Accounting Software Research

Source: IDC

The enclosed accounting software research data was sourced from an IDC report entitled: Cross-Industry Applications: 1997 Accounting Software: Worldwide Market Trends by Mid Market & Other Segments.

Middle Market Definition:

The Middle Market is defined by IDC as organizations with revenues from $20M to $250M (generally served by VAR channel)

The Middle market can be defined as the middle of 2 extremes: the retail/mail-order segment & the direct segment. $20-$50m segment is the sweet spot of the VAR channel. Choosing whether or not to tap into a market through a VAR channel is not about company size, but about company requirements. Companies in this segment typically have some requirements best served by VARs such as vertical expertise, physical proximity, or the ability to be more flexible in cost and value-added solutions.

Market Segmentation:

IDC Enterprise Applications Market Segmentation

	IDC Acctg Mkt
	Personal Finance S/W
	SOHO Business
	Small Business
	Middle or Corporate
	Small Enterprise
	Enterprise

	Type of Acctg
	Single entry
	Single entry
	Double entry
	Double entry
	Double entry/multiple linked charts of accounts
	Double entry/

multiple linked charts of accounts

	Targets
	Home, small office
	Small office/

Home office, small sole proprietrsps
	Small corporations
	Midrange corps/ smaller multidivisional enterprises
	Smaller enterprises (often req some multinational prod/svc spt
	Fortune 1000 enterprises typically req. strong multinational prod/svc spt

	Employee range
	1-5
	5-19
	20-99
	100-2499
	2,500-10,000
	>10,000

	Revenue range
	<$1m
	$1-5m
	$5-19m
	$20-249m
	$250m-$1b
	>1b

	Distribution channel
	Retail, banks
	Retail, distis, direct mail
	VARs, CPAs, some retail
	VARs, CPAs, direct
	Mostly direct, some VARs, mid-sized & boutique svc
	Direct, Big Six relationships key

	Avg street list price for complete acctg solution
	$50-200
	$50-200
	$500-5,000
	$5,000-100,000
	$100,000-750,000
	More than $750,000


Source: IDC, 1998
Market Growth:

The overall accounting software market will grow by a compound annual growth rate (CAGR) of 15% between 1997 and 2002. Strongest growth in small enterprise segment ($250M-$1B) of 17%.

WW Acctg S/W License & Maintenance Revenues by Co. Size, 1996-2002 ($M)

	Company Segment
	1996
	1997
	1998
	1999
	2000
	2001
	2001
	1997-2002 %

	SOHO & small bus
	836.0
	978.2
	1,132.3
	1,299.1
	1,477.2
	1,664.5
	1,880.9
	14

	Growth 
	-
	17
	16
	15
	14
	13
	13
	

	Corp. or middle
	1,039.7
	1,216.5
	1,435.4
	1,679.4
	1,948.2
	2,240.4
	2,531.6
	16

	Growth
	-
	17
	18
	17
	16
	15
	13
	

	Small enterprise
	1,476.2
	1,754.7
	2,070.5
	2,419.7
	2,826.5
	3,275.8
	3,767.2
	17

	Growth
	-
	19
	18
	17
	17
	16
	15
	

	Enterprise
	1,147.9
	1,306.7
	1,475.8
	1,663.7
	1,847.2
	2,046.3
	2,264.1
	12

	Growth
	-
	14
	13
	13
	11
	11
	11
	

	Total
	4,499.8
	5,256.0
	6,114.0
	7,062.0
	8,099.0
	9,227.0
	10,443.8
	15

	Growth
	-
	17
	16
	16
	15
	14
	13
	


 Source: IDC, 1998

Assumptions:

· Small companies which have traditionally lagged behind in migration to new technology are now undertaking this migration, and it is being escalated by the year 2000 issue along with new technology such as MS NT server & MS SQL Server.

· IT budgets are increasing. The highest growth is expected to be in software.

· The Internet is driving global competition to increased levels. As a result, the need for multinational support in accounting systems is also on the rise.

· Software vendors will deploy service bureaus & outsourcing operations in conjunction with service partners to service this market during the next 2 years. E.g., Systems Union is teaming with IBM to service companies with up to 8 users in smaller markets in regions such as Latin America. IDC will have data on this available to clients in Q198.

· Enterprise vendors are developing middle market opportunity by moving down-market while platform vendors & vendors once focused on smaller businesses are moving up-market. More marketing spend & products targeted at this segment will result in stimulated demand.

· Data reflects sales of packaged s/w only => commercially available programs for sale or lease from systems vendors & ISVs.

· This year’s study now includes all accounting vendors. This reflects dramatic changes in middle market competition during past 18 months. Accounting vendors once targeting small companies (such as Great Plains, Solomon) are aggressively moving up-market. Meanwhile large enterprise vendors (such as SAP, Oracle, and PeopleSoft) are moving down-market.


Vendors:

SAP dominates the worldwide accounting s/w market & small enterprise & enterprise segments. Holds close 2nd place position in mid market. Much of its success in this market is due to its success in the German market. Launched new mid market program in Q496, shaking up competition, causing all vendors to consider the importance of delivering broad integrated suites of apps to these companies beyond the best-of-breed accounting products that have traditionally dominated.

J.D. Edwards ranks 1st in the middle market. Its dominant share is based on AS/400. In ’97, it began ramping general shipment of its One World product line, which runs on NT & other platforms. Its market expansion initiatives include its “Genesys” program, which targets companies in the small bus segment.

SAP & direct competitors Oracle, Baan & PeopleSoft have all launched mid-market marketing & sales programs.

Small business vendors are moving up-market. Great Plains had a successful public offering & is expected to invest heavily in product line expansion & geographic expansion. To counter the integrated solution sell by the enterprise application vendors moving down-market, Platinum Software made 2 significant acquisitions in ’97 to expand its business into the broader enterprise apps space.

CA established ACCPAC International as an independent division.

Comshare & Hyperion focus on what IDC calls “analytic apps” for finance & acctg. The performance of these companies, however, validates middle market interest in reporting, consolidation, budgeting, & planning apps – thought by some to be only for large companies.

SAGE Group is among the leaders in the worldwide middle market, but has marginal visibility in the US. It achieved most of its mass through acquisition of strong vendors in various European markets.

Meanwhile, others based in Europe, such as Systems Union & NaVision, are beginning to make inroads into the highly competitive US market.

Solomon Software’s #1 competitor, Great Plains, has very successfully gone public. Solomon too needs to broaden its product line & expand internationally. It is increasingly competing with vendors further up-market, such as Platinum & J.D. Edwards.

MS SQL Server platform’s early signs of success in the mid market is good news for GEAC. The company hopes to channel its significant investments in Sybase SQL Server database toward the MS version in hopes of appealing to a broader market.

Projected WW Vendor Acctg S/W License & Maintenance Revenues

By Company Size, 1997 – Ranking ($M)

	1997 Rank
	Vendor
	Enterprise
	Small Enterprise
	Corporate or Middle
	Small Business
	SOHO
	Total
	‘97 Mkt Share
	‘96-’97 Growth

	1
	SAP AG
	566.9 (60)
	283.5 (30)
	94.5 (10)
	0.0
	0.0
	944.9
	18
	57.7

	2
	Oracle Corp
	106.0 (35)
	151.4 (50)
	45.4 (15)
	0.0
	0.0
	302.8
	5.8
	30

	3
	Geac Computer Corp
	96.2 (36)
	85.5 (32)
	64.1 (24)
	21.4 (8)
	0.0
	267.1
	5.1
	11.6

	4
	PeopleSoft
	52.8 (25)
	116.2 (55)
	42.3 (20)
	0.0
	0.0
	211.3
	4.0
	127.7

	5
	Hyperion Software
	47.9 (25)
	115.0 (60)
	28.8 (15)
	0.0
	0.0
	191.7
	3.6
	29.8

	6
	CA Intl. Inc.
	58.9 (35)
	84.2 (50)
	25.3 (15)
	0.0
	0.0
	168.4
	3.2
	5.2

	7
	J.D. Edwards & Co.
	26.1 (16)
	34.2 (21)
	97.0 (59.5)
	5.7 (3.5)
	0.0
	163.0
	3.1
	29.9

	8
	SAGE Group PLC
	0.0 
	0.0
	0.0
	48.2 (45)
	58.9 (55)
	107.0
	2.0
	12.5

	9
	Great Plains S/W
	0.0
	2.7 (4)
	32.1 (48)
	17.4 (26)
	14.7 (22)
	66.9
	1.3
	47

	10
	Baan Company
	19.9 (30)
	39.8 (60)
	6.6 (10)
	0.0
	0.0
	66.3
	1.3
	70

	11
	JBA International Ind.
	4.5 (7)
	44.5 (70)
	14.6 (23)
	0.0
	0.0
	63.6
	1.2
	32.5

	12
	Lawson Software
	9.9 (20)
	24.9 (50)
	14.9 (30)
	0.0
	0.0
	49.7
	0.9
	30.4

	13
	Systems Union Inc.
	0.5 (1)
	3.3 (7)
	21.9 (46)
	9.5 (20)
	12.4 (26)
	47.7
	0.9
	10.7

	14
	System Software Associates
	9.5 (20)
	33.1 (70)
	4.7 (10)
	0.0
	0.0
	47.3
	0.9
	27.8

	15
	Peachtree S/W
	0.0
	0.0
	0.0
	4.7 (10)
	42.3 (90)
	47.0
	0.9
	4.7

	16
	Navision S/W
	0.0
	9.0 (20)
	19.0 (42.1)
	16.7 (37)
	0.4 (0.9)
	45.1
	0.9
	50

	17
	Walker Interactive
	38.3 (85)
	5.4 (12)
	1.3 (3)
	0.0
	0.0
	45.0
	0.9
	25.3

	18
	Comshare
	17.4 (40)
	21.7 (50)
	4.3 (10)
	0.0
	0.0
	43.4
	0.8
	22.3

	19
	Computron S/W Inc.
	16.0 (40)
	16.0 (40)
	8.0 (20)
	0.0
	0.0
	40.0
	0.8
	33.3

	19
	CODA Inc.
	4.0 (10)
	20.0 (50)
	16.0 (40)
	0.0
	0.0
	40.0
	0.8
	3.4

	21
	Solomon S/W
	0.0
	0.0
	27.0 (70)
	11.6 (30)
	0.0
	38.6
	0.7
	47.3

	22
	SOTA
	0.0
	0.5 (1.3)
	15.5 (40.2)
	14.0 (36.3)
	8.5 (22.2)
	38.5
	0.7
	27.7

	23
	Infinium S/W
	1.8 (5)
	18.0 (50)
	14.4 (40)
	1.8 (5)
	0.0
	36.0
	0.7
	15

	24
	Platinum S/W
	0.0
	10.9 (35)
	10.3 (33)
	10.0 (32)
	0.0
	31.2
	0.6
	17.3

	25
	Ross Systems
	9.0 (30)
	16.0 (53)
	3.0 (10)
	1.5 (5)
	0.6 (2)
	30.1
	0.6
	5.6

	26
	Best Software Inc.
	0.0
	4.5 (15)
	16.5 (55)
	6.0 (20)
	3.0 (10)
	30.0
	0.6
	25

	27
	Quality S/W Products
	8.5 (30)
	16.9 (60)
	2.8 (10)
	0.0
	0.0
	28.2
	0.5
	41

	28
	ACCPAC Intnl
	0.0
	0.0
	6.9 (30)
	12.7 (55)
	3.5 (15)
	23.0
	0.4
	12.2

	29
	Intentia Intl AB
	3.3 (15)
	6.7 (30)
	11.2 (50)
	1.1 (5)
	0.0
	22.3
	0.4
	33.5

	30
	Global Software Inc.
	2.0 (10)
	17.5 (90)
	0.0
	0.0
	0.0
	19.5
	0.4
	14.7

	31
	QAD
	0.0
	0.2 (1)
	14.2 (79)
	3.6 (20)
	0.0
	18.0
	0.3
	-4.8

	32
	SQL Financials
	1.4 (8)
	7.8 (46)
	7.8 (46)
	0.0
	0.0
	17.0
	0.3
	86.8

	33
	EDB Gruppen
	0.0
	2.5 (15)
	6.6 (40)
	3.3 (20)
	4.1 (25)
	16.5
	0.3
	10

	34
	Exact Group
	0.9 (7)
	1.2 (9)
	3.0 (22)
	3.9 (29)
	4.4 (33)
	13.4
	0.3
	17

	35
	Realworld Corp.
	0.0
	0.0
	2.6 (20)
	6.5 (50)
	3.9 (30)
	13.0
	0.2
	30

	36
	Scala Business Solutions
	2.3 (18)
	4.2 (32)
	5.2 (40)
	1.2 (9)
	0.1 (1)
	13.0
	0.2
	17

	37
	Intl Bus. Systems
	1.2 (9.8)
	3.1 (25.2)
	4.3 (35)
	3.1 (25.2)
	0.6 (4.9)
	12.3
	0.2
	35.2

	38
	SBT Acctg. Systems
	0.0
	0.0
	2.3 (20)
	6.8 (60)
	2.3 (20)
	11.3
	0.2
	18.9

	39
	Fourth Shift Corp.
	3.3 (30)
	1.6 (15)
	2.7 (25)
	2.7 (25)
	0.5 (5)
	10.9
	0.2
	9

	40
	Tetra
	0.0
	1.0 (10)
	8.2 (80)
	1.0 (10)
	0.0
	10.3
	0.2
	28.8

	41
	Guillemot S.V.
	1.0 (10)
	8.0 (80)
	1.0 (10)
	0.0
	0.0
	10.0
	0.2
	38.9

	42
	Consist
	1.8 (20)
	5.8 (65)
	0.9 (10)
	0.5 (5)
	0.0
	9.0
	0.2
	15.4

	43
	Macola
	0.1 (1)
	0.2 (2)
	1.5 (18.7)
	2.9 (36.1)
	3.4 (42.2)
	8.0
	0.2
	14.1

	44
	Open Systems Holding Corp.
	0.0
	0.0
	2.8 (40)
	4.2 (60)
	0.0
	7.0
	0.1
	0

	45
	Concepts Dynamic Inc.
	0.3 (5)
	1.2 (20)
	4.2 (70)
	0.3 (5)
	0.0
	6.0
	0.1
	9.1

	46
	PowerCerv
	0.2 (5)
	2.2 (60)
	1.3 (35)
	0.0
	0.0
	3.7
	0.1
	-5.1

	47
	Masterpack
	0.0
	0.1 (5)
	2.3 (95)
	0.0
	0.0
	2.4
	0.0
	26.3

	
	Subtotal
	1,111.7
	1,220.6
	719.4
	222.1
	156.3
	3,430.1
	65.3
	34.7

	
	Other
	195.0
	534.1
	497.1
	281.0
	318.8
	1,826.0
	34.7
	-6.6

	
	Total accounting
	1,306.7
	1,754.7
	1,216.5
	503.1
	475.1
	5,256.1
	100.0
	16.8


Note: 1997 vendor revenues are based on 3 calendar quarters of performance and IDC estimated projections.  Source: IDC, 1998

Technology:

The higher end of the mid market is benefiting from competition between Oracle & Microsoft, which results in strong database technology options. MS SQL Server is still missing some key functionality, such as row-level locking and high-end scalability. Oracle is aggressively developing a channel for this segment. However, demand is already stronger for SQL Server on NT relative to Oracle.

Microsoft is pushing BackOffice & expanding joint marketing efforts with accounting software vendors. Microsoft is building a significant share in the mid market over other platforms (database/OS competitors like Oracle & IBM).

Microsoft is winning in the following critical success areas:

· OS. NT is the most popular OS for this segment, according to IDC’s 1997 NT Software Study.

· Database. MS is the preferred NT database provider, according to the same study.

· ISV partners. Microsoft has stronger ISV alliances than Oracle, especially as it doesn’t compete with them as Oracle does.

· NT success. A flood of products became available on NT & began selling very successfully in 1997. SAP and PeopleSoft both reported in 2nd half that NT is fast approaching the majority of new site sales. NT is the platform that enterprise apps vendors are planning to ride into the mid market.

· PeopleSoft victory. PeopleSoft has named MS SQL Server as the database of choice for its mid-market deployments.

Geography:

Traditional mid market vendors tend to be regionalized (e.g. US vendors dominant in US etc.). J.D. Edwards is an exception, in that it is very strong in the global market. And vendors are increasingly crossing regional borders. Navision & Systems Union, for example, are ramping up resources in the US.

The European market is highly competitive & supports several of the largest worldwide ISVs.

Regions outside of the US & Europe may well offer a better, though more complex opportunity for market development.

Projected Worldwide Vendor Accounting Software License and Maintenance Revenues by Region, 1997 ($M) – Alphabetical

	Vendor
	US
	Europe
	Asia/Pacific
	ROW
	Canada
	Total

	ACCPAC International
	6.2 (27)
	7.6 (33)
	1.6 (7)
	2.5 (11)
	5.1 (22)
	23.0

	Baan Company
	21.2 (32)
	33.8 (51)
	4.6 (7)
	3.3 (5)
	3.3 (5)
	66.3

	Best Software Inc.
	28.5 (95)
	0.0
	0.0
	1.5 (5)
	0.0
	30.0

	CODA Inc.
	12.8 (32)
	24.0 (60)
	2.4 (6)
	0.4 (1)
	0.4 (1)
	40.0

	Computer Associates Intl. Inc.
	75.8 (45)
	52.2 (31)
	13.5 (8)
	8.4 (5)
	18.5 (11)
	168.4

	Computron Software Inc.
	20.0 (50)
	14.0 (35)
	2.0 (5)
	2.0 (5)
	2.0 (5)
	40.0

	Comshare
	16.1 (37)
	17.8 (41)
	7.4 (17)
	2.2 (5)
	0.0
	43.4

	Concepts Dynamic Inc.
	5.7 (95)
	0.0
	0.0
	0.0
	0.3 (5)
	6.0

	Consist
	0.0
	9.0 (100)
	0.0
	0.0
	0.0
	9.0

	EDB Gruppen
	0.0
	16.5 (100)
	0.0
	0.0
	0.0
	16.5

	Exact Group
	0.0
	13.0 (97)
	0.1 (1)
	0.3 (2)
	0.0
	13.4

	Fourth Shift Corporation
	7.4 (68)
	1.6 (15)
	1.9 (17)
	0.0
	0.0
	10.9

	Geac Computer Corp
	146.9 (55)
	66.8 (25)
	26.7 (10)
	8.0 (3)
	18.7 (7)
	267.1

	Global Software Inc.
	18.5 (95)
	0.6 (3)
	0.0
	0.0
	0.4 (2)
	19.5

	Great Plains Software
	59.5 (89)
	2.0 (3)
	2.0 (3)
	0.7 (1)
	2.7 (4)
	66.9

	Guillemot S.V.
	0.0
	9.5 (95)
	0.0
	0.5 (5)
	0.0
	10.0

	Hyperion Software
	115.0 (60)
	59.4 (31)
	9.6 (5)
	0.0
	7.7 (4)
	191.7

	Infinium Software
	32.8 (91)
	2.2 (6)
	0.7 (2)
	0.0
	0.4 (1)
	36.0

	Intentia International AB
	3.3 (15)
	17.2 (77)
	1.8 (8)
	0.0
	0.0
	22.3

	International  Business Systems
	1.5 (12)
	10.2 (84)
	0.2 (2)
	0.2 (2)
	0.1 (1)
	12.3

	J.D. Edwards & Company
	106.0 (65)
	34.2 (21)
	6.5 (4)
	8.2 (5)
	8.2 (5)
	163.1

	JBA International Inc.
	31.2 (49)
	27.3 (43)
	3.8 (6)
	0.6 (1)
	0.6 (1)
	63.6

	Lawson Software
	43.7 (88)
	4.0 (8)
	0.0
	0.0
	2.0 (4)
	49.7

	Macola
	6.4 (80)
	0.2 (3)
	0.2 (3)
	0.5 (6)
	0.6 (8)
	8.1

	Masterpack
	0.8 (34)
	0.2 (8)
	1.4 (57)
	0.0
	0.0
	2.4

	Navision Software
	15.8 (35)
	29.3 (65)
	0.0
	0.0
	0.0
	45.1

	Open Systems Holding Corp.
	4.9 (70)
	0.7 (10)
	0.7 (10)
	0.0
	0.7 (10)
	7.0

	Oracle Corporation
	127.2 (42)
	112.0 (37)
	42.4 (14)
	9.1 (3)
	12.1 (4)
	302.8

	Peachtree Software
	44.7 (95)
	0.0
	0.5 (1)
	0.0
	1.9 (4)
	47.0

	PeopleSoft
	175.3 (83)
	12.7 (6)
	6.3 (3)
	2.1 (1)
	14.8 (7)
	211.3

	Platinum Software
	21.5 (69)
	2.8 (9)
	4.4 (14)
	0.3 (1)
	2.2 (7)
	31.2

	PowerCerv
	3.7 (100)
	0.0
	0.0
	0.0
	0.0
	3.7

	QAD
	4.5 (25)
	6.3 (35)
	4.7 (26)
	2.0 (11)
	0.5 (3)
	18.0

	Quality Software Products (QSP)
	4.2 (15)
	14.7 (52)
	8.7 (31)
	0.6 (2)
	0.0
	28.2

	Realworld Corp.
	12.1 (93)
	0.1 (1)
	0.1 (1)
	0.0
	0.7 (5)
	13.0

	Ross Systems
	15.1 (50)
	10.2 (34)
	1.8 (6)
	0.6 (2)
	2.4 (8)
	30.1

	SAGE Group Plc
	13.4 (12.5)
	92.6 (86.5)
	0.0
	0.5 (0.5)
	0.5 (0.5)
	107.0

	SAP AG
	283.5 (30)
	396.9 (42)
	127.6 (13.5)
	103.0 (10.9)
	34.0 (3.6)
	944.9

	SBT Accounting Systems
	11.0 (97.4)
	0.3 (2.6)
	0.0
	0.0
	0.0
	11.3

	Scala Business Solutions
	0.6 (5)
	10.0 (77)
	1.7 (13)
	0.5 (4)
	0.1 (1)
	13.0

	Solomon Software
	35.1 (91)
	0.8 (2)
	1.2 (3)
	0.4 (1)
	1.2 (3)
	38.6

	SQL Financials
	16.1 (95)
	0.2 (1)
	0.0
	0.0
	0.7 (4)
	17.0

	State of the Art Inc.
	37.9 (98.6)
	0.2 (0.4)
	0.0
	0.1 (0.2)
	0.3 (0.8)
	38.4

	System Software Associates
	18.4 (39)
	17.0 (36)
	8.5 (18)
	0.9 (2)
	2.4 (5)
	47.3

	Systems Union Inc.
	8.1 (17)
	21.0 (44)
	12.4 (26)
	4.8 (10)
	1.4 (3)
	47.7

	Tetra
	0.4 (4)
	8.7 (84)
	0.0
	1.0 (10)
	0.2 (2)
	10.3

	Walker Interactive
	27.9 (62)
	9.4 (21)
	3.2 (7)
	3.2 (7)
	1.3 (3)
	45.0

	Subtotal
	1,640.9
	1,169.2
	310.5
	168.3
	148.4
	3,437.3

	Other
	582.1
	922.8
	230.5
	30.7
	51.6
	1,818.7

	Total
	2,223.0
	2,092.0
	541.0
	199.0
	200.0
	5,256.0

	% Total by region
	42
	40
	10
	4
	4
	100


European Midrange Accounting Market

US midrange packaged accounting software vendors have long looked to Europe as a potential source of growth. The European market offers many attractions, including a well-developed body of accounting standards & practices & increasing integration of national economies. The European market is roughly the same size as the US market. However, a greater proportion of European accounting software market is from the mid market.

The European market is slightly larger than the US in terms of gross domestic product (total value of goods & services produced within the country itself). The European market has long been characterized by a higher % of smaller enterprises, although unification of Europe is likely to increase the relative proportion of larger enterprises. 

To date, the European midrange packaged accounting software vendors appear to have been more successful in staving off the inroads of enterprise-focused vendors. The Sage Group, for example, has built strong relationships with small businesses. However, expansion into Europe will threaten long-time domestic leaders in European countries.

The European market appears to be highly penetrated. Competing in multiple small countries (EEC) requires more resources than most of the US vendors in this market can afford. Unification will help, but there are many challenges, not least of which is the European currency unit (Euro).

The Channel:

Midrange software vendors rely on VARs almost exclusively to identify, develop, & complete sales to potential customers. VARs are often fickle. Ad hoc discussions indicate that just under ¼ of all VARs will change partners or drop out totally each year. VARs tend to look at the software as highly interchangeable. ISV technical support and effective joint marketing programs may be the strongest differentiator in this marketplace.

All vendors targeting this market are attempting to build strong VAR channels or alternatives to VAR channels such as application outsourcing. However, the numbers of VARs capable of servicing this market are limited. Successful vendors will need to work closely with their high-end VARs to build loyalty & mindshare. All vendors dependent on the VAR channel have expressed concern regarding the shortage of VARs.

The shortage of channel partners may be one of the reasons why ISVs are increasingly backing Microsoft. Recent research from IDC’s Channels Expertise Center found that 65% of Microsoft solution providers are looking for application software partners. Further, 70% are selling client/server solutions and 47% are doing ERP integration.

Top 10 reasons why channels fail:

1. Scattershot approach – too many partners

2. The wrong partners – failure to match the needs of the vendor

3. Compensation issues – no incentive for direct sales to pass leads to channel

4. Failure to jump-start the engine – not handing over the initial deals to partners

5. The channels window – trying to change the partners’ business

6. Channel conflict – failure to manage culture clash of direct vs. indirect channels

7. Wrong value proposition – failure to understand position a vendor’s product holds in overall value proposition of the channel

8. Stimulating solution development & adoption

9. No support for partner-to-partner collaboration

10. Lack of industry-wide certification standards

Challenges to Mid Market Expansion:

Vendor Challenges

· Increased competition in the market

· Recruitment & maintenance of qualified channel partners

· Fast-paced technological advances

· Global expansion

· Market perception & differentiation of vendors and their products


Product Challenges


· To make the transition to NT/SQL Server as smooth as possible, making full use of MS BackOffice

· Variety of competitive choices in the market

· Product is integrated, although it can be sold alone … sometimes not taken seriously as a standalone product

· Believe it’s impossible to create one product to fit the needs of the entire mid-market

· Keeping it simple to implement, yet maintaining comprehensive capabilities

· Technology introduction & introduction of the Euro

· No SQL Server database

· Product considered too complex

· Immaturity of product (new release), depth of features needs improvement

· Expanding vertical product offerings

· Time to market vs. ability of users to digest new products

· Entering the mid-range market with existing functionality

Channel Challenges

· Train every part of the organization in implementation methodology … certify MS solution providers in all countries

· Low-end resellers not equipped to sell to middle-market companies

· Implementation & certification

· Managing quality levels worldwide

· Finding VARs qualified to support client/server s/w

· Cost of sales & demos are high vs. the s/w price

· Keeping VARs current in product & technology

· Making dealer channel more independent by increasing the functional know-how

· Complexity of products makes it difficult to expand channel

· Bandwidth for them (channels) to grow at same pace as we do

· Profit opportunity is not as big, therefor it is sometimes hard to get channel support

· Training & keeping VARs focused on your product

· Maturity & technical credentials of NT/BackOffice VARs


Competitive Challenges

· Brand awareness

· The “Big Five” penetration

· Highly fragmented market

· High-end competitors’ expanded channels

· Market saturated with players, including new companies from Europe; competitors with strong technology story

· Many vendors in the low end trying to reach up

· Seen as a manufacturing/distribution software company, rather than financial

· Large number of similar products

· New entrants from higher end

· Look & feel are more important than functionality

· To maintain an advantage by sharpening ability to implement fast & at a low cost on a worldwide basis

· So many products that customers get confused & want a hybrid of everyone’s capabilities

· Being squeezed by low-end vendors coming up & high-end vendors coming down


Conclusions:

· Competition will be fiercest for the limited number of capable VARs. Notably, the traditional enterprise vendors generally have more resources to attract VARs. Conversely, the lower-end vendors have the experience at building & maintaining the ever-important VAR relationships

· More competition will help expand the market

· As competition increases, buyer confusion will also increase

· As the enterprise application vendors increase visibility in the mid market, the demand for integrated applications suites will also increase

· Market consolidation will occur throughout the forecast period

Tomorrow’s mid-market leaders will:

· Expand VAR networks that are capable of supporting more complex product & business requirements

· Establish their products & services in less developed but growing countries

· Keep the sales cycle to a manageable & profitable length as buyers become increasingly confused by more sellers

· Leverage the strength of technology partners – especially Microsoft

· Focus on well-defined target markets based on core competencies & product offerings

· Provide integrated suites of best-of-breed products through development, acquisition, or excellent partnering

· Superbly build & manage the indirect channel

· Think & execute globally
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