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B.C. 12% Atlantic 4% 

Prairies 14% 

Quebec 20% 

TRODUCTION 

I n October 1993, Industry Canada, in collaboration 
with Statistics Canada and with the support of the 
Canadian Advanced Technology Association and 

the Information Technology Association of Canada, 
conducted a survey of Canadian software products 
companies. The purpose of the survey was: 

• to conduct the first national survey focusing 
exclusively on the software products industry 

• to provide industry executives with key findings 
to assist them in comparing the performance of 
their companies with Canadian and American 
industry averages 

• to establish a reference point for evaluation of 
Industry Canada services provided to Canadian 
software products companies. 

SURVEY METHODOLOGY 
A questionnaire was mailed in October 1993 to 

260 Canadian-based software products companies. 
One hundred and five completed questionnaires were 
returned, for a 40-percent total response rate. Within 
the survey, response rates differed for each question 
asked. 

All respondents were requested to provide 
information for their current fiscal year, ending no 
later than 30 June 1993. Companies were requested to 
complete the questionnaire on the understanding that 
individual respondents would remain anonymous. 
Published information is therefore sufficiently 
aggregated to conceal the identity of individual firms. 

GEOGRAPHIC DISTRIBUTION 
Regional distribution of respondents is displayed 

in Figure 1. 

Figure 1 — Regional Distribution of Respondents 



Total revenues reported 
by 89 respondents: 	 $561 821 117 

Total employment reported 
by 100 respondents: 	 4 959 

Revenue productivity per employee for 
the 88 who answered both questions: 	$125 155 

SURVEY HIGHLIGHTS 

There was considerable diversity in the responses 
received from the survey of Canadian software 
product companies. For example, reported 

revenues ranged from $170 000 to above 
$100 million.I 

Canadian-based companies with sales above 
$10 million displayed average revenue productivity per 
employee comparable with that of their U.S. counter-
parts. Comparison with U.S. companies does, how-
ever, indicate the need for Canadian companies with 
sales below $10 million to focus on increasing their 
productivity. 

Respondents on average spent 8 percent of 
revenues on marketing, and 19 percent on marketing 
and sales together. There is a clear relationship 
between marketing investment and revenue: the 
35 companies that spent more than the average on 
sales and marketing expenses generated on average 
over three times the revenues of the remaining 
companies. 

Direct sales (i.e. those made by company 
employees) accounted for 74 percent of revenue. 
Within Canada, direct sales channels contributed 
92 percent of revenue. 

Of the 96 respondents to the question concerning 
exports, 82 percent exported. Export sales represented 
68 percent of industry sales revenues, with over 
58 percent of those export sales to the U.S. Only 
6 percent of exporting companies did not sell into the 
U.S. Exports to Europe represented another 
30 percent of total exports. 

Formal productivity tracking, indicated by 
collection of productivity measurements, was under-
taken in fewer than one third of responding firms. 

Four firms reported that they had fully imple-
mented software quality management systems that in 
their view were adequate for registration to the 
International Organization for Standardization's ISO 
9001. In fact, only one respondent was registered to 
key international software quality standards: in this 
case ISO 9001 and North Atlantic Treaty 
Organization's AQAP 13. 

Respondents felt that their customers were well 
satisfied with company performance in terms of 
product capabilities, product quality, support services 
and customer influence in new product design. 

Respondents were less pleased with their 
performance in the areas of time to market, product 
documentation and problem resolution. 

There was a wide range of profitability reported 
by respondents. Overall, survey respondents had 
modest profitability, averaging 4 percent after taxes. 

On average, surveyed companies provided 
3.3 days and spent $562 per employee on training. 

Some 57 percent of 61 respondents relied 
exclusively on internal sources of capital. 

The 26 companies that did obtain outside sources 
of capital had a public capital/total equity ratio 
representing 53 percent of total equity. 

Respondent revenues: bottom third, less than $1.6 million; middle third, between $1.6 million and $3.15 million; and 
top third, greater than $3.15 million. 



MEASUREMENT AVERAGE 	HIGH AVERAGE*  

125 
6.3 
19 
8 

11 
43 
17 
77 
6 
4 

2.5:1 
50 
3,3 

0.7:1 
45 

156 
8.2 
25 
10 
15 
57 
22 
88 
13 
10 

3.1:1 
63 
4.8 

N/A 
N/A 

Product development expenditures ranged widely. 
Average product development expenditures for survey 
respondents were 17 percent of total revenue. 

Table 1 provides additional highlights from the 
survey. 

TABLE 1 — KEY PERFORMANCE INDICATORS 

Productivity (revenue per employee) ($000) 
Annual revenue per company ($ million) 
Marketing and selling expenses as share of total revenue (%) 
Marketing expenditures as share of total revenue (%) 
Sales expenditures as share of total revenue (%) 
Expo rt  revenue as share of total revenue (%) 
R&D expenditures as share of total revenue (%) 
Gross profit margin ( % of total revenue) 
Net income before taxes ( % of total revenue) 
Net income after taxes ( % of total revenue) 
Current ratio 
Average number of employees 
Training days per employee 
Debt to equity ratio (median)e 
Respondents with or working toward a formal quality system (%) 

* High average excludes the bottom 25 percent of respondents. 
The median calculation was used rather than average due to the extremely large range of responses to this question. 



IMPORTANCE*  SATISFACTION*  GAP 

4.8 
4.7 
4.5 
4.3 
4.3 
4.0 
3.6 
3.5 

0.9 
0.8 
0.9 
0.6 
1.2 
0.5 
0.7 
0.4 

3.9 
3.9 
3.6 
3.7 
3.1 
3.5 
2.9 
3.1 

INDUSTRY CORE COMPETENCY RANKINGS 
(CRITICAL SUCCESS FACTORS) 

I n 1991, Industry Canada commissioned The 
Coopers & Lybrand Consulting Group of 
management consultants to undertake a major 

comparison of the Canadian and American software 
industries. Their study identified eight critical success 
factors (CSFs) among which companies in the software 
products industry allocate resources to try to achieve 
performance leadership over their competitors. 

The CSF framework was the basis for the current 
survey. Table 2 ranks the eight CSFs by the importance 
that survey respondents attached to them. The table 
also indicates respondents' level of satisfaction with the 
performance of their own companies. The gap between 
the importance respondents attached to each CSF and 
their level of satisfaction with the performance of their 
own companies was used as a means of determining 
which were potentially the areas of greatest concern for 
the industry. 

TABLE 2 - CRITICAL SUCCESS FACTORS 

Customer Service 
Product Quality 
Product Development 
Management Performance 
Marketing and Sales 
Human Resources 
Strategic Alliances 
Capital Financing 

* The rankings were on a scale of 1 to 5, with 1 having a low importance and 5 having a high importance. The values in the 
table above are weighted averages based on the number of respondents who selected a given answer. Results have been 
rounded to one decimal place. 



MARKETING AND SALES 

B ased on the gap between performance and 
satisfaction rankings, the issue of greatest 
concern for survey respondents was marketing 

and sales. 

Expenditures on marketing and sales combined 
represented on average 19 percent of revenue, with the 
86 respondents spending an average of 8 percent on 
marketing and 11 percent on sales. Respondents who 
rated marketing and sales as important or very 
important spent 96 percent more on marketing than 
those who rated it as unimportant or of low 
importance. 

There is a clear relationship between investments 
in marketing and company revenue. The 51 companies 
with marketing and sales expenses less than 19 percent 
of revenues had average revenue of $3.1 million. The 
35 companies with marketing and sales expenses above 
19 percent had average revenues of $11.3 million. The 
average survey respondent had modest profitability of 
about 4 percent of revenue after tax. 

A recent survey of software companies in the U.S. 
by Culpepper and Associates 2  shows that U.S. com-
panies spent on average 9 percent of total revenue on 
marketing and 19 percent on sales. Canadian firms 
spent an average of 9 percent less on sales and 
marketing combined than U.S, companies. Average 
profitability in the U.S. industry was 2 percent of 
revenue after tax. 

Compared with U.S. industry norms, the software 
products industry in Canada appeared to be under-
investing in marketing and sales. Respondents' 
dissatisfaction with their cornpanies' performance in 
this area may decrease with a change in business 
strategy that increases the emphasis placed on 
marketing and sales functions. 

SALES 
Survey respondents had total sales revenues of 

$562 million for their year ending no later than 
30 June 1993. 

The breakdown of revenues (as seen in Figure 5) 
re fl ects the survey's emphasis on software product 
companies, since 74 percent of revenue was derived 
from software sales, maintenance and upgrades. Direct 
sales (i.e. those made by company employees) 
accounted for 74 percent of revenue. Within Canada, 
92 percent of revenue came from direct sales. 

Concentration in terms of the dependence of a 
company on a few customers was measured by asking 
companies the percentage of sales made ro  their top 
three customers. On average, concentration in the 
industry was low, at 33 percent. 

Surveyed companies had a high degree of export 
orientation. Export sales were $380 million, or 68 per-
cent of total industry revenue, with 82 percent of 
respondents exporting. Twenty-three percent of the 
companies had export sales representing at least 
80 percent of sales revenue, considerably higher than 
the Culpepper U.S. average of 20 percent of revenues 
derived from exports. 

2  The Financial Operating Ratios fir Software Companies is compiled annually by Culpepper and Associates, Atlanta, 
Georgia. Written permission was obtained to reproduce some of the Culpepper statistics. Tables were developed to 
compare the Culpepper and Industry Canada survey results. All subsequent references to "Culpepper" are to this 
report. 



TABLE 3 - REVENUE DERIVED 
FROM EXPORTS 

None 
1 — 25% 
25-50%  
50-75%  
75—  100% 

18 
24 
12 
15 
31 

EXPORTS AS A SHARE 
OF SALES 

PERCENTAGE 
OF COMPANIES 

Table 3 shows the revenues derived from exports 
for the surveyed companies. 

Figure 2 shows the geographic distribution of 
export sales. Over 58 percent of respondents' export 
sales were to the U.S.; only 6 percent of exporting 
companies did not sell into the U.S. Exports to Europe 
represented another 31 percent of total exports. 

Figure 2—  Percentage of Export Sales 



Percentage 
"very satisfied" with 

company performance 
(4 or 5 responses) 

Performance change 
Formally 
tracked 

Increase Same Decrease (Yes) 

from previous year* 

57 

45 

56 	4 	 51 
27 	54 	19 	 74 

27 	.64 	10 	 27 

37 	60 	4 	 59 

• 86 
70 

54 

52 

CUSTOMER SERVICE 

Respondents ranked customer service as the most 
important of the CSFs. However, based on the 

gap between performance and satisfaction, it 
fell to second place, tied with product development. 

Questions related to customer service sought both 
current information and details on changes since the 
previous year. In general, respondents felt that their 
customers were well satisfied with company perfor-
mance in terins of product capabilities, quality, support 
services and customer influence in new product design. 
Respondents were less pleased with their performance 
in the areas of time to market, product documentation 
and problem resolution. Overall, approximately half of 
survey respondents tracked their performance in 
customer service. 

Table 4 lists the customer service areas considered 
in the survey according to the respondents' level of 
satisfaction with their companies' performance. 

The area with the greatest decrease in performance 
was the resolution of customer problems, with a 
decrease of 19 percent from the previous year's level. In  

spite of  tins  decrease, 70 percent of respondents still 
rated their performance in problem resolution as very 
high (making fbur or five responses out of a possible 
five). While the decrease in performance indicated a 
potential area of concern, 74 percent of respondents 
formally tracked their performance with respect to 
customer complaints and were therefore well 
positioned to take corrective action. 

The table also shows that only 54 percent of 
companies were well satisfied with their time to market 
performance compared with that of their competitors. 
Ten percent of respondents indicated a decrease in 
their comparative fime to market from the previous 
year; however, 27 percent reported an increase. 
decrease in performance could be problematic in the 
industry, particularly given that only 27 percent of 
respondents formally tracked comparative time to 
market. 

TABLE 4 - CUSTOMER SERVICE PERFORMANCE 0/0 

Customer influence in design 
of new product 

Customer satisfaction with 
product capability 

Customer satisfaction with 
support services 

Customer satisfaction with 
product quality 

Low number of unresolved problems 
Time to market compared 

with competitors 
Customer satisfaction with 

product documentation 

87 	 42 	56 	2 

48 	1 

54 	1 	 51 

* Numbers may not total to 100 percent due to rounding. 



TABLE 5 - QUALITY STANDARDS AND PROCESS ASSESSMENT (%) 

ISO 9001 
SEI CMM assessment 
Institute of Electrical and Electronic Engineer Inc. 
NATO MAP 13 

REGISTRATION OR ASSESSMENT IN PLACE WORKING TOWARD 

28 
6 
2 
1 

PRODUCT DEVELOPMENT 
AND PRODUCT QUALITY 

B ased on the gap between the importance 
respondents attached to a CSF and their 
satisfaction with their firms' performance in that 

area, product development ranked second (along with 
customer service) as an area of concern, and product 
quality ranked fourth. 

PRODUCT DEVELOPMENT 
Responses  ro  questions about software develop-

ment methodologies indicated some uncertainties 
about the role of formal development methodologies 
(e.g. Merise, or a recognized object-oriented metho-
dology) in effective product development. Only 
25 percent of the 105 respondents stated that they had 
formally adopted a product development methodology. 
Surprisingly, however, 37 percent of respondents 
indicated that 50 percent or more of their software was 
developed under such a methodology. This may re flect 
uncertainty as to what constitutes a software develop-
ment methodology. Twelve percent of the respondents 
cited a recognizable development methodology; others 
cited various development tools or the Software 
Engineering Institute Capability Maturity  Mode!  
(SEI CMM). 

Forty-two percent of firms developed half or more 
of their code under integrated computer-assisted 
software engineering (CASE) tools or object-oriented 
(00) tools and class libraries. 

Fewer than a third of responding firms tracked 
productivity through the collection of productivity 
metrics. 

PRODUCT QUALITY 
While 91 percent of responding firms considered 

product quality very important to them, 56 percent of 
this group neither had put in place nor were working 
on a quality management system for their software 
development activities. 

Overall, some 41 percent of respondents were 
working toward the implementation of a software 
quality management system. However, only four fi rms 
had actually iinplemented quality management systems 
that they felt were adequate for registration under the 
ISO 9001 standard. 

As indicated in Table 5, two respondents reported 
only three registrations to the key software quality 
standards that increasingly confer competitive 
advantage in accessing both international and 
government markets. One firm held two of these 
registrations: ISO 9001 and NATO AQAP 13. 

Based on the standards toward which firms are 
working today, it is clear that ISO 9001 registration 
will be the standard of choice in software quality 
management systems. It is likely that contract 
procurement requirements established by potential 
buyers will be a force driving firms to implement these 
systems. 



COMPANY 
REVENUES 

number of 
respondents 

number of 
respondents 

average company 
revenue 

per employee* 

average company 
revenue 

per employee* 

54 10 
23 
65 

26 
8 

$118 000 
$142 000 
$184 000 

$81 Q00 
$102 000 
$167 000 

<$3 million 
$3 —$10 million 
> $10 million 

MANAGEMENT AND HUMAN RESOURCES 

PRODUCTIVITY 
The effective and efficient use of people is an 

essential element in successful software companies; this 
was noted by many chief executive officers when they 
itemized their key success factors. Management 
therefore paid strict attention to the productivity of its 
human resources. One of the most common measures 
used to determine productivity was revenue 
productivity per employee. 

Average industry revenue productivity per 
employee, as measured by the proportion of total 
revenues to total number of employees, was $125 000. 
Table 6 shows a breakdown of company revenues, with 
comparative figures for the U.S. as reported by 
Culpepper and Associates. 

Canadian-based companies with sales above 
$10 million had revenue productivity measures similar 
to those of their U.S. counterparts. 3  However, the 
comparison with U.S. companies makes clear the need 
for Canadian companies with sales below $10 million 
to focus on increasing their revenue productivity 
measures. 

EDUCATION 
Figure 3 shows the distribution of employees by 

level of education, based on the 3 917 employees for 
the 95 companies that provided a breakdown of total 
employees. The largest categories were employees 
having an undergraduate degree (38 percent) and those 
with other graduate degrees (24 percent). 

TABLE 6 - REVENUE PRODUCTIVITY MEASURES 

INDUSTRY CANADA SURVEY CULPEPPER SURVEY 

* These are unweighted averages. 
Note: The 30 June 1993 rate of C$1 = US$1.2820 was used. 

3  For more information on the productivity of the U.S. software industry, sec the recent Soft•Letter nends é. .S'Innegies in 
Sofilnare Publishing, 4 April 1994, vol. 10, no. 22. Cited with permission of JeffTartar. 



Percent 
40 

30 

20 

10 

Other graduate 	Undergraduate 	Technical 
degree 	degree 	diploma 

Secondary 
school 

Other Doctoral 
degree 

TABLE 7 - TRAINING EMPHASIS (%) 

AREA OF EMPHASIS 

R&D 
Sales 
Marketing 
Management 
Finance and administration 
Othert 

RESPONSES*  

3 

5 
27 
33 
39 
53 
9 

22 
21 
25 
32 
33 
17 

4-5 (HIGH) 

74 
53 
42 
29 
14 
74 

1-2 (Low) 

Responses were on a scale of 1 to 5, with 1 having a low priority and 5 haying a high priority. 
For the respondent companies who offered it, "other" training ranked as a top priority. 

Figure  3— Distribution of Employees, by Education 

TRAINING 
On average, surveyed companies provided 

3.3 days and spent $562 per employee on training. 
Respondents who rated human resources as very 
important devoted approximately twice as much 
money and twice as many person-days to training than 
those who rated human resources as not very 
important. 

Table 7 lists the training categories based on the 
emphasis accorded by survey respondents. R&D was 
considered the most important area of training. R&D 
staff received training on a number of topics: 
82 percent of respondents provided platform-specific 
training, 55 percent provided training in metho-
dologies, and 46 percent provided training on 
standards. Other topics, notably languages and tools, 
were covered by 40 percent of respondents. 

Sales and marketing training were ranked next in 
importance. Other training areas cited by respondents 
included customer service and technical training. 
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MANAGEMENT EXPERIENCE 
Figure 4 shows the level of senior management 

experience. Most company chief executive officers had 
over ten years of experience. 

Figure 4  —  Senior Management Experience 

Percent 
80 

uid 



STRATEGIC ALLIANCES 

S urvey respondents ranked strategic alliances as the 
second least important of the eight core 
competencies surveyed. Seventy-five companies 

reported one or more strategic alliances. Of these, 
91 percent had distribution alliances, 51 percent had 
product development alliances, and 24 percent had 
financial alliances. 

There were 1 107 distribution alliances, of which 
47 percent were with U.S. distributors, 25 percent 
were within Canada, 15 percent were with European 
distributors, and 10 percent were with distributors in 
other countries. 

Of the 177 product development alliances, 
59 percent were made with U.S. partners, and 
27 percent were made within Canada. 

Of the 99 financial alliances, 43 percent were 
made within Canada, 34 percent were made with U.S. 
partners, and 21 percent were made with European 
partners. 



TABLE 8 - KEY FINANCIAL INDICATORS 

Bank line of credit/total debt (%) 
Bank line of credit/total debt and equity (%) 
Venture and private capital/total equity (%) 
Public capital/total equity (%) 
Current ratio 

" High average excludes the bottom 25 percent of respondents. 

AVERAGE HIGH AVERAGE*  FINANCIAL INDICATORS 

41 
18 

-22. 
12 

2.5:1 

55 
24 
29 
15 

3.1:1 

COMPANY 
REVENUES 

TABLE 9 - RETURN ON EQUITY 

NUMBER 
OF RESPONDENTS 

INDUSTRY CANADA 
MEDIAN ROE 

35 
19 

7 
61 

(percent) 
16 
27 
12 
16 

<$3 million 
$3-10 million 
> $10 million 
All respondents 

FINANCIAL PERFORMANCE 

/ nterestingly, survey respondents rated capital 
financing as the CSF of least importance; this is at 
variance with common perceptions about barriers 

to growth for Canadian companies. The low rating 
may indicate that many Canadian companies have 
developed means to address the issue. Although several 
noteworthy initial public offerings had been issued 
recently, the main method of fund raising continued to 
be through retained earnings. However, using only 
internal sources of funds can severely limit the 
potential growth of companies. 

FINANCIAL INDICATORS 
Some key financial indicators are listed below in 

Table 8. Seventy-six percent of respondent companies 
had a bank line of credit, indicating an ability to 
borrow to finance receivables. The average current 
ratio (i.e. current assets/current liabilities) is 2.5:1. It is 
generally accepted that a ratio of 2:1 indicates a solid 
financial position. The low public and private finan- 

cing ratios indicated the perennial problem of under-
capitalization facing Canadian software companies. Of 
the 61 respondents to the question on sources of 
capital, 57 percent relied exclusively on internal 
sources of capital. The 26 percent of the companies 
that did obtain °nisi& sources of capital had a public 
capital/total equity ratio representing,-  53 percent of 
total equity. 

Median rate of return on equity (ROE) was 
16 percent. Both current ratio and return on equity 
compared favourably with U.S. industry figures as 
reported by Culpepper and Associates. In the U.S., the 
median ROE was also 16 percent, while the median 
current ratio was 1.5:1. Median debt to equity in 
Canada was 0.7:1, while Culpepper reports a figure of 
1.0:1 for U.S. companies. l'rom a financial perspective, 
the Canadian industry on balance was managed some-
what more conservatively than its U.S. counterpart. 
Table 9 provides a breakdown of respondents' ROE, by 
company size. 



Figure 5—  Average Percentage of Total Revenues 
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Figure 6 — Expenses as a Share of Total Revenues 
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REVENUES AND EXPENDITURES 
The breakdown of average revenues and 

expenditures by categories is provided in Figures 5 and 
6, respectively. 

The average cost of goods sold, at 22 percent of 
total expenses, was identical to the U.S. number 
reported by Culpepper and Associates. When 
considering only companies with hardware revenue 
that were less than 5 percent of total sales, Industry 
Canada survey respondents had an average cost of sales 
of 19 percent, and the Culpepper survey respondents 
had an average cost of sales of 16 percent. 

The average product development expenditures of 
survey respondents were 17 percent of total revenues. 



TABLE 10 ---- PROFITABILITY 
AFTER TAX (%) 

Not profitable 
0-3 percent 
3-5 percent 
5-8 percent 
8-13 percent 
13-20 percent 
> 20 percent 

RANGE OF PROFITABILITY COMPANIES 

16 
18 
16 
16 
13 
12 
10 

6 
6 

10 
23 
65 
96 

(15) 
4 

53 
26 
8 

87 

(percent) 
( 9) 
5 
3 
2 

<$3 million 
$3–$10 million 
> $10 million 
All respondents 

PROFITABILITY 
The average rate of profitability (i.e. net income 

after tax/total revenues) of survey respondents was 
4 percent. 

Table 10 shows the percentage of companies in 
different profit ranges. 

Table 11 compares the profitability-  of Industry 
Canada and Culpepper survey respondents by 
company size. 

The losses posted by the larger company group 
seem surprising against the backdrop of overall 
industry profitability. Given the small number (eight) 
of companies in this group, these results could be due 
to major structural change going on within two or 
three companies at the time of the Industry Canada 
survey. Care should be taken in extrapolating these 
results into the future. 

TABLE 11 — PROFITABILITY, BY SIZE OF COMPANY 

INDUSTRY CANADA SURVEY CULPEPPER SURVEY 

COMPANY 
REVENUE 

number of 
respondents 

average net profit 	number of 	average net profit 
margin after taxes 	respondents margin after taxes 



NTELLECTUAL PROPERTY RIGHTS 

Af
final area covered by the survey was the 
protection of intellectual property rights, a 
undamental concern for software  companies. 

Figure 7 shows the level of protection that was being 
undertaken by survey respondents. Thirty-eight 
percent of companies used more than one type of 
protection. Copyright registration was the form of 
protection most commonly used; 72 percent of 
companies registered their software. Contracts, 
licensing agreements, security devices and not 
providing source codes were cited as other ways of 
protecting intellectual property rights. 

The Software Publishers Association and some of 
the large companies were beginning to have some 
success in defending their interests. By having 
appropriate legal protection, companies would be in a 
position to enforce their rights. 

Royalties from the licensing of intellectual 
property provided another source of revenue. Even 
though a company might not commercialize a product, 
the company could protect potential future revenues 
by investing in and achieving protection of its ideas. 

Figure 7 — Protection of Intellectual Property Rights 



B y extrapolating the data received from the 
105 survey respondents of the total of 
260 companies originally contacted by Industry 

Canada, it appears that the Canadian software 
products industry does business worth at least 
$1 billion annually. It is at the same time an industry 
composed mostly of small and medium-sized 
companies. The industry's heavy orientation toward 
export sales strongly indicates the ability of Canadian 
companies to compete in the global market. 

Profitability and financial stability, as measured by 
using a range of financial indicators, are as good as or 
better than those in the U.S. industry. Average 
profitability, median debt to equity ratio, and average 
current ratio measures all indicate that from a financial 
perspective, the Canadian industry is operating more 
conservatively. 

Productivity measured by revenue per employee 
on the whole is lower than that in the U.S. by a 
significant margin, however. This difference is 
especially pronounced for smaller companies, 
indicating room for improvement in the efficiency and 
effectiveness of human resources deployment. 

The importance attached by industry executives to 
customer service and product quality suggests that the 
competitive psyche in the software products industry at 
present is emphasizing these elements of their business 
over some other competitive dimensions. It is therefore 
quite surprising that only 40 percent of the 
respondents were working toward  format  quality 
standards system certification for their product 
development process. Industry executives expressed 
concern over the increase in the number of unresolved 
(or slow to be resolved) customer service problems; this 
only underscores the urgency of adopting  formai 

 quality processes for product development. 

The willingness of industry executives to express 
dissatisfaction with the performance of their 
companies indicates that they are not at all complacent 
about the competitiveness of any aspect of those 
companies. Marketing and sales stand out here as the 
functions in which there was the largest gap between 
the importance executives attached to a core compe-
tency and their satisfaction with the performance of 
their own companies. It is also an area in which they 
appeared to be underinvesting relative to the U.S. 
competition, since American software firms were 
spending proportionately 50 percent more on 
marketing and sales than Canadian firms. Therefore, 
the marketing and sales performance issues implied by 
the large gap between respondents' importance and 
satisfaction ratings may have a straightforward 
solution: increase marketing and sales investment to 
approach that of the competition. 

Clearly, any such change in the balance of 
expenditure will need to occur gradually, as existing 
profitability levels do not permit massive increases in 
the investment made in any area of company opera-
tions.  Ir  is also vital that appropriate consideration be 
given to marketing and sales strategies to create the 
greatest leverage from new investments in this area. 
Coupled with this heightened effectiveness, a gradual 
increase in marketing and sales investments is likely  ro 

 result ultimately in improved competitiveness against 
the dominant U.S. industry, in consequent long-term 
increases in overall company productivity, and in the 
continued vitality of Canadian software products 
companies in the international marketplace. 
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To help us improve our information products, please take a moment to give us your feedback. 

1. How well has this report met your information needs? (Circle one) 

2. What other analyses would you like to see? 

3. What comments can you provide on this analysis? 

4. What other surveys/analyses would you like to have undertaken? 

Please send this page to: 
Information Technologies Industry Branch 
Software Products and Informatic Services Directorate 
Industry Canada 
Fax: (613) 952-8419 


