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International markets represent an exciting growth opportunity for technology companies. Many
readers of this book will already have an international presence, and you will have experienced some
of the joys as well as the challenges of taking your business overseas. We expect that you will
recognize many of the situations described in the book, and we hope that some of the ideas and
recommendations will help you overcome any problems you are facing.

For other companies, your only exposure to overseas sales opportunities might be the international
hits your website is generating, or direct inquiries that you are receiving from outside the country. You
know that the demand is there; now the question becomes, "How do you go about growing and
satisfying that demand without huge investments?"

In this book you will find that the steps for establishing sales internationally are no different than the
steps needed in your own market:

= Planning and preparation
= Implementation

* On-Going Management

A well-conceived, carefully implemented international sales program can produce significant sales at a
fraction of the cost that it takes to produce the same revenues at home. And not only will you grow
your revenues and profits, but the value of your company will increase faster as well, because
investors and acquirers place a higher value on technology companies that operate internationally.

Whether you want to improve on the results you are already getting from overseas markets, or are
looking for your first international sales, there are many questions that need to be answered. With the
101 questions and answers in this book, we hope we have anticipated many of the questions you
might have about successfully selling your product overseas.
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The U.S. represents roughly 40% of worldwide technology spend, so with most of
the market being in the rest of the world a company can accelerate its growth rate with a
successful international launch.

Since most companies already have a fully developed product, and sales and
support infrastructure for the domestic market, the expansion can be done with a relatively modest
investment. The incremental revenues will go to the bottom line, and provide extra cash flow that
can be used for new product development or more aggressive marketing at home and abroad.

An international operation will increase the market value of a
technology company in two ways. First, since most companies are valued based on a multiple of
revenues, a successful international expansion will bring in more sales. Second, technology
companies that operate internationally have a higher multiple, usually a premium of 40-75%. The
reason for that is simple: since overseas markets are 60% of the total, the overall growth rate will
be higher than for a company that is only operating in the U.S.

You don't need to be a big as you might think.

Technology and commitment are more important than size, because a well-run international
channel program can be managed by one person, with a limited budget, as long as the company is
willing to implement the right processes and make international expansion a priority. We have
worked with companies with as few as three people — they simply leveraged our international
presence to build distribution in more than forty countries.

However, a company should not go international until it understands its own sales cycle. In other
words, make sure you have sold a product often enough to really know what it takes to sell it, how
long it takes, and what level of technical support is required. If you can’t document your sales
cycle, how can you train overseas employees or partners to sell your product?

First of all, an understanding that international markets are not merely an extension of the vendor’s
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home market. Whether a company is establishing subsidiaries, developing an indirect channel,
selling direct over the Web or negotiating OEM agreements, it is critical that they make an effort to
work with and support their foreign partners and clients to maximize the likelihood of success.

Second, a commitment to a long term program. American companies are often short term in their
thinking, and have a reputation for pulling out if things don't work out as they had hoped. As a
result, international end users and prospective business partners are often skeptical about new
technologies coming from the U.S., and will take a wait and see approach unless they are
convinced that the company is serious.

In North America, a company with more than 25% of its revenues coming from international
markets is generally considered to be a success story. However, over time the international effort
should result in at least 40% of a technology company's overall revenues.

Even if overseas markets represent 60% of the total, very few companies generate this level of
sales because some markets are difficult to enter, and may not become a significant contributor.
Japan, for instance, represents roughly 13% of worldwide IT spend, but it is a market that many
companies avoid because it can be so complex.

The budget will vary dramatically based on how a company plans to enter a market. If a company
wants to open up a small office in a major European market, the first year costs could easily
exceed US$1 million.

On the other hand, a comprehensive channel program can be implemented for $20-50,000 per
country. During the channel recruitment program the first few months will require relatively little
outgo, but there will be some costs to modify marketing materials, cover legal fees for trademark
registration and a reseller agreement, phone bills, shipping, perhaps some direct marketing efforts
to create awareness, etc. As the recruitment effort builds there will be some travel involved to
meet with prospects, and once the channel is in place a company should anticipate at least one
overseas trip per year to visit with partners in order to get to know them on their home turf.

Of course, by spending more money (wisely), international efforts could see an accelerated growth
curve. Nonetheless, we would recommend a cautious approach initially, because a technology
company that is new to international is bound to make some mistakes, and it is easy for spending
to get out of hand.
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There are few instant successes.

To a great extent it comes down to the technology, how complex it is, the length of the sales cycle,
and how effective a company is at getting the message out to prospective end users. Regardless,
international markets will require at least the same build-up as did the home market.

Since relatively few products are revolutionary, we can suggest a "typical" time line that would
apply to many products. If you are going through a channel, building the internal infrastructure and
channel program will take 30-60 days. Recruiting and signing partners that are qualified and
motivated (with an emphasis on being qualified and motivated) is the equivalent of a sales cycle,
and it will typically take 3-6 months before a good network starts to take shape. The first revenues
will be tied to the product’'s normal sales cycle, whether that is 30-60 days for a simple product, or
6-12 months for a complex solution.

If a company has decided to set up a subsidiary, then it will take 4-6 months before an office can be
operational in Europe (most employees have to give their current employers at least 90 days
notice, so even if you hired someone tomorrow, they probably couldn't start for another three
months). After that, you have to factor in the normal sales cycle for your particular product.

Not necessarily, at least to begin with.

A small company should ease into overseas markets, and if only a few markets are approached
initially, the effort can be supported on a part-time basis by an existing resource. Roughly 20-30%
of their time should be dedicated to international, and as the channel and revenues grow, a
company can evaluate hiring someone on a full-time basis.

In addition to someone responsible for the international program, one person in technical support
should be designated to answer questions from overseas prospects and resellers. Within any
company there is a natural tendency to take care of domestic business first, and if no one is given
the responsibility to answer phone calls and e-mails that come from Hans or Pierre, they won't get
answered.

Support is a key issue.

With the increasing complexity of technology, and the unknown impact of introducing a new
product into an existing environment, a failed installation has become an unacceptable risk. When
businesses are faced with the choice of buying a product with lots of bells and whistles, but from a

vendor they are not familiar with, or a product that has all the core functionality that they need, but
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that is sold, installed and supported by a trusted supplier, they will buy the "lesser" product.

This is one of the compelling reasons for going through channel partners, because they will have
established relationships, and credibility, with their client base. Setting up a subsidiary with 3-4
employees won't provide the same assurance to large prospects.

U.S. software companies often produce the world's best vertical market software solutions
(industry specific solutions, such as medical office management packages, construction, bakery,
etc.), but they can be very difficult and expensive to establish in overseas markets.

Vertical market solutions usually interface with an end user, so the product has to be translated
and localized for non-English speaking markets. Even markets such as the UK, Australia and
South Africa will often require product modifications so that they correspond to local business
practices.

A further challenge comes from competition. Most of the large markets are likely to have a local
champion that is serving that particular niche, and they can be difficult to displace, even if their
technology is clearly inferior. One opportunity for vertical market solutions is in working with a
company that would otherwise be a competitor, and doing it on an OEM basis. They would adopt
your better technology as their new version, market it to their client base, and probably take care
of the translation and localization as part of the deal.
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According to a study published by WITSA, the largest technology markets for 2004 were:

2007 Spending on IT and Communications Technology

Rank Country % of World Market
1 United States 34.51%
2 Japan 11.09%
3 Germany 5.91%
4 United Kingdom 5.33%
> China 5.01%
6 France 4.73%
’ ltaly 2.64%
8 Canada 2.16%
9 Brazil 2.03%
10 India 1.91%

This table leads to a few interesting observations. First of all, the U.S. dominates the world
market for technology purchases, so for many companies establishing a strong position here will
be a priority. However, because of its size, it is also the most competitive market in the world, and
it might actually be more difficult and more expensive for a company to succeed here than
elsewhere.

Second, the relative market sizes dwindle very quickly, which has a direct impact on how a
company decides to enter a market. In other words, is a subsidiary justified? Is a market large
enough to support more than one good distributor/reseller. Might a smaller market that is
comfortable speaking English be more attractive than a larger, non-English market?

Finally, percentages by themselves can be misleading. Brazil, with 2.03% of the world’s market,
still spent almost $70 billion on technology in 2007. Australia and New Zealand, with a combined
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1.6% of the world’s IT spend, have more than 4,000 companies with revenues between A$250
million and A$1.5 billion.

The key is to succeed in the first market(s), regardless of size.

If a company is just getting started, it is best to go after markets that can be approached without
making a major investment, and where the company can test its technology and marketing
message without the risk of alienating a large market if things do not go well.

For this reason, countries like Australia, South Africa and Singapore can be a good place to start.
They speak English, so the product doesn't require major modifications, and in many cases the
existing marketing materials can be used as is, or with some minor adjustments. These countries
also have the advantage of being early adopters, and receptive to American technology and the
American way of doing business.

Australia is a popular test market for many large vendors, so many products are introduced there
before they are released in North America. The rationale is that if there are bugs or deficiencies in
the product, it is better to find out in a market that represents 1.3% of the world's IT expenditures,
rather than a launch in North America that could do serious damage to the product in its major
market.

How much can one salesperson sell?

Whether you are setting up a subsidiary or working with a channel partner, there is a limit to how
much one or two people can sell, regardless of how large the overall market potential is. So if you
have a limited budget, use it in a market where the salespeople are most likely to succeed.

It is easy to spread yourself too thin.

When your website goes live you are going to get inquiries from prospects and resellers from
many markets, and it can be tempting to go after every international market opportunity that pops
up. But before you do, ask yourself the following questions:

= Do you have enough people resources to provide marketing and technical support to
multiple resellers?

= Do you plan to hire a full-time international manager, or will an existing employee be given
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international? If so, will they be full-time, or is international just one more thing on their list
of things to do?

Is your product sold through an indirect channel in the domestic market? If you are only
selling direct at home, you will have to become familiar with channel management in
general, as well as doing it internationally, so you might want to ease into the process.

How complex is the product? Will you have to be involved with initial sales and
installations, or is it an out-of-the-box solution that a reseller can handle with a minimum
of training and involvement from the vendor?

Does the product need to be translated or localized?

How competitive is the market? In other words, is the technology something that has to
be established quickly in order to get to the market ahead of the competition? Orisita
niche product with little competition, giving you the luxury of time?

In many cases, especially for smaller companies with little or no channel experience, it makes
sense to start with one or two English-speaking markets as a way of testing the international
potential. This will give them a chance to:

Fine-tune their recruitment program. For most companies this will be a new process, and
they will have to get used to dealing with resellers in different countries. And not
everything they implement will work right away. Perhaps the marketing materials have to
be revised. Will the pricing make sense in other markets?

Build up the necessary support infrastructure. The company will have to sell its employees
on the importance of being responsive to international resellers. For most employees this
will be an additional burden, and it will be important to have the right procedures in place
before an aggressive roll-out.

Develop international reference accounts that can be used when opening new markets.
Nothing succeeds like success, and it makes a big impact on the market (both for
prospective resellers and end users) when a product is a proven success outside its own
market.

Generate revenues that can be re-invested to accelerate the international channel
development program. Building international channels is going to take time. Resellers
have to be found and recruited, then they have to be trained, and only then do they start
marketing the product. If they then have a 3-6 month sales cycle, and a 30-90 day
collection cycle, it might be 6-12 months before a company starts to see any meaningful
revenues. Inthe meantime it costs time and money to support the resellers. If a company
focuses on two or three markets first, they can start to generate revenues that can be used
to provide additional support to existing, successful resellers, as well as go into new
markets.
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Not all markets are created equal. There are some markets that should be avoided, and some
markets that should be entered later rather than sooner.

There are some markets that should be avoided because they represent risks or challenges that
can drain a company's resources with little to show for it. For American companies, the first
category is countries that are on the U.S. State Department's list of countries to which it is illegal to
sell products of any kind. This includes countries such as Cuba, Libya, Syria, Iran and North
Korea.

Another category is countries with extremely high piracy rates, such as China, Thailand, Indonesia,
Vietnam, etc. While it can be tempting to go after some of these markets due to their large
populations, the actual revenue potential is insignificant, and certainly does not justify a lot of effort
and investment. If the decision is made to enter these markets, it is recommended that marketing
efforts be focused on subsidiaries of North American and European corporations, because they
will normally be more sensitive to licensing issues.

As a general rule, markets should be approached one-on-one, rather than being bundled into a
larger territory.

It can be tempting to have one company handle a region, such as Europe, but the cultural,
business and language differences make it impossible for a single company to provide the
necessary sales and technical support. In addition, people in many countries have a resistance to
purchasing products from non-native vendors. For example, it is unusual for a German client to
buy products from a French reseller; he would much rather buy from a German company.

There are, however, some groupings that make sense:
= Benelux (Belgium, the Netherlands and Luxembourg)
= the Nordic countries (Norway, Sweden, Denmark, Finland and Iceland)
= German-speaking countries (Germany, Switzerland and Austria)

= French-speaking countries (France, the French-speaking parts of Belgium
and Switzerland)

= The ASEAN countries (Singapore, Malaysia, Thailand, Indonesia, the
Philippines, Vietham and Brunei

= Australia and New Zealand
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= Argentina, Uruguay and Paraguay, Chile and Peru

= Central America (Honduras, Nicaragua, Guatemala, Panama, Costa Rica and
Belize)

Even within these regions, it is an advantage to have separate partners in the sub-markets as long
as the markets can support it.
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International markets on an individual basis are much smaller than North America, so it will not
always be possible to develop multiple channels. The potential for channel conflict is too great, and
becomes counter-productive. Nonetheless, the channel options that are available are very similar
to those in North America.

Resellers/VARs/Distributors

Distributors are commonly used when the product has such a large potential market of end users
that the vendor does not want to support numerous resellers directly. Several of the large U.S.
distributors have expanded internationally, and now dominate the European markets as well.
Examples are Ingram Micro and Tech Data. Generally, distributors will expect least a 50% margin
plus additional funds to help in the marketing and promotion of a product. Distributors will usually
not take on a product unless:

= There is a significant existing or potential market

= Resellers are already aware of the technology and have a desire to buy

= The product offers features that substantially differentiate it from the competition
= There is an effective marketing program in place

= The vendor is able to provide technical support, training and merchandising tools.

Internationally the word "distributor” is often used to describe any company that has the exclusive
right to sell a product in his market, whether or not he sells directly to the end user or through
resellers. This is particularly true in the mainframe environment, where established companies are
offended by being called a "reseller" as opposed to a "distributor".

The difference between resellers and Value-Added Resellers (VARS) is based primarily on the
level of services provided with a sale. Resellers tend to be product-oriented, and VARSs tend to be
solutions-oriented. Resellers are expected to market specific products, be they hardware or
software, while VARs will include those products in an overall solution that they are selling to their
clients.
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OEM/Private Label

An excellent channel alternative is to have software bundled or integrated on an OEM (Original
Equipment Manufacturer - a term that is now applied to software products as well as hardware
products) basis, bundling it with another company's existing software solution. The advantages to
this scenario are significant:

The cost of sale through this partner is virtually zero

It does not consume any internal advertising/marketing efforts

Support requirements are minimal

The OEM already has a sales engine in place and most likely has a ready customer base

The sales and pricing strategies used by the OEM will have no impact on direct sales
efforts or any other sales alternatives - thereby keeping all options open.

There are, however, a number of potential difficulties with this option:

Certain technologies do not lend themselves to being integrated with any other software
solution

It can be very difficult to find software companies willing to integrate another company's
technology

There is a loss of identity, so building brand awareness is difficult

Contract negotiations have to be handled carefully, to prevent the developer's product
from being included as a low-cost add-on that could possibly undermine the ability to
sell the product separately

If an OEM agreement is very successful, and the OEM partner becomes a large part of a
developer's business, the OEM partner could be in a position to exert a lot of pressure on
the developer.

There are no real pricing guidelines for this type of relationship. A lot will depend on the value of
the software being integrated with, the competition in that market, etc.

Hardware Bundle

Some software solutions may lend themselves to be bundled as part of hardware

sales. However, it would be rare that a new technology could utilize this option. The

only reason a hardware vendor would include software is if it helped them sell more

hardware. .And in order to have that spin, either the market needs to already know

the benefit of the software or the benefit of the software must be very obvious and compelling (e.g.,
doubles processing speed).

PAGE 12



THE YORK GROUP — 101 QUESTIONS

The advantages include:
= The cost of sale is virtually zero
= Animplied (if not actual) endorsement by the hardware manufacturer

= Will not have any impact on the company's pricing model through any other sales
alternatives

The disadvantages include:
= May require supporting an uneducated buyer (potential high support costs)
= May diminish the market's perceived value for the product

= There may be very little contact with the end-user and therefore diminished opportunity for
add-on sales.

The per unit pricing is usually very low. In many instances, software vendors will load a "lite"
version of their product at little or no cost to the hardware manufacturer in the hope that the
end-user will contact the developer in order to buy the full-featured version.

Integrators & Consultants

Like VARs, integrators and consultants work with their clients to provide a total solution, and do not
focus on selling specific products or brands. However, integrators can approach the projects in
different ways:

1. Project management. Companies such as EDS, Cap Gemini Ernst & Young and Accenture
take on large projects for their clients, where their responsibility is to evaluate a problem, find
a solution, and then implement the solution. In most cases they will design the solution, and
then present product options to their clients, who are ultimately responsible for making the
decision. For instance, if the project requires file transfer, the consulting firm might present
three possible products, their technical specifications and pricing, and the client makes the
choice. The challenge for a developer is to get visibility with consulting firms so that they are
in a position to evaluate and possibly recommend their products.

2. Systems integration. Integrators are very similar to VARS, in that they integrate software and
(often) hardware into a custom solution for their clients. A strong relationship with system
integrators can be hard to achieve because they get called on by many software vendors, but
once it is in place can lead to repeat business with a low cost of sales.

3. Facilities management/outsourcing. There are some large IT services companies, such as
EDS and IBM, that take over the entire information systems management for their clients.
This is often done on a fixed price basis for managing the current infrastructure, and cost plus
for enhancements. In either case, the facilities management firm has a strong incentive to
purchase products that reduce the operating costs or that make the environment they are

managing more efficient. Since FM firms tend to be very large, with clients around the world,
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if a product becomes adopted as a standard, it is often installed at many other sites around
the world, with both existing and new clients. Getting selected by an FM firm is difficult, but
can be very profitable.

Selling from home will never generate the same results as having a presence in overseas markets,
either through a subsidiary or a channel partner. However, in making this decision, the factors to
look at are the technology, pricing, and a company's resources.

Technology: Selling direct can work with products that can be installed out of the box, with virtually
no vendor support. The market would be limited to English speakers, which means systems
administrators at larger companies (most technical people worldwide speak or understand
English), or consumers in English-speaking markets.

Price: Selling direct works best with lower-priced products. Inthe U.S. it is sometimes possible to
sell products costing as much as USD $50,000 over the phone to end users, but in other markets
this is not the case. First of all, customers will be concerned about technical support, so the
perceived risk of buying from a vendor in another country is higher. Second, there is a big cultural
difference. In Europe, most products that sell for more than USD $5,000 usually require a visit
on-site to install and demo the product.

Company resources: If a company does not have the manpower or financial resources to develop
and support international activities, but still wants to go after international clients, selling direct
might be an option for getting started, but it needs to be implemented with caution. Too often a
company finds potential sales in various international markets, only to discover that the support
costs eat up most or all of their margins.

As a rule, distributors make sense for high-volume products that are supported by strong
marketing programs, or that have proven market demand. High volume international distributors
(box movers) are often the same companies that dominate in the U.S., and they operate by the
same rules. Distributors want to be fulfilment houses, taking orders from a large reseller network.
So they will take on a product when there is a proven demand, and/or when the vendor provides
the financing necessary to create the demand.

The term "reseller" can include VARSs, ISVs, consultants and other third parties that sell to the
end-user. Resellers make sense in most situations and having strong, qualified partners can be
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the key to success.

Technically complex products are also best sold through resellers, but only resellers that have a
customer base that is appropriate for the technology. With complex solutions the quality of support
can be more important than the product itself, because the cost of a failed installation has become
unacceptable. Large companies will often have a list of approved vendors/resellers in order to
minimize the likelihood of mistakes.

Setting up an office internationally is usually more expensive than in North America, and should
only be considered when:

= a company has a very strong financial position, and can absorb the start-up expenses while
they are building sales (as well as setting aside reserves in case the office has to be closed); or

» sales in a given country are approaching $5 million dollars annually (see questions 53 and 54
for more details); or

* acompany is preparing to go public. Investors tend to attach a higher value to companies
that have their own subsidiaries in key markets, even if they are making less money than
companies with a similar technology that use an indirect channel.

Yes you can, by structuring your distribution contracts as “Build, Operate and Transfer”
agreements.

Under this structure you would have the option of purchasing your reseller, or at least the activity
that is built around your products, at some time in the future, usually after 3, 4 or 5 years, at an
agreed multiple of revenues. Distributors/resellers typically have a much lower market multiple
than technology companies that own the IP, so the multiple of revenues is often in the range of
0.25 — .05 times revenues.

This arrangement works well for both parties. The distributor knows that he will be able to cash out
the business he is building up for your product, so he has an incentive to grow the revenues as
much as possible. The vendor will be able to take over a successful business, maintaining the
continuity of employees and clients.

And, since the vendor usually has a much higher market multiple, the cost of the acquisition should
be less than the increase in market value.
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Support, communications and trust.

When a company makes the decision to go international, they have to approach the process with
an understanding of the reseller's mindset if they are going to be successful. The software vendor
will, quite naturally, feel that he is giving a reseller an opportunity to make money with his product,
and that the reseller should be the one making the effort in the relationship.

From the reseller's perspective, however, there is quite a bit of risk involved. He will be asked to
make a significant investment in time and money to make the product successful locally, so he
will have more at stake financially than the vendor. And every reseller that has been in business
for any length of time will have lost money on products that they have marketed for any one of
many reasons:

= The software vendor went bankrupt
= The technology was unexpectedly eclipsed by a new product

= The vendor sold out to another company, who already had a distribution channel in place,
and the contract was canceled

= The vendor became very successful, and set up their own subsidiary.

Because of this, resellers enter into new relationships with a bit of skepticism, realizing that the
investment they are going to make might be lost if one of the events listed above takes place. A
reseller has to feel confident that his new vendor is going to stand behind the product and support
them.

So the key to a successful relationship is good support and two-way communications. Given that
the reseller is often thousands of miles and many time zones away from the vendor, each party
has to feel that the other has their best interests at heart.

This is a difficult issue, especially as the Web has grown in importance as a marketing tool.

Many technology companies will sell direct in North America while using a channel internationally,
and this is where the conflict can arise. In North America, it is often an advantage to have the
pricing posted on the Website, so that end users can order directly. You want to shorten the sales
cycle, and if people know what the product costs, they are more likely to order on-line.

If you have an international channel, however, published pricing in U.S. dollars will create a lot of
headaches, including:

Circumvention. End users buying directly from the vendor and circumventing the local resellers,
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either by design or through ignorance. Nothing de-motivates a reseller more than having its
vendor sell directly into its market. If a company wants to have a successful indirect channel, it has
to use the Web as a way to generate business for its partners, and not as a tool to compete with
them.

Reduced margins for the channel. International resellers will usually have a local currency price
that is higher than the U.S. dollar equivalent. There are many good reasons for this, but end users
will use the Web pricing in their negotiations with the reseller, and the reseller will end up with
lower margins.

It can make your channel partner look bad. When the local currency pricing is higher than the
equivalent U.S. dollar pricing, it can look like the reseller is tying to gouge his clients.

Not if you want to have resellers who are spending money to market your product in their local
market. As you take a look at the relative market size of countries, you see that they tend to be
rather small - too small for resellers to compete with you. From the reseller's perspective, he is
exposed to enough risk without having to worry about losing business to his vendor.

This can be a good way to get started for certain types of products. If your product is relatively
inexpensive and can be installed out of the box, a well thought-out Web-based marketing program
can generate sales.

If you are going to sell via the Web, make sure that you register your Website with as many
international search engines as possible, so that people can find you. In addition to international
versions of the well-known American search engines, such as Google, Yahoo!, etc., most
countries have their own local search engines that will have a bigger impact. And if you do go
through this registration process, make sure you optimize your website for search engines.

Itis necessary to have the right procedures in place before taking orders. Some of the issues that
have to be addressed include:

Shipping. Every country has different taxes, tariffs, import restrictions that have to be considered.
It is usually advisable to work with established international shipping companies, such as UPS,
DHL and Federal Express. They will know what the customs regulations are in every country, and
in many cases have their own offices with the local customs agent.
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Value-added taxes. Tariffs and taxes apply, even if you are distributing your product electronically.
If you are selling software to Europeans over the Web, downloaded by the end user, you are
required to collect the Value-Added Tax and submit quarterly reports to the appropriate taxing
authority.

Getting paid. The easiest form of payment is by credit card, but this involves establishing a
merchant account with a bank to process the charges. Contact several banks, because the
charges and set-up fees can vary. There are, however, some drawbacks to using credit cards as
the primary source of payment. For one thing, many people overseas do not like to use credit
cards, so a large percentage of the market will be unable to pay you, even if they want to order
your product. A second risk is credit card fraud. Credit card theft is widespread, especially in East
Europe, so great care has to be taken when accepting credit card orders.

Legal restrictions. The United States government restricts the sale of all products to certain
countries, such as Cuba, Libya, Syria and Iran. There are additional restrictions that impact the
sale of specific technologies to a wider range of countries, and in some cases there are bans on
selling certain technologies to specific companies within a country. An example of the latter is
South Africa, where a few companies and government agencies that were involved in maintaining
apartheid are blacklisted.

Marketing. You still have to create awareness and drive traffic to your site. This can be done
through search engine optimization, banner advertising, product reviews in trade publications,
links to high volume websites and blogs, etc. This all takes time and money!
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The type of end user will determine whether a product has to be translated and localized, and if so,
how extensive it should be.

As a general rule, if the product is used on a desk top, it will have to be translated. In other words,
if there is an end user sitting in front of a screen, the screens he sees will have to be in the local
language.

The extent of the translation will depend on the complexity of the product and how it impacts the
end user. If it is a straightforward application that is supported by a systems administrator, it
might be enough to translate drop-down menus, pop-up messages and any other text that will
appear on the screen. For other products, it might be necessary to translate the user
documentation and help files, which can involve a lot of work, plus the necessity of maintaining
multiple languages in future releases.

Products that are installed and used by systems administrators, but that are invisible to regular
office personnel, can often be sold and maintained in English.

Localization is more than just changing the language of the words in the product's vocabulary. In
addition to language issues, true localization takes into account a number of technical and cultural
factors such as currency, measurements, date usage etc. The resulting localized product looks
and feels right to native inhabitants of your target market.

Localization is the sum total of all the changes of language, usage, program code, and technology
that need to be made to your product in order to offer a product of equivalent industry standard in a
foreign language market. Indeed, many localization issues can also occur between two markets
with a common spoken language. For example, there are many differences of spelling and usage
between the U.S. and the UK.

There are four main factors that need to be addressed during a translation

1. Translation of the text of the product’s many components from its original language to the
target language.
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2. The character set. Look at the keyboard of your own PC. In North America, we typically use a
“qwerty” keyboard specifically designed for entering English text. A German keyboard is
different. A French one is different again. They have been optimized for slight differences in
the frequency of characters used, as well as for the use of accented characters.

3. Character codes. Behind the keyboard layout is the question of how the computer recognizes
the characters that are being entered. There is no (not in common use anyway) single set of
computer codes that can handle all known languages. Luckily in Western Europe there is such
a common code set, but even then the keyboards differ.

4. Length of the text strings. Text length provides a real challenge to the user interface designer.
Screen layouts shrink and grow depending on language. For example, Spanish needs nearly
50% more space than English to convey the same meaning. A title or message that just fit in
the available space in English could precipitate a screen re-design in Spanish.

Related to text length is word length. Particularly notorious in this respect are the Germanic
languages with their frequent use of compound words. Simple algorithms for finding words in
blocks of text that are taken for granted in English, do not work in German. Screen layouts that
rely on lists of (‘normal’ length) words are frustrated by Germanic spelling.

The first step, assuming the product has never been translated before, is to survey the product for
the kind of localization issues described earlier. It is essential that this survey is done accurately.
Only then can cost and the project time scales be calculated. Indeed, it may reveal previously
unknown issues that completely change the commercial viability of the product. This is a skilled
task and it is best performed with the help of someone who has had previous experience of
localization (not just translation).

Once the survey is complete the project can be planned based on several methods of translation:
1. Do the complete project in-house using your own permanent staff
2. Outsource the task to a translation specialist
3. Use your local reseller to do the translation (see question 32 for more details)
4. Manage the project yourself and hire specialist sub-contractors.

The first of these is inappropriate for a small company because the cost of full time employment of
the specialist (linguist) staff would be prohibitive.

The second method can also be very expensive unless the project is a very simple and
straightforward translation. If a high level of change is required to the product's code, then
outsourcing this change would be both expensive and high risk.
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When a product has already been localized once or twice, it may be possible to ship a translation
‘toolkit' with the product which would enable distributors and re-sellers to do a translation. This
may not only save translation costs, but it can also form a component part of the overall
commercial arrangement you have with those particular re-sellers.

For most software vendors embarking for the first time on product localization, we would
recommend the fourth method - namely that you keep the project under your direct control, and
use specialist sub-contract effort to supplement your skill set. For most Western European
languages there is a pool of expertise that can be hired on sub-contract terms for a specific project.
The actual boundary between what your company does and what the sub-contractors do is highly
dependent on the degree of code change to your product that is necessary and the level of
resources that you are able to deploy onto the project.

Counting and Time Keeping

There is a wide variation, even over a limited geographic region such as Western Europe, in the
way that numeric information is displayed. There is a similar diversity in culture that seeps through
into computer software “look and feel”.

Arithmetic is handled in the same way in all Western languages. What differs is the way the
numbers are represented. The most common example is the U.S. practice of writing mm/dd/yy for
a numeric date contrasted with the UK usage of dd/mm/yy, which can result in ambiguity with
dates such as 5/6/05. Equally, the French practice of transposing decimal points and commas in
numbers (e.g., 1.000 for 1,000, and 1,22 for 1.22) needs to be addressed.

Currency notation is also quite different from region to region. This can range from prefixed
special characters (e.g. £1 or ¥200) to prefixed alphabetic strings (e.g. NOK500) to suffixed
alphabetic strings.

Holidays also have significant regional variations (e.g., don't assume December 25th is Christmas
Day). If your application has a calendar facility then these factors need to be taken into account.

The best quality products show the consumer that the product has been designed with this in mind.
Application Specific Variations

This is a “catch all” category for sweeping up those things in your own product that may not
function correctly in another region or culture. Any part of a product which is driven by, or assists in
meeting, laws or regulations in the home market will very likely require modification to fit different
rules in the target market (e.g., accounting and taxes).

Any application where alphabetic ordering was important may produce different results in different
languages - and would be virtually impossible to operate in some Asian languages.
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An application that operates across national boundaries can also cause problems. Simple e-malil
is an example of this in that many systems do not cater for different character sets and languages,
never mind different document formats.

The Whole Product

There are constituent elements of the product that, while not strictly software, may need to be
localized. One example is the Software License, normally displayed on the user's screen at the
time the product is started up. You need specialist legal help to get this translated, since the
details of the rules vary from country to country. Copyright notices are similar in this respect.

We would include in this section any tools you use to manufacture and support the product. If a
regional support office is to be set up, then will the help desk tool you currently use also work in the
local language?

Other examples are the product packaging, marketing collateral, training materials and any
internal technical support documentation. And of course, the language variants of your website.

Resellers can be a valuable partner in the process, and for many products this can be a way to
reduce the costs of localization. If you are doing the translation yourself, the reseller can be a good
way to check the quality of your output. Resellers will often be able to translate simple things like
screen prompts and drop-down menus, but help files and user documentation can be too
comprehensive for them to tackle without some level of compensation.

The most common forms of compensation, in lieu of cash payments, are:

1. Exclusivity. In many cases an exclusive reseller can be required to do, or pay for, the
translation as part of the contract. If so, make sure that there are firm deadlines, and the
translation effort should not exempt a reseller from meeting sales performance goals;

2. A higher discount. If the company doing the translation is one of several resellers, it is
possible to give them a higher discount on their purchases, which will give them a
competitive advantage over the other resellers;

3. Royalties. If here are other resellers, offering an override of 5-10% on sales from other
resellers not only compensates the company that did the translation, but it also gives them
an incentive to cooperate with the other resellers.

If you are selling direct, or have a subsidiary, then it is clear that you should have local language
marketing materials in order to get your message across. Within the technical community there
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are enough English-speaking people to generate a few sales, but the full potential will never be
reached.

If you are working with channel partners, it is normally their responsibility to produce local
language marketing materials. The vendor is expected to provide the files or templates that they
can then translate and produce locally.

Itis also a good idea to develop a standard template for websites, so that resellers can load a page
or two, fully translated, but that allow you to convey a consistent image and profile for your
products.

Remember that resellers are often technical organizations that moved into product marketing as
an extension of their core business. They don't always have the experience or tools to develop
effective marketing materials. To the extent you can give them the basic documents to work with,
they will usually be grateful for what you can provide. They will translate the documents, and invest
in printing and distributing the materials.
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This section is intended to provide an overview. Please consult with your attorney to help with IP
protection for the markets you intend to enter.

A trademark is either a word, phrase, symbol or design, or combination of words, phrases,
symbols or designs, which identifies and distinguishes the source of the goods or services of one
party from those of others. A service mark is the same as a trademark except that it identifies and
distinguishes the source of a service rather than a product. The terms "trademark" and "mark" are
often used to refer to both trademarks and service marks whether they are word marks or other
types of marks. Normally, a mark for goods appears on the product or on its packaging, while a
service mark appears in advertising for the services.

A trademark is different from a copyright or a patent. A copyright protects an original artistic or
literary work; a patent protects an invention.

Trademark rights are established from either (1) actual use of the mark, or (2) the filing of a proper
application to register a mark in the Patent and Trademark Office (PTO) stating that the applicant
has a bona fide intention to use the mark in commerce regulated by the U.S. Congress. Federal
registration is not required to establish rights in a mark, nor is it required to begin use of a mark.
However, federal registration can secure benefits beyond the rights acquired by merely using a
mark. For example, the owner of a federal registration is presumed to be the owner of the mark for
the goods and services specified in the registration, and to be entitled to use the mark nationwide.

There are two related but distinct types of rights in a mark: the right to register and the right to use.
Generally, the first party who either uses a mark in commerce or files an application in the PTO has
the ultimate right to register that mark. The PTO's authority is limited to determining the right to
register. The right to use a mark can be more complicated to determine. This is particularly true
when two parties have begun use of the same or similar marks without knowledge of one another
and neither has a federal registration. Only a court can render a decision about the right to use,
such as issuing an injunction or awarding damages for infringement. It should be noted that a
federal registration can provide significant advantages to a party involved in a court proceeding.

Unlike copyrights or patents, trademark rights can last indefinitely if the owner continues to use the
mark to identify its goods or services. The term of a federal trademark registration is 10 years, with
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10-year renewal terms. However, between the fifth and sixth year after the date of initial
registration, the registrant must file an affidavit setting forth certain information to keep the
registration alive. If no affidavit is filed, the registration is canceled.

A company or an individual may apply for federal registration in three principal ways:

1. Anapplicant who has already started using a mark in commerce may file based on that use
(a "use" application)

2. An applicant who has not yet used the mark may apply based on a bona fide intention to
use the mark in commerce (an "intent-to-use" application). For the purpose of obtaining
federal registration, "commerce" means all business which may lawfully be regulated by
the U.S. Congress, for example, interstate commerce or commerce between the U.S. and
another country. The use in commerce must be a bona fide use in the ordinary course of
trade, and not made merely to reserve a right in a mark. Use of a mark in promotion or
advertising before the product or service is actually provided under the mark on a normal
commercial scale does not qualify as use in commerce. Use of a mark in purely local
commerce within a state does not qualify as "use in commerce." If an applicant files based
on a bona fide intention to use in commerce, the applicant will have to use the mark in
commerce and submit evidence of use to the PTO before the PTO will register the mark.

3. Additionally, under certain international agreements, an applicant from outside the United
States may file in the United States based on an application or registration in another
country.

A United States registration provides protection only in the United States and its territories. If the
owner of a mark wishes to protect a mark in other countries, the owner must seek protection in each
country separately under the relevant laws.

Again, we would encourage you to sit down with your attorney to discuss this in more detail, but
there are a number of international treaties that have made it easier to protect your IP. The key
issue is to make sure that you are protected in the countries where you plan to do business,
because if you wait too long it is possible that a company in your target market will already have
registered a company or product name that is identical to yours. It is not unusual for a company to
find itself having to re-brand its product in certain markets.

Some general guidelines for registration are:

Patents. The Patent Cooperation Treaty (PCT) gives you patent protection for a limited period of

PAGE 26



THE YORK GROUP — 101 QUESTIONS

time in roughly 125 countries. Once you have filed for a patent in your home country you will
receive patent protection in all 125 countries for a period of 30 months as long as you apply for a
patentin one other PCT country within 12 months of your original filing. On or before the expiration
of the 30 month period, you will need to perfect your patent in each of your key markets individually.
Check the following website for updated information - http://www.wipo.int/pct/en/index.html.

Trademarks. The Madrid System includes roughly 70 member countries, and a trademark
registration in one of them will provide protection for ten years in the countries where no similar
trademark has already been registered. In the European Union one application will cover all 25
countries. However, if the trademark is disputed in any one of the 25 countries, you will need to
submit individual applications in all 25 countries.

Copyrights. The Bern Convention has been ratified by more than 150 countries, and a copyright
filed in one of those countries is protected in all 150+, as long as there are no per-existing
copyrights for the same material.

Anyone who claims rights in a mark may use the TM (trademark) or SM (service mark) designation
with the mark to alert the public to the claim. It is not necessary to have a registration, or even a
pending application, to use these designations. The claim may or may not be valid. The
registration symbol, ®, may only be used when the mark is registered in the PTO.

Software piracy is a worldwide phenomenon. While the rate of piracy has been declining over the
past few years as a result of increased prosecution and extensive awareness campaigns by
organizations such as the Software Business Alliance (BSA), it is still a pervasive problem.

According to a study done by the BSA and IDG the lowest piracy rates in 2007 were in the
following countries:
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Country Piracy Rate in %
U.S. 20
Luxembourg 21
New Zealand 22
Japan 23
Finland 25
Sweden 25
Belgium 25
Denmark 25
Austria 25
Switzerland 25

Country Piracy Rate in %
Armenia 92
Moldova 92
Azerbaijan 92
Bangladesh 92
Zimbabwe 91
Sri Lanka 90
Yemen 89
Libya 88
Venezuela 87
Iraq 85

Where possible, software keys and activation codes are the preferred solutions. Although many users
complain because software keys limit their flexibility in moving applications from machine to machine,
they are a good way to protect the product. If the program can generate time-limited temporary keys
as well as permanent keys, they can be used to help the resellers manage their payment cycle. For
instance, once a client issues a purchase order, and let's say the payment terms are supposed to be
60 days (in Italy terms can stretch to 120-150 days!), a 60 day key can be issued, after which the
product will stop working. This gives the end user a strong incentive to pay for the product, and it
allows the reseller to tell his client that his vendor is enforcing the payment terms, and that there is
nothing he (the reseller) can do.
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Wire transfers

Wire transfers are the industry standard. They are reliable, they can be traced, and they can't be
reversed once the payment has been completed.

Credit cards

Credit cards were often used for lower priced, high-volume products, but after American Express
started to allow small business owners to accumulate Reward Points for business expenditures,
they have become much more popular. We have seen resellers process six-figure orders with
their Amex card. Credit cards have the advantage of being processed immediately, and can
therefore expedite the ordering and shipping process, but charges can be disputed or reversed,
and there is a bank processing fee that can be 1-4% of the payment..

Cashiers checks and international money orders

These are rarely used, but there are still some companies that prefer to use checks. Encourage
these partners to use an overnight delivery service in order to avoid possible postal delays.

Payment terms will depend somewhat on factors such as the cost of the product, length of the
sales cycle, software protection, length of the relationship with the reseller, etc. As a general rule
payment terms are to be avoided, for a number of reasons:

»= the financial information received is often unreliable, so it is not easy to establish the
creditworthiness of a new reseller

= suing for payment overseas is difficult and expensive

= market conditions and exchange rates can change rapidly, so a company should avoid
holding large receivables.

As an illustration, one of our clients had a very good, and very successful reseller in Brazil. As the
relationship grew, the reseller was gradually given credit terms, under which they paid on the 30th
of month for their sales the previous month. However, during a sudden economic downturn, the
Brazilian Real lost 50% of its value within a week. This meant that the reseller, who had sold the
product in the local currency, and was getting ready to purchase U.S. Dollars to send to the vendor,
was faced with paying twice as much for the product. The end result was that the vendor agreed to
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reduce his price by 25% to help offset the exchange rate loss.

This is not an isolated example. The same thing happened in Asia in 1997, when many of the
currencies lost 50-75% of their value.

This was a fairly common practice in the 1980s, but it has become the exception today:

= most resellers that have been in business for any length of time have been burned at least
once with pre-payments, and as a result have made it a policy to pass on products that
require them

» requiring up-fronts can be seen as a sign of financial weakness on the part of the vendor

= up-front payments have to come from somewhere, and it is usually taken from the
marketing budget, leaving the reseller with little or no money to push the product.

The purpose of an up-front is usually to guarantee that the reseller is serious about the product,
and has a strong incentive to market it. This can be better achieved through requiring training at
the vendor's facilities, and establishing a formal marketing plan and budget from the reseller.

Nonetheless, if a company feels that an up-front fee is necessary, there are ways to make it more
acceptable to a reseller. For instance, it can be positioned as pre-purchasing of a certain number
of licenses, in which case we recommend that they be priced at a bigger discount than usual, e.g.,
60% instead of 40%. The reseller can choose to earn a larger margin, or it can give him an
opportunity to offer the first installations at a special price as a way to build up some initial
reference sites.

Discounts tend to be higher outside North America. In the U.S. 30-35% might be enough to attract
good resellers and distributors, whereas internationally the discount tends to be 40-50%. There
are a number of reasons for this:

1. The markets are smaller. Individual markets outside the U.S. will be a fraction of the size
of the U.S., so the potential revenues from a given product will be lower;

2. Costs of doing business are usually higher. This is especially true in Europe, where
marketing expenses, labor costs, office rents, taxes and government charges are much
higher than in the U.S.;

3. In many markets an on-site sales call is often necessary to close the sale, and this drives
up the cost of sales.
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While it might be possible to attract resellers with lower discounts, very few quality resellers and
distributors are willing to entertain products with less than a 40% discount, and they certainly won't
spend much money promoting them.

Maintenance fees are generally collected with the order if the warranty period is 90 days. In
countries where the warranty periods are six months or one year, it is more difficult to collect them
up-front without an incentive.

It is usually best to establish an international price in a single currency, preferably US Dollars or
Euros. Establishing and trying to control local currency prices creates a lot of potential problems,
for example:

= exchange rates are constantly moving, so if the reseller is on a fixed discount from the local
currency list price, the list price will have to be modified as exchange rates change; this is
an administrative headache

= resellers will want price protection for some period of time, especially if there is a long sales
cycle, so the vendor ends up assuming the risk of changes in the exchange rate

= f the discount is based on the local price, the vendor will be asked to participate in special
discounts required to close the sale.

Many countries require withholding taxes on products imported to their country. The tax can range
between 5-30%, and is deducted from the payment made to the vendor. If, for instance, the
withholding tax is 20%, and the reseller owes the vendor $1,000, he will send $800 in cash, and a
tax certificate (issued by his government if it has a tax treaty with the vendor's own country) for the
other $200. The vendor can then apply the tax certificate against his tax bill when he files his
annual return.

Things to consider:

» Some countries make a distinction between royalties and product purchases, and apply
different withholding tax rates. It is generally considered a royalty if the reseller/distributor
has the right to duplicate the product media and resell it in his territory. It is a product
purchase if the product media and documentation are physically imported;

PacE 31



THE YORK GROUP — 101 QUESTIONS

= The reseller agreement will often require that the purchase price be paid net to the vendor,
so the reseller becomes responsible for paying the withholding tax. In that case the local
pricing will have to be adjusted to compensate for the withholding tax, and this could
impact the product's ability to compete;

» Tax certificates will only be of value if the vendor reports a taxable profit. If he is losing
money, or if the cumulative value of the tax certificates exceeds his tax liability, they will
represent a potential loss of revenue.

Every company has to determine its own policies and procedures, but some of the elements that
have to be considered include:

= What is the ordering process?

= Can orders be submitted by fax? E-mail? By phone?

= Are purchase orders required?

= Does the company have a standard order form they want the reseller to use?
*= Are shipping charges paid by the reseller? What are the shipping options?

= Whatis the product return policy?
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The reasons are as varied as the companies. There are many advantages to having your "own
people” in markets outside the domestic base. This is by no means an exhaustive list, but covers
some of the answers found repeatedly in client meetings.

This is the key to the remaining arguments. Building an operation means you have the
right to choose location, corporate structure, pricing, sales channel, marketing strategy, and of
course, personnel. By choosing the people who sell, support, and market your products, a
certain consistency in approach and execution can be achieved.

This comes back to control ... the way to make certain quality remains consistent, is to do
it yourself. By controlling your process from end to end, you can ensure that it is carried out in the
way you want - whether that process be sales, support, marketing or any other part of your overall
business.

Prices internationally are often higher than in the North American market, particularly for
localized product. The ability to set end user and transfer pricing allows for greater control over
profitability and repatriation of those profits.

Having your own employees provides a measure of control over the use of time and
resources, as well as sales models. Resources can be marshaled to whatever event or activity is
important to your business at that moment (within reason). It all comes back again to control - if
you own the resources, you can control what they do and when.

By recruiting the people in your organization, you have the freedom to assemble a team
that works best within your corporate culture. A well-assembled team will be an extension of your
company in a distant market, bringing your customers consistent service and support.

To illustrate a point, let's discuss the same topics above, but from the other side.

Short of going to manage the business yourself, control over a subsidiary is usually a
matter of degree and compromise. Notwithstanding the often misguided belief that "they all speak
English", cultural differences account for some of the most difficult, frustrating, and
time-consuming management challenges in managing a successful international operation.

Subsidiaries take on a personality of their own, similar to the head office, but influenced strongly by
the culture, laws and attitudes of the local market. Over time, control changes in character,
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particularly with the second generation of employees - people who also have history with the
company, but a very different one to those working in the home office - regardless of frequent head
office visits.

Thus, we believe control is perceived, and often fleeting. For example, the location chosen initially
for the convenience of visiting home office executives, goods import and shipment, or tax holidays,
may have to be abandoned if potential employees do not want to travel there to work.

Sales strategies that work successfully in the home market may not work at all in other places
(telemarketing or direct mail, for example), and require the adaptation of methods more suitable for
the markets in which your subsidiaries operate. Marketing campaigns may cause strongly
negative reactions in foreign markets (e.g., Chevrolet's "Nova" model which failed in Spanish
speaking markets where its name translated to "no-go"). Every such change relinquishes another
element of control to some extent.

Perceptions of quality are culturally biased. A product or service that is perceived as
positive at home may have quite the opposite characteristic and/or connotation in other markets.
Some products enjoy a very positive reputation in some markets based their country of origin
(German cars, Swiss watches, Belgian chocolate, American software, etc.) while others carry
strongly negative connotations in others, often based on cultural, economic, and social influences
completely unrelated to the products themselves.

An American software company that releases three new versions per year may be viewed as
leading edge, or innovative in the U.S., while potential customers in Germany or Switzerland may
view the company as unstable - in an environment where evaluation cycles are often longer than
release cycles! Thus, quality is not innate, inanimate, or obvious - a product perceived as high
quality in one market does not guarantee it will enjoy the same perception in others.

Let's examine the opposite side of profit - cost, since higher costs directly impact profits.
Consider that while price for your product is often higher in international markets, it is by no means
unique - every other item and business service in these markets is also more expensive: taxes,
housing, office space, transportation, utilities, communications, food, insurance, financing,
computers, etc. The domino effect drives overall business costs higher, pushing salary demands
higher, and the cost of doing business significantly higher. Get the picture - prices are higher for a
reason.

Employment costs are another significant area often overlooked. In Europe, for example,
American companies accustomed to the labor flexibility of their home market are often shocked by
contract based employment laws. These reduce labor flexibility, and complicate hiring practices or
cost a lot of money to fix if you get them wrong.

Social insurance costs paid by the employer over and above gross salary in most European
countries are 100%-300% higher than in the USA. Vacation allowances hover around 5 weeks,
but routinely go to 6+ weeks, meaning that every 8th employee just covers vacation time for the
first 7. Benefits packages, particularly in Europe, routinely include company cars or commuting
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costs, a 13th, and sometimes 14th month's salary, phone lines at home complete with fax
machines, club memberships, and much more that is unusual in the USA, but normal in Europe.

Employment contracts, particularly in European countries, reduce flexibility in many
important ways. Contract based employment means that any significant policy change affecting
labor may require government approval (and they can just say “no”), and then cost thousands to
implement in the approved fashion, or to pay out the often generous severance allowances for
employees who do not want to move, change positions or possess skills the government believes
to be in surplus (for whom you may be responsible for re-training). The presence of unions is
another factor reducing labor flexibility - they are much more widespread in the white collar work
force than in the USA, and take an active part in worker welfare as well as industrial actions.

the very base of your business. After investing considerable time, effort, and money
recruiting, creating equitable labor contracts, leasing company cars, buying cellular phones, and
all the rest ... why is it not working?

Management directives are met with "why" instead of "when", and challenged at every turn.
Seemingly innocent corporate policies meet with vehement disapproval or worse, legal challenge.
People who seemed to wave the company flag during interviews now challenge headquarters on
seemingly basic issues. What changed? Why? Welcome to one of the greatest management
challenges in running international operations - cultural conflicts. Just because people look alike,
speak the same language does not, repeat not, mean they are the same. Perceptions of work
ethic, management, responsibility, mobility, and every other aspect of life will surprise and amaze.

Managers in many European companies cannot conceive of the idea of making sales calls - "our
job is to manage”. Hiring employees does not guarantee a smooth implementation of company
policy or culture - usually because there is more than one culture to be considered. At least in
Europe, the caution for hiring managers is to review employees carefully, because they may be
with you forever.

In our experience, the establishment of a fully staffed (3 people), operational subsidiary in Europe
costs approximately USD $1-1.5 million.  Using that base for calculation, the point at which a
subsidiary becomes economically feasible depends on objectives and sales model- which determines
expense ratio. In a direct sales, outside account-manager based approach, the expense ratio might
be as high as 50% in Europe. With a reseller based sales model, expense ratio could be as low as
10-20%. When the cost of opening the operation corresponds to or exceeds the expense ratio for the
model used, then it could be time to contemplate a direct operation.

Using the numbers above, when a reseller based operation at 20% expense ratio reaches sales of $5
million, it may be time to consider setting up a support operation with key account sales. It could well
be done before that, but that would be a strategic choice.
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You will eventually need at least five people for a fully functional subsidiary, but it is possible to start
with three: a sales manager and a technical support person, both working out of an executive office,
and an administrative support person. The following budget is based on the actual first year expenses
incurred setting up operations in the UK:

monthly | one-off cost
£ £ £
General Manager 100,000 8333
Account Manager 65,000 5417
Tech/Ops Mgr 55,000 4583
Payroll tax 12.80% 2347
Benefits 14674
Car Allowance 2400
Mobile phone 300
Serviced Office 1850
Phone & internet 600
Travel in UK 900
Subsistence 2000
Recruiting 20% OTE 44000
Laptops & projector 9000
Legal 4000
43404 57000
A B
Cost of first year A+B £577,844 | $1,028,562*
Daily cost first year (200 days) £2889.22 | $5,142.81

* Exchange rate of $1.78: £1

Does not include;:

= Company formation, accountancy, payroll, tax compliance
= Marketing materials, printing, trade shows

= Acquire database

= Post, courier

= Travel to overseas HQ, support travel to UK

= Training, courses, etc

If the strategy chosen is that of building a subsidiary, the process begins, but it can be complicated
by the fact that getting it wrong can cost real money, and is not easy to undo:

a) Evaluate your company's situation
i) Is management committed to the move into international markets?
i) s your product ready?
i) Is your company financially prepared? (remember the rough figure of $500,000 to set up a
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b)

d)

f)

The process of opening a subsidiary is complicated and often fraught with pitfalls. Just because
people work for your company does not mean that they will understand the culture or feel a part of

Vi)

i)

ii)
iii)
iv)
v)
Vi)

THE YORK GROUP — 101 QUESTIONS

fully operational subsidiary)

Is product management and development up to the task of making modifications in the

product if required?

Is marketing up to the task of working with international offices, customers, and partners to
create the required materials in new languages and with different designs to meet local

needs?

Do you have the internal mechanisms to support a remote office many time zones away?
Determine the scope of your subsidiary's operations - which will in turn dictate the staff level:

Complete activity

Master distributor operation

Support activity

Which primary markets will you address?
Determine the legal structure

Establish a budget

vii) Get good help

Find the right location for the new company - location plays a key role in success.

i)

ii)
iii)
iv)
v)
Vi)

Is the subsidiary domestic market important for you?

Are there clusters of potential clients?

Where is the competition? Why?

Do government business development agencies offer any advantages?
Visit the locations in person

Interview companies in the same location

Management - home or local?

i)
i)
ii)

Will a home office manager take the reigns of the new operation?
Will other employees also go?
Who will be recruiting the replacement manager?

Logistics

i)
i)

Set up a reporting and information exchange schedule
Make your remote office employees feel like a part of the company

Implementation - the tricky part

i)
i)
ii)

iv)

Do not hide behind e-mail for communications. Talk regularly.
Be sensitive to the needs of the local market (employees)
Visit the office regularly, and spend time with the people there
Every single employee should visit the home office

the company if you do not make a constant effort to include and educate them.

The danger of developing an "us-them" attitude amongst both home and remote office staff is
great, and managers on both sides must work to facilitate communications and open dialogue
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between offices. Exchanges help, but are only effective when properly prepared, and carefully
monitored for participant feedback.

The natural tendency is to set up the first European office in England, because the English speak
the same language, their work style is similar to that of North Americans, social charges and
employee rights are less onerous than most of Europe, and because the UK is also a large
technology market.

The Netherlands can be a practical place to set up an office, because the work force is well-
-educated and multilingual. There are also fewer historical animosities between the Dutch and
the rest of Europe than is the case for France, Germany and England.

France actually has the largest number of European head offices of any country, but this has more
to do with Paris being a popular destination for board meetings.

There are, but very rarely are they offered to technology companies without a large employee base.
Investment incentives are designed to create employment, and small sales and support offices do
not create a lot of jobs. The incentives tend to go to manufacturers and large call centers.
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There are many sources of information that can provide you with potential resellers. Finding
resellers is rarely the problem — it is what you do with them before and after signing a contract that
will determine your success. But in order to find the right partner for your company you should
identify as many prospects as possible before starting the recruitment process, and here are a
number of sources you can use:

= Websites of companies with complementary technologies

= Search engines

= Usenet newsgroups on the Internet

» Internet sites and consultants that specialize in matching vendors and resellers
= Mailing lists

» Hardware vendors

» Trade shows

= Commercial attachés at the local embassies

» Chambers of commerce

= Trade publications

= Government trade missions

First of all, decide whether the market they are in is a strategic target for you, because once you
sign reseller agreements, you are stuck with the obligation to support them. Too many companies
end up with partners in marginal markets simply because someone took the time to contact them.
We have often been brought into situations where a vendor has partners in places like Chile,
Indonesia, Slovenia or Egypt - 2™ or 3" tier markets that they would never have selected on their
own, and which have limited long-term revenue potential.

Be extra careful in qualifying companies that contact you, either through trade shows or your
Website. Resellers are often looking for a solution for one client, and may not have any intention of
establishing a wider marketing effort. Resellers are notorious for signing up products just to
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expand their portfolio, so their interest in your product may not be sincere.

If the prospect starts to apply a lot of pressure on you, with statements like, "We have someone
who wants to buy the product right now, but we have to have a contract with you first, so let's get it
signed and worry about the formalities later", offer to sell the product to them at a discount, but a
lower discount than they would get as a full reseller. This gives them an opportunity to close the
sale and make some money, without you making a long term commitment to a company that isn't
serious about marketing your product on an on-going basis.

Whether or not to grant exclusivity is one of the most difficult decisions in establishing the
relationship. Most resellers ask for exclusivity as a standard procedure, even if it isn't important to
them.

It is generally not a good idea to grant formal, legal exclusivity, but there can be good reasons for
having one primary partner in a territory:

= |t simplifies the management process if there is only one primary business partner in a
given territory

= The reseller has a real incentive to invest in marketing if he knows that he will not be
undercut in price by another reseller in the same territory, someone who hasn't made an
investment in marketing the product

*» The installed base of users might be too small to support multiple resellers. This is often
the case with mainframe products, or in smaller territories

= The product is expensive, and sold mainly to government agencies or large companies
that are required by law to put a purchase out to bid if there are multiple suppliers. The bid
process can add 3-6 months to the sales cycle.

Things to consider:

» Exclusivity must be performance-based, with revenue targets that have to be metin order
to maintain it, even if the term is for several years

» The primary business partner should have a program to develop an indirect channel for the
product, especially if there is an extensive prospect base

= Does the reseller have exclusivity with other vendors; check out the references and find
out if the reseller is an above average producer

= Legal implications - in some countries terminating an exclusive distributor could result in
the vendor being liable for an indemnity payment to compensate the distributor for lost
revenues.
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This is a common source of channel conflict, and it is important to have a policy to cover a situation
where large companies (end users) are active in multiple markets. There are several different
scenarios that can take place:

We had established U.S. distribution for an Australian
client, and one of the first sales was to Amway, which purchases everything centrally, configures
the technology so that it is a standard installation, and then sends the product out to subsidiaries in
more than 40 countries. The U.S. partner was responsible for the sale and all technical support to
Amway, which in turn provided all the technical support to its subsidiaries. No other resellers are
involved, so there was no margin sharing.

We had recruited channel partners in about a dozen
countries for a U.S. AS/400 software company, and the reseller in Switzerland was able to get in
with the international head office for RJR Nabisco (their name at that time). RJR Nabisco
evaluated the product centrally, negotiated a standard, worldwide price for all of its operating
companies, but did not impose the solution. This meant that the local reseller in each market
where RJR Nabisco was based had to visit with the local subsidiary, go through a product
evaluation, close the sale and provide support. The channel partners in many countries, including
Singapore, Australia, Argentina and several European countries were able get a sale, but a few
were not. In this case the Swiss reseller received a 10% override on every sale, so had an
incentive to move the process forward with the head office, and the local resellers had their
discount reduced by 10%.

There will be many other possible scenarios, but the important thing is to set a policy and
document it, so that all of the channel partners understand the ground rules. You don’t want to
deal with cross-border sales on a case-by-case basis as they occur, because every reseller will
think their contribution is worth more than that of anyone else, and none of them will be happy with
the outcome.

Performance goals are an essential tool in effectively managing channel partners. Without
them it can be difficult to get out of non-productive relationships. Some guidelines include:
= Performance goals should be applied to all resellers, whether exclusive or not

* You should use an initial period of six months in order to weed out the non-performers as
early as possible, then a second six-month period, and annual thereafter

= Initial performance targets will depend on the complexity of the product and the length of the
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sales cycle. If the product has a 9-12 month sales cycle, sales goals during the first year
won't be meaningful

= Performance targets for first six months could be meeting the requirements of the monthly
marketing program that has been agreed.

Things to consider:

= Sales cycles will vary by country; in the U.S., Canada and Australia they are relatively short,
while in Germany and Switzerland they can be two or three times longer

» |If the agreement is exclusive, it might be reasonable to allow the reseller to maintain the
right to sell the product if a certain percentage of the goal is achieved, e.g., 75%, but lose
exclusivity at the vendor's option. However, termination should be automatic if less than
50% of the target is achieved

= Targets should be tougher in markets that are deemed to be important, or easier to
penetrate, e.g., a reseller selling an English-language product in Australia may have
higher targets than someone in Brazil.

It is not necessarily the number of channel partners that is the issue, but whether you have
processes in place to reduce or eliminate the potential for channel conflict. For example, for
higher-end products, such as complex enterprise solutions that are sold to the Top 100 companies
in a country, it is counter-productive to have more than one reseller involved. Two companies
would be selling to the same base of customers, and many prospects will play one reseller against
the other in order to get the price down. This means that the profit margin will be greatly reduced,
and neither reseller will have much incentive to spend time and money to push it.

Before becoming one of our clients, a software company insisted on having two mainframe
resellers in France, and for several years they kept terminating the partners for non-performance.
We finally convinced them to keep just one partner, provide the right support, and give them the
comfort of knowing that they would not have to compete on price with someone who had not
invested in marketing. Within two years France became their third most productive market
worldwide.
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Separate resellers are possible for the Republic of
Ireland, Scotland and England, and in England there is
often one reseller based in the Southeast and one in the
Manchester-Leeds corridor.

UK and Ireland

The Benelux Separate resellers in Belgium and the Netherlands.

One reseller based in the Paris area (60% of the
business activity in France), and perhaps one in the
southwest (e.g., Bordeaux or Toulouse) and one in the
Southeast (e.g., Lyon). A French reseller will usually
market into the French speaking parts of Belgium and
Switzerland.

France

Spain and Portugal should have separate resellers.
Companies will often have a reseller in Spain covering
both countries (the "Iberian Peninsula"), but old cultural
animosities make it difficult for a Spanish company to
sell successfully in Portugal, unless they have a local
subsidiary.

Iberian Peninsula

German resellers will often cover Switzerland and
Austria as part of their territory, but it can be more
productive to have separate resellers for each country.
Germany itself is a large country, and can be subdivided
into at least three or more regions (South, North, and the
old East Germany) quite easily.

German-speaking market

Norway, Sweden and Denmark share some language
similarities, but they are all quite large geographically,
and for most products it would be better to use different
resellers in those markets as well as for Finland.
Resellers or distributors with local subsidiaries in each
market would be an exception.

Nordic market
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Middle East

Israel can never be combined with other countries in the
region for obvious political and cultural reasons. The
other markets are small enough in terms of IT purchases
that they can be covered by a single good reseller that is
based in any of a number of countries. The United Arab
Emirates, Kuwait and Oman are more Westernized than
Saudi Arabia.

Indian sub-continent

India, Pakistan, Bangladesh and Sri Lanka are often
treated as a single market, but should be kept separate.
India is large geographically, and it is a very regional
market that can support three or four resellers (Mumbai,
New Delhi and Bangalore, for example). Piracy is a big
problem in this region, so software protection is a big
advantage.

Australasia

Australia and New Zealand can be split out. Within
Australia, 90% of business is done in the corridor
between Sydney and Melbourne, although they are only
an hour apart by plane, the two cities are large enough to
support separate channels in many cases. The greater
Sydney area, for example, is larger than countries such
as Norway, Ireland and Singapore.

Southeast Asia

The ASEAN countries (Thailand, Malaysia, Singapore,
Vietnam, Indonesia, the Philippines and Brunei) are
usually grouped together, but Thailand, Malaysia,
Singapore, Indonesia and the Philippines could support
separate resellers for certain products. Outside
Singapore software piracy is rampant.

Greater China

Like India, China is a large and very regionalized market
where companies will normally need to have separate
partners in at least Shanghai and Beijing. Taiwan should
be a separate territory, and companies selling to financial
institutions, retail, hospitality, and trading companies
should have a presence in Hong Kong.
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First you have to decide what a qualified reseller means to you.

Every technology will have its own specific requirements for its channel partners, and we
recommend that this be developed before the recruitment process starts. If you don’t know what
your ideal partner profile is, you won’t have a way to evaluate them. We usually spend quite a bit
of time with our clients to build a detailed profile and a score card to objectively compare the
prospects we speak with. This is true whether you are actively looking for partners, or simply
reacting to inquiries from international resellers. At a minimum your qualification criteria should
include:

= Several years of profitable operations (if this information is available)

»= Sell complementary products from other vendors, with good results

= Have the technical expertise necessary to properly market and support the product
= Experience in the appropriate vertical markets

» Good vendor and end user references

= If you are selling an enterprise solution, they should have an established client base that
includes large accounts

= Does not represent dozens and dozens of products, which would indicate a lack of focus.

Calling companies can be effective if you know who you are calling, but if you don't have a name,
getting through the switchboard can be a problem. Relatively few international companies, even
larger organizations, have a receptionist that speaks English.

There are also some cultural idiosyncrasies that make calling frustrating. In Germany, for
instance, companies do not return sales calls, and rarely will you find a receptionist that offers to
take your name and number, with the promise that someone will call you back. The rationale is
that since you are the one trying to sell something, they shouldn't have to spend their money
talking to you.

The success of a product is not necessarily tied to the size of an organization, because it will be
the commitment of the individual(s) responsible for marketing and supporting the product that will
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be the key factor. You have to have a product champion on the sales side, whether your partner
is IBM Global Services or a two-man shop in Frankfurt. Some things to consider are:

Very large companies will, in many cases, not spend a lot of resources on a "small” product.
They tend to look for major product opportunities that can justify establishing a separate
business unit. In order to justify this level of investment they typically want to take on
products that already have a $10-20M in revenues in their domestic market

Large companies can be good partners if they operate smaller divisions, within which a
given product could be an important part of the mix. The key is to work with a business unit,
whether it is a division of a large company or an independent company, that is small
enough to see the product as an interesting opportunity, and willing to give it good visibility
and support.

If the product is technically complex, the reseller must have a large enough staff to support
it properly, even if one or two people leave. The learning curve for a new person could
make it impossible for the company to continue marketing the product effectively

If the product is expensive and difficult to install and maintain, the longevity and reputation
of the reseller will be an important part of the selling process. Large corporate customers
will only deal with companies they are confident will be there to support them, and the
reseller's relationship with its installed base becomes a key part of the buying decision

If the product is multi-platform, the tech support staff must be large enough to provide
support across the board

If the sales cycle is long, say 9-12 months, the company must be large enough to have
other sources of revenues to cover the costs of launching the new product. If the reselleris
struggling financially, they will not be able to invest sufficient resources to make the
product a success

Small organizations can be winners if the product is relatively straightforward and can be
marketed "anonymously" via direct mail, telemarketing, etc. There are many examples of
one and two man operations being successful with a product when it is their primary
source of revenues.

The reseller application is important for two reasons. First, it provides a good profile of the
company that wants to represent the product; and second, it is a document that requires some
effort and involvement from the reseller. If they can't be bothered to complete the reseller
application, then it is not likely that the product opportunity is significant enough for them.

The reseller application should provide information about the reseller that you won't
necessarily find on their website, and that can be used to determine whether he has the skills,
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client base background necessary to properly market and support the technology.

Good vendor references

Vendor references are usually the best source of information, because the relationship a reseller
has with its other vendors will be a good indication of how they will work with you. Questions about
a reseller to ask a vendor include:

= How long have they been a reseller?
= Are they exclusive (ask this if the reseller indicates that they are exclusive)?
= Are their sales above or below the average for a market their size?
= Have sales been growing over the last 2-3 years, and if so, by how much?
= Does the reseller receive credit terms, and if so, does the reseller pay on time?
= Do they provide good tech support?
Credit & financial information

Credit and financial information can be useful, but very often it is not reliable. Outside the U.S.,
financial information tends to be provided annually rather than quarterly, and given the rapid
changes in the market, a company's financial condition can change quickly, especially if they have
recently lost a key product. Accounting standards will also vary from country to country, so the
quality of the information received could be dubious to begin with.

One of the easiest and best indicators of a company's financial health is the ratio of sales per
employee. In most markets a software reseller (with no internally developed products), should
have minimum revenues of $200K per employee, and preferably more, since at least 40% of their
revenues are being paid back to their vendors. The figure would be lower in low cost markets such
as Turkey, India, China, Indonesia and the Philippines.

Good references from key accounts

If the product is expensive, technically complex to install and support, with a relatively small target
market, ask if you can speak with some of their key accounts to see how satisfied they are with the
relationship. The questions should focus on the reseller's support and ability to deliver what he
promises.
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As mentioned previously, we are not attorneys and we do not dispense legal advice. Some of our best
friends are lawyers, so we encourage you to get good legal counsel before you get started. Mistakes
are very costly, especially when overseas investments are involved, so it is money well spent.

In most cases a solid reseller agreement will get the job done, but certain countries have their own
requirements. In Brazil, for instance, the contract has to be translated into Portuguese and
registered with the government before a reseller can legally pay invoices. This is due to foreign
exchange regulations. In the Middle East, exclusive contracts have to be certified by their
embassy or consulate in the U.S., as well as the state government (the state in which your
company is domiciled), before being registered and considered valid.

You will want to have your software license reviewed by an international attorney, because
provisions that are standard and acceptable in North America are often illegal or unenforceable
elsewhere. Many countries, for example, require that software license agreements, at least for
consumer software products, be in the local language in order to be valid. In Germany the user
documentation for consumer software has to be in German, or the customer can return the product
for a full refund at any time.

Yes — don’t leave home without it.

The reseller agreement is the legal basis for the relationship between a vendor and his
international business partners, so great care should be taken to ensure that it covers and protects
the interests of both parties. The agreement spells out the business terms that will govern the
relationship, such as pricing, territory, performance criteria, etc., but an agreement plays its most
important role in the event of a dispute or termination.

While no agreement can cover all possible events, a well-structured agreement will provide both
parties with a framework that will allow them to work together with confidence.
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The term can depend on the complexity of the technology, the size of the market and the sales
cycle. The standard term is one year, renewable for additional one year terms as long as the terms
of the contract are being met.

Renewal can occur in two different ways. The first is an automatic renewal unless terminated in
writing by one or both parties within a defined time frame, usually 30 or 60 days prior to the
anniversary date of the agreement. This works well when there is no reason to trigger a review of
the agreement prior to renewal.

The second is renewal only if the renewal is agreed in writing by both parties 30 or 60 days prior to
the expiration date. This is useful when there is some concern about the relationship prior to
getting started, or if there is a good reason to force a review before renewing.

Not in all countries. In Europe, for instance, vendors cannot legally prevent their resellers from
selling to end users in other European countries. This had a major impact on the channel strategy
for large vendors such as IBM, HP and Microsoft, who had previously used different pricing
structures in different countries.

Still, many software vendors include an exclusivity clause in the contract, which is enforced
through "gentle persuasion”. In any case, national markets are still very different, which makes it
impractical for a German reseller to sell into the UK or France, so even if exclusivity is legally
unenforceable, the market reality is that very few resellers actually sell outside their home market.

It is a good idea to include one in the contract, at least during the term of the agreement. If your
reseller represents your direct competitor(s) there is no way to guarantee that he is giving your
product the attention it deserves.

Non-compete provisions extending past the term of the agreement are unenforceable in many
countries, or carry penalties. In Germany, for instance, you could be required to pay the reseller
compensation for the extended term of the non-compete provision, because the clause limits his
ability to earn a living.

One of the issues that often emerges during contract discussions is the definition of "competing
technology”. As the vendor you want this to be as broad as possible, while the reseller will want to
keep it as narrow as possible. Usually there are certain key competitors that a software company
is concerned about, so some contracts list specific products or vendors that the reseller cannot
represent.
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Confidentiality clauses, however, can normally be enforced after the termination or expiration of an
agreement, and two years is a standard timeframe.

Typical provisions that allow the vendor to terminate prior to expiration:
= Non-payment, but make sure there is a specified time limit after notice has been received

» Reseller filing for bankruptcy, but depending on the country and the type of filing, this
doesn't necessarily prevent them from selling (but it might prevent them from paying if they
are under the control of the bankruptcy court)

= Not meeting sales targets
= Disclosing confidential information
= Improper use of the product, such as making unauthorized copies

= Change in control or sale/merger of the company. The agreement has been entered into
with a corporate entity, but it will be based on the relationship with the owners/key
executives; if that changes, you want to have the option to terminate the agreement.

Most good agreements will have notice periods before termination can take place. While there are
certain provisions that can result in immediate termination, most require that the reseller be
notified of the default, and be given a certain period of time to rectify ("cure") the default. For
instance, non-payment is a reason to terminate, but first the non-payment has to be documented.
This means that the vendor has to send a notice by registered mail or an express delivery service
that generates a signed receipt, telling the reseller that the payment is past due and that it has to
be made within X days. This is to eliminate "the check is in the mail", or "we didn't get the invoice"
as an excuse.

It is important to comply with the notice requirements to avoid the possibility of being sued for
wrongful termination. This is very unlikely, because non-U.S. companies don't like to sue, but if the
relationship with the reseller has been of a long duration, and/or there has been a significant
investment by the reseller, it is best to handle the termination by the book.

If the product requires little on-going support, the termination should be a clean break, with
accounts being turned back to the vendor so that they can be handled directly, or distributed to
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other resellers in the market.

More complex products might require a transition period, during which the reseller continues to
support his customers. The contract should clearly state what the transition process is going to be.

This is an issue that often generates a lot of discussion, because it determines how disputes will be
resolved. The vendor's home country should always be the governing law, because:

» ltis his product, and needs the protection of his own court system

= The reseller agreement will have been drafted according to the laws of the vendor's
country, and while it should be reviewed by competent counsel in each territory to make
sure it is in compliance with local law, it is too expensive to have it rewritten by attorneys in
other countries

= A vendor will have agreements with companies in many different countries, and it is not
reasonable or practical to have to defend the contract in many different jurisdictions.

Another way to resolve contractual disputes is to include an arbitration clause, so that issues can
be resolved without having to go to court. Arbitration is usually faster and cheaper. However, a
governing law will still have to be agreed and specified in the contract.

We have found that going through a reseller contract can be the most difficult part of the process
for a potential partner, and it can slow down a relationship at just the time everyone wants to get
down to business and sell product. Faced with a lengthy document in English legalese, a small
business owner is likely to send it to his attorney for review, which can easily take a few months. It
can also complicate the discussions by bringing an attorney in to make recommendations on
business issues, and not just legal issues.

We strongly recommend a Letter of Intent or Heads of Agreement as a first step in formalizing the
relationship. A Letter of Intent is a simple one or two page document that lists the key business
points that the owner or Managing Director of a small company can negotiate on his own, and once
that is done, the complete agreement can be sent to the attorneys for review. In the meantime the
vendor and the reseller have reached a meeting of the minds, and can start planning the product
roll-out, training, etc.
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International channels can be less expensive to support than U.S. partners.

There is a big difference between U.S. channel programs and international channel programs. In
the U.S., in large part because most technology vendors are based there, channel partners
receive a level of support that is rarely required internationally. In the U.S. it is not uncommon for
vendors to provide their channels with:

= Lead generation programs

» Field salespeople to make co-calls with the reseller

» Trade show booths

= On-site technical support

= Comprehensive marketing collateral

= Aggressive marketing programs that can include PR, advertising, telemarketing, etc.

International resellers are used to being independent, and when the right partner is recruited they
assume responsibility for sales, marketing and 1% & 2" level technical support.

Resellers either sell a lot of your product, or they don’t sell much at all. Either you are important to
them, or you are just another product in their bag of tricks.

In Crossing the Chasm Geoffrey Moore writes,

"Getting and sustaining the attention of someone else's sales force is a full-time job,
since helping to sell someone else's product is an unnatural act that must be
stimulated constantly".

This is true for international resellers as much as it is for U.S. channels. Keep in mind that most
resellers have a large portfolio of products, but they might have only two or three strategic products
that generate 90% of their revenues. When you show up at their door with your product, you have
to become one of their strategic products, or the relationship will not produce revenues. This
means changing their internal business processes - a reseller has to incorporate the new product
into his routines, and his employees have to accept it as something that is important to the success
of the reseller and the employee himself.
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For this reason the reseller channel has to be managed, and managed pro-actively. There are a
number of things you can do to keep your product front and center in the mind of a reseller:

= Have the reseller develop a monthly marketing plan prior to signing the agreement with
you, and then make sure he sticks to it

= Require monthly sales and marketing reports, so that you can see that they are
implementing the marketing plan and building a pipeline

» Set sales targets and other performance goals that have to be achieved.

There could be two different reports:

a)

b)

The initial marketing phase, which would be a narrative report describing what marketing
actions were completed during the month, the result, and what they plan to do the next month.
After the first month, for example, the reseller might report that he sent direct mail to 1000
companies, of which 35 responded with a request for additional information, and that he plans
to call each of the 35 prospects, combined with a second mailing to a different group of
prospects.

Formal pipeline report. The purpose of this report is to show the overall level of activity in a
market. It will list the companies that are evaluating the product, how far they are in the
process, the expected dollar amount of the sale, and what the likelihood of closing is. In
addition to showing what the pipeline is, it will give the vendor an idea of what the sales cycle is
in different markets, and perhaps give the vendor an opportunity to make recommendations on
how to shorten the cycle if it seems to be unusually long. However, be aware that some
resellers will resist registering their prospective clients, partly out of mistrust.

Itis important that the reporting not be complicated or time-consuming. The objective is to give the
vendor some positive feedback, and to keep the reseller focused on selling the product.

Itis quite possible that the reseller will not be able to use many of your marketing materials directly.
Due to language, culture, postal, paper format, etc. issues they may need to create a number of
marketing tools themselves. Of great benefit to them will be the availability of the component parts
of your marketing materials such as graphic files of pictures used in brochures and print ads,
company and product logos, text files of copy etc.
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Some of the materials you should provide include:

Fact sheets on the company, its history and background information on key individuals
within the company, even if this information is posted on the company website

Any telemarketing scripts, FAQs, case studies, white papers - all will be helpful

A template for your product web pages so they can post them in translated form on their
own website. Alternatively, provide the reseller with the .gif and .jpg files of all product
related graphics so they can have a consistent look to their website

Competitive matrix, not as a marketing tool, but as a sales tool. This should not be the
typical matrix showing all the wonderful things you do, as opposed to your underdeveloped
competition, but a matrix that openly and honestly shows where you do well, but also
where you don’t do as well as your competition. Your channel partners need to know how
to position you from the best perspective, and to sell “around” any weaknesses you have

A fully documented sales process — how do you sell your products?

All of these materials could be put on a company extranet, along with news releases and other
marketing materials. The most convenient would be to supply everything to a partner on one CD.

This is one of the benefits of having a local resource such as the reseller. However, if you are
faced with identifying these resources there are a number of alternatives:

Most companies are available on the web, although much of their information may be in their
local language and more easily found through local-country search engines

The U.S. Department of Commerce (and similar export promotion agencies in other countries)
have a tremendous amount of information available, or can find it by contacting one of their
overseas offices on your behalf

Let your U.S. vendors (mailing list companies, publications etc.) check the marketplace for you.
Within their own industries they will have access to directories, personal contacts, etc. that
wouldn't necessarily be available to others

If you use an advertising/PR agency ask them to locate international resources

Contact North American trade associations for the different resources you're looking for. Many
times they can put you in touch with international chapters for further referrals.
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Yes - perhaps the most important document you should develop is the reseller manual that
contains all of the information relevant to the relationship. It will greatly reduce the likelihood of
misunderstandings, and it will reduce the number of calls and e-mails that come in to the
international liaison. While there will be some work involved in compiling and organizing the
manual, most of the elements will already be available in different parts of the organization.

When done properly, the reseller manual will address 90% of the issues that come up with a
channel partner. It should contain company policies on pricing, order processing, contact
information for support, training, product information, etc.

For most products, reseller training (sales and technical) should be mandatory, for many reasons:

This guarantees that the reseller will have the product and marketing knowledge he will
need to successfully market and support the product in his market. The product
knowledge that he will achieve by installing it on his own machine and playing with it is
limited compared to what he will learn by spending time with you. He will discover different
features and functions that will make it easier to sell the product, and he will be in a better
position to provide the right level of technical support.

It is a good screening process to ensure that the reseller is serious about marketing the
product. The cost of the trip and the opportunity cost of the time he is spending away from
the office represents an investment by the reseller, and he will want to recover those costs
by selling the product;

Better communications. The reseller will personally know the contact people in your
company that he can call or e-mail to resolve specific problems which will result in a
stronger relationship between you and the reseller. Now, when a phone call or e-mail
comes in from a foreign reseller, there is a real person attached to the name,

and the level of support tends to improve;

Motivating a company's own employees. It helps the whole organization
when a foreign reseller comes to visit, because it creates a buzz and some excitement
internally when people realize that the business is going international.
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The initial training should, as a rule, be scheduled at your site. As mentioned previously, it is
important for the reseller to have an investment in the process, and by having them visit your site
you improve the relationship.

In some cases follow-up training can be provided at the reseller's facilities, especially if it is
important that many people in the organization understand the technology and the key marketing
aspects. The costs for this are normally borne by the reseller, but in some cases they are split,
and/or applied as an extra discount against future purchases.

An extranet or a Partner Portal is an excellent way to handle support and communications.

Short, but regular, newsletters can play an important role in keeping resellers informed, and to
make them feel part of a larger organization. Keep in mind that they are working isolated from your
organization, so they will not always be aware of the exciting developments that your company is
going through.

Regular phone calls are also a must, but they should not be high pressure end-of-the-month or
end-of-the-quarter sales calls to try and pump them for deals. The phone calls should be made
several times per month, and they should be used to find out if everything is OK, are there things
you can do to help them out, are they getting the support they need, etc. Channel partners can be
surprisingly passive when it comes to reporting problems, and we have seen them lose large deals
because they couldn’t be bothered to ask the vendor for help — they just went back to selling the
two other products that drive most of their revenues.

There is no substitute for personal visits. Spending the time and money to visit resellers at their
place of business at least once a year (more often if they are in a major market, or if the product is
complex and expensive, where the vendor can have a big impact on presentations to key
accounts) pays big dividends. These visits are an opportunity to give more of the reseller's
employees exposure to the product, provide more sales and/or technical training, meet with key
accounts, and solidify the personal relationship with important business partners.

When the cost of an international trip is measured against the additional sales that can be
generated, the return on investment is exceptional.
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While most companies will have implemented incentive programs for their own sales and
marketing staff, and in some cases their domestic channel, there is often a perception that
international resellers are self-starters that need nothing more than the product and some basic
marketing materials to be successful. Since this is the way many technology firms treat the
international channel, it doesn't take much for a company to stand out and be seen as a better
partner.

Quota Clubs

Quota clubs are a way to reward the actual salespeople, rather than the reseller's company as a
whole. While it can be difficult to monitor, try to set targets for the salespeople (or a product group),
and make sure that the targets are set high enough to cover the prizes offered. Prizes are usually
all-expense paid trips, for three days to one week, with all of the winners going to the same place at
the same time. Some companies like to combine their domestic and international rewards so that
a larger group travels together, and can benefit from sharing a wider range of experiences.

When setting the targets, the numbers should be based on the relative market sizes, so that
resellers in smaller markets have an opportunity to win as well.

Sales contests

Sales contests differ from quota clubs in that they are more specific, and are usually short term in
nature, whereas quota clubs are normally for annual results. Sales contests can be tailored to
meet the objectives of a company, for instance:

= focusing on a specific platform if the product is multi-platform

* introducing a new product (e.qg., first three sales)

» up-sizing the average sale (prize for the largest sale)

= expanding the market (sales to new customers as opposed to repeat sales)
» reaching year-end targets

Sales contests can be creative and flexible, but work best when the reward is tied directly to the
result, and paid out quickly.

Spiffs

Spiffs are commonly used in North America, and they are way of giving cash or
merchandise directly to the salespeople responsible for your product. Make sure that the reseller's
management agrees to this, because they may object if they feel that spills are not consistent with
their internal objectives or compensation plans.
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Once a company has established a reasonably well-developed network of international business
partners, an annual conference is the best way to share ideas and build a sense of community.
Keep in mind that channel partners are selling a number of products, and you want them to spend
more time thinking about your products.

Reseller conferences are an excellent way for a company to get feedback on its product
development, its marketing programs, etc. Your channel partners could have dozens or hundreds
of end users, so each of them represents a significant user group. Make the channel a part of your
product development process, and use the annual conferences as a time to encourage discussion
and collect information that can help you become a better company.

Legally it might be easy, but make sure it is the right decision.

Regardless of how carefully prospective resellers are screened and qualified, or how well they are
managed after they have signed, a company will find it necessary to review their performance on a
regular basis, and in some cases terminate them. The most common reason for termination is a
reseller not meeting specified performance goals, be it implementation of the marketing plan or
sales targets.

If the relationship does not get off the ground, and the reseller's performance is dismal from the
start, then termination should take place sooner rather than later. It is not as clear-cut, however, if
the reseller has met his targets for several years, but is showing a drop in sales, or an inability to
increase sales while other markets are growing.

In this case the vendor should make an effort to determine what the cause of the slump is, rather
than summarily terminating the agreement. If a reseller has had some level of success with a
product, it can be difficult and time-consuming to replace him with someone that can do better.
And in the meantime sales will drop further, and the product's reputation in that market could be
damaged, making it even more of a challenge to find a replacement reseller.

Setting up an international channel should not be disruptive to the organization. When done
properly international support builds on the existing infrastructure.

However, it is essential that you assign specific individuals within your company to be responsible
for different aspects of support. Even if you have a designated "international” person they will most
likely not be able to adjust other people's priorities in order to meet the needs of the international
channel. At least one person within technical support needs to know that they are the point person
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for international inquiries. At least one person within sales needs to know they are the point
person for answering international questions and perhaps providing training. And the same goes
for other departments as well.

One business day unless your product is mission critical.

In many cases time differences can work to the benefit of both organizations. Resellers who are in
time zones 6 to 14 hours ahead of your time zone can submit all of their questions via e-mail at the
end of their day, which gives your people all day to provide answers. For the most part, if answers
are then e-mailed at the end of your day - the reseller gets what they need when they walk into the
office in the morning.

Your channel partner should operate with a minimum of involvement from you.

There is a learning curve for resellers to come up to speed on products, but if they have the right
technical staff, and experience with technologies similar to yours, they should be in a position to
assume most, if not all, of the technical support requirements. The more you invest in training up
front, the less hand-holding you will have to do on the back end.

There is also a sales element involved. The more often your partner sells and installs your product,
the better qualified they become to provide support. If they are only selling one or two licenses per
year, they are likely to remain a burden on your pre-sales support staff as well as your tech support.
You are penalized twice, first because they don’t sell the product very often, and second because
when they do, your margin is reduced because you end up having to provide more support than
you had planned.

Standard practices vary from country to country, and it is difficult to apply a single policy worldwide.
In many markets 15-17.5% is considered to be standard, but it is becoming a subject of discussion
as maintenance becomes viewed as a manageable expense. As in the U.S., customers are
starting to demand more than just bug fixes in return for the 15%, and software companies should
be prepared to discuss upgrades in addition to maintenance releases.

A 90 day warranty is still acceptable in many markets, but some countries, such as ltaly have
moved towards one year as standard, while six months is required by law in Germany. It is
important to work with the local business partner to make sure that the warranty program complies

with local business practices, so that it doesn't become an impediment to sales.
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If a company is serious about going international, recruiting and hiring an international manager
should be a top priority. The company will need someone to take responsibility for the reseller
recruitment program, and the subsequent management of the network that is established, and it is
unlikely that a current full-time person, such as the Director of Marketing, or VP of Sales, will have
the time and energy to do it properly.

When companies without a lot of international experience get ready to hire an international
manager, they will often make one of two mistakes - they will either over-hire or under-hire. In the
first instance, they will try to recruit a senior level manager with many years of experience working
for a larger company with a strong international presence. This is expensive, and this level of
manager is not normally the best suited for the sometimes tedious work of recruiting resellers, and
then handling the day-to-day communications.

In the second case they will hire someone straight out of college, with no real business experience.
This level of person will not be able to relate to the business problems a reseller might have, and
they won't have enough authority to organize the resources internally that are needed to support
the resellers.

The profile will vary slightly depending on whether the international manager is expected to be
fairly autonomous, and run the department with a minimum of involvement from other managers,
or whether the manager will be working within a more structured environment and reporting to a
senior manager.

Recruiting new resellers

The first order of business is to successfully recruit a network of resellers. This will require the
ability to communicate effectively, good organizational skills and persistence.

Managing the accounts

Once resellers are on board, it will be the manager's responsibility to make sure they are
implementing their marketing programs, help resolve problems that arise, supply them with new
marketing materials and ideas, and generally maintain a regular level of communications to make
sure the resellers don't feel forgotten.

Single point of contact

The international manager should be the resellers' single-point of contact for any and all matters.

Although orders do not need to be processed by the international manager, they should pass

through him/her if there is not an extranet with order processing. And likewise, although technical
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support questions do not need to be answered by the international manager, it is best that they (at
least initially) pass through him/her. As the company's gatekeeper, the international manager will
be able to minimize the impact of international resellers on the company, while at the same time
maximizing the value that the vendor brings to the reseller. The international manager will have a
vested interest in making sure that resellers are being taken care of, so it is less likely that a
support guestion will stay in someone's in-tray.

Positions that might be similar in nature to this might be found with companies that are in the
distribution channel domestically (VARs, hardware and software vendors, distributors, etc.) and
have titles such as:

= Marketing Program Manager
= Product Marketing Manager
» Program Manager

= Project Manager

With the right processes in place internally, a well-organized channel manager should be able to
effectively manage 10-20 channel partners.

A properly run international program will usually be the most profitable part of a company’s
operations. Many of our clients literally make all of their profits from their overseas channel, while
they break even in the United States, because the cost of marketing and direct sales in the United
States is so high.

One of our case studies is Blue Ocean Software, whose European office consisted of the
Managing Director and one administrative assistant. The office supported 37 resellers across
many countries, generating $7.6 million in annual revenues before being acquired by Intuit.
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About The York Group

The York Group (www.theyorkgroup.com) specializes in building productive,
revenue-producing channels for technology companies. Since 1993 we have helped
hundreds of companies 1) get better performance from their existing partners; 2)
replace non-performing partners and recruit partners in new markets; and 3) reduce
the costs of channel support. With offices and partners in more than 20 countries we
provide the local resources a company needs to be a global success.

THE YORK GROUP
INTERNATIONAL TECHNOLOGY PARTNERS

The York Group International, Inc.
13 Somerset Rd.
Lexington, MA 02420
Tel: 781 652 0012
Fax: 781 652 0013
www.theyorkgroup.com
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