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   Two years ago, IBM Corp. was looking for tenants to lease space at its

sprawling 825-acre campus on the Diagonal Highway in Boulder.

That was then. This is now, and IBM has managed to fill the 2.4 million

square feet with its own operations and plans to add 500 to 700 new

employees in Boulder this year to bolster its hot Integrated Systems

Solutions Corp. unit.

In addition, IBM is spending $ 34 million on a state-of-the-art

disaster-recovery site in Boulder, slated to open in October, to provide

immediate backup services to ISSC customers who need emergency services.

The Boulder ISSC operation is one of four IBM data management centers in

the U.S. and 12 worldwide. Its importance is evident in the numbers -

nearly half the 2,900 employees in Boulder work for ISSC.

Services, which include ISSC, is now IBM's second-biggest revenue center.

It grew 31 percent last year to $ 12.7 billion, with more than $ 35 billion

in new contracts in the pipeline. Hardware sales increased 10 percent, to $

35.6 billion.

According to an internal IBM report, ISSC's Technology Solutions-West unit,

which covers five sites including Boulder, racked up 150 new

systems-integration accounts in 1995. The company doesn't break out revenue

by site, but the same report said the TS-West unit expected to generate $

356.4 million in sales this year.

When IBM CEO Louis Gerstner signed on in 1993, Big Blue was listing badly.

Today, it's a reinvigorated company, thanks largely, analysts say, to

Gerstner's leadership. One of his first acts was to ax a plan to break IBM

into autonomous units.

He also trimmed the company's bloated workforce to 225,000 employees

worldwide from 301,000 in 1993. Between 1992 and 1994, IBM cut its Colorado

workforce by 40 percent and chopped its Denver office space needs by more

than half.

Now, Gerstner is eyeing the Internet and global networking, and he's

arrayed a host of IBM resources to take the company in new directions -

ISSC is the backbone he's building on.

"It's not the old IBM anymore," said Don Beck, IBM's senior executive in

Colorado. "Companies can't or don't want to manage information-technologies

infrastructures. But that's our core competency."

Information infrastructures - computer hardware and software - may be IBM's

"core competency," but it's going to be tough to keep ahead of the

cost-curve and make outsourcing pay. For ISSC and its competitors -

Electronic Data Services Corp. is No. 1 - delivering on the

multimillion-dollar contracts depends on successfully riding the technology

wave and meeting multiple benchmarks along the way.

"We can't fall down," said Beck. "These contracts have teeth - if we don't

deliver, we pay."

Tim Bourgeois, an analyst with International Data Corp., said one reason

for ISSC's success is that the company reuses old and aging equipment

"better than anyone." Plus, it has the advantage of being able to leverage

an investment in expensive hardware, using it for more than one client. And

it can draw on IBM's own research and development, which is constantly

evaluating new technologies, to keep ahead of the curve.

"They're all pieces of the savings," Bourgeois said.

It can also centralize and internalize training, which means ISSC can keep

its employees on the leading edge of skills.

"Our strength is the technology and the people who understand it, coupled

with the ability to leverage the infrastructure already in place," said

Carolyn Maher, location manager and director of enterprise services in

Boulder.

When ISSC takes on a big contract, it usually absorbs both the client's

hardware and its employees. That's a big advantage, Maher says, because

ISSC needs people who understand the industry as well as technicians who

understand the technology.

It adds up to sustainable growth of 25 percent a year, according to

Bourgeois.

Changing attitudes

Even five years ago, outsourcing was approached gingerly. Companies wanted

their own computers and the people who ran them under their eye. But with

technologies changing so rapidly, businesses going global and the skill

requirements escalating, managing information systems is just too

complicated for many companies.

The Yankee Group estimates that 20 percent of Fortune 1000 corporations now

outsource some or all of their data-management needs.

Outsourcing information technology to a specialist saves companies money -

they don't have to invest in multimillion-dollar data centers or the

employees to run them - and gives them an added edge, Bourgeois says. They

get the newest technologies, employees trained to run state-of-the-art

systems, and fail-safes and backups that most couldn't afford to maintain.

IBM has an added advantage: In an increasingly global marketplace, it

already has a worldwide network in place in more than 100 countries. (The

U.S. link of the network - a joint venture between IBM and Sears, Roebuck &

Co. called Advantis - is in Boulder, connecting ISSC operations all over

the country.)

"Customers don't care now where their data resides, they just want it

protected, efficiently managed and available to do what they want, when

they want it," Maher said.

ISSC is a relative latecomer to outsourcing - EDS has been providing

outsourcing services since the 1970s - but it already ranks second in

revenue and has added two blockbuster contracts this year.

Ameritech, one of the Baby Bells, signed 10-year, multimillion-dollar

contract with ISSC in April to consolidate its 26 data centers into five.

And the company recently announced a letter of intent with Lucent

Technologies, one of AT&T's new units, for a multimillion-dollar, 10-year

contract that will have some impact on ISSC's Boulder operations.

Most of the actual work is still done at the customer's premises. But ISSC

employees in the high-tech command center in Boulder monitor computer

networks and import some of the work of the far-flung and widely diverse

group of companies for which it has contracts.

The complications of taking over the technologies that businesses depend on

are enormous. For example, Beck said ISSC in Boulder incurred a "six-figure

fine" last year to Public Service Company of Colorado when a backup device

failed. ISSC took over PSC's operations in February 1995 under a 10-year, $

473 million contract that's expected to save the power company $ 190

million over the length of the contract.

Even so, "much of the service has been flawless," Bob Esser, PSC's manager

of information technology, said in an IBM employee report.

ISSC's difficulties integrating Southern Pacific Rail Corp.'s operations

were subjected to the glare of a page-one story last May in The Wall Street

Journal, which painted a dismal picture of mixups and glitches. Now in its

third year, the $ 415 million, multiyear contract calls for ISSC-Boulder to

manage freight-car routing, load capacity, crew scheduling and financial

operations for the railroad.

'Distorted' story

Southern Pacific's vice president of communications, R.F. Starzel, said in

a letter to the Journal that the story "distorted" its relationship with

ISSC and ignored the benefits the railroad had gained - including

"significant cost savings," as well as backup of all of its systems in the

event of an earthquake.

They'd do it again, he said.

The addition of business recovery services this fall will add a new layer -

and revenue stream - to the Boulder ISSC operation.

The guts of the operation is the network command center - a sophisticated

system of computers, data storage and telecommunications links. From here,

ISSC customers can put themselves back in business if a disaster - such as

a flood or tornado - knocks them out.

It's a niche business - valued at $ 500 million to $ 1 billion in sales

annually - but an increasingly important one, Bourgeois says.

"With public companies being held responsible for losses, and a range of

disasters making headlines (like the Oklahoma City bombing), more companies

are wising up," he says.

Although it won't add new jobs at first - about 50 employees from IBM's

Tampa, Fla., operation are expected to transfer with the unit when

construction is completed - business recovery services has the potential of

creating more, said John Thompson, IBM's senior program manager for

business recovery systems development.

For IBM, these are survival exercises. Analysts say that even though the

mainframe business has reignited over the last two years (despite

predictions of its demise), competitors won't be long in coming when they

see the kinds of profit margins IBM is raking in on its new CMOS

technology.

Big Blue will need a fallback, and ISSC may be the buffer, if it can

continue to bag big contracts and keep the customers happy.

ISSC understands. "Our business is 'skills on demand; capacity on demand,'

" said Beck.

IBM IN BOULDER

IBM's 2.4 million-square-foot facility in Boulder houses 2,900 employees in

24 buildings at its site at 63rd Street and Diagonal Highway: The seven

largest units are:

Advantis, a joint venture between IBM and Sears, Roebuck & Co., is the

networking arm of ISSC.

Government Systems works with environmental, natural resources and public

works' agencies.

Consulting Services helps businesses design, package and deliver products.

Object Technology Practice makes reusable assets, like software objects,

for IBM clients.

Printing Systems Co. makes and sells IBM's printing systems and software.

750 employees.

Software Manufacturing Solutions publishes software.

Worldwide Distribution tracks and ships IBM parts and products. About 200

employees.

Integrated Systems Solutions Corp. manages information systems for clients

inside and outside IBM. 1,200 employees.

Sales/Service for the four-state Rocky Mountain region.
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