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Caveat Emptor

The following teaching case study is a composite of three different software development companies operating across Europe. All names etc have been
changed to protect the innocent, but the issues are real and are based on the experiences of 1,000 software companies that have attended the Agitavi
executive learning and development course since 2002.

Introduction

Based in Switzerland DocMax has developed a solution that streamlines the document workflow process for large transport companies when dealing with
compliance in the transport and logistics sector.

Established by its current owner and managing director 3 years ago, DocMax has developed a small group of enterprise customers in the trucking industry
based on the personal relationship of the managing director. The managing director has a PhD in Mathematics and computer science, and spent the last
15 years in the transport industry as head of IT and logistics support.

DocMax head office is based in Geneva, Switzerland with a team of 35 developers and support staff. A UK based sales and support office was opened
earlier this year and comprises a general manager, business development lead and 3 project managers. DocMax have also recently opened a small
development center in Romania consisting of 10 developers.
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WHAT THEBO

Based on the original prototype developed by managing director, DocMax has developed a document management system that automatically updates

document flow and embedded route planning calculations based on new EU compliance requirements and calculations. The key benefiti 2 52 Oa |l E Q&

customers is the ability to cost effectively route shipments based on both delivery date requirements and the constantly changing customs and tax
compliances across the EU. Central to this solutionis i K S expe@sé in international compliance and logistics algorithms.

The solution is configured as a Microsoft Word plug-in that automates the document process flow via ribbon add-ins that are connected to a back end
SQL database at the O dz& { 2 sWeSTNEMD has developed specific algorithms to crunch the numbers that determines how the documents and their

shipments are routed, and these then update the workflow automation schema via a web service on the customer site. This W2 @S NJ 0 KS gA NBQ

update is also provided to customers WF NBES 2 F OKI NHSQ (i 2DodNBxRruieérs ate keduiretl on Sitday ipdat the céntralséema
and files.

The key focus is on license sales and integration with the various shipping systems that the enterprise customers have. Revenues consist of 35% license
sales, and 65% time based integration services, with a utilization of services staff of 85%.

In addition, the MD spends a lot of time with EU government and World Bank officials, and attends many conferences to ensure he is up to date with the
current thinking on transport logistics and tax laws.

3"°YEAR DROP

After rapid growth for the first couple of years, DocMax is now experiencing its first slowdown in sales and while current customers continue to purchase
at previous levels, profitability is declining and no new customers are being established.

The customization and systems integration business continues to be the sources of cash flow for DocMax but resources are hard to find and keeping pace

with Microsoft updatesisanon-32 Ay 3 A &dadzSd aAONR&2F( Q& | O02dzyd YIFylF3aISNI ¥F2NJ 520al E

as AJAX so DocMax can be used as a reference site for documentation workflow in other industries.

However, when they take on customers from other industries the system integration team struggles with the complexities of these other markets and the
transfer of tax compliance workflows designed for the transport industry, to other industries settings. This has caused not only customers to hold back
payment, but has meant the loss of two DocMax project managers to competitors.
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The MD has calculated that the license revenues are good from a margin perspective, as customers pay for the initial software and then an 17.5%
maintenance fee per annum, and as all updates to the software are handled automatically via central web services, the DocMax engineers do not have to
travel to the customer site to install updates and patches. However, as license sales have slowed the overall profitability of DocMax has declining. The MD
thinks this may be due to the drop in system engineering rates he is able to charge due to the competition from East European software services

WTI OQG2NARASEAQ

lfa22 ¢gKSYy S@lFfdad dAya GKS OdzZNNByd 0Odza (2 YSNI austanters as ey hage Bow sagtured 2 y OS Ny S R
approximately 65% of market share and are now losing sales to cheaper document workflow systems from South East Asia.

A sales campaign to gain new customers in the UK has yielding limited results and the MD is now considering dropping the price of the licensing to
compete with licensing costs from suppliers from South East Asia. But, he is worried about the effect this might have on the overall profitability of the
firm, and the resources requirement to get more Sl staff on board as these high end staff resources as become harder to find, and more expensive in the
market.

In addition, he has also been invited to work on a committee for the development of compliance structures for transnational logistics systems across the
EU with a focus on incorporating new EU members from East Europe. He is worried about the amount of time this would take and how he is able to keep
the engineering team running while spending time with East European governments.

Finally, yesterday the MD learned that a new major competitors in systems integration services is coming into the West Europe market from the Czech
Republic and who also has offices in Istanbul and Dubai. With their rates almost a third less than DocMax, this competitor is perceived by the MD as a
major threat. As a result the MD has just drafted a letter to the OECD thanking them for the invitation, but due to work commitments will have to decline.

What Business?

With this letter to the OECD in his pocket, today the MD is attending the Software Business Management Course which has been arranged by his
Microsoft account manager. The morning session covered the general business environment for software firms, and while it was refreshing to hear the
views of other software CEOs, they all agree that the market it tight, new competitors are everywhere and it is increasingly difficult to get experiences
staff.
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The next session is the Value Creation and Customer Loyalty session and the DocMax MD and other CEOsare OK I t f SY 3SR o6& (KS g2NJ a
business are you in, who are your customers and what are their needs¢ Khe workshop then breaks into group of 5 to undertakes a value chain analysis
process.

The DocMax MD starts his outline to the 4 other CEOS with the view that DocMax only has one customer base: large transport companies who need
document management and workflow solutions. While three of the software CEOs agree, one does not and challenges the group to look beyond the initial
customerbase,i 2 52 Oal EQ& O dmi Thigtyfr iNth StwoBalzd ahdsafmetimes heated discussion, across the white board that when finished
identifies over 14 clusters of different sectors of the value transportation and logistics value system.

THE REAL BOESSIsing VALUE CHAIN ANALYSIS

The Value Chain analysis identifies that DocMax has four parts to its business broken across different customer segments
1 Software ProductsThe DocMax Software Product (Microsoft Word Plug-in and Data Server) for transport and logistics companies
1 Software Configuration ServiceBased on the DocMax product for installation in transport and logistics companies

f Systems IntegrationCustomization and Sl services6 8 SR 2y (GKS 52 0al E LINR RdzO( leryidsaaosseniP & 2 F (1 Q&
industry.

1 Consulting Service§ax and Logistics consulting to governments and multinational shipping companies like DHL, FedEx etc.

OUTCOME

With this new perspective the DocMax MD sits down with the workshop facilitator and his Microsoft account manager and identifies the following issues
with the current DocMax strategy:

1 Cost ModelsThe growth in license revenue over the first two years hid the lack of profitability in the services business: his people are always
busy, but rarely billable as they spent much of their time undertaking changes that the customers requested of them while onsite. Now that the
licensing revenue growth was slowing down, this has exposed the services business lack of profitability.
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f Focuson austomerofone¢ KS a5Qad FANRIG OdzalG2YSNI g1 & (GKS O2YLI ye KS g2N]J SR F2I
products and did gain a 65% share, however, this market segment was small when compared to the whole industry

1 Focus on Technologys with most technology people, the MD thought it was about the technology. He failed to understand who the customers
were are and that they valued was business outcomes, not technology outcomes.

f Resources and Collaboratioito one firm has all the resources to go to market. In i 2 R | t@&bQl&tmarkets companies must collaboration with
other firms to provide a solution. DocMax has a great product but cannot undertake systems integration work across Europe without significant
investment in local support offices for service delivery.

1 Intellectual Property:Most software firms have weak Intellectual Property strategies and fail to understand how to address the IP creation
process and therefore fail to add wealth to the organization. For DocMax, i KS O2NB Lt A& Ay (KS [|dtaBaRedd G KY & | |
people and relationships with the institutions that create and enforce the compliance rules for the industry.

The new DocMax
Based on these new insights the MD decides on the following strategies for DocMax:

1 Collaborate with the Czech Republic competitor, to form a joint venture for implementations of DocMax products across Europe and the Middle
East.

1 Sell the DocMax as a boxed product to transport companies internationally markets using the Microsoft channel partners of value added resellers
and system integrators, including those in South East Asia and Latin America.

T 940l 0t AAKSR Waz2Fdgl NBE a I aAaSNIAOSAQ Kdz F2NJ It oth&dgerahippingdnd & K A LILI
logistics companies globally.

9 Turn core algorithm engineering team into a consulting business and to work with the OECD and European governments to streamline transport
strategies and compliance issues across Europe
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1 Sample questions:
0 who are the other players in the value system that DocMax is part of?
0 how does the MD decide which players in the value chain are worth exploring further?

o how does the value system analysis produce the New DocMax?
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