
MEMORANDUM 

To : Distribution 

From: - ' p L P %  

Subject: The Software Product Bu&ine,ss (ADAPSO Seminar) 

Date: October 21, 1981 

On September 30th I attended an ADAPSO Seminar on the Software Products 
Business in Chicago. Larry Welke, the President of International 
Computer Programs (ICP), conducted the seminar which was attended by 
about 25 executives from different software companies across the 
country. The program discussed how to enter the software product 
business and be effective in marketing. I will summarize some of the 
notes I took. 

Welke first gave a pitch for his company. ICP publishes several 
directories and six different magazines on software products. The 
directories list software products from about 2400 companies around the 
world. The magazines are each directed to a different industry segment. 

Strategy in the Software Products Business - 

Software companies sell products which include varying amounts of the 
following components: 

hardware 
software 
people 
communications 

m data bases 

The objective should be to maximize the value-added by varying the amount 
of each component contained in the product (value-added is the difference 
between the price and the cost of the purchased components). For  
instance, a company that purchased DEC hardware and then made its own 
cables and sold a computer with cables would be a very low value-added 
business. On the other hand, a firm purchasing a microcomputer but 
adding $50,000 worth of software and having a group of people provide 
installation and training would be an example of a high value-added 
business. 



Very few firms specialize in just one of these components. More 
typically, a company picks an industry ("vertical segment") and then 
provides a variety of software products, time-sharing services, 
consulting, and other products to that industry. 

As in any business, a software products company strives to erect an 
economic barrier to make it difficult for competitors to enter its 
business. This can be done by creating a bundled product which is sold 
within a narrow market segment. An example of this would be a turnkey 
computer system sold to automotive parts distributors. In such 
situations, the sale is usually tougher (substantial experience in the 
vertical market is needed), the support costs are hign, but the cost to 
duplicate the software is substantial (a barrier). O f  course, such 
markets are generally smaller, but if the objective is to obtain a high 
return- on-investment, erecting a barrier within a narrowly-defined 

1 market segment is often a successful strategy. 

suggests that companies start with a commodity product which 
to a large market, in order to build up a sales and support 
Once this has been done, he then suggests the company move to a 

focused product, to obtain higher profitability. 

Why Enter The Software Products Business? 

The "entry fee" for this business is relatively low. Welke cited several 
examples of people starting software companies with only $5,000 or 
$10,000 in capitalization. These companies often grew to over $5,000,0d0 
in sales. However, Welke said the entry fee is going up because it is 
tougher to "bootstrap", and the level of competition is increasing 
steadi ly. 

Because the industry is so new, there are many opportunities to build 
companies to create the marketing infrastructure. For instance, there is 
a good opportunity to build a company to market other peoples' products. 
There is a lot of software available, but few channels of dBt~ibution. 
It appears to me that companies that can obtain or create distribution 
channels will be the most successful companies in this business over the 
next five years (until other distribution channels mature). 

A third attraction is that competition is not yet a major problen~ in tne 
industry. Welke said there were only 5O~sjgn~if.cant softy,a~e-.pr_c!&c~ 
and services companies, and that since there were thousands of market --- - --  - - - -  . 
segments needing software products, the competition within a segment was 
often minimal or non-existant. This suggests that the profitability of 
software companies should be high, which is shown by a study that I d i d .  



b 

Sof tware  p roduc t s  ! p r i c i n g - \  
_I__---. 

The p r i c e  _____^. of ____ so f twa re  -- produc ts  t ends - t o ,m f r r o r$he -  pr_i-ce-of_t_hhe_a-',d,w-aare 
E u n s  -__-- on. A minicomputter -so f tware  p roduc t  may t ake  as l ong  t o  develop 
as a  mainframe p roduc t ,  b u t  t h e  fo rmer  w i l l  a lmost  always be p r i c e d  '* s u b s t a n t i a l l y  l ess  than  t h e  l a t t e r .  T h i s  has r a m i f i c a t i o n s  i n  t h e  cho i ce  \ of d i s t r i b u t i o n  channels:  i t  i s  p robab l y  n o t  p o s s i b l e  t o  use a  d i r e c t  
s a l e  f o r c e  t o  s e l l  so f twa re  when t h e  p r i c e  o f  t h e  p roduc t  i s  below a 

< c e r t a i n  th reshho ld .  

S e l l i n g  c o s t s  a re  one o f  t h e  key  s t r a t e g i c  c o s t  e lements i n  t h e  
business. Companies t h a t  d i r e c t  a t t e n t i o n  t o  i n c r e a s i n g  sa les  
p r o d u c t i v i t y  and c o n t r o l l i n g  s e l l i n g  c o s t s  a re  l o o k i n g  i n  t h e  r i g h t  
areas. O~ea_yJ0-~_re~~uce,se1 1 j  ng-costs.. per.,clni.t-.is..to se.1-1.-a._lot-of 
so f twa re  ---.---- .--- t o  -.- t h e  - -- same .- -.-. . customer .. - . -- .-. . (ano the r  argument f o r  s e r v i n g  v e r t i c a l  
marke ts ) .  

. I t  i s  v e r y  impo r tan t  t o  keep accura te  r eco rds  on what i t  cos t s  t o  develop 
sof tware,  so t h a t  accura te  p r i c i n g  can be done. Welke s a i d  t h a t  so f tware  
companies o f t e n  t h i n k  t h a t  sof tware i s  a  un ique  p roduc t  ope ra t i ng  under 
some new s e t  of p r i c i n g  t h e o r i e s .  T h i s  i s n ' t  t r u e ;  normal p r i c i n g  t h e o r y  
works j u s t  f i n e  w i t h  so f tware  products .  Bu t  i t  i s  impo r tan t  t o  
unders tand c o s t  as we11 as t h e  va lue  o f  t h e  p r o d u c t  b e f o r e  one begins t o  
t h i n k  about p r i c i n g .  

I n  genera l ,  e i t h e r  va l ue  p r i c i n g  o r  t h e  c o s t  i t  would t ake  a  company t o  
develop t h e  p roduc t  in-house s e t s  t h e  c e i l i n g  f o r  p r i c i n g .  The c o s t  
o b v i o u s l y  s e t s  t h e  f l o o r .  S ince i t  i s  b e t t e r  t o  be r i c h  than  poor, one 
begins t o  p r i c e  near  t h e  h i g h  end o f  t h e  sca le .  

There a re  many s t o r i e s  i n  t h e  i n d u s t r y  which demonstrate t h e  freedom t o  
p r i c e  agg ress i ve l y .  For  ins tance ,  Sof tware AG p r i c e s  t h e i r  da ta  base 
management system f o u r  t imes h i ghe r  than  a n y t h i n g  e l s e  i n  t h e  market.  
But because t h e y  p rov i ded  many s e r v i c e s  a l ong  w i t h  t h e  sa le  o f  t h e  bas i c  
product ,  t h e y  have had no t r o u b l e  g e t t i n g  t h e i r  p r i c e .  

Welke had seve ra l  summary obse rva t i ons  on s o f t w a r e  p r i c i n g .  

1. The cop p r i c e  you can charge i s  e i t h e r  t h e  e_conomic -- value o f  t he  
so f twa re  t o  t h e  customer, or about 40% o f  ,wJ~+h-c-o~t-s~e- 
customer-_to-do -it.. in-house ( t h e  40% a d j u s t s  f o r  t h e  
u n r e a l i s t i c a l  way t h a t  most companies look  a t  t h e i r  in-house 
so f tware  development c o s t ) .  The bo t t om p r i c e  i s  e i t h e r  your  
c o s t  o r  a  c r e d i b i l i t y  l e v e l .  I f  you  p r i c e  you r  so f tware  t o o  
low, customers won ' t  t h i n k  your  c r e d i b l e .  

2. P r i c e  decreases w i l l  - n o t  i nc rease  sa les .  The t h r e a t  o f  a  p r i c e  
i nc rease  - w i l l  i nc rease  sa les.  He says many companies f i l l  up 
t h e  p rospec t  p i p e  l i n e  by  August, and then  announce a  new h i g h e r  
p r i c e  beg inn ing  October 1. The i n i t i a l  p r i c e  _ _  on a  so f tware  __- 
p-rodnct is-e?.r,e~:ly impor tant ,  because you l i v e  h i  t h  i t  a  l ung  
t ime. 



3.  Pricing decisions based on incremental costs are disastrous. 

4 .  The cost of the software product is small relative to the total 
cost incurred by the company. 

5. Ill-defined software systems can be higher priced than 
well-defined systems. Be nebulous! 

6. +k Customers do not make most software product decisions based on 
price. 

7.  The general pricing policy should be: 

KC Bundle a11 services with a new product. Unbundle those services 
as the product matures. 

8. It is easy to cloud prices in the contract terms. For instance, 
the length of the contract can be extended or contracted. 
Available services can be included in the base price or priced 
separately. You have to understand what your customer can pay 
and then write the contract accordingly. 

Software As A Product 

Welke suggested that companies resist c~i~g~n.g-t~e_-~,r~o_d,u,c~~~~_fj,t~it to a 
customer's - exact ,..-.-.. needs -- ---- 9 although all software products probaoly have to 
be tailored a bit. Gross marqins rapidly erode as customitation efforts 
increase. His advice was to "now what your product is, and manage what 
it isn't." Be ready to answer complaints that your product doesn't do 
this or that, or that the competitor's products does this and yours 
doesn't. "You want to stay in the product business, and not get into the 
service business." Take time to design the product well, so that you can 
m a t  you have without changes. 

Welke pointed out that any software product will always have errors and 
design faults (design faults are the result of improper or incomplete 
systems analysis). He said that the goal should be to -----. take "design 
faultsMgnd turn them into priced option-s. 
C C -  -----__ --_._.-.-. ___. __I___^ . _ 
He said that it is very important to help the customer understand that 
the software he's purchasing will have errors in it. He said, "software 
is a living product", and that a customer who expects error-free software 
will probably cause you a lot of trouble in the long run. 

Software enhancements should be offered on your timetable and at your 
pricing. He suggested that software companies emulate the hardware 
manufacturers. Even though IBM has a new technological innovation today, 
it may choose not to introduce the enhancement until some future date. 
He said every software company should have a "request for price 
quotation" system like IGM's. 



He suggested t h a t  c o s t  -.-.- records  ---- - be k e p t  s e p a r a t e l y  f o r  each o f  t h e  t h r e e  
key  phases: c r e a t  i n q  soCw&re, m a j - n J , a ~  --- sof tware ,  and enhancing 
sof tware.  --- 
So f tware  maintenance __-I- should  be charged t o  t h e  customer on an annual 
bas is .  He s a i d  t h e  t y p i c a l  i n d u s t r y  charge was between 10% and 15% o f  
i n i t i a l  so f tware  purchase p r i c e ,  w i t h  more companies moving t o m  
today. He s a i d  t h i s  i s  one o f  t h e  e a s i e s t  s e l l s  t o  make i n  t h e  system, 
and t h a t  maintenance b e n e f i t s  b o t h  s u p p l i e r  and consumer. Th i s  
r e p e t i t i v e  income st ream i s  ve r y  impor tan t  t o  p r o f  i t a b i  1  i ty. 

Successive ve rs ions  of a  sof tware p roduc t  r e q u i r e  c a r e f u l  p r i c i n g .  Can a  
customer move f r om v e r s i o n  1  t o  v e r s i o n  2 s i m p l y  by  pay ing  t h e  p r i c e  
d i f f e r e n c e ?  O r  shou ld  t h e  customer be r e q u i r e d  t o  purchase t he  new 
v e r s i o n  a t  t he  new p r i c e ?  

He s a i d  t h a t  most companies today  g u j p o r t  t h e  c u r r e n t  v e r s i o n  o f  a  
so f twa re  system and two ve rs i ons  back. 

So f tware  enhancements should  be viewed d i f f e r e n t l y  f r om  normal so f twa re  
maintenance. One o f  t h e  people  a t t e n d i n g  t h e  conference suggested t h a t  
maintenance --.-. -.---...- and enhancement -.- ----- --- be p r i c e d  --- s=a_r,a.t,e)y. He suggested t h a  

an annual  bas i s ) .  
A maintenance c o s t  15% o f  o r i g i n a l  purchase p r i c e ,  and e n h a n c e m e n t a ( o n  

The Packaging o f  Sof tware 

Many companies over look  how t h e y  package and promote t h e i r  so f tware  
p roduc t .  Sof tware i s  an i n t a n g i b l e  p roduc t  t o  many people, so i t  i s  
impo r tan t  t n a t  t h e  documentat ion r e f l e c t  t h e  p roper  image; i t  shou ld  be 
done w e l l  and look  n i ce .  

Welke s a i d  t h a t  few companies r e a l l y  t h i n k  th rough  t h e  p r e p a r a t i o n  o f  t i l e  
documentation. He suggested t h a t  someone spend a  l o t  o f  t ime  t n i n k i n g  
about who has t o  use t h i s  so f tware ,  how t h e  so f twa re  w i l l  be Used, and 
what c x d  be done t o  make i t  easier-  use. He gave two analog ies.  Tne - 
f i r s t  was t h e  c o n s u l t a n t  who suggested t o  John Deere t n a t  t hey  
manufacture and s e l l  a  t r a c t o r  t h a t  had a i r  c o n d i t i o n i n g  and a  h i g h  
qua1 i t y  s t e reo  system. They had thought  about what i$ was 1  i ke f o r  a  
fa rmer  t o  d r i v e  a  t r a c t o r  a l l  day d u r i n g  h o t  sumrner montns. The Deers 
t r a c t o r  r a p i d l y  became one of t h e  most popu la r  t r a c t o r s  s o l d  on t h e  
market .  The second analogy was e l e c t i v e  su rge ry  k i t s .  These a re  k i t s  
f o r  s imp le  opera t ions ,  such as a t o n s i l l e c t o m y .  Such k i t s  c o n t a i n  a l l  o f  
t h e  t o o l s  needed i n  t h e  opera t ion .  A doc to r  opens up t h e  package and 
u n r o l l s  t h e  s u r g i c a l  i ns t ruments .  He uses t h e  f i r s t  i ns t rument  on t h e  
l e f t ,  and proceeds t o  t h e  r i g h t  u n t i l  he has used t h e  l a s t  i ns t rument ,  
when t h e  p a t i e n t  shou ld  be sewed up and t h e  o p e r a t i o n  completed. 
So f tware  documentat ion should  g e t  s i m i l a r  a t t e n t i o n .  Think through a l l  
t h e  s t eps  t h e  customer must go th rough  t o  e f f e c t i v e l y  use your  p roduc t .  



There should be several  d i f f e r e n t  types o f  d o c u ~ n ~ i o n :  one f o r  t he  
person who i s  going t o  make the  purchase decis ion,  another vers ion  f o r  
t he  user, and a t h i r d  ve rs ion  for thefe-a1 people who have t o  
su o r t  it. He a l so  suggested t h a t  documentation be prov ided on +- d l  fe ren t  k inds  o f  media: video cassettes, f l o p p y  disks, on - l i ne  storage, 
etc .  The packaging a c t i v i t y  should be w e l l  financed. 

He s a i d  documentat i o n  should ~ l w a y ~ ~ - t r _ p e ~ ~ t .  Companies should use 
expensive notebooks, s ince  they  ~t w ~ l l  o f ten  appear i n  an execut ive 's  
o f f i c e  i n  an open area. He a lso  suggested t h a t  a t r a i n i n g  session be 
devoted t o  l ea rn ing  how t o  use the  documentation. 

How a company i n s t a l l s  a product  a lso  impacts t h e  image o f  t he  package 
and helps determine t h e  p r i c e  t h a t  can be charged. Lo ts  o f  sof tware 
companies send tapes and a s e t  o f  documentation through the  mai l .  Some 
few companies, where the  p r i c e  o f  the software can support it, w i l l  take  
t o t a l  r e s p o n s i b i l i t y  f o r  i n s t a l l i n g  the product  by sending i n s t a l l e r s  t o  
the  s i t e  and remaining a t  t he  s i t e  u n t i l  t he  system i s  up and operat ing.  
Then another group o f  people w i l l  come i n  t o  do some t r a i n i n g ,  and a - 

f i n a l  group of techreps w i l l  appear t o  ho ld  hands through t h e  f i r s t  day 
o r  so of use by the  customer . C~pp_aaies-seern,exlt.cemely~,w-i. 111-n g -tt.o- pay 
l o t s  f o r  t h i s  s o r t  o f  serv ice.  The software product  i t s e l f  i s  on l y  one 
element i n  the  market ing mix: i t  seems t h a t  t he re  i s  an oppor tun i t y  f o r  
s p e c i f i c  sof tware companies t o  d i f f e r e n t i a t e  themselves by being 
extremely good i n  o the r  elements o f  the market ing m i x  (serv ice ,  support, 
etc.)  

A g iven sof tware product  can o f t e n  be so ld  i n  t h ree  o r  f o u r  d i f f e r e n t  
market segments s imply by changing the  documentation and t a r g e t i n g  i t  t o  
those segments. Th is  document- ta i lor ing can s u b s t a n t i a l l y  increase the 
s i z e  o f  t he  a v a i l a b l e  market. 

Software Company Cost S t ruc tures  

I C P  surveyed 30 sof tware companies t o  understand the cos t  s t r u c t u r e  i n  
t h i s  !business. They separated the  f i r m s  i n t o  companies whicn produce 
system software, and companies which produced app l i ca t i ons  software. 

COST AS PERCENT OF SALES: 

Cost Category App l ica t ions  Company 
, -, 

Sales and Market ing 
% , - a - - . . --- 

-.- 

Systems Company 

General and Admin i s t ra t i on  20% 20% 

Product Cost 35% 
(enhancement, maintentance, 
documentation, e tc . )  

P r o f i t  before tax 



SOURCE OF REVENUES 

Revenue Category  

So f tware  Produc t  

M o d i f i c a t i o n s  

Maintenance 

Mi  s c e l  1  aneous 

A p p l i c a t i o n s  Co~npany Systems Company 

The p roduc t  expense c a t e g o r y  (35% o f  sa l es )  o f ten.  ~ r e a k s  up as f o l l o w s :  

Development: 13% 

Support  : 13% 

Enhancement: 9 % - 
35% 

Sale o f  t h e  So f tware  Produc t  

There a re  seve ra l  ways t o  s e l l  a  so f tware  p roduc t .  

Sa le  o f  Product :  
H a r d l y  any one s e l l s  a  sof tware p roduc t  o u t r i g h t .  

L i cense  o f  P roduc t  : 
Most peop le  l i c e n s e  t h e i r  so f tware  p roduc ts  today. T h i s  i s  n o t  
t h e  same as l e a s i n a  a  so f tware  ~ r o d u c t .  There i s  an impo r tan t  - 
lesal~~ff~~~nc,~~..~~~~e-en-li,c.~.s.~ii~.g~and.-ba.s~.ng t h a t  must be 
understood, b u t  t h a t  w i l l  n o t  be d iscussed here.  

I n  a  t y p i c a l  l i c e n s i n g  arrangement, t h e r e  w i l l  b e  a  s i n g l e  
payment a t  t h e  t ime  t h e  system i s  de l i ve red .  Th i s  o f t e n  is)@; 
of t h e  agreed upon p r i c e ,  w i t h  t h e  - 205 coming once t he  so f tware  
has been accepted by t h e  customer. Maintenance i s  g e n e r a l l y  
b i l l e d  sepa ra te l y .  

Ren ta l  o f  Product :  
Th i s  p r o v i d e s  an income stream f o r  a  l ong  p e r i o d  of t ime. The 
month ly  r e n t a l  payment always includes-m-ajn-tefia-nc-e. General l y ,  
month ly  r e n t a l  i s  approx imate ly  5 %  o f -  t h e  purchase- p r i c e .  
Ren td l  i s  o f t e n  done i n  o rde r  t o  s e l l  a so f twa re  p r o d k t  where a  
department has budget problems o r  a spending l i m i t .  



Time-sharing Serv ice Royal ty :  
Many sof tware products companies a l so  have a  t ime-shar ing 
se rv i ce  f o r  customers who want t o  t r y  t h e  product  out,  o r  f o r  
customers who cannot a f f o r d  t o  buy tne  product.  I t ' s  amazing 
how p r o f i t a b l e  t h i s  se rv i ce  can be, and f o r  companies t h a t  o f f e r  
it, i t  i s  o f t e n  a  major p a r t  o f  t h e i r  t o t a l  revenue (and even a  
g rea ter  p a r t  o f  t h e i r  p r o f i t s ) ,  

M u l t i p l e  I n s t a l l a t i o n  Fees: 
Many customers want t o  purchase m u l t i p l e  copies o f  t he  sof tware 
t o  run  on d i f f e r e n t  machines. I f  a company i s  s e l l i n g  systern 
software which enhances the  performance o f  t he  hardware, t he re  
should be no d iscount  g i ven  f o r  m u l t i p l e  i n s t a l l a t i o n s .  
A p p l i c a t i o n  - _. __---. sof tware  --- can be discounted, bu t  probably  ngver more 
Than-50%. --A A c a r e f u l  ana l ys i s  should be done o f  the  ac tua l  
economies achieved i n  s e l l i n g  m u l t i p l e  copies t o  t he  same 
customer. S p l i t t i n g  such economies w i t h  t he  customer i s  an 
equ i tab le  shar ing  arrangement. 

Maintenance: 
Companies should t r y  t o  ge t  15% of t he  purchase p r i c e  annua l ly  
t o  cover maintenance. Mainten-a.n.c-e should never be d iscounted i n  

-7 --. --.. --*. .. 
a  m u l t i p l e  i n s t a l l a t i o n  sa le.  Warranties, which used t o  be one 
year, are now more t y p i c a l l y  s i x  months. -4 Most companies submit 
one new re lease  of f?iG-software system per  year  under t he  
maintenance con t rac t .  

I n s t a l  l a t i o n :  
I n s t a l l a t i o n  cos ts  should p robab ly  be inc luded i n  t h e  so f tware  
purchase p r i c e .  Two days u s u a l l y  covers t he  i n s t a l l a t i o n  
e f f o r t .  Time and m a t e r i a l  charges should a l so  be s p e c i f i e d  i n  
t he  c o n t r a c t  f o r  any a d d i t i o n a l  work t h a t  has t o  be done. 
T r a i n i n g  can be inc luded i n  a  purchase p r i c e  o r  s p e c i f i e d  
separate ly .  Companies must be c a r e f u l  t o  s p e c i f y  t h a t  they  do 
no t  agree t o  go back t o  t r a i n  new employees f o r  f ree .  - 

Demonstration Charges: 
Some sof tware companies a c t u a l l y  charge f o r  den~onstrat ions.  
Sof t  _---. wa.~.e-AG-char.ges- - $ 2 5 0 O . . . t o - d e m o ~ s .  data.-m$ agemen t 
s t w a  I n  t h e  e a r l y  days, tnese demonstrat ion fees kept  tne  
company a l i v e .  And people paid!  

.-C 

Software P r o t e c t i o n  

There are severa l  ways t o  t r y  t o  p r o t e c t  sof tware:  patents,  copyr igh ts ,  
t r ade  secrets,  t r ade  marks, o r  business con t rac t s .  

Patents:  
Pa ten t ing  s o f t w ~ r e  i s  s t i l l  very much up i n  t he  a i r .  The 
Supreme Court  seems i n c l i n e d  no t  t o  permi t  patents.  Patents 
a r e n ' t  g e n e r a l l y  a  u s e f u l  dev ice anyway, so t h i s  p r o t e c t i o n  
mechanism should no t  be r e 1  i e d  upon. 



Copyr igh t :  
M a t e r i a l s  wh ich  a re  pub l i shed  can g e t  c o p y r i g h t  p r o t e c t i o n .  
Copy r i gh t s  a r e  good f o r  50 years  p l u s  t h e  l i f e  o f  t h e  author .  
.Copyr ights  o n l y  p r o t e c t  aga ins t  t h e  a c t  o f  copying, n o t  t h e  
essence o f  an idea. Copy r i gh t s  shou ld  be used on a l l  p r i n t e d  
m a t e r i a l s  b u t  - n o t  on t h e  program l i s t i n g .  Copyr igh ts  can be 
used on v i deo  casse t t es  as we l l .  

Trade Secrets :  
To g e t  a  t r a d e  secret ,  you must - n o t  p u b l i s h .  Trade sec re t s  a re  
n o t  ve r y  h e l p f u l  i n  t h i s  bus iness.  

Trademarks: 
You can trademark t h e  name o f  t h e  p roduc t .  Trademarks a re  v e r y  
inexpens ive  (abou t  $ Z . W a n d  a r e  v e r y  impor tan t .  A lawyer a t  
t h e  meet ing s a i d  t h a t  i t  was n o t  necessary  t o  e s t a b l i s h  a  sa l es  
h i s t o r y  b e f o r e  a  trademark c o u l d  be g iven .  

Bus iness Cont rac ts :  
T h i s  i s  t h e  bes t  p r o t e c t i v e  dev i ce  o f  a l l .  Con t rac t  law i s  w e l l  
es tab l i shed ,  and most people  ab ide  by  it. Thus, c o n t r a c t  terms 
shou ld  be s p e c i f i e d  w e l l .  A c o n t r a c t  should  have t h e  f o l l o w i n g  
p a r t s :  

Statement o f  t h e  t ype  and t e rm  o f  s a l e  ( lease ,  r e n t a l ,  
1  icense, e t c .  ) . 
Non-d isc losure  c lause.  

L i m i t e d  l i a b i l i t y  ( l i a b i l i t y  l i m i t e d  t o  t h e  p r i c e  o f  t h e  
so f twa re ) .  

What's i nc l uded  i n  t h e  p r i c e .  Be s p e c i f i c !  C i t e  
d e l i v e r a b l e s ,  number o f  cop ies  o f  documentation, t h e  f o rm  
and con ten t  o f  d e l i v e r y ,  whether  t r a i n i n g  i s  inc luded,  e tc .  

Maintenance Agreement. Again, be s p e c i f i c .  Tne 
maintenance agreement can be a separa te  c o n t r a c t  i f  i t  i s  
p r i c e d  separa te ly .  

Payment terms. S p e c i f y  what c o n s t i t u t e s  d e l i  very, and when 
payment i s  expected. 

Tax L i a b i l i t y  ( shou ld  always be assumed by t h e  customer).  

ADAPSO p u b l i s h e s  model so f tware  c o n t r a c t s  which a re  w i d e l y  used. I 
have ordered a s e t  of these and w i l l  d i s t r i b u t e  i t  t o  anyone who , 

r eques t s  a  copy. 



Market ing A l t e r n a t i v e s  

I f  you do not  have a  product ,  t he re  are th ree  ways you can get  one: 

1. Develop i t  y o u r s e l f .  Th is  way, you can c o n t r o l  t h e  s t r u c t u r e  o f  
t he  program, the  language used, make i t  easy t o  enhance, e tc .  
However, i t  i s  expensive t o  do t h i s  and i t  takes a  long time. 
I t  usua l l y  takes about two years be fore  such a  product  i s  ready 
t o  be marketed. 

2. Get i t  f rom a  user. Th i s  shortens the  development 
s i g n i f i c a n t l y ,  b u t  you of ten end up w i t h  a  product  which i s  
inadequately documented and debugged. However, these products 
are o f t e n  a l ready  i n s t a l  l e d  somewhere so you $egifl-wj,tha, 
reference account. Since references are c r i t i c a l  t o  sof tware 
sales, t h i s  approach i s  o f t e n  used. 

U n i v e r s i t y  Computer Company and Cu l l inane genera l l y  t ry  t o  buy 
software r a t h e r  tnan b u i l d i n g  i t  themselves. I t  u s u a l l y  cos ts  
them between $100,000 and $150,000 t o  get  a  product  ready f o r  
marketing. 

3, Get i t  f rom another sof tware f i r m .  Th is  i s  a  good approach i f  
you get t o t a l  c o n t r o l  o f  t he  product.  I f  you d o n ' t  get  t o t a l  
c o n t r o l  ( f o r  instance, if enhancements are done by tne  o r i g i n a l  
supp l i e r )  you nave cons t ra ined your market ing a c t i v i t i e s .  I f  
you do get  a l l  r i g h t s  f rom the  software f i r m ,  you can expect t o  
p-ax them between 10% --.- and -_-- 15% roy-a j t ies .  

I f  you do have a  product,  you have two a l t e r n a t i v e s :  

Place i t  w i t h  a  sof tware house. You should look f o r  a  sof tware 
house t h a t  has a  s i g n i f i c a n t  market presence and has a l ready 
developed i t s  market ing and sales s t a f f .  You can genera l l y  

-expect  t o  be p a i d  f o r  f i v e  o r  s i x  years. For t he  f i r s t  year 
a f t e r  the sale, you w , i l l  be h e a v i l y  invo lved i n  he lp ing  the 
market ing company develop the  product.  You should be pa id  money 
up f r o n t  as enticement to .  he lp  t r a n s f e r  the  product  t o  them. 
You should t r y  t o  have the  product  i n s t a l l e d  a t  f i v e  customer 
l oca t i ons  be fo re  you t r y  t o  s e l l  it, t o  convince the  buyer t h a t  
your product  has m e r i t .  

Welke sa id  t h a t  the  ~ f ~ a . ~ e _ ~ b u s f n ~ e ~ s . . s _ ~ ~ ~ ~ _ r . a p i . d . 1 y ~ . ~ h a k ~ i . r , g j n t . o  
t,w.o...groups : .groduc.t-deve1ope.r~ and prpdyct  marketers. I t  i s  
important f o r  each f i r m  t o  understand which i d e n t i t y  i t  w i l l  
develop. 

2 .  The second approach i s  t o  s e l l  i t  you rse l f .  



How To S e l l  A S o f t w a r e  P r o d u c t    ourself 

1. S e l e c t  an audience.  I t  i s  v e r y  i m p o r t a n t  t o  f o c u s  as much as 
p o s s i b l e .  You may f e e l  y o u  a r e  l i m i t i n g  y o u r  market ,  b u t  y o u  
a r e  a l s o  i n c r e a s i n g  y o u r  p r o b a b i l i t y  f o r  success and y o u r  p r o f i t  
marg ins .  S e r f i n ~ a  - narrow marke t  segment w e l l - i s  a k q  - f a c t o r  
i n  p r o f  i t a b i  1 i ty. ---- - 

2. I d e n t i f y  t h e  p r o s p e c t s .  A p r o s p e c t  i s  a  name o f  a  pe rson  w i t h i n  
an o r g a n i z a t i o n ,  n o t  j u s t  t h e  name o f  t h e  o r g a n i z a t i o n .  There  
a r e  s e v e r a l  good sou rces  o f  i n f o r m a t i o n  on pu rchasers  o f  
computer  s o f t w a r e .  IDC, i n  Framingham, has a  hugh d a t a  base 

I d e s c r i b i n g  hardware i n s t a l l a t i o n s  around t h e  c o u n t r y .  Computer I 
; I n t e l l i g e n c e ,  i n  L a  J o l l a ,  has a  s i m i l a r  f i l e  b u t  i s  more 
; comp le te  on i n s t a l l e d  s o f t w a r e .  Focus Research, i n  E a s t  
I H a r t f o r d ,  i s  a l s o  a  good sou rce  o f  da ta .  F o r  m i n i  and 

microcomputers ,  t h e  M i n i - M i c r o  s u r v e y  i s  t h e  b e s t  resource .  
M i n i - M i c r o  i s  a  Haydn p u b l i c a t i o n .  

3. P r i o r i t i s e  t h e  p r o s p e c t s .  IJ i s  o f t e n  g o ~ d  t o  f o c u s  
g e o g r a p h i c a l l y  as w e l l  as b y  m a r k e t  s e g m e n t - T a t  L/. 
i n i t i a l l y .  You m i g h t  f i r s t  go a f t e r  p r o s p e c t s  i n  t h e  c i t y  
y o u ' r e  i n ,  and t h e n  r o l l  o u t  g e o g r a p h i c a l l y  a c r o s s  t h e  c o u n t r y  
and i n t e r n a t i o n a l l y .  

4 .  S e l e c t  a  m a r k e t i n g  approach. I t  i s  e x t r e m e l y  i m p o r t a n t  t o  
unders tand  t h e  channe ls  o f  d i s t r i b u t i o n  i n  t h e  s o f t w a r e  
bus iness,  and t h e  impor tance  o f  s e l l i n g  c o s t  as a  -key s t r a t e g i c  
v a r i a b l e .  The p r i c e  o f  t h e  p r o d u c t  p r o b a b l y  d i c t a t e s  whether  
you  use d i r e c t  o r  i n d i r e c t  s a l e s  channe ls .  I f  t h e  p r i c e  w o n ' t  
s u p p o r t  a  d i r e c t  s a l e s  f o r c e ,  you must  t h e n  l o o k  f o r  t h e  v a r i o u s  
i n d i r e c t  forms of m a r k e t i n g :  d i r e c t  phone, d i r e c t  m a i l ,  r e t a i l  
d e a l e r s ,  w h o l e s a l e  d i s t r i b u t o r s ,  e t c .  S i g n i f i c a n t  e f f o r t s  
s h o u l d  be g i v e n  t o  d e c r e a s i n g  t h e  s a l e s  c o s t  w i t h i n  each 
o r g a n i z a t i o n  i f  t h a t  can be done w i t h o u t  d e c r e a s i n g  t h e  v a l u e  o f  
t h e  m a r k e t i n g  m i x  s o l d .  Seminars a r e  e x c e l l e n t  ways t o  g e t  a  
message across ,  b u t  t h e s e  a r e  s t i l l  q u i t e  expens ive .  One way t o  
reduce s e l l i n g  c o s t s  i s  t o  s e l l  a l o t  o f  p r o d u c t s  t o  t h e  same 
customer.  Some companies w i l l  t r y  t o  g e t  t h e  cus tomer  t o  come 
t o  them. They o f t e n  p e r m i t  t h e  cus tomer  t o  deduc t  t h e  t r a v e l  
c o s t  i f  t h e  sys tem i s  e v e n t u a l l y  purchased.  

5. Unders tand t h e  s a l e s  c y c l e .  I t  i s  i m p o r t a n t  t o  t h i n k  t h r o u g n  
t h e  e n t i r e  s a l e s  p r o c e d u r e  on a  s t e p  b y  s t e p  b a s i s .  How was t h e  
i n i t i a l  c o n t a c t  made? What was accompl ished t h e n ?  What 
f o l l o w - u p  c a l l s  a r e  necessa ry?  Who g e t s  a  p r e s e n t a t i o n ?  A 
s o f t w a r e  s a l e  i s  f a i r l y  complex, and i t  o f t e n  t a k e s  f i v e  mon\hs 
t o  comp le te  a  s a l e .  



P r o f  i t a b i l i t y  Cyc le  

Most so f twa re  companies go th rough  t h e  same p r o f i t a b i l i t y  cyc le .  I t 
g e n e r a l l y  takes two years  t o  develop a  so f twa re  product ,  and another 
t h r e e  years  be fo re  t h e  company i s  p r o f i t a b l e .  Over those t h r e e  years,  a  
company should  expect  t o  spend t w i c e  as much on marke t i ng  as.cj.t,,_did 

C -- - .  .-I--.-.._ .- _. . _ ._. __d_C._-41-__l-. _-. 
d ~ e l - o p i n q  the-l?,rorgcJ- d u r i n g  t h e  f i r s t  two years .  The f i r s t  two o r  
t h r e e  yea rs  o f  t h e  s e l l i n g  c y c l e  can be ex t r eme l y  f r u s t r a t i n g .  JJ.2. 
impo r t an t  n o t  - - . I _ _ _  t o  abandon t h e  - e f f o r t  un less  the--ef for t  i s  s t r a t e ~ i c a l l ~  

, f I ~ ~ e - ~ c  ~ m p a n y ~ ~ a n ~ o - . . f o ~ - a ~ ~ w h - o l  e -year r r range  t._ on 1  y  f o u r r f  i y e  
: reference-act-ounts. However, once t h e r e  i s  a  base of - ' re f  erence accounts, 

ZsTle-~-s fa~ i%piEk up s u b s t a n t i a l l y  and by  t h e  end o f  t h e  t h i r d  yea r  t h e  
.company i s  u s u a l l y  p r o f i t a b l e .  

. .  An execu t i ve  f r om  Cincom s a i d  t h a t  i n  t h e  f i r s t  s e l l i n g  year,  you need t o  ..) -CI-- -_.- -_. _._* - .-._.-_ .--. - -.--- - ge_t,,a.._mrnnjmur?_of_ I D ,  customers ~ r_~Jhe re_ ! s  - ~ ~ m e t  h i  ng w.rqong w i  € h  .your 
s t r a tegy .  A t  Cincom, any p roduc t  which doesn ' t  g e t  10 customers goes -- - .- . 
th rough  a t o t a l  r e -eva lua t i on .  They comp le te l y  r edes ign  t h e i r  marke t ing  
e f f o r t .  

The S e l l i n a  E f f o r t  

Sales _ p r o d u c t i v i t y  -__ ._-- -. has t o  be about $500 &--,-_ 000 p e r  _-,,.,- salesman ,.----- today, Most 
salesmen can s e l l  up t o  fotuouroduct_s, ------ b u t  i t  i s  ve r y  d i f f i c u l t  t o  t r y  t o  
s e l l  more. UCC has 17 so f tware  p roduc ts  and I n f o r m a t i c s  has 13 
products .  The person f r om ~ i n c o m  s a i d  t h a t  t h e y  had t o o  many products ,  
and if t h e y  were do ing  i t  over  would p robab l y  n o t  t r y  t o  s e l l  more than  
f o u r .  Thus, t h e  i d e a l  company m igh t  be one which s e l l s  f o u r  r e l a t e d  
so f twa re  p roduc ts  v i a  one sa les  f o r ce  i n  a n a r r o w l y  de f i ned  market 
segment t o  t h e  same s e t s  o f  customers. 

Du r i ng  t h e  second marke t i ng  year,  sa l es  should  g e n e r a l l y  be t h r e e  t imes  
what t h e y  were t h e  f i r s t  year.  Du r i ng  t h e  t h i r d  ma rke t i ng  year,  sa l es  
shou ld  more than t r i p l e  again.  

Welke s a i d  t h e r e  were ve r y  few good salesmen i n  t h e  so f twa re  p roduc ts  
bus iness today, because t hey  have t o  be good salesmen as w e l l  as be 
t e c h n i c a l l y  o r i e n t e d  and expe r t s  i n  t h e  market  segment be ing  served. 
Because o f  t h i s  problem, Welke s a i d  t h a t  companies should  expect t o  spend 
a  l o t  of money t o  t r y  t o  p u l l  t h e i r  p roduc t  r a t h e r  than  j u s t  pushing i t . 

S t a r t j n g  -salesmen today  o f t e n  make between $30,(30O.-an~l-$35,000, 
~xpsr- jenced-sa lesmen have no cap on t h e i r  ea rn ings ,  whicn pe rm i t s  them t o  
earn  as much as t h e y  want. I n  4980, MSA ( a  ma jo r  so f twa re  p roduc ts  
company) had \_45 salesmen.. E ight . .o f  them were ea rn i ng  over  $-l5?,000 each. 
Mac & Dodge, another so f tware  -products  company, had one saleswoman 
ea rn i ng  over  $200,000 s e l l i n g  j u s t  one p roduc t  t o  a  mun i c i pa l  government 
( t h e y  were buy ing over  $1.5 m i l l i o n  o f  p roduc t  f r om  Mac & Dodge p e r  
yea r ) .  



The best system is a quota plus a commission. Generally, the quota is 
about $500,000. Quotas for application software are generally higher 
than for system software. At MSA, the quota is $650,000. At UCC, the 
quota i s  $475,000. At Pansophic, the quota is $400,000. Most commission 
plans are extremely aggressive. For instance, if the salesman makes his 
quota at MSA, he'll barely get by ($30,000 to $35,000) but if he sells 
50% above quota, he'll double or triple his income. 

Few companies give stock options to salesmen, although people in sales 
management often receive options. 

Welke ran out of time, and was not able to discuss advertising and 
communication strategy. He is sending me a copy of his notes and I will 
make those available to anyone who is interested. 
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