
Chapter 4 

EXTEWAL G R W T H  BY 
ACQ3JISITION5, JOINT VBI'NRES AND CIEffiERS 

4.1 OVERVIEW 
4.1.1 The Ev 01 u t i  on of Inf om amti cs Phi 1 osophy of 

External  G r o w t h  During tbe 1960's 
4.1.2 External Growth During the  Early 1970's 
4.1.3 The Equitable Merger 

4.2 AaZUIS ITIONS OF ENTERPRISES 
4.2.1 Advanced Inf ormatl on Systtms Ccmpany 
4.2.2 Data Processi ng Systems, Xnc. 
4.2.3 CPM Systems, Inc. 
4.2.4 Computi ng Techno1 ogy, Inc. 
4.2.5 Rucker Data Centers 
4.2.6 Dataplan, Inc. 
4.2.7 Parsons 8 W i l l i m s  (PRODIJCTICN IV) 
4.2.8 Asy stance Co. ( ACCOUNTING IV/ GL 1 
4 .2 .9 SDA Cor poratl  on 
4.2.10 Knowledge Networks ( K N I )  
4.2.11 System Three? Inc. 
4.2.12 C a n p u t e r  Appl i ed Synems Co. (CAS) 

-(ACCOUNTING IV/AP and /MI  
4.2.13 Programml ng Methods, Inc. 
4.2.14 D l  r e d  Dial Data (DDD) 
4.2.15 Management Horl zons Data Systems? Inc. 
4.2.16 SERIES IV 
4.2.17 Deci sf on Strategy Corporati on (TAPS) 
4.2.18 Transportat i  on Canputf ng Services 

Cor porat i  on (COSD) 
4.2.19 Professi  anal Sof k a r e  Systems, Inc. (PSS) 
4.2.20 Autanated Synems Design Corporati on (ASD) 
4.2.21 Managanent Control Sy stans (MCS) 

4.3 AGQUISITIONS OF PRODU(2TS 
4.3 Dl The C?,*IV Product 
4.3 .2 ;The Composition System I 'V  (CS IV) 
4.3.3 The I N Q U I R Y  IV/IMS Product 
4.3 .4 The TRANS I V  Product 

4.4  JOINT VENTURES PND MEffiERS 
4.4.1 N. V. Inf ormati ca 
4.4.2 ATM Canputer Systans,  Inc. 
4.4.3 Techni cal Inf o m a t i  on Systems Company (TISCO) 
4.4.4 Equinrati cs, Inc. 

4.4.4.1 U n f t e d S y n m s I n t e r n a t i o n a l ,  Inc. (US11 
4.4.5 Later  European Eff or- (P. A. Management* e tc . )  
4.4,6 1nfoDynam.Ics 

4.5  THE MEFGER O F  INFORMATICS PND EQUIMATICS 
4.6 SUMbMY AND E:VPLUATION 
4.7  REFERENCES 





Chapter 4 

E m A L  Gmm BY 
.ACQUISITIONS, JOINT VENTURES AND WERGERS 

OV ERV IEW 

Much of Informatics growth as  a corporation has been a s t r i  butabl e t o  its 
successful e f f o r t s  i n  making acqu i s i t ions  of other ccmpanies and products, i n  
organizing j o i n t  ventures t o  pursue new miirkets and businesses, and i n  enter1 ng 
i nto a merger w h e n  necessary t o  enhance i t s  devel opment. This chapter  descri b e s  
Informatics h is tory  i n maki ng acquis i t ions ,  joi  rn ventures and mergers. Sect1 on 
4.1 provides a broad v iew of t h e  ccmpany's continually evolving approach i n  t h i s  
area. Section 4.2 descrl bes i n d e n ?  1 each acquisi t ion of i: company or  major 
u n i  t thereof,  or of mater ia l ly  a l l  of the1 r a s s e t s  and mpl oyees. I n  such cases 
t n e  former organization ceased t o  e x i s t  a s  an operating e n t i t y .  Se(3ion 4.3 
descri bes in  de ta i l  t he  acqui s i  t i  on of products, whether through o u t r i g h t  
o w ~ r s h l p  or tnrough r i g h t s  t o  market and develop. I n  such cases  the re1 I ing 
organlzati  on continued t o  operate. Section 4.4 d i  scusses j of rnt ventures  w i t h  
o tners  ( i n  which Informatics was not i n i t i a l l y  t h e  majorlty ~ n e r )  and any 
acqu i s i t ions  made by s u c h  ventures. Section 4.5 recounts t h e  merger 01' 
Informatics and Equimatics. Final ry, Sect i  on 4.6 presents  a summay and 
evaluation of a l l  this a c t i v i t y .  

Thls chapter i s  prlmari iy concerned with the business and l ega l  a:specTtb of: 
t h e  venture. I n  most cases  operatfng and technf cal matters  a r e  disc:ussed i n  
otner appropriate chapters. 

4.1.1 3h n 
gf Fxternal Growth Durinq t h e  196013 

A1 though the canpanyr s preformat ion  bus1 ness pl anr Prospeckus fo r  
Cwporatlon D(l) d i d  not  address t h e  subject,  Informatics pursued a q u i  s . l t ions 
and j o i n t  ventures r e l a t i v e l y  ea r ly  1 n i t s  1 i fe  a s  a means o f  expanding its 
bus1 ness base and product and se rv ice  markets. A t  f i r n r  acqui s i  t i  on e f r o r r s  
were purely opportuni s t1  cr but gradual Iy and sl only became more ref i ned and 
focused a s  t h e  corporati  on 1 earned from its previous experi ences. 

Informaticsr through the i n i t i a t i v e  of Walter Bauer, recognized t h a t  the 
areas  o f  proprletary software products and informa~ion processing s e r v f c e s  would 
becane a major growth market f o r  independent s o f a a r e  servfces  cmpanies .  Bauer 
a l s o  recognized tne need f o r  f-inancial c rea t iv t ty  t o  minimize t h e  PI-obl em of 
provi d i  ng t h e  1 arge capi t a l  i nvestments requi red t o  enter  s u c h  bust nesses;. To 
pursue t h  1 s b u s i  ness area uuri ng ear ly  years, tne  company sought opportumi t l  u s  
f o r  the commercial acquis i t ion  o f  other b u s i  nesses with poteni:ial products or. 
unique services  t n a t  would a1 I W  i t  t o  enter  new proprletary s e r v i c e s  markets. 
The ccmpanyls Corporate and Marketfng Objectfves f o r  1965, f o r  fns ' tance,  
procl a1 med : 

We n i l  I continue t o  inves t iga te  opportunit ies  f o r  mergers a n d  
a q u i s i t f  ons. Those canpaoies which appear t o  be espect a1 ly 
a t t r a c i v e  et t n ~ s  time are  those w h ~ c f i  brcdden our technica l  



capabi I i t y  and our s a l e s  base? especial  ry i n  t h e  area  of 
propri eta? service packages f o r  cornmerci a1 use. (2) 

By 1965 Informatics had a q u i  r e d  three ma1 I businesses i n  order t o  en te r  
new markets. The f i r s t ,  Advanced Information Sys tms  (AISI? i n  1%4, p'laeed t h e  
cmpany i n t o  tne software products market a s  AIS was i n t h e  m t  d s t  of devel opl ng 
general ized f i l e  managanent systems which woul d eventually 1 ead t o  the c r s a t i  on 
of MARK IV. The omer  Wo a q u i s i t i o n s l  Data Processing Systems an3 CPM 
Systms,  Inc.. were e f f o r t s  by Inf o m a t i  c s  t o  en te r  the prof e s s i  onal progriumi ng 
services  market f o r  cornmercf a1 bus3 ness systems and t h e  proprf e t a ry  se rv lces  
marKet by providing canputerized CPl t i  cal Path  Method and PERT $1 anning se rv ices  
for  Southern Cal i t  orni a home bu i  I d l  ng cont rac tors .  

Both Data Processing Systems and CPM, Inc. prwed t o  be unsuccess f~~ l  during 
1965. Nevertheless, the  company was undaunted by these setbacks. Dul-1 ng 1966 
Informatics became a publ f cly he1 d company and recognized the  va1 ue o f  a publ l c  
market f o r  i t s  stock i n a1 ding acqu i s i t ion  e f r o r t s  by maki ng d e s i  rat17 e STOCK 

t r ades  possible. This was expl ai ned by Bauer i n  a memo t o  canpany o f f i c e r s  
pertai  n i  ng t o  corporate goal s: 

. . . There isr of course. more tnan management incent ives  
involved w i t h  the p u b l i c  of fer ing .  I t  i s  expected t h a t  the  
pub1 i c  and customer image of Informatics Inc. w i  I I b e  enhanced 
great ly.  There will b e  more i n t e r e s t  i n  Informatics S n  the 
pub1 1c and prafess i  anal communities and m u c h  g rea te r  pub1 t c i t y  
can b e  obtained. PI1 sor w i t h  a publ ic  market f o r  the stock, 
aiqui  sf t i  ons and mergers become much more possi bl e. 

It i s  important t h a t  we not  eschew mergers and a q u i s i  t i o n s  
salmply because we have made two a q u i s t i o n s  w h i c h  have not  been 
al together  successful .  I t  Is important t h a t  we not over-react 
and be unw f l  I 1  ng t o  pursue t h i s  course f o r  i t  can be an 
important aspect  of canpany development. On the other hand, we 
have 1 earned a g r e a t  deal about these mat ters  t rm  our two 
ventures. It semis c lea r  t h a t  we should not serf ously enter  
a q u i  s i t i o n  or- merger discussions unless el tne r :  1) t h e  
operation 1s s izeable ;  o r  2) i t  i s  ot c r i t i c a l  Importance t o  
the devel opment of Informatics. Inc. The amounz of management 
a t t en t ion  and lawyers1 f e e s  f o r  acqui r ing a m a l l  operat ion i s  
just a s  g r e a t  a s  f o r  a q u i n n g  a l a r g e  one. I t  i s  imporrant. 
a1 so, of course, that we examine very careful ly  the management 
capabi I lty and prof i tabi l i t y  of companies. T h ~ s  shoul d be done 
more careful ly  than we d i d  w i t h  CPM or DPS. 

In t n e  early years, the a c t i v f t - I e s  e n t a t l  ed i n  making acquisitions were 
provided exclusively by t h e  o f f i c e r s  of tne  corporation on a p a r t  time basis .  
I n  t n e  l % O t s  Bauer was always t h e  leader?  supported by the  chief  t ~ n a n c i a l  
o f f i c e r  and one of t h e  operating o f f t c e r s .  Werner Frank, Frank Wagner, o r  
Richard Hi1 1 .  Normal l y  i t  the acqui sf t i  ~ r i  was consummated? i t  woul d r epor t  t o  
the  one of t h e  l a t t e r  th ree  who was i n - t i a l  l y  involved. There never was a 
permanent acquis i t ion  teiuri. In the ea r ly  1970rs, Lynn Jones was designated t o  
head "Corporate Developnenttl and, f o r  a year or i x o  was the  principal searcher 
f o r  candi dates  f o r  acquisi t ion,  Howevert a s  the  compeny aecentral ?zed I ts 



managementr this r o l e  was taken over by those 1 ine executives? f i r s  known a s  
ncanpanyn presidents  and l a t e r  a s  group vice presidents.  I n  s u c h  a caserl an ad- 
hoc a c q u f s i ~ l o n  tern  was formed? consist ing of the l i n e  executive, tne chlef 
f i  nancial o f f i ce r ,  and one of the senior corporate o f f i ce r s .  Until the l a t e  
1970'~~ an acquis i t ion  was rare ly  considered unless one of these I ine excscutives 
was enthusiast1 c about i t .  Later, however, Werner Frank (and subsequently James 
P o r ~ e r )  was appointed t o  head u p  corporate development and began tcl assume 
l eadershi p i n 10oKi ng f o r  acquis i t ion  candidates, sometimes f ndependenttf of any 
1 lnt !  executive, When such an acquis i t ion  was made? i t  repor ted  t o  Frank o r  
l a t e r  Porter .  

In tne m.r d-l%O1s, i n  addi t ion  t o  cons ide r~ng  acqu i s i t ion  p o s s i b l l ~ t l e s t  
Inf onnati cs became d e e p l y  i nvofved in  attempts t o  e s t ab l i sh  a j o i n t  venture w i  t h  
a European computer manufacturer i n  order t o  gal n ensry i n t o  the European 
s o t w a r e  services  market. The c a p a n y r  s f i r s t  e f f o r t s  t o  f o m  a j o i  n t  venture 
w la, anotner company occurred d u r i  ng 1965. The corporat i  on had been successful 
1 n winning iwo contrac ts  f o r  p r o g r m i n g  services  w i t h  N.V. Ph i l i  ps, a very 
1 arge mu1 t i  nat i  onal el  e c t r t  cal and e l  ectronf cs company headquartered i n t h e  
Netherlands w f t h  corporate o t f i  ces  i n  E indhwen .  O n e  was f o r  t h e  d w e l o p e n t  of 
a COBOL compi I er fo r  a computer t h a t  El ect ro l  ogf cat one of i ts  subsi dl a r l  es? was 
building. E d  Myers (resident manager i n the  h s t e r d a  off ice) and Hennan Hess 
(technical  consul t a n t l  under D i c k  Hi1 i 1 s dl r ec t l  onr were tne p r  ~rnary 
Inr o m a t i  cs empl oyees provi ding s e m i  ces t o  Phil i ps .  

The e r r o r t s  t o  form a j o i n t  venture w l t h  P h ~ I i p ~ r  t o  be c a l l e d  N.V. 
Inf ormatl car a r e  descri bed i n Sect1 on 4.4.1 be1 ow. Thi s f i r s t  j of n t  venture 
e r r o r t ,  although never coming t o  f r u i t i o n  and disappoimi ng t o  managemenr, d i d  
provide a lesson--to deal w i t h  gU t h e  appropriate people .fn parer,  Future 
negotl a t i  on ae t iv  1 t i  es a1 ways ref 1 ected t h  1 SI I eadl ng t o  tne succeissf u7 
agreements f o r  the formati on ot TISCO, Equimatf cs  and the  acquf si ti on$; of' PMI 
and MHDS. The desi re for  a European subsidiary or a f ~ i  I i a t e  renal ned a major 
objec t ive  of the  cunpany: 

The tormation of jo i  mly  h e l d  s u b s i  d i a r l e s  rmisi n s  a 
possibility: Although i t  is doubtful t h a t  I n f o m a t i c a  ,will b e  
formed w l t h  Phi t i p s  par t ic ipa t ion ,  th1s is not out  of the, 
question en t i r e ly .  I t  i s  possible t h a t  the  Informati'ca i d e a .  
can be explored w i t h  o-ther European companies. Another 
poss ib i l i ty  f o r  s u b s i  diary formation i s  w i t h  Western Union. WE! 
have been recently t o l d  by Western Unf on t h a t  they plan t o  makel 
an a f f i l i a t i o n  with a software canpany i n  the  near f u t u r e  
because tney fee1 i t s  i s  of extrene importance t o  the i r '  f u t u r e  
w i t h  managment i nf ormatfon systens and cunputer-basecl 
communications systerns.(3) 

Informatics was unable t o  form a European subsidiary in  1965, but; 
th ree  years  1 a t e r  i t  dl d so. Inf onnatica S.A. was es t ab l i shed  on J u n ~ !  
27, 1 x 8  by Inf ormati cs f o r  the purpose of sel  I i ng MARK IV systems 
products i n  Europe w i t h  headquarters f n  Geneva? Switzerland. I t  was t h e ?  
nmotner corporationn f o r  a l l  of I n fo rma t i cs  l a t e r  software products 
sa les  subsi di a r i e s  i n Europe. 



Informatics never entered i n t o  an a f t i l i a t i o n  w l t h  Western Union b u t  d i d  
oDtai n a major con t rac t  w i t h  i t  t o  perform systfms design f o r  a canputerized 
message swl t c h l  ng syscem for  a nationwf d e  t e l  ecommuni cat1 ons network. Despite 
real  izing t h e  need t o  pursue acqui si ti ons more cautiously a f t e r  DPS and CPMI by 
1966 no p a r t i c u l a r  method01 ogy or  approach had been developed f o r  searches f o r  
a q u f  s i  ti on even though acqu i s i t ions  were cons! dered an "excell ent way t o  ge t  on 
w l t n  our b u s i n e s ~ . ~ ( 4 )  

The f ~ v e  year  plan of 1967 set an ob jec t ive  of developing an acqu i s i t ion  
model and i n i t i a t i n g  e f f o r t s  t o  seek p o s s i b i l i t i e s  i n  the data se rv ices  and 
computer produdts market. Later i n  the year, Bauer contacted Robert J .  Krcmpl e, 
head of an executive search f i  rm, announcing the  need f o r  a qual i f i e d  lcantli da te  
t o  f I I l tne new posi t i  on of D i  rector/Corporate Devel opment t o r  Inf iormilri cs. 
This person was t o  be nl) knowledgeable i n  software and/or service  bureau 
aspects  of data processing and 2)  have experience w i t n  bus imss  aspects  of 
a q u i  si t i  on and i nter-canpany marketi ng arrangements, j oi n t  ventures, etc."( 59 
Although 1:nformatics never found a person with these qual i t l ca r ions ,  'It fi l led 
this posi t ion i n t e r n a l l y  when Lynn Jones was se lec ted  t o  serve I n  this capacity 
ear ly  in t h e  19701s. Nevertheless, the company did embark on four major 
a q u i  si t i  ons and i nvestment endeavors between 1967 and 1970. 

The f I rst e t t o r t ,  i n  1967, was an investment i n  ATAR Canputer Systems, 
(AtarCSI), Including t h e  lending of Frank Wagner's se rv ices  t o  serve a s  i t s  
president,  w h l c h  is d i s c u s s e d  i n  de ta l l  i n  Sect ion 4.4.2. The second onaeavor, 
described i n  Chapter 8 and Section 4.2.4, involved the acqu i s i t ion  i n  February 
1958 of Cunpur~ng Technology Inc., a software services  f i n n  provlding Qlnancial  
systems design and programing t o  New York brokerage houses. 

The t r ~ i r d  e f t o r t  was t h e  formation i n  Apri I 1968 of a j o i n t  venture win 
Intormation Dynamics f o r  the e s t a b l i s h e n t  of Informatics TISCQ i n  order t o  
obtai n a f aci I i t i e s  management con t rac t  f ran NASA' s Technical and Sci e n t i  r I c 
Inf ormatl on Servi cas headquarters i n  College Park, Mary1 and. As desc:ri bed i n  
Chapter 7 and Secti on 4.4.3, t n i s  was t h e  begi nni ng of Informatics Syrxems and 
Services, and added 400 anployees t o  t h e  canpany i n  1967 and i t s  l a r g e s t  
contracc u p  t o  t h a t  time--S4 m t  I l ion i n annual revenues. 

I n  1%9 Informatics cmbarked on t h e  four th  major a q u i s i t i o n  a c t i v i t y  i n  a 
drarlatic move t o  enter  tJ-te data se rv ices  market, a s  d l  scussed i n  Chapter 12. I t  
involved the  purchase of th ree  Ca1 i fo rn ia  based canputer servi  ce bureiaus frcm 
t n e  R u c ~ e s  Canpany (Section 4.2.5 1 and a majority i n t e r e s t  i n  Datapl an 
Corporation, a N e w  York cmpute r  s e m i  ce bureau firm, discussfsd i n  Section 
4.2.6. 

Each o f  these acquis i t ion  and investment ac t ions  was based on the company's 
s trategy t o  develop proprietary se rv ices  and products and (except  f o r  TISCO) t o  
enter  tne commercial custom se rv ices  marketpl ace. Hcmever, wifn the  exceptions 
of t h e  data centers* these acqu i s i t ions  weire performed on an opportuni sitic bas i s  
a s  t n e  possi bi I ity or potenti a1 deal conf ronred the company ratner  tnan be1 ng 
found by Intormati cs  a f t e r  a formal search. B u t  even Rucker was seeking t o  s e l l  
i ts unprof l t ab l  e service  bureaus and approached Informatics, AtarCSI and 
Dataplan sought i nvestment f r an  Informatics while Canputing Techno'logy was 
seeking a merger and was suggested t o  Informatics by a tn i  sd part:y. The 
tormation of 1nfonnatic:s TISCO alone was the  only acquisition or business 



investment effort  del i berately initiated by the company during t h i s  period in 
order to enter a previously planned market or service area, and . i t  was a 
serendi pi tous i dea resul t i  ng from the aggressive sal es coverage of the! federal 
market by those t i re less  marketeers, Werner Frank and Rfchard Lemons.(61 

4.1.2 External Growth D u r f n a t h g . J ~ U 1 P 1 1  

In the f iscal  year ending in March 1970, the company recorded financial 
losses of more t h a n  $4 million. Some loss was caused by the 1970 recession, b u t  
most of i t  came from writing off the Rucker data centerst a n d  the inves*tments in 
Dataplan and AtarCSI. O n  the other hand, the company's efforts f n  fonnfng TISCO 
and  acquiring Advanced Informatf on Systems and Computing Technology h a ~ d  proven 
to be very .successful business ventures. Growth during the early 1970's was 
forecasted by the 1970 f ive  year plan, written in la te  1969, t o  reslu'lt from 
internal devel opment rather t h a n  acqui si tions, rnai nl y due to  decl i ni ng stock 
prices which precluded the use of favorable stock trades or raising cash from 
pub1 i c  offerings, as discussed in Chapter 3.(7) Ironically enough, I n  the f a l l  
of 1970 the company was also approached by Arthur D. Little and Goldman; Selchs 8 
Company regarding a business opportunity with one of their c1 ients which 1 ed t o  
a major joint venture activity: the formation of Equimatics, Inc. which i s  
described in detail f n  Section 4.4.4. 

Consequently, by l a te  1970, the company changed i t s  policy and decided once 
again that acquisitions and joint ventures were an important suppl ementlary means 
to resume i t s  rapid growth rate (which h a d  stagnated due to the recession). In 
December a Statement of Interest was issued t o  the investment canmunfty which 
procl ai med : 

Informatics Inc. i s  interested i n developing a national l:y 
oriented joint venture activity in the data processing service 
industry. 

Informatics i s  seeking a partner with the following 
qua1 ifjcations: 

1. Desiring t o  share in the development of a sizeable 
enterprise in the growing data processing services industry. 

2. Willing t o  contribute modest investment capital and/or 
existing data processing busf ness. ( 8 )  

In addltion t o  th i s t  in l a t e  1971, the company prepared acqui!s-ltion 
guidel ines which were issued t o  vice presidents. The guidel ines specified t h a t  
a potential acquisition should: 1) have an annual revenue rate o f  a t  least  61.5 

ears; million; 2 )  be profitable for the current a n d  a t  least the previous two ./ 
3 )  make an acceptable impact on the corporate earnings; 4)  return a mlnlrnum of 
15 percent on Informatics 'Investment; a n d  5 )  require no more fhan $2!jO,OOO f ta 
cash if i t  could not meet requirements t o  be purchased under "earn outn or 
"optionw formul a methods. The guidel i nes were further suppl emented in March1 
1972 by the issuance of Operations P o l f c y  No. 15: Busfness Plans which required 
the formal preparation of a business plan for all new company ventures, internal 
or external, which would have either 1 1  a f i r s t  year annual budget over 520,000, 
01" 21 more t h a n  50 percient of indirect labor devoted to  i t  within any existingi 
operational unit.(91 



I n  1971 In format ics  again began look ing  fo r  p o t e n t i a l  j o i n t  venture 
p o s s i b i l i t i e s  abroad, as described i n Sectfon 4.4.5. It q u i c k l y  developed an 
assoc ia t ion  w i th  P. A. I n t e r n a t i o n a l  Management Consul tants, Ltd. r a B r i t i s h  
management consul t f  ng f i rm, t o  explore software consu l t ing  and systenls design 
market i  ng p o s s i b i l  i t i e s  i n  Europe. (10) 

While the  company d i d  n o t  consider i t s e l f  i n  t h e  consu l t ing  busfnezis and 
f l a t l y  s ta ted i n  i t s  business plans t h a t  it was n o t  i n t e r e s t e d  i n  "pure 
consul ti ng, it be1 ieved t h a t  l lrn i ted consul ti ng cot17 d 7 ead t o  new' sa,ftware 
oppor tun i t ies l  appl i c a t i o n s  and customers. A consu l t ing  f i  rm cou ld  p i n p o i n t  new 
appl i c a t i o n s  f o r  software products development by i t s  experi  ence i n  asst s t 1  ng 
c l i e n t s  and possi b l y  f i n d  new customers fo r  Informat ics I n  the  area o f  
programming serv ices and systems imp1 ementati on, hopef u11y i n  t h e  areas of 
f i n a n c i a l  and manufacturing systems i n  which Informat ics had no products u n t i l  
1973. 

As a resu l t ,  Davidson-Kernan Corporat ion was re ta ined i n  January 1972 t o  
begin searching f o r  a management consu l t i ng  f i r m  ( f o r  In format ics  t o  acqu i re)  
w f th  annual revenues between 6.5 t o  $4 m i l l i o n ,  p r o f i t a b i l  i t y  f o r  t he  pas t  two 
years, knowledge o f  cmpu te r  use and appl icat ions,  qua1 i f i c a t i o n s  i n p rob l  m 
s o l v f  ng, se l f - sus ta in ing  s e l l  i n g  capabi l  i t y ,  and specia l  exper t ise  i n  banking, 
stock brokerage, communicatlons, o r  manufacturing. Besides these broad 
requ i  rements, t he  po ten t i  a1 consul ti ng f i rm shoul d have speci a1 e x p e r t i  se f n a 
few o f  t h e  fo l lowing:  management In format ion  systems, systems/procedures i n  
in format ion  hand1 i ng, inventory and product ion con t ro l  s y s t m s r  phys ica l  
d i s t r i b u t i o n ,  communications systems and data processing planning, accounting 
and f i n a n c i a l  systems, and f i n a n c i a l  plannfng. The consu l t ing  f i r m  a'lso had t o  
be l oca ted i n  a major c i t y ,  p re ferab ly  New York, Chicago, Los Angeles, 
Washington? D.C. , Denver, S t .  Louis, Det ro i t ,  Cleveland, o r  Kansas C i t y .  (11) 
Davi dson-Kernan contacted 70 consul ti ng f i rms and i d e n t i f i e d  12 o f  these wh ic t~  
were i n te res ted  i n  bei  ng acquired and which met Informatics requ i  rmen ts .  Bauer 
met w i t h  t h e  management members of several of the  more a t t rac t : i ve  f i rms, and 
came ou t  o f  the  experience re1 a t i v e l y  unimpressed. (12) 

Perhaps due t o  disappointment i n  the  search perf omed by Davf dson-Kernan, 
Bauer soon s h f f t e d  t o  re l i ance  on i n t e r n a l  t a l e n t  and resources. He appointed 
Lynn Jones v i ce  president  of corporate development e a r l y  i n 1972. By September 
1972 Jones had i n i t i a t e d  a c q u i s i t i o n  negot ia t ions  w f th  seven companisss and had 
i d e n t i f i e d  3 1  others as nfuture i nteres tu  possi b i1  i t i e s .  I n fo rmat i cs  had begun 
look ing  f o r  acqu is i t i ons  i n earnest. Sane o f  the  possi b i1  i t i e s  were df scorered 
through the use of wcol d contactn 1 e t te rs ,  unsol f c i t e d  acqui s i t i o n  i n q u i r i e s  
sent ou t  t o  numerous data processing systems businesses between November 1972 
and March 1973. Jones even resor ted t o  the placement o f  small anonymtous ads i n  
The Wall S ~ J o u r n a l .  (13) 

I n  l a t e  1972 Bauer described t h i s  e f f o r t  w i th  t h e  f o l l o w i n g  statements: 

U n t i l  r ecen t l y  In format ics  had not  had, a t  any time du r fng  i t s  
h is tory ,  a committed p lan  fnc lud fng f u l l  t ime personnelr f o r  
a c q u i s i t i o n  and mergers. U n t i l  t h i s  f i s c a l  year, no corporate 
o f f i c e r  had such an assignment; i n t e r n a l  growth was emphasized 
t o  the p r a c t i c a l  exc lus ion o f  an acqu fs i t i on  program; 



acqui si t i  on and bus1 ness purchases were done on an 
opportuni si t i c  bas is  excl usivel y. 

S t a r t i n g  w i t h  this f i s c a l  year, the  conscious decision was made 
t o  become more venturesome w i t h  respect  t o  external  growth. 
The company has two bas ic  s t rengths  f ran which external  growth 
can be  achieved: a s trong balance sheet  and f inancia l  history; 
an excel 'lent Peputati on in  the data process1 n,a and f i nanci a1 
c m u n i  t i e s .  

To date  we have looked a t  317 companies, we a r e  i n t e r e s t e d  and 
continue t o  t rack 88, and we a r e  i n  discussions w i t h  9, desp i t e  
t h e  f a c t  t h a t  our acquis i t ion  program is very new. 

Much of our external  growth will come from "purchased products" 
and "purchased se rv ices r "  qu i t e  a p a r t  from company 
acquis i t ions .  We recently purchased a "COBOL pre-processor" 
software product CCL*IVl t o  complement our MARK IV product 
l ine .  We a r e  looking a t  several more s u c h  produc:ts and 
serv I ces. 

We a r e  fn te res ted  i n  any company o r  b u s i n e s s  involved i n  
infonnatf on handl ing, o r  where informatf on handl fng is  v i t a l  to 
the product o r  service ,  NInformation handlingn can t ake  the1 
form of "data processingw or the  newer technology of wworcl 
p r o c e ~ s i n g . ~ ~  We are prepared t o  expand our cap i t a l  i z a t i  on t o  
accomplish this external  growth and t o  use our working c a p f t a l  
and cash a s  necessary. The above notwithstanding, i t  will be 
our philosophy t o  b e  reasonably conservative, making a number. 
of srnai l e r ~  p r u d e n t  acquf s i t i o n s ,  r a the r  than "bett'f ng t h e  
companyn on one o r  two. A11 o f  the  acqu i s i t ions  wll1 be  fn t h e  
information handling products and services  area (o r  rel;lted, a s  
descri bed above) and we will insist on the b u s i n e s s  being 
"c1 osen t o  ours  where synergism can be achieved. (14 )  

I n  May 1972 Thmas Taggart, Frank Wagner, and Wilson Cooper negotiated t h e  
acquis i t ion  of an exclusive 1 icense fo r  the  PRODUCTION I V  software product;, and 
eventually i n  1973 negotiated t h e  f u l l  acquis i t ion  of its owner, Parsons and 
Williams A.G. (discussed i n  Section 4.2.7). Pa r t ly  through Jones 's  e f for ts ; ,  the 
ccmpany quickly acquired two software products. I n  1972 CL*IVI t h e  COBOL pre- 
processor product mentioned above i n  Bauerfs  statements, was acquired frcm GSI 
mainly through the  e f f o r t s  of John Postley, a s  d e s c r i b e d  i n  Sect ion 4.3.1. 
Another acquis i t ion ,  through the  e f f o r t s  of Richard L ~ O ~ S P  expanded t h e  
business base and added t o  the capabi l i ty  of Informatics Systenis and Services.  
This was RECOMP IV ( l a t e r  ca l led  CS PVI, a computerized photocomposition 
sofbvare package designed and used by AutOCUIIpr  a small f i  nn providing 
photocomposition services  ( see  Chapter 7 and Section 4 . 3 . 2 ) .  

Corporate s t ra tegy durlng 1973 continued t o  focus on acquis . i t ions 'to expand 
t h e  company, pa r t i cu la r ly  i n  the area o f  appl i ca t ions  products. Decl i n 1  ng s tock 
prices,  h ~ w e v e r r  1 imited Informatics a b i l i t y  t o  negotiate f avorabl e ventures:  



Through acqui si t ion  and/or merger and/or market1 ng 
arrangements, we w i l l  obtai n more system products, appl i c a t i  on 
products and software products. 

C:andi da te  areas f o r  acquis i t ion  are:  word processing, data base 
services ,  e l ec t ron ic  photocompasi t i  on, i nf ormation processing,~ 
management data systems, f inancia l  systems, manufacturing 
systems and admi n i  s t r a t i v e  systems. We w i l l ,  howeverr have t o  
cu r t a i  1 our a c t i v i t i e s  somewhat on t h e  acquis i t ion  f r o n t  unti'l 
we have achieved a better stock price.l(l5) 

Consequently, growth was planned t o  result from in te rna l  sources by 
increased development and marketing of MARK IV and the  nbootstrappfngtt of cc.ustom 
services  e f f o r t s  f n to product development. Nonethel ess ,  Informatics was sti 11 
ab le  t o  make three  other  small acqui s i t i o n s  i n  1973. These were r4sysitance 
Company (Sectton 4.2.81, SDA (Section 4,2.9),  and Knowledge Networks (Section 
4.2.10). The 1 a t t e r  two companies provi d e d  information processing and 
programmfng se rv ices  w h i c h  were in tegra ted  i n t o  the operat ions of Systems and 
Services. Asystance Ccmpany was acquired f o r  i t s  ACCOUNTING IV softwarc3 product 
which provi ded a computerized general ledger accounting system. (16) 111 January 
1974 a minor i n v e s a e n t  was a l s o  made f o r  the  acqu i s i t ion  of System Three, Inc., 
a small mail order  f i n  and magazine p u b l i s h e r  which sold  inexpensive software 
products, c a p u t e r  accessor iesr  and suppl ies  t o  users  of IBM System/3 small 
business c:omputersr a s  described i n  Sect ion 4.2.11. 

B u t  with respect  t o  corporate developmentr t h e  most s i g n i f i c a n t  eveint of t h e  
ea r ly  1970's was t h e  formation of Equimatics Inc., a j o i n t  venture w i t h  The 
Equitable Life Assurance Society of t h e  United S ta tes ,  w h i c h  alpproached 
Informatics i n  September 1970. This  was t h e  f i r s t  concrete r ea l i za t ion  of 
Bauerrs plan, h i t h e r t o  so often unsuccessful t o  f i n d  a very wealthy par tner  who 
would assume l a rge  f fnancfal risks i n  re turn  f o r  a partnership* w i t h  Informatics 
cont r ibut ing  i ts  technology and entrepreneural  ski1 1 s. As descri bed i n Sect ion 
4.4.4 agreament was reached by December 1970. Much unoff ic ia l  a c t i v i t y  took 
place i n 1971 under Informatics auspices,  but  regulatory approval s he1 d u p  
incorporation and formal operat ions un t i l  December of t h a t  year. Wi th  a l a r g e  
i nveslment from The Equi tab1 e, Equimatics prospered during 1972 and 1973 and 
eventually acqui red United Systems In te rna t iona l ,  Inc., a s  described I n  Section 
4.4.4.1. By e a r l y  1974 I n f o m a t i c s  equity i n  Equimatics was a l a r g e  "hiddenn 
a s s e t r  not on its balance sheet ,  w h i c h  had been obtained wi tho t~ t  any cost o r  
risk t o  its shareholders. 

4.1.3 ]'he Eauitable Merggr 

In 1974 Informatics embarked upon t h e  most s igni fdcant  corporate 
reorganization of i t s  tri s tory  by merging w i t h  The Equitable Life Assurance 
Society of t h e  United Sta tes .  This mergei- is discussed from d i f f e r e n t  points  of 
view in Chapter 3, Chapter 10, and Section 4.5. Informatics primary purpose 
behind i t  was t o  a1 low t he  company t o  continue t o  expand i t s  software a c t i v i t i e s  
and b u i l d  i t s  b u s i n e s s  base without s u f f e r i n g  the  way a public  company would I f  
such expansion had a bad e f f e c t  on earnings. The company quickly took advantage 
of t h i s  arrangement during 1975 by acquir ing Programming Methods, Inc. (PMI) 
from Genera7 Telephone and E l e c t r f c ,  discussed in  Section 4.2.13. The 
a e q u i s i  t i o n  of ?MI made Informatics a major suppl i e r  of profess.[onal programming 



a n d  systems design services in both the government and commercial markets. The 
company also acquired Management Horizons Data Services (MHDS)? a Columbus~ 
Ohio? canputer service bureau, from First  National City Bank of New York during 
1977 as deserfbed in Section 4.1.15. MHDS a1 lowed Informatics to  expand f ts 
data processing and timesharing services into distribution industries and so was 
a major step f n developing specialized d a t a  services buil t  around the specific 
needs of vertically integrated businesses. Both PMI and Management Horizons 
were nopportunistic" acquisitions. Their owners decided t o  sel l  them; 
Informatics heard about thm through its officers wide-spread contacits, and 
aggressively outbid a n d  outmaneuvered rival bidders. Both were acqui red for 
very l i t t l e  cost and  both were highly successful acquisitions. A small data 
services organizationr Di rect Dial Data ( D D D )  , discussed in Section 4.2.14 was 
acquired from Greyhound in 1977. B u t ,  other than these acquisitionst until 1978 
investments for company growth were primari 1 y focused on internal devel oprnent 
efforts such as the design of an on-line MMK IV product, LIFE-CObBM, and 
improvments in ACCOUNTING IY.(17) 

A sh i f t  to  a more concentrated acquisition strategy occurred i n  1978. 
After several years of depressed prices and disfnterest by the financial 
community in the. early 19701s, stock prices for independent software companies 
began to come back slowly. The software industry also began t o  mature more 
rapi d1y with several consol idations of smaller companies into 1 arger ones and 
the decline of a number of weaker ones. Since Informatics was one of the 
largest independent suppliers of software services and  products, the potential 
t o  increase its business was especially large due t o  the increased demand for 
computer services. The corporate strategic plan of 1978 saw acc~uisitions as a 
positive approach to branch out into th is  expanded market area by "f i l l ing 
holesv in the company's existing product and service 1 fnes: 

The investing public continues to  show more interest; and 
confidence in companies in the computer industry. Most data 
processing service f i  rms which are p u b 1  icly-owned are sell ing 
in the modest 5-15 times earnings range. Only a few high 
f ' lyers llke EDS and ADP are tradfng f n  the 15-30 times range. 
Most publicly-owned company shares have rebounded from 1974 
lows. 

Equity markets for financing data processing service f inns are 
nonexistent. We know of no new issues having been sold. The 
prfvate p1 acement market i s  probably also virtually 
n,~nexi stent. 

Due to  shortages of investment capital, consolidation within 
t h e  industry continues, making acquisitions a n d  mergers 
especially a t t rad jve  a t  th i s  po'lnt. There are quite a number 
of promising companies and/or products which have reisched a 
posit?ion just short of achieving economic viability, b u t  need 
the environment of a more mature management and ffnancfally 
sound organfzation I n  order to capitalize on thei r  investments. 

Acquisitions rernai n an important avenue for Corporate! 
development, despite the lack of cash and stock f o r  isisuance. 
In making such dealsJ the Corporation typically wi l l  fnvest: 



s u b s t a n t i  a1 funds and thereby p a r t i  c i  pa te  subs t an t i  a1 ly 1 n t h e  
risk of the venture. Consistenli w i t h  o ther  i tems of s t r a t egy  
a s  expressed here, a c q u i s i t i o n s  w l f  1 b e  aimed a t  augnenting our  
e x i s t i n g  a r ea s  of i n t e r e s t  rather? than breaking i n t o  new areas .  
Also, s u c h  acquf sf t f o n s s  will b e  m ~ d e s t  i n  s ize  un t i l  our 
" t rad ing  ma te r i a ln  s i t u a t i o n  improves.Il8) 

The f i v e  year  opera t ing  plan of 1478, while not announcing p l i ans  f o r  a 
spec1 f i c  acqui  sf t i  on* jo i  n t  venture  o r  an amount of $1 anned expenditurles f o r  
such fnvestments, went f u r t h e r  than the s t r a t e g i c  plan i n  its support  o f  an 
a c t i v e  a c q u f s i t i o n  s t r a t e g y  and, wlth a cau t ious  eye on its owner, The 
Equi table ,  f l o a t e d  a t r i a l  balloon concernfng t h e  p o s s i b i l i t y  of t h e  -issuing of 
common stock t o  suppor t  endeavors i n  t h i s  area:  

I t  i s recognized t h a t  t h e  b e s t  i n t e r e s t s  of the Cmpany wi l l  
probably be served by a much more aggressive acqu i s i t i on  
s t r a t egy .  In t h e  computer s e r v i c e s  i n d u s t r y  t h e r e  a r e  ev ident  
t r e n d s  toward consol fda t ion :  I t  may t ranspf  re t h a t  l eadersh ip  
can be achieved only by a series of major acqu i s i t i ons .  To 
achieve t h e  desired a c q u i s i t i o n s  i t  may be necessary t o  issue 
c m o n  s tock ,  an a c t 1  on not  fe ;%sib le  without a publ ic  market 
f o r  the stock. During 1978 we wl11 undertake de t a i l ed  s t u d i e s  
of t h e  desirability of such a s t r a t e g y ,  and of t h e  pros  and 
cons of implementing i t  by 1:ssuing new equi ty  o r  by d e b t  
f i nanc fng . ( l 9 )  

In the absence of any adverse reac t ion  by The Equ'itable, tho  1979 f i v e  y e a r  
plan di d presen t  a moderate acquisition plrogram a s  predi c ted  t h e  year  before: 

In  t h e  computer s e rv i ce s  indusltry,  t h e r e  a r e  evident  trends 
toward consol I da t ion ;  acqu i s i t f  on a c t i v i t y  has been very high 
among our  competi tors  and rnanag~ment is of t h e  ~~~~~~~~[on t h a t  
the presen t  pos i t ion  of the Company In f ts markets ancl i n  the 
computer s e rv fces  i ndustry w i  11 weaken without a r a t h ~ e r  
aggres r  lve .acqui sf t i o n  program, 

I t  i s  assumed t h a t  stock !s issued t o  make the a c q u i s ~ t i o n s  and 
t h a t  the acquis i  t i o n s  a r e  a c c a p l  ished on the  bas i s  of pooling- 
o f - i n t e r e s t  type accounting, recognizfng t h a t  this approac:h, 
though preferab le ,  may not be possi b l e  i n  a l l  cases .  

Management expects  t h e  Company w i 7  1 "go pub1 fcn i n  1979 ~ 4 t h  
t h e  s a l e  of The Equitable  holdings,  a l l  o r  p a r t ,  t o  t h e  publ'lc. 
This  move will enable  the acqui!;ition program . . . . 

Investments i n  a c q u i s i t i s n s  were a n t i c i p a t e d  t o  expand t h e  canpany's 
o f f e r i n g s  i n products and se rv i ce s ,  p a r t i c u l a r l y  i n  t h e  appl i c a t i s n s  a rea .  
Major d i v e r s i f i c a t i o n  e f f o r t s  were frowned upon a s  t he  ccmpany had achieved i t s  
o r i g i  nal goa ls  of befng a broad-base s t rppl ier  of data  processing products  and 
se rv fces .  There was a f e e l i n g  by sane board members t h a t  i t  was spread t o o  
t h i n .  A l a r g e  p a r t  o f  acqu i s i t i on  invesitments were planned for t h e  ~ u r c h a s e  of 
immature b u t  promising products (or  companies owning them1 w h i c h  could be  made 
p r o i l t a b l  e wi th  subsequent development and enhancement, Four moderate s i z e d  



acquisitions were planned with one per year beginning in 1980. Each acquisition 
was intended to produce $5-10 million additional revenue for the cmparry for  a 
total of 630 mil lion in revenues a n d  61.4 mil lion additional pre-tax profit .  I t  
was further optimi stical ly hoped t h a t  "After acquisitionr each i s  expected t o  
grow a t  an  average rate of 17 percent. I t  i s  assumed t h a t  each i s  acquireti for 
stock Con a pooling of interests basis], so each will not require experlsfve 
amortization and can begf n t o  contribute prof i t s  immedf ate1 y af ter  
acquf sftionen(20) 

Consistent with the above strategy, in 1978 Informatfcs acquired SERIES IV. 
discussed in Section 4.2.16. to enter the minicmputer market, a n d  INQUIRY/IMS 
and TRANS IV, described i n Sections 4.3.3 a n d  4.3 -4 ,  both system implementation 
products for different 1 arge-scale operating systems. In 1980 the cunpany made 
the f i r s t  of four planned moderately sized acquisitions. This was the purchase 
of TAPS (and i t s  entire ~ rgan iza t i on )~  as d i  scussed in Section 4.2.17a a n  on- 
line implementation product developed by Decision Strategy, Inc. In 19131 i t  
made three significant acquisitions: 1) Transportation Canputing Services 
Corporation and i t s  subsidiary Commercial On-Line Systems Xnc. (60SD) as 
described in Section 4.2.18, which provided data services t o  the apparel 
i n d u s t r y :  2) Professional Software Systms Inc. (PSS) which sold turnkey 
management software products t o  law f i  rms, as discussed in Sectfon 4.2.19; and 
3 )  Management Control Systems Inc. (MCS), explained I n  Section 4.2.21, whfch 
sold softttare on small IBM canputers t o  reglional publlc accounting f i  nns. 

Figure 4-3 in Section 4.6 summarizes the hfstory of Informatics acqu~isitions 
and joint ventures, The following disculsses the business aspects of each. 
Technical and  operational matters are rnent'ioned only i f  they are not covered in 
other chapters. 

4.2. ACQUISITXONS OF ENTERPRISES 

This section i s  concerned w i t h  t h e ,  acqufsftion o f  complete enterprises, as 
distinguished from Section 4.3 which considers only the purchase of a product or 
o f  a 1 icense t o  sel l  i t .  In the la t ter  case the seller continues to 0perrat.e his 
business. In the . case of the acquis;i tions discussed i n  this sec:tion, 
Informatics would sometimes acquire a l l  the stock of the enterpr'ise!~ Or 
sometimes acquire only i t s  important assets a n d  personnel. In such cases the 
se l ler  would usually be l e f t  with a shell corporation which he would 
subsequently liquidate. In any event ttre seller would no longer oper{ate a 
business material ly re3 ated t o  the product sold. 

4.2.1 Advanced Informa&jon Svstm5 C a n ~ z ~ n y  

The f i r s t  acquisition made by Infor~matics, in April 1964, was Advanced 
Information Systems ( A I S ) ,  I t  was acquired from Hughes Dynamlics, Inc. fo r  a 
tremendous bargain price. Hughes Dynamics, which was being dis:;olved by Howard 
Hughes, was t o  receive royalties for a f live year period for any  sales of two 
software packages, MARK I a n d  M A R K  11. and  aid I n f ~ m z i s  538,000 for assuming 
responsi b i l  i t y  for the cmpany 1 s ten personnel, two  contract:^, a n d  several 
outstandi ng proposal s. One contract  consi sted of custom programmi ng ser-vi ces 
performed for the Metropolitan Data Center of Los Angeles for $39,500, Another, 
virtually completed, was w i t h  the U.S. Department of Houslng a n d  Urban  
Development fo r  the development of MARK I1 a n d  fts i n s t a l l a t i o n  f n f i v e  



southwestern c i t i e s .  Proposals f o r  sys; tms design and programming were 
outstanding t o  t h e  USADSC f o r  $lOlrOOO, t o  t h e  City of Alexandrfa, Virgfnia, fo r  
560,000, t o  Douglas Ai rc ra f t  f o r  $60,0001 and t o  Travelodge Corpora1:ion f o r  
66,000. The two software packages, MARK I and MARK 11, were two f i l e  management 
system programs designed f o r  the  IBM 14xx s e r i e s  of computers. They were never 
sold a s  packages, so Hughes never received alny royal ties. (21) 

When IBM announced i t s  Systed360 i n  1%5 John Post ley,  founder and 
president  of AIS, real i r ed  t h a t  a need ex i s t ed  f o r  a f i l e  management system for  
t h i s  p a r t i c u l a r  1 arge s c a l e  canputer. After f ind ing  f i v e  sponsors ( a t  Walter 
Bauer's reques t )  t o  support development of t h i s  software s y r t e m r  work began on 
MARK IV which was Informatics f i r s t  and most successful  software product. The 
fntroduetfon o f  MARK IV i n  1967 led t o  the c rea t ion  of the MARK I Y  Systems 
company and contr ibution of approximately $38 m i l  1 ion i n  p r o f i t  t o  I n f o n a t i c s  
from 1969 through 1982. The evolution and success of MARK IV I s  discussed i n  
Chapter 9. AIS was t h e  most successful ac:quisitlon ever  made by Infonnatics .  
Frank Wagner claims t h a t ,  on the  bas is  of return on investment, i t  may have been 
t h e  most successful acqu i s i t ion  ever made by any company i n  t h e  canputer 
services  industty.(221 

Data Processing Systems, Inc. (DPS) was a small custom programming se rv ices  
company ca te r fng  t o  the  commercial market by providing programing f o r  various 
business appl ica t ions .  Founded by Richard Nichol s, who was introduced t o  
Infonnatics by Will lam Mozena, Informatics board member and the  ch ie f  f'i nancia'l 
o f f i ce r  of Dataproducts, t h e  company cc~ns f s t ed  of no more than a dozen 
programmers and was located  i n  North Hollywood, Cal i fornia ,  a Los Angeles 
suburb, Informatics acqui red t h e  company fo r  i ts net worth* appraximatel y 
$40,000, i n  January 1965 w i t h  the  hope thai: i t  would provide an en t ry  i n t o  t h e  
local business programming services  market. A t  t h e  time of acqufs i t ionr  DPS had 
f ixed pr ice  programning con t rac t s  w i t h  F i ~ ~ e m a n f s  Fund, American In ternat ional  
Pic tures  and Aerospace Corporation. These con t rac t s  were belng performed a t  a 
loss ,  The f i r s t  month of  operations under Infonnat ics  aeg i s  produced a $15,000 
10sSr f5,500 more than o r i g i  nal ly forecast .  This  s i t u a t i o n  prompted Informatics 
t o  terminate the  opera t ions  manager and the  p ro jec t  manager of DPS, who were not 
leading t h e  cont rac ts  t o  successful conclusionr and t o  p u t  Richard Hi11 in 
charge of the  company. 

Despite the  quick reorganization, DPS s t i l l  continued t o  lose  money a t  an 
accelerated pace. By March 1965 i t  reached a s t o p  l o s s  f fgure  s e t  by 
Informatics, having recorded a t o t a l  of 447,197 i n  l o s s e s  i n  t h e  prevaious four 
months of operatfon. Losses continued f o r  the  next two months; a t o t a l  l o s s  of 
463,817 was generated s l n c e  I n f o n a t i c s  acquis i t ion .  I t  was duterminctd i n  May 
1965 t h a t  $38,121 of t h i s  amount was c o s t  i n  excess of book value which had been 
capi ta l ized .  There were $35,662 of losses  incurred p r i o r  t o  t h e  acquisdt ion but 
not recorded unti l  a f t e r  i t  occurred. Informatics d e c i d e d  t o  l i q u i d a l e  DPS i n  
June 1965 and completed t h i s  e f f o r t  by August. The only value t h a t  the  company 
retained wqs three o r  four excel lent  business systems programmers who stayed 
w i t h  Informatics f o r  several  years. The experience was a small b u t  shlort 1 jved 
f a i l u r e  which caused Informatics t o  choose l a t e r  acqu i s i t ion  opportunitf es more 
judiciously.(23> 



I n  February 1965 Informatics acquired CPM Systems, Inc. (CPM stands f o r  
C r i t i c a l  Path Method, a system of p ro jec t  management) f o r  $32,038. CPM was 
founded by Russel 1 D. Archibal d and Richard Wrestler,  a i  rcrafat: engineers who 
previously worked a t  Hughes Af r c r a f t  Corporati  on. When Hughes de-empha!;ized 
management services  i n  1963s Archibald and Wrestler l e f t  t o  form CPM Systems, 
Inc. t o  o f f e r  cmputer ized  CPM se rv ices  t o  Southern Cal i fornia  general 
cont rac tors  primarily involved f n  building hmes.(241 

A t  t h e  time of i ts  acquis i t ion  by Informatics,  CPM S y s t e m s ,  a f t e r  a period 
of i n i t i a l  s t a r t  u p  investment, had almost achieved a breakeven point, producing 
a small l o s s  of $237 from revenues of $26,878 i n  February 1965. The small 
company showed a modest p r o f i t  of $3,029 in March 1965 w i t h  approximately t h e  
same amount of revenues. However, succeeding months resul ted  i n  unprof i tab1 e 
operations. A 415,000 loss  resulted from $178690 i n  s a l e s  during May 1965 when 
a local  labor strike and economic so f tness  i n  the California construct ion market 
began t o  occur. The slowdown i n  new housing s t a r t s  continued, CPM Systems 
attempted t o  s h i f t  i t s  s a l e s  e f f o r t s  t o  t h e  food and petroleum proce?ssing 
indus t r i e s  b u t  was bastcal ly unsuccessfu1 in  gaining i n t e r e s t  from these and 
other  areas ,  Monthly losses  continued and by December 1965, when a S16,OOU l o s s  
occurred on only $5,000 i n  s a l e s ,  the subs id iary  reached the predetermined s top  
l o s s  f igure .  Informatics decided t o  l i q u i d a t e  operations. 

During 1966 CPM a.&ivit ies  were slowly phased out  a s  Archibald t r i e d  t o  
increase  the  bust ness without much success. He a l s o  attempted t o  crelate a new 
service  c a l l  ed  COMSCX), for  construct ion management systems company t o  provi de 
remote t e m i  nal access computing servl  ces  t o  construct ion s i t e s .  This  never go t  
of f  the ground, and i n  May 1967 Informatics so ld  Archibaldrs  employment; con t rac t  
t o  Booz, Allen and Hamiltonr a consult ing firm, f o r  $10,000.(251 

4.2.4. Computi na Tech-, Inc, 

I n  February 1968 Informatics acqui red Computi ng Technologyr Inc. (CTI) , a 
New Jersey based programing services  company, i n i t i a l l y  on a poola1ng of 
i n t e r e s t s  basis,  Wa1 t e r  Bauer f i r s t  became aware of CTI i n  June 1967 upon a t i p  
from John H. Pender, a vice pres ident  of Baker, Fentress B Ccmpany. Baker, 
Fentress had o r ig ina l ly  invested In CTI, founded by Harold Richn~ond (p res iden t )  
and Dale Wol gamuth (vice president  of mal-keti ng) b u t  had decai ded t o  encourage 
the  small company t o  merge w i t h  another software firm due t o  i t s  u n p r o f i t a b i l i t y  
i n  1967. Located i n  Paramus, New Jersey,  CTI consisted of  110 people incl uding 
a ma1 1 subsidfary operation i n  Cleveland, Ohio (Data Processing IRC. 1 whfc:h 
provided data services such a s  mailing l i s t  preparat ion ta a s ing le  t r a d e  
journal publisher. The r e s t  of CTI offered  programming se rv ices  t o  the  New Y0r.k 
and American stock exchanges and various Wall S t r e e t  brokerage houses# primari'ly 
providing systems design f o r  back o f f i c e  accounting systems and stock 
c e r t i f i c a t e  t ransf  o r  and control systems. Other commerci a1 cu!jtomers i ncl uded 
Johnson A Johnson, Digital Equipment Corporation and IBM. Thir ty pericent of 
CTIrs t o t a l  revenues were produced by se rv ices  t o  government agencies i ncl udilng 
the  United S ta tes  Navy, Natf onal Bureau o f  Standards* Federal Power Cmrnissionr 
Civil Aeronautics Board and t h e  Department of Labor. Sales  officess were 
malntai neel i n  New York, Boston, Washington, D.C., and Cleveland. The ra te  o f  
annual revenues was approximately 61.8 mfl l ion.(261 



Bauer became fn te res ted  i n  acquir ing CrrI because he believed i t  could 
provide a s t rong  market entry f o r  Informatics i n t o  programming f o r  t h e  f inancia l  
systems market and could strengthen the ccmpanyls Northeast operat ions.  In l a t e  
June 1967 Rauer assigned Werner Frank t o  v i s f t  the CTI operat ions and tst make 
r e c m e n d a t i o n s  per ta in ing t o  possible acquis i t ion .  Frank found CTI i n t e r e s t i n g  
b u t  not unique a s  a software company and s i m p l y  of fered  an opinion of 
neutral i t y  : 

So what is t h e  conclusion? I don't  t h i n k  t h a t  any of the  
people I met a r e  exper ts  i n  any one area  of t h e  software 
business. They a r e  just plain nice guys. The custom software 
b u s i n e s s  h a s  not go t  anything unique and big about i t  t h a t  
woul d make Informatics real Cexcitedl therewith. Thei r 
subs id iary  operation i s  very i n t e r e s t i n g  and probably can make 
a go of i t  and c e r t a i n l y  t h e  t e s t  f o r  t h a t  wi l l  be ava i l ab le  in 
a few weeks. 

So where do we go from here? I guess i t  depends on what th,e 
price is . . . .(271 

Apparently, a f t e r  several  months of negotiation, the  pr ice  was rlight. I n  
December of 1967 t h e  Informatics Board of Directors  made an o f f e r  of merger t o  
CTI on a pooling of i n t e r e s t s  basis.(28) 

This o f f e r  was accepted by CTI i n  February 1968 w i t h  f i n a l  consummation of 
the  acqu i s i t ion  t o  occur a f t e r  Infonnat ics  f i s c a l  year ended on March :31,  1%8. 
The pr ice  t o  be paid f o r  CTI was t o  be based upon t h e  average annual revenues of 
the  Informatics Northeast Division, i n t o  which CTI was merged, f o r  t h e  two yea r s  
a f t e r  #.is date. The t o t a l  va1 ue of CTI was t o  be computed a s  10 p e r w n t  of 
revenues up  t o  42.6 mi l l lon  and 50 percent of revenues over this mount p l u s  t h e  
net worth of CTI on December 31, 1967 when the  deal was agreed upon. Payment 
was t o  be made i n  Infonnatfcs stock with 30,000 shares  being t h e  maximum payable 
t o  CTI. Additional ly, Informatics agreed t o  provide CTI worki ng cap'ftal upon 
signing t h e  agreement t o  merge, give two year employment con t rac t s  t o  CTI's 
t h ree  leading p r inc ip les  and assume CTIfs bank debts and notes. CTI i n  t u rn  was 
obligated t o  i s sue  50 shares  of i t s  cmlon  stock t o  c e r t a i n  key Infonnat ics  
employees. 

The merger d i d  not i n c l u d e  CTI's C'leveland opera t ions  w h i c h  were sold 
separately.  Under t h e  reorganization agreement, CTIYs  East Coast opereitions 
(about 60 people) and Informatics Northeast Division were t o  be con!solidated 
i n t o  one en1 arged Northeast organization which was t o  se17 cmmercial 
programming se rv ices  i n  t he  s t a t e s  of Pennsylvania, New Jersey,  New Yorkr 
Connecticut, Massachusetts, Vem~ntr  New Hampshire, Ma1 ner and Rhode! Is land.  
CTI's Washington, E.C. o f f i c e  was amalgamated w i t h  t h a t  of in for ma tic:^ i n  t h e  
same locatf  on. The enlarged Northeast Division was placed under the  d i rec t ion  
of Richard Kaylor. The d iv is ion  soon became known a s  Informatics Computing 
Technology Company (CTC) and was divided i nto Communications Systems, 1 - i  na~nci a1 
Systems, and Business Systems divisions.  I t  is not very c l e a r  from a v a i l a b l e  
sources i f  or how t h e  i-evenues were t o  be k e p t  separated f o r  purposes of t h e  
payment f ormul a.  C 29) 



During August 1%8 i t  was rea l i zed  t h a t  the p o o l i  ng o f  i n t e r e s t s  meithod o f  
performing t h e  a c q u f s l t i o n ~  wh i le  providing -tax bene f i t s  t o  In format ics  from the 
ca r ry  forward o f  CTI's losses, would necessitate a restatement o f  I n f  orma1:ics 
pas t  f i n a n c i a l  statfments and t h a t  past f igures, p a r t i c u l a r l y  i n  regards t o  
re ta ined  earnings, would be adversely affected. Since In format ics  was p l  anfling 
f o r  a p u b l i c  s tock o f f e r i n g  i n  t h e  next year and a possib le appl icat ' lon f o r  
l i s t i n g  on t h e  American Stock Exchange, Bauer f e l t  t h a t  a downward restatement 
of t h e  company's reported income would 1 n j u r e  In format ics  favorable repu ta t i on  
among f i nancia l  analysts: 

It i s  poss ib le  t h a t  the  tax bene f i t s  from CTI under a pool ing 
would b e n e f i t  In format ics  operat ions by as much as $1001000 o f  
a f t e r  t a x  income per year. This could amount t o  as much as 20% 
o f  our  a f t e r  tax earnings. However, I bel ieve t h a t  it i s  
e n t i r e l y  possible, if n o t  probable, t h a t  over t h e  same period, 
our p r i c e  earnings r a t i o  would drop by a l i k e  amount or  a 
greater  amount due t o  t h e  fact  t h a t  our record has n w  been 
s u l l i e d .  I be l ieve t h a t  one o f  t i re s t rongest  fac to rs  t h a t  we 
have going f o r  us i n  t h e  f inanc ia l  community a t  t he  present 
t ime  i s  our e x t r a o r d i n a r i l y  clear? record o f  ever-increasing 
revenues and earnings. I be l ieve 1:hat t h e  benefi ts,  therefore, 
o f  t r e a t i n g  i t as a purchase outweigh the  bene f i t s  of t h e  
poo l i ng  and achiev ing t h e  t a x  benef i ts .  

For t h a t  reason and t o  e l im ina te  the  formula problem, i n  September 1.%8 the  
terms o f  t he  a c q u i s i t i o n  agreement were res t ruc tured t o  provide f o r  a simple 
purchase of CTI by In format ics  f o r  an approximate amount o f  f675r000 which 
inc luded $495,000 negative ne t  worth o f  CTI and $180,000 payment o f  I n fo rmat i cs  
stock. (3 0 1 

As descrfbed i n  Sect ion 8.2, CTI turned ou t  t o  be a successful a c q u i s f t i o n  
f o r  In format ics .  The 60 busi ness data processing programme!rs? many w i t h  
experfence i n  f inancfa l  s y r t m s r  gave t h e  company its f i r s t  rea l  compe*tenc:e i n  
commercial profess1 sonal services. Uncler Kay1 o r ' s  1 eadershi p, Canputing 
Technology Company abta i  ned major cantrac1:s w i t h  Dean Wi t te r  & Company for a 
back o f f i c e  accounting system and the Federal Reserve Bank o f  Ntaw Yor'k f o r  a 
large-scale computerized money t r a n s f e r  system. These cont rac ts  and o thers  w i t h  
1 eadi ng New York brokerage houses he1 ped make I n f  onnati  cs a competent suppl i e r  
o f  f i n a n c i a l  and business software systems. The Communications Sy.stems D i v i s i o n  
o f  CTC evolved from the  Federal Reserve Bank pro jec t .  However, the  emphasis on 
large, soph is t ica ted systems,  w i t h  a corncomitant conscfous dec is i  on by t h e  
ccmpany t o  neglect  t he  more p leb ian type o f  r o u t i n e  business data programming? 
resu l ted  i n  t h e  company missing a l a rge  market, which it d id  n o t  enter  i ~ n t i l  t h e  
a c q u i s i t i o n  o f  PMI i n  1975.(31) 

4.2.5. fiucker Data Ce-3 

Three Cal i f  orn i  a data processing serv ice  bureaus were acquj red f rorn t h e  
Rucker Cmpany i n  March 1969. Two were i n  Los Angeles (whlch were being 
consol idaxed i n t o  one, the  Los Angeles Da.ta Center located i n  E l  Seg~lndo) and 
the  t h i r d ,  Data 11, was located i n  Oakland. The a c q u i s i t i o n  was made a f t e r  
several months o f  negot ia t ion  and a f t e r  Informat ics as described i n  Sec t ion  
12.2* declded during 1958 t o  en te r  the data services market ser ious ly .  



I nfonnatics f i r s t  Data Services Division, established under the direction of 
Richard Hi1 1, had established one da ta  center on i t s  own, the Val ley Data Center 
'located in Sherman Oaks, during September 1960. An ambitious plan had been 
devel oped. 

To implment th i s  ambitious plan* Informaties undertook a search for 
established and potenti a1 1y promising service bureaus t o  acquire partictll arly in 
major metropolitan areas. A t  f i r s t ,  the company found i t  d i f f icul t  t o  find 
reasonable acquisition possibilities w i t h i n  large c i t f e s ,  and, in f a s t #  Richard 
Hf 7 1 even suggested a sh l f t  i n foeus of search to "secondary areas:" 

The more deeply we get into the character o f  the industry., 
however, the more we realize acqutsitions in t h i s  f ield are 
rare. I t  ts our belief that searching for service bureau 
acquisitions, in the five or SIX largest metropolitan areas., 
will probably prove fruitless, relatively speaking, and that 
our best opportunities will probably be  found i n the seconda y 
areas such a s  Phoenix, Denverr Dallas, Kansas City, Cl eve1 and 
Pittsburgh, Seattle, etc. (32)  

Nothing was turned u p  by the search u n t f l  October 1969 when Richard Hi11 was 
contacted by representatfves o f  the Rucker Company who inquired f f 1n.formatics 
was interested in acquiri ng their  d a t a  centers and requested a closecl-door 
meeting in a private hotel room. 

The Rucker Company was a large manufacturer which had embarked on an ac t ive  
acquisition program a n d  had purchased 15 smaller companies in the past three 
years. Among i t s  growth investments was sthe Computer Systems Group eons-Isting 
of two batch computer service bureaus f n  Los Angeles and one called Data I1 in 
the San Francisco area. They were experiencing substantial losses. According 
t o  Hill, Rucker representatives were rather secretive regarding the opel-ating 
probl ms of the centers, a1 lowing Informatics management t o  tour the facial i t i e s  
b u t  not speak to  any of the employees8 and rnafntained t h a t  they did not want  t o  
injure employee morale i f  there were an information leak t h a t  Rucker was 
pl anning ';o divest i tsei f of these operations. (33 1 

Infomatics i t se l f  was inftially suspicious of thfs position b u t  also 
optimistfc t h a t  a beneficial arrangement could be  made since the center!; were 
located in two major ci t ies .  This position i s  i l lustrated by the following 
statement which was made to  the Board of Dfrectors: 

The Rucker people are very re1 uctant to  have us talk w 4 t h  the 
servlce bureau operating personnel. The financial i nformation 
we have so fa r  leads u s  t o  believe there are certain weal<nesses 
i n  the cmpanyfs structure. We cannot, howeverr assess; these 
weaknesses accurately wlth the present s ta te  of our knowledge. 
However, despite all  of the negativesv the cunputer group of 
Rucker i s  an attractive piece of property t o  us since f t  f i t s  
so well into our long range plans. We will contlnue t o  talk 
with the hope t h a t  something can be developed.f34) 

Orfginally, the asking price f o r  the d a t a  centers was 58r000 shares of 
informatics stock plus one share for each $5 o f  a f t e r - t a x  earnings o f  the  



centers.  Informaticsr however, pushed f o r  Rucker t o  make warranties  per ta in ing 
t o  the f inanc ia l  we1 1-being and performance of the  c e n t e r s  i ncluding accepting 
l i a b i l i t y  f o r  c e r t a i n  losses  or  c o s t s  of t h e  cen te r s  during their f i r s t  year  of 
operation under Informatfcs ownership. This c m p l  i ca ted  negotf a t i o n s  and ra i sed  
the price: 

The Rucker acquis i t ion  proceeds apparently toward a successful 
conclusion, b u t  t he  path is tortuous.  One of the main 
d i f .Ffcul t ies  i n  the l a t t e r  part  of the acqufs i t ion  revolves 
around the  ret icence by Rucker t o  make c e r t a i n  warrant ies  and 
accept  ce r t a in  1 i ab i l  i tier. These items a r e  gradual ly being 
resolved one by one. As a r e s u l t  of a l l  t hese  machinations, 
the  pr ice  has changed somewhat t o  123,000 shares  w i t h  possibly 
117,000 t o  come a s  a r e s u l t  of the formula.(35) 

By March 1969, a f i n a l  agreement was reached and signed w i  t h  Universal Data 
Processing Corporation, a subsidiary of Ruck,er. I n f o m a t i c s  shares  had declined 
i n  price, so t h e  number of shares had increased t o  148,000 shares of Informatics 
stock, va1 ued on I n f o m a t i c s  balance sheet; a t  $1,628,000 o r  approximately 26 
times earnings. Rucker accepted a risk a l l o c a t i o n  f o r  a l l  major c o s t s  Incnrred 
during t h e  f i r s t  year of operation. Additionally, Rucker agreed t o  give 
Informatics an irrevocable proxy on i t s  shirres f o r  the pendfng reincorporat ion 
of the  company i n  the s t a t e  of Delaware, and Informatics f n turn agreed t o  
nomi nate Clarence J. Woodard of Rucker t o  its board of  d i  rectors .  (36) 

In the  f i r s t  month of operations, the  data c e n t e r s  1 o s t  a t o t a l  of $45 .~000. 
During t h e  ensuing yearr  the Data Services Division l o s t  an average of S60,000 
t o  $70,000 per month versus planned star t-up l o s s e s  of $40,000. Dras t ic  ac t ion  
was required, and Informatfcs management g r i t t e d  i ts  c o l l e c t i v e  teeth and, as  
described i n  Sectlon 12.2, rose t o  t h e  chal lenge w i t h  a dramatic decision t o  ge t  
out  of the business. I t  took some timer however, but t h e  f i r s t  Data Services 
Division was dfsbanded i n  1971. A t  t h e  end of f i s c a l  1970 year on Mlarct\ 28, 
Informatics accounted f o r  t h e  dfscontinuatfon of the business by recording an 
nextraordinaryn l o s s  from t h e  Californfa data c e n t e r s  of $2,008,000 aftelm the  
e f f e c t s  of income taxes,  as  discussed i n  Section 12.3. 

On June 10, 1969, Informatics consumma~ted an agreement for  the acc(uisi t ion 
of 70 percent of Dataplan, Inc., a New York se rv ice  bureau, from the I n t e r p u b l f c  
Group. Dataplan, l i k e  t h e  Rucker data ctsnters, was purchased a s  one of t h e  
building blocks fo r  Informatics f i r s t  Data Services Division w i t h  the i n t e n t  of 
es tabl i sh ing a business base fo r  the  division i n  the N e w  York C'ity area and t o  
o f f e r  data services  based on MARK IV and IYACS (Media Account Control System), 
both described in Chapter 9. 1nformai:ics became aware oaf t h e  Dataplan 
poss ib i l i ty  i n  ea r ly  1968 when i t  was approached by John Fe l ix  Associates, 1nc.t 
a u n i t  of t h e  In terpubl ic  Group, a la rge  New York corporat ion composcsd af 
advert is ing agencies and marketing services  compand es. B u t  p r ior  t o  t h a t ,  
according t o  Werner Frank, the  company f i r s t  became aware of Dataplan when Dr. 
Albert Madansky, i t s  president  and a fr iend of F r a n k ' s ,  inquired of Frank i f  
Informatics would be i n t e res ted  In acquis i t ion  01' t h e  se rv ice  bureau. (371 



The Interpubl i c  Group was t h e  l a r g e s t  organization i n  t h e  advert:i s i n  
industry, owning McCann Ericksonr oither adver t i s ing  agencies, and severa 9 
marketing s e r v i c e s  companies. Besides being Datapl a n t s  owner, Interpubl i c  was 
a l so  i t s  maln CuStOf-mr a n d  had  origf na1 ly  asked f o r  a payment of Slr600 ,OOCir  a71 
i n  cash. (38) After  a year of negotiation, t h e  agreement was reached f o r  payment 
of S750r000 i n  cash and a note f o r  $(350,000 t o  be paid o f f  In f i v e  years  a t  
prevail ing in te res t . (39)  In te rpub l i c  agreed t o  continue t o  do a l l  i t s  data 
services  business w i t h  Dataplan and remai n fts major source of revenue. 
In terpubl ic  was f nterested in  s e l l l n g  Its majority interest In t h e  se rv ice  
bureau because Dataplan had been su f fe r ing  f inanc ia l  losses  and i t  was fe l t :  t h a t  
Informatics expertfse and management could improve operat ions and provide 
services  a t  a lower t o t a l  cost.  :Informatics saw the  acqu i s i t ion  a s  an 
opportunity and announced "we be1 ieve we negotiated we1 1 on t h i s  matter and g ~ t  
what we hoped f 0 r e n ( 4 0 )  For the  f i r s t  few months a f t e r  t h e  acqu.fsi%iony t h i s  
optimism was j u s t i f i e d  because Datapl an was modestly p ro f i t ab le .  B u t  i n  October 
1969 t h e  service  bureau produced a f inanc ia l  l o s s  of $9,246 on S129,000 i n  
monthly revenues. This was the  beginning of an almost continuous stream of 
monthly l o s s e s  f o r  the  next two years which accelerated s t a r t i n g  i n  e a r l y  1970. 
A t  t h e  end of f f s c a l  year 1970, on March 28, Informatics accounted f o r  the 
disconti  nuation of t h i s  busi nass by recording an "extraordl nary" 7 o s s  of 
$lr389,000 a f t e r  t h e  e f f e c t s  of income taxes,  as  discussed in  Section 1:2.3.(41) 

As described i n  Sectlon 12.2,2, some of the  problem stemmed from t h e  
economic recession, b u t  much of i t  a l so  resul ted  from disputes  about se rv ices  
provided t o  In terpubl ic .  In terpubl ic  used these d i f f i c u l t i e s  a s  excuses t o  
withdraw i t s  business and e i t h e r  delay or  s top  payment on work already performed 
and invoiced. This  l e d  t o  Informatics f i l i n g  a s u i t  aga ins t  In te rpub l i c  i n  
Septmber 1970 f o r  rec i  ssion of tho acquis i t ion  agreement, c l  aiming t h a t  
In terpubl ic  was i n  d e f a u l t  of the  contract . (42) Informatics was pa r t ly  
successful i n  its legal  e f f o r t s ,  and t h e  s u i t  was s e t t l e d .  I n  October 1971 
In terpubl ic  purchased back Inf ormat4 cs  70 percent i n t e r e s t  i n  Datapl a11 f o r  
$50,000 p l u s  the cancel l a t i o n  of t h e  biilance outstanding on t h e  p r m i s : ~ o r y  note 
and i n t e r e s t  thereon, amounting t o  about $750r000 a1 1 together .  I n  addi t ion ,  
Dataplan paid Informatics about $300,000 which i t  owed but w h i c h  had been 
wri t ten o f f .  This happy outcome almost o f f s e t  the  l o s s e s  from Dataplan rec:orded 
in March 1970. 

4.2.3. Parsons A Will ims (PRODUCTION IVj. 

I n  May 1972 Lnformatic:~ entered i n t o  an option agreement t o  purchase 
lcensing r i g h t s  t o  indus t r i a l  s y s t e m s  software developed and marketed ,In Elurope 

by a small consult ing f i n n  k,nown a s  Parsons A Williams A.G. (PAW), headquartered 
in Copenhagen, Denmark. 'The software product, o r ig ina l ly  known a s  IMP and 
renamed PRODUCTION IV by Znformatics, was an e n t i r e  product 1 i n e  f o r  PI-oduction 
control ,  shop schedul i ng and i nventsry management prfrnarf 1y for  d f s c r e t e  
manufacturing. Parsons 8 Will lams were two University of Cal i f a r n i a ,  Los 
Angeles, professors  who had designed t h e  automated production control system in 
1963. Williams re located  t o  Copenhagen t o  develop a system ( i n  COBOL f a r  the  
IBM 360) and market i t  i n  Europe where development costs woulc be lower and 
canpeti t ion would be l e s s .  A number of European f n s t a l l a t f o n s  were made, and 
w i t h  t h i s  demonstrable s ign  of market acceptance, Wil 1 i m s  began t o  see]< a means 
t o  market hfs f i rm's  software product throughout the  Western Hemisphere. A t t h e  
same time, Informatics was searching fo r  new and v j a b l  e software proauct  n,arl.;ets 



t o  e n t e r ?  and had iden t i f i ed  t h e  manufacturing industry a s  a r ich untouched 
market f o r  appl i ca t ion  software products. Pmong a1 1 indust r ies ,  d i s c r e t e  
manufacturing had t h e  l a rges t  amount of annual revenues and p r o f i t s ?  had c l e a r l y  
i d e n t i f i a b l e  needs, and u p  un t i l  1972 used ccrnputer products and services  i n  i t s  
operat ions l e s s  than most other indus t r i e s  w i t h i n  t h e  United !States. Will ims 
apparently contacted John Postley, who turned h i m  over t o  Thanas Taggart and 
negotiat ions began between the two companies. These t a l k s  resul ted  i n  
Informatics purchasing an exclusive ri gh t  t o  market and fu r the r  develop 
PRODUCTION IV I n  North and South America u n t i l  1977 when P&W would gain a non- 
excl usive r ight  t o  s e l l  the  product i n s i  de Inf o m a t i c s  t e r r i t o r y .  Informatics 
formed t h e  Indust r ia l  Systems Department (ISD) u n d e r  Michael 1-odato t o  expl o f t  
this l icense.  

This arrangement was terminated on December 31, 1973, when Informatics 
acquired a11 the  a s s e t s  of P&W f o r  a small down payment i n  cash, p l u s  r o y a l t i e s  
up  t o  $1.0 mi 1 l ion  t o  be based on the  f inanc ia l  performance of ISD. One of t h e  
a s s e t s  was jo fn t  ownership (wftb a major o i l  f i rm)  of Oildata A/S, a small 
company i n  Oslo, Norway, wh'lch marketed software products designed f o r  t h e  o i l  
industry.(QI 

Oildata A/S never amounted t o  anything, but ISD, as  desc:ribed i n  Sect ion 
11.8.2, was modestly S U C C ~ S S ~ U ~ ,  though i t  never q u i t e  reached p r o f i t a b i l i t y  
w h i l e  s e l l i n g  PROIDUCTION IV a s  a product. I n  1977 it was dfscontinued a s  a 
product, and ISD nas converted i n t o  a professional  services  organization. From 
1978 thl-ough 1982 f t  was qu i t e  p r o f i t a b l e  and recouped mo:jt of the  losses  
incurred from 1974 through 1977, 

I n  June 1973 Infonnatlcs purchased t h e  a s s e t s  of .Asystance Company i n  
Raleigh, North Carolina, for  cash. The pr inc ipal  a s se t s  were t h e  company's 
software products f o r  general ledger and f inanc ia l  report ing,  t t s  customer base? 
and its principals ,  Fred Dilger and Ron Kupfenan. 

Asystance Cmpany was formed i n  1971 by Beaunit Corporatior~, a subs id iary  of 
E l  Paso Natural Gas Cmpany. I t  became an independent operation i n  June 1972 
under the  presidency o f  Fred Dilger. The company had made s a l e s  t o  major 
companies, incl uding such concerns a s  In ternat ional  Nickel, In tercont i  nental 
Hotels, Addressograph-Multigraph; Times Square Stores ,  and FMC Corporation.(44) 

As described i n  Section 11.8.1, the  operat lon became a park of t h e  Business 
Systems Divi si on of Inf ormatics Cmputi ng Techno1 ogy Canpany where the  product 
was named ACCOUNTING I V / G L .  To round out  t h e  product l i n e  w i t h ,  accounts payable 
and accounts receivable sys t ems ,  , ACCOUNTING I V  was supplmented i n  1975 by 
ACCOUNTING IV/AP and /AR ( see  Section 4.2.12). The ACCOUNTING IY product l ine 
never became profi table.  In 1980 i t  l o s t  $1.3 mil l ion.  In 1981 the e n t i r e  
ACCOUNTING IV product l ine was sold t o  Global Software, Inc., a new company 
formed by Dilger and Kupferman; f o r  $2501000 i n  cash p l u s  a precentage of f u t u r e  
revenues w i t h  a minimum of $200,000 and a maximum o f  6800,000. Modest r o y a l t i e s  
have been received from Global . 



4.2.9 SDA Corporation 

On June 21, 1973 Informatics acquired SDA Corporation8 a pr iva te ly  held f i  r m  
i n  Cheverly, Maryland, for  141,167 shares  of Informatics stock on a pooling o f  
i n t e r e s t s  bas is .  The stock was then s e l l i n g  f o r  about $3.00 per share, but 
I n f o m a t i c s  knew, but could not d isc lose  t o  the owners of SOAP t h a t  i t  was 
l i k e l y  t h a t  Informatics s tack would soon be bought by Ths Equitable f o r  a t  l e a s t  
$6.00 per share. The company had revenues of 61,023,500 and net income of 
%6,500 f o r  i t s  most recent  f i s c a l  year,  ended Decanber 1972. 

SDA, which stoad f o r  Source Data Automation, was formed In 1969 by Cectl 
"TexW Myatt. I t  provided a f u l l  range of data processing s e r v i c e ~ s ~  primarily i n  
t h e  development of computer data banks. I t  offered se rv ices  i n  system design 
and imp1 ementa t ion ,  s y s t e m  management, cunputer programming, data preparat ion,  
and photocomposition. The company had 120 employees. I t  was a major suppl ier  
of source data  automatfon systems and services  using op t i ca l  charac ter  reading 
techniques. The firm had successful ly  served a number of major f ede ra l ,  s t a t e ,  
and pr iva te  agencies, i ncl u d i  ng t h e  National Center f o r  Health S t a t i s t i c s s  t h e  
Government P r in t ing  Office,  the U.S. Coast Guarcl, t h e  Library of Congress, the  
Department of Transportat ion,  and the S t a t e  of Ohfo.(45) 

As descrf bed i n  Section 7.5.3, SDA became a ' pa r t  of 1nformat:ics Systems and 
Services Company, and eventual ly  evolved i nto the Pub1 i sh ing  Servf ces Divi sf on 
which, in 19828 had revenues of 65.2 mil 1 ion and p r o f i t s  of b.75 mill ion. 

I n  September 1973 Informatics acquired Knowledge Networks In te rna t iona l ,  
Inc. (KNI). a p r iva te ly  held f irm i n  Washington, D.C., f o r  cash. I t  had annual 
revenues of approximately $400,000 and about ten employees. 

Incorporated i n  1%9r KNI specf a1 ized i n  f nformatfon re t r f eva l r  data base 
management systems, legal  information systems, and  arbitration^ and mediation 
systems. I t  had developed two app l i ca t ions  packages: JURIS ( J u s t i c e  Retr ieval  
and Inquiry System), a data management system fo r  t h e  U.S. Depar'tment of 
J u s t i c e ;  and t h e  Arbi t r a t f  on Information Tracking System (ARBIT) a timesharf ng 
and Information r e t r i e v a l  system used by t h e  Federal Mediation and Conci l ia t ion  
Service t o  keep t r ack  of a r b i t r a t i o n  cases r  union and canpany data,  and cur ren t  
and h i s t o r i c a l  case s tudies .  These se rv ices  were based on the  RECON-STIMS data 
base management and information retrieval systems developed f olr t h e  National 
Aeronautics and Space Adminfstration, and l a t e r  improved and enhanced by K N I  and 
subsequently by Informatics. O t h e r  customers included the  Army Material 
Command8 the Federal Home Loan Bank Board, and t h e  National Science Foundation. 

As mentioned i n  Section 7.3.1, i t  was absorbed i n t o  I n f o n a t l c s  Information 
Systems L'anpany where its personnel played a major r o l e  i n  the  development of 
t h e  RECON ZV system, and m f  nor r o l e  i n  helpfng Informatics become a suppl i e r  t o  
t h e  legal  1 ndustry, (46) 

In February 1974 Informatics acquired Sys tm Three, Inc. of Los Angeles f o r  
588,788 i n  cash. System Three, w i t h  annual revenues of over $500r000 ,  was 
founded in  1972 as a for -prof i t  natfonal  associat ion o f  IBM !;ystem/3 users, 
offer ing  problem solving, appl ica t ion  support,  information, and f inancfa l  



benef i t s  t o  members. By mail order the ccmpany sold d i sc  packs and o ther  
s u p p l i e s  f o r  t h e  IBM System/3 computer under the  brand name GROUF1/3, pluis a l i n e  
of software products f o r  System/3, i ncl uding STIR, C/SORT, STIP, PROI~ED, and 
STEP. I t  published a monthly magazine, 3stem/3J9fl4, which had a cont ro l led  
c i r c u l a t i o n  t o  12,000 users of IBM Sys ted3 .  

The IBM Systm/3 was a very small computer used by small businesses. More 
than 15rOOO of them were in  operation worldwide, w i t h  the customer base 
increasing a t  approximately 35 i n s t a l  l a t i o n s  per day. Ins ta l  l a t i o n s  of ten  were 
i n  small c i t i e s ,  where cos t s  of a v i s i t  by a suppl ier  or software salesman were 
prohibi t ive  in  r e l a t i o n  t o  the  typica l  small sa les .  

System Three, Inc. was purchased from i ts  founders, Davial Fergu:son ( t h e  
former pres ident  of Programatics, a s y s t m s  software developer) alnd Gene Jacobs? 
and from its f inancia l  backer, Pat r ick  McGowan, owner of In ternat ional  Data 
Corporation. The principal  founder, Ferguson, conceived t h e  idea f o r  a "for- 
p ro f i t t t  users group charging monthly dues, w h i c h  he named "Group 3.l' A member 
received a monthly magazfne, -/3 World, and discounts on inexpensfve 
software productst equipment, and accessories w h i c h  were d i q t r l b t e d  ~~. 
Frank Wagner, the prime mover i n  t h e  deal,  was intr igued by such a new 
d i s t r i b u t i o n  channel f o r  low-price software ( w h i c h  could not support  the c o s t s  
of a c l a s s i c a l  f i e l d  s a l e s  fo rce ) .  He foresaw t h e  huge market t h a t  could be 
exploi ted by software publishers  and distributers, and w h i c h  eventual l y  
developed i n  t h e  1980ts f o r  cheap mfcrocomputer software. 

After  t h e  acqu i s i t ion  t h e  un i t  was named t h e  Group/3 Division, w i t h  David 
Ferguson a s  genera1 manager. I n i t l  a1 ly ,  Group/3 fa1 red we1 1 under the cli rec t ion  
of Wilson Cooper i n  Western Systems Company, who reported t o  Frank Wagner. 
Ferguson discontinued the requi rment f o r  dues w h i c h  had proven hard t o  co l l ec t .  
He i ncreased t h e  magazi nets control 1 ed ci  rcul a t ion  t o  17,500 and began t o  bu 11 d 
up adver t i s ing  revenues. Average sa les  of d i s c  packs were 65 per week. 
Revenues frcm t h i s  source fncreased from an average of approximately $8,000 per 
week t o  $14,500 during t h e  f f  r s t  seven months. This was primarily due t o  a 
switch t o  a d i f f e r e n t  supplfer  of d i sc  packs, w h i c h  were more r e l i a b l e  and l e s s  
expensive and an aggressive campaign of c r e d i t  and telephone sa les .  
Unfortunately, mail order s a l e s  of software never grew t o  t h e  amount Wagner and 
Ferguson had hoped for ,  because Ferguson concentrated on h f s f i rzit 1 over systems 
software, instead of appl i ca t ions  software which t h e  market needed. 
Disappofnted i n  t h e  primary purpose of the  acquis i t ion ,  when s a l e s  f e l l  of f  
during the f a l l  of 1974, Informatics i n s t a l l e d  a new genera1 manager, B i l l  
Leeds, t o  improve operat ions and f inancia l  performance.(47) 

The l a t t e r  s t ep  apparently worked during 1975. After scme preliminary 
consi d e r a t i  on of d ives t ing  Group/3, Informatics management sudldenl y found t h e  
smal 1 business turning around: 

Ever s ince  ser ious  consideration was given some t h r e e  months; 
ago t o  s e l l  Group/3, t h a t  0rganiz:ation has been performing a t  al 
break-even level .  In f a c t ,  on a marginal cos t  basis ,  Group/3 
i s  now contr ibuting pos i t ive ly  t o  prof i t .  

Revenues s t a b i l i z e d  around 545,000 per month and by December 1975 operat ing 
p r o f i t s  increased t o  a record of S16r000 per month.(48) 
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Monthly revenues increased during the  year t o  l e v e l s  betmreen b67rOOO and 
$868000, b u t  p r o f i t s  declined t o  $1,000 t:o S6rOOO per month. Then i n  August of 
19768 Group/3 began s e l l  ing System/3 i~ns t ruct ional  packages f o r  new usersr  
complete w i t h  manuals and audio casse t t e s ,  purchased from t h e i r  producer. This  
i ncreased revenues t o  894r000, so i n September a new aggress ive  t e 1  ephone sa1 es 
campaign was i n i t i a t e d  t o  s e l l  these educational packages t:o a l l  s o r t s  of 
Systems/3 users and potent ia l  users. Numerous orders flowed i n  and hundreds of 
t h e  educational modules were shipped out ,  Suddenly and amaitingl y8 reported 
monthly revenues and operat ing p r o f i t s  jumped t o  record highs i n  Qctober. A 
p r o f i t  of $368000 was recorded on revenues of $205,000, 

Unfortunately8 this dramatic improvanent was only an i l lus ion .  The new 
general manager of Group/3 had offered its education products f o r  s a l e  on a 
t r i a l  order bas i s  without any obl iga t ion  t o  buy or8 f o r  t h a t  matter r  any 
obl iga t ion  on t h e  pa r t  of t h e  many users  who had been s e n t  t h e  product t o  return 
t h e m  i f  they decided a g a i n s t  purchase.  Since Group/3 had s t a r t e d  a s  such a 
small opef-ation, i ts accounting was done by t h e  neares t  l a r g e  accounting u n i t r  
t h a t  of I n f o m a t i c s  Software Products, where i t  was given low p r i o r i t y .  Its 
comrnunicat:ion w i t h  Group/3 management was poor, and monthly repor ts  were very 
l a t e .  Twto months a f t e r  t h e  f a c t  i t  was discovered by higher management t h a t  
accounting had booked t h e  requests f o r  t r i a l  of the products a s  actual  s a l e s  
even though no payments were received. Worse yet ,  u n d e r  t h e  cclntract w i t h  t he  
producer s f  the products, h e  was paid upon del ivery. Cooper anti Wagner had not 
been informed of this prac t ice  b u t  quickly became aware of i t  when  t h e  
unexpected prof i t  (and huge accounts receivable balance) was reported i n 1 a t e  
Novmber8 and t h e y  dug i n t o  the  reasons f o r  i t .  This was a c l a s s i c  example of 
aver-delegation of author i ty  without adequate cont ro ls .  Management ordered 
accounting t o  book major f i nancial reserves agai n s t  po ten t i a l  los ses  r e s u l t i n g  
from uncol lec tabl  e accounts receivable and unsal eabl e i nventory : 

I't appears M a t  s a l e s  were befng recorded i n  Group/3 without 
adequate con t rac t  documentation and i t  is expected t h a t  a 
s izeable  number of these educational systms w i l l  b e  rs turned 
or worse yet they may never be paid fo r ,  f n  w h i c h  case we will 
have t o  pay the suppl ier  f o r  these systems. 

There will be continuing ana lys i s  of t h i s  matter .  

I n i t i a l  reserves of $107,000 were taken f o r  f i n a n c i a l  l o s s e s  during the  next 
th ree  months (November 1976 t o  January 1977). A l l  p r o f f t  recorded d u r i n g  the 
previous year was wfped ou t  by losses  r e su l t ing  from t h e  unreturned and unpaid 
for  products. The t r i a l  order  s a l e s  were discontinued and: 

Management mistakes which were made in Group/3 have been 
discussed a t  great; length w i t h  the p a r t i e s  invol vad and 
operating guide1 i nes have been developec which should preclude 
fu tu re  d l f f l c u l t i e s  of the  type experienced . . . .(49) 

During the  next several  months Group/3 operated c l o s e  t o  a break-even point  
w i t h  only rnargf nal operat ing prof its of approximately $2,000 per- month agai nrt 
revenues of  approximate1 y $92,000. By August: 1977 Inf o m a t i c s  management 
decided I n  favor o f  divestiture and reached an agreement w i t h  Electronic 



Memories 8 Magnetics in September fo r  the purchase a t  market value of the 
hardware and suppl ies  inventory. &stem/-d (which had been renamed "Small 
Systems Worldw) was sold t o  a publisher of t r a d e  magazines f o r  630,000 i n  
October.(SO) A t  t he  end of 1982 i t  was s t i l l  being publishs!d and was very 
successful . 

In February 1975 Informatfcs announced acqu i s i t ion  o f  accounts payable and 
accounts rece ivable  software packages from Computer Applied Systems Company 
(CAS) of Encino, California,  a f i rm spec ia l i z ing  i n  the  development of 
accounting systems. The price was S160r000 p l u s  a percent of f u t u r e  sa les .  

Canpulter Applied Systems Company marketed fts accounts payable and accounts 
receivables packages under the trade names CASAPS and CASARS. Among u:sers were 
s u c h  prmi n e n t  companies a s  United A i  rli nes, Me1 lon Bank, Mercantile Trus t  
Company, (and Genera1 Telephone and Electronics.  Both packages were wri t ten  i n  
ANS COBOL and were avai lable  f o r  delivery on a va r i e ty  of hlardware/software 
computer configurat ions including IBM, Univac, Burroughs, and Control Data. 

As descrfbed i n  Sectfon 11.8.1, the  new packages and t h e  pr- incipals  of CASI 
Jack Friedland and Jack Sparks, were absorbed by Informatics E3usines!~ Systems 
Division under Walter Brown. I t  productized the  packages arid renamed t h e m  
ACCOUNTIN(I IV/Accounts Payable (AP) and ACCOUNTING IV/Accounts Receivable ( A R )  
t o  round out  t h e  ACCOUNTING IV product l i  ne, supplementing by t h e n  the  widely 
accepted General Ledger and Financial Reporting System. 

AP and AR were never prof i table .  I n  1981 they were includecf  i n  t h e  s a l e  of 
the  ACCOUNTING IV product 1 ine t o  Global Software, Inc. (51 )  

On October 10, 1975, Informatics, Inc. became owner of Progl-ammfng Methods, 
Inc. (PMI E r a professional services ccmpany previously owned by General 'Telephone 
8 Electronics Information Systems (GTEIS). PMI had o r i g f n a l l y  been formed by 
employees who l e f t  Cmputer Applicatfons, I ~ c . ,  an ea r ly  compe1:itor of 
Informatics. Later i t  was acquired f i r s t  by Riker-Maxon Corporation i n  1970 and 
t h e n  by Genera1 Telephone and Electronics during 1972. GTEIS was mainly 
in teres ted  i n  hardware systems fo r  computer communications, but PMI primari ly 
provided custom programing services,  occasionally in  support  of GTEIS hardware. 
I t  d i r ec t ly  competed agaf n s t  Informatics Western S y s t e m s  Company, especial  7y i n  
the  government marketplace, and agafnst  Ccmputing Technology Ccmpany, e spec ia l ly  
In services  t o  New York City banks. The company a l s o  developed and sold i t s  own 
software products, primarily telecommunications monitors. In 1.972 Informatics 
Cmmunicati ons Systems Division negotiated a non-excl usive 1 icense t o  market one 
of these products, INTERCOMMI f o r  maximum cummulative royal t y  payments of 
f600,OOO over f i v e  years, b u t  never sold any o r  paid any royal t ies . (52)  

By 1975 PMI consfsted of three main components. These were a software 
products development and s a l e s  group i n  New York Ci ty ,  a commercial information 
systems dt'vision, and a federal  systems divis ion ,  both of which were div-ided 
between East and West coast  operations. GTEIS began experiencing l a r g e  
f i n a n c i a l  losses from i t s  hardware un i t s ,  w h i c h  prompted General Telephone t o  



d ives t  i t s e l f  of it. When i t  could not f i n d  a buyer f o r  the  e n t i  r e  Information 
Systems Division, i t  resor ted  t o  s e l l 1  ng p a r t s  of i t  separatelly. Informatics 
was approached by General Telephone i n  Ma:y 1975 and by Ju ly  1975 had reached an 
agreement t o  purchase PMI, excluding the Washington, DC operat ion of i t s  Federal 
Systems Division and i ts  European software l eases ,  f o r  t h e  value of its net  
t ang ib le  a s se t s .  This  involved an i n i t i a l  payment of $277,000 in  cash, but a 
f i n a l  a u d i t  eventual ly reduced the  p r i ce  t o  bZ35r000. A l l  these  hard a s s e t s  
went on Informatics balance shee t  a t  f u l l  value. So, f o r  prac t ica l  purposes, 
the  c o s t  of t h e  acqu i s i t ion  was zero. 

Werner Frank and John Postley wet-e primarily in te res te~d  i n  t h e  r i s k y  
software products component of PMI, whereas Frank Wagner was excited by the! 
prof i t  potential  of the 1 arger  r i sk-f ree  commercial profess i  onal se rv ices  
canponent. Bauerls a t t i t u d e  was one of' hedging--he saw t h a t  t h e  potent ia l  
los ses  in software products could be o f f s e t  by the  almost c e r t a i  n prof i t s  i n  
professiona7 services.  

I n f o m a t l c s  had t o  negot ia te  quickly as  Computer Sciences Corporation' was 
rumored t o  be i n t e r e s t e d  and the  senior  management of PMI (consitsting of George 
Langnes, its pres ident  and founder, and Francis  C a s a g ~ a n d e ~  executive v ice  
pres ident )  were a l s o  negotiat ing w i t h  PMI t o  acquire t h e i r  own company back. 
Werner Frank ,  Frank Wagner, and A1 Kapl an conducted negotiat ions f o r  Informatics 
and were highly successful  i n  obtaining a favorable agreement. PMI was a 
s i zeab le  company, adding an expected $14 mil l ion i n  revenue t o  I~i format ics .  The 
software products contrfbuted about $2 mi l l ion  and about $12 rnil'lion o f  revenues 
came from professional services ,  primarily programming fo r  the commercial 
marketplace. Walter Bauer c r i s p l y  descr i  bed the  eventful acquis 'ftion w i t h  "We 
a r e  a t  once exalted and st imulated by t h i s  growth while humblecl and sobered by 
the  challenge we face."(53) 

I n  December 1975 Genera1 Telephone again approached Informatics w i t h  t h e  
o f fe r  of s e l l i n g  t h e  European l ease  base of t h e  PMI software products w h i c h  were 
not p a r t  of the  previous acquis i t ion  agrement.  Werner Frank ~ iego t i  ated t h e  
acquis i t ion  of these l e a s e s  f o r  660r000. 

A t  f i r s t ,  a s  described i n  Section 8.6.2, subs tant ia l  personnel turnover 
occurred a s  Informatics sought t o  reorganize and in teg ra te  PMI oiperations i n t o  
f ts own. Upon c losure  of t h e  acquis i t ion ,  Langnes and Casagrande l e f t  PMI t o  
form t h e i r  own competing software company, Lambda Corporation, w h i c h  began 
s o l i c i t i n g  PMI customers fclr business arid h i r ing  away PMI emp'loyees. In t h e  
months j u s t  before and a f t e r  I n f o m a t l c s  o f f i c i a l  acqu i s i t ion  of PMI, 45 
profess ionals  l e f t  PMI of which 1 2  were key employees, some of whom resigned t o  
j o t  n Lambda. Resignations continued in  ensuing months, and Inf ormatics 
eventual ly had  t o  th rea ten  a 1 aw s u i t  before Lambda c u r t a i  1 ed i t s  recruitment 
e f f o r t s  of PMI employees. While sane programing s t a f f  was lolsts Informatics 
was successful in developing management incentive plans t o  i nduc:e t h e  remai ni ng 
management team t o  s t ay ,  pa r t i cu la r ly  Paul Connolly and Donald 'Toy of West and 
East professional s e r v i c e s  operat i  ons, respective1 y . 

Five software products were acquired w i t h  PMI--three ttsl eccmmuni ca t ion  
monitor programs (INTERCOMMI BETACOMM, and MINICOMM), S H R I N K ,  and CSS, (s tanding 
f o r  Corporate Sharehol der  System). As described in  Sections 11.7.3 and 11.8.41 
the l a t t e r  two products were f a i  r ly successfu? , and produced several  m i ?  1 i o n  



do1 1 a r s  of prof i t through 1982. B u t  t h e  telecommunications products ( renamed 
MONITOR IVI,  f o r  which Informatics ostensi  bly acquired PFlI, experienced 
declining s a l e s ,  a s  described i n  Section 11.7.5. After los ing  about 63.0 
mill ion in  t h r e e  years ,  Informatics disposed of the monitor prolducts and SCORE 
,for $316,000. Subsequently, CSS and SHRINK produced enough p r o f i t s  t o  o f f s e t  
these  1 osses. 

However, a s  described in  Section 8.6.2, the  professional ser!rices operat ions 
wf PMI contr ibuted h i g h l y  t o  Informatics performance, expanding its busi ness 1 n 
the  government marketplace (services  t o  both the  federal and s t a t e  governments) 
and f n  both t h e  domestic and European commercial markets. I n f o ~ m a t i c s  revenues 
had increased 51 percent by the  end of 1977; 20 percent of t h i s  growth came from 
PMI professional services .  In t h e  years  from 1976 through 1982 'the ProTessional 
Services Group contrfbuted about $19.4 mil l ion,  22 percent of corporate p ro f f t s r  
t h e  1 a rges t  share  contr ibuted by any sing1 e operational group. (54) 

4.2.14 Direc t  Dial Data (DDpJ 

I n  November 1976, a f t e r  nfne months of  d i f f i c u l t  negotiat ions w i t h  Greyhound 
Canputer Corporation, Informatics acquired from t h e m  Direct  Dial Data (ODD) of 
Phoenix, Arizona, which provided commercial financf a1 data proc:essing se rv ices  
( w h i c h  they were t h e n  buying from t h e  Greyhound Computer Center i n  San 
Francisco) t o  very small users  through "deal e rs ,"  primari1:y banks. The 
d i f f i c u l t y  centered around the  pr ice  a s  compared t o  the  v i a b i l i t y  of t h e  
business. The qua1 i l t y  of Greyhound computer servfces had been so poor t h a t  
in for ma tic:^ was concerned t h a t  t h e  dea le r s  were ready t o  terminata. However, a 
survey indfcated t h a t  they would give Informatics a chance t o  improve t h e  
service  SO, a t  t h e  urging of Richard Kaylor, the  company went ahead with t h e  
deal,  paying Greyhound a small amount of cash. 

The dealers  sold and supported t h e  end user, typ ica l ly  a very small 
businessman. Input was supplied over phone l i n e s  t o  a c o l l e c t o r  u n i t  a t  each 
deal e r r  and t h e n  t ransmit ted on Informatics network t o  Fai rf i e l  dl New Jersey,  
for  overnight processing. O u t p u t  was printed remotely a t  each dealer ,  who then 
the  next morning del ivered i t  t o  h i s  customers. 

Richard Kaylor was the leader i n  t h e  acquisi t ion,  helped by Warner Blow. 
Kaylorts  motivation was t o  build u p  t h e  overnight workload orr the  Frat r f i e l d  
computers, ODD was a small acquis i t ion  which Informatics saw a s  an opportunity 
t o  g a i n ,  a foothold i n  the d i r e c t  f inanc ia l  data services  ma.rket f o r  small 
businesses. 

Upon Its acqu i s i t ion  by Informatics, a s  described in Section 12.4.2.2, DDD 
almost immediately ran i n t o  a major business setback when i t s  primary dealer ,  
Wells Fargo Bank located i n  San Francisco, terminated its agreanent f o r  
services,  and began t o  service  i t s  customers on i t s  own canpu1;er w i t h  
(presumably) software t h a t  i t  had been developing. 

In December 1976 Informatics decided t o  f i l e  a suit aga ins t  Wells Fargo, 
c1 aimi ng t h a t  We1 1 s Fargo had de l i  berately mislled Informatics t o  protec t  t h e i  r 
i n t e r e s t s  un t i l  they were ready t o  support t h e i r  customers in-house. The s u i t  
a1 1 eged breach of cont rac t  a n t f  competi t i v e  act ions,  and actua'l damages of a t  
l e a s t  $300,000. (55) 



DDD never recovered from t h i s  setbac:k. Operating l o s s e s  r e su l t ed  and i n  
1978 the  corporat ion slowly l iquidated  i t ,  Final ly the s u i t  a g a i n s t  Wells Fargo 
was s e t t l e d  f o r  $260r000, (56) 

During November 1976, i n  a burs t  of quick response and ac t lon ,  Informatics 
took steps t o  acquire Management Horfzons Data Systems (MHDS) after its parent 
company? F i  rst National City Bank (FNCB, l a t e r  Citibank) d e c i d e d  t o  d i v e s t  its 
Col umbusp Ohi o, data processi ng se rv ices  subsidiary whfch was recording about 
67.8 mil 1 ion i n  revenues from services  t o  wholesale d i  s t r i  butor!;, Agreement 5 n 
p r inc ip le  was reached w i t h i n  a month, b u t  a l l  d e t a i l s  were not s ' e t t l e d  un t i l  May 
1977 when  t h e  acquis i t ion  took place. I n f o m a t i c s  found o u t  about the  
d i v e s t i t u r e  through Richard Kaylor, group vice  pres ident  of t h e  Camerci  al 
Services Group, who had associa t ions  w ' i t h  John Reed, t h e  FFICB senior  v ice  
president;  and other  representa t ives  of the  bank. 

MCB or ig ina l ly  financed MHDS i n  1970 when John Reed was moving t h e  bank 
i n t o  the  winformation agen i n  a flamboyant way. MHDS was a l s o  planned t o  be a 
"back u p n  s i t e  f o r  MCB's data processing operations i n  t h e  New York area i n  t he  
event of !possible c i v i l  disturbances* which the  bank feared  d u e  t o  t h e  outbreak 
throughou:t t h e  United S t a t e s  of r ac ia l  r i o t s  i n  the  summers of  1 x 7  and 1%8, 
I n  1973 FNC8 acquired 100 percent of MHDS. 

The bank gave some business t o  WDS, b u t  beyond t h a t ,  did not  pay much 
a t t en t ion  t o  the  data se rv ices  company. I t  was s t a t e d  t h a t  t h e  executives i n  
t h e  Bank In charge of WDS had never even v i s i t ed  €201 umbus .  Over t h e  years  MHDS 
proved t o  be unprofi table;  f o r  example, i n  1975 i t  l o s t  $2.3 mi1 l ion.  B u t  i t  
was kept f n b u s f n e s s  by f u r t h e r  Investments by FNCB, whfch f i n a l  l y  added u p  t o  
over $15M, I n  1976 the  bank re-eval uated i ts reasons f o r  investment i n  MHDS and 
d e c f d e d  t o  d ives t  i ts  holdings.(57) 

Upon confirming t h e  impending divestiture by FNCB, Informatics "moved very 
quickly t o  present t h e m  w i t h  an o f fe r  s ince  the  b i  dding f o r  WCIS from Canputer 
Sciences BCSC) and other  organ4tations was f a s t  and furious." Informatics won 
the  contes t ,  not by o f fe r ing  more money b u t  by promising t o  b u i l d  MHDS i n t o  a 
major corporate c i t i z e n  of Columbus. (CSC and the  other  b idder -s  were believed 
t o  be plannfng t o  move the  processing t o  t h e i r  o ther  f a c i l i t i e s ,  and shutdown 
the Columbus s i t e . )  FNCB was concerned about the  bad image t h i s  would g lve  t h e m  
i n  t he  eyes of the Go1 umbus b u s f  ness community. (581 

Informatics offered t o  acquire the  stock of MHDS fo r  book value, about $3 .4  
mil l ion  f o r  the net (deprecia ted)  a s s e t s  of MHDS ( w h i c h  included a magnificent 
f a c i l i t y ) .  Walter Bauer demurred a t  laying out  so much cash.  Frank Wagner 
suggested t h a t ?  s ince  FNCB was i n  the  business of loanfng money, I n f o m a t i c s  
o f f e r  them a promissory note. FNCS agreed and financed the acqu i s i t ion  by 
making th ree  five-year l o a n s  t o  Informatics a t  very favorable ra-ies of i n t e r e s t .  
FNCB a l s o  gave Informatics a 53.3 mfl l i on  long-term con t rac t  f o r  remote batch 
processing. In addit ion,  F'NCB agreed t o  pay Informatics S500~1000 fn cash to 
cover a11 outstandfng debts. The bad par t  of the deal was t h a t  Informatics 
r e luc tan t ly  agreed t o  a seven-year lease fo r  the two 37'01168 computers based 
u p o n  a v a l u e  of  o v e r  SS m!l?ion, whereas t h e  f a i r  market v a l u e  a t  t h e  time was 



about 67 mil l ion and rapidly declining. This was an unfortunate mistake caused 
by the  intransigence of the  leasing subsfdiary of Cit icorp,  over whom FNCB had 
no control .  The l ease  payments ( w h i c h  were operating expenses) were f o r  several 
years  a severe drain on the  operating p ro f i t .  Ultimately the  p r o f i t a b l e  Data 
Services Division i n  Fa i r f i e ld ,  NJ, was forced t o  take  responsib. l l i ty fo r  one of 
the  computers. (59) 

A s  descrfbed i n  Section 12.4.3, t h i s  acquis i t ion  resu l t ed  i n  t h e  formation 
of the Data  Services Group under Richard Kaylor. P a r t  of the group was t h e  MHDS 
Divi si on, 1 a t e r  renamed the  Management Services Division (MSI3) under Warner 
Blow, vice president  and general manager, Under h i s  d i r ec t ion  i t  continued t o  
expand i ts  business. I n  1982 MSD had revenues of $10.9 mi l l ion  artd pretax 
p r o f i t s  of S20Or00O.(60) 

4.2.16 : i  1 

By 1977 Informatics had observed t h e  g rea t  growth of minicomputer use during 
t h e  1970% and d e t e n i n e d  t h a t  i t  should f ind  a way t o  e n t e r  t h e  market f o r  
m1nicompul:er software. The f i r s t  opportunity arose i n  Europe. Jef fre:y Mil ton, 
Informatics vice pres ident  of t h e  Software Products Group i n  charge of European 
marketingr was headquartered i n  Geneva, Switzerland. He became aware oSf a small 
ccmpany there.  The two principals ,  Colin Oldacre and Robert Pittman, had 
developed a product ca l l ed  G.D.E.S. (Generalized Data Entry !jysteml fo r  the 
Digital  Equipment Corporation PDP-11. I t  was an appl ica t ion  generator f o r  a 
very specff  l c  appl ication--computer data entry and val idat ion.  John Post ley,  
group vice president  of Software Products Group, t o  whom M i l  ton ioeportedr became 
en thus ias t i c  about t h e  prospects fo r  s e l l i n g  t h i s  product a s  p a r t  of a complete 
hardware/software system, and supported Milton's recanmendation 'that Infonnat ics  
acquire the  company. 

Negotfations were completed and the  company was acquired i n  1977, a s  
described i n Section 11 -7.6 and both prf ncipal s became m p l  oyees of Inf~onnatics .  
The product was renamed SERIES IV, i n i t i a l l y  marketed i n  Europe,, and then l a t e r  
was introduced i n t o  the USA i n  February 1978. (611 

The product f a i l e d  i n  t he  marketplace. The pr ice  f o r  ins t : a l l ing  s u c h  a 
system was much too  high compared t o  o ther  a l t e r n a t i v e s  f o r  data e n t r y .  So i n  
19801 a f t e r  Je f f rey  Milton had l e f t  Informatics, he proposed t h i l t  he florm, w i t h  
the  or ig inal  developers, a new company ca l l ed  Sosy S.A., and buy the!  product 
from Informatics. This was agreed t o  and t h e  product was sold  t o  the new 
cmpany i n  1980 f o r  S12Or00Cl plus roya l t i e s  on any subsequent sa' les,  

As described i n  Sectfons 5.3.2, 6.2-2.1, and 11.5.1, Werner Frank* i n  t h e  
ear ly  l % O t s ,  was probably the  f i r s t  person t o  conceive t h e  ideta and t ~ o  develop 
programs (DOCUS and DISPLAYALL) t o  simp1 i fy t h e  devel opmclnt of on-1 i ne 
appl ica t ions  dominated lay CRT screens. I n  the 1970's IBM begain t o  popularize 
such products and apparently the  market f o r  them was ready t o  expand. About 
1976 Frank became aware of a new product: ca l led  TAPS which not: only performed 
this function, b u t  a l s o  included a simple data management systemr so t h a t  i t  was 
a f u l l  fledged application generator.  B u t *  in addi t ion  t o  t h a t ,  i t  was designed 
t o  be portable; t h a t  i s  t o  say, f t  could eas i ly  be made t o  r u n  oln a wide v a r i e t y  



o f  canputers, from l a r g e  IBM mainframes through minicomputers t o  t h e  then 
emerging microcomputers. Thfs f i t t e d  i n  b e a u t i f u l l y  w i th  In format ics  desires t o  
g e t  i n t o  the  market o f  p rov id ing  software products f o r  microcomputers and o f  t he  
company's s t rength i n  appl i c a t i  on development t o o l  s. Moreover, i t provided 
software which would be very usefu l  f o r  t he  then popular idea o f  df s t r i b u t e d  
computing. So Werner Frank s t rong ly  urged t h e  a c q u i s i t i o n  o f  TPPS. 

However, the  group v i c e  pres idents  o f  I n fo rmat i cs  Softnare Products Group, 
f i r s t  Paul Wrotenbery and then Bruce Coleman, d i d  n o t  share Frank's enthusiasm 
f o r  TAPS. .They had a l t e r n a t i v e s  and, as described below, decided t o  acqu i re  
INQUIRY I V / I M S  and TRANS I V  t o  prov ide  In format ics  w i t h  products t o  support t h e  
development o f  on-1 i ne, screen-driven appl i ca t ions .  These two products d l  d n o t  
have any o f  t h e  a l leged v e r s a t i l i t y  o f  TAPS, s ince they ran only on l a r g e  IBM 
mainframes and had no b u i l t - i n  data management c a p a b i l i t i e s .  F i r s t  Wrotenbery 
and then Coleman, however, be l ieved t h a t  t he  market f o r  them was l a r g e  enough 
and re jec ted t h e  idea o f  acqu i r i ng  TAPS i n  the  l a t e  1970's. 

I n  1980 a f t e r  t h e  establ ishment o f  the Corporate Development Group w i t h  
Werner Frank as group v i c e  president,  he observed t h a t  TAPS had blossomed and 
seemed t o  be f u l f i l  l i n g  t h e  promise t h a t  he had seen f o r  it. So he rev ived t h e  
idea o f  acqu i r ing  it. It was owned by Decision Strategy Corporation, a 
p r i v a t e l y  owned company i n  New York, which was i n  f i n a n c i a l  d i f f i c u l t i e s .  The 
president  and CEO was Michael Pa r re l l a .  Negot iat tons l e d  t o  the  acqu is i t ion ,  i n  
October 1980, o f  a l l  o f  t h e  business o f  Decis ion Strategy Calrporation f o r  a 
p r i c e  o f  6750,00OV which was enough t o  help Decision Stratlegy o u t  o f  i t s  
f inanc ia l  d i f f i c u l t i e s .  Although the corpora t ion  cont inued as a she1 1, 
P a r r e l l a *  v i r t u a l l y  the  e n t i r e  s t a f f  and a l l  o f  the  usefu l  asseits became a p a r t  
o f  Inforrnatics.(62) By 1982 t h e  TAPS D i v i s i o n  had annual revenues o f  $4.9 
m i l l i o n  and a l oss  o f  $390,000. When Werner Frank resigned fran the  company a t  
t h e  end o f  1982 and t h e  Corporate Development Group was disbanded, t h e  TAPS 
D i v i s i o n  was t rans fe r red  i n t o  t h e  Software Products Group. 

I n  January 1981,' i n  a cont fnu ing e f f o r t  t o  d i v e r s i f y  Snto serv ices t o  
v e r t i c a l  industr ies,  Richard Kay1 or, group v i c e  president  o f  Data Services 
Group, took t h e  lead i n  acqu i r i ng  the  business o f  Transports-tton Computing 
Services Corporation (TCSC) and i t s  whol ly  owned subs id ia ry  Connmercial Qn-Line 
Systems, Inc.  (COLS) o f  New York C i t y .  It was owned and managed by i t s  founders 
Lawrence Parks and Issac  Lonstein. The p r i c e  was 52.8 m i l  l i o n .  

COLS was recording revenues o f  approximately $2.0 m i l l i o n  annual ly from data 
services, p r i m a r i l y  t o  t h e  New York-based apparel industry,  11: processed data 
f o r  accounts receivable, inventory  cont ro l ,  and order processing. TCSC had 
add i t iona l  revenues o f  about $0.5 m i l l i o n  from prov id ing  data processing 
serv ices f o r  the t a x i  i ndus t ry  i n  New York Ci ty ,  serv ing  owr?ers o f  f l e e t s *  
a s s o c i a t i o n s ~  and t h e  t a x i  d r i v e r s t  union.(63) 

I t  was renamed the  Commerical On-Line Systems D i v i s i o n  (COSD) under i t s  two 
pr inc ipa ls ,  and became a p a r t  o f  Data Services Group repor t i ng  t o  Rlchard 
Kaylor. I n  1982 i t s  revenues had n o t  grclwn from i t s  i n i t i a l  $2.5 mi1 l i o n  and 
it l o s t  51.13 m71lion a f t e r  w r f t i n g  o f f  $0.4 m i l l i o n  fo r  amort izat ion of 
acquisf t i o n  costs. 



4.2.19 Professional  Software Svs tms,  Znc. (PSS] 

Because of t h e  g r e a t  success under John Rme and Richard Lanons of Legal 
information Services ( w h i c h  supported t h e  l i t i g a t i o n  a c t i v i t i e s  of law firms--- 
see Section 7.71, both men believed t h a t  an opportunity exis ted  f o r  f u r t h e r  
d ive r s i f i ca t ion  by Informatics i nto supporting 1 aw of f f c e  management. Thei r 
plan was not t o  supply se rv ices  b u t  t o  supply software and hardware t o  a s s i s t  i n  
t h e  management funct ions  of the  o f f i ce .  After studying the matter f o r  several  
years, i t  was decided t h a t  t h e  development of such offerings was much too  r i sky 
and an acquis i t ion  would be the  b e t t e r  way. 

Accordingly, i n  May 1981, under the$ r leadership, Infomatqics acqui red t h e  
a s s e t s  of Professi  onal Software S y s t ~ s r  Inc. i n  Phoenix? Arizona. I t  supplied 
software and m i  n i  computer turnkey s y s t a i s ,  do1 ng business a t  approximately S5M 
per year and los ing money. I t  was pr iva te ly  owned by Harry Pappas (an a t torney 
who was not ac t ive  i n  managing t h e  business) and two brothers, ,William and 
D e n n i s  Hankerson, w~ho ran the company. The p r i ce  was $1 .l mil l ion  i n cash, plus 
additiona'l amounts t o  be earned based upon t h e  p r o f i t s  of t h e  op~eration. (64) 

As described i n  Section 11.8.5, the  a s s e t s  of the  company l'ncluded a l a r g e  
number of software products, such a s  Legal Time Management System, Genera1 
Ledger, Docket, and Adverse Party. A11 of these  products ran on minicmputers  
supplied by t h e  Wang Corporation, w i t h  whom PSS had an OEM agrtsment. The two 
Hankerson brothers continued t o  r u n  t h e  business f o r  a while! b u t  were soon 
replaced. The company continued t o  lose  money, and a s  a r e s u l t  Informatics, i n  
accordance w i t h  t he  purchase agreement, terminated the  earnout provisions. 
Eventual ly Pappas and the Hankersons f i l  ed a 1 awsuit agai n s t  Inf  ormati cs ,  
claiming t h a t  t h e  earnout provisions had been  unlawfully terminated and t h a t  
Informatics owed them a considerable amount of money based on t h e i r  
in t e rp re ta t ion  of how the  accounting should be done and upon t h e i r  a l l e g a t i o n s  
t h a t  Informatics had not permitted them t o  r u n  the  company in  a p r o f i t a b l e  
manner. By 1982 t h e  lawsui t  had not come t o  t r i a l .  Revenues had glrown t o  69.91 
mil l ion  w i t h  p r o f i t s  of $164,000 a f t e r  wri t ing o f f  $274,000 amorti2:ation of 
acquis i t ion  costs .  - 

Automated Svstems Deign Co~gpratTon USD) 

I n  h i s  pursuit of expansion i n  t h e  information systems b~~sir tess~ Richard 
Lemons, senior vice president  of Information Services, took t h e  lead i n  
acquiring Automated Systems Design Corporation (ASD) i n  August 1.9,81. 'The p r i ce  
was $450,600. 

ASD provided f i l e  r e t r i e v a l  hardware/software systms cal led INFO--LINK and 
contrac t  programni ng f o r  several  indus t r i e s  i n  metropol i tan  New York. The 
f i rm's  f i l e  r e t r i eva l  propr ie tary  software operated on Honeywell, DEC and 
Microdata miniccmputers running under the PICK operating system. The c a p a b i l i t y  
was aimed a t  the  f i l i n g  and r e t r i e v a l  of nonc:omputerized data bases s u c h  a s  
those consist ing of pr in ted  material .  ASD had developed an indexing system 
designed fo r  very large off-1 ine data bases. Typical turnkey s]t.stws, compll e t e  
w i t h  hardware, were priced a t  about $200~000. Customers f o r  the  system included 
media organizations, banks, and insurance companies.(65) 



It was a very small group o f  12 people, most o f  whom becisme employees of 
In format ics.  Mike Marcus was brought i n  t o  head it as a p a r t  of' t h e  Informat ion 
Serv ices Group r e p o r t i n g  t o  Richard Lmons. A f t e r  a s h o r t  tlimes however, it 
became apparent t h a t  t he  product was not  s e l l i n g  r a p i d l y  (enough t o  cover 
expensess so i n  September 1982 the  business was so ld  t o  VISCO Inc.  f o r  61001000 
p l u s  r o y a l t i e s  on f u t u r e  sales o f  t h e  product. Modest roya , l t i es  have been 
r e c e i  ved. 

A f t e r  James Por te r  j o ined  the  corporate o f f i c e  as vice: p res iden t  f o r  
corpora te  market ing and development i n  1981, he headed an acqu is i  t i o n  e f f o r t  
aimed a t  d i v e r s i f y i n g  the  corpora t ion 's  software products i n t o  v e r t i c a l  markets. 
The f i r s t  r e s u l t  was the  a c q u i s i t i o n  on October 1, 1981, o f  Management Cont ro l  
Systems Inc.  (MCS) o f  At lanta, Georgia. I t s  CEO and chairmanr Richard Brock, 
had founded t h e  p r i v a t e l y  he ld  company i n  1975. The p r i c e  was S2.5M i n  cash and 
stock. Annual revenues o f  MCS i n  1980 were approximately 62.4 mli11ion.(66) 

As described i n  Sect1 on 11.8.6# sof tware products developed by MCS f o r  IBM 
System/34 and System,23 computers were so ld  t o  p u b l i c  account ing f i r m s  
nat ionwide through a sales force c o n s i s t i n g  o f  d i r e c t  sales representa t ives  and 
s p e c i a l i s t s  i n  telephone and d i r e c t  ma i l  s e l l i n g .  The customer base was almost 
18000. 

Af ter  t h e  a c q u i s i t i o n  it was renamed t h e  Management Cont ro l  Systems 
Div is fon ,  w i t h  Richard Brock as v i ce  pres ident  and general manager. It repo r ted  
d i r e c t l y  t o  James Por te r  and formed t h e  f i r s t  u n i t  o f  t h e  Business Systems Group 
o f  which Por te r  became the  group v i c e  president.  I n  1982 it: recorded gross 
revenues o f  67.7 m i l  l i o n  and p r o f i t s  of $0.32 m i l  l i o n  a f t e r  w r i t i n g  o f f  $0.58 
m i l l i o n  amart fzat ion o f  a c q u i s i t i o n  costs, 

4.3 ACQUISITIONS OF PRODUCTS 

By 1972 the  market1 ng o f  MARK IV, though q u i t e  successfu? had come u p  
aga ins t  one very 1 arge obstacle. Many managers o f  software development groups 
f o r  business data processing had completely committed t h e i r  opera t ion  t o  the  
COBOL language. They simply would not  consider buying MARK I V .  I n  an e f f o r t  t o  
capture  some p a r t  o f  t h i s  markets John Post ley, pres ldent  o f  Software Products 
Company, acqui red f n  November 1962 from A l b e r t  McComb and Ray hiork o f  GSI Inc .  
o f  Phoenix t h e  market ing r i g h t s  t o  a product developed by Work, and renamed it 
CL*IV. The p r i c e  was 11,500 shares o f  In fo rmat ics  common stock p l u s  10 percent  
o f  revenues f o r  th ree  years, In A p r i l  1974 the  shares and r o y a l t y  obligations 
were bought back f o r  $136,500. 

CL*IV was a COBOL l o g i c  generator. That i s  t o  say, it was a language which 
prov ided the  user w i t h  a convenient, s h o r t  way o f  expressing i n s t r u c t f o n s  which 
he wished t o  have i n  a COBOL program. When t h i s  language was processed by 
CL*IV, i t  produced the  COBOL program i n  a11 i t s  verbos i ty .  The program was 
product ized by Software Products Company and brlsught t o  m a r ~ e t .  Unfor tunate ly ,  
l i k e  so many other cmpet i r rg COBOL preprocessors, it never achieved acceptance 
i n  the  m a ~ k e t ~ l a r e .  It was soon abandoned,(671 



As discussed i n  Sect1 on 7.3.2, i n  1973 Informatics investigated acquiring a 
small company cal led  Autocmp which had developed an excel lent  (ccmputer program 
for  the  IBM 370 cal led  RECOMP. This program automated t h e  composing of 
materials  f o r  printing, accepting a s  input t e x t  i nto which were imb'edded symbols 
which described what the  printed page should look l ike .  

The precarious f i nanci a1 condition of Autocomp convinced Inlror~,natics not t o  
acquire i t .  However, a s  its f inancia1 condition deteriorated,  Informatics 
proposed t o  the  management of Autocomp t h a t  they would obtain fsme much needed 
cash by s e l l i ng  RECOMP t o  Informatics. Autocomp's board of d i r ec to r s  were 
apprehensive of the negative publ ic i ty  that would come from such a sa le ,  b u t  
eventually,  agreed t o  a sugarcoa ted  equivalent. Informatics paid Autocomp 
$325,000 fo r  a perpetual excl us ive 1 icense t o  rese l l  RECOMP, together  w i t h  the  
ri ghts t o  h i re  several key employees famil i a r  w f t h  its development, mai ntenance, 
and marketing.(68) 

Ultimately, Autocornp went out of business, b u t  a s  described i n  Sections 
7.5.2 ancf 11.8.3s RECOMP, which was renamed Composition System I V  (CS I V I r  
formed an important part  i n  t h e  development of Information Services and became 
the  cornerstone of the  Publishing Services Division under L'loyd Kendall ( a  
former employee of Autocomp) reporting t o  Richard Lemons. 

The aequisl t lon of t he  INQUIRY IV/IMS product has a fasc inat ing his tory .  A t  
North Pmerican Aviation Peter  Nordyke war; involved i n  the development of DL 1 
and IMSI a j o in t  North Amerfcan/IBM project  whfch led t o  IBMfs f i r s t  major data 
base management products. A t  some point he formed Nordyke Associates and 
developed a user-oriented query language fo r  IMS, cal led QL/ l .  He go t  a t  l e a s t  
two companies t o  t r y  t o  market i t  and f i na l l y  signed an agreerment t o  have i t  
marketed by COMRESS sometime in 1972 or before. COMRESS was nut too  successful 
and sold the marketing r igh t s  t o  Programing Methods, Inc. (PMI:) i n  December 
1973. It; quickly became apparent t o  PMI t h a t  QL/1 was i n  troub'le because f t s  
performance d i d  not match the speci f ica t ions ,  so sometime i n  1974 PMI apparently 
stopped t ry ing t o  fur ther  develop and market the  product. 

After Informatics acquired PMI i n  I975 , Software  product:^ attempted t o  
evaluate Q L / l ,  because for  a number of years they had an i n t e r e s t  i n  building a 
product l fke  i t .  However, copfes of the code could not be found and e f f o r t s  t o  
obtain i t  from Nordyke or some o f  t h e  customers were unsuccessful. So 
Informatics, influenced by PMI's poor opinion of the product 's technical  
capabil i t y ,  abandoned the  search. 

In l a t e  1976 Informatics Software Products began f n earnes t  the  development 
of its own query language fo r  IMS. Its fn t e r e s t  in QL/1 was rekindled when 
someone recognized i ts  k i n s h i p  w f t h  I N ? U I R Y / i m s r  a product of CGA Computer 
Assocfates (CGA) which was c lea r ly  ccmpetitive w i t h  Informatics own potential  
offerfng. Was i t  the missing Q L / l ?  Tk,e answer was g i v e n  during a v i s i t  t o  
Informatics by 9111 Witzel, an  fndepenaent deai maker and an o l d  f r iend of 
Walter Bauer and Werner Frank, who t o l d  t h e m  t ha t  a f t e r  PMI h a d  abandoned QL/I 



he had persuaded Nordyke t o  get together with Bernard Goldsmitlh, the president 
of CGA. So CGA was now marketing QL./I. under the new name of IN?UIRY/ims! 
Informatics decided t o  asser t  t o  CGA i t s  ownership of the product. Evidently, 
Informatics had a good case because no lawsuit was ever f i led ,  (and negotiations 
r-esul ted in an amicable settlement. CGA acknowledged Informatlics ownership of 
.the product and turned i t  over t o  Informatics in return for  12 percent of 
product revenues for the f i r s t  three years. The deal was signed i n  June 
1978. (69) 

Informatics spent a good deal of de7/el opment funds. on productizing i t  t o  
Tnformatlcs standards. A s  descrfbed i n  Section 11.7.7, i t  was renamed INQUIRY 
IV/IMS and introduced t o  the marketplace l a t e r  that  year. Markleted by Software! 
f2roducts Groupr i t  has had modest succe:ss. I t  never became profitabler but:  
achieved nearly breakeven by the end of 1982 a f te r  losing over $10.5 million. 

Sine@ INQUIRY IV/IMSr described abover operated w i t h  the IBM IMS data base 
and data c:munications system, Informatics f e l t  the need t o  have a product for  
use by users of IBMVs popular CICS communications monitor. This i t accompl ished 
by acquifring the marketing r ights  fram Oxford Systems Inc, for the most 
successf'ul product of t h i s  type then available, UFO, which i s  described in 
Section 1'1.7.8. In February 1979, fo r  a price of $100,000, Oxford granted 
Informa1:ic;s a nonexclusive license t o  market the then current version of UFO 
under the name of TRANS IV. Infonnatics spent quite a few development dol lars  
in productizing TRANS IV and introduced i t  t o  the market i n  September 1979. 
Later i't became known that ,  a t  the time of the negotiationsr Oxford had under 
developntent a much improved version of UFO which has since proven t o  be a 
formidable competitor fo r  TRANS IV.(70) TRANS IV has had modest success in the 
marketplace, a1 though i t  1 ost over $2 mi1 1 ion through 1982. 

4.4 JOINT VENTURES AND MERGERS 

An area of external corporate development in which Informatics has b e e n  very 
successful has been i t s  e f for t s  f n  joining with other companies and investors i n  
joint  venture businesses. In two of these cases, Informatics TISCO and 
Equimatics, the joint  ventures were ultimately responsible for doubling the s ize 
of the corporation and expanding i t s  a c t i v i t i e s  in new and sizeable markets. 
Like acquls i t ions~ the company's e f fo r t s  in jo in t  venturesr (including the 
formation of partial  1 y owned subsidiar ies)  i n v o l v e d  a learning experf ence 
whereby Infonnatics profited from mistakes and fai7ures which enabled i t  l a t e r  
t o  produce successful business ventures. 

As described in Section 4.1.1, i n  the  early 1960's Informatics opened an 
off ice in Amsterdamr The Netherlands, under Ed Myersr t o  service contracts with 
N.V. Phil ips, a huge multinational corporation. Marketing e f fo r t s  t o  obtain 
more business from Philips eventually led t o  the idea of a joint  venture 
software company in Europe. This potential opportunity was espec:ially appealing 
t o  Informatics since i t  would give Informatics a firm entrance into the European 
software market. Informatics management was convinced tha t  success there 
reqliired u s i n g  European employees a n d  a partner who h a d  a strong presence in 



most European countries which Phil i p s  coul d provide. 

Negotiations were carried out on June 29 and 30? 1965, between Walter Bauer? 
Werner Frank, Richard Hill, and Ed Myers of Informatics a n d  Messrs. Breek? a 
very high level corporate director of Philips; Schweers, a high-.level corporate 
officer; and de Jager, corporate vice president of data processing and 
Informatics principal customer in Europe. They were successful i n  working out a 
preliminary agreement for the formation of a European software! company to  be 
called N.V. Informatica. The basic terms of the deal were for Phillps t o  
guarantee a n  investment of $2 million over a three year lperiod and for 
Informatics to  contribute the technical talent and  management expertise. In 
return for i t s  investment, Philips was t o  receive 20-40 percent of the 
subsidiary's stock depending on the percentage of total business that the 
subsidiary performed for Philips. Philips in i t i a l  ly drafted a le t ter  of intent 
and  expressed willingness t o  guarantee an in i t ia l  investment of $300,000 to  
6500,000 t o  get N.V. Informatica started. This agreement* hawever, was 
contingent upon approval by Phillps Computer Industries (PC11 at: Appledorn? the 
main internal ccmputer s y s t e m s  manufacturing divisi on of N. V. Phllf ps. (71) 

Informatics objectives in making the joint venture were dtsscribed a s  "to 
create a h~igh quality software company t o  meet growing European demands, making 
The Netherlands a center for programming? and bringing capability and profits t o  
Philips and in for ma tic^.^ N.V. Informatica was projected to produce $3 million 
in annual revenues within a few years? serving 75 major custome!rs with a staff 
of 138 technical personnel and 42 administrative and cl erlcal employees. This 
was based on forecasts t h a t  the professional software servic:es industry in 
Europe would increase from very l i t t l e  in 1965 to  over $50 million in sales by 
1970. Fifteen percent of N.V. Informaticars work force was 'to be American, 
provi ded by Informatics, in positions from sen1 or programmers to department 
directors. (72)  

While waiting for the approval from PC1 Informatics loaned the services of 
Richard Hi11 to Phllips for a period of one month free of charge,, I t  registered 
to do business in The Netherlands in December in an effort t o  expedite the joi n t  
venture agreement. ' Unfortunately, dazzled by the powerful corporate 
personalities with whom they had an agreement? Informatics neglected t o  have 
discussions with PCI. Alas, PC1 was having private discussions with Cmputer 
Sciences Corporation (CSC) , one of In for~a t ics  major competitors? for a joint 
venture of their own. CSC was doing system programing work under contract to  
PCI? a n d  had excel lent rapport with the technical 1y-oriented computer design 
management of PCI. Ultimately, many months l a te r?  PC1 decided that the pending 
N.V. Informatica was in conflict with i t s  interests,  and was able to ki l l  the 
deal. (73 1 According t o  Frank Wagner? Ph f 1 f ps immediately proceeded to create a 
joint venture European software company with Computer Sciences. I t  was never a 
success, and eventually went out of business, b u t  undoubtedly contributed t o  
CSCts 1 ater success abroad. 

4.4.2 PTAR CcalpLex Svstems, Inc, 

One of the most interesting, though unsuccessful, joint ventures i n  which 
Informatics particfpated was ATAR Caputer Systems, Inc. ( AtarCSL) . Infomati cs 
h a d  been looking for a way to get into t h e  remote transaction processing 
b u s i  ness w i t h o u t  the heavy capi t a 1  i nvestment t h a t  i t  required. AtarCSI 



provided il long-shot opportuni ty  t o  do so,, It was formed t o  provide a un iversa l  
automated t r a v e l  agents reservat ion system ( the  ATAR system) u~sua l l y  known as 
"ATARS, I n  f o r  domssti c t rave l  agents. (Often the  company wlas c o l l  oqui a1 l y  
r e f e r r e d  t o  as wATPRS,lt) The opportuni ty  arose i n  l a t e  1967 whlen a small  group 
of p r i v a t e  i nves to rs  f i r s t  approached In fo rmat i cs  t o  become t h e i r  t echn ica l  
par tner  i n  developing and marketing t h e  .system. The inves tors ,  a group o f  New 
Jersey bus? nessman, i nc l  uded Samuel Liebfsn (chai man o f  the  bcmrd and i n i t i a l  
p res ident  1, Hyman Go1 dman, Morr is  Winograd ( t reasurer )  and Lyonel Zunz 
(secretary 1 . 

The v i c e  president  and founder o f  AtarCSI was Leonard Klar ich,  a young, 
aggressive programmer from Brooklyn w i  t h  ii tremendous entrepreneur ia l  f1 a i  r. He 
go't t h e  idea. f o r  i t  from previous work f o r  IBM on t h e  SABRE systcwn f o r  American 
A i r l i n e s  and on i n s t a l l i n g  the PARS rese rva t ion  system a t  B r a n i f f .  To succeed, 
AtarCSI needed t o  ob ta in  f inancing, t o  h i r e  managerial and techn ica l  t a len t ,  and 
t o  persuade both independent t r a v e l  agents and t h e  lead ing d m e s t l c  a i r l i n e s  t o  
commit t o  us ing t h e  syrtem. The a i r 1  ines had been studying t h e  d e s i r a b i l  i t y  of' 
such a system f o r  some time, through the  A i r  T r a f f i c  Conference (ATCIS t h e  
market ing p a r t  o f  t h e  A i r1  ine Indust ry  rrissociation. The ATC was t h e  v e h i c l e  
under which the  a f r l i n e s  could a c t  join1:ly w i th  immunity from the a n t i - t r u s t  
laws so l o n g  as t h e i r  act ions mere approved by the  U.S. C i v i l  Aeronautics Board 
(CAB). K l a r i c h  selected I n f o m a t i c s  t o  provide the needecl t echn ica l  and 
manager'fa'l t a l e n t  and selected t h e  Wall S t ree t  f f r m  of  Hayden !Stone t o  p rov ide  
t h e  f inancing. Both f i r m s  were of fered t e n  percent o f  the compiiny f o r  the  same 
bargain p r i c e  pa id  by the  i n i t i a l  investors.  

Each o f  the  major a i r l i n e s  mafntained t h e i r  own automated rese rva t ion  
Systems f o r  the1 r own i n t e r n a l  reservat ion  agents, American A i  r l  ines had 
s t a r t e d  i l n s t a l l i n g  t h e i r  SABRE te rmina ls  i n  a few l a r g e  t r a v e l  agencies. The 
o ther  a'fr ' l  ines and t h e  t r a v e l  agents viewed t h i s  w i t h  alann, as f t  might requf r e  
agents t o  use separate te rmina ls  fo r  each a i r l i n e .  Furthermore, se rv i ce  t o  
independent t r a v e l  agents promised t o  be poor as the  SABRE re!;ervation system 
tended t o  favor  American's agents, provided slow response t o  o ther  agent  
i n q u i r i c ? ~ ,  and o f t e n  d i d  no t  ca r ry  o r  seemed convenient ly t o  f o r g e t  t h e  
iti nera r ies  o f  competing a i r l i n e s .  Th is  demanded separate i nalui r i e s  and car 1 
backs on t h e  p a r t  o f  agents. ATMS would have serv iced t h e  e n t i r e  rese rva t ion  
f u n c t i  on f o r  t r a v e l  agents on a s ing le  impart1 a1 , unbiased cen t ra l  i zed  system. 

ATARS was viewed by In format ics and people i n  t h e  t r a v e l  agency business as 
a unique and much needed serv ice since no c m o n  a i  r l f  ne reservat fon  system f o r  
t r a v e l  agents and a i r l i n e s  existed. I f  ins ta l l ed ,  it woulld have al lowed 
i n d i v i d l ~ a l  agents t o  book plane reservat ions  f o r  a l l  a i r l i n e s ,  as we l l  as 
auxi 1 i a r y  serv ices such as hotel ,  c a r  rental ,  and e n t e r t a i  nment event 
reservat ions,  on a s i  ngl e canputer te rmi  nal connected t o  a na'tlonwi de network 
c0nsist. i  ny o f  2700 te rmi  nal s. The var ious capabil i t i e s  o f  ATPRS i n c l  uded 
i n s t a n t  I-esponse t o  i nqui r l e s  about schedules, connect ing f l  i ghts, seat  
a v a i l  a b i l  i t y ,  and conf i rmat ion o f  reservat ions. Future enhancements wou1 d 
i nc lude  f a r e  quotations, automatic t i c k e t i n g ,  i ssu ing  o f  boardirrg passes, h o t e l  
and auto  reservat ions, and on- l ine data processing serv ices o ther  than 
reservat ions,  such as accounting and f i  nancia l  systems f o r  t r a v e l  agents. ( 7 4 )  

Hayden Stone and Informat ics expressed i n t e r e s t ,  and each purchased 10 
percent o f  AtarCSI f o r  $2,000. Informatics assigned I r v i n g  Cohen, In fo rmat i cs  



Vice Presi dent/Systems Engi neeri ng, p a r t  time t o  a s s i s t  Kl ar ich  i n  prel  i m i  nary 
design and marketi ng. However J other  competitors were very ac t ive .  The 
a i r l i n e s  seemed t o  b e  deal ing s o l e  source with Univac. I t  became apparent t h a t  
AtarCSI needed subs tan t i a l  1y more he1 p from Informatics. The solu t ion  t h a t  was 
found was t o  appoint Frank Wagner as pres ident  and CEO i n  January 1%8 (though 
he remained an o f f i c e r  and d i rec to r  of Informatics and devoted about 30 percent 
of h i s  time t o  Informatics business) . I n  return,  the  i n i t i a l  inves tors  granted 
Informatics an option t o  acqui r e  an addit ional  f 1 percent i n t e r e s t  i n  AtarCSI, 
and agreed that the company waul d pay Infonnatics  a monthly management f e e  f o r  
Wagner's services  and minor admini s t r a t i v e  services,  and commercial TAM r a t e s  
f o r  technical  personnel. Later  i n  1%8 Inf onna t i  cs negotiated another opt ior~  
with the  i n i t i a l  investors ,  which could bring its ownership of AtarCSI u p  t o  
83.2 percent of the  company. In re turn  Infonnatics  1 oaned AtarCSI 6150~000. 

Immediately Wagner hired a s  v ice  president  of engineering, Lee h a y a t  a 
national ly renowned programing manager a t  Lockheed? and began using Informatics 
technical  personnel and h i r ing  i t s  own employees t o  design tihe computerized 
reservat ion system which was 'an expanded enhancement of t h e  IBM PARS system. 
Its management undertook a nationwide s a l e s  campaign t o  the  niltion's a i  r1 ines 
and t ravel  agents.  The f i v e  year plan of AtarSCI forecasted annual revenues of 
$15 mill ion ( including t h e  a u x i l i a r y  s e r v i c e s )  w i t h  a 10 percent p r o f i t  rate .  
B u t  s tu~d ies  showed that i t  was econanicaly in feas ib le  t o  have more than one 
supplier .  Hence i t  was c l e a r  t h a t  p r o f i t a b i l i t y  depended on A'tarCSI having no 
competition. Investment required during the  f i r s t  two years t o  e s t a b l i s h  the  
system was estimated a t  $15 mi1 l i o n  and pub1 i c  financing war planned. (751 The 
underwriter, of course was t o  be Hayden Stone. 

A t  f i r s t  things went we1 1 w i t h  m u c h  momentum. Wagner and Klarlch i n i t i a t e d  
a major marketing e f f o r t  w i t h  a stream of ads  fea tur ing  t h e  A'fMS symbol? a 
whfte rose. A f f lm c a l l e d  t h e  "A Beautiful Idean was produced, s t a r r i n g  Buddy 
Hackett (a  fr iend who d i d  i t  a s  a favor t o  Klarich) a s  a befuddled t r a v e l e r  
helped by a t ravel  agent using ATPRS. An ATPRS newsletter was regular ly  sent  t o  
7,000 t ravel  agents and demonstrations of the  system were made a t  t h e  national 
conference of the  American Association of Travel Agents (ASTA) i n  November 1968. 
Wagner and Klarich a c t i v e l y  sought the  a t t e n t i o n  of and made presenta t ions  t o  
the  presidents  and marketing vfce presidents  of a l l  leading a i r l i n e s .  In f a c t ,  
t o  ensure ready access, they would send a vase containing a white rose t o  the 
s e c r e t a r i e s  of ai  r l  ine executives before they ca1 led fo r  an appoin.tment. 

The prf ncipal s e l l  ing point  was t h a t  ATARS was based on the  IBM PARS system 
then i n  highly successful use by  most of the  a i r l t n e s .  Final pr ic ing  was 
designed t o  be equi table  f o r  a l l  p a r t l e s  t o  the  transactions, w ' i t h  the at r l  ines 
paying about three  times a s  much a s  the  t ravel  agents. The s a l e s  e f f o r t  i t s e l f  
was highly successful .  Wagner and Klarich f i r s t  persuaded the  a i r1  i nes not t o  
buy from Univac b u t  t o  hold a competition t o  s e l e c t  t h e  system. Formidable 
bidders agai n s t  AtarCSI i  nc1 uded UnivacJ Control Data, Tel emax, and a consort i  urn 
of RCA and Diners Club. The Steer ing  Task force of the  A f  r Tr ,af f ic  Conference 
(ATC) recmended  ATmS and the  e n t i r e  ATC agreed. Negotiations between the  ATC 
and AtarCSI resulted i n  a cont rac t  w i t h  the  ATC, acting a s  agent f o r  i ts  member 
a i r l i n e s ,  which would become e f f e c t i v e  i f  10 of the  t r u n k  a i  rlinles which ca r r i ed  
SO percent of a l l  dornestlc a i r  passenger miles agreed t o  p a r t i c i p a t e  in the 
system. AtarCSI succeeded i  n w f  nnfng the  approval of the requ l s f t e  number of 
a l  r1 ines by A p r i l  1969, gaf n ing  s i g n a t u r e s  from A 1  aska,  Cont:i nental ,  Delta, 



Eastern, Mohawk, National, Northeast, Trans Worl d r  United, a n d  Western Ai rl lnes. 
Consequ~ently~ the  con t rac t  with the  ATC was ac t iva ted  and submiitted t o  t h e  CAB 
f o r  f i n a l  approval . 

Wagner and K l  a r i  ch were sf marl tanesusl y conducti ng a marke1:i ng campai gn t o  
t r ave l  agents very suspicious of the  a i r l i n e s .  I t  succeeded and ASTA endorsed 
t h e  agreement i n  May. For the f i r s t  time in h is tory ,  t h e  ATC and ASTA 
pet i t ioned t h e  CAB t o  approve the  same . f i l ing .  Meanwhile* 1:o help g e t  CAB 
approval s AtarCSI re ta ined the  pres t ig ious  Washington l aw f i n  of S tep tae  and 
Johnson, who provided the  best CAB 1 awyer i n  town, "Redw Schneider, t h e  former 
general counsel fo r  Pan American A i  rl ines. 

Confident of CAEi approval, AtarCSI began t o  build a permanent building (now 
occupied by Informatics Software Products Group) on Vanowen S t r e e t  i n  t h e  Warner 
Ranch area of t h e  San Fernando Valley, and placed an order with IBM t o  rent $7.5 
mil l i o n  worth of System 360/65 computer equipment f o r  the  implementation of 
ATARS. While wait ing f o r  t h e  CAB t o  a c t ,  i t  continued i t s  preliminary marketing 
e f f o r t s  By i n l t i a t i  ng discussions in Europe with Me  major in te rna t iona l  
a i r l i n e s ,  and by meeting with representa t ives  from Hertz, Avis;, Holiday I n n s ,  
and Int.ernationa1 Reservations Corporation t o  arrange an in te r face  w i t h  t he  
reserva'ti on systems of these  t ravel  service  cunpanies. (76) 

Meanrrhil e t h e  f inancing of AtarCSI and Informatics involvement w i t h  i t  
continued during 1968 and 1969. A t  various times the  or ig inal  i n v e s t o r s  
purchased stock,  purchased warrants t o  buy stock, and loaned t h e  company money, 
A pr iva te  placement of $500,000 was made t o  Investors  Divers i f ied  Services.  By 
May 1970 cap i t a l  of about $2?000#000 had been raised? of which Informatics had 
contr ibuted 16641,308 by May 1970. I n  addi t ion ,  in  June of 1970, 16300~000 in  
cash hati been obtai ned from Internat ional  Reservations Corporation, a subs id ia ry  
of Planning Research Corporation, a s  an advance payment on an agreement f o r  ATAR 
t o  supply se rv ices  and i s sue  warrants t o  i t ,  A prospectus was prepared f o r  a 
publ ic  of fer ing  of about $8,000,000 and f i l e d  with t h e  S e c u r i t i e s  and Exchange 
Commission. Hayden Stone urged t h a t  the  money be ra ised  immediately, w h i l e  t h e  
market was highs but the AtarCSI board decided t h a t  e th ica l  conduct demanded 
t h a t  the  prospectus -become e f fec t ive  only a f t e r  t h e  CAB had approved t h e  A X :  
agreement. 

AtarCSI succeeded i n  s e l l i n g  t h e  a i r 1  ines and t h e  t r a v e l  agents  and 
developin$ the  system b u t  ran up  aga ins t  a po l i t i ca l  obs tac le  with t h e  CAB. The 
contract: between t h e  ATC and AtarCSI was f i l e d  with the  CAB i n  May 1969. Almost 
immediately, t h e  J u s t i c e  Department, concerned about the  monopo1~istic a s p e c t s  of 
t h e  sys t em,  f i l e d  a br ief  with the  CAB requesting a f u l l  hearing,  while Telernaxs 
a competing company, f i l e d  i t s  own br ief  claiming t h e i r  system met requirements 
and t h a t  the granting of a monopoly was not j u s t i f i e d .  The CAB held hearings on 
t h e  system i n  September 1969, and a f t e r  months of delay ruled,,  l a t e  i n  1970, 
t h a t  a thorough study and f u 7  1 evi denti ary heari ngs wouf d have t o  be he1 d on t h e  
matter .  This actfon e f fec t ive ly  tabled any decision on ATARS s ince  t h e  time 
evolved i n  preparing a study and conducting hearings was a t  l e a s t  two years,  
longer than AtarCSI could stay in business without additional f i nancing. 

The ai  r l  lnes rueful 1y agreed t h a t  ( a s  AtarCSI had once suggested) they 
should have planned Indlvid~la l  instead of j o i n t  con t rac t s  with P\tarCSIr so  t h a t  
CAB approval would not ble requl red. B u t  f t was -too 1 a t e .  AtarCSI wouf d have t o  



increase prices, there was a danger t h a t  a l l  the previous joint action would 
produce a Department of Justice sui t ,  and final 1y the 1970 recession prohibited 
the ai rl ines from t a  ki ng on new? more expensive commitments. The crowni ng b1 ow 
came when the recess1 on forced Hayden Stone into bankruptcy. Ely Decmber 1970 
the company had run out of money. No one was willing t o  invest more? so AtarCSI 
dl scontinued operations December 31, 1970 and was 1 iquidated the foll  owi ng 
year. The investors lost a l l  their investment and  the major investors 
vo1 untarily p u t  u p  enough additional money to pay final employee salaries, 
vacation pay due thmr and other expenses of termination. Wagner returned t o  
ful l  time a t  Inf~r'atiC~. A11 the 30 employees were l a i d  o f f ,  but helped by t h e  
excellent reputation of ATPRS, immediately obtained better' jobs in the 
reservations i ndustry. Kl arich became president of a ma1 1 ccrnputer hardware 
company. Amaya became Vice President/Data Services of Pan American and 
evenutally chai man of the board of the Securities Industries Automation 
Company, a subsidiary of the New York Stock Exchange, and  later' executive vfce 
president of Pal ne Webber. 

Why did the CAB wi thhold i t s  approval? Several answers have been suggested 
and speculated upon. One is ,  of course, that the potentially monopolistic 
nature of the systm mil ltated against CAB acceptance of i t  even though multiple 
suppl iers  would be economical ly unfeasi bl e. Wagner says t h a t  the attorney, Red 
Schnei der., be1 ieved t h a t  powerful 1 obbying efforts were carried on agai n s t  the 
system with the CAB 11, overtly by herican Airlines? which had made large 
investmen-ts to  develop i t s  own reservation system and  planned t o  use i t  to  
monopolize the travel agent market, and 2) very secretly by Anrerican Express, 
which f e l t  t h a t  a single nationwide computer reservation a n d  travel services 
network wiis a threat to  i t s  own intended dcminance of the travel industry. Also 
the airlines success in such a joint effort would encourage them t o  expand the i r  
ATP credit card as a canpetitor against the herican Expreals c red i t .  card. 
Another possible answer may be suggested from remarks John H. Crookerr chairman 
of the CAB? made to  the 1x9 ASTA conference. Sympathetic t o  travel agents1 
concerns 'that the intended ATPRS terminal rental price ($110 to  $160 per month) 
was too hlgh for many agents, Crooker Indicated that CAB approval of the system 
would be delayed until the price issue was resolved. (77) ATPRS never reduced 
i t s  intended prices as cost studies indic,sted the system could not be installed 
in local areas for less, particularly f a r  installations 50 miles or more from 
major metropol itan areas, ( I t  i s  ironic that today travel aglents are paying 
4350 to 4500 per month for several terminals? often from more than one 
air l ine? for service which s t i l l  has many of the deficiencies that ATARS was 
designed to  eliminate.) 

In anqy event, the CAB never granted i t s  approval a n d  the siystm never got 
off the ground. I t  was perhaps several years ahead of i t s  time. According t o  
Walter Bauer, the investment in AtarSCI was strategically correct b u t  tact ical ly 
wrong since the timi ng required maximum cash during an unforelscten recession. 
Although Informatics cash investment did not exceed S70Or000 (and i t  derived 
profits fran a few hundred thousand in revenues for services which AtarCSI p a f d  
for)  the quasi-reorganization of 1970 (attributed a loss due t o  AtarCSI of 
$643,000 "after the effects o f  income tax."  



T t~chn i ca l  Information Systms Corr~pany (TISCO) - 
I n  April 1968 under t h e  leadership of Werner Frank, Informatics entered i n t o  

a agreennerlt w i t h  Information Dynamics Corporati  on ( I D C )  of Reading (near  
Boston), M~assachusel:ts, f o r  a j o i n t  proposal t o  NASA f o r  opleration of t h e  
l a t t e r r s  S c i e n t i f i c  and Technical Information F a c i l i t y  (STIF) located i n  College 
Park, Mary1 and. Information Dynamics, headed by David Wai t e ,  specia l  ized i n  
information abs t rac t ing  and indextng along w i t h  mtcrographics services.  I t  had 
served S r I F  on numerous occasions a s  a subcontractor  b u t  was t o o  small i n  i t s e l f  
t o  f u l f i l l  a l l  of NASA's needs a t  STIF. The NASA f a c i l  i t y  handled co l l ec t ion ,  
mtcrof ilming, indexi ng9 abs t rac t ing ,  phot~cert lporing~ and df r t r i  bution of a1 l 
research i nformation re l a t ed  t o  space explora t ion  and re1 ated f i e l d s  and served 
t h e  needs of government agencies, u n i v e r s i t i e s  and NASA contrac tors  i n  p r iva te  
industry.  STIF was a "GOCOIV(Government Owned, Contractor Operated) f a c f l i t y .  
Qf i n t e r e s t  t o  Informatics was t h e  app l i ca t ion  of cunputers t o  l ib ra ry  sc iences  
and pub1 ish ingr  incl u d i  ng t h e  development and maintenance of a massive on-1 ine 
data bass of t h e  1 i t e r a t u r e .  

The incumbent service  company a t  the tfme of t h e  1968 proposal was Leasco 
(which had bought Documentation Inc.* t h e  p r i o r  incumbent, a ccmpany primari ly 
in te res ted  i n  t he  devel opment of s ta te-of- the-ar t  hardware f o r  hand1 i ng t ex tua l  
data.)  According t o  Wagner, Leasco was a high-flying f inanc ia l  operation i n  t h e  
computer l e a s i  ng business--its management knew 1 i t t l e ,  and cared 1 essr about 
technical  problms.  I t  was hoped t h a t  by combini ng the  f inanc ia l  s trength and 
computer software exper t i se  of Informatics w i t h  t he  indexi ng, abs t rac t i  ngr and 
mtcrographic exper t i se  of IDC (whose pres i  dent, Davi d Waf t e ,  and o the r  
prfncfpals  were hfghly respected by t h e  NASA o f f i c i a l s  f n charge o f  STIF) , the 
two canpanies would be able  t o  unseat Leasco when the  term of i t s  se rv ice  
con t rac t  with NASA ended .  

B u t ,  more fmportantly, the two companies be1 ieved t h a t  NASA o f f i c i a l s  were 
unhappy t h a t  high corporate o f f i c e r s  i n  Leasco paid no a t t e n t i o n  Ito STIF1s very 
important mission. They s e t  out  t o  convince NASA t h a t  what I t  needed was a 
techntca l ly  advanced cunpany t o t a l l y  dedicated t o  the mission of STIF. 
Therefore, t o  w i n  the contrac t ,  r a t h e r  than employing t h e  normal prime 
contractor-subcontractor  re1 a t i  onsh i p, the  two corporat ions proposed forming a 
j o i n t  venture company, ca l led  Technfcal Information Servfce Company (TISCO) 1 51 
percent owned by Infotmatics, and excl usively dedicated t o  running STIF. 
Informatics offered the services  of Richard Lanons, its vfce president  of 
Washington, D.C. operat ions,  t o  serve a s  the  new cmpany t s  president ,  and 
proposed t o  supply TISCO w i t h  MARK IV ( a t  no charge) f o r  the rapid development 
of some badly needed management systems. 

The proposed j o i n t  venture company was a b r i l l j a n t  marketing t a c t i c  t o  w i n  a 
service  cont rac t ,  and i t  worked. Lemons was t h e  proposal manager a s s i s t e d  by 
Wafte. I n  August 1968 NASA awarded a $4.3 millSon cos t  plus award f e e  con t rac t  
f o r  a pe r l od  of one year with opt ions  t o  renew f o r  two more years  i f  s e rv ices  
were sa t i s fac to ry .  "This was the l a r g e s t  con t rac t  obtained by Informatics u p  
un t i l  t h a t  time, and w l t h  i t  Informatics found i t s e l f  wlth a new subs fd ia ry ,  
Informatics TISCO, w h i c h  was 49 percent owned by Information Dynamics. 

The new company was c a p i t a 7  fzed a t  650,000 b u t  i t  was expected t h a t  1 oans 
from the  owners of $225,000 more would be needed t o  f fnance ope!rations. First 
year cont rac t  cos ts  were estimated t o  run a t  $3,897,104, plus a f f x e d  f e e  of 
bli5*179 p l u s  possible Incentfve award fees uc t o  S250,651. Two hundred f o r t y  



employees a t  STIF t r ans fe r red  from Leasco t o  TISCO and approximately an 
a d d i t i o n a l  100 employees were h i r e d  f r a n  outs ide  f o r  the beginning o f  con t rac t  
performance on December 1, 1968 under Richard Lemons. MARK I V  was de l i ve red  t o  
the  subsid iary,  With the  beginning o f  the contract,  In format ics  backlog 
increased t o  66,776,376, 63.7 m i l  l i o n  o f  which was r s l a t e d  t o  TISC0.(78) 

I n  the  ensui ng months, TISCO performed b e t t e r  than planned, rece iv ing  a 70 
percent award fee  f o r  i t s  f i r s t  qua r te r  o f  performance. In format ion  Dynamics, 
however, which had l i t t l e  t o  do w i t h  t h e  conduct of t he  STIF contract,  had a 
change o f  mind and attempted t o  s e l l  i t s  i n t e r e s t  i n  TISCO t o  In fo rmat ion  
In tersc ience Inc. The l a t t e r  company made an o f f e r  t o  buy t h e  whole company, 
bu t  In format ics  decl ined. Eventual l y ,  a f t e r  some nego t ia t i  ng, In format ics  
bought Informat ion Dynamics' 49 percent  i n t e r e s t  i n  TISCO i n  March 1%9 f o r  
17,000 shares of Informatfcs stock p l u s  up t o  an add i t i ona l  16,500 shares i f  t h e  
NASA con t rac t  were t o  be renewed u n t i l  November 1974.(791 The intended j o i n t  
venture became a who1 ly-owned subsf d i a r y  renamed In format ics  TISCO, which served 
NASA f o r  12 years u n t i l  1980. (The corpora t ion  was subsequently l iqu ida ted. )  
More d e t a i l  about TISCO and i t s  enormous impact on In format ics  i s  described i n  
Sect i  on 7.2. 

The fo l l ow ing  sec t ion  gives t h e  s t o r y  o f  the  formation o f  Equimatics, Inc. 
I t s  p a r t i c i p a t i o n  f n  the  insurance software and data services markets i s  
described i n  Chapter 10. This  j o i n t  venture was In format ics  f i r s t  major e n t r y  
f n t o  a v e r t i c a l  indust ry  market w i t h  p rop r ie ta ry  products and! services, a 
s t ra tegy  which Informatics management had long  foreseen as v i t a l  l:o i t s  growth. 
I n  addit ion, i t  was another g i a n t  s tep away frm dependence on U.S. Government 
business, and an en t ry  fn to  prov id ing  serv ices  o f  b e n e f i t  t o  society. The l a t e r  
was becoming important because o f  t he  growing ant ipa thy  t o  m i l i t a r y  markets as a 
r e s u l t  o f  t h e  unpopular Vietnam war. 

The c rea t ion  o f  Equfmatics r e s u l t e d  from dfscussfons between Informatics and 
The Equi table L i f e  Assurance Society o f  t h e  Uni ted States which began i n  the  
f a l l  of 1'370. The Equi table had been concerned t h a t  i t s  v i t a l  i n t e r n a l  data 
processing operat ions were becoming overwhelmed by new assignments and cou ld  no t  
keep up w i t h  the growing demands o f  t h e  organizat ion f o r  greater  volumes o f  
insurance data processing and implementation o f  new and more soph is t i ca ted  
systems. Furthermore The Equ i tab le  was a l so  cor~cerned t h a t  i t s  i n s t i t u t i o n a l l y  
o r ien ted computer s t a f f  might l ose  exper t i se  o r  fa11 behind the  state-of- the-ar t  
i n  data processing in t h e  face o f  t h e  rapf  d increases i n  technology. The Sta te  
o f  New York had recent ly  passed a law p e n n i t t i n g  mutual l i f e  insurance companies 
t o  own "re latedn businesses, j u s t  as had previously been permi t ted f o r  banks. 
Large insurance companies saw banks acqui r i n g  c a p u t e r   service!^ companies and 
began t o  get  s i m i l a r  ideas. A l l  o f  t h i s  l e d  The Equ i tab le  t o  seek outs ide  
canputer services c a p a b i l i t y  by h i  r i n g  t h e  investment f i  rm o f  Go1 dmanr Sachs 8 
Company and the  consu l t ing  f i r m  o f  Ar thur  D. L i t t l e  Inc. t o  perform an 
a c q u i s i t i  on search fo r  a computer serv ices canpany t o  meet The Equf t a b l e ' s  
needs. These f i n s  performed a study and determined that ,  of t h e  acceptable 
candidates, Informat ics was the  best, They then approached In fo rmat f cs  i n  
e i t h e r  August or  September 1970 w i t h  an a c q u i s i t i o n  i n q u i r y  on t h e  p a r t  o f  t h e i r  
unnamed c l  i en t .  



I n f o r m a t i c s  m a n a g e m e n t  w a s  n o t  i n t e r e s t e d  i n  b e i n g  a c q u i r e d ,  b u t  th i ! ;  w a s  
n o t  the f irst  t i m e  t h a t  i t  h a d  b e e n  a p p r o a c h e d  by s u c h  a n  o f fe r  f r o m  a n  
i n s u r a n c e  company a n d  i t  was p r e p a r e d  t o  u:;e t h e  a c q u i s i t i o n  offer a s  a n  
o p p o r t u n i t y  t o  e x p l o r e  a n d  p r o p o s e  b u s i n e s s  p o s s i b i l i t i e s  m o r e  t o  i ts  l i k i n g .  
D u r i n g  t h e  p r e v i o u s  y e a r ,  I n f o n n a t i s s  h a d  b e e n  a p p r o a c h e d  by a r e ~ p r e s e n t ; a t i v e  of 
the P r u d e n t i a l ,  c o n c e r n e d  a b o u t  t h e  s a m s  t h i n g s  a s  T h e  E q u i t a b l e ,  w h i c h  h a d  
c o n d u c t e d  i t s  own s t u d y  a l s o  u s i n g  A r t h u r  D. L i t t l e .  (Wagner  be11 f e v e s  T h a t  t h e y  
resol d t o  The Equf t a b 1  e t h e  k n o w l e d g e  g a i  n e d  a t  t h e  e x p e n s e  of t h e  P r u c l e n t i  a 1  1 . 
A r t h u r  D. L i t t l e  d e t e r m i n e d  t h a t  I n f o r m a t i c s  was t h e  b e s t  c a n d i c l a t e ,  arid G e o r g e  
McNaugh ton ,  a v e r y  h i g h  l e v e l  e x e c u t i v e  of th l e  P r u d e n t i a l  (who became  i t s  CEO 
d u r i n g  t h e  c o u r s e  of t h e  n e g o t i a t i o n s )  came t o  I n f o r m a t i c s  d l  r e c t l y  w i t h  a n  
a c q u f s i t i o n  i n q u i r y .  B a u e r  a n d  Wagner  p e r s u a d e d  McNaughton t h a t  i n s e r t i n g  t h e  
e n t r e p r e n e u r i  a 1  I n f o r m a t i c s  i n t s  t h e  i n s t l  t u t i o n a l  e n v i  r o n m e n t  01; P r u d e n t i a l  was 
doomed t o  f a i l u r e .  T h e y  p e r s u a d e d  h i m  t h a t  a j o i n t  v e n t u r e ,  f o c u s e d  o n  
i n s u r a n c e  i n d u s t r y  d a t a  p r o c e s s i n g  a p p l  i c a t i o n s r  woul d b e t t e r  a c h t e v e L  h - i s  
o b j e c t i v e .  D i s c u s s i o n s  f o 1  l o w e d  a t  P r u d e n t i a l  ' r h e a d q u a r t e r s  anlong McNaugh ton ,  
B a u e r ,  a n d  Wagner.  T h e  P r u d e n t i a l  i n s i s t e d  u p o n  51. p e r c e n t  o w n e r s h i p  i n  t h e  
v e n t u r e  b e c a u s e  of r e g u l  a t o r y  r e q u i  r e n e n t s .  I n f o r m a t i c s l  b a s e d  o n  i ts 
e x p e r i e n c e  w i t h  TISCO, d e s i r e d  c o n t r o l l i n g  i n t e r e s t  i n  its b u s i n e s s  v e n t u r e s  a n d  
c o u l d  n o t  b r i n g  i t s e l f  t o  a g r e e .  When McNaugh ton  a s s u m e d  t h e  CEO p o s i t i o n  a n d  
t u r n e d  t h e  m a t t e r  o v e r  t o  a n  u n d e r l i n g ,  t h e  n e g o t i a t i o n s  fe l l  a p a r t .  A f t e r w a r d  
I n f o m a t i c s  managemen t  c h a n g e d  its m i n d  a n d  r e a l i z e d  i t  may h a v e   missed a 
s i g n  if i c a n t  b u s 1  n e s s  o p p o r t u n i t y .  (80) 

S o  when I n f o r m a t i c s  w a s  a p p r o a c h e d  b y  Go ldman?  S a c h s  w i t h  a n  i n q u i r y  o n  t h e  
t of T h e  E q u i t a b l e ?  i t  h a d  a l r e a d y  " r e h e a r s e d n  for t h e  f o l l o w i n g  d i s c u s s i o n s .  

e v e n  knew many of the p e o p l e  i t  was d e a l  i n g  w i t h  a t  T h e  E q u i t a b l e ,  
p a r t i c u l a r l y  R u t h  B l o c k  a n d  H a r r y  G a r b e r r  s i n c e  Mrs. B l o c k  was a w e l l - k n o w n  
l e a d e r  f n  t h e  f n d u s t r y  and I n f o r m a t i c s  h a d  s o l d  a MARK I V  s y s t e m  t o  T h e  
E q u i t a b l e f s  d a t a  p r o c e s s i n g  s e r v f c e s  d e p a r t m e n t .  

I n i t i a l  d i s c u s s i o n s  w i t h  T h e  E q u i t a b l e  o c c u r r e d  a t  its N e w  York  h e a d q u a r t e r s  
o n  S e p t e m b e r  29 a n d  30, 1970" w i t h  Walter B a u e r ,  W e r n e r  F r a n k ,  R i c h a r d  H i l l ,  a n d  
H a r o l d  R ichmond  r e p r e s e n t i n g  I n f o r m a t i c s .  D a v l d  H a r r i s ,  Harrry G a r b e r ,  Ruth 
B l o c k ,  Norman Z i m b l e -  (of A r t h u r  D. L l t t l e ,  I n c , ) ,  a n d  Roy S m i t h  ( o f  G o l d m a n  
S a c h s )  r e p r e s e n t e d  T h e  E q u i t a b l  e. I n  t h i s  meet1 n g  Informatics a d v o c a t e d  a j o i n t  
v e n t u r e  b e t w e e n  t h e  two c o m p a n i e s  w h i c h  w o u l d  h a v e  i t s  p r i m a r y  i n t e r e s t  i n  
p r o v i d i n g  c o m p u t e r  s e r v f c e s  t o  =the i n s u r a n c e  m a r k e t p l a c e  b u t  w h i c h  w o u l d  n o t  
d i r e c t l y  c a n p e t e  w i t h  e i t h e r  p a r e n t .  T h i s  new company woul tj d e v e l o p  "non- 
E q u i t a b l  en r e 1  a t e d  b u s i n e s s  of its own a n d  w o u l d  e v e n t u a l  l y  h a v e  a pub1 ic m a r k e t  
fo r  its stock. The E q u i t a b l e  w o u l d  have 51 percent o w n e r s h i p  a t  a 1 1  t i m e s  a s  
r e q u i r e d  by New York  S t a t e  i n s u r a n c e  1 aws a n d  when t h e  s u b s i d i a r y  s o l d  s t o c k  t o  
t h e  p u b l i c  w o u l d  h a v e  p r e e m p t i v e  r i g h t s  t o  e n o u g h  a d d i t i o n a l  stock t o  m a i n t a i n  
its c o n t r a l l i n g  i n t e r e s t ,  i f  i t  w i s h e d .  I n f o r m a t i c s  w o u l d  i n i 1 : i a l l y  h a v e  less 
t h a n  25 p e r c e n t  o w n e r s h i p ,  t o  avo4 d r e p o r t i n g  t h e  s t a r t - u p  1 o s s ; e s  o f  b e g i  n n i  n g  
o p e r a t i o n s  on its c o r p o r a t e  f i n a n c i a l  s t a t e m e n t s ,  b u t  w o u l d  h a v e  o p t i o n s  t o  
a c q u i r e  u p  t o  49 p e r c e n t  l a t e r  i n  t h e  l i f e  of t h e  v e n t u r e .  

T h e  E q u i t a b l e  w o u l d  f i n a n c e  the v e n t u r e ,  a n d  I n f o r m a t i c s  m a n a g e m e n t  w o u l d  
c o n t r i b u t e  k e y  p e r s o n n e l  t o  t h e  e f f o r t .  I t  w o u l d  p l a y  a n  a c t i v e  role i n  a 
market a n d  b u s f n e s s  s t u d y  fo r  the j o i n t  v e n t u r e ,  p r o v i d i n g  g u i t l a n c e  o n  "how t o  
set up a n d  o r g a n i z e  a p r o f i t  m a k i n g  e n t e r p r i s e  i n c l u d i n g  m a t t e r s  r e l a t i n g  t o  
r a c r u l - t i n g ,  account ing,  p e r s o n n e l ,  adminf  s t r a t i o n ,  and the 1 f k e .  " I n f o r m a t ? c s  



would donate t o  t h e  venture the  use of its software products upon which t o  bui'l d 
and o f f e r  software services b u t  not t o  r e se l l  d i r ec t ly  t o  the  open market. 

By 1970 The Equitable had a l s o  begun a corporate development and investment 
program i n  which i t  was d ivers i fy ing beyond the  insurance business by 
acqu i s i t ion  of various companies i n o ther  markets as  s u b s i  d i a r i e s  of Equitabl e 
L i fe  Holding Corporation (ELHoCo) w h i c h  i t  had s e t  u p  f o r  t h a t  purpose. The 
idea of a j o i n t  venture offered The Equitable the  promise of so lv ing t h e  
technica l  needs of i t s  internal  computing operations while a t  the  same time 
o f f e r i  ng a prof It-making enterpr i  se which would f i t  i n t o  its development 
plans. (81) 

The Equitable agreed t o  these preliminary terms, and together  the two 
companies agreed t o  pursue the idea by forming a j o i n t  venture study team. 
Durfng t h e  next four months, t h e  s t u d y  team met i n  both New York and a t  
Informatics Canoga Park headquarters. By December 1970 a name, Equimaticsr 
Inc., and a plan of cap i t a l i za t ion  f o r  t h e  new company had been adopted. I n  t h e  
development of t h i  s plan Wa'l t e r  Bauer and Thomas Taggart, a d i r e c t o r  of  and 
consul tant  t o  Informaticst played a prominent part.  The Equitable was t o  inves t  
66.2 milllion i n  t he  new company f o r  w h i c h  i t  would rece ive  283,120 sha res  of 
Class A s t o c k  w h i c h  would be convert1 b l e  i n t o  70,780 shares  of Class B s tock.  
I n f ~ n n a t ~ f c s  i n  t u r n  would donate c e r t a i n  of i t s  products, employees and 
technical  t a l e n t  t o  Equimatics i n  exchange f o r  50,000 shares of Class B s tock 
and a two year option t o  purchase convert ible stock o r  debentures up  t o  62 
mil l ion* giving i t  36 percent ownershfp before the  conversion of The E q u i t a b l e f s  
stock and 25 percent ownersh ip  a f t e r  conversion ( o r  35.2 percent ownership i f  i t  
exercised its opt ion) .  This gave The Equitable 51  percent ownership i n  
Equimatics and 66 percent ownership a f t e r  i t  converted its stock ( o r  55.8 
percent i f  Informatics purchased one t h i r d  of the  conver t ib le  s t o c k ) .  A n  
addi t ional  18,000 shares  of Class B stock were t o  be reserved f o r  Equirnatics 
management giving i t  13 percent ownership before conversion and 9 p e r c e n t  
o w n e r s h i p  a f t e r  conversion. Additionally, the  new company would agree not t o  
recruit employees from Informatics a s  long a s  The Equitable had control  l i n g  
i n t e r e s t ,  unless e igh t  years had passed w i t h  Informatics ownership less than 10 
percent. (82) This compl ex deal gave Informatics, without any f inancia l  risk? a 
l a r g e  " h i d d e n  a s s e t , "  not v i s i b l e  on i t 5  balance sheet. I t  could suddenly 
appear there ,  a t  Informatics option, when and i f  Equimatics became p ro f i t ab le .  

The s t u d y  team a l s o  determined t h e  d i r ec t ions  the  venture was t o  pursue and 
developed an i n i t i a l  long-range s t r a t e g i c  plan f o r  Equimatics t o  reach $100 
mi l l ion  i n  annual s a l e s  w f  t h i n  t en  years. Werner Frank and Rfchard H i l l ,  u n d e r  
Bauerfs  close d i rec t ion ,  were t h e  prfncipal authors of this plan. The new 
company was t o  build upon the c a p a b i l i t i e s  of i t s  parents wwithout being t o t a l  ly  
dependent upon them" or  competing w i t h  o r  dupl i c a t i  ng t h e i  r e f f o r t s  by providing 
insurance oriented services "as a veh ic le  f o r  pa r t i c ipa t ion  i n  the  f u t u r e  growth 
of the  data processing software and se rv ices  industry. Moreover, Equimati c s  
was t o  seek markets and servfces w h i c h  would be responsive t o  socia l  needs: 

A strong objec t ive  of the  j o i n t  venture company m u s t  be t o  
r e l a t e  the c a p a b i l i t i e s  of modern data processing technology t o  
mergjng socia l  needs. T h i s  i s  not t o  s a y  t h a t  the  p r o f i t  
motive i s  t o  ae ignored; q u i t e  t o  the  contrary.  B u t r  i n  
s e e k f n g  markets, prfmary a t t en t ion  should b e  paid t o  those 



areas which can result in direct, tangible social bentsf its-- 
better health care, more efficient util  ization of ind'fvidual 
financi a1 resources, better educa,ti onal systems, etc. I t  i s  
the aim of the joint venture to improvte the social quality of 
l i f e  as environmental control specialists hope to improve its 
physical qua1 ity. (83) 

With a business plan and capitalization, application was made to  the 
Insurance Comnission of the State of New Yclrk f o r  approval of the joint venture. 
In the meantime, Werner Frank was selecrted t o  be the president and c h i e f  
executive officer of the new company, to  be called Equimatics, 1nc.r with Oiavid 
H. Harrfs, senior vice president of The Equitable, designated as  Its cha4iman of 
the board. While waiting for final approval frcm t h e  insurance cmiss ; ionr  
Frank informal ly began 1 ooki ng for business and searching for a, s taff  and a home 
for h i s  new company. He found hi s f i  rs t  customer in Home Lffe Insurance Conipany 
which awardled a $500r000 contract for systems design of a l i f e  irnsurance pcllicy 
processing system. A home was found in Fairfield, New Jersey, where Frank 
succeeded ,In locating a vacant 'bull d i n g  which formerly had been a computer 
center wittt i t s  false floors and  air  conditioning system (required for large 
scale computer systems) s t i l l  intact. This s i t e  would prove advanta{?eous t o  
Equimatics, allowing i t  t o  offer time sharfng services t o  The Equitablels New 
York area off ices without excesslve commun icat l  ons costs. I t  eventual 1 y became 
the headquarters of Informatics Data Services Division after  the merger of 
Equimatics a n d  Informatics in 1974. 

All of the foregoing act ivi t ies were carried on under the corporate umbrella 
of Infonnacti cs because the New York Insurance Comnission did not gfve i t s  
approval until almost a n  entire year later.  Bauer a n d  J .  Henry Smlith, The 
Equitablefs president, signed the final agreement and Equimatics was official ly 
incorporated on December 1, 1971. Werner Frank resigned from Informatics and  
was elected president and CEO of Equimatics. Bauer, Taggart, a n d  Frank joined 
Equitable executives on the board of directors of Equimatics. 

A t  the Equitable's Mew York C i t y  headquarters a press conference was held t o  
announce the formation of the joint venture. A t  the conference th~e purposes of 
Equimatics were furthe'r expl ai ned. Smith  elaborated upon the Equitable's 
reasons for participating in the joint venture: 

Life insurance companies today spend $1.25 billion annually for 
the development and operati on of i ndivi d u a l  1y designed data 
processfng systans, many of which represent a wasteful a n d  
costly dupl icat i  on of effort. With the formation of 
Equimati cs, we are combi ning knowledge a n d  ski1 1 with financial 
resources t o  help lick th i s  problem. 

The new cmpanyfs early efforts will be t o  develop a nat:ionwi de 
cwnmunicatf ons network t o  improve the coordi nation of 
admf ni strative a n d  pol S cy hol der service functions between1 
insurance company home offices a n d  thei r f iel d organizations. 
Although most companies are seeking more rapid and better 
fntegrated operations, present costs o f  communications servfces 
prevent all b u t  the largest insurance cmpanie:s from 
estab? lshing thsi  r o w n  networks. 



Smith underscored his points with the forecast that  1 i f 8  insurance companies 
would spend $7.5 bil lion annually in data processing services by the end of ten 
years, a six-fold increase in the present ra te  of expenditure. Werner Frank, 
speaking for Informatics and i t s  reasons for the venture, gave the software 
company perspective: 

In the insurance industry, and others, many companies develop 
what are essentially the same systems. If a software and 
computer services f inn i s  able t o  develop general systems tha t  
effectively meet the needs of many custmers,  everyone should 
benefit. To date, few software firms have attempted t o  acquire 
the 'in-depth industry knowledge and capital resources needed t o  
do th is .  Equitable and Informatics together have the resources 
needed to  provide th is  kind of service t o  industry. While we 
shall be coocentrating In the insurance a n d  health care areas 
for the present, we also see a bright future for  busf ness in 
other f ie1 ds .  

Frank further explained tha t  Equf  matics beginning ac t iv i t i e s  would be spent 
I n  building a proprietary product l i ne  and establishing computer and data 
communications service facil  i t i e s  in Fai r f i e l  d. He predicted t h a t  sales wou1 d 
be  nmodesl: in the f ' l r s t  year--about $600r000.w The company was t o  s t a r t  business 
w i t h  16 employees, and grow t o  a s t a f f  of 300 in three years and over 600 in 
f ive  years of operation. Summarizing his  colleaguels comments on the venture, 
Bauer stated tha t  Equitable's knowledge of the insurance f ie ld  and Informatics 
experience in the software business should provide a l l  the essential ingredients 
for success. "Together we intend t o  develop a company o f  the highest 
qua1 lty."( 841 

Immediately, Frank s e t  out t o  prove Bauerls remarks correct. He began 
recruiting a s taff  for  Equimatics, including Harold Richond who resigned from 
in for ma tic:^ t o  become vice president, and Jay Callanan and Bob Wallach who came 
from Boeing Canputer Servfces t o  head u p  the planned data services unit. A 
computer was ordered and in*alled i n  Fairfield.  Soon timesharing services were 
being provided t o  The Equitable in the New York region and a contract was 
obtained from The Equitable t o  perform i t s  Medicare claims processing. Most 
importantly, formal discussions began between Werner Frank and Paul Wrotenbery 
of United Sys t ems  International (US11 for the acquisition of US1 by Equimatlcs. 
This single acquisition would place Equimatics in the forefront of software 
services designed for insurance appl ications and rapidly make the company the 
leader in i t s  market. 

4.4.4.1 United Systems International, Inc. (US11 

U S 1  was formed in Dallas, Texas, in June and July 1969 frcm a merger between 
United Computer Services and Consol idated Life Systems, resulting in a who1 ly 
owned subsidiary of a holding company, The Unico Corporation. Cons01 idated Life 
Systems had  been e s t a b l i s h e d  in 1966. I t s  principals were Charles Barnaby, 
Charles Angl i n, and Robert Potter, and i t  offered software cons:ul t ing services 
for f nsurance appl f catjons. United Computer Services h a d  been organized in 
1968. Its CEO was Marion "Spec" Bradley, and i t  provided batch d a t a  services t o  
the insurance fndastry. The formation of US1 a1 'lowed the new e n t i t y  t o  proviae 



an en t i r e  spectrum of computer services for the speciffc needs of the l i f e  
insurance industry including data processing, custom programing, systmcns design 
and analysis? training, facil  i t i e s  management? and proprietary products. 

Unico soon acquired (and ultimately changed i t s  name t o )  Transp~ort Life 
Insurance Company. I t  recruited Paul Wrotenbery and James Porter from fracor 
Canputing Corporation t o  manage USI. Wlnotenbery, a Ph.D. in physics, had a 
number of years of experience in the computing industry and had worked a-t IBM 
where he became f am11 i a r  w i t h  i t s  insurance-oriented software products: CFO and 
ALIS. These products were designed for s~iccessfve generations of: IBM camputers. 
CFO was a batch oriented system and ALIS was an on-line system. However, both 
systems did not meet the complete needs of insurance companies since tihey were 
maf nly 1 i m i  ted t o  pol i cy "cycl ew processing functfons ( the issuance of 1 nsurance 
policies t o  customers and the routine bf1 ling for  t h e m ) .  ALIS i n  particular? 
despite IBMts large emphasis on i t ?  had a bad reception by users of the IBM 360. 

Under Wrotenbery I s  management? US1 concentrated on providing t r a i  ni n g  and 
conversion services for  CFO and ALIS and designing proprfetary software products 
which were enhancements t o  CFO and ALIS by aciding extra proceesfng functions. 
Three major software products were developed: Po1 jcy Issue Communication System 
(ISSUE-CQMM) 1 Stock and Bond Portfol i o Management (Stock 8 Bond 1, and Mortgage 
Loan. The1 Equitable had purchased Stock 8 Bond and was one of s i x  development 
sponsors for  Mortgage Loan. W i t h i n  three years a f t e r  its formation, US1 had 
obtained 46 customers i n the 1 i f e  insurance industry and grew from $1 .;! mill ion 
in annual sales t o  62.2 million. P ro f f t s  increased from $118~000 t o  f121r000. 
The small growth f n  p rof i t s  was due t o  costs associated w i t h  the new product 
aevelopment. I t s  workforce increased from 58 t o  75 in the same period. In 
short? US:[: was successful i n  the beginning stages of the various forms of 
insurance support busfness which Equimatics desired t o  enter and develop. 

During 1971 Wrotenbery sought investment funds from the Equitable fo r  USI's 
software product development efforts.  A 1  ready active1 y engaged i n forming a 
joi n t  venture ni t h  Infonnati csr The Equitabl e introduced Wrotenbery t:o klerner 
Frank. (Before Frank ihad been selected t o  head Equimatics? the recrui'ting f i n  
of Davidson-Kernan had recommended Wrotenbery a s  a candidate for  presfdent of 
Equimatics.) Frank and Wrotenbery recognized tha t  a number of comnton goals 
existed between US1 and the intended Equimatics and tha t  there was a great 
potential for synergy between them. Discussions of any joint  corporate act ivi ty  
had t o  be discontinued, however, while the application for  New York State  
approval was i n  process since such discussions might p u t  tihe approval in 
jeopardy. After Equimatics was of f ic ia l  ly f ormed? Wrotenbery once again 
contacted Frank about possible mutual business opportunities,, US1 had 
developed several enhancement products t o  the IBM insurance systems and had 
reached a point where i t  f e l t  t ha t  the functions of these several products 
shoul d b e  t i ed  together along with other p1 anned products i nto one large-scale 
integrated 1 i f e  insurance processfng and f fnancial management systcm. The 
development of such a system required a sizeable investment, fnf'tial'ly estimated 
t o  be $1-2 million. T h u s  Equimatics and The Equitable were l ikely project 
sponsors. For Equlmatlcs, US1 represented an on-going e n t e r p r i ~ ~ e  with expertise 
and customers i n  areas in which i t  was trying t o  enter. Bfscussfons soon 
evolved into a possible merger bebeen US1 and Equimatics and a sui table  
agrsement was reached. ( 85 1 



Under the  agreement f o r  acquis i t ion  of USI, Equimatics agreed t o  pay 
Transport Li fe  $1.5 mil l ion i n  f i v e  $30O,Q00 notes (guaranteed by The 
Equitable)  , payable a t  6 percent i n t e r e s t ,  d u e  a t  the  end of each year beginning 
with t h e  s i x t h  year and ending a t  t ho  tenth  year of operat ions a f t e r  the  
acquis i  t ion ,  and i ssue  t o  Transport Li fe  11,000 nontransferable warrants f o r  
Equimatics s tock,  i n  l o t s  of 2200 shares each, a t  an exercise pr ice  of $100 per 
share  i f  Equimatics went pub1 i c  (which never happened). Equimatlcs a1 so agreed 
t o  pay $75,000 i n  4 payments t o  15 former US1 qua1 i f i e d  s tock option holders 
contingent  upon t h e i r  continued employment w i t h  the company and t o  i s sue  84,000 
shares  of Equimatics common Class B s tock t o  US1 management on a r e s t r i c t e d  
basis .  Transport Li fe  was t o  de l fver  100 percent of US1 and "assure 
CEquimaticsl prof i t a b i l  i t y  of c e r t a i  n [batch processing1 f a c i l  i t y  management 
con t rac t s ,  w h i c h  re fer red  t o  t h e '  f a c t  t h a t  Transport Life, w h i c h  accounted f o r  
15 percent  of a1 1 US1 business, obligated i t s e l f  under a f i v e  year con t rac t  t o  
obtafn a l l  i t s  data processing services  from USI. 

The acqu i s i t ion  of US1 In March 1972 moved t h e  t imetable f o r  Equimatics 
development two years ahead of plan i n  terms of revenue growth and product 
a v a i l a b i l  lity. Equimatics leaped from 16 employees t o  75, from 2 cus taners  t o  
over 100, and from $600,000 annual revenues t o  over $2,000,000. The acqu i s i t ion  
plan f o r  US1 summed u p  the  l e s s  tangible  advantages of the deal for  Equimatics 
w i t h  t h e  following: 

US1 adds s ign i f i can t ly  t o  the  f u t u r e  of Equimatics becquse: 

a )  ISSUE-COMM is a terminal system s u i t a b l e  f o r  i n s t a l l i n g  on 
a network. 

b) USIfs present  f a c i l  i t y  management business is  a good s t a r t  
f o r  ul t imately supporting a l a r g e r  data processing system and 
obtaining 1 arger  processing c l  i en t s .  

c )  The other products give an ent ry  point t o  t h e  marketplace 
now, from a c r e d i b i l i t y  point  of view, and provide an 
opportunity t o  meet the  customer w i t h  tangible  offerings.  

I n  t h e  months t h a t  followed, t h e  US1 acqu i s i t ion  proved t o  be a winning move 
f o r  Equimiltics. Development began a t  US1 on Wrotenberyls concept, t he  huge 
LIFE-COMM, a comprehensive modul a r  i ntegrated 1 i f e  insurance pol icy i ssuing and 
management: system. Wrotenbery obta i  ned devel opment funds from several sponsors, 
and the Equimatics Board of d i rec to r s  authorfzed a b u d g e t  fo r  in ternal  f inancia l  
support.  As described i n  Section 10.1.1, the  product was designed and perfeceed 
and rapidly became the  1 eading 1 i f e  insurance software product sold t o  l a rge  and 
m e d i u m  s i z e  insurance companies. The product and consult ing revenues became t h e  
mainstay of Equimatics. 

B u t  contrary t o  previous expectations, The Equitable did not  become a major 
custuner af  Equimatics f o r  software products, professional services  or  network 
communicationst b u t  i t  d i d  become its l a r g e s t  customer for  data services  in  time 
shar ing  and Medicare claims processing. The in te rna l  data processing department 
of The Equitabl e, perhaps threatened by Equimatics, ref used t o  con t rac t  
programing services  t o  i t  and instead upgraded and streamlined i t s  own 
operat ions by h i  r i n g  several  v e r y  ta lented  and n a t i  onal ly known d a t a  processing 



managers. Accordi ng t o  Werner Frank, the original reasons for The Equftabl e 
forming a joi n t  venture ~ 5 t h  Informatics soon dissipated. (86) 

Nonetheless, Equimati cs, bol stered by the US1 acquf sf tion, was a success 
right from i t s  f i r s t  year. According to The Equitable~s internal news 
publication Fguf,~asr after  one year of operation i t  had a43 million a~nnual 
revenue rate, over 100 customers and employed 100 people. The Ecluitabts!'~ early 
pleasure w i t h  Equimatics performance was summed u p  in February 1973 wlth the 
following remark fram Davfd Harris: 

Equitable i s  only one of Equimatics clients anel we have never' 
fntended that i t  would become a pretdcminant customer. WE? 
expect Equimati cs to grow and become an important factor i n  the 
data  services industry, and this  can only be accomplished by 
widespread recogniti an a n d  a broad customer base. We d o  expect: 
t h a t  Equimatics will be a substantial supplier of services t o  
the Equitable-that was the original purpose i n  forming the 
company--but we do not expect t h a t  our share of' Equimatics 
total business will overshadow i t s  other efforts.  

We feel that the f i r s t  year has been highly successful. We are 
ahead of our original expectati ons. The business i s  s t i l l  i n  
i t s  infancy and has many of the growing pafns of any new 
venture, But so far, so good-indeed, very much so. (87) 

In i t s  two ful l  years of operation, fiscal 19'72 and f iscal  1973 ending 
November 30, Equimatics had excel lent f f  nancial results, compared t o  the pl an 
prepared blefore i t  started. Ff gure 4-1 shows t h i s  compari son. (88)  

The most significant advantage gal ned from the Equimatics joint venture i s  
t h a t  f t established a working relationship between Infonnatics and The Equitable 
whereby both managements came to  know, respect, trust, and 1 ike eac:h other. 
This working relation!;hi p eventual ly led t o  the most sfgnificant corporate 
restructuring of Informatics when i t  was merged with Equimatics and became a 
subsidiary of The Equitable. The merger allowed Infonnatics t o  embark on a long 
term development plan which allowed i t  to  "plow back for investmentw Into 
Itself i t s  entire profits for a five-year period without having t a  pay dfvfdends 
or show a return on investment to  i t s  parent company, T h i s  growth plan enabled 
the "new Informaticsn 'to become a sizeable company earning over dl00 million in 
annual revenues by 1978, The reasons for and  detai ls  of this merger are 
dl scussed i n Secti on 4.5 be1 ow. 

Walter Bauer was ever alert t o  the need for Informatics t o  expand i nto the 
European marketplace. He became convinced that  the only practical way t o  
provide servi ces (as  di st1 ngui s h e d  from sell  ing software products) was t o  have 
as partner(s1 one or more European companies with European employees and  a 
strong presence f n  several countries (see Section 4 . 4 . 1 ) .  So he, along with 
Werner frank, studiously cultivated acquaintances with the heads of many 
companies f n Britafn a n d  on the Continent. One o f  these was a Britf s h  
consul ting f fnn, ?.A.  International Management  consultant!^ Ltd. ( P A ) ,  owned by a 
t rust  on b e h a l f  of I t s  employees. Due t o  PA1s structure a merger with 







In format ics  seemed d i f f i c u l t ,  but  the two companies i n i t i a t e d  a  r e l a t i o n s h i p  by 
j o i n i n g  hands i n 1970 t o  propose a  study o f  European communication needs t o  the  
Conference Europeane des Administ rat ions des Postes e t  des Telecommunications f n  
1971 wi th  In format ics  serv ing  as subcontractor t o  PA f o r  technical  matters. 

A formal long-range j o i n t  venture never came about, but  a  loose associat ion 
was establ ished i n  1970. PA pa id  In format ics  $70,000 f o r  t r a n s f e r  o f  technical  
know-how. Bu t  these e f f o r t s  d i d  not  lead t o  major business, although t h e  
associat ion may have helped s e l l  MARK I V  i n  England and Austra l ia .  Fred Bacon, 
who was assigned t o  England f o r  l i a i s o n  w i th  PA a lso  conducted an extensive 
survey and made many contacts on t h e  Continent. These were fo l lowed up by Bauer. 
and Werner Frank. I n  several cases serious discussions w i th  o ther  European 
companies resu l tedr  bu t  i n  t h e  end In format ics  never found t h e  so lu t i on  t o  
becoming a  major p a r t i c i p a n t  i n  t h e  European serv ices market f n Europe, u n t i l  
t h e  Professional  Services Group establ ished i t s  London o f f i c e  i n  1978. 

The cons t ruc t i on  of l a rge  nuclear power p lan ts  created t h e  neecl f o r  t he  
management o f  enormous q u a n t i t i e s  o f  information. I n  surveying the  poss ib i l  i t y  
for p rov id ing  i n fo rmat ion  serv ices t o  t h i s  industry, In format ics  In format ion  
Services (:me I n  contac t  w i t h  a h igh  l e v e l  consu l t ing  firm, Management Analysis 
Company (MAC) i n  LaJol la, Ca l i f o rn ia ,  a  subs id ia ry  o f  Bayside Holdfng 
Corporation. MAC was engaged i n  prov id ing  var ious k inds o f  management 
consu l t ing  serv ices  t o  the  nuclear power industry, i n  p a r t i c u l a r  serv ices t h a t  
involved p r o j e c t  managment w i t h  emphasis on the  sa fe ty  o f  t he  f i n a l  7y 
constructed nuclear  power p lant .  Conversations between MAC and Inform~at ics l ed 
t o  the  format ion o f  a  j o i n t  venture company, InfoDynamicsr i n  Decmber 1980. 
Informat ics owned 51 percent o f  InfoDynamics and MAC owned 49 percent. 
In format ics  pa id  i n t o  the  company 651,000 f o r  i t s  shares and loaned it S102r000, 
and MAC con t r i bu ted  propor t ionate ly .  Rlchard Lenons was chai mran o f  'the board 
o f  d i r e c t o r s  o f  InfoDynamics and Frank Wagner a lso  represented Infornnatics on 
t h e  InfoDynamics board.(89) 

The design, construct ion,  operation, and maintenance o f  a1 1  types o f  energy 
generat ing p lan ts  and 1  arge-scal e synf ue1 s  p ro jec ts  c o n s t i t u t e  ccmplex and 
cost1 y  undertakings whose successful management increasing1 y requf res t h e  
e f f e c t i v e  organizat ion, storage, and communication o f  vas t  arnsunts of 
information. InfoDynamics was formed t o  furn ish pre-packaged and custom- 
designed software, as we1 1  as system devel opment and on-sf t e  imp1 enentat1 on 
services, network servfces, data center processing support, and turnkey 
hardware/software systems t o  meet i nfonnation management requirements a r i s i n g  
during cons t ruc t i on  and operat ion o f  power generation and synfuels plants. 

It was bel ieved t h a t  In format ics  depth and breadth o f  experience i n  
implementing a  g rea t  many large-scale in format ion management p ro jec ts  and i t s  
software and turnkey system capabi l  i t i e s  woul d  make a  s i g n i f i c a n t  con-tr i  bu t ion  
t o  so l v ing  the  extensive and vexing record and data management problems 
confront ing the  energy indust ry .  It was f u r t h e r  bel ieved t h a t  MAC'S c lose 
f a m i l i a r i t y  with t h e  operat jonai,  economic, and techn ica l  aspects o f  t he  power 
generat ion indust ry  and the energy f i e l d  i n  general would assure t h a t  t he  
services and o f f e r i  ngs t o  be prov i  ded by InfoDynamics woul d  be soph is t ica ted a n d  
responsive. 



InfoDynamics was headquartered i n  Roc.kvi1l eJ Maryland, i n  the ofl'iccs of 
Informatics Information Services, A liaison office was "located in the MAC 
f a c i l i t i e s  in San Dlego. Louis H. Vovakis, Informatics vice presiden~t of 
Information Resources Management Services, was named president and CEO. Robert 
C. Traylor, previously vice president ancl a founder sf MAC, became executive 
vice president of the new company and soon succeeded Vovakis a s  president. 

fnfoDynamics had some modest i n i t i a l  success. A contract was obtained with 
the Pub1 i c  Service lCmpany of Indiana for management informatioin s y s t a ~ s  for a 
large nuclear power plant tha t  i t  had under construction. However, other' sales 
prospects proved slow to issue contracts. A s  the months went by the wisdom of 
continuing with the i ncreasingly expensive construction of many of these p l  ants 
came into question. I t  became apparent .that The new company's market was not 
going t o  be large enough t o  make i t  prof i table  i n  the foreseeable fu t t~ re .  So 
Informatic!5, i n  July 19819 sold back t o  C i t s  51 percent in te res t  i n  
InfoDynamics for its i n i t i a l  investment. 

lME MERGER OF INFORMATICS AND EQUIMATICS 

Equimatics, although smaller i n  sine, was almost a duplicate of InformaticsJ 
its noninsurance industry parent* i n  i ts  intended strategy for a l l  types of 
canputer services. The dlfference between t h e  two was tha t  Equimatics i n i t i a l l y  
was focused on the insurance industry as a specialized market and potential 
customer base whereas Informatics had never limited i t s e l f  t o  any one specif ic  
industry. By 1972 both companies offered software products* pursued custom 
services contracts* provided educatf anal s m i  nars and 7 imited consul t lng 
services, planned to participate signfficantly in t h e  data services marketplace 
and were expl orfng ways on how t o  enter i t  effectively. Both ccmpanies desired 
t o  become $100 million enterprisesr and both were thwarted I n  t h e i r  plans-- 
Informatfcr by a very low price-earnings ra t to  for  i t s  stockJ and Equimatiss by 
a big shortfal l  i n  the expected business from The Equitable. Ecluimatics 
possessed products and a data center which had the potential t o  provide 
nationwide network computer servf ces; Informatics possessed nonlinsurance 
products i n  the areas of financial ,  manufacturing and data base management, as 
well as systems implementation products--all of which could be offered through a 
timesharing network. The potential for  synergy existed. Together the hr0 
companies could make a larger enterprise w i t h  a greater promise for growth and 
the ab i l i t y  t o  reach a $100 million annual revenue rate  i n  f i ve  years. 

Werner Frank f i r s t  in i t ia ted  merger discussions regarding thc3 two ctnnpanfes. 
Frank persuaded Davld Harrisl, executive vice president of The Ecluitablct, t ha t  a 
merger of Equimatics and Informatics would a1 low the former company t o  obtain 
i ts  planned growth t o  $100 mi17 fon in annual revenues much sooner. and PI-ovi de an 
at t ract ive return on i nvestrnent to  The Equitabl e. 

Over a period of several months discussions sf the possible merger took 
place. Bauer was a t  f i r s t  total ly  disinterested. As discussions between David 
Harris and Werner Frank continuedt and as the matter was discussed internal lyr  
the fdea of developing Informatics by re-investing proff ts  ( as  a privately held 
ccmpanyf ffnally took shape.  Meanwhile, f n  sp i te  of good growth in earnings* 
the  price of informatics & s c k  continued t o  decline. Financial analysts were in 
t h e  part of the! r cycle where t h e y  were disenchanted w i t h  software ccmpanies. 



Bauer f e l t  that  the software industry would produce several sizeable companies 
in the 80's and began to  believe the Equimatics-Informatics merger was the 
surest way t o  insure that Informatics would be one of those. I t  was a rare 
opportunity, seldom avail able t o  any corporate management8 t o  be we1 1 financed 
and t o  have the right t o  plow back all profits into revenue growth8 while a t  the 
same time not having t o  answer to stockholders who wanted immediate growth in 
earnings per share and to  buyers who were unwilling t o  pay a good price for the 
stock even after  the company produced respectable earnings growth. The result 
of the discussion a n d  negotiations was that a suitable business plan was easily 
agreed upon.(90) Walter Bauer and Werner Frank were the principal authors. 

The proper price for Informatics stock was a tougher problem. The stock 
market was very depressed, a n d  prices for the shares of software companies were 
especially low. Informatics was selling in the range of 63.00 t o  $3.50 per 
share--about equal t o  the shareholder's equity of $3.25 per share. After many 
negotiations, The Equitable made i t s  (ostensibly) "best and  final" offer of' 
16.00 per share. On July 16, 1973, the Informatics Bmrd of Directors voted t o  
develop a definitive agreement for The Equitable 'to purchase Informatics a t  
$6.00 per share "for the purpose of submitting such definitive agreement to  the 
shareholders." They al l  f e l t  morally bound to  give the shareholders a (chance t o  
"bail out. " This decision was pub1 icly announced. Immediately thereafter 
several other large companies sent nfeelers,n hinting t h a t  they might top The 
Equitable offer. The most serious of these was the McDonnell Douglas Autanation 
Company, b u t  i t  never advanced a finn plan. 

B u t  some directors, notably Frank Wagner* f e l t  that the price was too low, 
and t h a t  they had reservations about recommendfng t o  the shareholders that they 
accept such a price. Wagner believed that $8.00 was a minimurn.(!31) The 
Equitable did not want Infomatics to present an offer to  the shareholders 
unless i t  had the unanimous recommendation of the board. So eventual ' ly,  la ter  
in 19738 'The Equitable increased i t s  offer to $7.00 per share. Then Informatics 
board unanimously ( incl u d i  ng Wagner 1 recommended8 and i t s  shareholders 
subsequently approved, that i t  be acquired by The Equitable and merged into 
Equfmatfcs i n  return for payment of $7.00 per share for al l  outstanding stock. 
Employee hol ders of opti ons for Informatics stock were reimbursed by generous 
cash payments tied to  agreements for continuing employment. Top misnagement 
agreed to  five year employment contracts with a deferred cmperrsation feature, 
a n d  were given the opportunity t o  buy stock in the new company. An option plan . 

was developed t o  motlvate mi dd7 e management. 

Management was enthusiastic because of the abil ity t o  in i t ia te  an extensive 
investment: program in new products and services in order to achlleve i t s  planned 
revenue and  profit objectives, and a because of the good financial 'incentive 
plan to  motivate managment. The investment program was t o  be financed through 
a 100 percent reinvestment into the company of i t s  profits for trhe f i r s t  three 
years and  a lesser percentage in years four and f ive. This "profit plowbackl' 
was to occur without the "new Informaticsv having t o  show pretax profits t o  i t s  
parent, as long a s  the company increased i t s  revenues and obtained a greater 
share of the data processing market during the investment perlod from 1974 t o  
1978.(92) The five year plan for the merged conlpany predicted 1,979 revenues of 
$76 mil lion, and  operating prof i t s  o f  48.1 mi1 1 i on. (93) 



The t e n  "operating prof i t"  had t o  be used because of t h e  form of thie merger 
which gave r i s e  t o  an unusual accounting treatment of t h e  acqu i s i t ion  c o s t s  t h a t  
The Equitable incurred f n excess of the  net  a s s e t s  t h a t  i t  acquired. These 
rmained on the "new Informaticst' balance sheet ,  I t  was d e c i d e d  t o  charge such 
c o s t s  t o  expense over f ive  years, c r e a t f n g  enormous pretax l o s s e s  f o r  
Informatics. ThIs procedure was des i rable  f o r  two reasons: 1) Equitable L i fe  
Holding Corporation (ELHoCo) would f i l e  a cons01 idated income t a x  re turn  so t h a t  
such expenses could o f f s e t  any of the  p r o f i t s  t h a t  i t  expected t o  reclord from 
other  acquis i t fons  ( f t  turned out t ha t ,  except f o r  Informatics,  there were, not 
many p ro f i t ab le  subs id fa r fes ) ;  and 2 )  the expense would be gone a f t e r  the f i v e  
year investment period, and hence not reduce earnings t h e r e a f t e r  when  t h e  
company was expected t o  go public again, However, Informatics management w~anted 
the  d i sc ip l ine  of operat ing t o  a planned p r o f i t  s o  i t  used o~perat ing p r o f i t  
p r io r  t o  s u c h  charges a s  a measure of its success. 

The l o g i s t i c s  of t h e  merger were complex. On February 28, 15174, I n f ' o n a t i c s  
was merged, i n  a "reverse cash mergerr" i n t o  a newly crea ted  subsidiar 'y of 
Equimatics Inc., ELHoCols subsidiary. The merged company then changed i t s  name 
t o  Inform~atics Inc., ( the  "new Informaticsn).  Equimatics Inc. was t h e n  
l iquidated  I n t o  ( t h e  new) Informatics Inc. After  a complex s e r i e s  of s tock 
conversions and purchases, described 1 n Section 3.6.3, the c a p i t a l  i za t ion  of t h e  
reborn I n f o m a t j c s  Inc. emerged a s  follows: ELHoCo, a wholly owned subs id iary  
of The Equftable Life Assurance Society of The United S ta tes ,  owned 198,333 
shares of 41  .M Prefer red  Stock, conver t ib le  f n to  Class B Comnon Stock, There 
was a nonconvertible $2.00 Preferred Stock, of which ELHoCo owned 66$750 shares ,  
and the management of t h e  old Equimatics Inc. owned 3,275 shares.  ELHoCo owned 
66,750 shares of Class A Common Stock and Informatics management ownc!d 39,000 
highly r e s t r i c t e d  sha res  of Class B Common Stock w h i c h  they bought f o r  165 .ClO per 
share. (94) 

This i n t r i c a t e  cap i t a l i za t ion  was designed t o  gfve ELHoCo voting contro l  of 
Informatics but  a l so  t o  gfve enormous leverage t o  t h e  owners of Class B stock,  
u n t i l  such time as  t h e  value of Informatics reached a level  t h a t  wou'ld induce 
ELHoCo t o  convert a l l  i ts  equity i n t o  Class B Common Stock. Figure 4-2 (95)  fs 
a cha r t  w h i c h  was prepared by Walter Bauer i n  1974 t o  show t h e  value of Class B 
Common Stock p lo t ted  agains t  the company value i n  mfll  f ons of dol lars .  I t  shows 
t h a t  the  shares which management bought a t  a f a f  r market value of $5.00, when 
the  canparry was valued a t  $16.8 mi l l ion ,  could t h e o r e t i c a l l y  grow i n  value t o  
$30 per share i f  the company's value grew only t o  622.08 mi1 1 ion. After  t h a t  i t  
was assumed t h a t  ELHoCo would convert i t s  preferred sha res  t o  Common Stock, and 
the r a t i o  of a common share value t o  company value would t ake  a more normal 
course. Go1 dmanr Sachs invented this s t ruc tu re ;  Walter Eauer and Thomas Taggart 
were very in f luen t i a l  i n  developing the detai  1 s. 

An i n t e r e s t i n g  s i d e l i g h t  i n  t h i s  whole process is t o  observe how Werner 
Frank, CEO of a 16 employee company (the o r fg fna l  Equimatsics) f t r s t  used 
Equitable's cap i t a l  t o  acquire US1 w f t h  59 employees and t h e n  Informatics w i t h  
approximately 1,000 employees. F i r s t  the minnow swallowed t h e  t r o u t ,  and then 
t h e  whale1 B u t  he gave u p  his  CEO position in the  process. 

After the  merger David Harr is  became chairman of t h e  board w h i c h  had  a 
majority of members designated by the  Equita,ble and Bauert Frank, Wagner, 
Wrotenbery, a n d  T a g g a A  from Informatics. The new board t h e n  e lec ted  a l l  the 







senior officers of "01 d Informaticsn as i t s  management. Bauer became president 
and CEO of the new corporation and  Werner Frank became executive vice president. 
Frank Wagner became senior vice president and Albert Kaplan was re-elected vice 
president-finance. Wilson Cooper, Richard Kaylor* Richard Lemonsr and  John 
Postley were re-elected vice presidents. Paul Wrotenbery was also elected a 
vice president of the new corporation. The old US1 organization of Equiniaticr 
Inc. in Dallas remained intact a s  the Equimatics Company of the "new 
in for ma tic^,^^ under Paul Wrotenbery. The Fai rf iel d data services division under 
J a y  Cal lanan, vice president a n d  general manager, became Informatics Data 
Servi ces Divi sion of the Computing Techno1 ogy Company under Richard Kay1 or. 
Informatics continued t o  operate just as i t  always had. MARK I V  Systems 
Ganpany,  InformatTon Sys t ems  Companyr and Western Systems Company were 
unchanged. . Same more formal ity was introduced to  sui t  Equitable's management 
style, and  certain acqulsitjon activity was inhibited until the company 1~!arnecl 
how to expedite approval by the New York State Insurance Commission.(%) 

. 4.6 SlJMMPRY AND E1r'ALUATION 

As can been seen from the previous sections of th i s  chapter, Inform8atic:s has 
been quite aggressive i n  seeking external growth. Figure 4-3 summari;tes these 
ventures. There were 32 of them in the 17 years from 1964 through 1981, an 
average of nearly two per year. The total of the in i t ia l  prices paid amaunted 
to  approx,imately $15.5 million. A s  noted in the comments under "Resu1tsrn in 
many cases the subsequent losses far exceeded the in i t ia l  price. 

The col umn enti tletj "Resul tst1 classif ies these a s  fo1 lows: 

CIa j or Success - Subsequent profits or value of contribution t o  
growth of the company signiflcan.tly exceed:; the 
in i t ia l  purchase price. 

F1i nor Success - Modest subsequent profits or contriblutlon t o  
growth of the company. 

Indifferent . - Had no significant impact on t h e ?  success of  the 
company. 

Njnor Fail ure - Subsequent losses were modest and/or 
contributions t o  company growth were not 
signi f icant. 

Flajor Failure - A disaster. Total losses were very significant; 
in most cases operation was eventuislly te;rminated. 

Applying these cr i ter ia  i s ,  in some cases, subjective; many of these 
ventures c:ould be classified in an adjacent class. Be t h a t  as i-t may, Fig. 4-3 
shows that of the 32, there were 11 successes--8 major and  3 minor. Five were 
indifferent. There were 16 failures--9 minor a n d  7 major. I t  i s  hard t o  say 
which were the greatest su'ccesses. Advanced Information Systems, T1:SCOr a n d  
Programming Methods Inc. would a l l  be worthy contenders for the top places, 
since each led t o  over $20 million i n   profit:^. Nor i s  there a n y  single 
autstandi ng f a i  1 ura. Contenders for the worst disaster woul d I ncl ude the Rucker 
Data Centers plus Datapl an r  Asystance p l  us CAS (ACCOUNTING IV) , D e c i s i o n  



Strategy Corporati on (TAPS) and Transportati  on C c m p u t i  ng Services  Corpora ti on t 
each of which l o s t  62.0 t o  $4.0 million. B u t  on balance, i t  would seem tha t ,  
-through 1982, the t o t a l  p r o f i t s  from the  successes significantly exceed t h e  
t o t a l  losses  from t h e  f a i l u r e s  by approximately 670 mi l l ion  beforts taxes,  
considerably more than t h e  t o t a l  i n i t i  a1 pr ices  of approximately 515.5 r r~i l l ion .  
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