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Introduction

Indian software products industry growth has been

impressive. From self-doubt and bureaucratic apathy,
they have grown in revenues, stature and acquiring
companies in India and abroad. However, FY2009-10
was a watershed year for Indian software product
companies. Many saw for the first time a negative
growth in new licenses revenues and what sustained
them was services and AMC (if any). Overall revenues
in FY09-10 were $ 1.64 Billion, about 13% lesser than
revenues FY2008-09. Roll outs were postponed,
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FY09-10 also witnessed high exits of software product

firm or firms’ compl et
embracing services. Mobile products and Life Science
software product companies were the highest hit
primarily as telecom service providers postponed
investments. Bangalore and Pune were the two
regions that had the highest impact in terms of
closures.
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Microfinance was one vertical where major action was

in FY2009-10. Incumbent players added more features
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Domestic Open source revenues grew from $ 0.9 Million in
2006 to 4.6 Million in 2009-10. Companies such as Adiance,
DimDim, Webyog, Vtiger and Vmukti witness about 11%
growth in product related revenue, significantly increasing
their bases amongst SMB and also government. Cynapse,
Zudha Daffodil,
Betterlabs, Sanisoft, etc continued to benefit from product
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enhancement and community engagement.
Challenges: FY2010-11 and beyond

While analysts talk about cloud and its imminent impact on

software product revenues, Indian software product
companies are recognizing given the manageability issues
of governance, integration and licensing, cloud is going to
happen over 6-7 years. They continue to face challenges on
marketing front, retaining employees, new customer
acquisition and managing the product innovation. Our
di scussions with CEO’s in

facing software product companies are as follows:
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Compared to FY2008-10, revenue contributions from
geographies such as North America, Europe and APAC
dropped significantly, while Middle East revenues grew
in FY2009-10. Egypt, Qatar, Oman and Saudi Arabia
became hot destination for product companies.
Polaris, Nucleus, Newgen, continued to benefit from

multi-country approach.

1. Increasing clout of Global vendors in domestic market

Increased thrust of global vendors such as IBM, EMC, into
domestic market is a major challenge for enterprise
software product companies. Huge discounts offered to
gain clients and bundling of software with their
infrastructure products is creating new challenges for
domestic software product companies. Another major
challenge is the anti-competitive behaviour MNC vendors

play when they are the total outsourced partner.

2. Increasing entry barriers in e-governance and defence
verticals

E-governance and defence verticals were expected to
generate about $1.2 billion of software sales and Indian
software firms were expecting to get a sizeable slice.
With majority of mission mode projects being BOOT or
BOT model based and others setting higher qualification
criteria in terms of turnover or number of deployments,
many first time software product vendors are recognizing
the entry is difficult and sales cycles are longer than they
expected.



2

3. Increasing cost of global sales

Companies are recognizing that global markets are still
wobbly, and cost of engagement is increasing in much
geography.
costly and ineffective in culturally predisposed markets.

Direct market presence is proving to be

1.Drying Pipe lines

Most Indian software product companies are at best 1-2

pillar product companies. The product extension
strategies often used to is build around competitor
platforms or related verticals. Many companies also do
not have a road map for product obsolescence and risk

mitigation approaches.

KFd RAFTFSNBYGAFGSR a[ St
To understand why some companies were growing while
others not, we did an analysis of 34 successful product
and 21 The

objectives here is not an academic statistical exercise, but

companies unsuccessful companies.
unearth some key insights that would be more useful to
senior management of the software product companies.
Polaris, Tejas Networks, Newgen, Nucleus, Ramco,
aurinPro, R Systems, Srishti software, Infrasoft, Subex, 3i
Infotech, KLG Systel, Comvivia, Kale Consultants, Four
Soft, Sage, Automated Workflow, Nextstep , Vembu
Technologies, were classified as successful companies.
We did not include Infosys, Wipro, TCS and Mahindra
Satyam as majority of their revenues comes from Sl and
elements differentiated

other services.  Six major

successful ones from not so successful.

Product as a Product: Companies that grew struck to
basic formulae, sell the product as a product and not as a
solution. Companies that ended up customizing the so-
called product across clients did not enjoy the economics
of scale in design, bug removal, improvement and
delivery. Many successful ones also limited the product
availability on maximum two platforms, thus ensuring no
development/delivery creep happens. Companies that
foll owed t h-eize fitstad tl u'm
with growth plateaus. Companies that pursued a
segmentation-based pricing model fared better. Ramco,
Sage and others also pursued versioning and hosted
model in tandem to reach out to customers.
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b)

Power of Ecosystem: Companies that built their revenues
around the product ecosystem of Vendors, partners, and
consultants grew faster and robust than firms that had
gone solo. Companies recognize the limitation of low-cost
internet based and telesales business model designed for
us fail Indian SME.  Unlike US
counterparts, Indian SME prefer one-on-one meeting

to succeed with

even for small deal sizes and post-sales support. That is
where partners and resellers step in, a win-win formula
that ensures better reach, delivery and sustainable

margins.  Srishtisoftware successfully used domestic
resellers to sell its “F
clients. aurinPro and KLG Systel benefitted by tightly

integrating their products to vendors such as IBM, and

SAP, and vendor sales efforts. Companies that invested

in marketing and vendor management resources,

processes including training and certification realised

better results.

c) Power of Governance: Alignments of product and delivery

d)

teams, QA and the board was well defined and integrated
in successful companies. Weekly, monthly and quarterly
reviews were religiously followed, intermittent
corrections were made and reporting structures evolved
continuously. They defined few measures across the
functions, but ensured continuous measurement. Sales
function focused on “ord
“mar ket reach” measur es
pursued delivery cost and customer satisfaction. Board
pursued predictable, profitable and de-risked revenue
and adherence to processes only. Ability to say no for
deep discount or just too many strategic customers
differentiated successful ones from not so successful
ones. Majority of the successful companies did exhibit an
interesting insight. The founders had created a team of
competent professionals and let go their emotional

connect with product and marketing.

Successful software product
that

Improved branding,

Marketing led Sales:

companies investing in marketing activities
supported and facilitated sales.
community connects, PR (including brought awards), was
useful in creating the mindshare and sales appointments

in both domestic and international markets.



f)

Product and Service Focus: Indian software product
companies earn less than 35% of their revenues from
product licensing and 40% from services. The challenge
for companies is to keep the focus amongst product
groups and delivery teams. Companies that consistently
automated and chopped the service delivery revenues
had better EBITA margins. Companies that over period
started leaning heavily on service revenue ended with
low margins and eventually killing the golden goose
(product) itself.

Incremental innovation and related platform
diversification: Companies that pursued continuous
incremental innovations extending the features in the
same markets and extending the product to new related
verticals.  Polaris found great success in payment
exchange product. Srishtisoft extending its learning from
KM products and consulting became a globally recognised
challenger in Web based Content Management system
with its Kreatio product. aurinPro benefitted from related
platform diversification.

Conclusion

While FY2009-10 was a disastrous year for software
product companies, opportunities are expected to open up
in government, defence, education, healthcare, and
banking verticals. Software product companies need to
pursue different business models, prepare themselves for
multi-platform and multi-offering option. Alignments of
functional units with well defined outcomes and continuous
monitoring must help them to respond better in future.
Invest in the product ecosystem it pays off, in terms of
market reach and valuation. Sales effort needs to be
complemented through systematic marketing efforts and
spare some pennies for the same. Importantly do not
convert each product implementation into a customized
roll out and keep the focus of product and service team
clear and separate.
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