]E])SA](v Document Communications

The Electronic

Industry Trends:
Document Systems 2005 Survey Results

Foundation

James Watson, Jr., PhD, Doculabs
C. Ranganathan, PhD, University of Illinois, Chicago

Published in partnership with:

°DDCULABS CRIM

120 South LaSalle Street Center for Research in Information Management
Suite 2300 University of lllinois at Chicago

Chicago, IL 60603 601 S. Morgan

(312) 433-7793 Chicago, IL 60607

(312) 996-2676



Copyright Notice
Copyright @2005 by The Electronic Document Systems Foundation

All rights reserved. No part of this document may be reproduced in any form or by any means, without the permission of EDSF.
When reproduced, EDSF requests that credit to the Foundation be given. The credit line should read “Reprinted courtesy of EDSF.”

This report is based on sources considered reliable. However, EDSF cannot guarantee its accuracy, completeness, or reliability due
to errors in fact or judgment.

EDSF provides this white paper at no charge, as a service to the document communications industry and to the public-at-large.



EDSF 2005 Trends Survey

Table of Contents

|, EXECUTIVE SUMMARY ..utituitniitniiteitieetiesasssasseassta sttt sea st s st s aaesan st et et eetsarnresnsssnssenns 5
1. OBJECTIVES AND METHODOLOGY ..tuiitiiitiiitiietiettieteeteeteetaesteestessnessneetestaestaeenieenesnaesnns 7
1. FINDINGS AND ANALY SIS . . otuiitiitiiitieetieetie e et e et e et et s et e e ean et e et e et eeaserasesnsernaeeneeen 10
Paper-based Document Communications: Budgets and CONCEINS........cccccceeeeeievciniieeeeeeeeinnns 10

(1) Budgets for Paper Document Production Increase Nominally in 2005............ccccccveveeeiiiivnnennnn. 10

(2) Timeliness, Cost, and Personalization Are the Top Concerns ....
(3) The Use of Color Remains Limited to Niche Applications
(4) OUtSOUICING HAS NOT GIOWN ...ceeiiiiieiiiii ettt ettt e et e e st e e e s e e e
Electronic Document Communications: Trends and Issues
(5) Electronic Document Communications Gaining Ground
(6) Customer Adoption and Acceptance Are Improving
(7) Balancing Multiple Methods of Digital Interaction
(8) Key Inhibitors for Digital Migration.........................
(9) Need for a More Formal Approach for Digital Migration

IV. SUMMARY: DOCUMENT COMMUNICATIONS OUTLOOK ...uuiiiiiiiiiiieiieeaeeiieeaeeiineeeeeriseaenes 25




EDSF 2005 Trends Survey

Table of Figures

Figure 1 — Sample Demographics by INdustry Segment ..o 7
Figure 2 — Sample Demographics by Annual REVENUES ..........coocuiiiiiiiiiieii e 8
Figure 3 — Sample Demographics by Respondent Job TitleS.........ccoocvieiiiiii i 9
Figure 4 — Changes in Document Production BUdget ... 10
Figure 5 — Changes in Document Production Budget by INUSErY ..., 11
Figure 6 — Top Concerns in Paper-based Document Communication: 2005...........ccccooviuviieeennnn. 12
Figure 7 — Use of Color Communications by Respondent FiIrms..........cccccceeviviiiiiieeee e iscivineeeen. 13
Figure 8 — Percentage of Firms Utilizing Data-driven COlOr ............ccccvveieeeiiiicciiiieeee e 14
Figure 9 — Percentages of Firms Outsourcing vs. Insourcing Document Production.................... 15
Figure 10 — Top Reasons for Internal Sourcing of Document Production...........cccccceeevvviiiviennnnnn. 16
Figure 11 — Top Reasons for External Sourcing of Document Production...........cccccccevvvvvvvienennnn. 16
Figure 12 — Growth in Electronic Document CorreSPoNAENCE .........c..uvveeeveeeieiiiinireeeeesessnveeneeeens 18
Figure 13 — Growth in Electronic Document Correspondence by INdUSEIY..........cccccvviiieeeiiieeeens 18
Figure 14 — Extent of Paper vs. Electronic COmmUuNICAtiONS.............oocuieiiiiiieeeiiiieee e 19
Figure 15 — Growth in Customer Acceptance of Electronic Correspondence.............occceeeeviveeeenns 19
Figure 16 — Electronic Capabilities for Customer INnteraction..............c..eeeeeeiiiiiiiiieeeee e 20
Figure 17 — Industry Usage of Electronic Capabilities for Customer Interactions ................cc....... 21
Figure 18 — Key Inhibitors for Digital Communication and DeliVery ..........cccouiiiiiieiiiiiiiiiiiiieeenn. 22
Figure 19 — Percentage of Firms with Formal Budget for Digital Document Distribution .............. 23
Figure 20 — Responsibility for Document Output Strategy within Respondent Firms................... 24

Figure 21 — Measures Firms Have Taken to Improve Customer Document Communications ..... 25



Survey Snapshot

EDSF asked members
and/or clients from the
following organizations to
participate:

= The Electronic
Document Systems
Foundation (EDSF)

= Xplor International

= The Association of
Image and Information
Management (AlIM)

= OQutputLinks

= Doculabs

Note that for purposes of
this paper, we are using
the terms “digital” and
“electronic” to refer to
electronic delivery.
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. Executive Summary

Consultants at Doculabs and faculty at the University of Illinois at Chicago
collaborated with The Electronic Document Systems Foundation (EDSF) and
conducted a study in the first quarter of 2005 to gain an in-depth
understanding of key issues and trends in the document communications
industry. This study focused on the buyers in the market and identified two
primary themes in the response data. First, organizations are striving to
improve the timeliness and personalization of paper-based communications
while at the same time controlling costs. Second, organizations are
successfully pursuing methods for digital document delivery, and their future
expectations indicate a growing commitment to this form of communication.

These two themes ground the findings in this report, which include the
following:

1. Budgets have increased moderately in 2005 and are likely to increase
significantly due to postal rate increases in 2006. Print operations are
likely to be under great scrutiny to reduce costs to offset this increase.

2. Timeliness, cost, and personalization of communications remain the top
three concerns for buyers in the market. All three requirements lend
support for the transition to digital delivery, as transit times can be cut
from days to seconds, costs can be shaved from tens of cents to fractions
of cents, and personalization continues to be limited only by the
creativity of the hosting organization.

3. The use of color for transactional applications such as statements, bills,
and correspondence remains limited to niche applications. While 88% of
organizations use some form of digital color in their production, 47%
reported that less than 1% of their volumes employ digital color.

4. Outsourcing of print operations has not grown, nor is it likely to grow
until financial incentives become more significant. Due to the need for
profit margins and because service taxes often apply, for-profit suppliers
have not been able to use their economies of scale to provide sufficient
cost savings to customers. However, expect further consolidation among
the for-profit sector.

5. Approximately 75% of the firms surveyed expect growth in electronic
document communications. Only 20% expect to maintain the same level
of use.
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The results of our 2005
survey suggest that the
industry is struggling with
the need to reduce paper-
based communication costs,
while at the same time
funding an increase in
electronic delivery.

6. Exclusive use of digital documents has reached a customer acceptance
rate of 20%, with another 30% requiring both paper and electronic
documents. Should this second group requiring both paper and electronic
be convinced to accept just digital documents, electronic
communications may someday become the dominant form of
communications for transactional-type materials (statements, bills, etc).

7. Firms are employing a variety of digital communication methods,
ranging from e-mail to portals and downloadable e-forms. Financial
services and professional services firms are successfully balancing their
selection of the appropriate communication methods with user
preferences.

8. The further use of digital document delivery is being inhibited by several
factors, including privacy, security, and regulatory concerns. User
acceptance is also high on the list, as managing dual communication
needs of paper and electronic delivery increases costs and introduces
operational challenges.

9. Ofthe firms surveyed, 77% have no formal budget for electronic
document delivery, and only 28% have a single point of management
responsibility for their digital document delivery strategies.

Thus, we find the industry struggling with the need to reduce paper-based
communication costs, while at the same time increasing investment to
support electronic delivery. Taken together, these two dynamics are likely to
increase overall communications cost in the short term, but over the long
term, their effects remain unknown as organizations strive to find the
appropriate balance between paper and electronic communications.
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Il. Objectives and Methodology

Members, customers, and/or subscribers of EDSF, Xplor International,

Survey AIIM, OutputLinks, and Doculabs were solicited for participation in this

Participants

study via e-mail. Participants completed a survey on-line via Zoomerang. In
appreciation of their time, respondents were offered a copy of this report and
a subscription to the EDSF REPORT, a bimonthly research newsletter.

The survey is based on a
total of 427 responses,

representing the following Respondents were given the option of identifying themselves or remaining
industry segments: anonymous.
= Banking, financial We received 427 responses, representing industry segments as indicated

services, insurance
= Technology providers,
integrators, consultants

below (Figure 1).

= Print services providers
= Professional services
= Government and Others
education Professional Services 7% Technology Provider/
11% Integrator/Consultant
22%

Sample Demographics: Industry Segments

= Manufacturing

Manufacturing
8%
Print Services
Provider
18%

Government/
Education
9%

Banking/ Financial
Services/ Insurance
25%

Figure 1 — Sample Demographics by Industry Segment
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Industry Segments

To better segment buyers
and sellers that were

involved in our survey, we
grouped participants into:

e “Buy-side” — financial
services, manufacturing,
government, education,
healthcare, professional
services, and other
industries

e “Sell-side” — technology
providers, print services
providers, and consultants

Note that the results
presented in the analysis
section represent only those
opinions of the “buy-side”.

For purposes of data analysis, we further segmented the respondents by firm
size and job title. We compared the responses from each of these
segmentation variables, and, where appropriate, highlighted these factors in
relation to the overall findings. In addition, we relied on the responses of
“buy-side” participants (rather than “sell-side” participants) by aggregating
the industry segments of Financial Services, Manufacturing, Government,
Education, Professional Services (which included Retail, Healthcare,
Telecommunications, and Utilities), and Others. Thus the results shown in
the analysis that follows are based on the perspective of only “buyers” in the
industry.

Our respondent firms represented a diverse range of revenues and resources
(Figure 2). While 43% of the firms had annual revenues of less than $100
million, 35% had revenues exceeding $1 billion.

Sample Demographics of Buy-side firms: Annual Revenue

Less than $100
- million
Over $5 billion 28%
27%

$1 billion - $5 $100 million - $1
billion billion
15% 23%

Figure 2 — Sample Demographics by Annual Revenues
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The job titles of respondents to our survey also indicate that most
respondents hold fairly senior positions in their respective firms (Figure 3).

Respondent Profile - Job Titles

Respondent
Cllizr Director

Profile

21% 2204

The job titles of
respondents indicate
that most hold fairly
senior positions in their
respective firms.

Supenvisor
4%

Vice President or
above
22%

Manager
31%

Figure 3 — Sample Demographics by Respondent Job Titles

In total, we asked three types of questions: four demographic questions, eight
questions with “pick-from” options, and eight scale-type questions providing
ranges of answers. The responses were analyzed using statistical techniques
to ascertain reliability and validity. They were further aggregated and
examined in depth to understand the results. Finally, the authors added their
interpretation of the findings and implications, where appropriate.
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1. Findings and Analysis

This section summarizes The analysis is divided into two'sectiogs, driven by the dominant. themes in
the findings and analysis the survey results. The first section reviews budgets and costs, with

of the study. Our findings implications on color printing and outsourcing. The second section highlights
Z‘Liséiziztsec:e';:;'s”:mmg the findings concerning digital document delivery, including user

our major conclusions preferences, organizational ownership, and regulatory challenges.

from the study. Each
subsection includes

relevant statistics from the Paper-based Document Communications: Budgets and

survey, and, where
appropriate, analysis that Concerns

represent the opinions of
the authors and not
necessarily those of
EDSF or its sponsors.

(1) Budgets for Paper Document Production Increase Nominally in
2005

As shown in Figure 4 (below), approximately one-third of firms are likely to
increase their paper document production budgets by approximately 10% in
2005, while nearly 38% will retain the same budget level as in 2005. Only
18% of firms expect to cut their paper document budgets.

Document Production Budget (2005 vs. 2004)

Increased greatly (up more
than 20%)

Increased slightly (up about

10%) 33.02%

Same

Decreased slightly (down
10%)

Decreased greatly (down
more than 20%)

Figure 4 — Changes in Document Production Budget




Firms are likely to be
under intense pressure to
find additional operational
improvements in 2006
when postal rates
increase. The firm that
spends $20 million
annually on print and $60
million in postage will
need to cut $3 million
(15%) in operating
expense within a single
year.
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Figure 5 (below) shows document production budgets by industry segment.
Among those “buy-side” firms that are likely to increase their paper
production budgets by more than 20%, manufacturing firms drive this
increase in budget. More than 43% of respondents in the government and
education sectors expect to increase their document production budgets by
approximately 10%.

Changes in Document Production Budget (2005)
50%
40% - —‘
30%

o

Technology Manufacturing Government / Education Banking/ Financial Services, / Print services provider  Professional Services Others
Provider/Integrator/ Consultant Insurance

‘D Decreased greatly (Dow n more than 20%) B Decreased slightly (Down 10% ) 0 Same B Increased slightly (Up about 10%) & Increased greatly (Up more than 20%)

Figure 5 — Changes in Document Production Budget by Industry

The results suggest several conclusions. First, organizations are either
increasing the quantity or investing more in the type of document-based
communications they use. While this may demonstrate the confidence
organizations have in paper-based communications, if budgets continue to
increase at a rate above a firm’s core growth rate, management scrutiny is
certain to follow. While increased costs are not good news for the producers
of documents, they do create an opportunity for suppliers that can find a
means to alter factors of production that would ultimately reduce printing
costs.

Second, organizations are likely to be under intense pressure to find
additional operational improvements in 2006 when pending legislation
projects postal rate increases of 5 to 6%. If, for example, a firm wants to hold
its print and mail budget constant and has a simple 1 to 3 ratio between
printing and mailing costs, printing expenses will need to drop 15%. Thus,
the firm that spends $20 million annually on print and $60 million in postage
will need to cut $3 million in operating expense within a single year.
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The timely delivery of
customer communications
and the high costs of printing
and postage continue to be
the most dominant concerns
among the industry buyers.
We suspect these trends are
leading to increased interest
in alternative digital delivery
channels, such as the web,
where documents can be
personalized and delivered
almost instantly and at a
fraction of the cost compared
to print and mail.

(2) Timeliness, Cost, and Personalization Are the Top Concerns

The timely delivery of customer communications and the high costs of
printing and postage continue to be the most dominant concerns among
industry buyers. The need for personalized communication with customers
emerged as another key concern. Finally, managing a large inhouse print
function and the need to store and archive customer correspondence are also
among the top five concerns in paper-based document management.

Top Concerns about Paper-based Document Communications

Speed and timely delivery of documents

High costs of printing and postage

Greater degree of personalization

Document archiving and storage

Managing in-house document print function
Flexibility to incorporate design changes
Combine multiple documents in single mailing
Lack of instant interactivity with customers
Reprint requests

Managing color printing

4.5 5

1 L5 2

Significance Score (1-not an issue; 5-highly significant)

225) 3 3.5 4

Figure 6 — Top Concerns in Paper-based Document Communications: 2005

The top concerns in 2005 largely mirror those we found in last year’s survey
(Figure 6). Functionally, the need for timely delivery of documents and
improved personalization are probably driving up costs, as new tools and
shorter turnaround times need to be incorporated into current production
processes.

The result is that, seeing budgets rise, management is emphasizing cost
control. Taken together, we suspect these trends are leading to increased
interest in alternative digital delivery channels such as the web, where
documents can be personalized and delivered almost instantly, at a fraction
of the cost to print and mail.

Finally, when we compare the budget findings with the top concerns
highlighted in this section, one interesting subset of respondents stands out.
Nearly 20% of survey respondents reported a budget decline. While this
could be explained by an overall drop in these organizations’ revenues or
client bases, we suspect that some organizations in the market are focusing
on and have been successful in reducing costs, perhaps with use of electronic
delivery.




When considering the
use of color, it is
important to recognize
the application focus of
those individuals who
responded to this
survey. Most are likely
to be involved in data
center printing, often
generating
“transactional”
materials such as
statements, bills,
explanations of
benefits, etc.
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(3) The Use of Color Remains Limited to Niche Applications

The use of color in document communications has been highly debated in the
industry for several years. Color, when used effectively, can be a powerful
tool for communication. Apart from improving aesthetic appeal, other
advantages include reduced errors in interpretation and increased
comprehension. However, added cost is a major disadvantage.

Our survey reveals that more than 88% of firms use some form of digital
color in their printed documents (Figure 7).

Use of Color

Firms Having
No Such Plan
12%

Firms Using

\ Data-driven

Color
88%

Figure 7 — Use of Color Communications by Respondent Firms

When considering the use of color, it is important to recognize the
application focus of respondents to this survey. Most are likely to be
involved in data center printing, often generating “transactional” materials
such as statements, bills, and explanations of benefits. (Note that survey
solicitations were sent to constituents of Doculabs, Xplor, OutputLinks, and
EDSF, all of which tend to be focused on transactional print.) On the other
hand, survey participants who represent their organizations’ marketing and
print-on-demand activities may have a dramatically different interest in color
than those focused on transactional print.
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While our survey reveals In light of this important orientation among the survey participants, it might
that more than 88% of be misleading to conclude that color printing represents a significant portion
firms use some form of of the documents produced. In fact, usage has been very limited, as more
Siog(ituar;ce?]'g iSStaheg ﬁ;ismed than 47% of the firms use digitally generated color in less than 1% of the
been very ”’miteg as documents they produce and distribute (Figure 8). Only 10% of firms use
more than 47% of firms color in more than 25% of their documents. One of the reasons often cited,
use digitally generated and supported by the results reported in the previous subsection, is the high

i 0, . .
colorin less than 1% of cost of printing color documents.
the documents they

produce and distribute.

Documents Utilizing Data-driven Color

11-25% - 8.15%

More than 25% _ 10.87%

Figure 8 — Percentage of Firms Utilizing Data-driven Color

These findings confirm what many buyers in the industry have been saying
for years: until color becomes perhaps just 5 to 15% more expensive than bi-
tonal print, production-class transactional color print volumes will remain
nominal.




Most print production is a
structured process, one that
is considered peripheral in
many organizations’
respective definitions of their
core competencies. Given
the increasing imperative
toward outsourcing among
U.S. businesses, one would
expect firms to be actively
outsourcing document
production operations.
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(4) Outsourcing Has Not Grown

Document production has several characteristics that make it attractive for
outsourcing. Most print production is a structured process and in general is
considered peripheral in many organizations’ definitions of their respective
core competencies. Moreover, it represents a significant expense and is a
function that can be performed by a wide variety of external suppliers. Given
the increasing imperative toward outsourcing among U.S. businesses, one
would expect firms to be increasing their use of outsourcing for document
production operations. However, our survey reveals a very different picture.

More than 69% of the respondents reported producing most of their
documents internally (Figure 9). Only 14% rely on external third parties for
all or most of their printing, while 17% utilize both internal and external
sources for fulfilling their document production needs.

External vs. Internal Sourcing of Document Production

Most Externally All Externally

0% 5% All Internally

25%

Split
17%

Most Internally
44%

Figure 9 — Percentages of Firms Outsourcing vs. Insourcing Document
Production

As in last year’s survey, we find confirming evidence that within the mid-
management level (which represented a majority of the survey respondents),
outsourcing is regarded with skepticism. While this may not be consistent
with the views held within the executive suite, industry pricing data suggests
that the cost of outsourcing inhibits further market penetration.
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We asked respondents to indicate their rationale for insourcing or
outsourcing their document production function. Organizations that insource
their document production indicated insourcing offered them a cost-effective
and timely solution along with better control over the entire document
production process (Figure 10).

No matter whether an Top Reasons for Internal Sourcing
organization produces
internally or externally,

timeliness and cost Speed and Timeliness 4.42
represent the two
primary considerations .
in a decision to Cost-effectiveness 4.41
insource versus
outsource document Better Control 4.41
production.

Existing Investment Inhouse 4.16

Sensitive Documents 3.96

3.00 3.25 3.50 3.75 4.00 4.25 4.50 4.75 5.00

Reason score (1-strongly disagree; 5-strongly agree)

Figure 10 — Top Reasons for Internal Sourcing of Document Production

Among companies that use third-party vendors to fulfill document
production needs, the speed and timeliness offered by external sources
emerged as the top reasons for outsourcing (Figure 11). Cost-effectiveness
also emerged as a strong driver of outsourcing document production. Thus,
no matter whether an organization produces internally or externally, both
speed / timeliness and cost represent the two primary considerations for
insourcing versus outsourcing of document production.

Top Reasons for External Outsourcing

Speed and

Timeliness S

No Inhouse Facility 3.41

Cost-effectiveness 3.34

Leveraging

External Expertise £

290 3.00 310 320 330 340 350 3.60
Reason score (1-strongly disagree; 5-strongly agree)

Figure 11 — Top Reasons for External Sourcing of Document Production

@DDCULABS



We do not expect to
see significant increase
in outsourcing, given
the current lack of
financial incentives. As
a result, we expect
further consolidation
within the supplier
community, as
additional economies of
scale are sought
through larger revenue
bases.
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The market penetration data presented in Figure 11 (percentage insourced
versus outsourced) show a tendency toward insourcing. So what specifically
gives an insourced supplier an advantage regarding timeliness and cost? Both
supplier bases have access to the same equipment and production speeds, and
both are dependent upon the same USPS delivery times. Yet insourced
providers can take advantage of dedicated capacity, ensuring that production
windows are met consistently, while outsourcers typically have to juggle the
work of many different clients, often at the same time (for example, quarter-
end processing).

In terms of cost-effectiveness, insourced providers have the advantage of not
having to make a profit (although this is arguable, as firms need to provide
shareholders a return on any assets or capital deployed throughout the
organization) and avoiding sales tax. Outsourcers often have an advantage
driven by economies of scale. So which group of suppliers is cheaper? From
reviewing numerous RFPs and conducting many benchmarking exercises, we
conclude that insourced providers do offer marginally lower costs.

This observation has several implications. First, in light of the lack of
financial incentives, we do not expect to see any significant increase in
outsourcing. As a result, we expect further consolidation within the supplier
community as additional economies of scale are sought through larger
revenue bases. But will for-profit supplier consolidation and the resulting
improvement in pricing due to economies of scale have an effect on
decisions to outsource? Perhaps, and they may also explain why
organizations of certain sizes are more likely to consider outsourcing, in light
of the need for scale.

Data collected by Doculabs through numerous consulting engagements in
support of this research effort identified three clusters of firms considering
outsourcing print operations (see Table 1, below). The first cluster have
operating expenses (excluding postage and materials) of less than $10
million annually. Organizations of this size tend to already outsource or split
their spending between internal and external suppliers. The third cluster
consists of those with operating expenses greater than $30 million, which
typically achieve the necessary scale to remain cost neutral or advantaged,
given no need for profit margin. The middle cluster, those with operating
expenses between $10 million and $30 million, is the most interesting —
which is where the decision to outsource becomes difficult. These are firms
in which outsourcers may potentially be able to gain additional market
penetration, as the suppliers’ scale advantage may make the transition viable.

$10 million — $30 million

Insourced primarily, but
under consideration

< $10 million
Outsourced or split

> $30 million

Insourced (except for the
telecommunications
industry)

Competitively priced, and

sufficient surplus to fund
continued re-investment

Few economies of Competitively priced, but
scale; difficult to re- without sufficient advantage
invest in new to generate the surplus to re-

capabilities invest

Table 1 — Firms Considering Outsourcing Print Operations (by Operating
Expenses)
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Our study suggests that,
faced with increased
costs and growing user
acceptance, companies
are devoting their
resources to a new set of
systems and capabilities
that are aimed at building
digital interaction with
customers.

Electronic Document Communications: Trends and Issues

The second theme of the study was the transition to electronic document
delivery. We find that companies are acknowledging that digital delivery
offers a cost-effective means that today is seen as complementary, but which
may someday become a substitute for paper for certain types of documents.
In light of this trend, the 2005 survey examined this dynamic.

(5) Electronic Document Communications Gaining Ground

Our study suggests that, faced with increased costs and growing user
acceptance, companies are devoting their resources to a new set of systems
and capabilities that are aimed at building digital interaction with customers.
Our survey respondents consistently mentioned increased electronic
document communications initiatives (Figure 12). This focus represents a
fundamental shift from just a few years ago, when organizations made
marginal use of e-mail or web-based utilities to interact with customers.

Growth in Electronic Document Correspondence (2005 vs. 2004)

Increase substantially (up 25%)

23.47%

Increase moderately (10-25%)
44.37%

Increase slightly (up 5-10%)

Maintain same level

21.36%

Decrease

1.41%

Figure 12 — Growth in Electronic Document Correspondence

The increased use of electronic document correspondence seems to be
consistent across industries as more firms embrace digital solutions to
contain costs and improve customer interaction capabilities (Figure 13).

Growth in Electronic Document Correspondence by Industry

60
50 +
40 +
30
20
10 +

Decrease Maintain same level Increase slightly (up 5-10%) Increase moderately (10-25%) Increase substantially (up 25%)

@ Technology Provider/Integrator/Consultant @ Manufacturing @ Govern/ Education
B Banking/ Financial Services/ Insurance  Print Services Provider @ Professional Services

O Others

Figure 13 — Growth in Electronic Document Correspondence by Industry



Respondents point to a
significant portion of their
customers who prefer to
receive only electronic
documents, while another
30% appear poised to
consider making the
transition to digital
delivery exclusively (those
accepting both paper and
electronic documents
currently).
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(6) Customer Adoption and Acceptance Are Improving

Migration to digital document delivery and customer interaction is steadily
gaining ground across all industries. More than ever, companies are
encouraging their customers to go digital, resulting in a slow yet steady
stream of customers opting for electronic correspondence only (Figure 14).
Our respondents point to a significant portion of their customers who prefer
to receive only electronic documents, while another 30% appear poised to
consider making the transition to exclusively digital delivery.

Extent of Paper vs. Electronic Communications

Electronic
documents
Paper only:
documents approx. 20%
only:

approx. 50%

Both paper
and electronic
documents
approx. 30%

Figure 14 — Extent of Paper vs. Electronic Communications

Over the past three years, customer willingness to
accept electronic correspondence has...

Decreased Decreased
significantly slightly
1% 2%

Remained
same
15%

Increased
significantly
26%

Increased
slightly
56%

Figure 15 — Growth in Customer Acceptance of Electronic Correspondence

Finally, 82% of the organizations anticipate either a slight or significant
increase in users’ willingness to accept electronic modes of interaction and
communications (Figure 15).

EDS/
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(7) Balancing Multiple Methods of Digital Interaction

Survey participants indicated the electronic methods they use to interact with
customers, such as e-mails, portal accounts, and web-based aids, as well as
options for downloadable documents and forms (Figure 16). This is in
contrast to earlier practices where e-mail was the dominant method for digital
interactions.

Of particular interest is the
recognition that each
method is likely to have
different purposes and 5
different levels of
effectiveness. E-mail may
be an acceptable 4
notification technique,
while directing a customer
to a web site provides

Electronic Capabilities for Customer Interaction

: L 3
superior navigation and
personalization. Electronic
forms, downloadable from

) } ) 2
a web site, assist with
data collection and
workflow.
1 1 T
E-mail Customer Logon Web-based Download
and Accounts Customer Aids  Documents and
Forms

Usage score (1-very low; 5-very high)

Figure 16 — Electronic Capabilities for Customer Interaction

Each method is likely to have different purposes and different levels of
effectiveness. E-mail, for example, might be an acceptable notification
technique, but less effective in communicating concepts and ideas.
Alternatively, directing a customer to a web site provides superior navigation
and personalization, but may be met with resistance if log-ons and
configuration are complicated. Web-based aids can provide robust analytics
for which there is no real equivalent with static, paper-based
communications, but may raise concerns if personal information is required.
Electronic forms, downloadable from a web site, assist with data collection
and workflow, but can cause latency issues if they become outdated. These
examples underscore the need for deeper understanding of communication
methods and techniques for those seeking to leverage digital
communications.




Our results indicate that a
balanced approach
(across all of the digital
interaction methods) may
be important, as seen in
the financial services and
professional services
industries. Perhaps
organizations using multi-
mode communications
are finally beginning to
understand the inter-
dependencies with user
preferences.
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Industries seem to differ in the extent to which they use different digital
methods to interact with customers (Figure 17). Financial firms tend to use
all the capabilities almost equally; however, manufacturing, government, and
education-related organizations tend to use e-mail more than the other
modes.

Electronic Capabilities for Customer Interactions: Industry Usage
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Figure 17 — Industry Usage of Electronic Capabilities for Customer Interactions

Our results indicate that a balanced approach (across all of the digital
interaction methods) may be important, an approach taken by the financial
services and professional services industries. Of particular note were the
differences among the industries’ use of e-mail, which customers
increasingly regard as a nuisance when used for anything more than
notification for opt-in by existing customers. The financial services industry,
generally considered the most innovative in its adoption of digital
communications, leverages all methods, rather than being overly reliant upon
e-mail. Perhaps organizations using multiple modes of communications are
finally beginning to understand the interdependencies with user preferences.
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Respondents cited
privacy, security, and
regulatory requirements
as three of the top four
factors inhibiting digital
migration efforts.

(8) Key Inhibitors for Digital Migration

While both organizations and the customers they serve are demonstrating
interest in electronic communications, several challenges continue to slow
the transition.

Top Inhibitors for Switching to Electronic Document Communication and Delivery

Privacy-related issues

Lack of customer acceptance

Legal compliance and regulatory requirements
Security issues

Internal company culture

Lack of support from key stakeholders

Challenges in maintaining both paper and electronic
records

Problems in integrating old and new IT systems
Prevailing company mind-set
Costs in relation to benefits

Inadequate technology infrastructure

Investments tied up in inhouse print function

1.00 150 2.00 2.50 3.00 3.50 4.00

Severity score

Figure 18 — Key Inhibitors for Digital Communication and Delivery

Respondents cited privacy, security, and regulatory requirements as three of
the top four factors inhibiting digital migration efforts (Figure 18). Not
surprisingly, as customer information becomes easily available and portable,
concerns about privacy and security have increased. Regulations such as the
Health Insurance Portability and Accountability Act (HIPAA) are also
limiting organizations’ use of digital delivery. But laws are not the only
challenge, as conservative interpretation in the formation of internal policies
may further inhibit electronic adoption. Yet even in light of today’s
regulations, firms that work proactively to position themselves for electronic
delivery might be advantaged. For many organizations, there is likely to be a
lead-time of several years to build out the required infrastructure and gain
user acceptance for digital delivery. Thus, for example, if regulations were to
change in 2006, companies that are just beginning a foray into electronic
delivery might enter 2008 before feeling any meaningful impact.

Among the factors inhibiting digital migration, user acceptance is also near
the top of the list, which may be explained by the cost and complexity of
maintaining multiple channels of customer communications. Despite
increased acceptance of electronic methods, many customers insist on paper-
based communications, and will continue to do so for the foreseeable future.
As a result, organizations will find themselves struggling to manage the
various consents of customers willing to accept electronic documents.




Despite an increased
interest in adopting
electronic methods for
document delivery, few
firms have formal budgets
or have assigned central
responsibility for
electronic document
distribution.
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For example, a client in the financial services industry might have both a
variable annuities contract and a 401(k) account from the same firm. The
user will need to grant their service provider permission to suppress print and
accept documentation electronically. Maintaining user profiles has
operational concerns, as well. For example, users that have elected to
suppress print must be “stripped out.” Additionally, if an e-mail transmission
to notify the recipient “bounces,” the original document must be inserted
back into the print stream.

(9) Need for a More Formal Approach for Digital Migration

Despite an increased interest in adopting electronic methods for document
delivery, few firms have formal budgets or assigned central responsibility for
electronic document distribution. Less than one-fourth of survey participants
have formal budgets for supporting digital initiatives (Figure 19).
Approximately half (47%) rely on funding from other departmental budgets;
approximately one-third (30%) have their costs included in overall
information technology budgets.

Presence of Formal Budget for Electronic Distribution
of Documents

Yes, we have
formal programs/
initiatives w ith
funding supporting
electronic
distribution
23%

No, the costs form
a part of our
departmental

budgets
47%

No, the costs are
part of the overall
IT budget
30%

Figure 19 — Percentage of Firms with Formal Budget for Digital Document
Distribution
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Moreover, responsibility for document production and output seems to be
largely distributed across different departments for more than 45% of our

respondents.
The dat ts that if e
© cata sggests that | Responsibility for Document Output Strategy
an organization wants to
increase its use of digital Chief Information  genior Financial Others
communications, both Officer Officer 7% No formal
consolidating the budget 8% document output

1%

and assigning central . .
responsibility need to be Senior Marketing

achieved. Officer
5%

strategy
27%

Senior Operations
Officer
7%

Distributed across
different units
45%

Figure 20 — Responsibility for Document Output Strategy within Respondent
Firms

The data suggests that an organization that wants to increase its use of digital
communications should consolidate the budget and assign central
responsibility. Both should be achieved if an organization expects to be
successful (Figure 20).




In the near term,
companies must continue
to fund both paper-based
and electronic
communication channels,
resulting in a higher
overall transaction cost. A
dollar-for-dollar
substitution of paper-
based investments for
digital-delivery investment
is unlikely.
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V. Summary: Document Communications Outlook

Over the next few years, the implications of a successful customer document
communications strategy will be in flux. Customers have voracious appetites
for service and their expectations will continue to change. Companies are
making great strides in improving their document communications, but much
more needs to be done. In the near term, companies will have to continue to
fund both paper-based and electronic communications channels, resulting in
a higher overall transaction cost. A dollar-for-dollar substitution of paper-
based investments for digital-delivery investment is unlikely. Most
companies will avoid large new investments in revamping inhouse document
production infrastructures, opting to first improve customer-facing electronic
delivery processes and systems.

As Figure 21 (below) indicates, the duality of paper and electronic
communications is dominant. Initiatives to streamline processes and improve
infrastructure will continue to challenge the leaders who make prioritization
and investment decisions. Our findings concerning budgets and responsibility
could have a dramatic effect on the success an organization achieves in
managing the dual paper and electronic delivery channels.

Measures Taken to Improve Customer Document Communications

Focused initiatives to streamline document communications
Improve technology infrastructure for electronic interactions
Use of advanced technologies/systems for electronic documents
Improved internal paper-document production facilities
Dedicated staff/ team for document management

Increase customer awareness to switch to electronic modes
Increased resource allocation to document management

Special incentives for customers to switch to electronic modes
Outsourcing paper-document production and delivery

Outsourcing electronic-document production and delivery

Implementation score

Figure 21 — Measures Firms Have Taken to Improve Customer Document
Communications
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Consider the facts. Print
budgets are constrained,
but rising slowly. Digital
delivery budgets barely
exist; however, digital
delivery efforts, as well as
customer acceptance, are
growing. We expect
organizations to continue
to pursue aggressive cost
reduction in paper-based
communications while
growing their investments
in digital communications
— yet the timing of this
transition remains
unknown.

In the long term, the discussion of cost constraints and the relationship with
the growth of digital delivery is an interesting dynamic. Are cost pressures
exclusively pushing organizations toward a more aggressive use of digital
document delivery? Clearly, other factors are involved, such as the need for
an integrated, multi-channel customer service strategy or cross-sell and up-
sell ambitions. Further, digital methods offer several superior capabilities for
interaction with customers. Thus, the relationship between cost and digital
delivery is difficult to measure and understand.

Consider the facts. Print budgets are constrained, but rising slowly. Digital
delivery budgets barely exist; however, digital delivery efforts as well as
customer acceptance are growing.

Clearly, the challenges in managing and integrating these delivery modes
will continue to be a significant issue. As customers demand both paper-
based and digital modes of document delivery, companies will face intense
pressure to support and maintain both print and digital delivery operations.
We expect organizations to continue to pursue aggressive cost reduction in
paper-based communications, while growing their investments in digital
communications — yet the timing of this transition remains unknown.
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About the Electronic Document Systems Foundation
(EDSF)

The Electronic Document Systems Foundation is (EDSF) is a worldwide,
non-profit (501(c)(3)) organization dedicated to enhancing and promoting the
value, significance, and relevance of document communications to
organizations and society. We enable professionals and the public to learn
about and derive benefit from paper, electronic, and digital documents,
especially as documents are continually transformed by emerging
technologies. The goal of EDSF is to be a catalyst for education and research
initiatives and to bring the electronic document industry together to help
resolve issues that impact society. EDSF is building a community of mutual
interest and support for document communications.

The Foundation serves vendors and users who design and implement
document solutions for business applications. The scope of these solutions
includes the capture and creation of documents, the printing and viewing of
documents, the transmission of documents for the purpose of
communicating, and the management processes and services necessary for a
complete document solution.

For more information about EDSF, please visit www.edsf.org or phone (310)
541-1481.

About Doculabs

Doculabs, Inc., is a consulting firm that focuses exclusively on document-
related applications, processes, and technologies. Our services lower the
business risk of technology decisions through objective analysis, in-depth
research, and client-specific recommendations. Founded in 1993, Chicago-
based Doculabs provides consulting services that are based on our
fundamental belief that in order to protect a client’s long-term interest,
technology advisors should not be implementers.

For more information about Doculabs, please visit www.doculabs.com, or
phone (312) 433-7793.

About The Center for Research in Information Management
(CRIM), University of lllinois, Chicago

The Center for Research in Information Management (CRIM) at University
of Illinois at Chicago (UIC) provides a forum for industry-government-
university collaboration in research, education, and service. CRIM’s mission
is to promote the interchange of theory and practice of information
management among UIC faculty and executives from business, government,
and not-for-profit organizations. Founded in 1988, CRIM acts as a hub for
research, education, and service collaboration.

For more information about CRIM, please visit www.uic.edu/cba/crim or
phone (312) 996-2676.
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EDSF provides this EDSF research document to you at no charge.

EDSF . ..

e Gives scholarships to students pursuing industry careers

e Provides research grants to academic institutions pursuing research specific to our industry needs.
e Helps build careers for our industry

EDSF is supported by contributions from companies and individuals like you.

YES, I will support The Electronic Document Systems Foundation.
Contributions of $1,000 or more receive special recognition.

PLEASE PRINT

Please find my enclosed contribution for $

Payment: 0 Visa 0 MasterCard o America Express

Cardholder’s Name Signature

Card #: Expiration Date

o Please send me an invoice.

o Check enclosed, payable to EDSF.

o List my gift as anonymous.

o Credit my contribution to the EDSF Scholarship Fund.
o [ want to remember someone special.

0 In honor of O In memory of

Name of individual to be remembered
Matching Funds: My employer will match this gift. The form is enclosed/will be sent.

O

Company Name

Company Name
Please PRINT name as you would like it to be used in EDSF marketing materials
o0 YES - PRINT my company with my name. o0 NO — DON’T print my company name with my name.

Title

Address

City State/Province Zip Country
Telephone Fax E-mail

Thank You for Helping EDSF Make a Difference
In the USA, your contribution is tax deductible to the full extent of the law. Our tax ID#: 33-0639924

As a result of your contribution, you will receive
the EDSF bi-monthly research newsletter, EDSF REPORT.

For more information visit: www.edsf.org or call (310) 541-1481


http://www.edsf.org/

	I. Executive Summary
	II. Objectives and Methodology
	III. Findings and Analysis
	Paper-based Document Communications: Budgets and Concerns
	(1) Budgets for Paper Document Production Increase Nominally
	(2) Timeliness, Cost, and Personalization Are the Top Concer
	(3) The Use of Color Remains Limited to Niche Applications
	(4) Outsourcing Has Not Grown

	Electronic Document Communications: Trends and Issues
	(5) Electronic Document Communications Gaining Ground
	(6) Customer Adoption and Acceptance Are Improving
	(7) Balancing Multiple Methods of Digital Interaction
	(8) Key Inhibitors for Digital Migration
	(9) Need for a More Formal Approach for Digital Migration


	IV. Summary: Document Communications Outlook

