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FOREWORD

The continuing rapid growth of global IT&T induss presents both opportunities and challenges for
Australian small to medium-sized enterprises.

Small to medium-sized companies have been the emgom of IT&T innovation, developing new products
and creating new strategies. However, they facenaertain path to success as they have to comgite w
much larger companies to be accepted in the wib&T Imarket.

The Commonwealth Government remains committed dmpting and assisting Australia’s information
industries, as highlighted in the January 1999cyatatemenf Strategic Framework for the Information
Economy—Identifying Priorities for Action

This report—The IT Engine Roommakes a number of useful observations about cupeneeptions of
small and medium-sized companies and possibletiirecfor the Australian IT&T industry. In partiarl it
sets out win/win strategies to strengthen linkdgeaeen stakeholders—industry associations, goventsn
multinationals, universities, the research comnyuaitd companies themselves. | hope this reporti@él
to a better understanding of the dynamics at wodkthe level of interaction needed between thepkayers
in Australia’s IT&T industry.

Richard Alston
Minister for Communications, Information Technologyd the Arts
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1. EXECUTIVE SUMMARY

This report addresses the particular issues, cgaleand opportunities for the information techgypland
telecommunications (IT&T) industry to promote, e, nurture and grow its small and medium eniszp
(SMES). In particular, this report examines howrttationship between SMEs and their key stakemslthn drive
mutual success.

The audience for this report is the boardroomsMES and their key stakeholders. This means not only
corporate boardrooms, but the equivalent top manageteams in IT&T multinationals, State and Federa
Governments, universities, the CSIRO, cooperatgearch centres and industry associations.

IT&T SMEs are a significant source of innovatioob jand wealth creation, as well as export revenue.
However, not enough recognition has been givehddlifferences between SMEs in general and SMEs
which operate in the IT&T industry.

SMEs and other stakeholders in the information stiusay that real and sustainable wealth comes fro
investing in intellectual property (IP) that is thetput of knowledge workers.

This has been realised by the United States, |draédnd, Singapore, Taiwan and other countriesaltr
countries, with domestic markets similar in sizétestralia, have introduced tax incentives and iostipport
programs to ensure that every encouragement is goviocal and multinational companies to build and
retain intellectual capital.

This report is based on input from focus groupSME executives, interviews with representativekeyf
stakeholders, the analysis of the responses tdthssirvey and the extensive experience of the asitino
working closely with SMEs over the past

10 years.

1.1 Findings and conclusions

e Over 200 companies responded to the SME survey idpresent over 7 000 employees and a
combined revenue of over $1.2 billion per annum.

* More than 95 per cent of the SMEs addressed irr¢jpisrt have a revenue below
$35 million per annum.

e IT&T SMEs are different from SMEs in general beaaaoéthe rapid pace of the IT&T industry and their
need to compete in a global market.

e Skilled IT&T staff are hard to find and keep.

* SMEs are very dependent on key customers, finamaigd IT&T multinationals for their development.
Other stakeholders, such as research and developngamisations (RDOs), government and other
SMEs also play an important role.

* In general, existing State and Federal Governmergrpms are under-utilised by IT&T SMEs. State
governments follow state-based strategies which watheir emphasis. There are several important
Federal Government programs which are beneficill & SMEs. However, the special nature of the
IT&T industry requires specifically formulated pragns.

e Cooperative research centres have assisted thgemegat of research organisations with major
corporations, however most IT&T SMEs are not avedrer involved in, this process. The survey and
focus groups indicate little recognition of the abjtity of Australia’s research organisations among
SMEs.

* IT&T SMEs require almost no capital to start, bnte successful there must be an explosive injeofion
funding and management skills to take advantagkeobrief market window. To ensure a sustainable
domestic IT&T industry, its SMEs need better acdegzatient capital. The Australian venture capital
market is gearing up to this requirement, but tiertsge of key executives who have the skills tiolgu
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SMEs during their commercialisation and growth gisaseeds to be addressed. Patient capital is
difficult to obtain partly because there have bfssmexamples of successful investment in IT&T SMEs
in Australia and also because of the culture gaiclwéxists between SMEs and financiers.

Many successful SMEs will eventually migrate to mmmies where they are valued most. There should
be no barriers placed in the way of this exodugjqaarly if the founders and their capital garesnain

in Australia to start another company. Howevethé& Government sponsors an environment where
IT&T SMEs are properly valued there is a real opyaity to retain more of these companies and so
generate sustainable export revenues and a sigmifimpact on Australia’s gross domestic product.
IT&T is one of the few industry segments where Aaisd’s distance from world markets is not a major
impediment.

Australia has some world-class Indigenous companid® mining, pharmaceuticals, banking, retail
and agriculture industries. The IT&T industry masgage the boardrooms of the leading companies in
these industries with the new opportunities in IT&lich as the Internet and electronic commerce. The
IT&T SME can deliver the combination of innovatidachnology awareness, competence and
nimbleness needed to implement and get to markeklguHowever, this requires the support of the
local, regional and corporate offices of IT&T maktionals, RDOs, financiers and the many bodies
which provide services to the SME.

Key recommendations

This report recommends the following key initiagyset out in section 8:

13

Take a more strategic approach to the existingregiheadquarters program by encouraging
multinationals to establish centres of excellemcAustralia in conjunction with leading RDOSs,
customers and SMEs with appropriate skills (sed®idm4).

Appoint networking agents to work with Australiagjor IT&T users to identify innovative business
and technology solutions which give them competitidvantage, implemented by SMEs. The agents
would work with investors to provide additional fling for the solution to be generalised for global
markets. IT&T multinationals would be encouragedatce the solution to world markets (section
8.2.2).

Establish an ‘executive warehouse’ website whegTl€xecutives with experience in assisting
SMEs through their commercialisation and growthggisecan make their services available and SMEs
seeking specific skills can register their requiesits (section 8.2.3).

Create a systematic program that provides incenfveRDOs to partner with SMEs to commercialise
research and development relevant to the IT&T itrggusupported and driven by brokers to
implement and act as catalysts for the incentiogmm (section 8.2.1).

Secondary recommendations

Increase accessibility of research and developogatnisations by maintaining on their website
details of their R&D focus and opportunities fooperation with SMEs. RDOs should identify SMEs
working in the same field, and seek opportunit@snetworking and mutual support (section 8.1.2).

Increase the number and scope of incubator progwdrith provide support for SMESs in their
formative stages. It is essential that incubatooside timely supporting services from accountants,
lawyers and financiers and that SMEs gain betteessgto potential customers for their solutions
(section 8.1.3).

Source and seed-fund specific training program$T&T SMESs in the areas of marketing, and
investment and alliance readiness (sections 83118) and 8.1.13).
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« Government to sponsor a number of programs forindétion sharing and introductory services.
These include an SME capability database, expontsxgork to encourage greater cooperation in
offshore markets and an IT&T business angel netysektions 8.1.11, 8.1.15, 8.1.16 and 8.1.17).

» Develop the relationship between IT&T SMEs anduwéeture capital community through a series of
seminars and workshops held by the relevant indassociations (section 8.2.4).

e Conduct an annual IT&T SME survey to gain a batteterstanding of the industry demographics and
perceptions in response to changes in the worldag, global technology and government policy
(section 8.2.5).

« Continue to support the broader objectives oftymrt to encourage networking among IT&T SMEs
(section 8.2.6).
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1.4 Existing government programs

There are a number of existing government prograhish have been well received by IT&T SMEs and
which should be continued or extended. Key progrdnaisare of particular benefit for SMEs includegpbit
Marketing Development Grants, Innovation Investrfamd, Software Engineering Australia, and
Information Technology OnLine. In addition, the R&art Grants and tax deductibility for R&D havehe
particularly beneficial. However, in order to supp® number of the key programs recommended in this
report it is suggested that these two programtended to cover a number of commercialisatiornviiss,
particularly where the commercialisation investm@itit ensure that high risk R&D generates a prothect
benefit for Australia.



The IT Engine Room

2. INTRODUCTION

2.1 What's different about IT&T SMES?

At the heart of this report is an understanding $MEs in the information industry sectors are dasg of
special attention from government.

This is not special pleading—Governments arounduiid and within Australia have long recognised th
importance of the information industry and the needncourage growth in this sector. This is fouaber
of reasons:

» IT underpins the competitiveness of all industrgtses and access to the latest technology is &fitic
for international competitiveness.

e The information industry is the fastest growingustty sector globally—in 1997 it was worth
approximately $US1800 billion, about 6 per cenglobal gross domestic product, and growing at
about 7 per cent per annum (compared to globabgtomestic product which is growing at about 5.5
per cent):

* Theinformation industry is the fastest growingtee international trade—in 1995, trade amounted
to $US600 billion, accounting for 12 per cent ofrlddrade, up from four per cent in 1983.

* Theindustry is characterised by high valued addetiby high value jobs.
Governments’ most important challenge is to proddesconomic climate which facilitates wealth daat

and employment for their citizens. The informatindustry is the key to meeting this challenge. Supfor
SMEs is critical to the overall performance of thlermation industry.

2.2 The role of the information industry in economi ¢ performance
With regard to the information industry in Austeali

» The information industry is growing at three tintleat of the economy; real gross domestic product in
the communications industry trebled between 19801896, compared with a 15 per cent increase in
manufacturing.

» Total revenues of Australian Information Industrgsaciation (AllA) member companies increased
by more than 10 per cent in each of the last fearsy.

L WITSA, Digital Planet 1998
2 Australian Research Coundihformation Technology: Sink or Swini@98
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However, the greater economic contribution of tiferimation industry is through application of the
technologies across all sectors of the economyis&reneasures of the value of increased produgctwitl
new capability have been difficult to obtain. Batent studies from the United States reveal:

» Agross marginal return from information technolaggage of 86.5 per cent over 1988-92, compared
with 8.5 per cent for capital and 1.2 per centiédsour.

» Gross marginal benefits of information technologgage among Fortune 500 companies of more than
60 per cent.

» One unit of computer capital contributes as muctiéogrowth of output as 98 units of other forms of
capital.

« Information systems (IS) labour expenditure gemaraeveral times as much output as expenditure on
non-IS labour,

Performance in Australia should be broadly comparab

2.3 SMEs and the information industry

The information industry in Australia has over IBGirms, 12 000 of which have less than 10 empésye

only 146 have more than 100 employ4edisjs clear than that the performance of SME<eistial to the
performance of the industry overall.

In the USA, the performance of the information istlies SMEs has been outstanding. Cisco, Micrasuft
Intel, now dominant players in their sectors, waeat up firms in the 1970s and 1980s. Now thellective
market capitalisation is more than the United State industry, plus Boeing, Eastman Kodak, Sears
Roebuck, Caterpillar and Kellog combined. More rilye new firms such as Yahoo, Netscape and others
have emerged and within a year or two have gerkelaliéons of dollars in wealth for their founders.

Looking at employment, in the high technology sexto the United States, small firms (fewer thaf 50
employees) provided 28 per cent of jobs in theasand generated revenues in excess of $170nillio
Ninety-four per cent of high technology firms hadd than 500 employees; 73 per cent had less than 2
employees‘:'.The information industry performed better in trégard than other high technology sectors:
between 1996 and 1997, the computer and data @ingesector had the fastest rate of job creati8ri(fer

cent) and generated more jobs than any other s(dxﬁErZOO)e.

3 AlIA, Information Industry Manifesto, Background papE998.

4 ABS, Information Technology, 1995-96atalogue No. 8126.0.

® US Small Business Administratiofihe Facts about Small Busine4897.

® US Small Business AdministratioBmall Business Economic Indicatpi®97.
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In Australia, the performance has not been quitgpastacular. The 1998 PriceWaterhouseCoopers
Economic Impact of Venture Capital Sunadgarly demonstrates the economic impact of ventapital in
the Australian economy through the responses ofv2@flure-backed small and medium enterprises twat h
received a total of $272 million. Among its findsigluring the period from 1992-93 to 1996-97, the
Australian venture-backed companies surveyed havarage 12.1 per cent annual growth in sales dénd 9
per cent annual growth in employment. While thisdasiderably ahead of the economy generally lé&gpia
comparison with the United States data from a sinsilrvey which shows revenue growth of 38 per ardt

jobs growth of 34 per cent per anndm.

SMEs in the information industry have particulaedg which differentiate them from other SMEs. Thtad
above clearly shows the their high growth poterntigerms of revenue, employment and wealth. Ireotd
unleash this potential, SMEs in the informationusitly require special financing, due to high sesd a

early-stage costs and the high risks and concedtdgvelopment perioSdAIIA’s submission to the Review
of Business Taxation addresses these financingsreeedi makes recommendations on necessary tax

reforms. They also have special issues relating to managemecess to technology and strategic
relationshipék010 which are addressed in this report.

" PriceWaterhouseCoopers/ National Venture Capisab&iation,The Economic Impact of Venture Capital
1997

& Bank of EnglandThe Financing of Technology-Based Small Firstober 1996

° See the AlIA website, www.aiia.com.au.

19 See, for example, HM Treasury/Department of Traui# Industry Innovating for the Future: investing in
R&D, 1998.
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3.

3.1

ABOUT THIS REPORT

Intended purpose

This report seeks to recommend actions that cdaksn in the short term, rather than address nsattet
will require legislative change such as taxatiod atnuctural issues. It is concerned with the ewter
organisations which influence the SME. Internaligsssuch as the technical skills shortage are being
considered in other forums.

The intended purpose of this report is to incrddg8d SME success by:

3.2

Creating a common vocabulary and framework foruison, debate and enhanced networking
within and between IT&T SMEs and their stakeholders

Providing a series of recommendations for adoptiphr &T industry stakeholders which can be
owned and measured.

Articulating the business drivers for successflihates and networks between SMEs and their
stakeholders.

Identifying the stakeholder and SME behaviour clesripat are necessary for successful growth.

Timing—why now?

There are a number of local and global changeaggiiace which position the IT&T SME in a new coxite

Greater awareness in State and Federal Cabintis aftional strategic importance of the IT&T
industries and of SMEs in general.

Increased recognition that the IT&T industry isoarge of wealth creation which is starting to aitra
new investment.

The Year 2000 issue is causing large organisatmnscognise the strategic nature of their IT&T
investment.

The trend to outsourcing is having an impact orrtihe of the SME.

Increasing globalisation of the IT&T industry igéing local organisations and multinationals to
reconsider their roles and positioning.

Mergers and acquisitions by overseas companieshargging the nature and ownership of local IT&T
companies.

The Internet is removing the tyranny of distandleyang Australian companies with significant
vision and innovation the opportunity to capturebgll market share. However, the Internet is also
allowing overseas companies easy and rapid acoélss tocal market.
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3.3 Methodology

To gain the widest range of opinions from stakebrddind SMEs, both quantitative and qualitativenmes$
were adopted.

* Interviews were held with representatives of edabscof stakeholder, including banks, venture
capitalists, IT&T multinationals, outsourcers, RD&=l customers.

» Seventy-five SME executives worked in eight foctsugs in New South Wales, Victoria,
Queensland, Western Australia and the Australiat@laperritory using the Australian Grouputer
electronic meeting product. This enabled over 1 &fBatim comments to be collected based on the
grid structure in section 7.2. Input from theseup®was used to develop the survey questionnaire.

e >From the 1 200 comments 99 were selected as teengmresentative and have been published as
The Voice of the SME, initially to the network db BME executives.

» Asix page survey was developed and tested agassiall sample of SMEs. It was then mailed to
over 800 IT&T SMEs and received 233 responsesrgpies were statistically analysed at Macquarie
University.

3.4 Structure of the report

Section 4 sets out the characteristics of IT&T SMizsed on input from the executive focus groujgisthe
survey responses.

Section 5 describes the roles of each stakeholdss i relation to SMEs, based on interviews.

In Section 6 some mutual perceptions of SMEs actl stakeholder class are extracted from the irders
survey and focus groups, with suggestions and ebesngh cooperation for mutual benefit, togethetwit
quantitative data about this interaction from thevey.

Section 7 considers the three phases of developoi¢ine SME (R&D, commercialisation and growth) and
where each of the stakeholders have the greatpsicinon SME success, based on the focus groups and
interviews.

Section 8 considers existing programs to supporESkt each phase of development and recommends
where they could be extended, and proposes sixonegrams based on the win/win opportunities idexdif
in section 5.
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4. CHARACTERISTICS OF IT&T SMEs

4.1 Background

4.1.1 The typical SME

The survey of 233 SMEs showed that the typical ITSNIE employs less than 10 staff, has been in basine
less than three years and has a revenue of les$2haillion per annum. Annual growth rates of @80 per
cent are common for these firms, with

22 per cent of SMEs achieving growth rates abovpeésent per annum.

4.1.1 SME life cycle
SMEs create value by developing products and ses\tirough three phases:

» R&D—where an innovative idea is converted to a dedivlr which can be demonstrated, its features
and relevance assessed, the target market iderdifie its value proposition defined in comparison t
its competition.

» Commercialisation—where the deliverable undergoes pilot installegitmgive customer feedback
and is completed to meet the defined market remgres, with marketing, pricing and support
strategies in place, distribution strategy optiemaluated and the future organisation structure
defined.

» Growth—where the organisation grows to fill the sales smglport structures, the deliverable is
distributed in the market and enhanced to meetcpdat platforms, markets and competitors.

At each phase external organisations can add waliree SME. These stakeholders have resourcesasuch
intellectual property, skills, market knowledge,riret and customer access, delivery channels an@ynon

As an SME becomes larger and supports multiples lofdusiness, it can work in all phases at theesiéame.
In this report, SMEs are considered as having gesiime of business in order to highlight theitreiractions
with stakeholders.

4.1.3 IT&T industry SMEs are different

IT&T industry SMEs are different from other SMEgivat they function in a unique environment. Ottigh
growth industry sectors have some of the followghgracteristics, but the IT&T sector has all ofnthe

» Easeof entry—it is relatively easy to create an IT&T SME. Vdityle seed or start-up capital is
needed, so there are few barriers to entry. Howerany new SMEs underestimate how much
follow-on capital is needed to achieve the growetie mecessary to achieve market share, so that many
do not realise their potential.

*  Speed to mar ket—the tempo of the IT&T industry is much faster tlost other industries. If the SME
is not very responsive and cannot manage very igith, the market opportunity is lost. Market
windows are often less than one year in the IT&ustry. This places a high demand on capital
availability, which must be available with shoradktime and in large amounts.

* Global market—the IT&T market is a global one, and so the SME#® must be ‘born global’. The
domestic market is large enough to sustain a stoalpany, but growth demands an export focus.

» Risk—there is a high technical and distribution risit karge returns if the enterprise is successful.
This risk can be successfully managed with expegdmpeople.

»  Staff availability—timely recruitment of skilled and experienced sistritical to success. In a
market where there is already a growing shortag&&T human resources, the SME must compete
with larger organisations for staff.

«  Staff mobility—IT&T people are increasingly mobile, looking gldigeor the best technical
challenges and rewards. Staff retention is a layeigor IT&T SMEs. Employee share option plans are

11
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not as common in Australia as in the United Statd&re they are a critical factor in attracting and
retaining key employees.

» Risk capital—the industry is not mature enough in Australi®idve a history of successful
investment, hence it is much more difficult to attrrisk capital to IT&T compared with the mining,
manufacturing or agriculture industries.

* Management expertise—there is not yet a large enough pool of experidrergrepreneurs and
advisers who have created value from a succes$iBNE&s, compared to other industries.

e Company valuation—the valuation of IT&T companies in Australia is amlower than in the United
States. Valuation in IT&T has more to do with péred market potential rather than the more
conventional cash flow and margins—hence the hahation of some United States start-ups.

4.1.4 The high growth IT&T SME

Section 4.2.4 describes the predicted growth &tEE&T SMES. It highlights that the majority (6&pcent)
of SMEs predict a growth rate below 30 per centgmerum. While this is rapid growth compared to SMEs
general, in an industry which is itself growingl&5 per cent per annum, this can be regardedatolo
medium.

On the other hand the 32 per cent of SMEs whicHiprgrowth rates above 30 per cent per annum tifer

founders and investors an opportunity to creaigraficant increase in capital value, provided ttie
company can be managed successfully during thattgro

12
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Responses to the questionnaire from these hightgr8MESs were cross tabulated with responses to the
other survey questions to better understand theiracteristics. Some significant observations ahimgit
growth IT&T SMEs are:

* They are younger.

* More consider that they understand how to be imvest ready, recognising their need for capital to
sustain growth rates.

e They are less reliant on funding from banks, butentependant on business angels and venture
capitalists.

* More have received R&D grants, demonstrating thay are willing to invest in high risk activities.

* More are interested in networking, recognising #et stakeholders, including other SMEs, can help
drive success.

* More have received Export Market Development Grémtget a return on their high risk R&D
investment.

The challenge for the industry is how to createartogh growth SMEs.

4.2 IT&T SME demographics

As a result of surveying 233 SMEs, key details eiséed with the characteristics of Australian SMiEs set

out below. These include the number of employeasiber of years in operation, turnover and forecasts
revenue growth.

4.2.1 Number of employees

Of the 233 SMEs surveyed, 224 reported the numbgeaple they employed. The average number of
employees per SME was 33.5, the median 13, anchtite 2.

50
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5 30 4
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& 10
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Tl 19 29 39 49 59 69 79 8 99 or -ees, with average productofity
$: more ber of SMEs were high growth,
th Number of employees .

13



The IT Engine Room

4.2.2 How many years has your company been establis  hed?

Of the 233 SMEs surveyed, 229 reported on the nuothgears established. The average number of years
business was 9.1, the median was 8.0 and the masid 0.
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1. The number of IT&T SMEs has grown rapidly in the&t [E2 years, resulting from the introduction of
open industry standards and low-cost computing s1scRCs in the mid-1980s.

2. Within 12 years companies may have failed, beah@oinerged, or outgrown the SME category.

4.2.3 What is your company’s turnover?

Of the 233 SMEs surveyed 202 reported their revaisugeing less than $35 million in 1996—97. Of this
group, the average revenue was $6 million, the amedias $1.5 million, and the mode was $1 million.
Another 10 SMEs reported their revenue as beingtgrehan $35 million.
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4.2.4 What percentage change in revenue did your co  mpany experience in 1996-97 and
what does it expect in the following two financial years?

Of the 223 SMEs surveyed on these three questionayerage of 200 responded.
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In the year 1996-97 the majority of companies sggdeexperienced a positive growth rate of betweéen 1
and 30 per cent. Most expected growth in the fatigwwo financial years but at a lower rate. Intetiagly,
of those who had experienced negative growth 6499, most expected positive growth in the follgwin

two years.

Note: This survey was completed before the Asmamfial crisis in early 1998.
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5. STAKEHOLDERS

5.1 SME Depencies

Throughout their growth SMEs interact with stakeleos such as RDOs, customers, IT&T multinationals,
financiers and other SMEs.

Such interaction is moderated by the policies andqams of Federal and State governments andigexss
by ‘brokers’ such as industry associations, andgssional services companies such as accountamgeis
and consultants.

The eventual success of an SME is dependant cquiddéy of the relationships it can sustain witbsh
stakeholders.

5.2 The stakeholders and their roles

In this report the following stakeholders are radsgd as having an ability to impact on the sucoéss
SMEs. Their roles are defined below.

5.2.1 Research & development organisations

RDOs include universities, the CSIRO and Coopegdesearch Centres (CRCs). They undertake research,
provide education and training programs and arxeuece of skilled employees. They are major repasiso

of knowledge and are gateways to worldwide academicresearch networks. They have a deep
understanding of technologies, their inter-relatlips and architectures of successful systems
developments.

There is a fundamental tension between the obgstit RDOs and SMEs. The academic is assessedion th
ability to publish new discoveries, while the SMifeenpts to commercialise and protect new discoserie

As part of their commercialisation process, empésyand intellectual property can leave the RDO and
‘spin-off’ to form a new SME or join an existing &V

5.2.2 IT&T multinationals

IT&T multinationals represent a source of industrygl product knowledge, skills and resources andean
channels to world markets for SMEs. Typically tipegvide ‘platform products’ on which SMEs base thei
development.

Some multinationals are a source of investmentgumfte Australian offices of multinationals areszdgilly
sales and distribution centres offering pre and-pakes support for their corporate products amdces.

In addition, some multinationals have establish&DRentres which have a corporate mandate to dpvelo
intellectual property on behalf of the global origation, or to modify global products for local aAdian
markets.

Large multinationals have also entered the outsoegtmusiness, taking over all or part of the IT&mh€tions
of their customers.

Multinationals’ relationships with SMEs takes mdayms:
» Value-added distributors of their products and ises:
» Solution partners, where they incorporate the SMiEsduct or service into their solutions.

» Solution developers to create new products or sesyieither in conjunction with customers or to
address new market opportunities.
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5.2.3 IT&T customers

IT&T customers are organisations that implement TTéblutions for greater efficiency and to gain
competitive advantage. State and Federal Govermmmasiusers of IT&T, fall into this category.

Customers are the most critical stakeholder for SMHey are the source of business innovation and
opportunity. Customers generally have a specialisednal function which builds/buys and implements
IT&T solutions. With the growing realisation of ategic advantage through better management of
information and knowledge, the control of IT&T poliis moving to top management and the boardroom.

In addition, the trend to outsourcing non-core IT&fstems is having dramatic effects on industry
relationships. Outsourcing can have a fundamemtphct on the SME/customer alliance, breaking
long-established relationships and causing the &\aecess the customer through the outsourcer.alsos
represents a major opportunity for the SME if thiksourcer adopts the SMEs’ products and servicesids
of their solutions. However, this is extremely iffit because the outsourcer seeks world-wideibhadass
solutions, and forms global alliances with othe&TTmultinationals.

5.2.4 Financiers

Financiers include banks, business angels and neecapital providers. Generally they offer adviod a
assistance as well as funding. Banks provide defdifig, where the security offered is usually tumify
home. Business angels are privately wealthy indizisl who invest in start-up companies and who geiyer
provide the earliest stage equity funding, busirelsce and networking. Venture capitalists takater
stage equity position. Funds are generally relets&MEs as they achieve pre-agreed milestonels, wit
severe penalties if they fall behind.

5.2.5 Other SMEs
SMEs can assist each other in sharing experienoegylementary technology or access to markets.

Many SMEs offer solutions in vertical markets aadard themselves as being in that industry rattear t

part of the IT&T industry. As a result they seldo@spond to IT&T surveys and so may not be included
statistics about this industry. Many are not avedrgupport programs or networking opportunitieshnitthe
IT&T industry.

5.2.6 Governments

State and Federal Governments (including politiand public servants) determine the business
environment for SMEs. Governments create and mapaggrams and determine the industry development
policy framework and objectives for multinationalsd financiers.

For example, the Federal Government introducedPtrénerships for Development (PfD) program in 1987
which invited multinationals to undertake industisvelopment targets over a period of seven yeayaito
access to Federal Government markets. This wasdaiended with the Fixed Term Arrangement (FTA) fo
multinationals, with lower targets over four yeggeme 100 multinationals have joined these programs

Government outsourcing agreements include indastwelopment obligations which can involve SMEs.

5.3 ‘Metabolism'—a useful metaphor

A useful metaphor to understand the difference betwan SME and a larger organisation is one based o
metabolic rate. An understanding of relative ‘metabrates’ is critical to a successful SME allianavith
recognition by both sides of behaviour differences.

« Every organisation has its own ‘metabolic rateitiyadependant on size, that determines the reativ
speed to make decisions, time between ‘feeds’ a@desponse time to external events.

* Among the stakeholders, academia has the slowdaboiessm, followed by governments, the
multinationals and financiers.
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 AnIT&T SME, because of the industry in which itevptes, has an even faster tempo than non IT&T
SMEs, and can burn out or starve quickly if notutagy and correctly resourced.

* SMEs regard their fast ‘metabolic rate’ as a susfale advantage. However, many larger

organisations are restructuring with the intenneofeasing their ‘metabolic rate’, and will compete
with SMEs for speed of response.
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6. STAKEHOLDER AND SME NETWORKING

The executive focus groups provided a forum fomoghecussion of SMES’ perceptions of their intei@att
with each stakeholder class. The interviews withvildual stakeholders provide insight into their
relationships with SMEs. For each stakeholder ghvésws are summarised in the following pagesidiclg
their suggestions for opportunities to work togefioe mutual benefit, together with selected regasfrom
the survey.

6.1

We researched RDOs’ views on SMEs and SMEs’ vievROOs. These are summarised below together
with opportunities for win/win programs.

RDOs and SME networking opportunities

SMEs’ view of R&D
organisations

R&D organisation’s view

Opportunities for win/win

of SMES programs

1. SMEs are tactical. They have 1. RDOs offer state of the art | 1. RDOSs are not aware of SME
no commitment to long term systems insight and breadthjof research capabilities.
or deep R&D. skills.

2. The level of research and 2. SMEs and RDOs could
quality are inconsistent with cooperate to influence world
RDO standards. standards.

2. Research does not appear tp
be relevant.

3. There are no processes to
support cooperation.

. RDOs would rather work witk

multinationals which have assessing their position 4 founEZ'%ZiEectgmpet't'on n
world class R&D culture, against best in class products. '
capital to invest and the 5. They have too much red tape.

capability to commercialise.
. SMEs can't afford and don't

RDOs could assist SMEs in

Cluster SMEs with common
technology interests around
RDOs as ‘virtual incubators’.

‘Public service’ attitude, and
are not commercially aware.

value RDO services.

5. Why partner with a SME when
you can spin one off to
commercialise?

If RDOs set up networks of
SMEs working in related
areas, that would assist in
minimising re-invention and
duplication among SMEs.

7. Business school external
programs are aimed at large
companies rather than SME

o

5. RDOs can licence their
technologies to new SMEs
(spin-offs) or to existing
SMEs, which become
commercialisation channels.

6. SMEs can assist RDOs to
assess market needs and
dynamics.

7. The business schools in
universities can be a source pf
market research, management
and marketing skills.

RDOs and SMEs are driven by different imperatifé®ir respective goals, strategies and culturesrare
in alignment. There is no effective process to enwat SMEs and RDOs cooperate to identify andgan
growth markets. The survey revealed that 78 per @eBMEs never visit RDOs. There are in fact sigaunt
opportunities to cooperate.
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6.2 Multinational and SME networking opportunities

Our survey of 233 SMEs asked the following questiabout their relationship with IT&T multinationals

6.2.1 SME perceived benefit
My company benefits from the business relationstiihas with companies from the IT&T industry.

Strongly agree | 19.9
Agree } ] 33.8
Neither agree nor disagree | | 16.9
Disagree | ] 13.9

Strongly disagree | 12.1

N/A Unsure | 35

(e} 10 20 30 40
A P ercentage of SMEs
m

cordingly,

6.2.2 SME revenue from multinationals

What percentage of your company’s revenue fromylaat was derived from doing business with
multinationals who are in the IT&T industry (i.enarelationship other than a simple customer/previd
agreement)?
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Percentage of SMEs

10 4
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Zero 1-10% 11-20% 21-30% 31-40% 41-60% > 60%

A small nt
with muiltii
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Federal and State Government outsourcing of itetlirements will be a business opportunity for my
company.

:ar to have no relatigms

Percentage revenue

Strongly agree :| 7.3
Agree | | 15.5
Neither agree nor disagree | | 16.3
Disagree | | 33.9
Strongly disagree | | 22.3
N/A Unsure 7:' 4.7
(6] 1‘0 2‘0 3‘0 40

P ercentage of SMEs
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IT&T SMEs believe that there will be few winnersl amany losers as a result government outsourcing
policies. The State and Federal Government out$ogragenda is perceived to be inconsistent with the
interests of IT&T SMEs. Government initiatives ddoaspond to to this concern.

6.2.4 Partnering for outsourcing

Please indicate if your company has entered ingaathe following strategic alliances with an auiscing
company, and if not, would be willing to do so?

% Entered % Willing
Into to Enter

Alliance type Yes No Yes No
IP licensing arrangements 9.6 90.4 71.7 22.3
Technology transfer 7.1 92.9 80.4 19.6
Joint development project 15.2 84.8 89.2 10.8
Provision of service 38.5 61.5 94.6 5.4
Distributorship 24.5 75.5 75.8 24.2

The majority of relationships with outsourcing pigers relate to the provision of services. Othenfs of
strategic alliances are desired by SMEs but ard@el offered by outsourcing providers.
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6.2.5 Multinational and SME networking opportunitie s

We researched multinationals’ views on SMEs and SMEws of multinationals. These are summarised
below together with opportunities for win/win pragns.

Multinationals’ view of SMEs SMESs’ view of multinationals

Opportunities for win/win

programs

1. They have point specific 1. PfD/ FTA has built some 1. Bureaucratic and slow
solutions and do not see the effective partnerships from moving.
big picture. which case studies could be| 2 \want customer control, to
2. Good technology, but lack developed. SME exclusion.
business skills. Governrr_lent policy on 3. Stop gap relationship. They
3. Hand to mouth, reactive and outsourcing should domore o yse product or service only
can't keep commitments. encourage SME alliances. until a new corporate
4. Poor quality. Team with SME to solve a sponsored solution is
. customer problem in a released.
5. High cost to manage well. licabl o ) )
6. Can onlv afford a few replicable manner. 4. s difficult to get their senior
' committ()eld relationships Need for ‘alliance ready’ executives to buy-in.
7. Little appreciation of ' programs on both sides. 5. Lack of planned information
' corporapt?a requirements or In a world of global uniform sharing.
culture. lprodluct setst,_tt_he SME can ad¢ Fail to communicate changels
- , ocal competitive in corporate direction.
8. Unrealistic expectations. differentiation and flexibility | .\ oe o
9. Don't know how to partner. in the differentiation and : cor oratg m>e/mor
10.‘Shoot from the hip’ flexibility in the Australian P . Y:
' ' ) market. 8. Overcommit SME to
11.Need to demonstrate their SME i d1 customers.
commercial value. IS good for . ,
Australia-specific solutions | 9- Drive SMEs to commodity
(e.g. local government, health ~ end of product range.
and mining). 10. Overuse SMEs in pre-sale.
SME can work with a 11. Don't know how to partner.
multinational’s customerto | 15 Global alliances between
rapidly ({'eve'OP a ‘proof of multinationals are a major
concept’ solution. threat to SMEs.

13. Top management may
commit to SME alliance
program but sales team are
focused on their own
solutions.

14. Outsourcing breaks the
relationship SMEs have with
their customers

Whilst there are significant cultural differencestlveen multinationals and SMEs, the common focus on
developing winning solutions for customers provide®smmon ground to work together.
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6.3 Customers and SME networking opportunities

We researched customers’ views on SMEs and egB8MIgs’ views of customers. These are summarised
below together with opportunities for win/win pragns.

Customers’ view of SMEs Opportunities for win/win SMESs’ view of customers
programs
1. SMEs are flexible and 1. Customer IT&T management 1. Essential to our success.
responsive. needs to recognise the value|in  Always seem to ask for more
2. Must be careful about relying  the effort of finding or of than we can deliver.
on SMEs for business critical f'”d'n(? SMEs which Cla”_ 3. Slow and costly decision
solutions. provide innovative solutions. making process means we Het
3. Much more complicated to | 2. Customer’ ne((jed for our business on big deals.
interface with an SME. It is competitive advantage rlls & | 4. Treat us more harshly than
better if the SME can partner| ~ Unique opportunity to share multinationals.
with a multinational as well. ideas, and to undertake . .
. cooperative R&D or business 9.  Once you get the business i
4. They often need to be paid, innovation. takes forever to get customeyr
even if agreed work is |3 Busi lanning f acceptance and therefore
incomplete, in order to sustaip®- BUSINESS Case planning for payment.
their business viability. both parties is important to

understand their different

5. Are reluctant to commit business drivers and to match

resources to an SME for what

expectations.

may be a short-term )

relationship. 4. High levels of trust and
openness are needed for
success.

5. Case studies of successful
customer/SME relationships
would be valuable.

Increased customer support is critical for SMEspétticular, customers who consider themselvesavorl
leaders in their markets can play a major role dahefit significantly from the advantage of usihges
leading edge technologies and services.

6.4 Financiers

6.4.1 SME's view of investment readiness

We surveyed 233 SMEs about the relationship betdieanciers and Australian SMEs.
| understand what my company must do to be ‘investmeady’.

Strongly agree | 20.6
Agree | | 34.3
Neither agree nor disagree } ] 16.7
Disagree | | 17.2

Strongly disagree | 4.7

M N/A Unsure | 6.4 eady. ghiis s
as ‘ ‘ ‘ rally
ur o 10 20 30 40

P ercentage of SM Es
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6.4.2 The funding dilemma for IT&T SMEs

An IT&T SME can create a new business opportumity humber of different ways. Interestingly thetstg
point may not be from within the IT&T industry.

» Distributing an imported product and recognising tipportunity to add value or to replace the
product.

» Developing a solution for a customer (or for inedrase) and recognising that it is applicable to a
wider market and so is a new business opportunity.

* Realising that the IT&T services it is deliveringthe market can be replicated or ‘productised’.

* Recognising a new business opportunity resultingifa technology breakthrough or innovatively
recombining existing technology.

* Noticing a gap in a major vendor’s product line.

*  Working with an RDO to commercialise an innovatigehnology.

If there is an existing revenue flow then the nemture can be funded internally, however, thisgdagreat
strains on the company. The CEO must balance gwurees needed to maintain the cash flow and gettin
the new product to market. When the pace of thellTr&lustry was slower, this form of internal fundiwas
difficult but manageable. However, it has a govegreffect on the company’s growth rate.

As the industry accelerates and the Internet givesseas SMESs access to the Australian markeg ther
greater time pressure to meet a market window ahdngrket share. That growth rate cannot easily be
achieved through internal funding alone.

Once this is recognised, the top management dblE has to spend a great deal of time and eff@sicly
external funding and managing the relationship witkestors. The speed with which appropriate fugdian

be found will determine whether the market wind@m e met. Sometimes the CEO must accept that the
window of opportunity is closing and consequenkliyl the child’.
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6.4.3 Financiers and SME networking opportunities

We researched financiers’ views on SMEs and eq@&¥M§s’ views on financiers. These are summarised
below together with opportunities for win/win pragns.

Financiers’ view of SMEs Opportunities for win/win SMEs’ view of financiers

programs

1. ‘Where are the companies wel. SME CEOs need mentoring jril. Difficult to interact with.

can invest in?’ the venture capital business They don’t understand the
2.We must focus on the high drivers. issues in the IT&T industry.
growth companies. 2. SMEs need to understand the2. Add little value in SME
3. Most SMESs are not investmeht Wealth creation business decision making and
ready. model—growing value as growth.
models in Australia. 3. Need for forums to network too focused on exit strategies
5 More a focus for business SMEs and financiers for better  rather than growing value.
" angels at this end of the [T&T  e¢iProcal understanding. | 4. institutionalised processes.
market. 4. Need for “;'”ag‘KAeEreadY' 5. Lack a sense of urgency.
6. Lack of well articulated programs for s )
business plans and exit 5. Need for programs to assist

7. Many SMEs cannot appropriate business angels

differentiate between
investment and expenditure.

8. Most founders are unwilling t
give up equity.

9. Many SMEs do not know thejr
competitors.

(@]

Whilst SMEs and financiers need each other to santhey do not understand each others businegsrdri

6.5 Networking with other SMEs

6.5.1 SMEs sharing activities with other SMEs
The view that SMEs have little interest in workilegether was tested with the following questions.

Please indicate if your company would be willingstaare in any of the following activities with ahet
SME:

Willing to share: Yes% No % Unsure %
Technology information 73.3 8.6 18.1
Joint R&D 70.7 12.7 16.6
Management information 69.3 10.8 19.9
Market information 72.0 9.6 17.9
Export channels 77.6 4.4 18.0
Facilities and assets 64.3 13.9 21.7

The commonly held view that Australian SMEs areilling/to cooperate is not reflected in these respes.
There appears to be a willingness for SMEs to shamamber of important activities with other SMEgen
joint R&D, which goes to the very heart of theireassets. In particular, activities which aggregat
noncompetitive functions such as sharing exporhokés and real estate infrastructure are open to
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partnering and clustering between SMEs. It suggibstsIT&T SME executives are happy to share
management information and their experiences terbye each others’ successes.

6.5.2 SME and SME networking opportunities

We researched SMES’ views of each other. Thessuamenarised below together with opportunities for
win/win programs.

SMES’ negative view of Opportunities for win/win SMESs'’ positive view of SMEs

SMEs programs

1. Lack of resources (people andL. SMEs would like to cooperatel. Local expertise and industry

funding) to develop products to address a market knowledge.
and markets. opportunity. 2. Innovative.

2. Havehdifficulty inmanaging | 2. Share market researchand | 3. Faster to market.
grgv_vt ' o experience. 4. Exploit niches.

3. Critical dependency on finding3. Share scarce resources . .

- ) . 5. Flexible and responsive.

and retaining key staff. 4. Discuss common issues 6 Less threatening to client

4. Some employees have been|ig \entoring each other ess threatening fo © |§n S
the SME since it started and | duct f ' h 7. Customers can deal with the
are ‘part of the family’ even if 6. Source product from eac principal, rather than the
they no |Onger contribute other. branch office or distributor of
value. 7. Share promotional programsg a multinational.

5. Difficult to get recognised by in a common market nIChe' 8. Deliver cost-effective R&D.

particularly overseas. 9. Rapid adoption of new

or IT&T multinationals.

larger companies.

6. Unable to handle large
opportunities.

7. Seldom do enough market
research.

8. Try to do everything in-house.
9. Little time or resources to

spend with other SMEs with
similar problems.

SMEs have both positive and negative views of @MiEs, and the positive views show real opportesiiti
for significant win/win programs.
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6.6 Perception of government programs
Our survey of 233 SMEs asked the following questiabout their perception of Federal Government
programs.

6.6.1 Perception of PfD/FTA
PfD/Fixed Term Arrangements are good for AustraliB&T industry

Strongly agree | 8.2

Agree | 21.5
Neither agree nor disagree | 29.2
Disagree | 21

Strongly disagree | 4.7

N/A Unsure | 155

o 10 20 30 40
Tt
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P ercentage of SM Es
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6.6.2 Benefit of PfD/ FTA
My company has benefited from the PfD/Fixed TermaAgements

Stronglyagree [ ] 52
Agree :l 4.3

Neither agree nor disagree | 18.9

Disagree | 28.3

Strongly disagree | 31.3

N/A Unsure | 12

[0} 10 20 30 40

over 100

P ercentage of SMEs i
local industry.

O
m

6.6.3 Summary of State Government programs
Each State Government has adopted a differenegyrab support and promote SMEs in their State.
Queensland

* Relatively large budget to support SME programs.

» An effective ‘Finance Information Technology & Comanications Growth’ (FIG) program with
subsidy from Ausindustry.

* Well-established database of local companies, dictuthose in regional cities.

New South Wales
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e Focus on supporting high growth companies, not onlf &T.
« Initiated Australian technology showcase for outdtag hi-technology companies.
e Successful regional headquarters program.

Victoria

* Focus on investment attraction and joint ventueds/ben overseas and local companies for
distribution.

» Investment ready programs for SMEs.

South Australia

» Established the Playford Centre to facilitate eathge funding, supported by three major IT&T
multinationals.

« Attract multinational R&D centres.
»  Support for individual SMEs which are considereghhpotential.

6.6.4 Perception of government programs

The 233 SMEs surveyed were asked ‘which of thefadlhg government programs are you aware of and
which has your company used or is intending to.us?’

Australian Enterprise | mprovement

Program Aware% Haveused % Plantouse%
Total quality management program 57.0 9.4 4.3
Business planning advice and assistance 50.2 9 18. 2.6
Business information, referral and advisory sersic 46.8 155 3.9

Other Auslndustry programs

Business networking programs 421 14.2 3.0
BizLink 41.2 8.2 2.1
125 per cent tax concession for R&D 49.8 36.1 .09
START R&D grants 51.1 8.6 13.7
START support for collaborative R&D 48.1 1.3 46.
START concessional loans for technology innovation 455 2.1 5.6
Austrade Programs

Export hot-line 46.8 14.6 2.1
Market research 45.1 21.9 3.9
Export Market Development Grants 49.8 30.9 11.2
Export loan facility 54.1 3.0 3.4
Investment promotion program/feasibility study .36 0.9 2.6
Asian Pacific Fellowship Program 33.0 0.4 0.4
Export Access 32.6 5.6 1.3
Export Finance and Insurance Corporation 48.9 9 3. 3.4
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State Gover nments

Business licensing information service 30.5 2.6 0.9
Small business advisory services 52.4 11.6 0.0
Other

Industrial Supplies Office 21.9 7.3 0.9
Telstra Product Development Fund 31.8 2.6 1.3

Although there is a significant awareness of th@egrams only a few are used by IT&T SMEs.

6.7 Government and SME networking opportunities

We researched government’s views on SMEs and SM&s’s of government. These are summarised below
together with opportunities for win/win programs.

Government view of SMEs Opportunities for win/win SMESs’ view of Government
programs
1. An important sector for 1. Initiate and support brokering 1. RHQ programs take resources
creating jobs. programs between IT&T away from SMEs and
2. Potentially a significant SMEs and their stakeholders.  generate little IP or export
enabler to other industry 2. Identify successful SMEs angd value.
sectors. give them high profile with | 2. ‘The best thing government
3. Differences in scale makes ministers. can do is give us work
SME ‘hard to see’. 3. Offer pilot sites in government ~ OPportunities.’
4. Many SMEs are not interested  for new concepts and make |[P3.  Government does not
in talking to government. available for SME understand SME culture and
commercialisation. motivation.
5. Government should not try tg _
pick winners. 4. Reward large commercial | 4. Good support for overseas
organisations which give trade shows.
positive IT&T SME support. | 5 Little follow up from
5. Invest more in programs tha programs to measure their
will cause IT&T SMEs to impact or success.
cluster. 6. Some well designed
6. Remove obstacles such as programs, but they are poorly

capital gains tax and other tax  executed.

impediments to investmentin 7 some public servants seem|to
SMEs. believe SME founders are
‘making a fortune’, when the
are in fact ‘starving’.

8. Government thinks using IT
creates wealth for the IT
industry. The United States
Government knows you
create more wealth for the
nation by exporting IT to
other countries rather than
simply using it.

There are many opportunities for governments toae$ their SME programs to IT&T and to offer specif
support through the recognition and utilisationSW¥ES’ products and services.
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7.

7.1

SME LIFE CYCLE

Critical success factors during the growth of a

n SME

Seventy-five SME executives, working in eight fogusups, described their critical success factocstoow
stakeholder behaviours can affect success at ¢agh sf SME development.

1.

. Selecting technology

R&D

Finding customers who are
risk takers i.e. early adopters
with technical expertise.

Allying with multinationals
which can provide critical

support in benchmarking and
mentoring R&D.

Investing in market research
* size and duration of the
market;

e competitors in the market
and

+ available channels to the
market.

Defining sustainable
competitive advantage.

Deciding on internal or
external funding.

Deciding the business mode
and plan, including exit
strategies for investors.

platforms and understanding
their dependencies.

Identifying skills needed,
where and when to find them
and how to keep them.

Identifying the key
stakeholders for success.

1. Continuing involvement of

Commercialisation

key customers is critical,
however customers require 4
overall solution, so SMEs
must enter alliances.

Managing effective alliances
with stakeholders.

Working with customers whg
will drive multinationals to
work with SMEs.

Making the transition from a
technology-driven to a
business-driven company.
SME shared experience on
this transformation is
valuable.

Identifying the core business
deciding what can be
outsourced.

Deciding the organisation
structure to enable and supp
growth.

Selecting the pilot,
demonstration and reference
sites.

Managing the extent
issue—deciding what won't
be done.

Establishing competitive
pricing and margin models.

N

DI

Growth

1. Maintaining alliances with

multinationals which can be
the key to world markets
(especially knowledge of
overseas markets).

Networking with successful
SMEs to share experiences.

Using the Export Market
Development Grant
Scheme—uvaluable assistan

Selecting venture capitalists
with overseas affiliates
provide bridges to new
markets.

Deciding the market entry
strategy—the mixture of
subsidiary sales offices and
distributors.

Designing the distribution
channel business models.

Deciding the growth
strategies and finding the
right people and funding to
sustain the necessary growt
rate.

e.

e
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7.2 Stakeholder networking opportunities

The matrix below sets out the potential of eackedialder to contribute (ranging from low, mediunhigh)
at each phase of the growth of an SME. Based oimghut from the focus groups and stakeholder ingsvs,
this matrix identifies which stakeholders shouldperate to maximise mutual benefits. Other stakddvsl
such as governments, industry associations anddmsbrokers need to act as catalysts to facititége
cooperation.

SME Phase
Stakeholder R&D Potential Commercialisation Growth Potential

benefit Potential benefit benefit
R&D organisations Medium Medium Low
IT&T multinationals Medium Medium High
Australian customers of Medium High Medium
IT&T
Finance institutions Low Medium High
Other SMEs Low Medium Medium

At each phase of growth each stakeholder can haasiive impact. This report recommends the
development of programs to educate both staker®hiedt SMEs on when and how to cooperate and to seek
opportunities for multiple stakeholder cooperatiorprovide mutual benefit and leverage for SMEs.
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8. REVIEW OF INDUSTRY PROGRAMS

8.1 Existing programs

The questionnaire asked SMESs to state their awaseared use of government programs, reported ifosect
6.7. Programs that have good acceptance by IT&T SME reviewed in this section of the report. The
‘comments on program’ come from the SME focus gesoaipd the survey. ‘Recommended extension to
program’ sets out the recommendation of this refpaged on a distillation of considerable industput and
interviews with SMEs and stakeholders.

Existing program
Stakeholders
Comments on program

Recommended extensions to
program

8.1.1 R&D START Grant
Federal Government

Very valuable.

There should be more emphasis on applying someoptre R&D
START Grant for collaborative commercialisationigities with
specific customers.

Existing program
Stakeholders
Comments on program

Recommended extensions to
program

8.1.2 Outreach programs for SMEs
RDOs

Over 70 per cent of SMEs haverrvisited an RDO.

RDOs working on technologies aligned to IT&T shoaidend
outreach programs by adding to their websites asER&D focus and
information about opportunities relevant to IT&T &8l They should
identify SMEs working in the same field and estsiblielationships
with them, creating ‘virtual incubators’. RDOs agtiin standards
bodies should communicate on key issues with catingr SMESs.
RDOs could assist SMEs with workshops to reviewdpod road-maps
in terms of soundness of architecture, adherenstatalards and
positioning against best in class products. SMBsassist RDOs with
their knowledge of market requirements.

Existing program
Stakeholders

Comments on program

Recommended extensions to
program

8.1.3 Incubators and technology parks
Governments

Potential to be an effectiidglerbetween RDOs and SMEs. This is
essential to provide SMEs access to ancillary seswvhich assist a
technology venture to translate to a growth busines

There are a number of successful incubators progidaluable
environments for SMESs to participate and align teelwes with each
other and RDOs. A number of multinationals arevatyi participating
in these incubators. All governments should seekejpicate best in
class incubator models. It is strongly suggestatikby IT&T
customers actively participate in these incubaimovide SMEs with
pilot sites and commercialisation opportunitiess kssential to provide
infrastructure within incubators to support SME#hwimely access to
advisors (accountants, lawyers and financiers) gdrassist with
strategic business initiatives. By way of exampighe Silicon Valley,
leading law firms such as Wilson Sonsini help ereatd shape the way
that SMEs go to market. Another good model is #inadli technology
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incubator program.

Existing program
Stakeholders

Comments on program

Recommended extensions to
program

8.1.4 Regional headquarters
Governments and multinationals

This program has been suctésstiracting some large RHQs to
Australia. There is no apparent ‘lost sale’ repaytio focus on lost
opportunities and why they were lost.

Existing regional headquarters programs have bremst successful in
attracting multinationals to establish regionaldopearters in Australia
for specific functions such as call centres. A netrategic approach
would be to give incentives for centres of expertidich create new
products or services and anchor the multinatiom&ustralia. This
should be a national priority. Multinationals shibble encouraged to
work closely with leading RDOSs, key customers aMES with
appropriate skills to establish regional centres)gfertise. It would be
particularly beneficial to focus on industries wiéustralia is a world
leader e.g. banking and financial services, miaing retail. To increase
the level of multinational investment in Australeapital gains tax and
stamp duty on intellectual property transfer (asoiuced by the NSW
Government) must be reviewed. The current tax enwnirent does not
support the development of intellectual propertpirstralia.

Existing program
Stakeholders
Comments on program

Recommended extensions to
program

8.1.5 125 per cent R&D tax deduction
Government

Definition of R&D should bedwtened.

Since the maximum benefit to the economy is derivben
technologies are converted into business solufiiogis
commercialisation), government should give consitlen to extending
the tax deduction to include some commercialisafimmtions.

Existing program
Stakeholders
Comments on program

Recommended extensions to
program

8.1.6 Software Engineering Australia (SEA)
Government

Important infrastructure.

For IT&T SMEs to be world class they need to depdteir software
based on best-in-class foundations and tools. SHAawilitate this
critical success factor. As this program has oatently been
implemented no recommendations are made, othertéhsuggest that
the value being delivered under this program beeresd, e.g. through
focused SME workshops. These workshops could asare industry
is aware of the value of services offered and ¢aeérship role SEA
could play. SEA should work with existing indusé&tgsociations rather
than duplicating their activities.

Existing program
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Stakeholders

Comments on program

Recommended extensions to
program

RDOs

SMEs are not aware of the patealue of commercialising the
research output of RDOs

Most RDOs have commercialisation programs whicérce IP or
permit new SMEs to spin-off. These SMEs experidgpeal start-up
problems. An alternative model is to encouragetegsSMESs to act as
commercialisation arms for RDOs, perhaps througft pentures. Our
research suggests that, while Government invegtifisiantly in high
risk research and development, and while it hgddoe a number of
programs to support the growth of SMEs, the comiakisation stage
does not have effective programs. It is in the cemmalisation phase
that SMEs have a critical role to play. A modeld®éo be put in place
to deal with intellectual property ownership issues

Existing program
Stakeholders
Comments on program

Recommended extensions to
program

8.1.8 Finance ready
Government

Excellent initiative.

Becoming ‘finance ready’ increases the efficientihe interaction
between SMEs and financiers. Government progranishwirovide
education and training to facilitate SMEs beconifirqance ready’
should be rationalised and best-in-class progréfaseal
Australia-wide. The Queensland Government Finalicé&,
Communications Growth (FIG) program is one of thegpams which
should be considered. These programs should betéargt IT&T
SMEs which are (or have the potential to be) higiwgh companies.

Existing program
Stakeholders

Comments on program

Recommended extensions to
program

8.1.9 Small business advisory service
Government

Very useful but not targetdd&T SMEs which have specific
challenges (see section 4.1.3).

A specific set of advisory services should be dapedl focusing on the
unigue requirements of IT&T SMEs. Government shaddhtify
best-in-class commercial organisations offering aggment and
marketing skills training and put in place a pragt® allow these
expensive training services to be made availabdgdaps of SMEs. By
way of example, most SMEs are technology driveihsates and
marketing driven, and many SMEs have a strong teedvelop
sophisticated selling skills. Multinational IT coampes invest heavily
in sales and marketing training and best-in-clagsssand marketing
training courses should be made available to SMIEs. may require
government support until it is self-funding.
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Existing program
Stakeholders

Comments on program

Recommended extensions to
program

8.1.10 Business networking

Government/DOCITA’s Information Tedbgy OnLine Program
(IToL)

Positive initiative but needwae strategic approach.

This is part of a business networking initiativelas an attempt by
government to be more strategic in networking opputies for IT&T
SMEs. It recommends that networking agents be apg®bito sponsor
relationships which meet an underlying strategisitess case
justification. A good example is networking in theea of e-commerce
associated with value chain re-engineering (e.gri@baceutical
Electronic Commerce & Communications (PECC)). Hhisuld be
particularly focused on when there is an abilityeplicate the
e-commerce solutions overseas, thereby creatingbbd export
earnings for Australia.

Existing program
Stakeholders
Comments on program

Recommended extensions to
program

8.1.11 Export Marketing Development Grant
Government

Highly regarded by SMEs.

It is recommended that this program continuedrtitrrent form. In
addition, government should put in place, perhbpsuigh Austrade and
industry associations, a website which describest 8MESs are doing
in various export markets to allow other SMEs teniify opportunities
for joint marketing initiatives. The ability to levage relationships in
offshore markets is critical and highly valued byEs.

Existing program

Stakeholders
Comments on program

Recommended extensions to
program

8.1.12 Partnerships for Development,
Fixed Term Arrangements and outsourcing

Government
Mixed industry views.

Industry development programs which involve muliimaals should be
re-skewed towards SME patrticipation at the R&D ghéscubator and
commercialisation activity should focus on cooperabetween key
customers and SMEs, particularly where intellecpwaperty will
remain in Australia. In addition multinationals sitah continue to be
encouraged to establish Australian ‘global mandatesentres of
expertise, providing leadership roles in key magegments. In
outsourcing, greater emphasis should be placedaaiding channels
to overseas markets rather than providing locatestn

Existing program
Stakeholders

Comments on program
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Needs further focus and inverstm
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Recommended extensions to
program

It is recommended that an alliance education pradre put in place to
allow a better understanding, by both multinatisreddd SMESs, of their
business issues and how to structure win/win iatiips. Case studies
of successful alliances could be developed asgbainis program.

Existing program
Stakeholders
Comments on program

Recommended extensions to
program

8.1.14 Innovation Investment Fund (IIF)
Government

Positive idea, unsure abouitira.

Government should continue this program. It sh@utgmote its
success by publishing quarterly the level of invesit made by the IIF
companies in IT&T SMEs. Venture capital companiéth & focus on
providing business development skills and accessperienced
executives that can assist SME growth into globaikets make ideal
IIF candidates.

Existing program
Stakeholders
Comments on program

Recommended extensions to
program

8.1.15 Market research
Austrade

Useful resource.

It would appear that market research offered bytrade is valuable
and this service should continue. An opportunitymgist to establish
an IT&T SME website which provides a range of imfiation for IT&T
SMEs seeking to establish their business offshihies could extend to
successful Australian IT&T SMEs being used as atpafi reference to
support other SMEs moving offshore.

Existing program
Stakeholders

Comments on program

Recommended extensions to
program

8.1.16 Business angels

Various commercial organisations/Augtralian Business Chamber,
VECCI etc.

Not well known or regardedT®&T SMEs.

The current business angel introduction servicesaaned at the
general SME market. IT&T SMEs report that the guints are not
sufficiently aware of the dynamics of the IT&T worlAn effort should
be made to establish a service specifically forTt&T industry within
the requirements of the Corporations Law.

Existing program
Stakeholders
Comments on program

Recommended extensions to
program

8.1.17 Capability database
Governments

Valuable but fragmented.

Each State and Federal Government and the indassgciations have
established databases which include SMEs, thetdyats and services.
A common format should be adopted so that capisilend R&D
focus are recorded and are available to be searthélwould enable
SMEs working in aligned areas to be identified Ankied into virtual
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cooperating networks. These databases should bp setthat users see
a single database, even if it is physically distrélal. Maintenance of
this data and responsibility for its accuracy migstvith the individual
companies in the database.

Existing program
Stakeholders

Comments on program

Recommended extensions to
program

8.1.18 Year 2000
Governments
One benefit of the Year 20i3(sds that there is now a much greater

awareness of the dependency of organisations csutteess of their
operational computer systems.

The government should leverage the focus and mamreaf the Year
2000 program to promote the positive aspects ofl'i&o the
boardrooms of Australia.

This message should include:

« Competitive advantage is to be gained from business
innovation.

» Technology-based solutions are the most effectiag w
of capturing, replicating and maintaining innovatio

* Australia really is a ‘clever country’ and SMEs are
effectively one manifestation of this capability.

Australia’s future growth is dependent on a souoheistic IT&T
industry.

8.2 Recommended new programs

Feedback from the Feedback from the focus grougsraerviews with stakeholders, summarised in s@cti
4, led to the following recommended new programs.

Program name
Stakeholders

Program objective

Program scope
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8.2.1 Research commercialisation programs
RDOs (supported by government funding)

e Todevelop and leverage RDO initiated technoloties are
relevant to the IT&T industry.

e Torealise the potential for effective commerciiien of R&D.

e To gain additional funding support and commercéaien
outcomes for these programs.

* To adopt best-in-class business management tools fo
commercialisation purposes.

e To allow government, the IT&T industry and techrgpto
customers collaboratively assess how governmeesinvent in
RDOs is leveraging opportunities for the Australi@&T industry.

« The RDO identifies several three to four year feclisesearch
programs that have the potential of generatingadst stream of
commercially valuable IP.
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Anticipated Program Benefits

The RDO commits to assigning/building a team of
world class researchers and software engineereset
programs.

The RDO offers non-exclusive rights to commercelis
the technology in return for royalties, some portid
which are paid up front.

SME participation is encouraged through R&D start
grants which enable the SME to pay a share of these
upcollaboratively front royalties. The grant is aded

on the SME’s R&D patrticipation and commercialisatio
plan. The SME retains IP ownership of the
enhancements it makes

Conduct research expositions where researchersrres
these programs to IT&T stakeholders

Facilitate the commercialisation process by apjugnibrokers to
drive this activity

R&D is aligned with business benefit outcomes.

Major beneficiaries of the R&D are active earliethe value
chain.

Technology/business solutions are brought to market
earlier.

The quality of the commercialisation process in RD®improved
and thus adopted by the industry as best in class.

Program name
Stakeholders

Program objective

8.2.2 Key customer/industry programs

Government

To create strategic business solutions througlapipdication of
leading edge technology.

To have key customers providing the business
justification for technology innovations which tsdate
into business innovations.

To get senior executive buy-in for active involvernef
SMEs at commercialisation and

application stages of new technologies.

To foster an environment where SME IT&T companies
will secure venture capital

funding for global markets.

To focus SME IT&T companies on global solutions
based on specific customer solutions.
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Program scope

Anticipated Program Benefits

To attract multinationals to work with SME IT&Ts in
bringing products and services to global markets

Appoint networking agents to work with leading edgestralian
technology users and senior executives to identfy
opportunities in conjunction with SMEs. Define $wpe of the
new development, focusing on technology and busines
innovation.

Work with venture capital companies and SMEs to
secure the additional funding necessary to bughbbal
solution instead of a specific customer solution.

Develop best-in-class case studies. For examplenwh
Coles Myer embraced EFTPOS, which revolutionised
the retail industry in Australia, it also assisted
development of Intellect, which is now a world mayn
EFT solutions.

Obtain endorsement of a multinational and customer
references which are important in marketing thelpob
or service.

Work with multinationals to take the solution tabhal markets.
Australian industry gains significant strategic adtage.

Key customers are involved in IT&T development damis.

There is an early take-up rate of the new product o
service.

The involvement of customers in IT&T developments
draws in multinationals, as they are keen to padie
with their major customers on the development of
business driven solutions utilising leading edge
technologies.

SMESs'’ flexibility, skills and intimacy with both
technology and understanding of business drivers fo
key customers are fully utilised.

Product or service is quickly global-ready.

The joint involvement of venture capitalists anditmationals
reduces the risk for both parties.

Program name
Stakeholders

Program objective
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8.2.3 Executive warehouse

Government

To provide easier access to, and greater awarefhdbe skills and
experience of executives who can assist SME IT&Ts.

To have executives available to take SMEs throtgh t
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Program scope

Anticipated Program Benefits

commercialisation and growth phases quickly, thus
maximising value for all stakeholders

Establish a website where:

Individuals and organisations (from Australia and
overseas) with the appropriate commercialisatiolssk
and experience can make their services known.

SMEs seeking specific skills can register theiursgments.
IT&T SME executivesondre helped by people with

commercialisation skills become benefits experidribemselves, thus
adding to the overall pool. The success of thestrguithen becomes self
sustaining. One of the key factors of the Uniteaté&t IT&T industry is
the availability of experienced executives who htaken SMEs
through the commercialisation and growth phases.

Program name
Stakeholders

Program objective

Program scope

Anticipated Program Benefits

8.2.4 Venture capital access programs

Australian Venture Capital Associa(®CAL) and Australian

Information Industry Association (AllA)

To increase the understanding in venture capisadistl IT&T
SMEs of each other’s issues.

To achieve better access to venture capital fimanci

Support VCs in increasing the depth and range of
value-added services to SMEs.

Joint sponsoring of a series of semlyy AVCAL and AllA to:

Develop in SMEs a much better understanding of when
venture capital is available, how to cost effedtive
assess it and the terms and downstream implicabibns
assessing VC funding.

Develop in VCs a deeper appreciation of the chgisrof IT&T
SMEs.

Both industries qualify the potential of relatiois) streamline the
process and time for accessing capital and assisanaging
expectation gaps throughout the period of an SMEgionship
with a VC.

High numbers of SMEs are properly qualified when
applying for capital.

There is a healthier and more effective relationsigtween IT&T
SMEs and the VC community.

Program name
Stakeholders

8.2.5IT&T SME survey

AllA and the government

40



The IT Engine Room

Program objective

Program scope

Anticipated Program Benefits

To provide ongoing information about IT&T SMEs aheir
interaction with stakeholders.

Give a quantitative basis for industry policy
development.

Seek funding to conduct a survey.

Based on the experience from the first survey and i
compiling this report, construct a new survey form.

e Conduct the survey in February each year.

< Provide quantitative information to assess thectiffeness of SME
policy and programs.

e Assess the health of this sector of the economy.

Program name
Stakeholders

Program objective

Program scope

Anticipated Program Benefits
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8.2.6 IT&T SME networking

AllA and the government
e To provide a forum for the exchange of ideas asdss.
To resolve issues and provide input to AllIA and
governments
e Set up a newsgroup open to all Australian SMEs.

« Encourage individuals to take ‘ownership’ of spiecileas and
issues and to make recommendations from the network

* Harness the collective experience of Australian TT8SMEs.

* Provide a ‘voice’ for SMEs.

Make the AllA and governments quickly aware of the
emerging issues.

Provide recommendations for policy development.
Monitor the effect of policy changes.



