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CRM: PrimeResponse (A)
About the Company

November 2000, PrimeResponse is a leading CRM solutions provider, specializing in campaign management technology and consulting services for multi-channel relationship marketing. The company’s Prime@Vantage( software suite enables companies to integrate their marketing operations across Internet (website, email) and traditional channels (direct mail, direct sales, advertisements) within a single software-based platform.

PrimeResponse was founded in 1987, starting as a database service bureau. The company’s first office was located in London, England. PrimeResponse released its first commercial campaign management software solution in 1994. By 1998, they had introduced a Windows compatible version of their core eCRM software suite. Their current product, Prime@Vantage is available in 6 languages.

The company earned revenues in excess of $20.5 million in 1999, which represents a 25% increase from 1998. Slightly more than half of this revenue is from software licenses (each site license starts at approximately $250,000). The cost of the site license is dependent on the number of unique customer records in the clients’ database. In addition to the one time licensing fee, an additional 20% of the base license fee is charged on an annual basis for services and support. Services and support, and application hosting contributed approximately 32% and 18% respectively. Consulting services currently account for less than 5% of total revenues. The geographic breakdown of revenues are: 40% North America, 55% International (predominantly Europe), and 5% Asia Pacific. The percentage derived from North America has increased from 0 to 40% in a span of less than two years. The company currently has more than 90 customers.

PrimeResponse is focused in three sectors – communications & media, financial services, and consumer markets. The majority of its customers are large corporations, including Telstra, Chase, Deutsche Bank, CVS, British Airways, UPS, and Fiat. The company traditionally targets more established companies and has very little exposure to start-ups. 

PrimeResponse’s corporate headquarters is currently in Cambridge, MA, while its international headquarters is in London, England. It has a global presence with offices in Antwerp, Chicago, Denver, Frankfurt, Melbourne, Minneapolis, Munich, New York, Paris, San Francisco, Singapore and Sidney. The company has started expanding to South America, with the first office tentatively scheduled for Brazil in 2001. The majority of the company’s software development is still performed in London. The company went public in March 2000, and is listed in both the NASDAQ and EASDAQ exchanges under the ticker “PRME”.

Product and Technology
PrimeResponse believes that it is the technology leader in this space. The company’s main product is its in-house designed and built Prime@Vantage software suite. The product is a complete software solution for integrating marketing CRM functions in both traditional and electronic channels. It combines a drag-and-drop GUI based interface with a back engine that has been shown to handle up to 27 Terabytes of data. The product is built specifically for the use of individuals in the marketing area. Next to no IT support is needed. PrimeResponse anticipates that only a Database Administrator is needed to upkeep the program once it has been installed. 

The software is built on a completely open-source platform. External databases (platforms supported include Oracle, DB2 and Teradata) can be directly ported onto the software engine without a need for re-mapping. In addition, it is fully compatible with Sieble’s CRM suite. Future versions of this platform will include wireless functionality. 

Sales Channel 

The sales-force is structured according to the three industry verticals described earlier. At the top of each segment is a Vice-President. Reporting to the Vice-Presidents are the sales and implementation teams consisting of Application Consultants and Sales Executives. PrimeResponse uses a “land-and-expand” strategy to grow its business. Through this strategy, the sales force actively targets a division within a large corporation to implement its software solution. Once this initial “beachhead” is established and successful; the follow-up tactic is to leverage this existing relationship sell its product to other divisions and branches of the client’s company. It is common for a large multi-division organization to purchase an “enterprise license” of Prime@Vantage so that the company can extend usage of the software to other divisions when these divisions are ready. This sales tactic is a way to encourage more widespread use of the software within the client company.
Initial points of contact and prospective sales are coordinated between the vertical market Vice-Presidents and Application Consultants. As a rule of thumb, “brochure-ware” (e.g. product literature) is insufficient in closing sales for enterprise scale software. In the sales process, once the prospective customer has been targeted and an informational meeting is arranged, the Application Consultants will consult with the client to find a specific customer marketing and/or communications problem that the client is facing, and create a customized “demo” solution using Prime@Vantage. This personalized sales presentation is crucial as the complicated nature of these products make them difficult for clients to differentiate solely from performance claims represented in product literature. One of the advantages that PrimeResponse has over its competitors is its ability to develop these “demo” solutions within a relatively short time frame (usually less than 1 week). This is possible because the software requires little or no customization or integration to be implemented and work within the client’s environment.

The company’s point of sales is primarily with the clients’ marketing personnel. The products are created to require minimal resources from the clients’ IT departments for maintenance and use. One possible drawback is that the IT divisions of larger companies seeking one-stop CRM might have a preference for a standardized platform (such as Siebel’s), as opposed to the best-of-breed marketing solution offered by Prime Response.

In January 1999, PrimeResponse entered into a strategic agreement with Andersen Consulting. Through the arrangement, Andersen Consulting has taken a 5% equity stake, with warrants to further increase its ownership percentage if its meet preset sales targets. In exchange, Andersen will implement Prime@Vantage within its CRM practice area.
What is CRM?

The Customer Relationship Management (CRM) industry in this case refers to the companies that create tools used to manage customer relations. It is focused specifically on the most downstream part of the chain, the part that connects companies directly to their customer. 

What does CRM do? E-marketing CRM enables companies to utilize software solutions to more cost efficiently:

1. Analyze customer behavior

2. Identify and segment the customer base

3. Personalize and target marketing efforts within each segment

4. Implement and execute the marketing strategy

5. Identify effectiveness and obtain immediate feedback and data

The ultimate aim is to generate even better customer royalty, and to specifically tap additional profits within each customer segment. Comprehensive eCRM solutions manage these function across both traditional and Internet channels.

However, implementing eCRM solutions is a multi-step process. It is more than just purchasing and installing eCRM software! For example, the company must first have information about its customer base or the ability to collect this information in a timely and cost effective manner. Secondly, the company should have a comprehensive customer development plan to decide how and which segments to target. Finally, the company must have a campaign planning and execution process to follow through once the data has been collected and the marketing “rules” have been established.

Why CRM?

As customer relationships becomes more recognized as a form of tangible equity, companies are determined to appropriate as much value as possible from their customer base. The emergence of e-marketing focused CRM solutions are driven mainly by the growth in using the Internet as an addition marketing channel to implement this relationship strategy. The online channel has grown tremendously over the last few years, and will continue to become even more important. US Internet advertisement spending is expected to grow from $5.4 billion in 2000 to $22.2 billion in 2004
. As companies seek to expand their sales revenues, increase profit margins, and monetize their customer relationships, they have begun looking towards comprehensive integrated solutions to manage their traditional marketing and Internet marketing channels. Companies have realized the importance of implementing a uniform marketing campaign across both their traditional and online channels. The importance of this integration is evident from a Boston Consulting Group (BCG) report. Multi-channel retailers currently account for 62% of online revenues, while pure online retailers only captured 38%. Multi-channel retailers have lower customer acquisition costs, spend a smaller percentage of their revenues on advertising, and encourage repeat buying more effectively. The solutions offered by CRM applications will minimize unnecessary conflicts between channels, increasing marketing ROI, and translating into higher profit margins

Another aspect of software technology that has facilitated the increased use of CRM tools is the ability to collect information about the customer through the Internet. The relative ease and economies derived from collecting this information and the ability to process it using large database engines has allowed for more powerful eCRM tools. Using current technology, the cycle for entire marketing campaigns can be planned and implement in 6-7 weeks.
The Industry

The industry can be conceptually segmented into two axes. On the first axis are companies that have a large range of products across different functional areas (i.e. marketing, service, and sales). An example is Siebel (SEBL), which offers products serving the customer relationship management needs at the marketing, service, and sales areas. On the second axes are companies that have more depth in their product line within specific functional area (i.e. traditional phone and mail, email, wireless).  An example is PrimeResponse, which has strategically positioned itself as a provider of the most comprehensive set of products, targeting specifically the e-marketing space.

Figure 1: Conceptual Company Segmentation; Depth vs. Breadth
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The two main direct competitors PrimeResponse faces in more narrowly defined marketing CRM space are Xchange (formerly known as Exchange Applications, ticker: EXAP), Epiphany (ticker: EPNY), and Broadbase. Within this subset, the competition can be further segmented into companies that started by initially specializing in creating the software engines (such as Prime Response), and those that specialize in data mining algorithms (Epiphany).

PrimeResponse also faces intense competition from “suite” solution providers such as Siebel and Oracle. These companies provide a wider array of enterprise software solutions across service, sales, and eBusiness functionality. Furthermore, these companies tend to have a larger base of clients.

There are two ways companies have grown in this industry – through purchasing other companies or developing home grown solution. Companies such as Siebel have traditionally preferred to adopt the former approach. While this approach allows a faster avenue for product growth, it comes with higher integration costs (both in terms of the products and personnel). Prime Responds develops nearly all its products internally. Its development center is based in London.

Competitors
Siebel Systems

Based in San Mateo, California, Siebel Systems is the 800-pound gorilla in this space. The company has a suite strategy, with its comprehensive eBusiness Application providing functionality across all 4 segments of the CRM space. Revenues for 2000 are estimated to be in access of $1.7 billion. 30% of revenues are from outside the United States. Consistent with its growth through acquisition approach, Siebel has recently acquired Janna (interactive software) to further complement its product offerings.

E.piphany

E.piphany is also based in San Mateo, California. The company’s E.4 system is tailored towards marketing CRM functionality. Recently, E.piphany acquired RightPoint Software, and has agreed to purchase Octane Software. RightPoint is a provider of marketing software, while Octane serves the sales, service, and support markets. Revenues for 2000 are estimated to be around $120 million. The company has a strategic alliance with Sun Microsystems and Deloitte Consulting to jointly promote E.piphany’s products.

Exchange Applications

Exchange Applications is based in Boston, Massachusetts. The company’s is the most direct competitor to PrimeResponse. The company’s core product is its Xchange 4.0 eCRM software package. Exchange Applications has more than 100 customers, with revenues for 2000 estimated to be around $60 million. With the carnage of the public markets, the company has recently closed a private round of financing estimated to be between $10-$20 million.
Questions

You are Joel Book, Director of Relationship Marketing Strategy and Consulting for PrimeResponse. With the current carnage in the stock market for Internet stocks, raising additional capital through a secondary offering has become unrealistic. With the limited financial resources, your goal is to increase revenue growth against competitors such as Siebel (in your opinion you have a superior product in the marketing eCRM segment). In addition to Siebel’s much larger installed base, it also has a much bigger advertising expenditure, bigger sales force, and much stronger financial position. For instance, Siebel has a market cap of over $20 billion and a cash position of $29 million, while PrimeResponse is only $37 million in market cap with a cash position of $32 million.

You specifically face two major problems. First, for the large corporations market, how does your strategy of best of breed marketing focused software compete against the comprehensive software suites of your competitors? This is especially important because even if the marketing divisions of companies prefer your software, IT divisions are reluctant to recommend piecemeal solutions for various CRM functions. Furthermore, companies such as Siebel already have a large base of installed customers.

For your small company segment, you are beginning to see a proliferation of ASPs that offer complete solutions. These ASPs license software from PrimeResponse and other competitors. They offer complete end-to-end solutions (from data hosting to implementation), usually for smaller companies who do not have the infrastructure to carry out a complete marketing campaign.

Two main questions that you will need to consider:

· Evaluate PrimeResponse’s current strategy of focusing on depth and best of breed (marketing functionality) vs. the breadth and integrated suite solutions (marketing, sales force, and e-commerce) from competitors such as Siebel. In addition, how should PrimeResponse compete against ASPs that offer more convenient and cost effective solutions to smaller companies? Some of the ASPs use Prime Response software.

· What should PrimeResponse’s strategy be going forward?

· Issues to think about:

1. Within the industries and companies that already use PrimeResponse, what other ways do you think this software can be used (in addition to direct-end customer contact)?

2. Even with its superior technology, without the marketing budget of larger companies such as Siebel, what are the “guerrilla marketing” strategic and tactical steps that PrimeResponse can take to increase top-level awareness of eCRM tools and PrimeResponse’s technology advantage?

3. How will the dynamics of the purchase decision change as eCRM solutions become more prevalent and integration across separate departments becomes an issue? Will this affect the “land-and-expand” tactic?

4. How feasible is the expansion of PrimeResponse’s business to become an ASP provider for smaller companies that do not have the financial resources to implement an internal, full-scale e-CRM solution? What do you think will be the important issue?

Additional Resource

Company homepage

http://www.prime-response.com/
Stock price snapshot
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Guest Lecturer

Joel Book, PrimeResponse Director of Relationship Marketing Strategy and Consulting.

CRM: PrimeResponse (B)

Acquisition by Chordiant Software

PrimeResponse agreed to be acquired by Chordiant Software in January of 2001. Chordiant is a CRM solutions provider based in Cupertino, California. The purchase will be financed by additional issuance of Chordiant stock. At the time of the announcement, the valuation of this purchase was at $33 million. The acquisition is expected to be finalized by the second quarter of 2001.

The combined company intends to co-develop a even more comprehensive suite solution. The integration of PrimeResponse’s e-CRM tool with Chordiant’s technology backbone allows a more complete best-of-breed solution (Chordiant’s technology allows the automatic collection and consolidation of customer specific data from multiple sources). In addition, this acquisition allows both companies to pool and leverage their combined existing customer base.

At the time of the purchase, both companies were of comparable size. Chordiant had approximately 235 employees while PrimeResponse had around 225. The consolidation is expected to result in an even more competitive company. Restructuring operations are expected to occur to streamline operations and increase margins. Financially, the combined company will have a stronger balance sheet with more than $100 million in cash.

Question

How does this acquisition change the company’s strategy? 

The two keys points to focus on are:

1. How does this merger change the landscape against Siebel? How does this change the core competence of the resulting company?

2. Will providing an ASP service be a feasible business model? What are the advantages and disadvantages (refer to parallel ASP models in other industries)?
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______________________________________________________________________________________

This case was written by Shyan Lim with the assistance of Joel Book under the supervision of Professor Glen Urban. Copyright ( 2000 MIT Sloan School of Management.
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