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EXECUTIV SUMMARY

Click2learn.com’s recent focus in online education services and de-emphasis in product sales have shown modest success.  In the financial markets, however, many analysts showed concern that Click2learn could not demonstrate enough robust revenue growth in the near future.   Although Click2learn is positioned to increase its business in the following year, we have many new competitors that focus in a particular segment of the online education market.  

Click2learn’s main concern at this time is to clearly define a strategy to increase revenues and profitability for the company.  More importantly, we need to demonstrate to the financial markets and to our competitors that we have a sustainable business strategy that will propel us to be the dominant player in the online learning industry.

Although there are several options that we can pursue to achieve this goal, we recommend that Click2learn fully leverage the resources and capabilities from its online e-Learning network platform rather than revert back to a software-focused company.  We recommend this strategy because the war on online education will be won or lost in the enterprise sector rather than in the smaller consumer sector.  We will offer a clear picture of the competitive landscape, and detailed analysis of our current resources and capabilities, and the reasons for our recommendation in the following sections.



Click2learn’s Resources and Capabilities
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Click2learn has two main resources and capabilities.  The Authoring Software helps users develop and distribute educational content without requiring our users to have programming knowledge.  Furthermore, our corporate customers like our Learning Management tool because it assists human resource and training departments manage their employee learning progress.  In short, Click2learn is a leader in the online learning market because of our highly customizable and sophisticated software packages.    

In addition, Click2learn also offers a complete online learning service via its flagship e-Learning Network division.  By incorporating our advanced software, a network of partnership course catalogs, and high technology services, Click2learn provides our clients an integrated solution package that requires minimal implementation involvement from our clients.   

Both our software tools and complete solution services are the best in our industry because our technologists and consultants utilize the most customer-focused proprietary software.   Nevertheless, providing better products and services do not make us more competitive in business.  How these resources and competencies are leveraged and how we position ourselves in the marketplace is very important to generating more business for Click2learn.



Competitive Advantage and Weakness

Click2learn’s competency in software tool development is both its strength and weakness.  Since the founding of Click2learn in 1983 by Paul Allen of Microsoft, Click2learn has evolved from a financial analysis software company to its current form as an online learning software company.  The cornerstone of Click2learn has been its software development prowess.  Click2learn’s flexible and sophisticated software is a testament to the superiority of its product compared to other companies in our industry.  However, building a better product does not lead to instant success.  

If Click2learn has a better product, why has its business not continually grown in pace with the growth of the online training market?  (According to industry analysts, this market is expected to grow by 100% every year through 2003, reaching a market size of $11.5 billion).  Furthermore, why has Click2learn operated at negative earnings for the past 5 years while its competitors such as SmartForce has operated profitably during this same period?

We believe that Click2learn’s weakness may lie in focusing too much on our technology at the expense of running a profitable business.  This is the reason why we changed the direction of our corporation last year in providing more services to extract more rents from each client.  Now, the service sector of our business generates 59% of our annual revenues, while our online learning software products only generate 37% of all revenues.  Although we have seen some positive results since implementing this re-focused strategy, we have not seen the kind of robust results that we expected.  Revenues are forecasted to increase by 64% for 2000, which is less than our industry growth rate.   

The question that we need to address at this time is how best to balance Click2learn’s technical resources in both software and services with marketing our products in the most profitable manner.  In order to best answer this question, it will be useful to review Click2learn’s current competitors and customers in order to evaluate the environment in which we will need to provide our recommendation.
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COMPETITORS

Click2learn has three major competitors in the online learning space: SmartForce PLC, Global Knowledge, and Saba Software.  Most of Click2learn’s competitors are operating at a loss, except for SmartForce.  It should be noted that although Click2learn offers both software products and implementation services, other competitors such as SmartForce specialize primarily in distributing finished content courses to its corporate customers.  Furthermore, while Click2learn has extensive corporate, education, and government clients, competitors like Global Knowledge focus on particular industries such as networking systems and telecommunication companies.  Therefore, the diversity of product/service offering and the scope of each competitor’s customer segment may explain each company’s growth rate and level of success.

[image: image3.emf]Annual Sales ($mil) 34.7 256.7 18.0 197.8 - -

Earnings ($mil) -10.0 -54.4 -36.5 15.6 - -

Employees 319.0 1,769.0 142.0 1,419.0 - -

Mkt Value ($mil) 220.2 - 832.0 2,057.5 - -

Gross Profit Margin 57.96% - 48.67% 91.06% 53.43% 46.39%

Net Profit Margin -35.94% - -10.58% -0.91% 5.45%

ROA -32.40% - -72.10% -6.00% -0.50% 2.30%

24.70% - 1284.20% -4.80% 16.40% 20.30%
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Global Knowledge

Global Knowledge’s main business provides approximately 500 third-party courses and 200 proprietary courses.  Their primary customer sectors are networking systems and telecommunications companies such as AT&T and Deutsche Telekom.  They also provide some custom integration and training services, training software, outsourced education management services, but online training content is their main business.  

Saba Software

Saba serves as a B2B marketplace that brings suppliers and buyers of online training and education services together.  They do not market a stand-alone software package, but a complete online learning solution package.  Their primary customers are Fortune 500 companies such as 3Com, Cisco, Ford, and GE.  They also handle very large, high profile projects such as setting up and delivering online education for the country of Norway.    Although Saba is one of our smaller competitors in terms of revenues, they have shown exceptional sales growth of 1,284% in one year. 

SmartForce

SmartForce’s primary business is to provide over 1,300 online education courses via the web.   They not only provide technical training, but also offer business skill and project management courses as well.  Their client list includes F2000 companies such as AT&T, Chase, and Dell. SmartForce remains one of the largest companies in terms of revenues as well as one of a handful of profitable businesses in the online learning business.  Their positive earnings are in large part due to their high gross margins of 91% versus the industry average of 53%.   Their business model is positively reflected in the financial marketplace with one of the industry’s highest market capitalization of over $2 billion dollars.



CUSTOMERS

[image: image4.emf]Client List Segmentation


Click2learn has 257 major clients broken down into three major customer segments: Corporate, Education, and Government clients.  Click2learn not only provides a wide assortment of services to clients directly, they often partner with high technology companies and trade associations to deliver their products and services.  However, the number of alliances with Click2learn is far smaller than that of our other competitors. 

Although our client size is less than SmartForce’s 2,500 corporate customers, we are able to generate more revenue per client than our competitors: $135,000 vs. $78,800* per client.  This discrepancy is to be expected since Click2learn offers more complete end-to-end solutions than straight online education content, which is SmartForce’s current business strategy.  On the other hand, since SmartForce focuses primarily on digital content distribution, their cost of goods sold is far less than that of Click2learn.  The bottom line is that although Click2learn can generate 71% more revenue per customer than SmartForce, we are loosing $41,000** for each customer that we serve.

*(=revenues / # of clients)

**(=10,000,000 negative earnings/ 237 customers)


FUTURE SUSTAINABILITY

There are three benchmarks that we can use to evaluate Click2learn’s future sustainability: Financial Performance, Competitive Advantage, and Resource and Capability Usage.  First, Click2learn will need to quickly compound its revenue growth as well as produce positive returns for our company.  We have operated in the red while our competitors are becoming larger and showing positive return in their business.  Therefore, anything short of rapid business scalability without compromising our profitability is key to our future strategy.  

Second, Click2learn has low competitive advantage in terms of cost since we spend significantly more resources in R&D spending compared to our competitors.  Our high expenses can be understood since we a very product/technology focused company.  However, we will need to balance this in light of return on these investments.  

Furthermore, Click2learn has been pursuing a differentiation strategy that may not be strongly sustainable in the long term.  Our competitors can imitate our technological advances since they also can create similar products.  Also, it may not be difficult for one of our larger competitors to offer a complete line of products and services in the long term.  Therefore, Click2learn will need a solution that is cost efficient, and one that can be integrated into our current differentiation strategy to propel us further away from our competitors.   

Third, our resources and capabilities are not as valuable and rare as we would want them to be.  To put it simply, our software tools and end-to-end solutions services are not adding enough dollars to our bottom line.  We will need to find a way to extract rents from these resources and capabilities to leverage their true potential.
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Click2learn can continue to maintain its marginal future sustainability by offering superior software and a complete end-to-end online education solution.  However, our product and service differentiation strategy is under attack from our competitors who focus on limited product or service offerings.  For example, Saba focuses its resources on providing a complete set of solutions rich in content to its clients rather than distributing a do-it-yourself, off-the-self software package.  Furthermore, there are other competitors that are dissecting the complete value chain solution and choosing only the most profitable pieces.  Once again, SmartForce partners with third-party vendors to delivers over 1,300 online courses that are far more cost efficient than our more implementation-intensive products and services.

The current dilemma is which part of the value chain should Click2learn focus on in order to increase revenues and profitability as well as to create a sustainable competitive advantage.  Clearly, Click2learn cannot pursue a multi-pronged strategy since we do not have the time and resources of a multibillion-dollar Fortune 100 company to experiment with many alternatives.  We have one shot to come up with and implement a viable solution to revive our business today.


RECOMMENDATION


We recommend that Click2learn extract more rents out of its existing client base and business structure by offering more online courses.  There are several ways to accomplish this goal:

1) Create alliances with more strategic partners to offer the latest and most needed online courses.     


2) Create viral distribution of online courses.  Our clients will be offered the opportunity to participate in an exclusive knowledge exchange hub where each entity can cross-sell one another’s content. 

3) In order to scale up our model with larger customers, we may need to outsource or partner up with a large consulting powerhouse such as Accenture in order to incorporate our content and software packages to our client’s knowledge system.  



OVERALL DESIREABILITY

We believe that our recommendation will most efficiently utilize our current limited resources, increase revenues for Click2learn, and create a network of strong partnerships that will lock in key customers and lock out the competition.  First, we will want to create alliances with key partners who can create and are willing to distribute their courseware to a wider customer base.  Furthermore, our target clients will include many of the top leaders in rapidly growing industries such as high technology and healthcare.  We will need to be more selective of the kinds of clients that we select since we have limited resources in human capital to properly build our business relationships and distribute our client’s products.  

Second, cross-selling our own as well as our client’s courseware will extract more rents out of the existing technology and infrastructure.  We also know from our competitive analysis that the content market is the most profitable growing sector in the online learning business.  Click2learn can generate higher profit margins per customer as well as increase our customer base through our knowledge exchange hub.  We believe that our clients will want to participate in this network as well since they can turn their internal training expense into a revenue generating opportunity.  

One other benefit from creating an exclusive knowledge exchange hub is that we can lock in our customers and lock out our competitors.  By including a core group of industry leading companies in this network, we believe that out clients base will increase exponentially.  After it has scaled beyond a critical mass greater than our nearest competitor (beyond 4,000 clients), then we believe that the market will tip to our product and standard and therefore create high stickiness for our customers.  Furthermore, since our network will only be compatible with our software and system, we can create barriers to entry from our content focused competitors.

Lastly, by outsourcing part of our services to large consulting firms, we can accelerate our viral replicating business strategy as well as gain additional channels to distribute our online content.  In the near future, we will need to evaluate our service offering so that we can focus on the more profitable part of our operation.  We must stress that we do not propose doing away with the complete solutions model since we also believe that our one-stop service will be in high demand down the line as the industry become consolidated. 



Potential Risks 


There are several risks to take into consideration in implementing our recommendation.  First, there may be some resistance on the part of our partners to cross-sell their products- especially if our clients are competitors in their respective industry.  For example, Microsoft and Red Hat, two operating system companies, may be hesitant to cross-sell their online learning product through our network.  Although there are certainly companies out there that are wary of participating in this network because of an apparent conflict of interest, we believe that our clients will want to have their courses on our network since not participating in a growing (if not dominant) course marketplace will seriously erode their own product and technology dissemination.  Therefore, our distribution network and courses will add value not only to individual businesses, but also to their industries as a whole.

Second, there may be some additional costs associated with establishing this course distribution exchange.  These costs will most likely be in the form of additional development costs and time from our implementation teams to add these exchange capabilities to our client’s site.  However, we strongly believe that the high gross margins that can be skimmed off of this business (over 90% gross profit margin in most cases) will more than cover the additional financial and human resources required to implement this strategy.

Lastly, our other competitors, especially content focused online course providers, may follow suit and imitate our current lock out/lock in knowledge exchange strategy.  In the worst case, our success may cause competing silos of course exchanges to exist.  We are confident, however, that our unique technology that is clearly an industry favorite combined with our complete end-to-end solution offer the highest value for our customers.  Therefore, we believe that our competitors cannot shadow our moves for long since they do not have the dynamic capabilities to morph their software and services to provide speedy and customizable solutions.   



Conclusion

Click2learn has made important advancements in creating the best online learning software and establishing the needed infrastructure for many leading companies.  However, Click2learn has not fully leveraged on the potentials that can be gained from its products and services.  By offering more online courses through a knowledge distribution network, Click2learn can fortify its business strategy by becoming the most profitable company in the online learning market place.  We strongly believe that leveraging its online content will not only generate higher profit margins for the company, but it will also create barriers to entry against its competitors.  Furthermore, locking in customers and locking out competitors through its content network will provide Click2learn the time it needs to scale its business quickly to compete with the Goliaths in the online learning industry.   
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