–––––Original Message–––––


Below is option 2 for improving Squared's profitability. 

This option sketches a few key adjustments we might make to ZAK-Squared's organization—changes involving our people, architecture, routines, and culture. 

	Problem:   ZAK-Squared's increasing global operating costs and declining revenues,

· Outlined  options for reorganizing our software-development units.

· Current structure is not working and we need to do something to recapture our competitive edge.

Kersey International Consulting cited our software development efforts as an area of great concern. The report made it clear that our software products are not meeting the needs of our European clients. 

Impact:

Forcing us to dedicate resources from other functional areas simply to make the products work, instead of crafting top-notch products that fit our clients' needs. 

Result, our costs have increased, which has substantially affected our profit margin in Europe and taken a toll on our U.S. operations.

Faced similar challenges in our U.S. operations, but we have always been able to respond quickly as an organization to implement successful solutions.

Goal:

Contain costs and generating revenue through an increase in sales.

Summarize:

Memo

I have outline option 2, what are the advantages and disadvantages based on using course of action for Option 2, or any suggestion you may have.

Option 2

We reduce costs by consolidating functions by region. By dedicating resources to address regional software-development needs, we should be able to control overall project costs and eliminate costly reactionary resource allocations. Additionally, we will create a tighter fit between our North American and European operations by flattening the organization and streamlining the top-management team.

This option will allow for greater responsiveness across our markets as well as tighter coordination across our regional initiatives. Looking ahead, this structure will allow for greater flexibility as we expand into other regions.

Below I have outlined how this plan might look in terms of the organization.

Reporting structure

· Hire vice presidents for North American and European operations who will report directly to the CEO 

· Eliminate functional vice president positions in the United States 

· Create functional directors who will report to regional vice presidents 

· Strengthen functional groups-such as sales and consulting-in the European region 

· Create a European software-development group that will be responsible for new-product development and customization support 

· Under the European development group, create three development teams responsible for the European conversion of each product suite 

· Create an oversight committee, composed of the regional vice presidents and the CEO, that will evaluate the performance of the units 

· Create regional cross-functional teams that will develop a priority list for regional initiatives 

Compensation and rewards systems

· Reward employees in the software-development division for 

· completing geographical initiatives 

· implementing innovations that cut development or conversion time 

· increasing profitability of their region 

Recruiting

· Hire vice presidents for North American and European operations 

· Recruit domestically for North American functional directors, and recruit in Europe for functional directors of Europe; European functional directors must have implementation experience in Europe 

· Hire software engineers for European software-development functional group 

· Fill gaps in other functional groups 

Training and development

· Provide mentoring and support structures for existing software engineers to increase proficiency with conversion projects 

· Provide information about specific needs and requirements of European clients 

Decision-making process

· Regional vice presidents will make all resource-allocation decisions 

· Regional functional directors will oversee their respective regional software-development projects 

· A project manager from consulting, or possibly from research and development, will be assigned to all projects that are expected to take more than 100 hours 

Communication routines

· Directors will provide progress report initiatives to regional vice presidents and the CEO 

· Firm-wide communications will be primarily across regions at the vice president level 

· Focus on communication will be primarily vertical within regions 

· Cross-functional teams will be developed within geographical regions to share and disseminate best practices 

Culture

· Develop the following key characteristics: 

· A sense of accountability among leadership 

· A focus on teamwork in production 

· Pride in ZAK-Squared's innovation history 


Emails:

Subject: Future recruiting and cost containment
From: Tasha Harbison
To: Jane Haas
CC: Executive team

As we look forward to making strategic changes in our global operations, I want to share some of my recent findings on the challenges ZAK-Squared will face in its future recruiting and cost-containment efforts.

First, the United States is graduating far fewer software engineers than meet projections for industry demand.

Second, I'm seeing growing political support for an initiative that would reduce the number of H-1B visas issued each year.

Third, in many of ZAK-Squared's locations, we expect our recruitment and compensation efforts to be undermined by escalating cost of living expenses.

In conclusion, local advantages in recruiting will be tested by the impressive technology clusters that are forming around non-U.S. universities, such as Cambridge, and by the increasing mobility of information
—just that they had better keep on billing

Matt, CP Global Strategies

Tasha's message is pretty frightening. She pretty well diminishes any hope that we have of continuing to operate in any way that resembles the ZAK-Squared that we know. Spiraling engineering costs means that our technological advantage will disappear.

A lot has happened lately, and we have gotten through it, but we always thought that we would at least be able to rely on the advantage of having unparalleled design done in the U.S. offices. But I guess those days are ending. We will have to face this before it's too late—with these new cost realities, research and development is not in ZAK-Squared's future, and we need to figure out what functions to retain.

We must identify a new business model that will fit whatever is left over for us. The consulting business makes plenty of money and few of those employees require specialized computer science degrees—their degrees seem common.

Perhaps it is time to start phasing out our own design to begin expanding our marketing department so that our consulting services can compete with the accounting firms and others who do this kind of thing. The consultants will never know the difference—just that they had better keep on billing.

Wait! You seem to think that the talent pool ends at the U.S. border. We are a design company and will continue to be a design company. It doesn't matter to me whether our design people are down the hallway or across the world.

If we need to hire software designers in India or China instead of in California or North Carolina and their offices are there and not here, then the crisis is solved. Let's get back to work.

	Excuse me, but I need to add my opinion.

Zheng, I agree that Matthew might be acting a bit prematurely, but are you really proposing that in 10 years, we will be in good shape if we keep business as usual—if we do little more than post employment advertisements around the world to attract bright engineers?

Quite frankly, I'm not sure that either your proposal or Matthew's proposal makes sense.

	It looks like we're back at it. You read the senior execs' proposals that came through on e-mail. I don't think either proposal was very well thought through. Both well ignored the synergies that we are starting to see. But those proposals do at least raise the point that the global environment shifts, which requires us to think about this global organization in more evolutionary, dynamic terms.

Read through the e-mails again to get a better sense of the proposals. What do you think of them? Can you help me make better sense of them?
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Executive Summary

Major Findings

· Currently, ZAK-Squared's profitability is being challenged by its increasing global operating costs, which are significantly outpacing its increase in revenue. 

· ZAK-Squared is rapidly losing the competitive advantages it had when it was operating only as a domestic firm. 

· Because of unexpected complications in the global environment, ZAK-Squared has failed to replicate its domestic success in foreign markets.  

Strategic Option 1 

ZAK-Squared implements a strategy that focuses on moving toward a global organizational mode, allowing it to gain global competitive advantages by balancing global coordination and local responsiveness.

Strategic Option 2

ZAK-Squared implements a strategy that focuses on moving toward an international organizational mode, allowing it to gain a global cost-based competitive advantage by reducing costly overlap of functions. For example, ZAK-Squared could centralize all of its key functional areas (sales, development, consulting) and export its services and products to target markets.

Strategic Option 3

ZAK-Squared implements a strategy that focuses on moving toward a multi-domestic organizational mode, allowing it to gain a global, quality-based, competitive advantage by creating independent functional units. With each unit operating as its own cost center, it could focus on its profitability in the local environment. For example, ZAK-Squared could develop autonomous units, decentralizing all of its key functional areas (sales, development, consulting), thereby allowing it to customize its products and services to target markets.

Overview of ZAK-Squared’s Operational Processes
The following diagram illustrates relationships among ZAK-Squared’s functional areas and the areas’ interface with clients. 
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1. Administration and Executives—Represents the firm’s main decision-making authority. Historically, all decision-making has been made by the U.S. top management team, which consists of the CEO, the VP of development, the VP of sales and support, the VP of human resources, and the VP of consulting services.

2. Sales and Marketing—Focuses on generating sales for ZAK-Squared’s products. This group’s main interface is with the software development and consulting teams.  It receives detailed information about the functionality of the suites and some sales support from the software development team. Once a sale has been confirmed, sales and marketing transition the project to the consulting team.

3. Software Development—Designs and develops software suites for ZAK-Squared.  As the team most knowledgeable about the software, it interfaces with the sales team, the consulting team, and the technical support team.

4. Consulting Services: Functional Consultants—Serves as the bridge between a client's business needs and the implementation of the desired software suite. This team typically has a great deal of business expertise in the client's industry. The team uses this expertise to design an implementation plan based on the client's business processes.

5. Consulting Services: Technical Consultants—Serves as the primary implementation vehicle. This team has a great deal of experience installing suites. In many cases, the team will handle any customizations required by the client. 

6. Technical Support—Focuses on providing the client with any minor postimplementation technical needs. Typically, this group will handle only small updates or fixes. If a client needs significant support, then the issue will be handed over to consulting services.

Evolution of ZAK-Squared and Its Shifts in Strategy

As a domestic firm, ZAK-Squared has relied on its capabilities related to building innovative and fairly standardized ERP software for midmarket companies. It fulfilled the midmarket customers' need to integrate different functional areas affordably. ZAK-Squared was able to develop products to meet overlapping needs of customers, while at the same time maintaining functional flexibility to adapt to individual preferences. 

The following sections analyze the evolution of ZAK-Squared’s strategy, which is divided into three phases:

Phase 1: Domestic Operations Only

Phase 2: Paris Sales Initiative

Phase 3: Aggressive European Push (Current Situation)

Phase 1: Domestic Operations Only
In phase 1, many aspects of the operation were going well. ZAK-Squared was offering off-the-self software suites with limited, but responsive, customizations resulting in strong sales growth. As a rising leader in the industry, ZAK-Squared had clearly developed a competitive advantage in the mid-market sector. In its successes, the firm was able to capitalize on

· off-the-shelf software suites with limited customizations that met the needs of clients 

· efficiencies gained from focusing on the standardization of core products and adapting to regional requirements in functional areas such as marketing and sales 

· value-adding customizations for specific industries in certain applications and strong functional consulting that understood how to capture business processes in the applications

· efficiencies gained from balancing standardization and adaptation of firm functional areas such as marketing and sales

Internal and external indicators that showed that ZAK-Squared had implemented a successful competitive strategy included the following:

· ZAK-Squared's cost structure allowed for pricing at or below competitors’ pricing
· Overhead costs had a consistent downward trend
· Implementation schedules consistently met client expectations

· Customers repeatedly bought upgrades and additional suites

· Sales growth occurred in all regions and product sectors of the U.S. market

Phase 2: Paris Sales Initiative
Phase 2 marked ZAK-Squared's initial international expansion. The firm opened its Paris sales office and aligned itself with two independent consulting firms—De Saussure Software Consulting and Croft Austen Consulting. The consulting firms would be the sole implementing agents for the company’s software. 

During this initial expansion effort, ZAK-Squared entered the European market based solely on the strength of its financial suite. Because its focus was mainly on exporting software from the U.S. office to European markets, firm executives decided that headquarters would make most critical decisions. 

The alliance with De Saussure and Croft Austen allowed ZAK-Squared to focus on sales. Once the Paris office had arranged a sale, one of the two firms would be responsible for ensuring the successful implementation of the software. ZAK-Squared made it a priority for the U.S.-based software development team to support the firms as needed during an implementation. The required support, however, took an immediate toll on the productivity of the software development team, as it shifted valuable resources from domestic initiatives. 

ZAK-Squared also experienced challenges in coordinating marketing and sales efforts globally. The Paris sales office was often at odds with headquarters over control of the European marketing strategy. Although headquarters believed its marketing materials would work well in the European market, the Paris sales office disagreed, arguing that the materials needed to be redesigned for local clients. Many times, without approval from headquarters, the Paris sales office would adapt marketing materials to address local needs. This often resulted in greater-than-expected costs and a strained relationship between the two sites. 

Despite the strain and lack of coordination, the European operations were showing a profitable trend. ZAK-Squared maintained its competitive advantage over firms operating in the U.S. market, and it had established competitive parity with firms operating in the European market. This included other U.S. firms over which it had an advantage in its domestic market. 

Phase 3: Aggressive European Push (Current Situation)
In an attempt to increase its sales and global market share, ZAK-Squared implemented a full-scale entry into the European market. An executive decision was made to acquire both De Saussure and Croft Austen and to promote the sale of all their product suites. 

In the absence of a clear vision, ZAK-Squared decided to allow both firms to continue providing all of the services they had been providing before the acquisition. In addition, the newly acquired firms were assigned sales and marketing responsibilities.  

The development team has suffered recent setbacks due to unexpected conversion problems with other suites. Whereas the financial suite required only minimal customization to meet the needs of European clients, ZAK-Squared’s other two suites—Construct and Intelligent Money—required significantly more customization. ZAK-Squared’s management was not prepared for such customizations, so considerable resources have been needed to complete even the most routine implementations. 

ZAK-Squared's challenges in coordinating the marketing and sales efforts have become even more complicated by the addition of the new sales offices. Not only does each sales office claim a need for specific marketing materials, but each also refuses to communicate with the other. The impact has been felt in sales growth that has leveled off despite the addition of two new sales offices. 

Indicators show a significant increase in overall costs and less-than-expected sales of suites in the European market. U.S. operations began to show increased costs and signs of stakeholder dissatisfaction. Rather than gaining advantages, ZAK-Squared finds itself at disadvantages in both global coordination and local responsiveness in its European operations. Its efficiency gains in the U.S. market are falling as well. 

A summary of phase 3 is captured below.

· Full off-the-shelf software for additional software suites requires a great deal of post-development customization 

· Postdevelopment customizations are depleting resources that are usually focused on developing special value-adding customizations for clients.

· U.S. offices are not adapting marketing and sales materials for the full suite. In reality, new suites require greater localization for the financial suite.

Internal and external indicators that warn of ZAK-Squared's failing global strategy:
· Due to lower costs, European competitors are able to provide lower prices for similar services. 

· European costs of operation are increasing at a rapid rate relative to U.S. costs of operation.

· U.S. travel expenditures for development are significantly increasing.
· European implementation projects are consistently missing deadlines.

· Sales in new suites show significantly slower growth rates compared with the financial suite.

· Overall sales are not meeting projections.
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