
many small and nascent IT contractors
saw opportunity.

“Anytime a company that has any
brains sees an issue like Y2K rearing its
ugly head, you know they are going to
jump all over it,” said Lynn Bateman, a
retired publisher of regulatory infor-
mation publications and former gov-
ernment contracting consultant. “Y2K
was something that everybody jumped
on the bandwagon for,” she said.

Bateman said that when the calen-
dar turned over to Jan. 1, 2000, the per-
ceived problem “turned out to be a big
flop” because there were no major prob-
lems or crashes, even with systems that
had not been reprogrammed.

4. Ill wind blowing again? 
More oversight is expected
In 1986, the FBI launched Operation Ill
Wind, an investigation into corruption by
government and military officials and de-
fense contractors. The operation resulted in
the conviction of Melvyn Paisley, assistant
secretary of the Navy, who was found guilty
of bribery, improper contracts and diversion
of contracts to a firm he secretly controlled.
The operation also led to the convictions of
a deputy assistant secretary of the Navy and
a deputy assistant secretary of the Air Force.

As a result of the scandal, Congress passed
the Procurement Integrity Act in 1988, which
introduced new restrictions on the procure-
ment process and procurement officials.

“The environment we’re entering into
now is reminiscent of the environment that

was kicked off by the Operation Ill Wind
scandals [when] you saw a real crackdown
on government contractors,” said Dave
Nadler, a partner at the law firm Dickstein
Shapiro. “In the last two or three years, we
have seen a litany of ethical lapses that have
caused and will continue to cause Congress
to crack down on government contractors.”

The increased oversight could result in more
companies and individuals losing the right
to do business with the government, he said.

“Nothing will bring a government con-
tractor to its knees faster than the threat of
being suspended or debarred,” Nadler said,
“because it literally can drive a company
out of business.” �

B Y  D AV I D  H U B L E R

T
he business of information technol-
ogy as a function of government is
still in its infancy. Yet the advances

IT has made in the past two decades are
profound and continuously evolving.

1. Defense, IT M&As grow even
when other industries decline
The past year produced the biggest
surge of mergers and acquisitions
among government contractors

since the late 1980s. Experts cite the growth
of private equity firms and low interest rates
as ingredients that fueled the banner year.

“They’ve just kept chugging along,” said
Lawrence Yanowitch,a partner in the Northern
Virginia law office of Morrison and Foerster.

Unless defense contractors and IT
providers grow through acquisitions, they
can lose the ability to serve their larger cus-
tomers, Yanowitch said. They often can’t

scale quickly enough on their own.
Rick Knop, a managing member of

BB&T Capital Markets Windsor Group,
said the M&A market has matured signif-
icantly in the past decade.

In addition, government agencies are
increasingly in need of complex technolo-
gies that they did not even dream about 20
years ago, and only private enterprise can
deliver those technologies, he added.

Some experts thought the creation of
the Homeland Security Department in
2002 would spur a different type of M&A
activity, with less emphasis on services and
more on technology, Yanowitch said.

“I think we’re just starting to see the be-
ginning of contractors buying technology
[companies] with homeland security ap-
plications, but that certainly hasn’t mush-
roomed at all yet,” Yanowitch said.

2. Small companies increase 
and opportunities grow
Small-business opportunities in the gov-
ernment IT sector have grown steadily
since the mid-1980s because of new con-
tract vehicles, small-business set-asides,
the growth of mentor-protégé programs
and a more aggressive approach by the
burgeoning small-business community to

gain entry into the federal marketplace.
“The growth of small-business contract-

ing has really come out of small businesses
being able to [meet] a particular agency
need,” said Lisa Dezzutti, president and chief
executive officer of Market Connections.“It
may be very specific, very niche-oriented.”

The giant integrators that dominated
the federal sector 20 years ago now often
opt not to pursue a federal contract “be-
cause it’s just too small potatoes,” she said.

The government has also simplified the
procurement process during the past 20
years, said Jim Krouse, director of market
analysis at Input. “Vendors find the pro-
curement process incredibly easy, quite a
bit easier to deal with now.”

Many small companies have grown by
trailing the big integrators “and eating their
bread crumbs,” said Mark Amtower, a fed-
eral marketing consultant and founding
partner at Amtower and Co.

3. The great Y2K dilemma 
kicks off a new millenium
Few people worried about the approach-
ing turn of the century in 1986. But by the
early 1990s, CIOs and other technology ex-
perts had spotted a major flaw in comput-
er software: most programs recognized and
rendered years only by their last two dig-
its. So unless there was a massive code cor-
rection, computers would render 2000 as
00, which could also mean 1900, and that
would create chronological chaos for com-
puting and statistical data.

CEOs saw Y2K as a ticking bomb, but
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Government business
attracted big players
Federal IT sector has
been mostly bullish
since FCW’s launch
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March 1995: Lockheed
and Martin Marietta merge
into Lockheed Martin.

June 1997: Hewlett-Packard
buys VeriFone in a stock-for-stock
transaction valued at $1.2 billion.

July 1997: Lockheed Martin 
unsuccessfully attempts to combine
with Northrop Grumman 

June 1999: General Dynamics acquires
three units of GTE’s Government Systems
organization for $1.1 billion in cash.

April 2001: Northrop Grumman acquires Litton Industries for $5.1
billion. As a result, Northrop Grumman’s IT business, Logicon, 
absorbs Litton’s IT companies, Litton PRC and Litton TASC.

December 2002: Computer Sciences
Corp. buys DynCorp for $677 million.

June 2003: General Dy-
namics purchases Veridian for 
approximately $1.2 billion.

November 2005: SBC
Communications agrees to
acquire AT&T for $16 billion. 

Despite the vagaries of the business world, mergers and acquisitions
in the information technology and defense industries have remained
strong during the past two decades, said Lawrence Yanowitch, a part-
ner in the Northern Virginia law office of Morrison and Foerster.  

Here are just a few of the M&A activities in recent years.

IT mergers and acquisitions hold steady

December 2005:
General Dynamics purchases
Anteon for $2.2 billion.

January 2006: Verizon
pays $8.5 billion in cash
and stock for MCI.

December 2006: Perot

Systems purchases QSS

Group for $250 million.

“The growth of small-business
contracting has really come out of

small businesses being able to [meet]
a particular agency need.”
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