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Chapter 3 

OVERIVIEW 
ORGANIZATION, PLANNING, 

OPERATING RESULTS, AND FINANCIAL HISrORY 

3 .O INTRODUCTION 

One of t he  most important  aspects i n  t he  l i f e  of any busness en te rp r i se  i s  
the development o f  i t s  management and t he  improvement o f  i t s  f i n a n c i a l  
performance as f t  matures. So t oo  w i t h  Informat ics,  Th is  chapter w i l l  discuss 
the evol u t i o n  of t he  company's organizat iona l  st ructure,  the development o f  i t s  
admini s ta t i ve ,  f i n a n c i a l  and market1 ng support functions, t he  growth o f  f t s  
f a c i l i t i e s  and locat ions,  changes i n  i t s  bust ness strategy and long-range plans, 
and i t s  o v e r a l l  f i n a n c f a l  h i s to ry .  The reader should note t h a t  Informat ics 
e f f o r t s  per ta f  n i ng  t o  subsi d i a r y  fonatiol?ns, acqu is i t i ons t  mergers, and major 
external  f i n a n c i a l  investments a re  discussed separately. i n  Chapter 4 which 
fo l lows*  

3 *l ORGANIZATIONAL STRUCTURE AND MANAGEMENT 

Through t h e i  r organ f z a t i  onal st ructures0 corporat ions po i  se themselves t o  
se ize market oppor tun i t l t es ,  adapt t o  economfc condft ions, and ca r r y  ou t  t h e i r  
s t r a t e g i c  and long-range plans. Harvard Un ive rs i t y  Professor A l f r ed  Chandl er r  
i n  h i s  study o f  the  evo lu t i on  of t he  l a r g e s t  corporat ions o f  ea r l y  twen t ie th  
century h e r 1  can (St ra tegf  es and Structures 1 ,  has pointed o u t  t h a t  those whi ck 
have surv ived i n t a c t  and have been successful over the  years a l t e r e d  t h e i r  
organfzations ( f n  tarms o f  chafn o f  command and opera t ing  a c t i v i t i e s )  i n  
accordance w i t h  marketpl ace cond i t i ons  and the1 r long-term goals. I n  short, 
*s t ruc tu re  fo11 ows strategy,"( 1) By expl a i  n ing the evol u t i  on o f  :B:nfomatics 
organizat ional  s t r u c t u r e  first, t h e  development o f  i t s  s t ra tegy  can be more 
adequately d i  scussed. 

The organizat ion of  In fo rmat i cs  has gone through th ree  major phases. The 
f i r s t  i s  the per fod . o f  1962 through 1x8 when the company was d iv ided i n t o  
Eastern and Western operations. A t r a n s i t i o n  phase dur ing 1969 and '11970 l e d  t o  
the second major phase from 1971 through 1975 when busf ness a c t i v i t i e s  were 
decentral ized i nto  semf-autonomous ncompanies .n The t h i  r d  phase, b~ibgi nni  ng i n  
mid-1975, rearranged these companies i n t o  groups o f  s i m i l a r  o r  re la ted  business 
servfces and markets and l as ted  u n t i l  1982. T h e t r f i I p p  b e t a . s ~ ~ , ~ s s x g ~  
Dever d i s t i n c L  Rather, an evo lu t ionary  process occurred where func t ions  and 
operations would be res t ruc tu red  over a per iod  o f  th ree  t o  more than a year 
whfch, taken as a whole, can be considered a major organiza.1:ional change, 
begi nni  ng a new phase. Frequently new organf z a t i  on names a n d  account4 ng 
s t ruc tures became e f f e c t i v e  a t  the beginning o f  a year0 b u t  de-facto operat ions 
and r e s p o n s i b i l i t i e s  were e f f e c t i v e  several months prev ious ly .  Also, withi in 
each phase there were occasional m i  nor s h l f t s  i n organizationa' l  s t ruc tu re  as 
well ,  but  these were i nconsequential t o  the company's development. Many of  
these are described i n  the subsequent app l icab le  chapters. The three major 
phases o f  I n f o m a t i c s  organizat ion are  dfsc:ussed below. 



During i t s  f i r s t  year, Informatics management only cons.lsttsd of four people 
(Bauer, Frank, Wagner, a n d  Hill) entirely located In the tos Angeles area, 
worki ng out of the headquarters of Dataplmoductsr i t s  parenl: corporati on. Thi s 
quickly changed after 11 months when the company was awarded major contracts 
from the Rune Air Development Center, the National Military Command Systems 
Support Center, N A S A ' s  Jet  Propulsion Laboratory, a n d  I:BM Federal Systems 
Division for programming support to  NASA's Manned Space Craft Center in Houston. 
Since these contracts were in different parts o f  the country and caused t he  
company to grow rapid7y in size, and because Informatics was s t i l l  very much of 
a fledgl ing opportuni s t i c  enterpri se, Wa1 t e r  Bauer merely d'lvi ded activi t i e s  
into Western a n d  Eastern Operations under the genera? superrvfsion of  Frank 
Wagner a n d  Werner Frank, respectivelyt who were elected as vice presidents of 
the corporation and  elected t o  the board of directors. Additionally, Frank was 
la ter  relocated t o  the East Coast where he opened an office in Washington, D.C., 
t o  serve a s  Eastern Operatiorrs headquarters. Bauer himsel f di rected functions 
in the corporate office (established in Sherman Oaks, Cal ifornia, during 1964) 
which affected the entire company and which were consolidatetl t o  support both 
Eastern and Western actfvities. A s  the company grew, entered new market areas 
and acquf red other businessest separate titvisions were formed and pl aced under 
either the Eastern or Western umbrellas except when the business operation 
concerned was particularly unique or of spec'lal interest t o  Bauer, such as 
Command and Control Systems and Advanced Informatfon Systems. In these cases 
the activity init ially was kept separate reporting directly t o  Bauer. The 
sensitivity of a newly recruited executive was often a factor.(2) 

The Western--Eastern structure was not, however, str1c;tly based on geography 
(or geographic assignment of markets) nor rigidly fixed on a foundation of 
different sets of business activit ies located in two separate places. I t  was 
i nstead rather a m b  t guous'l y based on a preponderance af si1ni1 a r  or re7 ated 
software service activit ies and markets more or less located in the same region 
of the country due, not to  deliberate desfgn* b u t  t o  whethier the marketing 
activity that resulted in a contract was directed by Frank or Wagner. The 
majority of Eastern. Operatf ons servf ces were for the federal governmentr 
particularly for the Department of Defense, which happened t o  be located Yn 
Washington. Western Operations primarily provided commerc:fal services t o  
customersr often I n  the aerospace Industry in the Southwest. Neither 
operational group was restricted t o  these geographi cal or market (Ireas. Thus 
Western Operatfons could do busjness i n  the East and also serve ml1 itary a n d  
government agencies, whf ch f t  d l  d  by provid'ing System/360 programni ng and 
documentation support t o  IBM/Poughkeepsi et and  by perf orm'l ng systems desi gn and  
analysis for the Navy" Pacific Missile Range in P t .  Mugu, California. Eastern 
Operations llkewise could offer commercial services, which i t  d f d  with Honeyws'll 
in Boston and Dean Witter in New York, or move its efforts west by  working on 
the Air Force's PACER and PADDAC projects 'ln Nebraska; Hawal i ; and Saigon, Vi'et 
Nam. Both groups even pursued bus7 ness f n Europe. Where necessary they 
cooperated with and assisted each other. For instance, early projects for lhe 
Air Force's Rome Air Development Center located in New York wepe perfornisd 
ini t ia l ly  by Western Operatfons, then for a time simultaneously by both Eastern 
a n d  Western Operations until taken over by the Northeast Region (which reported 
to  Eastern Operations) after :"G establishment. 







Bauer described ttbi s organ izat iona l  s t r uc tu re  i n  1966 wi th  t he  fo11 owing: 

I pre fe r  t o  t h i n k  o f  Bauer, Wagner and Frank as represent ing 
the  t op  management o f  the company i r r espec t i ve  of l oca t ion .  
The t i t l e s ?  "Western Operations" and "Eastern Operationsn on ly  
imply a closeness o f  t h e  i nd i v i dua l  t o  ce r t a i n  p r o j e c t s  and 
customers. [Vice Presidents who repo r t  t o  Wagner and Frank a re  
d i v i s i o n a l  v i ce  presddents.3 It i s  important  t o  r e a l i z e  t h a t  
these d i v i s i o n s  need no t  have a strong geographical 
i den t f f t ca t f on ;  t h a t  is ,  par ts  of the d f v i s i o n  may be i n  t he  
East as we l l  as t h e  West? and t h e  d i v i s i o n  v i ce  p res i  dent may 
repo r t  t o  East o r  West, depending on the  h i  s t o r i c a l  development 
o f  the  d i v i s i o n  and t h e  cur ren t  needs. 

Under t h i s  system the  on ly  d i v i  s i  on v i ce  pres ident  t o  ever have a d l  s t i  n c t  
geographical organ izat ion was Richard Kaylor  who was assigned, i n  1965s the  j o b  
o f  es tab l i sh ing  t he  Northeast Region ( l a t e r  d i v i s i o n )  i n  order t o  penetrate t h e  
commercial f i n a n c i a l  market o f  Wall Street .  By 1965 the  o rgan iza t i  ona1 
s t ruc tu re  o f  In fo rmat i cs  appeared as i l l u s t r a t e d  i n  Figure 3-1.(3) The 
existence o f  var ious u n i t s  and persons i n  spec i f l c  pos i t i ons  over l i m i t e d  
per iods o f  t ime fs shown by n o t i n g  t h e  years of existence or serv fce w i t h i n  
parenthesis under the  person o r  u n i t ' s  name. Th i s  p rac t i ce  i s  fo l lowed where 
appropr iate i n  subsequent charts.  

Figure 3-1 r e f 1  ects  t he  company 1 s e a r l y  concentrat ion on provid' ing systems 
analysi  sr desii gn and p r o g r a n i  ng serv ices t o  the  m i l  i t a r y  and aerospace f i e l  ds. 
Advanced In format ion Systems ( the  begfnning o f  MARK I V  and sof tware products) 
and the  Northeast Regfon were t he  on ly  operat ions o f  In format ics  no t  s e l l i n g  
servfces t o  these customers dur ing  t he  per fod o f  1962 through 1967. Because the  
company was st171 f a 1  r l y  small i n  size, the  corporate o f f i c e  cunta i  ned a group 
o f  cen t ra l i zed  support funct ions such as Admin is t ra t ion & Finance, Plans 8 
Programs (essent ia l  l y  market i  ng) and Technical Communications whi c:h prepared 
documentation, technical manual s r  and educational materi a1 s i rr support o f  t he  
cont racts  and p ro jec ts  conducted by the operat iona l  d iv isfons.  Each operat iona l  
group and d i v i s i o n  was responsible f o r  i t :s  own sales and t h e  marketing of i t s  
products and servfces. 

Th is  loose form o f  corporate organizat ion was encouraged and copfed downward 
through the company. For ins tance? when Werner Frank designated a Northeast  
D i v i s i on  and a Washington? D.C. D i v i s i o n  based on geographic grounds? he 
hastened t o  add the  q u a l i f i c a t i o n  t h a t :  

There i s  no imp1 i c i t  o r  expl i c i t  cons t ra i n t  or  bond t o  a 
region. . . . Thus a s a t e l l i t e  operat ion (Omaha o r  6osl:on) 
could someday emerge as a region,, A spec ia l ized f u n c t i o n  may 
be s ing led o u t  as a d i v i s i o n  because o f  I t s  nature---for 
example, if we suddenly were t o  develop a p a r t i c ~ ~ l a r  
p ropr ie ta ry  i t e m  it may be organized as a separate e n t i t y .  

Each d i v i s f o n  was responsi b l  e f o r  f  t s  own market i  ng and 1 ocal admin is t ra t ion  
whi le  Frank's o f f i c e  o r  Eastern Operati  orls headquarters d e a l t  w f  t h  long-range 
p l a n n - l n g  and d f rec ted a common s e t  o f  shared func t ions  ( s i m i l a r  t o  some o f  those 
f rm t h e  corporate of f f ce )  such as pol i c y  adm-l n i  s t r a t i on ,  con t rac t  n e g o t i a t f  o n ,  



and some personnel matters due t o  t he  1 in i i ted  resources among the  d i v i s i o n s  t o  
prov ide t h e i r  own support a c t i v i t i e s  i n  these areas. ( 4 )  

By 1969 In format ics  had expanded t o  the  po in t  t h a t  it was ab le  t o  i n i t i a t e  
t h e  format ion o f  a Data Services D i v i s i o n  (by the acqu i s i t i on  o f  the  Rucker Data 
Centers i n  C a l i f o r n i a )  and acquire Computing Technology, Inc., a custom 
programmi ng and systems design bust ness o f f e r i n g  software services t o  t h e  New 
York f i nancial communfty . which was merged w 4th Eastern Operatl  ons Northeast 
D iv is ion .  The second phase o f  In fo rmat ics  organizat ion began w i th  t he  a d d i t l o n  
of these two predominately business-oriented commercial serv ice organizat ions.  
Th is  was a t r a n s i  t l o n  stage which ex is ted  dur ing 1 x 9  and 1970. During 1970 t h e  
geographical names o f  Eastern and Western Operations were dropped i n  favor  o f  
two major pa r t s  o f  the company, Products 8 Services ( f o r  standard sof tware 
products and computer support services) and Systems 8 Programming ( f o r  custom 
programming and systems design services), but  t h e i  r geographical character  
remained* as shown i n  F igure 3-2. 

Beginning f  n 1971, as shown f n  F igure 3-33 t he  corporat ion evolved i n t o  a 
s e t  o f  f ou r  semi-autonomous ncompanies.n These were a& 1 egal subsi  d i a r y  
corporat ions;  t h e  term "companyn was chosen t o  g ive  stalturc3 ( f o r  market ing 
purposes) t o  an organizat ional  u n i t  specfa1 i t i n g  i n  i t s  own d i  s t i n c t  market, 
product, o r  service. However, each was headed by i t s  own lilpre!sident,n (who was 
a. v i c e  pres ident  o f  In format ics)  and had ncompany v ice  pres'Identsn who were n o t  
o f f i c e r s  o f  any corporation. 

By 1973 In format ics  had loca t ions  scat tered throughout t h e  count ry  and i n  
Europe, bu t  these l oca t i ons  were o f f j c e s  o f  the  individua' l  companies, n o t  
corporate-wlde sales o f f  Ices. The former Data Services D fv f s i on  headed by 
Richard Hi71 qu i ck l y  became e x t i n c t  bu t  s izeable growth occurred i n  what was 
formerly TISCO t o  r e s u l t  I n  the  mu7 t i - d i v i s i o n  In format ion Systems; 8 Services 
Company. Also, the great success of M A R K  I V  as a software product r esu l t ed  i n 
t h e  t ransformat ion o f  t he  Software Products D fv is ion  i n t o  the MARt: I V  Systenls 
Company which concentrated p r ima r i l y  on sales and development o f  j u s t  t h i s  ve ry  
successful product, r e s u l t i n g  i n  t h e  openf ng o f  many o f  sales o f f  i ces  a1 1 over 
the world. Two o f  In fonna t l cs  founders and senior v i ce  presidents, Frank Wagnear 
and Werner Frank, a lso d i d  s t i n t s  outs ide of the  corporate s t ruc tu re  se rv i ng  as 
pres idents  o f  a f f i l i a t e d  companiesr ATbR Computer  system^ Campany, Inc. 
(AtarCSI) and Equlmatf cs. Inc,, respect ive ly ,  whfch were e f f o r t s  to expand t h e  
corpora t i  on through ' j o t  n t  ventures l n t o  the  a l r  t r ave l  and insurance 1 ndustrie!;. 
I n  these assfgnments Wagner remai ned as an employee and o f f i c e r  o f  I n fonna t l cs  
( w i t h  part- t ime dutfes), but  Frank resigned from In format ics  .to become a f u l l -  
t ime  employee of Equlmatics. Af ter  t he  demise o f  Atar'CSI and Frank's 
resf  gnat1 on, Wagner was elected execut ive v ice  president o f  1nf'onnat;i cs. ( 5 )  

To support the g rea t l y  enlarged s t r u c t u r e  o f  in for ma tic:^, t i te  corporate  
o f f i c e  I t s e l f  became enlarged w i t h  a greater number o f  executive!; devoted t o  
special  i zed functions. By 1974 the consol idated support funct ions such as 
technica l  comnunicati ons and proposal w r i  t fng.  previously prov i  died 1:o operat ions 
as a shared resource, d l  sappea red. Ins tead corporate f unct i  ons were devoted t o  
'long range s t ra t eg f  c planning, new product and acqu i s i t i on  ana'lysi sll sharehol der 
and coreorate re1 atfons* and f tnancf a1 reviev and mon i to r i ng  o f  operations. A1 1 
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Pres f~dent 

Final  Approvals: Investments; 
Acquisitions; Prof it Plans; Strategy; 

Organization; Contracts; Proposals; etc. 

Advert ising & Pub1 1 c Relations 

Board Relationships 

Executive Compensation 

Corporate Posture & Orientat ion 

Management Devel opment 

E r ~ ~ w s r  
Senfor  VIce Pres ident /  Operat fons 

Quarterly 4 Annual P r o f i t  Plan 
Development 

n a j  or Contract Monitoring 

Major Proposal Analysis 

P r o f i t  Performance Monitoring 

Busf nets Plpn Analysis 

Oparati ng Po1 fcy Canpl lance 

Custmer Relations 

Management Incent ive PI an 

B S ~ L L A - E C X ! ~  
Execut fve  Vice P r e s i d e n t  

Operatl onal: Executive Per f  onnance ; 
I n t e ~ o r g a n i z a t  lona1 Factors; 
Overall  Corporate Performance 

Buslness Area Analysis & Development 

New ProductslServices Analysis d 
Devel opment 

Corporate Strategy Devel opment 

Equitable Operati onal Re1 a t i  onships 

Acquisi t ion Coordination 

Special Responsfbfl f ty: Data & 
Network Servfces 

AlwuP1d.o 
Vice  President/ A d m f n f s t r a t l o n  & 

Fimance 

Financl'al Reporting 

Management Information Systems 

Accountling b Aud i t i n g  

Ff nancial Pol i c l es  & Procedures 

Personnel 

Administration & Finance f o r  Operating 
Units 

Special Responsibil f t i e s :  
PRODUCTION IV X GROUPl3, Inc. 

Corporate O f f  i ce  !iervices 

Source: Walter F. Bauer, P r e s i d e n t ' s  O f f  i c e  D u t i e s  and Respons lb i l  i t i e s r  
February 6, 1974. 
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operat ions now supported themsel ves w i t h  the1 r own product advert3 s i  ng, 
techn ica l  docurnentati onr accountingr and other  admi n i  s t r a t i v e  s ta f fs .  A f t e r  t he  
merger o f  Equimatics and Informat ics,  a President 's  O f f i ce  was establ  ished wf t h  
t h ree  s t a f f  funct ions.  Werner Frank assumed the ti tl e o f  Execut ive Vice 
President/Corporate Development and Frank Wagner t h a t  o f  Senior Vice 
Pres i  dent/Operatf ons. The du t ies  and responsi b i l  i t i e s  o f  the Pres ident 's  Off  i c e  
as d iv ided  among Walter Bauer, Werner Frank, Frank Wagner, anti A l b e r t  Kaplan 
(who had replaced Car l  Long i n  1973 as c h i e f  f i nanc ia l  o f f f c e r l  were as shown I n  
F igure  3-4. 

The most s i g n i f i c a n t  f a c t  revealed by t h e  corporate organizat.ion dur ing  t h l s  
phase i s  the  s h i f t  o f  In fo rmat i cs  away from concentrat ion on m f l i t a r y  and 
government serv fce and programming con t rac ts  t o  business o r len ted  computer 
services, appl i c a t i  onsr and products as shown i n  Figure 3-5. (6) 

I n  1974 Informatl 'cs became a subs id iary  o f  The Equi tab le  L i f e  Assurance 
Society o f  t he  Unfted States by merging with a f f i l i a t e d  Equimaticsr Inc .  The 
1 a t t e r  company 1s operat$ ons were spl  it i nt:o two. The o r i  g i  nal  Uni t e d  Systems 
I n t e r n a t i o n a l  opera t i  on i n  Da l l  asr Texas, became the Equimati cs Company, w i t h  
Paul Wrotenbery as president. The data serv ices u n f t  f n  Fa f r f i o l d ,  New Jersey, 
became the  Data Servf ces D f v i  sf on o f  Computing Techno1 ogy Company, w i  t h  John 
nJayn Callanan as v i ce  president and general manager. 

F igure  3-3 only shows the o u t l i n e  o f  corporatle organizat ion between 1971 and 
1974 w i t h  emphasis on corporate o f f i c e r s  and top executfves. Not shown i s  t h s  
d e t a i l e d  organfzat fonal  s t r uc tu re  w i t h i n  individual companies ncsr the  names 01' 
d i v i s f  onal vice-presidents. De ta l l  ed organizat ion char ts  o f  t he  Westerri 
Systems, Computing Tochnol ogy, I n f  ormation Systems, MARK I V  Systems cmpanfes 
and Equimatics, Inc., f o r  t y p i c a l  years are shown f n  Figures 3-69 3-71 3-8, 3-91 
and 3-10, respect ive ly .  

The second phase o f  In fo rmat i cs  organizat iona l  s t r uc tu re  lasted through 
1975. I n  October o f  t h a t  year the corporat ion acquired Programnfng Methods, 
Inc., which so ld  custom programming and systems design serv ices t o  t h e  same 
markets and types o f  customers as d l d  I n f o m a t i c s  Western Systems and Computing 
Technology companies, and so ld  software products I n  t he  same marketp'l ace as d i d  
t he  MARK I V  Systems Company. PMI was kep t  as a separate organiziat:ion du r i ng  t he  
remainder o f  1975, w i th  i t s  East and West Coast v i ce  presidents.--Doniild Toy anid 
Paul Connolly, respect ively--report ing d i r e c t l y  t o  Werner Frank. Due t o  the  
dup l l ca t i on  among t h e  products and serv ices o f f e red  by PMI and the ln format ic!s 
operat f  ons mentioned above and because the corporat ion embarked on a s t ra tegy t o  
re-enter and re-emphasize the  data serv jces business by us ing t h e  e x i s t i n g  
Equimatics da ta  cent,er i n  Fa i r f i e l d ,  New Jersey* as a base f o r  a na t i ona l  
t imeshar i  ng network* In format ics  agafn reorganized I t s e l  f. 

Th is  t h i r d  phase o f  In fo rmat i cs  organ-lzat ion which began t o  be implemented 
i n  1976 was, by 1977, t o  be comprised o f  fou r  major product and a;ervIce groups. 
As i n  the  beginning a f  the previous stage, a t r a n s i t i o n  per iod csccurl-ed. There 
were on ly  th ree  groups formed f n 1976--Cmrnercf a1 Servicesr I n f o r m a t i  or 
ServfcesF and Indust ry  Appl i cat ionsF as shown i n  Figure 3-11. Software product: 
activities 1 nc l  uded responsl b i l  i t l e s  for  t h e  products acqui red with P M I ,  but. 



were divided among three vice presi dents for  Sys tems  Product Development, 
Systems Products Marketing, and International Market3 ng who reported di rectly t o  
Bauer. O f  the three groups formed, the bfggest change was the Commercial 
Services Group which was formed from the Data Services Division of Equimatics 
and the merger of the professional services part of Computing T~schnology Company 
in to  PMI Eastern Division, plus PMI Western DivY sion (which by now had absorbed 
Western Systems Company). The Industry Applications Group consfsted mainly of 
Equimatics, I ~ C . ~  b u t  also included the ACCOUNTING IV Division (from CTC) and 
the ManuCscturi ng Systems Division. Information Servlces Groul:, was essen-ti a1 ly 
the former Infomation Systems Company. 

In 1977 the group structure was ful ly imp1 emented as showri i n  Figure 3-12. 
The Software Products Group was formed under Paul Wrotenbery. All software 
product ac t iv i t i es ,  except for those in Information Services Group, were 
combined in to  one unified group regardless of the industry or market they 
served. The resulting Software Product:; Group, a1 though incl udi ng MARK IV, 
encompassed much more than th is ,  i ncl udi ngl other s y s t e m  imp1 ementatf on products, 
the insurance products of Equimatics, a1 1 appl ication produc:ts of the Computi ng 
Technology Campany, and a l l  products of the PMI acquisition. 

The Data Services Group under Richard Kaylor was created. I t  included the 
Data Services Divi s i  on pl u s  the acqui s i  t f  on of Management Horizons Data Services 
(a Columbusr Ohio, data center) which provided a national 'tims sharing network 
focused on servf ces t o  vertfcal i ndustries : who1 esal e order di strf bution 
processing for the pharmaceutical and hardware industries. Frank Wagner, i n  a 
s taf f  rol e, was assigned as corporate monitor and coordinator of the d a t a  
services act ivi ty of Data Services Group, Equimatics Data Services ( i n  Dallas),  
and Information Systems and Services Groupr which had found i t  rrecessary t o  
establ ish an i nfonation processing center of i t s  own. 

The Professional Services Group was established under Werner Frank. I t  
included the PMI Eastern Division and the PMI Western Division, Finally, 
Information Systems was l e f t  intact,  except for  changing the name t o  Information 
Services Group. 

With t h i s  organization the admini s t ra t ive  functions of Informatics were very 
much decentralized, Each group has i t s  own atlministrative and financial s t a f f s -  
The corporate office now devoted i t s e l f  t o  overall review of business 
operations, financial control shareholder relatf onst 10179-te m b u s f  ness 
p l  anning, and corporate development. ( 7 )  More detai 1 ed organ1;ration charts are 
shown for each group i n  1980 in Figures 3-U through 3-16. 

3.2 EXECUTIVE, ADMSNISlRATIVE, AND FINANCIAL OFFICERS AND STAFF 

Informatics has gone through four separate perfods of differing executive 
and financial control over i t s  operations even though it:§ fc~unders have 
basically remained with the company a s  i t s  three top executives during its f i r s t  
21 years. These separate periods represented s h i f t s  in the member-ship of the 
board of directors and a l s o  in the financial and administrative s t a f f s  of the 
company. These four dist inct  periods may be described a s  fol 1 ows: 

1, 1962-1958: Formatfve Years 
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Walter F. Bauer 
Erwin Tomash 

Wi l l iam N. Mozena 
Thunas L. Taggad 
Raymond Stuart-W i 11 I ams 
Francis V. Wagner 
Werner L. Frank 
George W. Brown 
Graham Tyson 
C1 arence J . Wooda r d  
Lynn W. Jones I1 
Richard E. Krafve 
t e s t e r  L. K i l p a t r l c k  
Richard E. Kay1 o r  
David H. Ha r r i s  
Robert M. Hendrickson 
James A. Atwood 
Ruth S. Block 
Harry D. Garber 
Barry V. Smith 
Paul T. Wrotenbery 
Carleton D. B u r t t  
Raymond G. McCullough 
Morton D. M i l l e r  
Dona1 d J . Mooney 
John R. Goodroe 
Nelson B r m s  
P a t r i c i a  M. F u l l e r  
Benjamin D. Holloway 
A lber t  G. Handschumacher 
Wi l l tam M. Duke 
George F . J ames 
Oscar M. Ruebhausen 
Vincent N. Maraf i n o  
Fred Carr 



CHAIRMAN OF THE BOARD 
Walter F. Bauer 

David H. H a r r i s  
Harry D. Garber 
Barry  V. S m f t h  
Carle ton D. B u r t t  

CHIEF EXECUTIVE OFFICER 
Walter F. Bauer 

PRESIDENT 
Walter F. Bauer 

EXECUTIVE VICE PRESIDENTS 
Franc i s  V, Wagner 
Rf chard E. Kaylor 
Werner L. Frank 
Bruce T. Coleman 

SENIOR VICE PRESIDENTS 
Werner L. Frank 
Francts V. Wagner 

John A. Pos t l ey  
Rlchard E, Kaylor 
A1 b e r t  S. Kaplan 
Paul T. Wrotenbery 
Rfchard C. Lemons 
Bruce T. Coleman 
James R. P o r t e r  
Kenneth W. Draeger 
Merrftt M. Lutz 

CHIEF FINANCIAL OFFICERS 
Wllliam N. Mozena 3/ 15/64 
Lynn W. Jones I1 4/ 18/65 
Thomas L. Taggart 10/14/69 
Carl D, Long 4/ 13/70 
Alber t  S. Kaplan 5/10/73 
Vlctor  M. Martfnel l l  12/ 16/ 80 

SECRETARIES 
William N. Mozena 
Lynn W. Jones I1 

Emf1 E. Landefeld 
Merrllyn McCranie 
Ralph S. I r w i n  
Brlan E. Barnforth 
E, Broox Randall 



Francis V. Wagner 
Werner L. Frank 
Jackson W. Granholm 
Irving Cohen 
Robert W. Rector 
Rfchard H. Hi l l  
Russel 1 0. Archi bal d 
John A. Postley 
George J . Vosatka 
Richard C. Lemons 
Lynn W. Jones I1 
Richard E. Kaylor 
Emil E. Landefel d 
John E. Voyles 
William B. Moore 
Herbert Jacobsohn 
George Schussel 
Charles R. Schneider 
Carl D. Long 
Ronald S. Freeman 
Walter A. Levy 
Peter W. Me1 i t z  
A1 bert Mandansky 
Richard Ketover 
A l b e r t  S. Kaplan 
Paul T. Wrotenbery , 
W i l  son R. Cooper 
Paul J .  Connolly 
Donald A. Toy 
Bruce T. Coleman 
Vlncent M. Mart{ nell i 
James R. Por ter  
Merr i t t  M. Lutz 
Kenneth W. Draeger 
E. Broox Randall 
Paul K. Wilde 
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2. 1969-1973 : Independent Years 

3. 1974-1979: Equi tab le  Subsi d i  a ry  Years 

4. 1980-1982: Independent Matu r i t y  Years 

The f o l l ow ing  sect ions discuss the di f ferences among these per iods and t he  
key admi n i s t r a t i v e  people who pa r t i c i pa ted  i n  them. F igure  3-17 l i s t s  t he  
members o f  the  Board o f  D i rec to rs  through the  years, F igure  3-18 l i s t s  t he  
senior  o f f i ce r s  of the corporation, and Figure 3-19 l i s t s  the v fce  pres ldents  o f  
t h e  corporation. Af ter  1970 there were many executives w i t h  tihe t i t l e  o f  v i ce  
president, bu t  these were t i t 1  es w i t h i n  wcompani esn and groups; those execut ives 
were no t  l e g a l l y  o f f i c e r s  o f  the In format ics  corporation. 

3.2.1 ora te  Of f fcers  and the R ~ a m r g s i g ~  

Although Walter F. Bauer has always served as 1nfonnatic:s pres ident  an~d 
chief  executive o f f i c e r  and Werner Frank (w i t h  the except ion o f  1972 and 197'3 
when he was presjdent o f  Equimatics) and Frank Wagner have always served as 
execut ive o r  sen ior  v i ce  presidents, the c m p o s l t i o n  o f  the campany's board of 
d i  rectors, represent ing t h e  u l t ima te  f inanc ia l  con t ro l  o f  t h e  company d u r i  r ~ g  
these periods, changed tremendously dur ing i t s  var ious stages o f  growth. I n  t k e  
f i r s t  stage mentioned above, Informat ics was i n  i t s  format ive years du r i ng  which 
it was de f fn fng  markets, developing ~ a p a i b i l i t i e s ~  seeking oppor tun i t i es ,  and 
makfng i t s e l f  known t o  Indust ry  v i a  prest ig ious pro jec ts ,  ladver' t is i  ngr anti 
nat iona l  symposia. The cmpany was a rapt d ly  growing star t -up opera1:ion through 
i t s  f i r s t  f i v e  years. I t s  founders were 1 earni ng how t o  manage a business. I t s  
parent co rpora t i  on, Dataproducts, p rov i  ded t he  f n i  t i a l  i nves.tment cap i  t a l  and 
numerous short-term loans t o  support i t s  subsi d ia ry ' s  expan!sion. Since it 
repeatedly doubled i t s  s i ze  between 1962 and 1965' the need f o r  cash t o  pay f o r  
increased s t a f f  and expanded o f f i ce  space was frequent. Between 1962 and 1968 
(when Dataproducts so ld  i t s  remainfng i n t e r e s t  i n  In format ics) ,  Dataproducts had 
provided ( i n i t i a l l y  by d i  rect loans and 1 a te r  by guarantees of' 1oar;is from Bank 
of Pmerica) a t o t a l  o f  $3.4 m i l l i o n  t o  i t s  software subsidiary, ,  A11 b u t  
$550,000 had been repaid by June 1968.(8) 

3.2.1.1 Formative Years, 1962--1%8 

Due t o  the f i n a n c i a l  support received from Dataproducts and because it was a 
whol ly  owned subs id iary  u n t i l  1 x 5 ,  t he  board o f  df rectors;  o f  I n f o rma t i cs  
ref1 ected t he  parent corporat ion 's  ownership. The three i n f  t i a f  board members 
included only one fnsf  der, Bauer, p l u s  Dataproducts president Erwi n Tomash, and 
f inanc ia l  v i ce  president, W i ?  1 lam Mozena. I n  A p r i l  1963 Dataprclducts added 
Thomas L. Taggart (a member of the Dataproducts board, a business co i?su l tant  and 
former v i ce  president of Ampex), and i t s  engineering v i c e  presidetnt, Raymond 
Stuar t -Wi l l  lams who was soon replaced by Dr .  George Brown, a ccmpu-ter i ndus t r y  
pfoneer and a professor a t  the Un i ve rs i t y  o f  Ca7 i f o r n i a  a t  Los Angel es. Frank 
Wagner and Werner Frank were elected-members i n  1964. A l l  f o u r  ou'tsiders a1 so 
were members of Dataproducts board of d f r ec to r s  as was GI-aham Tyson, who 
replaced Tomash f o r  a year i n 1966. Tmiash served as cha i  man of' the board. 
Mozena served as ch ie f  f i nanc ia l  o f f i c e r  and corporate secretary- t reasurer  f o r  
both cumpa~ies unt i7  1965, when Lynn Jones was e lec ted t o  these o f f i c e s .  nou< jh  
nat  a member- of t h e  board? a very f n f l u c s n t f a l  adv'isor was Chestt4i- Lappint a 



senior partner i n the  Los Angeles f f nn af Mftchell, Sfl bel-berg 8 Knupp*  who 
served as genera? counsel t o  Dataproducts and Informatics. (9) 

Even f n  the early years, the Dataproducts board members exercised only a 
1 lmi ted amount of 1 nfl uence on Inf ormati cs and 41:s act ivi  tie!;. Acqui st1 ons had 
t o  be approved by the Board along w i t h  any long-term financfng. Otherwiser the 
exercise of authority was not very strong. One exceptialn was when Tomash 
refused t o  devote very much corporate money t o  the development of MARK IV, 
suggestfng i nstead the a1 ternate approach of customer sponsorshi p t o  obtain 
funds for the creation of Informatics f i r s t  and most successful software 
product. The hardware engi neers of Dataproducts (Tomash and Stuart-W i l l  i ms) 
were unfamilfar w f t h  software technology and generally saw Informatics as 
provfding a support servfce to computer instal l a t f  ons rather t h l a n  as a producer 
of specialized products which might requSre a s  much investment for research a n d  
development as ccmputer 2eri pheral s. Nevertheless, i t  m u s t  be  pointed out that  
Tcmash was strongly in favor of the concept of software products and gave much 
encouragement to that  end, a t  l eas t  u p  t o  the pol n t  where ri  s k y  nvestments were 
requi red! Another execption was Taggart who soon became a consultant t o  Bauer 
and whose contributions t o  the company are descr-i bed i n Secti on 1,8.6. 

Informatics soon had recovered the inftfaf investment tha t  Dataproducts rnad~e 
in i t  b u t  i t s  growing need for operating capital d i d  not allow i t  t o  reinvest 
its profi ts  i n  major projects. As the company continued t o  become more 
profitabl e, the i nfY uence of Dataproducts sf ow 1 y decl i ned. The Inf ormati cs 
founders were permitted t o  buy a 1 imited amount of stock (40,000 shares) in 
thefr company and a stock option plan was adopted. This was followed by the 
pub1 ic  sa le  of some Informatics stock* ais described i n Sectilon 3.6.3 during 
1966, 1967 and 1%8.(10) 

With  each expansion of Informatics and further sa le  of i ts  stock, the goals 
and directions of Dataproducts and i t s  subsidiary began t o  diverge. I n  the 
second half o f  the 1960fs, Walter Bauer cmbarked on a strategy for Infsrmatics 
t o  diversify. MPRK IV (dl seussed below in Chapter 9) was h i s  entree f nto the 
software product business. He decided t o  enter the data servfces busines:; 
through the acquisition of three exfsting data centers owned by The Rucker 
Company. Tmash opposed t h i s  acqui s i  t fon  because he f el t Informatics w a!; 
unfamil far  and inexperienced with the data services business. U1 timate7y he wa15 
proved correct, b u t  a s  a board member he d f d  not veto the nnove in order t o  
prevent antagonizing the Informatics management and t o  keep t h e m  motivated ln 
thei r  roles a t  Informatjcs. Also, since Informatics was no longer a wholly 
owned subsl diary and minority shareholder ownership was i ncrcsasf ng with each 
public sa le  of stocks Tanash was no longer in a position t o  unilaterally impose 
hts opfnf on on the management of Infonnatics. An opportunity arose during the 
same year for Dataproducts t o  acquire Stelma, Inc., a New England 
telecomnunications equfpment manufacturer, for  a 1 arge amount of cash. 
Recognizing the different dl recti  ons between the two companies and not wanting 
t o  inhibit  the growth of Informatics because o f  Dataproducts parti  cul ar needs, 
Tmash deci ded t o  have Data products df vest  itsel f of fts hol df  ngs  i n Informatics 
i n  order t o  o b t a i n  the funds necessary for the acquisition o f  Stelma. 150 
Dataproducts sold i ts  rmaf  n f  ng in teres t  fn Informatics in February 1969. (11) 



3.2,l.Z Independent Years, 1969--1973 

Since Dataproducts had sold f t s  interest in Informatics t o  the publ ic, 
Informatics became an independent who1 ly publ icly owned corporation. This event 
occurred a t  the beginni ng of a strategic period of expansion into new markets 
a n d  services for the company (as can be seen by the organf:zation charts of 
Ffgures 3-2 and 3-3 above). O f  course wlth the divestfture, some of the 
Dataproducts board members soon resigned. Tomash and Mozena ramained a s  members 
for part  o f  the year b u t  Thomas Taggalrt, who had since resigned from the 
Dataproducts board of di rectors, rmai rred on Informatics board, sf nce his 
t a l e n t s  and  insights as a consultant has wan the respect of the company's 
management.( 12) 

The Dataproducts men were replaced on the board, during 1969, by Lynn Jones, 
Richard Krafve, a management consultant, and C1 arence Woodard* chat rman o f  the 
board of The Rucker Company. In 1970 Woodard reslgned and was replaced by 
Lester L. Kilpatricl<, president of Cal ifornia Computer Products Inc. When Lynn 
Jones l e f t  the company in 1973, Richard Kaylor, presiden't of Informatics 
Computing Technology Ccxnpany, was elected to  replace him on the board. 

During th i s  period of young independence, Bauer served as  chafnnan of the 
board. Senior vice presidents Werner Frank and Frank Wagner continued as the 
principal operating officers. An experienced f inancial executive, Carl Long, 
was recruited as  chief ffnancial officer. Lynn Jones sewed as secretary, 
except for a year in 1970 when Emll Landefeld replaced him. In 1973 Merrilyn 
McCranie, who had f i r s t  joined the company a s  Bauerts personal secretary and had 
worked her way u p  t o  being assistant corporate secretary, was elected secretary. 
This gave Informatfcs the distinction of being one of the early ptlblfcly owned 
corporations having a female executive in th is  position.(l3) 

In this second phase of its growth from 1%8 t o  1973, 1nt'ormai:ics a t  f i r s t  
expanded operations into the computer services bust ness. Other expansion 
efforts included the acquisition of Canputing Technology, Imc., t o  enter 'the 
ffnancial professional services business, the acquisition of Parsons & Williams 
to  obtain the PROWCTICN IV software product* and the developlment of the 
Information Systems Company to  provide various forms of i rlformeition systems 
services. The perfod was characterized by eagerness on the part o f  Informatics 
management t o  expand the company, selecting their  own d i  rections a n d  
marketplaces. Such fndependence was facilitated by t h e  fact  that the board of 
directors was dominated by insiders. This independence ancl desi; re to  expand 
freely, however, encountered an obstacle f n the recession period of 1970. 

The recession caused the embryonlic Data Services Division t o  fa11 to 
unprofitable levels, resulting f n  t h e  cmpanyfs quick exi t  from this busf ness, 
and the  resulting recording of heavy losses a t  the end of f i sc:a1 1970. I t  a1 so 
sent the stock market tumbling, espe~clally t h e  stock prices of software 
companies (the f i r s t  time in the brief ten year history of their  existence). 
Even in the recovery period from 19'71 to 1973, softuare stocks remained 
depressed. They had fa1 len into disfavor wlth financial an1 aysts follokri ng 
mass ive  write-offs by scme companies (not i ncl u d i n g  Informat<c!;) c j f  capi t a 1  l z e d  
expenses for sof tware development. B u t  a l l  were tarred w i t h  t h e  same brush. 
Despite i t s  growing profits, the unavaill ab i l  f t y  o f  t nvesiment: moneiy from either 
the stocic market or venture  capltaiis~s prevented t he  company from pursuing 



additional acquisitions and  new product developments, thereby severely limiting 
its growth. 

3 2.1.3 Equitable Subsidiary Years, 1974--1979 

T h i s  economfc decline of the early 1970's gradually caused' Informatics t o  
seek al ternate means of supporting business growth. I t  solved1 the problem 4 n 
1974, merging w i t h  Equimatics, Inc, , ( i t s  joint  venture with The Equitable Life 
Assurance Society of the Unlted States)  and becomtng a wholly owned subsidiary 
o f  The Equitable. The merger allowed Informatics t o  commit t o  a f i ve  year 
business development p1 an whereby i t  was a1 lowed t o  "plow back1' or rei nvest i t s  
ent i re  prof i ts  within i t s e l f  t o  support further growth instead of being 
conti nuousl y ob1 lgated t o  produce prof it:s t o  impress f i nanci a7 analysts and 
pub1 i c  shareholders. The Equitabl e was i nterested in obtaining a technology a n d  
professional labor reservoir which i t  f e l t  was needed t o  cope with the 
information problems of the insurance f n d 1 ~ ~ t r - y .  This was more important than 
the investment, so they were willing t o  wait several years t o  real ize prof i ts  
f ram thei r i nvestment. (14 )  

To safeguard i t s  investment The Equitable, of course, placed s i x  of its 
management members on the Pnformatics board in addition t o  the Informatics team 
of Bauer, Frank, Wagner, Taggart, and Paul WrotenberyP presf dent of Equf matics9 
Inc., who replaced Kaylor as  a board member after  the acqufsftfon. Added t o  the 
board in 1974 were a number of executives of The Equitable: a new chairman, 
Davfd A. Harris, an executive vice president; James A. Atwood, and Robert M. 
Hendri ckson, a1 so executive vice presi dents; Harry D. Garberr senior vic:e 
presi dent and corporate actuary ; R u t h  S. Block, senf or vice presf dent:, 
fndfvidual operatf ons; and Barry V. Smith, sanf or vice president. compute!r 
servfces--a11 from the higher echelons of The Equitable. I n  1975 Morton F'. 
Miller (vice chairman of the board of The Equitable), Carletcrn D. Burtt, and 
Raymond D. McCu1 lough (both Equitable senior vice presidents) replaced Harris, 
Atwood, and Hendrfckren. Harrf s was succeeded as chairman by Garber, Smith, and 
B u r t t ,  in that  order. 

Equitable empl ojrees--fi r s t  Ralph Irwin and then Brfan Barnforth, became 
Informatics corporate secretary while Merrf lyn Partington (nee McCranie) of 
Informatics and Dorothy M. Delay of The Equitable served as  ass is tant  corporate 
secretarf es. I n  1 a ter  years? The Equi tab1 e rotated i ts I17f ormati cs board 
members using its subsidiary partly as a training ground for i t s  younger, 
upwardly mobile corporate executfves. Mi'll er l e f t  the board i n December 1975. 
Garber and Block l e f t  the board during 1976, Smith l e f t  in 1977, and McCulIough 
in 1978. They were replaced by Donald J. Mooney, John R. Goodrt~r Nelson Branst 
Patricia M. Full e r r  and i3enj arni n 0. Hol 1 way. (15 1 Marian J . Smith of The 
Equibbl e rep1 aced Dorothy Del ay as assf stant corporate secretary i n 1978. 
Throughout the years of Equitable ownership, Bauer remai ned presf dent and chief 
executjve officer .( l6)  

Under The Equitabl e l s  ownership, Informatics began t o  imp1 crnent i t s  pl an t o  
grow t o  become a $75 millfon revenue company. I t  actually grew from a 420 
mil lion annual revenue rate to  over $100 mil I f  on wtthin f fve years due t o  t h e  
freedom provided by the t fp ro f i t  plow back, dl scussed i r, Secl:i on 3.3.3. Tine 
E q u i t a b l e *  o f  course, watched i t s  w h o l l y  owned subsidiary close'iy. Prfor t o  tl?e 
mergerp a f omal f i v e  yeas p l a n  had befrn preparec by Informat1 cs management f o r  



t he  cmpanyr s busi ness development, and The Equftabl  e was i nsf s t e n t  t h a t  t h i s  
p lanr  and each annual r ev i s i on  of it, be adhered to. Whfle The Equ i tab le  board 
members have s ta ted they never imposed any unique or  separate repo r t i ng  
requirements on In fo rmat i cs  beyond what the  company normal 1y had before The 
Equ i tab le fs  a c q u i s i t i o n  of i t r  Bauer's monthly repor ts  t o  the  bcard became more 
formal and de ta i l ed  compared t o  those of p r i o r  years when t h e  company was 
pub7 i c l y  owned. A1 so, Bauer f n i  t i a t e d  special  qua r te r l y  reports on the  
company's "Twelve Business Areasn which covered In format lcs  on-going performance 
f n twelve d i s t i n c t  marketplaces which overlapped t he  respo17si b i 1  i t f e s  and 
aperations o f  t h e  four  operatf ona7 groups and t h e i  r vardous d i v f  sions. Monthly 
r epo r t s  t o  t h e  board p r i m a r i l y  d e a l t  w i t h  group and d i v f s i o n a l  performance and 
a c t i v i t y ;  quart;erly repor ts  covered the  twal  ve business areas. As expl a i  ned 1 n 
more de ta f l  i n  Section 3.3 -3, these twelve business areas consf s ted o f  e i g h t  
core areas i n  which In fo rmat i cs  was already do1 ng business and an add i t i ona l  
four which it was planning t o  enter. The e i gh t  core areas were: 

Fact 1 i t f  es Management and Support 
I n f  onnation Systems Devel opment 
In format ion Network Services 
Mark I V  Sys tms  
Software Products (other than MARK I V )  
Commercial Custom Software Services 
Computer/Communications Services 
In format ion Analysis and Processing 

Added t o  these were the f ou r  new areas o f :  

9. Insurance Consul ti ng and Software 
10. Insurance Data Services 
11. Heal th  Care and Medical Systms 
12. Data Services 

Although The Equi tab le  d i d  no t  mandate t h i s  r epo r t i ng  requirement* Bauelr 
obvfously f e l t  i t  was needed a t  l e a s t  t o  educate The Equ f tab le  members on 
Informat ics business. However, accordfng t o  Wagner* many Equ f tab le  board 
members compl a i  ned t h a t  the  two repo r t i ng  methods confused them. ( 17) 

The assoc ia t ion o f  t he  two corporat ions w i t h  each other  proved csnl i gh ten ing  
f o r  both sides. I n te res t i ng l y ,  although It d i d  r e a l i z e  a s i zab le  r e t u r n  on i t s  
investment when f t  d ivested In fo rmat i cs  1 n 1979, The Equf tab1  e neser d i  r e c t l y  
gained the primary ob jec t i ve  they hoped t o  achieve from the merger: t h e  
upgradf ng o f  t h e i r  data processing capabf 1 i t y  . It was hoped %hat by acqui r i  ng 
I ~ f ~ m a t i c s *  The Equi tab le  would be ab le  t o  strengthen i t s  own i n t e r n a l  
computing operations and ensure t h a t  the  desfgn and implen!entai:ion o f  new 
systems and app l l ca t f  ons would be performed by fanning them ou t  t o  In fo rmat i cs .  

This d i d  no t  happen because a d i s t f n c t  coolness, if no t  o u t r i g h t  animosity, 
t o  Informatfcs ex is ted  among the middle ranks o f  The Equi tab7efs data processing 
management who were responsible f o r  con t rac t i  ng outs ide services. They r e f  used 
t o  a c t i v e l y  c a l l  f o r  a i d  frcm In format ics .  Instead t he  Equi~ta,ble's computing 
operations r e v i t a l i z e d  themselves by r e c r u i t i n g  many o f  the top data processing 
managers and technica l  ta7 en t  i n  the  country, e l  fmi nat ing  most oppo r tun i t i es  f o r  
Informatics t o  be of serv ice t o  The Equi tabl  e. SO$ i n  an unexpected, indirect  



way In format ics  d i d  con t r ibu te  t o  M e  achieverlent of The Equi table 's main 
ob jec t i ve  I 

In format lcs  was thus the prime benef ic iary  s ince it d i d  grow and expand 
w i thou t  the const ra i  n t  t o  show p r o f i  b b i l i t y  t o  pub l i c  stockholders; but  t he  
company also hoped i t s  assoc ia t ion w i th  The Equita,ble wou1 d g i ve  it a source f o r  
f u r t he r  f i  nancing t o  acquire and develop add1 t i o n a l  sofixarle products and 
services. The parent corporation, however, only made t h e  i n i t i a l  i n fus ion  o f  
cash i n t o  t he  j o i n t  venture, Equimatics, Inc.; t he  investmer~t i n  acquf r ing 
In format ics  stock provided no f i nanc ing  t o  Informat ics.  Af ter  the acqu ls i t fon  
they never guaranteed a loan f o r  t h e i r  subsidiary.  Bu t  i t i s  o n l y  f a i r  t o  
surmise t h a t  Informat ics c r e d i t o r s  f e l  t much more comfortabl e, sf nce they were 
conf ident  t h a t  the  h igh l y  moral Equi tab le  would make good any d e f a u l t  o f  i t s  
subsidiary, even if it were no t  l e g a l l y  ob l iga ted  t o  do so.(18) 

Nevertheless* both sides u1 t ima te l y  benef i ted i n other  ways. The 
In format ics  board room became a t r a i n i n g  ground for  the  younger and upwardly 
mobi le corporate executives from The Equi tab1 e. I n f  onnati  cs  expcssed them t o  t h e  
dynamics o f  t h e  h igh ly  compet i t ive  and r a p i d l y  changing environnnent o f  t h e  data 
processing indus t ry  and gave them a managerial con t ras t  between the slow movf ng8 
bureaucrat ic formal atmosphere of t h e  n i n s t i t u t i o n a l n  Equi tab le  on t h e  one hand, 
and the  opportuni ty seeking and adventurousness o f  entrepreneur ia l  In fo rmat lcs  
on t h e  other. According t o  some Equ i tab le  board members, it was a t  In fo rmat ics  
where they learned the importance o f  s t r a t e g i c  p'lanning, t he  var ious methods t o  
do It, and t h e  techniques o f  i n c e n t i v e  programs f o r  middle and upper management. 
Accordfng t o  Richard Kaylor, The Equi tab le  board members imposed a much needed 
d i s c i p l i n e  and f o rma l i t y  on t h e  conduct of Informat ics board meetings. An ea r l y  
compl a i  n t  o f  t h e i r s  was a lack  o f  order1 i hness and an abundance o f  open debate 
and casualness among management members dur ing board meetings. Frank Wagner, i n  
contrast ,  f e l t  t h a t  such f o r m a l i t y  l e d  t o  t o t a l  ignorance by the ou ts ide  board 
members o f  t h e  rea l  issues. But no one disagrees t h a t  The Equi tab le  mot ivated 
t h e  company t o  adhere t o  and f u l f i l l  I t s  s ta ted objectiveis i n  the pre- 
acqu i s i t i on  f i v e  year plan. Add i t iona l l y ,  as a  subsfdfary of' The Equi tab le t  
Informat ics had t o  emphasize i t s  corporate p o l i c i e s  i n  the  areas o f  personnel 
practices, a f f i r m a t i v e  act ion measures, etc. In a few cases, t h i s  r esu l t ed  i n  
Informatf cs e f f o r t s  1.n these areas being improved and strengthened. (19) 

3.2.1.4 Independent Matu r i t y *  1980--1982 

Between October 1979 and September 1980, when The Equ-ltable so ld  i t s  
j n t e r e s t  i n  t h e  company i n  two of fer ings t o  t h e  pub1 ic ,  t he  composition o f  t he  
board changed again w i th  sane o f  The Equi table members resigning.  Car le ton 
B u r t t  and Nelson Broms remained u n t i l  September 1980, whi le  McCul lough, Mooneyr 
Goodroe, and F u l l e r  l e f t .  Added t o  the  board were George F. James (an at torneyr  
board member of The Equitable, and former c h i e f  f i nanc ia l  o f f i c e r  o f  Exxon) 9 

Oscar M. Ruebhausen (a partner i n  t h e  l e g a l  f i r m  of Debevoise, Ftl'fmptonr Lyons 8 
Gates and a member of The Equi tab le 's  board of d i rec to rs ) ,  and ou ts iders  W i S  l i am  
M. Duke ( then president of Pro fess i  anal Associates, Inc:.) , A1 b e r t  G. 
Handschurnacher (an executive consul tant ,  chairman emeritus o f  Aeronca, and a 
board member o f  numerous companies). For the f i r s t  t ime i n  i t s  e n t i r e  h i  story,  
In format ics  h i  red an in-house counsel , E. Broox Randal 1, who became corporate 
secretary. 



F i  na11 y when The Equi tab1 e c m p l  e t e l y  divested i t s e l f  o f  i t s  1 n te res t  I n 
In format ics  (except f o r  some p re fe r red  s tock I8  an almost e n t i r e l y  new and 
independent board o f  d i r e c t o r s  resul ted.  It was deemed a t t r a c t i v e  t o  the  
investment commun i t y  t h a t  t h e  company have an almost 100 percent; outs? de board. 
Bauer became chairman and the  only employee board member. Stay ing on the board 
were Taggarb Duke8 Handshumacher, and James, the  only board member associated 
w i t h  The Equitable. Replacf ng the o ther  Equi table members and Frank, Wagner and 
Wrotenbery i n  December 1980 were Vincent N. Marafino (sen ior  v i c e  pres ident  o f  
f inance* Lockheed Corporation) and, ~ In te res t ing1y8  Erwin Tomash, t he  
Dataproducts founder who provf  ded t he  or ig i inal  c a p i t a l  f o r  I n fo rma t i cs  t o  begin . 
business 20 years before. F ina l  l y 8  i n  19E32r another ou t s i de r  was added, Fred 
Cawt  chairman and CEO o f  Executive L i f e  Insurance. 

The ccnnposition o f  t h l s  most recent  board o f  d i r e c t o r s  i s  representat ive  o f  
In format ics  cur rent  and f f n a l  stage o f  growth--independent matu r i t y .  T rans i t i on  
f n t o  t h l s  stage brought changes i n  the corporate s t a f f  as we l l .  I n  1980 Victolr 
M. M a r t i n e l l i  assumed t h e  r o l e  o f  ch ie f  f i nanc ia l  o f f i c e r  as vJlce pres ident  o,f 
f f nance and admi n i  s t r a t i  on8 rep lac ing A1 b e r t  Kapl an who became v,ice p res iden t  o'f 
operations u n t i l  he resfgned a t  the  beginning o f  1982. Richard A. Pardi  became 
ass i s tan t  t reasurer and Kathryn A. Young* a.n in-house a t to rney8  ibecame ass f s tan t  
corporate secretary. (20) 

-rate Admi n i  s t r a t i y ~  S ta f f  

I n i t i a l l y r  a1 1 accounting and f inance a c t i v i t i e s  o f  In format ics  were 
d i r e c t l y  suppl ied by Dataproducts under the d i r e c t i o n  o f  W i l l i am  klotena, who 
served as t reasurer  and ch ie f  f i nanc ia l  o f f i ce r  u n t i l  1965. Marvin Stein, 
Dataproducts corporate con t ro l l e r ,  and h i s  small accounting s t a f f  o f  a ha l f  a 
dozen people simply kept separate (very simple) books f o r  t h e  corporat ion 's  
software subsi diary. Routi  ne admi n i  s t r a t i v e  matters were hand1 ed by an off  i ce 
manager* Carolyn Denny. By 1963 however* In format ics  f e l t  t h e  need t o  h i r e  i t s  
own bus1 ness manager t o  handle cont ract  negot iat ions and f f  nanc ia l  mat ters  s ince  
the software business a c t i v i t y  o f  In format ics  d i f f e r e d  s u b s t a n t i a l f y  from the  
manufacturing operations o f  i t s  parent. The i n d i v f  dual se lec ted  f o r  t h i s  j o b  
was Lynn Jones who served w i th  Walter Bauer and Werner Frank I n  a s i m i l a r  
oapaci ty a t  ThUIIpson, Ramo-Wool d r i  dge i n the I n f  ormati  on Sys tms  Department 
From 1964 t o  1971 Lynn W. Jones I1 was ch ie f  admin fs t ra t f ve  o f f i c e r  far 
Informat ics,  and sewed as t reasurer  and c h i e f  f i n a n c i  a1 o f f i c e r  (CFO) from 1965 
t o  1969. 

Jones i m e d i a t e l y  began h l r i n g  an accountfng s t a f f  f o r  the young company and 
dev is ing procedures t o  meet i t s  unique needs separate from Dataproducts. Dur ing 
h i s  tenure* Donald Einhorn served as the  f i r s t  corporate con t ro l  l e r  from 1964 
u n t i l  1966 when he was succeeded by M i  noru Tonai. Jones was l a t e r  succeeded as 
t reasurer  and CFO by Carl Long dur lng 1970. Under him Leonard Rebhun b r i e f l y  
functioned as con t ro l  1 er. A1 b e r t  Kapl an, who was c h i e f  f i n a n c i a l  o f f i c e r  of 
Ccmputing Technology Company, succeeded Carl Long i n  1973 when a more developed 
f i nanc ia l  s t a f f  appeared w i t h  Jack C. Thorr~as serv ing as corporate  t reasure r  and 
Richard Pardi  (who came w f t h  the Computer- Technology acquisf t i o n )  f f  11 i n g  t h e  
pos i t i on  o f  d i rec to r ,  p r o f i t  p lanning and cash management. FI-om 1975 t o  1981 
Thomas Harincar f i l l e d  the pos i t i on  of corporate cont ro ' l le r .  He wiis succeeded 
by Paul Wilde. Kaplan was fo l lowed as CFO by Vincent Marttnel1. l  i n  3.980. 



On the  admin is t ra t i ve  side, Jones h i r e d  Emil Landefeld i n  1967 as d i r e c t o r  
o f  administrat ion. Landefeld was s ta t ioned i n  Washington, D.C. f o r  one year t o  
serve as the  bus1 ness manager f o r  In fonna t i  cs Eastern Operations under Werner 
Frank, Landefeld t r ans fe r red  t o  corporate headquarters i n  1968 where he 
d i rected a l l  admfn is t ra t i ve  a c t i v i t i e s  except accounting, i ncl  uding t he  
personnel and f a c i l  i t y  funct ions u n t i l  1973. Wayne P le t s  has served as t h e  
f a c i l  i t f  es manager s ince t h a t  ti me. I n  1976 Mal-vi n  Howard was appoi nted s ta f f  
v i ce  president/corporate admi n i  s t r a t i  onr act1 ng as corporate manager o f  
fnsurance and r i s k  management and supervts ing f a c i l i t i e s  and o f f i c e  services. 
He served i n  t h i s  capaci ty u n t i l  hf  s r e t i r m e n t  i n  1983.(21) 

It was under Jonest d i r e c t i o n  t h a t  most o f  t he  company's f i r s t  f i n a n c i a l  and 
admin is t ra t ive programs were implemented, ' I n  t he  ear l y  years many o f  the  
company's cont racts  were f o r  custom programmi ng work on a f ixed-pr ice bas is  and 
most were government con t rac ts  whjch requi red formal contract: admin is t ra t ion.  
Of v t t a l  importance were t ime1 i ness i n  p ro jec t  performance, nneeti ng estimated 
costs, and adherance t o  secu r i t y  regul a t i  ons. Theref ore, In fo rmat ics  has 
con t i  nously needed s t rong admin is t ra t i ve  p rogrms pe r ta i  n i  ng t o  f i  nancial  cost  
r epo r t i ng  sys tms  (because as a government con t rac to r t  it i s  sub jec t  t o  aud i t s  
from the General Accounttng Of f ice) ,  p ro jec t  management (due t o  the number o f  
f i xed  p r i c e  contracts) ,  and secu r i t y  s y s t m s  t o  p ro tec t  i t s  own p ropr ie ta ry  
informat ion as we11 as that of f t s  custon~ers. Thfs sec t ion  w i l l  b r i e f l y  discuss 
t h e  more important programs and r e l a t e d  e f f o r t s  handled by Lynn Jones and l a t e r  
by Carl Longt E m i l  Landefeld, A1 b e r t  Kaplan, and t h e i r  accounting and 
admf n i s t r a t i v e  s ta f fs .  Personnel programs are d l  scussed I n  Sectfon 2.3. 

3.2.3.1 Pro jec t  Admini s t r a t f o n  

Because In format ics  p r o f i t a b f l i t y  was and i s  dependent upon e f f e c t i v e  and 
ef f i c f  ent  performance o f  custom systems design and programni ng pro jects ,  i t has 
always been imperat ive f o r  the  company t o  possess an up-to-date p ro jec t  contra1 
and informatfon repor t ing  system. S i  nce i t s  incep t ion  the  canpany has made J t  
rout ine p rac t i ce  t o  assign a p ro jec t  manager t o  each con t rac t  which It 
obtained. Usually, the  p r o j e c t  manager was a senior systsms ana lys t  who had t h e  
responsi b i l  f t y  o f  communicati ng w i t h  a  po ten t i  a1 customer and superv is ing t h e  
p ro jec t  t o  perform the requi red job. 'This meant t h a t  systcms analysts  were 
motivated t o  seek oppor tun i t f  es f o r  the company and practic:e some sa l  esmanshi lp. 
Analysts who prepared w i  nning proposals (those accepled bo-th by highfer 
management and by t he  customer) cou ld  be promoted t o  p ro jec t  managers, t h e i r  
f f r s t  pos i t ion  up t he  managerial ladder, Successful p ro jec t  managers i n  t u r n  
became managers who supervised a group of pro jects .  Therefore. it was i n  a  
p ro jec t  manager's best  i n t e r e s t  t o  ensure t h a t  the  p ro jec t  was ccmpleted 
p r o f i t a b l y  on t ime wi thout  cost overruns. 

A t  f i r s t  the  higher management o f  In fonnat fcs  held regular  monthly and 
quar te r l y  p ro jec t  review meetings for  t h e  East and West operat ions o f  the 
company. The meetfngs invo lved project; managers g i v i n g  p resen ta t i  ons on the 
technical  performance, techn ica l  and contractual  problems, and t h e i r  proposed 
so lu t ions  fo r  the app l i ca t ions  being designed or programmed, as we11 as a review 
o f  the current operat ing expenses and adherance t o  schedule. When the company 
was small Bauer, f rank ,  Wagnerr H f l l ,  Kay1 o r t  a n d  Lemons I-outf riely attended 



these meet1 ngs and personal ly monitored the on-going performance of each 
project, thereby catching a n d  resolving problems before they became serious. By 
1967 however* the company had grown sufficiently 1 arge? with numerous projects, 
that  i t  became impossible t o  hold project: review meetings beyond the division 
and departmental levels  and for  higher management t o  personally watch over each 
contract effort .  T h i s  posed a problem for the corporate offlice lin managing the 
company's overall f i nancial performance. (22) 

T h i s  problem was made evident by several very large fixed-price projects 
which expe3rience.d schedule delays? reduced prof i t s r  and even losses. The f i r s t  
of these was a subcontract t o  Univac t o  develop a message-switc:hlng system for 
Western Union ( a lengthy advanced devel opment project which, a f te r  many crises,  
resulted in a break-even si tuat ion).  The next was a $1 mil lion multiple- 
appl icat i  on systems design and programni ng contract i ncl udi ng several f i nanci a1 
systems for the Department of Housing and Urban Development which was never 
completed successfu11y. To handle the problem, the corp~ora'te office under 
Wagner and Hi l l ' s  direction produced a project management handbolok i n  early 1967 
t o  instruct project managers how t o  estimate time required t o  perform 
uncompl eted t a s k s ,  determi ne costs, and ma1 ntai n project prof i tabil  1 t y  . 

While improving the s k i l l s  of project managers, the handbook, however, d'ld 
not completely solve the problem of the corporate off ice staying i nformed on the 
current status of each project both financial 1y and technically. The problem 
was furthur complicated by the hfghly decentralized structure of the company and 
i t s  various geographical locations. A t  the instigation of' the board of 
directors? a s t u d y  group? Task Force nStraw Man," was established, during 1969, 
under Thomas Taggartfs dl rectfon to  survey the f i nancial and project reporting 
needs of the enti re company and t o  recomrne!nd appropriate solutions. 

The result  was Task Force wStraw WhnwtRevised): Project Control and 
hIIq€mf3nt Syst- for Ffxed P d c e  Custo l  Programf ng Contracts. I t  ~roposed an 
integrated i nf onnati on network system tying a1 1 divi s i  ons t o  the corporate 
offjcer us ing  Telex systems t o  provide communfcations. The sys1:m was t o  
provide flexible control of f i m f i x e d  price? CPFF, and time anc materials 
contracts and nwoul d s a t i  sfy the custom programmi ng i nformati on requl rements of 
a $100 million company because of its highly decentralized d a t a  input and 
reporti ng concepts control 1 ed by a central i red accounti ng and audi t i  ng 
f u n c t l ~ n . ~  Straw Man proposed making a l l  project control system records and 
documents the same a s  the accounting records involved for the !same project and 
t h a t  th is  documentation be standardized throughout the corp0rat:ion i n order t o  
provlde a consistent method and common standards of evaluatiorl for a l l  custom 
programming projects. Each project was t o  be monitored for  i t s  profi t  
contribution or the equivalent of direct gross margin on i t s  revenues and was t o  
be evaluated relat ive t o  other projects according t o  the measures of: 1) 
Expenditure Varlance (monetary costs versus time spent on project);  2 )  Schedule 
Varlance (actual milestones or project tasks achieved versLs p1 anned 
mil estones 1 ; and 3 Val ue Variance (tota 1 expenses versus a~zcompl i shed 
milestones), Division management was made responsi bl e for local over~bead rates,  
general a n d  administrative charges? and  overall prof i tabil i ty  . The system thu!s 
provided a decentral lzed accounting approach t o  projects a n d  provi (led varying 
degrees of performance review by division a n d  corporate managenlent with weekly 
* f lashn reports on the current status of projects being transmitxed t o  the 
corporate of f ice ,  



For the reasons described below, Project Straw Man was never implemented in 
i t s  entirety, b u t  major portions of i t  were developed a n d  installed under the 
general supervision of Rlchard Lmons a n d  the Information Systerns and Services 
Ccmpany. The crit ical  i t y  of having an integrated project 1 nformation and  
management systm declined beginning in the l a t e  1960's due t c t  the companyts 
increased dependence on low risk cost plus and t i m ~  and materials contracts, and 
on MARK IV a n d  other nonprograming busfness for a higher percentage of i t s  
profits and  revenues, (Custom services revenues declined from 100 percent of 
Informatf cs to t a l  revenues in 1%2 to  53 percent in 1973 .I After ten years of 
experience with f ixed-price contracts (whic:h, in aggregate, were unprof itabl e) , 
the corporate offlce furthur refined i t s  cri teria for performing t h e m  by issuing 
the fsl lowing operations pol icy in February 1972: 

In general, the fixed price contract i s  suitable for 
procurements w lth reasonably def inite design or performance 
speclflcations available and  wherever fai  r and reasonable prices 
can be establf shed a t  the outset of the work. . . . 
The corporation wilt not enter f nto a fixed price contract where 
there I s  likely to be a major cost fluctuation in labor, 
materials or purchased servicesr and where there are unknown 
factors related t o  technical capability. The corporation i s  
unwi17 ing t o  undertake any fixed price contract with the 
expectation that the product or the research or developnnent work 
cannot be accomplished within the dollar limitations of t h e  
contract, in expectation t h a t  the completion of the contract 
would lead t o  new busfness development. . . . ( 2 3 )  

Since most such fixsd-price procurements were, in effect, R&D effor ts  (else 
why not use existing sofhrare?), the effect  was t h a t  after 1972 t h e  company very 
rarely accepted a programming development job under a fixed-price contract. So 
the need for Project Straw Man, f n  a77 its ccmplexity, disappeared. 

3 -2.3.2 Acimf ni strative Manual s 

In addition t o  the project management and  business planning effor ts  
mentioned above, Informatics has ma1 ntai ned active programs establ ishing 
corporate policies and procedures in other administration areas a s  well. These 
procedures are documented in s i x  separate manuals : F i  nance, Securl t y ,  Equal 
Employment Opportunity, Adminfstration/Operat~onal Policies, and Personnel. 

3 -2.3.3 Short-Range PI anni ng 

An operations policy was issued during 1972 requiring t h e  preparation of 
formal business plans for new ventures if the operating budget devoted to  i t for 
the f i r s t  year was $20,000 or more than 50 percent of indirect 1 abor of the 
cognizant operating unit. This poliicy came a t  a time t h a t  Infomnatics embarked 
on an ambftious acquisition and expansion program in an efforl: t o  reverse a 
previously slowed growth rate resulting frcm the recession of 1970. The po1ic:y 
establ i shed  a standard outli ne for manager's t o  follow in preparing plans for  new 
ventures. The author (the s t y ? e  clearly shows t h a t  f t  was Frank Wagner) 
adrnonfshed t h e m  w l t h  C?e foilowfn~ advfce;  
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. . . wherever possible, t h i n k  o f  yourse l f  as an a t to rney  
present ing h i s  case t o  t he  court0 t r y i n g  t o  pr-ove t he  
propos i t f  on: "Adopti ng t h i s  p lan i s  the best  t h i ng  f o r  t he  
corporat ion and must have hfghest p r i o r i t y  compared t o  
a1 te rna te  ways o f  using the  corporat ion s resources. 'I 

Consequent1y 0 you shoul d present fac tua l  evidence wherever 
possible. If your nfacts ' t  are  rea1'Ey guesses, say so, bu t  
present them on t h e  bas is  t h a t  you have studied the  s i t u a t i o n  
more thoroughly than anyone e l se  and have the hdghest 
p r a b a b i l i t y  o f  being correct .  Be sure t o  be l o g i c a l  and, 
espec ia l ly ,  throughout, o r  the opposi t ion w i l l  

t 

destroy your case.(24) 

The business plans d i r e c t l y  in f luence t h e  types of cont racts  and markets 
Informat ics pursues and thus inf luences the plans f o r  any p ro jec t s  whi ch r e s u l t  
from it. The p ro jec t  plans i n  t u r n  are inpu t  t o  the quar ter 's  p r o f i t  plan, 
which I n  t u r n  inf luence t he  next  year's annual p r o f i t  plan. The l a t t e r  t ~ o  
plans are d e t a i l  f i nanc ia l  forecasts o f  each u n i t ' s  f i nanc ia l  statements t o  tihe 
l e v e l  o f  general ledger accounts. I n  t h i s  way planned performance and actua l  
performance are in tegrated together  f  n t h e  p r o f i t  plans a l l ow i  ng management t o  
regu la r l y  review and monitor  the  cu r ren t  s ta tus  o f  operations. F igure 3-20 
portrays t h e  various steps and flow o f  In format ics  plannfng anid con t ro l  system. 
Long-range planning i s  descr i  bed i n  d e t a i l  i n  Section 3.3 whf ch fo11ows.(25) 

3 .3 CORPORATE LONG-RANGE PLANNING 

Sf nce 1962 Informat ics has con t i  nual l y  engaged i n 1 ong-range business 
p l  annfng t o  determi ne the d i r e c t i o n s  and goals o f  i t s  e f f o r t s ,  t o  increase i t s  
s i ze#  improve p r o f f t a b f l i t y ,  and t o  enter and develop new markets. The planning 
process has become more sophis t icated over t he  years (and more extensive 'in 
d e t a i l  and p a r t i c i  pation. The u l t ima te  general s t ra tegy iind b ~ ~ s i n e s s  objectivles 
of In fonna t i  cs have never fundamental l y  changed sf nce 4ts found1 ng; the company 
continued t o  pursue a l l  forms of computer software re l a ted  businesses. The only 
d i f fe rence  through the years i s  t h a t  In fo rmat ics  has r e f 1  ned aind f u r t h e r  def i ned 
lthe spec i f i c  markets it pa r t i c i pa tes  i n  and t h e  s t ra tegy required t o  succeed. 

3.3.1 e P l  anni nos - 1962--f 9a 
Duri  ng the ear l y  years of In fo rmat ics  h is tory ,  Walter Bauer was p r fmar i l y  

responsi b l  e f o r  s e t t i n g  the company's bus1 ness o b j e c t i v e s  and p r f  o r f  t ies.  The 
o r i g i n a l  Pwspeckrs for Corporatton D, the business p l  an f o r  In fo rmat ics  a t  i t s  
format i  on, was conceived and e n t i  r e l y  w r i t t e n  by Bauer. Thereafter, Bauer woul d 
prepare a lengthy memo t o  management outlining the company's cu r ren t  needs, 
I ntended s t ra teg ies  and estab l ished p r f  ori t i es ,  1 eavi ng the task f o r  d i v i  s i  on 
v ice  presfdents t o  work ou t  t h e  d e t a i l s  and t h e  methods reqjuired t o  meet the 
 objectives and varfous needs t h a t  were spec i f ied.  Th is  process was best 
described by t h e  i n t r oduc t i on  of a s t r a teg i c  planning document* Corporate Gcals 
and Objecttves, prepared by Bauer i n  1%6: 

The fo l low ing  i s  a discussion o f  t he  ob ject ives anti goals f o r  
the company whfch appear important  a . t  t h i s  t ime.  Although they 
represent my personal goals, It 1s obvlous t h a t  ma;ny o f  them 



must be carried out by other members of t h e  management team 
and, in these cases, i t  will be my responsibility t o  advise, 
1 ead, and  coordi nate. (261 

As mentioned in Chapter I, Informatics was "formed to  provide services in 
t h e  data processing field; specifical ly, computer a p p t  icati ons, systms analysi s 
and devel opment, computer programmi ng and computer time sa1 esn w f t h  interests 
" i n  the entire scope of the d a t a  processing f ie ld,  exclusive of detailed 
hardware desfgn and fabricatlon.ff I n  the Prospectus for CMporatIon D, Bauer 
originally predicted t h a t  the company would build upon the expertise of i t s  
management 1 n on-1 ine and  real-time computer systems and  appl ic:ati ons by f f r s t  
providing consulting services whlch would lead to  custom programing contracts. 
The programmi ng a n d  systems design contracts (1 ater cal lled professional 
services) would in turn ultimately allow the ccmpany to develJop l'items of a 
proprietary naturern unique software prodricts or services which could be used In 
a mu1 tltude of situations and sell in volume. Custom program-ing and software 
product revenues, i t  was hoped, would pay for the purchase of computer equipment 
and place Informatics {n the nccmputer time sales" ( la ter  called data services) 
business wfthin two years after i t s  foundfng. The revenues frlom these effor ts  
were projected t o  r ise from a $150,000 annual sales rate to  over 6300,000 by 
yeisr t h  ree. ( 27 

E i g h t  years later w f t h  the benefit of hindsight, the 1970 five year plan 
observed that there were only two flaws with the predictions of A Prospectus f a r  
Corporation D. The f i r s t  was that the length of time required t o  develop 
proprietary products and services and t o  enter the computer tfme sales market 
w a s  grossly underestimated. Instead of two years, f t  took Informatics s i x  years 
t o  finally record revenues from software products a n d  six and a half years t o  
record revenues from da ta  servfces--and t o  record profits from the l a t t e r  
bulsf ness area actually took 12 years! The second (happy:) fau11: i n  the 
prleliminary business plan was t h a t  revenues in Informatics third year were four 
times higher t h a n  expected, reflecting the company's hfgtlly successful 
performance f n providing professional services (custom programimi ng and systems 
analysis) ,(28) 

W i t h  the exception of these two errors in forecasting, Informatics ha!; 
consi stently foll  owed and achieved i t s  origf nal objectives, pursuing a1 1 aspects 
of t h e  computer software business. This was done without sign! ficantly veerf ng 
off course i nto other types of non-software bust nesses or activai t fes  nor 
abandoning i t s  targeted markets. However, there was no refusal to  t r y  
alternative strategies and tactics nor unw 111ingness t o  wait for a more 
opportune time t o  succeed after i nitial efforts fail  ed. For i nstance, 
Informatics failed i n  i t s  f i r s t  major a t t empt  t o  enter thle data services 
marketplace (in 1969-59701, b u t  i t  did n o t  abandon the goal of becoming a 
s u p p l  i er of d a t a  servf ces. I t  reentered thi s market by esitabl i s h i  ng 
Equimatio, Inc. as a j o f n t  venture t o  pursue th i s  business in1 1972 with focus 
on t h e  insurance industry. I t  then merged with Equimatics in I974 after 
Equimatics made e successful entry into this  market. 

For t h e  f i r s t  four years,  the strategy o f  Informatics stayed basically t h e  
same. Predf c t f  ng the i ndependent software marketpl ace t o  grow to  $200 mil 11 on 
i n  burfness by 1970s t h e  company established an o b j e c t i v e  t o  obtafn a 5 percent 
share of this market or approximately $10 m l l  Klon dol lars  3~ revenue by t h a t  



year. Th is  goal was t o  be accomplished by using t h e  company's (expert ise i n  on- 
l i n e  computer s y s t m s  t o  win l a r g e  technlca l  systems consul ta t ion and custom 
programming cont racts  w i th  the government and i n  t he  computer misnufacturing and 
aerospace indus t r ies .  It was hoped t h a t  by serving on the most t e c h n i c a l l y  
advanced p ro jec t s  f o r  federal  defense agencies, aerospace companfes and computer 
systems manufacturers, the company would be able t o  discovelo, foresee, and 
develop computer appf i ca t i ons  and s y s t m s  which would be common1;y needed among a 
number o f  possi b l  e commercial customers, thereby "bootstrappingn i t s  way f n t o  
o f f e r i n g  h igh p r o f i t  products and se rv i c t~s  t h a t  only it could provide. For 
exampl e, the technology and exper t ise gai nsd from desf gning an on-1 f ne system t o  
a l low a m i l i t a r y  chain o f  command t o  know the  whereabouts and numbers o f  troops, 
supplies, a i r c r a f t  and shfps could be used, It was reasoned, t o  develop 
computerized a i  r l  i ne reservat ion systems fo r  a i  r 1  i nes, inventory systems f o r  
manufacturers o r  order ent ry  and d i  s t r l  bu t ion  systems f o r  who1 esa'l ers. The 
o f f e r i n g  o f  these systems e i t he r  by s e l l i n g  them as software prolducts (where t h e  
customer runs and operates the program on h i s  own computer) o r  as a serv fce 
(through batch processing service bureaus o r  ti me-shari ng netwol-ks 1 prov ided by 
Informatics would then generate enough revenue fo r  the company t o  pursue o ther  
forms o f  software business, p a r t i c u l a r l y  bus1 nest data procesising, techn lca l  
communication services and more software products. This s1;rategy i s  bes t  
described by t h e  company's s ta ted Corporate and Market3ng Objectives o f  1963 : 

Our business i s  probably more analogous t o  a hardware company 
which produces special i zed  o r  customized compl ex e l  ec t ron ic  
equipment, most o f  it one o f  a k i nd  i n  nature. 

I f  a market can be foreseen w i th  some cer ta in ty ,  we s h a l l  seek 
t o  develop p ropr i  etary programf  ng i terns, canputer programs 
where a m u l t i p l i c a t i o n  factor e x i s t s  I n  s e l l i n g  t h e  same 
programs t o  many customers. I n  c e r t a i n  cases we sha l l  p l  an t o  
develop s t ruc tu res  o f  f ac to r s  and ef f ic ienc ies.  The 
p r o b a b i l i t y  of t h e  foregoing coming t o  pass i s  speculative-- 
there i s  l f t t l e  precedent for  it. (291 

The foregoing was w r i t t e n  i n  1963. The f i r s t  software products i n  the 
indus t ry  were offered f o r  sale i n  about 19Ei7. 

With t h l s  general approach, in for ma tic:^ soon organfzed i t s e l f  f n t o  Eastern 
and Western Operations t o  v igorously pursue business from the federa l  government 
and the aerospace industry.  As dfscussed i n  Chapter I, it d id  ga in  some s i zab le  
cont racts  i n  the  f i r s t  couple o f  years r e l a t e d  t o  on-1 i ne  systems, most notably 
from t h e  Nat lonal  M i l i t a r y  Systems Command and Support Center, the  A i r  Forcers  
Rune A i  r Devel opment Center, J e t  Propul asion Laboratory, IBM Federal Systems 
D i v i s i on  i n  Houston, and the P a c i f i c  M f s s i l e  Range o f  the U.S. Navy. These 
cont racts  a1 lowed In format ics  t o  grow rap1 d ly  , increase i t s  exper t i  r e r  and earn 
enough revenues, as predicted, t o  expand f n t o  other areas. 

F i r s t ,  f n  ea r l y  1 x 4  the company successful l y  acqui red Advanced In fo rmat ion  
Systems whf ch was heavf l y  I nvolvad I n  designing general ized f i l e  management 
systems, standardl ted computer programs fo r  the management o f  and r e p o r t  
generation from data f f l e s  f o r  IBM cunputers. This acquisit iorn eventual 1y 7eld 
t o  t h e  c rea t ion  o f  Informatics first successfu'l software prodirct, MARK IV, i n  
15167. A second acquislt. ion was made .In 1955 w f t h  t . h e  pirrchase o f  Data  



Processing Systems tcr begin pursuing the business programing market. Soon 
afterwards CPM Systems was acquired. This acquis i t ion  had developed a 
proprietary data service ,  o f fe r ing  C r i t i c a l  Path Method p ro j ec t  planning 
se rv ices  t o  Southern Cal i fo rn i  a b u l l  ding cont rac tors  and food processing 
ccmpanies. Both of these  acquis i t ions  were small and within two years  proved 
unsuccessf u1. 

The on-l i ne programming e f f o r t s  f o r  t h e  m i l  f t a r y  a1 s o  l ed t o  t h e  i n-house 
development of a s o f b a r e  product known a s  DIljPLAYALL f o r  the  development of 
appl t cat ions  using on-l f ne CRT displays  and messages. DISPLAYALL was based on 
work performed f o r  Rome Air Development Center and the  Army Behavi oral  Research 
Laboratory whfch required on-line data systems and video d i sp lays  f o r  t he  
automati on of photo i n terpreia t ion by i n te l  1 i yence personnel. An add1 t i  onal 
propr ie tary data service  was begun i n  1 a t e  1965 w i t h  t he  developrnent by Advanced 
Information Systems of t he  Media Account Control System (MPCS) which used 
cm~pu te r i  zed f i1 e management systems t o  keep  t rack  of adver t i  ssments presented 
i n var ious  media fo r  t h e  campaign planning, b i l l  ing, and ver i f  lication purpose!; 
of adver t i s ing  agencies.(30) 

These extensions of Informatics were, u n t f  1 1967, ra ther  embryonic and 
conducted on an opportunist ic basis ,  performed a s  the  possibil l i ty arose ra ther  
than being de1 f beratefy sought out. Several of t h e m ,  s u c h  a s  Data Processing 
Systems, C P M  Systems Inc., and MACS never contributed much t o  Infonnatics.  
Professional services,  especi a1 1y for  m i l  i t a r y  and government i n t e l i  i gence 
appl i ca t ions ,  remai ned the bread and butter of the company. Eastern Operations 
was i n  f a c t  divided In to  command and control  systems, intelligcsnce systems and 
programming departments. Despite the unsuccessfu1 expansions named above, the  
company s t i l l  adhered t o  the same s t ra tegy  i n  1965 w i t h  t h e  addi t ion of a b i t  
more refinement resu l t ing  from th ree  years '  experience. The 1965 plant f o r  
instance, echoed the  object ives  of 1963 almost verbatim w i t h  'the exception of 
added c1 a r i f i c a t i o n  of par t i cu la r  points:  

Informatics should not be regarded a s  a consul t ing firm. 
A1 though there  a r e  many aspec ts  of f ts bust ness w h i c h  a r e  
s imi l a r  t o  those of an accounting f i n ,  legal  firm or any 
simil a r  col lect ion of professional st  t he re  a r e  many aspec ts  of 
i t  which a re  d i f fe ren t .  For one thing,  we do not mphas lze  
personal services ,  but ra ther  emphasize the  product and the 
development of t h a t  product. 

We will  conti nually s t r i v e  t o  t ncrease our range of s e rv i ce s  t o  
lncl  ude greater  capabil i t i e s  i n  ncompil er but 1 dingH and ' In  
bus1 ness d a t a  processing, t he  pkoducti on of propr ie tary 
programming f t m s  and t h e  development of computer based 
se rv ices  such a s  CPM and F i l e  Management. 

We wi l l  continue t o  inves t iga te  opportuni t ies  f o r  mergers and  
acquis i t ions .  Those companfes w h f c h  appear t o  be especial  l y 
a t t r a c t i v e  a t  this time a re  those which broaden our 'technical 
capabi l i ty  and our s a l e s  base, especfal7y i n  the a rea  o f  
proprietary service  packages f o r  commercial use. 



Although recognizing tha t  simply supplyifig programmers in 
the so-called "body shopn type of contract i s  generally 
undesi rabl e, we shall not neglect the desi rabl e f i nanciail 
aspects of contracts of t h i s  type. Furthermore, we shall not 
regard obtaining contracts of t h i s  type a s  cmpeting with or 
precl udi ng contracts of more des i rabl e professional s tature 
such as systems design, programing research and t h ~ ~  l i k e , .  
However, a t  t h i s  time, we do not plan t o  bid on contracts where 
the maj or manpower requi rement i s  for  non-profess1 onal s s u c h  
a s  d a t a  reduction c1 erks computer' operators, etc. 

If a market can be foreseen w i t h  some certainty, we shall seek 
t o  (develop proprietary programming items, computer programs 
where a multiplication factor exis ts  in sel l ing the sanle 
program t o  many customers. I n  certain cases, we shall plan l:o 
develop structures of systtms and thereby achieve 
multi p l  icatf on factors and ef f f clencfes. This imp1 i e s  a 
vigorous marketing and investmenit program i n  items such a s  CPM 
and File Management and related services. 

Addl tional corporate objectives of 1965 f nc1 uded becmi ng a '1 eader i n 
technical communications and educati on, ma.1 ntai n i  ng the company ' s specla1 iza t i  on 
in on-line systems in order t o  continue t o  obtain systms design con1:racts b u t  
with an aim of winning 1 arger follow-on contracts for complete l'mpl enentati on of 
these systems, expanding into the in-house operation of a cm~puter t:o support 
the technical services of the company, and achieving a 66 mi11l'on sales ra te  by 
April 1966 and  a 612 mi11 ion sales ra te  by April 1970.(31) 

During 1966 Informatics pursued the above goals b u t  began t o  recognize 
limitatdons on i t s  future growth caused by various factors,  The m015t 
sf gni f icant of these were the unavail abi1 i t y  of high 1 eve1 entrepreneur1 a'l 
ma,nagement personnel capable of se1 l ing the technical services of the (cmpany or 
obtai ning 1 arge cantracts, the resul ti  ng 1 ack of 1 arge programming  contract:^ 
which could generate enough revenue t o  support Informatics gromrtVl obj{activesr a 
low profi t  rate on cost plus fixed fee contracts, and frequent: losse:; on fixed 
price contracts. An executive management meeting held in Santa Barbara in April 
1966 "to exchange views about the course and nature of our bus'lnessn dealt wfth 
these probl ems very specif i cal ly. New prof i t  objectives were set.  Corporate 
profitabilfty was t o  increase from 4 t o  6 percent while fixed pi-ice and time and 
matterial contract efforts  were t o  s t r ive  fo r  a 20 percent prof i t  rate: 

The point was pressed t h a t  there seemed t o  be a retilcence in 
some quarters t o  achfeve these rater  based on a mysticis1 notion 
n l O X  before taxesn type o f  t h f n k f n g  which probably can be 
a t t r f  buted t o  the background of many people i n  CPFF government 
contracts. We m u s t  achieve the 20% prof itabi 1 i ty  level on 
commercial contracts for that  fs the performance level of 
successfu'l companies. Only if  there is overwhelming evidence 
t h a t  the marketplace will not bear the price, will we retreat  
from t h a t  f i r m  point of view. 

On t h e  Issue of sales performed by middle and t o p  managers, i t  was decided 
t c i  promote the  notqon of selling more thoroughly a s  a number o f  managers, 



hold ing t o  a h i g h l y  techn ica l  perspective, frowned upon s e l l i n g  as beneath them: 

The p o i n t  was made t h a t  s a l e s ' e f f o r t s  by t echn i ca l l y  q u a l i f i e d  
management personnel are  the  keystone of our business. E f f o r t s  
should be made on a  cont inu ing basis t o  develop t he  co r rec t  
p o i n t  o f  v f  en whf ch b o f l s  down t o  the  idea t h a t  they regard 
themselves as s t rong  technica l  people! and n o t  huckstcsrst and 
t h a t  they w i l l  demean themselves by s e l l i n g .  I n  s m ?  cases, 
these managers f e e l  t h a t  they have no c a p a b f l i t y  t o  s e l l .  

Sales e f f o r t s  f o r  computerized p rograming  products are n o t  
nsalesn i n  t h e  usual sense, but  r a the r  cons i s t  o f  a  techn ica l  
d iscussfon o f  t he  desired r e s u l t s  and the  means t o  t h a t  end. 

These market i  ng e f f o r t s  are 1 nte11 ectual  l y  s t imul  a t i  ng and 
rewarding s ince they most o f t en  are  techn ica l  1y cha l lengfng and 
t o  be successfu l t  they must be creat ive.  I n  other word:~, t he re  
i s  a  considerable techn ica l  content t o  t he  e f f o r t .  

We should promote the  idea t h a t  sa les  1s st imula t ing,  
rewarding, and i n t e l l e c t u a l  l y  c h a l l  enging which, indeed, it i s. 

Of p a r t i c u l a r  a t t e n t i o n  a t  the  meeting was a p o s i t i o n  paper by Werner Frank 
regardfng the f u t u r e  of Informat ics.  I n  it Frank argued t h a t  the company's 
growth was l i m i t e d  by the  number of managers capable o f  s e l l i n g  i t s  c a p a b i l i t i e s  
t o  po ten t i a l  customers and by the number of l a r g e  p rograming  con t rac ts  which 
were obta l  ned: 

The r e l a t i v e l y  small jobs we predominately b i d  (625,000 t o  
$1001000) sap up our energies, j u s t  as much as woul~d those 
tasks having a l a r g e r  con t rac t  price. 

I be1 ieve  t h i s  t o  be the di lemnal Continued growth i s  1  im i ted  
prTmar i ly  by t he  a v a i l a b i l i t y  o f  se l ec t  leaders  i n  the company 
who a r e  w f l l l n g  and able t o  b u i l d  up a  business. I observe 
t h a t  when an operat t  ng u n i t  reaches the  magic s i z e  o f  7'5-100, 
it becomes t oo  b i g  fo r  the one man t o  keep on top--hencer he 
must defer  capabi l  i t y  t o  the next  1  ine  o f  management, where 
the  scarcity l i e s  and where I im i - ta t ions  a re  met.(32) 

I n  answer t o  t h i s  s i tua t ton ,  Frank proposed the f o l l o w i n g  t h ree  ob jec t i ves  
f o r  In fo rmat i cs  t o  focus upon: 

a. The r e a l  p u r s u i t  o f  l a rge  cont racts  
(6500,000 t o  $2 m i l l i o n )  

b. The development of p ropr ie ta ry  products 

c. Consf dera t ion  of formal sales s t a f f  

H i s  arguments appal-ently made considerable impact on t:he rest o f  the 
management team as Frankfs  proposed ob jec t i ves  were adopted i n  e n t i r e t y  w i t h i n  
M e  Five Year Plan of 1967 prepared a year l a t e r .  While n o t  opposing or  



changi ng t h e  course of ear1 i er  corporate object ives,  they prov i  ded add i t i ona l  
c l  a r i  t y  and :ref i nement t o  the d i r ec t i on  of t he  corporation. (33 1 

Even before t he  1967 p lan was wr i t ten ,  e f f o r t s  were made toward the 
f u l f i l l m e n t  o f  these goals. Most s i g n i f i c a n t l y s  the MPRK I V  F i l e  Management 
System was conceived by John Postley f o r  use w i t h  the then recen t l y  announced 
I B M  System/360 computer. Post1 ey's s t a f f '  began techni  ca1 devel opment o f  t h i s  
product  w h i l e  Post ley himself embarked on a campaign t o  f i n d  customer 
sponsorship ' to f i n a n c i a l  f y  support the design o f  MARK I V .  A1 though s t  ill i n  i t s  
infancy, t h e  corporat ion began t o  develop plans t o  b u i l d  much o f  i t s  f u t u r e  
growth around t h i s  product. Another f ort:uitotls circumstance t o  occur f n 1966 
was t h e  employment of Richard C. Lmons t;o serve as In fo rmat i cs  v i c e  p res iden t  
o f  Washington Operati  ons. 

Lemons turned ou t  t o  be one o f  those r a r e  entrepreneur ia l  h igh l e v e l  
managers ab le  t o  land a  l a r g e  contract. Not l o n g  a f t e r  j o i n i n g  In fonnat fcs ,  he 
found himsel f involved i n  proposal and ~ n a r k e t i  ng a c t i v i t i e s  pe r t a i i i i ng  t o  a  
j o t  n t  venture e f f o r t  w i t h  Informatf  on Dynamics,. Inc., o f  Boston, b idd ing on a  
l a rge  f a c i l  i t i e s  management cont ract  t o  manage NASA's S c i e n t i f i c  and Technical  
I n f o m a t i o n  F a c i l  f t y .  Whil e  the con t rac t  had n o t  been awarded by t h e  t ime t h e  
1967 p lan  was prepared, it was granted subsequently, and In fo rmat i cs  {gained t h e  
l a r g e s t  con t rac t  i n  i t s  h i s t o r y  up t o  t h a t  t ime  fo r  $4 m i l l i o n .  The award 
doubl ed t h e  corporat ionr  s s i z e  w i th  the  a d d l t i  on o f  approximatelly 400 employees 
and the  c rea t i on  o f  a  subsidiary, In fo rmat i cs  TISCO, t o  manage t h e  NASA 
f a c i l  f  t y  . This  event s t a r t ed  In fo rmat i cs  i n  the business o f  o f f e r f n g  
p rop r i  e ta ry  f  nformatlon system and database management services. Len~ons had a 
v i s ion :  "We are not  i n  t h e  computing businessr we are i n  t he  in fo rmat ion  
management bus1 ness." He made the v i s i o n  a  r e a l i t y  by expantdings dur ing  t he  
1 9 7 0 ' ~ ~  from NASA's technf ca l  informat ion t o  in fo rmat i  on managlement f o r  hea l th  
care* pub1 ishing, and l e g a l  informat ion services.(34) 

The 1967 f i v e  year p lan dea l t  w i t h  software products i n  a  very d f r a c t  
manner* d i  s t f n c t l y  proc l  aimf ng them t o  be v i t a l  t o  t he  f u t u r e  o;P I n f o m a t i c s  and 
t he  key area o f  investment* whi le  s t i l l  g i v i n g  acknowledgement t o  t he  companyrs 
curtom serv ices area. P red i c t i ng  the data processing indus t ry  t o  reach an 
est imated $12 b f l l i o n  i n  sales by 1970 w i th  60 percent o r  $7 b . i l l i o n  devoted t o  
the procurement o f  software, the plan summed up the company's strategly w i t h  t h e  
paragraphs be1 ow: 

Software companies have grown r a p i d l y  durf ng t he  past f i v e  
years. Most o f  them show a 50-100% per year increase i n  size 
and p r o f i t s  although some o f  the  l a r g e r  ones, o f  course, are 
now showing o n l y  20% per year fncrease. They have gained 
recogn i t i on  i n  f fnanc ia l  c i r c l es .  Most o f  t he  1  arger (ones are 

' rapt  d l y  d i v e r s l f y l n g  i nto p ropr ie ta ry  products f n  answler t o  the  
o f t en  s ta ted  reservat ion about sof tware companies t:h& " the 
business growth i s  1  imi ted by the  number o f  qua1 i f i e d  people 
who can be a t t rac ted .  

[ In format ics  plans3 t o  have custom products and servfces as a 
sus ta in ing  and c o n t l  nual l y  growing area o f  busi ness. We r e j e c t  
t he  idea t h a t  t he re  i s  no more growth there. However, we 
accept the point o f  view t h a t  growth gets more d i f f i c u l t  w i t h  



s i z e  and i s  l i m i t e d  not  only by t h e  q u a n t i t y  o f  q u a l i f i e d  
personnel whlo can be at t racted,  bu t  perhaps more ser ious ly  by 
the number of key managers who can b u i l d  t he  business i n  new 
geographica7 areas. Therefore, it i s  t h e  p lan  t o  d i v e r t  
resources t o  the development of p rop r i e ta r y  produc:ts and 
serv ices on ever increas ing basis. Th is  w i l l  p rov ide a new 
dimension f o r  growth, more company s t a b i l  i t y ,  and higher- p r o f  i t  
margins. [Th is  en ta i l s3  new problems of market analysi's, cash 
requ i  rments ,  cash f l  ow needs I market i  ng and 
maintenance. . .which were not  important  mat te rs  prevfously,  

Essen t ia l l y ,  In format fcs  embarked upon a dual s t ra tegy  i n  earnest. While 
custom services were continued and provfded 80 percent o f  t h e  company's 
revenues, corporate  investments were t o  be devoted t o  so f tuare  products, O f  the 
69 m i l l i o n  i n  sales pred ic ted f o r  1968, $8.5 m i l  l f o n  were t o  be from custom 
sermvfces r e s u l t f  ng i n  6415,000 i n  a f t e r  tax p r o f i t s .  I n  contrast ,  sof tware 
products development was t o  be supported from $500,000 I n  sponsorrship funds from 
i n i t i a l  customers and $120,000 f n  in-house R8D by I n f o m a t i c s  i n  order t o  
m!nimf r e  start up losses t o  $63,000 a f t e r  taxes. Limitat ion!; o f  t h e  c u s t m  
services bus-lness were already f e l t  and known; those o f  sof tware products were 
ant ic4 pated. 

Although custom services e f f o r t s  were o r i g i n a l l y  intended t o  i d e n t i f y  and 
develop app l i ca t fons  where software products could be created 'In a s y n e r g l r t i c  
environment, t h e  markets addressed by the  new separate d i v l  s ions i n  t h e  company 
mor-e o r  l e s s  precluded M i s .  The custom serv ices d iv i s ions ,  f o r  instance, 
provided opera t ing  systems sof tware t o  computer manufacturers "as an extension 
of hardware capab f l i t i e s .  . .to provide a foundat ion f o r  t h e  va r ious  user and 
appl i c a t i o n  programs t o  be Imp1 emented f o r  a g iven user environme?nt. . . .n and 
suppl fed systems ana lys is  and programning serv ices  f o r  the :;pecif i c  on - l i  no 
app l i ca t i on  needs o f  government agencies and Fortune 500 s i z e  companies. 
Advanced In fo rmat ion  Systms (1  a te r  the Software Products D i v i  !;ion and MPRK Ilf 
Sy.T;tms Company 1 concentrated i t s  e f f o r t s  on MARK I V ,  a s i  ngl  e batch-or1 entecf 
f f l  e management and r e p o r t  generatfan software product  deslgned s o l e l y  f o r  IBM 
System/360 users. 

While t h e  company had acqui red add i t i ona l  expe r t i  se i m t imeshar ingv 
comnunf c a t i  ons, d l  spl  ay, and automated programni ng systems through performance 
on varlous contracts, the 1967 p lan  (before TISCOI asser ted t h a t  ii 
spsc fa l i za t f on  i n  on-l fne systems was s t i l l  the backbone o f  custom services:  

I n  general In fo rmat~ ics  business i s  i n  t h e  f o r e f r o n t  o f  sof tware 
technology. Over 80% o f  our business i s  i n  modern on- l i  ne 
systems--systems I n whjch the  computer i s  at tached t o  d i  sp7 ays, 
communications or  other f nstrumentat i  on. We are p l  eased about 
t h i s  o r i e n t a t i o n  o f  our work s ince it represents t he  most 
r a p l d l y  growing segment o f  the  business and we have very 
c a r e f u l l y  nur tured our professional  t r ade  image i n  t h i s  
df r e c t i  on. 

We are badly i n  need, however, o f  l a r g e  and sus ta i n i ng  
o p e r a t i n g  and programning contracts.  Our 1 argest  con t rac t  i s  
k i t h  3PL which runs 5600,00O-$W0,000 per year. After t h a t ,  



our la rges t  contracts  drop down i n  the $300,000-$500,000 range 
per year, and  there  a re  only two or t h r ee  i n  t h a t  category. We 
have a very large number of small t o  modest s i z e  cont rac t s ,  I t  
is cos t ly  from admi ni s t r a t i v e  and personnel assignment 
standpoints t o  ca r ry  on t h i s  work. We have cont i  nued, 
therefore ,  t o  seek out t he  l a rge r  cont rac t s  and work taward 
C s u c h l  an award. I n  passing, however, i t  should be noted t h a t  
our w i d e  dispersion of small con t r ac t s  gives u s  a s t a b i l i t y  
because of t h e  f i n e  granular i ty  of our b u s f n e s s .  . . .we see  a 
contfnual'ly growfng area of business and we see the  prospects 
a s  b r f  ght. This business requires  continuous sel ll ing and 
promotion and the re  i s  very l i t t l e  natural momentum. However, 
with each contract  Informatics has gained, a s  a company, 
customer re la t fons  on which i t  car) build fu ture  contracts .  

Software products were pinpointed a s  1;he fu tu re  growth arela of Informatics 
with a l l  hopes res t ing  on the  MARK IV F i l e  Management System: 

Capf t a l  expendftures a r e  requl r e d ,  Prof i t  margi n s  can be 
great--in f ac t ,  g rea te r  than p r o f i t  margins of hardware; once 
t h e  product f s  developed, t he re  1:; no cos t  of flmanufact;uren and 
only s a l e s  cos t s  a r e  involved p1 us, perhaps, l imited i n i t f  a1 
servfces  t o  acquafnt the buyer n f t h  the f u l l  produck. 
Furthennore, many of these products have no competitors and, 
therefore ,  high p r o f i t  margins clan be achieved. This i s  now 
the case, a s  we understand i t  f o r  Informatfcs MACS system. 

CFfle Managwent i s1  becomi ng i ncreasingl y popul a r  on t h e  
i ndustr ia l  data processing scene. I t  was an advanced 1:echnfcal 
concept two or  t h r ee  years ago, and f o r  this reason t h e  s a l e  of 
t he  MPRK I and MARK I11 systems was not pressed t o  t h e  f u l l e s t .  
However, a s i gn i f i can t  event occurred within the  l a s t  few 
months when IBM announced t h e i r  Generalized I n f o r m a t i o ~ ~  System. 
Because of IBM's predominance and preeminence i n  t h e  f i e l d ,  
t h e i r  comni'tment t o  design and del iver such a, system 
imedfa t e ly  gives an aura of technfcal  and busfness 
respectabil  i t y  t o  t h e  idea. We be1 fever theref  ore, t h a t  t he re  
1 be a g rea t  deal of buyer i n t e r e s t  i n  a MARK IV f i l e  
management system. IBM's GIs i s  now being implemen1;ed f o r  
l a rge  machfne canflguratlons of t h e  IBM 360. Therefore, many 
360 customers do not want i t  and a r e  a t t r a c t e d  t o  a s imf l a r  
system which would operate on smaller  machines. Informatics 
system will work on smaller machfne configurations.  I n  t h e  
event t h a t  IBM does implement a GIs which wi l l  work on smaller  
machi ne conf igura t f  ons, we bel i eve  t h a t  t he  f i l  e mIanagment 
s y s t e m  will  be s u f f i c i e n t l y  d i f f e r e n t  i n  many respects  and i t  
wil l  have d i f f e r en t  user character3 s t i c s  w h i c h  will  tanable i t  
t o  have a s u f f i c i e n t  appeal i n  a s u f f i c i e n t l y  broad market. 

Fi nal ly,  Werner Frank's recommendatfon f o r  nconsideration o f  a professional 
sales forcen  was adopted i n  principle:  



Many members o f  t he  management group. . .are developing the  
op in ion t h a t  i n  order t o  take our custom programming services 
from t h e  $6.5 m i l t i o n  per year t o  the $10 m i l l i o n  per year 
l e v e l  r we n i l  7 need t o  use professional  sales people more than 
we have i n  the past. Whereas we are convinced t h a t  the 
technf ca7 people are indlspansabl le i n  c l os ing  t h e  sa l  e, 
nevertheless we be l ieve  t h a t  benefits can be obtained by 
g e t t i  ng more market I n t e l  1 igence through havi ng f u l l  t i m e  
salesmen c a l l  on var ious customer areas repeatedly t o  generate 
a contf nut ng market i  ng i n t e l  7 igence data base. 'Thf s w 17 1 
enable us t o  seek ou t  the  be t t e r  business oppor tun i t ies  and 
hopefu l l y  w i l l  reduce our sales costs and put  us i n  zi pos i t i on  
t o  i d e n t l f y  and land some o f  t he  l a r g e r  programning 
contracts. (35) 

With the above s t ra tegy i n  hand0 In format ics  r a p i d l y  pu t  i l k  t o  act ion. MARK 
I V  was soon developed and successful sales o f  the  product began i n  1968. Durfng 
1967, two major e f f o r t s  a lso occurred which expanded t h e  company I s  a c t i v i t i e s  i n  
prov id ing p rop r i e ta r y  services. One o f  these was successful ; 'the other  was not. 
The successful e f f o r t  was the  formation of Informat ics TISCO i n  1967 as 
mientioned above. While i n i t i a l l y  or iented t o  the custom data1 base app l i ca t ion  
needs of NASA's Sc ien t i  f l c  and Technlcal In format ion Fac i l  i t y r  In format ics  
gained enough expe r t i se  i n  t h i s  area M a t  it was ab le  t o  o f f e r  data base 
management as a p rop r i e ta r y  serv ice i n  other areas dur ing ensuing years. 
Ehhancing a predecessor data base program, RECON-STIMS, In fo rmat ics  was able t o  
1 a ter  o f f e r  on-1 i ne tox ic01 ogi  cal  in format ion services t o  t h e  medical indust ry  
and es tab l i sh  spec ia l  lzed data base systems fo r  a number o f  customers. By 1971 
1:nf onnatics In fo rmat ion  Systems and Services was estab l  i shed as a major 
organizat ional  e n t i t y  o f  t h e  company and a t h i r d  prong o f  a mu l t i - t h rus t  i n t o  
?;he software serv ices market. The second e f f o r t  was i n i t i a t i o n  of computer data 
!;ervlces through the  acqu i s f t i on  o f  f ou r  C a l i f o r n i a  computer serv ice bureaus 
which provided batch and remote job  en t r y  ~ i r v i c e s .  While t h i s  i n i t i a l  attempt 
t o  enter the  data services market was unsuccessful0 data servfces eventua l ly  
became a f ou r th  major t h r u s t  o f  t he  company. 

In format ics  ol'd stand-by, custom ssrvf ces, a1 so expanded s f g n i f f c a n t l y .  
Large cont racts  were won w i t h  Western Unfon for  t he  desfgn and implementation o f  
computerized message-switching systems, w i  t h  t he  Unf t ed  States Navy f o r  an 
iidvanced naval t a c t i c a l  command and con t ro l  systems study, w i th  t he  U.S, State 
Department fo r  a passport /v isa con t ro l  system* wtth Dean Witter* and Company f o r  
(s back-off i c e  accounting system, w i th  Jet Propuls ion Laboratory f o r  addit lor la1 
iprograning services, and w i t h  RCA f o r  a l l  t he  sof tware requi red f o r  I t s  
(contract w i t h  t h e  State  o f  C a l i f o r n i a  f o r  the design and implementation o f  1:hs 
Cal if orn ia  Law Enforcement Telecomnunicatf ons System (CLETSI . Most important ly,  
I n f  ormatf cs custom servlces operations began t o  pursue t h e  commercf a1 market 
Inore in tensely ,  espec ia l l y  a f te r  a dfp f n  the federal glovernment computer 
services market i n  1968-1969, by t h e  establ i shment o f  t h e  Northeast Divis' lon 
during 1966 and t h e  acqu i s i t i on  o f  Computing Technology, I ~C.~ i n  1%8 which 
placed In fo rmat ics  i n  t he  f i nanc ia l  s ! r s t m s  market.(36) 



I n  the perf od a f te r  1968, Informatics business pl anni ng ef t o r t s  became more 
detailed and sophisticated. Since the c:ompany eventually consisted of four 
major operational and dlst inct  companies, each company would prepare i t s  own 
long range and annual plans. These i n  turn would be consolidated with a 
corporate strategic and long range plan which served as  a summary. Bauer's 
memos and commentary on wha t  directions the company should afm for  s t i l l  
exf stedr b u t  they served more or less  as  gl~fdel lnes rather than  the main body of 
the plan. 

In March . 1972 even these gut de1 fnes became more sophisticated as  t h e  
fonnulizatfon of long-range plans became a four step approach. First ,  Bauer 
and/or the corporate development off f ce woul d i ssue a fai r'l y detai 1 ed document 
descri bing the company's bust ness phi1 osophy, what markets i t  wished t o  pursue, 
basic assumptions I t  held pertaining t o  sol'tware technology, the data processing 
i n d u s t r y  and each speclf i c market i t  participated in, and overall s t ra tegic  
guide1 ines for the corporation as a whole. The combined document o f  business 
pri nci p1 es, market assumptions and s t ra tegic  guf del i nes would then be issued t o  
operating divisfons and groups who in t u r n  developed long-range plans for each 
of their  business markets. These were submitted t o  and I-eviewed by the 
corporate office t o  ensure that  they adhered t o  corporate objectives a n d  
standards, and then cmbi ned f nto one sumary or consolidated f ive year plan for  
Informatics as a whole. Finally, each business plan would be reviewed and 
cmpared t o  actual performance a t  the end sf  the year f n  order t o  pinpoint 
problem areas among operations or t o  a l t e r  goals or objectlves for the 
preparation of the next long range plan. Since the plans were and are reviewed 
and updated annual ly, they are essentially "evergreenn or dynamic documents i n 
nature, conti nual ly reflecting the corporation~s current activities and future? 
intentions. Each plan i s  a continuance, therefore, of those whlch preceded itp., 
Most importantly, an offfce of corporate development was established 1 n 1972 
under the direction of Lynn Jones for the purpose of assisting b~usiness planning 
through cmpetf t ive analyses, acquisition searches, and exami nation of new and 
potenti a1 markets. (37) 

In the following discussion, each year i s  the company's f1s;cal year wh1c.h 
ended on March 31 of the year referred to .  For 1%8 Informatics planned 67.7 
mi1 1 ton in revenues of which $7.2 mi1 1 ion and $560,000 were t o  come from custom 
services and proprietary products and services, respectfvely. This was pl anned 
t o  Increase by 1973 t o  631.5 mf1 lion with $19 mi1 lion from custom services and 
612.5 mfllfon from proprietary products. I n  t h e  same time period, after-tax 
profi ts  were planned t o  grow from $380,000 (or 4.67 per share) t o  $2.29 million 
(or $3.63 per share). (38) A1 though proprlietary products and services were the 
main growth area, the company was s t i l l  dedfcated t o  a broad base approach t:o 
the eanputur servfces market. The 1970 f ive  year plan revlewed the originell 
objectlves of A Prospectus f o r  Corporatfon D and  reiterated the companyfs 
comnftment t o  t h e m :  

In the descrfptfon sf the overall strategy, we assort t h a t  
Informatics a s  a company i s  f i r m l y  dedicated t o  the digital 
cornpurer f f e l d ,  w h i c h  we intend t o  approach by helping users 
use cmputers. By placing ourselves I n  t7 i s  control position 



between t h e  hardware suppl ier  and the u l t imate  user we a f fo rd  
ourse l  ves many avenues technica l  l y  ancl marketwise f o r  b u i l  df ng 
our busfness. It i s  our strategy t o  pursue as many of these 
avenues as we can p ro f f tab ly ,  and t o  be oppor tun is t i c  as we 
proceed. From a base o f  software exper t i se  we w i l l  branch ou t  
i n t o  productsr services and appl icat ions,  w i th  the commonal f t y  
among them t h a t  each a c t i v i t y  w i l l  be c lose ly  re l a ted  t o  t he  
e l e c t r o n i c  computer. We w i l l 8  i n  a l l  l i k e l i h o o d 8  tend t o  
f o l l o w  mark~tts ra ther  than t o  lead them, i n  the be1 i e f  t h a t  the  
pfoneer i n  t h t s  o r  any f i e l d  i s  apt  t o  make more mistakes than 
he can a f f o rd *  coupled w i t h  the b e l i e f  t h a t  t h e  market i s  
growfng so rap fd l y  t h a t  there w i l  l always be room f o r  new 
e n t r i e s  i n  any spec ia l t y  area. Most fundamentally, i t i s  our 
s t ra tegy  t o  r i d e  t h e  surge of t he  sof tware boom created by ever 
inc reas ing  numbers o f  canputer i ns ta l1  at ions,  by increas ing 
i n t e r e s t  i n  sof tware packages and by un bundl i ng by some o f  the  
major manufacturers. 

No customer area i s  outs ide our scope, so l ong  as t h a t  customer 
area represents a  f a i r  p r o f i t  po ten t fa l .  We w i l l  serv ice 
indust ry ,  commerce and government, domestic o r  f ore1 gn, 1  ocal 
o r  nat iona l .  The marketi  ng investment i n  a  customer area* it 
should be emphasized, w i l l  i n  a1 1 cases be proport ionate t o  t h e  
p r o f i t  potent fa l .  The f f  nal word on scope f s  t h a t  a l l  busi ness 
for  which the p r o f i t  po ten t i a l  i s  n o t  c l e a r l y  v i s i b l e  i s  
ou ts ide  our scope. 

I n te res t j ng l y ,  the above statements reveal  a  change o f  a t t i t u d e  on t he  p a r t  
of' management t o  pursue ava i lab le  commercial markets by " r l d l n g  the surge o f  t h e  
software boom* ra ther  than being c rea to rs  o r  explorers o f  new systems o r  
markets. Th i s  i s  f n  con t ras t  t o  e a r l i e r  years when Informat ics pr ided i t s e l f  on 
i t s  techn ica l  exper t ise and pioneer ing work i n  on-l ine rea l - t ime systems. It 
strould be noted t h a t  begfnning i n  the e a r l y  1970's the company's business and 
leadership i n  t h e  area o f  on- l ine mi1 i t a r y  command and con t ro l  and inte1l igenc.e 
systems began t o  dec l i  ne, r e f l e c t i n g  more o f  a focus on se l l img 1) i n fo rmat ion  
systems and services, and 2) Itbread and bu t t e rw  types o f  app1ic:ations where more 
c'ustuners and p ro f  i t s  ex1 s ted ra ther  than spendf ng e f f o r t s  on advanced s i  ng l  e  
user systems and narrow market appl icat ions.  I n  t h e  Washington, D.C. governmerit 
mlarket especial  ly, Lmonsf  focus on f nformation management l e d  t o  t he  reduct fon 
of In fo rmat ics  market share, o f  the  programming business t o  the competi t o r s  who 
concentrated on i t-Computer Sci ences Corporatf on, PI, annf ng Research 
Ciorporation, and Systems Detvel opment Corporati  on. 

In fonna t l cs  began t o  develop plans f n  1970 t o  grow i n  revenues t o  $135 
m i l l i o n  by 1975. The company saw the software indust ry  cons is t ing  o f  t h ree  
major market areas and bel ieved that ,  i n  1970, it had the  market shares shown 
below for each area: 



Market Market I n f  ormati  cs I n f  o ~ m a t i  cs 
_Area __Size- _e%euss- MatauJs 

Custom 
Services $ 430M $ 14.5M 

Prop r i e ta r y  
Products S SOM 

Data 
Services $ 940M 

To ta l  $ 13 90M 620 .OM 1.4% 

The market share i n  p rop r i e ta r y  produc:ts was forecasted t o  increase t o  7.5 
percent, 642 r n i l l f o n  f n  sales, by 1975. The data serv ices market which 
In fo rmat i cs  had entered f n  1968 was pred ic ted t o  grow from $940 m f l l i o n  i n  sa les  
i n  1969 t o  $3 .5 b i l l i o n ,  a 400 percent inc:rease, by 1975, Ccmputer t ime sa les 
accounted f o r  $1.5 b t l l i o n  o f  t h i s  market whf le  $700 m i l l i o n  was from custom 
services, and $1.3 m i l l i o n  from sales o f  software packages and products devoted 
t o  support t h e  data serv ices f ndustry. Having recen t l y  acquf red and es tab l  ished 
several batch and remote job  en t ry  or tented serv ice bureaus which i t hoped t o  
use as a spr f  ng board i n t o  the  very la rge  and compet i t ive computer t ime shar ing 
market, I n f onna t i  cs decided t o  a t t ack  the data services market through the  
development of special  i zed  packages fo r  th- is  area ( t h i s  of course para1 l e l e d  t h e  
company's comnitment t o  software products f o r  end users): 

The 1 a t t e r  represents an enormous i ncrease over 1968 1 eve1 ss 
which expresses our conv ic t ion  t h a t  custan data servilces w i l l  
eventua l ly  be based almost e n t i r e l y  on packages. It: i s  our 
i n t e n t  t o  p a r t f c i p a t e  i n  t h i s  growth both through p rov id ing  
serv ices and through prov id ing t h e  packages f o r  use by 
ourselves an'd others. 

The company hoped t o  increase f t s  market. share i n  data. s e r v i  ces from .3 
percent t o  .8 percent, o r  $28 m i l l i o n ,  by 1975 through such e f f o r t s  as t h e  
f ranch ise sa le  of MARK I V  t o  serv ice bureaus and computer t ime shar ing serv ices.  

I n  a d d i t i o n  t o  i t s  t r a d i t i o n a l  custom serv'lces a c t i v i t i e s  and i t s  burgeoning 
a c t i v i t y  i n  software products, Informat ics a lso  pinned hopes on another area 
whi ch it had recen t l y  entered and had developed through i t s  custom serv ices 
area--communfcations systems products. Th i s  represented t h e  company's f i rs ' t :  
foray i n t o  the  Vn tegra ted  systemst' (sometimes c a l l e d  Itturnkey sys tmsw)  market.- 
- the s e l l  l n g  of bundled software and hardware f o r  a specf lri c appl i ca t i on .  
Through work per f  onned f o r  t he  General Services Admi ni s t ra t ton ,  Un i vac  and 
Western Union f o r  the design and imp1 ementa1:ion o f  1 arge seal e computerize~d 
message-switchfng systems, the company gat  ned exper t i  se t o  develop, f o r  the 
Federal F?ec;erve Bank o f  New York, the ICS IV/500 commun~cations system which 
consf s ted of message-swi t ch l ng  software runn i  ng on Xerox cmpute r  hardware- 
Ar~nounced and f i r s t  i n s t a l l e d  i n  1969, t h e  I C S  IV/500 then sold f o r  a t y p i c a l  
p r i c e  o f  $1.15 m i l l f o n  per i n s t a l l a t i o n  (4.5 m i l l f o n  of t h i s  was f o r  the 



hardware). Informatics be1 ieved the i ntegrated systems market had a potential 
$600 mi1 lion i n  sales. I t ,  in turn, hoped t o  s e l l  an average of' ten ICS I V / S O O  
systems per year by 1975. ICS IV/500 sales were expected t o  r i s e  from $2.01 
mil lion in 1971 t o  $16.4 mil lfon by 1975, An additional $9.1 mll lfon was t o  be 
earned in the l a t t e r  year by providfng custom ~iervices for  modification of the 
software for the specf a1 ized needs of user i n s t a 7  lations. 

Ffgure 3-21 shows .the expected revenues fran the four major product/service 
areas Informaties intended t o  participate in between 1970 and 1975 along with 
the percentages each contributed t o  the business mix of the cmpany. Revenues 
from the Information Systems and Services Company were included under custom 
ser*viees a s  th i s  operating group of the corporation did not deve'lop a product or 
prclprl etary serv 1 ce ori entat i  on u n f  11 1972. As can be seen, propri etary 
products and services were predicted to become the 1 argest oper-ational area of 
the  company by 1975 amounting t o  31 percent of the corporatictn's revenues in 
t h i i l t  year. C u s t o m  Services were expected t o  declfne t o  28 percent of the 
company's business whil e integrated systems revenues (for  both software and 
associated hardware) were to  j u m p  from 1.8 percent t o  20 percent of Informatics 
bu!siness within f ive  years. Data service revenues, while expected t o  grow from 
$4.6 million t o  $28.0 million, would make a contributfon of 21 percent of 
revenues. After-tax profi ts  were projected t o  increase between 1971 and 1975 
from $1.18 million t o  $9,07 million (or from 6.90 per share t o  63.70 per share),  
improving the  company's profi t  rate from 5.0 percent t o  6.7 percent. Figure 3- 
22 gives the amount of annual after-tax profi t  expected for each major market 
area of Informatics for  the years o f  1971-1975. 

In 1975 $17 mill ion i n  revenues, or 12.6 percent. were planned to be from 
foreign sales. The company foresaw its growth to  a $136 ml1 lion dollar company 
t o  be generated through i nternal development rather than acquisi t i  ons. The 
ec:onomic recession of 1970-1971 caused a decline in stock prices of' software 
ccmpanies precluding the psssi bfl i t y  of favorable equity f f nancf ng or the use of 
stock trades t o  perform acquisitions. A1 so, the corporati on predid:ed a need 
f o r  5000 employees by 1975 and therefore a greater need t o  sharpen f t s  
rucrui tment efforts,  

W f t h  the projection of being a large corporation a t  the end of f ive  years 
came the realization that  greater autonomy had t o  be given t o  the operatfng 
dfivisions provlded corporate standards were adhered t o  and cooperation existed. 
Theref ore, Informatics reorganf zed i nto four operati onal ccmpanies a s  previously 
mentioned, The 1970 f ive  year plan described the need for coordt nation among 
the separate u n f t s  w i t h  the following: 

While our guidfng principle is  operational freedom. we m u s t  not 
lose sight of the fact  that  we are a large company tha t  intends 
t o  be much larger, and t h a t  there are strengths i n  bigness t h a t  
we will need t o  take advantage of. The concept of alivisional 
authority does not mean tha t  we want  t o  create five, s ix  or 
seven small cmpanfes gotng separate ways. Quite t o  the 
contrary, t h e  divisions should learn to  take advantage of one 
anothers strengths, whether by using each others capabi l i t ies  
and products, exchanging technical informati on, advertising the 
overa3l c m p a n y t s  achfevementsr or f n whatever other  way ft f s 
possible to achieve t h a t  elusive l t y  ca7 led "synergy .'? A t  
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the  corporate  l e v e l  we w i l l  be at tempt ing t o  provide t h i s  type 
o f  coo rd ina t i on  and cross-pol lenizat ion,  but  a major share o f  
the  r e s p o n s i b i l i t y  f o r  seeing t h a t  it happens wf11 always f a l l  
t o  t he  opera t ing  u n i t s  s ince they f i r s t  r e a l i z e  the needs.(39) 

During t h e  nex t  th ree  years, In fo rmat i cs  attempted t o  achieve i t s  1970 f i v e  
year p lan and experienced dismal resu l t s .  E f f o r t s  t o  enter  the data serv ices 
market through t h e  operat ion o f  several  data centers ( th ree  i n  C a l i f o r n i a  and 
one i n  New York) proved h igh ly  unprof i tab ' le  due t o  the dec l ine i n  business as 
the  economic recession .of 1970-1971 impacted t h e  small business customers that 
were serv iced by the data centers. The corporat ion made a courageous bu t  
prudent dec is ion  t o  make a hasty r e t r e a t  from t h i s  business before i t s  severe 
losses could bankrupt the company. A " long shotu investment i n  a m i n o r i t y  
i n t e r e s t  i n  ATAR Computer Systems (a companyr described i n  Sect ion 4.4.2, formed 
t o  p rov i  de a wor l  dwi de reservat ions system f o r  t r ave l  agents) was unsuccessful 
when t h e  C i v i l  Aeronautics Board delayed approval for  t he  a i r l i n e s  t o  
p a r t i c i p a t e  f n  the  system. The recession a1 so caused a dec l ine i n  commercial 
custom serv ices and a reduct ion i n  government spendfng f o r  a l l  t.ypes o f  sof tware 
se rv i  ces i n c l  ud i  ng cutbacks i n  f a c i l i t y  management cont racts  from which 
In format ics  der ived s i zab le  revenues. The bottom l i n e  f o r  the c:orporation was a 
l o s s  o f  64.24 m i l l i o n  i n  1970. These losses occurred as a r e s u l t  o f  modest 
operat ional  losses p lus  over $4.0 m i l  l i o n  of w r i t e -o f f s  o f  investments I n  data 
services. Th i s  was the only unp ro f i t ab le  year o f  the company up t o  t h a t  time. 
F isca l  years 1971 and 1972 were devoted t o  conso l ldat ing operat ions and 
overcoming t h f  s 1 oss i n  order t o  rega l  n 1%9 p r o f i t  1 eve1 s. 

The company had moderate success w i t h  sales o f  the  I C S  IV/500. Several of 
the comnunlcations systems were so ld  t o  General Foods, Dun 8 Bradst reet*  and 
Mi tsub ish i  Corporat ion o f  Japan. Sales o f  MARK I V  experienced a 20 percent 
growth r a t e  w i  t h  exce l l en t  p r o f i t s .  A marketing f o r ce  f o r  the  product was 
estab l ished w i t h  over 75 salesmen s ta t ioned i n  var ious l oca t i ons  i n  North 
America and Europe. L icensing agreements were made f o r  the sa'le o f  MPRK I V  i n  
Japan and f o r  t h e  o f f e r i ng  of it on several t ime  shar ing networks, i nc l ud ing  
I n t e r a c t i v e  Data  Systems and Natf onal CSS i n  the Uni ted States and Datalogi  c i n  
Canada. I n fo rma t i cs  commercial custom services a c t i v i t f  es a lso increased by 
expanding i n t o  t he  Northern Ca1 i f o r n i a  market, es tab l i sh ing  n small domestic 
professional  sa les  forcer  and o f f e r I n g  p rop r i e ta r y  serv ices i n  t h e  form o f  MARK 
I V  programning serv ices and on- l ine data base management systemr; through the use 
o f  RECON-STIMS. 

I n  1972 In fo rmat i cs  recorded a mere $17.5 mi1 1 ion  i n  revenues compared t o  
i t : s  1968 p r o j e c t i o n  o f  626.2 m i l l i o n  and i t s  1970 fo recas t  of 637.7 m i l l i o n .  
Walter Bauer addressed t he  companyfs ha l t ed  growth problems dur ing October 1972 
( h a l f  way through f i s c a l  year 1973) w i t h  t he  f o l l o w i n g  comments on rega in ing the  
corporat ion 's  growth process: 

The f i s c a l  year 1972 was no t  a s t rong  growth year f o r  the  
company p r ima r i  l y  because o f  the marketplace sof tnes:~.  Both 
commercial and government market areas were no t  strong, 
espec ia l l y  dur ing t h e  ea r l y  p a r t  o f  t h a t  year. I n  f f s c a l  1972 
the  company improved i t s  cash p o s i t i o n  from borrowings of $1 
million t o  the present cash pos i t i on  o f  $1.3 m i l l i o n  cash i n  
the  bank. The e n t i r e  approach was one of conservatism. The 



conservatism of f i s c a l  1972 has s p i l l e d  over i n t o  t he  cu r ren t  
f i s c a l  year t o  a considerable extent .  We have cont inued t o  
improve our cash pos i t ion.  Our commercial areas have shown 
reasonably good growth. Recognizirrg t h a t  t h e  f i n a n c i a l  
communl t y  was n o t  c o u r t i  ng h igh mu1 ti p l  es o r  exuding excitement 
about the sof tware industry,  we e lec ted t o  make subsitanti a1 
investments t h i s  year. . . . As a resu l t ,  we expect our 
revenue and p r o f i t  p i c t u r e  t o  change f o r  the b e t t e r  dur ing  
f u t u r e  years, 

Un t i  1 recent ly  In format ics  had n o t  had, a t  any t ime dur-f ng i t s  
h is tory ,  a comnltted plan, i nc l ud ing  f u l l  t ime personnel, f o r  
acqu i s i t i on  and mergers. U n t i l  t hq l s  f i s c a l  year, no corporate  
o f f i c e r  had such an assignment; i nterna l  growth was emphasized 
t o  t he  p r a c t i c a l  exclusion of an a c q u i s i t i o n  program; 
acqu i s i t i ons  and business purchases were done on an 
oppor tun is t i c  bas is  exc lus ive ly .  S t a r t i n g  w i t h  t h l s ;  f i s c a l  
year, the conscious decisfon was made t o  become more 
venturesome w i t h  respect t o  ex terna l  growth. The company has 
two basic s t rengths from which externa l  growth can be achieved: 
a s t rong balance sheet and f i n a n c i a l  h is tory ;  and an e x c e l l e n t  
repu ta t ion  i n the data processing and f i nancial  comnuni t l e s .  

Much o f  our ex terna l  growth w i l l  come from "purchased productsw 
and "purchased serv ices" q u i t e  apa r t  from ccmpany acqufs t ions.  
We recent ly  purchased a "COBOL preprocessorn CCL*IV] sof tware 
product t o  ccmplement our MARK I V  product li nee We a re  l o o k i n g  
a t  several more such products and services. 

We are  i n te res ted  i n  any company or  business *fnvolved i n  
f nformation handl i ng, or  where in format ion handl i ng i s  v i  t a l  t o  
the  product o r  service. wIn fonnat ion handl ing" can take  t he  
form o f  "data processingw o r  the  newer technology o f  "word 
processing."e are prepared t o  expand our c a p i t a l  i t a t i o n  t o  
accomplish t h l s  ex terna l  growth and t o  use our working c a p i t a l  
and cash as necessary. The above notwithstanding, it w i l l  be 
our philosophy t o  be reasonably conservative, making a number 
o f  smaller, prudent acqui s i  tl ons, r a the r  than " b e t t i n g  t he  
companyfi on one or  two. A l l  our acqu is i t fons  wf11 he 1 n t h e  
i n f o m a t i o n  handl i n g  products and serv ices area ( o r  re1 ated, as 
described above) and we wf11 i n s i s t  on t he  business be1 ng 
nclosen t o  ours where synergism can be achieved. 

The above represents the f i r s t  recogn i t i on  o f  t h e  d e s i r a t ~ i l  i t y  o f  t i 1  ti ng 
the "make o r  buy" deefsfon concerning software products i n  the d i r e c t i o n  o f  
"buy. It was reasoned t h a t  a be t te r  decf s ion t o  i nves t  i n a commitment t o  the 
product coul d be made a f t e r  it had belen devef oped and test-marketed by someone 
else. 

I n  a d d l t i  on t o  expand1 ng t h e  company through se7 e c t i v e  acqui s f  tl ons, Bauer 
placed emphasis on growfng the company through sales of sof tware products  o ther  
t h a n  MARK I V .  These included the COBOL preprocessor CL*IV, mentioned above, 
REiCON-STIMS and other  data base management programs, the CS IV photocmposl  tf on 



p~ogram, and a marketing 1 icense f o r  PRODUCTION I V ,  a manufacturing-i  nventory 
managanent software package: 

We expect t o  be adding q u i t e  a number of non-MARK I V  sof tware 
products and we expect t h i s  t o  be a major growth area i n  t he  
years t o  come. There are  a number o f  o ther  s p e c f f i c a l  l y  
i d e n t i f f e d  software products from which we expect t o  rece ive  
revenues. 

nOn-line and data base servicesN represents t h e  f a s t e s t  growing 
area i n  the company as a whole. We have i n s t a l l e d  'the RECON 
system a t  numerous organizat ions w l t h l n  t he  federa l  government 
and we have recen t l y  won two of the cho ices t  data base 
cont racts  i n  t h e  governmentr the  TOXICON system f o r  t he  
Natfonal L i b r a r y  of Medicine and the  ENVIRON system f o r  t h e  
Envi ronmental Protect1 on Agency. We have i dent i  f i e d  numerous 
agencies which w i l l  need data base serv ices i n  t h e  fu tu re .  We 
be l ieve t h a t  no organizat ion i n  the Washington area i s  beti:er 
qua1 if i e d  t o  provide these services. We a re  t he  1 eader and we 
intend t o  s tay  there. The data base serv ices business among 
federal  agencies has shown remarkable growth and we (expect t o  
c a p i t a l i z e  on t h i s .  I n  t he  future,  we w i l l  be making 
investments i n  our own p ropr ie ta ry  data bases and our w n  
system for i n t e r  r oga t i  ng those data bases. 

Despite t he  var ious possi b f l i t l e s  f o r  growth* I n fo rma t i cs  s t i l l  had t o  
r ev i se  i t s  planned forecasts s i g n i f i c a n t l y  from the  1970 f l v e  year plan. Rather 
than p red i c t i ng  being over $100 m i l l i o n  i n  annual revenues i n  1975, the  company 
could reasonably expect $37.3 m i l  l i o n  i n  revenues f o r  t he  sarne year and 61.72 
m i i l l i on  f n  p r o f i t  ( o r  S.98 per share ins tead of $3.70). Planned growth 
investments i nc1 uded $300 rOOO f o r  comrnunicatf ons sys tms,  $70 ,000 f o r  
acqu f s i t i on  o f  PRODUCTIm I V ,  670,000 f o r  the development o f  MARK I V  spec ia l  
features, $80,000 f o r  t he  destgn o f  an on-l ine MARK I V  product  ( then dubbed MARK 
V I I )  and ~ l O O r O O O  f o r  t e s t  marketing.(40) 

I n  the next  one and h a l f  years, In fo rmat i cs  pursued 'these d i rec t ions .  
F'RODUCTION I V ,  a manufacturing systems product, was acqui red; an addi t i o n a l  
c:ommunications product8 ICS IV/25O8 was developed; data base management areas 
were explored; and add i t i ona l  software products f o r  f i n a n d  a1 appl i ca t i ons  
(ACCOUNTING IV General Ledger, Accounts Payable and Accounts Receivable) were 
ob ta i  ned through the acqu i s i t i on  o f  Assystance Inc. and Canputclr Appl i e d  Sys tms  
Co. Most impor tant ly r  In format ics  entered i n t o  a j o i n t  venture w f th  The 
E:quitable L i f e  Assurance Soclety of the Uni ted States dur lng 1972 f o r  the 
formation o f  Equimaticsr I~C.~ which was founded t o  o f f e r  computer serv ices t o  
t:he insurance indust ry .  Thls was a landmark event because I n  the next  two years 
Equimatics successfu1ly entered t he  data servfces network and timesharing 
market. It acquired Uni ted Systems International , a go ing ent;erpri se which had 
clevel oped several insurance i ndustry or iented sof tware  product;^ and whlch woul d 
soon develop LIFE-COMM, one o f  the  most successfu1 l i f e  insurance p o l f c y  
management software products ever produced. The format i  on o f  Equfmatics woul d 
lead t o  the  f o u r t h  growth stage and a major s h i f t  i n  long-range planning f o r  
Informat ics.  



Begi nning i n 1973 # t h e  company separated i t s  ' df scussion o f  s t r a t e g f c  
planning and i t s  f i v e  year p lan i n t o  two separate documents. The f i r s t  formal 
corlporate s t ra tegy p lan o f  June 1973 stayed essen t ia l  ly the same as t h a t  which 
was ou t l i ned  by Bauer f n 1972. Added emphasis was placed on the importance o f  
systems and appl i c a t i  ons products: 

A company which has system products and software products can 
p a r t i c i p a t e  i n  t he  data serv ices i ndus t r y  i n  many ways: 
1 i cens i  ng o f  products, j o i n t  ventures, f a c i l  i t i e s  management, 
and t i e - i n  sa les  w t t h  p rop r i e ta r y  products. The product 
company can be a supp l i e r  t o  the data serv ices indust ry .  Every 
product can be used i n  a R A I R  (remote access inimediate 
response envi  ronment, 

[ In format ics  w i l l 1  consciously s h i f t  t o  more appl l c a t i o n s  
c a p a b i l i t y  and expe r t i se  and emphasize p ropr ie ta ry  products and 
serv ices t o  a g rea te r  extent. We w i l l ,  however, expend 
resources t o  i nsu re  t h a t  our custom services bus1 nes!; con t i  nues 
t o  rsmatn hea l thy  and grow. . . . 

By 1973 42 percent o f  I n f o rma t i cs  revenues came from p rop r t e ta r y  product!; 
and services. In format ics  had revenues o f  $7.6 m i l  7 f on front sof tware product!; 
i n  t h a t  year and was the  l ead t  ng suppl l e r  o f  them, second on ly  t:o IBM ( w i t h  $7;; 
m i l  1 f on i n sof tware product  revenues). The software products market wa!; 
forecasted t o  grow from $ .436 b i l l  on i n  1972 t o  $1,188 b i l ' l i o n  i n  1978. The 
e n t i r e  computer serv ices indust ry ,  i n  which Informat ics was ithe t w e l f t h  l a rges t  
supp l ie r  w i t h  617 m i l l i o n  i n  sales, was pred ic ted t o  increase from $5.2 b i l l i o n  
i n  sales t o  $13.6 b i l l i o n  by 1978. The po ten t i a l  for  growth s t i l l  ex isted;  
hok~ever~ the a b j l i t y  o f  the company t o  expand v i a  acqu i s i t t ons  through stoclc 
trades o r  through purchases o f  new products financed by s tock o f f e r i n g s  was 
hampered by contf nuing 1 ow p r i c e s  fo r  software i ndus t r y  stocks. According trs 
Wagner, t h i s  was, a t  l e a s t  i n  pa r t r  caused by t he  disf3nchantment o f  the  
f i n a n c i a l  ana lys ts  w i t h  s tocks which had been pranoted t o  excessive mu1 ti p les  i n  
t h e  l a t e  1960 Is .  Many o f  these companies had c a p i t a l  ized Lhei  r costs  f o r  the 
development of software products. When the Accounti ng Standards Board forced 
la rge  write-offs of such c a p i t a l i z a t i o n 9  t h e i r  stock p r i ces  plunged, r u i n i n g  t he  
prev ious ly  favorable f o recas t s  of a number o f  f i n a n c i a l  ana lys ts  who had 
recommended sof tware stocks as good investments t o  t h e i r  c l i e n t s .  Hence, i n  the  
ear-ly 1970ts, they cau t fous ly  recommended against  buying a11 :software cmpany 
stocks. In format ics  was an innocent v i c t i m  o f  t h l s  a t t i t ude .  

While the corporat fon war i n  a reasonably strong cash pos i t i on9  t h e  
investment o f  i nterna l  resources and funds i nto software p rod~uc t ,~  devel opment on 
an expensed bas is  meant dec:reased p r o f i t s .  Th is  f n t u r n  cou ld  depress t he  
market p r i ce  f o r  I n fo rma t i cs  stock, making it l e s s  a t t r a c t i v e  t o  p o t e n t i a l  
investors  and f u r t h e r  p roh i  b i t  the  7 i ke l  i hood o f  favorab l  s equi ty sales!. 
In-Formati cs needed p r o t e c t i o n  from the f l  uc tua t i  on o f  the pub1 i c  market f o r  i ts 
stock t o  continue i t s  growth and keep f t s  leadersh ip  i n  the sof tware indus t ry .  
Faced w i t h  the s i t u a t f  on f o r  the po ten t i a l  abf 1 i t y  t o  grow bu t  no convenient clr 
favorable way t o  f inance it, Walter Bauer was persuaded ( a t  f i r s t  very 
r e l uc tan t l y )  t o  consider the i dea o f  merger w i t h  Equimatics, under t h e  r i g h t  
cwnditfons.(41) 



During t h i s  period planning was dominated by the merger with Equimatics 
uncler Equitable ownership. As described in Section 4.4, Equimatlcs, Inc* had  
been formed i n  1971, as a joint venture of Informatics and The Equitable Life 
Assurance Society of t h e  United States for  the purpose of providing software 
servfces and products t o  the insurance industry a n d  t o  supplenient and enhance 
the Internal data processing capabil i t i e s  and expertise o f  The Equitable 1 t se l  f .  
A t  i t s  inception, Werner Frank resigned from Informatics t o  become president of 
Eqijimaticsr taking along with h i m  Hal Richmc~nd and a few other high level 
Informatics empf oyees. 

The Equitable was originally planned t o  be a significant source of revenues 
for the joint  venture. Indeed, Equimatics did gain some business providing 
Medicare cl aims processing and timesharl ng services i n  the New York area t o  The 
Eqi~itabl e. However, the l a t t e r  company was able to  enhance i ts  f nternal data 
prcscessing operations on i ts  own without cal l ing on Equimatics for help. 

By 1973 Equimatics had made good progress. I t  had  established i t s  own data 
center i n Fai r f i e l  d ,  New Jersey, which successful 1y provided timesharl ng 
services to  The Equitable, and I t  had acquired United Systals International 
which imnedfately gave the company several fnsurance application products. Mort 
importantly, as descrf bed f n Section 10.1 .Ir t h e  company was developf ng a large- 
scla'i e modul ar,  mu1 tf-functional software product call  ed LIFE-OMM t o  provi de 
1 f f e  i nsurance pol i cy  1 ssuance, mai ntenance, b i l l  i ng, cl aims processi ng, 
investment monitori ng a n d  other funcli onal appl ications required by large and  
moderate s i t e  l i f e  insurance companies. The development of LIFE-COMM, l ike  t h a t  
of MARK IV b u t  more costly,  was a lengthy effor t  requiring major internal 
i nves.tments i n addition t o  f i nanci a1 support f ran customer sponsorship. 

For a number o f  complex reasons, which are explained in dietail in Section 
4.5, a merger was arranged between Equimatics and Informatics, resulting i n The 
Equitable Life Holding Company becoming the owner of the merged enti ty,  which 
became the "newn Informatics Inc. It had the same name and management, and, t o  
the world, was f ndistinguishable from the "oldn Informatics Inc. r except tha t  it: 
now contained Equimatics, was no longer publicly owned, and h a d  a new board of 
dl rectors, a majori t y  of whom were representatf ves of The Equftabl e. C 42) 

Planning durfng the  years of Equitable ownership became more detailed and  
precise. The Equitable i t s e l f  had no influence on the planning. (Indeed, 
according t o  Wagner, there was a story that The Equitable had never h a d  a f ona .1  
Icing-range plan, and i nftiated tha t  df scfpline a s  a result  of several of thei r  
senior officers serving on the Infonnatlcs board of directors.) A minor change 
was that  Informatfcs management could and did use The Equitable's economists to 
obtai n expert inf ormati on pertaining t o  the expected economy for future 
ye1ars.(43) However, the thinking tha t  went into the preparation of the business 
plan for the merger had a profound influence. Ffrst  of a l l ,  there was a 
reicognition of the probl en of the structure of the plan. Informatics had been 
planning by organizational unit. B u t  organization changes a n d  expansion into 
dynamically changi ng areas o f  business create the need for new a1 ignments of 
units. Eauer suggested t h a t  i t  was more rea l i s t i c  t o  deft ne general types of 
busfness a n d  format t h e  b a s f c  p l a n  w f t h  relati~crn to such area:;. Corlsequently t 
Informatf cs developed f ts business plan for the new In format ics  I n  ternis of 12 



strategic bust ness areas in which i t  planned t o  be active during the followi ng 
five years. This concept helped t o  clarify the ccrmpanyfs strategic thinking a n d  
permitted an easy way t o  compare actual results wi t h  five year plans. A1 1 
subsequent five year plans followed th i s  pattern. The annual profit  p1 an, 
however, (which was developed from the bottom up:r continued to  be presented by 
organizational unitt though coordinated with the 1.2 business areas. As a result 
of the merger, Infomatics changed i t s  ftscal year to  a calendar year basis. 
A1 7 subsequent references are to  ca1 endar years. 

Figure 3-23 s (taken from a prelimi nary f ive year plan prepared before the 
merger) is an estimate cf the 1974 size of the 12 market areas, and shows how 
much the cmpany expected these markets to  grow by 1978 and what Infomatics 
percentage of penetration of them was expected t o  be. Figures 3-24 and 3-25 
(taken from the Five Year Business Plan, revi sea' July 1974) provide, for each 
area, a summary of expected revenues a n d  profits and  a summary of planned 
i nvestments. Note t h a t  this  plan assumed deferring certain dsvel opment costs 
and amortizing them over the ffve years. This was done for internal reporting , 

only. As can be seen, four new areas of business for Informatics, gained as a 
result of merging w 7 t h  Equimati cs, were i nsurance consul t i  ng and software, 
insurance data services,' health care and medical systems, and data services. 
The expanded company saw major growth areas in the future t o  include each of 
these new areas along w f t h  software products other than MARK IV and 
computer/communicati ons systems. Therefore, Me pl anned i nvestments (meanf ng 
profit plow back) of the company were projected to  be i n  these areas-- 
particularly da ta  services a n d  software products. Of 612.3 mi1 lion t o  be 
reinvested in Informatics, approximately 67 million was planned 'to go t o  these 
two areas alone. ( 44 )  

In the ensuing ffve years, Informatfcs was predfcted t o  grow frcxn 626 
million in revenues and 61.7 million I n  operatfng profits in 1973 t o  $75.7 
mil lion in revenues and 68.1 mil lion i n  operating profits by 1.978. Note that: 
the focus of this  plan i s on Nwiua. This was a co~ncept a~dopted to 
measure the true progress of the business, as distinguished from the rather' 
strange accounting t h a t  resulted f run the merger with Equimati cs. Nornral lly, the 
acquiring company (in th'is case The Equitable) carries on ilcs books, a s  arr 
asset, the costs of the acquisition, and  amortizes them over 40 years, charging 
the amortization a s  an expense against profit. In t h l s  case, a s  expl ained in 
Section 4.5, the acquiring ccmpany was a subsidiary of The Equitable, 
Eauimatics. I t s  name was chanaed a n d  i t  became the new Informatics, w f t h  the 
cdsts of acquisition on i t s  botks. This ingenious plan was designed w f t h  the 
fntent of amortizfng a l l  the costs of acquisition in five years, $elfbsu&sly 
creating massive pre-tax losses in the new Informatics, while i t  was s t i l l  
privately owned, as shown on Figure 3-31. The Equitable then, on a consolidated 
t a x  return, could deduct these l*lossesn before taxes from i t s  profits. A fonnal 
agreement between Informatics and The Equitabl e provided for  Informatics t o  pay 
"pro-forman provisions for income tax t o  The Equitable. E3ecause of th i s  
1 nvol ved accounting treatment (a1 1 perfectly legal ) , Informatics I-ecorded pretax 
income and  net losses for the years 1974 through 1978 whfch had no relationship 
to  the real financfal performance of the company. To measure such pel-formance, 
noperatin_a profitn (after the amortization o f  i nternal deferred devel opment 
co-str b u t  before the nbnormal write o f f  of acqujsition cosl:s) was used t c  
measure t h e  true financial performance of the cmpany. Note t h a t  operatirkg 
p r a f l t  was p l a n n e d  t o  be v 7 ' r t u a l l y  zero f o r  the years I974 through 19765 ( a s  
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p r o f i t s  were re fnvested f n  t he  business) and was then planned t o  gradual ly  
ret;urn t o  %onnal p r o f i t s v  i n  1977 and 1978. By 1979 "operat in~g prof5 tV1 would 
be the  same as pretax income. 

The composition o f  t he  company's business was expected t o  be s i gn ' i f  i c a n t l y  
a l t e red  as wel l .  By 1978 t he  s i n g l e  l a r g e s t  po r t i on  o f  I n f o m t ' i c s  buslness was 
expected t o  be sof tware products of a7 1 itypes w i t h  data serv ices ( f o r  both t he  
i nsurance indus t ry  and o ther  app l i ca t ions )  bei  ng second. The t h i  rcl 1 argest  
porVtion o f  the company's operat ions was expected t o  be I n  t he  area o f  insurance 
industry-or iented products and services. The four th  major area o f  a c t l v i t y  was 
expected t o  be i nformat i  on systems analyses, deve7 opment, and *network1' (meanf ng 
remote i nqu i r y  i nto data bases) services. Commercial software serv ices and 
f a c i l i t y  management and support, t he  areas t h a t  In format ics  s t a r t e d  business i n  
and used t o  boots t rap i t s  way i n t o  p ropr ie ta ry  products and services, was 
planned t o  account f o r  only $10.2 m i l l i o n  of the companyqs revenue o r  13 
percent.(44) 

With The E q u i t a b l e ~ s  pat ience and w i l l i ngness  t o  a l low  profit:^ t o  be 
reinvested, I n f o m a t i c s  was ab le  t o  resume i t s  growth and, wi-th a few favorable 
and unfavorable tw is ts ,  make t he  1974 f i v e  year plan a r e a l i t y .  I n  t h e  per iod 
between 1974 and 1978, the  co rpora t ion  experienced d i f f f c u l t y  i n  penet ra t fng the  
health-care market and i n  inc reas ing  and devel oping i t s  computer/commurnications 
busi ness, so it eventual 1y re t rea ted  from these markets. D i f f i c u l t i e s  \were a1 so 
experienced i n  successfu7 l y  produci ng pro f  i t s  from c e r t a i  n appl l c a t i  ons sof tware 
products such as PRODUCTION JV and ACCOUNTING I V .  Most goals were at ta ined,  
however, and favorab ly  enhanced i n  1975 w l th  the acqu i s i t i on  of Programmfng 
Methods, Inc .  (F'MI), a1 though there  was a temporary setback i n  prof i t ! ;  i n  1977 
w i th  t he  acqui sf t i o n  o f  Management Horizons Data Services (MHDS) . 

PMI was a major compet i tor  of In fo rmat i cs  i n  the custom programing  serv ices 
market and a producer o f  t e 1  ecommunicati ons software. In fonnat ' ics  acquired PMI 
from General Telephone and E lec t ron i cs  which had made an unsuccessful b i d  t o  
enter the  computer hardware and serv ices marketplace through a number of 
suibsidiaries. Though PMI had some software products, i t s  r ea l  s t rength was i t s  
commercial pro fess iona l  serv ices operat ions w i t h  headquarters on both t he  East 
and West Coasts. PMI was a leader  i n  t h i s  market throughout: the country, 
prov ld fng p ro j ec t  management serv ices as we l l  as the  temporary serv lces o f  
analysts and programmers t o  meet t he  s ta f f i ng  needs o f  both cmmerc~a7 and 
governmental c l i en t s .  It had a programming support con t rac t  w i t h  NASA's Ames 
Research Center very much l i k e  the  one t h a t  In fo rmat i cs  had there.  I t s  
penetrat ion of the  market for  programming fo r  business data processing f o r  
commercial c l i e n t s  and s t a t e  governments was f a r  greater than Informat ics.  

The acqu i s i t i on  of PMI placed In format ics  i n  a p o s i t i o n  o f  leadershl lp w i t h i n  
the  commercfal pro fess iona l  serv ices market--a pos i t i on  which Informlat i  cs hacl 
prlevfously never achf eved because o f  i t s  emphasis on p rop r i e ta r y  products and 
servf ces and, i n  t he  government market, on fn fonnat ion ana lys is  and processing. 
Th is  new, major involvement i n  professional services, primari ' ly f o r  business, 
al'lowed In format ics  t o  produce respectable p ro f  i t l e v e l s  which had eroded by the  
1 ack o f  continued success I n cornputer/communi c a t i  ons systems and by massive 
l o !~ses  from a l l  software products except MARK I V .  



The second acqui sf t i  on, of Management Horizons Data Services (WDS) 8 a1 1 owed 
:Informatics t o  obtat n a completely es tabl  i s h e d  data center in  Co1 umbus, Ohio, 
with a nationwide data c m u n i c a t i o n s  network and proprie tary software 
appl fcat ions  products for wholesale d i  s t r fbu t ion  i n  t he  pha~maceutica'l and 
hardware Industr ies .  FHDS permitted I n f o m t i c s  .to become, f o r  the f i r s t  time, 
,a mad or market fac tor  i n  proprietary data services  for  an inclustry-spec:f f l c ,  
"vertf ca1 " market. 

Additional growth i n  Informatics occurred i n  1.976 in the  fnformati on s)rstems 
(and services  area w here the  cmpany began provfding 1 i tf ga t ion  mana(gement 
fnformation servfces  t o  cl i e n t s  f nvol ved i n  major an t i  trust suf ts and corrtract 
disputes.  This was a logical  pa r t  of t he  information "networkw $:ervice business 
a rea  although, i f  i t  had not been f o r  the  pol icy t o  preserve comparisons w i t h  
the  original  f i v e  year plan, i t  would have been c lass f f fed  a s  a new bu!;iness 
area, "1 egal fnformati on systems and servicesen I t  represented t h e  f i r s t  
commercial, highly prof i tab le  flowering of Lemons' vision of a pure information 
serv ice  business. The demand fo r  t h i s  service increased tremendously in  t h e  
l a t e  1 9 7 0 ' ~ ~  and In foma t i c s  found i t se l f '  with a new operation w h i c h  produced 
p r o f i t s  marglns in excess of 20 percent. Added revenues were a l so  gained 
through the expansion of professional services  t o  Bri ta in  arid t h e  European 
market, and the  addit ion of several  new software products. Among these) were 
SERIES I V  and TRANS IV (both acquis i t ions  w h i c h  produced massive l o s s e s ) ~ ,  and 
Answer/DB and Answer/2. The 1 a t t e r  two represented prof i t a  b l  e ol~tgrawths of t h e  
r epo r t  generation technology of MPRK IV. 

A t  the  end of f i v e  years, Informatics found t h a t  i t s  origlna'l f f v e  year  plan 
prepared f o r  The Equitable had been accomplished. As shown f n  Figure 3-26, 
actual  revenues exceeded plan from 1975 on9 and in  1978, t h e  1 a s t  year of the 
plan, reached $92.5 million compared with the $75.7 million planned f n  e a r ly  
1974. In t h e  f i r s t  year opesati ng prof i t s  were SO .5 mi1 1 ion b e t t e r  than pl anp 
s i n c e  Investment spendf ng was slow i n  gaining momentum. However* the sum o f  
operating p ro f i t s  f o r  the years 1974 through 1976 was $0.6 m.fl'lion, very c lose  
t o  the b0.4 mill ion planned. B u t  the  planned rapid return t o  normal 
prof i tab i  I i t y  was badly missed, only $4.7 ml1 l i on  i n 1978 compared with the $8.1 
planned in  ear ly  1974. (The 1978 a plan only cal led f o r  $5.1 mi l l ion ,  
w h i c h  was almost reached.) Th i s  showed u p  t he  one basic flaw f n  t h e  1974 f l v e  
year  pl an--its f a i l  ure t o  appreciate  two important factors .  F41 r s t l y ,  a growth 
business cannot afford t o  cu t  back annual "investments" from an average of $3.3 
mf l l ion  ( i n  1974-1976) t o  $1.25 mill ion ( a s  had been planned f o r  1977 and 1978-- 
see Ff gure 3-25). Secondly, when a 1 arge number of investments ar-e made, spread 
over many business areas9 several of t h e m  a r e  going t o  f a l l ,  and u n l e s s  such 
pro jec t s  a r e  ruthless ly  cancelled f a s t ,  the  losers  wfl l lose f a s t e r  than t h e  
w f  nners can compensate for  them. 

B u t  t he  basfc object ive ~ - f  the  plan, m i d  ~ c ~ ~ ~ m a r l ~ e t  qhasg, was 
achieved. Informatfcs had the grea tes t  growth of any software sewvices company 
In t h e  computer servjces  industry for  the  years 1974-1978, jumpi ng during t h l  s 
perlod from being the twelfth l a r g e s t  software service supplfer  t o  being the 
s i x t h  la rges t .  Addftfonally, i t  had remafned the  la rges t  ir-idependent ( n o w  
cmpu te r  manufacturer) suppl f e r  of software products. A t  I t s  1978 growth r a t e ,  
1niFormatics was forecasted t o  become a $100 mil l ion revenue corpora t i  on dcrrf ng 
19-79, s i v i n g  The E a u l t a b l e  t h e  5100 mi:lior; computes services  s u b s i d i a r y  i t  
pf annet f o r  d u s f n g  t h e  formation of Eqlrimstfcs in 2972-1973p three to four years 
ahead of  e x p e c t a ~ l  ons, f 4 9  



During 1978, the data processing industry estimated t o  be growing a t  an 
ann~ual rate of 14  percent domestically and 17' percent overseas, The market 
areas i n  which I n f o m t f c s  participated h a d  an estimated annual growth rate of 
18 percent. The corporation confirmed8 in i t s  s trategic plan of 1978, tha t  the 
lncfustry was maturing i n accordance with Bauerr r; early predicti orrs. A  number of 
larger companies were emerging, formed from combinations of sma1 rer ones. 
Infotmatfcs had achieved a broadbased market position and was antong the leaders 
in the information services f ndustry. That  plan stated: 

Many companies are achieving both slze and profIt:i!bff.fty. 
Industry coalescing has continued through mergers, acqutsitions, 
and other arrangments. Indeed, a qua1 i f  ication for  u1 timate 
vtabil l ty  l s  t o  reach a certain cr i t ica l  s ize and t o  focus on 
specfalized areas. 

Due t o  shortages o f  i nvestmsnt capital,  consolidation w f t h  in the 
industry continues, making acquisi t f  ons and mergers especi a1 ly 
at tract ive a t  t h i s  point, There are quite a number of promising 
companies and/or products which have reached a posftfon j u s t  
short of achieving economic v f  abil i ty  b u t  need the environment 
of a more mature managanent and f i  nancial 1y sound organizati on 
i n  order t o  capftalfze on the i r  investments. 

A "strategy for successw i s the devel opment of mu1 t f  services i n 
areas of specl a1 i zati  on. There i s  contl n u 1  ng real i za t i  on a n d  
understanding t h a t  the successful ccmputer software and 
information services company provides a broad range of services 
t o  selected markets* w i t h  heavy appl fcations orientation. 

I n  order to  grow accordfng t o  plan* the Corporation need n o t  
diversify beyond i ts  current busi ness areas and markets. We nclw 
have a broad span of capabilitiesr products, and services t o  
offer; we need t o  choose among these for our major concentrated 
efforts ,  rather than search for new areas. What i s  needed most 
for  financial performance i s  t o  terminate the several (areas of 
operations which are substanti a1 losers, or improve thef r 
financial performance i n  1978. This f s  of the  highest 
prjority. (46) 

In anticipation of the above summary of the " s t a t e  o f  t h e  companySw 
In.Formatics was we17 along i n  modifyfng i t s  b u s f n s s s  objectives. I t  h a d  phased 
out o f  the health care and computer communications markets whlch were the l eas t  
successful bus4 ness areas of Informatics twelve markets, and i t  was 
concentrating i t s  efforts  on the lncreased offering of application and fndustry- 
orlented software products and proprietary data services. I t  recognized t h e  
need for an aggressive approach to  acquisftions to enhance further growth of the 
corporati on : 

I t  i s  recognized tha t  the best  interests of the cornp,any w f i l  
probably b e  served by a much more aggressfve accluisitlon 
strategy. I n  t h e  computer servfces f n d u s t r y  there are e v j d e n t  
A  rends toward consol idation; f t may tranrpi re t h a t  l eadershqi p 



can be achieved only by a se r i es  of major acqu is i t i ons .  To 
achieve the  desired acquis t ions it may be necessary t o  issue 
common stock, an a c t f  on n o t  feasf b l e  wf t hou t  a p u b l i c  market f o r  
t he  stock. Dur ing 1978 we w i l l  undertake de ta i l ed  s tud ies o f  
t he  desirability o f  such a strategy,  and of t he  pros and cons o f  
implementing it by i ssu ing  new equ i t y  or  debt  f fnancfng. The 
Five-Year P I  an f o r  1979-1983 w 11 1 r e f l e c t  the concl usions 
reached by such studies. 

Th is  statement was the  s t a r t  of a campaign t o  persuade The Equ i tab le  t o  
d fves t  i t s e l f  of In fonnat ics  t o  t he  p u b l i c ?  so * that  the  company could re-assume 
i t s  r i g h t f u l  p lace as a major p u b l i c l y  owned leader  i n  the  in format ion sel-vices 
i ndustry . 

I n  order t o  concentrate on i t s  strengths, it focused plannin!g e f t o r t s  around 
three major l i n e s  of business (w i t h  no d i r e c t  c o r r e l a t i o n  t o  operat ional  groups 
or  organizat ions) which encompassed t h e  company's n ine r m a f n i n g  market areas. 
Each o f  these contained several business areas. The f i r s t  l i n e  o f  bu!siness 
consisted o f  in format ion processing serv ices  which included i nformat i  on network 
services, informat ion analyses and processingr insurance data serv icesr  and 
general data services. The second 7 f  ne of business was sof tware products whlch 
comprised the areas o f  MARK I V  systems products, o ther  software  product:^ and 
Insurance consu l t i ng  and software. The t h i r d  l i n e  o f  business, profes!;ional 
services, consisted o f  f a c i l i t y  management and support serv ices ( f o r  t h e  federa l  
government whf ch i ncorposated t h e  01 d busf ness area o f  in format ion systems 
development) and c m e r c i  a1 software services. The 1978 f i v e  year p1 an shows 
t h a t  the f f r s t  two l i n e s  of busfness were expected t o  experience the g rea tes t  
growth by 1982 w i t h  660.6 m i l l f a n  and $55.9 m i l l i o n  i n  revenues, w i t h  18 and 16 
percent compounded annual growth r a t e s  over 1977 leve ls ,  respec t i ve ly r  fo r  each 
11 nee Professional  serv ices was forecasted t o  have more moderate growth of 4 
percent i n  revenues, t o  $28.2 mi1 l i on ,  by 1982. A11 to ld ,  In fo rmat i cs  saw 
I t s e l f  growfng a t  15 percent, from $74.7 m i l l i o n  t o  $154.2 m i l ' l i on  i n  revenues 
between 1977 and 1982 and from $2.5 m i 7  11 on t o  $18.6 m i l l i o n  i n  operating p r o f i t  
f o r  the  same per iod.  (Note that ,  beginning i n  1979, s ince a l l  the acqu f s i t f on  
costs  had been amortized, "operat ing p r o f i t u  became equfvalent  t o  pre tax income. 
Consequently, t he  l a t t e r  tam came back i n t o  i n t e r n a l  use.) 'To achieve these 
goals, acqufst ions were considered necessary i n  a d d i t i o n  t o  i n t e rna l  growth. 
Since p r o f i t  plowback a f t e r  1978 cou ld  on ly  be performed on a modest basis, 
other forms o f  f nvestment f inancing had t o  be re1 l e d  upon. The business p1 an o f  
1979 d e a l t  w i th  t h f s  problem i n  g rea te r  d e t a i l  .(47) 

3.3.4 L ona -R anae Plannina, 1 9 7 9 - - l a  

The f ive-year business p lan of 1979 was based on t h e  premise t h a t  
In fonna t i cs  would again go pub l i c  dur ing  t h e  year, and t h a t  by having a pub l f c  
market for  f t s  stock a modest a c q u i s i t i o n  program could be embarked upon w i t h  
the purchase of other companies and products being performed through t h e  I ssu ing  
of In format ics  stock. ThSis was n o t  an unreasonable premise because The 
Equi tab le  decided dur ing 1979 t o  d i v e s t  i t s e l f  o f  In format ics .  Unfor tunate lyr  
t h i s  d i d  not  completely so lve the  problem o f  f i nanc ing  acqu i s i t i ons  by l ssu ing  
stock, since accounting standards p roh ib i t ed  the favorab le  (and l o g i c a l  1 
npoo7 1 ng o-f i nte res tsn  accounti  ng f o r  acqui s f  ti ons u n t i  1 'two years a f t e r  
cotnp'iete d i ves t i t u re ,  The al ternate tgpurchase accountfngn treaiment was 



unpalatable s ince  i t  probably would cause, f o r  any good ( inevi tably high priced) 
large acquisf t ion,  both an undesirable l a rge  " so f t  asse t f f  of goodwill on the  
balance shee t ,  and unacceptably 1 arge charges agai n s t  ear'ni ngs f o r  the  
amortization of t h e  a s se t s  acquired. Hence, Informatics was, i n  e f t e c t ,  t o t a l l y  
inhibi ted from making any very l a rge  acquis i t ions  un t i l  1982. 

The proposed d i v e s t i t u r e  f i t t e d  i n  well w i t h  t he  companyts pf ans t o  pursue 
equity financing t o  support a small acquis i t ion  program. A public market would 
make Informatics stock a more a t t r a c t i v e  payment fo r  acqufsit ion possibf 1 f t i e s ,  
or, a l t e rna t fve ly ,  i ssuing new stock t o  the public could ra i se  cash f o r  the same 
purpose. The d ives t i t u r e  decision was prompted by a s h f f t  of s t ra tegy  w i t h i n  
The Equitable i t s e l f  and from the  f a c t  t h a t  t h e  insurance g i an t ' s  e f f o r t s  t o  
divers i fy  in to  noninsurance f i e l d s  through an aggressive acquis'ltion program of 
i t s  own was only mfldly successful .  Since Informatics Inc. was one of t h e  most 
successful acquf s f t i o n s  i t  had made, The Equf tab1 e decided t o  dispose' of i t s  
holdings and real  fze a profi  t a b l e  re turn om i t s  investment:. Informatics 
management was concerned t h a t  The Equitable might be tempted ( b y  several  rumored 
approaches t o  them) t o  s e l l  the  company pr iva te ly  t o  a competitor or t o  some 
other large corporation, whose management might be l e s s  enlightened than The 
Equf tab le  i n  i ts  deallngs w i t h  Inf onnati cs. Equitabl e I s  management was reminded 
of I t s  o r ig ina l  n g e n t l ~ e n f s  agreementf1 t o  s e l l  Informatfcs t he  D W ~ .  
Equitable a1 so came t o  real  i z e  that a pr iva te  s a l e ,  opposed by Informatfcs 
management, would d ra s t i ca l l y  reduce t h e  market pr ice  f o r  the company. Whether 
any responsible fac t ion  i n  The Equitable, o r  f n  t h e i r  f f  n~ancfal advfsor ,  
Goldman, Sachs, ever seriously advocated s u c h  a p r iva te  s a l e  i s  unknown t o  
Infonnatics.  However, t h e  f i n a l  decision was made t o  s e l l  Informatics t o  the 
pub1 ic.  

The d ives t i t u r e  took place i n  two phases a s  two public o f fe r ings  of 
Informatics stock by The Equitable. A t  f i r s t  The Equitable sold 600,000 shares  
of its holdings in  October 1979 a t  $12.50 per share,  reducing i t s  ownershf p from 
93 percent of Infonnatics c m o n  stock t o  63 percent while s t f l l  r e t a in ing  97 
percent ownership of Informatics preferred stock. A second of fe r ing  occurred i n  
Se9tanber 1980 whereby The Equitable disposed of I t s  remaining holding of 
Informatics common stocks 1,267,250 shares, a t  a p r ice  of $20.63 per share. 
Pr ior  t o  t h e  f i na l  s a l e  of i ts  common stock, The Equitable agreed t o  have i t s  
p r ~ f e r r e d  stock ho7dfngs converted t o  a new cummulative pi-eference stock,  
redeemable a t  Infonnatics option, with 1 imited voting powers. Essent ia l  1 y ~ 1  
Informatics became a ful  ly  independent, pub1 i c l y  owned corporati  on again. (48) 

The b u s f n e s s  object ives  of 1979 were s imi la r  t o  thoso of 197'8 except f o r  t h e  
fu r ther  devel opment of -the acqui s t  t i  on program, rev? sed market and f 1 nancial 
forecasts ,  and a recognition of t he  growth and fu tu re  importance of t he  m i n f -  
and  micro-computer markets. The 1979 business pl an forecasted revenues t o  
increase from $92.5 mil l ion ( t h e  ac tua l  performance i n  19781 t o  6245.2 mil l ion 
by 1983, with pretax income Increasing from $3.2 mi1 lfon (a  f o i ~ r  percent p r o f l t  
r a t e )  t o  630.2 mill ion ( a  12 percent p r o f i t  r a t e )  f o r  the  same period. Figures 
3-27 and 3-28 show t h e  breakdown of revenues and p r o f i t s ,  w f t h  corresponding 
percentages, f o r  the cmpanyf s  nine remafnfng business areas.  A major area  o f  
increase of these foreca'sted f fgures  over those from the  1978 plan were revenues 
resul t ing from four "moderately sfzed acquisi t i ons"  producing $5-10 ml1l ion j n  

revenues each$ for a t o t a l  by 1985 of ( f n c l  udfng growth of the acqu.fs.f t ions) 641 
mf 11 f on a d d R t i o n a l  revenues and $3 .I. mll 'F i o n  addf t i  ona2 pretax  p r c f  f t. An 



optimistic 18 percent annual revenue growth uas planned t o  occur i nterna? ly w i t h  
no a1 lowance for any possible di sconti nued operations. When the business areas 
were aggregated i nto the three 1 i nes of busi ness, software products was expected 
t o  show a 21 percent; compounded annual revenue growth rate, while information 
processing services and professional services were planned t o  have 19 a,nd 10 
percent growth rates, respectively, (49) 

I n  the three years [ending in 1982) since the a979 plain was prepared, 
Informatics divested i t se l f  of i ts  Series IV and ACCOUNTING IV sioftware products 
(which had experi enced technical and f i'nancial d i f  f fcul t I e s )  b u t  acquired 
several new products. These included TRANS IV, TAPS, and INQUIRY IV/IMS ,a1 1 of 
which are implementation products, and Management Control Systems, whfch 
suppl i e s  accountfng and practlce management appl f catfon products (on small IBM 
computers) t o  cer t i  fied pub1 i c  accountants. Data servf ces offeri  ngs were 
further expanded i n vertical industries w f  t h  the acqui si t f  on 0.f Transportatton 
Computi ng Services, whose subsi diary Cmmerci a1 On-Line Systlms, serves the 
apparel manufacturing Industry. 

A major new foray was mounted into a prevlously discontinued business area 
(not  yet  formally recognized i n  the 1979 f lve  year plan, b u t  inclucied in 
software products.) This was integrated systems, where the company supplies a 
to ta l  system composed of i ts  own software and hardware, purchased for  resale, 
from a manufacturer of mini or mfcrocomputers. During 1980 the corpcration 
established Project 80 a s  a corporate development ef for t  t o  enable Informatics 
t o  enter the microcomputer marketplace by offering integrated sys tems .  This 
e f for t ,  directed by Werner Frank, resulted i n  the creation of I:NFORMATICOM, it 
microcomputer workstatf on usi ng Ontel hardware for t h e  off i ce envi ronrnent, a s  
described in Section 11.5.2. I n  1981 the company acqui red Professional Software 
Systems, which supplles t o  law firms both software for law offic:e management and 
word processing and the Wang hardware on whtch the software runs. 

3.4 CORPORATE MARKETING RTNCTIONS 

Until 1975 marketing of professional servfces and Information sys t ems  a n d  
services had tradftional t y  been handled 1 argely by the sa1 e s ~  technical s and 
management s t a f f s  of the individual divisions and groups* The company, however, 
has consf stently mai ntai ned a marketf ng support function wiih'1 n the corporate 
office. 

Between 1962 and 1971, a positlon of vice president of "p1:nns and programsn 
exfsted ( f i r s t  f f l l e d  by Frank Wagner, then Robert Rector, a n d  f inal  1y George 
Vosatka) for the purpose of seekfng out and  pursuing new market opportunities 
and customers for  Informatics. For Wagner t h i s  took the form o f  making 
Informatics known t o  the government and cornrnercfa? aerospace industry of the 
southwestern United States. Rector's main success in t h e  area of plans and 
programs was helpfng t o  obtain a large programming servlces contract for  the 
company from Je t  Propulsfon Laboratory, and developing the relationshi p with 
U.C. L.A. for jof n t  promotional technical symposia. While t he  posi t ion was 
titled " p l a n s  and programs," i t s  main function was t o  pursue rrew cus4tomers and 
support t h e  sales of ex!st - ing services via market analysts, advertisings 
graposal wri t i  rigr a n d  custmer prospectt ng, (501  



Facility Management and Support 11.5 148  I?. 5 8.6 9.8 11.2 
%Growth, Year to Year (6%) (31 %I 1 5% 14% 14% 0% 

Information Network Services 4.1 4.7 Ii 7 6.9 8.3 9.3 
0% 21 % 22% 20% 12% 16% 

Information Analysis and Processing 8.7 S9 128 118 19.0 222 
14% 29% 23% 20% 17% 21% 

lmpiementation Systems 16.8 20.5 23.8 283 33.3 38.9 
22% 16% 1 9% 18% 17% 1ERb 

Software Products 8 2  9.4 13.6 l a 0  P.,6 29.7 
15% 45% 32% 31 % 26% 2% 

Commercial Sofware Services 16.8 1 8 4  21.4 25.1 S . ,2  33.8 
10% 16% 1 7% 17% 16% 16% 

Insurance Consulting and Sottware 7.0 7.9 a 6  9.6 10.7 11.9 
13% 9% 11% 12% 11% 1296 

lnsuranee Data Services 1.6 1.8 27 3.7 4..9 6.3 
13% 46% 37% 32% 29% 31 % 

Data Services 

Eliminations 

Total. Current Operations 925 104.2 120.7 145.0 173.1 203.9 
13% 16% 20% 19% 18% 1 8% 

Acquisition Revenues 

Total Revenues 

Source: In fonnat ics  Inc.  F1ve Year Buslness P l a n  1979-1983 
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During ea r l y  years, the company placed great; emphasis on t he  techn ica l  s t a f f  
seeking ou t  po ten t i a l  contracts0 on p u b l i c i t y  i n  the  t rade press, and on h igh 
qua1 Sty proposal w r i t i n g  t o  ob ta in  business. Th i s  i s  best  described by t h e  
fo1 lowing comments made a t  a management meeting i n  1966: 

CInfonnatics method o f  marketing i s ]  t o  dissemi nate in format ion on 
a very wide bas is  i n the  data i ndus t r y  and computer f i e l d s  about 
t he  adaptabi l  i t y  of the serv ices o f  I r l format ics.  Pel-sonal 
contacts t o  determine what i s  gofng on a re  indispensable. 
F o l l  owing these shotgun approachesr we shot11 d spend our t ime and 
money i n c i s i v e l y  I n  proposal work and i n  s p e c i f i c  s e l l i n g  on ly  
when the p r o b a b i l i t y  appears h i gh  f o r  success, 

I n f e r l o r  proposals should be r e j ec ted  at; t he  management leve l ;  
Informat ics shoul d jea lous ly  guard i t s  repu ta t ion  f o r  good 
proposal s. . .continuous a t t e n t i  on should. be d i rec ted  toward t he  
physical preparat ion o f  proposals; the re  should be no evidlence o f  

and paste;" boilerplate should be c a r e f u l l y  reviewed,, . . . 
Continued cons iderat i  on should be given t o  cu r ren t  plans f o r  
t r a i n i n g  courses l n  proposal wr f t ing,  proposal scarf  ng by mernbers o f  
t he  Senior Sta f f ,  and e f f e c t i v e  means f o r  management review o f  
proposal s, ( 5 1  1 

Proposal w r f t i n g  was important  enough t h a t  much o f  t h e  corporate market ing 
a c t i v i t y  was devoted t o  l t r  which supported t he  idea o f  the establ ishment o f  t h e  
Technical Cmrnunications department. 

The support funct ions of corporate  marketing eventual ry became so 
spec ia l  ized t h a t  two a c t i v i t i e s ,  computer educat ion symposia1 and technf c a l  
cornmunications~ became revenue producers i n  t h e i  r own r i g h t  when the serv ices 
they provlded were so ld  t o  customers and fndust ry  par t i c ip r in ts  ou ts ide  o f  
Informatics, The corporate marketing s t a f f  o f  the f i r s t  t en  years inc luded a t  
var ious times Jackson Granholm as v i ce  pres ident  o f  techn ica l  c : m u n f c a t f o n s ~  
Robert Steel as d i r ec to r  o f  advert is ing,  Fred Gruenberger as the  I n fo rma t i cs  
manager i n  charge of coord ina t ing  t he  j o i n t  symposia w i t h  U.C.L.A. and e d i t i n g  
t h e i r  pub1 ished proceed1 ngs (as discussed i n  Sect ion 2.4.1) and E r l c  Burgess, 
Robert Stone, and Robert Davis as senior  techn fca l  w r i t e r ~ ~ ( 5 2 )  

3.4.2 Technical C m m u n i c a t l ~ ~  

The Technica7 Communications department was originally establ ished i n  1963 
under the d f rec t ion  o f  vfce pres ident  Jackson Granholm ( a  fonner engineer o f  t h e  
Boei ng Company wi th vast  experience f n  techn ica l  w r i t i n g  and a former president: 
o f  an audlo-visuals product ion company) f o r  the purpose o f  a s s i s t i n g  t he  
company's various d iv i s fons  i n  proposal preparation, system documentation and 
cu.stomer education and manuals. It produced a proposal handbook and had 
responsi b i  l i t y  f o r  everyth i rig b u t  the  techn i  ca1 content  i n  the productf on of' 
West Coast proposals. 

As the funct fon developed, it was soon decided t o  o f f e r  the departmentfs 
exper t i s&  ta systems manufacturers as a commercial servf ce. The f i r s t  e f f o r t  t o  
extend technf cttl cornmunfcation servfces au ts i  de of Informat? c r  began w ?th a 



proposal t o  Dataproducts for the production of a film s t r i p  promoting t ha t  
corporatfonfs capabil i t ies .  A similar f i f m  s t r i p  was prepared for In fon~a t i c s  
a s  we11 on "How Informatfcs Inc. Manages a Software Contract." 'The stotyllne of 
t h i s  production featured the design and  Implementation of a on-liine Display and  
Ff 1 e Management System for "Pacific American Insurance Group8 a fict:ional 
busi ness, for  the control of and query about policy information. The film drew 
the analogy of program design as a creative process, uslng am analogy of an 
orchestra8 a musical score, and a cmposer.(53) 

I n  1964 Informatics gained the f i r s t  of an important series o f  technical 
cmunicat ions  contracts from IBM for  preparation of the ConcegU and F ~ s L i : U f l ~ s  
Manual for the  nelwly announced System/360 computer. Other Systtm/360 
documentation contracts soon followed. The most interesting o f  these was fo r  a 
management g u i d e  t o  a i d  potentlal Systm/36O customers t o  determine what k-i nd of 
operatf ng system they requi red. To prepare the manual members from Informatics 
management team3 including Wagner and Hi l l r  sequestered themselves i n  a hotel 
room and play-acted the assumed customer roles of data processing managers, 
company executf vesr and representatives of user departments making the key 
decision on what model Systed360 t o  buy and what systms software t o  use. The 
dramatization was tape recorded, transcrl bed, and edited i n-to the required 
gufde. Other SysteW360 clocumentatfon prepared for  IEM Included operator 
manuals for the System/360 Datatext and TSS 67 Tim Shari ng sys tems .  
Subsequently, a motion picture (starrtng Frank Wagner) was procluced for  :[BM t o  
promote the use of QUICKTRAN8 a remote FORTRAN service offered by the i r  Service 
Bureau Corporatfon. ( 54 )  

Other major technical communications projects i ncl uded effor ts  for Control 
Data Corporatfon and NASA. Two 35mm color s l ide  presentations were produced fo r  
Control Data on the capabfl i t i e s  of i t s  Special Sys tems  Divisl'on and  i t s  Data 
Process1 ng and Cmunicat i  ons System. These presentations were produced fo r  
$15,000 under the direction of Robert Steel and Fred Gruenberger. The effort.  
fo r  NASA was more prestigfous as i t  was a joi n t  project w i t h  Pacific Productions 
for the production of two short motion pfctures on the transfer of NASAfs 
research and developed technologies t o  industry. A f f xed-price contract fo r  
678,350s i t  conris-ted of a 15 minute fflm for presentation t o  Congress by NASA 
and an extended 20 minute version for general aul1enc.e~. I\ sample of the! 
technical manuals and films produced by Informatics for customers are  1 is ted in 
Figure 3-29.(55) 

Until 1970 the advertf s f n g  and pub1 f c re1 ations actfvf ' t f e s r  under the 
di recti  on of Wal t e r  Bauer, consisted of adverti sements and brochures used during 
the company's f f r s t  years as  announcements of i t s  exi stence anti capabil i t i e s .  
Advertisements such as .the Warldfs Smallest Gfantm (see i l  lustratf on i n Chapter 
11 and "A Resume of a 4-Year Old. 47,250 Pound Software Expertw were produced by 
the advertising agency of F a u s t  8 Day.(56) Subsequently, the Carson Roberts 
Agency produced several successful *'long textn  ads featuring conrnents by company 
executives. Consi derabl e ef for t  was expended during these years f n produci ny 
press releases a n d  a r t i c l e s  for the trade press. By 1970 however, t h e  company 
had grown large enough, due t o  the success o f  M A R K  TV,  t o  just ify enlarging i t s  
formal p u b 1  i c  relations. Under Robert Steel 5 dd rectior, the corporat,e 
s;dvert?'sing f unc t ion  expanded t o  supaort 5 smz? 1 f nternal s t a f f  of th;-ee peop'f e 



P a c i f i c  Mlss f le  Range 
FORTRAN Reference Manual for Real-Time Clata Handling Systqm (RTDHSI 
Executive Monitor System User's Manual for RTDHS 
Operators Gulde and Procedures Manual for RTDHS 

Defense Co~lnunfcations Agency 
System Descrf pti on, Program Specification, User s Manual 
and Operator's Manual for NMCSSCts Display System 

RADC 
User's Manual for Display Oriented Computer Usage System 

Un Ivac 
Programming Reference Manual for the CP 6428 
Progiamnerfs Guide to Operating System for the CP 6428 
System Operating Instructions for the CP 642B 

IBn 
Linkage Editor Manual for Systm/360 
.Concepts & Faclllties Manual for Systed360 
Sequential Access Method Program Logic Manual for System/360 
System Programer Guide for System/360 
System Generati on for System/360 
Introduction to System/360 
Job Control Lanugage for System/360 
Control Program Services for Systed360 
Management Handbook for Basic Operating Systsm/360 
TSS1360 Concepts d Facllitles 
TSS1360 Publication Procedures 
TSS1360 Publications Standards & Practices 

Un fvac GSAIARS 
ALS Speciffcation Manual 
Operatorls Manual 
Detailed Program Manual 
Table Data Manual 

GSA Advanced Research System 
Systems and Programming Documentation of the Operational Subsystem 

Control Data Corporation 
User's Reference Manual for the Data Processing 

and Cornnunitation System (WCS) 
Request Language (RL) Manual for the DPCS 
DPCS Mafntenance Manual 

General Electric Company 
System Documentation for the GECOS II/Opsrating System 

General Dynamfcs Electronics 
"Mark of Mann - 16 rmn sound color film 

AFIPS 
30 minute sound color mot!on pfcture tratnjng f i l m  
for elementary a n d  secondary  school teachers (501 





and t h e  con t rac t ing  wf th  three outs ide pub l f c  r e l a t i o n s  f i l m s  and one a r t  
consul tant .  These were Ray Engle 8 Associattss; Robert Rust ing A Associates; 
Gumpertzr Bentley 8 Dolan; and Stackig 8 Sanderson, Inc.  

With a budget of 6102,000 ($50,000 o f  which was devoted t o  the pranot,ion o f  
MARK I V )  , the add l t i ona l  resources permi t ted t he  p1 ac i  ng of ads I n  Eartuna and 
N-k magazines, the use of four -co lor  a d v s r t i  sing, the product ion o f  t h ree  
moti  on p ic tu res  and two s1 i de  presentat f  ons on the company, and t h e  perfcrrmance 
of a readershfp study. These ex t ra  e f f o r t s  al lowed I n f o n a t i c s  management t o  
make over one hundred presentat ions i n  1970 t o  t h e  f i n a n c i a l  connmunity alone, as 
wel l  as t o  pranote the company t o  the  general p u b l i c  and i t s  employees. The - 
c i r c u l a t i o n  of the companyrs pub1 f c a t i o n  m & i g a , k  ( f o r  empl oyees, 
customers and f lnanc fa l  analysts)  was enlarged from 5,000 t o  8,000. The 
increased a c t i v i t y  pa id  o f f  as t he  company won na t iona l  awards f o r  f t s  
advertisements f o r  the f i r s t  t ime and a t t r a c t e d  widespread a ' t tent fon when it 
became t h e  subject  o f  two t e l e v i s i o n  f i n a n c i a l  news programs, one o f  which was 
an in te rv iew w i t h  Walter Bauer. An i n tens i ve  p u b l i c  re1at;ions e f f o r t  has 
continued s ince 1970 w i th  the corporate o f f i c e  responsible f o r  sharehol der, 
employee and general p u b l i c  r e l a t i o n s  wh i l e  each d i v f s i o n  or business group 
hand1 es f  t s  own product adver t i s ing  i n  conformance w i t h  corpora-te standards. (57) 

I n  1972 Bauer assigned ce r t a i n  corporate Marketfng r e s p o n s i b i l f t f e s  t o  Lynn 
Jones. Thfs job  encompassed seekf ng busfness oppor tun i t i es  f o r  I nformatiics b u t  
on a more sophf s t i ca ted  basis than salesmanship. Jones's du t i es  f  n th'l s  
f unc t i  on were t o  perform compet i t ive analyses, search ou t  and review poltenti a1 
acqu i s i t i on  possi b i l  i t es ,  develop marketing standards, and create  and tlui1 d a 
base o f  market information. But most of Jones' e f f o r t s  focuseld on acquisf ti ons 
which w i l l  be discussed f n  Chapter 4. From 1974 t o  1982 an e f f lo r t  t o  coordinatle 
the  marketf ng a c t i v i t i e s  of the var ious opera t i  ng u n i t s  was the responsi b i l  i t y  
o f  Executive Vice President Werner Frank.(S8) 

3.5 FACILITIES 

I n f o n a t i c s  has leased numerous f a c f l i t i e s  and f i e l d  o f f i c e s  through t h e  
years t o  acccmmodate i t s  growth, venture i n t o  new marketsll and serve t h e  
s p e c i f l c  needs o f  p a r t i c u l a r  customers. F igure  3-30 l l s t s  the f a c i l i t i e s  o f  
In format ics  occupied by the headquarters o f  i t s  major organizat f  onal uni  t s r  
t h e i r  address and geographic locat ion,  t h e  dates o f  t h e i r  exiistence, and t h e i r  
square footage. I n  add i t i on  t o  these, I n fo rma t i cs  has leased over 50 minor 
f a c i l  i t i e s  f o r  sales o f f i c e s  or  p r o j e c t  o f f i ces .  These have been 1 ocated t n  
over 20 s ta tes and 20 foreign countr ies,  have ranged I n  rlze f rom 200 square 
feet t o  12,000 square feet, and f requent ly  have been shared by two or more 
orbganizat i  ons. 

3.6 OPERATING RESULTS AND FINANCIAL HISTORY 

Figure 3-31 provides a chronologf cal 1 i s t f  ng o f  In format ics  actua l  f i  nancial  
performance. Note t h a t  the r e s u l t s  l i s t e d  a re  the  most recent  avai lab' l  e 
restatement fo r  such e f f e c t s  as d iscon t i  nued operat ions and acqui s t  t i o n s  done on 
a pooling of f nterests basfs .  Hence they frelquently will no t  agree w f t h  tihe 
f i n a n c i a l  repor ts  as pub1 ished for ~e years 1 f sted, Note also t h a t  t9ey  do n a t  



agree with the data shown in Figure 3-26, since t h e  l a t t e r  shows reported 
"Operat1 ng Prof i t n  a s  expl ai ned i n  Section 3.3 -3 .  

Fi na'l ly , m e n t i  on shoul d be made of 1970, when, a s  deseri  bed in Section 1 2.3, 
a huge write-off ( f  or the  discontinuance of data se rv lces  operations) relsul t ed  
i n  an extraordinary i t a n  l o s s  of about $4.0 million. ( I t  i s  not shown on Figure 
3-31, which shows r e s t a t ed  resul ts . )  Consequentlyr on May 21, 1970, a s  a r e su l t  
of the  net l o s s  for the year ended March 28, 1970, t h e  company effected a quasi- 
reorganizatf on a s  of March 18, 1970 whereby the d e f i c i t  of' 63,319,000 i n  
retained earnings a t  March 28, 1970 was el3minated by i t s  t r a n s f e r  t o  cap i ta l  i n  
excess of par value. 

Informatics has always mal n t a i  ned ac t ive  re7 at f  ons w i  t t t  t he  f i nancial 
community durfng t h e  years  i n  which i t  was a publicly held company. The f i r s t  
shareholders meeting was held a t  t h e  Sportsmen's Lodge Hotel i n  North H01lyw00dr 
Cal i fornia ,  on June 13, 1967. Since t h a t  date the  company has continual ly kept 
t h e  f inancial  community informed of i t s  a c t i v i t i e s  through repor t s  t o  
sharehol ders, brochures presentat i  ons t o  security analysts ,  and by intervf ews 
of company management on te lev is ion  and radio programs. The most s ign i f  ic:ant af 
these e f f o r t s  were discussed e a r l l e r  in t h i s  chapter under t he  sect ion on publlc 
re l  a t1  ons. Informatics was par t i  cu1 a r l y  we7 1 known on Wall S t r ee t  during the 
1 a t e  1960 Is when Informatics Computi ng Techno1 ogy Company i nsta 1 1 sd a back- 
o f f i c e  accounting system f o r  Dean Witter and Company, perfomed systems ana lys i s  
and design f o r  a computerized money t r ans fe r  s y s t e m  for t he  New York Federal 
Reserve Bank and i n s t a l l e d  various data processing systems a t  number of 
brokerage f i rms a n d  the American Stock Exchange. Corporate courting of  
f inancial  ana lys t s  was a t  a high point during 1969 and ea r ly  1970 when over 1010 
management presentat ions  were made t o  them and t h e  stock pr ices  of software 
ccmpanies were high. During t h e  years of The Equi tab le fs  ownership, over t  
e f f o r t s  t o  br ie f  the f lnanc ia l  communfty were discontinued u n t i l  1979 when 
Informatics became publlc agaf n ; however, they were kept I nfonned of t he  
ccmpany's progress by a continual stream of press re leases  and by annual reports 
which s ta ted  revenues but not prof 1 ts. (59) 

E i  nancf ng 

Pr ior  t o  December 1965 Informatics was a wholly owned subsidiary o f  
Dz~taproducts Corporati o n  w h l  ch purchased the company's i n$  t i a l  i ssuance of 200 
shares of $1.00 par value common stock fo r  an equfty investmer~t of f20,000. Zn 
If965 a 2,280 f o r  1 stock s p l i t  occurred whereby Dataproducts holdings of 2CIO 
shares were converted t o  456,000 shares o f  b.10 par value common stock, and 
36,750 shares (ou t  of 40,000 shares  authorized) were so7d t o  Infonnatlcs 
management (Bauer, Frank ,  Hi11, Jonesp and Wagner) for  $2.25 per share o r  a 
t o t a l  of 682,687. Thi s transact3 on gave I n f  ormatf c s  management 7.5 percsnt 
ownership. 

Other f inancing during the  f i r s t  four years simply consfsted o f  short-term, 
borrowings from Dataproducts. The balance was $486,608 on March 26, 1966, j u s t  
before the f i r s t  sale o f  stock to the p u b l i c .  However, Dataproductsf share s f  
the "hardn stockholder equfty f n the company was 5360,128. After col lectf ng xhe 
$92 ,687 f o r  trnanegementfs shares, t h e y  h a d  go t ten  $442 from Informatf cs. So 
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FISCAL REVEMUE (2)  PTI(~) NET I N C ~ U E ( ~ )  EARNINGS PER 
~ ( 1 )  JSBQQL--L$QQDJ-------- L&QQQl,-, d b ~ ~ ( r , L 3 >  

(1) Twelve months endfng March 31 for 1963 through 1973 
and ending December 31 for 1974 through 1982, 

(2) Continuing operations reported only. 
(3)  Earntngs per share restated for a77 years prior to 1981 for 

stock divldend o f  1981, 
( 4 )  Excluding data services revenues of 54.7 million and 

fn PTI an extraordinary ftem o f  (54.0 rnl111on). 
( 5 )  Prfvately owned by The Equftable from March 1, 1974 to 

October 4,  1979. 
(6) Includes amortfsatton of The Equftablets acqulsftlon costs. 

C P ~ T E Q , S J A ~ E N l - Q f -  RESKIS 
(As Most Recently Restated) 





Dataproducts' t r u e  investment (money a t  r i s k )  was about $44,000 on March 26, 
1966. Records are not  ava i lab le  t o  determine t h e i r  maximum r i s k  between 1962 
and 1966, but  it was probably about 5125,000 i n e a r l y  1963. 

A pub l i c  market was created fo r  the company's stock i n  May ' I S 6  when 70,000 
new shares were so ld  t o  the  publ i c  a t  $7.50 per  share f o r  t o t a l  proceeds t o  t he  
company o f  4483,000 a f t e r  undemr i  t i n g  commissions and discounts. Seven 
thousand o f  these shares were so ld  by the underwr i ters  t o  In fo rmat i cs  employees 
a t  the pub l i c  o f f e r i n g  pr ice.  Addi t iona l ly ,  Mitchum, Jones 81 Templeton, t he  
underwriters, received a warrant f o r  61,415 t o  purchase 5,660 shares o f  stock 
exercisable over a f ou r  year per iod a t  an inc reas ing  p r i c e  per share from $8.25 
t o  $9.30. Th i s  warrant was never exercised. As a r e s u l t  o f  t ' h i s  o f f e r i n g  and 
i t s  associated transactions, In fonna t i cs  management had 7 pel-cent c~wnershi p, 
Dataproducts ownership decl ined t o  80.6 percent w h i l e  t h e  pub l i c  obtained a 12.4 
percent p a r t i c i  pation. Proceeds from the  o f f e r i n g  were used by In fo rmat i cs  t o  
repay a p o r t i o n  o f  t he  short-term borrowfngs f rom Dataproducts.(60) 

By 1967 In fonnat ics  had grown from 3 t o  325 employees and *from 6149,541 i n  
revenues (and a $63,672 loss)  i n  i t s  first year t o  $6.43 mi1 l i o n  i n  revenues and 
$279,020 a f te r - tax  p ro f  it from cont inu ing operations. Desi r f  ng t o  b e n e f i t  from 
i t s  investment, Data products decided t o  s e l l  80,000 shares of 1nformat:ics stock 
f n May 1967 f o r  a market p r i c e  o f  $23.25 per share. Underwr i ters were! Mitchumr 
Jones and TmpJ eton. The proceeds t o  Dataproducts were $1 r748r000 a f t e r  
deduct1 ons f o r  u n d e m r i t i  ng comni s s i  ons and d l  scounts--over' 87 t:imes i t s  
o r i g i n a l  $20,000 equ i t y  investment i n  fnformatfcs. As a r e s u l t  of t h i s  
of fer ing,  Dataproducts ownership was reduced t o  66.4 percent o f  the company, 
less  than t he  80 percent required fo r  income t a x  consol idat ion.  Managementf s 
ownership remained a t  7.5 percent (42,218 shares) wh i le  publ i c  hold ings 
Increased t o  26.1 percent. Addi t iona l  l y ,  under the  company's qua1 i t i e d  stock 
opt ion plan, opt ions granted t o  key employees were outs tand ing f o r  the  purchase 
o f  25,000 shares a t  p r i ces  between 42.60 t o  $9.50 per share.(61) 

During 1968 the data processing market was booming w i t h  the stock nnarket and 
inves to rs  expressing keen i n t e r e s t  i n  t h e  stocks of software produc:ts. Bicl 
p r i ces  fo r  Informatfcs stock dur ing the f i r s t  two quar te rs  o f  1%8 ranged from a 
low Of $32 t o  a high o f  $72 per share. Af ter  Dataproducts successful o f f e r i n g  
of Informat ics stock, t h e  company decided t o  r e s o r t  t o  an o f f e r i n g  i t s e l f  i n  
order t o  repay $550r000 i n  short-term borrow1 ngs from Dataproducts, f llnance the! 
purchase o f  1 and ( f o r  the planned cons t ruc t i  on o f  I n fo rma t i cs  Ealsatern Operations 
headquarters--which never happened), and t o  support  cos ts  fo r  an expansion of 
MARK I V  marketing estimated a t  approximately $5008000. Dur ing J une 1968, 30,000 
shares o f  stock were of fered t o  the publ i c  a t  a p r i c e  o f  465 per share f o r  t o t a l  
proceeds t o  t he  company o f  $l,830r000 a f t e r  underwr i t i ng  comnissf ons. The 
e f f e c t  o f  t h i  s o f f e r i n g  was t o  reduce Dataproducts ownership t o  62.9 percent 
whf le I n f o n a t i c s  management re ta ined 7.2 percent (40,962 shares ou t  o f  a t o t a l  
of 597,082 outstanding) r h i l  e publ i c  ownership increased t o  2'9.1 percent, O f  
p a r t i  cu l  a r  i nteres t  of t h i s  o f fer fng was the  f ac t  t h a t  underwr'i t e r s  i ncl  uded 
both Mitchum, Jones A Templeton, Inc. and Dean Wf t te r  8 Company. The 
p res t ig ious  Wall S t ree t  firm of Dean W i t t e r  became i n t e r e s t e d  i r r  I n fonna t fcs  and 
was i nduced t o  serve as f t s  co-underwriter for  such a small  o f f e r 1  ng. Th l s  came 
about a f t e r  the company designed and i ns ta l  led a comprehensive back-.off i c e  
ac~counting syrtem f o r  t h e  New York brokerage house and John H i t t e r ,  t he  f l r m F s  
head, became impressed w i th  Walter Bauer's 7 eadershi p a n d  Informatics rap? d 
growth. ( 6 2 )  



A few months l a t e r  i n  February 1969, a f t e r  the  stock was s p l i t  2 f o r  1 on 
January 2, 1969, Dataproducts d ivested i t s , e l f  t o  the pub1 i c  o f  i t s  remaf n i  ng 
ho l  d l  ngs i n  In fo rmat i cs  (752,000 shares) anld In format f  cs s o l d  73,000 new shares 
a t  $25.50 per share. The proceeds t o  Dataproducts were approximately $18.1 
m i l l i o n ,  The underwr i te rs  were Dean Witt.er 8 Co,; A.G. Becker 8 Co.; and 
Mitchum, Jones 8 Templeton Inc.  Th i s  ac t i on  made t he  company e n ~ t i r e l y  publ i c l y  
owned except f o r  a 7-8 percent i n t e r e s t  held by t he  company's management. 
During t he  "independentn years u n t i l  1974, t he re  were no f u r t h e r  o f f e r i n g s  of 
t h e  c m p a n y ~ s  stock. T h i s  was due p r i m a r i l y  t o  the  f a c t  t h a t  the  recession o f  
1970-1971 caused a dec l ine  i n  stock prices,, and f  nvestor i n t e r e s t  i n  sof tware 
companfes dec l ined markedly.(63) 

As discussed i n  d e t a i l  i n  Sect ion 4.5, i n  1974 In fo rmat fcs  "went private," 
becoming a whol ly  owned (except f o r  marlaganent shares) subs id iary  o f  The 
Equi tab le  L i f e  Assurance Society o f  t he  Uni ted States through merger w i t h  
Equ imat i cs~  Inc., a j o i  n t  venture cmpinny prev lous ly  es tab l ished by The 
Equi tabl  e and In fo rmat i cs  i n  1971. The merger was accompl i shed through purchase 
by Equimatics o f  a11 outs tand ing shares o f  In fo rmat l cs  stock f o r  a t o t a l  p r f c e  
of 612,468,006 (o r  $7 per  share) I n  February 1974, In fo rmat i cs  was then merged 
I n t o  Equimatlcs dur ing  A p r i l  1974, and the enlarged or  new company changed it!; 
name t o  Informat ics.  "01 d Informat icsn con~ t r f  buted 50,000 shares o f  Equimatics 
Class B stock t o  the c a p f t a l  o f  the  new cornpany upon c m p l e t i o n  o f  the  merger. 
Equirnati cs financed t h e  merger by s e l l  l ng 400,000 shares o f  51. .20 Curnmu'i a t i  ve 
Convert ib le Pre fe r red  stock t o  The Equftable a t  $30 per share f o r  a t o t a l  o f  612 
m i l l i o n .  Add i t i ona l l y ,  the new company enacted a s e t  o f  stock convel-sions 
whereby one share o f  i t s  Class A stock (6.50 par value) was converted i n t o  one 
share o f  Class A s tock  (6.25 par value) and one-half share $;!.DO Cuunmu'lative 
Prefer red stock, and one share of Class I3 stock ($1.00 par value) f  n t o  one share 
o f  $2.00 Cummulative Prefer red stock and one share o f  Class B stock ( $ , S O  par  
value). The r e s u l t  o f  these several t~ransact fons was M a t  The Equsftable 
acquired 93 percent ownership o f  t he  company's outstandfng comnlon stock and 97 
percent o f  i t s  pre fer red stock. The remaf n ing i n t e r e s t s  were he'ld by 
In format ics  management. 

I n  October 1979 The Equi tab le  so ld  t o  the publ l c  600,000 shares of t h e  
company's comnon stock f o r  $12.50 per share, g fv f  ng it proceeds o f  66,936rOOQ 
a f t e r  unde rwr i t i  ng d l  scounts and other  expenses, Eighteen thousand o f  these 
shares were reserved f o r  sa le  t o  Informatfcs employees. The r e s u l t  o f  t h f s  
o f f e r i n g  was t o  make In fa rmat tcs  a pub l ic ' ly  owned company agatn, reducfl?g The 
Equi table 's ownership t o  63 percent of In fo rmat i cs  common stock. The Equ i tab le  
r e t a l  ned ownership o f  97 percent of I n f  ormatl cs p re fe r red  stock, and theref  o re  
maf n t a i  ned 83 percent o f  t h e  vo t i ng  power i n respect t o  the se lec t i on  o f  company 
o f f i c e r s  and d i r e c t o r s  (as preferred stock possessed one vote  per share 
per ta in ing  t o  t h e  e l e c t i o n  of o f f i c e r s  and ,175 vote  per share w i t h  respect  t o  
other company mat ters  submitted t o  shareholders). O f  2,009,483 shares of common 
stock outstanding, 95,200 shares, o r  4.7 percent, were owned by rrlanagement 
members. (64 )  

In September 1980 The Equi tab le  so ld  t o  t h e  publ i c  i t s  lrsmai n lng cornrnorl 
stack holdings i n  I n f  onnati cs, 1,267,250 !;hares, f o r  $20.63 per share. Th is  
gave the  Equl  tab1 e $24,743,056 a f t e r  d e d u c 4 t i  ng wnderwrf t jng d f s c o u n t s  and  other 
expenses.(65) Coupled w i t h  the results o f  t h e  o f f e r i n g  o f  1979, t h e  E q u i t a b l e ' s  



t o t a l  investment i n  Equimatics and I n f o m a t f c s  o f  6181800,%8 had grown t o  
$31,679,056 i n  cash. The Equi tabl  e s t i l l  r e t a i  ned i t s  hol d i  ng:s o f  Informat ics 
preferred stock (approximately 99 percent f n  1980) w i t h  a redemption value o f  
approximately $3 83941000. By 1980 The Equi tabl  e had earned approximately 
$815,500 i n  p re fe r red  dividends. Thus The Equ i tab le ' s  t o t a l  r e tu rn  on i t s  
investment was approximately $35 r889r00Ci. Th is  represented a p r o f i t  before 
taxes o f  about f17,088r000 o r  91 percent o f  i t s  investment. (Note that8  as 
discussed i n  Sect ion 3 .3 .3 ,  The Equi tab le  go t  back a substant ia l  f r a c t i o n  o f  i t s  
costs f o r  acqu i r i ng  In format ics  ( i n  an amount unknown t o  In fo rmat i cs )  i n  the  
form o f  income t a x  deductions.) The average leng th  o f  t ime t h a t  t h i s  money was 
a t  r i s k  was about seven years. So, disregard:ng t he  income t a x  deductions, the 
average r a t e  o f  r e t u r n  was about 9.7 percent annually. 

I n  connection w f th  this o f f e r i n g r  Equi tab le  f u r t h e r  pledged t o  vo te  i t s  
pre fer red shares i n  respect t o  company matters i n  t he  same propor t ions as shares 
voted by p u b l i c  shareholders--thereby e l im ina t i ng  i t s  con t ro l  o f  In format ics .  
A t  the t ime  o f  the o f f e r i  ngr management and d i r e c t o r s  as a group owned 5.36 
percent o f  t h e  companyfs c m o n  stock o r  110,780 shares. With *.is change 
In fo rmat i cs  f u l  l y  became an independent co rpora t i  on and a1 t e red  t he  a~embershi p 
o f  I t s  board o f  d i r e c t o r s  as explained i n  Sectf on 3.2.1. 

Dur ing t h e  years o f  Equftabf e ownership, dfvidends on The Equftablecs $.I0 
cumulat ive Pre fe r red  stock. i n  accordance w i t h  t h e i r  terms, were n o t  paid 
because the company had an earnings d e f i c i t  o f  $593 rOOO as o f  June 19eQ. There 
were cumulat ive earned dividends o f  $822,000 through December 31, 1'980 whfch 
were dec1 ared payable du r i  ng 1981 a f t e r  r e t a i  ned earnings became pos i t i ve .  
Dividends have been pafd  annual ly s ince then. 

Durfng t h e  companyls exfstenceB there  have no t  been any p r i v a t e  placements 
o f  stock nor t h e  issuance o f  bonds nor conver t ib le  debentures. Occasional 1yr i n  
connection w i t h  acqufs i t ions,  the company has fssued tern notes. No cash 
dividends have w e r  been pafd t o  c m a n  share shareholders; all1 earnings have 
been re invested i n  t he  company. B u t  a t  -the end o f  1981 a 50 percent stock 
div idend o f  fl .l m i l l  i o n  was issued t o  c m o n  stockholders. 

From 1968 t o  1974 f inanc ing f o r  the company was obtained from i n t e r n a l  
growth o f  the  corporat ion and by short-  and long-term bank borrowings from Bank 
o f  America. I n  1982 the  company changed bankers from Bank o f  America t o  Chase 
Nat ional  Bank and Secur i ty  First Nat ional  Bankr because they o f f e red  tenns f o r  
borrowing which were much more advantageous t o  t he  company than Bank o f  America 
was prepared t o  o f f e r .  W i t h  the exceptlon o f  long-term bank borrowfngs which 
peaked a t  62r713r000 and a short-term l i n e  o f  c r e d f t  o f  $3 mf l l f on ,  through 1982 
no other f i nanc ing  has been sought by the company.(66) 
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Informatics Inc., J.W. Granholm t o  W.F. Bauer, RE: Fllastrip on 
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Inf ormati cs Inc. , Proposal P-65-2s f o r  Management Guf tie f o r  Operating 
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Informatics Inc., Infomatics0 Inc. t o  Jack Wyrna~n, Manager of 
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Operator's Manuals, J uly 1967. 

Informatics Inc., Informatics, Inc. t o  Control Data Corporation Slpecial 
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Informatics Inc., Robert B. Steel t o  Eugene A, Brannlock, Informatics 
TISCO0 August 180 19690 

Informatics Inc. James W .  Barbeau, D i  rector/Administrat:ion 8 f:i nance t o  
Jack HorvathB Contractf ng Off i car ,  National Aerona~rtics and Space 
Administrationr Technology U t i l  ization D i ~ i ~ i 0 n 0  RE: Faroposa'l NASA nJ 
Films0 Octoer 20 1969. 

Informatics Inc. 0 Documentation hudil+Visuals Trafninig: Capiabili f tdes i r  
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Informatics Inc., A Resume of a 4 Year Oldr  47,2501 Pwnd Softwar* 
Expert, c i rca  1966. 

Informatics Inc.0 Advertising and Publfc Relatfons/l970r 1970. 

Infonnatfcs Inc.0 U.F. Bauer t o  L.W. Jones, RE: Marketfng 
R e s p o n s ~ b i l i t S e s ~  February 15, 1973. 
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62. In format ics  Inc., Prospectus: 30.000 Shares I n f w r a t i c s ~  Im. C c m m  
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