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Abstract. After that the first incoming wave of the connected economy is ended,
investors, business managers, consultants and specialists are reviewing their plans,
actions and methodologies. Many e-business models, both B2B and B2C, are
currently under consideration in order to assess and verify their real effectiveness.
The models applied so far have generally shown that, with some exception related to
e-procurement implementations of large enterprises, vertical marketplaces owners
must look for different business paradigms in order to economically survive and to
be actually able to create value to market industries chains they address. In the
following pages two real cases are described, one trading marketplace addressing the
steel industry and one supply chain alike portal built for the Arezzo’s (Italy) supply
chain of gold manufacturing. Both the cases implement innovative business models
and should be looked as a possible evolution of current B2B paradigms.

1 TheB2B current scenario

As some analyst observes, “the first high-visibility Internet businesses conceived to attract
significant investor attention were, at the beginning, in the business-to-consumer (B2C)
relationships, providing facilities for consumers to choose and purchase goods online. It
seemed logical to think, as arelated consequence, a development also of B2B, based on the
“buying and selling” part of the relationship between businesses.

Thus, starting in 1999, and accelerating rapidly through 2000, the focus of B2B attention
was very firmly on those initiatives that seemed to be capable of exploiting information and
communication technology to alter the balance of power in trading relationships. These
initiatives, which covered a wide spectrum of business and technical services, gained the
generd title of “marketplaces,” and, throughout 2000, the focus of B2B activities was on
devel oping marketplace interaction strategies and examining procurement processes.

The focus on the transactional elements of B2B relationships will come to be seen as an
aberrant commencement to the development of the connected economy that will emergein
the 21st century. Businesses interact with other businesses in hundreds of ways. It istrue
that the interactions are generally intended to result in acommercia transaction. However,
for many business rel ationships, the crucial performance-enhancing interactions take place
before and after the transactions, and B2B will expand to occupy these broader horizons “1

Business managers and investors expectations were very high only one year ago. They
understood the strategic importance of B2B electronic model in particular and invest their
money and their commitment, demanding rapid deployment of innovative business
systems, which the IT community was increasingly hard-pressed to deliver. Many of these
systems were new breed of applications, designed to change the externa relations in the
B2B world.

1 Andy Kyte, iEB Europe Gartner Conference 2001, February 2001, London
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These systems work fine on the drawing board. However, actualy developing externally
focused applications as robust, reliable, secure systems with high availability and very high

adaptability was and still currently is a chalenge that only few IT specialists know how to
address.
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Furthermore models of marketplace so far implemented put the stress and focus their
business model on the transactional aspect. This model, which can acts and succeeds - or,
better, survives - in al those case where the liquidity is reached in a sensible spell of time,
does not take into account a natural evolution of electronic ecosystems, where, the
complexity of relationshipsis becoming more and more vital.

However, the connected economy and B2B marketplace models with it have just started
their evolution and growth that will not be stopped; they just need some adaptation
mechanism to consolidate the new paradigm.

Thus, after that a first pioneer period went by, where marketplace models have attracted
business managers and, consequently, finance investors, showing the possible strategic
value of web technology, i.e. the ability to extend the enterprise business model and to
improve process efficiencies, now that paybacks have not been respected and investors
begin to retire their support, the marketplace model must be readapted and re-engineered.
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In order to better respect investors and business managers constraints and expectations, i.e.
to present a more redlistic behaviour of the promised return of investment, it is now crucial
for marketplace business model, to take into account the following aspects:

- membership and brand is more important than transaction feg;

- quality and quantity of services can aggregate other partners, which can bring additional
financial resources and customers, in order to give more value to the industry they
address;

- processes begin before transactions and continue after it; support must be given to a
wider range of customer tasks.

In the next pages two significant real implementation case have been considered. The first
concerns the possible evolution of a typica vertica marketplace positioned in the stedl
supply chain. The second shows how a service centre for a geographical industrial district
populated by many fragmented small enterprises, can give vaue to the supply chain and
present avalid paradigm to overcome the “digital divide’.

2 Case Study 1: u-steel.com
2.1 General Aspects

U-Stedl is the first next generation e-marketplace, neutral, independent and completely on
line, to be dedicated to the commerce of steel and related services. Initially launched in
September 2000 in large part thanks to a group of European partners such as COFACE (F),
Falck Group (1), Mastr@ (1), Iperbusiness — TC Group (1), Sopaf (1) and Mittel Generale
Investimenti (1), U-Steel’s aim is to bring the most qualified players of the steel industry
online, increase the consumers purchasing power and expand the markets.

From an operational perspective, U-Steel is an e-marketplace integrated with a large
number of support services. Strategically, however, it is not just a virtual channel between
buyer and seller but also an important tool to allow all supply chain participants to become
apart, easily and safely, of the steel’ sindustry future dynamics.

All effective members of the marketplace who purchase stedl through U-Stedl are certified
and assigned a credit rating by COFACE, worldwide leader in credit certification. Sellers
who require total guarantee of their credits towards other U-Steel members can take out a
credit insurance policy offered by COFACE exclusively to the portal’s subscribers at
extremely favourable terms.

When in 1999, as a group of friends, the founders came up with the idea of starting a
company with the purpose of building an e-marketplace for steel, they immediately
understood the huge importance of the project. Shifting to “virtual” steel meant entering a
dimension completely new to the steel industry, traditionally tied to the business rules of
the so called “old economy” .

In order to be successful, this new initiative required three elements. high level
stockholders, capable of ensuring neutrality and independence to the marketplace;
managerial staff knowledgeable in both the steel and the information technology industries,
and finally the most advanced technology available.

The idea was presented to a number of potential partners all of whom accepted the project
with great enthusiasm, starting from Iperbusiness, of the TC Sistema Group, who became
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the technology partner, taking responsibility for the coordination of the project and the
system integration requirements.

U-Steel has chosen a business model mainly based on the concept of membership, contrary
to other initiatives based solely on the transaction mechanism. In an industry like steel-
working, which only in Europe claims a turnover of approx. 285 million Euros, U-Stedl’s
further objectives is to bring together partners who have a technologically innovative
offering, placing particular emphasis on the technological brand.
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The marketplace starts off as a platform on which a number of additional services can be
included; the objective is to increase the offering based on the efficiency of the cycle with
other services ranging from insurance, credit, logistics, al the way to integrating the
partner’ s IT infrastructures with a technology across platforms.

U-Sted’s transactional system is globally among the most advanced, with a variety of
exchangeable products including plate, coil, rod, wire, pipe and specia irons and steels.
Additionally, there is the possibility of marketing excess lots or scrap lots for the plants.
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When a purchaser wishes to find a potential seller, they choose the product to buy, select
the supplier and can contact them through the marketplace to establish prices and terms by
means of an interactive chat.

This way U-Steel becomes the point of contact between purchaser and seller, the location
where the negotiation is conducted and finalized, regardliess of where in the supply chain
the negotiation takes place. The model allows considerable savings in terms of time, cost,
and back-office infrastructure.
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But the portal is not only about buying and selling; thisis just the initial step of an online
process to which it will soon be possible to add additional services such as invoicing,
logistics, warehousing, management and handling, accounting, credit management.

Overadl, a system capable of handling al processes not strictly connected to the steel’s core
business.
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Who are the players interested in accessing the marketplace? The system potentially
involves all components of the cycle, from the manufacturers to the retailers, from service
centres who purchase large amounts and resell smaller lots of semi-finished product, to the
retailer or storekeeper who distribute the product to end users.

U-Steel does not promote disintermediation, on the contrary it encourages the repositioning
of sales figures who previously benefited from the inefficiencies of the supply chain and for
whom it is now possible to become value added consultants. A trading tool only adds
another level of competition within the procurement process.

A seller approaching U-Steel is given the opportunity of publishing their catalogue directly
on the marketplace, complete with prices and current available stock, or with the option of
showing only the products without any further information. In both cases the subscriber is
given the possibility of integrating the U-Steel catalogue with their own Information
System so that each transaction results in a warehouse operation, a production cycle
advancement or a purchase order.

Alternatively, the manufacturer may ssimply replicate a portion of their product catalogue,
put it on line and choose when to synchronize the two systems.

Exchange Searching for in the catalogue

.
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The technological components was chosen, developed and implemented by Iperbusiness on
the BroadVision application. Hewlett Packard was chosen as outsourcer of all the systems
management services, including the environment infrastructure (premises, power supplies
and surge suppressors/generators, security systems, fire prevention, local area networks,
etc.) and the required hardware platform housed in the HP Data Centre located in Bergamo

0)

The system, designed and commissioned in just 4 months time, is based on a UNIX HP UX
operating system, is configured on two HP9000 A400 clustered Web servers, two HP9000
A500 to run the BroadVision applications, and an HP9000 A500 box acting as DB server
with the Oracle database. The information is stored on two HP SureStore ESC10 clustered
devices with an HP SureStore E 2/20 backup library.

The network is based on two Cisco 2900 routers, a Cisco Loca Director 416 firewall and a
Cisco PIX 525 in faillover. The entire system was designed to provide the highest level of
availability and with doubled security and load balancing systems, it was built to handle an
initial volume of 1.200 usersin its first months.

Furthermore, HP specialists handle all the system resource administration activities
ensuring the users seamless and transparent functionality.

2.2 The business mode

The business model of u-steel.com is based the on typical characteristics of the European
steel supply chain and on the model of a B2B marketplace.

The European steel supply chain is formed by a very limited number of large steel
producers and brokers, which are positioned at the top links of the chain, and by a great
deal of other smaller players, grouped in deders, Steel Service Centres (SSC) and final
companies which transform and use steel components in their own production. Even though
this supply chain includes the presence of large producers, brokers and even buyers ( large
automotive industry enterprises), the typical power play iswell balanced inasmuch medium
and small companies can usually buy steel also oversee, i.e. Americaand Asia.

Thus, u-steel, which includes among its partners ex-business managers of the steel chain
who know very well the market and the industry behaviour, is positioned as a vertical,
neutral, independent, aggregating and collaborative electronic market maker for steel
trading exchanges and other services, in order to satisfy needs of al the players and to
support al the competitive forces of the steel supply chain.

Thus, first of al, u-steel is a vertical marketplace, which implements typical processes of a
well identified market and industry where trading activities are accomplished in a particul ar
context.
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It is neutral, inasmuch it is neither “seller” or “buyer” advocated. It offers to both the
groups of players an eectronic trading place where enabling secure commercia
transactions and other services. Buyers and sellers can access the site and operate using the
typical trading approaches: catalogue searching and sourcing, on-line and even interactive
exchange and offer-posting processes.

The expected macro benefits produced through these approaches can be grouped in the

following main classes:

- improving efficiency of inter company operational processes, by reducing the typical
time usually needed to manually accomplish the same tasks,

- enhancing commercial visibility and exploitation of resources, particularly for Steel
Service Centres and small Dealers, which can reach a larger audience of final
transformers

- reducing buying cost, in term of final price, for small and medium transformers that can
increase their ability to compete;

- reducing stocking and work in progress costs of the whole supply chain through a better
synchronization of production, distribution and delivery

Furthermore, taking into account the peculiarity of the European steel supply chain, u-steel
will offer in an immediate future also a very sophisticated auction based system, which will
give the opportunity to large producers, i.e. steel mills a brokers, to launch forward actions
on the European market and which, on the same time, will provide to small deadlers and
transformers with a mechanism of reverse actions to buy at better conditions also on
oversee marketplaces.

Auctions

Auctions
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U-sted is aso an independent electronic market maker, inasmuch it liesin awell balanced
power play position. Its claimed mission is “acting as informediary on the steel market”,
with no particular preference for any side.

The historical role of shareholders partners ensure both the knowledge of the steel supply
chain, through the Falck Group currently involved in the utilities industry, and the absolute
transparency and independence, being the others well known players of other industries.

But u-steel is an aggregating and collaborative market maker as well. These issues
represent the innovative aspects of u-steel business model.

In fact, after that the “hype cycle’” of the connected economy have shown failures and
constraints of an expected “no limits’ growth, u-steel proposes a further possible direction
in a marketplace model evolution. U-steel offers other services, by aggregating other
business partners and delivering new functionalities which create new value for the steel
business community.

There are two types of services that u-steel delivers: business services and technological
Services.

Business servicesinclude:
- credit insurance ( aready delivered at the moment)
- logistics delivery.

Technological servicesinclude:
- processintegration;
- platform outsourcing.

Credit insurance gives the opportunity to sellers to insure their credit, following a credit
rating mechanism classified and tuned by Coface (F), one of the worldwide insurance
market leader and one of the u-stedl shareholder. Through these functionality, the seller can
decide if insuring his credit and thus electronically activate the operation with an automatic
interaction with the Coface credit system, in order to assess and possibly accept economic
conditions, as proposed by Coface. The seller pays afurther transaction fee for that.
Logistics delivery, which is not currently available, but it will be in the future, will give the
possibility to the buyer to choose a possible logistics and transportation player to be
electronically involved in the process, in order to deliver goods in a specified spell of time.

Process integration means the availability of integrating, when needed, the information
system of both seller and buyer, in order to automatically accomplish severa collaborating
processes, i.e., procurement, fulfilment, billing, invoicing, through an XML interface. It
means aso the possibility to be integrated with other marketplaces supporting the same
feature, in order to extend the catal ogue interaction to other “ecosystems”.

The most innovative collaborative aspect of u-sted is the availability of a technological
platform, which can be rented by supply chain players. The technologica platform on
which u-stedl is based is a very flexible architecture provided by BroadVision and Oracle
“best of breed” components. It ensures the possibility to build separate and independent
environments where different players can implement their corners. In this way, a steel mill
company or abroker for example, can also deliver their own extranet, outsourced to u-steel,
avoiding the investment of a huge amount of money in a capital expenditure which would
ask them large finance resources and would force to track a control the return of
investment.
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In this model, on the contrary, u-steel has the possibility to reduce his payback time and
thus to shrink its ROI, while other players receive the value to have their own environment,
classified as a variable cost in their profit and loss account. In other words, u-steel can
reduce the initial trade-off between revenues and costs and the other players using the
feature, use the platform as a general expenditure and do not directly involve themselves in
technology, which is not their core business.

In this sense, the u-steel model appears as a vertical model for trading and commercia
operations, and, on the same time, as an horizontal model for distributing his technological
skills and services: a sort of a hybrid, new model, where u-steel can act as a Business
service provider as well. A moded that, taking into account the current evolution of other
vertical marketplaces in other industries, can be considered a valid evolution and a possible
successful paradigm.

2.3 Therevenuelines
The u-steel model is built on the following economic revenue lines:

- membership fee, which is an annua fee to be paid by sellers and buyer in order to
operate on the marketplace;

- transaction fees on goods, as a percentage of the total amount

- transaction fees on services delivered by other partners ( credit and logistics)

- annua feefor ERP integration, following defined technological standards

- annual BSP fee, which is ayearly based fee for using the platform hosted by u-steel and
adequately customized on customer needs,

- advertising.

U-steel will involve more then 6.000 European users after three years and will trade more
then 5 millions of steel tons in the same period, the 3% of the whole European market.
Expected revenues will be over 40 Millions Euro at the third year.

The www.u-steel.com site, which is currently available for test purposes to a limited
community of “family and friends” players of the steel supply chain, will be launched and
delivered worldwide on the 20" of June 2001.
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3 Case Study 2: up2gold.com
3.1 General aspects

Up2Gold.com is a service centre conceived to deliver consulting and technological services
to the supply chain of gold and silver manufacturing located in Arezzo (1). Arezzo is one of
the most important industrial site for gold and silver manufacturing, a typical Italian
industrial district which geographicaly groups many SMEs belonging to the same supply
chain.

At the beginning of the gold supply chain there are the raw material suppliers, larger
companies, which are in a limited number, while production plants are divided into a
plethora of small and very small companies linked together by complex multi directional
channels.

The distribution layer is, again, a“long chain” where various intermediaries and dealers are
involved before reaching the end user.

These large companies controls the supply links and schedule main production flows, while
large dealers mainly govern the sales channel and, in particular, the export market.

As mentioned before, the productive part of the supply chain is very fragmented and
powdered in a myriad of SME, involved in production sub-phases mainly as third parties.
As it is usua in these cases, they do not participate to the research and development
process; they just execute and manage orders received from other supply chain links.

These enterprises are often familiar companies, involving even less than 10 persons and
unable to base their activities on some information system, which would be useless yet.

The final production output is finished goods like gold chains, rings, ear-rings; the product
is considered to be medium quality goods, usually competing with Indian and Far East
equivalent productions.

Such a supply chain, despite its pervasive presence in many other sectors, is obviously
inefficient, for the following reasons:

- main obstacle to amore efficient chain is, as said before, the dimension of the company
involved, the number of company and the related fragmentation;

- moreover the efficiency of the chain seems to be influenced by the flow of information
regarding stock or availability of goods or raw material. In fact while the commercial
side of the chain (the end) does not know the availability, prices, quality and other
information, the producer does not know the real needs of their markets in order to be
able to adequate their production volumes, stiles etc.;

- third type of inefficiency is linked to the sales forecast or production schedule which are
extremely difficult to govern, because of a very fragmented catalogue of products:. is
very common the case of a catalogue with more than ten thousand articles, and
practically every company has a catalogue of thousands of articles. Moreover many
articles are subject to a season waves, other are linked to styles and stylists.

The result of these inefficiencies are, of course a poor service at the end user level like
unavailability of productsin certain period of the year, or, which is worst due to the cost of
raw gold, obsolescence of entire stock with the consequent inefficiency at the producer
level. This also causes lack of competitive presence in those markets where the new
comers are getting more and more aggressive, due to a lower production cost and a more
flexible supply chain.

10
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In order to better understand the subject, the Arezzo's gold and silver supply chan is
described by the following figures:

Site 1-9workers | 10-49 workers | 50-99 workers | 100-999 workers | Total
Arezzo
Companies 991 269 7 4, 1271
Workers 3366 4547 423 1279| 9615

Thetotal Italian production export of gold and silver goodsis:

Region Production export 1989 Production export 1999
(billions1TL) (billions1TL)
Europe 1173 (28.15 %) 2323 (28.76 %)
North America 1684 (40.41 %) 2694 (33.36 %)
Latin America 175 (4.20 %) 634 (7.85 %)
Middle East 468 (11.23 %) 747 (9.24 %)
Far East 379 (9.10 %) 860 (10.65 %)
Others 288 (6.91 %) 818 (10.13 %)
Total 4167 (100 %) 8076 (100 %)

Arezzo's supply chain shares the 20% of that globa export, i.e. more than 1.500 Billion
ITL. Thetotal Arezzo's gold and silver production is more than 6.000 billions ITL.

The aim of up2gold.com is offering a class of services to overcome the inefficiencies above
described, through the deployment of the a service centre, able to deliver:

- consultancy services to help managing personnel, legal and work trends issues,

- ERP services, with particular stress on Accounting and Payroll application;

- A B2B supply chain marketplace to exchange raw material, semi-finished goods and
human resources work availability and to interconnect along the chain goods
availability and stocks;

- A B2C marketplace, sell side oriented, in order to increase sales of medium size
companies

The shareholders of the up2gold are:

- Arezzo's and National artisans associations (CAN);

- TC Sistema SpA and Datamat SpA, two famous I T players of the Italian market;
- FlyNet, alocd ISP,

- Bancaddl Etruriaede Lazio, whichisalocal bank;

At the moment, only the “brochure” web site is active, inasmuch managers of the company
and external consultants are preparing detailed user requirements and the final business
plan. Yet, general concepts and strategic issues of the centre have aready been designed;
the marketplace model appears innovative and suitable to fit chain needs and SMEs
expectations. It can be considered as a new paradigm for supply chain local systems and
exported and disseminated to other SMEs districts: area B2B best practice.

The centre will be ready to deliver its services by the beginning of 2002.

11
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3.2 Thebusiness model

When considering the business model of up2gold.com, it is necessary to underline that the
company is a service centre which delivers a set of services supporting a supply chain. It
means that the centre offers traditional B2B services along with “connected economy” like
type functionalities..

Yet, even though the business model of the centre is very articulated and all of its
components should be considered and analysed in a broader perspective, for the purposes of
this paper we would like to draw the attention to the marketplace part, which is an
innovative B2B model and include elements of as Supply Chain Management approach.

When addressing this marketplace, it is necessary to take into account typicality and
behaviours of the supply chain to which it belongs. As aready mentioned before, the
Arezzo's gold chain is a very fragmented network of small suppliers all working for a few
larger enterprises, which act as raw material suppliers and distribution channels. These
companies control the chain and play a strong power role; they make the research and
development, i.e. design gold and silver final products, schedule large scale production (
distribution and sale channels, in particular) and control the raw material procurement
process (raw materia suppliers). They usually involve the other links of the chain as third
parties, requesting them to produce finished or semi-finished goods by a well defined
delivery date (make-to-order).

This links, on their turn, involve other links of the supply chain, ordering sub components
and other semi-finished goods, scheduling delivery dates, and so on, along the whole
supply chain. All the sub producers links must generate by and large the following tasks:

- procuring raw material, buying it in general from large raw material suppliers,
- procuring human resources or other smaller production companies,

- procuring semi-finished goods, if any, from other chain players;

- producing components as ordered;

- delivering goods;

The value of information in accomplishing these activities is very high; if existing, it
would reflect in a larger economy of scale, and in a better stock and delivery efficiency.

12
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Sometimes it happens that sale channels must refuse oversee orders, inasmuch they are not
able to declare on time a right delivery date and final prices to customers, for a lack of
updated information!

These activities are not supported by an integrated information system and this fact, as

already mentioned above, generates inefficiency to the whole network chain.

Up2gold.com is building a marketplace which offers two important services to the

companies:

- atypica exchange marketplace, in order to accomplish the first three activities as above
described: procuring raw material, semi-finished goods and human resources. This
marketplace gives raw material suppliers the ability to exchange gold and silver and
give other enterprises the possibility to buy possible semi-finished goods from others
stocks and/or human working resources availability. An additional auctions and reverse
auctions system is included, in order to sell stocks or buy components at a more
convenient price;

- a collaborative system to support a supply chain management marketplace. Through
this remote system, accessed via web, any company, even small enterprises, can give its
availability-to-promise, by claiming their actual stock availability, production capacity
and, of course, prices. This system can give the sae channel an immediate picture of
both the order progress status and the possible make-to-order availability of the whole
supply chain.

The model that up2gold.com implementsis not exactly that of a Supply Chain Management
marketplace, inasmuch production orders scheduling is not taken into account. It is a sort of
warehouse and stock availability integration, useful to catch up-to-date information before
and after the order is assigned. “Before the order” means that the sale channel can assess
and verify on line possible availability along the whole supply chain and possible delivery
dates to communicate to customers. “After the order” means that the sale channel and other
links of the chain can assess on line the real progress status of orders, controlling the actual
delivery date.

This modd is very ssimple; no information system is required to SMEs; they are only

requested to keep updated their order profile, by entering simple information at

up2gold.com site.

Up2gold.com conceived this marketplace model in order to match actual requirements of

SMEs based supply chains, i.e. the typica Italian industrial chains: Up2gold.com named

thismodel Partner Chain Management (PCM).
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3.3 Therevenuelines

The up2gold model is built on the following economic revenue lines:

membership fee, which is an annual fee to be paid by any company in order to access
the centre services,

- transaction fees on goods, as a percentage of the total amount;

- annual feefor consulting and ERP function access;

- advertising.

U2gold will involve more then 1.200 district companies after three years; the value of
transaction involved will be more then 1.000 billion ITL.

The current site is only for presentation and advertising purposes. The service centre will
release its services progressively, starting from the beginning of 2002. The marketplace in
particular will be launched and delivered by the first quarter of 2002..

14



