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Purpose of the Study

The Bank of Boston has requested that INPUT prepare a business evalu-

ation of Decision Data Service, Inc. This report includes an evaluation of

the business plans as well as the current operating environment. The
purpose of the evaluation is to provide an independent third-party evalu-

ation for use by Bank of Boston and other financial institutions that are

providing financial support to Decision Data Service, Inc.

The key objectives of the evaluation are as follows:

• Determine the operating efficiency by assessing the financial results,

inventory and expense controls, accounts receivable, bad debt write-

offs, customer satisfaction trends and operating and marketing plans.

• Recommend valuations based on a review of operations, market-

comparable acquisitions, stock market valuations, and present value of

future cash flow plus residual value.
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Methodology

The methodology used for this study consisted of the following major

activities:

1. Forty-two randomly selected customers were interviewed to deter-

mine if there was any suggestion of a serious, widespread problem or

dissatisfaction among the client base. The potential for increased

revenue in terms of additional offerings or service on additional

products was also explored during these interviews. Appendix A
contains the questions used in the customer interviews.

2. Structured interviews were conducted with key service management
personnel at the Decision Data Service headquarters and with sales

and service management personnel from the Dallas regional office

and the Houston branch office. Appendix B contains the questions

used in the structured interviews. Appendix C contains the list of the

personnel interviewed.

3. Additional information was obtained from examination of key

customer service documents and from follow-up questions regarding

the information in these documents. Appendix D contains a list of

the types of information requested and reviewed.

4. Secondary research was conducted at INPUT’S business reference

library to obtain com arative information on service pricing, cus-

tomer satisfaction, stock market valuations and acquisitions.

5. The information obtained above was analyzed, concerns and oppor-

tunities were identified, and key recommendations were prepared.

Financial models were prepared to project the anticipated results of

Decision Data.Service’s current strategy, as well as one additional

case which reflects the anticipated results if INPUT recommenda-
tions are implemented.
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6. Recommended valuations were prepared based on the results of the

information gathered, as well as the various financial projections of

income, expense and cash flow.

7. A written summation of findings (contained herein) was prepared,

along with recommended valuations based on explicit factors de-

rived from the study.
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Executive Overview

The Bank of Boston contracted with INPUT to prepare a business evalu-

ation of Decision Data Service, Inc. (DDSI). This report includes the

evaluation of the business plans as well as the current operating environ-

ment. The purpose of the evaluation is to provide an independent third-

party evaluation for use by the Bank of Boston and other financial institu-

tions that are providing financial support to Decision Data Service, Inc.

The key objectives and methodology are:

1. Determine the operating efficiency by assessing the financial results,

inventory and expense controls, accounts receivable, bad debt write-

offs, customer satisfaction trends and operating and marketing plans.

2. Recommend valuations based on a review of operations, market-

comparable acquisitions, stock market valuations, and present value

of future cash flow plus residual value.

The major results of the evaluation are as follows:

INPUT has concluded that the DDSI 1990-1992 business plan as stated is

not achievable in terms of the revenue growth and profit margins pro-

jected. Listed below are the reasons that support that conclusion:

1. Customer satisfaction with service from DDSI has dropped signifi-

cantly since 1988. Only 23% of the customers are satisfied with

hardware maintenance. This is very low compared to the 62%
satisfied in INPUT’S national data base of customers of other TPMs.
It is also very low compared to the 59% satisfied in INPUT’S na-

tional data base of midrange system vendor service.
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Forty-two large and medium-sized customers were selected at

random and interviewed to determine if there was any suggestion of
a serious, widespread problem or dissatisfaction among the client
base. The major problem area identified was spare parts availability.

Response time and customer engineer skill level are also of concern
to DDSI customers.

2. There is too much focus in the field management system on margin
contribution, and not enough on customer satisfaction. The key
measurement for Region Managers, Branch Managers and Field
Service Managers is profit contribution. The focus needs to be
changed in light of the serious customer satisfaction problems.

3. The overall level of new sales is not enough to offset the rate of
contract erosion. During calendar year 1989 the erosion of revenue
amounted to $16.7 million, and new sales only amounted to $13.0
million. The new sales rate for the first quarter of calendar year
1990 (through March 15th) is significantly lower than the 1989
rates. The contract erosion is due primarily to customers replacing
older equipment with new technology.

4. The operating margins will decrease by one-half percent per year
due to the changes in the product mix. Qantel and Mohawk Data
Systems products—which have very high profit margins—are being
replaced by products with lower margins.

5. The parts repair, field manpower and parts purchase budgets will
have to be increased to increase customer satisfaction levels.

The new parts stocking model being implemented will result in
increased stocking levels at the depots and in the field locations.
INPUT believes that the levels projected in the current business
plan, though representing an increase over prior years, are still not
adequate to provide customers with the level of service that they
require.

The man/manager ratio and span of control is too high for first-line
managers. Additional first-line managers will be required to avoid
further customer satisfaction and personnel problems.

During the evaluation process, INPUT identified improvements and
changes that have the potential to improve cash flow and profitability.
These recommendations are summarized below:
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1. Improve service levels to equal or better than industry

It is very clear that DDSI must take immediate action to improve its

level of service. The hardware maintenance satisfaction level of

23% (compared to the 62% average of other third-party service

organizations) is unacceptable in today’s competitive marketplace.

The key items requiring improvement are as follows:

• Parts availability in depot and field locations

• Response time

• Skill level of engineers

2. Change the field measurement system and staffing

Measurement Changes

• Reduce the focus at the field level on margin contribution and

increase the focus on customer satisfaction, people management,

parts availability, response time, accounts receivable and physical

parts inventory variance.

Staffing Changes

• Reduce the man/manager ratio at the first-line level to a maximum
of fifteen per manager.

3. Enhance the sales and marketing activity

DDCC salesmen should be assigned responsibility and compensated

for service sales in addition to the product sales effort.

Consideration should be given to merging the service headquarters

sales and marketing staffs with the staffs of DDCC. This should

reduce the overall cost of sales per new revenue dollar.

The region managers should have greater incentives to exceed sales

quota.

4. Pricing methodology and strategy

Review and adjust prices in the following areas:

• IBM
• GSA (All products)

• POS

Raise prices overall after service levels and customer satisfaction

have been improved.
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5. Consider entering the fourth-party service business

DDSI has excellent facilities and skills to enter this market, which is

growing at about nineteen percent per year. It already performs the

same type of service in its parts repair and depot repair operations

for products serviced by DDSI.

6. Evaluate acquisition alternatives against costs of increasing revenue
through additional sales and marketing effort.

The costs and risks of each acquisition candidate should be weighed
against a current evaluation of the incremental cost of increasing

revenue through additional sales and marketing efforts.

Recommended Valuation

Introduction

Three separate approaches were examined to determine the value of
Decision Data Service, Inc.

• Comparable public companies (stock market valuation)
• Comparable acquisitions

• Discounted cash flow (DCF)

In the end, INPUT relied most heavily on the analysis provided by
discounted cash flows. As compared with the other approaches, DCF
has the following advantages:

• Uses data specific to the situation

• Allows analysis and testing of alternatives

• Does not rely on analogies or comparisons that are only partially
relevant

• Is not distorted by significant differences between the subject company
and “comparable” situations

INPUT developed two business case models which describe and project
the following cases:

• Alternative A represents INPUT’S projection of the current DDSI
business strategy. It includes the impact of implementing a new central
dispatching system and a new parts stocking methodology. The addi-
tion of eight new national sales managers is also included. It is based
on an evaluation of the current operating effectiveness and a projection
of contract erosion and new sales over the period. It does not include
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any additional acquisitions and it assumes the use of $44.2 million in

tax loss carry-forward, which results in no taxes during the period.

• Alternative B represents the implementation of INPUT’S operational

recommendations—described in Chapter VII—as a modification and

enhancement to the current DDSI business strategy. It does not include

any additional acquisitions and it assumes the use of $44.2 million in

tax loss carry-forward, which results in no taxes until 1994.

Income and cash flow projections

Exhibit A displays, for both alternatives, the revenue, net income after

tax, cash flow and discounted present value of the cash flow generated,

including the assumption that the residual value at the end of 1994 will

equal 75% of the 1994 revenue.

INPUT believes that these valuations represent a conservative estimate of

the value based on the size and growth of the U. S. customer service

market and the plans already incorporated in DDSI’s strategy.

The total U.S. customer service market was $13.1 billion in 1989, and

midrange systems account for over half of that market. The market is

expected to reach $19.2 billion in 1994, a compound growth rate of 8%.
Growth rates are expected to vary between different types of products

from a low of 5% for large systems to a high of 15% for ancillary serv-

ices.

Recommended Valuation

INPUT believes that the net cash flow projections in both alternatives are

achievable and conservative. However, since INPUT’S operational

recommendations may not be implemented, we believe that the valuation

should be established on the basis of the current DDSI business strategy

(alternative A). The recommended valuation is $103 million.

The valuations contained in this report represent INPUT’S best estimates

based upon the information available to INPUT. INPUT has relied upon

the accuracy of this information in making its evaluation and has at-

tempted to verify this information where possible and practical. How-
ever, INPUT does not warrant the accuracy of this information, and

inaccuracy of the information could affect the conclusions reached in this

report.

YB05 9



BUSINESS EVALUATION—DECISION DATA SERVICE, INC. INPUT

EXHIBIT III-A

Financial Projections Summary
Decision Data Service

Alternative

A
FY 1 989 FY 1990 FY 1991 FY 1992 FY 1993 FY 1994

Revenue 124,014 117,459 114,603 116,918 124,390 136,831

Net Income

after tax

15,699 7,038 3,228 1,084 10,299 14,012

NIAT
(Percent)

12.7 6 2.8 0.9 8.3 10.2

Cash Flow 13,908 9,498 8,217 8,240 9,734

Net Present

Value

103,017

Alternative

B
FY 1989 FY 1990 FY 1991 FY 1 992 FY 1993 FY 1 994

Revenue 124,014 117,459 117,603 129,918 143,390 162,831

Net Income

aftertax

15,699 7,038 3,638 4,202 14,833 17,313

NIAT

(Percent)

12.7 6.0 3.1 3.2 10.3 10.6

Cash Flow

Net Present

Value

118,676

13,908 9,658 9,072 10,880 11,029

Discount rate = 9.75%
Applied to cash flow and 75% of 1994 revenues

75% of 1994 revenues used as estimated selling price for valuing residual

10
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Results of Customer Interviews

Forty-two large and medium-sized customers were selected at random
and interviewed to determine if there was any suggestion of a serious,

widespread problem or dissatisfaction among the client base. A copy of

the questionnaire used in the survey is included in Appendix A of this

report. The questions were selected to provide a comparison with

INPUT’S national data base of other third-party service organizations and

also to determine customers’ plans to cancel coverage and their willing-

ness to subscribe to new services.

Appendix E contains the detailed statistical data on the responses re-

ceived. One respondent insisted on responding separately for service on

the IBM equipment, which he thought was excellent, as compared to his

Wang equipment, which he thought was less than satisfactory. This

accounts for a total of 43 responses on some items, where there were only

42 individual customers surveyed.

Demographics and Customer Loyalty

The sample consisted of customers whose monthly service revenues

ranged from $286 to $109,038. Twenty-five respondents had been

customers of DDSI for over three years and thirteen had been customers

from one to three years.

Exhibit 1 displays the type of equipment installed at these customers’

sites, tne type of equipment under DDSI contract, and the number of

existing customers who are willing to contract with DDSI for equipment

now being serviced by others. For example, 3 1 of the customers in the

sample had IBM personal computers or compatibles installed, but only

one customer had them under a DDSI contract. Six of those who did not

have them under contract were willing to seriously consider placing them

under contract with DDSI. Two of the 15 IBM system users not under

contract were willing to seriously consider DDSI service for their

systems.
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EXHIBIT IV-1

Customer Equipment and Willingness to Expand Service

Equipment

Category

Number of

Installations

Under DDSI
Contract

Would Expand
Coverage

Decision DataComp 20 20 -

IBM Systems/

Peripherals

23 8 2

IBM PC/Compatibles 31 1 6

Texas Instruments 4 1
-

Wang 12 9 -

Quantel 8 8 -

MDS (Systems, Trivex) 3 2 - -

Momentum (Hero) 1 1
-

POS (Norand,

Documentor)

1 1
1

Based on sample of 42 DDSI customers

Customers who were not willing to seriously consider placing equipment

already installed under DDSI contract were asked to provide a reason.

Exhibit 2 displays the reasons given by these customers, by type of

equipment installed.

Twelve of the respondents indicated that they planned to cancel or

reduce the amount of equipment serviced by DDSI. Eight of these were
because of Momentum, MDS, Documentor, Wang, Qantel, IBM System
34 and IBM Series 1 equipment being phased out due to new technology.

Four were planning to cancel or reduce the amount of equipment being

serviced by DDSI because of price. The equipment types involved due
to price were Qantel, DDCC, and MDS. This is interesting, since DDSI
has the exclusive right to service these products. It must mean that these

customers are moving to time-and-material service.
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EXHIBIT IV-2

Reasons Not to Expand DDSI Service Coverage

IBM Systems Installed Total

Mentions

Prefer current provider 5

Service problems/past

experience

2

Strong IBM/ only use IBM 2

Better parts availability 1

Level of service 1

Lack of confidence in DDSI 1

No authority to expand 1

Tl Products Installed
Total

Mentions

Happy with current provider 2

Better parts availability 1

from manufacturer

IBM PCs/Compatibles

Installed

Total

Mentions

Satisfied with current

provider

6

In-house service 6

Level of service 2

PCs too old/ not worth it 2

Previously cancelled DDSI 1

In-house depot service 1

Corporate decision 1

Wants one-vendor service 1

Wang Products Installed Total

Mentions

Level of service 1

Use Wang service 1

Corporate decision 1

The respondents were asked which other types of services would they

consider in addition to hardware maintenance from DDSI. Exhibit 3

provides a summary of these responses. Sixteen respondents were inter-

ested in disaster recovery service. Software support (eleven respondents)

and PC/workstation help desk (ten respondents) were next in order of

interest. These positive responses may represent an opportunity for

additional service offerings.
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EXHIBIT IV-3
Willingness to Add
Ancillary Services

Number of

Respondents

Disaster Recovery 16

Software Support 11

PC/Workstation Help Desk 10

Network Management 6

Systems Operations 1

Customer Satisfaction Levels

DDSI provides primarily hardware service for the products that it sup-

ports. INPUT has identified the major factors involved in hardware

service and has established a national data base of requirements for, and

service delivered by, third-party service organizations for each of these

factors. This data base is derived from comprehensive user interviews

and was last updated through a survey process in the summer of 1989.

Exhibit 4 displays a comparison of the results of the DDSI survey with

the national third-party maintenance sample in the areas of system

availability, response time and repair time. The national third-party

maintenance sample consisted of 184 respondents. DDSI fails to meet

the average or mean user requirements for all three factors, while the

third-party vendors referenced in INPUT’S national sample exceeded

user requirements for all three factors. The response time received by
DDSI customers, for example, is three times that reported by the national

third-party maintenance sample. One customer reported an average

response time of 120 hours. Eleven of the customers reported average

response times of 12 hours or more. This represents very significant

problem, in that DDSI competes with manufacturer service and other

third-party maintenance organizations, and the fact that these customers

are very dependent on excellent service to assure high system
availability.

INPUT determines if a customer is satisfied by comparing the service

level requirement with the service received for each respondent. If the

service received is equal to or greater than the requirement, the customer
is considered satisfied. The percent of satisfied customers for system
availability, response time and repair time is displayed in Exhibit 5.

14 YB05
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EXHIBIT IV-4

System Availability Performance Analysis

Performance Criteria

DDSI Sample TPM Average

Customer
Requirement

Service

Received

Customer
Requirement

Service

Received

System Availability 98.3 92.6 94.4 95.9

(Percent)

Response Time (Hours) 4.9 12.1 5.0 3.9

Repair Time (Hours) 4.4 5.9 7.8 6.1

DDSI rates very low compared to the national third-party sample for all

three factors.

EXHIBIT IV-5

System Availability Performance Satisfaction

Performance Criteria

System Availability

Response Time

Repair Time »

H DDSI

TPM

91

20 40 60 80 100

Percent Satisfied
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Engineer skill level, remote support, spare parts availability, and overall

hardware maintenance are other factors that are important in understand-

ing satisfaction with hardware maintenance. Exhibit 6 presents a com-
parison of these factors between the DDSI sample and the national third-

party maintenance (TPM) sample. The DDSI respondents set higher

requirements for all four items, and they perceived that they received

lower service levels on all four items than the TPM sample. DDSI’s
spare parts availability and overall hardware maintenance service level

are far below the requirements set by the DDSI sample and also far

below the TPM sample in terms of service level received.

EXHIBIT IV-6

Hardware Maintenance

Performance Criteria

DDSI Sample TPM Average

Customer
Requirement

Service

Received

Customer
Requirement

Service

Received

Engineer Skill Level 9.2 8.0 8.7 8.1

Remote Support 5.1 7.4 4.1 7.0

Spare Parts Availability 9.3 6.5 8.7 8.1

Maintenance Overall 9.4 7.6 9.0 8.5

Spare parts availability and overall hardware maintenance are also

clearly identified as problem areas in Exhibit 7. Only 23% of the DDSI
respondents are satisfied with hardware maintenance overall and only
24% are satisfied with spare parts availability. These are extremely low
satisfaction levels, compared to the average of other third-party mainte-
nance organizations. They are also very low compared to the INPUT
national sample of computer manufacturers’ service on midrange com-
puters. Computer manufacturers have a 59% satisfaction level on hard-
ware maintenance overall and a 54% satisfaction level with spare parts

availability.

In May of 1988, INPUT surveyed DDSI and Momentum customers to

determine satisfaction levels. Four of the questions were identical to the
questions used in the current survey. Exhibit 8 presents a comparison of

16 YB05
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EXHIBIT IV-7

Hardware Maintenance Satisfaction

Performance Criteria

Engineer Skill Levels

Remote Support

Spare Parts Availability

Maintenance Overall

44

58 H DDSI

TPM
23

A
62

0 20 40 60 80 100

Percent Satisfied

the results of these four questions. The mean satisfaction levels have

dropped in all four, indicating a reduction in level of service since May of

1988.

EXHIBIT IV-8

Customer Satisfaction Trends
INPUT Surveys

Performance Criteria

May 1988 February 1990

DDSI Momentum DDSI

CE Attitude 9.0 8.9 8.6

Local Service Management 8.4 8.7 7.9

Spare Parts Availability 6.6 7.7 6.5

Overall Satisfaction 8.0 8.4 7.6
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This drop in satisfaction levels is also supported by data from the DDSI
internal mail-away customer satisfaction surveys. Exhibit 9 displays the

information from these surveys for parts availability and overall satisfac-

tion with maintenance service. The 1988 results are DDSI only (i.e., no

Momentum), the 3Q1989 are Qantel only and the 4Q1989 are all but

Qantel customers.

EXHIBIT IV-9

DDSI Internal Customer Satisfaction Survey*

1988 3Q/1989 4Q/1989

Parts Availability 7.97 6.88 6.64

Overall Satisfaction 9.11 7.90 7.36

*1988 results are DDSI only (i.e., no Momentum). 3Q/1989 are Qantel

customers only; 4Q/1989 are all but Qantel customers.

Customer Suggestions for Improved Satisfaction with Service

Survey respondents were asked what service area, if any, they would like

improved or added to, in order to increase their satisfaction with service.

Exhibit 10 displays the items that were suggested two or more times.

Spare parts availability is clearly perceived as the key problem. Re-

sponse time and customer engineer skill level are next in order of

importance.

EXHIBIT IV-10
Customer Suggestions to Improve Service

Rank

Suggested

Improvements
Number of

Responses

1 Spare parts availability 14

2 Response time 6

3 Skill level of engineer 5

4 Repair time 4

5 Service personnel attitude 3

6 Software support 2
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Summary

Customer satisfaction with service from DDSI has dropped significantly

since 1988. The percent of satisfied customers is also very low compared

with INPUT’S national data base of customers of other TPMs and com-
pared to manufacturer service organizations.

The major problem area is spare parts availability. Response time and

customer engineer skill level are also of concern to DDSI customers.

Eight customers with IBM systems or IBM PCs or plug-compatible PCs
are willing to consider DDSI service on these products. Customers with

Wang and TI products installed indicated no interest in DDSI service for

those products.

Sixteen customers expressed willingness to consider DDSI for disaster

recovery service. Software support and PC/workstation help desk service

also received a high level of interest.

Twelve of the forty-two customers surveyed indicated their intention to

cancel or reduce the amount of service they receive from DDSI. Eight of

these customers were doing so because the equipment was being phased

out for new technology, and four because the maintenance prices from

DDSI were too high.
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A
Organization and

Management System

EXHIBIT V-11

Results of Records Reviews and
On-Site Interviews

As of December 31, 1989, Decision Data Service employed 1,225 people.

The number of employees in major organizational functions is presented

in Exhibit 11.

Organizational Function and Staff Size

Organizational Function Staff Size

Field Operations

(includes 648 field engineers)

833

Parts Repair 156

Logistics 90

Support Services 72

S G and A 74

Total 1,225

The 1989 year-end staffing level was reduced from a high of 1,517

people in March of 1989 as a result of two layoffs during 1989. The field

manpower was reduced by 17.2% and the nonfield manpower by 23.1%.
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Field Operations

The management system has recently been changed from a very decen-

tralized system to a system that is more centralized. The number of

regions and branches was reduced significantly, with first-line Field

Service Managers in major cities reporting directly to the Director of

Regional Service. Some of these Field Service Managers have twenty to

thirty people reporting directly to them, which creates a high risk that

communications with field engineers and customers will not be adequate

and that customer satisfaction and personnel problems will result.

Responsibility for parts logistics and accounts receivable was also re-

cently moved from the branch locations to the regional offices. Sales

responsibility was moved to the regional offices, except for eleven

smaller cities where the branch manager is directly responsible for sales

as well as managing the field engineers in that branch office. Sales

managers located in major cities report to a regional sales manager, who
reports to the Director of Regional Service.

The Director of Regional Service is measured on the following items:

• Profit Margin Contribution

• Customer Satisfaction

• Employee Satisfaction

• Sales Quota

The Field Service Manager is measured on the following items:

• Profit Margin Contribution

• Customer Satisfaction

• Employee Turnover

Interviews with the above managers revealed that margin contribution is

by far the most important measurement. No aggregate numerical meas-
urements exist for customer satisfaction and employee satisfaction and
therefore they get less attention. It is also interesting to note that ac-

counts receivable and physical inventory to book variance do not appear
as key measurements in the field organization.

Nonfield Operations

The field technical organization is supported by the parts repair, logistics

and support services organizations. The key measurements in the parts

repair and logistics organizations are parts availability at the depot level

and the percent of “dead on arrival” parts shipped to the field.

Support services consist of technical support to the field, education and
documentation, and field support. Field support is currently implement-

22 YB05



B
Personnel

C
Marketing and Sales

BUSINESS EVALUATION—DECISION DATA SERVICE, INC. INPUT

ing two major new programs. A new customer support center has been

put in place to provide an additional means of resolving problems or

questions about DDSI service. In addition, the dispatching operation,

formerly handled in each individual branch office, is being centralized at

one location at DDSI headquarters.

The field sales effort is supported at headquarters by a staff under the

Vice President of Marketing/Sales. It focuses primarily on sales admini-

stration, marketing programs, business development, market research,

and pricing.

In June of 1989, a survey was distributed to all DDSI employees to gather

their comments on what DDSI was doing well and what was not being

done well at DDSI. Ideas for improvement were solicited and employees

were asked how they felt about working for DDSI at that time.

A total of 264 employees participated in the survey and 252 responded to

the question of how they felt about working for DDSI. Only fifty-seven

percent were satisfied or very satisfied at the time of the survey. The
mergers of Momentum Service and Field Service Company into DDSI in

1988 and 1989 clearly left some unhappy people.

In addition, the layoff that occurred in March of 1989 was also fresh on

their minds. The subsequent layoff of 6% of the work force that occurred

in November of 1989 probably did not serve to improve their overall

attitude about working for DDSI.

The most negative comments were received for the following:

• Parts availability

• Poor systems/paperwork

• Poor communications

At the headquarters level, the Director of Marketing and the Director of

National Sales report to a Senior Vice President of Marketing and Sales.

The job of Senior Vice President has been open since the summer of

1989 and the two Directors are reporting directly to the President at this

time.

The Director of Marketing is responsible for marketing planning, market-

ing programs and pricing analysis. The Director of National Sales is

responsible for sales administration and for the National Sales Managers
who focus on large national accounts.
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Field sales fall under the responsibility of the field line management.

Prior to October of 1989, this responsibility was assigned to each of 50

or 60 branch managers who actually did the selling as part of their jobs.

In October of 1989, the field was reorganized by reducing the number of

regions and branch offices and by changing the responsibility for sales

by assigning 34 full-time sales managers to major cities and 8 full-time

national sales managers to focus on large national accounts. In addition,

1 1 branch managers in smaller cities were to continue their responsibility

for sales as in the past.

The quarterly quota for the new organization is stated in terms of new or

additional monthly contract revenue and is as follows:

Sales Managers $12,000

Branch Managers $9,000

National Sales Managers $15,000

This quota amounts to a total of $615,000 per quarter or $205,000 per

month based on the number of people assigned. This quota, if achieved,

equals an annual revenue increment of about $16.3 million. During

calendar year 1989, DDSI achieved an increment of about $13 million.

The new quota, therefore, represents a 25% increase over what was
achieved in calendar year 1989.

A sales lead program has also been put in place that awards non-manage-

ment employees fifty dollars if they provide a sales lead that results in an

order of over one hundred dollars per month.

DDCC salesmen who sell hardware do not receive a commission or any

other financial motivation for signing up customers for service when they

sell the hardware. DDSI regional managers receive no incentive for

exceeding their quota objectives.

The sales results under the new organization have not been good so far,

as is shown in Exhibit 12. Given the short time involved and the number
of new job assignments, it is too soon to tell if the sales staff can eventu-

ally meet their objectives. Although the new organization was an-

nounced in October, many of the people were not in their new jobs until

December.

For example, during the last quarter of calendar year 1989, the total new
contracts amounted to an increase of $500,000 per month or about 8 1%
of the new quota. If you adjust the January new revenue for the January

price increase, the new contracts for January amounted to only $50,000.

Statistics from sales administration are available through March 15,

1990. Though the picture is improved over January, there is still a major
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EXHIBIT V-12

D
Pricing and

Competition

Sales Results

Total Quota

Time Period ($) (Percent)

October-December 1989 500,000 81

January-March 15, 1990

(per sales administration)

170,000 28

January-March 15, 1990

(as reported by regions)

239,000 39

problem in terms of meeting the sales quota. The official figures re-

corded by sales administration indicate total new sales through March
15th of $170,000, which is 28% of the $615,000 quota for the quarter.

There is a mail delay in reporting the sales numbers to headquarters, and

the field sales force reports having closed $239,000 for the period. This

is still only 39% of the quarter’s quota with only two weeks of the quarter

remaining.

Recently, the title and responsibility of the regional business manager has

been changed in order to put more management focus on achieving sales

objectives. They have been relieved of billing and accounts receivable

duties and are now responsible only for sales. Their title has been

changed to regional sales manager.

Prior to 1987, third-party maintainers typically set price levels fifteen to

twenty percent below the manufacturer’s service prices and this still

allowed them to make a reasonable profit while continuing to increase

revenue each year. During the past three years, this has changed as a

result of IBM and most of the other manufacturers lowering their price

levels through various discount schemes and off -mgs. The result has

been to force third-party maintainers to lower their prices also, generating

a lot of red ink and layoffs in the process. Much more price competition

exists today than in the past, as the market has changed from a seller’s to

a buyer’s market. DDSI management reports that it is not unusual at all

today to have five or six companies proposing service to the same
prospect.
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Price, however, is no longer the key determining factor in selecting a

service vendor. Respondents to INPUT’S 1989 survey of midrange

system users rated service quality and system availability as the two most

important factors. The ratings of the various factors are shown in Exhibit

13. Price is rated ninth in order of importance. The message from this

chart is that a company must first provide high system availability and

service quality in order to seriously compete for the service business.

Given equal high levels of service, price then becomes an issue in vendor

selection.

26 YB05



BUSINESS EVALUATION—DECISION DATA SERVICE, INC. INPUT

It is important in today’s marketplace to understand not only what price

level it will take to win the business, but also what profits will result from

a given price level. Exhibit 14 displays the major characteristics of the

service marketplace occupied by DDSI.

EXHIBIT V-14

Decision Data Service Market Characteristics

Market Size and DDSI Revenues in $ Millions Per Year

Major Products Serviced

DDCC Qantel MDS IBM* Wang POS Tl

Estimated Market

Size

50.0 28.0 12.0 2,000.0 600.0 250.0 143.0

DDSI Contract

Revenue

35.5 26.8 12.0 7.2 5.1 9.2 2.9

Market Share

(Percent)

71.0 95.7 100.0 0.4 0.8 3.7 2.0

Operating Profit

(Percent)

2.9 30.4 32.7 10.1 16.0 -4.6 19.1

* IBM estimated market size for midrange and microcomputer only

DDSI has very high market share and profit margins for servicing Qantel

and MDS products because it has, for all practical purposes, the exclusive

right to service these products. Unfortunately, the service revenues from

these two product lines are declining as this old equipment is being

replaced by newer products. In the case of Qantel, the old equipment is

being replaced by products with longer warranties, some of which are

three years.

Thirty-three percent of DDSI contract revenue comes from service on

DDCC products. The margin on these contracts was only 2.9% for the

October-December 1989 period. This margin should improve in early

1990 because of a 5% to 10% price increase for these products, effective

in January of 1990.
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Point of sale (POS) is the only major product area showing a loss. Most

of this revenue comes from service on Documentor and Norand products,

many of which are being phased out by new technology.

Competition by product line is presented in Exhibit 15. There is almost

no competition for service on Qantel and MDS products. The major

pressure on price competition, which is resulting in additional

discounting, is in the Wang and TI product line areas.

EXHIBIT V-15

Decision Data Service Competition by Product Line

Major Products Serviced

DDCC Qantel MDS IBM Wang POS TI

Computer Companies
- IBM X X
- National Computer X
- NCR X
- Wang X
-TI X

TPMs & VARs
- DPE X
- Econocom X
- GE Sen/ice X
- Intelogic Trace X X
- Local/Regional TPM X X X X X
- Servcom X X
- Sorbus X X X
- TRW Service X
- VARs X
- XL Datacomp X

Price book comparisons between IBM, Wang and TI and the major third-

party service organizations were provided by DDSI and are presented in

Exhibit 16. The DDSI discount rates are objectives, and individual

product service prices may vary.
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EXHIBIT V-16
Price Book Comparisons

Vendor Discount from Vendor
(Percent)

IBM 3X Service Vendors

DDSI 21

DP Enterprises 30

Sorbus 10

TRW 22

XL Data Comp 40

Wang Service Vendors

DDSI 20

Servcom 20

Sorbus 20

Telos 35

Centinal (regional) 30

Charlie Rogers (regional) 30

Tl Service Vendors

DDSI 35

National Computer 30

Examination of IBM and DDSI price book and GSA prices for five

sample prices revealed the following:

• DDSI GSA prices for 24-hour service coverage are higher than the

regular price book prices for 24-hour coverage.

• DDSI MYSER and Standard 24-hour prices range from 6% to 55%
below IBM’s, based on the product involved.

• IBM GSA 24-hour MRSA prices are much lower than DDSI 24-hour

GSA prices, and in some cases lower than DDSI 9-hour prices.

Based on the information above, it is clear that DDSI is not competitive

with IBM for GSA business and that a legal problem may exist in terms

of quoting GSA prices higher than the commercial marketplace. It would

also appear that DDSI should review the prices on IBM products to make
them more consistent with the overall pricing objective of 21% discount

off IBM book prices.
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E
Parts Inventory and Parts availability has been and still is a major problem area at Decision

Logistics Data Service. This issue is clearly identified in the INPUT customer

interviews, the DDSI customer surveys, and the interviews with DDSI
personnel, both at headquarters and in the field.

Exhibit 17 presents the key statistics from the two major parts depots for

the week ending- February 9, 1990. The Horsham depot is responsible

for parts for DDCC, Wang, IBM and Momentum products. The Fremont

depot is responsible for parts for Qantel and point of sale products. A
“Code A” part is an emergency order and usually means that the

customer’s machine is down or its operation severely hampered. A
“Code C” part is a regular order to replenish stock in the field or to

handle a nonemergency situation.

EXHIBIT V-17

Decision Data Service Parts Orders and Shipment Analysis

Code A Code C

Location # Line

Items

Percent

Same Day
Percent Over

6 Days
# Line

Items

Percent In

3 Days

Horsham Depot 2,025.0 76.1 32.0 1,204.0 58.0

Fremont Depot 1,198.9 60.6 30.9 437.9 13.0

The Horsham depot received 2,025 Code A orders and was able to ship

76.1% of these the same day they were received. Thirty-two percent of

the ending balance of parts not filled by the end of the day were over six

days old. The Fremont depot received 1,199 Code A orders during the

same period and was able to ship 60.6% the same day. The percent of

the ending balance over six days old was 31% at the Fremont depot.

These response times on emergency orders are unacceptable in today’s

marketplace, where customers are demanding very high availability and
where DDSI’s competition is providing much faster response times.

Apparently the record was much worse in 1989 (i.e. 55%), but clearly the

objective should be to achieve at least 95% of the Code A parts shipped

the same day from the depots.
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The volume of Code C line items is very low relative to the Code A line

items. The percent of Code C items shipped within three days is also

very low. This indicates that the field is not stocking at adequate levels

and is depending very heavily on the emergency order procedure to

secure the needed parts. This is expensive in terms of the cost of the

emergency procedure, because it requires two trips to the customer to

resolve the problem. It is also very expensive in terms of customer

satisfaction.

There are no parts availability measurements in place at the region or

branch office level. Field stocking levels should normally provide 80%
to 85% availability at the branch office level. The present stocking

system is a pull system, which means the field decides how many parts to

stock. The field receives an amortization charge for the inventory they

carry and is charged for the emergency transportation of the parts. The
key measurement in the field is profit dollars, so they are motivated to

trade off amortization against transportation in order to decide what to

stock. They should be considering the cost of two trips to the customer

and customer satisfaction, but the system is not that sophisticated.

Andersen Consulting has been retained by DDSI and is developing a plan

for July 1990 implementation to let the system determine the stocking

levels based on parts cost, use, product population, transportation and

failure rate. This should improve the parts availability levels in the field.

At the end of January 1990, the repairable parts gross inventory was

$69,904,900 and the net inventory was $36,049,233. These parts are

amortized over five years and approximately half of the parts are from the

Momentum merger. These parts are 4/5ths amortized. The remaining

parts are about 2/5ths amortized. As of February 21, 1990, 57% of the

parts were in working order and 43% were awaiting repair if needed. The
net valuation of the inventory appears reasonable.

The consumable parts gross inventory at the end of January 1990 was

$8,907,170 and the net inventory was $8,240,675.

It is not clear what the exact impact will be in terms of overall stocking

levels as a result of implementing the Andersen Consulting recommenda-
tions. It is clear, however, that more parts are needed in the field and also

at the depots to meet the marketplace requirements. Since DDSI has not

moved into a significant number of new product areas it may be possible

to repair a higher percentage of existing inventory and keep new pur-

chases at a reasonable level.
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F
Legal Actions Pending There are three legal actions pending involving DDSI:

• Farruggio’s Express Trucking Company filed a suit in February 1989

over a system malfunction allegedly caused by improper installation of

a memory upgrade. It claims damages of $100,000.

• DDSI has filed an action in Minnesota seeking to retain approximately

$98,000 for maintenance services rendered to Computer Law Systems.

Computer Law Systems has answered the complaint and asserted a

counterclaim, stating that its refusal to pay results from the poor quality

of DDSI maintenance and that it had as a result suffered losses and lost

profits of $150,000.

• Recently, a former employee terminated from the DDSI payroll in its

October 1989 layoff has filed a charge of age discrimination against

DDSI.

G
OEM Support

Contracts

DDSI has support contracts with ten OEM vendors. A listing of these

vendors and the estimated annual revenue from these contracts based on

January 1990 actuals is listed below:

Qantel

Amaitis

Byvideo

Office Automation Systems

CIE
Advanced Matrix Technology

Informer

Magna
Qume

$26,748,000

$564,000

$492,000

$420,000

$252,000

$96,000

$84,000

$60,000

$24,000

Syntellec New Contract

These contracts are with OEM vendors who do not have their own serv-

ice organization and have contracted with DDSI to support their prod-

ucts. Normally, these contracts result in higher profit margins, since the

service organization is usually given the exclusive right to service the

product.

The Qantel contract, which is by far the largest, provides DDSI with the

exclusive right to service, in that Qantel is obligated not to provide parts

and service documentation to other service firms. The Qantel contract

expires in May 1996.

This contract obligates DDSI to pay a monthly royalty or service revenue
fee based on the average amount of revenue billed over a three-month

period. If the average monthly revenue is $2,500,000 or less, the fee is
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H
Customer Accession
and Retention Rates

8% of the amount billed. If the amount is over $2,500,000, the fee jumps

to 12% of the amount up to $2,500,000, plus additional increases for the

increments above $2,500,000. In December of 1989, the average

monthly billing was $2,345,568.

Qantel and DDSI presently have an issue which is going to arbitration,

involving the calculation of the monthly billing amount. DDSI is not

including the parts sold and used on time-and-material service and Qantel

thinks that it should. Since the monthly billing amount is very close to

the $2,500,000 level, the extra royalty payment would be about $100,000

per month for each month above $2.5 million.

In addition to the royalty payments above, DDSI is obligated to pay

Qantel a commission on new end-user customers equal to the first

month’s maintenance contract fee.

The basic monthly contract revenue activity by major product service

category is displayed in Exhibit 18, for the period from January 1989 to

January 1990. Mohawk Data Systems’ monthly revenue experienced the

largest net drop of any product category, followed by point of sale (POS)

and Qantel product categories. Some net growth for the period was

achieved in the Wang, Other, DDCC and Texas Instruments product

categories. The overall reduction in revenue per month for the period

was $723,000, and the average reduction per month was $60,300.

The new sales activity and the contract erosion is also displayed for each

product category except POS. Analysis of this data by month revealed

that the erosion impact on the yearly revenue amounted to $16,743,000;

this was partially offset by new sales of $12,968,000. This analysis did

not include the impact of the significant erosion in the POS area. The

sales activity supporting new sales is clearly not sufficient to offset the

current rate of contract erosion.

Accurate numerical data on the reasons for contract cancellation does not

exist, but interviews with personnel both at DDSI headquarters and the

field locations provided a consensus that most cancellations are due to

customers moving to a new technology product either from another

vendor, or if the same vendor, a product with a long warranty period.

Either situation results in loss of contract revenue. Other cancellations

have been due to service level problems with spare parts availability,

response time and engineer skill levels. A few cancellations are also due

to price. This is usually when the competition is from a small, independ-

ent third-party maintenance organization that has much lower overhead

costs than DDSI.
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EXHIBIT V-18

Customer Accession and Retention Rates

Monthly Base Revenue Trends Dollars in Thousands

Revenues
January 89

Overall Change in

Revenues Monthly
Revenues
January 90

Average Monthly

Change in

RevenuesNew Erosion

DDCC Equipment 2,852 762 (659) 2,955 8.6

Qantel 2,429 330 (522) 2,237 (16.0)

Mohawk Data Sys. 1,303 75 (521) 857 (37.2)

IBM 664 200 (264) 600 (5.3)

Texas Instruments 252 99 (108) 243 (0.8)

Wang 311 295 (178) 428 9.8

TRIVEX 188 12 (68) 132 (4.7)

BEEHIVE 87 14 (41) 60 (2.2)

DEC 57 18 (41) 34 (1.9)

Small Business Adm. 48 9 (1) 56 0.7

Other 431 201 (97) 535 8.7

Subtotal 8,622 2,015 (2,500) 8,137 (40.4)

POS 1,005 N/A N/A 767 (19.8)

Total Installed 9,627 8,904 (60.3)

I

DDSI Business Plan The DDSI business plan was prepared in August and September of 1989.

The actual fiscal year 1989 results and the plan for 1990 through 1992 is

presented in Exhibit 19.

The plan projects an increase in revenue and operating profit over the

period. After careful analysis, INPUT questions whether either will

occur. The erosion of the present customer base exceeded the new sales

activity by about four million dollars in calendar year 1989, and the sales

results in 1990 through March 15th have not been good. A regression

model of revenue trends by major product category being serviced was
prepared to project the revenue trends by product and for all of DDSI.
Judgement was applied to the forecast based on INPUT’S experience and
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EXHIBIT V-19

DDSI Business Plan
Income and Expense

($ Thousands)

FY
1989
Actual

FY
1990

FY
1991

FY
1992

Revenues
Base Revenues
Time & Materials

B. Repair and Parts

Hardware Sales

108,664
8,083
4,175
3,092

105,134
9,783
4,656

86

106,795
10,158
4,440

0

116,559
11,092
4,200

0

Total 124,014 119,659 121,393 131,851

Cost of Sales
Field Expenses
Amortization
Material & Repairs
Support Services
Hardware
Other Direct

CR Warranty/Inst

Reductions ???

57,892
9,553
13,796
4,674
2,494
7,036

(2,373)

53,724
12,367
16,746
5,053

85
7,381

(4,265)

52,776
14,553
16,764
5,268

0
7,008

(9,929)

52,776
16,562
16,764
5,268

0
7,008

(6,915)

Total 93,072 91,091 86,440 91,463

Gross Margin 30,942 28,568 34,953 40,388

% of Revenue 25.0 23.9 28.8 30.6

Operating Expenses
Commissions
Royalties

Marketing
General & Admin.

1,993
1,848
3,557
4,722

1,033
2,294
3,117
4,621

1,626
2,094
4,096
4,037

2,061

1,895
4,845
4,384

Total Operating Exp. 12,120 11,065 11,853 13,185

Operating Profit 18,822 17,503 23,100 27,203

% of Revenue 15.2 14.6 19.0 20.6

Amort-Intangible

l/C Markup
Amort-Goodwill

2,683
54
133

Pre-tax Income 15,952 17,503 23,100 27,203

% of Revenue 12.9

Estimated Tax 41% 0 0 0 0

Net After Tax 15,952 17,503 23,100 27,203

% of Revenue 12.9
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EXHIBIT V-20

J

Accounts Receivable

the net revenue forecast was adjusted higher than the going rate in the

areas of Mohawk Data Systems, point of sale, time-and-material and

other revenue. INPUT’S projection assumes no increase in sales produc-

tivity over the current rate, and neither projection includes any price

increases.

Exhibit 20 presents a comparison of the revenue projections in the DDSI
plan and the INPUT projection. The INPUT projection, which is based

primarily on the current rate of activity during 1989 and early 1990, does

not project the effect of certain management actions underway or

planned by DDSI. Consideration of these factors is included in the final

financial projections of Alternative A and Alternative B, contained later

in this report.

Revenue Projections versus
the DDSI Business Plan

DDSI Plan

($M)

INPUT
Projection ($M)

FY 1990 119.3 117.5

FY 1991 121.4 109.3

FY 1992 131.8 102.3

Price increases are not included in either column.

The basis for the expense reductions projected for 1990 through 1992 in

Exhibit 19 has not been defined by DDSI.

Accounts receivable information for January and February of 1990 is

shown below:

January 1990 February 1990

DSO 41.2 37.9

Percent over 90 23.6 21.7

Eight percent of the accounts receivable are from maintenance of DDCC
rental equipment, sale of spare parts to the government, and operations

that are being phased out or merged into the DDSI field operation. These
include Jones Business Systems and Field Service Company. The only
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potential problem in this group is that Jones Business Systems has 103

days’ sales outstanding, and has covered only a small portion of this with

a bad debt allowance. The total amount over 60 days is only $121,000,

however.

The trend in the days sales outstanding (DSO) for the remaining 92% is

not good. In December of 1988, the DSO was 34.0 days. The DSO
increased to 41.2 days by January of 1990.

It appears that the primary reason for this increase was lack of focus and

attention. After the merger of DDSI and Momentum, the accounts

receivable responsibility was decentralized and moved to the branch

offices. Recently the responsibility has been moved to the regions, with

strong direction and follow-up from headquarters. A fifteen-person task

force has been formed to follow up on all old accounts receivable situ-

ations. The improvements reflected in the February results above indi-

cate that this action is producing results. DDS-I’s objective is to reduce

the percent over ninety days to nine.

YB05 37



.

-

38
VB05



U.S. Customer Service

Market



r.



BUSINESS EVALUATION—DECISION DATA SERVICE. INC. INPUT

U.S. Customer Service Market

The total U. S. customer service market for hardware and ancillary

services is presented at the top of Exhibit 21. The third-party portion of

this total market is displayed at the bottom of the same exhibit.

Service revenue growth and profitability were drastically reduced in 1987

and 1988. IBM’s announcement of the Corporate Service Amendment in

1986 and the Mid-Range System amendment in 1987 resulted in its U. S.

service revenues decreasing from $4 billion in 1986 to $3.1 billion in

1988. IBM’s actions resulted in lowering the cost of ownership of IBM
products and therefore putting extreme pressure on IBM’s competitors to

lower their prices.

Third-party maintenance organizations were forced to lower their prices

or lose market share. Both occurred, and many third-party maintenance

companies were forced to lay off personnel to minimize their losses.

Many have also been put up for sale.

Competitive hardware vendors were also forced to lower their prices,

particularly on new products, in order to lower the cost of ownership of

their products. Many of the hardware vendors have moved to selective

discounting in order to slow their profit erosion.

The market began to grow again in 1989. IBM, under profit pressure,

began to raise its prices, thus providing relief to its competitors, who did

the same. While the overall U. S. computer market also experienced a

slowdown in growth during this time period, there were still many more
computers shipped than retired, thus raising the inventory of products to

be serviced. Customers also raised their demands for higher availability

during the period, indicating that availability was more important to them

than price.

During 1989, INPUT surveyed over 100 leading vendors of customer

services regarding their current service operations, including revenue
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EXHIBIT VI-21

U.S. Customer Service Market

$ Billions

Total Market CAGR
1989 1994 (Percent)

Large Systems 3.0 3.9 5
Midrange Systems 7.2 10.6 8
PCs/Workstations 2.0 3.1 9
Ancillary .9 1.7 15

To sal 13.1 19.2 8

$ Billions

Third-Party Market CAGR
1989 1994 (Percent)

Large Systems 0.1 0.1 6
Midrange Systems 1.0 1.5 8
PCs/Workstations 0.8 1.2 9
Ancillary .2 .2 8

Total 2.1 3.1 8

Note: Totals may not add due to rounding.

performance, services provided and growth rates. These vendors shared
a revenue pool that represents over 90% of the U. S. service market.
Interview results, as well as quarterly revenue information, were used to
update INPUT’S forecast of the 1989 market. INPUT also used this

information, as well as information from business periodicals and fore-
casts regarding computer shipments, to forecast future service growth
expectations.

The total U.S. customer service market was $13.1 billion in 1989, and
midrange systems account for over half the market. The market is

expected to reach $19.2 billion in 1994, a compound growth rate of 8%.
Growth rates are expected to vary between different types of products,
from a low of 5% for large systems to a high of 15% for ancillary
services.
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Midrange systems and micro/workstation service will continue to grow

somewhat faster than the rest of the service market, and each segment

will increase its share in the overall service market. Both product mar-

kets will benefit from continued product sales growth, as technological

advances improve both product performance and serviceability (as

currently reflected in IBM’s newest small system, the AS/400, which

offers excellent price/performance and advanced remote support

facilities).

The third-party maintenance segment is projected to grow at a rate of 8%
over the next five years. This is in line with the 7.4% growth between

1988 and 1989, although down significantly from the high growth rates

of the mid-1980s. Although the IBM price umbrella began to reopen

slightly in 1989, it is unlikely it will ever be as broad as it was before.
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Conclusions and
Recommendations

A
Conclusions 1. DDSI’s service level is not adequate or competitive.

Parts availability, response time and engineer skill level are the areas

requiring the most improvement.

Low service level is impacting retention rate of existing customers

and new sales of products and services.

2. There is too much focus in the field management system on margin

contribution, and not enough on customer satisfaction and people

management.

The key measurement for Region Managers, Branch Managers and

Field Service Managers is profit contribution.

3. The overall sales activity planned is not enough to offset contract

erosion; therefore, base revenue will decrease in 1990 and 1991.

The DDCC sales resource should also support service sales. This

will provide additional leverage to both groups in terms of improved

communications and new business. It is also a very cost-effective

way of achieving more sales coverage.

4. Operating margins will decrease by one-half percent per year due to

product mix change.

The Qantel and Momentum service revenues—which provide high

margins—are projected to decrease while revenues from other

sources with lower margins are projected to increase.
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5. Parts repair budgets and new parts purchase will have to be
increased in order to raise availability levels.

The new parts stocking model being implemented will result in

increased stocking levels at the depots and in the field locations.

INPUT believes that the levels projected in the current business

plan, though representing an increase over prior years, are still not

adequate to provide customers with the level of service that they

require.

Parts availability measurements are needed at the field level.

6. Accounts receivable days outstanding can be managed down.

The changes already implemented will bring the accounts receivable

days outstanding to reasonable levels.

7. Pricing levels by product need review and adjustment.

IBM has been raising the pricing umbrella. This provides an oppor-
tunity for DDSI to follow suit. Also, the price discounts are not
consistent with IBM rates for each product.

The DDSI GSA price levels in the IBM market are higher than

IBM’s prices for 24-hour coverage, and the 9-hour prices are higher
in some cases than IBM’s 24-hour prices. DDSI’s GSA prices are

also higher than the commercial prices quoted for 24-hour coverage
under the MYSER agreement.

POS price levels should be increased to a profitable level.

After service levels are improved, increased prices should follow.

8. The man/manager ratio and span of control is too high for first-line

managers.

Further customer satisfaction and personnel problems are sure to

follow.

9. DDSI has excellent skills and facilities to pursue the fourth-party
service market.

The depot/fourth-party market is growing at 19% per year. DDSI
has excellent repair center facilities and skills in Horsham, PA and
Fremont, CA.
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B
Recommendations

10. A opportunity to increase market share at profitable levels clearly

exists for DDSI.

The total U.S. service market was $13.1 million in 1989, and is

projected to grow at eight percent per year. Third-party service is

also projected to grow at eight percent per year.

Customers are willing to pay for good service.

11. DDCC needs DDSI with a competitive service capability to be a

successful product company.

12. Acquisitions may not be the best strategy.

Acquisitions involve risks in terms of customer loyalty, personnel,

and infrastructure costs that are hard to identify and quantify at the

time of purchase. Assimilation of the acquired organizations is also

a problem. DDSI’s experience with prior acquisitions certainly

supports this conclusion.

If marketing and sales expenses can be managed to 35 cents per new
contract dollar, acquisitions may not be the most attractive growth

option.

1. Improve service levels to equal or better than industry.

It is very clear that DDSI must take actions immediately to improve

its level of service. The hardware maintenance satisfaction level of

23%—compared to the 62% average of other third-party service

organizations—is unacceptable in today’s competitive marketplace.

The key items requiring improvement are as follows:

• Parts availability in depot and field locations

• Response time

• Skill level of engineers

2. Change the field measurement system and staffing.

Measurement Changes

• Reduce the focus at the field level on margin contribution and

increase the focus on customer satisfaction, people management,

parts availability, response time, accounts receivable and physical

parts inventory variance.
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Staffing Changes

• Reduce the man/manager ratio at the first-line level to a maximum
of fifteen per manager.

3. Enhance the sales and marketing activity.

DDCC salesmen should be assigned responsibility and compensated
for service sales in addition to the product sales effort.

Consideration should be given to merging the service headquarters

sales and marketing staffs with the staffs of DDCC. This should
reduce the overall cost of sales per new revenue dollar.

The region managers should have greater incentives to exceed sales

quota.

4. Pricing methodology and strategy

Review and adjust prices in the following areas:

• IBM
• GSA (all products)

• POS

Raise prices overall after service levels and customer satisfaction

have been improved.

5. Consider entering the fourth-party service business.

DDSI has excellent facilities and skills to enter this market, which is

growing at about 19% per year. It already performs the same type of
service in its parts repair and depot repair operations for products
serviced by DDSI.

6. Evaluate acquisitions alternatives against costs of increasing revenue
through additional sales and marketing effort.

The costs and risks of each acquisition candidate should be weighed
against a current evaluation of the incremental cost of increasing

revenue through additional sales and marketing efforts.
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Recommended Valuation

Introduction

Three separate approaches were examined to determine the value of

Decision Data Service, Inc.

• Comparable public companies (stock market valuation)

• Comparable acquisitions

• Discounted cash flow (DCF)

In the end, INPUT relied most heavily on the analysis provided by dis-

counted cash flows. As compared with the other approaches, DCF has

the following advantages:

• Uses data specific to the situation

• Allows analysis and testing of alternatives

• Does not rely on analogies or comparisons that are only partially

relevant

• Is not distorted by significant differences between the subject company

and “comparable” situations

In attempting to find comparable situations, there are two major

problems:

• A lack of independent public companies
• Lack of public disclosure of the terms of most acquisitions in this field
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Public Company (Stock Market) Comparisons

There are no good comparisons available. Intelogic Trace is the only
publicly traded TPM. It does not support a parent company product
marketing effort, and only 74% of its revenue is from computer
maintenance.

1989 Revenue $146,737,000

Stock Market Value $32,969,250
Long-Term Debt $118,970,000

Total Capital Value $151,939,000

Comparable Acquisitions

The great majority of the M&A transactions in this industry are small
companies being acquired by much larger public companies. Since these
acquisitions are not “material” by GAAP guidelines, there is no legal

requirement that the terms of the acquisitions be publicly reported, and
almost none are.

In its search for comparable situations, INPUT reviewed its own proprie-
tary industry files, and consulted a number of public data bases. Among
the public sources used were the DIALOG on-line information system;
the Mergers & Acquisitions Journal, and the M&A Data Base, an on-line
directory of completed mergers and acquisitions offered by ADP
Network Services.

A search of the M&A Data Base uncovered 27 acquisitions since 1985 in

which the primary business of the acquired operation was computer-
service related. Of these twenty-seven, however, only seven had pub-
licly reported acquisition values. Four of these seven were not relevant,
as they represented highly specialized service capabilities such as the
depot repair of disk drive read/write heads, or were partial-interest

portfolio acquisitions rather than operating-company acquisitions. One
of the remaining three was too old to be relevant (the original Bell
Atlantic acquisition of Sorbus in January 1985), and the remaining two
had been subsidiaries of larger companies that did not separately report
the operating results of these subsidiaries. Similar difficulties were
encountered in searches of other data sources.

The recent Sorbus purchase of the CDC third-party service is

comparable, but no information is publicly available.
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Summary

In the end, INPUT determined that comparable acquisitions was not a

fruitful approach to the valuation. Given the previously noted difficulty

of establishing comparability between IT and Decision Data Service, the

comparable public company (stock market) valuation approach was also

found to be of little value. Hence the emphasis was placed on discounted

cash flow (DCF) analysis.

Key Assumptions

Discounted Cash How Models

INPUT developed two business case models that describe and project the

following cases:

• Alternative A represents INPUT’S projection of the current DDSI
business strategy. It includes the impact of implementing a new central

dispatching system and a new-parts-stocking methodology. The addi-

tion of eight new national sales managers is also included. It is based

on an evaluation of the current operating effectiveness and a projection

of contract erosion and new sales over the period. Alternative A does

not include any additional acquisitions and it assumes the use of $44.2

million in tax loss carry-forward that results in no taxes during the

period.

• Alternative B represents the implementation of INPUT’S recommenda-
tions, which are described in Chapter VII as a modification and en-

hancement to the current DDSI business strategy. Alternative B does

not include any additional acquisitions and assumes the use of $44.2

million in tax loss carry-forward, which results in no taxes until 1994.

Income and Cash How Projections

Exhibit 22 displays—for both alternatives—the revenue, net income after

tax, cash flow, and discounted present value of the cash flow generated.

The exhibit includes the assumption that the residual value at the end of

1994 will equal seventy-five percent of the 1994 revenue.

INPUT believes that these valuations represent a conservative estimate of

the value based on the size and growth of the U. S. customer service

market and the plans already incorporated in DDSI’s strategy.
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EXHIBIT VIII-22

Financial Projections Summary
Decision Data Service

Alternative

A
FY 1989 FY 1990 FY 1991 FY 1992 FY 1993 FY 1994

Revenue 124,014 117,459 114,603 116,918 124,390 136,831

Net Income

after tax

15,699 7,038 3,228 1,084 10,299 14,012

NIAT
(Percent)

12.7 6 2.8 0.9 8.3 10.2

Cash Flow 13,908 9,498 8,217 8,240 9,734

Net Present

Value

103,017

Alternative

B
FY 1 989 FY 1990 FY 1991 FY 1992 FY 1993 FY 1994

Revenue 124,014 117,459 117,603 129,918 143,390 162,831

Net Income

aftertax

15,699 7,038 3,638 4,202 14,833 17,313

NIAT

(Percent)

12.7 6.0 3.1 3.2 10.3 10.6

Cash Flow 13,908 9,658 9,072 10,880 11,029

Net Present

Value

118,676

Discount rate = 9.75%
Applied to cash flow and 75% of 1994 revenues

75% of 1994 revenues used as estimated selling price for valuing residual
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Recommended Valuation

INPUT believes that the net cash flow projections in both alternatives are

achievable and conservative. However, since INPUT’S operational

recommendations may not be implemented, we believe that the valuation

should be established on the basis of the current DDSI business strategy

(alternative A). The recommended valuation is $103 million.

The valuations contained in this report represent INPUT’S best estimates

based upon the information available to INPUT. INPUT has relied upon

the accuracy of this information in making its evaluation and has at-

tempted to verify this information where possible and practical. How-

ever, INPUT does not guarantee the accuracy of this information, and in-

accuracy of the information could affect the conclusions reached in this

report.
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Appendix: Questions Used in the

Customer Survey

INPUT is a market research and planning company that is doing a market research study

for Decision Data Service. Your responses will be kept confidential. This will take only

ten minutes or so of your time.

(If the customer would like to know who at Decision Data Service is sponsoring the

survey, refer them to Mr. John Garen, Director, Marketing, 215-956-6787.)

1. Asa customer of Decision Data Service, I would like some information that will

describe your environment and your relationship with Decision Data Service.

a) Decision Data offers service on nine major product categories. Which of these

do you have installed?

b) Of the nine categories installed, which categories are being serviced under a

DDS maintenance agreement?
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Under
DDSI Maint. Expand

Installed Contract Coverage

(a) (b) (Qll Y/N
if No, Why?)

Decision Data Computer Corp. Y N

IBM Systems and Peripherals Y N
(34, 36, or 38)

IBM PC and PC Compatibles Y N

Texas Instruments Y N

Wang Y N

Qantel Products Y N

Mohawk Data Systems Y N
(Systems and Trivex)

Momentum System Corp. Y N
(Hero)

Point of Sale Y N
(Norand and Documentor)

2. How long have you been a DDSI customer?

Less than one year

1-3 years

More than three years

What percent system availability (“uptime”) do you require? %
What percent system availability do you actually receive? %

4. Response time being defined as the time it takes a field engineer to arrive at your site after

you place a trouble call:

A. What response time do you require? hours

B. What is the average response time you receive? hours

A.

B.

C.

3. A.

B.
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5. Repair time being defined as the average amount of time it takes to have your system
up and running after the field engineer arrives:

A. What repair time do you require? hours

B. What repair time do you receive on average? hours

6. For the following list of hardware maintenance services, would you please rate, on a

scale of 1 to 10 with 10 being highest):

First, the level of service you require.

Then, the level of service you’re actually receiving in each area.

Let’s start with (read list)

1. Required 2. Received

( 1
- 10) ( 1

- 10)

a. Hardware Engineer Skill Level

b. Hardware Remote Support

c. Spare Parts Availability

d. Hardware Maintenance Overall

7.

On a scale of 1-10 (1 = low, 10 = high), rate your satisfaction with the following:

A. CE attitude

(customer engineer, field engineer)

B. Local service management

8.

What service area, if any, would you like improved or added to, that would increase

your satisfaction with service?

9.

Do you have any plans to cancel or reduce the amount of equipment being serviced by

DDSI? If so, why?

A. System/machine being traded in or phased out
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If yes, what product is being phase out, and what product is replacing it? (Make,

model):

Old Product New Product

B. Service Problems

C. Price

D. Other

10. What other types of services would you consider in addition to hardware mainte-

nance? E.g.,:

Software Support

Disaster Recovery

Network Management
Facilities Management

(Total Systems Operations)

PC/Workstation Help Desk Support

Other

11. Would you seriously consider expanding DDSI maintenance to other products for

which they offer service? (Refer to Page 1, Q1 columns for items installed, not

currently under contract.)

Thank you very much for your assistance in helping us analyze DDSI customer attitudes.

The results will be helpful to them to analyze their customer satisfaction and business

opportunities.
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Appendix: Questions Used in

Structured Interviews

1. Please give me a overview of your organization:

How you are organized?

What geographic territory you cover?

Who are your key customers?

How many customers do you serve?

How many people are in your service organization?

How do you handle technical support?

How do you handle off-hour calls?

How do you handle software support to your users?

2. What measurements of customer satisfaction do you have and how
are you doing?

3. What measures of employee satisfaction do you have and how are

you doing?

4. How are you being measured to determine your performance on the

job? (i.e. Service Executives)

5. How do you control the security of your parts inventory and your

parts returns?

6. How well is the parts logistics system working?

7. What is the trend in service contract cancellations and what are the

reasons for these cancellations?

8. Who are your principal competitors and what are their strengths and

weaknesses?

9. How do you set prices on service contracts for hardware and soft-

ware?
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10. What is your plan for the remainder of 1990? What about 1991?

11. What are the key inhibitors of revenue growth?

12. How do your prices compare with competition? How do your

customers feel about your prices?

13. How do you handle engineering changes and software updates for

your customers? How are these programs working?

14. What has been the trend during the past two years in service

revenues and costs?

15. What is the status of your manpower versus your workload? How
do you determine this?

16. What is the attrition record in your area of responsibility?

17. „
What backlog of calls do you normally start the day with, per CSR?

18. What is the average number of calls per day per CSR?

19. What is your major concern today in the customer service area?

20. How do you identify prospective customers and how do you market

to them?

If possible, I would like to tour your facilities, including your parts center

and dispatch center.

I would like a copy of your service contract documents and copies of

various discounting or pricing options available to your customers for

service.
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Appendix: DDSI Personnel

Interviewed

1 . Howard Brister Sales Manager, Houston

2. Ray Castelhano Senior VP, Support Services

3. Jim Collier Field Service Manager, Houston

4. Tom Couch Director of National Sales

5. John Garen Director of National Marketing

6. Bill LaBold Assistant Controller, DDSI

7. Ron Malcolm Regional Director, Southwest

8. Jim May Vice President, Materials

9. Joe Scarantino Executive Vice President

10. Dick Schwoebel President and CEO, DDSI

11. Mike Stewart Controller, DDSI

12. Len Von Vital Controller, DDI

13. Dave Woodward Tax Planner
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Appendix: Types of Information

Requested and Reviewed

1. Income and expense, balance sheets, and cash flow statements for

the past two years

2. Income and expense statements by month for the past 12 months

3. Parts inventory by month for two years

4. Parts inventory variance for two years (book vs. physical)

5. Description of parts distribution network

6. Description of parts availability issues with suppliers

7. Parts inventory write-off for obsolescence for two years. Include a

description of methodology used.

8. Attrition rates (two years)

- Customers (# contracts, total value)

- Customer engineers (two years)

- Managers

9. Terms and value of each outstanding employment contract

10. Product service revenue trends/ major product for two years

1 1. Latest operating plan projections

12. Description of any existing support contracts with manufacturers

and estimated dollar value
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13. Warranty expense by product

14. Engineering change backlog

15. Software update backlog

16. Copy of service contracts

- Hardware service

- Software support

- Ancillary services

17. Summary data of recent customer satisfaction surveys

18. Copy of GSA schedule

19. Marketing materials describing offerings. Identify which offerings

are new

20. Organization charts

- Headquarters
- Regions
- Branches

21. Pricing information

- Hourly service rates and terms
- Pricing schedules

- Pricing comparisons with competitors

22. Customer lists for selecting sample for survey

23. Summary data of recent employee satisfaction surveys
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EXHIBIT E-1

System Availability

Required Received

Percent # Responding Percent # Responding

80.0 2 60.0 1

90.0 2 65.0 1

95.0 1 70.0 1

98.0 1 75.0 2

99.0 6 80.0 2

99.5 1 85.0 3

99.6 1 90.0 2

99.9 1 95.0 8

100.0 28 98.0 3

98.5 2

98.9 1

99.0 7

99.5 3

99.9 2

100.0 5

Mean System Availability Mean System Availability

Required = 98.3

Range = 80.0- 100.0

Median =100.0

Total Responding = 43*

Required = 92.6

Range = 60.0 - 100.0

Median = 98.0

Total Responding = 43*

* One respondent answered separately for his two systems,

very diverse answers
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EXHIBIT E-2

Repair Time

Required Received

Hours # Responding Hours # Responding

0.5 3 0.3 1

1.0 15 0.5 4

2.0 9 1.0 6

3.0 2 1.5 6

4.0 5 2.0 9

8.0 2 4.0 4

24.0 2 5.0 1

48.0 1 6.0 1

8.0 2

12.0 1

18.0 1

24.0 4

36.0 1

Mean Required = 4.4 hours

Range = 0.5 - 48 hours

Median = 2.0

Total Responding = 39*

Mean Received = 5.9 hours

Range = 0.3 - 36.0 hours

Median = 2.0

Total Responding = 41*

* One respondent answered separately for his two systems
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EXHIBIT E-3

Response Time

Required Received

Hours # Responding Hours # Responding

0.2 1 0.2 1

1.0 8 1.0 6

2.0 11 1.5 2

3.0 3 2.0 4

4.0 12 3.0 2

8.0 3 4.0 10

24.0 4 4.5 1

5.0 2

6.0 2

8.0 1

12.0 1

18.0 1

20.0 1

24.0 3

36.0 1

48.0 1

72.0 1

120.0 1

Mean Required = 4.9 hours

Range = 0.2 - 24.0 hours

Median = 3.0 hours

Total Responding = 42*

Mean Received =12.1 hours

Range = 0.2 - 120.0 hours

Median = 4.0 hours

Total Responding = 41*

* One respondent answered separately for his two systems
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EXHIBIT E-4
Hardware Engineer Skill Level

Required Received

Rating # Responding Rating # Responding

6.0 1 2.0 1

7.0 2 5.0 4

8.0 9 6.0 4

9.0 7 7.0 6

10.0 24 8.0 8

9.0 10

10.0 10

Mean Required = 9.2

Range = 6.0-10.0

Median = 10.0

Mean Received = 8.0

Range = 2.0-10.0

Median = 8.0

Total Responding = 43 Total Responding = 43
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EXHIBIT E-5

Hardware Remote Support

Required Received

Rating # Responding Rating # Responding

1.0 19 2.0 2

3.0 1 6.0 1

6.0 1 7.0 5

7.0 5 8.0 6

8.0 6 9.0 3

9.0 4 10.0 2

10.0 7

Mean Required = 5.0

Range = 1.0-10.0

Median = 7.0

Total Responding = 43

Mean Received = 7.4

Range = 2.0-10.0

Median = 8.0

Total Responding = 19
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EXHIBIT E-6

Spare Parts Availability

Required Received

Rating # Responding Rating # Responding

5.0 1 1.0 3

8.0 9 2.0 1

9.0 8 3.0 3
;

10.0 25 4.0 2

5.0 3

6.0 3

7.0 7

8.0 12

9.0 5

10.0 3

Mean Required = 9.3

Range = 5.0-10.0

Median = 10.0

Mean Received = 6.5

Range = 1.0-10.0

Median = 7.0

Total Responding = 43 Total Responding = 42
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EXHIBIT E-7

Hardware Maintenance Overall

Required Received

Rating # Responding Rating # Responding

7.0 2 4.0 1

8.0 3 5.0 4

9.0 14 6.0 5

10.0 24 7.0 9

8.0 8

9.0 13

10.0 3

Mean Required = 9.4

Range = 7.0-10.0

Median = 10.0

Total Responding = 43

Mean Received = 7.6

Range = 4.0-10.0

Median = 8.0

Total Responding = 43

\
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EXHIBIT E-8

EXHIBIT E-9

CE Attitude

Rating # Responding

1.0 1 :

2.0 2

6.0 2

7.0 4

8.0 3

9.0 8

10.0 22

Mean = 8.6

Range = 1.0-10.0

Median = 10.0

Total Responding = 42

Local Service Management

Rating # Responding

1.0 2

5.0 4

6.0 3

7.0 2

8.0 12

9.0 5

10.0 12

Mean = 7.9

Range = 1.0-10.0

Median = 8.0

Total Responding = 40
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EXHIBIT F-1

Alternative A with Current Adjustments
to Original DDSI Plan

Business Plan
Decision Data Service, Inc.

Income and Expense

$ Thousands

FY FY FY FY FY FY
1989

ACTUAL
1990 1991 1992 1993 1994

REVENUES
Base Revenues 108,664 104,829 101,615 102,715 108,515 119,015

Time and Material 8,083 8,152 8,938 10,378 12,050 13,991

B. Repair and Parts 4,175 4,392 4,050 3,825 3,825 3,825

Hardware Sales 3,092 86 0 0 0 0

TOTAL 124,014 117,459 114,603 116,918 124,390 136,831

COST OF SALES
Field Expenses 57,892 54,837 54,102 55,658 59,428 65,476

Amortization 9,553 12,428 14,553 16,562 9,777 11,889

Materials and Repair 13,796 16,746 18,421 18,793 19,994 21,993

Support Services 4,674 5,053 5,268 5,268 5,268 5,268

Hardware 2,494 85 0 0 0 0

Other Direct 7,036 7,400 7,400 7,400 7,400 7,400

CR Warranty/Inst

Reductions ???
(2,373) (2,253) (2,796) (3,316) (3,741) (4,219)

TOTAL 93,072 94,296 96,947 100,365 98,126 107,808

GROSS MARGIN 30,942 23,163 17,656 16,553 26,264 29,024

Percent of Revenue 25.0 19.7 15.4 14.2 21.1 21.2

OPERATING EXPENSES
Commissions 1,993 1,033 1,602 1,938 2,210 2,520

Royalties 1,848 2,294 2,303 2,179 2,062 1,951

Marketing 3,557 2,800 3,650 4,296 4,571 5,028

General and Admin. 4,722 5,000 4,200 4,384 4,450 4,550

TOTAL OPERATING
EXPENSES

12,120 11,127 11,755 12,798 13,293 14,048

OPERATING PROFIT 18,822 12,036 5,900 3,756 12,971 14,975

Percent of Revenue 15.2 10.2 5.1 3.2 10.4 10.9
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BUSINESS EVALUATION—DECISION DATA SERVICE, INC. INPUT

EXHIBIT F-2

Alternative A with Current Adjustments
to Original DDSI Plan

Business Plan
Decision Data Service, Inc.

Income and Expense

$ Thousands

FY
1989

ACTUAL

FY
1990

FY
1991

FY
1992

FY
1993

FY
1994

AMORT. INTANGIBLES 2,683 4,512 2,186 2,186 2,186 477

l/C MARKUP 54

AMORT. GOODWILL 133 486 486 486 486 486
INTEREST EXPENSE 253

PRETAX INCOME 15,699 7,038 3,228 1,084 10,299 14,012

Percent of Revenue 12.7 6.0 2.8 0.9 8.3 10.2

AVAILABLE TAX LOSS 44,200 37,162 33,934 32,851 22,552

Income 7,038 3,228 1,084 10,299 14,012

Loss Carry-Forward 44,200 37,162 33,934 32,851 22,552 8,539

ESTIMATED TAX 41% 0 0 0 0 0 0

NET AFTER TAX 15,699 7,038 3,228 1,084 10,299 14,012

Percent of Revenue 12.7 6.0 2.8 0.9 8.3 10.2
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BUSINESS EVALUATION—DECISION DATA SERVICE, INC. INPUT

EXHIBIT F-3

Alternative A with Current Adjustments
to Original DDSI Plan

Business Plan
Decision Data Service, Inc.

Balance Sheet

$ Thousands

FY
1989

ACTUAL

FY
1990

FY
1991

FY
1992

FY
1993

FY
1994

ASSETS
Cash
Accts. Receivable

Inventory

Other

23

11,633

7,095
444

20

9,788

6,900
447

20

9,550

6,750
447

20

9,743

6,750
447

20

10,366

6,750
447

20

11,403

6,750
447

Total Curr. Assets 19,195 17,155 16,767 16,960 17,583 18,620

Notes Receivable

Spare Parts

Net Property

Quantel Particip.

Intangibles

Goodwill

Other

0

35,512
5,288

1,473

9,221

5,185

853

33,983
4,745

0

7,035

4,699

0

31,533
4,700

4,849

4,213

27,533
4,700

2,663

3,727

32,683
4,700

477
3,241

38,581

4,700

0

2,755

TOTAL ASSETS 76,727 67,617 62,062 55,583 58,683 64,656

LIABILITIES

Accounts Payable

Accrued Expenses
Deferred Revenues
Reorg. Reserve
Other Liabilities

4,652

7,186

7,920

1,188

78

3,676

6,736

7,949

0

0

3,875

7,061

7,990

0

0

4,250

7,448

8,181

0

0

4,481

7,736
8,704

4,864

8,176
9,574

Total Current Liabilitie S '21,024 18,361 18,926 19,879 20,921 22,615

Intercompany Notes
Other Liabilities

25,685
579

12,210
570

2,862

570
(5,654)

570
(13,894)

570
(23,628)

570

TOTAL LIABILITIES 47,288 31,141 22,358 14,795 7,596 (444)

EQUITY
Stock

APIC
Prior Yr. Retained

Current Yr. Retain.

1

9,150
4,589

15,699

1

9,150
20,288

7,038

1

9,150
27,326

3,228

1

9,150
30,554

1,084

1

9,150
31,637
10,299

1

9,150

41,936
14,012

TOTAL EQUITY 29,439 36,477 39,705 40,788 51,087 65,100

TOTAL LIAB. & EQUITV 76,727 67,617
j

62,062 55,583 58,683 64,656

VB05 73



BUSINESS EVALUATION—DECISION DATA SERVICE. INC. INPUT

EXHIBIT F-4

Alternative A with Current Adjustments
to Original DDSI Plan

Business Plan
Decision Data Service, Inc.

Cash Flow*

$ Thousands

FY
1989

ACTUAL

FY
1990

FY
1991

FY
1992

FY
1993

FY
1994

CASH FROM OPERATIONS
lncome/(Loss) - 7,038 3,228 1,084 10,299 14,012
Amortization, Parts - 12,428 14,553 16,562 9,777 1 1 ,889

Amortization, Intangibles - 4,512 2,186 2,186 2,186 477
Amortization, Goodwill 486 486 486 486 486
Deprec. Property - 1,851 1,950 1,800 1,800 1,800

TOTAL CASH FR. OP. 0 26,315 22,403 22,118 24,548 28,665

CASH TO SUPPORT OF>

Accounts Receivable - 1,845 238 (193) (623) (1,037)

Inventory - 195 150 0 0 0
Prepaid and Other - 0 0 0 0 0
Accounts Payable - (976) 199 375 231 384
Accrued Expenses - (450) 325 387 288 440
Deferred Revenues - 29 41 191 523 871
Reorganization Res. - (1,188) 0

Liabilities Reserve - (78) 0

Change in Working Cap ital 0 (623) 953 760 419 657

Property (Add’l) Disp. - (1,113) (1,755) (1,800) (1,800) (1,800)

Spare Parts Purchase - (10,661) (12,103) (12,861) (14,927) (17,788)
Other Liabilities -

(9) 0 0 0 0

TOT. CASH TO SUPP. C)P. 0 (12,406) (12,905) (13,901) (16,308) (18,931)

Cash Flow for Year 0 13,908 9,498 8,217 8,240 9,734
|

Cumulative Cash Flow 13,908 23,406 31,623 39,864 49,597

Discount rates: 9.75% on Cash Flow 75% of 1994 Revenues (Used as estimated
selling price for valuing residual)

Net Present Value of Cash Flow $38,567
Discounted NPV of Ending Rev. $64,450
TOTAL DISCOUNTED VALUE $1 03,01

7

Price/Earnings Ratio for Tot. Disc. Val. = 12.5 x 1994 Aftertax Income (assume 1994 income fully

taxed—i.e., no loss carry-forward available)

1994 Pretax income $14,012
Hypothetical tax on 1994 income $5,745
Hypothetical 1994 aftertax income $8,267

*
( )

= Use of Funds
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BUSINESS EVALUATION—DECISION DATA SERVICE, INC. INPUT

EXHIBIT G-1

Alternative B with INPUT Recommended Changes

Business Plan

Decision Data Service, Inc.

Income and Expense

$ Thousands

FY FY FY FY FY FY
1989

ACTUAL
1990 1991 1992 1993 1994

REVENUES
‘Base Revenues 108,664 104,829 104,615 115,715 127,515 145,015

Time and Material 8,083 8,152 8,938 10,378 12,050 13,991

B. Repair and Parts 4,175 4,392 4,050 3,825 3,825 3,825

Hardware Sales 3,092 86 0 0 0 0

TOTAL 124,014 117,459 117,603 129,918 143,390 162,831

COST OF SALES
‘Field Expenses 57,892 54,837 56,554 62,708 69,293 78,658

Amortization 9,553 12,428 14,553 16,562 10,291 12,969

‘Materials and Repair 13,796 16,746 18,789 21,172 23,834 27,607

Support Services 4,674 5,053 5,268 5,268 5,268 5,268

Hardware 2,494 85 0 0 0 0

Other Direct 7,036 7,400 7,400 7,400 7,400 7,400

CR Warranty/Inst

Reductions ???
(2,373) (2,253) (2,796) (3,316) (3,741) (4,219)

TOTAL 93,072 94,296 99,768 109,793 112,346 127,684

GROSS MARGIN 30,942 23,163 17,835 20,125 31,044 35,148

Percent of Revenue 25.0 19.7 15.2 15.5 21.7 21.6

OPERATING EXPENSES
‘Commissions 1,993 1,033 1,872 2,413 2,810 3,255

Royalties 1,848 2,294 2,303 2,179 2,062 1,951

‘Marketing 3,557 2,800 3,150 4,274 4,217 4,280

General and Admin. 4,722 5,000 4,200 4,384 4,450 5,414

TOTAL OPERATING
EXPENSES

12,120 11,127 11,525 13,250 13,539 14,909

OPERATING PROFIT 18,822 12,036 6,310 6,874 17,505 20,239

Percent of Revenue 15.2 10.2 5.4 5.3 12.2 12.4

* Data changed from original plan (Alternative A)
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BUSINESS EVALUATION—DECISION DATA SERVICE, INC. INPUT

EXHIBIT G-2

Alternative B with INPUT Recommended Changes

Business Plan
Decision Data Service, Inc.

Income and Expense

$ Thousands

FY
1989

ACTUAL

FY
1990

FY
1991

FY
1992

FY
1993

FY
1994

AMORT. INTANGIBLES 2,683 4,512 2,186 2,186 2,186 477
l/C MARKUP 54
AMORT. GOODWILL 133 486 486 486 486 486
INTEREST EXPENSE 253

PRETAX INCOME 115,699 7,038 3,638 4,202 14,833 19,276

Percent of Revenue 12.7 6.0 3.1 3.2 10.3 11.8

AVAILABLE TAX LOSS 44,200 37,162 33,525 29,322 14,489

Income 7,038 3,638 4,202 14,833 19,276

Loss Carry-Forward 44,200 37,162 33,525 29,322 14,489 0

ESTIMATED TAX 41% 0 0 0 0 0 1,963

NET AFTER TAX 15,699 7,038 3,638 4,202 14,833 17,313

Percent of Revenue 12.7 6.0 3.1 3.2 10.3 10.6
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BUSINESS EVALUATION—DECISION DATA SERVICE, INC. INPUT

EXHIBIT G-3

Alternative B with INPUT Recommended Changes

Business Plan
Decision Data Service, Inc.

Balance Sheet

j > Thousands

FY
1989

ACTUAL

FY
1990

FY
1991

FY
1992

FY
1993

FY
1994

ASSETS
Cash
Accts. Receivable

Inventory

Other

23
11,633

7,095
444

20

9,788

6,900
447

20

9,800

6,750
447

20
10,827

6,750
447

20
1 1 ,949

6,750
447

20

13,569

6,750
447

Total Curr. Assets 19,195 17,155 17,017 18,043 19,166 20,786

Notes Receivable

Spare Parts

Net Property

Quantel Particip.

Intangibles

Goodwill

Other

0

35,512

5,288

1,473

9,221

5,185

853

33,983
4,745

0

7,035

4,699

0

31,533

4,700

4,849

4,213

27,533
4,700

2,663

3,727

34,449

4,700

477
3,241

42,647
4,700

0

2,755

TOTAL ASSETS 76,727 67,617 62,312 56,666 62,033 70,889

LIABILITIES

Accounts Payable

Accrued Expenses
Deferred Revenues
Reorg. Reserve
Other Liabilities

4,652

7,186

7,920

1,188

78

3,676

6,736

7,949

0

0

3,875

7,061

7,990

0

0

4,250

7,448

8,181

0

0

4,652

7,610

9,029

5,229

8,380

10,254

Total Current Liabilities 21,024 18,361 18,926 19,879 21,292 23,863

Intercompany Notes
Other Liabilities

25,685
579

12,210

570
2,702

570
(8,099)

570
(18,979)

570
(30,008)

570

TOTAL LIABILITIES 47,288 31,141 22,198 12,350 2,883 (5,575)

EQUITY
Stock

APIC
Prior Yr. Retained

Current Yr. Retain.

TOTAL EQUITY

1

9,150

4,589

15,699

29,439

1

9,150

20,288

7,038

36,477

1

9,150
27,326

3,638

40,114

1

9,150
30,963
4,202

44,317

1

9,150
35,166
14,833

59,150

1

9,150

49,999

17,313

76,463

TOTAL LIAB. & EQUITif 76,727 67,617 62,312 56,666 62,033 70,889
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BUSINESS EVALUATION—DECISION DATA SERVICE, INC. INPUT

EXHIBIT G-4

Alternative B with INPUT Recommended Changes

Business Plan
Decision Data Service, Inc.

Cash Flow*

$ Thousands

FY
1989

ACTUAL

FY
1990

FY
1991

FY
1992

FY
1993

FY
1994

CASH FROM OPERATIONS
lncome/(Loss) - 7,038 3,638 4,202 14,833 17,313
Amortization, Parts - 12,428 14,553 16,562 10,291 12,969

Amortization, Intangible: 4,512 2,186 2,186 2,186 477
Amortization, Goodwill - 486 486 486 486 486
Deprec. Property - 1,851 1,950 1,800 1,800 1,800

TOTAL CASH FR. OP. 0 26,315 22,813 25,236 29,597 33,045

CASH TO SUPPORT OP
Accounts Receivable -• 1,845 (12) (1,026) (1,123) (1,620)

Inventory - 195 150 0 0 0

Prepaid and Other - 0 0 0 0 0

Accounts Payable - (976) 199 375 402 577
Accrued Expenses - (450) 325 387 162 770
Deferred Revenues - 29 41 191 848 1,224

Reorganization Res. - (1,188) 0

Liabilities Reserve “ (78) 0

Change in Working Cap ital 0 (623) 703 (73) 290 951

Property (Add’l) Disp. - (1,113) (1,755) (1,800) (1,800) (1,800)

Spare Parts Purchase - (10,661) (12,103) (14,291) (17,207) (21,168)

Other Liabilities -
(9) 0 0 0 0

TOT. CASH TO SUPP. C>P. 0 (12,406) (13,155) (16,164) (18,717) (22,017)

Cash Flow for Year 0 13,908 9,658 9,072 10,880 11,029
Cumulative Cash Flow 13,908 23,566 32,638 43,518 54,547

Discount rates: 9.75% on Cash Flow 75% of 1994 Revenues (Used as estimated
selling price for valuing residual)

Net Present Value of Cash Flow $41 ,979

Discounted NPV of Ending Rev. $76,697
TOTAL DISCOUNTED VALUE $1 18,676

Price/Earnings Ratio for Tot Disc Val = 10.4 x 1994 1994 Aftertax Income (assume 1994 income
fully taxed—i.e., no loss carry-forward available)

1994 Pretax income $19,276
Hypothetical tax on 1994 income $7,903
Hypothetical 1994 aftertax income $11,373

*
( )

= Use of Funds
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