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CM304 BIS: Theory and Applications

Buying

Your company has decided to procure a new financial management information system. You, as the IT Director, have evaluated the various offerings and are ready to secure the deal.

The IS system on offer is priced at £672,000. This includes four new servers and a six month service contract. Extensions to the service contract cost £12,376 per annum. Software technical help is available at £25 per user per year. The company envisages a transition period of seven months, during which initial data conversion and data entry should take place. 

You originally justified the system on the basis of spending £701,000 over five years, which is less than the price quoted now. However, the market trend is such that hardware prices are rising daily, so it would be prudent to settle at the earliest opportunity. Additionally, the supplier is demanding a 25% deposit, together with a further 50% upon delivery. The remainder is payable three months after delivery.

You feel that the extra support from the contracts are essential, but you are reluctant to ask the Board for more money.

CM304 BIS: Theory and Applications

Selling

Your company has been involved with the tender for a new finance IT system for a local business. Everything is progressing well and you are aware that you are on the shortlist with one other competitor.

The IS system that you have offered is priced at £672,000. This includes your company’s gross margin of 47% plus your commission of 7%. For every percentage point above the GM that you negotiate, you will receive a bonus of £400. However, if you discount beyond the 7% commission rate, you will receive a flat rate of 1% of the final deal.

You may also sell service contracts, which you will receive £1000 per annum for the life of the contract, per contract sold. You have suggested that the business considers a service contract for the servers, at a cost of £12,376 per annum. Additionally you have offered software technical help at £25 per user. The net cost of this is about £2 per user so you have substantial room for manoeuvre.

Your company is currently offering an in-house promotion which you may or may not choose to disclose to the customer. If you manage to sell a two year service contract and one year’s technical support at £18 per user you can discount the main package by an extra 7% without affecting your bonus.

You have stated that data entry will take around seven months although it is generally longer than this. Your figures only support contract staff for this period so it might be prudent to allow for this in your calculations.

Your competitor has a technically superior system and a sound customer base, though the package is approximately 5% dearer. From previous discussions with the company you believe that they have around £715,000 to spend.

Your company’s payment terms are 25% deposit, together with a further 50% upon delivery. The remainder is payable three months after delivery.

Hardware prices are rising daily and eating into the margin so it is necessary to secure the deal as soon as possible.

Your Technical Director has just left the company.
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