Newton-Evans Research Company, Inc.

February 5, 2002 revision


White Paper on Implications of the Transition from Alpha-Based to ItaniumTM -based Solutions on COMPAQ’s Energy and Utility

Industry Marketing Efforts

History of COMPAQ Performance in the Energy and Utility Industry

DEC Strength - From PDP through to Alpha  (1970’s-1990’s)

Digital Equipment Corporation, or DEC, the precursor to COMPAQ, had been a premier supplier of “real-time” computer systems for the technical, engineering and scientific community of computer users from its founding.  This strength of product developments shows clearly both in terms of pioneering hardware from the initial offerings through several generations of PDP family developments, through the AlphaTM and in terms of operating systems offerings.  Concurrently, operating systems software from VMS to OpenVMSTM were (and remain to this day) widely used on a global basis.   The company’s Tru64TM UNIXR platform and, more recently, its MS Windows offerings stand as industry leaders, highly regarded during the last decade and certainly at this time.

COMPAQ’s technological prowess in its R&D centers, coupled with the unique technical market savvy shown among the company’s sales and support teams, have provided an ongoing foundation for market leadership and strong presence in technical and scientific markets, typified by the energy and utilities industry, around the world.  This market knowledge and industry stature in mission-critical infrastructure computing led DEC to become the most important computer supplier to technical end-users during the 1970’s and 1980’s.  This leadership position continued into the 1990’s, and actually strengthened once the firm was acquired by COMPAQ.  

COMPAQ Strength into the Future: From Alpha to INTEL  (1990’s-2000’s)

COMPAQ has continued to foster the technical product development path based on its Alpha technology that had become the world leader among real-time computing platforms used in infrastructure operations and remains so well admired by technical end-users around the world.  Throughout the last five years, the company has remained as the pre-eminent supplier of technical computers to a broad world market in the energy and utilities field.  

In fact, the success of its business partners in the energy and utilities field have resulted in further gains in COMPAQ processor market share over the same period.  Now standing at a 65% market share, COMPAQ processors are used to control and monitor electricity and gas/oil pipeline operations in more than 150 countries throughout the world.

COMPAQ Business Partner Relationships in the Energy and Utility Industry

History of Partnerships with Major Systems Integrators in Energy Industry Control Systems Business.  

From the time the first PDP computers were introduced into the marketplace, there was strong interest among world-leading technical, scientific and engineering systems suppliers to base their offerings on PDP computers.  Over time, these partnerships evolved and expanded to include the Alpha offering.  Almost all of these multi-year partnerships have succeeded very well, and, as a result these partners continued to rely on COMPAQ for new product developments up through the Alpha family of processors.  Partners also have been able to offer their utility and energy industry customers a variety of operating systems.  From the first versions of VMS, to OpenVMS and UNIX, and now to MS Windows-based operating systems, Compaq partners have had a selection of operating systems with which to meet their customer requirements and to develop their unique application offerings.

Let’s take a look at results of a late fourth quarter 2001 survey conducted by Newton-Evans Research Company with partners, consultants and users. 

 Satisfaction with COMPAQ Technology, Business Relationships.

To its scores of clients on the partner level, and its thousands of end-user customers, COMPAQ systems implemented in the operational control centers of the world’s leading utilities and pipelines plan to continue their long-term partnerships as customers of system integration firms building their solutions on COMPAQ-supplied platforms.  

One can say with some assurance that COMPAQ will continue to meet the demanding requirements from both the “supply side” and the “demand side” of supervisory control and energy management systems. 

On the supply side, companies ranging from Alstom to ABB, from Foxboro to Fisher-Rosemount, from SAIC to Siemens and about 20 other important system integration companies in the electric utility and energy systems business, have indicated their interest in continuing their partnerships with COMPAQ into the future.  The advent of the COMPAQ relationship and INTEL agreement for the adoption of ItaniumTM-based processors in COMPAQ real-time systems adds further support to such interest.

Alstom EMM is one of these.  As stated by a senior official at its Bellevue, Washington location, “We are optimistic about Compaq as a partner for the future.  Although Compaq, like all of us, face stiff competition, we believe their market position, new products, and new business/commercial approaches will continue to allow the company to compete favorably.” A second major partner is Siemens Telegyr Systems Corporation, where a senior executive indicated, “Compaq is a viable partner for going into the future.”  

A senior official of ABB, a very long-term partner of Compaq, had this to say:  “ABB and Compaq have over the years developed our relations into a close cooperation . . .We have appreciated the marketing support . . . with this as background, ABB views Compaq as a viable partner for future business.”

On the demand side, Newton-Evans’ own on-going surveys conducted on an international basis, point up a continuing strong presence of COMPAQ-based operational control and monitoring systems in the electric, gas and water utilities and gas and oil pipelines of the world.  Together, COMPAQ platforms provided by its business partners now account for almost two thirds of all such systems installed from 1990-2001 having a minimum value of $250,000.00.  This finding is based on hundreds of surveys completed by Operations 

and Engineering officials in utilities and pipeline operations throughout the world.  Adding to these points are the rankings supplied by utilities and pipelines regarding vendor attributes.  Other Newton-Evans findings indicate that in the large systems area, COMPAQ partners have won most of the twelve rated performance categories, for the past several years.

Forecast of Impact of ItaniumTM-based Systems on COMPAQ Hardware Developments

Looking ahead at the transition to COMPAQ ItaniumTM-based systems as part of its mission-critical offerings, it seems that key business partners plan to continue their long-term associations with Compaq.  Most partners eagerly await the advances in hardware design, improved throughput, and continuing ultra-high reliability that have been the hallmark of COMPAQ and earlier DEC-based systems for more than 30 years.

Impact of the ItaniumTM Processor on COMPAQ Platforms for the Energy and Utility Industry

For several years now, competitive suppliers of computer systems have suggested that COMPAQ’s market share in the energy and utilities industry “could only go down from here.”  Yet, as market studies have shown, this simply is not the case.  In fact, COMPAQ’s market share for real-time, mission-critical operational control center-based systems has edged up slightly to about 65% in 2001 from 63% in 1996.

One industry partner indicated: “The transition to ItaniumTM-based systems is yet another evolutionary stop, not a revolutionary one.  The adoption of this technology will phase in over time.  Because of our long-standing relationship with Compaq we are well positioned to offer both Unix and Windows solutions to customers without any bias as long as the underlying hardware is COMPAQ.”  

A second partner observed:  “Backwards compatibility is the biggest issue.  Many of the utilities are conservative and change is required to take place in an incremental fashion.”  A third official indicated: “No problem for new installations, however, it might be an issue for upgrading installed Compaq servers if there is no compatibility provided.”
Another long-term partner said this:  “While we have concerns with the compatibility and support issues for our current customers, we regard the move to Itanium as a move towards new and higher capabilities and performance.”

These observations - surrounding the issue of compatibility - form the very essence of the business strategy being developed by COMPAQ and being implemented by its product development organization.  ItaniumTM-based system developments will complement the Alpha-based system work done to date.  Compatibility will be provided, and in a seamless fashion…  Keep in mind, after all, that Intel has been producing thousands of Alpha chips for COMPAQ over the past few years.

Future of UNIX Role in the Energy and Utility Industry

While smaller control centers are now demanding Windows-based applications for their SCADA systems, larger utilities continue to rely on UNIX-based platforms for their larger, more sophisticated requirements.  One approach that has gained a lot of acceptance in the energy marketplace is the use of hybrid UNIX-Windows systems, with UNIX operating at the server level, and Windows at the client level.  Some observers feel that within the next few years, the WIN-TEL developments from Microsoft and Intel will enable larger, more powerful SCADA and energy management systems now resident only on UNIX platforms, to be Windows-based.

Nonetheless, there will be lowered, but ongoing, significant demand for UNIX and its derivatives for several years yet in the large-scale, real-time, mission critical systems integration business.  COMPAQ’s leading UNIX offering known as “Tru64 UNIX”, continues to retain a great deal of support in the scientific, operational mission-critical systems and engineering computing communities.  Utility and energy services industry partners all support the view that Tru64 UNIX is one of the reasons they compete successfully against other firms using other versions of UNIX.  Compaq

Alpha solutions will continue to be the foundation for UNIX users for some time.
COMPAQ OpenVMS continues as the third-most frequently used operating system, (behind Windows and UNIX) albeit almost all of this demand comes from long-term PDP/Alpha customer sites.

Alstom had this to say regarding the future of UNIX:  “The utilization of UNIX in the utility industry will continue for some time.  With the constant roll-out of ever faster processors…all but the largest solutions can be supported on an MS Windows platform.  These large solutions will require ever more capabilities, some of which is inherently single stream performance (state estimation for example).  The Alpha will continue to lead Intel in this type of performance and will consequently drive a UNIX solution.  As these large systems have massive data repository requirements, this again remains the province of UNIX today.”  

Siemens Telegyr noted: 

“There is still a good acceptance for UNIX-based network control systems [called NMS] because UNIX is considered to have both higher quality (higher system availability) and higher performance than Windows-based systems. However, NMS Windows-based systems are well accepted by the utilities in the area of small-to mid sized NMS and have also growing chances in large sized NMS projects. Reasons for growing trends towards Windows include these; (1) Closer to office environments; (2) Lower costs for hardware and baseline software issues (3) More add-on applications/tools from thirds available, and (4) Greater market penetration and therefore, more customers who understand the Windows world.”
ABB also indicated that UNIX is not going to disappear any time soon.  “Today, the utility market favors UNIX for their application servers while the HMI is more in favor of Windows.  This preference will be in place as long as the support of UNIX and Windows exist, in terms of operating systems, related services, and third party products.”
Views on the impending merger between COMPAQ and Hewlett Packard.

One key official interviewed for this paper indicated, “The proposed merger in general does not pose a threat and in many ways presents some interesting complements.  The merger should result in a stronger partner.”  

Another partner noted “…the lack of strongly positive or strongly negative signals regarding the proposed merger.”

A third partner said this:  “{We} regard this impending merger as both interesting and promising.  We might search for even closer working relations.  Based on history and looking forward, we expect the new merged company to be able to support us even better in our strive to provide our utility customers with the best cost-performance products.”

In our view, Compaq’s proposed merger with HP will provide the merged company with the lion’s share of UNIX systems in the world’s energy and utilities business.   HP’s own utilities industry systems integrators, typified by Advanced Control Systems, rely heavily on HP’s UNIX-based workstations.  HP itself has already incorporated the early Intel “Merced” chip into its current family of servers, so Compaq’s use of Intel’s ItaniumTM processor appears to be a natural “fit” with the efforts of HP.  

In fact, COMPAQ has been shipping ItaniumTM-based systems under the ProLiant brand name for Linux and Windows.  The new agreement between COMPAQ and INTEL enables COMPAQ to converge its 64-birt system offerings on the ItaniumTM processor family.  This will enable both Alpha and Himalaya systems to make a smooth transition to the ItaniumTM architecture, with support remaining intact for OpenVMS, UNIX and NonStop Kernel operating systems.

Viewpoints on the Implications of Much Broader Computing Power In the Near Future:

According to one business partner: “There are already many NMS applications available (network calculation, network security, topology-based UI management, etc.) which need more computer power than currently available on Windows configurations - at a reasonable price of course. Therefore, much broader computing power could solve some of the current shortcomings.”

Another official indicated three critical developments:  “First are those applications that can benefit from parallel computing.  The dense packaging of processors into ever- smaller spaces at ever-lower prices raises the prospect of cluster technologies to solve some currently very time-consuming tasks.  

Secondly, the commercial perspective of the “time-of-use model for providing computer power has potential interest in the utility space.  Extra performance, available on demand, would become attractive at the right price.  Call center applications and emergency event management would benefit from instant availability of additional capacity.  This could be of special interest to deregulated utilities.  

Finally, the mantra of “faster and cheaper” will change the way problems are solved.  The availability of significant additional performance will enable “dispatcher assist” type applications.  These applications will collect and analyze large amounts of data, stepping in to alert or act when conditions exist that today are beyond the computer or cumin analytic capabilities.  This move to more holistic applications should provide significantly higher reliability and shorter restoration times.”

Yet another positive view came from a third major partner:  “A much broader computing power means a new degree of scalability, which is good for us…and for our world competitors!”

Finally this remark from another partner:  “Speed sells.  Everyone knows this.  The systems where this would benefit are those with power applications, such as network analysis, transaction evaluation and unit commitment, and hydro economic dispatch. These are all compute-intensive applications that would benefit from any performance boost.”

Long-term Outlook for COMPAQ in the Energy and Utility Industry

Views of Utilities 

A majority of utilities and gas/oil pipeline companies using energy management and/or supervisory control systems in their operations rely on COMPAQ-supplied processors, and on COMPAQ partners for systems development and integration services.  This applies to utilities located in North America, Latin America, Western Europe and parts of Asia, the Middle East and Africa.  

Findings from Newton-Evans’ most recent studies, just concluded in the fourth quarter of 2001, suggest that COMPAQ remains as the preferred supplier of computer platforms destined for use in control center-based, mission-critical computing.  Plans for new systems submitted by utilities from more than 45 countries also point to continued reliance on COMPAQ supplied processors in the future.

Finally, COMPAQ business partners have forecasted nearly one billion dollars worth of opportunities for control systems to be awarded around the world during the 2002-2004 periods.

