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Executive Summary 

EXECUTIVE SUMMARY 

The goal of this study was to analyze the changing competitive landscape in computer 
services industry and formulate recommendations on how firms in this industry can improve 
their competitive position. Furthermore, the report addresses the question: Can services firms 
that have performed well in the past thrive in the face of the Internet? To answer these 
questions, this report analysis characteristic of computer services industry, strategy of the 
seven firms and evaluates trends in various market segments. Research was conducted under 
the guidance of Prof. Allan Afuah using electronic databases in the Kresge Library and the 
Internet. 

Industry Characteristics 
• The most important characteristic of the computer services industry is the scarcity of 

skilled labor. IT professionals usually have high bargaining power and their salaries rise at 
a much faster rate than salaries of professionals in other industries. Increasing 
sophistication of rapid application development tools & fourth generation languages, 
maturity & decreasing cost of packaged software implementation can reduce the size of 
programming teams and diminish the effect of this dominant industry characteristic 

• Companies that can rapidly develop capabilities in a particular technology, devise 
methodologies and brand them in the market can create barriers to entry for their 
competitors. As the speed with which new technologies and products being introduced in 
the market continues to increase, the first mover advantage will become the dominant 
characteristic of the IT services industry 

• The key differentiating factor in the service industry is the brand of the provider. 
Companies brand their services by trade marking their processes and methodologies, 
getting certification from a software vendor, and obtaining quality certification from' 
organizations such as ISO and SEI (Software Engineering Institute). Companies that have 
high brand recognition can seek a premium for their services. 

Threats 
A major threat of computer services industry is the maturing of offshore companies. Overseas 
services providers especially in India and Philippines are becoming increasingly competitive 
in providing services that are equivalent to the level provided by US firms. Of the 
approximately 10 software companies certified for SEFs CMM Level 5, four are in India 
(Infosys, IBM Global Services India, NUT and Wipro Infotech). As high-speed 
communication channels get cheaper, companies in India and Philippines will be able to 
provide high-quality software development at lower costs than domestic firms. 

Findings 
Seven companies were analyzed for this study. These were AnswerThink, Complete Business 
Solutions, Infosys, Keane, Sapient, Scient, and USWeb/CKS. The financial performance of 
these firms was compared over a three-month period. During this period, market 
capitalization of three firms increased the most: Scient (349%), Sapient (267%) and Infosys 
(206%). A look at the strategies of these three companies reveals some similarities. 
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SUMMARY OF STRATEGIES 

The following chart gives the positioning of various competitors in the value chain. 





Computer Services Industry 
Summary of strategies various firms 

• Plan consists of the management consulting part of Keane and comprises its 
acquisition of Bricker & Associates and Amherst Consulting. 9% of the 1Q 1999 
revenues were derived from this segment 

• "Build" comprises application development and package implementation services 
focussed on CRM, data warehousing, and e-solutions. This segment contributed 28% 
of the company's revenues in the 1Q 1999 

• "Manage" consists of application outsourcing and made up 32% of 1Q 1999 
revenues. 

The company has partnered with Sterling Commerce, Cerebellum Software that will 
enable it to develop expertise in eCommerce and web-enablement products. It is 
improving its internal efficiency by installing a tool called Account4 Professional 
Services. This tool will provide its 8,500 employees real-time access to their work 
content, time and expenses. Keane is widely recognized as a fast growing company but is 
currently facing a challenge of replacing its Y2K revenues (which accounted for 35% in 
1998) with new projects. The company has forecasted zero growth in 1999. 

Sapient Corporation (SAPE) 

Sapient's core competence lies in proposal writing, costing, people and knowledge 
management. It is now focussing exclusively on eBusiness implementations and has 
developed creative, marketing and technical expertise in this area. Sapient's has a unique 
growth strategy that can be summarized as follows. 

• Fixed price and fixed time delivery. It is among the 5% of IT services firms that 
guarantee fixed price and a firm due date for every project 

• Leverage vertical industry experience and reuse code. The company focuses on six 
industry segments, financial services, government, telecommunications, 
manufacturing, energy and ebusiness. This enables it to develop its worker's business 
expertise that can be converted to best practices and marketed to new clients. It also 
allows the company to reuse code and save development time. Sapient's industry 
focus and fixed-time/fixed-price offering attract mission critical projects where it can 
command high margins 

• Focus on rapidly growing IT sectors. Sapient implemented its Intranet in late 1994 
and is perfectly positioned to take advantage of this internal expertise in the current 
eCommerce trend. Sapient conducted workshops on doing business on the Internet as 
early as 1996. 

• Develop methodologies for service. Sapient has branded its QUADD (Quality Design 
and Delivery) methodology, which it uses on every project. QUADD involves 
extensive interaction between the client and the entire team during project startup 
Clients have commented that these initial brainstorming sessions enhanced their 
learning and significantly increased the success of the project 
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Computer Services Industry 
Industry Analysis 
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Computer Services Industry 
Industry Analysis 

l i m e 
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Figure 3: Industry Life Cycle 
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Computer Services Industry Porter's Five Force Analysis 

PORTER'S FIVE FORCE ANALYSIS OF COMPUTER SERVICES INDUSTRY 
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Enterprise Resource Planning 

THE UNIVERSITY OF MICHIGAN BUSINESS SCHOOL 



ERP Outsourcing 
Rising costs of IT personnel and their decreasing availability is causing many companies 
to look for outsourcers that can install and maintain their ERP applications. A popular 
mode of outsourcing is Application Renting where service providers host the software for 
a monthly fee. More on this in section titled "Application Renting". 

Other ERP vendor trends 
• PeopleSoft recently moved into online procurement market by making an $8 million 

equity investment in Commerce One Inc. PeopleSoft plans to integrate the e-
procurement services into its PeopleSoft Business Network and will be responsible 
for selling Commerce One software into its existing customer base 

• Baan, which lost more than $150 million last year, has collaborated with IBM to 
resell DB2 to its customers. IBM will bundle Baan software into its DB2 Universal 
Database, link Baan Front Office with Lotus Notes, and implement Baan's e-
commerce applications 

ERP in vertical markets 
ERP vendors have gained significant experience in some industry segments and they are 
beginning to incorporate this learning into their applications. This is value-addition for 
the customer and reduces time and resources required for implementation. It also raises 
barriers to entry for competitors in that industry segment. Applications focussing on the 
following verticals are beginning to emerge: 
• Utilities customer care and billing 
• Telecommunications billing 
• Insurance claims processing 
• Service industry work management and billing 
• Retail merchandising 
• Governmental tax and other revenue systems 

The entry into vertical markets is gradual and usually goes through several stages. 
Gartner Group describes these stages as follows: 
• Stage 1: Marketing departments starts calling a particular industry, strategic. No 

resources are allocated for industry specific development 

• Stage 2: Vendors start customizing for specific industries, example average balance 
for customers in the banking industry 
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Computer Services Industry Supply Chain Management 

SUPPLY CHAIN MANAGEMENT 

With convergence of essential business pressures - global competition, decreased product 
life cycle, and improved communication networks, industry structure is changing rapidly. 
These pressures are motivating companies to form Strategic Supply Chain Alliances 
(SSCAs) that can substantially reduce time-to-market for their products, share risks and 
resources, realize manufacturing efficiencies, and decrease cost. Central to SSCA is 
Supply Chain Management that is becoming a focus of enterprises to realize greater 
efficiencies. 

Companies that have implemented ERP are realizing that they require additional SCM 
software worth $100,000-$200,000 to realize real business optimization. ERP users want 
their systems to schedule production, reduce lead-time and optimize order management. 
With market getting saturated in their conventional segment, ERP vendors are broadening 
their offerings with advanced planning, optimization and integrated SCM that is cheaper 
than stand-alone SCM software. ERP vendors are either partnering with SCM suppliers 
and/or developing SCM modules internally. Consequently, the SCM is likely to become 
highly competitive in the near future. 

Currently Manugistics, Numetrix, Chesapeake, i2 and Logility are the major software 
producers of SCM. The total revenue in this segment totaled $2.6 billion in 1998 and is 
expected to increase to $3.9 billion in 1999. According to AMR Research the revenue in 
1999 could be as high as $4.5 billion with Supply Chain Planning (SCP) component 
accounting for 58% and Supply Chain Execution (SCE) 42%. 

SCP handles long-term decisions (weeks to years in advance). These include supply 
chain network design; supply, demand, manufacturing, and distribution planning; 
forecasting and scheduling. 

SCE handles decisions that are made hours to weeks in advance of a job. It includes 
order, inventory, warehouse, transportation management, and international trade logistics. 

1997 1998 1999 2000 2001 2002 

Figure 9: Supply Chain Revenues ($ billions) 
Source: AMR Research 
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Computer Services Industry Application Renting 

APPLICATION RENTING OR APPS HOSTING 
An emerging trend in the computer services industry is application renting. As more and 
more companies realize that they do not have the required IT skills they are turning the 
management of their applications to outsourcers. The target segment for this market is 
small and mid-size companies. Competition is expected to be fierce with traditional 
outsourcers, system integrators, application developers and web-based application 
outsourcing service providers (ASP). Already, several companies are in this business. 
Forrester Research estimates this market size to be $6 billion by 2002 and some other 
analysts think it could as big as $20 billion by 2001. The applications that are hosted are 
usually ERP, sales-force automation, and E-Commerce. 

USInternetworking is one of the most prominent ASPs. The company was founded in 
1998 and has a market capitalization of $1 billion. It manages ERP applications from its 
four data centers. X-Collaboration, Resource Partner Inc., Synnex Information 
Technologies, and Merisel Inc are following USInternetworking's model closely. 

Another company following USInternetworking's footsteps is Corio Inc, based in 
California. Corio implements PeopleSoft's ERP and business applications and rents them 
over the Internet on a per-month user fee. Corio maintains all aspects of the 
implementation including help desk, administrative services, servers, and client software. 
All these services are provided remotely and the company's clients see only routers and 
desktop computers. 

EDS has tied with SAP to host it applications and enable customers to access the modules 
over a frame relay network. SAP and EDS already have an agreement with Sebastiani 
Vineyards Inc to provide such a service. Pricing is done on a per-user, per-month basis 
and ranges from $ 425 to $ 600, depending on the number of licenses or seats. The 
minimum contract duration is 36 months. EDS and SAP have integrated their help desk 
functions to offer customer support. While EDS hosts the applications provided by SAP, 
customers can select any certified SAP partner or consulting group for implementation 
and rollout. 

Another startup AristaSoft Corp. has collaborated with JD Edwards to offer ERP 
applications on a subscription basis to small and midsize high-tech companies. AristaSoft 
launched its application portfolio called Application Utility Service in July 1999. It 
charges between $500 and $900 per user every month and implement systems tailored to 
company's needs, host them and provide maintenance and customization. Other 
companies following the same model are iXL Inc. and IBM Global Services. Oracle 
Corp. together with Cisco Systems Inc. is planning to provide a similar service. 
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Computer Services Industry 
E-Commerce 

E-Market 
Management 

E-Commerce 
consulting 

E-Commerce 
Software 

Back-Office 
Services 

Source Gartner Group 

Figure 1 1 : E-commerce software and services. 
1997 revenues - between $2 billion and $3 billion 
2002 revenues - between $7 billion and $11 billion 
Source: Gartner Group 

Breakdown of software market 
E-commerce software can be further broken down into four segments. The predicted 
market sizes are given in figure 12. These segments are: 

• Buy-side: Software used for procurment on the net. The most popular 'buy-side' 
software is Ariba which automates all enterprise operating resources such as travel 
expenses, services and MRO (maintenance repair and operations) using its 
propnetary CIF (Catalog Interchange Format). Other popular software applications in 
this category are Commerce One, Microsoft's Site Server Commerce Edition and 
Netscape's BuyerExpert 

• Sell-side: Software used for marketing and selling products on the Internet. It usually 
consists of web authorization and control for delivering price, contract and other 
sensitive information to the partner. In addition, this software supports catalog views 
order entry multiple payment methods and interface for back-end enterprise systems' 
Popular software are IBM's Net.Commerce, Microsoft's Site Server Commerce ' 
Edition, Netscape's SellerExpert, OMI and Interworld 

• Security: Software related to 'access' and 'verification'. 
• Others 
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Computer Services Industry 
Legacy Extension 
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Computer Services Industry 
AnswerThink 

illustrates the company's strategy of expanding its offering depending on the needs of the 
market, even for a very short term. 

Expanding its global reach 
CBSI has 36 branch offices including facilities in Japan, Singapore, the United Kingdom 
Germany, Belgium, and Philippines. Increasing its geographic presence is an active part 
of CBSIs strategy. In April 1999, it acquired BPR Management in Belgium and opened 
nine new offices in US in the first half of the 1999. In June 1999, it opened a 
development center in Manila in an effort to attract some of the 17,000 English speaking 
computer science students graduating every year. The company is actively looking to 
acquire a company in India. CBSI currently employs about 4,800 people of which 3 500 
are in US. 

Acquisitions 
CBSI has been aggressive in its acquisitions. It increases its employee base, global reach 
and moves to different industry segments through these acquisitions. The company has 
made six acquisitions so far. Of these, two were in ERP and one each in SCM and e-
commerce areas. 

1. November 1997, CBSI acquired Synergy Software based in Chicago area with a 
consulting staff of 100. The deal was valued at $32 million. 

2. January 1998, CBSI acquired Costello & Associates, of Connecticut, a privately held 
company in a stock swap of $70 million. Costello employed 750 consultants and 
managed 200 accounts that generated revenue of about $70 million. Like Synergy, 
Costello also provided computer training, installation and maintenance. 

3. July 1998, CBSI acquired Claremont Technology Group Inc. of Oregon for $285 
million. Claremont provided full life-cycle IT services to vertical industry markets 
including manufacturing, communications, financial services and utilities, as well as 
the public sector, particularly in the field of benefits services. Services included IT 
strategy, project management, BPR consulting, custom software development, 
packaged software implementation, consulting and implementation for client/server 
migration. Claremont's total revenue in 1997 was $81 million. The pooling of 
interest deal was made with an exchange of shares 1 Claremont = 0.77 CBSI and was 
tax-free. 

4. December 1998, CBSI acquired privately held Sudbury River Consulting Group for 
$5 million plus potential future considerations. Sudbury was involved in ERP 
consulting and employed 38 consultants. 

5. April 1999, CBSI acquired privately held BPR Management, s.a. of Belgium for 
approximately $3.5 million in cash plus 80,626 shares of CBSI common stock BPR 
became part of CBSIs ERP, ERM and e-commerce practice in Europe. 

6. April 1999, CBSI acquired the commercial division of Impact Innovations Group 
(Impact), Atlanta, Georgia, an operating unit of Medaphis Corporation for $15 
million. Impact was a systems integration and technology consulting business 
specializing in delivery chain management and emerging-technologies including e-
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Computer Services Industry AnswerThink 

projects might be delayed and lowered its revenue expectation in 1999. Analysts 
downgraded the stock from 'strong buy' to 'buy' and the price fell $7.88 to $16.37 on 
June 1. 1999. 

Complete Business Solutions, Inc 
as of 17-Dec-1999 

50 Splits: • 

Jan98 flpr98 Jul 98 0ct98 Jan99 flpr99 Jul 99 0ct99 

History 

Rajendra Vattikuti a graduate of Wayne State University in computer Science founded 
CBSI in 1985 when he took on an unfinished project at Chrysler. Before starting out on 
his own, he worked with Chrysler in manufacturing systems and then was CIO of Eureka 
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Computer Services Industry 
AnswerThink 

10. May 1999, CBSI received a $7 million contract from CB Richard Ellis, a commercial 
real estate services company, to implement, train, and perform production support 
services for PeopleSoft's Financial and HR systems. CBSI also provided applications 
development, integration, implementation, technical, and production support services 
for Global Field Support, Help Desk, Client and Deal Tracking, and Property 
Database functions that are being implemented on Vantive Products. The duration of 
the contract was not mentioned. 

11. May 1999, CBSI was awarded a $2 million contract to automate the childcare 
functions for the Office for Children in Fairfax County, Virginia and will maintain the 
system for three years after implementation. CBSI will use its packaged solution 
called CCMS/2000 to automate payment processing, eligibility determination, 
provider management, resource and referral, and other critical functions. CCMS is 
currently installed in Florida, Alabama, Tennessee, Nevada and Kentucky. 

12. May 1999, Commonwealth of Kentucky chose CBSI as one of its Strategic Alliance 
Service (S AS) Partners. CBSI is a "Niche" partner in this alliance and will perform 
"full life cycle services" in Retirement, Human Services, and Data Warehousing 
systems 

13. May 1999, CBSI opened its second office in LA 
14. May 1999, CBSI opened an office in Milwaukee 
15. June 1999, CBSI was selected to upgrade the PeopleSoft General Ledger module for 

The United Illuminating (UI) Company of New Haven. The highly modified 
implementation of UI will be done using on and off-site consulting staff. 

16. June 1999 CBSI received a contract from Indiana State Teacher's Retirement Fund 
and the Indiana Public Employee's Retirement Fund to implement a new pension 
administration system. CBSI will implement the $13 million system in stages over a 
two-year period. Under the agreement, the state can ask CBSI to maintain the system 
for four more years for approximately $5 million. 

17. July 1999, CBSI received a contract from CCC Information Services Inc., a 
technology provider to automotive dealers, collision repair facilities, and insurance 
companies. CBSI will develop a Web-based product called Office Toolkit that will 
enable CCC clients to access its services over the Internet. CBSI will also modify two 
other products for CCC for the European market. 

Appointments 
1. February 1999, CBSI hired Joseph Benaroya, VP of Global Sales for IBM's PC 

Division as its EVP of Eastern Operations. The new EVP's salary was not disclosed. 
2. June 1999, CBSI hired Kailash C. Khanna as EVP of Technology, Solutions and 

Consulting. Khanna was the Head of Technology for SWIFT s.c. 
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Figure 20: Infosys Strategy 
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Computer Services Industry Infosvs Technologies Limited 

• InEuro - Practice devoted to help companies transition to the Euro environment. 
However, according to surveys conducted, most European companies are planning to 
do this conversion in-house. 

• Speech Solutions - An end to end business solution to speech enable call centers i.e. 
adding voice recognition to customer service centers. Again, INFY is leveraging its 
experience in developing these solutions and marketing it as a value added service. 
From information available on its web site, INFY appears to have developed 
significant capability in providing this service. 

Over the years, Infosys has concentrated on branding its solutions and getting its tools 
and processes trademarked in an effort to move up the value chain. Its Internet 
Consulting Practice and the Speech Solutions services illustrate this. 

As a percentage of revenues, Y2K revenues in the quarter ending June 30,1999 
decreased from 15.2% to 12.1%. E-commerce revenue increased from 5% to 6.4%. 
64% of company's engagements are T&M and 36% are fixed price. 

Products 
• Websetu - INFY's web enablement product. It links legacy databases on DB2 to the 

Internet. Three other toolkits are present in this suite, Dynaswift which generates 
HTML forms dynamically and PowerCGI which manages transactions on the Internet 
and Entark, a message-oriented middleware 

• INFY's flagship product is Bancs2000, a package that integrates retail and corporate 
operations of a bank. There are several add-ons available with this product 

• BankAway which allows online banking on the Internet, Intranet etc 
• BancsMart allows users to analyze data captured with other products 
• BancsConnect which enables users to connect with the bank via ATM, telephone and 

Internet 

• Treasury Solutions, are products that manage financial instruments like money 
markets 
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Computer Services Industry 

47. May 1999, Keane Federal Systems Inc, a subsidiary of Keane Inc. received the 
Information Technology Support Services (ITSS) contract from US Department of 
Justice. The multiple-award task order contract was worth $475 million 

48. May 1999, Keane received a subcontract from Lockheed Martin to maintain Gateway 
legacy applications. Gateway employees 

Partnerships 

1. May 1999, Keane partnered with Cerebellum Software that develops and markets 
application development tools that can be used to access data from almost all legacy 
databases, including ERP packages and presents them in a uniform format. 
Cerebellum is platform independent as it uses Java. 

2. June 1999, Keane collaborated with Sterling Commerce to provide a complete e-
commerce services solution including business, creative, and technical design. The 
partnership hopes to leverage Keane's consulting methodologies and Sterlings e-
commerce products COMMERCE, CONNECT, and GENTRAN. 

Acquisitions 

1. January 1998, Keane acquired Omega Systems, a privately held Pittsburgh-based 
application development firm for $6 million. Omega employed 130 professionals 
Keane exchanged 180,339 of its shares for all shares of Omega 

2. April 1998, Keane acquired GSE Erudite Software, an IT consulting company in Salt 
Lake City for $18 million. Erudite employed 175 professionals. Besides consulting 
Erudite was also involved in training, hardware and software sales. Erudite was the' 
fastest growing company in Utah for the previous five years 

3. April 1998, Keane acquired Bricker& Associates Inc., a privately held operations 
improvement firm. The 92 employee, $15 million company focused on improving 
work processes, IT and organizational design changes that increased operational 
efficiency. The acquisition was valued at $110 million and was accounted by pooling 
of interests. According to marketing literature, 'Bricker seeks to isolate the root cause 
behind business problems that encumber revenue and profit growth'. Besides moving 
up the value chain, this acquisition enabled Keane to cross-sell its application 
development services at a higher management level 

4. August 1998, Keane acquired Icom Systems Ltd., $50 million IT solution provider in 
Birmingham, England. Icom provided business consultancy, workflow imaging and 
application management to financial sector in UK. The acquisition, done through a 
pooling of interests was valued at $50 million 

5. October 1998, Keane acquired Fourth Tier Inc, a privately held company which 
provided Enterprise Relationship Management (ERM) solutions such as Siebel for 
sales, marketing, and customer service departments. Fourth Tier had revenues of $5 4 
million in the first half of 1998. The all-stock transaction was worth $26.7 million ' 

6. January 1999, Keane acquired Emergent Corporation, a privately held IT consulting 
firm specializing in data warehousing solutions. Emergent's 1998 revenues were $4 
million 
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Computer Services Industry 
Sapient Corporation 

Management commitment to the company's ebusiness focus is further illustrated by its 
decision to retool the company earlier this year. In the first quarter 1999, the company 
took billable resources off projects and trained them on Internet-based technologies. This 
caused a drop in utilization and operating margin. The earnings outlook however 
remained unaffected. 

The company is extremely selective in its recruitment. It holds Super Saturdays eight 
times a year in its offices in San Francisco, Atlanta, and Cambridge. It brings in 
engineering, business and computer science graduates and tests leadership skills, poise 
confidence and leadership skills through a series of individual and team exercises. A 
young lead developer, who portrays the image as dynamic, rewarding innovation and 
creative solutions typically gives the company presentation. Humor is supposed to be a 
way of life. The company has extremely low turnover rates, supposedly below 15%. 

QUADD Methodology 
This unique rapid application-development methodology enables SAPE to differentiate 
itself from its competitor and raise barriers to entry in the custom application-
development market. The process has four phases, each of which is priced separately. 
a. Rapid Implementation Plan (RIP) workshop, identifies client requirements and 

develops an execution strategy to meet the requirements 
b. Design workshop, highlights the proposed process requirements and needed IT 

solutions 

c. Implementation phase, solution development which could include testing or 
customization of a third party or an internally developed application 

d. Production phase, application maintenance, enhancement and support. 

The RIP phase usually involves Sapient and client team spending a week locked away at 
a Sapient office focussing exclusively on the project details. The Sapient team facilitates 
breakout groups and meetings to understand client's business and IT strategy and make 
sure that the new application truly addresses business needs. Several clients have 
mentioned that the collaborative process of RIP was a unique learning experience for 
them. 

History 

The company started when Jerry Greenberg and Stuart Moore both working with 
Cambridge Technology Partners (CTP) decided to go on their own. Jerry was 25 had 
been out of Harvard for just four years and was CTP's database guru. Stuart was a 
salesman. They decided not to give the company away for startup capital, charged 
$100,000 to their credit cards and invested $60,000 of their savings. They used $20 000 
worth of used equipment that Moore owned. Their premise was that 'customers who 
needed new software systems would pay well if they could be guaranteed a fixed price 
and a delivery date'. Sapient's first major project was developing a data capture and 
decision support system using Oracle database for Au Bon Pain whose V.P. Mark Factor 
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Sapient Corporation 

Quarterly IS ($ million) 
Revenue 
COGS 

2Q 1999 
64.2 

Gross Profit 
Gross Profit Margin 
SG&A 
Operating Income 
Operating Margin 
NI 
Diluted EPS from NI 

30.61 

1Q 1999 
57.8 

33.6 
52.3% 
21.74 
11.32 
17.6% 
7.7 
0.25 

28.3 

4Q 1998 
52.5 

29.5 
51% 
20.9 
8.6 
14.9% 
4.3 
0.14 

77.6 

3Q 1998 
41.8 

(25.1) 

(34.3) 
9.2 
17.5% 
8.4 
0.30 

0.0 
41.8 
100% 
34.0 

2Q1998 
35.4 

17.0 
18.4 
52.0% 
11.1 

7.8 
18.7% 
(4.0) 
(0-15) 

7.3 
20.6% 
5.1 

1Q 1998 
30.7 
14.7 
16.0 
52.1% 
9.8 
6.2 
20.2% 

0.18 
4.3 
0.16 

Figure 24: Sapient's Financials 

In the second quarter, the company spent 8.4% of its revenue in sales and marketing to 
brand the newly acquired Adjacency and Studio Archetype under the Sapient brand In 
the 2Q 1999, Ebusiness initiatives represented more than 70% of the revenue mix up 
from 30% in the same quarter last year. The company says that 80% to 90% of the 
projects in pipeline are Internet based. Sapient currently has 1,790 employees of which 
1,413 are billable. 
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system innovator". It wants to do everything required to take its client's business to the 
Internet. This includes formulating business strategy, IT strategy, web site development, 
infrastructure implementation and maintenance. The company is not focussing on 
technology as much as it is on strategy. In that regard, it compares to McKinsey & 
Company rather than IT system integrators. In addition to eBusiness strategy, Scient 
offers its clients industry specific knowledge and integrates the new model into its 
existing business and legacy systems. 

Scient has extensively researched ebusinesses. It has developed business plans, marketing 
models and performance metrics that are applicable to businesses operating on the 
Internet. These models are radically different from the ones that work for traditional 
businesses. Scient has developed a methodology called "the Scient Approach™" that 
guides its consultants to bring about system innovation. Scient Approach has four stages 
• Conceive - Define business results, strategy, business model, and initiatives 
• Architech - Design the business application and supporting software and 

infrastructure 
• Engineer - Develop applications 
• Extend - Evolve solution with changing environment and business needs 

Clients 
Some of Scient's high profile clients include Realtor.com, Chase Manhattan, eBay, 
PlanetRx. AIG, First Union, innoVisions, and RealSelect. 

Appointments 
The company is attracting top talent from professional service firms, Internet service 
providers, Internet design firms, and corporate information systems departments. The 
positions it is hiring include e-business strategists, architects, engineers, security experts, 
and software developers. Some of its distinguished recruits are: 

• Bob Howe's, President and CEO. Started IBM Consulting Group, and Integrion, an 
electronic banking consortium. Howe managed IBM's global banking, finance and 
securities industry, and was a member of the worldwide management council. He is 
also a member of the Board of Directors of both Development Bank of Singapore and 
Johnson Commercial, an SC Johnson company. 

• Mort Meyerson, Vice Chairman. Former chairman and CEO of Perot Systems 
• Frederick Gluck former counselor at Bechtel Group and ex-managing partner of 

Mckinsey & Co. 
• Bill Kurtz, CFO. VP of cost management at AT&T, 
• Stephen Mucchetti, COO. General manager of IBM's telecommunications and media 

group and IBM Consulting; 
• Scott Frisbie, CTO. Scott worked with IBM Consulting Group and recently designed 

Integrion, and GOLD financial specification language for a consortium of 14 largest 
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company needs to focus attention on selling its high-margin services and showing some 
profitability. 

History 
'We'll begin to think of our Web sites as our desktops'. Joe Firmage, 1996 

Four visionaries, Joseph Firmage VP of strategic planning at Novell, Toby Corey VP of 
marketing Novell's Netware products division, James Heffernan CFO at Interlink 
Computer Sciences started USWeb in December 1995. They were joined by Sheldon 
Laube also with Novell in January 1996. The founders wanted to make USWeb a chain of 
Web design firms that would make it synonymous with Internet consulting. They 
believed that "Web sites are essentially real estate lots in an unbounded territory on a 
new continent and that civilization will change in fundamental ways as the Web frontier 
is progressively settled". They predicted that the web would be the place where almost all 
transactions from voting to entertainment would take place. This was in 1995. 

The firm had a two-tiered strategy consisting of corporate USWeb at the back end and its 
franchises at the front end. Corporate USWeb was responsible for providing high-speed 
links with phone companies and other access providers, developing marketing campaign 
generating Web templates and creating content libraries. The franchisees were offering ' 
Internet and Intranet Web site development, consulting, Internet access, Web site hosting 
website marketing and education services. The franchisees paid corporate USWeb 
$50,000 signup fee and 7% of their revenues as annual royalty. The first 10 franchisee 
signed up free and the first 40 paid only $25,000. This way USWeb was able to build a 
web of Internet expertise nationwide much faster than it would have by recruiting and 
training an organization. The company specialized in midsize net sites that cost $25 000 
to $100,000 to build. Although USWeb made franchising famous, it did not pioneer'it 
Novell and USConnect had successfully used it earlier. 

By May 1996, three small Internet consultancies NetOffice Inc (6 employees) in Atlanta 
OpenNet Technologies Inc in Clearwater Fla, and PageOne Associates (100 employees)' 
in Albuquerque signed up as USWeb's franchises. Also in May 1996, USWeb partnered 
with BBN Planet and outsourced the actual hosting (hardware and software) services to 
it. BBN Planet was a national ISP hosting hundreds of web sites with over 140 business 
partnerships. BBN provided 24X7 web site performance monitoring and reporting BBN 
had earlier signed a deal with Scitor, a European ISP, and gained access to customers 
across the Atlantic. The alliance was beneficial to both companies. BBN achieved 
economies of scale with this relationship and USWeb got BBN's expertise and service. 

By July 1996, USWeb had 14 affiliates. The next month, it signed a partnership with 
Compaq and Shiva Corporation to develop standardized configuration for web servers 
and networking equipment. In October 1996, USWeb got its 30th affiliate. In December 
1996, it signed a partnership with Microsoft and press starting noting USWeb as 'one of 
nation's largest Web professional services firm'. 
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The company offers USWeb Professional Certification Program courses for professionals 
seeking Internet skill certification. Courses include Fundamentals of the Internet, Web 
Site Logistics, and Web Development Fundamentals. 

A subsidiary of the company, USWeb Learning provides vendor-neutral certification 
programs for the Internet. It focuses on Internet design, administration, applications, and 
security. The certificates awarded are Certified Web Specialist, Internet Administration 
Specialist, and Internet Security Specialist. USWeb Learning has a network of authorized 
training centers that provide training. 

Application Outsourcing Market 
In February 1999, USWeb started rolling out applications on the web. These include 
Communications Central, a suite of videoconferencing and meeting management apps, 
Presentations Central, an online presentation package, and Microsoft Exchange Services, 
a collection of customized e-mail applications based on Exchange. The company 
currently uses Frontiers OC-48 backbone to connect to its clients. Subscription price is 
around $7500 per month for 100 users. Since February, USWeb has increased its Internet 
applications to include CRM, back-office, E-commerce, communications and knowledge-
management applications on a subscription basis. 

In a report published by IDC in March 1999, the application service provider (ASP) 
market will reach $2 billion by 2003 representing 91% compound-annual-growth rate. 
The companies in this market include USinternetworking, IBM Global Services, EDS, 
USWeb, FutureLink, Oracle Online, Corio, ServiceNet, and World Technology Service. 
The report said that the market would consist of complex application environments (e.g., 
ERP), up-front consulting, customization and extension of the application, and ongoing 
technical support. 
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FINDINGS AND RECOMMENDATIONS FOR FUTURE POSITIONING 

Comparing the financial performance of the seven companies leads to several interesting 
observations. In the three month period, market capitalization of three firms increased the 
most: Scient (349%), Sapient (267%) and Infosys (206%). Refer to figure 27 for all 
details. A look at the strategies of these three companies reveals some similarities. 

Focussed: All three companies were focussed in their service offerings. Of the three 
Scient was the most focussed, providing only eBusiness and web marketing strategy. 
Sapient focuses only on financial services, government, telecommunications, 
manufacturing, energy and ebusiness. Infosys, the least focussed of the three is gradually 
moving towards eCommerce development. 

Differentiated: Infosys has differentiated itself by developing very high quality processes 
and getting certification from Software Engineering Institute as well as International 
Standards Organization. Infosys is only among ten other software companies in the world 
that have achieved Capability Maturity Model (CMM) Level 5 rating. Sapient is 
differentiated in its fixed-time, fixed-price offering, and is amongst less than 5% of 
computer services firms that give such guarantees. 

Internal capability development: Scient, Sapient and Infosys have not developed 
capabilities through acquisition or alliances, instead they have relied on training or 
selective industry recruiting to develop new skills. Scient hires the best in the industry 
and sells this "Dream Team" to its customers. Infosys hires PhD's for developing 
education material for its employees and trains its programmers continually. Of the three 
only Sapient has made acquisitions and these have been very selective, web design and 
marketing companies called Studio Archetype and Adjacency, respectively. 

A firms that does not conform with the above observations but whose market 
capitalization appreciated significantly (195%) is USWeb/CKS. This firm has made over 
40 acquisitions, and is currently in the process of merging with Whitman Hart, another 
computer services company. As USWeb/CKS's stock price is currently very volatile, an 
accurate representation of its strategy vis-a-vis its financial performance is not possible. 
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Recommendations 
According to Michael Porter, 'strategic positioning means performing different activities 
from rivals' or performing similar activities in a different way". Some of the ways 
computer services companies can differentiate themselves from their competitors are: 

Focus on verticals 
Management consulting companies have followed the "practice" model for a long time. 
By focussing on a particular segment of the market, employees gain business expertise 
and develop 'best practices' that they then use to advice their clients. Although computer 
services firms are usually not in the 'advice' business, trends in the industry are pointing 
towards vertical segmentation. ERP vendors are standardizing their applications around 
specific industries, SAP on energy, Lawson on healthcare, and PeopleSoft on retail. 
CBSI, after implementing several 'Retirement Services' projects for state governments 
has started a 'Public Retirement System Services' practice. In a market where the 
package software customization and custom software development is the biggest cost 
component, prior industry experience can enable services providers to decrease the 
deployment time and suggest ways to improve existing business processes. By marketing 
themselves as an 'industry experts', companies such as CBSI and Keane can differentiate 
themselves from their competitors and command a premium for their services. 

Brand methodologies 

Branding or trademarking their services is another excellent differentiating tool. 
Trademarking an offering brings it under copyright protection. The market perceives the 
service as a product of R&D that is superior in quality to unbranded services. Several 
companies have used this method effectively. Sapient calls it's offering the QUADD 
(Quality, Design and Delivery) methodology. Scient calls it's project implementation 
process as "the Scient Approach". AnswerThink has trademarked its knowledge 
management technology as 'Mindshare'. Companies should codify their learning from 
projects executed earlier, create templates, frameworks, documentation and other 
standards and trademark these methodologies. 

Building capabilities 
As the first mover advantages become increasingly significant in the IT industry, rapidly 
developing capability will become a source of competitive advantage for companies. 
Firms can develop capabilities by training its employees; partnering with software 
vendors and acquiring companies that enhance its capabilities. 

Training: An important characteristic of computer services industry is rapidly evolving 
technology. The most important asset in this industry is people. Firms have to 
continuously update the skills of their employees if they have to stay current with the 
latest technology. Some firms such as Tata Consultancy Services (TCS) have perfected a 
'Train the trainer" model. Under this model, employees impart training to their co-
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