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By 2005, digital marketplaces will generate over half of all online commerce revenues, dwarfing the revenues generated by all other net commerce business models combined. Just five years from now, e-commerce models as you know them will disappear, replaced by a digital marketplace model that offers far more expansion opportunities." 

Tom Kippola 
The Industry Standard

INTRODUCTION

With the vision of using information technology to help businesses make more efficient decisions, Sanjiv Sidhu founded i2 in 1988.  Sidhu is a chemical engineer and worked in the artificial intelligence laboratory at Texas Instruments before starting i2.  For more information on the executive team at i2, visit their website at www.i2.com and search for executive profiles.

Company History

i2 was started in an apartment to capitalize on the founder's thinking that "the human got removed from the loop" during e-transactions.  The preliminary product idea was "to develop software to bring human intelligence and common sense to the Web."  And the resulting product was software that could help manufacturers plan their production schedules effectively.  

The company was taken public in April 1996 and is traded on the Nasdaq exchange.  i2 has twice been honored as one of Forbe’s ASAP’s Dynamic 100 Software Companies and the only company to be listed in the leader’s quadrant in GartnerGroup’s “Supply Chain Planning Magic Quadrant, 2Q99 Update”.  

[image: image17.png]i2 has become the industry leader in supply-chain management applications.  With supply-chain applications as their core competence, i2 has moved into the other aspects of the B2B application industry.  Due to their dominance in supply-chain management and the overwhelming amount of information involved in an analysis of the dynamic B2B software industry, the case will focus on i2s move into the Business-to-Business software application segment.  Visit the following link to Business.com for more information and a profile of i2 Technologies: Profile of i2 Technologies.

Mission Statement and Vision
i2 strives to provide optimum value for its customers.  While their original goal was making the manufacturing planning faster and more accurate, they have moved to support intelligent e-business and e-commerce using the Internet.  Sindhu claims i2 will save its customers $75 billion in value by 2005.  For their Vision Statement visit vision.
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Founder, CEQ
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THE EVOLUTION OF i2 TECHNOLOGIES

With its innovative products, i2 has been the leader in supply-chain management (SCM) applications for years.  Since 1999, i2 has been moving into the B2B arena and positioning its products as keys to the development of Internet business strategies.  After years of acquisition of some complementary software into its product line, i2 has moved into full B2B solutions with TradeMatrix(, which includes SCM solutions, a marketplace platform, decision support systems and content management.  TradeMatrix( is touted as a "complete e-business solution", showing i2's ambition to compete in the B2B wars.

Core Products: A Shift from SCM to Total B2B Solutions

i2 has shifted to focusing on Trade Matrix(, which includes SCM applications and creates the ability for i2 to become a B2B “one stop shop”.  i2's complete e-business solution features four main components: Supplier Relationship Management (SRM), Decision Support Solutions, Content, and The i2 Trade Matrix Platform.

1. Supplier Relationship Management (SRM)- i2 introduces the world's first comprehensive e-business solution 


2. Decision Support Solutions 
i2 offers six integrated solutions, which span the critical processes and decisions inside the company, and in collaboration with business partners and customers. These six solutions work together seamlessly to optimize a business or an e-marketplace: 

· i2 TradeMatrix Design for product development 

· i2 TradeMatrix Buy for procurement 

· i2 TradeMatrix Plan for supply chain planning 

· i2 TradeMatrix Sell for sales & marketing 

· i2 TradeMatrix Fulfill for order promising and logistics 

· i2 TradeMatrix Service for service planning and scheduling

3. Content 
Without content, B2B commerce is impossible. i2's content solution delivers: 

· The most comprehensive catalog, with information on over 20 million production parts representing 2500 engineer-years to construct 

· The largest, most advanced content management organization in the world--over 800 engineers 

· A combination of software, services, and reference content to enable quickest time-to-deployment

4. The i2 TradeMatrix Platform 
The i2 TradeMatrix Platform is a flexible, open, standards-compliant, integrated system that provides infrastructure, administration services and intelligence for marketplace owners.  Attributes include:

· Supports all e-business interactions, from auctions to collaboration to inter-enterprise planning 

· Provides a multi-enterprise supply chain model to enable collaborative decision support across multiple business partners 

· Provides open, standard messaging 

· Leverages existing IT infrastructure
· Types of products and the move to B2B

Pricing

The type of pricing to be used depends on various items such as industry factors, model size, number of users, and number of transactions.  The two revenue models used by i2 are the Licensing & Transaction Based Model and the Value Based Revenue Model.  

Licensing & Transaction Based Model

i2 Technologies primarily prices their applications using software licensing and transaction based fees. This model is simple and less risky from implementation and legal standpoints.  The revenue that comes from this business model consists of the following components:

a) Revenue from software installation; server software, client software and database software

b) Revenue from Licensing fees 

c) Revenue from Professional Consulting Services

d) Revenues from Project Managements

e) Revenue from Users Training

f) Revenue from maintenance

g) Revenue from Data Modeling

Value Based Revenue Model

In this model revenue is based on customers’ cost savings from using i2’s applications solutions. In this pricing model i2 bases it’s fee on a percentage of the customer’s cost savings as a result of the new applications.  Earning revenue through this model is rather complicated, although they can potentially be significant. 

The main problem with this model is identifying the right metrics to measure the customer’s cost savings using only the i2 solution. In general, a particular customer will have implemented several solutions and it can become complicated to identify the value solely from i2 applications.  I2 applies this model primarily where it is difficult to penetrate an industry or in order to earn recurring revenues.

Advertising 

i2’s advertising account is handled by TFA/Leo (creative portion) and Starlink (media portion). TFA/Leo feels that the audience experiences severe ambiguity around any e-business venture/topic. They plan to use this situation to their advantage and bring some clarity to it by building an emotional contact between the market and i2, and reinforcing a message of value.  TFA was also chosen due to a proven track record of brand building in highly competitive categories. Whereas in the past they were advertising to specific industries, the change here is towards total brand building across all the industries that i2 serves.  i2 advertises using all types of media including The Wall Street Journal and Forbes for print advertisements.  

Performance


i2 has experienced rapid growth. Revenues have increased 54% to $571.1million in 1999 from $369.2 million in 1998 and $221.8 million in 1997.  As of the third quarter of year 2000, revenue increased from $395.8 million to 748.4 million  (increase by 89%).  On the other hand, net income has been on a downward trend.  This is mainly because of the acquisition of Aspect.  See Exhibit 2 for a financial data.  For more financial information see: i2 Financial Link.  

The stock shows a dramatic increase in 99-2000.  The stock price increased from around $10 to approximately $80 (800% increase). The recent dip in the market has led to a decrease to around $25 as of March 2001.  This is still more than a doubling of i2 stock even with the drastic fall of the market.  See the Exhibit 1 for a quick look at the movement of the stock price in comparison to the NASDAQ.

THE B2B MARKET: WHAT IS IT?

Businesses have always procured their direct and indirect goods in marketplaces. The premier old technology for business marketplace connections is called Electronic Data Interchange (EDI).

In fact, even within a company there is nothing at all new about automated enterprise processes. For example Oracle and SAP AG are the leading solutions providers in the enterprise back-office automation game. Two big sub-sections of the back-office are ERP (Enterprise Resource Planning) and SCM (Supply Chain Management). On the front-end of the enterprise, the side that interacts directly with customers resides CRM (Customer Relationship Management). Siebel Systems is the unquestionable leader in the CRM world.  

The idea of getting all these functions -- EDI, ERP, SCM, CRM -- to communicate with one another isn't new. The integrators have been around since the dawn of the business computing age. The new factor in this equation is the Internet. In short, the Internet represents a mega-integrator. Instead of closed, one-to-one EDI markets, the Internet provides the infrastructure for many-buyers-to-many-sellers marketplaces. It allows for totally open and global markets that essentially any enterprise can join, regardless of its geographical location or historical affiliations.

There are two ways to classify this new breed of Internet marketplace. First, private marketplaces are usually controlled by one (or a few) dominant buyers (typically manufacturing companies) that aren't interested in buying critical raw materials from the lowest bidder. Public marketplaces, on the other hand, are creating open exchanges that, in many cases, didn't exist before. Buyers and sellers worldwide are free to join in.
 
Within-industry market broadening is termed vertical.  Markets broaden horizontally when they stay at one "level" (focus on a certain type of good or service), but take in buyers and sellers across many industries. Travel services is the easy example. 

One would assume that vertical markets will remain private, but this is not the case. For example, the Big Three-Auto Parts Exchange is a great example of a vertical market for direct goods, but it will be public -- open to any supplier that qualifies and subscribes. Finally, every market has buyers and sellers. In B2B jargon, it can be described by buy-side and sell-side. Let's start by looking at this distinction from the standpoint of a major manufacturer of consumer products – these customers would connect themselves into a raw material exchange as a buyer. Sell-side goes with consumer interface - a slick Web interface that draws in individual consumers and personalizes their experience and, potentially, their order.  Without much explanation, it is easy to see that B2B applications companies play a major role in reducing purchasing costs, increasing market efficiency/intelligence and decrease inventory levels.

At the moment, major vendors offer much of the same basic functionality--catalog and auction purchases, purchase-order management, and supply-chain management, for example. Some software companies are building and running exchanges and charging sellers, and sometimes buyers, a transaction fee that is a small percentage of every online sale. Others are simply licensing the software to companies that want to build and operate marketplaces themselves. A list of the B2B sectors, sub sectors and key players is provided below in Chart 1.

This list is by no means final, as it is certainly improbable to come up with an absolute list – the B2B e-commerce space is a busy one, and alliances/partnerships are made on a weekly basis. Although i2 is listed as a market leader in a few sub-sections, they do have alliances to augment their existing portfolio. I2 has also undertaken an acquisition spree that will enable them to be represented in more of the above sectors, though not as leaders.

The B2B Behemoth: How big will it get?

While this market is not as glamorous as business-to-consumer e-commerce--with household names such as Amazon.com and eBay--in sheer dollars it may soon dwarf its better-known cousin. The leading research firms have the business-to-business (B2B) market pegged between $2.7 trillion and $7.3 trillion by 2004 from about $131 billion in 1999. In comparison, Forrester Research projects business-to-consumer spending will reach $184.5 billion in 2004, up from $20.3 billion last year.

The reason for such optimistic forecasts is that E-markets, or exchanges, offer companies an opportunity to transform their supply chains. Brick-and-mortar companies are thinking of managing their entire supply chains differently, which can lead to dramatic reductions in inventory and improvements in build-to-order cycles.

	Chart 1                  B2B MARKET NICHES AND PLAYERS

	SECTOR
	SUBSECTOR
	KEY PLAYER(S)

	Marketplace
	Software platforms
	Commerce One/Ariba/Oracle

	Marketplace
	Catalog Management
	Commerce One

	Marketplace
	Networks for routing Transactions
	Ariba/Commerce One/Oracle

	Market Communities
	Multi-Vertical Hubs
	mySAP.com/Oraclexchange.com

	Market Communities
	Vertical Exchanges
	Covisint

	Market Communities
	B2B Auctions
	eBay/TradeOut

	Process Management
	Supply-Chain Management
	i2 Technologies/Manugistics

	Process Management
	Product Life Cycle Mgmt
	i2, Agile Software

	Buy Side –Direct
	Enterprise Resource Planning 
	SAP

	Buy Side –Direct
	Procurement
	i2 Technologies

	Buy Side –Indirect
	Procurement
	Ariba/CommerceOne/FreeMarkets

	Sell Side
	Supplier Catalog Conversion 
	Commerce One

	Sell Side
	Customer Relationship Mgmt
	Seibel Systems

	Sell Side
	Personalization
	Broadvision

	Sell Side
	Catalog/Content Sofware & Services
	Requisite, Aspect (now i2)

	Sell Side
	Customer Analysis/Campaign Mgmt
	Siebel Systems

	Sell Side
	Product Configuration/Interactive Selling
	Calico, Firepond

	Sell Side
	Commerce Servers
	Broadvision/IBM/Oracle/Microsoft

	Integrators
	Application Service Provider
	Usinternetworking

	Integrators
	IT Consulting
	IBM

	Integrators
	Software
	webMethods

	Marketplace Services
	Security – Firewalls
	Checkpoint

	Marketplace Services
	Security – Transactions
	Verisign

	Marketplace Services
	Payment
	CheckFree

	Incubators
	B2B
	Internet Capital Group


COMPETITORS

Before we review the competition and alliances for I2, we have to establish a few parameters. First we have to understand that the industry as a whole is gravitating towards private exchanges – they let companies conduct very private business over very public network. While there are many arguments supporting the growth and demise of private exchanges, we assume in this case that private exchanges are here to stay, it is only a matter of time before all the underlying issues get sorted out. Secondly, it is of vital importance to note that today’s e-space competitors and alliances are not as black and white as they used to be in the brick and mortar day and age. The industry is at the dawn of a new era and competitors in one space may be partners in another space. 

There are many sub-sections of B2B, and in order to be an overall successful B2B company, strategic alliances, even with competitors is essential. Lastly, there is the question of “consortias”. Once again, consortias can be termed as the bleeding edge of the B2B footprint. At the time of writing this case, many titans from Wal Mart to IBM to the Big Three automakers have announced consortias or so-called industry-sponsored exchanges. GM took the lead in forming Covisint, the new auto-industry exchange backed by Ford, GM, and DaimlerChrysler. Boeing joined hands with Raytheon, BAE Systems, and Lockheed Martin to form an aerospace parts exchange. 

While the future of consortias remains suspect, the fact remains that many of I2’s competitors are supplying software products to make consortias work.  Let us look at I2’s competition from this perspective, keeping in mind that at this time B2B evolution can be epitomized by the arrival of exchanges and consortias. In addition, this case study will only look at the major players in the e-commerce space as competitors.  The main competitors include Ariba, Commerce One, SAP AG, Oracle Corporation, and Manugistics Group, Inc.

Ariba

Ariba, Inc. is a business-to-business electronic commerce software and network services platform provider. Ariba provides software, network access and commerce services that enable corporations to electronically automate and optimize business with their buyers and suppliers. Customers can do this by both automating their existing relationships with their buyers and suppliers and by building a marketplace that brings buyers and suppliers together to buy and sell electronically. In addition, the Company offers commerce services such as content management, electronic payment, electronic sourcing and electronic logistics, among others. The Ariba B2B Commerce Platform consists of four primary components, including Ariba Buyer, the Company's Internet-based procurement application, Ariba Marketplace and Ariba Dynamic Trade, its Internet-based marketmaker applications, and Ariba Commerce Services Network, its Internet-based commerce services application. 
Financial Summary 

Ariba, Inc. is a provider of Internet-based business-to-business electronic commerce network solutions for operating resources. For the three months ended 12/31/00, revenues totaled $170.2 million, up from $23.5 million. Net loss totaled $347.6 million, up from $10.3 million. Revenues reflect increased demand for the products due to internal growth and acquisitions. Higher loss reflects higher compensation expenses and a $328.5 million goodwill amortization charge.

Notes pertaining to the I2 case

Ariba has been careful to position itself as a neutral software seller instead of locking arms with one particular B-to-B tribe, as Commerce One has done with big buyers. The way Ariba views it, suppliers and independent exchanges are also major customer bases for Ariba’s products, and many are concerned that the big buyers are trying to grab so much power that they can set the terms of B-to-B ecommerce. Suppliers want exchanges to be as neutral as possible so buyers can’t gang up on them and wring painful concessions out of them on pricing. By the same token, independent exchanges want to portray themselves as unbiased arbiters of online marketplaces so they can attract as many buyers and suppliers as possible. If Ariba is seen first and foremost as a technology partner of big buyers like GM, then Ariba fears independent exchanges will shy away from using its software packages. That’s why Ariba’s software packages appear to be more attractive to the independent exchanges: It counts 90 as customers compared to 28 for Commerce One. 

Ariba supplies the core transaction software for more than 90 business-to-business exchanges and boasts its own impressive array of heavy-hitting customers, including FedEx, Dell Computer, Cisco Systems, BMW, and Hewlett-Packard. But unlike Commerce One, Ariba has not embarked on a campaign to stitch these customers together in a formal network like the Global Trading Web. Instead, it has embraced what CEO Keith Krach calls a "many-to-many" strategy in building new online markets. Companies of any stripe can use Ariba software to buy and sell goods and services online without adhering to the strictures of a quasi-bureaucratic body. Ariba will therefore be able to sell its wares to all tribes in the B-to-B marketplace: the buyers, the suppliers, and the exchanges that are trying to bring them together. 


Commerce One

Commerce One, Inc. is a provider of global e-commerce solutions for business. Its solutions are designed to create a network of interoperable marketplaces, trading communities and commerce portals called the Global Trading Web. The Company has developed the Commerce One Solution to automate the procurement cycle between multiple buyers and suppliers. The Commerce One Solution is comprised of enterprise e-procurement applications consisting of BuySite Enterprise Edition and BuySite Portal Edition, and the MarketSite Portal Solution. Within the MarketSite Portal Solution, business services such as auction services and enhanced content services are offered, with others to be added in the future. In July 2000, the Company formed Commerce One Ventures to accelerate global participation in e-business through strategic investments. In September 2000, the Company completed its acquisition of AppNet, Inc., a provider of end-to-end Internet professional services. 

Financial Summary 

Commerce One is a provider of business-to-business electronic commerce solutions that link buyers and suppliers of goods and services into trading communities over the Internet. For the fiscal year ended 12/31/00, total revenues totaled $401.8 million, up from $33.6 million. Net loss applicable to Common totaled $344.9 million, up from $63.8 million. Results reflect continuing demand for e-marketplace solutions, offset by increased amortization expenses.

Notes pertaining to the I2 case

Commerce One has partnered with SAP AG and GE. While the partnership with GE opens up tremendous global sales channels for Commerce One (and SAP AG), it still requires that Commerce One integrate its software with SAP’s notoriously hard-to-implement back office systems.

Commerce One recently landed a strategic deal in Covisint, and so did Oracle – which leads to an interesting question – can the two competitors forgo their squabbles and come up with the goods required to make Covisint a success? Commerce One believes that throwing in its lot with the big buyers of the B2B world promises the biggest returns i.e. companies like Boeing and GM who spend billions on parts and components every year, have the most power in the B2B economy because tens of thousands of suppliers will have to use their exchanges to do business. This, in Commerce One’s books, is the fastest way to accumulate a mass of customers, and they are willing to pay a steep price to accomplish this. Example – Grant warrants to GM to the tune of 20% equity stake in Commerce one to gain admission to Covisint. Such equity arrangements are not without risk though. If GM is not happy with the software, they are still locked in. If they jump to another vendor, that could make the value of the stock they own go down.

SAP AG

SAP AG is a leading provider of inter-enterprise software solutions that integrate the processes within and among enterprises and business communities. SAP's primary product, mySAP.com, comprises the products, services and solutions that SAP delivers for processing business transactions collaboratively. Enterprises and organizations of all sizes and in all sectors can use mySAP.com to completely integrate their employees, their customers and their business partners into their business via the Internet. The mySAP.com solutions platform is the hub around which existing products are continuously improved, and new development initiatives and technologies are rapidly turned into the applications that the market wants. This includes work on the SAP R/3 components, the 19 industry solutions, and, above all, e-business applications such as E-Commerce with mySAP.com, Customer Relationship Management with mySAP.com, Business Intelligence with mySAP.com and Supply Chain Management with mySAP.com. 

Financial Summary 

SAP AG is an international developer and supplier of integrated business application software designed to provide cost-effective comprehensive solutions for businesses. For the fiscal year ended 12/31/00, revenues rose 23% to EUR6.27 billion. Net income rose 4% to EUR626M. Results reflect higher license revenues due to the continued addition of new mySAP.com customers, partially offset by increased sales and marketing and employee stock plan costs.

Notes pertaining to the I2 case

SAP is the other dominant software application provider from the Old World. They have led the Enterprise Resource Planning (ERP) battle in recent years and, like Oracle, they are trying to reinvent themselves to cover the whole nine web-yards, from supply-chain all the way to the consumer. They have an enourmous worldwide installed base for their flagship ERP application, R/3. The general opinion is that SAP is behind Oracle in turning this new vision into a reality, although they are on their way to dominating Oracle, across the board, in Europe (they are based in Germany). 

SAP is moving, albeit slowly, into the role of online trading exchange partner. During the past few months, it has disclosed deals with Norway's Statoil for an oil-and-gas marketplace, and BASF and Bayer for a chemical exchange. But only its mySAP.com Marketplace, a general business-to-business exchange, is in operation. 

Analysts and partners say mySAP .com Marketplace's features and functions are rudimentary. It's still missing key commerce features such as auction and bidding capabilities, which SAP promises by June. Further out is the ability to collaborate with trading partners on product development and demand planning. 

Oracle Corp

Oracle Corporation develops, manufactures, markets and distributes computer software that helps corporations manage and grow their businesses. The Company's software products can be categorized into two broad areas: Systems software and Internet business applications software. Systems software is a complete Internet platform to develop and deploy applications on the Internet and corporate Intranets, and includes database management software and development tools that allow users to create, retrieve and modify the various types of data stored in a computer system. Internet business applications software allows users to access information or use the applications through a simple Internet browser on any client computer, and automates the performance of specific business data processing functions for financial management, procurement, project management, human resources management, supply chain management, and customer relationship management.

Financial Summary 

Oracle Corporation develops, manufactures, markets and distributes computer software that helps corporations manage and grow their businesses, including systems software and business applications software. For the six months ended 11/30/00, revenues rose 14% to $4.92 billion. Net income increased 81% to $1.12 billion. Results reflect increases in both license and service revenues. Earnings reflect increased margins and investment gains.

Notes pertaining to the I2 case

Oracle has made a dramatic transition from the king of relational databases for business to new-economy, Web-enabled, end-to-end, B2B applications vendor. Moreover, they are one of the top four players in the Marketplace builders and owners field with their Oracle Exchange network. And to top this all off, they have launched an effort in the ASP arena, Business Online and a wireless vision, OracleMobile.com. 

In a very real sense, Oracle is a brand new company, but with solid connections to a majority of dominant business players based on their installed base of database applications. They are looking to become a company who cannot only provide the software, but also the know-how for running business-to-business exchanges.

Oracle's strength in database, supply-chain, and procurement applications gives it an edge along with which they can run do more than just build exchanges. Exchanges are very complex, with managing customer relationships and inventory levels and automating the supply chain, and Oracle believes it has all the pieces required to come out on top. Oracle's strategy is to partner with one or two powerful companies in key vertical industries, with the principals charging and sharing transaction fees. 

Oracle historically has always been associated with databases and their strengths there. But they truly have added a lot of dimensions to their company's portfolio of technologies. In addition to jumping on the Internet, they have done a fair bit of work on customer-relationship management, on transactions and procurement--this whole suite of technologies is well-suited to their cause, and positions them really well.

Oracle is the database behind most of the business-to-business market makers, and it has a tremendous amount of supply-chain expertise. And it understands the need to integrate E-business demands with supply-chain requirements

Manugistics Group

Manugistics Group, Inc. is a global provider of intelligent supply chain optimization solutions for enterprises and evolving eBusiness trading networks. Its solutions, which include client assessment, software products, consulting services for implementation and solution support, can be optimized to the supply chain requirements of companies. The Company's solutions provide its clients with the business intelligence to participate in various forms of trading relationships, from traditional linear supply chains to eBusiness trading networks. The Company's newest generation of proven solutions help enable businesses to work in concert with their trading partners via the Internet, expanding their supply chains to eBusiness trading networks. The solutions assist customers in anticipating trading requirements in both fixed and dynamic environments to anticipate and meet the needs of customers, thereby maximizing client satisfaction. 

Financial Summary 

Manugistics Group, designs, develops, markets licenses and supports an integrated suite of strategic, tactical, and operational supply chain planning software products. For the nine months ended 11/30/00, revenues increased 64% to $178.7 million. Net loss rose 45% to $11.4 million. Revenues reflect a more effective and larger direct sales organization and improved market environment. Higher loss reflects $14.6 million in stock compensation costs.

Notes pertaining to the I2 case

Manugistics Group is also a fairly strong in the supply chain side of things, so in that sense, they are in direct competition with i2. 

Microsoft

Microsoft, like many other companies has also joined the B2B e-commerce fray in a really big way. Unlike other corporations, Microsoft has to always be taken seriously, since they always back their claims with an unlimited supply of capital and marketing muscle. Recently Microsoft bought an undisclosed stake in Radiant Systems Inc., a developer of software for gas-station convenience stores. The companies plan to build a convenience-store marketplace for Shell Oil similar to the Oracle-Chevron-McLane effort. In January, Microsoft took a $100 million stake in marketplace operator VerticalNet Inc., and last month it invested an undisclosed amount in Honeywell Inc.'s MyPlant .com exchange for process plants. 

The company won't copy Oracle's practice of charging transaction fees--at least not in heavy industries -which they believe is a short-term window of opportunity. The transaction-fee model won't work in sectors such as auto manufacturing where a small number of buyers control the action.

ALLIANCES

i2 partners with world-class organizations that complement their unique portfolio of supply chain and e-marketplace solutions and services. i2’s alliances can be broken into four categories. 

1. Enterprise Resource Planning (ERP) Vendorshttp://www.i2.com
Companies that deliver a full range of consulting services, including strategy, change management, and packaged implementation of software solutions. This list is further split into global firms (e.g. Deloitte consulting and IBM Global Services), implementation firms (e.g. Satyam and Wipro Corporation) and authorized firms (e.g. HP and Fujitsu Siemens computers). 

3. Platform Providers 
Companies that develop computer system platforms and other integrated technologies that support i2 solutions. Examples would include HP, IBM and Sun Microsystems. 

4. Complementary Software Providers 
Companies that develop software that complements i2's solutions through application functionality or technology enablement. Examples would include Ariba and Broadvision. For more information visit 
Companies that develop and sell enterprise resource planning solutions which complement and integrate with i2 solutions. Examples would include Oracle Corporation and SAP AG. It should be noted that both of these corporations were also listed as competitors. 

2. Consultants and System Integrators.

The most notable of i2’s alliances is one with Ariba and IBM.  Because marketplace technology is still relatively new, vendors are scrambling to provide all the applications companies need to achieve these benefits. Recently Ariba, IBM, and i2 Technologies formed an alliance aimed at the burgeoning market. IBM will invest $400 million in Ariba and $200 million in i2. Ariba and i2 will still compete for other E-marketplace deals, but they'll work together when IBM is involved. Their belief is that what is going on in the world of E-commerce and the B-to-B marketplace is much bigger than any one company. 

Software from Ariba and i2 will become the foundation of IBM's internal procurement and supply-chain system, which handles $45 billion annually. The IBM system will become a test bed for Ariba and i2 to experiment with enhancements to their software. IBM is able to walk into a big customer now with an Internet exchange solution already assembled. IBM will use Aspect's product catalogs to determine which suppliers can provide the components it needs, then use that information to work with a list of preferred providers. Select suppliers will use the exchange to manage their inventory with demand-and-forecast information that's updated every three days (as opposed to thirty days currently).  IBM plans to extend the private exchange to other IBM business lines, with the expectation that it will lead to improved supply-chain management. Once the system is fully developed, IBM, Ariba, and i2 will sell the underlying technology platform to other companies.

Ariba charges transaction fees for exchanges it hosts, but IBM says it has no plans to do so. They are going to make revenue the old-fashioned way, on hardware, middleware, and integration services. At the time of writing this case, there is talk in the industry that Ariba might walk away from the alliance with i2 and IBM. This news is not confirmed, but is a very likely possibility.

CUSTOMERS

i2 powers the bottom line of more than a thousand companies, from dot.coms to the Fortune 1000. i2 has focused on large strategic customers like Boeing, Federal Express, AT&T, Caterpillar, DaimlerChrysler, Ford Motor, 3M, GE, Hewlett Packard, IBM, Lucent Technologies, Dell, ExxonMobil, Shell Chemical, Bayer, Walt Disney, Pfizer, Coca-Cola, U.S. Steel, Johnson & Johnson, Amazon.com, J. C. Penney, Sun Microsystems, etc.  IBM is their most important customer in that it not only contributes a significant sales revenue channel for i2 but also is a critical technological and distributional strategic alliance. 

Its customers are widely spread over many industries including: 
· Aerospace and Defense/Airlines

· Automotive and Industrial

· Consumer Electronics/Durables

· Consumer Durables

· Energy and Chemicals

· Fulfillment, Logistics and Transportation

· Forest and Paper Products
· High Tech Computers and Electronics
· Metals

· Pharmaceuticals and Healthcare

· Retail

· Semiconductors

· Softgoods
· Telecommunication
For a more detailed listing, please visit www.i2.com.
THE FUTURE FOR i2

As Sanjiv Sidhu and his lieutenants ponder the future of the B2B market from the comfort of their offices in Dallas Texas, the following are some of the thoughts that are most likely to come up in their discussions. How do they stake their claims in the ever-broadening B2B market? Does i2 continue with its acquisition/alliance strategy to cover the whole B2B spectrum? Or does i2 try to go for a niche market, like building private exchanges etc. and forget about having a presence in every sub-sector. In short, which direction does i2 take at this key juncture. Given that the B2B space will take about 15 to 20 years to flesh out, what moves should i2 take today to keep on top of the competition? 

Their main partner (Ariba) is likely to break away from the alliance i2 shares with Ariba and IBM. What can be done to fill the gaps, if the alliance were to go awry? How does i2 come up with the goods to increase market share? Should i2 increasingly focus on the WIRELESS B2B sector, which is where B2B is going? There have been some discussions about the problems with incompatibility between software(s) from acquired companies (e.g. Aspect) and i2 – what can be done to bridge this incompatibility and get a competitive advantage? 

Lastly, which strategy should i2 adopt as far as exchanges go? Should i2 be a neutral arms-dealer like Ariba and just supply the goods to build the marketplace? Or should i2 not only build an exchange, but also run it and float shares, like Oracle. Should i2 also consider aligning itself with the major industry giants like Commerce One/SAP AG partnership? There is also the ever-increasing threat of Microsoft looming in the background. 

 What does i2 have to do the power their own bottom line?

Exhibit 1: i2 Stock vs Nasdaq
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Exhibit 2: i2 Financial Data

	Income Statement

	
	Quarter Ending
12/31/2000 
	vs yr ago
	   
	FY Ending
12/31/2000 
	vs yr ago

	Revenue ($M)
	377.9 
	115.6 % 
	   
	1,126.3 
	97.2 % 

	Net Income ($M) 
	( 727.2) 
	(4817.7) % 
	   
	( 1,752.0) 
	(7550.6) % 

	more » 
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ANALYSIS

In addition to compiling a case for analysis, we have added our own analysis of the i2 case.  In this section, we attempt to apply the Porter’s model to the I2 scenario to better understand the fundamentals. 

Competition

The i2 case lists the major competitors of i2, but there are other competitors that are present and can strike at any time. Let us examine a few of them.

B2C Companies – While B2C is a different ball game compared to B2B, it is certainly easier for some of the B2C companies to think of themselves as B2B contenders (as opposed to bricks and mortar corporations). We have seen that this industry thrives on alliances and mergers, so any of the B2C companies can stake a claim to some part(s) of the B2B pie, as it is significantly large. While not real threats to the likes of i2 and Ariba, these companies however cannot be neglected while talking about competition.

Bricks and Mortar companies – A lot of medium sized enterprises are still functioning using old methods i.e. Electronic Data Interchage (EDI) – as the case explains EDI has been around for a while and a lot of the solutions offered by major B2B players has to transcend to the lower tier companies simply because of the high implementation costs involved. A typical E-marketplace deployment from Ariba, i2, and IBM can cost as much as $70 million

Let us also revisit what was observed in the case. Commerce One and SAP clearly believe that throwing in their lot with the big guns of the industry is the road to B2B salvation while Ariba believes in being the “Switzerland” of the B2B industry. Oracle is coming in on the strength of its database and on the basis of its already existing, extremely valuable client base – i2 really does not have a well defined strategy that is known to all the players; while this could be a non-issue, it may still be a problem in the future.

What about switching costs? In the B2B industry, switching costs are extremely high. Due to this, software vendors enjoy consistent license and service revenues and high margins. So once a B2B company gets an account with a big firm, it is extremely difficult to be replaced. Very recently Nike had some really big problems due to i2’s poor implementation and lost a ton of money in lost profits. However both the companies have reconciled and are busy trying to patch the problems. While this can be attributed to Nike’s benevolence, the truth of the matter is that replacing i2 with a competitor at this stage can be frighteningly expensive (and tedious).

Customers

 To figure out this case from a customer perspective, we need to observe the biggest challenges the customers are facing at the moment. Customers certainly have to make use of this new technology and become more cost-effective – but on the other hand, they need to change their business structure and organization. Before the Internet era, customers were used to looking at the business from an inside-out perspective by way of divisions. In today’s world, a company has different constituencies (B2B, B2C or with employees) that can now be structured and automated. This sort of automation changes the business climate rather dramatically and this is where companies like I2 step into the company limelight.

Let us also take a look at the bargaining power that the customers have in the e-commerce software arena. As we have seen in the previous section, the switching costs are really high, but this is under the assumption that a B2B company has already got a foothold into a given company. If different B2B application providers are fighting for an account (to build an exchange for e.g.), the situation can get tough. To begin with, the customers are not fully aware of the inherent potential that B2B can bring to the table. The company that fully explains the advantages and benefits of B2B are the ones most likely to succeed – therefore solid marketing is the key. 

Who has the bargaining power? The situation is quite tricky here – we know and assume that marketplaces for indirect and commodity supplies are much more fragmented by nature. Therefore the market maker that brings the buyers and sellers together adds a lot more value. The more value a market maker like i2 adds, the harder they are to replace. Therefore in horizontal market places, the market maker like i2 holds the power. 

On the other hand, the situation is quite reversed in the vertical marketplaces. In this instance the market maker cedes the power to the buyers, who in turn have tighter control over the inputs to their manufacturing process (restrict number of suppliers etc) and reduce the power of the market maker. Their allegiances will be towards shareholders, suppliers and then towards the market maker. Therefore, in vertical markets, the buyers are in control. Lastly, market makers that bring the players together are not the ones being sought after. Once a buyer finds a seller, there is nothing stopping them from establishing a commercial relationship outside the marketplace. Therefore marketplace builders must add value-added services (payment systems etc.) to create “stickiness” amongst buyers and sellers. More importantly, if marketplace builders do not offer more than just a platform, the exchange can go elsewhere for its building blocks.

Suppliers

 It is difficult to look at I2’s suppliers since it is not a bricks and mortar company.  However, we will look into various I2 activities and see if we can find any suppliers that fit the bill.

Suppliers of Complementary Software – i2 has several alliances who “complement” i2’s offerings because it is the only way to go. I2’s TradeMatrix, though a very capable software application, does need constant beefing up from other software(s) that in turn make it a more viable offering to the customers. I2 has also acquired several companies that have the strengths and the capabilities to augment their already existing software(s). I2 has learnt to make sure its software can “talk” with a software from a different corporation (Ariba for e.g.) – as opposed to Commerce One trying to jointly develop and market solutions with SAP AG, which can be time consuming and costly.

Suppliers of Hardware – A software driven company like i2 should have hardware suppliers – amongst the more notable ones who fit this description for i2 are Sun Microsystems and Intel Corp. Sun's open, scalable, networked server platforms and i2's unique approach to enterprise wide planning and optimization support an extraordinarily flexible, adaptable, multi-enterprise solution – which ensures compatibility, reliability and performance. More information about Intel and i2 can be found at http://www.i2.com
Employees – It should be safe to say that the real suppliers for I2 are the people who work there. Without these “suppliers” it would be impossible to get ahead, since this type of business really about the people involved.

 Complementors

In this section, we shall see some of the more influential complementors for i2, as it is quite tedious to list all of them.   

 Hardware and Software – These are of course obvious considering that I2 is an e-commerce company. However it is important to note that enhancements in the hardware/software arena could drastically alter not only the quality of i2’s products but also the speed at which they operate.  By software, we also mean the development of better databases by Oracle (even though they are direct competitors to i2), better procurement software by Ariba (that i2 currently resells) etc. 

B2B Service Providers – There are several marketplace services that are essential to a complete B2B solution. The services in question are Security, Credit Risk Management, Fulfillment (delivery), and Payment. Enhancements have to be made in all these areas especially Internet security that is really lacking at the moment. 

Telecommunication Services – The most anticipated development is the wireless B2B, a technology that i2 is looking into rather intensely. Infrastructure companies will soon be able to better utilize the existing bandwidth so that more wireless web applications are possible, which in turn will make wireless B2B a reality. 

Government – One of the reasons that consortias may never work out is due to the fact that the government may come out with some anti-trust comments that may lead to no further development of the consortia in question. The government has to define clear rules as to how big or how influential a consortia can become.

World market(s) situation – The market for B2B e-commerce is definitely huge in the United States. But other markets are beginning to pick up. This is why e-commerce companies are ramping up operations in the aforementioned markets. 

Training and Education – Currently many courses, that delve into the nuts and bolts of e-commerce, are being offered by various financial institutions. Enhancements in e-commerce curriculum would bode well for all B2B companies who sorely lack the intellectual horsepower needed to take B2B e-commerce to the next level. To alleviate this situation, one of the measures i2 is taking is to build a competence center in India in collaboration with Satyam Computers – this establishment will not only build e-commerce competencies, but will also do development work.

Integrators – Integrators are the people who integrate software applications from every provider in order to come up with the B2B solution for the end-user(s). If newer integrating techniques are invented and older ones revamped, it would bode well for the industry as a whole.

Lastly – One has to count Venture Capitalists are complementors in any analysis, since money offered by VC’s are crucial for any industry to move in the forward direction. The same ideology can be applied towards consulting companies.

Recommendations

Let us look at the kind of game being played out in the B2B e-commerce arena. It is quite obvious that there is no clear monopoly or at least no one company has established a clear victory in this race. The field is wide open and the different players involved have made their intentions clear by means of alliances, slogans and business strategies. Clearly, the game is not based on price, but on customers’ perception. By this, we mean that the company that seems to have an upper hand in offering a complete suite of B2B applications will usually win in a head to head battle. I2 seemingly has an upper hand here since they offer a one-stop-shop solution and while this is convenient for most customers, it also cuts integration costs. 

The industry estimates that it will take at least fifteen years for the B2B space to develop completely. Between now and the key theme for all the players should be market share, this much is obvious. The beauty of the B2B game is that no one company can get ahead without the help of other companies who are operating in the same space – which is why one of i2’s main competitors, Ariba is working with them to garner certain key accounts. 

The real strategy for i2 is to play the game better, as opposed to changing the game.  The players involved constantly keep changing – not by opting out of the game – but by changing partnerships. Agile (recent partner of Ariba) recently formed an alliance with Manugistics, which is widely viewed as i2’s top competitor. In turn, Manugistics announced last week that it is partnering with Microsoft and the recently public KPMG Consulting to strengthen further its position against i2. There are many more deals being stuck on a weekly basis, and this sort of a messy situation leads to some intriguing questions like who are a company’s real alliances and who are a firm’s staunch enemies. 

What can i2 do in such a situation? Let us see what is currently happening in the market – i2 is using its Supply Chain management software as the initial hook to lure customers to a full suite of B2B services. Therefore Manugistics is definitely an enemy and there is no point in roping them in as an alliance. Who are they partners with? At the moment IBM is their only firm bet, and Ariba is on the brink of breaking up. Our recommendation is that i2 should do everything in its power to rope Ariba back into the alliance and hold on to IBM to the best possible extent. Why should they hold on to Ariba? This can be reasoned out in many ways. To begin with, they already have a partnership going with Ariba, which could be in shambles because they both are competitors and could be alliances in some places but competitors in other places, and this ambiguity could be leading to internal problems. I2 has its own versions of Agile’s software applications, but that did not stop Ariba from partnering with Agile, and this leads to mutual back stabbing which is unhealthy. Secondly, Ariba complements i2 better than say Oracle or Microsoft/Manugistics, which brings us to the third argument. Yes, Commerce One/SAP would make good partners for i2, but then i2 has to get into that whole business of aligning itself with the really big players like GE, GM etc. (like Commerce One does). This would mean loss in equity and more importantly less cash to burn for buying other smaller firms. The best course for i2 is to remain neutral, like Ariba, which is why these two corporations should continue their alliance.  More importantly, i2 should make its intentions clear. In this ever changing e-space, the company that makes itself heard, and has clear partnerships is the one that is going to come out on top. It is in i2’s best interest to let everyone know that the alliance is strong and that they mean business. They should also try to partner with a company that is second in Oracle’s space (Databases) and Microsoft’s space (software applications). This way they can take the sting out of competing with these giants, at least to a decent extent. They can also try to put some sort of barriers to entry for the B2B contenders/imitators (like B2C companies). They should try to race ahead of the pack, and put themselves ahead of the curve, while simultaneously trying to differentiate themselves in some way, shape or form.

Another tactic would be to increase demand for B2B exchanges, this would bring in more customers. Currently, many heavyweights believe that private exchanges are the way to go. Regardless of the arguments for and against this philosophy, i2 should jump on the bandwagon and create mindspace in this area. Again, this comes back to why people would favour Oracle or Microsoft – they would do this simply because they are well known companies trying to come in through the back door, while using their previously established strengths/brand equity. They can also bring in some of the complementors (firms that specialize in B2B services). At this day and age, the certain firms, like the ones discussed in the case, have found niches in the B2B services markets like security, payments etc. – and i2 should try to bring in more of these players into their operation. They already have an alliance with a good integrator, namely IBM, but it would serve them well to have some more connections in this area. If wireless B2B has to become a reality, then i2 definitely needs to speed up and set up alliances with some of the major wireless players like NT or Ericsson, who reside at the telecomm corridor in Dallas (not too far from Luna Road, Irving). It would also seem like a good idea for i2 to send in some of their experts to the local universities to plant the seeds for future B2B brains, that they can conveniently hire. This idea is nothing new, a few of the telecom companies are already doing this for their benefit in years to come.

i2 has also come a long way in adding more value to the customers. They have harnessed the ability to attract marquee traditional clients such as Hitachi and Kmart. Evidence of growing acceptance of the company's services by huge customers can be seen in the larger average transaction size. The average customer spent $1.9 million in the fourth quarter of 2000, up from $1.8 million in the third quarter, and $1.5 million in the fourth quarter of 1999.
They have been attracting larger customers and getting bigger orders. The increasing number of deals can be traced back to i2's strategy of becoming a one-stop shop for e-business software. While most of its competitors offer only point solutions, i2 now offers solutions at each stage in

the delivery of a product to market: design, sale to buyer, shipment, sale to customer, and follow-up service. I2's one-stop shop not only simplifies conversion to the Internet for companies, but also keeps their integration costs down. This not only lowers competitors’ value but also raises what consumers are willing to pay.

The company is definitely in a good position and they can now set the rules. We think that they should try  to create an portfolio that includes so many valuable products and services that competitors will have no option but to partner with i2 in order to survive. They should also send out a signal to every B2B operator telling them to expect i2 to compete for every available business opportunity i.e. take the offensive because they have the horsepower to do so by virtue of their alliances and technical strengths. They should predominantly try to be the top dog of the B2B industry, this seems to be the only way to go.
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