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Need For Fewer Printers Colors Vendors’ Qutlooks

Next Gear Consolidation Trend

Developing glut has Xerox,
HP, Canon, IKON stressing

services and not hardware

BY KEN SPENCER BROWN
INVESTOR'S BUSINESS DAILY

For the last five years, busi-
nesses have cut down on
the number of computersin
their data centers and the

amount they spend on
them.
They’ve gotten bigger sys-

tems that can handle the
work of several smaller ma-
chines. They’ve also central-
ized their workload and in-
stalled more efficient soft-
ware.

Now they’re looking to do
the same thing with their
printers.

Industry watchers say the
hugely profitable printer
business is due for some big
changes as customers shed
excess hardware and tight-
en the supply spigot to save
money. The trend has print-
er hardware makers betting
on services and software —
notequipment and supplies
— for the next wave of
growth.

“Everyone’s looking for
cost savings,” said NPD
Group analyst Steve Baker.
“Once you’ve consolidated
your PCs, your real estate,
your employees and your
servers, printers seem like
the nextlogical step.”

Callita printing glut.

According to copier giant
Xerox*®X, companies now
use one printing output de-
vice for every 2.2 workers.

HP and rivals make a ton of devices that, like this one,

print, scan and copy. But printer makers are being forced

to shift their focus to services.

Hardware Slowdown?

Unit sales of high-end printer
hardware have begun to level off
in recent years

U.S. high-end monochrome laser
printer sales
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And IKON Office Solutions
KN executives say the cost
of printing and managing
documents can reach 15%
of companies’ total sales.

That’s why many are try-
ing to print fewer things. A
survey of more than 2,000
executives published in No-
vember found that two-

AP

thirds of big companies use
less paper than they used to.

But changing human be-
havior can be tough, espe-
cially in an era of e-mail,
Web sites and fast printers.
Though the Web was once
expected to help cut down
on paper use, workers con-
stantly print documents
they find online.

And paper and ink are just
part of the issue. Hardware,
power, equipment mainte-
nance and support can cost
abundle.

So even those who have
given up on the Holy Grail
of a paperless office are
looking for ways to use less
equipment. That means a
slowdown in sales for office
equipment makers, say
some in the industry.

Corporate cutbacks could
force more workers to
share a high-capacity print-

er rather than use lots of lit-
tle machines. Some compa-
nies could completely over-
haul their work flow.

That doesn’t necessarily
spell doom for the likes of
Hewlett-Packard"*?, Xerox
and IKON. They’re betting
on making even more with
higher-margin services.

“We’re on the cusp of a
shift,” said Michael Kohls-
dorf,who heads IKON’s ser-
vices unit. “You’re going to
see a greater mix of services
revenue and a progressively
smaller mix of revenue
from hardware.”

That change appears to be
showing up in equipment
sales.

According to Internation-
al Data Corp., sales of high-
end single-function digital
copiers fell 13% to 14.8 mil-
lion units in 2003 after fall-
ing10% the year before. An-
alog copiers fared worse,
falling 42% in 2003.

IKON launched its servic-
es unit three years ago.
Kohlsdorf says the firm has
kept quiet about it until
now because it was build-
ing up its staff and experi-
ence in the computers sys-
tems arena.

That know-how is key in
today’s office, where photo-
copying and faxing merge
with computer tasks such
as scanning and printing, he
says.

Everyone from printer
makers to copier dealers is
beefing up service offer-
ings, a shift that could pit
hardware makers against
some of their biggest distri-
bution partners.
(Continued)
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“Does it create some fric-
tion? No question,” said
Cathy Lewis, IKON’s se-
nior vice president of mar-
keting and strategy. The of-
fice equipment chain often
finds itself competing with
partners, such as HP, for ser-
vices business.

Likewise, HP’s enterprise
solutions team is betting big
on the notion that firms will
look for help to mange their
documents, including scan-
ning, printing and storage.

Office gear makers insist
they aren’t just shifting cus-
tomers’ printing costs from
hardware to services. Cus-
tomers are getting more for
their money, says Thomas

Dolan, president of Xerox’s
global services unit.

“Idon’t think there’s an ex-
ecutive I call on who would
enter into this offering if we
weren’t able to show some
significant productivity and
cost savings,” he said. “That
is the No. 1 objective out
there.”

For equipment makers, es-
pecially those with little
computer experience, the
shift will demand a broader
range of skills and savvier
marketing.

While Canon®® offers a
range of high-tech printing
devices, officials at the com-
pany concede that the firm
is still known better for its
copiers and digital cameras.

To change that, the compa-
ny has invested in software,
including a platform that
acts as a type of operating
system for printers. Think
of it as Windows for copy
machines.

Michael Duffett, who
heads Canon’s field sales
support team, says the
firm’s software sales are
below plan, but growing
quickly.

Because the newest devic-
es are tied closely with cus-
tomers’ computer systems,
purchase decisions are be-
comingthe techie’s job rath-
er than the office manag-
er’s.

Equipment makers aren’t
giving up on hardware
sales. Sales in some catego-
ries, such as color and multi-
function printers, are on
the rise. Multifunction de-
vices — which combine
printing, scanning, copying
and faxing — will play a cen-
tral role as businesses move
to do more with less equip-
ment.

And weak sales in recent
years has an upside: Firms’
printers are getting old;
they’ll have to buy replace-
ments soon. The buying pro-
cess could lead to more ser-
vice sales.

“We have an opportuni-
ty,” said IKON’s Lewis.
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