Eastman’s “Off-The-Wall Comment(s)” © …

It seems that all I have to do is finish one of these … and something happens that mandates another.  
From Atlanta Business Chronicle©, March 4, 2003

++++++++++
Delta Air Lines Inc., Northwest Airlines and American Airlines plan to sell their stakes in Worldspan L.P., their Atlanta-based ticket booking company. 
Privately held Travel Transaction Processing Corp., a newly formed venture of Citigroup Venture Capital Equity Partners and Teachers' Merchant Bank, will buy Worldspan from its three airline owners later this year, the company said Tuesday.  The deal, inked around midnight March 4, allows the airlines to raise some badly needed money as the industry faces its worst economic crisis in history.

From CNN Money Report©, March 5, 2003

++++++++++ 

Airlines Sell Ticket Processor Worldspan

ATLANTA (AP) - Delta, Northwest and American airlines are selling their jointly owned ticket processor, Worldspan Inc., to a private investment group. Terms of the sale to Travel Transaction Processing Corp., announced Tuesday, were not disclosed. 

Travel Transaction Processing is a new company formed by Citigroup Venture Capital Equity Partners L.P. and Toronto-based Teachers' Merchant Bank.  Worldspan is a travel reservation service …. Delta owns 40 percent of Atlanta-based Worldspan, while Northwest has 34 percent and AMR 26 percent. … Besides selling its services to various airlines and travel agencies, Worldspan handles ticketing for online companies, including Priceline.com and Expedia. … In January, Worldspan signed a five-year, $350 million deal to buy IBM equipment to update its system. 

From Eastman’s “Off-the-Wall Comment(s)”©, November 27, 2002

++++++++++
Clearly, the GDS world we've known is changing ... rapidly. And it would seem that right now, Worldspan is worth watching closely. It alone remains uncommitted for the future. That is not to suggest that this cannot ... or will not ... change. Still, in a period of rapid knowledge assimilation and rapid change, waiting too long to initiate a new strategy can be disastrous. It's much easier to steer the direction of a vehicle when it's moving than it is to turn one that is not. The real question is at what time Worldspan's owners recognize that Worldspan is really in a business different than that of supporting the distribution of airline tickets.
Eastman's "Off-the-Wall Comment(s)" ©  ...    
What an ego trip to think that the former owners of Worldspan should have read the November OTWC and decided it was time to take action.  But it would appear that this has been “in-the-making” for a much longer time.  

 The guise that it  “…allows the airlines to raise some badly needed money as the industry faces its worst economic crisis in history,” while true, is muted by the fact that the “… terms of the sale have not been released.”  If this sale represented significant “money-in-the-bank” for the publicly held airlines, the airlines would want to make that known to the financial markets in the face of the current straits they find themselves in.

More telling, in my view … is the make-up of Travel Transaction Processing, the company making the purchase.  It’s pretty tough to pull together a financial holding company of two equity companies the size of Citigroup Venture Capital Equity Partners L.P. and Toronto-based Teachers' Merchant Bank in a few short weeks, or even a few months … with a purpose of taking airlines out of their ownership in the #4 GDS; particularly a GDS that, among its peers, “…alone remains uncommitted for the future.”     
Which brings us to the question … what is really happening? 

In my perception, there are three possible scenarios.  

1. Worldspan’s management, headed by Paul Blackney, found themselves in a non-competitive model with their three public or quasi-publicly owned competitors –persuaded Citigroup/Teacher’s that they do have a viable plan for the future, but that Worldspan needed to free itself from airline ownership in order to execute that plan. 


2. Some existing travel industry “insider” saw Worldspan’s core vendor/agency relationships as a viable path in achieving a strategic plan of their own … but perceived that a “public awareness” of such interest would either (a) drive the purchase price higher or (b) create government, vendor, and/or public fears that would interfere with a negotiated realistic purchase price.  Accordingly, Travel Transaction Processing (TTP) was created as an interim “holding entity.”  


3. Travel Transaction Processing was created as a venue for Citigroup and Teacher’s Merchant Bank through which the banking industry can enter the airline financial transaction processing environment and leverage that industry’s already extensive world-wide transaction processing solutions.  

There are strong cases that can be made for each of these three scenarios.  When I talked with Jerry Limone of Travel Weekly about these possibilities … I sort of rated them about equal as I attempted to weigh the merits of each.  

For example, Worldspan’s “announcement” of its new 5-year TPF-enhancement program with IBM seems to suggest that #1 was in play.  It could easily be a technical requirement of funding a future, as yet undefined, strategic initiative.  And while Worldspan is able to most of its current development through its own revenue base, its airline owners would not be in a financial position to fund a major transformation of the GDS to serve the new hyperarchy of information needs.  

In scenario two, Worldspan would be an ideal “partner” for USA Net, the owner of Expedia and other Internet and television outlet companies … a company with a stated strategy of bringing e-commerce into the home via interactive television/web services.  But if USA Net were to try to negotiate for Worldspan, the price would surely go up.  Or, there is the Amadeus Vacation.Com franchise entity … a path that ran amuck previously when Amadeus tried to arrange a merger … but which would appear to be an extremely attractive competitive meld to Cendant/Galileo in the new information era; particularly if/when the DOT CRS rulings recognize the new openness of distribution created by the Internet-related technologies.  

Or finally, consider that in 1996, “… twenty-seven million transactions occurred every day on over three-hundred thousand Automated Teller Machines in the United States
.”  And these are just ATM transactions.  Compound this number with the electronic settlement solutions that take place between banks, in the financial markets (i.e., various stock markets), and/or between corporations?  What is the largest single industry financial settlement process that is NOT included in the current world-wide banking settlement process?  Answer, the airlines … that today, settle through ARC or IATA’s BSP’s
.  In a pure transactional model, volume drives incremental revenue gain.  Since ARC and most BSPs are quasi-owned by airlines, how better to penetrate the airline transactional settlement market than through acquisition of a major … as yet strategically uncommitted … GDS?  

Having talked with Jerry, and weighing the various scenarios a number of times since … my core intuition suggests that the greatest probability lies in #3 … that Worldspan is about to become a banking industry gateway to offer solutions that expand beyond the traditional distribution model.  The IBM agreement fits within this scenario … since newer versions (not the version that run the core airline systems of today) of TPF are also widely used in finance and banking for high-speed transactional processing solutions.  

Further, the “politics” related issues of #2 weaken this argument and the viability of a #4 Worldspan transforming itself into a viable franchise or multi-vendor distribution switch fast enough to offset the leads that Cendant, Vacation.Com and/or Sabre (depending on strategic direction one opts for) have already, tends to preclude an investment through which recover would be solely within the existing travel industry infrastructure.  

Thus, in the three hours since I’ve talked with Jerry, I’ve swung my thinking to a 60-25-25 probability – 50% probability that this is a strategic shift for Worldspan that will take them into the banking transactional processing arena; and 25% probability of scenario’s #1 or #2.  And if this assessment proves valid … like Sabre’s ZLE
 solution, the ramifications will have significant impact on the future of travel product packaging, distribution, and settlement (or perhaps that is better said in reverse – since new settlement solutions will change the way travel products are distributed and thus, the way they are packaged)!!!!

++++++++++
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� See << � HYPERLINK "http://www.eastmangroup.com/otwc/otwc~nov2002.html#Nov27a" ��http://www.eastmangroup.com/otwc/otwc~nov2002.html#Nov27a� >>   


� “Six Steps to the Future, How Mass Customization is Changing Our World©”, Page 84, Edward J. Fern,  forthcoming May, 2003, Publisher: Time-To-Profit, Inc. (� HYPERLINK "http://www.time-to-profit.com" ��www.time-to-profit.com�; efern@time-to-profit.com)





� See  << � HYPERLINK "http://www.eastmangroup.com/otwc/2001/otwc~jun2001.html" ��http://www.eastmangroup.com/otwc/2001/otwc~jun2001.html�>> and << � HYPERLINK "http://www.eastmangroup.com/otwc/2000/otwc~feb2000.html" ��http://www.eastmangroup.com/otwc/2000/otwc~feb2000.html� >>, among others,  for OTWC comments pertaining to ATMs, ARC, BSPs, and transactional processing  (search ATM, bank).  


� See << � HYPERLINK "http://www.eastmangroup.com/otwc/otwc~mar2002.html" ��http://www.eastmangroup.com/otwc/otwc~mar2002.html� >>and << � HYPERLINK "http://www.eastmangroup.com/otwc/otwc~jan2002.html" ��http://www.eastmangroup.com/otwc/otwc~jan2002.html� >> , among others, for comment’s on Sabre’s ZLE solution (search ZLE).





