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The main objective of this presentation is to give an overview of the why, how
and what on B2B e-commerce. Aspects covered include business models,
benefits, collaboration options, and e-finance.

Although B2B covers the socalled e-marketplaces, also buyer and seller sites
are a component of this domain. There is however a major distinction between
them, which is that buyer and seller sites are by nature one-to-many, whereas
e-marketplaces are many to many. The many business models which exist
within the area of e-marketplaces mainly distinguish themselves from
eachother by how the marketmaking and pricesetting mechanisms work.
Exchanges for instance operate as spot markets, with instant price setting,
whereas auctions can take weeks for the final price setting to occur.
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The main reason, next to highlighting the dominance of these players, Ariba
and CommerceOne are covered to illustrate how first mover advantage can be
important, although it is not the only criteria for success. E-finance is
addressed because this industry, albeit for other reasons, and in a different
manner, is next to the music industry, a good example of how digital products
and services can revolutionise entire industries by merely going online.



Forces driving B2B

Technology Customers
‘e’ technologies have been responsible for There has been a fundamental shift in power
liberating ‘pent-up’ industry pressures from supplier to buyer

= Shift from proprietary to open standards = Customers are more sophisticated

= Commoditisation of technology
= Faster time to market
= New business models

Transparency of service and price required
Full service solutions required

Shorter product life cycles

Increased counterparty identification and
decreased trade risk

E-markets
Market Competition
The industry value chain has been broken Competitors are in a ‘land grab’ race,
down and rebundled into a customer-centric seeking scale and infrastructure dominance
value web = Formation of utilities to create scale
= Increased mitigation of risk = Mergers and alliances into the value chain
» Growth of cross border volumes = Development of new distribution channels
n Liberalization of regulatory control = New entrants
» Breakdown and rebundling of the value = Incumbents taking defensive plays, placing a
chain and supporting financial services number of strategic options
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In summary, the added value of B2B for businesses can be summarised as
this :

1. Trade used to be fragmented by geography. This lead to inefficient markets
and unaware buyers and sellers.

2. Interactions between companies are labor- and information-intensive. All
collaborations used to be manual, even today, inter-company integration is
pretty much non-existing (with the exception of good old EDI). Increasingly,
inter-company processes and information will be channeled through B2B
platforms.

3. Supply chains are bloated with excess inventory, because predicting the
right mix and volume of products is almost impossible. Internet-based supply

chains will have (eventually!) the ability to subsitute inventory with information.



The B2B landscape
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Most industries have a clear horizontal or vertical nature. One exception is the
finance industry, which is highly relevant in both orientations. Moreover, the
intersection of the industry with itself proves to be a highly dynamic field,
including a.o. capital markets.

The ‘bitability’ of financial products and services, the high added value of
many-to-many interactions and the relative wealth of this industry make it a
role model for B2B (and B2C) e-commerce.



What makes B2B work : Critical Success Factors

Criteria for success Barriers

Perishable Highly customised
Product related Highly standardized

Low-cost

Frequently traded

Fragmented market Strong position of existing
Industry related Cyclical or unpredictable demand/supply intermediaries

Multiple distribution steps

Industry knowledge

Recognition as an industry leader

Relationship of senior mgt with senior players present

Offer transaction pattern analysis back to participants
Customer service related (eg Instill in foodservice)

Offer free advice

Personalise through CRM

Offer payment services

Offer logistics/transport services

Offer insurance services

Target market is PC literate Impact on IT unclear
Technical related Manage integration (XML) Implementation cost

Have consultants ready to do technical hook-up

Easy catalog creation

High switching cost

Cover all 4 areas of purchasing Disrupts existing business
Organisation related Efficiency improvement Impact on organisation unclear
Reduced processing costs Cost of re-organisation

Reduced manual labour

Improved control over business operations
Lower cost of sale

Lower customer acquisition cost

Maximise value chain offering

Presence of large buyer or existing market maker Cannibalises existing business

Commercial related Have a recognised brand Channel conflict
Promote trust Limits face-to-face contact
Improve negotiation power Price erosion
Foresee virtual private marketplaces Offering becomes commoditized
Foresee multiple market-making mechanisms (auction, Limited differentiation, difficult to
exchange, barter) demonstrate added value

Monopoly issues
16 May 2003 Unclear ROI 5

From a first attempt in defining these success factors based on the 3C model :
Content, Community and Commerce, we have now come to a more
substantiated and complete picture.

When defining their own implementation strategies, SME’s can use this matrix
as a guide to steer them in chosing the right ingredients for their B2B mix.



How to make B2B work : the business and governance model.

1. Pre-transaction

1.1 New Member Registration
1.2 New Product Registration
1.3 Product Presentation

2. Market

2.1 Bid & Offer Management
2.2 Risk Management

2.3 Execution Management
2.4 Trade Reporting

3. Delivery

3.1 Terms & conditions
3.2 Delivery Instruction
3.3 Freight enabling
3.4 Reporting

4, Payment

4.1 Document Trade

4.2 Re-verify Financing

4.3 Settlement Instructions

5. After Sales

5.1 User Self Help

5.2 Manuals Publication
5.3 FAQ

4.4 Exchange of Assets
4.5 Reporting

5.4 Reversed Logistics

2.5 Trade Management

6. Credit Services
6.1 Establish Credit Rating
6.3 Provide Credit Info.

6.2 Maintain Credit Info.

7. Financial Services
7.1 Pre-approved Financing
7.4 Authorize payment

7.2 Extend Financing 7.3 Access to Existing Balances

7.5 Insurance

8. Surveillance

8.1 Surveillance (Pre-Trade)

8.3 Monitor Clearance Activities

8.5 Monitor Post-settlement Activities

8.2 Monitor Market Activity
8.4 Monitor Settlement Activities
8.6 Effect Halts/Assess Fines

9. Regulations (SRO)

9.1 Perform Outreach Activities
9.3 Monitor Member Operations
9.5 Perform Detection
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9.2 Establish Rules
9.4 Monitor Customer Complaints
9.6 Resolve Disputes

Again, this chart can serve for SME'’s to, in function of the business processes
included in their e-commerce effort, investigate what underlying services, tools

and practices are critical.



The dominant position of Ariba and Commerce One :

an explanation

Auctions
(purchase or sale
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volatility)

Software
(provide infrasturcture)
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The main reason why there are only 2 dominant players are :

1. As of 1998, when the first e-marketplaces were emerging, the major
software and IT vendors were solely focussing on ERP and Y2K.

2. Volatility on the Nasdaq has made it almost impossible for challengers to
find the required financial backing. They are or already have been eaten by
the big fish.

3. Once a dominant player is present, his attractiveness to his existing
and potential customers increases exponentially, and so does his
intrinsic value to his shareholders ==> a vicious circle, which no one
party can escape from.



Dominance in Key Markets

= ARIBA = CommerceOne

= ARIBA hosted a reverse auction = Metals & Mining : 59 %
for the Federal Government. = High Tech: 39 %

= US Government spending = Utilities : 45 %
respresents roughly 15 % of US
GDP m Paper & forestry : 66 %

= Aerospace: 78 %
= Automotive : 64 %
= Energy:62 %

These industries represent
roughly 20 % of world trade

If 20 % within a vertical market is conducted
via the Internet, the ‘tipping point’ is reached
(Morgan Stanley Dean Witter)
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These figures are takes of ariba.com and commerceone.com. The latter
mainly illustrate the potential dominance : i.e. the potential trading partners are
connected to eventually get to these percentages.

Another main proof of the dominance is that most large software vendors, such
as SAP, IBM and Microsoft team-up or collaborate with either Ariba or
CommerceOne.



Types of purchasing addressed by e-marketplaces

What businesses buy
Operating Inputs  Manufacturing Inputs

A fE——
How businesses buy

Catalogus Aggr.
Systematic Catal?,\%R%s) Aggr or
sourcing EDI

Spot sourcing Auctions Exchanges
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Most purchases conducted by companies can be divided according to this
matrix. One major type of purchasing is not included : project related
purchasing.



Where are the benefits

What businesses buy
Operating Inputs  Manufacturing Inputs

How businesses bu .
y What businesses save

Catalogus Aggr Catalogus Aggr

Systematic MRO or
sourcing ( ) EDI Inventory

The US had a 1.37 $
A A

trillion investment in

inventory in 1998.

Spot sourcing Auctions Exchanges Excess Inventory
Excess Capacity
Exceptions
Processing

Purchase Orders Cost of material

Processing PO’s consumes  Purchasing Manuf. Input absorbes
25 % of a purchasing dept. 40 % of Corporate Revenue
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Benefits to be reaped are very different, depending on the type of purchasing
addressed. For example, buying office supplies will not lead to a substantial
reduction in tied-up capital, but the processing of (small value) orders can

drastically improve. Also the reduction in ‘Maverick’ buying is a major benefit.

On the other spectrum : buying car components in the automotive industry via
electronic means can lead to subtantial reductions in inventory, heating
warehouses, and working capital. EDI serves as the role model, facilitating the
strategically important JIT processes.

Examples of benefits are :

1. British Telecom saved 105 $ on an average processing cost of 113 $in a
period of 6 months.

2. FEDEX’s Purchasing B2B initiative had an ROI of 11 months instead of the
planned 36 months.



Where does collaborative commerce equals supply chain

integration What businesses buy

Operating Inputs  Manufacturing Inputs

ow does collaboration
A

. look
How businesses buy
) Catalogus Aggr Catalo%L:s Aggr Supply Chain Integration
Systemahc (MRO) EDI Vendor Managed Inventory
soureing ERP//MRP

Ad Hoc, One-time

Spot sourcing Auctions SRS integration of
value added services
Supply Chain
Workflow tools Integration
(Internal Blanket Orders
customers) (external
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Collaborative Commerce comes in many shapes and sizes. Supply chain
integration is just one of many types of collaboration. Other forms are
horizontal added values to facilitate a ‘spot’ or one-time trade (eg. Credit
checks will be highly valued when dealing with unknown trading partners, or
mitigating risk by linking a derivative for the trade).

A third form of collaboration, which comes into play when trading operating
inputs (eg. MRO products) is the workflow management to streamline the
internal purchasing process.



How to look at value chains for defining an e-strategy
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The first trivial analysis is to identify the relevant industry in which you operate,
and with which other industries you interact.



How to apply B2B models in existing industries ?
Look at value chain analysis.

Some examples :

Automotive Industry

Supplier Production Distribution Consumptio+

Raw Compo- Systems Car Dealers
Materials nents & &
makers
Parts modules After

sales

@ @ D InConnection Q9
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. Car makers’ online e-marketplaces, such as Covisint.

N

. Suppliers’ online e-marketplaces.

w

. Direct sales and after sales to consumers

4. New intermmediaries in car sales

5. From supply-pursh to demand pull : using online tools to maximise the
usage of information in the supply chain.



—_—

How to apply B2B models in existing industries ?
Look at value chain analysis.

Music Industry

Artists Agents Publishers Wholesale Retail Consumers

YISO
@ &) o ©
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. Direct digital delivery, eg. David Bowie

. Talent scouting, eg. iCast.com or MP3.com

. Direct digital delivery by music publishers

. CD sales via the internet, eg CD-now

. Digital music portals, eg Sony, MTV

. C2C, eg Napster



How to look at value chains for orientation in five steps

STEP 1 STEP 2

O 2 2 ) o 020G
STEP 5
A A
Catal Aggr.
" CatanNglgRuos Aggraaogours o8
L) EDI
A A
STEP 3 : 1 to many or many to many Auctions Exchanges

STEP 4 : is product or service ‘bitable’ D InConnection :

In Five steps, SME’s can do an initial analysis on where there ‘best fit’ is
situated.

Step 1 is to establish the relevant industry and other relevant where trade is
condusted.

Step 2 looks at the specific value chain for that industry, looking at where
opportunities arise.

Step 3 and 4 are trivial but important to establish the best business model in
B2B e-commerce, and the potential to re-shape the model.

Step 5 looks at the type of purchasing that SME’s may want to facilitate,
together with their customers in the entire e-commerce process.



Understanding the potential roles of financial services
providers in e-marketplaces

m Create similar marketplaces
themselves

= Team-up with corporate
customer(s)

m  Manoevre into a value added
proposition by acting as
treasurers (eg Bank of America
to Farms.com)

m Launch a marketplace of
complementary financial services

m Launch a marketplace of novel
financial services within the
finance industry
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Financial service providers look at a promising future in the B2B arena.
They can play 5 potentially important roles.



Where do financial services come into play

What businesses buy

Operating Inputs  Manufacturing Inputs

How businesses buy What e-finance tools
. Catalogus Aggr Catalogus Aggr are needed
Systematic (MRO) or
sourcing EDI Transaction Processing

Spot sourcing Auctions Exchanges Advisory Services
Risk Management
Services
Advisory Services Advisory Services

Transaction Services  Risk Management Services
Transaction Processing

Servicesl
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The various types of purchasing ask for different types of financial services.
Systematic sourcing will usually be done with known suppliers, who do not
need credit checks. One-time spot sales of eg. excess inventory on the other
hand may benefit from a credit check. Exchange-type of trade will need risk
management tools.



Already, numerous non-banks successfully deliver key
services along banks’ value chains

Encroachment on the Banking Value Chain

Assessment Risk Market Store of Advisory
and Analysis / Management Making Value Services
\

Back-End Information Sys){ms | Front-| E\d Informsn Systems \
Network Infrastruptur

Offer financial
Bank IT information
outsourcing over the Web
contracts

InConnectlon

Customer

Transaction \ Acquisition
Processing and

Managemen
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The digital nature of finance products and services has made that this industry
is highly prone to re-intermediation.

From back-end to front-end, various other players have positioned themselves
in various places in the value chain of this industry. Some of them are
incumbents who re-invented themselves, others are pure ‘dot.com’ players.



Current players

t!j—_-._i

Select account information view
Bill-pay services via CheckFree
Virtual retail banking branch w/
Deutsche Bank (Bank24)

Financial Webcasting/Channel
Developing a consolidated financial
view capability

“Intuit

+ Account information from multiple
financial institutions via "My
Account” @ Quicken.com

« Bill presentment & payment services

+ Online tax preparation

« Personalized financial dashboard,
news and alerts via “My Finance”
@Quicken.com

s

A

« Stock screening & portfolio analysis

« Financial Internet vertical portal

« EBPP services in cooperation with
Intuit

sdiysuoneje iy}

puedxa 0} Buiyass ale
slafe|d |euonipes)-uoN

« Financial Internet vertical portal -
MsMoney.com, Net@Bank, Goinvest.com

+ Online banking - co-branded solution
with Scotiabank

.
“INSWEB
Whare o o o st el Cich ™
« Insurance aggregator site - Sells insurance
policies by referring member underwriters e.g.
Allstate
+ Specialized vertical portal (Articles, Tools)
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rold & new

Retail
Banking

Emerging financial
services model

Wholesale
Banking

seeking to expand their

product lines Lo beyond

financi

WEL

FARGO

« Spectrum alliance for EBPP
services

Internet destination site evolving
into an independent portal-like”
website addressing life’s events
from a financial perspective

eBusiness™ Internet portal site
facilitating trading and other services
Merrill Lynch DirectSelect™
eShopping™ Internet portal site
Direct Markets Online - Institutional
investor portal

Fidelity Investmeonts

« Transaction capable vertical portal

+ Powerstreet.com ® in cooperation with
Excite @ Home

+ Online tax preparation capability @
fidelity.com in cooperation with Intuit

Bankof America.
S
+ Wireless banking ’)’/
« Electronic bill presentment &
payment in cooperation with Yahoo!

==
=

« Member FDIC; State Farm FSB (Bank)
« Distribution through ATM’s, Network of 600
Agents and online @ statefarm.com

. C i features @ m.com
« Integrated products; e.g. auto loans & leases
InConnection

A few examples of incumbents.




Currently :

Order Delivery

= Goods are checked

With Orbian :

Order Delivery

Integrated, community-based payment
and finance solution that frees up
working capital by capitalising on

the improved liquidity and visibility of

Invoice

= Payment terms

Invoice

Payment

= Instruction to Bank A

An example of a new innovative financing solution for
vertical B2B marketplaces : Orbian.com

Payment Funds received

= Instruction from bank B

= After approval : issue
payable by instructing
Orbian to issue Orbian
Credits

=Orbian credit Is an
investment grade rated
financial obligation from
Orbian

=Maturity date agreed
between parties

= Discount Orbian credit into
cash at near LIBOR rate

=0r Hold Orbian Credit until
maturity date
=0r convert to settle

Funds received

supply chains in B2B’s.

obligations to his uppliers by
instructing Orbian to issue

Orbian Credits InConnectiOn

Integrated, community-based payment and finance solution that frees up
working capital by capitalising on the improved liquidity and visibility of
supply chains in B2B’s.

Current solutions for financing late payments :
commercial paper (near LIBOR rate)
Factoring
Short-term bank loans

Settlement usually involves 2 banks : delay



POTENTIAL B2B’s

E2E HUBS
HORIZONTAL VERTICAL
FINANCIAL SERVICES MRO il’;;;g Chemical| Steel Utilitie:

Advisory services

« financial tools

« calculators

« underwriting

Risk management services

« risk analysis

« transforming risks via the equity

« transforming risks via fixed income| 4

B2B’s MOVE

« transforming risks via derivative
markets

Transaction processing

« securities processing

« clearing & settlement

« trade finance

« bill payment & presentment

« cash management

INSURANCE SERVICES
LOGISTICS SERVICES

FINANCIAL SERVICES MOVE

In the struggle for market ownership, banks conduct fierce battles with industry
consortia and strong industry leaders.

However, the back-end integration wich proves to be much more complex(and
not solved by XML) will foster and force cooperation and collaboration rather
than war.



What does this mean for SME’s

Analyse your e-commerce potential via the five step model

m Look at Critical Success Factors for guidance on how to ensure
ROI

m Look at the governance model for guidance on how to define the
critical components

m Transparancy is here to stay, but collaboration and service will
remain as strong ‘customer lock-in’ tools

= Do not underestimate the power of P2P ] InConnection C

What should be the message for SME’s ?

A strong route is to focus on supply chain integration. If you get into the
systematic sourcing of your customers, their switching costs AND switching
risks may become too high to allow for change.



