linked with the processing services

providers for credit card authorization, allow data to be used to analyze

buying trends and target marketing campaigns. Retailers and banks have

just scratched the surface in exploring ways that this information can be

used. This is expected to be a key growth area for processing services.

b. Insurance

The insurance industry makes use of processing services to handle the

ever increasing number of claims being processed. This industry has

faced losses in recent years as a result of the economy and a string of

major disasters. Losses in 1991 totaled $2.8 billion, largely as a result of

Hurricane Bob and the Oakland/Berkeley, California, fire. However, there

are a number of developments in this industry expected to boost usage of

processing services, as shown in Exhibit V-4.

Developments Increasing Demand
Insurance Industry

• Electronic claims submission

• Form standardization by Heath Care
Financing Administration

• Health care reform bills

• POS-based electronic claims networks

In the past, slow processing of claims was to the benefit of the insurer who
earned interest on unpaid claims. Today, a more important concern is

lowering the administrative/labor costs associated with claims handling.

This has led to a demand for electronic claims submission (ECS). Indus-

try experts believe that the ability to file claims electronically and process

them more quickly will result in systemwide savings of $25 to $40 billion

annually.

In the medical area, ECS is becoming a reality, with the government
playing a part in requiring information to be submitted electronically. The
Health Care Financing Administration is standardizing electronic forms
for Medicare processing and Medicaid claims. There are many additional

health care reform bills supponing this concept. These include the Pepper
Health Care Bill, which proposes a plan to ensure that all Americans are

covered by health insurance.
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The Mortgage Banker's Association of America's Technology Committee

considers HUD claims automation to be of primary importance. Given the

number of foreclosures in recent years, lenders consider the amount of

time it takes to receive payment from an FHA insurance claim to be

critical.

ECS has spawned a number of POS-based electronic claims networks.

For example, Health Information Technologies' Health Link provides

electronic eligibility and claims processing services. Health Link can

quickly check the eligibility of patients and allow doctors to electronically

file claims with insurers. Aetna found that 65% of forms sent via Health

Link did not require human intervention, thus reducing high administrative

costs.

Whereas ECS is indicative of potential increases in processing services,

this growth is being balanced by the migration of some applications in-

house, owing to the capabilities of PCs and network-based file servers.

c. Other Industries

Along with banking and insurance applications, two key industries where

growth in processing services is expected are telecommunications and

utilities. As noted in Exhibit V-5, the Department of Commerce predicts

that utility billing will be one of the key growth areas in the coming years.

Department of Commerce Projections

for Processing Services

• Credit card processing

• Insurance claims

• Utility billing

This growth is being driven by a steady increase in demand for telecom-

munications products and services along, with a "recession proof market

for utility services.

2. Issues Affecting Disaster Recovery Services

Disaster recovery is one of the fastest growing applications for processing

services. Exhibit V-6 defines several of the driving forces related to this

growth.
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Driving Forces for

Disaster Recovery Services

• Business reliance on computer systems

• Recent disasters

• Insurance requirements

• Customer demand for disaster recovery

• Increased use of EDI

The past several years have brought several major disasters, which have

significantly impacted IS operations in major U.S. businesses. In April

1992, a quarter of a billion gallons of water leaked through an aging

underground tunnel in Chicago's financial area. This resulted in more
than 25 companies moving to disaster recovery sites and an additional 25

putting their disaster recovery vendors on alert. Before the Chicago

incident, the San Francisco Earthquake in 1989 was considered to be the

worst computer disaster in history when eight companies declared emer-

gencies and moved to backup sites. In May of 1988, a fire in a telephone

central office in Hinsdale, Illinois, interrupted communication within a

2,700 square mile area that houses Chicago's O'Hare airport and comput-

ing centers for many of the largest companies in the United States.

More than ever, companies in this country are reliant on computer systems

to conduct business, particularly in the financial industries. Recognizing

this, companies are becoming aggressive in making sure that contingency

plans are in place. On Wall Street, a Hot-Site Consortium of the Wall

Street Telecommunications Association is building the first trading-

capable disaster recovery and backup facility, recognizing that even short

outages can have disastrous effects on their business. As noted in Chapter

IV, more than 80% of the companies that INPUT spoke with are currently

making use of disaster recovery services. By many, it was cited as the top

project planned when looking at future use of processing services.

Growth in disaster recovery services also has been spurred by increasing

demand for such services by the government, insurance companies, and
users. Many states require financial services firms to have disaster recov-

ery services. In the past few years, states have also begun to require health

care facilities to have such capabilities in place.
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In some cases, insurance companies require their policy holders to have

disaster recovery backup—-or face a canceled policy or a steep increase in

premiums.

The flux of recent disasters have also made customers of third-party

services demand to review their provider's disaster recovery capabiHties.

With the increasing use of EDI, companies are becoming more and more
reliant on each other to conduct business. The loss of data in one com-
pany can have a significant affect on its business partners. Companies
now have a vested interest in the disaster recovery capabilities of other

businesses with which they interact.

Key Vendor Issues/Trends

Exhibit V-7 focuses on the primary business and technology issues that

are having an impact on the providers of processing services.

EXHIBIT V-7
Processing Services

Vendor Issues

• Economy

• Industry specialization/consolidation

• Full-service approach

• Enhanced applications

• Pricing

• Networking

• The changing buyer

Economy: Clearly, the impact of the poor economy on customers has

directly affected the vendors also. Processing services are handled on a

"pay as you go" basis. As customers reduce expenses, expenditures on

processing services follow suit. Payroll, for example, is one of the biggest

applicarions for which processing services are used. When companies cut

back on staffing resulting in fewer paychecks to process, processing

services revenues go down correspondingly. Vendors report that their

customers are very cost conscious and are delaying decisions for new
services until the economic climate improves.
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Industry Specialization/Consolidation: Processing services vendors have

also been experiencing the industry consolidation that has been so preva-

lent among their customers in recent years. This is an industry where

entrepreneurs, with an idea for a new service, often enter the marketplace

with a product that meets a unique need. The specialization may be re-

quired because of new financial industry instruments, changing govern-

ment or industry reporting requirements, or interest in additional informa-

tion on processed records such as more detail on purchases involving

credit cards. Eventually, economies of scale result in such companies

merging or being acquired by other businesses.

A common means of adding revenues and market share in this industry is

through acquisition—although vendors differ as to what type of company
or workload they acquire.

• Some beheve that acquisitions should seek to fill out product lines rather

than expand geographic coverage.

• Other vendors feel that products should stay within narrow ranges unless

there is a need to expand beyond a saturated sector of a market. Some
payroll processors have concentrated more on adding volume and

geographic coverage, but even they have expanded product features as a

result of acquisitions.

Many of those companies that at one time got into the processing business

because of excess capacity within their own internal systems are now
reverting back to focusing their efforts on their own business and using

another pany to handle their processing. Most notably, in April of this

year, ADP acquired Bank of America's business services division, as B of

A refocuses its priorities on the banking business.

Full-Service Approach: The vendors that are experiencing the most
success at this time are those that are able to meet their customers' needs

in a variety of areas. Many vendors offer systems operations capabilities

while others provide professional services, systems integration, and, in

some cases, offer turnkey solutions. This allows the vendor to develop

more durable relationships with their clients and to be perceived as provid-

ing solutions instead of just isolated services. In a mature industry such as

processing services, the ability to meet a variety of needs is critical to

growth.

Enhanced Applications/Service: Vendors believe that they need to con-

tinually enhance their applications and improve service levels to retain and
attract new customers.
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One of the key advantages to using a processing service (as noted in

Chapter FV) relates to the economies of scale that these services offer.

Key functionality and applications upgrades that might be difficult to

justify for in-house systems are more cost effective for a processing

services vendor that can spread such costs across a large number of users.

In addition, the service provider is more likely to have the technical

expertise needed to continually develop state-of-the-art applications.

However, if the vendor does not stay competitive in enhancing applica-

tions, buyers will be more tempted to consider bringing the application in-

house.

In addition to enhanced applications, service is another area of focus.

Vendors report that their customers want everything to "run faster" and

24-hour service is a significant asset. Vendors are finding that as the cost

of moving applications to in-house systems comes down, they must

continually look for ways to offer both applications and services advan-

tages—to be perceived as offering value over and above use of the system

itself.

Pricing: Studies have shown that cost reduction is a primary factor

driving companies to make use of outside services as an alternative to

internal IS operations. In addition, the vendors INPUT interviewed

reported that most of the opportunities for business that were lost during

the past year were because competitors' pricing was more attractive.

Networking: Globalization and the tendency for geographic barriers in

conducting business to disappear has led to an increased need to connect

disparate systems. Service providers offer an advantage here. In addition

to cost and technical considerations, individual user or client companies

may find it difficult to quickly adapt and reconfigure networks to meet

changing needs. A service provider will be in a better position to supple-

ment or reconfigure networks quickly as demand fluctuates. For vendors,

this ability offers a competitive advantage—however, it also requires

ongoing capital investment to continually maintain and upgrade the net-

work to stay competitive.

The Changing Buyer: Another issue affecting how vendors market their

services relates to who within their customer organizations is doing the

buying. Today, decisions are increasingly being made by upper manage-

ment rather than by IS alone. This makes decision making much more

bottom-line-oriented, requiring vendors to be more rigorous in cost justifi-

cation.
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D
Major Trends

The major trends in the processing services industry shown in Exhibit V-8

parallel technology and industry-specific trends and indicate that there a

number of activities having an impact on processing services.

EXHIBIT V-8
Major Trends in

Processing Services

• Outsourcing

• Downsizing

• Globalization

• Wireless communication

• Disaster recovery

Outsourcing: Just about all of the vendors that E^UT contacted consider

outsourcing to be a major trend and a positive one for them. Clearly,

many of the major processing services vendors such as EDS and Shared

Medical Services are dominant players in the systems operations (SO)

marketplace. The SO part of their business represents a high growth

potential for them. And as one of the major vendors pointed out, the

addition of even one SO contract can have a major impact on revenue.

Processing services vendors that offer other information services find that

because they have current business and/or contacts with organizations,

they are also able to identify prospects for those other services, such as

system operations or professional services.

A number of vendors of processing services, such as First Financial

Management and Litton, have negotiated systems operations contracts for

handling all the processing of an organization or department for periods

longer than a year. (Processing services involve shorter term contracts for

application-specific services, typically paid for on a usage basis.)

The outsourcing trend is also considered beneficial for processing services

vendors that are not major players in the SO market. As more companies
decide to focus their priorities on their own business area, e.g., banking,

insurance, etc., instead of data processing, they will look more to outside

companies to support their IS needs.
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Downsizing: This continuing trend to move applications from mainframes

to smaller platforms is also affecting processing services vendors. The
effect can be positive as companies will often look to an outside service

provider to handle those applications that, for one reason or another, are

not appropriate for their new, downsized systems. However, the expand-

ing capability and decreasing costs of PC/LAN-based technology has been

a major negative trend for processing services vendors. Many small

companies that could not aifford to invest in a large-scale system and opted

for a processing service, can now have their needs met at the PC level.

Vendors also report that developments in client/server technology are

driving them to provide services complementary to this technology.

Globalization: The trend toward globalization and ever expanding mar-

ketplaces makes the network capabilities offered by processing services

vendors an attractive resource. As companies' communications needs

move beyond a specific region, networking requirements become more

complex. Companies that think about moving applications in-house must

also think about expanding internal networks to handle such traffic. The
networking capabilities of the processing services vendor become an

important hook for retaining such customers. Maintaining sophisticated

networking capability is an increasingly important strategy for processing

services vendors to stay competitive.

Wireless Communication: One technology development, supporting

network growth, is the capabilities offered through wireless communica-

tion—as discussed earlier in this Chapter. Wireless will allow transactions

to originate in locations where such activity was not previously possible.

Examples include using credit cards in taxicabs and fast food restaurants.

These high-volume applications will tend to increase the demand for

transaction processing services.

Disaster Recovery: As noted earlier, there continues to be considerable

growth in the market for disaster recovery services. A major trend is to

expand disaster recovery services to a variety of vendor platforms. In

addition to IBM mainframes, these services are now available on other

vendor equipment, including DEC and Unisys, and midrange equipment,

panicularly AS/400 systems. The latest trend is to provide work area

systems that provide support for staffing and systems at a departmental

level.
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E
Driving Forces

Major forces driving the use of processing services are listed in Exhibit

V-9.

EXHIBIT V-9
Driving Forces Supporting

Use of Processing Services i

• Global marketplace

• Industry/application knowledge

• Changing applications

• Government requirements

• Business dependence on information

• EDI

Global Marketplace: As indicated in Exhibit V-9, a driving force in the

processing services market is the global marketplace, which emphasizes

the importance of network capabilities in the conduct of business activi-

ties.

• Organizations report that they must be prepared to meet demands to

increase network capabilities supporting application systems and to meet
customer or remote office needs, within a short period of time. Process-

ing services have been able to help address these needs.

• The ability of vendors to react more rapidly than most users to emergen-

cies, or to changing network needs, is a factor that can promote the use

of processing services or systems operations.

Industry/Application Knowledge: Another driving force is the importance

of vendor industry/application knowledge. In many applications areas,

there is a shortage of packaged software and the cost of in-house develop-

ment is high. The availability of the technical skills necessary to develop

systems is also limited. These factors encourage many companies to rely

heavily on those vendors that specialize in their industry and its related

applications requirements.
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The growing recognition of the value of vendors' knowledge of the indus-

tries that they serve, and applications within those industries, has also

helped drive the use of systems operations.

Changing Applications: For many of the industries/functions making use

of processing services, there is a need for frequent and rapid changes to

applications. These changes are needed to meet new government require-

ments, industry groups, or other bodies. Processing services vendors offer

advantages over in-house systems in this regard:

• Processing services providers are more accustomed to making changes

since they serve a number of clients with differing needs.

• Larger vendors are also constantly performing tradeoffs between the use

of existing capabilities and upgraded equipment, systems software, and

networks, even when changes or upgrades to application products are

considered. It is difficult for users to accommodate the same level of

planning.

Government Requirements: As discussed earlier, federal information and

performance requirements are promoting growth in the use of processing

services. There is a growing trend to require information to be provided to

the government on-line. Examples include Medicare health claims pro-

cessing, Fannie Mae applications, and regulatory compHance documents.

In addition, the government, along with insurance companies and custom-

ers, has set standards for disaster recovery planning that are driving the

demand for recovery services.

Business Dependence on Information: The greatly increased dependence

on the use of information technology that is taking place in industry and

government has been a driving force that affects several modes of process-

ing services.

• Companies using payroll, credit card, and other processing services

report that a leading benefit of such processing is having the vendor

worry about and guard against interruptions and loss of data in these

operations.

• Banking organizations that use a processing service or systems opera-

tions note that one of the benefits that they perceive is that of continuous

operation.
«

The increasing dependence of business and government on the use of IS

has also been a driving force in the use disaster recovery and backup. The
redundant capabilities and planning that vendors must have to meet the

needs of multiple clients, with critical application systems, makes it

possible for them to also provide meaningful backup and recovery for the

increasingly complex user appUcation systems.
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EDI: The growth of EDI is leading American business away from paper

transactions and toward electronic delivery systems. With this growth will

come a significant increase in the number of electronic transactions, as

compared with paper transactions. This technology has the capability to

significantly increase demand for processing services to support such

transactions.

Inhibitors to Growth

Growth inhibitors include those listed in Exhibited V-10.

EXHIBIT V-10
inhibitors to Growth

• Economy/tight budgets

• Technology price/performance

• Shortage of technical skills

• Consolidation of IS resources

Economy: The delayed economic recovery and tight budgets have been

the chief inhibitors to the expansion of processing services.

Growth has continued in the market due to the increasing reliance on
processing services for some business functions, but it has not been as

high as previously forecast.

New Technologies: New technologies that make the use of in-house

systems cost effective and easy to use are continuously being developed.

PC technology continues to come down in cost while increasing both

speed and functionality. High powered workstations perform functions

that required mainframe capability not too long ago. Meanwhile, software

capabilities such as graphical user interfaces (GUI) with Macintosh and
Windows environments make it easier for anyone to use a computer. This

makes it more attractive for companies that could not afford information

technology in the past to consider such investments today. In addition,

those who formerly relied on outside services for complex scientific and
engineering calculations and designs, can now handle these functions

themselves using workstations.
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Shortage ofTechnical Skills: The limited availability of technical skills

for network, data base integration, complex application systems, and other

needs can also be an inhibiting factor.

Consolidation ofIS Resources: Some users may find that they can obtain

needed economies of scale in processing through the use of shared re-

sources. Recent mergers and acquisitions have shown that consolidation

of IS resources and personnel provides the opportunity for savings and

allows for more effective planning. However, these users may not be able

to achieve the same levels of savings or provide as much security from

risks as a vendor could offer in a processing services environment.

Processing services are still considered a viable alternative, and appropri-

ate for many processing requirements that are not related to the chief or

core function of a business. Vendors can handle many applications more
economically than users because of the economies of scale and/or special-

ized application knowledge they posses that would be costly for a user to

acquire.
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Market Forecast

A
Processing Services Overview

1. Growth Perspective

As a delivery mode for information services, processing services became
prominent in the 1970s when it became the largest mode, accounting for

over 67% of information services expenditures in 1979. At that time, its

compound annual growth rate (CAGR) was over 16%.

Growth rates have steadily gone down as information systems have be-

come smaller, more powerful, and less expensive. While processing

services will always offer some unique benefits for certain applications,

this delivery mode, as it has been traditionally defined, has become a

mature market. The downturn in the economy has also been a factor in

processing services' modest growth in recent years. These factors have

led to a decrease in the growth of processing services from 12% in 1988 to

a projected compound annual growth rate of 8% for 1992 through 1997.

It is interesting to note that one of the biggest trends in information sys-

tems today is the move toward outsourcing. Companies today are putting

energy into downsizing and re-engineering. As a result many are finding

that it makes sense to have some applications handled by a third party.

The benefit of this trend appears to be mostly in the systems operations

delivery mode, where companies contract with a third party to take over

an existing application or IS operation.

However, the differences between systems operations and processing

services are not that dramatic. Differences are related to the contract

artangement (long-term versus short-term "pay-as-you-go") and whether

or not the application was ever handled in house or not. Therefore, it is

likely that the outsourcing trend will stimulate a certain amount of growth

of processing services along with systems operations. Some vendors also

use processing services as a platform for launching systems operations

services.
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The change in outlcxDk for processing services from last year's report to

this report is shown in Exhibit VI- 1.

Processing Services Market Overview

($ Billions)

1991 Outlook 1992 Outlook

1991 Forecast - 18.3 versus 1991 Actual - 17.9

1992 Forecast - 19.7 versus 1992 Forecast - 19.1

1991-1996 Forecast versus 1992-1997 Forecast

Growth Rate - 8% Growth Rate - 8%
(CAGR) (CAGR)

• User expenditures in 1991 for processing services were $390 million less

than the forecasted amount of close to $18.3 billion. This discrepancy is

largely based on the economy and its effect specifically on the banking

and finance and telecommunications sectors. Less than expected pro-

cessing services revenues were also felt in the wholesale/retail distribu-

tion markets and in state/local government sector.

• Technological advances were also responsible for 1991 revenues that

were dramatically less than expected. In the education and training area,

PC/workstation technologies have virtually taken over the market for

processing services resulting in a decrease of over 80% in that market.

• Due to the longer than expected effects of the recession, INPUT has

adjusted the forecast made in 1991 for user expenditures in 1992 down-
ward from $19.7 billion to $19.1 billion. With the exception of educa-

tion and training applications, it is expected that growth will more
closely approach previously forecasted levels in the coming years.

Therefore, relatively slight modifications are found in compound annual

growth rates as compared with last year's forecast.

2. Market Definition

Previously, INPUT has included systems operations as a submode of
processing services. However, user trends toward the use of vendor
services to handle the core applications of a company/department on a

long-term basis led INPUT to establish systems operations as a separate

delivery mode.

This mode of service is often described as outsourcing and is associated
with benefits such as the improvement of service capabilities, reduction of
operating costs and risks in the use of information systems, and adjustment
to the limited availability of key skills.
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The size and significance of the systems operations market has increased,

and INPUT now offers analysis of this market in a separate report, Infor-

mation Systems Outsourcing Market Opportunities, 1992-1997.

As a result of the separation of systems operations services from the

processing services market, the INPUT data base has been adjusted to

reflect only transaction, utility, and "other" processing services expendi-

tures. These market sectors were defined in Chapter IV.

3. Processing Services Forecast

Based on its ongoing surveys of user expenditures, INPUT estimates that

the processing services market will grow from a 1991 level of $17.9

billion in expenditures, at a 7% growth rate, to $19.1 billion in 1992, and

projects that it will grow at a compound annual growth rate of 8% to

almost $28 billion in 1997, as shown in Exhibit VI-2.

Estimated growth in 1992 is about the same as that forecast in 1991,

however, growth in areas such as telecommunications and banking/finance

decreased because of the economic factors noted earlier. .

Other factors contributing to modest growth rates are the maturity of the

processing services market and the movement of work to other informa-

tion services modes.

All processing services delivery submodes will experience market growth

during the forecast period, as shown in Exhibit VI-3.
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Processing Services Market by Submode
1992-1997

CAGR

Transaction

Processing

Other

Processing

Utility

Processing

0 10 20 30

U.S. Market Size ($ Billions)

"Other" processing services, driven by the growing interest in disaster

recovery, will grow most rapidly at a CAGR of 16%, which will more
than double expenditures for this submode from $2.8 billion in 1992 to

$5.9 billion in 1997.

Utility processing, which will grow at a compound annual growth rate of

5% or about one-third of the rate for "other" processing services, will

increase in volume from close to $1 billion to almost $1.3 billion between

1992 and 1997.

The major submode of processing services, transaction processing, will

grow at a compound annual growth rate of 7—an increase from $15.3

billion in 1992 to $20.9 billion in 1997.

Except for "other" processing services, which is driven by the growth of

disaster recovery, the submode market growth is modest. However, the

processing services submodes all provide a steady increase in vendors'

revenues, in addition to providing opportunities for marketing other

services, particularly systems operations, in some industry markets.
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4. Vendor Overview

There are many vendors active in the processing services market, ranging

from very small firms to large firms with revenues over $500 million.

These vendors also have significant differences in corporate organization,

application focus, and markets, as illustrated by Exhibit VI-4.

EXHIBIT VI-4

Leading Processing Services Vendors
U.S. Revenue, 1991

Rank Vendor

Estimated

Processing

Revenue

($ Millions) Major Markets

1 ADP 1,286 Human Resources
Banking and Finance

p /AillcilOclii CApicoo

ISC

DctilfMiiy cti lU 1 lildllUc

Health

3 FFMC 778 Banking and Finance

1 ICCllll 1

4 Ceridian 322 split among many markets

including Banking and
Finance and Human
Resources

5 Covia 260. Transportation

6 FIserv 244 Banking and Finance

7 Comdata 224 Transportation

8 EDS 202 Banking and Finance,

Government, Telecom-

munications, Insurance, Retail

9 GEIS 200 Banking and Finance, .

Telecommunications,

Manufacturing

10 Equifax (and

Telecredit)

191 Banking and Finance,

Insurance, Retail Distribution
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The leading vendors of processing services, noted in Exhibit VI-4, include

subsidiaries of an airline, travel and card service firm, and a manufacturer,

as well as firms dedicated principally to processing services. Further

details and an expanded vendor list and evaluation are contained in Chap-

ter VII, Competition, together with a selection of vendor profiles.

Seven of the 10 largest vendors shown in Exhibit VI-4 offer processing

services to the banking and finance industry, which is the largest market

for processing services among the 15 vertical markets tracked by INPUT.

B

Forces Impacting the Processing Services Market

As discussed in chapter V, there are a number of forces having an impact

on the processing services market. Some are positive, others are negative.

The most important factors driving the market and their impact over the

planning period are summarized in Exhibit VI-5.

EXHIBIT VI-5

Factors Affecting the Processing Services Market

Factor Effect

Economy • Number of transactions stays same or is reduced
• Companies delay capital investments

Technology • Move applications in-house
• Confusion

Vendor Expertise • Reliance on vendor

Business Dependence
on Information

• Increased demand for disaster recovery services

Changing Applications • Increased number of transactions

• Increase in conducting business on-line

Economy: As discussed earlier, the effects of the economy on industries

that are heavy users of processing services are unmistakable. As busi-

nesses in banking/finance, insurance, and transportation struggle to sur-

vive, expansion in the use of processing services becomes rare. At best

these companies continue the same level of usage. In the payroll area,

volumes have decreased as a result of layoffs in many companies. On the
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positive side, the recession has kept companies from making the capital

investments needed to move applications in-house.

Technology: The advances in information technology, particularly at the

PC/workstation level, have made it more feasible for companies to con-

sider moving applications in-house. This, coupled with improved systems

user friendliness, encourages small to mid-sized firms to handle applica-

tions that formerly were farmed out. The rapid advancement in technol-

ogy has also led to confusion, however. Businesses are concerned about

investing in systems that may not be "state of the art" or easily integrated

with new systems in a few years. This can result in companies staying

with the status quo and being cautious about investments. In addition,

processing services vendors have an opportunity to develop services

complementary to new technology to minimize lost business.

Vendor Expertise: Many companies will choose to continue use of pro-

cessing services, despite the benefits of new technology, because of the

unique knowledge of the vendor. ADP and Paychex know the ins and outs

of payroll and changing government reporting requirements better than

most companies. First Financial Management and American Express ISC
have made it their business to understand financial applications. In these

times, when it is difficult to find skilled in-house technical staff, a

vendor's expertise continues to be an attractive and marketable commod-
ity.

Dependence on Information: Brokerages cannot make a trade without

computer systems. Stores cannot authorize credit card purchases nor

airlines sell tickets without such technology. We've all heard the state-

ment, "the computer is down—can you call back later?" Computer down-

time means lost business. With the recent influx of disasters, businesses

have become acutely aware of the importance of disaster recovery. This is

driving the demand for such services.

Changing Applications: People are becoming more reliant on debit cards.

The government is imposing requirements for information on-line, and

businesses are finding that conducting transactions on-line makes good

business sense. As on-line applications change and grow, there are oppor-

tunities for processing services vendors to increase their share of such

business.

c
Submode Market Forecasts

1. Transaction Processing Services Market

The transaction processing market is divided into industry-specific and

cross-industry sectors. The distribution of the $12.5 billion in user expen-

ditures forecast for industry-specific transaction processing in 1992, is
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shown in Exhibit VI-6. Expenditures are spread across 15 industry sectors

and are greatest in the banking and finance ($3.5 billion) and transporta-

tion ($2.1 billion) sectors.

EXHIBIT VI-6

1992 Transaction Processing Expenditures
by Industry Sector

Banking and Finance

Transportation

Business Services

Telecommunications

Discrete Manufacturing

Process Manufacturing

Health Services

Insurance

Wholesale Distribution

State and Local Government

Utilities

Education

Federal Government

Retail Distribution

Miscellaneous Industries

^ 3,500

1,000 2,000 3,000

Market Size ($ Millions)

4,000
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Consumer services was dropped as an industry sector during 1991 and

expenditures for this market were distributed to the transportation and

business services sectors.

Given anticipated growth in banking transaction services, INPUT fore-

casts that banking and finance will remain the largest industry sector in

1997, still accounting for about 24% of the expenditures in transaction

processing.

During the period from 1992 to 1997, expenditures for the telecommuni-

cations market will grow more rapidly than in the rest of the vertical

industry markets, moving telecommunications into third place behind

transportation and banking and finance in user expenditures in 1997.

If all the user expenditures forecast for each industry market are added

together for the period from 1992 to 1997, as shown in Exhibit VI-7, the

expenditures in the banking and finance market will be as large as the

those of the next two markets combined.

The preponderance of opportunities in banking is recognized by the large

number of leading vendors that serve this market, as shown in Exhibit

VI-4.

User expenditures for transaction processing in the cross-industry markets

in 1992 are shown in Exhibit VI-8.

MAPR2 © 1992 by INPUT. Reproduction Prohibited. VI-9



U.S. PROCESSING SERVICES MARKET. 1992-1997 INPUT

EXHIBIT VI-7

Aggregate Transaction Processing Services
Expenditures by Industry Sector, 1992-1997
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EXHIBIT VI-8

Transaction Processing Expenditures
by Cross-Industry Sector, 1 992

Human Resources

Other Cross-Industry Sectors

Planning and Analysis

Accounting

Engineering and Sceintific

Office Systems

Education and Training

1.800

// 160

/y 130

35

1 1 1 J

500 1,000 1,500 2,000

Market Size ($ Millions)

These market sectors are those that are not specific to any industry—such

as payroll processing, scientific computing services, office systems, and

education and training. Human resources is the most important of these

cross-industry sectors:

It is the largest of these markets, as a result of payroll processing being

responsible for over half of user cross-industry expenditures in 1992.

Human resources will grow to two-thirds of cross-industry expenditures in

1997, as some other cross-industry application systems are either custom-

ized for particular industries so that expenditures for them are moved to

industry markets, or they are moved in-house.

Aggregate expenditures for cross-industry transaction processing from

1992 through 1997 are shown in Exhibit VI-9.
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EXHIBIT VI-9

Aggregate Transaction Processing Services

Expenditures by Cross-Industry Sector, 1992-1997
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Other Cross- Industry Sectors
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As with industry markets, one cross-industry transaction processing

market—human resources—is dominant.

However, human resources, particularly payroll and associated activities,

is much more dominant among cross-industry markets than banking and

fmance is among industry markets. It accounts for more processing

services expenditures than all other cross-industry markets combined, in

the period from 1992 to 1997. (See Exhibit VI-9.) It's reasonable to

speculate given technology and software development in cross-industry

applications, companies will increasingly handle such applications in-

house.

Growth rates for transaction processing services in industry and cross-

industry markets are shown in Exhibits VI- 10 and VI- 11.

• Of the 15 industry and 7 cross-industry market CAGRs, only 4 are equal

to or more than the CAGR of 8% for the whole delivery mode, and 5 are

negative.
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• Among the industry markets shown in Exhibit VI- 10, the highest growth

rates are for telecommunications (15%) and utilities (14%). The former

market is driven by expanding use of telecommunications products and

services, and the latter market is driven by Geographical Information

Systems (GIS) applications.

Given the growing interest in expanded usage of credit/debit card and

claims processing, INPUT expects that there will be continued growth in

the banking/finance and insurance market sectors. However, because of

the economy, consolidation activities, and market maturity, growth will be

modest in these sectors.

Growth is occurring in a much greater number of markets for systems

operations and network services.

Transaction Processing Industry Sector

Growth Rates, 1992-1997

Industry Sector

Revenues ($ Millions)

(Percent)
1992 1997

Telecommunications 1,050 2,100 15

Utilities 250 480 14

State and Local Gov't. 320 510 10

Transportation 2,150 2,800 6

Wholesale Distribution 310 420 6

Banking and Finance 3,500 5,100 8

Insurance 380 530 7

Retail Distribution 180 240 6

Discrete Manufacturing 880 1,100 4

Process Manufacturing 740 940 5

Health Services 550 790 7

Federal Government 190 230 3

Education 200 230
'

3

Business Services 1,700 1,850 2

Miscellaneous Industries 140 130 -2

J
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Exhibit VI- 1 1 examines the seven cross-industry markets for transaction

processing services. Human resources, driven strongly by payroll ser-

vices, has the highest growth rate, a CAGR of 5%, as well as being the

largest market in both 1991 and 1997.

The markets for education and training, office systems, and planning and

analysis are shrinking as more applications systems are moved in-house.

Transaction Processing Cross-Industry Sector
Growth Rates, 1992-1997

Industry Sector

Revenues ($ Millions) CAGR

1992 1997
(Percent)

Human Resources 1 J60 2,250 5

Other Cross-Industry 580 700 4

Accounting 160 180 3

Engineering and
Scientific

130 100 -5

Office Systems 35 25 -7

Planning and Analysis 170 85 -12

Education and Training 6 2 -20

2. Utility Processing Services Market

Utility processing, which is neither industry nor cross-industry oriented, is

still being used by large businesses and the government when certain

unique resources are required to run or test applications, or it is more
desirable or economic to utilize resources from a vendor than to provide

them internally.

As illustrated in Exhibit VI-12, 1991 expenditures for utility processing

services were $0.9 billion, and INPUT forecasts that these expenditures

will grow at a compound annual growth rate of 5% to $1.3 billion in 1997.

Since the growth rate has been declining over time and investment in

resources is required for utility processing, this service is most feasible as

a supplementary service of a vendor offering other processing services.
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3. "Other" Processing Services Market

While most modifications to the forecast have been in a downward direc-

tion, "other" processing services is the one area that has grown by a high

percentage, as shown in Exhibit VI- 13. The disaster recovery and backup

market—influenced by increasing dependence on the use of IS and a

number of significant events, in recent years, that have disrupted IS opera-

tions at major businesses—is driving this demand.

Over 80% of the companies interviewed in preparing this report make use

of service providers for disaster recovery services. Over 50% cited disas-

ter recovery planning as one of their top projects planned for the use of

processing services.

INPUT expects 1992 expenditures in "other" processing services to be

20% more than in 1991. This is by far the highest growth rate of all

delivery modes and submodes.

The compound annual growth rate for this sector is 16%. This growth rate

is three times larger than the growth rate for the utility processing services

market.
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The market for disaster recovery services is estimated currently to be 20%
of the "other" processing services market. It has been dominated by three

large vendors—Comdisco, IBM, and SunGard—but many other vendors

are now entering or exploring the market. It will take time for new ven-

dors to gain meaningful market share because of the investment required

and the dominance of established vendors, but the strong acceptance of the

value of this service by the user community is causing many equipment

and maintenance services fmns to become more interested in this service.

"Other" Processing Services Market
1992-1997

The "other" processing services market also includes operational services

such as pickup and delivery of work, remote data entry, and special output

services. These resources also have provided opportunities for processing

vendors to obtain additional revenue.

Some of the other services—computer output on microfilm (COM), laser

printing, and remote data entry—have been sold separately as well as with

transaction processing services.
«

COM has been an important source of revenue for some firms in the

processing services market, such as Anacomp and Endata, part of First

Financial Management. The use of CD ROM and on-line storage has

begun to take some business from COM, but expanded use by current

users and the low cost of COM, particularly COM readers, should encour-

age continued use.
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1

1 ^

Competition

A
Introduction

Vendors that provide processing services are identified and discussed in

this chapter. Specific services offered by these vendors include

• Transaction processing

• Utility processing

• Other processing

If the cUent has all processing or all the processing of a department per-

formed by a vendor on a contractual basis for a period longer than a year,

the processing work is classified as systems operations.

• This type of information services work is analyzed by INPUT in a

separate report, Information Systems Outsourcing Market Opportunities,

1992-1997.

• The systems operations work of processing services vendors is discussed

in this report to some extent, however, since a number of vendors have

systems operations work related to their processing services.

The information systems equipment used for processing or systems opera-

tions services may be owned by the vendor, the client, or a third party. As
part of a systems operations arrangement, the equipment may be bought

from a client by a vendor.

B

Market Leaders

While the processing services market is led by large companies, such as

ADP and American Express ISC, the vast of companies have revenues of

less than $100 million.
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The leading vendors are listed in Exhibit VII-L Some focus primarily on

one or two specific industry or cross-industry markets. For example, First

Financial Management provides solutions and expertise to the banking/

finance industry whereas Shared Medical Services addresses the unique

needs of health care providers. Paychex specializes in payroll services.

Leading Processing Services Vendors
U.S. Revenue, 1991

Rank Vendor

Estimated

Processing

Services

Revenue Share

($ Millions)

Growth
90-91

(Percent)
V /

1 ADP 1,286 4

2 American Express ISC 890 23

3 FFMC 778 5

4 Ceridan 322 5

5 Covia 260 9

6 FIserv 244 12

7 Comdata 224 19

8 EDS 202 12

9 GEIS 200 21

10 Equifax (includes 191 5

11 NDC 190 -10

12 CCH Computax 176 -12

13 AT&T/NCR 160 7

14 Comdisco DRS 150 27

15 Shared Medical 149 9

16 Paychex 148 116
'

17 SunGard 145 8

18 Anacomp 107 8

19 IBM 60 -40
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Other vendors, such as GEIS, have chosen a strategy to provide services

that cut across a variety of market sectors. The major markets of selected

leading vendors are shown in Exhibit VII-2.

Major Markets of Selected Leading
Processing Services Vendors

Vendor Major Markets

ADP Cross-industry human resources,

banking and finance

American Express ISC Banking and finance, health

Anacomp Computer output microfilm

CCH Computax Cross-industry accounting

Comdata Transportation

Control Data Various markets, including

banking and finance and

cross-industry human resources

Covia Transportation

FFMC Banking and finance, health

FIserv Banking and finance

GTech State and local government

GEIS Banking and finance,

telecommunications,

manufacturing, distribution

NDC Banking and finance, retail, health

Shared Medical Health care services

SunGard Disaster recovery services

Given that processing services is considered a mature market, vendors'

growth strategies need to focus on either providing existing services to

new markets or expanding the range of services offered to their existing

customers.
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Most of the processing services vendors that INPUT contacted thought

that to continue to be successful, they needed to focus on the unique

applications needs of specific vertical markets. While many vendors

obtain the a majority of their revenues today from processing services,

they also are expanding offerings to include new services and technologies

as shown in Exhibit Vn-3.

EXHIBIT VII-3

i

Other IS Services Offered by Selected Processing Services Vendors

Turnkey

Systems

Network/

EIS

Systems

Ops.

Systems

Integration

Prof.

Sen/ices

Appl.

Software

ADP X X

EDS X X X X

American Express ISC X X X

DHH Comniitax X

Computer Language
Research

X X

Equifax X
-

X

FIserv X

GEIS X X X

M&l X X

NDC X X X X

IBM Information Network X

Policy Management
Systems

X X

Shared Medical Systems X X

SunGard X X

Systematics X X X

Systems operations is clearly a logical market for processing services

vendors to enter in order to expand their business. Systems integration

and professional services are areas that can both expand the revenue base

and provide a springboard to additional processing services. Applications

software is another potential delivery mode for vendors that have devel-

oped a reputation in certain applications areas.
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Some vendors that have been devoted primarily to one or two markets

have expanded, through intemal development or acquisitions, into other

industries.

• ADP has been identified principally with payroll processing (human
resources), but it also has substantial business with brokerages, distribu-

tors, and firms in the business services industries. In April of this year,

ADP acquired Bank of America's Business Services Division, which

provides processing services such as payroll. As many companies that

got into processing services years ago refocus their strategies on their

core businesses, there are more opportunities for processing services

vendors to increase revenues.

• American Express was known in the processing services industry for its

subsidiary, First Data Resources (FDR), which was active primarily in

credit card-related processing. However, FDR has expanded into new
industries, and American Express has also acquired vendors, serving the

health industry sector, that have been grouped together with FDR in the

American Express Information Services Com.pany.

In processing services, growth by acquisition has become common. The
processing services sector includes hundreds of small vendors (under $30
million in annual revenues). These companies tend to be local or regional

and focus on a limited number of cHents. They initiate many of the new
offerings within the industry. As these vendors begin to specialize in an

application area and grow toward $50 million in revenue, they become
logical acquisition candidates for the leading vendors. Over the past few

years these acquisitions have become the norm within processing services.

This acquisition pattern is not as common in the other services areas

The market that continues to receive the most vendor attention among
industry and cross-industry markets is banking and finance, as illustrated

in Exhibit VII-2. The second most popular market is human resources.

Other major markets include health care and transportation. As noted in

Chapter VI, key markets for potential growth are utilities and telecommu-

nications.

Systems operations and processing services, though considered to be

separate deHvery modes, are similar in that they handle data processing

functions as an alternative to in-house processing. As indicated earlier,

most of the processing services vendors consider the trend toward systems

operations to be a positive one for them since systems operations presents

growth opportunities for vendors serving the more mature segment of the

processing services market.

Another information services delivery mode that is related to processing

services is network services. Firms that provide network services, such as

GEIS and BT Nonh America, are likely to market related processing

services. For example.
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« If electronic information (a network service) is provided by a vendor to a

client terminal for the purpose of pricing a stock, the vendor can supply

processing services to handle the purchase or sale of stock if a trade

results.

• If a value-added network (VAN) or EDI is used through a vendor's

network services capabilities, processing work may result from the

activity.

Competitive Issues

As discussed in earlier chapters, a continuing competitive threat to pro-

cessing services vendors are in-house solutions. While new technologies

threaten to erode their customer base, vendors strive to emphasize the

value added by using a service provider specializing in the buyer's par-

ticular industry and application needs.

Price, service levels, networking, and applications functions are the key

factors upon which vendors compete with each other. Exhibit VII-4

defines what the obvious success factors or "Keys to Success" for compet-

ing in the processing services market.

EXHIBIT VII-4
Keys to Success

• Develop industry specialization

• Understand customers changing needs

• Maintain quality

• Give value for dollars spent

• Implement useful new technologies

Industry Specialization: vendors that develop a reputation for expertise in

a particular application are offering more than data processing. They are

selling solutions and allowing buyers to focus their efforts in other areas of

greater priority to their business. The broader the range of solutions a

vendor can provide, the more the buyer will tend to rely on the vendor's

expertise. Processing services providers who also offer systems opera-

tions and/or professional services will be in a good position to recognize

opportunities for increased revenue.
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There have been a number of vendors that fill specific niches that address

a unique application need. Their value is related to their understanding of

the issues related to that application. For example, companies that use

outside payroll services rely on the vendor to keep up on changing state

and federal tax and reporting requirements. These companies prefer to

focus their own applications expertise on internal strategic applications

and leave payroll to the "experts."

Understanding Customer Needs: Vendors point to their ability to custom-

ize and address particular customer needs as a very important key to

success. Customers have many options today and need to feel that the

service provider can offer more than just a generic service. Vendors must

constantly maintain contact with customers, understand changing require-

ments, and modify, if necessary, solutions to maintain client business.

Quality: Quality is something that customers have come to expect from

service providers. Customer expectations continue to be greater as higher

service levels are requested—with 24-hour service becoming the norm.

One disadvantage to using an outside service, however, is a lack of con-

trol. If the quality is not to the customer's standards, the solution may be

to bring the application in-house, where the customer will have more
control over it.

Value: In these economic times, cost is an important consideration in the

selection of computing solutions. In using a service provider, customers

are looking very closely at cost as compared to service, quality, and

vendor knowledge. Most outsourcing decisions are being made primarily

on the basis of cost. The winner may not always be the lowest priced

vendor, but it will most certainly be the vendor that has the greatest per-

ceived value for the dollar spent.

New Technologies: Vendors cannot ignore the fact that some of the

reasons that companies originally used processing services, such as the

high cost of in-house systems, no longer exist. The processing services

vendor must continually compete with decreasing costs and increasing

functionality of existing technologies and the ongoing introduction of new
technologies. Most of the vendors INPUT contacted had a pragmatic, "If

we can't beat 'em, join 'em." They recognize that developments such as

systems operations and cUent/server computing are here to stay. If they

want to be successful, they need to find a way to provide these or comple-

mentary services.

•

One way to look at industry direction is through examining where vendors

are focusing their research and development dollars. Exhibit VII- 5

describes new product development underway for many processing ser-

vices vendors.
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EXHIBIT VII-5 New Product Development
—.

• Re-writing/updating existing applications

• Imaging

• Scanning/bar coding

• PC/workstation and client/server solutions

• Network enhancements

Rewriting and constantly updating applications is a critical focus area for

vendors. A key advantage vendors offer their customers is the ability to

continually enhance their applications on an "as needed" basis.

Certain technology developments such as scanning and imaging are

important as their use increases the number of transactions that need to be

processed. Vendors are being proactive in developing capability in these

areas.

The vendors contacted by INPUT recognize the importance of advances in

client/server technology and PC/workstation capabilities. Many report

that their product development effons are focused on offering services

which make use of these technologies.

Upgrading their networking capabilities is another major area of product

development for processing services vendors. Once again, they recognize

that they can position themselves advantageously if they can offer their

customers flexibility, speed, and competitive pricing as user communica-
tions needs expand.

Other areas of product development are in the areas of EDI, Notepad

technology, and UNIX.

P
Segment Leaders

Of the three segments of processing services, transaction processing by far

has the largest percentage of revenues. Some of the larger vendors pro-

vide services in two or three segments. These include vendors such as

ADP and First Financial Management. Others specialize only in one area,

for example, Comdisco Disaster Recovery Services falls only in the

"other" category. Exhibit VII-6 presents selected processing services

vendors and sectors in which they provide services.
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Processing Services Offered

Vendors Profiled

Vendor
Transaction

Processing utility other

ADP X X

tC|UIT3X VA

Anacomp X

Comdata Holdings X

ounGard Data

Systems, Inc.

X X X

FIserv X

CCH Computax X

Shared Medical

Systems
X

Comdisco X X

1. Transaction Processing Services

As indicated in Exhibit VII-7, the leaders of the transaction processing

services submode in 1991 were ADP, First Financial Management, and

American Express ISC. Where it is difficult to separate the volume of

utility and other processing services provided by firms listed in this mode,

the entire processing services offering of the vendor is shown as transac-

tion processing services in this exhibit.
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Leading Transaction Processing
Services Vendors, 1991

Rank Vendor

Transaction

Processing

oervices

Revenue

($ Millions)

Market

Share

(Percent)

1 ADP 1,145 8

2 American Express ISC 859 6

3 FFMC 657 4

4 Control Data 304 2

5 Covia 260 2

6 Comdata 224 1

7 NDC 190 1

8 CCH Computax 176 1

2, Utility Processing Services

Utility processing services can also be offered by vendors that provide

transaction processing services, as shown in Exhibit VII-S, because they

are easily accessible when a client has a need for processing speed,

memory size, or special peripherals that cannot be satisfied using in-house

capabilities.

Utility Processing Vendors

Rank Vendor

Estimated

1991

Revenue

($ Millions)

Market

Share

(Percent)

1 ADP 62 7

2 GEIS 54 6

3 EDS 11 1

4 IBM 6 1

5 May & Speh 3 <1
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Some vendors, including Genix and Litton, are able to use utility process-

ing services contracts as a springboard to other business. These vendors

provide short-term utility processing services to run applications software

products from in-house or third-party sources, which may be run on a

processing services or systems operations basis after the short-term con-

tract is over.

3. "Other" Processing Services

In addition to the rapidly growing disaster recovery and backup business,

"other" processing services include remote data entry, data pickup and

delivery, scanning, computer output microfilm, and laser printing.

As Exhibit VII-9 illustrates, there are vendors whose revenue is solely or

mosdy due to "other" services, including Anacomp and Comdisco.

Leading Vendors of "Other" Processing
Services, 1991

Rank Vendor

Estimated

1991

Revenue

($ Millions)

Market

Share
(Percent)

1 Comdisco Disaster
Recovery Services

150 6

2 SunGard 145 6

3 FFMC 115 5

4 Anacomp 107 5

5 ADP 77 3

6 EDS 32 1

• Anacomp derives its "other" processing services revenue from computer

output microfilm (COM). EDS and FFMC also have substantial

amounts of COM revenue as a result of serving the banking market.

• Comdisco obtains their "other" revenues from disaster recovery and

backup services and provides mainframe, midrange, and work area

service.
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E

While Comdisco and SunGard continue to dominate the disaster recovery

market, other vendors have also entered the marketplace. IBM started

offering disaster recovery services in 1989 and now offers backup services

from its IBM Business Recovery Centers. Hewlett-Packard (H-P) is also

offering these services to its customers, and XL Datacomp is also a sup-

plier.

Disaster recovery and backup is the fastest growing part of the "other"

processing services market and is responsible for the 16% CAGR that

"other" services enjoys.
|

Although the use of COM is still growing, the use of CD ROM and image

processing impact the COM market as the cost of these alternatives is

lowered through new technology. The installed base of COM equipment

and readers should continue to support the use of COM for the near

future, however.

Vendor Profiles

The vendors profiled in this report are listed in Exhibit VII-IO.

EXHIBIT VII-10

Processing Services

Vendor Profiles

• Anacomp

• Comdisco Disaster Recovery Services, Inc.

• Shared Medical Systems Corporation

• OCH Computax, Inc.

• FIserv

• Equifax

• Comdata Holdings Corporation
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1. Anacomp, Inc., 11550 North Meridian Street, P.O. Box 40888,
Indianapolis, IN 46240, (317) 844-9666

a. Company Background

Anacomp was founded in 1968 to serve the COM market and provide

related products and services. It marketed software products for the

banking market in the 1980s but has returned its focus to the COM market

since that period.

More than 80% of Anacomp 's total revenue comes from COM hardware

systems, maintenance services for COM and related hardware, microfilm,

and supplies. Only a small percentage of its business is focused on COM
services. Growth was down in 1991 due to depressed spending in the

banking and finance and govemment markets, which account for 60% of

the firm's COM business.

All of Anacomp 's estimated $107 million revenue in calendar year 1991

for information services was obtained from COM and microforms pro-

cessing services.

b. Company Strategy

Anacomp's current business strategy is to continue expanding its COM
product and service offerings, which cover information services and other

offerings.

It strives to be a full-service provider offering customers a variety of

options in the COM area.

c. Key Products and Services

Anacomp provides computer output microfilm (COM) services and a

variety of "other" processing services to over 6,000 customers nationally

through its micrographics service centers.

COM can be provided in roll microfilm or on microfiche sheets.

Anacomp has software products that can provide indexing and retrieval

facilities to aid in the use of microfilm.

The company also markets COM hardware and maintenance service for

the hardware, as well as microfilm duplication service, source document

microfilming, micrographics supplies, and computer tape and other prod-

ucts.
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2. Comdisco Disaster Recovery Services, Inc., 6111 North River

Road, Rosemont, XL 60018, (708) 698-3000

a. Company Background

Comdisco Disaster Recovery Services (CDRS) was founded in 1980 by

Comdisco, a leasing company with revenue of about $2 billion.

Comdisco's inventory of IBM equipment facilitated entry into the disaster

recovery business.

Growth has been aided by alliances with MCI, Nomura Research, and

other firms.

It is estimated that calendar year 1991 revenue reached $150 million, 15%
above the revenue of the previous year. All of CDRS' revenue was
derived from disaster recovery subscriptions and associated contingency

planning services.

b. Company Strategy

The chief strategy of CDRS is to provide disaster recovery processing

services and associated consulting to subscribers in the U.S., Canada, and

overseas.

CDRS management attributes the company's growth primarily to the

growth in its customer base and the services offered.

The company has used alliances and other agreements to increase its

markets. Such alliances announced by CDRS in 1991 include the follow-

ing:

• In December, CDRS acquired 100% ownership of its U.K.-based joint

venture Failsafe ROC Ltd.

• In April, CDRS and IDS Healthcare Systems Corp. announced a joint

marketing agreement to provide business recovery services to users of

TDS Healthcare information systems.

• In April, CDRS announced a joint marketing agreement with Data

Assurance Corporation, a firm specializing in computer backup services.

c. Key Products and Services

The basic service consists of supplying access to alternative data centers,

networks, and other capabilities, including a technical staff to minimize

the impact of a disaster that has caused interruption in operation. Recov-
ery service can include the following options:
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• CDRS ' continuous availability service, which provides for the simulta-

neous recording of transactions at a CDRS site for customers who
depend on on-line transaction processing

• A network of fixed and mobile satellite earth stations that can bypass

telephone control office switching equipment when there is a telephone

company disaster

• The COMROC mobile computing center, which CDRS will provide at

or near a customer's site, even in a parking lot if necessary, within a

week of a disaster

• A disaster recovery software product, ComPAS, that uses an expert

system to assist customers in developing, testing, and maintaining a full

recovery capability related to their industry and business environment

• A network capability developed with MCI to provide transparent access

to any of CDRS' recovery facilities

CDRS has traditionally provided hot-site data recovery planning and

network recovery solutions. During 1990 and 1991, CDRS focused its

service offerings to include business continuity solutions not only for the

data center but also for the individual business departments and corpora-

tions as a whole.

3. Shared Medical Systems Corporation, 51 Valley Stream Parkway,
Malvern, PA 19355, (215) 296-6300

a. Company Background

Shared Medical Systems (SMS) was formed in 1969 as a provider of

information services to the health care industry including hospitals, clin-

ics, and physician groups. It became a publicly held company in 1976.

Calendar year revenues in 1991 amounted to $438.7 million, a 9% in-

crease over 1990 revenue of $403.1 million. About half of total revenue

was gained from systems operations and processing services. The remain-

der was attributed to software product licenses and turnkey systems.

b. Company Strategy

Originally a provider of processing services, the company has expanded

its offerings to include software products, professional services, turnkey

systems, and systems operations.

SMS is positioning itself to lead the health care systems industry in three

areas:
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• Use ofLAN technologies to integrate various systems

• Use of image processing systems

• Use of relational databases to increase accessibility of information.

SMS is investing in distributed platforms that will ultimately evolve into a

client/server model with hosts and minis functioning as servers.

c. Key Products and Services
|

Shared Medical Systems offers a complete set of over 100 financial,

administrative, decision support, clinical management, physicians', and

other application systems to meet the needs of hospitals and physicians'

groups.

The company's application systems are provided through processing

services or with mainframes or minicomputers to meet the needs of hospi-

tals of various sizes.

Systems are also available to meet nursing, radiology, laboratory, and

pharmacy office or group needs.

A physicians' office system is also available on a PC to serve small physi-

cian practices of up to five people.

4. CCH Computax, Inc., 21250 Hawthorne Boulevard, Torrance, CA
90503-5502, (310) 543-6200

a. Company Background

CCH Computax, Inc. provides income tax return processing services to

professional tax preparers. Tax return processing is offered for federal

returns and also for all states that impose individual and corporate income
taxes. The company also provides applications software and educational

services to accountants. CCH Computax 's parent. Commerce Clearing

House, Inc. (CCH) is a $700 million corporation that provides tax pro-

cessing services, tax and business law materials, and legal support ser-

vices.

CCH Computax's 1991 revenue was $197.6 million, a 12% decrease from

1990 revenue of $224.3 million. Revenue declines during 1991 were

attributed to significant volume decreases for service bureau tax return

processing, reflecting customer shifts toward in-office tax return process-

ing systems. INPUT estimates 89% of CCH Computax's 1991 revenue

was derived from its various tax processing services, 10% from software

product licenses, and 1% from education services provided to accountants.
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b. Company Strategy

CCH Computax is addressing the needs of a niche market through a

variety of solutions including software and education as well as processing

services. Growth has been achieved through various acquisitions in the

past several years. Most recently, in 1991, CCH Computax acquired

Optima Technologies, Inc., a small software development company
focused on tax return processing software.

c. Products and Services

CCH Computax provides batch, remote batch, and distributed tax process-

ing services for individual, partnership, corporation, fiduciary, oil and gas,

and deferred compensation retums.

Applications software products provided by CCH Computax include the

following:

• The Command System—an integrated set of IBM and compatible

microcomputer-based software products that allows tax preparers to

perform tax calculations

• Computax Connection products—permit the tax preparer to interface

microcomputer-based applications for tax planning, audits, and general

ledger with taxpayer data residing on CCH Computax mainframes

• ProSystem FX—a complete tax processing system designed to provide

customer-selected delivery methods through in-office, remote job entry,

or batch processing

• 1040 Solutions—acquired by CCH Computax in 1985, a microcomputer

software product that allows preparers to calculate and print individual

tax retums in their own offices

• CCH Computax 's Fiduciary Taxsystems Division—provides fiduciary

tax processing for banks using a software bridge to the bank's trust

accounting system

d. Key Issues

In response to continued economic pressure, during 1991 CCH manage-

ment implemented a general cost containment and awareness program for

all of the business segments and is developing a new strategic plan. In-

cluded, was a 5% across-the-board downsizing, early retirement offers, and

a 250-person reduction in full-time staff.
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5. FIserv, Inc., 2152 South 114th Street, Milwaukee, WI 53227-1029,

(414) 546-50007

a. Company Background

FIserv was formed in July 1984 and has grown through continuing devel-

opment of new services and products, and through acquisition. In May
1991, FIserv made a public offering of 12 million shares of its common
stock. FIserv made its initial public offering in September 1986.

FIserv claims to be the nation's largest provider of financial data process-

ing to savings institutions and one of the top five U.S. providers of finan-

cial data processing services to banks and credit unions.

FIserv's 1991 revenue reached $260 million. FIserv management at-

tributes revenue growth primarily to acquisitions but also to the addition

of new clients, the growth in the transaction volume experienced by

existing clients, and price increases. INPUT estimates approximately 94%
of FIserv's 1991 revenue was derived from processing services and 6%
from application software products.

b. Company Strategy

The FIserv business strategy is to become the nation's largest full-service

financial processing company through growth of its existing data centers,

expansion into new geographic areas through acquisitions, and expansion

into new, but related, products and services for the financial services

industry.

FIserv dedicates approximately 20% of its total computer capacity to

product development. During 1990, 1989, and 1988, the company spent

$28 million, $24 million, and $15 million, respectively, on software

development and maintenance.

Acquisitions made by FIserv in 1991 include the following:

• April 1991, Citicorp Information Resources, Inc. (CIR)

• April 1991, BMS Processing, Inc. and a 48% equity interest in BMS
On-Line Services, Inc.

• May 1991, FIserv agreed to acquire the item processing business of the

Federal Home Loan Bank

c. Key Products and Services

FIserv, Inc. provides on-line processing services to thrifts, commercial
banks, credit unions, and other financial institutions. The company also

provides trust administration services for self-directed retirement plans

and microcomputer software and educational services for asset/liability
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management to financial institutions. FIserv provides outsourcing capa-

bilities, application software products, and professional services consult-

ing for the financial services industry. FIserv currently operates multiple

full-service data centers, support centers, software system development

centers, item processing, and back-office centers throughout the U.S.

The FIserv Service Dimension is an expanded combination of transaction

processing and information management products and services for finan-

cial institutions.

Rserv processing services support account processing; management,

government, and regulatory reporting; and business operations, analysis,

marketing, and accoundng functions for banks credit unions, and savings

institutions.

6. Equifax Inc., P.O. Box 4081, 1600 Peachtree Street, N.W.
Atlanta, GA 30302, (404) 885-8000

a. Company Background

Equifax was founded in 1899 as a credit reporting agency under the name
Retail Credit Company. The company was renamed Equifax in 1976 and

now operates as the parent company for its subsidiaries, which provide a

range of services related to credit reporting, check authorizauon, credit

and debit card processing, insurance underwriting, and product marketing.

The company provides information services and other services through the

following business units:

• Consumer Credit and Marketing Services

• Insurance and Special Services

• Telecredit, Inc.

• Equifax Canada
• Equifax Europe

Equifax's total 1991 revenue was $1,093.8 million, a 1% increase over

1990 revenue of $1,078.8 milHon. INPUT estimates that approximately

$727 million (66%) of Equifax's total 1991 revenue was derived from

U.S. information services.

INPUT estimates that Equifax's information services revenue was derived

from electronic information services; credit, mortgage account manage-

ment, and credit and debit card processing services; and mortgage man-

agement software.

Equifax's information services revenue is derived from the insurance,

banking and finance, and retail industries and from credit agencies and

brokers.
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b. Company Strategy

Equifax's strategy is to offer a full range of services to address a variety of

needs of the financial services industry.

During 1991, Equifax initiated a restructuring program designed to

streamline operations through consolidating facilities and eliminating

marginal or unprofitable products and services. The restructuring in-

volved mostly the credit and insurance areas, in the Insurance unit,

Equifax's continuing shift to automated products made it possible to

reduce the number of district and regional offices. In the Credit unit,

Equifax is reducing the number of field operations as it shifts consumer

disclosure activities and credit grantor support function to its new Infor-

mation Service Center.

c. Key Products and Services

Equifax's products and services are categorized in the following areas:

• Credit reporting, account management
• Check verification

• Credit/debit card processing

• Insurance-related electronic IS

• Mortgage Loan systems

Equifax provides a number of information services in the areas described

above. It's primary processing service is provided by Telecredit, one of its

subsidiaries.

Telecredit provides check authorization services to retailers, credit and

debit card processing services to merchants and financial institutions, and

lottery services to state lottery organizations.

High Integrity Systems, a wholly owned subsidiary of Telecredit, provides

automated instant ticket gaming systems and services to state lotteries.

Using demographic data, Equifax also provides targeted information and

statistical modeling to help companies market their products.

7. Comdata Holdings Corporation, 5301 Maryland Way, Brentwood,
TN 37027, (615) 370-7000

a. Company Background

Comdata Holdings Corporation (Comdata) currently provides a range of

processing services to the transportation, leisure and gaming, and retail

industries through the following divisions:
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• Transportation Services, provides funds transfer and other information

management processing services to trucking companies.

• Consumer Services, provides credit card cash advance services to indi-

viduals for personal and emergency reasons.

• Telecommunications Services provides volume discounts for AT&T
long-distance charges.

During 1991, nine customers accounted for over 75% of revenue from

Comdata's check payment services. Input estimates that Comdata's 1991

revenue was $224 million, which was a 3% decline from 1990 revenue.

Results for 1991 were attributed to a poor economy and the reduction in

scope of services from two major customers.

b. Company Strategy

During 1991, Comdata entered various systems operations/marketing

agreements as follows:

• In September of 1991, Comdata entered into a 10-year agreement for

systems operations services with IBM's Integrated Systems Solutions

Corporation (ISSC) whereby ISSC operates and manages all data pro-

cessing functions involved in Comdata's operations.

Also, Comdata entered into an agreement with Advanced Telecommunica-

tions Corporation (ATC) whereby ATC has become Comdata's primary

provider of long-distance telephone service.

Comdata has essentially decided to outsource its processing services

business.

c. Key Products and Services

About 93% of Comdata's 1991 revenue was derived from transaction

processing services in support of funds transfer, permit issuance, and

check verification and guarantee. About 7% of revenue was derived from

volume discount long distance services.

Comdata provides funds transfer services, fuel purchase programs,

backhaul information, in-truck communications services, and permit

services to the trucking industry. During 1991, Comdata processed about

33 million funds transfer transactions valued at $7.1 billion for about

11,000 trucking comipany customers.

Comdata Consumer Services provides cash advance services to individu-

als for personal and emergency reasons and check authorization and

guarantee services to retailers.
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A

Conclusions and Recommendations

Conclusions

input's conclusions regarding the market for processing services are

detailed below and summarized in Exhibit VIII- 1.

EXHIBIT VIIM
Processing Services Market

Conclusions

• Mature market

• Stable market base

• Key applications driving demand

• Networks growing in importance

• Recession affecting growth

• Outsourcing is key trend

• Re-engineering has positive potential

These are described below:

Mature Market: While processing services has been the largest of the

delivery modes tracked by INPUT, its rate of growth has been steadily

declining. As PCs and workstations continue to diminish in price and

software becomes more easily available, it becomes feasible for compa-

nies to handle more applications in- house. This applies particularly to

small and mid-sized companies that could not cost justify their own
systems in the past.
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Stable Market Base: While processing services vendors are losing some
business to in-house alternatives, there is a base of customers that is

expected to remain stable. Many companies rely on vendors because of

specific expertise that the vendor offers, or because of economies of scale

possible due to shared system use. These customers don't want to have to

worry about things such as changing government requirements affecting

payroll handling. Likewise these clients realize that a vendor can respond

to changing network and applications needs more quickly than could an

in-house user. Banks and other financial institutions will continue to find

it cost effective to use processing firms for back-office functions. These

customers recognize the value added by the processing services vendor

and will continue to take advantage of that resource.

Key Applications: Certain applications are expected to drive increases in

demand for processing services. For example, plans are in place to allow

credit cards to be used in a number of new locations such as taxicabs and

fast food restaurants. This will increase transaction volume in an area that

has traditionally relied heavily on processing services. Claims processing

is another appHcation likely to increase transaction volumes. Various

government requirements and productivity issues for insurance companies

are providing strong incentives for on-line claims processing. Continued

growth in the telecommunications industry will increase demand for

billing services. Disaster recovery is another application that will promote

increased use of processing services vendors.

Networks Growing in Importance: Companies in virtually all industries

report that globalization is an important factor for business growth. Appli-

cations such as EDI are making it increasingly important to interface

networks involving a variety of different companies. Processing services

vendors with state-of-the-art networks can offer real advantages to cus-

tomers over in-house network alternatives.

Recession: The downturn in the economy has had an effect on just about

all business sectors. Many of the segments that traditionally make use of

processing services have been particularly hard hit. IS expenditures in the

banking/finance industry have been sharply curtailed in recent years.

Transportation, another heavy user of processing services, has seen de-

creased demand, as evidenced by the summer airfare wars at a time of year

when airhnes can usually claim premium prices. As unemployment rises,

revenues for payroll processing services decreases. Since processing

service vendors' revenues are based upon the volume of transactions, .

anything that drives the number of transactions down has a direct impact

on the bottom line.

Outsourcing: Outsourcing is one of the "hot issues" today in information

services. On the heels of unprecedented merger and acquisition activities,

companies are taking a good look at the businesses they are in and assign-

ing priorities. Many are deciding that they want to focus their efforts on
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their primary business and have a third party provide IS support. This

most often is achieved through the use of facilities management contracts.

The outsourcing trend is a positive one for processing services vendors.

As more companies modify their IS strategies to "buy" instead of "make,"

processing services vendors have an opportunity to capitalize on this

mind-set. After all, assuming responsibility for information systems has

been exactly what processing services vendors have been doing for the last

two decades. Many of these same vendors are also offering facilities

management services, which presents a strong, new opportunity for busi-

ness growth.

Re-engineering: Many companies today are rethinking their approach to

business processes and information systems. This often leads to decisions

to downsize applications to smaller platforms or to PCA-ANs and worksta-

tions. Though this trend clearly erodes some opportunities for processing

services, it also offers others. Companies may decide to make use of

outside services to supplement PC/LANs for certain applications.

Though processing services is unlikely to achieve high rates of growth in

the future, its ability to meet unique application needs will support an

ongoing and stable customer base. Its continued growth is dependent

upon a change for the better in the economy and the ability of processing

services vendors to capitalize on trends in new areas such as outsourcing,

downsizing and networking.

B

Recommendations

Based on the conclusions drawn from this year's analysis, INPUT offers

the following recommendations for processing service vendors. These

recommendations are also summarized in Exhibit Vni-2.

EXHIBIT VIII-2
Processing Services Market

Recommendations

• Expand product/service offerings

• Focus on vertical or nicfie market

• Continually upgrade applications/networks

• Emphasize networking capabilities

• Develop services to complement emerging technologies

• Maintain high service levels and competitive pricing
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Expand ProductIService Offerings: It has been stated that processing

services is a mature market. In addition, customers have a myriad of

choices available to them today as they make IS decisions. These choices

involve in-house solutions using a variety of platforms and applications.

They also include a range of outside services ranging from outsourcing the

entire IS operation to using processing services, network services, systems

integrators, and consultants. Given the choices involved, most companies

will make use of a number of options to address their needs. Vendors that

can offer more choices will be sought out more by customers.

!

The buyer of information services has changed in recent years, with upper

management being mcreasingly involved. The significance of this change

is that management is more interested in buying a solution rather than a

technology. Thus, the vendor that can offer alternative solutions has a

competitive advantage. As noted in Chapter VII, many processing ser-

vices vendors are offering other services such as systems operations,

systems integration, and application software. The vendors that can

expect to achieve a healthy rate of growth in the coming years will be

those that offer such variety.

Focus on Vertical or Niche Markets: One of the key reasons that custom-

ers use processing services is the expertise that these vendors bring to the

table. ADP and Paychex know payroll much better than most companies.

First Financial Management and American Express ISC are focused

specifically on the unique needs of the banking/finance environment.

Vendors should continue such speciahzation as they expand the offerings

provided to their chosen markets.

Vendors should continually be looking at ways to capitalize on their

known reputation in one area to expand services into a related area. For

example, service providers noted for their expertise in payroll should

begin to look at related human resources applications. Vendors need to be

able to customize solutions to avoid having their services viewed as

interchangeable commodities.

Continually Upgrade ApplicationsINetv^vrks: Buyers make use of pro-

cessing services because they believe there are benefits to this approach

over in-house solutions. However, technology is continually being devel-

oped that is faster and cheaper than what was available the year before.

Processing services have to keep up with the functionality of other tech-

nologies. If the appUcation is too slow or cumbersome, a buyer will start

to think about alternatives.

Though it may, in these economic times, be expedient for vendors to delay

making upgrades, such decisions can be responsible for future erosion of

their customer base. Given the "pay as you go" nature of processing

services, buyers can change their minds at any time. Vendors of process-

ing services need to make sure that the buyer continues to see value in

their services by making them comparable in function to in-house

alternatives.
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Networking can be a key advantage that prcx^essing services vendors can

emphasize to prospective buyers. It can be difficult for companies to

continually adjust their own networks to accommodate changes in traffic

patterns and volumes. Because of shared resources and larger volumes,

this is an area where processing services vendors can have an edge. The
vendor must continually invest in its network capability to stay competi-

tive, however.

Develop Services to Complement Emerging Technologies: Distributed

processing, client/server technology, and wireless communications repre-

sent only a few of the technologies that are constantly being introduced to

the marketplace. Since processing services have been traditionally been

mainframe based and the trend is toward smaller systems, these develop-

ments can be seen as threats to processing services. To compete effec-

tively in the years ahead, vendors of processing services are going to have

to fmd ways to co-exist with emerging technologies. Many vendors are

targeting their product development toward alternatives to offering ser-

vices complementary to client^server architecture, for example. Such a

technology-driven approach will be an important factor for achieving

growth.

Maintain High Service Levels and Competitive Pricing: When a buyer

uses an outside service, he gives relinquishes an element of control. To be

comfortable with this decision, the buyer needs to know that he can rely

on the quality of service. Buyers are demanding higher levels of service

and 24-hour operations on a 24 to meet their business needs. The vendors

that stay competitive will be the ones that can accommodate these needs.

Cost is also a major factor. Of the vendors INPUT interviewed, cost was

identified as the number one reason for opportunities lost to competitors.

Those companies thinking of outsourcing indicate that savings of at least

10% over in-house options are necessary to make a change. Given the

recent economic times, cost becomes an increasingly important factor.

Processing services vendors are facing some challenges ahead. On the one

hand, customers are continually being offered new alternatives that com-

pete with processing services at decreasing prices. To be competitive,

they must continually update applications, networks, and service levels.

Yet such upgrades involve investments, and buyers of processing services

are very price conscious and are reluctant to pay higher rates for improved

service. In addition, since processing services has become a mature

market, growth rates for such services are comparatively modest.

•

Processing services vendors must expand their service offerings to survive

and grow in the marketplace, and the expertise that they have developed

over the years in their targeted industries/applications puts them in a good

position to implement such and expansion. Providing software, consult-

ing, or system integration services in their established markets will allow

them to achieve higher levels of growth by drawing upon and leveraging

their traditional strengths.
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In the future, the dividing lines between processing services, systems

operations, and other third-party services will blur. The successful ven-

dors of tomorrow will be those that can work side by side with upper

management in their targeted markets to develop technology-based solu-

tions to business problems. These solutions will make use of both in-

house systems and outside services. The vendors that offer the most value

will be those that can address the user's needs with the best array of cost-

effective options.
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J
Definition of Terms

A
Introduction

input's Definition ofTerms provides the framework for all of INPUT'S
market analyses and forecasts of the information services industry. It is

used for all U.S. programs. The structure defined in Exhibit 1 is also used

in Europe and for the worldwide forecast.

One of the strengths of INPUT'S market analysis services is the consis-

tency of the underlying market sizing and forecast data. Each year INPUT
reviews its industry structure and makes changes if they are required.

When changes are made they are carefully documented and the new
definitions and forecasts reconciled to the prior definitions and forecasts.

INPUT clients have the benefit of being able to track market forecast data

from year to year against a proven and consistent foundation of defini-

tions.

For 1992 INPUT has added one delivery mode and defined three new
submodes to its Information Services Industry Structure:

• Equipment Services has been added as the ninth delivery mode. INPUT
has forecasted the equipment maintenance, support and related services

market through its Customer Services Programs for a number or years.

Starting in 1992, the equipment services portion of the customer services

market will be included in the total information services industry as

defined by INPUT. Other portions of this market (such as software

support) are already included.

• Two new submodes have been defined in the Systems Operations deliv-

ery mode - desktop services and network management. They are defined

on pages 5 and 6.

• A fourth submode has been defined within the Professional Services

delivery mode

—

applications management. This change reflects a shift

in the way some software development and maintenance services are

purchased. A complete definition is provided on page 6.
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A series of definitions for computer equipment have also been added.

Changes from the 1991 INPUT Definitions ofTerms are indicated

with a ir.

B

Overall Definitions and Analytical Framework

1. Information Services
1

Information Services are computer/telecommunications-related products

and services that are oriented toward the development or use of informa-

tion systems. Information services typically involve one or more of the

following:

• Use of vendor-provided computer processing services to develop or run

applications or provide services such as disaster recovery or data entry

(called Processing Services)

• A combination of computer equipment, packaged software and associ-

ated support services which will meet an application systems need

(called Turnkey Systems)

• Packaged software products, including systems software or applications

software products (called Software Products)

• People services that support users in developing and operating their own
information systems (called Professional Services)

• The combination of products (software and equipment) and services

where the vendor assumes total responsibility for the development of a

custom integrated solution to an information systems need (called

Systems Integration)

• Services that provide operation and management of all or a significant

part of a user's information systems functions under a long-term contract

(called Systems Operations)

' Services that support the delivery of information in electronic form

—

typically network-oriented services such as value-added networks,

electronic mail and document interchange (called Network Applications)

• Services that support the access and use of public and proprietary infor-

mation such as on-line data bases and news services (called Electronic

Information Services)

• Services that support the operation of computer and digital communica-
tion equipment (called Equipment Services)
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In general, the market for information services does not involve providing

equipment to users. The exception is where the equipment is part of an

overall service offering such as a turnkey system, a systems operations

contract, or a systems integration project.

The information services market also excludes pure data transport services

(i.e., data or voice communications circuits). However, where information

transport is associated with a network-based service (e.g., electronic data

interchange services), or cannot be feasibly separated from other bundled

services (e.g., some systems operations contracts), the transport costs are

included as part of the services market.

The analytical framework of the information services industry consists of

the following interacting factors: overall and industry-specific business

environment (trends, events and issues); technology environment; user

information system requirements; size and structure of information ser-

vices markets; vendors and their products, services and revenues; distribu-

tion channels; and competitive issues.

2. Market Forecasts/User Expenditures

All information services market forecasts are estimates of User Expendi-

tures for information services. When questions arise about the proper

place to count these expenditures, INPUT addresses them from the user's

viewpoint: expenditures are categorized according to what users perceive

they are buying.

By focusing on user expenditures, INPUT avoids two problems which are

related to the distribution channels for various categories of services:

• Double counting, which can occur by estimating total vendor revenues

when there is significant reselling within the industry (e.g., software

sales to turnkey vendors for repackaging and resale to end users)

• Missed counting, which can occur when sales to end users go through

indirect channels such as mail order retailers

Captive Information Services User Expenditures are expenditures for

products and services provided by a vendor that is part of the same parent

corporation as the user. These expenditures are not included in INPUT
forecasts.

«

Non-captive Information Services User Expenditures are expenditures that

go to vendors that have a different parent corporation than the user. It is

these expenditures which constitute the information services market

analyzed by INPUT and that are included in INPUT forecasts.
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3. Delivery Modes

Delivery Modes are defined as specific products and services that satisfy a

given user need. While Market Sectors specify who the buyer is, Delivery

Modes specify what the user is buying.

Of the nine delivery modes defined by INPUT, six are considered

primary products or services:

• Processing Services
\

• Network Services

• Professional Services

• Applications Software Products

• Systems Software Products
• Equipment Services

The remaining three delivery modes represent combinations of these

products and services, combined with equipment, management and/or

other services:

• Turnkey Systems
• Systems Operations

• Systems Integration

Section C describes the delivery modes and their structure in more detail.

4. Market Sectors

Market Sectors or markets are groupings or categories of the buyers of

information services. There are three types of user markets:

• Vertical Industry markets, such as Banking, Transportation, Utilities,

etc. These are called "industry- specific" markets.

• Functional Application markets, such as Human Resources,

Accounting, etc. These are called "cross-industry" markets.

• Other markets, which are neither industry- nor application- specific, such

as the market for systems software products and much of the on-line

data base market.

Specific market sectors used by INPUT are defined in Section E, below.

5. Trading Communities

Information technology is playing a major role in re-engineering, not just

companies but the value chain or Trading Communities in which these

companies operate. This re-engineering is resulting in electronic com-
merce emerging where interorganizational electronic systems facilitate the

business processes of the trading community.
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• A trading community is the group or organizations—commercial and
non-commercial—involved in producing a good or services.

• Electronic commerce and trading communities are addressed in

input's EDI and Electronic Commerce Program.

6. Outsourcing

Over the past few years a major change has occurred in the way clients are

buying some information services. The shift has been labeled

outsourcing.

INPUT views outsourcing as a change in the form of the client/vendor

relationship. Under an outsourcing relationship, all or a major portion of

the information systems function is contracted to a vendor in a long-term

relationship. The vendor is responsible for the performance of the

function.

INPUT considers the following submodes to be outsourcing-type relation-

ships and in aggregate to represent the outsourcing market. See Exhibit 1.

Complete definitions are provided in Section C of this document. INPUT
provides these forecasts as part of the corresponding delivery modes.

EXHIBIT 1

Outsourcing Components
INPUTS View

Outsourcing

Systems Operations

Platforms

Operations

Professsional Services

'mmm

Applications Management
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• Platform Systems Operations - The vendor is responsible for managing
and operating the client's computer systems.

• Applications System Operations - The vendor is responsible for develop-

ing and/or maintaining a client's applications as well as operating the

computer systems.

i^r Network Management - The vendor assumes full responsibility for

operating and managing the chent's data communications systems. This

may also include the voice communications of the client.

Applications Management/Maintenance - The professional services

vendor has full responsibility for developing and/or maintaining some or

all of the applications systems that a client uses to support business

operations. The services are provided on a long-term contractual basis.

lir Desktop Services - The vendor assumes responsibility for the deploy-

ment, maintenance, and connectivity betv^een the personal computers

and/or intelligent workstations in the client organization. The services

may also include performing the help-desk function. The services are

provided on a long-term contractual basis.

Delivery Modes and Submodes

Exhibit 2 provides the overall structure of the information services indus-

try as defined and used by INPUT. This section of Definition ofTerms
provides definitions for each of the delivery modes and their submodes or

components.

1. Software Products

INPUT divides the software products market into two delivery modes:

systems software and applications software.

The two delivery modes have many similarities. Both involve purchases

of software packages for in-house computer systems. Included are both

lease and purchase expenditures, as well as expenditures for work per-

formed by the vendor to implement or maintain the package at the user's

sites. Vendor-provided training or support in operation and use of the

package, if part of the software pricing, is also included here.

Expenditures for work performed by organizations other than the package

vendor are counted in the professional services delivery mode. Fees for

work related to education, consulting, and/or custom modification of

software products are also counted as professional services, provided such

fees are charged separately from the price of the software product itself.
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EXHIBIT 2
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a. Systems Software Products

Systems software products enable the computer/communications system

to perform basic machine-oriented or user interface functions. INPUT
divides systems software products into three submodes. See Exhibit 3.

EXHIBITS

Systems Software Products
Market Structure

Systems
Control

]

Access Control

Communications Monitors

Micro-Mainframe Links

Network Control

Operating Systems
Security Systems
System Library Control

Windowing Systems
Other

Systems
Software

Data Center
Management

Capacity Management
Computer Operations
Scheduling

Data Center Management
Disk Management
Downtime/Repair
Monitoring Management
Job Accounting

Performance Monitors

Tape Management
Utilities

Other

Applications

Development Tools

Program Development
and Production Tools

ent
I

• Applications Generators
• Assemblers
• Automatic Documentation
• Configuration Management
• Debugging Aids
• Languages

(All Generations)
• Systems Development
Control

• Retrieval Systems
• Translators

•4GL
• l-CASE
• Other

Data Base
Management Systems

• Data Base Management
Systems

• Data Dictionaries

• Other
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• Systems Control Products - Software programs that manage computer
system resources and control the execution of programs. These products

include operating systems, emulators, network control, Ubrary control,

windowing, access control, and spoolers.

• Operations Management Tools - Software programs used by operations

personnel to manage the computer system and/or network resources and

personnel more effectively. Included are performance measurement, job

accounting, computer operation scheduling, disk management utilities,

and capacity management.

• Applications Development Tools - Software programs used to prepare

applications for execution by assisting in designing, programming,

testing, and related functions. Included are traditional programming

languages, 4GLs, data dictionaries, data base management systems,

report writers, project control systems, CASE systems and other devel-

opment productivity aids.

INPUT also forecasts the systems software products delivery mode by

platform level: mainframe, minicomputer and workstation/PC.

b. Applications Software Products

Applications software products enable a user or group of users to support

an operational or administrative process within an organization. Examples

include accounts payable, order entry, project management and office

systems. INPUT categorizes applications software products into two

groups of market sectors. (See Exhibit 4.)

• Industry Applications Software Products - Software products that per-

form functions related to fulfilling business or organizational needs

unique to a specific industry (vertical) market and sold to that market

only. Examples include demand deposit accounting, MRPII, medical

record keeping, automobile dealer parts inventory, etc.

• Cross-Industry Applications Software Products - Software products that

perform a specific function that is applicable to a wide range of industry

sectors. Examples include payroll and human resource systems, ac-

counting systems, word processing and graphics systems, spreadsheets,

etc.

INPUT also forecasts the applications software products delivery mode by

platform level: mainframe, minicomputer and workstation/PC.
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EXHIBIT 4

• Integrated
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• Desktop
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2. Turnkey Systems

A turnkey system is an integration of equipment (CPU, peripherals, etc.),

systems software, and packaged applications software into a single prod-

uct developed to meet a specific set of user requirements. Value added by

the turnkey system vendor is primarily in the software and professional

services provided. INPUT categorizes tumkey systems into two groups of

market sectors as it does for applications software products. (See Exhibit

4.)

Most CAD/CAM systems and many small business systems are tumkey
systems. Tumkey systems utilize standard computers and do not include

specialized hardware such as word processors, cash registers, process

control systems, or embedded computer systems for military applications.

Computer manufacturers (e.g., IBM or DEC) that combine software with

their own general-purpose hardware are not classified by INPUT as

tumkey vendors. Their software revenues are included in the appropriate

software category.

Most tumkey systems are sold through channels known as value-added

resellers.

• Value-Added Reseller (VAR): A VAR adds value to computer hardware

and/or software and then resells it to an end user. The major value

added is usually applications software for a vertical or cross-industry

market, but also includes many of the other components of a tumkey

systems solution, such as professional services, software support, and

applications upgrades.

Tumkey systems have three components:

• Equipment - computer hardware supplied as part of the tumkey system

• Software products - prepackaged systems and applications software

products

• Professional services - services to install or customize the system or train

the user, provided as part of the tumkey system sale

Exhibit 5 contrasts tumkey systems with systems integration. Tumkey
systems are based on available software products that a vendor may
modify to a modest degree.

e 1992 by INPUT. Reproduction Prohibited. A-11



U.S. PROCESSING SERVICES MARKET, 1992-1997 INPUT

The Customization Spectrum

Systems
Integration

Custom
Turnkey

Turnkey

Degree of Customization

1 00% 50% 25% 0%

3. Processing Services

This delivery mode includes three submodes: transaction processing,

utility processing, and "other" processing services. See Exhibit 6.

Processing Services Market Structure

Processing Services

-— Transaction Processing

— Uitlity Processing

— Other Processing Services

• Transaction Processing - Client uses vendor-provided information

systems—including hardware, software and/or data networks—at the

vendor site or customer site to process specific applications and update

client data bases. The application software is typically provided by the

vendor.

• Utility Processing - Vendor provides basic software tools (language

compilers, assemblers, DBMSs, graphics packages, mathematical mod-
els, scientific library routines, etc.), enabling clients to develop and/or

operate their own programs or process data on the vendor's system.

• Other Processing Services - Vendor provides service—usually at the

vendor site—such as scanning and other data entry services, laser print-

ing, computer output microfilm (COM), CD preparation and other data

output services, backup and disaster recovery, etc.
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4. Systems Operations

Systems operations as a delivery mode was introduced in the 1990 Market
Analysis and Systems Operations programs. Previously called Facilities

Management, this delivery mode was created by taking the Systems
Operations submode out of both Processing Services and Professional

Services. For 1992 the submodes have been defined as follows.

Systems operations involves the operation and management of all or a

significant part of the client's information systems functions under a long-

term contract. These services can be provided in either of two distinct

submodes where the difference is whether the support of applications, as

well as data center operations, is included.

• Platform systems operations - The vendor manages and operates the

computer systems, to perform the client's business functions, without

taking responsibility for the client's appUcation systems.

• Applications systems operations - The vendor manages and operates the

computer systems to perform the client's business functions, and is also

responsible for maintaining, or developing and maintaining, the client's

application systems.

1^^ Network Management - The vendor assumes responsibility for operat-

ing and managing the client's data communications systems. This may
also include the voice communications of the client. A network man-
agement outsourcing contract may include only the management ser-

vices or the full costs of the communications services and equipment

plus the management services.

Desktop Services - The vendor assumes responsibility for the deploy-

ment, maintenance, and connectivity among the personal computers

and/or workstations in the client organization. The services may also

include performing the help-desk function. Equipment as well as ser-

vices can be part of a desktop services outsourcing contract.

Note: This type of client service can also be provided through tradi-

tional professional services where the contractual criteria of outsourcing

are not present

Systems operations vendors now provide a wide variety of services in

support of existing information systems. The vendor can plan, control,

provide, operate, maintain and manage any or all components of the

client's information systems environment (equipment, networks, applica-

tions systems), either at the client's site or the vendor's site.
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Note: In the federal government market, systems operation services are

also defined by equipment ownership with the terms "COCO" (Contrac-

tor-Owned, Contractor-Operated), and "GOCO" (Government-Owned,
Contractor-Operated).

5. Systems Integration (SI)

Systems integration is a vendor service that provides a complete solution

to an information system, networking or automation development require-

ment through the custom selection and implementation of a variety of

informadon system products and services. A systems integrator is respon-

sible for the overall management of a systems integration contract and is

the single point of contact and responsibility to the buyer for the delivery

of the specified system function, on schedule and at the contracted price.

(Refer to Exhibit 7.)

The components of a systems integration project are the following:

• Equipment - informadon processing and communications equipment
required to build the systems solution. This component may include

custom as well as off-the-shelf equipment to meet the unique needs of

the project. The systems integration equipment category excludes

turnkey systems by definition.

• Software products - prepackaged applications and systems software

products.

• Professional services - the value-added component that adapts the

equipment and develops, assembles, or modifies the software and hard-

ware to meet the system's "requirements. It includes all of the profes-

sional services activities required to develop, implement, and if included

in the contract, operate an information system, including consulting,

program/project management, design and integration, software develop-

ment, education and training, documentation, and systems operations

and maintenance.

• Other services - most systems integration contracts include other ser-

vices and product expenditures that are not classified elsewhere. This

category includes miscellaneous items such as engineering services,

automation equipment, computer supplies, business support services and

supplies, and other items required for a smooth development effort.

© 1992 by INPUT. Reproduction Prohibited. MAPR2



U.S. PROCESSING SERVICES NMRKET, 1992-1997 INPUT

Products/Services in

Systems Integration Projects
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• Information systems
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Software Products

• Systems software

• Applications software

Professional Sen/ices
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- Modification of software packages

- Modification of existing software

-Custom development of software

• Education/training and documentation

• Systems operations/maintenance

Other Miscellaneous Products/Services

• Site preparation

• Data processing supplies

• Processing/network services

• DataA/oice communication services
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6. Professional Services

This category includes four submodes: consulting, education and training,

software development, and applications management. Exhibit 8 provides

additional detail.

• Consulting: Services include management consulting (related to infor-

mation systems), information systems re-engineering, information

systems consulting, feasibility analysis and cost-effectiveness studies,

and project management assistance. Services may be related to any

aspect of the information system, including equipment, software, net-

works and systems operations.

• Education and Training: Services that provide training and education or

the development of training materials related to information systems and

services for the information systems professional and the user, including

computer-aided instruction, computer-based education, and vendor

instruction of user personnel in operations, design, programming, and

documentation. Education and training provided by school systems are

not included. General education and training products are included as a

cross-industry market sector.

• Software Development: Services include user requirements definition,

systems design, contract programming, documentation, and implementa-

tion of software performed on a custom basis. Conversion and mainte-

nance services are also included.

^ Applications Management: The vendor has full responsibility for

maintaining and upgrading some or all of the application systems that a

client uses to support business operations and may develop and imple-

ment new appHcation systems for the client.

An applications management contract differs from traditional software

development in the form of the client/vendor relationship. Under tradi-

tional software development services the relationship is project based.

Under applications management it is time and function based.

These services may be provided in combination or separately from
platform systems operations.
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EXHIBITS

Applications
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- Applications
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Development/
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7. Network Services

Network services are a variety of telecommunications-based functions and

operations. Network service includes two submodes, as shown in

Exhibit 9.

Network Services Market Structure

Network Services

Network Electronic

Applications Information

Services Services

— Value-Added — On-Line Data Bases
Networks (VANs)
- Packet Switching ^ On-Line News (text)

- Store and Forward Services

— Electronic Data —
- Other

Interchange (EDI)

— Electronic Information

Interchange

- Electronic Mail

- Bulletin Boards

a. Electronic Information Services

Electronic information services are data bases that provide specific infor-

mation via terminal- or computer-based inquiry, including items such as

stock prices, legal precedents, economic indicators, periodical Hterature,

medical diagnosis, airline schedules, automobile valuations, etc. The
terminals used may be computers themselves, such as communications

servers or personal computers.

e 1992 by INPUT. Reproduction Prohibited. MAPR2



U.S. PROCESSING SERVICES MARKET. 1992-1997 INPUT

Users inquire into and extract information from the data bases. They may
load extracted data into their own computer systems; the vendor does not

provide data processing or manipulation capability as part of the electronic

information service and users cannot update the vendor's data bases.

However, the vendor may offer other services (network applications or

processing services) that do offer processing or manipulation capability.

The two kinds of electronic information services are:

• On-line Data Bases - Structured, primarily numerical data on economic
and demographic trends, financial instruments, companies, products,

materials, etc.

• Unstructured, primarily textual information on people, companies,

events, etc. These are often news services.

While electronic information services have traditionally been delivered via

networks, there is a growing trend toward the use of CD ROM optical

disks to support or supplant on-line services, and these optical disk-based

systems are included in the definition of this delivery mode.

b. Network Applications

Value-Added Network Services (VAN Services) - VAN services are en-

hanced transport services which involve adding such functions as auto-

matic error detection and correction, protocol conversion, and store-and-

forward message switching to the provision of basic network circuits.

While VAN services were originally provided only by specialized VAN
carriers (Tymnet, Telenet, etc.), today these services are also offered by

traditional common carriers (AT&T, Sprint, etc.). Meanwhile, the VAN
carriers have also branched into the traditional common carriers' markets

and are offering unenhanced basic network circuits as well.

Electronic Data Interchange (EDI) - Application-to-application electronic

exchange of business data between trade partners or facilitators using a

telecommunications network.

Electronic Information Interchange- The transmission of messages across

an electronic network managed by a services vendor, including electronic

mail, voice mail, voice messaging, and access to Telex, TWX, and other

messaging services. This also includes bulletin board services.
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8. Equipment Services

The equipment services delivery mode includes two submodes. Both
deal with the support and maintenance of computer equipment.

lir Equipment Maintenance - Services provided to repair, diagnose prob-

lems and provide preventive maintenance both on-site and off-site for

computer equipment. The costs of parts, media and other supplies are

excluded. These services are typically provided on a contract basis.

i

lir Environmental Services - Composed of equipment and data center

related special services such as cabling, air conditioning and power
supply, equipment relocation and similar services.

D
Computer Equipment

These definitions have been included to provide the basis for market

segmentation in the software products markets.

Computer Equipment - Includes all computer and telecommunications

equipment that can be separately acquired with or without installation by

the vendor and not acquired as pan of an integrated system. Unless

otherwise noted in an INPUT forecast, computer equipment is only in-

cluded where it is part of the purchase of services or software products

(e.g., turnkey systems and systems integration).

Peripherals - Includes all input, output, communications, and storage

devices (other "than main memory) that can be channel connected to a

processor, and generally cannot be included in other categories such as

terminals.

ik Input Devices - Includes keyboards, numeric pads, card readers, light

pens and track balls, tape readers, position and motion sensors, and

analog- to-digital converters.

tir Output Devices - Includes printers, CRTs, projection television

screens, micrographics processors, digital graphics, and plotters

Communication Devices - Includes modem, encryption equipment,

special interfaces, and error control

Storage Devices - Includes magnetic tape (reel, cartridge, and cas-

sette), floppy and hard disks, solid state (integrated circuits), and bubble

and optical memories
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lir Computer Systems - Includes all processors from personal computers

to supercomputers. Computer systems may require type- or model-unique

operating software to be functional, but this category excludes applications

software and peripheral devices and processors or CPUs not provided as

part of an integrated (turnkey) system.

Personal computers - Smaller computers using 8-, 16-, or 32-bit

computer technology. Generally designed to sit on a desktop and are

portable for individual use. Price generally less than $5,000.

Workstations - High-performance, desktop, single-user computers
often employing Reduced Instruction Set Computing (RISC). Worksta-

tions provide integrated, high-speed, local network-based services such

as data base access, file storage and back-up, remote communications,

and peripheral support. These products usually cost from $5,000 to

$15,000.

Minicomputer or midsize computers - Minicomputers are generally

priced from $15,000 to $350,000. Many of the emerging client/server

computers are in this category.

Mainframe or large computers - Traditional mainframe and
supercomputers costing more than $350,000.

E
Sector Definitions

1. Industry Sector Definitions

INPUT structures the information services market into industry sectors

such as process manufacturing, insurance, transportation, etc. The defini-

tions of these sectors are based on the 1987 revision of the Standard

Industrial Classification (SIC) code system. The specific industries (and

their SIC codes) included under these industry sectors are detailed in

Exhibit 10.

INPUT includes all dehvery modes except systems software products and

equipment services in industry market sectors. See Exhibit 9 and section

E-3 (Delivery Mode Reporting by Sector).

Note: SIC code 88 is Personal Households. INPUT does not currently

analyze or forecast information services in this market sector.
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EXHIBIT 10

Industry Sector Definitions

Industry Sector
SIC

Code
Description

Discrete Manufacturing 23xx Apparel and other finished products

25xx Furniture and fixtures

27xx Printing, publishing and allied industries

31 XX Leather and leather products

34XX Fabricated metal products, except machinery

and transportation equipment

35xx Industrial and commercial machinery and

computer equipment

36xx Electronic and other electrical equipment and

components, except computer equipment
37xx Transportation equipment

38xx Instruments; photo/med/optical goods;

watches/clocks

39xx Miscellaneous manufacturing industry

Process Manufacturing 10xx Metal mining

12xx Coal mining

13xx Oil and gas extraction

14xx Mining/quarrying nonmetalic minerals

20xx Food and kindred products

21xx Tobacco products

22xx- Textile mill products

24xx Lumber and wood products, except furniture

26xx Paper and allied products
1 1

28xx Chemicals and allied products

29xx Petroleum refining and related industries

30xx Rubber and miscellaneous plastic products

32xx Stone, clay, glass and concrete products

33xx Primary metal industries

Transportation Sen/ices 40xx Railroad transport

41 XX Public transit/transport

42xx Motor freight transport/warehousing

43xx U.S. Postal Service

44xx Water transportation

45xx Air transportation (including airline

reservation services in 4512)

46xx Pipelines, except natural gas

47xx Transportation services (including 472x,

arrangement of passenger transportation)
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EXHIBIT 10 (CONT.)

Industry Sector Definitions

Industry Sector
SIC

Code
Description

Telecommunications 48xx Communications

1 ItilitiocUlllllico Hyxx cieciric, yas ana saniiary services

Retail Distribution 52xx

ooxx

54xx

55xx

56xx

57xx

58xx

59xx

Building materials

oenerai mercnanuise stores

Food stores

Automotive dealers, gas stations

Apparel and accessory store?

Home furniture, furnishings and accessory

stores

Eatinn and drinkinn niacipc;

Miscellaneous retail

Wholp<5alp Di<?tribiJtion *50xx\J\J Ak.r\.

51xx

Whnlp<5;5lp trflrip - riurahip nnnric;

Wholesale trade - nondurable goods

Banking and Finance 60xx

61xx

62xx

67xx

Depositary institutions

Nondepositary institutions

Security and commodity brokers, dealers,

exchanges and services

Holding and other investment offices

Insurance 63xx

64xx

Insurance carriers

Insurance agents, brokers and services

Health Services aoxx Health services

Education 82xx Educational services
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EXHIBiT 10 (CONT.)

Industry Sector Definitions

Industry Sector
SIC

Code
Description

Business Services 65xx

70xx

72xx

73xx

7389X

75xx

76xx

78xx

79xx

81 XX

83xx

84xx

86xx

87xx

89xx

Real estate

Hotels, rooming houses, camps, and other

lodging places

Personal services

Business services (except hotel reservation

services in 7389)

Hotel reservation services

Automotive repair, services and parking

Miscellaneous repair services

Motion pictures

Amusement and recreation services

Legal sen/ices

Social services

Museums, art galleries, and

botanical/zoological gardens

Membership organizations

Engineering, accounting, research, management,
and related sen/ices

Miscellaneous services

Federal Government 9xxx

State and Local

Government
9xxx

Miscellaneous Industries 01 XX

02xx

07xx

08xx

09xx

15xx

16xx

17xx

Agricultural production - crops

Agricultural production - livestock/animals

Agricultural services

Forestry

Fishing, hunting and trapping

Building construction - general contractors,

operative builders

Heavy construction - contractors

Construction - special trade contractors
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2. Cross-Industry Sector Definitions

INPUT has identified seven cross-industry market sectors. These sectors

or markets involve multi-industry applications such as human resource

systems, accounting systems, etc.

• In order to be included in an industry sector, the service or product

delivered must be specific to that sector only. If a service or product is

used in more than one industry sector, it is counted as cross-industry.

• INPUT only includes the turnkey systems, applications software prod-

ucts, and transaction processing services in the cross-industry sectors.

The seven cross-industry markets are:

Accounting - consists of applications software products and information

services that serve such functions as:

- General ledger

- Financial management
- Accounts payable

- Accounts receivable

- Billing/invoicing

- Fixed assets

- International accounting

- Purchasing

- Taxation

- Financial consolidation

• Excluded are accounting products and services directed to a specific

industry, such as tax processing services for CPAs and accountants

within the business services industry sector.

Human Resources - consists of application solutions purchased by mul-

tiple industry sectors to serve the functions of human resources manage-

ment and payroll. Examples of specific applications within these two

major functions are:

- Employee relations

- Benefits administration

- Government compliance
- Manpower planning

- Compensation administration

- Applicant tracking

- Position control

- Payroll processing
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Education and Training - consists of education and training for informa-

tion systems professionals and users of information systems delivered as a

software product, turnkey system or through processing services. The
market for computer-based training tools for the training of any employee

on any subject is also included.

Ojfice Systems consists of the following:

- Integrated office systems (lOS)

- Word processing

- Desktop publishing

- Electronic publishing

- Image systems

• lOSs—such as IBM's OfficeVision, HP's NewWave Office and DEC's
AU-In-l—typically include the following core functions, all of which

are accessed from the same desktop: electronic mail, decision support

systems, time management and filing systems.

• Office systems graphics include presentation graphics (which represent

the bulk of office systems graphics), paint and line art, page description

languages, and electronic form programs.

• The fundamental difference between electronic publishing and desktop

publishing (within the office systems sector) is that electronic publishing

encompasses a method of document management and control from a

single point—regardless of how many authors/locations work on a

document—whereas desktop pubUshing is a personal productivity tool

and is generally a lower end product residing on a personal computer.

• Electronic or computer publishing systems that are sold strictiy and

specifically to commercial publishers, printers, and typesetters are

excluded from cross-industry consideration and are included in the

discrete manufacturing industry.

Engineering and Scientific encompasses the following applications:

- Computer-aided design and engineering (CAD and CAE)
- Structural analysis

- Statistics/mathematics/operations research

- Mapping/GIS

• Computer-aided manufacturing (CAM) or CAD that is integrated with

CAM is excluded from the cross-industry sector as it is specific to the

manufacturing industries. CAD or CAE that is dedicated to integrated

circuit design is also excluded because it is specific to the semiconductor

industry.
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Planning and Analysis consists of software products and information

services in four application areas:

- Executive Information Systems (EIS)

- Financial modeling or planning systems
- Spreadsheets

- Project management

Other encompasses marketing/sales and electronic publishing application

solutions.

• Sales and marketing includes:

- Sales analysis

- Marketing management
- Demographic market planning models

3. Delivery Mode Reporting by Sector

This section describes how the delivery mode forecasts relate to the

market sector forecasts. Exhibit 1 1 summarizes the relationships.

• Processing services - The transaction processing services submode is

forecasted for each industry and cross-industry market sector. The
utility and other processing services submodes are forecasted in total

market in the general market sector.

• Turnkey systems - Turnkey systems is forecasted for the 15 industry

and 7 cross-industry sectors. Each component of turnkey systems is

forecasted in each sector.

• Applications software products - The applicadons software products

delivery mode is forecasted for the 15 industry and 7 cross-industry

sectors. In addidon, each forecast is broken down by platform level:

mainframe, minicomputer and workstation/PC.

• Systems operations - Each of the systems operations submodes is

forecasted for each of the 15 industry sectors.

• Systems integration - Systems integration and each of the components of

systems integration are forecasted for each of the 15 industry sectors.

• Professional services - Professional services and each of the submodes
is forecasted for each of the 15 industry sectors.
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EXHIBIT 11

Delivery Mode versus Market Sector
Forecast Content

Delivery Mode Submode

Market Sectors

Industry

Sectors

Cross-Industry

Sectors General

Services

T rji n <ja ptinn

utility

Other

X X
X
X

Turnkey Systems X X

Applications

Software Products

X X

oysiems vjperaiions r laiTorm

Applications

X
X

Systems Integration X

Professional Services X

Network Services Network Applications

Electronic Information

Services

X
X X

Systems Software

Products

X

Equipment Services X

• Network services - The network applications submode of network
services forecasted for each of the 15 industry sectors.

Industry and cross-industry electronic information services are forecast

in relevant market sectors. The remainder of electronic information

.

services is forecasted in total for the general market sector.

• Systems software products - Systems software products and its

submodes are forecasted in total for the general market sector. Each

submode forecast is broken down by platform level: mainframe, mini-

computer and workstation/PC.
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• Equipment services - Equipment services and its submodes are

forecasted in total in the general market sectors.

F

Vendor Revenue and User Expenditure Conversion

The size of the information services market may be viewed from two

perspectives: vendor (producer) revenues and user expenditures. INPUT
defines and forecasts the information services market in terms of user

expenditures. User expenditures reflect the markup in producer sales

when a product such as software is delivered through indirect distribution

channels (such as original equipment manufacturers (OEMs), retailers and

distributors). The focus on user expenditure also eliminates the double

counting of revenues that would occur if sales were tabulated for both

producer (e.g., Lotus) and distributor (e.g., ComputerLand).

For most delivery modes, vendor revenues and user expenditures are fairly

close. However, there are some areas of significant difference. Many
microcomputer software products, for example, are marketed through

distribution channels. To capture the valued added through these distribu-

tion channels, adjustment factors are used to convert estimated informa-

tion services vendor revenues to user expenditures.

For some delivery modes, including software products, systems integra-

tion and turnkey systems, there is a significant volume of intra-industry

sales. For example, systems integrators purchase software and subcontract

the services of other professional services vendors. Turnkey vendors

incorporate purchased software into the systems they sell to users.

To account for such intra-industry transactions, INPUT uses conversion

ratios to derive the estimate of end-user expenditures.

Exhibit 12 summarizes the net effect of the various ratios used by INPUT
to convert vendor revenues to user expenditure (market size) figures for

each delivery mode.
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Vendor Revenue to

User Expenditure Conversion

Delivery Mode
Vendor Revenue

Multiplier

Applications Software Products 1.18

Systems Software Products 1.10

Systems Operations 0.95

Systems Integration 0.95

Professional Services 0.99

Network Services 0.99

Processing Services 0.99

Turnkey Systems 0.95

Equipment Services 0.99
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Forecast Data Base and
Reconciliation

Forecast Data Base

Exhibit B-l presents the detailed 1992-1997 forecast for the processing

services market.

B

Forecast Reconciliation

The forecast reconciliation for the processing services market is shown in

Exhibit B-2.

• While processing services is a mature market, it is also a relatively stable

market. Despite the recession which has affected users of processing

services dramatically, the CAGR of 8% forecast last year remains the

same.

• Most of the forecast changes for the 1991 and 1992 timeframe have

been due to the effect of the economy. In more than half of the vertical

markets, the forecast CAGR for 1992-1997 is the same or within one

percentage point of last year's forecast.

• The industries where the largest variances in 1991 were found, as

compared with last year's forecast, are banking/finance and telecommu-

nications. To a lesser extent, wholesale and retail distribution and

insurance had negative variances. Interestingly enough, the applications

described earlier in this report, which are expected to increase demand

for processing services, apply directly to several of these industries. The

applications include credit/debit card processing, utilities billing, and

insurance claims processing. INPUT believes that while there is poten-

tial for growth in these industries, the recession has had such a strong

effect that this growth is yet to be realized.
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• Telecommunications, utilities, and banking/finance growth is expected

to return to previously forecasted levels once the economy turns around.

In wholesale and retail distribution, CAGRs have been adjusted slightly

downward.

• The transportation industry, which makes extensive use of processing

services, shows a negative variance in 1996 of 1 1%. Due to the longer

than expected effect of the recession and its impact on the airline indus-

try, adjustments have been made downward accordingly.

• In the medical/health services market, the growth rate has been adjusted

slightiy upward from a CAGR of 5% to a CAGR of 7%. This industry is

a recession-proof market that is making increasing use of information

systems and services. Given the increased drive for on-line claims

processing discussed earlier, INPUT forecasts increased use of process-

ing services in this sector.

• In the cross-industry markets, the demand for processing services is

rapidly dechning. Nearly all of the markets have negative variances as

compared with last year's forecast. The largest decrease in terms of total

dollars is human resources, which has a negative variance of $320
million for 1996. In terms of percentage, education and training shows

the greatest 1996 decrease at 97%. In the cross-industry markets, the

reasons for variance are somewhat different from the vertical markets.

Whereas the economy has been the dominant factor in the vertical

markets, changes in technology figure more prominentiy in the cross-

industry markets. PC/workstation and applications software capabilities,

along with the affordability of both, have had a devastating blow on the

cross-industry markets. Education and training software allows compa-
nies to make use of this capability in-house. Developments in account-

ing, planning and analysis, and office systems, which allow these func-

tions to be handled on PCs and LANs, has reduced the processing

services market for these uses dramatically. Even engineering and

scientific applications that previously required the power of large-scale

systems can often be run by today's high-powered workstations. Payroll

is the only cross-industry market expected to continue to make sizable

use of processing services.

• It should be noted that while the migration of cross-industry markets to

in-house systems is negatively affecting processing services, cross-

industry markets have been a relatively small part of processing services

expenditures.

• Utility processing services also represents a small part of the processing

services market. Once again, the capabilities and affordability of in-

house systems have gradually eroded the market for these services.

However, companies will continue to take advantage of the capabilities

e 1992 by INPUT. Reprodualon Prohibited. MAPR2



U.S. PROCESSING SERVICES MARKET, 1992-1997 INPUT

of Utility services on an as-needed basis. Significant growth in this

market is not expected. No variance from last year's report has been

made.

• While there are weaknesses in certain areas of the transaction processing

market, there is healthy growth in "other" processing services driven by
the continued growth of disaster recovery services.

EXHIBIT B-1

Processing Services Marl<et Forecast

by Market Sector, 1991-1997

($ Millions)

Market Sectors
1991

($M)

Growth

91-92

(%)

1992

($M)

1993

($M)

1994
' ($M)

1995

($M)

1996

($M)

1997

($M)

CAGR
92-97

(%)

Delivery Moae Total 17,884 7 19,1 12
r\r\ CCA
20,554 22,199 23,939

0^C 0 0 >i

25,884 27.972 8

Vertical Industry Markets 1 1 ,884 5 12,522 13,323 14,229 15,225 16,306 1 7,493 7

Discrete Manufacturing 838 4 875 r\A c915 956 994 A r\00
1 ,038 1 .077 4

Process Manufacturing 717 4 743 778 815 853 895 939 5

Transportation 2.070 3 2,132 2.239 2.373 2,516 2,667 2.827 6

Utilities 217 14 248 283 322 367 421 480 14

Telecommunications 928 14 1 ,058 1.217 1 ,400 1 ,610
A r> C A
1 ,851 2,129 15

Hetaii uistriDution 1 /U 4 \ 1

1

1 00 b

Wholesale Distribution 298 3 307 319 341 365 391 418 6

Banking and Finance 3,255 7 3.483 3,761 4,062 4,387 4,738 5,117 8

Insurance 363 5 381 404 432 463 495 530 7

Health Services 526 5 551 584 625 674 729 787 7

Education 191 3 196 201 207 213 218 225 3

Business Services 1,692 2 1.722 1,751 1.778 1,807 1,824 1,860 2

Federal Government 187 3 193 200 206 213 220 227 3

State and Local Gov't 288 10 317 348 383 422 464 510 10

Miscellaneous Industries 144 -3 139 137 134 132 131 128 -2

Cross Industry Markets 2,746 3 2.827 2,919 3,018 3,127 3,227 3,342 3

Accounting 150 3 155 160 165 170 175 180 3

Education and Training 10 -40 6 4 3 2 2 2 -20

Engineering & Scientific 128 2 130 130 125 120 110 100 -5

Human Resources 1,676 5 1,760 1.850 1.940 2,040 2.140 2.250 5

Office Systems 36 -3 35 30 30 30 25 25 -7

Planning and Analysis 190 -13 165 145 130 115 100 • 85 -12

Other Cross-Industry 556 4 576 600 625 650 675 700 4

Other Markets 3,254 16 3.763 4,312 4.952 5,587 6,311 7.137 14

Processing Services

- Utility 943 5 990 1,040 1,091 1,146 1.204 1,264 5

- Other 2,311 20 2,773 3,272 3,861 4,441 5.107 5,873 16
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EXHIBIT B-2

Processing Services

1992 Data Base Reconciliation by Market Sector

($ Millions)

Market Sectors

1991 Market 1996 Market
Q1 QR

PARR

Q1 rntyi rpi

Q1 Qfiy 1 -yo

P6r UdLia

y^ rpi

1991

Report

(Fcst)

($M)

1992
Report

(Fcst)

($M)

Variance from

1991 Report

1991

Report

(Fcst)

($M)

1992

Report

(Fcst)

($M)

Variance from

1991 Report

($M) (%) ($M) (%)

Total Information 18.274 1 7,884 -oyu o
-c. 26,639 25,884 -QUO 8 8

Services Market

Vertical Industry 12,189 1 1 ,884 -oUo -«5 17,159 16,306 -oOo -0 7 7

Markets

Discrete Mfg. 838 838 0 0 1,038 1,038 0 0 4 4

Process Mfg. 717 717 u Au 895 895 u u 5 5

Transportation 2,070 2,070 u u 2,980 2,667 -oi o -1

1

8 5

Utilities 217 217 u nu 421 421 u nU 14 14

Telecom 1.020 928 .Q 2.052 1.851 -1 n
1 u 15 15

Retail Distribution 174 170 c 243 224 -1Q -fto 7 6

Wholesale Dist. 310 298 -1 P -A 452 391 O 1
-1

1

1 o 8 6

Banking and 3,440 3,255 1 OvJ •J 4,988 4,738 -?*in •J 8 8

Finance

Insurance 375 363 -1? o 530 495 Jl 7 6

Health Services 526 526 nu 660 729 1 n 5 7

Education 191 191 0 0 218 218 0 0 3 3

Business Services. 1 ,692 1 ,692 0 0 1,824
A A
1 ,824 0 0 2 2

Federal Gov't 187 187 nU nU 220 220 nU nu 3 3

State & Local Gov't 288 288 n n 507 464 to -ft 12 10

Miscellaneous 144 144 u nu 131 131 nu nu -2 -2

Industries

Cross-Industry 2,831 2,746 -85 -3 3,636 3,227 -417 -11 5 3

Markets

Accounting 150 150 0 0 175 175 0 0 3 3

Friuration and 95 10 -85 -89 68 2 -66 -97 -6 -28

Training

Engineering and 128 128 0 0 131 110 -21 -16 0 -3

Scientific

Human Resources 1.676 1,676 0 0 2,460 2,140 -320 -13 8 5

Office Systems 36 36 0 0 26 25 -1 -4 -6 -7-

Planning & Analysis 190 190 0 0 100 100 -8 -7 -12 -12

Other Cross-lnd. 556 556 0 0 676 675 -1 0 4 4

Generic Markets 3,254 3,254 0 0 5,844 6,311 467 8 12 14

Processing Svcs.

- Utility 943 943 0 0 1,204 1,204 0 0 5 5

- Other 2,311 2,311 0 0 4,640 5,107 467 10 15 17
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